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= 1994 financial crisis, Mexico

e impressive strides toward

semic recovery. Yot significant

es remain. The invited contribu-

s issue of Fnfoque examine

d 1
Miisiration’s economic, poverfy-

g, ond employment pofices.

* forced to take steps that difectly

hree years into the Zedillo
administration, there has
been virtually no deviation from

the economic\,]iberaﬁzaﬁon strate-

gy-put in place dfn‘ing the presi-
dency of Carlos Salinas de
Gortari (1988-1994), and eco-
nomic policy is still guided by the
same priorities. The 1995-2000
National Development Progrim
and the recently-unveiled
National Developmerit Finaricing
Program (COFFDE,
1997-2000) confirm that control-

- ling inflation, balancing the feder-

al budget, and attracting forelgn
investment remain the center-
pieces of the government’s eco-
nomic strategy. The assumption is.
that these efforts at the macro-

economic level will transfer over

into structural changes at.the
micro level. .

® Despite holding true to the
Salinas economic plan, the .
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contradict the market-oriented
pohmes in place since 1988. One
example is the program. instituted
to help the newly prgvaﬁzed

_banking sector avoid bankruptcy:

. Another is the government’s

emphasis on building up domes-"
tic savings, a reaction to the real-
ization in 1994 that nearly half of
the country’s savings were held by
foreigners. Yet these deviations
are relatively minor, and restric-

“tive monetary and fiscal policies,

overal] import and price liberal-
izdtion, and a general pattern of -
nonintervention in certain sectors
of the economy remain the foun-
dation of Mexico’s liberalization
strategy. )

* Ever since the December 1994
peso devaluation and the ensuing

" period of m51s—the ‘worst in.

Mexico’s h1$tory in terms of the-
impacts on gross domestic prod-
uct (GDP), employment, and real
wages—the Mexican economy

continued on page 2
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Zedillo’s economic
strategy: the first

three years
continued from page 1

" has been in a steady recovery, -
and economic expectations are
.now extremely positive. The

- government predicts that the
economy will continue to grow
above-5 percent annually until
the year 2000, and investments

-and savings are expected to rise
from 20.9 percent of GDP in
1996 to over 25.4 percent in
2000.

* Moreover, again according to
official predictions, foreign
investment will grow, inflation
and nominal interest rates will
fall, and the fiscal deficit will be
held below 1 percent of GDP.
Open unemployment, which
dropped from 6.3 percentin _
1995 to 4,percent in 1997, is
expected to decrease further,
largely as a result of growth in
the export sector (measured at
30 percent since 1995 and about
15 percent in 1997).

* These bright expectations
mark a radical change in attitude _
toward the Mexican economy
sincé December 1994, both
within Mexico and in interna-
tional markets. They are also the
reason that the Zedillo adminis-
tratioh has not moified

Mexicos economic strategy,
much less held it up for public
discussion.

* Given this context, one must

wonder if the 1994-1995 eco-
nomic erisis offered the current
administration any lessons. If so,

did it heed them? And what
challenges remain for Mexico’s

‘econoiny in upcoming years?

STRUCTURAL LIMITATIONS TO
MExico’s GROWTH PATH
Under Mexicos liberalization
strategy, economic expansion has
depended on imports. The coef-

ficient of trade balance/GDP for

the manufacturing sector
(excluding magquiladoras) went
from -14 percent in 1988 to -44
percent in 1994, putting the .
+manufacturing sector at the cen-
ter of the 1994 crisis and. prov-
ing that Mexico’s manufacturing +
firms remain basically

unchanged in terms of their
dependence on imported inputs.’

REAL INTEREST RATES
Independent of inflation and
nominal interést rates, real inter-
est rates have remained high
since 1988, due largely to high. -
transaction costs and the marked
‘inefficiency of the banking sec-
tor overall. The result is quite
ironic: development banks have
money to lend (fiinds raised in
international markets), but there
is little demand on the part of”
borrowers. A further irony is

that the government’s core strat-

egy to cope with the December
1994 crisis was to bail out. the
banking sector, at a cost of
10-12 percent of GDP, and yet
bad loans as a percent of all ~
loans continue to rise.

hold down inflation, leads
inevitably to an overvaluati
the exchange rate. This wags
under Salinas, and it has 3

. remained so throughout

1996-1997.

