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Good morning. My name is Carlos Heredia. I am an economist, formerly with
the Mexican Ministry of Finance and now working with the Mexican Non-Governmental
(NGO) community. I come to the United States through a partnership between The
Development GAP and Equipo PUEBLO, a Mexican NGO. This is part of a wider
rapprochement between citizen coalitions promoting economic justice and democratiza-
tion in our tWocountries.

Mr. Chairman, I would like to thank you and your staff for inviting me to testify
in this hearing. The Development GAP and Equipo PUEBLOhave done extensive work
on the impact of structural adjustment policies on the workers, the family farms and the
people of our two nations. Today I want to focus particularly on the high cost that the
current model of economic liberalization has imposed on small business and small
farmers in Mexico. In particular, I will discuss the effect of extremely high real interest
rates and an overvalued currency on these sectors of the population.

The Political Economy of Devaluations in Mexico

Is the peso overvalued? The number of analyses that say it is has increased in
recent weeks. Should the peso be devalued? Conflicting opinions on this point have
multiplied in the last couple of months, and confusion prevails. Will the Mexican
government be able to postpone a devaluation of the peso until NAFTA is ratified, or
to avoid a devaluation altogether? Right now, all bets are off.

Let me now describe what devaluations have meant for different sectors of the
population in Mexico. They have always been traumatic, because deep inside Mexicans
are led to believe that devaluing the national currency is paramount to an offense to
national pride. One Mexican president went as far as stating that ItaPresident who
devalues the currency, devalues himself." So, beyond economic implications, there are
a lot of political consequences to a devaluation. With the presidential elections looming
on the.horizon, a devaluation would seriously hurt the possibilities of the three Cabinet
members most often seen as the leading PRI (Partido Revolucionario Institucional)
candidates.
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