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SECRETARY BLUMENTHAL

Date: FEB 8 1977
MEMORANDUM FOR:

From:  Under Secretary Designate Solomon )

Subject: Briefing for Meeting with Mexican Finance Secretary
Moctezuma Cid and Central Bank Director-General Romero

Kolbeck

Date and Time: Wednesday, February 9, 1977, 4:00 pm

Place: Your Office

Persons Expected to Attend:

Mexico: Julio Rodolfo Moctezuma Cid, Finance
Secretary
Gustavo Romero Kolbeck, Director-General,
Bank of Mexico
Miguel de la Madrid, Deputy Finance
Secretary
Alfredo Phillips, Deputy Director for
International Affairs, Bank of Mexico
Gustavo Petriccioli, Chairman of the
National Commission on Securities
Treasury: Secretary Blumenthal
Under Secretary Designate Solomon
N Deputy Assistant Secretary Erb
b Y
Qo § State: Richard Cooper, Under Secretary
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Q}% t§ &S Recommended to attend as recording officer:

S~ b - | 1.
Eﬁf §$ E L. Britt Swofford, International Economist,
égi} 4 2 Office of Developing Nations (Mexico)
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- :gf Finance Secretary Moctezuma and Director-General Romero
_| request to meet with you to discuss the current economic situ-
@ ation in Mexico and to prepare for the February 14-15 visit
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of President Lopez Portillo. While the Mexicans see this
as an opportunity to establish personal contact, they
will also wish to examine specific issues which might
be discussed when Lopez Portillo meets with President
Carter.,

Issues which Mexicans are Expected to Raise:

(a) Establishment of a mechanism for dealing
with bilateral economic issues.

The Mexicans have indicated a desire to
establish some type of mechanism which would
facilitate frequent meetings, at a technical
level, to examine various bilateral economic
issues and problems in depth. The mechanism
would not necessarily need to be structured
in a formal sense, e.g., "US-Mexican Joint
Economic Commission," but in a way that would
provide for a focal point for increased cooperation
and coordination on issues of mutual concern.

(b) Given that the 1977 external financing

requirement which may approach $3 billion

in new funds, and the possible reluctance on
the part of the private banking sector to
increase lending to Mexico, the Mexicans may
request the US Government to intervene on
their behalf in urging U.S. banks to increase
their exposure in Mexico.

Mexico, like many countries, has rapidly increased
their external debt in recent years as excessive
domestic demand went unchecked. Mexico's external
public sector debt totalled $20 billion at end-1976.
It is estimated that the gross external financing
requirement in 1977 will be approximately $9 billion
of which, $6 billion will be for debt rollover and
restructuring and $3 billion representsnew borrowing.
There is growing concern on the part of some Mexican
officials that the private banking sector, and in
particular U.S. banks, will be unwilling to increase
the amount of their outstanding loans to Mexican
enterprises. Because of this growing concern, they
may request U.S. Government assistance in obtalnlng
private bank financing along two lines: .

3 |
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1) A request for a direct approach by high
level U.S. Government officials to U.S. bankers,
urging them to increase their lending to both
public and private enterprises in Mexico.

2) Ask that during the course of U.S. bank
examinations, examiners from the Comptroller
of the Currency and Federal Reserve relax their
requirements regarding classification of loans
to Mexico.

In either case, the Mexicans would be seeking
preferential treatment in order to assure continued
access to U.S. capital markets.

(c) Discussion of U.S. Swap Arrangements

The U.S. provided $300 million of financial
assistance in November 1976 (split evenly between
the Treasury and the Federal Reserve) in accordance
with the existing agreements. The Federal Reserve
Swap is due for repayment on the 10th and 17th of
February ($75 million on each date) and the Bank
of Mexico has informed us that they intend to make
repayment as scheduled. The $150 million Treasury
Swap is due in November and we expect repayment on
or before the due date.

In the fall of 1976 an additional $600 million in
bridging finance was made available, contingent upon
IMF drawing. $365 million was drawn and repaid, and
$235 million remains available. (A record of the
swap is attached at Tab 2) We also provided a $150
million one month swap on November 30, to help them
meet their reserve requirement at the end of November.
This was repaid at maturity on December 30.

(d) Renegotiation of the IMF Stabilization Agreement.

In September 1976, Mexico agreed to an economic
stabilization program in cooperation with the IMF
which provided for balance of payments financial
assistance based on the attainment of mutually agreed
upon economic performance targets. When the Lopez
Portillo government came to power on December 1, there
was much discussion about whether to reaffirm the
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program or to begin renegotiation discussions.

It was decided that for reasons of maintaining
confidence, the stabilization program would be
implemented although many recognized that in all
likelihood, renegotiation would be required later
this year.

(e) Increases in the exploitation and exportation
of Mexican petroleum products.

Recent nonpublic estimates indicate that
Mexican petroleum reserves may be among the largest
in the world. Rapid exploitation of these reserves,
however, remains a politically sensitive issue
in Mexico. Nonetheless, Lopez Portillo is expected
to discuss privately the possibility of increasing
petroleum production and ask for U.S. financial
assistance. They claim that physical capacity
constraints can only be overcome through external
financing, and are anticipated to seek additional
Export-Import Bank financing for PEMEX (the State
owned petroleum company). They may also wish to
explore other possible sources of U.S. financial
assistance for the acquisition of capital goods
for the petroleum sector.

(f) 1Increased access to U.S. markets for Mexican
exports.

Given the need to increase their exports to
the U.S., the Mexicans will be looking for assurances
that our trade policies will not limit access to
U.S. markets. They have special concerns about
non-tariff barriers, such as marketing orders, and
are interested in increasing coordination on trade
matters.

Mexico is anticipating a large inflow of tourist
receipts from the U.S., and would like to see the
$100.00 duty free limit increased to $200.00. They
are extremely concerned about adverse publicity
regarding the safety of U.S. travellers in Mexico.
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(g) There are other issues related to access to
U.S. capital markets such as '"Blue Sky Laws"
which may arise but will require further con-
sideration and consultation with other agencies
such as the S.E.C.

Issues you may wish to raise:

(a) Given that one of the stated purposes of this
visit was to prepare for the meetings with President
Lopez Portillo, you may wish to ask if there are

any specific financial or economic issues that will
arise during the Presidential talks.

(b) Although there have been indications of a
return of confidence since Lopez Portillo's inaugura-
tion on December 1, there still appears to be a

"wait and see' attitude on the part of private
bankers and investors. You may wish to ask what
policies are being instituted to meet the economic
performance targets in the IMF stabilization program.

(c) The 1977 budget calls for a 39 percent increase

in public sector expenditure although this is described
as only '"modest increases'" in real terms. You may
wish to ask if there are plans for additional expendi-
ture cuts or revenue measures during the year. The
Finance Ministry has been urging for additional cuts

in public spending combined with price increase by

some public sector enterprises. However, the economic
cabinet, chaired by the President, has not taken any
actions of this nature.
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Background on the Current
Economic Situation in Mexico

The rate of growth of industrial activity began to
slow in mid-1976 in response to the Bank of Mexico's
tight credit policies. "The industrial production index
peaked in June, and has run at lower levels through
October, the latest date for which it is available. The
October index is 140.7 (below levels prevailing in this
month in two previous years). The average index numbers
for the first six months of 1976 was 144.3, whereas it was
142.1 for the period July-October. Partial data for November
is mixed but the index is unlikely to be higher than October.

Mexico's gross domestic output is estimated to have
grown about 3 percent in real terms from 1975 to 1976. Most
of this growth would have been in the first half of the year
with total output holding steady or declining slightly from
the first half to the second half. The price deflator for
1976 as a whole is estimated to have been about 20 percent.

Actual price data is now available for the year 1976.
The average year on year increase, in the CPI was 15.88,
while the December over December 1976 increase was 27.2
percent. The increase in the WPI was more marked, 22.3
percent on an averadge year on year basis and 45.9 percent
December over December. The reason for this is that the -
WPI is heavily influenced by raw material prices, most of
which trade at or close to world prices, and was heavily
influenced by the devaluation in the last four months of
1976.

Lopez Portillo has publicly stated that the first six
months of 1977 will be particularly difficult and that
Mexico must find a new development strategy. While he
admits that economic problems are -the most pressing, there
is no public evidence that the government has a coherent
short-term economic strategy. GOM policymakers are working
on various policy options, but have not yet come to any
conclusions as far as we know. Lopez Portillo's first two
priorities appear to have been a restoration of confidence,
largely through words, and administrative reform. The
latter has meant that in addition to filling positions to
a fairly low level in the bureaucracy, new lines of
command are being drawn with resultant confusion over
responsibilities, information flow, etc. Administration
is reportedly Lopez Portillo's strong point and first love
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judging from the priority he has given to administrative

reform. The major loser in this reform at least with respect

to control over spending and trade policy appears to have been
Lopez Portillo's stepping stone to the Presidency, the

Finance Ministry. The biggest gainers would appear to be

the new Budget and Planning Ministry (ex-Presidency) and the
Patrimony and Industrial Development Ministry. The significance
of administrative reform in the overall context is the impact t
it might have on the economic policymaking process and on j
the level of government expenditure.

The economic policymaking process in the new government
is not yet clearly defined. At the present time the Minister
for Budget and Planning, Carols Tello, appears to be the
preeminent, though not necessarily dominant advisor to the
President. Tello's economic philosophy appears to favor
acting against inflation on the supply side. Opposed to
him are the financial officials from the Finance Ministry and
Bank of Mexico who want to reduce inflation by cutting back
demand. Key presidential advisor Rafael Izquierdo is said to
be somewhere between these two schools of thought. The
President seems to lean to the former school of thought
perhaps because he fears the political consequences that a
reduction in per capita consumption and employment might
have. Even as Finance Minister at the time of the U.S.
recession, Lopez Portillo stated privately that Mexico could
not afford a recession because of the lack of social welfare
programs to take care of the unemployed, a theme he continues
to repeat.

The new administration's first internal policy debate
is focusing on the budget. There is pressure on him
from the Bank of Mexico and Finance Ministry to reduce
expenditures as well as to increase revenues, particularly
by higher public sector prices. It is possible that the
delays caused by the administrative reform will impact on the
level of expenditures. Whether this will result in permanent
savings or merely a brief delay in making expenditures is unknown.
The outcome of this debate will be the key in determining
economic developments later in the year. There are reports that
Lopez Portillo has ordered cuts in current spending by federal
government agencies and has instructed public sector enter-
prises to increase revenues or cut expenditures. We have not
yet been able to qualify these policies.

CONE IAL
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Apart from the question of public sector spending,
the GOM is faced with the problem of financing a current
account deficit which is being forecast at anywhere from
$1.8 billion to $2.6 billion. In addition to this, the
public sector's short-term debt of $4.2 billion has to be
rolled over and public sector long-term debt amortization
payments of $1.7 billion have to be refinanced.

Mexico's financial problem is twofold and inter-
related. That is, the GOM not only has to finance a
substantial budget deficit, the size of which will impact
on the external accounts, but it also has to arrange, one
way or another, for substantial gross foreign borrowing.
The latter is the primary concern of the GOM.

While senior GOM officials often state that Mexico
cannot afford a recession, the economy is in a recession
according to the informal Mexican definition, i.e., a
negative per capita growth rate. The recession may be worse
than commonly believed. Industrial activity may be lower now
than it was in last October. This judgment is based on the

following factors. (1) The industrial work force is probably
lower now than last summer. Various businessmen have told us
that they are laying off workers. (2) Public sector spending

is probably running below the budget level due to the
reorganization of the entire public sector. We hear reports
of major spending has been the underpinning of Mexico's
economic growth since 1972. (3) Private investment was
undoubtedly affected negatively by the events of last fall.
The lack of ability to forecast economic developments with
any certainty is affecting investment decisions. Many
private businessmen say they are waiting to see specific
economic measures rather than base investment decisions on
moral suasion. (4) Foreign exchange transactions are
reportingly declining. This may indicate a continued decline
in imports that began last September and would in turn affect
domestic economic activity. (5) Increased peso and dollar
financing is not available to Mexico's private sector, nor
has it been for some months. The impact of these, plus the
delayed impact of the devaluation may be hitting domestic
economic activity, particularly in the private sector,

harder than is generally known.

The picture in the agriculture sector is more difficult
to discern. Output of some crops may be up whereas output
of other crops may be down. It is not possible to measure
the impact of the land seizures in northwest Mexico, but
these were certainly not conducive to increased private
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sector investment in agriculture and may have a negative
impact on output in that region. (These judgments are
extremely qualitative because of the lack of current
data on which to base quanitative analysis.)

The GOM is undoubtedly aware of these developments
and the prospect of continued stagnation or even further
declines in economic activity may be one of the reasons
Lopez Portillo could opt for a relatively high level of
public sector spending even though this means more foreign
financing than would otherwise be necessary.

The current economic slowdown is a mixed blessing. It
should lead to a reduction in the current account deficit
and, if there are actual budget savings, make attainment of
IMF's EFF program targets somewhat more likely. On the
other hand, Lopez Portillo is unlikely to be satisfied with
a growth rate of 0-2 percent because of what he views as
the political risks from reduced employment and per capita
consumption.

Although a significant turnaround in economic activity
could hardly have been expected within two months of taking
office, we believe the suspected deterioration in the
economic situation could have been mitigated by more positive
action by the new government. In particular, while Lopez
Portillo has stated that this will be a difficult period,
neither he nor other GOM spokesmen have laid out in any
detail what the Mexican business community and public might
expect in 1977. This has never been done in Mexico, but
it is important in the present context because the economic
policy framework that predominated for over twenty years
and provided a basis for forward planning disappeared with
the devaluation.

Some areas where coherent policies have not yet been
developed are the following:

A) Exchange rate policy (Fluctuations in rates
generally attributed to changes in supply
and demand. GOM has not said publicly that
exchange rate might also be determined by
such objectives as reducing the current account
deficit and making manufactured exports
competitive in worlk markets.)

B) Interest rate policy. (Higher interest rates
on peso deposits will be necessary to retain ~
existing peso financial savings and attract
more pesos into banking system.)

C) Fiscal policy. (Ideally, some target figure \}
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for budget cuts could be announced along with

a revenue increase target. The details need
not be made public at this time. The intention
to pursue a less inflationary policy would be
reassuring to foreign bankers and to local
businessmen who want financial stability.)

D) Wage Guidance. (The 10 percent minimum wage
increase of January 1, is being intrepreted as
a guideline for settlements of individual union
contracts. It may not be possible for the
GOM to do more than continue to urge restraint
in wage negotiations.)

While Lopez Portillo has prepared the country for bad
economic news, he has not provided any details. The
economic situation is confused and the economic climate is
radically different from what it was even a year ago.
Confusion complicates planning and investment. It also
delays the necessary structural changes in the economy. The
public does not understand GOM objectives. Without guidance,
stagnation is likely to last longer than would otherwise
be necessary. Further, the foreign banking community is
unlikely to be as supportive as it could be in the light of
this uncertainty.

OASIA/ODN
2/8/77
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US/MEXICAN SWAP ARRANGEMENTS

Record of Finance Arrangements
Between the United States and Mexico
During 1976

April 9 - Mexico drew $360 million from its swap arrangement
with the Fed.

July 9 - Mexico rolled over its $360 million swap with the
Fed. i

October 7 - Mexico withdrew $365 million from its September 2
swap agreement with the Treasury.

October 8 - Mexico repaid $360 million to the Fed.
November 5 - Mexico repaid $365 million to the Treasury.

November 10 - Mexico withdrew $75 million from its regular
swap arrangement with the Treasury.

November 10 - Mexico withdrew $75 million from the Fed.

November 17 - Mexico withdrew $75 million from its regular
swap arrangement with the Treasury.

November 17 - Mexico withdrew $75 million from the Fed.

November 30* - Mexico drew $150 million from its swap arrange-
ment with Treasury.

December 30 - Mexico repaid $150 million, 30-day swap to
the Treasury.

*NOTE: This swap arrangement was for a 30-day period, due
December 30, 1976 (although renewable by agreement).
It is important to remember that this drawing was
deposited in a U.S. Treasury account and could not
be withdrawn. The drawing was for window dressing
purposes and will not be announced by the Mexican
Government.

