NAFTA: Free Trade and the American Economy 


The U.S. Congress narrowly approved the North American Free Trade Agreement (NAFTA) in November 1993. Opposition was centered in the industrial Midwest: 59% of lawmakers from the seven states in the Great Lakes region voted against NAFTA. This voting pattern reflected the concern that labor unions had about NAFTA's potential impact on American jobs. In the south and west, 57% of lawmakers supported the agreement. 

Ten years after its passage, NAFTA still creates debate. Both supporters and detractors claim that they were right − that NAFTA is either a success or a failure. Part of the confusion stems from the difficulty of pinpointing the direct effects of NAFTA on the U.S. economy. During the ten year period following the passage of NAFTA the U.S. underwent a technology revolution, led by the dot-com boom that created enormous profits for American businesses and pushed the economy to unprecedented levels. Simultaneously, exports from China grew at a very high rate, creating a trade deficit for the U.S. Finally, in 1994-1995, Mexico underwent a currency crisis ̶ unrelated to NAFTA ̶ that stifled that nation's economy for several years, lowering wages and productivity. It is virtually impossible to separate the effects of these events from the possible effects of NAFTA on the economies of either nation.

One thing that does seem clear is that NAFTA has cost some American jobs, although the exact number is difficult to pinpoint. A 2003 study by the Economic Policy Institute calculated that since NAFTA was enacted, America's trade deficit has cost the country more than 750,000 jobs. Once again though, it is difficult to separate NAFTA-related job losses from those caused by the economic recession of the early 21st century resulting from the end of the technology boom. At the same time, NAFTA supporters point out that U.S. exports to Mexico dramatically increased under NAFTA, creating nearly 500,000 new American jobs.

Finally, while trade with Mexico has grown to almost $250 billion dollars per year, this represents only a small fraction of the U.S. economy's annual gross domestic product of over $10 trillion dollars. Once again it is difficult to judge the true impact of NAFTA. As for concerns about the environment, a 2003 report by the Carnegie Endowment found that fears of environmental disaster in Mexico have proven unfounded. "At this point some elements of Mexico's economy are dirtier and some are cleaner," the report stated.

The Carnegie Endowment report summed up the controversy in these simple terms, "Put simply, NAFTA has been neither the disaster its opponents predicted nor the savior hailed by its supporters."

1. Questions for Discussion

2. What is the government's responsibility to workers whose jobs are lost due to foreign competition and trade agreements?
3. To what extent should concerns about the environment play a role in trade negotiations?
4. Does the United States have a responsibility to help other nations develop their economies and trade? Is it in the United State's best interests to do so?

