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1. Introduction

Canada, Mexico, and the United States have reached a critical juncture in their economic
and security relations. As a result of the Canada-US Free Trade Agreement (CUSFTA) in
1989 and the North American Free Trade Agreement (NAFTA) in 1994, the three
countries have seen their trade and investment relations undergo an exponential growth.
With trade flows between Canada and the United States reaching $411 billion and
between Mexico and the United States reaching $263 billion in 2000, the two neighbors
have consolidated their position not only as the first and second most important US
trading partners but also as the leading foreign export markets for many US states.' They

also rank among the most important recipients of US foreign direct investment.
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In light of this commercial and investment success it is not surprising that within the
three countries, and especially within Canada and Mexico, by early 2001 many people
were calling for new measures to reduce border congestion and transaction costs. Along
with President Fox, some observers advocated permanent open borders and the creation
of a North American Community (Pastor 2001).

All this, however, changed with the attacks of September 11, 2001. US authorities
imposed security measures at the borders north and south. Cross-border retail shopping
and tourism plunged. Since the early post-attack weeks, the US Customs Service has
beefed up its staffing along the border and plans to triple the number of agents.

September 11, in short, added a new dimension to the NAFTA project. If
economic borders have largely been dismantled under the banner of free trade, security
borders have suddenly become more sensitive. Unless the NAFTA countries come to
grips with this new reality, the progressively higher level of economic integration
achieved between 1989 and 2002 may simply come to a halt. Under a worst case
scenario--trained terrorists, armed with biological or nuclear weapons, slipping into the
United States from Tijuana or Vancouver--new security barriers could prove every bit as
daunting to trade and investment flows as the tariffs and quotas that were negotiated
away under NAFTA. *

In this chapter we propose an agenda for action for the three North American

2 In October 1999, the French antiterrorist magistrate, Jean-Louis Bruguiere, personally warned Canadian
authorities about the notorious Ahmed Ressam. Canadian authorities gave Bruguiere's warning scant
notice--much the same treatment FBI headquarters gave to warnings they received from field offices in
Arizona and Minnesota about al Qaeda operatives. In December 1999, Ahmed Ressam entered the United
States from Vancouver with a carload of explosives; fortunately he was apprehended by an alert US
Customs officer. A less happy ending in a repeat performance would severely damage North American
security relations.



countries to avoid a worst-case scenario and further the economic integration in North
America. We have termed this agenda for action a Common Frontier. The rationale for a
Common Frontier is first to reduce the risk of security threats, and second to channel new
policy measures in a cooperative direction if and when bad events occur. To have a
chance of success, this agenda would need to accommodate the political realities of North
America.

In the first part of the chapter, we briefly review the very substantial achievements
NAFTA members have made in their original goal of economic integration and we
analyze the implications of the September 11 attack for the future of North America. In
the second part, we propose an agenda for the Common Frontier project in an ascending
order of sensitivity, and hence political difficulty, in reaching agreement. This agenda
covers three topics: Border Management, Defense Alliance, and Immigration. In the final
section we outline the obstacles to a Common Frontier project but also assess the

opportunities.

I1. The NAFTA Project: Commercial and Investment Success

Canada and Mexico have a history of both policy-led and market-led economic
integration with the United States, but there is no doubt that the pace of integration
accelerated as a result of NAFTA implementation in 1994. Since NAFTA went into
effect, trade flows between the three partners have experienced tremendous growth,
surpassing the most optimistic predictions of free trade proponents. As shown in table 1,

between 1993 and 2000, trade in the NAFTA region increased from $289 billion to $659



billion (throughout our paper, all money figures are expressed in US dollars) growing at
an annual rate of 12.5 percent, a rate substantially higher than the average annual growth
rate for world trade (8 percent).

Between Canada and the United States, total trade has more than doubled, while
between Mexico and the United States it has tripled (see table 1).* Mexico-Canada trade
has also sprouted under NAFTA, despite the geographic distance and limited historic ties.
Mexico has become Canada’s main trading partner in Latin America and its third leading
supplier worldwide.

Other factors, besides CUSFTA and NAFTA, explain part of this trade growth--
notably the strong US economy in the 1990s, and unilateral and multilateral trade
liberalization (Krueger 1999). Empirical studies, however, persuasively show that
CUSFTA and NAFTA were responsible for the exceptionally rapid expansion of regional
trade.*

The tremendous growth in trade has transformed the political economy of the
North American region In the past, Mexico’s export operations were almost entirely
concentrated at the northern border and major interior cities--Mexico City, Guadalajara,
and Monterrey. Today most of the 31 Mexican states, including rural states like

Aguascalientes, Campeche, Durango, and Yucatan, participate in international trade

(Secofi-NAFTA Office 2000).

3 Some observers speculate that, at current rates of growth, within a few years Mexico could become the
first trading partner of the United States, surpassing Canada.

4 See Schwanen 1997; Espinosa and Noyola 1997; and Goodrich 2002.



Likewise, as John McCallum (2000) has shown, all Canadian provinces have
dramatically expanded their exports bound for the United States. The same is true for the
exports of individual US states bound for Canada and Mexico.

Not only has trade boomed but also foreign direct investment (FDI) and portfolio
investment have shot up. Table 2 shows the evolution of FDI flows among the three
NAFTA countries over the period 1989 to 2000, divided between two sub-periods, six
years up to NAFTA and six years after NAFTA. Canada, Mexico, and the United States
all received sizable FDI flows during the 12-year period, but there is a striking contrast
between intra-NAFTA flows in the pre-NAFTA and post-NAFTA periods. Total FDI
flows between the three countries were $63 billion between 1989 and 1994; during the
second period, 1995-2000, total flows increased to $202 billion, more than tripling in
dollar volume.

In sum, NAFTA has boosted North American trade and investment to a
remarkable extent. For Canada and Mexico, secure access to the US market has become
strategically important for their development prospects. The question is whether Canada

and Mexico can be assured of this access in light of September 11.

