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PREFACE 

This paper, by Jesus Silva-l-erzog, is the seventh in the series of 
Occasional Papers. We are particularly pleased to publish this essay 
by Jesus Silva-I-erzog who has had a distinguished career of more 
than thirty years of public service in Mexico. As Minister of Finance 
and Public Credit (1982-86), he was one of the key architects of 
Mexican economic adjustment policies-dealing firsthand with the 
problems inherent in applying such policies-and made significant 
contributions to a more advancCd understanding of this crucial 
process. Moreover, as aprofessor at two of Mexico's most prestigious
universities, he has taughlt these lessons to Mexico's next generation 
of policymakers. Mr. Silva-l-lerzog has been recognized for his work 
in countries throughout Latin America and Europe. 

In this essay, Mr. Silva-lerzog draws on his policymaking expe
riences in Mexico to make recommendations vital to successful 
policy implemnentation. The lessons. which are universal, emphasize 
the necessity of' cooperation between economic theorists and policy
makers, amnong departments within the government, and between 
government and the constituencies of the nation. We are confident 
that both scholars and policymakers will find his analysis valuable for 
understanding the policy process and implementing economic policy. 

Nicolis Ardito-Barletta 
General Director 
International Center 
lor Economic Growth 

Panama City, Panama 
September 1988 



ABOUT THE AUTHOR
 

In his long career of' public service, Jesus Silva-Herzog has made 
many contributions to Mexico's economic development. Mr. Silva-
Herzog has served as the Minister of Finance and Public Credit in 
Mexico (1982-86), Director General of the National Housing Fund 
Institute for Wage-Earners-NFONAVIT (1972-77), General 
Manager of the Banco de Mexico (1977-78), and Deputy Minister of 
Finance (1979-8 1). Mr. Silva-I lerzog is also a professor at both the 
National School of Economics and Colegio de Mexico. He is a 
member ol' the High Level Review Committee of the InterAmerican 
Development Bank, the InterAmerican Dialogue, and the Policy 
Board of the Inter-Action Council. lie studied at the National School 
of Economics of the University of* Mexico, and holds a graduate 
degree from Yale University. Currently, Mr. Silva-Herzog lectures at 
various universities throughout the U.S. and Mexico and serves as a 
consultant to major corporations, governments, and international 
organizations. 



JESUS SILVA-HERZOG 

Some Problems
 
in Implementing
 
Economic Policy
 

Although recent advances in economic knowledge have made inpor
tant contributions to the formulation of economic policy, too little 
attention continues to be paid to policy implementation. While econ
omic policy planning can today be executCd with great sopl;istication
and elegance, the samc attention that produced that sophistication in 
formalizing policy has not, for the most part, been extended to 
understanding problems involved in carrying out p01iies. 

Unfortunately, a perfiectly planned economic policy, with a solid 
theoretical foundation, can be hampered and evcn defeated by prob
lens of' implementation. In fact, in the great inajority of cases,
problems of' implementation rather than of policy are responsible for 
the failures experienced by programs designed to effect economic 
alignment or reform. There is little point in knowing what must be 
done if we do not know how to do it. 

The absence of literature on economic policy implementation is 
surprising. Although economic policyniakers have for the most part
focused on implementation, they do not write about it. Academic 
The preliminary concepts discu.~etx ill lis dy \ere presented at the Scminar noi nplcmen
latilon of Ectionnic Reforms: Insi tutional anid Athiinistraive Factors, sponsored by tie World 
Bank and held on January 28, I987, in Annapolis. N I). 
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economic theorists, on the other hand, have not focused on it at all. 
Although orthodox economists take part in diagnosing a problem and 
provide--or contribute to--a plan of action, they normally abandon 
the policy process in the implementation phase, because of problems 
or limitations of an administrative or political i.ature. Such consid
erations arc not their specialty or concorn. Yet they are vitally 
important, and the success or failure of a policy ultimately depends on 
knowing how to solve them. 

Recent Mexican economic zxperience, froir the oil boom to tie 
foreign debt crisis, provides a showcase of problcms associated with 
policy implementation. These problems oflel instructive lessons. In 
June 1985, the program of economic realignment initiated in Decem
ber 1982 had gone considerably off course. As Secretary of the 
Treasury, I spoke out about the serious "implementation problems"2 
besetting the program. The phrase caught on with friends anld foes 
alike and was used beth to bestow praise and to heap criticism. Those 
problems shed inuich light on implementation faced by many devel
oping counLries. We can undcrsiand the lessons to be learned by 
recount ing recent Mexican developineut history. 

