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EXECUTIVE SUMMARY

As the integration of Mexico and Texas increased over the years, particularly since the inception of NAFTA, Texas benefited from merchandise trade with lower priced goods, more choices, and higher incomes, while at the same time improving the competitiveness of the United States in world markets.  U.S. investments in Mexico have also shown net benefits as reflected by the significant increases in foreign direct investment in the country.   The benefits of immigration, a flow of labor, outweigh the costs but a fuller integration of Mexican immigrants requires investment in education and health.  Investing in immigrants’ education and health will further benefit the society at large and help financing government programs assisting the aging population such as Social Security and Medicare.  The foremost recommendation of this study is that the governments of the United States, Texas, and Mexico should continue their efforts to promote their economic integration in all fronts encouraging the flows of people, merchandise and services, and financial resources. 

Population, Labor Force, and Immigration.  In 2003, there were 34.9 million immigrants in the United States but 9.8 million were undocumented immigrants.  Furthermore, in 2000, 20.9 million people lived in Texas. The state’s Mexican population consisted of 5.1 million accounting for more 75 percent of the Hispanic population and about 25 percent of the total population of Texas.  That is, in 2000 one in four persons living in Texas was Mexican.  The state’s immigrants were 1.9 million but 1.4 million were not U.S. citizens.  Given current trends, Texas will become less than one-half Anglo around 2010 and is expected to become a majority Hispanic state between 2034 and 2035.  In the year 2040 the Hispanic population will represent about 52.6 percent of the total population and 58.7 of the labor force.  Also, Texas population will show substantial aging but the relatively older age of Anglos compared to that of non-Anglos will continue.  In 2000 the median age of Anglos was 38 years and for Hispanics was 25.5 years.  In 2040, the median age of Anglos would be 46, while for Hispanics it will be 34 years.  This is a good demographic characteristic for Texas as the Hispanic majority will also be the youngest age group, all in a working age.  Thus, given the right conditions Texas will be able to satisfy its labor needs while at the same time it will count on the necessary tax base to raise revenues and satisfy the requirements of the government programs for the aging population of 2040 and beyond. 

Household Income and Taxes.  Texas labor force will be less educated indicating that potentially their earnings will also be lower; as productivity, and hence earnings, are tied to educational levels.  Measured in constant dollars of 2000, the average household income in Texas is projected to decrease from $54.4 thousand dollars in 2000 to $47.9 thousand dollars in 2040.  Given the decline in average household income, average per-household state taxes will also decline from $3,992 in 2000 to $3,511 in 2040 in 2000 values.  That is, if no changes in income differentials occur, Texas will face a decline in per household taxes needed to address the service needs of the state.  This is because Texas population is growing rapidly, increasingly diverse and aging.  Investing in education could reverse this trend and bring about high rates of return to the society at large.

Purchasing Power.  Purchasing power or buying power is the total disposable income that is available for spending on goods and services and saving.  In 2000, nominal disposable income for Hispanics reached $90 billion in Texas.  That was equivalent to 17.5 percent of the state’s total in 2000.  For the U.S. as a whole Hispanics’ buying power was $503.9 billion dollars in 2000 and is expected to increase in future years faster that in the past.  Aggregate household income will also increase at constant prices and by 2040 Hispanics will have the largest share of aggregate household income.

Texas Exports, Jobs, Maquila and Retail Sales.  U.S. exports of merchandise to Mexico totaled $97.5 billion dollars in 2003.  Texas, with $41.6 billion, is by far the largest exporter of goods to Mexico followed by California, Michigan, Arizona, and Illinois.  Today, Texas exports to Mexico account for 42 percent of the state’s total.  That makes Mexico the largest trading partner of the state.  But that data exclude exports of services, which include commerce and wholesale trade, tourism, restaurants and hotels, health care, transportation, freight and insurance, railroad, ports, airports, and financial services.  Thus, the total value of Texas exports to Mexico is underestimated by several billion dollars per year.   In 2001 the total number of jobs created, directly and indirectly, by Texas exports of manufactures was estimated to be 649.5 thousand.  This represents 68.3 percent of total manufactures employment –or about two in every three jobs.  And as a percent of Texas total private-sector employment, export-supported jobs account for an estimated 7.9 percent, or one of every 13 jobs.  Those figures understate the total number of export-supported jobs because the data excluded the unknown number of jobs supported by exports of non-manufactured products –including agricultural, livestock, fishing and forestry products, mining commodities, and a host of services. 

The maquiladora link makes Mexican and U.S. manufacturing bound to each other, with maquiladoras operating as an extension of U.S. manufacturing in Mexico.  Maquiladoras respond to changes in U.S. industrial production by adding or releasing workers in response to an increase or fall in U.S. industrial production.  For instance, other things being equal, a 1 percent increase in U.S. industrial production is associated with a 1.3 percent increase in maquiladora employment.   There is an impact in the opposite direction as well.  For example a 10 percent increase in export production in the Mexican border city results in a 2.4 percent to 4.9 percent increase in manufacturing employment in the U.S. border city.  Therefore, the maquiladora-U.S. manufacturing link brings beneficial effects to both countries.

In 2003 more than 38 million individuals crossed the bridges along the Texas-Mexico border. Although difficult to estimate, the retail sector at the border has shown important gains in sales since Mexican nationals purchase a significant amount of retail goods and services.  Exported retail sales totaled $2.2 billion in 1998 and reached $3.4 billion in 1994 before the peso devaluation at the end of that year.   A recent estimate places exportable retail sales at an amount of $3.3 billion in 2001.  This is equivalent to 19.1 percent of total retail sales of the four metropolitan areas measured and 1.2 percent of the state’s total.
Trade, Investment, and Transportation Effects of NAFTA.  In January 1, 1994, Canada, Mexico, and the United States launched the world’s largest free trade area under the North American Free Trade Agreement (NAFTA).  It was a comprehensive agreement including not just merchandise trade but investment, labor, and environmental policies.  The result has been a dramatic increase in trade and financial flows making NAFTA one of the most economically integrated regions in the world.  Among the benefits of NAFTA we find (i) a significant increase in merchandize trade, with Mexico’s exports shifting toward manufactures and intra-firm trade; (ii) significantly larger investment flows; (iii) a decline in Mexico’s output variability; (iv) an increase in business cycle interdependence.  

Mexico’s trade with NAFTA partners has increased significantly since NAFTA coming into effect.  For instance, as a share of GDP, Mexico’s trade (the sum of imports and exports) with NAFTA partners rose from 23 percent in 1993 to almost 50 percent in 2000.   That is, trade increased from $92 billion in 1993 to $283 billion in 2000, or a little more than 207 percent.  Mexican imports from NAFTA countries have also increased significantly.  From 1993 to 2000 Mexican imports from Canada and the United States increased 175 percent.  Most of which came from the United States or about 90 percent.  

The second important effect of NAFTA refers to foreign direct investment (FDI) flows between Mexico and Canada and the United States.  NAFTA contained various provisions that improved the relative standing of investors in Mexico while expanded the sectors in which they could operate.  These changes helped increasing FDI from about $8 billion over 1991-1993 to roughly $51 billion in the 2000-2003 period.

Most of NAFTA trade has taken place through land ports.  In 2003, trade through land ports along the U.S.-Mexico border represented about 83 percent of the total trade between the two countries.  Furthermore, about 80 percent of all United States-Mexico truck traffic passes through Texas land ports.  This means that with $152 billion in land trade with Mexico, Texas is the largest trader followed by California with $30 billion, Arizona with $12 billion and New Mexico with $1.1 billion.   This larger integration with Mexico has also resulted in significantly larger truck traffic at Texas land ports of entry.  Truck crossings have increased by a little more than 200 percent in the 1994-2003 period, from 1.8 million in 1994 to 5.3 million crossings in 2003.  The Laredo international bridges are the busiest with about 2.9 million crossings.  In addition, non-commercial vehicle crossings and pedestrian crossing also increased but only by about 17 percent since the implementation of NAFTA.  Border crossings are subject to much inefficiency that increases the cost of transportation and slows down the flow of NAFTA trade.  Some estimates suggests that the elimination of such inefficiencies would cause U.S. exports to Mexico to increase by roughly $6 billion per year. As it is, Mexico pays about $4.5 billion in insurance and freight for its imports, much of which is paid to Texas and the United States.

Therefore, NAFTA has brought many benefits.  For instance, on September 19, 2001 the U.S. Trade Representative announced that NAFTA and the Uruguay Round were responsible for annual gains of between $1,260 and $2,040 for the average family of four.  Furthermore, NAFTA has also increased wages and employment in the U.S. as reported by the U.S. Trade Representative’s remarks “In the seven years since NAFTA’s implementation, U.S exports to Mexico and Canada now support 2.9 million American jobs—900,000 more than in 1993.  Such jobs pay wages that are 13 to 18 percent higher that the average American wage.” 

Remittances, Financial Services, and Deposits by Mexican Residents.  Latin America received more $30 billion in remittances in 2003. In Mexico, remittances have reached about 2 percent of GDP, the equivalent to $16.6 billion dollars in 2004.  That amount is larger than foreign direct investment (FDI) and tourism revenues.  In Texas, various commercial banks such as Wells Fargo, Bank of America, and City Bank accept la “Matrícula Consular” as a form of identification so that Mexicans can use it to open bank accounts.  Moreover, banks and other financial institutions such as Western Union have in place a system to sent, for a fee, remittances to Mexico.  Overall, Mexican investors enjoy U.S. banks for their savings.  In 2002,  deposits of Mexican residents in U.S. institutions reached $15.5 billion.
Exports of Tourism Services  Regarding tourism, Mexico is the third largest market of visitors to the U.S. who traveled by air after the U.K. and Japan.  In 2003, Mexican tourists, who arrived by air reached 3.2 million and spend an average of $1,144 dollars within 9 days.  Mexicans also visited the United States by land.  Mexican tourist visiting the border cities on a one-day visit spent about $3.4 billion dollars in 2003.

Immigrants’ Contribution to Growth and Fiscal and Monetary Policy.  In 2003, the population born in foreign countries reached 33.5 million, which represented 12 percent of the total population.  Moreover, a 2004 study estimated the foreign born-population was 34.9 million or 1.4 million more than the official estimation.  Of the 34.9 million about 72 percent were in the country legally, which means that about 9.8 million are undocumented immigrants.  The new immigrants are much younger than the native population, which brings about net benefits to the U.S.  Foreign-born earnings are between 64 percent and 94 percent of native’s wages. This gap narrows over time as immigrants assimilate into the U.S.  Despite lower earnings about 78 percent of immigrants participate in the labor force compared to 47 percent of their native counterparts.  This percentage is even higher among the undocumented immigrants with 96 percent rate of participation

The U.S. economic growth of the 1990s and of recent years would have been impossible without immigration.   This is because as the U.S. rate of employment or job growth reached unprecedented low levels, the economy needed more workers to continue its expansion.  This increased demand could only be satisfied with immigrant workers.  As costs of production are kept low or even lowered because of lower immigrant wages consumers pay lower priced goods.  A calculation of the increase in U.S GDP as a result of immigration puts it at about $14 billion per year in 1997.   Moreover, as immigration fluctuates with the business cycle, it facilitates the management of monetary policy.  This is because immigration provides workers when they are needed keeping wages and prices at bay.  Furthermore, as both productivity and labor force grow, unit labor costs are kept low, thus the economy grows without inflation.  This reduces the need for the Fed to intervene with a tight monetary policy.  

Benefits and Costs of Immigration.  Overall, “A comprehensive accounting of the benefits and costs of immigration shows that the benefits of immigration exceed the costs.”  (Economic Report of the President, February 2005, p. 93). 
  Labor market impact of immigration.  Economic theory states that as the supply of labor increases, ceteris paribus, wages will fall.  The Economic Report of the President of 2005, reports that “a typical finding is that, on average, immigration has little effect on native wages.”  Some of the estimates suggest that a 10 percent increase in the share of foreign-born workers lowers native wages by less than one percent.  Studies on previous immigrants found a little larger effect on the order of 2 to 4 percent.

Fiscal impact of immigration.  The fiscal impact of immigration is the difference between how much they pay in to the government and how much of public services they consume.  Immigrants pay sales taxes and property taxes, which are implicit in apartment rents.  Also some immigrants pay income and payroll taxes.  On the other hand, immigrants consume public goods and services such as roads, police, fire protection and public schools.  In addition, some may receive assistance from programs such as food stamps, Temporary Assistance to the Needy Families (TANF), and Medicaid.  Taking all factors affecting the costs and benefits of immigration, the National Academy of Science found that immigrants add about $14 billion a year to the U.S. economy.  Other studies looking at the expected lifetime fiscal impact found that the net present value of immigrant’s estimated future tax payments exceeded the cost of services they use by about $80, 000 to $88,000.  As far as undocumented workers in concern, it is estimated that more than half are working “on the books,” so they pay taxes but they are ineligible for Federal assistance programs.
Immigrants and public assistance.  Despite the restrictions on their eligibility, immigrants are more likely than natives to use public assistance programs.  In 2003, 16 percent of natives used welfare programs compared with 25.5 percent of immigrants.  This is the result of higher poverty rates and low rates of heath insurance coverage.  This, however, is one of the costs of immigration that could be addressed by investing on the immigrants’ education.  Overall, in net terms, the U.S. economy benefits from immigration.

