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Preface

Michael A. Walker

THIS BOOK IS PART OF A SE RIES of eight books and 21 mono graphs that

form part of a Fra ser In sti tute pro ject en ti tled The North Amer i can

20/20 Pro ject. The pur pose of this pro ject, which has been funded by the

Lilly En dow ment of In di a nap o lis, is to un der take a multidisciplinary

and mul ti na tional anal y sis of the re quire ments for and im pacts of eco -

nomic in te gra tion in the hemi sphere. In ac com plish ing this am bi tious

pro gram of re search, The Fra ser In sti tute has been very pleased to col -

lab o rate with in sti tu tions and in di vid u als in Chile, Co lom bia, Costa

Rica and Brazil as well as, of course, in Mex ico, the United States and

Can ada. One of these col lab o rat ing in sti tu tions is the North Amer i can

Stud ies pro gram at McGill Uni ver sity, which it self has es tab lished a

high rep u ta tion as a source of informed comment on North American

economic and social issues.

The cur rent vol ume is the re flec tion of a con fer ence held at McGill

Uni ver sity dur ing which a wide range of opin ions and po si tions were

pre sented to an au di ence that re flected the many con stit u en cies who

have an in ter est in North Amer i can Free Trade. The ed i tors have done a

mar vel lous job of as sem bling most of the pre sen ta tions de liv ered at the

sym po sium, and have pre served them in this vol ume for those who
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want better to un der stand the North Amer i can Free Trade Agree ment,

for those who would seek to em u late it, and for those who wish to un -

der stand what will be its im pli ca tions for the fu ture. The Fra ser In sti tute 

has been pleased to spon sor both the con fer ence and this vol ume as part

of the North Amer ica 20/20 Pro ject and to as sist the ed i tors and their au -

thors in mak ing their views better known to a wider au di ence. It is the

opin ion of the In sti tute that pub lic pol icy will be im proved by the

broad est pos si ble dis cus sion of is sues of this kind. While we have been

pleased to spon sor the work of the ed i tors and the au thors, that work

has been con ducted in de pend ently and may or may not re flect the

views of the mem ber ship and trust ees of The Fra ser In sti tute.
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Introduction

A.R. Riggs and Tom Velk

THIS COL LEC TION OF PA PERS CON TAINS the opin ions, pre dic tions and

in formed anal y sis of 32 widely sep a rated econ o mists, busi ness

lead ers, his to ri ans, po lit i cal sci en tists, bank ers, le gal and con sti tu tional

ex perts, jour nal ists, pol i ti cians and dip lo mats. They came to Mon treal

from Can ada, the United States and Mex ico, March 18-20, 1993, to dis -

cuss and de bate the North Amer i can Free Trade Agree ment (NAFTA),

ef fec tive (if passed by the three legislatures) on January 1, 1994.

Co-spon sored by the Fra ser In sti tute, Van cou ver, Can ada, and

McGill Uni ver sity’s North Amer i can Stud ies Programme, the sym po -

sium was ar ranged for and at tended by a gen eral au di ence. This vol ume 

is there fore both a re cord of schol arly pro ceed ings and a lay man’s guide 

to the work ings and con tro ver sial is sues of NAFTA.

An in tel li gent lay man un fa mil iar with the NAFTA de bate might

have ex pected our con fer ence ques tions and an swers to be ob vi ous.

Have not econ o mists since Da vid Hume in the 18th cen tury been tell ing

us that free trade is ben e fi cial? Is not vol un tary ex change nec es sar ily ad -

van ta geous for all, since trad ers would hardly in cur the costs and trou -

ble of in ter ac tion oth er wise? And is not the pol icy im pli ca tion just as

ob vi ous as the the ory—gov ern ment should get out of the road so trad -

www.fraserinstitute.org

xv



ers and the pub lic are not asked to pay the trans ac tion costs im posed by

po lit i cal bound ary lines?

But as Ste phen Blank of the Amer i cas So ci ety says, NAFTA is not es -

sen tially a free trade ar range ment. If it were, it would be one sen tence

long, and its pol icy pre scrip tion would be “fire the cus toms agents, burn 

the tar iff sched ules and throw open the bor ders.” In fact, NAFTA con -

tains 2,000 pages and it was not in tended for bed time read ing.

As a re sult, in one con fer ence pa per af ter an other, black board-easy

puz zles were ac com pa nied by tough ques tions with out clear an swers.

In his sum ming up of our con fer ence, McGill econ o mist John W.

Galbraith laid out the core ex pla na tion for NAFTA’s com plex i ties. First,

NAFTA is not a di rect move to ward free trade. Its rules for re gional

trade pref er ence build up a new reg u la tory over lay. The re sult ing trade

flow, while less con fined and more ef fi cient than be fore, is still re -

stricted. The gains lost by this po ten tial to di vert trade away from the

very best pat tern (only pos si ble if the world’s trade blocs meld into one)

should re mind us of the pay-off from a long-run com mit ment to an

ever-ex pand ing trade fron tier.

Sec ond, the di vi sion of free trade gains among the play ers pres ents

a po lit i cal and or ga ni za tional chal lenge. The poor est will do best. Real

Mex i can per ca pita in come, as sum ing the nec es sary in vest ment in hu -

man cap i tal takes place, will grow by an or der of mag ni tude. Chile, a fu -

ture pros pect for NAFTA, on the strength of pres ent eco nomic

per for mance and po ten tial, has per haps the bright est growth pros pects

of any na tion on earth.

An other ame lio rat ing force is the flow of over seas in vest ment into

the poorer na tions in amounts suf fi cient to lift all boats by add ing an ex -

tra quan tity of pro duc tiv ity and in come to the en tire trad ing bloc. But an 

im prove ment in in come dis tri bu tion within Can ada and the United

States also de pends upon new in vest ment. Low in come earn ers, those

with skill lev els no better than their new com pet i tors, must boot strap

their skills.

Third, the re gional qual ity of the ex ist ing deal gives am ple

room—too much room—for reg u la tory com plex ity. Quib bles over

rules of or i gin, ju ris pru dence, and reg u la tory co-or di na tion are them -

selves waste ful, or at least ex pen sive. We have ar ranged ques tions and

an swers con cern ing these and other NAFTA is sues un der six head ings

or sec tions: Back ground and Pros pects; What’s in it for Can ada?; What’s 
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in it for the United States?; What’s in it for the Busi ness Com mu nity?;

What’s in it for Mex ico and the Hemi sphere?; and Law and Dis pute Set -

tle ment.

There is agree ment among those who mon i tor pol i tics in Mex ico

City, Ot tawa and Wash ing ton that the most sig nif i cant threat to pas sage 

of NAFTA now lies in the United States. Col leen Mor ton, un til re cently

with the U.S.-Mex ico Busi ness Com mit tee (where she lob bied in Con -

gress) rates NAFTA’s chances at 50-50. She wishes the agree ment could

have been fi nessed as the FTA was, and she says the ques tion is, “How

much po lit i cal cap i tal will Pres i dent Clinton be will ing to spend?”  With 

re cent changes in com mit tee mem ber ship, much sup port has evap o -

rated in Con gress.

Tom Velk and A. R. Riggs have stud ied the ef fort in Con gress to

brush away trade bar ri ers in the 1930s, when a trade-off in fa vour of ex -

pe di ent po lit i cal unity post poned the time of eco nomic in te gra tion un til

the pres ent. Gil Troy, of the his tory de part ment, McGill, be lieves that

the pres i dent has much room to ma noeuvre now, since the NAFTA was

a “phan tom is sue” in the late elec tions.

Su san Kaufman Purcell of the Amer i cas So ci ety dis agrees. She

points out that more than 60 new mem bers of Con gress cam paigned

against NAFTA. (To day she would have added the ap par ent de fec tion

of the new House Ma jor ity Leader, Rich ard Gephardt, and a chal lenge

in fed eral courts re gard ing an en vi ron men tal im pact state ment.) They

con sti tute a for mi da ble threat, and the am biv a lent po si tion of the pres i -

dent and of La bor Sec re tary Rob ert Reich has been of lit tle help. Or ga -

nized la bour, she warns, still has clout in the Dem o cratic party. So far as

side agree ments on la bour and the en vi ron ment are con cerned, she

won ders how far Mex ico can be pushed.

Par tic i pants agreed that Mex ico is en thu si as tic about NAFTA, as

we saw in an ad dress by Jorge Juraidini, Dep uty Rep re sen ta tive to Can -

ada for Trade Ne go ti a tions, who ar gues that Mex ico is a small econ omy

and can not harm the larger, de vel oped na tions to the north.

It may sound strange to speak of Can ada as a trad ing co los sus.

Early de bates are pre dicted in Ot tawa by An thony Halliday of the Par -

lia men tary Cen tre for For eign Af fairs and Trade, with the spot light on

the po si tion of the Lib eral party. Alan S. Alexandroff of the Cen tre for

In ter na tional Stud ies, the Uni ver sity of To ronto, ar gues that NAFTA

has deeply di vided the Lib er als (and will con tinue to di vide them), but
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that the ex treme na tion al ists can not avoid, in his opin ion, what they call

“the trap of continentalism.”

Continentalism is most strongly sup ported to day, of course, by

Mex ico. The ques tion then be comes, “What’s in the NAFTA for Mex -

ico?”

The an swer is, “a lot.” Ac a dem ics from UNAM (the Na tional Au -

ton o mous Uni ver sity of Mex ico), Edu ar do Ramirez and M. Teresa

Gutiérrez-Haces, re minded the sym po sium that in ad di tion to trade ad -

van tages, Mex ico has much to gain po lit i cally and so cially from

NAFTA. Ramirez, an at tor ney, dis cussed pro found changes al ready ad -

vanc ing—a tran si tion from civil to com mon law, for ex am ple—as Mex -

ico opens its bor ders and en cour ages har mo ni za tion with Can ada and

the United States. Gutiérrez-Haces says a “lim it less will” ex ists for

change in Mex ico, but that the tran si tion pro cess is very dif fi cult.

George W. Grayson, a po lit i cal sci en tist at the Col lege of Wil liam

and Mary, Williamsburg, is in ter ested in the im pact of NAFTA on Mex -

ico’s “au thor i tar ian” po lit i cal sys tem. He con cludes that the ad van tages 

of NAFTA for Mex ico in clude a di min ish ing of re pres sive rule, de cen -

tral iza tion, an un der min ing of the power of la bour chief tains, and far

less cor rup tion.

Con fer ees seemed gen er ally to agree that the big gest win ner in a

three-way ar range ment, at least for the time be ing, should be Mex ico,

with a pre dic tion of sig nif i cant long-term growth in Gross Do mes tic

Prod uct (GDP) of 11.4 per cent. Why then should Can ada and the United 

States be in ter ested in add ing a part ner to their FTA?

Thomas d’Aquino, pres i dent of Can ada’s Busi ness Coun cil on Na -

tional Is sues, con cen trates on op por tu ni ties for busi ness, be cause, he

says, we are go ing to achieve a “level play ing field.” Mi chael Walker,

who heads the Fra ser In sti tute in Van cou ver, agrees that ac cess to mar -

kets and gov ern ment pro cure ment will aid Can ada, and he de nies that

job loss in man u fac tur ing is a spe cial func tion of in ter na tional trade

agree ments. Ser vice pro duc tion is the way of the fu ture for ad vanced

econ o mies, he says.

Rob ert M. Dunn, Jr., an econ o mist at George Wash ing ton Uni ver -

sity, got the most press play when he con cen trated on the job-loss is sue.

Dunn claims the loss will be se ri ous among un skilled and semi-skilled

work ers as man u fac tur ing moves south. He ar gues that the agree ment

should be adopted, but with com pen sa tion in the form of job re train ing
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and earned in come tax cred its for los ers. A pos si ble off set is a flow of in -

vest ment cap i tal into Mex ico. Wil liam G. Wat son, McGill Eco nom ics,

agreed that there will be some zero-sum trade di ver sion, some di min -

ish ing of sov er eignty, and job losses. Wat son agrees with Dunn that

gov ern ments in Can ada and the United States should aid work ers in the 

loser cat e gory.

John O’Grady, a con sul tant on la bour mar ket and in dus trial re la -

tions in To ronto, how ever, would like to scrap NAFTA. His ar gu ment

cites the Cox and Har ris real in come gains for Can ada of less than one

per cent, high ad just ment costs, changes in in come dis tri bu tion, plant

clo sures and poorly en forced en vi ron men tal and la bour stan dards in

Mex ico.

Some of the par tic i pants in our ex tended sem i nar took is sue with

the O’Grady as sess ment. Rodrigue Tremblay, of the Eco nom ics De part -

ment, Université de Montréal, says that job losses from the Can ada-U.S.

FTA would have been fewer had Can ada a planned and well-co or di -

nated pol icy on trade. The bulk of job losses in Can ada’s man u fac tur ing

sec tor, he says, is a re sult of the re ces sion of 1990-91, and the cur rency

ex change rate was also deeply in volved. Can ada’s trade min is ter, Mi -

chael Wil son, claims that 118,000 jobs have been cre ated in 1992, and he

notes that the trade sur plus in Can ada rose 27 per cent from 1991 to 1992. 

Michel Villeneuve, of the Ca na dian Im pe rial Bank of Com merce, was

also op ti mis tic about NAFTA, but cited a need for ef fi cient ex port fi -

nanc ing mech a nisms. Armand De Mestral, of the Fac ulty of Law,

McGill, spoke of NAFTA from his ex pe ri ence on FTA dis pute set tle -

ment pan els. He was pleased that the dis pute avoid ance and dis pute

set tle ment as pects have been ex tended with NAFTA, and should work

pretty well.

A num ber of our par tic i pants ad dressed the ques tion, “What’s not

in the agree ment for ev ery body in volved?” An drew Coyne, of the To -

ronto Globe and Mail, agrees that free trad ers should sup port NAFTA,

but he notes that ag ri cul ture and cul ture, for ex am ple, are ex empted

and that there is no sub si dies code.

Sub si dies are go ing to cre ate prob lems. Brian Rus sell, a law yer and

di rec tor of the U.S. Pol icy Stud ies Group at Dalhousie Uni ver sity, spe -

cif i cally ad dressed the is sue of sub si dies. He warns about Pres i dent

Clinton’s re cent al lu sions to gov ern ment as sis tance to high-tech com pa -
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nies. If this be comes pol icy in the United States, he says, the is sue is

bound to worsen na tional and global trade war fare.

Earl Fry, a po lit i cal sci en tist at Brigham Young Uni ver sity, cau tions

that too lit tle at ten tion has been given to 91 state and pro vin cial gov ern -

ments, two fed eral dis tricts, six ma jor ter ri to rial gov ern ments, and

count less county and lo cal ju ris dic tions. Non-na tional gov ern ments

must be come en er getic sup port ers, he says—not re luc tant part ners—of

NAFTA. Ste phen A. Scott, of the Law Fac ulty, McGill, notes that the fed -

eral gov ern ment in Can ada might have to use its con sti tu tional au thor -

ity to en force NAFTA against the prov inces.

James L. Huffman, a law yer pres ently with the Her i tage Foun da -

tion, Wash ing ton, he ro ically tack led the wa ter trans fer ques tion, an -

other ne glected item, and pro posed a “North Amer i can Wa ter Mar ket

Foun da tion” as an ad junct to NAFTA.

Carlos Braga, of the World Bank, com plains about ne glect of in tel -

lec tual prop erty rights, an is sue that will be with us for years to come.

Bradly Con don, of the Fac ulty of Law, Uni ver sity of Cal gary, dealt with

NAFTA and en vi ron men tal pol icy im ple men ta tion, and con cluded that 

en vi ron men tal laws are likely to with stand chal lenges brought un der

NAFTA. In fact, he says, NAFTA pro vides more pro tec tion for gen u ine

en vi ron men tal laws than does the Ca na dian con sti tu tion.

Three of our par tic i pants spec u lated about the fu ture of the NAFTA

(as sum ing that it is passed). Malcolm D. Rowat, a trade law yer with the

World Bank, be lieved that Chile may join NAFTA, de spite its en vi ron -

men tal prob lems. Chile and Mex ico, he notes, are the two Latin Amer i -

can coun tries mak ing the great est prog ress in macro-eco nomic

ad just ment, trade lib er al iza tion, pri vat iza tion and de cen tral iza tion. It

ap pears un likely that Chile will join MERCOSUR, the South ern Cone

com mon mar ket.

Don ald Coes, also with the World Bank (and the Uni ver sity of New

Mex ico), stresses that MERCOSUR is dom i nated by Brazil. Brazil might

do a lot better out side than in, but would lose some of its he ge mony in

South Amer ica. Fac ing en vi ron men tal and other ma jor prob lems, Brazil 

might even tu ally join NAFTA, while it re mains a mem ber of the South

Amer i can Com mon Mar ket.

Ste phen Blank, of the Amer i cas So ci ety, be lieves that if NAFTA

passes there may be dis cerned an “emerg ing ar chi tec ture of North

Amer ica,” where bor ders dis ap pear in fa vour of “pooled sov er eign -
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ties,” to gether with the erod ing of cen tral gov ern ments’ power to man -

age na tional econ o mies. In ad di tion, the grow ing regionalization of the

North Amer i can econ omy, he warns, could lead to frag men ta tion, re -

gional trade bar ri ers, or even ef forts to re vive old sov er eign ties. This, he

im plies, is the great est long-term threat to NAFTA, and may not de rive

from con gres sio nal pro tec tion ists in Wash ing ton, but from the co he sive

qual i ties of fed er al ism it self.

In the end, con fer ence par tic i pants gave rea son to hope these com -

plex i ties do not bar the way to even tual prog ress on trade. Most in ter est -

ing was the new en thu si asm for free mar kets. Prog ress was re ported

from the front in Chile and Mex ico, and tough is sues such as prop erty

rights un der law and con sti tu tional lim its on free trade ini tia tives were

found to be solv able, both in the ory and prac tice. The bal ance of force

seems ev ery where to be with those who are will ing to take the risks as -

so ci ated with change.
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Free Trade Patriarch: 
Cordell Hull and

Inter-American Trade
Barriers

A.R. Riggs and Tom Velk

SIXTY YEARS AGO, FRANK LIN D. ROO SE VELT stood be fore the gov ern ing

board of the Pan Amer i can Un ion and asked that the re pub lics of the

hemi sphere “abol ish all un nec es sary and ar ti fi cial bar ri ers and re stric -

tions which now ham per the healthy flow of trade.”1 Be hind the Amer i -

can pres i dent’s re quest of April 12, 1933, lay the life long ef forts of his

sec re tary of state, Cordell Hull, who viewed the tar iff as “the king of

evils,” and “the larg est sin gle un der ly ing cause of the pres ent panic.”2
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Cordell Hull pas sion ately be lieved that ef forts by coun tries to al le -

vi ate the Great De pres sion with pro tec tive tar iffs and other bar ri ers to

in ter na tional trade had only made mat ters worse. In 1932, Brit ain’s Im -

pe rial Pref er ence sys tem barred the United States from Com mon wealth

mar kets in Can ada, Aus tra lia and South Af rica. Ger many would

shortly be gin to ne go ti ate ex clu sive bar ter ar range ments in Eu rope and

Latin Amer ica that ruled out com pe ti tion. Nor did Hull spare his own

coun try, the great est cul prit of them all, for set ting off world eco nomic

war fare with its Haw ley-Smoot Tar iff of 1930, the high est in United

States his tory with av er age rates of more than 50 per cent.

This pa per deals with the free trade ob ses sion of Sec re tary Hull,

who may be termed the true fa ther of ne go ti a tions go ing on to day to

elim i nate trade bar ri ers in the world, and es pe cially in the West ern

Hemi sphere. Un for tu nately, the cul mi na tion of his ef forts at free ing

clogged chan nels of trade in the Amer i cas came at a Bue nos Ai res con -

fer ence of 1936, where a com bi na tion of world events and spe cific na -

tional ob jec tives (in clud ing those of the United States) dealt a crush ing

blow to his cru sade.

A cru sade it was, and in the light of re cent de vel op ments the time

has come to re con sider the ef forts of Cordell Hull as vi sion ary and con -

struc tive. The sec re tary of state re called with sat is fac tion in his mem oirs

that in his maiden speech to Con gress in 1898, he had pleaded for lower

tar iffs and fewer trade re stric tions. On the same page he boasted that 34

years later he co-authored a de mand for re cip ro cal tar iff agree ments in

the New Deal Dem o cratic Plat form of 1932.
3
 Al though his to ri ans have

long rec og nized that Sec re tary Hull used the stan dard of freer trade to

judge all his ven tures in di plo macy be tween 1933 and his re tire ment in

1944,
4
 they have been less than sat is fied with his sin gle-minded mis -

sion. Rob ert Dallek, in his prize-win ning book, Frank lin D. Roo se velt and

Amer i can For eign Pol icy, 1932-1945, noted drily that Hull’s “air of harm -

less be nev o lence masked a vin dic tive evan ge lism which he put at the

www.fraserinstitute.org

4       Be yond NAFTA

3 Cordell Hull, The Memoirs of Cordell Hull (New York: The Macmillan
Company, 1948), I, p. 352.

4 Richard Pollenburg and Walter La Feber, The American Century (New York:  
John Wiley & Sons, 1979), p. 233.



ser vice of eco nomic in ter na tion al ism.”
5
 Irwin Gellman in Good Neigh bor

Di plo macy, also pub lished in 1979, wrote that “Hull’s fix a tion on rec i -

proc ity forced the State De part ment to de vote too much time to a pro -

gram of lim ited value” that came out of Hull’s “out dated Wilsonian free 

trade be liefs.”
6

Out dated or not, the first item on the Hull New Deal agenda, a pro -

posal for the World Eco nomic Con fer ence—sched uled for June 1933 in

Lon don—called for a truce on fur ther tar iff in creases and an

across-the-board re duc tion of ten per cent by all coun tries par tic i pat ing.

At pre lim i nary dis cus sions in Wash ing ton, Hull se cured the as sent of

Brit ain and France, but the tar iff ques tion be came moot when Pres i dent

Roo se velt tor pe doed the con fer ence by re fus ing to ac cept an agree ment

on cur rency sta bi li za tion.
7

Af ter the Lon don fi asco, Hull’s hopes for freer trade rested upon

con tin u ing sup port from his pres i dent, ac tions by the United States

Con gress and on es tab lish ing a com mon front, un der the ru bric of The

Good Neigh bor Pol icy, be tween his own coun try and the re pub lics of

Cen tral and South Amer ica. Rep re sen ta tives of the 21 na tions were

sched uled to meet at Mon te vi deo, Uru guay, for the Sev enth In ter na -

tional Con fer ence of Amer i can States on De cem ber 3, 1933. There the

del e gates would be con front ing the ghost of the last Pan Amer i can con -

fer ence at Ha vana in 1928, which ended in a spirit of ran cour and mis -

trust over the is sue of “Yan kee im pe ri al ism.”
8

The Roo se velt-Hull Good Neigh bor Pol icy sought to re verse 35

years of United States in ter ven tion in the af fairs of Latin Amer ica. Be -

tween 1898 and 1920, United States ma rines, sol diers, and na val per son -

nel in vaded the states of the Ca rib bean re gion no fewer than 20 times. In
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ad di tion to mil i tary in ter ven tion, the United States con sis tently used its

eco nomic power and in flu ence to con trol Latin Amer i can econ o mies

and gov ern ments.

The ma jor dip lo matic ob jec tive of Latin Amer i cans at the Mon te vi -

deo Con fer ence of 1933 was to ob tain a guar an tee from the United States 

that this kind of in ter fer ence would end. With some res er va tions,

Cordell Hull was ready to re nounce uni lat eral in ter ven tion, but he also

har boured other plans for the Mon te vi deo con fer ence that he failed to

dis cuss with Pres i dent Roo se velt. Aboard ship for South Amer ica, the

Sec re tary pre pared a com pli cated eco nomic res o lu tion fa vour ing bi lat -

eral or mul ti lat eral ne go ti a tions for elim i nat ing bar ri ers to trade, aban -

don ment of spe cial trade pref er ences and im port and ex port

pro hi bi tions, and equal ity of treat ment based on an un con di tional

most-fa voured-na tions clause.
9

The sec re tary knew, how ever, that noth ing could be ac com plished

in the area of freer trade at Mon te vi deo with out the ap proval of

Saavedra La mas, for eign min is ter and head of del e ga tion from Ar gen -

tina. In his mem oirs, Hull sin gled out Saavedra La mas as the leader of

anti-Amer i can forces when ever a con fer ence was held. SeZor Saavedra

La mas wished to take the lead in ar bi trat ing the so-called Chaco War be -

tween Bolivia and Par a guay with an anti-war pact.
10

Ini tially, Sec re tary Hull did not fa vour the La mas peace ini tia tive

be cause the United States was com mit ted to the Kellogg-Briand Pact

(1928), which was based on the prem ise that wars could be pre vented by 

get ting ev ery na tion of the world to prom ise not to make war. Hull was

mainly in ter ested in ap peas ing Ar gen tina with out re lin quish ing

United States he ge mony. At the same time he hoped to sell his eco nomic 

plan and con vince the con fer ees of Amer i can com mit ment to the Good

Neigh bor Pol icy. He found the po lit i cal at mo sphere at Mon te vi deo ex -

tremely hos tile, “like a blue snow in Jan u ary.”
11

 Ac cord ing to Hull,
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One of my first sights from the ship was bill boards with the
huge words: “Down with Hull.” And some of the news pa pers
shown me spoke of the “big bully” who had come down from
the North, and won dered what he was up to now. Most of the
press of Mon te vi deo and Bue nos Ai res across the Plata River
raw hid ed our coun try and our del e ga tion, called us names, and
threw out the idea that we were down there, as usual, for purely
self ish, nar row pur poses.12

Only at the last mo ment did Ar gen tina send a del e ga tion headed by La -

mas. Hull prac ti cally beat them to their ho tel, and met La mas at once.

SeZor La mas was cool, Hull pa tron iz ing. With ego-build ing at ten tion,

the Amer i can sec re tary pre pared a pro posal on peace for La mas to de -

liver at the con fer ence, and Hull quoted the Argentinian as say ing, “We

shall be the two wings of the dove of peace, you the eco nomic and I the

po lit i cal.”13 This was an abrupt turn-around. As the con fer ence closed,

Hull re flected that “the Amer i can del e ga tion had suc ceeded in all its

plans.”14

There could be no doubt about which plan Hull con sid ered the

most im por tant. Fresh from his tri umph in South Amer ica and armed

with the en dorse ment of prac ti cally the en tire hemi sphere, the sec re tary 

of state wasted no time in turn ing trad ing prin ci ples into law. A draft of

a Re cip ro cal Trade Agree ments Bill was in the hands of Pres i dent Roo -

se velt by Feb ru ary 1934. It passed Con gress by huge ma jor i ties, and the

pres i dent signed it on June 12, 1934.
15

 Re new able at three-year in ter vals, 

it pro vided for re cip ro cal, bi lat eral agree ments with other na tions and

gave the ex ec u tive the power to al ter tar iffs by as much as 50 per cent on

an un con di tional most-fa voured-na tion prin ci ple. Dur ing 1935, Hull’s

State De part ment con cluded bi lat eral agree ments with Brazil, Co lom -
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bia, Haiti and Hon du ras, and was ne go ti at ing with nine other Latin

Amer i can coun tries.

By 1935, how ever, the State De part ment in Wash ing ton was al ready 

alerted to im pend ing world cri sis, and in the words of Sec re tary Hull,

“the new born friend ship among the Amer i can Re pub lics re quired so -

lid i fy ing.”
16

 Hull lob bied now for an ex traor di nary con fer ence of the 21

Inter-Amer i can States, to be con vened at Bue nos Ai res on De cem ber 1,

1936. The dan ger to hemi spheric se cu rity was ob vi ous. Civil War in

Spain, rep re sent ing a fas cist threat to dem o cratic gov ern ment, ag gres -

sion by Mus so lini in Af rica, the stance of Hit ler in Eu rope and Ja pan in

China de manded a re sponse. Ger many was en gaged in a con certed ef -

fort to de prive the United States of its mar kets and in flu ence in Latin

Amer ica.

No body was more con cerned about fas cist pen e tra tion of Latin

Amer ica than Sec re tary of State Cordell Hull. Nazi Ger many, he be -

lieved, had be come the dom i nant in flu ence in South Amer ica.
17

 One ar -

ti fice of the Berlin gov ern ment was to un der mine United States trade

with Latin Amer ica. Un der a plan worked out by Hit ler’s ad vis ers, Ger -

many ac cepted bar ter as a method of pay ment in in ter na tional trade. It

paid for goods in scrip, which could only be used for the pur chase of

Ger man goods. Much of what Ger many ex ported was ar ma ments, and

it be came the main sup plier to Latin Amer ica by far.
18

Con sid er ing the Nazi hys te ria in the United States at the time, Hull

prob a bly ex ag ger ated the ex tent of Ger man in flu ence in Latin Amer ica,

but, more sig nif i cantly, the threat to Amer i can se cu rity was gen u ine,

and it was a ma jor rea son Hull wanted to con vene a Bue nos Ai res con -

fer ence. Now the free trade is sue was to be in te grated with a geo-po lit i -

cal agenda, and if Sec re tary Hull ex pected to see a lin ing up of the 20

other del e ga tions be hind his pro pos als, he was sadly mis taken. A dif -

fer ent South Amer ica greeted him from the one he had left at Mon te vi -

deo three years ear lier, and even the pres ence of Frank lin Roo se velt at
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the open ing ses sion could not help him. Lead ing coun tries of the Amer i -

cas, un like the United States, had be gun to pros per, and they now held

the bar gain ing cards.

When the Great De pres sion struck in 1929, Latin Amer i can econ o -

mies were dev as tated. Largely with out in dus trial bases, they de pended

on re source and ag ri cul tural ex ports to buy the man u fac tured goods

they re quired. The eco nomic di sas ter was com pounded by the United

States tar iff. Be cause of the de pres sion, Chile de faulted on its na tional

ex ter nal debt, but so did many other coun tries of Latin Amer ica. De -

faults be gan in 1931, and by 1934 only Ar gen tina, Haiti, and the Do min i -

can Re pub lic con tin ued nor mal ser vic ing of their ex ter nal debts.
19

Brazil de faulted with oth ers, but by 1930 it had be gun a vig or ous in -

dus tri al iza tion pro cess that was the envy of its neigh bours. Un like the

United States and nu mer ous other coun tries, Brazil by 1937 reached a

level of per ca pita in come higher than that of 1929.
20

 Ar gen tina suf fered

per haps the least eco nom i cally among Latin Amer i can coun tries. By

1935, the Argentinian econ omy had reached its mid-1929 lev els, some -

thing the United States had not ac com plished.
21

 Ar gen tina, in fact, was

pre pared to con test the United States in its tra di tional role as leader of

the hemi sphere.

At the Bue nos Ai res Con fer ence of 1936, Saavedra La mas, hav ing

just re ceived a No bel Peace Prize (with a boost from Hull) for end ing the 

Chaco War, was elected per ma nent chair man. There he did his best to

de ter Amer i can aims and pro mote his ver sion of the Drago Doc trine of

nonintervention.
22

 As a re sult, dis cus sions on the “Main te nance, Pres er -

va tion and Re es tab lish ment of Peace,” were ac com pa nied by an “Ad di -

tional Pro to col Rel a tive to Non-in ter ven tion.”
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The Pro to col was what Latin Amer ica, led by La mas, had been at -

tempt ing for many years to force on the United States: a bind ing guar an -

tee that the United States would re spect the au ton omy of the Latin

Amer i can coun tries.
23

 Of the pro pos als for peace, only the Pro to col re -

ceived an un qual i fied en dorse ment by all del e gates.

A fur ther blow to Hull’s ini tia tives came when the Con fer ence con -

sid ered his fa vour ite pro ject, the low er ing of trade bar ri ers, and re jected

a pro posal for a mul ti lat eral truce.
24

 By the time the con fer ence closed,

the at mo sphere was so in tense that del e ga tions were fling ing about

such words as “pigs” and “li ars.” Be cause of a dip lo matic cold, Hull’s

clos ing ad dress was read for him, and La mas failed to of fer the usual

cour tesy of see ing him off.
25

The Eighth In ter na tional Con fer ence of Amer i can States at Bue nos

Ai res in 1936 was no suc cess for the United States. Re jec tion of Hull’s

“tar iff truce,” a de mand that first sur faced dur ing the Lon don Eco nomic 

Con fer ence of 1933, sig nalled the be gin ning of the end of his in ter na -

tional cru sade for free trade talks. Weak ened be cause it needed una nim -

ity or noth ing, the United States com pro mised with a bloc of re sent ful

Latin Amer i cans, who held all the good cards: healthy econ o mies in key

na tions, al ter na tive sources of ex port and im port, the Argentinian chal -

lenge and a threat of global war that en dan gered hemi spheric se cu rity.

A threat of war, now pre oc cu py ing the State De part ment, failed to

de ter Hull from his dog ged pur suit of trade agree ments. On No vem ber

17, 1938, he fi nally per suaded Great Brit ain to al ter its Im pe rial Pref er -

ence sys tem. Can ada and Brit ain signed a trade agree ment with the

United States.
26

 In De cem ber, at the Ninth In ter na tional Con fer ence of

Amer i can States in Lima, Peru, the del e gates agreed to a stron ger dec la -

ra tion of sol i dar ity, and Hull pre vailed upon them, once again, to re it er -
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ate his pro nounce ments on freer trade.
27

 Three months af ter war

erupted in Eu rope in 1939, Sec re tary Hull was back in Con gress to urge

re newal of his Re cip ro cal Trade Agree ments Act. In his words, it would

“serve as a cor ner stone around which the na tions could re build their

com merce on lib eral lines when the war ended.”
28

 When Con gress re -

newed the law the United States had rec i proc ity agree ments with 21 na -

tions cov er ing about two-thirds of its trade.
29

Again, in 1943, when the United States had agree ments with 27

coun tries, Hull re joiced in a two-year re newal that was to reach be yond

his re tire ment in 1944. And when news of Frank lin Roo se velt’s death

reached the for mer sec re tary on April 12, 1945, he was dash ing off a let -

ter to the Ways and Means Com mit tee of the House of Rep re sen ta tives

that urged them to ex tend, once again, the Re cip ro cal Trade Agree -

ments Act of 1934.
30

Re cip ro cal agree ments alone, how ever, would never sat isfy

Cordell Hull, who set tled in the ‘30s and ‘40s for a trade-off in the face of

a for eign pol icy di lemma. Great Power con flict dic tated that he use the

lim ited co er cive and per sua sive clout of the United States to cut Latin

Amer ica free from Ger man in flu ence. The trade-off was, do you de sire

long-term eco nomic in te gra tion, or po lit i cal unity in the short-run,

where Great Power con cerns so of ten dom i nate?

Per haps a sim i lar pro cess was at work world wide in the Cold War

era, when Great Power con flict al lowed free trade op po nents to cre ate a

sim i lar di lemma. The re cent emer gence of the United States as the sin gle 

great power re main ing could as sist free trade forces. Dan ger lies, how -

ever, in new spe cial in ter ests, op er at ing now on a global level. Pro tec -

tion ists who carry the ban ner of en vi ron men tal ism and a list of

work-place stan dards are al ready pre sent ing trade-off de mands.
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Free Trade and the Future 
of North America

Michael A. Walker

THANK YOU, MR. CHAIR MAN, for the op por tu nity to join in these dis -

cus sions about the North Amer i can Free Trade Agree ment. The Fra -

ser In sti tute has been very pleased to co-con vene this event.

NAFTA will be per ceived by his to ri ans as one of the most im por -

tant trea ties of this cen tury be cause of what it prom ises for the fu ture,

not only for North Amer ica, but also for the hemi sphere. We held a con -

fer ence re cently in Cen tral Amer ica that at tracted rep re sen ta tives from

all over Latin Amer ica, as well as Can ada and the United States. It is fair

to say that there is enor mous en thu si asm for se cur ing a hemi -

sphere-wide trade agree ment. I be lieve that NAFTA is an im por tant

step in that di rec tion.

I would like to ac com plish two things in my ad dress to day. One is to 

talk briefly about ne go ti at ing strat egy, or what we were try ing to

achieve in the agree ment, and the ex tent to which we were suc cess ful. 

The sec ond is to deal with what is, in the end, go ing to be one of the key

is sues in de ter min ing whether peo ple will sup port this free trade agree -

ment or not, namely, what hap pened un der the free trade agree ment of
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1988 with the United States. There is a lot of sup port in Can ada for the

com plaint that with the FTA we shot our selves in one foot. Peo ple say

we lost many jobs, and that the deal had a sig nif i cant neg a tive im pact on 

our in dus trial sec tor. Why would we then turn around and add Mex ico

to this agree ment and ef fec tively shoot our selves in the other foot? Why

not just get rid of the FTA and re turn to the happy cir cum stance that pre -

vailed be fore we got in volved in all of this? An an swer to this ques tion

will form the ma jor por tion of the lat ter part of my anal y sis.

First of all, why did Can ada get in volved? It is fair to say that at one

time there was no sup port po lit i cally for en ter ing into NAFTA. The gov -

ern ment of Can ada orig i nally re jected the no tion of ne go ti at ing a free

trade agree ment with Mex ico. The po lit i cal re ac tion was ex actly as I

have pointed out. We ran into po lit i cal dif fi culty with the FTA. Why

would we go ahead with an other round of po lit i cal pun ish ment with

NAFTA?

For tu nately, what I would re fer to as the saner heads pre vailed. The

cab i net agreed to go along with a free trade ar range ment with Mex ico.  I

be lieve there were two rea sons for this change in at ti tude. The first was a 

rec og ni tion that Mex ico and the United States could do what ever they

wished, and, it ap peared, were de ter mined to pro ceed with a deal. 

Such an agree ment im plied that Can ada would face a new com pet i -

tor for our prod ucts in the U.S. mar ket. The United States is our sin gle

larg est cus tomer, and the FTA that we had ne go ti ated granted us su per -

la tive ac cess to its mar ket. We had ob tained better ac cess than any other

coun try in the world. Now, if the Mex i cans ne go ti ated a bi lat eral agree -

ment with the United States, this would cause us harm. There would be

some in vest ment di ver sion from Can ada to Mex ico. It also meant for us

trade di ver sion. We stood to lose be cause of an agree ment that we could

not in flu ence.

The op por tu nity that ex isted for us was to get on board, to get in side 

this agree ment, in stead of draw ing up a bi lat eral pact with Mex ico to ac -

cess its mar ket and re trieve some of the ben e fits we stood to lose.  These

ben e fits are sig nif i cant. But here in Can ada we are told time and again

that Mex ico is a poor coun try. Why would we want to ex pand our mar -

ket ac cess there? Why should we be con cerned about get ting ac cess to

Mex ico in or der to re duce losses we would suf fer as a re sult of the

United States be ing pen e trated more ag gres sively by Mex ico?
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The re al ity is that Mex ico is the larg est trad ing part ner for North

Amer i can in dus try. The av er age Mex i can, al though very poor, buys

about $500 worth of North Amer i can pro duced prod ucts from out side

Mex ico, namely from Can ada and the United States. By com par i son, the 

av er age Jap a nese buys only $425 worth of North Amer i can prod ucts,

and the av er age Eu ro pean about $300 worth. So Mex i cans are un de ni -

ably very sig nif i cant trad ing part ners right now for Can ada and the

United States. Ad mit tedly, Can ada’s ac tiv ity in the Mex i can mar ket to -

day is very small. With NAFTA, how ever, we have an op por tu nity to

ex pand our ac cess to the Mex i can mar ket. 

I think the num ber one rea son why we ar gued for Can ada to be -

come in volved was to off set po ten tial losses. True, this may not be a

very ed i fy ing ra tio nale for pur su ing such an agree ment, but it is very

prag matic and an im por tant rea son for do ing so. There is a sec ond con -

sid er ation that helps to ex plain why we re jected a bi lat eral trade deal

with Mex ico. Why should we en cour age what cer tain econ o mists (Paul

and Ron ald Wonnacott and Rich ard Lipsey) have called the “hub and

spoke” model of North Amer i can eco nomic in te gra tion, with the

United States at the hub and each of the other coun tries out on the

spokes?  Even tu ally all of the coun tries of the hemi sphere would be out

on the spokes, the only coun try hav ing ac cess to all mar kets be ing the

United States. It should be ap par ent that this is not a sen si ble way to or -

ga nize things, for it re duces the ne go ti at ing power that each trad ing

part ner would have in strik ing a deal with the United States. It also

makes lit tle sense with re gard to the un stated po lit i cal con sid er ations

that ac com pany a trade ar range ment. A tri lat eral or a mul ti lat eral ar -

range ment even tu ally link ing coun tries to gether is ob vi ously pref er a -

ble to al low ing the United States to dom i nate each na tion in di vid u ally

in trade re la tions or in other re la tions through time. For both of those

rea sons, it was strongly ar gued that Can ada should pur sue a NAFTA,

that Can ada should opt for a mul ti lat eral kind of in te gra tion in the

hemi sphere, with the com ple tion of the agree ment as the first step.

What are Can ada’s key ob jec tives? I will cover them quickly so as

not to steal Trade Min is ter Mi chael Wil son’s thun der in dis cuss ing

them. More over, I need to talk about them a lit tle bit to jus tify my men -

tion ing our just-re leased book on the sub ject. I heart ily en cour age you to 

pe ruse it, as it col lects the opin ions of out stand ing Ca na dian, Amer i can

and Mex i can an a lysts. En ti tled As sess ing NAFTA: A Trinational Anal y sis, 
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it looks at the deal from the point of view of all three coun tries to de ter -

mine what their mo tives and ob jec tives were, and then mea sures their

suc cess in a num ber of dif fer ent sec tors as well as in an over all sense.

From Can ada’s point of view, what did we gain? First, we gained

tar iff-free ac cess, af ter ten years, for all Ca na dian ex ports to Mex ico. 

This is very im por tant be cause at the mo ment, al though Mex i cans have

al most un tram melled ac cess to the Ca na dian mar ket, we face ex traor di -

nary bar ri ers in get ting into Mex ico: im port li cens ing dif fi cul ties in ex -

port ing our for est prod ucts and min ing ser vices and im ped i ments to

in vest ing in its min ing sec tor, which is very im por tant in Can ada.  Mex -

ico has rich min eral ore de pos its. We would not have en sured ac cess to

de velop these or to sup ply ser vices to oth ers en gaged in their de vel op -

ment un less we could ne go ti ate an agree ment with re gard to ser vices

and ex port our prod ucts re lated to min ing and these other ar eas.

A free Mex i can mar ket is also im por tant to en cour age things such as 

the im por ta tion of pa per. A num ber of years ago I was do ing a mar ket -

ing sur vey in Mex ico that in volved a board game called “Poleconomy,”

which had been sell ing very well in Can ada through the Fra ser In sti tute. 

It is a game that teaches peo ple how the econ omy func tions. We were

try ing to pro duce it in Mex ico and found that it was very ex pen sive to

do so. In fact, it was much more ex pen sive to pro duce the game in Mex -

ico than in Can ada, and we could not un der stand why be cause ev ery -

thing else is so much cheaper to pro duce there. The rea son, as it turned

out, was the cost of pa per.

Pa per was very ex pen sive in Mex ico. Pa per was, in fact, sub ject to

im port li cens ing. Apart from the fact that Can ada is the world’s larg est

ex porter of pa per, and such bar ri ers are of great eco nomic in ter est to us,

the fact that ac cess to pa per sup plies in Mex ico is con trolled re lates di -

rectly to the free dom of the press. Here a seem ingly straight eco nomic

is sue of Can ada not be ing able to ex port its for est prod ucts into Mex ico

re lates in a fun da men tal way to Mex ico’s emer gence as a dem o cratic

and free coun try. The elim i na tion, over time, of these tar iffs and other

bar ri ers is go ing to mean more than just swifter eco nomic de vel op ment

in Mex ico and a better mar ket for pa per and other ma te ri als. It is go ing

to have an im pact on a lot of other things as well.

With NAFTA, we have at tained even tual elim i na tion of im port li -

cens ing re quire ments. Ad di tion ally, we have op por tu ni ties to bid now

on ma jor Mex i can gov ern ment pro cure ment con tracts. Mex i can in dus -
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try, in par tic u lar the en ergy in dus try, which is one of the larg est in Mex -

ico, is still very much a gov ern ment-owned en ter prise. The fact that we

have ob tained the right to bid on gov ern ment pro cure ment is very im -

por tant in that in dus try and in other ar eas as well.

Un der NAFTA, Ca na dian fi nan cial ser vices com pa nies will be able

to open sub sid iar ies, in vest in and ac quire fi nan cial in sti tu tions in Mex -

ico; i.e., bank ing, se cu ri ties, and in sur ance. As some of you may know,

Ca na dian banks are among the larg est in the world. It is very im por tant

that we se cure ac cess to those mar kets for our fi nan cial ser vices prod -

ucts.

There has been a ma jor lib er al iza tion of the re stric tive Mex i can in -

vest ment re gime. In the past there were rules and coun ter trade re quire -

ments and all kinds of strings at tached to in vest ments. These have been

es sen tially wiped out by the North Amer i can Free Trade Agree ment,

mak ing it much more pos si ble for Ca na di ans and their agents to in vest

in Mex ico on a se cure ba sis.

We will, for ex am ple, have the op por tu nity to de mand ex tra-na -

tional ad ju di ca tion in the event that the gov ern ment of Mex ico should

seize some part or im pair the as set value of some in vest ment made by a

Ca na dian in Mex ico. Dis putes will be set tled by a third party out side the 

Mex i can gov ern ment. The Mex i can gov ern ment has agreed to be bound 

by this kind of ad ju di ca tion.

Most im por tant of all is that, in terms of de vel op ing more trade with 

Mex ico, Mex ico has agreed to be bound by the trinational dis putes set -

tle ments mech a nism, which was a first for the Free Trade Agree ment

be tween Can ada and the United States. Prior to the FTA, if the U.S. gov -

ern ment, through its Com merce De part ment, took some ac tion against

a Ca na dian ex porter into the U.S. mar ket, then the U.S. po lit i cal sys tem,

through the In ter na tional Trade Com mis sion, was the route by which a

Ca na dian could seek re dress. There was a fi nal ap peal to the U.S. court

sys tem but this was a lengthy, ex pen sive, and un cer tain course sub ject

to the va ga ries of le gal de lay.

With the FTA with the United States, there are, for the first time, bi -

na tional pan els wherein two Amer i cans, two Ca na di ans and a fifth per -

son cho sen at ran dom from a list agreed to by both, set tle dis putes

be tween the two coun tries. This has proved to be ex traor di narily im por -

tant. As you know, the case of wheat and pigs is an is sue that went to the

very high est lev els—which is where this is sue be longs! In the case of
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pigs, it went to the very high est level of ad ju di ca tion and was set tled in

Can ada’s fa vour. In other words, we have found in this bi na tional panel

sys tem a way of tak ing the pol i tics out of in ter na tional trade. This has

been ex tended to the Mex ico-Can ada-U.S. agree ment.

Most im por tant, the Mex i cans have agreed, in or der to make com -

pli ance with the ad ju di ca tions pro cess pos si ble, to re form their own ju -

di cial sys tem, to go to the ev i den tiary-based pro cess that is used both in

Can ada and the United States. There fore, we will have Ca na dian ac tiv i -

ties in Mex ico gov erned by a ju di cial pro cess with which we are all fa -

mil iar. Of course, this will not stop with Mex i can com merce. It will

spread through out the whole of Mex i can ju di ciary. In due course, it will

have pro found im pli ca tions for the na tion do mes ti cally.

We achieved all of these things, in terms of get ting ac cess to the

Mex i can mar ket, that we have hoped for. In the mean time, we did not

lose any thing. In fact, we im proved some of the con di tions we had al -

ready achieved in the Can ada-U.S. Free Trade Agree ment, in clud ing

im prov ing this bi na tional dis pute mech a nism that has now been made

per ma nent. Ear lier, it was just a tem po rary pro vi sion.

I wish now to re turn to the NAFTA back ground is sue that I men -

tioned at the out set, namely the pop u lar com plaint, “Why should we

sign this agree ment with the Mex i cans when we have lost so much with

the agree ment with the United States?” Is it be cause of the FTA of 1989

that em ploy ment and man u fac tur ing have slumped in Can ada? You

will hear time and time again that in man u fac tur ing we have lost

300,000 to 400,000 jobs. The em ploy ment sta tis tics dis played in Chart 1

go back to 1970 and take us up to 1992. We see from the chart that a re -

duc tion in man u fac tur ing em ploy ment as a frac tion of to tal em ploy -

ment, as a re cent oc cur rence in Can ada, is not un usual. In fact, it is not

un usual rel a tive to our his tory, and nei ther is it un usual rel a tive to what

is hap pen ing in the United States.

The FTA be tween Can ada and the United States has had very lit tle

to do with the prog ress of man u fac tur ing em ploy ment as a frac tion of

to tal em ploy ment. To strengthen this ar gu ment, I want to sur vey the

his tory of Ca na dian un em ploy ment back to 1911, and dis cuss un em -

ploy ment shares in ser vices, in ag ri cul ture and in other goods pro duc -

tion, in clud ing man u fac tur ing, min ing, log ging and all of the things

in volved in goods pro duc tion. These em ploy ment data are pre sented in

Chart 2.
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Since the 20th cen tury be gan, Can ada has taken half of its la bour

force out of ag ri cul ture. Only 4 per cent of our la bour force is now em -

ployed on farms. Our task dur ing the cen tury has been to raise pro duc -

tiv ity by get ting most peo ple off the farm and into other oc cu pa tions so

that we could raise our stan dard of liv ing.

In other words, we have wit nessed a fan tas tic en hance ment of our

stan dard of liv ing be cause we got peo ple out of ag ri cul ture and into ser -

vice pro duc tion and man u fac tur ing ac tiv i ties.

What have we learned about the de cline of man u fac tur ing? Con sid -

er ing all goods pro duc tion ac tiv i ties, there has been a steady de cline

since the mid 1950s in those kinds of ac tiv i ties. We should not be sur -

prised to find that dur ing 1989, 1990, and 1991 they have also gone

down. This is the ul ti mate di rec tion in which the econ omy has been
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Chart 1: Manufacturing Employment as a Percentage of Total
Employment

Source: Sta tis tics Can ada, The La bour Force, var i ous is sues.



head ing for a very long time, and it will con tinue to move in that di rec -

tion.

The charts por tray an in eluc ta ble im pres sion that goods pro duc tion 

is the way of the past. Ser vice pro duc tion is the way of the fu ture. Since

1900, we have greatly im proved our stan dard of liv ing as we have trans -

formed our la bour force, largely from goods em ploy ment, to wards ser -

vice em ploy ment. We should never al low our selves to think that this

rep re sents a move ment to wards low wage and low qual ity kinds of em -

ploy ment. If true, how could we have trans formed our so ci ety from a

largely goods-pro duc ing en tity to a ser vices-pro duc ing econ omy while

si mul ta neously in creas ing our stan dard of liv ing?

In 1946, for ex am ple, goods pro duc tion en com passed 60 per cent of

our la bour force, while only 40 per cent were em ployed in the ser vice in -
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Chart 2: Historic Employment Shares (Census Years)

Source: Her bert G. Grubel and Mi chael A. Walker, Ser vice In dus try Growth:
Causes and Ef fects, The Fra ser In sti tute, 1989.



dus try. To day, about 25 per cent are em ployed in goods (in clud ing both

those which are man u fac tured and those which are not) and 75 per cent

in ser vices. Con sider this. How could we have raised our stan dard of

liv ing so sub stan tially if all ser vice jobs in volve chang ing beds and

wash ing floors? They are noth ing of the sort. Ser vice jobs in clude trans -

por ta tion, tele com mu ni ca tions, a small num ber of com puter ser vice

jobs, a large num ber of fi nan cial ser vices, real es tate and in sur ance jobs,

as well as le gal, ac count ing, and health care ser vice jobs, which are

highly skilled and high pay ing. These jobs are a part of a life style that

has changed con sid er ably since the 1940s.

The fi nal mes sage is that in terms of where we are head ing, both as a

so ci ety and in ter na tion ally, we are go ing to find our selves in creas ingly

trad ing to get the man u fac tured goods that we want from other coun -

tries who are in an ear lier phase of their de vel op ment. This is per fectly

nat u ral, and it should not be de plored. The trade agree ment with Mex -

ico is an op por tu nity to take ad van tage of this nat u ral and in ev i ta ble

his toric de vel op ment.
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The Emerging
Architecture of North
America

Stephen Blank

The Intent of the Canada-U.S. FTA

IT IS EASY TO MIS UN DER STAND the fun da men tal na ture of the Can -

ada-U.S. Trade Agree ment (FTA), to see it as a trade agree ment and

start ing point for U.S.-Can ada eco nomic in te gra tion. In re al ity, the FTA

was not the be gin ning of the pro cess of eco nomic in te gra tion be tween

the United States and Can ada, and it is not con cerned primarily with

trade.

Rather, the agree ment marked the rec og ni tion by both coun tries of

the high lev els of bi lat eral eco nomic in te gra tion that had al ready been

achieved. It was less an ef fort to stim u late new trade than to sta bi lize an

emerg ing en vi ron ment in which vast and rap idly in creas ing in ter de -

pen den cies made each side vul ner a ble to ac tions by the other. Fi nally, it

ac knowl edged the need to de velop new rules and prac tices that would

lessen the dan ger that the gains of wider mar kets would be eroded by

uni lat eral ac tions.
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If high lev els of eco nomic in te gra tion pre ceded the FTA, the agree -

ment none the less in ten si fied the pro cess of build ing new po lit i cal, ad -

min is tra tive and reg u la tory struc tures and prac tices for man ag ing a

re la tion ship that tran scends na tional con trol over na tional econ o mies.

With the new dis pute set tle ment mech a nism, we see the emer gence,

how ever mod est, of a bi na tional sys tem of law, pre ce dent and prac tice.

And by rais ing lev els of con fi dence that the pro cess of bi lat eral eco -

nomic in te gra tion will not be in ter rupted, the FTA has also been a pow -

er ful stim u lus to cross-bor der cor po rate re or ga ni za tion and

ra tio nal iza tion.
1

A “North American economic space”

As we have noted, in a fun da men tal sense, the Can ada-U.S. FTA was

not about trade. Much, prob a bly the larg est share, of Can ada-U.S. trade

oc curs within com pa nies. It is more ac cu rate to talk about com plex,

cross-bor der pro duc tion and mar ket ing net works than trade in a clas sic

sense of arm’s length trans ac tions across na tional bor ders. What re sults

is a much “deeper,” more “struc tural” in te gra tion that builds upon

trade-based link ages of the “GATT era.”2

Re search now be ing car ried out by the Amer i cas So ci ety on the

chang ing struc ture and strat egy of U.S. firms in North Amer ica throws
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some light on the na ture of this emerg ing eco nomic sys tem.
3
 Can ada’s

man u fac tur ing in dus tries are un der go ing ex ten sive ra tio nal iza tion and 

re struc tur ing. Sub sid iar ies of U.S. firms op er at ing in Can ada—key

agents in Can ada’s rise to the world’s high est stan dard of liv ing—have

been pro foundly af fected.

Ca na dian branch plants of the 1960s and 1970s have es sen tially

with ered and died in the face of the new com pet i tive dy namic. Strat e -

gies to “Canadianize” man age ment, de ci sion-mak ing, and pro duc tion

and mar ket ing strat e gies—the es sence of “good Ca na dian cor po rate cit -

i zen ship” in the 1970s—have been over taken by the chang ing na ture of

tech nol ogy, com pe ti tion, and glob al iza tion in the world econ omy.
4

Pow er ful forces are re di rect ing Can ada’s econ omy from an

East-West to a North-South ori en ta tion.
5
 Ca na dian sub sid iar ies are

now less likely to pro duce solely for Ca na dian mar kets. No lon ger de -

fined na tion ally, mar kets are now seen in global or con ti nen tal terms or

in terms of cross-bor der re gions.

These de vel op ments are hardly new, al though the pace of change

has quick ened mark edly in the past two years. First, in stead of eco -

nomic iso la tion, Ca na di ans have opted for whole sale eco nomic lib er al -

iza tion with their ma jor trad ing part ner; the FTA and NAFTA have

cod i fied this, go ing far be yond the sec toral route taken with the Auto

Pact. Sec ond, change is be ing driven by forces that reach far be yond the

in flu ence of Ca na dian elites. Glob al iza tion, world wide low er ing of tar -

iffs through the GATT, ris ing lev els of in ter na tional com pe ti tion, and

new tech nol o gies and in no va tions in pro duc tion and man age ment are

the forces driv ing change in Can ada and else where around the world.
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mid-1970s and of their responses.
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The nature of restructuring

Change in the struc ture and strat egy of U.S. firms op er at ing in Can ada

should be seen as a re sponse to global change. In turn, the re sponse of

these firms (as well as Ca na dian-owned firms) has driven struc tural

change in the Ca na dian and U.S. economies.

Ev i dence sug gests strongly that the U.S. branch plant man u fac tur -

ing sec tor in Can ada has given way to sub sid iary op er a tions that must

sur vive within the pro duc tion web of their par ent firms. The role of Ca -

na dian sub sid iar ies, like that of all units within firms, in creas ingly

emerges out of the com pe ti tion among en ti ties within the firm for ac cess 

to man dates, cap i tal, and the de vel op ment of new prod ucts. Ra tio nal -

iza tion in the strat egy and struc ture of their op er a tions is likely to con -

tinue, be com ing a per ma nent part of the sub sid iary’s day-to-day

op er a tions. Ca na dian firms have changed as well, re act ing in sim i lar

ways to the same forces as for eign-owned firms in Can ada.

In ten sive ra tio nal iza tion and re struc tur ing of the man u fac tur ing

in dus tries is not a phe nom e non that af fects Ca na dian sub sid iar ies

alone, how ever. The re struc tur ing of Ca na dian in dus try is a di men sion

(rel a tively lim ited from the per spec tive of many Amer i can head quar -

ters) of a pat tern of cor po rate re struc tur ing and ra tio nal iza tion on a con -

ti nen tal and global ba sis. What is of ten viewed from Can ada as an

iso lated and U.S.-en gi neered re struc tur ing of the Ca na dian econ omy is

in re al ity a part of a much wider pro cess.
6

Of ten the re or ga ni za tion of firms is ex plained only in terms of lo ca -

tion of pro duc tion. Ca na dian crit ics of the FTA (and U.S. crit ics of

NAFTA) have ar gued that the FTA pro vides for eign-owned firms the

per fect in cen tive to cease man u fac tur ing in Can ada. In what might be
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called the dooms day sce nario of the FTA, U.S. firms, af ter hav ing with -

drawn pro duc tion and dis placed Ca na dian work ers, would then sim -

ply sup ply Ca na dian mar kets from plants in the United States. In stead

of be ing a coun try of U.S. branch plants, Can ada would be come a coun -

try of U.S. ware houses. This sce nario is based pri mar ily on the view that

the lo ca tion of pro duc tion is de ter mined largely by the cost of fac tors of

pro duc tion, par tic u larly la bour, and the reg u la tory en vi ron ment. In

this light, Mex ico is an in dus tri al ist’s dream: cheap la bour and a ques -

tion able com mit ment to en vi ron men tal pro tec tion.

While this sce nario has been played out in some cases, it will not

reach the pro por tions op po nents of the FTA and NAFTA pre dict. Be -

cause the en tire pro duc tion pro cess is un der go ing change in re sponse to 

global com pe ti tion, it is sim ply wrong to think that what de ter mines

locational de ci sions are how cheap work ers are and how much a com -

pany can get away with en vi ron men tally. If that were the case, Can ada

would have been “ware housed” a long time be fore the FTA ever came

into force.

Firms will con tinue to de velop and man u fac ture in the United

States and Can ada be cause these coun tries al ready pos sess the hu man

cap i tal—peo ple with skills, knowl edge, ex pe ri ence, and com mit ment to 

busi ness suc cess—that more than makes up for any cost ad van tages

Mex ico and other low-wage coun tries have. If there are any big los ers,

they may be the Newly In dus tri al iz ing Coun tries (NICs) of Asia.

In our view, the re struc tur ing oc cur ring to day is more com plex, af -

fect ing the fun da men tal ten ets of in dus trial pro duc tion and busi ness

man age ment. The proper anal ogy is the change in pro duc tion and cor -

po rate sys tems in the 1880s and 1890s, which led to the rise of tech nol o -

gies of mass pro duc tion and the sys tem of in dus trial cap i tal ism. Then,

the en tire sys tem shifted. To day we are ex pe ri enc ing an other par a digm

shift, and the ev i dence is not hard to find. The cor po rate gi ants of the

United States—com pa nies like GM and IBM, viewed as the sym bols of

U.S. post-war in dus trial cap i tal ism—are en ter ing into strug gles that go

well be yond the prob lem of weak mar kets. Even as eco nomic re cov ery

gains force, many of North Amer ica’s most im por tant firms are strug -

gling to find the strat egy and or ga ni za tional struc ture that will en sure

their com pet i tive ness (and in some cases sur vival) in the new global

busi ness dy namic.
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One need only look to the busi ness page to find the hard ev i dence of 

the re struc tur ing. The mag ni tude and scope of job losses is stag ger ing,

af fect ing not only pro duc tion but man age ment po si tions as well. Ev i -

dence con firms that these losses are struc tural rather than cy cli cal, that

they are not likely to be rec re ated when eco nomic con di tions im prove,

and that more down siz ing can be ex pected. A re cent sur vey of more

than 800 com pa nies by the Amer i can Man age ment As so ci a tion found

that one in four com pa nies is plan ning work-force re duc tions by the

mid dle of 1993. That is the high est level in the six-year pe riod of the sur -

vey.
7
 Clearly, re struc tur ing in North Amer ica has not yet ended.

An “emerging North American
jurisprudence”

Allan Gotleib, a for mer Ca na dian am bas sa dor to the United States and a 

noted le gal scholar, re cently sug gested that the in te gra tion of econ o -

mies in North Amer ica is mak ing in ter na tional law in its tra di tional

sense in creas ingly ir rel e vant.8 Re la tions be tween the U.S. and Can ada

are much less struc tured by in ter na tional rules and reg u la tions, he

stated, than by do mes tic pol i cies that shape trade and in vest ment flows

and in flu ence com pet i tive ad van tage. Gotleib notes the eco nomic in te -

gra tion gives rise to an in creas ing num ber of reg u la tory in con gru i ties. If 

we have free trade, he ar gues, reg u la tory ar range ments based on na -

tional sov er eignty must be re vised, and the same rules should apply to

all when they are dealing in the same markets.

Gotleib speaks of the gen eral emer gence of a “new ju ris pru dence,” 

the be gin nings of which are al ready vis i ble in the Can ada-U.S. dis pute

set tle ment pro cess. This new ju ris pru dence builds on the do mes tic le -

gal struc tures of the two na tions, but con sti tutes a sub stan tially new

ad di tion to their le gal sys tems. He sees in the fu ture a tri-level le gal

and po lit i cal struc ture in North Amer ica: an over arch ing North Amer -
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8 “International Law in a North American Economic Space,” Lecture
delivered at the Americas Society/Canadian Affairs, November 21, 1992.



i can frame work, with na tional sys tems and strong re gional sys tems

within it.

Amer i can and Ca na dian firms are evolv ing new strat e gies and

struc tures for new North Amer i can mar kets. For many busi nesses, it

makes much sense for a di vi sion in South ern On tario or New York to

sup ply a re gion com posed of East ern Can ada and the North east ern

states rather than to ship across the con ti nent to Van cou ver. The eco -

nomic logic of an emerg ing North Amer i can eco nomic space is erod ing

the po lit i cal logic of na tional econ o mies.

A new “architecture” of North
America

De vel op ments in North Amer ica sug gest that the con ven tional

state-cen tred ap proach is now in ad e quate to an un der stand ing of

emerg ing po lit i cal, eco nomic, le gal, and cor po rate sys tems. This is not

meant to sug gest that those pro po nents of “glob al iza tion” are ac cu rate

when they con tend that bor ders are be com ing ir rel e vant in a world

char ac ter ized by in creas ingly wide spread mar kets.9 Rather, no tions of

sov er eignty that have struc tured think ing about in ter na tional re la tions

and the in ter na tional econ omy since the late 19th cen tury, and par tic u -

larly since the end of World War II, must be re vised in light of cur rent

de vel op ments.10
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Kenichi Ohmae urges coun tries to join “the in ter de pen dent and

bor der less inter linked econ omy” form ing around the world.
11

 But we

are not mov ing to ward Ohmae’s “bor der less” world. We are head ing

to ward a world of mul ti ple bor ders, many of which are over lap ping,

and po lit i cal au thor i ties on dif fer ent lev els that in creas ingly share (and

com pete to con trol) func tions. The out come of pres ent trends will not be

the sim ple ero sion of the state-sys tem ei ther up ward, into some sort of

North Amer i can sov er eign en tity, or down ward, to the in de pend ence

of var i ous sub-na tional re gional en ti ties, but rather the emer gence of a

more com plex sys tem of “linked loy al ties” and “pooled sov er eign -

ties.”
12

Stronger regions within 
North America

Trade and in vest ment flows have not grown evenly across bor ders. In -

stead, flows of goods, ser vices, cap i tal, and peo ple have deep ened be -

tween par tic u lar ar eas in each coun try. Thus, at the same time as we see

the emer gence of an over arch ing Can ada-U.S. FTA, we also see height -

ened re gional dif fer en ti a tion within North America.

Freer and vastly in creas ing trade and in vest ment flows give re gions 

within na tions much greater choice in eco nomic de vel op ment. Freer

trade with the United States, rather than lead ing to the “Amer i can iza -

tion” of Can ada—so feared by Ca na dian eco nomic na tion al ists—has re -

ally opened up the door to greater dif fer en ti a tion within the Ca na dian

and Amer i can econ o mies.

