| nt roducti on

BACKGROUND

The North American Free Trade Agreenent (NAFTA of the
Lhited States, Mexico, and Canada was inpl enented on Jan-
uary 1, 1994. Snce then, trade and investnent in the region
have expanded dramatically and new NAFTArelated institu-
tions such as the North Ameri can Devel oprment Bank ( NADB)
and the Border Environment Cooperation Comm Ssion
(BEGD) have been put into place. Meanwhile, NAFTA has
been loudly praised by its proponents and nercilessly
dammed by it s critics. The vol une of books and articles ana-
lyzZingits inpact has steadily increased and ef fat s are under -
way to extend the agreenent to the rest of the Western Hem -
sphere (dement et al. 1999; Economic Policy Institute 2001).

Neverthel ess, very little has been witten about the ef fect s
of NAFTA on the highly urbanized comunities of the
U S Mexican border region, which constitute the nain points
of cont act between these greatly contrasting countries. In
1993, when ratification of the agreenent was being debated
in those two countries, nost border communities were led to
bel i eve that NAFTA would bring them higher levels of pros-
perity, inproved infrastructure, a cleaner environnent, and
better cross-border relations wth their nei ghbors on the ot her
side

In 1999, five years af ter the agreenent s inplenent ation,
this study was initiated in order to assess the validity of these
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expect ations and to fill agapintheliterature on the inpact of
NAFTA Mst systematic studies have focused on NAFTA S
inpact at the national level, while nost of the infornation
available on US Mxican border commnities has been
anecdot al, published in relatively obscure acadenic journal s,
or scattered about in local newspapers.

NAFTA of course, is only one of nany factors that have
i npacted these communities in the period since the inple-
ment ation of the agreenent. Qher factors, such as financial
crises in Asia and Russia increased financial instadlity in
nost of the world s energing economes and added to Mexi -
co s economc woes during the latter part of the decade. Yd,
per haps the nost inportant event during this period was the
Mexi can peso crisis of Decenber 1994, which dranatically
changed the dollar-peso relationship, turning Mexico s trade
deficit into a surplus, and plunging the nation s econony into
a deep, but relatively short, recession. This crisis resulted in
asignificant declineinretail sales in nmany US border com
munities. The retail sector is of fundanent al inportance in
nmost US. border communities and, in sone cases, Mxican
sal es account for nore than 50%of the total sales and 25%
of the jobs in the coomunity. Rt ail sdest ax rebates are al so
an inport ant source of funds for local governnent s Addition-
dly, a deval ued peso neans that nany U S border residents
find it worthwhile to nake nore of their purchases in Mxico,
potential ly further reducing ret ail sales and sales t ax rebates
onthe US side.

Wiile the Mexican national econony was in crisis, |ower
vwage rates in dollar terns and newregul ati ons est abl i shed by
NAFTA nade foreign investnent generally nore attractive in
Mexi can industry and specifically increased the appeal of the
nmaqui | adora (or assenbly) industry. This resulted in an eco-
nom c boom and near zero unenpl oynent rates in the Mxi -
can border region, despite high rates of internal migration
fromthe interior of the country to the northern border region.

Ironicaly, at the sane tine that the Mexican econony was
incrisis, the US econony was enjoying one of the |ongest
and strongest expansions inits history and a sust ai ned st ock
narket boom Qven the strong |ink between the health of the
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U S econony and the nacroeconomc perfornmance of the
Mexi can econony, the US expansion clearly boosted Mexi -
can exports, the Mxican national econony, and the loca
economes of US border comunities. Many of the benefits
and cost s of the econonic expansion spilled over to the Mex-
ican side of the border region. Manwhile, denocratic
reforns and admnistrative decentralization (devolution of
powers) in Mexico opened up new opportunities and chal -
| enges for subnational governnents and gave border govern-
nent entities increased flexibility for collaborating wth their
counterpat s in the Lhited States.

ORGANI ZATI ON OF THE STUDY

Wile it is possible to identify the nain factors operating on
these communities in the 1990s, no systenatic anal ysis has
been carried out to determine just how these wdely differing
border communities have fared during the NAFTA era, which
roughly coincides wth the decade of the 1990s. * This study
attenpt s to renedy this deficiency intw ways: (1) through an
anal ysis of existing denmographic and economic dat a and (2)
through a survey of know edgeabl e persons from governnent,
busi ness, nongovernnent al organi zati ons, and acadenia in
the main U S and Mexican border comunities.

The study was carried out by nenbers of a newy forned
consortium of individuals and organizations in the lhited
States and Mexi co the Network of Border Econom cs/Red de
la Economa Fronteriza (NOBE/REF). This organization is
supported by the H Paso Branch of the Federal Reserve
Bank, which maintains a website (http:// ww. nobe-ref.org)
and provides a point of contact for the consortium San O ego
State Whiversity (SD8U) and H olegio de la Frontera Norte
(CLEF) in Baja Galifornia al so support NCBE REF. Beyond
the Federal Reserve Bank of Dallas, SDSU and OCLEF,
NCBE/ REF nenbers include border-based universities and
busi nesses, as well as Banco de M&ico (Mxico s centra
bank) and Mexico s Instituto Nacional de Estad stica,
Geograf a e InformfEica (INEG), (National Institute of Statis-
tics, Geography, and Infornation).
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OBJECTI VES AND ASSUMPTI ONS OF THE STUDY

Thi s study, which focuses on the county-nunicipa level, has
two nai n obj ecti ves:
1 To deternine how the denographi c, econonic, environ-

nmenta, and infrastructure situations in US and Mxi -
can border communities have changed during the
NAFTA era

To determine what kinds of denographic, econonic,
and quality-of-life indicators? and analytical tools are
needed by these communities in order to enable them
to nonitor and anal yze their own situations on an ongo-
ing basis.

The study is also intended to:

Pssist local, state, and national decision nakers in both
Mexi co and the United States to better underst and the
conpl ex situation of border communities and thereby
devel op nore inforned policies.

Assist acadenmics and other researchers to identify
issues and trends that deserve further study as well as
to develop the skills and cont act s that wll be required
as NCBE REF begins to inplement its agenda of col -
| aborative, border-rel ated research project s

Assist the private sector, especially businesses and
organi zations |ocated in the border region, by providing
a nore conpr ehensi ve anal ysis of the economes of the
border and by updating the key indicators that busi -
nesses need to nake decisions related to day-to-day
operations and | ong-termi nvestment s and strategies.

A naj or assunption of the study is that, given the significant
df ferences anong the border communities, the inpact of
NAFTA and of other factors, such as the 1994 peso deval ua-
tion, have been and will continue to be dif ferent in each US
and Mexi can border community. Despite these dif ferences,
however, it is likely that there wll be sone trends that are
common, in varying degrees, to all border comunities.



