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CHAPTER 4 -  A  PERSPECTIV E O N MEXIC O 

BACKGROUND 

Mexico, the newest fre e trade  partner i n North America , i s a  union o f 3 1 state s wit h a 
strong federa l governmen t (th e forma l politica l nam e fo r th e countr y i s th e Unite d 
Mexican States) . Although the political history of Mexico i s authoritarian , th e country  i s 
well on its  way  t o becomin g a  full wester n style  democracy . Traditiona l on e part y rul e 
now come s unde r seriou s challenge , an d politica l institution s ar e becomin g mor e ope n 
each day. Th e presen t governmen t show s ever y sig n o f bein g committe d t o continuin g 
this trend . 

The country  ha s 8 5 millio n people , 60 % o f who m liv e i n urba n areas . Mor e tha n 2 0 
million people live in Mexico City alone, making it one of the world's largest cities . Othe r 
major cities , such as Guadalajara an d Monterrey, have over 3 million people each . Mexico 
is a very "young" country  i n terms o f demographics . Fort y percen t o f the population i s 
under twenty years old . 

Mexico's pe r capit a GD P i n 199 2 was $3,600 . Per capit a GD P gre w betwee n on e an d 
four percent a year durin g the period 1990-93 , a time when othe r globa l economies were 
in various stages of recession. GDP growth fell to 0.4% by late 1993 , as the effect s o f the 
global recession started impacting Mexico's economy. 

Inflation durin g 199 4 was les s than 8% , a  substantial dro p fro m th e 30 % level s see n a 
decade earlier . Th e dro p wa s largel y du e t o th e government' s "solidarit y pact " wit h 
business an d labour , whic h committe d al l partie s t o wor k toward s Mexico' s economi c 
stability. 

Overall, Mexico ha s a  broad manufacturing infrastructure , an d produces a  wide rang e o f 
goods for local consumption and export. Major exports are petroleum and petrochemicals, 
automobiles, automobil e engine s an d othe r parts , vegetables , an d ra w coffe e beans . 
Primary import s ar e automobile assembl y material , electrica l parts , chemicals , industria l 
equipment, textil e and metalworking machinery, an d computers . Mexico' s majo r expor t 
markets are the United States, Japan, Canada, Spain, France, and Germany . Import s int o 
Mexico come mainly from the United States. 
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ECONOMIC LIBERALISATION 

Mexico's economi c progres s durin g th e las t fe w year s ha s bee n dramatic , an d i n larg e 
measure has been due to the Mexican government' s effort s t o liberalis e the econom y an d 
implement a  toug h anti-inflationar y programme . Th e government' s prioritie s wer e t o 
decrease th e fiscal  deficit , fight  inflation , ope n u p trad e an d invit e foreig n investment. 
Attention was  als o paid t o suppor t th e agricultura l sector , improv e infrastructure , an d 
place greater reliance on the private sector. Many large state enterprises were privatised. 

Key t o thi s economi c liberalisatio n an d developmen t programm e wa s a  three  wa y pac t 
between government , busines s an d labour . Thi s pac t combine d fiscal  an d monetar y 
discipline on the part o f government wit h a  commitment b y busines s an d labour to hol d 
down wage s an d prices. The exchang e rate o f th e pes o wa s controlle d withi n a  narrow 
band. 

Mexico's initiative s toward s liberalise d trad e an d market s pai d ric h dividends , an d th e 
country wa s admitte d t o th e Organisatio n fo r Economi c Co-operatio n an d Developmen t 
(OECD). Joinin g th e Unite d State s an d Canad a i n th e Nort h America n Fre e Trad e 
Agreement (NAFTA ) was  a  bold , courageou s an d landmar k mov e b y Mexico , an d 
signalled the country' s confidenc e tha t i t coul d compet e i n a n ope n marke t alon g wit h 
richer, more developed economies like that of the US and Canada. Mexico's view was that 
open trade with these countries would inevitably fuel its  ow n progress , developmen t an d 
per capita income. 

Despite th e recen t an d wel l publicise d Mexica n currenc y crisis , Mexico' s strategi c 
objectives i n joining NAFT A ar e bein g realised . Ther e i s visibl e progres s i n virtuall y 
every secto r o f th e economy ; Mexica n businessme n hav e a  greate r internationa l 
perspective than before; and productivity is rising . The politica l an d economic apparatu s 
still remain s focuse d o n rapi d advancement , althoug h i t recognise s tha t furthe r 
fundamental chang e is necessary. 

PRESENT CONDITION S 

The healthy economic growth tha t Mexic o enjoye d i n the las t fe w year s ha s now draw n 
to a  close, a t leas t temporarily , du e to th e drasti c devaluatio n o f the peso tha t bega n i n 
December, 1994 . In less than four months, the peso has lost over half it s value . However , 
it is important to note that the Mexica n currenc y crisi s was no t du e to th e government' s 
decision to floa t th e peso -  it wa s th e ba d handling o f this decisio n tha t le d to a  loss o f 
investor confidence. Economist s agree that in terms of fundamentals, the peso is currentl y 
discounted much too deeply. As the Mexican government regains control o f the situation , 
the peso appears to be stabilising . 
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The internationa l suppor t packag e fo r Mexic o fro m th e Unite d States , Canada , th e 
International Monetary Fund, and the Bank for Internationa l Settlement s amount s t o on e 
of th e bigges t internationa l rescu e plan s eve r pu t togethe r fo r a  currency . Thi s 
combination o f loans and loan guarantees shoul d alleviat e Mexico's shor t ter m liquidit y 
problem and hel p stabilis e th e peso . However , th e package is tied to Mexic o adoptin g a 
strict programm e o f economic discipline , including cut s i n governmen t spending , tighte r 
credit and no further diversio n of investment funds t o consumer imports. 

