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Introduction 
 
In early 2005, the U.S. Chamber of Commerce released a study projecting possible gains to the United 
States and to several U.S. states’ economies from the proposed Central America Free Trade Agreement 
(CAFTA) NAFTA expansion. CAFTA would extend NAFTA to six additional countries: Costa Rica, the 
Dominican Republic, El Salvador, Guatemala, Honduras, and Nicaragua.  
 
In an eerie repeat of NAFTA promises from a decade earlier, the Chamber study claimed that, if 
implemented, CAFTA would create over 100,000 U.S. jobs, over $17 billion in increased sales and $3.5 
billion in increased earnings for employees in all industries during its first nine years. The study also 
made specific mention of projected CAFTA gains for the state economies of California, Florida, 
Louisiana,1 New Jersey, New York, North Carolina, and Texas. Regarding these states, the report made a 
variety of glowing predictions of CAFTA benefits.2 Given that CAFTA would expand NAFTA to six 
additional countries – including the expansion of NAFTA’s foreign investment provisions that incentivize 
relocation of production to lower-waged countries – the notion that CAFTA would create U.S. jobs or 
economic gains seems dubious on its face. 
 
An examination of the methodology and assumptions underlying the Chamber study’s predictions about 
CAFTA’s effect on both the national and state economies reveal that, in fact, the very design of this 
“study” ensures that the Chamber’s conclusions would be wildly inaccurate. First of all, the Chamber 
study assumes that U.S. imports from Central America would not grow under a CAFTA – a dangerous 
and misguided assumption, out of line with the historical record under NAFTA and other U.S. trade 
agreements. Secondly, to create a scenario under which CAFTA could benefit the U.S. economy, the 
Chamber study must assume a growth in U.S. exports to Central American countries which goes far 
beyond these poor countries’ consumption capacity. According to the study’s assumptions, by 2013, U.S. 
exports to Honduras would comprise 80 percent of that country’s economy. Finally, the Chamber study 
repeatedly misrepresents facts about the history of U.S. job loss due to NAFTA and corporate 
globalization more generally.   
 
This report examines each of these claims underlying the Chamber study in turn, and shows that the 
CAFTA business plan assumptions used by the U.S. Chamber of Commerce – which identifies itself as 
the U.S. business “voice of experience and influence in Washington, D.C., and around the globe”3 – 
would probably flunk as the answer to a freshman business midterm. 
 
Ridiculous Assumption #1: No New CAFTA Imports into the United States?! 
 
The standard methodology used for estimating the projected impact of trade on U.S. jobs will compare the 
likely increases in exports (which create jobs) to the likely increases in imports (which destroy jobs). 
Therefore, an increase in U.S. exports to CAFTA countries would create U.S. jobs, while an increase in 
Central American exports to the United States would destroy U.S. jobs. A researcher can calculate how 
many new U.S. jobs are created (or destroyed) by a given increase in U.S. exports (or imports), by 
determining what are called trade income elasticities.4 This is, simply put, another way of asking how 
sensitive trade flows are to a given change in price. The projected impact of trade on jobs then is 
calculated by finding the difference between jobs gained and lost.  
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The Chamber, however, just assumes that imports won't change at all and therefore, there will be no job 
losses.  
 

“While there is additional access in several product areas, the change from the status quo in the import area is 
minimal. The value of the agreement for Central America and the Dominican Republic is that their existing 
preferential access to our market would be locked in. Thus, in this study we have not made an effort to estimate 
potential California economic losses due to greater imports.” (U.S. Chamber of Commerce Study on California, 
italics added)5 

 
How realistic is this assumption? In general, hasn’t the United States always imported more from foreign 
countries with which the United States signs a trade agreement? Table 1 shows that this was certainly the 
case for NAFTA, the agreement on which CAFTA is based. In fact, while U.S. exports to Mexico 
increased, as would be expected given the country’s economy grew in most years following 1994 when 
the agreement was signed, imports from Mexico into the United States grew by much more, converting a 
trade surplus with Mexico into a ballooning bilateral U.S. trade deficit with Mexico.6 
 

