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PREFACE

On January 23, 1986, at the request of the Senate Committee on Finance
(see app. A), and in accordance with section 332(g) of the Tariff Act of 1930
(19 U.S.C. 1332(g)), the United States International Trade Commission
. instituted investigation No. 332-223. This study covers a multitude of issues
and is intended to be used as a source manual on United States-Mexico trade in
general and border trade in particular. Broadly, this study presents data on
United States-Mexico trade, reports on the trade programs of both countries
that affect that trade, and ekamines the economic effects of United
States-Mexico trade on the communities along the United States-Mexico border.
Specifically, the study contains the following material: (i) an investigation
of the impact of U.S. imports from Mexico and U.S. exports to Mexico on U.S.
communities near the border; (ii) a report on the nature of trade benefits
Mexico receives under current U.S. trade programs; (iii) a report on the
value and volume of imports from Mexico that benefit from each program
identified under (ii) for the period 1975 to 1985, and the reasonably
anticipated value and volume of such imports from 1985 to 1990; (iv) a report
of Mexican programs, including programs of States of Mexico, to encourage
imports from the United States and to encourage industrial and other
development along the. border; (v) a report of U.S. programs, including
programs of States of the United States, designed to encourage development
along the border; and (vi) a discussion of possible cooperative programs to
encourage development along the border, including industrialization and
processing, through increased merchandise trade along the border.

Notice of the investigation was given by posting copies of the notice in
the Office of the Secretary, U.S. International Trade Commission, and by
publication of the notice in the Federal Register of February 6, 1986 (51 F.R.
4665), (app. B).

Public hearings in connection with the present investigation were held in
McAllen, Texas, on April 7, 1986; in El Paso, Texas, on April 8, 1986; and in
San Diego, California, on April 10, 1986.
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EXECUTIVE SUMMARY

This study presents data on United States-Mexico trade, reports on the
trade programs of both countries that affect that trade, and examines the
. economic effects of United States-Mexico trade on the communities along the
United States-Mexico border. This study covers a multitude of issues and is
intended to be used as a source manual on United States-Mexico trade in
general and border trade in particular.

-

The U.S.-Mexico Border Region

Overview

The population and economic activity of the United States-Mexico border
region is concentrated in 14 twin cities. These twin cities (each one is a
U.S. city with a Mexican counterpart) are closely integrated. In most cases,
each pair of twin cities is the center of economic activity in its subregion.
Cross-border purchases are an important part of the economic base of each twin
city. .

The twin cities provide an important link between the economies of Mexico
and the United States, since a large portion of import and export traffic
between the two countries passes through these pairs of cities. Maquiladora
plants ("maquiladoras") are another important factor in the economies of some
twin cities. These are assembly plants that are located on the Mexican side
of the twin city in order to take advantage of Mexico’s lower wages and
various provisions in the tariff schedules of both countries. Maquiladoras
are allowed to import raw materials into Mexico duty free and then re-export
the finished products to the United States paying duty only on the value added
in Mexico. That portion of the product’s value consisting of U.S.-made
components is exempted from duties. Analysts indicate that the maquiladoras
present the greatest prospect for the future growth of the twin cities.

The United States-Mexico border separates two countries with very
different wages and per capita income levels. Part of the U.S.-border region
is characterized by per capita income levels below the national and state
averages. However, the region is not uniformly a low income area. San Diego
County, with 46.3 percent of the U.S.-border region population, had a per
capita income above the U.S. national average. Low per capita incomes did
appear to be concentrated along the Texas-border region, in particular
South-Texas, and among the Mexican-American population. However, even among
the latter, the period between 1969 and 1979 was a period of increasing per
capita income. In contrast, the Mexico-border region has income levels that
are uniformly above the Mexican national average.
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U.S. and Mexican Trade Programs

Overview

In 1985, the United States was Mexico'’s most important trading partner.
U.S. exports to Mexico were $13.0 billion in 1985 and represented 66 percent
of Mexico's total imports, whereas Mexican exports to the United States were
$18.9 billion and represented 70 percent of Mexico'’s total exports. Mexico
was the third largest market for U.S. exports (6.6 percent) and the fourth
largest source of U.S. imports (3.5 percent).

