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In t roduc t ion

The  un i ted  S ta tes -Mex ico  bo rde r  has  been  cha rac te r i zed  as  hav ing

1ow wages  re la t i ve  to  the  U .S .  i n te r i o r .  S tandard  Me t ropo l  i t an  S ta t i s t i ca l

A reas  (S l t4SAs)  a long  the  bo rde r  cons i s ten t l y  rank  among  the  poo res t  i n  t he

coun t ry .  Some asse r t  t ha t  t he  under l y ing  cause  i s  t he  i nexhaus t i b le  i n f l ow

o f  Mex ican  l abo r .  The  bo rde r  i s  t he  po r t  o f  en t r y  o f  many  i i l ega l

immig ran ts  seek ing  emp loymen t .  Some emp loye rs  a long  the  bo rde r  have  the

a t t i t ude  tha t  r rpay  shou ld  be  based  on  wha t  t he  l as t  man  who  c rossed  the

r i ve r  rece i ved r r  (E1  Paso  Hera ld -Pos t ) .  Moreove r ,  many  Mex icans  work  i n  t he

U .S .  bo rde r  r eg ion  I ega l  l y  as  res i den t s  o r  commute rs  (E r j cson ) .  The

pers i s tence  o f  I ow  bo r "de r  wages ,  and  the  recen t  shocks  wh jch  the  bo rde r

economy has  rece i ved  f rom peso  deva lua t i ons ,  have  p rompted  many  to  seek

remed ies  to  improve  the  we l fa re  o f  bo rde r  res iden ts .  These  l ow  wages  have

a ' l  so  f i gu red  i n  deba te  conce rn ing  p roposa ls  to  t i gh ten  up  bo rde r  secu r i t y

and  t o  pena l i ze  f i rms  wh i ch  emp loy  i l l ega l  jmmig ran t s .

In  add i t i on  to  these  impor tan t  po l i cy  i ssues ,  t he re  has  been  a

gene ra l  i n t e res t  among  soc ia l  s c i en t i s t s  i n  r eg iona l  wage  d i f f e ren t i a l s .

I n  a  compe t i t i ve  economy,  the re  a re  seve ra l  f o rces  wh jch  shou ld  e l im ina te

reg iona l  wage  d i f f e ren t j a l s  i n  t he  l ong  run .  F i r s t ,  l abo r  may  be  expec ted

to  m jg ra te  f rom 1ow-wage  a reas  to  h jgh -wage  a reas  (as  obv jous l y  occu rs  f rom

Mex i co  t o  t he  U .S . ) .  Th j s  w i l l  dec rease  t he  supp l y  o f  
' l abo r  

and  ra i se  wage

ra tes  i n  t he  l ow-wage  a rea .  Second ,  f i rms  may  be  expec ted  to  re loca te  i r .

t he  l ow-cos t  reg ion  i n  o rde r  t o  se i ze  a  p ro f i t  advan tage .  Th i s  w i l I

g radua l l y  i nc rease  l abo r  demand  and  ra i se  wages  i n  the  l ow-wage  a rea .  A

th i rd  and  re la ted  e f fec t  conce rns  consumer  pu rchases .  So  l ong  as  l abo r

cos ts  a re  1ow,  co r respond ing l y  1ow p roduc t  p r i ces  w i l l  s t imu la te  consumer

pu rchases  and  fu r t . he r inc rease  l abo r  demand  and  wage  ra tes .



The  ex i s tence  and  pe rs i s tence  o f  reg iona l  wage  d i f f e ren t i a l s

ra i ses  a  number  o f  ques t i ons .  I s  t h i s  a  r esu1 t  o f  l abo r  and  cap i t a l

immob i l  i t y  ( o r  a t  l eas t  s l ugg i sh  mob i l j t y )?  I s  i t  assoc ia ted  w i t h

con t i nuous  sh i f t s  o f  supp ly  ( such  as  an  i n f l ow  f rom Mex ico )  wh ich

perpe tua l1y  keep  the  marke t  ou t  o f  l ong - run  equ i  l i b r i um?  0 r  does  the

perce i ved  wage  d i f f e ren t i a l  d i sappear  when  o the r  impor tan t  f ac to rs  a re

accounted fo r?

One  such  fac to r  may  be  d i f f e rences  i n  t he  cos t  o f  l i v i ng  be tween

areas . l /  I n  pa r t i cu la r ,  seve ra l  s tud ies  o f  t he  r rNor th -Sou th r r  wage

d i f f e ren t i a l  have  focused  on  Dr i ce  l eve l  s .  Ea r l  i e r  s tud ies  a t t r i bu ted  the

lowe r  wages  i n  t he  Sou th  t o  i ne f f j c i en t  ma rke t  mechan j sms  (Scu11y ;  Sega l ;

Fuchs  and  Per lman) .  l 4o re  recen t  s tud ies  have  conc luded  tha t  Sou the rn  wages

were  l ower  on l y  i n  money  te rms .  Once  the  cos t  o f  l i v i ng  (o r  Consumer  P r i ce

Index )  i s  con t ro l l ed  f o r ,  s im i l a r  wo rke rs  i n  t he  Sou th  appea r  t o  ea rn  as

much  as  wo rkens  j n  t he  No r th  (Coe lho  and  Gha l i ;  Be l l an te ;  She lby  and

We i r i c k ) .

