
1994 MEXICAN CURRENCY CRISIS

The Mexican peso crisis was a currency crisis sparked by the Mexican government's sudden devaluation of the peso
against the U.S. dollar in December 

To accomplish this, the central bank would frequently intervene in the open markets and buy or sell pesos to
maintain the peg. Second, it allowed Mexican companies to borrow money in international markets to finance
their expansion. In addition, the PRD took over control of Congress. Higher risk premia initially had no effect
on the peso's value because Mexico had a fixed-exchange rate. This led to a strong overestimation of the value
of the banks. This led to the rapid devaluation of the peso and caused considerable economic, political and
social turmoil in Mexico. Lessons from the crisis How the crisis shaped Mexico is hard to tell, but there have
been some structural breaks after the crisis. Chiapas has many problems and many legitimate complains
against the central government in Mexico City but probably the last thing the people of Chiapas needed was a
leftist rebellion. They agree that developing countries should be far more vigilant over budget and trade
deficits, loose bank credit, low domestic savings, and excessive reliance on foreign investment to fuel
domestic consumption, as opposed to capital formation. A presidential election was due in August of and that
resulted in political considerations taking precedence over economic policy considerations. The story for
inflation was different. The assassination of the major candidate before the election creates a political crisis.
The last assassination of a major candidate had been in  This is because Mexico was a major importer of
American goods. Thus the Mexican government owed money in US dollars whereas its receipts were in pesos.
Instead of allowing its monetary base to contract and its interest rates to rise, the central bank purchased
treasury bills to prop up its monetary base and prevent rising interest ratesâ€”especially given that was an
election year. A currency peg can be dangerous if there is runaway inflation in any country. This could have
been caused by the bad shape of the banking sector after the crisis. This resulted in a strong increase of
portfolio investment. Foreign investors not only fled Mexico but emerging markets in general, and the crisis
led to financial contagion throughout other financial markets in Asia and Latin America. Additionally,
servicing the tesobonos with U. On New Year's Day a radical activist from Mexico City launched the rebellion
in the State of Chiapas which he and his associates had been organizing for a number of years. The attempt to
maintain an overvalued peso created economic problems for Mexico in that discouraged foreign buyers from
buying Mexican products but it encouraged Mexicans to buy foreign products. The banking sector, which was
already in a bad shape, would have collapsed without the help of the government. These bills offered a lower
yield than Mexico's traditional peso-denominated treasury bills, called "cetes", but their dollar-denominated
returns were more attractive to foreign investors. The Mexican economy experienced a severe recession and
the peso's value deteriorated substantially despite the bailout's success in preventing a worse collapse.
However, at that time the banking sector could be characterized as highly concentrated, with loans being
primarily provided on the basis on political priorities rather than on credit worthiness. This increase in risk
premia placed additional upward market pressure on Mexican interest rates as well as downward market
pressure on the Mexican peso. In fact, the assassination of Ruiz-Massieu had to do with vengence within his
extended family, but that was not known at the time. More on: Economic Crises The report concludes that "all
parties would be wise to be mindful of the market, those who would intervene should bear the burden of proof.
This credit expansion later turned out fatal, as the performance of the existing portfolio was worse than
expected. And according to the old standard, after the maturity of a non-performing loan NPL expired, only
the interest rate payments were reported as non performing, while the principal was reported as performing.
Also, Mexico shared a long border with the United States and political turmoil there would ultimately find its
way to America. However, the Mexican government was maintaining a currency rate peg with the United
States. Zedillo was elected President of Mexico in August of without much trouble. This meant that even
though the Mexican government earned all their revenues in peso, they had issued a major portion of their debt
which could be converted into United States dollars. However, since the peso was pegged, its value remained
stable to the dollar. Infant mortality increased until , most dramatically in regions where women had to work
as a result of economic need. Finally, banks borrowed in dollars to finance their expansion Musacchio,  The
bank's purpose in mitigating the peso's depreciation was to protect against inflationary risks of having a
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markedly weaker domestic currency, but with the peso stronger than it ought to have been, domestic
businesses and consumers began purchasing increasingly more imports, and Mexico began running a large
trade deficit.