Can ada is one of the world’s most trade-based econ o mies, but Can -

ada’s econ omy is re ally four dis tinct re gional econ o mies: Brit ish Co -

lum bia, the Prai ries, cen tral Can ada (it self an in creas ingly un cer tain

amal gam of On tario and Que bec), and At lan tic Can ada. And Can ada’s
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eco nomic per for mance from the mid-1970s on ward shows the im pact of 

these re gional di ver si ties. In ter na tional eco nomic in te gra tion has in ten -

si fied the ten dency for Can ada’s re gional econ o mies to re late to each

other as a zero-sum game in which good times for one re gion are

achieved at the ex pense of the oth ers. When in ter na tional com mod ity

prices boom, cen tral Ca na dian man u fac tur ers com plain. When nat u ral

re source prices fall, the re source-pro duc ing re gions in Can ada’s West

suf fer while To ronto feels no pain at all. This regionalization of eco -

nomic trends stim u lates in ter nal mi gra tion flows that fur ther add to re -

gional im bal ances.

The in ter na tion al iza tion of the Amer i can econ omy has also in ten si -

fied re gional dis par i ties. U.S. states, no less than Ca na dian prov inces,

com pete in creas ingly for for eign in vest ment and to pro mote lo cal ex -

ports.
13

 More broadly, Amer i can states seek to cre ate com pet i tive ad -

van tage with new mixes of ex trac tive and dis trib u tive pol i cies, by

re or ga niz ing ad min is tra tive struc tures and by launch ing new ini tia -

tives in sup port of ed u ca tion, sci ence and ad vanced tech nol ogy.
14

What these de vel op ments sug gest, fol low ing Mi chael Por ter’s notion

of “clus ters of ex cel lence,”
15

 is that clus ters are more likely to de velop

for many in dus trial sec tors at re gional and lo cal rather than na tional

lev els, and that a North Amer i can eco nomic ge og ra phy is emerg ing,
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char ac ter ized by in creas ing spe cial iza tion and com pe ti tion among

sub-na tional and cross-bor der re gions.

Eco nom ics more than eth nic ity help us un der stand de vel op ments,

for ex am ple, in Que bec. Rita Dionne-Marsolais, a leader of the Parti

Quebecois, writes that “while the rest of Can ada be lieves Que bec’s as pi -

ra tions are ba si cally cul tural, in re al ity they are strongly eco nomic.”  As

bar ri ers to trade and in vest ment have de clined and trade and in vest -

ment vol umes in creased, Que bec, she says, has learned that its des tiny

lies in creas ingly in its eco nomic re la tion ships out side of Can ada.
16

Regionalization of our econ o mies ac counts for the grow ing im por -

tance of cross-bor der en ti ties such as “Cascadia” (made up of Or e gon,

Wash ing ton, Brit ish Co lom bia and Alaska) or “PNWER”—the “Pa cific

North west Eco nomic Re gion,” an as so ci a tion of state and pro vin cial

leg is la tors from Al berta, Brit ish Co lom bia, Alaska, Or e gon, Wash ing -

ton, Montana, and Idaho.
17

 NAFTA’s im pact, for ex am ple, will be felt

mainly in the Mex i can states that bor der the Rio Grande and in Cal i for -

nia and Texas. Even with out an agree ment, a new, cross-bor der eco -

nomic re gion is emerg ing: “We’re mov ing to wards the in te gra tion of

Texas and north east Mex ico into a sin gle re gion,” says Soc ra tes Rizzo,

the gov er nor of the state of Nuevo Leon,
18

 and hun dreds of Texan and

Mex i can com pa nies have poured across the bor der to open of fices, start

up joint ven tures, or set up dis tri bu tion ar range ments.

The new ar chi tec ture is not ori ented solely on a north-south axis.

Jap a nese and Pa cific trade and in vest ment flows are also shap ing the

new North Amer i can ar chi tec ture. About 40 per cent of all U.S. ex ports

to Ja pan, for ex am ple, orig i nate in three states—Cal i for nia, Wash ing -

ton, and Or e gon. The in ter ests of these states are in flu enced sub stan -

tially by this deep en ing Pa cific re la tion ship.
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Implications of the new architecture

One crit i cal im pli ca tion is the erod ing ca pac ity of cen tral gov ern ments

to “man age” what are no lon ger na tional econ o mies. In both Can ada

and the United States, eco nomic glob al iza tion re duces the ca pac ity of

the cen tral gov ern ment to pro tect re gions from the im pact of changes in

in ter na tional price move ments or to cre ate du ra ble pros per ity.19 In both

coun tries—not just in Can ada—changes in the fed eral sys tem are shift -

ing many new re spon si bil i ties and powers to states and provinces.

Both coun tries con front se ri ous in sti tu tional fric tions that are ac -

cen tu ated by this shift ing bal ance of power be tween cen tral and

state/pro vin cial au thor i ties. In Can ada, the fail ure of cen tral gov ern -

men tal in sti tu tions to rep re sent re gional in ter ests has long been a source 

of frus tra tion among non-Cen tral Ca na di ans,
20

 and de mands for in sti -

tu tional re form have in creased dra mat i cally in re cent months.

On the U.S. side, state gov ern ments are of ten poorly struc tured to

bear the kind of so cial and fis cal re spon si bil i ties they now con front. Ar -

chaic state fis cal sys tems and state leg is la tures, which heavily over-rep -

re sent ru ral in ter ests, are com mon prob lems. Al ice Rivlin, one of the

most highly re garded Amer i can econ o mists, has re cently laid out a

“blue print for push ing power down to the states and cit ies.”
21

 She feels

the fed eral gov ern ment should man age so cial in sur ance, for eign af fairs, 

and ar eas where ac tiv i ties cross state bor ders, as well as fi nance the

health care sys tem. States should be re spon si ble for a pro duc tiv ity

agenda that in cludes ed u ca tion, train ing, com mu nity de vel op ment,
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hous ing, and the in fra struc ture. She sug gests that some fis cal and pol icy 

re spon si bil i ties might be ex er cised by groups of states work ing to -

gether.
22

It is in ap pro pri ate, how ever, to try to con cep tu al ize these changes

sim ply in terms of trans fer or de vo lu tion of au thor ity within ex ist ing

fed eral sys tems. What is go ing on is more com plex than this. The di rec -

tion of change is not to ward a “bor der less” world but to ward more com -

plex po lit i cal or ga ni za tions. As na tional bor ders no lon ger de fine the

bound aries of so cial sys tems, those bound aries will as sume a rather

wider range of shapes. For ex am ple, ef forts to heighten com pet i tive ad -

van tage are more likely to be un der taken suc cess fully, at least for many

sec tors, at lo cal and re gional rather than na tional lev els and, sim i larly,

most ob serv ers feel that ed u ca tion is more likely to evolve as a lo cal or

re gional rather than a na tional re spon si bil ity. But many en vi ron men tal

is sues tran scend re gional or even na tional bor ders and few would deny

the need to main tain na tional or in ter na tional rules that en sure eco -

nomic open ness. 

In this sense, what is hap pen ing in North Amer ica may well be

mov ing us closer to ward what Eu ro pe ans call “subsidiarity”—that de -

ci sions should be de volved to the low est level of gov ern ment ca pa ble of

han dling them—than to more tra di tional def i ni tions of fed er al ism.
23

It is clear that a gen eral trend to ward de vo lu tion will also cre ate

sub stan tial needs for re-cen tral iza tion of au thor ity in cer tain ar eas.

Stan dards and rules are re quired to main tain a “level play ing field,” for

ex am ple, in terms of trade, treat ment of in vest ment, and fair com pe ti -

tion. In the emerg ing sys tem of gov er nance in North Amer ica, na tional

sov er eignty will be unbundled both down wards and up wards, and the

bound aries of new sys tems of au thor ity will dif fer from tra di tional na -

tional bor ders.
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What all of this sug gests, fi nally, is that com pe ti tion among au thor i -

ties for con trol over dif fer ent sys tems is likely to in crease and could well 

dom i nate pol i tics for the fore see able fu ture. Rivlin em pha sizes the need

“to sort out func tions of gov ern ment—both be tween the fed eral gov ern -

ment and the states and within the states—to clar ify mis sions and make

sure ev ery one knows who is re spon si ble for which ac tiv i ties.”
24

 Sort ing

it out would be dif fi cult at the best of times. These are not the best of

times.

First, all par ties bring a cer tain “bag gage” with them into the game.

Glob al iza tion has dis rupted long-es tab lished pat terns of so cial re la tion -

ships. The im port-sub sti tu tion-based econ omy of John A. Mac don ald

no lon ger ex ists and, with out this, many Ca na di ans fear that they pos -

sess in suf fi cient com mon in ter ests to main tain Ca na dian iden tity and

cul tural co her ence.
25

 Less pro foundly, but still pain fully, the ef fects of

the in te gra tion of the U.S. econ omy into global mar kets are taken by

many Amer i cans as ev i dence of a na tional de cline.

As na tional sov er eignty and the ca pac ity of cen tral gov ern ments to

guar an tee pros per ity both erode, it is scarcely sur pris ing that there is a

strong eco nomic na tion al ist/pro tec tion ist back lash. Nor should it be

sur pris ing that this move ment unites groups on the Ca na dian left and

the Amer i can right and much of the North Amer i can la bour move ment.

The grind ing re ces sion, the bat ter ing Amer i can and, even more, Ca na -

dian firms have taken, and the es ca lat ing num ber of lost jobs all keep

eyes fo cused on shares of a shrink ing pie.

The pain is more in tense be cause the im pact of glob al iza tion co mes

on top of an on go ing rev o lu tion in the way we make things. Driven by

slow growth, height ened global com pe ti tion and the avail abil ity of new

tech nol ogy, the struc ture of pro duc tion and em ploy ment is chang ing in

the 1990s in a way com pa ra ble only to the rev o lu tion of mass pro duc -
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tion in the 1880s and ‘90s. What this means is that many of the most se -

cure North Amer i can work ers in the post-World War II world—our

core mid dle class of high school ed u cated, un skilled, blue col lar in dus -

trial work ers and the vast ser vice econ omy that grew around them and

their fac to ries—are be ing left high and dry as firms strug gle to com pete

by adopt ing new cap i tal-driven tech nol o gies.

One can not deny, fi nally, there is dan ger that po lit i cal sys tems

could lurch in un ex pected di rec tions. His tory is not short of iro nies.

Econ o mists from Adam Smith to Karl Marx were sure that the thrust of

cap i tal ism was fun da men tally in ter na tional and that it would de stroy

the sur viv ing rem nants of me di eval state sys tems. But the world of the

20th cen tury and mod ern in dus trial cap i tal ism was shaped far more by

states men such as Bis marck, by “gas and wa ter” so cial ists such as the

Fa bi ans and by Meiji re form ers, all of whom saw the ris ing in dus trial

sys tem in the ser vice of the mod ern state. The emer gence of the new in -

dus trial era at the end of the 19th cen tury co in cided not with a new in ter -

na tion al ism driven by in ter na tional mar kets or by in ter na tional classes,

but rather by in tense and vi cious na tion al ism.

The dan ger is that the grow ing regionalization of the North Amer i -

can econ omy could lead to frag men ta tion, re gional trade bar ri ers, and

ex clu sive ness, or to ef forts to re vive old na tional sov er eign ties. But the

op por tu ni ties are enor mous: en hanced ef fi ciency, more rapid growth,

and greater re gional va ri ety and au ton omy.
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Transition Without Rules?
Mexico Between a
Trilateral Agreement
and an Effective
Implementation of NAFTA

M. Teresa Gutéirrez-Haces

THE MEX I CAN DE BATE OVER NAFTA has opened dis cus sions about

other pro found changes in the coun try’s po lit i cal, eco nomic, le gal

and so cial pol i cies. We must wait for his tory to un fold to know the con -

se quences—for now we can only dis cern a lim it less will to transform.

NAFTA ne go ti a tions are con cluded. The nu mer ous clauses con -

tained in the two-vol ume agree ment lay the foun da tions for a new com -

mer cial fu ture in North Amer ica, but are en coded in a way so com plex

as to be un der stood only by a se lect group of ex perts.

I be gin with my first im pres sions of the fi nal doc u ment. Re mem ber,

NAFTA was writ ten and ne go ti ated piecewise, and fi nal ne go ti a tions

fell to a small num ber of po lit i cal of fi cials. What’s more, it does not an -

swer what is justly any Mex i can’s first ques tion: “How is NAFTA go ing

to af fect me?”
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The agree ment was part of a broad spec trum of de mands for sub -

stan tial change in the Mex i can eco nomic and so cial sit u a tion. My pa per

ad dresses the tran si tion—in sti tu tional, leg is la tive, eco nomic, and po lit -

i cal—nec es sary to move Mex ico from its pro tec tion ist past to a free

trade fu ture.

Even with out con sid er ing the prob lems of im ple men ta tion and par -

al lel agree ments, this do mes tic tran si tion is the great est chal lenge to the

Sa linas ad min is tra tion’s plans for mod ern iza tion. The changes are part

of a gen eral crit i cism of the pro tec tion ist model and re flect Mex i can

hopes for the new mar ket ideal. I am sur prised that crit i cism of the old

eco nomic model, the cur rent ini tia tive for change and the new model

pro posed all come from the same po lit i cal party.

Since 1982, de bate has been dom i nated by those who view the mar -

ket as an ef fi cient al lo ca tor and those who be lieve that ex ces sive reg u la -

tion by the state led Mex ico into an ac cel er a tion of its eco nomic cri sis.

But in Mex ico, pre sent ing a free mar ket al ter na tive is a false choice, for

the state has al ways ap plied over whelm ing in flu ence on eco nomic re al -

ity.

In this case, the pri or i ties as well as some of the ac tors have changed, 

but we can not speak of a weak en ing of the state. Pri vat iza tion, the cre -

ation of a new con sti tu tional frame work, a so cial pol icy em bed ded in

pro grams such as Pronasol (the na tional sol i dar ity pro gram), etc., are el -

e ments of a tran si tion that leads to what has of fi cially been la belled state 

re form.

In ter na tional and do mes tic changes are in ter wo ven. Mex ico faces

grow ing pro tec tion ism on var i ous fronts, from GATT to U.S. courts.

Mex i can cit i zens are be wil dered by the con trast be tween a prom ise of

un tram melled in ter na tional com merce and the re al ity of ac cu sa tions

and pen al ties ap plied to key ex port mar kets for tuna, shrimp, steel, and

ce ment. Per plex ity grows when a pub lic ac cus tomed to na tion al is tic

and of fi cial anti-Amer i can rhet o ric hears for eign ers (Ca na di ans and

Amer i cans) com plain ing that Mex ico is rob bing them of jobs. How can a 

com mit ment to the New Or der be con firmed in the midst of such con -

fus ing sig nals from abroad and high tran si tion costs at home?

Com mer cial pro tec tion ism may strengthen the Amer i can so cial

pact, but it does not help in a tran si tion pro cess so dif fi cult for Mex i cans.

Trade chal lenges have in flicted costs upon nu mer ous Mex i can ex port -

ers, from those in the broom in dus try to the gi ant Cimentos de Mex ico
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(CEMEX). This firm, which con trols 68.2 per cent of the mar ket in Mex -

ico, re cently lost $502 mil lion in a trade-re lated dis pute with the United

States.

Mex ico’s prob lems were ex ac er bated when Pres i dent Bush and

Prime Min is ter Mulroney left of fice, cre at ing an un cer tain and per haps

dis trust ful po lit i cal en vi ron ment, one which will se verely test lead er -

ship and the strength of the North Amer i can trade al li ance. It will force

the Mex i can gov ern ment to re de sign its lob by ing pol icy.

Within Mex ico, there has been an un de ni able rush to dis man tle pro -

tec tion ism. On the pos i tive side, Mex i can in dus try has be come more ef -

fi cient, and con sum ers have bene fited from the with drawal of state

spon sor ship of fa voured mo nop o lies. En tre pre neur ial imag i na tion

now ex tends to the United States and Can ada. On the other hand, the

ad just ment costs can be sig nif i cant, es pe cially for small busi ness and

ag ri cul ture.

Mex ico’s strat egy of mod ern iza tion has at tracted in ter na tional at -

ten tion. But it is im por tant to dis tin guish be tween strong en tre pre neurs

and in dus tri al ists, with am ple sources of for eign in vest ments and clear

de vel op ment strat e gies, and the large num ber of small, ill-pre pared

busi ness peo ple who em ploy 70 per cent of the coun try’s work-force.

I be lieve that these sub tle ad just ments should be reg u lated by gov -

ern ment, which can best ame lio rate the trou bles caused by

plant-closings, cap i tal flight and un em ploy ment. It is clear to me that

the cost of change is un equally borne, de pend ing as it does upon the size 

and im por tance of the eco nomic unit.

Mex ico’s se ri ous prob lems are not solely the re sult of the end of pro -

tec tion ism. Some are re lated to for eign and do mes tic in vest ments that

con cen trate eco nomic power. Twelve groups con trol 32 per cent of man -

u fac tur ing and mo nop o lize the pro duc tion of cop per, glass, corn flour,

ce ment, alu minium, and cel lu lose, among oth ers. Eleven branches of

the most dy namic in dus trial sec tors are con trolled by one to four com -

pa nies.

In 1992, 20 fi nan cial groups were con sol i dated; they ab sorb 97 per -

cent of to tal bank de pos its and con trol 89 per cent of all bro ker age house

stock, as well as 84 per cent of leas ing com pa nies’ in vest ments and 79

per cent of all fac tor ing. (All this in for ma tion can be found in Mex i can

Stock Ex change—MSE—re ports). I think such oligopolistic power
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trans lates into an abil ity to set the rules dur ing the evo lu tion to ward

NAFTA.

Al though all busi ness in Mex ico must buy tech nol ogy, those un con -

nected with pow er ful eco nomic groups will have a hard time of it.

About 90 per cent of all com pa nies (they be ing the small ones) have done 

prac ti cally noth ing to ap ply the Na tional Agree ment to Raise Pro duc -

tiv ity and Com pet i tive ness that was signed by the gov ern ment, en tre -

pre neurs, and un ion of fi cials. For ex am ple, de spite the cre ation of a

Com pet i tive ness Tri an gle—an al li ance be tween gov ern ment and pro -

duc tive sec tors—and an an nounce ment by Pres i dent Sa linas to elim i -

nate im port du ties on ag ri cul tural ma chin ery, farm ac tiv ity ac tu ally

de creased 1.3 per cent and over all growth was only 2.4 per cent in 1992.

The change over has been ac com pa nied by a $25 bil lion trade def i cit, 

a nat u ral con se quence of the in flow of in vest ment cap i tal, a thing de sir -

able and nec es sary for the re vi tal iza tion of the econ omy. But the def i cit

is also driven by a 4.19 per cent in crease in con sumer im ports be tween

1986 and 1992.

For eign in vest ment in Mex ico is ris ing rap idly. Amount ing to more

than $50 bil lion by 1993, 57 per cent was found in the Mex i can Stock Ex -

change. More than half was chan nelled to Tel*fonos de M*xico. The

Min is try of Com merce and In dus try (Secofi) pro motes for eign in vest -

ment as well.

The For eign In vest ment Com mis sion (FCI) au tho rizes shares pur -

chas able by for eign ers. Since 1989, Mex ico has per mit ted for eign in vest -

ment in its stock mar ket, and in four years has at tracted more cap i tal

in vest ment than in all pre vi ous his tory. The Au to matic In vest ment Re -

gime of fers a way around the FCI. As a re sult in 1992, only 14.9 per cent

of new in vest ments re quired ap proval. Eighty per cent of the 906 new

for eign in vest ment so ci et ies were au tho rized by the new sys tem.

Mex ico’s large cor po ra tions find in vest ment cap i tal in in ter na tional 

mar kets, re sult ing in a pri vate ex ter nal debt of ap prox i mately $21 bil -

lion. This is a dy namic sec tor of the econ omy that at tracts fa vour able in -

ter na tional at ten tion, al though, in my opin ion, it ben e fits a small

frac tion of the pop u la tion. More over, gov ern ment wage and in fla tion

pol i cies have fa voured the growth of an un der ground sec tor in the Mex -

i can econ omy.
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I have sketched an out line of the most im por tant changes that the

new or der has brought to Mex ico. The chal lenges that I see emerg ing are 

the fol low ing:

The le gal and nor ma tive chal lenge. Laws have been passed re spect -

ing weights and mea sures, im ports, and ex ports. Taxes have been rec -

on ciled to the rules of the GATT, and taxes, and rules have been

ad justed in fish er ies, com mu ni ca tions, min ing, fi nance, and power gen -

er a tion. More changes are forth com ing. The chal lenge lies in how far

these new laws will go and how per ma nent the re forms will be.

The in sti tu tional chal lenge. Mex ico has many bu reau crats. Their

sup port will be es sen tial, and win ning it will not be easy.

The eth i cal chal lenge. The ex ten sive bu reau cracy must not fall prey

to cor rup tion. The chal lenge is to re de fine the rules for a new so cial be -

hav iour.

The po lit i cal chal lenge. The new or der must be es tab lished and jus -

ti fied with out the of fi cial sanc tion of NAFTA. The po lit i cal mar ket must

be come as free and open as the eco nomic one. Cit i zens must be free to

choose goods and lead ers. Eco nomic pol icy must also take into ac count

ad just ment costs.

The in ter na tional chal lenge. Trad ers in the United States and Can -

ada must sup port a North Amer i can So cial Fund, which will of fer fi nan -

cial aid to those ex pe ri enc ing oner ous ad just ment costs. The key point of 

the tran si tion in Mex ico lies in the po lit i cal will to rally a so ci ety that

con fusedly sup ports change. Gain ing so cial con sen sus for eco nomic

mod ern iza tion, the new uto pia, could be ham pered by a poorly reg u -

lated pe riod of ad just ment.
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Section II
What’s in it for Canada?
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NAFTA in Canadian
Politics: Chihuahua

Turns Pit Bull?

Anthony Halliday

TO EX PLAIN THE TI TLE’S AD MIT TEDLY strained met a phor, it should be

ob served that the chi hua hua is a small ca nine of Mex i can or i gin that

can only nip the an kles. Pit bulls, on the other hand, are fe ro cious dogs,

un pre dict able and po ten tially le thal—even for their owners.

From a Ca na dian per spec tive, NAFTA seems to have un der gone a

com pa ra ble trans for ma tion. When the ac cord was com pleted in Au gust 

1992, we con fi dently pre dicted that George Bush would be in the White

House for four more years, and that by ju di cious use of the “for eign pol -

icy im per a tive” he would steer the agree ment through Con gress. More -

over, he was com mit ted to pre sent ing the im ple ment ing leg is la tion

early in his sec ond term. By now we should have known the fate of

NAFTA in the United States.

There was, of course, a risk that the Bush ad min is tra tion would fail

to per suade a Dem o cratic Con gress, but this, we be lieved, would pres -

ent no prob lem for the gov ern ment in Can ada. The bi lat eral Free Trade

www.fraserinstitute.org



Agree ment would re main in force. What went wrong? The pit bull is

run ning amok, dis rupt ing the po lit i cal pro cess in the United States,

doubt lessly wor ry ing Mex i cans and leav ing Ca na dian pol i ti cians

scram bling for cover. Bill Clinton was elected, and his sup port for

NAFTA is highly con di tional. He wants to con clude side deals be fore

pre sent ing im ple ment ing leg is la tion to Con gress.

By hold ing out the pros pect of fur ther ne go ti a tions, the pres i dent

has un leashed pow er ful do mes tic forces in Can ada as well as the United 

States. There is prob a bly no ne go tia ble side deal on la bour stan dards

that can sat isfy the un ion move ment in ei ther coun try. More over, it is

im prob a ble that all U.S. or Ca na dian en vi ron men tal ists will sup port an

even tual side deal. Yet the views of en vi ron men tal ists in par tic u lar will

de ter mine many votes, if and when the NAFTA im ple ment ing pack age

is brought be fore Con gress.

The need to ne go ti ate side deals has de layed the U.S. ap proval pro -

cess to the point that they will be hard-pressed to pres ent and ob tain ap -

proval for the NAFTA im ple ment ing bill in time for the agree ment to

en ter into force on Jan u ary 1, 1994. While the U.S. ad min is tra tion de ter -

mines its ne go ti at ing po si tions on the side deals and as sesses what is

needed for a ma jor ity of con gres sio nal votes, the Ca na dian gov ern ment

has had to scram ble to cope with the do mes tic po lit i cal fall-out. For the

Mulroney gov ern ment and its suc ces sor, the pit bull is on the prowl.

Legislative timetable

The pol i tics of NAFTA in Can ada may be treated un der three heads: the

tim ing of the leg is la tion; the con tent of the side deals; and the role of the

agree ment in the up com ing elec tion. What ever its pres en ta tional con -

ve nience, this trip tych is a some what ar ti fi cial con struct; there is con sid -

er able over lap be tween the three com po nents in terms of timing and

substance.

Un fazed by the un cer tain ties of the Wash ing ton scene, the gov ern -

ment of Can ada is pro ceed ing with leg is la tion to im ple ment NAFTA.

The gov ern ment in tends to have leg is la tion passed by both Cham bers

and ready for royal as sent by the end of June at the lat est. Given its ma -

jor i ties in the Com mons and the Sen ate and its de ter mi na tion, if re -

quired, to cur tail de bate, the gov ern ment’s time ta ble would seem quite

fea si ble.
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In push ing for leg is la tion at this time, the gov ern ment is ob vi ously

pro ceed ing on the as sump tion that the side deal ne go ti a tions will in no

way af fect the text of NAFTA it self. There is jus ti fi ca tion for this as -

sump tion, since the U.S. ad min is tra tion has em pha sized that ne go ti a -

tions on the sup ple men tal agree ments will not in volve any

fun da men tal changes in the NAFTA text.

How ever, there are cer tainly ma jor dis ad van tages in seek ing to leg -

is late at this time. Tra di tion ally, Can ada’s gov ern ments have waited for

Con gress to ap prove leg is la tion to im ple ment trade agree ments be fore

pre sent ing their own bills to Par lia ment.

Why then did Mr. Wil son and the gov ern ment de cide to break with

tra di tion and pro ceed now with a NAFTA im ple ment ing bill?  Here we

could well take the gov ern ment’s ex pla na tion at face value. Ac cord ing

to Trade Min is ter Mi chael Wil son, Can ada needs to have the leg is la tion

in place be fore the Tory lead er ship con ven tion on June 11, 1993. He

notes that Par lia ment may not sit in the sum mer and that an elec tion in

the late fall would leave lit tle time for Par lia ment, even if sit ting, to im -

ple ment the agree ment so that it can en ter into force on Jan u ary 1, 1994.

Pro po nents of this ra tio nale for get that in 1988, Can ada was able to rush

leg is la tion through Par lia ment in De cem ber to im ple ment the Free

Trade Agree ment. 

It has been sug gested that there may be an other, more par ti san, rea -

son for pro ceed ing now with Bill C-115; to re move it as an is sue in the

elec tion. This view is based on the as sump tion that in an elec tion the

Con ser va tives would, if at all pos si ble, wish to avoid be ing drawn into a

de bate on the mer its of NAFTA and, by ex ten sion, the FTA, which is

widely per ceived to have caused job loss.

This hy poth e sis over looks the fact, elab o rated be low, that the Lib er -

als, more than the Con ser va tives, would be vul ner a ble to an in tense

scru tiny of their pol icy po si tions in this area. More over, the role of

NAFTA in the elec tion will de pend on whether the New Dem o crats suc -

ceed in mak ing it an is sue; not on whether there is leg is la tion wait ing to

be pro claimed.

The side deals

For Ca na di ans, the side deals should pose few sub stan tive prob lems.

They are ev i dently in tended to ad dress is sues on the U.S. agenda re lat -
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ing to Mex ico. In fact, for Can ada, there is no com pel ling in ter est in sit -

ting at the ne go ti at ing ta ble. Our par tic i pa tion will make lit tle or no

dif fer ence to the final shape of the accords.

In prac tice, how ever, the gov ern ment is im pelled by the logic of a

tri par tite NAFTA to par tic i pate in the side deal ne go ti a tions. We can not

af ford to pro mote the idea that the U.S. can, with out ref er ence to Can -

ada, pur sue its in ter ests with Mex ico, and, in the fu ture, with Chile, and

who knows what other NAFTA as pi rants. More over, the gov ern ment

would find it dif fi cult to ex plain its ab sence from the ne go ti at ing ta ble to 

the Ca na dian la bour and en vi ron men tal move ments. They would cer -

tainly as sert that there are Ca na dian in ter ests to be pur sued.

We are thus con demned to an other round of ne go ti a tions, the shape 

of which re mains far from clear. The United States is plainly the

“demandeur.” It has posted its ini tial ne go ti at ing goals but may have to

mod ify its pro pos als as the ad min is tra tion con ducts its other ne go ti a -

tion—with Con gress.

What then are the pros pects for the suc cess ful con clu sion of ne go ti -

a tions on the side deals, at least on the en vi ron ment and la bour, this

sum mer? There are grounds for op ti mism. Ne go ti a tions have been ini ti -

ated. Brack eted texts are be ing pre pared, at least on the en vi ron ment is -

sues.

More over, the U.S. po si tion on the sub stance of the en vi ron men tal

side deal is edg ing in the di rec tion of re al ism. Be lat edly but com mend -

ably, U.S. Trade Rep re sen ta tive Mickey Kantor has dis cov ered that tri -

lat eral com mis sions armed with ex ten sive pow ers to in ves ti gate—even

the right to sub poena wit nesses—to is sue bind ing rec om men da tions,

and even to im pose trade sanc tions, would in trude on U.S. sov er eignty

as much as on that of its part ners.

How would side deals play po lit i cally in Can ada? La bour will un -

doubt edly re ject them as in ad e quate. This re ac tion would tend to be dis -

counted be cause it is en tirely pre dict able. What ever the con tent of the

la bour side deal, the Ca na dian un ion move ment will not buy into

NAFTA.

The re ac tion of the Ca na dian en vi ron men tal move ment is less pre -

dict able and is likely to be mixed. To some ex tent, Can ada’s “greens”

will take their cue from their Amer i can ideo log i cal “soulmates.” An op -

ti mis tic sce nario would have a con sen sus among Ca na dian en vi ron -

men tal ists that the ne go ti ated side deal rep re sents a ma jor ad vance, and
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that an in ter na tional rec on cil i a tion of con flicts be tween en vi ron men tal

and trade ob jec tives would best be left to fu ture GATT ne go ti a tions.

Fail ure to ne go ti ate side deals that sat isfy Con gress can not, how -

ever, be pre cluded. If Pres i dent Clinton ad heres to his “con di tion,” this

would mean the end of NAFTA. What, then, would be the im pli ca tions

for Can ada? Sub stan tively Ca na dian eco nomic in ter ests would not be

sig nif i cantly harmed by the fail ure of NAFTA. Un like Mex ico, we have

a bi lat eral agree ment to fall back on. The ma jor Ca na dian po lit i cal ca su -

alty in these cir cum stances would be the cred i bil ity of the gov ern ment

for push ing ahead its early leg is la tion.

How ever, on the ba sis of U.S. pro pos als to date, it seems likely that

the ne go ti a tion of side deals for en vi ron ment and la bour will suc ceed,

and that per haps as early as La bour Day, the U.S. ad min is tra tion will be

in a po si tion to pres ent a NAFTA im ple ment ing pack age to Con gress.

NAFTA in the 1993 election
campaign

The third di men sion of NAFTA’s place in Ca na dian pol i tics is the role it

will play in the Ca na dian elec tion, which will likely be held in Sep tem -

ber or Oc to ber. Ex am i na tion of this is sue re quires a work ing as sump -

tion as to the sta tus of NAFTA in the United States at the time of the

election.

It is highly un likely that Con gress will have en acted NAFTA im ple -

ment ing leg is la tion by the time of a Ca na dian Sep tem ber or Oc to ber

elec tion cam paign. Thus, some un cer tainty over U.S. in ten tions will

per sist dur ing the Ca na dian elec tion. If the im ple ment ing bill has been

for mally sub mit ted to Con gress for a vote un der “fast-track” pro ce -

dures, how ever, it will be gen er ally as sumed that the ad min is tra tion

and the Con gres sio nal lead er ship have cut the nec es sary deal and are

as sured that there are enough votes for pas sage.

Thus, the most likely work ing as sump tion for pros pects of NAFTA

at the time of the Ca na dian elec tion is that the agree ment will, ir re spec -

tive of Can ada’s po si tion, en ter into force be tween the U.S. and Mex ico.

The ques tion for Ca na di ans to pon der will be whether Ca na dian in ter -

ests will be served by ad her ence to a “done deal.” As the only un qual i -

fied sup port ers of NAFTA, Con ser va tives will ob vi ously seek to

per suade vot ers that Can ada’s eco nomic in ter ests re quire ac cess to a
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grow ing Mex i can mar ket. The NDP, as the only un qual i fied op po nents

of NAFTA, will lay claim to the votes of a ma jor ity of Ca na di ans who,

the polls tell us, are op posed to NAFTA. An in ter est ing ques tion is,

then, “How will Lib er als han dle NAFTA in the elec tion?”

It should be no great rev e la tion to re state that the Lib er als are

deeply di vided on the mer its of NAFTA, and in deed on the po si tion the

party should take, when in power, on the FTA it self. To pa per over these 

dif fer ences, the party has adopted the “re ne go ti a tion” op tion for

NAFTA. Leader Jean Chrétien has made it clear that fail ure to ne go ti ate

changes would lead to a Lib eral gov ern ment’s with drawal from

NAFTA.

In an elec tion, the Lib er als would have to sig nal whether they con -

sid ered the side deals as ad e quate to meet their con cerns on la bour and

the en vi ron ment. This would still leave them with a com mit ment to re -

ne go ti ate in the area of sub si dies, trade rem e dies, and en ergy.

This is not the oc ca sion to cri tique the suit abil ity of the “re ne go ti a -

tion” op tion. Should NAFTA be come a ma jor is sue in the Ca na dian

elec tion, how ever, it may be ex pected that both the Con ser va tives and

the New Dem o crats, as well as the me dia, will de mand that the Lib er als

re veal their ob jec tives: ne go ti at ing coin age that can be de ployed; the

con se quence of fail ure for Can ada’s mem ber ship in the FTA as well as

NAFTA; and whether ne go ti a tions would be ini ti ated prior to or af ter

Jan u ary 1, 1994. We may pre dict that the Con ser va tives as well as the

New Dem o crats will gain if the NDP suc ceeds in mak ing NAFTA an im -

por tant elec tion is sue.

Prognosis

Pro vid ing no one is tak ing bets, here are some con clud ing pre dic tions

on the po lit i cal im pact of NAFTA in Can ada. They are based on the as -

sump tion that there will be no ac ci dents on the U.S. side that would cast

doubts on the will ing ness of Con gress to implement it.

Ca na dian im ple ment ing leg is la tion will be through both Houses of

Par lia ment by the end of June, and will re ceive Royal as sent shortly be -

fore dis so lu tion.

The side deals will be suc cess fully con cluded and will cause lit tle

po lit i cal fall-out in Can ada.

NAFTA will not emerge as a ma jor elec tion is sue.
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The Ca na dian gov ern ment tak ing power af ter the elec tion will pro -

claim the im ple ment ing leg is la tion, and Can ada will be ready to join the 

U.S. and Mex ico in NAFTA on Jan u ary 1, 1994.

The pit bull will re sume the di men sions and at trib utes of a chi hua -

hua and re tire to its di min u tive ken nel. The na tion can then get on with

its other busi ness.
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The Social Side of NAFTA:
Labour Adjustment,
Income Distribution and
Labour Standards

John O’Grady

Introduction

I WANT TO COM MENT BRIEFLY on three as pects of NAFTA:  the prob lem

of la bour ad just ment, the im pli ca tions for in come dis tri bu tion within

Can ada, and the ques tion of la bour standards.

Any trade agree ment must be com pared to the sta tus quo. For our

pur poses, the sta tus quo is the cur rent GATT agree ment and the Can -

ada-U.S. Free Trade Agree ment. The case that is be ing made by the pro -

po nents of NAFTA is that Can ada would be in a sub stan tially better

po si tion if we agreed to set aside the FTA and re place it with NAFTA. I

re gard that case as fun da men tally un demon strat ed.

Many of you are fa mil iar with the ec ono met ric lit er a ture. You will

know that the es ti mated gains that ac crue to Can ada from scrap ping the

FTA and mov ing into NAFTA are quite small. Those of you who are fa -
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mil iar with the Ca na dian de bate on the FTA will re call the im por tant

role played in that de bate by the Cox and Har ris model. Their model

gen er ated the high est—some would say im plau si bly high—es ti mates

of real in come gains for Can ada from the FTA. Cox and Har ris, as many

of you are aware, have mod elled the ef fects of a shift from the FTA to

NAFTA ver sus con tin u a tion of the FTA with the United States go ing it

alone with Mex ico.
1
 They found that the real in come gains to Can ada of

im ple ment ing NAFTA would be less than 3/100s of 1 per cent per an -

num af ter equi lib rium has been es tab lished. Some might say that is

close enough to zero to call it zero.

In my view, in its pres ent form NAFTA is se ri ously flawed and

should not be rat i fied. I draw some com fort from the re cent state ment of

the U.S. trade rep re sen ta tive, Mickey Kantor, that with out sig nif i cant

sup ple men tal agree ments, NAFTA will not be ap proved by the U.S.

Con gress.

NAFTA, as drafted, is a stand ing in vi ta tion to com pa nies in Can ada 

that want to pro duce for the North Amer i can mar ket un der far less

strin gently en forced en vi ron men tal, health, safety, and la bour stan -

dards, to re lo cate to Mex ico. It is surely ironic that on this is sue Ca na -

dian work ers’ in ter ests are cur rently be ing better rep re sented by

Mickey Kantor than by Trade Min is ter Mi chael Wil son.

There are many crit ics of NAFTA who are op posed in prin ci ple to a

tri lat eral trade agree ment. While I re spect that view and find some of its

ar gu ments at trac tive, it is not my own view. Rather, my ar gu ment is as

fol lows:

· The ad just ment costs will be higher than are cur rently be ing

pre dicted by the ad vo cates of NAFTA. Trade lib er al iza tion, I

be lieve, should only be in tro duced in tan dem with a quan tum

leap in ac tive la bour mar ket pol i cies for which the bench-marks 

are the open econ o mies of North ern Eu rope. Safe guards in

trade agree ments and ac tive la bour mar ket pol i cies are, at least

in some sense, substitutes for one another.
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· The con se quences for in come dis tri bu tion of trade lib er al iza -

tion have been per verse and will con tinue to be so. To coun ter -

bal ance these trends re quires so cial pol i cies, la bour stan dards,

and la bour rights in no va tions to which most ad vo cates of

NAFTA are ideologically opposed.

· Trade agree ments can not be neu tral with re spect to la bour stan -

dards. Trade agree ments by their very na ture are ei ther in stru -

ments to le ver age up la bour stan dards or to le ver age them

down.

Labour adjustment

The ben e fits of trade lib er al iza tion flow dis pro por tion ately to smaller

econ o mies. Thus, it is no sur prise that in the case of the FTA, ec ono met -

ric find ings were unan i mous in dis cov er ing that the po ten tial ben e fits

to Can ada ex ceeded those to the United States. The other side of the coin

is that the ad just ment costs as so ci ated with trade lib er al iza tion are also

borne dis pro por tion ately by smaller economies.

Our point of de par ture should be the es ti mates of dis lo ca tion pur -

su ant to the Can ada-U.S. Free Trade Agree ment. All of the ec ono met ric

stud ies es ti mated that job losses would be com par a tively mod est.

More over, those losses would be spread out over the ten-year im ple -

men ta tion pe riod. In gen eral, plants would re ori ent them selves to the

North Amer i can mar ket and achieve sig nif i cant pro duc tiv ity gains

through spe cial iza tion. The scope for pro duc tiv ity gains at ten dant

upon such spe cial iza tion would give rise to an in crease in busi ness sec -

tor in vest ment in plant and ma chin ery. That, at any rate, was the sce -

nario.

I do not dis pute that this sce nario con sti tutes part of the real

story—but only part. The fore casts of the FTA’s im pact clearly un der es -

ti mated the scale and the pace of pro duc tion ra tio nal iza tion that would

oc cur. The fore casts clearly un der es ti mated the scale of plant clo sures

that would oc cur, mainly among branch-plant op er a tions and prin ci -

pally in south ern On tario.

For more than fif teen years now, the On tario Min is try of La bour has 

main tained a data se ries on per ma nent lay-offs in volv ing 50 or more

work ers. That data se ries dis tin guishes three cat e go ries of lay-offs: 

those aris ing from a re duc tion in op er a tions, those aris ing from a per -

www.fraserinstitute.org

52      Be yond NAFTA



ma nent but par tial clo sure of a plant, and those lay-offs aris ing from a

com plete plant clo sure. We can take the lay-offs aris ing from par tial and 

com plete clo sure as a prox i mate in di ca tor of ad verse ra tio nal iza tion.

It is use ful to com pare the ex pe ri ence of the 1982 re ces sion with the

pres ent re ces sion. In the last re ces sion, only 24 per cent of lay-offs were

caused by par tial or com plete plant clo sures. In the cur rent re ces sion,

that pro por tion has in creased to 67 per cent.

The work ers af fected by these clo sures are pre dom i nately

semi-skilled, blue-col lar peo ple. Their skills are typ i cally much more

job-spe cific than are the skills of white-col lar work ers. We can an tic i pate 

the la bour mar ket ex pe ri ence of these work ers by look ing at what hap -

pened dur ing the last re ces sion. A Sta tis tics Can ada study tracked the

la bour mar ket ex pe ri ence of the roughly one mil lion work ers who were

per ma nently laid off be tween 1981 and 1984. By 1986, well into the re -

cov ery, only 57 per cent had ob tained full-time em ploy ment. Of those

who ob tained re-em ploy ment, just un der half ex pe ri enced a wage loss

on re-em ploy ment. The av er age wage loss was 28 per cent.

If by suc cess ful ad just ment we mean re-em ploy ment on a full-time

ba sis with a wage loss of 10 or less per cent, then the rate of suc cess ful ad -

just ment was less than 35 per cent. Much of this, of course, is at trib ut able

to the mar ginal role of ac tive la bour mar ket programmes in Can ada.

Among the per ma nently laid-off work ers, only 4.8 per cent re ceived

gov ern ment sup ported train ing. If ac tive la bour mar ket pol i cies are a

sub sti tute for safe guards in trade agree ments, then in Can ada we can

only con clude that they are a pretty sorry sub sti tute.

Income distribution

Trade lib er al iza tion be tween econ o mies such as Can ada and the United

States on one hand and Mex ico on the other can not help but see a shift to

Mex ico of pro duc tion that is com par a tively more la bour-in ten sive and

less skilled. In ev i ta bly this will re duce the rel a tive de mand in Can ada

and the United States for semi-skilled and low-skilled work ers. This tec -

tonic shift in the la bour mar ket is ob vi ously not a phe nom e non that is

caused by NAFTA. Nor is it one that can be arrested by rejecting

NAFTA.

How ever, un less NAFTA turns out to be much ado about noth ing,

the agree ment will ac cel er ate the la bour mar ket changes that are al -
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ready in ev i dence. Many of you will be aware of the study by the Eco -

nomic Coun cil of Can ada, Good Jobs, Bad Jobs.
2
 That study doc u mented

the ad verse shift in the dis tri bu tion of in come that had taken place in

Can ada. Sim i lar stud ies have re vealed com pa ra ble trends in the United

States.

The back ground re port to the study showed that the ad verse shift in 

in come dis tri bu tion was sharp est in On tario—the re gion most af fected

by the lib er al iza tion of trade. In es sence, the study showed that the mid -

dle in come seg ment had de clined in rel a tive terms from 30.6 per cent of

the wage earn ing pop u la tion in 1967 to 22.4 per cent in 1986. This shrink -

ing mid dle was about equally di vided be tween those who en tered the

up per in come group and those who fell into the lower in come group.

The fact that the po lar iza tion trend should be more pro nounced in

On tario than in other re gions is sig nif i cant. Cer tainly im mi gra tion and

changes in tech nol ogy played a role in this po lar iza tion. It is dif fi cult,

how ever, to be lieve that the im pact of trade lib er al iza tion was not also at 

work. Dur ing this same pe riod, ef fec tive rates of pro tec tion de clined

from more than 20 per cent to roughly 12 to 13 per cent.

Ev i dence on in come po lar iza tion in Can ada is con sis tent with the

find ings of Ed ward Leamer. Leamer’s ec ono met ric work, as many of

you know, has found that NAFTA will de press the real in comes of

lower-skilled Amer i can work ers while at the same time rais ing the real

in comes of higher skilled Amer i cans.
3
 Changes in tax pol icy have

tended to re in force rather than off set this in crease in la bour mar ket

based in equal ity.
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Labour standards

The in cor po ra tion of Mex ico into a trade agree ment with the United

States and Can ada has some times been com pared to the in cor po ra tion

of Por tu gal and Greece into the Eu ro pean Com mu nity. The com par i son

is not con vinc ing. Por tu gal and Greece were func tion ing de moc ra cies

when they joined the EC. Both coun tries had rat i fied the rel e vant ILO

Con ven tions on free dom of as so ci a tion and both were in nom i nal and

sub stan tive com pli ance with those con ven tions. More over, the pro cess

of in te gra tion into the EC was as so ci ated with the ex ten sion of Eu ro -

pean-wide stan dards en force able through the Eu ro pean Court of Jus -

tice. This is es pe cially true of health and safety stan dards, which can be

adopted by a “qual i fied majority” and are not subject to veto by a single

member state.

To de scribe Mex ico as a func tion ing de moc racy is to do vi o lence to

the term. Mex ico’s stat u tory la bour stan dards and its nom i nal at tach -

ment to ILO Con ven tions are of lit tle sig nif i cance in the real world of the

maquiladora zones. It is not a short age of re sources that leads to lax en -

force ment. It is a short age of po lit i cal will. There are, quite ob vi ously,

rea sons why wage lev els in Mex ico will be lower than lev els in Can ada

or the United States. There are not le git i mate rea sons, how ever, why

health and safety stan dards in a Mex i can plant should be lower. There

are not le git i mate rea sons why ac ci dent and fa tal ity rates should be dra -

mat i cally higher.

What is re quired is not an agree ment to sup ply tech ni cal re sources

to Mex ico and cer tainly not the pa thetic Mem o ran dum of Un der stand -

ing en tered into be tween the Mex i can and Ca na dian la bour de part -

ments last year. What is re quired is a means of en forc ing la bour

stan dards and la bour rights through ap peal to an au thor ity be yond the

con trol of the Mex i can state. In the ab sence of such an enforceability

mech a nism, NAFTA will be fun da men tally flawed and its rat i fi ca tion

should not be un der taken.
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The Federal and
Provincial Liberal Parties
and NAFTA

Alan S. Alexandroff

IN HIS CLOS ING RE MARKS at the Aylmer Con fer ence, held in No vem ber

1991, Jean Chrétien, leader of the Lib eral party, sought to turn the cor -

ner on the party’s strug gles, and leave be hind the hu mil i at ing elec tion

de feat of 1988. As Chrétien de clared, “At this con fer ence, we have

learned that the old con cepts of right and left do not ap ply to the world

of to day and to mor row. What is im por tant are pol i cies that con trib ute to 

the well-being of our citizens.”

Chrétien was try ing to damp down the de bate on eco nomic na tion -

al ism be tween and among sev eral fac tions of the Lib eral party. He

hoped to end the ob ses sion that the party had with  the Tory agenda on

free trade and the Free Trade Agree ment. In his most fa mous line, he de -

clared, “Pro tec tion is not left wing or right wing; it is sim ply passé. Lib -

er al iza tion is not a right-wing or left-wing is sue; it is sim ply a fact of

life.”

This did not mean that Chrétien and the Lib eral party were pre -

pared to leave the pol i tics of trade be hind. Far from it. The Lib eral leader 

de clared to the cau cus and then to the Ca na dian peo ple that no trade
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deal, nei ther the FTA nor the un rati fied NAFTA, would merit a cru sade. 

There would be no com mit ment at this time to tear up the deal, as Ca na -

dian na tion al ists de manded. In stead, there was only a com mit ment to

re ne go ti ate both the FTA and NAFTA, as sum ing that NAFTA would be

rat i fied. 

 In a more re cent speech en ti tled, sig nif i cantly, “The Lib eral Ap -

proach to Eco nomic Growth,” which was de liv ered at the Em pire Club

in To ronto on Feb ru ary 11, 1993, Chrétien set out Lib eral pol icy on the

trade agree ment by as sert ing that a new Lib eral gov ern ment would

seek the fol low ing changes to both the FTA and NAFTA: a sub si dies

code, an anti-dump ing code, a more ef fec tive dis pute res o lu tion mech a -

nism, agreed upon la bour stan dards, agreed upon en vi ron men tal stan -

dards, and the same en ergy pro tec tion as Mex ico en joyed (in other

words, no more ac cords be tween the U.S. and Can ada on the shar ing of

re sources). What was not pol icy re flected a po lit i cal cal cu la tion at the

high est lev els of the party—that it would not have to deal with NAFTA

be cause of a new Amer i can ad min is tra tion. Re main ing on the po lit i cal

agenda would be only a bi lat eral dis cus sion with the Amer i cans over

the Free Trade Agree ment. 

The cur rent Lib eral po si tion on the free trade agree ments rep re -

sents the gloss cov er ing the strug gle within the party to de fine its re la -

tion ship to eco nomic na tion al ism in an age of glob al iza tion. While the

“re ne go ti a tion po si tion” unites the party tac ti cally, at least for elec toral

pur poses, the strug gle con tin ues over the fash ion ing of a pol icy that will 

in cor po rate pos i tive Ca na dian iden tity and deal with Can ada’s re la -

tion ship with the world. 

It is this broader and deeper strug gle that I would like to ex am ine.

The strug gle to fash ion Lib eral eco nomic pol icy in the light of the de -

mand for eco nomic na tion al ism has ex isted within the party for quite

some time. Within the var i ous groups, and at the cut ting edge, are in di -

vid u als who dis agree, such as Lloyd Axworthy, Paul Mar tin, Jr., and

Roy MacLaren. 

The fact that the cut ting edge of the eco nomic na tion al ism de bate is

over Lib eral trade pol icy should not come as a sur prise. The dis pute is as 

much as any thing over Can ada’s re la tion ships, first to the United States

and then to the rest of the world. In ad di tion, the de bate is over the role

of the fed eral gov ern ment in spon sor ing and sup port ing the de vel op -

ment of the Ca na dian econ omy.
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Un der John Turner, the Lib eral party reached out to the eco nomic

na tion al ists in a most dra matic way. To day, there is still a lin ger ing

hope among tra di tional eco nomic na tion al ists such as Tony Clark,

Maude Barlow, and oth ers, that the party will em brace a more tra di -

tional eco nomic na tion al ist po si tion in the fight over NAFTA. The emer -

gence, how ever, of Mel Hurtig’s na tion al ist party is an in di ca tion that

the Lib er als are no lon ger will ing to em brace tra di tional na tion al ist ide -

als.

Lloyd Axworthy con tin ues to rep re sent the tra di tional eco nomic

na tion al ist po si tion in the cur rent de bate over glob al iza tion and trade.

His ef forts to stake out a new trade pol icy for Lib er als draws on tra di -

tional na tion al ist at ti tudes, but he has also at tempted to re vise na tion al -

ist pre scrip tions to meet a trans formed and trans form ing global

econ omy. His agenda is grounded in a gen eral eco nomic aver sion to the

United States. For Axworthy and other eco nomic na tion al ists, North

Amer i can trade agree ments are dan ger ous be cause they feed into a

trade ar range ment dom i nated by the United States, and they are driven

by forces that in hibit gov ern ment ac tion to aid the most vul ner a ble in

our so ci ety. What is more, they threaten dom i na tion by mul ti na tional

cor po ra tions es pous ing lais sez-faire prin ci ples. Thus, “glob al ism can

be come a code word used to shape a right-wing agenda,” which is what

Axworthy said at the McGill Law School, among other places, in Jan u -

ary 1992, in a speech en ti tled “Glob al ism and Lib er al ism Equals Con fi -

dent In ter na tion al ism.”

For Axworthy, the world mar ket place is im per sonal and in flex i ble.

As he sees it, glob al ism will un der mine cher ished val ues and dem o -

cratic re spon si bil ity such as an eq ui ta ble shar ing of eco nomic and so cial

ben e fits and of so cial bur dens and so cial dif fi cul ties. Un bri dled glob al -

ism means that in di vid ual men and women are pow er less to af fect the

forces and de ci sions that af fect them. Axworthy be lieves that the To ries,

in their de ter mi na tion to sup port mar ket forces, have con demned Can -

ada to wither away as a na tion state. With such an ap proach, there is no

need to serve the pub lic in ter est, ei ther do mes ti cally or in ter na tion ally.

As Axworthy sug gests, Lib er als have al ways striven to ad just,

mod er ate, and ame lio rate mar ket forces to serve pub lic in ter est goals. In 

the bat tle be tween eco nomic and po lit i cal forces, then, Axworthy

strongly de fends pol i tics and gov ern ment over eco nom ics and the mar -

ket. Thus, the ob jec tive of Lib eral trade pol icy must be to avoid the trap
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of continentalism, and the cre ation of trad ing blocs that would keep

Can ada tied to the dom i na tion of the United States. To do this, he fa -

vours multilateralism and the GATT, not with stand ing the lim ited

hopes for prog ress within that par tic u lar arena.

Look ing to ward new links with other coun tries within the West ern

Hemi sphere, but also na tions of the post-1992 Eu ro pean Com mu nity,

and even East ern Eu rope and the Com mon wealth of In de pend ent

States, Axworthy be lieves that Can ada can de velop spe cial joint ven -

tures with coun tries such as Aus tra lia and New Zea land, and even

should strive to max i mize its Pa cific Rim op por tu ni ties. He en vi sions a

new ar chi tec ture of in ter na tional eco nomic in sti tu tions in which Can -

ada will be in a po si tion to of fer lead er ship.

Axworthy, in fact, har kens back to con cepts that are best de scribed,

in Ca na dian terms, as “Pearsonian.”  His im age of Can ada in the world

is that of a mid dle power that fash ions its op tions from “high pol i tics,”

in other words, di plo macy and ne go ti a tions. This ap proach cre atively

calls on Can ada to con struct global ar range ments through

supernational bod ies where the eco nomic dom i nance of the United

States can some how be bal anced by po lit i cal and dip lo matic ac cords

fash ioned by gov ern ments. These in sti tu tions will, among other things,

ac cord ing to Axworthy, cope with and hold ac count able the trans for -

ma tions that are go ing on in the realms of cap i tal, com mu ni ca tions,

tech nol ogy, and cor po rate struc ture.

For Axworthy, pol i tics dom i nates eco nom ics, and the mea sure of

eco nomic power is the non-mil i tary one de scribed by Joe Nye as “soft

power.” A coun try like Can ada, with so phis ti cated com mu ni ca tion

skills, gen er ally strong re sources, a good re cord in mul ti lat eral or ga ni -

za tions, and a his tory of pro mot ing in ter na tional ide als such as dis ar -

ma ment, has no choice but to pro tect hu man rights and to de velop

closer North-South re la tions. It must be come, in ef fect, a user of soft

power. The bot tom line for Axworthy on the spe cif ics of the trade deal is

that it cre ates a straight-jacket for pub lic pol icy in what Axworthy views 

as the abil ity of the var i ous lev els of the gov ern ment of Can ada to take

the lead in build ing a bold new do mes tic ar chi tec ture.

The strug gle over the mean ing of eco nomic na tion al ism within the

Lib eral party, how ever, en tered a new and dis tinct phase with the lead -

er ship race of 1989 and 1990. There, Paul Mar tin, Jr., from Mon treal,

made a bid to iden tify eco nomic na tion al ism with new ideas of eco -
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nomic growth. His views sug gested a ma jor break from pre vi ous pol icy

within the Lib eral party. Mar tin, long con nected to the party, sought to

iden tify eco nomic na tion al ism with the growth agenda, de rived from

more neo-Lib eral think ing, which placed mar kets and eco nom ics as

front and cen tre in the arena of eco nomic growth. The cur rency of

power was not soft power, but eco nomic and in dus trial power. He was

a party loy al ist, he had spent his for ma tive years in busi ness, and he un -

der stood that Can ada was a small coun try and had no choice but to

main tain an open stance to ward the world.

That be ing said, Mar tin was con vinced that Can ada and Ca na dian

busi ness could achieve suc cess. Well be fore the phrase “It’s the Econ -

omy, Stu pid” was pop u lar ized by Bill Clinton’s pres i den tial cam paign

staff, Mar tin strove to use it to cap ture the Lib eral party agenda. On the

lead er ship trail, Mar tin fo cused on eco nomic strat e gies, de scribed a

“na tion al ism with out walls,” and pointed to suc cess sto ries in Tai wan,

Ko rea, and Aus tria, among other coun tries. He pointed to the con certed

ef forts in Que bec to raise eco nomic growth through a “Que bec Inc.”

strat egy, and de clared that the ob jec tive of the Lib eral party should be a

“Can ada Inc.” strat egy. Eco nomic na tion al ism would lead to a part ner -

ship be tween gov ern ment and Ca na dian busi ness and strengthen Ca -

na dian mul ti na tion als to cre ate jobs and as sure the wealth and the

fu ture of Ca na di ans. The ef forts of all parts of the coun try would be re -

quired, how ever, to break down pro vin cial bar ri ers and en cour age the

co-op er a tive ef fort of busi ness in all parts of the coun try.

This is not to say that Mar tin ac cepted the FTA and the cur rent

NAFTA with all its im pli ca tions. He had his own list of prob lems with

the FTA. He did not worry as much as Axworthy about dom i na tion by

the United States, but he be lieved that the key to Ca na dian suc cess was

in new eco nomic strat e gies.

Since 1989-90 and in var i ous roles that Mar tin has played since his

elec tion to Par lia ment, he has tried to serve as a bridge be tween the

more tra di tional na tion al ist el e ments, such as Axworthy and oth ers,

and the eco nomic wing of the party, now cen tred around Roy

MacLaren. Be cause Mar tin is tol er ant to wards the eco nomic na tion al ist

tra di tion, he un der stands the con cern in the party over dom i na tion by

the United States and the need for Can ada to play an in de pend ent role

in a global econ omy that is in creas ingly turn ing into eco nomic blocs.
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Mar tin re cently urged Ot tawa to seek al li ances with Amer i can la -

bour, the en vi ron men tal lobby and other in ter est groups to avoid mas -

sive Amer i can-dom i nated trad ing blocs. He ad vised Can ada to forge

stra te gic links with other gov ern ments and in ter est groups that want to

es tab lish an in ter na tional body sim i lar to the Eu ro pean Com mu nity

Com mis sion to over see mat ters of hemi spheric trade. With this talk,

Mar tin has struck a re spon sive chord in sup port ers of an in ter na tional

lib er al ism fo cused on po lit i cal mech a nisms to bal ance Amer i can dom i -

nance and Ca na dian weak ness. The in flu ence of Mar tin has reached

well into the cau cus, and he of fers a bridge to oth ers who stress the pri -

macy of eco nomic pol icy.

The most ar tic u late eco nomic voice within the Lib eral party to day is 

Roy MacLaren. MacLaren is a To ronto busi ness man and cur rently the

Lib eral trade critic. He starts with the as sump tion, like Mar tin, that Can -

ada is a rel a tively small econ omy that must be open to the world and to

the forces of glob al iza tion. He ac cepts the na tion al ist fear that the FTA

and NAFTA dis tort trade in a continentalist fash ion. He also ac cepts the

re al ity that even be fore the FTA and NAFTA, many sec tors be tween the

two coun tries were be com ing in te grated econ o mies. Rather than re act -

ing with de spair and rather than ab ro gat ing the FTA, how ever, he be -

lieves Can ada should ex pand its trade and eco nomic links be yond the

United States and Mex ico and into the Eu ro pean Com mu nity, the Pa -

cific Rim, and then fur ther into Latin Amer ica.

MacLaren has em pha sized a growth agenda by mak ing it ex plicit

that a Ca na dian global pol icy re lies on com pet i tive eco nomic pol icy. For 

MacLaren, Ca na dian suc cess must be built on a do mes tic agenda aimed

at ori ent ing Can ada’s econ omy to ward global com pe ti tion. MacLaren

has ad vo cated broad tran si tional ad just ment, more ef fec tive fis cal and

mon e tary pol icy, and the re moval of pro vin cial bar ri ers as just some ex -

am ples of strat egy that would lead to ward eco nomic suc cess. The pub -

lic pol icy that he sup ports ad vo cates the en cour age ment of Ca na dian

mul ti na tional or ga ni za tions, which would pen e trate for eign mar kets

with the help of state sup port in the form of joint ven tures, li cens ing

agree ments, di rect for eign in vest ment, and other mech a nisms of this

sort.

Ac cord ing to MacLaren, Can ada’s in de pend ence can be pre served

through eco nomic power and eco nomic growth. A truly global, out -
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ward ori ented econ omy will bring in flu ence to Can ada based on its

wealth and not its po lit i cal abil i ties.

Un like Paul Mar tin, Roy MacLaren en vi sions a rule-based re gime

(as op posed to a bu reau cratic, po lit i cal re gime) as the in sti tu tional ba sis

for op pos ing U.S. dom i na tion and ad vanc ing Ca na dian glob al iza tion.

While MacLaren agrees that Can ada should ex tend free trade to Ja pan,

to Eu rope, and other na tions, its free trade re gime should be built on a

trad ing model based on a core set of rules and pro ce dures. Stress ing the

ob jec tive of mak ing Can ada the first truly open, global econ omy in

North Amer ica, and warn ing against trad ing blocs, MacLaren be lieves

that re gional eco nomic in te gra tion can be part of a larger move ment to -

ward global in te gra tion.

In con clu sion, if the Lib eral party is for tu nate, the is sues of NAFTA

and NAFTA rat i fi ca tion will be dealt with by the cur rent Con ser va tive

gov ern ment. Whether or not the im me di ate trade de bate is re solved, the 

strug gle for con sen sus on eco nomic na tion al ism will go on within the

Lib eral party. If the party forms the next gov ern ment, the de bate could

cre ate a truly se ri ous pol icy di vi sion for them. Even if the Lib er als lose

the elec tion, the strug gle is vi tal to the re mak ing of the party it self. It

con tin ues to be a for ma tive in flu ence on the di rec tion of eco nomic

growth strat e gies within Can ada, and in the lon ger term, in the po lit i cal

and eco nomic out come for the coun try as well.
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Export Financing in the
Context of NAFTA:

The Practicalities of
Commercial Bank Policy

for International Trade

Michel Villeneuve

Scope of international banking

BEFORE I TALK MORE SPE CIF I CALLY about fi nanc ing Ca na dian ex ports

to Mex ico and the United States, I would like to place in per spec tive

in ter na tional bank ing ac tiv i ties in the mod ern world. The good old days 

where banks and gov ern ment agen cies were ea ger to pro vide fi nanc ing

to Less De vel oped Coun tries (LDCs) are gone. At that time, it was easy

to struc ture loans on a non-re course ba sis in sup port of ex ports and pro -

jects. With the debt prob lem and rad i cal po lit i cal changes in many coun -

tries, banks have be come more cau tious when as sess ing risk. More over,

the nu mer ous reschedulings have caused the banks to take de ci sions on

a col le gial basis, as the Paris Club, rather than individually.

Banks to day fo cus more and more on as set qual ity. Ca na dian mon e -

tary au thor i ties have also given a clear mes sage to Ca na dian banks re -
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gard ing the im por tance of as set qual ity for a healthy bank ing sys tem. In

fact, the su per in ten dent of fi nan cial in sti tu tions has in tro duced a loan

pro vi sion pol icy in which banks are re quired to take a pro vi sion of up to

45 per cent of loans ex tended to any of 42 des ig nated coun tries. Mex ico

was re moved from this list in July 1992. Tak ing a con ser va tive ap -

proach, the Ca na dian Im pe rial Bank of Com merce has built pro vi sions

for 100 per cent of the LDC port fo lio. In ad di tion to re spond ing to pres -

sure from the gov ern ment, bank ers rec og nize their re spon si bil i ties in

mak ing pru dent use of the funds en trusted to them by share hold ers,

and more im por tantly by de pos i tors.

As one might ex pect, the role of our in ter na tional di vi sion has

changed sub stan tially over the years. This seg ment of our busi ness is

not viewed any more as a rev e nue gen er a tor per se, for we are not af ter

large trans ac tions to build up our to tal as sets or to boost our rev e nues.

Our man date is to sup port our cli ents in their in ter na tional endeavours.

Re la tion ship bank ing is thus at the cen tre of our con sid er ations.

With glob al iza tion of the mar kets, our cli ents turn more and more to ex -

ports and have greater need for a banker with in ter na tional con nec tions, 

a banker who un der stands the mech a nisms of for eign trade well and is

able to struc ture trans ac tions so as to pro vide the credit re quired by the

buyer while lim it ing fi nan cial risks to the ex porter. In that sense, “in ter -

na tional” is con sid ered as a core busi ness and the ex ec u tive of fi cers of

the bank are very re cep tive to the spe cial re quire ments of ex port fi -

nance. The CIBC has al ways dem on strated a gen u ine in ter est in sup -

port ing ex port ers and is proud to have re ceived an Ex port Can ada

Award from the Ca na dian gov ern ment.

NAFTA

We view NAFTA as a great op por tu nity for Mex ico to at tain con tin u ous

and steady growth and reach the in vest ment grade level. The CIBC is

also of the opin ion that NAFTA, while not a per fect agree ment, is ben e -

fi cial to Ca na dian en ter prises which will have di rect ac cess to a con sum -

ers’ market of 350 million.

