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Executive Summary
The 1994 North American Free Trade Agreement (NAFTA) is a trilateral trade 
deal between the U.S., Mexico, and Canada designed to reduce transaction costs 
among Americans, Mexicans, and Canadians. Critics argue that NAFTA is a bad 
trade deal that impoverishes Americans by giving an unfair advantage to people 
in other countries. They have pushed to renegotiate NAFTA in the spirit of “fair 
trade” to reduce trade deficits and bring jobs back to the U.S. However, research 
shows NAFTA has positively contributed to increased U.S. economic activity and 
job creation. 

The U.S. Chamber of Commerce notes trade among individuals in these coun-
tries supports a net 14 million U.S. jobs with increased trade after NAFTA 
contributing to 5 million of those jobs (9). These economic benefits occurred 
directly by reducing the cost of doing business with a broader market, and indi-
rectly by lowering prices of goods and services that contribute to people having 
more purchasing power to satisfy their desires. A 2017 Gallup poll shows the 
public understands these benefits as 72 percent of Americans believe foreign 
trade increases economic opportunity. This support across the political spectrum 
is on the rise since 2011, with 80 percent of Democrats, 71 percent of indepen-
dents, and 66 percent of Republicans now favoring foreign trade. These Gallup 
data suggest the economic benefits are widely understood wherein individuals 
voluntarily trading mutually prosper. 

Before NAFTA, the U.S. and Canada traded with few trade barriers because of 
the 1987 Canada-U.S. Free Trade Agreement (CUSFTA). NAFTA primarily pro-
vided these two countries an institutional framework that further reduced trade 
restrictions. However, trade barriers plagued exchanges between the U.S. and 
Mexico. NAFTA eliminated roughly half of all tariffs, with most trade barriers 
phased out within 15 years. As the largest multinational trade deal, NAFTA was 
touted as having the potential for lowering business costs among member coun-
tries resulting in more economic output and job creation. 

Texas is a major trading player among NAFTA member countries that would 
rank as the 10th largest economy if it were an independent country (Selby). In 
addition, Texas’ proximity to Mexico could heighten the costs and benefits of the 
agreement. Texans have benefited from NAFTA as greater demand for exports 
and cheaper goods from imports have allowed opportunities to diversify away 
from the dominant energy sector over time, fostering more prosperity. 

We recommend any renegotiation of NAFTA be toward freer trade. This includes 
reducing trade barriers within domestic rules of law that secure private property 
rights and remove protectionist measures picking industry winners and losers. In 
addition, domestic policies should be advanced in Austin and D.C. that support 

Key Points
• Free trade is the ability of individ-

uals to meet in a marketplace and 
mutually benefit from voluntary 
exchange.

• People have flourished from 
increased trade and job creation 
across the country since NAFTA, 
and this increased market expo-
sure has helped to diversify Texas’ 
economy.

• Any renegotiation of NAFTA 
should be toward freer trade, 
along with making the U.S. and 
Texas economies more globally 
competitive so Texans and all 
Americans can prosper.
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https://www.uschamber.com/sites/default/files/the_facts_on_nafta_-_2017.pdf
http://www.gallup.com/poll/204044/record-high-foreign-trade-opportunity.aspx
http://www.politifact.com/texas/statements/2016/sep/15/greg-abbott/greg-abbott-says-if-texas-were-country-its-economy/
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more globally competitive economies so Texans and all 
Americans can flourish. 

Economics of Free Trade
Free trade is the ability of individuals to meet in a market-
place and mutually benefit from voluntary exchange. As 
Americans benefit domestically within this framework, so 
can individuals in different countries. Within the frame-
work of international trade, there is a place for government 
to be involved, but that involvement should be focused 
on ensuring cross-border enforcement of contracts (i.e., 
property rights), not imposing tariffs, quotas, or labor or 
environmental regulations on those trading. This focus also 
allows governments to engage one another in “free trade” 
agreements in order to remove existing barriers to trade. 

