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Abstract. This paper is concerned on how the Trump administration treats Mexico as testing ground in terms of trade and
immigration, two major subjects on which the US president promised a radical policy shift. The main objective of this paper
is to demonstrate that the announcement of the new immigration law, known as the Reforming American Immigration for
Strong Employment (RAISE), and the immigration policy as a whole are the reflection of racism and white supremacy of
the Trump administration. We analyze how the current account deficit between Mexico and the United States has been
used as an anchor for the immigration policy, and also, we analyze the realistic theory of international relations, according
to which, power is at the center of all types of free trade agreements. According to these analyses, we point to the next
structural problems: (i) the racism and white-nationalism in the Trump administration, (i) the causes and consequences of
power and the degree of exploitation in the trade relationship between Unites States and Mexico, (iii); that the trade deficit
reduction of US with NAFTA partners is not a reflect of Fair Play in a World Trade and, therefore, is unsustainable in the long
term, and (iv) that the Gross Domestic Product (GDP) growth in the first quarter of 2019 (3.2 percent) of the United States
is not the measure of the economy or import tariff, it is a result of a big corporate tax cut which necessarily mean a higher
corporate benefits.
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Resumen. Este articulo describe cdmo la administracion de Trump trata a México como un campo de pruebas en términos
de comercio e inmigracion, dos temas importantes respecto a los cuales prometié un cambio radical de politica. Asi,
el objetivo de este trabajo es demostrar que el anuncio de la nueva ley de inmigracion, conocida como Reforma de la
Inmigracion Estadounidense para un Empleo Fuerte (RAISE, porsu sigla eninglés) y la politica de inmigracion en su conjunto
son el reflejo del racismo y la supremacia blanca de la administracién Trump. Se analiza el déficit en cuenta corriente
entre México y Estados Unidos, que se ha utilizado como ancla para la politica migratoria. Asimismo, se destaca la teorfa
realista de las relaciones internacionales, segln la cual el poder esta en el centro de todo tipo de acuerdos comerciales
liberados. Dado lo anterior, se sefialan los siguientes problemas estructurales: (i) el racismo y el nacionalismo blanco en la
administracién Trump; (ii) las causas y las consecuencias del podery el grado de explotacién en la relacion comercial entre
Estados Unidos y México; (iii) que la reduccion del déficit comercial de Estados Unidos con los socios del Tratado de Libre
Comercio de América del Norte no es un reflejo del Juego Limpio en el Comercio Mundial y, por lo tanto, es insostenible a
largo plazo, y (iv) que el crecimiento del Producto Interno Bruto (PIB) en el primer trimestre de 2019 (3,2 %) de los Estados
Unidos no es la medida de la economia o el arancel de importacion, sino el resultado de un gran recorte de impuestos
corporativos para que este sector logre mayores beneficios.

Palabras clave: Déficit comercial, salarios, poder, nacionalismo blanco.

Introduction

Immigration and trade are now at the forefront of the United States (US)-Mexico debate. By hearing
the term NAFTA (North American Free Trade Agreement) many readers think that the economic
relationship between US, Mexico and Canada is good with respect to economic integration. However,
the process of political and commercial relations between Mexico and the US have been, and will
always be, relations based on power imbalance. During the last years, the Mexico-US border is
witnessing commercial and migratory conflicts like never before. In this perspective, Donald Trump
is pledged to rewrite the NAFTA, and has referred to it as “one of the worst trade deals ever made”.

In addition to the economic dimension, the immigration issue between both countries was crucial
in the 2106 presidential campaign of Trump. To understand and contextualize the immigration policy
of Trump, it is important to analyze his election in a context of white supremacy. In his presidential
announcement speech campaign, Trump threats towards Mexico have been increasing. For him, Mexico
is the real border problem of US security. In June 2015, he mentioned that: “They’re sending people that
have lots of problems and they’re bringing their problems”, he said. Additionally, he claimed: “They’re
bringing drugs, they’re bringing crime, they’re rapists, and some | assume are good people, but | speak
to border guards and they tell us what we are getting”. He promised that, as President Trump, one of his
first actions would be to build a “great, great wall on our southern border, and | will make Mexico pay for
that wall” (Time Staff, 2015). We will be discussing this in the next section.

Some theoretical approaches to international trade

and immigration policies

Over the past three decades, international trade and immigration has risen in prominence as a tool
within social phenomena. White and Tadesse (2010) present a view of immigration and international
trade in a sense of cultural diversity. At the same time, they offer a detailed understanding about how
immigrants increase trade flows by exploiting superior information regarding host country markets
and home country markets and/or by acting as conduits that bridge cultural differences between
their host and home countries.

