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Name: North American Free Trade Agreement
Acronym: NAFTA

Year of foundation: 1994

Headquarters: Mexico City (Mexico), Ottawa (Canada),
Washington D.C. (USA)
NAFTA documents: ao to page
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i)escriptio n

The North American Free TraCe Agreenrcnt [iAtrTA) is an agreemenr sigrre,J b, u-an:da, fulexico, anri the Lin,ir.J
States and entered into force ,3:r 1 Januarv 1994 in order to establtsh a trilateral tr,rde trloc ia l.iorih Arnerica.

Member States

NAFTA has three menrber States, namely Canarla, l,4exico an.J United States.

l-liclnr r,

Events Leading upto r'IAFTA

Priol to NAFTA, Canada and the United States were developed economies with strong traditions of
liberal political and economic policies, while l.lexico had neither. After World War II, l"lexico engaged
in protectionism anC import-substitution, as opposed to export-led grov./th. piexicc's policies were
intended to create independence from Arnerican hegernony and encourage dornestlc industrialization
through state anC corporatist policies. These policies backfired and by the 198Cs Mexrco had trlp!e-
digit inflation, backward industries. and extensive international debt. In this trn,/ironrNent, t,4exica
began to liberaiize in 1985 arrd tear down its protectionist policies. i-lowever, ivlexrcan wages viere
still just one seventh of those in the United States just prior to NAFTA. This created sigrrificant
opposition to cooperation with Mexico in the United Sates, yihere American labc,ur anC union groLips
feared large job iosses to Mexicc. Ross Perot famously paraphrased this fear arnong Americans !^,,ith
his "giant sucking sound" metaphor for jobs gcing south of ihe US border to l'iexir:o. Foi- Mexico's
part, opening its economy as required by NAFrA threatened pclitical and economic leaders who had
controllei and distributed state revenues \^/ithout external interference. Much smalier differences
existed between the US and Canadian economic and political systetn, rri',icir v,,ere botf, liberal
democracies with f ar rno!-e open eco,.lonr,t',,.
The impedirnenis tc regtoltal cooper-ation in North Anrerica t^rere in,Jeeci reai bui'.hts di.J not:tar.rf
political leaders from realizinq $te benefits c.f inteqraticn an6 reachin.J .l.ross rlrqii- b.)i.jer.j. f ire 1,1.,1
move v,/as made by RonalC Reagan in tlr. LJS, ivho cr.cposecl a "(ort,rr r'tner:can,iitreen'r.,nt" to
facilitate regional coopei'ation. As presi,Jent, Reagan ntade good rrn his.-arnpaign pledge and
declared a North American common m;rr-ket was a future goal. Durinr; tne eariv 1980s and rvlrlie
Mexico rt'matned aloof, Canada and the US gre\/ closer and signecl a series of agreements tirat
culminated in the Canada-US Free Trade Agreement in 'i988. At this r-rtrclal juncti,re, I'lexico sign.rlled
il was ready to jorn the neqotiations and tJAI--TA talks were startecl.
The NAFTA agreement was a free trade agreement (FTA), but it serveri as a fia;nework for. f uither
regional cooperation. From the beginning, to get NAF;A passed Bill Clinton insrste.i on e,rvironrlenrai
and labour protections tc assuage the fears Arnericans lrad regarding Mexii:o, a large anC piroi
country. Unlike earlier absorptions of poorer cauntries lrke Spairr ancj Po(ugJl by the Eurcpean
Communit'v (EC), where the income oifferelce vvas y2 and the poDuiati.in onli, 1-l pei-cent of the EC
tota!, Mexico's income r^as 1/7 of the US and popr-rlation 24 per-cent of North Ameiica. 6iven ttre size
and nature of this disparity, significant job losses could be expected in the US and Can;,c{a,
especially among icw skilled jobs. The challenge for the US and Canada v?as then to improve
educaUorr arnd transform their workforces into higher educated and more skilled ones. Ftrr Mexico, tlie
challenges were more political and econornic, making sure the govet-nment rerrrain€:d commitr'J(j to
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Y:.:r:fl:r.lnd an open economy. As rvill be seen in the following section, NAFrA was ciesigried toallay tnese tears, and limit the anxieties of stakeholders who would risk rlueh by enga"ging inregional cooperati on in unchartered territory.