AVAILABLE FINANCING REMAINING FROM U.S. GOVERNMENT:

Only $235 million remains unutilized under Mexico's
current swap arrangement with the Treasury. The funds are
available in installments contingent on drawings from the
IMF's Extended Fund Facility (EFF). Any drawings under the
current arrangement are to be liquidated within 90 days or
10 days after eligibility to draw an equivalent amount from
the EFF, whichever occurs earlier. Under the EFF, Mexico
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may draw in installments of $55 million, the cumulative total
drawing is not to exceed $100 million on May 15, 1977; $150
million on August 15, 1977; and, $200 million, $318 million,
and $518 million at end-1977, 1978, 1979 respectively.

Mexico's total swap arrangement with the Fed is $360
million of which $150 million has been drawn. It has been
agreed that its drawdown from the Fed must be made on an
equivalent basis as those from the Treasury. The unutilized
portion of the Fed swap currently stands at $210 million.



Alfredo PHILLIPS Olmedo MEXICO
(Phonetic: feeLEEPS)

Deputy Director for
International Affairs,
Bank of Mexico (since
October 1975)
Addressed as:

Mr. Phillips

A competent banker,
Alfredo Phillips is the
youngest of the five
deputy directors of the
Bank of Mexico. In his
current post, newly
created at the time of
his appointment, he is
responsible for coordinating all the international
operations that had previously been handled by the
various departments of the bank. He served during
1970-75 as the manager of the bank's International
Organization Division.

Phillips' banking career began in the 1960's,
when he became an official in the Credit Direc-
torate of the Secretariat of Finance and Public
Credit. He joined the Bank of Mexico in 1970.

As the Mexican Director of the International Mon-
etary Fund in the 1960's, Phillips attended meetings
of that organization and of the Inter-American
Development Bank and the International Bank for
Reconstruction and Development.

A graduate in economics of the National Auto-
nomous University of Mexico, Phillips also studied
economics at University College in London and at
George Washington University and American University
in Washington, D.C. Phillips, 41, is married to
the former Maureen Greene, an Irish Catholic whom
he met in London. The couple has two sons, Alfredo
and Ricardo, and a daughter, Adriana. Phillips
speaks English. His brother Carlos is married
-to the former Guadalupe Margain, daughter of Hugo
B. Margain, current Ambassador to the United States.

CR M 77-10447
2 February 1977
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February 8, 1977

To: Chairman Burns

From: Edwin M. Truman and Yves Maroni

We are attaching background material on Mexico.

(a)

(b)

(c)

(d)

(e)

(£)

(g)

(h)

a note on the possible topics which the
Mexican visitors may wish to raise.

a paper assessing Mexico's external
financing needs and prospects.

a note on Mexico's borrowing.
biographical sketches on Finance Minister
Moctezuma and Bank of Mexico Director
General Romero Kolbeck.

a note containing some information on the
background of Mexico's new economic
leaders.

a copy of the latest Board briefing on Mexico.

a note ' on recent Mexican peso trading on the
International Monetary Market.

two tables on economic and financial
indicators for Mexico.



RESFRFECFED E.M. Truman
February 8, 1977

Topics Likely to be Raised by Messrs. Moctezuma & Romero Kolbeck

I. The stated purpose of this visit is to prepare for the visit of the
Mexican President next week.

A. Messrs. Moctezuma and Romero, therefore, will want to discover
possible topics that President Carter may want to raise with President Lopez
Portillo.

B. These individuals, of course, have a general interest in
economic policies in the United States and Mexico.

C. The Mexicans are also apparently interested in establishing a
new mechanism of cooperation and consultation between the two countries. No
one, including the Mexicans, apparently knows precisely what they have in
mind. They do not want to appear to be creating a new symbol of dependence
on the United States, but they would like to benefit from a special relation-
ship. It is most likely that such a mechanism would deal with trade,

migration, tourism and narcotics issues.

II. The Mexicans, according to my latest information, are planning to repay
the Federal Reserve swap drawings due on February 10 and 17. But they will
not repay the U.S. Treasury at that time. Messrs. Moctezuma and Romero
presumably will want at least to review Mexico's eligibility for drawing
again -- perhaps, in the near future -- on the Federal Reserve swap line and

the procedures that would be followed.

III. We understand that the Mexicans are concerned about the heavy volume

of borrowing that they will have to accomplish in 1977. Under the IMF/.. ©  }
MR §5-1 F 29 \e
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program, they are allowed to make net new borrowings of up to $3 billion
in 1977, $3/4 to $1 billion of which must be added to net reserves. In
addition, it is estimated that they will have to roll over $6 billion in
maturing debt, $4 billion in short-term debt and $2 billion in maturing long-
term debt. In this conneétion, Messrs. Moctezuma and Romero may raise the
following points.

A. They may request better treatment from Federal Reserve and V//
the Comptroller of the Currency's examiners; some Mexican officials have
recently complained that the examiners on '"on their backs."

B. It is possible that they may even request the Federal Reserve L///

and the Treasury to take positive steps to encourage U.S. bank lending to

Mexico.

IV. Messrs. Moctezuma and Romero may request U.S. support in connection with
renogotiation of the terms of the Extended Fund Facility agreement with the
IMF. (It is generally accepted that some adjustments will be needed, but it
is also thought that they should come later in the year, as necessary, for
reasons of confidence in the Mexican program and for reasons of ensuring
a higher level of over-all compliance.) Two issues in particular might be
raised.

A. The Mexicans are unlikely to be able to meet their target for
reducing their public sector deficit in 1977. The target is a deficit of 90
billion pesos. This is unlikely to be met. The only question is whether

Mexico will at least hit the target of a deficit no larger than 6 per cent
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of 1977 GDPi{ which would imply a deficit of about 100 billion pesos, or
whether it will miss this target as well. (We have heard estimates of
budget deficits in 1977 up to 127 billion pesos.)
B. The Mexicans are also, we understand, concerned about the V/
tightness of the IMF conditions with respect to monetary policy. Essentially
they are required to operate in 1977 under gold-standard rules of the game.
The Bank of Mexico can only increase the monetary base (currency plus other
net liabilities to the private and public sector) by as much as Mexico's

net international reserves increase.

V. The Mexicans are also expected, while in Washington, to discuss a number
of trade issues with administration officials. These pertain mainly to
supposed non-tariff barriers, e.g., against Mexican tomatoes, and textiles.
They have not yet focused, we understand, on the fact that if the President
or Congress accepts the International Trade Commission's recommendation to
impose a tariff-quota on U.S. imports of non-rubber footware, Mexico will be
adversely affected. (U.S. imports of such products from Mexico in 1976 were
10 times U.S. imports in 1974, which would be the base level for the quotas,

and amounted to about $30 million.)

VIi. The Mexicans are scheduled to discuss with the Export-Import Bank a
proposal that the Bank open up a special line of credit for Pemex, the govern-
ment-owned oil company, in return for a Mexican agreement to increase its oil
exports. The Export-Import Bank's board has, we understand, given its tentative

approval to this concept.

%/ The deficit is estimated at 8.2 per cent of GDP for 1976. i fﬁ
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Mexico

External Debt

Mexico's external debt at the end of 1976 is estimated
at about $25 billion, 6-1/4 times as large as the estimated value
of 1976 merchandise exports. Of this amount, some $19 billion is
owed or guaranteed by the public sector. The public sector debt
consists of over $15 billion with a maturity of one year or more and
nearly $4 billion maturing in less than one year. The debt has been
rising rapidly in recent years, As recently as the end of 1970, the
total external public debt was only about $4 billion.

A substantial portion of the external debt is owed to banks

in the industrial countries. At the end of September 1976, total bank

claims on Mexico reported to the BIS were $16.8 billion, of which
$12.1 billion were the claims of U.S. banks and their foreign branche

Included in the debt is $478 million drawn on the Internati

S.

onal

Monetary Fund, consisting of the gold tranche ($107 million), the first

credit tranche ($158 million), and a compensatory financing drawing

(8213 million). Since the end of 1976, another $115 million has been

drawn, against the Extended Fund Facility.

The burden of serﬁicing the debt is rising rapidly. The
interest payments alone were approximately $2.0 billion in 1976, clos
to 28 per cent of the gross earnings from goods and services last

year.
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Current Economic and Financial Situation

The growth of the external debt of Mexico reflects the
deterioration of the country's external balance, partly because of
developments in the world economy, but mainly because of internally
generated inflationary pressures. Internal inflation was stimulated
by an expansion in the size of the public sector and of the public
sector deficit. The deficit rose to 9.3 per cent of GDP in 1975.
There was also an increase iﬁ the size and in the frequency of
administratively determined increases in the minimum wage (which sets
the standard for many wage settlements).

The Bank of Mexico sharply increased reserve requirements
of the commercial banks and other financial institutions in 1974, in
an attempt to channel an increased amount of financial resources from
the private sector to the public sector, but the financing needs of
the public sector exceeded what could be mobilized in this fashion
and the Bank's own holdings of government securities rose markedly.
Interest rates were not permitted to rise in line with interest rates
in world markets in 1973-74, and this discouraged the inflow of funds
into the Mexican financial institutions in this period, further
aggravating the problem of financing the public sector deficit. Money
supply, which rose at an average annual rate of less than 8 per cent
in the period 1965-71, increased by more than 20 per cent in each of

the next five years.
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These developments were reflected in a more rapid increase
in prices, from rates ranging up to 6 per cent and averaging sub-
stantially less in the 15 years 1958-72, to more than 20 per cent in
1973 and 1974 and 13 ber cent in 1975. 1Industrial production rose
more than 7 per cent in 1974, but only 4 per cent in 1975 and less
than 3 per cent in 1976. Private investment, already discouraged by
a distrust of the policies of the Echeverria Administration, stagnated.

The internal inflationay pressures stimulated imports after
1972 and slowed exports, especially those of in~bond assembly plants
located on the Mexican side of the border with the United States.

The value of imports was also swollen by the worldwide inflation of
1973-74. The ensuing recession further slowed the rise of exports
and brought about a drop in tourist earnings. Interest payments on
the rising external debt grew more rapidly.

For these reasons, the deficit on goods, services and private
transfers increased from about $800 million in 1972 to over $4 billion
in 1975, and was only moderately smaller last year. This deteriora-
tion is not attributable to the sharp increase in petroleum prices
in 1973 and 1974 since Mexico was only a small net importer of petro-
leum in 1973 and has more recently become a net exporter of the product.

External borrowings were stepped up to cover the growing
current account deficit and a moderate outflow of short-term capital,

while allowing international reserves to continue rising. International
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reserves increased until March 1976. But, early in 1976, the

outflow of short=-term capital intensified as doubts spread that the
disequilibrium could be corrected without a devaluation of the peso.
This necessitated a further increase in external borrowings. At the
end of August 1976, the Govermment opted to devalue the peso, effective
on September 1.

Devaluation came only three months before the President of
Mexico was to turn his office over to his successor. In the transi=-
tion period, considerable uncertainty prevailed, and a wide range of
rumors gained circulation, stimulating renewed capital flight. This
caused A substantial drain on the country's international reserves,
led to a second devaluation at the end of October, and eventually
forced the Bank of Mexico on November 22 to withdraw completely from
the exchange market. New external borrowings had to be negotiated
to replenish the reserves and provide means to maintain payments on
outstanding debts.

To gain lasting advantages from the devaluation and to
strengthen their ability to obtain new borrowings, the Mexican
authorities undertook to take measures to correct the disequilibrium.
They formulated a stabilization program which received the approval
of the International Monetary Fund. In October, the Fund authorized
an Extended Fund Facility arrangement for Mexico, calling for dis-

bursements over a three-year period, subject to the fulfillment of
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specific commitments regarding various aspects of economic and
financial policy. This paved the way for Mexico to obtain a large

new loan from a group of private banks in the latter part of November.

Assessment

The Mexican program approved by the Fund is a very com-
prehensive one covering all facets of economic and financial policy..
If the Mexican authorities adhere to it, this program should restore
a sustainable degree of external balance and relative internal
financial stability to the Mexican economy. However, during the last
four months of 1976, when there were no policy understandings between
Mexico and the Fund, there was some erosion of the advantages expected
from the September 1 devaluation. Specifically, wages were increased
across the board by 23 per cent at the end of September. This raise
was in addition to the wage bargains recently agreed upon and in process
of being negotiated by individual employers and unions and the result
was to bring the total wage increases for the year to about 35 per cent
for most workers.

The 1977 budget calls for a deficit well in excess of the
level specified in the Fund agreement. It is expected that the rates
charged by public enterprises will be increased, so as to reduce the
deficit to about 10 per cent above the level specified in the Fund
agreement. But this has not yet happened. Moreover, the new Mexican

President and some of his ministers have said publicly that the way to
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curb inflation is to increase production, that there is little room
to reduce demand, and that an increase in output will require in-
creased investment. These statements would seem to indicate an
intention to pursue policies which would run counter to the austerity
trends called for by the Fund agreement. It is possible that the
shakedown process associated with the advent of the new administra-
tion will hold down the rise in public spending. But the extent of
such a slowdown is very uncertain.

A further increase in the minimum wage, of 9-10 per cent,
took effect on January 1, 1977, bringing the minimum wage about
35 per cent above the level of a year ago. For comparison, the con-
sumer price index rose about 30 per cent during 1976. This does not
seem consistent with the objective of reducing aggregate demand.

These developments do not help to promote the belief that
Mexico will adhere to the targets specified in the Fund agreement.
On the other hand, the Mexican authorities seem to be aware that they
cannot afford to lose the confidence of the foreign banking community
if they are to obtain the external financing they require. This
should help to strengthen their resolve to adhere to their commit-
ments to the Fund and to protect their eligibility to draw on the
Fund, so that the banks will not be discouraged from continuing to
lend to Mexico.

We estimate Mexico's balance of payments needs in 1977 at
B
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about $3 billion in new borrowings and about $6 billion to roll over
existing debts,l/ or ‘an average of about $750 million a month for the
two purposes combined. The current account deficit this year should
be about $2-3/4 billion, some $650 million less than last year, with
heavy interest payments preventing a greater decline. There should
also be an inflow of direct private investment capital and some reflow
of short-term private capital, altogether amounting to about $500
million. But net international reserves must rise by at least $750
million to comply with the Fund agreement. As of February 4, the
Bank of Mexico's gross reserves appeared to be about $700 million above
the minimum legally required as backing against its domestic liabilities.
In a foreign policy context, it should be noted that the
new Mexican administration has adopted, as one of its goals, to seek
an improvement in relations with the United States. Relations cooled
somewhat during the last administration which often adopted 'third
world" positions. An improvement in relations would seem to require
that new irritants be avoided as far as possible. A debt default
would probably constitute a significant irritant, particularly if it
were on a large scale and if it did not lead promptly to a settlement

and to remedial action in the internal economic and financial field.

1/ This includes $4 billion in short-term debts and $2 billion in
long-term debts maturing in 1977.
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Therefore, the pursuit of improved relations may strengthen the
Mexican resolve to continue servicing external debts on schedule.

The Mexican economy is highly dependent on that of the
United States, where its principal markets and source of supply are
located and from which over 90 per cent of its visiting tourists
originate. The cyclical position of the United States economy heavily
influences Mexican exports and tourist earnings.

On the other hand, Mexico stands to benefit from develop-
ments which adversely affect supply of some United States products.
Specifically, barring import restrictions which might be applied by
the United States at the instigation of interested U.S. farmers, the
recent freeze in Florida could be a substantial windfall for Mexico,
where there is a significant exportable surplus of tomatoes. It has
also been reported that Mexico has some excess supply of natural gas
and that it will begin to sell it to the United States to help in
the current emergency.

Mexico's own agriculture is also vulnerable because of the
social unrest associated with the land tenure problem, particularly in
the northwest part of the country where expropriations and invasion of
land by peasants have occurred in recent weeks. The turmoil is reported
to have disrupted farm output in some highly productive areas, requiring

some increase in certain imports and interfering with some exports.
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The tourist business is quite sensitive to reports of
occasional violence and harassment of foreigners, which have appeared
in the press in recent months. If these reports should persist or
multiply, there could.be serious trouble for the tourist earnings

on which Mexico counts heavily.

