North American Free Trade Agreement


Efforts to establish free trade areas have played a significant part in attempts of Latin American states to develop economically. The basic reasoning behind free trade is that when two or more countries combine in a free trade area, the number of possible consumers for a company’s goods increases. Companies will consequently be able to sell more, increase production, and decrease production costs as mass production practices take hold. Basically, demand increases as prices go down. In theory, everyone wins.
The North American Free Trade Agreement (NAFTA) was first proposed by Mexico in 1990, signed by Canada, Mexico and the United States in 1992, and finally approved in 1993. NAFTA created the world’s largest free trade area. The purpose of NAFTA was to combine the economies of Canada, Mexico and the United States by removing their various taxes and rules to allow goods and services to flow freely in much of North America. This agreement, unlike the European Union, deals only with trade barriers and prevents any efforts at forming a common foreign policy, a combined currency, or common immigration policies.

Key reasons for NAFTA:

· Remove tariffs on goods shipped between the three countries
· Remove limitations on investments among the three countries

· Remove customs barriers at border crossings, which would make it easier for trucks to move back and forth across borders

· Create strong standards for environmental, health, and safety policies in industries

· Improving working conditions

Cons of NAFTA

· The argument in the United States over NAFTA was intense. Opposition came from several groups with the strongest pressure from a combination of labor unions and environmental organizations. Here were some of the cons:
· Unions focused on jobs. They feared that U.S. companies would take advantage of low wages and weak labor laws in Mexico and move jobs south of the border.
· Environmental groups argued that U.S. companies would choose to move plants to Mexico, therefore avoiding U.S. environmental restrictions.
· Both groups feared that the U.S. would lower its environmental and labor standards to compete. The also stressed that under NAFTA, Mexican companies might challenge U.S. environmental and labor laws as discriminating against Mexican products.
· Political groups pointed out that NAFTA could reduce U.S. sovereignty (power). They focused on the fact that the treaty set up joint tribunals to referee disputes. Possibly, these tribunals could declare U.S. laws barriers to trade.

· Many Mexicans feared NAFTA

· Business leaders in certain industries liked high tariffs on imports

· Labor unions feared that competing with foreign companies might sacrifice jobs

· Peasant groups worried that U.S. agricultural businesses would undersell them in Mexico’s markets

· Political leaders worried that mixing with an economy like the U.S. that was much bigger than their own would lead to a loss of economic control and political sovereignty (power).

Pros of NAFTA

· U.S. companies could better compete with imports from Asia and elsewhere by working in Mexico, where production costs and the costs of transportation back to the U.S. market would be lower.

· NAFTA would open opportunities to use Mexico’s growing market, and that goods made by U.S. companies in Mexico could export those goods to other markets.

· NAFTA could help improve social problems such as illegal immigration.

· The U.S. is Mexico’s biggest market, and Mexican leaders want to continue access to that market.

· Mexico wants to increase the flow of U.S. capital (resources) and technology into their country to increase their effectiveness and improve their chances of competing in world markets (Mexican leaders wanted to restructure their economy for many years and NAFTA was a good way to start)
Questions based on the reading:

1) What are some of the benefits of a free trade agreement? __________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

2) Why do some people disagree with free trade agreements? ________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

3) Based on the reading, do you think the pros of NAFTA outweigh the cons? Why/why not?

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

4) If you were allowed to decide, would you vote for or against joining NAFTA? Why?

__________________________________________________________________________

__________________________________________________________________________
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