After som e initial hesitation, Mexic o has responded boldly , settin g up a  programme tha t 
has increase d consumptio n taxes , initiate d dee p spendin g cuts , reduce d incom e taxes , 
reduced subsidie s o n items suc h a s gasoline , and tightened monetary policy . A s lon g a s 
these measure s hel p kee p wag e and price inflation unde r control , Mexic o wil l in fac t b e 
able to turn its weak currency to advantage and dramatically boost its exports. 

Rising Mexican export s ar e evidence that thi s medicin e i s working . Th e trad e defici t i s 
coming down , an d export s ar e expecte d t o gro w b y 27 % i n 1995 . I n February , 1995 , 
Mexico recorded its first trade surplus in over four years. 

Mexico's NAFT A partner s hav e signalle d thei r stron g an d continue d suppor t fo r thi s 
"second stage" leap by Mexico into a liberal, stable economi c world. They recognis e tha t 
the recent peso crisi s i s not a  rerun o f the deb t crise s o f th e eighties . Indeed , Mexico' s 
troubles wit h it s currenc y coul d have occurred i n any country , ric h o r poor. Fo r al l th e 
panic tha t shoo k th e markets , man y argu e tha t th e impac t woul d hav e bee n fa r wors e 
without NAFTA , whic h unite d thre e countrie s i n striving fo r mutuall y veste d interests . 
In essence, Mexico has become too importan t t o b e allowe d to fail . The lon g term bet i s 
that the country will regain its momentum and prosper. 

PROSPECTS FOR EXPORTS TO MEXICO 

The liberalisatio n o f Mexico's economy , stil l continuin g despit e th e currenc y crisis , ha s 
generally meant lower tariffs an d a more open market for foreig n goods . NAFTA resulte d 
in a  substantia l increas e i n Mexica n imports . Wit h th e fallin g peso , however , som e 
imported product s hav e become prohibitively expensive . Man y price s hav e double d i n 
local terms. In some sectors, Mexican purchasing power has been cut by one third. 

Given this situation, it is obvious that foreign companies will experience difficulties i n the 
short ter m sellin g into Mexico . However , th e effect s wil l likel y be most pronounce d i n 
consumer goods . Reactin g t o thi s expectation , man y America n retailer s hav e pu t thei r 
Mexican expansio n plans o n hold. On th e othe r hand , the currenc y situatio n appear s t o 
have ha d littl e impac t o n expansio n an d investmen t plan s i n th e industria l an d 
infrastructure sectors . Few, if any, companies have announce d cutback s i n such projects . 

51 



This indicate s a  more reasoned confidenc e i n Mexico's lon g term prospects , an d augur s 
well for many foreign companie s wishing to do business with Mexico. 

As mentione d above , import s o f consume r product s int o Mexic o wil l fal l i n th e shor t 
term. Consume r product s relate d t o th e constructio n industry , i n particular , wil l b e 
affected a s discretionar y spendin g o n hom e improvemen t falls , mortgag e rate s ris e 
steeply, and construction activit y slackens . 

Food product s wil l als o experienc e reduce d impor t demand . Mexica n consumer s wil l 
purchase fewer importe d non-essential s i n the near term, an d rely o n domesti c product s 
instead. Foreign processed foods will likely see far lower sale s ove r the next year o r two. 
Basic importe d foodstuff s wil l b e les s affected , particularl y thos e tha t d o no t hav e a 
ready domesti c substitute . Export s t o Mexic o o f exoti c foods , shel l fish  o r agricultura l 
produce will not fare well in the short term. 

Exports o f industria l good s to Mexico , such a s components an d chemicals , wil l no t se e 
dramatic declines . Thes e item s ar e vita l t o th e Mexica n economy , an d th e pus h fo r 
economic growt h wil l sustai n thei r demand . Again , industria l import s withou t read y 
domestic substitutes will fare better . 

In summary, the prospects fo r export s t o Mexic o vary b y typ e o f product. I n the shor t 
term, there will be volatility. I n the lon g term, th e prospects fo r export s t o Mexic o ar e 
bright, since Mexico's commitment to an open, internationa l econom y i s not expecte d t o 
waver. 

PROSPECTS FOR COMMONWEALTH EXPORTER S 

For mos t Commonwealt h countries , Mexico ha s not bee n a  major expor t target , an d th e 
Mexican marke t ha s no t bee n viewe d a s a  priority . Eve n Canada , a  neighbou r an d 
NAFTA partner , currentl y export s fa r les s t o Mexic o tha n i t can . Ther e i s clearl y a n 
opportunity fo r man y Commonwealt h countrie s t o tur n thei r attentio n t o thi s market , 
and take advantage of "getting in on the ground floor" 

The curren t economi c downtur n i n Mexico offer s Commonwealt h exporter s th e tim e t o 
compose thei r strategie s fo r penetratin g this  market . No w i s th e tim e t o lear n abou t 
opportunities in Mexico, forge alliances and establish a presence. Th e commitmen t o f the 
NAFTA partner s fo r mutua l growth , couple d wit h th e potential  deman d generate d b y 
Mexico's very young population, sugges t that Mexic o has very goo d long-term potentia l 
as an export market. In many cases, it is even an advantageous "springboard " into th e U S 
and Canadian markets. 

Commonwealth exporters should view Mexico as an excellent long term opportunity. 
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