Pe rce i ved  reg iona l  wage  d i f f e ren t i a l s  may  become sma l le r  o r  even

d isappear  when  we  con t ro l  f o r  ce r ta in  soc io -economic  cha rac te r j s t i cs  o f  t he

popu la t i on .  Worke rs  i n  t he  l ow-wage  reg ion  may  have  l ess  educa t j on  and

human  cap i ta l  .  The re  j  s  ove rwhe lm ing  ev idence  tha t  t he  more  h igh l y

educa ted  ea rn  more .  Low-wage  reg ions  may  have  unusua l l y  h igh

concen t ra t i ons  o f  m ino r i t ' i es .  who  because  o f  d i sc r im ina t i on  tend  to  ea rn

less .  Fo r  ou r  pu rposes ,  i t  i s  impor tan t  t o  no te  tha t  on  ave rage  bo rde r

res iden ts  have  i ow  leve l s  o f  educa t i ona l  a t ta inmen t  and  a re  heav i l y  o f

H i  span i c  descen t  (Dav i l a ) .



| { e  a re  aware  o f  on l y  two  p rev ious  s tud ies  wh ich  have  d i rec t l y

attempted to measure the border wage di f ferent ia l  .?/  Both focused only on

the  Texas  bo rde r ,  and  bo th  re l i ed  on  da ta  f rom the  i 970  Census  o f

Popu la t i on .  Smi th  and  Newman I im i ted  the i r  s tudy  to  a  compar i son  o f

worke rs  i n  one  non -bo rde r  c i t y  (Hous ton )  and  th ree  Texas  bo rde r  c i t i es

(B rownsv i l l e ,  La redo ,  and  Corpus  Chr i s t i ) .  They  conc luded  tha t  ea rn ings  i n

1969  were  l owen  a long  the  bo rde r ,  a l t hough  the  wage  d i f f e ren t i a l  was

sma l l e r  t han  p rev ious l y  be l i eved .  I n  pa r t i cu l a r ,  t hey  f ound  t ha t  i t  f e l l

subs tan t i a l  l y  when  d i f f e rences  i n  cos t  o f  l i v i ng  v ie re  taken  i n to  accoun t .

Dav i l a  improved  on  the i r  s tudy  by  us ing  da ta  on  worke rs  i n  many

Texas  c i t i es ,  a l t hough  he  was  s t i l i  r es t r i c t ed  t o  t he  1970  Census .  Fo r

tha !  yea r ,  he  found  tha t  a  l a rge  and  s ta t i s t i ca l  l y  s ign i f i can t  nomina l

bo rde r  wage  d i f f e ren t i a l  d i sappeared  once  d i f f e rences  ' i n  cos t  o f  l i v i ng

were  i nc l uded  i n  t he  s ta t i s t i ca l  ana l ys i s .

Our  paper  goes  beyond  p rev ious  resea rch  i n  seve ra l  ways .  F i r s t ,

we  p rov ided  es t ima tes  us ing  the  recen t l y  ava i l ab le  1980  Census  o f

Popu la t i on .  I n  add i t i on  to  more  cu r ren t  da ta ,  we  p rov ide  some compan i  sons

be tween  1970  and  1980 ,  Second ,  we  i nc l ude  Ca l i f o rn i a  i n  ou r  samp le .  Th i s

adds  a  ma io r  me t ropo l i t an  a r "ea  (San  D iego )  to  the  se t  o f  o the rw ise  sma l l e r

bo rde r  c i t i es  and  reduces  the  l i ke l i hood  tha t  we  a re  ac tua l ] y  measur ing  a

wage  d i f f e ren t i a l  because  o f  c i t y  s i ze  ra the r  t han  l oca t i on .  Th i rd ,  we

fee l  t ha t  we  do  a  more  tho rough  job  o f  con t ro l l i ng  fo r  o the r  soc io -economjc

cha rac te r i s t i c s  wh i ch  i n f l uence  ea rn ings .  t dh i l e  t he  f ocus  o f  t h i s  pape r  i s

on  t he  bo rde r  ea rn ings  d i f f e ren t j a l ,  t hese  con t ro l  va r i ab les  a l so  y i e l d

i  n te res t j  ng  resu l  t s .
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In  the  nex t  sec t ion  we ana lyze  the  1980 Census  o f  Popu la t ion .  In

the  fo l ' l ow lng  sec t ions ,  compar isons  are  drawn between the  1980 and 1970

Census es t ' imates .  A  shor t  summary  conc ludes  the  paper .