Effects of iIAFTA and Recent Events

In spite of its limited institutionalization, the- effects of NAFTA are protound and perhaps bestunderstood by reference to the agreement itself. Article 102 of NAF|A describes the purpose of thetreaty, which is the creation of i framework for further regional .oop"iution. More'than a typicaltrade agreement, NAFTA covers competition law (Chapter i5;, int"lle.tral property tcnaptel lij,investrnent (Chapter 11), and government procurement (Cnaptei io;. By subjecting these traditionalvestiges of national sovereignty to review 6y multinational NAFTA paneir, NAFTA js bestc,lved with asupranational character. while this judicial mechanism has ror" u*."ptions for nationai r".uiity unJproduct safety, it does create a laigely effective enforcement mectranism. lhus, the panel disputesettlement mechanism designated in ci'rapter 20 is not a court per se, but it serves essentialty'inesa.me.fu.nction by reviewing and providing an arternative to nationar decis{ons.
NAFTA has altered the political landscJpe in North America uv prtii"q free rrade and economiccooperation on a fir,'n footing. By making economic transactions trarrspare-nr anc secure in ttre reqion.the demand for political institutions hai developecl to govern these transactroiis. I his functiorlali5rfinding has been called the "Europeanization" of North America as cross-trorder technrcalharmonization and domestic effects have created a demand for furthei rnstrtutionalization. lhepolitical reaction to events in the region since the signing of NAFTA supports this rinding. Leadershave collaborated on everyttring froni terrorism arter zooi to cooperation on regional inFrastructure
9.yc! as the proposed NAFTA superhighway running from Canada to Mexico. compared to the post-World War ii period prior to the signing oi ltnrTn,-regional cooperation, especrally with Mexico, hasgrown exponentially.
A quick summary of recent events demonstrates regional cooperation under the NAFTA framernrork.when the Mexican debt crisis broke out in 1995, US fresident ilinton un,,ounced a multi-billion dollaraid plan and Mexico repaid the loan early. These cooperative efforts were percerved as necessary topreserve the NAFTA system and as such were instructive for irtur" regional financialinstitutionalization. in addition to financial cooperation, greater cooperatron on regional energy,terrorism, health. emerqency management, and a competition commission have all b6en oeveloptjsince' As the size of cioss-borde. irunru.iioni increases, actors lobby their governments for moreregional cooperation to lock in their positions. Events such as the 9/11 te!-rcrist attacks that shutdown regional borders created pressure for a common rugionuiLoia".;;;;r;i y system. Similar forcesaJ9 at ryof in many industries previously sheltered from international competition. The cumulativeeffect of these forces creates a demand for institutionalization.
Another important effect of NAFTA has been the model it has offereci the rest or L-atin America. Atpresent, Central America, Chile, and the Caribbean have signed free tracte agreements v.vith NAFTA.This offers poorer countries in Latin America an importanit path to developrnent and support iornational democratization. By galninE access to larger markets anrJ cpening eiionomic ancl polrtrL,rlinstitutions, development is alio enh,-anced. l-lowevei, without basic rnfrastrr-rctui-al de\/eloprnent rnan\,countries in Latin America w'll still i'ind it difficult tc ccripete..Thrs indicates srJccessfLrl regionalintegration for poorer countries requires development funds similaito ihose ihe EU prcvided southernand eastern European countries' Ii the goat of l"lexican president vincente Fox ot a cornmon marketis to.be realized, fiscal transfers.will h-ave lo precede the F.ee nrovernent of ooods, se^,ices, ancpeople in order to make it politically palatable. According to Fox: "cur [orecast .rnrj cur idea rs to sclia long-term project where w€ can rnove upr^rards from a trade aqreerrrent to a c{r,rnrrunrty of njtlolsagreement or a North American corltmon market. lo nrove in that,Ji!-ection implies firor-e rhan justtrading, n]ore than just facilitating the trcnsit of merchandises, products, sen/rces, and capitJl. lt hasto imply the free flow of citizens, and ii has to imply long-term'rnonetaiy poiicres, maybe a qomrnoncurrency 20' 30,40 years from novr. Should this bath for NAFTA materialize, ii is sure to influerrcethe i-est of the Western Hemisphere and further integration may depend cn it.While there.are many benefits of NAFTA, there are-problems that pose chalienges to the legitimacyof the regional experiment in North Anrerica. Econonrically,' NAFTA has been biamed for"deindustrialization" in the Unitec.l staies ii- mJnufacturing loos m;jrateo to tyexico. In tr.iexico.NAFTA is biamed for the impoverishment of'rural areas as Lt.rLap suoiirtiz"o a-..iiori.,;r; ;;;;;idis.placed local producers. Further north in Canada, the main comolair.rt is culturai domlnatiori by iheunited states and the loss of independent Canadian media firms. As urith the freedorn thai clemccracygrants, costs and benefits are associated with regional cooperation. Loss of independence is not
:::::tll] -u- 1".s?.tir" when jt. is replaced by a system of interdependence. A regionat institutionatoemano ls- now being created by problenrs caused by NAFTA that demand resoluiion from affectedpersons' If r-egronal democratic institutions do not arise to address these oroblems, ther€ is a oangeiof dependence anc domination which reads to unouino"-,uti.-;;d';;ri;;i; 5rl.onl"r.

