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After 20 years of itsimplementation, though the North American Free Trade Agreement (NAFTA)
has helped to boost intraregiona trade between Canada, Mexico, and the United States, but
somewhere has fallen short of generating the desired amount of jobs and the deeper regional
economic integration. Although with NAFTA, trade relations among these countries have
broadened substantialy with U.S. manufacturers creating supply chains across North America,
that have not only made the compani es more competitive globally but have also contributed in
their respective GDP’s. NAFTA has helped in stimulating the economic growth; where data
show that Canadahas expanded at fastest averagerate and Mexico at the slowest, but economists
still debate NAFTA’s direct impact, given the many other economic forces at play and the
possihility that trade liberalization might have happened even without the agreement. Thus, in
this paper we will try to examine the social, economic and political impact of NAFTA on these
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INTRODUCTION

NAFTA i.e. the North American Free TradeAgreement is
a comprehensive agreement which sets the rules for
international trade and investment between USA, Canada and
Mexico. Thisagreement cameinto forcein 1994 and includes
eight sections, 22 chapters, and some 2,000 pages and is
overseen by a number of institutions that ensure the proper
interpretation and smooth implementation of the agreement’s
provisions. This agreement not only eliminates the tariff and
non-tariff barriers to trade and investment between USA,
Canada and Mexico but has also helped in creating stability
and confidence for long term investment among these
countries. Along with thewithdrawal of import tariffsin severa
industries (like textiles and automobiles), agriculture was also
amajor focus of NAFTA. NAFTA also implemented intellectual -
property protections and has established dispute-resolution
mechanisms among NAFTA countries but along with all this,
these three countries has also signed two side agreements:
The North American Agreement on Environmental Co-

operation (NAAEC) and the North American Agreement on
Labour Co-operation (NAALC); where under NAAEC, USA,
Canada and Mexico have committed to take certain steps to
protect the environment and to work co-operatively to address
regional environmental concerns, to help prevent potential trade
and environmental conflicts, and to promote the effective
enforcement of environmental law, among other things.
However under NAALC, the three countries have agreed to
co-operate on labour matters comprising of occupational safety
and health, employment and job training, labour law, and
workers’ rights and productivity. NAFTA mainly focuses on
the withdrawal of tariffs on the imported goods, i.e., each
NAFTA country forgoes tariffs on the imported goods from
the other NAFTA country; but its rules of origin enables the
custom officials to decide about the goods qualifying for the
preferential treatment under NAFTA. Theserulesof origin have
already been made very clear to the NAFTA countries so as to
provide certainty and predictability to the producers, exporters
and importers of the NAFTA countries.
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Theproblem statement :

NAFTA isoneof thebiggest agreementsfor NorthAmerica
to streamline business between USA, Canada and Mexico.
However, there are many factorslike unions, labor laws, market
access and government rules etc., which influence the
successful implementation of this agreement. The purpose of
this study isto identify factors affecting the success ofNAFTA
on these countries and to see the social, economic and political
affect of NAFTA on these three countries and its people.

Hypothesis:
- H,: NAFTA improve the three countries economy.
— H, : NAFTA notimprovethethree countries economy.

Resear ch questions:
What iSNAFTA?

NAFTA isatrilateral agreement, which cameintoforceon
1% January, among USA, Canada and Mexico to promote free
flow of goods and services among them. The agreement has
swept away many tariff and non-tariff barriers on the trade of
products of several industriesand hasimplemented intellectual
property protection, dispute resolution mechanism,
environmental protection and labour market co-operation
among NAFTA countries.

Why isthis agreement isnot popular in the USand Canada?:

Because of regional liberalization and unions, both of
them have harmed the trading system. The difference in the
union type of both the countries explains a significant part of
the variation in the levels of union activism against NAFTA in
both countries, aswell as differencesin strategies of opposition.
Furthermore, theregional differencesalso pose atypeof hurdle
for instance, for Eastern Canada, NAFTA led to large decreases
intrade with the United States, Mexico, Asia, and Europe. For
Centra Canada, NAFTA ledtolargeincreasesintradewith the
rest of North America, and to a large decrease in exports to
Europe. For Western Canada, NAFTA had no effect on total
trade with the United States, but it did lead tolargeincreasesin
trade with Mexico, and to decreases in trade with Europe and
Asia. For U.S. regions, theincreasesin tradewere spread fairly
widely, with the Rocky mountain and Far West regions as
exceptions.

What are the political, economic, and social impacts of the
agreement? :

TheNorth American Free TradeAgreement (NAFTA) has
revolutionized trade and investment in not only North America
but also in Canada and Mexico and hel ped these countries to
unlock their region’s economic potentials. NAFTA hasvarious
economic, social and palitical effects onthese countries. There
have al so been various myths about NAFTA but thereal factis
that NAFTA has actually hel ped these countries economically,
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socialy and palitically. Sinceit came into effect 15 years ago,
all the NAFTA countries and especially North America have
enjoyed an overall extended period of strong economic growth
and rising prosperity.

NAFTA has not only helped in stimulating the economic
growth but has also helped in creating higher-paying jobs
across NAFTA countries. Thisagreement hasactually increased
the labour standards, living standards and manufacturing base
(output) of all NAFTA countries and has also paved the way
for greater market competition with enhanced choice and
purchasing power for its consumers, families, farmers, and
businesses.

Furthermore, with less government interference, NAFTA
has provided North American businesses with better access
to materials, technologies, investment capital, and talent
available across North America, which has actually helped in
making its businesses more competitive. NAFTA has proven
that trade liberalization plays an important role in promoting
transparency, economic growth, and legal certainty. For this,
at the 2009 North American Leaders’ Summit, these three
countries have also agreed to “reiterate our commitment to
reinvigorate our trading relationship and to ensure that the
benefits of our economic relationship are widely shared and
sustainable”.

Some of the facts of this agreement :

Since NAFTA cameinto effect, merchandise trade among
the NAFTA partners has more than tripled, reaching US$946.1
billionin 2008. Over that period, Canada-U.S. trade has nearly
tripled, whiletrade between Mexico and the U.S. hasmorethan
quadrupled [C$figure=$1.0trillion].

Since NAFTA came into effect, the North American
economy has more than doubled in size. The combined gross
domestic product (GDP) for Canada, the United States, and
Mexico surpassed US$17 trillionin 2008, up fromUS$7.6trillion
in1993 [C$figures=$18.2 trillion and $9.8 rillion).

In 2008, Canada and the United States’ inward foreign
direct investment stocks from NAFTA partner countries
reached US$469.8 billion. Meanwhile, M exico hasbecome one
of the largest recipients of foreign direct investment among
emerging markets, and received US$156 billionfromitsNAFTA
partners between 1993 and 2008.

North American employment levels have climbed nearly
23% since 1993, representing anet gain of 39.7 million jobs.