Mercantilism ruled the day for centuries with the econom-
ic rationale that nations derive wealth from accumulating 
profitable balances (e.g., gold and silver) through trade 
surpluses with other countries. How-
ever, history proved that countries 
with trade surpluses had an increase 
in their gold stock, putting upward 
pressure on prices as money flowed 
into the economy. Higher prices 
reduced domestic purchasing power 
and left those countries less globally 
competitive and poorer in the pro-
cess. Smith introduced the concept 
of absolute advantage in the 18th 
century, revolutionizing the way 
people thought about trade (I.1). 
Specifically, he explained there could 
be benefits from trade when one person could produce 
more of something in a given period than another, leading 
to division of labor and ultimately specialization. The result-
ing increased productivity from trade along with the accu-
mulation of capital contributed to an increase in the wealth 
of nations. This explanation and historical evidence led to 
the demise of mercantilism. However, there was something 
missing in Smith’s work, because if an individual or a coun-
try could produce more of everything in a certain period, 
then the person could be self-sufficient and not trade (i.e., 
autarky). In autarky, a person would reduce her satisfac-
tion because practically every moment is spent sacrificing 
without reaping the benefits of that sacrifice, contributing to 
less wealth creation over time. Ricardo followed Smith with 
the concept of comparative advantage in the 19th century 
to avoid the inherent problems with absolute advantage 
(Chapter 7). A comparative advantage exists when people 
are relatively more productive at producing one good in a 
given period than a trading partner, resulting in the trading 

partner being relatively more productive at producing 
another good. This outcome allows individuals in trading 
countries to specialize in production of particular goods 
while having access to foreign markets to sell their products 
and purchase other goods. Consequently, exchange among 
individuals with a comparative advantage, or even a com-
petitive advantage that also accounts for costs and quality 
of products, in member countries of a trade agreement sup-
ports more income growth than protectionist trade policy 
(Frankel and Romer, 394-395). 

The structure of a free trade agreement matters as erected 
barriers to competition can hinder the growth and increase 
the volatility of member countries’ economies (Edwards; 
Edwards and Ginn; Hartman). Potential economic and em-
ployment uncertainty from international trade gives Amer-
icans reason to question NAFTA and other trade agree-
ments. Some Americans argue for “fair trade” because they 

associate international trade with 
specific job losses, which they deem 
unfair. While free trade agreements 
may not create net new jobs im-
mediately as some industries fail to 
compete, lower trade costs support 
greater economic activity among 
industries able to compete, which 
initially reallocates the job mix, then 
increases the rate and net job cre-
ation over time (Cañas, 19). This is 
an example of the economic benefits 
of trade being often diffuse while the 

costs are acute. Ultimately, though, trade agreements benefit 
people by lowering prices, opening up previously inaccessi-
ble markets, and creating new opportunities to flourish. 

Examining NAFTA
From its genesis, NAFTA has been politically controversial. 
Critics of NAFTA predicted an exodus of economic activity 
and jobs, which was famously echoed by the U.S. presi-
dential candidate Perot, who predicted in 1992 that there 
would be a “giant sucking sound” as income and jobs left. 
Protectionists claim that perverse effects of trade deficits 
with member countries provide reason to renegotiate the 
agreement (Lawder and Wroughton). 

In fact, the opposite occurred. The U.S. economy expanded, 
and more jobs were created after NAFTA.The U.S. Chamber 
of Commerce estimates trade among people in these three 
countries supports 14 million U.S. jobs with 5 million of 
those jobs related to the boost in trade since NAFTA (9). 

Exchange among individuals 
with a comparative advan-
tage or even a competitive 
advantage supports more 
income growth than protec-
tionist trade policy does.

http://www.econlib.org/library/Smith/smWNCover.html
http://www.econlib.org/library/Ricardo/ricP.html
https://eml.berkeley.edu/~dromer/papers/AER_June99.pdf
http://www.usc.es/economet/reviews/aeid921.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2141585
http://www.tandfonline.com/doi/abs/10.1080/08853908.2011.532036
https://poseidon01.ssrn.com/delivery.php?ID=376121095093088098012095030096012123064024026051006017127016111042021046104002103114042112039040030001010018067000094124120092034087031074000113078016106110007115081003023089120126018018100089083001121093007118127&EXT=pdf
http://collection.cnn.com/content/clip/37039598_001.do?assetId=clip_33261649
http://www.reuters.com/article/us-usa-trade-nafta-statement-idUSKBN1A2272
https://www.uschamber.com/sites/default/files/the_facts_on_nafta_-_2017.pdf
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Critics of free trade often point to trade deficits as a reason 
to oppose trade agreements, but trade deficits and surplus-
es are only one side of the trade equation. People benefit 
from trade regardless of whether there is a trade deficit or 
surplus. The value exchanged among individuals interna-
tionally is called “balance of payments,” which includes 
the current account of goods and services and the capital 
account of financial assets. Stein expands on the balance of 
payments: 

Because the current account and the capital account add 
up to the total account, which is necessarily balanced, a 
deficit in the current account is always accompanied by 
an equal surplus in the capital account, and vice versa. 
A deficit or surplus in the current account cannot be 
explained or evaluated without simultaneous explana-
tion and evaluation of an equal surplus or deficit in the 
capital account. 

