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The North American Free Trade Agree-
ment (NAFTA), concluded between
Canada, the US and Mexico in 1993,
created the largest free trade area of its
kind and integrated partners of vastly un-
equal economic strengths. Mexico’s expe-
rience with the US through NAFTA pro-
vides valuable lessons for the South Afri-
can Customs Union (SACU) in its nego-
tiations with the world’s largest economy.

For NAFTA members,particularly Mexico,
the agreement is synonymous with
globalisation and free trade. In its earlier
years, the advantages of NAFTA were
given due recognition. But the recent
slowdown in global economic growth
linked to the faltering US economy has
revealed fault lines in the agreement and
criticism is mounting.

In criticising NAFTA, one must ask: Was
the situation in North America better be-
fore or after NAFTA? Economists and so-
cial activists differ on this point, with some
insisting that NAFTA is an example of ‘reck-
less globalisation’.1

Empirically, NAFTA has been an undis-
puted success. Trade and investment be-
tween member countries have increased
substantially, fulfilling NAFTA’s principle
objective. This is discussed below. Despite
this, many critics insist NAFTA has had a
detrimental effect on important Mexican
industries and its poor people. A recent
poll indicated that only 45% of Mexicans
thought NAFTA had benefited their
economy (compared to 63% in 1993 who
anticipated a positive effect from the pact).2

In the debate around development and

trade, both advocates and opponents of
NAFTA use development to justify their
position. Advocates argue NAFTA has
played a central role in Mexico’s economic
development through industrial diversifi-
cation, export-oriented strategies and tech-
nological advancement. Opponents insist
it has perpetuated jobless growth and ben-
efited only a small portion of the popula-
tion, which had the resources to exploit
the advantages offered.

This briefing analyses key issues in the
debate. It presents the various benefits as-
sociated with NAFTA  for Mexico and
counters them with harsh facts often over-
looked by trade analysts.

Mexico’s accession to NAFTA

NAFTA came into force on 1 January
1994. Prior to this, the US and Canada
already had an established free trade
agreement (FTA). Mexico was invited to join
– very much under the terms of the origi-
nal partners – to form a free trade zone
across the North American continent.

Much of the criticism around NAFTA stems
from the fact that it was a rushed process
which created one of the deepest trade
arrangements in history. Trilateral nego-
tiations started in 1991 and were signed
by 1993. The priority was to conclude ne-
gotiations before the end of 1993, over
and above establishing an agreement most
suitable for all the members. This gave
Mexico, which was clearly of inferior eco-
nomic strength and development, little time
to analyse and reflect on the process it was
engaging in or the agreements it was com-
mitting itself to. Major industries within
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agriculture were ill-prepared.

Mexico’s political and economic instabil-
ity at the time created a sense of uncer-
tainty among decision-makers, giving them
little political leverage in the negotiation
process (and limiting the scope for con-
sultation with relevant stakeholders).

The US had substantial leverage over
Mexico. Not only had US creditors bailed
Mexico out of financial difficulties through-
out the 1980s, but most economic activi-
ties and investments were of US origin or
highly reliant on US partners.

Mexico, which had only recently joined the
General Agreement on Tariffs and Trade
(GATT) and was therefore still a relatively
closed economy with much higher barri-
ers to trade, looked to gain the most from
NAFTA. This perception and the pressure
of ‘revolutionising’ the Mexican economy
into an open integrated market added im-
petus to negotiations.3

Most importantly, an FTA with its north-
ern neighbours would ensure international
credibility and instill consistency and con-
fidence in the country. Today most inves-
tors see Mexico more as a part of North
America than of Latin America.

During the short negotiation process, six
themes were highlighted as the primary
areas of negotiation:4 market access; trade

rules and regulations; intellectual property;
services; dispute settlement procedures;
and investment.

Ten years after NAFTA’s conclusion it is
clear that Mexico was not prepared for
the extent of the negotiations. Quite sim-
ply, the trade secretariat was under-
resourced and inexperienced. At the time
of conclusion Mexico had made signifi-
cant progress in market access to the US
and Canada, and achieved impressive in-
vestment ratings beneficial to its manufac-
turing industries. However these gains
overshadowed crucial issues such as spe-
cial and differential treatment (SDT) and
non-tariff barriers or restrictions to trade.

