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EXECUTIVE SUMMARY

It is inevitable that Mexico will absorb an increasing share of US
policymakers’ attention in the 1980s. This Estimate attempts to set bases
of judgment that will be as valid for dealing with future Mexican gov-
ernments as with the present administration of Jose Lopez Portillo. As
Mexican political stability is and will remain a major US concern, the
Estimate also assesses the strengths and weaknesses of the Mexican
political system and Mexico’s economic outlook as it relates to political
stability.

The System

By many criteria, Mexico ranks as the world’s most successful
developing nation. For half a century it has had stable governments
and orderly and regular changes of government. This long period of
political stability—unique for a major Third World country—has al-
lowed economic growth to average between 6 and 7 percent since the
mid-1930s—another unique achievement. The nation’s political and
economic success is largely a function of the Mexican political system.

The system, which was developed largely in the two decades fol-
lowing the Revolution of 1910, is highly authoritarian. All important
power—including that of choosing his successor—rests with the presi-
dent. Legislative officials, governors, and mayors of important cities,
though nominally elected, are in fact designated by the president and
their first loyalty is to him and not to their constituents. Unlike exclusive
authoritarian systems, however, Mexico’s inclusive system sets great
store in bringing all Mexicans into the system in at least a symbolic
way. In the preelection period the presidential candidate engages in
several months of vigorous campaigning through even the smallest vil-
lages to “create a bond with the people.” Once elected, the president—
as well as his ministers, department heads, governors, and mayors—
is amazingly accessible to delegations from all sectors of Mexican
society.

The system makes use of, and reinforces, the vertical, patron-client
structure of Mexican society. To the despair of Marxists, Mexican work-
ers and peasants show little class consciousness; horizontal linkages with
one’s fellows are considered much less effective than vertical linkages
with a patron in achieving economic or political success. It is these
workers and peasants as well as the unemployed poor who form the
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backbone of support for the official party. Members of the middle class
have more options and their loyalty to the system is more conditional;
thus, they receive most of the government’s carrots and sticks. It is
members of this class who are most likely to find themselves rewarded
by good government jobs or thrown into jail.

A major strength of the system is the turnover of power that occurs
every six years. Although the president has virtual dictatorial power
during his term, he is expected to fade away and enjoy his wealth
in modest seclusion at the end of his presidency. His last act is that
of choosing his successor, over whom he will then have no control or
influence. (It is a characteristic of the Mexican system that each presi-
dent tends to be followed by a successor who corrects the exaggerations
of the outgoing president’s own policies and personality. Thus, the leftist
Cardenas was followed by the rightist Avila Camacho, the unusually
corrupt Aleman was followed by the unusually honest Ruiz Cortines,
the erratic Echeverria was followed by the steady Lopez Portillo). The
change of president is reflected in a massive turnover of personnel else-
where in government. Thus, many politically ambitious Mexicans feel
that they are never more than six years away from their golden op-
portunity; there is no need for revolution.

Dangers to the System

We see a number of possible dangers for Mexican political stability
in the 1980s:

— Growth of Mexico City. If greater Mexico City, with some-
thing over 14 million people today, were to continue growing
at recent rates, the population would exceed 25 million by 1990.
Such an outcome is impossible; given water and land constraints,
the Valley of Mexico can support only some 20 million people.
Fven if all migration to Mexico City were to cease this vyear,
natural increase alone would push the city’s population close
to the 20 million mark by the end of the 1980s. This means
that, by the early 1990s at the latest, the Mexican Government
must find some combination of carrots and sticks to stop migra-
tion to Mexico City and to induce a part of the native-born
population to leave the capital.

__Size of the middle class. The steady growth in both the rel-
ative and absolute size of this class is now being accelerated
by the inflow of oil wealth. Although the middle class profits
most from the Mexican political system, it is also the most dis-
satisfied with the hypocrisy inherent in the system and with
the severe limitations that the system places on political choice.
As the middle class becomes steadily stronger relative to such
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sectors of government support as labor and the peasantry, the
government will be faced with some hard choices. On the one
hand, it must make enough reforms to dampen middle class
discontent. On the other hand, it must avoid “reforming” itself
into the kind of weakness that characterizes many Third World
governments.

__ Presidential death or incompetence. As there is no vice presi-
dent in the Mexican system, the legislature has the duty under
the constitution to appoint a replacement for a president unable
to complete his term of office. In practice, this probably would
lead to a severe crisis. The Mexican legislature is used to taking
orders, not to making decisions on its own. Moreover, while
certain members of the official party, the cabinet, the bureauc-
racy, and the labor unions have considerable influence, there
are no “kingmakers” aside from the outgoing president himself.

Instability Indicators

On the brighter side, we have taken a hard look at a number
of factors identified by other observers as containing the seeds of politi-
cal instability—change in the rural sector, rising unemployment, and
the Communist “menace” from Central America—and have concluded
that these offer little threat to the Mexican system in the 1980s. Overall,
we believe that the chance of regime-threatening political instability
during the decade is less than one in ten. We recognize that, because
of this low probability, experienced observers will tend to overlook signs
of political instability if they do appear. To guard against this pos-
sibility, we have drawn up a detailed checklist of instability indicators
tailored to the Mexican system. It is presented in paragraphs 107-113
at the end of this Estimate.

The US-Mexican Relationship

During the 1980s, the relationship between Mexico and the United
States is destined to become much closer—probably closer than either
country desires. Because of oil, Mexico’s bilateral trade with the United
States will run a surplus for the first time in recent history. This event
is likely to fuel arguments in this country for restrictions on Mexico’s
nonoil exports (which are essential to Mexico City’s strategy for coping
with unemployment). “Dollarization” of the Mexican economy will
proceed apace, as Mexicans continue the trend of holding funds and
doing business in dollars rather than pesos. This will make an independ-
ent monetary policy extremely difficult if not impossible for Mexico
City.
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The blurring of the US-Mexican border will probably accelerate—
to the consternation of both countries. The citizens of Mexico’s border
states are considered different by other Mexicans, and their ties to the
Mexican system are suspect. The economies of the border cities are
more closely linked to that of the United States than to that of Mexico,
and border residents—alone among their countrymen—do not see Mex-
ico City as the all-important center of power, excitement, and opportu-
nity. Thus, the Mexican Government will be faced with a dilemma
that will grow sharper as the decade progresses. At one unlikely ex-
treme, it could seek to reclaim the alien north by cutting the border’s
economic links with the United States. Such action would result in an
immediate and sharp reduction in the standard of living of border res-
idents and would also anger US owners of border plants and US
shopkeepers who depend heavily on cross-border business. On the other
hand, to accept the increasing “gringoization” of the border would go
very much against the Mexican’s feelings of pride and national
sovereignty.

In US evyes, the blurring of the border is seen largely in terms
of illegal migration of Mexican workers to US labor markets. While
the size and effects of this migration have been grossly exaggerated
in the US popular mind, there is no doubt that the flow is large and
increasing. Moreover, it appears to be changing in nature; whereas the
typical Mexican illegal of the past was a rural laborer who spent only
four to six months in the United States, the typical illegal of the future
may well be an urban Mexican who will plan on spending several years
north of the border. By the end of the 1980s, the United States may
have reason to welcome an inflow of foreign labor despite the social
pressures it may create. The US domestic labor force aged 16 through
34—the age group that includes most Mexican illegal migrants—is pro-
jected to grow only 1 percent during the 1980s, as compared with 34
percent during the 1970s. Thus, before the decade is over, US industry
and agriculture may be in dire need of young foreign workers.

An additional link between the two countries is created by the
increasing US stake in Mexican political stability. Some US observers
now fear that political instability in Mexico could: (1) send a massive
wave of illegal migrants across the border; (2) jeopardize US and world
oil supplies; and (3) open the door to Communist penetration. This
is having two effects, both bad. On the one hand, Mexican governments
are tempted to use US concern as leverage— Do what we want or
we’'ll explode.” On the other hand, US officials are tempted to give
Mexico unsolicited advice on “how to solve your serious social
problems.”










|With regard

to the Communist menace from Cuba and Central America, about
which Mexico is insufficiently concerned in the opinion of many for-
eigners, the situation is much the same. Mexico, alone among Latin
American nations, never broke relations with Castro’s Cuba, and Mexico
City has given aid and comfort to a number of other radical govern-
ments and movements in the hemisphere. On the other hand, it strictly
controls the activities of domestic Communists and leftists—including
those working out of Communist embassies—and brooks no interference
in its internal affairs. In a sense, Mexico City has co-opted foreign radi-
cal movements in much the same way as it has domestic opposition
forces. By and large this strategy has worked—no other Latin American

nation has faced so little Communist-inspired subversion since World
War II




s

DISCUSSION

1. During the decade of the 1980s, we expect pro-
found changes in the relationship between Mexico and
the United States. Many of these changes have long
been in train and are largely outside the influence of
policy decisions in both nations. Nonetheless, while the
basic thrust of the changes may be immutable, the
evolving situation will present policymakers with op-
portunities to be seized and dangers to be avoided.

