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bon-constrained future, improving regulatory control over
emissions associated with poor vehicle maintenance, gener-
ating positive externalities by encouraging innovation, en-
couraging domestic development of strategic technical com-
petency and intellectual property, reducing nonfinancial po-
litical and human suffering effects from war and political
instability, and promoting international environmental jus-
tice. However, because HEVs and PHEV's with smaller bat-
tery packs provide more air-emissions reduction and oil dis-
placement per dollar spent and offer lifetime costs compet-
itive with conventional vehicles, it is not clear that directing
near-term subsidies toward vehicles with large battery packs
would produce superior results on any of these objectives.
We should not forget that the most efficient policies would
target externalities directly, through mechanisms such as an
economywide carbon price, cap-and-trade policies, and gaso-
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line taxes. Such policies are generally understood to be far
more efficient than technology-specific subsidies, and we
should consider subsidies as an inferior substitute given the
political difficulties of implementing efficient market-based
policies that address the problem directly. In the absence of
such policies, federal subsidies and policies designed to en-
courage electrified vehicle adoption would produce more
benefit at lower cost for the foreseeable future by targeting the
purchase of vehicles with small battery packs.

Jeremy J. Michalek (jmichalek@cmu.edu) is an associate pro-
fessor of engineering and public policy and of mechanical en-
gineering at Carnegie Mellon University; Mikhail Chester is an
assistant professor in civil, environmental, and sustainability
engineering at Arizona State University; and Constantine
Samaras is an engineer at the RAND Corporation.

CHRISTOPHER WILSON

The Mexican Connection

“giant sucking sound” was the memorable de-

scription made by presidential candidate Ross

Perot during the 1992 campaign of the im-

pact that the North American Free Trade

Agreement (NAFTA) would have, as business

and jobs moved from the United States to Mexico. The re-
ality is that economic cooperation with Mexico has been a
boon for U.S. industry and has strengthened the country’s
competitive position in ways that have produced broad eco-
nomic benefits. Today, as China and other Asian countries
have emerged as major economic challengers, expanding
economic cooperation with Mexico is one of the best ways
for the United States to improve its global competitiveness.
Regional integration between the United States and Mex-
ico is already vast and deep. As the United States’ second
largest export market and third largest trading partner, Mex-
ico is clearly important to the U.S. economy. Merchandise
trade has more than quintupled since NAFTA went into ef-
fectin 1994, and in 2011, bilateral goods and services trade

reached approximately a half-trillion dollars for the first
time. The U.S. Chamber of Commerce has calculated that the
jobs of six million American workers depend on U.S.-Mex-
ico trade. Many of those jobs are in border states, which
have especially close ties to Mexico, but Mexico is also the
top buyer of exports from states as far away as New Hamp-
shire (mostly computers and electronics). In fact, 20 states,
from Michigan to Florida, sell more than a billion dollars’
worth of goods to Mexico each year, and Mexico is the first
or second most important export market for 21 states.
The United States and Mexico are also major investors
in one another. In fact, combined foreign direct investment
holdings now total more than $100 billion. According to
the most recent count by the Department of Commerce,
U.S.-owned companies operating in Mexico created $25 bil-
lion in value added and employed nearly a million work-
ers. Mexican investment in the United States is less than
U.S. investment in Mexico, but it is has been growing rap-
idly in recent years. Several of Mexico’s top companies, which
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are increasingly global operations, have made significant
investments in the United States. Mexicos Cemex, for ex-
ample, is North Americas largest maker of cement and con-
crete products. Grupo Bimbo, which owns well-known
brands such as Entenmannss, Thomas's English Muffins,
and Sara Lee, is the largest baked goods company in the
Americas. Even Saks Fifth Avenue and the New York Times
pported by significant Mexican investment.
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From competitors to partners
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pendently to manufacture goods and export them, but now
they work together to produce goods that are sold on the
global market. With their economies so intimately linked, the
United States and Mexico now experience the cycle of growth
and recession together. If they ever were economic com-
petitors, it is clear that they have now become partners that
will largely sink or swim together. Because they are in the
same boat, the United States and Mexico should develop a
joint strategy to increase regional competitiveness vis-a-vis
the rest of the world,