NAFTA, September 11, and Secure but Open Borders

History shows that stunning events can force a new perception of the world and a new set
of policies. In 1941, Japan’s attack on Pearl Harbor forced the American public to follow
President Franklin Roosevelt’s lead, abandon the entrenched post-World War I policy of
isolationism, and adopt a new policy of active engagement in world turmoil. In 2002, the

tragic events of September 11 are still being debated in the United States. President



George W. Bush has called for a global war on terrorism based on a new doctrine of
preemptive strikes, and the creation of a new Department of Homeland Security with
extensive powers. How these initiatives will play out remains to be seen. But the same
openness that fosters economic integration is evidently a source of vulnerability. The
United States has thus begun to adopt an array of new policies to make its domestic
territory and its borders more secure.

For Canada and Mexico the new security policies had shocking implications. On
September 11, US authorities immediately imposed security measures at the borders
north and south. US Customs went to a high level of alert (Level 1: sustained and intense
inspection). Automobile traffic was delayed for several hours and commercial traffic for
up to 15 hours for several days thereafter. Just-in-time manufacturers, particularly auto
companies, and Canadian and Mexican goods exporters, were in crisis. By some
estimates, sudden shutdowns because of parts shortages cost auto makers up to $25,000 a
minute in lost production.

Since those early post-attack weeks, the US Customs Service has beefed up its
staffing along the border. The Immigration and Naturalization Service announced plans to
introduce an entry/exit system by 2003 at airports and seaports, and by 2004 at the 50
largest land entry points. This system would require visitors, including those from
Canada and Mexico, to have their names recorded every time they enter and leave the
country. ®

After a period of uncertainty and delay, Canada and Mexico responded by

negotiating with the United States a “Smart Borders” and a “Border Partnership Action

5> Dobson 2002.
® Ibid.



Plan”, respectively.” These programs aim both to secure the borders for goods and people
and to keep them open. So long as the war against terrorism is conducted in the Middle
East, these programs should work well. However, under a worst-case scenario, with new
terrorist acts in North America, it seems doubtful that the programs announced so far will
preclude the erection of formidable new security fences within North America.

The attacks of September 11--and their warning for the future--pose a big
challenge to the NAFTA parties. The long-term impact of new and permanently higher
levels of border security would be much greater transaction costs, acting like an added
tariff on North American trade, a new tax on direct investment, and an obstacle to
business and pleasure trave lers. Unless the NAFTA countries come to grips with this new
reality, the progressive rise in economic integration achieved between 1989 and 2002
could simply grind to a halt. In the next section, we outline a project to avoid a worst-

case scenario and instead accelerate economic and security integration.

III.  Agenda for Action: A Common Frontier?

For all its commercial and investment accomplishments, if NAFTA is to maintain its
vitality, it needs a new vision beyond accomplishments in the realm of trade and
investment liberalization. In this paper, we provisionally propose a Common Frontier. To
succeed, a Common Frontier should be ambitious enough to evoke visionary leadership,

but ambiguous enough to accommodate political realities in North America. Like

ourselves, Wendy Dobson (2002) has called for a "Big Idea" to advance the NAFTA

7 See: Dobson (2002); Goldfarb and Robson (2002); Secofi-NAFTA Office (2002), and The Albuquerque
Tribune, May 1, 2002, section C.



project--Canada and Mexico cooperate to achieve US security goals, and in return the
United States commits to maintain open borders even in the aftermath of an attack. All
three parties, meanwhile, advance the agenda of economic integration.
In our view, the Common Frontier should be the analogue of the 1980s concept of

a European Economic Space--designed to link the European Economic Community
(EEC) and the European Free Trade Area (EFTA). Until the European Union came into
being with the Maastricht Treaty, and absorbed most of EFTA, the final destination of the
European Economic Space remained a work in progress. Similarly, the Common Frontier
should be a work in progress for at least a decade, to foster the closer integration of North
America while preserving the essential sovereignty of each partner.

We divide the agenda into three topics, listed here and discussed in what we think is

an ascending order of political sensitivity:

Border management
Defense alliance

Immigration

Rather than dwell on bureaucratic barriers and organization charts, our discussion will
address deeper ideological and cultural obstacles--the sorts of issues that will bother
legislators and citizens as they contemplate the concept of a Common Frontier. If top
leaders champion the concept of a Common Frontier, these bureaucratic barriers will be

overcome. If top leaders do not champion the concept, no amount of effort at the



negotiating table will surmount the inertia of bureaucratic resistance. We start with border

management.

Border Management

The whole point of NAFTA is to eliminate economic barriers--tariffs and quotas--at the
two borders. Apart from agricultural trade between Canada and its partners, and a handful
of sensitive products in US-Mexico trade, economic barriers have largely disappeared.
Increasingly the purpose of border inspections is to ferret out contraband (especially
drugs), and provide security against hazardous merchandise.

Against this background, probably the easiest way to make progress toward a
Common Frontier is to improve the mundane business of managing the two North
American borders--the US-Canadian border (8,890 kilometers), and the US-Mexican
border (3,326 kilometers). We defer the much tougher question of immigration controls
to a later section.

The “Smart Borders” and a “Border Partnership Action Plan”, negotiated in the
wake of September 11, contemplate measures like fast tracking precleared travelers at
border points; integrated border enforcement teams staffed by Mexico-US, and Canada-
US officials; internet-based measures to simplify border transactions for small and
medium-sized enterprises; and infrastructure investment to improve access to border
crossings through, for example, new highway bypasses that avoid congested downtown
streets. These are all sensible measures to secure an open border for goods and services.

However, the problem with most elements of these programs (apart from fast-tracking) is



that they leave the current approach to customs inspection in place and do not recognize
that security demands a totally different approach.

According to Flynn in this volume, it takes a total of three inspectors working five
solid hours to thoroughly inspect a 40- foot container.® At the Ambassador Bridge between
Detroit and Windsor, 5,000 trucks enter the United States daily, and the average time per
inspection is 2 minutes. Virtually all the truck traffic between Canada, Mexico, and the
United States crosses fewer than 10 ports of entry, and these were totally congested even
before September 11. It is simply not feasible to expand the inspection lanes and holding
areas at these 10 ports adequately to cope with the needs of security inspections.

