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directly from a socialized economy (called a family), and has no feel on his pulse for those tragedies of
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NAFTA: Boom or Bane?

Few political issues of recent years have generated as much hysteria as NAFTA. Yet, as Yaw Asamoah
explains below, its impact is likely to be minimal.

The North American Free Trade Agreement (NAFTA) is a dream that would include Mexico in
the recently-created regime of duty-free trade between the U.S. and Canada. NAFTA would encourage
freer trade and promote a smoother flow of investment; but will it help or hinder the U.S.?

The benefits of NAFTA
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should be signed. According to neoclassical trade theory and the principle of comparative advantage, the
increased competition triggered by NAFTA should lower prices of goods and services, increase
productive efficiency, and offer greater economies of scale which would increase prosperity for all three
neighbors.

Mexico's gain would arise from the improved efficiency associated with the restructuring and
liberalization of its domestic markets, and the removal of tariffs and other import restrictions. In
addition, a restructured Mexican economy would attract a large volume of investment from U.S.
manufacturers wanting to take advantage of Mexico's low wages. These gains should translate into
higher Mexican incomes which, in turn, would increase their demand for imports.

Since the U.S. provides about 70% of Mexico's imports, increased investment in new plant and
equipment means more orders and jobs for U.S. equipment manufacturers. Granted, under NAFTA, the
increased Mexican competition in industries which rely heavily on unskilled and semi- skllled labor (e.g.
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U.S. healthcare expend1tures are well above those in the rest of the world, but we're not measurably
health1er than cmzens 1n n many other countrles Those w1thout insurance av01d physwlans whenever
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increase costs; it cut them. No more polio; no more polio costs.

Optimists recognize the problem, but hope for different types of technology in the future. Most
technologies are now in the "iron lung" stage. They treat symptoms, but are rarely preventative. Perhaps,
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stage. technology. Current AIDS treatments are an example of an iron-lung technology. They prolong
the life of AIDS patients at great expense, but can neither cure nor prevent the disease. However, if
research can develop a vaccine to prevent AIDS, what now looms as an unprecedented medical and
economic disaster will be averted.

Can we do it? If we can't, we're in deep trouble. Without new types of technologies, medical costs will

continue to soar unless we start rationing care and denying access to life-saving procedures. And all the
managed competition in the world won't stop it.

Return to the Alumni Newsletter index.

Return to the IUP Department of Economics Front Page.
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