Since NAFTA cameinto effect, trade among the NAFTA
countries hasmorethan tripled, reaching US$949.1 hillion. In
2008, Canada and the United States’ inward foreign direct
investment from NAFTA partner countries reached US$469.8
billion. Meanwhile, Mexico has become one of the largest
recipientsof foreign direct investment among emerging markets,
and received morethan US$156 billion fromitsNAFTA partners
between 1993 and 2008.
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Today, theNAFTA partnersexchange about US$2.6 billion
in merchandise on a daily basis with each other. That’s about
US$108 million per hour [C$ figures = $2.8 hillion and $115
million].

Theoretical framework or model :

For this research | will be using the theory of economic
growth and will show how this agreement has helped in
improving the economic growth of NAFTA countries. But
beforedoing so, let usfirst know about the theory of economic
growth in nutshell.

By economic growth we mean the persistent increase in
the grossdomestic product of anationi.e., long term expansion
of the production potential of the economy. The main
determinants of the economic growth are growthinthephysical
capital stock and human capital, growth in the labour force
engaged in production, technol ogical progress, macroeconomic
stahility, rising demand of goods and services produced in the
economy etc. However, changes in the real exchange rates,
cyclical fluctuation in national output and external trade,
volatility inworld prices, political instability, military conflicts,
natural disasters, supply shocks and unexpected breakthrough
in the state of technology may create a treat or challenge for
the economic growth of an economy.

There are several growth models given by several
economistsinthepast like Harrod Domar growth model, Solow
model, Endogeneous growth theories etc. which basically
shows how growth is related with some of the macro variables
of the economy and how it affects the desired section of the
economy.

Inthispaper | will also try to show through the economic
growth model, how NAFTA has affected the economic growth
of these three countries, using the data of national output,
GDP, employment etc.

Past history and evolution NAFTA :

Prior to NAFTA, U.S and Canada has aready signed a
free trade agreement on October 3, 1987 which was reformed
againon 1% January 1989 and eliminates all tariffsby 1998 and
liberaized all financial serviceaongwith many other provisions.
But while Canada and the U.S. were forging their "Free trade
agreement”, Mexico wasplanning to approach theinternational
trade with them. Thereform by Mexico wasbasically motivated
by the oil price collapse and foreign debt crisis that Mexico
experienced in the early 1980’s. As a result of these crises and
internal economic melancholy, the Mexican government joined
the General Agreement on Tariffsand Trade (GATT)in1986to
reduce trade barriers and comply with international trade
standards during the administration of Mexican President,
Miguel delaMadrid Hurtado. This orientation, along with the
programme of economic reforms instituted by President
Madrid’s successor, Carlos Salinas de Gortari, reforms are named

as “Salinastroika” and has made Mexico ready to join Canada

andtheU.S. in establishing atrade agreement. Then, on August
12, 1992, Canada, Mexico, and the United States announced

their intention to create afree trade zone - the North American

Free Trade Agreement and came up with NAFTA in 1993 and

madeit thelargest trilatera trade agreement/relationshipinthe
world.

Present — current — challenges :

NAFTA joined abig Third World country tothe U.S. at a
timewhen many Americanswerelosing their jobsand factories
were heading south of the border. This economic destitution
and affiliated anxiety by NAFTA created afeeling among some
people about U.S. losing control over its economic destiny. At
the same time, companies that have been forced to spend
millions on cleanup by U.S. environmental rules started
worrying about competing with Mexico, with its hit or miss
environmental regulations.” All of these uncertainties, coupled
with defense downsizing and economic restructuring
accompanying the end of the cold war, exacerbate such
potential economic hardshipsasworker displacement, theloss
of jobs, the elimination of entire industries, as well as the
environmental differences between the countries.

— “Free markets and price stability: Opportunities in

Mexico,” Economic Commentary, Federal Reserve
Bank of Cleveland, August 1, 1993, p.1.

— The term, “Salinastroika,” was used by Mexican
managers in conversation with the author while he
was lecturing in Mexico at Universidad Popular
Autonomadel Estado De Pueblain December 1992. It
was used to refer to the economic reforms and
openness instituted by Mexican President Salinas.

— “White House Walks the NAFTA Tightrope.” Wall
Street Journal, March 15,1993, p. 1

Future-trendsin addressing theseissues:

NAFTA has been successful in addressing these issues
and been able to impact NAFTA countries. With two side
agreements, it has been able to stimulate investment,
employment, wages, trade, stability and growth in these
countries along with taking care of the environmental issues
and labour laws. The trends of the same will be discussed in
the later chapters of this research.

However, as far as the future of NAFTA is concerned
then it has been proposed by many economists that NAFTA
needs to have some changes including investing in border
infrastructure, enhancing regulatory co-operation,
strengthening protections for workers and the environment
and promoting research and development to improve the
competitiveness of North American industries, which in the
recent past it has complied a bit too. Moreover, since trade
remains a divisive issue in these countries, therefore new
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potential trade agreements, such as the Trans-Pacific
Partnership (TPP)—which comprises Australia, Brunei, Canada,
Chile, Malaysia, Mexico, New Zea and, Peru, Singapore, Japan,
the United States, and Vietnam—are introduced which will not
only bring inaset of rulesthat will go beyond NAFTA but will
also deliver the reforms that regional negotiations haven’t
reached yet. Proposed TPP provisions on stronger intellectual
property rights, labour and the environment, and constraints
on state-owned enterprises, if agreed upon, will definitely
effectively update the trade relations without reopening the
treaty.

Annotated bibliography :

In the past several economists have done research on
NAFTA and itscounter effects. Some of them say that NAFTA
has actually proved a boon for these countries whereas there
are some economists who are against this view. For instance,
the paper “Effect of NAFTA on US employment and policy
responses” by Christopher J. O’Leary, Randall W. Eberts, and
Brian M. Pittelko (2011) saysthat the elimination of tariffsunder
NAFTA has increased the volume of exports and imports
between North American countries, where the consumers,
producers and businesses all have gained due to the trade
expansion and lowered prices. However, the transition after
further trade expansion has also involved short-term
adjustment costs for selected groups, affecting both
employment opportunities and wage levels of some American
workers. As aresult, specific public policies emerged in order
to address these adjustment problems and facilitate transition.
This paper has focused specifically on Trade Adjustment
Assistance, Self-employment Assistance and other supporting
policies and showed that Trade Adjustment Assistance
provided substantial income replacement to NAFTA displaced
workers. However, this research also suggests that TAA
retraining and re-employment assistance did not appreciably
increase employment among trade i mpacted workers; but Self-
Employment Assistance had positive effects on employment;
thereby increasing the potential benefits of the geographic
coverage of this measure. The authors of this paper have
provided enough background on the political debate in the
United States at the time of the signing of NAFTA and have
outlined the dynamics of trade and employment among the
NAFTA partners over the last 20 years. Then they had
summarized the estimates of NAFTA’'s employment impact, both
shortly beforeitsimplementation and afterwards and provided
an overview and assessment of US employment policy
responses aimed at facilitating labour-market adjustment and
support of trade-displaced workers.