As Flynn emphasizes, there is an alternative approach to border inspection that
could better tackle security concerns while facilitating cross-border trade: relocate
intensive inspections back from the border, to the plants where shipments originate, and
then ensure continuous surveillance from origination to destination. The normal practice
for collecting tariffs, and enforcing other economic regulations, is to let shipments pass
through the border, then clear customs at the final destination. Security, by contrast, must
start at the point of origin, rather than the point of destination. This will require a host of
low-tech and high-tech innovations: audited security built into production lines, akin to
ISO 9000; sealed and tamper-proof containers; continuous tracking of containers (using
GPS) from origin to border to destination.

NAFTA partners have already adopted a similar approach for enforcing
agricultural sanitary standards--relocating inspection and certification activity away from
the border to farms and plants where agricultural produce is grown or processed. US meat

inspectors routinely visit Canadian packing plants; US agricultural inspectors are posted

¥ Also see Flynn (2002).
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at Mexican avocado orchards. The payoff is a faster trip across the border--plus better
compliance with standards. After all, it’s harder to inspect a packed and refrigerated
container truck than an open field or processing plant. What has already been
accomplished in agriculture sets the goal for customs inspection in other segments of
merchandise trade.

The United States and Canada have made a start with a pilot program to inspect,
at the Canadian port of entry, shipping containers destined for the United States that
arrive from Europe at Halifax and from Asia at Vancouver. This is only a start, since the
pilot program does not address the far larger volume of traffic originating in the US,
Canadian, or Mexican plants. Yet the technology exists for inspection and surveillance
from point of origin to point of destination. While it may be costly to implement,
especially for small firms, the bigger obstacle is gaining political assent, from each North
American partner, for intrusive practices that entail the presence of foreign customs
officials. Until that assent is forthcoming, and new systems are put in place, NAFTA’ s
future will be clouded by episodes of border strangulation, as happened after September

I1.

Defense Alliance

A Common Frontier project would have to be accompanied by a new defense alliance
among the three NAFTA partners. The alliance would have two purposes. If North
America is to have a Common Frontier--implying relatively free internal movement of
people, goods, and capital, but a watchful eye on arrivals from abroad--the logical

corollary is strong defense for all modes of entry into the perimeter. Harmful intruders
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will otherwise enter at the weakest point. The second purpose is to deal with threats
arising within the Common Frontier--especially threats that are organized or launched
from the territory of one partner into the territory of another.

Stated so blandly, a North American Defense Alliance seems the obvious
corollary of a Common Frontier. Adding to its surface appeal, a Defense Alliance would
not involve major new deployments. The partners need not station troops nor establish air
bases in each other’s territory.

But there the surface appeal stops. To credibly answer the threat signaled on
September 11, Canada, Mexico, and the United States would need to cooperate in new
ways. Canada and the United States have maintained a close, but rather orthodox military
alliance since the Second World War. The United States and Mexico, on the other hand,
only entered a military alliance during the Second World War. The two neighbors were
sometimes at odds during the Cold War. While President Fox supports the War on
Terrorism, Mexican fervor is less than what United States might wish for.

On September 6, 2001, President Fox announced, at the Organization of American
States, that Mexico might withdraw from the Rio Treaty, a loose military cooperation
agreement with other Latin American countries. Immediately after the September 11
attacks, Rio Treaty members, including Mexico, declared their support for the United
States. Yet it remains an open question whether Mexico will in fact withdraw from the
Rio Treaty, and if so, whether its withdrawal presages a defense alliance with the United
States and Canada, or a more neutral stance in military affairs.

Added to these differences and questions is the plain fact that terrorism and

asymmetrical warfare call for a new kind of defense alliance. Indeed, in his OAS speech,
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President Fox suggested that the Rio Treaty was an outdated creation of the Cold War era.
After September 11--these are our sentiments, not necessarily President Fox’s--the
problem is not so much crushing the enemy as identifying the enemy. Identification is
even more difficult when the enemy is a shifting target like al Qaeda. Enlisting broad
public support in Canada and Mexico for a sustained and intrusive campaign will not be
easy. Outside the United States, the target of international terrorism is seen as Uncle Sam,
standing alone. Mexico and Canada may not instantly agree that “out of status” visa
holders from the Arabian Peninsula should be their concern under a defense alliance.
Unless the partners entertain mutual sympathy for each other’s problems, however, a
defense alliance won’t have practical significance.

Assuming these obstacles can be overcome, what would be the substance of a
North American Defense Alliance? We suggest several ingredients.

First, intelligence sharing is a precursor to everything else. Intelligence sharing
needs to cover not only ideological terrorists, but also drug kingpins and customs
smuggling rings. The most sensitive concern that impedes cooperation within NAFTA is
information leakage. Drug enforcement, where lots of money is at stake, is plagued by
leaks. Fortunately, terrorists don’t have the same kind of money as drug lords. But their
use of self-contained cells--a technique pioneered by the Shining Path in Peru-- makes
terrorists very elusive targets.

Second, the NAFTA partners should seek agreement on circumstances that justify
electronic surveillance of suspects within the Common Frontier. Federal law enforcement
authorities in all three countries should be permitted to seek surveillance warrants from

specially designated courts, regardless of the location or nationality of the suspect.
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Third, the NAFTA partners should define circumstances when a NAFTA arrest
warrant can be issued to detain a suspect anywhere within the Common Frontier.® The
warrant should be exercisable by law enforcement officers (accredited by the partner
countries) throughout North America. Persons subject to arrest under a NAFTA warrant
should include suspected terrorists, drug kingpins, and certain classes of customs
smugglers. Extradition proceedings for these persons should be consolidated in a single
court in each country.

Fourth, the NAFTA coast guard services would need to work closely--and even
interchangeably--to intercept smugglers. All three countries have long coastlines with
unpopulated stretches, vulnerable to contraband human and merchandise cargo. This
problem is particularly acute for Canada. To create an effective North American Coast
Guard force, most of the funds would have to be provided by the United States, but
manpower, ships, planes, and other equipment would have to be procured in proportion to
the extent and intensity of coastline coverage. In other words, the United States would
have to furnish a disproportionate share of funding, relative to US material and
manpower. Even with this important fiscal and political concession, it will take a while
for Mexico and Canada to accept a high level of coastal surveillance with a distinct

American presence.

