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SEGRE T 0217362 NOV 76 STAFF 

CITE MEXICO CITY 38268 
. \ :.:.-;-. 

TO: IMMEDIATE DIRECTOR. 

TEXT FOLLOWS OF MR. DONALD SYVRUD 2 NOVEMBER MESSAGE FOR 
TREASURY UNDERSECRETARY YEO, SAM CROSS ANb F.L. WILMAN: 

"CONFIDENTIAL "NODIS .r 

TO: UNDER SECRETARY YEO, SAM CROSS, F.L. WIDMAN 

FROM: r,. SYVRUD 
I 

SUBJECT: MEXICO$ EXTERNAL DEBT AND US BANK EXPOSURE 

\ 

1. OUQ BEST ESTIMATES OF MEXICOS END OCTOBER EXTERNAL DEBT, 
PUBLIC AND PRIVATE, IS $25.3 - BILLION WITH A PROJECTED FURTHER 
INCREASE TO $25.9 BILLION BY THE END OF 1976. THE FOLLOWING 
TABLE GIVES A BREAKDOWN OF PUBLIC AND PRIVATE; SHORT AND 

1 NG TERM ESTIMATES A~D DUR SOURCES. ' • • 

I· I 2~ BANK .OF MEXICO OFFICIALS ESTIMATE THAT us PRIVATE BANKS 
l HOLD AN AVERAGE OF 70 PERCENT OF THE TOTAL DEBT, WITH SHORT 
=, ~ERM DEBT ALMOST ENTIRELY HELD BY US BANKS. ON OTHER HAND, 

FSDERAL RESERVE DATA FOR MARCH 1976 SHOWED US BANK EXPOSURE 
i AT $10.5 ~IL~ION, WHICH ABOUT HALF TOTAL ESTIMATED DEBT AT 
I THAT TIME. ACTUAL US BANK EXPOSURE PROBABLY LIES SOMEWHERE 
• BETWEEN THESE . TWO EXTREMES, BUT CLOSER TO LOWER LEVEL. 

BOM OFFICIALS SAY THAT US BANKS CHANNEL CREDITS THROUGH 
ENTREPOTS WHICH ARE NOT INCLUDED IN FED DATA. 

DECLA SIFIED 
E.O 12958 Sec. 3.5 

I 

/W9i~a11''-'_; &ta~ Ur 3h/fk 

==_,___,NARA, Date 5/J/9fQ. w. 

/7, .f 
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PAGE 2 MEXICO CITY 38268 ~EC RE I 

PUE:L IC :S:ECTOR 
SHORT TERM 
LO~iG-TERM 

PRIVATE SECTOR 
:S:HORT TERM 
LOt-iG TERM 

TOTAL EXT~RNAL DEBT 

E:•nERNAL DEBT 

EXTERNAL DEBT 

(BILLtONS OF U.S. DOLLARS) 

ItEC 1975 
--------

14.8 
~-7 

12. 1 • 
NA 
tiA 
NA 

------
NA 

.JUNE 1976 

17.0 
3.2 

13.8 

6.6 
2.7 . 
3.9 

23.6 

,.; 

DEC 1976 

19.3 
3.3 

16.0 

6.6 
2.7 
3.9 

25.9 

SOURCES IMF SM 76/ 200~ TABLES· XXI AND XVIII FOR . DECEMBER 1975 
AND JUNE 1976 PUBLiC ~ECTOR DATA. BOM ESTIMATES FOR JUNE 1976 
PRIVATE SECTOR DATA (SEE NciTES OF TABLE 5 OF PREVIOUS TELEGRAM). 
ALL DECEMBER 1976 DATA ARE BASED ON ASSUMPTIONS AND PROJECTIONS 
IN BALANCE OF PAYMENTS DATA IN TABLE 5 OF PREVIOUS CABLE. 

E2 IMPitET 
E C I! E T 

E:T 



SECHEy . -

1 NOVEMBER 76 

FROM: MEXICO CITY 38255 

TO: DIRECTOR 

RECIEVE 012006z 

in 086343 

PLEASE PASS THE TEXT OF MR. DONALD SYVRUD"S MESSAGE 

TO THE TREASURY DEPARTMENT. (/luo/e, )<t:lf6'7'47' ~o., S,4M <?,.os-~ 
F. L... 4-,) _ __ 

SUBJECT: MEXICAN FOREIGN EXCHANGE DEVELOPMENTS IN 1976. 

1 , 0 N THE BAS I S OF' 0 AT A CO MP IL ED OVER THE WE EK END BY 

ALFREDO PHILLIPS AND HIS STAFF, I P~EPARED THE AT~ACHEO 

MEMORANDUM <BEING SENT SEPARATELY) WHICH ATTEMPTS TO RECONCILE F'OREIG ~ 

EXCHANGE RESERVE MOVEMENTS AND INTERVENTION DATA ANO PROJECTS 

BORROWING REQUIREMENTS ANO AVAILABILITIES F'OR THE REMAINDER OF 1976, 

I DISCUSSED HIS MEMORANDUM AND THE TASLES APPENDED TO IT WITH . . 
FERNA~DE2-HURTAD0 OCTOBER 31, HE COMMENTED ON SEVERAL 

PA~AGRAPHS BUT AGREED TO ITS ACCURACY, AND TO F'OR~ARDING 

DECLASSIFIED 
E.O 12958 Sec. 3.6 

,J.tf> 2s,e1;-#-=~; ¼ as,,,,1 ltc, .j~ 

ByJJ/: .NARA, Date 5i -~ 

t!llf'(.;19; ,,_ 

• r: -. ,~ r :- 1- ...... 

'r· . .- .. • 
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I RF. FILE . VR . 
2 5 

N 
3 6 F ACTION fl 

0 

T 34 62 60 EI A9 54 PA GE 02 

TOR:0120062 NOV 76 

IN 08 63 43 

MEXI 38255 

IT TO WASHINGTON, HE ASSUMES THAT IT ~ILL ALSO BE GIVEN TO 

THE F'ED, BOTH HE AND PHILLIPS HAVE COPIES OF THE MEMO, 

2, IN SUM, THE MEMO CONCLUDES: MEXICO'S GROSS FOREIGN 

EXCHANGE RESERVE POSITION AS OF' OCTOBER 29 WAS $779 MILLION, 

T.HE INTERVENTION DATA MEASURES THE CHANGE IN ill, F'OREIGN. 

RES~RVES WHICH DECLINED BY $3,400 MILLION THROUGH OCJOBER -5, 

GROSS RESERVES DECLINED $955 MILLION, AND FOREIGN EXCl-4ANGE 

LIABILITIES INCREASED BY THE REMAINDER, OF' WHICH $365 

MILLION SWAP TO THE U,S, TREASURY, $700 MILLION LiABILITY 

2 TO MEXICAN COMMERCIAN BANKS AND $1,380 MILLION LiABILITY 
I 

TO MEXICAN PUBLIC ENTERPRISES, BANK OF' MEXICO PROJECTIONS 

F'OR NOVEMBER AND DECEMBER SHOW A NET INFLOW OF' $205 MILLiON, 

ASSUMING NO F'URTHER SPECULATIVE OUTFLOW~ HOWEVER, THIS 

PROJECTION INCLUDES $800 MILLION "SPECIAL F'INANCiNG" FROM 

THE BANK OF AMERICA GROUP, EXCLUDING THIS 

(
CREDIT SOM PROJECTS A $600 MILLION DEtICIT FOR THE TWO 

MONTH.S PLUS WHATEVER PRIVATE CAPITAL OUTFLOW MAY OCCUR, 

3 ', F'ERNANDEl.-HURTADO ALSO AGREED THAT THE NEXT STEPS 

SHOULD BE (A) TO IMPROVE OUR REPORTING SYSTEM, AND CB), 

TO EXAMINE THE PUBLIC SECTOR F'INANCIAL DATA AND DOMESTIC 

S E C R E i:. 
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CAloLIE SIEC DISSIEM BY ___ PER TOTAL COPIES ftUN BY 

PERSON/UNIT NOTIFI E D sec~el::::: 
lltEPlltODUCTION BY OTMEft 
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I RF. FILE . VR . 
2 

N 
3 

ACTION ti F 
0 

T 346260 EIA954 PAGE 03 

TOR: e12006r NOV 76 

• MONETARY AND CREDIT TRENDS WITH THE AIM or ASSESSING THE 

OUTLOOK roR THE NEXT TWO MONTHS, 

4, IN OUR DISC_USSION or THE MEMORAND"UM, F'-H MADE THE 

FOLLOWING ADDITIONAL POINTS: 

CA) NET PUBLIC SECTOR BORROWINGS roR 1976 ARE 

ESTIMATED AT $4,500 MILLION, NET BORROWINGS THROUGH 

END SEPTEMBER ARE $J,B47 MILLION: OCTOBER NET 

BORROWINGS WERE NEGLIGIBLE, THE rORECAST F'OR NOVEMBER• 

DECEMBER IS $654 MILLION (TABLE 5), 

( B > AS SU Ml NG A CUR RE NT A CC OU NT D Er IC IT OF' $3 00 0 

(TABLE 4), GROSS RESERVE LOSS or $1000 MILLION, ANO NET 

PUBLIC SECTOR BORROWINGS OF $4,500 MILLION, SPECULATIVE 

CAPITAL F'LIGHT WOULD AMOUNT TO $2,500 MILLION rOR 1976, 

(C) THE ASSUMPTION IN TABLE 5 THAT THE PUBLIC SECTOR 

WOULD ROLL OVER EXISTING DEBTS MAY BE OPTIMISTIC: HE 

THOUGHT SOME or THE BANKS WOULD NOT WANT TO MAINTAIN 

' 
5 
6 

IN 086343 

MEX I 38 25 5 

C. J.. - ,t) 

1=4ill- -1, :;---.r, ::.-

THEIR EXPOSURE, PARTICULARLY THOSE PARTICIPATING IN THE $800 --·-t ) ti 

MILLION SPECIAL F'INANCI~G, THE ASSUMPTION FOR ROLLOVER or U' :-
PRIVATE SECTOR CREDITS, HE THOUGHT, WAS REALISTIC', ,, 

PRIORITY MUST BE TO STEM THE OUTrLOW OF DOLL~RS, CD> 
;.: 

.SECRET ::-
• 
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· THE PERIOD NOVEMBER 15 TO END or JANUARY IS SEASONABLY 

THE MO ST F' AV OR AB LE F' OR THE BAL AN CE OF" PA YM EN TS, 8 UT THE 

POLITICAL CLIMATE IS NOT HELPFUL, 

CE) THREE F"ACTORS ARE IMPORTANT I~ ASSESSING MARKET 

CONFIDENCE: THE LEVEL OF" PUBLIC SECTOR SPENDING, 

THE T-REND OF" WAGE SETTLEMENTS, AND THE ATTITUDE OF" 

THE NEW GOVERNMENT TO THE PRIVATE SECTOR, THE TREND 

OF WAGE SETTLEMENTS IS F"IXED FOR NOW, THE LOPE2·PORTILLO 

GOVERNMENT WILL HAVE TO HOLD THE LINE THERE TOO, AS IT IS 

EXPECTED TO 00 ON PUBLIC SECTOR SPENOI NG, 

(F) HE ELABORATED ON EARLIER VIEWS ON THE EXCHANGE 

MARKET, HIS AIM IS TO ELIMINATE SPECULATION WITH MINIMUM 

INTERVENTION, GIVEN CONFIDENCE F"ACTOR, THIS WILL BE 

DlrrICULT TO DO PRIOR TO DECEMBER 1, FURTHER, 

DEPRECIATION OF THE RATE WILL CONTRIBUTE TO SPECULATIVE 

HE IS AIMING AT HOLDING THE RA)E BETWEEN 20•25 

PER U,S, DOLLAR WITH .MINIMUM MARKET INTERVENTION AND A 

W ! DE NI NG B AND, -- -HE PLANS TO WI DEN GR AD UA LL Y THE BA ND WITHIN 

WHICH THE BANKS CAN QUOTE, WHILE HOLDING THE SPREAD BETWEEN 

BUYING AND SELlNG RATES TO ONE PERCENT, ON OCTOBER 31, 

S E • C R E T 
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,OR EXAMPLE THE SOM RATES WERE $24 ,40 BUYING AN!) $25,65 

SELLING PER DOLLAR, A BAND OF' ABOU-T 5 PERCENT, THIS BAND 

WI LL BE WI DE NED, WIT HOUT ANY PUBLIC ANNOUNCEMENT, TO GIVE Tl-IE 

MARKET A SENSE OF' THE DIRECTION THE SOM EXPECTS; THE BAND 

WILL SE WIDENED IN A DOWNWARD DIRECTION, THAT IS, BY GREATER 

REOUC!lON IN THE BUYING RATE BELOW 24,40, 

'fG._ J _,u,.d 

• 

•• 
.. 



I NOVEMBER 1976 

FROM: MEXICO CITY 38264 

TO DIRECTOR 

t'A~...-E= \ 

RECEIVED 0123382 

IN 086483 

THE FOL°LO~ING IS ATTACHMENT TO 1 NOV MESSAGE FROM MR. DONALD 

SYVRUD TO TREASURY DEPARTMENT FOR ATTENTION OF' UNDER SECRETARY YEO, .. 
MR. SAM CROSS AND MR, F,L, WIDMAN, 

SUBJECT: FOREIGN EXCHANGE DEVELOPMENTS IN 

1976, 

INTRODUCTION 

1, THIS PAP:R TRACES THE BANK OF MEXICO'S CBOM) FOREIGN EXCHANGE 

RESERVE POSITION AND INTERVENTION DATA fOR 1976, RECONCILES 

CHANGES IN THE RESERVE POSITION WITH INTERVENTION DATA, AND PROJECTS 

THE BORROWING REQUIREMENTS AND FOREIGN EXCHANGE AVAiLABILITIES 

roR THE REMAINDER OF 1976. 

· . F'ORE lGN EXCHANGE RESERVES 

2, • THE BANK OF MEXICO'S GROSS FOREIGN EXCHANGE RESERVES 

AS Of OCTOBER 29, 1976, TOTALLED 778 MILLION, A·oECLI_NE of 797 . 
. MILLION SINCE DECEMBER 30, 1975. THE COMPOSITION OF GROSS RESERVES 

t\Jl,l»l -o N T HE 8 AS I S O F FR EL I M I N AR Y DA TA A R : ~-0 L D , 2 6 4 J I MF' , 0 ; SD RS , 5 0 J 

• DECLASSIFIED 
E.O. 12958 Sec. 3.6 

M.55:-~ · rt1,; Ml«~~~ 

By u;J:,, -'NARAt Date '/Jk _;__ • 

= S E- C R ·e T • • 
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EX, 444: US TREASURY BILLS, 19: A~CEPTANCES, 1: NET BILAiERAL 

PAYMENTS POSITION, 191 SEE TABLE 1 . . 
(IF THE GOLD HOLDINGS ON OCTOBER 28 WERE VALUED AT A CONSTANT 

PRICE OF $42,22 PER OUNCE, THE SAME VALUE AS OF DECEMBER 

30, 197__5, THE CHANGE IN GROSS FOREIGN EXCHANGE RESERVES WOULD 

AMOUNT TO $955 MILLION>, 
. . 

THE BANK OF MEXICO'S NET FOREIGN EXCHANGE RESERVE POSITION, 
-• . 

TAKING THE U,S, TREASURY SWAP INTO ACCOUNT, WAS $436 MILLiON ON 

tlCTOBER 29, THIS TREASURY SWAP WILL BE PAID ON NOVEMBER 5, TO 

BE COVERED BY AN EQUAL DOLLAR AMOUNT DRAWN FROM THE IMF, CSDR 

134 MILLION OF THE FIRST CREDIT TRANCHE AND SOR 185 MILLiON OF 

THE COMPENSATORY FINANCING FACILITY ON NOVEMBER 1 AND 3)~ 
. . 

