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I. Introduction 

 A promise of Donald Trump, the newly elected U.S president, was to restructure 

trade – especially among North American countries. NAFTA is currently the centerpiece of trade 

between Canada, Mexico, and the United States. Although Trump seeks to put a new plan in 

place, he has threatened to appeal the deal altogether. We considered possible implications of 

removal of this current agreement, focusing on the native U.S consumer. It is a very important 

policy considering what kind of hold Mexico and Canada have on the U.S. economy. Per the 

International Trade Administration (2016), a division of the U.S. Department of Commerce, 

Canada and Mexico lead all other countries as our top two export trade partners and are in the 

top two of our import trade partners. According to the same source, Canada and Mexico far 

outweigh other countries in terms of supporting US jobs. The International Trade Administration 

(2015) finds that NAFTA countries “accounted for almost one out of every three jobs” regarding 

US exports. The importance surrounding Trumps potential policies with Canada and Mexico is 

undeniable considering how much of a hold they have on the U.S. economy. Canada and Mexico 

combine for roughly $497,780,000 worth of exports: its next competitor is China at 

$115,775,000 (The International Trade Administration 2016). Schott and Hufbauer (2007) found 

that NAFTA “succeeded in advancing economic integration” between the NAFTA affiliated 

countries, although some of its overall success were restricted regarding environmental subsides 

and other concerns. The $800 billion annual growth of investment between the counties because 
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of the agreement led to a growth burst in both the US and Canada (Shott and Hufbauer 2007). 

Although some shortcomings are evident, Shott and Hufbauer (2007) argue that NAFTA 

“provide[d] the political impetus to craft successful policies,” and their findings lead them to 

believe that more talk must be done to fix some missing pieces of the otherwise very successful 

agreement.  If NAFTA was repealed, then it would have very negative consequence for the U.S. 

consumer, it would rise priced on imports- such as food and oil, cut investment into U.S. 

businesses, depreciate the U.S. dollar, and would have a serious impact on white collar jobs. 

 Job loss was a substantial negative in many Americans eyes, regarding specifically 

manufacturing jobs that were moved to Mexico. However, it is estimated that .7 percent of U.S. 

workers lost jobs to either Canada or Mexico (Blecker 2003). Blecker (2003) found that after 

NAFTA was put into place, U.S. wages of both generally skilled and unskilled workers rose: it 

can be hypothesized that the increase in wages is due to the furthering of wage gap between U.S. 

and Mexican citizens. Although this may not be great for Mexico, this paper focuses on the U.S. 

consumer: rising wages traced to NAFTA policy is a great positive for the U.S. The auto industry 

is an example that shows clear gain for both U.S. and Mexico. After NAFTA was put into place, 

auto imports from Mexico to the U.S. increased from $11.1 billion in 1993 to 27.7 billion in 

1998 (Burfisher and Robinson et al. 2003). In addition, U.S. auto exports to Mexico increased by 

14-times to a total of 2.4 million, as did auto parts by 30 percent (Burfisher and Robinson et al. 

2003). In the auto industry, there was a clear increase of trade in both imports from Mexico and 

exports to Mexico. Although jobs may have been lost, GDP could increase as the U.S. greatly 

increased the amount of car parts they exported. Additionally, research shows that “for every 100 

jobs US manufacturers created in Mexican manufacturing, they added nearly 250 jobs at their 

larger US home operations” (Briefing 2014). Lindsay Oldenski’s (2014) logic behind the 

statistical evidence is that manufacturing productivity increased while employment decreased. 

The offshoring led to investment in U.S. firms which allowed for more employment and sales 

(Oldenski 2014). Furthermore, the manufacturing jobs moved by U.S companies is a smaller 

fraction compared to the non-manufacturing work it provided domestically). As these companies 

grew (faster with help from NAFTA) both manufacturing jobs in Mexico and the U.S. started to 

increase. It is important to note all these positive benefits from NAFTA to realize what repealing 

it could mean. Our research is unique in pulling together all these different researchers ideas to 

show an actual economical, mathematical estimate of what could happen to U.S. GDP.  



 

II. Basic Result 

 One very clear assumption that we made is that NAFTA is completely repealed and 

no other provisions are put into place. Some assumptions are made in effect because it is 

impossible to know the exact implications. A repeal would mean that tariffs on Mexican, 

Canadian and American goods would drastically increase. The percent by which they increase 

will not affect our analysis, only the extent to which our hypothesis happens. For the GDP 

calculation, we will assume a tariff that cuts trade by 30%. First, to start with investment, U.S. 

businesses could pay lower wages (outsource to Mexico), lower shipping costs, and lower 

warehouse costs. These combined changes extended the PPF of U.S. companies as input prices 

decreased. Thus, domestic and foreign investment in businesses increased giving the U.S. 

economy a great boost. Large expenses that would result in shifting business back to the U.S. or 

paying the tariffs would increase producer costs, decrease investor returns, and create less 

competition (assuming some businesses would be forced to leave the market). This would lead to 

deadweight loss (firms and consumer leaving markets due to increased prices) and a loss of 

consumer surplus (increased prices at the same level of demand). If investment were to drop 

large enough, the expectation is that interest rates could rise, and the U.S. dollar could 

depreciate. Based off a 30% cut, we could see a loss of $316,663,000,000 in trade flow between 

NAFTA countries (Graph 1). U.S. farm exports grew 156 percent compared to the average 65 

percent of the rest of the world (Amadeo 2017). If they could grow that much faster, they can 

certainly fall just as fast. A hit that hard, $316,663,000,000 billion, is sure to drive off U.S. and 

foreign investors.  