NAFTA’s Political benefits

In 1995, Mexico plunged into a devastat-
ing financial crisis, known as the Tequila
Crisis, which triggered other emerging
market crises in Latin America. Unlike the
others, Mexico recovered quickly by es-
tablishing confidence and stability, which
lured investments and re-generated the
economy. Mexico’s remarkable recovery
can be attributed to its free market strate-
gies and integration schemes and, more
particularly, NAFTA. Mexico’s affiliation
to NAFTA earned it financial credibility,
which encouraged lenders, particularly in
the US, to extend credit. This brought about
short-term relief, while those reforms and
macroeconomic fundamentals promoted

through NAFTA — and insisted upon by
creditors — instilled long-term stability.

Mexico’s impressive recovery and general
political and economic progress through
the 1990s illustrates an important dimen-
sion in the NAFTA debate — the political
benefits of NAFTA. These include far
greater confidence in Mexico — a coun-
try previously characterised by emerging
market uncertainty. NAFTA has also im-
proved relations between the US and
Mexico by providing a forum to deal with
the many challenges and sensitive issues
between two vastly unequal neighbours.

North American integration has played a
part in further democratising Mexico and,
most importantly, set it on a road to pro-
gressive economic reform. This is an on-
going process which has placed Mexico
at the forefront of economic growth and
development in Latin America.

Criticism has arisen around Mexico’s po-
litical dependency on the US, which has
resulted from NAFTA and intra-regional
policies. This, it has been argued, may
influence Mexico’s position multilaterally,
specifically in the World Trade Organisa-
tion (WTO) and the Free Trade Agreement
of the Americas (FTAA). However, Mexi-
co’s opposition to the war in Iraq and the
subsequent rift in the UN; and its opposi-
tion to subsidised agriculture products in
the Doha round, undermine this theory.

Nevertheless, critics argue that the weak
institutional configuration in NAFTA,
which coordinates the various issues
among the three partner countries, is pres-
ently controlled by US interests. These need
to operate in conjunction with the reform
process and export-orientated industriali-
sation strategy in Mexico to ensure con-
tinued progress in Mexico and the broader
region. Mexican policymakers need to en-
sure congruency between domestic poli-
cies and broader NAFTA initiatives.

NAFTA’s institutions also need to start ad-
justing for the inclusion of third party
members (such as Chile, which recently
signed an FTA with the US and has FTAs
with Canada and Mexico) and the exten-
sive FTAA. Mexico’s political relevance
to the US is also under threat as other
developing countries establish closer ties
with the US.

Figure 1: North American Intra-regional Exports
              1993 and  2001 (% of Total Trade)

1993 Exports

2001 Exports
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Trade and Investment
Statistically, NAFTA has been an undeni-
able success. Trade and investment flows
have increased substantially since the start
of 1994, especially in Mexico. Per capita
income has risen 24% since 1993 to over
$4000, exports have grown 300% and
the Mexican economy ($617.8 billion in
2001) has grown from the 15th to the 9th

largest economy in the world.5

Growth in FDI and trade between the US,
Canada and Mexico has exceeded the es-
timates of even the most optimistic NAFTA
proponents. Intra-NAFTA trade grew from
$289 billion in 1993 to $659 billion in
2000, with an annual average growth of
13%.6 According to the NAFTA Works re-
search agency of the Mexican Trade Sec-
retariat, ‘Each day, NAFTA members ex-
change $1.8 billion in goods. Of them,
$720 million are traded between Mexico
and the US.’7 Mexico’s share of total in-
tra-regional trade has increased substan-
tially since NAFTA came into effect.

