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The North American Free Trade Agreement
has made U.S. immigration problems worse. Princeton
researcher Douglas Massey explains how the European
.;1...model of economic integration could solve them.
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democracies is linked in a successful econorhic union that has dramatically increased trade, commerce
and living standards. To the south, a much poorer nation is undergoing a transition to democracy after de-
cades of anthoritarian rule, at the same time moving to open its formerly closed economy to international

investment and exchange. As part of its broader transforma-
tion, the southern nation asks to join the economic union
its north.

Many residents in the north are wary. After all, the south-
ern country has just ended decades of one-party government,
and its comumirment to democracy is uncertain, Decades of
protectionism have left it with & bloated and inefficient bu-
reaucracy, a motiey collection of money-losing state-owned
enterprises, antiquated transportation and communication
networks, an underdeveloped banking and monetary sys-
tem, a legal structure of questionable integrity, and a welfare
siate that is far less generous than the safety nets prevailing
to the north. Given these deficiencies, it is hardly surprising
that income in the southern nation remains a small fraction
of that in the north. And given the southern country’s high
fertlity rates and young population, 1t’s also unsurprising
that the nation has hisrorically sent large numbers of mi-
grant workers northward.

Northern policymakers have a genuine dilermnma.

On the one hand, admitting the southern nation as a full-

fledged member will expand the size of the union’s internal

market, offer northern producers access 1o less expensive
labor, create new opportunities for northern investors, and
give residents of cold-weather climates new and sunny tour-

ism and retirernent options. Membership might also help
to institutionalize democratic rule and economic reforms in
the southern country.

On the other hand, granting full membership to their
poor southern neighbor could, some fear, prompt a wave
of factory closings and job losses, as northern firms estab-
lish new plants in the south to take advantage of lower la-
bor costs. Other northerners fear that southern workers,
suddenly free to cross borders, will migrate northward by
the thousands in search of higher earnings. Some outline
a doomsday scenario: Cities in the north would come 10
house setf-contained enclaves of low-skill workers who resist
assimilation into the host society.

The foregoing scenario is not hypothetical, of course. It
was a concrete problem that policymakers faced during the
last quarter of the 20th century in the United States -~ and
in Burope.

Spanish President-for-life Francisco Franco died in 1975,
ending four decades of fascist rule and ushering in a shift to
constitutional democracy and economic reform. As part of
its bid to modernize, Spain applied to enter the European
Union in July 1977, which led to a prolonged negotiation
that culminated in the nation’s admission on Jan. 1, 1986
(along with its neighbor Portugal),
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be quite different — and so did
the results of those unions.

TALE OF TWO INCOME GAPS The income gap between the U.S. and Mexico increased — in absolute
and relative terms - after Mexico entered NAFTA. But in Europe, wealthier EU countries provided econom-
ic assistance to Spain, and the absolute income gap between Spain and northern Europe stayed roughly
the same — meaning that, as overall income rose, the refative size of the gap decreased sharply. Because
of this decrease and other changes brought about by EU assistance, Spain transformed from a net exporter
to a netimporter of labor. (Income figures in adjusted U.S. dollars. Source: Penn World Table Version 6.2.)

For Spain, the EUJ adopted
full economic integration as
the preferred goal, and sub-
stantial resources - equiva-
lent to tens of billions of U.S.
dollars — were made available
to modernize Spanish institu-
tions and infrastructure so
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In North America, meanwhile, a series of economic and
political crises during the 1970s and 1980s led 1o a restruc-
turing of Mexico’s political economy and to the emergence
of competitive elections that challenged the ruling party’s
monopoly. To institutionalize economic reforms and at-
tract foreign investment, in 1989 Mexican President Carlos
Salinas de Gortari asked to join a free-trade agreement
Canada and the United States had recently conciuded.
After several years of negotiations, on Jan. 1, 1994, Mexico
joined the two countries in the North Asnerican Free Trade
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northern neighbor has con-
tinued unabated as efforts to
increase border enforcement have backfired, encouraging
Mexican migrants in the U.S. to remain and actually in-
creasing net undocumented migration.