1980 Border  Wage D i f fe ren t ia l

The  Pub l i c  Use  Samp le  o f  t he  1980  Census  o f  Popu la t i on  i s  t he

ma jo r  da ta  sou rce  o f  t h i s  s tudy .  These  da ta  con ta in  an  a r ray  o f

i n f o r rna t i on  wh i ch  i s  used  t o  es t ima te  an  ea rn ings  equa t j on  v i a  mu l t i p l e

reg ress ion  ana lys i s .  Th i s  samp le  i s  res t r i c ted  to  ma le  househo ld  heads  who

tend  to  be  more  pe rmanen t l y  a t tached  to  the  l abo r  f o rce  than  a re  fena les

and  young  ma les  who  do  no t  head  househo lds .  Annua l  ea rn ings  i n  1979  a re

used  as  t he  dependen t  va r i ab les  because  t h i s  i s  t he  on l y  measu re  ava i l ab le

f rom the  1980  Census .  Annua l  ea rn jngs  fo r  worke rs  i n  a  reg ion  may  be  l ow

s imp ly  because  they  work  fewer  hou rs  pe r  yea r .  Hence ,  con t l "o l s  f o r  number

o f  weeks  worked  pe r  yea r  and  hou rs  worked  pe r  week  a re  i nc luded  as

d iscussed  be low .  Ea rn ings  were  t rans fo rmed  in to  l oga r i t hms  so  tha t  t he

es t ima te  coe f f i c i en ts  may  be  i n te rp re ted  as  pe rcen tage  changes .3 /  A  to ta l

o f  L4 ,732  obse rva t i ons  we re  u t i l i zed .

Any  d i f f e rence  be tween  bo rde r  and  non -bo rde r  ea rn ings  i s  measured

w i t h  a  dummy  va r i ab le .  "Bo rde r "  t akes  on  t he  va . l ue  1 i f  t he  i nd i v i dua l

l i ved  i n  a  c i t y  wh i ch  was  w i t h i n  20  m i l es  o f  t he  U .S . -Mex i co  bo rde r  and  t he

va lue  0  o the rw ise .  The  me t ropo l  i t an  a reas  i nc luded  i n  the  bo rde r  reg ion

a re  San  D iego ,  E1  Paso ,  La redo ,  McA l l en ,  and  B rownsv i l  l e .  A l t hough  one

cou ld  make  a  case  f o r  i nc l ud ing  c i t i es  such  as  Co rpus  Ch r i s t i  and  San

An ton io ,  t hese  c i t j es  do  no t  emp loy  Mex ican  commute rs  tha t  l ega l l y  work  i n
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the  U.S.  Mex ican commuter  workers  have been c i ted  as  a  source  o f  lower

wages  a long  the  border  (Er i cson) .  In  add j t i on ,  ou r  more  nar row de f in i t j on

p laces  the  emphas is  exac t ly  on  the  border .  I t  i s  expec ted  tha t  the

"border "  coe f f i c ien t  shou ld  be  negat ive .

The f i rs t  s tep  was to  s imp ly  regress  earn ings  on  an  in te rcept  and

on the  border  dummy var iab le .  The resu l ts  a re :

Earn ings  =  9 .59  -  .254 Border ,  R2 =  .009
(12 .30)  (11 .63)

l ' l i t hou t  i nc lud ing  any  o the r  con t ro l  va r i ab les  ea rn ings  a re  22  pe rcen t  l ower

a l  ong  the  bo rde r .

The  nex t  s tep  was  to  con t ro l  f o r  t he  ma jo r  va r j ab les  wh ich

economis ts  have  found  to  i n f l uence  ea rn ings .  The  resu l t s  a re  shown  jn

co lumn  1o f  Tab le  1 .  The  impac t  o f  educa t i on  i s  accoun ted  f o r  by  us i ng

f i ve  dummy va r iab les .  Pe rsons  w i th  fou r  yea rs  o f  co l l ege  (16  yea rs  o f

schoo l )  ea rn  3 .5  pe rcen t  l ess  than  the  omi t ted  g roup  ( those  w j th  more  than

fou r  yea rs  o f  co l l ege ) .  Those  w i t h  l ess  educa t i on  p rog ress i ve l y  ea rn  l ess ,

Fo r  i ns tance ,  h igh  schoo l  g radua tes  (12  yea rs  o f  schoo ' l  )  ea rn  30  pe rcen t

l ess  than  the  omi t ted  g roup .

Inc reas ' i ng  work  expe r ience  ( compu ted  as  age  m inus  yea rs  o f

schoo l i ng  m inus  f i ve )  r a i ses  ea rn ' i ngs  by  5 .8  pe rcen t  a  yea r  a t  f i r s t ,

a l t hough  the  nega t i ve  s ign  on  the  r rexpe r ience  squared"  va r iab le  i nd i ca tes  a

d im in i sh ing  ra te  o f  j nc rease .  B lacks  ea rn  21  pe rcen t  l ess  and

Mex ican -Amer i cans  ea rn  16  pe rcen t  l ess  than  do  non -H ispan ic  wh ' i t es .