Christina Boswell (2010) describes some additional characteristics such as “pull factors”,
international migration and forced displacement. She notes that: “In the case of economic migration,
push factors would typically include economic conditions such as unemployment, low salaries or
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low per capita income relative to the country of destination. Pull factors would include migration
legislation and the labor market situation in receiving countries” (Boswell, 2010, p. 3).

Itisimportantto bearthatseveral researchersanalyze the discussion of racism and white supremacy
of Trump’s campaign under different approaches. According to Inwood the “Trump’s rise to political
power in the context of a white counter-revolutionary politics that emerges from specific geographic
configurations of the US racial state and historical trajectories of anti-Black racism” (Inwood, 2019,
p.580). The view imparted on his campaign speech (and his presidency) may be further explored in
order to shed light on his intention of racism and white supremacy policies (Harkinson, 2016), which
will need to be considered later on.

Guess (2006) introduced another perspective, arguing that: “Racism by consequence then is reflected
in differential educational opportunities, economic differentials between whites and non-whites,
residential segregation, health care access, and death rate differentials between whites and non-whites”
(p.652). Thisis especially true if we consider the income and wealth gaps between white and nonwhite
households and the decrease of the net government expenditures for nonwhite people.

By contrast, Feagin analyses the term white supremacy through another approach. He points out that

The term White supremacy emphasizes an ideology of White superiority and reflects the creation of
“White” and “Black” identities by the White founders of this Nation. The all-encompassing phrase | prefer
is systemic White racism. This phrase refers to the system of racist domination and oppression and its
consequent racial inequality that has been created, maintained, and legitimized by those who subscribe
to the White supremacy ideology. (Feagin, 2012, p.79)

Both the policies and ideology of the Trump administration have been shown in practice and in
speech to a high degree of discrimination and have inspired violence such as El Paso shooting in
August 3,2019, that killed 22 people (Schaefer & Baldas, 2019). Recent events such as completion the
border wall with Mexico, restriction of legal immigration, reducing the number of asylum seekers, is
what Feagin (2012) called: “white racial frame”.

As we can see, added to the already white counter-revolutionary, Maskovsky (2017) presented
a view of “white nationalist postracialism”. The basic philosophy behind this approach is “the
paradoxical politics of twenty-first-century white racial resentment whose proponents seek to do
two contradictory things: to reclaim the nation for white Americans while also denying an ideological
investment in white supremacy” (Maskovsky, 2017 p. 433).

The research question is whether or not Trump’s immigration policy contributes to reducing the
deficit on the balance of trade, this is a question that is often missing in the literature. To overcome
this problem, we analyzed approaches from different scholars. Girma & Yu (2002), Peters (2017), and
Clausing (2019) document the importance of Free Trade Agreement (FTA) and the immigration issue.
Hoppe (1998) has observed the existence of elastic substitutibility between immigration and FTA,
where “(rather than rigid exclusivity): the more (or less) you have of one, the less (or more) you need
of the other” (Hoppe, 1998, p. 224). As Papadimitriou points out (Kregel, 2019):

The rise of nationalist political movements and governments has been partly abetted by a sense of conflict
between the forces of globalization and mounting demands for national sovereignty in economic affairs.
Increasing global market integration creates unstable dynamics that constrain national policy space,
while calls for international cooperation or global governance structures to address these dynamics can
themselves reinforce the impression of an erosion of national control, heightening domestic backlash. (p. 3)

The US-Mexico bilateral economic and trade relationship are facing tensions during the Trump
administration. The 3145 km border that both countries share has known historical episodes of war,
invasion, immigration, among others. When each country reached their independence, the United
States grew at an accelerated pace through technology, strategic planning regarding the unification
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of the country, where each State retained its sovereignty, freedom and independence (Article Il of
the American Constitution), meanwhile, Mexico experienced an accelerated growth rate during the
decade of the 40’s until the mid-seventies with the implementation of the Industrialization model via
Import Substitution.

