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RESTRICTED - Y. Maroni
November 4, 1976

Summary of Recent Information on the
Mexican Economic Situation

We have no statistical information on the Mexican economy
for the period after the abandonment of the 12,50 peso-per-dollar
exchange rate on September 1, except for the price indices for
September. In September, the national consumer price index was
3.4 percent higher than in August, and 14.7 percent higher than a
year earlier. The wholesale price index for Mexico City was 5.9
percent higher than in August, and 12.2 percent higher than a year
earlier.

The measures tak%p immediately after the introduction of
floating on September 1 appear to have had mixed consequences. The
23 percent wage increase came on top of increases already granted
during the year through collective bargaining, resulting in an
increase in wages for the year averaging around 30-35 percent. The
introduction of eprrt taxes and the abolition of the tax rebates
for exporters have further raised costs for exporting firms. For
those relying on imported components, the increased peso cost of
imports represents an additional burden, only partly alleviated by
the reduction of import duties. Under these circumstances, several
American companies operating in Mexico have told the U.S. Embassy
that their expoft competitiveness has been impaired by the devaluation

and accompanying measures,
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It would appear that this condition became sufficiently
widespread to prompt the authorities to reduce the new export
taxes effective on October 26 and to reintroduce selectively the
system of tax rebates for some exporters. But the second devaluation,
on October 28, dealt a new blow to firms with obligations denominated
in foreign currencies. A few American firms‘have told the American
Embassy that they were contemplating liquidating their inventories
and reducing their operafions to a minimum.

The Mexican stabilization program agreed to in conjunction
with the IMF Extended Fund Facility arrangement is not due to become
operative until January 1. No commitments were made by the Mexican
authorities regarding the remaining months of 1976. However, there
are soﬁe indications that revisions in certain program targets may have
to be negotiated even before the program starts, as a result of the
deterioration which has occurred since the program was formulated in
August-September. This appears to be especially true of the public
sector target. The Government employees' wage increase (totaling at
least 23 percent) and other cost increases, together with lower income
tax collections from firms hard hit by the devaluation and the
accompanying measures, appear to have widened the public sector
deficit for 1976, making it that much harder to reach the 1977 target
for the public sector deficit to 6 percent of GDP.

The authorities did announce steps to hold down public

spending at the end of September, but their impact for the remainder
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of 1976 is expected to be limited. Their principal significance
arises from the fact that they represeﬁt a signal for the future.

It is encouraging that the second devaluation, on October 28,
was not followed by demands for new wage increases. The fact that
business has been adversely affected by the various steps taken since
September 1 and that, as a result, something of an economic slowdown
has apparently been triggered, may have influenced the labor leaders
to take a more restrained attitude than after the first devaluation
on September 1. However, another wage increase may occur on January 1
when the minimum wage is due to be reviewed.

The dominant chagacteristic of the current Mexican situation
is that the general public has lost confidence in the Government's
pronouncements and in its ability to handle the economy's prbblems.
The Echeverria administration has less than a month to go and is
becoming increasingly powerless to act. Meanwhile, the Lopez Portillo
administration is not yet in office and the President=-elect is not in
a position to make public statements about his intentions. As a result,
there is not only a power vacuum but also a lack of information con-
cerning what the new administration will do. The Mexican program
agreed to in conjunction with the Extended Fund Facility arrangement
is not widely known, and ignorance fuels lack of confidence.

On the external side, there is a wide divergence of opinion
as to the size of the current account deficit in the current year.

The Mexican authorities continue to speak of a deficit not exceeding
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$3 billion, while the IMF staff is projecting it at $4.3 billion.
Actually, the two estimates are not comﬁarable because of differences
in accounting for certain transactions, But the gap between the tﬁo
is considerably larger than in 1975, when the official Mexican
compilation put the deficit at $3.6 billion while the IMF staff's
was $4,1 billion. I have discussed the IMF estimate for 1976 with
‘ the IMF staff and found that they assumed that the devaluation would
have a negligible effect on the balance of payments in the last four
months of 1976. Their estimate of Mexican imports is about 10 percent
higher than the 1975 level, but this seems high considering that, in
the first seven months of the year, imports were about at the same
level as in the same period of 1975. My own guess is that the 1976
deficit on current account (on the IMF basis) will be around $3.7

billion,
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ECONOMIC INDICATORS C 9
(NUT SEASONALLY ADJUSTED) Gola-

November 4, 1976

1675 | 1975 975 | 1976 (1976 19761 1976 1976 197 1978 1976 eres siege
1973 1974 1975 Qe Q3 Ny a1 ep: a3 MAR APR MAy  JUNE  JULy AUG 8 T ‘
1960 PRICES

REAL GDP(BIL,.P) 35d,1 375.0 390.,9 | N,A, N.A, N,A. N.,A, N,A, N.A, | NoA, NeA, N,A, N,A,  N,A, Nehs  NoA,
IP (1973=2100) 100.0  107.3 112.3 | 115.7 112.8 113.8 116.3 116.6 N.A, 123.3 113.6 118.8 117.4" N,A, N,A, N.A, J
UNEMPLUYMENT NOT AVAILABLE
WPI (732100) 1000 122.5 135,40 f133,6. 13800 141,22  149,1 153,9 (62,4 ¥51.2 " 151.9 '154.2 159,86 159.,5  [59.0° 16858 ‘
CPI (733100) 10,0 123.7 142,3 140.3 144.8 147.8 154,2 158.2" 163,2 15652 | 157,2 158,3' 159.0. 160.3 161.9 167.4
M1 (Seas. adj.) 24,1 8.37 1223 6.7 2,9 5.8 3.8 4,8 N.A, 1.0 1.7 3.1 -0.4 3.1 Noly ' NJAG
EXPORTS (8BIL) 2ol 2.8 2.9 0.8 0.7 0.8 0.8 0.9 N.A, 0.3 043 0.3 0.3 0.2 N.A, N.A,
IMPORTS ($BIL) 3.8 61 6.6 1.7 1.6 1.9 1.4 1.7 N.A, 845 0.5 0.5 0.6 0.6 NsAs NoA,
TRADE BAL ($BIL) -1.8 =3.2 -3.7 =049 «0.,9 ) =07 =0.8 N.A, “0.° =0.2 =0.2 =0.3 -0,3 N.A. N.A.
BALANCE OF GOODS
& SERVICES($BIL) wled =ik o EBel 0.9 | =0.9 @ el =0k w059 Nebe | Nodsl o iNgAs NGB o NeAr T NG A NoA. N.A,

* Percentage change from previous period,
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FINANCIAL INDICATORS =-- MEXICO
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(dollar amounts in millions) 1975 1976
| NOV 1- Week ended
YEAR | QI QII QIII | AUG SEPT 0CT 3 SEPT29] OCT 6 |OCT 13 |OCT 20 | OCT 27 | NOV 3
EXCHANGE RATE (CENTS PER PESO, END OF PERIOD) 8.00 8.00 8.00 8.00 8.00 5.03 3.90 3.92 5.03 5.03 5.04 5.03 3.77 3.92
SDR VALUE OF PESO .06842 | .06924 | .06985 | .04364 | .06957 | .04364 | .03398 | .03398 | .04364 | .04351 | .04367 |.04363 |.03398 |.03398
! .f ! | . ; ' 5
SHORT TERM INTEREST RATE (E.O.P.) 12094 % F13.a1 L 13,10 13.311 | 14.00 | 14.36 { 14.36 |} 14.36 16,36 | 14.36 | 14.36 | 1%.36 14.36 | 14.36
: | . H { ! i
; ' i ! » z i i
i i | i ] | i i
iLONG TERM INTEREST RATE (E.O0.P.) } i No appropriate long-term r::ite available
! ‘ | i 1
| | ! ; ! ! ! : .
lmzsmwzs (IFS, E.0.P.) 1,583 1s 501 | 897°. 1,159 | i i i i
| : ! ! f ! ; | I
! { | ! : ! i
'AVAILABLE IMF CREDIT TRANCHES (E.0.P.) i 433 | 620 615 ‘ 621P. 618 ! 621P| 621P* 621° ! |
| =' | | § i f f |
| INTERVENTION, PURCHASES (+) OR SALES (-) i ; i _! | 5 i i ~
: H i i ! ; i t : i i
i ' i i ! .
OF DOLLARS i | i i i | -131 :  -189 -156 -241 -288 | =122
| (OF OTHER CURRENCIES; EQUIVALENT) | | ! ] § i i ! ; | l
! f i : s ? ! | | | i !
SWAP ACTIVITY ‘ i | 5 | ; { | ‘; i | i i i
! ! ; | ~ | | l : ' ? : |
DRAWINGS (+), REPAYMENTS (-) ! 360 | - 360 | —= i e - - | - - | - | - i afst = AN N
| -360 | ; ' R | | ; i ! | "
f ! i i ! i i | ! !
SWAP LINE -~ 360 g | 1’ | ‘ { | i i | |
| | | | | | | i | i i . L
* With additional credits negotiated from the Compensatory \
and Extended Fund facilities, Mexico overall access to IMF
credit could rise over time to $960 million.
RESTRICTED-CONTROLLED November 4, 1976
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RESTRICTED Y. Maroni
November 4, 1976

Summary of Recent Information on the
Mexican Economic Situation

We have no statistical information on the Mexican economy
for the period after the abandonment of the 12,50 peso-per-dollar
exchange rate on September 1, except for the price indices for
September, In September, the national consumer price index was
3.4 percent higher than in August, and 14.7 percent higher than a
year earlier. The wholesale price index for Mexico City was 5.9
percent higher than in August, and 12.2 percent higher than a year
earlier.

The measures tak%p immediately after the introduction of
floating on September 1 appear to have had mixed consequences. The
23 percent wage increase came on top of increases already granted
during the year through collective bargaining, resulting in an
increase in wages for the year averaging around 30-35 percent. The
introduction of export taxes and the abolition of the tax rebates
for exporters have further raised costs for exporting firms. For
those relying on imported components, the increased peso cost of
imports represents an additional burden, only partly alleviated by
the reduction of import duties. Under these circumstances, several
American companies operating in Mexico have told the U.S. Embassy
that their export competitiveness has been impaired by the devaluation

and accompanying measures.
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It would appear that this condition became sufficiently
widespread to prompt the authorities to reduce the new export
taxes effective on October 26 and to reintroduce selectively the
system of tax rebates for some exporters. But the second devaluation,
on October 28, dealt a new blow to firms with obligations denominated
in foreign currencies. A few American firms have told the American
Embassy that they were contemplating liquidating their inventories
and reducing their operations to a minimum.

The Mexican stabilization program agreed to in conjunction
with the IMF Extended Fund Facility arrangement is not due to become
operative until January 1. No commitments were made by the Mexican
authorities regarding the remaining months of 1976. However, there
are some indications that revisions in certain program targets may have
to be negotiated even before the program starts, as a result of the
deterioration which has occurred since the program was formulated in
August-September. This appears to be especially true of the public
sector target., The Government employees"wage increase (totaling at
least 23 percent) and other cost increases, together with lower income
tax collections from firms hard hit by the devaluation and the
accompanying measures, appear to have widened the public sector
deficit for 1976, making it that much harder to reach the 1977 target
for the public sector deficit to 6 percent of GDP.

The authorities did announce steps to hold down public

spending at the end of September, but their impact for the remainder
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of 1976 is expected to be limited. Their principal significance
arises from the fact that they represeﬁt a signal for thg future.

It is encouraging that the second devaluation, on October 28,
was not followed by demands for new wage increases. The fact that
business has been adversely affected by the various steps taken since
September 1 and that, as a result, something of an economic slowdown
has apparently been triggered, may have influenced the labor leaders
to take a more restrained attitude than after the first devaluation
on September 1. However, another wage increase may occur on January 1
when the minimum wage is due to be reviewed.

The dominant chagacteristic of the current Mexican situation
is that the general public has lost confidence in the Government's
pronouncements and in its abiiity to handle the economy's problems.
The Echeverria administration has less than a month to go and is
becoming increasingly powerless to act. Meanwhile, the Lopez Portillo
administration is not yet in office and the President-elect is not in
a position to make public statements about his intentions. As a result,
there is not only a power vacuum but also a lack of information con-
cerning what the new administration will do. The Mexican program
agreed to in conjunction with the Extended Fund Facility arrangement
is not widely known, and ignorance fuels lack of confidence.

On the external side, there is a wide divergence of opinion
as to the size of the current account deficit in thé current year.