Given the identity in the balance of 
payments, the U.S. current account 
(trade) deficit of $566 billion in 
2017 essentially equals its capital 
account (trade) surplus. Alterna-
tively, the current account deficit, 
with imports of $2.895 trillion ex-
ceeding exports of $2.329 trillion, 
provides the total value of trade of 
$5.224 trillion as Americans trade 
with individuals worldwide (Cen-
sus Bureau 2018a, 3). However, 
the current account trade deficit is 
often interpreted as a weakness for 
the American economy because of declining competitive-
ness or unfair trade agreements. Moreover, the Bureau of 
Economic Analysis’ calculation of gross domestic product 
(GDP) as the sum of expenditures, specifically consump-
tion, investment, government spending, and exports minus 
imports is misleading (2015). This calculation notes that 
a current account trade deficit reduces economic activity 
because dollars leave the country; however, this is based on 
the flawed logic of mercantilism above along with the fact 
those dollars return in the form of capital investment. 

Some point to job losses in the auto manufacturing sector 
as an example of the cost to American auto workers from 
NAFTA, as lower prices of capital and labor in Mexico 
reduced America’s competitive advantage (Hufbauer et 
al., 9-10). However, Ferguson and Villarreal conclude that 
NAFTA has had positive effects on the countries involved 
by increasing regional trade and by supporting foreign in-
vestment (11-12). In addition, Hufbauer and Cimino-Isaacs 

highlight gains in productivity and lower consumer prices 
after NAFTA. Scholars assert that the job losses in the man-
ufacturing sector would likely have happened even in the 
absence of the agreement, primarily from China’s manufac-
turing growth and the advent of efficiency-improving tech-
nologies (Autor et al.; Cocco). While this has been a boon to 
American auto consumers, some auto manufacturing work-
ers were displaced. However, the same Mexican market that 
allowed for the reallocation of auto manufacturing opened 
up markets for the American petroleum industry, which has 
experienced a rapid increase in exports of gasoline to Mex-
ico (EIA 2018a). Essentially, Mexicans are relatively more 
productive at producing cars than Americans while Ameri-
cans more efficiently produce gasoline—an example of com-
parative advantage. As a result, both industries can produce 
more of their respective product and make both products 
more accessible to domestic and international populations, 
growing the economic pie and creating more net jobs over 
time. In fact, real (inflation-adjusted) GDP, even with its bi-

ased calculation against imports as the 
U.S. has long run a current account 
trade deficit, has increased since 1994 
by $7.2 trillion, or 73 percent, to $17.1 
trillion in 2017, and nonfarm employ-
ment has increased by 32.2 million, 
or 28 percent, to 146.6 million in that 
period. Not quite the “giant sucking 
sound” that Perot and others feared.  

Although some auto manufacturing 
companies have suffered job displace-
ment because of high-tax-and-spend 
policies and large unions, other auto 

manufacturing companies like Toyota flourished by moving 
to right-to-work states with pro-growth policies like Texas. 
Competition from foreign markets may get the blame, but 
the results of job losses are often dependent on domestic 
policies, at the state and federal levels, that raise costs of 
doing business. Moreover, individuals who lose their job 
have learned skills from on-the-job training that allow them 
opportunities to find work elsewhere.