TABLE 1 
U.S. Trade with Mexico in Goods and Services, 1985-2004
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Source: Census Bureau; authors’ calculations 

 
Indeed, the record is consistent. Following the U.S. trade agreements with Canada, Chile, and Jordan, 
imports in each case rose compared with their pre-agreement levels, and the growth rate of U.S. imports 
from these countries often exceeded the growth rate of U.S. exports to these countries. Since the United 
States joined the World Trade Organization at the time of its creation in 1994, the U.S. trade deficit with 
the world ballooned to over $617 billion in 2004 – an all-time high. But, in no instance was there zero 
import growth.7 
 
The Chamber maintains that the assumption of “no new imports” is reasonable because the U.S. market is 
already open to Central American products under the existing Caribbean Basin Initiative (CBI) preference 
program, which allows duty-free imports of certain products from the CAFTA target countries into the 
United States.8 But there are serious reasons to doubt this assertion.  
 
First, a similar claim was made when NAFTA was signed: specifically, that NAFTA would not result in 
increased imports from Mexico because products from Mexico already enjoyed preferential access to the 
U.S. market both through the extensive U.S.-Mexico “Border Industrialization Program,” also called the 
maquiladora program, and because of special low tariffs applied to Mexican imports under the 
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Generalized System of Preferences (GSP) program. Of course, eleven years of NAFTA trade flow data 
have thoroughly disproved these claims. 
 
At the time though, pro-NAFTA spin focused primarily on the precedent set by the border maquiladora 
program. Initiated in 1965, the maquiladora program allowed for duty-free re-importation into the United 
States and favorable tax treatment for U.S. firms producing goods in Mexico for sale in the United States, 
so long as certain U.S. inputs were used.9  At the time of NAFTA passage, it was widely claimed that any 
U.S. job and industrial displacement had already occurred under the maquiladora program. Thus the U.S. 
Trade Representative at the time of NAFTA made the very same argument CAFTA promoters do now:  
 

“The result of the maquiladora program and Mexican protection has been to distort U.S.-Mexican trade, limiting 
exports from the U.S. to Mexico and exaggerating exports from Mexico to the U.S. NAFTA transforms the situation 
by opening Mexico’s market and eliminating the distortions created by the maquiladora program. Under NAFTA, 
Mexico eliminates its import protection and the maquiladora program is also effectively eliminated, permitting [U.S.] 
firms to sell in the Mexican market without restriction.”10 

 
Despite these pledges, production in Mexico for import into the United States expanded greatly following 
NAFTA. According to a paper commissioned by the Federal Reserve Bank of Dallas,  
 

“Although maquiladoras have been in operation in Mexico since the 1960s, their output and employment growth 
began to accelerate rapidly with the advent of NAFTA. Over the first five years after the onset of NAFTA, 
maquiladora employment grew 86 percent, compared with 47 percent growth over the five years previous.”11  

 
Mexico’s privileges under the GSP were also hailed as an indication that the price for the United States 
from greater trade with Mexico had already been paid before NAFTA, and the same is now said of the 
access that Central America has under the CBI in relation to potential import surges under CAFTA. What 
is misleading about this argument is that both NAFTA and CAFTA significantly enhance the incentives to 
relocate U.S. production abroad, and reduce the pre-FTA incentives to use U.S. inputs.  
 
For example, the CBI allowed for duty-free treatment of textile and apparel assembled in CBI countries if 
certain U.S.-made fabrics were used (much as the GSP and maquiladora program gave incentives for 
textile and apparel production in Mexico destined for the U.S. market to use certain U.S.-made metal 
components, buttons and other inputs.)12 But CAFTA, like NAFTA, changes these underlying conditions 
for access to the U.S. market that products from Central America, like Mexico before it, must meet. One 
such change is to loosen the “rules of origin” on textile and apparel goods allowed duty-free treatment 
into the United States. These changes will give incentives for Central American factories to use Chinese 
and other non-CAFTA country fabric, fiber, and inputs, thereby decreasing demand for U.S.-made inputs 
– i.e. U.S. exports to Central America – and contributing to a worsening U.S. trade balance with the 
CAFTA countries.13 According to U.S. industry sources, the agreement could affect $4.65 billion in U.S. 
textile exports, especially of cotton, elastic and wool.14 
 
