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Mexico holds its breath?

At the start of 2008 there were concerns that the US economy might slip into recession. Some
Mexican economists argued that, should the Gross Domestic Product (GDP) of the USA fall,
Mexico would also suffer an economic downturn. When the USA experienced a recession in 2001,
Mexico’s economic performance also deteriorated. This was largely a result of a fall in its exports.
Fig. 1 compares the main destinations of Mexico’s exports and those of the UK.

Fig. 1 Main export destinations 2007

woico | Teotioml |y | ot
1 USA 85.7 1 USA 14.6
2 Canada 2.0 2 Germany 10.9
3 Spain 1.3 3 France 9.4
4 Japan 1.1 4 Ireland 7.8

Other Mexican economists, however, claimed that the Mexican economy is now stronger and
would not be adversely affected by what was happening in the USA. They argued that whilst in
the past Mexico’s economic growth had been export-led, more recently the driving forces have
become increasing investment and consumer expenditure. In 2007, consumer expenditure
accounted for 68% of Mexico’s aggregate demand, government spending was 14% and net
exports (exports minus imports) were minus 2%. They also pointed out that Mexico is experiencing
low unemployment, low inflation and steady economic growth. Indeed, one economist said that
the country’s growth rate is more stable than that of the UK and that Mexico’s GDP (which was
$768bn in 2007) would soon match that of the UK’s (which was $2199bn in the same year). Fig. 2
compares the economic growth rates of Mexico and the UK.

Fig. 2 A comparison of the economic growth rates of Mexico and the UK 2000-2007
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Guillermo Ortiz, President/Governer of Mexico’s central bank, praised the Mexican government
for pursuing sound economic policies. The Mexican government, he said, has simplified the
tax system and is planning to reform trade unions and spend more on transport infrastructure,
education and health care.
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Answer all questions.

Define the term ‘Gross Domestic Product'. (line 2)
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(b) Using an aggregate demand and aggregate supply diagram, analyse the effects of a fall in
exports on an economy.
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3 (@) Using information from the case study, lines 9—11, calculate the contribution of investment to
Mexico’s aggregate demand in 2007.

.............................................................................................................................................. [2]
(b) State and explain two causes of an increase in investment.

3 SRS

72 RS

.............................................................................................................................................. [6]
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4 (a) Explain one difficulty of measuring economic growth.

(b) Using Fig. 2 and the information in lines 12—15, comment on the view that Mexico’s economic
growth rate is more stable than that of the UK and that Mexico’s GDP would soon match that of
the UK.
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(a) Describe two causes of unemployment.
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(a) Using information from the case study, identify two supply side policies.
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