NAFTA and Texas
Texas’ proximity to Mexico and the volume of trade with 
NAFTA member countries provide a case study for the 
economic effects of the trade agreement. Texas marked 
its 16th straight year as the leader in exports nationwide 
in 2017, benefiting from trade with its two largest trading 
partners, Mexico and Canada (Aldeen). Considering all its 
foreign trading partners in 2017, Texas exports were $264.1 
billion, or 17.1 percent of total U.S. exports, and imports 
were $263.3 billion, or 11.2 percent of total U.S. imports, 

Competition from foreign 
markets may get the blame, 
but job losses are often the 
result of domestic policies 
that raise costs of doing 
business. 

http://www.econlib.org/library/Enc/BalanceofPayments.html
https://www.bea.gov/newsreleases/international/trade/2018/pdf/trad1217.pdf
https://www.bea.gov/newsreleases/international/trade/2018/pdf/trad1217.pdf
https://www.bea.gov/national/pdf/nipa_primer.pdf
https://piie.com/publications/policy-briefs/nafta-20-misleading-charges-and-positive-achievements
https://piie.com/publications/policy-briefs/nafta-20-misleading-charges-and-positive-achievements
https://fas.org/sgp/crs/row/R42965.pdf
https://piie.com/blogs/realtime-economic-issues-watch/nafta-rejoinder-us-effects-are-clearly-positive-most-workers
http://www.nber.org/papers/w21906.pdf
https://www.ft.com/content/dec677c0-b7e6-11e6-ba85-95d1533d9a62
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=pet&s=mgfexmx1&f=m
https://fred.stlouisfed.org/series/GDPC1#0
https://fred.stlouisfed.org/series/GDPC1#0
https://fred.stlouisfed.org/series/PAYEMS
https://fred.stlouisfed.org/series/PAYEMS
http://texasinsider.org/aldeen-nafta-free-trade/
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for a trade surplus of $800 million (Census Bureau 2018b). 
Texas’ top trading partner was Mexico with exports of $97.3 
billion, or 36.8 percent of total exports, and with imports of 
$89.8 billion, or 34.1 percent of total imports, resulting in a 
$7.5 billion trade surplus for Texas. Trade with Canada rep-
resented the second highest exports of $22.8 billion, or 8.6 
percent total exports, and third highest imports of $18.3 bil-
lion, or 6.9 percent of total imports, for a $4.5 billion trade 
surplus.1 NAFTA contributes to a $12 billion trade surplus 
in a $1.7 trillion economy (Bureau of Economic Analysis 
2017). However, instead of simply evaluating a trade surplus 
as positive or negative, consider that the balance of pay-
ments allows for people worldwide to benefit from total 
foreign trade with Texas of $527.4 billion. 

Did NAFTA Contribute to Economic Diversifica-
tion or a “Giant Sucking Sound” from Texas?
Figure 1 shows the real oil price and the mining sector’s 
(dominated by oil and gas activity) share of the private 
economy from 1976 to 2017. These two variables provide 
an indication of the diversification of Texas’ economy over 
time.

The mining share of Texas’ private economy averaged 13.7 
percent pre-NAFTA and 10.1 percent after. The real oil price 
averaged $52 per barrel with a compound annual average 
decline of 3.2 percent before 1994 and $58 per barrel after 

1  China is Texas’ third highest trading partner in exports of $16.3 billion, or 6.2 percent of total exports, and second highest trading partner in 
imports of $42.7 billion, or 16.2 percent of total imports, for a $26.4 billion trade deficit.

with a comparable average increase 
of 2.9 percent. Each period’s highs for 
these variables were in 1981 with the 
mining share of 21.4 percent and real 
oil price of $95 per barrel while in 
2008 the mining share was only 16.1 
percent with a real oil price of $108 
per barrel. The correlation between 
these two variables was 7.2 percent 
for the entire period. However, there 
is a stark difference between the two 
periods, as the correlations were 27.7 
percent pre-NAFTA and only 7.2 per-
cent thereafter, indicating economic 
diversification.

Regarding economic diversification, 
Ginn and Roach found that Texas’ 
economy was more resilient to oil 
price fluctuations after NAFTA as 
lower-cost trade with Canadians 
and Mexicans incentivized broader 
market dynamics. However, as Texas’ 
economy diversified to look more 

like other states, with expansions in sectors like technology, 
telecommunications, health care, and financial services 
outpacing the mining sector’s over time (Koech and Wynne, 
18), it tended to be more dependent on the rest of the U.S. 
economy. For example, employment in Texas now swings 
less with the oil and gas market and more with activity in 
the business and financial services sector (Dhaliwal et al.). 
While this can be beneficial, it also means that Texas may 
be more susceptible to business cycles in other states and 
national policy changes. 