U.S.-Mexican bilateral trade is affected by a number of trade programs in
each country. U.S. imports from Mexico are encouraged under such programs as
the Generalized System of Preferences (GSP), items 806.30 and 807.00 of the
Tariff Schedules of the United States (TSUS), and the existence of foreign
trade zones (FTZ's). Conversely, they are restrained by the Multifiber
Arrangement (MFA), steel emport restraints, and restrictions on certain
Mexican agricultural products. Generally, U.S. exports to Mexico have been
subject to heavy Government regulation. However, in 1985, the Mexican
Government accelerated the reduction of import controls that began in 1984,
major changes were made in the customs tariff schedules, and the overall level
of tariff protection was reduced. Mexico has also encouraged imports of raw
materials destined for maquiladora plants by exempting them from many of the
tariff and nontariff barriers that face Mexican imports. Finally, Mexico
recently became a member of the General Agreement on Tariffs and Trade (GATT).

Mexican trade programs

Overview. --Generally, U.S. exports to Mexico have been subject to heavy
Government regulation. This is less true for imports into the northern zone
along the border with Mexico. For example, imports destined for the
maquiladora plants have been exempted from many of the tariff and nontariff
barriers that face imports into the Mexican interior. This has greatly
encouraged the development of these plants along the United States-Mexico
border. Although Mexico has recently relaxed its restrictions on foreign
investment, particularly for maquiladora plants, it has traditionally limited
the role of foreign capital in its markets and has reserved certain sectors
exclusively for Mexican ownership. Taxation of business entities by the
Mexican Government has traditionally been oriented toward promotion of
manufactured exports and import substitution. The intent of these tax
incentives is to improve Mexico's balance-of-payments position, but the export
tax rebates have, in some cases, constituted the basis for subsidy
investigations under U.S. trade law by the U.S. Department of Commerce.
Measures taken by Mexico in the automotive and transportation sectors, as well
as pharmaceutical production, have been the basis for concern by the U.S.
Government in the past. Many of these concerns could be resolved by Mexico's

.accession to the GATT.
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Free zones.--Mexico’s free zones were established to encourage
development in the once remote regions in the States of northern Mexico. A
perimeter zone (formerly known as a "free perimeter") 20 kilometers wide
parallels the U.S. border and includes the border cities. Certain items. may
be shipped to these zones at reduced duties or free of duty. Duty-free goods
brought into the free zones may not be transferred to the rest of the country

without payment of duties. This is enforced by checkpoints at the boundaries
of the zones.

Maquiladoras.--In 1965. Mexico began encouraging the establishment of
in-bond production facilities in the border region, commonly known as
maquiladoras. Mexico waived a number of its restrictions on foreign
investment and allowed duty-free importation of components and materials used
in the maquiladoras, provided that the output of the maquiladoras is exported
from Mexico. Later Mexico permitted the establishment of maquiladoras in most
of the interior of Mexico and allowed some of their output to be sold within
Mexico. However, 90 percent of the maquiladoras are located in northern
Mexico. At the end of 1985, there were an estimated 735 maquiladoras
employing over 200,000 persons.

GATT accession.--Mexico formally applied to accede to the GATT in
November 1985. By August 24, 1986, Mexico was a full member, or contracting
party to the GATT. To join the GATT, Mexico agreed to bind or lower many
tariffs, continue to phaseout many quotas and import license requirements,
administer nontariff measures and development programs in a GATT consistent
manner, and sign on to a number of the Tokyo Round codes.

