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How Nafta Can Improve Trade

By GRACIELA CHICHILNISKY

The spectacular success of regional trade
agreements in the last 10 years means a world
increasingly clustered into trade blocs.

Since 1980, the European Community has
gradually eplarged its scope. In a Strategic re-
sponse, the Morth American free-trade agree-
ment, or Nafta, is the first step in what could
well be a broad march to unify the Americas into
a free-trade zone. The same trend (s also at work
in Asia and South America.

The contrast between the success of the re-
glonal trading blocs and the lackluster perform-
ance of the world trade organiration. the Generas
Agreement on Tariffs and Trade. : alSes various
reactions. One view [s that free trade is not
defunct but just being organized dilferently. An-
other is that all trading blocs conflict with the
GATT negotiations toward global trade liberal-
ization.

Is Nafta, then, a foe of worldwide free trade?
The answer to this question hinges crucially on
the internal trade patterns among the members
of MNafta itself.

One pattern is based on traditional compara-
tive advantages. This means thal patural re-
zources, raw materials and other |abor-intensive
goods are exported by labor-rich countries such
as Mexico in exchange for capital and technolo-
gy-intensive goods, such as machine teols and
electronics, which are exported by capital-rich
countries such as the United States.

The second. quite different, view of trade is
based on the efficiency gains from economies of
scale and learning. In this view. countries trade
#ith each other because their combined markets
are larger. leading to the corresponding rational-
ization of production, and thus to efficiency gains.
Larger markets mean larger "kiowledge pools’
[or produection, management und technological
nnovation, In time. these lead to productivity
gains that typically spread across the entire
coanomy.

Economies of scale not only allow the ration-
alization of production but also lead to a pool of
shilled labor. This can be a great asset in inter-
national cempetitiveness, as German industry
has shown to the rest of the world. Technology-
hased firms such as Siemens view the experience
apd the skill of their labor force as central to
their competitive advantage in products where
automation is so far advanced thac labor costzs
hecome secondary.

It is widely believed that the European Com-
mupity is organized around economies of scale.
Evidence far this was provided by the Ceccini
-eport to the Commission of the Eyropean Com-
munities. The report’'s estimate of 3 7% GDP

gain from the 1891 single-market prograin rests
heayily oo gans from inereased competition and
rationalization.

The Eurcpean Community has rejected the
traditional view of comparative advantage in
another way — by allowing the free mobility of
labor and capital among the councries. While
southern Europe has 1ess expensive labor than
northern Europe, the complete mobility of laber
and capital means companies set up manufactur-
ing plants looking at the European market as a
whole, rather than at national markets. Econo-
mies of scale can actually be achieved.

Mafta presents a stark contrast to all this. [t is
widely accepted that, up to now, trade in the
Americas has been based ¢n traditional compara-
tive advantage. Most of lhe resources imparted
by the United States — including oil — come
from the Americas. Indeed. roughly two-thirds of
the Latin American exports are resources, In
contrast with the European model, the mobility
of labor across Mafla borders is nol contemplat-
ed. Those countries that have more labor are
expected {o export labor-intensive goods, and
those witn more capital, capital-intensive goods.
As each does what it does best. in theory, both
gain.

Traditional theory says this type of trade
could lead to gains for all. although it's clear
such gains are not distributed equally within the
trading economies. For example, labor in the

capital-rich country typically loses out as free
trade opens Up With a laber-rich country, since
thiz means lower labor costs. US. labor union:
have not missed this point.

Comparative advantage as a foundation fo
trade strategy is still the prevailing view in US
policy circles. Yet the evidence against Lthis view
i5 overwhelming. One compelling example of thi:
is that the newly industrialized Asian countries
that have gained rmost from trade have not faol-
lowed this reute, instead meving quickly into
skill-intensive produets such as consumer elec
tronics and microprocessors. In contrast, Latin
America and Africa are heavily focused on re-
source and labor-intensive exports. with a lack.
luster growis performance (0 mateh,

Traditions! *conomic theory prediets that the
formation of trading bloes such as Nafta will
lead to trade wars between Lhe blocs through
higher tariffs. But 1f trade within the Americas
were organized on the principle of economies of
scale — an updated vision of trade — muchk of
the drive toward tariffs woul® lose force. 4 strac-
egy based on econories of scale takes the wind
out of the protecticnist sails. The reason is thao
tariffs and other forms of trade [ntervention
control market prices at the cost of restricting
trade. The {requent destruction of crops and the
myriad incentives to decrease agricultural pro-
duction in Eurcpe and the United States are all
based on this principle.

But in countries that organize trade around
economies of scale, these incentives lose much of
their appeal. In time they restriet the size of the
market, and thus the gains from an expanded
market are lost.

For example. the rationalization of manufac
turing in Europe's white goods needs the larger
unrestricted European market, 3ervice functions
such as accovnting are being rationalized as well.
and this also requirss a lacger unrestricted mar-
ket. The potent’al for large beneiits from both
the U.S.-Capada free-trade agreement and Eu-
rope L5991 rests largely on increased competition
and rationalization.

While the road 5 far from smooth and the
Mafta countries mare dissimilar than their Eurc-
pean counterparts tho meisage s still clear. To
compete with the other bloes, Nafta must pive
precedence to econgmies of scale and the tech-
nological inpovations that accompany them.
Economies of scale unleash an appetite for ex-
panding rmarkets that can deleat the gains from
tariff wars. Moreover, this strategy could make
the formation of the MNafta part vf 3 broader
march taward the liberalization of world trade
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