Yves Maroni
February 8, 1977

RESTRICTED



(e)

RESTRICTED

Mexico's Borrowing Needs

We estimate Mexico's gross external financing needs in
1977 at about $3 billion in new borrowings and about $6 billion to
roll over existing debts, or an average of about $750 million a month
for the two purposes combined. The roll over obligations include
about $4 billion in short-term debts and about $2 billion in long-temm
debts maturing in 1977.

The current account deficit this year should be about $2-3/4
billion, some $650 million less than last year, with heavy interest pay-
ments preventing a greater decline. There should also be an inflow of
direct private investment capital and some reflow of short-term capital,
altogether amounting to about $500 million. Net international reserves
must also rise by at least $750 million to comply with the Fund agreement.

We understand that Finance Minister Moctezuma and Bank of
Mexico Director General Romero Kolbeck will hold conversations with the
Export-Import Bank of the United States concerning the possibility that
Eximbank might establish a special line of credit for PEMEX, the Mexican
State petroleum company, to help finance its import requirements. The
establishment of the line of credit for PEMEX would be in return for
PEMEX agreeing to increase petroleum exports to the United States. The
Board of Directors of Eximbank has already discussed the matter and has
given tentative approval to the concept.,

The Wall Street Journal of February 4 reports that, according
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to a PEMEX spokesman, ''Mexico has offered to sell the U.S. additional
0il." The Journal adds that Mexico's exports of oil to the U.S. were
expected to average 153,000 barrels a day this year, and that PEMEX
could supply an average of up to 43,000 barrels a day in additional
0oil over a two-month period, the spokesman said.

According to the same story, the PEMEX spokesman announced
that, in a few days, Mexico would begin sending up to 40 million cubic
feet of natural gas a day to the U.S. and would continue these deliveries
for 60 days. The gas will be sold to Texas Eastern Gas Transmission
Corp. forvdistribution through its pipeline system to the U.S. East
Coast.

We understand that PEMEX is going ahead with negotiations
for a $300 million loan from a group of banks headed by Citibank.
However, a previously reported negotiation for another $300 million
loan for a Mexican copper company has been shelved for the time being
so as not to crowd the market with Mexican paper. Bank of America

is also reportedly organizing a $150 million loan in connection with

the settlement of the default of a large Mexican steel firm.

Yves Maroni
February 8, 1977
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ROMERO KOLBECK, Gustavo

Present Position:

Personal Data:

Education:

Languages:

Career:

Other Activities:

1949-54:

1954-58:

1959~61:

1961-70:

1971-73:

1973-74:

1974-76:

1948-70:

1967-70:

MEXICO

Director General of the Bank of Mexico

Born in 1923. Married. Three
children.

Graduated in 1946 from the National
Autonomous University of Mexico
where he majored in economics.
Received a master's degree in
economics in 1948 from The George
Washington University, Washington,
D.C. Also studied economics at

the University of Chicago.

Speaks English fluently.

Chief of Economic Studies at the
National Bank of Mexico (a com-
mercial bank).

Deputy Director of the Investment
Commission in the Secretariat of
the Presidency.

Director of the Office of Investments
in the Secretariat of the Presidency.

Director of the Private Sector
Economic Research Center.

Mexican Ambassador to Japan and
South Korea.

Director of the National Sugar
Finance Company.

Director General of Nacional

Financiera (the Government invest-
ment bank)

Taught economics at the National
Autonomous University of Mexico
and at the Ibero-American University.

Dean of the School of Economics
at the University of Andhuac.

',-'f}/)\
- il 3
Q <\

@b
i
|
%/
~ /7
W i

™
”
. o

®
=
2
o

N,




MOCTEZUMA CID, Julio Rodolfo MEXICO

Present Position: Secretary of Finance and Public Credit
Personal Data: Born in 1927. Married.
Education: Graduated in 1947 from the National

Autonomous University of Mexico
where he majored in law and social

sciences.
Languages: Does not speak English
Career: 1947-59: Practiced law and taught at the
University.
1959-63: Private Secretary to the Under-

Secretary in the Secretariat of
the Presidency.

1963-64: Deputy Director of Planning in
the Secretariat of the Presidency

1964-70: Director of Public Investment in

3 the Secretariat of the Presidency

1971-73: President of Preinversion de
Mexico, a private consulting
firm.

1974-75: Chief Administrative Officer of

the Secretariat of Finance and
Public Credit.

1975-76: Director of the Institute of
Political, Economic, and Social
Studies (the research arm of the
ruling political party) and Chief
of Staff for Candidate (later
President-elect) José Lopez Portillo.
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‘Office Correspondence Date_ Decenber 13, 19761/

To Mr. Reynolds Subject: New Mexican Financial Officials
\ »
T

From_ Yves Maroni

l 1

In response to Chairman Burns' question at the briefing
on Friday, December 10, we have collected the following information
regarding the new Mexican Secretary of Finance and Public Credit,
Mr. Julio Rodolfo Moctezuma Cid, the new Director General of the Bank
of Mexico, Mr. Gustavo Romero Kolbeck, and some of the other members

of the new Mexican economic and financial team.

Mr. Romero Kolbeck, who is in his fifties, served in the

. Echeverria administration as Director General of Nacional Financiera,
the Government development bank which is the principal conduit for
external borrowings b; the Mexican government. He has taught economics
and previously was Director of the Private Sector Economic Research
Center. While on a visit to Mexico in 1964, I was referred to him at
the Research Center when I sought to get the views of the private
business sector régarding the country's economic prospects at the time.
As I recall my interview with him on that occasion, he was not very
forthcoming in his comments, and I did not seek further appointments
with him on subsequent visits to Mexico.

A recent telegram from the U.S. Embassy in Mexico City con-
tains the following comments on Mr. Romero Kolbeck: '"Romero is con-
sidered to be reasonably close to Ldépez Portillo through their common
teaching experience, though in different fields. Romero is an economist,
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but not a Bank-of-Mexico-trained economist. He is pleasant, speaks
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Mr. Moctezuma Cid, who is 49 years old, was one of the

Under Secretaries of Finance in the Echeverria administration. He
also has served in the Secretariat to the Presidency and as a
Director of the ruling party's Institute for Political, Economic,
and Social Studies. 1In this latter capacity, he is reported by the
Journal of Commerce to have been "responsible for putting together
what is expected to be Lopez Portillo's government program.' He
has the reputation of being politically moderate. In a recent tele-
gram, the U.S. Embassylln Mexico City reported that foreign bankers
attending the presidential inauguration told the Embassy that he was
not known to them. The Embassy commented tﬁat this "is probably a
negative factor, at least until Mo;tezuma can prove himself." 1In
the same telegram, the Embassy reported that Mf. Romero Kolbeck, as
head of Nacional Financiera, was known to the foreign bankers, but
not very well, as lower level officials handled most of Nacional
Financiera's negotiations for external loans.

One U.S. banker told a Journal of Commerce reporter that
he understood Mr. Moctezuma Cid "to be in favor of stimulating the
economy very strongly, not with government spending but with higher

productivity, especially in the government agencies." 1In anotggr
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story, the Journal of Commerce said that '"Mr. Moctezuma Cid is
respected by local businessmen, although he is not well known to the
foreign business coﬁmunity."

Two other members of the new Mexican economic team about
whom we have information are Mr. José Andrés Oteyza, Secretary of
National Patrimony,l/ and Mr. Fernando Solana Morales, Secretary of
Industry and Commerce. _Mr. Oteyza is 34 years old, has a master's
degree in Economics from Cambridge University, and has served in lower
level posts in the ministry which he now heads, as well as in the Bank
of Mexico, and as a Director of the National Sugar Development Bank.

Mr. Solana is 42 years old and has served as Secretary General
of the National University of Mexico and as Deputy Director of Planning
and Finance of the agency responsible for supplying basic commodities
at controlled prices. o

The Jourpal of Commerce quotes one U.S. banker attending
the presidential iﬁauguration as praising the Lopez Portillo appoint-
ments: "The cabinet proves Mr. Lopez Portillo is going to be his own
man. He picked his own people, he did not load the cabinet with
leftists, and he kept most the technicians in the Finance Ministry,
which is a good sign." In another story, the Journal of Commerce

quotes the president of S. G. Rundt & Associates, a New York firm of

1/ This is the ministry which is responsible for policy on natural
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consultants on international business, as saying: ''The ministers
appointed by Mexican President José Ldépez Portillo add up to a very
pro-business cabinet."

President Lopez Portillo will also have a group of economic
advisers reporting directly to him. This group will include Mr. Sadl
Trejo, who holds a Ph.D. degree in Economics from Yale University,

and Mr. Rafael Izquierdo, who has a degree in Economics from a Canadian

University. Mr. Trejo has held a variety of posts in several ministries,
most recently in the Ministry of National Patrimony. Mr. Izquierdo is
a long-time employée of the Bank of Mexico. 1In recent years, he served
as economic adviser to the Secretary of Finance and Public Credit.
In the Bank of Mexico and in the Ministry of Finance and Public
Credit, the second level positions have been given to professional
economists who have had considerable experience at the Bank of Mexico.
The principal Deputy Director General at the Bank of Mexico
during the last five years, Mr. Miguel Mancera, is staying on. Two new

Deputy Directors General have been named, and one of them, Mr., Leopoldo

Solis, will deal with policy formulation. Mr. Solis did graduate work
in Economics at Yale University and has held a number of positions at the
Bank of Mexico in the late fifties and sixties, eventually becoming
Director of Economic " Research. When President Echeverria assumed
office, at the end of 1970, Mr. Solis became an economic adviser to

the President. However, he left this post over a year ago.

In the Ministry of Finance and Public Credit, the principal
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Undersecretary is Mr. Miguel de la Madrid, who held the same job in

the last year of the Echeverria administration. He formerly worked
at the Bank of Mexico, and in lower level posts at the Ministry of
Finance. I do not know where he received his economic training, but
he has a good professional reputation. Under him, one of the key

officials is Mr. Gilberto Escobedo, who has the title of Director

General of Credit, and responsibility for the financing operations of
the public sector. He was most recently working at the Bank of Mexico.
I do not know where he received his economic training, but I know that
he spent several months at the Federal Reserve Bank of St. Louis two
or three years ago.

The outgoing Minister of Finance, Mr. Mario Ramdn Beteta,
has been appointed Director General of a government-owned financiera,
or investment bank. The outgoing Director General of the Bank of
Mexico, Mr. Ernesto Fernandez-Hurtado, has no£ been offered another

official position.
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‘Board Briefing

Yves Maroni

January 24, 1977
It is the staff's best judgment that Mexico will implement

sufficiently sound economic policies to ensure its continued access to

foreign loans on a scale large enough to finance its balance of payments

‘needs. This judgment rests on the belief that the Mexican authorities

are aware that they cannot afford to lose the confidence of the foreign
banking community if they are to obtain the external financing they re-
quire. They know that the foreign banks' confidence in Mexico is
bolstered by the existence of the IMF Extended Fund Facility agreement,
the Mexican stated commitment to comply with it, and the Fund sur-
veillance which it entajls. This shoﬁld help to strengthen their re-
solve to adhere to their commitments to the Fund and to protect their
eligibility to draw on the Fund, sé that the banks will not be dis-
couraged from continuing toliend.to Mexico,
We.eétimate Mexico's balance of payments needs in 1977 at

about $3 billion in new borrowings and close to $2 billion to roll

over existing debts, or an average of about $400 million a month for
the two purposes combined. The current account dgficic this year should
be about $2-3/4 billion, some $650 million less than last year, with
heavy interest payments preventing a greater decline. But net inter-
national reserves must rise by at least $750 million to comply with the
Fund agreement. As of January 20, the Bank of Mexico's gross reserves
appeared to be about $650 million above the minimum legally ¥equfred

-

as backing against its domestic liabilities.
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Mexican Jomehtic policies are evolving slowly. The 1977
public sector deficit 14 forecast at about 100 billion pesos, 10 per
cent above the amount specified in the Fund agreement., But the increases
in rates charged by public sector enterprises, needed to validate this
forecast, have not yet occurred. On the other hand, the shake down

~ process accompanying the advent of the new administration is holding
down public spending.  Effective January 1, minimum wages were raised by
9-10 per cent and now are about 35 per cent higher than.a year ago. For
comparison, the consumer price index rose about 30 per cent during 1976.
Some Mexican officials worry that the Fund agreement's targets will not
be fully observed, but, by ana large, guarded optimism prevails, especially
in the private sector. .

Some Mexican ;ompanies, faced with the increased peso cost of
external debt servicing followingkdevaluation, have been arranging.a re-
structuring of their obligationé, and creditors have reportedly agreed
informally to give them a few months of grace on their payments. The .
biggest such case involves a large steel company, in which the Govermment
has a minority interest. 1In this case, a Mexican official eﬁtity may
provide funds to allog interest payments to resume as part of a settle-
ment. The company's éxternal debts total close to $400 million and it
was reportedly not well managed. No other case with such heavy debts

is expected.
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BOARD OF GOVERNORS

(9)
> ~ FEDERAL R!;FSTE‘RVE SYSTEM ?
Office Correspondence Date_ February 8, 1977
To John E. Reynolds Subject: Recent Mexican Peso trading on
From__ John E. Morton %\‘Q“n\) the International Monetary Market (IMM).

The volume of trading in Mexican peso futures on the International
Monetary Market (IMM) in recent weeks, shown in the attached table, does
not indicate any sharp increase in speculative activity.

On January 18 and 19, the two days immediately preceeding the
14 per cent depreciation of the spot peso rate on the New York foreign
exchange market, the table shows that trading volume in pesos on the IMM
was unusually high, and the price of pesos for future delivery declined.
The most active day of trading in pesos shown in the table was the following
Monday, January 24, when the forward peso price recovered sharply. The
average daily trading volume in the most recent week, January 31-February 4,
was 54 contracts (about $2 million) per day. This was below the weekly
average trading volume in the two preceeding weeks, 66 contracts per day
(Jan. 17-21) and 106 contracts per day (Jan. 24-28). By comparison, the
average daily trading volume in peso futures on the IMM in the week of
December 6-10, 1976 =-- a period of relatively quiet peso trading on foreign
exchange markets in New York and Mexico == was 87 contracts per day.