Recent Mexican Economic l)evelopmeat, 1982-88 

Following a long period olstable economic growth (6 percent annual 
growth of' GD) with 3-4 percent inflation), the Mexican economy 
experiencedt a collap.,e in August 1976. After twenty-Iwo years of' 
stable exchange rates, in that month the peso was devaluIed. The most 
plausible explanation for the collapse involvCd 1ighsulbhsidies, slow 
growth of' goveininent revenues, alld all expansionist policy accOll
pantied by a high level of piblic spending during the previous five 
years, all of which strained prices and the balance of' payments. Ef
forts to improve the social aspects of (levelopment and income distri
bution collapsed with il'lation, tl,' f'light of capital, and uncertaintv. 

In 1977, the administration of lopei Portillo lamnched aln ortho
dox program for economic stability with International Monctary 
Fund (IMF) suppor't. In the first year, the principal goals of' the 
program were met in their entirety. The government del'icit was 
reduced, the external sector improved, and inflation decreased. BLnt 
th,- situation changed in 1978, when new .,d fields were discovered 
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in the Gulf' of Campeche, at the sarme time that access to foreign 
capital and concomitant indebtedness was beginning. 

Revenues from oil exports climbed from less tman $10 billion in 
1976 to $16 billion in 1982. On the other hand, external public debt 
increased from $20 to $80 biiiion in the same period. The temptation 
to take advantage of these tWO factors-oil revenues and access to 
credit-was 1oo mnuch to withstand. The economic climate of ausler
ity that had ciiaracterized the beginning months of the new admini
stration gave way5 to an air of general optimism that distorted all 
perspcct ive lld all' sense of li i tations. The country had discovered 
the ilag ic fornolIa by which itS oil resources could be Ltilized 
elficienllv. ,)nce \we becalme a capital exportinrig Country, we had to 
leazr how to lend money abroad anld ''manage our wealth.'- This led 
to pIrchases of balks in London and in the United States. During the 
oil bo uN)spending pressures from all sectors of the eco omny proved 
almost irCsistible. 

]lile country grew in a dvlillmic fashim. Between 1978 and 198 I, 
the economv grek 8.4 percent in real terms. Product on capacity 
expanded, but Wi1t ;I1t sense of priorities. For the first time weatric 
could do \0hatever we wated. wit hout recard to fiscal COnSt rai.mts. It 
was a. lew and f++ascina'ting situation. The scatlered voices of cauttion 
went unheard. 

In mid- 198 1, the price of oil declinled, following fundamental 
chanCes in the conditions oflsupplv and demand on the oil markel. The 
COnISumer coul!riles had a reniarkatle success in their reduction of 
energ.y CoInSlmlption, while the oil producers maintained their illusion 
of ever-growing oil productioll and cxporIs. But tile decline was 
interpreted as a passingy event; iio needl was seen for coipensat ifigmeasures. The exchangce rate remained unchanged, despite clear 

indications that it was overvaled. The price index in Mexico rose far 
beyond that experienced ill tihe Uinited States. "'The cheapest thing that 
you can bu y in Mexico iS the dollar"' was a favorite expression. 
Society acknowledged this fict wbsending an enormous amount of 
capital-close to US $9 billion--abroad during the months of July 
and August 198 I. This outflow was compensated hy an active process 
of shorl-term foreign indebtedness which created problems in liquid
ity during the first nonths of 1982. 

By February 1982. confronted with continuing capital flight and 
uncertainly, Mexico could not delay the decision to devalue the peso. 
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A wage increase a short time later sparked only confusion. The 
months that followed were characterized by uncertainty, unsuccess
ful efforts at containing the crisis, and intensive capital flight. The 
course originally charted appeared lost. On August 5, another devalu
ation was announced; one week later, the creation ofa two-tier foreign 
exchange system. On August 20, foreign debt repayments were sIs
pended, and on September 1,the banking system was nationalized and 
a comprehensive system of exchange rate controls was implemented. 

