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Mexico in the Trillion Dollar Club:
PPP GDP (in billions of international dollars)
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Mexico: a decade of sound macro policy

1998 | 2000 | 2005 | 2008
Non-financial public -1.2| -1.1| -0.1 0.0
sector balance (% GDP)
Current account balance | -3.8| -3.1| -0.7| -2.2
(% GDP)
Inflation (% change y/y) | 18.6| 9.9| 3.3 6.5
External debt (% GDP) 38.2| 28.3| 20.4| 20.6

Source: IMF
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Mexico’s potentially rosy economic picture 1s
clouded by the external environment....

Index of Industrial Production 1995-2008 (2000=100)
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Mexico is still closely tied to the US economy
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Mexico’s potentially rosy economic picture 1s
clouded by the external environment ont)

GDP growth (percent) : Mexico and United States 2000-2009
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We are being conservative with our growth projections: EIU estimaéces

::% Peterson Institute a contraction of 2.6%; Banxico of -0.8 to -1.8 percent growth
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In late 2008 US imports of Mexican goods started

falling, as did Mexico’s purchases of US goods

US exports to and imports from Mexico 2000-2008 (monthly, in billions of $US)
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Mexico’s stock market plunged 42 percent
in 2008

Bolsa Mexicana Closing price Index (base=1978): July 2008-Feb 2009
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Foreign investment has not dried up, but
slowed in 2008

FDI flows 2001-2008
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10

Remittances (in billions of $US) 2003-2008

Source: Banco de México
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Remittances have begun to decline...
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Remittances depend on the economic health of
a few key US states

by county (2000)
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The relatively small remit-
fance flow to Mexica's
forder stotes attests to
their econcemic strength,
The spread of foctaries
slang the barder o per-
#orm cheap monufacturing
tor LL5. campanies allows
miany Mexicans fo find
work without crossing over.
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‘Community Development (from 2,000 miles away)

Mexican "hometawn assaciations” are comman in American cties.
Theay host dances, rodecs, and picnics, and send the praceeds back
ta their members” native towns to finance woter, electricity, or build-

ing projects. Migronts in Chicage, far instonce, gathered $240,000
one year to build o church in the small village of Lo Purisima (pop.
4,000). The Mexican gavernment matches such funds 3-to-1.

Eronching Qui

Saciol networks hove long connected
certon communities in Mexico to spe-
cific cities in the LS. —Pusbla to New
Yark, Michcacan fo Chicego, Jalsco to
Bostan. As migrotion has grown, these
netwarks have proliferated. But new inks
e forming as welk far instance, workers

ta Geongia, with money flowing back the
other woy.

The Hellew States

Five predominantly rural Mesi.
can states—Guanojuata, Jolisco,
Michaacdn, on Luis Potosi, and
Zocotecas—send o dispropartion.
otely large numiber of emigrants o
the United States. Their links fo the
L5, dote back a century, ta when
Amesican mining and railrad
companies recrsted workers from
these regions to offset reductions
in Chinese ond Japonese mmigra.
tian. Hame to bess than o third of
Menico's populotion, they receive
44 percent of Mexico's remittonces

Gulf of

Mexico

Remittances are
most important
to agricultural
states. Border
states have
traditionally
been
economically
strong enough
to not send
many
migrants. This
could be
affected by the
US economic
slowdown in
states like
California,
Texas, New
York.
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Like nearly all emerging markets, the spread
on Mexican debt has risen sharply; good
fundamentals were no salvation

Chart 3

Country Premium Rises
(Emerging Markets Bond Index yield spreads over U.S. interest rates)
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Mexico is absorbing the external shock by
allowing the peso to drop

Peso/dollar exchange rate: October 2008-March 2009
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5 13 1 40 percent devaluation of
2, peso since October 2008;
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January 2008
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Meanwhile, the microeconomic challenges are
getting motre severe

..: Pelersun Insmuta

O Mexico has fallen in its ranking on Transparency
International’s Corruption Perceptions index from
51st place in 2001 to 72"d place in 2008

O In the World Economic Forum Global
Competitiveness Report Mexico ranked 102 in
Public Institutions, behind Pakistan

o Mexico fell from 42 in the 2008 Doing Business
ranking to 56t in 2009

o Mexico fell from 16 in 2005 to 19t place in
2007-8 In AT Kearney’s FDI confidence index
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... drug violence plagues Mexican cities, especially
INn the north

War Relateg ths: January 2007 — December 2008
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Source: LA Times, based on data from the University of San Diego Trans-border Institute

Between January 1, 2007 and December 19 2008 there were 7,337 drug
( war deaths in Mexico. The circles portray areas where more than 100
. 15
:I'# Peterson lnsttite deaths were reported.
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Whither US policy towards Mexico?

Plan Colombia

Merida Initiative

Timing

2000-2006; succeeded by
follow-on policies

Fiscal year 2008 through
fiscal year 2010

Policy targets

Insurgency (FARC; ELN);
self-defense organizations;
drug crop eradication;
criminal justice system;
economic development

Counter-drug; counter-
terror; border security;
public security & law
enforcement; institution-
building & rule of law

US financial
commitment

US$4.5B; $1.6B for follow-on
through 2008

US$1.5 B announced;
about 10% of total
program costs allocated in
2008.