In view of the NAFTA ne go ti a tions and the re turn of Mex ico to in -

ter na tional fi nan cial mar kets, our of fice in Mex ico has ac quired a higher 

pro file with the ad di tion of a trade fi nance spe cial ist. Our strat egy for

Mex ico is to em pha size trade-fi nance ac tiv i ties and in vest ment bank
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prod ucts. Wood Gundy, our in vest ment bank ing arm, is mon i tor ing

Mex ico closely with reg u lar vis its; the re sults are al ready there, with

three sales-eq uity trans ac tions con cluded over the past eight months for 

a to tal amount of $100 mil lion.

Mexico’s banking system

One can not talk about ex port fi nance to Mex ico with out look ing at its

bank ing sys tem. There are 18 banks in Mex ico and five are re ported to

have about 80 per cent of to tal bank ing as sets. Most banks have been pri -

vat ized, but many privatizations have proved costly for the new own -

ers, with a weighted av er age price to book value of three to one; as of

Sep tem ber 1992, 15 of the 18 com mer cial banks be longed to fi nan cial

groups which are also ac tive in bro ker age, in sur ance, leas ing, and fac -

tor ing. In this post-pri vat iza tion era, there are two ma jor is sues fac ing

the Mex i can banks: past due loans rel a tive to stock hold ers equity and

issuance of new capital.

Cap i tal is re quired to com ply with the Bank for In ter na tional Set tle -

ments guide lines and to con trib ute to ex pan sion of mar ket share. Up to

now, only two for eign banks have taken an eq uity par tic i pa tion in Mex i -

can banks, which is viewed as an ex pen sive av e nue. At the mo ment, we

have lines of credit with the main banks and have an over all coun try

limit suf fi cient to meet our cli ent needs.

Export financing

Ex port fi nanc ing ac tiv i ties may be di vided into two parts, short and me -

dium term. Short term means trans ac tions with a credit pe riod of less

than one year. We find in this cat e gory raw ma te ri als and con sumer

goods, and pay ment terms with Mex ico call gen er ally for a let ter of

credit. Ex port ers may re quest us to con firm the Let ters of Credit (L/Cs)

or to dis count their de ferred pay ment or to re fi nance the Mex i can bank.

The lat ter re quires that we pres ent to the ap pli ca ble bank a term sheet

out lin ing var i ous con di tions for re fi nanc ing. As banks are more and

more ac tive in this mar ket, rates and con di tions must be very com pet i -

tive. For larger trans ac tions, we may use the 90 per cent in sur ance cov er -

age provided by the Export Development Corporation (EDC).

In these trans ac tions, gov ern ment and com mer cial bank risk shall

be con sid ered. For pri vate risk, the ex porter must in sure the ac count re -
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ceiv able with the Ex port De vel op ment Cor po ra tion, which is will ing to

cover good pri vate risks for a rea son able pe riod, nor mally less than 180

days. With a proper as sign ment of such in sur ance, the CIBC will be in a

po si tion to of fer fi nanc ing, ei ther un der an in voice fi nanc ing fa cil ity or

un der a gen eral line of credit.

Medium term

“Me dium term” re fers to a credit pe riod of two to ten years, and for cap i -

tal goods and ser vices. Amounts in volved are nor mally in ex cess of

$100,000, but as we will see later, the new bun dling pro gram of the EDC

al lows for even smaller amounts. The main play ers in this busi ness seg -

ment are ex port credit agen cies. In Can ada, the Ex port De vel op ment

Cor po ra tion makes di rect loans to for eign buy ers in stead of pro vid ing

guar an tees to banks as other Ex port Credit Agen cies (ECAs) do. EDC it -

self funds loans for up to 85 per cent of the value of Ca na dian goods ex -

ported. The role of Ca na dian banks is to act in a com ple men tary

man ner, ei ther in bring ing the fi nanc ing to the 100 per cent level or in

financing non-Canadian costs.

The EDC has cur rently signed lines of credit with nine Mex i can

banks for a to tal value of $240 mil lion, plus three lines of credit with

gov ern ment agen cies, like PEMEX, rep re sent ing $650 mil lion. To tal ex -

po sure for me dium term trans ac tions is $1 bil lion, which makes Mex ico

one of the most im por tant mar kets for the EDC. In ter est in Mex ico by

Ca na dian ex port ers is high, as proved by an im pres sive $2 bil lion pipe -

line of po ten tial trans ac tions. Of course, a great pro por tion of those are

at an early stage and may never ma te ri al ize.

EDC lines of fer terms from 3 to 81
2 years, and all the lines are guar -

an teed by the Mex i can gov ern ment. With the privatizations, the EDC is

look ing at the pos si bil ity of of fer ing fi nanc ing on the ba sis of com mer -

cial bank risk; it may take one or two years. The EDC has re cently

launched a bun dling pro gram un der the lines of credit that al lows for

ac com mo da tion of trans ac tions as low as $50,000, while of fer ing a more

com pet i tive in ter est rates struc ture.

In our com ple men tary role, the CIBC tends to limit trans ac tions to a

five-year ho ri zon. We also have the abil ity to struc ture multi-coun try

sour cing in volv ing two or three ECAs. Our of fice in Lon don, Eng land,

is very ac tive in the ex port credit guar an tee de part ment and has re -
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cently as sem bled a mul ti mil lion dol lar trans ac tion in Mex ico. CIBC also

has a trade fi nance group lo cated in New York that may of fer fi nanc ing

un der the Ex port-Im port Bank Guar an tee Pro gram. Me dium-term fi -

nanc ing may be struc tured by means of sup plier credit, with prom is -

sory notes be ing sold on the sec ond ary mar ket to banks or for feit ing

houses.

Financing of exports to the United
States

Let us now turn to fi nanc ing of ex ports to the United States. This mar ket

ben e fits from a so phis ti cated and ex ten sive fi nan cial sys tem, and there

is lit tle need for an ex port fi nanc ing struc ture. Fur ther more, Ca na dian

ex port ers tend to con sider the U.S. mar ket like a do mes tic mar ket, and

there fore the usual term of credit is simply an open account.

The CIBC will agree to grant a line of credit on U.S. re ceiv ables, pro -

vid ing they rep re sent first class risk, or pro vid ing they are in sured with

the EDC or an other ac cept able in surer. Al though Ca na dian bank ers are

quite at ease with such Amer i can com mer cial risks, there is some con -

cern about their se cu rity be low the bor der. Even though there is a free

trade zone, the le gal en vi ron ment re mains dif fer ent.

Conclusion

As we move to ward im ple men ta tion of NAFTA, the need for ef fi cient

ex port fi nanc ing mech a nisms be comes greater and the fi nan cial mar ket

is re spond ing with gen u ine in ter est. The Ca na dian Im pe rial Bank of

Com merce, for ex am ple, is con sid er ing it self now as a North Amer i can

bank, rather than just a Ca na dian in sti tu tion. We have es tab lished a

North Amer i can Large Cor po rate Di vi sion, and the of fi cer re spon si ble

for this in ner-coun tries di vi sion is lo cated in New York. New struc tures

are be ing formed to adapt the banking business to North America as a

prime market.
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Should Free Traders
Support NAFTA?

Andrew Coyne

I AM GO ING TO AS SUME from the out set that free trade is, in fact, a good

thing. The ques tion then is whether or not a NAFTA-type ar range -

ment will ad vance or re tard the cause of in ter na tional trade lib er al iza -

tion. Ob vi ously, we need a cri te rion to judge that, for, al though better

than might have been ex pected, the NAFTA is less than a per fect ex am -

ple of a trade agree ment. My cri te rion is go ing to be, is it a net gain, or is

it a net loss, from the sta tus quo, the sta tus quo be ing the bi lat eral Can -

ada-U.S. Free Trade Agreement. 

NAFTA was cer tainly in tended to be a free trade agree ment, but

vast sec tors of the econ omy were left more or less un touched. We

grandfathered vir tu ally ev ery ex ist ing re stric tion in ser vices, par tic u -

larly in trans por ta tion and tele com mu ni ca tions. Two-thirds of the as -

sets of Can ada re main un der in vest ment re view. Ag ri cul ture was also

largely ex empted. Cul tural in dus tries were ex empted. Prov inces had

all kinds of ex emp tions writ ten in for them. Nei ther did we pro vide for

the mo bil ity of la bour, nor, quite dis tress ingly, did we cre ate a sub si dies 

code. More over, we did not jet ti son anti-dump ing laws. Beer was not on 
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the ta ble, and as my some times col league Bill Wat son and I have ar gued

in a dif fer ent con text, beer should al ways be on the ta ble!

Se lec tive trade lib er al iza tion has its costs and its dis tor tions. The

Auto Pact, for ex am ple, has been of great ben e fit to the au to mo bile in -

dus try of North Amer ica. It has not pro duced sig nif i cant ben e fits for

Can ada as a whole, firstly be cause of an ex ag ger ated re li ance on the

prov ince of On tario in this one in dus try, and sec ondly be cause the vast

ex ports of auto parts, and au tos them selves com ing from the Auto Pact,

meant that ev ery body is pay ing higher ex change rates than they would

oth er wise be pay ing. On bal ance, the Auto Pact is good for the coun try,

but in a fairly nar row sense. 

 It would be hard to day to ar gue that trade be tween Can ada and the

United States is more dis torted than it was prior to the FTA. In fact, we

have evened out many dis tor tions be tween dif fer ent sec tors. Con trary

to the im pres sion we of ten get, it did not give ei ther party any new pow -

ers of pro tec tion. Any thing the Amer i cans can do to Can ada now, they

could do be fore the FTA was signed. Other things that they could not do

be fore the FTA, they can not do now. On bal ance then, the FTA has been

pro free trade. With the pos si ble ex cep tion of the auto in dus try, where

they con fined the busi ness ex clu sively to ex ist ing mem bers and ba si -

cally shut out the off shore in dus tries, it did not raise any sig nif i cant new 

bar ri ers to the out side world. 

The sec ond part of my dis cus sion con cerns the is sue of trade di ver -

sion as it re lates to the FTA and to NAFTA. In 1989, there was ap pre hen -

sion that the FTA and other re gional trade blocs were cre at ing a for tress

North Amer ica and a for tress Eu rope. This ob vi ously re mains a hot

topic and for sev eral rea sons.

One rea son, in the most sim ple terms, is that the lower cost that one

can get from con ti nent-wide ra tio nal iza tion of in dus try in creases the ef -

fec tive rate of pro tec tion of ex ist ing tar iffs. This seems to be a rather in ef -

fi cient method for im pos ing trade bar ri ers, and it is go ing to be one of

the at tend ing costs of in creas ing ef fi ciency.

Sec ond, and more im por tant, is the is sue of trade di ver sion ver sus

trade cre ation. If all we are do ing is re mov ing trade bar ri ers against one

coun try, and not against oth ers, we gain very lit tle. Di vert ing trade that

would oth er wise take place be tween Can ada and France to flow be -

tween Can ada and the United States, not on the ba sis of real cost dif fer -

ences, but on the ba sis of se lec tive tar iff pref er ences, is not much of an
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ac com plish ment. On the other hand, much of the trade that ex ists be -

tween Can ada and the United States can not be di verted. Sim ply by rea -

sons of ge og ra phy, trans port costs and sim i lar tastes, the United States

is go ing to be our larg est trad ing part ner no mat ter what the trad ing re -

gime. 

As NAFTA ex pands to Mex ico, and fur ther south, we can see that

this trade di ver sion ar gu ment fig ures more prom i nently when we con -

sider Chile, for ex am ple. As trans por ta tion and com mu ni ca tion costs

de crease, how ever, and as the ma te rial con tent of traded goods de -

clines, this ar gu ment will have less force. The trade di ver sion anal y sis

also suf fers from be ing too static. We must look at the dy namic ef fects of

se lec tive trade lib er al iza tion.

A third way in which re gional trade blocs are said to dam age in ter -

na tional trade lib er al iza tion is through the ef fect on the mul ti lat eral

trade talks in the GATT Round, which have been ac corded less at ten tion 

and im por tance. But the fact that we need the GATT less in creases our

bar gain ing power. We have also wit nessed a cer tain de gree of “cross

lib er al iza tion” be tween the two pacts. The new mul ti lat eral trade or ga -

ni za tion that is be ing talked about as part of the Uru guay Round bor -

rows a lot from the ex ist ing ex am ples of the dis pute set tle ment

mech a nisms of the FTA. We may in deed get some prog ress on de fin ing

sub si dies out of the Uru guay Round that will be help ful to us in a bi lat -

eral con text. All things con sid ered, I would ar gue (in a non-rig or ous

way) that the FTA pro duced a net gain for free trad ers. 

Now we come to NAFTA. Within the con text of re gional trade blocs

ver sus the rest of the world, the key part of NAFTA ap pears to be the ac -

ces sion clause, and it af fects some of the neg a tive ar gu ments in an in ter -

est ing way. Re gard ing the route to trade lib er al iza tion, it is open to

ques tion whether a uni lat eral ap proach should be pre ferred to a mul ti -

lat eral ef fort. Some have ar gued that through ex ter nal re straints we will

be able to achieve free trade that we would not be able to get through

per sua sion and com pro mise. By turn ing ne go ti a tions into a kind of an

arms talks set ting, how ever, you send the mes sage that some thing of

ben e fit is sac ri ficed by get ting rid of tar iffs. I be lieve this can be po ten -

tially harm ful in the long run to the per sua sive ness of the free trade case.

As Da vid Henderson, the chief econ o mist of the Or ga ni za tion of

Eco nomic Co op er a tion and De vel op ment (OECD) says, this kind of bar -

gain ing gives rise to an op por tu nis tic, mer can ti list ap proach to trade
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lib er al iza tion. Each coun try at tempts to give up as lit tle as pos si ble in

ex change for an other coun try’s lib er al iza tion. And by ne go ti at ing bi lat -

eral free trade trea ties, you lock in trade lib er al iza tion in a way that can -

not be al tered later. This could be ben e fi cial, but it could also cause

par ties to be hes i tant about en ter ing into free trade for fear of fac ing

trade bar ri ers later.

On the other hand, free trade, in a mul ti lat eral con text through the

GATT, has so far ex hib ited a very mixed re cord. The pact has suc ceeded

in low er ing av er age lev els of tar iffs and in try ing to civ i lize trade re la -

tions be tween coun tries, but it has also been a slow pro cess. Un der the

most sa cred prin ci ple of most fa voured na tion, it has even pre vented

trade wars from break ing out, but it also tends to mean that trade lib er -

al iza tion pro gresses at the speed of the slow est na tion. 

I wish to pro pose that an al ter na tive ex ists. NAFTA opens  an al ter -

na tive in what I will call “pro gres sive bi lat er al ism.” This is a bridge be -

tween the bi lat eral ap proach of the Can ada-United States Free Trade

Agree ment and full-blown mul ti lat eral trade lib er al iza tion.

It is sig nif i cantly eas ier to drop all trade bar ri ers be tween one or

two, or even a few, coun tries than it is to ne go ti ate a few trade bar rier re -

duc tions at a time with ev ery coun try. The homely anal ogy I like to

draw is that if you are shov el ling your side walk or your drive way,

which is eas ier to do? Take a small amount off of the top all over, or

shovel right down to the ground a few feet at a time? The bi lat eral ap -

proach has its ben e fits. 

Sec ond, as wit nessed al ready with pros pects from the ac ces sion

clause in NAFTA, a dy namic of com pet i tive trade lib er al iza tion is cre -

ated. One of the rea sons why Mex ico en tered into the talks was to gain

ad van tages that Can ada at tained af ter ne go ti at ing a bi lat eral trade

agree ment with the United States. Cer tainly, once the U.S. and Mex ico

started talks, Can ada was very con scious of the “hub and spoke” dy -

namic, and did not wish to leave the United States with ex clu sive ac cess

to all three mar kets. Now we see Chile and other coun tries not want ing

to be iso lated from ac cess to those mar kets by Mex ico. It is a beg gar thy

neigh bour mo ti va tion, but the ef fects of it over time are likely to be be -

nign, and in fact, pos i tive. 

I should men tion, par en thet i cally, that this was an idea sug gested

by Con gress man Jack Kemp and Sen a tor Phil Gramm of the United

States, which was to re tal i ate against coun tries that were not pro vid ing
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ac cess to U.S. ex ports, rather than us ing the tra di tional mech a nism of

slap ping a tar iff on their ex ports. Since a tar iff pe nal izes one’s own con -

sum ers, they ar gue that the United States should drop its trade bar ri ers

against coun tries in com pe ti tion with the of fend ing na tion and thereby

re ward Amer i can con sum ers while si mul ta neously pun ish ing the of -

fender. Thus, the ac ces sion clause could be the ma jor ben e fit from

NAFTA when com pared with the FTA. 

There are, how ever, some NAFTA neg a tives that should be con sid -

ered. First, it is cer tainly irk some to see the rais ing of the rules of or i gin

on cer tain sec tors, which tran spired dur ing the ne go ti a tions, par tic u -

larly in au to mo biles and ap parel. Off set ting this, they did good work in

al ter ing the rules as much as pos si ble. In the auto ex am ple, they more

clearly de fined what was meant by “con tent,” or the “rules of or i gin,”

and in ap parel by com pro mise in other ar eas.

Rules of or i gin are cer tainly wor ri some, not only in terms of throw -

ing up bar ri ers to off shore pro duc ers, but also in im ped ing cross-bor der

trade on the con ti nent, if the rule of or i gin is so oner ous that the pro -

ducer sim ply de cides to use the off shore com po nents and pay the tar iff.

Sec ond, we have some thing still very much in flux, ne go ti a tions on

en vi ron ment and la bour stan dard side agree ments. What ever the re -

sult, it is ex tremely dif fi cult to de ci pher ex actly what the Clinton ad min -

is tra tion in tends from day to day. We even find con tra dic tions within

the same speeches. For ex am ple, last Thurs day, Mr. Kantor, the U.S.

trade rep re sen ta tive, stated: “The com mis sions would have no

supernational pow ers and would not in vade the sov er eignty of any na -

tion, es pe cially ours.” Later in the same speech, how ever, he con tin ued:

“They would have real teeth; a mean ing ful ad vance of their ob jec tives

are con crete and con tain se ri ous com mit ment.” I do not know what this

means, and I am not sure if Mr. Kantor knows what this means. 

Nev er the less, we were re cently as sured that Pres i dent Clinton is

not a pro tec tion ist, and that he ap pointed Mr. Kantor, who is not a pro -

tec tion ist, and is not a rad i cal free trader. I must say that I am im mensely 

hos tile to in clud ing en vi ron men tal con cerns in trade agree ments, par -

tic u larly if en force ment leads to trade sanc tions. 

In clos ing, the weight of ev i dence in di cates that free trad ers should

sup port NAFTA. The con cerns raised here have largely been ad dressed, 

and are out weighed by the pros pect of pos i tive gains from trade lib er al -

iza tion. How ever, the en vi ron men tal side agree ment has the po ten tial
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to be a real Pan dora’s box if the United States Con gress be comes in -

volved. The agree ment would be open to all kinds of loose in ter pre ta -

tions, which would pro vide am ple op por tu nity for trade ha rass ment,

even be yond what we are al ready see ing through the anti-dump ex am -

ples. I would hope that the side agree ment is in ef fec tual and merely

sym bolic. At the pres ent mo ment, and on bal ance, free trad ers should

sup port NAFTA.
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What’s in it for

the United States?

www.fraserinstitute.org



www.fraserinstitute.org



The Phantom Campaign
Issue: U.S. Presidents

and Trade Policy

Gil Troy

THE UNITED STATES JUST COM PLETED a pres i den tial cam paign sup pos -

edly fo cused on “The Econ omy, Stu pid.” In the midst of that cam -

paign, George Bush signed an agree ment cre at ing a $6 tril lion trad ing

fo rum. If ac a dem ics could cre ate his tory rather than re port it, this agree -

ment would have in spired a wide-rang ing pub lic de bate. In fact,

NAFTA was vir tu ally ig nored. It mer ited barely two men tions in three

pres i den tial de bates—one of which was a digression from Ross Perot. 

This si lence about NAFTA is par tic u larly strik ing in light of the ob -

ses sion with trade through out Amer i can his tory. Free trade was cen tral

to the Amer i can Rev o lu tion. It is no co in ci dence that the Dec la ra tion of

In de pend ence and The Wealth of Na tions were pub lished the same year.

Amer i can rev o lu tion ar ies saw free trade as a path to sal va tion.
1
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Yet, in an im per fect world, pro tec tion ism was of ten nec es sary. The

Con sti tu tion em pow ered the new gov ern ment to be pro tec tion ist in Ar -

ti cle I, Sec tion 8. Through out the 19th cen tury, strug gles be tween free

trade and pro tec tion ism dom i nated Amer i can pol i tics. But even as

Amer i cans shouted about the 1828 “Tar iff of Abom i na tions,” some re al -

ized that trade sym bol ized many dif fer ent con cerns. “The tar iff is the

oc ca sion, rather than the real cause of the pres ent un happy state of

things,” John C. Calhoun ad mit ted in 1830.
2
 As proof, Henry Clay’s

1832 ad just ments to the hated tar iff led to the Nul li fi ca tion Cri sis—a

har bin ger of Civil War and con flicts about states’ rights and slav ery, not

tar iffs.

Still, trade could prove po lit i cally treach er ous. Pol i ti cians had to

bal ance con flict ing re gional and na tional needs. There re mains “but one 

ques tion which can by any pos si bil ity de feat your elec tion,” Dem o cratic 

Sen a tor Rob ert J. Walker warned James Knox Polk in 1844, “It is the tar -

iff.”
3
 By the Civil War, free trade uni fied a lib eral Dem o cratic party that

was com mit ted to lais sez faire and sceptical about cen tral ized gov ern -

ment, just as pro tec tion ism ap pealed to the Re pub li can party, which

was try ing to har ness gov ern ment in the ser vice of free la bour and

fledg ling in dus try. 

The two camps be came po lar ized. Trade pol icy no lon ger sim ply

dis tin guished be tween Re pub li cans and Dem o crats but be tween good

and evil. In the hands of Re pub li can or a tors, the Dem o cratic com mit -

ment to “free trade” could ap pear as un sa voury as free love. In 1880, the

Dem o cratic nom i nee Winfield Scott Han cock tried to dis miss the tar iff

as a “lo cal ques tion.” Re pub li cans rid i culed the clue less “Gen eral

Went-off Halfcock” and doubted “whether any ten-year-old boy could

be found” who was so “ignoran[t] of his ig no rance.”
4
 In 1887, the first
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Dem o cratic pres i dent since the Civil War, Grover Cleve land, bravely

tried to re duce the tar iff, call ing it an un just tax goug ing Amer i can

work ers, 

crip pling our na tional en er gies, sus pend ing our coun try’s de -
vel op ment, pre vent ing in volve ment in pro duc tive en ter prise,
threat en ing fi nan cial dis tur bance, and in vit ing schemes of
public plunder.

The 1888 Dem o cratic plat form was equally hys ter i cal, and con clud -

ed by cast ing the trade de bate as the cen tral cam paign is sue: 

Upon this great is sue of tar iff re form, so closely con cern ing ev -
ery phase of our na tional life ...the Dem o cratic party sub mits its
prin ci ples and pro fes sions to the in tel li gent suf frage of the peo -
ple.5

 The Re pub li cans coun tered just as ve he mently. Their 1888 plat -

form cham pi oned “the Amer i can sys tem of pro tec tion,” charg ing that

Cleve land and the Dem o crats “serve the in ter ests of Eu rope; we will

sup port the in ter ests of Amer ica.” This “is not a con test be tween sched -

ules,” Re pub li can nom i nee Benjamin Har ri son thun dered, “but be -

tween wide-apart prin ci ples.”
6
 

Dur ing that cam paign, the pro tec tion ist Wil liam Mc Kin ley re -

ported that “the de mand for tar iff lit er a ture is phe nom e nal.” Pro tec -

tion ists rid i culed Dem o cratic free trade sen ti ments by train ing par rots
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to mimic “the tar iff is a tax, the tar iff is a tax” in pa rades. A mis chie vous

poet sang in The Na tion: 

Pro tec tion, O Pro tec tion, the joy ful sound pro claim
Till each re mot est na tion has heard the Tar iff’s name....7

 Clearly, trade was a pow er ful sym bol to 19th-cen tury Amer i cans.

Free trade trig gered a beau ti ful se ries of as so ci a tions in line with free -

dom of speech, free dom of re li gion, and other fun da men tal Amer i can

lib er ties. Sim i larly “Pro tec tion,” with its aura of gen eral de fen sive -

ness, did not merely shel ter par tic u lar in dus tries but safe guarded the

Amer i can way of life from the for eign threat of the mo ment, be it Eng -

land, France, or, as the 1888 Re pub li can plat form per ceived, Eu rope in

gen eral.

Fur ther more, this was not an ab stract is sue. With no in come tax

through out the 19th cen tury (ex cept dur ing the Civil War), tar iffs and

ex cise du ties were the main sources of fed eral op er at ing ex penses.

Huge sums of money as well as the fate of par tic u lar in dus tries were at

stake. In ar gu ing about the tar iff, Amer i cans were quib bling about

pork—and noth ing is more ap peal ing than dress ing your self ish needs

in gran di ose lan guage hark ing back to the rev o lu tion and con sti tu tion.

Also, the con stant need to ad just rate sched ules kept the is sue fresh.

Fi nally, the very du al ity of the is sue, the po lar po si tions the two par -

ties es poused, al lowed the tar iff to as sume all kinds of sym bolic mean -

ing. The black-and-white tar iff is sue be came a ve hi cle for ar tic u lat ing

con flict ing vi sions of the fu ture and for ex or cis ing var i ous fears. Free

trade be came a ral ly ing cry for Amer i cans anx ious to limit gov ern -

ment power and cor po rate in flu ence, just as pro tec tion ism be came the

iden ti fy ing mark for so phis ti cated Amer i cans em brac ing a new in dus -

trial or der.
8

Nev er the less, a cen tury later, trade in gen eral and NAFTA in par tic -

u lar func tioned as the “phan tom” cam paign is sue, of ten lurk ing but
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rarely ap par ent.
9
 The three most un con ven tional and dem a gogic can di -

dates in 1992, Pat Bu chanan, Jerry Brown, and Ross Perot, tried to ex -

ploit the is sue. Driv ing a Mercedes, wear ing a Rolex, and hav ing a wife

par tial to Her mes scarves did not stop Bu chanan from of fer ing an

old-time, pro tec tion ist, Ja pan-bash ing, Amer ica-First cam paign, es pe -

cially af ter George Bush’s stom ach-turn ing trade mis sion to To kyo. As

the Mich i gan nom i nat ing cau cuses ap proached, Jerry Brown traded in

his funky New Hamp shire tur tle necks for a United Auto Work ers’ satin

jacket and be gan de nounc ing free trade. Perot, as ev i denced by his free

as so ci a tion in the sec ond de bate, tried to pump up in ter est in the is sue as 

well. The mod er a tor Jim Lehrer asked Perot about CAFE auto emis sion

stan dards. Perot re sponded: 

Well, ev ery body’s nib bling around the edges. Let’s go to the
cen ter of the bull’s-eye, the core prob lem. And be lieve me, ev -
ery body on the fac tory floor all over this coun try knows it. You
im ple ment that NAFTA, the Mex i can trade agree ment, where
they pay peo ple a dol lar an hour, have no health care, no re tire -
ment, no pol lu tion con trols, et cet era, et cet era, and you’re go -
ing to hear a gi ant suck ing sound of jobs be ing pulled out of
this coun try right at a time when we need the tax base to pay
the debt ....

“I take, it, then, from your an swer,” Lehrer chuck led, “you do not

have a po si tion on whether or not en forc ing the CAFE stan dards will

cost jobs in the auto in dus try.”
10

Ross Perot’s lit er ary equiv a lent was Amer ica: What Went Wrong? by

two Phil a del phia In quirer re port ers, Don ald L. Bart lett and James B.

Steele. First pub lished in March 1992, by Oc to ber the run away best

seller was in its 11th print ing. Chap ter 2, en ti tled “Los ing Out To Mex -

ico,” told about Mollie James, who in vested 33 years work ing for a com -

pany that man u fac tured elec tri cal com po nents. Then a wealthy Bel Air

cap i tal ist funded by “Mi chael Milken’s junk bond ma chine” bought the
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com pany. The plant moved to Matamoros, a bor der town across the Rio

Grande, along a ver i ta ble “high way of For tune 500 com pa nies.” Mollie

James, at 58 years old, is out of a job.
11

 Bart lett and Steele, Perot, Brown,

Bu chanan, and oth ers were try ing to push Amer i cans’ but tons with

fears of greedy capitalsts and sleazy for eign ers. These at tempts make

the si lence all the more deaf en ing. 

Still, a closer look re veals some very good rea sons for NAFTA’s fail -

ure as a pop u lar is sue. There were, in fact, 2,000 rea sons why it was ig -

nored, the page count of the agree ment it self. The is sue was flat tened

un der the doc u ment’s sheer bulk.

NAFTA is not just de tailed, but com pli cated. It is not eas ily

“sound-bited” (to use an other Perotism) or re duced to the

black-and-white is sue of a cen tury ago. George Bush de clared him self

for “free and fair trade” and Bill Clinton wanted “more trade but on fair

terms.” Bush signed and em braced NAFTA, while Clinton said “on bal -

ance it does more good than harm, if we can get some pro tec tion for the

en vi ron ment so that the Mex i cans have to fol low their own en vi ron -

men tal stan dards, their own la bour law stan dards ...” The dif fer ences

thus ap peared mi nor not ma jor, ques tions of nu ance not prin ci ple. In

fact, rather than bun dling a se ries of is sues and serv ing as a ma jor sym -

bol, NAFTA was folded into Bush’s cri tique of Clinton’s “pat tern” of

“try ing to have it both ways on all these is sues.” As the pres i dent in -

sisted: “You can’t do that,” and the gov er nor re sponded, “His whole

deal is you’ve gotta be for it or against it, you can’t make it better,” the

ques tion of trade dis ap peared.
12

Nei ther of the two likely win ners, Bill Clinton and George Bush,

would re pu di ate a free trade agree ment. The one prin ci ple Bush seemed 

de voted to through out his ca reer was a free mar ket that in cluded free

trade, while Clinton was try ing to re as sure Amer i cans and their al lies

that he was ma ture enough to man age for eign pol icy, that some con ti -
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nu ity could be ex pected. Fur ther more, in what was still Ron ald Rea -

gan’s Amer ica, it was dif fi cult to fight some thing as Amer i can-as-

ap ple-pie-sound ing as a “free trade” agree ment with out a good phan -

tom.

In the 1988 Dem o cratic pri mary cam paign, Con gress man Rich ard

Gephardt tem po rarily re vived his sag ging for tunes by run ning with

trade be cause he found the right phan tom. His most ef fec tive cam paign

com mer cial pic tured auto work ers dil i gently as sem bling a car. “They

work their hearts out ev ery day try ing to turn out a good prod uct at a

de cent price,” Gephardt in toned. “Then the Ko rean gov ern ment slaps

on nine sep a rate taxes and tar iffs. And when that gov ern ment’s done, a

$10,000 Chrys ler K car costs $48,000.” Gephardt’s speeches clev erly fo -

cused on the Jap a nese rather than the Ko re ans, tar ring the greater “yel -

low peril” with the same brush. “In Ja pan and many other mod ern

in dus trial na tions, gov ern ment and in dus try and la bour have pro duced 

a new model of co-op er a tive en ter prise,” Gephardt said. “We’re eat ing

their eco nomic dust.” The con gress man warned that, with out pro tec -

tion ism, “Amer ica could be come a mod ern-day Great Brit ain.”
13

 

Gephardt’s ploy worked—al beit fleet ingly. In a pri mary cam paign,

it makes sense to fo cus on par tic u lar con stit u ent groups; in the gen eral

cam paign, one needs to ap peal more broadly and ap pear more states -

man like. Also, ev ery day, Amer i cans could see the im pact of Jap a nese

suc cess on their lives. Trade with Ja pan is a con ve nient ve hi cle wherein

mod ern Amer i can fears of de cline meet tra di tional fears of con spir acy.

The United States has been suc ces sively, and some times si mul ta -

neously, a Protestant coun try founded in fear of Cath o lics, a dem o cratic

coun try fear ing mon ar chists, a for mer col ony fear ing Great Brit ain, a

fledg ling so ci ety fear ing French Jac o bins, a cap i tal is tic econ omy fear ing

Com mu nists, and now a West ern “free trader” fear ing wily Ori en tal

pro tec tion ists.
14

 Against such a har row ing pa rade of phan toms, Mex ico
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and Can ada just don’t stack up. North Amer ica is not a cat e gory of anal -

y sis in Amer i can po lit i cal dis course, let alone Amer i can po lit i cal de -

mon ol ogy. Mex ico is per ceived as too weak and Can ada—dare I say

it—too nice. 

Thus shelved, dis cus sion about the North Amer i can Free Trade

Agree ment is con signed to a few egg heads within the Belt way, some in -

ter ested con gress men, the oc ca sional dis placed man u fac turer, a hand -

ful of out raged un ion lo cals, and con fer ences like this one, over the

bor der. This dis in ter est seems bad for de moc racy. The United States

was de prived of a healthy and vig or ous de bate over a rev o lu tion ary

agree ment. But that very in at ten tion gives the new pres i dent a lot of

room to ma noeuvre and the op por tu nity to do what he does best—what

Dem o crats (now that he’s their leader) call con sen sus build ing, what

Re pub li cans call wea sel ing, and what the dis tin guished for mer

vice-pres i dent of the United States of Amer ica called “pull ing a

Clinton.”
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What President Clinton’s
Trade Policy Should Be

Toward Mexico and Why

Susan Kaufman Purcell

WHEN IT BE CAME CLEAR that Bill Clinton would win the No vem ber

1992 pres i den tial elec tion, many sup port ers of the NAFTA, who

had ar gued that its pas sage de pended on a Bush vic tory, changed their

po si tion. They be gan claim ing in stead that a Clinton ad min is tra tion

would have an im proved chance of push ing the NAFTA through Con -

gress since a Dem o cratic pres i dent (avoid ing the grid lock that char ac -

ter ized the Bush ad min is tra tion) would work better with a Democratic

Congress.

It is dif fi cult to de ter mine to day whether they were cor rect. Now we 

have a Dem o cratic pres i dent and an un prec e dented turn over in Con -

gress. One hun dred and ten new U.S. sen a tors and rep re sen ta tives were 

elected with Clinton, per haps re flect ing the pub lic’s de mand for new

faces. Be fore 1992, the re-elec tion odds for a con gres sio nal in cum bent

were nearly 98 per cent. It was widely be lieved that this re sulted from an

ex cess of spe cial in ter est and po lit i cal ac tion com mit tee (PAC) power.

Add ing to the pub lic’s dis sat is fac tion was the Con gres sio nal

check-writ ing scan dal.
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The rep re sen ta tives elected for the first time in 1992 are over whelm -

ingly Dem o cratic. Many are women, mem bers of mi nor ity groups, and

from poor ur ban ar eas. More over, more than half cam paigned against

NAFTA be cause they be lieved that their con stit u ents could not suc cess -

fully com pete with Mex i can la bour, which is paid as lit tle as one-tenth

the wages of U.S. la bour. It seems fair to con clude, there fore, that this

new Con gress is more crit i cal of NAFTA than of its pre de ces sor.

De spite Pres i dent Clinton’s strong sup port for NAFTA dur ing his

cam paign, he has sent mixed sig nals since his in au gu ra tion. There is no

con sis tency in Clinton’s po lit i cal ap point ments. A strong pro-free trade

group is headed by Lloyd Bentsen, Sec re tary of the Trea sury, and Rob -

ert Ru bin, As sis tant to the Pres i dent for Eco nomic Pol icy and Di rec tor of 

the Eco nomic Se cu rity Coun cil. Clinton’s other ap point ees ap pear to

hold very dif fer ent views on free trade. Rob ert Reich, Sec re tary of La -

bour, is known to tol er ate the anti-free trade views of or ga nized la bour,

and Laura Tyson, Chair woman of the Coun cil of Eco nomic Ad vi sors, is

on re cord as an ad vo cate of man aged or fair trade.

Clinton’s speeches also con tain con flict ing mes sages. While the

pres i dent spoke in fa vour of free trade dur ing his meet ing with Pres i -

dent Sa linas of Mex ico in Jan u ary 1993, he sub se quently de liv ered a

speech that strongly im plied sup port of man aged trade. In ad di tion, he

de liv ered a pro tec tion ist-sound ing speech to Boe ing air craft work ers in

Se at tle that at tacked the Eu ro pean airbus sub sidy and then may have re -

versed his po si tion on the sub sidy shortly there af ter. In short, the early

re cord shows an ex ec u tive that is play ing both sides of the free trade is -

sue and a con gress that is more anti-NAFTA than its pre de ces sor.

None the less, my im pres sion is that Pres i dent Clinton’s own po si -

tion on NAFTA has be come more pos i tive. Clinton, aware of global eco -

nomic in te gra tion and the in creas ing per cent age of the U.S. gross

na tional prod uct that de pends on in ter na tional trade, has be come a

strong pro po nent of U.S. com pet i tive ness. He un der stands the ad van -

tage that the sin gle Eu ro pean mar ket gives to the Eu ro pe ans. He is also

aware of how Ja pan’s eco nomic in volve ment in South east Asia has im -

proved com pet i tive ness. NAFTA, he sees, has the po ten tial to pro vide

North Amer ica with a more com pet i tive and pro duc tive econ omy.

As pres i dent, Clinton un der stands more clearly that Mex ico is of

great im por tance to U.S. na tional in ter ests. Mex ico, a de vel op ing coun -

try, needs a grow ing econ omy and po lit i cal sta bil ity in or der to de ter a
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po ten tial flood of em i grants cross ing its 2,000 mile bor der into the

United States. Even though their econ omy is im prov ing, thou sands of

Mex i cans con tinue to en ter the United States il le gally.

The White House also sees NAFTA as the best way to lock in eco -

nomic re forms that be gan in Mex ico in the mid-1980s; Mex ico has aban -

doned an in ward-look ing and pro tec tion ist eco nomic de vel op ment

strat egy, and has re vised its hos tile views to wards mul ti na tional cor po -

ra tions. In ad di tion to wel com ing for eign in vest ment and so lic it ing for -

eign cap i tal, Mex ico has low ered its tar iffs and elim i nated many

non-tar iff bar ri ers. To en sure con tin u a tion of Mex ico’s re forms and to

se cure con tin ued eco nomic growth, Mex ico must be a part ner in the

North Amer i can Free Trade Agree ment.

Pres i dent Clinton has not yet spo ken about the po lit i cal and so cial

con se quences that Mex ico will face with out an agree ment. My own con -

ten tion is that those con cerned about po lit i cal sta bil ity, de moc racy, and

en vi ron men tal pro tec tion in Mex ico should ar gue that the chances for

prog ress in these ar eas and re sources avail able to sup port it are greater

with NAFTA. Mex ico cur rently con trib utes about one per cent of its

GDP to en vi ron men tal pro tec tion.  With NAFTA, there is room for

more. Pres i dent Clinton has not pub licly made this ar gu ment, but the

ad min is tra tion is aware of it.

Pres i dent Clinton’s sup port of NAFTA has caused him po lit i cal dif -

fi cul ties with con stit u ents of the party that elected him, par tic u larly

with or ga nized la bour and en vi ron men tal groups. As he has learned, it

can be dis ad van ta geous to have a Dem o cratic pres i dent and a Dem o -

cratic con gress. A pres i dent is sen si tive to the in ter ests of his core sup -

port ers and is vul ner a ble to pres sure from them. Pres i dent Clinton’s

mixed mes sages, when com bined with his need to ac com mo date his sup -

port ers, have en cour aged de mands to change NAFTA to fit their needs.

Not NAFTA but the new bud get is the first pri or ity of the Clinton

ad min is tra tion. NAFTA must pass through the same com mit tees, the

House Ways and Means and the Sen ate Fi nance Com mit tees, as must

the bud get. NAFTA may be dis ad van taged if the de bate over Clinton’s

bud get proves dif fi cult and lengthy.

Par al lel agree ments on the en vi ron ment and la bour pose an other

prob lem. How much en force ment au thor ity will their tri lat eral com mis -

sions have? Sov er eignty is a sen si tive is sue in Mex ico. Al though Mex i -

cans and Ca na di ans ob ject, ex treme en vi ron men tal groups want the
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tri lat eral com mis sions to have law-mak ing and en force ment ca pa bil i -

ties. Amer i can en vi ron men tal groups fail to rec og nize that Mex ico and

Can ada would have the same right to in flu ence U.S. laws and en force -

ment.

Mickey Kantor, the U.S. Trade Rep re sen ta tive, stated re cently that

the tri lat eral com mis sions would not have law en force ment ca pa bil i -

ties.  Re vers ing a Clinton cam paign po si tion, he stated that their role

would be to in ves ti gate, pub li cize vi o la tions and make rec om men da -

tions. The le gal sys tems of the three coun tries would then act on these

rec om men da tions.

The ad min is tra tion’s new ap proach is to con vince the Mex i cans to

strengthen their own laws and en force ment ca pa bil i ties. En vi ron men -

tal ists pre sume, in cor rectly, that Amer i cans want a clean en vi ron ment

while Mex i cans do not. Mex i cans know they face se vere en vi ron men tal

prob lems, and grass roots en vi ron men tal or ga ni za tions in Mex ico stim -

u late ad di tional con cern.

In my opin ion, Pres i dent Clinton’s po si tion on NAFTA has evolved

in the right di rec tion. While this is en cour ag ing, fi nal judge ment will de -

pend on whether the pres i dent will con tinue to sup port rea son able par -

al lel agree ments and whether his pro-NAFTA lob by ing ef fort in

Con gress is suc cess ful.

In the past few months, I have al tered my po si tion. Like Pres i dent

Bush, I thought the la bour and en vi ron men tal is sues would take care of

them selves once NAFTA was passed. I be lieved it was im por tant to get

the agree ment ap proved, and that it would be eas ier to do so with out

the par al lel agree ments. I am con vinced now that it is pos si ble to elicit

ad di tional and faster pos i tive changes in Mex ico by press ing for par al lel 

agree ments, as long as they are not ex treme.

My great est con cern is that do mes tic in ter est groups be lieve that

Mex ico—want ing NAFTA with out re gard to cost—will agree to any -

thing. There is a limit (hard to de fine) be yond which Mex ico can not be

pushed. If the pres i dent can re strain Amer i can in ter est groups, he may

ob tain a more ef fec tive NAFTA than was orig i nally ne go ti ated by Pres i -

dent Bush.
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Winners and Losers
from NAFTA

Robert M. Dunn, Jr.

THE PUR POSE OF THIS PA PER is to dis cuss po ten tial win ners and los ers

from NAFTA within the United States, and to ar gue that many of

the win ners and los ers will be iden ti cal in Canada.

NAFTA ap pears to be more con tro ver sial in the United States than

in Can ada, and it is far from cer tain that NAFTA would pass the U.S.

Con gress, par tic u larly the House of Rep re sen ta tives, if put to a vote

now. It would prob a bly pass the Sen ate fairly eas ily be cause of the

power of ag ri cul tural in ter ests, there be ing two sen a tors per state in that

body. In the House of Rep re sen ta tives, how ever, where pop u lous states

are far more pow er ful, NAFTA will en coun ter prob lems.

There is an in struc tive con trast be tween po lit i cal ac cept abil ity in the 

United States of the U.S.-Can ada trade pact in the late 1980s, and Amer i -

can feel ings to ward NAFTA to day. When the U.S.-Can ada deal was

pro posed, a few in di vid ual in dus tries were un happy and com plained,

as did a few in di vid ual la bour un ions. But there was no broad op po si -

tion to the FTA on the part of la bour, cap i tal, or own ers of land.

Op po si tion was rel a tively muted in both coun tries be cause the

United States and Can ada have ex tremely sim i lar rel a tive fac tor en -

dow ments. Us ing an econ o mist’s phrase, we are Heckscher-Ohlin

twins. We have about the same ra tios of cap i tal to la bour, and we also
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have sim i lar av er age ed u ca tional lev els. As a re sult, free trade be tween

the United States and Can ada, al though it will af fect some in di vid ual

in dus tries, does not have broad in come dis tri bu tion ef fects from one

fac tor of pro duc tion to an other. This is be cause U.S.-Can ada trade is not

pri mar ily based on dif fer ences in rel a tive fac tor en dow ments, there be -

ing no strik ing dif fer ences. Lack of broad in come dis tri bu tion im pacts

of the U.S.-Can ada pact within the United States made it easy for that ar -

range ment to be ac cepted by Con gress, and made it rel a tively un con tro -

ver sial.

The U.S.-Can ada deal, like most re gional ar range ments, is re ally an

ar range ment be tween “similars.” It is much eas ier to ne go ti ate a free

trade agree ment among coun tries that are broadly sim i lar, as was the

case with the orig i nal EEC as well as with the U.S.-Can ada FTA, than it

is to com plete a deal among coun tries that are very dif fer ent in their rel -

a tive fac tor en dow ments. NAFTA, of course, is an en tirely dif fer ent sit -

u a tion be cause the United States and Mex ico (and also Can ada and

Mex ico), have very dif fer ent rel a tive fac tor en dow ments. The United

States and Can ada are rel a tively abun dant in cap i tal, land, and hu man

cap i tal (highly skilled pro fes sional, tech ni cal la bour), while Mex ico is

rel a tively abun dant in un skilled and semi-skilled la bour, and in trop i -

cal land.

What this means is that the trade that will grow up un der NAFTA

will be pri mar ily Heckscher-Ohlin based, which is to say that it will be

based on these large dif fer ences in rel a tive fac tor en dow ments. Mex ico

will ex port trop i cal prod ucts, but far more im por tantly, un skilled and

semi-skilled la bour-in ten sive prod ucts, to the United States and Can -

ada. The United States and Can ada will ex port to Mex ico cap i tal and hu -

man cap i tal-in ten sive prod ucts, and some prod ucts that re quire

tem per ate cli mate land, par tic u larly mech a nized field crops.

What Heckscher and Ohlin ex plained in the 1920s, and what

Wolfgang Stolper and Paul Samuelson ex panded upon in the 1940s,

was the fact that such trade pro duces large in come dis tri bu tion ef fects.
1

In each coun try the rel a tively abun dant fac tor or fac tors of pro duc tion
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win, i.e., they have higher in comes, but the rel a tively scarce fac tors lose,

i.e., they re ceive lower in comes. It is not hard to fig ure out why this hap -

pens.

If the United States ex ports cap i tal and hu man cap i tal-in ten sive

goods to Mex ico, and im ports from Mex ico un skilled and semi-skilled

la bour-in ten sive prod ucts, a marked shift in fac tor mar kets oc curs. The

de mand for un skilled, and semi-skilled la bour, de clines in the United

States, pro duc ing lower wage rates for such peo ple. Si mul ta neously, an

in crease in the de mand for high-skilled pro fes sional tech ni cal la bour,

cap i tal, and tem per ate cli mate land pro duces higher in comes for U.S.

res i dents who own those fac tors of pro duc tion. The same ef fects could

be ex pected in Can ada.

Un der ex treme and un likely as sump tions, it can be proved that the

wage rate in the United States would ul ti mately equal the wage rate in

Mex ico. This is not go ing to hap pen be cause the as sump tions do not

hold, but the trend in rel a tive fac tor in comes is quite clear. This means

that, de spite the com plaints of my col leagues in the eco nom ics pro fes -

sion, the AFL-CIO is nei ther ir ra tio nal nor short-sighted in op pos ing the 

NAFTA pact. Those un ions rep re sent pri mar ily un skilled and

semi-skilled la bour who would be hurt by NAFTA. To tal gross do mes -

tic prod uct in the United States will go up, but un ion mem bers will come 

out on the los ing end of this pact. The AFL-CIO’s job is not to rep re sent

broad na tional in ter ests, but to ad vance the in ter ests of its mem ber ship,

which means op pos ing NAFTA.

There is a par a dox here. Among the larg est los ers from this pact will 

be Mex i can and other Latin Amer i can peo ple cur rently em ployed in the

United States. Who are the peo ple who work in the gar ment fac to ries of

Cal i for nia, New York, and else where? Pri mar ily Latin Amer i cans liv ing 

in the United States, le gally or oth er wise. Many Amer i cans of Latin

Amer i can ex trac tion will be on the los ing end of this ar range ment, as

will other U.S. mi nor ity groups who are dis pro por tion ate in the un -
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skilled and semi-skilled sec tor of the la bour force. Rob ert Mundell

pointed out in the 1950s that there is a very close par al lel be tween the in -

come dis tri bu tion ef fects of free trade that is Heckscher-Ohlin based,

and the dis tri bu tional ef fects of free fac tor mo bil ity.
2
 If la bour can move

freely be tween na tions, there will be an arbritraging to gether of wage

rates. Free trade pro duces the same out come. There is a close par al lel be -

tween what hap pens with Heckscher-Ohlin free trade and what hap -

pens with free in ter na tional fac tor mo bil ity.

A pain ful par a dox re sults from this pro cess. In the United States

and in Can ada, NAFTA would in crease to tal in comes but would also

make the dis tri bu tion of in come within the United States and Can ada

more un equal. The peo ple who would gain from NAFTA are over -

whelm ingly those whose in comes are al ready above av er age: own ers of

hu man cap i tal, tem per ate cli mate land, and other cap i tal. Los ers from

NAFTA would be over whelm ingly those whose in comes are al ready

be low av er age, namely un skilled and semi-skilled la bour.

This move ment to ward a more un equal dis tri bu tion of in come as a

re sult of NAFTA will add to a rather strik ing trend in this di rec tion that

has been un der way in the United States for two de cades. Real, or in fla -

tion-ad justed, wage rates for un skilled and semi-skilled la bour (those

re ferred to as “non-su per vi sory pro duc tion work ers” in the sta tis tics)

rose slowly but steadily for 20 years be fore 1973. That time se ries

peaked in 1973 and then the real wages of un skilled and semi-skilled de -

clined.

These hourly wages have fallen by about 13 per cent since 1973. On a 

weekly ba sis, such wages have fallen about 19 per cent, the dif fer ence

be ing the im pact of more part-time work.
3
 Av er age per ca pita dis pos -

able in come has risen by about twenty-five per cent in the United States

over this pe riod. If, over two de cades, real dis pos able in come per ca pita

in the United States rises by about one quar ter, while hourly wages of

the un skilled and semi-skilled work ers go down by about 12 per cent
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and weekly wages fall by 19 per cent, it is pretty ob vi ous that the dis tri -

bu tion of in come has be come more un equal. The ev i dence for this con -

clu sion is over whelm ing.

This trend can not be at trib uted to any sin gle ad min is tra tion or any

sin gle pol icy. It oc curred dur ing the end of the Nixon pres i dency, and

dur ing the pres i den cies of Ford, Carter, Rea gan, and Bush. There are

many ba sic forces within the U.S. econ omy that are pro duc ing this out -

come, one of them be ing a large in crease in U.S. im ports of la bour-in ten -

sive man u fac tured goods from the newly in dus tri al ized coun tries of

Asia. This trade places down ward pres sure on em ploy ment op por tu ni -

ties for less skilled U.S. cit i zens.

The United States has al ready ex pe ri enced a clear trend to ward a

more un equal dis tri bu tion of in come, and NAFTA will ar gu ably in -

crease this trend. Is there a way to avoid this re sult? Is there a way for the 

United States (and Can ada) to ob tain the in creases in real in come to tal

that will come from NAFTA with out ac cept ing the un pleas ant dis tri bu -

tional ef fects? Yes, there is, and it grows out of what is known as the

com pen sa tion or brib ery prin ci ple. When ever a gov ern ment pol icy in -

creases to tal out put but re dis trib utes in come, it can avoid un de sir able

dis tri bu tional ef fects by tax ing away some of the ben e fits to the win ners

and us ing the funds to com pen sate the los ers. The most ob vi ous way to

do this would be to in crease the earned in come tax credit pro gram for

low wage work ers in the United States. Such an in crease has been pro -

posed by the Clinton ad min is tra tion but has not been pub licly tied to

NAFTA. These dis tri bu tional ef fects of NAFTA can be avoided by in -

creas ing what is ba si cally a neg a tive in come tax for low wage work ers

in the United States.

Why have most of the econ o mists who have talked about NAFTA

said so lit tle about this is sue, be cause econ o mists love com par a tive ad -

van tage. It was re port edly Paul Samuelson who said that there are very

few things that econ o mists know with cer tainty that are not triv ial, one

ex cep tion be ing com par a tive ad van tage. It is not triv ial and it is true.

The truth of com par a tive ad van tage can be seen in the the ory and in his -

tory and ex pe ri ence. Trade does in crease to tal out puts and in comes.
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Since econ o mists are so en am oured of Ricardo’s the ory of 1817, they

tend to dis miss any ar gu ment that in ter feres with it.
4

One of the most widely cited defences of NAFTA is a book by Gary

Hufbauer and Jeffrey Schott, NAFTA: An As sess ment. It was widely re -

viewed a few months ago. The con clu sion of this vol ume that NAFTA

will gen er ate in the neigh bour hood of 170,000 ad di tional jobs in the

United States has some ma jor prob lems.
5
 Ba si cally, they use one ar gu -

ment to over whelm Heckscher-Ohlin, and that ar gu ment turns out to be 

quite doubt ful.

Hufbauer and Schott main tain that Mex ico will im prove its eco -

nomic pros pects so sub stan tially as a re sult of NAFTA that there will be

an in vest ment in flow of $12 bil lion per year that will fi nance a $12 bil -

lion an nual cur rent ac count def i cit for Mex ico, $9 bil lion of which will

ac crue to the United States as an im prove ment in the U.S. cur rent ac -

count.  Ba si cally, what they are say ing is that the Heckscher-Ohlin ef -

fects, which were dis cussed above, will be over whelmed by an

im proved U.S. trade bal ance of $9 bil lion a year, which is a mir ror im age

of Mex ico’s pre dicted $9 bil lion cur rent ac count def i cit with the United

States. The $9 bil lion a year im prove ment in the U.S. trade ac count is

then used to pre dict a net job gain of 170,000 for the United States.

There are at least two prob lems with the Hufbauer-Schott con clu -

sions.First, most of the $12 bil lion in cap i tal in flows to Mex ico is go ing to 

come from the United States. They must as sume that these funds that

Amer i can firms in vest in Mex ico would oth er wise have been un em -

ployed. They must as sume that Mex ico can get an ex tra $12 bil lion a

year, much of it from the United States, with out se ri ous job losses in the

U.S. re sult ing from de creased U.S. in vest ment. That seems highly un -

likely.

A more se ri ous prob lem is that the cap i tal flows to which they at -

trib ute such im por tance are in her ently a tem po rary stock ad just ment or

port fo lio bal anc ing pro cess, while the Heckscher-Ohlin trade pat tern is
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per ma nent, that is, this trade goes on year af ter year. As a re sult of

NAFTA, firms will ar gu ably re al lo cate some fixed per cent age of their

as sets to wards Mex ico, and it will take them a few years to do this.

Once these firms have re al lo cated their cap i tal stock to the new mar -

ket cir cum stances with NAFTA, these cap i tal flows will largely cease, or 

at least de cline very sharply. If the cap i tal flows cease, then Mex ico must 

sharply re duce its cur rent ac count def i cit, and the cur rent ac count sur -

plus of the United States will de cline. The 170,000 jobs that Hufbauer

and Schott have en vi sioned will then be lost. The Heckscher-Ohlin trade 

that oc curs be tween the United States and Mex ico is not a stock ad just -

ment pro cess, it is per ma nent. It will con tinue, with its in come dis tri bu -

tion ef fects, while the job cre ation pre dicted by Hufbauer and Schott is

likely to be tem po rary.

In light of this pro spec tive prob lem of in come dis tri bu tion in the

United States (and in Can ada), from NAFTA, why have econ o mists

been so over whelm ingly in fa vour of the agree ment? First, econ o mists

do love com par a tive ad van tage. It is not triv ial, and it is true, which is

not the case for most of the things that the pro fes sion ar gues about. 

Sec ond, NAFTA is seen as a ve hi cle for re duc ing the flow of il le gal

em i grants from Mex ico to the United States. NAFTA will, of course,

pro duce the ex act op po site dis tri bu tional ef fects in Mex ico as it will in

the United States. Wages in Mex ico will go up, re turns to cap i tal and hu -

man cap i tal in Mex ico will go down. If wage rates for un skilled and

semi-skilled la bour in Mex ico rise, while they are fall ing in the United

States, the forces pull ing peo ple across the bor der from Mex ico to the

United States will de cline. It is thought that NAFTA re ally will re duce

the U.S. prob lem of il le gal im mi gra tion. Also, NAFTA con tains a num -

ber of pro vi sions other than free trade in mer chan dise that the United

States wants very badly. One of them is im proved pro tec tion for U.S. in -

tel lec tual prop erty rights. Get ting better pro tec tion for U.S. pat ents and

copy rights is seen as im por tant, and NAFTA will help. NAFTA also

pro vides for much better ac cess to Mex i can mar kets for U.S. bank ing,

in sur ance, and other ser vice sec tor firms than has pre vi ously been avail -

able. In ad di tion, the United States will have more se cured ac cess to

Mex i can gas and oil, as well as the pos si bil ity of U.S. drill ing firms bid -

ding on Pemex con tracts.

There are a num ber of things in the agree ment that the United States 

wants. Most im por tant, NAFTA was seen by the Bush Ad min is tra tion
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as a strong im pe tus for the de vel op ment of Mex ico, and as sup port for

the best ad min is tra tion in Mex ico City that the United States has seen in

liv ing mem ory. There has been fear in ear lier de cades that Mex ico might 

de scend into eco nomic and po lit i cal chaos, pro duc ing huge prob lems

for the United States, par tic u larly in bor der re gions. In the lat ter part of

the 1980s, there has been an ad min is tra tion in Mex ico City that is very

good, not only by his toric stan dards but also by ab so lute stan dards.

Sound eco nomic pol i cies are be ing strongly en forced, and there is much

less cor rup tion in Mex ico than has ex isted be fore.

The United States con cluded that it should en cour age this change,

and help to see to it that Mex ico will con tinue to op er ate un der sound

pol i cies. NAFTA is seen as a way of strongly en cour ag ing the suc cess of

the new Mex i can pol i cies. It is hoped that Mex ico can be come the first

Latin Amer i can ver sion of an Asian “ti ger.” NAFTA is seen as a way of

pre vent ing Mex ico from re vert ing to the bad old days and the bad old

pol i cies.

Nev er the less, the prob lems of in come dis tri bu tion con tinue and

must be dealt with. It is not a fore gone con clu sion that NAFTA will gain

ac cep tance in the United States Con gress. It is highly con tro ver sial, par -

tic u larly in the House of Rep re sen ta tives.

Since the pact has been signed, and since much is de pend ent on it, it

should be adopted, but with strong ef forts in the area of job re train ing,

and with changes in the earned in come tax credit pro gram for low wage

work ers. Com pen sa tion is needed for peo ple who are vir tu ally cer tain

to come out on the los ing end of this agree ment. They are un skilled and

semi-skilled work ers in the United States and, ar gu ably, their coun ter -

parts in Can ada.
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NAFTA and Water:
Dare We Talk About

Water Markets?

James L. Huffman

I WAS IN VAN COU VER, BRIT ISH CO LUM BIA, about a year ago at a con fer -

ence spon sored by the Ca na dian Wa ter Re sources As so ci a tion, and I

talked about wa ter there, and wa ter mar ket ing in par tic u lar. I felt some

need to leave the coun try very quickly. A few months later I went to Cal -

gary, Al berta, to an other meet ing, and I had some trou ble get ting into

the coun try. Can ada was more wel com ing this morn ing, al though I had

my voter pre cinct card, which dem on strated to the of fi cial at hand my

cit i zen ship in the United States. And I promised to leave.

I am at the Her i tage Foun da tion for the mo ment, but I grew up in

the West, and my per ma nent place of em ploy ment is in Or e gon. I grew

up in Montana, the Amer i can West is my home, and there fore I am very

fa mil iar with wa ter prob lems. Wa ter prob lems have dom i nated pol i tics

in the arid West of the United States for more than a cen tury, and will

con tinue to do so for the fore see able fu ture, so I am not un aware of the

con tro ver sial na ture of wa ter pol i tics. I was taken a bit by sur prise, how -

ever, when I vis ited Van cou ver, and found what a heated is sue it is in
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Can ada. Can ada is a coun try that is well-en dowed with wa ter—just

about be yond com par i son on the globe.

I wish to out line some ideas that I have about wa ter and free trade.

My in ter pre ta tion of NAFTA is that it clearly ex cludes wa ter. I think that 

there is no “se cret agenda” to have wa ter slip through the cracks. No -

body in the United States, to my knowl edge, has any no tion that the

agree ment in volves wa ter. In my opin ion this is un for tu nate, which I

take it is not a pop u lar idea with Ca na di ans. I come to my view with the

idea that wa ter is like any scarce re source. It plays an im por tant role in

our lives, and for that rea son ought to be used ef fi ciently and al lo cated

with great care. I be lieve that we can get a lot more out of our wa ter, for

what ever pur pose, if we rely a lit tle more on mar kets and a lit tle less on

cen tral ized, gov ern men tal plan ning.

The his tory of wa ter in the United States dem on strates in spades

that gov ern ment does not do well in al lo cat ing this com mod ity. In some

ways, con cern about wa ter is not par tic u lar to Can ada. It has been a pre -

oc cu pa tion of arid west ern states of the United States for 100 years.

States have fought over wa ter and adopted laws pro hib it ing its ex port.

Be cause the United States fed eral sys tem is, in a sense, a free trade

agree ment, the Su preme Court has ruled that pro hi bi tions are un con sti -

tu tional, but that has not kept the states from do ing their best to keep

their wa ter at home. They do this even when it seems to be against their

best eco nomic in ter ests.

As I said, I come from the state of Montana, which seems to be a very 

arid state. But it has an abun dant wa ter sup ply, since the head wa ters of

the Mis souri and Yel low stone rivers are there, and these rivers flow al -

most un im peded across the state. Yet Mon tan ans are des per ate to keep

their wa ter within the state, for rea sons that are a bit of a puz zle, given

the con di tion of the econ omy.

I think that wa ter, with re la tion to NAFTA, is tied to broader con -

cerns. Al though en vi ron men tal is sues have been raised by Amer i can

en vi ron men tal ists, largely in re la tion to Mex ico’s par tic i pa tion in

NAFTA, a free trade ar range ment on wa ter would af fect all three coun -

tries. It is gen er ally as sumed in U.S. de bates over wa ter mar ket ing that

one of the rea sons we can not en ter into wide spread wa ter mar ket ing is

be cause it would be det ri men tal to en vi ron men tal uses—in-stream

uses, wild life hab i tat, pol lu tion con trol, et cet era. I think that the ev i -

dence is not very sup port ive of that po si tion. What we have ac com -
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plished in the United States by mak ing it dif fi cult to re al lo cate wa ter

through mar ket trans fers is a lot of en vi ron men tal ca tas tro phe.

If we think about the way wa ter has been al lo cated among the na -

tions of North Amer ica, we re al ize it has been ac com plished al most

wholly through the pro cess of di plo macy and in ter na tional agree ments

of one sort or an other. To gen er al ize broadly, the United States has al -

ways en tered into these ne go ti a tions with Can ada and Mex ico from a

po si tion of power, both from a po lit i cal and an eco nomic point of view.

Ca na di ans have ben e fit ted in many re spects from ge og ra phy. They

have been able to threaten Amer i can po lit i cal power (with re-ori ent ing

the flow of cer tain rivers), and have come out with rea son able agree -

ments. Mex ico, on the other hand, at the bot tom end of the Col o rado and 

Rio Grande, has not fared quite as well with re gard to ge og ra phy.

But those kinds of fac tors are not the ones upon which we ought to

be al lo cat ing wa ter. Ques tions of who has po lit i cal power or eco nomic

power, or what the ge og ra phy hap pens to be, should be set aside.

Rather, we ought to al lo cate wa ter with an in ter est to mak ing the best

use of it from the point of view of the peo ple who in habit the three coun -

tries. Over all, there is a scar city of wa ter on the con ti nent. It is not evenly

dis trib uted. Can ada hap pens to have more than its share, if one wants to 

draw some broad eco log i cal con clu sions that some how North Amer ica

is en ti tled to this wa ter. But even for Ca na di ans it does not seem to be in

the long-term in ter ests of this coun try to be hes i tant or even to get anx -

ious about wa ter mar ket ing and wa ter trans fers. I ar gue that wa ter

ought to be traded, in the long-run, like any other goods or ser vices that

con cern NAFTA.

In get ting from where we are to where we want to be, the heart of

the prob lem is in sti tu tional—the same that af fects trade in other goods

and ser vices—ex cept that wa ter is a lit tle more com pli cated be cause of

its phys i cal na ture. If we are go ing to have mar kets, we need some thing

in the form of prop erty rights so that the trad able goods have clearly de -

fined own er ship that may be trans ferred. Peo ple must know what they

are deal ing with in these mar kets, and that is a lit tle more dif fi cult with

wa ter, but cer tainly pos si ble. Wa ter in the United States has been largely 

al lo cated by pri vate means, dif fer ent in the east and west, but in both

cases a pri vate rights sys tem, with var i ous kinds of pub lic reg u la tion su -

per im posed.
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In or der to achieve wa ter mar ket ing across in ter na tional bound -

aries, we have the added com pli ca tion of what I would de scribe as

“hydrologic na tion al ism,” that is, na tions feel ing some pro tec tive in ter -

est in their wa ter with out re gard nec es sar ily to the im pact on peo ple

who live in the af fected na tion. Ba si cally I be lieve that the al lo ca tion of

wa ter can be ac com plished through mar ket trans fers with mod est in sti -

tu tional changes on a na tional level. In the United States, the prin ci pal

ob sta cle to wa ter mar ket ing has been the lim i ta tions on wa ter rights

trans fers. Wa ter rights are largely de fined in pri vate terms, but most of

the states have se vere re stric tions on trans fer ring rights.