Immigrants and Social Security.  While the low educational level of immigrants tends to put a strain on government budgets other characteristics of the foreign-born have the opposite effect.  Such characteristics include the relative young age of immigrants when they arrive.  In 2000, the foreign-born population was concentrated in prime working ages between 25 to 55 years, i.e. 59 percent compared to 42 percent of natives.  Immigrants also have higher fertility rates.  These two factors expand the labor force and slow the ongoing decline in the ratio of workers per retirees.  Therefore, over the long term, immigration contributes to the financing of pay-as-you-go entitlement programs such as Social Security and Medicare, without claiming benefits.  Another interesting characteristic of immigration results from the contributions to the Social Security system by workers that return to their countries and never file for benefits.  This is the case of millions of Mexicans that once retuned home they never claim their benefits.  In 2004, only 37,000 non-U.S. citizens residing in Mexico received Social Security benefits.  Moreover, undocumented workers can not be identified by the Social Security Administration (SSA), but as long as their employers report their earnings, they also pay Social Security taxes.  This is important because the SSA keeps track of all earnings of workers with mismatched or invalid social security numbers in the Earnings Suspense File, which was valued at $463 billion in 2002. 
Immigrants’ Assimilation.   Immigrants assimilate at different rates depending on their level of education.  Mexican immigrants with a bachelor and advanced degrees assimilate much faster than immigrants with high school diplomas.  Unfortunately the later comprises the great majority of the foreign-born.  This suggests that in order to improve assimilation further investment in education and health is required.  Furthermore, despite some disadvantages including the lack of fluency in English and familiarity with U.S. laws and institutions, immigrants assimilate and surpass their native counterparts after about 16 to 20 years in the United States.  This, however, means that a high school dropout immigrant reaches the average earnings of a dropout native.  It does not mean that low-skilled immigrants reach the average American income.  To overcome this, full assimilation in education is necessary.  Assimilation in education appears to be improving as the rate of high school dropouts declines across generations from 27 percent in the first generation to 8.6 percent in the third generation.  However, Hispanics rates improve from 44 percent in the first generation to 16 percent in the third generation.  This suggests a possible policy action by policymakers since by the time immigrants reach the third generation there should be no difference in education attainment.
 

1. Introduction


In this study the economic integration between Mexico and Texas is assessed by analyzing the flows of labor, merchandise, and financial resources.  Overall, we find that the integration of both economies has increased over the years, particularly since the inception of NAFTA, making North-America one of the most integrated region.  In addition, we find that the benefits of immigration, the flow of labor, outweigh the costs.  Moreover, because their relative young age immigrants could contribute significantly to financing Social Security and Medicare.  Thus, their full economic integration will bring additional benefits to the society at large and will help financing such programs in a time when retirees are becoming an increasingly larger share of the U.S. population.  Full integration of Mexican immigrants needs support to further improving their human capital and health but the return on this investment far outweighs its costs.  Merchandise trade has also brought net benefits such as lower priced goods, more choices, and higher incomes, while at the same time improving the competitiveness of the United States in world markets.  U.S. investments in Mexico have also shown net benefits as reflected by the significant increases in foreign direct investment in the country.  Finally, in the study we estimate an econometric model for the trade between Texas and Mexico.  The model suggests that an increase in Mexico’s GDP will bring about an increase in Texas’ exports to Mexico between 0.5 and 1 percent.  In the longer-run, however, these increments are larger by about 1 percentage point.

The characteristics of the population of Texas, such as growth rates, types of population, immigration, labor force, and education and health, are discussed in the second part of the study.  The purchasing power or disposable income of Hispanics and that of the state are also described.  We find that the population of Texas will age rapidly and become more diverse, and if corrective measures are not taken households incomes and tax payments could decline in future years.  Next, we turn to Texas trade and jobs supported by the state’s exports.  Mexico has become the largest export market to Texas with more that $40 billion dollars a year.  Further, we found that the two economies have become more integrated and that the border economies depend on each other.  NAFTA has resulted in an unprecedented increase in trade between Mexico and the United States that has reached almost $283 billion or 50 percent of Mexico’s real Gross Domestic Product.  Integration has also been present in the flows of people.  One instance of such integration, which results from the economic forces of demand and supply, are the $30 billion dollars in remittances that immigrants have sent to Latin America.  Moreover, the contribution of immigration, in net terms, favors the United States and amounts to about $14 billion a year.  The gains could be even larger if the necessary investments in education and health are undertaken.

The fact that integration has resulted in net benefits to Texas, the U.S., and Mexico underscore the need to continue supporting such a process.   The foremost recommendation of this study is that the governments of the United States, Texas, and Mexico should continue their efforts to promote their economic integration in all fronts encouraging the flows of people, merchandise and services, and financial resources.  In order for Texas to remain competitive, nationally and internationally, it must make an added effort to invest in education and training programs in addition to providing the necessary health services.  Immigration has provided enormous gains to Texas and potentially they could be even greater.  Regarding the promotion and support of NAFTA, the U.S., Texas, and Mexico are encouraged to alleviate the still standing barriers to trade such as the inefficiencies of the ports of entry, particularly those at the international bridges of Laredo, Texas.  Finally, the U.S. should comply with the NAFTA provision that allows Mexican trucks into the United States.  The U.S. Supreme Court has already ruled unconstitutional the no compliance of such a provision.  Making the flow of merchandise more efficient will increase trade by about $6 billion dollars a year.  This will also require additional amounts of investment in transportation infrastructure.     

2.
Characteristics of the Mexico-Texas Relationship


Economic integration takes place through several channels or modes including the flows of people, goods and services, and capital.  Flows of people consist of long-term residents, short-term workers, tourists, and others.  Flows of goods and services are commonly known as exports and imports of goods and services.  And capital flows include financial investments in businesses, stock markets, government securities, currency deposits in foreign banks, and money sent by foreign workers to their home countries, sometime called remittances.   All of these channels will be studied in subsequent chapters but in this section we deal with the first of them, i.e. flows of people.


A.
Mexicans in Texas

1.
Population

In 2003, the population of the state of Texas reached 22.1 million, which represented about 7.6 percent of the 290.8 million of the U.S. total.  The U.S. Bureau of the Census indicates that the Lone Star State has been growing at twice the rate of the entire country.
  Moreover, between 1990 and 2000 about 91 percent of Texas growth has occurred primarily en metropolitan areas, where 82.5 percent of the state population lives.  The metropolitan areas include Austin, Dallas, Huston, and San Antonio.   Texas, together with Arizona, California, Florida, Georgia, and Nevada are the fastest growing states in absolute terms.
  Of this growth the Hispanic population accounts for a significant share of the dynamics and within that group the Mexican population represents the majority.
In 2000, 20.9 million people lived in Texas. The state’s Mexican population consisted of 5.1 million accounting for more 75 percent of the Hispanic population and about 25 percent of the total population of Texas, see Table 2.A.1.1.  In other words, in 2000 one in four persons living in Texas was Mexican.  For the U.S., the total Mexican population of 20.6 million was about 7 percent of the U.S. total in 2000 but reached almost 9 percent in 2002.
          Table 2.A.1.1 U.S. and Texas Population by Type: 2000 in Thousands. 
	
	
	United

 States
	
	Texas

	
	
	
	
	

	 Total
	
	281,422
	
	20,852

	 Foreign Born
	31,108
	
	2,900

	         Born in Mexico
	9,177
	
	1,879

	Hispanic   
	
	35,306
	
	             6,670 

	         Mexican
	            20,641 
	
	             5,072 


                    Source: U.S. Census Bureau, Census 2000.
2.
Immigration
To the U.S immigration plays an important role in the country’s demographics.  In 2000 total foreign-born population reached 31.1million, which represented about 11 percent of the U.S total.  In the same year Mexican immigrants totaled 9.2 million.  Thus, about 30 percent of total immigrants to the U.S. came from Mexico in 2000, see Table 2.A.1.1.  Moreover, in 1996 there were between 7.0 and 7.3 million people born in Mexico living in the U.S.  Of these 500 thousand were naturalized U.S. citizens, between 4.2 and 4.4 million were legal residents and between 2.3 and 2.4 million were undocumented residents.
  Furthermore, in 2001 there were about 7.9 million Mexican migrants but 3.4 million were undocumented Mexican migrants.  This is equivalent to about 43.5 percent of the total Mexican migrants to the U.S in 2001.
  Finally, some estimates suggest that between 320 thousand and 400 thousand Mexicans per year will migrate to the U.S. in the future.
 The nature of these estimates, i.e. there is not an actual accurate count of unauthorized migrants, makes it necessary to use these numbers with caution. 
Regarding the state of Texas’ Mexican population of 5.1 million in 2000, about 63 percent were native Mexicans and 37 percent were born in Mexico.  Moreover, out of 1.9 million Mexican immigrants to Texas only 26 percent were U.S. citizens, see Table 2.A.2.1.  

          Table 2.A.2.1 Texas Population by Type: 2000 in Thousands
	
	
	
	
	

	
	Total 

Hispanic
	
	
	20,852

6,670
	

	
	     Mexican
	
	5,072
	

	
	          Native
	
	3,193
	

	
	          Born in Mexico
	
	1,879
	

	
	               Naturalized Citizen
	                 490 
	

	
	               Not a U.S. Citizen
	              1,389 
	

	
	Non-Hispanic
	
	14,182
	

	
	       White alone
	
	10,933
	


              Source: U.S. Census Bureau, Census 2000.
Census population data provide information for one specific year, i.e. at one point in time but for policy making purposes we need to analyze its future patterns.  That is, we need population projections.  According to the Texas State Data Center and the State Demographer at the University of Texas at San Antonio, the population of Texas is projected to reach 25.4 million by 2010 and is likely to have 51.7 million people by 2040
 
.  This would represent an increase of about 31 million people from a population of 20.9 million in 2000.  By 2040, under the one-half scenario, the state’s population will increase by 72 percent; a growth that will substantially exceed that of the nation which the Census Bureau projects to be 39 percent in the same period.
  Of all groups the Hispanic population will contribute significantly to the U.S. and Texas growth rates.

For the U.S. as a whole the Hispanic population will grow 146 percent between 2000 and 2040, while at the same time its share of the total population will increase from 12.6 percent to 22.3 percent in the same period.  Therefore, the Hispanic growth will account for 47 percent of the 39 percent in the U.S. Total.
   Moreover, Hispanics in Texas also show a significant contribution to the state’s population.  From 2000 to 2040 the state’s population will increase by 72 percent but the Hispanic population will account for 81 percent of that growth.  Texas will become less than one-half Anglo
 before 2010 and is expected to become a majority Hispanic state between 2034 and 2035.
  In the year 2040 the Hispanic population will represent about 52.6 percent of the total population, see Figure 2.A.2.1.
Figure 2.A.2.1. Texas Population Distribution by Race/ Ethnicity in Percent: 2000 and 2040

[image: image1]
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Source: Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio.  Data refer to the one-half scenario.
One important characteristic of these changes is that Texas population will show substantial aging.  Not only the state’s population becomes more diverse but older as the median age of the population, which was 32.3 years in 2000, becomes between 38.1 and 38.6 years of age by 2040. 
As Texas population ages, all racial/ethnic groups age differently but the relatively older age of Anglos compared to that of non-Anglos will continue.  In 2000 the median age of Anglos was 38 years and for Hispanics was 25.5 years.  In 2040, the median age of Anglos would be between 46.6 and 46.2, while for Hispanics will be between 34 and 34.5 years.  This is a good demographic characteristic for Texas as the Hispanic majority will also be the youngest age group, all in a working age.  This suggests that given the right conditions Texas will be able to satisfy its labor needs while at the same time it will count on the necessary tax base to raise revenues and satisfy the requirements of the programs for the aging population of 2040 and beyond. 
In summary, current demographics together with the State’s Demographer projections underscore rapid changes in the composition of the population, in which Hispanics take a majority  participation in terms of its share in the state population, as well as, becoming the relatively youngest of all ethnic groups within an aging Texas population. 