9. This Estimate is divided into two parts. Part One
considers the probable evolution of US-Mexican link-

ages over the next 10 years, assesses Mexican percep-
tions of these linkages, and suggests a number of
considerations to be held in mind when dealing with
Mexico. The second part—based on several years of
research just completed by the Central Intelligence
Agency—examines the probable course of Mexico’s
economy and political system though 1989, with em-
phasis on the outlook for political stability. Many of
the conclusions of Part One depend upon the analysis
in Part Two.

Part One—US-Mexican Relations

Evolving Linkages
A. Oil and the New Trade Picture

3. This year we expect a very basic alteration in
the trade relationship between the United States and
Mexico. Because of oil, Mexico’s bilateral trade ac-
count with the United States will run a surplus for
the first time in recent history. Moreover, at the option
of the Mexican Government, this surplus can persist
and grow as the decade progresses. Although Mexican
oil sales will dominate the current account, other ele-
ments are likely to shift in ways favorable to the
United States. The growth of nonoil exports to the
United States will probably slow, while that of US ex-
ports to Mexico (including a large volume of smuggled
goods) will accelerate. The number of Mexican tourists
in the United States will increase, and they will spend
more money than ever before. Debt service payments
to the United States will remain high.

4. The United States has long dominated Mexico’s
foreign trade. Despite strenuous efforts by Mexico
City to shift its exports and imports to other nations,
in 1979 the United States still accounted for 70 percent
of Mexican exports (as compared with 60 percent in
1969) and a little over 60 percent of Mexican imports
(about the same as in 1969). If smuggled goods were
included, the US share of Mexican imports would rise
by several percentage points. Traditionally, Mexico’s
substantial trade deficits with the United States were
offset in part by surpluses on the tourism account—

leaving large but manageable current account deficits,
which were, in turn, covered by capital imports from
the United States.

5. Despite the apparent benefits, the Mexican Gov-
ernment is not entirely happy with the new situation.
It fears that the United States will become overly

dependent on Mexican petroleum‘v

6. The Mexican Government is attacking the per-
ceived danger in two ways: (1) by seeking to diversify
its oil exports; and (2) by limiting the total amount
of oil exports. Neither method is likely to be totally
successful.

7. Early in the Lopez Portillo administration, the
Mexican Government set itself the goal of reducing
the US share of Mexican oil exports from 80 to 60
percent. So far it has not been successful in this ef-
fort—in the first quarter of 1980, exports to the United
States (including Puerto Rico) were 80 percent of total
oil exports. This is largely the result of geography. Be-
cause of the transportation differential, European and
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Japanese buyers of Mexican oil must pay more than
American buyers. Some of these countries are willing
to overlook such cost differences in order to assure
future access to Mexican supplies; others are not. For
its part, Pemex (the Mexican state oil monopoly) has
been unwilling to cut its prices in order to offset the
transportation differential. Unless the Mexican Gov-
ernment gives greater priority to diversification, fu-
ture progress toward reducing the US share of Mexican
oil exports will probably hinge on complex barter-
investment packages—which are proving very dif-
ficult to negotiate.

8. President Lopez Portillo has set an export ceiling

of 1.1 million barrels a day, though this ceiling almost -

certainly will be revised upward before the end of
his administration in December 1982. Conservation of
national oil reserves is popular with all segments of
Mexican society from the far left to the far right.
Nonetheless, in order to meet other economic goals
(for example, an 8-percent annual growth in gross
domestic product), oil exports will almost certainly
have to be expanded after 1982 if not before. How
much will depend on the world price of oil. If the
price of oil rises only as fast as world inflation and
Mexico maintains a fixed exchange rate, almost 3 mil-
lion b/d would have to be exported by 1985. On the
other hand, if the real price of oil rises by 10 percent
annually (to $80 a barrel in 1985), exports could be
held down to 1.6 million b/d. Beyond 1985, we would
expect oil exports to continue to expand unless con-
strained by domestic requirements and/or technical
factors.!

9. Thus, despite the Mexican Government’s pref-
erences, it seems inevitable that the United States will
be importing considerably more Mexican oil as the
decade progresses. And Mexico will be using the dol-
lars earned to buy ever greater quantities of US goods,
including some foodstuffs. Mexico City will see evolv-
ing trade ties both as a restriction on its freedom of
action and as an opportunity for leverage to expand
nonoil exports to the United States. (Expanding nonoil
export industries is considered one of Mexico’s few
good possibilities for increasing jobs and cutting into
the serious unemployment problem. We expect most
Mexican demands on the United States in the 1980s
to concern nonoil exports.) To the extent that leverage

| For a detailed analysis of the economic factors that will be
affecting Mexican oil export policy in the 1980s, see Mexico: Eco-
nomic Trade-Offs and Oil Exports Through 1985, ER 80-10203,

March 1980 M
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is successful, trade ties between the two countries will
be increased, Mexican economic freedom of action
will be further restricted, and the Mexican Govern-
ment’s paranoia will grow in step with the success of
its leverage policies.

B. Finance and the Dollarization of the
Mexican Economy

10. During the next decade, US investment in Mex-
ico—both direct and financial—will be limited pri-
marily by what the Mexican Government chooses to
accept. As the oil-dependent “miracle economies” of
the 1960s and 1970s—Brazil, South Korea, Taiwan—
begin to lose some of their luster in an energy-con-
strained world, US investors will find Mexico increas-
ingly attractive. Indeed, if US investors have their
way, Mexico will pass Brazil to become the foremost
site for US loans and direct investment in the Third
World. On the other hand, the Mexican Government
will probably use its oil earnings to stabilize foreign
borrowing needs. (We believe that the Mexican Gov-
ernment will accept annual current account deficits
on the order of $3 billion; it could, of course, increase
exports and thereby eliminate the need for foreign
borrowing.) With regard to direct investment, the
government may well decide to strengthen or more
rigidly enforce Mexicanization or other laws that
discriminate against foreign investment in the domes-
tic economy. On balance, we would expect a moderate
increase in US investment in Mexico.

11. Any increase in the flow of foreign funds into
the country—including those dollars used to pay for

oil—will increase the already extensive dollarization

of the Mexican economy. The dollar has long been
- used in Mexico both as a store of value and a medium
of exchange. The Mexican peso is freely convertible,
_savings and checking accounts in Mexican banks may
be denominated in dollars, and many Mexican busi-
nessmen conduct purely domestic business through US
banks. The 1976 devaluation of the peso (and the
rumors that led up to it) was a powerful incentive
to dollarization. Mexico had not had a devaluation
since 1954, and during those 22 years Mexicans had
come to regard their currency as reasonably secure.
When rising inflation and the erratic economic poli-
cies of former President Echeverria put the future of
the peso in doubt, a massive flow out of pesos into
dollars made the devaluation inevitable. At present the
peso is officially “floating” but unofficially “fixed.”
Mexicans remain wary and prefer to keep their
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funds—and to make their deals—in dollars rather than
risk getting burned by a new change in the value of
the peso. Only a long period of stable exchange rates
(backed up by low inflation rates) is likely to lessen
the Mexican preference for holding dollars.

12. Almost any conceivable economic growth strat-
egy for Mexico involves inflation rates in excess of
those in the United States and other trading partners.
Therefore an eventual devaluation will remain highly
probable, and dollarization will continue and periodi-
cally accelerate. This means that an important part
of the Mexican money supply will remain outside the
control of the Mexican Government. Monetary policy
and the stimulation of certain sectors of the economy
through allocation of credit will become less effective.
Many Mexicans, seeing the loss of monetary control
over their own economy through dollarization, will as-
sume (incorrectly) that the United States has somehow
gained control.

C. Migration and the Blurring of the
US-Mexican Border

13. Mexicans from other parts of the country have
never felt comfortable with the northern border area.
In prehispanic times, Mexico—that is to say, the high
Indian civilizations—never extended north of the
present state of Sinaloa on the west and central
Tamaulipas on the east. Beyond that was the “Great
Chichimeca,” the home of the savage barbarians who
periodically raided into the civilized south. Centuries
later it was the home of the violent revolutionaries
who took the nation by storm and, to a large extent,
created modern Mexico. (All of the major figures in
the Revolution of 1910, with the exception of Zapata,
were from border states.) As revolutionary violence
slowly gave way to order, the politicians of the south
took over from the generals of the north and the poli-
ticians never again let go. Once more the conquering
Chichimecs had been overcome by the civilizing
center.