The Mexican authorities continue to speak of a deficit not exceeding
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$3 billion, while the IMF staff is projecting it at $4.3 billion.
Actually, the two estimates are not comparable because of differences
in accounting for certain transactions. But the gap between the two
is considerably larger than in 1975, when the official Mexican
compilation put the deficit at $3.6 billion while the IMF staff's
was $4.,1 billion. I have discussed the IMF estimate for 1976 with
the IMF staff and found that they assumed that the devaluation would
have a negligible effect on the balance of payments in the last four
months of 1976. Their estimate of Mexican imports is about 10 percent
higher than the 1975 level, but this seems high considering that, in
the first seven months of the year, imports were about at the same
level as in the same period of 1975. My own guess is that the 1976
deficit on current account (on the IMF basis) will be around $3.7

billion,
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ECONOMIC INDICATORS
(NUT SEASONALLY ADJUSTED)

by

November 4, 1976

1975 1975 1975 1976 1976 1976 1976 1976 1976 1970 1976 1976 19
Y73 1974 1975 Q2 Q3 nd Q1 Q2 Q3 MAR APR May JUNE JuLy AUG SEr
1960 PRICES

REAL GDP(BIL,P) 35d,1  375.0 390.9 | N.A, N.A, NoA. N.A, NL.A, NeA. N.A, NeA, Nl N.A, N,A, Ny NG,A,
IP (1973=100) 100.0  107.3 112.3 | 115.7 112.8 113.8 116.3 116.6 N.A, 123:3 113q6 118,88 117.47 NyhAe NoA. N,A,
UNEMPLUYMENT NOT AVAILABLE
WPI (732100) 1000  $22.5 A35.01133,.6. 138,00 443,22 149.1 153,9 62,4} 151.2- 151.9 Q54,2 158.6 15%.5 ' 159,0 16858
CPI (733100) $00.0 123.7 . 142.3 140.3 144.8 147.8 154,2 158.2 163.2 15652 157.2 158.3 159.0 160.3 161.9 167.4
M1 ¥ (seas. adj.) 2.1 8.3 22.3 6.7 2.9 5.5 . 3.3 4.8 N.A. 1.0 1.7 3.1 Ok o Il T
EXPORTS ($BIL) 2iely 2.8 2.9 0.8 07 0.8 0.8 e Nk 0.3 0.3 0.3 0.3 0.2 N,A, N
IMPORTS ($BIL) 3,8 6.l 6.6 et 1.6 1.9 f.&4 {7 (Nl 0.5 0,5 0.5 0.6 0.6  Noks N.A,
TRADE BAL ($BIL) 1.8 3,2 -3,7 «0.9 0.9 -1.1 0,7 =0.8 N,A, 0.2 0,2 0,2 -0,3 -0,3 N.A, N.A.
BALANCE OF GOODS
& SERVICES(S$BIL) -1,3 2.6 3,6 -0.9 -0,9 1,1 =0,6 0,9 Ne.A, N,A, No.A. NJ.A,. NoA. N.A, NeA. N,A,

* Percentage change from previous period,




FINANCIAL INDICATORS =-- MEXICO
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(dollar amounts in millions) 1975 1976
NOV 1- Week ended
YEAR QI QII QIII | AUG SEPT 0CT 3 SEPT29] OCT 6 |OCT 13 [OCT 20 | OCT 27 ;NOV 3
EXCHANGE RATE (CENTS PER PESO, END OF PERIOD) 8.00 8.00 8.00 8.00 8.00 5.03 3.90 3.92 5.03 5.03 5.04 5.03 3.77 3.92
SDR VALUE OF PESO .06842 | .06924 | .06985 | .04364 | .06957 | .04364 | ,03398 | .03398 | .04364 | .04351 | .04367 |.04363 |.03398 |.03398
' ! i | %
SHORT TERM INTEREST RATE (E.0.P.) 12.94 | 13.11 . 13.11  13.11 ' 14,00  14.36 = 14.36 ¢ 14.36 | 14.36 = 14.36 . 14.36 | 14.36  14.36 | 14
| Hha SR RN S |
;LONG TERM INTEREST RATE (E.O.P.) ! 'No approllpriate lot}g-term r%te available i
! j i ! | : :
i ! : P : ! i : : ;
RESERVES (IFS, E.O.P.) . 1,533 1 1,501 . P ST LR i | i i :
: | § i ! ; 5 i r_ » i |
AVAILABLE IMF CREDIT TRANCHES (E.0.P.) | 433! 620 615 621! e8| 621P] 621P% 621". | i ? |
| 5 : ‘ | ? : f | |
; i | z . : | !
| INTERVENTION, PURCHASES (+) OR SALES (-) g ; i ; s i i ]
; i i : i ; ! { ' i ¢
{  OF DOLLARS ; 5 i | i [ =131 & =189 -156 =241 -288 | -122
1 ! i : i i i | i ] i
| (OF OTHER CURRENCIES; EQUIVALENT) ; : ; | : : i ? i 5
: = ! i :’ { ! : ! | .
| 4 % z i | | : . : | |
SWAP ACTIVITY 1 i | g z f | : | ; | 1 |
, ! ; i i ! ! i | -
DRAWINGS (+), REPAYMENTS (-) ! 360 , =y 360 = i == == i i = e = == oS 1Y o
Bt | | =360 | | |
| f | ; ; f : a
SWAP LINE -- 360 ; | | | ‘ ‘ ! | ] | |
| | I | | I i i i |
* With additional credits negotiated from the Compensatory
and Extended Fund facilities, Mexico overall access to IMF
credit could rise over time to $960 million.
TR RESTRICTED-CONTROLLED November 4, 1976
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November 4, 1976

Summary of Recent Information on the Mexican Financial Situation

1. The information that we have recently received on the Mexican
financial situation suggest three reasons why a drawing on the Federal
Reserve swap line should not be made available to Mexico.

A. The Mexican authorities are projecting a $204 million
net inflow during November and December, suggesting no immediate need.

B. The Mexican authorities have not identified any large
financing needs, e.g., debt repayments, that they are concerned about
meeting.

C. No takeout is évailable. (In this connection one might
note the precedent that the System might be setting in permitting a drawing
by Mexico, e.g., with respect to requests for swap drawings from the
Italians. On the other hand, Mexico does have an agreed program with the
IMF and has in prospect a change in government that should increase
confidence in the peso by early 1977.)

2. Two arguments might, nevertheless, be advanced for responding
favdrably to the Mexican inquiry.

A. The threat to the banking system if, contrary to the
information we have received, Mexico cannot handie its debt repayments
would be serious.

B. The Bank of Mexico may need resources to make a creditable

showing in exchange markets.
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Supplementary Points

1. The estimates provided by the Mexican authorities on their
debts coming due in November and December are in fact only estimates.
They are derived from projections of the balance of payments for the
year 1976 combined with information on what has already occurred. 1In

other words, they are derived as a residual.

2. These estimates are based, in turn, on two crucial assumptions.

A. The Mexican authorities will be able to roll over $600 millior
in short-term public-sector external debt over the next two.months.
B. There will be no additionai capital flight.

3. 1In the latter copnection, it 1s distufbing to note the estimate
that during 1976 there has been an increase of $700 million in dollar-
denominated liabilities of the Bank of Mexico to the commercial banks and
as increase of $1,380 million in dollar-denominated liabilities of the Bank
of Mexico to public. enterprises. The first figure represents a substantial

potential claim on Mexican international reserves in the short run.

4. During September and October, Mexican international reserves

(excluding gold) declined by ************ Qver the same period, "recorded"

net intervention sales of dollars were*****°***°**** (During this period

® © © 9 9 0 P O 0 0 T PP O SO O OO RO N SN PSS

Mexico apparently sold about of its gold

...... @ 8 6 9 ° 00 " 0 0 9 0 00 e 00 00RO

e e s s 9 0 0 0 0

holdings, amounting to net sales of about .at $42.22 per ounce

or'**°********at an average price of $115 per ounce.) The table below

summarizes these figures in millions of U.S. dollars.
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Total Total Reserves Change in Recorded
Jf o

Date Reserves® Excluding Gold Non-Gold Reserves = .Intervention:

Aug. 31 ® ® 8 8 0 2 8 % P P 0 S S 0 8 S S OB O L LT S P OO OSSP S L S S O S E OO E SO S SO OE S Oe o.- °
Sept. 30 @ 9 2 0 0 0 9 9 0 0 B P O PSP OO T PO E ST SO S P OSSOSO O e NS E eSS e
OCt. 29 ® 9 0 0 0 9 P P S P P 0 0 S S0 S0 O L L OO E e PO TS0 S eSO PO eSS

* Gold is apparently valued at 90 per cent of the average U.S. dollar market
price for the preceeding three months or of the recent date, whichever is
less.

*% Change from the previous date.

5. We have received information indicating that as of June 30,
1976, Mexico's externél debt was $23.6 billion. (Of this amount $17 billion
was debt of the public sector and $6.6 billion was debt of the private
sctor, $5.9 billion was short term and $17.7 billion was long term.) These
figures are in broad agreement with previous staff estimates. Mexico's
" external debt is estimated to rise to $25.9 billion by the end of 1976, with
all of the rise in thé public sector. The Mexicans apparently believe that
U.S.-banks hold about 70 per cent of their external debt. This figure would
imply U.S. bank claims on Mexico on June 30, 1976, of about $16.5 billion.
Recorded U.S. bank claims on that date were $11.6 billion including an
estimated $0.7 billion in claims by agencies and branches of foreign banks
and maybe $1 billion in externally guaranteed claims. The only major omission
from data on U.S. bank claims on Mexico would be claims by subsidiaries of

U.S. banks. Such claims are unlikely to amount to more than $1 billion.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_November 5, 1976

To Chairman Burns Subject:  Mexican Swap

From H.enry C. Wallich

I have promised Fernandez-Hurtado to call him today,
Friday, November 5. It is my impression that he would rather be
told "no" than to be kept waiting, because he must make immediate
decisions about his rate.

I spoke to Yeo, who is holding $150 million available
without requiring prior drawing upon the Federal Reserve, and I
have informed Fernandez-Hurtado of that fact. It is surprising
that he should have been under the misapprehension that prior
drawing on the Federal Reserve was required since Yeo is in daily
contact with him.

The information we have from Mexico does not indicate
that they have unmanageable maturities before them, unless there
are difficulties with rollovers. Thus there seems to be no clear
and immediate threat to our banking system. There obviously is in
the background a latent and very serious threat. In view of that
contingency, I suggest the following approach:

(1) Allow the Mexicans to draw on the Federal Reserve
pari passu with the Treasury up to $150 million.

(2) The total to be made available should be paid out in
small amounts, say, $25 or $50 million at a time, providing an
occasion to talk to the Mexicans each time to restrain their inter-

vention.
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(3) Because there is no take-out, the Mexicans should maintain
the dollar value of the pesos they give us by increasing the amount of
pesos if the peso declines. This provision has a precedent in the
maintenance-of-value clause of the IMF. It could be implemented in
an approximate fashion, by rewriting the swap every week or every month
at the then prevailing exchange rate if that rate had declined. We
would then have full collateral for our loan. While it is unlikely
that we would ever try to collect our loan by selling the pesos in the
market, and while the Bank of Mexico could prevent us from doing so by
blocking the peso account, nevertheless our position in negotiations
with the Bank of Mexico, and perhaps also in the eyes of possible critics
of the operation, would clearly be stronger.

Scott Pardee has major misgivings about this approach. He
argues that it would set a precedent for all other swaps and could also
be applied to U.S. drawings under these other swaps. I see no necessary
precedent or parallel, particularly since existing swaps contain some
asymmetries, for instance, with regard to loss sharing. Also, we do
not ordinarily offer a specific take-out in our own drawings.

(4) We might examine with Fernandez-Hurtado whether a swap
of the sort which the Treasury holds available for a second $150 million
would help Fernandez-Hurtado. This second $150 million that the Treasury
could supply would be kept by the Treasury as collateral, so that the
Mexicans do not effectively receive any funds and the Treasury runs no

risk. My impression is that the Mexicans can use this deposit for
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inclusion in their required minimum reserves, allowing them to draw
down their own reserve funds by an equal amount. Fernandez-Hurtado
told me that he was concerned about violating his required reserve
limit. Conceivably an arrangement of this sort with the Federal
Reserve, also to be used only pari passu with the Treasury, could
help him.

Fernandez-Hurtado told me that he was trying to manage a
trend in the rate with minimal use of resources. If he did not
succeed, he would have to go out of the market in a few days. Yeo
said that yesterday, Thursday, Fernandez-Hurtado made "a big push,"
presumably to set the rate on an upward trend, and failed. Yeo
would be in accord with a policy of doling out funds piecemeal and,

in general, going pari passu with the Federal Reserve.
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To

BOARD OF GOVERNORS 9
OF THE

FEDERAL RESERVE SYSTEM

g! Oﬁﬁce Correspondence Date_ November 11, 1976

Board of Governors Subject:

From

John E. Revnolds

The attached note by Mr. Maroni describes the limited data

on recent lending rates in Mexico that are currently available.



— BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_Novenber 11, 1976

To.

Mr. Reynolds Subject:__ Mexican Interest Rates

From

Yves Maroni /ﬁt—,r'
I

The Mexican rate of interest shown in the data that we
regularly distribute to the Board is the rate on six-month certificates
of deposits with a denomination of 1 million pesos or more, before de-
ducting the Mexican withholding tax. This rate is set by the Mexican
authorities, as are all other deposit rates, and changes infrequently.
It was last increased in August 1976, from 13.11 to 14.36 per cent,
the former level had been in effect since January 1976.

As regards interest rates charged by financial institutions,
very little up-to-date information is available from official sources,
and what is available from such sources is of limited usefulness. The
National Banking Commission of Mexico publishes with a considerable
lag averages of interest rates charged by selected banks in the Federal
District (Mexico City) on different types of loans. Its March bulletin,
the latest one available, shows that, in March, loan rates ranged from
10.63 per cent for mortgage loans to 14.11 per cent for discounts of
commercial paper. The IMF staff does not keep statistics on loan rates
in Mexico.

Morgan Guaranty Trust Company publishes in its "World Finan-
cial Markets" monthly review a table showing commercial bank lending
rates to prime borrowers in major countries. The October issue shows
the Mexican prime rate at 14.50 per cent at the end of September, un-
changed from the end of 1975. This is not consistent with the data
cited in the previous paragraph. I suspect that the averages reported
by the National Banking Commission include loans made at preferential
rates for specific purposes under special programs fostered by the
authorities, for example loans to finance exports. But I have not been
able to confirm this.

I spoke by telephone with a staff member at Morgan Guaranty
who explained that the rate quoted in "World Financial Markets" is
obtained from a Mexican commercial bank. He said that this is the
maximum rate allowed by the Mexican authorities, but that the banks
add some under-the-counter fees and also commonly require compensating
balances. He said that even the best customers must maintain com-
pensating balances, that such balances ranged from 10 to 15 per cent
before the September devaluation, but that, more recently, compensating
balances as high as 40 per cent had been reported to him.
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I also spoke by telephone with Mr. Trigueros, an officer
in the New York office of the Banco Nacional de Mexico (Mexico's
largest commercial bank). He did not have current information about
lending rates at banks in Mexico but said that, some three months
ago, the prime rate for business loans of up to 11 months was 13.75
per cent. He said that this was a minimum rate set by the Government
and that banks were free to charge more for more risky loans. He
estimated that, depending on the borrower, rates went as high as about
17 per cent. He added that, on top of this, borrowers had to pay a
front-end fee which ranged from zero for the most creditworthy customers
to 1 3/4 per cent. He observed that the practice of requiring com-
pensating balances was rarely used in the past, but was beginning to
spread. However, he believed that the best customers were generally
not affected by this.