Because  ou r  samp le  i nc ludes  pe rsons  who  work  a  va r je t y  o f  hou rs  and  neeks



In te rcept

Border

Educat ion  (Years)
Less  than 7
7-  11

t2

l J - 1 5

16

Expe  r  i  ence

(  Exper ience ) '

B l  ack

Mex i  can-Ameri  can

I'lee ks Worked

Hours Worked

Years  S i  nce
Immj  g ra t i on

Fore i  gn Born

I  ndu  s t r  i  es
C i t y  S i ze

Di sabl  ed

Mar r i ed  w /  Spou  se

R'

1 - ,t ne  c r ' t  r l  ca  I  va tue
a t  t he  1% l eve l .

2V. l  u " ,  fo r  the
con serve  space bu t

o

Tab le  1

(1 )  (2 )
1980

Nomi  na l
7  .19  7 .  15

(2 r2 .0 )  (163 .0 )
- .  148  - .  134

(8 .e6)  (8 .08)
-  .734  - .654

(23 .1 ,2 )  (20 .08)
- .487  - .496

(?2 .61)  (22 .42)
- .352  - .388

(  1e .86)  (20 .8s )
- .255  -  .287

(14 .27)  (  15 .50)
- .035  - .061

(1 .68)  (2 .e3)
.058  .053

(42 .38)  (37 .57)

(3 )  (4 )  (5 )
1970

Rea l  Nomi  na l  Rea l
7  .09  1  .87  1  .81

(162 .0 )  (17 .7 )  (17 .3 )
- .722  - .098  - .027

(7 .40)  (2 .e8)  (0 .83)
- .636  - .547  - .525

(1e .s7)  (15 .3e)  (14 .87)
- .481  - .48 i  - .466

Gr.78)  (1s.2s)  (14.87)
- .382 - .339 -  .3+7

(20 .61)  (12 .46)  (  12 .81)
- .283  - .244  - .257

(15 .33)  (8 .10)  (8 .58)
- .057  - .1L2  -  .117

(2 .7s )  (2 .20)  (2 .31)
.052 .046 .046

(37 .12)  (22 .34)  (22 .13)
- .001  - .001  - .001

(32 .  se )  (?0 .6?)  (20 .3e)
-  .247  -  .373  - .363

(12 .11)  (10 .37)  (10 .17)
- .151  - .233  -  .222

(8 .74)  (7 .12)  (6 .84)
.033  .035  .036

(56 .56)  (34 .12)  (34 .s6)
.004  .003  .004

(12 .02)  (s .78)  (6 .46)
.077 .061 .062

(e .s1 )  (3 .88)  (4 .00)
.062 .241 .220

(2 .23)  (2 .82)  (2 .  se )
Inc l  .  Inc l  .  Inc l  .

- .057  .065  .042
(2 .13)  (3 .51)  (2 .32)
- .146  - .118  - .118

(s .66)  (3 .40)  (3 .44)
.233 .164 . t7 t

(17 .47)  (6 .14)  (6 .4s )

.465 .461 .462

1 .65  a t  the  5% leve l  and  2 .33

- .001
(35 .41)

- . L 5 6

(11.4s)
- .  t t 6

(  10 .26)
- .  U J O

(65 .76)
.008

(  16 .  17)

- .001
(32 .88)

- .240
(11  .7  2 )

- .  l b b

(e .61)
.033

.004
(11 .56)

.075
(e .16)

.085
(3 .03)

Inc l  .
- .050

(1 .85)
- .153

(s.e0)
.208

(16 .28)

.  + o J.440

of  the  t -s ta t i  s t i  c  i s

i ndus t r y  coe f f i c i en ts  a re  no t  shown  in  o rde r  t o
w i  I  I  be  supp l  i ed  upon  reques t .



each year ,  we fe l t  i t  wou ld  be

expected ,  men who work  longer

earn  I  ngs .

bes t  to  cont ro l  fo r  such var ia t ion .  As

hours  and more  weeks  have h igher  annua l

I n  add i t i on  to  hav ing  the  co r rec t  s igns  a l l  o f  t hese  con t ro l  va r i ab les

a re  s ta t i s t j ca i l y  s i gn i f i can t  a t  t he  1  pe rcen t  l eve1 .  I t  i s  a l so  wo r th

emphas i z i ng  t ha t  t h i s  r e l a t i ve l y  sma l I  se t  o f  va r i ab les  exp la i ns  44  pe rcen t

o f  t he  va r ia t i on  i n  t he  dependen t  va r i ab le ,  \ {h i ch  j s  qu i te  good  fo r

c ro s s- sect i  on data .