In the three week period covered by the table, the spot peso
exchange rate in the New York foreign exchange market dropped from about
5 cents on January 17 to a current level of about 4.4 cents, a depreciation
of 12 per cent. The current price on the IMM for pesos delivered in June
is about 4.0 éents, indicating market expectations of a further 9 pér cent

decline in the spot peso rate during the first half of this year. 7
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February 8, 1977

Recent Mexican Peso Trading on the
International Monetary Market (IMM) of
The Chicago Mercantile Exchange

Trading Volume Closing Price
(# of 1 million (June delivery, in
Date peso contracts sold) U.S. cents per peso)
January 17, 1977 42 4,25
- s, -° 138 4.19
" ., F 100 4.11
" 20, " 34 4.00
o 28 15 3,85
5 25, © 233 4.14
A P 4 L 85 4.08
" 26, " 81 4,14
¢ 27, * 63 4.14
i 28, " 66 4.18
i | 60 4.15
February 1, " 89 4.14
N - g 51 4.03
et ae 37 3.95
= &y 3 4.0%
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MEXICU: ECONOUMIC INDICATURS
i ’ February 3, 1977
C.9a.
1973 1974 1975 1975 1975 1975 1970 1976 1976 1976 1976 1970 1976 197o 1976 1976
Il 8 O 4 Iv 1 11 @ MAY JUNE JuLy AUG SEPT oLt NUV
REAL GDLP,1970=100 119.4 12644 131.8 N.A, N.,A, NeA,. N.A. N.A, N.A, N,A. N,A, N,A, N.A, N.A, N.A, N.A,
REAL GOP, PER CENT
CHANGE (1) 7.6 5.9 4.2 N.A. N.A. N,A, N.A, N.A, N,A, N,A, N,A, N.A, NeAo N,A, N.A, N.A,
INDUSTRIAL PRUDUCTIUN
1970=100 123.8 132.8 139.0] 143.2 139.7 j4¢.8 44,0 14d4.b 142.6 ;145.9 147.4 145.1 143,7 138.9 N.A, N.A,
INDUSTRIAL PRUDUCTIUN gt n
PER CENT CHANGE (1) 10,1 73 4,7 8,2 =-2.5 0,8 Ll .4 -1.4 | 3.8 1.0 =16 -1.0 =85 N.A, N.A,
wHOLESALE PKRICES
PER CENT CHANGE (1) 157 22.4 10.5 4.0 3.3 Pled 5.0 LI S.6 1.5 V.9 2.9 =03 b.2 8,4 B.c
CUNSUMER PRICES ;
PER CENT CHANGE (1) bés 25.8 15.0 3.0 3.2 2el 4.4 2sb 2al ) 0.4 0.8 1.0 3.4 LT 4.5
MUNEY STOCK (M1) (SA) I
PER CENT CHANGE (1) 24.8 20.9 2e+'3 6,6 2.9 S.8 3.9 B Sied 3k =0.4 3.0 =1.2 B.c 19 NJA,
f
PUBLIC SECTuUR DEF,(=) i
AS PER CENI Ur GLP =547 =78 -9,3 N.A, N.A, N,A, Nea, N.A, N,A. i N,A, N.A, N.A, N.A, N.,A, N.A, N.A,
CENTRAL GUV1. DEF,(=) :
AS PER Ctnl ufF GuP -4, 4 3.8 -d4.3 N, &, N,A, N,A, oy N.A. N A, & N A, N.A, N,A, N.A, | N.A, ) Y
¢
EXPURTS (2) !
($ BILLIUN) 2.4 3.4 3.5 v,9- 0.8 V.9 0.9 1554 o S 0.3 V.2 0.2 e 0,2 NJA,
!
IMPURTS (% olLLIuN) 5,8 6.l 5,6 ; W 1.6 1.9 1.4 Lol 1.5 i U5 0.0 V.0 V.o Oou 0.4 N,A,
i
TrRADe BALANLE (2) H
(# sILLIUN) -1.4 -2.6 LT -u,8 -0,8 -1.0 -0.5 -U,.b =U.0 =-0,2 -0.3 -0.3 -0,3 Ll S | -U.2 N.A,
BALANCE UN LUUUS aND
SEvaLts_(a BiLLIUN) =145 =240 -3.%J -0,9 1.0 -1.1 «0.7 -V,9 0.9 NoA. N A, NJA, Nake NJA, NoA, NJA,
(1) PEK LENT CHANGE FruM PREVIUUS PERIOD, UWUARTERLY CHANGES
AT JUARTExLY RATE>: MONTLY CrANGES AT MUNTHLY RATES,
(2) MUNTHLY DATA4 EXCLUNDE EXPUKRTS UF BUKDER ASSEMBLY PLANTS AND UF SILVER
ANU ARE NUT CUNSISTENT ~ITH UUARTEKRLY Uk ANNUAL DATA,



FINANCIAL INDICATORS -- MEXICO

RESTRICTED-CONTROLLED

C.9
dollar amounts in millions) 1975 g 1976 1977
. Week ended
YEAR QI QII QIII QIv NOV DEC JAN FEB 1-2 JAN 5 JAN 12 JAN 19 JAN 20 TEB 2
XCHANGE RATE (CENTS PER PESO, END OF PERIOD) 8.00 8.00 8.00 8.00 4.98 4.40 4.98 4.55 4.40 5.00 5.00 4.98 4.55 4.40
SDR VALUE OF PESO .06842 .06924 .06985 .04364 .04297 | -03940 | .04297 .03960 .03796 .04297 .04297 .04318 .03960 |..03796
SHORT TERM INTEREST RATE (E.O.P.) 12.94 13.21 13.11 14.36 14. 36 14.36 14.36 14.36 14. 36 14.36 14.36 14.36 14.36 | 14.36
A
LONG TERM INTEREST RATE (E.O.P.) 13.02 12.86 14.17 15.09 14.29 15.25 14.29 n.a 0.8, n.a. n.a. n.a. n.a n.a.
RESERVES (IFS. E.O.P.) 1,533 1,501 1,585P 870° 1,261 1.417 1,261 1,512 1,473
IAVAILABLE IMF CREDIT TRANCHES (E.O.P.) 433 620 615 621 596 596 596 596 596*
INTERVENTION, PURCHASES (+) OR SALES (=)
OF DOLLARS -558 21.1 24.3 -22.4 16.7 -2.7 -21.4 32,7 -63.3
(OF OTHER CURRENCIES; EQUIVALENT)
"WAP ACTIVITY
DRAWINGS (+). KEPAYMENTS (-) s A e i et bt = I K i ¥ =
SWAP LINE -- 360
l“-'-\
2 HORN
(/
* Available under three-year Extended Fund o
Facility program starting January 1, 1977. :
>/
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IMPRESSIONS OF FEBRUARY 1977 MEXICAN SITUATION

Overall Evaluation

Mexico faces difficult times ahead. Its poor and lower middle
class have been severely damaged by inflation but must be called upon to
sacrifice more and give up their expectations of a better life for yet
another period of time. The country's goal of social and economic improve-
ment must be put off to accommodate the final realities of the moment.

The nation faces an immediate crisis of decisional management
in the fiscal and monetary fields. The old procedures of policy determina-
tion have given way to a new more concentrated procedure which focuses
the power in a person without demonstrated capacity in monetary policy
and with heavy political orientation. The new procedures are not tried
and could create significant delays and lack of programs in the immediate
future. 1In fact, some knowledgeable observers in Mexico believe this is
already developing. The process seems to work better for long-range goals
than short-run solutions. If the new decision-making process is to be used,
there is likely to be a very heavy political input--perhaps to the detriment
of sound economic and financial policy.

The current thrust of policy rests most heavily on the proposi-
tion that debts will be extended, new borrowings will be available, the
inflation rate will decline (especially for the 70 market basket items)
and unions and management will maintain their moderate demands permitting
time to re-stabilize the economy. How well this policy will work remains
to be seen, but there are obvious hazards and pitfalls in the assumptions,

Mexican officials believe they can meet most of the IMF con=-
ditions, but are squeamish about the money supply and budget deficit
relationship. They expect the peso-dollar rate to fluctuate considerably,
but hope the range will be in the lower 20's. Others think the pattern
will be upward perhaps to 30 by year-end. The odds at present seem
against the official position, but with great luck and a dedicated populace,
there is a chance of stability,
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In summary, Mexico needs heavy continuous access to credit
markets but has an economy faced with troubled times ahead, The
nation will need all its administrative skill, economic and financial
talent, a population and politicians willing to sacrifice and a large
measure of luck to stabilize its economy and redevelop a program of growth,

It seems to me that from a U.S, viewpoint, the fundamental long-
range elements are the close U,S,-Mexican ties in trade and border, the
need for a sympathetic Mexican administration, the basic raw material wealth
of the nation and, very practically, the heavy U.S., investment and creditor
positions in Mexico, These auger for an accommodative, but not overly
easy policy, which can maintain our ties, encourage appropriate Mexican
policy, and retain a measure of caution for U.S, banks involved.

Following are some specific comments and interpretations I re-

ceived in my visits with various people.

Discussions with representatives of U.S. banks in
Mexico brought the following:

1, Many U.S. banks are near their own '"country limits" for
Mexico and a few are nervous about their current level of lending.

2, Most seemed resigned to debt renegotiation extending
maturities.

3. Most were guardedly optimistic for Mexico's long-range
future based on o0il and other natural wealth, but somewhat pes31mlst1c
on population control and the implication thereof

4, Most were willing to participate in specific project loans
but somewhat concerned by potential diversion of funds loaned, frmn projects
to BOP,

5. Bankers have the impression that govermment has not done
enough nor given sufficient policy guidance in the present situation,

6. Banks expect Mexico to borrow $6 billion in 1977 with $3
billion for repayments due this year. They hope that the burden of
borrowings will shift to international financing institutions and bilateral
aid, thus reducing drawings on private banks.

7. Some bankers predict that the interruption of agricultural
production, because of the peasant revolt may cause greater wheat and
grain imports. (See Romero-Kolbeck response.) A few bankers ventured
the opinion that Mexico has decided to export products from labor-
intensive agriculture and import products of mechanized agriculture (i.e.,
tomatoes for wheat).
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8. The bankers were obviously nervous about the peso-dollar
exchange rate and cited the recent run up to 24 pesos to the dollar the
day before. A few expected an exchange rate over 30 pesos to the dollar
by year-end (see Romero=-Kolbeck),

9., The primary short-run concerns are the handling of Fundidora,
the steel company, and San Rafael, the paper company debts., All expected

long~-run extensions (Romero-Kolbeck says EXIMBK has been the stumbling
block).

10. The bankers believed that Mexican hotel and other tourist
services have raised prices to nearly equal the benefits of devaluation
(Romero-Kolbeck believes this has occurred only up to two-thirds of the
change).

11, Bankers believe U.S. banks hold a dominant position on
Mexican credits, but German, Swiss and U.K. banks are becoming a more
important force.

12, Bankers believe they must have more information on any:
future loans, not only about government programs but the condition of
the companies. They cite Fundidora as the prime example of lack of
information on government involvement,

Discussion with Ernesto Fernandez-Hurtado, former
Director-General of the Banco de Mexico, S.A.,
reflected the following:

1., Believes Mexico still headed downward and into greater
trouble,

2., Says Banco de Mexico's substructure good but new Director
does not have any say with President, Believes Finance Minister
has too much influence without basic knowledge, but that the President
has final say on policy. '

3. Believes long-range plans are good but thinks short-range
policies being slighted and will create major new problems,

4, Believes Banco de Mexico will lose its independent voice
under the new administration.
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Discussion with Romero-Kolbeck and Moctezuma Cid:

1. Romero-Kolbeck believes Mexico can meet the IMF conditioms,
except perhaps for money supply growth, which he ties to the budget deficit,
Budget based on 18 percent inflation while non-government sources expect
25-30 percent, Key differential is effectiveness of labor-wage and business-
profit limits agreed to by unions and companies.

2. Romero-Kolbeck says Banco de Mexico and Finance (Treasury)
see eye-to-eye and have 98 percent of cabinet behind them.

3. Believes agricultural output interruption may cause some
additional wheat imports but these may be partially offset by sales of
citrus -and tomatoes to make up for loss in U.,S, freeze.

4, Says Mexico will borrow net of repayments $3 billion with
structure of type of borrowings, same as in the past--largely private,
Implied that Mexico will use IMF as back-up or security.

5. Believes exchange rate will fluctuate in low 20's but gave
impression of some upward move, but specifically not as high as 30 pesos
per dollar,

6. Expects money supply growth of 18-25 percent for 1977.
Thinks IMF condition of peso creation tied to dollar liabilities is un=-
reasonable if budget deficit enlarges.

7. Moctuzuma Cid said budget faced a 27.5 billion peso deficit, of
which, 5.5 billion was covered by new taxes, 9.0 billion by petroleum,
utility, and transport price increases already accomplished and remaining

13.0 billion, hopefully by same and other price increases (Metro) and by
tax inflation., Recognized price inflation on expenditures too.

8. Moctuzuma Cid believes budget will be balanced.

9. Romero-Kolbeck and others say attitude of cooperation,
optimism, and sacrifice provide enviromment for improvement. Says the
President implicitly agreed to two years of no growth to correct problems,
but as a politician will head for new growth then.

10. . Expectations of overall improvement rest crucially upon the
interaction of limited wage increases, limited profits, reduced money supply
and government spending, and reduced inflation, tied to continued develop-
ment growth by foreign borrowing. If any of these links are broken, then
unfavorable results are expected, Union willingness to limit wages is tied
to a 70 item market basket of relatively stable prices and thus no big
inflation. ‘
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11, Believes prices have only eaten up 30 percent of devaluation
benefit for exports and reports significant gains in exports already.

12, Romero-Kolbeck says government has taken steps to help
companies meet major dollar debt payments, both by loans and by prompt tax
write-off,

13, Two loans are apparently under negotiation--a $300 million
PEMEX loan from a Citibank group and a $150 million one from a Bank of
America group to Fundidora. The latter is a trade-off to extend over
$400 million in loans to 6-8 years maturity, while the proceeds of the
$150 million will pay the interest and principal due now.

14, Moctuzuma Cid said reorganization of the Executive has
created an economic-monetary policy group of the heads of the public
banks (Agriculture, Public Works, etc.), plus, the Director General of
the Banco de Mexico, to advise Moctuzuma Cid on foreign debt and exchange
actions, He said the final decision is his alone--subject to the President's
ratification,

16. Romero-Kolbeck says the Banco de Mexico has no independent
status, but reports to Finance Minister Moctuzuma Cid, though in theory
he (Romero-Kolbeck) can appeal directly to the President.




Visit of Mexican Officials to
Chairman Burns
February 10, 1977

The visitors were the Minister of Finance and Public
Credit, Mr. Julio Moctezuma, and the Director General of the Bank of
Mexico, Mr. Gustavo Romero Kolbeck. They were accompanied by Messrs.
Miguel de la Madrid, Undersecretary of Finance, Leopoldo Solis and
Alfredo Phillips, Deputy Director General and Deputy Director, re-
spectively, of the Bank of Mexico. Also attending were Governor
Wallich, Mr. Truman, and Mr. Maroni.

Chairman Burns welcomed the visitors and indicated his
concern over the serious Mexican situation. He said that last year,
there had been a lack of information about Mexico and about the policies
being followed. He cited the repeated assurances that there would be
no devaluation, which tended to hide the téue situation. He noted that
there had begun to develop an improved flow of accurate information
and he expressed the hope that this would increase.

‘ :::;;; ;;;; ;..said that an improved flow of accurate informa-
tion was very important and he indicated that this might well be one
of the results to be derived from an informal bilateral commission
which President Lopez Portillo would propose to President Carter
during his visit here.

R I I -;;;; said that he was not aware that there

had been a lack of information about Mexico. He noted the frequent
e

S

visits to Washington by Mr. Phillips and, the day-to-day contacts/i:*

By_l3l NARA, Date_4/19 /9L
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with the U.S. Treasury through Mr. Britt Swofford, and he emphasized
that he wanted no information held back so that there would be no

surprises.

Chaimman Burns asked for details on the proposal to
establish an informal bilateral commission.::::::::::::::replied
that the idea was to set up a commission consisting of representa-
tives of the two countries' Treasury Departments, Central Banks,
and Foreign Affairs Departments. The principals might meet once a
year and there might be more frequent meetings of deputies or working
level officials. He said that at least two working groups were en-
visaged, one to deal with trade matters, the other with financial
matters. . He thought that this device might help improve the flow
of accurate information.

Chairman Burns expressed sympath§ for the idea. He went
on to ask what were the prospects that Mexico would fulfill its agree-
ment with the IMF.

sesreevevees replied that there had been a return of con-
fidence since December 1., He noted that President Lopez Portillo
attached great importance to the agreement and had taken careful
steps to show his support of it, and to make this support effective.
An economic cabinet has been set up to coordinate the main decisions

in implementing the policies that will be needed to fulfill the

agreement. This group has formally approved the agreement.
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+esecssssss, added that the measures taken so far would
help in implementing the agreement. He noted that the budget was
anti-inflationary and was within the IMF limits. He said that
fiscal reform, which was being pushed, would have an anti-inflationary
impact. As regards wages, he noted that the previous administration
had put into effect a raise of more than 23 per cent last September--
a raise that exceeded that of the cost of living, Chairman Burns com-
mented--that this raise was the cause of the confidence crisis and
the second devaluation, and that the new 10 per cent increase, which
took effect on January 1, was small when viewed against the fact that
the controlled prices of basic commodities were raised a few days
before.

ettt went on to say that the Govermment had con-
cluded ten sectoral agreements with the private sector regarding in-
vestment plans and that this had helped to resfore the Govermment's
negotiating capaciéy vis-2-vis the private sector. He added that a
return of funds to the banks had gotten under way on December 1, and
that prices had risen more slowly in December and January than before
December.

Governor Wallich asked about the prospects for the budget.

“evvevnu... replied that he hoped the deficit would be about 105
billion pesos. He thought that this would be consistent with the IMF
agreement which specifies that it should not exceed 6 per cent of GDP.