Immigration
A Common Frontier project must include immigration among its key elements. Special

NAFTA visas for business and professional immigrants set a small precedent. In the wake

? See Financial Times, February 15, 2002, p. 3, for an account of the EU arrest warrant.
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of September 11, new measures were implemented to speed the border crossing of
business travelers. But the most sensitive immigration issues remain to be negotiated.

Of particular interest to Mexico is the treatment accorded to migrant workers.
This will be the most difficult question. Before tackling the thorny problem of migrant
workers, we believe that progress can be achieved on lesser immigration questions. A
useful place to start is by distinguishing between nonr NAFTA visitors, and the movement
of NAFTA nationals.

Non-NAFTA Nationals. For people arriving from outside the NAFTA region, the
Common Frontier concept requires a shared system for excluding from NAFTA territory
any non-NAFTA nationals who pose a security threat.'® Legal immigrants are already
thoroughly scrutinized before they enter, and the real problem is visitors. Annually,
Canada admits about 4.4 million non-US visitors, and the United States admits about 29
million non-NAFTA visitors.!" These numbers are 20 to 30 times larger than the annual
intake of legal immigrants.

Non-NAFTA nationals who threaten security can be better excluded if--in
addition to the measures outlined in our discussion of border management and a defense
alliance--Mexico adopts visa measures that parallel those discussed between Canada and
the United States. Two principal measures should be adopted.

First, the NAFTA partners should revise their visa policies jointly with a view to

synchronizing program criteria and agreeing on acceptable country lists and length of

10 As Rekai (2002) points out, Canada and the United States have very different systems for admitting
immigrants as permanent residents. About two-thirds of Canadian immigrants are admitted on employment
criteria, and one-third on family reunification grounds. The proportions for the United States are reversed.
In addition, Canada has a more lenient attitude towards refugees than the United States. Fortunately, there
is no need to reconcile these differences. In the security context, as Rekai emphasizes, the real problem is
foreign visitors, not foreign immigrants.

" Ibid.
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stay. '2 The three countries should seek early agreement on a common visa-free regime for
the widest band of countries all three NAFTA partners can accommodate. At the same
time, each NAFTA partner should exercise greater care in issuing visas to citizens of
countries for which visa- free entry has not been agreed within NAFTA. Officials in each
country should have electronic access to the immigration records of its partners.

Second, NAFTA partners should create a special NAFTA force to handle all third-
country (non-rNAFTA) immigration controls at the individual’s first airport of entry into
NAFTA space. Common document and biometric identification standards should be
applied. Preclearance technology is already strong enough that this method can be widely
implemented without an erosion of existing controls. In fact, airport inspections are more
accurate and can be more efficient than inspection at land borders, where visa and
identity checks, even after September 11, remain spotty.

NAFTA Nationals. As regards the movement by NAFTA nationals, the partners
should adopt three measures. First, they should create a more efficient system for
handling legitimate travelers among the three NAFTA countries. The border concept
negotiated between Canada and the United States contains two useful ideas: high-tech
identity cards for permanent residents, using biometric identifiers; and preclearance
programs for frequent travelers (known as INSPASS at airports and CANPASS--
dedicated commuter lanes--at land borders). Persons using these programs submit to
background checks and pay an administrative fee. Border crossings will be faster for

these persons; meanwhile, the immigration authorities can focus their attention on

'2 The United States is considering a 30-day limit on foreign visitor stays. In the context of a Common
Frontier, Mexico, Canada, and the United States would need to agree on the length of foreign visitor stays.
See Washington Post, 20 March 2002, p. A31.
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unknown travelers. The same system should be extended to cover legitimate travelers
arriving from Mexico.

Second, the NAFTA countries should make it easier for their citizens to retire
anywhere in North America. NAFTA retirement visas should be readily available, as a
companion to the TN visas used by firms to relocate their employees within North
America. More important, Medicare and similar health benefits should be made portable
within North America. An American retired in Guadalajara should be able to spend her
Medicare benefits at an approved clinic in that city. The same principle should apply to a
Canadian retired in West Palm Beach, or a Mexican retired in Vancouver.

Finally, and most difficult between Mexico and the United States, is the looming
issue of undocumented Mexican workers. Within this category are two groups: those who
already reside in the United States, a group whose number reached between 3.0 and 4.5
million in the last decade,'® and those who will, in the future, come to the United States to
work. What kind of assurances could an immigration agreement provide that both
satisfies security concerns and facilitates the creation of a Common Frontier?

Future Mexican Migrants. The place to start is with the ongoing flow of
migrant workers arriving in the United States. When the current recession gives way to a
stronger economy, the United States should take up President Fox’s challenge--put
forward shortly before the September 11 attacks--to substantially enlarge the annual
quota of Mexicans legally authorized to enter the United States on temporary (but
renewable) work permits. In recent years, legal immigration from Mexico to the United

States has numbered about 130,000 to 170,000 persons annually.'* Tllegal immigration

13 See Pastor (2001) and Camarota (2001).
14 See US Department of Justice (2002).
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figures are of course speculative, but the INS (2001) places the annual average at about
150,000 between 1988 and 1996. 15

The way to tackle the flow problem is start with an expanded number of legal
visas, say 300,000 persons from Mexico annually. '® Additional visas should be issued on
a work skill basis (including unskilled workers), not on a family reunification basis (the
dominant test for current visas). However--and this is where security gets underlined--to
obtain a temporary work permit, the Mexican applicant will have to undergo a
background check.

Once inside the United States, temporary permit holders would need periodically
to inform the Immigration and Naturalization Service, using the Internet, of their address
and place of employment. Permit holders could renew their permits as long as they were
employed a certain number of months (say eight months) in each rolling 12-month
period, had no felony convictions, and reported regularly to the INS. They could apply
for US citizenship after a certain number of years (say a cumulative five years as
temporary permit holders). In the meantime, they should accumulate public Social

Security and Medicare rights, as well as any private health or pension benefits.

Coupled with this substantial, but closely regulated, increase in temporary work permits,
the United States and Mexico should embark on a joint border patrol program to reduce

the flow of illegal crossings. Of great concern to the United States is not only the

15 See US Immigration and Naturalization Service (2000). Camarota (2001) estimates that total legal and
illegal immigration from Mexico averaged about 400,000 annually between 1998 and 2000. By
implication, his figures suggest that illegal immigration was running over 200,000 annually in recent years.

