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Structure of the talk 

• Why was NAFTA different? 
• Why is it difficult to measure the economic 

effects of NAFTA? 
• Quantifying the economic effects of NAFTA’s 

tariff reductions 
– Trade effects 
– Welfare effects 
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Bottom line 1 
• An assessment of the economics effects of 

NAFTA will have to take into account that: 
 
– a) countries have different structures of 

production 
 

– b) most trade is in intermediate goods 
 

– c) global value chain 



Why is/was it difficult to measure 
the economic effects of NAFTA? 
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Bottom line 2 

• Difficult to identify the effects of NAFTA 
 
– a) countries were exposed to many factors not 

directly related to NAFTA, Tequila crisis, Dot-com 
bubble, China’s accession 
 

– b) after NAFTA, countries signed several trade 
agreements, in particular Mexico 



Quantifying the economic effects 
of NAFTA’s tariff reductions 



How can we evaluate the economic 
effects of NAFTA? 

• Use new developments on the international 
trade literature to quantify/identify the effects 

• These methodologies account for: 
– Bottom line 1 

• Multi-countries with different structure of production 
• Intermediate goods traded 

– Bottom line 2 
• Isolate the effect of a policy (control for other changes)  



Tariffs before NAFTA 
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Welfare effect from tariff changes 
• Welfare in country  n given by 𝑊𝑊𝑛𝑛 = 𝐼𝐼𝑛𝑛/𝑃𝑃𝑛𝑛 

– Welfare effect from tariff changes:  
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• We can also decompose the welfare effects into measures of 

multilateral and multisectoral terms of trade and volume of 
trade effects from tariff changes 



Welfare effects 
 

• The major source of gains is increases in volume of trade    
– Mostly reflecting net trade creation 

• Terms of trade effects are mixed 
– Average export prices across sectors fall by 2% and 0.6% for Mexico and Canada and 

increase by 0.1% for the U.S.   

• Still, real wages increase for all NAFTA members and Mexico gains the 
most, followed by Canada and the U.S. 

Welfare from NAFTA's Tariff Reductions 

Country Total Terms of 
Trade 

Volume of 
Trade Real Wages 

Mexico 1.31%  -0.41% 1.72% 1.72% 
Canada -0.06% -0.11% 0.04% 0.32% 
United States 0.08% 0.04%  0.04% 0.11% 



Welfare effects 
NAFTA's Tariff Reductions 

 

• Mexico and Canada's terms of trade deteriorate, mostly with NAFTA 
– U.S.'s terms of trade improve, mostly with NAFTA 

• intermediate goods are sourced from Mexico and Canada, countries where export 
prices fell  

• Trade created with NAFTA members is the single most important contributor 
to the positive welfare effects 
– reduction in volume of trade with the rest of the world reflects trade diversion 

Terms of Trade Volume of Trade 

Country NAFTA Rest of the 
world NAFTA Rest of the 

world 
Mexico -0.39%  -0.02% 1.80% -0.08% 
Canada -0.09% -0.02% 0.08% -0.04% 
United States 0.03% 0.01%  0.04% 0.00% 



Welfare effects 
NAFTA's Tariff Reductions 

Sectoral contribution to welfare effects 
• Aggregate change in terms of trade in each country is explained by a 

handful of sectors  
– 76% of Mexico's terms of trade deterioration is derived from Electrical 

Machinery, Communication Equipment, and Auto (Motor Vehicles) 
- 51% of U.S.‘s terms of trade improvement comes from the same sectors 
- 52.5% of Canada's terms of trade deterioration is from Auto, Other Transport 

and Basic Metals   
• In general,  

– sectors where the magnitude of the reduction in import tariffs was larger,  
– with large share of materials used in production,  
– and that have strong sectoral linkages 
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Trade effects  
NAFTA's Tariff Reductions 

Imports from NAFTA members before and after 
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Trade effects 
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Comparing different margins 

Welfare across different models 

Country One 
sector 

No 
Materials No I-O Benchmark 

Mexico 0.41%  -0.50% 0.66% 1.31% 
Canada -0.08% -0.03% -0.04% -0.06% 
United States 0.05% 0.03%  0.04% 0.08% 

Imports growth across different models 

Country One 
sector 

No 
Materials No I-O Benchmark 

Mexico 60.99%  88.09% 98.96% 118.28% 
Canada 5.98% 9.95% 10.14% 11.11% 
United States 17.34% 26.91%  30.70% 40.52% 
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Summary 
• NAFTA generated large trade effects 

– Intermediate inputs 
• Mexico was the largest winner 

– Most of the benefits obtained by trade creation 
– By importing intermediate goods is how Mexico exported 

more 
• Accounting for sectoral interrelations is quantitatively and 

economically meaningful 
– Intermediates and sectoral linkages play an important role for welfare 

analysis 
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