On December I, 1982, a new administration assumed office and 
immediately instituted an ambitious economic adjustment program 
addressing both short-run problems and sltting in motion longer term 
structural changes. (These were implemented later.) The program 
was launched with a sense of realism and even, perhaps, brusqueness. 
It was comprehensive, utilizIing all economic policy instruments in 
pursuit cI common goals. 

But the situation was difficult. Shortly thereafter, one would 
hear: "Enough of this realism, let's get back to the promises!" The 
economy was at a standstill: in flation was running at 100 percent; the 
public deficit was equivalent to 17 percent of the GNP: the deficit in 
the current balance of payments exceeded US $6 billion- there were 
extremely low foreign currency reserves; and, above all, the public 
was left with a pervasive feeling of crisis and loss of confidence. 

Nevertheless, the initial efforts were largely successful. The 
government's deficit was Cut alnost in half'; the balance of payments 
showed a definite improvement; currency reserves increased; and 
inflation declined. On the other hand, the economy itself declined by 
more than 5 percent in 1983, as did real wages. 

Gradual improvements continued during the first months of' 
1984, but by the third quarter the signs of' new problems began to 
appear. Public sector expenditures, already underestimated in the 
original versions of the appropriations budget, began to exceed 
anticipated levels. Private investment entered a period of expansion 
that surpassed all expectations, but in which opportunities were not 
fully appreciated. The expansion was especially pronounced toward 
the end of the year, in part because of fiscal incentives and loosening 
of credit restrictions. Inflation, too, exceeded predicted levels, as 
international interest rates began a new upward trend. 

In 1985, economic troubles were apparent from the outset. The 
drafting of the budget-the cornerstone of all economic policymak
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inlg-suffered from the usual problemns: underestimation on the 
expenditures side and too many compromises in matters of inflation. 
In the second half of January. the first curbs on public-seclor spending 
were announced. The goal of a 35 percent annual inflation rate was 
crushed when tile conslmer plice in(dex rose more than 7 percent 
during January.SoMCni mouths lter, oil markets became soft, and 
international prices dippeld slightly in May. In July, significant 
modifications to the economic prograrrM were arnnouncedl: a further 
devaluation of' approximately 20 percent, greater restrictions on 
monetary and credit practices, across-the-boar'd cuts in pulblic spend
ing, including the aMounced layoffs of goverlmfienl workers, and
above all--decisive melsures aimed at liberalizing husiness policies.

Nianhy of' the melasures anni1oun11ced were on1ly parlially executed,
owing to mistakes ii implementation. fo0r all pr'actical pir'poses,
economic r;aliog nrlent policies were dropped that year, not hecause 
of' any political decision, but because ofldifficulties in implementing 
then1 . That is what the mail econmloic indicators dei]olstlrated, and 
that is also the way Mexican society saw it. As a result, capital flight 
fromt tile coLntry intens if'ied. The ouitside world also reacted, begin
ning a auth Otnlrygoverninecarnpai gnr'ities,of negal preCss Miffed atle it(d itsa anxiuiXed withcopepoiia 

undertones. The devastating earlhquake in September 1985, with its 
enl-01'11Orls psychohLoic-d and economic impact, added to tie already 
existing difficullies. 

In 19X6, tIre goverunlt rnairtlaiied its lmsic course. An effort 
was made to coruplee! thehcremairuing, urnf'ul'illed 1985 goals regard
ing econorn ic realigrirnen anrd restructutring. 3ut tihe original goals

for the 1986 annual program were set back, again, by tile same
 
problern of' overreaching optimisril. The crushing drop in oil prices,

far lower than anyone had expected. altered tie situation and the basic 
prospects I')!r tlie courntry. Falling oil prices resulted ir more than US 
$8 billion in lost foreign currency revenues- 33 percent of lax-base 
derived I'eVenuCS, ar1d bot pClrcent of IC (Nl'. 1t was an extraor
dirarily severe blow. 'ihere is no dohlt thrat the f'all in oil prices
compli.:ated the Mexical ecororinic realignrleit progra. 'utit must 
also be acknowledled that other srious prOblcNrIs existed before the 
decline in oil pricer,, problems dhat 1he oil crisis obscured. These 
problems weti, overlooked as the drop in the price of oil was used as 
justificatiorn f'or the deviatimns in economic policy. 
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In the Economic Cabinet, an internal debate ensued over the 
proper course to be taken. The argument was between those who 
advocated more of the same and those who wanted a new domestic 
and foreign policy. Eventually, the Cabinet embraced an aggressive 
domestic financial program covering monetary, credit, interest rate, 
and exchange policies. This helped ride out the storm. Other factors 
mitigating the situation were the fall in international interest rates, the 
rise in oil prices at tile end of the year, and a sizable increase in non
oil-related exports. Despite the lack of new measures, the policy 
direction wats maintained. As the yea," progressed, it brought better 
results than anyone had anticipated. Nevertheless, economic activity 
still declined by more than 3.5 percent, ald inflation rose by more than 
100 percent for the first time in decades. 