There are other reasons that imports are likely to go up under CAFTA relative to their level under the 
previous preferential access regime. CAFTA, like NAFTA, would provide investors with additional 
incentives to relocate through its investor protection regime, which gives U.S. investors abroad greater 
rights than they enjoy under the U.S. Constitution.15 CAFTA would also liberalize the U.S. sugar market, 
specifically authorizing a larger volume of sugar imports into the United States from the CAFTA 
countries. 
 
The Chamber study's assumption of “no new imports,” in addition to being out of touch with facts and 
recent history, has the additional bizarre implication that Central American countries will not have any 
new economic opportunities or gains if they sign CAFTA. Assuredly, this is not the message that the 
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Chamber of Commerce is sharing with the Central American ambassadors, who are currently on a 
Chamber-sponsored tour across the United States to sell CAFTA to U.S. citizens.16 
 
Ridiculous Assumption #2: U.S. Exports will Grow How Quickly?! 
 
It is commonplace for proponents of commercial agreements, such as CAFTA, to promise immediate 
benefits from increased trade. Such public relations initiatives are designed to counter the often-correct 
impression that painful ‘adjustments’ will take place abruptly due to changes in trade policy.  
 
The Chamber, in this case, claims that U.S. exports to Central America will shoot up rapidly once the 
agreement is approved by Congress. Leaving aside, for a moment, the question of whether it is reasonable 
to expect Central America to import so much right away, we can ask if the picture the Chamber paints of 
NAFTA – on which the assumptions for this study are explicitly based – is a complete one. 
 

“In making these predictions, we drew on our experience with NAFTA […] In the first year of NAFTA, total trade with 
Mexico increased 20% and U.S. exports to Mexico increased 18%. […] We decided to use a conservative 17% figure to 
calculate the first year impact of the agreement (see pg. 5). For the nine year estimate, we used the same increase in U.S. 
exports to Mexico between 1994 and 2003: 91% (see pg. 6). These estimates, while based on historical facts and 
experience, are predictions. The true results could surprise to either the upside or downside, but they allow us to make an 
educated guess about the economic impact of the agreement.” (U.S. Chamber of Commerce, italics added)17 

 
It turns out that yet again, the Chamber study’s assumptions result in misleading conclusions, because the 
study once again ignores the role of imports. Regarding the Chamber’s first year CAFTA prediction, the 
actual record of trade flows under NAFTA was that, while U.S. exports to Mexico did indeed rise about 
19 percent in NAFTA’s first year, imports rose faster still – at over 20 percent.18 In fact, as Table 2 shows, 
the rate of growth of imports outpaced that of exports in six of the 11 years since NAFTA.  
 

TABLE 2 

Annual Change in U.S. Trade in Goods and Services with Mexico, 1986-2004
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Source: Census Bureau; authors’ calculations 

 
The Chamber’s assumptions of CAFTA’s longer term effect on U.S. export growth based on NAFTA are 
similarly erroneous. Yet, although the Chamber ignores the import side and the total trade balance, indeed 
we find that imports grew more rapidly than exports – at twice the rate – causing the U.S. bilateral trade 
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deficit with Mexico to rise from a slight surplus to a staggering deficit of over $40 billion in 2003 and $45 
billion in 2004.  
 
Furthermore, as the Chamber study does not appear to adjust for inflation, it overstates even the growth in 
exports by about 10 percent. Adjusting for inflation brings the 1994-2003 export growth rate from 91 
percent to 84 percent, while imports into the United States grew over 170 percent over the same period. 
 

 
TABLE 3 

Change in U.S.-Mexico Trade in Goods and Services between 1994 and 2003
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Source: Census Bureau; authors’ calculations 

 
This NAFTA data – the actual record of NAFTA’s effect on trade flows – reveals how unrealistic are the 
assumptions underlying the Chamber’s study regarding export growth. 
 