Romalis (2005) in his paper “NAFTA’s and CUSFTA’S
impact on international trade” has conducted a partial
equilibrium econometric analysis of demand for traded goods
(at the 6-digit industry level relying on North American
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Industrial Classification System (NAICS) data). He provided
many evidences that the reduction of tariffs under NAFTA
increased Mexico’s share of US imports. He found out that
only asmall percentage of NAICS 6-digit commodity groups
had anincreasein UStariff preference for Mexican goodsfrom
1993: 389 had anincreasein tariff preference (relatively lower
tariffs) whereas 2 663 had no change. He also revealed that
prior to NAFTA Mexico significantly liberalized itstraderegime
by reducing tariffson an MFN basisand eliminated quantitative
restrictions onimports. In 1965, Canada and the United States
negotiated the Auto-Pact, which allowed them for duty-free
trade in many automotive goods; therefore, the enactment of
NAFTA did not reduce tariffs significantly for many
commodities. Romalis (2005) further states that imports are
sensitive to tariff reductions, and are measured by tariff
preference, thus later in his study he found that for the 389
commodities for which the US tariff preference for Mexican
goods had increased by at | east 10 percentage points, thesimple
average of Mexico’s share of US imports actually rose by 224
per cent between 1989 and 2000. On the other hand, for the 2
663 commodities for which Mexico’s tariff preference remained
unchanged, their share rose by only 23 per cent. He further
found asimilar response for Canada. Those commoditieswith
at least a 10 percentage point increase in tariff preference
increased their Ul import share by 99 per cent; those with no
change in tariff preference showed a dight decrease in share.
Thus, his study concluded that the net US import increases
from NAFTA partners at the expense of imports from the EU,
even though Canada and the United States are high-cost
producers of many of these commodities.

Agama and McDaniel (2002), in their paper “The NAFTA
preference and U.S.-Mexico trade” examined whether other
factors could baffle the response of trade to tariff reductions.
They used an econometric modd to estimatethe separate effects
of various other factors, including GDP and tariff changes prior
to NAFTA and found that an increase in tariff preferences
increases trade. Mathematically his study showed that on
average, aone percentage point increasein the tariff preference
corresponds to somewhere between an 11.2 per cent and 16.5
per cent increase in US import demand for Mexican goods.
However, on the export side, a one percentage point increase
in the NAFTA tariff preference corresponds to an increase in
Mexico’s demand for US goods of between 5.1 per centand 6.7
per cent. Furthermore, an important issue addressed by Agama
and McDaniel (2002) study is the effect of more permanent
tariff reductions offered by NAFTA versus the more temporary
ones put in place before NAFTA was implemented and their
results suggest that the responsiveness of tariff preferences
were larger during the period in which NAFTA was in effect
than beforehand. Thus, their study shows the permanency of
NAFTA trade liberalization had a positive effect on trade.

The above stated studies suggest that NAFTA affected
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the level and pattern of trade between the United States and
Canada & Mexico, where significant increases in tariff
preferencesi.e., relative reductionsin tariffs, were associated
with increased shares of US imports. Furthermore, since
changesin tariff preferences differed across commodities, the
expectation wasthat NAFTA would affect theimport shares of
different commodities differently, leading to a reallocation
across industry sectors. These studies also shed some light
on the different responses between Mexico and Canada to
thesetariff changes. For instance, Mexico appeared to be more
sensitive to an increase in tariff preference than Canada—a
224 per cent increase for Mexico versusa 99 per cent increase
for Canada. Moreover, these studies shed some light on some
factors other than tariff preferences that affect import
penetration, and Mexico’s exports to the United States appear
to be more sensitive to these factors than do Canada’s exports.
This differenceis evident in the commodities with no change
in tariff preference, as Mexico’s share of US imports increased
by 24 per cent whereas Canada’s share did not increase.

Feenstra and Hanson (1997), in their paper “Foreign direct
investment and relative wages: evidence from Mexico’s
maquiladoras” found that in Mexico labour demand by incoming
foreign firmsis skewed towards skilled workers. Another study
found that the level of protectionisin fact correlated with the
labour-intensity of asector (Hanson and Harrison, 1999). This
impliesthat trade liberalization would disproportionally affect
less skilled workers, who were previously enjoying the benefits
of tariff protection.

Hanson (2003) has examined, in his paper “What has
happened to the wages in Mexico since NAFTA”, the impacts
of trade and investment liberalization on the wage structure of
Mexico. One part of this paper examined the Mexico’s policy
reforms which have rai sed the demand for skill in the country,
reduced rentsinindustriesthat prior to reform paid their workers
high wages, and raised the premium paid to workers in states
along the U.S. border and have resulted in an increase in wage
dispersioninthecountry. The second part of the paper examines
the changes in Mexico’s wage structure during the 1990’s and
concluded that in the last decade, Mexico has experienced
rising returns to skill labour, like the wage movements in the
United States, though there is little evidence of wage
convergence between the two countries. Furthermore, this
paper has also explained the regional wage differentias in
Mexico that havewidened and isexplained largely by variation
in regional access to foreign trade and investment and in
regional opportunitiesfor migration to the United States. Lastly
the paper ends with the discussion of the implications of
Mexico’s experience for the rest of Latin America in the eventa
Free Trade Agreement of the Americasis enacted.

Wall (2002) in his paper “NAFTA and the geography of
North American trade”, has demonstrated that at the regional
level the effects of NAFTA have been much more complicated

than what normally should happen. This paper concluded that
NAFTA just meant three things; (i) |ess trade between Eastern
Canada and the United States and Mexico, (ii) more trade
between Central Canada and the United States and Mexico,
and (iii) more trade between Western Canada and Mexico, but
no change in the volume of trade between Western Canada
and the United States. The author aso found out that NAFTA
has decreased trade between Canadian regions and both
Europe and Asia, while increasing Mexico’s trade with Asia.

Krueger (1999) in her paper “Trade creation and trade
diversion under NAFTA” has used the Aggregate and more
micro data on trade between the U.S., Canada, and Mexico to
assess the early effects of Mexican entry into NAFTA and
found that although thefraction of Mexican tradewiththe U.S.
and Canada has risen sharply, but thisis because of a number
of other factors like Mexican reduction of tariffs and
quantitative restrictionsand the Mexican alteration of exchange
rate policy at the end of 1994. Thusfor her, theimpact of NAFTA
over its first three year does not appear to have been large
relative to the effects of these other events.

