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FOREWORD

The recent traumatic developments in Mexico caught both
the Mexican and U.S. governments, as well as most academic
observers, by surprise. Until the Zapatista National Liberation
Army burst onto the scene in January 1994, Mexico’s future
seemed assured. The North American Free Trade Agreement
(NAFTA) had just been ratified by the U.S. Congress, and there
was a widespread expectation that Mexico would take off
economically and would, within the reasonably near future, join
the ranks of the developed countries. And while the outlook for
democracy seemed more problematic, few questioned the
essential stability of the political system. Since then, much has
changed. What happened and why are explored by Donald
Schulz in an earlier SSI study, Mexico in Crisis.

In the current report, Dr. Schulz goes beyond that
preliminary assessment to look at the prospects for democ-
ratization, socioeconomic development, political stability,
U.S.-Mexican relations, and the national security implications
for both countries. His findings are unsettling, and so are some
of his policy recommendations, for they cut at the heart of many
of the assumptions U.S. and Mexican leaders have made
about the effects of current policies and where Mexico and the
U.S.-Mexican relationship are headed.

One anticipates that this report will provoke considerable
thought and controversy. The Strategic Studies Institute is
pleased to publish it as a contribution to understanding events
in this important country.

WDH. WITHERSPOON

Colonel, U.S. Army
Director, Strategic Studies Institute
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SUMMARY

This study examines Mexico’s prospects for democracy,
socioeconomic development, political stability, relations with
the United States, and the implications for the national security
of both countries. The main findings are as follows:

On Democratization.

® While considerable progress has been made, the
process remains incomplete and the gains are by no
means irreversible. Democratization poses serious risks
and costs for both the governing party (Partido
Revolucionario Institutional, or PRI) and President
Zedillo. It will likely lead to the further erosion of the PRI’s
political dominance and could weaken the current
administration’s ability to govern. There is also a
possibility that the regime could lose control and that
Mexico could descend into political immobilism or chaos.
For these reasons, there may be a temptation to limit,
halt, or even reverse the reforms.

® |f the economy continues to decline, social discontent
will grow, making governability even more problematic.
If this occurs in conjunction with an upsurge in political
violence, the prospects for an authoritarian restoration
will significantly increase. :

® The most likely outlook is for a long, drawn-out process
of democratization that will take years—and probably
decades-to complete. This process is unlikely to be
unilinear. There will be setbacks as well as successes.
While there will hopefully be more of the latter than the
former, one cannot dismiss the possibility of an
authoritarian restoration.




On Economic Recovery.

® The prospects are mixed. While currently most of the
macroeconomic indicators are favorable, at the micro
level the situation is grim and will probably get worse in
the second half of this year. Economic recovery remains
fragile and highly dependent on forces beyond Mexican
control. Similarly, political/social stability is tenuous. If
the conflict in Chiapas resumes and spreads to other
states, if there are more political assassinations,
scandals, and other forms of turmoil, then the crucial
psychological preconditions for recovery may not be
established. Investors tend to avoid risky, unstable
environments.

® Both the economic crisis and government policies meant
to deal with it are severely aggravating the country’s
social crisis, making it unlikely that social turmoil will
diminish. This in turn will make it more difficult to
generate economic recovery.

® A major challenge will be to attract enough long-term,
fixed investments (plants and equipment) to offset
losses of the short-term, highly liquid portfolio
investments that played such a large role in bringing on
the crisis. While portfolio investments will be needed
also, Mexico must avoid becoming overly dependent on
them.

® While the Mexican Government is forecasting a rapid
recovery, it seems more likely that the economy will
sputter along in a recession/meager growth pattern for
another year or two. At the micro level, moreover, the
recovery will be much slower than at the macro level.
Equally possible, however, is the prospect that social
and political instability and external forces beyond
Mexican control will continue to undermine a recovery.
If this occurs, then the most likely outcome is a lengthy
period of recession/stagnation or, in the worst case, a
resumption of a descending economic spiral. If

Vi




U.S./international support for Mexico should falter, the
latter would become the most probable scenario.

