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Over the past 10 years, trade between
the United States and Mexico has
boomed, partly because of the significant
reduction in tariffs from NAFTA and the
strong growth in the maquiladora indus-
try. Along with the expansion in trade,
there has been strong population growth
along the northern border of Mexico.
Generally, the population in Mexican bor-
der cities is significantly larger than in the
corresponding U.S. sister cities. Moreover,
the South Texas border metros are a short
drive from the industrial city of Monter-
rey, which had a population of 3.8 million
in 2000. The large and growing population
on the Mexican side of the border repre-
sents an important consumer base for
retail stores in U.S. border towns.

While commercial trade between the
United States and Mexico is well docu-
mented, less is known about the size of
the nations’ cross-border retail trade.
Though small in comparison with com-
mercial trade, this retail trade is a signifi-
cant part of many border city economies.
In 2003 alone, there were more than 38
million noncommercial crossings at the
bridges along the Texas—Mexico border.
Many of these individuals were coming to
purchase goods to take back to their home
country. Due to differences in national
policies such as environmental laws, taxes
and consumer safety regulations, people
cross daily to purchase goods and services
on both sides of the border.

Since most of the retail trade con-
ducted on the U.S. side of the border is
done in cash, it is difficult to document the
share of retail spending by Mexican
nationals. In this article, we use a simple
consumption function to estimate the
amount of retail spending that is essen-
tially exported to Mexico via cross-border
shoppers.* Since the true amount spent by
Mexican nationals is not known, it is diffi-
cult to estimate the accuracy of our meas-
ures. Theory tells us, however, that metro

areas having the biggest share of their
retail sales going to Mexican nationals will
be impacted the most by large swings in
the value of the peso. We thus check that
our estimates are consistent with the
effects on local retail sales of movements
in the real dollar/peso exchange rate.

Previous Research on Border Retail

Traditionally, the border has been a
region of fast population and job growth
compared with the rest of the United States
and Mexico. The Border Industrialization
Program—enacted in 1965 by the Mexican
government after the United States ended
the Bracero Program—gave birth to the
maquiladora industry, which in turn inten-
sified the border region’s growth, not only
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in Mexico but also on the U.S. side due to
increasing border interlinkages. The
maquiladora industry has been the main
economic growth driver along the
Texas—Mexico border.

Several studies have addressed the
issue of cross-border retail trade as part of
a larger question of the maquiladora in-
dustry’s impact on the regional economies
of U.S. border cities. The first studies on the
subject date back to the early 1970s and
indicate that a significant portion of
maquiladora salaries was spent on the U.S.
side of the border, mainly on food and
clothing. More specifically, one study esti-
mates that a 10 percent increase in
maquiladora employment translates into a
23 percent increase in retail sales in
Brownsville, a 13 percent increase in
Laredo, an 11 percent increase in El Paso
and a 7 percent increase in McAllen.?

Perhaps the first researcher to study
the impact of the maquiladoras along the
Texas border in a comprehensive manner
was J. Michael Patrick.* His main conclu-
sion regarding cross-border retail trade
activity is that growth in the maquiladora
industry in Mexico stimulates U.S. border
job growth mostly in the retail and service
sectors, not in the manufacturing sector
as commonly perceived.

One of the first studies to quantify the
impact of Mexican nationals on retail
trade on the U.S. side of the border was
done by the San Diego Chamber of Com-
merce in 1979. Through surveys, the
study estimated that 7.5 percent of San
Diego’s retail sales ($407 million) could be
attributed to Mexican nationals. In 1993,
according to a study by the San Diego Dia-
logue, about 42 percent of the people who
crossed into San Diego were Mexican
nationals with the main purpose of shop-
ping. They accounted for $2.8 billion in
retail sales.®

More recently, in 2002, Charney and
Pavlakovich-Kochi estimated the eco-
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nomic impact of Mexican visitors to the
economy of Arizona. They found that
Mexican visitors spent $962 million, with
the vast majority in department stores (41
percent) and grocery stores (25 percent),
mostly in border counties.® Similarly, on
the Texas—-Mexico border, the Center for
Border Economic Studies at the Univer-
sity of Texas—Pan American estimated
that total expenditures by Mexican visitors
in the lower Rio Grande Valley amounted
to $1.4 billion in 2003."

Other studies have focused on the
impact of exchange rate fluctuations on
U.S. border retail sales. For instance, Diehl
concludes that the 1982 Mexican eco-
nomic crisis that triggered peso devalua-
tion stunned South Texas retailers by cut-
ting retail sales as much as 80 to 90 per-
cent in many border businesses.® Simi-
larly, Patrick and Renforth estimate,
through the use of almost 4,000 surveys,
that the 1994 peso devaluation resulted in
a strong 41.8 percent decline in retail
sales, but the results varied by city, store
type, distance from the border and rela-
tive domestic market size.® Gerber docu-
ments the relationship between peso
value fluctuations and total taxable sales
in San Diego and Imperial counties,
where he finds that an unanticipated 10
percent decline in the value of the peso
depresses total taxable sales by approxi-
mately 1 percent in San Diego County and
2.22 percent in Imperial County.*

Many of the studies, however, are
region- and time-specific, making com-
parisons across regions and over time dif-
ficult. Also, many of the studies were done
using time-consuming, labor-intensive,
and thus expensive, survey techniques
that would be difficult to perform consis-
tently over time and across regions. To
overcome these limitations, we use a sim-
ple consumption function approach that
produces a consistent annual time series
of exported retail sales for the four metro-
politan statistical areas (MSAs) on the
Texas—-Mexico border.

