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Ten Years
Hence, Is
NAFTA
Succeeding?

In the early 1990s, the proposed North
     American Free Trade Agreement
(NAFTA), linking Canada, Mexico, and
the United States, prompted intense
debate. Today, ten years after the agree-
ment took effect, it remains a flash point,
much criticized in both Mexico and the
United States.1 A key U.S complaint—
that many jobs have been lost to low-
wage Mexican production—is based
largely on anecdotal material, which is
nevertheless real to the people and towns
involved. A second objection is more
mercantilist in conception: the large loss of
U.S. jobs over the last decade can be
attributed to the ongoing bilateral trade
deficit with Mexico. (That is, exports
create jobs, imports cause jobs to be
lost.) Across the border, the stated con-
cerns focus on the lack of per capita
economic growth in Mexico since 1994,
when NAFTA came into being. In particu-
lar, Mexican agriculture has suffered from
the increasingly open import market
established by the agreement.

In Texas, anti-NAFTA sentiment points
to the unfulfilled promises of the agree-
ment, specifically that an increase in
Mexican exports of goods and services
would lead to a fall in undocumented
immigration into the United States (i.e.,
that we would import goods, not people).
Just the reverse has happened. The United
States is importing both. Another criticism
heard in Texas is that although some
regions have benefited from NAFTA,
others have suffered.

Are these regional criticisms valid?
What can be said about the success, or
failure, of NAFTA in its tenth year?

 The United States: Trade and Jobs

 Criticism about job loss in the United
States due to NAFTA takes two forms:
sector- and locality-specific complaints and
more generalized objections based on the
bilateral trade deficit. There is much
validity to the former, but hardly any to the
second and more significant complaint.

In any free trade scenario, there are
inevitably winners and losers. Certainly
this is true for U.S.-Mexico free trade, as
it is for U.S. trade with other countries,
both low wage and high wage. For
example, in 2003, China had a bilateral
trade surplus with the United States of
$123 billion; Japan, a $66 billion trade
surplus. The loss of competitiveness may
result from higher U.S. wages in industries
requiring only modest skills or from
inferior U.S. technology and lower
productivity in that activity. Trade, free or
otherwise, cannot have winners in all
activities because, in that case, there
would be no interchange.2 Rather, the
value of a trade agreement for any
country depends on creating more
winners than losers.

The argument of the NAFTA critics does
not rely solely on anecdotal evidence of
job loss due to loss of competitiveness or
to the movement of production from
higher cost U.S. locations to foreign



Texas Business Review ����� June 2004

Trade agreements can
influence the kinds of
jobs that are created,
and thus the salaries
received, but have
little effect on net job
loss or creation.

countries, but on the job consequences of
trade deficits. These critics assert that
there is a more or less fixed ratio between
the size of the deficit and job loss—or
put more specifically, the United States,
because of its continued trade deficits with
Mexico has lost about a million jobs since
NAFTA went into effect.

This argument breaks down when
examined in the context of those post-
NAFTA years when the U.S. economy
was growing strongly. From 1994 to
2000, the United States created some 20
million new jobs, even as trade deficits with
Mexico and others continued. Also during
those years, the United States enjoyed full
employment, so much so that the U.S.
Federal Reserve almost surely would have
raised interest rates to slow down the
U.S. economy had the unemployment rate
gone much lower.

Job creation or loss, in other words,
depends not on trade balances, whether
surpluses or deficits, but on the state of the
economy. When the economy grows, jobs

are normally created; when the economy
stagnates, jobs tend to be lost. Inadequate
job creation can be remedied with stimu-
lative macroeconomic policy, either
through fiscal or monetary policy, or
both.3 The United States has not created
enough jobs since 2001, but the solution
lies not in curtailing imports, but rather in
the content of macroeconomic policy.
Mercantilists are just as mistaken today as
they were in Adam Smith’s time more than
225 years ago. Trade agreements can
influence the kinds of jobs that are created,
and thus the salaries received, but have
little effect on net job loss or creation.4

Successive U.S. administrations (Bush
41, Clinton, and Bush 43) have sold trade
agreements as job creators. It is no
surprise, therefore, that the general public
believes this and reacts negatively when the
results do not fit the propaganda. A related
problem is that the U.S. government has
not been as generous or effective in
compensating the losers from trade agree-
ments as have been other industrial countries.

SOURCE: U.S. Census Bureau, Foreign Trade Division, Data Dissemination Branch,
Washington, D.C.
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NAFTA undoubtedly
had a significant
stimulative effect on
Mexico’s exports and
its receipt of foreign
direct investment.

