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TO: 

FROM: 

'----' 

Chairman Burns / 

E.M. Truman I 

March 1, 1977 

Attached are the latest cables from Mexico including two 

on Mexico's external debt (State 042442 and Mexico 2385), one on 

the Bank of Mexico's Annual Report (Mexico 2328), and two on 1976 

economic statistics. 

Attachments 

cc: Governor Wallich 
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R 251708Z FEB 77 
FM SECSTATE WASHDC 
TO AMEMBASSY MEXICO ( 
LIMITED OFFICIAL USE STATE 042442 

E.O. 11652: N / A 

TAGS: EFIN 

SUBJECT: RENEGOTIATION OF MEXICAN DEBT 

REF : MEXICO 1587 

SP-02 
/ 067 R 

1. WE WOULD BE INTERESTED IN ANY OTHER REPORTS Y OU RECEIVE 
REGARDING GOM INTENTION TO RENEGOTI AT E ITS E X TER NA L DEBT . 
AS YOU WELL K NO Y/, ME X ICO IS SECOND L AR GEST (AFTER BRAZIL) 
LDC DEBTOR AN D ANY MOVE TO "RENEGOTIATE" DEBT WOULD HAVE 
BROAD IMPLICA TIONS. 

2. WE SHARE YOUR BELIEF THAT IT IS HIGHLY UNLI K ELY THAT 
GOM INTENDS TO RENEGOTIATE DEBT . ME X ICO CONTINUES TO SEE K 
SUBSTANTIAL PRI VA TE BAN K BORROWINGS , AN D BY EMPH ASIZING 
FAVORABLE ECONOMIC PROSPECTS HOPES TO ENH AN CE ITS IMAGE 
OF "CREDITWORTHINESS". MOVES TO RENEGOTI A TE DEBT WO UL D 
CAST DOUBTS ON MEXICO'S CREDIT STANDING, A ND JEOP A RDIZE 
GOM ACCESS TO PRIVATE M ARKETS. MOVEOVER , THE "P ARIS CLUB " 
TRADITIONALL Y RESCHEDULES ONLY GOVERN MENT OR GO VERNMENT 
GUARANTEED DEBT. USU A LL Y SHORT-TERM CREDITS , ALL B ANK 
CREDITS A NO A LL LOANS FROM THE INTER NATION A L LENDING 
INSTITUTIONS (WORLD B A N K , ETC. ) HAVE BEE N E XC LUDED . THERE-
FORE , ONLY A SM ALL PORTION OF MEXICO' S CURRENT DEBT 
SERVICE COULD BE COVERED BY A P ARIS CLUB RESCHEDULING. 
VANCE 
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0 116 5 2.: N / A 
TAG~: EFHo M>. 
S0BJ~ ~ANK OF MEXICO ANNUAL REPORT 

1g SUMMARY: B~NK OF MtXICO ISSUED ITS PRELIMINARY ANNUAL 
REPORT ON FERRUAHY 23. AS USUAL REPO~T CONCENTRAT~S ON PAST, 
BUT CONTRARY TO TRADlTlON, REPORT DETAILS WHA1 nAS FRU8A8LV 
BEE tl TbE BLE.AKEST ECONOMIC VEAR SINCE 1945, IN CONSIOERA8LE' 
FRA NKNES 5 9 REMARKS ON 1977 ARE VFRY GENERAL. THIS 
CA6LE SUMMARIZES REPORT~ SUBSEQUE~T CA~LES ~ILL GO INTO 
GRFATER DETAILP ~ND SUMMAMY. 

2Q NATJONAL ACCOUNTS. MEXICO'S Gnp INCREASE~ ~y A6O~T TWO 
PERCE !T II'- REAL TE.RMS, THt L(h,tST GRO•,JTH RUE SINCE 195~. 
OUTPUT IN AGRARIA~ SECTORS WAS OO~N 2a10 PERCENT. 
PE.TR O L f U ~i AND ELECT R I CAL E; t R G Y Wt.Rt: 0 NL Y IND Uc; TR I AL SECT O Q S 
TO GROW MOPE lHAN 3~5 PERCENTe MANUFACTURERS' O~TPUT UP 
1~@ PEPtf NTa GGVERNMENT SERVICES ~ERE UP PE~CENT. NO 
PqICE nEFLATOk PUbLISMED. PRIVATE CONSUMPTION EX~END!fURES 
DI O NOT I~CREASt DUE TC LUSS OF PURCHASING POWEH FROM 
INFLATIGN BY MA JGR SECTORS GF THE POPULATIONJ I.E., Th€ 
u~nfR-FMPLOlFDQ lNVESTM~NT REMAiNEC TH~ SAME IN REAL 

0 
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LIMIT~J OFFICIAL USE 

3~ ~ALANCE OF FAYMENTS~ CURRE~T ACCGU~T DEFICIT WAS 
SJ , ~24 MI~ LIG~r ERRORS AND O~IS~IONS ~ERE MINUS $2,199 
MILLION~ LO~G~T~~ M CAPITAL NET INFLOWS W~RE $41890 MILLION 
OF WHir~ $331 MILLION RESULTED FqQM DIRECT INVESTMENT 
INFLOWSQ RESERVES DECLINEJ i3JJ ~ILLIO~, A YEAR~END 
TOTAL nF Sl,412 MILLIONu TKIS FIGURt INCLUDES GOLD 
REV~lUfD AT MAR~iT PRICES~ THIS REVALUATION AMOUNTED 
TO $136 ~ILLIUN. THE ERRORS AND OMISSIONS IS IN EFFtCT 
UNDERSTATED ~y THIS AMOUNT. 

4 0 MO NETARY OtVtLOPMENTS. CURRENCY IN CIRCULATION 
IN CREASED BY e2~e PERCENT; DEMAND DEPOSITS WERE UP 13,7 
~E PCENTw MnNFY SUPPLY GREW BY 30~9 PERCENlu TUTAL 
RE SUURC~S OF THE BANKING SYSTE~ INCREASED BY . 44.3 PERCENT. 
~O JUSTI~!G THJS FIGURE ~UR REVALU4TION OF 
L!AB IL!TifS Gf THE BANKING SYSTtM, TriE INCREASE WAS 44.3 
PERCENT, OR 128~~ RILLIUN PES0S~ ROUGHLY HALF OF THIS 
C ME F F OM F OR E j 1.:, i 1 B At~ K LO ,i>. i-J S , I NT ER f:: ST 8 E AR I N DE P OS I T S 

. DE NOMINATE D IN PESOS DECLINED. 

5 . aANK OF MEXICU~ CE~TRAL SANK CREDIT TO THE GOVERNMENT 
IN t REA~En 43,~ b ILLION PESOS ANO CENTRAL BANK CREDIT TO 
TH E BAN~ING SYSTEM INCREASED 20ul BILLION PESOS, MOSTLY 
I N THE LAST FOUR MONTHS C~ THE YEAR ANO IN ORUER TO 
OFFSFT wITHDRAWALS. ThIS FIG U~E COMFARES TO 40 MILLION 
PES O~ I N l97B~ (FROM ~ESERVE REGUl~EMENTS) IN 
THE ~A NK CF ~~XlCO INCREASED ONLY 14.9 BILLION PESOS 
I N 1976 COMPARED TO 46.2 BILLION PESOS IN 197~~ REPORT 
NQT ~S THAT A ~A RGE PART OF INC~EASE~ IN ITS FINA~CI~G 
1•1 t\ IJ SEO BY ! h D ! V I r:, U AL S T O AC lW I R FOR E I G N ASS F T S ,. 
THIS PUT PRESSURE ON ~~SERVES WHICH HEOUIRED SANK OF 
MEX ICO TO O~TAIN CREDITS FROM IM~ , TREASURY, ThE 
F r.:O t.RA.l. Rt.SEP VEv A1 lD 11 0THt.:R SOURC~S" TO SUPPO~T ITS 
F<ESE RVE~ .. 

..... 
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~. PUBLIC StC'fQr< FT,'ANCES. PUBLIC SECTOR REVENUE 1•iAS 
UP 29~1 PE~CFNT IN 1976, EXPEND lTURES GREW 28~9 PtRCENT, 
•~n TH~ DEFIClT INCREASED PERC~NT TG 124 BILLION 
PESOSV 67 PERCENr OF DEFICIT FINANCED FXTER~ALLY. 
FEJERAL GOVERNMENT REVENUES WERE 134.7 BILLION PESOS 
A~0 EXPENOI1UkE5 ~E~E 192.0 8IL~ION PESOS. CURRENT 
EXDcND!TURES INCREASED MORE THAN CAPlTtL EXPENOITURlS. 

7 M COM~ENT. THE Two PERCENT REAL GROWTH RATt IS LOWER 
THA~ GE~EMALLY EXPEC TED~ IT IS POSSI~L~ THAT, ONCE THE 
Bf-~ ECONOMI~ NEWS SINKS I,l, THERE WILL BE INCREASLNG 
?RFjSURf ON ThE ~OM TO PURSUE EXPANSIONARY MEASURES. 
R~PORT ~NUS~AL LV FRANK FOR A MEXICAN GOVERNMENT 
ENTlTYw REPUFT BLAMES MEXICO'S PRUBLEMS IN PART ON THE 
HJ C R 1\ E I l i rl E PUB L I C u E F ! C l T F R O 1"1 3 • .1 PER CE NT OF GOP 
IN 197~ TO 9Q8 PERCENT IN 1975, ~NO ON THE INCREASE IN 
TrlE CURRENT A~COUNT DEFlCIT FKOM 2.8 PERCtNT UF GDP IN 
1970 Tn 4 0 8 PtRCtNT !~1 1975. REPORT ALSO MAKES A POINT 
OF T~AT MEXICO'S MANUFACTUR~O EXPORTS DID 
NOT INCREAS~ I~ 1976 AS MUCH AS MIGHT BE EX~ECTED BY THE 
I~CREA~E IN WORLD DEMAND. 

FORM 0S0 1652 
9-GG 
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LIMITEn OFFICIAL USE SECTION 2 OF 2 MEXICO 232A 

8 9 WHILI: REPORT t.lOES A REASONA8L.Y GOOO JOB UF EXPLAINING 
HUW ANb WHY MEXICOO'S ECONOMIC CRISIS DEVELOPED~ IT DOES 
NOT OUTLINf IN ANY DETAIL POLICIES AIMED AT RESTORING 
FINA~CIAL 5TAdI~ITV OR ~LIMINATING THE oISEQUILiekIA THAT 
CAUSED THE PREStNT PROBLEMS IT DOES STATE T~AT THE NEW 
ADMI~STHATION IS TAKING MEASURES TO "RECONCILE THE 
NAT!ONAL OBJECTIVES OF ECONIMIC DEVELOPMENT WITH THOSE OF 
SOCIAL J US TICE ~NO SPECIFIC DEMANOS FROM VARIOUS FACTORS 
OF PRODUCTION Q SUCH MEASURES ARE GEAREO TO INCREASE THE 
RATE OF GROWTH I ~ A ~-y TO SATISFY BASIC COhSUMPTION NEEDS 
AND GENERATE MORE EMPLOYMENT OPPORTUNITIESen WHILE THE 
REPO~T ME iHIOt'IS THAT fHE NE:\-'i ADriINISTRATION HAS RATIFIED 
THf ocroaER 27, 1976 AG~EEMENT WITH IMF, IT DOES NOT 
ELAcHJRATE F'LJRi'HER ON THC:: f-1EASuR£S REF'E~RF.D TO ABOVE, 
EXCtPT TP NQTf THE AD MI NISTRATIVE RtFORM, TAX RfFOR~ AN D 
PURLIC DEbT LA~. 

g~ &EPARATELY, T~E HEPO~T MAKES THE POINT THAT 
EQUKLBRIUN CAN dt RESTOREQ ONLY THROUGH A CDOHOIN•T~D 
POL I C y CG V ER I NG T HE 6 LJ (H, ET , S AL .~ R I ES , PR l C ES ANO PR u F I T S , 
PLUS APPROPRIATE ~CNETARY AND C~EOIT POLICITES, ADDING 
THAT T~E EFFECTS QF THESE CAN 8E SEEN ONLY IN TnE M~DIUM• 

LIMITED OFFICIAL USE 
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PAGE 02 

TEgM. IT ~OULO APPE•R Th~T THE 6~NK OF MEXICO IS CALLING 
FOR A BROADER RANGE OF PCLICIE3 THAN ARE NO~ IN PLACE ANO 
TH4T THE NE XT Y~AR QR SO IS LIKE LY TO RE OIFFIC0LTQ 

10~ TH E RAi'iK 1 S rd£PORT TF<-AUIT!Ul~ALLY l)QF:S NOT FORECAST 
EC ONO MIC DE VELOPMENTSa THIS YEAH IS Na EXC~PTIONa IT 
DOES, HOWfVER, NOTE THAT 1HE CURRENT ACCOUNT OEFICIT 
SHQULD CONTINUE To DEC LI NE AND THAT CURRE NT CUNOITIONS 
IN THE FI~ANCIAL MARKET SUGGEST ~hE 0ESIRARILITY0~ 
~O~E FLEXIaL E MEANS Of ! ~~ ifA&ING SAVINGS~ TH IS WOULD 
SE~M TO INCL UDE HIGHE~ INTEREST PATES~ 
TH iJM"P$0N 

.. ., ,c 
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lu 1ANr OF MfXI~OIS ANN ~AL FtP~Rl CO~TAINS PA~TIAL ANO 
PRE LIMI~ ARV NA TI ONAL ,ACCO UNT DATA FOR 1976P AS wELL AS COM• 
MENTARV JN THE ECONOMY DU~ I NS THE PAST YEARv 

2u BELO~ IS A TABLE SHO WING OUTPUT ~~A NG E$ FROM 1975 TO 
1976 IN PERCENT FOR PRIMARY ANO SECONDARY StCTORS, bASEO 
ON 196~ PRIC~S G FIGURES I~ PARE NTh ESIS ARE 1975/74 CHANGES~ 

A) AG~ICULTURE , LIVESTOCK, FORES1RY 
AN~ ~I5~IN G ~2u1 (1.4) 
8) PETROLEUM ANO DERIVAT1VES (11.0) 
C) PET~OCHEMit ALS 3M5 l11~9] 
n) MI NIN G 3a5 (•6g3) 
E) EL~CT RICAL ENERGY 8a0 l5~7) 
F) CONSTRUCTION 0e0 (5/7) 
G] ~ANUF ACT URE S 1w8 (3g 9) 
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INCRE~~ED R~5 PtRCE~T (8.5 PERCENT ] NHILE GUV£QNMEN1 
SERVICES GREW 8u0 (10a9 PERCENT)~ 

4
0 

1A TA 1$ \O T YET AVAlLASLE ON COM~ERCE A~D OTHt~ 
SERV!C~s~ HQ~E VtR, TOTA~ GROSS DOMESTIC PRODUCT I& 
ES 'TI ;i,ATF.D TO HAVt:: INCREASE D ABOUT 2 t->E~CENT, IN REAL TER1'1SQ 

5~ TnERE IS ~O UATA FOR A;GREGATE OEMAND~ dUT 
THF REPO~T STAT~S THAT PRIVATE CONSUMPTIJN JIO ~OT 
CHA ~GE SUtiSTANTIALLY IN REA~ TENMSQ THIS IS ATTRibUTEU 
TO THE OETERIORAfION IN THE PUR CHASiajG pO~ER OF SIGNIFIC~NT 
PARTS OF THE POPULATION D~E TO I~FLATION~ REPORT STATES 
THAT PUdLIC SECTOR CURR~ NT SPEN DING WAS EXPANSIONARY 
FAc roijq TOTAL INVESTMENT SPfNOING 010 ~OT ! NCRfASE IN 
REAL TERMS, I N PART BECAUSE PUB~IC S~CTOR INVESlrltNT 
SLOWE D DOWN TU WA~D THE END OF TnE YEA~ AND IN PART UU~ 
TO HESITANCY ON THE PART OF PRIVATE INVESTORS CuMbI~EO 
WIT~ TIGHT C~ECIT CUNDITIOONS~ 

6 . it;!:' POOR SH UW ING I N At.;RICuL Til r<i: ls 4TTRI8UTE.D Tu 
LOWER LE VELS OF WATERS IN DAMS, LUNG DRY PE~IOnSv IR~fGJLAR 
RATN5i FREE ZES IN THE NOR TH, ANO LO~ LEV~L OF PK!VATE 
I NVE STMENT~ OUTPUT OF SAFFL0~ER, 50YBEANSv ~ICE, 
SORGHUMu Sc ANS ANO SUGAR CANE Dt. CL !NcJ@ 0UTPU1 uF 
WHEAT, COTTON ANJ BARLEY I NCREAS ED~ REPORT SAYS THAT 
FU~ THE~ IMPORTS OF CORN ANO VEGtTABL~ OILS CAN dE 
EXPECTED~ 

7Q IN~USTR! AL PRODUCTION GREW A; PROG~ESS!VELV 
LOWER RATES THRWUGHOUT THE YEAR~ !Ht LOW RATE OF GRUWTH 
OF MANUFICTURES Is ATTRIBUTED Tu THE LOSS OF PURCHASING 
POWERg REP ORT ~AS FOOTNOT~ SAYING THAT ONLY 2i~25 
?ERCE NT OF iCONOMICALLY ACTIVE POPUL-T!O N 8tLUNGS TO 
WO~KERS GROUP5~ THE IMPLI CA TION IS THAT T~E MINIMUM 
WAGE ANO NEGOT IATED SALARIES FOR S~lLLFD, ORG4~IZEU 

A SMALL P~FCE NTAGt OF THF WORKIN~ 

lJNCi..ASSIFlF. O 
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OPPULATION ANO THAT THE UNORGANIZED ANO UN~l~~EMPLOYE0 
HAVE 8~EN BADLY 8URNT BY MEXICO'S INFLATIONQ THt 
IMPACT OF THIS LOSS OF PURCHASING POWER WAS FELT IN 
THE NON•DURABLE CONSUMEH GOOD~ lNDU~1RIES. uURAbLE 
CONSUMER GOOD5 FARED POORL.Y A$ wELI., o:IE IN LA~GE PART 
TO LO~ER PROCUCTION OF AUTOS. OUTPU T OF CAPITAL GOOuS 
DECL!NED 5.~ Pr-:RCE"IT, F't-<OM 1975 Tu 19?6, DIJE:. ro Rt:.l1UCEO 
PROD ll CT I ON O F T RU CK S AN D 6 USE S , u R l r: U l. TU k AL ,., A C 1-I I N E P. Y 
AS H:LI AS Ui='r ri:;t: AND EL.E~TRICAL EQUIP~E l'T s 

'!'-1 ,) •"1PSn ,-. 

UNCL.ASSIFIE:D 
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PAGE 01 MEXICO 02384 25231BZ 
ACTIOi--1 ARA\•10 

IN~O ocT-01 IS0-~0 MM0-04 
S:-RB•® !NR•07 NSAE•00 
CIEP~LAB•~4 S!L•0l 
CEA-~1 AGRE-00 /094 W 

Al0•05 CIAE•~'J0 
USIA .. 15 XMB•04 
OMB--01 NSC•05 

----~·····•~------260854 
R 252236Z~E6 77 2.s-"° 
F'"1 AMEMBA d I ,il!,OCO 
TO SECSTATE ~ASHDC 556 
INFO TREASURY WASHOC 

!JNCLAS MEXICe 

EO 11ss2 : NIA 
TAGS ; f::FIN MX 

COME•00 EB•08 
OPIC•05 SP•02 

S5•15 STR,..l?J4 

!2152053 /11 

SU9J : MEiICO'S BALANCE OF PAYMENTS IN 1976a CERP 01~2 

1. BANK OF MEXICO HAS RELEAStD PRELIMINARY BALANCE OF 
PAYMENTS DATA FOR 1976 (ALL FIGUR~S IN US$ MILLIONS). 

2. TOTAL CURRE~f ACCOUNT RECEIPTS ~ERE 6,971 g4, BROKEN 
DQl~N AS FOLLOWS: EXPORTS OF GOODS, 3,297.8' SILVER EXPORTS, 
157.81 TOURISM, ~21 . 3; !NTERNATIO~AL T~AVE L 100 . 6; FRONTIER 
TRANSA~TIONS, 1,509.4; lN•BONO ASSEM8LV PLANTS 520~11 OTHER 
464 ,4. 

3. TOTAL CURRENT ACCOUNT EXFENQITURES WERE 9,995 Q1, BROKEN 
DO~N AS FOLLO~S: IMPORTS OF GOOD9, 6,029a6; TOURISM, 382.91 
INTERNATIONAL TRAVEL, 15495; FRONTIER TRANSACTIONSv 1,052,8; 
DIVIDE~D5 AN~ I~TEREST OF PRIVATE S~CT~R DEBT, 781 ~6 1 
I :HERE~ T ON ? U 6 L. l C $ECTOR OE BT 1 10 5 7 • 6; 0 THE. R 5 3 6 • 1 ., 

4. CURRENT ,ccOUNT DEFICIT WAS 3,033~7~ ERRORS ANO 
OMISSIONS WERE MINUS 2,199.4. 

<:) 

FORM 0S-1652 
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OC WN AS FDLLO~S: DIRECT FOREI~N INVESTMENT, 33 0,6i 
OPfRATTON~ wITH SEC URI TIE S. J44.2, PURCHASE OF FOREIGN 
CO MPAWtE5, MINUS l2 .. v, NET FOREIGN CREDITS , 3 , 077 112, OF' 
~HICH PUBLIC SECTOR ACCUU~TEO FOR 27~1~9 (DIS8UR StMEN TS 
OF 3~8 i6. B AND AMORTIZAT!O~ P-YM~NTS OF 1,104 g); 
GOVER NMEN T Df8T (NET) 1,188.7, FOREIGN C~EDITS, MINUS 
38 "9. 