Although you wouldn’t guess it from the current U.S. im-
migration debate or presidential campaign, many authoritative
studies of EU integration and NAFTA reveal a clear lesson: If
the money devoted to U1.S. border enforcement were instead
channeled into structural adjustment in Mexico, as was done
by the EU for Spain, unauthorized migration would likely
disappear as a significant demographic and political issue in




CAUTION: NAFTA AT WORK

North America. This assertion is not a matter of ideological
belief or airy theorizing; it is based on authoritative econormic
measurements and real-world experience,

n 1978, after a short period of deliberation, EU mem-~
ber states, then known as the Furopean Economic
Community, rewarded Spain for its transition to de-
mocracy and economic liberalization, entering seri-
ous negotiations to specify how it might join the EU
¢ as a full member. In doing so, BEuropean officials built
E’g on their earlier success with Greece, a poorer nation
that had already been successfully integrared. Negotiators on
both sides had two central aims: They wanted to integrate
Spain’s markets with those of northern Europe by specifying
institutional, financial and legal changes that Spain would
have to make; and they hoped to harmonize Spanish social
systems with those in the north by requiring specific reforms
in the administrarion of education, social welfare, criminal
justice and employment.

European Union negotiators did not try to make Spain’s
social and economic institutions identical to those in north-
ern Europe. Rather, they sought to begin moving them to-
ward convergence,

Before 1986, institutional change in the Spanish econ-
omy was slow and incremental, according to data from
the Center for International Comparisons of Production,
Income and Prices at the University of Pennsylvania. In the
decade between Spain’s EU application and its final acces-
sion, the country’s “openness index” (defined as the share
of gross domestic product devoted to international trade)
continued to rise slowly. Following accession, however,
structural economic change occurred at 2 rapid pace, and
from 1986 to 2004, the openness index more than dou-
bled. Over this peried, the share of workers employed in
agriculture fell by roughly two-thirds, the share in services
increased by more than 20 percent and the share in in-
dustry held fairly steady. These structural transformations
were accompanied by major dislocations. Spanish unem-
ployment rose from just 4.4 percent at Franco’s death to
peak at 24 percent in 1994 before slowly declining, finally
dropping below 10 percent in 2004,

Although income rose after Spain joined the EU, the in-
crease was niot fast enough to close the gap with its northern
neighbors. In fact, the absolute size of the north-south gap
in income - that is, the gap in gross domestic product per
capita — remained fairly constant until Spain’s application
for BU entry. Thereafter, it widened slightly before resum-
ing a pattern of economic growth that was parallel with
northern Burope’s.

This income gap ocught to have driven migration from
Spain into northern Europe, according to a theory of mi-
gration long accepted in many political science circles, often
called the neoclassical model. Under that theory, as long as a
positive wage gap exists, moving costs are small and there is no

legal barrier to moving, people have an incentive to migrate.

But the neoclassical theory didn’t desecribe modern
Eurcpean reality.

In 1954, an average Spaniard earned roughly $4,000 a
year, in adjusted terms, while an average northern BEuropean
earned some $8,000. By moving to the north, the Spaniard
had a theoretical possibility of doubling his income — a rea)
incentive for migration.

In 2004, though, the average Spaniard was making some
$21,000 and the northern European roughly $26,000. There
was still a wage gap, but the Spaniard couldn’t hypothetically
double his income by migrating; the potential $5,000 increase
in income represented a much smaller income premium of,
very roughly, 25 percent, and a lesser incentive to migrate.

Under the conditions described, neoclassical theory
predicts a continuing outflow of migrants from Spain to-
ward higher-income countries, as had happened in the past.
During the economic boom years from 1967 to 1973, Spain
was sending our around 100,000 temporary and 100,000
permanent enxigrants per year, vielding a net outflow of be-
tween 100,000 and 150,000 persons per year to destinations
in Europe.

The recession of 1974 pushed the outflow to near zero,
but after 1977 it rose to between 50,000 and 100,000 per-
sons, a level that continued into the 1980s. The fear that EU
membership would unleash a new wave of Spanish emigrants
thus had justification both in theory and in experience.

But Spain’s entry into the EU did not increase migration
into northern Europe. Instead, during negotiations lead-
ing up to Spanish accession, temporary migration began
to fall; after EU entry, the number of migrants retarning
t0 Spain rose. In 1991, for the first time in history, Spain
received more Spaniards than it sent out. The inflow has
continued since then, the predictions of neoclassical mi-
gration theory notwithstanding.

