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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 petroleum, which dominates Mexico'’s exports, is not
GSP eligible. The two most significant GSP-eligible products imported from
Mexico are chemicals and related products and machinery and equipment. Total
imports from Mexico under the GSP are projected to increase at an average
annual rate of 8 percent, from $1.2 billion in 1986 to $1.6 billion in 1990.
The Commission estimates that the border region accounted for 34 percent of
total GSP imports in 1985 from Mexico.

The total duties foregone under the GSP program are an overstatement of
the benefits that exporters receive from the program. The total duties
foregone as a result of GSP imports are estimated to have increased
irregularly from $23.3 million in 1976 to $47.4 million in 1985, an average
annual rate of 8 percent.

Whereas the GSP program has potentially encouraged the industrial
development of certain sectors in Mexico, other factors may have lessened the
benefits-to Mexico.. Many of the products for which Mexico has a comparative
advantage are not eligible for GSP treatment. These include petroleum
products, and certain textiles and apparel, which are not GSP eligible due to
their regulation by the Multifiber Arrangement. Many other items are
suspended from eligibility for duty-free treatment under the GSP and under the
competitive-need limits rule. Important examples are certain fresh
vegetables, ceramics, glass products, and certain electronic products.

Machinery and equipment account for the largest volume of GSP imports
from the border region, and most of these are produced in maquiladoras. There
does not appear to be any other significant manufacturing sector of the
Mexican economy located along the border that uses GSP extensively.

Foreign trade zones.--FTZ's, have been permitted in the United States
since the enactment of the Foreign-Trade Zones Act of 1934. A U.S. FTZ is a
relatively small, enclosed area located in or near a customs port of entry,
often comprising only a few buildings or even part of a single structure. The
FTZ's are outside the customs territory of the United States and goods may be
brought into an FTZ, returned to the country of origin, or exported to third
countries without payment of U.S. customs duties or taxes. Once within the
zone, foreign articles may be stored, manufactured, processed, combined with
U.S. components, shown, or otherwise manipulated in accordance with the
operating grant given by the Foreign Trade Zones Board. Goods from an FTZ may




xviii

also be given lower U.S. customs duty treatment, depending on their condition
as imported, any changes while in the FTZ, and the pertinent tariff provisionms.

Three of the nine FTZ's in the border area are active, and six--all in
Texas--are located at the U.S.-Mexican border customs ports of entry. (The
latter are McAllen, El Paso, Brownsville, Laredo, Del Rio, and Eagle Pass.)
Thus far, zone operations appear to have focused on storage and distribution
rather than manufacturing.

Items 806.30 and 807.00 of the United States Tariff Schedule.--Items
806.30 and 807.00 of the TSUS exclude from U.S. customs duties the portion of
the imported article’s value that is eligible and of U.S. origin. In general,
for articles assembled abroad using fabricated components manufactured in the
United States, duty is paid only on the value of the foreign assembly or other
foreign processing.

Mexico is a leading source of 806.30 and 807.00 imports, accounting for
14 percent of the total of such imports in 1985 ($3.9 billion). These imports
are also a major export for Mexico, accounting for 21.3 percent of the total
Mexican exports to the United States in 1985.

In 1985, machinery and equipment products accounted for the majority of
806.30 and 807.00 imports from Mexico: the $3.8 billion in imports represented
97 percent of these imports from Mexico. The Commission estimates that
$3.2 billion of those imports were from the Mexican border region. The total
of 806.30 and 807.00 imports from Mexico are projected to increase at an
average annual rate of 8 percent, rising from $3.9 billion in 1986 to $6.8
billion in 1990.

Although the 806.30 and 807.00 provisions are not considered regional or
unilateral provisions, they have provided benefits to Mexico and the border
region, particularly in conjunction with the incentives that Mexico has
provided for the development of maquiladoras. Mexican authorities do not levy
import duties on U.S. shipments to the in-bond plants, similarly, they do not
levy export duties on outbound shipments from these plants. Mexico has become
an important partner in assembly operations because of its geographical
location, which permits easy access to transportation routes leading to and
from almost anywhere in the United States and helps to ensure lower
transportation costs compared with most other foreign sources of imports. The
maquiladoras in Mexico’'s border communities help the economies on both sides
of the border.