0 f  g rea tes t  i n t e res t  t o  us ,  t he  nom jna l  ea rn ings  d i f f e ren t i a l  l s  13 .8

pe rcen t  ( and  s ta t i s t i ca l l y  s i gn i f i can t )  a l ong  t he  bo rde r .  A l t hough  s t i 11

subs tan t i a l ,  t h i s  i s  8 .6  pe rcen tage  po in t s  l ower  than  the  22 .4  pe rcen t

d i f f e ren t i a l  repo r ted  above .  0u r  i n te rp re ta t i on  i s  t ha t  a  ma jo r  po r t i on  o f

the  g ross  bo rde r  d i f f e ren t i a l  j s  assoc ia ted  w i th  the  l ower  
' l eve l s  

o f

educa t j on  and  expe r ience  and  h ighe r  p ropo r t i ons  o f  Mex . i can -Amer i cans  a long

the  bo rde r .  0nce  these  fac to rs  a re  con t ro l l ed  fo r ,  t he  bo rde r  d i f f e ren t i a l

sh r j nks  by  app rox ima te l y  f o r t y  pe rcen t .

The re  may  be  o the r  va r iab les  wh ich  exp la in  some o f  t he  rema in ing

earn ing  d i f f e ren t ' i a l .  Some recen t  reseanch  by  Ch isw ick  (1978)  i nd i ca tes

tha t  f o re ign  immig ran ts  ea rn  l ess  when  they  f i r s t  en te r  t he  U .S .  (because

o f  l anguage  ba r r i e r s  and  non t rans fe rab le  sk j l l s )  bu t  t ha t  t he i r  ea rn ings

re tu rn  towards  no rma l  t he  l onger  tha t  t hey  a re  i n  t he  U .S . .  Th i s  may  make

an  impor tan t  con t r i bu t i on  to  the  bo rde r  d i f f e ren t i a l  i f  a  l a rge r  p ropo r t i on

o f  bo rde r  res jden ts  a re  recen t  immig ran ts ,  I n  add i t i on ,  v ' e  t es t  f o r  any

impac t  o f  d i f f e rences  i n  t he  m ix  o f  i ndus t r i es  by  i nc lud ing  a  se t  o f  t en

two-d ig i t  S IC  code  i ndus t r y  dummy va r iab les .  C i t y  s i ze  i s  i nc luded  to
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con t ro l  f o r  any  nonpecun ia r y  d i su t i l i t j e s  such  as  c r jme  o r  conges t i on  (o r

u t i l i t i e s  such  as  en te r t a i nmen t )  wh i ch  a l t e r  w i l l i ngness  t o  wo rk  i n  a  l a rge

c i t y .  F j na l l y  we  con t ro l  f on  d j sab i l i t y  and  mar i t a l  s t a tus .

These  add i t i ona l  va r i ab les  a re  i nco rpo ra ted  i n  t he  reg ress ion  equa t jon

repo r ted  i n  co lumn 2  o f  Tab le  1 .  The  bo rde r  d i f f e ren t i a l  dec l i nes  i n

magn i tude  by  abou t  t en  pe rcen t ,  a l t hough  i t  j s  s t i l l  1a rge ,  [ 12 .5  pe rcen t ] ,

and  s ta t i s t ' i ca l l y  s i gn i f i can t .  Immjg ran t s  who  have  been  i n  t he  U .S .  f o r

seve ra l  yea rs  ea rn  more  than  do  recen t  a r r i va ' l  s ,  as  expec ted .  Mor "e

su rp r i s i ng  i s  t he  pos i t i ve  s i gn  on  t he  r r f o re i gn  bo rn ' r  va r i ab le .  Th i s

coe f f i c i en t  reve rses  s ign  when  the  r r yea rs  s . i nce  immig ra t i on ' r  va r j ab ' l e  i s

de le ted .  Our  i n te rp re ta t j on  i s  t ha t  once  "yea rs "  i s  con t ro l l ed  fo r ,  t he

" fo re ign  bo rn r r  va r i ab le  p i cks  up  the  f requen t l y  obse rved  e f fec t  t ha t

jmmig ran t s  a re  h i gh l y  mo t j va ted  and  ab le  j nd j v i dua l s .

A l though  no t  shown  in  Tab le  l  t he  i ndus t r y  dummy va r iab les  had  the

expec ted  e f fec ts .  Ea rn i  ngs  were  I  owes l  i  n  ag r i  cu l  t u re ,  t rade ,  and

se rv i ces .  Worke rs ,  who  repo r t  t ha t  a  d i sab i l i t y  l im i t s  t he i r  ab i l i t y  t o

work  ea rn  14  pe rcen t  l ess .4 /  C i t y  s i ze  d id  no t  have  the  expec ted  pos i t i ve

e f fec t .  We  do  no t  have  an  exp lana t i on  fo r  t h i s ,  a l t hough  we  do  no te  tha t

i t s  t - r a t i o  o f  1 .85  i s  no t  ve ry  l a rge .

The  nex t  s t ep  i n  ou r  ana l ys i s  was  t o  con t ro l  f on  t he  l eve l  o f  I i v i ng

cos ts .  An  i n te rc i t y  cos t  o f  l i v i ng  i ndex  was  cons t ruc ted  by  the  U .S .