hat happened in Spain is best
understood in terms of a mod-
el proposed as an alternative to
neoclassical economic theory; it
is commonly known as the new
economics of labor migration. A
¢ comprehensive review of studies
conducted by me and a panel of distinguished international
colleagues has shown that total income is not the only factor
driving decisions to migrate. Among other things, research
by Oded Stark, an economics professor at the University
of Bonn, Germany, and J. Edward Taylor, a professor of re-
source economics at the University of California, Davis, has
shown that people migrate in response to relative incomes.
The decision to migrate also appears to be driven more by a
lack of access to markets for capital than by geographic dif-
ferences in expected wages.
Although some people do migrate to maximize earnings,
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many others move abroad to finance the acquisition of a home,
a business or land in the absence of vizble lending markerts.
For example, according to a 1995 study by Laura Huntoon,
a professor of planning at the University of Arizona, Spanish
migrants to Germany came disproportionately from regions
with high interest rates and returned to purchase houses with
money they had saved in the north. The absence of well-de-
veloped social insurance and pension programs has also been
shown to spur emigration.

Although Spanish entry into the EU may have failed to
eliminate north-south differentials in income, it did miti-
gate the various market and insurance failures that had
been driving migrants outward for decades. These problems
were addressed with considerable assistance from the EU%
wealthier countries. In recognitrion that structural economic
change is expensive and time-consuming, the BtJ made
available “structural adjustment funds” to Spain to subsi-
dize the modernization of its infrastructure.

The BEuropean Social Fund was established to invest
money in education, vocational training and occupational
retraining, increasing workers” ability to adapt to industrial
change and promoting greater mobility and fexibility. The
European Regional Development Fund was founded to in-
vest in regions with average incomes of less than 75 percent
of the EUJ average, hoping to redress geographic imbalances
and promote the construction and renewal of infrastructure.
Finaily, the European Cohesion Fund was created to invest in
environmental protection, human health and transportation.

Although there have been flucruations in response to
economic cycles, the size of these transfers has steadily
grown. From levels of zero before it joined the EU, transfers
to Spain from the European Regional Development Fund
grew to $3.5 billion in 1999, Transfers from the Exropean
Social Fund totaled around $2 billion per year in 1999,
and after its inception in 1992, transfers from the Social
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Cohesion Fund rose to peak at around $1.7 billion in 1996
before dropping back to around $1.2 billion in 1999. EU
investiments in Spain from 1986 to the end of the 20th cen-
tury totaled at least $51.9 billion,

These funds, and the institutional convergence and mar-
ket harmonization they enabled, led to the curtailment of
emigration from Spain — despite the persistence of a large
north-south gap in national income and continuing high
domestic unemployment. Rising access to rmarkets for capi-
tal, credit and insurance, ongeing improvements in pub-
lic infrastructure and a decline in the relative income gap
transformed Spain in & few short years from a net exporter
to a net importer of labor and made it an integral part of
FHuropean society.

arket unification played out very
differently in North America,
and so did immigration patterns.
Unlike their European counter-
parts, Canadians and Arnericans
were unwilling to commit to fuli-
i blown political and economic in-
tegration within North Armerica, despite their desire for
greater trade and investment opportunities to the south.
U.S. officials led the way in negotiating a limited integra-
tion of North American markets that paid virtually no
attention to institutional and social concerns and pro-
vided no assistance whatsoever to Mexico to undertake
necessary structural adjustments, As Maxwell Cameron
of the University of British Columbia and Brian Tomiin
of Carleton University have shown, Mexican President
Salinas and his technocratic ministers tolerated this one-
sided negotiation because they very badly wanted a trade
agreement, for the same reasons that Spain sought entry
into the EU: o institutionalize economic reforms and to
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attract new foreign investment. The
Mexicans were just dealing with less
enlightened negotiating partners,

The first Bush administration took
advantage of asymmetries of power
and wealth to drive a very hard bar-
gain, one that secured maximum U.S.
access to Mexican rescurces and mar-
kets while conceding as little as pos-
sibie to Mexico. U.S. firms gained
access to Mexico’s financial, agricul-
tural, energy, textile and manufactur~
ing sectors, but Mexican firms were
blocked in their efforts to access the
U.S. transport, agricultural and textile
sectors. While Mexice was forced ulti-
mately to dismantle its system of agri-
cultural subsidies and tariffs, the U.S.
was able to keep most of its own.

Although labor and environmental
concerns were subsequently addressed in weak and nebu-
lously worded “side agreements” during the Clinton ad-
ministration, little attention was paid to structural integra-
tion or institutional harmonization, U.S. trade representa-
tives summarily rejected structural adjustment subsidies,
social harmonization policies, provisions for labor mobility
and immigration reform as unfit even for discussion. In
contrast to the EU program of comprehensive integration,
the NAFTA program was one of selective integration and
unilateral action.