6" RESERVES DEC~INED 333.1 TO lp41l.7" LATTER FIGURE 
I~C L~DES GOLD RtV AL UED AT ~AHK ET PRICE. THIS AMOUNTS 
TO l35w9~ HENCE, R~AL RES~RVE DtCLINE WAS 469.7. 

7 . BANK OF YtXICO'S ANNUAL REPORT NOTES THT REDUCTION 
I~ CURRENT ACCOuNT DEFICIT FROM 3768.9 IN 1975 WAS DUE 
TO 1~0? DECLINE I N TRADE (PLUS SI~Vf R) DEFICIT. EXPORTS OF 
GOODS WE Rt UP PEHCtNT DUE TO INCREASES IN THE VALUE OF 
COFFEE~ CR UD E OIL, LlVESTOCKu COOTON ANO TOMATO EXPORTS. 
EXPORTS OF O!L AND OERIVAT!V£S ~FR E UP 97 TO 557G EXPORTS 
OF MANUFACTURtS, EX-SUGAR, WERE UP 11.5, BUT TH IS INCREASE 
DOES NOT, THE REPUPT STATtS, CORRE SPON~ TO THE !~CREASE 
l~ OEMA ND !N ~OKLD MARKtTSQ IMPORTS DECLINED 8 w4 PERCENT 
DUE TO LEVELIN G UfF OF I NOUS TRIA L ACTIVITY AN D A ~EDUCTION 
IN T~E IMPORTS Uf CfRTAIN FOODSTUFFS DUE TO HIGH INVENTORIES 
PREVAILlNG AT THE BEGINN I NG OF 1976. 

7. TOUR ISM RECEIPTS DID NOT INCRE ASE SIGNIFI CANTLY IN 
SPITE OF ~Ew H~1EL SPACE, Pu8LICIT Y, ACCORDING TO 
TnE REPORT, WH I CH ATTRI~UTES THIS TO TH E UQSa RlCENTEN• 
NIAL, THE OLYrPIC GArES I N CAhAUA, NEGATIVE PUBLICITY, 
INCREASE I N AIRFARES, DtLAYS IN NEGOTIATING A NEW AIR 
AG~EE MFNT, AND THE INCREASE IN 1N1ERNAL PHICE Sg 

Q. DIVIDEND ANO I NTEREST PAYMENTS BY COMPANIES WITH 
FO~EIG N PARTICIPATI NG TOTALED 782, OF WHICH 35~ WERt 
SHORT AND LO~G•TERM I ~TE REST PAYMtNTS, UP 23 .4 PEkCENT 
FR OM 1975, AND 4~3 FOR DIV I DENDS, TECHNICAL ASSISTANCE, 

r"' UNCLASSIFIED 

FORM 05°1652 __ _-a . a.~..__------~-- -------------- ------------
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ROYA LTIES , fTC8, UP 3,S PERCENT FkOM 1975. THI ~ SMALL 
I NCRE ASE PROBABL Y REFLE CT S THt IM ~A CT OF DEV ALUATI ON 
ON COM PANY PROFirs. 

10 REP1RT NOTES UNPRECEDENTED VOLUME Of PUBLIC SECTO~ 
LCNG •TF RM BO ~ROWl~G, ATTR!BuTIN~ THIS TO LAkG~ BUOGtT 
OE Fl CI Tf LIM I TED DOMESTIC SAVINGS AND THE LARGF INCREASE 
I N FOR~IGN ASSETS HfLD BY MEXICANS~ REPORT ALSO STATES 
THAf IN SP IT ~ Of CORRECfIU N OF CURRENT ACCOUNT IN THE 
FOUR TH QU,RTER, THE CONFIDENCE OF INTERNATIONAL CAPITAL 
MARK ET~ I~ MEXI~U WAS "ALTE~ED" ANO CR~DIT TERMS WERE 
LESS FAVORA8Lt.. 

11. cn~PARATIVE DATA FOR 1975 tAN BE FOUND IN BANK 
OF MFXJC0 1 S MONTHLY ECONOMIC l~DICATORS, 
THt"lliPSOt'l 

FORM 0S0 1652 
Q.66 
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PAGE 01 HERMOS 00066 ~90034l 
ACTION Af<A•10 

INFO ocr ... 01 
NSAE•v;;vl 
,qo .. 05 
OPIC .. ~3 

ISU-00 ClAE~~~ oonE-~0 PM-04 H-01 INR• 07 L•03 
NSC-05 PA-01 PRS•0l SP•02 SS•15 USIA•06 EB•08 

COME• 00 ~G PE•0~ OH A•02 FRB•03 TkSt-00 XMB•02 
LAB-~4 SIL~~l 0M ti~ 0 1 MCT•0l /086 W 

~--•••••••••-~-•••0Y0502Z 0786b7 /22 
R •718173 02 t-it,,~ 77 7 
F' M AMCO NSU[ , 1'1US!LL.O 
TO SFCSTATF ~ASHUC 1192 
I ~FU A~EMBASSY M~XICO 

I 

F: • 0 1 l. 6 5 2 : GD S \_,_, 
TAGS ECON, MX 

Please return to 
lnternationijl Information Center 

SUBJECT : LANO REFORM IN SONOHA; DEVfLOPMENTS AT 
SAN IGNAClO, RIO SONORA 

SU MM ARY: FOR THE FIRST TIME SINCE OC108ER 1975~ WHEN SONDRA@ 
GOVERNnR CARLOS ARMANDO BIEBRICH WAS SUMMARILY REMOVED FROM ~ 
OFFICE FULLOWlNG THE ~ILLING OF CAMPESINO INVADERS AT SAN , 
IG NACIO, RIO MU~HTC, SONORA, THt STATE GOVERNMENT IS TALK• ; 
ING BACK TO CUNTXNUED DEMANDS OF CAMPESINOS , tJIDATARIOS~ o 
ANO THEIR LEADERSHIP. GOVERNOR CA~RILLO MARCOH ADORESSED 
T~RcE HUNDRED EJlDATARIOS F~OM ~AN IGNACIO IN THE ShARPtST 
TONE HEAR~ FROM THIS OLU CHAMP!uN OF "AGRARIAN REFORM~ 
WHEN THEY DEMANDED, MiRCH 7, THE ~ETURN OF TWO CF THEIR 
LtADERS WHO R~CENTLY DISAPPEARED AND ARE 6ELIEVtD UNDER 
ARREST ANO INVESTIGATION UN VARIOUS CHARGES INC~UDING RAPE 
OF A MINOR ~EMAL~. CARRILLO MARCOR , FOR THE FIRST TIME S~OWw 
I N r; Hi P AT I EN C t. i-; ! T H I HE Cu MP L A I N TS AND l) EM AND$ 0 F T h E 
EJIOATARIOS, TOLO THEM IT WAS NOW TI ME TD WURK AND NOT TO 
CO NTINUE TO CREATE PR08LEMS: HE kEMINDED THEM THAT MANY OF 
THEM ~ER~ NOT EvfN FROM SONORAP BUT .FROM SINALOA~ ANO THAT 
N~MEROUS SONORANS HAO BEEN DISP~SSESSED TO GIVE ThEM THE 
LANDS Of THEIR N~W EJIO~; ANO HE DENIED CHARGES THAT STATE 



PAGE C:>.2 

Department of State 

CO ~J F I DEN U H 

MERMOS ~0066 ~90~342 

TELEGRAM 

OFFICI ALS WERE NUT INFORMING HIM OF TH~ TRUE SITUATION IN 
THF SAN IG~ACIO AREA. AS A CO~CILIATORV GESTURE AT THE CON• 
CLUSION OF A STURMV SESbION, HO~EVERi CARRILLO MARCUR 
ALLD~f~ THE EJlUATARlOS TO REMA!N I~ "OC CUPATI ON" Of THE 
PLAZA ZARAGOZA IN FRGNT OF lHt GnVERNOR 1 S PALACE ANO ONE 
BLOCK FROM CONGtNe THE PRESS REPG~TS THAT THE MAJORITY OF 
THF FJIOATARIOS ARE CARRYING PISTOL&~ FND SUMMARY 

lg THE "MASSACRE AT RJD MUERTO" OF OCTOBER 25 1 1975, WHICH 
LEr TO THE ~OVEM~ER 1975 CONFISCATION OF OV~R FOUK THOU • 
SA~D H~CTARES HITHERTO L~NED BY SUME EIGHTY SMALL PkOPERTy 
OhNERS, MAR~ED THE BEGINNING OF ONE UF THE LONGEST YEARS 
I~ ThE VI0LENCE PRONE PROCESS OF "AGHARIAN HEFORM" IN 
SOt-.URA 0 OVERRuLING "AMPAROS" uR COUtH WRITS, DISREGARDING 
EVIDENCE ADVANCED BY T~E PREVlOUS OWNERS THAT THEIR TITLES 
~ERE LEGAL AND CONSTITUTIO NALLY CORRECT, PRESIDENT ECHE~ 
VEqR IA AND HIS AGRARIAN REFOR~ &ECRE TiRY BARRA GARCIA 
TREATED ThE PRIVATE FARMERS OF 50NORA AS THE LAST BASTION 
OF HEACTlON TO PROGRESS ANO JUSTT!Ct. ON NOVEMBER 19~ 
1976 v FLF.VEN DAYS BEFORE. THE END LJF fCHEVERR I Av S PRES I OE ti .... 
TIAL TERM, dRlGAUtS OF SUVfRYORS FRUM THE AGRARIAN REFORM 
SECRETARIAT FLE~ INTO SOUTH~R N SONORA IN THt NIGHT TO 
" E X i:. C lJ TE '' C ON F 1 S C AT I ON O E CR EE S S I G N f. lJ BY T HE. P R ES I OEN T f 
B~T NCT YET PUBLICHED IN THE OFFICIAL GAZETTEv WHICH GAVE 
NEARL Y 1~0,00~ OF THE BEST IRRIGATED LANDS IN NORTH~EST 
MEX !CO TO SO~E EIGHT THOUSAND CA MPES I NO CLAIMANTSa 

2u T~E MASSIVE IMPACT Of THE NOVEMRtR 1976 LA ND CONFISCA• 
TIONS HAS NOT CO~PLETELY OVERSHADG~tD WH AT HAPPENED IN 
SAN IG~ACIO, RIO MUERTO ONE YEAR EARLIERP WHERE ECHEVERRIA'S 
HAND PICKED I~T~RIM GOVERNOR, CAR RILLO MARCOR, TO LD THE 
CAMPESINOS THAT rHEY WERE BEING GIVEN THE LANDS Of 
SA~ IG~ACIO, RIO MUERTO AS PAYMENl FUR THE dLOOO OF THEIR 
~AQTYR S. hHAT THE NEWLY ARRIVED GOVERNOR DID NOT ME~TIO~, 
ANn HAY NOT HAVE KNOWN, WAS ThAT THE BULK OF THE NEW 
EJIOJTARIOS AT SAN IGNACIO ~ERE N8T so~oRAN "WORKERS OF THE 

0 

F'ORM 



-.__../ 

.. . 
C 
1. .. ,,, 

*<> 
~,, ... TES of I" 

Department of State TELEGRAM 
EO!ff IDEhTIAI.. 

PAGE 03 

SOIL," ~UT PEOPLE FROM SINALDA ANO OThER PARTS OF MtXlCU WHO 
HAD BEE~ HAULED ro SO~ORA 8Y THE CAMPESINO URGANIZAlIONS 
OF THE PACTO OE OCAMPO, NOTABLY BY C£LESTINO SALCtDO MON ~ 
TEONQ THEY CAME To SONORA HEAVILY ARMEnf ANO NOT LONTENT 
TO OCCUPY TrsE LANDS A~1ARPE.D ThEM t:H 1-'RESIOENTIAL. OECREEf 
THEY ALSO SEilED ADJOINING LANDS T~AT HAD NOT BEEN CON~ 
FISCATEDQ CONTRAHY TO EARLIER PkAClICEi THE NEWLY ENDOWED 
EJIDATARIOS KtPT THE CROPS STILL ON THE GROUNOP AND OF THE 
FARMS BUILDINGS AND MACHINERY OF THE PREVIOUS OWNERSa NOW, 
MORE T~AN FIFTEEN MONTHS AFlER THEY "INVADED" LANDS THAT 
~AD NOT BEEN AFFECTED BY THE PRESIDENTIAL DECREES, THEY 
ARE STILL OCCUPIING THESE LANDS WHICH INCL UDE 300 HECTARES 
BELONGING TO DESCENDENTS OF PRE5I OENT PLUTAkCO ELIAS CALLES~ 

3, UNVERIFIED RE~ORTS HAVE REAChEO US OF PROBLEMS A1 
SJ N IG~ACIO, RIO MUERTO. THESE INCLUDED CONFICTS BETWEEN 
RIVAL EJIDATARIO LEADERS AND THEIR f0LLO~ERS ~ AND BETwEEN 
EJIUATARIOS •NO THE FARM ~ORKERS OF THE FORMER OWNERSo 
TW O HUNDRED OF THE LATTER HAVE LOST THEIR JUBS AND HOMESQ 
T~ERE HAVE 6EEN HEPORTS OF IMPROPER HANDLING OF FUNDS~ 
TH~Rf. ARE RUMORS THAT THE EJIOO LEADtRS HAVE 8E£N STOCK• 
PILING ARMS AND THAT INCIDENTS l~VOLVING BLOODSHED hAVE 
TAKEN PLACE IN THE RECENT PAS1~ TME EJIDATARIOS NOW IN 
FRONT CF THE GOVERNOR'S PAL4CE uEMANO THE RET~RN Or TW O OF 
THEIR LEADERS, URBA~o •rERAN ENRIQUEZ AND ALEJO CARDENAS, 
~HO ARE REPORTEDLY UNDEH ARREST BY THE FEDEkAL JUDICAL 
PULICE FOR CONTRABAND Of ARMS. (T~IS IS BORNE OUT B~ THE 
FACT T~AT EARLY LAST WEEK THE FEnERAL n1STRICT ATTORNEY, 
CHIEF OF THE FE0ERAL JUDICIAL POLICE, AND CHIEF Of THE 
CUTO RPT CUSTOMS POLICE, ALL OF HERMOSILLOA, ~ERE I~ THE 
CIUDAD OBREGON AREA ON OFFICIAL BUSINESSQ] 

4Q A FE~ DAYS AGO, A MEMBER OF THt ELIAS CALLES FAMILY TOLD 
THF UNDERSIGNED THAT THE SITUATION IN SAN IGNACIO WAS EX-
TR~MELY TENSE. THE FEW PRIVATE F~RMEMS WHO STILL HAVE LAND 
IN THE REGION ARE AFRAID TO ENTER THERE, DESPITE THE ALMOST 

~--:~ 
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CONSTA~T PRESENCE OF JUOICIAL POLICE. OUR VISITOR 51ATED 
THAT T~E PRIVATE FARMERS ARE ~Ow UNLV SEEKING SOME FORM OF 
co~PENSATION FGR THEIR LOST PROPERTIES; THEY DO NOT BELIEVE 
THAT PRIVATE ENTfRPRISE CAN COEXIST SIDE BY SIDt hITH 
EJIOATARIOS WHO rOLLC~ SUCH RADICAL LEADERS AS THUSt OF 
SAN IG NAC IO~ 

5w GOVERNOR CARRILLO MARCOR, WHO HAS PROVED FAIRLY ADEPT AT 
CARRVI~G WAT ER ON BOT~ SHOULDERS~ DID SO AGAIN ~HEN Ht 
"SCOLDEOtt THE VI~ITING EJlDATARl OS w INSTEAD OF SENDING THEM 
HO~E ANO BACK TO WORK, HE GRANT~O THEIR DEMAND THAT THEY BF 
AL. L OW E I') T O " C AM f' 11 0 N T H E PL /!, Z A 11 UN T I L T HE. R E 1 IJ R N O F Hl E l R 
:-1ISSING LEADERS." AS THE. GOVERNOR DID SO, HE REPEATEDLY 
PROFESSED HIS "AGRARIAN REFORMtR " CUNVICTIDNSo 
SACKSTE'.OER 

E O rJ F I DE~, 'f 1 At. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE 9-~l,E.l):l RE-t,;i;:h.tU 

0FFICE OF THE CHAIRMAN 

COHF IDKNTIAb· 

TO: Chairman Burns 

FROM: Ted Truman 

Attached are the latest cables from 
Mexico. You may be particularly interested 
in Mexico 4fa2875. The cable states that 
rumors of debt renegotiation by Swiss banks 
are incorrect; however, the Swiss banks have 
been rolling over their claims on Mexico 
which probably total less than $200. The 
cable was prepared by the Financial Attache 
at Mr. Maroni's request. 

Attachments: Mexico 2875 
Mexico 2877 
Mexico 2882 
Mexico 066 

cc: Governor Wallich 

I • ,., 
to P- i11 ...... •1 
cf<-~l:;r-:•~ 
Vi;~:.~;~ pr,;v:d~<:: ~:-.. _j~ ·, :1..,., , . 

1I 

!:'.- :iS.111,..,1~,~!: l,:"'~! 3:;, : ;g,1 (..J 

/111f1e~t c:zs,:,,ed c~mpon~r:t.'' 
" ' 

MR' qs-11 #, 3 k F~& . .Yr.~,~ lq <-

ay lu3t.J. .NAi'=IA, Date -1{/u/ilo 

• a 
,.,,f L.3 
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Su5J : DEBT kENEGOTXATlCN RUMORR 

!'\ease return to 
\ntematiDn~ \ntonnation ~nttl 

lw SJMMA RY : I~ RESPONtiE TO TRfASUNY AND FEDERAL RESERVE 
P,Hif'iF.: CAI i.,S, f!"iATT Cl-1Et:KE:.D Ot'i 1-<UMORS THAi SWISS BANKS 
WERf ~FNEG OTIATING LOAMS TO MEXICA~ PURLIC ANO PRIVATE 
S~C?O~Sw WHILE SWISS BANKS ARE ROLLING OVER ~ATURING 
CR~DI7S -~O TAKING OTHE~ MEASURES TO EASE SITUATION OF 
P~lVA~f BORPOnER~ THEl ARf NOT ~ENEGOTIATING PUBLIC SECTOR 
DEBT~ cMD SUMMAHYw 

2. Au~ORS TO E~fECT THAT S~ISS qANKS ARE RENEGOTlAlING 
TH~ :R LO ANS TU ~EXICO MAY Bt ~A&EO IN PART ON FEBHUARY Y 
FQO NT STURY l~ t:XCELSIOR~ hFAOLINF WAS "MEXICO 
RENEGOT! ATEO ITS PUbL!C A~D PRIVATE DEBT ~!Th THE SkISS 
3A"l\~ n STORY XS i:ASED 01\ Il'Jt( (l.V_rfwW lTH REPRESENTATIVE 
OF !,r IS: CREGXT ciAhl' Q I:'I RE:SFONSF TO QUEST!ONv 
H( 0 5Air T~T ALL TKE RFQUESTS FGR 
R~~t~OTIATIO~ HAC 2EiN MET. ~E ALSO QUOTED ~S 
5AV11[, i-'AT HlS t:iA1':K W'l0liLlJ CONTlNt;f t:XTENDING CREDIT 
'1"0 "1EX':CO~ 

DECLASSIAED 
E.0.1Z£ms SEC. 3.6 

/111t.01-11z #.2'tj AA .Lku ~1,a.i1,e 

IJY~DATl3/lo/of 

C) 
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REMARKS WERE UIS TORTED, PARTI~ ULARLY IN THE HEADLINt~ 
APPARENTL Y THt R~PO RTER CO~LD NuT DiffERENTlATE BET WEEN 
RENtGOTIA TI ON ANU RtNEWAL CR ROLL•DVER 0 FINATT CHEC~FO 
WITH REP UF S~IS~ BANK CORPURATIO~ ~HO SAID 
1'!H, Y ·~HILE HI::, t,;A NK WAS RENEWING MATURING Ct-<EDITS /lS A 
MURE CR ~E SS NOR MAL 0PEMATIUN 9 1HEY WERE NOT RENEGOTIATING 
A•,v PUBLIC 5ECTOK LOANS~ 

.. " E F~ EM A I N UN AW AR E Ci F At-' Y RE Q Li f;:. ST t, V GO M Ok OF FER 
~· BtNKS TO R~NEGUTIATE P~BLIC SfCTOR DEBT~ PUBLIC 
s~rrcR EN TITIES ARE TRYI ~G TO Rt NEW ~ATURING SHORT• 
TE~M CRED ITS , BUT THEY ARE NOT FO~CING ANY LENDERS 
TO RFNfW TC THE ~ES T OF OUR KNO~LE OGf. 

