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Debunking USTR Claims in Defense of NAFTA:
The Real NAFTA Score 2008

NAFTA is a hot-button issue in the 2008 races. Given polling shows that the vast majority of Americans
think NAFTA was a damaging mistake, the George W. Bush administration and other defenders of the
NAFTA status quo have been put on the defensive. In response, administration officials and pro-NAFTA
pundits have gone into spin mode, recycling discredited claims about the pact, or suggesting that the facts
are too complicated to make an assessment. Bush’s U.S. Trade Representative (USTR) recently put out a
set of talking points in this vein.1 But the USTR’s claims are misleading, as the facts below show.

Bush Claim 1: “From 1993 to 2007, trade among the NAFTA nations more than tripled, from
$297 billion to $930 billion.”
Fact: Increased trade flows can benefit an economy, as long as they do not lead to
unsustainable deficits. The administration fails to note that much of the increased
volume of trade under NAFTA was a massive surge in imports into the United States –
resulting in a 691 percent increase in the U.S. NAFTA trade deficit, which puts the U.S.
and North American economies at risk.

A small pre-NAFTA U.S. trade surplus with Mexico in 1993 reversed into a $91 billion deficit in 2007,
while a pre-NAFTA deficit with Canada grew exponentially. NAFTA foreign investor protections, which
remove most of the risks otherwise associated with offshore production – coupled with the high dollar
policies of the Clinton administration – acted as a subsidy to the offshoring of U.S. jobs. The result? A
691 percent increase in the United States’ combined trade deficit with Canada and Mexico, from $24
billion in 1993 to $190 billion in 2007.2 This artificially induced, distorted composition of trade flows –
shaped by specific rules in NAFTA – puts the entire region at risk.3

Bush Claim 2: “U.S. employment rose from 110.8 million people in 1993 to 137.6 million in
2007, an increase of 24 percent. The average unemployment rate was 5.1 percent in the
period 1994-2007, compared to 7.1 percent during the period 1980-1993.”
Fact: Trade affects the composition of jobs, not the total number. 3 million net U.S.
manufacturing jobs were lost during NAFTA.

This Bush claim is particularly sly, as the administration’s economists know that total employment
numbers and unemployment rates are not typically affected by trade policy, but by central bankers who
set interest rates. In fact, labor force growth is simply income growth minus productivity growth. Thus, if
income growth were 2 percent and productivity growth were 1 percent, this would imply a labor force
growth rate of 1 percent, or roughly 1.4 million jobs – irrespective of trade flows.
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What trade policy affects is the composition of jobs in the economy, in particular tradable sectors like
manufacturing. In fact, the original claim by NAFTA boosters in 1993 that the pact would lead to 170,000
annual U.S. job gains was premised on the projection that the United States would run a growing trade
surplus with Mexico.4 The opposite proved true, but the boosters’ methodology makes clear that groups
on both sides of the NAFTA debate originally agreed that the pact’s effect on U.S. workers should be
measured through the trade balance. Once NAFTA critics’ projection of an increase in trade deficits
proved true, pro-NAFTA analysts have tried to change the metrics away from the pact’s damaging effect
on U.S. workers and on to focus on the combined import-export volume of trade flows or on overall U.S.
employment rates.

Here are the more relevant numbers: U.S. manufacturing employment declined from 16.8 million people
in 1993 to 13.9 million people in 2007, a decrease of nearly 3 million manufacturing jobs, and nearly 20
percent of the total.5 Moreover, the $190 billion U.S. trade deficit with NAFTA countries – as a simple
accounting matter – corresponds to manufacturing jobs that could have been here. The Economic Policy
Institute estimates that the United States could have had over one million additional manufacturing jobs
had there been trade balance between NAFTA countries alone. This figure subtracts from the NAFTA
trade deficit our oil and gas trade deficit,6 which has always been significant, although it has shrunk 40
percent as a share of our total deficit since the deal went into effect.7

Bush Claim 3: “U.S. manufacturing output rose by 58 percent between 1993 and 2006, as
compared to 42 percent between 1980 and 1993. Manufacturing exports in 2007 reached an
all time high with a value of $982 billion.”
Fact: The proper measure is U.S. manufacturing value-added – and that increased at the
same rate before and after NAFTA. The misleading figure used by the Bush
administration – manufacturing output – is large because it does not measure only U.S.
manufacturing value-added, but includes the value of imported parts and inputs that
contribute to the trade deficit.

