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Introduction

U.S. trading partners were affected by recent wave of
protectionism and trade war started in the U.S.

– China, European Union, Russia, Canada, Mexico, Turkey, ...

We study short-run impacts of this new wave of
protectionism on Mexico’s economy

– Event Study
– Trade Elasticities, Fajgelbaum, et al. (2019)
– A Small Open Economy DSGE model, Christiano et al. (2011)

2 / 20



Introduction Background Methods and Data Results Conclusion

Trade Deficit Between U.S. and Mexico

Background

Figure 1: U.S. Trade Deficit with Mexico Since 1985
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Mexico’s Export Partners

Background

Figure 2: Mexico’s Export Partners 2014-2018
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Mexico’ Exports and Imports

Background

Figure 3: Mexico’s Exports and Imports (2014-2019)
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Data

We use monthly UN COMTRADE data at the HS6 products
levels for the period of 2016-2019.

For Mexico’s tariffs, we use the annual WTO database of Most
Favored Nation (MFN) tariff rates and compute the tariff rate
for each country-product as the average of the MFN rate.

For U.S. tariffs we use Fajgelbaum, et al. (2019) database which
includes a monthly panel of U.S. statutory import tariffs and is
constructed by using public schedules from the U.S.
International Trade Commission (USITC).

For the rest of the variables we use Banco de México and
National Institute of Statistics and Geography (INEGI)
databases.
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Method

Event Studies

Trade Elasticities

I Mexico Import and Foreign Export Variety Elasticities (σ,
ω∗)

I Product Elasticity (η)
I Import Elasticity (κ)
I Foreign Import and Mexico Export Variety Elasticities (σ∗,

ω)

DSGE Model

I Exports
I Imports
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Event Study:

Following Fajgelbaum, et al. (2019), we compare the trends
of targeted varieties to varieties not targeted in the
following specification:

ln yigt = αig+αgt+αit+
6∑

j=−6

+β0jI(eventigt = j)+
6∑

j=−6

+β1jI(eventigt = j)×targetig+εigt

FEs:
I country-product (varieties),αig

I country-time, αit

I product-time, αgt

Varieties targeted by tariffs are captured by the targetig
dummy

We plot the β1j dummies that capture the relative trends
of targeted varieties
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Trade Elasticities:

Mexico Import and Foreign Export Variety Elasticities (σ, ω∗)

∆ lnmigt = ηmgt + ηmit + ηmis − σ∆ ln pigt + εmigt

∆ ln p∗igt = ηp
∗

gt + ηp
∗

it + ηp
∗

is − ω∗∆ lnmigt + εp
∗

igt

Product Elasticity (η)

∆ ln sMgt = ψst + (1 − η)∆ ln pMgt + εMgt

sMgt ≡
pMgtmgt

PMgtMgt
is the import share of product g in sector s.

ψst ≡ −(1 − η)∆ lnPMgt is a sector-time fixed effect that controls for the

overall sector import price index.

Import Elasticity (κ)

∆ ln(
pMstmst

PDstDst
) = ψs + ψt + (1 − κ)∆ ln(

PMgt

PDgt
) + εst
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DSGE Model

We calibrate Christiano et al. (2011) DSGE model by using above estimated
elasticities to see the impacts of U.S. protectionism on Mexico’s economy.
We define bilateral trade shocks between U.S. and Mexico.

Exports:

mcxt =
γxt R

x
t

qtpctp
x
t

[ρx(pm,xt )1−θx + (1 − ρx)]
1

1−θx

Imports:
Foreign firms sell a homogeneous good to domestic importers.
There are three types of importing firms:

I one which produces goods used to produce an intermediate
good for the production of consumption,

I one which produces goods used to produce an intermediate
good for the production of investment, and

I one which produces goods used to produce an intermediate
good for the production of exports.

mcm,ct = γm,ct StP
∗
t R

∗
t
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Event Study

Figure 4: Variety Event Study-Imports
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Event Study

Figure 5: Variety Event Study-Exports
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Pre-existing Trends

Table 1: Mexico Import and Export Trends

13 / 20



Introduction Background Methods and Data Results Conclusion

Mexico’s Imports and Foreign Exports at the Variety Level

Table 2: Variety Import Demand (σ) and Foreign Export
Supply (ω∗)
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Product Level Imports

Table 3: Product Elasticity (η)
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Sector Elasticity

Table 4: Sector Elasticity (κ)
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Mexico Export Variety Elasticities

Table 5: Foreign Import and Mexico Export Variety
Elasticities
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DSGE Model

IRFs

Figure 6: IRFs of U.S Tariff shocks on Mexico’s Export
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DSGE Model

IRFs

Figure 7: IRFs of Mexico’s Retaliatory Tariff shocks on
Imported consumption goods
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Conclusion:

We apply event studies to see the impact of changes in trade policies on
Mexico’s imports and exports for the period of 2016-2019. Our results show
that the imposition of tariffs could not significantly reduce the trade values
and quantities, but we could find a complete pass-through of the tariffs to
imports and exports prices at the variety level.

We also apply Fajgelbaum, et al. (2019) approach to estimate Mexico
import and foreign export variety elasticities, product elasticities, import
elasticities between domestic and imported products, and foreign import and
Mexico export variety elasticities. The estimated elasticities of Mexico’s
imports demand and exports supply are -1.08 and 0.44 respectively.

We also modify Christiano et al. (2011) DSGE model by using the estimated
elasticities and defining bilateral trade shocks between U.S. and Mexico.

Our results show that potentially, if there is a 10 percent tariffs on all
exported goods from Mexico to U.S. Mexico’s GDP reduces by less than 5
percent.

Potentially, if Mexico decided to impose 10 percent retaliatory tariffs only on
consumption goods imported from U.S., the Mexico’s consumption decreases
by 2 percent.
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