However, since 1970s’, Mexico experienced one of its worst crises in history, the well-known
lost decade, where Mexican decision makers had to accept neoliberal measures, also known the
Washington Consensust and the liberalization of trade by the International Monetary Fund (IMF) as
an important condition to reestablish Mexico’s economic growth. Thus, the results of these strategies
contributed to Mexico being able to settle the debts it had with US institutions. In this context,
Ocampo (2014) noted:

The debt crisis of the 1980s is the most traumatic economic event in Latin America’s economic history.
During the “lost decade” that it generated, the region’s per capita GDP fell from 112 percent to 98 percent of
the world average, and from 34 per cent to 26 percent of that of developed countries. (Ocampo, 2014 p.1)

At the beginning of the 1990s’, under the IMF’s recommendations, Mexico decided to apply a
commercial policy and financial liberalization with the objective of increasing exports, moving from
an Import Substitution Model (ISM) to one of Export Substitution (ES). These strategies had some
positive impacts on almost all macroeconomic variables. Furthermore, this period is often called the
“export miracle of Mexico”, due to the export growth especially to the US market. However, it should
not be forgotten that net exports are lower than gross exports, since the inputs needed to import to
produce goods to be exported are more expensive.

In addition, it must be mentioned that the majority of Mexican exports to United States are labor-
intense goods not capital-intense goods. According to labor theory, there is a degree of exploitation
in a trade relationship between developed and developing countries. As Cohen (1979) notes in his
proposal Labor Theory of Value and the Concept of Exploitation:

the exchange-value of a commaodity varies directly and uniformly with the quantity of labor time required

to produce it under standard conditions of productivity, and inversely and uniformly with the quantity

of labor time standardly required to produce other commodities, and with no further circumstance. The
first condition alone states the mode of determination of value tout court.

The rate of exploitation= surplus value
variable capital
=surplus value
value of labor power
=time worked - time required to produce the worker
time required to produce the worker. (pp. 340-341)

The equation above represents the degree of exploitation that exists between workers and
employers in the international labour market. In this regard, it is important to remember that although
international trade has many benefits for developing countries, usually linked the opportunities for
economic development and export-led growth, they are nonetheless, developed countries will seek to
maximize profits from exploitation and protection of their variously acquired technological innovation
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advantages. In the logic of balance of power, International relations strengthening of the innovation
systems and the military capability will produce a dominant position against developing countries.

So, in the last US presidential election, Donald Trump used an economic and political nationalist
discourse as a guiding thread not only as a candidate (Make America Great Again), but also as
president of the United States. He has considered the NAFTA “the worst trade deal ever made”
(Applebaum, 2018).

The deficit of the current account of United States with Mexico during the last years provoked the
implementation of a whole series of strategies to change the relationship between both countries.
In this specific case, the administration of Donald Trump, supported by some senators, announced
last year a new immigration law based on merit known as the RAISE (American Immigration Reform
for Strong Employment) act in order to reduce the number of legal immigrants. The argument is that
a reduction in legal immigration, American workers would be able to have a better job offer and get
larger pay increases.

Table 1. US trade deficit with Mexico (US million).

Year Export Import Total Trade balance
2010 163,664.60 229,985.60 393,650 -66,321.00
2011 198,288.70 262,873.60 461,162 -64,584.90
2012 215,875.10 277,593.60 493,469 -61,718.50
2013 225,954.40 280,556.00 506,510 -54,601.70
2014 241,007.20 295,730.00 536,737 -54,722.80
2015 236,204.00 296,401.20 532,605 -60,197.10
2016 229,701.70 294,055.90 523,758 -64,354.10
2017 242,988.70 314,045.20 557,034 -71,056.50
2018/1 63,933.20 82,185.50 146,119 -18,252.20

Source: United States Census Bureau, 2020

The strategies applied during the first weeks of the Trump administration were the cancellation of
the Trans-Pacific Partnership (TPP) and also requested Mexico and Canada to renegotiate the NAFTA
(North American Free Trade Agreement) as corrective measures of the imbalances of international
trade in the United States. Under this perspective, the central problems Atkinson (2015) identified
were that advanced economies faced increased competition from countries where wages of unskilled
workers are lower is that he also promised the construction of a wall to prevent the passage of illegal
immigrants from Central America and Mexico to the United States.

From a political realism perspective, we can say that the Trump administration considers power and
threats as the main means to achieve ends of any kind. It is important to mention that within the scope
of international relations, the concept of power has been transformed during the last decades by the
urgent need to solve common problems between countries. The analysis of power has been debated
by several academics such as: Nicholas J. Spykman (1942), Reinhol Niebuhr (1959), Hans Mrogenthau
(1948), George F. Kennan (1951), and Henry A. Kissinger (1957) in the United States during the forties.

