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Key Macroeconomic reforms pre 
crisis  

 Trade and financial liberalization,  
 NAFTA, WTO, OECD 

  Reducing the State’s role in the 
economy 
 De-regulations, privatizations 
 Phase out of industrial policies 
 Autonomy  of the Central Bank 



Favorable impacts of the reforms 

 Annual inflation fell to one digit level 
 Fiscal deficits were eliminated 
 Exports of manufactures boom, 

mainly  manufactures, FDI soared, 
USconcentrate 

 The banking system was modernized 
(and, say, globalized i.e. 
denationalized) 



But the economy failed to 
enter a path of rapid and 

steady growth 



Gap of GDP per capita with US 
widened! 

(Data as percentage of US figure) 

  Mexicos’ gap today is wider than what it was 50 
years ago! 



And the external constraint is still 
binding!  

  And as formal employment has been stagnant, vast proportions of the population have 
little or no social protection. The e trade gao would be even wider if not for oil exports 

(-2%, -7%), in 2009 



Other constraints on economic 
growth: not eased by reforms 

  Investment is low 
 Cuts in public  not compensated by private 

one 
  Infrastructure has falied to modernize 

  Fiscal: Low tax revenues, and Oil-dependent 
(33%) 
 State did not develop the oil industry 
 Tax and subsidies system is, all in all, not 

progressive, thus income inequality is 
acute  



Other key constraints… 

  Financial intermediation is shallow 
  Trade and FDI heavily concentrated 

with the US 
  Insufficient formal job creation, even 

though migration is huge 
  Widespread poverty and income 

inequality, lack of social protection for 
vast contingents 



Indeed about 50% are still 
poor  



And then the 
international financial 

crisis arrived 



Channels of impact: tell and show 

  Balance of payments 
  Exports, tourism, family remittances, and 

imports 
  Less access to external funds and FDI, 

high risk premium. More resources from 
IMF and FED 

  Fiscal impact 
  Less revenue: recession & collapse of oil 

exports 
  Volatility/uncertainty in key markets 

affects investment  



Remittances have been 
shrinking 



Mexico’s foreign trade 
collapses  



GDP falls 7%, trade is in deficit 
and foreign reserves decline 



Families’ income, credit access is 
lower 

(wage bill, remittances and bank credit) 



Lower investment and bank 
credit 



Credit access for firms is 
restricted 



The fall may be ending  
(overall and industrial activities)  



But GDP still fell in the 3d 
quarter of 2009 



Mexico has the steepest decline in 
LA 



In GDP fall, net external demand 
has smaller impact than 

domestic one 



Employment deterioration is 
acute 



The government’s 
response, so far? 



A standard and poor but relevant 
opinion on the impact of the crisis 

on policies 
  “Though it is too early to reach final 

conclusions, the first signs suggest that the 
current recession may weaken the 
attractiveness of certain aspects of the model 
of the market economy rooted in Washington. 
But it is unlikely that it will undermine the pillars 
of the strategy of economic development that 
most governments in the region have been 
implementing in recent years. The recession 
may strengthen the Moderate Left in Latin 
America that rejects  populism and build a 
more robust political consensus around 



The captain’s view and action in a 
sea of troubles 

  A DDD changing perception of crisis: Denial, 
Decoupling, Disaster to Deficit Dread    

  Announce series of programs, not an integrated 
strategy:  
  National Infrastructure Fund, announced in Feb 08 
  Program to Promote Growth and Employment, Oct 08 
  National agreement to protect families’ economy and 

employment Jan 09 
  Regulatory reforms to increase transparency and 

protection of savers.  



Macroeconomic response, so 
far 

  Monetary policy 
  Eased liquidity conditions to private banks late 

in 2008 
  Lowered base rate since Jan 2009 
  Change in the Central Bank position on 

intervention in the foreign exchange markets. 
Drastic nominal depreciation of the exchange 
rate initially in 50%, but later partially reversed 
(30%) related to special credit facilities by IMF 
US 47 b, FED US 30b. 



Inflation very much under 
control 



Rate of interest falls since Jan 
2009 



Exchange rate drastic depreciation since 
3Q 2008, but since then has appreciated 



The government’s response, 
so far 

  Trade liberalization further boosted 
  Fiscal policy:  (Zero fiscal deficit in 2008) 

  In 2009, stimulus package 1.5- 2% of GDP, in target to 
meet balanced budget. 

  Original emphasis of discourse in countercyclical 
package, but then implementing three budget cuts in 
2nd half  
  Sub-execution of expenditure, lack of projects, planning teams 

were dismantled, rules and regulations go against fast 
disbursement   

  Budget for 2010, focused on fiscal discipline 
  Support for those losing formal employment  



Fiscal deficits with and without 
Pemex’s investment 



Mexico’s fiscal budget for 2010 

  Increase VAT from 15% to 16%, X-food 
medicine 

  Income tax, 28% to 30% if earning > 5 min 
wage 

  Cease tax concessions due to consolidation  
  3% tax internet services, and on cash 

deposits 
  Increase taxes on alcohol, etc 
  Overall fiscal deficit of 0.75%  of GDP  
  All in the context of a much weakened 



The Road Ahead *: Restore 
State’s key capacities in the 

economy   Substitute (procyclical) fiscal balanced-
budget law for a (countercyclical) structural 
balance approach  

  Central Bank should target broad 
stabilization, i.e prices & output.  Modify 
inflation targeting to avoid the persistent 
real appreciation of the peso 

  Fiscal reform to guarantee more 
resources, better distribution of income,  
investment in infrastructure, development 

* A personal view 



… 

  Industrial policies 
 Strengthen domestic financial 

intermediation and give more important 
roles for development banks 

 Shear the dependence of social 
security and formal employment., and 
move to universalism in social 
protection  



Two final points 
  Binding constraints on Mexico long term 

growth are derived from the low level of 
public investment, insufficient fiscal 
revenues, an appreciated real exchange 
rate, the dismantlement of industrial policy, 
shallow financial intermediation and high 
concentration of income. 

  Policy space is a technical and also a 
political/social construction influenced by 
perceptions on importance of frustrations in 
key issues: inflation, employment and 
economic growth, poverty, inequality. Where 
will Mexico go?      



Avance lentamente 
hacia atrás 

Advance slowly towards 
the rear  Sign at the front door of Mexican buses 



Thanks! 

Juan Carlos Moreno-Brid 
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