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NAFTA-Action Report
“Has NAFTA Changed North American Trade?” by David M. Gould, in Economic Review (First

Quarter, 1998), Federal Reserve Bank of Dallas, P.O. Box 655906, Dallas, Texas 75265–5906.

Debate about the North American Free
Trade Agreement (NAFTA) usually focuses
on how many jobs it has sent speeding down
to Mexico, where the average wage is one-
fifth that in the United States. But the more
basic question, argues Gould, an economist
at the Federal Reserve Bank of Dallas, con-
cerns the agreement’s effect on the total vol-
ume of trade. That is what ultimately deter-
mines the impact on American employment
and living standards.

In 1994, the year the accord took effect,
U.S. trade with Mexico grew nearly 10 per-
cent. But with the 1995 peso crisis, U.S.
imports from Mexico increased nearly 25 per-
cent and exports dropped 11 percent. U.S.
exports have since resumed their rapid growth. 

But this sort of superficial look at the ups
and downs of U.S.-Mexico trade is mislead-
ing, Gould says. Factors other than
NAFTA—such as changes in national
income, exchange rates, and trade with
other countries—also influence com-
merce. Trying to control for those other
factors, he calculates that NAFTA hiked
U.S. exports an average of about 16 per-
centage points a year between 1994 and
1996, for a cumulative benefit of about $21
billion. The agreement also appears to
have increased U.S. imports, he says,
though this is far from certain.

Shouldn’t Americans hope that trade
agreements boost exports and cut imports,
thus presumably expanding jobs at home?

Show Me the Productivity!
“The Computer and the Economy” by Alan S. Blinder and Richard E. Quandt, in

The Atlantic Monthly (Dec. 1997), 77 N. Washington St., Boston, Mass. 02114;
“Where’s the Productivity Growth (from the Information Technology Revolution)?” by

Donald S. Allen, in Review (Mar.–Apr. 1997), Federal Reserve Bank of Saint Louis,
Public Affairs Dept., P.O. Box 442, St. Louis, Mo. 63166–0442.

The supposedly oh-so-efficient infor-
mation age is here, with all its many mar-
vels, from desktop and laptop computers to
cell phones and pagers. Oh yes, the
Internet, too. Between 1970 and 1995,
investment in information-processing
equipment increased 12.5 percent a year—
but business’s output per hour rose only 1.5
percent annually. Where’s the payoff?
Economists Blinder and Quandt, of
Princeton University, and Allen, of the
Federal Reserve Bank of Saint Louis, serve
up some answers.

Yes, the official figures understate the
growth in productivity, especially in the ser-
vice sector, they say. But that is not the whole
problem. While investment in computing
and related equipment is rapidly growing, it
still accounted for less than 10 percent of
gross business fixed investment in 1996—not
enough, say Blinder and Quandt, to “revolu-
tionize economy-wide productivity—
although it could well have dramatic effects
in some sectors.”

In some industries that have invested heav-
ily in information technology, productivity

has mushroomed in recent decades, rising an
average of between 4.2 percent (steel) and
6.3 percent (railroads) a year. But, notes
Allen, automotive repair shops increased
investment in information technology by a
whopping 24.4 percent a year between 1972
and 1994—but reaped annual productivity
growth of only 0.1 percent!

Some factors cited by Blinder and Quandt
may help to explain such disappointing
results. New, more powerful computing
machines keep appearing, as do new and
updated versions of software programs. Just
keeping up demands vast amounts of money
and training time—which diminishes pro-
ductivity. Moreover, they note, some activi-
ties made possible by computers—such as
playing electronic solitaire, surfing the Web,
and endless e-mailing—themselves reduce
productivity.

It may well be decades, the authors say,
before all the economic benefits of infor-
mation technology are realized. “The pres-
ence of a computer on a desk,” Allen
observes, “does not mean that it is used to
its full potential.”
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The Tumult over Tenure
A Survey of Recent Articles

Long a sacred cow in academia, tenure
lately has come under challenge as

never before. Some conservatives, appalled
by the stifling orthodoxy of “political correct-
ness” they say “tenured radicals” have spread
over so many campuses, think that abolishing
tenure might help to remove the blight.
Some college adminis-
trators, eager to make
their institutions more
“entrepreneurial” and
“competitive,” dream
of being able to get rid
of unproductive pro-
fessors more easily.
And many junior
scholars, noting the
dubious demands of
some of their tenured
elders and struggling
for scarce jobs in an
increasingly grim aca-
demic job market,
question the worth of
the tenure system.

The traditional jus-
tification for granting
lifetime job security to professors (after a pro-
bationary period of up to seven years) has
been to protect those with unpopular opin-
ions. Tenure protects academic freedom, said
the American Association of University
Professors (AAUP) and the American
Association of Colleges in their classic 1940
statement on the subject. “Tenure and the
academic freedom it assures—as distinct
from general First Amendment liberties—
impose a collective standard of responsibility
that AAUP has historically championed,
making the faculty as a whole ‘guardian of
academic values,’ ” writes John D. Lyons,
editor of Academe (May–June 1997), the
AAUP’s magazine.

Some critics doubt that academic freedom

is still in danger of assault from outside the
academy. “When the socialist movement
was developing and the general public tend-
ed to be more conservative than the profes-
soriate, university teachers were definitely in
danger of being ideologically suspect and
losing their jobs,” says John Higham, an

emeritus professor of
history at Johns Hop-
kins University, in an
interview with Johns
Hopkins Magazine
(Sept. 1997). “Tenure
arose to cope with that
situation, and it did.
After the failure of
McCarthyism, the
threat to college teach-
ers’ independence
gradually faded. We
don’t have that kind of
ideological warfare
today.”

Today, the threat to
academic freedom
comes from within the
academy, according to

critics of “political correctness” such as Jerry
L. Martin and Anne D. Neal, president and
vice president, respectively, of the National
Alumni Forum. Participants in a symposium
in Academic Questions (Fall 1997) on the
state of academic freedom, they note that
more than 384 colleges and universities
“have speech codes or sensitivity require-
ments that threaten academic freedom,” and
that political harassment of individual profes-
sors at odds with the prevailing orthodoxy is
common.

To those individual professors, however,
the guarantee of tenure often seems

very valuable. “The price we pay for the priv-
ilege of tenure has always been high, because

No, says Gould. Increases in exports and
imports both shift resources to industries that
reflect a nation’s “comparative advantage”
(i.e., the ones it is better at) and away from

industries that do not. That increases nation-
al prosperity. “By this criterion,” the econo-
mist concludes, “NAFTA has been a success
for the United States and Mexico.”
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