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' The debt cnsxs was the most ws1ble srgn of a malalse that had spread
throughout the Mexican economy. Low productivity, an ineffident state
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market, Canadian companies must
be prepared to be flexible and sensi-
tive to the cultural differences of
their Mexican counterparts. There is
a lot more to this than just working
in another language. Mexicans like to
do business with people they know.
Developing the necessary relation-
ships will take time and patience.

RECENT ECONOMIC
DEVELOPMENTS

The government of Ernesto Zedillo
assumed office on December 1,
1994, following an election in
August. Zedillo represents the

Partido Revolucionario Institucional
(PRI), Institutional Revolutionary
Party, which has been in power for
almost 70 years. Under the Mexican
constitution, presidents are elected
for single six-year terms. A period of
uncertainty is normal during the first
year of each presidency, because
traditionally, top officials are replaced
with people loyal to the incoming
president. In this case, however,
President Zedillo inherited an
unusually complex situation.

The Devaluation of the Peso

Mexico's economic conditions
cannot be separated from the
political environment. A devaluation

of the peso would have been inevi-
table given Mexico's trade imbal-
ances. A crisis might have been
averted if the government had elect-
ed to orchestrate an orderly devalu-
ation. Nonetheless, it is hard to mini-
mize the effect of political factors.

In March 1994, Luis Donaldo Colosio,
the front-runner in the presidential
election campaign, was assassinated.
Emnesto Zedillo, an advisor to Colosio,
stepped in to take over as the
candidate for the the Partido
Revolucionario Institucional (PRI),
Institutional Revolutionary Party. An
important banker was kidnapped,
ancther top politician was also
assassinated, and to make matters
worse, prominent political figures
were implicated in both assassi-
nations. Meanwhile, the peasant
uprising by the Zapatista movement
in the southem state of Chiapas
aeated further destabilizing pressures
throughout 1994. The resulting flight
of capital exacerbated Mexico's
currency problems, forcing the
government virtually to deplete its
currency reserves. In late December
1994, the government stopped
supporting the peso, and within days
it lost one-third of its value. Only a
US $50 billion international bailout,
led by the United States, with
contributions from Canada and other
countries, averted the collapse of
the Mexican financial system.

The Economic Crisis

The abrupt devaluation of the peso
in December 1994 led to a sudden
rise in the price of imports. This had
a devastating effect on Mexican
industry, which had greatly increased
its use of foreign inputs over the
previous few years. By April 1995,
industrial production was down by
14 percent compared with the same
month in 1994. For the year as a
whole, the gross domestic product
(GDP) fell by about 6 percent. The
unemployment rate for 39 key urban
areas peaked at 7.6 percent in
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