Some of these re stric tions on trans fers are im por tant, of course, be -

cause wa ter is dif fer ent from many other forms of prop erty in the sense

that it is re us able—one per son’s re turn flow is the next per son’s wa ter

rights. It is im por tant when trans fer ring rights to take into ac count those 

re la tion ships. But those re stric tions are cer tainly things that we have

both the tech nol ogy and the so cial and in sti tu tional knowl edge to over -

come—if we have the will to do it.

When we start talk ing about trans fer ring wa ter across in ter na tional

bound aries—un less we as sume that the na tions have the wa ter rights

and will do the trans fer ring, then we need some kind of sys tem that per -

mits the trans fer. That is a more for mi da ble re stric tion or chal lenge, al -

though not in sur mount able.

There is an en light en ing old case in the United States Su preme

Court at the turn of the cen tury, re counted by the no ta ble ju rist, Ol i ver

Wendall Holmes. It in volved a river, ac tu ally a small stream that runs

from the state of Montana into Wy o ming called the Stink ing Wa ter. I do

not know why, but one might imag ine. Both states have ba si cally the

same sys tem of wa ter rights: the first per son who gets there and puts it

to use has the right to use it—se nior rights have the pri or ity. A ju nior

right-holder lived in Montana and a se nior right-holder in Wy o ming.

The per son in Montana re fused to let the wa ter go by to the se nior

right-holder in Wy o ming. The Wy o ming claim ant went into the courts

of Montana and de manded that the state up hold his rights. The Su -

preme Court in Montana said, “For get it. We don’t care about you folks

in Wy o ming.” In the United States Su preme Court, where the case

ended up, Ol i ver Wendall Holmes said that if Montana had thought for

a mo ment, they would have de cided dif fer ently, be cause the Stink ing
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Wa ter River emp ties into the Big Horn River, which in turn runs back

into Montana. And so the sit u a tion would be re versed.

That might be a per sua sive ar gu ment with re spect to trans fers

across in ter na tional bound aries, but only if the flow is equal in both di -

rec tions. That is not al ways the case, cer tainly not be tween Mex ico and

the United States. There is some par ity, I sup pose, in the way wa ters

flow be tween Can ada and the United States. So we can not sim ply use

the self-in ter est of the peo ple to get Can ada and the United States to

agree to pro tect the rights of wa ter hold ers. We need some thing more

than that.

I have writ ten a pa per, re cently pub lished in the Pro ceed ings of the

Ca na dian Wa ter Re sources Meet ing in Van cou ver, in which I have out -

lined what I de scribe as a “North Amer i can Wa ter Mar ket ing Fed er a -

tion,” an in ter na tional or ga ni za tion to be cre ated ex pressly for the

pur pose of fa cil i tat ing the al lo ca tion of wa ter across in ter na tional

bound aries in North Amer ica. One might say this sounds like a grand

en gi neer ing scheme, if we talk of re al lo cat ing wa ter from Can ada to

Mex ico; but of course no grand scheme is re quired to ef fec tively re al lo -

cate wa ter—from the up per bas ins of the Col o rado and the Mis souri,

be tween the United States and Can ada, and in the lower ends of bas ins

be tween the United States and Mex ico. There are great eco nomic ben e -

fits to be ac com plished in both di rec tions with no en vi ron men tal threat.

Why should Ca na di ans be more will ing to take ad van tage of the

enor mous re source in wa ter that their coun try pos sesses? A pro posal

that the City of Santa Barbara, Cal i for nia, had with Brit ish Co lum bia to

ac quire a mu nic i pal wa ter sup ply is rel e vant. Theirs was a rel a tively

small or der, but Santa Barbara gave up the idea very quickly when it

found that the pol i tics of wa ter in Can ada made it a very un cer tain prop -

o si tion. What did Santa Barbara do? They built a de sa li ni za tion plant,

cost ing them about $2,000 an acre-foot for wa ter. The ini tia tive must be

looked at as a lost op por tu nity for Can ada. De sa li ni za tion, with all the

en ergy that is needed to do it, is not the most de sir able method of ob tain -

ing wa ter, from an en vi ron men tal stand point as well as an eco nomic

one.

I would agree that, yes, NAFTA has ex cluded the sub ject of wa ter

for po lit i cal rea sons, but I also would urge Ca na di ans and Amer i cans,

and the cit i zens of Mex ico, to think long and hard on the is sue. In the
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long run, it is in ev ery body’s in ter est to fa cil i tate the trans fer of wa ter,

in clud ing the in ter est of en vi ron men tal ists.
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Intellectual Property
Rights in NAFTA:

Implications for
International Trade

Carlos A. Primo Braga1

LET ME BE GIN BY POS ING a ques tion that is prob a bly on the minds of

many who are not fa mil iar with the lat est de vel op ments in the area

of in tel lec tual prop erty rights. Why are in tel lec tual prop erty rights be -

ing dis cussed at a con fer ence fo cus ing on the North Amer i can Free

Trade Agree ment (NAFTA)? Or al ter na tively, why is a trade econ o mist

ad dress ing an is sue that was, un til re cently, in the realm of law yers? 

Part of the an swer is that knowl edge has be come a ma jor de ter mi nant of

in ter na tional com pet i tive ness and as a con se quence the eco nomic im -

por tance of in tel lec tual prop erty pro tec tion has in creased sig nif i cantly.

More over, the on go ing in ter na tion al iza tion of eco nomic re la tions has
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in creased the rel e vance of in tel lec tual prop erty rights for trade and in -

vest ment flows. One should also note that po lit i cal ex pe di ency has

played an important role in forging links between trade and intellectual

property rights. 

In tel lec tual prop erty rights are, by def i ni tion, ter ri to rial, in volv ing

acts of sov er eign na tions. As in ter na tional trade and for eign di rect in -

vest ment in knowl edge-in ten sive prod ucts in crease, fric tions among

na tions with dif fer ent in tel lec tual prop erty re gimes tend to es ca late.

Over the past ten years (un der the lead er ship of the United States), there 

has been a kind of “mar riage of con ve nience” be tween in tel lec tual

prop erty rights and trade law.
2
 The United States be gan to use trade in -

stru ments to ad vance its in tel lec tual prop erty rights ini tia tives.

The lack of pro tec tion of in tel lec tual prop erty rights works, to a cer -

tain ex tent, as a non-tar iff bar rier from the point of view of a coun try

with higher stan dards of pro tec tion. In this sense, the fact that in tel lec -

tual prop erty rights have be come a com mon theme in trade ne go ti a tions 

is not sur pris ing.

This note com pares the re sults of in tel lec tual prop erty rights ne go -

ti a tions in the con text of mul ti lat eral and “minilateral” (re gional) trade

ne go ti a tions. The minilateral per spec tive fo cuses on NAFTA, re ly ing

on the text re leased in Sep tem ber 1992. The mul ti lat eral per spec tive, in

turn, re flects the TRIPs (Trade Re lated As pects of In tel lec tual Prop erty

Rights, In clud ing Trade in Coun ter feit Goods) draft agree ment re leased 

in De cem ber 1991 by the Gen eral Agree ment on Tar iffs and Trade

(GATT) Sec re tar iat in the con text of the Uru guay Round.

At this stage, we have no idea when or how the Uru guay Round ne -

go ti a tions will be com pleted. In the case of NAFTA, the text has al ready

been ini tialed by the gov ern ments, but will have to at tain con gres sio -

nal/par lia men tary ap proval in all coun tries in volved. So my re marks

must be taken with a grain of salt, for I am re minded of an old Arab say -

ing: “He who fore tells the fu ture is wrong, even when he hap pens to be

right.”
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The road to the TRIPs negotiations

At the mul ti lat eral level, ef forts by the United States to safe guard its in -

tel lec tual prop erty rights through trade ne go ti a tions go back to the

1970s. Dur ing the To kyo Round, the United States sup ported the ne go -

ti a tion of an anti-coun ter feit ing code. De spite its ef forts at that time, it

could not gather enough sup port from other con tract ing par ties to ad -

vance this pro posal. When the Uru guay Round started in 1986, the is sue 

of coun ter feit ing trade was again brought to the ne go ti at ing ta ble. By

that time, most de vel op ing and de vel oped coun tries were will ing to dis -

cuss the ques tion. Iron i cally, the United States had ex panded its ne go ti -

at ing ob jec tives to wards a much broader agenda cen tered on the is sue

of min i mum standards of intellectual property rights protection. 

Why bring in tel lec tual prop erty rights to the GATT? Af ter all, there

is a spe cial ized agency of the United Na tions, the World In tel lec tual

Prop erty Or ga ni za tion (WIPO), that deals with ex actly these is sues.

Why did not the United States pur sue its ob jec tives un der WIPO’s ju ris -

dic tion? The an swer seems to be as so ci ated with the per cep tion that the

WIPO had no en force ment pow ers, not to men tion the view that the

agency was con trolled by de vel op ing coun tries. By bring ing in tel lec tual 

prop erty rights to the GATT, the United States was seek ing to le git i mize 

the “mar riage of con ve nience” that its Trade Act of 1984 had al ready es -

tab lished.

Antecedents to the NAFTA
negotiations

What was the sta tus of in tel lec tual prop erty rights pro tec tion in Can ada

and Mex ico by the mid-1980s? There were some ma jor ar eas of fric tion

be tween the United States and its neigh bors at that point. With re spect

to pat ents (more spe cif i cally phar ma ceu ti cal prod ucts), for ex am ple,

Can ada had “lib eral” com pul sory li cens ing rules and gave pref er en tial

treat ment—a lon ger pat ent term—to prod ucts re searched at home. An -

other con ten tious is sue was the pro tec tion of “cul tural in dus tries” (e.g.,

mo tion pic tures, TV, video, mu sic, re cord ing and pub lish ing in dus -

tries), a prac tice that in the ory can dis crim i nate against for eign copy -

right hold ers. Be cause of these fric tions, in tel lec tual prop erty rights

were left out of the Can ada-United States Free Trade Area (CUSFTA)
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signed in 1988 (the only ma jor ex cep tion was the is sue of copyright

protection for retransmission of audio-visual programs).

Mex ico, in turn, had a sys tem of in tel lec tual prop erty rights char ac -

ter ized by low lev els of pro tec tion and weak en force ment. The du ra tion

of pat ent pro tec tion was lim ited to four teen years. Pat ents for phar ma -

ceu ti cal prod ucts were not avail able. Com pul sory li cens ing lan guage

was vague and im por ta tion did not sat isfy pat ent work ing re quire -

ments. And copy right pro tec tion for com puter soft ware, al though

avail able since 1984, was not en forced.

In the early 1990s both coun tries re formed their in tel lec tual prop -

erty re gimes and in creased their lev els of pro tec tion. Why did this hap -

pen? There is a temp ta tion to as so ci ate these changes with the NAFTA

ne go ti a tions. It was com mon knowl edge that NAFTA would face

strong op po si tion from knowl edge-in ten sive in dus tries in the United

States if the ne go ti a tions did not ad dress the per ceived short com ings of

the Ca na dian and Mex i can in tel lec tual prop erty re gimes. In this con -

text, the re forms could be ra tio nal ized as stra te gic move ments de signed

to smooth the ne go ti at ing pro cess. This the ory, how ever, is de bat able at

best. Af ter all, Can ada did re sist changes in its in tel lec tual prop erty sys -

tem in the con text of the pre vi ous CUSFTA ne go ti a tions.

I would ar gue that a shift in pri or i ties at the do mes tic level, more

than ex ter nal pres sures, fos tered re form in both coun tries. In the case of

Can ada, the lo cal re search-and-de vel op ment based in dus tries pre vailed

over the ge neric drug in dus try in shap ing the in tel lec tual prop erty rights

agenda in the early 1990s. In the case of Mex ico, as you are aware, the

whole eco nomic re gime changed 180 de grees be gin ning in 1986.

With re gard to in tel lec tual prop erty rights, for ex am ple, un der the

di rect guid ance of Pres i dent Sa linas, a new “in dus trial prop erty” law

was in tro duced in 1991. The Sa linas ad min is tra tion adopted a strat egy

of “con ver gence” with the United States not only be cause of NAFTA,

but also be cause the old in tel lec tual prop erty re gime did not match

Mex ico’s new at ti tudes to wards for eign di rect in vest ment and trade.

Analyzing intellectual property
rights regimes

All of this leads in ev i ta bly to the ques tion, what makes a sys tem of in tel -

lec tual prop erty rights a good sys tem (par tic u larly, from the point of
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view of a de vel op ing coun try)? As an econ o mist, I must con fess that I do 

not have a good an swer. Law yers might pre pare nor ma tive guide lines

fo cus ing on the sub stance of the law, on ad min is tra tive and en force -

ment prac tices. An econ o mist, in turn, will bal ance the ben e fits and

costs of in tel lec tual prop erty rights pro tec tion.3 The typ i cal ben e fits will

be stim u lus to re search and de vel op ment, both do mes ti cally and in ter -

na tion ally; dis clo sure of new knowl edge; higher pro duc tiv ity and at -

trac tion of for eign di rect in vest ment (at least in the ory); a better

en vi ron ment for technological transfers; and increased capital

formation in high tech areas.

An econ o mist will also check the costs. These in clude ad min is tra -

tive and en force ment costs and net roy alty pay ments un der the as -

sump tion that the coun try is a net im porter of knowl edge. An other cost

is the eco nomic dis place ment of “pi rates.” We must be care ful in us ing

this term, for af ter all, copy ing may not be il le gal, given the ter ri to rial

char ac ter of prop erty rights. The op por tu nity costs of ad di tional in vest -

ments in re search and de vel op ment should also be taken into ac count. I

would sug gest that once you add to these cal cu la tions the pos si bil ity of

trade re tal i a tion, which is a re al ity now a days, most newly in dus tri al -

ized econ o mies will be better off by re form ing their out dated laws. This

is be cause when you add trade re tal i a tion to the other costs and ben e fits, 

the net wel fare im pact of the re form tends to be come pos i tive. Most of

the ben e fits of chang ing an in tel lec tual prop erty rights re gime, how -

ever, will come in the fu ture, but costs are cur rent. As a con se quence, de -

vel op ing coun tries tend to re sist change.

If we turn now to a law yer’s per spec tive, typ i cal ques tions asked in

the con text of an eval u a tion are: how broad is the scope of pro tec tion

(i.e., what is pro tected); what is the strength and du ra tion of pro tec tion;

what are the re quire ments for pro tec tion; and what are the le gal rem e -

dies for in fringe ment? In other words, the fo cus of anal y sis shifts from

the over all wel fare im pact of the in tel lec tual prop erty re gime (the main
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con cern of econ o mists) to the me chan ics of the sys tem it self. Against

this back ground, what can we say about the in tel lec tual prop erty rights

chap ter of NAFTA and how does it com pare with the TRIPs draft agree -

ment?

NAFTA and TRIPs: the main
differences

In gen eral terms, NAFTA has re ceived a much more pos i tive eval u a tion

from the in tel lec tual prop erty com mu nity in the United States than is

the case for the TRIPs. This should not con sti tute a sur prise. The TRIPs

draft agree ment was ne go ti ated among ap prox i mately one hun dred

coun tries with very di verse re gimes of pro tec tion and lev els of de vel op -

ment. Ac cord ingly, it had to ac com mo date quite dif fer ent views with

re spect to the role that in tel lec tual prop erty pro tec tion plays in the de -

vel op ment pro cess. Chap ter 17 of the NAFTA text, in turn, was the out -

come of ne go ti a tions among coun tries that had al ready sig nif i cantly

harmonized their systems prior to the negotiations. 

Be fore ad dress ing the main dif fer ences be tween these agree ments,

it is in ter est ing to re view their many sim i lar i ties (the fo cus of the anal y -

sis here con cen trates on pat ents and copy rights). TRIPs and NAFTA

pro vide broad pat ent cov er age, en com pass ing al most all fields of tech -

nol ogy. Bio tech nol ogy re mains the only area in which po ten tial ma jor

in ven tions (in the con text of higher-life forms) con tinue to be ex cluded

from patentability. Both agree ments strongly sup port na tional treat -

ment. 

With re spect to the du ra tion of pro tec tion, the trea ties adopt what is

now be com ing the in ter na tional stan dard. Ac cord ing to the TRIPs

agree ment, pat ents should last for 20 years from the date of fil ing. In the

United States, the du ra tion of a pat ent is 17 years from the date the pat -

ent is granted. On av er age it takes three years be tween fil ing and the

pat ent grant, but from a le gal per spec tive the TRIPs stan dard, if

adopted, will prob a bly re quire a change in the United States law. The

NAFTA agree ment, in turn, makes ap pro pri ate ac com mo da tion for the

United States prac tice, by spec i fy ing ei ther 20 years from fil ing or 17

from the pat ent grant as ac cept able stan dards. With re spect to copy -

rights, TRIPs and NAFTA adopt the Berne con ven tion stan dard for the
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du ra tion of pro tec tion (gen er ally, the life time of the au thor plus 50

years) and pro tect com puter pro grams as lit er ary works. 

It is also worth not ing that both agree ments adopt strict guide lines

for the im ple men ta tion of com pul sory li cens ing and rec og nize im por ta -

tion as sat is fy ing pat ent work ing re quire ments. More over, they both

sup port strong en force ment mea sures and es tab lish dis pute set tle ment

mech a nisms. 

There are, how ever, some ba sic dif fer ences be tween the TRIPs and

the NAFTA agree ments. The main ones are the long tran si tional pe riod

of fered to de vel op ing coun tries in the con text of TRIPs and the is sue of

pipe line pro tec tion. De vel op ing coun tries will have as much as ten

years from en try into force of TRIPs to in tro duce pat ent pro tec tion for

phar ma ceu ti cal and agro chemi cal prod ucts. It is im por tant to note that

this does not mean that only phar ma ceu ti cal prod ucts pat ented af ter

2005 (as sum ing that the agree ment en ters into force in 1995) will re ceive

pro tec tion in coun tries that cur rently do not pro vide pat ents in this area. 

Ac tu ally, prod ucts pat ented (for ex am ple, in the United States) af ter the

TRIPs agree ment co mes into force will be pro tected for the rest of their

pat ent terms in the coun tries that ob served the tran si tional pe riod. Un -

der the time ta ble men tioned above, for ex am ple, a prod uct pat ented in

1995 in the United States would still be el i gi ble for pro tec tion for an ad -

di tional ten years in a de vel op ing coun try that adopts the tran si tional

pro ce dure. TRIPs, how ever, of fer no pipe line pro tec tion— i.e., prod ucts 

pat ented be fore the agree ment co mes into force are not en ti tled to any

pro tec tion in coun tries that did not pro vide pro tec tion in this area. 

In con trast, the in tel lec tual prop erty rights pro vi sions of NAFTA

will have im me di ate im ple men ta tion once the agree ment is ap proved.

More over, NAFTA pro vides for pipe line pro tec tion as of July 1, 1991.

These dif fer ences ex plain to a large ex tent the more fa vor able eval u a -

tion that NAFTA has re ceived from in dus tries that rely on pat ent pro -

tec tion.

Turn ing now to copy rights, both agree ments—as al ready noted—

pro vide for sub stan tive pro tec tion. The main weak ness of the TRIPs

agree ment, from the United States per spec tive, is its in abil ity to im pose

na tional treat ment on the use of copy right-re lated pol i cies (e.g., lev ies

ap plied by some coun tries to blank tapes and that are not shared with

United States copy right hold ers). At the NAFTA level, a sim i lar con cern 

ex ists with re spect to Can ada since the cul tural ex emp tion clause (from
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CUSFTA) was main tained in the new agree ment. The United States,

how ever, has re served the right to re voke com pa ra ble con ces sions if ac -

tions by Can ada, un der the cul tural ex emp tion clause, dis crim i nate

against U.S. in ter ests. In other words, dis crim i na tion un der NAFTA

may fos ter “re tal i a tion.”

Against this back ground, I pre dict that NAFTA’s in tel lec tual prop -

erty rights chap ter will not face ma jor op po si tion in any of the coun tries

in volved. Of course NAFTA may “fail” in other ar eas. The TRIPs text in

its cur rent for mat, in turn, will face strong op po si tion from the main in -

tel lec tual prop erty rights lob bies in the United States. 

In tel lec tual prop erty rights and their trade im pli ca tions will con -

tinue to be “high pro file” is sues in the years to come. TRIPs is the main

de vel op ment in this area since the Paris Con ven tion in the late 19th cen -

tury. It is ironic that while it de liv ers a much higher level of mul ti lat eral

“har mo ni za tion” than was thought fea si ble a few years ago, the ef fort

may not be suf fi cient to ap pease knowl edge-in ten sive in dus tries. The

higher stan dards ob tained un der NAFTA, in turn, il lus trate the ap peal

of minilateral ar range ments as mech a nisms to pro mote “deep in te gra -

tion” among trad ing part ners. The im por tance of a healthy mul ti lat eral

trade re gime, with a TRIPs com po nent, how ever, should not be be lit -

tled.
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Section IV
What’s in it for the

Business Community?
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The Economics of NAFTA:
A Canadian Business

Perspective

Thomas d’Aquino

Introduction

NAFTA IS A FOR WARD-LOOK ING TRADE AR RANGE MENT that im proves

Can ada’s abil ity to com pete in the global mar ket place. It builds

upon the Can ada-United States Free Trade Agree ment (FTA) to forge

stron ger trad ing links with Mex ico and, even tu ally, other Latin Amer i -

can coun tries. NAFTA will cre ate a mar ket of more than 360 mil lion

con sum ers with an in come of more than Cdn $7 trillion.

Trade cre ates wealth for Ca na di ans. Ex ports ac count for about 30

per cent of Can ada’s gross do mes tic prod uct and pro vide one in three

pri vate sec tor jobs. Im ports pro vide Ca na di ans with a wide va ri ety of

goods and ser vices and raise our stan dard of liv ing.

Benefits of NAFTA

The fol low ing are among the pos i tive fea tures of NAFTA:

· Clearer and more pre dict able rules of or i gin;

· An ex ten sion of ex ist ing Ca na dian duty draw back pro vi sions;
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· An im proved mech a nism for con sul ta tion and dis pute set tle -

ment;

· A strength ened “side swipe” ex emp tion from United States

safe guards;

· Fur ther lib er al iza tion of Ca na dian ac cess to United States and

Mex i can gov ern ment pro cure ment markets;

· More strin gent ob li ga tions re gard ing en ergy reg u la tion, which

should im prove Ca na dian se cu rity of ac cess to the United

States;

· The in clu sion of land trans port and spe cialty air ser vices in the

agree ment;

· A com mit ment, by all three coun tries, to im ple ment the

NAFTA in a man ner con sis tent with en vi ron men tal pro tec tion

and the pro mo tion of sus tain able development; 

· The ad di tion of an in tel lec tual prop erty chap ter; and

· Higher con tent re quire ments for North Amer i can auto as sem -

bly and parts pro duc ers.

Key ar eas of Ca na dian sen si tiv ity are well-pro tected, in clud ing

Auto Pact safe guards, our sup ply man age ment sys tem for poul try and

dairy prod ucts, our cul tural sec tor, the free dom of our gov ern ments to

act in the area of so cial ser vices, and our ca pac ity to screen for eign in -

vest ment. 

The threat of hub-and-spoke

A hub-and-spoke trad ing sys tem gives the United States a pref er en tial

po si tion at the hub, with bi lat eral spoke agree ments with each of the

other coun tries that wish to es tab lish trad ing re la tion ships.1 In con trast,

NAFTA puts both Can ada and the United States in the po si tion of hav -

ing free and equal ac cess to Mex ico’s mar ket. This will help Can ada po -

si tion it self as an at trac tive lo ca tion for in ves tors wish ing to ser vice the

North American market. 
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Expected impact

Mex ico stands to reap the big gest gains from NAFTA. For Can ada, the

im pact will be small. Two-way Can ada-Mex ico mer chan dise trade,

about $3.5 bil lion per year, rep re sents less than 2 per cent of to tal Ca na -

dian trade. A qua dru pling of Can ada’s an nual ex ports to Mex ico would

amount to about two weeks’ worth of our cur rent ex ports to the United

States. Nev er the less, a num ber of Ca na dian in dus tries and sec tors stand 

to ben e fit from NAFTA. These in clude tele com mu ni ca tions, aero space,

agri-food, fi nan cial ser vices, en ergy, in for ma tion tech nol o gies, ur ban

tran sit/rail equip ment, en vi ron men tal tech nol ogy, min ing tech nol -

ogy/ser vices, in dus trial ma chin ery/equip ment, and pro fes sional ser -

vices. The Ca na dian in dus tries best po si tioned are those that: 1)

pro duce cap i tal goods, 2) are based on ad vanced tech nol ogy, and/or 3)

fo cus on higher value-added products and services within their

respective sectors. 

A few Ca na dian in dus tries will be dis ad van taged. The pro posed

new NAFTA rules on the use of im ported fab rics are a step back ward for 

Ca na dian ap parel man u fac tur ers, com pared to the rules of the ex ist ing

Can ada-United States FTA.
2
 On the credit side, most Mex i can goods (73

per cent) al ready en ter the Ca na dian mar ket duty-free, or else face very

low tar iff bar ri ers. In 1990, the av er age rate of duty on all im ports from

Mex ico was about 2.7 per cent.
3
 Thus there is lit tle pros pect of a large

job-dis plac ing surge of im ports from Mex ico once NAFTA is im ple -

mented.

NAFTA does not heighten im port com pe ti tion in Can ada. It does,

how ever, threaten in vest ment di ver sion and di ver sion of United States

pur chases of goods and ser vices from Can ada to Mex ico. This pos si bil -

ity hinges on the abil ity of Ca na dian-based pro duc tion to com pete with
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Mex i can pro duc tion, and on the ex tent of over all com pe ti tion be tween

the two econ o mies. At least two stud ies have ques tioned the de gree of

com pe ti tion be tween the Ca na dian and Mex i can econ o mies and be -

tween in dus trial sec tors in the two coun tries. One anal y sis con cludes

that the Ca na dian and Mex i can econ o mies are more com ple men tary

than com pet i tive.
4
 The Brown-Deardorff-Stern study goes even fur ther

by sug gest ing that Ca na dian ex ports to the United States would not be

harmed by in creased Mex i can com pe ti tion un der NAFTA, but in fact

would dis place cer tain Mex i can ex ports into the Amer i can mar ket.
5

Both of these stud ies are static in na ture and thus do not take into ac -

count the dy na mism as so ci ated with a more in te grated North Amer i can 

mar ket. The gen eral con clu sion, how ever, is that NAFTA it self should

not have a large im pact on Can ada’s econ omy or busi ness sec tor.

The business challenge

Too few of our man u fac tur ers have made in ter na tional busi ness a top

pri or ity. Only 30 per cent of Ca na dian man u fac tur ers cur rently ex port.

In dus try as so ci a tions have an im por tant role to play in help ing com pa -

nies—par tic u larly small and mid-sized en ter prises (SMEs)—to be come

“ex port-ready.” Cur rently, most as so ci a tions lack the fi nan cial re -

sources and in sti tu tional ca pac ity to of fer much tan gi ble com pet i tive as -

sis tance, in clud ing in ar eas linked to in ter na tional busi ness. The pri vate

sec tor would be better served by a smaller num ber of stron ger, and

more fi nan cially re sil ient, busi ness associations, coupled with more

effective co-operation among them.
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 Mex ico it self has rec og nized the ben e fits of, and ad justed its de vel -

op ment strat egy to ward, greater re li ance on mar ket forces. The im pact

of mar ket-ori ented eco nomic re forms and re struc tur ing through out

Latin Amer ica prom ises to make the en tire re gion a more dy namic part

of the global econ omy well into the next cen tury. 

The Busi ness Coun cil on Na tional Is sues is con fi dent that Ca na dian

ex port ers and man u fac tur ers will rise to meet the chal lenge. Free trade

with the United States has been pos i tive for many Ca na dian com pa nies

and in dus tries, even though in some sec tors it has ac cel er ated the of ten

pain ful but nec es sary pro cess of in dus trial re struc tur ing and ad just -

ment. Over all, our mer chan dise trade sur plus with the United States

has grown since the late 1980s. And, as noted in a re cent C.D. Howe In -

sti tute re port and pre dicted by the Busi ness Coun cil prior to 1989, Can -

ada’s ex port per for mance since the FTA has been es pe cially im pres sive

in the high value-added in dus tries on which our fu ture pros per ity in -

creas ingly will de pend.
6

NAFTA will bring Mex ico into the free trade area cre ated by the bi -

lat eral FTA in 1989. Can ada—as com pared to Mex ico—has a skilled and 

ed u cated la bour force, a well-de vel oped pub lic in fra struc ture and eco -

nomic sys tem, an ef fi cient and sound fi nan cial sys tem, and a large num -

ber of in ter na tion ally com pet i tive com pa nies. What re mains is for these

fac tors to be uti lized to their full est po ten tial.

The low wage controversy

It is some times ar gued that Ca na dian wages will fall as Can ada is forced 

to com pete with Mex i can wage rates. These con cerns are mis placed. A

re cent study shows that al though Mex i can la bour costs are only

one-sev enth as high as Can ada’s, Ca na dian work ers are about 6.5 times

more pro duc tive than their Mex i can coun ter parts—thus largely off set -

ting the ef fect of much lower Mex i can wage lev els. More over, the cost of

cap i tal is lower in Can ada, and cap i tal pro duc tiv ity is higher. Can ada

thus has a strong com pet i tive edge in the pro duc tion of many high
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value-added and cap i tal in ten sive goods.7 Can ada also has many com -

pet i tive ad van tages over Mex ico in a wide range of ser vice in dus tries

that are be com ing a more important part of international economic

activity.

This is not to min i mize Mex ico’s com pet i tive po ten tial. Par tic u larly

in the man u fac tur ing cen tres lo cated in the maquiladora zones in the

north ern part of the coun try, Mex i can pro duc tiv ity is ris ing. To some

ex tent, Amer i can and Ca na dian com pa nies in such in dus tries may shift

parts of their op er a tions now lo cated off shore to north ern Mex ico.

The out look is poor in Can ada for rel a tively low-wage, low-skill in -

dus tries, re gard less of whether NAFTA co mes into ef fect. Low wages

are not a prin ci pal source of com pet i tive ad van tage for the in creas ingly

so phis ti cated and knowl edge-in ten sive in dus tries that are play ing an

ever larger role in all mod ern econ o mies. If wages were the key driver of 

in vest ment lo ca tion de ci sions, then we would ex pect poorer re gions of

Can ada and the United States to ac count for dis pro por tion ate shares of

do mes tic busi ness in vest ment. In fact, rel a tively low wage re gions of

both Can ada and the United States gen er ally re ceive dis pro por tion ately 

small shares of busi ness in vest ment, in clud ing man u fac tur ing in vest -

ment.

Investment

Can ada’s po si tion rel a tive to the United States in terms of for eign di rect

in vest ment flows has shifted from one of net out flows in the years prior

to 1989 to net in flows since then. For eign in ves tors have gained con fi -

dence in Can ada, in part be cause of our fa vour able ac cess to the Amer i -

can mar ket, ac cel er ated by the FTA. We be lieve that NAFTA will not

change this outlook.
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An Ernst and Young study con cludes that United States man u fac -

tur ers in vested in no fewer than 84 Ca na dian pro jects in 1991.
8
 Can ada

was the num ber one spot for United States for eign di rect in vest ment in

man u fac tur ing—de spite both a re ces sion and the pro posed NAFTA.

Mex ico ranked fifth, with 56 pro jects re ceiv ing the ben e fit of United

States man u fac tur ing in vest ment. This un der mines the claims that all

man u fac tur ing busi nesses are con stantly in search of cheap la bour ha -

vens in which to in vest, and that in vest ment in Can ada will dry up be -

cause of pro posed trade lib er al iza tion with Mex ico. 

To date, few Ca na dian com pa nies have made di rect for eign in vest -

ments in Mex ico—ei ther in the maquiladoras or in other ar eas of the

coun try. Much of the in crease in out bound Ca na dian in vest ment is

likely to oc cur not in tra di tional man u fac tur ing in dus tries (most of

which are not strong in Can ada), but in re sources (es pe cially min ing), fi -

nan cial ser vices, and other ser vice sec tors.

Mexican labour standards

Many crit ics have claimed that NAFTA will un fairly ex ploit Mex i can

work ers. In cluded in the agree ment, how ever, is a com mit ment that no

NAFTA coun try should lower health and safety stan dards to at tract in -

vest ment. NAFTA should en cour age Mex ico grad u ally to raise its stan -

dards. Ul ti mately, the best way to up grade Mex ico’s la bour stan dards is 

to work to ward a global and North Amer i can eco nomic en vi ron ment

that al lows it to cre ate better pay ing jobs and pros per ity through freer

trade and an open market.

While it makes sense to ar gue that Mex ico should raise its do mes tic

em ploy ment stan dards as its econ omy grows richer, it does not fol low

that wages and work ing con di tions should match those found in

wealthy coun tries like Can ada as a con di tion for en ter ing into a freer trad -

ing ar range ment. Im pos ing such a con di tion would be bla tantly pro tec -

tion ist, would fail to ac knowl edge the re al ity that Mex ico’s per ca pita

in come is only one-tenth that of its North Amer i can trad ing part ners,

and—if ap plied on a global ba sis—would vir tu ally pre clude mov ing to -
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ward lib er al ized trade be tween de vel oped coun tries and the more than

100 na tions com pris ing the Third World.

The BCNI re mains open, how ever, to the idea of a “side agree ment”

on la bour stan dards. A North Amer i can Com mis sion on La bour could

emerge from the cur rent side agree ment talks. Such a body would have

a man date to ad dress the is sue of ap pro pri ate en force ment of la bour

stan dards. Its other prin ci pal tasks would in clude mon i tor ing de vel op -

ments in the sig na tory coun tries, fa cil i tat ing the ex change of in for ma -

tion, and pro vid ing a mech a nism to dis cuss is sues and re solve dis putes. 

We would strongly op pose in clud ing trade sanc tions within a NAFTA

la bour stan dards side agree ment.

NAFTA and the environment

NAFTA rep re sents a sig nif i cant ad vance in the fu sion of trade and en vi -

ron men tal pol icy for the fol low ing reasons:

· It is one of the first trade agree ments to in clude a com mit ment

by the par ties to pro mote sus tain able de vel op ment, and to

achieve the goals of the agree ment in a man ner con sis tent with

en vi ron men tal pro tec tion and conservation.

· Each NAFTA coun try re tains the right to set strong en vi ron -

men tal stan dards, in clud ing stan dards that are more strin gent

than the in ter na tional norm.

· There is a com mit ment by all three coun tries not to lower en vi -

ron men tal stan dards in a bid to at tract or re tain in vest ment.

· Mech a nisms are pro vided in NAFTA to pur sue “up ward” har -

mo ni za tion of en vi ron men tal standards.

· Mech a nisms are also pro posed to re solve trade dis putes re lated 

to en vi ron men tal mat ters; these in clude rules al low ing for re -

sort to ex pert sci en tific and tech ni cal advice.

· NAFTA pro vides for co-op er a tion, as sis tance, and train ing to

en hance en force ment of en vi ron men tal stan dards, par tic u larly

in Mexico.

· The trade lib er al iz ing ef fects of NAFTA will spur in vest ment

and tech nol ogy de vel op ment in Mex ico, thus in creas ing the re -

sources avail able to pur sue en vi ron men tal goals.

Still, con cern has been ex pressed that the agree ment should do

more. Some fear that low stan dards or lax en force ment could give Mex -
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ico-based pro duc tion an “un fair” cost ad van tage within the con text of

NAFTA—the so-called “en vi ron men tal dump ing” is sue. 

The busi ness com mu nity be lieves that the es tab lish ment of a new

North Amer i can Com mis sion on the En vi ron ment (NACE) could play a 

use ful role in set tling such is sues. We are firmly op posed, how ever, to

the use of trade sanc tions to deal with in stances of al leged “per sis tent”

fail ure by one of the par ties to en force en vi ron men tal (or la bour) stan -

dards—a pro posal that we un der stand the United States has in tro duced 

into the side agree ment ne go ti a tions. Given the dif fer ences in the size of

the mar kets, and the dem on strated pen chant of Amer i can com pa nies

and un ions to use trade lit i ga tion to achieve pro tec tion ist ends, al low ing 

use of trade sanc tions as part of a NAFTA side agree ment on the en vi -

ron ment would ex pose Ca na dian ex port ers to greater risk of costly ha -

rass ment and po ten tial pen alty in the United States mar ket. Ac cep tance

of the use of trade sanc tions would also run coun ter to prin ci ples of na -

tional sov er eignty.

Dispute settlement provisions and
trade remedy laws 

Chap ter 19 of the Can ada-United States FTA pro vides for bi na tional

dis pute set tle ment pan els to serve as fi nal ap peal bod ies in dump ing

and sub sidy/coun ter vail dis putes be tween Can ada and the United

States. Pan els are charged with en sur ing that do mes tic trade au thor i ties

con sid er ing Anti-dump ing/Coun ter vail ing Du ties (AD/CVD) cases

have ap plied na tional trade laws and pro ce dures ap pro pri ately and

fairly. In prac tice, these panels have worked well for Canada.

Some com men ta tors fear, how ever, that mi nor changes in the dis -

pute set tle ment pro vi sions of NAFTA as com pared to the FTA may

cause bi na tional pan els es tab lished un der the new agree ment to be less

in clined to over turn the de ci sions reached by do mes tic trade au thor i -

ties, and may ap ply a nar rower stan dard of re view in ex am in ing cases

once NAFTA is op er a tional. If the United States im ple ment ing leg is la -

tion points to any sub stan tive change in the role and man date of dis pute

set tle ment pan els rel a tive to our ex pe ri ence with the ex ist ing FTA, Can -

ada must be pre pared to act strongly to pro tect its in ter ests. 

Look ing to the fu ture, we re main con vinced that Can ada should

con tinue to press vig or ously, within the frame work of NAFTA, for the
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de vel op ment of new trad ing rules in the crit i cal ar eas of dump ing, sub -

si dies/coun ter vail, and safe guards. The fail ure to agree to a sub sti tute

set of trade rem edy laws was a dis ap point ment at the time of the FTA,

and it re mains a source of dis ap point ment to Ca na dian busi ness as we

eval u ate the re sults of NAFTA ne go ti a tions.

In par tic u lar, much of the Ca na dian busi ness com mu nity would be

sup port ive of re plac ing ex ist ing na tional anti-dump ing laws with a

com mon set of com pe ti tion/anti-trust stan dards that would ap ply to

trade within North Amer ica. Reach ing an agree ment on sub si dies must

be a top pri or ity for Ca na dian trade pol icy. The sub sidy agree ment

likely to emerge at the con clu sion of the GATT Uru guay Round may

well pro vide an ex cel lent ba sis for de vel op ing a more far-reach ing

North Amer i can un der stand ing on trade-dis tort ing sub si dies.

A long term perspective

In ter na tional trade agree ments are not cast in stone. The GATT, to take

one ex am ple, be gan as a bare-bones agree ment signed by 23 coun tries in 

1947-48. To day, there are 105 GATT con tract ing par ties. We be lieve that

NAFTA should be seen in this light. Through the agree ment’s ac ces sion

clause, it is vir tu ally cer tain that other coun tries in the hemi sphere will

be come sig na to ries be fore the end of the de cade. NAFTA’s rules and in -

sti tu tional mech a nisms can be changed or elab o rated in the fu ture

based on the evolv ing goals and pri or i ties of the sig na to ries. It is also

con ceiv able that the scope of the agree ment it self could be wid ened to

en com pass a larger sphere of economic activity.

The fall of com mu nism, in con cert with the emer gence of a more in -

te grated and glob al ized mar ket place, has en cour aged many coun tries

to pur sue new, and to deepen ex ist ing, re gional eco nomic and trade ar -

range ments. In Latin Amer ica, five trade al li ances have been cre ated to

date. These in clude the Mercosur, the An dean Group, the Or ga ni za tion

of Cen tral Amer i can States, the Caribcan, and Caricom. Look ing at de -

vel op ments in the West ern Hemi sphere and glob ally, it seems to us that

the choice for Can ada is clear. Ei ther we adopt an open trade pol icy to -

ward our own hemi sphere, or we will be left out side of a fu ture trade ar -

range ment that may even tu ally stretch from Alaska to the south ern tip

of South Amer ica.
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The busi ness com mu nity of Can ada has long sup ported broadly

based world trade lib er al iza tion on the ba sis of the GATT prin ci ples of

na tional treat ment, non-dis crim i na tion, and trans par ency. At the same

time, we have been at the fore front in ad vo cat ing a multi-tiered ap -

proach to Ca na dian trade lib er al iza tion through our sup port for the

FTA, a suc cess ful Uru guay Round, and now NAFTA. How ever, we rec -

og nize that NAFTA will lead to im prove ments in global wel fare only as

long as it cre ates trade and does not be come an in ward-look ing re gional

scheme char ac ter ized by in creas ing bar ri ers to the trade and in vest ment 

of non-mem ber coun tries.
9
 

The best strat egy for Can ada is to con tinue its mul ti fac eted ap -

proach to trade lib er al iza tion, and ag gres sively to pur sue mar kets and

stra te gic link ages out side North Amer ica as well as within it. For in -

stance, we have raised the idea of cre at ing new in sti tu tional ar range -

ments be tween Can ada and Ja pan—or, more broadly, be tween Can ada

and Pa cific Rim coun tries.
10

 Most im por tant, we be lieve that busi ness

man ag ers and gov ern ment pol icy mak ers in Can ada must adopt an out -

ward-look ing ap proach and vi sion, one that rec og nizes that the en tire

globe is fast be com ing the rel e vant arena for pur su ing Can ada’s

long-term eco nomic in ter ests.
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The Economic Policies of
Subnational Governments
in North America:
The Potential Impact
on NAFTA

Earl H. Fry

NAFTA and Federalism

IF THE NORTH AMER I CAN FREE TRADE AGREE MENT (NAFTA) is suc cess -

fully rat i fied by the na tional leg is la tures in Can ada, the United States,

and Mex ico, it will cre ate within 15 years a free trade area ex tend ing

from the Yu kon to the Yucatan, with a pop u la tion base of 370 mil lion

peo ple, a com bined an nual gross do mes tic prod uct of U.S. $6.7 tril lion,

and three-way mer chan dise trade ex ceed ing U.S. $270 bil lion per year.1
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1 NAFTA must be ratified by both chambers in the Canadian Parliament and 
the U.S. Congress, and by the Senate in Mexico.



It will also unite eco nom i cally three fed eral sys tems in which au thor ity

to gov ern is di vided con sti tu tion ally be tween the na tional gov ern ment

and state and pro vin cial gov ern ments. In deed, busi nesses which hope

to take ad van tage of NAFTA must con tend with a gov ern men tal lab y -

rinth con sist ing of three na tional gov ern ments, 91 state and pro vin cial

gov ern ments, two fed eral dis tricts, six ma jor ter ri to rial gov ern ments,

and tens of thou sands of county and lo cal gov ern ments. In what ways

will these fed eral sys tems fa cil i tate busi ness and eco nomic co-op er a tion 

across the con ti nent, and in what ways will they hinder it? These

questions will constitute the major focus of this paper.

Most na tions around the world main tain uni tary po lit i cal sys tems,

which means that au thor ity is con cen trated at the na tional level, with

re gional gov ern ments be ing de pend ent on de ci sions ren dered by the

gen eral gov ern ment. In con trast, fed eral sys tems di vide au thor ity

among the gen eral and re gional gov ern ments, with each pos sess ing cer -

tain as signed pow ers and func tions and each ex er cis ing within its own

sphere of com pe tence a high de gree of au ton omy. A con fed er acy, dif -

fer ent still, places most de ci sion-mak ing au thor ity in the hands of the

re gional gov ern ments. This means that the gen eral gov ern ment will be

largely de pend ent on these re gional units.

The United States of Amer ica was once a con fed er acy, with its first

con sti tu tion, the Ar ti cles of Con fed er a tion, pro vid ing for a very weak

gen eral gov ern ment. By 1787, the coun try was evolv ing into a Dis united 

States, with some of the 13 con stit u ent units be gin ning to go their own

sep a rate ways. Del e gates from ev ery state fi nally gath ered in Phil a del -

phia that sum mer and de cided to tear up the Ar ti cles of Con fed er a tion

and re place it with Amer ica’s cur rent con sti tu tion. This new doc u ment

pro vided for the es tab lish ment of a fed er a tion with an ef fec tive ex ec u -

tive, leg is la tive, and ju di cial au thor ity at the na tional level. On the other

hand, the con stit u ent state units were to be given equal rep re sen ta tion

in the Sen ate, and re served pow ers were to re main in the hands of the

state gov ern ments. Nev er the less, dur ing the 20th cen tury and es pe -

cially since the first elec tion of Frank lin D. Roo se velt in 1932, the pen du -

lum of power has cer tainly shifted in fa vour of Wash ing ton, D.C.

Pres ently, gov ern men tal au thor ity in the U.S. fed er a tion is much more

cen tral ized than in the Ca na dian fed eral system.

The Fa thers of Con fed er a tion in Can ada hoped to learn from Amer -

ica’s cat a strophic Civil War and de cided to place the bulk of au thor ity in 
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the hands of the na tional gov ern ment when Can ada be came a na tion in

1867. They also stip u lated that the re served or re sid ual pow ers would

be long to the na tional gov ern ment, ex actly op po site to the wishes of

those who framed the U.S. Con sti tu tion. Nev er the less, sub se quent in -

ter pre ta tions of the Con sti tu tion Acts of 1867 and 1982 by the Ju di cial

Com mit tee of the Privy Coun cil, head quar tered in Lon don, and by Can -

ada’s fed eral courts, have re sulted in a great deal of au thor ity be ing ex -

er cised by the ten pro vin cial gov ern ments.
2
 Both the Meech Lake and

Char lotte town ac cords of the late 1980s and early 1990s were in tended

to ad dress some of the per ceived prob lems in Can ada’s fed eral sys tem,

and with out any doubt, Can ada’s sys tem is now fac ing more oner ous

chal lenges than ei ther its U.S. or Mex i can coun ter parts.

Mex ico’s fed eral sys tem was also in tended to pro vide some dis cre -

tion ary au thor ity for its 31 states and its fed eral dis trict. How ever, the

Mex i can sys tem is far more cen tral ized than ei ther of its north ern neigh -

bours, with Mex ico City be ing the re pos i tory of al most all gov ern men tal 

au thor ity. In ad di tion, Mex i can pol i tics have been dom i nated for more

than half a cen tury by one po lit i cal party, which has had a vir tual stran -

gle hold on power at both the na tional and state lev els. This mo nop oly of 

power may be erod ing some what be cause op po si tion par ties now con -

trol a few state and mu nic i pal gov ern ments. If NAFTA is en acted and

con ti nen tal eco nomic forces be gin to take pre ce dence over na tional and

lo cal po lit i cal and eco nomic forces, the na ture of Mex ico’s fed eral sys -

tem may change dra mat i cally over the next two de cades.

The origins of NAFTA 

NAFTA would trilateralize the Can ada-U.S. Free Trade Agree ment

(FTA) that went into ef fect in 1989 and will be fully im ple mented in

1998. Can ada-U.S. bi lat eral eco nomic link ages are the most ex ten sive in

the world, with more than U.S. $200 bil lion in goods and ser vices cross -

ing the 49th par al lel ev ery year. Can ada is the lead ing na tional mar ket
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for U.S. ex ports and di rect in vest ment, and the num ber one source of

for eign tour ists who visit the United States an nu ally. For their part, Ca -

na di ans shipped 77.6 per cent of their mer chan dise ex ports to the United 

States in 1992, with Amer i can buy ers pur chas ing 25 per cent of ev ery -

thing that Can ada pro duces. Dur ing the last quar ter of 1992, Can ada’s

en tire growth rate of 3.5 per cent (on an an nu al ized ba sis) was at trib ut -

able to ex port ac tiv ity.3 These fig ures were com piled by Sta tis tics Can -

ada. Ca na dian com pa nies with sub sid iar ies in the United States also

pro vide job op por tu ni ties for 740,000 Amer i cans, 123,000 more than

Jap a nese-owned firms and 227,000 more than Ger man-con trolled en -

ter prises. Amer i cans also ac count for al most 90 per cent of all the for eign

tour ists who visit Can ada an nu ally. More than three mil lion jobs on

each side of the bor der are at trib ut able to bi lat eral trade, in vest ment,

and tour ism link ages.4

Mex ico en tered the stage in June 1990, when Pres i dent Carlos Sa -

linas de Gortari and Pres i dent George Bush agreed to com mence Mex -

ico-U.S. bi lat eral trade ne go ti a tions. Some U.S.-based crit ics of NAFTA

claim that the United States has much more to lose than to win be cause

Mex ico is a de vel op ing coun try with an econ omy ap prox i mately the

same size as Florida’s, whereas the United States has the world’s larg est

econ omy with a U.S. $5.9 tril lion GDP in 1992. On the other hand, U.S.

mer chan dise ex ports to Mex ico in creased by 328 per cent be tween 1986

and 1992, the fast est ex port growth in any ma jor mar ket for the United

States, and in the pro cess cre ated 560,000 new jobs.
5
 In deed, U.S. ex ports 

to Mex ico in 1992 were within a few bil lion dol lars of equal ing U.S. ex -

ports to Ja pan. More over, U.S. di rect in vest ment in Mex ico in creased by

al most 250 per cent be tween 1986 and 1991, and Mex i cans are the sec ond 
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lead ing source of for eign tour ists for the United States.
6
 Ap prox i mately

70 per cent of Mex ico’s im ports and ex ports are also di rectly linked to

the U.S. mar ket place.

If NAFTA goes into ef fect in 1994, it will be fully im ple mented

within 15 years, with much of the ac cord to be phased in within a de cade 

or less. For ex am ple, Mex ico will elim i nate im me di ately all tar iffs on

nearly 50 per cent of the in dus trial goods it im ports from the United

States and Can ada. NAFTA is an ex pan sive free trade ac cord be cause it

will not only elim i nate tar iffs but will also do away with many oner ous

bar ri ers linked to the flow of ser vices, in vest ment, and ag ri cul tural com -

mod i ties. Pro cure ment re stric tions for both gov ern ment agen cies and

state-owned en ter prises will be eased, in tel lec tual prop erty pro tected,

stan dard tech ni cal spec i fi ca tions made fair and trans par ent, and trade

dra mat i cally lib er al ized in sec tors as di verse as land trans por ta tion and

tele com mu ni ca tions. Rules of or i gin will also be sim pli fied, with 50 per -

cent North Amer i can con tent suf fi cient for duty-free treat ment for most

prod ucts, al though this in creases to 60 per cent for au to mo tive parts and

to 62.5 per cent for au to mo biles and light trucks. The in no va tive dis -

pute-set tle ment mech a nism found in the FTA will also be trans ferred to

NAFTA, a mech a nism that can be highly ef fec tive, es pe cially in the res -

o lu tion of anti-dump ing and coun ter vail ing duty cases.

NAFTA and the issues affecting
subnational governments

The NAFTA will in te grate trade re la tions be tween the world’s larg est,

eighth larg est, and four teenth larg est na tional econ o mies.7 It will also

af fect some of the most pow er ful po lit i cal and eco nomic subnational
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gov ern ments in the world. Cal i for nia alone ranks ahead of Can ada in

both pop u la tion and GDP and con trols 20 per cent of the votes needed to

se lect the pres i dent of the United States in the elec toral col lege. Both

Cal i for nia and New York rank among the ten larg est econ o mies in the

world. Any one of ten states would, if in de pend ent, rank among the top

25 econ o mies, any  one of 33 states would rank among the top 50, and

any one of the 50 states would rank among the top 75 na tional econ o -

mies.8 On tario is an even more dom i nant force on the Ca na dian po lit i cal 

and eco nomic land scape, ac count ing for 36 per cent of Can ada’s pop u la -

tion, 34 per cent of the seats in the House of Com mons, and 41 per cent of

GDP. In con trast, Cal i for nia and New York to gether ac count for only 19

per cent of the to tal pop u la tion, 19 per cent of the seats in the House of

Rep re sen ta tives, and 22 per cent of GDP.9 As for Mex ico, the Val ley of

Mex ico, in which the Fed eral Dis trict is lo cated, sin gle hand edly ac -

counts for one-fifth of the na tion’s pop u la tion and one-third of its man -

u fac tur ing production.10

Many of these sub-na tional gov ern ment units will wel come

NAFTA, in sist ing that a re gional free trade area will help their busi ness

com mu ni ties to be come more com pet i tive both on a re gional and global

ba sis. Al though still suf fer ing sig nif i cant mer chan dise trade def i cits,

the United States has emerged as both the world’s larg est im porter and

ex porter, with mer chan dise trade top ping $980 bil lion in 1992. The

United States also en joyed a U.S. $69 bil lion sur plus in trade in ser vices

in 1992, a sec tor where many tar iff and non-tar iff bar ri ers will be elim i -
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nated if NAFTA is en acted.
11

 Can ada has also in creased both its ex ports

and mer chan dise trade sur plus with the United States since the cre ation

of the FTA, and this pat tern should con tinue for the fore see able fu ture,

es pe cially if the Ca na dian dol lar re mains at the level of about 80 cents to

a U.S. dol lar. Mex ico has also been the fast est-grow ing econ omy in

North Amer ica over the past four years and has wit nessed a dra matic

in crease in trade vol ume with its two re gional neigh bours.

State and pro vin cial gov ern ments are also better pre pared than

ever be fore to com pete in the North Amer i can and global econ o mies. In

the past de cade, state gov ern ments have al most tri pled the num ber of

over seas of fices they spon sor for trade, in vest ment, and tour ism pro -

mo tion pur poses, to a to tal of more than 160 bu reaus in 1993. In 1990,

eight Ca na dian prov inces op er ated more than 50 of fices abroad, and

pro vin cial gov ern ments now spend far more pro por tion ally than their

U.S. coun ter parts on in ter na tional trade and in vest ment ac tiv i ties. For -

eign di rect in vest ment is an in te gral part of the Ca na dian econ omy, with 

a larger per cent age of for eign own er ship in the busi ness sec tor than in

any other ma jor ad vanced in dus trial so ci ety. Ex ports of goods and ser -

vices also ac count for 30 per cent of Can ada’s GDP, al most twice the

level of Ja pan and three times the level of the United States. With in ter -

na tional trade and in vest ment be ing so vi tally im por tant to Can ada’s

eco nomic well-be ing, it should not be sur pris ing that pro vin cial gov ern -

ments are so ac tively in volved in eco nomic pur suits abroad.

Ot tawa also con sulted on a reg u lar ba sis with the pro vin cial gov -

ern ments dur ing both the FTA and NAFTA ne go ti a tions. In Wash ing -

ton, on the other hand, only spo radic meet ings were held be tween

rep re sen ta tives of the Na tional Gov er nors’ As so ci a tion and the Of fice

of the U.S. Trade Rep re sen ta tive. In Mex ico, there was ap par ently lit tle

con tact be tween fed eral and state rep re sen ta tives, al though the north -

ern states in par tic u lar did meet oc ca sion ally with their coun ter parts in

the U.S. South west, and also un doubt edly asked the Sa linas gov ern -

ment to fo cus on cer tain key trans-bor der is sues.
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Con versely, sub-na tional gov ern ments may also play ob struc tion -

ist roles in both the rat i fi ca tion of NAFTA, and if un suc cess ful there, in

the im ple men ta tion of the agree ment. For ex am ple, pro vin cial gov ern -

ments rep re sent ing more than half of Can ada’s pop u la tion have voiced

their op po si tion to NAFTA (the gov ern ments of On tario, Brit ish Co -

lum bia, and Sas katch e wan). Sev eral state and mu nic i pal gov ern ments

in the United States have also voiced dis plea sure with the agree ment in

its pres ent form.

If the Mulroney, Clinton, and Sa linas gov ern ments are suc cess ful in

over com ing do mes tic op po si tion to the trade agree ment dur ing the rat i -

fi ca tion pro cess, they or their suc ces sors must then pay close at ten tion

to the role played by sub-na tional gov ern ments in the im ple men ta tion

phase. Un der cur rent con di tions, Sa linas will face the least op po si tion in 

this area be cause of the highly cen tral ized na ture of Mex ico’s fed eral

sys tem and the dom i nance at all lev els of his Partido Revolucionario

Institucional (PRI). In ad di tion, an other con ser va tive po lit i cal move -

ment, the Partido de Acción Nacional (PAN), is gen er ally sup port ive of

NAFTA. On the other hand, the left-wing group ing of move ments co -

alesced around Cuauhtemoc Cárdenas are op posed to NAFTA and

may gain greater sup port at the state and mu nic i pal lev els in a pe riod of

grow ing de moc ra ti za tion and/or eco nomic stag na tion.

The com merce and su prem acy clauses in the U.S. Con sti tu tion pro -

vide fed eral of fi cials with the le gal right to en force NAFTA pro vi sions

at the state and lo cal gov ern men tal lev els, but pol i ti cians in Wash ing -

ton, D.C., gen er ally loathe pay ing the po lit i cal price of tak ing on these

re gional gov ern ments. As an il lus tra tion, nei ther the Con gress nor the

White House was will ing in the early 1980s to or der state gov ern ments

to aban don their uni tary tax a tion for mu las, al though bi lat eral trea -

ties (and the ac cepted prac tice of the su prem acy of treaty ob li ga tions

over state laws) ar gu ably gave fed eral of fi cials the right to do so.

Quite sim ply, the pol i ti cians were un will ing to face the wrath of gov -

ern ment lead ers and their con stit u ents in states rang ing from Florida

to Cal i for nia.

If ju ris dic tional prob lems do arise in the U.S. fed eral sys tem, they

may be linked to gov ern ment pro cure ment and sub sidy is sues. NAFTA

will open up many more gov ern ment con tracts to out side bid ders, even

though min i mum thresh olds, Buy Amer ica, and mi nor ity off sets may

be main tained in most cases. In 1992, state and lo cal gov ern ments spent
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much more in the non-de fence sec tor than did Wash ing ton, D.C., and

many lu cra tive op por tu ni ties will be avail able at the sub-na tional level

for Ca na dian and Mex i can con trac tors. For ex am ple, the U.S. fed eral

gov ern ment spent U.S. $7.4 bil lion in 1992 for non-de fence du ra ble

goods, whereas state and lo cal gov ern ments spent $37 bil lion; Wash ing -

ton spent $8.4 bil lion for non-du ra ble goods, while the re gional gov ern -

ments spent $58.5 bil lion; Wash ing ton ex pended $43.2 bil lion for

ser vices (ex clu sive of em ployee com pen sa tion), com pared with $22.4

bil lion for sub-na tional gov ern ments; and the fed eral gov ern ment al lo -

cated $11.1 bil lion for struc tures, com pared with $93.2 bil lion ex pended

by the non-cen tral gov ern ments.
12

 Al most all state and many large mu -

nic i pal gov ern ments also pro vide some fi nan cial as sis tance to busi -

nesses as in duce ments to lo cate or ex pand op er a tions at the lo cal level

or to en gage in ex port ac tiv ity. In the case of New York City, it also pro -

vides in cen tives just to keep ma jor busi nesses from shift ing op er a tions

to other parts of the coun try.
13

 In many in stances, these prac tices may be 

sub ject to coun ter vail ing du ties and may lead to a con fron ta tion be -

tween Wash ing ton, D.C., and some of the state capitals.

The po ten tial for con fron ta tion may be even greater in Can ada,

where sec tors un der pro vin cial ju ris dic tion are care fully mapped out in

Sec tion 92 of the Con sti tu tion Act of 1867. Ar eas of par tic u lar con cern

would in clude the pro cure ment prac tices of non-cen tral gov ern ments

and Crown cor po ra tions; pub lic pen sion plan pref er ences; ex port, man -

u fac tur ing, en ergy, trans por ta tion, and re gional sub si dies; and se lected

ac tiv i ties of ag ri cul tural mar ket ing boards.
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million in subsidized power. In return, CBS has pledged to remain in New
York City for at least 15 years and to invest at least $300 million in a variety
of projects. See the Wall Street Journal, March 12, 1993, p. B8.



Concluding observations

Most stud ies in di cate that once NAFTA is fully im ple mented, all three

North Amer i can na tions will ben e fit eco nom i cally and the North Amer -

i can busi ness com mu nity will be better pre pared to com pete against en -

ter prises head quar tered across the At lan tic and the Pa cific.14

Nev er the less, the costs and ben e fits of NAFTA will be dis trib uted un -

evenly across re gions and busi ness sec tors. Some man u fac tur ing, ser -

vice, and ag ri cul tural con cerns will sim ply not be able to com pete,

lead ing to sig nif i cant job losses. Many large busi nesses are also in the

pro cess of cre at ing North Amer i can di vi sions and may no lon ger see the 

need to main tain ex ten sive fa cil i ties in all three of the North Amer i can

coun tries.15 Some re gions within the same na tion-state may also ben e fit

much more than other re gions. For ex am ple, more than 40 per cent of

U.S. ex ports to Mex ico are fun nelled through just one state, Texas. Sev -

eral states and prov inces along the two bor ders are also lo cated near

ma jor pop u la tion cen tres in the other country, providing both new

market opportunities and new competition.

On the whole, state, pro vin cial, and mu nic i pal gov ern ments in

North Amer ica are gear ing up for freer trade, al though some sup port

the mul ti lat eral route through the GATT more than the re gional route

through NAFTA. They gen er ally un der stand that the world econ omy is

be com ing more com plex and more in ter de pen dent, and that pro tect ing
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corporations that was administered by the Americas Society. See Stephen
Blank, Stephen Krajewski, and Earl H. Fry, “Toward a New ‘Architecture’
of North America: NAFTA’s Impact on Corporate Restructuring,” a paper
prepared for the annual convention of the International Studies
Association, Acapulco, March 27, 1993.



and en hanc ing the in ter ests of their con stit u ents re quires ac tive in volve -

ment both con ti nen tally and glob ally. The Ca na dian gov ern ment has

done the best job of keep ing its non-cen tral coun ter parts abreast of

NAFTA de vel op ments and of in vit ing in put from these gov ern ments.

The re cord of the U.S. gov ern ment is not nearly as good, and Mex ico

City sim ply does not have a tra di tion of vig or ous two-way

give-and-take con sul ta tions with its states. 

If NAFTA is to be as ef fec tive as en vi sioned, non-cen tral gov ern -

ments in the three fed eral sys tems must be come en er getic sup port ers

and not re luc tant part ners. Many more busi ness-re lated laws in the

United States and Can ada are be ing leg is lated and im ple mented at the

state and pro vin cial lev els than at the na tional level. Many subnational

gov ern ments also pur sue pol i cies that are bla tantly pro tec tion ist or pro -

vide trade-dis tort ing sub si dies.
16

  To avoid pro tec tion ist skir mishes and 

foot-drag ging in the im ple men ta tion of NAFTA’s myr iad pro vi sions,

in ter gov ern men tal co-op er a tion will be needed both within and among

the three na tion-states. As the for mer gov er nor of Ar kan sas and for mer

chair of the Na tional Gov er nors’ As so ci a tion, Pres i dent Clinton should

clearly un der stand the need for ex ten sive con sul ta tion and pol icy co-or -

di na tion with state and lo cal gov ern ment of fi cials. Pres i dent Sa linas has 

def i nitely been an en light ened leader of Mex ico and should also rec og -

nize the po ten tial div i dends in pur su ing an ac tive di a logue with elected

rep re sen ta tives at the sub-na tional level. Un for tu nately, in the rush to

ne go ti ate a NAFTA text and have it rat i fied be fore the end of 1993, too

lit tle at ten tion has been paid by na tional of fi cials to the role of sub-na -

tional gov ern ments in both the for mu la tion and im ple men ta tion of the

ac cord. Per haps it is not too late to ini ti ate in ter gov ern men tal dis cus -

sions that will fa cil i tate the suc cess ful phas ing in of the North Amer i can

Free Trade Agreement.
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barriers or subsidies cost Canadian consumers more than Cdn $5 billion
per year and adversely affect the competitiveness of Canadian-owned
companies. See the Financial Post, April 17, 1991, p. 6.
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A Corporate Perspective
on Environmental and
Labour-Related Side
Agreements

Colleen Morton

I WANT TO TALK ABOUT THE PO LIT I CAL CLI MATE in Wash ing ton with re -

spect to NAFTA. I will touch on the la bour side, or par al lel agree ment

and the im port surge agree ment, but I will fo cus on the en vi ron men tal

accord.

I was the ex ec u tive di rec tor of the U.S.-Mex ico Busi ness Com mit tee

in Wash ing ton for the past two years, and in that ca pac ity ran the ma jor

cor po rate “sup port group” for NAFTA. I did some lob by ing and I was

also the chair per son of the en vi ron men tal work ing group of the U.S. Al -

li ance for NAFTA, which is the large cor po rate um brella or ga ni za tion. I

am very sym pa thetic to many aims of en vi ron men tal ists, both in the

sup ple men tal ne go ti a tions and else where. 

Let me be gin with the po lit i cal cli mate in Wash ing ton. NAFTA is

ex tremely con tro ver sial in the United States, and it is more con tro ver -

sial in Wash ing ton among in ter est and pres sure groups who fo cus on
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these kinds of is sues, and within the Con gress. There is a lot of pub lic

con tro versy, and not be cause of eco nom ics. In gen eral, peo ple are un in -

formed about trade eco nom ics, about com par a tive ad van tage, about

any thing hav ing to do with ex ports and im ports. 