Mexico: Trade Growth and Stagnation

For all three member countries, the
central purpose of NAFTA was to
increase trade with one another. For Mexico,
the specific purpose was to attract more
foreign direct investment (FDI). Judged on
these criteria, NAFTA is an undoubted
success. Intra-NAFTA trade grew by 106
percent between 1993, the year before
NAFTA went into effect, and 2002. In
those years, NAFTA trade with the world
grew by only 42 percent. Merchandise
exports from Mexico to the United States
grew by an annual 14 percent over this
period, almost double the amount of
Mexico’s trade growth with the rest of the
world. U.S. merchandise exports to
Mexico grew by 10 percent per year and
only 4 percent per year with the rest of the
world. Mexico over this period surpassed
Japan as the second largest trader with the
United States, second only to Canada.5

Mexico became a major trader after NAFTA.
Between 1980 and 1993, Mexico

received between $3 billion and $5 billion
of FDI per year. Since NAFTA, the
investment in Mexico has jumped to an
annual average of $13 billion. It would be
an overstatement to attribute all of this
increase, or all of the increase in trade, to
NAFTA because trade and investment
generally have increased during the past
decade. However, the agreement un-
doubtedly had a significant stimulative
effect on Mexico’s exports and its receipt
of foreign direct investment.

Alone, these increases should have
stimulated growth in gross domestic
product in Mexico, but the numbers show
no increase in real per capita GDP in
Mexico in the past ten years. In fact, since
2001, per capita GDP has declined. This
seeming contradiction needs an explanation.

The reason for this dichotomy—economic
stagnation despite growth in trade and
foreign investment—has been the failure
of Mexican economic policy. An eco-
nomic crisis loomed at the end of 1994
with the depletion of the foreign reserves
necessary to sustain an overvalued
exchange rate. Under pressure, the

government devalued the peso. The
following year, 1995, was one of consid-
erable economic hardship. After Vicente
Fox assumed the presidency in 2000, he
was unable to work out critical structural
changes with a congress dominated by
the opposition. Among other issues, these
changes involved reforming the fiscal and
tax systems, exploiting natural gas and
electricity generation, and making the
judicial system more equitable. Tax
collections in Mexico are feeble, amount-
ing to about 12 percent of GDP, which is
low even by Latin American standards.

Beginning economic students are usually
taught to avoid the post hoc, ergo
propter hoc (after this, therefore be-
cause of this) fallacy. NAFTA goes into
effect; the Mexican economy stumbles.
Many Mexicans see this as a cause-and-
effect development, blaming the poor
economic performance of the mid-1990s
on the agreement. However, none of the
economic or structural failures cited above
were brought on by NAFTA. Rather, they
can be attributed to government misman-
agement (the 1994 financial collapse) or
to internal political conflict among the
three main parties in Mexico. The de-
structive effects of poor economic policy
overwhelmed the stimulative effects of
growing trade and large inflows of FDI.

Many Mexican critics have blamed the
market-opening agreements in agriculture
under NAFTA for augmenting hardships
in the Mexican campo. This issue erupted
at the end of 2003 when import tariffs on
a number of products, mainly poultry and
pork, were scheduled to go to zero
following gradual reductions over the
previous years. There were calls in
Mexico for a renegotiation of the agricul-
tural provisions of NAFTA, a potentially
dangerous maneuver because U.S. inter-
ests, in turn, would have made demands for
changes they wanted in agriculture and
other sectors. Mexican agricultural
exports to the United States have, in fact,
kept pace with imports from the United
States, but the components of these
increases do not usually benefit the same
growers. Mexican exports of fresh and
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Texas has a big stake
in Mexican prosperity,
both as a market and as
a means to stanch the
largely uncontrolled
flow of undocumented
immigrants.

processed vegetables have grown, just as
have U.S. exports of corn.

Many subsistence farmers grow corn, a
staple of the Mexican diet. The transition
period to free trade for corn under
NAFTA is fifteen years, still almost five
years away. The arrangement for the
transition was to allow corn imports under
a duty-free quota and charge a prohibitive
tariff on over-quota imports. However,
because of drought conditions, Mexico has
allowed duty-free over-quota imports. This
issue will likely be revisited before the
transition period runs out.

Whatever one thinks about the precise
provisions on agriculture in NAFTA, the
campo is in deep trouble. Twenty-three
percent of the Mexican population lives in
rural areas and contributes about 6
percent of the country’s GDP. Poverty is
pervasive in the countryside, health care is
inadequate, and educational opportunities
are poor. Mexico’s NAFTA negotiators
hoped that growth rates over the ten- to
fifteen-year transition period would be
high enough to create off-campo jobs in
urban areas and thus facilitate migration to
places where opportunities were greater.
Because of the poor GDP growth rates
since NAFTA has been in effect, this job
creation has not taken place. The country-
side in Mexico remains distressed and the
solution is not likely to be found there,
especially in areas that depend on the
vagaries of rainfall for crop production. This
is a problem that has existed for decades
and for which a solution has been elusive.