EXPORTS AS THE ENGING
FUTURE GROWTH?

A striking feature of the e
izing Mexican economy i$

*reliance on exports and

centration of the export
300 firms account for 70
of Mexico’s non-magquila

continued on page 12
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< In fact, it dropped by 0.2 per-
cent fromi 1988 to 1996.

. The manufacturing sector, the

“engine of growth” for the
Mexican economy; expelled work=
ers during this period.

® Not only.does the hberahza—
tion strategy show a perverse
tendency to increase productivity
by decreasing employment, but
it also generates low-quality jobs!
Employment, probably the most
important economic and social,
issue in Mex1co, is not being

addressed and can only become -

“ more critical in the future.”

Since Salinas implemented his _
liberalization strategy in 1988,

" real Wéges have plummeted

(with only a few exceptions).
Legal minimum and real wages
in 1996 were at only 27 and 60
percent, respectively, of their
1980 levels. Consumer demand

b . is also-down, despite other signs

of economic recovery begmmng

REGIONAL POLARIZATION
Since 1988, Mexico has increas-
ingly separated into North and
South. The North—with more
fE)reign investment, more
maéuiladoras; and more intra-
industry trade—generally per-
forms better than the regions

south of Mexico City. Although

j { ~thls division has attracted little

-

academic or government atten-
+ tion, it holds powerful explana-
tory value for the country’s
recent social uprisings, and it
will strongly influence the tenor
of Mexico’s economic and polit-
ical debates ini the future.
"® The challenges that these
~Various issues present, especially
when added to others such as

Mexico’s foreign debt and debt -
service, suggest that Mexico has

not heeded-recent lessons in the
unsustainability.of economic
growth under the country’s cur-
" rent liberalization strategy.
. Today’s euphoria over Mexico’s
econdmic performiance recalls

the heyday of economic hedo- -

nism under Salinas—just before
the economic turmoil set loose
at the end of 1994.

¢ The same economic trends

that produced the crisis in 1994

are still in place in 1997:

* a relatively small, highly capi-

tal intensive manufacturing sec-
tor dependent for its growth on
an increasing supply of imports,

while generating neither suffi-

cient employment nor value-
“added backward linkages to
other parts of the economy. -
* an unbreakable cycle of
inflows of speculative capital
leading to an overvalued
exchange rate.

4

RN

® The perception in Mexico is
that-there is no more time for
experimenting with dogmatic or
orthodox economic policies,

" whether they are intended to.

attain one—d1g1t inflation rates, a
horizontal industrial policy, the-
oretical macroeconomic equilib-

rium, government inteiventions,

reductions in the value-added,
tax, and so*on.

* The economic chaflenges are ’

enormous. We cannot rely on
GDP and export growth figures
to reflect the true state of the
Mexican economy. These mea-
sures say nothing of the coun-
try's high regional polarization,
declining rates of employmént
generation, worsening job quali-
ty, falling real wages, and the
noninclusion of most of the
Mexican economy in the sup-
posed “recovery.”

Dussel Peters is a member of the
Fucultad de Economig af the
Universidad Naciona] Autérioma
de Meéxico!
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Center and -
Universitly
Lose Valued 3
Friend ‘

Jo\seph Grunwald, long-time assodate-of G i

~T oseph Grunwald, long-ti=ae
'} associate of the Center, pas
away in May 1997. Dr.
Grunwald carhe to La JollaSam
the Brookings Institution i}l
* to become the first appointég]
president of the Institute offgas
Americas. He later served a3
. Dean of UCSD’s Graduatc
" School of International Re
and Pacific Studies. Before (o
ing to California, Dr. Grumval
“taught at several universities,’
including Yale University andiz
Universidad de Chile. He had|
also served as Deputy Assistaiag
Secretary of State for.Inter-
American Affairs in 1976-77;
* During his tenure at UCSD}
Dr. Grunwald was a member .o
the Center’s International
Advisory Council. He was alsol
Center Faculty Research »
Associate, and he regularly served
on the Center’s selection commsg
tee for the Summer Seminar in
U.S. Studies. But more, Dr.’
Grunwald was an esteemed coll

leagué and a_valued friend.
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