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NAFTA’s Impact on Rhode Island:
Job Loss Has Led to Downward Pressure
on Wages and Living Standards

New Reports Show 7,000 Jobs Lost in Rhode Island,;
766,000 Jobs Lost Nationwide

When the North American Free Trade Agreement was being debated by the United States
Congressin 1993, proponents argued that the passage of NAFTA would lead to increased
job opportunities and rising living standards in the United States, Canada, and Mexico.
Seven years later, evidence of economic gainsfor the majority of the population has failed
to materialize in Rhode Island and the rest of the United States. Nor are the majority of
people in Canada or Mexico better off as aresult of NAFTA.

In Rhode Island and the United States overall, NAFTA has been anet destroyer of jobs, as
aresult of increased trade deficits. Nationally, a recent report from the Economic Policy
Institute (EPI) shows, mor e than three-quartersof a million jobsand job opportunities
were eliminated in the United States by increased trade deficits with Canada and Mexico
during the operation of NAFTA.' Morethan half amillion of these job |osses were direct
job losses in manufacturing, the sector principally affected by trade. By comparison, the
net job loss in U.S. manufacturing since the 1998 “ Asian financia crisis’ largely induced
by the International Monetary Fund and the World Bank’s financia liberalization and
austerity policies, which also caused huge job losses through increased U.S. trade deficits,
was 368,000 jobs'" (Table 1.) A state-by-state analysis by EPI showsthat seven thousand
of NAFTA’slost jobs and job opportunities werein Rhodelsland, with more than six
thousand direct job losses in manufacturing."' The distribution of these job losses has led
to downward pressure on living standards and aweakening of workers' bargaining power.
There is little reason to expect negotiations underway to extend the NAFTA model of
economic integration to the rest of the Western Hemisphere — the proposed “Free Trade
Area of the Americas’ [FTAA] —to lead to a different resullt.
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Thus, acentral claim of proponents of NAFTA in 1993, that NAFTA would create jobsin
the United States, has been refuted by actual experience. Thefailure of NAFTA to achieve
this central claim made for it by its proponents justifies skepticism in evaluating present
claims of benefits from expanding NAFTA through the FTAA.

Given NAFTA’sfailure to create jobs in the United States, it is now common for
proponents of NAFTA and of NAFTA expansion to concede that the purpose of NAFTA
was never to create jobs. Now it is claimed that NAFTA has nothing to do with job
creation, that the real significance of NAFTA isin promoting economic efficiency and
therefore economic growth through increased international competition, and it is pointed
out that the number of jobslost dueto NAFTA issmall compared with the number of jobs
created during the last expansion of the business cycle.

But the fact that more jobs were created by the economic expansion than were lost due to
NAFTA does not imply that NAFTA job losses were inconsequential, because not all jobs
are equal. As we would expect, NAFTA job losses have overwhelmingly occurred in
manufacturing, since it is mostly the products of the manufacturing sector that are traded
internationally. But average wages in the manufacturing sector are higher than in the rest
of the economy. While the overall level of unemployment is determined more by the
interest rate policy of the Federal Reserve than by trade policy, trade policy is reshaping
the distribution of employment.

Surveysindicate that when workers displaced by trade do find new jobs, their wagesfall,
with earnings declining by an average of over 13%'". These displaced workers' new jobs
are likely to be in the service industry, the source of the overwhelming majority of new
jobs created in the last decade. Average compensationin the service sector isonly 77% of
that in the manufacturing sector.” With the current business cycle expansion ending,
displaced workers will find even fewer opportunities.

Moreover, both the theoretical and empirical evidence for significant gains in economic
growth from NAFTA-type trade and investment liberalization is extremely weak.

In arecent paper, economist Dean Baker of the Center for Economic and Policy Research
estimated what the direct gains to the U.S. economy would be of removing al tariffs on
imports. He found that the gain would be roughly $10 billion a year, a mere 0.1 percent
increase in the size of the economy. If such a gain were distributed evenly to al
households, it would add about $45 a year to an average family income, less than $1 a
week." By comparison, thisis about a quarter of what even lower-income households can
expect to get from the tax cuts currently being considered by the Congress.

The empirical evidence that NAFTA-type trade and investment liberalization leads to
higher growth is no stronger. In a recent study using World Bank data, the Center for
Economic Policy Research compared economic growth ratesfor 116 countriesin the last
two decades — a period of NAFTA-style trade and investment liberalization promoted by
the International Monetary Fund, the World Bank, and the World Trade Organization —
with the previous two decades, when national barriersto trade and investment flowswere



higher. The CEPR study found that three-quarters of the countries had significantly higher
growth rates in the earlier period —exactly the opposite of what one would expect if trade
liberalization had led to higher growth.""

In particular, neither Mexico nor Canada has seen broad economic benefits for the
majority of working families under NAFTA. In Mexico, between 1991 and 1998, the
share of workers in salaried jobs with benefits fell sharply. By 1998, the incomes of
salaried workers had fallen 25%. Under NAFTA, manufacturing wages in Mexico fell
21%."" In Canada, real incomes declined for the mgjority of the population in the 1990s,
as unemployment averaged near 10% of the workforce.”

Thereislittle evidence that NAFTA has generated broad economic benefits. The costs of
NAFTA to working families in Rhode Island and the rest of the United States — lost jobs
and wages, weakened environmental laws, restrictions on democratic decision-making —
have not been offset by economic gains for the majority of working families, in the United
States, Mexico, or Canada.
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