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Mexican economy was in a slump with US economy.

What is the influence of the US economy vs. home economic status?

For the last 7 year, exports fueled growth along with investment, not government expenditures.

But in 2001, Mexican export wents down but consumption supported growth like in the US.  On the other hand, in Canada, investment went up.

Companies had to redefine themselves in 2001-2003. Like in the US, companies became more productive but without increasing jobs.
Inflation was high: 3.6%
· Low government bond

· Low dollar

There is no 10-year bond in Mexico because of inflation uncertainty. 30-day bonds are more common.
The target of 3% inflation was not achieved by government.
Loans to private sector declined in 2003 because banks are risk adverse and government bonds are more attractive at 6.47% in May 2004 ( companies must get credit from suppliers directly.
NAFTA forced institutional changes such accounting standards, banking etc. to reassure foreign investors.
Companies are hiring part-time instead of full time employee to go around the labor laws.

Labor law reforms are in congress but have not been passed yet.

The north part of Mexico is capitalist, but Mexico City has strong leftist unions.

Oil windfalls continue and are channeled into public works: original forecast was $22/barrel, but due to higher prices, there’s extra money.

Oil revenue represents 20% of the budget revenue. About 60% of oil export goes to US.

But oil only represents 7% of total exports.

Better trade dynamics with US, but also with Chili.
G3- Trade agreement with Columbia and Venezuela, but agreement has not been performing, due to “cultural distance”.

John Dunning and Bolstrong are leaders in the field of cultural distance.

Surveyed showed that Mexico has done better in trade agreement with countries that have similar business practices.

Chili, Costa Rica have modern business practices, but not Nicaragua, Venezuela. 

In 2003, growth target of 3% were not achieved, only 1.2%.
Foreign direct investments (10% of total investment is coming from US (60%), but investment from Netherland, Germany, and Korea 
www.inegi.gob.mx : labor data and economics

www.economia.gob.mx : trade data for Mexico

Informalities grows when companies get squeezed, and affects money base
( growth of black market, unregistered companies which don’t pay taxes. An estimate is 30%-45% of GDP.
Chili and Mexico are the only latino countries with BBB ratings.

Manufacturing is the most important drivers of Mexican economy.

$14B in Foreign Direct Investment in 2003, still underperforming.

Most Mexican Foreign investment ($3B) goes into Houston into commercialization/underwriting.

Infrastructure Issues:
· Good north/south highways

· Poor east/west highways

· Need to invest in railroads (Tijuana, San Diego)

The main challenge is structural reforms:

· Rule of law

· Decentralization

· Fiscal reform

US and MX are no longer correlated!!! Only manufacturing index is!!!

Maquiladoras were created in the 60s to give high labor job to Mexican so they don’t cross the border, originally targeted at low skilled workers.  Goods made in maquiladoras could be imported in the US tax free.

Maquiladoras jobs are leaving Mexico to China and South America.

There’re about 600,000 jobs in Monterrey.  There’s been a shift from steel / food processing to electronics and hi-tech.
US imports from Mexican are decreasing because of China.
