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Outline

• NAFTA
• Brexit
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The First Big RTA for the US
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CBO, How Preferential Trading Arrangements Affect the US (Sept. 2016)



NAFTA Provisions
• Reduction in trade barriers - tariffs

4Villareal, Ferguson, NAFTA, CRS Report R42956 (Feb. 2017)



Textiles
• Textiles and Apparel Industries. NAFTA phased out all duties on textile and 

apparel goods within North America meeting specific NAFTA rules of 
origin over a 10-year period. Prior to NAFTA, 65% of U.S. apparel imports 
from Mexico entered duty-free and quota-free, and the remaining 35% 
faced an average tariff rate of 17.9%. Mexico’s average tariff on U.S. 
textile and apparel products was 16%, with duties as high as 20% on some 
products.
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Automobiles
• Automotive Industry. NAFTA phased out Mexico’s restrictive auto 

decree. It phased out all U.S. tariffs on imports from Mexico and 
Mexican tariffs on U.S. and Canadian products as long as they met 
the rules of origin requirements of 62.5% North American content 
for autos, light trucks, engines and transmissions; and 60% for other 
vehicles and automotive parts. Some tariffs were eliminated 
immediately, while others were phased out in periods of 5 to 10 
years. Prior to NAFTA, the United States assessed the following 
tariffs on imports from Mexico: 2.5% on automobiles, 25% on light-
duty trucks, and a trade-weighted average of 3.1% for automotive 
parts. Mexican tariffs on U.S. and Canadian automotive products 
were as follows: 20% on automobiles and light trucks, and 10%-
20% on auto parts.
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Agriculture
• Agriculture. NAFTA set out separate bilateral undertakings on cross-

border trade in agriculture, one between Canada and Mexico, and 
the other between Mexico and the United States. As a general 
matter, U.S.-Canada FTA provisions continued to apply on trade 
with Canada. Regarding U.S.-Mexico agriculture trade, NAFTA 
eliminated most non-tariff barriers in agricultural trade, either 
through their conversion to tariff-rate quotas (TRQs) or ordinary 
tariffs. Tariffs were phased out over a period of 15 years with 
sensitive products such as sugar and corn receiving the longest 
phase-out periods. Approximately one-half of U.S.-Mexico 
agricultural trade became duty-free when the agreement went into 
effect. Prior to NAFTA, most tariffs, on average, in agricultural 
trade between the United States and Mexico were fairly low though 
some U.S. exports to Mexico faced tariffs as high as 12%. However, 
approximately one-fourth of U.S. agricultural exports to Mexico (by 
value) were subjected to restrictive import licensing requirements

7Villareal, Ferguson, NAFTA, CRS Report R42956 (Feb. 2017)



Other Provisions
• “Foreign Investment. NAFTA removed significant 

investment barriers, ensured basic protections for 
NAFTA investors, and provided a mechanism for 
the settlement of disputes between investors and a 
NAFTA country”

• IPR – in line with TRIPS
• Dispute Settlement Procedures – NAFTA Trade 

Commissions, arbitral panel proceedings
• Government procurement – nondiscrimination, 

exclusions for SOEs.
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Side-Agreements

• Two trade adjustment programs
• Labor and environmental side agreements 

required enforcement of national laws, with 
monetary damages allowed

• Bilateral border environmental agreement

9Villareal, Ferguson, NAFTA, CRS Report R42956 (Feb. 2017)



Trade 
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Villareal, Ferguson, NAFTA, CRS Report R42956 (Feb. 2017)



11CBO, How Preferential Trading Arrangements Affect the US (Sept. 2016)



Impact on US Trade
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FDI

• Lower trade barriers reduce motivation for 
investment within RTA, but increase for those 
sources outside.

• Stronger protection for foreign investors
• Stronger intellectual property protections

© 2014 Worth Publishers   International 
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Other Indirect Effects

• Productivity - nil
• Total employment and average wages - nil 

(possible increase in latter through price 
declines)

• Worker outcomes 
- Negative for low skilled workers and
- Displaced workers (permanent hit to wages)
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USMCA (ITC Report)
• The elements of the agreement that would have 

the most significant effects on the U.S. economy 
are (1) provisions that reduce policy uncertainty 
about digital trade and (2) certain new rules of 
origin applicable to the automotive sector.

• Because NAFTA has already eliminated duties on 
most qualifying goods and significantly reduced 
nontariff measures, USMCA’s emphasis is on 
reducing remaining nontariff measures on trade 
and the U.S. economy
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USMCA (US ITC Report)
• The agreement would establish commitments 

to open flows of data, which would positively 
impact a wide range of industries that rely on 
international data transfers. USMCA would 
reduce the scope of the investor-state dispute 
settlement (ISDS) mechanism…

• strengthen labor standards and rights, 
including those related to collective bargaining 
in Mexico…
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USMCA (US ITC Report)
• New intellectual property rights provisions would 

increase protections …
• The Commission’s model estimates that USMCA 

would raise U.S. real GDP by $68.2 billion (0.35 
percent) and U.S. employment by 176,000 jobs (0.12 
percent). The model estimates that USMCA would 
likely have a positive impact on U.S. trade, both with 
USMCA partners and with the rest of the world. U.S. 
exports to Canada and Mexico would increase by $19.1 
billion (5.9 percent) and $14.2 billion (6.7 percent), 
respectively. U.S. imports from Canada and Mexico 
would increase by $19.1 billion (4.8 percent) and $12.4 
billion (3.8 percent), respectively.

17



USMCA (US ITC Report)
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USMCA Autos
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Nexit: Sectoral Impacts Could Be 
Large

20Head and Mayer, “Brands in motion: How frictions shape multinational production,” (2016)



Brexit: Issue Areas

• Trade
• Investment
• Financial services/Passporting
• Immigration
• Budget

© 2014 Worth Publishers   International 
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http://www.cfr.org/united-kingdom/brexit-means/p37747
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https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/504604/Alternat
ives_to_membership_-_possible_models_for_the_UK_outside_the_EU.pdf
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Latorre, Olekseyuk, Yonezawa, & Robinson (2019) 
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Latorre, Olekseyuk, & Yonezawa. (2018)
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BoE on “No Deal” Brexit

28https://www.bbc.com/news/business-46377309



IMF on “No Deal” Brexit
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IMF WEO April 2019
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