Texas has not had a net decline in job creation or economic 
activity since NAFTA, negating the fear of a “giant sucking 
sound.” Texas’ private economy expanded at a compound 
annual rate of 2.5 percent pre-NAFTA compared with 3.5 
percent post-NAFTA, for an increase of $824 billion in the 
real private economic output. In addition, civilian employ-
ment increased, on net, by 1.3 million jobs for a compound 
annual growth rate of 2.8 percent in the earlier period while 
it increased by a net 4.1 million jobs for a rate of 1.7 per-
cent after. The U.S. Department of Commerce notes that 
11.5 million gross jobs were supported by U.S. exports in 
2015, with 10 percent of those in Texas. Additionally, these 
data account for only part of the job creation supported by 
foreign trade. Imports often result in lower prices, higher 

Figure 1. Texas economy’s relationship with oil prices changed soon 
after NAFTA (2017 $)

Notes: Data are inflation-adjusted where appropriate, with 2017 as the base year, and are from the 
U.S. Bureau of Economic Analysis and Energy Information Administration. 

https://www.census.gov/foreign-trade/statistics/state/data/index.html
https://www.bea.gov/iTable/index_regional.cfm
https://www.bea.gov/iTable/index_regional.cfm
http://www.tandfonline.com/eprint/mrMzuiCzRmEXGUhfXgN5/full
https://www.dallasfed.org/~/media/documents/research/swe/2015/swe1503g.pdf
https://www.dallasfed.org/~/media/documents/research/swe/2015/swe1503g.pdf
https://www.dallasfed.org/~/media/documents/research/eclett/2018/el1801.pdf
http://www.trade.gov/mas/ian/statereports/states/tx.pdf
http://www.trade.gov/mas/ian/statereports/states/tx.pdf
https://www.bea.gov/iTable/index_regional.cfm
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=R0000____3&f=M


www.TexasPolicy.com 7

May 2018 People Prosper from Trade: NAFTA and Texas

productivity, and more business investment allowing people 
to have more money in their pocket, higher wages, and 
more job opportunities. In short, a focus on reducing trade 
deficits is not likely to be the best use of resources to make 
an economy more competitive. Estimating the potential cost 
to Texas if each NAFTA country substantially raised barri-
ers to trade, Francois and Baughman find that Texas could 
lose almost 309,000 jobs within five years, which is equiva-
lent to losing at least one year of recent job creation (20). 

The data suggest Texans have prospered from freer trade 
with Canadians and Mexicans. However, foreign trade is not 
the only factor responsible for this prosperity. Pro-growth 
policies in Texas have also provided the institutional frame-
work for Texans to thrive and for businesses to do business 
(Ginn; Peacock). The Fraser Institute’s reports on economic 
freedom, which compare states and countries based on 
areas such as government spending, taxes, and regulation, 
rank Texas as the second best U.S. state (Stansel et al., 7) 
and the U.S. as 11th worldwide (Gwartney et al., 7). Over 
230 scholarly articles by independent researchers have used 
the work by Stansel et al. to examine economic freedom at 
the state level, while more than 400 articles have done the 
same with the work by Gwartney et al. at the national level. 
The vast majority of this research finds that areas economi-
cally free from excessive government intervention generally 
experience positive outcomes, including more economic 
prosperity. States with the fastest economic growth, like 
Texas, have similar limited governmental institutions with 
relatively low taxes, limited spending growth, and sensible 
regulation that support entrepreneurial success (Stansel and 
Tuszynski). 

NAFTA and Energy
NAFTA has contributed to America’s resurgence in energy 
production. Its importance is highlighted by the fact that in 
2017, 47 percent of petroleum imports (10.1 million barrels 
per day) into the U.S. came from Canada (40 percent), and 
Mexico (7 percent). Moreover, the U.S. exported 30 per-
cent of petroleum exports (6.3 million barrels per day) to 
Mexico (17 percent) and Canada (13 percent)—the top two 
consuming nations (EIA 2018b). Although many in favor 
of protectionist economic policy favor full energy indepen-
dence, crude oil imports allow America to run its refineries 
at their full capacity to create more valuable petroleum 
products that are consumed domestically and exported 
internationally. Again, the value of NAFTA stands out here, 
with the potential for North America to soon achieve liquid 
fuel self-sufficiency (API, 2).