Bureau  o f  Labor  S ta t i s t i cs  i n  1979 .  Un fo r tuna te l y ,  t h i s  j ndex  i s  on l y

ava i l ab le  f o r  t h ree  c i t i es  i n  Ca l i f o rn j a  ( Los  Ange les ,  San  D iego ,  San

Franc i sco )  and  t r yo  i n  Texas  (Da11as -Fo r t  Wor th ,  Hous ton ) .  A  s im i l a r  B .L .S .

su rvey  done  in  1 ,977  a l l ows  us  to  add  two  add i l i ona l  c j t i es  (Aus t j n  and
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Bakers f i e ld ) .  Th i s  two -yea r  gap  shou ld  no t  be  a  p rob lem because  re la t i ve

l i v i ng  cos t s  change  on l y  s l ow l y  ove r  t ime .

How m igh t  we  es t ima te  a  cos t  o f  l i v i ng  i ndex  f o r  o the r  sma l l e r  c i t j e s ,

i nc lud ing  seve ra l  key  bo rde r  c i t l es  i n  Texas?  The  app roach  v ih i ch  we

adop ted  was  to  re l y  upon  i nd i ces  es t ima ted  by  the  Amer i can  Chamber  o f

Commerce .  These  da ta  have  the  des i rab le  fea tu re  tha t  t hey  were  based  on  a

f i xed  baske t  o f  goods  and  se rv i ces  wh ich  was  p r i ced  i nd i v idua l  l y  i n  each  o f

24  sma l I ,  med ium and  l a rge  c j t i es  i n  Ca l i f o rn i a  and  Texas  wh i ch  we re  no t

su rveyed  by  the  B .L .S .  One  sho r t coming  o f  t he  Chamber  o f  Commerce  da ta  i s

tha t  t he  raw  da ta  was  accumu la ted  l oca l l y ,  p robab ly  w i thou t  t he

s tanda rd i za t i on  and  qua l i t y  con l r o l  t ha t  goes  i n to  t he  B .L .S .  co l l ec t i on

p rocedures .5 /  A l though  no t  i dea l  ,  we  fee l  t ha t  t he  Chamber  o f  Commerce

da ta  a re  super io r  t o  t he  a l t e rna t i ve  o f  bas ing  the  i ndex  on  the  c loses t

l a rge  c i t y  f o r  wh i ch  t he  B .L .S .  pub l i shes  da ta .  The  l a t t e r  i s  t he  app roach

adop ted  by  Gerk ing  and  We i r i ck  and  i n  pa r t  by  L i r , .

Rea l  ea rn ings  a re  compu ted  by  d j v id ing  money  ea rn ings  by  the  cos t  o f

l i v i ng  i ndex  (base  =  1 .00 ) .  Rea l  ea rn ings  were  then  r "eg ressed  on  exac t l y

the  same se t  o f  con t ro l  va r i ab les  as  i n  co lumn 2  o f  Tab le  1 .  The  resu l t s

a re  p resen ted  j n  co lumn 3 .

The  bo rde r  d i f f e ren t j a l  dec l i nes  by  one  pe rcen tage  po in t  t o  11 .5

pe rcen t .  The  coe f f i c i en t s  o f  t he  con t ro l  va r i ab les  show  1 i t t 1e  change

be tween  co lumns  2  and  3  and  the  R2  r i ses  on l y  s l j gh t l y .  Th i s  sma l l  impac t

o f  t he  cos t  o f  l i v i ng  i ndex  i s  j ncons j s ten t  w i th  the  r rNor th -Sou th r r  wage

d i f f e ren t i a l  s tud ies .  Tha t  l i t e ra tu re  found  tha t  con t ro l l ' i ng  fo r  p r i ce

e f fec ts  e l im ina ted  the  d i f f e ren t j a l .  l . ' i e  f i nd  on l y  a  9  pe rcen t  reduc t j on  j n
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magn i tude .  Be fo re  comment ing  fu r the r  on  th j s ,  l e t  us  l ook  a t  t he  1970

1970 Border Wage Di f ferent i  a l

G iven  the  l im j ta t i ons  on  da ta ,  we  a t tempted  to  run  j den t ' i ca l

reg ress ions  us ing  da ta  f rom the  1970  Census  o f  Popu ia t i on .  These  resu l t s

a re  repo r ted  i n  co lumns  4 -5  o f  Tab le  1 .  The  mos t  impor tan t  change  in  the

da ta  se t  i s  t he  cos t  o f  I i v i ng  i ndex ,  as  d i scussed  be low .  The  Census

de f i n i t i ons  o f  va r i ab les  a re  veny  s jm i l a r  j n  1970  and  1980 .  One  m ino r

d i f f e rence  i s  t ha t  t he  1970  r rhou rs  worked"  va r iab les  re fe rs  to  hou rs  wor reo

dur ing  the  su rvey  week  ra the r  t han  the  more  des i rab le  "usua l  hou rs  worked

per  week  i n  1979 ' r  o f  t he  1980  Census .