Another research by Rock-Antoine Mehanna and
Hannaraong Shamsub (2002) titled who is benefiting the most
from NAFTA?Anintervention time seriesanalysishasexamined
the forecasted trade values and investigates the impact of
NAFTA on both bilateral trade and income of each NAFTA
country by using historical data. This paper has covered time
series data before and after NAFTA was formed, from 1980 to
1999 and considered NAFTA as a prolonged impulse function
ininternational trade activitiesamong thethree trading partners
by employing an intervention-function model. The paper
findingsreveal ed that NAFTA increasesbilateral trade between
US-Canada and US-Mexico, and in terms of income, NAFTA
benefits mostly to Canada. To substantiate these findings, this
paper has employed Granger causality analysis, whichin turn
has supported their intervention-function results. Thus,
keeping in view the viewpoint of the other economist’s
researches, this paper will analyze the economic, social and
political effect on NAFTA on the NAFTA countries using the
relevant data.

MATERIAL AND METHODS

Population, data sour cesand analysistechniques:

The study pertains to the analysis of growth and trade
trends of three NAFTA partners United States, Mexico and
Canada, observed during the period 1993-2012. Secondary data
were collected from the websites of the World Bank, IMF,
NAFTA, U.S. International Trade Commission’s Interactive Tariff
and Trade Data, U.S. Bureau of the Census. Data, Bureau of
Economic Analysis.

The analysis involves the comparison of data from the
time NAFTA wasimplementedi.e. in 1994 to the current period
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2012-2013, (latest available data) and how the countries have
performed in terms of growth rates, trade trends and
employment.

OBSERVATIONS AND ANALYSIS

NAFTA in 1994 opened up the North American economies
of Mexico, Canada and the US to each other catering to the
market of 400 million people and accounting for one-third of
the world’s output of more than $1 trillion per year. One of the
major objectives of NAFTA was promotion and safeguard of
foreign direct investment between the partner countries and
thus promoting employment through trade.

The major sectors covered by NAFTA are health-care
management, engineering, construction, accounting,
advertising, consulting, architecture, auto, commercial
education, and tourism. The key NAFTA provisions were
designed to promote tariff and non-tariff trade liberalization
and also included were cultural exemption, transportation
services and investment, rules of origin, servicestrade, foreign
investment, intellectual property rights protection, government
procurement, and dispute resolution, trade remedies,
agricultural supply management etc. The trade and non-tariff
trade liberalization provisions of the agreement required
elimination of al tariffs and most non-tariff barriers on goods
produced and traded between the three economiesover aperiod
of fifteen years after it entered into force in 1994. Some tariffs
were eliminated immediately, while others were phased out in
various phases of five to fifteen years. All tariffs and quotas
were eliminated on U.S. exports to Canada and Mexico by
January 1, 2008. All existing drawback programmes were
terminated by January, 2001. NAFTA became the world’s largest
freetradearea, linking 454 million people, 33.3 million of whom
livein Canada, 304.1 millionin the US, and 106.7 millionin
Mexico. Over $17.2 trillion worth of goods and services were
produced in 2010.1t provided the option of accelerating tariff
reductions, speeding up the process of export product
inspection and certification, also included were safeguard
provisionsfor the domestic producersagainst increased imports
from another NAFTA partner in which it increases tariffs, or
imposes quotas in some cases, on imports during a transition
period. NAFTA provided “national goods™ status to products
imported from other NAFTA countries. The state or the local
governments could not impose taxes or tariffs on those goods.
Separate NAFTA side agreements were prepared to take care
of labour and environmental provisions. Under those

agreements, the countries agreed to establish commissions
who had the power to impose steep fines against any of
the three governments that failed to impose its laws
consistently.

Trade between US and Canada was already duty free
under the provisions of CUFTA. Thus, most of the market
opening measuresresulted inthe elimination of UStrade barriers
applied to importsfrom Mexico, and Mexicantariffsand quotas
applied to imports from the United States and Canada. At the
time that NAFTA went into effect, about 40 per cent of US
importsfrom Mexico became duty-free and the remainder faced
duties of up to 35 per cent. The agreement also included
opening the US Mexico border and interior of Mexico to US
truckers and streamlining border processing and licensing
requirement.

In 2012, Canada was the largest US trade partner and
Mexico was ranked third. They both together accounted for 32
per cent and 26 per cent of US exportsand imports, respectively.
US accounted for 74.5 per cent and 78 per cent of Canadian
and Mexican trade, respectively. Between 1993 and 2012, US
tradewith Canadaincreased by 192 per cent whilewith Mexico
itincreased by 506 per cent (Table1).

In 1993, trade within the NAFTA region as measured in
terms of a country’s import from other partners was over US
$285 hillion while in 2012 it passed the $1 trillion mark. The
North American economy has more than doubled in size since
1994, reflecting the prosperity and development of the
region. The combined gross domestic product (GDP) for
Canada, the U.S., and Mexico was US$19.2 trillionin 2012 up
from US$7.7 trillion in 1993. US’s export to Mexico increased
from$41.6billionin 1993t0$216.3 hillionin 2012 and USimports
fromMexico increased by 596 per cent over the sameperiod. In
1994 USwasarunning amerchandise trade surplusof 1,349.8%
million whereashby 2013 it was- 54,302.6% million. USexport of
services to Mexico increased by 142 per cent and services
importsfrom Mexico increased by 85 per cent during the period
1993-2012.

Approximately 75.7 per cent of Canada’s total merchandise
exports were destined to NAFTA partnersin 2012. Total trade
in goods between Canada and the US more than doubled
between 1993 and 2012. Canada was the main destination for
USgoodsexportsin 2012, second largest source of merchandise
importsinto the United Statesand largest market for US service
export. US exports to Canada increased from $100 billion in
1993 to $292 billion in 2012. Canada’s goods exports to the US

Table1: Total merchandise trade between NAFTA countries during 2008-2012

Flow 2008 2009 2010 2011 2012
Exports 1012507 767892 956683 1102276 1150722
Imports 965464 717481 899595 1034688 1078829

Source : The World Bank
Unit : US dollar at current prices.
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grew at an annual rate of 4.4 per cent between 1993 and 2012. In
2012, total trade between the two nations amounted to 41 per
cent of Canada’s GDP. Mexico and Canada are the main foreign
suppliers of energy to United States. Canada’s merchandise
trade with Mexico was around $31 billion in 2012. Between
1993 and 2012, Mexico-Canada merchandise trade grew seven
foldsto over $30 billionin 2012, growing at an average annual
growth rate of over 10.6 per cent (Fig. 1).