Since 1993, US-Mexico trade has more
than tripled and Mexico is second only to
Canada in its trade with the US. In 2000,
US-Mexico trade reached $263 billion.8

Since the agreement was concluded in
1994 Mexico has turned a persistent trade
deficit with the US into a trade surplus

NAFTA played a major role in liberalising
investments in the region. The majority of
FDI growth has been in Mexico. The FDI
stock in Mexico in 2001 was in the region
of $110 billion, with 71% coming from
the US and Canada since NAFTA’s for-
mation. The US currently accounts for
about 80% of total FDI in Mexico.9

While aggregate trade and investment fig-
ures are impressive, critics argue the em-
phasis on trade liberalisation has drawn
much-needed attention away from less
competitive Mexican industries. The need
for special and differential treatment was
an issue that should have been addressed
more thoroughly. Some industries received
a phase-in concessionary period for tariff
reductions, which at the time was regarded
as differential treatment that would bring
them up to speed for a full-blown recipro-
cal agreement. This, in some cases, was
not sufficient.

The lack of any real asymmetrical tariff

reductions has had a detrimental effect on
certain industries, in particular agriculture.
Critics argue that the flood of subsidised
US products displaced roughly two mil-
lion maize farmers, despite some restric-
tions and safeguards. Yet a recent World
Bank Study found that NAFTA did not sig-
nificantly effect imports of agricultural
products, whilst it did have a substantial
impact on agricultural exports.10

Free market advocates say NAFTA has
helped to shed unproductive industries or
activities that were previously slowing down
the Mexican economy. But the reality of
the situation is that other industries are un-
able to absorb these displaced workers,
the majority of which are uneducated or
only skilled for farm work. This is not nec-
essarily the result of NAFTA, but rather
the relatively common phenomenon in de-
veloping countries of jobless growth. In
the longer run NAFTA may well minimise
this problem as industrial diversification
begins to have an effect on the country.

The Development Debate

NAFTA has facilitated industrial diversifi-
cation in Mexico and industrial integra-
tion on the broader North American con-
tinent. Lower US tariffs have encouraged
the development of the manufacturing ex-
port sector in Mexico. Competing nations
such as China face tariff rates as much as
nine times higher than Mexico for certain
exports into the US. For specific items,
import tariffs into the US can be as much
as 40 times the rate encountered by
equivalent Mexican products.11

Proponents of NAFTA insist it has contrib-
uted to the elimination of inefficient, slug-
gish industries that hampered industrial
development and economic progress in
Mexico for many years. Resources are
being allocated more efficiently to indus-
tries that are exporting at a more competi-
tive rate, thus achieving better returns.

As a result of investment liberalisation far
more emphasis has been placed on manu-
facturing exports as opposed to traditional
oil sales abroad. In the 1980s oil repre-
sented 70% of Mexico’s $10 billion total
exports. Today oil exports are only about
7% of Mexico’s $160 billion exports.

Transportation equipment (automotive and

auto components industry), electronic and
electrical equipment, and textiles and ap-
parel have achieved the most success. US
manufacturing companies invested an av-
erage of $2.2 billion a year in factories
from 1994 to2001.12

Restructuring of the automotive industry
through additional investments and cross
border joint ventures has made Mexico
into the 9th largest automotive producer
in 2001. Fresh capital inflows of $10.1
billion since NAFTA’s implementation have
improved quality, efficiency and competi-
tiveness in Mexico’s automotive industry.13

The electronic and electrical equipment
industry in Mexico attracted $11.1 billion
in FDI between 1994 and 2001. Mexico
is the leading supplier of television sets and
laptops to the US, and a market leader in
telecommunications equipment, appliances
and industrial machinery exports.

Clothing and textiles have grown consid-
erably since the creation of NAFTA. FDI
in these industries has exceeded $2 billion
and lifted it to become an international
supplier with high quality standards.14

The integration of these industries and sec-
tors throughout the region has benefited
producers in Mexico, the US and Canada,
and in turn benefited consumers.