The manufacturing output measure used by the Bush administration fails to subtract the value of imported
auto parts and other imported inputs to U.S. production. U.S. manufacturing value-added, a more
appropriate measure, increased 13 percent between 1993 and 2006 – the exact same rate as between 1980
and 1993.8 Parts manufacturing is among the most labor-intensive aspects of manufacturing, so offshore
outsourcing of parts can strongly impact working people. Finally, manufacturing imports in 2007 reached
an all time high with a value of $1.5 trillion, or nearly 70 percent more than manufacturing exports.9

Bush Claim 4: Rising wages over 1993-2007 relative to 1979-1993 show NAFTA’s success.
Fact: Actually, U.S. median wages in inflation-controlled terms have scarcely risen in a
generation, in no small part thanks to “labor arbitrage” between U.S. workers and low
wage workers offshore, and the replacement of higher paying manufacturing jobs with
lower paying service sector jobs. The Bush administration has manipulated the time
periods it is citing to find tiny wage gains that it can generalize to be “rising wages.”

Economists have known for over 60 years that non-professional workers in developed countries like the
United States will face downward wage pressure when trade policy creates a selective form of “free trade”
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in goods that non-professional workers produce.10 Indeed, U.S. real wages began to stagnate since the
1970s, when the United States began running ever-increasing trade deficits, composed increasingly of
manufacturing imports – once produced domestically at high wages – from low-wage nations. In 1973,
the average hourly wage for American workers in today’s dollars was $17.26 while in 2007 it was up less
than 1 percent to $17.42. Over the same period U.S. workers’ average productivity nearly doubled.11

The business strategy of relocating production of goods destined for the U.S. market to low wage
countries began before NAFTA, starting with lower value goods. NAFTA’s investment rules, and then
those included in a World Trade Organization (WTO) agreement, provided new protections to reduce the
risks otherwise associated with such an offshore production strategy, effectively subsidizing the
offshoring of production of a vast array of high value-added, high technology goods to be sold in the U.S.
market. A recent study found that the average family lost $2,000 net a year from the burden of rising
inequality due to trade. All of these calculations take into account the consumer savings from cheaper
imports, meaning that net wage losses from trade now exceed the median American household’s income
tax burden by hundreds of dollars. If current trade policies and trends continue, all wage gains made since
1979 by workers without a four-year college degree (70 percent of us) could be essentially erased.12

Moreover, the years that the USTR chooses to average are highly misleading. It is thanks to Alan
Greenspan’s uncharacteristic decision to ignore neoliberal pundits and lower interest rates – not NAFTA –
that U.S. unemployment sunk in the late 1990s, creating a tight labor market that significantly bid up U.S.
wages for the first and only time in a generation. Combining the 1993-2001 years with the post-2001
period obscures the dismal economic trends of the Bush years, while starting the clock at 1979 obscures
the positive wage trends of the pre-1973 period.

Finally, some have suggested that technology – not trade deficits – are to blame for the job losses and
stagnant real wages, meaning that policymakers should ignore trade and focus on making workers more
computer literate.13 While more education and skills are certainly desirable, these are a separate concern.
For instance, college-educated workers have seen their wage growth stagnate in recent years, even in
technologically sophisticated fields like engineering14 – the opposite of what you would expect if growing
returns to skill were the main story. As well, a National Academies’ study has found that employers will
continue to demand mostly low skilled labor for the foreseeable future, projecting occupations like
hospitality and restaurants as having the greatest demand in the coming decades.15 Thus, addressing the
problems with the existing trade and investment rules, not only better educating American workers, will
be an essential part of halting rising income inequality.

Bush Claim 5: The agricultural sector has benefited from NAFTA.
Fact: Nearly 300,000 U.S. family farms were lost during the NAFTA era, while these
farms’ income shrunk 13 percent.

While American farmers were told by NAFTA-WTO supporters that the pacts would secure America’s
role as “breadbasket to the world,” nearly 300,000 family farms have been shuttered since NAFTA and
the WTO went into effect.16 Now the United States is importing massive amounts of the grains and feeds
it also exports. Today over $71 billion in food goods are imported annually – over double the value
imported before NAFTA and WTO. And America is running a trade deficit in many categories of foods
that wind up on Americans’ dinner tables, including fruits, vegetables and more. While we had a slight
trade surplus in food products in 2007 overall, the United States has a food deficit with NAFTA and
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other FTA countries.17 Moreover, farmers care far more about the declining prices that their products
fetch in the NAFTA-WTO era than the total amount of trade. Pre-NAFTA in 1993, corn fetched $3.53 a
bushel in inflation-adjusted terms, went down to $2.12 in 2005. A similar story happened with soy. In
1988, when the NAFTA-predecessor Canada FTA was signed, U.S. soy farmers received $12.49 a bushel
in inflation-adjusted terms, only to see this nearly halved to $6.01 by 2005.18 While commodity prices are
turning around in the face of the ethanol boom, even this may be threatened by trade challenges at the
WTO.19 As a consequence of these and other price trends, net farm income (minus government payments)
declined 13 percent for family farmers during the NAFTA period (1993-2005).20