S
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15. The Mexican authoritarian governmental sys-
tem, probably the most successful in the Third World,
places a. very high value on control—and the border
area has in many respects slipped out of Mexico City’s
control. Many thousands of Mexican “commuters” live
in Mexico and work across the border. Other thou-
sands work in US-owned “border industry plants”
which, though located in Mexico, use US raw materials
to produce goods for the US market. According to a
recent survey, more than 80 percent of border house-
wives cross into the United States to do their shopping.
Border residents, alone among their countrymen, do
not see Mexico City as the all-important center of
power, excitement, and opportunity. They are often
less concerned with Mexican politics than with those
of the United States, and they are less inclined to sup-
port the official party than are other Mexicans. It is
no coincidence that the “Monterrey Group” of pow-
erful private businesses, the only important group in
Mexican society largely outside of government control,
arose in the north. Such an autonomous group could
never have grown up in Mexico City or even
Guadalajara.

16. Thus, Mexico City is faced with a dilemma
which will grow sharper as the decade progresses. On
the one hand, it could seek to reclaim thel;l

north. At an extreme, this would involve shut-
ng down the Border Industry Program, closing the
border to Mexican commuter-workers and to Mexican
shoppers, and attempting to tie the border economy
to the center. (Ex-President Echeverria at times
seemed tempted to take such measures.) Such action
would result in an immediate and massive reduction
in the standard of living of the border residents. At
the same time, it would anger the US owners of border
plants and devastate those shopkeepers from Califor-
nia to Texas who depend almost entirely on Mexican

customers.

17. On the other hand, the Mexican Government
might choose to accept the inevitable and sit back and
watch the steadily increasing “‘gringoization” of the
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border. This is what most administrations have done—
somewhat unhappily—so far; the only major efforts
to stem the tide have been the subsidization of super-
markets on the Mexican side of the border (to wean
the Mexican shopper away from US merchants) and
the establishment of some cultural and patriotic pro-
grams. The continuation of this course, while it would
avoid political problems with northern Mexicans and
with the United States, would go very much against
the Mexican’s feelings of pride and national sov-
ereignty. Perhaps even more important in the eyes of
Mexican leaders, it could undermine the complex sys-
tem of vertical patron-client relationships that ties the
government to the people and holds Mexican society
together.

18. In non-Mexican eyes, the blurring of the border
is seen largely in terms of illegal migration of Mexican
workers to US labor markets—even though the migra-
tion is not basically a border phenomenon. Most illegal
migrants have not been from the border states but
from rural areas in central Mexico. While the size and
effects of this migration have been grossly exaggerated

12

in the US popular mind,? there is no doubt that the
flow is large and increasing. (We estimate that be-
tween 500,000 and 800,000 Mexicans enter the United
States illegally each normal vear. In the drought vears
1979 and 1980 the numbers may prove considerably
higher. However, at least two-thirds and perhaps as
much as 80 percent of these migrants return to Mexico
after only a few months.) Migrants generally make
periodic trips to the United States in order to maintain
an adequate standard of living for themselves and
their families in their home villages. These migrants
do not come from the poorest areas of Mexico, nor
are they among the poorest in the areas from which
they do come. Nonetheless, their migration (and the
money they send back) helps reduce Mexican under-
employment and thereby constitutes a political and
social “safety valve” for the Mexican Government.

19. During the 1980s we expect to see a slow
change in the nature, and possibly the size, of the il-

¢ For a complete discussion of Mexican illegal migration, see Mex-

ico: Sources of Illegal Migration, ER 77-10805, December 1977
idential).
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legal flow. More urbanites will come, they will be bet-
ter educated and more ambitious, and they will be
planning to stay in the United States for several years
rather than several months. Many will be “target
workers,” staying as long as necessary to earn the
amount of money required to start a business (in many
cases a taxicab) or build a home back in Mexico. Oth-
ers will simply be earning money to raise living stan-
dards of the extended families to which they belong
in their native cities. Although these urban workers,
like their counterparts from rural Mexico, will initially
be willing to take jobs that few US workers want, they
will soon develop both the skills and the desire to com-
pete for better paving, less arduous work. Many more
than at present will bring their families. While the
pool from which illegal migrants are drawn will grow
substantially during the next decade, the actual flow
will be greater or less, depending on developments in
Mexico.® The establishment of a new legal migration
agreement between the United States and Mexico
could also change the size and character of the illegal
flow, depending on the exact nature of the agreement.

20. By the end of the 1980s, the United States may
have reason to welcome a flow of Mexican workers
(beyond the already existing substantial US interest in
helping assure Mexican political stability through the
safety-valve effect of illegal migration). According to
projections by the US Bureau of Labor Statistics, the
US labor force aged 16 through 34—the age group
that includes most Mexican illegal migrants—will
grow only 1 percent during the 1980s, as compared
with 34 percent during the 1970s. The labor force
aged 16 through 24, which expanded by 19 percent
in the 1970s, will contract by 15 percent in the 1980s.
Thus, before the decade is over, US industry and ag-
riculture may be in dire need of young foreign work-
ers. Some US interests may well be pressing for a new
bracero program or even a broader temporary worker
migration plan along the lines of West European
guest-worker programs.

21. As a final note on border linkages, it should be
remembered that economic events and decisions in ei-
ther country can have more pronounced effects along
the border than in the heartlands. US recessions, for
example, often devastate Mexican border cities by
reducing: (1) the demand for commuter labor, (2) the
demand for the output of US-owned border industries
in Mexico, and (3) US tourism along the border. On

% See pages 23 and 24 of Mexico: The Impact of Rapid Popu-
lation Growth, ER 78-10747, December 1978%’%

the other hand, a Mexican devaluation (like that of
1976) makes US goods much more expensive to Mexi-
cans and can cut Mexican shopping in the United
States almost to zero. Moreover, the devaluation of late
1976—along with the generally poor condition of the
Mexican economy during the last days of the
Echeverria administration—sharply increased US-
Mexican wage differentials and may have led to a
doubling of the flow of illegal migrants in 1977. (We
estimate that the illegal flow in 1977 may have gone
as high as 1.5 million persons, or two to three times
the normal flow.)

D. The Increasing US Stake in Mexican
Political Stability

22. Not too long agc the prevailing view in the
United States was that Mexican political and social
stability was largely Mexico’s own business—so long
as no US lives or property were threatened. This at-
titude is rapidly changing. US opinion now fears that
political instability in Mexico could: (1) send a massive
wave of illegal migrants across the border; (2)
jeopardize US and world oil supplies; and (3) open
the door to Communist penetration. Mexicans have
been quick to recognize the new US concern. Indeed,
one Mexican intellectual commented with :consider-
able exaggeration that the United States has more to
lose from Mexican instability than does the average
Mexican citizen.

23. In Part Two of this estimate we examine in
depth the question of political and social stability in
Mexico in the 1980s. Here, we would only point out
that the increasing US stake in Mexican stability is an-
other link between the two countries. We expect it
to have two effects. First, Mexican administrations will
be tempted to use US concern as leverage— ‘Do what
we want or we'll explode.” Second, US officials will
be tempted to give Mexico unsolicited advice on how
to solve its “‘serious social problems.” It will be another
unwanted tie that creates tension.

Linkage and Leverage

A. Mexican Fears

24.
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D. Policy lIssues

30. Beyond saying that most of the issues that will
arise between the United States and Mexico during
the 1980s will concern Mexico’s nonoil exports, it is

F\m.]

impossible to predict the changing content of these
issues with any confidence. Their significance will de-
pend largely upon the personalities and priorities of
the leaders of both nations. The state of the world
economy and events in the Middle East will, of course,
influence Mexican needs for US markets and US needs

14
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for Mexican oil. Purely chance events—a replay of the
Ixtoc-1 blowout, an anti-Chicano riot in California,
well-publicized mistreatment of a US citizen in a
Mexican jail—could overshadow other issues for a
period of months. It is safe to say, however, that in
1990, as in 1980, oil and gas exports, water sharing,
narcotics, border pollution, Mexican agricultural ex-
ports, and Mexico’s positions on international issues
will continue to be important concerns.

81. Whether or not Mexico continues to expand its
role in international affairs will depend largely on the
priorities of Lopez Portillo’s successors. Mexican presi-
dents have traditionally shown little interest in inter-
national affairs beyond relations with the United
States. (Mexico’s support of Castro’s Cuba through
four very different administrations is based both on
a mutual affinity engendered by what many Mexicans
consider to be a shared experience of defending Latin
American sovereignty against US pressures and on a
desire to mollify domestic leftists. It is not based on
an urge to play a broad role in Latin American af-
fairs.) Both Echeverria and Lopez Portillo—each for
different reasons—have changed this tradition to some
extent. Although the president who comes to power
in 1982 is unlikely to return completely to the old in-
ward-looking tradition (because of the importance of
Mexican oil on the world scene, if for no other reason),
he may choose to be less active than Lopez Portillo.
The Mexican population in general does not identify
with the Third World and has little interest in foreign
affairs that do not involve the US-Mexican relation-
ship.

