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External Shocks, Structural Change, and Economic Growth in Mexico 
1979–2007 
 
 

Abstract 
This paper finds that shocks to net financial inflows, world oil prices, the U.S. 
growth rate, and the lagged real exchange rate explain most of the fluctuations 
in Mexico’s annual growth since 1979. The paper also estimates how the effects 
of these external constraints have changed since Mexico’s liberalization policies 
of the late 1980s and the formation of NAFTA in 1994. Estimates of an 
investment function and other tests show that growth drives investment but 
not conversely, in the short run. Investment is driven mainly by oil prices 
and the accelerator effect; foreign direct investment has no significant impact.
 
*REVISED SEPTEMBER 2008  
 
JEL Classifications — O54, O11, E22, F43 
 
Key words — Latin America, Mexico, external shocks, economic growth, 
investment, financial inflows  
 
*The author would like to acknowledge helpful comments on an earlier version 
of this paper from Carlos Ibarra, Will Milberg, Robert Pastor, Alicia Puyana, 
and José Romero, as well as participants in seminars or panels at the 
Universidad Nacional Autónoma de México, El Colegio de México, El Colegio 
de la Frontera Norte, the March 2006 Congress of the Latin American Studies 
Association (San Juan, Puerto Rico), and the February 2007 meeting of the 
Eastern Economic Association (New York). The author would also like to 
thank the Center for North American Studies at American University for 
financial support, and Rex Ballinger and Eugenia Todorova for research 
assistance. The author alone is responsible for the opinions expressed here and 
any remaining errors. 
 
Robert A. Blecker 
Department of Economics 
American University 
Washington, DC 20016 USA, 
e-mail: blecker@american.edu 
 