3, INCLUDING THE SWAP AS A LIABILITY (SWAPS BEING PESO OBLI-

GATIONS ARE NOT A LEGAL FOREIGN EXCHANGE LIABILITY OF THE BANK 

OF MEXICO), THE DECLINE IN THE NET FORE(GN_.EXCHANGE POSiT!ON OF' - ---------
THE BANK THROUG~ OCTOBER 29 AMOUNTED TO~ILLiON, AN AVERAGE 

or $132 MILLION PER MONTH, 

4, THESE GROSS AND NET FOREIGN EXCHANGE P0SI Ti ONS ARE CONS IS• 

TENT WITH THOSE PROVIDED WEEKLY, 

NET FOREIGN EXCHANGE MARKET INTERVENTION 
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··--- -- ·-···-· - . . • ·•--- ----- ·.··· ·· _________________ ..:___ 

5, DURING THE FIRST TEN MONTHS OF 1976 - TO OCTOBER 29, THE 

BANK OF' M:XICO'S FOREIGN EXCHANGE OPERATIONS RESULTED IN NET 

.SALES OF" $3400 MILLil1N, MONTHLY INTERVENTION DATA, SHOWING THE 

NET PURCHASES AS SALES TO THE PRIVATE" SECTOR AND TO PUBLIC SEC• 

TOR ENTERPRISES, ARE INCLUDED IN TABLE 2, 

· 6, THE ACCUMULATED INTERVENTION DATA ARE CONSISTENT WiTH 

! ---: THOSE PROVIDED ON A DAILY BASIS, ,,. 
RECONCILIATION OF' · RESERVE AND INTERVENTION DATA 

7, THE KEY TO RECONCILING THE DIF"FERENCES BETWEEN CHANGES IN 

RESERVE DATA AND INTERVENTION DATA IS AN UNDERSTANDiNG THAT THE 

. MEXICAN ECONOMY OPERATES VIRTUALLY ON A TWO CURRENCY BASIS-DOLLARS 

AND PESOS, THERE IS COMPLETE CONVERTIBILITY BETWEEN THE TWO CURREN• 

CIES AT A~L STAGES, INDIVIDUALS AND FIRMS, FOREiGN OR DOMESTIC, 

MAY HOLD P ES O OR D OLLAR DE NOMI NA TED AC CO UN TS I N CO MM ER CI AL 8 AN KS , 

COMMERCIAL BANKS IN TURN MAY HOLD PESO o~·ooLLAR 5ENOMiNATED . . . .. 
ACCOUNTS AT THE BANK OF MEXICO. THE ONLY LI~ITATION ON COMMERCIAL 

SANKS IS THAT THEY ARE REQUIRED TO BALANCE THEIR FOREIGN EXCHANGE 

[[
POSITIONS EACH CAY, PUBLIC E.NTERPRISES ALSO HOLD DOLLAR DENOMINA• 

TEO AS WELL AS PESO DENOMINATED ACCOUNTS AT THE BANK OF MEXICO, 

8, MOST OF THE DIFFERENCES BETWEEN RESERVE AND iNTERVENTION 
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DATA .ARE ATTRIBIJTABLE TO rREE CONVERTIBILI·TY AND THE RIGHT TO HOLD 
• I 

DOLLAR DENOMINATED ACCOUNTS IN THE BANK OF MEXICO, MANY or THE 

TRANSACT IONS or THE-BANKS OR THE PUBLIC ENTERPRISES ARE MERELY 
. . -

- "TRANSFERS" FROM THEIR PESO ACCOUNT TO THEIR DOLLAR ACCOUNT CCR 

VICEVERSA) IN THE BANK OF MEXICO, SUCH A TRANSf'ER WOULD INVOLVE 

A BANK or MEXICO SALE OF DOLLAR f'OR PESO (QR VICEVERSA) AND ~OULD 

THUS BE INCLUDED IN INTERVENTION DATA, THE TRANSACTION WOULD ALSO 

INCREASE (OR REDUCE) THE BANK OF MEXICO'S DOMESTit DOLLAR lIABILI• 

TIES (TO THE BANK OR ENTERPRISE) BUT IT WOULD NOT AFF'ECT iTS GROSS 

f"OREIGN EXCHANGE HOLDING, 

9, IF THE COMMERCIAL BANK (OR PE) SI~ULTANEOUSLY REQUESTED A 

TRANSFER FROM ITS PESO ACCOUNT TO ITS DOLLAR ACCOUNT AND REQUESTED 

PAYMENT OF THE DOLLARS TO A U,S, BANK, THIS TRANSACTION, ''F°OREIGN 

EXCHANGE DRAFTS AND PAYMENT ORDERS" INVOLVES SOTA i~TERVE~TION 

(A BANK OF MEXICO'S SALE OF DOLLARS FOR PESOS) A~ti ~ESERVE LOSS 

(A REDUCTION IN THE BANK OF MEXICO'S DOLLAR LIABiLiTY TO THE BA~K 

AND A SIMILAR REDUCTION IN THE FOREIGN EXCHANGE ASSETS>, 
- . 

10, >.r IF' THE COMMERCIAL BANK (OR PE) REQUEST~ A TRANSFER FROM liS 
. . . 

DOLLAR ACCOUNT IN THE BANK OF MEXICO TO A FOREIGN BANK, THERE lS ·No 

PESOMDOLLA~ TRANSACTION AND THUS NO INTERVENTION, BUT THE BANK Ct ~EXI-

. . 
• - • -• .. - - -·v.--,---·--~••-·· - •-·-·-•~·-- -•·•-·•·-...,.._.... , .. _ ____ -
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CO AGAIN DRAWS DOWN ITS ,OREIGN EXCHANGE RESERVES TO MAKE THE PAY• 

MENT ABROAD• AGAIN REDUCING ITS DOLLAR LIABILITY TO THE MEXICAN 

BANK, THE BANK OF MEXICO REFERS TO THIS TRANSACTION AS "TRANSAC• 

TI ON S IN U , S , DO LL AR~ ON L. Y". 

11. COMPARISON OF CHANGES IN NET roREIGN EXCHANGE RESERVE PO• 

. SITION THROUGH OCTOBER 29 ($1320 MILLION PER PARA 1,_3l WIT!-! NET 

i- - INTERVENTION DATA ($3400 MILLION PER PARA, 5) RESULTS IN A DIFFE; 

RENCE OF $2,080 MILLION. PRECISE DATA TO RECONCILE THIS DIFFERENCE 
. . .. ... 

roR THE ENTIRE YEAR ARE NOT READILY AVA]LABLE, BUT WITH A MAJOR 

EFFORT COULD BE PULLED TOGETHER FROM DAILY WORKSHEETS, IN RECOG• 

NlTION or THE NEED TO BEGIN RECONCILING RESERVE AND INTERVENTION . . . 
DATA THE BANK OF MEXICO INITIATED ON SEPTEMBER 16 A DAILY SUMMARY 

WHICH FACILITATED THIS RECONCILIATION. THESE DATA ~OR SEPTEMBER 

16 TO OC TO BER 19 A RE I NC LU DE D IN TAB LE 3 , • 

12 1 FAIRLY ACCURATE DATA ON NET CHANGES IN FOREIGN EXCHANGE 

RESERVES OF THE BANK OF MEXICO ARE AVAI,LABLE.-DAIL.Y THROUGH CAL• .. 
CULATION OF THE iHREE TRANSACTIONS DESCRIBED IN PARAGRAPHS 8-10 

ABOVE, 

--
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BOTH THE COMMcRClAL BANKS AND THE PuaLIC ENTERPRISES ENGAGE 

lN ALL THREE OF THE TRANSACTIONS DESCRIBED ABOVE, 

13 1 ANOTHER APPROACH TO EXP~AINlNG THE DIF'F'ERENCE BETWEEN 
l ---

. l N Tt: RVENT10N AND RESE~VE DATA IS TO EXAMINE THE OPERATIONS OF" THE 

COMMERCIAL aANKS AND PUaLIC ENTERPRISES SEPARATELY, THE COMMERClAL 

BANKS ARE REOU IRED TO DEPOSIT IN THE BANK OF' MEXICO AN A \ERAGE OF' 

75 PER CENT OF' THEIR DOL.LAR·L1AaIL.1TIES, TrlE BANK OF' MEXICO RECORDS 

THESE DOLLAR DENOMlNATt:D DEPOSITS AS F'OREIGN E >CHANGE LlABIL.lTlES 

TO THE COMHcR~I~L BAN~S, THRQU~H OCTOBER 28, THESE LIA8IL1TlES 

lNCREAS:D BY $:!-0 MILL.ION (FRO~I~N ON DECEMBER 30, 1975 

TO 708 M-UJ:j ON ON OCTOBER 28), .AS-SUMI NG THIS AMOUNT AS A BANK OF' 

MEXICO F'OREIGN EXCHANGE LIAd!LITY, NtT ,fOREI~N EXCHANGE RESERVES 
i 

DECLINED $2,039 MlLLION crROM 51567 MILLION ON DECEMBER 30, TO 

A NEGATIVE $29.5 MILLION ON OCiOaER 29, INCLUDING A $177 MILLION 

AOJUSTMi:NT fOH THE CHArii E IN THE G 01.0 VALUATION SYSTEM>, 

14, TAr<lNG ALL KNOWN ITEMS INTO ACCOUNT, WE CAN EXPL.AIN $2,020 MIL• 

.... 
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• LION Or THE $3,400 MILLION NET lNTERVcNTION LOSS; MOST OF' THE 

REMAINING $1,~~ HILL.ION IS ATTRIBUTABLE TO THE BAN~ OF' MEXICOtS 

TRANSACTIONS WITH THE PU6L.1C ENTERPRl~ES~ WHEN A PUBLIC ENTERPRlSE 

BORROWS Dol.~ARS F'OR THE SPECIAL TRUS1 rUND~ THE PROCEEDS ARE 
DEPOSITED 1N A D0LL.Ai1 ACCOUNT IN A f"O~El G-.J BANK TO Tt-E ACCOUNT OF' 

_ THE BAN~ OF' M~XlCO (AS A TRUSTEE>, TO THE EXTENT THAT THc GOVERN• 

, - KENT OF' MEXICO AUTHJRii!ES DEL.IVERY OF' THOSE DOi.LARS TO PUBLIC EN• 
I ---

Tl TI ES, F'OR. PAYMENT OF' IMPORTS OR DEaT ~ERVICc'°S, THE TRANSACTION 

- IS A ":.5 DOLLAR ONLY" TRANSACl'lON, WlTH NO INTERvcNTlON INVOLVED, . 
. TO THE EXTENT THAT. THc GOVE~Nl"IENT Or MEXICO AUTHORl~ES DELIVERY 

or THE DOLLAR PROCEEDS FOR EXPENDITURES IN MEilCOi THE DOLLARS 

ARE CONVERTED INTO PESOS AND ARE INCLUDED IN THE lNTERVENTION 

DATA AS A PURCHASE OF' OOl.l.ARS. FOR PESOS, TO THE EXTENT· THAT THE 

DOLLARS REMAIN ON ACCOUNT AT THE BANK OF MEXICO, THEY REMAIN 

AS A LIABILITY, ALL THc:SE TRANSACTIONS F'R.OM BEGINNING TO END, 

ARE SIMULTANEOUSLY REGISTERED IN MEM~RANDA Atcou~TS, 
• 

15, DATA ON BANK OF' MEXICO TRANSACTION w ITH PUaL 1c ENTERPRISES 

ARE NOT READILY AVAILABLE1 A MAJOR EFFORT WOULD BE REQUIRED TO 

SUMMARI2E JtiE INCREASE IN SANK Of MEXICO USE OF' TRUST rUNO DOLi.AR 

RESOURCES 1 



• .. . ...__,, 

Page 

. 
----.--- --- - - . -- -- -·---- - · - ··----. - ------- --• - -----

DURING THE YEAR TO OCTOBER 29, GROSS RESERVES HAVE DECL.INt:D BY 

$955 MILLION, AND FOR~lGN EXCHANGE LIABILITIES HAVE INCREASED . 
BY THE D IF'F'ER:NCES, OF' WHICH 365 M ILl.l.ON SWAP TO THE U aS, TREA• 

SURY, $700 MILLI.ON LlA3lL.1TY TO THE COMMERCIAi. BANKS AND $1,38~ 

MILLION LIA31LITY io Tri: PUol.IC ENTERPRISES, 

. PROJECTIONS FOR NOVEHoER AND DECEMBER I --- - • 
' -

17, THE ~RI_TICAL. UNr<NOfllN IN PROJECTING THc BANK OF' MEXlCOIS Eo~ 
R~IGN EXCHANGE REQUIR2M~NTS AND AVAILABILITIES F'OR THE REMAINDER 

OF' 1976 15 THE LEVcL OF' SP£:CULAT1VE CAPITAL OUTF'l.OW RESULTING . · 

F"ROH A LACK OF' CONFIDENCE, ON THE ASSUMPTION OF' NO SPECUI.AT lV E 

• CAPITAL OUTF"~OW ANlJ, BASED ON THE BEST AVAILABLE DATA ON THE 

TREND OF' THE CURRENT ACCOW~T kN~ REASONABLE ASSUMPTIONS ~EGARDING 

CAP I TA!. AC co UN T MO Ve H: NT S, TH:: 8 AN K OF' H Ex IC O PR OJ EC TS A $ 20 4 

M I LL I O N NE T IN FL OW F' 0 r1 THE F' IN AL T W O M TH 0 F' 1 9 7 6 , TH E P RO J EC • 

TIONS AND TliE ASSUM?TIONS 0~ ../HICH THE PROJECTIONS ARE MADE ARE • 
SHOWN IN TAaLE 5, 

18, THE BAf'lK OF' M~XI CO IS ?ROJEC'iING A cURRcNT ACCOUNT DEF" lC lT 

roR THE LAST TWO MO~THS Or $45i MILLION, THIS IS t3ASED ON A tORE• . 
CAST DEFICIT FOR 1976 OF S2 1 997BILLION!- OF' 1-iHlCH 52,103 MILLION 

S T 
---~~--.. -..;.-.- • .,.., --
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15 A PRELIMINARY ACTUAL. THROUGH AUGUST, F"OR THE FINAL F'OUR MONTHS 

• THE BANK OF' MEXICO EXPECTS A SMALLE~ ($225 MILLION> H0NTHL.Y OEF'l• 

CIT JHAN D~R lNG THE EARl. IE~ EIGHT t1J t-.'TliS C 263 MI LL 10 N>, BUT ST ILL. . -

BIGGER THAN THE FIRST QUARTSR ($212 MILLION), 

19, PUBLl.C SECTOR CAPITAL ACCOUNT TRANSACTl0NS ARE PROJECTED BY 

T>:IE FINANCE MINISTRY TO RESULT IN A Ni:W INFLOW OF' $654 MIL.LION, 
• • -~ ' • ----,._,_--~--------

. ·WITH AM0RTii:ATIONS OF' ia00 MILLION AND BORROWING OF' $1,454 MlL.l.l0N, ' - --. .__ ....... ~------------ ------ ' - • ---... 

• THIS LATTER INCLUDES AN $800 MILLION CREDIT ARRANGED BY THE BANK 

OF' A MER I CA F OV L. ATE NO~ MB ER OR EARL. Y DE CE MB ER , ..... ,_ ........... ---- ..__~~--~--- --
20, • PRIVATE SECTOR CAPITAi. ACCOUNT TRANSACTIONS B0Trt lo.ONG AND . 