During the middle part of the 20th century, the concept of power has risen his prominence
raison d’étre in the international sphere and play a crucial role in the nature of foreign policy, thus,
the search of power is identified as the struggle for survival. Consequently, Spykman’s approach
of power is one of the most relevant contributions in the foreign policy realism. In this regard,
Spykman (1942) mentioned:
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In the last instance only power can achieve the objectives of foreign policy. Power means survival, the
ability to impose once’s will on others, the capacity to dictate to those who are without power, and the
possibility of forcing concessions from those with less power. Where the ultimate form of conflict is war,
the struggle for power becomes a struggle for war power, a preparation for war. (p. 17).

Reinhold Niebuhr’s Christian realism sounds much like Spykman on the domestic socioeconomic
situation in the United States. We must engage in political action and in the use of power against
others for we “cannot be good unless we’re responsible, and the minute we’re responsible, we're
involved in compromise” (McKeogh, 2007, p. 201).

The premises of the realist theory are: a) the State is the most important element within a system
“centered on the States”, b) the division of internal politics in relation to foreign policy, c) within an
anarchic environment, international politics is a power struggle and d) there are levels of capabilities
between nation-states.

In addition, Morgenthau’s (1948) tough-minded foreign policy realism considers that international
politics, like all politics, is a struggle for power. Whatever, the ultimate aims of international politics,
power is always the immediate aim. Statesmen and peoples may ultimately seek freedom, security,
prosperity, or power itself. Niebuhr’s (1959) though-minded foreign policy realism.

Under the assumption of power, Strausz (1942) considers that the international politics is
dominated by the search for power and that during the history of mankind, the states fought to
ensure or increase their power. That is why Morgenthau (1948) said that power is “control over the
mind and actions of other men”. Affirmation that Holsti also implies when mentioning that “power is
the general capacity of a State to control the behavior of others” (Holsti, 1964).

According to the realist approach in international relations theory, it is important to note that power
is a three-dimensional phenomenon, there are some key components such as military and non-
military, and within the last category we find elements such as: levels of technology, population, natural
resources, geographical factors, political leadership, form of government, etc. All these components
form a force of capabilities that can be used to maintain order within the international system.

However, the concept of power in the 21st century has to be redefined in both the political and
economic spheres under the logic of “Dependent States”2. In this regard, Select Committee on Soft
Power and the UK’s Influence First Report (persuasion of power in the modern world) argues that:

The ability of military force alone to secure a nation’s interests has been recognized as facing increasing
challenges due to the scattered and dispersed nature of modern conflict and war, including by the
defense communities in the US and UK. [...] this trend has several causes, including “the moral force of

the concept of self-determination”, “the growing power of the people’s voice”, “the increasing trend for

» o«

moral and political legitimacy to reside in the wishes of the people of a particular locality”, “the openness
and global comprehensiveness of economic exchange and opportunity”. (par. 30)

However, during the foreign policy realism period and the Cold War, two important events have
shifted the political economy in Mexico. First, the end of fixed exchange rates, which is the end of
the Bretton Woods system. With the deteriorating position of the dollar, the international monetary
system was thus changed, at least de facto, from one based on fixed exchange rates to one based
on flexible rates. In this way, the postwar system of fixed exchange rates had become a casualty of
reckless American policies, high inflation, and increasing international mobility of capital (Gilpin,
2000). Thus, in order to controlinflation, the US government decided to increase the interest rate and
the same time the rise in debt burden of Latin American countries, especially Mexico.

The second event was “the lost decade 19807 in Latin America and the risk of political instability, as a
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result of the of the Import Substitution Model (which was prevalent in 60s and 70s decades) This period
refers to a significant decline in real GDP, also characterized by hyperinflation and unemployment. As
a result, Mexico found itself in a situation where it was impossible to pay the external sovereign debt.

Thus, the need for a dynamic structural adjustment. A solution was eventually found in the Brady
Plan, which given the rejection of default employed the natural response to a Ponzi financing
profile, i.e. borrowing more to meet outstanding financial commitments. The over-indebted Latin
American countries sought to create conditions in which they could attract the additional borrowing
required to meet debt service (Kregel, 2004). So, the shift of the Import Substitution Model to the
Export Substitution Model was required. Both United States and the International Monetary Fund
(IMF) adopted some strategies based on Washington Consensus (WC), but more importantly the
widespread adoption of trade and financial liberalization of Mexico.

Commercial and financial liberalization of Mexico

The Mexican economy needed to make some structural changes, major changes, in its economy
structure in order to be competitive in the global market, which resulted in the application of a
conventional (orthodox) modelrecommended by the IMF: “let capitalflowsand theeconomywill grow”.
In order to do that, it is important to have good market fundamentals, such as the implementation
of contractionary fiscal and monetary policies. The objective of this has its starting point in the
commercial and financial liberalization so that could help to reduce commodity dependence.