The groundwork is already laid, and several recent trends
are in North America’s favor. To begin with, Mexico and the
United States are among the most open economies in the
world. Through their extensive networks of free trade agree-
ments, the two countries have tariff-free access to more than
50 countries, including the large economies of the Euro-
pean Union and Japan. This presents a tremendous oppor-
tunity for jointly produced goods to be exported around the
world, something that could create jobs and improve the
trade balance of the United States. The key; of course, is get-
ting costs sufficiently low and productivity sufficiently high
that North American goods are competitive with their Eu-
ropean and Asian competitors.

Labor costs in China are rising while oil prices are in-
creasing transportation costs, and new advanced manufac-
turing techniques are making labor an ever-smaller portion
of the total cost of making a product. These factors have led
to what the Economist recently called the boomerang ef-
fect: Some companies that chased cheap wages in China in
the previous two decades have reconsidered their decision
to move production offshore. Some are now more inter-
ested in either increasing production in Mexico or moving

it back to the United States.

What is amazing is that North America is recovering its
competitiveness without much of a strategy. Imagine how
much more could be done if policymakers fully understood
and took advantage of this opportunity. Instead of simply

enjoying the moderate recovery of the manufacturing sec-
tor, the United States, Mexico and Canada should work as
partners to develop policies that could lead to a real resur-
gence of the region.

~ Without a doubt, each country must address a number of
domestic challenges. Many, such as education and fiscal re-
orm, are needed in Mexico and the United States. Mexico
0 needs to strengthen the rule of law, increase competi-
n, and improve productivity in the energy sector, and the
ed States needs to revamp its immigration system so
atit can continue to attract the most motivated and tal-
individuals to contribute to its economy. The regional
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policy options outlined below go hand in hand with these do-
mestic efforts, and together they have the power to truly re-
vitalize the regional economy.

Policy for a competitive region

The border. With an integrated regional manufacturing sec-
tor, the same goods cross the U.S.-Mexico border several
times as they are being produced. Consequently, the effects
of any barriers to trade, tariff or nontariff, are multiplied by
the number of border crossings that take place during produc-
tion. In the NAFTA region, tariffs are not a significant trade
barrier, but the importance of having efficient border man-
agement and customs procedures is difficult to overstate.

After NAFTA took effect and trade barriers fell, bilateral
trade skyrocketed, more than tripling by 2000. But after the
terrorist attacks of 9/11, a new approach to homeland se-
curity led to a “thickening” of the border. Trade and pas-
senger travel ground to a near halt. Although trade has been
moving since then, the new security concerns have meant
that there was never a return to the status quo. Between
2000 and 2010, legal entries of commercial trucks into the
United States at the southern border dropped by 41%. Since
then, several studies have attempted to estimate the cost of
increased border wait times on the regional economy, par-
ticularly of border communities. The results are varied, but
there is widespread agreement that border-related conges-
tion has had a multibillion-dollar effect on the U.S. and Mex-
ican economies.

Seeking to mitigate these costs, the U.S. and Mexican gov-
ernments developed the 21st Century Border initiative, which
is based largely on the idea that neither security nor effi-
ciency has to be sacrificed to improve the other. By expedit-
ing the flow of safe and legal border crossers and cargo, of-
ficials can focus more of their attention on seeking danger-
ous people and goods. This is the concept behind the trusted
traveler (SENTRI) and trusted shipper (FAST and C-TPAT)
programs in place at the Mexican border. Frequent border
crossers prove they are low risk by undergoing an extensive
background check and interview process. In return, they get
to use special lanes to quickly cross the border.