Billions of current dollars
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average annual rate of over 6.5 per cent, leading to significant
improvementsin per capita GDP and living standards. During
the debt crisis of 1982, poverty deepened and productivity
growth declined .The government’s economic reforms in the
|atter part of the 1980s helped stimulate economic growth and
GDP growth averaged 3.8 per cent between 1990 and 1994.
During 1994-2000, it grew at an average rate of 3 per cent p.a.
After 2001, economic conditionsin the United Statesimproved,
which hel ped economic growth in the M exican economy. Real
GDP growth in 2004 was 4.0 per cent, up from 0.8 per cent
during 2001-03. In 2006, GDP grew by 5 per cent but decreased
to 3.1 per cent in 2007. The 2009 global financial crisishad a
strong adverse effect on the Mexican economy, and the GDP
growth rate contracted by 6.6 per cent (Fig. 2).
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Source : Bureau of transportation statistics
Fig. 1:

Trade between the US and NAFTA partners

Services trade between Canada-Mexico increased five
times to $2.9 billion in 2011. In 2012, Mexico was Canada’s third
largest trade partner, third largest supplier and fifth largest
export market for merchandisetrade. Oneinfivejobsin Canada
isrelated to tradereflecting how the enhanced economic activity
and production in the region have contributed to job creation.
With the addition of morethan 4.7 million net new jobs during
the period from 1993-2014, Canada’s unemployment rate
decreased from 11.4 per cent (1993) to 7.2 per cent (2012).

Effect on Mexico :

Mexico’s main motivation in entering a free trade
agreement with Canada and United States was to stabilize the
Mexican economy which was facing tough economic
conditions during 80s and early 90s, thereby promoting
economic development through increasing exports and job
creation by attracting foreign direct investment. It was expected
that NAFTA would help to improve investor confidence in
Mexico, increase export diversification, create high skilled jobs,
increase wage rates, and reduce poverty. Higher economic
activity would hel p to narrow theincome differential s between
Mexico and the United States and Canada. A number of
economic studies predicted and supported that the agreement
would have apositive economic effect by narrowingthegapin
prices of goods and services and the differential in real wages
between US and Mexico.

Between 1960 and 1980, the M exican economy grew at an

—#—Mexico GDFP growth
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Source : The World Bank
Fig. 2 :

Mexico GDP growth

A number of studies have found that NAFTA has brought
overall economic and social benefitsto the M exican economy,
but the benefits were not evenly distributed throughout the
country. A 2005 World Bank study assessing some of the
economic impacts from NAFTA on Mexico concluded that
NAFTA helped Mexico to close the development gaps with
United States and Canada. Several economists have noted that
it is likely that NAFTA contributed to Mexico’s economic
recovery after the 1995 exchange rate crisis. Mexican
manufacturerswere ableto adopt UStechnological innovations
more quickly and thus improve productivity and quality of
jobs. A World Bank study states that NAFTA had positive
impact employment, reduced economic volatility, enabled easy
adaptability to US technological innovations. Since NAFTA,
Business cyclesin Mexico, the United States, and Canada are
more closely correlated and synchronized. NAFTA has
reinforced the high sensitivity of Mexican economic sectorsto
developments in the US. Mexico implemented a strong
economic adjustment programme and also by fully adhered to
itsNAFTA obligationsto liberalizetrade with the other NAFTA
partners. NAFTA may have supported the resolve of the
Mexican government to continue with the course of market-
based economic reforms, resulting in increasing investor
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confidence in Mexico. The World Bank study estimates that
FDI in Mexico would have been approximately 40 per cent
lower without NAFTA.

U.S-Mexicotrade:

Since 1994, Mexico’s trade with the United States has
grown tremendoudly. It had atrade deficit of $1.3 billion with
the United Statesin 1994 which shifted to a surplus as exports
to the United States increased subsequently. While imports
fromthe United Statesalso increased after NAFTA, therate of
growth was not as high. Much of the increase in US-Mexico
trade since 1994 could be attributable to NAFTA, but, as stated
previously, exchange rates and economic conditions have also
been afactor. The devaluation of the M exican peso against the
dollar in 1995 limited the purchasing power and also made
productsfrom Mexico less expensive for the US market. Trade
with US rose steadily as economic conditions in Mexico
improved inthe late 1990s until 2001 when the downturninthe
U.S. economy caused trade to slow down. However, since 2002,
Mexico’s share of the US market has lost ground. China has
surpassed M exico asthe second | eading supplier of USimports
and Mexico’s leading source of imports. The United States is
also losing market share of Mexico’s import market. Between
1993 and 2011, the US share of Mexico’s total imports decreased
from 69 per cent to 50 per cent (Fig. 3).
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Fig. 3 :

Mexico-US trade shares

US- Mexicoforeign direct investment :

Theflow of foreign direct investment hasincreased many
folds between the two countries since theinception of NAFTA.
The United States is the largest source of FDI in Mexico. In
2012, 58.5 per cent of FDI in Mexico came fromthe US. The
flow of U.S. FDI in Mexicoincreased from $15.2 billionin 1993
t0 $92 hillionin 2012, amore than 500 per cent increase. From
2000 through 2012, U.S. foreign direct investment in Mexico
totalled $291.7 billion (51.4%), concentrated largely in the
manufacturing and finance and insurance sectors. Mexican
FDI in US was $13.8 hillion in 2011, increased by more than
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1000 per cent since 1993 from the level of $1.2 billion. It was
largely concentrated in the manufacturing and wholesaletrade
sectors. Sales of services in Mexico by U.S.-owned affiliates
were $34.4 hillionin 2010, while sales of servicesinthe United
States by majority Mexico-owned firmswere $4.8 billion (Table
2).

Table2: U.S.- Mexican foreign direct Investment positions: 1994-
2011 (U.S. $in millions)

Year Mexican FDI in the U.S. U.S. FDI in Mexico
1994 2,069 16,968
1995 1,850 16,873
1996 1,641 19,351
1997 3,100 24,050
1998 2,055 26,657
1999 1,999 37,151
2000 7,462 39,352
2001 6,645 52,544
2002 7,829 56,303
2003 9,022 56,851
2004 7,592 63,384
2005 3,595 73,687
2006 5,310 82,965
2007 8,478 91,046
2008 8,420 87,443
2009 11,492 89,419
2010 12,591 90,304
2011 13,800 91,402

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

The flows of FDI have been affected by other factors
over the years, with higher growth during the period of high
economic growth during the late 1990s, and slower growth
during the 2008 global financial crisis. Yet, we can say that
NAFTA provisions on foreign investment may have helped to
increase investor confidence and provision of protection to
the US and Canadian investors in the country (Table 2).

Incomedisparity :

At thetime of proposal of NAFTA, it expected that wasit
would improve economic conditionsin Mexico and narrow the
income disparity between the three countries.

However, it has been pointed out in many of the studies
that economic convergence in North America has failed to
materialize. Theincome disparities continued between thetwo
nations. Thismay be dueto lack of regional integration or co-
operation between them. Per capitaincomein Mexicoincreased
from$5,710in1994t0$9,749in 2012, dower than LatinAmerican
countriessuch asBrazil, Chile and Peru (Table 3).