3.
Labor Force

As in the case of the state’s population, Texas labor force has increased at a faster rate than that of the U.S.  Texas labor force increase from 8.219 million in 1990 to 9.830 million in 2000 but its rate of growth has slowed over the past decade as a result of the aging of the population.  This is because all population of Texas is aging in relative terms but the Anglo population is aging faster.  Currently Anglos comprise the largest group in Texas labor force, see Table 2.A.3.1.
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	Subject
	
	
	
	Texas 

	Population 16 years and over
	
	
	      15,617,373 

	In Labor Force
	
	
	
	        9,937,150 

	        Civilian labor force
	
	
	        9,830,559 

	             Employed
	
	
	
	        9,234,372 

	             Unemployed
	
	
	          596,187 

	                 Percent of civilian labor force
	
	                 6.1 

	       Armed Force
	
	
	
	          106,591 

	Not in Labor Force
	
	
	
	        5,680,223 

	Addendum:
	
	
	
	

	        Civilian labor force
	
	
	              100.0 

	
	Anglo
	
	
	
	                58.4 

	
	Black
	
	
	
	                10.7 

	
	Hispanic
	
	
	
	                27.5 

	
	Other
	
	
	
	                 3.4 


The population projections also indicate that the labor force will age as the population ages.  In 2000, 32.7 percent of the labor force was 45 years of age but by 2040 the same percentage will be between 41.2 percent and 40.6 percent, depending on the scenario used.  Moreover, the share of the workforce younger than 35 years of age will decrease from 40.7 percent in 2000 to about 35.5 percent in 2040.
The composition of the labor force will change as well.  As Figure 2.A.3.1 illustrates the Hispanic labor force will become the majority, as its share of the state’s total increases from 27.5 percent in 2000 to 58.7 percent in 2040.

Figure 2.A.3.1 Labor Force by Race/Ethnicity in Texas, 2000 and 2040
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Source: Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio.  Data refer to the one-half scenario.

The Texas labor force will be less well educated.  This is based on the assumption that there will be no significant change in the educational characteristics of the segments that are projected to grow the fastest, i.e. Hispanics.  In 2000, 5.3 percent of the labor force had a graduate degree and 18.2 percent had a bachelor’s degree but by 2040 those percentages decrease to 4.4 percent and 12.9, respectively.  Likewise, while only 18.8 percent of Texas labor force had less than a high school diploma in 2000 by 2040 that group increases its share to 30.1 percent of the state’s labor force, see Figure 2.A.3.2. 
                 Figure 2.A.3.2 Labor Force by Educational Attainment in Texas, 2000 and 2040
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Source: Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio.  Data refer to the one-half scenario.
Having a less educated labor force indicates that potentially their earnings will also be lower; as productivity, and hence earnings, are tied to educational levels.  Once again, if there are no changes in the levels of education from what the current levels are the projected average income will decline in real terms.  Measured in constant dollars of 2000, Figure 2.A.3.3. illustrates that the average household income in Texas is projected to decrease from $54.4  
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thousand dollars in 2000 to $47.9 thousand dollars in 2040.  Investing in education to create higher levels of human capital will result in higher income levels as well.  Figure 2.A.3.3 shows two additional scenarios, one in which income gaps among groups closed at the same rate of that of the period 1990-2000; and second with the assumption that all groups attain the same Anglo income.  In either case the result is a higher average household income compared to that of having no change in the policies of the past.  Note that as average income declines tax revenues are also likely to decline, see section A.5 below.  Therefore, investing in education could bring about high rates of return not only to the society at large but to the individuals subject of such enhancement in human capital.

4.
Purchasing power

Simply stated purchasing power or buying power is the total disposable income that is available for spending on goods and services and saving.
  Thus, as the economy continues to experience growth so will the purchasing power of U.S. consumers.  The U.S. Bureau of Economic Analysis (BEA) does not publish disposable income data by racial or ethnical groups but the Selig Center for Economic Growth of the University of Georgia does.  The Selig Center takes data from the BEA and estimates the break-down by groups.  It also produces projections.  Thus the Selig Center’s totals for the U.S. and states are identical to those published by the BEA.  Table 2.A.4.1 shows, in nominal terms, that disposable income for Hispanics reached $90 billion dollars in Texas, which was equivalent to 17.5 percent of the state’s total in 2000.  For the U.S. as a whole Hispanics’ buying power was $503.9 billion dollars in 2000 and is expected to increase in future years faster that in the past.

Table 2.A.4.1 Disposable Personal Income in Billions of Current Dollars

	Area 
	 
	2000
	2009
	

	
	
	
	

	United States
	   7,113.6 1
	   11,068.8 
	

	        Hispanic
	      503.9 
	       992.3 
	

	        Non-Hispanic
	   6,609.7 
	   10,076.5 
	

	
	
	
	
	

	Texas
	
	      512.9 
	       854.9 
	

	        Hispanic
	       90.0 
	       175.5 
	

	        Non-Hispanic
	      422.8 
	       679.5 
	

	 
	 
	 
	 
	


Source: Jeffrey M. Humphreys (2004), Selig Center for Economic Growth, University of Georgia, May 2004; elaborated with data from the U.S. Bureau of Economic Analysis.

1 Disposable personal income is personal income minus personal taxes as defined by the National Income and Product Accounts published by the U.S. Bureau of Economic Analysis.  In September 28, 2004 the U.S. Bureau of Economic Analysis released a revised data for 2000.  Disposable income for the United States is $7,187.6 billion and for Texas is $522.9 billion dollars.
Alternatively, using data from the 2000 Census, Texas aggregate household income reached $402.5 billion dollars in 2000, see Table 2.A.4.2.  Strictly speaking, we must avoid making comparison between these two sources because the data from the 2000 Census and BEA are compiled using different methodologies.  Moreover, it is likely that the census data are underestimated as people tend to under report their income.
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	      Area
	 
	2000
	2040 1
	2040 2

	
	
	
	
	

	Texas
	
	402.5
	672.4
	927.8

	    Anglo
	
	286.6
	328.4
	354.1

	    Black
	
	33.2
	56.7
	68.7

	    Hispanic
	69.5
	240.9
	397.5

	    Other
	
	13.2
	46.3
	107.5
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Aggregate household income will increase at constant prices.  Note that while aggregate household income increases, average household income decreases (Table 2.A.3.3).  This is because the rate of growth in the number of households is larger than that of the aggregate income.
  Also noticeable is that by 2040 Hispanics will have the largest share of aggregate household income, see Figure 2.A.4.1.

5.
Taxes paid
Without significant changes in current conditions in income differentials and related socioeconomic resources among population subgroups the State of Texas will be poorer in the future, see Figure 2.A.3.3.
  This is because Texas population is growing rapidly, increasingly diverse and aging.  Furthermore, Texas median household and per capita income levels are still lagging those of the nation.  In 1999, median household in Texas was $39,927 compared to $41,994 in the nation and per capita income in Texas was $19,617 compared to $21,581 in the nation.  Those levels represent 95.1 percent and 90.9 percent of the U.S. median household income and per capita income, respectively.  Moreover, in 1999 poverty levels remained higher at 15.4 percent for Texas compared to 12.4 percent for the U.S.  
Regarding revenues for the State, in 2000 tax revenues in Texas reached nearly $25.3 billion in current prices.
  Moreover, given the decline in average household income (Figure 2.A.3.3), average per-household state taxes will also decline from $3,992 in 2000 to $3,511 in 2040 in 2000 values.  That is if no changes in income differentials occur in that period.
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In other words, “In the absence of changes in socioeconomic differentials, population changes in Texas will lead to decreased levels of per household taxes to address the service needs of the state”
.

In aggregate 2000 prices, as aggregate income increases from $402.5 billion in 2000 to $672.4 billion in 2040, (see Table 2.A.4.2), aggregate tax revenues will also increase to $68.0 from 29.5 billion in the same period, see Figure 2.A.5.1.  This projection assumes that the rates of 2000 aggregate household income prevail throughout the projection period and that aggregate income is distributed among racial/ethnic groups as it was in 2000.   If, however, income gaps among different group closed or all income groups attained Anglos’ levels total tax revenues would increase significantly, see Figure 2.A.5.1.  On a by groups basis, the share of taxes changes dramatically from 2000 to 2040.  As shown in Figure 2.A.5.2 Hispanics’ share increase from17 percent to 38 percent.
[image: image25.emf]2000

2.9%

39.5%

14.4%

43.2%

2040

5.5%

66.3%

8.3%

19.9%

Public Elementary

and Secondary

5.7%

25.6%

10.7%

58.0%

Other

Hispanic

Black

Anglo

12.3%

50.9%

8.1%

28.7%

Public 

Colleges 

and 

Universities



[image: image7]
6. Education and health
In 2000, education enrollment reached 4.8 million persons in Texas public elementary, secondary, and colleges.  Total public college enrolment stood at more than 835,000.  In the same year the costs for public education were more than $23 billion for elementary and secondary education and general revenue costs for educational programs at colleges and universities were more than $2.6 billion.
Projections show that Texas may increase its student population to 8.6 million, an increase of 3.8 million from 2000 to 2040.  These projections show that the school population will be increasingly Non-Anglo.  As a result, the share of Hispanic enrollment in public elementary and secondary schools will increase from 39.5 percent in 2000 to 66.3 percent in 2040.  Likewise, Hispanic enrollment, as a percentage of total enrollment in public colleges and universities, will increase from 25.6 percent in 2000 to 50.9 percent in 2040, see Figure 2.A.6.1.  In addition, the costs of all forms of education will increase.  The education costs of elementary and secondary, as well as, that of public college and university will increase by $17.6 billion and $2.3 billion, respectively.

Mainly because of the aging and growth of the population, health care needs will grow substantially including diseases/disorders and disabilities, days in hospital care, number of nursing home residents, and other.  Therefore, a significant increase in the number of health care professionals will be necessary to satisfy this higher demand for health services.  Texas would have to add about 276.8 thousand health professionals, from 194.2 thousand in 2000 to 471.0 thousand in 2040.  Similarly, the substantial increase in the cost of health care in Texas will reflect the effects of the aging of the population.  For instance, by 2040 the costs for physician visits would reach more than $20.9 billion per year, and nursing home costs would be more than $10.4 billion per year or more than $867 million per month.  Overall, health care services and products are expected to increase substantially, particularly those tied to older populations, such as disabilities and nursing home and other forms of long-term care.
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B.
Trade and Related Issues

1.
The Mexico-Texas trade

U.S. exports of merchandise to Mexico totaled $97.5 billion dollars in 2003.  Texas, with $41.6 billion, is by far the largest exporter of goods to Mexico followed by California, Michigan, Arizona, and Illinois, see Table 2.B.1.1

Table 2.B.1.1 U.S. Exports to Mexico by selected states, billions of dollars
	State
	2000
	2001
	2002
	2003

	
	
	
	
	

	    United States
	111.7
	101.5
	97.5
	97.5

	    Texas
	47.8
	41.6
	41.6
	41.6

	    California
	17.5
	16.3
	16.1
	14.9

	    Michigan
	3.9
	4.8
	4.2
	4.0

	    Arizona
	4.7
	3.6
	3.0
	3.2

	    Illinois
	2.4
	2.3
	2.1
	2.2

	
	
	
	
	


Source: Office of Trade and Economic Analysis (OTEA), Trade Development,   International Trade Administration, U.S. Department of Commerce; and

World Institute for Strategic Economic Research (WISERTrade), http://www.wisertrade.org/home/data/export/mass/strank.html
Historically, Mexico has been an important buyer of Texas goods.  Today, Texas exports to Mexico are significant as they account for about 42 percent of the state total, see Figure 2.B.1.1. 
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Looking at exports by industry, the most important exports in 2003 were those of computers and electronic products, $11.5 billion; transportation equipment, $5.3 billion; chemical manufactures, $3.7 billion; electronic equipment $3.5 billion; machinery manufactures, $2.5 billion; and plastic and rubber products, $2.1 billion.  Altogether, these products represented almost 70 percent of total exports to Mexico in 2003.
Texas exports to Mexico include a wide variety of goods, including agriculture, livestock, fishing, oil and gas extraction, and industrial products.  Oil and gas extraction accounts for about 1.3 percent of total exports.  However, the data reported above exclude exports of services.
  Services sold to foreign buyers are a significant component of the total and include commerce and wholesale trade, tourism and restaurants and hotels, health care, transportation, freight, railroad, ports, airports, and financial services.  Thus, the total value of Texas exports and the U.S. to Mexico is underestimated by several billion dollars per year.
  In spite of the limitations of the data available Mexico had become the largest trading partner of Texas.

