GLOBALIZATION101.ORG
LESSON PLAN: TRADE AGREEMENTS
Introduction
This lesson plan examines what tools are available to policymakers to influence trade amongst other nations. Students will learn key vocabulary associated with trade liberalization and will debate the strengths and limitations of trade agreements. In addition, students will participate in mock negotiations of NAFTA. 

Instructional Goals

Students understand trade liberalization and the role of trade agreements in regulating international trade, as well as apply this knowledge to understanding NAFTA

Learning Outcomes

· Students can apply the skills of historical analysis to understand the evolution of U.S. trade policy
· Students can describe the affects of international trade on the United States and other nations, with an emphasis on:

· how people and nations gain through trade
· the effects of protectionism, including tariffs and quotas on international trade and on a nation's standard of living
· factors that influence the major world patterns of economic activity and economic connections, among different regions, including changing, alignments in world trade partners

· Students can understand trade policy documents and can write trade policy statements

Materials

· Trade Primer II. Government Regulation of Trade http://www.globalization101.org/issue_sub/trade/grtrade/government_regulation_of_trade 
· Liberalization the Deregulation of International Trade http://www.globalization101.org/issue_sub/trade/liberalization/trade_deregulation 
· Liberalization of International Trade http://www.globalization101.org/issue_sub/trade/liberalization/trade_liberalization 
· Multilateral Trade Liberalization: The Uruguay Round and the World Trade Organization http://www.globalization101.org/issue_sub/trade/liberalization/uruguay_round 
· NAFTA: http://www.nafta-sec-alena.org/DefaultSite/index_e.aspx?DetailID=78
· Handout: Renegotiating NAFTA (see below)

Time Required
4-5 Classes

Vocabulary: 

Liberalization: in terms of trade, it means to allow companies from other countries to compete in a certain industry and/or sell their goods in that country. For example, South Korea is negotiating to liberalize their auto industry and allow US companies to sell cars in South Korea.
National Treatment: The nondiscrimination principle stipulates that both trade restrictions and proposals to reduce trade restrictions should apply to all of a country's trading partners equally, and that imported goods and services will not be treated differently than domestic ones.

Quotas: quantitative restrictions on the import of certain goods and services
Subsidies: government hand-outs, (i.e. monetary contributions, in-kind contributions such as equipment, reduced taxes, etc)

Tariff: A list of taxes or customs duties payable on imports or exports
Procedure

Introductory Discussion: (1/2 class)

1. Have students read “Trade Primer II. Government Regulation of Trade”: http://www.globalization101.org/issue_sub/trade/grtrade/government_regulation_of_trade. This can be done as homework or in-class, and either on the computer or in print, depending on student access to computers.

2. Introduce the topic: While people and companies around the world have been trading goods and services for thousands of years, the origins of today’s system of trade rules began with the formation of GATT (pre-cursor to the World Trade Organization), following World War II.
3. Ask the following questions to the students:
a. Why do countries set up rules to regulate trade? 
Potential answer: protect/promote their citizens and companies. To liberalize trade, means to open up the system to allow competitors from other countries. This can be positive for the consumers because competition usually leads to lower prices. However, sometimes countries cannot compete with foreign competitors because the prices are too low and local businesses fail. Given this scenario, some countries will decide to keep the systems closed in order that local businesses and companies do not go out of business.

b. What tools are available to countries to regulate trade? 
Tariffs: A list of taxes or customs duties payable on imports or exports.  Tariffs are usually levied when foreign goods enter into a country (imports). For example the U.S. has a tariff for most ethanol products that are imported into the U.S., to help US ethanol producers. However, to raise revenue, some countries also levy export tariffs on good leaving a country, to discourage exporting certain goods or commodities. For example, Kazakhastan recently levied a tax on all grains leaving the country, since there was a global grain shortage and they wanted to keep grains inside the country to feed their own citizens. Encourage students to note other examples in the news.
Subsidies: government hand-outs, (i.e. monetary contributions, in-kind contributions such as equipment, reduced taxes, etc). Subsidies are given to domestic companies (and sometimes individuals) to help them become competitive. These subsidies decrease the cost of doing business, which can allow companies to charge less for their product, but still make a profit. Some subsidies are given to encourage companies to become more environmentally-friendly; others encourage companies to take advantage of local resources (both physical and human).
Quotas: Quotas are quantitative restrictions on the import of certain goods and services. Rather than imposing tariffs, governments wishing to limit access to or raise the prices of certain goods or services will sometimes specify in laws or regulations that total yearly imports of a particular good or service may not exceed a certain quota, which may be expressed as a quantity of exports or as a dollar value of exports. The United States maintains import quotas on imported clothing, sugar, peanuts, and several other items. Under an international agreement governing trade in clothing and fabrics, the United States applies different import quotas to the clothing produced by different developing countries.
c. Are these tools positive, negative, or both? Why? Think about who benefits and who does not (companies, consumers, poor countries, rich countries, etc..)
Discussion: Background to US Trade Policy (1/2 class)
1. Divide the class into groups of 3-4 students and assign 
“Liberalization the Deregulation of International Trade:” http://www.globalization101.org/issue_sub/trade/liberalization/trade_deregulation. Each group should discuss the following questions amongst themselves and then report back to the class.
a. What is Smoot-Hawley, why was it enacted, and why was it important? 
b. What was the Reciprocal Trade Agreement Act of 1934 and how did it change U.S. trade policy?