Mexican wages rose steadily from the early 1980s until
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Table3: Per capita GDP (Current US$)
Year Mexico us
1994 5,710 27,776
1996 4,133 30,068
1998 5,046 32,949
2000 6,664 36,467
2002 7,032 38,175
2004 7,083 41,929
2006 8,618 46,444
2008 9,560 48,407
2010 8,855 48,358
2012 9,749 51,749

Source: The World Bank

1996. During the currency crisis of 1996, average real wages
declined by 15.5 per cent, thereafter real wages increased at
therateof 11.8 per cent until 2000, sincethenthey havevaried
dlightly. Wage differential between the skilled and unskilled
workers within the country increased even though NAFTA
had a positive impact on wages and employment in some
Mexican states as pointed out by the World Bank study. Wages
were found to be higher in states with higher level of foreign
direct investment and stateswith |less devel oped infrastructure
lagged behind. Thus, NAFTA itself was not sufficient to ensure
a narrowing of the wage gap between Mexico and the United
States.

The study points out that those domestic policies along
with geographic and demographic differences, contribute to
the continuing disparitiesin income between the two countries.
It argues that Mexico failed to adopt complementary policies
such asthoserelated to education, industrial, and transportation
infrastructure after NAFTA that could have promoted a more
successful regional integration effort. Moreover, the
government failed to makereformsinthe areasof fiscal policy,
labor law reformsetc and hence lacked the proper institutional
and regul atory framework to properly implement privatization
andtradeliberalization efforts.

I mpact on agriculturesector :

The Economist has pointed out that despite increased
competition, Mexican farm exports to the United States
have tripled sinceNAFTA’s implementation because of reduced
tariffson maize.

After NAFTA, Mexican prices of basic crops such as
maize dropped but production increased by more than 41 per
cent during 1994-2001. Between 1990 and 2003, corn production
increased by 44 per cent compared to 27 per cent rate of growth
of US corn production during the same time period.

From 1993 to 2003, Mexican exportstotheUSinagricultural
products such as sugar and related products, beverages, grains
and feeds etc grew from $2.7 billion in 1993 to $6.3 hillionin

2003, while Mexican exports to Canada increased from $136
millionto $409 million. Mexicanimportsfromthe USincreased
from$3.6 billionin 1993to $7.9 billionin2003. USforeign direct
investment in the Mexican food processing industry has more
than doubled.

It hasbeen criticized that NAFTA hashad negativeimpact
on Mexican agriculture prospects by opening competition to
theheavily subsidized U.S. farmindustry. It hascaused a higher
amount of worker displacement in this sector than in other
economic sectors as Mexico began to import lower priced
products from the United States. Another study states that the
employment in rural agriculture declined from 8 millionto 6.8
million and that the value added in agriculture dropped from
about $32 billion in 1993 to $25 billion in 2003. It has been
raised that NAFTA’s agricultural policies did not benefit
subsistence farmers, whileit provided larger commercia farmers
with adequate support.

Experts say trade NAFTA has had positive consequences
for Mexican private businesses asthe deal hasled to reduction
in Mexican prices for clothes, televisions, and food, which
helps offset slow income growth. An estimate suggests that
the cost of basic household goodsin Mexico has halved since
NAFTA’s implementation. It has helped to expand the country’s
manufacturing base. Liberalization of trade has allowed the
prices of tradable goods to converge with those in partner
countries and thus led to reduction in deficits.

Effect of Canada:

Prior to NAFTA, Canada-US Free Trade Agreement
(CUSTA) was signedin 1988 between US and Canada. It aimed
at phasing out of a wide range of trade restrictions in stages
over a ten-year period, and resulted in a great increase in
commerce between the two countries value of US$116 billion
in 1985 to more than US$ 240 billion by 2002. All dutiescovered
under the provision of NAFTA were eliminated by 1998. US
and Canadaundertook number of projectsrelated to biological
diversity, conservation etc under the co-operative work
programs. The trade flows between US and Canada are the
largest between any two countries in the world.

From 1994 to 2000, the Canadian economy grew around
average rate of 4 per cent per annum. Since then it has been
growing sluggishly at average rate of 1.91 per centp.asimilar
to the US economy which grew at the averagerate of 1.76 per
cent over the period 2001-2012. The combined grossdomestic
product for Canada, the U.S., and Mexico increased from $7.7
trillionin 1993to $19.2trillionin 2012 (Fig. 4).

Since NAFTA came into force in 1994, Canada’s annual
GDP hasrisen by nearly $1.2 trillion and employment hasrisen
by 4.7 million. Canadian trilateral tradein goodswith the United
Statesand Mexico hasincreased four foldsfrom$ 289 billionin
1993to nearly $1.1trillionin2012. Itisthetop export destination
for the US states. As per an estimate nearly $1.8billion worth of
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Fig. 5: U.S. goods trade deficit with Canada

goods and services are traded between US and Canada every
day. Productivity hasincreased by 14 per cent and over 2 million
Canadian jobs are now depended on trade with US.

US- Canadatradeshares:

Canada’s goods exports to the US grew at an annualized
rate of 4.4 per cent between 1993 and 2012 and Canada’s bilateral
merchandisetradewith Mexico wasaround $31 hillionin 2012.
Approximately 75.7 per cent of Canada’s total merchandise
exports were destined to US and Mexico. Total merchandise
trade between Canadaand the United Statesbecame more than
doubled between 1993 and 2012. Trade between Canada and
Mexico has increased by almost 7-fold over the same period.
Trade in goods and services between the two nationsin 2012
was close to $740 billion or 41 per cent of Canada’s GDP. It is
the largest market for US services exports with Canada US
servicestrade amounting to $107.6 B in 2012, a167.3 per cent
increase. In 2012, it was the main destination for United States
merchandise exports and the second largest source of
merchandise imports into the United States. It is the second
largest importer of US agriculture products. Itsexport of private
commercial serviceswas$280 billionin 2012, 208 per cent up
from pre NAFTA levels. Canadaisthe mainforeign supplier of
energy to United States, and isthe 4th largest cumulative source
of foreign direct investment (FDI) into the United States. The
US trade deficit with Canada has steadily increased since
NAFTA reaching a high of $78 billion in 2008. The US good
trade deficit was $31 billionin 2013 accounting for 4.5 per cent
of overall US goodstrade deficit (Fig. 5).

Since 2008, therelativeimportance of value of US- Canada
trade has been falling. The US share of Canada’s total import
has dropped to low of 49.5 per cent in 2011 from peak of 70 per
centin 1983. Asashare of U.S. totdl trade, trade with Canada
dropped from 20 per cent-15 per cent since 2003. Trade with
the US fell from 74 per cent to 63 per cent of Canada’s global
trade in the same period. Over the past few years, China has
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become the largest supplier of USimports.
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Fig. 6 : US-Canada trade shares

US- CANADA foreign directinvestment :

Thetwo way investment, both in terms of stock and flow
has increased markedly since 1994. The provisions under
NAFTA ensure greater stability and certainty for investment
decisions and have contributed to enhancing Canada’s
attractiveness for foreign investors and at the same time
providing more opportunities for Canadians to invest in
NAFTA partners’ economies. US is the largest investor in
Canadawith astock of $318.9 billion FDI into Canadain 2011,
up fromastock of $69.9 billionin 1993, increasing at an average
of $13.9 billion during 1995-2013. Itisnearly 54 per cent of the
total FDI in Canada. It is equal to 19 per cent of Canada’s GDP
comparedtojust 1 per centin1994. U.S.

