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Every six years Mexico goes through a political upheaval in which a new leader is selected for the next presidential term, or sexenio. For the last 25 years or so this process has been accompanied by a sharp devaluation of the Mexican currency, the peso, just at the end of each six-year term.

The fact that the peso soon must be devalued by roughly one-third from its current 3.4 peso-per-dollar level should not be surprising. Fiery conservative presidential candidate Diego Fernandez de Cevallos actually called publicly for a gradual, 25 percent peso devaluation.Many economists acknowledge that a readjustment of at least 25 percent must be made soon. Rudiger Dornbusch, former adviser to the government of President Carlos Salinas, has called for an immediate 25 percent cut. Steve Hanke and Sir Alan Walters, writing in Forbes, likewise call on the Salinas government to drop the dollar value of the peso to stimulate export growth and job creation after several years of government-imposed austerity.

Deteriorating trade figures and rising unemployment and business failures in Mexico are symptoms of a larger malady: a deliberately overvalued currency, oppressive regulation and price controls and a confiscatory tax regime inspired by the International Monetary Fund. A $2.2 billion-a-month current account deficit means Mexico must raise this much in new cash simply to maintain the level of dollar reserves held by the Bank of Mexico.

''If you reckon that they need at least $5 billion to cover redemptions of short-term government debt, $6 billion to cover the current account deficit for three months and between $2 billion and $4 billion as a bad debt reserve for dollar deposits in banks," says a Federal Reserve official, who spoke on condition of anonymity, "then clearly we are now at a level where we should be concerned about how we can make a very rapid transition from the current exchange rate to a lower rate where the trade imbalance will be corrected."

In 1988 the Fed and Treasury advanced over $2 billion to Mexico following the last presidential election. The funds allowed the government to inflate its stated reserve figures, and helped Mr. Salinas eventually take office after a fraud-tainted victory. Funds advanced by the U.S. Fed and Treasury were eventually repaid with new loans from the U.S. Commodity Credit Corp., World Bank and International Monetary Fund, but not before the peso's value dropped 50 percent against the dollar.

Today, Mexico has access to more than $12 billion from the United States, Canada and other members of the Group of Seven countries, part of a credit line to be used to resist short-term speculative raids. Additional funds are available from a bilateral "swap line" with Canada. But should the funds be released before Mexico has put together a specific plan to revalue and then maintain the peso at real, purchasing power parity with the dollar in the future? The answer is no.

Any agreement to disburse funds should include a detailed commitment from Mexico as to how the funds will be repaid and how it will avoid again falling into similar situations. The only way Mexico can prove its ability to repay a G-7 loan is to immediately revalue the peso downward and restore financial balance to the country's commercial and monetary posture.

A change in the value of the peso is inevitable because demand in the Mexican market has expanded faster than its ability to pay for expensive imported goods and services. Just as Mexican President Jose Lopez Portillo boosted Mexico's "proven" oil reserves in order to borrow more than $80 billion abroad between 1976-1982, Mr. Salinas has used the equally ingenious lure of privatization to attract almost $60 billion in new dollar inflows since 1989. These inflows have artificially supported Mexico's currency and made its economy seem far larger.

The vast surge of foreign investment into Mexico under Mr. Salinas, however, has created little in the way of new, productive assets that generate dollar

revenues to repay offshore investors. In fact, after five years under Mr. Salinas, oil remains the largest and only significant legal sector of the Mexican economy that generates a trade surplus with the rest of the world.

Under Mr. Salinas, Mexico has seen a 50 percent increase in total foreign debt, to more than $160 billion. Contrary to the stock brokerage research that says the inflow of money into Mexico is financing new capital spending, in fact, "capital inflows" are propping up the peso and financing a flood of foreign-produced consumer goods, - all at the expense of domestic production.

News reports in Mexico compare the current record rate of job losses and company failures to the 1982 debt crisis and blame the peso, high taxes and foreign competition for the demise of many traditional industries. Since 1992, the Mexican economy has been in a severe recession in which some 60 percent of the manufacturing sector has experienced major job losses and corporate failures, according to El Financiero.

Devaluation may spur exports, but it will hurt businesses, too. Since January, the peso has lost 10 percent against the dollar, resulting in billions of dollars in losses for Mexican companies and banks that often borrow dollars to fund their operations. A new reduction in the peso would create more red ink for Mexican firms, which would have a tough time servicing their dollar debts to foreign banks and investors.

Politically, a peso devaluation threatens Mexico's authoritarian political system. With the ruling party proclaiming its "stability," the prospect of a sudden peso devaluation is anathema to Mexico's ruling elite.

Mexico must replace the quest for foreign investment with a campaign to boost exports and jobs. By moving the value of the peso to between 4.5 and five per dollar, and thereafter aggressively managing the real, inflation- adjusted value of the peso versus the dollar with a truly flexible exchange regime, Mexico can grow rapidly and at a relatively low rate of inflation.

By so doing, it would begin to create the number of new jobs needed to meet the needs of a fast-growing population. And it would also forever eliminate the bogeyman of currency devaluation that haunts the Mexican political scene today.