c. Why do you think the U.S. Congress opposed the International Trade Organization? 
d. How do governments balance the need to respond to domestic demands for protection of particular sectors (agriculture, manufacturing, etc.) and international demands for open markets? 
Trade Agreements: Multilateral, regional, bilateral (1 class period)
· Assign the following readings for homework: Liberalization of International Trade http://www.globalization101.org/issue_sub/trade/liberalization/trade_liberalization and Multilateral Trade Liberalization: The Uruguay Round and the World Trade Organization http://www.globalization101.org/issue_sub/trade/liberalization/uruguay_round.
1. Introduce the multilateral trading system: GATT (General Agreement on Tariffs and Trade)
Following World War II, the leaders of the world's largest industrial economies set about to create institutions such as the General Agreement on Tariffs and Trade (GATT), to promote trade liberalization, and the World Bank and the International Monetary Fund, to better coordinate global economic policy. The world leaders who established these organizations did so out of what they believed to be a bitterly learned lesson about the costs of not coordinating economic policy and of the absence of safeguards to protect free trade.
At that time, the U.S. and other countries were not ready for an International Trade Organization, but were able to agree upon and sign GATT, which provides rules for the reduction of industrial tariffs.
2. If your students are capable of handling original texts, visit http://www.ciesin.org/TG/PI/TRADE/gatt.html and read the following articles with your students. If not, explain these major clauses that form the basis of the international trading system. Click here for the full text, http://marxists.architexturez.net/history/capitalism/gatt/index.htm. 
· Article I General Most-Favoured-Nation Treatment:

 Most-Favoured-Nation: the receiving nation will be given all the trade advantages (i.e. lower tariffs) that any other nation receives (who is a member of GATT)
· Article III National Treatment on Internal Taxation and Regulation:

National Treatment: The nondiscrimination principle stipulates that both trade restrictions and proposals to reduce trade restrictions should apply to all of a country's trading partners equally, and that imported goods and services will not be treated differently than domestic ones. So domestic companies and international companies are treated the same, i.e. in dispute resolution, access to courts, etc.
· Article XI General Elimination of Quantitative Restrictions
· Article XIII Non-discriminatory Administration of Quantitative Restrictions; 

· Article XVI Subsidies; 

· Article XX General Exceptions
Exceptions include: protection of “public morals;” protects for human, plant, and animal life; imports and exports of silver and gold; products of prison labor; protection of natural resources and historical artifacts; issues dealing with imports/exports associated with a government stabilization plan, and others.  
3. Ask the following question:

a. GATT was originally only applicable to industrial goods, so agricultural products were not part of the original agreement.  Why? Which countries rely on agricultural goods for their main source of income?
4. Introduce other options for Trade Agreements: Today countries have three choices when looking to liberalize trade with international partners:

a. bilateral trade agreements decrease tariffs and other entry barriers to trading between the two countries;
b. regional trade agreements decrease tariffs and other entry barriers to trading between participating countries; and, 
c. multilateral agreements decrease tariffs and other entry barriers to trading between participating countries. 
GATT became the framework for the World Trade Organization, formed in 1994 from the Uruguay Round. Members of the WTO can decrease tariffs and other entry barriers to trade amongst more than 110 countries.

Discussion Questions (1/2 period)
1. What are the arguments given in favor of trade liberalization? What are the arguments against it? 

2. How does trade liberalization affect a developing country differently from an industrialized country? 

3. Why are “national treatment” and “most favoured nations” two main guiding principles of trade agreements?

4. What issues should be covered in trade agreements? Agricultural, industrial goods, services, intellectual property, the environment, labor, cultural products, human rights, etc? 
5. What changes have you noticed over the past few years with respect to the organization of trade relationships? Are they becoming more regional? Bilateral? Global? What ramifications result from this trend? 
Each of these questions can be assigned as a five-paragraph essay or students could be required to answer these questions in homework assignment. Or these questions can be discussed in class.