, - a s·• ~~.....-.s:---•-.---..~ 

• . 51 ORT TE R-1 , ARE AS SJ MED TO BE IN BAL AN CE F' OR THE R Es T OF' T He YEA R 

W]TH AM0RTI~ATI0NS Of $5?7 MILLION OFFSET BY BORROWING OF' A SIMI• 
_,._., .... .. -"(~---....... --, .. __ _ 

LAR AMOUNT,. Gl_VEN THE EXCcPTJ0NALLY TIGHT MONETARY SITtJATI0N, TO 

BE DESCRIBED LATER, THIS ASSUMPTION SEEMS REALlSTlC, 

21 1 F'I NALLY, THE U ,S I TREASURY SwAP IS. DUE F'OR REPAYMENT ON NO• 

VE Mo ER 5, TO BE CO VE Rt: D BY D RA WI NG S 'FR QM THE .. I MF' D f" A SI Ml LA R • 
AH OU NT ON NO VE MB ER 2 A ND 4 , 

THE KEy UNKNOWN Is THE AMuUNT OF' SPECULATIVE CAPlTAL rL.lGHT 

BA SE D ON T HE C ON F'l D:: NC E F' A CT OR , 

LIST OF TA81..ES 
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11 FOREIGN EXCHANS: RES~RVES 

DEC 1 19 75 • 0 CT , 2B 1 19 7 6 , BY .M ON TH 

(MIL~I0NS OF' US D0L~ARS) 

2, NET FOREIGN EXCHANGE INTE R/ENTl ON 

3. 

FROM END Of DEC, 197~ TO OCT, 29, 1976, BY MONTH, WIT~ BREAK• 

DQWN OF' NET PUBLIC £:CTDR AND PRIVATE SECTOR OPERATIONS, 

( MIL.L. I 9NS OF' US OOLL.~RS) 

RECONCI LIAT lON OF' F'CiREI GN EXCHANGE RESERVE CHANGES AND NET 

INTERVENTION 

DAT A SE PT , 17 TO OCT, 2 9, 1 97 6 

(MlL~l0NS or us DOL~ARS) 

(TO ae POUCHED) 

. 4 , a AL AN CE OF' PA YM :N TS l 97 6, By QUA RT ER 

ACTUAL TO F'IRST SEM~STE~ 1976 AND PR0JECTl0NS FOR. 

S::CCND SEMESTER 19761 

( MI LL. IO N~ 0 r US D O i. LA RS > 

5 , PRO J: CT ED F0 ~EI GN E XC HA NG E • 
R:jUIREMcNTS AND AVAILABILITic:S, N0VEM3ER AND DECEMBER 1976, 

( M I !. L. IO NS C F' US D O LL A RS ) 

s c:P T, 1 7 - o: r, 2 a, 1 w 6 c To s E P ouc H co > 
-• .., S J: C R E T 

-----
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DEC, 75 

, __ : GOLD 15 4 I 6( #) 

- IMF' 118,0 

SOR 10 0, 9 

F'OREIGN EXCHANGE 1,111.8 

NET BILATERAL 46,6 

AGREEMENT 

u~s. TREASURY BILLS 13,2 

AC CE PT AN CE S 3 0, 1 

GROSS f"OREIGN 

EXCHANGE RESERVES 1,575, 2 

MAY 

3 96 .1 I 
(11;~ I 

118,0 ___ , 

~----------

•• ··-··-- - ·---- -- · -. . ... ---· 
TABLE NO. 1 

JAN. 7 6 

15 2. 0( #) 

118,0 

10 0, 8 

1,041.7 

1 a·. 2 

....... 

1,451.1 

JUN 

39 6, 1 -
118,0 

res. 
15 2. 0( # > 

118.0 

10 0. 8 

1,196,9 

25,0 

9,1 

2 4. 5 

·----. 

1,626.3 

JUL 

3 64 ,5 

118,0 

S~T 

. 

MAR, APR~(##) -15 2·. 0( #) 396.1 

118,0 

99.7 

1,114', 3 

30·. 6 

, . a· 

---.. -
1,542, 4 

AUG 

33 7 I 0 

11 a·. 0 

118.0 

99.3 

853.8 

41. 3 

5.6 

-----
1,537.1 

SEPT 

3 61- 8 

OCT 

264 
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• 
-- . - ------ - ------- .. . . __ ,. -· -

,'§1),Z 98,8 98,3 98.4 98.7 49.1 50 

·f{ 8 96 ,1 - 1, 03 9, 5 7 54 .5 75 0. 3 5 30 ,5 4 44 

18 ...S 2 9, 9 38.6 . 4 6. 3 11,6 19 

le:, 4 10.0 5.7 i3.4 11 ._6 19 

61,2 7 5. 7 15,2 ---- ----- ----
... -· -- -- -- -- -- -- -- -- -- ....... -- -- -- -- -· -- -- ... -- -- -- -- -- --

: I ---GR OS S f O R: I G N 

• EX CH AN GE RES ER VE S 

1,599,1 1,767.5 1~394.9 1,363.7 1,077.7 

C HA NG E IN G RO SS R ES ER VE S 

( #, GCLD !S VALUED AT 42.22 / 0~ 

(~#) GOLD IS VALUED AT 90 PERCENT OF' · THE AVERAGE U.S. DOLLAR 

MA~KE7 PR!:E FOR THE PRcCEDING THREE MONTHS OR OF' THE 

... . 
3.1NK Or MEXICO, CLASSIFIED REPORTS, 

TABLE NO. 2 

N= T FOR:: !G EX CH AN GE P UR CH AS ES A ND SAL ES 
-

<INT::;vc~TION) BY MONTH, JANUARY - OCTOBER, 
. . 

19 7 6 , W ! i' H P U 8 L I C AN D PR I V AT E SE CT OR O PE RA T l ON S ·, 
.. 



--------------------- - ---

• r 
'-..-/ 

S.~T 
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·-- ---•- -· --------------

... -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- ....... -- -- -- -- -- -- -- -- ---
MONTH PRIVATE PUBLIC TOTAL 

··---------------------------------------------------------------. 
JANUARY MI NUS 188 PLUS 5 MINUS 183 

F'E BR UA Ry Ml NUS 259 PL US 258 M !NUS 1 

MARCH MINUS 371 PLUS 232 -------., M iNUS 139 

! - .: APRIL MI NUS 514 PLUS 191 Mi,t-.JUS 323 .......... 

MiNUS MAY MINUS 29 MINUS 176 205 

• JUNE MI NUS 173 MI NUS 316 MINUS 4 89 

JULY Ml NUS 255 · MINUS 133 MINUS 388 

AUGUST MINUS 541 - PLUS 5 5 --, MINUS 4 86 

SEPT EMBER Ml NUS 256 - Ml NUS 41 MINUS 297 
-

OCTOBER## MI NUS 637- MINUS 24 9 MINUS 886 

MI NUS 3,223 Mt NUS 17 4 MIN US 3,397 . . . .. -............... _____________________________ ~---------------------
##INCLUDES AN ESiIMATE FOR OCTOBER 29, 

TABLE 4 

QUARTERLY FORECAST Or THE MEXICAN B~OF' PAYMENTS 

MILLIONS OF DOLLARS 

S~T 
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.. ----- - ---- ·-· -·---- . 

... -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- p .. -- -- -- -- --- -- -- -

JANUARY APRIL • JULY SE PT EMBER TOTAL 

MA RC H# . JUNE# AU GU ST DECEMBER -

-- -- ... -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- .... -- -- -- -- -- ---
I°, BA LANCE ON GO ODS 

& SER-VICES • 63 5, 1 • 87 4 I 0 • 59 4, 4 -89 3, 6 -2 997,1 

I --- A I EXPORT OF' GOODS 

& S= RV ICES 1 704,8 1 827 I 0 1 17 0, 6 2 062. 0 6 764.4 
-1, ME RC HA ND 1 SE 781,0 87 9 • 5 465,5 1 134,5 3 260,5 

2 I SILVER 3 5, 6 3 8., 27, 62,0 16:S,:S 

3. TOU~ISH 237, 6 202,8 15 2. 4 200.0 79 2, 8 

4. IN TE R~ Ai IO NA L 

TRAVEL 23,8 25,1 18, 0 33;i 100.0 

5. F"R ONT I ER 

iRANSACTID~S 391,2 405,i 310.0 381,6 1 487,2 

6 . IN·30ND ASS: MB LY • • .. 

;;L.A~;iS 12 5, 2 15 4 I 4 10 2. 7 14 2. 3 52 4. 6 

7. OTH=~ 110, 4 121. 4 9.5. 0 10 8. 5 43 5, 3 

BI I~Po;rs OF G 00 DS 

.t S::~VICES 2 33 9 I 9 2 70'1,0 1 76 5, 0 2 95 5. 6 9 761.5 
. . 

S~T • 
~-_........__ .... _ 
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f; P-L 

------------
~ -:J· )1'-f-pi ;/.I 
• • ·--- -- · - . ----- - ----- -- -- -

1. ME RC HA ND IS E 1 433,4 1 65 6. 8 1 10 0, 0 1 810. 0 6 000. 2 

A) PUBLIC SECTOR 560,8 52 5. ·4 350. 0 572, 0 2 008. 2 

8) PRIVATE SECTOR . 872, 6 1 131, 4 750,0 1 238, 0 3 992. 0 

2 • TOURISM 7 0 I 6 118, 2 . 9 0 I 12) 1'a,3 380, 1 

3. INTERNATIONAL 

TRAVEL 23,7 47.1 24,0 83,0 127,8 

. ! - - .4. FRONTIER 

TRANSACT IONS 257,3 264,9 181,0 226,3 929,5 

5, DI VI DENOS & 
. . 
INTEREST 198, 9 20 4. 5 120, 0 • 24 0. 0 763, 4 

-- S~T 

.. - . , ,. .. ,... . ~~------~--------
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-· ---·-. ---'M-¾···· 1U'(,, - . - - . 

6· lNi:REST ON 
. 

OFF'ICIAL DEBTS 239, 0 280. 3 150. 0 355. 0 1 024, 3 

7. OTHER 117, 0 12 9, 2 10 0, 0 19 0. 0 53 6. 2 
-1 I , LONG•TERM 1 038,5. 800.9 600,0 1 308,6 3 148. 0 

I I I . CHANGE IN THE BANK OF' 

:.H:XlCO'S 

RESERVES 2/ 403, 4 -73,1 5,6 415. 0 750. 9 

-- -- -- -- -- -- -- -- -- -- -- -- -· -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- .... 
#PR:LI MI NARY 

1/ ASSUMES A 4,5 PERCENT GROWTH RATE, 

2/ I NC REASE IN I NT ER NATIONAL ASSETS AND/OR CAP IT AL OUTFLOWS, 

TABLE·4 
<CONT,,-... 

FOREIG~ DEBT SERVICE OF THE PUBLIC SECTOR . 

(MILLIONS OF DOLLARS) 

-- -- -- -- -- -- ... -- -- -- -- -- -" -- -- -- -- .. _ ... -- -- -- .... -- -- -- ... -- -- -- -- -- -
S~T 

•. 
i;. •• ! 

. . 
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' ··----. ·- -- -
1976 197 7 

-- -- -- -- -- --- -- -- --- -- -- -- -- -- -- ... -- -- -- -
SE PT •DEC JAN-JUN JUL• DEC 

·--- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- ·--- -- -- -- --- -- -- -- -- -- ---
TOTAL 2 035, e 3 662,2 

A, LO NG TERM 755, 0 1 530 ,0 

INTEREST . . 355,0 830,0 

•AMORTI~ATION 40 0, 0 100 .e 
. a. SHORT TERM 1 280, IZJ 2 132. 2. -

• INTEREST 8 ~. 0 180 ,0 

AM OR TI iA TI ON 1 20e, 0 1 952 .2 

TABLE 5 

... -- -- -
• I NOVEMBER-DECEMBER 1976 

I, OUTF"LOWS 

A • CUR RE NT A CC OU NT DEF' IC IT 

8 • PUB LI C DE BT F AV ME NT S 

8,1 LONG TERM 

• . ' • u I s .... D LS I 

MILLION 

450 

800 

200 

3 794,2 

1 722. 0 

770,0 • 

95 2. 0 . 
2 072,2 

12 0, 0 

1 952,2 
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, 
--··--- ·--· ----- .. • •. ··-- ·---- --------··-· ------·-- ----- -- •••• 

3,2 SHORT TERM 

C, Fi=<IVATE DE3T <TOTAL) 

D, u.s, TREASURY SWAP 

E, SU9•TOTAL 

I! • I NF' 1.0 \.JS 

r. FU3LIC SECTOR DEBT 

F" , 1 LO NG T ER M 

t -- r ,2 SHORT TERM 

. G. PRIVATE SECTOR DEBT 

t, sua-TOTAL 

J. TOiAL <II• I> 

K, ERRORS AND OMISSIONS 

600 

577 

365 

2,192 

1,454 

854 

600 

577 

365 

2,396 

N,A, 

NOTES AND ASSUMPTIONS F'OR TABLE 5 

I, OUiFLOwS, 

e fP,~ P fctl-l 
<yt>-e>:y ,,wtf v-1)-v/? • 

I., CURRENT ACCOUNT DEFICIT, • ON BASJS OF' AN ESTIMATED CURRENT 

ACCOU~T D:FICii OF' U,S. $2,997.1 FOR 1976, ~ND 893 •. 4 FOR THE 4 

?sRIOD, SEPTEMBER-DECEMBER 1976, FOR 2 MONTH PERIOD NOVEMBER• 
---~--

D=C=~SER A DEFICIT IS ESTIMATED AT US $450 MILLION. THE DEFICIT 

IS 3AS:D ON BANK OF MEXICO'S FIGURES AND DE~INITib~S, WHICH ·DIFFER 

S~T 
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J -------
FROM THE IMF ESTIMATES DUE TO NETTING OF REMITTA~~ES OF ' PROFITS 

. . 
. AND DI Vi DENOS AND INVESTMENTS OF THESE, TH!:RE IS ALSO A DIFFERENCE 

OF APPROXIMATELY 300 MILLION IN THE ESTIMATES, 
• B, SUM OF 8,1 AND 8,2, 

B,1,. ON BASIS OF BALANCE OF PAYMENTS ESTIMATES FOR 19;6, · U,S, 

• . $200 MILLION REPRESENTS PROJECTED AMORTI2ATIONS OF' PUBLic SECTOR 

EXTERN AL DEBT, 
t . --

B,2, ESTIMATES BASED ON BALANCE OF" PAYMENTS f°iGURES, 

C, lT IS ASSUMED THAT1 

I>. OUT OF' TOTAL PRIVATE SECTOR EXTERNAL SHORT-TERM 

DEBT ESTIMAiED AT US $2,703 MILLION AS OF JUNE 30, 1976, 1/6 FALLS 

DUE ON THE 2 MONTH PER 10 D AMOUNT ING TC US $450 M ILLi ON ·. 
. . - . . 

II> AVERAGE MATURITY 9F PRIVATE SECTOR LONG·TER~ 

DEBT IS 5 YEARS; OUT Or A TOTAL OF' US $3,867 MILLION OUTSTANDING 
. . 

AS OF' JUNE 30, 1976, IT IS ESTIMATED THAT US $770 rALLS DUE IN 

1976, AND OUT OF THAT, us $127 MILLION 1s· ouE IN NOV-DEC 1976, . • . 

.. 
•• -- S~T 
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il ---

. . 

·' 

.. ·-- . ·---- ---- .... ---- -- ----·•- --- - ---· • • 

THEREFORE, 450 PLUS 127 EQUALS 577 MILLIO~: 

D , P-AY ME NT O F' U, S, T RE AS UR Y SW AP , 

r, RESULT OF F,1 AND F',2 
po, • 
r •.:. 

. 

HALF OF' A TOTAL NET INF"LOW OF' US$1,308,6 INCLUDED 
-z.v o 

·· lN 3ALANCc OF PAYMENTS ESTIMATES F'OR 4 MONTH PERIOD SEPTEMBER- - -
15':fl-/ 

DEC=:ME:~ 1976, PLUS US $200 TO BE AMORTI~ED (SEE e·.1>. 