... THER E ARE, wt: UNOE.RSTANDv A NUMBE:R OF CA SES 
WHERf LOAN S TU PRIVATE SECTOR COMPANIE~ HAVE BEEN 
1;RJ:.STRUC TURED 11 (J R ~~ti ERE HiFURMAl. f'IIORATORIUMS ON 
l :HERt: ST PAY Mt.NT::; H/.\ VE 5EEN Gf< ANT t:.D • THE l'1 AJ OR CASE 
IS OF MO NTERREY WHIC~ GOM CUNSIDENS A PRIV~TE 
SECTGP COMPANY, THOUGh THE FORElGN bANKS PRE FER TO 
VIf~ IT AS SO METHING VERV CLOSE TU A GOVERNMENT ENTlTY 
BECAUSE Of THE GDMIS MI NORITY HOLDI NG OF SHARESg 

6~ ACCORD I NG TO LOCAL ~ g s . BANK kEPS, TOTAL 
EXPOSuPt OF BI G TH REE s~rss BANKS I N MFXICO ~OULP NOT 
EXC~FQ 5200 ~ILL!UN ANO MO ST OF THI S WOUL D bE I M SH OR T 
T~RM CRE DI TSP IF THEY I S ACCURA1 E, SWISS ~ANKS HD~D A 
VER ) SMA LL. SH ARE OF MEX l CO t S "f o 'TA L 1-' 0 RE I G N U EB T AN 0 
ANY QfNEGO TIA TI ON& bY T~Eh ~ouL~ HA~f A LIMITED IMPJC T 
ON MEXICO' S DEB T SERVlCI ~G BURDEN~ 
iH(l•1P srN 

,r--
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1~ LON SUMtR P~IC~ I ND ICES RECENTLY KELEAStn BY THt 
8ANCO OE MEXICO I~DICATE THAT MtXICAN WAGt tAR NtRb HAVE 
NOT LOST AS MuCH PURCHASING PU ~~R SlNCE TriF DEVAL ~ATION 
AS ·rHEIP tEAnER UR!GI~ALLY FEA RtD (UH AS ~A NY ARE Sl ILL 
CLAIM!NG) Q ThE GENERAL ~RICES ROSt BY 27o2 
PERCENT FROM OEC~MBER 1975 THHOUGH D~CEMB~R 1976 (I~ntx 
OF 2A0~7 TO 255~3 WITH 1968 BASE uF l~i)~ ~PICtS RUSE 
ONLY 8g7 PERCENT FRUM DECEMBER 1975 THROUGH THE DATt 
OF DEVALUATION , SEPTa 1, AND BY lb.5 PERCENT FROM THAT 
P0JNT THROUGH TH~ ENO Of 1976. ON THE AVERAGt~ WAGtS 
I~CHEAS~O BY 23 PERCE NT DURIN G l~E SA~E PERIOD 
(COVERING CALENOAR 1976). 

2 0 THO~E SUB•CATtGORIES WH ICH MOS1 AFFECT WAG~ tARNtPS 
RAN SLIGHTLY HIGHER THAN T~E GENERAL INDEXQ FOOD, 
ORINK -ND TOBACCO MEASURED A 24~1 PtRCE~T INCREASt 
FOR THE YEAR, 18.3 FERCtNT OF THI S b~TWEEN SEPT, 1 
TO JANa le W~AR1NG APPAREL-SHOtS ROSE 31.1 PERCENT 
FOR THE YEAR ~ITH 25.3 PERCE Nl AFTER SEPTc lQ 

UN CL A s7 ! ED 
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TRANSPORTATION ANO COMMU~ICATIONS ~ENT UP BY 47 
PERCENT FOR ThE YEAR, 33g4 PERCE~l Of THIS REGIS• 
TEREn SINCE ThE UEVALUAT!O~e 

3. THE GENERAL CPI FOR MEXICO CITY R0Sf O~LY 24 
PERCENT DURING THE CALENDAR YEAh hJTH 8 0 3 PtRCENT 
nF THIS FIGU~t RtCCR8ED PRIOR TO jEPT~ l ANU 15.7 
PERCENT FROM 1MAT DATE THROUCh UELEMtiE~ 31, 1976a 

4~ COMMENT: ORGANIZED LA60Ri SINCE fH~ SEPT~ 1 
nEVALUATION HAS VOICED MUCH CONCFRN fHAT THEIR 
GAINS IN PURChASI~G POWtRv ~GN OU~ING THE PAST FIVE 
¥EARS, HAVE RAPIJLv EVAPORATED ~U~I~G THE PAST FE~ 
~ONT~s. u~ ~~XICU FIGU~E~~ IF l~EY ACCURATELY 
RtFLECT CONSUME~ PRICE MOVEMENT, LEAVE LITTLE BASIS 
FOR T~FSE CLAirs~ so~E LOSS I~ kEhL ~AGES IS 
!NGICATED FOP ThE PERIGO OF T~E LAST ONE•THIRD Gf 
197 b v f~ UT NOT AS EXT E tl SI VE A'S Th •"T Gt:: NE RALLY 
CLAI~ED BY ORGANIZED LA~ORQ 
THOMPSON 
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STR-04 CEA"'l!i 1 L.""{OJ 

\'\ease return to 
\\\\%H\s\\Ql\il Information Ce_ntet 

1. SUMMARY : GOM PLANS TU ISSUE T~O BILLION OF 
P~TR06nNDS I N AP~ILQ GETAIL~ OF bONOS AR~ bECOMING 
WIOfLY KNOWN, TriOUGh MORE SMOULO ~E KNn~N NEXT wE~K AT 
~AN~ERS' CONVtNTION ~H EN GO~ PLAN~ PUBLIC ANNUUNC~MENT~ 
bO~OS APPEAR AS EXPEN&IVE ~AY Tu i~R~O~f bUT FULFlLL A 
STAfE~F~T bY LCPEZ PORTILL O IN HIS DECtMoE" 1 SPEECH~ 
E~,n Su1v,,1 ARY Q 

2~ ACCOkJI~G T0 VARIOUS GUM PLA~S TU ISSUE TWO 
B!L~Io~: PESOS OF PETROBONDS SO Mi lIMf I~ AP"IL~ bONDS 
~ILL hAVE A FOUR YEAR MATURITY AMO PAY SEVEN PERCENT 
I~TcRE~TQ BONlS ~ILL BE IN THOUSA~ 0 PESO OE~OMINATIONSP 
I~~IVIDuAL PU~C~ASES WILL 6E LIMilE U TO ONE MILLION PESOS 
W~ILc 1~STITUTIUNS ~ILL SE PERMITTED TO PURCHASE UP TO 
F!Vt ~ILLION PE5US OF GONDS. bGNns ~ILL BE SOLD THRUUGH 
RO T r: P l It:; L I C A i-.., 0 PR I V A T E CR EC, I T Hi~ T l ·r Li T l ON S PR F SU 11 Ab L Y 
AT PAR., 

LIMITED ?ICIAL USt ,. 
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3@ I~TEREST riILL Bt PAID ON Trlt VALUE OF TH t bONDv 
WE UNDfRSTAND~ SONC S WILL BE fRAOED ON MEXICAN STOCK 
EXCHA~GE~ GOVER~MENT MAY INTERVtNE TO AVOID EXCESSIVE 
FLUCTuATlONSw THt PRICE ~ILL VARY ACCO~DlNG TO THt 
DOLLAR PRICE OF CRUDE OIL AND ThE PESO-DOLLAR EXCHANGE 
RATio THAT IS, SHQU~D THE GOLLAR APPRECIATE VIS A VIS 
TnE PESO A~U/UR THE PRICE OF OIL lN TfRMS OF THE DOLLARS 
I N:kEASE T~E PESO F~ICE Of THE bCNOS SHOULD INCREASt~ 

4u BQNUS ~ILL MATU~E APRIL lt 1981~ WHlN THE 
BUNOS A~E SOLD JHt TRtASURY ~ILL CO~TRACT wlTH PEMEX 
F0R THE PURCHASE OF A VULuMt uF CKU~E OIL f.QUIVAL~Nlm 
IT APPEARS, T~ THE VALUE OF THE P~OC~EDS OF THF 
BCNO ISSUEQ THIS VOLUME OF CRUDE OIL WILL BE &OLD BY 
PE~EX FOR THE JCCOUNT OF THE FEuE"AL GOVERNMENT AT TH E 
I~TER~ATIONAL PRlCE PREVAILING AT TH~ MATUPlTV OATE F~R 
T~E Ba~os. BONDS WILL BE HFut E~EO AP~ARENTLY AT A PkQ 
RATED SHARE THISo IT WOULD APPEA~ fHAT T~E MARKEl 
~GULD ~MOW THE V~LUE OF EACH BONG 1~ TF~MS UF OlL DURING 

COURSE GF TH~IR LIFEQ 

5g WE FI NC THIS SCnEME COMPLCATf O AND EXPECT MURE 
DETAIL~ TO 6E AVAILABLE NEXT WEE~~ PRIVATE ~ANKfRS 
ARF ;EPORTEDL\ NOT ENTHUSIASTIC A6 0UT HAVI~G TO StLL 
T~E RG~05 9ECAUSt ThEY ~ILL CUMPE lE AGAl~ST TrlEIR O~N 
DEFG SJ.TS~ 

FQ RQ~D lSSUi S~OULD BE ~ELL RfCtIViO. GOM AUThONITIES 
~JP~ THAT IT MIGHT bENERAT~ SOMt C4P!TAL REFLOWS ANO 
i•c~~PAPER STORIE~ TO THE EFFECT THAT SUCH REFLnws SHOULD 
~q q E N (;, "f t1 E 1'l T i-1 E. P t: S O I N l' H £ N E X T S t V t. f~ A L 11! E F !'i. S H A V E. 
AP?l::ARED. 

7Q Th~SE BON0S Se.EM TO Bt A VEkV COST LY ~AY OF RAISI~G 
FUN05 AND WILL dE A HARO ACT TO FOLLU~. IN HIS 
DECEMBER 1, SPEfCH, PRE~IDENT ALSO MENTIONED bONDS 

LIMITED OFFICIAL us. 
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TIEO TO SILVER, ~UT WE HAVE HEJHO NOTHING MURt ON THISQ 
I~ THIS REGAR0, THE 100 PESO SILVER COINS HAVE ~OT YET 
SEF~ ISSUED (SEt 76 MfXICu 15939] BUT WE HAVE HEARD 
ThEY SMOUL O AE O~T WITH!~ A MONTH OR ~OQ 
Tt-'0 !'1 PSOf-. 

• 

LIMITtP nffICIAL 0st 



March 16, 1977 

TO: Chairman Burns 

FROM: Ted Truman 

Attached is the latest cable from Mexico. 

Attachment: Mexico 3227 

cc: Governor Wallich 
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FC 1.1~52 : NIA 
TAGS : EF!N MX 
SU9J REPORT ON MEXICAN BANKER'S CUNVENTION 

1~ EMRAS SY FINANCIAL AfTACHE ATTENDING ANNUAL MEXICAN 
9A~KER 1 S CONVENTION IN ACAPULCO THIS WEEK REPORTS THAT 
AT MO SPMERE OF CONVENTION GENERALLY GOOD AT LEAST IN COMPARISON 
~IT n PREVIOUS CONVENTIONS UNDER ECHEVERRIA ADMINISTRATION. THERE 
W~Rt NQ SURPRISES WITH FINANCE SECRETARY MOCTEZUMA CID 1 S ADDRESS 
FOLLOwTNG LINES HEPQRTED MEFTEL9 BANKERS WERE ENCOURAGED BY 
~r q SP~ECH AND THAT OF ROMERO KOLBECK, DIRECTOR GENERAL 
il ::- b A,,! K OF M E X I CO • B A I'll CO OE ME X I r:: 0 TOO I< UN USU AL ST E P OF 
P ;j ,; l.. IS ,-H :'JG ENT IR t:: TEXT OF KOL t; ECK I S SPEECH IN t-1 A JO R 
METROPOL ITAN NEw8PAPERSP 

~OCTEZUMA CID ANNOUNCED PACKAGE OF ECONOMIC MtASURES 
INC~UOIN G LOWER RESERVE REQUIREMENTS, THE PETR0"80NO 
ISS~ Ev MORE "FLEX!aLE" INTEREST RATES, "SIMPLIFIED" 
SAVINGS INSTRUMENTS, ANO MEASURES TO ENCOURAGE TRADt 
0~ M~XICAN STOCK EXCHANGE. NO DETAILS OR EXPLANATION 
~F HOW MEASURES WOULD BE IMPLE~ENTEO WERE GIVEN. HOWEVER, 

. ., 
,( (:) ,,. 

{ ...., ~' u 
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~ESTATED TMAT REGULATIONS GOVERNING N~W SAVINGS 
I~SfRJMENT S A~D STOCK EXCHANGE wILL BE PUBLISHED WITHIN 
: ,;..: J. r F t: ·~ 0 A 'f S e 

3~ HE ~EV IE WEO MEASURES ALREADY TAKEN BY JLP GOVERNMENT 
TJ SET FIN ANCES ON SOUNDER FOOTING. HE ENDED BY SAYING 
T~AT C1UNT RY 1 S bENERAL ECONOMIC SITUATION SEEMS TO HAiE 
I 4°ROVPD AND THAT T~E NATION BASED ITS SOLVENCY ON ITS 
~ATu~AL RfSOURCES, PETROLEUM~ COFFEE ANO TOURISM~ 

4g ~OLB~C K'S SPEECH WAS SHORT ANO FACTUAL COMPARtD TO 
MOCfEZUM A1 S MORf ORTATORY TONE. HE CALLED ATTENTION TO 
~ArT T~AT JOMESTIC BANKS HAD SHOWN AN AVERAGE WEE~LY 
lNrR~A5E IN ASSETS DURING THE LAST TWO MONTHS OF ABOUT 
1,50~ MILLION PESOS, COMPARED TO 164 ANO 244 MILLION IN 
1970 ANu 197~ RESPECTIVELY1 iHE INCREASES IN EXPORTS 
~4rCH SOME AGRICULTURAL AND PETROLEUM PRODUCTS HAO 
G~NtRAT tD, AND INCREASES IN PRODUCTIVE CAPACITY OF 
Cf~TAIN INDUSTRIAL sECTO~s. HE ALSO STATED THAT ThE 
Ftf3r<t1AQ'( CPI INCREASED ONLY 2.2 PERCENT COMPARED TO AN 
nVFRAGE OF 4.0 PERCENT MONTHLY DU~I~G THE LAST FOUR 
rlO~TM S uF 197~. HE ALSO ANNOUNCED THAT THE bANK 1 S 
~ESERV~S AT THE END CF LAST WEEK ~AO ATTAINED 1,517 
>lILLIJN DOLLARS AFTER HAVING LIQUIDATED THE LOANS OF THt:. 
FtDERAL RESERVE AND u.sg TREASURY. HE WENT ON TO STATf 
T~iT AR~ ANGEMENTS WOULD BE MAUE THROUGH ADJUSTMENTS IN 

ijE~UIREMENTS TO FREE AN I~ITlAL 2,000 MILLION OF 
~~,QS FOR ADDITIONAL C~EDIT TO THE GOvF.RNMEl~T•s PROGRAMS 
OF ~ASTC ARTICL~S AND ALLIANCE FOR PROGRESS. 

5 C U , 1 :1 C: ;H : :$ P t: EC HES W ER E GENER A, L. L Y 1-1 E: L L REC E I V E D w I T H 
"A~ fICllL.AR INTEREST SHO\~N IN CHANGES IM RESERVE REQUIRE• 

ANO INTEREST RATES~ BUT THIS SOMEWHAT MODERATED BY 
l~CK UF OETAIL~ SPEECHES NOTABLE FOR FACTUAL CONTENT AND 
ri0~tST APPROACH TO MEXICAN DIFFICULTIES COMPARED TO THOSE 
CF pq~VIOU S YtARS~ PRIVATE SECTOR OBVIOUSLY FLATTEREO 

BY GENERAL TONE OF "U:T 'S ALL ID RK TOGETHER" • TRO1PSON 

LIMITED OFFICIAL USE 
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~,~s : fFXN MX 
SuR JECTt GOM ECONOMIC FINANCIAL PACKAGE 

1, F!NAN CE MI NIS TER MOCTEZUMA CID 70LD PRESS THAT HE WILL 
P~~SE~ r A ?ACKAGE OF ECONOMIC AND FINANCIAL MEASU RES AT 
;",.,E MlNU AL oA NKt:RS 9 CONVENTION bEG I NNING MARCH 14g HE 
n:n NOT ~EVEAL CONTENTS OF PACKAGE; ~UT SAID THAT MEASURES 
:,,s11!.,_0 :;t: AI Mf.0 At RESTORING CONFIDENCE ANO SECURITY TO THE 

AN D Rt:.VIrILIZING THE ECONOMY~ F!NATT OBTAINED 
~ J 7 liNE OF FINANCIAL MEASURES FROM BANK OF MEXICO~ 

2. FINA~C!A L MEA~URES WILL TOUCH ON LEGAL RESERVE REQUIREMF NT S 
:~TE~E ST RAfESQ REGARDING THE LEGAL RESERVE RtQUIHEMENTS 
7~n PR ESE NT HEQUIREMENTS WILL BE UNITED INTO ONE EQUAL 

~u ' H!::. EFF ECTIVE RATE AT PRESENT .. T' HllS.; NO RESERVES WILL 
"-': rREEti bY THIS MEASURE .WHICH IS TO bE EFFECTIVE MARCH 14,. 
- -~ GF TH E TWO PRESENT RESERVE REQUIREMENTS APPLIES TO 
,. ?u:;: ·: s UP TO A CERTAIN DATE WHEREAS THE Sl::.COND IS A 
~4 ~~[~AL RATE APPLICABLE TO THE INCR~ASE IN OtPOS!TS AFTE R 
r ~rs THE NEW HATE WILL BE LOWtH THAN THE 
~1 q l, I 'I t, L R A T F: u T rl U S H I L E T H E • M E A S U R E W I L L H A V E N 0 

:•:·, • • ·" · DECLASSIFIED 
E.O. 12958, Sec. 3.5 

State Dept. Gn:dclmes 
By 44& , NARA, lJai" 7£:1.r, £0 -? 

Cl 
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y; '. ·~ E. r, I ATE r 11 p ACT ON CR E lJ IT AV A IL A !H LIT y, As DE p Os IT s 
!~CRE ASE IN THE FUTURE, A LARGER PERCENTAGE OF THE 
:~Ck EASE ~ILL BE AVAILAULE FOR CREDif TO THf PRIVATE 
SE~~uR_ HQwEV~R~ OVER THE SHORT TER M? BANKS WILL BE 
FG CED F! USE: PART OF THIS INCREASE IN LENDABLE FUNDS 
TO REPAY THE BA NK Of MEXICO FOR THE LOANS EXTENDED 
TJ TH E PRIVATE BANKS FROM THE CENTRAL RANK DURING THE 

MONTHS OF 19760 THE BANKS 1 LIABILITIES TO 
r ~s Ci~TRAL 9ANK REACHED 20 BILLION PESOS AT END~75~ 

ARE NOW SOMEWHAT OVER TEN BILLION PESOSQ IN 
~FF~CTi RAT~ER THAN LOWER RESERVE REGUIREMENTS DURING 
TH ~ ~UN ON THE dANKS LAST YEAR THE dA~K OF MEXICO 
O!~N~Q UP I~S DISCOUNT WINDOW WHICH HAD BEEN USED 
a~~ Y RARELY 6EFURE 0 

~- f'1U LTI•BANKS~ I.E~, BANKS THAT CARRY QN A VARIETY 
G~ ~A~K!NG FUNCTIONS SUCH AS COMMtRCIAL INVESTMENT~ 
i[Qf G~Gt , ~ILL BE SUBJECT TO A SINGLE RESERVE REQUIREq 

ON ALL DEPOSITSo THIS WILL BE 40 PERCENT WHICH 
7S TME AVERASt RATE FOR THE BANKING SYSTEM PRESENTo 
·~us ~ FOR THOSE INSTITUTIONS MADE POSSIBLE BY 
t ChA NGE I N THE ~ANKING LAW IN 1975 

~H ICH T~ERa A~E NOW TENi THE SAM~ RESERVE REQU!Rt• 
• :\· ~ILL APPLY To ALL TYPES OF DtPOSITSo 

~. F!~AN CE MINISTER WILL ANNOUNCE THE INTENTION 
~: =RE2 :N TeREST RATES OVER A PERIOD o~ TIMEu THE 
·.>~ '. :.: C T I V E ;.; I LL t3 t: TO L E T T HE M A R K ET DE T ER M I N E I NT E RE. S T 
ij~ -~s , b~T ONLY GRADUALLYQ DETAILS OF THE INTEREST 

~~= ORS ~ HAVE STILL TO BE WORKED OUT, BUT BANK OF 
~~!CO ~ ANrS TO SEE FINANCIAL BUNUS•~H:cH ARE1 IN 

~=~ ~c7, iNT E~ESf BEARING DEMANO DEPOS!TS-~ELIMINIATEDw 
r ~=~ ARt ThINKING OF PEHMITTING NU NEW FINANCIAL &ONDS 
7C.· bl: ;'S SU ::[i, A,'110 TO GRADUALLY REPLACE THEM wrn1 SHORT 
-:-~_ '.°1 (•: Or:PGSIT lNS'YRUi'•H:NTS FOR THREE OR SEVEN DAYS THAT 
?~v Y~~ER~ ST ~ELOw T~E 9g39 PERCENT GROSS RATE PA ID ON 

,orir I DE,'IT ! Al., 
0 



... 