Multifiber Arrangement.--The United States and Mexico are both parties to
the MFA and maintain a bilateral agreement covering many Mexican exports to
the United States of textiles and apparel. The agreement currently in effect
with Mexico, signed in February 1979, was subsequently extended through
December 1987. This agreement currently provides for quotas only on apparel
items, including trousers, coats, coveralls, shirts, blouses, and brassieres
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of cotton or manmade fibers. These garments accounted for slightly more than
60 percent of the value of total imports of MFA-covered products from Mexico
in 1985. The remaining, nonquota MFA product imports from Mexico may be
brought under quota when the United States finds that imports of a partieular
product are disrupting or threatening to disrupt the U.S. market. In addition
to quotas, designated consultation levels, which cannot be exceeded without
prior consultation between the two countries, cover many other apparel
products from Mexico, including yarn and suits.

In 1985, U.S. imports from Mexico of textile and apparel products subject
to MFA control were valued at $275 million and represented 1.5 percent of
Mexico’s exports to the United States. The overall growth of MFA-controlled
imports from Mexico was substantially lower than the growth in U.S. imports of
MFA products from all countries; during 1976-85, MFA imports from Mexico rose
by 69 percent in value, whereas imports from all other countries rose by 267
percent in value during the same period, primarily because of the growth in
imports from Hong Kong, Taiwan, Republic of Korea (Korea), China, Japan, and
Italy, the six largest suppliers. U.S. MFA imports from Mexico are projected
to grow by 34 percent during 1985-90 to $368 million, and those from the
border areas are expected to increase by 35 percent to $258 million.

Although the benefits to Mexico might increase if access to the U.S.
market were unrestricted, as a less competitive world supplier Mexico benefits
from the tight U.S. import restraints on the major low-cost apparel producers
such as Taiwan, Hong Kong, and Korea. The MFA and the United States-Mexico
bilateral agreement also reduce the risk that Mexican producers’ access to the
U.S. market would be denied abruptly.

The most significant factor affecting border developments has been the
growth of the in-bond apparel industry. The Commission estimates that in
1985, 65 percent of all textile and apparel imports from the border entered
under the MFA. This quantity, $191.6 million, also represented 70 percent of
all textile and apparel imports from all locations in Mexico entering under
the MFA in 1985.

Voluntary Restraint Agreement on the exports of Mexican steel.--In.
December 1984, Mexico agreed to limit steel shipments to the U.S. market for a
5-year period, beginning October 1984. For 1986, the agreement limits Mexico
to 0.36 percent of U.S. apparent consumption and to 100,000 tons of
semifinished steel. Steel products manufactured in Mexico's maquiladoras
remain outside the scope of restrictions. In exchange, the United States made
a commitment to seek the termination of unfair trade investigations on steel
items subject to the agreement.
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Agriculture.--One of the more critical issues of U.S.-Mexican trading
relations relates to agricultural, fishery, and forest products. In 1985,
Mexico was the fourth largest source of U.S. imports of these products,
accounting for $2.1 billion, or about 5 percent of these imports. Mexico was
also the fourth largest market for U.S. exports of these products in 1985,

- purchasing $2.2 billion, or 6 percent of these exports.

Prior to the mid-1970's, Mexico generally exported more to the United
States in agricultural goods than it imported; however, beginning in the
mid-1970’s, this situation reversed with the United States generally supplying
more agricultural goods to Mexico than it imported from that country.

