MEXICO
Since 1980

Stephen Haber
Stanford University

Herbert S. Klein
Stanford University

Noel Maurer
Harvard University

Kevin J. Middlebrook
University of London

B CAMBRIDGE

QP UNIVERSITY PRESS




122 Mexico Since 1980

at the national level — that is, no party simultaneously controls both
the executive and legislative branches of government. Thus, it is very
unlikely that Mexico will return to the political conditions that per-
mitted an unconstrained federal executive to hold bankers hostage to
the threat of expropriation.>® At the same time, other institutional
reforms have made it more difficult for bankers to engage in reckless
behavior; commercial banks are well capitalized, and depositors have
only limited deposit insurance. There are, moreover, more stringent
rules in place regarding the conditions under which bankers may lend
to themselves.

Nevertheless, the third problem — the ability to enforce contra-
cts — remains. To an extent, banks and the government have worked
together to mitigate this problem. Recent reforms, for example, have
removed the judiciary from the process of mortgage-loan foreclosure.
Yet much remains to be done, particularly with regard to commer-
cial credit. Thus, one of the principal challenges facing Mexico is the
creation of the administrative capacity to enforce contracts. The emer-
gence of a multiparty electoral democracy has resolved the underlying
political issues, and, over time, the pressure of electoral competition
may compel government authorities to undertake meaningful reforms
in this area. Nonetheless, both significant political will and a substan-
tial resource commitment will be necessary to develop an efficient
system of property registries, competent judicial authorities, and an
honest and reliable police force.

Until that happens, Mexico’s banking system is unlikely to provide
adequate credit to small and medium-sized businesses, farms, and
households. As a consequence, the economy will grow more slowly
than it otherwise would because the vast majority of Mexican firms
are small businesses that cannot draw on the securities markets or
international banks for finance. The lack of credit prevents them from
investing in new plant and equipment, which has held back the growth
of productivity, and, as we noted in Chapter Three, the high costs faced
by these firms have weighed heavily on the large, export-oriented
firms that purchase inputs from them.’’

56 Foreign banks are, morcover, safeguarded by the NAFTA's investment-protection provisions.
57 Tornell, Westermann, and Martinez (2004).

5

The Transformation of Mexican Politics

The Institutional Revolutionary Party (PRI) paid a substantial political
cost for the poor performance of the Mexican economy during much
of the 1980s and 1990s. The party had legitimated its monopoly on
electoral office in part by portraying itself as the architect of an “eco-
nomic miracle” that had, over a span of several decades, industrialized
the country and generated rising standards of living. As we discussed
in Chapter Two, these claims had always been overstated. But more
than a decade of recurrent financial crises and slow economic growth
gradually undermined whatever validity they had. For the first time in
its history, the PRI began to face serious competition from opposition
forces on both the right and the left of the political spectrum.

There was nothing inevitable about the process by which Mexico
democratized. In fact, progress toward electoral democracy in Mexico
was gradual and halting. It is certainly true that long-term changes in
Mexican society — increasing urbanization, the growth of an educated
middle class, and the emergence of groups of students and intellectuals
who were not easily co-opted — posed a challenge to Mexico’s ruling
party from the 1960s onward. These factors alone, however, cannot
explain the PRI’s eventual loss of national power. Electoral democ-
ratization owed as much — or more — to contingent economic and
political developments.

Ironically, some of the strategies that PRI-led administrations adop-
ted to forestall economic collapse, or to rekindle economic growth,
undermined the coalition that had long supported the party’s
monopoly on power. The crisis of PRI hegemony began with Presi-
dent José Lépez Portillo’s (1976-1982) expropriation of the banking
system in September 1982, an action that had a powerfully chilling
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