PAGE 03 

,___, 

Department of St_ate 

6 0 F I 8 E t~ T I AL 

M~XICO 03~51 1118502 

TELEGRAM 

5~ IN THE PASTP tHE BANK OF MEXICO TENDED TO INTRODUCE 
TYPES OF SAVINGS INSTRUMENTS RATHER THAN CHANGE 

nEPOSIT RATESo NOW IT HOPES TO REOUCf THE NUMBER OF 
I~S!~0MENTS AND CONCENTRATE ON CERTIFICATES Of DEPOSITS 
~ITH ~ATURITIES RANGING FROM ONE MONTH TO ONE YEAHg 
T~F INTEREST RATE REFORMS WILL BEGIN TO TAKE EFFECT 
~-;) ~.fL ~.; 

6D ijANK Of MEXICO ALSO WANTS TO REDUCE RATES PAID ON 
1) , l\... i..AR t}EPOSJ.lS To A LEVEL JUST SL!GHiLY ABOVE LONDON 
.6'.;Q \iEW YORK RATES., PRESENT RATES ON THREE MONTH 
DO ~LAk DEPOSITS ARE BQ5 PERECENT FOR NON RESIDENTS AND 
7.5 PERCENT FOR RES!DENTSc BANK IS THINKING OF TYING 
~ATE 0~ MEX DOLL~RS TO LIBO PLUS ONE PERCENTQ 

7, !T !5 NO T CLEAR WHAT IF ANYTHING THE FINANCE 
~1Nl ~TF~ ~!L L SAY ABOUT THE BuOGETe TH E BANK OF MEXICO 
, i t. ;; r-1 A l") E l\ C A S E i O T HE P R E S I DEN T T O R E O U C E S P EN D I t'-1 G " 
;~FRE ARE VARIOUS REPORTS THAT BUDGETS A~E ~EING CUT, 
:W T \>IE 1-i .AVE NO CONFIRMATION FROM OFFICIALS OF 'THIS" 

n, rI~sr ~OLD BY BANK OF MEXICO OFFICIALS THAT NO 
:i• A~G~S :~ THE EXCHANGE SYSTEM wOuLU ~E ANNOU NCED. 
:H;JM PSQN 
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-B8NF IDEN'fIA:t March 22 -, 1977 

TO: Chairman Burns 

FROM: Ted Truman 

Attached is a cable from Mexico giving some back-

ground informat ion on Mexico's economic and financial policies 

prior to t he Finance Minister's address to the bankers' con-

vention on March 14. (We were not on the original distri-

bution lis t f or this cable; this is the reason why it was 

de layed in reaching us.) 

Attachment: Mexico 3051 

cc: Governor Wallich 

0c·i•:,:,,, ::,J:;;;1:ca,icn cl tttis d,,cument is ~ue 
10 '"P. > ··u•,on of us G•J"-!!rnmenl irifarmati.lll 
om~;;11;•~14~sified Lr-:,Xv~ OrJN 10501 
which provides that ",.. documtnt .... sr.a!I bear_• 
classification at least 3s hi~h ~s that of it>t 

highest classified componert." 
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BOARD OF GOVERNORS 
0 ... THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date March 23 1 1977 

T Chairman Burns o, _______________ _ Subject.__· _____________ _ 

FromJ.LL __ 

RE~Tri~C~lD 
Attached is an initial report by Mro Maroni on the IMF 

mission that recently returned from Mexico and on the status of 

Mexican negotiations with the ExportMimport Banko We will be 

following up with the IMF staff on their discussions in Mexicoo 

For your information, we understand that Secretary Blumenthal will 

be having lunch with Mr. Witteveen on Thursday, March 24. At that 

time they are expected to discuss the Mexican economic situation. 

Attachment 

cc: Governor Wallich 
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Office Correspondence Date March 23, 1977 

To ___ ~M=r~•-T=ru=m=a=n~--------- Subject :_~U~p_d_a_t_e_o_n_M_e_x_i_c_o ______ _ 

'/Q Fro_m __ ~Y~v~e=s~M=a~r~o~n=i~-+-~-c--'-------
/ 

f 0Ro'-, 

R:ESTRIC'flID 

The IMF staff mission which visited Mexico earlier this month 

has now returned and has given Mr. Witteveen a discouraging reporto 

The mission found a lack of current data and govermnent inaction on the 

fiscal issueo The Mexican authorities made much of measures being taken 

on interest rates and reserve requirements, but the mission considers 

these to be in the nature of band-aids, when_ surgery is indicatedo 

The above information was given to me by the new Mexico desk 

officer at Treasury, Mr. Don Niewiaroskio I asked Mr. Niewiaroski 

whether he had any infonnation regarding the progress being made toward 

establishing an Eximbank line of credit for PEMEXo He replied that he 

did not know of any progress being madeo He advised me to verify this 

with Eximbank. At Eximbank, the Mexico desk officer, Mro Peter Gosnell> 

told me that the Mexicans had not even initiated discussions about such 

a line of credito He said that he was present when Messrso Moctezt.nna and 

Romero Kolbeck visited Eximbank officials in February and that the conver~ 

sation was confined to pending minor issues and generalities. He assured 

me that he would know if the matter had been activated as it would have 

to go before the Eximbank Board of Directors and he would have to prepare 

the background paper on Mexico. An Eximbank staff mission is scheduled 

to go to Mexico in April to discuss other matters, and Mro Gosnell, who 

will participate in this mission, speculated that the Mexicans might raise 

the issue at that time. 
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In this connection, Mr. Niewiaroski told me that the Mexicans 

were still formulating their oil strategy and reviewing their needs. 

He said that the major oil companies had approached the Mexicans with 

proposals covering exploration and production of oil and providing for 

the retention of some of the oil by the companies in payment for their 

services, but that the Mexicans had other ideas. The Mexicans would 

like to get foreign companies to survey and assess their oil reserves 

and tell them where the oil is, after which the Mexicans would undertake, 

by themselves, to get the oil out of the ground. Eximbank has told the 

Mexicans that they would be prepared to finance exploration and exploita-

tion, but that the financing of any infrastructure projects associated 

with oil development would have to be obtained from the international 

development lending institutions. 

It is possible that the Mexicans have not yet initiated dis-

cussions with Exim in part because their international reserve position 

is strong enough at the moment to remove any feeling of urgency they 

might have had earlier. Mexico's international reserves totalled $1,452 

million on March 18 compared with $1,261 million at the end of 1976. In 

this connection, at the annual meeting of the Mexican Bankers Association, 

held last week, Mr. Romero Kolbeck announced that Mexico's international 

reserves rose to $1,615 million on March 11 from $1,412 million last 

December 31. However, these figures include holdings of silver and a 

paper gain resulting from the revaluation of gold holdings to market prices. 



ltES'i'R-I€TED 

Ted Truman - 3 -

Mro Romero Kolbeck was quoted in the press as saying that the increase 

was recorded after liquidating loans obtained from the Federal Reserve 

System and the U.So Treasury during the emergency period last year. 

However, there have been no repayments to the Treasury in 1977 and the 

$150 million Mexico borrowed from the Treasury in November is still 

outstandingo 

The Mexican measures affecting interest rates and reserve re• 

quirements involve a minor relaxation in credit restraints and an in• 

creased degree of flexibility in interest rateso The two-tier system 

of reserve requirements, whereby one ratio applied to deposits on a base 

date and another ratio to the increase in deposits since that date, is 

being replaced by a single ratio set at an intennediate level such that 

the amount of reserves required to be held by the banks when the switch 

takes place will not change. However, as deposits continue to rise, the 

additional reserves required under the new arrangement will be smaller 

than would have been the case under the previous systemo The effect of 

this relaxation will be delayed because, before the banks are able to 

increase credit, they must repay their indebtedness to the Bank of Mexico, 

contracted during the hectic weeks which followed the devaluation last 

September. The specific details of the interest rate measure have not yet 

become available. 

RESTRIC.lfEI} 
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Attached are two recent telegrams from Mexico. 

The first telegram (Mexico 3576) summarizes available 

information on Mexican external borrowing. Apparently, Mexico has 

already borrowed or arranged to borrow $350 million for Pemex , about 

$40 million in a DM bond placement, and at least $75 million in 

private placements. Another $150 million Euro-credit i s apparently 

in the works and Merrill Lynch may be underwriting a bond issue in 

the U.S. market that should amount to less that $100 million. 

The second telegram (Mexico 3581) reports on the Mex ican 

Bankers' Convention. 

Attachments 

cc: Governor Wallich 

Defensf classification of th:s document is due 
10 the inclusion of U.S. Governm?nt information 
olliclally cl~sifi~d u'ld:r Cxecut!v~ Ordtr 10501 
which provid~s ti,~l ··1 doc.um,;~t .... ,i-l!I bur a 
classific~i:on a: le-,st as ~igh rs t11zt ti it~ 
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6 9 U F I O ! lq T I A, MEXICO 03576 

E.o.11s52:Gos 
TAGS: EFIN MX 
SUBJECT: EXTERN~L BORROWING 

1. SUMMARY: WHILE FOREIGN BANKERS WERE LESS THAN 
ENTHUSED WITH WHAT THEY HEARD AT THE MEXICAN BANKERS' 
CONVENTION, THEY DID INDICATE THAT A NUMBER OF FOREIGN 
BORROWINGS ARE TAKING PLACEa ENO SUMMARY. 

2. FOREIGN BANKERS ATTENDING THE CONFERENCE GRUMBLED A 
BIT ABOUT CONTINUING UNCERTAINTIES OVER THE DIRECTION THE 
MEXICAN ECONOMY lS TAKING, BUT THEY ARE CONTINUING TO 
LENO MEXICO MONEY, T~OUGH THE GLOBAL AMOUNTS CANNOT 
BE QUANTIFIED. 

3. MEXICO HAS CONTRACTED ONLY TWO PUBLICIZED MEDIUM TERM 
EXTERNAL LOANS THUS FAR IN 1977. ONE IS THE 5350 MILLION 
EURODOLLAR CR~DIT FOR PEMEX SIGNED MARCH 21a ANOTHER IS 
100 MILLION D.M. MEDIUM TERM BONDS FOR NAFINSA, BEING 
UNDERWRITTEN BY THE ORESOENER BANK. WHILE THE PROCEEDS 
OF THESE LOANS ARE NOT YET AVAILABL~ THERE HAVE BEEN AN 
UNQUANTIFIABLE NUMBER OF PRIVATELY PLACED MEDIUM TERM 
LOANS OF ONE K!NO OR ANOTHER~ RtFRESENTATIVE OF A MEDIUM 

0 
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SI7.EO u~·K~ MERCH.4.NT 8ANK SAID HE HAD PU T TOGETHER S75 
MlLLl~~ IN NE~ CREDlTj SINCE JANUARY 1, NONE OF WHICH 
WERE PUBLICIZED~ SEJERAL BANKERS HAVE TOLD FINATT ABOUT 
M~OIUM TERM SUPPLIER CREDITS TO PUBLIC SECTOR ENTERPRISES 
:,HTH GOf' GUARANTtF.:'S. ;\PPARENTLV A GOM ... OWNED ENTERPRISE 
W!LL GO TO A UYSu SUPPLIER AND ASK TH F SUPPLIER TO 
OBTAIN A MEOIUM TERM C~EDIT FkOM HIS UQ SG BANKERS~ CRED I T 
rs TrlEN GUARANTtfO bY GOH FNTITY SUCH AS NACIONAL 
FINANCIERAo lN SOME CASES THESt SOUND LIKE RESTRUCTURING 
OF UFST ONE UaSa HANKER TOLD FIN ATT THAT WHILE HE WAS 
UNHAPPY RE THtSt LO~NS~ THE BANK LENDI NG OFFICER FOR THE 
Uas~ CONPORATION WANTtD TO HELP HIS CL IENT ANO THt GOM 
GUARANTEE MAOE THE PAPE~ LOOK G0004 THERE HAS ALSO 
BEEN A LJT OF SHORT TERM LOAN SYNDIC ATI ON~ 

4Q GOM IS ANX!QUS TO GET AN UNDER WRIT ING GROUP FOR ITS 
NEXT PUBLIC EURODOLLAR ISSUE AND THIS IS LIKELY TO BE 
ROUGHLY 1150 MILLION FOk THE PUBLIC WO RKS BANKg THERE 
IS ALSO A BONO ISSUE FOR THE UNITED ME XICAN STATES THAT lS 
ABOUT READY TO d~ FLOAT~D IN THE UcSQ THE UNDERWRITER IS 
MERkILL LYNCH A~O THIS MAY BE AN ISSU E THAT WAS ALMOST 
READY TO GO TD MARKET WHEN THE INITIAL DEVALUATION WAS 
ANNOUNCEDa Wt AHE ~OT SURE OF THE AMOU NTi bUT DOUBT IF 
IT E~CEEDS $100 MILLION; 

5. DURING THt bANKEPS• CONVENTION, NA F!NSA 1S DIRECTOR 
TOLD PRESS THAT ~~xrco 1 s PUBLIC SECTOR WOULD BORROW ABOUT 
$3 BILLION IN 1977 AS THIS WAS THE LI MI T IMPOSED av 
THE IMF~ HE WAS ALSO REPORTED AS SA YING THAT IT WOULO 
BORROW ANOTHER $3 BILLION, TO CUVER I NTEREST AND AMORTIZA• 
TION PAYMENTS PLUS SOME FUNDING OF SHO RT TERM OEBT9 

6Q REGARDING THE AGREEMENT WITH THE FUN Dv MOCTEZUMA 
MENTIONED ThIS IN HIS SPEECH AS ONE OF THE ACCOMPLISHMEN TS 
OF THE NEW ADMINISTRATION@ ROMERO KOL BECK TOLD 
THE PRF.SS THIS WAS STRILTLV A FINANCIAL AGREEMENT THAT IT 

/X 
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IN NO WAY INFLUENCES THE COUNTRY'S POLICY. IF THIS WERE 
PERMITTED, HE IS REPORTED AS SAYING, IT WOULD BE TANTA• 
MOUNT TO LOSING MEXICO'S SOVEREIGNTY,. THOMPSON 

G8~4F I 9i~IT I A.I.. 
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E,0(,)11652: GOS 
TAGS:EFIN MX 
SUBJECT: MEXICAN BANKERS CONVENTION 

REF" (A) MEXICO 30511 CB) MEXICO 3227 

\'\ease re\mn \o 
. \ \ntorroation Cente1 

1nternat1ona 

1g SUMM ARY; PRIOR TO BANKERS CONVENTION MEXICAN PRESS 
WAS FORECA STING THAT A MAJOR ECONOMIC PROGRAM WOULD BE 
ANNOUNCED 9 WHILE MEASURES MENTIONED IN FINANCE MINIS TER0 s 
SPEECH REPRESENT SOME DEGREE OF PROGRESS IN COPING WITH 
MEXIcois ECONOMIC PROBLEMS, NO NEW BUDGETARY POLICIES WE RE 
ANNOUNCE D, NOR DID GOM SPOKESMEN PROVIDE ANY FURTHER 
GUIDANCE ON WHY THE PESO MUST FLOAT ANO WHERE IT MIGH T GO~ 
ENO SUMMAR V11 

2Q MEXIC AN BANKERS CONVENTION IS PROBABLY THE MOST 
SIGNIFICA NT FINANCIAL GATHERING IN MEXICO~ THIS YEAR QS 
CONVENTION WAS SAID TO HAVE ATTRACTED A RECORD NUMBE R 
OF FOREIGN AND DOMESTIC BANKERS~ THE PRESS WAS FORE 
CASTING A MAJOR PACKAGE OF ECONOMIC ANO FINANCIAL 
MEASURESc WHILE FINANCE MINISTER MOCTEZUMA ANNOUNCED A 
SIX ME ASU RE PACKAGE, HE DID NOT SAY ANVTHING THAT CO ULD 
BE INTERPR ETED AS CHANGING BUDGETARY POLICYi NOR DID HE 

G8t4FI9ENTIAL: 
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OR THE BANK OF MEXICO DIRECTOR GENERAL PROVIDE ANY FURTHER 
GUIUANCE ON EXCHANGE RATE POLICY~ WAGE POLICY WAS NOT 
DISCUSSED11 

3~ THE SIX M~ASURES ANNOUNCED ~V MOCTEZUMA WERE! CA) 
PERMIT PESO INTEREST RATES TO BE FIXED av MARKET 
CONDITIONS AND TIE INTEREST RATES ON MEX DObLARS MORE 
CLOSELY TO INTERNATIONAL RATES6 CB) REFORM ~EGAL RESERVE 
REQUIREMENTS IN ORDER TO PERMIT BANKS TO USE A LARGER 
PORTION OF NEW DEPOSITS FOR CREDIT TO THE PRIVATE SECTORi 
"PREPERABLV FOR ACTIVITIES WITHIN THE ALLIANCE FOR 
PROGRESS, CC) TIGHTEN RESTRICTIONS ON LOANS TO ONE 
BORROWER ANO DEPOSITS FROM ONE LENDER IN ORDER TO AVOID 
EXCESSIVE DEPENDENCE BY A BANK ON ONE LENDER OR BORROWER 9 
CD) DEFINE MORE CLEARLY WHICH SECURITIES SO~D TO THE 
FUB~IC THROUGH THE STOCK EXCHANGE BENEFIT FROM CERTAIN TAX 
ADVANTAGES ANO MAKE GREATER RESOURCES AVAILABLE TO 
SECURITY HOUSES FROM BANKSJ CE) SILVER COINS WILL SOON BE 
PU , INTO C'?!UXJ(t~\IONw (SEE 76 ME~ICO 15939)1 
CF) PETRObONOS WILL BE ISSUED AT ENO•APRIL ANO WILL, 
CONTRARY TO PREVIOUS INFORMATIONP HAVE A THREE VEAR 
MATURITY~ (SEE MEXICO 2882)~ ROMERO KOLBECK ADDED A 
SEVENTH MEASUREu A TWO BILLION PESO CREDIT FACILITY TO 
FAClLITATE THE PRODUCTION OF THE 90 BASIC PRODUCTS (SEE 
MEXICO 1018)Q HE DID NOT ELABORATE ON WHAT FORM THIS 
WOUL.D TAKE 11 

4D WHI~E MOCTEZUMA SAID THAT ONE OF THE BASIC ASPECTS OF 
THE GQMiS ECONOMIC POLICY WAS THE "CONTR OL OF INFLATIONv 
AS MUCH TO AVOID ITS ACCELERATION AS TO ACHIEVEp IN 
GRADUAL FORM, A REDUCTIONQ" FOLLOWING THE ABOVE STATEMENT~ 
HE SAIO, "THE PUBLIC SECTOR IS READY TO MEET ITS 
RESPONSIBILITY IN THIS fIGHTf FUNDAMENTALLY THROUGH THE 
RECONSTITUTION Of PUBLIC SAVING IN ORDER TO FINANCE IN A 
HEALTHY FORM INVESTMENT AND THE GENERATION OF JOBSQ FOR 
THISf ONE OF THE FUNDAMENTAL MEANS CONSISTS IN REDUCING 

GO I CE NI I A I 
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THE PROPORTION OF ITS GLOBAL DEFICIT, TO PUT EMPHASIS ON 
THE tONT ROL OF CURRENT SPENDING ANO TO PROVIDE TO THE 
STATE REAL RESOURCES THROUGH A SUITABLE PUBLIC INCOME 
POLICYP~ THERE WAS NO MENTION OF REDUCING SPENDING IN 
HIS SPEEC Hf BUT THE FINANCE MINISTER WAS ASKED AT A 
SUBSEQUENT PRESS CONFERENCE IF THIS MIGHT NOT BE NECESSARYg 
HE REPORTED LY RESPONDED THAT WHILE THE BUDGET MAY APPEAR 
HIGH ~ IT WAS NOT REALLYv ADDING THAT IT IS AIMED AT 
SUPPORTING BASIC ACTIVITIES AND AVOIDS ANY SUPERFLUOUS 
SPEN D!NG11 

5. ANOTHER SUBJECT THAT WAS NOTABLE FOR THE LACK OF 
SP!CIFICS WAS THE EXCHANGE SYSTEMQ BOTH MOCTEZUMA ANO 
ROMERO KOLBECK SAID THAT THE PESO WOULD CONTINUE TO FLOAT 
AND THAT FREE CONVERTIBILITY WOULD BE MAINTAINED~ THEY 
NEVER ADDRESSED THE REASONS FOR THE FLOATi NOR DID THEY 
INDICATE WHAT FACTORS MIGHT INFLUENCE THE RATE OVER THE 
FUTURE~ ROMERO KOLBECK SAID ONLY THAT THE FLOATING RATE 
"TENDS TO REFLECT WITH GREATER REALITY OUR POSITION 
RELATIVE TO THE .EXTERIOR." HE ALSO NOTED THAT AN 
"INCIPIENT AND VERY LIMITED" FUTURES MARKET HAO 8EGUNp 
BUT ANNOUNCED NO GOVERNMENT MEASURES TO FOSTER SUCH A 
MARKETo MOCTEZUMA SAID THE PESO WOULD CONTINUE TO FLOATa 
HE TOLD A REPORTER THAT "CURRENTLY, ALL THE WORLD 1S 
CURRENCIES ARE SUBJECT TO VARIATION THEREFORE MEXICO 
"CANNOT WITHDRAW FROM THESE PARAMETERS, AS MUCH FOR 
INTERNAL AS EXTERNAL REASONS,~ HE ADDED THAT "WE COULD 
NOT MAKE A DETAILED EXAMINATION OF THE ADVANTAGES OR 
DtSAOVANT AGES Of A FLOATING PESO OR A FIXED PARITYQ IT IS 
ENOUGH TO SAY THAT WE WOULD GO COUNTER TO THE WORLD 
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SITUATION IF WE TRIED TO FIX THE PARITYe" 

8~ PERHAPS THE MOST INTERESTING SPEECH WAS THAT OF 
EUGENIO ERANA, THE INCOMING PRESIDENT OF THE BANKERS 
ASSOCIATION, HE MADE A VERY STRONG ANTI INFLATION 
STATEMENT WITH PARTICULAR EMPHASIS ON THE IMPACT OF 
INFLATION ON ECONOMIC GROWTH ANO POLITICAL STABILITY. 
HE ALSO SPOKE OUT AGAINST PRICE CONTROLS NOTING THAT THEY 
DO NOT REDUCE INFLATIONARY PRESSURES. HIS SPEECH, MADE 
AT THE CLOSING SESSION, WAS WARMLY APPLAUDED. 