The leading agricultural imports from Mexico are fruit, nut, and
vegetable products, which together accounted for one-third of U.S.
agricultural imports from Mexico in 1985. The U.S.-duty rates on fruits,
nuts, and vegetables were higher than the rates on U.S. imports of any other
group of agricultural products from Mexico in recent years. In 1985, about
86 percent of the $676 million in U.S. imports of fruits, nuts, and vegetables
from Mexico were dutiable at an ad valorem equivalent (AVE) duty of 10.4
percent. Overall, about one-half of total U.S. imports of agricultural
products from Mexico were dutiable in 1985, and the average AVE duty rate was
7.5 percent. The other half either entered under the GSP or came in under
categories (shrimp and crude coffee) that are duty free for all countries.

A variety of sanitary requirements and quotas affect the import into the
United States of agricultural products from Mexico. For example, there are
quotas on imports of most dairy products from all countries, there are
inspection requirements for Mexican and all other foreign slaughtering plants
pertaining to meat imports, and there are limits on the amounts of herbicide
and insecticide residues in food products as well as requirements pertaining
to the presence of certain insects or botantical diseases on fresh or
unprocessed agricultural products. In 1984, for example, the Food and Drug
Administration began rejecting the entry of Mexican fresh pineapples because
of carbaryl pesticide residues in the fruit. It is difficult to quantify the
impact of these nontariff import barriers on these Mexican products because
even in their absence, it is unlikely that Mexico would be exporting sizable
quantities to the United States because of supply and demand considerations
for these products within Mexico and the United States.

The Commission staff estimates that less than one-sixth of U.S. imports
of agricultural goods from Mexico are produced in Mexican border areas.

Cooperative and other trade programs: existing and proposed

A number of new programs have been proposed to stimulate investment
spending or to encourage the relocation of businesses to the border region.
Generally, the proposals would either reduce taxes or eliminate trade barriers
for the products of firms that locate within the border region.
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Productivity zones

Overview. --According to the Productivity zone proposal, businesses would
have the option of investing in productivity zones, areas 15 miles in radius
established on either side of the United States-Mexico border. Firms that
. locate in the zones would be permitted to hire Mexican labor at the higher of
the prevailing market wage or the Mexican minimum wage. However, three
restrictions would be placed on firms that locate on the U.S. side. First,
they would be required to hire U.S. workers in fixed proportion to the number
of Mexican laborers employed (i.e., for each 10 Mexican workers, one U.S.
citizen would have to be employed). Second, the firms would have to ensure
that Mexican workers have adequate working conditions. Third, firms would be
required to pay an additional income tax, which would be remitted to the
Mexican Government.

Comment. --There are a number of legal, administrative, and economic
issues raised by this proposal. First, legally, the suggestion that taxes be
collected on firms located within the U.S. zones and then remitted by the U.S.
Government to the Mexican Government is an unusual and certainly unprecedented
measure. Second, the notion that Mexican workers be paid the prevailing
Mexican wage while employed in zones on the U.S. side may be controversial.
This provision is likely to generate opposition not only among labor groups,
but also among individuals who feel that paying different wages to workers
that are working side by side and performing the same task is unfair.

The third set of issues is economic: the effect on investment, wages,
employment, land rents, and illegal immigration.

o Depending on the size of the income tax and the required hiring ratio,
the creation of the productivity zone could raise the level of investment
in the border region.

o The proposal would not attract additional U.S. investment into Mexico.
U.S. firms already have the option of locating in Mexico in order to have
access to Mexican labor.

o The impact on the Southwest labor market for unskilled workers would be
mixed. Both employment and wages for U.S. unskilled workers would
probably decline. Mexican laborers, on the other hand, would likely
benefit from this program; although their wages would not improve much,
income earning opportunities should increase.

o Other beneficiaries of this proposal are likely to be property owners.
Rents in the border area would be stimulated by firms seeking land in
which to locate.