f'{r{ FT/.{ $trl'ctu.e and Oeci si o n - tnaking prccerj u res
NAFTA'S governance strllctule is rninirnal and cantered on two rnstitutions. the i.ree rrade conrmissrori(lFrj) a,id the Secretariat.

The Free Trade Cornmission (f.TC)

The Free Trade con)rnission (FTC) ts the principal bociy cf tlAFTA, and ovursees NAFTA's pertornranceand evolution. It is also responsible for dispute settlement, and is composed of the US T.adeRepresentative, the canadian Minister for- international rrade, and the 
- 
ti"ii.ln 's";."J,.,y" 

"l'Ccmmerce and Industrial .Development, The cay-to-day work of the FrC is car!-ied out by expertworking groups and committees. ihis authorit./ vias laid'out in Article 2001 (2) of the NAFTA, ,,vhichgave express polver to the FTC tc overcee, resol,.,e, and supervise the work of "ail committees anilwoi-klng groups established.. under..Ithe I'IAFTA]. .Agreement". The FTC also has irnplied power insection 2001 (3) to "esta.blish. delegate, seek the advice of non-qovernmentat...g.oups and take...other IunspecifierJ] action'.- l-hese p6wers are enforce.l annually at'triraterai cab;nea-level meetingsas prescribed by Article 2001, or in actions that review natiorral court der:ision affe.ting NorthAmerican Tl?de.
The powers of the FTC can be characterized as techrrical, specific, and obtigatory. The FTC cperates
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t by consensus and has no effective method of amending NAFTA rules. Lacking the ability to delegate
power or vote by majority rule as a legislatuni might. the FTC suffers from a democratic deficit and
this could damage its long term legitimacy (Maryse 2006), While this minimal institutionalization will
need to be reformed in the long run if NAFTA is to be viablef the technical nature of NAFTA is in
keeping with the functionalist approach. Also in view of this, it is no surprise that NAFTA focuses on
precision and obligation and eschews delegation of power (Abbott 2000). At the time NAFTA was
negotiated, political constraints among North American leaders prohibited greater regional
d e mocratiza tion.

The Secretariat
'fhe Secretariat serves as an administraiorforthe FTC and is organized on a national basis, with each
ntember responsible for supporting its orvn staff. Operationally, the secretariat assists the FTC, aiong
with the dispute panels, committees, and working groups. The Secretariat is tocated in separate
national offices in Mexicc City, Ottav",a and Washington (Lopes Lima 1997). This decentrallzed
structure does not mean the secretariat has any real povrer of its olvn through delegation from the
FTC. Instead, it takes care of the dav-to-day affairs that are prescnDed by A(icle 2002. If the t'TC
directs it under A.rticle 2002 (a)(c) to administei- 3 trade disp,:te panel, it must adherii ro tt'rr.,
guidelines of Alticle 2012, This high level of leqa!i;ation consirains the seci-et.lriaI from a.tirig
lndependently and insures real decisions are made by the FIC cr pJnels rather than at the discretion
of secretariat staff. This low level of delegation lirntts the responsiveness of the secreiariat to
exogenous grcups such as iabour or envtronrnental grouD! and guarantees that free trade and
investor interests will be guarded vociferously. As interests inevitably collide with greater
interactions, this democratic deficit rnay need to be renrediecl by a court or legislature with regional
a u th ori ty.
The national secretariat.s are also conrpiemented by a NAFTA Coordinatrng Secretariat (NAFTACS)
basedinfiexico.ThistrilateralsecreiarratwascreatedonJanuary 14,L995. Themainpurposeofthe
central secretariat is to help administer labour and environmental issues that rall r.rnder NAFTA. In
reality, due to limited enforceability and lax regutaticn, this body has not been verv active, and iS
unequal in power to the investment and free trade lobbies. Going forward, US domestic opposition to
NAFTA is great among the environmental and labour communrties and will grow as interests clash.
This means that the intemational secretariat needs greater authority to overcome the narrow
interests of business elites in each country, and thus endow NAFTA with democratic legitimacy.
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NAf TA @ 2A - Fast Faets

