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MEXICO’S ECONOMIC RECOVERY: A GAME OF TWO FORCES
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The late third quarter of 2000 (specifi cally September) may be cited as the 
last peak in the Mexican Business Cycle. After this turning point a contraction in 
supply and foreign demand started to characterize the slowing down phase in the 
business cycle. In contrast to the economic experience in the last two decades, 
the current economic situation was not provoked by a structural shock derived 
either from a capital fl ow instability, a major increase in the international price 
of oil, a policy mistake or an exchange rate crisis. The current situation can be 
interpreted as the effect of the business cycle “renaissance” in Mexico. This 
time the economic slowdown has been mainly motivated by market forces and 
not by a new economic crisis.

The role that the U.S. economy has played in the Mexican cycle is evident, 
due to the fact that the trade and the capital markets have been the major source 
of synchronization between both economies. Given the extent of the American 
economic infl uence over the Mexican economy, it is relevant to analyze how 
the new potential scenario in the industrialized country — the “W” shape in the 
American recession — could affect the Mexican incipient economic recovery. 
This new fear has its basis in the revisions to the U.S. GDP data, the recent 
U.S. economic indicators, where a trough or minimum in the cycle has not been 
possible to determine yet, and the Wall Street accounting scandals.

From the recent Mexican indicators, it is not possible yet to identify a 
low point in the cycle. Mixed results in unemployment, industrial production, 
manufacturing and a weak external trade sector could derive from two 
possibilities: It could be the beginning of a turning process (where a low point 
has been reached) with recovery becoming evident in a couple of months. Or, 
the Mexican economy could be experiencing the last effects of the economic 
weakness, with a low point in the cycle approaching. 

Internal and external demand are the two forces with the potential to 
determine the Mexican economic recovery. During the recession, internal demand 
(private and governmental consumption plus investment) played a supporting 
role by smoothing the declining phase in the cycle: private consumption emerged 
as the main force behind the Mexican economic strength during the recession. 
External demand, together with internal supply, played the “catalyst” role 
since the beginning of the recession by translating the negative economic 
infl uences from the United States into an economic slowdown in Mexico. Thus, 
the Mexican economic recovery and a potential “W” shape in the recession could 
be determined by these two forces in the coming months.

Elements such as the outcome of electricity market reform, the revision 
of the fi scal reform, and the recent cancellation of the airport in Texcoco will 
determine the internal demand in the short run. By sending the correct signals 
to the market, the internal demand will be stimulated by foreign and national 
investment and the scenario of a “double fall” (initiated in the United States) in 
Mexico will become less probable. However, the U.S. accounting scandals, the 
possibility of an attack on Iraq, and the economic instability in South America 
could negatively infl uence the external demand (due to their effects on U.S. 
economic performance) — and the economic recovery for Mexico could be 
delayed at the same time as the scenario of a “W” shape in the Mexican recession 
becomes more probable.

— JOEL VIRGEN ROJANO, M.E.
The University of York (U.K.)
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