I-lopes for 1987 included an upturn in economic growth and a 
decline in inflation-contlicting objectives, at least in the short run. 
The driving force behind these goals was intended to be the financial 
package agreement reached with the international banking commu
nity in October 1986, a ret urn of the capital that had "flown" tile 
country, anld a recovery in private-sector investment. In 1987 the 
economy was marked by moderate growth, with, however, increased 
inflation ( 160 percent), which furthercompl icated the administration's 
final year in office. 

By mid-1987, several favorable events had brought a climate of 
euphoria. But the opt i inisin was remature. 

During the first months of 1987, the stock exchange experienced 
explosive growth. The recently nationalized banking system had re
duced many of the limits on existing investments and created new invest
ment opportunities, many of which were undervalued and hence, 
sought after. This phenomenon created "collective greed," as small 
and large investors alike poured their money into the market, axl sub
stantial anounts o!capital returned to tile country to capitalize on the 
speculative opportunity. Blut these wildly optimistic expectations 
soon evaporated. 

The devaluation of the peso-one example of the ;',uressive 
exchange rate policies-sti imulated exports of mann f'actured goods 
and discouraged imports. Moreover, external aid was abundant
perhaps exces,:ive-and international reserves attained an unprece
dented level. By September 1987, as I have already said, triumph, 
euphoria, and optimism prevailed. Although still high, inflation was 
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considered -under control." Government officials congratulated
 
themselves, 'n avoiding hyperinflation. But the reality of the situation
 
was quite different. Economic activity remained weak, and annual
 
growth for 1987 was only 1.5 percent. The national deficit, lacking ef
fective measures to control spending, reached the excessively high 
level of 17 percent of GDP. Finally, prices, far frem being under con
trol, increased by 160 percent-an unprecedented figure for Mexico. 

These underlying factors caused upheaval in tie month of Octo
ber. 'File stock exchange crashed-bcfre the New York Stock 
Exchange, and the mass selling which caused a devaluation of the 
peso by more than 20 percent. Despite government warnings to tile 
contrary, prices immediately rose-Ithus creating vigorous demand 
for salary increases anld causing the threat of a general strike. The 
government reacted\with tlcCrnmination, and together with workers, 
peasants and private sector leaders, developed a vigorous stabiliza
tion program. This was unusual, given the public's tendency to reject 
such drastic measures. Blut this was an IIIconventional plan to fight 
inflation. Whereas the previous realignment program depended on 
substantial price and tarif increases, devaluation of the peso, salary 
increases, and rising interest rates, the new program implemented 
vigorous Measuies of fiscal control. Prices and salaries were frozen, 
and interest rates fell abruptly, aided by al contro(l led exchange rate, 
which anchored this realignment effort. 

The results of the anti-inflation program liduring the first seven 
months of 1988 were encouraging. Monthly inflation declined from 
15 percent per month in December I987 to 2 percent per month in July 
1988. Although it was easier to achieve this reduction than to sustain 
it, the deflalion was an impressive achievement nonet heless. Inertial 
inflation was seriously affected, although itcould have been replaced 
by repressionary inflation. 

The next stage-mltaining the low inflation rate-is the diffi
cult one. It is the "landing'" stage, in which basic prices are allowed 
some flexibility, and a more dynarnic output in produLction is sought. 
The country, however, is in an excellent position to tackleIthis second 
stage. It has a high level of international reserves, which affords it 
substantial flexibility in setting exchange rate policies. It has restruc
tured the economy, achieving remarkable progress in opening itup to 
international trade, and in redefining the publ ic sector. Most impor
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tant, it has nade great improvements in the efficiency of public sector 
expenditures, which is vital to stabilization. 