Mr. Trigueros offered to get more up-to-date information
from Mexico and to make it available to me. I thanked him and said
that I would call him again next week to find out whether he had ob-
tained anything more.

There are apparent inconsistencies in the information ob-
tained from the three sources reported here. I hope to be able to
clarify these matters through further inquiries.




November 15, 1976

MEMORANDUM FOR CHAIRMAN BURN

FROM: Ted Truman

The Mexicans have asked the New York Fed what conditions
they must satisfy in order to draw the second $75 million under last
week's agreement for $150 million in drawings each on the Federal
Reserve and the Treasury.

Governor Wallich said it was understood that they must
have signed the $800 million private bank loan. (This is expected
today or tomorrow,) He would like to go along with whatever
Treasury does.

The Treasury staff is now checking with either Mr. Yeo
or Mr. Cross to find out what their thoughts are.

Can you give me or Governor Wallich some guidance on
this question?
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
¢

November 13, 1976

TO: Chairmen Burns

0!: Trume ;
FROM: Ted an @m\

Attached for your information is a recent
cable on Mexico,

Attachment: Mexico 14384

2, tp
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J U . PRFATE PSYCHOLNGICAL IMPRESSYON NF CANFINENLE AnD STimo ppr e 4
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S ONETOENT LA
RAGE '02 MEXICO 14384 120743,

FNI OF YEAR, IN THTS WAY HF INDICATLD TeEp o

PONER QF THE WORKERS WILL BE MAINTAINED AND Wi RIREEL 4]
YHF SAME TIME SALES WILL RECOVER, ME ALSN EXPLAINED ThA
THES “ACTION WILL SACRIFICE PROFITS AND TWAT AUNTE OHF
FOUHLD  HOPE THAT THFRE WILL BE ND NEW RFQUESTS Full “iLe
tHIKESy "AND THUS AN ENDLESS INFLATIONARY SETERIL wMiry
MOREOVER WOULD CAUSE UNEMPLOYMFNT AMD REDUDTIONS It

. PRODUCTION UNQUOTE,

e GOVERNMFENY FINANCE, RFCFNT TINFOBRMATYION S0 ITLLTe
NOILAR 51 BANK CONSORTIUM LOAN I8 YH&T] pnans 18 Yo g o3
NOV, 16 AND THAT ONLY 26@ OF MTLLIDN OF T3 4] ¢
,REFORE~1 OF€ RFMAINDFR EXPECTEDN Tu BF DRAsMN DOWN il
wTTHIN ONE TO TWO MONTHS) THEREAFTER, &NHE b
EN TO MAKF ENTIRE LNAN DRAWABLE D?LY AFTER 1 DEC,, AYyY
PROMIStn ON ABOVE TERMS.

.*RUmORS. DURTING NQOV, 5 DINNER AT aAMBASSADOR'E FOR
LIf,:'LAPEZ PORTILLO, ONE OF JLP'S STAFF 7Tuiv ~’f COUNSELOH
THAY “THEY WERE EYPLORING IDPEA OF WHLTIPLE FACHANT: HATC
TODYISCOURAGE CAPITAL FLIGHTS WHILF ENOQURAGTHN TrAuE
‘STARY TS NOW CTRCULATING IN MEXICQ (TFV THAT GOM WLl
FSTABLTISH 17 PESO RATE FOR COMMERICAL TRANBACTIGNSCAND
pAqT OBLIuATIDNs) AND 92 PESOS FOR CAPITAL TRAMSACTIONS,

5. BUaTNESq INFORMATTUN FIRM INFURMATIUN THAT 354N
PAFAFL, LARGEST PRIVATFLY NWNED PARER PRODUCHHE AND

' FORMFR bBLUF CIP FIRM, IRRETRIVABLY BAMK'UPT EOM HAS

" RPEFUSED ASSISTANCE AND FTRM WILL HAYF TO BF RENNGANTIZED,
SOME U,S. RANK EXPNSURF RUT MINIMAL, HBANCQ wnACTOMAL PE
MEXICO, WHICH IS ALSD MAJORITY OQWNFR, WILL H&VF Ty
ABSORB MOST OF |LN§S, BANAMEX RFPORTEDLY Vr'l ¥

ABLE IO DO THIS HOWEVER WITHOUT SERINUS REERECUSS IONE

VLNEVALUATION GAVE COUP DE GRACE TN SAM RPAF:L FULLOsTNE \
i RAD MANAGEMENT, REPQRTS CONTINUE THAT MAMNY FIAME SHOW. !
CINR NEGATIVE BALANCE SHEFTS RECAUSF TNCRFASE (W Bp0y o J,
TABTILITIES DUE TO DEVALUATION IS GREATER THAN o 0714l O 3
* STACK: MARKFT CONTINUES TO DECLINF SLOWLY, INDEX & i

PLNSE 1@ NOV, WAS 249,R4 VS, BFNCHMARK OF 273,16 (N 26
5,  VALI'/E OF GOLD CNETEMARIN RETWFEN 79,07 DULLARS
TO.-BUY VS, 82.M8 TN SELL ON 1§ NOV, VS, SFREAD UF 77,01
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BOAFRD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

November 16, 1976

TOz Chairman Burns

FROM: Ted Truman Ci,}ﬂfr7{/

Attached is a copy of our latest

cable on the Mexican economic situation.
Attachment: Mexico 14461

cc: Governor Wallich

A
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BURJ! MEXICAN ECONOMIC SYTREP 2

REF3 A, STATF 277224 B, MEXICD 143R4

% 1. EXCHANGE RATES AND CAPITAL MOVEMENTS: BsAnTO DE
SMEXICO AGATN SFT TRANDING RANRE OF PESD 12 MOV

a?@ AT 24,30, PESOS PER NOLLAR TO RUY VS, 24.53 T0O SELL;
/SAME AS YESTERPAY, REPARTS WF GET SrTLL INDICATL A
SAONTINUING CAPITAL OUTFLOW UF MODEST PROPURTTUNS.

00n, STATEMENTS NF INTFRFST GROUPS! THE HEAD GF TnF

'VM'UNS”MEH PROTECTION«AGENCY ANNOUNCFD THAT TN SFPTrMbF

'%&;AND NCTOUBER HIS AGFNrY RECFIVED 55,07p COMPLAIMIS.
§K i, ABNUT PRICE RISES AND THAT THEY WERE ARKIVING b1 [HL
ﬁ@{“WA*E OF 2,887 A DAY, A TNURIST ASSOCTATINN $YATcD

e

T THAT CPtDIT SALES IN DNLLARS OF AIRPLYNFE TICKETS An~

I

Pl SOMF RANKING FIRCLES FYPEOY
HAMIB0M MUST COMF UP WITH FXTERNAL FINANCING uF 80yl

fi

Please tut
hnernanonallnlonnanon Lentes

i '05 PERCENT. PRESIIMABI Y TRAVELERS ARE AFRAIN NF GE!TING
SEEOWITH DOLLAR OBLIGATINNS AND FVEN CHEAPER PESDS LN FUTURE.

“nISTPIBUTInN FOR Sn D‘ Ey C, Py Fb. ARA, -L)/'.cr“,r "\'r:}{fs,.’-‘.!;l’:\( 3
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CONETBENFEH:
k?PAnE 02 MEXTCO 14461 13pA577

(6 BILLION DOLLARS TN COMING YEAR? 3.5 ALLLTON NuF
BTO0- TRADEDEFICIT AND 2.5 BILLION DUE TO GOVERMMpNT
ANEFICIT, GREAT UNCERTAINTTY ABOUT HOW ThHis CAn oF

o

AMANAGED, CALCULATION BY EMRASSY AG ATTACHE SHUM TrA)

’TMPORT BILL OF THESE ITEMS IM rCGMING YFAW BY A% MY[Da
“AS 100D MILLINN DDLLARS., LAST YFAR MEYECO TMWPORTES adeuwT
Bt fARA MILLION DOLLARS WORTH OF AGRICULTURAL =<n3UC s “xov

;‘JHF .S,

14, RUMORS: AMBASSADOR® TNFURMFD BY MeMuFk OF BuinD
gﬁnF BANCO DE COMMERCIO YESTFRDAY THAT DUAL FEXCHANGE
FUCHERATE SYSTEM IINDER CONSYDERATION SIMILAR TO THAT MENTTQN®
ABSIREFTEL (R) BUT HE MENTTONED RATES NF 15 FUR COMHERTCAL

MO TRANSACTIONS AND 19 FOR CAPITAL THRANSACTTON, THIS
iNIFFERS FROM THE 17 V§. 22 SPRFAD REPURTED RFF7cL.

/B, BUSINESS TNFORMATIONS: TEXTILE INDUSTRY, PARYICULARLY
‘FIRMS IN PUERLA ARFA, APPEAR TN RE

TN GREAT DIFFICULTY, THE HEADS OF THE Te\iiLe

BEAND CLOTHING ASSOCTATIONS ANNUUNCER THAT ARGHT SR3
HARLNTHING FIRMS AND 1% TEXTILF FIRNMS MAD CLOSFD ANy
JINLLESS STITUATINN IMPRQVED 4,807 wWORXERS wOul G SHuH

.nE OUT OF WORK. THF CAUSES OF THF FATLIRES wWERF

“RIVEN AS THE INCREASF YN CNSYS OF INPUTS Dilz TO
NEVALUATION, THE LIMITATION NF PRICE INCREASES 10

M 10 PERCENT, THF FalLL OFF IN SALES Ry 35 PERCENT,

iR AND THE "DECAPTTALTZATION®, Y.F, BANKRIPTCY,

BUNF FIRMS (REFERRED TN TN PARAGRAPH 5 OF ReFTFL 8),
SHSINETTHER PRTYATF RANKS NOR GOVERNMENT WOULLD LENP Tu
SMEEATHF SE FIFMQ MOST NF WHIFH ARPPFAR TQO BF SpALL, AMBaaR
% CONFTRMEN Dpvings

ROSE SLTWHTLY

TUST kFLFAQED RY A LncaL (<
NILL RTSF agTwEen  \w

SEPTEMBFR PRICES WeM)

TMPROVED GRAIN ANC FEEDN PRODUCTINN COULLY nEQRCF MeEYIMG: S
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{VP 6.2 PERCENT OVER THASE NF AUGUST,
SEPTFMBER THTS YFAR WHOLFSALE PRICF
16,3 PFRCENT COMPAREN TO 9.8 PERCEN
(' YEAR. THE ARTIRLFE WENT ON TO STATE
M PRICE RISES FQR MQS&T PRONULTS WTIL
ﬁi@ PERCENT OFFICTAL RISE GRANTED hY
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BOARD OF GOVERNDORS OF THE FEDERAL RESERVE SYSTEM

November 17, 1976

TO: Chairman Burns

FROM: Ted Truman

Attached is the latest cable that we

have received on the Mexican economic

situation.

Attachment: Mexico 14518

cc: Governor Wallich
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REFI (A) STAVE 277224 (BY MEXICU 14468 (03 MEXTICO 14499

1, EXCHANGE RATES, TRADING RANGE OF PESD ON 15 nOV.
WAS 24,19 PESDS PER DOLLAR TN RUY AND 24,32 10 Sutl,
NOWN ABOUT 2@ CENTAYNS FPD‘ FRY DA{ RANCD DE MEXICO

2, STATEMENTS NF INTERFST GROUPS, THE |
YHF NATIONAL CHAMBER OF THE FONTWEAR INQU
STATED THAT INDUSTRY I8 FACIHG ganiiRbipay | y
WHYCH COULD AFRFECY 200, 0r) WONKERS, 175 PROBLeNS
SEFNM SIMILAR TO THOSE NF THE TEXTILE INRUSYRY(SLD REFTEL
¢BY PARA. 5),

3o GﬂVFRNMFNTFlNANCE’g THE 3;’:'(‘-!:}[:':-‘!‘“-.“;;:‘;_, A% "‘:J'J:-".'\‘:"
AND COMMCERCE RELEASED TPADE DATA FQR 1976 THR{NAH

AURUST, FOR THE FIRST FIGHT MONTHS OF 1675 MERCHEGDITE
FXPOPTS WERE 26,201.0 MILLIGN PESDS AND TMPURTE

B2,985.7 MILLINN PFS0§i GIVING 4 MERUHINDLZEL uEFICTT T
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T0 84,70% PESQOS, THE FORD LYN FROM

SO A

PARE @2 MEXTCO 14518 168EA297%

OF 26,703.8, COMPARABLE FIGURES FUR 187D, 23.099.3,
K2;227.5 AND 29,i31.,2, THE PRESINENY OF YHE CUNFEQ
FRATION OF CUSTOMS AGENTS ANMDUNCEN THAT SHMYSGLING mAD
FAILLEN OFF 95 PERCENT SINCE TME NEVALLATTONSG, DNF WUNDFRS

HQN HE KNOWS, RUT REFQRE DEYALUATION SHUBELING #AS
" NBYVIOUSLY MWIDESPREAD ., THIS TENDS TN COMFIRM THE CMRASSY IS NEvaT g
?HAT EXCHANGE CONTROLS OR DUAL EXCHMANGE RATE SYSTEM WILL BF Minn

CARRY OUT IN MEXICO, MONEY 15 FASIFR YO CONCEAL THAN BUohE,
4, RUMORS, RUMOR WAS WIDESPR=AD THEQUSHOUY MEXNYCO

fITY FRIDAY, INCLUBING THE FNARFINGN MINISTRY, TRLY PgRg

WOULD RE DEVALUED AGAIN NYER WEEKEND 10 ApOUT 3y 70

YHF DOLLAR. THIS IS ANOTHER EXAMPLE OF THE ALnOSY

ROMPLETE LACK 0OF CONFIDENCE IN THE BALYCIES OF THIS
GOVERNMENT, THE GOVERNMENT QFFICTIALS EENSING THLS

ARF "SAYING NDTHING AND KEEPING A VERY LOW PHOFILY ON

ALI, ECONOMYC SYATEMENTS AS WFLi. SINGFE THE SECOND UFVALDATION,

5. BUSINESS INFORMATION, SF& PArA 2, ARQVE.

. WAGES AND PRICES, PRIMES OF GASNLINE, UIL, AND
LIRUID GAS, WERE RAISED FFFEGTIVE 45 HNYFENBER (&FE
REFTEL C). PRICES OF ELECTRICITY wERE RATSEL YOO bi)y
THF INCREASES VARY ACCORDING T0O USFE AKRD AKEA AND aLsd
ARF PKOGRESSIVE IN SENSE THAY LARGE ISFKS WLl PAY
MORE PER UNIT, HFNECE NOT POSSIBLE TO ESTIMATE THE
TNNREASE CONCISELY, HOWMEVER 17 SHOULD BE NOTED TH4T
MCNICAN "PUBLTC SFRVICES TENDED YO BE hhofn”w’*r