Using a Different Approach

Phillips and Manzanares propose a
simple model in which it is assumed that
individuals spend a fixed proportion of
their income on consumption, or in this
case, retail sales.* For instance, they find
that from 1986 to 1998 retail sales as a
fraction of personal income in Texas aver-

aged 46 percent. For each of the four bor-
der MSAs, they multiplied 0.46 by total
personal income to get an estimate of
retail sales purchased by the local popula-
tion and then subtracted sales to locals
from total sales to get net exported retail
sales. If the value of net exported retail
sales is negative, that means more local
income is spent outside the local econ-
omy than income spent by outsiders in
the local community. While it is evident
that many Mexican nationals cross the
border to shop, U.S. citizens also cross
into Mexico to dine at restaurants and to
buy local handicrafts, medicines, liquor,
dental services and other products and
services. Border residents also vacation
and shop at other destinations in the
United States. Remittances to family
members in Mexico can also reduce the
amount of local income spent on local
retail goods and thus reduce net exported
retail sales.

Using a constant fraction of local per-
sonal income to estimate the amount that
locals spend on retail—and using this
amount to estimate net exported retail—
produces reasonable results. However, we
can further refine the model by decom-
posing personal income into three com-
ponents, allowing the coefficient on each
component to differ. The border region
has a low employment-to-population
ratio due to its young labor force and high
unemployment rates. It also has persist-
ently low per capita personal income yet
strong job growth rates. If these factors
play differing roles in retail spending, it is
important to separate them out. We divide
personal income (Y) as follows:

Y POP
Y_(POP)x(EMP)xEMP,

where POP is population and thus Y/POP is
per capita income, POP/EMP is the inverse
of the employment-to-population ratio and
EMP is total employment. We then try to
estimate the impact of the three compo-
nents of personal income on retail sales
across the 23 non-border Texas MSAs. We
use quarterly retail sales data at the metro
level from 1978 to 2001, available from the
Texas comptroller’s office. Annual personal
income for metro areas (less contributions
for social insurance) from 1978 to 2001 is
available from the Commerce Depart-
ment’s Bureau of Economic Analysis.

Table 1
Border Exported Retail Sales,

1978-2001
Average share
(percent)
Brownsville 25.7
El Paso 11.3
Laredo 51.1
McAllen 35.6

SOURCE: Authors' calculations.

We use the results from the model to
estimate exported retail sales for the four
Texas border MSAs. Table 1 reports the
average share of exported retail sales for
these four areas during our estimation
period. According to our results, in 2001,
Mexican shoppers accounted for more
than $2 billion in retail sales, representing
0.75 percent of total retail sales in Texas. In
2001, McAllen was the biggest net ex-
porter of retail sales to Mexicans, with
almost $1 billion in sales, representing 33
percent of its total local retail trade activ-
ity. Laredo came in second with $540 mil-
lion in exported retail sales, or 39 percent
of total retail sales. Brownsville registered
$256 million (16 percent of total retail
sales), while El Paso, the biggest of the
four cities in terms of population, ex-
ported only $215 million (6 percent) to
Mexican nationals. El Paso’s figure is well
below its average exported retail sales of
11.3 percent and is primarily due to the
contracted maquiladora activity south of
the border. Ciudad Juarez registered its
worst maquiladora performance in 2001
and 2002, with employment declining
almost 25 percent.

On average over the 1978-2001
period, Mexican nationals accounted for
1.6 percent of Texas retail sales, or $5.1
million on a daily basis. Chart 1 shows
that over time Laredo has the highest
share of exported retail sales to actual
total sales, followed by McAllen, Browns-
ville and El Paso.

Sensitivity to Exchange Rate Swings

Although there is no straightforward
way to determine the accuracy of our
results, retail sales from Mexican nation-
als should be sensitive to swings in the
value of the peso. These swings represent
price shocks for Mexican nationals shop-
ping on the U.S. side, and border retailers
know that sharp declines in the peso’s
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Chart 1
Exported Retail Sales Shares
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SOURCES: Authors' calculations with data from Texas Comptroller of Public Accounts and Banco de México.

value result in a sharp drop in Mexican
shoppers. Under our model, exported
retail sales seem to be responsive to
changes in exchange rate (see Chart 1).

If exported retail sales represents a
significant portion of total retail sales,
changes in the value of the peso should
have statistically significant impacts on
total retail sales. To asses this, we perform
some statistical tests on the sensitivity of
overall retail sales to changes in the value
of the peso. Results show that, in all MSAs
but El Paso, changes in the real exchange
rate have statistically significant impacts
on total local retail sales. The magnitude
of the impact was the largest in Laredo.
Since our results show that El Paso had the
smallest share of its retail sales going to
Mexican nationals and Laredo had the
largest, these results are consistent with
our previous findings (Chart 2).

Outlook

In mid-2005 the real value of the peso
was above its 20-year average and the
maquiladora industry was continuing to
bounce back from its downturn in
2001-03. Both of these factors should con-
tinue to stimulate growth along the Texas
side of the border. Looking to 2006, Mex-
ico is hoping to have its second consecu-
tive presidential election without a peso
devaluation. The Texas border commu-
nity is hoping for the same, as its economy
ebbs and flows with the movements in the
value of the peso and the accompanying
waves of Mexican shoppers.

Phillips is a senior economist and policy
advisor at the San Antonio Branch and
Coronado is an assistant economist at the
El Paso Branch of the Federal Reserve Bank
of Dallas.
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