But even with these achievements, the challenge of c'onomic 
growth for the coming years is difficult and complex. For the period 
1982-86 there Will be a negative cumulative economic growth. The 
average real salary for workers has declined by almost 40 percent, and 
the population has increased by 10-12 million. Inflation, despite tile 
stabilization program, will reach 60-80 percent by the end of 1988. 
However. the margin of error in the design aI d implementation of 
economic policies has been greatly reduced. 

The crisis that has affected the Mexican economyv during the past 
six years is a colplex plcuomenlon whose deve hploent-wi th con
siderable fluctuati'Ins-is dependent on both domcstic and foreign 
factors. Ido not intend to analvz,. exhaus!ively either the evolution of 
the crisis or the elfectiveless of the ilstrullenlts marshaled to contain 
it. I will try instead to identify the IIIOSI salient problems associated 
with the iInplcmentaiio ol econmic policy, manyv of which are 
Comm1on t ) other dCv lopi g countries. 

Some Problems in the Implementation of Econoinic Policy 

Following is an otatlICef the most imlportant fIactors to consider in 
successful implcmnCIta!ion of econmlic po)licy; 

1.Scope ald oIrm o/I 'ommlic Ad 't,~'uIlati 4 is c it)llIrorams. The 

most impo1rtant issues Ilate to the prtlIbleIn of defining the lerms and 
scope olfthe prograiin Iclalition to anlicipated problcnls of' ihnple
lenting it. WhihI: cach prograill will presell its own probleis to 

solve, the fklowine issues must also be considered in relation to all 
adluslitlell pr grains: 

a) Appreciation of political and social constrainIlls relaling to the 
program. incidine the idCOlogical prcdisposition of the head of the 
goverillilellt.
 

b) l)clcgattltl of responsibiliti Itoa stingle aSIc-' I) f)ilulate tlhe 
policy, aild follow-through illconsultation with other 7overnental 
agencies and sectors of socict'y. The fo1rniulaion and iimplenmentation 
of ptolicy cilllot be dlone by consesiis:Ihere oiily oie personsteiliI)c 
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in charge. If there is more than one, serious problems will result. 
c) Acceptance of the fact that in Latin America and in other 

underdeveloped parts of the world, opposition will arise to any 
economic program imposed or recommended by foreign sources. 
Prospects for success will thus improve if the respective society is 
aware of the program's native origin,. 

d) Avoidance of the perception that all program variables are 
under government control, which , obviously, not the case. 

e) Establishment of clear priorities, even where the program pur
sues multiple goals. Frequently, the notion appears within the politi
cal culture of many Latin American countries that everything is a 
priority. When everything takes priority over everything else, coher
ence is lost, and little is accomplished. 

2. Credihilitv. An economic reform program mus: be credible to the 
government ai large and to the people as a whole. Maintaining this 
credibility is crucial to the program's success. As Thomas Schelling 
recently wrote: "The efficacy of many policies depends on how 
credible they aic." Credibility is a complex and dynamic concept and 
must be based not only on general policy considerations but also on 
"fundamental issues"--definitely not on "castles in the air." One 
must alway,; bear in mind that economic administration depends on 
the art of persuasion. In the Mexican experience, after four decades 
of sustained growth amid a generally positive economic climate, it 
was difficult to adjust social perceptions on a short-term basis to a 
different climate, in which crisis was the dominant characteristic. 

All economic realignment programs benefit certain groups of the 
population and hurt others. This fact is reflected in the indices O !eco
nomic change and jeopardizes a cohesive social fabric. It intensifies 
friction between groups and sectors of the population and thus pre
sents an impediment to ;ill serious efforts at economic reform. There
fore, for example, a policy aimed at curbing demand, with its 
recessive effects, will impact the weakest groups in society. An 
aggressie foreign exchange policy will benefit export-oriented ac
tivities and hurt importers. It is never easy to determine "truth" in 
economics. 

3. Coordination o./" Poicies. The various instruments of economic 
policy must be used in a coordinated and concerted manner in pursuit 
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of a common goal. While no one will argue with this statement, it is 
nevertheless easier said than done. First. there is the problem of 
conflict between competing goals, which is eternally present in 
decisions affecting economic policy. 