He pointed out that the absolute amount would be higher than called for

s’
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under the Fund agreement, but he said that the agreement had been
formulated before the 23 per cent wage increase and before the second
devaluation. He thought that the figure of 105 billion pesos would
be an accurate reflection of the Fund agreement target after taking
account of the intervening price effects. He noted that the budget,
as approved,called for a deficit of about 130 billion pesos, but that
this would be cut by a tax bill, which would yield 5.5 billion pesos.
Chairman Burns wondered whether the Mexican authorities
would seek to renegotiate the Fund agreement. sececececes -..;replied
that there would be no renegotiation of the fiscal targets, but that
the ceiling on net foreign external debt was troublesome. He noted
that the ceiling covered the current account deficit and the reserve
increase associated with the need for domestic financing, but that
it left out the needs of the financial intermediaries in Mexico. He
insisted that this"required a quantitative adjustment, not a qualita-
tive one. He explained that Mexico would need $4 billion in net new
money in 1977, $1 billion more than agreed with the Fund. Under
questioning, he repeated that the additional $1 billion was for the
capital account (to cover the needs of the financial intermediaries),
not to help finance the current account. He pointed out that new
borrowings would still be less than in 1976, when he estimated they

reached $5 billion. ijfg?‘-

O
\

o
Chairman Burns commented that Mexico should take steps {« :
5 b’ :‘
¥ .

to reduce its borrowings even more, that the level was high and a Qi\“_—d/>
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cause for concern. replied that efforts were being

made to reduce the external deficit and the need for new borrowings.
He said that it was not certain that Mexico could reduce the borrowing

need sufficiently, although there was a tendency toward a decline.

® 0000 0 0 0 0 0 000

I S that there was a problem with the
lending limits of U.S. banks and with the regulations under which

they operate. He thought that the additional $1 billion of new borrow-
ings might be hard to negotiate.

Chairman Burns said that the interest burden on the Mexican
balance of payments looked very high to him. He noted that he under-
stood it to be about 28 per cent of the value of exports of goods and
services. The visitors were skeptical of this estimate (which they
felt sure must include amortization as well) and both sides agreed
that their respective staffs should get tog;ther to bring their
estimates closer to each other, and more generally to develop a common
set of facts and figures on the Mexican situation.

= ;;;: :::: ::;; ;explained that the outflow of funds from
the banks had ended and that their liabilities were now increasing.

He cited an 18 billion peso rise in December and a 6 billion peso rise
in January when there usually is a large decline. He said that the
Bank of Mexico had helped the banks by relaxing reserve requirements

on a temporary basis when the banks found themselves with frozen

loan portfolios (as borrowers became unable to pay back their debts
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following the devaluation). He said that the relaxation of reserve
requirements amounted to 20 billion pesos in December and 1.6 billion
more in January. He pointed out that the Treasury account was now

in surplus, and that the Govermment deposit balance at the Central

Bank was now about 12 billion pesos. He noted that, in the past,

this balance never exceeded 2.5 billion pesos. He added that the
implementation of the budget was moving slowly, especially as regards
investment spending, which has not started. This was partly attributable
to a reorganization which has shifted authority over spending to a new
budget office. He commented that, if this continued, total spending

for the year would be less than in 1976.

PECRE R R B

teeesssesssssss added that the exchange market was calm
and that the peso was now floating normally. 'He said that the banks
were back in the market, that the free convértibility and transferability
that were traditional for Mexico were continuing, and that the gold
market in Mexico was normal. He pointed out that price increases were
moderating, and he cited monthly increases in the consumer price index
of 2.6 per cent in December and 2.3 per cent in January, following
three months of increases around 5 per cent. He concluded by saying
that the Mexican authorities knew that they had a serious problem on
their hands but that they were working to rectify the situation.
Chairman Burns commented that this report was very encouraging.
sessesecssees returned to the fiscal situation to explain

that a special commission had been appointed to review and make recom-
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mendations on the tariffs and rates charged by public enterprises.
He said that the commission had recommended increases totalling
8-9 billion pesos and that these were being put into effect. He
noted that this would help to bring down the deficit from its initial
estimate of 130 billion pesos. He added that the public enterprises
were "well under control."
Chairman Burns drew attention to the possibility that it
might be difficult for Mexico to borrow as much as $4 billion in
new money. He wondered whether there were any contingency plans in
case this could not be done.
resceccesserec®®? replied that the situation would be
difficult, that adjustments would be necessary, perhaps involving
cuts in imports. But he said that the authorities preferred not to
think about that. He said that there was a need to roll over maturing
obligations of some $6 billion, but that this was not causing concern.
The new borrowing; were the problem. The $3 billion authorized under
the IMF agreement might be hard to get, but it was important to con=-
tinue importing.
eueveeweu... agreed that the maintenance of import levels
was very important. He pointed out that there was now a new public
debt law, which required the Treasury to authorize all external
debts. Even the Mexican Congress had to give its approval to overall

levels of borrowings. This would help to ensure that all borrowings

were strictly in accordance with plans. He emphasized that PEMEX was
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an important part of the borrowing program, that its needs were
related to exploration and drilling requirements, and that this was
crucial for the country. He said that PEMEX was currently negotiating
a $350 million loan with Citibank. (Our information is that the loan
is for $300 million). He also mentioned that the Federal District
(Greater Mexico City) was seeking a restructuring of its external
debt with its French creditors,l/ and was hoping to stretch it to
15 years.

' eeseveee...also said that the authorities had approached
Bank of America and had asked them to study the possibility of setting
up a $3 billion short-term line of credit, in cooperation with other
banks in the United States, Europe, Canada, and Japan, to provide
"parallel" financing to be used alongside with the drawings under the
Extended Fqnd Facility. ccccccveccccecn «eees likened this to the recent
United Kingdom loan organized by German banks.

:;:::::j::::,said that: there were no basic doubts about
the future of the Mexican economy, but that the American press had
spread inaccurate information. He mentioned stories suggesting that
the new budget was inflationary. He said that he had explained to
the representatives of the press that this was not true, and that,in

reality, the new budget showed a tendency against inflation.

#ecsecsescceccsesesaid that debt renewals were proceeding

it

1/ The Mexico City subway was built with French equipment.fa'

wie w Al

’
R
Ve




-9 -

normally up to now. In support of this statement, he cited the
fact that Nacional Financiera had negotiated roll overs of obliga-

tions totalling $450 million since December 1.

teeeeserrreasked whether Chairman Burns had any doubts
or suggestions for President Lopez Portillo, whom he and s+

would see the next day.

Chairman Burns replied that, in all frankness, the foreign
debt of Mexico looked very large and that he was not sure that the
balance sheet position of the U.S. banks would permit them to come
up with as much as Mexico is seeking in new borrowings. He added
that he was encouraged to see a Mexican Govermment oriented toward

sound policy lines.

Yves Maroni
February 14, 1977
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February 11, 1977

TO: Chairman Burns

FROM: Ted Truman

Attached is the latest cable from Mexico.

Attachment: Mexico 1587

cc: Governor Wallich
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

TO2

FROM:

February 11, 1977

Chairman Burns
Governor Wallich
Governor Coldwell

Ted Truman

Attached is Part IIL of a New York

Times article on Mexico's new regime.

Part

I, which was sent to you yesterday,

is also attached for your convenience.
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| Mex1co s New Regime: II |

~ By John B. Oakes )

MEXICO CITY — When the new
President -of Mexico meets the new
President of the United States next
week at the White House, they will
discover many points in common, but
there’s one great difference that they
probably won’t discuss at all. That is,
the way each achieved office; and it
tells somethmg about the difference
between the political systems of Mex-
ico and the United States.

For while Mr. Carter came up the
hard way, Mr. Lopez Portillo was
hand-picked by his predecessor, as
were most of Mexico’s presidents
since the 1930’s; and his election last
July without opposition was .in fact

people of his appointment. Such is
Mexican one-party “democracy” as
practiced at the presidential level.

Under this system which, contrary
to the Latin-American stereotype, has
given Mexico a unique political sta-
bility for more than 40 years, each
outgoing President has left office pre-
cisely at the end of his six-year term
—without strings, but, usually, with
something else: an enormous accretion
of personal wealth. -

“Mexico” goes the cynical remark,
“is one of the world’s richest countries;
-every six years it produces a new
crop of multi-millionaires,”

Perhaps Mr.
change this time-honored custom; but
one thing he surely will not change,
and that is the tight grip in which
‘his “Institutional Revolutionary Party”
(P.R.I) holds the Mexican electorate.
Thi party—the party—has managed
for nearly a half-century to embrace
the entire political spectrum from
mid-left to mid-right. Tven its enemies
marvel at its efficiency.

One of them, leader of a small left-
wing group observed: “You’ve never
seen anything so well-organized as
P.R.I. They combine repression with
concession| They ve taken over prac-
_tically all the union leaders. They don’t
represent the workers; they control
them.”

Mr. Lopez Portillo himself refuses,
as does his party, to be classified
“right” or “left.” “We will not fall

_ry. The road that has been laid out
by the Revolution is flexible..

The truth is that the party has man-
aged not only to codpt the labor lead-
ers and major unions but also most of
the rapidly growing middle class (of
which an important segment is the
huge governmental bureaucracy) and,
for gocd measure, all but a handful
of the country’s immensely rich indus-

trial, banking, and landed sectors.
The all- embramg umbrella of 'the

4 .

a mere formal ratification by the

Lopez Portillo will

into this geometric trap,” he says. “We *
want political philosophy, not geomet-

PRI operates in fact, as a balancing
device. It bears little resemblance to
that revolutionary Communist image
of Mexico, engraved indelibly on the
American mind a generation ago by the
stirring murals and frescoes of Rivera
and Siqueiros, or with the ultra-radical
impression left more recently by form-

. er President Echeverria’s florid third-

world rhetoric. For all its pretentions,
Mexico is not a truly radical state;
it’s only surprising that it isn’t more so.
In its mixed economy, the private
sector (excluding such basics as steel,
petroleum, electricity, etc.) plays the
dominant part, contributing to enorm-
ous private fortunes, with politics ac-
counting for a good deal of the re-
mainder. For example, Miguel Aleman,
whose mansion must be one of the
largest in Mexico City, was during his
Presidency a prime developer of Aca-
pulco, he is a multi-millionaire.
Mexico may be nominally a democ-
racy; but it is in fact—within the six-
year time frame of each successive
President—a semi-authoritarian “de-
mocracy” of a very special kind. Its
theoretical freedom of ballot, speech
and press has been severely limited
at various times and in various ways
in recent years. Among the latest in-

‘ stances was the governmentally-in-

spired ousting last year of the

- outspoken editor of Mexico’s leading

newspaper; another was the blatant
stealing by P.RI. last year of the
mayoralty election in Monterrey from
a small locally strong conservative
party by methods that would have

-boggled the mind of the late Mayor

Daley.

" Any visitor to Mexico City will see
at a glance that that great metropolis,
with its overhanging curtain of pol-
luted haze, its sophisticated uppercrust,
its magnificent avenues, its impossible
traffic, and its endless slums, is easily
part of the “first world”; but much
of the rest of Mexico still belongs to
the third. And on every side, in its in-
ternal and external relations alike,
Mexico seems to be afflicted with a
kind of schizophrenia. Even today
exery Mexican remembers that most
of the American Southwest once be-

- longed to his country. “Of course we

have forgiven,” said one of Mexico’s

. leading bankers, unconvincingly. “But

we can never forget.”

Nor can Americans any longer af-
ford to forget that for 2,000 miles along
our southern border lies our fourth
largest customer, a dynamic, sensitive,
society whose population at the end
of the century will be more than 100
million, and whose economic, social
and political future is inexorably and

_increasingly linked to ours.

John B. Oakes is Senior Editor of The
Times. This is the second article of a
two-part series.
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Mexico Under Por

By John B. Oakes

MEXICO CITY—The suave and suc-
cessful businessman, speaking easily

.. in the comfortable surroundings of his

antique-encrusted living room, wryly
observed to his American visitor: “This
country can stand corruption in govern-
ment as long as there’s competence;
but what it cannot stand is corruption
with incompetence.” Yet the hope of
President José Lopez Portillo is to
achieve what even the least cynical
Mexican still believes can’t happen
here: a government both competent and
incorruptible. :

If the new President of Mexico
attains that goal—he has referred to
corruption as ‘“the cancer of the
country” — he will be the first in
Mexico’s long line of all-powerful Presi-
dents to do so. But, given the critical
state of his country’s economy and the
potential explosiveness of its restive
society, he has no choice but to try.

If he fails, the prediction of the
young radical, quietly sipping his cof-
fee at a boulevard cafe, may con-
ceivably turn out to be true: “With our
one-party system, there’s no channel
for the masses to voice discontent. So
one of these days there’s going to be
an explosion without anyone expect-
ing it—or even leading it—because
there’s no other way.”

Yet the remarkable thing about Mex-
ico today is that despite the huge size
of its depressed underclass, there seems
little present likelihood of any such
eruption in what is for all the revolu-
tionary rhetoric, a not very revolution-
ary society. Even the peasant “inva-
sion” and temporary expropriation of
large landholdings in northwest Mexico
last fall have been peacefully dissipated
by reference to the courts—while the
new President tries to negotiate the
issue behind the scenes in his first
crucial exercise of the conciliatory role
that he seeks to play for the next
six years.

In this as in other respects, Mr.
Lopez Portillo will discover that politi-
cally and personally he has many points
in common with President Carter when
he visits the White House next week.
Neither had a national constituency
until after his Presidential nomination;
both are supreme pragmatists; both
stress—and claim—competence in ad-
ministrative reform; both see as their
most urgent goal the restoration and
strengthening of a badly shaken public
confidence in governmental institu-
tions. And both project themselves to
the public with studied informality.

While former President Echeverria
did everything possible with his fre-
netic activity and third-world rhetoric
to increase tie traditional American
distrust of our southern neighbor as a
turbulent land of revolution, his suc-
cessor has pointedly taken the opposite
approach, which is indeed much closer

to reality. The most revolutionary
thing about Mexico now is constant
oratorical reference to “the Revolu-
tion”—which broke up most of the
large estates, cost a great many lives,
didn’t do much else—and took place
some sixty years ago.

The terrorist violence that has re-
ceived so much notoriety in recent
months is in fact no more than a re-
flection of “the world climate,” accord-
ing to Mr. Lopez Portillo; and he may
well be right. Even the leaders of the
most left-wing groups disavow the use
of violence, not necessarily on moral
grounds but on the well-founded belief
that it would be counterproductive. It
would, as one of them privately ad-
mitted, “only separate us from the
masses.” His main present concern—
as that of other radical splinter groups
—is to get his party legally onto the
ballot.

The “marginal” condition (the word
is Mr, Lopez Portillo’s) under which
nearly a third of Mexico’s 63 million
people live is reflected less in violence
or even in political activity than in the
northward flow, in literally incalculable
numbers, of the so-called ‘“‘undocu-
mented” immigrants into the United
States, This is an out-migration that
Mexico’s President himself looks on as
a “safety valve” for the country’s
rapidly increasing ‘“surplus” popula-
tion. It has—as one Mexican authority
frankly put it—“poisoned” Mexican-
United States relations for years; but
it is a flow that obviously cannot
or will not be stopped so long as life
across the border, tough as it is, ap-
pears better than conditions at home to
Mexico’s urban and rural poor.

With wages rising this year by 10
percent against an inflation moving
along at about 30 percent; half the
work force unemployed or underem-
ployed and half of these receiving less
than the legal minimum of $5 per day;
with Social Security severely limited
and unemployment insurance unknown;
with about a third of the population
receiving no health services at all—
how could it be otherwise?

And although the astronomical birth
rate has been slowed, the fact is—as
one of Mexico's leading experts on the
subject says—‘“There's not much in-
ducement to an impoverished farmer
or worker to curb the size of his family
as long as every new child is viewed
as a prospective income producer.”

Only economic improvement, espe-
cially in the rural areas, is likely to
stem the immigrant tide (as well as
the birth rate): and it is to this end—
for example through special trade con-
cessions for agriculture and industry—
that the President of Mexico is likely
to seek help next week from the Presi-
dent of the United States.

John B. Oakes, Senior Editor of The
Times, has just returned from a trip to
Mexico. This is the first of two articles.
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February 15, 1977

TO: Chairman Burns
FROM: Edwin M. Truman

Attached are the latest cables from Mexico. The first cable
(Mexico 1678) describes the problems of Dina, the fourth largest
automotive manufacturer in Mexico. The secoﬁd cable (Mexico 1740)
describes President Ldbez Portillo's meeting with Business International.
Note paragraph 9 where the inference is drawn that Mexico wants to rene-
gotiate the terms of the IMF program; note also paragraph 11 where
Mr. Romero Kolbeck is described as. believing that Mexican inflation is

caused by external forces.