Through maintaining and improving the energy provisions 
in NAFTA, the U.S. has the opportunity to further expand 
its energy dominance while also benefiting exporting 

countries. For example, the energy chapter of NAFTA is 
unlike other chapters (SICE, Chapter 6), as it was written 
in the context of Mexico’s completely nationalized energy 
sector. Mexico had long maintained state control of natural 
resources, including natural gas, coal, and oil, resulting in 
only one petroleum company—the 75-year-old state-run 
Pemex. NAFTA currently is written to accommodate this 
past reality. For instance, Mexico can limit exploration, 
drilling, and refining of crude oil and natural gas. It can 
fully control the trade, transportation, and distribution of 
crude oil, natural gas, petrochemicals, and products made 
with petrochemicals. NAFTA also states that private invest-
ment in these resources can only be performed if the Mexi-
can government permits a contract (SICE, Annex 602.3). 

As with most government-created monopolies, Pemex has 
been plagued by corruption and inefficiency, ultimately 
forgoing risks and prospects for sub-surface resources. 
However, Vietor and Sheldahl-Thomason note that these 
issues led to a surprising move in 2013 to gradually 
privatize the energy sector (4). Constitutional changes were 
fully in place by 2014 with the goal of improving efficiency 
of Pemex, reduce corruption, and allow foreign investment, 
prospecting, and exploration in Mexico’s energy sector. 
Increased production of Mexico’s crude oil and natural gas 
often results in more business for refineries in Texas and 
elsewhere in the U.S., contributing to greater economic 
activity and job creation. However, there is no guarantee 
these economic benefits will continue. 

While there could be benefits of renegotiating NAFTA to 
better represent the realities of privatization of Mexico’s en-
ergy sector by agreeing to enhance private property rights, 
exit from NAFTA might nullify the opportunities and eco-
nomic gains made from trade. For example, a new Mexican 
president could nationalize the energy sector again, mean-
ing that U.S. oil and gas companies could lose their capital 
there. An amendment to NAFTA’s energy chapter that 
protects private property rights for oil and gas companies 
would be a win for energy companies and people. 

Thanks to NAFTA, proximity, and profit motives, Texas 
refineries have become intertwined with Mexico’s energy 
sector. In 2016, Texas exported $37.1 billion in petroleum 
and coal products (second only to computer and electronic 
products of $47.1 billion), with much of it going to Mexico 
and Canada (Kreutzer). Matthews notes that the U.S. energy 
sector had a positive trade surplus with Mexico of $11.5 
billion in 2016. Although the U.S. is the leading producer 
of petroleum in the world, America uses six million barrels 
more of oil and related products per day than we produce. 
Canadian producers satisfy three million barrels a day of 
that demand, with Mexico sending about 688,000 barrels of 

https://businessroundtable.org/sites/default/files/NAFTA Termination Impact FINAL_0.PDF
https://www.texaspolicy.com/library/doclib/A-Labor-Market-Comparison-Why-the-Texas-Model-Supports-Prosperity.pdf
https://www.texaspolicy.com/library/doclib/EconomicDevelopmentTexasStyle-CEF-BillPeacock.pdf
https://www.fraserinstitute.org/sites/default/files/economic-freedom-of-north-america-2017.pdf
https://www.fraserinstitute.org/sites/default/files/economic-freedom-of-the-world-2017.pdf
https://www.fraserinstitute.org/sites/default/files/economic-freedom-of-north-america-2017.pdf
https://www.fraserinstitute.org/sites/default/files/economic-freedom-of-the-world-2017.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2986353
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2986353
https://www.eia.gov/tools/faqs/faq.php?id=727&t=6
http://www.api.org/~/media/Files/Policy/Trade/North-American-Energy-Onepager.pdf
http://www.sice.oas.org/Trade/NAFTA/chap-06.asp
http://www.sice.oas.org/Trade/NAFTA/chap-06.asp
https://sites.hks.harvard.edu/hepg/Papers/2017/Mexican Energy Reform Draft 1.23.pdf
https://www.heritage.org/trade/report/trade-and-prosperity-the-states-the-case-texas
https://www.wsj.com/articles/free-trade-has-been-a-boon-for-energy-independence-1514822901?mod=searchresults&page=1&pos=2
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oil per day. When this industry grows, Texas and America 
prosper. For example, Texas created 26 percent of all U.S. 
civilian jobs with only 9 percent of the U.S. population from 
December 2007 to December 2017, that is from the begin-
ning of the last U.S. recession and amid the shale revolution. 
(Bureau of Labor Statistics).