Ridiculous Assumption #3: Central America Can Import How Much from the 
United States?! 
 
A third critical flaw of the Chamber CAFTA study is that it assumes that the small, poor economies of 
Central America will greatly increase their consumption of exports from the United States. Underlying the 
Chamber’s predictions of U.S. economic gains from CAFTA is the presumption that these countries can 
absorb nearly double the amount of U.S. exports over the next nine years. 
 
It is easy enough to do some back-of-the-envelope calculations to determine what these increases would 
look like as a share of the six CAFTA economies. The Chamber’s study assumes that each of the CAFTA 
countries increases its exports from the United States 17 percent by 2005, and 91 percent by 2013. Let us 
use the predictions of the International Monetary Fund for the rate at which the CAFTA countries will 
grow in 2005, and use their average rate of growth over the last decade (1996-2005) for their annual 
growth rate in each subsequent year until 2013. It should be noted that, since the IMF systematically 
overestimates the rate of growth for poor countries,19 this is a very generous assumption.20 Finally, we can 
compare U.S. exports to the projected size of the Central American economies in 2005 and 2013.21  
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TABLE 4 

COUNTRY 

U.S. 
Exports, 
2004, 
Billions  

U.S. 
Exports, 
2005, 
Billions 

U.S. 
Exports, 
2013, 
Billions 

U.S. 
Export 
Share of 
Economy, 
2005 

U.S. 
Export 
Share of 
Economy, 
2013 

Costa Rica $3.30 $3.87 $6.31 22.2% 32.1% 
Dominican 
Republic $4.34 $5.08 $8.29 22.7% 31.2% 
El Salvador $1.87 $2.19 $3.57 14.9% 21.8% 
Guatemala $2.55 $2.98 $4.87 12.4% 16.8% 
Honduras $3.08 $3.60 $5.88 52.4% 83.3% 
Nicaragua $0.59 $0.69 $1.13 16.7% 27.2% 
Total  $15.73 $18.41 $30.05 20.5% 30.2% 
Source: U.S. International Trade Commission; International Monetary Fund; author’s calculations. 

 
What is striking about these numbers that undergird the Chamber’s rosy CAFTA predictions is how 
totally unrealistic they are. They presume, for example, that by 2013 over 80 percent of the Honduran 
economy would be consumed by the purchases of U.S. exports. While less dramatic, it is just as unlikely 
that nearly a third of Central American economic activity in 2013 would be dedicated to the consumption 
of goods imported from the United States. Indeed, it seems probable that if such trends began to occur, 
social unrest would erupt well before U.S. exports rose to occupy the projected share of the CAFTA 
countries’ economies. 
 
In any case, in the real world, U.S. exports would be balanced out by increased U.S. imports from these 
countries. But since the Chamber study assumes that imports from these countries would not increase, it is 
worth showing exactly what the Chamber of Commerce is claiming would happen to the economies of the 
Central American countries represented by their ambassador “friends” if CAFTA is approved. 
 
Show Me the Jobs: The Chamber’s Leap of Faith vs. NAFTA Reality 
 
Finally, stepping back from the Chamber of Commerce’s faulty presumptions about the changes in 
exports and imports over time, most people will be more concerned about the bottom-line impact of trade 
on job creation or destruction. While the Chamber’s study predicts that over 100,000 jobs will be created 
as a result of CAFTA, it is useful to compare this rosy prediction to the job loss that actually occurred 
during the past decade of increased trade flows under NAFTA and other recent trade agreements.  
 
Recall that during the NAFTA decade, NAFTA proponents promised that the agreement would create 
170,000 U.S. jobs per year in its first seven years. As the job losses from NAFTA rose into the hundreds 
of thousands, and the U.S. Commerce Department shut down its NAFTA job creation PR program to 
avoid continuing bad press over the meager scores of new jobs it could tally,22 the economist who 
predicted that NAFTA would create 170,000 jobs per year withdrew his claim.23 The public, press and 
policy-makers may have benefited from this economist’s promise to forego further predictions of job 
creation from trade, but now the Chamber of Commerce is stepping into the role itself. 
 