The policy of financial liberalization

The Mexican financial system was highly protected, with restrictions and regulated interest rates;
the financial market was not up to the demands of the international economy. Therefore, it was
necessary and non-extendable to modify some laws to establish the proper scenario for the
development of the securities market and, at the same time, correct imbalances in public finances.
For Alvarez and Azpeitia (2010), the Salinas administration had two basic objectives that the
financial system had to fulfill:

« Increase and channel national savings in an effective way to the most dynamic productive activities.

« Expand, diversify and modernize the system to boost productivity and competitiveness of the Mexican
economy.

Atthe end of the 1980s’, Mexican government applied a neoliberal economic policy. This policy had
its effects in several sectors of the economy, for example, financial liberalization was one of the points
within the Washington Consensus (WC) that Mexico should comply with if the country really wanted
to be competitive. Also, they were convinced that one of the problems that prevented the country
from growing satisfactorily was, precisely, the lack of consolidation of a financial system incapable of
generating sufficient resources for its development.

The first point to notice is that, it was important to make the necessary adjustments to attract
Foreign Direct Investment (FDI), an important condition, although not necessary, for the economic
growth for emerging countries. In this regard, this issue is emphasized by Joseph Stiglitz (2000):

Foreign investment is not one of the three pillars of the Washington Consensus, but it is a key part of the
new globalization. According to the Washington Consensus, growth takes place thanks to liberalization,
“unlocking” the markets. It is assumed that privatization, liberalization and macro-stability generate a
climatethat attractsinvestment, including foreign investment. This investment produces growth. Foreign
companies provide technical knowledge and access to foreign markets and open up new possibilities
for employment. These companies also have access to sources of financing, especially important in
underdeveloped countries with weak local financial institutions. (p. 96)
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The financial liberalization strategy contemplates eliminating all legal barriers so that the country
can receive capital from abroad. For this, it was necessary to modify the Foreign Investment Law
(FIL) of 1973, which limited foreigners to a maximum participation of 49% of foreign companies in
the country. According to Guillén (1997), “the Mexican authorities thought that this law contained
very ambiguous definitions regarding which sectors would actually be subject to those limits,
which allowed the discretional application of the norms” (p. 124). The result was that direct foreign
investment rose from 3,175 to 10,972 million dollars between 1989 and 1994 (Asia-Pacific Economic
Cooperation, 2018). In addition, government took additional measures such as:

o Liberalization of bank interest rates.
« Elimination of mandatory channeling of credit resources.
 Substitution and subsequent elimination of the legal reserve and the liquidity ratio.?

Through this financial liberalization, Mexico received many capitals from abroad. It must be said
that the stock of American Foreign Direct Investment (FDI) in Mexico has substantially increased, not
only quantitatively, but also in the diversification of this investment in almost all sectors.

Figure 1. Foreign Direct Investment into NAFTA countries.
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Source: (RS based on data from U.S. Department of Commerce, Bureau of Economic Analysis.

Aswe can seein figure 1, all these measures contributed to the flow of FDI in Mexico, specially from the
USA. However, despite uncertainty about the outcome of the renegotiation of the North American Free
Trade Agreement, inflows to Mexico remained stable at $30 billion, supported by record-high investments
into the automotive industry (United Nations Conference on Trade and Development, 2018).

Trade liberalization

Mexico agreed to reduce import controls of tariffs when adhesion to the General Agreement on Tariffs
and Trade (GATT) was ratified, in 1985. Between 1988-1994, this strategy intensified until the signing
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of the agreement: NAFTA, whose negotiations dealt with points such as the ones mentioned below:

» Encourageinvestmentand trade in goods and services through the gradual and complete elimination
of tariffs.

 Eliminate orreduce to the possible non-tariff barrier, such asimport quotas and permits and technical
barriers to trade.

o Establish effective protection mechanisms for intellectual property, patents, trademarks and trade secrets.

» Promote expeditious mechanisms for the solution of disputes. (Sandoval & Arroyo, 1990, p. 230).

The liberalization of economic policy also had a tremendous impact on the manufacturing sector. It
isimportant to mention at the early nineties; trade liberalization was almost complete in this sector due
to the oil crisis of 1986. The percentage of participation of the manufacturing sector in total exports was
insignificant,around 21.1%during thefirst three years of De laMadrid administration. Due to thefallin the
oil price of 1985-1986, it was necessary to change the strategy of “petrolization”, or “petrodependence”,
of Mexico towards a diversification of products that could reduce Mexico dependence on oil price.