On Social Development.

® The beneficiaries of Mexico’s structural adjustment have
been mainly the upper class, especially the super rich.

® The combination of the Mexican Government’s
neoliberal economic policies and a decade-and-a-half-
long economic crisis has had a particularly severe
impact in the countryside, increasing poverty and
encouraging rural-to-urban migration, as well as
emigration to the United States.

On Political Stability.

® Political and social turmoil will continue. Labor unrest,
rural violence, and terrorism are likely to get worse.
Middle-class protest movements will grow. Elections will
increasingly be disputed. Already the threat of
narcotrafficking may be entering a new stage, with the
cartels targeting political leaders for assassination. An
emerging alliance between the narcos and reactionary
elements in the PRI will probably lead to more violence
if President Zedillo continues to accelerate the reform
process. So serious are these prospects that one can no
longer dismiss the possibility of a wholesale breakdown
of the political system.

® The United States, both through its actions and
inactions, could further destabilize the situation. A denial
of more loans and guarantees, should they be needed,
would plunge Mexico into an even deeper socio-
economic crisis and might shake the political system to
its foundations. At the same time, a successful U.S.
immigration-reduction program might bottle up
socioeconomic pressures at precisely the moment when
those tensions are dangerously on the rise.
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® Notwithstanding these dangers, the odds are against a
massive political/social explosion. The foundation of the
Mexican system, though seriously eroded, is still largely
intact. The regime retains a considerable capacity to
co-opt, contain or repress its enemies and potential
enemies. The military is still loyal; the corporate controls,
while weakened, are still formidable. At the same time,
the legal opposition remains badly divided, and those
revolutionary movements that exist (with the partial
exception of the Zapatistas) are small and lack the
resources and leadership necessary to make them a
major threat.

On U.S.-Mexican Relations.

® The United States has few foreign policy concerns more
consequential for its national interests than the welfare
and stability of Mexico. Because the two countries’
economies and citizens have become so intertwined,
Mexico’s problems are increasingly becoming U.S.
problems.

® U.S. and Mexican leaders oversold NAFTA. While many
of the agreement’s anticipated benefits may still accrue,
others will not. In some cases, social problems will grow
worse because of NAFTA and the larger economic
strategy associated with it.

® The United States and Mexico have entered into a new
era of much closer, more intense relations. But
closeness does not necessarily mean harmony. In a
complex relationship, marked by serious conflicts of
national interest and a long history of suspicion and
resentment, intensity could as easily lead to greater
hostility as amity. The potential for a serious backlash
exists on both sides. The issue of illegal immigration has
already started such a process. The question is whether
it will gain momentum from other resentments.
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On U.S. and Mexican National Security:
Conclusions and Recommendations.

® There is a need for an expanded, largely nonmilitary
conception of U.S. national security as it relates to
Mexico; moreover, there is a growing link between U.S.
and Mexican security. Mexico’s socioeconomic and
political crises impact on the United States both directly
and indirectly, affecting U.S. trade and investment flows
as well as the movement of narcotics and illegal
immigrants. In turn, this affects socioeconomic
conditions in the United States, especially near the
Mexican border and in inner cities. In addition, the rise
of a narco-state or the installation of a hostile
government in Mexico City would greatly complicate
U.S. security and defense policies.

® One of the sources of the Mexican crisis has been the
government’s neoliberal economic policies. While
neoliberalism provides important insights and
prescriptions that must be part of the solutions to the
economic challenges facing Mexico, it is not a panacea.
The strategy has too often been uncritically embraced,
without sufficient understanding of its destructive and
potentially destabilizing side effects. One consequence
has been the undermining of Mexican national security.

® The challenge is to devise a strategy that is capable of
combining economic andsocial development, so that the
wealth created benefits the entire society rather than a
relatively small sector. With this in mind, it is time to
reopen the debate on agrarian reform and agricultural
protectionism/subsidies and to channel more assistance
to small and medium peasants to enable them to raise
productivity and make the transition to a modern, more
diversified economy without unacceptably high and
potentially destabilizing levels of social pain.