More over, Amer i cans have a view of Mex ico that is un for tu nately

very neg a tive, al though it var ies from re gion to re gion. In Texas, you

would find a much more pos i tive im age than you would dis cover in

Cal i for nia. In Cal i for nia, the pop u lar im age of Mex ico is cre ated by il le -

gal im mi grants who swamp the school sys tem and thwart the abil ity of

so cial ser vices to sup port them. In 1987-88, Amer i cans also had an un re -

al is tic im age of Can ada dur ing the Can ada-U.S. free trade ne go ti a tions,

but it was ba si cally a pos i tive view that Ca na di ans were all nice; they

were prac ti cally part of the United States any way, so why even talk

about the is sue? It would have been much better if we could have slid

NAFTA through in the same fash ion that we fi nessed the Can ada-U.S.

agree ment.

An other rea son for the neg a tive im age, why NAFTA is so con tro -

ver sial in the United States, is be cause it has be come sym bolic of ev ery -

thing Amer i cans fear about be ing in te grated into the global econ omy:

fears about the de fi cien cies in their ed u ca tion sys tem, of com pa nies not

be ing com pet i tive, about mov ing jobs over seas, and about glob al iza tion 

in gen eral. NAFTA has be come a light ning rod for con cerns of la bour,

in ter est, and en vi ron men tal and con sumer groups, who be lieve the

United States is los ing con trol of her eco nomic des tiny by link ing up

with a coun try that is so dif fer ent. Of course, other fac tors that con trib -

ute to the fear of change are the re ces sion and de fence cut backs, par tic u -

larly in spe cific re gions of the coun try. These con trib ute, for ex am ple, to

the gen eral xe no pho bia that one sees in Cal i for nia. Of the 50-mem ber

con gres sio nal del e ga tion from Cal i for nia, well over half are strongly

op posed to NAFTA, in spite of the fact that Cal i for nia may emerge as a

ma jor ben e fi ciary. 

With re spect to po lit i cal is sues pres ently on the ta ble, there are two

that I par tic u larly wish to ad dress be fore ap proach ing the en vi ron men -

tal is sue. One is the ques tion of how much po lit i cal cap i tal Pres i dent

Clinton will be will ing or able to spend in or der to sup port NAFTA. In

No vem ber or De cem ber of this year, he may not have suf fi cient po lit i cal

cap i tal left to get the agree ment through Con gress. 
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We have lost our ma jor cham pi ons for NAFTA in Con gress, es pe -

cially Lloyd Bentsen—which Clinton per haps un der stood, but maybe

not com pletely—when the sen a tor be came Sec re tary of the Trea sury.

Now the pres i dent must face Sen a tor Dan iel Pat rick Moynihan, who is

not a friend of Mex ico, nor a friend of NAFTA. Not a team player,

Moynihan has his own agenda, and he tends to pur sue it re gard less of

po lit i cal costs to the Dem o cratic party. In the House of Rep re sen ta tives,

we have a dif fi cult sit u a tion as well. There are 110 new mem bers, 80 of

whom are al ready on re cord as be ing op posed to NAFTA. Dan

Rostenkowski, chair man of the Ways and Means Com mit tee, is un der

in ves ti ga tion for cam paign vi o la tions and other al leged wrong do ing.

Con gress man Rostenkowski is the most pow er ful per son in the

House, the one that Pres i dent Clinton in tended to rely upon to get his

eco nomic pro gram through. If the chair man is in dicted, he will have to

give up his po si tion on the Ways and Means to Sam Gib bons. Con gress -

man Gib bons is an ideo log i cally pure free trader, but does not have

cred i bil ity. Known as a “wheeler and dealer,” he lacks back ground on

the tax is sue, so he will be un able to use that le ver age against other peo -

ple in the House to cut the deals that need to be made. The likely re place -

ment for Gib bons as chair man of the Trade Sub com mit tee of the House

Ways and Means Com mit tee is Bob Matsui from Cal i for nia, where

NAFTA is not pop u lar. 

I am not overly op ti mis tic about the pros pects for NAFTA in Con -

gress. Its chances are 50-50 for the pres ent. But ob vi ously crit i cal to pas -

sage are par al lel or side agree ments. The side agree ments,

en vi ron men tal, la bour, and im port surge (which has yet to be de fined)

are purely po lit i cal con structs. They were cre ated by Pres i dent Clinton

dur ing an Oc to ber 1992 cam paign speech in Ra leigh, North Carolina,

where he al luded to what might or might not go into them. It was not

clear at the time, nor is it yet known, how strongly he feels about the ac -

tual sub stance or con tent of the agree ments. What is clear is that the

pres i dent is com mit ted to side agree ments, and that these par al lel

agree ments are es sen tial to sell ing the deal to Con gress.

The prob lem is that in stead of hav ing some what ra tio nal pro cess in

which all three par ties come to the ta ble with their con cerns, we have a

pres i den tial can di date set ting the agenda, and once he co mes to power,

hav ing to fill in gaps. The sub stance is what all three gov ern ments have

been fran ti cally scur ry ing around for the past three months try ing to de -
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fine. That is also what cor po rate, en vi ron men tal, and la bour groups,

and ev ery body else with an in ter est, have on their minds: What can we

sell? What can we get? What can we put in here? What makes sense? 

What does n’t make sense? It is not a ra tio nal way to pro ceed, but I think

we have fi nally be gun to reach a con sen sus around a few key is sues. 

The en vi ron men tal side agree ment, I think, is the most im por tant

one be cause la bour is in the pro cess of be ing “bought off,” to some ex -

tent, through pretty gen er ous prom ises about ad just ment as sis tance.

La bour’s real agenda is to ob tain in come main te nance within the ad just -

ment as sis tance pack age, which is some thing that the Bush ad min is tra -

tion op posed be cause it is very ex pen sive.

The four themes that will emerge in the en vi ron men tal side agree -

ment are en force ment, fi nanc ing, stan dards and the re spon si bil i ties of a

tri lat eral trade com mis sion. En force ment is ba si cally a prob lem within

Mex ico, and they are bring ing vast re sources to bear on it, but there has

to be a lot of in vest ment, a lot of train ing in hu man cap i tal, in or der to

bring up their en force ment ca pac ity. Lack of en force ment has two ef -

fects that im pact on U.S. in ter ests. One con cerns com pet i tive ness, be -

cause if Mex i can stan dards, even though they are as high as U.S. norms

in many ar eas, are not be ing en forced, then con ceiv ably the cost of pro -

duc tion in Mex ico could be lower. A sec ond con sid er ation where en -

force ment has an im pact re gards bor der ar eas (qual ity of life, stan dard

of liv ing, pub lic health is sues with re spect to U.S. cit i zens)—the ex tent

to which prob lems on the Mex i can side of the bor der spill over into the

United States. 

The is sue of com pet i tive ness is, in a sense, trade-re lated, be cause it

con cerns the abil ity of com pa nies to com pete on a “level play ing field.”  

En vi ron men tal ists would like to see the use of coun ter vail ing du ties in

or der to ca jole Mex ico into lev els of en force ment like those of the United

States. En vi ron men tal groups would also like to see in the sup ple men tal 

side agree ment a cross-na tional, supernational en force ment mech a -

nism to en sure that in ad di tion to cre at ing a level play ing field, NAFTA

does not con trib ute to in creased en vi ron men tal deg ra da tion in Mex ico. 

The cor po rate com mu nity, how ever, does not think that the sec ond

pri or ity is any of its busi ness. Cor po rate busi ness would say that Mex i -

cans have their own en vi ron men tal con cerns, that they also want to pro -

tect their own health and their own en vi ron ment, and they are tak ing

steps to achieve these ends. NAFTA, pro mot ing eco nomic growth, will
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pro vide them with more re sources and more op por tu ni ties to do it. We

do not see the ne ces sity for hav ing cross-bor der, supernational en force -

ment ca pac ity in the sup ple men tal agree ments in or der to force Mex ico

to raise its stan dards to some ar bi trary level.

The com pet i tive ness is sue is cer tainly alive for some parts of the

cor po rate com mu nity, but busi ness does not sup port the idea of coun -

ter vail ing du ties. It will, how ever, ask the Trade Com mis sion to take ac -

tion to in crease and im prove en force ment lev els in Mex ico over a pe riod 

of time. The cor po rate com mu nity is aware that it takes a very long pe -

riod of time to bring in en force ment of stan dards, and to raise stan dards

them selves to a level that the United States has achieved over the past 20 

years. Busi ness shares some of the con cerns that the en vi ron men tal ists

have, but for dif fer ent rea sons. We are ap proach ing the same is sue from

dif fer ent an gles, with dif fer ent per spec tives.

Let me turn now to the fi nanc ing is sue. Within this cat e gory there

are four sub-is sues: bor der in fra struc ture, how to fi nance en force ment,

Trade Com mis sion ac tiv i ties, and tech nol ogy trans fer (or how to fi -

nance the tech nol ogy trans fer so that Mex ico will ac tu ally have the

know-how it needs to up grade its en vi ron men tal per for mance).

Pro pos als that have been put on the ta ble for fi nanc ing bor der in fra -

struc ture are ba si cally of two va ri et ies. One is to tax the prof its of cor po -

ra tions that are en gaged in trade, in vest ment or ser vices across bor ders,

and to uti lize those taxes to pay for the needed bor der en vi ron men tal in -

fra struc ture. The sec ond pro posal is to cre ate a new fund: a North

Amer i can de vel op ment bank, or a NAFTA fund, or a bor der in fra struc -

ture fund.

Ob vi ously, the cor po rate com mu nity is strongly op posed to the tax,

the main rea son be ing that NAFTA is de signed to get rid of cross-bor der 

im ped i ments. A tax such as the one Con gress man Rich ard Gephardt

has pro posed would not only af fect prod ucts and ser vices that are cur -

rently taxed, but also tax all goods and ser vices that are cur rently tar iff

free. That would be a ma jor step back ward, and it makes ab so lutely no

sense from the point of view of eco nom ics or trade pol icy.

This is like say ing that we are a lit tle sceptical about the idea of a

North Amer i can de vel op ment bank at this point be cause no one re ally

knows ex actly what the prob lem is. No body has done re search nec es -

sary to quan tify what it is ex actly that we need on the bor der. So let’s just 

throw some money at the prob lem, get it out of the way, and go on from
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there. The ques tion is, ex actly how much money must be thrown at the

prob lem? No body is re ally deal ing with the sub stan tive is sue. Be fore I

left the Mex ico-U.S. Busi ness Com mit tee, I com mis sioned a study on

the bor der in fra struc ture fi nanc ing prob lem: what is the need, what are

the gaps, and why is n’t the money flow ing to where its sup posed to be?

Let me turn now to stan dards (again a prob lem be cause of the com -

pet i tive ness is sue), from the point of view of har mo ni za tion, both in ter -

nally and across bor ders. Within the United States, un der NAFTA,

states do not have com merce clause rights. For in stance, if Mex ico de -

cided to come to the North Amer i can Trade Com mis sion and say, “Cal i -

for nia has es tab lished a trade bar rier against av o ca dos, and we know it

is a trade bar rier be cause it is ten times more rig or ous to meet than Ar i -

zona’s av o cado pol icy,”  Cal i for nia lacks the le gal stand ing to de fend it -

self un der NAFTA. Any pres i dent would go out of his way to in vite

Cal i for nia to pres ent its case, but le gally, un der NAFTA, states do not

have any right to de fend them selves, to de fend their stan dards. The

United States must de cide whether to take up the case. It may ig nore the

ar gu ments of Cal i for nia.

I think, there fore, that states are just wak ing up to the fact that they

need to pay at ten tion to what is go ing on in the side agree ments. It is also 

likely that there will be a lot of pres sure for up ward har mo ni za tion of

stan dards. Does the United States re ally want to adopt the en tire Ca na -

dian en vi ron men tal law? Ca na dian en vi ron men tal law is not nec es sar -

ily ap pli ca ble to all of the sit u a tions and cir cum stances in the United

States. Why should we ex pect Mex ico to adopt our law, and why should 

Can ada ex pect us to adopt your law? Har mo ni za tion in gen eral is a very 

se ri ous ques tion, one which the com mis sion will need to ad dress, and

one which the side agree ments will prob a bly end up ad dress ing in one

fash ion or an other.

Stan dards are also a prob lem with re spect to dis pute res o lu tion be -

cause of the rights of states or prov inces, be cause of the ques tion of the

bur den of proof and be cause of the ques tion of the “rel e vance stan -

dard,” which is that stan dards should be based on ob jec tive sci ence, or

should be, at least, sci ence-based. NAFTA does not iden tify which sci -

en tific stan dard to use, and in many cases there are con flict ing sci en tific

stan dards, for ex am ple, what level of tox ic ity is ac cept able in shell fish?

There will be count less dis putes, which should be very lu cra tive for

trade and en vi ron men tal law yers.
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The fi nal topic I want to ex plore is the com mis sion it self. The Trade

Com mis sion is pres ently an empty ves sel wait ing to be filled by some -

body with imag i na tion who wants a job. It is very likely that the com -

mis sion will wind up pre par ing many re ports. The cor po rate

com mu nity can live with that; in fact, we would like it to com pile a lot of

re ports, par tic u larly on how gov ern ments are co-op er at ing. They have

al ready pro duced a whole range of bi lat eral, and one or two tri lat eral,

agree ments on en vi ron men tal is sues, and en vi ron men tal com mit ments

to co-op er ate. Are they hon our ing these com mit ments?  Maybe the com -

mis sion should do re ports on lev els of com pli ance with those agree -

ments. The com mis sion should also un der take re ports on the over all

level and con sis tency of en force ment over time. If the com mis sion finds

a pat tern of non-en force ment in a par tic u lar sec tor, that would be a mat -

ter for con sul ta tion among the three par ties.

The Trade Com mis sion will also have to deal with a very se ri ous is -

sue: that of in vest ment di ver sion and the low er ing of stan dards. This is

a ques tion of state, not fed eral, ju ris dic tion. In Can ada, Mex ico, and the

U.S., states or prov inces act ing in de pend ently will fre quently pro vide

“en force ment hol i days” to com pa nies in vited in. Does a hol i day, even

for a rel a tively short pe riod of time, con sti tute a con scious de ci sion to

lower in vest ment stan dards on the part of the na tion in or der to at tract

in vest ment? If it is, it vi o lates NAFTA. This is some thing that the com -

mis sion will prob a bly have to take un der ad vise ment.

The com mis sion will also have to do many other things, in terms of

tech nol ogy trans fer, train ing, con sul ta tions and re views, and iden ti fy -

ing pro jects for in fra struc ture fi nanc ing. There are many ways the com -

mis sion may act with out get ting into the supernational en force ment

area, which the cor po rate com mu nity be lieves would be di sas trous

from the point of view of im ple ment ing the agree ment, from the point of 

view of sov er eignty, and from the point of view of eq uity.
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Macro-Based
International

Competitiveness with
Free Trade

Rodrigue Tremblay

Introduction

THE RULES OF THE GEN ERAL AGREE MENT on Tar iffs and Trade (GATT)

and es pe cially the rules of the Free Trade Agree ment be tween Can -

ada and the United States (FTA), which came into ef fect on Jan u ary 1,

1989, make it ever more dif fi cult for coun tries to pur sue ex plicit mi -

cro-eco nomic pol i cies to raise pro duc tiv ity and pro mote growth in dus -

tries. Tar iffs and quo tas can not be re lied upon to change the in dus trial

struc ture within the FTA, and this will be also the case with the North

Amer i can Free Trade Agree ment (NAFTA), while their use is very con -

di tional at best within GATT. On the other hand other mi cro-tools of in -

dus trial pol i cies, such as di rect sub si dies through sec tor-spe cific or

through in dus try-spe cific in dus tries, can be sub jected to coun ter vail ing

or anti-dump ing du ties and are therefore also less likely to be used in

the future.
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If ex plicit mi cro-based in dus trial pol i cies are bound to be less re lied

upon in the fu ture, this will not pre clude the re li ance on im plicit in dus -

trial strat e gies, which can be dis guised un der mil i tary and gov ern ment

pro cure ments or un der en vi ron men tal reg u la tions. How ever, the em -

pha sis of pub lic pol icy to re in force the in dus trial struc ture may have to

be more gen eral and macro-based re gard ing fis cal, la bour and im mi -

gra tion, mon e tary, ex change rate, and gen eral in vest ment and in dus -

trial pol i cies.

More over, econ o mists re search ing the im pact of trade pol icy shifts,

such as the join ing of a re gional free trade area, have tended to adapt the

prob lems to the meth od ol ogy at hand. Ever since H. John son (1958) es ti -

mated the (small and fa vour able) static wel fare ef fects of the United

King dom join ing the Eu ro pean Eco nomic Com mu nity, econ o mists

have found it more con ve nient to stress the static wel fare gains and

losses aris ing from trade lib er al iza tion, rather than the more elu sive but

po ten tially more im por tant dy namic ef fects ac com pa ny ing the move to

freer trade. The tool of pre di lec tion has been the ap plied gen eral equi lib -

rium model, which was ini tially used by Johansen (1960), and adapted

to the U.S. by Shoven and Whalley (1972) and to Can ada by Boadway

and Treddenick (1978). These mod els mea sure the ef fects that changes

in rel a tive prices re sult ing from al ter ations to the trade en vi ron ment

cause to pro duc tion, real in come and em ploy ment, af ter la bour and

cap i tal have had time to ad just and move from the de clin ing sec tors to

the ex pand ing sec tors. Ef fi ciency gains re sult ing from better re source

al lo ca tion nor mally lead to wel fare gains, al beit of ten rel a tively small,

de pend ing on the as sump tions of each model. The smaller wel fare

gains came from the “per fect com pe ti tion and con stant re turns to

scale” ver sion, es ti mated by Ham il ton and Whalley (1985) at 0.6 per -

cent for Can ada and Brown and Stern (1987) at 0.3 per cent for Can ada,

with the im ple men ta tion of the FTA. The larger wel fare gains arose

from the “im per fect com pe ti tion and in creas ing re turns (de clin ing av -

er age cost func tions)” ver sion of the model, with Har ris and Cox

(1985) plac ing the Ca na dian FTA wel fare gains to Can ada at 8.9 per -

cent, and with Brown and Stern (1989a) es tab lish ing the same gains for 

Can ada at 1.1 per cent.

Es sen tially, the mod els show ing net wel fare gains place the em pha -

sis on in dus trial ra tio nal iza tion and better re source al lo ca tion, while
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those ar riv ing at neg a tive net wel fare re sults stress the wors en ing of a

coun try’s terms of trade when its rel a tively higher tar iffs are re moved.

There fore, if ef fi ciency gains from trade lib er al iza tion are es ti mated

to be rel a tively small and some times neg a tive, one may ask why such

trade pol icy shifts at tract so much at ten tion. The an swer lies in the com -

pet i tive ness re quire ments that ac com pany the open ing of an econ omy

and in creased com pe ti tion. With free trade, con sum ers and buy ers in

gen eral can not be re lied upon to sub si dize in ef fi cien cies and higher

costs. Cost con tain ment mea sures be come a pre req ui site for the econ -

omy that must ad just to freer trade. If these cost con tain ment mea sures

(such as tech no log i cal and pro duc tiv ity im prove ments through new in -

vest ments and lower real wage bills) are suc cess fully ap plied, the ad -

just ment to freer trade will be the intra-firm and the intra-in dus try type

and the over all pro duc tiv ity of the econ omy will im prove. How ever, if

the cost con tain ment mea sures are in suf fi cient or non-ex is tent, the ad -

just ment to freer trade will be of the inter-in dus try type, and it is not im -

pos si ble then not only that struc tural un em ploy ment will rise, but also

that the over all pro duc tiv ity of the econ omy could de cline, and a lower

rate of eco nomic growth could re sult.

Un for tu nately, the Ca na dian gov ern ment did not pay much at ten -

tion to com pet i tive ness and the real ex change rate dur ing the pro cess of

in dus trial ad just ment to North Amer i can free trade af ter 1989. On the

con trary, an Ad vi sory Coun cil on Ad just ment cre ated by the fed eral

gov ern ment to “ex am ine the pos si bil i ties for Ca na di ans to gain max i -

mum ad van tage from the Can ada-U.S. Trade Agree ment,” es sen tially

con cluded that only mi nor ad just ments to ex ist ing pol i cies were re -

quired (Ad just ing to Win, 1989). An other in di ca tion of com pla cency can

be found in the fact that Can ada has no joint min is try of in dus try and in -

ter na tional trade as in the United King dom or Ja pan. In Ot tawa, the De -

part ment of In ter na tional Trade is an ad junct to the De part ment of

For eign Af fairs, and dip lo mats run eco nomic af fairs, not in dus tri al ists.

In deed, af ter such a fun da men tal shift in trade pol icy as the Free Trade

Agree ment, one would have ex pected that the pri or ity would have been 

placed on re in forc ing com pet i tive ness by en cour ag ing in dus trial in -

vest ments, pro duc tiv ity gains, wage re straints, and other intra-in dus -

trial pol i cies. Such pol i cies above all would have con trib uted to

avoid ing the dis lo ca tions that inter-in dus try ad just ments and mas sive

plant clo sures were bound to cre ate, with the con com i tant rise in struc -
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tural Ca na dian un em ploy ment.
1
 Partly be cause of this ne glect of

macro-based gen eral in dus trial pol i cies, Can ada has fallen back in in -

dus trial com pet i tive ness since the ad vent of free trade, and as a con se -

quence, seems to have suf fered some de gree of disindustrialization and

a rise in struc tural un em ploy ment.

Macro-based international
competitiveness

In a gen eral sense and in the long run, in ter na tional com pet i tive ness is

the abil ity of an econ omy to use its re sources (la bour, cap i tal, and land)

so that its pro duc ers can com pete with those of other coun tries. Com -

pet i tive ness does not evolve only from rel a tive cost ef fi ciency, but also

re lates to the de sign, qual ity, and de liv ery of trad able prod ucts and ser -

vices. The more nar row con cept of in ter na tional com pet i tive ness re lates 

pri mar ily to rel a tive cost and price com pet i tive ness, and it is used to ex -

plain how do mes tic pro duc ers fare in terms of prof it abil ity and of mar -

ket shares, in ter nally and internationally, and how the industrial

structure evolves.

If a coun try is to reap the ben e fits de rived from the dy namic ef fects

of free trade, the com pet i tive ness of its man u fac tur ing and trad able ser -

vices sec tors must im prove, or at least not re gress. In deed, in creased

com pet i tive ness of the trad able goods sec tors means faster cap i tal ac cu -

mu la tion and faster pro duc tiv ity growth, and there fore, faster eco -

nomic growth. In or der for free trade to pro vide net eco nomic ben e fits, it 

must im prove the dy namic out look for eco nomic growth (Tremblay,

1991).

Since the ex port sec tor ex pands with free trade, while the im -

port-com pet ing sec tor and the non-trad able goods sec tor are bound to

con tract, at least in rel a tive terms, new in vest ments (plant and equip -

ment) and cap i tal trans fers to the ex port sec tor must be en cour aged.

And since large seg ments of Can ada’s in dus tries, es pe cially in the im -
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port-com pet ing sec tor, are for eign con trolled, North Amer i can free

trade has al ways pre sented the threat that U.S. firms would re pa tri ate

cap i tal to over come the tar iff wall. Such a move ment of cap i tal would

tend how ever to de pre ci ate the Ca na dian dol lar and en cour age the ex -

pan sion of the ex port-ori ented in dus tries, while cush ion ing the im pact

of tar iff re duc tions on the im port-com pet ing sec tor.

If free trade is to re sult in a rel a tive ex pan sion of the trad able goods

sec tor, its prof it abil ity must im prove. And for the cost-com pet i tive ness

of the trad able goods sec tor to im prove, the do mes tic terms of trade

must move in fa vour of that sec tor. For a small price-taker coun try, this

means in ef fect that the real ex change rate (eR) must suf fer a real de pre ci -

a tion with a rise of the price of trad able goods rel a tive to the price of

non-trad able goods 
P

P
T

N

æ

è
ç
ç

ö

ø
÷
÷ .

In deed, there are two ways to use the real ex change rate as a mea -

sure of com pet i tive ness. First, it is a mea sure of the com pet i tive ness of

home goods vis-B-vis for eign goods. Sec ond, it is a mea sure of the com -

pet i tive ness of the trad able goods do mes tic in dus tries vis-B-vis the

non-trad able goods do mes tic in dus tries. The lat ter mea sure con veys

the idea that the en tire econ omy must ad just to free trade and in creased

com pe ti tion, and not just the for eign sec tor.

e E
P

P

P

P
R

T

N

= × =
*

(1.0)

where: E is the nom i nal ex change rate of for eign cur rency in units of the

do mes tic cur rency; P* is the in dex of for eign prices and P the in dex of do -

mes tic prices, while PT is the in dex of trad able goods prices and PN is the

in dex of non-trad able goods prices.

When only the for eign sec tor is con sid ered, the equi lib rium real ex -

change rate is the level that gen er ates a cur rent ac count sur plus or def i -

cit equal to net long-term cap i tal flows. When the en tire econ omy is

con sid ered, a sus tained real de pre ci a tion tends to lower real wages and

in crease prof its and em ploy ment in the trad able sec tor. A sus tained real

ap pre ci a tion has the re verse ef fect on real wages and on the prof its and

em ploy ment in the ex port and im port-com pet ing in dus tries. In the lat -

ter case, re sources and work ers are dis placed from the trad able sec tor,
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even though they should re main in that sec tor if the ex change rate were

at its long-run equi lib rium.

Be cause of the open ness of its econ omy and the rel a tive large size of

its trad able goods sec tor, Can ada’s most im por tant sin gle price is the ex -

change rate. And be cause av er age Ca na dian tar iffs on im ported goods

were twice as high as their U.S. equiv a lent in 1989 (11.2 per cent vs. 6.5

per cent), it could have been ex pected that a sta ble or slightly de pre ci at -

ing ex change rate was called for, if Ca na dian in dus try were to ad just to

the in creased com pe ti tion from im ports and to the in creased op por tu ni -

ties in the U.S. mar ket.
2

The real ap pre ci a tion of the ex change rate for the man u fac tur ing

sec tor, which is deemed to com prise es sen tially trad able goods, can be

mea sured by as sum ing that in dus trial prices are de ter mined as a

mark-up of unit la bour costs. In dus trial prices in the U.S. (P
*
) can thus be 

ex pressed as the ra tio of U.S. in dus trial wages and the av er age or mar -

ginal pro duc tiv ity of la bour 
W

PROD

*

*
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è
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ç

ö
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÷ , and sim i larly for Can ada, ex cept 

that unit la bour costs in the man u fac tur ing sec tor must be ex pressed in

the U.S. dol lar for the pur pose of com par i son, hence, 
1
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For a given pe riod, the change in the rel a tive com pet i tive ness of the

man u fac tur ing sec tor or the real ap pre ci a tion or de pre ci a tion can be ex -

pressed as fol lows:

D D D D D De W PROD E W PRODR = + +* *\ \ \ \8211 96 8211 96 (3.0)

A real ap pre ci a tion or a loss of com pet i tive ness in Ca na dian in dus -

try oc curs when U.S. man u fac tur ing pro duc tiv ity grows faster than Ca -

na dian pro duc tiv ity, or when in dus trial wages in Can ada grow faster in 

U.S. dol lars than U.S. in dus trial wages.
3
 As S. Arndt (1990) has well

stressed, how ever, the real ex change rate is not de ter mined pri mar ily in

the trad able goods sec tor, where trade flows main tain equi lib rium, but

in the non-trad able goods sec tor where the price must ad just to clear the

mar kets. As a con se quence, there is more than the nom i nal ex change in -

volved here. In deed, com pet i tive ness pol i cies or gen eral in dus trial pol i -

cies can not be di rected solely to wards the trad able goods sec tor, but

must also be ori ented to wards non-trad able goods. If com pet i tive ness is 

to im prove, this re quires more sup ply-ori ented and fewer de mand-ori -

ented pol i cies. In prac tice, this means lower bud get ary def i cits at both

the fed eral and pro vin cial lev els, and more in cen tives for in vest ments in 

the trad able in dus tries. It also means less re li ance on mon e tary pol icy

and more on fis cal pol icy to com bat in fla tion.

Canadian industrial
competitiveness, 1987-91

Ta ble 1 pro vides a sum mary of the evo lu tion of in dus trial wages and

pro duc tiv ity in Can ada and in the United States, as well as the trend of

unit la bour costs in each coun try. Since move ments in costs take time to

in flu ence out put and em ploy ment de ci sions, in fact be tween one and a

half to two years, the rel a tive cost his tory of the Ca na dian man u fac tur -

ing sec tors is con sid ered over the two years pre ced ing the FTA and the

three years fol low ing the FTA, i.e., the five years 1987-91.
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Table 1: Index of Productivity, Wages and Unit Labour Costs in Canada and in the United States,
1982-1991 (Manufacturing Sector)

CAN ADA

Unit la bour 

costs in 

Can $

       (1)

CAN ADA

Hourly

wages

       (2)

CAN ADA

Out put

per hour

       (3)

U.S.A.

Hourly

wages

    (4)

U.S.A. 

Out put

per hour

    (5)

CAN ADA

Unit 

la bour

costs in

U.S. $

      (6)

U.S.A. 

Unit 

la bour

costs in

U.S. $

    (7)

Ra tio

(6)/(7)

   (8)

Bi lat eral 

ex -

change

rate

$ CAN

$ US

æ

è
çç

ö

ø
÷÷

    (9)

1982 100 100 100 100 100 100 100 100 81.3

1983 98.9 106.1 107.3 102.5 102.9 99.0 99.6 99.4 80.3

1984 95.5 111.1 116.4 105.7 105.6 91.0 100.1 90.9 75.6

1985 97.6 116.8 119.8 111.0 108.0 88.2 102.8 85.8 71.5

1986 102.9 121.3 117.9 115.4 122.6 91.4 105.5 89.2 72.4

1987 106.0 125.0 119.0 118.0 117.2 97.8 100.7 97.1 76.9

1988 110.4 130.1 119.6 122.6 122.0 109.1 100.5 108.6 83.8

1989 115.1 138.4 120.2 127.5 123.5 120.0 104.0 115.4 86.3

1990 121.6 148.1 121.8 134.3 125.7 128.7 106.9 120.4 86.2

1991 127.6 155.9 122.1 140.1 127.4 138.6 109.8 126.2 86.5

Sources: U.S. De part ment of La bor, Monthly La bour Re view, Jan u ary 1993; Bank of Can ada, Bank of Can ada Re view.



Un til 1987, Ca na dian man u fac tur ers en joyed a cost com par a tive

ad van tage over their Amer i can coun ter parts. Af ter 1987, how ever, the

Ca na dian man u fac tur ing sec tor was hit on three fronts. First, in dus trial

wages in na tional cur ren cies in creased about 25 per cent faster in Can -

ada than in the United States dur ing the five years 1987-91 (24.7 per cent

vs. 18.7 per cent). Sec ond, pro duc tiv ity growth in Can ada was three

times slower than in the United States (2.6 per cent vs. 8.7 per cent) for the 

same pe riod. As a con se quence of these two fac tors, unit la bour costs in

the man u fac tur ing sec tor in na tional cur ren cies in creased twice as fast

in Can ada as in the United States from 1987 to 1991 in clu sive (20.4 per -

cent vs. 9.1 per cent). Third, the bi lat eral nom i nal ex change rate be tween

the U.S. and Ca na dian dol lars re spond ing more to cap i tal in flows and

tight Ca na dian mon e tary pol icy than to rel a tive pro duc tion costs, re -

sulted in a nom i nal ap pre ci a tion of the Ca na dian dol lar of 21.2 per cent

be tween 1987 and 1991 in clu sively.

As a con se quence, the drop in Ca na dian man u fac tur ing com pet i -

tive ness was even more pro nounced when ex pressed on a U.S. dol lar

ba sis. This loss of com pet i tive ness of the Ca na dian man u fac tur ing sec -

tor was equal to 30 per cent dur ing the cru cial 1987-1991 pe riod pre ced -

ing and fol low ing the FTA. This was the re sult of an in crease of

Ca na dian man u fac tur ing unit la bour costs in U.S. cur rency of 41.7 per -

cent from 1987 to 1991, while U.S. com pa ra ble costs in creased only by

9.1 per cent.

The structural impact of Canada’s
loss of international competitiveness

Impact on the trade balance

Can ada’s loss of man u fac tur ing com pet i tive ness from 1987 to 1991, and

the be gin ning of a Can ada-U.S. phas ing out of ini tial tar iffs on Jan u ary

1, 1989, were bound to af fect the struc ture of each coun try’s bal ance of

pay ments and in dus trial struc tures. Since Can ada is ten times smaller

than its Amer i can coun ter part, one could ex pect that Ca na dian rel a tive

struc tural ad just ment would be ten times larger (Table 2).

Re gard ing the bi lat eral Can ada-U.S. bal ance of pay ments, the ad -

vent of freer trade was only one in flu ence among many on trade and

cap i tal flows (in clud ing rel a tive com pet i tive ness and the 1990-91 re ces -
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Table 2: Canada-U.S. Bilateral and Global Balances of Payments, 1982-1991 
(Millions of Canadian Dollars)

Year Ca na dian

mer chan dise

ex ports to

the U.S.

Ca na dian

mer chan dise

im ports from

the U.S.

Can ada-U.S.

bi lat eral

mer chan dise

trade bal ance

Can ada’s

trade bal ance

with the rest

of the world

(ex clud ing the 

U.S.)

Bi lat eral

ex change

rate

$ U.S.

$ CAN

æ

è
çç

ö

ø
÷÷

Ca na dian

dol lars in dex

against G-10

cur ren cies

1981=100

Can ada’s 

cur rent 

ac count

bal ance

1982 58,097 47,072 11,025 6,629 1.2288 99.33 2,004

1983 66,388 52,721 13,667 3,790 1.2444 100.27 2,102

1984 84,816 65,893 18,923 914 1.3217 96.66 1,686

1985 93,793 73,406 20,386 -3,994 1.3983 92.05 -3,095

1986 93,326 76,427 16,899 -6,955 1.3805 86.30 -11,394

1987 96,605 78,985 17,620 -6,399 1.2993 88.19 -11,601

1988 102,642 88,794 13,848 -4,931 1.1925 93.93 -15,483

1989 105,657 94,026 11,631 -5,212 1.1585 98.81 -22,886

1990 110,475 93,727 16,748 -6,828 1.1599 99.26 -25,709

1991 107,617 93,733 13,884 -8,103 1.1555 100.83 -29,249

Changes

87-91

89-91

11,291
1,960

14,748
-293

-3,736
2,253

-1,704
-2,891

-0.144
+0.004

12.64
2.02

-17,648
-6,363

Source: Bank of Can ada Re view.



sion), but should have been ex pected to have re sulted in both a trade

cre ation ef fect and a trade di ver sion ef fect. For the first three years of the

FTA, as com pared to a 1988 base, Can ada’s mer chan dise ex ports to the

U.S. did in crease in nom i nal terms by 4.8 per cent, while mer chan dise

im ports from the U.S. ex panded by 5.6 per cent, with the net re sult that

the net bi lat eral trade hardly changed (0.2 per cent). How ever, if one

con sid ers the five years be tween 1987 and 1991, when Can ada’s man u -

fac tur ing com pet i tive ness was un der pres sure, Can ada’s mer chan dise

ex ports to the U.S. in creased by 15.3 per cent, but Ca na dian mer chan dise 

im ports from the U.S. in creased even faster at 22.6 per cent, con tract ing

Can ada’s trade sur plus with the U.S. by 17.8 per cent. The big jump in

Can ada’s im ports from the U.S. from 1987 to 1989 oc curred when Ca na -

dian man u fac tur ing com pet i tive ness was drop ping the fast est (21.9 per -

cent in two years). There fore, one has to no tice that the com pet i tive ness

of the Ca na dian man u fac tur ing sec tor was drop ping sharply be fore the

im ple men ta tion of the FTA.

Can ada’s trade bal ance with the rest of the world started to de te ri o -

rate se ri ously in 1985, in par al lel with the cur rent ac count. In 1984, for

in stance, Can ada had a trade sur plus with the rest of the world. In 1991,

it had a Cdn $8.1 bil lion trade def i cit. Sim i larly, Can ada had an over all

cur rent ac count sur plus in 1985 (Cdn $1.7 bil lion), but reg is tered a

whop ping Cdn $29.2 bil lion def i cit in 1991. This could be partly due to

the ap pre ci a tion of the Ca na dian dol lar against the G-10 cur ren cies

start ing in 1984, while the ap pre ci a tion of the Ca na dian dol lar vis-B vis

the U.S. dol lar only be gan in 1987.

In con clu sion, Can ada’s bi lat eral trade bal ance has de te ri o rated

vis-B-vis the U.S. since 1987 (Cdn -$3,015 mil lion), but this de te ri o ra tion

started ear lier with the rest of the world in 1985, and was much more

pro nounced. The ad vent of the FTA in 1989 did not mark edly in flu ence

Can ada’s bi lat eral trade bal ance with the U.S., since ex ports had in -

creased by 4.8 per cent by 1991, but im ports had also in creased by 5.6

per cent, leav ing the mer chan dise trade bal ance sur plus at Cdn $13,884

mil lion in 1991 just as it was in 1988 (Cdn $13,848 mil lion). It is likely that 

the 1990-91 re ces sion in Can ada and in the U.S., and the Ca na dian dol lar 

ap pre ci a tion were much more in flu en tial in shap ing Can ada’s ex ter nal

trade bal ance with the U.S. than the par tial im ple men ta tion of the FTA

in 1989.
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Impact on the structure of Canadian
employment

Was the FTA in stru men tal in shift ing the Ca na dian in dus trial struc ture

of out put and em ploy ment dur ing the 1989-91 pe riod? Ta ble 3 il lus -

trates how se vere the con trac tion of em ploy ment in the Ca na dian man -

u fac tur ing sec tor has been dur ing the 1988-91 pe riod. Since the ad vent

of the FTA, Can ada has lost 18 per cent of its man u fac tur ing jobs (347.8

thou sand), while the rest of the econ omy ex pe ri enced net job losses of

only 2.9 per cent or 296.4 thou sand jobs. In other words, Can ada’s trad -

able goods in dus tries have been much more neg a tively af fected by the

1990-91 re ces sion, by the ad vent of the FTA, and by the real appreciation 

of the Canadian dollar. 

We have used a sim ple model of de mand for trad able out put and

em ploy ment (Tremblay, 1993) in or der to ap prox i mate the rel a tive con -

tri bu tion of rel a tive price and in come changes to the fluc tu a tions of

man u fac tur ing em ploy ment in Can ada. Move ments in the Ca na dian

real ex change rate for the man u fac tur ing sec tor have a de layed im pact

six quar ters later. His tor i cally, a ten per cent real ap pre ci a tion of the Ca -

na dian dol lar has re sulted in a 1.4 per cent con trac tion of man u fac tur ing

em ploy ment. And since Can ada ex pe ri enced a 30 per cent real ap pre ci a -

tion of its cur rency in the 1987-91 pe riod, a net loss of 80,644 man u fac -

tur ing jobs can be traced to that sin gle fac tor.

The 1990-91 re ces sion in Can ada and in the U.S. con trib uted to

down siz ing the Ca na dian man u fac tur ing sec tor. In come ef fects can at -

trib ute a net loss of 12,080 Ca na dian man u fac tur ing jobs to the U.S. re -

ces sion and a net loss of 126,221 Ca na dian man u fac tur ing jobs to the

Ca na dian re ces sion, which was lon ger and more se vere than the Amer i -

can one. This would in di cate that the brunt of Can ada’s job loss in the

man u fac tur ing sec tor is di rectly the re sult of the 1990-91 re ces sion.

How ever, the real ap pre ci a tion of the Ca na dian dol lar can ex plain

about one quar ter of the loss of Ca na dian man u fac tur ing jobs dur ing

the 1989-91 pe riod. If one goes back fur ther to 1987 to en com pass the

1987-1991 pe riod, as much as one third of Can ada’s loss of man u fac -

tur ing jobs can be traced back to the real ap pre ci a tion of the Ca na dian

dol lar.

This leaves about 85,000 jobs hav ing been lost on av er age be cause of 

real shocks such as the par tial im ple men ta tion of the FTA on Jan u ary 1,
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Table 3: The Structure of Employment in Canada 1986-1991

Thou sands: An nual Av er ages

Year To tal

em ploy ment

(1)

Man u fac tur ing

em ploy ment

(2)

Ser vice sec tor

em ploy ment

(3)

Goods pro duc ing

sec tor em ploy ment

(4)

Ra tio (2)/(1)

in per cent ages

1986 9,173.2 1,738.4 6,844.2 2,329.0 19.0

1987 9,896.3 1,891.3 7,336.6 2,559.7 19.1

1988 10,107.8 1,920.1 7,485.0 2,622.8 19.0

1989 10,342.4 1,935.9 7,678.0 2,664.5 18.7

1990 10,154.2 1,786.7 7,673.5 2,480.7 17.6

1991 9,463.6 1,572.3 7,288.2 2,175.5 16.6

Changes

1988-1991 -644.2 -347.8 -196.8 -447.3 54.0

Source: Sta tis tics Can ada, Em ploy ment, Earn ings and Hours, no. 72-002.



1989, and the in tro duc tion of the Goods and Ser vices Tax (GST) on Jan u -

ary 1, 1991. Since the GST was much more com pre hen sive and gen eral

than the par tial re duc tion of tar iffs and quo tas re lated to the FTA, it can

be as sumed that the FTA it self did not play a large di rect role in the re -

duc tion of Ca na dian man u fac tur ing em ploy ment. How ever, be cause

the macro-eco nomic en vi ron ment was so neg a tive in Can ada when the

FTA was im ple mented, it is likely that Amer i can-con trolled in stal la -

tions in Can ada were down sized or closed at a much faster rate than one

could have ex pected. Fur ther de tailed re search would be re quired to

know if this was in fact the case.

If there is no hys ter esis in the con trac tion of Ca na dian man u fac tur -

ing em ploy ment, a re turn of the Ca na dian dol lar to its long-term equi -

lib rium value would re-es tab lish the vi a bil ity of the Ca na dian

man u fac tur ing sec tor. If there is hys ter esis, how ever, an over shoot ing

of the real de pre ci a tion of the Ca na dian dol lar would be re quired to cor -

rect the dam age that the pre vi ous over valu ation has done to the Ca na -

dian in dus trial struc ture.

Conclusion

The move to wards free trade and an ex port-led growth strat egy for

Can ada does not con cern trade pol icy alone, but re quires that all eco -

nomic pol i cies must be re-as sessed as to their con tri bu tion to the

macro-com pet i tive ness of the econ omy. In deed, the real ex change rate

of the cur rency oc cu pies a cen tral role in re al lo cat ing re sources to wards

more pro duc tive uses. The real ex change rate is not only a mea sure of

the com pet i tive ness of home goods vis-B-vis for eign goods. It is above all 

a mea sure of the com pet i tive ness of the trad able goods do mes tic sec tor

vis-B-vis the non-trad able goods do mes tic sec tor. For the tran si tion to -

wards free trade to be a suc cess, all eco nomic pol i cies have to be

co-ordinated in or der to in crease the com pet i tive ness of the trad able

goods in dus tries and fa cil i tate their ra tio nal iza tion and re or ga ni za tion.

This does not seem to have been done in Can ada be fore or af ter the im -

ple men ta tion of the FTA on Jan u ary 1, 1989. As a con se quence, the loss

of Ca na dian man u fac tur ing jobs was much more severe than was

necessary to adapt to the Canada-U.S. free trade area.
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The Economics of NAFTA:
How Much Zero-Sum?

William G. Watson1

THE QUES TION I WANT TO RAISE in this pa per is “how much zero-sum?”  

I do not doubt that NAFTA will pro duce net ben e fits. Mex ico’s

gains, which stand to be sub stan tial, will not all come at the ex pense of

its north ern neigh bours, while to gether the three coun tries’ gains will

not all come at the ex pense of other coun tries. On the other hand, though 

the up side prob a bly is greater than the down side, there will be a down -

side. Some NAFTA gains will come at other peo ple’s ex pense. Other pa -

pers in this vol ume ac cen tu ate the pos i tive. What I want to sug gest is

that we can not elim i nate the neg a tive, though we may be able to

compensate for it. 

In judg ing whether NAFTA cre ates net ben e fits, econ o mists gen er -

ally ac cept the na tion al ist per spec tive that our cus tom ary meth ods of

sta tis ti cal ag gre ga tion im pose on them. Thus, a num ber of eco nomic
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stud ies con firm what the trade ne go ti a tors have been tell ing us: that the

deal is win-win-win. It is cu ri ous that econ o mists, of all peo ple, should

con sent to a na tional for mu la tion of the prob lem. Our dis ci pline op er -

ates from the bot tom up, em pha siz ing the im por tance of in di vid u als.

Thus, while each of the three coun tries as a whole may gain,
2
 it seems

cer tain that there will be losses to cer tain in di vid u als and groups within

each coun try. Peo ple who ben e fit from cur rent trade and in vest ment re -

gimes are likely to be hurt by new re gimes. Stan dard trade the ory, with

its Stolper-Samuelson the o rem, tells us that. In fact, there may be even

greater losses—to gether with greater net ben e fits—the better the agree -

ment works, since as a rule more in ter na tional spe cial iza tion re quires

more ad just ment.

I should em pha size that this is not an ar gu ment for not go ing ahead

with the NAFTA—though it could be—but sim ply a plea that it is best to 

be up-front about the pos si bil ity of losses—es pe cially in this coun try,

af ter the rough po lit i cal ride that the Can ada-U.S. FTA has had.

Who loses? Trade creation

Econ o mists dis tin guish be tween trade cre ation and trade di ver sion.

Trade cre ation is gen er ally re garded as the “good” change caused by

the for ma tion of cus toms un ions or free trade ar eas. Ca na di ans, Amer i -

cans, and Mex i cans who had been pre vented from trad ing with each

other by tar iffs or quo tas will find new mar kets in which to buy or sell.

Even this “good” trade will cause harm, how ever. The trade the o rem re -

ferred to above tells us that the rel a tively scarce fac tor of pro duc tion in

each coun try will lose, while rel a tively abun dant fac tors will gain. In

this case, cap i tal and skilled la bour are scarce in Mex ico and abun dant

in Can ada and the United States. Goods pro duced with these “fac tors of

pro duc tion” will there fore flow from north to south af ter tar iffs are re -

moved. Of course, as any Ca na dian or Amer i can trade union ist will tell

you, Mex ico’s abun dant fac tor is un skilled la bour, which means goods

pro duced with it will flow north af ter NAFTA, to the likely det ri ment of
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un skilled work ers in Can ada and the United States. Ed ward Leamer has 

“guesstimated” that the wages of un skilled Amer i can work ers may fall

by roughly $1,000 a year af ter NAFTA is fully in place.3 That this will

hap pen even tu ally any way, as coun tries whose work-forces come

much cheaper than even Mex ico’s in tro duce mar ket re forms and ex -

pand their ex ports, is un likely to per suade such work ers of the benefits

of NAFTA, which—probably correctly—they see as hastening their

economic demise. 

It is true that a num ber of com puter mod els of North Amer i can

trade lib er al iza tion pre dict an in crease in wage rates in all three coun -

tries as a re sult of eco nomic spe cial iza tion. On the other hand: these

mod els gen er ally do not dif fer en ti ate among dif fer ent types of la bour;

they of ten sim ply as sume that there are po ten tial econ o mies of scale

through out man u fac tur ing that can pro duce sub stan tial pro duc tiv ity

gains, at least some of which ac crue to work ers; and, for tech ni cal rea -

sons, they of ten un der state the de gree of spe cial iza tion, and there fore

the dis rup tion, that might re sult from NAFTA.
4
 The con trary pre dic -

tion, that some work ers’ wages prob a bly will fall as a re sult of

NAFTA—though many who claim it are neo-Marx ists or worse—is in

fact an im pec ca bly neo clas si cal no tion.

Who loses? Trade diversion

What econ o mists re gard as the “bad” change re sult ing from pref er en -

tial trad ing ar range ments they call “trade di ver sion.” Peo ple in the

three coun tries who had been buy ing goods or ser vices from sup pli ers

in fourth coun tries may de cide af ter NAFTA to buy from their NAFTA

part ners. This is “bad” change be cause the fourth-coun try sup pli ers

may ac tu ally be the most ef fi cient pro duc ers of what ever is be ing

traded, but be cause their ex ports into the NAFTA re gion face tar iffs
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while NAFTA part ners trade with each other tar iff-free, they end up be -

ing priced out of the NAFTA mar ket. This dis torts the world wide al lo -

ca tion of re sources: goods that would be pro duced most ef fi ciently

outside NAFTA end up being produced inside NAFTA. 

Ron Wonnacott has ar gued re cently that this may not be that big a

prob lem.
5
 His rea son ing is that Can ada and Mex ico cur rently do most

of their trade with the United States, so they do not have that many

fourth-coun try im ports to be di verted. And while the U.S. does trade

mainly with the rest of the world, U.S. tar iffs are gen er ally low to be gin

with, so the pref er ence it will give Can ada and Mex ico via the NAFTA is 

not that large. Though Wonnacott’s rea son ing is sound, there ob vi ously

will be some trade di ver sion as a re sult of NAFTA. Sev enty-five of the

prod ucts Can ada cur rently im ports from Mex ico faced tar iffs greater

than 8.8 per cent in 1989. Though they ac counted for only $93 mil lion of

Mex ico’s ex ports to Can ada, these 75 prod ucts com peted with $16 bil -

lion of im ports from coun tries other than Mex ico. If Mex ico makes fur -

ther in roads into the Ca na dian mar ket af ter these tar iffs go, this may be

at least partly at the ex pense of other coun tries’ ex port ers. Ca na di ans

who worry that only Ca na dian pro duc ers will be dis placed by Mex i can

firms should be re minded of this.
6

In fact, while econ o mists de cry trade di ver sion, or di nary cit i zens

of ten like it. Thus one ar gu ment that has been used to sup port NAFTA is 

that, since the in vest ment and jobs that will be lost from Can ada and the

United States even tu ally will be go ing any way, better to have them go

to Mex ico, which cur rently has a high pro pen sity to con sume Amer i can

goods, rather than to Tai wan or Sin ga pore or other places that do not

trade as much with North Amer ica. 

There are at least four things wrong with this ar gu ment. First, Mex i -

cans may buy a lot in the United States but they buy hardly any thing
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from Can ada, so the ar gu ment is moot as far as we are con cerned. Sec -

ond, what Mex i cans cur rently buy in the U.S. may not be a good in di ca -

tor of what they will buy in fu ture from the U.S. Be cause Mex i can tar iffs

are higher than Ca na dian and Amer i can tar iffs, NAFTA will give their

trade a big ger North Amer i can tilt than will be true in the other two

coun tries. But there is no rea son to sup pose that Mex i can lib er al iza tion

with Can ada and the United States will not be fol lowed by Mex i can lib -

er al iza tion with fourth coun tries. Third, and much more im por tant, as

far as lib er als are con cerned,
7
 trade di ver sion should al ways be re -

garded as a cost of a pref er en tial trad ing ar range ment, not a ben e fit. If

the Tai wan ese or Singaporeans can do a better job pro duc ing the goods

than the Mex i cans, the world is worse off if pro duc tion goes to Mex ico.

Peo ple in ter ested in the world’s wel fare should want Mex ico to spe cial -

ize in those things it is best at, not in what the North Amer i can tar iff

struc ture says it is best at. Fi nally, the ar gu ment is based on the in cor rect

as sump tion that the over all level of em ploy ment in Can ada and the

United States is de ter mined by whom these coun tries trade with. It is

not. It is de ter mined by ag gre gate sup ply and de mand. If ex ports to

Mex ico are lost, it does not fol low that this pro duces a per ma nent de -

cline ei ther in ag gre gate ex ports or ag gre gate demand.

Who loses? Trade rediversion

De part ing from this global per spec tive for a mo ment and adopt ing a na -

tion al ist out look, we note that Can ada cur rently ben e fits from trade di -

ver sion un der the Can ada-U.S. FTA. We do not pay duty—or at least

will not pay duty when the FTA is fully in place—on ship ments into the

U.S. mar ket. The rest of the world does.8 Un for tu nately, NAFTA gives

Mex ico the same priv i leged ac cess to the U.S. mar ket that we cur rently

have (al beit not such priv i leged ac cess now that two coun tries have it).

In 1989, Can ada and Mex ico com peted in the U.S. mar ket in 2,503 dif fer -

ent com mod i ties, ac count ing for $60 bil lion of Ca na dian trade and $20
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bil lion of Mex i can. Post-1989, Can ada would have had an ad van tage in

this trade. Un der NAFTA, Mex ico will en joy the same tar iff re duc tions

by the end of the cen tury or shortly there af ter. Thus, the trade di ver sion

we could rea son ably have ex pected to see as a re sult of the FTA will be

some what re duced. On the other hand, these gains have not yet been

fully re al ized, so per haps los ing them will not hurt so much. More over,

Mex ico’s cur rent trade dis ad van tage in the U.S. mar ket is not great:

Amer i can tar iffs on Mex i can goods are quite low on av er age, though

there are a few cases in which tariffs remain high and quotas are quite

restrictive. 

Who loses? Altered investment
patterns

Most com puter mod els sug gest NAFTA is likely to make in vest ment in

Mex ico more at trac tive. Some of this in vest ment will come from en tirely 

new sav ings: better profit op por tu ni ties in Mex ico will cause the world,

Mex ico in cluded, to do a lit tle more sav ing than it oth er wise would

have. Some of the in vest ment will come from sav ing that might have fi -

nanced in vest ment out side of North Amer ica. And some of it un doubt -

edly will come from sav ing that, were it not for NAFTA, would have

fi nanced in vest ment in Can ada or the United States. In brief, some com -

pa nies will move. Eco nomic the ory sug gests that the firms that are most

likely to move are those that make sig nif i cant use of Mex ico’s most

abun dant fac tor of pro duc tion, un skilled la bour. That such in vest ments

would re main in Can ada over the long term is very un likely, given the

large num ber of coun tries in the world that have lower la bour costs than 

Can ada, though once again knowl edge of this is not likely to com fort

work ers whose jobs may disappear as a result of the capital moving. 

Who loses? Sovereignty

This should not have been a se ri ous con cern last time round, though it

was. It is true that the greater eco nomic com pe ti tion brought about by

trade lib er al iza tion may in duce gov ern ments to change pol i cies, but it

does so only by re veal ing the true cost of these pol i cies. The FTA it self

re quired no changes in the area of so cial pol icy. This is not the case with

NAFTA, or at least it will not be if NAFTA is ac com pa nied by side

agree ments on the en vi ron ment and la bour stan dards. Most Ca na di ans
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pre sum ably would not ob ject if the side agree ments af fected only Mex i -

can do mes tic pol i cies. But be cause Mex ico is un likely to sign any agree -

ment writ ten in this asym met ric way, the side agree ments will prob a bly

open up the possiblity of tri par tite reg u la tion of Ca na dian pol i cies.

Most Ca na di ans, both sup port ers and op po nents of the FTA, were op -

posed to this in 1988. It is hard to un der stand why they should ac cept it

in 1993. It is even more puz zling that those Ca na di ans who were most

in sis tent on re tain ing Ca na dian sov er eignty in 1988 are now most

insistent on securing sovereignty-reducing side agreements. 

Bottom line

There clearly are zero-sum as pects to NAFTA. Though most Ca na di ans

may gain (how ever slightly) from the agree ment, and though the gain -

ers’ gains may well out weigh the losses suf fered by those Ca na di ans

who do lose from it, there are likely to be los ers. Such peo ple have an ob -

vi ous and un der stand able in ter est in op pos ing the agree ment. In ad di -

tion, a large num ber of groups in Ca na dian so ci ety have an over rid ing

ideo log i cal in ter est in op pos ing NAFTA, de spite the im pres sive gains it

would bring to Mex ico, at very lit tle if any net cost to Can ada. Un for tu -

nately, for a va ri ety of rea sons these groups prob a bly are more

influential now than they were in 1988. 

It would be sur pris ing if a 2,000-page doc u ment rep re sent ing the re -

sults of a year’s ne go ti a tion among three closely con nected coun tries

did not con tain er ror. Thus, some as pects of the agree ment are eas ier to

en dorse than oth ers. Yet NAFTA it self is, fun da men tally, a pro foundly

lib er al iz ing doc u ment. By North Amer i can stan dards, Spain and Por tu -

gal were not at a high level of eco nomic de vel op ment when they en tered 

the Eu ro pean Com mu nity. But they were sig nif i cantly more ad vanced

than Mex ico cur rently is. If NAFTA can be made to work for the over all

ben e fit of all three of its mem ber coun tries, this will dem on strate in the

most con vinc ing man ner imag in able that it is pos si ble for very dif fer ent

econ o mies to ben e fit from free trade. No les son could be more help ful to

the con tin u ing de vel op ment of in ter na tional in sti tu tions for the gov er -

nance of trade. 

For this rea son—and I sus pect no other—it makes sense to pro vide

spe cial as sis tance to peo ple who will be hurt by NAFTA. In 1989, the

Con ser va tive gov ern ment very sen si bly de cided that be cause it was
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both hard to tell ex actly who lost their job be cause of trade and un fair to

pro vide dif fer ent as sis tance to peo ple who were un em ployed for dif fer -

ent rea sons—even as sum ing it were pos si ble to tell who was un em -

ployed for what rea son—there should not be a spe cial as sis tance

pro gram for vic tims of the FTA. These ar gu ments are still per sua sive.

On the other hand, given the cur rent pol i tics of trade lib er al iza tion in

Can ada, it prob a bly would be wise to set up a sep a rate pro gram with its

own ac ro nym, let ter head and bu reau cracy to pro vide es sen tially the

same as sis tance as would be avail able to work ers who can make a plau -

si ble case that the rea son they lost their job is greater com pe ti tion from

Mex ico. If Paris was worth a mass, NAFTA, and the fur ther lib er al iza -

tion it prom ises, may be worth an ac ro nym.
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Section V
What’s in it for Mexico

and the Hemisphere?
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NAFTA’s History and
Future Prospects

The Honourable Michael H. Wilson,
Minister of Industry, Science

and Technology and
Minister of Trade, Canada

LADIES AND GEN TLE MEN, I AM DE LIGHTED to be with you at this con fer -

ence. It is ironic that the place that I have just come from was a meet -

ing be tween the fed eral and pro vin cial gov ern ments on in ter pro vin cial

trade barriers. 

I am the co-chair of a com mit tee of fed eral and pro vin cial min is ters

that has the ob jec tive of elim i nat ing these trade bar ri ers, and we have

just taken an im por tant step by us ing the same tech nique that we em -

ploy in in ter na tional trade ne go ti a tion. You go in with a com pre hen sive

agenda to en sure that ev ery thing gets put on the ta ble. Noth ing is

agreed un til ev ery thing is agreed.

We have found in re cent years that the gov ern ments in volved have

al ways tried to elim i nate pro vin cial bar ri ers on a step-by-step ba sis.

While one prov ince wants to see the elim i na tion of a cer tain bar rier, they 

do not want the elim i na tion of an other one in volv ing other prov inces,

and vice versa. This time we were able to get an agree ment from the

prov inces to put ev ery thing on the ta ble, and to ne go ti ate in a com pre -
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hen sive way, as we did with the free trade agree ment with the United

States and, more re cently, with NAFTA.

I am de lighted to be here to talk about some im por tant as pects of

NAFTA, and also to an swer your ques tions re gard ing this agree ment.

But first, I would like to con grat u late the hosts of this im por tant

sem i nar, McGill, for ar rang ing the fa cil i ties, and also The Fra ser In sti -

tute and my old alma ma ter, the Uni ver sity of To ronto.

Let’s talk a lit tle bit about NAFTA. This agree ment took us about 14

months to con clude. From the day that we started in To ronto to the day

of com ple tion in Wash ing ton, D.C., it took 14, tough, slug ging months

to con clude ne go ti a tions. This com pares to al most 21
2 years of FTA ne go -

ti a tions with the United States. 

There are some very im por tant ben e fits that will ac crue to Can ada

as a re sult of NAFTA. We have had some com plaints from op po nents of

the free trade agree ment, say ing:  “Why are we al ready putt ing for ward

the NAFTA im ple ment ing leg is la tion at a time when the Amer i cans and 

the Mex i cans are not putt ing for ward their leg is la tion?”  Let me be very

clear here; the ne go ti a tions re sulted in an agree ment that I think is good

for Can ada. 

We in Can ada have been the first to put for ward the for mal leg is la -

tion, but I should say to you that the Amer i cans started their leg is la tive

pro cess last Sep tem ber and the Mex i cans have sent the agree ment to

their Sen ate. So we are all mov ing for ward in the leg is la tive pro cess in

dif fer ent ways, be cause the pro cess is dif fer ent in each of the three coun -

tries. 

In Can ada, the level of in ter est in the agree ment is high. We have

had close to four months of par lia men tary com mit tee hear ings in nine

cit ies across the coun try, and have had about 120 dif fer ent or ga ni za -

tions, as well as in di vid u als, make pre sen ta tions on this agree ment. 

We in tro duced the bill in Feb ru ary be cause we wanted to make sure 

that peo ple had an op por tu nity to ex am ine it and to look at the spe cific

el e ments of the im ple ment ing leg is la tion. But also, we wanted to do this

in a way that gives busi ness a sense of what is in the leg is la tion, so that

they could make plans, at an early stage, in or der to take ad van tage of

the op por tu ni ties pres ent in Mex ico.

Con cern ing the level of in ter est that Ca na dian busi ness has shown

in the Mex i can mar ket, in 1990, there were about 1,000 busi ness vis i tors

to our em bassy in Mex ico City. In 1991, there were 2,000. In 1992, they
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more than dou bled to 4,500. So this is grow ing in an ex po nen tial way,

and I be lieve it in di cates what busi ness feels about op por tu ni ties in the

Mex i can mar ket.

There are a num ber of ques tions that are be ing raised about the side

agree ments. To day, in Wash ing ton, we are open ing the first stage of ne -

go ti a tions on these side agree ments on la bour and on the en vi ron ment.

Some have said that Can ada should leave the leg is la tion, not pro ceed

with it, un til we know what is in the agree ments on la bour and the en vi -

ron ment. I re ject that for a very sim ple rea son. The agree ment, as it

stands, is a good agree ment for Can ada in it self.

All three gov ern ments have agreed not to re open the agree ment,

and not to de lay the im ple men ta tion date of Jan u ary 1, 1994. So it is im -

por tant that we be gin the par lia men tary pro cess.

We are en cour aged that the Clinton ad min is tra tion has de cided to

pur sue par al lel agree ments. You may re call that in Feb ru ary  1992,

when the NAFTA ne go ti a tions were held in Mon treal, I put for ward a

pro posal to have par al lel agree ments on la bour and on the en vi ron -

ment. The Amer i cans and the Mex i cans re jected this at the time. It was

not un til a change in ad min is tra tion in the United States that we had an

op por tu nity to re open the ques tion. When we con cluded the ne go ti a -

tions last Au gust, we knew we had an agree ment that had more el e -

ments in it that took into ac count the en vi ron men tal im pacts of trade

than any other trade agree ment in ex is tence to day. I be lieve it will be

seen as a base point for fu ture trade ne go ti a tions. In Sep tem ber, the

three coun tries agreed to cre ate a North Amer i can Com mis sion on the

En vi ron ment. We have taken an ac tive part in de vel op ing a man date for 

that com mis sion.

As I said, our ne go ti a tors are in Wash ing ton to day, and we have

some very clear ob jec tives that I would like to share with you. One is to

pro mote sus tain able de vel op ment. The sec ond is to strengthen en vi ron -

men tal co-op er a tion, and par tic u larly, strengthen co-op er a tion in the

en force ment of en vi ron men tal laws and reg u la tions. This has been an

area where Mex ico has been weak. Their reg u la tions, their laws, are as

good as Can ada’s or the United States’, but their en force ment of them

has been weak. This is an area in which we be lieve that we and the

United States can be of great as sis tance to them. This is one of our clear

ob jec tives.
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Fi nally, we want to make sure that the pro posal to have a North

Amer i can Com mis sion on the En vi ron ment moves ahead with a very

ef fec tive man date.

As for ne go ti a tions on the la bour side agree ments, we want to ac ti -

vate the part of the pre am ble in the North Amer i can Free Trade Agree -

ment that says, “To im prove work ing con di tions and liv ing stan dards

in all three coun tries, and to pro tect, en hance, and en force ba sic work -

ers’ rights.”

We will be ad vo cat ing the es tab lish ment of a trinational com mis -

sion to cover la bour mat ters in or der to es tab lish a set of com mon prin ci -

ples that we can fol low and have a de gree of di a logue and co-op er a tion

in seek ing the achieve ment of the ob jec tives that are set out in those

prin ci ples.

Let me make an ob vi ous point here that is never given much credit

by our op po nents. Peo ple are con cerned about la bour and en vi ron men -

tal mat ters in Mex ico. If we did not have a North Amer i can Free Trade

Agree ment, we would not have the op por tu nity or the ba sis for en ter ing 

into these side agree ments with Mex ico. So it is im por tant that we pro -

ceed on both fronts, with the ne go ti a tions on the par al lel agree ments as

well as the im ple men ta tion of NAFTA.

I be lieve that NAFTA is a piv otal part of our over all eco nomic strat -

egy. Trade is very im por tant to Can ada. One job in three, al most 30 per -

cent of our eco nomic ac tiv ity, de pends on trade. It is one of the key

rea sons why we have been an ac tive part of the GATT, the Gen eral

Agree ment on Tar iffs and Trade, and of all of the trade ne go ti a tions un -

der the GATT since 1947.