REQUIRING GOVERNMENY susa;n»o THE REASONS BIVEN FuR
THF INCREASES WERE THE SAME IN BOTK INDUSY wzrcv THE MEFD
FOR A GREATER RETURN TN COVER INVESTHENT w¥EQUIRLD

TU SATISFY EXPANDED FUTURE DFMAND, ANTONDEYLE PRICES
WERE RAISERN FFFECTIVFE 15 NNVEMBER A5 IHDTCATFYO T
fB8Y%, THE BASIC VOLKSWAGEN WENT §ROM &6,0My PF

140,62 TN G40, 868
AND THE ROYAL MONACO FROM j2m,min» Y0 228,005 :
PALDERHEAD

v B




MEXICO: ECONOMIC INDICATORS

C.9 (NOT SEASONALLY ADJUSTED, UNLESS NOTED) November 18, 1976
1973 1974 1975 1975 1975 1975 1976 1976 1976 1976 1976 1976 1976 1976 1976 1976
1I 111 Iv 1 1I i1 MAR APR MAY JUNE JULY AUG SEPT
REAL GDP,1970=100 119.4 126.4 131.8 NeA. Ne.A. Ne.A. NeA.o NeAeo NeA. N.A. NeA. N.A. NeA. N.A. Ne.A. N.A.
REAL GDPy PER CENT

O‘ANGE ‘1, 7.6 5.9 ‘.2 N.AI N.A. N.A. N.A. ".A. N.A. N.A. N.A. N‘A. N.A. N.A. N-A. N.AI
INDUSTRIAL PRODUCTION

1970=100 122.7 132.8 139.0| 143.2 139.7 1408 144.0 144.3 NeAeo | 1526 14006 14T.l 145.3 144,3 NeA.o N.A.
INLUSTRIAL PRODUCTION

PER CENT CHANGE (1’ 9.3 8-2 ‘07 8.2 "2.5 0.8 2-2 0.3 N.Ao 9.3 ’7.9 4.6 -1.1 -0.7 N.A. N.A.
WHOLESALE PRICES

PER CENT CHANGE (1) 15.7 22.4 10.5 4.0 3.3 203 5.6 3.2 5.5 1.5 0.5 1.5 0.9 25 -0.3 bo2
CONSUMER PRICES

PER CENT CHANGE (1) 12.2 23.8 15.0 3.0 3.2 2,0 4.3 2.6 3.2 1.0 0.7 0.7 0.4 0.8 1.0 3.4
MONEY STOCK (M1) (S.A.)

PER CENT CHANGE (1) 24.8 20.9 22.3 6.6 2.9 5.8 3.9 47 N.A. lel 1.7 3.l 0.4 3.0 -1.2 N.A.
PUBLIC SECTOR DEF.(-)

AS PER CENT OF GDP =-5.7 ~T8 93 NeA. Ne.A. NeAeo NeAo Ne.Ao NeAo Ne.Ao NeAeo N.A. Ne.A. NeA. NeA. NeA.
CENTRAL GOVT. DEF.(-)

AS PER CENT OF GDP e T -3.8 -4 03 N.A. NeA. NeAeo NeA .o N.A. N.A. Ne.A. NeAo N.A. N.A. NeA.o NeA. NeA.
EXPORTS (2)

($ BILLION) 2.4 3.4 < 0.9 0.8 0.9 0.9 1.1 N. A. 0.3 0.3 0.3 0153 0.2 0.2 N.A.
‘QH'URTS ($ BILLION) 3.8 6.1 6.6 1.7 l.6 1.9 l.4 1.7 N.A. 0.5 0.5 0.5 0.6 0.6 0.6 NeAeo
TRADE BALANCE (2)

($ BILLION) -1.4 -2,6 -3.1 -0.8 -0.8 -1.0 -0.5 -0.6 N.A, =02 =02 =0.2 0.3 -0.4 -0.4 NeA.
BALANCE ON GOODS AND
SERVICES “ BILLION’ -1.3 -2.# -3.6 -0.9 -009 ‘lol 0.6 -0.9 NeoA. NeA. NeAo NeAe N.A. N.‘o Nvo N.A.

1) PER CENT CHANGE FROM PREVIOUS PERIOD.

QUARTERLY CHANGES

AT QUARTERLY RATES; MONTHLY CHANGES AT MONTHLY RATES.

(2) MONTHLY DATA EXCLUDE EXPORTS OF BORDER ASSEMBLY PLANTS AND OF SILVER
AND ARE NOT CONSISTENT WITH QUARTERLY OR ANNUAL DAVA.
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FINANCIAL INDICATORS ~-- MEXICO

RESTRICTED-CONTROLLED

(dollar amounts in millions) 1975 1976
NOV 1- Week ended
YEAR QL QII QIII | AUG SEPT OCT 17 OCT 13- OCT 20 [0CT 27 |wNov 3 NOV 10 [NOV 17
EXCHANGE RATE (CENTS PER PESO, END OF PERIOD) 8.00 8.00 8.00 8.00 8.00 5.03 3.90 4.1% 5.04 5.03 3.77 3.92 4,07 4,11
SDR VALUE OF PESO .06842 | .06924 | .06985 | .04364 | ,06957 | .04364 | ,03398 | ,03573 .04367 | ,04363 .03398 | .03398 | .03545 | .03573
)
SHORT TERM INTEREST RATE (E.O.P.) 12.94 13,11 13,31 I 1 14,00 14,36 14.36 14,36 14,36 14.36 14.36 14.36 | 14.36 14%.36
LONG TERM INTEREST RATE (E.O0.P.) 13.02 12,86 14,17 n.a. 16,03 n.a. n.a. n.a. n.a. n.a. n.a. n.a, | n.a. n.a.
P i
RESERVES (IFS, E.0..) 1,533 | 1,501 | 1,585°| 870" 1,181°| 870P | 651P | 667 ‘
!
AVATILABLE IMF CREDIT TRANCHES (E.O.P.) 433 620 615 621 618 621 466 596P*
|
INTERVENTION, PURCHASES (+) OR SALES (-) |
OF DOLLARS -314 -156 | ~241 -288 | =122 ~64 -211
(OF OTHER CURRENCIES; EQUIVALENT)
SWAP ACTIVITY
PRAWINGS (+), REPAYMENTS (-) 360 -- 360 -= -- -- -- 150 o Y S o 75 75
) =360 -360
SWAP LINE -- 360

% Available under three-year Extended Fund
Facility program starting January 1, 1977.

RESTRICTED-CONTROLLED

Novemi:er 19, 1976




BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

November 18, 1976

TO: Chairman Burns

,<
FROM: Ted Truman [ "

[~

Attached is the latest cable on the

Mexican economic situation.
Attachment: Mexico 14564

cc: Governor Wallich

jon of this document Is due

irfnrmation

classitication ¢ zh as that of its

highest classified componen
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; dat 72/25/07

B Do 116598 GhS -

W TARS: EFIN

. "SURJECTs MFEXTCAN ECONGMIC SITREP 4

REF: (A) STATE 277224 (8) MEYICO 14518

4, EXCHANGF PATES AND CAPITAL MOVEMENTS, TRADING
_RANGF 0ON NNV, 16 FNR PFSN WAS 24,17 TU buUY VS, 24,32
0 SELL,: SAMF A8 YESYERDAY. BANKERS STILL RELIEVE
THFRE IS 4 SLIRHY, BI!T PNSSIRLY INSIGNIFICANT CAPITAL
CNUTLFOW,

. P, GNVFRNMENT FINANCF, BNOTH FINANCF SECRETARY, MARTOU

- RPAMON BETETA, AND RANCN NE MFEXTCN DIRECTOR, FRNEETD
. FERNANDEZ HURTADC, REFISFD TN COMMENT ON PSE0 DEVALURTTON,
" REMENT PRICES TNCRFASES, OR FVEN THE STATE UF MEY]CAMN
FCANAMY WHTLF AT THE QPENING SFSSION OF THE IBFKQO=
500 AMFRICAN FFOFRATTON OF STOCK EXCHANGE MONDAY, NQV,
£ 15, RAMON RETETA DTD STATE THAT THF MEX1ICAN BQOLSA

YHAS BEEN AFFFCTED RY "THF DIFFTCULT SITUATION DF $ONMF
FOMPANTES WHYCH HAVE HAD TNO FACE AN INCREASE IN THF
I TABTLYTIES IN FORFIGN CURRENCIES," AND THAT "TdkE .
NEXT ADMINISTRATION WILL HAVF TGO 5TuNY CLAREFULLY THe

=~

RO
2

s SRcaa TR -
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REVALUATIOMN 0OF AQSFTS OF FIRMS. CONFRONTING A DIFFICULT
FCONOMIC SITUATION, : ,

"%, RUMORS, RIUUMORS ARE AGAIN RAMPANT OF ANOTHER
NEVALUATION PENDING, HOWEVER, BAMKERS DISCOUNT TALK

. NF EXCHANGKE CONTROLS OR MULTIPLE EXCHANGE RATE BFUAUSE
RIVEN MEXICAN SITUATTON BOTH ARE COANSIDERED BEYUOND
nOM ABTLITY TQ HANDLF,

A, BUSINESS INFURMATIOM, FUNDINPORA MONTYERREY, iaf
THTRD LARGFST STEEL FIRM IN MEXICQ, MHICH IS5 THo LAKGE
TOTALLY PRIVATFLY OWNED NNF A3 WFLL, IS AMONG THE

| ARGF FIRMS PRACTIFCALLY RANKRUPTFD BY DPDEVALUATTON, ALMOST M
THFIR LONG TERM PERT WAS IN FOREIGN CURRENCIES, MOSTLY
'NDOI.LARS, AND DFVALUATINN WYPED 0T THEIR CAPTTAL,
JINLIKE THE STTUATIAN OF SAN RAFAFL REPORTED SITREP bl
FUNDTYDORA TS SALVAGARLF, HOWFVFR, NOT ALL FIRHMS

ARF LUSING MNNFY THQUGH, THE BANCO DF COMMERCIO
FXPECTS TO SHOW ABNUY @4m MILLICN PESU PROFIT FUR

. 4975, DOWN ABONT 6M MILLTON CAUSFD BY GOVERNMEN]

. NEMREEDN WAGE INCREASFS, CANADIAN EMBASSY INFDRMS US

. TN MEXICO BUT TERM STRUCTURE MAY BF SUMEWHAT SHUNTEK
B THAN U.8. BANKS, U.S. BANKS HAVE MIICH MeDIWM TO

.. LUNG TERM LLOANS WHTLF CANADIAN® TERM STRUCTURE MHORF

- RAL ANCED WITH RELATIVELY MODRF SHORT TERM LOANS, STNCK
LMARKET INDEX CLOSED 15 NNV, AT 242,52, DOWN 1,85 FROM
RYDAY'S CLOSE.

iR WAGES AND PRICES., WITH YTHE INCREASE IN PRICES

NF GASOLINE, FUEL, AND ELECTRICITY COCMES wORD THAT

THF. PRICES OF BUS FARES, ANTNh RENTALS, THE ENTIRE

L QRAL PUBLTIC TRANSPORT SYSTEM(WKICH RUN3 AT A DEFICIT)
_AND EVEN DRINKTING WATER HAVE TN RE REEYAMINED,

R, STATEMENTS 0OF INTEREST GROUPS, THF PRESIDENTS OF

YHF CONFEDFRATION OF INDUSTRIAL CHAMBERS (CONCAMIN),

‘THF NATIONAL CHAMBER OF INDPUSTRIAL TRANSFURMATTON

 FCANACINTRA) AND THE CONFOFRATTON OF NATIONAL CHAMBERS

" NF COMMERCF (CONCANACOD) AlLL MADF SIMILAR STATEMENTS,

"ALONG THE LINE THAT PRICE INCREASES FOR FUEL AND i O\

" YHAT CANADIAN BANKS HAVE ARQUT ONe BILLION DOLLAR TUTAL FXFOSUWR:
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FLFCTRICITY HAD RECOME NECESSARY, GOVEPNMENT FIwxMb
COULD NQO MORF RUN AT A LNSS THAN PRIVATE UNES, nOwFVFR
TNDUSTRIAL USERS QOF THSE PRQODULTS DIN NOT MEARSSAMTLY
HAVE TN RAYISF THEIR PRTICES, IN MANY CASES COSTS WUULD
f0 UP LESS THAN NANF PERCFENT ANND COULR BE ARSORBED IN
_MORE KATIONAL 1ISF DOF RFSOURCFS, NONETHELFSS LABRUR LEADFRS
. PO NNT SEEM YO BF A3 MODERATE IN THEIR STATEMENTS,
FINDEL VELAZQUEZ, SFCRETARY GFNERAL OF THE CT™M STATFD

= THFY WERE THROUGH WITH wAITING FOR AN INMINFASE TN

. SAl ARTES WHILE OYHFR LABOR LEADERS STATLD THaT rulles
CRONTINUE TO RISE AND ERONDE THE INCOME OF wWORKERG,

CAl DERHEAD '




BOARD OF GOVERNORS OF THE F RAL RESERVE SYSTEM

November 19, 1976

TO: Chairman Burns

FROM: Ted Truman @1\«

Attached is the latest cable on the

Mexican economic situation.
Attachment: 14623

cc: Governor Wallich

o
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FOR DISTRIBUTION'FOR S, N, €, £, P, EB, ARA,
NST, FRB ONLY
5 det 7/25/07
B, ‘0, 116828 GDS !
TAGS: EFIN
SUBJECTS: MEXICAN ECONDMIC SITREP 5

REFS: (A) STATE 277224 f8) MEXICO 14518
t. EXCHANGF RATES AND CAPITAL MOVEMENTS, FOR

ROW BANCO DE MEXYCO SET TRADING RANGE FOR PES
'P4,1@ TO BUY AND 24,32 TO SELL.