Again, the argument made by the Chamber of Commerce in its study that the “price has already been 
paid” in terms of U.S. job loss simply is not credible, especially when one considers NAFTA’s record and 
that CAFTA removes some of the existing incentives for the Central American textile and apparel 
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industry to use U.S. inputs made by U.S. workers, opens up new sugar import volumes, and extends 
incentives to relocate production. 
 
It is notable that even the Chamber’s “optimistic scenario” of 101,079 jobs created after nine years under 
a CAFTA is dwarfed by the net 879,280 jobs lost due to a decade of NAFTA, which is nearly ten times 
the job losses than job gains forecast under the Chamber’s unrealistic assumptions.24 If imports under 
CAFTA increase by even a fraction of their growth under NAFTA, which seems imminently probable for 
the reasons outlined above, the Chamber’s job gain estimate, which does not account for job loss due to 
new imports, would be entirely erased.  
 

TABLE 5 

Estimated Job Loss by State Due to NAFTA/China/Other Trade  
       

State 

NAFTA 
(1993-
2002)25  

China 
(1989-
2003)26 

TAA (1994-
2002) 

NAFTA-
TAA 

TAA 
(2002-) 

TAA 
(Total)27 

California 115,700 199,922 54,953 31,578 13,134 99,665
Florida 35,500 60,026 14,743 11,898 2,265 28,906
Louisiana 6,300 10,175 13,391 7,532 774 21,697
New Jersey 25,000 39,020 29,689 9,554 7,222 46,465
New York 56,700 81,721 50,601 25,162 10,834 86,597
North 
Carolina 32,600 62,700 85,022 49,776 25,534 160,332
Texas 50,200 99,420 82,448 48,227 11,148 141,823
Total U.S. 879,280 1,452,441 1,113,117 525,094 259,602 1,897,813
Source: Economic Policy Institute; Trade-Related Adjustment Assistance Numbers from the Department of Labor, 
courtesy of Public Citizen. 

 
The U.S. job loss numbers due to NAFTA and China trade in Table 5 refer to net job loss, meaning that, unlike the 
Chamber’s study, both job gains due to increased exports and job losses due to increased imports are factored in the 
data. The “TAA” statistics refer to the number of workers that qualified for trade-related adjustment assistance, a 
narrow and highly restricted federal program designed to ease the transition for workers displaced by increased 
imports of which few workers are aware and even fewer qualify.  

 
TABLE 6 

Comparison of Chamber Job Estimates and Reality 

State 

Chamber-
Predicted job 
growth 

Estimated 
NAFTA-related 
job growth 

Estimated China 
trade-related job 
growth 

California 13,887 -115,700 -199,922 
Florida 36,308 -35,500 -60,026 
New Jersey 1,646 -25,000 -39,020 
New York 4,384 -56,700 -81,721 
North Carolina 28,759 -32,600 -62,700 
Texas 16,095 -50,200 -99,420 
Total U.S. 101,079 -879,280 -1,452,441 
Source: U.S. Chamber of Commerce; Economic Policy Institute. 
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Conclusion: Fool Me Once… 
 
After a decade of NAFTA-related job loss, environmental degradation and ballooning trade deficits, it 
would be difficult for anyone to sell a “new” CAFTA trade agreement that expands the failures of the 
“old” NAFTA agreement. The U.S. Chamber of Commerce’s study attempts to do just that, by reciting a 
familiar litany of pie-in-the-sky benefits that never materialized the first time around under NAFTA. The 
serious flaws of the Chamber’s CAFTA study calls into question the organization’s usefulness as a source 
of information on the proposed agreement.  
 
There is an old adage that says, “Fool me once, shame on you. Fool me twice, shame on me.” The public, 
policy-makers and press who will be at the center of the debate about the fate of the CAFTA proposal 
should consider the promises made on NAFTA and their colossal failures before buying the same 
promises this time on CAFTA. 
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