l'{ist*ry

The North American Free Trade Agreement (NAFTA), signed by prime Minister Brian
['lulroney, Mexican President Carlos Salinas, and U.S. President GeorEe H.W. Bush,
came into effect on January l, 1994.
The NAFTA was built on the success of the Canada-U.S. Free Trade Agreement and
provided a compliment to Canada's efforts througl-r the WTO agreements by nraking
deeper commitments in some key areas.
With the signing of the NAFTA, the world's largest free trade area was formed. l'he
Agreement has brought economic growth and rising standards of living for people in
all three countries.
The flAFTA, being the first comprehensive trade agreement cf its type, has set a
valuable example of the benefits of trade liberalization for tl-re rest of the world.
In the event of a dispute, the NAFTA directs the governments concerned to seek to
resolve their differences arnicably through the tiAFTA's Committees and Working
Groups or other consultations. If no mutualiy acceptable sclutio,r is found, the
NAFTA provides for dispute settlement procedures. one of ti-ie princip-rle elements of
the ttJAFTA is the establishnrent of a clear set ot rules for dealing yrill. the settiernent
of disputes. The NAFTA was the first agreemenl- to al'ford cross-borcler inr.restoi-s arr
impartial legal tribunal to address differericr:s,
Under the NAFTA, tariffs on all covered gooris tradecl belweren CanaCa and [v]e)(r(]o
were eliminated in 2008. Taril'fs on covered gcocis trailerl betrr,,eer-i a-:anaoa arrd the
United States became duty free r-rn January l, i989, in accoi-clance lrith the CUSFTA
which vras carried forward under NAFTA.

Wr**g:*rzty

Since 1994,I{AFTA has generated economic grol^,,th and rising standards of livipg l'or
the people of all three member countries, By strengthening the rules and procedures
governing trade and investment throughout rhe continent, hlAF-tA has proven to be a
solid foundation for building Canada,s future prosperity.
NAFTA has had an overwhelmingly positive elfect on lhe Canaclian economy. It has
opened up ne\^/ export opportunities, acted as a stimuius io burlij interriationailv
competitirze businesses, artd helped aitract sigrriilcani, foreiqn investrnen!.
By any measure the NAFTA has been a success by sr:rrring as a bas;ls to grr:lv ootlr
trilateral and bilateral Nor-th Arnerican relatiorrships and the results speak fc;-
themselves. Our inLegralion helps maximize our capabilities arrd make our
economies more innovative and competitive. In 1993, trilateral tr-ade vuithin the
North American i-egiot-l was US$289 billion. In 2012, our tctal trilateral merchandise
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trade reached nearly US$1.1 trillion - an increase of nearly 3.7 times in US dollar
terms.

. Reflecting the prosperity and development of the region, the North American
economy has more than doubled in size since 1994. The combined gross domestic
product (GDP) for Canada, the U.S., and tulexico was US$19.2 trillion in 2012 up

from nearly US$8.0 trillion in 1993.
. Cooperation through the NAFTA has created a North America where Canadian,

American and Mexican companies do more than make and sell things to each other,
noy,/, our companies increasingly make things together. For example, over haif of
Canadian manufacturing exports to the U.S, are intermediate exports.

lnvestrnent

. The NAFTA's prov.isions ensure greater certainty and stability for investment
decisions by guaranteeing fair, transparent and non-discriminatory treatment of
investors and their investments throughout the free trade area,

. The NAFTA has contributed to enhancing Canada's attracliveness to foreign investors
while providing more opportunities for Canadians to invest in NAFTA partners'
economies. Investment is a key pillar of economic growth, In 20L2, the stock of
irivestment irr Canada from U.S. was CA$326,5 billion, while Canada has invested
CA$295 billion in our NAFTA partners.

. Canada and the U.S. have one of the world's largest investment relationships with a
bilateral investrnent stock totalling alrnost CA$616.0 billion in 20L2, according to
Canadlan statistics.

. The stock of Canadian direct investment in Mexico has increased dramatically since
I\IAFTA entered into force, reaching nearly $5.6 billion in 2C12, up fronr only $530
million irr 1993.
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