Approximately 40 per cent of Canadian FDI isinvested in
US. Thestock of Canadian FDI in USincreased from $27 billion
to$211 billionin2011. Canadian FDI flowsinto theUSincreased
at anannual average of $1.8 billion during CUFTA to an annua
average of $9.7 billion from 1995 to 2011 (Table4). Thesedirect
investments in the US and Canada is led by the finance/
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insurance, banking, and manufacturing sectors.

Table4: U.S. Foreign direct investment positions with Canada:
1994-2011 (U.S. $in millions)

Year Canadian FDI in US U.S. FDI in Canada
1994 41,219 74,221
1995 45,618 83,498
1996 54,836 89,592
1997 65,175 96,626
1998 72,696 98,200
1999 90,559 98,200
2000 1,14,309 1,32,472
2001 92,420 1,52,601
2002 92,529 1,66,473
2003 95,707 1,87,953
2004 1,25,276 2,14,931
2005 1,65,667 2,31,836
2006 1,65,281 2,05,134
2007 2,01,924 2,50,642
2008 1,68,746 2,46,483
2009 1,88,943 2,65,326
2010 1,88,943 2,89,535
2011 2,10,864 3,18,964

Source : U.S. Department of Commerce, Bureau of Economic Analysis

Job lossesand labour flexibility :

Between 1988 and 1994, Canada lost 334,000
manufacturing jobs, equivalent to 17 per cent of total
manufacturing employment inthe year 1987. During NAFTA’S
first nineyears, employment in Canadagrew by 2.7 million. But
more than half these new jobs were part-time, insecure jobs
with fewer benefits. Canada’s official unemployment rate rose
froman average of 7.8 per centin 1988-90to 11 per cent during
1991-93. A study on labour market conditionsin Canada under
NAFTA found that “part-time workers-most of them women-
earn just two-thirds the wages of equival ent full-time workers,
and less than 20 per cent receive benefits from their employers.”

EffectonU.S.:

The trade in goods and services with both Mexico and
Canada was equal to less than 5 per cent of US GDP before
NAFTA. The US trade with the NAFTA partners was already
growing prior to NAFTA, Hence, it would be difficult to assess

thelikely impact of agreement onthe US economy and separate
it from the other factors. Some studies suggest that the overall
net effect of NAFTA on the US economy has been relatively
small. A 2003 report by the Congressional Budget Office
estimated that NAFTA likely increased the annual US GDP by
avery small amount- afew billion dollars. In some sectorssuch
astextile, apparel, automotive, and agricultureindustries, trade-
related effects have been more significant as they were more
exposed to trade liberalization efforts. Itsagriculture exportsto
Mexico and Canada were more than compared to the next six
largest markets combined. It reduced oil and grocery pricesas
dependence on Middle East was reduced. Overall, it has been
pointed out in several studies that there was a positive, even
though small, impact of NAFTA on the US economy. Its trade
with NAFTA partnersincreased morerapidly than with therest
of theworld. Its sectors such asautomobiles, textiles, chemicals
etc benefitted from the agreement through wider reach and
became more competitive. It bought greater product choices
to US producers and consumers. The Peterson institute for
international economics estimates a gain of $10000 annual
income per household. It registered a trade surplus of $2.6
billion with itsNAFTA partnersin 2011.

NAFTA has been credited with making US manufacturing
industries especially auto more competitive and productive
through development of supply chains. Supply chains were
able to benefit from economies of scale as they could cross
national boundaries. The backward and forward linkages
reductionintariff inagiven sector not only affect pricesinthat
sector but also in other sectorsrelated to it. Over the period of
time, theimportance of US Mexico border region as production
site increased as flow of intermediate goods produced in US
and exported in Mexico and return flow of finished goodsfrom
Mexicoto USincreased. According to onereport 40 per cent of
USimportsfrom Mexico and 25 per cent of importsfrom Canada
areof USorigin.

The most significant impact of the agreement wasfelt on
the North American auto industry. NAFTA provisions allowed
removal of Mexico’s restrictive trade and investment policies
and elimination of UStariffsonauto and auto parts. Asaresult,
US auto trade increased more rapidly. US to auto export to
Mexico increased 232 per cent and imports increased by 480
per cent. In2011, Mexico wastheleading supplier of automative
goods for the US. Canada ranked second with 22 per cent of
the US market share (Table5).

Over the years NAFTA has been credited for massive

Table5: UStradein Auto with Mexico and Canada, 1993 and 2011

Country Export 2 Import Export o Import Exp(')Dr(ir oo Cha??r?port
Mexico 75 111 24.9 64.4 232% 480 %
Canada 26.4 37 52.1 55 97 % 49 %

Source : U.S. Department of Commerce
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increase in North American trade and creating job growth in
the US. Economist and other groups take it as an engine to
further improve trade rel ations and economic integration with
the region. However, over the years, especialy the labor and
consumer groups have argued that NAFTA has had negative
effects. It has been criticized for increasing outsourcing of
jobsand lower wages. The following paragraph discusses some
of the points against NAFTA from the perspective of the three
partners :

NAFTA was touted as a boon to the labour market that
would create million jobs in the first five years of its impact.
However, the agreement has been accused of rapid job |osses.
USfirmsrelocated production to Mexico to take advantage of
lower wages. UStrade deficit worsened with both Mexico and
Canada asimportsrose. It led to approximate one million job
losses in US by 2004. Around 850,000 US workers who lost
their jobsin manufacturing sector have been certified for trade
adjustment.

Therewas downward pressure on USwages contributing
to incomeinequality. According to the U.S. Bureau of Labour
Statistics, two out of every three displaced manufacturing
workerswho were rehired in 2012 experienced wage reductions
up to 20 per cent.

It was assumed that NAFTA would bring prosperity to
Mexico people, that it would provide access to cheaper
imported products. However, real wages have fallen
significantly below the pre NAFTA levels. Wage increase has
fallen short of increase in price of basic consumer goods. The
cost of consumer goods has risen by seven timesand minimum
wages have risen by only four times the pre NAFTA level.
Facing falling employment levels, rising prices and stagnant
wages, more than half the Mexican population, and more than
60 per cent of therural population, still fallsbel ow the poverty
line.

AT the time of proposing NAFTA, it was argued that
agreement would allow greater market accessto the USfarmers
and inturnlead to farmincome stability. However, the average
annual U.S. agricultural trade deficit with Mexico and Canada
under NAFTA is$800 million, more than twice the pre-NAFTA
level. US beef imports from other two nations have risen by
130 per cent since NAFTA. Despite more than 180 per cent rise
in food imports from Canada and Mexico under NAFTA, the
average price of food in the US has increased by 65 per cent
since inception of NAFTA.