' Hinojosa Ojeda et al (2001) recommended a similar program.
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migration of Mexican workers illegally, but the lack of security in Mexico’s southern
border with Guatemala and Belize, through which many illegal workers pass from
Central America. The program should include features such as enhanced use of electronic
surveillance, ineligibility for a temporary work permit for three years after an illegal
crossing, and short-term misdemeanor detention (say 30 days) in Mexico following an
illegal crossing. No border patrol program will eliminate illegal crossings, but a joint
program, coupled with a substantial temporary work permit initiative, could reduce the
flow.

Undocumented Mexicans Residing in the United States. That leaves the
question of perhaps 4 million undocumented Mexicans who live and work in the United
States. We do not have a magic solution. The foundation for our tentative suggestions is
the proposition that these people have made permanent homes in the United States and
they are not going to pick up their lives and return to Mexico. Under a set of appropriate
circumstances, therefore, they should be granted residence permits with eligibility for
citizenship. The appropriate circumstances we envisage have two components--a
threshold relating to the total number of illegal crossings, and standards for individual
applicants.

First, the resident permit program would be launched when the Presidents of the
United States and Mexico could jointly certify that the annual rate of illegal crossings
does not exceed, say, 50,000 persons. This would entail a reduction of more than two-
thirds in illegal crossings estimated in recent years. The resident permit program would

be suspended in years when the Presidents could not make this certification.
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Second, individual eligibility would require evidence that the person resided in
the United States prior to the announcement of the program. Otherwise, eligibility
standards would parallel those for temporary work permits (discussed earlier).

Third, an applicant for a residence permit who could provide satisfactory evidence
of residence in the United States prior to the announcement of the program would not be
subject to deportation (whether or not he met other eligibility requirements) so long as he
periodically reported a place of residence to the INS, and committed no felony after the
issuance of the residence permit.

Finally, holders of residence permits would be immediately eligible for public
Social Security and Medicare benefits, as well as private health and pension benefits.

They could apply for citizenship after five years.

III.  Obstacles and Opportunities for a Common Frontier Project

We have outlined the policies in border management, defense and immigration that could
make the Common Frontier project feasible. None of the measures we advocate would be
easy. Indeed, most of the measures go beyond what the European Union has achieved
after nearly 50 years of economic integration. The measures we suggest may not even
enter the realm of political possibility unless one NAFTA partner is visibly attacked by
forces that stage their operation in another NAFTA country. We contend, however, that
until elements of what we have coined a Common Frontier are put in place, the risks of a
worst-case scenario and the reversal of North American integration will loom on the

horizon.
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We conclude with a review of the political obstacles and opportunities for

something like a Common Frontier project.

Obstacles

More than ever, the United States is self-absorbed in shaping a national response to
terrorism. The response has both internal and external components, and both components
matter to Mexico and Canada. We start with the external component.

President Bush has announced a new preemptive strike doctrine--a historic shift in
military theology. For 40 years, the Cold War was guided by the strategic doctrine of
deterrence. Deterrence, backed by measured retaliation, worked well in a world of stable
states run by rational (if autocratic) leaders. As President Bush asserted in his West Point
speech however, deterrence and measured retaliation cannot be the main answer to
shadowy terrorists who operate in the margins of state support. Nor can it be the main
answer for rogue states bent on acquiring weapons of mass destruction (WMD) to be
discharged in a battle of Armageddon proportions. For such enemies, preemptive strikes
will be necessary.

Preemptive strikes seldom occupy the moral high ground of retaliatory strikes.
The scope for error is large. Since strike decisions must be made on the basis of uncertain
intelligence, mistakes are inevitable. Debate over a preemptive strike against Saddam
Hussein illustrates the problem: even in the case of a known and dangerous international
scofflaw, many doubts are voiced. Only steadfast allies will support the United States as
it implements its new strategic doctrine.

A threshold obstacle for our Common Frontier proposal is the extent of Canadian

and Mexican support for preemptive strikes. Will NAFTA partners prove to be steadfast
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military allies? US leaders will not ask Canada or Mexico to contribute special forces; but
they will expect intelligence tips, and they will react poorly to public criticism from
NAFTA leaders. The Common Frontier project, in other words, will require robust
support for the preemptive strike doctrine, not just as an abstract proposition, but
especially when mistakes are made.

Domestically, President Bush proposes to consolidate huge blocks of federal
power into a new Department of Homeland Security. As proposed, the new department
would do several things at once. It would integrate the Coast Guard, the Immigration and
Naturalization Service, and the Customs Service; it would link intelligence surveillance
covering thousands of suspicious individuals and groups from multiple intelligence
agencies--CIA, DIA, FBI, NSA, DEA; it would coordinate the security initiatives of
states and cities; and it would initiate search and arrest warrants far more readily than
established practice. If Congress enacts the President’s plan, the new Department of
Homeland Security will exercise all the powers of European ministries of interior.

To what extent will the domestic security forces in Mexico and Canada cooperate
with the new Department? Extensive cooperation may be particularly hard in Canada,
which has a long history of prizing civil liberty. The media will be sprinkled with stories
about oftbeat but innocent individuals and groups that fall prey to intrusive surveillance
and even arrest. But the Common Frontier project, if ever launched, could barely survive
the sort of mistakes that occurred in FBI headquarters--ignoring warnings from Phoenix
and Minneapolis, losing track of CIA intelligence--if the fault originated in Ottawa or
Mexico City rather than Washington, DC. Faced with this dilemma, will Canada and

Mexico integrate their own intelligence and surveillance systems with the new
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Department of Homeland Security? In other words, will the “Homeland” eventually come
to mean all of North America, or just the United States? Will Canada and Mexico
maintain an arms- length stance, in hopes that terrorists will head straight for US soil,
without establishing bases north or south of the border?

In short, for the United States the overriding obstacle to a Common Frontier
project is the tentative and qualified cooperation from Canada and Mexico.

