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Abstract

Recently, the Trump administration initiated a new United States-Mexico-Canada Agreement
(USMCA) that strengthened NAFTA's rules of origin to enhance protectionism while maintaining the
framework of trade agreements rather than completely abolishing them. This study focuses on the
behavior of firms motivated to influence the government to practice protectionist trade by analyzing
the rules of origin verification and adopting the political economics model. This paper explains the
process of endogenous determination of the stringency of rules of origin verification as a non-tariff
barrier using the lobbying model. Comparative static analysis shows that the more efficient
technology a domestic firm has and the more government prefers to raise political contribution, the
more is verification likely to be strict. This suggests that a rationale exists to maintain a free trade
agreement in the form of the new agreement (USMCA) without abolishing the current NAFTA
regime.
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Fig. 1. 3 Stage Analytical Model
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Fig. 2. Political Contribution Schedules and the Interest Group’ s Payoffs
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