7. THE GOM RELEASES A CURRENT RESERVE FIGURE ONLY TWICE 
A VEAR, AT THE BANKERS CONVENTION AND IN THE PRESIDENT'S 
SEPTEMBER 1 STATE OF THE UNION AOORESSQ ROMERO SAID 
RESERVES AS OF MARCH 11, WERE Sl,617 MILLIONi "AFTER 
HAVING LIQUIDATED LOANS FROM THE FEDERAL RESERVE AND 
u,. s Iii TREASURY g II 

8; TWO THEMES PREVAILING IN THE SPEECHES OF FINANCE 
MINISTERS AND BANK OF MEXICO DIRECTOR WERE THE NEED TO 
GENERATE INTERNAL SAVINGS ANO NEW JOBSQ ROMERO CRITICIZED 
THE OLD "GROWTH WITH STABILITY" POLICIES AS HAVING 
GENERATED EXCESSIVE FOREIGN INDEBTEDNESS ANU TOO FEW JOBSQ 

0 
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THF. IMPACT OF THE MEASURES ANNOUNCED LAST WEEK WOULD 
A~P~AR TO BE LIMiiEO, AT LEAST DURING THE CURRENT VEAR~ 
THE LOWER ING OF INTEREST RATES ON MEX DOLLAR DEPOSITS 
MIGHT DISCOURAGE SAVINGS IN THIS FORM, LIKEWISE THE 
REDUCTION IN INTEREST RATES ON "FINANCIAL BONDS~ COULD 
POSSIBLY DISCOURAGE SAVINGS IN THIS INSTRUMENT, WHETHER 
THE MONEY WOULD SWITCH TO A LONGER TERM PESO INSTRUMENT 
OR TO DOLLARS IS UNKNOWN, BUT THE MEXICANS DO SEEM TO BE 
RUNNING SOME RISKS IN THEIR INTEREST RATE REFORM~ PARTICU~ 
LARLV Ir THEY MOVE SLOWLY IN INCREASING INTEREST RATES ON 
PESO TERM INSTRUMENTS, 

9, THt LEGAL RESERVE REQUIREMENT CHANGES MIGHT COMPLICATE 
FINANCING OF THE PUBLIC SECTOR DEFICIT AS THESE REQUIRE~ 
MENTS PROVIDE MUCH OF THE DOMESTIC FINANCINGQ ON THE 
OTH~R HAND, THE GOM IS GOING DIHECTLY TO THE PUBLIC FOR 
FUNOS IN THE FORM OF PETRO BONDS AND TREASURY UNDER 
SECRETARY DE LA MADRID INDICATED THAT PUBLIC SECTOR MAY Go 
DI RC CTLY TO THE CAPITAL MARKET FOR FUNOSe 

10. THE .LACK OF ANYTHING NEW ON BUDGET POLICY IS 
DISAPPOINTING, WHILE ONE HEARS STORIES Of CURRENT 
SPENDI NG CUTBACKS THERE IS NO PUBLIC STATEMENT TO THIS 
EFFECT AND MOCTEZU.MA 1S STATEMENTS ON THIS SUBJECT WERE 
VERY BLAND~ THE SIZE OF THE BUDGET DEFICIT HAS BEEN ONE 
OF THE MAJOR CONCERNS OF . FOREIGN BANKERS. 

11a ALSO DISAPPOINTING WAS THE LACK OF A MORE DETAILED 
EXPL ANATION FOR THE REASONS THAT THE PESO IS FLOATING 
AND THE DIRECTION IT MIGHT TAKEij THIS IS NOT WELL 
UNDE RSTOOD BY MANY LOCAL AND FO~EIGN BUSINESSMEN ANO IS 
OFTEN CITED AS A HINDRANCE TO INCREASED FOREIGN PRIVATE 
?NVESTMENTa AS Is OFTEN THE CASE IN MEXICOi THE NEED TO 
CONTINUE TO FLOAT IS ATTRIBUTED TO FOREIGN MORE THAN 
DOME STIC FACTORS~ 
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12a A NU MBER OF ATTENDEES COMMENTED THAT THE ATMOSPHERE 
Ai THIS YEAR ' S CONV EN TION WAS MUCH BETTER THAN IN THE PA ST 
SEVERAL YE ARS UN DER ECHEVERRIA. LOPEZ PORTILLO WAS WAR MLY 
RECEIVED BY THE CON VENTION ANO THERE WAS A SENSE THAT 
THE COUNT RY WAS MOVING IN THE RIGHT DIRECTION EVEN IF 
ECONOMIC POLICIES WERE NOT COMPLE TELY TO THE SATISFAC~ 
TION OF ALL THE ATTENDEES, THOMPSON 
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TO: Chairman Burns 

FROM: 

SUBJECT: 

/ 
Ted Truman t (}? / 
Visit by Messrs. Romero Kolbeck and Alfredo Phillips 

We have learned from the U.S. financial attache in Mexico 

via the Treasury Department that the main purpose of the visit by 

Mr. Romero Kolbeck (accompanied by Mr. Alfredo Phillips) to Washington 

on Tuesday is to see you. (They will also see Mr. Solomon but only 

because they will be here seeing you.) 

We understand that the reason for the visit is the Mexicans' 

concern about your public statements on bank lending to developing 

countries. The Mexicans apparently think that these statements have 

been, or will be, damaging to their ability to raise funds from abroad 

that they want or need to raise. 

According to the U.S. financial attache's conversation with 

Mexican officials and with U.S. bankars in Mexico City, Mexican foreign 

borrowings have been at a slower rate than had been expected during 

the first quarter of 1977. The slower rate of new borrowing has been 

attributed to Mexican reluctance to pay higher spreads over LIBOR 

(the London inter-bank offer rate) that banks are now demanding. There 

is apparently little other evidence of reluctance on the part of banks 

to extend new loans to Mexico at this time. There have been no reported 

problems with the rolling over of short-term bank claims. 
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We will be sending you up-dated background material on 

Mexico external borrowing and on the Mexican economic and financial 

situation on Monday afternoon. 

RES TR 1.C'I'ED 
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' To._ ___ C_h_a_i_rrn_a_n_B_u_r_n_s ________ _ Subject: Possible Multilateral Official 

F Ted Truman { 
romu~---------1~~·1r~1f+\+1------

Stand-by Credit for Mexico 
/ 

Introduction 

1. As you know, preliminary discussions were initiated about 

ten days ago about a possible large, multilateral official stand-by 

credit facility for Mexico. A figure of $1.5 billion for up to one 

year has been mentioned. The participants might be the United States 

(through the ESF and the Federal Reserve), Germany, Switzerland, 

Venezuela, Japan and, possibly, the BIS and some of the smaller 

European countries. 

2 . . The Treasury plans to explore this matter further with 

Mr. Romero Kolbeck when he visits Under Secretary Solomon on Tuesday 

morning. They plan to discuss the matter first with you at your 

breakfast with Solomon and Secretary Blumenthal on Tuesday. 

3. Two questions arise: (1) how far to go in discussions with 

the Mexicans at this time, (2) what to say to them. 

Surrnnary Analysis 

1. The arguments in favor of this type of arrangement appear to 

be the following. 

A. If Mexico were to face a severe external financing crisis 

-- a possibi~ity that cannot be ruled out -- it is likely that Mexico 

would turn to the United States and the U.S. government would feel 

compelled to do something to save the situation. In this context, 
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a contingency plan would be desirable, and a plan that involved countries 

in addition to the United States would have certain attractions. 

B. In principle, the credit arrangement could be .designed to 

reinforce the conditions on Mexico's economic policies that have been 

and will be established by the IMF. For example, this objective might 

be accomplished by requiring that (1) the IMF certify Mexico's compliance 

with the IMF conditions before agreement is finalized with the potential 

creditors and (2) that the IMF certify Mexico's compliance with IMF 

conditions before any actual drawings are made. 

2. The arguments against this type of arrangement appear to 

be the following. 

A. The evidence we and the IMF have indicates that Mexico 

is probably not now in full compliance with the terms of its program 

under the IMF Extended Fund Facility. However, the data to substantiate 

this suspicion, or to determine how serious the lack of compliance is, 

are not now available. We understand that it is unlikely that they 

will be available before mid-May. In this context, the danger exists 

that the multilateral stand-by credit package will be established and 

used by Mexico at a time when it later turns out that Mexico is in 

violation of the IMF agreement. 

B. At present, the participants in the multilateral stand-by 

credit package would have no assurance of a take out either from the 

IMF (since the super-tranche proposal has not yet been approved or even 

widely discussed) or from any other source. This suggests that Mexico 

should be asked to wait until the new IMF financial arrangements are 

in place. 

I I 
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C. Even if a finn role for IMF conditionality were agreed, 

the Federal Reserve might be reluctant formally to subjugate the use 

of its swap lines to the IMF's authority.~/ 

D. Such an arrangement might be viewed as providing a 

bail-out for the banks "with taxpayers' money." 

E . . Such an arrangement might also be viewed as a precedent 

encouraging large borrowers in private capital markets to turn to 

official sources other than the IMF for financial support. 

Summary of the Treasury View of a Possible Approach 

l; The Treasury wants to proceed slowly in this matter. On the 

other hand, consideration has been given to the possibility of presenting 

Mr. Romero Kolbeck on Tuesday with a document that would summarize the 

conditions that the United States would insist upon with regard to such 

an arrangement. The idea is to prevent the Mexicans from believing 

that agreement has been reached in principle on terms that we could 

not accept. 

2. Treasury would like to postpone formal agreement on such an 

arrangement until after the Interim Committee has met and, presumably, 

reached agreement on the general tenns of new IMF borrowing and how 

it might be used. Such a delay would provide a greater assurance of 

a take-out. 

3. Treasury has discussed this matter with Mr. Witteveen. He is 

reported to be enthusiastic about the idea because it would strengthen 

~/ The suggested size of the Federal Reserve's participation implies 
that under normal procedures the FOMC should be consulted. "' 
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the IMF's hand, As noted above, before any general agreement was reached 

it is envisaged that the IMF would have to declare that Mexico was in full 

compliance with IMF's conditions on Mexican economic policies. In addition, 

the IMF would have to give a similar certification before any request to 

use the multilateral, stand-by credit facility was approved. (Connnent. 

As noted above, this approach might look good on paper and work somewhat 

less well in practice.) 

4. Treasury recognizes that problems could arise in defining of 

the kind of emergency in which Mexico would have access to the multilateral, 

stand-by credit facility and in implementing agreed procedures in such an 

emergency. 

5. Treasury's preliminary thinking is that the multilateral, 

stand-by credit facility might amount to $1.5 billion. Of this amount, 

$660 million would come from the United States ($360 million under the 

existing Federal Reserve swap arrangement, $150 million that has already 

been drawn from the ESF, and another $150 million from the ESF). The 

Bundesbank might contribute $400 million. The Swiss National Bank 

might contribute $200 million. The remaining $240 million might come 

from Japan, Venezuela, the BIS and some of the smaller European countries. 

6. Drawings would be for three months with a maximum of three 

rollovers. 

7. Treasury has given little thought to the question of whether 

drawings would be pari passu or to the question of how decisions on 

activation would actually be made. (Connnent. This raises again the 

possibility that the Mexicans might seek to manipulate the arrangements 

u 
to their own short-run advantage.) 



April 4, 1977 

TO: Chairman Burns 

FROM: Ted Truman 

You asked me to write down for you the three main points 

you stressed in your meeting with President L6pez Portillo of Mexico 

in February. 

1. Mexico must abide by the IMF conditions on its economic 

policies. 

2. Mexico must bring its inflation rate under control and 

establish a productivity plan while at the same time following prudent 

demand management policies. 

3. Mexico should develop contingency plans in case, as may 

well be likely, Mexico is unable to borrow as much as it now plans to 

borrow abroad in 1977. 
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Attached are three recent cables from Mexico. 

Attachments: Mexico 
Mexico 
Mexico 

cc: Governor Wallich 
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E011652:N/A 
TAGSI EFIN MX 
SUBJECT~ PETRO~~ONOS 

REF: MEXICO 2882 

1. GOM IS NOW ORGANIZING A SYNDICATE OF PRIVATE ANO 
GOVERNMENT~OWNEO CREDIT INSTITUTIONS TO UNDERWRITE ANO 
MARKET TWO BILLION PESO ISSUE OF PET~OBONDSQ PROSPECTUS 
FOP ISSUE IS IN FINAL STAGES QF PREPARATIUNo 

2w CONTRARY TO REf, BONDS wI~L HAVE THREE YEAR MATURITYi 
ALSOr PRINCIPAL REPAYMENT WILL BE MADE NET OF INTEREST 
PAYMENTS OVER THE THREE YEAR PERIOOQ THAT ISu IF 
PRINCIPAL Of BOND RISES FROM 100 TO 15~ BECAUSE OF 
INCREASES IN DOLLAR PRI~E FOR CRU DE AND/OR BECAUSE OF 
DEPRECIATION OF PESO IN TERMS OF DO~LARS~ BONO HOL DER 
WILL RECEIVE 129 PESOS~ 150 PESOS MINUS THREE YEARS OF 
INTEREST AT 7 PERCENi~ THIS PROVISION WILL MAKE BONDS 
LESS ATTRACTIVE THAN WE HAD EARLIER ~ELIEVEDI IT WILL 
ALSO REDUCE COST TO GOVERNMENTQ 
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MEXICO 04214 J12339Z 

3g THE PROCEEDS FROM THIS ISSUE WILL BE FOR GENERAL 
REVENUE PURPOSES. PEMEX IS NEITHER THE BORROwER NOR THE 
GUARANTORa THOMPSON 

LIMITED OFFICIAL U~E 



.'11'-' ·J ~rH~' O;; ' t ...... 

"-----' J17fi;;< rdJ . 
1> 

,,,_ ....... . 

Department of State TELEGRAM 

UNCLASSIFIED 8661 

PAGE 01 MEXICO 04313 0123502 
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, E.,Ou 11652~ NIA 
• ' TAGS~ ~!NVp ETRD~ MX 
· SUBJECT: MlNISTEH OF COMMERCE SOLANA 1 $ VIEWS ON 
~·U0 Su~MEXICAN TRAUE ANO INVESTMENT 

• .. 1 0 EMBASSY UNDERSTANDS THAT MEXICAN MINISTER OF CDMMERCE 1 
' :fERNANDO SOLANAF HAS APPOINTMENTS TO SEE UNOEHSECRETAHIES 

.COOPER AND SOLOMON Of STATE AND TREASURY RESPECTIVELY 
APRIL A AND SECRfTARY KREPS APRIL 5~ 

. 2 0 SOLANA GAVE SPEECH BEFORE AMERICAN CHAMbER OF COMMERCE 
MARCH 31 MAKING FOLLOWING POINTS& MEXICO MUST EXPOHT MOHE. 
MANUF AC TURED GOODS AND lNOUSTRIALIZtD COUNTRIES SHOULD NOT 
GIVE IN TO TEMPTATION OF PROTECTIONISMQ ijY END OF 1977 
MEXICAN MERCHANUIZE DEFICIT CAN POSSIBLY BE HALVED. THERE 
WI LL BE A G~ADUAL REPLACEMENT OF IMPORT LICENSES HV 

' TARIFFS BUT IT WILL NOT BE POSSIBLE To ELIMINATE ALL 
. ·IMPORT tICE NS~Sa FOREIGN INVESTMENT WAS COMPLEMENTARY 
• •AND NECESSARY .CONTRIBUTION TO RATIONALIZATION OF MEXICAN -~- .. (, ,} {) '· 

(.~ ,t, <'_,\ u 
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~INDUSTR IAL AND COMMERCIAL STRUCTURE AND THERE WOULD B~ 
~EQUAL AND JUST APPLICATION OF THE INVESTMENT LAWSQ UaSo 
~INVESTORS AND ENTREPRENEURS SHOULD AUAPT THEIR 

• 'TECHNO LOGV IN MEXICO TO USE MORE LAbORg IN DEVELOPING THE 
1 ' £CONOMY OF MEXICO, THEY WERE HELPING A NEIGHBOR WHO HAS 

!~BEEN ONE OF THE uis@ BEST CUSTOMERS FOR DECADES~ 
: •1 THOMPSON 
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TO SECSTATE WASHOC 1278 
INFO TREASURY WASHOC 
AMCONSUL MONTERREY BY POUCH 

LIMITE n OFFICIAL USE MEXIco l/' 

EO 11652: N/A 
TA~S: EFIN MX . 
SUBJECT: INVESTMENT CLIMATE 

038206 /70 

1e SUMMARY: WHILE LDPEZ•PORTILLO HAS CLEARED A~AV MANY 
OF THE 6AD FEELINGS TOWARD GOVEHNMENT ON THE PART OF 
MEXICO/$ PRIVATE SECTOR, BUSINESSMEN ARE RELUCTANT 
TO UNDERTAKE NEW INVESTMENTS? WAITING FOR MORE SPECIFIC 
GOVERNMENT MfASURES. ENO SUMMARY, 

2a IN HIS FIRST FOUR MONTHS IN OFFICE, LOPtZ PORTILLO 
HAS MANAGED TO ELIMINATt MUCH OF THE TENSION THAT 
DEVELOPED BETWEEN THE GOVERNMENT ANO THE PRIVATE SECTOR 
UNnER ECHEVERRIA~ BUSINESSMEN LIKE JLP 9S STYLE 
AND FIND THE GOVERNMENT MORE ACCESSIBLE~ ON MARCH 28, 
JLP VISITED MONTERREY FOR A VIRTUAL LOVE FEAST WITH THE 
MONTERREY BUSIN~SS GROUP. AMCONSULATE GENERAL MONTERREY 
REPORTS THAT PRESIDENT SPENT MINIMUM AMOUNT OF TIME 
WITH LOCAL GOVERNMENT OFFICIALS ANO MAXIMUM AMOUNT OF 
TIME WITH PRIVATE BUSINESSMEN~ BER NARDO GARZA SADA, 
LEADER OF THE MONTERREY BUSINESS COMMUNITY, WAS LAUDATORY 

LIMITED OFFICIAL USE 
0 
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TELEGRAM 

TO LnP~Z•PORTILLO WHO RECI 0 ROCATED, SAVING "HOW BEAUTIFUL 
THAT YOUR FIRST PARTICIPATION IN PU8LIC HAS BEEN THIS 
EX~MPLARY SPEECH, FULL OF SOCIAL EMOTION, FULL OF 
PATRIOTIC SOLIDA~ITY, FULL OF THAT WHICH THE ANCIENT 
ROMANS CALLED THE SENTIMENT OF A GOOD FATHER OF FAMILY." 