2.
Jobs related to Texas’s exports to Mexico
To the U.S. exports to the rest of the world is an important source of employment.  In 2000 and 2001 employment related to manufactured exports amounted to 8.1 and 7.4 million jobs.  For 2001 alone, these jobs represented 6.5 percent of total U.S. private-sector employment, or about one out every 15 jobs.  Moreover, within the manufacturing sector alone export related employment is even more important.  In 2001, an estimated 3.3 million jobs in U.S. manufacturing were supported by exports of manufactures.  This represented 20.5 percent of total manufacturing employment –or about one in every five workers. 
Table 2.B.2.1 Employment Related to Manufactured Exports by Selected States
	State
	Employment related to manufactured  Exports(thousands)

1997         2000         2001
	Manufactured export employment as a percent of Private sector employment

     1997                 2000                 2001

	

	United States
	7,675.9
	8,085.2
	7,408.7
	7.2
	7.1
	6.5

	Texas
	611.6
	727.7
	649.5
	8.1
	8.9
	7.9

	California
	1,148.0
	1,126.8
	1,083.9
	9.8
	8.9
	8.6

	Michigan
	372.9
	407.3
	377.4
	9.5
	10.0
	9.5

	Arizona
	111.3
	155.8
	118.8
	6.4
	8.1
	6.1

	Illinois
	360.4
	359.2
	329.5
	7.1
	6.8
	6.3


Source:  Exports from Manufacturing Establishments: 1997, 2000, and 2001. U.S. Census Bureau and U.S. Department of Commerce, Economic and Statistics Administration.
Similarly, Texas exports of manufactured goods supported an estimated 728 thousand and 650 thousand jobs in 2000 and 2001, respectively.  That is equivalent to 8.9 percent and 7.9 percent of total private sector employment, see Table 2.B.2.1

The employment data of Table 2.B.2.1 include jobs directly and indirectly supported by manufactured exports in the manufacturing sector.
  Taking direct job creation for Texas only, manufactured exports sustained 215.7 thousand jobs in 2001.  That represented about 22.7 percent of total manufacturing employment –or about one out of five jobs.  That also meant that indirect job creation is an even larger share of the total.  About 433.8 thousand jobs, equivalent to 45.6 percent of total manufacturing employment, were created indirectly by Texas’ manufacture exports.  Therefore, in 2001 the total number of jobs created, directly and indirectly, by Texas exports of manufactures is estimated to be 649.5 thousand (215.7+433.8).  This represents 68.3 percent of total manufactures employment –or about two in every three jobs.  As a share of Texas total private-sector employment, export-supported jobs (649.5 thousand) account for an estimated 7.9 percent, or one of every 13 jobs, see Table 2.B.2.1.
The figures cited in Table 2.B.2.1, however, also understate the total number of export-supported jobs because the data excluded the unknown number of jobs supported by exports of non-manufactured products –including agricultural, livestock, fishing and forestry products, mining commodities, and a host of services.
  In addition, those manufacturing jobs created by the agricultural, mining, and services sectors are not included either.  Therefore, the actual number of job generated by total exports is likely to be much larger.
Considering employment generated by Texas manufactured exports and that Mexico purchased about 40 percent of its exports in 2001, we can estimate that approximately 260 thousand jobs were tied to that country’s economic activity.  That is, two out of every five jobs in the exporting manufacturing sector of Texas depend on Mexico’s imports from the state.  This, however, understates the actual number of export–related jobs depending on that country because jobs related to Mexico’s imports of agricultural and other industrial goods including mining and electricity, and of services –such as tourism, wholesale trade, transportation and communication, financial services, insurance and health care services, are not accounted for.
  Thus, 260 thousand jobs created by Mexico’s imports from Texas represented a lower bound with the actual figures being much larger.  Texas exports to Mexico, averaging 44 percent of the state’s total in the period 2000-2003, are important and so their impact in the generation of the state’s jobs.

3.
The Texas’ economy and the maquiladora industry 

The maquiladora program, initially called the Border Industrialization Program, was developed in 1965 after the U.S. terminated the Bracero Program in 1964.
  The end of this program left thousands of unemployed braceros in Mexican border cities.  Thus, the maquiladora program was designed as an employment alternative in the manufacturing sector for those unemployed agricultural workers.
  A typical maquiladora plant temporarily imports inputs, supplies, parts, machinery and equipment from the U.S. process them and ships them back to the U.S.  Mexico allows for duty-free imports as long as the output is exported back to the U.S.  While the U.S. taxes only the value added by manufactures in Mexico.  Therefore, maquiladoras received a special treatment under both countries’ laws.
The first industrial park was built in Ciudad Juárez, across from El Paso, Texas.  Today more than 50 percent of the maquiladoras are along the U.S.-Mexico Border.  Their importance for Mexico is significant.  Maquiladora exports about 40 percent of Mexico’s total and employs more than 1 million people, equivalent to 10 percent of the country’s employment, see Table 2.B.3.1.   In addition, the industry together with remittances and oil exports are Mexico’s top generators of foreign exchange.
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Furthermore, as production sharing became a key strategy to stay competitive, U.S. firms increasingly participated in the maquiladora program.
  Throughout the 1990s, and especially after 1994 with NAFTA coming into effect, the U.S. and Mexico also increased their economic relationship.
  This is particularly evident in trade data for the two countries.  In 2003, Mexico sold 91 percent of its exports to the U.S. and bought 92 percent of its imports also from the U.S.  Interestingly enough, the two largest products -electrical machinery and road vehicles, are both exported and imported by both countries.  These top Mexican imports are the same goods that once assembled in Mexico return back to the U.S as Mexican exports.
  Thus, the maquiladora link makes Mexican and U.S. manufacturing bound to each other, with maquiladoras operating as an extension of U.S. manufacturing in Mexico.  Notice how closely employment in maquiladoras follows U.S. Industrial Production in Figure 2.B.3.1
               Figure 2.B.3.1 Maquiladora Employment and U.S. Industrial Production

[image: image9]
   Sources:   Instituto Nacional de Estadística, Geografía e Informática and Data 
                   Bank “FRED”, Federal Reserve Bank of St. Louis
Furthermore, maquiladoras respond to changes in U.S. industrial production by adding or releasing workers in response to an increase or fall in U.S. industrial production.  For instance, other things being equal, a 1 percent increase in U.S. industrial production is associated with a 1.3 percent increase in maquiladora employment.
   There is an impact in the opposite direction as well.  That is, changes in the maquiladora industry also affect the economic activity and employment of the U.S. side of the border region.  Moreover, Texas alone hosts the majority of maquiladoras along the U.S. border reaping important benefits from their maquiladora neighbors.  In general, grow of export maquiladora manufacturing in Mexico can account for a substantial portion of overall employment growth and, in particular, of manufacturing employment growth.  For instance a 10 percent increase in export production in the Mexican border city results in a 2.4 percent to 4.9 percent increase in manufacturing employment in the U.S. border city. 
  Therefore, the maquiladora-U.S. manufacturing link brings beneficial effects to both countries.
In addition, the maquiladora industry benefits the U.S. in various ways.  First, as most maquiladoras are 100 percent U.S. owned and Mexico allows duty-free importation of materials into the country, some U.S. companies have been able to remain competitive in the market place.  Second, the gains to U.S. consumers have been significant as lower prices reflect the wage differential between the two countries, see Table 2.B.3.1.  Third, maquiladoras also support U.S. job creation through its extensive use of U.S. suppliers.  This is evident as maquiladoras import about 97 percent of intermediate inputs used in the manufacturing process and 82 percent of the materials imported are of U.S. origin.
  Finally, the maquiladora industry has also contributed to border development in the areas of transportation and custom services, industrial real state, other services, and manufacturing itself.

4.
Mexican spending and border retail sales

In 2003 more than 38 million individuals crossed the bridges along the Texas-Mexico border.
 Although difficult to estimate, the retail sector at the border has shown important gains in sales since Mexican nationals purchase a significant amount of retail goods and services.  Research shows that exported retail sales totaled $2.2 billion in 1998 and reached $3.4 billion in 1994 before the peso devaluation at the end of that year.
   A recent estimate places exportable retail sales at an amount of $3.3 billion in 2001.  This is equivalent to 19.1 percent of total retail sales of the four metropolitan areas measured and 1.2 percent of the state’s total.
  Furthermore, McAllen shows the largest exports of retail sales to Mexico at about $1.5 billion, while Laredo has the largest share of exportable retail sales of about 41 percent, see Figure 2.B.4.1.
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Other studies also indicate an important contribution to the border region by Mexican visitors.  For instance Patrick (1991) estimated that 1.9 million Mexican tourists accounted for about 8 percent of the lower Rio Grande Valley’s gross regional product and total employment in 1989.  Their expenditures of about $202 million had an impact on local goods and services, sales taxes, and new job creation.  More recently, Ghaddar, Richardson, and Brown (2004) indicated that in 2003 there were 22.7 million Mexican crossers, who spent about $1.4 billion at valley locations including Brownsville, McAllen and Weslaco.   Their estimation suggests that the expenditures of the Mexican visitors account for 12 percent of total output and between 10 to 15 percent of the lower Rio Grande Valley employment.  Although, Mexican visitor’s expenditures at the border region are highly sensitive to exchange rate fluctuations; it is likely that Texas total export retail sales to Mexico are much larger than the estimates suggest, as retail sales of other cities such as San Antonio, San Marcos, Dallas, and Huston are not accounted for.
C.
Trade, Investment, and Transportation Effects of NAFTA
1.
Trade and investment 
In January 1, 1994, Canada, Mexico, and the United States launched the world’s largest free trade area under the North American Free Trade Agreement (NAFTA).  It was a comprehensive agreement including not just merchandise trade but investment, labor, and environmental policies.  The result has been a dramatic increase in trade and financial flows making NAFTA one of the most economically integrated regions in the world see Kose, Guy, and Towe (2004).  Although it is difficult to isolate the effects of NAFTA, most studies agree that the agreement had a significant impact on Mexico’s macroeconomic environment due to the decline in trade barriers and its increased access to larger markets.  In addition to the gradual liberalization of the Mexican economy there were important shocks affecting the NAFTA partners including: the financial and exchange rate crisis of 1995, the wide range of other trade agreements signed by the NAFTA countries, and the recession and recovery experienced during the 1990s.
  Nevertheless, most studies concluded that NAFTA has been a success.
Among the benefits of NAFTA we find (i) a significant increase in merchandize trade, with Mexico’s exports shifting toward manufactures and intra-firm trade; (ii) significantly larger investment flows; (iii) a decline in Mexico’s output variability; (iv) an increase in business cycle interdependence.  Mexico’s trade with NAFTA partners has increased significantly since NAFTA coming into effect.  For instance, as a share of GDP, Mexico’s trade (the sum of imports and exports) with NAFTA partners rose from 23 percent in 1993 to almost 50 percent in 2000.  
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That is, trade increased from $92 billion in 1993 to $283 billion in 2000 or a little more than 207 percent.  While trade slowed since 2000, Mexico’s trade with NAFTA countries still accounted for more than 41 percent of the country’s GDP in 2003, see Figure 2.C.1.1.  That is equivalent to $252 billion.  Mexican imports from NAFTA countries have also increased significantly.  From 1993 to 2000 Mexican imports from Canada and the United States increased 175 percent.  Most of which came from the United States or about 90 percent, see Figure 2.C.1.2.   Moreover, Texas has also benefited from this commerce as it is the largest U.S. exporter to Mexico.  In 2003, Texas exported $42 billion to Mexico, see the section The Texas-Mexico Trade above.
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The second important effect of NAFTA refers to foreign direct investment (FDI) flows between Mexico and Canada and the United States.  To this effect, NAFTA contained various provisions that improved the relative standing of investors in Mexico while expanded the sectors in which they could operate.  These changes helped increasing FDI from about $8 billion over 1991-1993 to roughly $51 billion in the 2000-2003 period, see Figure 2.C.2.3.  This view is supported by recent research that suggests that NAFTA membership significantly affected FDI flow into Mexico, see for instance Cuevas, Messmacher, and Werner (2000).
 