82. To the extent that future Mexican presidents do
concern themselves with broad international issues, the
United States is likely to lose more than it gains. Espe-
cially in the context of a domestic turn to the right,
any Mexican administration would be tempted to take
radical stands in international forums as a means of
mollifying domestic leftists. Domestic advantage can
always be gained by taking an opportunity to dem-
onstrate that Mexico is not a US puppet. On the other:
hand, Mexican diplomats have often been helpful to
US interests in private dealings with Third World fig-
ures. We would expect this to continue.

Deadling With Mexico

34.

36.
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43. Capital- Versus Labor-Intensive Develop-
ment. Despite a rapidly growing labor force and a
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combined rate of unemployment and underemploy-
ment that some authorities believe approaches 50
percent,* the Mexican Government has consistently fa-
vored capital-intensive rather than labor-intensive
development. To many foreign economists, this
smacks of idiocy. Why then does the government
pursue such a course? One reason is to keep Mexican
industry near the forefront of modern technology. A
second, more important, reason is that most labor-
intensive jobs are very low paying and, despite the
unemployment rate, there is little demand for low-
paying factory jobs in Mexico. Mexico already has
many labor-intensive industries—textiles, shoes, ciga-
rettes, some food processing—but most of these indus-
tries have a poor record in attracting workers. (The
US-owned assembly industries along the border, which
pay well by Mexican standards and hire mostly
women, are exceptions.) The average unskilled Mexi-
can usually finds that he can make as much money
through casual jobs in construction or the service sector
as in a labor-intensive factory. And the work is more
pleasant and less regimented.

44. A third reason for the Mexican Government’s
preference for capital-intensive industry is directly
political. From the point of view of political stability,
it is much more important to provide suitable jobs for
Mexico’s ever increasing number of high school and
university graduates (who are politically very active)
than for the masses of unskilled workers (who are al-
ready in the government’s pocket). One of the virtues
of capital-intensive industry is precisely that it can
provide large numbers of good jobs for educated Mexi-
cans. As long as the unemployment rate for educated
Mexicans (including skilled workers) is virtually
zero—which it is—the government feels that un-
employment elsewhere in the economy is politically
manageable. The reverse would not be true.

45. Civil Service Reform. Every six years, with the
change of presidents, there is a great reshuffling of
the government bureaucracy. One consequence of the
wholesale changeover is that bureaucrats, despite often
broad experience in government, do not have the time
to develop true expertise and there is little continuity
in government policy. Many people have concluded
from this that a nonpolitical civil service should be

+ While we agree that the combined unemployment and under-
employment rate is high and growing, we doubt that it is nearly
so high as most observers, including those of the Mexican Govern-
ment, believe. Our reasons are given on pages 4 and 5 of Mexico:
The Impact of Rapid Population Growth, ER 78-10747, December
197 t).
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established. Although the Mexican Government may
be going in this direction—forced by the increasing
complexity of government tasks—it realizes that it is
treading on dangerous ground and is proceeding very
slowly. The choice is between increasing efficiency
and safeguarding opportunity.

46. Perhaps more than over any other issue, the
Revolution of 1910 was fought over continuismo—the
tendency of a president and his cronies to stay in office
forever and not give anyone else a chance. For this
reason, the Mexican president (who has almost com-
plete dictatorial power during his six-year term,
including the power to select his successor) is expected
to disappear at the end of his administration and take
his friends and clients with him. The new president,
as befits a six-year Caesar, can and does make whole-
sale changes in policy and personnel. These changes
reverberate through the entire government structure.
Because of this system, the hopeful and politically
ambitious Mexican is never more than six years away
from his golden opportunity; there is no need for
revolution. Indeed, the establishment of a truly effec-
tive civil service in Mexico might turn out to be
revolutionary in more ways than one.

47. Communism. To many US observers, the Mexi-
can Government seems dangerously unexcited about
Cuba, Central America, and the Communist menace

in generaL!

More importantly, this apparent lack of concern re-
flects two typically Mexican political tenets: (1) worry
only about what directly affects Mexico, and (2) try
to destroy the opposition only if it cannot be co-opted.®

48. Many vyears ago, in simpler times, a wise ob-
server of the Mexican political scene was asked
whether the Communist Party of Mexico (PCM) re-
sponded to Moscow or Peking. His answer was that
it responded to Los Pinos (the Mexican White
House)—in other words, the party, though part of the
“illegal opposition,” had been co-opted. The recent le-
galization of the Communist Party may be seen as an-

*For a detailed analysis of Mexican relations with Central Amer-
ica and the Caribbean, see Mexico: New Activism in the Caribbean

Basin, PA 80-10264, June lQBM
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other step in its co-optation. In the 1979 elections (the
first that the PCM has been allowed to enter), a PCM-
led coalition of four leftist parties won a little more
than 5 percent of the vote. Although we have no rea-
son to believe that this was not an accurate count, the
Communists know that, at the whim of the govern-
ment, they could have gotten 10 percent or zero
percent. Their “legality,” their nine deputies, a part
of their funding, their ability to buy newsprint for
their publications all depend on the government, and
the PCM will not be allowed to forget those facts. Like
other “opposition” parties, the PCM will be allowed
to rant against the United States and even against some
Mexican Government policies, but it will be required
to support the government or at least keep quiet on
the handful of issues that the government deems of
vital importance.

49. The Mexican Government treats Communist
and leftist governments much as it treats the PCM.
As long as they toe the line with regard to major Mexi-
can interests within Mexico, there is no problem. Their
embassies (like others) can be spy nests, but only so
long as their activities are directed against third coun-
tries. If they step over the line, the Mexican response
can be swift and harsh. The Soviets found this out
during the time of the great railroad strike in the late
1950s. The North Koreans learned the same lesson
when they supported a Mexican rural guerrilla group.
The Cubans, having received valuable diplomatic sup-
port from Mexico City, have scrupulously avoided

messing in Mexican affairs.\

/The Mexican Government

feels no obligation to keep the world safe from Com-
munism so long as it can avoid any Communist threat
to itself. By and large this strategy has worked—no
other Latin American country has faced so little Com-
munist-inspired subversion since World War 11.

D. The Last Word

50. During the decade of the 1980s, as in previous
decades, the overriding goal of the Mexican Govern-
ment will be the preservation of the Mexican political
system; it will subordinate all other interests, including
foreign and economic policy, to this end. To the extent
that it sees political or economic reform as strength-
ening the system, it will opt for reform. To the extent
that is sees reform as dangerous, it will avoid it. Simi-
larly, Mexican foreign policy will veer to the left or
right for purely domestic reasons. The average Mexi-
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has roughly the same priorities as government
eaders. Even if he is too young to remember the vio-
lence of the revolutionary decades (when, according
to some accounts, 3 million Mexicans lost their lives),
he has only to look elsewhere in Latin America to
appreciate the stability, opportunity, and relative lack
of government oppression that the Mexican system
offers.

51. Mexican presidents, though their record is ex-
cellent, are fallible. During the next 10 years, they
may misread the situation, overlook developing ten-
sions, take the wrong actions at the wrong times. If

they do, US as well as Mexican interests will suffer.
Nonetheless, even if in a particular case US
policymakers do know what is best for Mexico, they
should recognize that advice from north of the Rio
Bravo is not and never will be acceptable. Mexicans
will keep their own house in order without US
help—or not at all. However, if a US president has
one or two specific requests to make of a Mexican
president (in private) for the US good, the Mexican
president will listen with respect and consideration.
The United States is an important part of the Mexican
environment, and no Mexican president will forget
that.

Part Two—Mexico in the 1980s

The Setting
A. Population Growth and Urbanization

592. For the next decade, the course of population
growth and urbanization will be the most important
element in the Mexican setting—that is to say, in that
complex of factors not under the direct control of the
Mexican Government. During the past two or three
years, the Mexican family planning program has had
remarkable success in reducing the population growth
rate—long one of the world’s highest—to about 2.5
percent. If this reduction in the growth rate represents
a trend, and most indications are that it does, then
the country will probably follow rather closely the
low-growth projection given in our Mexican popula-
tion study.® Total population, now roughly 68.5 mil-
lion, will probably reach 78 million by 1985 and 88
million by 1990—well below the 81 million and 95
million of our high-growth projection.

53. Because most of the Mexicans who will join the
labor force in the 1980s were already born before the
trend toward lower population growth began, the
beneficial effect on employment will be slight. Indeed,
the labor force (currently about 19.7 million) will
number only some 200,000 less in 1990 than it would
have under our high population growth projection. In
either case, rouglily 1 million new jobs must be created
each year during the 1980s if the unemployment rate
is to remain constant. There is no way that this can
be done; the only question is how much worse the
unemployment-rate will get.

