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EXECUTIVE SUMMARY

The objective of this part of the research project is to study the impacts of free

trade agreements (FTAs) from the experiences of other countries

Theoretically, FTAs do not always improve a country's welfare. Only trade-
creating FTAs increase welfare, while trade-diverting FTAs reduce welfare. Now is too
soon to decide whether FTAs—those that Thailand has agreed upon——create or divert
trade and how they affect Thai welfare, even though there are several signs indicating

that those FTAs are trade-diverting and therefore welfare-reducing.

To adjust to the impacts of FTAs, Thailand can learn from the experiences of
countries who have been members of long-standing FTAs. This paper focuses on the
impact of NAFTA on Mexico for several reasons. First, NAFTA is a very comprehensive
trade agreement, which is similar to FTAs that will have great impacts on Thailand.
Second, NAFTA is a trade agreement between developed countries (the US and Canada
in this case) and a developing country (Mexico). Lastly, NAFTA has been in effect since

1994, therefore, its impacts can be observed more clearly than those of other FTAs.

As for the overall economy, NAFTA helps increase trade and foreign direct
investment (FDI) in Mexico, and in turn raises economic growth rate and per capita
income. Moreover, NAFTA causes the Mexican business cycle movement to become
more aligned with that of the US and enhances the importance of North-American
regional factors in driving the Mexican business cycle. These changes imply that the
Mexican economy will see more volatility coming from the region. Nevertheless, there is
no decisive answer as to whether NAFTA helps reduce Mexican macroeconomic

volatility.

In addition, NAFTA helps bring about the convergence of Mexican and American
per capita income by inducing institutional changes, but there is no conclusive finding as
to whether NAFTA causes greater inequality in Mexico’s income distribution. However,
NAFTA does promote greater regional income inequality in Mexico as northern states
become relatively richer compared to southern states because the former benefit more
from the increasing trade due to their proximity to the US border and their relatively

greater endowment of human capitai and technology.



The impacts of NAFTA on Mexican agriculture are still the subject of ongoing
debates. Some researchers claim that NAFTA did not destroy Mexican agriculture as
previously thought but actually helped stimulate better combinations of production factors
and greater production efficiency. Even though NAFTA caused Mexican agricultural
prices to fall as US agricultural imports enter Mexico, subsistence farmers still benefited

from lower food prices since the majority did not sell their produce in the market.

On the contrary, other researchers point out that NAFTA forced subsistence
farmers to adjust with great difficulty. Due to lack of financial capital, modermn production
technology, and sufficient support from the government, their produce was unable to
compete against cheaper US imports. Moreover, large trade deficits in agriculture after
NAFTA may have triggered the contraction in agricultural employment. Nevertheless, the
true impacts of NAFTA on employment, real wage, and migration of Mexican labour to

the US remain inconclusive since many non-NAFTA factors are involved.

From the Mexican experience, the impacts of an FTA range from positive to
negative and even uncertain. Therefore, the Thai government needs to carefully
reevaluate whether FTAs are as “good” for Thailand and Thai people as they are claimed

to be.
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