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During the signing of the "first" Brady plan debt reduction package, Mexican President Carlos Salinas de Gortari said that "the difficult process of renegotiating Mexico's foreign debt has ended." Of course Mr. Salinas knows that this isn't true, but he promised the Mexican people a deal and a deal is what they got.

Speaking for the United States, Treasury Secretary Nicholas Brady said, ''The agreement with (Mexico's) commercial bank creditors . . . will provide lasting benefits for the people of Mexico," a statement that proves beyond doubt that the weak link in the Bush cabinet does not understand his own plan.The Brady plan is a political success, but a financial and economic failure. Sold as a panacea for all heavily indebted countries, it is really a

financial assistance program for the one country in Latin America that Washington cannot completely ignore: Mexico. It offers nothing to the region's other heavily indebted nations.

The tangible benefits, such as they are, are two: a face-saving arrangement to support an unpopular government in Mexico, and a political ''bridge" whereby the Bush administration can claim success in dealing with a problem that has no good solution. To the extent that official Washington believes that a substantial benefit has accrued, Mexico is in considerably worse shape than it was in 1989.

The Brady plan does not satisfy Mexico's immediate cash needs, yet sufficient new loans have been made to delay economic restructuring. The roughly $700 million in interest rate reductions are more than offset by the cost of new debt incurred to make the plan work. Indeed, by emphasizing "debt reduction" while in fact increasing the overall level of debt, the Brady plan effectively cuts Mexico off from the two most important sources of financing: direct investment and commercial banks.

Commercial banks generally won't book new sovereign Mexico risk because they know that the government has not attacked the real sources of the country's economic stagnation.

For example, while Mr. Salinas has begun the reform process, in terms of tangible economic savings for his country, the effects are minimal. Contrary to government claims, liquidation of inefficient state-owned companies, on a scale of 10, barely ranks one or two in terms of the value of assets sold.

Protectionist investment laws remain in place, taxes on the private sector have increased significantly and key export sectors are depressed. A startling report from Mexico's state oil company, Pemex, predicts that even with new investment in exploration and development, Mexico cannot remain a net exporter of petroleum through the year 2000. Yet, politically, there is little prospect of privatizing Mexico's uniquely inefficient oil industry.

As a result, foreign direct investors, who typically take advice from commercial bankers, are extra cautious about equity investments in Mexico. The idea that foreign investors will supply billions in capital needed to support Mexico's economy, not just the border assembly plants known as maquiladoras, is perhaps the Brady plan's greatest flaw.

Yet massive new cash inflows have occurred. In 1989, the World Bank approved $1.9 billion in new credits, and a further $3 billion is promised for 1990. The International Monetary Fund and Japan have also supplied billions of

dollars of new financing, while the U.S. Treasury and the Federal Reserve System have made available substantial sort-term credit facilities.

Ironically, World Bank and IMF guarantees extended to commercial banks under the Brady plan ensure that multilateral loans will continue. Because Mexico cannot otherwise service its foreign loans, it inevitably will pressure the IMF and World Bank for new funds under threat of defaulting on guaranteed debt - an event that would endanger the World Bank's coveted AAA credit rating.

Foreign loans have enabled Mr. Salinas to support an overvalued peso and thereby import food and consumer goods necessary to satiate an aggrieved populace.

Yet fundamental problems remain: Rates on Mexican treasury bills are again near 50 percent, the high for 1989, while internal debt now exceeds $65 billion. Inflation in January alone was nearly 5 percent, one-third of officially projected inflation for all of 1990. Hard currency reserves are below $4 billion, and a currency devaluation of 30 percent to 40 percent is considered inevitable.

Instead of reducing debt and building confidence through proven methods such a debt-for-equity swaps, Mexico has lost a great opportunity.

By following the advice of senior U.S. Treasury officials, foreign debt has been emphasized instead of domestic reform. As a result, the reform process has slowed to a crawl, bank loans are unavailable and new investment, not surprisingly, has failed to meet expectations. If this is the benefit to which Mr. Brady refers, other indebted Latin nations should start running.

Mexico's government has blamed poor economic performance on external debt while refusing to attack real problems such as centralized economic management and the issuance of domestic debt. When Mr. Salinas' commitments with respect to currency stability and inflation are not kept, increased social and economic pressures will become the pretext for requesting new assistance from Washington.