6See Mexico: The Impact of Rapid Population Growth, ER T8-
10747, December 1978
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54, The urban explosion promises to be a greater
headache for the Mexican Government in the 1980s
than the growth of population and the labor force.
Largely because of the substantial wage differential
between rural and urban areas, which has led to heavy
rural-urban migration, Mexico’s urban population is
growing much more rapidly than the population of
the country as a whole. Most of this growth is centered
in Mexico City. If greater Mexico City, with something
over 14 million people today, were to continue grow-
ing at recent rates, the population would exceed 25
million by 1990. Such an outcome is impossible; given
water and land constraints, the Valley of Mexico can
support only some 20 million people. Even if all
migration to greater Mexico City were to cease this
year, natural increase alone would push the city’s
population close to the 20 million mark by the end
of the decade. This means that, by the early 1990s
at the latest, the Mexican Government must find some
combination of carrots and sticks not only to stop
migration to Mexico City but also to force a part of
the native-born population out of the capital.

55. The redirection of national rural-urban migra-
tion, combined with substantial interurban out-
migration from Mexico City, would place a tremen-
dous additional burden on services in secondary urban
areas. Under ordinary circumstances, we would expect
the population of the eight major secondary cities to
grow by two-thirds over the next 10 years. Under the
redirection scenario, these eight secondary centers
would have to grow by 150 percent. And the problem
will worsen rapidly after 1990. Thus, even if redirec-
tion is successful, it will have spread rather than solved
the problems of urbanization.
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B. Qil Prices and the World Economy

56. To cope with the problems of population and
unemployment in the 1980s, the Mexican Government
must (1) make the best possible use of its oil revenues
and (2) develop strong export industries. (Effective
domestic demand is far from being strong enough to
absorb the output of Mexican industry on the scale
required to reduce unemployment. Thus, some
production must be sold abroad.) Mexico City’s success
in these efforts will depend to a large extent on factors
outside of its control—the world price of oil and the
economic health of its major trading partners. These
two factors will probably work against each other.

57. Despite occasional periods of slack, oil supplies
will probably remain tight through the period. Thus,
oil prices will rise at least in line with world inflation
and probably somewhat more rapidly. How much
more rapidly will make considerable difference to the
Mexican economy. For example, if the real price of
oil rises at an average annual rate of 5 percent through
1985, just a single foreign sale of 1 million barrels
of oil in that year would earn Mexico $14 million
more than if the price of oil only kept pace with infla-
tion. If, on the other hand, the real price of oil rises
at a 10-percent annual rate through 1985, the same
1-million-barrel sale would earn $33 million more.
When we consider that Mexico could be in a position
to export as much as 3 million barrels a day in 1985,
the difference in earnings between zero real growth
in oil prices and 5 and 10 percent in real growth
would be $15 billion and $36 billion, respectively, in
that vear. Beyond 1985, the price will increase fur-
ther. As world oil prices can be neither controlled nor
predicted by Mexico City, the Mexican Government
will need to revise its economic development strategy
on a year-to-year if not a month-to-month basis.

58. High and rapidly rising oil prices will both hurt
and help the Mexican economy. On the one hand, high
prices will enable the country to avoid the foreign ex-
change constraint to development at a relatively low
cost in terms of resource depletion. On the other hand,
the continuing rise in oil prices will limit economic
growth in the United States and other markets for
Mexico’s nonoil exports. Although Mexico will not
need such exports to balance its trade account, it will
need them for the jobs they provide. If the US econo-
my grows by less than 3 percent annually for the next
10 years—a scenario that some economists believe
likely—the value of Mexico’s nonoil exports could
easily stagnate in real terms. (In this case, Mexico City

would be tempted to link oil and nonoil exports—a
move that would be strongly resisted by industrialized
importers of Mexican oil.)

The Evolution of the Mexican Economy to 1990
A. What Oil Can and Cannot Do

59. Thoughtful Mexicans realize that oil is not and
cannot be the deus ex machina that solves all the na-
tion’s social and economic problems. Indeed, many
Mexicans (perhaps a majority) fear that the oil bo-
nanza may turn out to be a curse disguised as a bless-
ing. Venezuela and Iran are often mentioned as exam-
ples of the evils of oil in Mexico City conversation.
In the Mexican view, Venezuela is essentially a back-
ward, “one-crop” economy that will rapidly decline
once the oil runs out. Iran is an example of the politi-
cal chaos that ensues when wealth gets out of control.
The Mexicans are not sure that it could not happen
to them.

60. The economic dangers of the oil bonanza are
as follows. First, the inflow of oil earnings could put
upward pressure on the peso, thereby pricing Mexico’s
nonoil exports out of the international market. Second,
oil earnings will increase the money supply (unless
sterilized, which is almost impossible because of the
dollarization of the Mexican economy) and thereby
give rise to inflation. Third, if imports are greatly in-
creased—a move that would help reduce domestic
inflation as well as eliminate upward pressure on the
peso—many domestic industries would be jeopardized
by the flood of cheaper foreign goods. In any of these
cases, job creation would falter and unemployment
would increase.
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62. If the economic and political dangers are so
great, why not leave the cursed stuff in the ground?
This is, in fact, a major thread in Mexican oil policy.
The present administration has gone on record as
wanting to produce only the bare amount needed to
finance the foreign-exchange costs of development. In-
deed, the government appears content to allow current
account deficits on the order of $3 billion a vear,
believing that there are fewer dangers in continued
foreign borrowing than in a headlong drive to produce
and export vast amounts of petroleum.

63. The oil bonanza will not produce miracles but,
properly used, it will allow 8-percent annual eco-
nomic growth through the 1980s. Using our econo-
metric model of the Mexican economy, we have
examined oil/economic growth/inflation/balance of
payments trade-offs in Mexico through 1985.7 We
concluded that, under any reasonable assumptions
about world oil prices, Mexico can achieve 8-percent
economic growth in 1980-85 with oil exports of be-
tween 1 million and 2 million b/d. Beyond 1985,
depending upon the pace of Mexican exploration and
development, Mexico could have the reserve base and
the facilities to export considerably more than the
2-million-b/d maximum that we project. Exports will
also be influenced by the growth of domestic
consumption. With 8-percent economic growth and
no increase in conservation, the country would re-
quire almost 2 million b/d of oil for domestic use
in 1985. By the mid-1980s, if not sooner, however,
we expect the Mexican Government to introduce
more realistic pricing for oil products sold on the
domestic market as well as other measures to cut
consumption growth. Such actions should allow some
expansion in exports beyond 2 million b/d in the lat-
ter half of the decade, if necessary for adequate eco-
nomic growth.

B. Employment and Economic Mobility

64. What does 8-percent economic growth mean
for employment? New jobs will be created at a rate
of about 3.5 percent a year during the decade—an
average of a little over 700,000 new positions annually.
During the same period the labor force will expand
by almost 1 million workers annually. Thus, each year
roughly 300,000 people will be added to the army of
unemployed. The unemployment rate, currently be-
tween 10 and 12 percent, will rise to near 17 percent

"See Mexico: Economic Trade-Offs and Oil Exports Through
1985, ER 80-10203, March 1980 (C0! jal).
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in 1990. Underemployment, though difficult to define
and quantify, could also be exacerbated. (We expect
underemployment to decline in rural areas; it may,
however, expand in the service sector.)

65. The high levels of unemployment that we fore-
see for the late 1980s do not necessarily mean an
equivalent increase in human misery. Most of the un-
employved and underemployed will be idle for only
brief periods (for example, between crops in rural
areas or between construction projects in urban areas).
The real wage rate should steadily increase during the
period, allowing employed relatives and spouses to up-
hold to some degree the living standards of the un-
employed. Many of those counted as unemployed or
underemployed will be earning decent livings in
quasi-legal manufacturing and commercial ventures.
Others will be living well on their earnings from a
few months’ illegal labor in the United States.

66. Even with the increase in overall unemploy-
ment, the demand for skilled labor will remain strong.
The upshot will be a further increase in Mexico’s in-
come inequality, as the earnings of electricians, brick-
layers, and assembly-line workers pull steadily away
from those of street vendors, small farmers, and un-
skilled construction workers. Mexico, however, is not
like Europe and the United States, where unions and
apprentice systems restrict entry into the skilled labor
force; the lines between skilled and unskilled labor are
blurred in Mexico. The ambitious and talented urban
Mexican vouth can often work himself into a skilled
job (especially in construction) with little more than
quick wits, keen observation, and a willingness to lie
about his qualifications until those qualifications be-
come real. It is much more difficult for the rural Mexi-
can—especially the Indian—to break into the skilled
ranks.

67. In an economy such as that of Mexico where
there is not enough wealth (even after oil) to give
everyone the good life, economic and social mobility
become extremely important. In post-Revolutionary
Mexico, differences of class, race, and even education
impose few limits on personal achievement. An ex-
milkman can become one of the country’s most impor-
tant political figures. An Indian construction worker
can become a multimillionaire contractor. These are,
of course, exceptional people. The average Mexican,
while his ambitions and abilities will not take him so
far, does have a reasonable expectation of bettering
himself. This is especially true of the high school or
university graduate. The Mexican Government,
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through a variety of means including spurring the
development of capital-intensive industry, has been
careful to assure that opportunities are plentiful for
the always potentially dangerous educated elite.