There is no silver bullet in border management, but these
programs are the closest thing. They make the border safer
while lessening the need for building more vehicle lanes at
entry ports and increasing the number of border staff. They
should be expanded and vigorously promoted. Where they
are in place, the United States should work with Mexican
officials to ensure that use of the dedicated express lanes
significantly reduces waiting times, so that there is an in-
centive to join the programs,




Moderate infrastructure investments are also needed, be-
cause although trade has quintupled, relatively few entry
ports have seen any major upgrades or expansions.
Public/private partnerships are an important mechanism
to bring needed funding to the border area, and the Depart-
ment of Homeland Security should work with Congress to
create secure and appropriate mechanisms to encourage
their use, if it determines that the current legal environment
excessively limits such use. Such partnerships have been
successful in some areas, but many border communities and
businesses would be willing to commit more resources to
facilitate travel and commerce.

Transportation networks. Given the importance of US.-
Mexico trade, the development of regional transportation
networks to facilitate trade is too important to leave to chance
and ad hoc processes. Local, state, and federal representatives
should and do have a voice in the process of guiding the de-
velopment of border infrastructure and the highway and
rail lines that link the interior states of Mexico and the United
States. What is lacking is a coherent and robust master plan-
ning process to ensure that strategic rather than political
interests are the guiding force behind border and trans-
portation infrastructure investments.

In 2006, California and Baja California took the initia-
tive to begin developing a regional master plan, an award-
winning project that many believe could be successfully
replicated. Other regions of the U.S.-Mexico border have
similar plans in various stages of development, but a true
master plan spanning the entire border would best facili-
tate the competitiveness of the United States and Mexico.

Customs. In addition to the cost of long and unpredictable
border wait times, importers and exporters must meet sig-
nificant documentation requirements, especially in order
to take advantage of the tariff preferences granted by NAFTA.
The agreement’s rules of origin, for example, stipulate that
only products from the United States, Canada, or Mexico
should get preferential treatment. This means that firms
must maintain records proving that their products, and
sometimes the parts contained within them, were made or
sufficiently altered within the NAFTA area. This paperwork
burden can at times be substantial, especially for small- and
medium-sized businesses.

In theory, the way to solve this issue is to create a cus-
toms union (like that of the European Union) with a set of
common external tariffs for all nonmember countries. With
a common tariff, the movement of goods within the region

would be subject only to security checks, because customs
requirements would all be addressed as goods enter or exit
the perimeter of the customs union. In practice, this would
be very difficult to achieve in North America, given the
number of trade agreements each country is party to and
the various industries each has sought to protect while ne-
gotiating those agreements.

As has been suggested by former U.S. Trade Representa-
tive Carla Hills, a more appropriate approach may be to take
things product by product. For goods that already face sim-
ilar external tariffs in each of the NAFTA countries, nego-
tiations could be started to have tariffs lowered to the low-
est of the three. When a common external tariff is reached
for a product, it could then be exempted from most cus-
toms requirements at the United States southern and north-
ern borders.

A regional partnership for global trade issues. In order
to develop a North American export platform, the NAFTA
countries should begin to see themselves as an economic
alliance. The countries of North America should, when-
ever possible, engage the global community as partners on
trade issues. It may often make sense for the United States,
Canada, and Mexico to jointly approach third countries to
resolve trade disputes, given the integrated nature of re-
gional manufacturing.

Fach of the three North American countries has made a
strategic decision to strengthen its engagement with Asia.
Given the dynamism of so many Asian economies, this is
entirely appropriate. A strategic question, though, is whether
they should each make this pivot individually or dosoasa
bloc. The United States is currently engaged in trade nego-
tiations with a number of Pacific Rim countries to form the
Trans-Pacific Partnership. Both Mexico and Canada have
signaled their desire to join the negotiations, and finding a
way to bring them in is the right strategic move for the
United States. The Trans-Pacific Partnership has the poten-
tial to actually deepen North American integration, strength-
ening rules on topics such as intellectual property rights.
With full regional participation, it would also open new
markets for jointly produced goods.

Christopher Wilson ( chr:'stopher:wi!san@wilsoncentemrg) is an
associate at the Mexico Institute of the Woodrow Wilson Inter-
national Center for Scholars in Washington, DC, and the au-
thor of the 2011 Wilson Center report Working Together: Eco-
nomic Ties between the United States and Mexico.
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