The Mexican government decided to eliminate many import tariffs on various food products and, in
1987, this liberalization was extended to cosmetic products, plastic products, footwear, among others.
By mid-1988, Mexico reduced most trade barriers by 20 points compared to 1985 (Moreno, 1999).

After many months of negotiation, NAFTA came into force on January 1, 1994. The three countries
decided to eliminate their tariffs, although Mexico in particular opted for a phase-out strategy, as it
maintained some restrictions in sectors such as agriculture, oil and automotive.

Obviously, each country had a different interest when signing the NAFTA. Mexico wanted to increase its
exports to two industrialized countries and, at the same time, increase FDI. In contrast, the United States
and Canada had other interests. United States saw the possibility of extending and ensuring the supply of its
market both north and south. Nonetheless, at the beginning Canada did not want to participate in the NAFTA
negotiations, it decided to be part of the largest market in the world, with almost 300 million inhabitants.

Table 2. Selected economic indicators for Mexico, Canada and United States 1994-2017.

Mexico Canada United States
1994-2017 1994-2017 1994-2017
Population (millions) 92 129 29 37 263 327
Nominal GDP (US$ billions)a 508 1,148 548 1,627 7,309 19,371
Nominal GDP, PPP Basis
(USS billions)b 790 2,372 654 1,671 7,309 19,371
Per Capita GDP (US$) 5,499 8,890 19,914 44,415 27,777 59,332
Per Capita GDP in $PPP 8,555 18,370 22,531 45,630 27,777 59,330
Exports of goods o o o o 0 o
and services (% of GDP) 14% 37% 33% 31% 10% 12%
Imports of goods 18% 39% 32% 34% 11% 15%

and services (% of GDP)

Notes: Some figures for 2017 are estimates.

a. Nominal GDP is calculated by EIU based on figures from World Bank and World Development Indicators.

b. PPP refers to purchasing power parity, which reflects the purchasing power of foreign currencies in U.S dollar
Source: Compiled by CRS based on data from Economist Intelligence unit (EIU) online database.

Export-led growth

Inspired on the benefits of international trade, Hume (2015) argued: | shall...venture to acknowledge,
that, not only as a man, but as a British subject, | pray for the flourishing commerce of Germany,
Spain, ltaly, and even France itself (on Jealousy of Trade, 1752), based on this statement, the import-

ISSN (impreso) 1900-5016 - ISSN (digital) 2248-6011 | Jul. - Dic. 2020 | Volumen XVI - Niimero 31 | P4gs.1-16



10

The relationship between international trade and immigration policies | Bendreff Desilus, Ph. D.

substitution has been replaced by the export-led growth by Mexico. According to the World Bank,
almost 40% of Mexico’s gross domestic product depends on international trade (World Bank, 2020), the
debt crisis forced Mexico to accept Brady Plan,* which had a strong dose of “Mainstream Economics”.

From 1982 to 1993, the Mexican government started a program of privatization, as we can see the
figure 2, almost 85% of State-Owned Enterprises has been privatized. This privatization strategy was
one of the most important points of the Brady Plan.

Figure 2 Evolution of State-Owned Enterprises in Mexico.
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Source: Guillén (1997, p. 34).

With the economic liberalization, Mexico has become one of the preferred countries to receive foreign
direct investments to produce goods and services. The NAFTA agreement represents for Mexico the
perfect way to ensure its export through two industrialized countries with the United States as the target
market. It should be mentioned that 85% of Mexican exports go to the neighboring country, which
represents an economic dependence, subject to any threat coming from the United States.

Table 3. Market size in the NAFTA Region (2017), us billion.

Country Gross Domestic Product Private Consumption
USA 19,391 13,394
Canada 1,652 956
Mexico 1,149 758
NAFTA Region 22,192 15,107

Source: ProMéxico (2016).

With this openness to international trade, Mexico has become an economy of export led growth.
Mexico was particularly successful in the sectors such as: machinery, electrical and electronic
equipment, transport vehicles, auto parts, among others. This has been due primarily to the policy of
trade liberalization and also to less natural resources dependence.

4. The US Treasury Secretary was designed to address the debt crisis 1989, when it was convinced that the amount of the existing debt would never be covered.
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In addition, Mexican export capacity not only depends on Mexico’s commercial opening to
international capital, but also on its geopolitical position, close to the world’s largest market (which
helps export companies reduce their inventory costs., among others), its world-class infrastructure, its
low wages attractiveness for both skilled and unskilled workers.

Table 4. Trade Performance of Mexico.