Studies that support the argument that NAFTA, among other factors, has caused a decline in Mexico’s output variability include Cuevas, Messmacher, and Werner (2000).  The idea is that significantly larger trade and investment flows are associated with less variability in output.  Here the authors claim that the volatility of Mexico’s output decreased by almost 50 percent in the 1990s relative to the previous decade.  Moreover, resent research provides evidence that Mexico has experienced an increase in business cycle interdependence with the NAFTA countries.  This interdependence is associated with comovements of business cycles of Mexico and its NAFTA partners.
  Such studies include Torres and Vela (2003) and Cuevas, Messmacher, and Werner (2000a).
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2.
Transport volume, traffic, infrastructure, and transportation services to 


Mexico
Most of NAFTA trade has taken place through land ports.  The United States and Mexico share a border of almost 2000 miles, which has facilitated trade since the insertion of the agreement in 1994.  In 2003, trade (the sum of exports and imports) through land ports along the U.S.-Mexico border represented about 83 percent of the total trade between the two countries.  Table 2.C.2.1 shows, that taken together, the top ten ports of entry account for about 98 percent of the trade passing through the border.  It also shows that about 80 percent of all United States-Mexico truck traffic passes through Texas land ports.
The Texas-Mexico border stretches along the Rio Grande for 1,248 miles, from El Paso to the lower Rio Grande Valley.  This means that with $152 million in land trade with Mexico, Texas is the largest trader followed by California with $30 billion, Arizona with $12 billion and New Mexico with $1.1 billion see Table 2.C.2.1.
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Trade between the United States and Mexico has grown from $90 billion in 1993 to $252 billion in 2003.
  This fact prompted some analysts to say that NAFTA has helped Texas to be the number one exporter state in the U.S.  This also means that the 80 percent of the trade 
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	Destination
	1990

	1994
	2003

	Truck Crossings
	1,279.5
	1,762.4
	5,322.7

	Northbound
	725.8
	659.9
	2,871.6

	Southbound
	553.7
	1,102.4
	2,451.1

	Vehicle Crossings
	47,967.2
	63,222.9
	73,219.1

	Northbound
	23,372.0
	32,222.1
	38,856.3

	Southbound
	24,595.2
	31,000.8
	34,362.8

	Pedestrian Crossings         27,769.7
	29,340.7
	34,244.2

	Northbound
	13,662.2
	14,864.0
	18,967.5

	Southbound
	14,107.5
	14,476.7
	15,276.7


that travels through Texas has brought about benefits from NAFTA in the form of lower priced goods to Texan consumers and more jobs tied to its exports to Mexico.  But this larger integration with Mexico has also resulted in significantly larger truck traffic at U.S. and Texas land ports of entry.  As Table 2.C.2.2 shows truck crossings have increased by a little more than 200 percent in the 1994-2003 period, from 1.8 million in 1994 to 5.3 million crossings in 2003.  The Laredo international bridges are the busiest with about 2.9 million crossings.  In addition, non-commercial vehicle crossings and pedestrian crossing also increased but only by about 17 percent since the implementation of NAFTA.  To Texas this prosperity means that as $152 billion dollars worth of merchandise cross the border and travel through Texas the infrastructure of both, the ports-of-entry and the state highways have been under a great deal of pressure.  This is due to the increasing traffic of traded goods, commercial trucks, rail cars, and daily vehicular and pedestrian traffic between Texas and Mexico.
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Border crossings are subject to much inefficiency that increases the cost of transportation and slows down the flow of NAFTA trade.  For instance Fox, Francois, and Londoño-Kent (2003) estimated that the elimination of such inefficiencies would cause U.S. exports to Mexico to increase by roughly $6 billion per year.  Moreover, Coughlin (2004) states that the completion of a transfer of goods from the United States to Mexico at the Laredo, Texas and Nuevo Laredo, Tamaulipas border crossing, requires significant amounts of time, vehicles, and manpower.  The cross-border transfer may take from two to four days, involve three or more trucks and trailers, and require three or more drivers.
   As it is, Mexico pays about $4.5 billion in insurance and freight for its imports, much of which it to Texas and the U.S., see Figure 2.C.2.1.
One important effect of NAFTA is to consumers who pay lower prices for the goods they buy.  For instance, on September 19, 2001 the U.S. Trade Representative Robert B. Zoellick announced that NAFTA and the Uruguay Round were responsible for annual gains of between $1,260 and $2,040 for the average family of four.  To illustrate, let us consider the price of new vehicles, one of the most traded goods under NAFTA.  As Figure 2.C.3.1 shows the price of new vehicles has decreased since the implementation of the agreement. 
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Furthermore, NAFTA has also increased wages and employment in the U.S. as reported by Robert B. Zoellick’s remarks “In the seven years since NAFTA’s implementation , U.S exports to Mexico and Canada now support 2.9 million American jobs—900,000 more than in 1993.  Such jobs pay wages that are 13 to 18 percent higher that the average American wage.”  In summary, NAFTA has brought about benefits to Mexico and to the United States including lower priced goods, higher wages in some sectors, while improved their competitiveness in the world market.  But the agreement has also placed significant pressure on the infrastructure associated to the much larger trade flows since 1994. 
D.
Remittances, Financial Services, and Deposits by Mexican Residents

Worldwide, remittances have become an important source of foreign exchange for various countries, see The World Bank (2003), The Inter-American Development Bank, MIF, Pew Hispanic Center, and Bendixen & Associates (2003), Inter-American Development Bank and MIF (2004), and Coronado (2004).
  In Mexico, remittances have reached about 2 percent of GDP, the equivalent to $16.6 billion dollars in 2004.  That amount is larger than foreign direct investment (FDI) and tourism revenues, see Figure 2.D.1.
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In Texas, various commercial banks such as Wells Fargo, Bank of America, and City Bank accept la “Matrícula Consular” as a form of identification so that Mexicans can use it to open bank accounts.
  Moreover, banks and other financial institutions such as Western Union have in place a system to sent, for a fee, remittances to Mexico.  These fees could be significant as remittances to Latin America reached $30 billion dollars in 2003, of which about 50 percent were sent to Mexico, see Figure 2.D.1 and Table 2.D.1. 
Overall, Mexican investors enjoy the U.S. banks for their savings.  In 2002,  deposits of Mexican residents in U.S. institutions reached $15.5 billion, see Table 2.D.2.
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E.
Exports of Tourism Services

Regarding tourism, Mexico is the third largest market of visitors to the U.S. who traveled by air after the U.K. and Japan.  In 2003, Mexican tourists, who arrived by air reached 3.2 million and spend an average of $1,144 dollars within 9 days, see Table 2.E.1. 
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Mexicans also visited the United States by land.  As Figure 2.E.1 illustrates Mexican tourist visiting the border cities on a one-day visit spent about $3.4 billion dollars in 2003.  This amount is greater than that of other forms of Mexican tourists traveling abroad.
F.
Mexican immigrants’ assimilation.

The role that immigration plays in the United States economy is and has been important.  In 2003, the population born in foreign countries reached 33.5 million, which represented 12 percent of the total population.  This share is still less that its peak of 1890 when the foreign-born accounted for 15 percent of U.S. population.  Moreover, a 2004 study estimated the foreign born-population was 34.9 million or 1.4 million more than the official estimation.
  Of the 34.9 million about 72 percent were in the country legally, which means that about 9.8 million are undocumented immigrants.  Over half of the new immigrants were born in Latin America, and of those more than two-thirds are from Mexico or Central America.  This is in contrast to previous decades when immigrants were overwhelmingly European. 
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Furthermore, the schooling of the foreign-born is, for the most part, lower than that of U.S.-born, see Figure 2.F.1.  This has caused some concerns among the public as the new high-tech U.S. economy requires a better educated labor force.  However, the new immigrants are much younger than the native population, which brings about net benefits to the U.S., see section 2 below.  As Figure 2.F.1 illustrates, over 21 percent of the foreign-born have less than 9 years of education, compared to 4 percent of the U.S. born population.  In contrast, the foreign-born who hold an advanced degree are slightly more in relative terms.  For instance, 10 percent of the foreign-born hold a master’s, professional, or a doctoral degree compared to 9 percent of the U.S. native population.  However, only about 2 percent of immigrants from Mexico or Central America have an advanced degree, while 42 percent completed less than 9 years of schooling and 22 percent attended high school but did not graduate.  Lower schooling is reflected in lower earnings of immigrants relative to those of a typical native.  Foreign-born earnings are between 64 percent and 94 percent of native’s wages.
  This gap narrows over time as immigrants assimilate into the U.S., see section 3 below.  Furthermore, despite lower earnings about 78 percent of immigrants participate in the labor force compared to 47 percent of their native counterparts.  This percentage is even higher among the undocumented immigrants with 96 percent rate of participation.  

1.
Immigrants’ contribution to economic growth and monetary and fiscal 


Policy

The rate of economic growth depends on the growth of capital, labor, and other factors of production.   Furthermore, the composition of the labor force matters.  In this sense, “the pace of recent U.S. economic growth would have been impossible without immigration.”
   This is because as the U.S. rate of employment or job growth reached unprecedented low levels, the economy needed more workers to continue its expansion.  This increased demand could only be satisfied with immigrant workers.
 
 Not surprisingly, the share of foreign-born job growth increased by 44 percent in the period 1996-2000.  That meant that four out of every 10 new jobs were filled by immigrants.  Even in recent years when the U.S. economy has weakened the foreign-born share of growth has increased to 51 percent in 1996-2002.  Since the 1990s, immigrants have contributed to satisfy a larger demand for labor by filling in an increasing share of jobs overall, taking jobs in the labor-scarce sectors, and taking jobs natives do not want.

Immigrants have help to furthered specialization as they take jobs for which they are better suited, thus, freeing natives to take more specialized jobs increasing productivity and output.  Consumers have also benefited from immigration.  As costs of production are kept low or even lowered because of lower immigrant wages consumers pay lower priced goods.  A calculation of the increase in U.S GDP as a result of immigration puts it at about $14 billion per year in 1997. 


As immigration fluctuates with the business cycle, it facilitates the management of monetary policy.  This is because immigration provides workers when they are needed keeping wages and prices at bay.  Furthermore, as both productivity and labor force grow, unit labor costs are kept low, thus the economy grows without inflation.  This reduces the need for the Fed to intervene with a tight monetary policy.  

2.
Benefits and costs of immigration


Overall, “A comprehensive accounting of the benefits and costs of immigration shows that the benefits of immigration exceed the costs.”




 Labor market impact of immigration.  Economic theory states that as the supply of labor increases, ceteris paribus, wages will fall.  The Economic Report of the President of 2005, reports that “a typical finding is that, on average, immigration has little effect on native wages.”  Some of the estimates suggest that a 10 percent increase in the share of foreign-born workers lowers native wages by less than one percent.  Studies on previous immigrants found a little larger effect on the order of 2 to 4 percent.


Fiscal impact of immigration.  The fiscal impact of immigration is the difference between how much they pay in to the government and how much of public services they consume.  Immigrants pay sales taxes and property taxes, which are implicit in apartment rents.  Also some immigrants pay income and payroll taxes.  On the other hand, immigrants consume public goods and services such as roads, police, fire protection and public schools.  In addition, some may receive assistance from programs such as food stamps, Temporary Assistance to the Needy Families (TANF), and Medicaid.  Studies accounting for these factors found that at the Federal level immigrants do not impose a tax burden.  That is, on a national level, the majority of immigrants and their descendants will add more to government tax revenues than they receive over their lifetimes.  But at the state level, in the areas of heavy concentration of immigrants, there is an increased tax burden.  Taking all factors affecting the costs and benefits of immigration, the National Academy of Science found that immigrants add about $14 billion a year to the U.S. economy.
  Other studies looking at the expected lifetime fiscal impact found that the net present value of immigrant’s estimated future tax payments exceeded the cost of services they use by about $80, 000 for the average immigrant and his descendants.  If the restricted eligibility of the 1996 welfare reform is taken into consideration, the net benefit increases to $88,000.  As far as undocumented workers in concern, it is estimated that more than half are working “on the books,” so they pay taxes but they are ineligible for Federal assistance programs.
Immigrants and public assistance.  Despite the restrictions on their eligibility, immigrants are more likely than natives to use public assistance programs.  In 2003, 16 percent of natives used welfare programs compared with 25.5 percent of immigrants.  This is the result of higher poverty rates and low rates of heath insurance coverage.  This, however, is one of the costs of immigration that could be addressed by investing on immigrants’ education.  Overall, in net terms, the U.S. economy benefits from immigration, see section Fiscal Effect of Immigration above. 


Immigrants and Social Security.
While the low educational level of immigrants tends to put a strain on government budgets other characteristics of the foreign-born have the opposite effect.  Such characteristics include the relative young age of immigrants when they arrive.  For instance, as Figure 2.F.2.1 shows the foreign-born population was concentrated in prime working ages, 25 to 55 years:  59 percent compared to 42 percent of natives in 2000.  Immigrants also have higher fertility rates.  These two factors expand the labor force and slow the ongoing decline in the ratio of workers per retirees.
  Therefore, over the long term, immigration contributes to the financing of pay-as-you-go entitlement programs such as Social Security and Medicare, without claiming benefits.
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Another interesting characteristic of immigration results from the contributions to the Social Security system by workers that return to their countries and never file for benefits.  This is the case of millions of Mexicans that once retuned home they never claim their benefits.  In 2004, only 37,000 non-U.S. citizens residing in Mexico received Social Security benefits.  Moreover, undocumented workers can not be identified by the Social Security Administration (SSA), but as long as their employers report their earnings, they also pay Social Security taxes.  This is important because the SSA keeps track of all earnings of workers with mismatched or invalid social security numbers in the Earnings Suspense File, which was valued at $463 billion in 2002. 


Additional benefits to immigration.  From the foreign-born’s perspective, immigration also benefits the immigrant due to their increased income.  Sometimes, a portion of that increased income may be sent home in the form of remittances.  In the case of Mexico, remittances are significant, see section 2.D above.  In 2004, Mexican remittances amounted to $16.6 billion dollars.  These remittances are used for day-to-day consumption as well as for human and physical capital, including starting a business or building a home.  Also, Mexico’s Federal and State governments have launched programs such as Dos por Uno and Tres por Uno.  These programs match remittance money going to infrastructure projects, including paving roads.