C. The Rural Sector

68. Mexico is no longer a rural nation and the main
problems it faces are no longer rural problems—a fact
that seems to have escaped most foreign observers and
even some Mexican officials. Indeed, Mexico today is
in many important respects similar to the United
States between the two world wars; the rural sector
is declining rapidly in importance while prospects for
agriculture remain good. The agricultural labor force
has fallen from 65 percent of the total in 1940 to 35
percent at present, while the amount of developed
cropland has increased by 60 percent. The share of
agriculture in the gross domestic product has fallen
from 20 percent to 9 percent, while the value of ag-
ricultural output (in constant pesos) has risen by 350
percent. In the 1980s, we expect Mexico to continue
its evolution from a nation of many poor subsistence

farmers toward a nation of relatively few prosperous

commercial farmers.

69. Explaining the Mexican rural sector is essen-
tially a process of breaking down myths.® Myth num-
ber one: Mexico cannot feed itself. This is simply not
true. Mexico’s agricultural balance of trade has shown
a surplus in every recent year except 1974. Although
Mexico imports about 15 percent of its basic foods,
it exports enough coffee, cotton, and vegetables to
more than offset its imports of corn, wheat, and
oilseeds. So, it is not a question of using oil earnings
to pay for food imports; agricultural exports not only
pay for food imports but generally earn a half billion
dollars or so in additional foreign exchange. As the
Mexican peasant upgrades his operation (through edu-
cation, mechanization, or irrigation), he typically shifts
out of corn into more valuable crops. Thus, as this
process accelerates, Mexico will: (1) import more basic
foods; (2) export more high-value farm products; (3)
increase farm incomes; and (4) add variety to the
Mexican diet.

70. Myth number two: Mexico is so poor in land
and water that agricultural output cannot be greatly
expanded in the future. Extensive undeveloped arable
lands remain, and there are also untapped water re-

¢See Mexican Agriculture: Myth and Reality, ER 79-10266, May
1979 ; jal).
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sources; the difficulty is that the distribution patterns
of these resources do not always coincide, and much
of the north remains vulnerable to drought. Utilizing
much of this land and water would require extensive
capital investments, which neither the Mexican Gov-
ernment nor private interests are likely to make until
profitable markets for the increased output can be
found either in Mexico or abroad. As these markets
are found, this land will be put into use. With ade-
quate capital and technical inputs and more efficient
utilization of water resources, agricultural production
should be able to expand significantly through the
1980s, although droughts will continue to restrain out-
put in some years.

71. Myth number three: the Mexican rural sector
is a social and political powder keg. Not so. Although
the number of landless peasants has doubled to about
4 million persons since 1950, rural unrest has de-
creased. The peasant’s strong desire to own his own
land either directly or as one plot on a state-owned
farm (ejido)—a potent factor only a few decades
ago—has declined markedly. While random rural vio-
lence exists as it always has, it appears to have little
ideological content. Nowadays, the dissatisified peas-
ant finds it more rewarding to head for Mexico City
(permanently) or to California (for a few months) than
to agitate for revolutionary change. (The land inva-
sions during the latter days of the Echeverria admin-
istration apparently were instigated by elements in the
federal government for political reasons and thus did
not reflect widespread rural discontent. The present
administration was able to cut them off virtually over-
night.) In the 1980s, labor unrest by farm workers in
prosperous areas of the north is more likely than peas-
ant unrest in poorer areas of the nation. Neither is
likely to be politically threatening.

D. Trade, Inflation, and the Exchange Rate

72. As we indicated earlier, Mexico’s strategy for
creating employment hinges upon the expansion of
nonoil exports, both industrial and agricultural. Such
an expansion will undoubtedly prove difficult. Be-
cause of the energy problem, the developed nations
will be growing very slowly and therefore will con-
stitute only a limited market for Mexican exports.
Even this limited market may be further restricted
by protectionist measures. On the domestic side,
Mexico may allow its goods to become uncompetitive
in price if it is unwilling or unable to control inflation
or to compensate for it through currency devaluation.
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73. Thus, Mexico City will be faced with some hard
political choices. Because of large increases in the
money supply (due to the inflow of oil dollars), efforts
to curb inflation will probably hinge on some com-
bination of: (1) restrictions on the growth of real
wages; (2) reduced government spending; (3) price
controls; and (4) increased imports. Each of these
methods works against the interests of politically
important elements in Mexican society. On the other
hand, any attempt to “live with”" inflation through fre-
quent exchange rate adjustments (perhaps combined
with Brazilian-style indexation) would also be politi-
cally costly. No economic statistic is more politically
sensitive than the peso-dollar exchange rate. To your
average Mexican cynic, statistics on inflation, employ-
ment, and economic growth are only as trustworthy
as the government that publishes them; the exchange
rate, however, can be verified by the man on the
street. Thus, in popular opinion, the economic success
of an administration is often judged by its ability to
maintain the value of the peso.

74. With its oil earnings, Mexico City will have the
option of maintaining an “unrealistic” exchange rate
almost indefinitely. To the extent that it does so, it
will be tempted to maintain employment either by
subsidizing its nonoil exports or in some way linking

them with its oil exports.\

The Relationship Between Economics and Politics

75. A Mexican government will almost always
subordinate economics to politics. The “best” eco-
nomic policy will be adopted only insofar as it is also
the best political policy. (This does not mean, however,
that the president will subordinate long-term eco-
nomic plans to short-term political pressures. Given
the nature of the system, the Mexican president is
under less pressure than leaders of most other nations
to respond to short-term domestic political pressures.
He can take the long view of both economics and poli-
tics.) The great extension of land reform during the
Cardenas administration, for example, was intended
to (1) secure the political support of the peasants and
(2) destroy the political power of the large landowners
of the north. Its effects, for better or worse, on ag-
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ricultural production and on peasant living standards
were secondary. The same sort of political consider-
ations prevailed in other economic acts of Mexican
governments such as the nationalization of oil, the
establishment of profit sharing, and the creation of the
Border Industry Program.

76. Mexico’s economic success—probably the most
spectacular in the Third World, if the entire period
from the mid-1930s to the present is considered—is
in itself a source of legitimacy for the Mexican politi-
cal system. For this reason alone, the Mexican presi-
dent must always appear to be on top of the economic
situation. Beyond the direct political effects of eco-
nomic ills such as unemployment or inflation is the
indirect political effect that these ills have on the
appearance of presidential competence. In the Mexi-
can case, it is at least arguable that the indirect effect
is of greater importance for political stability than the
direct effects.

The Evolution of the Mexican Political System to
1990

A. How the System Works—and Why

77. The flow of authority in Mexico is the reverse
of that in a textbook democracy. All important
power—including that of choosing his successor—rests
with the president. Legislative officials, governors, and
mavyors of important cities, though nominally elected,
are in fact designated by the president and their first
loyalty is to him and not to their constituents. The
voters, knowing in advance who will be elected in
each important contest, usually turn out in. impressive
numbers to demonstrate their loyalty to the system
and to the chosen candidates. (Indeed, some writers
have described voting in Mexico as more akin to salut-
ing the flag than to making a choice.) The voters know
that the benefits they receive from the system are at
least roughly proportional to the manner in which they
support the chosen candidates.

78. If the flow of authority is downward from the
president, the flow of “legitimacy” is upward from
the people. Unlike exclusive authoritarian systems,
Mexico’s inclusive system sets great store in bringing
all Mexicans into the system in at least a symbolic way.
In the preelection period the presidential candidate
engages in several months of vigorous campaigning
through even the smallest villages to “create a bond
with the people.” Once elected, the president, as well
as his ministers, department heads, governors, and
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mayors, is amazingly accessible to delegations from all
sectors of Mexican society. In a large number of cases,
action is taken in response to such “petitions from
loyal Mexicans.”

79. Paradoxically, one of the strengths of the system
lies in the fact that resources are limited and not all
demands can be satisfied. A delegation from, say, a
squatter settlement in the Federal District asking for
piped water knows that if their group receives the
benefit some other settlement must wait. Further-
more, the delegation knows that troublemakers who
demand rather than request, who do not turn out to
march and vote for the official party, who are less
than completely cooperative are likely to go to the
bottom of the list. The system, which permeates Mexi-
can society, breeds gratitude on the part of the winners
and a determination to “do things right next time”
on the part of the losers. As it is based on interlocking
vertical patron-client relationships, the system also
effectively discourages potentially dangerous horizon-
tal linkages between members of the same class.