2, GOVERNMENT FINANCE, THE CONELUDING OF THE

NSC=0mh NSO E o (@7

Ny 78K8%

/P, THREASULRY

THIRD Day
80 AT SAME VALUES

EUrODOL &%

NF 8008 MILLION DOLLARS WYTH A4 BANKS PARTICIRPATING LUV +#0

PAGE HEADLINFS IN ALL NEWSPAPERS, HALF OF THE

‘(. '\,3 ;'l N RS

OF FIVE YEARS AND THF SEVOND HALF ONF OF SEVEN YFARG,

RECRETARY, MARTO RAMON BFTFYA STATED AT THE

SIGMNING ﬁgg'sf
'THAT THE EXPFRIENCE OF PRESIDENT-ELECT JOSF LOPEL PURTILLO
‘FCONOMIC AND FINANCIAL MATTERS WILL ENABLE MEXYCO VO PrORRy.

QUOTE, @WF *§

3

ALRSO REPORTED TO HAVE SAID THAT THE GUVERNMENT HAZ FUT InTD

. FFFECT A STARILIZATION PROGRAM WHICH WOULD OPERATE FYmmiy
ANP GRADUALLY TO RFDUCE THF DEFICIT IN FUBLIC FINANCES

>

AND FOREIGN DERTYT. ACCION COMUNITARIA, A GROUP OF wilia

TNFORMED AND ECONOMICALLY TRAINED BUSINESIMEN,

WHOSE RPAST

ol

Y UR AN
; o\
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S <\
el o
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\
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STUDIES HWAVE GENFRALLY BEEN ACCURPATE, HAS ESTIMATED THE
{976 ‘FEDERAL BUDGET DEFICIT YO BE 117.,% BILLIQN FESUSN,

THE CURRENT ACCOUNY NEFICIT FOR 1976 WILL BE ARUUT THE
‘YHFSE TWO FACTS INDIATE THAT MEXICOD WILL NEED MDRE 1HAN
‘DRAWING OF 1,2 BILLION DOLLARS., MENAWHTILE U,S,

TN CONSIDERING ADDITTONAL LUANS TO EITHER GOM
- AGENCIES UR PRIVATE FIRMS,

B, RUMORS. THSF ARF ALWAYS WIDFSPREAD PARTICULARLY
"THOSE CONCERNING A DUAL EXEHANGE RATE SYSTEH,

4, BUSINESS INFORMATION, THE STOCK MARKEY INDEY CLOSEQY
16 NOV. AT 258.37 UP FROM THE 15 NOV.'S INDEX OF £52

59}

B.WAGES AND PRTCES, PETITIONS AFE POQUTING INTO THE
SENRETARIAT OF INDUSTRY AND COMMERCE(SICI TOQ AUIHCRIZE

CINPREASE OF 3@ PERCENT. INCREASES ARE RETNG CUNGIDEWFD
FOR ‘TELEPHONF SERVICE, DOMESTIC AIRLINES, GROUND LARE(Q
AND ‘PASSENGER PARRTERS, AND EVFN SALT, JET FUEL PRILFS

"NDESPITE THE CONSTDERABLE NUMBRER OF PRICE INCREASBESD

ANNOUNCED SINCF DEVALUATION WE DO NOT YET HWAVE UFFILTA

‘PRYCFE INDICIFS TN GEYT AN ACCURATE IDEA GF THE AMDUNT OF

‘YNFLATION DEVALUATION Y3 GENFRATING WITHIN THE pCUNTMY,

'YT WILL RE AT LEASY ANOTHER MONTH BEFDORE THESE wELOMF
AVATILABLE

s STATEMENTS NF INTFRFST GROUPS. ONCE AGAIN THE
PRFSTIDENT OF THE CHAMBFR (F COMMFRCE OF MEXICU CI7Y
‘CALLED UPON MERCHANTS TO RAISE PRICES ONMLY ENGUGH
AOVYER COST INCREASES., THF FCONOMIC ADVIGOR TO ThE CIV
fMEXTICAN LABOR CONFEDERATIONY STATED THE RISE In PRICE

J.,NF ENERGY WOULD NECESSARILY LEAD TN A RISE [N THE

PRTCE OF CONSUMER NEFESSITIES, SN FAR SINCF THE SECUND

R e

NOWN SOMEWHAT FROM 17598 1132.,8 BILLION, ALSO IT APPEARS

SAME MAGNITUDE AS 1975, 1.F., ABOUT 3,5 BILLIUN NULLARS,

PRYVATE BANKS INDICATE TN US THEY ARE BECQOMING MORE CARf

i

PRYCE INCRFEASES. THF MANUFACTURERS OF TORTILLAS WANY AN

ARF BEING RATSFD 15 PERCENT AND AIRPLANE BAS 40 PERUENT,

THF 80@ MILLYON DOLLAR EURNLOAN AND THE RECENT IMF OFEDL

re

PEVALUATION THF LARGR SECTNR HAS NOT DEMANDED A REAUJUST.
MENT OF T1TS OUNTF REAL UNQUOTE WAGFS. THE SECONU UEVALIAw

-
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RAGE 03 MEXICO {4623 1723532

TINN SEEMS TN HAVE SHOCKFD ALL SECTURS OF THE ECONONY
TNTO REALIZING HOW SERTOLS THE MEXTCAN ECUNGMIC
SITUATION COULD ACTUALLY BF,

JOVaA




Translation of Bank of Mexico Announcement
Appearing in the Newspaper '""Excelsior,"
Monday, November 22, 1976

MEXICAN BANKS WILL SUSPEND TEMPORARILY PURCHASE AND SALE OF FOREIGN EXCHANGE

Considering that, in recent days, there have occurred excessive
conversions of national currency into foreign currencies, that these
conversions have no relation to the international flows of goods and
services, nor with the movements of productive investment capital, and
that these operations have been causing disorderly situations which
gravely disturb the exchange market, the Bank of Mexico, S.A., has re-
solved to adopt on a temporary basis and to make public the following
measures:

1. As from November 22, 1976, and until further notice,
the credit institutions will abstain from buying and selling foreign
exchange and gold coins.

2. Liquidation of foreign exchange obligations in favor of
or charged against credit institutions will continue to be effected as
is customary in the currency required. When the customers of the
institutions choose to effect this liquidation by delivering the equiv-
alent amount in national currency, the applicable exchange rate will
be the representative rate prevailing in the brokers' market.

3. All other banking operations will continue to be carried
out in the usual manner without any modification.

Bank of Mexico, S.A.
November 21, 1976

Translated by: Yves Maroni
November 22, 1976
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Please return 10

IINFMLAS HNFXTCN {14770 .ituinational Information Center
F, 0. 11652: NZ/A

TARS: EFIN, MY

SURJELT: SHSPENSTON NF FNKFIGN p¥XUHANGE NPFRATTOES bY BARKSR,

t, SHORTLY AFTFR MYUNIGHY “NOVEMEFR 22, TR A% OF

MENIFY [SSUEN THE FOILDwTNR PRFSS WELLAGE:

2, “EUNSTDERTNG THAT. IM RECENT DAYS THFRE WaVe osEEN
FACESSIVF CUNVFRSTIANS NF NATIONAL MCMeY TO FORFIGN. EYOHANGF
THAT HAVFE MU RFLATTON WITH IMTFRNATIONAL IPANSALTINKS (N
AGNRS AND RERVYICES NMR DTO THE MOYFRENT OF PRODUNTTVE
THMESTHMENT CAPTTAL, NPFRATTONS THAY Mave TvFM KISE Ty
NISORLERLY ZTTUATINNG THAT SERTYCHSLY AFFFCY TnF FURETGN
FXRHANGE MARKET, THE FANK OF MEXTCD MR DECINED TU APQRT

AS A TFHPORARY MFASURE AND TN MAKE KMCWN THE FOLLLHING
MEASURFS?

M1y RERBINNTMG MOVEMEER 22, 1076 AnD UnTIL FURIHLR

7
NGTICE, CREDTIT IMSTITUTIONS wILL ARSTATL 20N RUYiih AND
SLILTNG FUREIGN FXPHANGE anD GOLM FOTHS
Wz, LITUIDATTON OF CALTGATTONS IN FURETEM Fxn(ANGE

TN FAVOR OF 0OR AT THE CHARBE LF CuFOTT [NSTLTUTIONS
WILL CONTINGE RETUR FFFEFTED A4S Msitall Twn FHE COKRLSEONPTIMG
PURRFNCIFS, WHFEN THE CLIFNTE. € JPT THAT SulH (TQUIDATIONS
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RE EFFECTED RY THE UFLIVFRY NF THE ECUTVALFNT VALUF Tw
NATLONAL C'IRRENCTES, THE RFPRESENMTATTVF PaTt uF EXHLANRED
THAT RULFS IN THF BRNKERS! MAKKET WILL bF APPLTED,

"3, ALL BTHER RAANKING OPFRATTQOMS wWILL CoNTINDE
RETNR FFFERTYVF TN THE URUeL FORY WITHOUT ANY MUDIF (A
TI”N."

3, WE ASSUME ARQVE ANNJOUNCEWFNT TC MEAM THA]
FOMMFRCIAL BANKS WYL MOT UNDERTAKFE FORZIOGN FEChANGE
TRANSACTTIONS BUT THAT MONEY ARNKERS, WHICH ARk LIMTTFOD
TN NUMBERS, WIIL MAKF THF MARKFT.

A. THE MORNIMNG PRESS CARRIF3 FNx THE MOST PARYT ONLY
ThF TEXT OF THF COMMUNYQUE, WE HAVF NOT YET SEFN ANY
FXPLANATORY TNFORMATYON AND SUSPFCT THERF W1l ot
PONMSTUERABIE CNNFUSINN,

TOVA

HMPLASSYRIFD

FORM po.1652




Translation of Bank of Mexico Announcement
Appearing in the Newspaper '"Excelsior,'"
Monday, November 22, 1976

MEXICAN BANKS WILL SUSPEND TEMPORARILY PURCHASE AND SALE OF FOREIGN EXCHANGE

Considering that, in recent days, there have occurred excessive
conversions of national currency into foreign currencies, that these
conversions have no relation to the international flows of goods and
services, nor with the movements of productive investment capital, and
that these operations have been causing disorderly situations which
gravely disturb the exchange market, the Bank of Mexico, S.A., has re-
solved to adopt on a temporary basis and to ﬁake public the following
measures:

1. As from November 22, 1976, and until further notice;
the credit institutions will abstain from buying and selling foreign
exchange and gold coins.

2. Liquidation of foreign exchange obligations in favor of
or charged against credit institutions will continue to be effected as
is customary in the currency required. When the customers of the
institutions choose to effect this liquidation by delivering the equiv-
alent.aﬁount in national currency, the applicable exchange rate will
be the representative rate prevailing in the brokers' market.

3. All other banking operétions will continue to be carried
out in the usual manner without any modification.

Bank of Mexico, S.A.
November 21, 1976

Translated by: Yves Maroni e TORAN
November 22, 1976 ’ A




BOARD OF GOVERNDORS OF THE FEDEwAL RESERVE SYSTEM

November 22, 1976

>

TO: Chairman Burns
FROM: Ted Truman a 5}(
Attached are the latest cables on the

Mexican economic situation.

Attachments: Mexico 14674
Hermosillo 0333
Mexico 14685
Mexico 14705
Mexico 14754

cc: Governor Wallich
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SURJFCT: MEXICAN ECONOMIE SITREP 6

ReP: (A) STATE 277224 (B) MEXICO 14518

t, EXLPANGF RPATES AND CAPITAL MOVEMENTS, FOR FOURTH

NAY TH KOW SANFQ DF MEXIFD SFT TRADING RANGE FOR PESD
AT 3AME VALUF: 24,12 YO RUY AND 24,32 TO SELL, wE

REI JFVE BANCN DE MEXTCN PLAN OF SETTING A LOW VALUFE

Ty THE PESO AT THE SFCOND "FLOATY™ AN THEN TRYING TU
FNRURARE RFPATRIATION NF FILIGHT CAPITAL BY SLOALY
RATSTIWNG IT HAS NOT BFEM SUCCFSSF!'L., THFRE STILL IS5
ALMOST CFRTATNLY A SMALL UITFLNW OF CAPITAL DUE TO

| AfK OF COMFTDFNCE IN THF PRFSFNT ADMINISIRATION,

WEMCF THE RANK MAY MAYF COMCLUDER THAT THE GAMF

WAS NQT WQORTH PLUAYINR, HOWFVFR, THF LUNGFER THE KATE
REMATINS FIXED THF HAPDFR IT WILL BF TO CHANGE IT IN

THF FUTURE, & RANKFR IN MATAMQROS PUBLICLY STATED

TiHAT AMY FURTHFR TINKERING WITH TH¥ FEXCHANGE RATE WOULD
FURTHER AFFERT PUBLIC CONFTDFNRE,

A, GNVERNMENT FIMANCE' S THE SECRETARY GF COMMUNTCATIOUNS

o
“u
£ "

CONFFOFNTIAL

FRE=2
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A THANSPORTATION ANKAUNCFD THAT THE NATIONAL A JLROANS

WL SHOW A DEFICIT ARFATER THAN 2.5 BILLION PESOs FOR

190,

T, NER . BIMARS PERSTST THAT THE IMDFPENDECE

nav. LELFHRPATINN OF SATURDAY, NDV, 27, WILL BE ACLON.
BAMEFD &Y A MILITARY COUP, IF SOs THTS IS INPQUBTEDLY THF
NERT ANYFRTISEN COUE JIN HISTARY, AND ALL RUMQRS FOIMI