But we also have to look at our re gional op por tu ni ties, par tic u larly

in the United States. With 75 per cent of our trade be ing con ducted with

the United States, it was im por tant to move ahead with the Free Trade

Agree ment with the United States, and now to ex pand that to Mex ico,

be cause of the im por tant op por tu ni ties we have with our next clos est

geo graphic trad ing part ner.

Four years ago, af ter we com pleted the Free Trade Agree ment with

the United States, we had a pretty ac tive elec tion cam paign. I be lieve

that I was in this build ing, it may even have been this room, de bat ing the 

Free Trade Agree ment at the time of that elec tion. I made an ob ser va tion 

at that time that I thought the FTA would be good and that it would lead

to an in crease in our trade with the United States. Let me give you some

www.fraserinstitute.org

172       Be yond NAFTA



num bers con cern ing this in crease. Last year, our ex ports to the U.S.

were up 13.5 per cent com pared to 1991, in a pe riod when the U.S. econ -

omy was some what slug gish. We have been able to in crease our mar ket

share in the United States be cause our ex ports since 1988 are up about 30 

per cent. Ja pan, the coun try that is sup posed to be kill ing the United

States with their ex port per for mance, is only up about 16 per cent. Ger -

many is up 7 per cent, the United King dom is up about 13 per cent. So we

have been able to in crease our mar ket share, and that ap plies even on an

in dus try-to-in dus try ba sis. Eigh teen out of 22 Ca na dian in dus tries that

are mea sured by Sta tis tics Can ada have gained mar ket share in the U.S.

dur ing this pe riod of time.

Im ports are also up, but the key point here is what has hap pened to

the trade bal ance. Our trade sur plus in creased 27 per cent from 1991 to

1992, and it is im por tant to note that this trend con tin ues. Our trade per -

for mance is up con sid er ably. The sur plus has risen an other $900 mil -

lion, driven pri mar ily by a solid in crease in our ex ports to the United

States.

There are some very clear sig nals of ben e fit that have come from the

Free Trade Agree ment with the United States. It has had a pos i tive ef fect 

on job cre ation. Last year, 118,000 jobs were cre ated. I be lieve, and I’m

not alone in say ing this, that one of the driv ing forces in job cre ation in

our econ omy to day is our ex port per for mance.

So I say to our crit ics: “What is your point? Why don’t you like the

Free Trade Agree ment with the United States?” We have seen a per for -

mance in our ex ports that has never been greater. Last month the ex port

trend was up 12 straight months. NAFTA builds on this suc cess.

We wanted to have an agree ment that made Can ada a more fa vour -

able place to in vest for com pa nies that are seek ing to serve the North

Amer i can mar ket, and we suc ceeded in this. We also sought to main tain 

the ben e fits that we had in the Free Trade Agree ment with the United

States, and, if pos si ble, to im prove on those. There are a num ber of ways

that we were able to make im prove ments on these ben e fits. Fi nally, we

wanted to gain greater ac cess to the Mex i can mar ket, a mar ket of 85 mil -

lion peo ple. Of those 85 mil lion peo ple, there is a mid dle in come mar ket

of about 25 mil lion peo ple, which for a coun try of 27 mil lion peo ple,

such as Can ada, is a pretty im por tant mar ket. We suc ceeded in gain ing

greater ac cess to the Mex i can mar ket.
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So the con clu sion that I come to when I look at the rea sons for be ing

in the NAFTA ne go ti a tions are very clear. We should not stand on the

side lines for any trade ne go ti a tions. I never claim that any trade agree -

ment or trade ne go ti a tion will pro duce eco nomic mir a cles, but it will

con trib ute to solid job-cre at ing eco nomic ac tiv ity. 

Dur ing the vis its that I have had to Mex ico over the past year and a

half or so, I have seen a num ber of Ca na dian com pa nies down there. I

gave you the fig ures con cern ing the num ber of Ca na di ans who are

down there, but our ex ports to Mex ico last year, with out the free trade

agree ment in volv ing Mex ico, were up about 35 per cent. 

One of the real win ners in any trade ne go ti a tion is the con sumer.

Peo ple for get about con sum ers. They al ways talk about spe cial in ter -

ests, but they never talk about con sum ers. Back in 1947, be fore we

started any GATT ne go ti a tions, tar iffs were about 40-45 per cent on av -

er age. They are down now in Can ada to less than 5 per cent. On a world -

wide ba sis, tar iff rates are down to some where be tween 5 and 8 per cent.

The con sumer gets the ben e fit of lower tar iffs be cause they mean that

prices de cline. There is also a greater num ber of prod ucts to which the

con sumer has ac cess. I can see that there are some very ex cit ing times

ahead for Ca na di ans as our econ omy be comes more in ter na tion ally ori -

ented and takes ad van tage of the open ings into other mar kets that these

ne go ti a tions fos ter. I be lieve it is im por tant to re al ize the op por tu ni ties

that ex ist, and to rec og nize that these op por tu ni ties are there for the tak -

ing. 

I have said that a free trade agree ment will open the door, but some -

one has to walk through that door to take ad van tage of  free trade op por -

tu ni ties. This is where the pri vate sec tor, the busi ness com mu nity, can

show its ini tia tive, its en tre pre neur ial bent, and take ad van tage of free

trade. 

We wrote a book called Mex ico-Can ada, Part ner ing for Suc cess. This

book ex plains how to take ad van tage of this mar ket. It is a best seller,

and we are now on our sec ond print ing. It sets out all the nuts and bolts

as pects of how to get into the Mex i can mar ket, how to take ad van tage of

it, what op por tu ni ties ex ist there, what the Mex i cans are buy ing, and

how well we are do ing in sell ing in that mar ket.

Let me con clude by thank ing you again for the op por tu nity to be

with you. This is the 25th an ni ver sary of the North Amer i can Stud ies

Pro gram. Grad u ates from this pro gram have been a very im por tant part 
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of our in ter na tional suc cess over the years. I am sure that, as we look

back over the next 25 years, this will con tinue to be the case and that the

open ing up of trade op por tu ni ties through the GATT, the North Amer i -

can Free Trade Agree ment, and the FTA with the United States will be

im por tant mile stones in mea sur ing the suc cess that we have had.

Questions and Answers

Ques tion: 

What is the role of Can ada in en forc ing the im ple men ta tion of la bour

and en vi ron men tal laws?

An swer: 

There is a dis tinc tion that must be drawn be tween as sist ing in the en -

force ment and sanc tions to cause the en force ment of la bour and en vi -

ron men tal stan dards. I do not think that Mex ico would take well to our

im pos ing our selves on their sov er eignty in en forc ing their la bour or en -

vi ron men tal laws, any more than we would take kindly to the United

States com ing in and tell ing us how we should en force our laws. These

tri lat eral agree ments seek to as sist all three coun tries in their own en -

force ment of their respective laws.

Ques tion:

Sec tion 301 of the U.S. Trade Act: this law en ables the U.S. to re tal i ate

against any prac tice of an other coun try deemed to be un fair, un rea son -

able, or dis crim i na tory. Does this al low the U.S. to im pose coun ter vail -

ing tac tics and re in force or change laws whenever it deems fit?

An swer:

Both Can ada and the United States have trade rem edy laws. These laws

are de signed to pro vide pro tec tion for our own coun tries against the un -

fair trade prac tices of other coun tries. We don’t want to elim i nate our

trade rem edy laws any more than the Amer i cans want to elim i nate

theirs. What we want to see is a fair ap pli ca tion of these laws. The dis -
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pute set tle ment mech a nism pro vides a ba sis to judge whether we are all

im ple ment ing these laws in a fair way, not in a way that re sponds to po -

lit i cal or other pres sures. This is one of the ma jor achieve ments of the

Free Trade Agree ment with the United States, and this will be an

important part of NAFTA.

Ques tion:

Could you please clar ify two state ments made in your speech? One is

that our tar iffs are at an all-time low. One of the re sults of that is the GST

and we, as con sum ers, are still pay ing. The other point con cerns the in -

crease of trade ex ports to the U.S. of 13.5 per cent, which in cludes mul ti -

na tional cor po ra tions with head quar ters in the United States, does it

not? In that sense, it is a move ment of the prod ucts and not re ally a

move ment of the money.

An swer:

Yes, the tar iffs on the prod ucts that the United States or other coun tries

sell to Can ada are at an all-time low. What is the rea son for the GST as it

re lates to in ter na tional trade? With the pre vi ous man u fac tur ing sales

tax, there was a hid den tax on all of our ex ports, in other words, a tax on

our pro duc tion. Also, the way that the fed eral sales tax was ap plied on

im ports re sulted in im ports be ing taxed at a lower level than Ca na dian

pro duc tion. By chang ing from the man u fac tur ing tax to the GST, we

were able to elim i nate the tax on pro duc tion, the tax on our ex ports, and

so make us more competitive in export markets.

Con cern ing the sec ond point of your ques tion, the move ment in our 

ex ports in cludes ex ports that are pro duced by Ca na dian sub sid iary

com pa nies. This is the case, but the pro duc tion of these prod ucts cre ates

jobs here in Can ada. One of the things that is a very im por tant part of

our econ omy to day is the com pe ti tion be tween sis ter com pa nies, com -

pa nies owned by the same par ent. We are go ing to have to face the fact

that Ca na dian com pa nies must be com pet i tive. If we are able to com -

pete, we can at tract busi ness into Can ada that could oth er wise take

place in other coun tries.

Ques tion:

In your talk, you made im plicit ref er ence to civil and hu man rights. Hu -

man rights abuses con tinue to in crease in Mex ico. How is it pos si ble that 
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Can ada is turn ing a blind eye to cases of cor rup tion and civil rights

abuses when it is just about to sign a free trade agreement?

An swer:

I do not think that any body is turn ing a blind eye. What the rep re sen ta -

tives of our gov ern ment have said is that there has been an im prove -

ment in the hu man rights re cord of Mex ico and an im por tant ef fort on

the part of the Sa linas gov ern ment to pro vide for tri bu nals and other

ways of en sur ing that these hu man rights abuses are ex posed. It is quite

clear that as the eco nomic per for mance of a coun try im proves, so does

its re cord on hu man rights, and its re cord on la bour stan dards and

environmental standards.

Ques tion:

What as sur ances does NAFTA of fer that we, as Ca na di ans, will ben e fit

from this agree ment? A half-mil lion jobs have been lost and many of the

em ploy ment in creases were in low-pay ing ser vice sec tor jobs. Is this the

vi sion that we have of Can ada for the 21st century?

An swer:

I can’t pro vide you with spe cific as sur ances. You men tioned 500,000

jobs lost, the im pli ca tion be ing that a large part of that is at trib ut able to

the Free Trade Agree ment with the United States, which is a real leap of

logic. We have en dured a very tough in ter na tional re ces sion, and we

have also been go ing through a tre men dous amount of re struc tur ing in

all coun tries of the world. Can ada is not immune to that.

It is im por tant not to au to mat i cally draw the con clu sion that the ser -

vice sec tor is low pay ing. If you look at the 13.5 per cent in crease in ex -

ports to the United States, a lot of it is in high tech nol ogy in dus tries.

Ac cord ing to the C.D. Howe In sti tute, one of the real win ners in the Ca -

na dian econ omy is in value-added in dus tries be cause this is where the

tar iffs have been re duced. We have been able to take ad van tage of this.

Can ada has in creased its ex ports of high-tech nol ogy prod ucts to the

United States by 63 per cent, whereas the United States has only in -

creased its ex ports of high-tech nol ogy prod ucts to Can ada by 12 per -

cent. This means we are gain ing mar ket share.

Ques tion:

How do you see the North Amer i can com mis sion on the en vi ron ment

help ing the global en vi ron ment within the three coun tries? We see
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many coun tries mov ing to Mex ico to take ad van tage of these lax en vi -

ron men tal norms.

An swer:

One of the pro vi sions in NAFTA says that coun tries should not lower

their en vi ron men tal stan dards to at tract new in vest ment. If you get new 

in vest ment based on low en vi ron men tal stan dards, then in four to five

years time, you will prob a bly want to up grade those stan dards. If com -

pa nies have gone in at lower stan dards, it will cost them a lot more to

up grade than if they went in at higher stan dards in the first place.

Sec ond, the costs of en vi ron men tal equip ment for most in dus tries is 

only about 2 or 3 per cent of to tal cap i tal in vest ment. This is an av er age

fig ure.

As a coun try be gins to in crease its stan dard of liv ing, it gets more in -

dus tri al iza tion, and, at first, a greater de gree of en vi ron men tal deg ra da -

tion. But as you fur ther im prove the stan dard of liv ing, you come down

the other side of the bell curve where you are able to en force en vi ron -

men tal pro tec tion, thereby de creas ing the level of en vi ron men tal deg ra -

da tion.

Ques tion:

What are your opin ions con cern ing the trend which seems to be emerg -

ing in the United States to ward an in crease of trade pro tec tion ism, as ev -

i denced in the steel in dus try? Are you con cerned about this trend? In

gen eral, what is your opin ion of the trade pol i cies of the Clinton

administration?

An swer:

Pro tec tion ism in the United States is al ways a con cern. There are many

chal lenges in clud ing steel, live swine, beer, and soft wood lum ber. One

of the most ac tive parts of my job is to try to man age this re la tion ship

and these dis putes to en sure that Ca na dian in ter ests are up held as

firmly as pos si ble when such pro tec tion ist actions occur.

At any one time, usu ally only about 5 per cent of our trade with the

United States is sub ject to this sort of ha rass ment. We take ac tions too.

Our ac tions cre ate head lines in the United States; they are not much

news in Can ada. Their ac tions against us cre ate head lines in Can ada,

but they do not hear about them in the United States. This is the na ture

of the way these is sues are re ported. With out the dis pute set tle ment
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mech a nism that we have, we would not see sat is fac tory re sults in these

dis putes.

Ques tion:

For small busi ness, do ing war ranty work, the tar iff one has to pay is a

kind of rou lette. The cus toms bro kers’ fees are not in pro por tion to the

cost of the good. In ef fect, there are ad min is tra tive bar ri ers for small

busi nesses. These kinds of bar ri ers put small busi nesses, work ing with

lim ited cap i tal, out of busi ness. So this is not free trade, as they do not

have free ac cess to the American market.

An swer:

A free trade agree ment is not to tal free trade. An FTA gets that name be -

cause there has been an ef fort made to elim i nate tar iffs and elim i nate as

many non-tar iff bar ri ers as pos si ble. We are far more suc cess ful in the

for mer be cause un der the FTA, 80 per cent of our tar iffs are now zero. In

the next five years, we will get all our tar iffs down to zero. Non-tar iff

bar ri ers have not been to tally elim i nated. We in Can ada have them, the

United States has them, and we will prob a bly see some in Mex ico as

well. We try to min i mize them, to the maximum extent possible.

The FTA was never meant to elim i nate the bor der. There is as sis -

tance in help ing peo ple who are con duct ing busi ness across the bor der.

There are these el e ments of a bor der that are not go ing to be re moved by

a FTA. There fore, to fa cil i tate the move ment of a prod uct from Can ada

to the United States, and the re verse, there is a role for the cus toms bro -

ker to go through all of the re quire ments of ex port ing. I can not con trol

those fees and I do not be lieve that you want me to con trol those fees. If

those fees get too high rel a tive to the cost of do ing busi ness, I am sure

there will be other com pa nies com ing in or other com pa nies cut ting

those fees.

We are try ing to re solve prob lems that we are aware of through the

U.S.-Can ada Trade Com mis sion, which will be come a tri lat eral com -

mis sion (un der NAFTA). This will be a con tin ual ef fort to help fa cil i tate

cross-bor der trade.
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Ques tion:

What are the pros pects of ex pand ing the NAFTA to in clude South and

Cen tral Amer i can coun tries? When might this hap pen? What are the

ad van tages for Can ada? What ob sta cles do you see?

An swer:

I think that there will be a num ber of coun tries in Latin Amer ica who

will want to join. In ter est in NAFTA is not lim ited to Latin Amer ica, but

this is where the main po lit i cal draw is.

I have spo ken to trade min is ters from Co lom bia, Ven e zuela, Chile,

and Ar gen tina, and they are all very in ter ested. I sus pect that there will

be sub stan tial pres sure on them to join be cause Mex ico has better ac cess

to the United States and Ca na dian mar kets than those coun tries have.

This will cost them in vest ment, so they will put their pol i cies in place as

quickly as they can so that they can join NAFTA.

What are the op por tu ni ties for Can ada? The Latin Amer i can mar ket 

is a mar ket that we have not re ally taken ad van tage of as Ca na di ans.

There are some tre men dous op por tu ni ties. We are go ing to see the same

sort of ac tiv ity as we saw with Ca na dian busi ness peo ple go ing to Mex -

ico.

What are the prob lems? We will find, as with Mex ico, that those

Latin Amer i can coun tries have greater ac cess to Can ada than we have to 

them. Eighty per cent of Mex i can ex ports came into Can ada duty-free

last year. We faced high du ties, rang ing up to 20 per cent in Mex ico.

Mex i can im port li cens ing means if you don’t get the im port li cense, you

can not ex port, pe riod, even if you have the right price. There are other

non-tar iff bar ri ers. NAFTA puts us on a level play ing field with Mex ico.

There will al ways be pres sure as you drop tar iff bar ri ers on cer tain

com pa nies. Never draw fast con clu sions. Peo ple told me that the cloth -

ing in dus try would be ru ined by the FTA. What has hap pened?  Some

cloth ing com pa nies have been hurt, but Ca na dian ex ports to the United

States have grown from $190 mil lion in 1988 to more than $400 mil lion

last year.

Ques tion:

Some say that the ex pan sion of NAFTA into a NAFTA in clud ing other

Latin Amer i can coun tries is catch ing Can ada as off guard as the ex pan -

sion of the FTA to in clude Mex ico into a NAFTA did. Is it true that the

Ca na dian gov ern ment did not see the Mex i can ini tia tive com ing when
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it con cluded the FTA? Or did the Ca na dian gov ern ment know it all

along?

An swer:

Mex ico, up un til now, has not been a big mar ket for Can ada. Can ada’s

ex ports to Mex ico stalled in the $500 to $600 mil lion range for about five

years. We did n’t have the push in side Can ada that there was with the

United States, which had about $30 bil lion in ex ports to Mex ico. The ad -

di tional prob lem of il le gal im mi gra tion of Mex i cans to the United States

caused ad di tional pres sure. As long as you have low stan dards of liv ing

in Mex ico, there will al ways be il le gal immigration to the U.S.

One of the ob jec tives of the Amer i cans was to ad dress this il le gal

im mi gra tion by do ing some thing to help Mex i cans raise their stan dard

of liv ing. In part, we did not have that push. We were not the ag gres sive

demandeurs for NAFTA.

When the op por tu nity for NAFTA pre sented it self, there were two

rea sons why we went into it. The first rea son was de fen sive. If we are

go ing to be part of an FTA with the United States, and they are go ing to

ex pand it into Mex ico, we had better be there. If some one is go ing to in -

vest in North Amer ica, and they have the choice be tween Can ada and

the United States and one has ac cess to the Mex i can mar ket and the

other does n’t, where will they put their money? Ob vi ously in the United 

States, with ac cess to all three coun tries. We felt we had to be there at the

ta ble to pro tect Can ada’s in ter ests. It is im por tant that we be there both

for de fen sive rea sons and also for the sec ond pos i tive rea son: to pro -

mote busi ness op por tu ni ties.
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NAFTA’s Effects:
A Mexican Analysis

Jorge Juraidini

THANK YOU FOR YOUR WARM WEL COME. It is in deed a plea sure to be at

this uni ver sity to day and to speak with you about the North Amer i -

can Free Trade Agree ment (NAFTA).

As you know, NAFTA, an agree ment in volv ing two de vel oped na -

tions and a ma jor de vel op ing coun try, rep re sents a sig nif i cant step for -

ward in cre at ing a global trade sys tem. It strikes an other blow against

pro tec tion ism and will strengthen the con cept of open re gion al ism.

I know that some speak of a “for tress North Amer ica,” but build ing

a trade bloc was not Mex ico’s, nor I be lieve, our NAFTA part ners’ in -

tent. And it has not been the re sult of the ne go ti a tions. Ca na di ans and

Mex i cans have learned, of ten the hard way, that pa ro chial think ing and

pa ro chial pol i cies do not work. Bar ri ers to trade and other forms of eco -

nomic na tion al ism, like all pro tec tion ist pol i cies, sti fle op por tu ni ties for

all con cerned, par tic u larly for those who adopt them.

All of you know that NAFTA is based on the FTA, which, de spite

the re ces sion af flict ing both coun tries in the last years, has played an im -

por tant role in the evo lu tion of Can ada’s for eign trade. Ca na dian ex -

ports have gone up by more than $17 bil lion since 1988, and since free

trade came into ef fect, Ca na dian prod ucts have gained a share of the

Amer i can mar ket in al most ev ery sec tor.
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At its in cep tion, op po nents of free trade warned Ca na di ans of,

among other things, a dra matic drop in in vest ments in Can ada. All the

money was sup posed to start flow ing to the United States. Well, since

four years ago, di rect for eign in vest ment in Can ada has in creased by

$17.8 bil lion, and in a re ces sion! These fig ures speak for them selves.

They show that Ca na di ans have been able to take ad van tage of the op -

por tu ni ties that free trade of fers them.

We be lieve that the FTA has made Can ada stron ger, more able to

com pete and pros per and more able to hang on to the so cial safety nets

that so many peo ple con sider to be one of the fin est as pects of Ca na dian

life. And we con sider that, for those very same rea sons, Can ada en tered

into ne go ti a tions with the United States and Mex ico. The over all ben e -

fits of the North Amer i can Free Trade Agree ment are just as clear:

· Can ada and the U.S. will gain ac cess to the Mex i can mar ket of

85 mil lion peo ple.

· Can ada will im prove the orig i nal Free Trade Agree ment with

the United States, and the three coun tries will en sure their po si -

tions as an at trac tive lo ca tions for investment.

· When NAFTA goes into ef fect on Jan u ary 1, 1994, we will be

part of the larg est and rich est free trade area in the world: 360

mil lion peo ple with a com bined wealth of $7 tril lion.

What are the im pli ca tions of NAFTA for Can ada? We feel they are

very pos i tive. They in clude bar rier-free trade ac cess to Mex ico; a

phase-out of tar iffs for vir tu ally all Ca na dian ex ports to Mex ico over ten

years; the elim i na tion of Mex i can im port li cens ing re quire ments for

goods; and op por tu ni ties to bid for ma jor Mex i can gov ern ment pro -

cure ment con tracts. Ca na dian fi nan cial ser vices com pa nies will also be

able to open sub sid iar ies, in vest in, and ac quire fi nan cial in sti tu tions in

Mex ico for se cu ri ties and in sur ance. 

Can ada will also en joy the ben e fits of a ma jor lib er al iza tion and

pref er en tial ac cess to the Mex i can in vest ment re gime. It may take ad -

van tage of the lib er al iza tion of the Mex i can ser vices mar ket, in clud ing

land trans port, spe ci al ity air sec tors, pro fes sional ser vices, and en -

hanced tele com mu ni ca tion (e.g. ad vanced data-pro cess ing ser vices).

NAFTA also in cludes an agree ment be tween Can ada and Mex ico to

main tain their rel a tively open in ter na tional mar i time ship ping ser vices.

FTA ben e fits plus im prove ments for Can ada in clude the re ten tion

of the Auto Pact, and pro tec tion of cul tural in dus tries, so cial and health
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ser vices. High health, safety, and en vi ron men tal stan dards in Can ada

are pre served and can be strength ened. Can ada’s sup ply man age ment

im port quo tas for egg, dairy, and poul try prod ucts are not af fected, and

there are clearer North Amer i can con tent rules, in clud ing those for au -

tos, thus re duc ing the risk of uni lat eral in ter pre ta tions by cus toms of fi -

cials (as, for in stance, in the Honda case).

The im pact of the new rules of or i gin for tex tiles and ap parel is off -

set by in creases in the quo tas giv ing pref er en tial ac cess to the U.S. mar -

ket for Ca na dian goods that do not meet the rules of or i gin. For ex am ple

the ex port quota for Can ada to the U.S. dou bles for non-wool ap parel,

nearly tri ples for fab ric and is four times the 1991 ex port lev els for yarns.

An other ben e fi cial pro vi sion of NAFTA is the ex ten sion of duty

draw back for two years be yond the FTA ex pi ra tion date in 1994. The old 

sys tem will be re placed in 1996 by a per ma nent duty re fund sys tem that

will re duce in put costs for Ca na dian man u fac tures who still pay du ties

on goods into other NAFTA coun tries. The agree ment also in cludes

more strin gent con trols on the United States with re spect to im pos ing

bor der re stric tions against im ports from Can ada, and an im proved dis -

pute set tle ment pro cess.

All those ad van tages dem on strate for us that NAFTA will be an ex -

cel lent agree ment for Can ada as well as for Mex ico and the United

States. On the other hand, with the glob al iza tion pro cess that is tak ing

place all over the world, we have to con sider that com pe ti tion is no lon -

ger the com pany across the street or across town. The com pe ti tion could 

be any sin gle com pany around the world. If you are not com pet i tive,

you stand to lose your tra di tional cus tom ers to a ri val in Ger many or in

Ko rea.

The is sue of com pet i tive ness has not re ceived as much at ten tion in

the de bate over NAFTA as I think it should. Thus far, the de bate has re -

cently cen tred around la bour and en vi ron men tal is sues. These are im -

por tant mat ters wor thy of dis cus sion, but in my opin ion they are not

re ally the core of what NAFTA is all about, namely, how to help North

Amer ica re main com pet i tive into the 21st cen tury.

When one looks at other coun tries or re gions that are com pet i tive,

one tends to see that they have in com mon five ba sic con di tions or el e -

ments (see be low). We see this with Ja pan and its neigh bours in the Pa -

cific ba sin, and we see it with Eu rope. The driv ing force be hind these

eco nomic re gions is the search for a greater de gree of com pet i tive ness. It 
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is my view that NAFTA will cre ate those same five con di tions of com -

pet i tive ness here in North Amer ica. This is ob vi ously of great im por -

tance to busi ness in North Amer ica, which will cre ate the jobs and the

eco nomic op por tu ni ties for the fu ture. So let me take a few min utes to

ex plain what those five im por tant con di tions are, and how NAFTA will

cre ate them.

I call the first con di tion cer tainty of rules. Busi ness peo ple must

know that the “rules of the game” will be sta ble now and well into the

fu ture. This is the only way they can make wise and proper de ci sions on

how best to al lo cate their re sources. They must know the rules will be

per ma nent, that there will be per ma nence and con ti nu ity in eco nomic

pol icy.

The sec ond con di tion that is so im por tant to com pet i tive ness is

econ o mies of scale, the abil ity to lower av er age costs by serv ing a large

mar ket. NAFTA will cre ate the larg est re gional mar ket here in North

Amer ica—360 mil lion peo ple and more than $7 tril lion in re gional pro -

duc tion—and there fore al low North Amer i can firms to re al ize the ad -

van tages of lower av er age pro duc tion costs. What’s also im por tant is

that the def i nite time ta bles con tained in NAFTA let you know ex actly

when tar iffs will be elim i nated, and thus how quickly a par tic u lar firm

will be able to en ter the larger mar ket.

For ex am ple, we know that on the day NAFTA goes into ef fect, 40

per cent of the ex ports from Can ada will en ter Mex ico duty free. Tar iffs

on the re main ing 60 per cent will be phased out over a ten-year pe riod,

most within the first five years. These time ta bles will not change, and so

you will be able to tell ex actly when a par tic u lar mar ket will be fully

open. This is an im por tant com pet i tive el e ment.

A third el e ment that I think is es sen tial in NAFTA per tains mostly to 

small and me dium-sized firms who might not have the re sources to take 

ad van tage of econ o mies of scale. NAFTA of fers these smaller busi -

nesses some thing called econ o mies of scope, the abil ity to be come very

com pet i tive by spe cial iz ing in a given seg ment of the mar ket and know -

ing that seg ment in side-out.

The best ex am ple of this is the mar ket niche Mex ico has served sell -

ing re frig er a tors to the United States. Did you know Mex ico is the num -

ber one sup plier of re frig er a tors to the U.S.? You might ask, how did this 

hap pen? Does n’t the United States have the larg est re frig er a tor mak ers

in the world? Is n’t this like Mex ico try ing to sell hockey pucks to Can -
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ada? Let me tell you what Mex ico did, be cause we are very proud of it.

We do not com pete head-to-head with the big re frig er a tor com pa nies

serv ing the en tire mar ket. We se lected a par tic u lar mar ket niche, sell ing

small re frig er a tors to of fices and col lege dor mi to ries. This is a tre men -

dous mar ket. By spe cial iz ing in this one niche, a small Mex i can firm can

re act quickly and ef fi ciently to chang ing tastes, tech nol o gies, and

trends. This al lows the firm to stay highly com pet i tive.

NAFTA will cre ate many niches like this through out North Amer -

ica. The typ i cal Mex i can con sumer is dif fer ent from a typ i cal con sumer

in Can ada or the United States. Even within those coun tries, there are

nu mer ous niches based on in come lev els, taste, and cul ture. NAFTA

will give firms that spe cial ize in these niches a greater mar gin of com -

pet i tive ness than they cur rently en joy.

The fourth el e ment, and per haps the most im por tant, is the abil ity

to have a wide choice of tech nol o gies. This is where the les sons of Ja pan

are the clear est. When peo ple mar vel at how com pet i tive the Jap a nese

are, they of ten men tion the qual ity of the Jap a nese work-force and the

at ti tude of Jap a nese man age ment. All of that is true. But what is sel dom

men tioned is that 35 per cent of Ja pan’s ex ports are made through pro -

duc tion shar ing, in other words, tak ing ad van tage of a wide range of

tech nol o gies. The idea be hind this is sim ple. If a job is la bour-in ten sive,

a firm should have ac cess to ad e quate la bour. If, on the other hand, a job

is cap i tal-in ten sive, a firm should have ac cess to cap i tal.

Fi nally, the fifth con di tion for com pet i tive ness is to have avail able a

range of ser vices at a rea son able cost. We have to rec og nize the im por -

tance of ser vices to the mod ern econ omy—things like trans por ta tion,

tele com mu ni ca tions, and fi nan cial ser vices. In Mex ico, these ser vices

still carry a very high cost, which puts us at a com pet i tive dis ad van tage.

But NAFTA will have a dra matic im pact on low er ing the cost of ser vices 

be cause it achieves the most com pre hen sive open ing of the ser vices

mar ket of any trade agree ment.

For in stance, as I men tioned be fore, NAFTA opens land trans por ta -

tion through out the en tire re gion. To day, if we wanted to ship some -

thing from Monterrey to Mon treal, the truck would leave Monterrey, sit

at the bor der while the cargo would be re-loaded onto a Ca na dian or

U.S. truck, then shipped through to Mon treal. That Monterrey mer -

chant is placed at a com pet i tive dis ad van tage. If fact, you could al most
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fly goods more cheaply from Eu rope to Mon treal. Un der NAFTA, the

truck will be able to go di rectly from Monterrey to Mon treal.

Sec ond, take the area of tele com mu ni ca tions. This is be com ing

more and more im por tant in the pro duc tion pro cess of mod ern so ci -

ety—things like phones, faxes, and other in for ma tion ser vices. NAFTA

opens the North Amer i can mar ket in this area as well. This will make in -

dus tries more com pet i tive by pro vid ing rea son ably priced and re li able

com mu ni ca tions.

Fi nally, NAFTA opens North Amer ica’s fi nan cial ser vices mar ket,

mak ing more credit avail able at a lower cost. This is im por tant as busi -

nesses seek to grow and ex pand—in clud ing the hir ing of more work ers.

And so let me sum ma rize what I con sider the main con tri bu tion of

NAFTA. This agree ment is re ally an in stru ment to make North Amer ica 

more com pet i tive in the same way the Far East ern coun tries and Eu rope

are com pet i tive. NAFTA will pro vide cer tainty. It al lows us to take ad -

van tage of econ o mies of scale, there fore low er ing av er age pro duc tion

costs. It will mul ti ply mar ket niches, per mit ting firms that are not large

to be come spe cial ists in a par tic u lar field by tak ing ad van tage of econ o -

mies of scope. Im por tantly, it will widen the avail able choices of tech -

nol ogy, low er ing costs by al low ing firms to choose the proper

com bi na tion of tech nol o gies. And it will lower the cost of ba sic ser vices

that are so im por tant to the pro duc tiv ity of firms in this re gion.

Bring ing these five el e ments of com pet i tive ness to North Amer ica

is re ally the core of what NAFTA is all about. But as I men tioned ear lier,

there are two other is sues that are im por tant parts of the de bate over this 

agree ment: jobs and the en vi ron ment. I would like to talk about them

briefly.

About one week ago, the U.S. In ter na tional Trade Com mis sion re -

leased an im par tial re port show ing that NAFTA will cre ate jobs and

boost eco nomic out put in all three mem ber coun tries. The fear that jobs

will be lost to Mex ico is one that has been over blown and over used by

NAFTA’s crit ics. Free trade will cre ate jobs in all three coun tries by al -

low ing us all to ex port our goods and ser vices freely within North

Amer ica, and to ex port their goods in the world mar ket be cause of our

en hanced com pet i tive po si tion. The econ omy in Mex ico is so small com -

pared to that of the U.S. and Can ada that it is im pos si ble for us to cause a

mas sive dis lo ca tion of jobs. The num bers just do not add up.
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Cer tain busi ness sec tors have al ready un der gone some ad just -

ments, los ing jobs to Asia. In part, this is the nor mal re struc tur ing of

econ o mies and is un re lated to NAFTA. For ex am ple, some in dus tries

are ad just ing to an econ omy that has be come more high-tech and more

ser vice-ori ented than it used to be. But this would be hap pen ing with or

with out NAFTA. By im prov ing North Amer i can com pet i tive ness, jobs

will ac tu ally be re turn ing to this con ti nent, and new jobs will be cre ated

here in man u fac tur ing, among sup pli ers, and in ar eas such as trans por -

ta tion.

An other im por tant is sue that is al ways fea tured in the NAFTA de -

bate is the en vi ron ment. In many ways this is the most frus trat ing part

of the de bate. While I have the high est re gard for Can ada’s tra di tion of

en vi ron men tal pro tec tion, I re spect fully say that an en vi ron men tal ist in

Can ada or the United States could not care more about the Mex i can en -

vi ron ment than we Mex i cans do. All cit i zens of Mex ico want clean air

and clean wa ter for them selves and for their fam i lies. I cer tainly want a

healthy en vi ron ment for my fam ily and my chil dren.

Sus tain able de vel op ment is some thing Pres i dent Sa linas be lieves in 

very strongly, and some thing Mex i can so ci ety de mands. That is why I

say NAFTA will im prove Mex ico’s en vi ron ment, not hurt it. De vel oped

coun tries like Can ada may take this for granted, but en vi ron men tal pro -

tec tion re quires con sid er able eco nomic re sources. A Prince ton Uni ver -

sity study con firms this. It shows that when a coun try is very poor, there

is no pol lu tion be cause there is no in dus try. As a coun try builds its in -

dus tries and per ca pita in come starts to rise, en vi ron men tal deg ra da -

tion be comes worse. That has been the re cent his tory in Mex ico. But,

ul ti mately, a coun try reaches a turn ing point, grow ing to the level

where it has the re sources to de vote to en vi ron men tal pro tec tion.

Mex ico is at that point now, with a per ca pita in come of $3,500 to

$4,000. As NAFTA pro motes eco nomic growth in Mex ico and raises per

ca pita in come, we will see great en vi ron men tal im prove ment. There is a 

di rect re la tion ship. Fur ther more, the agree ment it self con tains strong

pro vi sions on the en vi ron ment. It is per haps the “green est” mul ti lat eral

trade agree ment ever ne go ti ated. Tough en vi ron men tal pol i cies ap -

proved by in ter na tional bod ies to which we be long will take pre ce dence 

over NAFTA. And NAFTA spe cif i cally pro hib its any coun try from

loos en ing en vi ron men tal rules in or der to at tract new in vest ment.
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These are some of the rea sons why I think NAFTA makes a great

deal of sense—cre at ing jobs, im prov ing the en vi ron ment and mak ing

North Amer ica more com pet i tive.

For Mex ico to take part in this we must con tinue the dra matic eco -

nomic turn around our coun try has ex pe ri enced in the past de cade. In -

fla tion is un der con trol, the econ omy is grow ing faster than our

pop u la tion, our for eign debt has been re duced, more than 1,000

state-owned in dus tries have been pri vat ized and we are show ing a fis -

cal sur plus for the first time in a quar ter of a cen tury.

NAFTA will help con sol i date these eco nomic re forms, se cure the

con fi dence of the world’s in ves tors and al low Mex ico’s eco nomic trans -

for ma tion to con tinue.
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NAFTA and Brazil’s 
Trade Policy Options

Donald V. Coes

LET ME BE GIN BY SAY ING that I speak for my self and not for the World

Bank. I have been an a lyz ing Bra zil ian trade prob lems since the early 

1970s, and have lived there off and on since then.

Brazil is at an in ter est ing junc ture with re gard to the op tions it now

faces in its trade pol icy. Since it con trib utes more than half of South

Amer ica’s GDP, what ever Brazil de cides will have very large con se -

quences for trade and in vest ment in the hemi sphere. So let me be gin by

pro vid ing a back ground on Brazil’s trade pol icy.

If we trace the trends back into the early post-World War II pe riod,

up un til the ‘60s, we find that Bra zil ian trade pol icy was dom i nated by

im port sub sti tu tion in dus tri al iza tion. And a lot was ac com plished. It is

fash ion able for ac a dem ics to take pot shots at ISI, but given the size of

the do mes tic mar ket, it was pos si ble for Brazil to at tain some ma jor

gains in the 1950s and on into the 1960s. The kinds of pol i cies that would

ob vi ously not work in Sin ga pore or Lux em bourg or Par a guay can play

out quite well for quite a time, and they did in sev eral ma jor sec -

tors—met als, au to mo biles, and a num ber of con sumer durables. 

In the 1960s, Brazil be gan to shift gears in a very in ter est ing way. It

moved from im port sub sti tut ing in dus tri al iza tion to more em pha sis on

ex port pro mo tion. This method does not fit the text book mod els of trade 
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lib er al iza tion, in which you drop your im port con trols and al low an ex -

change rate re duc tion that fa vours ex ports. In stead, it tended to give ex -

port sub si dies, both fi nan cial sub si dies and credit sub si dies, to the same

sec tors, in many cases, which were pro tected on the im port side. So

Brazil main tained its pro tec tion while at the same time be com ing more

out ward-ori ented. The cor re la tion be tween pro tec tion on the im port

side and ex port sub si di za tion is very high. 

Af ter 1982, how ever, it be came more and more ex pen sive to fol low

this par tic u lar trade pol icy. The fis cal in cen tives cost a lot in terms of

fore gone tax rev e nues; the credit in cen tives, par tic u larly as in fla tion

went up with sub si dized and some times fixed nom i nal in ter est rates,

be came very costly. What we saw af ter Brazil was ex cluded from in ter -

na tional cap i tal mar kets, fol low ing the Mex i can mor a to rium, was a

trim ming back on sub si dies. Un der con sid er able pres sure from the

United States in this pe riod, Brazil be gan to con sider other op tions in its

trade pol icy. This was done in the 1980s, and partly be cause Brazil de -

pended on trade pol icy as a bal ance of pay ments tool. Some of this was

rooted in pes si mism about the abil ity of the ex change rate to be used as

the pri mary tool for bal ance of pay ments ad just ment. As a re sult, they

used trade pol icy, par tic u larly con trol of im ports, to try to reg u late trade 

flows. There were a few suc cesses here, but in terms of eco nomic ef fi -

ciency, this was a very ex pen sive way to re act to the kinds of ex ter nal

shocks that the Bra zil ian econ omy was sub ject to, both in the ‘70s and

the ‘80s.

What we saw in the mid-1980s was the be gin ning of a pe riod of in -

tel lec tual fer ment, and deep dis cus sion of what Brazil’s trade op tions

should be.

Some of the dis cus sions in volved Brazil’s re la tions with Ar gen tina.

In 1985, Bra zil ians and Argentinians ne go ti ated a se ries of agree ments

that cul mi nated in a larger agree ment among the four coun tries that

form the MERCOSUR, the South ern Cone com mon mar ket. Brazil and

Ar gen tina formed the nu cleus, and the deal was ex tended to Par a guay

and Uru guay. Some of the po lit i cal mo ti va tion for this agree ment came

from the tran si tion to ci vil ian rule in both Brazil and Ar gen tina. It was in 

the in ter est of both coun tries to im prove re la tions, to dif fuse fears, and

to re move the jus ti fi ca tion for greater mil i tary ex pen di tures that came

from poor re la tions be tween the two ma jor South Amer i can econ o mies. 
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In No vem ber 1985, Brazil and Ar gen tina signed the first of their

agree ments, and these were fol lowed by a se ries of agree ments, most of

them eco nomic in con tent. Most of them paid lip ser vice to freer trade, at 

least be tween these two econ o mies. The in ter est ing thing about this is

that the mo ti va tion came from the two gov ern ments them selves. There

was lit tle sup port from ei ther the cor po rate com mu nity or, for that mat -

ter, Bra zil ian ac a dem ics, who were not par tic u larly  in ter ested or in -

volved in early dis cus sions. 

The dis cus sions cul mi nated in an agree ment that even tu ally ex -

tended to the other two coun tries, which in com par i son to NAFTA, or

the ear lier FTA, is re ally a very dif fer ent an i mal. MERCOSUR is more of

a state ment of in ten tions. The fi nal agree ment is short, but the in tent is

much more am bi tious than NAFTA, be cause it en vi sions a com mon

mar ket. It not only speaks of the free move ment of goods, but also free

move ment of the fac tors of pro duc tion. 

In com par i son with the much more vo lu mi nous agree ments ne go ti -

ated be tween the U.S. and Can ada and sub se quently the U.S., Mex ico,

and Can ada, we are talk ing about an ex tremely short doc u ment when

you take out the var i ous quan ti ta tive ap pen di ces—un der 60 pages. I do

not wish, how ever, to sound too crit i cal of the MERCOSUR agree ment,

and there are pos i tive as pects that should be pointed out. In terms of

trade di ver sion and trade cre ation, it is a fairly pos i tive doc u ment. It

binds coun tries to the low est tar iff of the ex ter nal tar iffs, and it pro vides

for fur ther re duc tions, which will re duce these trade bar ri ers to zero by

the end of 1994. 

There is now some ques tion as to whether elim i na tion of tar iffs will

be at tained, but the thrust of the agree ment has cer tainly been pos i tive.

For ex am ple, among its other pro vi sions is a kind of a most-fa -

voured-na tion clause, which in ef fect ex tends con ces sions granted by

any mem ber of the MERCOSUR to all the other mem bers. No com mon

ex ter nal tar iff can be higher than the tar iffs in place be fore the agree -

ment went into ef fect. In that sense, it has a pos i tive spin to ward less

pro tec tion, and with some tan gi ble re sults. Bra zil ian trade with Ar gen -

tina has nearly dou bled since 1987, and this is not the ef fect of a small

base. It was one of the ma jor trade flows within Latin Amer ica, even be -

fore the agree ment.

The ba sic prob lem, though, is that Bra zil ian trade in gen eral has not

been, is not, and will not be, pri mar ily Latin Amer i can in its ori en ta tion.
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There are some good rea sons for this. The very struc ture of the trans por -

ta tion sys tems in South Amer ica has not been par tic u larly con du cive to

trade within the re gion; one just needs to look at the rail sys tem to see

this. In some cases, ship ping costs from some Bra zil ian ports to North

Amer ica are lower than to other places in Latin Amer ica.

Tra di tion ally, im port and ex port routes have gone in other di rec -

tions. Im port sub sti tu tion in dus tri al iza tion, not just in Brazil but in

other Latin Amer i can econ o mies, tended to make all of them less at trac -

tive mar kets to each other than would have been the case with more

open trade pol i cies. If you look at the struc ture of both its im ports and its 

ex ports for the past de cade and a half, you may note that Brazil has de -

pended to a large ex tent on the rest of Latin Amer ica, ex cept pos si bly

Mex ico, to gen er ate trade sur pluses that it has then spent for two pur -

poses: to meet in ter est pay ments, and to fi nance its pe tro leum im ports.

Thus, if you look at the struc ture of Bra zil ian trade and trade bal -

ances, you see trade sur pluses with most of the world ex cept some of the 

pe tro leum pro duc ing coun tries. This in tro duces an ad di tional com pli -

ca tion into ne go ti a tions with the rest of Latin Amer ica, which stems

from the fact that many coun tries ac cuse Brazil of hav ing to run a trade

sur plus with them in or der to make pay ments out side the re gion.

In mov ing from a fairly closed econ omy to a more open one, in a

more re gional sense at least, Brazil faces a ma jor prob lem. The ag gre -

gated size of MERCOSUR econ o mies is slightly less than the size of the

Ca na dian econ omy. This helps an swer the ques tion of whether Brazil

re ally can view MERCOSUR as an at trac tive op tion in re la tion to mem -

ber ship in a much larger club, ei ther a hemi spheric one or oth er wise a

to tally non-pref er en tial ar range ment.

The num bers speak for them selves. It is very dif fi cult to iden tify a

lot of prod ucts that Brazil could ob tain more cheaply from mem bers of

MERCOSUR than it could ob tain from out side. The other three mem -

bers are in a sim i lar di lemma. The one ex cep tion to this may be wheat.

Ar gen tine wheat is com pet i tive at most times with other sources, in -

clud ing Can ada. Re moval of all re stric tions would cer tainly be wel -

fare-in creas ing from a Bra zil ian point of view, and pre sum ably from a

pro ducer’s point of view in Ar gen tina as well, but the ba sic prob lem

here is scale. That raises the ques tion of “What now?” “Where should

Brazil turn next?”
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If we pre sume that NAFTA does go through, and coun tries such as

Chile ac cede to the agree ment, then Brazil faces the choice as to whether

it too wishes to join. The is sue will be di vi sive in Brazil. If you view

MERCOSUR as pri mar ily a po lit i cal agree ment (and there are good rea -

sons for this), then Brazil may feel that it may have much more dom i -

nance, in fact al most a con trol ling voice, in the smaller group. From the

point of view of eco nomic ef fi ciency I do not be lieve Brazil would do

much better in the larger group. But cer tainly it may feel that there are

threats to its sov er eignty that may be much less se vere in the smaller or -

ga ni za tion.

One op tion may be to al low Brazil to have the best of both worlds:

con tinue with MERCOSUR as far as it will go (and I think that the div i -

dends there are fi nite and cer tainly vis i bly lim ited) and join NAFTA if

they can get in. Most im por tant of all, Brazil is one of those coun tries that 

has a ma jor stake in an open world trad ing sys tem, in a non-pref er en tial

sense. And that is why it is dis ap point ing to see the ten dency to view

trade pol icy (as I think we now tend to do in the United States and in

Can ada) in terms of what sorts of clubs we can form. Get ting mul ti lat -

eral, non-pref er en tial trade back on track may pay very big ben e fits to a

num ber of coun tries, and Brazil is cer tainly among them

Any change in Bra zil ian pol icy, though, is go ing to face a num ber of

the same prob lems that Mex ico al ready faces. We are talk ing about a

ma jor shift in ways of do ing busi ness, the de gree to which gov ern ment

is pres ent in the econ omy, and in the whole style of ad min is tra tive pro -

tec tion. If you look over the whole post-World War II pe riod and con -

sider all the sorts and forms of gov ern ment pol icy and in ter ven tion that

one reads about in the text books, you can find ev ery sin gle one of them

in Brazil, and even a few that are not men tioned.

Brazil has had an ex traor di narily ac tiv ist trade pol icy for a long

time. This has raised tre men dous op por tu ni ties for rent-seek ing, and I

think one ques tion that we can not evade (and Bra zil ians to day do not) is 

the de gree to which cor rup tion is fa voured by the sort of in ter ven tion

and the de gree to which dis cre tion ary power within bu reau cracy opens

the pos si bil i ties for cor rup tion. There is an old Bra zil ian say ing: “For my 

friends, ev ery thing; for my en e mies, the law.”  I think that cap tures the

spirit of how peo ple in a bu reau cracy have viewed the law, when it of -

fers as many niches and op por tu ni ties as was the case in Brazil. 
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The thing that is wor ri some right now is not the ex is tence of cor rup -

tion, which will not be ab sent any where, but the de gree of law less ness.

The fall of the Colar gov ern ment has brought this very much to the fore.

Cor rup tion ex isted on a scale that was un imag ined even sev eral years

be fore. This is pos si bly go ing to be used by op po nents of Brazil’s en try

into a larger group, and I am not sure it should be. Cer tainly, freer trade

and pres sure on Brazil to have fewer op por tu ni ties for the kind of rent

seek ing that does lead to cor rup tion will be a much better so lu tion than

try ing to freeze Brazil out, al leg ing that we can not tol er ate this.

The is sue of cor rup tion has cer tainly not dis ap peared in Bra zil ian

pol i tics, and may add dif fi culty to Bra zil ian trade ne go ti a tions in the fu -

ture. In ad di tion, the en vi ron men tal is sue prom ises to be a ma jor ir ri tant 

in ne go ti a tions in the North/South sense, with height ened Bra zil ian

sen si tiv ity. In Brazil, they are watch ing the Mex i can ne go ti a tions quite

closely, and I think that the stri dency of en vi ron men tal groups in both

Can ada and the U.S. may ac tu ally com pli cate rather than ad vance

things. 
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Future Accession to
NAFTA: The Cases of Chile 
and the MERCOSUR

Malcolm D. Rowat1

Background

Chile has un der gone pro found po lit i cal, eco nomic, and so cial

change over the past two de cades. A broad se ries of re forms have

fun da men tally re de fined the role of the state, con sis tent with a pri vate

sec tor-led growth strat egy. Chile was one of the first de vel op ing coun -

tries to re duce pro tec tion sharply through a pre-an nounced five-year

pro gram be gin ning in 1974. Through 1978, more than 250 firms that had 

been seized by the Allende gov ern ment were re turned to their orig i nal

own ers, and an other 200 were sold. The bulk of the re main ing pub lic en -

ter prises were re struc tured along com mer cial lines, re duc ing gov ern -

ment sub si dies and en hanc ing fu ture pri vat iza tion pros pects. Dur ing

the 1979-1983 pe riod, the cen tral gov ern ment de cen tral ized to mu nic i -

pal i ties the fa cil i ties, per son nel, and ad min is tra tive re spon si bil i ties for
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de liv ery of ed u ca tion and health ser vices. Pri vate sec tor pro vi sion of so -

cial ser vices was also en cour aged, and most social security taxes were

turned over to newly established private pension funds.

In 1982-83, do mes tic pol i cies (the in con sis tency of fix ing the ex -

change rate in con junc tion with a wage in dex ation pol icy, lim ited cap i -

tal mar ket de vel op ment, and the lack of pru den tial reg u la tions in the

fi nan cial sec tor) com bined with ex ter nal shocks (the world wide debt

cri sis, a fall in the price of cop per, and the surge in oil prices) to gen er ate

a deep re ces sion. Af ter Chile’s ex ter nal in debt ed ness reached the equiv -

a lent of its GDP in late 1982, the gov ern ment moved to ad dress the most

press ing is sues, in par tic u lar the cri sis con front ing the fi nan cial and cor -

po rate sec tors. Mea sures in cluded the clo sure of some banks; the pur -

chase by the Cen tral Bank of the bank ing sys tem’s bad loan port fo lio,

sub ject to a sched uled re pur chase by the banks from fu ture prof its; and

re sched ul ing of the debts to vi a ble com pa nies and fi nan cial in sti tu tions

at con ces sion ary terms.

In 1985, the gov ern ment ac cel er ated the im ple men ta tion of its me -

dium-term struc tural ad just ment pro gram to in crease real eco nomic

growth, im prove sav ings and in vest ment per for mance, and fur ther

strengthen the fi nan cial sys tem. The gov ern ment pro moted a sta ble

macro-eco nomic pol icy en vi ron ment through con ser va tive fis cal and

mon e tary pol i cies, a rel a tively open econ omy, and strength ened ex ter -

nal debt man age ment. The suc cess of pri vat iza tion ef forts dur ing this

pe riod was helped by the deep en ing of cap i tal mar kets through the ex -

pan sion of pen sion funds and in sur ance com pa nies, and by the pro vi -

sion of in cen tives to work ers to par tic i pate in the ac qui si tion of firms.

Trade promotion

The centre piece of Chile’s eco nomic strat egy over the past two de cades

has been the pro mo tion of ex ports to the world at large with out tar get -

ing par tic u lar re gions (Figure 1).

This has been fa cil i tated by a “com pet i tive” ex change rate pol icy,

ag gres sive mar ket ing, and a vi brant pri vate sec tor fol low ing the early

pri vat iza tion, and has been ac com pa nied by a uni lat eral re duc tion in

tar iff pro tec tion to the point where, by June 1991, the tar iff level stood at

11 per cent, with vir tu ally no quan ti ta tive re stric tions. A sum mary of

Chile’s ex port/im port per for mance is given in Ta ble 1, with a de tailed

www.fraserinstitute.org

                                                          Fu ture Ac ces sion to NAFTA        197



break down of ex ports given in Ta ble 2. While cop per still ac counts for

the most im por tant share (38 per cent) of Chil ean ex ports, what is ap par -

ent, par tic u larly over the past five years, has been Chile’s suc cess in di -

ver si fy ing its ex port base to em pha size fruits and veg e ta bles, fish

(par tic u larly salmon), wines, and pulp and pa per. This has come at a
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Figure 1: 
Composition of Chilean Trade and Exports (1960-1992)

Com po si tion of Chil ean Trade, 1991

Im ports

%

Ex ports

%

Trade

%

United States 20.6 17.6 19.0

Japan 8.4 18.2 13.7

W. Europe 22.0 33.8 28.4

 .   of which EEC 18.3 31.8 25.6

Latin America 26.7 14.4 20.0

Other 22.3 16.0 18.9

Ex port Ship ment Ac cord ing to Coun try of Des ti na tion

as % of To tal Ex ports, 1960-1992

1960-69 1970-79 1980-89 1990-92 1992-

Nov

United States 29 11 21 17 16

Japan 9 14 11 17 17

Europe 52 48 38 35 31

Latin America 9 20 17 14 16

Other 1 8 13 16 18

Source: Cen tral Bank of Chile.



time when Chile en joyed has macro-eco nomic sta bil ity and ac cess to the 

in ter na tional cap i tal mar kets.

While Chile has en joyed con sid er able suc cess in its ex port

endeavours, in re cent years it has also kept a close eye on the evo lu tion

of re gional and bi lat eral ar range ments in Latin Amer ica. Chile had been 

a mem ber of the An dean Pact (Co lom bia, Ven e zuela, Peru, Ec ua dor,

and Bolivia) upon its for ma tion, but with drew in 1976 over a dis agree -

ment over eco nomic pol icy (role of the pri vate sec tor, in vest ment, and

trade lib er al iza tion) in ad di tion to ap proaches to re gional in dus tri al iza -

tion.
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Table 1: Chilean Trade Performance

Ex ports Im ports Trade

Bal ance

                 (Mil lions of US$) 

1980 4,705 5,469 (764)

1981 3,837 6,513 (2,676)

1982 3,706 3,643 63

1983 3,831 2,845 986

1984 3,651 3,288 363

1985 3,804 2,955 849

1986 4,199 3,099 1,100

1987 5,224 3,994 1,230

1988 7,052 4,833 2,219

1989 8,080 6,502 1,578

1990 8,310 7,037 1,273

1991 8,929 7,353 1,576

1992 9,967 9,168 799

           * Growth rates mea sured in 1977 pe sos
           Source: Cen tral Bank of Chile.
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Table 2: Exports
1986 1987 1988 1989 1990 1991 1992

(Nov.)

(Mil lions of US$)

TO TAL 4,191 5,224 7,052 8,080 8,310 8,925 9,171

1. Cop per 1,757 2,235 3,416 4,021 3,795 3,617 3,504

2. Other main
prod ucts 1,661 1,991 2,325 2,415 2,485 2,793 2,892

Iron 88 101 110 124 141 157 128

Ni trates and io -
dine 92 99 121 131 119 108 115

Me tal lic sil ver 68 80 83 90 86 59 86

Gold 64 69 97 76 84 55 59

Fresh fruit 479 531 586 544 704 949 901

Fish-meal 315 363 459 508 380 465 510

Cut wood 64 86 97 90 159 163 119

Logs and
sanded wood 55 91 136 123 92 79 76

Cel lu lose 82 102 101 83 98 102 101

White cel lu lose 111 163 208 238 217 204 386

Meth a nol 0 0 13 59 69 82 57

Lith ium 12 16 20 23 24 25 29

Ox ide and
ferro-
mo lyb de num 134 136 137 144 87 94 91

Cold meat 97 155 159 184 228 251 234

3. Other ex ports 773 999 1,310 1,644 2,030 2,515 2,775

Ex port Shares (%)

1986 1987 1988 1989 1990 1991 1992

1. Cop per 41.9 42.8 48.4 49.8 45.7 40.5 38.2

2. Other main
prod ucts 39.6 38.1 33.0 29.9 29.9 31.3 31.5

3. Other ex ports 18.4 19.1 18.6 20.3 24.4 28.2 30.3

Source: Cen tral Bank of Chile.



Since that time, Chile has en tered into “eco nomic comple-

mentation” agree ments with Uru guay (1985) and Ar gen tina (1991) in -

volv ing tar iff re duc tions and the elim i na tion of Non-tar iff bar ri ers

(NTBs) on se lected prod ucts. How ever, Chile has un til now cho sen not

to be come part of the Mercado del Cono Sur (MERCOSUR) on the

grounds of the his tory of macro-eco nomic in sta bil ity with re spect to

some of the pres ent mem bers. Chile did, how ever, en ter into an FTA

with Mex ico in Sep tem ber 1991 with the ob jec tive of elim i nat ing most

tar iff and quan ti ta tive re stric tions by the end of 1995 (some prod ucts

would be put on a slower track and some ex cluded al to gether). Safe -

guard pro vi sions are in cluded as are rules of or i gin, as well as some lib -

er al iza tion with re spect to ser vices. It is worth not ing that Chil ean

ex ports to Mex ico grew from U.S. $19.1 mil lion to U.S. $46.9 mil lion (a

144 per cent in crease) within nine months of sub scrib ing to the FTA

(mainly fresh fruits).

De spite Chile’s di ver si fied ex port struc ture and over all com pet i -

tive ness, its trade strat egy ap pears to be partly based on the need not to

be “left out” of im por tant re gional ar range ments that may prove costly

in Chile’s ab sence from the per spec tive of trade di ver sion, par tic u larly

where NTBs have be come in creas ingly im por tant. How ever, in the case

of NAFTA, even though Chile’s ex ports to the U.S. over lap to a con sid -

er able ex tent with those of Can ada (e.g., cop per, pa per prod ucts), these

prod ucts are al ready sub ject to low tar iffs (fish prod ucts are the ma jor

ex cep tion). Nev er the less, vir tu ally all coun tries, in clud ing the U.S., Ja -

pan, and the EC, em ploy tar iff es ca la tion tech niques whereby tar iffs are

kept low on raw ma te ri als and raised on re lated pro cessed goods (e.g.,

fresh fruit ver sus pro cessed fruit). 

Be fore the elec tion of a dem o cratic gov ern ment in 1989, Chile had

also en coun tered trade dif fi cul ties with the U.S. over such things as

worker rights vi o la tions, which forced Chile out of the GSP tem po rarily. 

In ad di tion, a U.S. em bargo on Chil ean fruit was launched over the

“poi soned grapes” case, which, in hind sight, is gen er ally ac cepted as a

case of eco nomic sab o tage. More over, the U.S. ap plies sea sonal tar iffs

dur ing its own grow ing sea son on Chil ean fruit, which can be seen as a

form of pro tec tion. Fi nally, there is al ways the threat of anti-dump ing

pro ceed ings, though this has oc curred in only one case to date for Chile.

These kinds of is sues could prob a bly be re solved more readily in the

con text of an FTA with an ef fec tive dis pute res o lu tion sys tem, though
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the ex pe ri ence with the Can ada-U.S. Free Trade Agree ment (CAFTA)

sug gests that this may not nec es sar ily be the case.

To re solve some of those dif fi cul ties, and in keep ing with for mer

Pres i dent Bush’s En ter prise for the Amer i cas Ini tia tives (EAI), a

U.S.-Chil ean frame work agree ment was signed in June 1991, and for -

mer Pres i dent Bush sub se quently an nounced his in ten tion to seek an

FTA with Chile once NAFTA was com pleted. Pres i dent Clinton ap -

pears to fa vour this view as well. While ac ces sion to NAFTA is a pos si -

bil ity, it ap pears more likely that a U.S.-Chile FTA would be the next

step.

Tak ing NAFTA as a guide post, a U.S.-Chile FTA would likely in -

clude, in ad di tion to tar iff re duc tion (mi nor) and re moval of NTBs (po -

ten tially more im por tant), agree ments on ser vices, in tel lec tual prop erty 

(though Chile re cently amended its law to in clude phar ma ceu ti cal pro -

tec tion, the law still pro vides for com pul sory licen ces, no “pipe line”

pro tec tion, no cov er age of bio tech nol ogy, and a pat ent du ra tion of only

15 years), dis pute set tle ment, la bour, and the en vi ron ment.

In the lat ter case, given Chile’s poor re cord in en vi ron men tal pro -

tec tion un til re cently (ma jor pol lu tion prob lems ex ist in the min ing in -

dus try, pulp and pa per, and fish-meal, in ad di tion to se vere wa ter and

air pol lu tion, par tic u larly in San ti ago), en vi ron men tal is sues could be -

come a ma jor el e ment in a U.S. FTA. In look ing at such en vi ron men tal

is sues, dis tinc tions should be made be tween con flicts in reg u la tory/en -

force ment stan dards among coun tries on the one hand, and the in di rect

ef fects on trade of us ing en vi ron men tally un sound pro cesses to pro -

duce a prod uct (per haps at lower cost) and/or the trad ing of haz ard ous

prod ucts. These is sues will now be the sub ject of po ten tial side agree -

ments un der NAFTA, which should pro vide the model for how these is -

sues will be ad dressed for sub se quent ac ces sions. A key point will be

how en vi ron men tal im prove ments will be funded. The World Bank re -

cently granted a loan to Chile to pro vide fi nanc ing for the es tab lish ment

of an en vi ron men tal in sti tu tional frame work to ad dress many of these

issues. 
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Var i ous Chil ean stud ies
2
 have es ti mated the trade im pact of a

U.S.-Chile FTA as in volv ing an in crease of 4.5 per cent in ex ports and a

mar ginal in crease to the rest of the world (or an over all in crease of $115

mil lion per an num at 1991 prices) but within these to tals, large in creases 

would be re corded by in dus trial and ag ri cul tural ex ports (8.5 per cent

and 7 per cent re spec tively).

How ever, equally im por tant is ex pected to be the im pact on for eign

in vest ment (both vol ume and higher rates of re turn) as a re sult of hav -

ing Chile locked into bind ing com mit ments across an ar ray of eco -

nomic/le gal/reg u la tory prin ci ples. These in clude pro tec tion of

prop erty rights, reg u la tory ground rules for util i ties, com pe ti tion pol -

icy, and cap i tal re pa tri a tion, among oth ers, which in ef fect le gally com -

mit sub se quent gov ern ments and sub stan tially re duce the risk to

in ves tors. For eign di rect in vest ment (FDI) in Chile has al ready grown

from U.S. $109 mil lion in 1988 to U.S. $540 mil lion in 1992.

Other FTA ben e fits would in clude fur ther in sti tu tional up grad ing,

leg is la tive re form, and par tic u larly ju di cial re form. The lat ter in volves

better en force ment of laws through stron ger court ad min is tra tion,

better le gal/ju di cial train ing, stream lin ing of pro ce dural codes, use of

al ter na tive dis pute res o lu tion (ADR), and better in for ma tion sys tems

and in fra struc ture that would have un quan ti fi able but im por tant ef -

fects.

From Chile’s per spec tive, the ad van tages of bi lat eral FTAs are

partly a func tion of the stale mated Uru guay Round (thereby pre vent ing 

mul ti lat eral cuts in most fa voured na tion (MFN) rates in ad di tion to re -

forms in nu mer ous non-tar iff ar eas), the pos si bil ity of trade di ver sion

with the for mu la tion of trade blocs, and Chile’s need not to be left out,

par tic u larly if it hopes to in crease the value added of its ex ports in the

face of a pat tern of tar iff es ca la tion on many of its pri mary ex ports. An

FTA with the U.S. looks like the log i cal place to be gin.
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MERCOSUR

Latin Amer ica has wit nessed many at tempts at re gional in te gra tion,

with mixed re sults. In re cent years, such ini tia tives or res ur rec tions of

old ar range ments (e.g. the An dean Pact) have be come more pro -

nounced. The most re cent of these (aside from NAFTA it self) concerns

MERCOSUR.

The gen e sis of MERCOSUR lay in ear lier agree ments be tween

Brazil and Ar gen tina, in clud ing a 1986 Pro gram of Eco nomic Co op er a -

tion and In te gra tion de signed to re duce bi lat eral trade im bal ances,

through man aged trade pro pos als that were cod i fied un der 17 pro to -

cols. Ac tu ally, most of the re sult ing ex pan sion in intra-re gional trade in -

volved trade di ver sion from third coun tries. This dis ap point ing

per for mance was al tered fol low ing a fur ther bi lat eral treaty be tween

Brazil and Ar gen tina in 1988 that had more am bi tious, across-the-board 

trade ob jec tives that cul mi nated in the Bue nos Ai res Char ter in 1990,

signed by the then new ad min is tra tions of these two coun tries. In March 

1991, Par a guay and Uru guay joined Ar gen tina and Brazil in es tab lish -

ing the MERCOSUR, for mal ized by the Treaty of Asuncion, which be -

came ef fec tive on No vem ber 29, 1991.