80. In those rare cases when the judicious distribu-
tion of favors is not enough to assure political control,
the ruthless side of the Mexican system comes into
play. Typically, a leader who cannot be bought
(through a combination of benefits to himself and to
the group he represents) first becomes a kind of
nonperson on the Mexican scene; his followers go to
the last of every line and soon he has no followers.
If this is not sufficient to bring forth his cooperation,
he is jailed, killed, or exiled. Once the government
decides to act, it almost always errs on the side of
overkill—perhaps reasoning that a wounded man (or
group) is dangerous while a dead man (or thoroughly
cowed group) is not. This spirit of no compromise ac-
counts for the bloody persecution of Catholics during
the Calles period (which effectively destroved the
Church as a political influence), the breaking of the
northern landholders in the Cardenas period, and,
more recently, the student massacres under Presidents
Diaz Ordaz and Echeverria. The thinking of those
who call the shots for the Brigada Blanca, the
Halcones, and other government-controlled thugs
seems to be: “A dozen dead students would be
martyrs, while several hundred dead students will as-
sure a decade of peace on the yvouth front.”

B. The Presidential Succession and the PRI

81. The Revolution of 1910 was fought not so much
against dictatorship as against continuismo, the seem-
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ingly unending rule of a single man. Thus, after a few
false starts in the Obregon and Calles periods, the
revolutionary slogan of “no reelection” became a
cornerstone of the political system. The Mexican presi-
dent is given dictatorial powers—which most Mexi-
cans believe are necessary for effective government—
for a period of six vears. At the end of his term, after
“appointing” his successor, the outgoing president is
expected to fade away and enjoy his wealth in modest
seclusion. The amazing thing is that this is just what
happens; no president since Calles (in the 1920s and
early 1930s) has attempted to influence the policies
of the man he chose to succeed him.

82. A second peculiarity of the Mexican system is
that each president tends to be followed by a successor
who corrects the exaggerations of the outgoing presi-
dent’s policies and personality. Thus, the leftist Carde-
nas was followed by the rightist Avila Camacho, the
unusually corrupt Aleman was followed by the un-
usually honest Ruiz Cortines, the erratic Echeverria
was followed by the steady Lopez Portillo. This char-
acteristic is summed up by the common metaphor that
“the Revolution walks with both a right foot and a
left foot.”

83. Presidents are chosen from among the members
of the official party, the Partido Revolucionario
Institucional, or PRL. The PRI is something like the
US Democratic and Republican parties combined; it
covers the full spectrum of tendencies and leaders
from the extreme left to the extreme right. The only
route to power for any serious politician is through
the PRI, other parties exist, but they (much like minor
parties in the United States) attract only those who
are more interested in making a statement than in
achieving power. Although the outgoing president
may choose as his successor a technocrat who has not
been greatly active in PRI affairs, it would be unthink-
able for him not to choose a party member.

84. The Mexican political system—much more than
its detractors would admit—is based solidly in the
masses of peasants, workers, and “marginals,”® largely
because these groups are the most susceptible to gov-
ernment inducements and controls. Voting patterns
and the surveys of sociologists and anthropologists
consistently indicate that the government’s strongest
support comes from the poorest urban and rural areas.
The PRI, which in nonelection vears is more of a gov-
ernment bureaucracy than a party, has three tra-

9The unemployed and underemployed in urban and rural slums
and in squatter settlements are usually designated as “marginals.”
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ditional legs: the agrarian sector, the labor sector, and
the “popular” sector which includes professionals,
shopkeepers, government workers, and marginals liv-
ing in urban squatter settlements. All of these groups
are highly organized in the typical vertical patron-
client fashion.

85. The middle class, although technically part of
the “popular” sector, is much less dependent on the
government than are the poorer classes, and its loyalty
is therefore more conditional. It is from this class that
the greatest threats to the system have come, and it
is to this class that the government distributes most
of its carrots and sticks. This class, which is rapidly
growing in hoth absolute and relative size, is receiving
an ever greater share of the national income at the
expense of both the poor and the very rich. It is the
members of this class—professionals, journalists, stu-
dents, union leaders—who are most likely to be found
in good government jobs or in jail,

86. Big business, though not a part of the PRI be-
cause of its nonrevolutionary origins, is linked to the
system in much the same way as the other sectors.

The government has, and has used, the power to .

greatly help or to destroy individual firms, but it also
depends on this sector to carry out much of its eco-
nomic policy, especially in the area of job creation.
Although big business generally toes the government
line, it has a power base of its own and has on rare
occasions been able to fight the government to a
standstill on certain issues. Some observers believe that
this power will increase over the next decade.

87. During the 1920s and the 1930s, the political
influence of the Mexican military was steadily re-
duced under a series of revolutionary generals who,
as presidents, feared the power of their comrades in
arms. In 1946, when Mexico’s first civilian president
in over three decades took power, the military had
largely ceased to be a threat and had become an
important support of the ruling party. The major func-
tion of the military is to protect the system from its
internal enemies; the Army has been used to put down
peasant revolts and student riots as well as to hunt
guerrillas, smugglers, and bandits and to intimidate
opposition political parties. Army officers command
the Brigada Blanca and similar groups of government
thugs. The military also has a civic action function,
doing everything from building bridges to running
hospitals in many of the less accessible areas of the
country. Moreover, in many states the zone com-
mander serves as an alternative to the governor for
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conveying the desires of local interest groups to the
president.

88. As compared with the establishments of other
Latin American nations, the Mexican military is small
(about 110,000 men in all three branches), ill equipped
(the Air Force, for example, has only 20 jets, all of
which are old), and underfinanced (traditionally
receiving only about 2 percent of the federal budget).
It is well disciplined, apparently completely loyal to
the system, and has almost none of the institutional
egotism of most South American military establish-
ments. High-ranking officers are encouraged to seek
wealth rather than political influence or power.

89. Recently there have been some indications that
the military is beginning to see a new role for itself.
Many military men do not share the ngnchalance of
other government officials toward events in Central
America. They feel that co-optation may not always
do the trick and that they may be called upon to de-
fend the nation’s southern border against strong guer-
rilla forces. Moreover, these military men see the oil
bonanza both as a resource that requires a high level
of military protection and as the means of paying for
that protection. The Lopez Portillo administration is
responding to these new military concerns with a mod-
est modernization program that envisions buying air-
craft, small ships, and other equipment from the
United States and other foreign countries. If this pro-
gram is thwarted, it could lead to a somewhat greater
activism of the armed forces as a pressure group.

C. The Opposition—or Politics at the Fringe

90. In the past, all of the serious threats to the gov-
ernment have come from inside the “Revolutionary
Family.” In the elections of 1940, 1946, and 1952,
important PRI leaders, angry at being passed over in
the presidential succession, left the PRI and formed
their own personalist parties. Each of these ex-PRI
candidates knew that the PRI would not allow a non-
PRI candidate to win; what they hoped to do was to
use the election to split the PRI and then settle the
presidency by force of arms. (Two of these candidates
happened to be generals.) Given the steady erosion
of the strength and political power of the Army, this
type of threat is not likely to reoccur in the 1980s.

91. The nonpersonalist opposition parties differ
only as to the extent to which they have been co-
opted. The Partido Accion Nacional, or PAN, is the
oldest, strongest, and most independent of the opposi-
tion parties. Although generally considered conserv-
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ative, it is not reactionary and has occasionally chal-
lenged PRI policies from a leftist perspective. The
PAN is essentially a Christian Democratic party with
the religious elements greatly downplayed because of
Mexican law. It is the recipient of most anti-PRI pro-
test votes and has often showed considerable strength
in the northern states. In an absolutely free election,
the PAN might win a governorship; it could not win
the presidency.

92. The Communist Party (PCM), as we discussed
" in Part One, is more co-opted than the PAN but less
than most of the other parties of the left. PCM dep-
uties occasionally challenge government policy in the
legislature and occasionally are allowed to carry the
day on minor issues. Since legalization, the PCM has
been weakened by divisions in the leadership and by
an influx of hard-to-please new members who have
never heard of Democratic Centralism. The other left-
ist parties—as well as the PARM on the right—are
based on a mixture of personalism and ideology. Some
have provocative ideas and attractive leaders; none are
of any importance on the broad Mexican political
scene.

93. Beyond the realm of elective politics, there are
a number of small guerrilla or “social bandit” groups
in the great tradition of Pancho Villa and other heroes
of the Revolution of 1910. The most important of
these, at present, is the 23rd of September Communist
League. This urban guerrilla group, which has been
able to rob a few banks, kill a few policemen, and
kidnap or murder a few children of the powerful, was
badly hurt by recent actions of the authorities and
probably has no more than 50 members throughout
the country. Rural guerrilla groups (led by Genaro
Vazquez and Lucio Cabanas in the 1960s and 1970s
in the state of Guerrero, and by Ruben Jaramillo off
and on from the 1920s until he was killed in 1962
in Morelos) are one of the constants of Mexican life.
They have little importance in modern, urban Mexico.
(It is an interesting comment on the Mexican political
mentality that many Mexicans believe that most or

all of these armed opposition groups, which in many

cases we know to be genuine, are controlled by the
government.)