Enterprise zones

Overview. --According to its proponents, U.S. enterprise zones are
designed to provide income and employment to individuals by creating
incentives for businesses, primarily small businesses, to locate within
distressed areas. The package of incentives, which include the elimination of
Government regulatory burdens and the provision of income and investment tax
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credits, are intended to counter the business risks associated with locating
within depressed areas. Other incentives of the program are designed to
encourage businesses to provide training for disadvantaged individuals whose
lack of skills make them difficult to employ,

Comment.--The bill will have implications for the level and location of
investment within the United States.

o The creation of the enterprise zones would stimulate investment in the
zones located in the border region. Investment outside the zone may,
however, decline. :

o Generally, U.S. laborers in the border region are likely to experience an
increase in income and employment opportunities.

o Landowners within and contiguous to the zones would benefit: the demand
for land by firms would increase rents.

o As structured, the bill may lead to an inefficient allocation of
resources since firms within enterprise zones would be subsidized
relative to those outside the zones. Firms in the enterprise zone are
favored only because of their location.

o The incentives provided for the training of workers are an important
provision of the enterprise zone proposal.

H.R. 3199, "United States-Mexico Border Revitalization Act"

Overview. --According to its proponents, H.R. 3199 is designed to
stimulate economic growth and development along the United States-Mexico
border. The bill also has the long-term objective of moving the United States
and Mexico towards the creation of a free-trade area between the two countries.

The principal feature of the bill is the provision of trade and tax
incentives to (U.S.-Mexican) joint ventures that locate in an area 200 miles
along either side of the border. Specifically, the proposal calls for the
elimination of duties on products produced by eligible firms and traded
between Mexico and the United States, and for these firms to receive tax
credits for investments and increases in their payrolls. Individuals employed
by the firms would also be eligible for income tax credits.

Unlike other proposals, the eligibility criteria of this proposal
requires that a firm be a U.S.-Mexican joint venture, with the nationals of
the country in which the firm is located holding the controlling interest and
with a minimum of 35 percent of the equity held by citizens of the other
country. Thus, to be eligible, at least 35 percent of the equity of a U.S.
firm located in the United States must be held by Mexican citizens, whereas a
Mexican firm located in Mexico must have at least 35 percent of the equity
held by U.S. nationals.

Comment. --Of the proposals on which testimony was given at the hearings,
this proposal is the most ambitious both in terms of the geographic area to be
targeted and in terms of the potential cost of implementation. The U.S. side
of the zone would include major nonborder cities such as Los Angeles,
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Tucson, Phoenix, Albuquerque, Austin, San Antonio, and Corpus Christi. In
addition, the equity-sharing provision of the bill may be controversial and
may also have a number of unintended consequences. These and other effects
are discussed below. '

o The creation of the coproduction zones would stimulate investment in the
border region. However, the bill would lead to a reduction in investment
outside the 200 mile region.

o Generally, U.S. workers in the border region are likely to experience an
increase in income and employment opportunities.

o Landowners within the 200 mile area would benefit. As firms expand, the
demand for land by firms would increase, increasing rents.

o The bill may lead to an inefficient allocation of resources. Since the
tax abatements would act as a subsidy to firms located within the 200
mile region, firms would be rewarded and encouraged to expand on the
basis of geographical location rather than economic efficiency. They
also would be rewarded on the basis of their willingness to share equity
with Mexican investors.

The bill raises a number of important questions for Mexico. First, what
impact will a program that consists principally of tax abatements have on
Mexico’s efforts to resolve its present fiscal crisis? Second, a major
objective of the bill is to encourage the inflow of capital, particularly U.S.
capital, into the border region. There is some evidence that equity-sharing
provisions discourage U.S. investors. Most observers argue that the recent
relaxation of the equity requirements by Mexico has been instrumental in -
attracting U.S. investors to the border region.

The bill may have the following effects on Mexico.

o The proposal may intensify the infrastructure problems that currently
plague border cities in Mexico. At the same time the Government is to be
asked to reduce taxes, greater demands will be placed on already over
burdened roads, public utilities, schools, and other public services.

o The bill may facilitate and promote capital flight from Mexico to the
United States, since to be eligible for the bill's trade and tax
incentives, U.S. firms must sell at least 35 percent of their equity to
Mexican citizens. To do so, the Mexican Government must relax its
controls on capital outflows,

Increasing the number of FTZ's along the border .

Overview. --During the hearings, it was proposed that the number of FTZ's
along the border be increased to stimulate trade between Mexico and the United
States. It was argued that such zones would also generate benefits for border
area communities.