Two simple examples will make the point. First, it is difficutlt to 
encourage domestic savings deposits when interest rates are low. If 
the rate is raised to attract savers, however, credit becomes more 
costly and this, in turn, can have a dampening effect on economic 
growth. Second, a dynamic foreign exchange policy, saleguarding 
the balance of payments, will inevitably drive prices ill). 

The conflict between these goals will affect responsible policy
makers; in the goverllnent. Political dissension will be the norm. Flow 
a crisis is perceived, how the state of urgency and overruling prece

dence of program, goals are assessed, \\,ill vary among the different 
officials involved. In general, the Secrelary oft hile Treasury will take 
one side and, practically speaking, the balance of his Cabinet, another. 
This is neither crucial nor determinative, as lon as the Secretary of 
the Trcasury finds himIsel f on tile rigcht side - which is to say, on the 
side of the head of the oxe n'llIent. 

Inany case, the success of an economic realigniment programvwill 
hinge, in large measure, on the ahility' of 'arious dCpartmental 
agencies to Inove in the sam dic(irect(ion. dlri ven by' a shared purl)oSC 
and plan of action. Where the approx'ed policy is reduct ion of the 
national dCicit , to be accomplishCd by decreased uoxc'rnmCIet spend
ing, all agencies and all department Secretaries-flor Agriculture, 
Defense, FducaLtiOl CC.-I]uLISt ICI tolgtlhCr in pursuing the same 
philosophy and ob'jeclives. Unfortunately, the intrinsic responsibili
ties and goals of each departmelnt make it difficulIt to accomplish suct: 
consensus of pturposC. In Iact. divergent departmental goals constitute 
One oftliC Most serious itlI CdiIneClts to serioIus CconomicieorgIalliza
tion. As a hili-rankin, ofic ial of a CaribbCall cohuntry noted in 
explaining the causes for thC failur ola.in CCOlnomic stabilization plan: 
"...Important foreign exchange reforms did take place, hut the changes 
that needed to be made to the policies inxolx'i ng taxation, tariffs, and 
protection of local indtLsrv were not." 

The allocation of basic. overal Iresponsibility to o1nC imdividual 
constituLtes a fundamental decision. In my opinion, it is dangerous to 
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delegate responsibilities inthese matters. Following are two illustra
tions of the problems that can occur with delegation. 

In Mexico, the Department of the Treasurv's lack of legal athor
ity over government expenditures is responsible for creating an 
ongoing, internal conflict between the Treasury and tie budget office. 
Their positions on I'undaieCntal isSues are (Iivergent. The Treasury, 
pressed to correct fiscal imbalances, always pushes for reductions in 
spending, arguing that not enough has been done. 1he 13udgeLOffice, 
illcontrast, insists llat everylhing has been done to trim back 
expeidit ures--we're down to the bone"-and calls for increased 
efficiency in revenue collection. 

A secOnd conflict is always present between the TreasLIry Depart
ment and tile operational agencies that spend money. During tile fiscal 
year. when faced w itl a request for a budgetary increase by an agency.i 
tile Treasury al1was insists oin adhering to budgetary spending 

liInIits-that is.on tILe millIons Ipesos aplpi-Ol)rZIted. The Treisury pro
poses dealing with prospective imbalances by reducin physical pro
dtictill goals ( tOmiiic, hectares. liters, kilometers, etc.). The agency 
charged with ineetin these ,oals insists on nicetino them and ie
ina'ids instead all increase illits budlce allocation. These exapfics of 
almost inherent conflict het ween LcOx elnllellt acncieS illISIstratc how 
econollic policies aliet.subjected ailmost dlily to tests ol'their aiCqlacy. 

4. ealistic (;,al. In general, all economic reali cuinenlt or reforill 
progralls teld to estahlish overly ,ptimistic goals. Statements to the 
contrarv lotwit;istaiuling, tils prevalent practice constitutes a very 
serious Mistake. It woul1dhe fir bete'r, especially in the inilial phases 
of the proglall, to )Io1ulga1tC Modest goals. which can he Met and 
even exceeded. In so lin1, tile programlli uAtld cain credibility anIlld 
confidence. For example, the Short-runl1 ,_oal of zer1o) infhltion in
nOlncell hY Arent inei officials at the Oltsel of, the Plan Austral was 
unf'ortUntilte for their darinc efforts to eliminate inflation. Thomas 
ScheIIrimg'sobserviion is agTaill instlmciCye: "TIle Most a goverilnleilt 
caln ceinilt to is t0 prorvide its inpl)t, not11to the final prodctlC-to a 
plogram-. lot to I Ieslt." 