FOS. “UrTEZUMA CIRn T “E SEPRFTAKY NF TREASURY,

A, WASTHESS TRFORMATTON, NOTHING STGNIFITANT,

ANG PRICES, NN SIGNYFTCANT,

Ao 3TATEMENTS NF INTFRFST RRNOUPS. THE SECRETARY
RENEQAL NF THE AUTNMOBYLF MOPKFRS STATED THAT SINCF
SERTEMDER TAF TNDUSTRY HAS (AID OFF 29,079 PEQPLE FXDN
YIS AETHINAL wNRK FOCE OF 59,000,
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TARS $ PINT, EGEN, M¥

SURJECT ¢ LANP TENURE PRORLFM IN SQUTHERN SONODKA AT
CRITICAL RPOINT -

[22.]o

RERIN SUMMARY: THE CONFLICY BETWFEN CAMPESINOS AND THE
NENERS OF THF RICH IRRYGATED FARM LANDS OF THE YAQUI AND
MAYO VALLEYS IN SQUTHERHN SNNORA, THE BREAULRASKET OF
ﬂEVIFO. REACHEN * FRYTYCAL STARE DURTING THE PAST jWEMTY
FOIIR HOURS, RELIZELE SNJRCFS ANDVISFE ThHAT TEAMS OF S5URw
VEYORS FROM AGRARIAN RFFORM SECRFTARTAT (SRA) FLOWN TNTYO
. PINDAD QORRFGAN DURTNG FVENING DF NAVFMRER 18 BEGAN 4T TWO
A, M, MOVEMBFR {& YO "FXECUTE® JIST SIGNED PRESIDENTTAL
NDEMRFES OF AFFFCTATION OF PRYVATF L ANDS, CONVEYING [HESE
YO CAMPESINGS WHN HAVE SFEN CAMEING ON GR NEAR THE LANDS
TN QUESTION FOR THF PASTY SFVFERAL DAYS, ACTUAL EXTENT QF
| AND AFFECTEN RY THESE PRESINENTTAL NECREES, wWHICH &FRFE
SIGNFD NOTWITHSTANNDING EYISTFNCE GF AMPARCS PROWIBIIING
ANY SUCH ACTTON IINTIL TAMJARY 4977, NOT KNGWN AT THIS

&£ o
e

DECLASSIFIED
E.O.12558 SEC.38

MR 07-117 #£4-
BY_olel _NARA DATE JliofoE
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TIME, RUMORS HAVF TT THAT THFSF CGULD AMNUNT TO FIFTY
THOUSAND HFCTARES NR MNRE, BUT IN ALL PROBABTLITY ARF
FONSIDERABLY LFSS, TFNSINNS TN CTUPAD OBREGON, SONDRA,

AND THFE SURRNUMNDING YAQUY VALLFY, ARE VERY HIGH, AND AN
NUTBREAK OF VINLENEE AND BLOODSHED CANNCT BRE RULEL OUT,
FAMPESIND ORGANIZATIONS FOURMING PACT OF OCAMPO HAVE

rALLED FOR A MASS CAMPESTNO RALLY YN CTUDAD OBREGON NN
SUNDAY NOVEMRER 21, REPOPTS ARF RIFE THAY SECRETARY

PAR}{I:\ GARCTA (OF SRA RAS REFN BLSING AND TRUCUKING CAMPESINDS
AND AGITATORS FROM OTHFR PARTS OF MEXIEO TO SQUTHERN SONMRA
TO SPEARKEAD ATTACK NN PRIVATE PROPERTY HERE, FMPLOYING
FLFETS OF CONASUPQO AND CAMPESIND ORGANYZATION TRUCK> FOR
THFIR SUPPLY PAINM FOR FRNM FEUFRAL MONIES, AGRICULTURAL
ACTIVITY IN THF ARFA (PLANTING OF WINTFR WHEAT) WHILH WAS
FAR :REHIND SCHFDULF TS NOW PARALYZFED, ENDANGERING MEXICO'S
1977 WHEAT GRATN SUPPLY, END SUMMARY

t» RFCURRENT PATTERN QOF PAST YEAP OF LAND INVASION BY ORGANw
TZFD CAMPESINOS, FOLLOWED RY EXHAUSTIVFE NEGOTIATIUNS MARKED
RY SONORAN GOVERNQR'S APPESLS TO CALM AND REASON AND TO
"STRICT ADHERENCF TCQ THE LAW", AND EVENTHAL PEACEFUL WITH=
PRAWAL CF THF "INVADFRS", STARTED ANNTHER CYCLE ABOUT
NOVEMBFR 1M WITH SFIZURE COF SIY¥ RLOCKS LN THF VYAGUT VALLEY
RY CENTRAL CAMPESINA INDFPFENDIFNTE (CCT) LED CAMPESINQOS,
THTS WAS FNALLOWED AT END OF WEFX BY NUMERGUS "PARADASGH
AR DEMONSTRATINNS ADJACENT TO NUMERQUS FIELDS WHICH
FAMPESINOS CLATM ARE PART NF SIMULATED LATIFUNDI AND WHICH
THFY VAWED THEY WOULD NOT LEAVF UNTIL THEY WERE GIVeN
QATISFACTION, POTH INVADFRS AND PEMONSTRATORS ARE REPORTFD
TU BE WELL ARMFD WITH MODERN FYKFARMS, 1T SHOULD BE NQTED
THAT LATEST RASH OF TNVASIONS FOLLOWFD IMMEDIATELY UPQON
NEFISION OF AMPARQ TRIRUNAL MARISTRATE IN MEXICO CTITY END
NF LAST WEFK TN EXTEND AMPAROS PROTECTING LAND OWNERS UNTIL
CJANUARY - WHILE ALLOWING SRA THTS ADDTTTONAL TIME TO SURMTT
SATISFACTORY EVIPENCF YHAT THE PRIVATELY OWNED LANDS N
NUFSTINN wWFRF REING HELD IN VIOLATTON OF LAWS AND CUNSTITU=-
YION, ACTUAL EFFFCT OF THE DECTSYON, WHICH WAS WTDELY HATLFD
AS A VICTORY FNR THE FARMERS OVER THE CAMPESINOS, WOULD HAVE
REFN TO POSTPONE SFITLFMENT NF THE PROARLEM UNTIL wELL INTO
THF NMEXT APMTNTSTRATTOM, : 3
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o, THE INTFRMITTFNT NERGTIATTONS OVER THF SOUTHERN SONORA

I AND TEMURF PROBLEM HAVE BFEN DRAGRING OM SINCE PRESTDENT
FCHEVERRTA'S APRIL 18 VISIT 70 CTUPAD DBREGON (HERMOSILLO

M- F421776) WHFN HF ANNQUNCED THAT HE WOULD RETURN IN ONE,
TWN.(BR THRFE MNNTHS, AS NFTEN AS NFCESSARY, YN ORDER TO ALLOT
I ANDS TO CAMPESINOS "ACCARDING TO THE LAW" , IN FACT,
FCHEVERRTA HAS NNT RETURNED, AND WHILE BARRA GARCIA HAS BEEN
RAFCK ON REPEATFD QCCASIOMS, HIS VISITS HAVE NOT RESOLVFD THE
PONFLICT OR RESULTFD IN ANY MQRE AFFECTATINNS OF LANDS,

| ARGFLY BECAUSE NF WYDFSPKFAN PECOURSE OF THF FARMERS TO THE
AMPARC PROCEDURE. SONORAN PRTVATF FARMERS TN PARTICULAR, AND
THF :RRTVATE SECTOR IN THF STATF TN GENEKAL, ARE BITTER IN
THFIR DENUNCTATINNR NF BARRA GARCIA AND H(S SECRETARIATIS
acvéyxrzss, CHARRING THAT THFY KAVF OKGANLZED, ENCOURAGED,
AIDED AND ABFTTED NISRFGARN NF THE LAw AND CONSTITUTIYOM,
TNFITED TO VIOLENCF, AND USEN ALl OF THE VAST POWERS OF THF
STATF AGAINST PRYVATF FARMFRS AND THE RIGHT OF PROPERTY,
TNVASIONS AF VARTOUS BLOCKS NF LAND TN BOTH THE YAOUT AND MAYQ
VALLFYS WHTCH HAVE DRAGGFD ON FOF MANY MONTHS ARE SATD TO HAVE
REFN MADF POSSTBLE BY SURREPYITINUS MORAL AND FINANCTAL SUPPORT
NF BARRA GARCIA AND MIS 8SRA PERSONNEL,

. PRIVATE FARMERS' NDRGANIZATIONS, QURING NUMERQUS ROUNGS OF
NEROTLATIONS IN MEYIRC CTTY AT SRa ANL FREQUENTLY AT LOS PINADS
HAVYE OFFFRFD TN RELEASF FOR NISTRIRUTION TO CAMPESINGS UP TO
TEN THOUSAND HFCTARES OF IRRTYGATFD LAND, PROVIDED CERTAIN
FONDYTIONS OF COMPENSATION WFRF MET, AND THAT THESE WERE IN
FALT ALLOCATFD TN “LFGTTIMATF" CLATMANTS, MEANING REAL
PAMPFSINDS AND NOT PFKSONS wHO WFRE DEMAMDING LAND BFCAUSE
SOME WAS ARQUT TN ‘RE DTSTRTIAITED., THFE NCAMPO PACT ORGANIZ7Aw
TINNS WERE VARTOUSLY REPORTED a5 UFEMANNDING 25,700 Tu 30,000
HECTARES, SRA& REPORTFDLY WFNT THF CAMPFSINOS UNE BETTER,

. CLAIMING THAT 34,0P2 HFCTARES WERE IMPROPERLY HELO BY PRIVATE
FARMERS AND SHOULD BF COMFISCATED AND DISTRIBUTED TO CAMPESINOS,
YT WILL PE RECALLED THAT THE GNM HAS ANNOUNCED THAT. IT WILL
FPLFAR 35,073 HECTARES OF NFW LANDS ADJACENT TU THE YAQUI VALLEY,
RRYNR THEM UMDFR IPRIGATIOM, AND DTSThRIBUTE THFSE T SFVEN
THOUSAND CAMPESINQOS AT THE RATF NF FIVE HWECTARES EACH, TEN

THNUSAND OF THFSF MEW HECTARFS HIVF ALREADY BEEN CLZARED BY :
ThF. PRNSPECTIVF NWNERS WORKING FOR WAGFS, AND THE REAUTRED IRIZA
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RPT TRPIFATINN WNRKS HAVF BREFN STARTFD, INCLUDING BUTH IRRTYGA=
TIAN aNp DPINARE CANALS, WHAT THTS HAS NOT FULLY TAKEN INTN
ACPQINT YIS THE PFRFNNIAL SHORTAGF NF IRRIGATION WATER, WHICH
YS INSUFFICIFNT TO SUPPLY FXTSTING wATFR-RIGHT LANDS EVENWHEN
SUPPILEMEMNTFD EY PUMPFD GPU!'NWATERS CF PELTIVELY HIGH SALINITY,
HYNRAULIC RESOGURCES SECRFTARTAT REGIONAL HEAD JUAN MIUNNZ

fyfl REP WHA WA® FQOR MANY YFARS (HIFF (UF ThF MEXICAIL VALLEY
TRRIGATION DYSTRTCTY) WAS KRFPORTEMLY SO LISGUSTED wITR THIS
TEPHNICALLY [INSGUNR PECISION THAT HE RKECENTLY LEFT HIS POSITION
FUR FARLY PETIREMEMT, PATRHFR THiMN RE FNORCED TG CARRY QUT THE
PRNJFCT .,
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A, CONVERSATTONS UF THF REPQORTING OFFICER WITH FARMERS!

NRGANIZATINNG LEADFRS IN SNUTHFRN SQONORA INOTCATE THAT

THF TACTICS NF THE PRIVATE SFCTQOR WERE TO HOLD 0UT

AGAINST THF FCHEVERRIA RFGTHMF AS LONG AS PNSSIBLE,

AND HOPEFUILLY UUNTIIL THF NEW ADMINISTRATION TAKES OFFTCF,

TN THE COANVICTION THAT THE LOPFZ PORTILLO TEAM wWOULL ADQOF Y

QUIINDER FUNANOMYC PRALTCYES TN AGRTICULTURE, STAYEMENTS HY

THF THEN=CANDINATE TN THF FFFECRT THAT "THERE IS NO MORF

I AND TO DISTRIRUTEY AND "LAND CANNOT BE STRETCHED LIKE

PURBFR" ARE RECALLFD IM SUPPNRY NF THESE HOPES, WHENW ASKEU

WHAT ANULD HAPPEN TQ THE THOUSANDS OF CAMPESTNO CLAIMANTS,

NOW CAMPTNG OR SNUATTIMG IN SUUTHERN SONORA NR NORTHE#M

SINALOA, THEY SATD THE MILYTARY, "TF BACKED BY THE PRELS.

TOFNTY WOULD SHIP THEM RACK TO WHENCF THFY WERF BROURKT

RY BARPA GARCIA AND THF SRA, RFACTTONS TO THF PUSSIBTLITY

THAT THIS MIGHT PESULT IN SOME VIOLENCF AND PQSSIBLY RLOUMD=

SHFD, WAS THAT MORF MEXICAN RLnon HaS REFN SHED OVER [ AnD g oy
- THAN ANYTHING FLSE,

N.88_ DS '652 i - Eeap. - . . . ¥ - . - . .
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R, LATEST REPQRTS FRNM CTKNAN NBREGON, RFCEIVED FKAr wry
THFOOMFQ, ALBFIT STRONGLY PARTISAN PRIVATE SECTOR SOLPCFS,
ARF THAT DURING THF LATE EVENIMNG AMD NTYGHT OF NOVFEMRAR®

{8 w 19 TEN AJRCRAFT ARRTVFD AT CIUDAD QOBREGON, SOUNLRa

MITH THE PFRSONNFL CF 23 BRIBANES OF SFA SURVEYORS AND OThik
NFFICIALS, CARRYTNAR FRFSHLY SIGNFD PRESIDENTIAL DECKFEeS 0iF

FFFCTATION GRATING LANDS TN 50,002 "SO-CALLED CAMPESINNG',
AND THAT THESE TFAMS BEGAN THETR WORK TMMEDIATELY, STARYTNG
AT TWO a.M, TARTTC CF WORKTNG DURING THE NIGHT IS NCUT NEW
FQR THF TURPN GVER NF THE SAN IANACIO, RIO MUERTO, SUMURA

| ANDS WHFRF THF OCTORER 1675 "MASSACRE" TUOK PLACE, ¥i%
FARRTED DUT TN STMTLAR MANNER NURING THE NIGHT,

R, SUPPOPT FNR RFPARTS THAY AUTEFEAKS NF VIOLENCE ARF Fprai(
FUMES FRNW SEATTERFD SNURCFES: THF RED CROSS TN SONORA wa®
REFN ORUFRFD TN FONCFNTRATE UP TN FIFTY AMBULANCES Ih Thi
FIHNDAU DRKEGAN AREA; THE SRA HFRMOSILLD NFFICE STAFF Wive
AcFN SLEFPIANR TN THETR OUFFYCF3 FOr THE FAST Tw0 DAYE 101 Re
AVAILABLFE AT AIL TTYMFSy SONORPA GNVFRMOR CARRILLO MAkMg®

I EFT HFRMUSTILLO UNEXPECTFOLY DURING THF EVENING OF

NOVEMEFEK |8 FOF CIHDAD ORRFGAN.