F', 2 IT IS ASS UM ED THAT ·ALL SH ORT• TE RM PUS LI C SE CT OR 
• 

CE Si I S RO LL ED C VER. 

G, Ii IS ASSUMED THAT ALL· PRIVATE SECTOR DEBT <SHORT 

. - AND LO I\G TERM> I S RO LL ED O VER CS EE C A 80 VE >, 

H, l,M,F, DRAWINGS ON FIRST CREDIT TR~NCHE AND 
co~;,=NSATORY F"INANCING FACILITY. • 

.... " 

----------~---'----- - - -- ---



Department 
to, Chairman Burns of the T rea SU ry 

--,1',...., e--a-e,---r"""'a'""'l---rTR=e=s e=rv=e::---i:Br::o--==a.:;;r~ar--offi ce of Spec i a I 

room, 2046 date, 11/3/76 
Assistant to Secretary 
for National Security 

Per your request to Sten Shrieber, I 
am forwarding the reports from Mexico on 
which he based his briefing yesterday. I 
have added an assessment .. 

~-and a summary of a long Embassy 
telegram which-we did for Secretary Simon: . 
I believe by this time you should also have 
seen some special reporting from Don Syvrud 
of Lisle Widman's office which was sent. to 
Mr. Wallich yesterday. 

DECL!'.~SIFIEO • E.O. 12958 Sec. 3.6 
~\um POF!T10•,1s EXEMPTED 

E.O. 129~3 3e,:;. 1.5 (c.)l.~(J.){,l 

}18 q~-),tf:t} C01 

By IU3V: .. .r.us:.;, Dat3 to/27[,n 

------~---------------------·-·· 

J. Foster Collins 
room 4328 
ext. 2631 - 2632 

'Tl 
0 .., 
c.. 
C 
O"' 



.c! OF~ 

mi -MESSAGE 
_. _ ___.'f"'II f RECErvEDAT 

•~,_ 111 • MAIN TREASURY TELECOMMUNICATION CENTER ·: --
FOR _!NFORMATION AN~ SERYDE-8114 fOR RETRIEVAL AND COPiES '"'.21J6i L, 

60Nf ISEN IIAL IRAHT -

PAGl:. 01 MEXICO 13 678 27 18342 

14 
ACTION EB-07 fi~tf1CO 
INFO OCT-01 ARA-06 IS0-00 AID-05 CIAE-00 COPli-00 FRB-03 

INR-07 NSAE-"0 USIA-06 .IRSE-00 XMB -02 OPI C-03 SP-02 

CIE P-01 LAB-04 SIL-01 OPlB-01 NSC-05 

CEA -0 1 / 0 7 4 W 
---------------------R 2 7 1630Z OCT 76 

FM AMlMBASSY MEXICO 
TO SECSTATE WASH:>C 8243 

6 0 H F I B E H T I A L PIEXI CO 13 678 
olA.L 7/.i!r/0"1 

E. O. 11652: GOS 
TAGS: EFIN, EINV, MX 
SUBJECT: JLP MEETS WITH TOP U.S. BUSIN~SSM~N; 
MEETING WITH AMGASSADOR 

\ 
SS-15 STR-04 

1. SUMMARY: ON FRIDAY, OCTOBi:.R 22, A DOZt:.N PIAJOR U.S. 
BUSINESSMEN/lNVESTuRS NET PRIVATELY WITH LOP£.Z PORTILLO 
FOR A FRANK DISCUSSION OF FOREIGN cu.s.) INV£STMt:NT IN 
MEXICO OF THE NEXT SIX YEARS. &OTH SIDES FGUND TH~ Mi£TING 
PRODUCTIVE, AS JLP ,•jADE HIS SATISFACTION t:.XPLICIT TCJ THE 
AMBASSADOR IN THEIH T~Tl-A-IET~ THc N~XT UAY. t:.ND SUMMARY. 

2. MIGU[L ALEMAN FIRST STlMULATiD THt. 1~t.ETING SEVERAL 
MONTHS AGO. ON THE AMl:.RICAN SID£, DILLON REED AND COMPANY 
AND KENDELLCPLPSICO> ORGANIZED THE RESPONSE. THi RlSULT 
WAS A PRIVATE MEETING OF TOP U.S. BUSIN~SSM£N/INVlSTORS 
<DUPONT, GM, PEPSICO, SEARS, PFIZf.R AND OTHffiS) WITH LOPEZ 
PORTILLO ON OCTOBER 22. Pt.TER FLANIGAN <A SE.NIOR PARTNt:R 
IN DILLON REED> PROVIDJ:.D TALKING PAP"F.:RS TO THi:. U.S. 
PARTICIPANTS ON THE BASIS OF A TIGHTLY DRAWN AGENDA, WHICH THE 
BUSINESSMEN CLAIMED WAS "CLEAR~D WITH StCRtTARY KISSINGER". 

3. THE AMERICANS, HAVING f'1ET PRt.VIOUSLY IN THi:: U.S., 
W£RE PREPARED FOR A FRANK DISCUSSlON.UNLIKt:. A 

~O NP:l~ i;NTl AL 
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PRIOR PIEETING OF U .s. BUSltH.SSPlEN WI TH PRt.SIDENT 
ECHEVERRIA ON JANUARY 18, 1975, AT WHICH THE PRt.SID£NT AND STAFF 
SER PIO NI ZED HIS LI STERNERS • FRIDAY'S MEE.I ING WAS NO TABLE 
FOR ITS FRANK INTERCHANGE IN WHICH T Ht. AI'1)t.RI CAN PARTICIPANTS 
PRESENTED THEIR POSITiuNS BAS~D UN FLANIGAN'S AGENDA. TH~ AMtRlCANS 
WERE PARTICULARLY H1PRt.SSED BY THt. QUALITY OF THE. DISCUSSION 
AND BY JLP' S ASSt.RT ION Hi HOPE.D THIS WOULD Bi:. THE FIRST 
OF MANY MEETINGS. 

4. LOPEZ PORTILLO STRESSED TO THE AMERICANS THAT HIS 
REGIME WOULD BE INDEPEND~NT AND NOT CONSTRAINED BY THE 
POLICIES OF THE LAST S~XiNIO. TO ACHIEVE SUCH FREEDOM 
FROM THE PAST• HE WOULD REQUIRt. !Ht. C0LLABORATION OF THt. 
BUSINESS COMMUNITY--BOTH FOREIGN AND DOM~STIC. WHILE H£ 
GREATLY DESIRED FOREIGN BUSINt.SS PARTICIPATION AND 
INVESTMENT IN MEXICO, IT MUST BE SELECT I VE AND STIMULATE 
MEXICO'S REAL GROWTH. IN ADDITION, JLP ESPOUSED THE 
RECURRENT THEME THAT MEXICO MUST lXPAND ITS PIARK£TS AND 
SOURCES OF FINANCE. FOREIGN BUSINESS HE SAID, MUST Bi 
GUARANTEED EQUITABLE TREATfilt.NT AND A FAIR PROFIT--
PulNT ING our THAT THIS IS AN ARGUABLE SUM. THOUGH 
GOVERNMENT POLI Cl lS REFLiCT ING CURRE:NT Ne.EDS SHOULD NOT 
VlULATE ffi !OR UNDERSTANDING WITH VESTc.D INTi:.Rt.STS, 
STILL, JLP SAID, FOREIGN BUSlNESS~EN l'lUST REALIZE THAT 
POLITICAL SOVEREIGNTY IN M£XICO WAS A CvNCi:.PT OF TH£ 
HIGHEST IMPORTANCE. 

5. THE u. S. BUSINESS1'1)EN EXPRc.SSt.D !Ht.IR CON Ct.RN AT A 
NUMBER OF RECENT DEVELOP~ENTS AND CURRENT TRiNDS. JLP 
RESP0NDi:.D THAT HE KNOWS THt PRubLEM~ AND THINKS HL 
KNOWS SOME OF THE ANSWt.RS, AS RUNNING l'lE.XICO WAS, IN 
MA1~Y WAYS, LIKE RUNNING A BUSINESS. PARTICULARLY 
IMPDRTANT WAS TO OBSffiVE TH~ RULr..S UF THE GAME AND NOT 
TO CHANGE THEM IN THE MIDDLc. OF PLAY. SOME PROBLEMS HE 
SAID HE COULD SOLVE I~Mt:DIATEYL; OTHl:.RS WOULD TAKI:. 
CONSIDERABLY LONGt:R. THOUGH Ht WAS NuT KNOWLEDGEABLi:. AS 
TO THEIR DETAILS, JLP STAT£D Hl WOULD REVIEW, FGR lXAMPLE, 
THE PATENTS AND TRADEI'lARKS LAW FOR POSSIBLE CONFLICTS 
WITH MEXICO'S INTiRNATIONAL TR~ATY OBLIGATIONS AND ....-:::-: 
OTHER IRREGULARITIES; TH~ FOREIGN INVESTMENT LAW FOR ,-...,~&>~.~- FoJ)~"-'l><.l,o~;:,;, POSSIBLE INQUlTIES, THuUGH IT WAS ALSO NECESSARY TU ~\ 

ca NEIDa.NTI AL 

........ -= -----
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AVOID "i•lAJORIT 'I ABUSE". IN Rt.SPONSE TO THE AMERICANS' 
CONCERN ABOUT TH£ POSSIBLE USE OF PRICE CONTROLS, JLP 
SAID THAT WHILE UNWi:.LCOM£ Tu THE BUSIN~ss COMMUNITY, 
AN ECONOMIC CRISIS PlIGHT Rt.QUIRi:. SUCH RECOURSE. 

6. FANK LORETTA CDUPONT 1llEXICO) Rc.P!JRTiD DUPONT 
CrlAIRl"IAN SHAPIRO'S COMMl::NT THAT "THi:. l::NTIRE. GRuUP 
WAS HIGHLY IMPR~SS£D" 8'( JLP'S FRANKN~ss, LOGIC AND 
SfR AIGHTFORWARDNESS, AND GAVE Hil"I HIGH MARKS FUR THE 
MANNER IN WHICH HE RESPUND£D Tu THiIR QU~STIUNS AND 
EXPLAINED HIS OWN POSITIONS. 

7. WHEN THE Al"IBASSADOR CALLED ON LOPEZ PORTILLO SATURDAY 
PIJRNING, JLP HIMSi:.LF RAISiD THE SUBJt.CT, t.NTHUSING ABOUT 
THE MEETING AS HAD THE AME.RICAN BUSINESSMEN THE PREVIOUS 
DAY. HE THOUGHT THE INTi:.RCHANG~ PRODUCTIVE AND WANTi:.D 
MORE SUCH FRANK MEETINGS. HE REPt:ATED SEVERAL OF THE 
THEMES Ur THE MEETING: THE FAVORABLE RuL£ OF FOREIGN 
INVESTMf:NT IN PIEXICOCPAttTICULARL'i U.S. INVESTflli:.NT>, 
BUT WITH THE CAVtAT THAT IT MUST BE Si:.L~CTIVE AND 
C0NTR lBUTE DIRi:.CTL'i Tu 1lJEXI co ·s D£Vc.LOPf'li:.NT PLANS, 
CREATING NOT ONLY JOBS BUT FOREIGN EXHCANGECTHROUGH 
EXPJRT >AS ON THE DAY BE.FORE, Ht. SPOKE OF THt. RULES 
CJF THE GAME, BUT PuINTED OUT BOTH SIDt.S PIUST PLA'i BY 
THE HULES. ADDITIONAL TO THCSE: POINTS DISCUSSED IN 
THE BUSINESSM~N·s MicTING AND Rt:.PORTcD ABUVE, TH£ 
AMBASSADOH RAISED Trti CHUCIAL IMPuRTANCi TO AN'i INVEST-
MENT ASPIRATIONS OF THl GOVi:.RNl"l~NT OF THE NEED TO 
Rt.BUILD CLH~FIDi:..NCE AMONG ALL POTENT !AL INVE:STJRS IN 
THE GOM" S AB I LIT'( TO MANAGt:. ITS FINANCIAL AND t.CONOMIC 
ffiOGRAMS, AND TO ASSU,11t. FAIR AND WLLCLiMING TREATMENT 
TO A~ERICAN AND OTHER FOREIGN INV£STuRS. THi AM6ASSADOR 
SPtClFICALL'i ALLUDtD Tu THi:.. PATt.NTS AND TRADcMARKS LAW 
WHICH IS OF la"Ht!C:DIATE C·)NCr..RN TO AMERICAN INVi:.STORS AND 
uTHER BUSINESSl'lf.:N, AN"J RiLIEF FR811I WHICH WOULD BE A 
HIGH!.¥ VISI8Lc. SIGN OF Wt.LCuMz:. TO U.S. INVESTMi:.NT. 
JOVA 

00 NFlDbNTI Abt 
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SUlUECTt RE-PEGGIOO OF PESO 

1. SUMMARYt GOM DECISION TO FLOAT PESO DOWNWARD APPEARS TO 
US A VERY RISKY GAMBLE AIMED AT SLOWIOO CAPITAL OUTLFOW 
OR AT LEAST_ MAKIOO IT MORE EXPENSIVE PRIOR TO A BAM<IN:; 
DECLINE IN PUBLIC CONFIDE~EEEE OP' GOVERNMENT. OUTFLOWS HAVE 
CONTINUED 'IOMY, THOUGH MAGNITUDE DOES NOT SEEM TO BE LARGE. 
END SUMMARY• 

2. ANNOUNCEMENT OF DECISION TO REFLOAT, OR, MORE ACCURATELY, 
RE-PEG PESO AT 26.24 AND 26.50 APPEARS TO HAVE BEEN A MOR! • 
OR LESS DESPERATE DECISION TO STEM CAPITAL OUTFLOWS PRIOR TO 
A LOOO HOLIDAY WEEJ<END (oov. 2 IS A BANr< HOLIDAY). CONVERSATIOm 
OF FI NATT WI'm SENIOR BANK OF MEXICO OP'P'ICIA~ ON OC'lOBER 27, 
DID NOT GIVE ANY INDICATION THAT DECISION TO REPEG WAS 
IMMINENT. ALTERNATIVE TO ~EPEG. WAS PROBABLY 1fXHCAN3E CONTRO!.S 

3 • WHILE BANK OP' MEXICO COMMUNIQUE, pEPORTED SEPARATELY, 
RE-EMPHASIZES THAT PESO IF FLOATTTINl, COMMERCIAL BAM<S 
ARE RECEEIVIN3 ~ATES AT WHICH THE BANK OF "1EEXICO WILL DEAL 
AND THESE ARE FOLLOWED BY BANKS~ RATES FOR TODAY AR! 
BUYIN3 AT 26. 24 AND SELLIOO ATTT 26.50. ONE MAJOR DIFFERE~E 
FROM PREVIOUS RATE IS NARROWING OP SPREAD. PESO IS NOT 
FLOATIOO IN ANY SENSE, ALTHOUGH BANK 01" MEXICO IS TRYIN:; 
TO GIVE THE IMPRESSION IT IS. 

4. WE VELIEVEE THAT BANI< OF MEXICO SEES RE-PEEEGGIOO AS 
, -r CJ , 

,. • / <_,: 

TEMPORARY AND HOPES TO BRim OOWN THE RATE NEXT WEEK• 
WHILE HARD TO PROVE, WE DO NOOOOTT BELIEVE PESO OVER-
VALUED AT 19 • 7, BUT RATHER WAS SLIGHTLY UNDER-VALUED. 
FURTHER 25 PERCENT DEVALUTION IS OOT JOSTIFIED ON 
ECON) MIC GROUNDS AT THIS TIMEE. THUS, MEASURE APPEARS ,0 
BE A SORT OF DESPERATION ATTEMPT 'l'O SlDW CAPITAL OU'It.FOW. 