One explanation for the uncertain and measured response by both Canada and
Mexico to US homeland security initiatives, post-September 11, was concern to guard
against the erosion of national sovereignty. After a time, it became apparent to both
governments that some cooperation was in their national interest. The Mexican
government did a volte-face with a public offer to coordinate customs and intelligence
gathering, ! while the Canadian response was less public but nevertheless proactive.'®

While Mexico seems inclined towards closer cooperation, the political obstacles
are clear. In 2000, for the first time in 70 years, the PRI lost the control of Mexico’s
Presidency to Vicente Fox, the PAN candidate whose tenets are free enterprise and free
trade. President Fox sees NAFTA as the right vehicle for new agreements on energy,
immigration and border management. Fox’s agenda became even more important to
Mexico after September 11, as security questions shifted US attention away from North

America.

7 Financial Times, October 11, 2001, as cited by Dobson (2002).

¥ See Dobson (2002). Canada's developed a legislative framework in Bill C-36 (antiterrorism legislation
that amends 10 statutes and ratifies two United Nations Conventions on the suppression of terrorism). As
part of this framework, Canadian officials advanced private proposals to American officials and by
December 2001, a series of initiatives surfaced in the Joint Statement of Cooperation on Border Security
and Regional Migration announced by US Attorney General Ashcroft and Ministers Caplan (Citizenship
and Immigration) and Macaulay (Solicitor General). Several days later, Foreign Minister Manley and US
Homeland Security Advisor Ridge signed the Smart Border Declaration.
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In the post-September 11 setting, Mexico seeks to reaffirm its partnership in
North America. Further economic integration would, however, require contentious
changes to the Constitution, particularly for the oil sector. Moreover, an enhanced
security effort will cost money--when funds are badly needed for health, education and
other dimensions of Mexican life.

The 2000 election that put Fox in office also delivered a split Mexican Congress.
PAN alone cannot amend the Constitution or authorize funds to embark on a Common
Frontier project with the United States and Canada. But together, the PAN and PRI hold
83 percent of House and the Senate votes. This means that President Fox and PAN must
achieve a consensus with the PRI to push further integration within North America.

Consensus is not impossible. Public opinion favors NAFTA, given the perceptible
positive impact on employment and income since 1995. Meanwhile business firms,
which generally endorse NAFTA, have acquired a more influential voice in the reformed
political setting. Congress is sensitive to both these forces. This means the climate
enables President Fox to make thoughtful North American proposals to the Mexican

Congress. "’

Opportunities

The big prize of a Common Frontier is a zone of tranquility in North America--tranquility
for people in their daily lives, for tourists, and for commerce. Terrorists will continue to
strike American targets, as they did in Karachi in June 2002. But a Common Frontier, if it

succeeds, will make strikes in North America comparatively rare events. September 11

' While the failed attempt at tax reform suggests that the Mexican Congress is reluctant to consider
politically difficult changes, in fact this reform was extremely hard for any deputy or senator to support.
The tax reform failure is not necessarily a harbinger of the congressional stance towards other reforms.
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will be remembered not as the beginning of a long string of internal terror, but as the
wake-up call.

The Common Frontier project could be initiated either by Canada and Mexico
acting jointly, or by the United States. The United States is not indifferent, but it is less
motivated. If purely national responses by the Department of Homeland Security obstruct
the flow of goods and people across the Canadian and Mexican borders, powerful
adjacent states will fiercely protest--New York, Michigan, Washington, California, and
Texas among them. This predictable reaction alone would, in time, prompt US national
leaders to think in cooperative terms. But a Common Frontier launched in this style
depends on an unhappy sequence of action and reaction: first terrorist plans hatched in
Canada or Mexico; then severe US border controls; then reaction from the most seriously
affected states; then a cooperative US initiative.

By contrast, a proactive push depends on joint Canadian and Mexican initiative.
Wendy Dobson (2002) has summarized the ingredients of a Grand Bargain: in exchange
for keeping US borders open, Canada and Mexico join in the sort of intensive security
cooperation outlined in our paper. As a bonus incentive, all three countries could claim a
number of juicy economic carrots--juicy but hard to dig up. It’s worth spending a few
paragraphs on the carrots, because they matter to ordinary firms and people in their daily
lives.

Energy cooperation is one big carrot. The core idea is to boost North American
capacity for greater energy self-sufficiency, as insurance against the danger that other

Middle East oil suppliers might go the political way of Iraq and Iran. A subsidiary idea is
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to ensure that, in the event of energy super-abundance or shortage, no North American
partner cuts market access or supply access to the others.

Mexico could initiate energy cooperation by both opening oil and gas exploration
and electricity production and distribution to private investors, including foreign firms.
This fundamental change in the Mexican Constitution would be warmly greeted by the
United States. It would also help Mexico achieve its pressing need to boost electricity and
gas output to satisfy its internal demand, and to boost oil exports as a source of public
revenue. Moreover, energy cooperation would pay a bonus by encouraging investors to
expect a higher rate of growth in the Mexican economy and therefore step up their
investment plans. President Fox sees these possibilities and has taken the first steps
toward reforming exclusive state-control of energy production and distribution. 2°

Canada could also earn major credits in Washington by negotiating a pipeline
route that brings Alaska and Alberta oil and gas to the continental United States, and at
the same time satisfies trade unions and steel suppliers on both sides of the border.
Already Canada is the single largest energy supplier to the United States (surpassing
Saudi Arabia), and a new pipeline would cement the strong energy relationship.

Service markets are a second big carrot. The major markets are finance,
transportation, tourism, broadcasting, entertainment, health and education. Mexican

service markets are partly open, Canadian service markets are mainly closed (an

important reason why foreign direct investment in Canada has been sluggish), and US

20 See Wall Street Journal, August 19,2002, p. A10. Recently Mexico had a preview of the confidence
effect that could come from energy reform. In granting investment grade status to Mexican debt, Standard
& Poor’s cited closer integration of the Mexican economy to North America. See Carla Garcia, “Clasifican
a México como pais confiable,” Reforma, 8 February 2002, p. 1.
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service markets are mainly but not entirely open. US service providers would champion a
Common Frontier if open service markets were part of the bargain.