Texas and NAFTA

Long ranked first among the states as an
exporter to Mexico, Texas has a big stake
in Mexican prosperity, both as a market
and as a means to stanch the largely
uncontrolled flow of undocumented
immigrants.6 Texas exported about $20
billion of goods to Mexico in 1993; by
2003, this number had more than doubled
to $42 billion.7 In the third quarter of
2003, the main sectors for Texas exports
to Mexico were computers, transporta-

tion, chemicals, and electrical equipment,
in that order, plus a whopping 42 percent
labeled “other,” presumably largely
consumer goods.

Many of the state’s experiences mirror
those of other regions of the United
States. Some Texas cities have thrived
because of NAFTA; Laredo, because of
the truck traffic carrying goods back and
forth, is an example. Other cities, such as
El Paso, have lost manufacturing facilities
moving across the border into Mexico.
The large number of residents on both
sides of the border and their relatively
easy passage from one side to the other
obviously affects the border economy
substantially. Because of these economic
considerations, plus the extensive kinship
relations that exist along the border, Texas,
more than most of the other states, has a
substantial investment in the success (or
failure) of the Mexican economy.

Conclusions

The future popularity of NAFTA will
depend more on the state of the economy
in the three member countries than on any
other consideration. Trade was not a
significant issue in the 2000 presidential
election when both George W. Bush and
Al Gore supported trade liberalization.
However, in the recent Democratic Party
presidential primaries, NAFTA—and, to
great extent, all trade agreements—were
trashed. It is unclear how much NAFTA,
and trade generally, will become an issue
in the 2004 U.S. presidential election.

The difference between the two elec-
tions is the issue of jobs—how many are
being created and how long it takes
workers who lose jobs to find new ones
at comparable wages.  It is unknown what
the state of the job situation will be at the
time of the presidential election in the
United States. The situation is similar in
Mexico, where NAFTA’s popularity is
largely a function of the poor state of the
economy. This is all somewhat discom-
forting. Job creation is the responsibility of
macroeconomic and structural policies,
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but NAFTA (read: trade) is being
scapegoated for unsatisfactory overall
economic performance in both countries.

NAFTA is a mere child as trade
integration agreements go. The European
Union (EU) dates from the 1950s and it
has undergone many crises and transfor-
mations over the subsequent period,
including significant enlargement. What
carried it forward was the determination
to make it a success. This is missing in
NAFTA. The agreement is likely to
persist because many important interests
are engaged in the trade among the three
member countries, but the drive to
deepen the agreement—a constant
feature of the EU—is nowhere apparent
in the United States. Even NAFTA
supporters are largely passive about its
future fate. This, in my view, is the major
problem that NAFTA faces today.

Notes

1. Canada’s role in NAFTA will not be
covered in this commentary. There is gener-

Dating from the 1950s,
the European Union has
undergone many crises
and transformations,
including significant
enlargement. What
carried it forward was
the determination to
make it a success. This
is missing in NAFTA.

ally less criticism of the agreement there than in
the other two member countries.

2.  David Ricardo demonstrated this more
than 175 years ago when he showed that trade
did not necessarily depend on absolute advan-
tage but on the relative prices at which two
countries could produce different goods, that is,
on comparative advantage.

3. That is what the Bush administration is trying
to do with its tax cuts, combined with low
interest rates.

4. The evidence is that export-related jobs
generally pay higher wages than production for
domestic use.

5. China’s exports to the United States
exceeded those of Mexico in 2003, but U.S.
exports to Mexico that year remained second
only to Canada.

6. There has long been much ambivalence in
Texas about the flow of undocumented
immigrants. Some employers in agriculture and
in other sectors see these immigrants as a
source of labor, but many Americans disdain
them as lawbreakers. In this divergence of
opinion, Texas is much like other states, but
somewhat more intense.

7. The data are from www.naftaworks.org,
February 2004. Because the U.S. government
does not compile data showing the origin of the
goods exported by the various states, the
figures are approximate.�
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The Bureau of Business Research is
pleased to announce that the Austin
Index has expanded its coverage.
The Index now includes data on four
additional metropolitan areas in
Texas: San Antonio, Dallas, Fort
Worth, and Houston. New variables
include sales subject to Texas sales
tax, by industry; air quality; median
housing prices; residential building
permits; population; per capita
income; and unemployment. The
Index is available free of charge via
the Bureau website at http://www.
utexas.edu/depts/bbr/austindex/�
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