3~ PURPOSE OF MONTERREY MEETING WAS TO SIGN AN AGREEMENT 
WITH MONTERRF.Y BUSINESS GROUPS CALLING FOR lNVESTMENTS OF 
100 BILLION PESOS OVER THE NEXT SIX YEARS, WITH THE 
INVESTMENTS TO 8E MADE THROUGHOUT THE COUNTRY. ThIS IS 
ANOTHER IN THE SERIES OF PUBLIC SECTOR-PRIVATE SECTOR 
AGREEMEN TS THAT HAVE BEEN NEGOTIATED. MONTERREY GROUP 
VItWS THE AGREEMENT AS LARGELY SYMBOLIC WHICH IS THE SAME 
ATTITUDe EXPRtSSED BY MEXICO CITY BUSINESSMEN TOWARD THE 
TEN PU8LIC•PRIVATE SECTOR AGREEMENTS SIGNED LAST DECEMBER. 
4u WHILE RELATIONS HAVt IMPROVtD, THE PRIVATE SECTO~ 
REMAINS RELUCTANT TO UNDERTAKE NEW INVESTMENTS, WAITING 
TO SEE MORE CONCRETE MEASURES BY THE GOVERNMENT. 
MONTERREY BUSINESSMEN SAID THAT ONLY POSITIVE MEASURE TO 
OATE HAD BEEN LIMITATION UF MINIMUM WAGE INCREASE TO 10 
PERCENT~ BUSINESSMEN DISLIKE SEVERAL JLP MEASURES, IN 
PARTICULAR THE EXCESS PROFITS TAX AND · THE SO•CA~LEO BASIC 
PRODUCTS PROGRAM,. THEY ALSO CONTINUE TO COMPLAIN ABOUT 
PRICE CONTROLS ANO THE GCVERNMENT 1 S RELUCTANCE TO LOOSEN 
THF.SE. THF. GOM SEEMS Tu BE RESPON01NG TO BUSINESS CONCERNS 
ON THE EXCESS PROFITS TAX, aur REMAINS VERY RELUCTANT TO 
LOOSEN PRICE CONTROLS 8tCAUSE OF THE IMPACT HIGHER PRICES 
COULD HAVE ON WAGc SETTLEMENTS9 

5. BUSINESSMEN ALSO ARE CONFUSED REGARDING EXCHANGe RATE 
POLICY. WITH A WIDESPREAD BELIEF THAT THE PESO WILL. 
DEPRECtATE TO Ab0UT 3~:L bY YEAR END, THEY ARE RELUCTANT 
TO TAKE ON ADDITIONAL DOLLAH OEBTQ THEY ALSO HESITATE 
TO REPATRIATE CAPITAL. PESO CREDIT REMAINS LAR~ELY 
UN AV A I I. A 8 L F. Q 

LIMITED OFFICIAL. ,,.uSE 
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6. AS BEST Wf CAN DETERMINE THERE HAS BEEN NO INCREASE IN 
PR!VATE SECTOR INVESTM~NT NOR IS AN INCREASE LIKELY IN 
THE NEAR FUTUREa 

7Q FOREIGN DIRECT INVESTMfNT SEEMS TO BE A~FECTED BY THE 
SAME FACTORSP PLUS THE GENEKAL RESTRICTIONS EMBODIED IN 
MEXIC~N LAWS~ THERE HAS BEEN NO INDICATION OF A SHIFT IN 
GQM POLICIES RE fOREIGN DIRECT lNVESTMENTp THOUGH SENIOR 
GOM OFFICIALS HAVE SPOKEN PUBLICLY A~OLJT NEuOTIATING 
SPECIAL CONDITIONS FOR INVESTMENT PA,KAGES CONSIDERED 
PARTICIJLARLY DESIREABLEg 

a. GOM FEELS FRUSTRATED BY PRIVATE SECTOR'S CAUTIOUS 
ATTITUDE AND PRO~ABLY VIEWS QUADRIPARTITE COMMITTEE AS 
ANOTHER MEANS TO STRENGTHEN THE AURA OF GOOD RELATIONS 
BETWEEN PUBLIC AND PRIVATE SECTOR~ ANO, HOPEFUL~Y, TO 
ACHIEVE CONCRETE RESULTS - WHICH HAVE NOT YET EMERGED FROM 
THEIR OTHER EFFORTS~ THOMPSON 

LIMlT~D OFFICIAL ust 



April 7, 1977 

TO: 

FROM: 

SUBJECT: 

Chairman Burns/ 

Ted Truman r {'i \ 
ti 

Treasury Paper on Possible Multilateral Swap Arrangements for 
Mexico 

Governor Wallich and I have discussed the Treasury paper on 

possible multilateral swap arrangements for Mexico. We have the 

following comments and questions. 

1. At the present time, there appears to be no need for such 

arrangements. Why, therefore, are we pursuing the matter? 

2. If Mexico has a need, how large is it? Where did the 

figure of $1.5-$1.9 billion come from? 

3. Is this a temporary arrangement? How long would it be in 

place? 

4. The paper does not mention how long the drawings might be 

expected to be outstanding. What is expected? 

5. Such an arrangement not only creates a precedent for other 

countries to come to the United States and the other participants for 

similar arrangements, it also might encourage private lenders to insist 

on similar "collateral arrangements" before they lend further to other 

developing countries, e.g., Brazil. 

6. The paper envisages Mexican drawings only in an emergency and 

after IMF certification of Mexican adherence to the IMF conditions under 

the Extended Fund Facility. What happens in the case when the last IMF 

mission to Mexico was two months before the request for a drawing and 

it brought back data that are now five months old? If 11exico truely has 
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a financial emergency, won't a decision on action have to be made in 

a matter of hours? 

7. In this connection, the essential missing ingredient in 

our knowledge about Mexico -- aside from fiscal data -- is that they 

'have not provided .precise information on their external financing needs 

and how they plan to meet them. • Shouldn't such information be a pre-

requisite for such an arrangement? 

8. Consideration should be given to the proper relationship 

between five sources of external financing for Mexico: private lending, 

.TMF lending under the Extended Fund Facility, Treasury lending to pre-

finance drawings on the Extended Fund Facility, the proposed multilateral 

swap arrangement, and the IMF super tranche. 

9. The numbers suggested in the Treasury paper look high. It 

is unlikely that Belgium and the Netherlands would each contribute $100 

million when they contributed only $150 million to the sterling balances 

arrangement. It is unlikely that Japan would give as much as $250 million, 

or that Canada can contribute at all. Are we in danger of falsely raising 

the Mexican's hopes? What about participation by Venezuela? 

10. Why should the Federal Reserve put in more than the 

Treasury? What kind of a firm take-out provision is available to the 

Federal Reserve if Mexico cannot repay within a year? 

li. Shouldn't Mexico be explicitly encouraged to repay any 

drawings through borrowing either from the IMF or from the market? 
.r ~. f O fr t>". 
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Multilateral Standby Swap Arrangements for Mexico 

I. Overall structure of a Multilateral Standby Swap Arrangement 

Mexico is seeking establishment of a multilateral swap 

arrangement . The Germans and Swiss have indicated substantial 

interest . This section examines several questions related to 

the overall structure of a multilateral swap arrangement for 

Mexico: 

1 . Institutional framework; 

2 . Conditionality prior to setting up such an 

arrangement; 

3. Size and composition; 

4 . Conditions for activation of the arrangement 

including veto power by the contributors; and 

5 . Provisions for repayment including possible "take out". 

Our thinking on the above considerations is as follows: 

1. Institutional framework. The Federal Reserve Bank of 

New York could serve as the fiscal agent for all the participants 

in the facility . Mexico would make requests to the New York Fed 

for drawings on the facility, with the Fed notifying participants. 

It is preferable to have the Fed act in the capacity rather 

than the BIS largely because it is essential for determinations 

by the IMF to be binding on all participants. The BIS manage-

ment, in the Sterling Balance Facility, for example, was 

reluctant to be bound be determinations of the IMF Managing 

Director even when the BIS acted as agent for member central 
DECLASSIFIED ·~ 
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Moreover, unlike the Sterling Balance Facility, 1) there is 

no precedent for locating a Mexican swap facility in the BIS; 

2) unlike the Bank of England the Bank of Mexico is not a 

member- of the BIS. 

2. Prerequisite. A letter or statement from the IMF 

that Mexico was fulfilling the conditions of the Extended Fund 

establishing a multilateral swap facility o This would require 

the Mexicans to implement economic policies which are needed to 

meet the EFF targets and which have not been forthcoming to date. 

The requirement of a prior letter from the Fund would also 

demonstrate our support of the IMF and make it clear to the 

Mexicans that we feel adherence to the stabilization program is 

essential for multilateral financial support. (In a telephone 

conversation Witteveen and Solomon discussed this issue. 

Witteveen expressed support for the idea, and felt that the 
very 

arrangement itself would be/--..1seful. In addition, he felt that 

conditionality based on the IMF program would provide additional 

leverage in urging the Mexicans to meet the EFF program targets.) 

3 . Size and Composition. Our initial thinking indicates that 

a facility of $1.5 to $1.9 billion could be arranged,composed of 

contributions of the following amounts, with drawings and 

repayments being pari passu and proportionate among the 

participating countries. 

I 
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Hypothetical contr~autions to multilateral fa1..u ..._ity. 

Millions 

U. S. $660* 

Germany $340 

Japan $250 

of$ 
Share with 
6 participants 

(44% ) 

(23 . 5%) 

Share with 
8 participants 

Switzerland $200 (13% ) 

35% 

18% 

13% 

11% 

Canada $150 8% 

BIS $100 ( 6.5%) 5% 

Netherlands $100 ( 6.5%) 5% 

Belgium $100 ( 6 . 5%) 5% 
*The suggested U.S . contribution of $660 million combines 

the present $300 million ESF swap arrangement and the $360 

million Federal Reserve swap line. The ESF would turn $150 

million of"window dressing" into drawable credit and would 

extend the entire line on the terms of the multilateral facility . 

This does not require a much greater U.S. commitment than already_ 

exists and avoids a completely bilateral U. S. connnitment to the 

Mexicans. 

4 . Conditions for Activation . Upon a Mexican request to 

draw from the facility, there would be a consultation among the 

participating countries to determine whether the request met 

two criteria, both of which would be required for the drawing 

to be approved. 

a . There is a genuing "emergency" need to draw. 

What "emergency" would lead to activation of the swap? 

This is more difficult to define in advance in that 

in many cases it may become a qualitiative rather than 

quantitative assessment of a situation . Accordingly, 

it may be preferable to develop a more general language 



so that drawings could be made only, for example, to 

meet "an ""'mergency in Mexico's reser _. position or 

exchange market situation which cannot be dealt with 

by other means and which would have serious consequences 

for the stability of the international monetary system." 

b. That Mexico is meeting the EFF targets. 

The IMF would be requested to certify whether or 

not the EFF targets were being attained. Attainment 

of the EFF targets would thus become a prerequisite 

for each drawing as well as for the initial establish-

ment of the standby. This would necessitate the IMF 

being fully informed on a continuing basis on the 

current economic situation in Mexico. 

c. Provisions for Repayment. Unlike similar arrangements pro-

vided for the UK in mid-1976, in the Mexican case there 

would be no provisions directly linking repayment to 

IMF drawings . If Witteveen's "super tranche" facility 

is in place, activation of the swaps would be linked 

to Fund resources, e . g., one additional factor in 

allowing drawings will be whether Mexico is eligible 
to draw like amounts within 3-6 months from the 

IMF. (The current availability of IMF credit to 

Mexico is limited -- only 100 million SDRs are 

available through the remainder of 1977.) At this 

point there are no concrete assurances that the new 

Fund facility will be in place, therefore the multilateral 

swap cannot be explicitly tied to future Fund drawing. 

/~ote: Where the provisions of (a) above have been 

met and IMF management certifies that Mexico would 

be eligible to draw the requested amount from the 

Fund within 3 months, there would be a strong presump-

tion in favor of activation of the swap to that extent~/ 



II. Advantages and • • sadvantages of EstablishiP 0 Such a Facility. 

1 . Advantages. The obvious advantage which the Mexicans 

are fully aware of is that such a multilateral standby 
could be used as "collateral" for private financing. 
This may add a confidence factor to the Mexican 

situation and enhance Mexico's ability to borrow 

from the private market. However, current indications 

are that Mexico is not experiencing difficulty in rolling 

over short term debt nor are we aware of any difficulties 

they may be having in floating new issues although 

the magnitude of these new issues has not been significant. 
2. The conditionality, linked to the EFF program, offers 

several positive elements: 

1. Offers greater incentives for meeting the 

performance targets set forth in the IMF 

agreement. 

2 . Provides greater leverage for those Mexican 

officials, particularly in the Bank of Mexico 

and Finance Ministry, who have been urging 

additional cuts in public expenditure . These 

officials have been meeting strong resistance 

from Carlos Tello (Minister of Planning and 

Budget) who has inside access to President Lopez 

Portillo and has been pushing for even greater 

expenditure than has been budgeted in FY 77. 

3. By establishing a mu,ltilateral arrangement, should a 

crisis occur, the U. S . would not stand alone in providing 

financial assistance to Mexico. A positive U.S . effort 

in supporting and leading such an arrangement would 

exhibit our desire and willingness to assist Hexico 

through their current economic difficulties. 



Disadvantages . 

1. There is no clear indication that such a facility 

is really needed and could conceivable generate a 

negative market reaction if the private community 

interprets the action as "the Governments know something 

that we do not know "" 

2 0 It may raise a slight problem in explaining to the 
Portuguese why such a facility could be arranged 

for Mexico given the obvious difficulties that we 

have encountered on the Portuguese consortium loan. 

(The main difference is that the Mexican situation is a 

short-term rather than a medium-term problem, plus 

the peso is a convertible currency while the escudo 

is not and so is not considered an appropriate asset 

for central banks.) 

3. Establishment of such an arrangement for Mexico may 

lead others to seek similar arrangements. 

III " Recommendations: 

l o That we clearly indicate to the Mexicans that formal 

discussions on establishing the facility will not proceed 

until after the IMF mission returns from Mexico (scheduled 

for sometime in May) and reports on the economic situation, 

with the explicit presumption that the EFF targets are being 

attained. 

2 " That we indicate to the Mexicans our willingness to 

proceed with informal discussions on the establishment of a 

multilateral swap arrangement and emphasize that this facility 

could not be used to undermine or lessen IMF conditionality in 

anv wav n 



3. That we discuss with other potential participating 

countries the magnitude of the facility and their potential 

contribution. 

4 . That we make a careful examination of the likelihood 

that if established, drawings would be made against the swap 

arrangement. 

5 . That we ascertain what provisions (if any) can be made 

to assure payback in the event of emergency situation. 

6 . Above all, that we proceed slowly in order to better 

evaluate the likelihood that the Witteveen facility will be 

established which would enable linking any swap drawings to 

possible takeout from this facility . 



C-BN.F-IDENTIAL April 14, 1977 

TO: 

FROM: 

Cb.airman Burns /\ 
., ; '·t{\ 

Ted Truman V t • 
Attached is the latest cable from Mexico. It is consistent 

with most of the information in Mr. Maroni's briefing last Friday. You 

might be interested to note paragraph 8 in which it is reported that 

the IMF is becoming the "whipping boy" for the president, privately, and 

for some private economists writing in the press. 

cc: Governor Wallich 
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SUBJECT: C LRRE ITT ECON OM IC SIT lAT ION Ct F 
1. SLMMARY: · MEXICO'S ECONOMY, ACCORDING TO MOsr ACCOUNTS, 
IS STAGNANT, l(ITJL.ttQ __ SIGNS OF AN.OJERALL __ RECOVERY •. 
ECON (XI) IC pa_ IC IE s C ONr~nrnrT o-·;::: HOTL y DE B.l\ TED \,/ITH rn GC?11. 
IMF · IS BECOMING A TAR G::T OF CR L IC ISM AND LABOR IS SHOWING 
SIGNS OF RESILESS~ESS. END Sll'\MARY. 

2. &.D,ilDOWN IN INDUSTRIAL ACTIVITY THAT BEGAN IN MID-76 
AND \iAS AGGRAVATED BY SEPTEMBER 1 DEVAL Ut\T ION DC£S NOT 
APPEAR TO HAVE BEEN REVERSED THOUGH IT MAY HAVE REACHED 
BITTT°'1. AS THERE ARE NO DATA ON INDUSfRIAL ACTIVITY IN 
THE F' !RSI' Ql.¥\ITT ER, OUR REMARKS ARE QUALITATIVE. P.RJ'L€11~ 
~,f;_gJ..QJ:L.ltHl.E.SI.ME..ITT , WHICH DR OP PED IN LA Sf QUARTER OF 
l 97 6 p_CE_§_N_Ql'_AP..P.~A!Ll.O_HA VE __ REV_ ryEp. e.UBL.lC __ SE CT.lR 
srfJ~.D.lN..!.1, ON sor H CURRENT AND CAPITAL ACCOUNTS, -IS .... SAIIL~ 

"j _ _o BE Rlt-lNING BELON BUDGETED LEVELS DUE IN PAITT TO DELAYS 
oill:7'11THE'""'"A"m·1rrrsrn·Ar-wr~r-roRtrr-KNt>1tfP-AITT·-·r·o-·rm:··N·oR~YAL 
DELAYS IN SPENDING ASSOCIATED 'wITH A NEW ACT'lINISTRAT ION. 
INCREASED ACTIVITY IN THE PETRCLEU11 AND RELATEDNDUSTRIC::S 

!~ 
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3. GQ\1 OFFICIALS MAif-ltAIN THEY HAVE ATTAINED IMF FIRST 
QUARTER TARGETS FOR MONEY SUPPLY AND BUDGET DEFICIT • 

4. MEXICO'S CURRENT ACCOUNT DEFICIT IS SAID TO BE Rlt'JNING 
BEL ow PREVIOUS YEAR LEVEL s, A.ND __ T HL_F_IRST __ QUARTER__ DEE.IC IT_ 
IS LIKELY T O BE A BOUL$ 400_. (!l ILL ION~ TH IS IMPRWEMENT IS 
Dl:Jr1·6 -- SL-diDOwN-Hf" -·oOMEST IC ECONOMIC ACTIVITY AND AN 
INCREASt-~ur~ PET-RO[E m -·AND ""' COFFEE . EX PORT s;·-1 HE LATTER 
BENEFITING FR~ HIGHER ~ORLD PRICES. 
5. EXCHANGE RATE HAS REMAINED BETWEEN 22.50 AND 23.00 
PESOS SINCE LATTER PART OF JANUARY., THE MARGIN BIT'er'EEN 
BUYING AND SFJ..LING RATES HAS NARROWED WHICH \!JOLLD SEEM TO 
IND IC AT E A M ORE E FF IC IE NT MAR KET • U H ILE EA N K OF MEX IC 0 
CONT IN U£ S TO MA INT A IN IT IS LARGELY OUT OF THE MARKET, 
IT IS IN A POSITION TO INFLUENCE THE RATE BY CONIRCl.LING 
TO S'l1E.,.DE.GREE ---l-HL,FOREIGt.f EXC.H.ti'iiGE ·Acr IVIT IES OF . PUBLIC 
~c;f·ffi -ENT !TIES. CAPITAL FLIGHT APPEARS TO EE NEG.IGiaE, 
'Ot1~fG'' "AS "MUCH T'O A LACK OF .DOMESTIC LIQUIDITY AS TO or HER 
FACTORS; CAPITAL REFL™S, WHILE PROBABLY GREATER, ARE NOT 
SIGNIFICANT AS BEST WE CAN FIGURE. THEY SEEM TO BE TAKING 
IBE. FORM OF REPATRIATION OF DOLLAR CURRENCY MORE THAN _ 
HITER-BANK FL OHS. THESE NET REFl.O.wS PLUS RELATIVELY SrlALL 
NET INFL™S FROM PUBLIC SECTOR EXTERNAL BORROWING APPEAR 
TO BE THE BASIS Fm T STAELE EXCHANGE RATE AS BANK Cf' 
MEX I CO RE SERVE S A RE RE PORT E DL Y ST A EL E. 

6. PRESIDEITT SEEMS PERPLEXED BY COUNTRY'S PRESENT 
ECONCT11 lC SITU AT ION. GCM REALIZES THE INADEQU.4C IES OF ITS 
FORM ER DEVELOPMENT MODEL, BUT IT HAS YET TO DEVISE A NE \tJ 
Sf RAT EGY. LIKE \,JI~ , - II.-REAL_IZE S._J .HE . [EED_f OR ___ F: !NAN C IAL. 
St--AB-lL-IPt, ~UT IT IS REL OCT ANT TO RUN THE PCl. IT I CAL RI~ S 

•. INVQVED IN TAKING THE STEPS USUALLY ASSOCIATED WITH 
ACHIEVING THIS STABILITY. 0 _IN __ PAR_TICULA.R, GCX1 lS_ ~REP,9_: 
.CUP-lED-B-Y-R--ISK--.OF,_L A ___ D_l S_?~T I SFA cr ·ron .. VIT w~ 10 PER-
CENT LID ON NEGOf IATED WAGE SETT[EMENTS. THIS IS RESLLT ING 

~~IFlDENT 1M. 

• 
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IN REPRESSED INFLATION AS THE GOJERNMENT IS RELLCTANT TO 
APPROVE PRICE INCREASES Fffi MANUFACTURED PRODUCTS SUBJECT 
TO PRICl: CONTRO..S AND FOR PU& IC SE.CT OR ENTITIES' PRICES. 

7. NU'lEROUS IDEAS ON A LONG:R TERM DEVELOP-ME~r STRATEGY 
,. EXIST. THESE EMP}~SIZE THE NEED TO ABANDON MEXICO'S 

PROTECTIONIST PQICIES AND CREATE THE BASIS FOR EXPORT-
ffiIENI'ED GROwTH. HERE AGAIN G01 IS RELUCTANT TO ACT 
BECAUSE OF OPPOSITION f'R(lli Da1EST IC INDUSTRY IN MONOPO-
LISTIC POSITIONS AND THE SHORT-TERM IMPACT SUCH PCLICIES 
MIGHT HAVE ON THE BALANCE OF PAYMENTS AND EMPLOYMENT. 

S. AS USUAL IN MEXICO, THE COUNTRY'S ECON01IC PROBLEMS 
ARE BEING BLAMED mi EXTERNAL FACTrns. IMF IS BECCJrllN_G_A 
~LlJ:f-lN_G .. ...B.O..Y., BY THE PRESIDENT PRIVATELY-,fi~o;--·nf THE LAsr 
FEW DAYS, BY PRIVATE ECONCX1ISTS VIA THE MEXICAN PRESS. 
PRESIDENT, IN SPITE OF HIS EXPERIENCE AS FINANCE MINISTER, 
IS R El. U CT A NT T O T A KE ST RON G ST AB IL IZ AT I ON ME A S URE S A ND 
APPEARS CONFUSED BY, OR UNDECIDED BECAUSE OF CONFL !CT ING 
ADVICE FRCX1 HIS CABINET. AS BEST WE CAN DETER~INE, THE 
CENTRAL BANK AND TREASURY ARE URGING STRONGER MEASURES, 
PARTIClLARLY AS REGARDS PUBLIC SECTOR SPENDING, \.'HEREAS 
THE BUDGET AND ~ANNING MINISTRY IS RECarlMENDING THAT ONLY 
THROUGH lNCREASED ·PUBLIC SECTOR INVESTMENT SPENDING CAN 
BOTTLENECKS TO INCREASED OlITPUT BE REMOJED . AND INFLAT IOOARY 
PRESSUiES DAMPENED . OJER THE MEDllJi1 TERM. 