Sammon estimates that NAFTA already supports about 8 
percent of the U.S. economy and 9.8 million energy jobs. 
Although it is difficult to predict the future, the positive 
effects of NAFTA could expand if the agreement was mod-
ernized toward freer trade, along with fewer energy-related 
restrictions in Mexico and increased protection of private 
property rights to reduce political uncertainty. 

Freer Trade and Economic Competitiveness
Free trade brings tremendous economic benefits to 
all involved. But it can expose the harm caused by 
anticompetitive domestic regulations. Policymakers should 
consider the evidence of increased economic prosperity 
from foreign trade agreements, 
despite their imperfections, and 
focus on reducing government 
regulation on the American 
economy to allow domestic 
businesses to be more competitive, 
domestically and globally. 

Such policy changes include rolling 
back needless regulations, cutting 
taxes, and restraining government 
spending that drives higher taxes 
and funds regulatory bureaucracies. 
The Trump administration and Con-
gress took valuable steps in this direction regarding tax and 
regulatory reforms in 2017, but there is more work to do 
regarding restraining government spending, without which 
the benefits of reform will not last. Similar policy choices 
should also be made in Texas. These steps will help both 
increase economic competitiveness in a global economy and 
stop pointing the finger at foreign countries when domestic 
policies are the cause of the problem. 

Moreover, any renegotiation of NAFTA or other trade 
agreements should be toward freer trade without gov-
ernment privilege to private businesses. This should also 
include expanding free trade agreements with other coun-
tries to lower exchange costs so more people worldwide 
can improve their standard of living. As we go down this 
path toward trade liberalization, it is worth reiterating that 
free trade does not necessarily initially create a net number 
of new jobs, and often the economic benefits are diffuse 

while the tradeoffs can be acute. Ultimately, though, free 
trade benefits everyone by lowering the general price level, 
opening up previously inaccessible markets, and creating 
new industries that provide more opportunities for people 
to flourish. 

Conclusion
Americans trade with the rest of the world for the same 
reasons that they trade with each other. They trade because 
it allows them to satisfy their desires while focusing their 
efforts on what they do best, which in turn raises produc-
tivity, incomes, and standards of living. A free enterprise 
system in which government institutions preserve liberty 
best supports individual prosperity, even between countries. 

Renegotiating NAFTA could serve as a valuable opportunity 
to promote prosperity, but only by reducing trade barriers 
and government privilege so individuals in different coun-
tries can mutually benefit. In addition, the U.S. can help 
keep businesses from fleeing and support more job creation 

at home by cutting excessive govern-
ment spending, ensuring a pro-
growth tax system, and rolling back 
onerous regulations. The same is true 
for Texas. By effectively restraining 
government spending, Texas can 
lower tax and regulatory burdens to 
provide an economic environment 
most conducive to business invest-
ment and hiring.  

NAFTA renegotiation, if desired, 
should focus on modernizing the 

agreement to reflect the many changes that have taken place 
in industries, and to consider the creation of new industries, 
since it was originally signed into law decades ago. The 
energy sector is a great example of an area where modern-
ization may be necessary. However, a successful renegotia-
tion of NAFTA should ultimately respect the tenets of free 
trade, by focusing on removing barriers to trade, instead of 
erecting them. This includes reducing trade barriers within 
domestic rules of law that secure private property rights and 
remove protectionist measures picking industry winners 
and losers. 

There is much at stake with the outcome of renegotiating 
NAFTA. Economic growth, standards of living, and suc-
cesses of many businesses lie in the balance. If the focus is 
on the principles of freedom and liberty, the outcome of 
an improved NAFTA will be to let people prosper, whether 
they are Texans, Americans, Mexicans, or Canadians. 

Policymakers should focus 
on reducing government 
regulation on the American 
economy to allow domestic 
businesses to be more 
competitive.

https://www.bls.gov/web/laus/ststdsadata.txt
http://www.api.org/news-policy-and-issues/news/2017/07/17/modernizing-nafta-to-strengthen-north-am
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