Top 5 markets for merchandise exports (%) Top 5 markets for merchandise imports (%)
2006 % 2015 % 2006 % 2015 %
United States 85 United States 81 United States 51 United Sates 47
Canada 2 Canada 3 China 10 China 18
Spain 1 China 1 Japan 6 Japan 4
Germany 1 Brazil 1 Korea 4 Korea 4
Colombia 1 Colombia 1 Germany 4 Germany 4

Source: World Trade Organization, 2020.

Table 5. US Import from Mexico 2013-2017, US Billion

% Total Imports

Items (NAIC 4-digit) 2013 2014 2015 2016 2017 from Mexico
Motor vehicles 40.0 46.2 50.0 49.3 57.4 26%
Motor vehicle parts 36.0 40.3 43.9 46.0 45.5 20%
Computer equipment 13.8 13.8 17.1 18.2 20.2 9%
Communications Equipment 13.6 10.8 13.3 14.5 12.5 6%
Audio and video Equipment 13.8 14.1 14.5 12.5 12.1 5%
Other 163.5 170.5 157.5 153.5 75.6 34%

Total 280.7 295.7 296.3 294.0 223.3

Note: Nominal US dollar. Source: Congressional Research Service (2019), compiled by CRS using Interactive Tariff and North American
Industrial Classification (NAIC) 4-digit level.

As we can see, the automotive sector is the most dynamic of the Mexican export to US. Mexico and
the United States have a relationship of economic interdependence on one side and geopolitics on the
other. In addition, it is important to point out that Foreign Direct Investment plays an important role in
the economic relationship between NAFTA countries. The United States is the largest single investor
in both Canada and Mexico, with a stock of FDI into Canada reaching $391.2 billion in 2017, up from a
stock of $69.9 billion in 1993 and the stock of US. FDI in Mexico increased from $15.2 billion in 1993 to
$109.7 billion in 2017 (CRS, 2019). However, according to the International Organization of Automobile
Manufacturers (OICA), the automotive sector in Mexico produced 4,068,415 vehicles in 2017, which
represents an increase of 13% compared to 2016.

The automotive sector exports have created more than 137,000 jobs in the last twenty-five years
and have reached 118 billion dollars in exports in 2017. These statistics place Mexico as the seventh
producer and the fourth world exporter of light cars. Also, according to ProMéxico data, in 2017 the
automotive and auto parts industry contributed 3% of the Gross Domestic Product, which means that
the automotive sector not only links Mexico with the mostimportant production chain in North America,
but also It is also an important source of foreign currency, which guarantees a stable exchange rate.
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The renegotiation of NAFTA and
the US Federal Immigration Law

The United States has the largest global trade deficit since 1975. Its deficit with countries meet at
least one of the following three criteria:

1. They can produce things at a lower price than the United States, such as consumer products or oil.
That is changing with the production of shale oil in the United States.

2. They do not need what the United States has a competitive advantage.

3. Theytrade a lot with the United States, but the United States imports more than it exports.

Most of the business partners with which the United States have deficits fall into the first two
categories. The two largest are China and Japan. Some of the biggest deficits correspond to countries
in the last category. They include Canada, Mexico and Germany (Amadeo, 2018).

The trade deficit of the United States towards Mexico has been increasing in the recent years. What
must not be forgotten is that the commercial and financial liberalization that currently contributes to
the strength of Mexican exports to the United States was proposed by the US as the only solution that
Mexico had to export goods and increase profits.

When NAFTA came into force in 1994, the United States had a modest $1.3 billion trade surplus
with Mexico. The following year, US began to experience annual trade deficits with Mexico. This is
not only because the United States was flooded at that time with Mexican imports, but also because
Mexico is one of the most resilient supply chains in the world.

The US trade deficit with Mexico (26% of the total deficit trade) was unexpected, because when
NAFTA was signed, Mexico was an economy based on both low wages and abundant endowment
in work.

In that respect, the Trump Administration has reportedly justified its approach to trade
negotiations by characterizing US free trade agreements (FTA) as unfair and detrimental to the
economy, in part basing this conclusion on the size of bilateral and overall US trade deficits. The
Administration also has reportedly characterized the trade deficit as a major factor in a number
of perceived ills afflicting the US economy, including the rate of unemployment and slow gains in
wages (Jackson, 2018).

As Inglehart and Norris (2016) noted, Trump used this trade deficit, not only with Mexico but also
with other countries (like China) as the main element of his political agenda. It is useful to remember
that the argument of Trump administration towards Mexico is based on four edges (so far): first,
the deportation of around three million migrants; second, the construction of a border wall; third,
reduction of the trade deficit with Mexico, which exists since when NAFTA was signed in 1994, and
which has been increasing since 1998 (reaching 2016 to 61,7 billion dollars); and fourth, under the
premise of creating jobs. President Trump tries to implement an anachronistic policy of repatriation
of capital and investments from Mexico, specifically in the automotive industry, in which the United
States lost its ability to compete.