D. Political Stagnation and Political Reform

94. During the coming decade the most dangerous
task that the Mexican Government faces is that of
achieving the proper degree of political reform. Gov-
ernment leaders are well aware that, while the work-
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ers and peasants are relatively satisfied with Mexican
political institutions and processes, the educated mid-
dle class is becoming increasingly restive. Moreover,
these leaders cannot have forgotten that thwarted mid-
dle class demands for limited political concessions
from the Diaz dictatorship constituted the initial spark
of the Revolution of 1910. The situation may well be-
come more dangerous as the decade progresses and
the relative and absolute size of the middle class grows.

95. The most important attempt at political reform
since the 1930s took place early in the presidency of
Diaz Ordaz (1964-70). The national president of the
PRI, Carlos Madrazo, opened a campaign to create
local party primaries in place of the usual system of
having delegates and candidates imposed from above.
Although the reform had obviously been cleared with
Diaz Ordaz, the President did not publicly associate
himself with it. When the initiative drew little support
from the public and a great deal of condemnation
from party members, Diaz Ordaz was able to fire
Madrazo and back off from the proposal. (Madrazo
died a few vears later in an air crash-—an event re-
garded with considerable cynicism by Mexican PRI
watchers.)

96. The current President’s efforts at political re-
form have been much more limited. They guarantee
a certain number of seats in the lower house to op-
position politicians and give slightly more power to
the legislature but do not touch the internal workings
of the PRI. Although the Lopez Portillo reforms will
allow more currents of opinion to be voiced in the
Chamber of Deputies, they will in no way jeopardize
the PRI’s total control over government. They have
failed to catch on with the public—voting was un-
usually lackluster in the first elections held after the
reform was instituted.

97. Thus, it seems that Mexico is in a situation
where reform of the official party is considered too
dangerous by party members and reform of the gov-
ernment is considered too meaningless by the general
public. The government’s response will probably
amount to little more than “creative stagnation”—
talking a lot about democracy while making a few cos-
metic changes. This may be sufficient. Most Mexicans,
including reform-minded middle class opponents of
the PRI, recognize that the Mexican system works far
better than the systems of most less developed coun-
tries. They fear that, if the system were to fall, it
would be replaced with something much worse. On
the other hand, there is little doubt that they are dis-
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satisfied with the hypocrisy inherent in the system and
with the severe limitations that the system places on
political choice.

E. Dangers

98. The most predictable period of danger for the
Mexican system will come in the latter half of the
1980s when the government will be forced to take
strong measures to curb population growth in Mexico
City. As we pointed out earlier, if greater Mexico City
continues to grow at the present rate, it will contain
25 million inhabitants in 1990, while the Valley of
Mexico does not have the land and water to support
a population of more than about 20 million. As natural
growth alone would put the city’s population above
the critical level by the end of the decade or soon
after, the government will have to not only stop migra-
tion into Mexico City but also encourage native-born
residents to leave the capital.

99. This will present an immense political problem.
From prehispanic times on, Mexico City—or Tenoch-
titlan—has been the nation’s center of culture, excite-
ment, good living, power, and opportunity. Every
Mexican considers it his right to go to the capital in
order to better himself, to escape past failures, or sim-
ply to be part of the action. Mexico City is Rome,
Jerusalem, and Mecca rolled into one. No government
has ever made a serious attempt to restrict the Mexi-
can citizen’s freedom of movement; the extension of
government authoritarianism into this area would be
without precedent.

100. Some experts believe that, as population

presses harder on resources, the quality of life in Mex-

ico City will decline to such an extent that more peo-
ple will be trying to leave than to enter the area. This
seems doubtful. Despite the massive inflow of rural
migrants to the squatter settlements around Mexico
City, incomes are becoming more equal in the city
even as inequality grows in the nation as a whole. This
means that, on the average, one will still improve one-
self economically by moving to the city. And most mi-
grants beat the average—statistics indicate that, when
other factors are held constant, migrants to Mexico
City advance faster and achieve higher status than na-
tive residents. Moreover, the glamour of the capital
will remain for years if not decades after economic
opportunities  disappear and living conditions
deteriorate.

101. What then is the government to do? One solu-
tion, perhaps the only long-run solution, is to create
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other poles of urban growth. This will be difficult.
President Lopez Portillo’s plan to establish new agro-
industrial centers along the coasts will, under the best
of circumstances, be only a drop in the bucket by the
end of the decade. With regard to already established
urban areas, only Monterrey, Guadalajara, and the
border cities have been able to attract an appreciable
number of rural-urban migrants. These areas already
have serious problems, which would be exacerbated
by higher population growth rates. The oil centers of
Tabasco, Chiapas, and southern Veracruz as well as
some resort areas on the Pacific coast and in Yucatan
are currently attracting some migrants, but this flow
is more likely to subside than expand as the decade
goes on. The other major cities of Mexico, now
spurned by migrants, will have to be made more
attractive through tax advantages, establishment of in- -
dustry that is both labor intensive and high paying,
and decentralization of some government functions,
if the problem is not to get completely out of control
by the turn of the century.

102. The only viable interim solution for the 1980s
is probably to expand the limits of greater Mexico City
beyond the Valley of Mexico. Greatly increased tax
rates and a crackdown on squatter settlements in the
Federal District (both costly in political terms) could
push even native-born residents beyond the Valley. At
the same time the creation of high-speed transporta-
tion links could bring a greatly expanded area (includ-
ing the cities of Toluca and Pachuca) into the new,
greater Mexico City. The present administration is al-
ready thinking along these lines. Implementing even
this partial and interim solution could put strains on
the political system.

103. Another danger which is always present in the
Mexican political system is that of presidential death
or incompetence. There is no vice president in the
Mexican system; the legislature has the duty under the
constitution to appoint a replacement for a president
unable to complete his term of office and, if enough
time remains in the term, to hold new elections. The
actual result would probably be a severe crisis. The
Mexican legislature is used to taking orders, not to
making decisions on its own. Moreover, while certain
members of the PRI, the cabinet, the bureaucracy,
and the labor unions have considerable influence,
there are no “kingmakers” in the Mexican system
apart from the outgoing president himself. Mexican
presidents are usually relatively young and in good
health—no Mexican president has died in office since
the early days of the Revolution—but accidents or
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assassination are always possible. Such an event would
put a severe strain on the system.

104. Although when it comes to selecting presidents
the Mexican system has at least as good a record as
most democracies, the possibility always exists that an
unsuitable or incompetent person might be chosen for
the job. (Some Mexicans would say that this already
happened in the case of Echeverria.) Such a president,
given his key role in the system, would be dangerous.
The system would probably survive if there were no
other major strains. If, however, a number of other
pressures converged, serious political instability could
arise.

105. Unemployment, under the best of cir-
cumstances, will probably reach 17 percent by 1990.
If unexpected economic difficulties arise, the rate
could go still higher. This, in and of itself, should not
severely strain the system as long as job opportunities
for the educated and politically aware remain plenti-
ful. However, high rates of unemployment in conjunc-
tion with other factors could prove dangerous.

American revolution, it generally works the other way:;
Mexicans pride themselves on their differences from
Central Americans.

An Instability Checklist

107. The chance that regime-threatening political
instability will arise in Mexico in the 1980s is less than
one in ten. Because of this low probability, observers
will tend to overlook the signs of such instability if
they should appear. This mind-set will be particularly
strong among those observers with the most Mexican
experience; no matter how bad the situation is, these
experts can always remember how the Mexican Gov-
ernment overcame worse problems in 1968, or 1959,
or whenever. By contrast, some journalists will con-
tinue to predict imminent revolution—as they have
every vear since the 1930s. The alarmism of the
journalists will further harden the mind-set of the ex-
perts, and a real danger exists that the experts will
ignore any signals of instability that might come up.

Even more dangerous would

be disarray in the government—caused perhaps by an
incompetent president, a power struggle in the labor
movement after the death of aging labor kingpin Fidel
Velasquez, and/or a sharp increase in middle class
criticism. Under these conditions, the patron-client
relationships that encompass even the unemployed
would be weakened and the unemployed might feel
that they had nothing to lose from radical action.

106. Some experts believe that, in a situation where
most of Central America goes Communist, Mexico
could fall prey to outside subversion. These experts
point out that the Mexican oilfields are only 100 miles
or so from the Guatemalan border and wonder if Mex-
ico could become the “last domino™ in a series (of
one, so far) that began with the Sandinista victory in
Nicaragua. We see very little likelihood that this will
happen during the next 10 years—unless, of course,
the country is already in severe trouble for purely
domestic reasons. A Communist government in Guate-
mala (assuming that one comes to power) might well
be no more dangerous to Mexico than the present
Communist government in Cuba. Certainly, it would
be easier to sabotage the Mexican oilfields (if anyone
had a purpose for doing so) from Cuba by sea than
by crossing the mountains and jungles of Peten and
Chiapas. As for the demonstration effect of Central
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