® More international aid will be needed to achieve these
aims and to provide a social safety net to help Mexico




through the crisis. At the same time, it will be necessary
to create better mechanisms of accountability. Funds
must be monitored; more (and more reliable) information
must be supplied by the Mexican Government.

Democratization must continue. Public expectations
have been raised, and to frustrate them now would be
potentially explosive. To minimize the risk, a concerted
effort should be made to bring the political opposition in
from the cold. This means not only fair elections, but a
considerable broadening of the governing coalition.

Mexico’s corrupt judicial and police establishments must
be cleansed.

A new special prosecutor should be appointed to get the
investigations of the Posadas, Colosio and Ruiz Massieu
assassinations back on track.

The war against narcotrafficking should be escalated.
Though the risks are considerable, the dangers of doing
nothing are even greater. Already the cartels have
become a major threat to Mexico’s national security and
the whole process of reform. Accordingly, U.S.-Mexican
cooperation should be increased. At the same time, the
United States must step up efforts to reduce its domestic
demand for drugs.

Enhanced enforcement of U.S. immigration laws must
be accompanied by increased sensitivity to the human
rights of illegal aliens in order to avoid a proliferation of
abuses.

The U.S. Army should be wary of proposals to “militarize”
the border area or otherwise prominently involve it in
operations that might be perceived as being aimed at the
Mexican people or as threatening Mexican sovereignty.

U.S.-Mexican security cooperation might be enhanced
by holding trilateral “North American summits” with
Canada. The three armies could also engage in various




“confidence building” measures, such as unit visits,
personnel exchanges and noncontroversial exercises.
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MEXICO AND THE FUTURE

Whither Mexico? During the 1993 NAFTA debate,
supporters of the free trade agreement painted a portrait of a
country rapidly vaulting into the 21st century, modernizing
economically, democratizing politically, creating a more
prosperous and equitable society for its citizens while curtailing
northward migration, maintaining political stability, and
entering a new era of harmonious cooperation with the United
States. Then came 1994, and suddenly Mexico seemed on the
verge of wholesale disintegration: an Indian uprising in
Chiapas was quickly followed by the assassination of the
Partido Revolucionario Institucional (PRI) presidential
candidate, Luis Donaldo Colosio, by sensational kidnappings,
stock market volatility and a rollercoaster election campaign,
the assassination of PRI Secretary General José Francisco
Ruiz Massieu, continuing political turbulence in Chiapas,
Tabasco, Jalisco and other states and, at year’s end, by the
collapse of the peso. When the day after devaluation
Popocatépetl, the long-dormant volcano southeast of Mexico
City, began to spew huge clouds of steam and ash, forcing the
evacuation of over 70,000 people, it seemed somehow
symbolic—a fitting end to a Year of Living Dangerously.

What happened? How could a country with such seemingly
bright prospects go so wrong?' And where is it going from
here? At this writing, the crisis shows few signs of abating.
Rather, it has dragged on, assuming new forms and presenting
new problems and uncertainties. This monograph will examine
some of these challenges and enigmas. Specifically, it will deal
with the prospects for democratization, socioeconomic
development, political stability, U.S.-Mexican relations, and the
implications of all this for national security.

This last subject, in particular, is one that both countries
have always had trouble coming to terms with. Mexicans rarely
used the phrase “national security” prior to the 1980s, and even
today it is often employed only in the vaguest of ways. Due to
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unhappy historical experiences with the United States,?
Mexicans have traditionally focused largely on the need to
protect their national sovereignty, internal security, and
economic independence from U.S. encroachments. And while
this has changed considerably in recent years,® Mexican
insecurity vis-a-vis the northern neighbor is deeply ingrained.
In turn, partly because the subject is so sensitive (and so
potentially disruptive to bilateral relations) and partly because
decades of Mexican political stability led to a certain U.S.
complacence about that country, the tendency in U.S.
Government circles has been to push U.S.-Mexican national
security concerns as far away as possible and deal with
abstractions.