In the Mexican cxtperience, inflation-rehited goals have been a 
recurring source of lost credibilily. This was especially itrue in 1985, 
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when, from the very beginning of the year, a marked deviation from 
stated goals directly affected overall program planning. Occasion
ally, of course, an ambitious goal can contribute to improving 
expectations, as long as basic tendencies remain unchanged; but more 
often the expectations are not met and credibility is lost. 

Mexico: lnflationary Trends, l)ecemher 1983-)ecember 1987 

Projccled Actual 

1983 55 81 
1984 4(0 59 
1985 35 64 
1986 50 106 
1987 70/80 159 

In 1987, as I have already pointed out, projections included 
an economic recovery of2-3 percent in real terms, as well as a decline 
in the inflation rate. Very few people thought these conflicting goals 
could be met concurrently, and it wuIs no surprise when they were not. 
In recent years, these all too sanguine goals with regard to inflation 
turned out to be traps that authorities set for themselves. 

Public-sector budget reductions provide another example of 
overly optimistic goals. Reduction in public-sector spending is a 
common component of all economic realignment programs. Fre
quently, officials succumb to the temptation of announcing across
the-board cuts in spending: an 8 percent cutback meted out to all 
budgetary programs. Inaddition to the practical difficulties involved 
in carrying out such plans, this kind of measure normally suffers a lack 
of credibility. Implementing agencies resort to all kinds of defensive 
ploys. For example, by focusing reduction plans on essentials, such 
as servicing of the debt, final phase of a project, etc., the cutbacks 
become untenable. Guided by a sense of priorities, reductions in 
public spending mLust therefore be executed by means of vertical cuts 
to the budget. That is the only way to achieve goals and gain 
credibility. 

Finally, the permanent scrutiny accorded the quantitative en
forcement of austerity measures diverts authorities' attention from 
the fundamental aspects of economic planning. 

(I5. The Dferec e tween Decisions and linph'nentation. From 

both an economic and political point of view, there is nothing worse 



17 Some Problems in Implementing Economic Policy 

than announcing an intention to act and then failing to follow through.
On several occasions, the highest echelons of government will adopt 
a decision and issue eluivalent instructions, but the bureaucratic sys
tem at the intermediate levels responds by doing everything it can to 
avoid implementing those directives that affect their interests or 
spheres of administrative power. In such cases, the policy directives 
become gridlocked: they do not penetrate to the lower levels and
 
remain unimplemented. Moreover, the work of the committees, task
 
forces, aid commissions thal are established in the rianle of program co
ordination frequently constitute additional obstacles which thwart the
 
adoption of viable decisions. Two examples will illustrate the point.


First, the Mexican government makes a decision to promote

charter flights in order to increase foreign tourist travel. Until this
 
decision was made, the government granted charter flight licenses
 
only sparingly 
 to protect Mexico's domestic airlines. These few 
licenses were granted only after inntumerable bureaiucraLitic procedures
had been completed. But despite the decision to promote charter 
flights. protectionism at the intermediate leve! continues. The func
tionaries entrusted with inmplnlenin tihe coin iintent co intinue to 
look for ways to slow iii plementation, or even to deily licenses 
outright. The outcome: six ionths after the presidential decision, the 
nuhmber of charter flights has declined.' 

Second, the Mexican government dlecides to sell off state-ruin 
enterprises. A conimittee is fonned: no 0o cares to asSUie leader
ship responsibilities, and the process stalls. Credi bility suffers. 

6. Consist'c v. A program of econoniic reform or realignment is a 
:nid- to long-terni process. Nornall. the results cannot be appreci
a,ed over fle short haul. Man1y factors, both domestic and foreign,
influence the process. Although these factors should be accounted 
for, they shoul not cause signiificant changes in the objectives
because such changes often result in changes to overhaul planning.
As Herbert Ste in,past chairnman of the Council of' Econonic Advi
sors, has pointed out: "The consistency of. and perseverance in, a 
policy that has been adopted can ieas important as the very choice of 
that policy." 