The first step of Trump Administration’s strategy had the support of some senators, not only putting
tariffs on steel and aluminum from Canada and Mexico (the tariffs of 25 percent on steel imports and
10 percent on aluminum imports), but also, he announced a new merit-based immigration law known
as RAISE (Reforming American Immigration for Strong Employment) Act in order to reduce the number
of legal and undocumented immigrants. The RAISE was introduced under the following terms:
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Reforming American Immigration for Strong Employment Act or the RAISE Act

« Thisbillamends the Immigration and Nationality Act to eliminate the diversity immigrant visa category.
o Thefiscal year limit for refugee admissions is set at 50,000.

o The President shall annually enumerate the previous year’s number of asylees.

o The bill defines: (1) “immediate relative” as the under-21-year-old child or spouse of a U.S. citizen,
and (2) “family-sponsored immigrant” as the under-21-year-old child or spouse of an alien lawfully
admitted for permanent residence.

« The worldwide fiscal year level for family-sponsored immigrants is reduced.

« The bill establishes a nonimmigrant alien W-visa for the parent of an adult (at least 21 years old) U.S.
citizen (United States Senate, 2017).

With these measures, Trump administration is aimed at curbing illegal and legal immigration. Also,
he tries to press through all possible avenues in the renegotiation of NAFTA. In addition, he sent a
budget proposal to the US Congress of 7.7 billion dollars for the construction of the wall between the
two countries, and Congress authorized just 1.3 billon (Bennet, Berenson & Abramson, 2019), which
would lead to the militarization of the border.

Therenegotiation of NAFTA has been carried out in a context of power and political economy. These
two concepts represent the dimensions of political economy between both countries. The political
economy today is defined as analysis that studies the linkages between politics and economics
(World Bank, 2008). In this sense, the absence of the state capacity is one of the major problems of
this Free Trade Agreement. It is important to note that there is a trade dependency between both
countries, but this relationship is also characterized by the power imbalance. Thus, economic power
arises from the capacity to interrupt economic relations (Hirschman, 1945). From this approach, we
can highlight that power plays a crucial role not only in this specific case but also in any international
relationship. Thus, Weak states, poor countries (Deaton, 2015).

Conclusion

The above analysis on immigration and trade demonstrates that what the Trump administration is
really seeking is not to protect American wages and to create a transparent process for immigration
to America through RAISE and new merit-based legal immigration system, but to apply tariffs on
countries such as Mexico, Canada and China in order to reduce the US trade deficit and prioritize the
interest of the big business.

The immigration policy of the Trump administration contrasts forcefully with the interests of the
farm sector which places the issue of undocumented workers in the center of immigration debate.
Due to the farm sector’s heavy reliance on undocumented workers and the difficulty of this work
there is considerable turnover in the agriculture sector, many undocumented workers start working
in agriculture but move on to other sectors as quickly as possible (World Agricultural Economic and
Environmental Services, 2014). In addition, in sectors such as agriculture, immigration is not a problem,
but a solution to prevent not only the increase in food prices, but also to ensure exports of agricultural
products. This situation forces the agricultural sector to constantly hire many undocumented workers.
Furthermore, from the point of view of orthodox trade theory, it is unfeasible to think of raising wages
in the agriculture sector to attract American workers without increasing inflation. From this perspective,
we can say that undocumented workers play a crucial role in the farm sector of the US.

Thus, the US trade policy under the Trump administration to impose tariffs on all imported goods
from Mexico, is to protect large US enterprises and to make the rich richer and, at the same time,
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reducing the purchasing power of the US consumers. Evidence continues to show that instead of
reducing the flow of immigration, tariffs will have some negative effects on the US economy in the
middle run and would make immigration flows to the United States even worse in the long term.
Immigration does not create trade deficits in the US economy.

Therefore, as tariffs are increased, both the rate of inflation and unemployment will increase in
the US economy. In addition to this, it has been estimated that the US economy would lose $41.5
billion in GDP for each year the tariffs are in place (Egan, 2019). Thus, the idea that the US economy is
strong enough to sustain its economic growth while tariffs will hurt only Mexico is an underestimation
that US is Mexico’s largest export market, making the two economies closely intertwined. Thus, the
immigration issue should be understood in this context in a political economic framework.
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