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THE EFFECT OF NORTH AMERICAN FREE TRADE AGREEMENT ON TAIWAN

Chin-Ming Lin

abstract

The North American Free Trade Area (NAFTA) is an expanded and influential economic
bloc after the formation of the European Economic Community. It is an extension of the 1989
U.S.-Canada Free Trade Agreement to ensure and enhance industrial integration among the
North American Countries through direct governmental interventions, based on historical and
geographical intimacies between the United States and Mexico. Since Taiwan was economi-
cally deeply interacted with the United States and was also very similar in the level of devel-
opment with Mexico, what will be the impact of NAFTA?

This study first pointed out intimate triangular relationships among the U.S., Mexico and
Taiwan. The U.S. exports finished goods (mainly capital goods) to Mexico which in turn
exports productive materials to the rest of the world. Taiwan exports finished goods (mainly
consumption goods) using imported materials to the United States.

Liberalization of trade between the United States and Mexico would render dispropor-
tionately larger benefit to Mexico relative to the U.S. in due of the great differentials in the
level of development between them. However, since the American multinational enterprises
took vast control of the Mexican industries, they are the largest benefactors of the free trade
agreement. Therefore, the United States will capture these side benefits. On the other hand,
since the governments in Taiwan and other East Asian countries have greater control of local
industries and better relationships with local capitalists, the United States will not have that
much side benefits forming free trade areas with these countries.

Liberalization of trade and investment in services is among the most important in the
NAFTA, which is to pry open the Mexican services market. By analyzing trade and investment
relationship between Taiwan and the U.S., we have found that American services providers in
Taiwan were focused mainly on the local market, while they tend to assist other manufacturing
companies in Mexico through importation of professional services by foreign subsidiaries from
their American mother companies. It should also be noted that the United States will raise its
direct investment in Mexico relative to Taiwan after the NAFTA.

The NAFTA was expected to have much larger trade (investment) creation effect than
trade (investment) transition effect, so it will not have much direct effect on us. But we should
not ignore the great power of multinational enterprises and, at the same time, adopt more ag-

gressive strategies in negotiating trade liberalization measures with the United States.
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6 EEIPREISAE 1,446.00  48.50 701.31 1.10 724 4
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10,808.80 17.00
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RETIEAE - BEFES  FETEHIE1990% 2005 F K £ & L 0T o (HEIK
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BRI R - 2 BT - ATIIRE TIFE - R5IRENBI t ~ BFwE ~ LEES - K
T kR % T fF &% ~ B ibE B F (R F = #HH XU K
U.S.DepartmentofCommerce1992,TableNos.629-30) » A Ef )& k55 5uls - Hig M s
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RS REZ AT
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2005
2 BREIEH 1990 Low Moderate High MRS ER
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122,573 136,806 147,191 154,543

a3 3= 3,619 4,180 4,506 4,728 66.70
-+ 1,727 2,318 2,494 2,648 94.80
st 2,633 3,094 3,318 3,474 80.90
— LN B 2,737 3,149 3,407 3,597 80.90
SETH 1,274 1,700 1,826 1,934 89.20
T BEUEE 1,747 2,110 2,196 2,262 81.60
rh B2 1,280 1,575 1,717 1,849 54.70
B EEREE 900 1,228 1,322 1,394 97.10
BiEE 1,156 1,442 1,521 1,585 70.60

/e =Ys PN~ 725 1,027 1,078 1,123 96.70

BRIFE © U.S.DepartmentofCommerce(1992),TableNo.230.
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ST A 122,573 136,806 147,191 154,543

1 FEHEA 2,362 2,767 2,979 3,152 95.80
2 EHEEBEZT 3,007 3,332 3,562 3,728 69.10
3 EIS &Y TRRER 463 769 829 864 66.30
4 EESFRR ST 565 811 882 923 66.00
5 g 883 1,094 1,181 1,238 78.40
6  EEREIET 615 840 872 898 53.10
7 EEAEAER 1,242 1,343 1,451 1,524 56.10
8 IR 587 745 793 830 81.00
9 RE4E 580 730 776 818 79.90
10 Bppsakss 701 828 894 939 55.30
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