-:, ! ~, 
_> I 
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5. WE UNDERSTAND THAT BA?f<S ARE NET SELLEERRS OF DOLLARS 
TODAY, BUT NOT IN AMOUNTS !XCEEDIOO P.ECENT DAYS. WE HAD 
BELlVEO, AS DID BANK OP' MEXI~O, THAT FURTHER DEPRECIATION 
OP' RATE WOULD ONLY AGGRAVATE CAPITAL OUTFLOW. WHE'm!R 
THIS IS TRUE REMAINS 'IO BE SEEN, BUT RATE CHAOOE HAD NOT 
BROUGlfi' A~UT CAPITAL OUTFLOWS. 

6. OUR INITIAL SOUNDIOOS INDICATE INCREASED CONFUSION 
AND BITTERNESS AS WELL AS FURTHER LOSS OF CONFIDE~E 
IN THE GOVERNMENT• 

,. TWO CHI!P' EXECUTIVES OF MA.x>R u.s.-OWNED COMPANIFS 
HERE S00GHTT US OUT TO EXPRESS THEIR CONCERN AND SEEi< OUR OPINIONS• 
BOTH WERE SERIOUSLY CONSIDERIOO LIOUIMTIOO INVENTORIES• 
CONVERTIOO pROC!EEOO INTO DOLLARS, AND REDUCIOO ~EIR 
OPERATIONS TO A MINIMUM IN ORDER T0 AVOID AOOTHER MAJOR 
LOSS TO THEIR COMPANIES• WHiLE WE DO !t:>T J<~W HOW 
WIDESPREAD 'J'.'HSE VIEWS ARE, WE DOUBT IP' THEY ARE 
UNIQUE T0 ~ESE '1¥0. THE EARLIER VIEWS OP' THHESE TWO 
MEN WE RE REFLECTED IN PARAGRAPH FOOR OP' MEXICO 13372. 
THEIR VIEWS TOMY WERE A RAHTER SHARP AND DISTURBIN:; 
REVERSAL. 

8. CONFIDENCE PROBLEM REMAINS AND NEW EXCHAOOE PATE 
WILL ONLY WORSEN MATTERS. IF NOT REOOCED WI'mIN A WE'EJ< • 
IT IS LIKELY TOO BRING A9'UT A P'URI'HER 'R!:DUCTION IN 
ECOOO MIC ACTI VI ff• 

JOVA 
BT 
13748 
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EO 11 65 2: G IS 
TAGS: EFIN MX 
SUBJECT: POSSIBLE REVISION OF IMF PROGRAM 

1. SUMMARY: IN OCT• 28 CONVERSATION, BANK OF MEXICO • 
OFFICIAL TOLD P'INATT "!'HAT SPECIFIC TARGETS IN IMF PROGRAM 
IN 1977 "1AY RAVE TO BE RE-NEGOTIATED. END SUMMARY• 

2. IN COURSE OF CONVERSATION WITF BANK OF MEXICO OFFICIAL 
ON OCT. 28, FINATl' ASKED WHETHER IMPACT OF RECENT 
DEVELOPMENTS ON THE ECOOOMIC OU~OME p(')R CURRENT YEAR ~IGHT 
NOT MAKE ATTAINMENT OF THE SPECIFIC TARGETS IN THE EFF 1977 
PROGRAM MORE DIFFICULT. PA~ICUIAR REFERE?CE WAS ~ADE TO 
'!'FE 9C' BILLION PESO BUOOET DEFICIT TARGET. OFFICIAL 
INDICATED THAT HE THOUGHT THIS TARGET MIGHT HAVE TO BE 
RENEGOTIATED, BUT THAT THE IMFORTANI' TARGETS IN THE PROGRA!-t 
WERE THE P-EIATIONSHI PS 'J'O GDP ~ATHE~ THAN THE SPECIFIC 
TARGETS SUCH AS THAT FOR 1977 PUBLIC DEFICIT. 



3. BASIS FOR QUESTION l OUR BELIEF THAT TPE IMPAC )F 
D-EVELOPMENTS IN THE FINKL FOUR MONTHS OF THIS YEAR MAY 

- LEAD TO A RIGHE~ PUBLIC SECTOR DEFICIT THAN FORESEEN IN 
THE FUND PAPERS ON MEXICO• THE DEVALUATION IS LIKELY 
TO HAVE A SIGNI P'ICANT IMPACT ON CORPORATE TAX ~EVENUES • 
A NUMBER OF BUSINESMEN HAVE TOLD US THEY ARE LOWERIN3 
THEIR PERIODIC TAX PAYMENTS ON THE BASIS OF HIGHER COSTS 
RESULTIOO FROM THE EXCHAOOE 'RATE CHAOOE. CORPORATE 
INCOME TAX RECF.IPTS ACCOUNT POR AOOUT 20 PERCENT OP' 
FEDERAL GOVERNMENT REVENUES• RE pUBLIC SEC'roR COMPANIES, 
THE INCREASED COSTS POR WAGES AND FOREIGN DEBT SERVICE 
HAVE NOT YET BEEN OFFSET BY INCREASED PRICES. IN THIS 
REGARD, WE KEEP HEARiro THAT PRICE INCREASES IN THEPUBLIC 
SEC'IOR ARE IMMINENT, ONLY TO HAVE THEM POSTPONED, ~OST 
RECENTLY BECAUSE OF THE SECOND DEVEI.ATUION AND THE FEAR 
OF THE REACTION TO SUCH PRICE INCREASES AT A TIME WHEN 
'!'HE GOM IS MAr<Iro AN EFFORT TO CONVINCE THE PRIVATE !=:ECTOR 
NOT TO INCREASE PRICES AND THE LABOR UNIONS NOT TO DEMAND 
AIDTHER WAGE INCREASE• 

4. SHOULD THE 1 977 PUBLIC sEC'roR DEFICIT BE . IN THE RANGE 
OF 120-13PJ BI ILION PESOS, IT WILL BE MORE DIFFICULT THAN 
EARLIER ANTICIPATED TO BRIN; THE 1977 DEFICIT TO 90 MIILION 
PESOS WHICH WOULD BE THE EQUIVALENT OF 72 BILLION 1976 
PESOS, ASSUMIOO A 20 PERCENI' PRICE DEFLA'roR FOR 1977 • 

S. WHILE BANK OF MEXICO OFFICIALS STATEMENTS WAS INroRMAL, 
AND MAY NOT ~EFLECT THE GOM P0SITION, WE ARE 
CONCERNED FOR SEVERAL REASONS• ONE IS THATIT INDICATES 
A MORE RAPin DETERIORATION IN THE CURRENT ECONMIC 
SITUATION 'T'HAN OTHERWISE EXPECTED. AID'mER IS THAT 
WE HAD PRESUMED THAT '!'HE ~PECIFIC TARGETS MENTIONED 
IN THE FUND PROGRAM \-lERE OVE'RRIDiro • 

JOVA 
BT 
#3923 
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th~ following inform~tion concer~ing the ecoriomi~ situati6n i~ ·. . . • . . , 

. .· 
r-·;exico·: 

Based on ev~_ry~hing gl~.an~d fro1:1 Mexican and local .An,e1;icar-.. 

cc~tacts, President Echever~ia :h~s lost the confidence not ~nly oi 

the bu~iness sector as su::h l>.~t also o: virt:ually ·everyone wr.o r•.;1;~ 

sa,~ings • in Mexico.. tt is · not belic\red that Eche,:erria can re:.n.c·::-{;; 

any def~T~e of confidence and .therefore st-abiliz.ation caRnc.t becc::-,e 

· effective as long as he' rcmai11s in office. The · best ·the Ne;xicr..2: 

Gc,yernment can do ·under the circutistances is· to slo\•: ·down· capital · 

fli .~h t • or at l~ast a·alce it r.1orc expensive; There are no imm~di a r.e 

rr:c~ns of-improving the psychological climate, to r~verse . the price 

Spiinl, t6 ~top m~rchants and suppliers froi hoarding, ·or to disp~l 

the gloom spreading over Mexico. 

It j s .doubtful that the Gover1iment of Mexico has any planni?j 
; 

oositibn in case stab.ili~ation does noi work. - . . Currency exchan~~ · 
. . 

controls a1·e talked about but . ahJays with the re_cocn.i tion 0£ 
.~ -~--=----· 

: '- ,: :· 

diffic~!ty of enforcement, given the long boTder and ·, 
t,·:,:i-way crossings by millions bf people daily. As one police t-,. • .,. 

:·i;'-4 0 f £ i C i ;1 l p ll t S .i t : ;,. -~-1 "We cannot ~vcn ccntrol illegal borde1· crosse~.-~; 
• ':··rt t{~ l;cw are we going · to. cpntrol legal trav.~l lers· who ca.rry r-1one:,-•:-ii 

· ~-=-... Tl:cre is no doubt that exchange controls . would resul in· ic11~ec.i~-:.e • . ·""",- . . ... . ·. • 

_. ~::~ . • black 11arket .nnci. lat·ge ·s·c-~ie clumping. of the p·eso. • ·._1~ true £_io~ ~. oi . • 

. . 
In the fi~i.~.l · • 

• ;1-····-,·,,.·, ·-·- £ •. ·,. s---~.• . .:,.~ .. ·t1·on· • ·k tl • • • • ·a· .. ·e· r·,..,··- ·.:. · •• •• ... •... -;~._. ,~1 . .s:.J S 11JJ,~ Olm .o:r . . 1. .. t)J.~~.i.a. must war , . 1e Oil.l.)'. J.1. .... : ..... ..!..·:-:.< . . . . 
being a rigid •uic.tatorship i·:hich would 

DECLASSIFIED - E.O. 12356, Sec. 3~4:· •. 
• With PORTIONS EXEMPTED • ~D·Ef 

E.O • .12~56, Sec. 1.3 (a) ,(1) ilWriu 
*- - -. .. ---------'"---------....~-------•e.•<----MR $-3 f f-/A- J;l•-r . 7/Z-i'/9s: 

imi)O~e _its policies by £a.re:~ 



... , ,.· 

.:~ 

SECRET' r 

I .. ··-i/~~-. 

4 • • :,.s in . the . Soviet Bloc. re do not foresee this £or Mexico ;l: : •~ ; i.:. ;1 

E-:cno:;!ic .policy in Mexico, lik~ an:: other policy, is cicte:.·- .1 

OffiC:inls rwy ::lake suggestio1is, an~ 

. . 
. ,,L, so. :,· in~~ that Echeverfia'.s· authoritr fiiUS't

00 

.·not be di .lute¢ ar:Li 

t :·1:n. }-.,~ ~- Lopcz·-Po-rti.il·o, . doe<:- not w:1-1it. a piece of tin acticn ,ii:ici 

h,:- c;l:-tnc;:"~ control. . On .. the other hand, Echeverri~ and Lopez-

}~·crt ilJ 0 bn;·e sevc-rol privat~ r.ic:ctings e..ich ,,:eek, and.it is 
. ' . . 

o.i·ffi.c_u.lt to friag:ine th~t -then~ wculd ·be" no give-and-take (i'l;rir.·~; 
. . 

• It c:1nnot. be csthrntetl to .what · ·ext·et..t 
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Classified by Recorded lep~rtin9 Officer._ Exempt from General Declassification Schedule of E.O. 11652 Exemption 
Cate9ory 51 (1), © lmpon,ble to Determine Da•• of Automatic Dec:lanification. 

FURTHER DISSEMINATION AND USE OF THIS INFORMATION SUBJECT TO 
CONTROLS STATED AT BEGINNING AND END OF REPORT. 

THIS IS AN INFORMATION REPORT, FINALLY EVALUATED I:,ITELUGENCE 

Cl-

DIST 26 OCTOBER 1976 

COUNTRY: MEXICO 

DOI: MiD•OCTOBER 1976 

SUBJECT: VIEWS OF' 

THAT MEXICO'S 

ECONOMIC SITUATION WILL CONTINUE TO DETERIORATE 

CE: 

SUMMARY: 

MEXICO'S ECONOMIC SiTUATION WILL 

CONTINUE TO DETERIORATE. A MAJOR PROBLEM IS THE MEXICAN 

PUBLIC'S LACK OF' CONF'IDENCE IN THE PRESENT GOVERNMENT. 

SINCE THE tLOTATION or THE PESO, 

AN AVc:RAGE OF US$100 MILLION HAS LEFT THE COUNTRY EACH WEEK. 
Approved for Release 
Date . ... ·- __ 

1.3(8)(~ 

1.3(a}(4) 
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FURTHER DISSEMINATION AND USE OF THIS INFORMATION SUBJECT TO 
CONTROLS STATED AT BEGINNING AND END OF REPORT . . 

INF"LAT ION IS RUN NI NG ABOUT 

30 PERCENT AND-ANOTHER DEVALUATION IS A POSSIBILITY 

\./I TH IN THE NEXT TWO TO THREE YEARS, 

HE x I CO WOULD UNDER GO A SEVERE RECESSION IN 197 7 A~ D 111111- 1.3(a)(4) 
PR ES ID ENT• ELECT JOSE LOPE~-PORitLLO PROBABLY WOULD BE ABLE 

. 
TO DO LITTLE TO SiOP THE RECESSION/INF"LATION SPIRAL, • 

CR 1 T IC I~ ED PRES I DE NT LU I S EC HE VE RR I A 'S HAN DL 1 NG OF' THE 

CURRENT SITUATION, TWO ADDITiONAL MAJOR 

PROBLEMS MEXICO WOULD BE F'AClNG IN THE NEXT TWO .YEARS: 

INSUFFICIENT DOMESTIC FD.OD PRODUCTION AND SHORTAGE OF 

\ii.A TE R IN MAJ OR• C IT IE 5, END SU MM ARY, 

1 , 1.3(a)(4) 

A BL EA K Pl CT URE OF' MEX IC O I S CU RR ENT 

AND LONG-RANGE ECONOMIC SITUATION, A MAJOR PROBLEM IS 

THE MEX I CAN PU BL 1 C 'S LACK OF CONFIDENCE IN THE PRE SE NT 

GOVERNMENT, SINCE THE 

31 AUGUST F'LOTATION OF' THE PESO, AN AVERAGE OF US$100 MILLION 

HAS LE F'T THE COUNT RY WEEKLY, _ _ COM ME NT : TH i S RA TE WOULD 

BE NEARLY DOUBLE THE CAP ITAL LOSS EST! MA iED DUR! 1':G THE F' IRST 
1_.3(a)(4) 

:ElG~T MONTHS OF 1976 BUT CORRESPONDS TO OTHER INF'ORMATION 

C 

, 
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FURTHER DISSEMINATION AND USE OF THIS INFORMATION SUBJECT TO 
CONTROLS STATED AT BEGINNING AND END OF REPORT . 