7. THE KESULT AF THE PREVATLTNG TENSTOM AND UNCERTAINEY TN

SCUTHERI SNWNNRA T3 THAT PLANTING OF WINTFR WHEAT IS PEWINU

CCHENULE, WITH ONLY TWFNTY FTyE PERCENT NF THE ARgA FLETNIFD

AN THE COAMPARARLF NAYE [N 19753 THF FINAL DATE FOR FlanmTis e

WITROUT SERINUS ADVERSF RESYLTS TO PRODUCTION IS5 DECFMPER 10

AND TALK OF SIZEABLE AND COSYLY IMPCRTS BEING REAUTIRED w2

A RESULT IS ALREAUY RETYNA HEAKND, ON THF NTHER HAMpD, THFLF

NF THE &% FARMFRS NISPNSSESSFD UF THFIR LAND AT SAN JGNATTA,

RIN MUFRTO, SOMQORA HAVE FI(ED SUT1IS ON THEIR BERALF AGAINST

RARRA RARCTA, HIS SUASECRETARY TURRES, AnD AN ENGIMFEW
_NRNPFZA, FNR TWENTY NNF MI{_TON PERQS FUR DAMAGES AMD WINL A

TION OF LERAL ORNMPERS, ON THE GROYUNNS THAT BARKA DISRFGARDED

PRFSTDFNTIAL NRDFRS NN QRTNBFK 29 THAY THE FARMERS cF b

PENSATED FPR THETR CROPS, FAR} IMPLEMENTS AND IMPROVFMFNTS

| UST WHEMN THFIR ILANDS WERE TAKFN.

SACKSTFEFDER
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REF: A) STATF 277224, B) MFXICO 14674

s

f, SYINCE SFNDING RFFFRFNFE B WF HAVE BEEN INFORMED THAY A
GRFAT RUN ON THE BANKS 18 ''NDERWAY DUE ON PART O RUMQORS
CUNFOUNDFED IN NUR OPYNION) OF TMMINENT COUP ON MOV 20,
AMBASSADOR WAS TOLD ¢BY HIGH OFFYCER OF BANCO D& COMERCIOD
I AST NIGHT) THAT BANCD OF COMERCTO ALUONE HAD TO BORROW
€27 MILLION FROM CENTRAL BANK YESTERDAY TO MFET DeMAND,
THF FNTIRE BANKING SYSTYEM RORROWFD OVER $68 MILLION FROM
FENTRAL. RANK YFSTERPDAY,

P. AMUASSADORYS RQURCE DAURTED THAT. BANCO NDE MEXICO wWQULP
g RE ABLE TO CONYINMUE YHYS PAYOUT FOR LONG, AND TUDAY 71§
T FXPECTED YN BE WPRSE, LOCAL BANK 3TAFFS ARE OVERWHELMED AND
SOURCE STAYED THAT CNMMERCYAL BANKS MAY HAVE TN CLOSE BEFORE
NORMAL HOURS TODAY,

., SOURCE ALSO DISCOUNTS COUP AND OTHER ALARMING RUMORS, el
RUT SAYS THAT LEVEL NF CONFINENLE I8 80 LUW IN MEXICO THAT
FUALTC WILL RELIEVFE ANYTHING (FXCEPT WHAT GOVERNMENT S§AYS),
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Ao 1T 18 INCREDIBLE THAT I HAVE BEEN DEPRIVED OF THE SERVICE

NF FINANCIAL ATTACHE PASCOE AT A TIMF LIKE THIS AND DESPITE
EXPLICIT PROVISO THAT IF HE WERE CALLED TO WASHINGTUN (IN
TTRELF UNWISE) HE BE BACK BY [LAST WEEKEND, REQUEST PASCOE'S
TMMENIATF RETURN, NR THE IMMEDYATE ASSIGNMENT OF A FOREIGN
SERYICFE NFFICER OF APPROPRIATE BACKGROUND WHO WILL BE UNDER
MY CONTROL. '
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1. SENIOR OFFICIAL OF RANCN DE COMERCIO HAS JUST CALLED ME
F14345 A.M.) TO SAY THAT BANX WITHDRAWALS AND CONVERSIONS
INTO DOLLARS CONTINUF VERY HEAVY TODAY, DESPITE THIS, THERF
TS NNW NO RISK THAT BANKS WILL CLOSE EARLY AS BANCO DE MEXICO
HAS GUARANTEED TO PROVIDF DOLLARS -IN ANY AMOUNT REQUIRED,
FONSTDERING THIS THWE BEST MEANS TO CALM PUBLIC FEARS AND
SPFCULATTION, SNURCF RELIFVFS THAT PRESSURES FOR CONVERSIONS
WIIL CONTINUE AT LFAST THROUGH MONDAY BY WHEN IT 18 HOPED
THAT A QUIET WFEKEND WILL HAVE TAKEN PLACE AND PUBLIC CONe
FINENCE RESTORFD,

DECLASSIFED
ugﬁyiw%&ﬂfMA)Jﬂkb

BY el WARA, DATE L2/

m, IN THE MEANTIME, THERF ARE ALARMING RUMORS OF HFAVY
| AND INVASTONS IN ‘THE NORTH AND OF THE FACT THAT PRESIDENT
FCHEVERRTA HAS REVERSED HIMSELF AND IS AUTHORIZING DISTRI=
RUTION GF LAND IN THF YAQUT VALLFY NEAR CIUDAD GBREGON,
THROUGH AN OFFTCTAL DECRFE (WHICH, WE UNDERSTAND, WILL
APPEAR IN'THF DIARIO OFFTCTAL WHICH 18 NOT DISTRIBUTED
PUBLTCLY UNTIL MONDAY). THIS DECREE APPARENTLY OVERRIDES
' _JUDPICLIAL "AMPARD"_GRANTED RY THE CAURTS TO THE LAND OWNERS
CUNTIL JANUARY 5, THIS -HAS CAUSED CONSTERNATION IN BUSINESS

WAy o CONEIDENTIME
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PUMMUNITY AND T HAVE BFEN TOLD THAT THE EXECUTIVE BOARD 0F
POPARMEX (CONFFDFRACION PATRONAL DF LA REPUBLICA MEXICANA)
HAS REEN CALLED INTD SFSSION, RANK AND BUSINESS SOURCES
HAYE TOLD S THAT THFY CONSINDER THIS PRESIDENTIAL DECREE
AS ECONOMIC AND POLITICAL MADNESS, PARTICULARLY COMING AT
MOMENT OF GENERALIZED LACK OF CONFIDENCE AND IN THE LAST
NAYS OF AN QUTROING RERIME AND OVERRIDING A COURT ORDER,
fWF WILL ATTEMPT TO REPORT SEPARATELY ON LAND INVASION
MATTER.)
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t. DURING CONVERSATINN LATF THTS MORNING BFTWEFN

AR ACSADOR DFNT fSTRY AND MARIN RAMQON RETETA, SECRETARY 0OF TREASURY,
I, BFTFTA STATED THAT YESTFRNAY AND TODAY WERE DTFFICULT

PAVS FNR MFXTCO AS IT WAS FXPERIENCING LARGE OFMAND FOQR

nOLLAKRS, THIS NMEMANMD HAD BFEN REMERATED RBRY

. APK UF TRUST TN THE ADMTNTSTRATTON AND RIDICULOUS RECFNT

RUMORS, ME BFLTEVEN THFSF RUMORS WFRE PURPOSFLY RETNG

PLANTED RY DISAFFERTFD ELEMENTS TN MFXTCAN SOACTETY 70

NISECRENIT THF CURRFNT ADMINISTRATION AND AT THF SAME TTMF

WEAKEW THE PNSTTION OF THE INCOMING ADMINISTRATION, AFTER

THTS WFEKEM[) HF SATD PFOPLF WILL SFE THAT THFRF IS nN

FOINNATINN YN THFSF PUMORS AND THE CONVERSION OF PESOS

TG DNLLARS WTLL STNP, FORTUNATELY, THE TIMF WAS

CHNRY 'INTIL THF NEXT APMINTSTRATION TOOK TN POWER, %
NN: Y SFVFN WNRKING CAYS, AND THERE WOULD BE NO ¥
__MATASTROPHE,
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v, HWANKS RFPNARTEN HEAVYY RPUN AN PFSNS TNDAY BUT THEY
FLOSFD THEIR DNORS AS USHAL AT 1130 ALTHOUGH MANY

e PECPLE wFRF LEFT INSIDF TO BF SERVICED LATER,

1 CTNTERESTINALY, BANKERS NOTFD THAT MAMY wEALTHY AND
SOPHISTICATEND PERSANS WERE COVFRTIMG PEQOS TODAY,
THFY ATTRIBUTEN THTIS TN FONSTERPNATIQON CAUSED BY
SURPRISE ANNNUNCFMENT AT 9:3m THTS MORNING BY
DRESTDFNT FLHNEVERRTA THAT THF GUVERNMENT WAS EXPRO~
PRYATING 127 ,am9 HFCTARES NOF LAND TN SNNNRA FROM 72
FAMII JES, THF [ AND IS REPORTEDLY IM THE YAQU] VALLEY
AND TQ HF NISTRIBUTEN AMNNG R, CAMPSINGUG FAMTLTES
EREE -REETEL 0.

A, FOR FIFTH DAY IN ROW RANCN NE MFXTCO HELD
THF FXCHANGE RATF MONSTANT AT 24,10 TQ BUY AND
74,32 Ty SFLIL, :
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| IMITED OFFIMIAL USE MFXTCN 14744

Fo.:0. 11682 NZA

TAGST FFIN MY

"SURJFCT: FNRFIAN EXCHANGF MARKFT OUPERATINN UNDFR NEm SYSTEM,

REF: WEXICO 14770

A . FnLLDWiNG I8 NUR PQELTMINARV DNNERSTANDTING NN HNK THE
FORETGN FXMHANGE MARMET TS5 NOW OPERATING oASFL UN
PONVFRSATINNS WITH BANKERS.

", FNRELAWN EYCHANGF TRANSACTIONS APE BFING HANDLED BY
RRNOKFRAGF NOUSFSICASAS OF VALQORES) OR REGRISTERED STOCK
FACHANGE AGENTS (AGENTFS DF ROLSA). AT LFAST SEVERAL

1.ARGE BANKS(FPANCND PE CNMFRCIM AND RANCC MACINNAL OF

MEXICO) CCMTPOL RRNKFRAGFE HONSFS, THE RrRANCHES UF THFSF

RANKS ARE RUYING DNLLARS AND DNLLAR IMNSTRUMENTS AT KATFES
SLTGHTLY ARQVE 28 PESOS PER NULLAK, CFFICERS OF BAMCO

NE COMERCIN HAVE AUTHORITY TN FoNVFRT Up T0 3500, WHILF

THF TRAWSACTYON TS HANDLFO THROUGH gANCO DE COMERCIO

NFFICES, IT SHNWS UP ON THF RONKS OF ITS BROKERARE HOUSE,

LINITED CEEICTIAL USE
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SAIES NF DNLI ARS ARE BFIMNG WADE NN AM "AS AVAILARLE®
RASLIS, AT A RATE ARQUT ONg PFECENT ARCVE THE ONLLAR
RUYING RATF,

A, WHILE THE BANK NF pFXTCA AOMMUNTGUE CRFFTEL) RFFFKS
TO MANEY BPOMERSICMRPENORES NE CAMRIM), WE UNDFRSTAND
THAT ALL STUrK MARKET RANKEWS (AFENTES CF RULSA Ok
FASAS DE yALPRFESY £aN PARTTCLTIFATF TN THE nNeRKeT,

A, WF UNRDERSTAND THAT. THFRF HAVE NOT BFEN ANY
TRANSACTTIONS THIS MOPNTaG, CTTTeANK 15 nOLDING UFF
MAKING ANY TRANSACTIANS THAUGK TREY HAVE HFARD THATY
RANKS CaN TN FACT MAVE TRAMSACTIOMS 87 LR MEAR THE
RATES REINT NUNATFND kY FROKFRS,

5, THE MFXTCAN BANKERS «FRF TO MFET. w[Tn BANK OF

MENIFD ANU TRELSURY AFFICLALS ThHIS MORNING AT 11 A,M,

We DN NUT YET KNAw TWE QUTFOME, TRERF I8 (OnNSIDERABLE
POMFUSTUN 88 TN HOW THF MARKET SHOULD NFFERATE,

TATS BFING THE FTRST EXPFRTENCF wiTh A FLOUATING RATE,
WE MAY HAVF T( MODTFY A@NVF DESCRIPTIULN UPRN RFCEIPT
NF NEW INFORMATINN,

JOVA

EQRM a
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I IMDIS FOR PISTRIRUTINN FNR S§,D,E,CiP,EB, ARA,S/F,
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: DECLASSIFI
FoN, 11652¢ GOS
TAGS: EFIN, MX