3.
Immigrants’ assimilation 



Immigrants are assimilating at different rates depending on their level of education.  Mexican immigrants with a bachelor and advanced degrees assimilate much faster than immigrants with high school diplomas.  Unfortunately the later comprises the great majority of the foreign-born.  This suggests that in order to improve assimilation further investment in education and health is required.


As measured by their participation rates, Mexican immigrants have a strong commitment to work.  Furthermore, despite some disadvantages including the lack of fluency in English and familiarity with U.S. laws and institutions, immigrants assimilate and surpass their native counterparts after about 16 to 20 years in the United States.
  This, however, means that a high school dropout immigrant reaches the average earnings of a dropout native.  It does not mean that low-skilled immigrants reach the average American income.  This just means that full economic integration will require full assimilation in education.  Furthermore, Orrenious (2004) suggest that “education assimilation appears alive and well.” She states that the rate of high school dropouts declines across generations from 27 percent in the first generation to 8.6 percent in the third generation.
  However, Hispanics rates improve from 44 percent in the first generation to 16 percent in the third generation.  This suggests a possible policy action by policymakers since by the time immigrants reach the third generation there should be no difference in education attainment.  Education is important and explains the wage gap.  For instance, the first generation of Mexican immigrants makes about 60 percent of the average American wages.  But by the third generation the gap closes to about 29 percent.
3.
A Model of the Mexico-Texas Economic Relationship


The U.S. Economy is the largest in the world with a Gross Domestic Product (GDP) of $11 trillion dollars in 2003.
  Texas’ output, measured as the Gross State Product (GSP),
 represents almost 7.5 percent of the U.S. output.  Mexico’s GDP, about $626 billion dollars in the same year, is less than 6 percent of that of the U.S.  On a per capita basis Texas output is below the national average but Mexico’s output is significantly lower than those of both the U.S. and Texas.  In 2003, Mexico’s per capita output stood at about $6 thousand dollars, see Table 3.A.1.


Table 3.A.1.  Total and Per capita Gross Domestic and State Product in 2003
	
	Gross Domestic and State Product
	Population
	GDP/GSP

	
	Billions 
	Percent
	
	Per capita

	
	of Dollars
	of U.S.
	
	

	
	
	
	
	

	   United States
	11,004.1
	
	290,809,777
	37,840

	Texas
	816.8
	7.4
	22,118,509
	36,929

	Mexico
	626.1
	5.7
	104,213,503
	6,008

	
	
	
	
	


Source: Bureau of Economic Analysis, Federal Reserve Bank of Dallas, Banco de Mexico, and CONAPO (National Council of Population)

In spite of such a large discrepancy in per capita incomes, Mexico is an important market for Texas and U.S. goods and services.  Regarding exports of goods alone, in 2003 Mexico purchased $98 billion dollars worth of U.S. merchandise of which $42 billion came from Texas, see Table 2.B.1.1.  Here, Mexican purchases from Texas account for 42 percent of the state’s total exports of merchandise.  Equally important is the fact that these data do not account for Mexico’s purchases of services.  Moreover, the health of the economy of Mexico has an effect on Texas and the U.S. as greater economic growth in the country means larger exports by the state and the U.S.  Conversely, recessionary periods in Mexico translate to lower Texan and U.S. exports to the country.  In the period 2001 and 2003, trade between Mexico and the U.S. slowed sharply, mainly due to slower growth in both countries.  During this period, GDP growth in Mexico fell to an average of 0.6 percent, whereas U.S. export to Mexico fell 4.4 percent.
  Currently, U.S.-Mexico trade is again growing strongly at a rate of 13 percent since January, 2004.


How important the performance of the Mexican economy is to the state of Texas is an issue that we deal with in this section.   Some researchers argue that about 5 percent of Texas GSP depends on Mexico’s economy, see George and Taylor (1995).  However, their analysis, based on an Input-Output model, did not account for economic activities such as the exports of services, including tourism, health services, retail sales, and freight and insurance.  These types of exports are significant.  In 2003, the central bank reports that Mexico imported about $17.1 billion dollars worth of services from the U.S., see Banco de Mexico (2003).  Clearly, not all of these imported services come from Texas but since this state is the largest trader of Mexico, it is likely that a significant portion of them do come from the Lone Star state.  Looking at the Texan and Mexican economies, it seems that their synchronization has increase over the years, particularly since 1996, see Figure 3.A.1.
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       Figure 3.A.1. Texas and Mexico’s Real Gross State and Domestic Product.


      Source: Federal Reserve Bank of Dallas and Banco de México.


An alternative way to model the relationship between Texas and Mexico is to consider a typical exports demand for Texas exports.  In this framework, the demand for Texas exports would depend on Mexico’s income, Mexico’s prices, Texas prices, and the exchange rate, as follows:
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Where   
[image: image13.wmf]TEXAS

t

EXP

 is real exports of Texas; 
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 is Texas prices,  et is the exchange rate defined as Mexican pesos per dollar; and NAFTAt is a dummy variable with values equal to unity after 1994 and zero otherwise.  It is intended to capture the effect of the North American Free Trade Agreement, NAFTA.    As far as the economic relationship of the model is concerned, we would expect the estimated coefficients to be positive for
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and the peso price of a dollar, et.  One might expect to find that an increase in Mexico’s GDP or a decrease in the peso price of a dollar will bring about an increase in exports from Texas to Mexico.  This is because as Mexico’s income rises, say during a Mexican expansion, its purchase from abroad also raise.  Moreover, from Mexico’s perspective, as the peso depreciates purchases from abroad become more expensive and therefore they decline as well.  Moreover, if prices in Texas increase, Texas commodities become more expensive for Mexican and so they buy less from Texas.  Finally, if NAFTA promotes greater integration through trade growth then we would expect its coefficient to be positive.


An alternative Gravity model of trade was also estimated, where Texas GSP per capita and Mexican GDP per capita, in addition to a measure of distance are included in a model.
  Texas GSP data were obtained from the Federal Reserve Bank of Dallas Research Automation Division. Mexico’s GDP and exchange rate information was obtained from INEGI (2004) and Banco de Mexico (2004), respectively.  I rebased GDP data from 1993 to 2000 prices in order to have both measures of output in 2000 prices.  Prices and population data were obtained from the International Financial Statistics of the IMF.  All data are quarterly and runs from the first quarter of 1988 to the third quarter of 2004.The econometric estimation was performed using the software RATS from Estima version 6.1.  Two methods of estimation were applied: Ordinary Least Squares and Two Stages Least Squares, 2SLS, with instrumental variables to correct for first order serially correlated errors as suggested by Fair (1970).  The estimation results are reported in Table 3.A.2.


Columns A through D in Table 3.A.2 present the results of estimating equation (1) by ordinary least squares and 2SLS.  Columns F and G are the results of estimating the gravity model.   Here, all the estimated coefficients have the expected signs as discussed above.  An 
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increase in Mexico’s GDP, say of 1 percent, will bring about an increase in Texas’s real exports to Mexico of between 0.5 and 1 percent.  This is significant given the impressive growth that Texas exports have shown since NAFTA.  NAFTA seems to be responsible for some of this growth as its coefficient is positive and statistically significant. This indicates that indeed, trade growth over the last decade has been influenced by the agreement.  This trend is like to continue as both economies integrate even more so as additional trade barriers are eliminated according to the NAFTA schedule.  Moreover, peso depreciation will result in lower exports to Mexico.  In the long-run, an increase in Mexico’s income will bring about 1.5 percent increases in Texas exports.  As the long-run elasticities for all variables are very similar and larger than those of the short-run, one may expect more economic integration between the economies of Mexico and Texas.
4.
Conclusions and Recommendations

This study is and assessment of the current state of the economic integration of Texas and Mexico.  In particular, the analysis includes an assessment of the flows of labor, merchandise, and financial resources.  Overall, this study concludes that the integration of both economies has increased over the years, particularly since the inception of NAFTA.  In addition, we find that the benefits of immigration, the flow of labor, outweigh the costs.  Merchandise trade has also brought net benefits such as lower priced goods, more choices, and higher incomes, while at the same time improving the competitiveness of the United States in world markets.  U.S. investments in Mexico have also shown net benefits as reflected by the significant increases in foreign direct investment in the country.  Finally, in the study we estimate an econometric model for the trade between Texas and Mexico.  The model suggests that an increase in Mexico’s GDP will bring about an increase in Texas’ exports to Mexico between 0.5 and 1 percent.  In the longer-run, however, these increments are larger by about 1 percentage point.

The foremost recommendation of this study is that the governments of the United States, Texas, and Mexico should continue their efforts to promote their economic integration in all fronts encouraging the flows of people, merchandise and services, and financial resources.  On balance, the benefits of immigration far outweigh the costs.  To the Unites States, and Texas in particular, is important to ensure that the increasing demand for workers does not cause labor market tightness that would raise wages and thus inflation whereas inhibiting output growth.  Young immigrants from Mexico have the added advantage that will slow the ratio of retirees to workers, while at the same time making important financing contributions to pay-as-you-go government entitlement programs such as Social Security and Medicare.

In the short run, the current system of employment based immigration could be used to raise the number of visas and simplifying the rules to obtaining and keeping those visas.  Federal Reserve Board Chairman Alan Greenspan and Federal Reserve Bank of Dallas President Robert McTeer have endorsed expansion of H1-B visas.  Similar steps could be taken with other types of employment based visas.  In the long run, as Orrenious and Viard (2000) have argued, a movement toward a common North American labor market is desirable.  Their argument is based on the fact that Canada and Mexico have plenty of skilled and unskilled labor, and that both types are coming to the United State to satisfy the country’s increasing labor demand, legally or otherwise.  Making legal immigration has also the advantage of improving U.S. security, which is particularly important given the ever increasing threats of terrorism, in addition to making the process more humane.  Illegal or undocumented immigration, currently at about 10 million, is driven by the forces of demand and supply.  That is, immigrants want to work in the U.S. and American employers want to hire them, even at the expense of breaking the law.  The dollar amount of remittances attests to immigration responding to market conditions.  In 2003, remittances to Latin America amounted to more than $30 billion. Therefore, the President’s proposed Temporary Worked Program should be supported and is a step in the right direction.

Full integration of Mexican immigrants needs support to further improving their human capital and health and thus experience significant gains in their income.  This in turn will enhance their contributions to Social Security and Medicare while reducing their use of public services. That is, the rate of return from investing in education and health far outweighs its costs. Moreover, in order for Texas to remain competitive, nationally and internationally, it must make an added effort to invest in education and training programs in addition to provide the necessary health services.  Immigration has provided enormous gains to Texas and potentially could be even greater.  The next step is to make the necessary investments in its human capital.

Regarding the promotion and support of NAFTA, the U.S., Texas, and Mexico are encouraged to alleviate the still standing barriers to trade such as the inefficiencies of the ports of entry, particularly those at the international bridges of Laredo, Texas.  In their elimination security measures should be taken into consideration.  Furthermore, the U.S. should comply with the NAFTA provision that allows Mexican trucks into the United States.  The U.S. Supreme Court has already ruled unconstitutional the no compliance of such a provision.  Making the flow of merchandise more efficient will increase trade by about $6 billion dollars a year, whereas consumers will continue to enjoy a wide variety of goods at lower prices.  This will also require mote investment in transportation infrastructure.     
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Appendix
	Table A-1.  Total Population and Percent Population Change in Texas and the United States, 1850-2003

	

	
	
	
	
	

	 
	Total Population
	Percent Change

	Year*
	Texas
	U.S.
	Texas
	U.S.

	1850
	212,592
	23,191,876
	---
	---

	1860
	604,215
	31,443,321
	184.2
	35.6

	1870
	818,579
	39,818,449
	35.5
	26.6

	1880
	1,591,749
	50,155,783
	94.5
	26.0

	1890
	2,235,527
	62,947,714
	40.4
	25.5

	1900
	3,048,710
	75,994,575
	36.4
	20.7

	1910
	3,896,542
	91,972,266
	27.8
	21.0

	1920
	4,663,228
	105,710,620
	19.7
	14.9

	1930
	5,824,715
	122,775,046
	24.9
	16.1

	1940
	6,414,824
	131,669,275
	10.1
	7.2

	1950
	7,711,194
	150,697,361
	20.2
	14.5

	1960
	9,579,677
	179,323,175
	24.2
	19.0

	1970
	11,196,730
	203,302,031
	16.9
	13.4

	1980
	14,229,191
	226,545,805
	27.1
	11.4

	1990
	16,986,510
	248,709,873
	19.4
	9.8

	2000
	20,851,820
	281,421,906
	22.8
	13.2

	2003
	22,118,509
	290,809,777
	6.1
	3.3

	
	
	
	
	

	Source: U.S. Census Bureau, Census 2000.
	