Mexico’s economy nonetheless behaved in a manner that
was remarkably similar to what was observed in Spain. With
its entry into the General Agreement on Tariffs and Trade,
Mexico’s economy began to open, slowly at first but then at
an increasing pace after the enactment of NAFTA in 1994,
By 2002, Mexico’s openness index was at about the same
level as Spain’s, and total trade between Mexico and the ULS,
stood at around eight fimes its 1986 level.

These huge increases offer unambiguous evidence of
integration in North Ametican markets — except for one.
Under NAFTA, the U.S. categorically rejected the idea of

A 2006 exhibition celebrating the 20th anniversary of Spain and Portugal’s EU entry

drew an audience that included (left to right) European Commission President José Manuel
Barroso; Josep Borrell Fontelles, president of the European Parliament; Spanish President
José Luis Rodriguez Zapatero; and José Sécrates, the Portuguese prime minister.

integrating labor markets. To finesse the obvious contradic-
tion in policy — geographical shifts in production and com-
merce, after all, strongly imply shifts in labor to service them
- the U.S. embarked on a unilateral militarization of the
Mexico-TLS. border. Rather than transferring resources to
Mexico to assist its structural transformation, as in the EU
model, under NAFTA the U.S. transferred resources to its
southern border to block the inflow of migrant workers.

After Mexico’s entry into GAT'T, expendirures for bor-
der enforcement increased noticeably. But the rise is noth-
ing compared with what happened after Mexico’s entry into
NAFTA eight years later. The Border Patrol mushroomed
from around 4,200 officers in 1994 to more than 11,000 in
2002, and the INS budget grew from $1.6 billion to $6.2 bil-
lion. Whereas the wealthier nations of the EU transferred $20
billion in structural adjustument subsidies to Spain during the
first decade after market unification, the U.S. spent $32 bil-
lion to harden the border with its newest trading partner.

In the absence of any efforts toward structural integra-
tion or political harmonization, NAFTA has not been suc-
cessful in reducing either the absolute or the relative gap in
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GDP per capita between Mexico and its neighbors to the
north. On the contrary, the north-south income gap grew at
an increasing pace after 1994. Whereas the north-south gap
stood at $17,700 in 1986, by 2004 it had reached $24,100
— a larger income gap in both relative and absolute rerms
than had existed pre-NAFTA.

Given the increasing Mexico-U.8. income divide and the
lack of institutional harmonization, it is unsurprising that
migration between Mexico and the U.S. has not dimin-
ished. Before 1994, legal immigration to Mexico fluctuated
without any consistent trend; after Mexico joined NAFTA
in 1994, the trend has been unambiguously upward, albeit
with sizeable oscillations,

Undocumented migration is more difficult to assess. But
analyses of data from the Mexican Migration Project — a
binational study directed by me and Jorge Durand of the
University of Guadalajara that since 1982 has conducted
yearly surveys among documented and undocumented mi-
grants on both sides of the border — suggest that the U.S.
strategy of partial economic integration with no structural
assistance and massive amounts spent on border enforce-
ment has not only failed but backfired. By concentrating en-
forcement resources in particular sectors along the border,
U.S. policies diverted immigration fiows to more remote
crossing sites, where the odds of apprehension were lower
but the risks of death and injury were higher, researcher Pia
Orrenius at the Dallas Federal Reserve has shown.

Despite the new risks and costs, Mexicans have not
stopped coming 1o the U.S.; they simply curtailed circular
movement, lengthening stays north of the border and set~
tling down in growing numbers. The effect of U.S. policies
has thus been to increase the net rate of undocurmnented
migration to the U.S. Rather than falling rates of emigra-
tion and declining relative income gaps — the outcomes ob-
served following Spain’s accession to the EU — in the wake
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of NAFTA, North America has witnessed a widening of the
north-south economic gap and an acceleration of both legal
and illegal immigration.

ome might argue that Mexico™s entry into
NAFTA is not comparable to Spain’s entry
into the EU, After all, despite the paraliels
noted above, the gap in living standards be-
tween Spain and its northern neighbors was
¢ not as great as that between Mexico and the
2 U.S. and Canada,

Even so, a natural experiment is under way, with cases
that more closely approximate the Mexican example. In
2004, 10 relatively poor states from Eastern Europe entered
the EU, joined by two more in 2007, The new states enter
under terms similar to those enjoyed by Greece, Portugal
and Spain. They are eligible for structural adjustment subsi-
dies from the Cohesion, Regional Development and Social
funds, and residents of all nations will enjoy free labor mo-
bility by 2014,

The largest of the new EU members is Poland. Although
its population is roughly the same size as Spain’s was upon its
accession, after more than 40 years of communism its pro-
ductive infrastructure is less advanced than was Spain’s, and
its current per capita GDP is much closer to that of Mexico.
Indeed, the trajectories of national income in.Poland and
Mexico are similar. The two countries also experienced very
similar transitions to the market, at least when measured by
the openness index.