SURJFLYS: MEXTCAN ECONQOMIC SITREP gy_del dal

REFI A) MEXIfQ t470Q, B) MFXICN $4779
1. -EXCHANGF RATES ANn rfAPITAL
MENIZD IS
MENICU WITHOREFW FROM FORETEMN FXTHANGE MARKET, AS DF

MOVEMENTS,

AS NOTED IMN REFTELL
NAW ON A TRULY FLOATING EXCHANGEEFRE RA!F 25 BANTD
pA0H

Em
,

AU“*BWVﬂgikdqd4%ﬂ32£gﬂgzﬁL

NARA, DATE 2208,

RATE BEING WUQTTTED WAS SLIGHTLY MORF THAN 28 PL5308 PER NOI LA

FSFE RKFEFTEL A), ACOORDING TO PRESS CAPTTEL OQUTFLOw HAPD

RUNNTING 10 TN 95 MILLION DNLLARS A DAY FOR LAST WiF:x QnQF
HOWEVER IT IMCREASFD RAPIDLY AT END OF LAST WEER 10 Agiyd
(5Mm MILLTIUN Ny FRIDAY, BANCOO DF MEWICO UNDOURTEL . Siw 10
AF THIS POMING IN THF FEW NaAYS PRESCFDING ACCESS uNM Tn pouEs
NF LNPFZ PORTILLO ON DFCFMRER ¢ AND DeEEECIULFL [0 cubLn
FINAMCE SUCHHHHM A DRAIN, REFSRTEDLY A MQPEMY MAuLzT In o7
NUTCKLY DEVELQPED AT THE ATRPQRT AFTER THE EXCHANEE EQNT

FLOSED FRIDAY AFTERNCOON,
ABAUT 26 TO THF DOLLAKR,

THIS MARKET HAD TRADED Th& PESO

FORM ne scma
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PAGE 02 MEXTICH 14R19 2327831
9, GOVERNMENT FINANCE, THE NAATTTCNAL TELEPHONE COUMFAWY,

TEFEELFFONAS DF MEXICO, WILL HAVFEEE A DFFICYT OF 14 BwiLLION
PESDS THIS YEAR ACCCRDING TQ THE LFATER OF THE TELEPHUNE

WORKERS . HFE ALSO STATFED THAT THF SITUATION WASS AGGRAVATED
RY THE FIRM HAVING THE MAJOR PART 0OF 178 LTASBILITIFEFES 'n

PO LAKS AND THOURHY THAT RAAATES wWAULD BFE TINCREASED RETWFEN

15 AND 28 PERCENT,
B RUMORS, (SFE MEXICN 14711)
A, BUSTNESS INFORMATTIGN, NNOTTRING SIGNIFICANT,

8., WAGEEFES AND PRTICFS. NEWSPAPERS RFPORTTTT GREAT MRICE INLURgAEDS
TN ONE OF MEXNCTIS MAJOR DOMNTOWN MARKEEEYTS DVWFER THE WF&LY
PRTCFS OF FRUYTS AND VEGETABLES ALMOST NOUSLED, SFLLEFRS
RUFSTIONFD STATTTTFD [HEY HAD NOT FAITH TH THe YAAALUE OF TnF
PESDO, NEWSPAPERS TTODAY STATE THaT A REPQORT JUST REFELEAGT U

RY HANCO NACTIONAL NE MEXICN, WHITH wF HaAvE NDT YE! KRFELFIVEF:,

SAYS THAT WHFRFAS THF MONEFEFY SUPPLY WAD BAEEN IMNCREASTNE A7

AN ANNUAL RATE OF 22 PFRCENT THROUGH AUGUST 1976, IM FEP.

TEMRER THE RATF NF INCREASF JUMPFED TQ 42 PERCFNT. THIS 75
ANN ASTQUNDIMG RATE OF INCREASF FARTI

rUl-ARLY WHEN THAT AT

YHTS TIMF PEFSON CURRFENSY AND ACCCUNTS WERE INCRECASIMGL !
FONVERTEN TO DALLAARS, ONE OF THF MAJSCUR REASONS FOI THTS
JUMP IN THE RATE 0OF MONETAARY EXPANSION TQULD HAVL GFiM Tub

NEFD T0O FINANCE THE AROATWNG FUSLIILIC DEFICIT BUY 0 & gXPLlaw
NATION DNES NOT SEFM AT THYS TTIMF TO BEEE SurFilicdl, NOR DLTE
THF LIQUIDATION OF PFSN TIME DFPOSITS AND INSTRUMLNTS SINCF
THESE DO NOT FYTTTURE IN THE MONEY SUFPLY.

JOVA-
e —"’ g
" ~/
N /
5 i
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CONFTDENTTAL November 29, 1976

TO: Chairman Burns

1
\

FROM: Ted Truman _ |||
Vv

Attached are the latest cables on the Mexican economic

situation.

Attachments: Mexico 14904
Mexico 14956
Mexico 15016

cc: Governor Wallich

pefense classification of this document is due

to the tncl

n of US. Government informaticn
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REF$ MEXICH 148109

¢, EYCHANGF SYSTEM, ON SFCOND DAY OF NEW EXCHANGE SYSTEr,
NO! LAR BUYTING PAXE OF RANCO NACIONAL DF MEXICO(BANAMEY)
NEFLINED FROM 25.5 AT THE OPENTNG TO 22,7 AT ONE P.WM.
NOILLAR SELLING RATF ROUGHLY i@ PFRCENT MORE, MAKING FORETEY
FXOHANGE BUSTNFSS PROFITABLE. RANAMEY OFFICIALS TVELL

1S THAT DECLTINF WAS DUE TN PART TO SFLLING BACK OF DOL L AP
FURRENCY THAT WAS PURCHASEN LAST THURSDAY AND FRIDAY,

AUT IN A MUCH SMALLER VOLUME, MARKFT NOV,23, AS NUV.22,
WAS DOMINATED RY INDIVIDUALS AND CHARACTFRIZED ©Y SHALL
TRANSACTIONS, COMPANTES APPEAR TN BE HOLDING OFF FOR THE
TIME BEING.

=

P

£
L
& g

», ONE BANKER TOLD US THAT ALL TRANSACTIONS OVFR %5,MP07,
HAVE TO RE REPNRTED TO THE BANK NF MEXICO PRTOR TO EYECUTION, AS A
RESULT, ONF PURCHASE OF $50,mam WAS BROKFEN INTO ELEVEN TRANSACTIONT,

A, PUBLIC UNDERSTANDING NF THE NFW MARKET 18 STILL LYMITED, MONDAY
NEWSPAPERS MFRFPLY REPRINTED THE RANK OF MEXICUO'S COMMUMINUF WHICH

. EONEIDENTIH,
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PARE 99 MEXTCO 14004 2418247

FaVE THE IMPRESSTON, PFRHAPS DFLIBFRATELY, THAT ALL FOREIGN EXCHANEE
YRANSACTIONS HAD BFEN SUSPENDED, NOV,.23 PAPERS NOTE THAT BROKERAGE
HOISFS APE ENGAGYNG TN FORFIGN EYCHANGE OPERATIONS, BUT DO NOT
PRNVIDE _

AUTDELINES FOR BUYING DOLLARS. THE INDIVIDUAL HAS TO FINP OUT FOR

MREl e
“I"Orl.«r Y

1. THERE ARE FIVF OR SIX BANKS THAT HAVE CASAS DE VALORES (BROKERAGE
HOIISE), WE HAVE NOT YET CONFYRMED THAT ALL THESE ARPE OPERAYING IN THE
FORETGN FXPHANGE MARKET, THOUGH ONE, BANCO DFL ATLANTICO, ADVERTISED -
SERYICFS DF TYS ARNKFRAGF HOUSF IN NOV .23 PAPERS, ;
We ARE AWARE QF BEVERAL BANKS, INCLUDING CITIBANK,

THAT ARE NOT ENGAGIN IN FOREIGN FXHCANGE TRANSACTINNS,

5, SAND NE CNMFRCIN OPENFD NOVEMBER 23 AT 25,5 BUYING

ANP 7.5 SFLLING. YT CLOSED AT 22,7 BUYING AND 25.0

SEI LTNR, IT OPENFD AT 23 BUYING AND 26 SELLING ON NOVEMBER 24,
NINE SPREAD TS DISEGURAGING TRANSACTTIONS.

A, WHILE SHARP DROP YN RATF FROM MONDAY'S 28 PFSOS PER
neotLAK MAY BF RUF YO MARKEYT FORCES, SOME URSFRVERS
SUSPFCY THAT BANK N#F MEXICO MAY BE MANTPULATING TRE
MARKFT .

¥, ONE MELF OF $R@® MILLION LOAN IS TO BE DRAWN DOWN

NN NAVFHEER 24 AND THE OTHERHALF ON NOVEMBER 29,

EORE TGN QANK NEPRESENTATIVE TELLS US THAT BANK UF AMERICA
ap T LETTER TO TREASURY PEMUFSTING DETAILS ON YMF PROGRAM
15 WELL AS RELFVANT FUND AND WORLD BANK DOCUMENTS,
TREASURY RFPLIFD THAT FUND AND BANK PROHIBYIVED THE _
Pl AGE OF THESE DACUMENTS, BUT GAVE A RESUME OF THE EFF

J0V A
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.\, EXCHANGE SYSTEM, TODAY, NOVEMBER 24, DULLAR BUYING RATE

. PONTINUED TO DROP, BANCO DF COMERCIO REPORTS THEY OFENED :
AT 25 PESOS TO BUY DOLLARS AND 23 TO SFLL, BUT CLUSED AY -

| 24 AND 21 RESPFCTIVELY. HOWEVER, OFFICYAL NOTED OTHER BANKS,

. ANPD FVEN BANCD DF COMERCIO BRANCHES OQUTSIDE OF MEXICO, WERE

© NUNTING SOMEWHAT DIFFERENTLY ALTHOUGH TENDENCY WAS THE SAME,

. MARKFET CONTINUFS TO HANDLE MOSTLY RERQUESTS BY INDIVIDUALS, SOME 0F

' WHNM TRAPED LARGF AMOUNTS, STILL LYTTLE CORPORATE ACYIVITY

RETNR NOTED. DOLLAR RUYING RATE DROPPING DUE 70O DULLAR

NFFERINGS CONTTNUING SOMFWHAT LARGER THAN DEMAND. RECAUSE

RANKS HAVE NO BUARANTEE THAT BANCO DE MEXICO wWILL BUY

'THF DULLARS FRAM THEM, OR THE RATE IF IT BUYS, THEY ARE

TRYING TO BALANCF TWFIR POSITIONS, BANCO DE COMERCTO

.~ TONK IN A LARGE AMOUNT OF DOLLAKRS AT 28 PESOS EARLY

. MONDAY LEAVING IT VERY LONG ON DOLLARS, HOWEVER, IT

. 'HAS NOW ALMOST BALANCED ITS POSITION. INFOURMANT

 FMPHATIC THAT RANCO DE MFXTCO NOT IN THE FOREIGN

. FXPHANGE MARKET IN ANY MANNER,

b2
FORM o LE2
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MFXICU 14‘956 25un227
s, OTHER FCONOMYC FRONTS. THFSE ALL CONTINUE
REMARKABLY QUIET WITH NOTHING SIGNIFICANT TO RERORT,
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REF ¢ A) STATE 277224 B) 14904

', FXCHANGE SYSTEM, VYESTERDNDAY, NOVEMRER 235, BANKS WERE
RUYING DOLLARS AT 23 AND SFLLING AT 24. TODAY, THE

RATES REMAIN THE SAME, MARKET MAY Bg CANSULIDATING,
TRADFRS HAVE FNRFED YHF WARROWING OF TH: BUYING

AND SELLING SPREAD BY SHNPPING AMONG BROKERS,

P, NTHER ECONMMTIC FRONTS, THE LEADFKk UF THE MEXICAN

ILAROR CONFERATION, FIDEL VYELAZRUEZ, STATED TWAT THE
ILAROR MQVEMENT WTLL NQT ASK FOR A GENERAL INCREASE

AT THIS TIME. WHYLF THF PESO FLOATS THE DETERIORATYON
NF PURCHASING POWER CAM NQOT RE CALCULAYED, HONCYER,

‘THF MATIONAL MTNTMUM SALARTES COWMMISATON 9YLL “Wavg

TO FIX A NFW MINTMIIM WAGF JAN 1, 1977, STNCL 1He

L BEMOND DEVALUATINN, NCT 27, LABQOR HAS SHOuN REMBARAALLE

FOREREARANCE IN NQOT TMMEDIATFLY CLAIMING & wAGE INCKEASE
YO RFSTORE RFAL INFOME. YHTS COULD bf hUuE Tu SEYFRAL
FACTORS: EVEN ORGANIZED LAROR Y8 FFELING [HE PINCH

. NF UNEMPLOYMENT &ND THE SHOCK NF THE SECONN DpVALUATTON
. TO WHICH THE IMMFDIATE PRICE AND WAGE RiSES FOLLOWYNG
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PARE 42 MEXTICN 15056 2740692
THE EIST CONTRIBUTED,
a, RUMIHRS., EMBASSY (FFICERS MAD BEFN TOLD BY OFFICTALS

AF TREASUIY THAT MARTO RAMNON BFTETAN CURFPENT SECRETARY
NF TREASURY, wWTLL BE APPNINTFD sMBASSADQR TO THE

INTTED STATES, NFWSPAPFRS SPECULATED THAT LIC,
CANTOMIN CARRTILLO FLONES, FNRMER SECRETARY OF FOREIGN
AFFRTRS AND TRFASURY AS WELL, YOULD BE NAMED DIRECTOR

RENERAL OF THE BANCO DF MEXICO. HE WAS SECRETARY OF
TREASUPY IN 1974 DHRING LAST DFVALUATION AND IS
FOHNSTDERFD A "SQOLID ManW, " FINALLY, RUMOK IS CIRCULATING

YW BUSTHESS AND RaMKTNG FIPCLES THAT ERNESTO FERNANDEZ
MURTADN, CURRENT DYRFCTOR GENVERAL AF BANCO DE MEXICO,

VISITED WASHINGTNN EARLY THIS WEFEK TN PLEAD FQOR A
MORATURIUM ON NERT REPAYMENT,
1OV A