Today, however, that is no longer possible. Serious new
dangers have arisen which will require both countries to
redefine their national security interests along nontraditional
lines. For Mexico, the threat is no longer aggression from the
United States, but internal political, economic, and social
disintegration. For the United States, in turn, security must be
defined not in terms of any conventional military threat (which
does not exist), but by the dangers that the Mexican crisis
poses for U.S. society. This mutual redefinition will require
closer U.S.-Mexican cooperation than ever before. Lacking
that, threats to the national security of both countries are likely
to grow worse in the years ahead.

The Dialectic of Democratization.

What are the prospects for democracy? The first point to
be made is that, while the August 1994 general elections were
an important step forward on the road to democracy, the
process remains incomplete and the gains are by no means
irreversible. That President (then candidate) Zedillo committed
himself to relatively fair elections in one instance does not
necessarily mean that he will do so in the future. Neither is it
clear how far he will be willing to push other democratic
reforms, especially those that might undermine his own
authority and power. The circumstances of the 1994 campaign,
after all, were unique. The confluence of a variety of pressures,
both domestic and foreign, made it difficult for then-President
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Salinas and Zedillo to resist democratization in the short run.
But whether the latter will continue to push the issue once those
pressures ease and/or new ones arise is anybody’s guess.4

Moreover, within the PRI the “dinosaurs” still have a strong
foothold, and they will try to protect their power and spoils by
obstructing reforms by all means possible, both fair and foul.
During the campaign, Zedillo was forced to embrace them for
the sake of party unity and victory. The question now is
whether-or to what extent-he will be willing and able to free
himself from their grasp so that reform can be continued, or
even accelerated.

Make no mistake about it, democratization poses serious
risks and costs for both the PRI and the president. It will likely
lead to the further erosion of the party’s political dominance
and all the benefits that go with it. At some point, the PRI might
become just another party, one of several contending for public
office. This is a prospect that even PRI technocrats cannot be
comfortable with, since their power and perquisites are also at
stake. Technopoliticians, after all, are still politicians. In the
short run, at least, they will continue to depend on the
“dinosaurs” for their own survival. Even after the Old Guard has
lost its political usefulness—and this is gradually occurring, as
privatization and other reforms undercut its patronage power
and control over traditional constituencies like organized
labor-the “technopols” can be expected to try to limit
democratization by preventing the emergence of a truly level
playing field.

By the same token, democratization holds very real
dangers for Zedillo. If he pursues it too vigorously, he risks the
same fate as Colosio and Ruiz Massieu. Even if he avoids that
ultimate sanction, a too rapid erosion of presidencialismo (the
system which has endowed Mexican presidents with dictatorial
powers for their 6-year terms in office) would weaken his ability
to govern, including his capacity to promote further
democratization should he choose that course. Indeed, there
is already strong evidence of such erosion. Zedillo has been
in office for only a few months, yet already he has acquired a
reputation as the weakest Mexican president in memory.
(Witness his hesitant handling of the peso crisis and Chiapas,

-
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and the resistance of business and labor to his requests for
wage and price restraints.)

Here, both an irony and a paradox: Under Salinas,
democratization largely depended on the president’s
willingness to use his autocratic powers on its behalf. Strong
presidential leadership is still necessary to constrain electoral
and human rights abuses and corruption and guide the country
further down the path of democracy. Thus “an abrupt,
premature dismantling” of the presidentialist system might
actually “doom future democratization efforts.”® On the other
hand, if this is the case then Mexican democracy will remain
precariously dependent on the goodwill and determined
commitment of Zedillo and his successors. Given the historical
record of Mexican presidents, this is not a particularly
reassuring thought.