Poland is the largest of the new EU entrants; it is also
wealthier than most of the others. So I have also looked at
development indicators in Mexico and Poland in compari-
son with Romania, one of the poorest of the recently admit-
ted nations.

Despite obvious social and cultural differences, these
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three nations line up at roughly the same level of economic
development (see table below), There is certainly lHitle evi-
dence to suggest that the integration of Eastern EBuropean
nations into the EU poses a greater chailenge than the inte-
gration of Mexico into the North American market, Yet the
EU continues on the successful integrative path it blazed in
Greece and Spain. ‘

And despite the glaring failures of the NAFTA model to
deliver economic growth, political stability and controlled
migration, the U.S. persists in its commitment to unilateral
border militarization and selective economic integration.
When Mexican President Vicente Fox in 2001 proposed
a revamped “NAFTA-plus” that would include a develop-
ment fund to support infrastructure development and pov-
erty alleviation, he was firmly rebuffed by Bush administra-
tion officials who, Sarah Anderson of the Institute for Policy
Studies has reported, dryly noted that “we’re no longer in
the business of Marshall Plans.”

The U.S. has not only refused to reconsider the failed pol-
icy of assuming that free trade will solve social and economic
probiems in the Americas; it has also moved to compound its
earlier errors by extending the experiment to other countries
in the western hemisphere. The Central American Free Trade
Agreement, finalized in 2004, was negotiated along lines
similar to those of NAFTA and offered U.S. interests greater
access to markets in Costa Rica, El Salvador, Guaternala,
Honduras and Nicaragua. But it made no concessions on
labor mobility. It also offered no financial assistance to coun-
tries facing wrenching stractural adjustments.

The EU’s approach to regional integration offers a prov-
en model of success for the spread of prosperity and the

SELECTED DEVELOPMENT INDICATORS IN MEXICO,
POLAND AND ROMANMIA

DEVELOPMENT INDICATOR MEXICO POLAND ROMANIA
DEMOGRAPHY

Life Expactancy 756 75.2 71.9
Total Fertility Rate 2.31 1.26 1.38
EDUCATION

Literacy Rate 81.0 99.8 973
ECONOMICS

Unemployment Rate 3.2 14.9 6.1
Poverty Rate 40.0 17.0 25,0
Public Debt as Share of GDP 207 49.1 214
GDP COMPOSITION

Agriculture 39 4.8 10.9
Industry 257 31.2 347
Services 70.5 640 558.2
TELECOMMUMICATIONS

Phone Lines per 1,000 180 306 197
Cell Phones per 1,000 438 758 599
Internet Users per 1,000 171 275 222

Three men strolf among the border fortifications betwaen Nogales,
Ariz,, and Sonora, Mexico, in the spring of 2006,

beneficial management of international migration. Despite
initial misgivings by some EU members, the poor four —
Ireland, Spain, Portugal and Greece — were successfully
integrated into the system. Ireland prospered abundantly as
its per capita income rose from 63 percent to 111 percent
of the EU average. Although absolute income gaps persisred
for the other countries, the relative size of the income dif-
ferential fell everywhere.

Institutional harrmonization and rising relative incomes led
to the rapid reversal of long-standing trends and the remark-
able transformation of all four nations into immigrant-receiv-
ing societies, There is no practical reason why the same modet
cannot be applied in North America and, once NAFTA is
functioning effectively, to Central and South America.

The only barrier to realizing this dream is the reluctance
of American leaders and the general public 10 define Latin
Armericans as “us” rather than “them,” or to see Latin and
Anglo-Americans as common citizens in a cooperative
American union of equal and independent states. This vi-
sion is no less achievable in the Americas than it is in Europe,
Indeed, foliowing the European mode! of integration offers
the only realistic way out of the current quagmire of stalled
economic growth, uncontrolled immigration and corrosive
political bickering in North America. i

Douglas Massey is the Henry G. Bryani Professor of Sociology

and Public Affairs ar Princeton University and president of the
American Academy of Political and Social Science.
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