( cwnflcatton J 

ON THE TOPIC,) iHI S AMOUNT WAS HIGHER DURING Tl-lE 

M!D·SEPTEMBER 8ANK RUN WHICH WAS CAUSED BY RUMORS THAT THE 

GOVERNMENT INTENDED TO FREE2E BANK ACCOUNTS, BUi THE DAILY 

A1.'ERAGE OF US$2e MILLION CAPITAL OUTFLOW STILL HOLDS TRUE; 

PEOPLE ARE CONTINUING TO TAKE THEIR MONEY OUT OF BANKSa 

AND ARE E 1 TH ER K EE PI NG I T AT HOME OR PUT i 1 NG I T INTO U , S , 

BANKS, SINCE 

1.3(a)(4) 

THE F 1 RS T OF THE YEAR, THE NET OUT FL OW OF U, S, D Ci.. LA RS HAS 1.3{a}(4) 

8 E EN O VE R TH E US $1 , 2 B I L L I ON L O A N ME X 1 CO W I L L RE de 1 V E FR OM 

THE INTERNATIONAL MONETARY FUND CIMF), -COM~ENT: THE . 
US$1,2 BILLION IMF LOAN WAS REQUESTED BY 0 RESlDENi LUIS 

E C H E VE R R I A ALVARE~ TO SUPPORT , THE F'LOTAT! ON OF THE 

PESO, 

EX PE Ci AT IO NS 

THAT MEXICO CAN PULL OUT OF THE CURRENT ECONOMIC SITUATION 

ARE SLI~, INFL.ATION IS RUNNING ABOUT 30 PERCENT ANNUALLY, 

AF'TER THE DEVALUATION, MEXICO GAINED THEORETICALLY ALMOST 

60 PERCENT OF THE WORTH OF THE PESO CIN TERMS OF INCREASED 

COMP ET IT !VENESS), AT THE END OF ONE YEAR, THE NET GAIN WI LL --

1.3(a)(4) 

,•'•;-· ( .. \ r~ . -::.· I .. . • 
\'~ ; 
\..,,).. ":" 
' ·, 

.. ,"-····------

1.3(8)(4) 
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CONTROLS STATED AT BEGINNING AND END OF REPORT . 

BE ONLY 20 PER CE NT ; AT THE END OF TWO y EA RS C AT 3 0 PE RC ENT 

INFLAilON), IT ~ILL BE MINUS 1~ PERCENT; AT THE END OF THE 

THIRD YEAR, IT WILL BE MINUS 40 PERCENT, ETC, iHUS, AT A 

C=RTAlN POINT, T~ERE WILL HAVE TO 9E ANOTHER DEVALUATION, 

JUST TO KEEP EVc:N, 

3, . ANOTHER DEVALUATION POSSIBLY COULD OCCUR IN THE 

NEXT FEW MONTHS, BUT WILL CERT AI NL Y HAPPEN IN THE NEXT 

THREE TO F'OUR YEARS IF STRONG ECONOMIC MEASURES ARE NOT 

UNDERTAKEN BY PRESIDENT-ELECT ' JOSE LOPE i: •PORTILLO. 

WHILE ANOTHER DEVALUATION MIGHT 

BE THE BEST THING FOR THE COUNTRY IN THE SHORT RUN, 

- IT WILL NOT BE UNDERTAKEN F'OR A VARIETY OF REASONS. FOR 

ONE, IT WOULD BE POLITICALLY UNWISE FOR LOPEi:•PORTILLO TO 

START HIS TERM WITH SUCH A CONTROVERSIAL MEASURE AS HE WOULD 

LOSE THE PEOPLE 1 S ALREADY SEVERELY SHAKEN CONF'IDENCE .AND 

CAPITAL J:"LIGHT WOULD INCREASE BEYOND WHAT IT IS NOW, 

4 , COM ME NT ING ON THE REM AR KS 

THAT MEXICO WOULD HAVE TO LIVE THROUGH TWO YEARS OF AUSTERITY, 

MEXICO COULD NOT MANAGE SUCH A 

1.3{a)(4) 

1.3(8)(4) 

..... 
'\-~ ' 

-.... ___,,,-
1.3(a){4) 

PROGRAM AS IT IS ALREADY FACING A SEVERE RECESSION IN 1977, 

1.3(&)(4) 
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(cla.,rlflcatt01t J 

MAJOR INDUSTRIES Or THE PRIVATE SECTOR IN M~XICO ARE LAYING 

OFF" PERSONNEL IN LARGE NUMBERS, THE MOTOR !NDUST~Y IS 

PARTICULARLY HARD HIT, THIS SITUATION·HAS COME ABOUT BECAUSE 

THE V IC IO US Cl R CLE CR EA TED BY THE DEV AL UA TI ON·, A LL V Ei-1 IC LES 

WILL HAVE TO BE INCREASED IN PRICE BECAUSE OF THE NEW.PARITY 

WI TH THE D DL LA R, TH US, FF.WFR PED PL E WI LL 8 E AB Le: TO PU RC HA SE 

THESE VEHICLES, FEWER.SALES HEAN FEWER PROFITS, ALSO, THE 

COMPANIES WILL HAVE TO SAVE MORE HONEY BECAUSE THE PESO IS 

WORTH LESS WHILE LABOR COSTS HAVE INCREASED, COMPANY SAVINGS 

AND LESS PRO FI TS A ND FEWER SA LES ME AN FEWER J 08 S, FEWER JOBS 

MEAN MORE P
0

EOPLE OUT OF WORK WITHOUT MG:~EY, THiS, IN iURN, 

ME ANS TH AT A LARGER SE GM ENT OF' S DC IE TY WILL NOT BE ABLE TO 

AFFORD TO BUY OTHER ITEMS WHICH MEANS FEWER ~LES OF OTHER 

MERCHANDISE, THE GOVERNMENT WILL HAVE TO PUMP HORE MONEY INTO 

THE ECONOMY FOR MORE JOBS AND SALES, MORE MONEY MEANS MORE 

INFLATION, HIGHER INFLATION MEANS THE PESO IS WORTH LESS, 

LOPE2-PORTILL0 WILL BE ABLE 

TO DO LITTLE TO STOP THIS RECESSION/INFLATION SPIRAL AND 

1.3(a)(4) 

H I S PO L I C I ES T O CO UN TE RA CT T H I S PR O 8 LE M W I LL P RO 9 A 8 L Y NO T. :,~-.-;;1'::-~" :·,·; -. i\ 
PRODUCE THE :JESIRED OR NEEDED RESULTS, ;; 

C 

I p••~ .,_ / 

• .. :..~- .,,-, _. 
',,, __ __; / 1.3(a)(4) 
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THE PR ES EN i 

GOVERNMENT IS HANDLING THE SITUATION POORLY, THE MAIN 

CA US E OF T HE P RO Bt. EM I S PR ES 1 D EN T EC HE VE RR I A W HO R EF US ES 

T!) TAKE THE AvVICE OF HIS ECONOl-'.lC ADVISERS AND WHO CHANGES 

HIS ti.IND ON ECONOMIC POLICIES FOR THE COUNTRY FROM DAY T_O 

NOT F"REE:!NG BANK 

ACCOUNTS OR ADOPTING POLICIES TO RESTRICT CAPITAL FLIGHT AT 

THE TIME OF THE PESO DEVALUATION WERE TWO MAJOR BLUNDERS 

COMMITTED BY ECl-iEVERRIA, 

6 I ONE OF ECHEVERRI A'S 

ECONOMIC ADVIS_ERS SAID THAT IN TWO YEARS MEXICO WILL BE i:"ACED 

WITH TWO ADDITIONAL PROBLEMS OF MONUMENTAL PROPORTIONS, i:"IRST, 

1.3(&)(4} 

1.3(a){4) 

1.3{a}(4) 

MEXICO WILL NOT RAISE SUFFICIENT F'OOD FOR ITS GROWING POPULATION, 

IT WILL THUS .HAVE TO IMPORT FOOD PRODUCTS WHICH WILL INCREASE 

-, --
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CONTROLS STATED AT BEGINNING AND END OF REPORT . 

IMPORTS AND WORSEN THE BALANCE OF PAYMENTS PROBLEM. SECOND, 

MEXICO CITY Af~D OTHER MEiRO::,OL!TAN AREAS WILL F"ACE A WATER 

CRISIS BECAUSE RURAL SECTOR POVERTY WIL.L DRIVE THE PEOPLE 

TO UP.BAN CENTERS, PRIMARILY MEXICO CITY, THEREBY COMPOUNDING 

AN ALREADY DEFICIENT WATER SUPPLY SITUATION, SUCH co.NDITIONS 

WILL INCREASE THE ILLEGAL IMMIGRATION OF" MEXICANS INTO THE 

UN l TED Si A TES. 

1.3(a)(4) 

7 . 
1.3(a)(4) 
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INFO OCT-01 150-00 CIAE-f.0 OODE-00 PM-04 K-02 INR-07. L-C3 

NSAE-00 NSC-05 PA-01 PRS-01 SP-02 • SS-15 USIA-06 

AID-05 COME-00 EB- 07 FRB-03 TRSE-00 Xl'!B-e2 OPIC-03 
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EO 116 52: GOS 
TAGS: PINT MX EGEN EFIN PFOR PINS 
SUBJECI': MONTK.Y POLITICAL KIGHLIGHI'S: OCTOBER 

POUCH ED: CARACAS, G UATEMELA, flJ ANAGUA, SAN JOSE, SAN S,t V AOOR, 
MADRID, USUN, ALL CONSlLATES IN MEXICO 

f£F MEXICO 12831 

1. SUMMARY: EVENTS IN OCT, PART !CUL.ARLY ECONOMIC, INDICAT~D THAT 
LONG ANTICIPATED DIMINUTION OF POWER OF OUTGO I NG ADM INSTRAT·ION' 
IS O~UR ING, Bur li ITH ffiES-ELECT LOPEZ PffiT ILLO CONSTRAINED POL I-
TI CALLY AND CONSTITUTIONALLY FROM ACTIVE ROLE, REStLT IS POWER 
VACUUM IN WHICH GOM IS LNABLE PROVIDE LEADERSHIP WHICH ECONOMIC 
SITUATION REQUIRES. GOM 'S 01EDIBILITY IS AT f.LL l'IME LOW, PUBLIC 
1END ING TO BEL !EVE OPPOSITE OF GOM PUBLIC PRONOUNCEMENTS. THIS 
LACK OF CONFIDENCE LED TO Fl.RT HER CA PIT lit. Fl IGHTS AND SECOND 
IEVALUATION IN TWO MONTHS, TO MORE RUMORS, AND TO MORE OPEN 
CRITICISM OF PRESIDENT. ~ITH ONE MONTH TO GO BEFOOE INAUGUR-
ATION, MEX !CANS ALL HAVE FING:RS CROSSED, HOPING MEXICO WILL 
MA KE IT. END SLM M ARY. 

2. ECONM IC SITU AT ION 
MEX !CAN ECONOMY IN OCT REMAINED CHARACTER It.ED BY CONFUSION OVER 
OOVT PO.. ICIES AND LACK OF CX)NFIOENCE IN GOM 'S ABILITY TO COPE 

CO NF U)i ~R' I DEClACS~r-=!E!> 
AUmO~nY 7 sN-!U:, 
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WITH CRISIS. TWO SPECIFIC DEVELOFMENTS OF NOTE WHERE REDUC.TIONS IN 
EXPORT TAXES AND SECOND DEVALUATION. FORMER VAS APPARENTLY 
tECIDED BY PRESIDENT IN RESPONSE: TO PRIVATE ~CTOR PRESStRES. 
TWO DAYS LATER BANK OF MEXICO ANNOUNCED RESl.MPTlON OF ·FLOAT, 
RAISING PE SO BUY ING RATE NEXT DAY FROM 19. 9 TO 26. 5 PE SOS PER 
OOLLAR. NOV. l RATE IS 25.58. DECISION TO RESU'1E Fl.OAT, WHICH 
TECHNICALLY NEVER ENDED, WAS APPAREt-ll'L Y TAKEN TO SI'EM CONTINUING 
FLIGHTS OF CAPITAL. IT APPEARS THAT MEASlRE REDUCED CAPITAL our-
FLOWS, BUI' BY HChl MUCH IS UNCERTAIN. ONE HOPEFlL DEVELOPMENT WAS 
MEASURE REACTION OF LABOR, WHICH FOR MOMEt-ll' IS REFRAINING FROM 
MAKING NEW WAGE DEMANDS. BUI' NEW RATE SE:NI' SHIVERS DOWN SPINES OF 
BJSINES8'1EN WITH LARGE FOREIGN DEBTS. GOM ECONOMIC OFFICI,t.S ARE 
AWARE OF CONF !DENCE PROBLEM, AND LAMENT THAT, FCR "PCl.. IT !CAL 
J£ ASONS ", <READ ECHEVERRI A'S SEN Sf.I' IV IT Y>, PRES-ELECT '1. P 
C~NNOT COMMENT PUBL !CLY ON FRESENT SITUATION. THIS MAKES 
N 0V. LOOK LIKE ANOTHER BLEAK MOt-ll' H • 
• 3. THERE IS NO CURRENT DATA ON ECONOMIC SITUATON, BUT WE 
SUSPECT THAT CAPIT/t. FLIGHT SINCE SEPT. 1, HAS RESlLTED IN ZERO 
~OWTH RATE OF MONEY SUPPLY. IN LIGHT OF PRICES INCREASES SINCE THIS 
TIME, IT SEEMS TO US LIKELY THAT VOL I.Jl1E OF TRANSACT IONS W ll.L 
CECLINE. THIS .WOlLD LEAD TO LOWER REAL ffiOWTH RATE FOR 1976 THAT 
4 PERCENT BE ING FORECAST BY IMF. 

4 E~EVERRIA, JL P AND INTERREGNI.M 
TRUE TO HIS PRCJl!ISE YEAR AGO, TO "V~K FOR MEXICO" UP TO HIS 
LAST M01ENT IN OFFICE, PRES ECHEVERRIA HAS BEEN CRISSCROSSING 
COUNTRY AS THOUGH)£ WERE CAMPAIGNING, MEETING All NIGHT WITH 
CAMPESINO GROUP IN SONORA, • 
INftJGURATING PUBLIC WORKS IN HIDl'LOO, BLASTING PRIVATE SECTOR 
IN NUEVO LEON <SEE MEXICO 13366>, INSPECTING MILITARY FACILITIES 
MD PRAISING ARMED FORCES IN Ql£RETARO, AND, IN OAXACA, ACCUSING 

"CERTAIN SECTORS" OJi TRYING TO ~EATE PROBLEMS FOR J..P. 
WHILE PRESS HAS HEADLINED Tl£SE PRESIDENTIAL fRONOUNCEMENTS 

~D ACTIVIITIES, THERE IS fl.SO BEGINNING TO BE MORE OPEN CRITICI9! 
G' E<liEVERRIA. FmMER PRES ALEMAN, ASKED BY REPORTERS TO CHARACTER-
IZE LEA ADM INST RAT ION, SA ID HISTORY WOlLD HAVE TO BE JUDGE, 
COMMENT WIDELY INTERFRETED TO MEAN THAT SINCE llEMAN HAD NOTHING 
NICE TO SAY, HE SAID NOTHING AT tLL. UNAM RECTOR SOBERAON CRITI-
CIZED "Bl.REAl.CRATIC EXPLOSION" Ji~ CONTRIBUfING TO GOVT . 
tEFICIT, ECONOMIC COMMENI'ARY INCREASINGLY BLAMED MALA• 
ADMINSTRATION AS CHIEF CAUSE OF DEVALATION, PRIVATE SECTOR SPOKES-
MAN OPENLY SAID GOM 'SLACK OF CREDIBILITY VAS REASON JiCR CONTINUING 

60Nf H>E Nf IAL 



RECEIVED AT ______, 

MAIN TREASUR¥ 11El!E~MMWNICATflON OEiNTER 
FOR INFORMATK>N ANO, SERVICE -8l!A --~ RETRIEVAL AND COPIES -~i1 

.-. -
:· -- - -- - ·- -~1 .. .... .. 

69N f !BE Nf !Al 

PA GE 03 MEX I (X) 13934 020134Z 

CAPITAL FLIGHT, AND MONTERREY BUSINESS COMIIJJUNITY REACTED TO 
!tHEVERRIA -S BLAST WITH DEVASTATINLY HOSTil..E PCLITICli.. ADS. 

6. WHILE ECHEVE'RRIA HAS BEEN R..AYING WITH SYMBOLS OF POWER, JLP 
HA s BEEN IN VIRTUAL SEO.. usr ION IN IHIS COYOACAN HQS, CONSI' ITU-
n ON ALLY AND PQ rr I Cftll y CON sr RA I NED FROM EXERCISE OF POtlER. 
DURING OCT· HE APPEARED IN Pl.BL IC TWICE, BOTH TIIIJJES WITH EC>£VER IA. 
CONSEQUENCE IS INTERREGNlJl1, AT TIIIJJE WHEN MEXIOO CAN ILL AFF~D IT. 