Then, there is the fear of losing control and descending into
violence. There is a danger that democratization could unstick
the glue that has held Mexico together for the past six-
and-a-half decades. The end of the single-party hegemonic
system could lead to an authority vacuum, political immobilism,
and perhaps chaos. The decline of the PRI would almost
certainly be accompanied by an erosion of party discipline. If
the bitterness between the governing party and the opposition
should greatly increase with the growth of real competition,
multipartisan cooperation might become impossible. In that
case, it is entirely possible that no single party or coalition
would be able to govern effectively. The resulting deadlock,
combined with the increasing demands accompanying rapid
democratization and growing resistance to reform both within
and without the PRI (from narcotraffickers, for instance), could
lead to the wholesale breakdown of the system.

None of this is to suggest that such a scenario is probable,
but it is certainly a possibility. Thus, the temptation to limit, halt
or reverse the reform process. There is a great deal of
ambivalence about democracy in the Mexican political culture.
There is an attraction based on an idealized notion of
democracy and the benefits often associated with it, but there
is also a deep fear of the unknown and the destruction of a
political arrangement that has maintained order and security
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for a very long time. Personal security is not something that
people risk easily. If the violence wracking Mexico should
continue to grow, the ability of democracy to provide order and
security may be called into question. At some point, President
Zedillo or his successor may feel it necessary to make peace
with the “dinosaurs” and the mafiosos for the sake of national
stability. That might well lead to an authoritarian restoration,
with the president trying to rule as a caudillo (strong man) while
federal, state and local authorities increasingly rely on
repression to maintain order.

Another important variable in this scenario, of course, is
economic. If the economy should continue to decline, social
discontent would grow, making governability even more
problematic. If this occurred in conjunction with an upsurge in
political violence, the prospects for an authoritarian restoration
would significantly increase.

One of the most important social bases of Mexican
democracy has been the middle class. Yet, under current
conditions of economic crisis, that sector is being pulverized.
Will middle class Mexicans continue to support democracy
when they are no longer middle class? The danger of a
prolonged, agonizing socioeconomic crisis is that it can destroy
the legitimacy of the democratic model by exposing its inability
to solve the country’s social and economic problems. And the
bottom line for most Mexicans—as for most human beings—is
economic. Democracy may be desirable, but food, clothing and
shelter are essential.

All this makes probable a continuation of the present trend
towards greater social and political violence. Labor unrest,
guerrilla activity, and terrorism are likely to get worse.
Middle-class protest movements, composed of small and
medium businessmen, credit card debtors and other desperate
members of the bourgeoisie, will become more widespread
and angry. At the same time, there are signs that the threat
from narcotraffickers is entering a new stage: the danger is no
longer confined to the economic penetration of political and
bureaucratic structures (i.e., bribery). As in Colombia, the
cartels seem to be increasingly waging violence against the




state itself. That may well be part of the larger meanmg of the
Colosio, Posadas, and Ruiz Massieu assassinations.®

Finally, there is the role of the United States. Contrary to
the assumptions of many North Americans, the historical
record does not lend much support for the assumption that the
U.S. Government will take a strong and concerted stand on
behalf of democracy and human rights in Mexico. In the past,
Washington has almost always valued stability over
democracy. Neither the Bush nor the Clinton administration
included political issues in the NAFTA negotiations. Only in the
aftermath of the Zapatista uprising and the Colosio
assassination, when the country’s political stability seemed in
jeopardy and a fraudulent balloting in the August 1994
elections would have posed major problems for U.S.-Mexican
relations (including NAFTA), did the Clinton administration
really press Salinas on the issue of democracy. Once
Washington’s political needs have been satisfied and Mexico
disappears from the front page of The New York Times, one
suspects there will be a return to business as usual.