On tariffs, Mexico agreed to a number of tariff concessions of interest
to the United States:

o Mexico agreed to establish a maximum tariff of 50 percent on all 8,413 of
its tariff lines.

o Mexico is also granting bound duty rates of lower than 50 percent on 373
tariff lines, representing 16 percent (or $1.9 billion) of total Mexican
imports in 1985.

o Items bound at rates lower than 50 percent include 210 items imported
from the United States. They represented $1.2 billion or 15.7 percent of
total Mexican imports from the United States in 1985.

On nontariff barriers, Mexico has committed to adhere to five of the
Tokyo Round nontariff barriers codes within 6 months of accession. These

codes include those on import licensing, customs valuation, antidumping,
subsidies, and standards. '

o The United States obtained the bound elimination of licenses of 175 of
the 210 priority items.

o Membership in the Subsidies Code, under which export subsidies are
illegal, reinforces Mexico’s bilateral commitments to the United States
to phase out export subsidies.
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0 Accession to the Customs Valuation Code should remedy trade problems
associated with Mexico’s minimum import pricing system. Under the code,
import duties would have to be based on customs value rather than on the
Government'’s calculated "official value" that has been used in the past.

U.S. trade programs with Mexico

Overview.--U.S. Government programs affecting trade with Mexico range
from statutory provisions designed to implement bilateral agreements of the
two governments to broad trade policies and programs used by or benefiting
many countries. The latter group includes the granting of most-favored-nation
(MFN) duty status and the extension of preferential tariff treatment under the
GSP. In addition, both U.S. and Mexican firms and their trading communities
can make use of U.S. FTZ's and of items 806.30 and 807.00 of the TSUS. The
benefits of all these programs extend beyond the border area.

The United States uses trade-regulating devices such as the MFA
(controlling textile and apparel imports) and cooperative programs (such as
regimes for the control of transborder pollution) in its dealings with
Mexico. State and local programs also attempt to provide a basis for
communication and cooperation with Mexico. Many of these programs affect
primarily the border area, but both countries use them to attempt to direct
and expand overall bilateral trade and development.

Federal regulatory measures have particularly strong effects on
transborder trade, especially on shipments from Mexico. U.S. regulation of
Mexican motor carriers and agricultural/horticultural products are frequently
cited as areas of concern. Border trade is also said to be hindered by the
inadequacy of present international bridges and customs ports of entry, as
well as by delays in customs clearances because of inspection programs or the
lack of personnel. Such infrastructure and procedural problems were almost
universally decried by those commenting or testifying before the Commission.

Most-favored-nation tariff treatment.--MFN principle requires that the
same tariff rate apply to imports from all trading partners with MFN status.
Its intent is to establish equality in international dealings among the
grantees by ensuring that a commodity is treated uniformly, regardless of
origin. The MFN principle has led to a reduction in the level of tariffs in
the post-World War II period since the lowest duty rate must be granted to all
of the grantor’s best or "most favored" allies or trading partners.

Among its 91 member countries, the GATT largely replaced the traditional,
bilateral "friendship, commerce, and navigation" (FCN) agreements that had
been the principal means of establishing MFN treatment. Mexico formally
acceded to the GATT in August 1986. Nor does the United States have a FCN
agreement in force with Mexico, after a 1943 reciprocal trade agreement was
terminated in 1950 and replaced with various more specific agreements.
However, Mexico continued to receive MFN treatment from the United States.
Thus, with the exception of articles receiving preferential GSP treatment,
Mexican exports to the United States are assessed the MFN rates.
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The Generalized System of Preferences.--The GSP, established in title V
of the Trade Act of 1974, is a nonreciprocal duty elimination granted by the
United States on designated products of developing countries. Mexico was
designated as a beneficiary developing country (BDC) in 1975, the first year
of the program, and has continued as a designated BDC.

In 1985, merchandise valued at $1.2 billion, or 6.6 percent of U.S.
imports from Mexico, entered duty free under this program. The GSP percentage
of U.S. imports from Mexico is the smallest among all beneficiaries of the
U.S. GSP program because petro<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>