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This essay is largely informational because I suspect that 
informed Americans have little sense of the relative magnitudes 
of U.S. trade with different regions of the world. U.S. exports 
in 2003 were valued at $1,018,720 million, and imports were 
$1,508,632 million; the deficit was $490 billion. These figures, 
as well as the percentages that will be shown, are for trade in 
goods and services. 
 
Figure 1 shows the proportion of U.S. exports, by value, that 
went to the five main geographic regions of the world in 2003. 
The share going to countries in the Western Hemisphere grew 
sharply after 1990 at the expense of Asia and especially 
Europe. The Near East and Africa are relatively minor markets 
for U.S. goods and services. This reality jumps out from figure 
1. 

 
 

 
 

The breakdown of exports to the countries of the Western 
Hemisphere in 2003 is highly skewed toward the two U.S. 
NAFTA partners. The value of exports to Canada exceeded 
those to the rest of the hemisphere last year. The value of U.S. 
exports to Mexico was greater than exports to the Caribbean 
and the rest of Latin America combined. Brazil, which has 176 
million people, was the destination for 4 percent of U.S. 
exports to the hemisphere; Canada, with 32 million people, had 
a 52 percent share of U.S. hemispheric exports. 
 
Asia and Latin America provided about the same proportions 
of total U.S. imports in 2003 (figure 3). Together, these two 
regions, plus Europe, provided 94 percent of total imports. 
Looking only at U.S. imports from the Western Hemisphere, 
the shares provided by Canada, Mexico, Brazil, and the 
remaining countries were almost identical to U.S. export shares 
(figure 4). 
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These gross figures lead to a number of analytical observations. 
Perhaps the most telling is the enormous value of U.S. trade 
with its two neighbors. The value of U.S. exports to Canada 
and Mexico were greater in 2003 than to all of Europe and just 
one percentage point lower than to all of Asia. There are many 
explanations for this: proximity; the existence NAFTA; and the 
substantial intra-firm and intra-industry trade stimulated by 
geography and free trade that helps minimize the cost of 
shipping parts and final products across national boundaries. 
NAFTA, in essence, is two agreements, the United States with 
each of the two partners. Ease of shipment diminishes in 
Canada-Mexico trade. 
 
Both Canada and Mexico ship upwards of 80 percent of their 
exports to the United States. These cross-border exports 
constitute about 35 percent of Canada’s gross domestic 
product, and more than 30 percent of Mexico’s GDP. Each 
country would like to diversify its exports to third markets, and 
each (especially Mexico) has signed free trade agreements 
(FTAs) to accomplish this. However, the draw of the large U.S. 
market, the low cost of transportation, and the extent of the 
related party production and trade with U.S. companies have 
thus far frustrated this diversification. 
 
The heightened security measures following 9/11 slowed cross-
border shipments. This slowdown, if repeated because of future 
terrorist acts, could nullify the whole sense of free trade 
between the United States and its two land neighbors. This is 
especially true for Canada-U.S. trade, where just-in-time 
inventory practices are an important aspect of the 
competitiveness of products produced partly in each country. 
The danger to Canada of a slowdown in shipments of auto parts 
to U.S. assemblers—just to pick an important sector in 
binational trade—might induce auto parts producers to 
abandon Canada and set up production in the United States to 
avoid border controls. The effort today is to take precautionary 
measures, such as the U.S. “smart border” agreements with its 
two neighbors, so that future terrorist attacks do not unduly 
compromise their trade. 
 
The logic of this large volume of trade—so important to each 
of the three economies—is to deepen even further what now 
exists. This could take many forms: conclude common product 
standards more extensively than in the past; reduce regulatory 
impediments to their trade; and, most important, move 
inspection of goods away from the border, even more than is 
now the case. 
 
The emphases in U.S. foreign economic policy do not take full 
account of the trade importance of its two neighbors. Their 
markets tend to be taken for granted by the U.S. government as 
a natural phenomenon that needs little attention. Trade 
generally is not part of the “high policy” agenda of the United 
States. Yet, an economic decline in either Canada or Mexico 
would affect the United States more than an economic 
slowdown in other areas to which much economic attention is 
directed, such as Japan or the European Union. Beyond that, a 
sustained rate of GDP growth in Mexico would have a far more 
beneficial effect on U.S. exports than comparable GDP growth 

just about everywhere else. This is because the United States 
captures a high proportion of Mexico’s imports; the exact 
figure was 57 percent in 2003. U.S. exports to Canada are now 
$7,114 a year for each Canadian, but only $1,330 for each 
Mexican, and the difference reflects mainly the disparity in the 
size of their economies. 
 
The relative importance for the United States of trade with the 
rest of Latin America and the Caribbean (LAC) is far less than 
for Canada and Mexico. Non-Mexico LAC markets will surely 
grow in the future, but so too will markets in other regions, 
especially Asia, which has already outstripped Europe as a 
trading partner. There are a number of arguments in favor of a 
Free Trade Area of the Americas, such as to keep the 
hemisphere united and to take advantage of the LAC region’s 
future economic growth. The most powerful argument, 
however, is to unify the separate rules of origin for the 30-plus 
free trade areas that now exist in the hemisphere. The main 
reason is not the level of current U.S. exports to non-Mexico 
LAC. 
 
The European Union is now seeking to conclude an FTA with 
Mercosur (Argentina, Brazil, Paraguay, and Uruguay), 
presumably also looking toward future economic growth in the 
region. If this were to occur, it would give the Mercosur 
countries greater leverage in trade negotiations than they 
currently have. However, the region in which the United States 
should be placing greatest effort to conclude FTAs is Asia 
because that’s where the markets are greatest and where the 
prospects for future growth are most promising. 
 
The conclusions can be summarized: 
• NAFTA is a colossal market for the three member 

countries. Indeed, no two countries in the world trade more 
with each other than do Canada and the United States. 

• The logic of the current trade data, and their growth since 
the birth of NAFTA, is that the agreement should be 
deepened because it represents a great opportunity for the 
three countries. 

• The importance of other hemispheric countries for U.S. 
trade is modest as compared with Canada and Mexico. 

• However, the trade unity of the hemisphere, if it can be 
achieved, has considerable political logic for the United 
States. 

• The largest U.S. trade opportunities are in Asia, much 
more so than in non-NAFTA countries of the hemisphere, 
and more so than in Europe. 
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