
The Benefits of NAFTA 

Long-run Effects of NAFTA 
(Percent deviation from pre-NAFTA steady state) 

Rest of 
Canada Mexico U.S. world -- - - 

Welfare 0.01 0.96 0.12 0.01 

Real GDP 0.11 3.26 0.24 0.01 
Real 
consumption 0.08 2.52 0.25 0.01 

Labor hours 0.07 1.99 0.14 0.00 
Real wages 0.09 2.12 0.25 0.01 

Capital 
investment 0.1 6 5.05 0.37 0.01 

Imports 0.29 12.47 1.40 0.14 

Exports 0.37 13.87 1.46 0.02 

NAFTA: A Prisoners' Dilemma Gamea 

Mexico 

Status Liberalize 

quo trade 
Status 

quo 0, 0 0.4, -2.7 

U.S. 

Liberalize 
trade -0.2,3.5 0.1, 1 .o 

a. Columns and rows list strategies. Payoffs (net welfare gains) are for U.S. on the right and Mexico on the left. 
SOURCE: Michael A. Kouparitsas. "A Dynamic Macroeconomic Analysis of NAFTA." Federal Reserve Bank of Chicago. Economic Perspectives, January1 
February 1997. pp. 14-35. 

The North America11 Free pI'r-adc 
Agreement (X!\F1;\), nhich t<)oli ef- 
fect o n  Januaq- 1, 199~t. \\-ill  cilrt;iil 
11~1st I~:~rriers to tr:lde ; L I I ~  invcst- 
nlent hetween Canada. A/lesico. :tncl 
the U.S. by the tirile it is fully imple- 
tllentecl in 2004. Althoi~gli ccono- 
~llists generally espect that the in- 
creasecl speci:iliz:ition ant1 t~ ic le  
:tssoci:~tecl n.itli the agreement xvill 
confer significant 13cncf'its o n  all 
1';~rticipating coilntries. rnost stilelies 
have shown these g:lins to he rcl;i- 
tively small. Mo\\.ex,er. this researcli 

cloes not incorporate the irlipact of 
the t ~ ~ c l e  agreement on the pace of 
c:ipital ;~ccumiilation. 

i\n important new study of 
NAI:?i\ (by Michael ICouparitsas of 
the I:cclerc~l Reserve I3anlc of 
Chicago) adjusts for this cleficiency 
zinc1 reports output anel consump- 
tion gains that are approsim;~tely 
twice as lai-ge as 11lost previoils esti- 
mates. I-Io~vever, it also fincls thxt 
the o\.erall \velfare gains (the utility 
associatecl \\~ith consumption ancl 
leisilre) :Ire comparatively srnall I)e- 
cause NAFrA raises worli effort. 

I~erhapSf"irt1ier extensions that ac- 
comrnoclate popi11:ltion gro\vth ant1 
tlxcle-inclucecl procluctivity :~clvances 
 ill uncover 1:irger ~velku-e gains. 

While clemonstrating that free 
rr-acle \\-ill malie Mesico, the U.S., 
:tncl Canacla better off, Iioiiparits:ls 
sh0n.s th:tt IIO c o ~ i n t ~ y  l~enefits from 
ilni1:iteral t~ ic l e  lil>er:ilization. I:or- 
rnal :igreenients like NAF?'I\ are 
neccssziry to resolve the prisoners' 
di1emm:i game inherent in t ~ ~ c l e  lib- 
clxlizations ancl to secure tlie bene- 
fits o f  free tracle. 
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