The ob jec tives of the MERCOSUR in clude: (a) the free move ment of

goods, ser vices, and fac tors of pro duc tion by Jan u ary 1, 1995;
3
 (b) the es -

tab lish ment of a com mon ex ter nal tar iff (CET) which was re cently an -

nounced to be at most 20 per cent; (c) the co-or di na tion of

macro-eco nomic and sec toral pol i cies; (d) har mo ni za tion of leg is la tion;

(e) rec i proc ity of rights and ob li ga tions among states par ties.

Pro vi sion is made for ad di tional mem ber ship from the Latin Amer -

ica In te gra tion As so ci a tion (LAIA) coun tries be gin ning five years af ter

the treaty’s en try into force (No vem ber 1996), though ex cep tions are
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be removed at a rate of 20 percent per year beginning December 31, 1994,
except for Paraguay and Uruguay, which have until the end of the
following year.



made for LAIA coun tries that are not mem bers of a sub-re gional or ex -

tra-re gional as so ci a tion (e.g. Chile).

In sti tu tion ally, the treaty pro vides for a coun cil to han dle the po lit i -

cal as pects of in te gra tion and a com mon mar ket group that acts as the

ex ec u tive body (with a sec re tar iat in Mon te vi deo), but the in ten tion is to 

keep the ad min is tra tive struc ture mod est.

The like li hood of the MERCOSUR achiev ing its ob jec tives will be

in flu enced by a num ber of fac tors. To be gin with, there is a wide vari a -

tion in the de gree and ap proach to trade lib er al iza tion with Ar gen tina
4

and Par a guay, the most ad vanced ex em pli fied by the fact that both Ar -

gen tina and Par a guay have av er age tar iff lev els (10 per cent and 16 per -

cent re spec tively) well be low the max i mum CET of 20 per cent, with a

few sec tors at 35 per cent, which sug gests the pos si bil ity of trade di ver -

sion. Though Brazil’s av er age tar iff level is also be low 20 per cent, it does 

im pose tar iffs at con sid er ably higher lev els on com mon MERCOSUR

prod ucts such as toys (40 per cent).

Sec ond, there has been a widely var ied ex pe ri ence with macro sta -

bi li za tion pro grams. Ar gen tina has suc ceeded over the past two years

in con trol ling in fla tion, main tain ing a fixed ex change rate, and run ning

an op er a tional fis cal sur plus at the fed eral level. Brazil, in con trast, has

con tin ued to en dure sub stan tial macro-eco nomic in sta bil ity that se ri -

ously jeop ar dizes the pros pect for the cre ation of a com mon mar ket,

par tic u larly where har mo ni za tion of pol i cies would also be re quired. In

ad di tion, there is a wide vari a tion in mar ket size among the four coun -

tries, which may hin der the like li hood of con sen sus on tar iff and over all

pol icy re form. A fallback pos si bil ity might be a MERCOSUR-FTA,

given the above con straints in clud ing a per cep tion that these coun tries

may not be will ing to give up suf fi cient sov er eignty to form a com mon

mar ket.
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measure to offset the effects of a surge in Brazilian imports in 1992, which
led to a substantial trade deficit; this has raised concern among
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backwards from integration objectives.



How ever, as sum ing that MERCOSUR be comes a re al ity by Jan u ary 

1, 1995, as least as an FTA, it is worth ex am in ing the im pli ca tions of a

U.S.-MERCOSUR-FTA on both par ties, as well as for the rest of the re -

gion. The U.S. also signed a frame work agree ment with the

MERCOSUR un der the EAI in 1991. Ta ble 3 pro vides a sum mary of 1990 

MERCOSUR ex ports by re gion (in clud ing from each mem ber coun try),

which shows that ex ports to the U.S. ($9.4 bil lion or 20 per cent of to tal

MERCOSUR ex ports) are more than twice that of intra-MERCOSUR ex -

ports ($4 bil lion). What is also clear is that the great bulk of MERCOSUR

ex ports to the U.S. are from Brazil ($7.5 bil lion or 80 per cent) while Par a -

guay and Uru guay showed neg li gi ble re sults. How ever, un like Chile’s,

MERCOSUR ex ports to the U.S. are dis tin guished by the fact that for all

four coun tries, over 50 per cent of their to tal ex ports to the U.S. rep re sent

man u fac tured goods and also that 39 per cent of the MERCOSUR’s ex -

ports are to the U.S., Mex ico and Can ada. Ta ble 4 pro vides a break down

by prod uct of ex ports to the U.S., and a sum mary of con di tions of ac cess.

How ever, both Brazil and, to a lesser ex tent, Ar gen tina, have been

the sub ject of “un fair trade” re tal i a tion mea sures by the U.S. un der

“Super 301” (re stric tive im port prac tices) or “Spe cial 301” (in ad e quate

pro tec tion of in tel lec tual prop erty rights).
5
 While both coun tries have

lib er al ized their im port re stric tions in re cent years, both coun tries face

NTBs in the U.S. on their ex ports, amount ing to close to 30 per cent of

their to tal ex ports to the U.S. Of par tic u lar con cern were anti-dump ing

and coun ter vail ing duty cases, and vol un tary ex port re straints (par tic u -

larly steel).

Re cent es ti mates
6
 sug gest that (aside from Mex ico) Brazil would be

the prime ben e fi ciary of ei ther a multi-coun try or sin gle ex clu sive FTA

with the U.S., with in cre men tal ex ports rang ing from U.S. $760 mil lion

to U.S. $947 mil lion per an num. Ar gen tina, which has much more to
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5 Brazil is the only Latin American country ever to incur actual penalties for
inadequate intellectual property protection (due to lack of pharmaceutical
patent protection).

6 R. Erzan and A. Yeats, “U.S.-Latin American Free Trade Areas: Some
Empirical Evidence,” The Premise and the Promise, Saborio (1992), pp.
139-141.
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Table 4: U.S. Imports from MERCOSUR and Conditions
of Access to U.S. Market 1989 (%)

Argen-

tina     

Brazil Para-

guay

Uru-   

guay*

World

U.S. Im port Struc ture

Foods and feeds 31.9 19.4 21.9 14.4 5.7

Ag ri cul tural ma te ri als 1.0 3.3 2.3 5.4 2.2

Coal and pe tro leum 13.2 8.5 0.0 0.0 11.4

Ores and met als 4.2 6.0 0.0 4.6 3.4

Man u fac tures 49.1 61.7 75.0 70.8 74.5

Non-clas si fied 0.6 1.1 0.8 4.8 2.8

TO TAL 100.0 100.0 100.0 100.0 100.0

Con di tions of Ac cess to U.S. Mar ket

MFN duty-free im -
ports

18.0 25.0 33.0 18.0 —

GSP duty-free im ports 26.9 15.8 22.7 31.8 —

Tar iff-pay ing im ports 55.1 59.2 44.3 50.2 —

TO TAL 100.0 100.0 100.0 100.0 100.0

Weighted Tar iff Rates

Foods and feeds 4.1 11.1 3.3 0.8 3.0

Ag ri cul tural ma te ri als 1.2 0.0 0.0 2.8 0.7

Coal and pe tro leum 0.4 0.6 0.0 0.0 0.6

Ores and met als 0.0 0.3 0.0 0.0 0.6

Man u fac tures 3.3 4.7 4.5 11.3 4.5

All goods 2.9 5.8 3.3 2.5 3.6

Im ports with trade of
at least $50,000 pay ing
tar iffs equal to or
higher than 5%** 22.5 27.9 27.29 43.1 —

Non-tar iff
Bar rier Cov er age Ra tio 28.6 26.1 14.0 6.8 —

*Be cause ex ports of non-mon e tary gold con tracted mark edly be tween 1986 and
1989, com par i son of trade (1989) and tar iff data (1986) for Uru guay is mis lead ing.
**  1986 trade weights

Sources: Based on Com mod ity Trade Sta tis tics 1989 (New York: United Na tions,
1991); In ter na tional Trade Di vi sion, World Bank; and Boletin Com mer cial (Wash -
ing ton, D.C.: OAS-CECON, 1990).



gain un der lib er al ized ag ri cul tural trade, par tic u larly by in creas ing ex -

ports to the EC from a suc cess ful Uru guay Round, none the less could

still in crease ex ports by roughly U.S. $60 mil lion per an num. More over,

Ar gen tina could be a sig nif i cant ben e fi ciary if Brazil reached agree ment 

with the U.S. on an FTA af ter a MERCOSUR-FTA was al ready in place,

since an ex pan sion of U.S.-Brazil trade could lead to in creased Ar gen -

tine ex ports to Brazil. Uru guay and Par a guay would be mar ginal trade

ben e fi cia ries of U.S.-FTAs, though pref er en tial ar range ments for Uru -

guayan ex ports of tex tiles and ap parel could be sig nif i cant.

Thus, it would ap pear that Brazil would have the most to gain in

Latin Amer ica in purely trade terms from fur ther U.S.-FTAs. This could, 

how ever, have ma jor im pli ca tions on other Latin Amer i can coun tries. A 

U.S.-Brazil FTA would prob a bly re sult in sub stan tial dis place ment of

Latin Amer i can ex ports to Brazil by those from the U.S., since most

Latin Amer i can coun tries com pete with the U.S. in re gional mar kets

over a wide range of prod ucts. Nev er the less, given Brazil’s se vere

macro-eco nomic prob lems, and its slow ness in re form ing other pol icy

ar eas, this is not a likely pros pect in the near fu ture. The case for in di vid -

ual U.S. FTAs with one or more of the other three MERCOSUR coun tries 

would be more likely, but not in the im me di ate fu ture.

Summary and conclusions

NAFTA rep re sents a sig nif i cant change in West ern Hemi sphere trade

ar range ments. It rep re sents an agree ment be tween de vel oped and de -

vel op ing coun tries to re duce not only tar iffs and other im por tant re -

stric tions, but also to seek to re duce bar ri ers in ar eas still un der

ne go ti a tion in the Uru guay Round. These in clude fi nan cial ser vices, in -

tel lec tual prop erty, tex tiles and ag ri cul ture and strong dispute

resolution systems.

Chile and Mex ico are the two coun tries in Latin Amer ica that have

made the great est ad vances in macro-eco nomic ad just ment, trade lib er -

al iza tion, pri vat iza tion, and de cen tral iza tion. Chile has launched a very 

suc cess ful and di ver si fied (by re gion and prod uct) ex port strat egy.

While it con tin ues to face some NTBs in the U.S. mar ket, its ex port per -

for mance runs the risk of be ing ad versely af fected if it is left out of

NAFTA or a U.S. FTA in the fu ture, by vir tue of some com pe ti tion from

Mex ico and Can ada in the U.S. mar ket. More over, a FTA would bring
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added ben e fits in the form of in creased in vest ment, in sti tu tional up -

grad ing, and the lock ing in of trade and pol icy reg u la tory re form that

should pro vide ad di tional in cen tives to po ten tial in ves tors.

MERCOSUR, on the other hand, ap pears to be a more chal leng ing

near-term pos si bil ity, at least in the form of a com mon mar ket, par tic u -

larly due to prob lems fac ing Brazil. An al ter na tive may be for one or

more of the re main ing three coun tries in the group to seek en trance to

NAFTA or to reach an FTA with the U.S. in the me dium term. It ap pears

un likely that Chile would seek an agree ment with MERCOSUR, but

rather will most likely give top pri or ity to a U.S. FTA or en trance into

NAFTA.
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NAFTA:
Perestroika and Glasnost

in Mexico

George W. Grayson

Introduction

LEE KUAN YEW, THE EX-PRES I DENT of Sin ga pore, has ar gued that eco -

nomic de vel op ment leads in ex o ra bly to po lit i cal open ing. Once a

coun try reaches a cer tain level of in dus trial prog ress, he con tends,

“you’ve got an ed u cated work-force, an ur ban pop u la tion, you have

man ag ers and en gi neers. Then you must have par tic i pa tion be cause

these are ed u cated, ra tio nal peo ple. If you carry on with an au thor i tar -

ian sys tem, you will run into all kinds of log jams. You must de vise some

rep re sen ta tive sys tem.”1 This study ex am ines the likely im pact of the

pro posed North Amer i can Free Trade Agree ment (NAFTA) on

Mexico’s authoritarian political system.

www.fraserinstitute.org

1 The Economist, June 29, 1991, pp. 16-17.



Mexico and the Soviet Union:
contrasting styles2

The lead ers of Mex ico and the So viet Un ion, like the Shah of Iran a de -

cade be fore, faced an ex traor di nary chal lenge in the mid-1980’s—

namely, how to ac com plish sweep ing eco nomic re forms with out un -

leash ing pow er ful po lit i cal forces that could threaten the sta bil ity and

in teg rity of their regimes.

Upon tak ing of fice in 1985, Mikhail Gorbachev plunged ahead with

po lit i cal re forms termed glas nost in hopes of achiev ing peres troika, the

lib er al iza tion of a closed, in ef fi cient com mand econ omy. As de sir able

as both changes were, they gave rise to un con trol la ble forces that

sparked ubiq ui tous dis sent, chilled pro duc tion, prompted an abor tive

coup d’état, scared off many out side in ves tors, made the United States

wary of fur nish ing huge amounts of for eign aid, and has tened the dis in -

te gra tion of the So viet Un ion into the Com mon wealth of In de pend ent

States.

In con trast, Carlos Sa linas de Gortari, pres i dent of Mex ico since

1988, and his pre de ces sor, Miguel de la Ma drid Hurtado (1982-1988)

had the good sense to set pri or i ties. They re al ized the im per a tive of

achiev ing sus tained eco nomic growth be fore cre at ing new chan nels

(and wid en ing oth ers) for re leas ing the pent-up de sires of peas ants,

blue-col lar work ers, shanty town dwell ers, small busi ness men, women,

dis en chanted el e ments of the mid dle class, and other seg ments of an

ever more cyn i cal pop u la tion.

At first blush, the U.S.S.R. and Mex ico ap pear so dif fer ent as to

make com par i sons be tween the two na tions seem lu di crous. To be gin

with, the So viet Un ion, with 289 mil lion peo ple be fore its dis in te gra tion, 

had three and a half times the pop u la tion of Mex ico (88 mil lion). Be -

sides, its land mass was more than 11 times greater than Mex ico’s.

As in the So viet Un ion, a sin gle party, now called the In sti tu tional

Rev o lu tion ary Party (PRI), has dom i nated Mex ico’s po lit i cal sys tem for

more than a half-cen tury. Still, Mex ico’s gov ern ment, in part be cause of
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2 This section draws heavily on the “Introduction” to George W. Grayson,
The Church in Contemporary Mexico (Washington, D.C.: Center for Strategic
and International Studies, 1992), pp. x-xii.



its con ti gu ity to the United States, is in fi nitely more open and plu ral is tic

than the Rus, Mon gol, czar ist, and Com mu nist re gimes that dom i nated

Rus sia or the U.S.S.R. for 1,000 years be fore Gorbachev as sumed power.

His tor i cally, the So vi ets sought to ex pand their bor ders, while Mex i -

cans—trau ma tized by the loss of half their ter ri tory in the Mex i -

can-Amer i can War—have con cen trated on na tional in te gra tion and

de vel op ment.

These and other dif fer ences aside, strik ing sim i lar i ties have char ac -

ter ized the two coun tries. They in clude bloody rev o lu tions com pleted

early in the cen tury and the per sis tent trum pet ing of the rev o lu tion ary

mys tique; large peas ant pop u la tions be set by pov erty and de spair; per -

va sive state in tru sion into eco nomic af fairs; sprawl ing, in ef fi cient bu -

reau cra cies whose elites lived syb a ritic life styles; and wide spread

cor rup tion.

Sa linas un der stood that he, like Gorbachev, had to con front enor -

mously po tent vested in ter ests that ben e fit ted from a hugely stat ist

econ omy largely cocooned from ex ter nal com pe ti tion by tar iffs and im -

port per mits. Thus, he moved rap idly to tum ble pro tec tion ist bar ri ers,

pri vat ize state firms, and de throne so-called un touch able la bour bar -

ons. He also en hanced tax col lec tions, en cour aged pri vate in dus try, and 

launched ne go ti a tions for a free-trade ac cord with the United States and 

Can ada. His re forms bear the so bri quet “Salinastroika”—a ne ol o gism

based on the peres troika ad vo cated by Gorbachev.

Rather than pur sue two sets of am bi tious re forms si mul ta neously,

how ever, Sa linas has em pha sized rapid eco nomic mod ern iza tion com -

ple mented by care fully mod u lated, in cre men tal po lit i cal change. The

centre piece of the youth ful pres i dent’s pro gram was a con ti nent-wide

trade pact. In his view, NAFTA would stim u late in vest ment, at tract

state-of-the-art tech nol ogy, pro mote ex ports, open the door to for eign

loans, boost la bour pro duc tiv ity and ac ti vate a do mes tic busi ness com -

mu nity that has never been mis taken for Schumpeterian en tre pre neurs.

Al though not a pan a cea, the tri lat eral agree ment would spur sus tained

eco nomic growth and help cat a pult Mex ico from the Third to the First

World.
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Sa linas made clear that wide spread po lit i cal changes would ac com -

pany Mex ico’s eco nomic démarche. In his No vem ber 1, 1992 State of the

Na tion ad dress, he said:

We are pro mot ing con sen sus among po lit i cal par ties for the im -
prove ment of the coun try’s elec toral in stru ments. New in sti tu -
tional chan nels and sus tained ef forts at di a logue, proved by our
ac tions, al low us to make head way in set tling dif fer ences. Con -
sti tu tional amend ments and new laws are open ing up ad di -
tional chan nels for the pro tec tion of hu man rights and the
ex er cise of ex panded free doms . . . The pro cesses of de cen tral -
iza tion have been strength ened, thereby strength en ing the
States of the Re pub lic through ac tions and de ci sions designed to 
improve the well-being of our coun try men.

The impact of economic
liberalization on politics

Will NAFTA-im pelled peres troika pro mote glas nost? As tute, vet eran

ob serv ers of Mex i can pol i tics ar gue that eco nomic lib er al iza tion will ex -

pand the lim ited po lit i cal open ing ac com plished by Sa linas. They ad -

vance sev eral rea sons to sup port this con clu sion.3 First, eco nomic

prog ress en larges the size of the mid dle class, which, in turn, serves as a

pow er ful ad vo cate for “po lit i cal so phis ti ca tion and dem o cratic

choice.”4 Sec ond, ex pe ri ence in mak ing de ci sions in the eco nomic

sphere gen er ates “de mands for greater choice in the po lit i cal mar ket -

place.”5 Third, mul ti ple free-trade-in spired con tacts with its dem o cratic 

trad ing part ners will di min ish au thor i tar i an ism in Mex ico just as Spain

and Por tu gal’s par tic i pa tion in the Eco nomic Com mu nity fos tered de -
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moc racy in those once-au thor i tar ian Ibe rian states. Fourth, mar ket-fo -

cused pol i cies go hand-in-hand with de cen tral iza tion, which

“in ev i ta bly di min ishes the abil ity of the state to ma nip u late eco nomic

re sources as a tool of po lit i cal con trol.”6 Fifth, NAFTA will un der mine

the power of la bour and peas ant chief tains, den i zens of the corporatist

PRI’s “di no saur” wing, who view de moc racy as the po lit i cal equiv a lent

of fin ger nails claw ing a black board. Fi del Velázquez, the no na ge nar ian

leader of the five-mil lion-mem ber Mex i can Work ers Con fed er a tion

(CTM), and other trade un ion stal warts will suf fer as the gov ern ment

en cour ages new la bour or ga ni za tions will ing to in clude pro duc tiv ity

and qual ity goals in their col lec tive con tracts.7 Campesino lead ers will

lose out as a re form of the ejido or com mu nal farm di min ishes the de -

pend ence of peas ants on a gov ern ment that long sup plied in puts,

credit, and ser vices for lock-step vot ing. Fi nally, lib er al iza tion di min -

ishes op por tu ni ties for un der-the-ta ble pay-offs or mordidas, as market

mechanisms replace discretion exercised by sticky-fingered

bureaucrats.

The last fac tor is ev i dent in the cus toms sec tion of Mex ico City’s

Benito Juárez In ter na tional Air port. Be fore Sa linas came to power, cus -

toms in spec tors and their su per vi sors de cided whose lug gage they

would scru ti nize. Some af flu ent tour ists and busi ness trav el ers found it

eas ier to “tip” in spec tors a few dol lars than suf fer a lengthy, me tic u lous

search of their be long ings.

Democracy and the 1992
state elections

The 1992 elec tions pro vided an op por tu nity to de ter mine the im pact of

eco nomic changes on Mex ico’s po lit i cal sys tem. Vot ers in 14 Mex i can

states went to the polls dur ing 1992, with 13 of the con tests sched uled
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for the last half of the year. They cast bal lots for gov er nors (11 states),

may ors (11 states), and state leg is la tors (14 states).

The con tests were ex tremely im por tant to the rul ing PRI for sev eral

rea sons. First, like the na tion wide con gres sio nal elec tions held in Au -

gust 1991 in which the gov ern ing party ran strongly, they pro vided a

ref er en dum on the Sa linas re gime.

Sec ond, sev eral states at tracted in tense scru tiny be cause of past

charges of cor rup tion. For ex am ple, the name of Chi hua hua—where a

gov er nor, 67 may ors, and 28 state leg is la tors were cho sen on July

12—had be come syn on y mous with elec toral fraud six years be fore. Af -

ter the cen tre-right Na tional Ac tion Party (PAN) pre vailed in mu nic i pal 

con tests in towns con tain ing 75 per cent of the state’s pop u la tion in 1983, 

the PRI vowed to use what ever means nec es sary to re tain the gov er nor -

ship in 1986. To this end, the rul ing party al leg edly ma nip u lated elec -

toral rolls, voted the dead (i.e., used the names of dead peo ple on

bal lots), stuffed bal lot boxes, en cour aged mul ti ple vot ing by fly ing

squads known as “avi a tors,” di verted pub lic funds into cam paign cof -

fers, man aged lo cal news re ports, and fid dled the re sults. Thus, its nom -

i nee, Fernando Baeza Meléndez, took of fice in the face of op po si tion

party dem on stra tions, blis ter ing crit i cism from the lo cal arch bishop,

and acutely neg a tive me dia cov er age. The PAN can di date whom Baeza

“de feated” ran again last year. The gov ern ment seemed ea ger to erase

the im age of Chi hua hua as an Augean sta ble of elec toral ve nal ity. Sim i -

larly, the PRI faced stiff com pe ti tion in Michoacán, the home state of

Cuauhtémoc Cárdenas Solarzano, the ma jor chal lenger to Sa linas in the

1988 pres i den tial race and head of the cen tre-left Party of the Dem o -

cratic Rev o lu tion (PRD). Cárdenas in sisted that the PRD lost ground to

the PRI in the 1991 fed eral leg is la tive elec tions be cause of cor rupt prac -

tices.

Third, the gov ern ment feared that vi o lence in the 1992 elec tions

might staunch the flow of loan and in vest ment mon ies that have poured 

into Mex ico in re cent years.

Fi nally, the 1992 state and lo cal elec tions co in cided with the un veil -

ing of NAFTA. Cred i ble charges of PRI-spon sored fraud in these con -

tests would cost the Bush and Sa linas ad min is tra tions votes in the U.S.

Con gress, where the pact had to at tain ma jor ity sup port in both houses

to be im ple mented. Sa linas, in par tic u lar, could not risk the em bar rass -

ment at home and abroad that arises from elec tions crudely rigged by
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tra di tional po lit i cos who, once in of fice, pil fer their states’ trea sur ies.

Such be hav iour sparks con dem na tion from in creas ingly vo cal op po si -

tion par ties, as well as from for eign hu man rights ad vo cates, pub lic of fi -

cials, and jour nal ists, who paid lit tle at ten tion to Mex ico be fore the

1980s.

The 1992 elec tions gave com fort to pro po nents of the the sis that eco -

nomic changes rip ple into the po lit i cal sys tem. Re forms were par tic u -

larly no ta ble in can di date qual ity and in the ac cu racy of of fi cial vote

counts.

Com pared to past ad min is tra tions, PRI’s gu ber na to rial nom i nees

in 1992 were youn ger, better ed u cated, more ar tic u late, more closely

linked to the state where they sought of fice, and pos sessed better ne go -

ti at ing skills. More at trac tive can di dates, it was hoped, would tri umph

with out re sort ing to the po lit i cal “al chemy” long used to con vert de -

feats at the bal lot box into vic to ries. Ei ther dur ing the cam paign or once

in au gu rated, such can di dates were per ceived as more likely to ne go ti -

ate ef fec tively with op po si tion par ties, the church, busi ness men, and

other in ter est groups. This skill seemed even more im por tant than the

abil ity to pre serve intra-PRI har mony.
8

Sa linas and his en tou rage also re cruited men who could deal with

rap idly chang ing con di tions in their states. In par tic u lar, they prized

man age ment skills. Over all pol icy ob jec tives are still set in Mex ico City,

but the states must ad min is ter ever larger bud gets for health, ed u ca tion, 

trans por ta tion, en vi ron men tal pro tec tion, and other ser vices. In deed,

greater de ci sion-mak ing has de volved to the states in at least two key ar -

eas: ed u ca tion and en vi ron men tal pro tec tion. And with both the in flux

of for eign cap i tal and the in cen tives for pri vate firms to lo cate out side

Mex ico City, Guadalajara, and Monterrey, it is in creas ingly im por tant

that gov er nors work ef fec tively with the do mes tic and for eign en tre pre -

neurs. This group is anath ema to many old-guard priistas.
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The evo lu tion in the at trib utes deemed ap pro pri ate for a suc cess ful

gov er nor weighed heavily on can di date re cruit ment. The Sa linas team

chose no army of fi cers. Four fac tors ex plain their omis sion: the lack of

suit able can di dates; the poor per for mance of gen er als-turned-gov er -

nors in Chiapas (Absalón Castellanos Dominguez) and Yucatán

(Graciliano Alpuche Pinzón) dur ing the de la Ma drid ad min is tra tion;

the armed forces’ heavy in volve ment in nar cot ics traf fick ing; and a de -

sire to avoid the ste reo type of Latin Amer i can mil i tary of fi cers in key

po lit i cal roles. The fa ther of the nom i nee from Sinaloa (Renato Vega

Alvarado) was a gen eral, thereby pre serv ing the PRI-mil i tary link. The

PRI named only one di no saur, Maximiliano Silerio Esparzo (Durango);

he also hap pened to be the only rep re sen ta tive of the party’s peas ant

sec tor. The party nom i nated just two men as so ci ated with the CTM, nei -

ther of whom was a blue-col lar worker: Sen. Enrique Burgos García

(Querétaro), who served as a le gal ad viser to the fed er a tion but could

not be con sid ered a “la bour” can di date; and Arturo Romo Gutiérrez

(Zacatecas), a law yer who has held sev eral CTM posts, in clud ing sec re -

tary of ed u ca tion and so cial com mu ni ca tion.

Apace with the de cline in the num ber of re cruits from tra di tional

back grounds was an in crease in gu ber na to rial stan dard-bear ers with

ex pe ri ence in pro fes sions (ac coun tant José de Jesús Macías Delgado in

Chi hua hua, pub lic re la tions spe cial ist Otto Granados Roldán in

Aguascalientes, and me dia ex pert José An to nio Alvarez Lima in

Tlaxcala); in busi ness (Edu ar do VillaseZor PeZa in Michoacán and, in

1993, Rubén Figueroa Alconcer in Guerrero); and in the Na tional Sol i -

dar ity Pro gram (PRONASOL) de signed to spur lo cal de vel op ment

(Manuel Cavazos Lerma in Tamaulipas and Diódoro Carrasco

Altamirano in Oaxaca).

Wide spread ir reg u lar i ties not with stand ing, of fi cial vote tal lies gen -

er ally jibed with pre-elec tion pub lic opin ion sur veys con ducted by the

gov ern ment, news pa pers, and pri vate poll ing agen cies. In the 11 gu ber -

na to rial con tests, the PRI rec og nized the vic tory of a Panista can di date

in Chi hua hua, the scene of egre gious fraud in 1986. This out come raised
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to three the num ber of PAN gov er nors.
9
 Mean while, VillaseZor, the of fi -

cial party’s win ning can di date in Michoacán, “vol un tarily” re signed

the gov er nor ship amid pro tracted pro tests from the los ing PRD nom i -

nee, Cárdenas, and their loy al ists.

As en cour ag ing as the can di dates’ cre den tials and the fair ness of

votes counts were, the 1992 con tests raised se ri ous ques tions about the

im pact of Mex ico’s peres troika and glas nost. To be gin with, the rev o lu -

tion ary re gime named the can di dates from Mex ico City, some times

con sult ing with lo cal lead ers, rather than open ing the se lec tion pro cess

to rank-and-file par tic i pa tion. The ma jor ex cep tion to the so-called

dedazo or fin ger-point ing method of se lec tion un der Sa linas took place

in March 1991 when Colima held a pri mary elec tion or consulta directa a

las bases to se lect its can di date. Fear ful that Dep uty Socorro Díaz

Palacios, a can di date fa voured by Mex ico City where she ed ited El Dia

news pa per, would win the con test, sev eral lo cal as pi rants united be -

hind Carlos de la Ma drid Virgen, a cousin of the for mer pres i dent. That

de la Ma drid emerged vic to ri ous seemed to rep re sent a vic tory for

grass roots de moc racy. But most PRI lead ers con demned the pri mary

be cause it was marred by fraud, di vi sive ness, and—per haps, worst of

all—loss of con trol by the party lead er ship over the se lec tion pro cess.

Since then, only the dedazo has been used to se lect so-called “unity” can -

di dates.

The out come of the Michoacán elec tions also sparked con cerns

about ad vances in Mex i can de moc racy. Mex ico City’s PRI chose the

party’s gu ber na to rial nom i nee af ter its poll sters asked state vot ers what

char ac ter is tics they de sired in the state’s chief ex ec u tive. The in ter view -

ers also asked re spon dents to as sess var i ous po lit i cal fig ures. This re -

search led to the choice of VillaseZor, an im mensely wealthy

busi ness man and dark horse, over such lo cal po lit i cal in sid ers as

Armando Baillines and Ausencio Chávez. The nam ing of VillaseZor

shocked many lo cal priistas. They ques tioned his mod est po lit i cal cre -

www.fraserinstitute.org

                                                Peres troika and Glas nost in Mex ico       219

9 The PRI recognized the mid-1989 victory of Ernesto Ruffo Appel in Baja
California Norte, while installing as “interim governor” Carlos Medina
Placencia in Guanajuato when the “victorious” PRI candidate stepped
down amid charges of fraud in August 1991.



den tials, his un in spir ing style of cam paign ing, and his fam ily’s his toric

ties to the PAN.

VillaseZor cap tured an ab so lute ma jor ity (53 per cent) of the votes

cast bury ing the PRD stan dard-bearer (36 per cent)—a Cárdenas

protégé—and three also-rans. While the PRD cried foul, ev ery ma jor

poll pre dicted a VillaseZor land slide, in clud ing those pub lished in El

Norte, Mex ico’s most re spected news pa per. Even for eign ob serv ers

agreed that the rel a tively tran quil elec tion lacked the ubiq ui tous fraud

that the PRI em ployed to crush the PRD in Michoacán’s state and lo cal

elec tions two years be fore.

Al though Sa linas at tended VillaseZor’s in au gu ra tion, he forced the

pork ty coon-turned-pol i ti cian to step down. This move came af ter PRD

mil i tants oc cu pied key gov ern ment build ings in the state cap i tal, or ga -

nized marches, and in un dated the me dia with “ev i dence” that their vic -

tory had been sto len. These pro tests came be fore a pres i den tial visit to

the United States, and Sa linas ap par ently be lieved that stri dent, pro -

longed dem on stra tions would jeop ar dize NAFTA’s pros pects in the

U.S. Con gress.

The chief ex ec u tive’s prag matic move con sti tuted a set back to dem -

o cratic prin ci ples. It placed in doubt the im por tance of elec tions, weak -

ened the PRI (whose nom i nee was in glo ri ously re moved from of fice),

con sti tuted a re buke to the busi ness com mu nity at a time when

bridge-build ing was needed, and em bold ened the PRD to em ploy dis -

rup tive meth ods in fu ture elec tions, in clud ing the 1994 pres i den tial

con test. If the PRD re sorts to vi o lence next year, the gov ern ment can be

ex pected to re spond in kind, par tic u larly be cause Wash ing ton will have 

taken ac tion on NAFTA.

The ouster of VillaseZor bol stered Sa linas’ re cord of hav ing re -

moved more gov er nors than any pres i dent since Adolfo Ruiz Corines

(1952-58). All told, 11 elected and two ap pointed gov er nors have given

up their posts. Those erst while state lead ers who caused the great est

em bar rass ment (Leyva Mortera in Baja Cal i for nia, Manzanilla Schaffer

in Yucatán, Neme Castillo in Tabasco, and Cosío Vidaurri in Jalisco)

have dis ap peared from the po lit i cal scene. Cosío Vidaurri held of fice

when gas o line ex plo sions ripped through 20 blocks in Guadalajara, kill -

ing some 236 peo ple. There are ru mours that he could be in dicted; such

ac tion would breach in for mal rules of the game that have shielded
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ousted gov er nors, no mat ter how ve nal or in com pe tent, from crim i nal

pros e cu tion.

Conclusion

As dem on strated in the 1992 gu ber na to rial con tests, Sa linas has con tin -

ued to open Mex ico’s tightly con trolled, hi er ar chi cal po lit i cal sys tem.

To gain sup port for NAFTA, he has even prom ised to go be yond se lect -

ing more at trac tive can di dates and in sist ing on fairer vote counts. He

has pledged to fur nish vot ers with photo iden ti fi ca tion cards and to al -

low for eign ob serv ers in next year’s presidential election.

Still, it would be na ive to ex pect Sa linas or his suc ces sors to dis man -

tle Mex ico’s highly cen tral ized po lit i cal sys tem. The con cen tra tion of

power in the pres i dency, so in im i cal to other North Amer i cans, nur -

tures co her ence, sta bil ity, and le git i macy in Mex ico’s 54-year-old re -

gime. Its lead ers worry that NAFTA will un loose cen trif u gal forces that

they can not con trol.
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Constitutional Law, Trade
Policy, and the Environment: 
Implications for North
American Environmental
Policy Implementation
in the 1990s

Bradly J. Condon

Introduction

THIS PA PER COM PARES THE MAN NER in which fed eral en vi ron men tal

reg u la tions may be chal lenged un der the North Amer i can Free

Trade Agree ment1 to the way in which pro vin cial en vi ron men tal reg u -

la tions may be sim i larly chal lenged un der the Ca na dian con sti tu tion.2

Un der NAFTA, the is sue is whether the true pur pose and ef fect of an en -
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vi ron men tal law is to achieve an en vi ron men tal ob jec tive or whether it

is in fact a dis guised bar rier to trade. Sim i larly, con sti tu tional law asks

whether the true pur pose and ef fect of a law is to ad dress a valid con sti -

tu tional ob jec tive or whether it deals with a mat ter that is be yond the ju -

ris dic tion of the en act ing gov ern ment. Both doc u ments sub ject laws to

le gal tests that determine their validity on the basis of their subject

matter. 

The North American Free Trade
Agreement

There are es sen tially two sides to the trade-en vi ron ment is sue. From an

en vi ron men tal ist’s per spec tive, the cen tral is sue is how to make trade

en vi ron men tally friendly. From a free trader’s per spec tive, the pri mary

fo cus is on mak ing en vi ron men tal reg u la tions trade-friendly. The en vi -

ron men tal per spec tive is be ing ad dressed un der the tri lat eral “par al lel

ac cord” on the en vi ron ment. In so far as bind ing le gal ob li ga tions are

con cerned, the NAFTA text con cen trates solely on prohibiting green

protectionism. 

NAFTA lim its the use of trade re stric tions to im ple ment en vi ron -

men tal pol icy. Ar ti cle 904(1) af firms the right of each party to set stan -

dards re lat ing to en vi ron men tal pro tec tion. Ar ti cle 904(4) pro hib its the

im ple men ta tion of those stan dards in ways that cre ate un nec es sary ob -

sta cles to trade. These pro vi sions may be in ter preted to ap ply a

three-stage le gal test to trade-re stric tive en vi ron men tal stan dards. The

same test is im plicit in Ar ti cle 2101, which in cor po rates Ar ti cle XX of the

Gen eral Agree ment on Tar iffs and Trade,
3
 and in Ar ti cle 104, which per -

mits the use of trade bar ri ers pur su ant to spe cific in ter na tional en vi ron -

men tal agree ments. The test asks:

1. Does the stan dard re late to en vi ron men tal pro tec tion? i.e. is the

trade re stric tive stan dard di rectly con nected with an en vi ron -
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men tal pro gram and pri mar ily aimed at achiev ing an in te gral

as pect of that pro gram?
4

2. If so, does the stan dard cre ate an un nec es sary ob sta cle to trade?

i.e., are trade re stric tions nec es sary to achieve the en vi ron men -

tal goal?
5

3. If trade re stric tions are nec es sary, has the least trade-re stric tive

mea sure been cho sen? i.e., is the de gree to which trade is im -

peded pro por tion ate to the en vi ron men tal goal in ques tion?
6

If a trade re stric tion is not re lated to an en vi ron men tal pro tec tion

pro gram, the im pli ca tion is that its pur pose is to pro tect do mes tic in dus -

try from com pe ti tion and it will be ruled in con sis tent with the NAFTA.

If the re stric tion is pri mar ily aimed at en vi ron men tal pro tec tion, the

anal y sis then pro ceeds to the sec ond test. With the ex cep tion of mea -

sures taken un der Ar ti cle 104,
7
 the sec ond test re gard ing the ne ces sity of 

trade re stric tions is largely the same as that of the GATT. If it is un nec es -

sary to use a trade re stric tion to achieve a par tic u lar en vi ron men tal goal, 

the trade re stric tion must be re placed with a pol icy in stru ment that

achieves the goal with out re strict ing trade. How ever, if re stric tions on

trade are nec es sary to achieve the en vi ron men tal pol icy goal, the is sue
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4 See NAFTA, Articles 904 (1) and 2101. GATT and FTA panels have
interpreted the words permitting trade-restrictive measures “relating to
the conservation of exhaustible natural resources” in GATT Article XX (g)
to mean that such measures must be “primarily aimed at” conservation.
The same analysis would apply to both NAFTA Article 2101 and Article
904(1) with respect to the meaning of the term “relating to.”

5 See NAFTA, Articles 904(4) and 2101.

6 The least-trade-restrictive test is implicit in NAFTA, Articles 904(4) and
2101. NAFTA, Article 2101 incorporates GATT Articles XX(b) and (g), and
applies to the entire NAFTA. Both GATT articles have been interpreted to
implicitly apply the least trade-restrictive test.

7 Article 104 provides express permission to employ trade restrictions to
achieve international environmental goals pursuant to specific
international conservation and environmental agreements. Where there is
a conflict between those agreements and NAFTA, those agreements
prevail to the extent of the inconsistency.



then be comes whether the im port ing na tion has cho sen the least

trade-re stric tive means of do ing so.
8

If the im port ing na tion has cho sen the least trade-re stric tive method 

of im ple ment ing its en vi ron men tal pol icy, then the mea sure has suc -

ceeded in com ply ing with the re quire ments of NAFTA. How ever, if

there is a less re stric tive method of achiev ing the goal, that method must 

re place the one that was chal lenged. This is pre cisely what oc curred in a

case un der the Can ada-United States Free Trade Agree ment
9
 re spect ing 

Can ada’s re quire ment that all salmon and her ring caught off the Brit ish

Co lum bia coast be landed at B.C. fish sta tions. The United States chal -

lenged this mea sure as an ex port re stric tion that was de signed to fa vour

Ca na dian fish-pro cess ing plants. Can ada said the mea sure was nec es -

sary to en sure ac cu rate data col lec tion for the pur pose of man ag ing the

re source and could there fore be jus ti fied un der FTA Ar ti cle 1201, which

in cor po rates GATT Ar ti cle XX(g), as a mea sure re lat ing to the con ser va -

tion of an ex haust ible nat u ral re source. The FTA panel found it was nec -

es sary to land only 80 to 90 per cent of the catch in Can ada to en sure

proper data col lec tion, not 100 per cent. The panel rea soned that, since

there was a less trade-re stric tive means of achiev ing the con ser va tion

goal, the mea sure in ques tion did not qual ify as one “re lat ing to” con -

ser va tion. Can ada and the United States sub se quently agreed to al -

low 20 to 25 per cent of the catch to be landed out side Can ada.
10

The NAFTA rules are not con cerned with what en vi ron men tal pol i -

cies should be, but rather how they are to be achieved. Trade re stric tions 
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8 This third test flows implicitly from the second. The drafting history of
Article 904(4), when considered in conjunction with Articles 102(1)(a),
2101, and 104, indicates that its drafters intended that this test be employed 
in determining whether a trade restriction was necessary, but considered it 
unnecessary expressly to include the words “least trade-restrictive” in the
final draft.

9 Canada-United States Free Trade Agreement, 22 December 1987-2 January 
1988, Can.-U.S., 102 Stat. 1851 [hereinafter FTA].

10 See “In the Matter of Canada’s Landing Requirement for Pacific Coast
Salmon and Herring,” supra, note 4 and J. Anderson & J. Fried, “The
Canada-U.S. Free Trade Agreement in Operation” (1991) 17 Can.-U.S. L.J.
397 at 403.



may only be used to achieve en vi ron men tal goals where they are the

most ef fec tive means avail able. Thus, from a le gal per spec tive, NAFTA

nei ther strength ens nor weak ens en vi ron men tal pro tec tion laws.

NAFTA and the constitution

The fed eral gov ern ment has the power to en ter into treaty ob li ga tions,

but their im ple men ta tion as do mes tic law must be con sis tent with the

di vi sion of pow ers be tween the fed eral and pro vin cial gov ern ments un -

der the con sti tu tion.11 As a re sult, Par lia ment may not have the con sti tu -

tional au thor ity to en act leg is la tion im ple ment ing in ter na tional

agree ments where the sub ject matter falls within provincial

jurisdiction.

NAFTA Ar ti cle 105 pro vides that:

The Par ties shall en sure that all nec es sary mea sures are taken in
or der to give ef fect to the pro vi sions of this Agree ment, in clud -
ing their ob ser vance, ex cept as oth er wise pro vided in this
Agree ment, by state and pro vin cial governments.

While the fed eral gov ern ment may have suf fi cient au thor ity un der

its trade and com merce power
12

 to ful fill its ob li ga tions un der Ar ti cle

105 with re spect to mat ters of in ter na tional trade, the con sti tu tion pro -

vides lit tle guid ance re gard ing the man ner in which the fed eral gov ern -

ment may im ple ment its NAFTA ob li ga tions with re spect to

en vi ron men tal stan dards. Thus, in con trast to Ar ti cle 105, NAFTA Ar ti -

cle 902(2) merely re quires each Party to “seek ... to en sure ob ser vance of

Ar ti cles 904 through 908 by pro vin cial or state gov ern ments.”

There are two ways the fed eral gov ern ment may seek to en sure that

pro vin cial leg is la tion com plies with Can ada’s ob li ga tions un der

NAFTA with re spect to en vi ron men tal stan dards. Par lia ment could
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11 See A.G. Can. v. A.G. Ont., [1937] A.C. 326, [1937] 1 W.W.R. 299, 1 D.L.R. 673
at 352 (P.C.) (the Labour Conventions case) where Lord Atkin stated, “the
Dominion cannot, merely by making promises to foreign countries, clothe
itself with legislative authority inconsistent with the constitution which
gave it birth.”

12 Constitution, Section 91(2).



rely on its trade power to en act fed eral leg is la tion im ple ment ing

NAFTA that would over ride all pro vin cial laws that are in con sis tent

with the fed eral leg is la tion.
13

 Al ter na tively, trade-re stric tive pro vin cial

en vi ron men tal stan dards could be chal lenged on a case-by-case ba sis as 

in valid in tru sions on fed eral ju ris dic tion over in ter na tional trade.

On mat ters af fect ing the en vi ron ment or trade, in many cases, ei ther 

level of gov ern ment may leg is late, one with re spect to pro vin cial as -

pects and the other with re spect to fed eral as pects.
14

 Pro vin cial au thor -

ity over prop erty and civil rights en ables each prov ince to set

en vi ron men tal stan dards within that prov ince.
15

 Even where Par lia -

ment has val idly en acted a sin gle na tional stan dard, this will not pre -

clude the prov inces from es tab lish ing a va ri ety of stricter stan dards.
16

When pro vin cial gov ern ments cre ate trade bar ri ers dis guised as lo cal

en vi ron men tal pro tec tion, how ever, the courts may view such leg is la -

tion as an in valid at tempt to reg u late in ter na tional trade. 

Par lia ment has ex clu sive ju ris dic tion to reg u late the im por ta tion of

goods into Can ada. In gen eral, how ever, only a prov ince may reg u late
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13 Under the doctrine of federal paramountcy, where there is a federal law
and a provincial law that are, first, both valid and, second, inconsistent, the
federal law prevails. Where overlapping jurisdiction exists, both orders of
government are free to deal with the matter, but if federal and provincial
legislation on the subject are inconsistent, the latter is regarded as
inoperative to the extent of the inconsistency so long as the  federal law is in 
force.

14 Under the double aspect doctrine, where a court finds that the federal and
provincial characteristics of a law are roughly equal in importance, then
laws of that kind may be enacted by either the province or Parliament. See
Hogg, supra, note 11 at 317.

15 See Hogg, supra, note 11 at 737. See also, A.G. Quebec v. Kellogg’s Co. of
Canada, [1978] 2 S.C.R. 211; Dominion Stores v. The Queen, [1980] 1 S.C.R. 844; 
and Labatt Breweries v. A.G. Canada, [1980] 1 S.C.R. 914.

16 See Hogg, supra, note 11 at 737.



the man u fac ture, pos ses sion, and sale of prod ucts in side that prov -

ince.
17

Be cause the con sti tu tion does not ex plic itly grant au thor ity over en -

vi ron men tal mat ters to ei ther level of gov ern ment, en vi ron men tal leg is -

la tion must be linked to one or more heads of power in Sec tion 91 (for

fed eral leg is la tion) or Sec tion 92 (for pro vin cial leg is la tion).
18

The pith and sub stance doc trine is the con sti tu tional equiv a lent of

the “re lat ing to” test of NAFTA Ar ti cles 2101 and 904(1). It clas si fies a

law as “in re la tion to” a mat ter within fed eral ju ris dic tion or to a mat ter

within pro vin cial ju ris dic tion.
19

 “Pith and sub stance” re fers to the dom -

i nant or most im por tant char ac ter is tic of the law in ques tion.
20

 In this re -

gard, it is re mark ably sim i lar to the “pri mar ily aimed at” test of trade

law.

Where the va lid ity of a pro vin cial stat ute or a par tic u lar pro vi sion

thereof are in ques tion, the steps in the anal y sis may be sum ma rized as

fol lows: 
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17 See Citizens’ Insurance Co. of Canada v. Parsons (1881), 7 A.C. 96 (P.C.); Caloil
Inc. v. A.G. Can., [1971] S.C.R. 543, 20 D.L.R. (3d) 472 at 476-477, and
Reference Re. Validity of Section 5(a) of the Dairy Industry Act (The
Margarine Reference) (1948), [1949] 1 D.L.R. 433 (S.C.C.); affirmed [1950] 4
D.L.R. 689 (P.C.). Thus, while Parliament has exclusive authority to impose 
or eliminate tariff barriers to trade, its authority to regulate non-tariff
barriers to trade, in the form of environmental standards, remains
ambiguous. 

18 Friends of the Oldman River Society v. Canada (Minister of Transport)
[unreported] (S.C.C.) at 36; since reported at [1992] 2 W.W.R. 196. For
example, the residual legislative power of Section 91 “to make Laws for the
Peace, Order, and Good Government of Canada” gives Parliament
jurisdiction over environmental matters of national concern. Subsection
92(16) grants the provinces jurisdiction over matters “of a merely local or
private nature in the Province.”

19 Hogg, supra, note 11 at 334; General Motors of Canada Ltd. v. City National
Leasing [1989] 1 S.C.R. 641, 58 D.L.R. (4th) 255 at 275 at 275.

20 Oldman, supra, note 18 at 33.



(1) Is the stat ute “in re la tion to” a valid sub ject?;

(2) If the stat ute is valid, is the pro vi sion both nec es sary and suf fi -

ciently in te grated with the leg is la tive scheme that it can be up -

held by vir tue of the re la tion ship? If the pro vi sion in ques tion

has no re la tion to the reg u la tory scheme, then the ques tion of its

va lid ity may be an swered on that ground alone.

(3) Does the pro vi sion in trude on fed eral pow ers, and if so, is it the

least in tru sive means of achiev ing the leg is la tive goal (i.e., does

the in tru sion on fed eral power out weigh the ne ces sity of the

pro vi sion to the ef fec tive ness of the leg is la tive scheme of the

act)?
21

If a pro vin cial en vi ron men tal stan dard were found to be a dis -

guised bar rier to in ter na tional trade, it could be ruled ul tra vires the pro -

vin cial gov ern ment as a mat ter in re la tion to in ter na tional trade.

How ever, if the stan dard re lates to lo cal en vi ron men tal reg u la tion, is a

nec es sary part of a valid leg is la tive scheme, and is min i mally in tru sive

on the fed eral trade power, it would likely be intra vires the prov ince to

en act.

While the fed eral gov ern ment could le gally use the con sti tu tion to

en force com pli ance with NAFTA at the pro vin cial level, po lit i cal con -

sid er ations may pre vent it from do ing so. How ever, the af fected Ca na -

dian im porter would also have le gal stand ing to chal lenge pro vin cial

stan dards un der the con sti tu tion, and may not be so con strained po lit i -

cally. How ever, the courts have re peat edly ex pressed con cern over con -

sti tu tional in ter pre ta tions that could up set the bal ance of power

be tween Par lia ment and the prov inces. Thus, while con sti tu tional ar gu -

ments against pro vin cial dis guised bar ri ers to trade are likely to suc -

ceed in clear cases, where there is doubt re gard ing the true na ture of the

stan dard in ques tion con sti tu tional chal lenges may fail on the grounds

that fed eral ju ris dic tion over en vi ron men tal stan dards would be un -

duly en larged.
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Conclusion

Un der both NAFTA and the con sti tu tion, en vi ron men tal laws are

judged by an a lyz ing their sub ject mat ter and pur pose. NAFTA says a

law must re late to en vi ron men tal pro tec tion to be con sid ered a le git i -

mate en vi ron men tal law. Sim i larly, the con sti tu tion says a law must be

in re la tion to a mat ter within the ju ris dic tion of the en act ing gov ern ment 

in or der to be valid. NAFTA re quires a trade re stric tion to be a nec es sary 

and in te gral part of an en vi ron men tal scheme be fore it can be jus ti fied

un der the en vi ron men tal pro vi sions. Sim i larly, the con sti tu tion says a

leg is la tive pro vi sion that in trudes on the ju ris dic tion of an other level of

gov ern ment must be a nec es sary and in te gral part of an oth er wise con -

sti tu tion ally valid leg is la tive scheme. NAFTA re quires en vi ron men tal

reg u la tors to use the least trade-re stric tive means avail able to achieve

en vi ron men tal goals. Sim i larly, the con sti tu tion re quires reg u la tors to

achieve con sti tu tion ally valid ob jec tives by way of pro vi sions that are

the least in tru sive on the ju ris dic tion of the other level of gov ern ment.

The re sult is that both the fed eral and pro vin cial gov ern ments are

obliged to avoid disguising trade barriers as environmental laws, the

former under NAFTA and the latter under the constitution. 

While the le gal tests un der NAFTA and the con sti tu tion are re mark -

ably sim i lar, there is one im por tant dif fer ence be tween the two le gal re -

gimes. Gen u ine en vi ron men tal laws are likely to with stand chal lenges

brought un der NAFTA as long as they only re strict trade to the de gree

that is nec es sary to achieve the de sired level of en vi ron men tal pro tec -

tion. Un for tu nately, the same can not be said for con sti tu tional chal -

lenges to ei ther fed eral or pro vin cial en vi ron men tal laws. Even those

en vi ron men tal laws that have no im pact on trade may be struck down

as un con sti tu tional if they pur sue as pects of en vi ron men tal pro tec tion

that may only be reg u lated by the other level of gov ern ment. Viewed

from this per spec tive, NAFTA pro vides more pro tec tion for gen u ine

en vi ron men tal laws than does the Ca na dian con sti tu tion.
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NAFTA and the
Co-ordination of
North American

Commercial Law

Eduardo F. Ramirez

THE IN TE GRA TION OF MEX ICO with the rest of North Amer ica pro duces 

eight ar eas of strain. Stress is ap pear ing in laws af fect ing in ter na -

tional trade, do mes tic com merce, li a bil i ties, cap i tal, la bour, en vi ron -

ment, nat u ral re sources, and democracy itself.

The fo cus of this pa per is in ter na tional trade and do mes tic com -

merce. Re mem ber, the Mex i can le gal sys tem de rives from the civil law

tra di tion, which is dif fer ent from the An glo-Saxon com mon law frame -

work. An ex change, how ever, be tween civil law and com mon law has

been a re al ity since the be gin ning of the mod ern era be cause of the in ter -

ac tion among peo ple of dif fer ent coun tries. Some times this re la tion ship

has come to be very close and abun dant, as is the case be tween Que bec

and the other Ca na dian prov inces.

Surely, with NAFTA, a sim i lar phe nom e non will oc cur as eco nomic 

in ter play among the three North Amer i can part ners be comes greater.

To un der stand, fore cast and, even more, to lead this pro cess, the Ca na -

dian and the Eu ro pean ex pe ri ences will be ex tremely use ful. In ter na -
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tional trade is ad vanced by a har mo ni za tion of le gal sys tems. Dur ing

the 11th and 12th cen tu ries, the west ern ex pan sion of trade re quired the

res ur rec tion of the Ro man Law (Jus Gentium) in or der to pro vide a com -

mon le gal scheme in dis pens able to busi ness men of many dif fer ent

coun tries.

Sim i larly, the Mex i can le gal sys tem has changed a lot dur ing the

past ten years be cause of the open ing of a closed econ omy. Per haps the

first im por tant change was the en act ment of the In ter na tional Trade

Law of 1985, which con tained, among other pro vi sions, coun ter vail ing

and anti-dump ing du ties. This law, how ever, has been lit tle used un til

re cently for three rea sons: 1) lack of knowl edge on the part of law yers

and en tre pre neurs; 2) short com ings of the law; and 3) an un will ing ness

on the part of gov ern ment to set these du ties (so as not to off set its pol i -

cies against in fla tion).

This sit u a tion is ex pected to be rec ti fied by the Mex i can Con gress

with a new law that has al ready been dis cussed in for mally by some of fi -

cials of the ad min is tra tion with se lected en tre pre neur ial groups. The

law will sat isfy three main con cerns:  first, the dis pute set tle ment panel

sys tem in cluded in NAFTA re quires the three coun tries to op er ate sim i -

lar ad min is tra tive sys tems to de ter mine anti-dump ing and coun ter vail -

ing du ties, so that trad ers can re ceive the same treat ment in any coun try

of the re gion; sec ond, the three coun tries must com ply with Sec tion

1907:3 of NAFTA, which out lines re quired char ac ter is tics of na tional

laws to as sure the proper trans par ency in the ad min is tra tive pro ce dure

and to pro vide max i mum pro ce dural in for ma tion to par tic i pants; and

third, to sat isfy ex plicit re quire ment in NAFTA, Mex ico’s trade rem edy

leg is la tion must be amended in spe cific ar eas to con form with that of the 

other two part ners.

Avoid ing tech ni cal i ties, I will deal with some rel e vant prob lems of

the cur rent stat ute that are sup posed to be over come by a new law. First,

it is ex pected that the stan dard for le gal stand ing to ask the gov ern ment

for de ter mi na tion of du ties against il le gal im ports will be wid ened, in

or der to match the Amer i can one, and to in tro duce more fair ness. Cur -

rent law re serves the com plaint pro cess to rep re sen ta tives of larger

firms in an in dus try (the top 25 per cent). Fur ther more, trade un ions are

de prived of this right. These re stric tions dis crim i nate against small and

me dium size in dus tries and Mex i can la bour at a mo ment of great dif fi -
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culty for these groups. They also place them at a grave dis ad van tage in

com par i son to sim i lar groups in the United States.

An other im por tant flaw in the cur rent Mex i can law is the han dling

and man age ment of priv i leged and con fi den tial in for ma tion. We must

note that this is not a neg li gi ble point of le gal pro ce dure. On the con -

trary, the sen si tiv ity of this point is enor mous in so far as it in volves cru -

cial in for ma tion con cern ing costs and prices that could be of great

im por tance for Ca na dian and Amer i can ex port ers.

In ad di tion to these le gal prob lems, there are other is sues dif fi cult to 

han dle in the short run; for ex am ple, min i miz ing the time con sumed by

the ad min is tra tive pro ce dure to de ter mine whether or not a duty is to be 

im posed. This is so be cause ex pe di ency re quires not only knowl edge -

able law yers and of fi cials but also ap pro pri ate ac count ing sys tems with

ac cu rate and timely in ter na tional sta tis ti cal in for ma tion. Even though

ad vances have been made re gard ing sta tis tics and ac cess to in ter na -

tional data bases, a lot is yet to be achieved in this area, and the state is

ex pected to pro vide the nec es sary in fra struc ture, mostly for small and

me dium size com pa nies. Nev er the less, solv ing these prob lems can lead

to en cour ag ing co-op er a tion be tween the three coun tries.

The Mex i can ad min is tra tive agency with ju ris dic tion to de cide

whether or not a coun ter vail ing or anti-dump ing duty is to be im posed

is the Secretaria de Comercio y Fomento In dus trial. The pro ce dure that

this agency fol lows is not stan dard ized, at least in large part be cause it

con ducts in ves ti ga tions both to de ter mine for eign dump ing or sub si -

dies, and to as sess ma te rial in jury. Un like the United States and Can ada, 

Mex ico does not em ploy dif fer ent in sti tu tions to do the job.

In all of this, the role that the trade un ions are to play in in ter na -

tional trade be comes in creas ingly cru cial, so the in ter na tional re la tion -

ship be tween un ions of the same and sim i lar sec tors in the three

coun tries can bring un pre dict able ef fects. For ex am ple, ne go ti a tion over 

in ter pre ta tion of po lit i cally charged terms such as “so cial dump ing”

and “en vi ron men tal dump ing” might open new ways for in ter na tional

co-op er a tion through non-gov ern ment agents.

Where Mex i can law is con cerned, the “writ” or amparo is a real cor -

ner stone of the le gal sys tem. In deed, it per me ates the whole le gal struc -

ture as a par a mount means to pro tect the Mex i can Bill of Rights. One of

its most re mark able fea tures is, justly, its con clu sive ness or fi nal char ac -

ter. Con se quently, this writ rep re sents a chess piece dif fi cult to move, or
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to co-or di nate with the panel sys tem to set tle dis putes im bed ded in

NAFTA, be cause its au thor ity con flicts with the sup pos edly fi nal panel

de ci sions.

Last, the new law will have to de cide on a cru cial di lemma:  ei ther it

cre ates a new body called a “Tri bu nal of In ter na tional Trade” or de vel -

ops an ap pro pri ate le gal frame work for the “Fed eral Fis cal Tri bu nal”

that cur rently has ju ris dic tion. The rel e vance of this choice is clear if we

re mem ber that the lat ter in sti tu tion is the op tion that the panel sys tems

will try to avoid as ob so lete. An ad di tional prob lem of cre at ing a new

tri bu nal would be the lack of a job for it. The cur rent Fed eral Fis cal Tri -

bu nal has re ceived no ap pro pri ate cases in the whole life of the law of in -

ter na tional trade.

Domestic commerce

The cur rent Mex i can Com mer cial Code was en acted in 1884 and, de -

spite a great num ber of amend ments al ready in tro duced, it is clear that

a com plete new frame work is needed, mainly with re spect to con tracts

and com mer cial li a bil i ties. Also, there are a lot of phe nom ena brought

on by the tech no log i cal rev o lu tion that are wait ing for ap pro pri ate reg -

u la tion by this code, for ex am ple, the trans fer of funds by elec tronic

means, com mu ni ca tions to reach an agreement mainly by fax, etc.

An other out stand ing is sue is the Mex i can Bank ruptcy Law which

was en acted at the be gin ning of the 1940s and ob vi ously does not re flect

the cur rent sit u a tion. The com mer cial open ness ex pe ri enced in Mex ico

dur ing the last de cade has caused many bank rupt cies. More, in the near

fu ture, are to be ex pected in some sec tors. There fore, an ap pro pri ate

reg u la tion should be a means to help a busi ness in trou ble.

Some data will suf fice to dem on strate the need for new law. In the

United States, bank rupt cies filed an nu ally amount to many thou sands,

but in Mex ico, de spite ter ri ble pres sure on small and me dium firms, the

to tal num ber of cases filed an nu ally has hardly reached 200.

To con clude, I am go ing to re fer to a rel e vant le gal sphere: the new

An ti trust Law that was en acted last De cem ber and will en ter into force

this com ing July. We could speak at length about this law, be cause it is

much more than a new law; it is a new kind of law for the Mex i can sys -

tem. This stat ute is very much in the com mon law style; it is brief and

vague to some ex tent. This pro file is un der stand able in a com mon law
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sys tem that counts on the judges to cre ate, so to speak, the con crete law.

But in ac cor dance with the Mex i can civil law tra di tion, if the law does

not es tab lish cer tain pa ram e ters, nei ther the judg ing nor the ad min is tra -

tive ma chin ery it self can cre ate it. So, in my view, the de vel op ment of

this law will be of great im por tance, and it may re flect some shift in the

na tional le gal sys tem as a whole.

 On the other hand, the sig nif i cance of this law is now high lighted

by two facts. The Eu ro pean Com mu nity has abol ished anti-dump ing

and coun ter vail ing du ties so as to rely only on anti-trust law for fair ness

in trade. It is not hard to imag ine a sim i lar long-run de vel op ment in

North Amer ica.

De spite the le gal strains that the in te grat ing pro cess has gen er ated

in Mex ico, about 75 per cent of Mex i can trade with the United States in

both di rec tions has been con stant. The per cent age of Amer i can in vest -

ment has also been steady, and has re cently in creased. What does this

mean for Can ada? Mex ico does have the nec es sary le gal frame work;

oth er wise re cent prog ress would not be pos si ble. Nev er the less, le gal

sys tems in all three part ner coun tries need to be re viewed and ad justed

to take ad van tage of NAFTA’s full po ten tial. 
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NAFTA, the Canadian
Constitution, and the
Implementation of
International Trade
Arrangements

Stephen A. Scott

Doing what one must

YOU DO WHAT YOU MUST. This, in a few words, sums up my view of

the Ca na dian con sti tu tion’s al most cer tain re sponse—in the last re -

sort, speak ing through the Su preme Court of Can ada—to the ques tion

of the fed eral Par lia ment’s power to im ple ment, as a mat ter of Ca na dian 

do mes tic law, in ter na tional trad ing ar range ments. These would in -

clude the North Amer i can Free Trade Agree ment (NAFTA), en tered

into by and be tween the gov ern ments of Can ada, the United Mex i can

States, and the United States of Amer ica, and signed on De cem ber 17,

1992. NAFTA con tains this con di tional, and some what am big u ous,

pro vi sion as its en try into force: “This agree ment shall en ter into force

on Jan u ary 1, 1994, on an ex change of writ ten no ti fi ca tions certifying the 

completion of necessary legal procedures.”
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“Nec es sary le gal pro ce dures,” we should note, is am big u ous as be -

tween 1) pro ce dures nec es sary for con tract ing the rel e vant in ter na -

tional ob li  ga tions,  and 2) pro ce dures nec es sary for their

im ple men ta tion in do mes tic law. Bill C-115, an act to im ple ment the

North Amer i can Free Trade Agree ment, in tro duced into the Ca na dian

House of Com mons on Feb ru ary 25, 1993, prob a bly im plies that the

gov ern ment of Can ada is pro ceed ing on the for mer as sump tion. It does

not, in gen eral, en force the agree ment against the prov inces. Per haps

this is so be cause NAFTA is so rid dled with ex clu sions in fa vour of the

par ties’ state, pro vin cial, and lo cal gov ern ments, es pe cially for their ex -

ist ing non-con form ing mea sures, that fed eral mea sures to com pel pro -

vin cial con for mity may not seem im me di ately nec es sary. But

en force ment against the prov inces may be come nec es sary; and, if it

does, Par lia ment, in my view, will have the power to act.

The constitutional dilemma and the
national imperative

NAFTA will be highly per va sive of the Ca na dian le gal sys tem, as in -

deed is the Free Trade Agree ment be tween Can ada and the United

States of Amer ica—en tered into by and be tween the gov ern ment of

Can ada and the gov ern ment of the United States of Amer ica, and

signed in Ot tawa on De cem ber 22, 1987, and Jan u ary 2, 1988, and at

Wash ing ton on De cem ber 23, 1987 and Jan u ary 2, 1988—and, for that

mat ter, so is the Gen eral Agree ment on Tar iffs and Trade, to a lesser but

continually increasing extent.