The reductionsin consumer goods prices have not been
sufficient to offset the reduction in wages under NAFTA. Even
after taking into account for gains from cheaper goods, it is
expected that US workers without college degrees have lost a
net amount equal to 12.2 per cent of their wages dueto NAFTA
trade. This net lossis equivalent to aloss of more than 3,300
per year for aworker earning the median annual wageof 27,500.

The export of subsidized US cornincreased after NAFTA,
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leading to loss of the livelihoods of more than one million
Mexican cornfarmersand about 1.4 million additional Mexican
workers whose livelihoods depended on agriculture.

NAFTA expanded the maquiladoraarea programin which
Mexican workers were employed by the US owned company
to cheaply assemble productsfor export to the US. Themigration
of those displaced from Mexico’s rural economy pushed down
wagesinthisborder factory zone. It also contributed to doubling
of Mexican immigration to the United States following
NAFTA’s implementation. These workers had neither labour
rights nor health protection.

The economic rationale behind NAFTA wasthat it would
push the Canada’s disappointing rate of economic growth
which in eight years prior to the FTA had averaged around
only 1.9 per cent per capitaper year. The GDP growth rose after
NAFTA but real GDP growth per capita was negative during
the first five years of NAFTA.

The rationale for free trade is that it would boost
productivity and lead to higher wages. A comparison of A
comparison of productivity increases and labour costs in the
key manufacturing sector inthe U.S., Canadaand Mexico from
1993 to June 2002 showed that the cumulative increase in
Canadian output per hour was only 14.52 per cent, while the
increase in the U.S. was 51.98 per cent, and in Mexico 53 per
cent. Labour costs, measured in U.S. dollars. Intheyearsprior
to CUFTA, manufacturing productivity in Canada was 83 per
cent of the US level and by 2000, it was 65 per cent. So, the
productivity gap widened rather than narrowed. One of the
reasons for the widening productivity gap isthe dominance of
foreign transnational corporationsin Canadian manufacturing.

NAFTA has been blamed for rising income inequalities
among different group of workers. The US and Canada has
witnessed trend of rising relative wagesfor therelatively more
skilled workers. In Mexico, regional inequality increased asfall
in real wageswasrelatively lessin northern border region than
in the rest of the country.

Conclusion:
Highlights :

The above analysis and discussion suggests that NAFTA
over thelast two decades was able to promote North American
trade and investment flows. Large multinational corporations
have benefitted from increasing competition and wider market
reach. Consumers and producers of final good gained as a
result of lower prices due to trade expansion and integration.
NAFTA was basically designed to improve trade and as the
analysis suggests that trade volume among the three nations
increased tremendoudly, touching $1.139trillion in2013. Cross
border investment as data shows surged. Since 1994, US,
Canadian and Mexican GDP have grown by 63, 66 and 65 per
cent, respectively. This is better than 53per cent composite
growth registered by the OECD countriessince 1994. However,
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it isdifficult to isolate the effect on innumerable other factors
affecting the growth rate, available estimates and several
studies suggest that agreement had apositiveimpact. It yielded
agreater impact on exportsthan imports. Despitedramatic rise
intrade deficit, for example with Mexico fromtrade surplus of
$4billionin 1993 to the deficit of $54 billionin 2012, the corporate
profit margins have risen during the same period. Recently,
with acceleration in exports the US trade deficit with Mexico
and Canada has contracted. Moreover, there has been a shift
of factory employment towards India and China who have
emerged as favored destination due to relaxed labor laws and
lower wage requirement. Amongst the three partners, Canada
seemed to have benefitted from the agreement. There has been
increasein bilateral agricultural flows. Thoughitisdifficult to
attributeit entirely to NAFTA, given the fact Canadaand USA
already had afree trade agreement.

A recent poll survey showed that people of UStill prefer
the idea of free trade with Mexico and Canada compared to
trade with countries such as India and China. Similar is the
preference in both Mexico and Canada.

NAFTA was expected to provide stimulus to growth and
development of the M exican economy which wasfacing tough
economic conditions before the enactment of NAFTA.
However, it failed to bring promised development to the
Mexican economy. A pproximately 4-5 million people migrated
to US during the 90s and now there are around 12 million
Mexican born people living in the US. Even though, NAFTA
was not directly responsible for such huge migration but it
failed to generate adequate employment to restrict it. Income
and productivity gap continues to hold back the Mexican
economy and attractive U.S and Canadian job markets continue
asapull for the Mexican people.

The general consensus that seems to emerge from the
study is that agreement turned out to be a mixed bag for the
threenations. It hasled to greater economic integration between
them with complementary interests, both economic and
geopolitical. The business cycles of Mexico and Canada are
more closely correlated to that of US. On the other hand despite
removal of trade barriers and opening up of markets, it
benefitted various special interests. It strongly protected private
investor’s rights. It did not abolish antidumping and
countervailing duties for member countries. NAFTA failed to
address labor market issues to significant extent. It loosely
adhered to internationally accepted labor rights and standards.

Acceptance or rejection of hypothesis :

Thus based on the above discussion | accept the
hypothesis HO and state that as per this study NAFTA
improved the three countries economy. Though the magnitude
of theimprovement isamixed answer but yesit doesimprove
the U.S., Canada and Mexican economy and their respective
trade, investment and growth.

Lessons fromthe study :
The way ahead :

As data showed, Mexico has lagged behind its two
trade partners. It failed to close the “development gap” with
Canada and US asitsinternal economic and social policies
reforms lagged behind. It needs more public investment in
education and infrastructure, reformsin fiscal and monetary
policies to move up the industrial ladder. Thereby, it can
attract more skill intensive industries with greater spillover
benefits.

The North American states need to focus their attention
towards greater co-operation in other policy areas beyond
trade. Further deepening of economic relations and greater
integration will help to promote economic growth and
common trade agenda. Exchange rates should be managed
effectively to prevent excessive trade imbalances. Policies
should focus on strengthening institutions to protect the
environment protection, labour rights and improving
corporate and democratic governance. These can be
achieved by promoting trade in intermediate goods and
supply chains, creating more efforts to close the income
gapswithin the region, promoting research and devel opment
to enhance the global competiveness of North American
industries improving border infrastructure, increasing
regulatory co-operation.

Limitations of the study :

It is difficult to measure the overall economic impact of
NAFTA as trade and investment trends are also affected by
variables such as economic growth, exchange rate fluctuation,
inflation etc. These variables are known to have far greater
impact on aggregate employment and wage levels compared
to changes caused by trade liberalization. Mexico and Canada
are more dependent on US economy than before. Thus, it is
difficult to separate the effect of NAFTA from other factors
affecting the growth and development of an economy.
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