Wi thou t  any  con t ro l  va r i ab les ,  t he  1970  bo rde r  d i f f e ren t j a l  was  as

la rge  as  16  pe rcen t .  As  j n  1980 ,  i nc l us i on  o f  t he  con t ro l  va r j ab les

(espec ia l l y  t he  human  cap i ta l  measures )  g rea t l y  reduces  the  magn j tude  o f

t he  bo rde r  d i f f e ren t i a l .  The  nom ina l  d i f f e ren t i a l  was  on l y  9 .3  pe rcen t  i n

1970  as  compared  to  12 .5  pe rcen t  i n  1980 .  Th i  s  wou ld  sugges t  t ha t  t he re

has  been  some w iden ing  o f  t he  d j f f e ren t i a l  du r ing  the  decade  o f  t he  1970 ' s .

The  magn i tudes  o f  t he  con t ro l  va r i ab le  coe f f i c i en ts  a re  reasonab ly

cons i s ten t  be tween  1970  and  1980 .  The  rac ia l  and  fo re ign -bo rn  va r  i ab les

a re  s l i gh t l y  s t r onge r  i n  1970 ,  wh i l e  t he  wo rk  expe r i ence ,  d i sab led ,  and

mar i t a l  s ta tus  va r jab les  a re  s t ronger  i n  1980 .  0n1y  one  va r iab le  sw j t ches

s ign .  C i t y  s i ze  was  pos i t i ve  i n  1970  bu t  nega t i ve  j n  1980 .

The  1970  rea l  ea rn ings  reg ress ion  i s  repo r ted  i n  co lumn 5  o f  Tab le  1 .

Because  the  Chamber  o f  Commence  da ta  were  no t  ava i l ab le  fo r  1970 ,  we  used
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the  cos t  o f  I i v ing  index  compi  led  by  L iu .  The la t te r  was  pr imar i l y  based

on  the  index  fo r  the  c loses t  c i t y  fo r  wh jch  B .L .S .  da ta  v ie re  ava i lab le .

Compar ing  co lumns 4  and 5 ,  we see tha t  the  border  d j f fe ren t ia l  la rge ly

d isappears  ' i n  1970  when the  cos t  o f  l i v ing  i s  inc luded .  The  coe f f i c ien t

dec l ines  f rom 6 .3  percen t  to  2 .7  percen t  and  loses  s ta t i s t i ca l

s ign i f i cance .  Th is  j s  cons is ten t  w i th  the  Nor th -Sou th  wage d i f fe ren t ia l

l i te ra tu re  wh ich  was d i  scussed in  the  in t roduc t lon .  The cont ro l  var iab le

coef f j c ien ts  a re  remarkab ly  s tab le  be tween co lumns 4  and 5 .

Compar ing  the  1970  and  1980  Resu l t s

I t  i s  c l ea r  t ha t  t he  s i ze  o f  t he  bo rde r  coe f f i c i en t  i s  sens i t i ve  t o  t he

cho i ce  o f  p roxy  va r i ab le  f o r  t he  cos t  o f  l i v i ng .  I n  t h i s  sec t i on  we  repo r t

some fu r the r  compar i sons  o f  t he  two  i nd i ces .

The  f i r s t  t h ing  we  d id  was  to  re run  the  1970  reg ress ion  o f  co lumn 5

subs t i t u t j ng  the  1980  Chamber  o f  Commerce  i ndex  fo r  t he  L iu  i ndex ,  The

resu l t  was  a  bo rde r  coe f f i c j en t  o f  7 .0  wh j ch  was  s ta t j s t j ca l l y  s i gn i f i can t

( t - ra t i o  o f  2 .23 ' ) .  Th i s  con f i rmed  tha t  t he  cho ice  o f  i ndex  does  make  a

d i  f f e rence .

The  s imp le  co r re la t j on  be tween  the  two  measures  i s  h igh  ( .68 )  bu t  no t

as  h igh  as  one  m jgh t  expec t .  A  c i t y -by -c i t y  compar i son  revea led  tha t  t he

Chamber  o f  Commerce  i ndex  was  l ower  fo r  c i t i es  such  as  Corpus  Chr i s t i ,  San

An ton io ,  San  Jose ,  and  San  Be rnad ino  bu t  h i ghe r  f o r  c i t i e s  such  as  F resno ,

Ga l  ves ton ,  M id l  and  and  Odessa .
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One c lea r  pa t te rn  was  i den t j f i ed .  Th ree  o f  t he  bo rde r  c i t l es  had

h ighe r  cos t  o f  l i v i ng  i nd i ces  i n  1980  as  compared  t o  1970 .  0 f  t hese ,  t he

index  fo r  San  D iego  i nc reased  f rom 1 .004  to  1 .048 .  Bu t  because  th i s  comes

d i rec t l y  f rom the  B .L .S .  su rvey ,  t he re  i s  l ess  reason  to  doub t  i t s

re l i ab i l i t y .  The  i nc reases  i n  McA l  1en  ( . 887  t o  . 945 )  and  i n  B rownsv i  l l e

( .891  to  .954 ) ,  however ,  m igh t  be  more  susp ic ious  because  the  1970  es t ima te

comes  f rom L iu ,  wh i l e  t he  Chamber  supp l  i es  the  1980  f i gu re .