To a greater or lesser ex tent, all of these in ter na tional trad ing ar -

range ments have an im pact—of ten a very con sid er able im pact—on

mat ters that, in nor mal cir cum stances, are in Can ada within the ex clu -

sive pur view of the leg is la tures and gov ern ments of the prov inces. Un -

der tak ing in ter na tional ob li ga tions is a rel a tively sim ple mat ter. The

fed eral ex ec u tive of Can ada can, on all sub jects, bind Can ada, in in ter -

na tional law, by trea ties and other agree ments with for eign states. (On

the pre vail ing view, a prov ince has by it self no stand ing in pub lic in ter -

na tional law, and no ca pac ity to make agree ments rec og nized by in ter -

na tional law.) The Ca na dian fed eral ex ec u tive can both con clude and

rat ify an agree ment. No leg is la tive ap proval is le gally nec es sary at any

stage in the pro cess of con tract ing an in ter na tional agree ment, though
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such ap proval is of ten in fact sought for po lit i cal rea sons (see Sec tion 10

of Bill C-115). But im ple men ta tion is an other mat ter en tirely. For trea -

ties or other in ter na tional agree ments, re gard less of their terms, are not

in An glo-Ca na dian law self-ex e cut ing, save in the rare in stances where

the ex ec u tive—which makes the treaty—it self has the power to carry it

out and ac tu ally man i fests in the treaty its in ten tion to do so by means of

the treaty it self with out fur ther ex ec u tive or leg is la tive ac tion. Leg is la -

tion is nor mally needed to carry out an in ter na tional ar range ment, and

ob vi ously this is so for the kind of trade agree ments we are dis cuss ing,

for they in volve ex ten sive changes in the law. How, then, can NAFTA

be im ple mented?

On the one hand, the Ca na dian con sti tu tion, as it is read at pres ent

by the courts, does not al low the fed eral Par lia ment to rely on its power

un der Sec tion 91.2 (“The Reg u la tion of Trade and Com merce”) to sus -

tain leg is la tion sim ply be cause that leg is la tion hap pens to be ad dressed

to eco nomic or busi ness ac tiv ity. For, be yond un der tak ings of cer tain

spe cific kinds (e.g., banks, air trans port en ter prises, broad cast com mu -

ni ca tions, in ter na tional and in ter pro vin cial trans por ta tion and tele com -

mu ni ca tions un der tak ings), only the pro vin cial leg is la tures can,

gen er ally speak ing, reg u late the pro duc tion and pro vi sion of goods and 

ser vices in those trans ac tions oc cur ring wholly within their re spec tive

pro vin cial bound aries, in clud ing con trol of what goods and ser vices

may be pro duced and pro vided, by whom, and to whom, and on what

terms and con di tions, as to price or oth er wise.

On the other hand, apart from sub jects that in any event fall within

its leg is la tive au thor ity, the Par lia ment of Can ada can not, un der the

pre vail ing ju di cial or tho doxy, sus tain leg is la tion con sti tu tion ally sim -

ply be cause it is needed to per form in ter na tional ob li ga tions ow ing to

for eign states by vir tue of trea ties or other agree ments en tered into, on

be half of Can ada, by the ex ec u tive gov ern ment of Can ada.

Hence an ap par ent con sti tu tional di lemma. The crit i cal (and, I

think, con sti tu tion ally de ci sive) re al ity is that more than a quar ter of our 

gross do mes tic prod uct en ters into in ter na tional ex port trade. The

OECD Eco nomic Out look (No. 52) for De cem ber 1992 (pub lished by the

OECD in Paris) shows sta tis tics on the value of ex ports of goods and ser -

vices cal cu lated as a per cent age of GDP (in mar ket prices) in the Group

of Seven coun tries (1987 cur rent prices ex cept for Ger many, which is

based on 1991 cur rent prices):
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Coun try Ex ports as a

% of GDP
Coun try Ex ports as a

% of GDP

          U.S. 8 Japan 10.4

Germany 29.7 France 20.6

U.K 25.3 Canada 26.1

Italy 17.9

We are, whether we like it or not, a trad ing na tion. While we have

some mea sure of choice, the truth is that, in the end, Can ada sim ply can -

not stay out of in ter na tional trad ing ar range ments in one form or an -

other. Nor can we con fine the scope of these ar range ments to those

mat ters which, in Can ada, hap pen to lie within fed eral ju ris dic tion. The

day is long gone when in ter na tional trade agree ments were con cerned

only with im port and ex port du ties, as to which the fed eral Par lia ment’s

power is, in prin ci ple, ex clu sive. In ter na tional ar range ments ad dress

non-tar iff bar ri ers; in creas ingly they ad dress ser vices as well as goods;

they even ad dress gov ern ment pro cure ment and state en ter prise.

There fore, in ev i ta bly, they ad dress mat ters within pro vin cial ju ris dic -

tion as well as those within fed eral ju ris dic tion.

There is, then, no way out. Can ada must, as a mat ter of eco nomic ne -

ces sity, par tic i pate as a sov er eign state in in ter na tional trad ing ar range -

ments. And the fed eral Par lia ment there fore must con sti tu tion ally be

able, in the last re sort, to im pose im ple ment ing mea sures on the prov -

inces, be they will ing or not, and re gard less of the nor mal dis tri bu tion of 

leg is la tive power, in re spect of in ter na tional trade agree ments ne go ti -

ated and en tered into by the fed eral ex ec u tive on be half of Can ada as a

whole. This does not mean that Par lia ment need al ways im pose them

on the prov inces as a first mea sure. In deed, prac ti cally speak ing it has

some lat i tude to step in only af ter the fail ure of ef forts to ob tain vol un -

tary pro vin cial com pli ance. This is par tic u larly so given the rather slow

and pon der ous char ac ter of the mech a nisms to which sig na tory states

must have re course on breach. In fact, the pos ture of Bill C-115 vis-B-vis

the prov inces seems in the main to be one of “wait and see.” In this re -

spect, it rather re sem bles the Can ada-United States Free Trade Agree -

ment Im ple men ta tion Act, S.C. 1988, c.65.
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The least intrusive constitutional
solution

Ob vi ously the Ca na dian con sti tu tional di lemma could be re solved with 

a broad brush ei ther 1) by a whole sale re con sid er a tion of the scope of

the fed eral trade and com merce power—plac ing in fed eral leg is la tive

hands an over rid ing con trol of busi ness ac tiv ity—or 2) by a gen eral re -

con sid er a tion of the 1937 Privy Coun cil de ci sion on treaty im ple men ta -

tion, At tor ney Gen eral for Can ada v. At tor ney Gen eral for On tario, [1937]

A.C. 326 (Labour Conventions Case).

There are per fectly good rea sons for do ing ei ther or both, and there

have been ju di cial hints es pe cially of the lat ter. But each would be

highly sen si tive in terms of the ex ist ing bal ance of au thor ity within the

fed er a tion. The lat ter path also in volves tex tual prob lems, since to

achieve the de sired re sult the courts would be obliged to find im ple -

men ta tion of fed eral gov ern men tal trea ties to be a dis crete and dis tinct

leg is la tive sub ject mat ter, which, since as such it could not fall within

the list of pro vin cial pow ers, would con se quently lie within the fed eral

re sid u ary power. Fed eral re sid u ary leg is la tive power ex tends to “all

mat ters not com ing within the Classes of Sub jects by this Act as signed

ex clu sively to the Leg is la tures of all the Prov inces” (Sec tion 91 of the

Con sti tu tion Act, 1867). Re li ance on this power is not as sisted by the fact 

that the 1867 Act (then known as The Brit ish North Amer ica Act, 1867)

did in fact ad dress treaty im ple men ta tion. Pro ceed ing on the as sump -

tion (per fectly un der stand able in 1867) that trea ties for Can ada would

be made by the im pe rial gov ern ment, Sec tion 132 gave the Par lia ment

and gov ern ment of Can ada “all pow ers nec es sary or proper for per -

form ing the Ob li ga tions of Can ada or any Prov ince thereof, as Part of

the Brit ish Em pire, to wards For eign Coun tries, aris ing un der Trea ties

be tween the Em pire and such For eign Coun tries.” Thus, the 1867 Act

made spe cific pro vi sion for a fed eral power of treaty im ple men ta tion,

but only for “Im pe rial” trea ties. As Can ada, from the 1920s on wards,

be gan to make its own trea ties, the ques tion arose as to whether Par lia -

ment could im ple ment them in so far as they dealt with mat ters nor mally 

un der pro vin cial ju ris dic tion.

In its 1937 de ci sion, the Privy Coun cil re fused “to strain the sec tion

[Sec tion 132] so as to cover the un con tem plat ed event” ([1937] A.C. 326

at p. 350)—i.e., that the Ca na dian fed eral gov ern ment would even tu ally 
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make trea ties. Their lord ships re fused also to treat “the im ple men ta tion

of fed eral-ex ec u tive trea ties” as con sti tut ing a dis crete and dis tinct, and

there fore re sid u ary fed eral, leg is la tive power. Sec tion 132, in other

words, was ex haus tive. Though the Privy Coun cil it self was di vided at

the time—and al though the re sult has al ways been con tro ver sial in Can -

ada and the courts have from time to time hinted at re con sid er a -

tion—the 1937 de ci sion has so far en dured.

In my view, the least in tru sive con sti tu tional so lu tion is likely to be

the one pre ferred by the courts. This path does not re quire any real con -

sid er ation of the trade and com merce power. Nor does it in volve at trib -

ut ing a gen eral power of treaty im ple men ta tion to the Par lia ment of

Can ada. The key, in my view, lies in the very case that orig i nated the

long his tory of re stric tive ju di cial in ter pre ta tion of the trade and com -

merce power; that is to say, the 1881 Privy Coun cil de ci sion in Cit i zens’

In sur ance Co. of Can ada v. Par sons, (L.R. 7 App. Cas. 96). The pro vin cial

leg is la tion whose va lid ity was there in ques tion im posed com pul sory

con di tions on all fire-in sur ance pol i cies in force in On tario with re spect

to any prop erty therein. It was chal lenged as con sti tut ing a vi o la tion of

the ex clu sive fed eral power un der Sec tion 91.2 of the 1867 Act (“The

Reg u la tion of Trade and Com merce”). The chal lenge failed. The leg is la -

tion was up held on the ba sis that not only did the prov ince en joy the

nec es sary leg is la tive au thor ity (Sec tion 92.13, “Prop erty and Civil

Rights in the Prov ince”) but that more over its power to en act the type of

leg is la tion there in ques tion was ex clu sive. Ac cord ingly, Sec tion 91.2

was held to have no ap pli ca tion, whether to pre clude the pro vin cial leg -

is la tion or to sus tain sim i lar fed eral leg is la tion. 

Speak ing through Sir Montague Smith, their lord ships ob served (7

App. Cas. at p. 112):

The words “reg u la tion of trade and com merce,” in their un lim -
ited sense are suf fi ciently wide, if un con trolled by the con text
and other parts of the Act, to in clude ev ery reg u la tion of trade
rang ing from po lit i cal ar range ments in re gard to trade with for -
eign gov ern ments, re quir ing the sanc tion of par lia ment, down
to min ute rules for reg u lat ing par tic u lar trades. But a con sid er -
ation of the Act shows that the words were not used in this un -
lim ited sense. In the first place the col lo ca tion of No. 2 with
classes of sub jects of na tional and gen eral con cern af fords an in -
di ca tion that reg u la tions re lat ing to gen eral trade and com -
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merce were in the mind of the leg is la ture, when conferring this
power on the dominion parliament.

The key pas sage for our pur poses is, in my view, the fol low ing (7 App.

Cas. at p. 113):

Con stru ing there fore the words “reg u la tion of trade and com -
merce” by the var i ous aids to their in ter pre ta tion above sug -
gested, they would in clude po lit i cal ar range ments in re gard to
trade re quir ing the sanc tion of par lia ment, reg u la tion of trade in 
mat ters of inter-pro vin cial con cern, and it may be that they
would in clude gen eral reg u la tion of trade affecting the whole
dominion.

The cru cial words are, in the first pas sage, the phrase “po lit i cal ar -

range ments in re gard to trade with for eign gov ern ments, re quir ing the

sanc tion of par lia ment” and, in the sec ond, the phrase “po lit i cal ar -

range ments in re gard to trade re quir ing the sanc tion of par lia ment.” 

The lat ter pas sage, though it leaves out the ref er ence to “for eign gov ern -

ments,” clearly re fers to the for mer.

This seems to me to solve the im me di ate prob lem with out any de -

par ture from es tab lished or tho doxy. It sim ply in volves in vok ing a spe -

cial sub-cat e gory—rec og nized since ear li est days—of the fed eral

leg is la tive power con ferred by Sec tion 91.2 of the 1867 Act. It is of some

in ter est that, in 1989, the Su preme Court of Can ada (Gen eral Mo tors of

Can ada v. City Na tional Leas ing, (1989) 58 D.L.R. (4th) 255), sus tained fed -

eral com pe ti tion leg is la tion—and in par tic u lar a civil dam age rem edy

for loss or dam age aris ing from pro hib ited con duct—un der Sec tion 91.2 

as be ing valid leg is la tion sup port able un der the es tab lished (if badly

bat tered) ru bric “gen eral trade and com merce af fect ing Can ada as a

whole,” which was an other of the Privy Coun cil’s 1881 cat e go ries.

NAFTA, like the Can ada-U.S. Agree ment and even GATT, may

well con cern it self with a range of mat ters that go be yond the strict lim -

its of what, in Ca na dian con sti tu tional par lance, is usu ally re ferred to as

in ter na tional trade and com merce, which, as such, falls (along with in -

ter pro vin cial trade and com merce) un der fed eral au thor ity. Mod ern

trade agree ments are not con cerned only with con cretely de fined bar ri -

ers to in ter na tional trans ac tions, in the sense of cross-bor der move -

ments of goods or ser vices that are ei ther car ried out in fact or would be

if they were not di rectly ob structed or im peded. They also ad dress prac -

tices, which may oc cur en tirely within a prov ince or a coun try, hav ing
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in di rect im pli ca tions for for eign trade, as by fa vour ing in fact lo cal

prod ucts, even though os ten si bly trade-neu tral and di rected to le git i -

mate ob jec tives. They also ad dress in vest ments and own er ship of prop -

erty within a prov ince or coun try. But given the lan guage em ployed by

Sir Montague Smith in 1881, it does not seem per ti nent to pur sue ab -

struse con cep tual dis tinc tions be tween trans ac tions con sti tut ing lo cal

trade on the one hand, and those con sti tut ing in ter pro vin cial trade on

the other; nor be tween laws or prac tices di rected at in ter na tional trade

and those that merely af fect it in ci den tally. It is in dis put able that we are

con cerned here with “po lit i cal ar range ments in re gard to trade with for -

eign gov ern ments, re quir ing the sanc tion of par lia ment.”  That seems

con sti tu tion ally sufficient.

NAFTA and the Canadian provinces

It is per haps use ful to cull from NAFTA the pro vi sions that, to a

non-trade spe cial ist reader on first im pres sion, strike the eye as be ing

ad dressed more or less spe cif i cally to NAFTA’s ap pli ca tion to the Ca na -

dian provinces.

In Chap ter 1, “Ob jec tives,” Ar ti cle 105 reads, re gard ing the ex tent of 

ob li ga tions, “The Par ties shall en sure that all nec es sary mea sures are

taken in or der to give ef fect to the pro vi sions of this agree ment, in clud -

ing their ob ser vance, ex cept as oth er wise pro vided in this Agree ment,

by state and pro vin cial gov ern ments.”

Chap ter 2 is en ti tled “Gen eral Def i ni tions.” Ar ti cle 201 con tains two 

para graphs. Ar ti cle 201.1 pro vides that, for the pur poses of the agree -

ment, un less oth er wise spec i fied (inter alia): “ter ri tory means for a Party

the ter ri tory of that Party as set out in An nex 201.1.” Para graph 201.2

states that “For pur poses of this Agree ment, un less oth er wise spec i fied,

a ref er ence to the state or prov ince in cludes lo cal gov ern ments of that

state or prov ince.” An nex 201.1, en ti tled “Spe cific Coun try Def i ni -

tions,” de fines “ter ri tory” to mean, “with re spect to Can ada, the ter ri -

tory to which its cus toms laws ap ply, in clud ing any ar eas be yond the

ter ri to rial seas of Can ada within which, in ac cor dance with in ter na -

tional law and its do mes tic law, Can ada may ex er cise rights with re -

spect to the sea bed and sub soil and their nat u ral re sources.”

Chap ter 3 con cerns “Na tional Treat ment and Mar ket Ac cess for

Goods.” Ar ti cle 301 is as fol lows:
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1. Each Party shall ac cord na tional treat ment to the goods of an -
other Party in ac cor dance with Ar ti cle III of the Gen eral Agree -
ment on Tar iffs and Trade (GATT), in clud ing its in ter pre ta tive
notes, and to this end Ar ti cle III of the GATT and its in ter pre ta -
tive notes, or any equiv a lent pro vi sion of a suc ces sor agree ment
to which all Par ties are party, are in cor po rated into and made
part of this Agreement.

2. The pro vi sions of para graph 1 re gard ing na tional treat ment
shall mean, with re spect to a state or prov ince, treat ment no less
fa vor able than the most fa vor able treat ment ac corded by any
such state or prov ince to any like, di rectly com pet i tive or
substitutable goods, as the case may be, of the Party which it
forms a part.

3. Para graphs 1 and 2 do not ap ply to the mea sures set out in An -
nex 301.3.

An nex 301.3, re ferred to in para graph 3 of Ar ti cle 301, enu mer ates

such mat ters as “con trols by Can ada on the ex port of logs of all spe cies”;

and “con trols by Can ada on the ex port of un pro cessed fish” pur su ant to

a se ries of spec i fied pro vin cial stat utes, as amended on Au gust 12, 1992.

Chap ter 10, en ti tled “Gov ern ment Pro cure ment,” ap plies in prin ci -

ple to pro vin cial gov ern men tal “en ti ties,” but this is merely a com mit -

ment in prin ci ple sub ject to fur ther ne go ti a tions, with the pos si bil ity in

the mean time of “vol un tary and re cip ro cal” lib er al iza tion, by state and

pro vin cial gov ern ments, of their re spec tive gov ern ment-pro cure ment

mar kets. Pro cure ment by pro vin cial gov ern ment en ter prises, so far as I

can tell on a quick read ing of Chap ter 10, is not con trolled by Chap ter 10. 

I re fer you to Ar ti cle 1001 (Scope and Cov er age), Ar ti cle 1024 (Fur ther

Ne go ti a tion), Ar ti cle 1025 (Def i ni tions), An nex 1001.1a-3 (State and

Pro vin cial Gov ern ment En ti ties), and An nex 1001.1a-2 (Gov ern men tal

En ter prises: only listed en ter prises are cov ered, but the Sched ule of

Can ada in cludes no pro vin cial gov ern ment en ter prises).

Chap ter 11, en ti tled “In vest ment,” con tains a num ber of im por tant

pro vi sions, no ta bly in Ar ti cle 1102 (Na tional Treat ment); Ar ti cle 1103

(Most-Fa vored Na tion Treat ment); Ar ti cle 1105 (Min i mum Stan dard of

Treat ment); Ar ti cle 1106 (Per for mance Re quire ments); and Ar ti cle 1107

(Se nior Man age ment and Boards of Di rec tors). Their ap pli ca tion to Ca -

na dian pro vin cial and lo cal gov ern ments is con trolled by Ar ti cle 1108,

which reads in part as fol lows:
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1. Ar ti cles 1102, 1103, 1106, and 1107 do not ap ply to:

a) any ex ist ing non-con form ing mea sure that is main tained by:

(i) a Party at the fed eral level, as set out in its Sched ule to An nex I or

III,

(ii) a state or prov ince, for two years af ter the date of en try into force 

of this Agree ment, and there af ter set out by a Party in its Sched -

ule to An nex I in ac cor dance with para graph 2, or

(iii) a lo cal gov ern ment.

It is use ful to note that the ob li ga tions un der Chap ter 11, in clud ing

those which bar ex pro pri a tion—un less it be for a pub lic pur pose, on a

non-dis crim i na tory ba sis, in ac cor dance with due pro cess of law and

other guar an tees, and with pay ment of com pen sa tion—give rise on

breach to an ar bi tral-tri bu nal award re sult ing in mon e tary com pen sa -

tion or prop erty res ti tu tion. More over, a party can pay mon e tary dam -

ages with in ter est in lieu of res ti tu tion. So the Par lia ment of Can ada

might well, at least in cer tain in stances, pre fer to cause the gov ern ment

of Can ada to pay the pe cu ni ary costs of pro vin cial breaches—per haps

ob tain ing in dem nity from the prov ince—rather than co erc ing the prov -

ince to per form spe cif i cally. Of course, it is gen er ally true that the gov -

ern ment of Can ada could pre fer to ac cept sanc tions for Can ada’s

pro vin cially in duced breaches of NAFTA rather than com pel com pli -

ance by re cal ci trant prov inces.

Chap ter 12, “Cross-Bor der Trade in Ser vices,” ad dresses, in Ar ti cle

1202, Na tional Treat ment; in Ar ti cle 1203, Most-Fa vored Na tion Treat -

ment; in Ar ti cle 1204, Stan dard of Treat ment; and in Ar ti cle 1205, Lo cal

Pres ence. Ar ti cles 1206 and 1207 note that Ar ti cles 1202, 1203, and 1205

do not ap ply to the same mea sures as listed for ar ti cles 1102, 1103, 1106,

and 1107 above.

Un der Ar ti cle 1207, “Quan ti ta tive Re stric tions,”

1. Each Party shall set out in its Sched ule to An nex V any quan ti -
ta tive re stric tion that it main tains at the fed eral level.

2. Within one year of the date of en try into the Force of this
Agree ment, each Party shall set out its Sched ule to An nex V any
quan ti ta tive re stric tion main tained by a state or prov ince, not
in clud ing a lo cal government.
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As re gards ap pli ca tion of Chap ter 12 to the Ca na dian Prov inces, I

note also Ar ti cle 1209 (Pro ce dures); Ar ti cle 1213 (Def i ni tions), es pe -

cially Ar ti cle 1213.1 as re gards non-gov ern men tal bod ies ex er cis ing

del e gated pow ers. Let me an nounce here that I shall study very closely

An nex 1210.5 (Pro fes sional Ser vices), es pe cially Sec tion B—"For eign

Le gal Con sul tants."

Chap ter 14, on fi nan cial ser vices, con tains pro vi sions closely anal o -

gous to those on ser vices. In Chap ter 14, I note par tic u larly Ar ti cle 1409

(Res er va tions and Spe cific Com mit ments), which spe cif i cally ad -

dresses the po si tion of the par ties’ states and prov inces.

The seven an nexes to NAFTA con tain the “Res er va tions and Ex cep -

tions” for Chap ters 11, 12, and 14. An nex I con cerns “Res er va tions for

Ex ist ing Mea sures and Lib er al iza tion Com mit ments”;  An nex II con -

cerns “Res er va tions for Fu ture Mea sures.”  Some of these pro vi sions

will be of spe cial in ter est to Ca na dian prov inces. For ex am ple, An nex II

con tains a res er va tion to the ob li ga tion of na tional treat ment, aris ing

un der Ar ti cle 1102, in re spect to in vest ment. Page II-C-2 reads:

Can ada re serves the right to adopt or main tain any mea sure re -
lat ing to res i dency re quire ments for the own er ship by in ves tors
of an other Party, or their in vest ments, of oceanfront land.

Stu dents of the Ca na dian con sti tu tion will be fa mil iar with the case of

Mor gan v. A.-G. for Prince Ed ward Is land, (1975) 55 D.L.R. (d) 527, in

which the Su preme Court of Can ada up held the leg is la tive au thor ity of

a prov ince to re strict landholding by non-res i dents. The res er va tion

cited is nar rower than the P.E.I. leg is la tion, but no doubt the P.E.I. stat -

ute will in due course be pro tected un der An nex I as an existing

non-conforming measure.

An nex I con tains a sim i lar re stric tion for ex ist ing fed eral stat u tory

pro vi sions re spect ing re stric tions on for eign landholding in Al berta.

You will no tice that there is a two-year pe riod from the en try into force

of NAFTA for par ties to add to the pres ent list in An nex I fur ther ex ist -

ing state or pro vin cial non-con form ing mea sures (i.e. ex ist ing at the

date of en try into force of NAFTA: see Ar ti cle 201.1). This af fects in vest -

ment (see Ar ti cle 1108.2) and cross-bor der trade in ser vices (see Ar ti cle

1206.2). It would be sur pris ing if there were not a pro vin cial stam pede

to pro tect their non-con form ing laws.
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The pending federal NAFTA
implementing measure (Bill C-115)

Com mons Bill C-115, en ti tled “An Act to Im ple ment the North Amer i -

can Free Trade Agree ment,” was in tro duced into the House on Feb ru -

ary 25, 1993. It is, of course, not yet law; nor has it even been passed by

the House of Com mons. The bulk of the bill is con tained in Part II, Re -

lated and Con se quen tial Amend ments, which adapts the body of fed -

eral stat ute law to the agree ment. Nearly 30 fed eral acts are af fected.

Part I is en ti tled Im ple men ta tion of Agree ment Gen er ally. Sec tion 10 is

very suc cinct. Un der the head ing, Ap proval of Agree ment, it en acts

sim ply “the Agree ment is hereby ap proved.” This, in my view, is sim -

ply a po lit i cal state ment of par lia men tary ap proval. It is doubt ful

whether any le gal con se quences flow from it. Cer tainly it does not im -

pose the terms of the agree ment on the provinces. Far more explicit

language is needed for that.

The only ap par ent in stance of a pro vi sion co er cive of the prov inces

is Sec tion 20 of the act. Even this is only en abling; it em pow ers the fed -

eral ex ec u tive—the gov er nor gen eral of Can ada, act ing by and with the

ad vice of the Queen’s Privy Coun cil for Can ada—to make reg u la tions if

they should ap pear nec es sary to en force two ar ti cles of the agree ment,

and then only af ter con sul ta tion with the rel e vant pro vin cial gov ern -

ment. The two NAFTA ar ti cles in ques tion con cern cer tain al co holic

bev er ages.

The Can ada-United States Free Trade Agree ment Im ple men ta tion

Act, S.C. 1988, c.65, con tained a pro vi sion, Sec tion 9, anal o gous to Sec -

tion 20 of Bill C-115. It cov ered Chap ter 8 of the Can ada-U.S. Agree -

ment, “Wine and Dis tilled Spir its.” It is in ter est ing to see where, in the

light of ex pe ri ence, the Ca na dian fed eral gov ern ment ex pects trou ble to

arise.

Let me make a few other gen eral re marks. If en acted, Bill C-115 will,

in vir tue of Sec tion 247, only come into force—pro vi sion by pro vi -

sion—as or dered by the gov er nor gen eral in coun cil, and only if he is

sat is fied that the other par ties have taken sat is fac tory steps to im ple -

ment the agree ment.

Im me di ately pre ced ing Part I are some pro vi sions of gen eral ap pli -

ca tion. Sec tion 6 ap pears des ig nated to pre clude pri vate lit i ga tion to es -

tab lish rights that arise un der the agree ment, in so far as the agree ment
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has been made part of do mes tic law. Rights in cor po rated into do mes tic

law are, in the nor mal course, jus ti cia ble; and Sec tion 6 does not in ter -

fere with that justiciability, since those rights then arise un der the rel e -

vant other (i.e. im ple ment ing) laws—not un der Part I of Bill C-115, and

not “solely un der or by vir tue of the Agree ment.” Sec tion 6 is as fol lows:

6.(1) No per son has any cause of ac tion and no pro ceed ings of
any kind shall be taken, with out the con sent of the At tor ney
Gen eral of Can ada, to en force or de ter mine any right or ob li ga -
tion that is claimed or arises solely un der or by vir tue of Part I or
any or der or reg u la tion made under Part I.

(2) Sub ject to Sec tion B of Chap ter Eleven of the Agree ment, no
per son has any cause of ac tion and no pro ceed ings of any kind
shall be taken, with out the con sent of the At tor ney Gen eral of
Can ada, to en force or de ter mine any right or ob li ga tion that is
claimed or arises solely un der or by vir tue of the Agreement.

Its terms ap ply, how ever, even to Sec tion 20 (quoted above) and to

reg u la tions made un der Sec tion 20, de spite the fact that these pro vi -

sions would nor mally con sti tute a fully jus ti cia ble part of do mes tic law,

and may even in volve pen al ties (see Sec tion 20(1); In ter pre ta tion Act,

R.S.C. 1985, c. I-21, ss. 2(1) and 34; Crim i nal Code, R.S.C. 1985, C-46, as

amended, s. 126).

Bill C-115 also pro vides (Sec tion 3) that it, and other fed eral leg is la -

tion im ple ment ing the NAFTA, are to be in ter preted in a man ner con sis -

tent with the agree ment.

Sec tion 3 would it self have been enough to jus tify sched ul ing the

en tire text of NAFTA to Bill C-115, cum ber some as that might be. That

course was in fact fol lowed in the 1988 stat ute im ple ment ing the Can -

ada-U.S. Agree ment, and is usual Ca na dian fed eral leg is la tive prac tice

when in ter na tional agree ments are given ef fects in do mes tic law. In -

stead, Sec tion 2(2) of Bill C-115 sim ply re quires that the agree ment

“shall be pub lished in the Can ada Treaty Se ries.” Fail ure to make

NAFTA part of the stat ute book im pairs the ac cess of the le gal pro fes -

sion and the pub lic to the NAFTA text, and in volves is sues of prin ci ple

as well as prac ti cal in con ve nience.
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Industrial Policy,
Subsidies, and Trade Law:

Troubling the
Waters of Trade

Brian R. Russell

In these lay a great mul ti tude of im po tent folk, of blind, halt,
with ered, wait ing for the mov ing of the wa ter.

For an an gel went down at a cer tain sea son ... and trou bled the
wa ter; who so ever then first af ter the trou bling of the wa ter
stepped in was made whole of what so ever dis ease he had.

—John 5: 3,4, King James Ver sion

JOHN’S AC COUNT OF THE MIR A CLE at the pool at Bethesda pro vides a

use ful anal ogy to cur rent U.S. sub sidy prac tices and their role in in ter -

na tional trade. Just as the sick and in firm of John’s day waited anx iously 

at pool side for a mir a cle cure, so to day, many com pa nies and ideas

await the in tro duc tion of some mi rac u lous new gov ern ment pan a cea

de signed to bol ster their in ter na tional com pet i tive ness and as suage

post-par tum dif fi cul ties. The most re cent ex am ple of this phe nom e non
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is the de ci sion by the Clinton ad min is tra tion to play archangel to the

U.S. high-technology sector. 

High-tech industrial policy

The in stru ment of gov ern ment vis i ta tion was pro claimed by the pres i -

dent in a Feb ru ary 22, 1993, speech given to work ers at Sil i con Graphics

In cor po rated, a com puter man u fac turer lo cated in Moun tain View, Cal -

i for nia. In his speech, the pres i dent out lined a com pre hen sive plan for

gov ern ment as sis tance to U.S. high-tech nol ogy com pa nies. Tech nol ogy 

for Amer ica’s Eco nomic Growth, A New Di rec tion to Build Eco nomic

Strength (TAEG)1 pro vides the de tails of what, on pa per at least, ap -

pears to be an am bi tious new man date for gov ern ment di rec tion and

subsidization of the American high-tech sector.

TAEG out lines an agenda for change in Amer i can tech nol ogy pol -

icy. At an es ti mated cost of $17 bil lion over four years, the pro gram calls

for a ma jor shift of mil i tary and other fed eral lab o ra tory re search pri or i -

ties. Fo cus ing on the cre ation of gov ern ment-in dus try con sor tiums, the

plan pro poses a shift ing of de fence-re lated re search to ci vil ian tech nol -

ogy and an ad di tional dol lop of fed eral spend ing to pro mote such

things as com puter-aided man u fac tur ing, en vi ron men tal tech nol o gies,

and the so-called “in for ma tion su per high way.” The plan in cludes $1.3

bil lion to ex pand the role of the Na tional In sti tute of Stan dards and

Tech nol ogy to in clude fi nan cial as sis tance for des ig nated high tech pro -

jects, and a tax ex pen di ture of some $6.4 bil lion over four years to make

per ma nent the Re search & Ex per i men ta tion Tax credit cur rently set to

ex pire this year. The Ad min is tra tion plans to take an ac tive role in fi -

nanc ing the de vel op ment of an en vi ron men tally friendly au to mo bile

and to pump new funds into man u fac tur ing ex ten sion cen tres de signed

to in crease the dif fu sion of lead ing-edge tech nol ogy to small and me -

dium en ter prises. Per haps more sur pris ingly, the plan calls for the re -

form of anti-trust laws to per mit joint pro duc tion ven tures. The

SEMATECH model is ex tended be yond re search col lab o ra tion to in -

clude man u fac tur ing endeavours. This would seem to open the door to
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all sorts of col lab o ra tive ef forts in volv ing mul ti na tion als, some of which 

may smack of what used to be called oli gop oly. Clearly, the ad min is tra -

tion has sig nalled a ma jor foray into the high tech nol ogy sector.

Whether or not the Clinton agenda con sti tutes what The Econ o mist

called “em bark ing on an overt in dus trial pol icy,”
2
 it cer tainly raises se -

ri ous ques tions about the role of gov ern ment in ter ven tion in the econ -

omy. Cer tainly this par tic u lar bout of gov ern men tal lar gesse has been

han dled more skil fully than most of its pre de ces sors. It is di rected at a

sec tor that is cur rently fash ion able as the en gine of eco nomic growth,

and it was con structed with the aid of many of the in dus tries’ lead ing

pri vate sec tor par tic i pants: As John Scully, CEO of Ap ple Com puter

Inc., noted, “We helped write it. How could we find any thing wrong

with it?”
3

It is cer tainly not the case that tar get ing the high-tech nol ogy sec tor

was not go ing on be fore Clinton.
4
 In fact, gov ern ment as sis tance is a ma -

jor part of the Amer i can busi ness en vi ron ment. A com pre hen sive re -

view of all as sis tance pro grams from the fed eral and 11 state

gov ern ments con ducted by the U.S. Pol icy Stud ies Group at Dalhousie

Uni ver sity sug gests that the to tal value of U.S. fed eral and state gov ern -

ment as sis tance to non-ag ri cul tural busi ness was nearly $135 bil lion in

1989. None the less, TAEG rep re sents a sig nif i cant up ping of the fed eral

ante in the high-tech nol ogy sec tor.

Re gard less of the rel a tive mer its of the ap proach, let us as sume that

the Clinton ad min is tra tion has de cided to adopt some form of high-tech

in dus trial pol icy and that TAEG is its man i festo. Such a pol icy ap pears

to blend neatly with the man aged trade strat egy emerg ing from Wash -

ing ton. A gov ern ment that be lieves it can tar get cru cial sec tors do mes ti -

cally that will drive eco nomic growth is not likely to be any less

san guine about its abil ity to open or close trade se lec tively, based on
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per ceived self in ter est. This ap pears to be the cur rent think ing. (Though

one is, of course, en ti tled to a healthy scep ti cism about the abil ity of this

or any gov ern ment to make these prog nos ti ca tions with any thing ap -

proach ing ac cu racy.)

Trade law and domestic subsidies

How does this strat egy on do mes tic sub sidy pol icy cor re spond with the

ex ist ing rules of in ter na tional trade as set out in the GATT, the Can -

ada-U.S. FTA, and the pro posed NAFTA? The short an swer to this ques -

tion is, quite well. This re flects the fact that in ter na tional trade law has

tra di tion ally given a wide berth to the ques tion of do mes tic sub si dies

and has gen er ally fo cused such at ten tion as it has given the topic of sub -

si dies on those spe cif i cally di rected at in creas ing ex ports.5 This ap -

proach is re flected in the GATT6 in Article XVI(4):

. . . con tract ing par ties shall cease to grant ei ther di rectly or in di -
rectly any form of sub sidy on the ex port of any prod uct other
than a pri mary prod uct . . .

Ar ti cle 11(1) of the To kyo Round Code on Sub si dies and Coun ter -

vail ing Du ties makes ex plicit the Par ties in ten tions: 

Sig na to ries rec og nize that sub si dies other than ex port sub si dies
are widely used as im por tant in stru ments for the pro mo tion of
so cial and eco nomic pol icy ob jec tives and do not in tend to re -
strict the right of sig na to ries to use such sub si dies . . .7

States are left to be mas ters of their own house with re spect to as sis tance

not spe cif i cally tar geted at in creas ing exports.
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Both the FTA and NAFTA are also timid on this ques tion. Ar ti cle

1907 of the FTA pro vides for the es tab lish ment of a bi-na tional work ing

group to “seek to es tab lish more ef fec tive rules and dis ci plines con cern -

ing the use of gov ern ment sub si dies” and to “seek to de velop a sub sti -

tute sys tem of rules for deal ing with un fair pric ing and gov ern ment

sub si di za tion . . .”
8

This group was to have re ported to the par ties as soon as pos si ble,

and in any event to make its best ef forts to de velop and im ple ment the

sub sti tute sys tem of rules within seven years of the sign ing of the agree -

ment. Fail ure to do so “shall al low ei ther party to ter mi nate the agree -

ment on six months no tice.”
9
 As en vi sioned, the en tire Chap ter 19

dis pute res o lu tion mech a nism was to be an in terim pro cess to be re -

placed by a com pre hen sive bi na tional law on dump ing and sub si dies.

Such a sys tem had been a ma jor goal of Ca na dian ne go ti a tors in the

agree ment, but was clearly not on the ta ble from the be gin ning for the

U.S. ne go ti a tors. Bi na tional dis pute set tle ment pan els were the re sult -

ing hard-won com pro mise. These have at least pro vided an im par tial

re view body but they re main bound by ar chaic na tional trade rem edy

laws.

NAFTA
10

 has wa tered down the FTA com mit ment even fur ther.

Un der Ar ti cle 1907(2), the par ties agree to con sult on:

a) the po ten tial to de velop more ef fec tive rules and dis ci plines con -

cern ing the use of gov ern ment sub si dies; and

b) the po ten tial for re li ance on a sub sti tute sys tem of rules for deal -

ing with un fair transborder pric ing prac tices and gov ern ment

sub si di za tion.

Note the change in em pha sis. The com mit ment to “seek to es tab lish ...

and de velop” rules and a sub sti tute sys tem has be come an agree ment to
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“con sult” on the “po ten tial” for such agree ments; not the agree ments

them selves, but rather the po ten tial for them. The nebu lous ness of con -

sult ing on po ten tial need hardly be commented upon.

Such ret i cence re moves the par ties at least one de gree fur ther from

ac tual re sults, a con di tion to which they were never very close. Fur ther,

these con sul ta tions are to oc cur, not within the con text of an on go ing,

spec i fied work ing group struck to ex am ine the is sues but ap par ently at

a rather more ge neric level at which nu mer ous other is sues may di vert

at ten tion and be traded off. Fi nally, any ref er ence to a spec i fied time

frame is re moved and any spe cific ref er ence to lack of prog ress on these

ques tions as grounds for ab ro ga tion is also ab sent. In short, the is sue is

placed so far on the back burner as to be out of sight.
11

It has been sug gested by some of fi cials that the sub si dies is sue need

not be ad dressed in the re gional agree ment in any case. Ac cord ing to

this line of thought, which has pre vailed for some time, the pro posed

sub si dies pro vi sions of the Uru guay Round of GATT ne go ti a tions
12

make ac cept able ar range ments on sub si dies that could be in cor po rated

ho lus-bolus into NAFTA once the Round is con cluded. Were the cur -

rent ver sion of the draft code to be adopted, it could place sub stan tial

lim i ta tions on the abil ity of an ad min is tra tion to dis perse funds to any

spe cific high-tech nol ogy pro ject. Ar ti cle 8.2(a) al lows for:

as sis tance for re search ac tiv i ties con ducted by firms or by
higher ed u ca tion or re search es tab lish ments on a con tract ba sis
with firms if:

the as sis tance cov ers not more than 50 per cent of the
costs of ba sic in dus trial re search or 25 per cent of the costs 
of ap plied re search . . .
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While it may be that this limit is too high for U.S. ac qui es cence

(largely due to con straints on its own spend ing likely to be im posed by

bud get dif fi cul ties), it is nev er the less ca pa ble of be ing a sig nif i cant fac -

tor in the in di vid ual case and is an un de ni able re straint on U.S. free dom

of ac tion. Whether it is suf fi cient re straint to fore stall the kind of fed eral

gen er os ity with which it is un likely coun tries like Mex ico can com pete,

or the type of in dus trial pol icy-mak ing, sug gested by TAEG, which

man dates the preselection of suc cesses (a func tion at which most gov -

ern ments have a no to ri ously poor re cord), is at best de bat able. What is

cer tain is that this re stric tion would be ap pli ca ble to the type of high

tech nol ogy pol icy fa voured by the Clinton ad min is tra tion and that

other pro vi sions of the sub si dies chap ter could have far-reach ing ef fects 

in other ar eas and at the sub-fed eral level as well.
13

It is true that the pro posed Dunkel draft of the Uru guay Round

Agree ment con tains the first at tempts to re strain do mes tic sub sidy pol i -

cies and goes some dis tance to ward pro vid ing a mo di cum of dis ci pline.

Whether or not one is of the opin ion that these pro vi sions go far enough, 

they are an im prove ment, and a sub stan tial one. There re main, how -

ever, at least three ma jor prob lems with al low ing these pro pos als to

serve as the NAFTA back stop. First, it ap pears that spe cific pro vi sions

of the sub si dies code have be come bar gain ing chips in the broader ne -

go ti a tions to con clude the Round and may be weak ened or sac ri ficed.

Sec ond, Godot may never ar rive. The fate of the en tire Round is cur -

rently in doubt whether or not there is any agree ment on sub si dies. To

date the par ties have waited more than two years past the orig i nal

sched uled con clu sion of the Round. One is forced to won der if it would

not have been pref er a ble to have used the time to have started on a Plan

B should the Round col lapse. No one seems to be pre pared to deal with

this pos si bil ity even now. It is un likely that fran tic handwringing will
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suf fice. Third, even if the Round suc ceeds and the sub sidy chap ter is ap -

proved ex tant, it is by no means the fi nal word on the sub ject. This is par -

tic u larly so in the con text of a North Amer i can mar ket that is be com ing

in creas ingly in te grated in ev ery sec tor. Much thought needs to be given

to a sys tem that goes be yond what can be achieved mul ti lat er ally.

Conclusion

Where then does all this leave us? Es sen tially where we be gan, with an

ad min is tra tion ap par ently dis posed to try and tar get high-tech nol ogy

suc cesses, and with any num ber of po ten tial re cip i ents clam our ing for

re lief. To re turn to the par a ble, the crush at Bethesda was so great as to

deny the most wor thy his op por tu nity. No doubt there will be a sim i lar

cat er waul ing for Clinton “mir a cles.” In the cur rent un dis ci plined and

wide open mar ket for do mes tic sub si dies, such cries will in ev i ta bly lead 

to a best-ef forts at tempt to sat isfy the most vo cal sup pli cants. His tor i -

cally, greas ing the squeaky wheel has not been a ter ri bly ef fi cient strat -

egy for eco nomic growth, nor is any vari a tion thereof likely to be. An

en vi ron ment in which na tions are free to en ter into un re stricted sub sidy 

war fare lim ited only by their ca pac ity to pay is nei ther ef fi cient nor de -

sir able. Given the size of world wide def i cits, and the vary ing de grees of

avail able tax bases, such a pol icy is doomed to worsen na tional and

global wel fare. What is re quired is an agreed-upon set of rules which

force na tions to act more rationally and responsibly, bearing in mind

their own long-run self-interest.

Re gional agree ments pro vide an ideal op por tu nity for this type of

ex em plary think ing. Un for tu nately, NAFTA, while a step for ward

over all, takes a back ward step in an im por tant area in which for ward

mo tion has been all too in fre quent and ten ta tive. Ca na dian, Mex i can,

and Amer i can pol icy mak ers need to re in vig o rate the pro cess en vi -

sioned in the FTA and be gin to lead the rest of the world by ex am ple.

The smaller ne go ti at ing group pro vides an ideal op por tu nity for in no -

va tive and ground-break ing think ing re gard less of the sta tus of the

GATT pro pos als. While we should not be Polly annas, and must rec og -

nize that there are ex tremely high po lit i cal sen si bil i ties on these is sues

in all three coun tries, it is long past time that the pro cess of change be gan 

in ear nest. The cur rent spate of Can ada-U.S. dis putes on lum ber, beer,

and steel, among oth ers, only high lights the im por tance of pro ceed ing
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now. The cur rent sys tem is not good enough for the emerg ing North

Amer i can mar ket. 
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NAFTA Dispute
Settlement Panels:  
Theory and Practice

Armand De Mestral

I KNOW THAT IN CIR CLES OF ECON O MISTS and trade ex perts, law yers are

con sid ered par a sites, but be as sured that any knowl edge I have of dis -

pute set tle ment, I came by hon estly. I am prob a bly one of very few who

has read the en tire Can ada-U.S. Free Trade Agree ment. I had to read it

be cause the pro vi sions on dis pute set tle ments be gin in the pre am ble

and run right through to the last annex.

The dis pute set tle ment pro vi sions that are en vis aged in NAFTA

were in spired by the Gen eral Agree ment on Tar iffs and Trade (GATT).

One fea ture of the GATT over the past 40 years has been the de vel op -

ment of a fairly in ter est ing set tle ment pro cess, which is half ar bi tra tion

and half me di a tion. 

In the same way that the FTA and NAFTA fit into the GATT ma trix,

a ma jor part of the dis pute set tle ment pro cess is largely in spired by the

GATT ma trix. In the for ma tion of pan els—which are in vited to study a

prob lem and de ter mine who is right and who is wrong and how a par -

tic u lar prob lem can be re solved—the FTA and NAFTA draw heavily on

the GATT ex pe ri ence. 
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In deed, at this point in the Uru guay Round of the GATT ne go ti a -

tions, there are a lot of new pro pos als that take the GATT dis pute set tle -

ment pro cesses some what fur ther to ward a more ju di cial and bind ing

ar bi tra tion. There is al most a com pe ti tion be tween the FTA and NAFTA 

and what has been hap pen ing in the Uru guay Round as to who will get

there first in terms of the pro cess. 

Sec ond, it is very clear that the NAFTA dis pute set tle ment mech a -

nism de rives from the FTA pro cess. If one is fa mil iar with Chap ters 18

and 19 of the FTA, the struc ture of the FTA, the role played by ex pert

com mit tees, by dis pute avoid ance, and the pro cess in volved in cre at ing

dis pute set tle ment mech a nisms, then one can un der stand very readily

what has been done in NAFTA. NAFTA built al most en tirely on what

had al ready been done in the FTA re gard ing dis pute set tle ment, but it

has gone fur ther. 

Ba si cally, the Can ada-U.S. free trade model se lected as its goal dis -

pute avoid ance, and not sim ply the set ting up of a mar vel lous mech a -

nism for re solv ing dis putes and cre at ing jobs for law yers. Sec ond,

dis putes and the dis pute avoid ance pro cess are dealt with through the

cre ation of many spe cific tech ni cal com mit tees un der ev ery chap ter in

the agree ment, not just the sin gle dis pute set tle ment chap ters. This is

built right into the struc ture of the agree ment, and it is part of the on go -

ing im ple men ta tion.

Third, we have in the agree ment two spe cific chap ters deal ing with

dis pute set tle ment: one is Chap ter 18, which is very sim i lar to the GATT

model, and then Chap ter 19, which is tai lored es pe cially to dis putes in -

volv ing anti-dump ing and coun ter vail ing du ties or sub si dies. The

unique ap proach of this chap ter in the FTA agree ment in volves the way

the ne go ti a tors re sponded to their in abil ity to reach com mon stan dards

on laws gov ern ing large U.S. re tal ia tory leg is la tion. Can ada was not ex -

empted from U.S. anti-dump ing and coun ter vail ing laws, but Can ada

also saw the in clu sion of Chap ter 19, which cre ated a spe cial pro cess of

ap peal on dump ing or sub si dies from de ci sions by Amer i can or the Ca -

na dian reg u la tory agen cies to a bi lat eral tri bu nal. 

The FTA also said that within five years both par ties would try to

work out com mon stan dards on dump ing and sub sidy laws. That pro -

cess ap par ently never got off the ground. It was in stead left to the Uru -

guay Round of GATT ne go ti a tions where, in fact, they have
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re ne go ti ated a sub si dies code, but have made lit tle prog ress in abol ish -

ing anti-dump ing du ties.

In NAFTA, dis pute avoid ance and dis pute set tle ment are ex tended

more broadly. In fact, there are more spe cific dis pute set tle ment com -

mit ments and even more dis pute set tle ment pro ce dures in NAFTA than 

there were in the FTA. As in the FTA, dis pute avoid ance pro ce dures are

wo ven through the NAFTA text, through vir tu ally ev ery chap ter. More

spe cific pro vi sions are con tained in four chap ters:  11 on in vest ments, 14 

on fi nan cial ser vices, 19 on anti-dump ing and coun ter vail ing dis putes,

and 20 on the gen eral dis pute set tle ment pro cess. 

With re spect to in vest ments, this is one of the ar eas in the FTA

where com mit ments are not sub ject to se ri ous dis pute set tle ment. The

new NAFTA text, Chap ter 11, which deals with in vest ments, pro vides

for an ex ten sive dis pute set tle ment, but in stead of re ly ing on Chap ter

20, the gen eral dis pute set tle ment pro cess in NAFTA, it was de cided

that the three coun tries would use a tri bu nal and ar bi tral pro cess. That

av e nue has ex isted since 1965 and is known as the In ter na tional Court

for the Set tle ment of In ter na tional Dis putes (ICSID). It is an ar bi tral pro -

cess that leads to bind ing ar bi tral de ci sions. 

Chap ter 11 of the NAFTA text spec i fies that if an in vest ment dis -

pute arises (other than the de ci sion in a par tic u lar case not to al low a

par tic u lar in vest ment to pro ceed, let’s say un der ex ist ing Ca na dian in -

vest ment laws) that ques tion goes to the ICSID. The ICSID treaty takes

pre ce dence over oth ers, and the de ci sion must be re spected by the par -

ties. One of the in ter est ing fea tures of the ICSID is that it con sid ers dis -

putes be tween pri vate in ves tors and gov ern ment as well as

in ter gov ern men tal dis putes.

Fi nan cial ser vices are dealt with in Chap ter 14, and here again the

ear lier FTA agree ment com mit ments were very lim ited. In chap ter 14 of

the NAFTA there is a com mit ment to dis pute set tle ment that did not ex -

ist un der the cor re spond ing chap ter in the FTA. In struc tions are to fol -

low the pro cess un der Chap ter 20, the gen eral dis pute set tle ment

pro cess, ex cept that the peo ple who would be called upon to form the

panel are drawn not from the gen eral group but from a group of fi nan -

cial ex perts. There is a spe cial ros ter of fi nan cial ex perts so that the or di -

nary law yer or trade ex pert will not be called upon. Fi nan cial ser vices

dis putes are to be re solved by fi nan cial ex perts. Those who are aware

that the trade world and the mon e tary world never meet will readily un -
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der stand the sub tle logic of this dis tinc tion. Bank ers again sub mit them -

selves to dis pute set tle ment, but with their own kind.

Chap ter 19, the same num ber as in the FTA, deals with dis putes

aris ing from de ci sions of ad min is tra tive tri bu nals in par tic i pat ing coun -

tries on dump ing or in jury from sub si dies. I pre sume that ev ery body

un der stands what is meant by dump ing. It is also known as fair com pe -

ti tion in a free mar ket. A gov ern ment be lieves that when you sell a loss

leader it is good mar ket ing. When you buy a loss leader that is dump -

ing. We still treat for eign goods as some how worse or in fe rior to our

own, so if some one sells for eign goods more cheaply in our mar kets and

this causes in jury to lo cal pro duc ers, this is dump ing and is there fore

bad.

 If, un der NAFTA, there is a find ing of dump ing or sub si dized ex -

ports, in Can ada, Mex ico, or in the United States, that de ci sion can be

ap pealed by the in jured party. In stead of ap peal ing to the or di nary

courts, as you would in Can ada to the fed eral court, or the Board of In -

ter na tional Trade in the U.S. or the ap pro pri ate court in Mex ico, you ap -

peal to a bi na tional panel of five trade ex perts who take the whole court

file and give a rul ing. 

This rul ing must have the ef fect of law in that coun try. The rul ing is

di rected to whether the do mes tic law was prop erly ap plied and im ple -

mented by the do mes tic tri bu nal. So, the rul ing is not con cerned with

gen eral in ter na tional law, but is of a do mes tic na ture. The ques tion al -

ways arises, did the ad min is tra tive tri bu nal ap ply its law in a proper

fash ion? This is the pro ce dure fol lowed to day in Chap ter 19 of the FTA.

As far as I know, there have been nine de ci sions and there are 12 or

13 cases ac tu ally run ning right now. Un der the FTA, most of the de ci -

sions have con firmed the va lid ity of the ad min is tra tive de ci sion. On oc -

ca sion, they sim ply over turn.

My im pres sion is that this sys tem has worked rel a tively well and

has done what has been asked of it in le gal terms. The FTA sys tem is

sim ply car ried for ward to NAFTA, the only dif fer ence be ing that now

you have a ros ter made up of three coun tries’ nom i nees, each coun try

hav ing 25. When a dis pute arises, the two coun tries in volved will se lect

two names from the ros ter, and the four in turn will name a chair. The

panel is then com plete. There is, as there was with the FTA, a built-in ex -

tra ap pel late that al lows for what is called an ex traor di nary chal lenge in

the event that the bi na tional panel be haves in some egre gious and im -
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proper fash ion. There has been, in fact, one de ci sion un der the FTA by

an ex traor di nary chal lenge panel made up of re tired se nior judges.

There is an other case pres ently pro ceed ing.

The FTA Chap ter 19 model was car ried al most ex actly for ward into

Chap ter 19 of the NAFTA by sim ply adapt ing it to ac com mo date three

coun tries. The word ing of both dis pute set tle ment chap ters, 19 and 20,

is de signed so that NAFTA may be ex panded to take in other coun tries.

Chap ter 20 con tains the gen eral dis pute set tle ment pro cess. It con -

cerns it self with any dis putes over the ap pli ca tion or in ter pre ta tion of

NAFTA not oth er wise cov ered. I have noted three ar eas that would oth -

er wise be cov ered by other pro cesses. The gen eral pro cess, then, is this

GATT-type model. It em bod ies a panel of five ex perts, who do not have

to be law yers and, un der the GATT, are rarely trained in the law. The

GATT uses three pan el lists while the FTA and NAFTA mod els use five.

They are asked both to de ter mine whether the treaty has been vi o lated

and whether the rights of ei ther party un der the treaty have been ig -

nored or im paired.

Gen eral dis pute set tle ment re mains a dual pro cess in that what is

en vis aged is both the de ter mi na tion as to the mean ing of the treaty and

rec om men da tions as to how the par tic u lar dis pute can be re solved. Un -

der the FTA, there have been four de ci sions to date, and there is at least

one more panel un der way. FTA pan els have op er ated very much like

the GATT pan els in the way they have in ter preted the trea ties.

The law of the GATT, the gen eral mul ti lat eral law gov ern ing our in -

ter na tional trade re la tion ships, has heavily in flu enced the de ci sion

mak ing frame work used by the pan el lists in ev ery one of the four dis -

putes we have men tioned. Each coun try chooses two names from a ros -

ter of ex perts. The dif fer ence in NAFTA will be that if there is a dis pute

be tween, say, Can ada and Mex ico, Can ada will chose the Mex i cans and

Mex ico will chose two Ca na di ans and the four will chose the chair. This

was de cided, I be lieve, at the Mex i cans’ be hest. It is a pos i tive step to -

ward multilateralism and in ter na tion al ism. I hope it will not lead to Ca -

na di ans look ing for two well-dis posed Mex i cans and Mex ico look ing

for two well-dis posed Ca na di ans, as of ten hap pens in in ter na tional dis -

pute set tle ments be fore the In ter na tional Court or in ter na tional ar bi tra -

tion. Fair ness will de pend on the in teg rity of the pan el lists and the way

each gov ern ment be haves.

www.fraserinstitute.org

264        Be yond NAFTA



A fi nal word. Al though very close to the ex ist ing model, in NAFTA

there could be lan guage prob lems in its im ple men ta tion. French is the

of fi cial sec ond lan guage of Can ada, and to my knowl edge there has

been no pro ceed ing where all of the doc u ments com ing from Can ada

were in French and had to be trans lated and all of the hear ings needed to 

be con ducted in French. As far as I know, ev ery thing has been con -

ducted largely in Eng lish. 

Clearly it could hap pen, and maybe it will soon hap pen, that we

will have an ar bi tra tion con ducted in French and in Eng lish. With Mex -

ico un der NAFTA, it is cer tain that large vol umes of doc u ments which

ex ist only in Span ish will have to be trans lated, and the hear ings will

have to be con ducted bi lin gually. This is some thing of a tech ni cal ques -

tion, but it may put a new spin on the way these dis pute set tle ments are

run. It may slow them down if they re quire trans la tion of 10,000 pages of 

doc u ments, or if 500 pages of new sub mis sions are needed. This is a new 

is sue that is not in su per a ble by any means, yet it has not al tered how the

pan els have op er ated up to now.

Pro cesses are fairly clear, but there are a num ber of other pro vi sions

through out the NAFTA treaty on dis pute set tle ment is sues, in clud ing

some right at the be gin ning that re fer to cer tain en vi ron men tal trea ties.

These trea ties will have pri or ity over NAFTA, and that could in clude

their dis pute set tle ment pro cesses if they are spelled out.
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Afterword

John W. Galbraith

FREE TRADE, OR THE MOVE MENT TO WARD IT, rep re sents a re duc tion in

the re stric tions placed on in di vid u als by gov ern ments (that is, a re -

duc tion in re stric tions on com mer cial deal ings with peo ple liv ing on the 

other side of some bor der). While re stric tions im posed on one self are

gen er ally re sisted, re stric tions im posed on oth ers of ten have a cer tain

at trac tion. Hence the po ten tial for op po si tion to lib er al iz ing changes

that seem, to some, so obviously desirable.

But de spite the scope for dif fer ence of opin ion, we live in a time in

which there is a great deal of sup port for lib er al ized trade ar range -

ments, and not only on our own con ti nent. One re sult has been a wide -

spread, if very grad ual, re duc tion in world wide tar iff lev els through the 

GATT.  An other re sult has been the for ma tion of re gional trad ing blocs,

of which NAFTA (if passed into law) will be one ex am ple. We have had

a good deal of dis cus sion of the pros pects for NAFTA pas sage; the

mood of the con fer ence, I would say, tends to ward the view that pas -

sage  (pos si bly with sup ple men tary agree ments gov ern ing, for ex am -

ple, en vi ron men tal stan dards) is rea son ably likely, but that the

prob a bil ity of dif fi culty has tended to be un der es ti mated in the re cent

past. In any event, I will say no more about the pre dic tions that have

been made; we will know the out come soon enough. What I will do is to

sug gest some gen eral themes and ideas that emerge from the con tri bu -

tions that we have en joyed over the past three days. 
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First, NAFTA rep re sents a next step in the evo lu tion of “our” trad -

ing bloc, which pres ently in cludes only Can ada and the U.S. Im plicit in

this state ment are the facts that NAFTA must not be viewed as any one’s

idea of the best of all pos si ble com mer cial and con trac tual worlds, nor as 

a fi nal state for trade re la tions, nor in deed as any thing other than prog -

ress to ward an even tual goal of greater ac cess, and open ness, to mar kets 

in all coun tries. If NAFTA is equated with Cordell Hull’s ideal of the

elim i na tion of all ar ti fi cial bar ri ers to in ter na tional trade (if only within

the con fines of the North Amer i can con ti nent), then false ex pec ta tions

have been raised. NAFTA, like the FTA in force be tween Can ada and

the U.S., ex empts var i ous classes of trade from con sid er ation, al lows

some classes of re stric tion to per sist, does not ad dress the ques tion of

gov ern ment sub si dies, and per haps most im por tant is a re gional ar -

range ment that will cre ate the trade di ver sion that fol lows from any sys -

tem of re gional pref er ences. 

Of course NAFTA is most use fully com pared not with the ideal

state of the world but with the im me di ate al ter na tive. From that an gle,

NAFTA brings much better ac cess to a large mar ket for Ca na dian and

U.S. out put, and sub stan tially better ac cess to a very large mar ket, for

Mex i can out put. Gains from spe cial iza tion are avail able for di vi sion

among cit i zens of the three coun tries; since we can clearly ex pect a large

in crease in de mand for Mex i can la bour, these gains may well ac crue

dis pro por tion ately to those in the lower part of the con ti nen tal in come

dis tri bu tion (al though it seems un likely that we will see a sim i lar re duc -

tion in in come in equal ity within Can ada and the U.S., as lower-paid

work ers’ skills be come rel a tively more abun dant in those two coun -

tries). While there will be some trade di ver sion, for some coun tries this

will be off set by the scope for the ac ces sion of new part ners to the agree -

ment in the fu ture. The quick pas sage of NAFTA would be a pre ce dent

for rapid ex pan sion of the free-trade area. 

A sec ond theme that emerged from the dis cus sion is, as I want to

em pha size, re lated to the first point that NAFTA is sim ply one step

along the path to free trade among na tions. That sec ond theme con cerns

the dif fi cul ties that arise pre cisely be cause of the re stric tions that re main 

in NAFTA, as well as the tech ni cal dif fi culty of re solv ing the myr iad

co-or di na tion prob lems, in clud ing co-or di na tion of laws and stan -

dards, that nec es sar ily arise in an am bi tious pro ject such as this. To take

one ex am ple from Mi chael Walker, con sider the prob lem of de fin ing
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rules of or i gin. If we have a prod uct to be ex ported from Can ada to the

U.S. free of tar iffs un der the FTA, then it must be deemed a Ca na dian

prod uct. This ne ces si tates for mu lat ing a rule for the per cent age of con -

tent that must be Ca na dian, rules for mak ing the cal cu la tion (e.g., is each 

com po nent counted all-or-none or on the ba sis of its per cent age con -

tent? Does in ter est on cap i tal bor row ing count as part of con tent?), and

so on. It also re quires that some one pay the cost of per form ing this po -

ten tially very lengthy cal cu la tion. But note that this prob lem arises pre -

cisely be cause the agree ment is a re stricted ap proach to free trade.  If we

had free trade among all re gions of the planet, rules of or i gin would be

un nec es sary: there would no lon ger be any peo ple out side the

free-trade area whose prod ucts would have to be ex cluded. The same is

true of the prob lem of trade di ver sion that arises be cause coun tries in -

side the bloc have ad van tages over those out side; in a world that had

evolved to ward gen eral free trade, there would be no re gion out side the

(sin gle) bloc away from which trade would be di verted.

Not all tech ni cal dif fi cul ties in such agree ments can be made  to dis -

ap pear by wid en ing the free-trade net to catch more trad ing part ners. 

There is pres sure for co-or di na tion in her ent in such ar range ments, not

only be cause sim i lar le gal and reg u la tory con di tions in dif fer ent re -

gions make move ment of goods and cap i tal eas ier, but also be cause dif -

fer ences in con di tions may put pres sure on the gov ern ment with more

oner ous reg u la tion to ease its stan dards or lose cap i tal. This co-or di na -

tion re quires thought and ad just ment. Carlos Braga and Edu ar do

Ramirez have given us two ex am ples of such dif fi cul ties, in the ef forts to 

co-or di nate in tel lec tual prop erty rights, and com mer cial law, among

NAFTA coun tries. What is strik ing, how ever, is that co-or di na tion is 

pos si ble, that prog ress can be and is be ing made.

These po ten tial dif fi cul ties bring me, in any event, to a third theme

that has run through the dis cus sions: the rel a tive mer its of trade lib er al -

iza tion through re gional trad ing blocs such as NAFTA, and the “mul ti -

lat eral” ap proach, through GATT, which at tempts to make much wider

re duc tions in tar iffs, even if the re duc tions are less deep. The dif fi culty

in co-ordinating the laws of three coun tries to fa cil i tate trade and in vest -

ment would be mag ni fied hugely if an at tempt were made to achieve

the same level of co-op er a tion among 20 or 120 coun tries. A lack of stan -

dard iza tion may serve as a non-tar iff bar rier, as in the case of a lack of

pro tec tion for in tel lec tual prop erty; the stan dard iza tion will be much
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eas ier to achieve in ne go ti a tions among a smaller group. The same ap -

plies, no doubt, to the ef fort re quired to en sure the co-op er a tion of gov -

ern ments at sub-na tional lev els in each of the coun tries con cerned: 

fewer par tic i pants im plies fewer prob lems to over come, and a higher

prob a bil ity of suc cess.

In the short term, then, re gional trad ing blocs may be a nat u ral re -

sponse to the in ev i ta ble dif fi culty of large-scale mul ti lat eral co-or di na -

tion. Re gional trade blocs, again, need not be viewed as ends in

them selves, but as a move ment closer to an even tual goal of un re -

stricted trade. We may be able to reap a large per cent age of the even tual

gains from a re gional bloc, while wait ing for the even tual pay-off from

GATT.  Or, per haps, it may prove eas ier in the end to move to ward elim -

i na tion of the last trade bar ri ers through ne go ti a tion among five or six

re gional  free-trade ar eas lead ing to of fers of re cip ro cal priv i leges. The

ap proaches ex em pli fied by GATT and NAFTA can be seen, with some

fore caster’s licence, as head ing to ward the same goal, and there fore as

com ple men tary. And the op ti mal path for any given na tion may well in -

volve par tic i pa tion in both.
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