Throughout Mexico’s industrial diversifi-
cation and trade liberalisation process, it
utilised its competitive advantage of cheap
labour and proximity to the US (and pref-
erential market access) to attract additional
FDI. The Maquiladoras, or assembly plants
that employ low-cost workers and produce
finished goods for the US market, were
boosted as a direct result of NAFTA.15

These provided investment incentives for
US based companies and employed 5%
of the labour force.16

However, the cheap labour strategy em-
ployed by the Mexican government and
initiatives like the Maquiladoras are un-
sustainable solutions for economic growth
and progress. Mexico can no longer com-
pete with cheaper labour in China and
India, a situation which perhaps requires
government intervention. The rejuvenated
Maquiladoras seem to have been a short-
term solution to Mexico’s challenges in the
1990s, as they have not evolved or
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ENDNOTES

diffused into the broader economy.

of Mexico’s three million firms, they add
as little as 3% local content to the final
product and account for an overwhelm-
ing 95% of Mexico’s manufactured ex-
ports. This would indicate that much of
Mexico’s impressive export growth attrib-
uted to NAFTA is not necessarily an in-
crease in exports of Mexican products. The
fact that the Maquiladoras have not ad-
vanced from being assembly plants also
indicates that they have added little sub-
stance to the economy.17

While NAFTA was clearly instrumental in
Mexico’s industrial and export diversifica-
tion process, critics insist it has had little
positive effect on Mexico’s socio-economic
development. They argue it has contrib-
uted little to enhancing education or tech-
nical skills, and has not upgraded value-
chains in Mexico through better jobs or
real wage increases.18 Instead, they note
that FDI and export growth are centred
on a small portion of the population, hav-
ing few linkages with the rest of the
economy. NAFTA has thus been accused
of polarising Mexican society.19

However, many of these problems emerg-
ing in the Mexican economy are not solely
a result of NAFTA, but rather a combina-
tion of factors associated with the export-
orientated or liberalisation strategy em-
braced by Mexico and external phenom-
ena that are impossible to control. Domestic
policies not directly related to NAFTA are
also to blame. The problems associated

with jobless growth are the challenges
Mexico will face in the next stage of its
reform process.

Concluding Remarks

As Daniel Griswold said: “While NAFTA
remains a lighting rod for critics of free
trade, by any measure it has been a pub-
lic policy success.”20 No doubt, there are
a number of critical areas of the agree-
ment that may require attention or need
re-evaluation. Certain industries have not
benefited, and in some cases suffered by
virtue of NAFTA. Agriculture, and maize
production in particular, comes to mind.
However, once these are weighed up
against the positive results of NAFTA (both
measurable and immeasurable) a more ac-
curate assessment can be made.

NAFTA has successfully liberalised trade
and investment and created opportunities
for various Mexican industries that were
previously unattainable. More importantly,
NAFTA has placed Mexico on the path of
progress. It has stabilised the economy in
line with the reforms and favourable
macro-economic fundamentals adopted.
NAFTA has also been a tool for integra-
tion and helped implement the economic
liberalisation or export-orientated growth
that has elevated Mexico above its peers
in Latin America.

In short, NAFTA has contributed to eco-
nomic development in Mexico and has
improved the country’s situation domesti-
cally, regionally and globally. It has

effectively made Mexico a prominent force
among emerging markets and the inter-
national economy, establishing Mexico as
a symbolic link between north and south.

Critics of NAFTA (and the anti-
globalisation activists) should perhaps fo-
cus on government performance in Mexico
and how its policies have been and will be
implemented in future, instead of search-
ing for an alternative to NAFTA. These
policies, if formulated correctly can sof-
ten the pitfalls of NAFTA and ensure the
country is able to maximise its benefits from
the agreement.

South Africa can learn two lessons from
Mexico’s NAFTA experience. Firstly, the
resources and capacity of the negotiating
team are important criteria to be consid-
ered. Mexico may have jeopardised its lev-
erage in the NAFTA negotiations through
insufficient resources available to deal with
such a detailed and significant agreement
in relation to a well-prepared US team.
Rushing the negotiation process also ag-
gravated the situation.

Secondly, South Africa can learn from ten
years of engagement and trade relations
between Mexico and the US. Structurally,
Mexico’s economy is not much different
to that of South Africa’s. Ten years after
NAFTA’s conclusion, the problems expe-
rienced by certain industries could act as
a warning for South Africa. It is also im-
portant to note which aspects of NAFTA
have benefited Mexico the most and how
it has altered the Mexican economy.