	


	Table A-2.  Ten Fastest Growing States in the United States, 2000-2003

	

	
	
	
	
	

	 
	Total Population*
	 Change

	State
	2000
	2003
	Numerical
	Percent

	
	
	
	
	

	Nevada
	1,998,257
	2,241,154
	242,897
	12.2

	Arizona
	5,130,632
	5,580,811
	450,179
	8.8

	Florida
	15,982,378
	17,019,068
	1,036,690
	6.5

	Georgia
	8,186,453
	8,684,715
	498,262
	6.1

	Texas
	20,851,820
	22,118,509
	1,266,689
	6.1

	Colorado
	4,301,261
	4,550,688
	249,427
	5.8

	Idaho
	1,293,953
	1,366,332
	72,379
	5.6

	Utah
	2,233,169
	2,351,467
	118,298
	5.3

	California
	33,871,648
	35,484,453
	1,612,805
	4.8

	North Carolina
	8,049,313
	8,407,248
	357,935
	4.4

	 
	 
	 
	 
	 

	
	
	
	
	

	* Population values are decennial census counts for April 1for 2000 and
	

	 estimates for July 1 for 2003
	
	
	

	Source: U.S. Census Bureau, Census 2000.
	
	

	
	
	
	
	


Table A-3 Texas Population Projections

	Population in Texas by Race/Ethnicity in 2000 and Projections of the 

	                Population in Texas by Race/Ethnicity from 2010 to 2040

	
	
	

	Year
	Anglo
	Black
	Hispanic
	Other
	Total

	
	
	
	
	
	

	2000
	11,074,716
	2,421,653
	6,669,666
	685,785
	20,851,820

	
	
	
	
	
	

	Assuming Rates of Zero Net Migration

	
	
	
	
	
	

	2010
	11,331,893
	2,627,284
	8,060,578
	783,204
	22,802,959

	2020
	11,381,151
	2,771,391
	9,336,524
	841,641
	24,330,707

	2030
	11,171,425
	2,823,276
	10,576,281
	878,111
	25,449,093

	2040
	10,733,074
	2,796,626
	11,662,262
	893,139
	26,085,101

	
	
	
	
	
	

	Assuming Rates of Net Migration Equal to One-Half of 1990-2000

	
	
	
	
	
	

	2010
	11,533,980
	2,754,737
	9,080,466
	961,460
	24,330,643

	2020
	11,796,479
	3,052,412
	11,882,993
	1,273,908
	28,005,792

	2030
	11,789,292
	3,268,611
	15,140,088
	1,632,588
	31,830,579

	2040
	11,525,083
	3,403,176
	18,804,297
	2,028,603
	35,761,159

	
	
	
	
	
	

	Assuming Rates of Net Migration Equal to 1990-2000

	
	
	
	
	
	

	2010
	11,740,016
	2,888,449
	10,252,219
	1,177,909
	26,058,593

	2020
	12,227,555
	3,361,702
	15,226,371
	1,921,057
	32,736,685

	2030
	12,442,104
	3,783,657
	21,871,382
	3,020,447
	41,117,590

	2040
	12,376,303
	4,140,670
	30,604,621
	4,585,895
	51,707,489

	
	
	
	
	
	

	Assuming Rates of Net Migration Equal to 2000-2002

	
	
	
	
	
	

	2010
	11,587,971
	2,826,849
	9,877,268
	1,117,442
	25,409,530

	2020
	11,908,234
	3,217,037
	14,090,715
	1,726,191
	30,942,177

	2030
	11,960,333
	3,539,340
	19,449,030
	2,569,996
	37,518,699

	2040
	11,749,690
	3,786,341
	26,153,290
	3,698,715
	45,388,036

	
	
	
	
	
	


Source: Census Bureau, Census 2000 and Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio.
	Table A-4. Projected Population of the United States, by Race and Hispanic Origin:  2000 to 2050
	

	(In thousands except as indicated.  As of July 1. Resident population.)
	
	
	
	

	(Leading dots indicate sub-parts.)
	
	
	
	
	
	
	

	Population or percent and race or Hispanic origin
	2000
	2010
	2020
	2030
	2040
	2050
	

	POPULATION
	 
	 
	 
	 
	 
	 
	

	.TOTAL
	282,125
	308,936
	335,805
	363,584
	391,946
	419,854
	

	 
	 
	 
	 
	 
	 
	 
	

	.White alone
	228,548
	244,995
	260,629
	275,731
	289,690
	302,626
	

	.Black alone
	35,818
	40,454
	45,365
	50,442
	55,876
	61,361
	

	.Asian Alone
	10,684
	14,241
	17,988
	22,580
	27,992
	33,430
	

	.All other races 1/
	7,075
	9,246
	11,822
	14,831
	18,388
	22,437
	

	 
	 
	 
	 
	 
	 
	 
	

	.Hispanic (of any race)
	35,622
	47,756
	59,756
	73,055
	87,585
	102,560
	

	 
	 
	 
	 
	 
	 
	 
	

	.White alone, not Hispanic
	195,729
	201,112
	205,936
	209,176
	210,331
	210,283
	

	 
	 
	 
	 
	 
	 
	 
	

	 
	 
	 
	 
	 
	 
	 
	

	PERCENT OF TOTAL POPULATION
	 
	 
	 
	 
	 
	 
	

	.TOTAL
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	

	 
	 
	 
	 
	 
	 
	 
	

	.White alone
	81.0
	79.3
	77.6
	75.8
	73.9
	72.1
	

	.Black alone
	12.7
	13.1
	13.5
	13.9
	14.3
	14.6
	

	.Asian Alone
	3.8
	4.6
	5.4
	6.2
	7.1
	8.0
	

	.All other races 1/
	2.5
	3.0
	3.5
	4.1
	4.7
	5.3
	

	 
	 
	 
	 
	 
	 
	 
	

	.Hispanic (of any race)
	12.6
	15.5
	17.8
	20.1
	22.3
	24.4
	

	 
	 
	 
	 
	 
	 
	 
	

	.White alone, not Hispanic
	69.4
	65.1
	61.3
	57.5
	53.7
	50.1
	

	Footnotes:
	
	
	
	
	
	
	

	1/  Includes American Indian and Alaska Native alone, Native Hawaiian and Other Pacific Islander alone, and Two or More Races

	
	
	
	
	
	
	
	

	Source:  U.S. Census Bureau, 2004, "U.S. Interim Projections by Age, Sex, Race, and Hispanic Origin," <http://www.census.gov/ipc/www/usinterimproj/>

	Internet Release Date: March 18, 2004
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Table 2.A.3.1 Texas Labor Force and Employment in 2000





Source: U.S. Bureau of the Census, Census 2000; and Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio.  
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Figure 2.A.3.3 Average Household Income in Texas in 2000 and 2040


		2000 constant dollars





Source: Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio.  Data refer to the 1.0 scenario.











Table 2.A.4.2 Aggregate Household Income in Texas by Race/Ethnicity: 2000     and 2040 in Billions of 2000 Dollars.








Source:  Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio; and Bureau of the Census, 2000 Census. 


Assuming rates of net migration equal to one-half of 1990-2000.


Assuming rates on net migration equal to 1990-2000.
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   Figure 2.A.4.1 Aggregate Household Income in Texas by Ethnic Diversity, 2000 and 2040





Source: Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio.  Data refer to the 1.0 scenario.








Figure 2.A.5.1 Texas Tax Revenues in 2000 and 2040 in 2000 Dollars





Source:  Texas State Data Center and Office of the State Demographer, Institute for Demographic and Socioeconomic Research, University of Texas at San Antonio.  Data refer to the 1.0 scenario.


Note:     2000 refers to total taxes paid by Texas households on Aggregate Household Incomes in 2000; 2040 with       2000 Rates assumes the same tax rates paid by households in 2000; 2040 With Closure Incomes assumes the rates of closure in the income gaps between Anglo and Black and Anglo and Hispanics; and 2040 Anglo Income assumes the same Anglo income levels for all race/ethnicity groups





       Figure 2.A.5.2 Aggregate Tax Revenues by Race/Ethnicity in Texas, 2000 and 2040








           Source: Texas State Data Center and Office of the State Demographer, Institute for Demographic and       Socioeconomic Research, University of Texas at San Antonio.  Data refer to the one-half scenario.  Assuming 2000 Decile Tax Rate
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Figure 2.A.6.1 Texas Education Enrollment by Race/Ethnicity, 2000 and 2040





Source: Texas State Data Center and Office of the State Demographer, Institute for Demographic and       Socioeconomic Research, University of Texas at San Antonio.  Data refer to the 1.0f scenario. 











Figure 2.B.1.1 Texas Exports by country, 2003
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Figure 2.B.3.1 Maquiladora Industry Key Indicators





Source: INEGI and Banco de México


1 Annual average.


2  Annual average in thousands


3 Billions of U.S. dollars


4 Pesos per dollar. Annual average of 48-hour Interbank rate.


5 Dollars per hour.  It includes benefits.
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Figure 2.B.4.1.  Texas Exports of Retail Sales at the Border, 2001





Source: Federal Reserve Bank of Dallas with data from the Texas Comptroller of Public Accounts.  Elaborated by Phillips and Coronado (2004).
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Figure 2.C.1.1.Mexico’s Imports and Exports with Canada and the U.S.


	         As a Percent of GDP	








Source:  Banco de México, Balance of Payments Data.





�





Figure 2.C.1.2. Mexico’s Imports: Total and from NAFTA countries,


 Billions of dollars





Source: Banco de México, Balance of Payments Data





� LINK Excel.Sheet.8 "C:\\Documents and Settings\\tc03\\Local Settings\\Temporary Internet Files\\Content.IE5\\DATA FILES\\NAFTA\\US CAN X-M banxico InfAnual.xls" "IED![US CAN X-M banxico InfAnual.xls]IED Chart 1" \a \p ���





Figure 2.C.1.3 Mexico’s Foreign Direct Investment, billions of dollars





Source: INEGI, Balance of Payments Data.





Table 2.C.2.1. U.S.-Mexico Trade by Top 10 Land Ports, 2003


	        Billions of Dollars








Source: Texas Center for Border Economic and Enterprise Development, Texas A&M International University, as reported by the Federal Reserve Bank of Dallas in Cañas and Coronado (2004).
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City�



Total Trade�
�
1�
Laredo, TX�
78.812�
�
2�
El Paso, TX�
39.334�
�
3�
Otay Mesa-San Ysidro, CA�
19.747�
�
4�
Hidalgo, TX�
14.432�
�
5�
Nogales, AZ�
10.356�
�
6�
Brownsville-Cameron, TX�
10.147�
�
7�
Calexico, CA�
8.898�
�
8�
Eagle Pass, TX�
5.739�
�
9�
Del Rio, TX�
2.772�
�
10�
Santa Teresa, NM


                                 


Total              �
1.089





191.326


�
�






Table 2.C.2.2.Total Cross-Border Crossings at Texas’s Ports of Entry, thousands





Source: Texas Center for Border Economic and Enterprise Development, Texas A&M International University
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Figure 2.C.2.1 Mexico’s Payments for Insurance and Freight


	           Billions of Dollars	 





Source:  Banco de México, Balance of Payments Data.
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Figure 2.C.3.1 U.S. Consumer Price Index of New Vehicles





Source: U.S. Department of Labor, Bureau of Labor Statistics
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Figure 2.D.1 Mexico’s Revenues from Remittances, Oil Exports,


	        Tourism, Direct Fixed Investment, and Maquila


	         





Source:  Banco de México, Balance of Payments Data
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Table 2.D.1 Methods for Remittances, Percentage of Total





Source:  Banco de México, Balance of Payments Data.








Year   �
Total�
Official


Institutions and Banks
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All other�
�
1986�
13.6�
2.3�
11.3�
�
1987�
14.5�
2.5�
12.0�
�
1988�
15.1�
1.7�
13.4�
�
1989�
15.4�
2.4�
13.0�
�
1990�
16.6�
6.0�
10.6�
�
1991�
19.9�
11.0�
8.9�
�
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19.5�
11.1�
8.4�
�
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28.0�
20.2�
7.8�
�
1994�
12.2�
3.9�
8.3�
�
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24.5�
15.5�
9.0�
�
1996�
31.3�
21.0�
10.3�
�
1997�
34.0�
21.7�
12.3�
�
1998�
37.1�
23.8�
13.3�
�
1999�
30.7�
15.3�
15.4�
�
2000�
33.0�
15.8�
17.2�
�
2001�
40.5�
23.5�
17.0�
�
2002�
37.3�
21.8�
15.5�
�






Table 2.D.2  Mexican Residents’ Claims on U.S. Financial       	         Institutions


                      Billions of Dollars





Source: Board of Governors, U.S. Federal Reserve System





Type�
     UK�
Japan �
Mexico�
Germany�
�
�
Visitors�
�
�
�
�
General Visitors�
3,936�
3,170�
1,359�
1,180�
�
Shoppers�
3,519�
2,919�
1,139�
991�
�
Cultural Shoppers�
1,330�
485�
239�
507�
�
 


�
U.S. Dollars�
 �
 �
 �
�
Annual Ave. Income�
92,800�
81,700�
77,700�
92,900�
�
Average Expenditure�
1,158�
1,177�
1,144�
1,623�
�
 �
 �
 �
 �
 �
�






Table 2.E.1 Mayor U.S. Tourism Markets by Top Countries, 2003


	       Thousands of Air Visitors to the U.S.