9. INFLATION IS A MAJOR POL IT ICAL AND ECONOii IC CONCERN OF 
THE GOJERNMENT AT THE M°'1ENT. BANK OF MEXICO ISSUED ITS 

CQ~ff IDE NT lid-
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J:B_LCE-,..JND-l -CES- F-0-H --- MAR.CH-~WHI.CH , SHOWED A SLOWDOWN IN 
IN MEXICO CITY.: s CPl.- THE MONTH TO MONTH INCREASE 
MAR'CH WAS 1~--5 PERCENT COMPtiRED TO 2.5 PERCENT IN 

I NCREAS£S -
FOR • ·-

FEB R U AR Y • T HE N l:\ T I O N AL C P I H A S B EE N I N CR EA S I NG AT A 
SLIGHTLY FASTER RATE THAN THAT FOR . MEXICO CITY t PROBABLY 
BECAUSE PRICE CONTROL ENFORCEMENT EFFORTS ARE MORE EFFEC-
TIVE IN THE CAPITAL THAN IN THE MAJOR PROVINCIAL CITIES. 

10. GOM HAS MOVED SLOWLY TO IMPLEMENT ECONOMIC POLICIES. 
• SOME PUBLIC SECTOR PRICES ARE BEING RAISED, BUT ONLY 

PIECEMEAL. INTEREST RATES ARE TO BE DETERMINED BY MARKET 
CONDITIONS, BUT BANX OF MEXICO WILL PROBABLY MOVE ONLY • 
GRADUALLY TO~ARD MARKET-DETERMINED INTEREST RATES. LEGAL 
RESERVE REQUIREMENTS FOR BANXS HAVE BEEN MODIFIED, BUT GOM 
OFFICIALS MAINTAIN THAT THIS WILL NOT, IN NEoR FUTURE, · 
RESULT IN INCREASED CREDIT AVAILABILITIES FOR PRIVoTE 
SECTOR. SOME IMPORT-LICENSING REQUIREMENTS HAVE BEEN 
DROPPED, BUT THIS APPEARS TO BE A MEASURE TO REDUCE PAPER 
WORK MORE THAN A TRaDE-LIBERALIZATION MEASURE. EXPORT 
REBATES HAVE BEEN RE-INTRODUCED, BUT THIS SEEMS TO INDICATE 
FAILURE OF THEIR EXCHANGE RATE CHANGE TO MAKE MEXICO'S 
MANUFACTURED EXPORTS COMPETITIVE AS THE REBATES WERE 
DROPPED AT THE TIME OF THE DEVALUATION. THERE HAVE BEEN 

.Q3 NF ID ENT I AL 
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,NO ·PUBLIC STATEMENTS ON THE BUDGET SINCE IT VAS INTRODUCED 
LAST DECEMBER, THOUGH VARIOUS GOM OFFICIALS HAVE SAID 
PRIVATELY THAT THEIR CURRENT EXPENDITURE BUDGETS ARE BEING 
CUT" 

11. AFTER 22 YEARS OF RELATIVE ECONOMIC STABILITY, MEXICO 
AND MORE SPECIFICALLY ITS PRESIDENT ARE ON THE HORNS OF A 
DILEMMA. THE OBVIOUS ECONOMIC SOLUTIONS RUN POLITICAL 
RISKS. THE CURRENT ECONOMIC PROBLEMS - INFLATION, STAGNATION • 
AND INCREASING UNEMPLOYMENT - HAVE POLITICAL RISKS. 
THOMPSON 

• --eONFIDENTlAl1 

6-) NFIDENTI Al:. 



.___.,, 

April 22, 1977 

TO: Chairman Burns /i' 
FROM: Ted Truman f; r~ l . 
SUBJECT: Visit by Mexican Officials 

In connection with your meeting on Monday with Mr. Moctezuma, 

Mr. Romero Kolbeck, and Mr. Alfredo Phillips, Mr. Maroni has prepared 

the attached background material. 

a. Mr. Maroni's Board Briefing, April _8, 1977. 

b. Update on Mexico, April 13, 1977. 

c. Recent Fiscal Policy and Wage Policy Trends in 
Mexico, April 22, 1977. 

d. Recent Economic and Financial Indicators. 

We understand from the notes (extra copy attached) on 

Mr. Solomon's trip to Mexico that at least one of the purposes of the 

Mexican officials' visit with you is to discuss your views on bank 

lending to developing countries in general and Mexico in particular. 

They apparently believe that they have been experiencing some resistance to 

their borrowings in the market because of your remarks. 

We also understand that when these officials visit the IMF 

they may for the first time suggest an adjustment in the Extended Fund 

Facility program with the IMF. In particular, they may ask to raise the 

ceiling on the budget deficit from 90 billion (and 6 per cent of GNP) to 

105 billion pesos, about 6.5 per cent of estimated 1977 GNP. It is clear 

from the Solomon notes that there is still a policy struggle in Mexico 

on this and related issues. The notes also mention that after May 1 

RESTRICTED 
MA cr~-1,.# '-1'1 
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President Lopez-Portillo is planning to give a major economic policy 

address; this speech has been planned for three months. 

With respect to the possible multilateral stand-by swap 

arrangement, Mr. Solomon apparently emphasized that the following con-

ditions would have to be met. (a) Mexico must be abiding by the IMF 

conditions at the time· the arrangement is formalized. (b) Mexico must 

be abiding by the IMF conditions at the time of any drawing. (c) The 

drawing rrrust be associated with an emergency, or a genuine financing, 

need. (d) Participants can opt out if necessary. (e) The private market 

must know of the conditions. (f) Drawings are to be for three months 

with a maximum of three rollovers. (g) Mexico must commit itself to 

using the IMF super tranche as a take out if such an arrangement exists. 

It is a little unclear to me exactly how matters are proceed-

ing with respect to Mexican thinking on this subject. I was disturbed 

by the report that Lopez-Portillo does not yet know about this proposal. 

My concern is that the plans could become so far advanced that, by the 

time Lopez-Portillo hears about them, political forces might lead to 

their implementation without the needed conditionality. 

According to Solomon's report, the Mexicans are prepared to 

move slowly on this matter, probably talking to the Canadians and Japanese 

during the meetings in Washington next week. On the other hand, I have 

since heard that the Mexicans may be pushing to move ahead more rapidly. 

cc: Governor Wallich 

RES'fRICTED. 
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Mexico's Current Economic Situation 
and Prospects - Under-Secretary Solomon's 

Trip to Mexico April 12-15, 1977 

1 . . Summary: There is qualified optimism regarding economic 
prospects and the GOM's ability to meet the percentage 
targets in the Fund-GOH agreem~nt. Inflation is a major 
political as well as economic concern. The President is 
going to address the nation on economic subjects shortly. 

2. The Fund and the Budget 

Much of Mr. Solomon's discussions focused on the Fund 
targets and the Budget deficit. The President made a strong 
pitch that the Fund should adopt a more flexible attitude 
toward Mexico. He argued that Mexico could not afford to 
tighten its belt to the same degree that the U.K. or Italy 
might do because of a lack of social welfare programs. He 
also stressed that too stringent stabilization measures could 
mean political risks that could result 41 a "fascist" political 
solution as in southern South America. 

Later, Lie. Izquierdo said by "flexibility" the President 
probably meant not only a small increase in the public sector 
deficit to 100-105 billion pesos, but also a loosening of the 
money supply targets if it was necessary to resort to money 
creation to finance a part of this deficit. Lie. Solis, and 
others, maintained that it should be possible to meet all the 
Fund targets except the 90 billion peso target; that is, the 
money supply target~ the percentage targets such as the 6% 
public sector deficit target, and the $3 billion limit on 
the increase in the public sector external debt. 

The 6% of GDP target for the public sector deficit 
was said to be attainable by the President but Izquierdo 
and Escobedo said it may be 7%. The attached table outlines 
what might happen to the deficit. Lie. Izquierdo said that 
Bill Dale had given the President a letter on December 1, 
of last year stating that the percent targets were more 
important than the specific monetary targets. Several officials 
made the point that the economic situation had changed so 
significantly in the three months following the negotiations 
of the Fund Agreement (Oct.-Dec.), that the specific targets, 
in particular the 90 billion peso deficit, were recognized 
as unattainable, by the Fund as well as GOM officials. 

DECLASSIFJED 
E.O. 12958 Sec. 3.6 
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The absQlute size of the prospective deficit is also 
disputed. Tne figures mentioned ran from 100 to 110 billion 
pesos. The size depends in part on the impact of revenue 
measures to be announced after May 1. This is the local 
Lqbor Day and the GOM does not believe it can boost public 
sector prices before as labor would blame the government for 
aggravating inflation. Among the measures under consideration 
are higher prices for gasoline and some other oil products 
but not diesel fuel as this would impact on public trans-
portation costs. The GOM hopes to raise about 20 billion 
pesos additional revenue through its revenue measures. 
Escobedo said that the measures already taken on prices for 
sugar, telephones and fertilizer will add 10 billion pesos to 
the original revenue estimate. Raising the price of gasoline 
one peso per liter brings in 10 billion pesos additional 
income annually. 

. Regarding financing of the deficit, there was general 
agreement that about 50 billion pesos would be financed 
from domestic sources, and about 60 bill~on pesos would 
come from foreign borrowing. Most of the 50 billion would 
come from the domestic banking system via the reserve 
requirements. As noted above, there was some doubt as to 
whether the increase in bank deposits would be adequate to 
finance this volume of credit without resorting to money 
creation . While the GOM will receive some funds from direct 
domestic borrowing, these will not be significant. Escobedo 
said he thought ~2.6 billion in foreign borrowing would raise 
59 billion pesos. l{e also mentioned that the G011-owned 
financial institutions might borrow 20 billion pesos externally, 
in addition to the public sector deficit. He said that the 
GOM might let private bankers handle some of this borrowing. 
(Note:" 20 billion pesos net foreign borrowing by the GOH-
owned financing intermediaries, in addition to their lending 
to the public se,ctor, would put the increase in the net new 
GOM external debt over the $3 billion ceiling. This may be 
why they wo.uld try to, switch some of this borrowing to the 
private sector.) 

Escobedo also thought the drawdowns of Fund credit were 
outside the $3 billion ceiling. 

The Bank of Mexico noted the Government still had a 
slight surplus in its account; that is, the Bank could still 
advance funds to the government based on the increase in 
domestic liabilities of the Bank. This, it was noted, was 
unusual this far into the year. 

Ill' 
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Regarding expenditures, officials noted there were no 
plans to reduce spending below budgeted levels. They 
maintained that current spending would not increase in real 
terms whereas investment spending would increase about 4%. 
They maintain there will be no increase in federal employment. 

Apparently the President held a series of meetings last 
week on economic policy and the budget, in particular. Nobody 
gave much information on what transpired, but Izquierdo noted 
that the President recognized the need to reduce consumption 
and increase savings. Apparently, the revenue measures were 
decided at these meetings as well as a decision not to red~ce 
spending. 

2. The Exchange System 

Romero Kolbeck said that the Bank of Mexico was controlling 
foreign exchange transactions by public sector entities in order 
that these would not upset the market. ~his meant that certain 
purchases or sales were postponed until they could be matched. 

Regarding the exchange rate, Romero said it would probably 
depreciate further and mentioned the figure 25:1 by year-end 
as a very hypothetical possibility. Solis noted that the 
Fund might be concerned at the lack of any significant move-
ment in the rate since January 30. 

Romero said that the BIS experts had advised against 
a major attempt to 6reate a forward market until some degree 
of stabilization is attained. Romero did state some very 
limited forward transactions were taking place. 

3. The Balance of Payments 

Every official noted with pleasure the improvement in 
the current account deficit. Izquierdo said that he would 
be concerned over a deficit for the year below two billion 
dollars as this would imply a very low level of economic 
activity. Solis maintained manufactured exports were increasing . 
Izquierdo said the reintroduction of CEDIS (rebates to 
exporters · of manufactures for indirect taxes) should be viewed 
as a signal that the GOM wanted to direct manufacturers' 
attention to export markets. 

" 
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Escobedo said that net oil exports in 1977 should be 
$750 million, increasing to $1.1 billion in 1978 and $1.5 
billion in 1979. (The 1976 net petroleum exports were about 
$265 million). 

4. Inflation and Wages 

Inflation was recognized as Mexico's most urgent economic 
problem, with political overtones. Izquierdo noted that no 
important group in Mexico could live with inflation. He also 
said that wage pressures constituted the major inflationary 
pressure at the moment since aggregate demand is flat at best. 
All officials noted that the monthly rate of inflation had 
been declining, but that the year to year rate of inflation 
(GDP price deflater) was unlikely to be _less than 30%. 

May 1 Labor Day was cited as very important. Izquierdo 
said the slogan of the day was likely to be "Lower Prices" 
rather than "Higher Wages." He said the---10% ceiling on wa ge 
increases was being maintained and that he was hopeful it 
could be held another three to four months. Izquierdo said 
that the 90 basic consumption goods should be ready for 
distribution by May 1, and emphasized that production and 
distribution of these products would be important in 
con~inuing labor-acquiescence toward the 10% ceiling. 
Also, price increases for manufacturers' other goods would 
be contingent on their producing these goods. (Hote: It 
would appear that the rate of inflation may spurt in June 
and/or July fol1owing the prices increase). 

Solis noted that labor also opposed any depreciation 
in the exchange rate~ 

5. Presidential Speech 

The President is planning to give a major economic 
address shortly, though no firm date is fixed. He will 
be emphasizing the need for austerity and sacrifice, and 
laying out the government's economic program in some detail, 
but probably no t mentioning specific numbers. I z quierdo 
noted that this was the speech that has been in the making 
for three months . 
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6. General Economic Situation 

Izquierdo noted that demand was flat and that 
retailers were complaining. He presumed the economy 
was not growing at the moment, and said he did not 
anticipate a growth rate over 2% for the year. Regarding 
private investment, he said the larger businesses were 
going ahead with investment plans, but that small and 
medium sized firms were holding back. He noted the lack 
of credit and expressed some concern that this was hindering 
any recovery in output. Mancera said no decision had yet 
been made on interest rates on peso deposits. He also said 
liabilities of the banking system in dollars had increased 
as fast, or faster, than peso liabilities. 

7 . External B?rrowing 

Escobedo maintained that he did· not anticipate any 
problems in external borrowing this year~ He said they 
hoped to borrow $1.8-2.0 billion from private financial 
markets and about $600 million from official sources. He 
said the Pemex issue was well received and that Bankers 
Trust and Orion were underwriting a $150-$200 million credit 
for BANOBRAS. He also said the United Mexican States were 
going to float a 50 million 5-year bond issue in the U.S. 
shortly. Net borrowing to date was about $300 million, gross 
about $700 million. 

Izquierdo maintained the foreign bankers were happy 
with what Moctezuma said at the Bankers Convention; that is, 
no debt renegotiation, will repay on schedule and can do so 
because of the oil reserves. Izquierdo maintained that 
·bankers worried only about repayment and not the general 
economic situation. 

8. PEMEX/EXIM 

Pemex 1 s reluctance to move ahead with a line-of-credit 
from Exim was due to buieaucratic delays according to some 
officials. Izquierdo said he didn 1 t know why there was a 
delay, but hinted at other than Qere bureaucratic delays. 

9. Chairman Burns Statement 

Lie. Romero said that besides being critical of U.S. 
bank lending to LDCs, Chairman Burns had apparently made 
some reference to Mexico as being in serious pr0hlems. This 
was hurting Me~ico's ability to borrow and wasilie subject 
that Romero had wanted to discuss with Burns last week. · 

_C_gB,F~L 
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Mr. Solomon indicated that Dr. Burns had made a more 
comprehensive statement on the question of bank lending 
on April 12. 

10: The Witteveen Letter 

Izquierdo said that the President was infuriated at the 
reference in Witteveen's letter to a restoration of financial 
stability as in the SO's and 60's. Izquierdo reported the 
Presicent as saying that this was impossible even for the 
U.S. 

;;: 

,! 



Attachment: 

Mexico's GDP in 1976 

(billions of pesos) 

+ 2% real growth 

+ 30% price deflater 

= 1977 GDP 

6% of 1977 GDP 

7% of 1977 GDP 

110 billion peso$ equals 6% of 1833.3. 

This is 50.8% greater than the 1976 GDP. 

105 billion pesbs is 6% of 1750, which is 

44% above the 1976 GDP. 
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' ., 
April 14, 1977 

MEMORANDUM OF CONVERSATION 

Participa.nts: Bank of Mexico 

Tiine and Place: 

Lie. Gustavo Romero Kolbeck - Director General 
Lie. Jorge Espinosa de los Reyes - Sub-Director 

General 
Lie. Leopoldo Solis - Sub-Director General 
Lie. Francisco Suarez - Gerente 

United States 

Under Secretary Solomon 
Llewellyn P_. Pascoe, Financial Attache; 11exico City 

10 a.m., April 13, Bank of Mexico 

Subject: Multilateral Swap Facility 

Under-Secretary Solomon said he had discussed the possibility 
of a multilateral swap facility with Messrs. Emminger and Leutwiler 
and Chairman Burns, following Alfredo Phillips' call to him from 
Germany. He noted these officials had made several points regarding 
the facility .. One was the size of the Mexican request. Another 
was the timing; that is, it could be negotiated only after the Fund 
Mission in May. There also should be a provision whereby a central 
bank could decline to participate in any drawing. Another was 
the possibility of some kind of a "take-out" via the "super-tranche" 
should it be available. Mr. Solomon also noted that Chairman 
Burns thought it necessary to let private banks know the conditionality 
aspect of the swap and what these . conditions were . 

Lie. Romero did not object to these points, nor did he react 
strongly to a figure of $1 to 1.25 billion. Under-Secretary Solomon 
said this could include the elimination of the $150 million "window-
dressing" element of the ESF swap. Romero noted that the Europeans 
mentioned that such a facility is tisually 50% U. S . money and 50% 
fran others. 

Under-Secretary Solomon asked why Mexico wanted such a facilit y 
in that they shouldn't need it if they met the Fund targets. Lie. 
Romero replied that it would serve a political purpose. Presently, _ 
the IMF is associated with · "U , S. irnperialisr,1." A multilateral swap 
would spread the blame for having to raeet IMF-imposed targets. 
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Under-Secretary Solomon asked whether the President might 
not object to the conditionality for political reasons. Lie. 
Romero said that when talks reached a stage where serious 
negotiations were possible, he would present the idea, with its 
political aspects, to the President for approval. At the moment, 
only Hacienda and the Bank of Mexico were involved. He did 
not anticipate a problem. 

Lie. Rociero called the facility "window-dressing" on several 
occasions which Mr. Solomon advised against. Romero said Hauge 
of Manufacturers Hanover had also suggested they not call it 
"window-dressing." 

Lie. Romero then outlined his strategy. He said he wanted 
to discuss the idea with Canadian and Japanese officials. He 
said he intended to discuss the idea with the Japanese Finance 
Ministry in late May when he would be in Tokyo. It was agreed 
~hat Mr. Solomon would not raise the matter with the Japanese 
prior to Romero's talks. 

Under-Secretary Solomon warned Lie. Romero that a multilateral 
s~ap might be counter-productive in that it could be viewed as a 
sign that Meixco's position was more serious than it otherwise 
appeared. He said the Mexicans should seriously consider whether 
or not he shpuld carry this idea any further. Romero said the 
Mexicans would take this uncle~ consideration; also, that he 
would continue to take direct soundings with private bankers 
without mentioning that he had had conversations with governu1ent 
officials. He said he would get ba·ck to Under-Secretary Solomon 
subsequently. 

CONF~ 
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MEMORANDUM OF CON\TERSATION 

Participants: Mexico -

Jose Lopez-Portillo, President of Mexico 
Lie. Gustavo Romero Kolbeck-Director General 

of Bank of Mexico 

United States -

Anthony M. Solomon - Under-Secretary for 
Monetary Affairs, Treasury 

Herbert B. Thompson, Charge d'Affaires 
Llewellyn P. Pascoe - Financial Attache 

Time and Place: 12 Noon, April 13, Palacio Nacional 

Subject: Courtesy Call; The Fund Program 

Th~ President said he would like U.S. financial officials to 
appreciate his views regarding the Fund targets. He said that 
he thought Mexico could attain the Fund percentage targets, but 
that it might be difficult to meet the 90 billion peso budget 
deficit. He emphasized the need for greater flexibility on the 
part of the Fund and perhaps some relaxation of the timing 
requirements, 

The President noted that he would be making a speech on the 
economy within a few days that would call for sacrifice from 
everybody. He maintained that Mexico was different from the U.K. 
or Italy in that these countries had greater reserves than Mexico 
and various social welfare programs to ease the impact of 
stabilization measures. In the case of ~exico, belt-tightening 
can go only so far because there is nothing to tighten a belt 
against, or even a belt for Mexico's poor. He said that . too strong 
measures could risk social unrest and turn Mexico into a fascist 
state like Brazil or Chile. In this connection he discussed the 
price of corn and how difficult it is to raise the price of 
tortillas. 

Under-Secretary Solomon said the President sounded very 
similar to the Prime Minister of England and expressed the same · 
concerns, yet England had taken effective measures and quickly 
improved their position. He noted that while these measures were 
difficult to take, they could improve the situation. A discussion 
ensued in which Mr. Solomon pointed out the substantive economic 
advantages of following the Fund recommendations particularly in 
the long run even though there were short-term politic[) '"'t FIED 
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Mr. Solomon and the President a greed there was very little 
room for maneuver in any direction without serious consequences 
and the President remarked that he was walkin g a thin wire. 
Mr. Solomon spoke warmly of the U.S. Ambassador-Designate to 
Mexico based on a long personal friendship . 