Attachments: Mexico 1678
Mexico 1740

cc: Governor Wallich

Defpns classifitntiay of this gacument is due
b e incitsidf &1 LS, Geveramant infsrmatior
officially ciassiiid under Evecuiive Crdor 10701
which proviges that A dadwncet.., shail bear 4
classiticaiicn at feast as high es that of e'@.\

highest cless{ieg romponent.”
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TARS: FFInN.MY
SURJECT: PRESINENTTAL VISIT: JLP COMMENTS TU BUSINESS INTERNATIONAL

REF MEXIFO 1384

f. SUMMARY?! LOPE? PCRTILLO TOLD BUSINESS INTERNATIONAL
THAT MEXTCN WELCOMFD FARFIBN INVESTMENT ACCORDING TO ITS
WEI L=KNOWN RULFS AND THAT THF SOLUTION TO MEXICU'S
TNFLATION PROB.EM WAS THROUGH INCREASED PRODUCTION FOR
WHYTCH HE NFENS FINANCING, FND SUMMARY,

n, SUSINESS TNTERNATTONAL BRNUP HEADED BY ORVILLE FREEMAN
MET WITH LOPFZ PORTILLO NN FF3. 18, MEETINGS OF ThIs
RRAUP ARF TRADTTYONALLY NFF=THF=RECQORD AND PRIVATE,

RROUP WAS TAKEN ABACK BY PRESENCE NF PRESS AND FREEMAN
REPORTEDLY HWAD TN TCONE DOWN WIS REMARKS, JLP'S

APENTNG MEETNG TO PRESS ATTENDANCE MAY MEAN HE WANTED

MI® REMARKS TO REACH WASHINGTON AND MEXICAN PuBLIC.
MEFTING GIVEN WINRE PUBLICITY IN FER, 11 PRESS,

LIMITEN OFFICIAL USE
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%, FREEMAN OPENED MEFTING RY SAYING HE HAD RECENTLY

MET WITH PRESIDENT CARTER WHO WAS LOOKING FORWARD TO
JLP'S TRIP, HE THEN QUERTED HOW BOM WOULD DEAL wITH
TNFLATION ANPD THF BOM ATTITUDE TOWARD FOREIGN INVESTMENT,

A, JLP CONCENTRATED ON THE FORMER, HF SPOKE
FXTEMPORANFOUSLY, FOLLOWING ARF WIS MOST PERTIENT
REMARKS AS CARRIED IN EXCELSTIOR TEXT, "FOR SOME TIME,
REMOBNIZING THF VIRULENT INFLATIONARY PROCESS, WE HAVE
FSTARLISHED CERTAIN POLICIFS WITH WHICH SUPPORT WE ARE
REALTZING A NATIONAL PLAN THAT SUPPCRTS A FUNDAMENTAL
TDFA. INFLATTONARY PRESSURFS CAN BF ALLEVIATED IN

TWN WAYS?® RY RFOUCING DEMAND OR TN INCREASING SUPFLY.,
SUMETIMES IT IS NEFCESSARY TO ACT IN BOTH waYS, BUT

*N A COUNTRY WYTH PERENNTAL NEEDS SUCH AS NURS, TN
WHYCH THF DEMAND I8 OCCASIONALLY AT MINIMUM SUBSISTENCE
| EVELS, THF SOLUTION TN THFE INFLATIONARY PROBLEM; IF

WE WANT TO BF PEFINITIVE, MUST BF NRIENTATED

TONARD PRQPUCTION REFQRE RFOUCING DEMAND wWHICH wCULLD
VERY OFTFN LFAD TO SOCYAL PROBLEMS® BUT IT IS

NATURAL THAT IN NRNER TO MAKF USE OF QUR RESNURCES,

WE HAVE FINANCTYNG PROBLEMS, THEREFORE IN THE LIGHT
AGAINST THF INFLATTONARY PROCESS, WE ARE ATTEMPTING

AS THE FUNDAMENTAL ISSUE TOD RESQLVE THE PROBLEM THAT WHICH I
HWAME: CALLED ThHF iFINANCIAL TRAPH,

5, REGARDING PETROLEUM, JLP SATD THAT THIS COULUD

80! VE MANY OF MEXIFr(C'S EXPORTING PROBLEMS, BUT ThAT “TO
THRRFASE EXPORTS, WE NFER TO IMPORT EQUIPMENT AND

FOR THIS WE NEFD FINANCIAL RESCURCES." AS PEMEX IS

A ROVERNMENT ENTYTY, ITS BO0RRCGWING IMPACTE ON THE

PURLTIC SFCTOR PEFICIT ANP TTS SPENDING INCREASES
INFLATTONARY PRESSLNFS, WITH THE RIGHT THAT, HE SAID,
"wF WAVE AN ABSURD VYCTUUS CIRCLE THAT IS TRULY A

YRAP FROM WHICHW WE ARE TRYING TO ESCAFE WITH A SERIES

nE MFASURES, BNATK FCONOMIC AND SOCTAL,"

LIMITED OFFICIAL USE
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£, NOTING THE NEFD IN THYS COANTEXT, JLP MGVED TO

THF SURJFCT OF FORFIGN DTRFCT YNVESTMENT, WHTICH HE SAID
MENIPG NEEDED TO MAKE LUISF OF TFCHNALNGY, MARKETS AND
FORETGN FINANCTING, KF SATD MFXTYCN HAD SEEN AN

FPNCK WHFRE FORETGN DIREFT INVFSTMENT TCOK MORE

FROM THE COUNTRY THAN TT GAVF, CALLING THIS "BAU
RUSINESS",

7, JIP SAID THE FOREIGN TNVESTMENT AW WAS NOT
ALWAYS UNDFRSTOON, BUT CLEARLY SPELLS OUT THE RULES
fF THE GAME, "THE FARDS ARF ON THE TABLE", HE SAID,
HE ALSO S IN THF FOREIGN YWVESTMENT COMMISSION couLn
MAKE SOMF MUTUALLY ADVANTARENUS ADJUSTMENTS WITH THE
PASIC PRINCIPLFS BEFING: "RESPECT FOR THE LAW, LOOK
FOR FEUILIRRIUM, DO R00D BUSINESS FOR ALL, RUN RUSKS,
HNPERSTAND THINGS WITHOUT LUOKING FUR INCUNVENTENT
ADVAMTAGES THAT ARBF MCT FOR FYFRYBNDY", HE WENT OpM
T( DESCRIEF FQUILIRRTUM A5 THE SFCRET CF FEACE AND
RONE BUSINESS, WHICK IS TC THWINK FOR THE LONG TERN,

B, CNMMENT: JLP SEFMS TCU BF SEMDTNG & MESSAGE THAT
HE DOES NOT WANT TP LIVE WITHIN THF PONFINES GF THE
PRNAGPAM AGREF[ LPON MWITH THE TMF, AND THAT OBTAINING
ADPITIONAL FINSNCIAL RESNURCES TO PERMIT HWIM TO
PURSHE EXYPANRIONAWY POLICIFS wILL WAVE SNMF PRIORITY
YN HIS ‘U8, ‘DISCUSSIONS;

LIMITEN OFFICIAL USE



Department of State TELEGRAM

LIMITED OFFICIAL USE 7877

PARE 1 MEXTCO ®1742 @22 OF ©?2 12u225%
ACTION ARA=LN

TNFD NCTe?y T60=A@ CIAE=-g® [NDE=A@ PHe=g4 HeB1 INRed7 L=023
NSAE=BP NSC=FS PA=7] PRS=A] SP=@2 SS«15 AIDP5 FH=08
FIFP=31 TRSFeg STRef4 OMBeA] CEAwf] COUME-P” FRB=@3
XMPe?2 QOPIC=@3 LAB=34 SIL=@! NSCE=Pg SS0=0@ USIE~QQ?
INRE=® /P83 W

cannesswenewwwwsuw] 200317 016342 /79

f 9123302 FER 77

FiM AMEMBASSY MFXTCN

YO SECSTATE WASHDC IMMEDTIATE 029!

TNFC TREASURY WASHDC IMMEDYATE

| IMITED NDFFICIAL USE SFCYION 2 (OF 2 MEXICOD 1740

0. WF BELIFVE THAT JLP ENVISAGRS ND CHANGES IN THE
FOREIGN JNVESTMENT LAW OR THF RECENT LAW GOVERNING
PATEMTS AND TRADFMARKS, AND THAT THESE WERF THE "RULFS"
RY WHICH BUSTNFSS WOULD WAVE TR RE CONDUCTED IN MEX]ICO,
HOWEVER, HF SOFTFNFD THE IMPRESSION BY KEFERRING T0

THF OPERATIONS OF "A COMMISION (PRESUMABLY THE
TNVESTMENT COMMISSTON) WHICH COULD MAKE "ADJUSTHMENTS

TO MUTUAL ADVANTAGESY, w® NOUBT THAT THIS I& GOING

T0 BF SATISFACTORY IN ACCELERATING FOREIGN IMVESTHMENT
POMING AS TT KOULD FROM COUNTRTES WHERE THE LAWS

FANNDT BE S0 RFANILY RE-INTERPRETED,

1, LOPEZ PORTYILLO MAY ALSN HAVE BEEN USING THE
ACPASINN TN BET A MESSAGF ACROSS TO THE MEXICAN
BEARLE THAY SOME FHRFIGH_INVGLVEMENT IN THE MEXICAN
BETRALFLUM MIBHT RE NECESSARY, ALTHOUGH WIS

RERPORTED TEXT TS JRSCURE ON THIS POINT, PROBABLY
NEL IRERATELY,

11, A8 REGARNS OTHFR MFETINGS THAT BUSTNESS
TNTERNATIONAL HaP WITH SFENTOR GOM NFFICIALS, SEVERAL

LIMITED CFFICIAL USE
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ATTENDFES HAVE EXPRESSED TN US THETIR DISAPPUINTMENT
WITH THE LACK NF ANY SPERIFICS oM 6GOM POLICIES,

KEY MINISTFRS, TFLLO AND DF NTFEYZA, APPARENTLY GAVE
THF SAME LINF AS THE PRESIPENT OM INFLATION, ROMERO
KGOl BECK DENIED PUSLIALY THAT INFLATION WAS A DOMESTIC
PRNBLEM, BLAMING IT INSTFAD ON EXTERNAL FORCES. HE
nIN SaY PRIVATELY TO A PARTICIPANT THAT WE HAD READ
THF RECENT STATEMENT BY UY.,K, PRIME MINISTER
NENGUNCING KEYNESIAN=INSPIRED POLICIES, DE OTEVYZA
REPORTFDLY ASKFD THE AMERIFCAN CHAMBRER HERPE FOR THEIR
VIFWS NN THE PATENTS AND TRADEMARKS LAW AS A NEW
REGUATION WAS FURTHCOMINR,

JOVa
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PASS EXIM RANK

FGL 1165852 ¢ Ny/aA
TARS ¢ FFIN EYNP M)
SURJ ¢ DNDINA CUT IN PROQUCTION

1o  SUMMARY

MINA, FOURTH LARREST AUTNMATIVE MANUFACTURER IN MEXLICQ AND
MAJOR PARASTATAL CNMPANY IN CIUDAD SARAGUN COMPLEX, HALTED
BRADUCTIAN FOR TWD WFEKS AND FACFS MAJOR ECONOMIC DIFFICULYIFS
WNATCH MAY CAUSF PRESTDFNTIAL CONCERN IN GUM, ENU SUMMARY,

., NINA, ONF NF PARASTATAL FOMPANIES TN CIUDAR SAHAGUN COMPLEY,
SUSEENNEN MOST ACTIVITIES FROM JANUARY 21 TO FEB 4,

MANAGEMENT CONVINCFD LABNR UNION TN TAKE MAY VACATIUN NOW,
REFUREL VACATIOMN, DYINA PRODUCTINN wAS VIRTUALLY nALTED PUF TO
QRCARCITY OF PARTS, BNTW NDUMESTIC AND IMPORTED,

7, Yi TELFON WITH EMBNFF, DINA'S SURDIRECTOR NF FYNANCING
REFERKFY TN VIFINUS CIRCLE: RANKS WQON'T SyPPLY CREDIT,
SUPPLIERS wGNIT SHTP GNONRS, LACK OF PARTS STALLS PRODUCTION,

//,;;?%
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HMENCF WOPSFNTNG FINANCTAL SITUATION OF COMPANY, SUBUTRECTOR
JUST RFTURMNED FRAM 2=WFEK VISIT TO U.S. SUPPLIERS AND RANKERS,
WHO, SUBNDIREFTAR SAIN, HAVF "WAIT AnND SEE" ATTITUDUE TYOWARDS
MEXICAN FCONAMY, IMPLICATINNS ARF THAT DELAYS IN CREPITS
AGRRAVATE CURRENT SITUATYON

A, NEW DIRECTNR«~GFNFRAL OF SAHAGUN COMPLEX, FORMER SECRETARY OF
NATINNAL PATRIMONY, FRANCISCN JAVIFR ALEJO ALSO FACES STRIKE AND
NEROTIATIONS ON MEW WAGE CANTRACTS STARTING FEB 7. INDEPENDENT
INTUN ASKING FNR 37 PERCENT WAGRE INCREASE BUT ALL AUTO

INMTONS CUSTOMARILY MAKF HIGH DFMANDS, GM ALSO OUT DN STRIKE

THYS WFEK NVYFR 24 PERCFNTY NEMAND, DINA UNION ALSO COUNCERMNED

AN PNSSIBLF LAY=OFFS, NTHER €D, SAHAGUN COMPANIES HAVE HA[
QERURKENT LARQR PRNBLEMS AND U.,S. DIESEL MOTOR MANUFACTURER
FUMMINS MAY RE CMANSINERING SFEKING ALTERNATIVES TO ITS ASSEMALY
FONTRPACT WITH PINA,

&, NIMNA PRODUMCED 23,692 RFNAULT CARS, 13,197 TRUCKS, 384 MOTOR=
TRICKS AND 678 BUSES IN 1976, UP SLIGHTLY FROM THE 1975 LEVEL,
RUT MUNTHLY PRADUCTINN DYPPED SURSTANTTALLY IN THE LAST QUARTER,

A, NVFR 8 BILLINN PFSOS INVESTED TN SAHAGUN COMPLEX, WHICH ALSD
TNFLUDES 1M NTHER COMPANTES MAKING RAILROAD AND SUBWAY CARS,
AGRIFULTURAL CNNSTRUCTTON TRACTOPS, MOTORS, STFEL, AND

MENIFAL FGUIPMFNT,., DTNA RANKFD THIRTFENTH IN MEXICAN VERSION COF
FORTIINEG 8S@® PURLTSHED RY EXPANSIDN AND RANKS SEVENTH IN SPENDING
AMNANG PARASTATAL CNMPANIFS, THREF PRINCIPAL COMPANTIER IN S8HAGIHN
FPOMPLEX, UINA, CNCF (RAILROAD CARS)Y AND SIDENA (STEEL) EMPLOY

AVFR 14,247”, CNCF AND SINENA ARE REPORTED TO nAVE LATD=OFF MANY
WORKFRS TN RFCFNT WEFKS, SAHAGUN COMPLEX MOSTLY LOCATED IN TRWN

NF THAT NAME NFAR MEXYICO CYTY, BUT PARTLY IN TOLUCA AND MONTERREVY,

7 POUMMENT | MEXICAN AUTOMQOTIVE INDUSTRY HARD NIT BY DEVALUATION AS
SOME THIRTY TO FARTY PFRCENT OF PARTS MUST STILL BE TMPORTED,

NINA'TS NATTONAL TNTEGRATION TS 64 PERCENT FOR CARS AND 7% PERCENT
FOR TRUCKS: TMPORTS NF PARTS: FSTIMATEN AT 3.5 MILLION PESOS IN

o LIMITED OFFICIAL US.
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€976, STRUCTURF CF INDISTRY WITH MULTIPLICITY OF MODFLS PRODUCED
PRFVENTS ECONOMIFS CF SCALF, MNST COMPANIES INCLUDINE PDINA WFRF
FONSTOFKED INEFFYCTENT EVEN BEFQORE DEVALUATION, WHILH HAS WORSFNEL
THFIR FINANCTAL POSITINN., ALL AUTO MANUFACTURERS CUTTING 1977
PRODUCTION AS SALES FELL SHARPLY FNLLOWING INCREASES IN UNTY
PRTCES, AUTO TAXFS, AND GASOLINE PRICE AND LACK OF CREDIT IN LATF
¢5%6. LOPE? POPTTLLO'S GNVERNMENT HAS STATED POLICY OF ENFORCING
MORE EFFYCTENT MANAGFMENT IN UNPROFITABLE PARASTATALS, SINCE

NINA IS MAJOR PARASTATAL AND DIRECTLY EMPLOYS SOME 7,598, PLUS SOME
3,55 THROUGH PRIVATF DISTRIRUTORS, GOM I§ UNDER PRESSURF TO KEEF
NINA AFLNAT, HFNCE LTYKFLY TO BFCOME ACTIVE IN HELPING COMPANY FIND
NERESSARY SOURFES NF CRENIT, WHETHER DOMESTIC 0OR FORFIGN,

JOVA

LIMITED OFFICIAL USE
-

FORM hs.1652



To:

From:

February 15, 1977

Chairman Burns

Edwin M. Truman

Attached are four background notes on Mexico prepared

Mr. Maroni.

by
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Date_ February 15, 1977

To

From

Chairman Burns Subject: Interest Payments on Mexico's

Yves Maroni External Debt

In a recent memorandum on Mexico, I estimated that Mexico's
interest payments on its external debt in 1976 amounted to about 28
per cent of the estimated gross earnings on goods and services.