In short, the future of Mexican democracy remains
problematic. Though progress has been made, the country still
has a long way to go. On the positive side, President Zedillo
has moved quickly to accelerate the reform process. The entire
Supreme Court has been replaced; the judiciary and federal
police have been restructured. Efforts are being made to bring
the democratic left into the political process. Moreover,
pressures for reform have acquired a momentum of their own
and will not soon disappear. This is not simply a matter of the
Mexican president occasionally pressing for democratization.
The political culture is in flux. Economic modernization has
spilled over into the social and political realms. New forces
have been unleashed which are eroding the dominance of
traditional structures and interests. There has been an
enormous growth of civil society, including a proliferation of
Mexican and international NGOs (nongovernmental
organizations) that have pushed for political reform and
monitored its progress. These elements have become
important transmitters of information to the outside world.” As




long as NAFTA remains a priority, the Mexican Government
cannot afford to ignore its international image.

While itis possible that this concern with foreign—-especially
U.S.-opinion may fade once the current economic crisis
abates, the opening of the Mexican economy and society to
U.S. and Canadian influences and foreign NGOs will probably
continue the subtle nurturing of democratic values. (On the
other hand, this is not a sure thing. If U.S.-Mexican relations
deteriorate, the opposite could happen.) Considerable
progress has already been made in developing real opposition
parties and a competitive party system. With a less erratic but
still attractive candidate (Vicente Fox or Antonio Lozano,
perhaps), the Partido Accion National (PAN) would probably
be an even more formidable foe in 2000 than it was in 1994,
when it placed second with over a quarter of the vote. Even the
leftist Partido de la Revolucion Democratica (PRD), if it could
find a dynamic new leader and improve its internal unity, could
stage a comeback. The economic crisis unleashed by the
December 1994 devaluation of the peso has already produced
a strong political backlash. There are signs that 1995 may be
a bellwether year. A series of state elections are scheduled in
which the PRI is likely to be challenged as never before. While
it is too early to tell, it may well be that we are witnessing the
birth of a genuinely competitive multiparty system.

In sum, the outlook is mixed. The political milieu continues
to be swept by strong crosscurrents. This can be detected even
in the behavior of President Zedillo. Thus, even as he was
pledging during the 1994 election campaign to encourage
democratization within the PRI by pushing for internal elections
or representative conventions, he limited that promise to the
period prior to his inauguration. After that, he said, he would
become a “passive” member of the party and would not
“interfere in any way” in the candidate-selection process.® One
has to wonder how meaningful promises of reform are if the
president is not willing to aggressively follow up on them.

Similarly, while Zedillo sought to signal his support for
political and judicial reform by appointing the PAN’s Antonio
Lozano attorney general, he simultaneously bowed to the Old
Guard by making Ignacio Pichardo Pegaza secretary of
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energy. This was the same Pichardo who had been accused
(whether justly or not has not been determined)® of impeding
the investigation of the Ruiz Massieu assassination. The
appointment raised questions as to how far the president was
really willing to go in terms of weeding out corruption and
promoting political reform. In the wake of the peso’s
devaluation, moreover, the credibility of the “technopols” has
been seriously damaged. Old Guard representation in the
cabinet has been strengthened, casting further doubt as to the
government's direction.'®

A comparable ambivalence surrounds the January 1995
agreement between the Mexican Government and the four
leading political parties providing for additional democratic
reforms and the defusing of the crises in Tabasco and Chiapas
through new elections. (Both states experienced fraud-tainted,
disputed votes in 1994.) No sooner was the ink dry on this
“historic” pact than the government changed direction,
adopting a new hard line on Chiapas and sending the army into
guerrilla territory. This in turn prompted the PRD to declare that
the accord had been shattered. Subsequently, Zedillo backed
away from the pledge of a new election in Tabasco and
recognized a questionable PRI “victory” in another fraud-ridden
balloting in the Yucatan."’

In light of the ambivalence and fluidity associated with
Mexican democratization, the best that can be said is that the
Zedillo sexenio (6-year term) will witness a continuation of the
ongoing struggle for the soul of the nation. In part, this will
assume the form of a dialectical conflict between those forces
that want to accelerate democratization and those that are bent
on derailing it. Under these circumstances, the most likely
outlook is fora long, drawn-out process that will take years—and
probably decades-to complete. This process is unlikely to be
linear. There will be setbacks as well as successes. Hopefully,
there will be more of the latter than the former, but there are
no guarantees. Nor can one discount the possibility of an
authoritarian restoration.