(1 )  | t l e  rep laced  the  1980  index  fo r  San  D iego  w i th  the  1970  San  D iego
' i ndex .  As  a  resu l t ,  t he  bo rde r  coe f f i c i en t  f e l l  f r om 11 .5  pe rcen t
t o  9 .9  pe rcen t .

(2 )  We rep laced  the  1980  ind i ces  fo r  t he  Texas  bo rde r  c i t i es  w i th
the i r  1970  va lues  (wh i l e  r e ta i n i ng  San  D iego  a t  i t s  1980  va lue )
The  bo rde r  coe f f i c i en t  d i d  no t  change  s i gn i f i can t l y  f r om 11 .5
pe rcen t .

(3 )  We rep laced  the  1980  ind i ces  fo r  San  D iego  and  fo r  t he  Texas
borden  c i t i es  w j th  the j r  respec t i ve  1970  va lues .  As  a  resu l t ,  t he
bo rde r  coe f f i c i en t  dec l i ned  f r om 11 .5  pe rcen t  t o  9 .2  pe rcen t .

l l / e  conc lude  tha t  ou r  r "esu l t s  a re  sens i t i ve  to  the  cos t  o f  l i v i ng  i ndex

app l i ed  to  San  D iego  bu t  a re  no t  sens i t i ve  to  the  va lues  fo r  t he  Texas

borde r  c i t i es .  Because  the  San  D iego  i ndex  ' i  s  t aken  d i rec t l y  f rom the

B .L .S .  su rvey ,  t he  i nc rease  i n  l i v i ng  cos t s  i s  l i ke l y  t o  be  a  rea l

phenomenon  ra the r  t han  a  s ta t i s t i ca l  a r t i f ac t .

Th i s  f i nd ing  suppor t s  t he  hypo thes i s  tha t  t he  rea l  wage  d i f f e ren t i a l

w idened  du r ing  the  1970s .  0n  the  o the r  hand ,  we  fee l  su f f i c i en t l y

uncomfo r tab ie  w i th  a l l  o f  t he  cos t  o f  l i v i ng  j nd i ces  tha t  we  p re fe r  t o

rema in  agnos t i c  on  t h i s  i s sue .
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Conc  I  ud ' i nq  Remarks

We do  f i nd  c lea r  ev idence  tha t  t he re  i s  a  nomina l  bo rde r  wage

d i f f e ren t j a l  even  a f te r  we  accoun t  f o r  many  impor tan t  con t ro l  va r i ab les .

Bo rde r  wage  ra tes  were  abou t  9 .3  pe rcen t  l ower  i n  1970  and  abou t  1 .2 ,5

pe rcen t  l ower  i n  1980 .  Th i s  sugges ts  some w iden ing  o f  t he  d i f f e ren t j a l

ove r  t ha t  decade ,  a l t hough  th i s  mus t  be  a  ten ta t i ve  conc lus jon  because  o f

changes  i n  de f i n j t i ons  and  da ta  qua l  i t y  i n  t he  two  censuses .

I t  i s  c l ea r  t ha t  l owe r  
' l e ve l s  

o f  human  cap i t a l  ( educa t i on ;  expe r j ence )

and  g rea ten  concen t ra t . i ons  o f  Mex ican -Amer j cans  con t r i bu te  to  1ow ave rage

earn ings  a long  the  bo rde r .  Bu t  even  a f te r  t hese  a re  con t ro l  l ed  fo r  a

bo rde r  d i f f e ren t j a l  o f  9 -13  pe rcen t  s t j l l  e x i s t s .  Such  a  d j f f e ren t i a l

cou ld  i nduce  f i rms  to  expand  and  to  l oca te  a long  the  bo rde r  p rov ided  tha t

any  cos t  sav ings  a re  no t  o f f se t  by  l ower  
' l eve l s  

o f  l abo r  p roduc t i v i t y .  Bu t

measur ing  emp loymen t  p roduc t i v i t y  i s  beyond  the  scope  o f  ou r  da ta  and

pape r .

I t  i s  l ess  c lea r  whe the r  t he re  j s  a  rea l  bo rde r  wage  d i f f e ren t j a l  a f t e r

t he  cos t  o f  l i v i ng  j s  i nc l uded .  We  f i nd  a  3  pe rcen t  ( on  zeno )  r ea l

d i f f e ren t j a l  i n  1970  bu t  a  11 .5  pe rcen t  r ea l  d i f f e ren t i a l  1n  1980 .  Mo re

re l  i ab le  cos t -o f - l  i v i ng  da ta  w i  I  I  be  necessa ry  be fo re  a  de f i n i t i ve  answer

can  be  q i  ven .
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