 Suppose we look at another possible effect at repealing NAFTA, the effect food and 

oil prices. Mexico and Canada import about $14.4 and $12.8 billion respectively worth of food 

each year, and the US imports about $144.2 billion worth of oil from both each year (Amadeo 

2017, Graph 2). A mark-up of 30% on food prices on that scale (considering Canada and Mexico 

are our largest importers), would lead to a drastic increase on the overall market. Even if 

manufacturing jobs are brought back to the U.S. (a clear motive of the Trump administration for 

changing NAFTA), those workers would be forced to pay high wages for both oil and food. 

Assuming the jobs even come back to begin with, it does not compensate for the drastic rise in 



food and oil– not to mention the white-collar work this puts the U.S. in harm of losing. Through 

our research we see how large of a hand Canada and Mexico truly have on the U.S market. Aside 

from logical implications of policy as learned in class, the GDP equation is one methodology we 

could use to show the scale of the effect. Without understanding all the aspects that NAFTA 

touches, one cannot truly understand how important it is that if NAFTA is redone, it is redone 

correctly. The GDP equation shows that GDP= Consumption + Investment + Government 

Expenditure + Net Exports.  The U.S. Bureau of Economic Analysis stated that the 2016 GDP 

for the U.S. was $18.87 trillion. For research purposes, GDP will be simplified for this analysis. 

GDP will be set at $20 trillion. It will be assumed that consumption (13 trillion) is based on only 

coffee, fruits and vegetables. Secondly, Investment (3 trillion) will be affected by Schott and 

Hufbauer estimates. Third, government expenditure is constant (3 trillion). Lastly, net exports (1 

trillion) involving Canada and Mexico drop by 30%. Per the USDA (2015) Mexico and Canada 

account for 19% of U.S. coffee, 70.63% of vegetables, and 28.99% of fruits. For simplification, 

the average of those numbers account for roughly 40% of U.S. consumption. This means that 

40% of U.S. consumption products are vulnerable to a 30% rise in price. It is estimated that a 

10% increase in food prices reduces consumption by roughly 9% (Andreyeave and Long et al. 

2010). Going with this estimation, consumption would drop from $13 trillion to $11.8 trillion. 

Next, Schott and Hufbauer estimate that $800 billion dollars’ worth of investment came about 

due to NAFTA; if lost that would decrease investment from 3 trillion to $2.2 trillion. As a 

reminder, government expenditure is constant at 3 trillion. Lastly, net exports drop by 30% 

(assuming proportionately) which would decrease from 1 trillion to $ .66 trillion. In our 

simulation, GDP decreased form $20 trillion (13+3+3+1) to $17.66 trillion – that is an 11.7% 

drop in U.S GDP, a huge hit. It cannot be said for sure, but this could quite possibly lead to a 

huge financial crisis and we could see inflation at a large rate. Although we made a lot of 

assumptions, the simulation is trying to economically demonstrate that Canada and Mexico have 

a huge effect on the U.S. economy. Aside from speculating changed interest rates, depreciation 

of the US dollar, and higher unemployment, it can be concluded that the average U.S. consumer 

would be worse off if NAFTA was repealed.  

III. Extensions 



 One assumption that I think may be unreasonable is that 40% of all U.S. 

consumption is from Mexico and Canada. Even though Mexico and Canada’s footprint in the 

U.S. is big, 40% may be a high estimate. Setting the footprint at 20% is probably more 

reasonable. This would lead to more like 6% of U.S. consumers leaving the market in regards to 

consumption. The new GDP calculation would show a decrease from $20 trillion to $18.08 

trillion. This shows roughly a 9% drop in GDP. The results from changing this assumption 

confirms how strong of a hold Mexico and Canada have on the U.S. economy. This analysis and 

implications remains the same; consequently, it would lead to the same effects just at a lesser 

extent (GDP did not drop by as much). Future research could consider statistics that are not 

accessible, and expand the amount of consumption beyond fruits, vegetables, and coffee. 

Possible merit to these projections is very real, especially today. This research is imperative and 

relevant today because the Trump Administration is currently evaluating protectionist policies. 

There should be more informative and academic efforts to promote justifications as to why free 

trade (NAFTA) makes everyone better off. The broad impact is people who read this research 

can understand how important Mexico and Canada are to the U.S. economy. Overall, referencing 

Gregory Mankiw’s fifth rule of economics, “trade makes everyone better off,” which is a 

microeconomic theory with macroeconomic consequences.  

 

IV. Your Takeaway 

 This is by far the most beneficial economics class I have ever taken. Previous 

classes certainly taught me the basics of economics but with the feel of learning useless 

information. By being forced to sift through U.S. statistics and read articles about NAFTA I 

could put my learning into action. Not only could I now hold a very intelligent conversation 

about NAFTA, but I could argue what I believe the U.S. should put into place. This project 

showed me that I can understand current events at a level I was completely unaware of. I always 

considered a minor in economics but am now firmly decided on it after this class. There is a 

certain element to taking learning outside of the classroom. NAFTA was almost an anomaly to 

me before this project, but I now firmly understand it. A huge takeaway for me is also how 

important other countries are to the U.S. economy. I am very interested in working for a global 

company like EY or PWC after graduation. This project showed me how vital foreign markets 



are and how huge international business is. We also have a very diverse classroom and it was 

very interesting hearing ideas and working with people that I have previously had very little 

interaction with. Without compassion for other people, ideas would be lost: it was awesome to 

talk and think with students outside of the constrained textbook. At the end of the day this project 

excites me to keep up with current events. To me that is very important because I will be a much 

more knowledgeable voter that can think for myself, and challenge the ideas of politicians that 

are often too easily believed by their voters.  
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