Comment. --Fourteen border ports of entry are eligible for FTZ's: three
are located in Texas, one in New Mexico, and five each in Arizona and
California. However, virtually all of these ports in Texas, New Mexico and
Arizona are located in isolated rural areas with very small populations and
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none has a city of any size located across from it in Mexico. Since the zones
in the border area exist primarily to facilitate cross-border trade, the

absence of an adjacent large city in Mexico reduces the likelihood of new
zones in these ports.

Of the five border ports of entry in California, San Diego and Calexico
are the most promising. San Ysidro could have promise also. San Diego and
San Ysidro are across the border from Tijuana, Mexico, and Calexico is across
the border from Mexicali, Mexico. Both of these Mexican cities have large
concentrations of maquiladora plants, which suggests that a large potential
might exist for U.S. firms to take advantage of FTZ benefits in connection
with their plant operations in Mexico. Experience in other zones along the
border suggests that the success of any new zones and their contribution to
economic activity and job creation will be dependent upon the prior existence
of economic activity such as the existence of the maquiladoras and the
utilization of the provisions of TSUS items 806.30 and 807.00.

Methodology for estimating the level of imports from the border and
nonborder regions of Mexico under various U.S. trade policies

The figures given in this repor on U.S. imports from the border region of
Mexico were based on data supplied by Direccion General Estadistica, Instituto
Nacional de Estadistica, Geografia e Informatica. Such data included
production statistics for broad categories of products for border and
nonborder Mexican regions. Also, information was gathered from analysts,
other Government agencies (such as the U.S. Department of Agriculture),
Mexican officials, and knowledgeable industry persons. Nevertheless, the
reader is cautioned that even though every effort was made to calculate such
imports, the results remain estimates. )



ECONOMIC EFFECTS OF UNITED STATES-MEXICO
TRADE ON U.S. BORDER COMMUNITIES

The purpose of this section is to examine the economic effects of
U.S.-Mexican trade on U.S. border communities. 1/ It is divided into two
parts. Part one focuses on the importance of intraregional trade, i.e.,
commodity flows between U.S. border communities and their contiguous Mexican
. cities. This trade consists primarily of sales by the retail, wholesale, and
services sectors to Mexican consumers and of purchases of tourist services in
Mexican border communities by Americans. The importance of these flows is
illustrated by reviewing the impact of the peso devaluation on the economies
of the U.S. border communitiés. The second part of the analysis examines the
effect of extraregional or total U.S.-Mexican commodity and factor flows on
U.S. border communities. The former are commodity and service flows whose
origin or destination may be external to the region, whereas the latter is the
movement of capital and labor between the two countries. Included is an
extensive discussion of the maquiladora program, consisting of trade-related
investment flows, and a brief discussion of Mexican immigration to the United
States. 2/ This section begins by defining the border region (also see
appendix D) and by providing a brief overview of the economic linkages between
twin cities.

Definition of the Region

In this study the "Border" refers to the demarcation line separating the
United States and Mexico. This international border extends 1933 miles from
the Pacific Ocean to the Gulf of Mexico. On the U.S. side, it touches the
states of California, Arizona, New Mexico, and Texas; on the Mexican side, it
touches the states of Baja California, Sonora, Chihuahua, Coahuila, Nuevo
Leon, and Tamaulipas. (This area is depicted in Figure 1.) The 25 counties
on the U.S. side of this demarcation line define the U.S.-border region, 3/
and the 35 "municipios" that lie adjacent to the border on the Mexican side
define the Mexican-border region. 4/ "Borderlands" refers to the area

1/ The border region’s economic history, the social and demographic
characteristics of its population, and the structure of its economy are
discussed more extensively in appendix E.

2/ Appendix H contains an exercise that illustrates the economic
interdependence of the border communities by calculating the effect of Mexican
maquiladora investment on the level of economic activity in U.S. twin cities.