This percentage was based on interest payments estimated at about
$1.9 billion and gross earnings on goods and services estimated at
about $6.8 billions The interest payments figure, in turn, was de=~
rived by applying an average interest rate of 8.5 per cent to the
estimated total external debt at mid~1976, which I placed at about
$22.5 billions

This method was used because the Mexican balance of payments
statistics show interest payments in 1976 at something less than $1.5
billion, an amount which implies an average interest rate of 6.66 per
cent. Such a rate seemed unrealistically low, and led me to suspect
that not all interest payments were recorded,

However, it now appears that my use of an 8.5 per cent
average interest rate cannot be justified. While an exact rate would
take time to estimate, analysis undertaken since I prepared my earlier
memorandum leads me to believe that a rate of 7.5 per cent would be
closer to the truth. With such a rate, total interest payments in
1976 would amount to about $1,690 million, representing about 24.8

per cent of the estimated gross earnings on goods and services.l/

1/ I was unable to discuss this matter with the Mexican officials
who accompanied Finance Minister Moctezuma and Bank of Mexico Director
General Romero Kolbeck when they visited you last Thursday. They checked
out of their hotel without contacting me and I have so far been unable
to locate them elsewhere.



About two-thirds of Mexico's external debt is owed to
banks and carries market rates of interest, which are often linked
to the 3e~month or the 6-month London Inter-Bank Offer rate. Using
the 6-month rate and adding a spread representative of those agreed
to by Mexico in the years since 1973, yields a total rate of about
7.5 per cent. The remainder of the debt includes debts to the
international development lending institutions, some of which date
back many years when their lending rates were lower than 7.5 per cent,
while others were contracted more recently at rates in excess of 8
per cent. Debts to the U.S. Export-Import Bank were also mainly con-
tracted at rates lower than 7.5 per cent although rates of 8 per cent
and sometimes more have prevailed for about a year., There are also
Mexican external bonds, which carry rates in excess of 7.5 per cent,
as do credits from non-bank financial institutions. Credits from
suppliers are often subsidized by official agencies in the exporting
countries and may be at rates close to 7.5 per cent. Credits from
other Governments, mainly the United States under aid programs, are
often at concessional rates, but their total is not a large fraction
of Mexico's total external debt. This evidence seems to me strong
enough to warrant using the 7.5 per cent rate, which appears to be
a realistic average rate for loans from banks, as the overall average
rate for the entire debt.

The remainder of this memorandum explains the basis for

my estimate of the total external debt of Mexico at mid-1976.
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Mexico's total external debt may be estimated at $25
billion at the end of 1976. The Mexican authorities themselves
admit to a public sector external debt of $20 billion on that date.
The private sector debt is not available from Mexican sources, but may
be partially estimated by adding to the public sector long-term debt
the total claims on Mexico reported by banks in the industrial coun-
tries, and deducting from this sum the public sector's debt to banks
so as to avoid double counting.

The necessary information is not yet available in suffi-~
ciently complete form to permit this calculation to be made for the
end of 1976. But the data for 1975 may be used as a starting point.
This yields a minimum external debt total for the end of 1975, as
follows:

Public Sector Long=-Term Debt as of 12/31/75: $11,251 million
Total Claims of Banks in G-10 countries re-

porting to the BIS as of 12/31/75: 13,465 million
24,716 million

Public Sector Long=Term Debt to Private
Banks as of 12/31/75: 6,663 million

Minimum External Debt Total as of 12/31/75: $18,053 million

It is not unreasonable to increase this total by about
10 per cent to include the unrecorded short-term debts to debtors
other than banks and an amount shown as '"unknown medium and long-term
debts" in a recent IMF document on Mexico. When this is done, the

estimated level of the total external debt of Mexico at the end of




sl

1975 works out at about $19.8 billion.

We know that the total claims of the banks in the G-10 coun-
tries were $16,762 million at the end of September 1976 (the latest
date for which this information is available). This represents an
increase of $3.3 billion since the end of 1975. Comnservatively, it
may be estimated that these claims rose at least another $700 million
in the fourth quarter. 1In addition, we know that Mexico drew $365
million from the IMF and $300 million under its swap agreements with
the U.S. Treasury and Federal Reserve which were still outstanding at
year end. There was also an increase in Mexico's debts to the inter-
national development lending institutions, the Export=-Import Bank of
the United States, suppliers, and others, including private holders
of Mexican bonds. Partial information suggests that this amounted
to about $500 million. With these additions, the total external debt

may be estimated as follows:

Estimated total debt as of 12/31/75: $19,800 million
Increase in bank claims through September 1976: 3,300 million
Estimated increase in bank claims, fourth quarter: 700 million
IMF drawings: 365 million
Treasury and Federal Reserve swap drawings: 300 million
Other: 500 million
Estimated Total External Debt as of 12/31/76: $24,965 million

If Mexico's external debt rose evenly over the year, an appro-

priate mid-year figure would be $22.5 billion.



A Note on Mexican 0il and Natural Gas

Mexico has made important discoveries of o0il and natural
gas resources in recent years, and has become a net exporter of oil
since the latter part of 1974. A reliable estimate of the magnitude
of the new oil reserves is not available, and the official Mexican
sources have tended to be cautious in their public statements on
this point. But some knowledgeable observers have gone so far as
to predict that Mexican reserves may rival those of Kuwait, i.e.,
about 60 billion barfels.

The new Director of PEMEX, the state petroleum company,
has announced a six~year plan to bring production up to 2,242,000
barrels per day by 1982. The plan calls for spending $15.5 billion
over the next six years. Half of this will be raised from external
sources, He placed proven reserves at 11 billion barrels. He added
that Mexico is exploiting only five of 180 known petroleum deposits.
0f these, 90 are offshore, he said. He indicated that offshore drilling
was expected to produce 118,500 barrels per day, or 45.1 million
barrels yearly, by 1982,

The PEMEX Director said that two new oil refineries will be
built and other facilities will be expanded so as to bring refining
capacity to 865,000 barrels per day. In addition, 55 new petrochemical
plants will be built by 1982, bringing the total to 115 plants. The
PEMEX Director said that 24 per cent of petrochemical production will

be sold abroad by 1982.
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The attached table summarizes the available information
on 1975 and 1976 production and exports, with official Mexican
projections of volume for 1977 and 1982 and my own estimates of
the corresponding export values based on the assumption that the
dollar price of petroleum in 1982 will be 40 per cent higher than in
1976 (this implies that, following a 5 per cent increase in 1977, the
price of petroleum will rise by 6 per cent each year until 1982),

The table shows that, if the plans to develop production as indicated
are carried out, by 1982, Mexican exports of petroleum may be close
to $2.6 billion, nearly five times as large as in 1976.

In the short run, Mexico appears willing to increase its
exports of oil to the United States as a quid pro quo for the establish-
ment of a special line of credit by the U.S. Export Import Bank to
help finance the import requirements of PEMEX. We understand that this
matter is being discussed this week in conversations between the visiting
Mexican officials and the top management of Eximbank. The Board of
Directors of Eximbank has already given tentative approval to the con- 4
cept.

The Wall Street Journal of February 4 reported that, according
to a PEMEX spokesman, ''Mexico has offered to sell the U.S. additional
0il." The Journal added that Mexico's exports of oil to the U.S. were
expected to average 153,000 barrels a day this year, and that PEMEX
could supply an average of up to 43,000 barrels a day in additional

oil over a two-month period, the spokesman said.
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According to the same story, the PEMEX spokesman announced
that, in a few days, Mexico would begin sending up to 40 million cubic
feet of natural gas a day to the U.S. and would continue these
deliveries for 60 days. The gas will be sold to Texas Eastern Gas
Transmission Corp. for distribution through its pipeline system to

the U.S. East Coast.

Yves Maroni
February 15, 1977



Mexico - Petroleum Production
and Exports in Selected Years

Production Exports
(in thousands Volume Value
of barrels (in thousands of (in millions of (in millions
per day) barrels per day) barrels per year) of dollars )
1975 800 100 3648 460
1976 960 131 47.8 550
19772/ n.a. 147 53.7 680
1 1 1 1 1
1 1 1 1 1
1 1 1 1 1
19822/ 2,242 400 146.0 2,585

p/ projected



Latest Information from Mexico

The most recent statistics from Mexico are summarized in the attached
tables. According to these statistics, the first signs that the monthly
rate of price increases may be moderating have appeared and the trade deficit
is remaining in the lower range to which it declined after the September
devaluation. But the behavior of money supply continues to be erratic.

The consumer price index rose 2.5 per cent in December, about half
the average rate of the previous two months. During their visit last week,
Messrs. Moctezuma and Romero Kolbeck indicated that the January increase
was 2.3 per cent. The wholesale price index rose by 5.3 per cent in
December, compared to well over 8 per cent in each of the previous two
months.

Imports in November were less than $400 million, barely above their
monthly low for the year reached in September. For the three months
September-November, imports averaged just under $400 million a month,
compared to an average of about $530 million a month in the first eight
months of the year. Even if imports in December exceeded the recent
monthly average by as much as $100 million, total imports for the year

would be $5.9 billion, or 10 per cent less than in 1975.

~
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The preliminary export data for November (which do not include \\\h‘,///
silver exports or exports by the border assembly plants) were less
than $300 million, only slightly above the average monthly level of the

first 10 months of 1976. The trade deficit in November (on this preliminary

basis) was less than $100 million, for the first time since September 1971.
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Data on tourism and border transactions indicate that Mexican
spending under these headings has declined substantially since the September
devaluation, but that the corresponding gross earnings have also declined.
In the three months September-November 1976, Mexican tourists and vistors
north of the border spend $52 million less than in the same months of 1975.
But foreigners spend $42 million less in Mexico in the period September-
November 1976 than in the corresponding months of 1975. The resulting
improvement in the net earnings from these accounts is negligible.

The erratic behavior of money supply is shown in increases of
over 8 per cent in September, less than 2 per cent in October, and over
7 per cent in November. At the end of November, money supply, seasonally
ad justed, was about 33 per cent above the level of a year earlier.

In September and October, the peso liabilities of the banking
institutions (excluding the Bank of Mexico) declined by about 20 billion
pesos, or about 6 per cent. In the same period, their liabilities denominated
in foreign currency rose by 171 billion pesos, or 115 per cent. The
November breakdown is not yet available. It is against this background
that Messrs. Moctezuma and Romero Kolbeck indicated during their visit
that the outflow of funds from the banks had ended and that bank liabilities
had increased by 18 billion in Decembex and by another 6 billion pesos in
January. They did not mention the latest figures on liabilities denominated

in foreign currency.
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In September and October, credit extended by the banking institutions
(excluding the Bank of Mexico) increased by 24 per cent. In contrast,

the increase in the first eight months of the year was only about 15 per cent

Yves Maroni
February 15, 1977

Attachment



C.9%a MEXICUS: ECUNUMIC INDICATURS February 10, 1977
1974 1975 1976 1975 1975 1976 1976 1976 1976 1976 1976 1976 1976 197¢ 1976 1976
111 Iv 1 11 111 Iv JUNE JULY AUG SEPT ucr NOV DEC
REAL GDP,1970=100 126.,4 131.8 NoA, N.A, N.A, No,A, N.A, NJ.A, N,A, N.A, N Ao N.A, NJ.A, N,A, NeA, No.A,
KEAL GDOP, PER CENT

LHANGt (l) 509 aOa N.Ao Nl‘t N". N.A' Nv‘n N.A' N.A. N.Ac N-AI N.A. NCA. N.A. N.‘. N.A-
INDUSTRIAL PRODUCTION

19702100 132.8 139.0 Noho ] 139,7 140,8 144,0 144,6 142.6 NoA. | 147.4 145.1 143.7 138,9 140,7 NeA, N.A,
INDUSTRIAL PRODUCTIUN

PER CENT CHANGE (1) VRN 4.7 N.A, 2,5 0.8 2.2 0.4 -1,4 N.A, 1.0 =1.,6 =1,0 3,3 13 NeA, N.A, |
WHULESALE PRICES

PER CENT CHANGE (1) 22.4 10,5 2e3 3.3 23 8,6 3e e S.6 21.0 0.9 2.5 “0e3 6,2 8.4 8.2 53

|

CUNSUMER PRICES i
PER CENT CHANGE (1) 23.8 15.0 15.8 e 2.0 4.4 2.6 3.2 1865 0.4 0.8 1.0 3.4 5.6 4,5 2.5
MUNEY STUCK (M1) (SA) ‘
PER CENT CHANGE (1) 20.9 22.3 N.A, e S.8 3.9 4,7 5.8 N.A, =0.4 370 *{ee 8,2 1.9 Tel NeA,
PusLIC SECTUR DEF,.(=)

AS PER CENI OF GDP 7.8 RN NG N.a, NoA, N.A, NoA, N.A, N,A. NJA, N.A. N,A, NoA. N.A, N.A, N.A,
CENTRAL GUVI, DEF, (=)

AS Pek CENT UF GDP =3.8 =4,3 -U4,2 NoA, NeA, N.A, NoA, NoA, N.,A, N.A,. N.A, NJA, Neohs N,A, NoA, NoAo
EXPUKRTS (2)

(% BILLIUN) 3.4 3.5 N.A, 0,8 0,9 0.9 el o9\ Nghs 0,3 0.2 0.2 0,2 0.¢ 03 NoAy
IMPURTS ($ BILLIUN) 6.1 6.6 NJ.A, 1,6 1.9 1.4 U 1.5 N.A, 0.0 0.6 0.6 0.4 0.« 0.4 NJA,
TRADE BALANCE (2)

(% BILLLION) -2.6 3.1 N.A, =-0,8 =1,0 0,5 0,6 -0,6 N.A, -0,3 =0.3 =0,3 =01 *0.¢ =0,1 N.A,
BALANCE UN GUUDS AND
SERVICES (3 BILLION) 2.6 =3.8 N.A, 1,0 1,1 ol O ¢ -V.9 =0,9 N.A, N.A, N,A, N.A, NeA. NoA, Ne.A, NeA,

(1) PER CENT CHANGE FRUM PREVIUUS PERIUOD. QUARTERLY CHANGES
AT QUARTERLY RATES; MUNTHLY CHANGES AT MONTHLY RATES. :
(2) MUNTHLY DATA EXCLUDE EXPURTS UF BIRDER ASSEMBLY PLANTS AND UF SILVER 3
AND ARE NUT CUNSISTENT AITH QUARTERLY UR ANNUAL DATA. b =\
" A "1'
‘Q? é%/
N /



FINANCIAL INDICATORS == MEXICO

RESTRICTED=-CONTROLLED

(dollar amounts in millions) 1975 1976 1977
) Week ended
YEAR QL QLI QIII QIv NOV DEC JAN FEB 1-9 [ JAN 12 | J [ FEB 2| FEB 9
XCHANGE RATE (CENTS PER PESO, END OF PERIOD) 8.00 8.00 8.00 8.00 4.98 4.40 | 4.98 4.55 4.41 5.00 4.98 4.55 | &.40 4.4l
SDR VALUE OF PESO 06842 |.06924 |.06985 |.04364 | 04297 |.03940 | .04297 | .03960 ,03798 | .04297 |.04318 | .03960 ;.03796 | .03798
Jsuou TERM INTEREST RATE (E.O.P.) 12.94 | 13.11 | 13.11 | 14.36 14.36 | 14.36| 14.36 | 14.36 14.36 | 14.36 14.36 14.36 | 14.36 | 14.36
LONG TERM INTEREST RATE (E.O.P.) 13.02 | 12.86 | 14.17 | 15.09 [ 14.29 | 15.25| 14.29| n.a. n.a. n.a. n.a. n.a. n.a n.a.
RESERVES (IFS. E.O.P.) 1,533 | 1,501 | 1,585P 870" 1 w261 || 1617 ) 1,261 | 1,512 1,634
AVAILABLE IMF CREDIT TRANCHES (E.O.P.) 433 620 615 621 596 596 596 596 481%
INTERVENTION, PURCHASES (+) OR SALES (-)
OF DOLLARS -558 | 91.1 24.3 104.2 -2,7 -21.4 | 32.7 -63.3 | 126.6
(OF OTHER CURRENCIES; EQUIVALENT)
SWAP ACTIVITY
DRAWINGS (+). REPAYMENTS (=) _ggg i o i 159 i iy g i i Vi i s

SWAP LINE -- 360

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

RESTRICTED-CONTROLLED

February 10, 1977

Prepared by Financial Markets Section




TO:

Chairman Burns

FROM: Ted Truman

February 16, 1977

Attached is the latest cable from Mexico.