Source: 2003 Survey of International Air Travelers, Office of Travel & Tourism   	Industries (OTTI), U.S. Department of Commerce.





� LINK Excel.Sheet.8 "C:\\Documents and Settings\\tc03\\Local Settings\\Temporary Internet Files\\Content.IE5\\DATA FILES\\NAFTA\\US CAN X-M banxico InfAnual.xls" "Turism![US CAN X-M banxico InfAnual.xls]Turism Chart 1" \a \p ���





Figure 2.E.1 Total Expenditures by Mexican Tourists Abroad





Source: Banco de México, Balance of Payments Data.





�





Figure 2.F.1 U.S. Educational Attainment, 2003


	         Percent of population aged 25 years and over	





Source: U.S.  Census Bureau, Department of Commerce, Current 	Population Survey, as reported in The Economic Report of the 	President, 2005, p. 99.
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Figure 2.F.2.1 U.S. Population by Age and Sex and by Nativity, 2000


		In Percent 





Source: U.S. Census Bureau, Census 2000.


Note:     Each bar represents the percent of the population (foreign-born or native) who were in the 	specified age-sex group.
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�
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�
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(2.29)�
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0.1713
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0.2676�
0.2310
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�
�
� EMBED Equation.3  ����
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�
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�
1.0795


(2.47)�
2.2854
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�
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�
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(5.33)�
0.5341


(3.24)�
�
�
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�
�
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-0.2291


(-1.82)�
-0.1511


(-2.74)�
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R2�



.9992�
�



.9992�
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.9972�



.9993�
�
�
Adjusted R2�
.9805�
�
.9776�
�
.9330�
.9823�
�
�



Mean of Dependent Variable�



1.94�
�



1.97�
�



1.93�



1.94�
�
�
Durbin-Watson Statistic�
1.66�
�
2.07�
�
.7970�
1.89�
�
�
Observations�
66�
�
63�
�
67�
66�
�
�
�
�
�
�
�
�
�
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Table 3.A.2 Regression Results for Texas’ Real Exports,


	       Dependent Variable = Natural Log of Texas Real Exports	 





Notes: All variables are in natural logarithms with the exception of NAFTA, which is a dummy variable with values of unity after the first quarter of 1994 and zero otherwise.  The dependent variable, � EMBED Equation.3  ��� is real exports in constant 2000 billion dollars;� EMBED Equation.3  ���is Mexico’s wholesale price index; � EMBED Equation.3  ���is Texas implicit prices index; � EMBED Equation.3  ��� is Mexico’s real Gross Domestic Product in constant 2000 billion pesos; et, the exchange rate, is pesos per dollar; � EMBED Equation.3  ���is Texas  per capita Gross State Product of 2000 dollars; � EMBED Equation.3  ���is Mexico’s per capita Gross Domestic Product of 2000 pesos; and Distance is cost of transportation. 


	


   Values in parenthesis are t-statistics








�   See U.S. Census Bureau, Census 2000, Table A1 in the appendix.





�   See Table A2 in the Appendix


� See Binational Study on Migration between Mexico and the United States, (1997).  This report was the result of a joint study undertaken by the government of both countries commissioned after a meeting of the Migration and Consular Affairs Group of the Mexican-United State Binational Commission in March 1995.  The Mexican-United State Binational Commission was created in June 1981.


 


� See Bean D. Frank, Jennifer Van Hook, and Karen Woodrow (2001).  The authors were part of the U.S. team that participated in the Binational Study on Migration between Mexico and the United States, (1997).  So, their study is an extension-application of the methodology utilized in the Binational study.





� See CONAPO (2000), the National Council for Population (Consejo Nacional de Población) estimated migration projections based on various assumptions of Mexico’s economy, remittances, and unemployment rates.


� See “The Texas Challenge in the Twenty-First Century: Implications of Population Changes for the Future of Texas.”  This study reports post-2000 Census population projection for the state of Texas released on June 21, 2004 by the Texas State Data Center and the Office of the State Demographer in the Institute for Demographic and Socioeconomic Research in the College of Business at the University of Texas at San Antonio.   The projections are from 2001 through 2040 based on base data from the 2000 Census of Population and Housing Patterns.  All of the projections reflect revisions in the levels of fertility and mortality based on post-2000 patterns of births and deaths.  The Center released four scenarios under the assumptions of zero migration, net migration equal to one-half of 1990-2000, net migration equal to that of 1990-2000, and net migration equal to that of 2000-2002.  The State Demographer suggests that the 2000-2002 scenario may be most appropriate for use for short-run (i.e. 2-10 years) planning but that the one-half scenario is the most appropriate for long-run planning purposes. 





�  The study “The Texas Challenge in the Twenty-First Century: Implications of Population Changes for the Future of Texas,” was commissioned by the Texas Legislative Council in the mid-1990s under the sponsorship of the House Speaker and the Lieutenant Governor.


� See Tables A-3 and A-4 in the Appendix





� See Table A-4 in the Appendix.





� The study “The Texas Challenge in the Twenty-First Century: Implications of Population Changes for the Future of Texas,” use Anglos to refer to non-Hispanic Whites, Blacks rather than African-Americans, and Hispanics rather than Latinos.  They use “Anglo because of its widespread use in the Southwest, Black because Blacks of non-African Origin are included in this category, Hispanic because this category is not limited to Hispanics of a given set of origins.” 





� Data refer to the one-half scenario.  Other scenarios are reported in Appendix Table A-3.  


� As of the date this study  is written (December 10, 2004) there has been three instances in which the State of Texas authorities have used Murdock (2004) study to promote and education 


� As defined in the National Income and Product Accounts, NIPA, total disposable income is total personal income minus personal taxes.  Data on NIPA are published by the U.S. Bureau of Economic Analysis of the U.S. Department of Commerce.


� Under 0.5 and 1.0 scenarios households grow at the rate of  84.2 percent and 162.1 percent, while aggregate income increases by 67.1 percent and 130.5 percent, respectively.


� See also The Texas Challenge in the Twenty-First Century: Implications of Population Change for the Future of Texas by Murdock, et al  (2002a,b).





� See Texas Comptroller of Public Accounts (2004), “Texas Revenue History by Source.”


� See Murdock, et al (2002b). p. 93.


� See Murdock, et al (2002B), p.55.


� The Foreign Trade Division of the U.S. Census Bureau reports only two sets of trade data at state level, the OM (Origin of Movement) series and merchandise export and import figures for Custom Districts.  OM data cover export of goods only.  There are no comparable statistics for state exports of services, or state imports of goods.  The Custom District trade figures measure the amount of goods entering and leaving a port.  Thus, the two series should not be used together.





� See the Financial Services and Tourism sections for a discussion on these export services. 


� Jobs directly supported by exports in manufacturing are those of establishments that produce final goods for export, while jobs indirectly supported are those from manufacturing facilities supplying inputs to export-related production and among non-manufacturing establishments that also support the export process, including transportation, wholesaling, retailing, and business services.





� See “Exports from Manufacturing Establishments: 1997, 2000, and 2001, U.S. Census Bureau and U.S. Department of Commerce, Economic and Statistics Administration.





� See section 2.B.4 Mexican Spending and Border Retail Sales.


� The Bracero program was a U.S. program that admitted Mexican agricultural workers for temporary employment during World War II.  It was designed to bring Mexican workers to satisfy the demand for U.S. agricultural labor.





�  See William C. Gruben (2001), Jesus Cañas and Roberto Coronado (2002), and Fernández-Kelly (1987).





�  In production sharing the manufacturing of a good takes place in more than one country, presumably based on the comparative advantage of each country, see U.S. International Trade Commission (1999), Production Sharing: Use of U.S. Components and Materials in Foreign Assembly Operations, 1995-1998.





� See “Business Cycle Coordination Along the Texas-Mexico Border,”  by Keith R. Phillips and Jusus Cañas; and “Bilateral Trade and Business Cycle Synchronization: Evidence from Mexico and United States Manufacturing Industries,” by Daniel Chiquiar and Manuel Ramos-Francia, (2004).





� Everardo Elizondo Almaguer, deputy governor of Banco de Mexico, presentation at “Maquiladora Downturn: Structural Change or Cyclical Factors,”  Federal Reserve Bank of Dallas conference, November 21, 2003, in Business Frontiers, Issue 2, 2004.


� See William C. Gruben, “Was NAFTA Behind Mexico’s High Maquiladora Growth,” Federal Reserve Bank of Dallas, Economic and Financial Review, Third Quarter, 2001





� See Gordon H. Hanson (1996).





�  See U.S. International Trade Commission (1999).





� Most of this section relies on the research by Keith R. Phillips and Carlos Manzanares (2001) and Keith R. Phillips and Roberto Coronado (2004) from the Federal Reserve Bank of Dallas.





� see Phillips and Manzanarez (2001).





� The four metropolitan areas measured include: Brownsville, El Paso, Laredo, and McAllen, see Keith R. Phillips and Roberto Coronado (2004).





�  I want to thank Keith R. Phillips, Senior Economist at Dallas FED for providing his latest work on the subject.


� Mexico’s agreements include those with Chile, the European Union, the European Free Trade Association, Israel, Bolivia, Colombia, Venezuela, Nicaragua, El Salvador, Guatemala, Honduras, Costa Rica, and Uruguay.  U. S. agreements include those with Jordan, Singapore, Chile, Australia, Morocco, Bahrain, and Central American and the Dominican Republic.


� Rivera-Batiz (2000) provides a review of the relaxation of restrictions in FDI in Mexico.


� Comovement is measured as the cross-country correlation of the Hodrick-Prescott filtered quarterly series of macroeconomic aggregates including output, consumption, investment, exports, and imports.


� Trade refers to the sum of imports and exports of merchandise.


� The NAFTA agreement established that as of December 18, 1995, Mexican and U.S. trucking companies could have full access to and from each country’s border states.  As of February 23, 2005 this reciprocal access has not been extended to Mexican companies.  In June 2004 the U.S Supreme Court ruled that Mexican trucks could enter the United States.


� Remittances refer to money sent by foreign worker to their respective home countries.


� The Matricula Consular or Certificado de Matrícula Consular is a an identification card issued by the Mexican Consulate and is accepted as an ID card in some U.S. states.


� This section relies heavily on Pia M. Orrenious (2003, 2004), Pia M. Orrenious and Alan D. Viard (2000), and The Economic Report of the President, February 2005, chapter4.





� See The Economic Report of the President, February 2005.


� See Economic Report of the President, February 2005, p. 100.





� This is stated by Federal Reserve Bank of Dallas economist Pia M. Orrenious (2003), p.2.





� Harvey Rosenblum (2000) referring to “virtual immigration” suggested that “when business have been unable to bring workers to the job location, they have sometimes managed to take the job to the workers.”  He was referring to the use of internet and other low-priced communication technologies to hire workers in Ireland, India, and Mexico to write software, process card bills, etc.





� Alan Greenspan referred to the U.S. labor shortage as “the greatest threat” to economic expansion.





� See the National Academy of Science’s study “The New Americans: Economic, Demographic, and Fiscal Effects of Immigration,” National Academy Press, Washington D.C., 1997, p.152. 





� Economic Report of the President, February 2005, p. 93.





� See footnote 47.


� See The Economic Report of the President, February 2005, p. 108. 


� Typically assimilation is defined as economic assimilation meaning to reach average American income levels, see Pia Orrenious (2004).





� See Pia Orrenious (2004), p. 3.





� The first generation is made up of the immigrant generation.  The second generation is made up of U.S.-born children of immigrants.  And the third generation is made up of all U.S. born individuals of U.S.-born parents.


� Gross Domestic Product, GDP, is the broadest measurement of economic activity defined as the dollar value of total output of final goods and services produced within a country during a given period of time, usually a year or a quarter.





� Gross State Product, GSP, is derived as the sum of the gross state product originating in all industries in a state.  GSP is often considered the state counterpart of GDP, see Bureau of Economic Analysis (2004).





� See Business Frontier, Federal Reserve Bank of Dallas, issue 3, 2004.





� I thank Frank Berger, Director of Research Automation at the Federal Reserve Bank of Dallas, and Raghav Virmani, Research Assistant also at the Dallas FED, for providing Texas GSP data.


� See Cheng I-Hui and Howard J. Wall for a discussion of the Gravity Model.
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