3/ This is the definition used in Robert R. Nathan Associtates, Industrial
and Employment Potential of the United States-Mexico Border, Washington, D.C.,
U.S. Department of Commerce, Economic Development Administration, 1968.

4/ James Peach, Demographic and Economic Change in Mexico'’s Northern
Frontier: Evidence from the X Censo General de Poblacion y Vivienda, New
Mexico State University, November 1984. Professor Peach used this definition
in his demographic and economic study of Mexico’s northern border. 1In
addition to the municipios adjacent to the border, the municipio of Ensanada
is included in the definition since it is traditionally included in studies of
the border region. The Mexican municipios or municipalities are more similar
conceptually and geographically to counties in the United States than to what
is generally thought of as a municipality in the United States.
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surrounding the border region and is defined as the states on both sides of
the border. 1/ (This area is depicted in Figure 2.)

Description of Economic Linkages between Twin Cities

The twin cities that are adjacent to each other on opposite sides of the
United States-Mexico border play an important economic role in the border
region. 2/ In most cases, the twin cities are the centers of economic
activity for their respective subregions. The main economic activity of the
twin cities centers on processing the flow of goods and persons between the
two countries. One consequence of this flow is that over time the twin cities
have developed a symbiotic relationship. This interdependence has also
generated much scholarly research. (See the references listed in the
bibliography.) Some of the characteristics of the economic linkages are
described below.

1/ There is no agreement among policymakers or scholars on how to define the
border region. The definition used in this study was chosen on the hypothesis
that those areas immediately adjacent to the border are the ones most strongly -
influenced by its location. See Kenneth Nowotny and James Peach, "The
Economics of Border Areas," Teaching about International Boundaries, Las
Cruces, October 1985, and Appendix D for a more detailed discussion of this
issue. ’

2/The 14 twin city communities are:--

(1) San Diego-San Ysidro, CA / Tijuana, Baja California
(2) Calexico, CA / Mexicali, Baja California

(3) Yuma-San Luis, AZ / San Luis Rio Colorado, Sonora
(4) Nogales, AZ / Nogales, Sonora

(5) Douglas, AZ / Agua Prieta, Sonora

(6) Columbus, NM / Palomas, Chihuahua

(7) El Paso, TX / Ciudad Juarez, Chihuahua

(8) Presidio, TX / Ojinaga, Chihuahua

(9) Del Rio, TX / Ciudad. Acuna, Coahuila

(10) Eagle Pass, TX / Piedras Negras, Coahuila

(11) Laredo, TX / Nuevo Laredo, Tamaulipas

(12) Rio Grande City, TX / Camargo, Tamaulipas
(13) Hidalgo-McAllen, TX / Reynosa, Tamaulipas
(14) Brownsville, TX / Matamoros, Tamaulipas

The twin cities are listed in geographical order from west to east. With the
exception of the San Diego-Tijuana twin city, all of the Mexican cities are
larger than their U.S. counterparts. On the whole, the majority of economic
activity centers in the twin cities of San Diego-Tijuana, El Paso-Juarez,
McAllen-Reynosa, and Brownsville-Matamoros.
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The 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 the customs districts of the twin cities.
Because of the difficulty of shipping goods from seaports on Mexico’s eastern
coast, many Mexican firms prefer to transport their products overland to the
. U.S. side of the border, then ship their products from the Port of
Brownsville. The most recent statistics for U.S. Mexico trade (presented in
table 1) indicate that approximately 55 percent of Mexican exports to the
United States in 1984 entered through border ports of entry. The largest
border port, in terms of the value of imports from Mexico, is El Paso. In
addition, the border region has become an important tourist destination for
the residents of both countries. For instance, in 1985, expenditures by
Mexican tourists accounted for 17 percent of total expenditures by foreign
tourists in the United States. Of this amount, over half were made in the
border region. 1/

On a regional level, a flow of income has evolved between the twin cities

where income is passed from the U.S. side to the Mexican side in the form of
wages and then is returned to the U.S. side in the form of cross-border

Table 1:;-Customs value of U.S. imports from Mex<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>