
700 Chapter 18: Economic Policy

mid-1980s. The trade deficit is the difference between the 
value of the goods a country imports and what it exports. 
While the United States generally maintained a balance of 
trade between imports and exports after World War II, that 
began to change in the 1980s. As Figure 18.4 indicates, 
from 1980 to 1989, the trade deficit rose from $19.5 billion 
to $109.4 billion. The trade deficit then dropped slightly in 
the early 1990s, but it has since grown enormously.

A large trade deficit can negatively affect the U.S. 
economy because it means that Americans are buying more 
foreign-made goods than people from other countries are 
buying American-made products. The deficit hurts Ameri-
can businesses, which could mean fewer jobs and higher 
unemployment. As a result, unions are more likely to sup-
port protectionist trade policies, which would narrow the 
trade deficit.

The debate between protectionists and free traders came 
to a head over the passage of the North American Free Trade 
Agreement (NAFTA) in 1993. NAFTA removed most of 
the barriers to trade and investment that existed among the 
United States, Mexico, and Canada. Supporters of NAFTA, 
including American corporations and several economists, 
claimed that the program would actually create new jobs and 
raise living conditions in the three countries. USA*NAFTA, 
a group of corporations in support of the measure, tried to 
sway public opinion by running television commercials that 
featured business icons Bill Gates, the head of Microsoft, and 
Lee Iacocca, the retired chair of Chrysler Corporation, talking 
about how NAFTA would generate job growth. Opponents of 
the legislation—including labor unions; environmental groups 
such as Greenpeace USA, Friends of the Earth, and Environ-
mental Action; and those concerned about the effects of  

globalization in general—claimed just the opposite. They 
argued that NAFTA would eliminate jobs, lower wages, and 
threaten the environment and food safety standards. The 
politics surrounding NAFTA were interesting, as they crossed 
traditional partisan alliances. Republican president George 
H. W. Bush originally pushed NAFTA and then Democrat 
Bill Clinton backed the bill after his election in 1992. Many 
Democrats in Congress opposed NAFTA, including then–
majority leader Richard Gephardt, a strong ally of labor.

Different people are likely to give very different assess-
ments of the success of NAFTA. According to the Depart-
ment of Agriculture, exports of food and agricultural 
products from the United States to Canada and Mexico 
have grown.74 Others aren’t so sure of NAFTA’s benefits. 
According to Public Citizen, NAFTA has increased trade 
deficits with Mexico and Canada and has cost the United 
States hundreds of thousands of jobs and job opportuni-
ties.75 The nonpartisan Congressional Budget Office splits 
the difference, acknowledging gains in overall trade but 
dislocations for specific sectors in all of the member coun-
tries.76 By 2014 the federal government had signed a total 
of fourteen free trade agreements with twenty countries.77 
The debate over trade policy is not likely to subside any 
time soon. As long as the trade deficit continues to increase 
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Figure 18.4  U.S. Trade Deficit, 1980–2013

Source: U.S. Census Bureau, “Table 1300: U.S. International Trade in Goods and Services: 2000 to 2010,” in 2012 Statistical Abstract of the United 
States, www.census.gov/compendia/statab/2012/tables/12s1300.pdf; “Examining Trade Deficits and Import/Export Charts,” seekingalpha.com/
article/182261-examining-trade-deficit-and-import-export-charts; “U.S. Bureau of Labor Statistics, “Union Members—2013,” http://www.bls.gov/
news.release/pdf/union2.pdf.
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