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THE CITY OF NOGALES is cut in half by a fence, If you stand by it and look north,
you’ll see Nogales, Arizona, located in Santa Cruz County. The income of the average
household there is about $30,000 a year. Most teenagers are in school, and the
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majority of the adults are high school graduates. Despite all the arguments people
make about how deficient the U.S. health care system is, the population is relatively
healthy, with high life expectancy by global standards. Many of the residents are
above age sixty-five and have access to Medicare. It’s just one of the many services
the government provides that most take for granted, such as electricity, telephones, a
sewage system, public health, a road network linking them to other cities in the area
and to the rest of the United States, and, last but not least, law and order. The people
of Nogales, Arizona, can go about their daily activities without fear for life or safety
and not constantly afraid of theft, expropriation, or other things that might jeopardize
their investments in their businesses and houses. Equally important, the residents of
Nogales, Arizona, take it for granted that, with all its inefficiency and occasional
corruption, the government is their agent. They can vote to replace their mayor,
congressmen, and senators; they vote in the presidential elections that determine
who will lead their country, Democracy is second nature to them,

Life south of the fence, just a few feet away, is rather different. While the
residents of Nogales, Sonora, live in a relatively prosperous part of Mexico, the
income of the average household there is about one-third that in Nogales, Arizona.
Most adults in Nogales, Sonora, do not have a high school degree, and many
teenagers are not in school. Mothers have to worry about high rates of infant
mortality. Poor public health conditions mean it’s no surprise that the residents of
Nogales, Sonora, do not live as long as their northern neighbors. They also don’t
have access to many public amenities. Roads are in bad condition south of the fence,
Law and order is in worse condition. Crime is high, and opening a business is a risky
activity. Not only do you risk robbery, but getting all the permissions and greasing all
the palms just to open is no easy endeavor. Residents of Nogales, Sonora, live with
politicians’ corruption and ineptitude every day.

How could the two halves of what is essentially the same city be so different? ...

.. there is a very simple and obvious explanation for the differences between the two
halves of Nogales that you've probably long since guessed: the very border that
defines the two halves. Nogales, Arizona, is in the United States. Its inhabitants have
access to the economic institutions of the United States, which enable them to choose
their occupations freely, acquire schooling and skills, and encourage their employers
to invest in the best technology, which leads to higher wages for them. They also
have access to political institutions that allow them to take part in the democratic
process, to elect their representatives, and replace them if they misbehave. In
consequence, politicians provide the basic services (ranging from public health to
roads to law and order) that the citizens demand. Those of Nogales, Sonora, are not
so lucky. They live in a different world shaped by different institutions. These
different institutions create very disparate incentives for the inhabitants of the two
Nogaleses and for the entrepreneurs and businesses willing to invest there. These
incentives created by the different institutions of the Nogaleses and the countries in
which they are situated are the main reason for the differences in economic
prosperity on the two sides of the border.,
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