Attachment: Mexico 1874

cc:

Governor Wallich

Detense siassification ef this decument is due
0 ths inciusion of U.S. Ceveramant information
offinially classiticd under Execulive Order 10301
which provides that “A document.... shail bear a
classification at lcast as high as that of ifs
highest classified component.”
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8 t BUSINESS INTERNATIONAL DISAPPQINTED WITH MEXICO VISIY

REF 3 A) MEX 1384 B) MEX 174p

1, DURING COURSE OF FEB {3 DINNER CHARGE WAS TOLD BY SEVERAL
FARTICIFANTS IN RECENT BUSINESS INTERNATIONAL (BI) DISCUSSIONS
WITH GOM SENIOR OFFICIALS INCLUDING PRESIDENT, THAT MEETING
GENERALLY CONSIDERED DISAPPOINTING.

BI PARTICIPANTS WERE MADE UNEASY BY WHAT THEY INTERPRETED AS
REPEATFD INDICATIQONS FRUM PRESIDENT AND CABINET MEMBERS THAT
GOM WILL PURSUE EXFANSIUNARY POLICIES AS IT TRIES Tu SPEND ITS
WAY OUT OF "STAGFLATION,"

2., WE HAVE HAD OTHER REACTIONS FROM PARTICIPANTS INDICATING THAT,
AMONG THOUSE INTERVIEWED BY B8I, JLP (SEE REFTEL o) SOUNDED

ALMUST SOLE NUTE OF AUTHORITATIVE POLICY AS HE TOLD BI VISITORS
THAT MEXICO WELCOMED INVESTORS CON ITS TERMS. OTHEx CABINETY
OFFICERS GENERALLY DFFERED BLAND STATEMENTS WHICH SUGGESTED THAT
BROAD COHERENT POLICIES IN MOST IMPORTANT PROBLEM

AREAS HAVE YET TO BE ACHIEVED. THEY AL SO WERE UNANIMOUS

IN ESPOUSING NEEU FOR GREATER ACCESS TO NEW-FINANCING,
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3., BI PARTICIPANTS WENT AWAY WITH NEGATIVE FEELING THAT
E THER THEIR VISIT HAD BEEN PREMATURE, OR THAT GOM 8O
YUOTENT OM JLP'S WASHINGTON TRIP, THEY REALLY HAD NO TIME
¥ R TYRE OF PRESENTATION WHICH WOULD HAVE IMPRESSED OR
P LTICED THESE POTENTIAL INVESTORS,
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February 17, 1977

TO: Chairman Burns K(// y
FROM: Ted Truman f\ﬂ \ 5
SUBJECT: Additional Information on Mexican 0il Production in Relation to

U.S. Imports

1. 1In 1976, the United States imported an average of 7.8 million
barrels per day (b.p.d.) of petroleum and petroleum products. The rate
of imports rose from 6.8 million b.p.d. in the first quarter to 8.3 million
b.p.d. in the fourth quarter.

2. In 1976, it is estimated that Mexico exported an average of 131
thousand b.p.d. (See Mr. Maroni's table; a copy of his note is attached.)
This figure represented 1.68 per cent of U.S. imports of petroleum and -
petroleum products in 1976. 1In fact, about 70 per cent of Mexican exports
went to the United States; in other words, 1.19 per cent of U.S. imports
in 1976 actually came from Me;ico.

3. We estimate that in 1977 U.S. imports will average 8.3

million b.p.d. of oil -- about 45 per cent of domestic consumption needs.
If Mexico were to increase its total oil exports in 1977 to 147 thousand
b.p.d. as they have said publicably they would, this would only raise
Mexican oil exports to 1.78 per cent of estimated U.S. import needs in 1977,
compared with 1.68 per cent in 1976.

4. However, it might be reasonable to expect Mexico to raise its oil

production by 200 thousand b.p.d. over the rate in 1976, since this is in

line with the growth of production that they have forecast. It might also
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Chairman Burns -2-

be reasonable to expect also that México would export all of this in-
crease in production, i.e., raise average 1977 oil exports to 331 thousand
b.p.d. (This would imply either a conservation effort in Mexico or a
larger than now planned increase in domestic o0il production.) Under these
assumptions Mexican oil exports in 1977 would rise to 4.0l per cent of
estimated U.S. oil imports.

5. It should be pointed out that the projected rate of increase in
Mexican oil exports, rising only to 400 thousand b.p.d. in 1982, contained
in Mr. Maroni's table is very low and might be called into question although
it is based on published sources. We have also seen estimates of Mexican
0il exports of 1 million b.p.d. by 1982. Therefore, it would seem reasonable
to expect that Mexico could step up its production and oil exports much
faster than they are now planning. If they were to do so, this would have
the beneficial effect of bringing pressure to bear on the OPEC cartel and
on the price of oil set by OPEC. (Of course, Mexico now exports, and would

presumably continue to export, its oil at the world price set by OPEC.)

cc: Mr. Maroni



A Note on Mexican 0il and Natural Gas

Mexico has made important discoveries of oil and natural
gas resources in recent years, and has become a net exporter of oil
since the latter part of 1974. A reliable estimate of the magnitude
of the new oil reserves is not available, and the official Mexican
sources have tended to be cautious in their public statements on
this point. ' But some knowledgeable observers have gone so far as
to predict that Mexican reserves may rival those of Kuwait, i.e.,
about 60 billion barrels.

The new Director of PEMEX, the state petroleum company,
has announced a six~-year plan to bring production up to 2,242,000
barrels per day by 1982. The plan calls for spending $15.5 billion
over the next six years. Half of this will be raised from external
sources., He placed proven reserves at 1l billion barrels. He added
that Mexico is exploiting only five of 180 known petroleum deposits,
Of these, 90 are offshore, he said. He indicated that offshore drilling
was expected to produce 118,500 barrels per day, or 45.1 million
barrels yearly, by 1982.

The PEMEX Director said that two new oil refineries will be
built and other facilities will be expanded so as to bring refining
capacity to 865,000 barrels per day. In addition, 55 new petrochemical
plants will be built by 1982, bringing the total to 115 plants. The
PEMEX Director said that 24 per cent of petrochemical production will

be sold abroad by 1982.
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The attached table summarizes the available information
on 1975 and 1976 production and exports, with official Mexican
projections of volume for 1977 and 1982 and my own estimates of
the corresponding export values based on the assumption that the
dollar price of petroleum in 1982 will be 40 per cent higher than in
1976 (this implies that, following a 5 per cent increase in 1977, the
price of petroleum will rise by 6 per cent each year until 1982).

The table shows that, if the plans to develop production as indicated
are carried out, by 1982, Mexican exports of petroleum may be close
to $2.6 billion, nearly five times as large as in 1976.

In the short run, Mexico appears willing to increase its
exports of oil to the United States as a quid pro quo for the establish-
ment of a special line of credit by the U.S. Export Import Bank to
help finance the import requirements of PEMEX. We understand that this
matter is being discussed this week in conversations between the visiting
Mexican officials and the top management of Eximbank. The Board of
Directors of Eximbank has already given tentative approval to the con-
cept.

The Wall Street Journal of February 4 reported that, according
to a PEMEX spokesman, '"Mexico has offered to sell the U.S. additional
0il." The Journal added that Mexico's exports of oil to the U.S. were
expected to average 153,000 barrels a day this year, and that PEMEX
could supply an average of up to 43,000 barrels a day in additional

oil over a two-month period, the spokesman said.
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According to the same story, the PEMEX spokesman announced
that, in a few days, Mexico would begin sending up to 40 million cubic
feet of natural gés a day to the U.S. and would continue these
deliveries for 60 days. The gas will be sold to Texas Eastern Gas
Transmission Corp. for distribution through its pipeline system to

the U.S. East Coast.

Yves Maroni
February 15, 1977



)

Mexico =~ Petroleum Production
and Exports in Selected Years

Production Exports
(in thousands Volume Value
of barrels (in thousands of (in millions of (in millions
per day) barrels per day) barrels per year) of dollars )
1975 800 100 36.8 460
1976 960 131 47.8 550
19772/ n.a. 147 53.7 680
1 1 . 1 1 1
3 1 1 1 1
1 1 1 1 1
19822/ 2,242 400 146.0 2,583

p/ projected



February 18, 1977

TO: Chairman Burns

FROM:\ers Maroni and Ted Truman

1. We contacted the Director of Research at the Bank of Mexico
about Mexican money supply statistics. They have no information for
January 1977. Data through the end of 1976 including preliminary estimates
for December are presented in the attached table.

2. The table shows that between November and December the monthly
rate of increase in M1 declined from 7.1 per cent the previous month to

over year
3.2 per cent. On a year/basis the increase in M; in November 1976 was 32.9
per cent and that in December was 30.5 per cent.

3. The published figures for M; in Mexico do not include dollar-
denominated deposits at banks, although in principle they could. Between
November 1975 and November 1976 the peso value of dollar-denominated
deposits (excluding time deposits) at Mexican banks increased by about
300 per cent, while the peso price of the dollar increased by about 80 per
cent. Between the end of November 1976 and the end of December 1976 the
peso value of dollar-denominated deposits at Mexican banks declined by
9.2 per cent, but the peso price of the dollar declined by 11.7 per cent

as the peso appreciated after the inauguration of Lépez Portillo.
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B0ARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

A
Office Correspondence Date__ Februazy 22, 1977

To Chairman Burns Subject: Two Points on Mexico

From Ted Truman -

7y

et

RESTRICTED

When you met with Messrs. Julio Moctezuma and Gustavo
Romero Kolbeck on February 10, two points that they raised without
adequate explanation were (a) an addition of $1 billion to their IMF-
authorized new external borrowing in 1977 and (b) a possible $3 billion
short-term credit package involving the Bank of America. Mr. Maroni
and I have consulted with our Treasury counterparts on these two points
and have reached the following interpretation.

1., The Mexican's spoke of the need, as they saw it, to raise
the IMF's limit on new external borrowing in 1977 from $3 billion to
$4 billion. They indicated that this would not be used to finance a
larger current account deficit. Our present understanding is that it
would be used, however, to finance a larger government deficit. (Note
that $1 billion eqﬁals about 23 billion pesos at the present exchange
rate, which would "cover'" a large part of the estimated excess over a
public sector deficit equal to 6 per cent of 1977 GDP.) The argument
that the Mexican's have used is that under present conditions domestic
supply must be stimulated by public sector investment, which they would
propose to finance from abroad. The central feature of this idea is
that it would involve a substantial modification of the IMF's restrictions

on (a) new external borrowing and (b) the public sector deficit. (It
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Chairman Burns -2~ RESTRICTED

would also probably increase the current account deficit,)

2. The $3 billion, short-term line of credit that the
Mexicans spoke of was apparently an idea put to them by the Bank of
America. This apparently would be an official credit package. (Our
information on this comes from the Treasury staff who contacted ..

............ of the Bank of America, who was also contacted for an
explanation by Mr. Richard N. Cooper, Under Secretary of State
Designate.) I suppose that it is understandable that the Mexicans did
not know what they were talking about if this was the Bank of America's
idea. The notion, we gather, is that the package would be similar to

that put together for the British in June 1976 to tide the Mexicans

(and the banks) over temporary borrowing difficulties.

cc: Governor Wallich
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TO:

FROM:

February 28, 1977

Chairman Burns

Ted Truman

Attached is a cable on possible lending by the Overseas

Private Investment Corporation to Mexico.

Attachment: Mexico 2241

cc: Governor Wallich
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SUBJ: OPIC FINANCE PROGRAMS IN MEXICO

REF: STATE 042144,

1, WE BELIEVE THE POSSIBILITY OF USING OPIC FINANCE
PROGRAMS IN MEXICO wOULD BE AN APPROPRIATE SUBJECT FOR
DISCUSSION IN ONE OF THE WORKING GROUPS TO BE SET UP IN
THE CDNTEXT OF THE PRESIDENTIAL VISIT,

2, IT 1S POSSIBLE THAT OPIC LOANS TO PRIVATE INDUSTRY WOQULD
PROVIDF AN EARLY AND POSITIVE REACTION ON THE PART OF THE

USG TO MEXICO'S FINANCIAL PROBLEMS, EVEN THOUGH THE AMOUNTS
INVOLVED MIGHT BE SMALL RELATIVE TO MEXICO'S TOTAL REQUIREMENTS.

3. MEXICO'S PRIVATE SECTOR CAN BORROW IN DOLLARS WITHOUT
ANY RESTRICTIONS AND HAS BEEN DUING SO FOR MANY YEARS,
FROM TIME TO TIME PUBLIC SECTOR ENTITIES SUCH AS NACIONAL
FINANCTERA GUARANTEE THESE LOANS IF THE LENDER SO DEMANDS,

4, THERE IS A WITHHOLDING TAX LEVIED ON INTEREST PAYMENTS
TO FOREIGN FINANCIAL INSTITUTIONS, THIS IS 12 PERCENT
ON INTEREST PAYMENTS TO GOVERNMENT=OWNED FINANCIAL
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INSTITUTIONS SUCH AS EXIMBANK AND 21 PERCENT TO
FINANCYIAL INSTITUTIONS REGISTERED WITH THE MEXICAN
TREASURY. OPIC WOULD PRESUMABLY BE CONSIDERED A
GOVERNMENT=OWNED FINANCIAL INSTITUTION, BUT THIS WOULD
HAVE TO BE CONFIRMED.

5, WE BELIEVE GOM WOULD BE RECEPTIVE TO OPIC'S MAKING
LOANS TO MEXICAN COMPANIES THOUGH GOM Is LIKELY TO
CONTINUE TO OPPOSE QFIC GUARANTEES FOR U.8. PRIVATE
INVESTMENT IN MEXICO. BECAUSE OF THE PROSPECTIVE
ESTABLISHMENT OF JOINT WORKING GROUPS, WE BELIEVE THAT
OPIC DIRECT LENDING PROGRAMS WOULD BE MOST PROFITABLY
DISCUSSED IN THIS FRAMEWORK,

6, IN LIGHT OF MEXICC'S PRESENT FINANCIAL PROBLEMS AND
USGE INTERESTS, WE ASSUME THAT ANY OPIC LENDING PROGRAM
WOULD BE COORDINATED WITH THE INTERESTED U.S. AGENCIES
THOMPSON
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