The Pitfalls and Prospects of Economic Recovery.

To appreciate fully the tenuous nature of the democratic
transition that is underway, one must take into account the
closely-related challenges of socioeconomic development and
political stability. In a country like Mexico, where there has been
a serious erosion of regime legitimacy, economic performance
assumes increasing political significance. In effect, a deal was
struck with the public: economic and political modernization
was presented as a strategy for accelerating economic growth
in order to create new wealth that would raise the living
standards of ordinary Mexicans. If the plan was successful, the
legitimacy of both the government and the political system
would be strengthened. Precisely because that legitimacy had
become so dependent on performance, however, economic
setbacks were potentially more destabilizing than ever. If the
strategy was unsuccessful, it risked being discredited and so,
by implication, did democracy.

What are the prospects for economic development? Only
a short while ago, the future seemed assured. NAFTA
appeared ready to usher in a new era of growth that would
catapult Mexico into the ranks of the developed nations. (Or so
it was argued by some treaty enthusiasts.) Then, in December
1994, the bottom dropped out of the peso. Delirious optimism
gave way to bottomless gloom. Yet, in perspective, the
collapse should not have come as such a shock. The warning
signs had been clear: Mexico was living far beyond its means,
purchasing foreign goods and services much faster than its
economy could create the wealth to pay for them. The peso
was overvalued; credit was available to almost everyone. The
country was running a huge current account deficit, which
could be financed only through massive foreign and Mexican
private investment. Obviously, investor confidence was critical.
But, rather than devalue earlier, when it might have been
possible to make a soft landing, for political reasons Salinas
chose to pretend the problem did not exist. Even after the
August elections, he refused to make the hard decision that
was necessary. Instead, he gambled that investors would
continue to pour money into Mexico, even in the face of
continuing political turmoil."2




The fallacy of that assumption is now painfully evident. For
months, Mexico had been hemorrhaging hard currency.
Between December 1993 and December 1994, foreign
reserves fell from $28 billion to $7 billion. Throughout the year,
moreover, nervous investors had been shifting money from
peso-denominated notes to lower-interest dollar-denominated
securities (fesobonos) that allowed them to withdraw their
funds from the country more easily. Some $29 billion of these
bills were due in the months ahead. At the same time, the
Central Bank was frantically using its increasingly scarce
dollars to buy pesos in order to prop up the latter. When Salinas
revealed the state of Mexico’s declining reserves in his State
of the Nation address in early November, it only worsened the
problem. Matters were further complicated when the incoming
president, Zedillo, shook up the Finance Ministry’s
management team, heightening the fears of Mexican financial
managers who already viewed him as a weak and untested
leader. Meanwhile, the Zapatistas were resurrecting the
specter of war, spurring billions more dollars to flee the country.
On December 19, the rebels announced (falsely) that they had
slipped through the military’s cordon and occupied 38
municipalities in Chiapas. Investors panicked, dumping
Mexican stocks and bonds and prompting the government to
spend even more of its rapidly evaporating reserves in a
short-lived and futile effort to maintain the value of the peso

Later, Salinas would try to shift blame from himself to Zedillo
by claiming that the latter’s inept handling of the devaluation
had turned a mere “problem” into a “crisis.”** There is some
truth in this. Certainly, Zedillo’s dithering made a bad situation
worse. Not only did he fail to take the strong initial measures
that might have reassured investors, but his disclosure to
Mexican businessmen and bankers that the government
lacked the reserves to protect the peso accelerated the
stampede to convert pesos into dollars. Nor did the obvious
inadequacy of Zedillo’s initial Economic Emergency Plan and
his slowness in putting together a subsequent plan help
matters. These measures always seemed too little and too late
to restore investor confidence.
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