Trhe hattIc against inflation requires particular consistency and 
perseverance. Measures designed to reduce inflationary pressure on 
the deiand sid>-reducing the government deficit, tightening credit, 
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etc.-are subjected to political and social pressures that can become 
so great that they will compel abandonment of the program. Although 
policymakers often claim the measures were ineffective, the real 
prohlem was a failure to apply them consistently. 

While economic programs must be adapted to changing circum
stances, consistency also must be maintained in pursuing basic 
program objectives. 

7. Adaptation. While maintaining consistency, an economic program 
must also be able to adapt itself to new circumstances. New events and 
changes in both the domestic and foreign environment must be taken 
into consideration as soon as possible, because in times of crisis the 
society at large will monitor and scruti ni/eC every aspect of a 
government's economic prograIl. 

Developing countries sNufCfr a h1CightenCd vUlnerahility to shocks 
originating abroad, and this vulncrabilil undcrscorCs the importance 
of the ability to modify or adapt ecolionlic plans. A good cxample of' 
this occurred f'Ir Mex ico when oil prices coillapsed during tle first few 
months of I986.
 

Nevertheless, the risks entailed in abandoning or downscaling 
original program objectives are immense. Such programs a.re, in their 
nature. essentitally political: local or short-term interests may often 
prevail over long-term and natieiial intcrests. For example. pressures 
to tole down tile battle against inflatio frcluentl lypre\vail because the 
costs of reduc ing infflation generalfly man ifest themsl ves long befIbre 
the betiefIits. 

On the other hand, it , also necessary to consider the deep 
regional differences that exist in tile majority of developing countries. 
A realignment program tends prirliarily to affcct the nation's capital 
city, produciig isolated rrCuLlCssions il ilhe rest ofthC counLtry, where 
circumstances are oftIn cor plCtClyv diliCrenlt. 

8. Socil )ialogue. Ten years ago society's interest ill economic 
issues, domestic or foreigen, was li mi ted. This has radically changed. 
Today, rutdinne lita Lyundc rstatlillg of econ1omnics iorwithstaiding, 
ordinary citizens are showing a growing interest in sub.iects sIch as 
interest rates, exchange rates, balance of payntents. and indebtedness. 
This is only natural, since the development and hehavior of these 
variables affects the day-toi-day life of every cotLt ry. This growing 
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awareness poses a difficult problem for those who make economic 
policy or implement programs of reform or realignment, for they must 
deal with increasing numbers of people who, although they have 
limited economic understanding, are nevertheless vitally interested in 
economic issues, issues that directly affect their well-being and that 
of their families. 

On the other hand, the world has also become "smaller" and more 
interdependent. Any effort at economic reform will be carefully and 
closely monitored by the outside world. The reactions of the world's 
press will resound, almost instantaneously. ihroLghout the country 
and thus affect the results derived from various policy measures. 

Now, more than at any time in the past, the challenge of implem
entation requires a continuing process of dialogue and comnmunica
tion with both a nation's inhabitants, in tile context of their social and 
regional differenccs, and with tile various international and media 
audiences, which exercise Unprecedented influence on all aspects of 
the economic policy dialogue. For without adequate understanding of 
the program to be implemented, it will be hard to avoid compromis
ing its objectives and results. 
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Notes 

1.")espite the idvarice intIle tIo (lecades, tileeconomic scierlces during tIei ability 
of'academically oriented ecollllllts to contribUte to the fornmulating of econlonlliCpolicy i., 
quite lillitIed. When 1itey do prwide their input. they do so. normally. inlthe abstract., lailing 
it)appreciate the legal and institutioial ettings ill%lhich dcisions are etlectedl." Roger J. 
Vaughaln, "-conolll.t,. ''lllonics' and the State Icoolltonll'i Amelill I:olloni( 
Review (May 1981). 

2I"itnlustbe ickno.' ledged that ii 1)84 the internal retligiiem,Ls undlertlaken ere 
inadequate to lie Ask; sc eNerienced lailules inl inplenleltatio aid dtificulty in delecting 
nascent plhellollella.The progress nade illthe task llot structuat l tIatiiioatilit and encoltl
passed by the plan %.a\s than aiticipated. luri](latiCal thil" hadalso iesN he oals cour1se thai 
been chdad, eomlined urlnch:gCd." Jesus Si a-I l',g. ,peech gi ell at the Second National 
Banking (on, ention, Guadalajara. Mexico. Jlly 22. 18. 

3. This situation iasradically c langed illrectent months. 
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