7. RUMORS CONTINUE • 
R.lfllORS CONTINUED TO FLOIBISH DURING OCT AND GOM CONTINUED TO 
TRY TO REFUTE THEM IN LOil KEY MANNER, PROBABLY REALIZING THAT 
DIRECI' REFUTATION WOtLD ONLY LEND THEM CREDENCE CFQ..LOW ING GOM 
IENIAL THAT OCT 12 BLACKOUT AFFECTING FEDERAL DISfRICT AND FIVE 
STATES HAD f:EEN CAUSED BY SABOTAGE, PIEXICANS WERE SAYING "I TOLD 
YOU IT WAS SABOTAGE •• THEY DENIED IT."> ,I.THOUGH JLP•s CAN• 
CELLATION OF HIS PANAMA AND COLOMBIA TRIP FROBABL Y WAS, AS HE 
SAID, DUE TO HIS WISH TO WCftK ON HIS ECONOMIC PROGRAM, MANY 
SUGGESTED PRIVATELY THAT HE WAS AFRAID TO LEAVE COUNTRY FOR 
FEAR PRESIDENT WOU.D SOMEHOW TAKE ADVANTACE OF HIS ABSENCE. 
RJMORS ABOUT ARMY'S INTENTIONS SlDDEN.. Y APPEARED, LEADING 
PRESIDENT PUBl.IO.. Y TO PRAISE ARMY'S LOY Ii.TY AND SEJI! I-OFFICIAL 
EL NICIONAL TO DO LIKEWISE IN BOTH EDITORIN..S AND CARTOOONS 

(MEXICO 13749). VERSIONS or THIS RUMOR VARIED, ONE SUGGESTING ARMY 
(]iF ICERS HAD THREATENED BOTH ECHEVERRIA AND JL PW ITH MILITARY 
INTERVENTION Uft..ESS CERTAIN ~SPECIFIEDCHAN(ESWERE MADE, ANOTHER 
VERSION < SOM EV HAT CLOSER TO TRUTH, WE SUSPECI') HAVING IT THAT MIDDLE 
mADE OFFICERS HAD EXPRESSED THEIR UNHAPPINESS IN GENERAL TERMS 
TO MEX&l:CDEF CUENCA DIAZ. WITH RU'10RS AND ECONOMIC SITUATION 
EA~ E~ OURAGING OTHER, MOST fll!EX ICANS HAVE FIN<ERS CROSSED, 
INX I oust. y AWA IT I NG DEC. l INAUGl.RAT ION or JI.. P. 

8. FOREIGN AFFAIRS, MORE DISAPPOINTMENTS 
DIPL 01 ATS, POL OBER SERVERS, AND EVEN SO,, E FCRE I GN SECRETARIAT 
CJ'FICIALS VERE TAKEN BY SlRPRISE BY ocr 18 ANNOUNCEMENT OF 
CF PRES E Qi £V ERR I A' S AV A IL AB IL IT YFOR UN SECY GENERALSHIP. 
ALTHOUGHECHEVERRI•A DESIRE FOR POSirlONWAS NO SECRET, Ir HAD BEEN 
A5SUMED HE WOU.D NOT DECLARE CANDIDACY DOOMED TO FAILl.flE. 
WHY ECHEVERRIA AND GOM APPARENTLY BELIEVE HE HAS CHANCE IS 
NOT CLEAR. OUI'SIE POSSIBll.ITY EXISTS OF PRC VETO or ANY NON-
lH IRD WORLD CANDIDATE <ALTHOUGH REPORTS I NDICATE THIS IS NOT SO). 
IT IS ALSO POSSIBLE THAT ECHEVERRIA EXPECTS, IN LOS ING, TO BE 
CFFERED ANOTHER SENIOR UN POSIT ION. OR ECHEVERRI •A DECLARATION MAY 

HAVE RESlLTED FROM PERSONAL FRUSTRATION AT NOT HAVING BEEN 
GONFIDENr HL 
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AWARDED NOBEL PRIZE (ANNOUNCED ocr 15) AND PERHAPS UN\IITTIN<LY 
ENCURAG:D BY MEXICAN UN MISSION LACKING COi.RAGE TO GIVE HIM HONEST 
""PRAISAL OF HIS CHANCES. 

9. FINAL FOREIGN AFFAIRS DISAPPOINTMENT ALMOST CERTAIN.. Y AWAITS 
ECHEVERRIA. PRESIDENT HAS MADE IT 0..EAR C THREE TIMES IN PAST WEEK 
ALONE> THAT WE WOU..D LIKE TO E~ HIS REGIME WITH RESTORATION 
CF DIP REL AT IONS WITH SPAIN AND SENT HIS TOP FCREIGN TRADE MAN 
TO RENEW T RAIi: REL AT IONS, INTERRUPTED LAST YEAR WHEN ECHEVERRIA 
MOVED TO GET SPAIN OUTSTED FROM UN FCR EXECUI'IVE BASQl£ TERRORISTS. 
YET ALL REPORTS INDICATE SPAIN, srn..L HIGK..Y RESENTFU.. OF 
ECHEVERRIA 'S ACTIONS, WD..L WITHHOLD FMMAL DIP RELATIONS 1.M'IL 
J..P TAKES OFFICE ON DEC. 1. 
JJJA 
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FURTHER DISSEMINATION AND USE OF THIS INFORMATION SUBJECT TO //2'-/ 
CONTROLS STATED AT BEGINNING A~D END OF· REPORT. . L--

THIS IS AN INFORMATION REPORT, NOT FINALLY EVALUATED INTELLIGENCE 
====---

CITE 

DIST 27 QCTOBER 1976 

Mex IC 0 

L..UE OCTOBER 1976 

DISCREPANCIES BETWEEN VIEWS Or OUTGOING AND 

INCOMING ADMINISTRATIONS IN MEXICO 

1.3{a)(4) 

.. :,.·:·"i::;~~~--, .. 
I ......, ,:' • 

; •: ;; . 
_:Ji 
-~; 

-~; " ,· ...__,,,,, 

1, AL.THOUGH INCOMING PRESIDENT JOSE L O P E c -

p ORT I LL O WAS H~NOPICKED BY PRESIDENT LUIS EC H -EVER RI A 

ALVAREe AND THERE HAVE eeeN MANY SIGNS Or COOPERATION AND 

IDENTirICATI0N BETWEEN TW~ TWO, IN RECENT WEEKS DIFFERENCES Or 
~~r;oved for Release JUL 1995. 1.3(a)(4) 

... . . , - · 
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OPINION, PARTICULARLY WITH RESPECT To THE HANDLING OF ECONOMIC 

PR 08 LE MS , AP PE AR TO HA VE O EV EL OP ED 8 ET WE EN THE TWO MEN , 

2, ASSOCIATES OF' LOPE2-PORTILLO HAVE INDICATED THAT, 

WHILE ECHEVERRIA REMAINS IN OF'FICE, THE PRESIDENT-ELECT WILL 

RErRAIN rROM MAKING ANY COMMENTS WHICH COULD BE iNTERPRETED 

AS CRITICAL OF THE PRESENT ADMINISTRATION. AT THE SAME TIME, 

HOWEVER, THEY ARE NOT HIDING THEIR VIEWS THAT THE ECONOMY OF' 

THE co UN TR y HA s BE EN MI s MA NA GED s·y E CH EV ERR I A AND TH AT THE 

CURRENT INF'LATIONARY WAVE AND DRAMATIC WEAKENING OF' THE 

PESO ArTER THE 31 AUGUST F'LOTATION HAVE BEEN CAUSED PRIMARILY 

BY THE LOSS Of CONFIDENCE IN THE ~CHEVERRIA ADMINiSTRATION 

AND THE LATTER'S UNNECESSARY CATERING TO LABOR, 

3, THOSE CLOSE TO LOPE~•PORTILLO rEEL THAT PRESIDENT 

ECHEVERRIA HAS MISMANAGED BOTH THE FLOTATION OF THE PESO AND 

THE SUBSEQUENT I-UNCLING OF' THE ECONOMY, THE RESULT IS THAT 

NONE OF' THE BENEF'ITS WHICH COULD HAVE BEEN EXPECTED FROM 

F'LOTATION WERE REAL12ED AND THAT THE UNCERTAINTIES REGARDING 

Tl-lE ECONOMY ARE AS GREAT, IF NOT GREATER, TWO MONTHS AFTER 

THE ORIGINAL FLOTATION AS THEY WERE PREVIOUSLY, 
·,· :,,...--s IGNI F"I CANT D IF'FERENCES E"XI ST BETWEEN THE OUTGO ING 

- 1.3(8)(4) 
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AND INCOMING PRINCIPALS WITH RESPECT TO ATTITUDE TOWARD THE 

PRIVATE SECTOR, EMPHASIS ON F'OREIGN POLICY, F'OREiGN TRADE 

AND INF'ORMATION POLICY, GENERALLY SPEAKING, THE LOPEi:·PORTILLO 

CAMP WISHES TO CREATE CONDITIONS TO RESTORE INVESTOR CONF'IDENCE 

WHILE AT THE SAME TIME REDUCING GOVERNMENT EXPENDITURES' BY 

APPLYING ESSENTIALLY COMMERCIAL CRITERIA TO F'OREIGN POLICY 

AND F'OREIGN TRADE, WITH RESPECT TO INFORMATION POLICY, IT IS 

INTENDED TO CENTRALii:E IN~ORMATION GUIDANCE AND TO UTILli:E 

IT PRIMARILY F'OR THE PROMOTION OF' THE ECONOMIC OBJECTIVES OF' 

THE GOVERNMENT, 

5, LOPEi:•PORTILLO IS DETERMINED To WITHHOLD BOTH POLICY 

STATEMENTS AND THE ANNOUNCEMENT OF APPOINTMENTS IN THE NEW 

ADMINISTRATION UNTIL 30 NOVEMBER IN ORDER TO AVOID DEROGATORY 

REFLECTIONS ON ECHEVERRIA, HE FEELS THAT THE PROPOSED 

APPOINTMENT OF' CERTAIN INDIVIDUALS OR THE FAILURE TO APPOINT 

OTHERS WOULD BE ANALYi:ED AS REFLECTING . DIFFERENCES IN POINTS 

OF VIEW, WHILE SUCH DIF'F'ERENCES EXIST AND WILL BECOME 

OBVIOUS, HE DOES NOT WANT THEM PUBLICii:ED AND DISCUSSED 

WHILE ECHEVERRIA IS STILL PRESIDENT, 

6 ' 

1.3(&)(4) 

1 
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'.o:: 1 tc:• HE HILL HAVE ro RE:STABt.rs1-1_ ·PR·1v1.rs-~1::cr·oR cot-n:)oEr;cE 

~; : i :<: GOVEni~M-i:NT. ' HE ALso ··BEUEVES T_14AT THERE CAN . SE NO 
.. 

;~,~:;,~o:-\ lc RECOVERY W!TH -OUT RESTORrnG LABOR D!SCIPLP~E AN!) . 
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--T!!E 'PERFO~ANCE OF M.a.NY LOCAL OFFICIALS IS UN!':!~R 
CLOSE SCRUTINY. 

F~"9ASSY CO~J.!E!\"T: IT t.70ULD OOT BE SURPRISI:t-13 IF, lJI'!F ".'F'E 
REFERENDUM OVER, MARCOS ?.1OVES TO EASE OUT UNCOOPEAATIVF 
GOVERNMENT OFFICIAI.S AND "0ETIPE .~GI~ CABINET "!E~BE'RS. BY 
UTILIZI}!:; A GRADUAL APPROACH, F.E MAY AVOID '!'HE STROt"G BACK-
L.~SR OF "DESEN'IMENT CAUSED BY THE SUDDEN AND B..~Dr,Y-EXECUTED 
PURGE OF LATE 1975. (LIMITED OFFICIAL USE) "!A'NIIA 16622,. 
1 '? /27.) 

3. MEXICO: 'F!INTS OF ~ILITARY DISCONTENT 

. AN AMERICAN BUS!t-."ESSMAN ALLEGED TO EMPASSY ~EXICO '!'H'AT 
~IDDLE GRADE ~ILITARY OF'FICFRS SENT A LETTER TO DEFENSE 
SECRETA~ CUENCA DIAZ, EXPRESSIN3 UNF.APPINFSS C"IVF~ ~F 
STATUS OF THE ~IUTARY t.,ITEIN TF.'E NATIONAL pOWER ~TRUC-
TU?.E. PURPORTEDLY, THE LETTER: 

--,:.,AS DEFERENTIAL IN 'TONE BUT VOICED CONCE~N OVER 
COR..RUPTION AND OTHER c;OCIAL AND F.COOOMIC PP.OELEMS; 
AND 

--DIPLOMATICALLY CO:t-!TENDED 'T'P'AT THE MILITARY IS CAP-
ABLE OF MAKI?-.~ A LARGE~ CO!ffRIBUTION AND SFOULD FAVE 
A POLE IN NATIONAL DECISION MAKIN3. 

E!-!BASSY COMMENT: 'T'F.AT SOMETHIN:; IS ASTIR IS FVIDENT. 
~UMORS OF THE LETTE,,, i,rHICF. to ES REFLECT THE VIEWS OF ~OST 
MII>-LEVEL OFFICERS, 'F!A VE EMERGED FROM OTEER SOURCES. ~ND 
PRESIDENT ECHEVERRI,a, ON A TOUR OF M!UTARY INSTALLATIONS, 
PU3LICLY CONDE!-(NED SMALL 't.fIOORITIES WF.O LOOK '!'O 'T'PE 
A'PMED FORCES FOF 't)E TION OF COUPS WRI~ _ 
IN OTHER COUNTRI E'S ( C8HPt DErH I AL, M EXTCO 1 37 49, 1 0/ 2A.) 
KrssI~ER • 1 ; tr 
B'!' Ji ) ) 
/15585 

DECLASSI Fl ED 
E.0. 12356, Sec. 3.4. 

A a q.5 ::1 ,4! i ':I 5tah f-h-, .1-I ,,Jq~ 

By tJ? l:t ,NARA, Date aj ~4 / 95 • ·- ifH&li1M•• I 
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y W_ o.-11e§/-'e ~. m:a Date : November 3, 1976 · 

MEMORANDUM FOR: SECRETARY SIMON 

From : William N. Morell, Jr. 
Special Assistant for National Security 

Subject: National Intelligence Estimate (NIE) on Mexico 

Embassy Mexico has prepared a lengthy and useful cable input 
to the NIE that the Director, Central Intelligence, is having 
prepared at your request. The Treasury Attache was extensively 
involved in the preparation of the Embassy message, the highlights 
of which are summarized below. 

. Deteriorating economic conditions in Mexico have already 
caused considerable social and political turbulence. Nevertheless, 
because of the Mexican political and social structure, the Embassy 
sees little threat to political stability as long as there is 
relative unity among key interest groups in the ruling party (PRI)o 
Organized labor, which in recent years has been moving increasingly 
outside of the traditional government party structure, is the most 
likely source of trouble. 

The Mexican industrial sector is monopolistically organized 
and produces a high priced product that, with few exceptions, 
cannot compete in the world marketo Corruption and import licensing 
also impact to diminish the possibilities for the expansion of 
Mexican manufactures, even if inflation can be controlled. Removal 
of US import restrictions, therefore, would be of limited help to 
Mexican manufacturers. It is, nevertheless, anticipated that Mexico 
will continue to call for "special treatment" because of her status 
as an LDC and because of belief in a "special relationship" with the 
us. 

