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A Common Historical Precedent”

Mexico's last four presidential elections
saw devaluateons of the peso, recessions amd
high inflation rates, The 1988 elections didn’
CRAPCTICACE 4 s devialuatsn, however the
evonenmy suffened from slow growth and high
nflation rates, Business keaders are bracing
for another clection year crisis that could
COUF SO fane betweon Lhe Jul:.' ol election
and the December =0, 2000 mongumtin

The repeated economic crises can be
attnbuted o Mexico's presubent anil muling
party, Partido Revelucionano Instinutional,
PRL 12 keep the economy growmng during an
elecinon Wi, sSance 1970, Mexcan BOVEM-
meenits baive increased fiscal 'p:l'u;ﬂnl,!lng, Jiosgvs
erad monctary policy, and eatended loans b
the public and private secior in order o win
vobes, Resulting in high inflation rates, over-
valued exchamge rates. o drop in intmations)
L'l.'ll'lipll'l:li‘u ENESS., W ||Jl.‘1li|!_1'_ CUFFERl Soceuin]
defcat. capital Might ond speculation of an
impendmg devaluation

Lh.L"lI:l: 1he slmimmsrations of Presdents
Luis Echeverria, 1970-Th s Josd L,l:lp-:,-'
Poiallo, 1976-82 e (LT Tt l,—.l;l_l. L5 T
vabued us result of huge govemnent spending
and fixed exchange rates. The Mirst vear of the
Echeverria Administragion, the govermnent
deficit was barely 55 of the GDP [1DB.
|"I'-'-l|- E_'. 1982, the las VEr ol the Portillo
Admimistration, the government deficil
reached 153.43% of the GDP |IMFE. 1985)
Infation rose from 6% im0 1971 50 Y8.4% i
1982 | Bapco de México, 194Hy ], l'.h;-\.pilu
increpses in inflation. the Echeverria
Aulmuimisirateon maintained o fixesd exchange
rate of 12,5 peson per dollar wil 1976 while
the Portillo Administration allowed for mar-
].:i:'lil| s devaluations between 1977 and
1982, In bath cases, ilh.'n.::niﬁi: the prce of
expors and lowenng the price of impons pro-
voked a lamge curment accound deficit |Federal
Feeserve Bank of Dallas, 1999)

Embrping Warkaty maganien oo oo [0

's 2000 Pres|
Is Econmmc Cn515 on the Honzon

During the Salinas
Administrafion, [985-94, povem-
meem deficits declined from 3%
19%8% to less than 195 of the GDP m
195l [IME, 19550, This was oz
i 1993 and 1994, by domestic
bank credit that expanded ar an
annual rate of 195 |INIF. 1595ME],
This expanion combinad with the
reduction of MAFTA induced mniis
generated huge current accoum
deficits |U,5. Embassy, 1995],
Salinas, like his predecessors,
refused to devalue the peso that
wis 250 uboive s vilue.

The crises of 1976, 1982, wmd
PR were precipitsted by an over-
valued peso generating current
accoumt deficis vwo 1o four times
|J.I"l!|.‘1' than the bevel of fesepies b
Bunco de México, Mexico's
Central Bonk. To finance these
huge deficns and avoid devalua-
fion, ihke Echeverria and Postillo
Adminisiratlons boerowed I;:rl,'t.'
amaknts of money Trom foreign
banks, the Salinas Adminsiration
used Mexico's stock market to bor-
rovw fizarly $13 billion oo foreign
INvEstors 1o I:'ir'l..ﬂ!u.ﬂ.' ”H,: nu[mn'\.
lange curment scooum deficit [ULS
Embxassy, 19495

1I1l.'l'|.‘:|'-|:|lg Mexcos Toreign
debt, fueling the overvaluaion of
ik E= i Y arl creang e oL
fion that a major devaluastzon was
comang. resulbed in massive capital
flight. In all three crses, the over-
valuatbon of the peso ended when
paviments o e foreien debl wene
cue. The Mexican Govemiment was
fonced o underake a sharp devalu-
aion of dwe s onder 10 securne
loeans Trom the Ingermational
Muonetary Fund, Wodld Bank. amd
LL5, Depariment of the Treiasm.

Another Crisis in 2000"
Mexica's CCDNMNY appears
mach stronger than in past chection
years. The Zedllo Admanistration,
19 N haes talken concrete steps
v avodd a TN sueCessive cnsis h:.
annuncing an inflaion Large of
less dhan 115, & budget deficat of
less than 1% of the GEP and the
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confinuation of the Mexible exchange rate policy adopted
since the %4 coonomic crisis, Zedillo stmes that he won’y
hesitate 10 slash government spending if the sconomy akes
a negaiive temn [Banamex-Accival, 1999; Secretaria de
Huocienda v Crédieo Publico, 199,

The first yaewter of 2000, has shown Sirong ecommic
growth as @ resull of rising oil prices. The peso has been
sirengthened by more than 4% causing a rise i wages,
loaver prices, increased employment, and the outilewing of
conmsurmrer demand, More mportnaly, the reseroes in Banco
d= Mésico reached S5 hillion dwarfing o trade deficit of
ST billion. Inbicating that capital Mlight was sumpassed by
capial mflows | Banco de México, 1999,

Mexico has moved From o one-party political system,
dominated for 70 vears by the PRI 1o a multi-panty system
where power is slared between thiee maps parties. This
pobical competition hes allowed the Mexican Congress 1o
exent its authority on fiscal matters, which may restrain
CROESAIVE Poverimen ‘.ru'ru!inr, ilunng the Hibelection

The Achilles’ Heel of the Mexican Foo

The Mexican ccommmy could be vulnerable o another
crisis if there is a shap drop in the price of oil, Meticoo’s
Largest expor. a slowdown of the LS, econony, Mexioo's
lurgesy wrading panner; or the Tact that Mexico™s weak
banking system than lies ool recovered from the 19594
financial crisis and subsegquen govermmemt balowt which
cond e than % 100 hillson

Mexico must comimue s <hift Wy Troan wolaiile
forcign stock investment 1o a mone dable foreign direct
iveskment in infrostrueciune, plants, and couiprsen.

We;athering the Economic Storm

President Zedblkos bas volced s inletion 10 be e first
Meaican president 1 leave oflioe siivye 1976 with e
ing, stable economy, The sdoption of o Aeaible exchange
rade, greater poditical competition, stabilay in goverment
finances, and betier debt management make economic crisis
bess likely than i the past, The conditions that proveked a
sharp devaluation of the peso are no longer present.
Compamies doing business in Mexico should monmor the
miarket closely and enjoy the nde. 6

This columnm, :""-;l.'_l.:l!l.' s, Thasiness” sl proviide
husimess tips, srossculivral information. rade and sechmelogy
upalstes, e 1op e-conmence aeh sies o belp you tap Mo e
Mevican, Lagin American, and US. Hispanic CneTRing markes
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