Classroom Activity: Renegotiating NAFTA (3-4 classes, not including prep time)
Signed in 1994, NAFTA (North American Free Trade Agreement) has always been controversial. There are many who support the agreement and tout its benefits for all involved and there are many who do not support the agreement and feel that it benefits no one. In the original NAFTA agreement, labor and environmental concerns were addressed mainly in side-agreements.  This activity will include a mock negotiation of the three governments, Canada, Mexico, and the U.S., on renegotiating NAFTA to incorporate labor and environmental concerns in the main agreement.
Class 1

One class period should be devoted to understanding the current NAFTA agreement and the environment and labor side agreements.

NAFTA: http://www.nafta-sec-alena.org/DefaultSite/index_e.aspx?DetailID=78
1. The Preamble should be read and discussed together: http://www.nafta-sec-alena.org/DefaultSite/index_e.aspx?DetailID=79. Examine each line of the preamble, so the students understand the overarching purpose of the agreement. 
2. Discuss Chapter two of NAFTA: http://www.nafta-sec-alena.org/DefaultSite/index_e.aspx?DetailID=84.  This chapter contains definitions for terminology used in the agreement. These definitions can also be handed out to the students for future reference.

3. Divide the students into pairs and have each of them read and summarize the main points for two or more chapters (1-22, excluding 2): http://www.nafta-sec-alena.org/DefaultSite/index_e.aspx?DetailID=78. The students should explain the chapters in their own language and not just read the chapters verbatim. 
Class 2: Research
This next activity can take place as homework or in class. Divide the class into 3 teams, of at least 4 students.  Each team will represent a country (Canada, Mexico, and the United States).  Give out Handout I.
Class 3: Negotiations

Each team should bring to class their copies of Chapter 24 and Chapter 25. Together the teams should negotiate one version to reflect the interests of all three countries. Teams should be aware of which items are negotiable and which are not. All teams should be ready with alternative language and suggestions where they can make compromises. These negotiations can take place in two rounds, one for Chapter 24 and one for chapter 25, or can be done simultaneously to promote the overall agreement. Each team must be satisfied that their country’s needs and expectations are met.

The negotiations will represent 30 percent of the final grade and will be based on participation and preparedness. 

Conclusion

Ask the students what they have learned from the lesson. Find out which areas need further explanation and which do not. Ask the students what are their own views of trade agreements.  Do they think the U.S. should renegotiate NAFTA or keep it as is? If as part of the negotiation, the environment and labor agreements are folded into the main agreement, how should these initiatives be funded? Should the U.S. and Canada pay more since they have a higher GDP? 
Assessment

70%: NAFTA Chapter 23 Environment and NAFTA Chapter 24 Labor 
30%: Participation in NAFTA negotiations

Handout I: Renegotiating NAFTA

Signed in 1994, NAFTA (North American Free Trade Agreement) has been quite controversial. There are many who support the agreement and tout its benefits for all involved and there are many who do not support the agreement and feel that it benefits very few people. In the original NAFTA agreement, labor and environmental concerns were addressed mainly in side-agreements.  This activity will include a mock re-negotiation of NAFTA amongst the Canadian, Mexican, and the U.S. governments to incorporate labor and environmental concerns in the main agreement. Each negotiating team should be prepared to take into consideration the needs and criticisms of their own constituents, as well as potential compromise points. 

Each team must write two new chapters for the NAFTA agreement. Chapter 23 should reflect environmental concerns and Chapter 24 should reflect labor concerns. Each of these chapters should be based on the current side agreement on labor and the environment.  The side agreements can be referenced in the chapters, but the chapters must also address complaints and criticisms that exist within their country, concerning these side agreements. Each team must address concerns that specifically relate to their country (Canada, Mexico, and the United States).
The new chapters will be graded (70% of the final grade). The grade for these chapters will be determined on:
1) Originality of proposed solutions to current side agreements

2) Use of technical language and trade concepts

3) Use of concepts proposed in the NAFTA Preamble (http://www.nafta-sec-alena.org/DefaultSite/index_e.aspx?DetailID=79)
Useful Links:

· United States Trade Representative, NAFTA page: http://www.ustr.gov/Trade_Agreements/Regional/NAFTA/Section_Index.html
· What Mexico and Canada Think about NAFTA: http://www.globalization101.org/news1/NAFTA_Mexico_Canada 
· Rethinking NAFTA’s Environment and Labor Agreements http://www.globalization101.org/news1/NAFTA_Labor_Environment 
· Commission for Environmental Cooperation
http://www.cec.org/
· Commission for Labour Cooperation 
http://www.naalc.org/index.htm  
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