The Embassy believes ·that the IMF has understated the severity 
of the economic disequalibrium in Mexico and overestimated Mexico's 
growth potentialo Wharton forecasts a 1979 Mexican current account 
deficit of $4o3 billiono Other studies point to a $500 million 
deficit. (Additional analysis is obviqusly requiredo) Given 
Mexico's balance-of-payments pro~lems, a fairly rigid import control 
system will have to be maintained. •Capitil reflows are not likely 
to be sufficient to cover requirements for the public sector, and 
financing for private sector investment is uncertaino President-
elect Lopez-Portillo intends to restrain the rate of growth in t he 
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public sector but not to reduce public sector spending. Thus, 
the burden of adjustment will fall heavily on the private sector, 
ana private sector confidence is the critical factor in stability 
and progress. 

The Embassy estimates, based upon PEMEX data, that Mexico 
has the capacity to expand its oil output by at least 100,000 
barrels per day per year for at least the next 5 years. (CIA/OER 
maintains that an all out development effort would allow Mexico 
to produce 2.7 million barrels per day and export 1.5 million in 
1980.) Lopez-Portillo will probably direct a rapid expansion of 
oil production to help alleviate Mexico's payment problems. The 
Embassy notes that the US could encourage increased Mexican oil 
development by providing favorable Ex-Im credits, but cautions 
that there is little probability that foreign companies will be 
allowed to develop Mexican petroleum resources. 

The Embassy also comments extensively on a variety of other 
subjects including rationalization of land reform, illegal emigration, 
internal political problems, cooperation in narcotics enforcement 1 and foreign policy. The Embassy notes that, while Lopez-Portillo s 
conduct of foreign policy will be characterized by a decrease in 
anti-US rhetoric and a softening of antagonistic public attitudes, 
his basic position will remain that of a Mexican .nationalist and 
that any attempt by the US to "overembrace" him could be counter-
productiveo 

.. 
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BOARD OF GOVERNORS 
OF THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date. __ N_o_v_e_m_b_er_3_,_1_9_7_6_ 

Chairman Burns 
To·------:------------

Fro~m-4--_J_a_n_w_._K_a_r_c_z~~~~r/ ______ _ 

Subject· Governor Baffi's testimony 

in the Italian Senate 

The attached "Reuters" story is summarized in today's International 

Digest (item# 1). You may want to note the paragraph marked in red in the 

xeroxed copy. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

To: 

From: 

November 3, 1976 

Chairman Burns ---Ted Truman eYJ1,, / 
Subject: Cables on Mexico 

Attached are four cables that we 
received today from Mexico: 

Mexico 13923: Possible Revision of IMF Program 

Mexico 13924: Ambassador Dent's Visit to 
Mexico, Nov. 19 

Mexico 13934: Monthly Economic and Political 
Highlights: October 

Airgram A-28: Businessmen's Roundtable 
September 1976 

cc: Governor Wallich 

l L t C.i 11.3 
t.,~ . 
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NA 
EIND,MX 
BUSINESSMEN'S ROUNDTABLE --SEPTEMBER, 1976 

S U M M A R Y 

The latest in the series of monthly Businessmen's 
Roundtables was held at the Consulate General 
on September 30, 1976. Nine local executives 
joined Consul General Lambert, Commercial 
Officers Carter and Glass, and Branch Public 
Affairs Officer Niemeyer for a wideranging 
discussion of the business outlook in the after-
math of the peso devaluation, the labor situa- ,o 
tion in each of the companies represented, o:! 
business/government relations in Mexico, and o 
other topics. After introductory remarks by 
the Consul General, each of the businessmen i') co made his presentation in turn. 

********************** 

DEVALUATION 

Most of the companies represented were fairly well 
prepared for the devaluation. At the same time, the 
executives expressed the belief that the second order 
effects of the devaluation would be serious and neg-
ative. 

A manufacturer of cutlery and springs confided that 
he had clearly foreseen a devaluation , but had been 

LIMITEQJ;)J;'1J;;~c;.;J;BiJ.. USE 



LIMITED OFFICIAL USE 
Page 2 of 5 
A-28 from 

MON'rERREY 
October 12,1976 

surprjsec}by the magnitu de 0f the parity change. Holding large, 
precautionary dollar balances, his firm made a "fabulous" peso 
profit from the float but now faces a substantial GOM tax bite 
on its speculative earnings. A manufacturer of chemical and 
refinery equipment noted that he had moved from dollar to peso-
denominated obligations as early as March and took out a large 
peso loan irt May. A manufacturer of cylinder liners said 
he also had kept his dollar-denominated obligations small, 
except for a relatively small do l lar loan. A crane mant1facturer 
happily reported that his firm ' s financial commitments had a 
dollar exposure of no more than 20 , 000 dollars. 

LABOR RELATIONS 

Labor relations were the greatest concern of the roundtable par-
ticipants. Slack orders and cancellations have forced the 
manufacturer of cylinder liners to lay-off fifteen pe~cent of his 
workforce and further lay-offs are possible. His firm now faces 
demands for a full 23% wage hike , after having negotiated an 
18.5 % increase in May . He added, however, that the 18.5% figure 
included some rearljustments in fringe benefits such as lunch 
hours and transportation allowances. His firm's real labor costs 
rose only about 10% in May . A motel manager noted that he was 
presently negotiating with his workforce and that he would pay 
the 23% hike proposed by the GOM only if the workers agreed to 
a lay-off of 35 percent of his employees. The alternative to a 
cut in staff, he said, was to close .down the motel, which has been 
losing money for several years. The crane manufactu re r had too 
big an order backlog to lay-off staff but was troubled by the 
23% wage hike. His firm had already boosted wages by close to 
23% in June and was now faced with the GOM's de facto decree to 
raise s::i.J.aries another 23%. He felt he had no option· save to 
pay the 23% or face a GOM labor relations board where "the cards 
are stacked'' against his firm. A manufacturer of farm machinery 
observed he was currently in the throes of negotiating a wage 
increase. Despite GOM sanctionfor a 23% increase, his workers 
had already lowered their demands to 12% and he intended to pay 
no more than 10%, even at the cost of a strike . However, the 
manufacturer of chemical equipment stated that he had already 
granted his workforce the "recommended" 23% wage raise and was 
revie0ing an increase for his white collar workers. 

LIMITED OFFICIAL USE 



LIMITED OFFICIAL USE 

BUSINESS TRENDS 

Page 3 of 5 
A-28 from MONTERRE' 
October 12, 1976 

The Monterrey-based representative of a US railroad estimated 
that the post-devaluation volume of Mexican imports was down 
70%, while export levels were unchanged. The drop in import 
volume was due largely to a flurry of cancellations of orders 
placed prior to devaluation. Some items, he opined, are of 
such vital importance to companies'operations that their import 
levels cannot be reduced. Scrap for the steel industry and 
silica sand for glassmakers are in these categories. He believes 
that business recovery will take 4-6 months --as it did after 
the peso devaluation in 1954. 

Surprisingly, the motel manager stated that devaluation has pro-
duced no tangible benefits. He could only conclude that word 
has not yet reached to American tourists, who comprise 90% of 
his normal clientele. He does not plan to raise lodging prites 
(despite GOM authorization for a 20% hike) since he seeks to 
maximize volume. Monterrey hotel managers, he said, have or-
ganized in self-defense to boycott hotel suppliers who raise 
prices without justification. For example, when fish suppliers 
raised prices by one third, hotel kitchens stopped preparing 
fish dishes. Overall, business is not good and he estimates 
his hotel will be in the red by 3 million pesos in the current 
fiscal year. This will follow several years of losses, which 
his firm has accepted as the "price" for the opportunity of 
selling hotel franchises in Mexico. Since Mexican s usually seek 
foreign equity to go along with their hotel franchises, franchise 
sales bave not gone well. His firm now sees better prospects in 
Central America. 

The manufacturer of cutlery and springs had to raise prices 
close to 40%, He cancelled a backlog of orders to be filled at 
former prices. As a result, cutlery sales fell by 35% in peso 
value in September, but he is optimistic for a full sales re-
covery within 4-5 months. September sales of springs fell to 
50% of normal, with some price resistance from spring consumers 
who Jre themselves subject to price controls. Management does not 
expect o quick recovery in demand for springs. 

The manager of the company producing chemical and refinery 
equipment presented a brighter picture, stating that miny of his 
orders were written with escalation clauses and that the customized 
nature of his products eliminated the restrictiveness of price 
controls. 
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An engineer/consultant for the plastics and diecasting indus-
tries was patently pessimistic. He knows of five pending plas-
tics projects that have been shelved. One project may go forward, 
since the Mexican partner has funds in the US which he cari now 
"safely" repatriate in the form of US machinery, using invoices 
pre-dated prior to devaluation. This ruse will conc~al the fact 
tha t the original purpose of his deposits in the US was purely 
speculative. One proposed machine tool project is piobably dead 
since it aimed at exporting 80% of its production. A 7.5% export 
tax, coupled with an estimated 40% wage hike over the next year, 
will make exports noncompetitive. • 

According to the plastics consultant, in-bond assembly firms 
are being seriously affected by the government-mandated wage 
raise. One such firm, he said, has moved from the Mcxica~ to the 
US side of the border and has found that higher productivity more 
than compensates for higher US wage rates. Lack of CTM union 
pressures in Texas, according to· him, was another gain realized 
by the company's move to th~ US. 

The manager of the farm equipment firm computed that devaluation 
has de creasea his firm's export competitiveness by 8%. He 
explained that local costs are up 25-30%, that GOM export 
subsidies Certificado de Devoluci6n de Impuestos (CEDis) with a 
22 % after-tax value arenow gone, that a 6.8 % export tax is now 
in effect, and that imported components, even wi.th lower duties, 
are up 47-50%. The chemical equipment manufacturer joined in 
to note that his imported component costs are up 47% in terms of 
pesos, despite lower import duties. The manufacturer of cy linder 
liners noted simply that, unless CEDis are restorea, his fi.rm 
just cannot quote for export sales. In addition to removal of 
the CEDis, his firm's exports now face a 10.5% export tax, which, 
when combined with higher labor costs and increased costs for 
imported machinery and components, removes any ircent ives to 
export that might have arisen from the devaluation. 

GOVERNMENT RELATIONS 

The manufacturer of agricultural machinery is very pessimistic 
about his firm's futrire. Since agriculture in Mexico is such a 
pol itical ly sensitive area, his firm has been sub -;ect to rigo1:·ous 
price control measures, which he expects will continue at both 
wholesale and retail levels. In addition, he estimates that the 
GOM now controls 65 % of the agricultural machinery sector, which 
me ans his firm i.s in .direct competition with the (.;() M. He has 
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responded to "Mexicanization" presures by selling 25% of his 
shares to a Mexican financial institution and placing 20% in 
escrow. He rejected a recent Nacional Financiera,S~A. 's 
attempt to acquire 51% equity role in his firm. - -

Several participants scored the GOM for being a "slow payer". 
The manufacturer of refinery equipment cited Petr6leos Mexicanos 
(PEMEX) as slow to meet its obligations, but his firm has no 
choice but to bid on big, new PEMEX contracts. He conceded that 
PEMEX met its obligdtions quickly on international procurement 
'since these transactions are funded out of dollar balances 
maintained in New York. He also noted that PEMEX was more prompt 
in paying for necessary repair parts than for th2 original items. 
The spring manufacturer concurred that P.EMEX normally paid 
domestic suppliers after a 150-180 day delay; he noted that his 
firm simply stopped selling to the Mexican railroads as collection '.· 
took 2-3 years . . The manufacturer of agricultural equipment added 
that his firm had traditionally avoided direct sales to the slow-
paying GOM and could afford to do so since there was no lack of 
private demand. 

Executives of several firms commented on their relations with 
MEXINOX 1 a French-Mexican firm established for the eventual 
manufacture of stainless steel in Mexico. Until such time as 
production starts, MEXINOX will hold exclusive rights to import 
stainless steel into Mexico and the concomitant right to charge 
a commission on stainless steel imported for the use of other 
firms. The crane manufacturer noted that MEXINOX is close to 
a year behind schedule in starting-up production and that the ~e 
were rumors that MEXINOX would lose its import monopoly. He 
confided that he had "persuaded" MEXINOX to import stainless 
steel for his firm's account by threatening to withhold supply 
of cranes his company is constructing for the MEXINOX plant. 
The manufacturer of refinery equipment volunteered that his firm 
had obtained limited success in obtaining GOM import licenses 
for stainless steel, despite MEXINOX's official monopoly. In 
addition, he had persuaded PEMEX to apply for stainless steel 
import licenses to avoid paying MEXINOX's high commissions . 

The manufacturer of refinery equipment, heavily dependent on 
PEMEX for sales in Mexico and unsure of its export competi ti venes::, 
in the wake of devaluation, is concerned about a GOM slowdown 
in public sector spending. Although his firm has not had eny 
of its contracts with PEMEX cancelled, a prominent seller of 
tubing to PEMEX has already had at lea~t one of its m~jor 
contracts cancelled. ;~~/r 

LAMBERT 
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TO: Chairman Burns 

FROM: Edwin M. Truman 

October :l, 1Y76 

SUBJECT: Status of Mexico's Applications for Drawings 
from the IMF 

I. The IMF has issued two papers presenting the background 
material on Mexico's applications to make IMF drawings. 
These· papers will be discussed by the IMF Executive Hoard 
on October 27. The drawings are: SDR 134 million on the 
first credit tranche; SDR 185 million under the Compensatory 
Financing Facility; and a drawing that would eventually 
total SDR 518 million under the Extended Fund Facility. 
(Mexico this week drew its SDR 98 million reserve -- gold 
tranche.) 

II. The most important of these proposals is that for a 
drawing under the Extended Fund Facility (EFF), the actual 
drawings would be phased over a three-year period starting 
on January 1, 1977. These drawings will involve an agreed 
program with the IMF. The program that has already been 
agreed with the IMF management will have to be "ratified" 
by the new Mexican Government after it has taken office on 
December 1. 

III. The objectives of the three-year EFF program are 
as follows. 

A. Raise the investment-to-GDP ratio by at least 
one per cent per year over the next three years. (The 
ratio averaged a bit over 21 per cent in 1972-75.) 

B. Reduce the public-sector deficit to 2.5 per cent 
of GDP by 1979. (The IMF figures show a 9.3 per cent figure 
for 1975 and an estimated 8.2 per cent for 1976.) 

C. Follow an incomes policy directed at achieving 
a convergence between Mexican and U.S. nominal wage increases 
adjusted for productivity. 

D. Reduce external public-sector borrowing to at 
least one per cent of GDP by 1979. (The figure for 1975 
was 5.2 per cent.) 

. • 1 
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E. Follow an exchange rate policy consistent with 
balance-of-payments equilibri um without resorting to import 
restrictions and export subs i dies, which have already been 
reduced somewhat. 

IV. 1977 :drawings urider the EFF program would be SDR 200 million. 
The one-year targets associat ed with this three-year plan 
are as follows. 

A. Achieve an increase in the Bank of Mexico's net 
international reserves that i s no less than the increase 
in domestic currency issue. This target will be applied 
quarterly. 

B. Public sector external borrowing in 1977 will be 
limited to no more than $3,000 million compared with more 
than $5,000 million in 1976. This target will be applied 
quarterly. An effort will a l so be made to lengthen the 
maturity of the external pt.b l ic debt. 

C. The public sector deficit in 1977 will be limited 
to Mex $90 billion compared with an estimated Mex $88 billion 
for 1976. This target will be applied quarterly. The 
reduction in the size of the public sector deficit as a per 
cent of GDP will be achieved primarily through an increase 
in taxes and other public sector revenues. The increase in 
public sector employment is supposed to be less than 2 per 
cent. 

D. Monetary policy wi l l be conducted in a manner 
consistent with the reserve and budgetary targets. 

E. Mexico is also pledged not to increase non-tariff 
barriers or impose other payments restrictions for balance-
of-payments purposes. 

cc: Governor Wallich 
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