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The Bush administration's optimism about the economic benefits for Mexico of free trade obscures enduring political and economic problems that still hinder Mexico's recovery from a decade of crisis.

While President Carlos Salinas de Gortari embraces economic reform in broad terms, his government remains wedded to policies that render real growth and true trade liberalization with the United States difficult, if not impossible.Higher oil prices during 1990 rebuilt Mexican foreign currency reserves to nearly $9 billion as of December. While large dollar reserve figures may seem impressive, the $9 billion today covers less than three months worth of imports, compared with the 12 months of cover $14.6 billion provided in August 1987.

Moreover, "net" oil exports are declining (imports of gasoline and fuel into Mexico exceeded $2 billion last year) and are expected to reach zero in 10 years.

Despite the serious medium-term implications of overvaluation of the peso and declining oil exports, the Mexican government has managed to attract foreign capital and investment. Salomon Brothers notes that total capital inflows were $8.395 billion in 1990. But glowing appraisals from securities brokers must be taken with a few grains of salt.

Much of the "stability" apparent in Mexico since 1988 is the result of price controls that hide continued double-digit inflation, new foreign loans and widening trade deficits - the same lethal combination that created economic crisis in 1982.

Confusing domestic wage and price controls and an officially managed currency regime, has both encouraged and been made possible by a surge in foreign capital flows: multilateral loans, private borrowings and long-term investment capital, in that order of significance.

In fact, all of Mexico's debt reduction brought about by the Brady plan has been offset by new sovereign and state sector borrowings. The nationalized banks and Pemex, the oil monopoly, have issued a torrent of new debt. Pemex alone has incurred almost $2 billion in new debt since 1988.

New loans and investment require real growth, and exports in excess of imports to assure repayment, not to mention servicing existing debt. Projections for a current account deficit of $20 billion in 1991 (excluding oil exports) raise real questions as to whether the economic policies of the Mexican government are sustainable.

The "privatization" of state-owned companies has received great attention from investors. Yet some analysts concerned about the prospects for growth remain skeptical.

Roberto Salinas of the Mexico City Center for Free Enterprise Research notes that "The 778 companies divested so far represent less than 15 percent of the government's assets, even excluding Telmex, the national telecommunications company, steel mills and the banks." The largest and least efficient state companies remain untouched.

Privatization generated $1.5 billion in proceeds and cost savings since 1988. But Mr. Salinas, the economist, cautions: "Benefits to date are negligible, compared to the $700 million in subsidies needed to finance the state sector in the first quarter of 1990 alone . . . subsidies reached $1.6 billion in the first six months of last year."

Compounding the cost of state subsidies is the reduced competitiveness of Mexican exports due to the overvalued peso. Mexican exports have not kept pace with the surge of imports following "liberalized" restrictions on foreign goods. Consumer goods from South Korea, Japan and the United States all are attracted to Mexico's large open market.

The high inflation differential between the United States and Mexico is a growing problem. The cost of electricity, natural gas and other government- controlled inputs have been rising at double-digit rates since 1988, while the peso has been devalued at a mere 3 percent to 4 percent rate annually. Maintaining, let alone expanding, export markets is becoming impossible.

Still, the stable if overvalued peso is seen as the single greatest success of the Salinas government. It has convinced some investors, Mexican and foreign, to bring money back into the country. But Mexican export industries, workers and consumers are paying a high prices for this political victory.

Prices for sugar, tortillas and rice has risen three to fourfold since

December 1987, while wages have been adjusted upwards just over 100 percent. The purchasing power of Mexican workers has continued to erode, even beyond the 50 percent loss suffered during 1982-1988.

To its credit, the Salinas government in 1990 restrained inflation to an official rate of 30 percent by limiting the country's supply growth to ''only" 40 percent. But there are troubling signs that easy money and inflation are being used again as a political device to stimulate the economy as important midterm elections near.

Recent estimates show Mexico's money supply growing as fast as 60 percent to 70 percent in 1991. Privately, Mexican businessmen worry about a resurgence in demand-led inflation when the pesos now being pumped into the economy are spent to buy goods and services, many of them imported. This will strain the country's limited foreign exchange reserves and create a currency crunch like the one that so badly hurt Mexico a decade ago.