Agriculture is the third big carrot. Special features restrict agricultural trade. Two
that might be addressed are phytosanitary standards and differential farm subsidy
programs. The US Farm Act of 2002 embedded a high level of support (about $20-25
billion annually, amounting to about 20 percent of farm revenue) for the next six years.
Canada provides somewhat less subsidy assistance (expressed as a percentage of farm
revenue), and Mexico still less. Mexico has already announced a new plan of higher
agricultural subsidies to address the difficult circumstances of small farmers in central
and southern Mexico who stand little chance of benefiting from NAFTA liberalization.
Despite the high and rising level of agricultural subsidies within North America, it might
be possible to free up North American agricultural trade with a system of compensating
duties to offset subsidy differences on a crop-by-crop basis. A freer market would align
many if not all North American agricultural interests with the concept of a Common
Frontier.

A common external tariff could be a fourth big carrot. To achieve many of the
practical benefits of a common external tariff, the NAFTA partners could set a long-term
goal of reducing their respective MFN tariffs to the lowest MFN level applied by Mexico,
Canada, or the United States, but each NAFTA partner would retain complete freedom to
negotiate its rates in the WTO, the FTAA, and bilaterally. Rules of origin would be
waived for tariff-free trade within NAFTA, provided that the exporting country did not

import a significant quantity of the affected inputs at tariff rates more than (say) one
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percentage point lower than the MFN rates applied by the importing country. The waiver
procedure could be invoked on an annual basis by each importing firm.

As a package, these reforms would not add up to a customs union. There would
be no attempt to harmonize quotas. Individual NAFTA partners could still invoke
antidumping and countervailing duties and other safeguard remedies--though a concerted
effort might be made to limit the scope of these episodic barriers.?! External MFN tariff
schedules would converge only gradually. Rules of origin would linger for many years.
Nevertheless, from the vantage point of firms investing and trading within North
America, these changes would go far towards eradicating the residual commercial
borders that still separate Canada, the United States, and Mexico.

A fifth and final carrot could be closer cooperation in the financial realm--starting
with financial regulation. Mexico has endured a long series of repeat bank failures. The
collapse of Enron and Arthur Andersen, followed by a string of Wall Street and CEO
scandals, starkly revealed the underside of US finance. Mexico and the United States
have both started their own cleanup acts, but more could be done in a North American
context. North American regulatory task forces could usefully coordinate the reform of
accounting standards and corporate governance. They could provide a voice for
equivalent regulation of banks, insurance companies, pension funds, and mutual funds
throughout North America.

Beyond financial surveillance, the Federal Reserve Board of Governors should
welcome representatives of the Banco de Mexico and the Bank of Canada to join its key

meetings. In these meetings, the representatives would participate but not vote. Staff

2! For example, individual sectors that are highly integrated (such as automobiles or electronics) could be
excluded from the scope of antidumping and countervailing duties. See Hufbauer (2002).
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presentations to the Fed Board should cover business conditions in Canada and Mexico.
Following this initiative from the Fed, reciprocal invitations should be forthcoming from
the Banco de Mexico and the Bank of Canada. Practical steps along these lines would
establish a foundation for closer monetary cooperation over the longer term.

Viewed from Ottawa and Mexico City, as well as Washington, these five big
carrots are tantalizing but difficult. Meaningful security cooperation is not easier. "If
these are the price tags of a Common Frontier", political leaders might say, "let's ride
with the status quo." Optimistically, Ottawa, Mexico City, and Washington will look
beyond the obstacles and grasp the historic opportunity of an integrated and secure North

America.
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Table 1. Regional trade under NAFTA, 1993-2000

(Billions of US dollars)

1993 11994 (1995 1996 [1997 [1998 [1999 (2000
U.S. Imports from Canada 111.2] 128.4] 144.4] 155.9] 168.2] 170.0] 198.7| 229.2
U.S. Imports from Mexico 40.0] 49.5 62.1] 743 86.0] 94.5] 109.7] 135.9
Canadian Imports from U.S. 88.3] 100.5] 109.8] 115.4] 132.5| 135.2| 144.9| 154.4
Canadian Imports from Mexico 2.9 3.3 3.9 4.4 5.0 5.1 6.4 8.1
Mexican Imports from the U.S. 45.3] 54.8] 53.8] 67.5] 82.0] 93.5] 105.2] 127.6
Mexican Imports from Canada 1.2 1.6 1.4 1.7 2.0 2.2 2.9 4.0
TOTAL 288.9] 338.1] 375.4] 419.2] 475.7] 500.5] 567.8] 659.2

Source: U.S. Department of Commerce, Statistics Canada and SECOFI.

For accuracy purposes import data is the preferred source.




Table 2. U.S. exports to Canada and Mexico by state, 1997-2000

Total Exports to Canada (in billions)

Total Exports to Mexico (in billions)