US domestic
commitment

Reduce drug demand

Reduce drug demand;
halt: weapons trafficking,
precursor chemicals,
money laundering

::# Pet lrson Instnuta
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Retail price of a gram of Cocaine in the United
States: 1990-2007 (in 2006 $US)
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Mexico: resilient so far

O Despite violence, tourism picked up in 2008

= While overall tourism was up, certain regions,
such as Guerrero, show a falling off in travel
both from domestic and international travelers
O FDI has continued to flow in, even to
regions associated with violence

0 Remittances have dropped off but not
dried up

0 These are statistics to watch in 2009
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Mexico: US FDI flows into northern border
states 2004-2008 (flows by trimester)
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Mexico’s response to the crisis

O Monetary response: Banco de MéXxIico has
Intervened to mitigate peso volatility

O Fiscal stimulus:

= Oct 2008: Growth and Employment Stimulus Program

(PICE) of $6.9B, about 1% of GDP — largely for use on
Infrastructure spending

In 2008 Mexico hedged oil price at $70/barrel
Fiscal reform measures of 2007 should see increased tax
collection

= Jan 2009: National Agreement on Family Economy and
Employment: $150m to freeze gas prices, lower

electricity prices, boost unemployment benefits and
Increase spending on infrastructure
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Like nearly all emerging markets, the spread
on Mexican debt has risen sharply; good
fundamentals were no salvation

Chart 3

Country Premium Rises
(Emerging Markets Bond Index yield spreads over U.S. interest rates)
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Mexico is absorbing the external shock by
allowing the peso to drop

Peso/dollar exchange rate: October 2008-March 2009
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Meanwhile, the microeconomic challenges are
getting motre severe

..: Pelersun Insmuta

O Mexico has fallen in its ranking on Transparency
International’s Corruption Perceptions index from
51st place in 2001 to 72"d place in 2008

O In the World Economic Forum Global
Competitiveness Report Mexico ranked 102 in
Public Institutions, behind Pakistan

o Mexico fell from 42 in the 2008 Doing Business
ranking to 56t in 2009

o Mexico fell from 16 in 2005 to 19t place in
2007-8 In AT Kearney’s FDI confidence index
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... drug violence plagues Mexican cities, especially
INn the north
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Whither US policy towards Mexico?

Plan Colombia

Merida Initiative

Timing

2000-2006; succeeded by
follow-on policies

Fiscal year 2008 through
fiscal year 2010

Policy targets

Insurgency (FARC; ELN);
self-defense organizations;
drug crop eradication;
criminal justice system;
economic development

Counter-drug; counter-
terror; border security;
public security & law
enforcement; institution-
building & rule of law

US financial
commitment

US$4.5B; $1.6B for follow-on
through 2008

US$1.5 B announced;
about 10% of total (?)
program costs voted in
2008; negotiations in
Congress for 2009.

US domestic
commitment

Reduce drug demand

Reduce drug demand;
halt: weapons trafficking,
precursor chemicals,
money laundering
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Retail price of a gram of Cocaine in the United
States: 1990-2007 (in 2006 $US)
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Mexico: resilient so far

O Despite violence, tourism picked up in 2008

= While overall tourism was up, certain regions,
such as Guerrero, show a falling off in travel
both from domestic and international travelers
O FDI has continued to flow in, even to
regions associated with violence

0 Remittances have dropped off but not
dried up

0 These are statistics to watch in 2009
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Mexico: US FDI flows into northern border
states 2004-2008 (flows by trimester)
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Mexico’s response to the crisis

O Monetary response: Banco de MéXxIico has
Intervened to mitigate peso volatility

O Fiscal stimulus:

= Oct 2008: Growth and Employment Stimulus Program

(PICE) of $6.9B, about 1% of GDP — largely for use on
Infrastructure spending

In 2008 Mexico hedged oil price at $70/barrel
Fiscal reform measures of 2007 should see increased tax
collection

= Jan 2009: National Agreement on Family Economy and
Employment: $150m to freeze gas prices, lower

electricity prices, boost unemployment benefits and
Increase spending on infrastructure
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Canada’s response to the crisis

O Canada has revised its GDP growth
projection down to a contraction of 2.7
percent.

O Canada’s fiscal stimulus (Economic Action
Plan) represents 1.9 percent of GDP for
the next fiscal year; 1.4 percent for the
following year.

O Projected budget deficit of $34 billion this
year (2.0 percent GDP); $30 next (1.7
percent of GDP)
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What has the US done to help Mexico cope

with the financial crisis?

0 Federal Reserve: US$30 billion line of
credit with the Banco de México,
authorized through April 30, 2009, to
support confidence

O Mérida Initiative

O NAFTA lives (but trucking still frozen;
NADBank still small potatoes)

O Stimulus package: modest expenditure on
border infrastructure
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