CON~L 
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Up-date on Mexico 

External Debt 

We now estimate Mexico's total external debt at the end of 

1976 at about $26 billion, about $1 billion more than in our report of 

February 8, 1977, (see attached table). On the other hand, we have 

lowered our estimate of interest payments on the external debt during 

1976, from about $2 billion to about $1-3/4 billion. At this level, 

interest payments represented 25 per cent of the gross earnings from 

goods and services. This is a revision from the 28 per cent figure 

cited in the earlier report. 

The claims on Mexico reported by U.So banks and their foreign 

branches at the end of 1976 totalled $13 billion.1/This is an increase 

of $900 million since the end of September. In view of this increase, 

we now estimate that the total claims on Mexico of all G-10 banks re-

porting to the BIS were $17.9 billion at the end of December, $200 

million more than previously estimated. 

Current Economic and Financial Situation 

The prospects for the current account of Mexico's balance of 

payments in 1977 look somewhat brighter now than they did two months 

ago. The previously known favorable factors (the economic recovery in 

the United States and the sluggishness of the Mexican economy) are 

being complemented by three new developments: (a) the rise in world 

coffee prices, (b) a favorable cotton harvest, and (c) the severe winter 

1/ Including $1,261 million in claims of branches and 
foreign banks operating in the UoS. 
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weather in the United States which made possible increased shipments 

of Mexican fruits and vegetables as well as of crude oil and natural 

gas. A new copper mine is scheduled to go into production later this 

year, and should make a further significant contribution. Increased 

production of crude oil may also raise oil export earnings to about 

$800 million, up from about $600 million in 1976. 

For these reasons, the current account deficit in 1977 may be 

somewhat lower than the $2-3/4 billion figure estimated in our report 

of February 8, 1977. This may make it possible for Mexico to get 

through the year with less financing than the $3 billion which it is 

permitted to borrow from external sources under its agreement with the 

IMF. However, the authorities may choose to borrow more than is 

actually needed and add the rest to the Bank of Mexico's international 

reserves. During the first quarter, these reserves rose by about $190 

million. At the same time, external borrowings so far this year are 

reported to be smaller than had been anticipated. 

The approach of Easter is traditionally the occasion for the 

Mexicans, who remember the 1954 devaluation of the peso over the Easter 

week-end, to transfer funds abroad in fear of another devaluation. 

However, this year, there has been no evidence of any significant 

outflow of funds. Available banking data suggest that some reflow of 

Mexican capital may have taken place since the Lopez Portillo administra-

tion took office last December. 

"' 
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On the fiscal side, it does not appear that Mexico has yet 

taken sufficient steps to cut down the prospective deficit of the 

public sector to the level specified in the agreement with the IMF. 

There are good reasons to believe that expenditures are lagging and 

that this may help ensure compliance with the IMF agreement in the 

short run. But, once rates of expenditures are normalized, as they 

eventually will be, the deficit is likely to rise above permissible 

levels. 

Meanwhile, the upward movement of prices has slowed down 

somewhat. Wholesale prices rose 2.3 per cent in January and 1.7 per 

cent in February, after rising at an average rate of about 7 per cent 

per month in the previous four months. Consumer prices rose 3.2 per 

cent in January, 2.2 per cent in February, and 2.1 per cent in March, 

after rising at an average rate of 4 per cent per month in the previous 

four months. 

One factor contributing to the slowdown in the upward movement 

of prices is what appears to be a restrained attitude by organized 

labor in collective bargaining negotiations so far this year. Recently 

completed negotiations have involved wage increases reported to average 8 

to 10 per cent. However, organized labor may seek a reward for this 

restraint later on in the year: the Government has followed the practice, 

in the last four years, of decreeing an across-the-board wage increase 

in September to compensate for the effects of inflation, and it may 

, 
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well be under pressure to continue the practice this year. Its 

decision in this respect will have an important impact on the prospects 

for reducing the rate of inflation in the last half of the year and in 

1978. 

Prepared by Yves Maroni 
April 13, 1977 



Public Sector 
Medium and Long Tenn 
Short Tenn 

Private Sector 

Total 

Of which, due to: 

G-10 banks 
1/ U.So banks -

Other banks 

'-../ 

U.S. and International 
Institutions 

IBRD and IDB 
IMF 
U.S. Treasury 
Federal Reserve 
Eximbank 

Other Governments 

Suppliers 

Mexico's External Debt 
(in millions of dollars) 

End of 
1975 

14,449 
(11,612) 
( 2,837) 

5,551~/ 

20,00~1 

13,465 
( 9,895) 
( 3,570) 

2,141 

( 1,689) 

( 452) 

290 

459 

Other Private Creditors 1,770 
e/ 

Unallocated 1,875-

-- --

End of 
1976 

19,600 
(15,923) 
( 3,677) 

6 ,400~_/ 

26,00~/ 

17,900~/ 
(13,031) / 
( 4, 869)~ 

3,168 

( 1,895) 
( 478) 
( 150) 
( 150) 
( 495) 

n.a. 

n.a. 

n.a. 

n.a. 

1/ Including agencies and branches of foreign banks in the United States 
($866 million in 1975 and $1,261 million in 1976). 
~/ Estimated. 

-- --



Recent Fiscal Policy and Wage Policy Trends in Mexico 

There is a sharp divergence of opinion between the IMF staff and 

the· responsible Mexican officials about the probable magnitude of the deficit 

of Mexico's public sector in 1977. The Mexican officials speak of a deficit 

ranging from 100 to 110 billion pesos, while the lowest estimate mentioned 

by the IMF staff is 130 billion pesos. 

A part of the discrepancy appears to reflect a conceptual difference, 

but there is also disagreement about the revenue and expenditure estimates. 

The IMF staff believes that some of the Mexican revenue estimates are over-

stated and that some of the economies for which the Mexicans take credit 

will not be fully realized. In particular, the IMF staff is unwilling to 

take into account measures which the Mexican have mentioned, but which they 

have not yet implemented. Increases in gasoline prices and, perhaps, in 

electricity rates are said to be in the offing, but the Mexican authorities 

are reported to be waiting until after the traditional Labor Day, on May 1, 

before announcing them, so as not to generate social unrest. 

Organized labor has agreed to accept wage increases of not more 

than 10 percent this year on the understanding that prices would be held 

down. Since December, however, the consumer price index has risen nearly 

8 percent. To get labor's agreement on the 10 percent wage ceiling, the 

Government has undertaken to secure the production and distribution of 

90 basic consumption articles at controlled prices. Producers will be allowed 

to increase prices on the remainder of their production line only if they 

produce the basic products and sell them at the controlled prices. 

, 



- 2 -

The higher gasoline prices and electricity rates, if and when 

they are implemented, will of course, be reflected in the consumer price 

index. The Mexican authorities may be tempted to hold these increases 

down so as to enhance the likelihood that labor will continue to adhere 

to the 10 percent wage ceiling. It will be a delicate matter to reconcile 

this objective with the need to reduce the public sector fiscal deficit. 

In recent years, real wages appear to have increased significantly 

in Mexico. Minimum wages, which greatly influence other wage settlements, 

doubled over the period January 1973-January 1976, compared to a 64 percent 

increase in the consumer price index in this period. This represents a 

22 percent increase in minimum wages in real terms. No systematic information 

exists regarding contractual wages, but, apart from being influenced by the 

minimum wage rates, they have included, beginning in 1973, general increases 

recommended by a Wage Commission headed by the Secretary of . Labor. These 

amounted to 18 percent in September 1973, 22 percent in September 1974, 

and 16 percent in September 1975. or an increase of 67 percent in the three-

year period. The IMF staff reports that Government employee pay followed 

the Commission recommendations and that, according to available evidence, 

contractual wages in the private sector increased in all three years by 

at least the rates applied to Government employee pay. 

Since January 1976, there has been an across the board increase 

of 23 percent in September 1976 and an increase in minimum wages of 10 percent 

on January 1, 1977. From the fourth quarter of 1975 to the fourth quarter 
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of 1976, contractual wages in the private sector are estimated to have 

increased by about 36 percent, compared to an increase of 24 percent in 

the consumer price index. 

This record suggests that, while organized labor undoubtedly 

will want to preserve these gains, there is some room to reduce real wages 

without returning to the position of 1973. How long labor's patience will 

last cannot be predicted, but it is significant that another Government 

employee pay review will take place in September, and pressures may mount 

before then to apply a pay increase across the board, as last year, 

especially if the monthly increases in the consumer price index do not 

diminish markedly soon. 

Prepared by Yves Maroni 
April 22, 1977 
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Board Briefing 
Yves Maroni 
April 8, 1977 

This morning, I will report on Mexico's economic situation 

and in particular what we know about Mexico's compliance with the 

provisions of its agreement with the International Monetary Fund. Under 

the agreement, Mexico is required to observe, at the end of each calen-

dar quarter, specific levels of performance regarding four monetary and 

financial variables, and failure to meet the specific targets on these 

dates would lead to an interruption in Mexico's eligibility to draw 

on successive tranches under the Extended Fund Facility agreement. Our 

best judgment is that for the year as a whole, the outlook remains dis-

couraging, but there is a good chance that the first quarter targets may 

have been met largely because of short-term and technical factors. 

The first performance target is that the overall deficit of 

the public sector in the first quarter must not exceed 25 billion pesos. 

On this score, it is reported that revenues are coming in at about the 

anticipated rates while expenditures are lagging, and that the Govermnent 

has not had net recourse to the Central Bank for financing so far this 

year. These reports appear to be corroborated by partial data shown to 

us by a Mexican Ministry of Finance official who visited here last 

Monday. We have no independent way to verify the information on revenues, 

but we do have grounds to believe that expenditures are in fact lagging. 

We know that a sweeping government reorganization took place at the be-

ginning of the year and that the new administration of President Lopez 

_ Portillo has been going through a shake-down period. A lag in spending, OE .. U'..:.,rn;=;co • r.n. 12c.i5a sry~. s.s 
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particularly for capital investment projects, would therefore not be 

surprising. Moreover, for projects which are being implemented, the 

alternative exists of delaying the payment of bills. In fact, the 

Mexican official who visited us on Monday made it clear that the 

balance of unpaid bills was increasing. Since unpaid bills will be 

excluded from the calculation when judging performance, it is likely 

that, technically speaking at least, the fiscal deficit target for 

March 31 will be found to have been observed. 

The second performance target is that the external borrowings 

of the public sector in the January-March period must not exceed $1.2 

billion. We lack data to verify compliance in this area, but two ob-

servations may be made. First, the current account of the Mexican 

balance of payments is likely to have continued to improve in the 

first quarter. This is suggested by the January trade and tourism data, 

and by developments affecting subsequent months, including the continuing 

sluggishness of the Mexican economy, the economic recovery in the United 

States, and such special factors as the rise in world coffee prices, a 

favorable cotton harvest, and the severe winter weather in the United 

States which made possible increased shipments of Mexican fruits and 

vegetables, as well as crude oil and natural gas. Secondly, the evidence 

from banking data suggests that some reflow of capital to Mexico has 

been taking place. 

These two factors point toward a reduced need for external __ 
/'·:~-..... 

credits. In fact, reports from the Financial Attache of the U.S. '"~:-;-· .-_;\ 
-:.' 
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_ ........... . 
Embassy in Mexico City indicate that Mexican external borrowings so 

far this year are smaller than had been anticipated. The press ,,.:"·.;:. '? [j .,,. !.I 

,-.. 
f ~~ .., 
i . ', ~;. 
', -..:-
' , ,:) 

and other sources have reported announcements of new borrowings of 

about $500 million in the first quarter. Our best judgment is that 

the external borrowings target for March has most probably been ob-

served. 

·, ..... , ... _.,,,. _______ ,,,., 

The third performance target is that the increase in the 

Bank of Mexico's net international 0 reserves must exceed the increase 

in its currency issue. During the January-March 1977 period, gross 

international reserves rose by, ........... and net reserves by about ............ 
We do not yet have data on the currency issue at the end 

of March. However, in the first two months of the year, the currency 

issue declined by nearly 11 per cent, owing to seasonal factors, which 

are to be disregarded for the purposes of this target. This decline 

left a large unused margin for a possible expansion in March. The cur-

rency issue would have had to have increased by more than 18 per cent 

from its February level to place Mexico in violation of this target 

at the end of March. An increase at such a rate is quite unlikely to 

have occurred. 

The fourth performance target is that the increase in the 

Bank of Mexico's net domestic assets must not exceed the increase in 

its liabilities to banks and public sector entities. In fact, this 

target is the complement of the third target dealing with the relation-

ship between the increase in net international reserves and the increase 

in the currency issue. It would appear that, barring some accounting 
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peculiarities of which we are not aware, compliance with the third 

target would entail compliance with the fourth one as well. 

The data needed to verify Mexican perfonnance in the first 

quarter against these targets will not be available until mi_d-May, 

at the earliest, but the signs point toward Mexico being in compliance, 

at least technically. For the rest of the year, the prospects are more 

guarded, particularly because the Mexican authorities have apparently 

not yet taken steps to reduce the fiscal deficit for the year as a whole 

to the level of 90 billion pesos specified in the IMF agreement. Once 

expenditure rates are nonnalized, as they eventually will be, the deficit 

is likely to rise above the pennissible levels. 

The IMF staff believes that the Mexican revenue estimates are 

overstated and that the expenditure estimates are understated. As a 

result, they forecast a deficit of about 130 billion pesos for the entire 

public sector for the year as a whole, about 25 billion pesos more than 

the Mexican authorities presently estimate. Our Mexican visitor of last 

Monday said that the authorities were about to increase gasoline prices 

and electricity rates and he estimated that this would further reduce 

the deficit by 7 to 8 billion pesos, the exact amount depending on the 

date when these measures take effect. He added that other expenditure 

cuts are under active consideration. 

In the final analysis, much will depend on the outcome of the 

economic policy debate now going on in Mexico. One group within the 
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administration is advocating measures to stimulate production, rely-

ing on the eventual appearance of enlarged supplies to help fight 

inflation. Another group is pushing for an attack on inflation through 

further cuts in public spending to hold down aggregate demand. It is 

not yet clear which side will win this debate. 
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RESTRICTED E .M. Truman 
April 26, 1977 

Notes on Meeting with Mexican Officials 

Participants: Mr. Moctezuma (Secretary of Finance), Mr. Romero Kolbeck 
(Director General of the Bank of Mexico), Mr. Solis (Bank of 
Mexico), Mr. Tello (Secretary of Programming and Budget), Mr. Diaz 
(Director General of Pemex), Chairman Burns, Governor Wallich, 
Ted Truman . 

. . . . . . . . . began the discussions by noting that on the previous ....... 
visit he and, ••••• ,had mentioned the need for an additional $1 billion 

in net external borrowing in 1977 over the $3 billion ceiling in the 

IMF agreement. This was needed for the development of Pemex. 

• • • • • • • • • • • • • interrupted to say that the group had met with 

Mr. Witteveen on the problems that they were having following up and 

executing the Extended Fund Facility agreement. He pointed to three 

problems. (1) The 90 billion peso figure for the 1977 public sector 

deficit agreed upon in September was no longer realistic. It was neces-

sary to start over and compute what deficit would be consistent with 

a target of 6 per cent of GDP. (2) The limit on currency issue was too 

tight; they needed more leeway es~ecially to·permit some seasonal 

variation. (3) There was the special case of the need to borrow for 

Pemex. 

. : : : : :explained the program of Pemex. He said it was fixed 

by two parameters: the needs of the country and the size of Mexico's 

oil reserves. The reserves, based on recent geological information, 

appear now to be very large. This was not realized when the discoveries 

were first made in 1973. In 1975, Mr. Moctezuma had helped to begin a 
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study of the matter. That study was completed in December and it 

indicated that Mexican proven oil reserves were 11 billion barrels. 

(Note:'•••••·• has said elsewhere that potential reserves may be on 

the order of 60 billion barrels. A new study, by a U.S. firm, is now 

under way.) 

Pemex has adopted a program to raise production to 2-1/4 

million barrels per day (mbd) in 1982 -with exports of 1.1 mbd. For 

1977 they had expected production of 955 thousand barrels per day and 

exports of 153 thousand barrels per day, but production was now running 

at 1,050 thousand barrels a day and exports at 174 thousand barrels a 

day. In December they had expected to be able to produce in 1977 an 

average of 1000 cu. ft. of gas per barrel of oil; now the figure is 

closer to 7000 cu. ft. per barrel. Moreover, they had made a dry gas 

discovery near the Texas border. 

Pemex was switching to a strategy of exploiting its gas reserves 

along with its oilreserves. To do this an extensive 48 inch pipeline 

has to be built which had not been planned in December. The cost would 

be $1.5 billion. U.S. firms wanted to build it just to have right of 

first refusal to the gas; banks were willing to finance the project. 

Burns asked why the project could not be implemented. 

•••••and • • • ••••. replied that the $3 billion in net new 

foreign borrowing had already been earmarked for other projects. 

Burns asked why adjustments could not be made to previous plans. 
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•••••. said that the public investment program was very tight 

for 1977 involving a reduction in real terms. Other projects would have 

to be cut back; this was work in progress. 

Burns asked why these projects could not be stretched out. 

•••••said this would not solve Mexico's balance of payments 

problems. To solve these problems they needed exports and to provide 

exports production must increase. 

Burns noted that this would also probably accelerate inflation. 
. . . . . 
. . . . . responded that the addition from the Pemex project would 

be in the form of real imports . 

. . . . ,argued that Mexico was forced to take this approach 

because of the nature of the geological formations. Pemex was now flaring 

the gas which was a crime! He noted that Mexican oil and gas production 

was only 40 hours from the United States co~pared with 40 days from 

Middle East sources. 

Wallich asked if the entire $1 billion was to cover added 

foreign exchange costs. 

, ... , answered that the direct import content was 30 per cent. 

, ..... said that the average for the six-year project was 30-

32 per cent . 

. . . . . noted that it takes too long to get pipe from Mexico; 

therefore, they would import it, which would raise the import content. 

Burns noted again that this would appear to accelerate economic 

activity. 
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• • • • • argued that economic activity had been low for two . . . . . . 

years. 

Burns noted that the inflation rate in Mex ico was also too 

h-igh. . ..... ...... noted that it was necessary to balance the short run and 

the long run. 

Burns asked about the implications for the IMF program . 

. . . . . . . . . . . . , commented that there were ways to get around 

the problem. The equipment could be acquired through lend lease or the 

contractors might receive private financing. He noted that the price of 

gasoline -would be raised to reduce the fiscal deficit. But that the 

rate of econamic expansion would also increase. 

•••••argued that the cost of not embarking on this program 

was reduced exports and production. 

• Burns noted again that the cost could be an acceleration of 

inflation. 

• • • • said that the short-run benefits could add a net of $5~6 

billion to the balance of payments over six years. 

Burns asked what the impact would be in 1977. He went on to 

say that he was not an expert _on Mexico, but he felt Mexico had gotten 

into trouble by trying to move too fast. Maybe this would happen again. 

• • • • • • • • • • • • • noted that this time the investment was directly 

related to exports, but it was true that there was a timing problem. 

Wallich asked about the status of the stand-by conditions. 
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said they were under the limits for the first 

three months. 

••••••said that when the IMF mission comes to Mexico next 

week it will be necessary to look at the entire program. The p~osram 

had been based on preliminary data in September; now complete date were 

available. 

Wallich noted that indeed the inflation rate was higher. 

••···· said yes the implicit I'MF forecast was 18 per cent--year ..... 
over year . 

. . . . . . . . . . . . . noted that the inflation rate was declining, ............. 
reaching 1.5 per cent in March. (Note: This refers to Mexico City only. 

The national CPI rose 2.0 per cent in March.) The 1977 current account 

deficit would be $2 billion or less. The Treasury had not borrowed 

directly from the central bank. The banki~g system was recuperating. 

Reserves had increased $800 million since the end of December and the 

Federal Reserve and the Treasury had been repaid. (Note: The reported 

figures show a $230 million increase through March 20 on the IMF basis 

and $257 million on the Mexican basis; they have also repaid $300 million 

in borrowing from the Federal Reserve and Treasury.) 

Wallich asked about their borrowing plans. 

• • • • • • •••••·•said that in 1977 they planned to borrow $3 billion . -. . . . . . . . . . . 
net and $8 billion gross, of which $4-1/2 billion would be short term and 

$1-1/2 billion would be for five years or more. (This would leave $2 

billion of medium-term borrowing. Note, however, that the e~rlier figure 

on gross borrowing was $9 billion.) Net borrowing so Zar had been $400 

million and about $900 million gross. The early period had been slow 

~STRICTED 



RESTRICTED -6-

but March was more active. (There was a passing reference to the swap 

proposal.) The target was to come as close as possible to $3 billion, 

but it may not be needed. 

Wallich noted that in that case there would be room for the 

new Pemex program. 

Burns asked if they could raise $3 billion. 

• • • • • • • •••••··said that no -U.S. or European bank had reacted 

adversely so far. He said that they had been travelling in Europe 

talking with various bankers and central bankers. They had heard no 

doubts so far. Up to the present they have borrowed more than they need 

and had received advance offers of loans. Their policy was to have only 

one quasi-government agency in the market at one time. 

At this point the visit was terminated because the group had 

an appointment with the Exim Bank. 
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