Bush Claim 6: Mexican wages have increased under NAFTA.
Fact: Mexican wage growth has declined under NAFTA relative to Mexico’s pre-
neoliberal period.

Mexico has seen lower per capita economic growth relative to the pre-neoliberal era,21 massive rural
displacement of over a million peasants,22 and most recently manufacturing job loss to China since
NAFTA.23 Indeed, annual Mexican immigration to the United States jumped 60 percent in NAFTA’s first
six years alone,24 while the number of undocumented immigrants in the United States (who are mostly
Mexican and Central American) increased 185 percent over a similar period, from 3.9 million in 1992 to
12 million in 2005.25 A 2006 comprehensive study found that inflation-adjusted wages for virtually every
category of Mexican worker decreased over NAFTA’s first six years,26 largely because of the influx of
workers from the countryside.27 While wages have turned around slightly in more recent years,28 wage
growth and the wage share of GDP are still disappointing compared with pre-neoliberal period rates.29

Bush Claim 7: NAFTA has helped the environment by creating new environmental institutions
that spent $3 billion on border clean-up.
Fact: The funds spent on environmental clean up fall far short of what was needed – and
even what was promised. Moreover, an array of environmental laws has been challenged
under NAFTA, weakening and chilling environmental policy innovation.

U.S. government estimates at the time of NAFTA suggested that over $8 billion would need to be spent
between 1994 and 2004 in order to clean up the U.S.-Mexico border. The Sierra Club suggested $21
billion as necessary.30 Thus, when USTR suggests that roughly $3 billion has been spent on border clean-
up initiatives, this is still only a third of the conservative U.S. government estimate of what was needed,
and a tenth of what environmentalists said was needed.

But there are reasons to doubt the USTR’s numbers on NAFTA’s environmental side institutions. First of
all, NAFTA proponents promised $5 million a year each for the NAFTA-established Commission for
Environmental Cooperation (CEC) and the Border Environmental Cooperation Commission (BECC). But
these institutions received little over half of their promised appropriations, or roughly $3 million a year, in
budget dollars constantly being eaten away by inflation. The North American Development Bank, which
was created to finance low-interest loans for BECC-approved projects, has only disbursed $33.9 million
in low-interest loans from its $2.7 billion lending capacity.31 At the high end, this means that in over 13
years of operation, the NAFTA-established environmental initiatives have put $112 million32 into the
projects promised by NAFTA proponents in 1994, thus falling considerably short of the $8-21 billion that
were the consensus estimates of the border needs alone.
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The other major environmental threat identified at the time of NAFTA was the undemocratic investor-
state system of enforcing NAFTA’s extensive new foreign investor protections. This system allows
corporations to privately enforce NAFTA-granted rights to be compensated for government policies or
actions that undermine their expected future profits against governments in closed World Bank and
United Nations tribunals. Indeed, the majority of the cases brought by corporations against governments
under this system have been against public interest policies related to the environment, natural resources
and public health (26 out of 49). Over $31 billion has been claimed by investors in NAFTA investor-state
suits, and $45 million has been paid out by taxpayers to corporations – all in cases related to
environmental, health or agricultural policy.33 Legislators throughout North America have had their
environmental initiatives chilled by threats of damaging NAFTA investor-state cases.34

CONCLUSION: Can we evaluate the promises on NAFTA? Yes, we can!

An army of think tanks and corporations spends millions every year in an attempt to muddle even the
basic facts on NAFTA. We know that under NAFTA, the U.S. trade deficit is up, manufacturing jobs are
down, wages are stagnant, Mexican immigration is up, Mexican growth is down, and policy space has
been seriously limited. Bush administration officials and pundits can debate whether any of these facts
matter, but they cannot make up their own facts, nor serve up irrelevant ones in the hope of distracting
policymakers or the public from continuing to demand trade policy change.
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