| Market 1997 1998 1999 2000 1997 | 1998 § 1999 2000
Alabama 1.25 1.28 1.46 1.58 0.81 0.38 0.46 0.76
Alaska 0.31 0.23 0.28 0.28 0.00 0.00 0.00 0.01
Arizona 1.07 1.06 1.16 1.53 1.96 1.99 2.20 2.13
Arkansas 0.82 0.69 0.75 0.79 0.14 0.18 0.21 0.35
California 11.49 12.64 13.25 15.16 9.94 10.80 12.23 14.40
Colorado 0.67 0.73 0.92 1.10 1.42 1.11 0.87 1.39
Connecticut 1.85 1.87 1.97 2.01 0.53 0.54 0.70 1.11
Delaware 0.79 0.94 0.99 0.99 0.31 0.29 0.26 0.41
District of Columbia 0.14 0.16 0.11 0.13 0.02 0.03 0.03 0.03
Florida 1.93 2.06 2.09 2.49 1.22 1.27 1.43 1.95
Georgia 2.00 2.12 222 2.48 0.69 1.14 1.33 242
Hawaii 0.03 0.02 0.02 0.03 0.00 0.00 0.00 0.00
Idaho 0.28 0.28 0.28 0.40 0.04 0.06 0.06 0.13
Illinois 8.04 7.94 7.89 8.52 2.19 2.80 2.89 3.39
Indiana 5.06 5.67 6.39 6.56 2.57 3.05 3.23 2.50
Towa 1.57 1.74 1.44 1.50 0.17 0.16 0.15 0.20
Kansas 0.83 0.88 0.85 0.92 0.45 0.48 0.49 0.70
Kentucky 2.37 232 2.80 3.33 0.35 0.45 0.57 0.82
Louisiana 0.66 0.74 0.74 0.78 0.13 0.20 0.25 0.31
Maine 0.56 0.53 0.64 0.71 0.02 0.02 0.03 0.04
Maryland 0.65 0.69 0.85 0.83 0.20 0.34 0.33 0.53
Massachusetts 3.68 3.39 3.26 3.61 0.47 0.56 0.72 1.14
Michigan 19.76 19.67 21.99 22.05 6.46 7.89 9.29 16.49
Minnesota 3.19 3.39 3.44 3.77 0.82 0.87 0.97 1.29
Mississippi 0.43 0.49 0.52 0.50 0.13 0.24 0.29 0.58
Missouri 1.49 1.57 1.57 1.72 1.04 1.19 1.27 1.31
Montana 0.24 0.19 0.20 0.25 0.02 0.06 0.08 0.08
Nebraska 0.53 0.52 0.50 0.52 0.14 0.14 0.18 0.20
Nevada 0.27 0.30 0.55 0.54 0.06 0.02 0.06 0.11
New Hampshire 0.67 0.64 0.73 0.79 0.07 0.09 0.08 0.10
New Jersey 3.84 3.87 3.90 4.42 0.88 0.95 1.08 2.15
New Mexico 0.06 0.07 0.08 0.14 0.09 0.09 0.11 0.19
New York 10.62 9.96 9.74 10.42 1.80 1.94 2.03 3.28
North Carolina 3.75 3.72 4.01 4.59 1.32 1.56 1.84 2.13
North Dakota 0.43 0.39 0.35 0.33 0.02 0.02 0.01 0.02
Ohio 10.47 10.67 11.96 12.62 1.58 1.96 225 5.76
Oklahoma 0.67 0.66 0.66 0.78 0.24 0.29 0.28 0.49
Oregon 1.08 1.33 1.68 1.70 0.09 0.45 0.99 0.56
Pennsylvania 5.62 5.86 593 7.14 1.14 1.43 2.31 2.81
Rhode Island 0.33 0.37 0.36 0.37 0.08 0.07 0.08 0.09
South Carolina 1.62 1.71 1.99 223 0.94 1.05 1.30 1.96
South Dakota 0.17 0.17 0.18 0.31 0.01 0.02 0.02 0.07
Tennessee 2.39 2.59 2.92 3.33 1.19 1.29 0.97 1.68
Texas 8.12 8.51 9.30 10.46 18.86 21.63 23.33 24.62
Utah 0.51 0.51 0.56 0.59 0.07 0.09 0.11 0.11
Vermont 2.31 2.49 2.48 2.20 0.01 0.01 0.01 0.03
Virginia 1.54 1.84 2.14 2.07 0.43 0.55 0.64 0.85
Washington 2.46 2.36 2.51 2.53 0.27 0.58 0.39 0.59
West Virginia 0.48 0.50 0.37 0.50 0.03 0.06 0.03 0.25
Wisconsin 3.10 3.46 3.72 3.86 0.43 0.51 0.60 1.06
Wyoming 0.09 0.08 0.09 0.09 0.00 0.01 0.01 0.01
Total 150.12 154.15 163.91 176.43 71.38 79.01 87.04 111.72

Source: Department of Commerce (2002) http://ese.export.gov/MapInfo2/intro.htm




Table 3. FDI flows before and after NAFTA
(in millions of dollars)

From World From NAFTA Countries | From Rest of the World | % From NAFTA Countries
1989-19941995-2000( 1989-1994| 1995-2000( 1989-1994| 1995-2000| 1989-1994 1995-2000

Canada 42,422 134,950 21,126 69,108 21,297 65,842 49.8% 51.2%
Mexico 49,659 64,379 26,442 42,428 23,217 21,951 53.2% 65.9%
uU.S. 313,983| 1,013,766 15,565 90,772 298,418 922,994 5.0% 9.0%
Total 406,064 | 1,213,095 63,133 202,308 342,932| 1,010,787 15.5% 16.7%

Note: Mexican data from 1998-2000 is not strictly comparable to earlier data. US and Canadian data from 1999-2000 is not
strictly comparable with earlier data.

Sources: OECD (2000) for 1989-1998 data; SECOFI (2001) for 1997-2000 Mexican data; BEA (2001) for US FDI in Canada
1998-2000 and NAFTA FDI in the US 1998-2000; UNCTAD for world FDI 1998-2000. Canadian data converted to US$ using
exchange rates from the IMF(2002).




Table 4. Tariff rates by country and sector

Average Tariff Rates

Harmonized Rates

Sector United Simple Trade |Production
States | Canada | Mexico | Average |Weighted| Weighted
Agriculture 4.5 1.2 2.8 2.8 4.1 3.9
Mining 0.3 13.5 8.3 7.3 1.5 3.2
Food, Beverages & Tobacco 18.8 6.8 5.0 10.2 17.2 17.3
Textiles 9.9 17.9 13.6 13.8 11.0 10.7
Wearing Apparel 11.3 22.2 17.0 16.8 12.1 12.2
Leather Products & Footwear 8.3 14.1 17.4 13.3 8.9 10.7
Wood & Wood Products 2.1 3.9 9.8 5.3 2.5 2.7
Chemicals 5.2 7.0 8.7 7.0 5.5 5.6
Non-metallic Min. Products 8.2 5.7 15.1 9.7 8.2 8.5
Metal Products 3.8 6.0 9.3 6.3 4.2 4.2
Transportation Equipment 2.7 6.2 12.6 7.2 3.2 3.4
Machinery & Equipment 3.2 3.2 9.4 5.3 3.4 3.5
Other Manufactures 2.9 3.0 15.0 7.0 3.2 3.7

Source: Brown, Deardorff, and Stern (2001) Table 12




Chart 1. Canadian Trade in Services with the U.S., 1993-1998
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Chart 2. Total and intra-regional FDI received by
Canada as a percentage of GDP
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