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CITE MEXICO CITY 28268

TO: IMMEDIATE DIRECTOR.

TEXT FOLLOWE OF MR. DOMALD SYWEUD 2 HOVEMEER MESERSE FOR
TREASURY UNLDEFRSECRETARY YEO. SAM CROSS AMD F.L. MILﬂﬁN:

“COMFIDENTIAL MODIS - - 4 \

TO: UNDER SECRETARY YEDs SAM CROSSs F.L. WIDMAN
FROM: D. SYWRUD '

SUBJECT: MEXICOS EXTERMAL DEET AND US EANK EXPOSURE

1. OUR EEST ESTIMARTES OF MEXICOS EMD OCTOEER EXTERNAL DEETs
PUELIC AMD FPRIVATEs IS #25.3. EILLION WITH A FROJECTED FURTHER
INCREARSE TO $25.9 ERILLIDN BY THE END OF 1976. THE FOLLOWING
TARELE GIYES A EREAKIOWH OF PUELIC AND PRIVATEs SHORT AND

NG TERM ESTIMARTES ANMD OUR SOURCES. : e

2. PBAMK OF MEXICO OFFICIALS ESTIMATE THAT UZ FRIVATE EARNKS
HOLD AN RYERRGE OF 70 FERCENT OF THE TOTHRL DEETs MWITH SHORET
TERM DEET ALMOET ENTIRELY HELD EY US EAMEZ. 0OM OTHER HAMD
FEDERAL FEZEEVE DATA FOR MARCH 1%7e ZHOWED UE EBAME EMFOSURE
AT ®10.5 EILLIOMs WHICH REOUT HRALF TOTHL ESTIMATED DEET AT
THAT TIME. RARCTURL UE EBAMK EXPOSURE FPROERELY LIEET ZOMEWHERE
FETWEEN THEZE TWO EXTREMESs EBEUT CLDSER TO LOWER LEVWEL.

EOM OFFICIALS SAY THAT UZ BAMKE CHAMMEL CREDITS THROUGH
ENTFEFPOTE WHICH ARE NOT INMCLUDED IN FED DATAH. ;

DE ED
AaﬁiﬁLfkgﬂﬁmm§$Q&LZLdig

" Byt NARA, Date_s/3/96. -
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PHEE‘E MENICO CITY 22262 $=F=t=R-t—TF
EXTERMAL DEET

MEXICO-T EXTERMNRL DEET

(BILLIONS OF U.S. DOLLARS) i
DEC 1975  JUNE 1976 DEC 1976
PUELIC SECTOR 14.8 12,0 19.3
SHORT TERM : 2.7 3.2 3.3
LONG-TERM SRy _ 13.8 16.0
FRIVATE SECTOR MFi 6.6 6.6
SHORT TERM e U 2.7. 2.7
LONG TERM NA 3.9 3.9
TOTAL EXTERMAL DERT NA S5 S 25.9

SOURCES IMF &M Pe~s200, TRAELES ¥¥I AMD ®WIII FOR DECEMEER 19795
AND JUME 1976 PUERLIC ZECTOR DATA. EOM ESTIMATES FOR JUNE 1976
FRIVATE SECTOR DATH <ZEE MOTEST OF TAELE 5 OF FREVYIOUE TELESEAM:,
ALL DECEMEER 197e DATA ARE ERZED ON AZZUMPTIOME AND FROJECTIONS
IM ERLAMCE DOF PARYMEMTS DATA IM TRELE 5 OF FREVIOUS CRELE.

E2 IMPDET
FECTFET
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y 1 NOVEMBER 76 iy RECIEVE 012006z

FROM: MEXICO CITY 38255 " in 086343

. TO: DIRECTOR

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

TO THE TREASURY DEPARTMENT. (ﬂdgr S'”‘%ﬁ)' )éo, —S‘AM (Jnor.r)
F0 L . wl'JM Qd)

. SUBJECT: MEXICAN FOREIGN EXCHANGE DEVELOPMENTS IN 1976;
1, ON THE BASIS OF DATA COMPILED OVER THE WEEKEND BY
ALFREDO PHILLIPS AND HIS STAFF, 1 PREPARED THE ATTACHED
MEMORANDUM (BEING SENT SEPARATELY) WHICH ATTEMPTS T0 RECONCILE FOREIGN
EXCHANGE RESERVE MOVEMENTS AND INTERVENTION DATA AND PROJECTS
BORROWING REQUIREMENTS AND AVAILABILITIES FOR THE REMAINDER OF 1976,
1 DISCUSSED HI1S MEMORANDUM AND THE TABLES APPENDED TO IT WITH
FERNANDEZ-HURTADO OCTOBER 31, HE COMMENTED ON SEVERAL
PARAGRAPHS BUT AGREED T0O ITS ACCURACY, AND TO FORKARDING

S—EG-R—ET
:
DECLASSIFIED - :
3 E.O. 12958 Sec. 3.6
18 95-3,% %, Ticasuuw 1. 3Y1/6.
ByL4Z~ NARA, Date (Ut~ 3Li%,
. :& L . ', . .
’ L 2
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TOTAL COPIES RUN BY
. : - REPRODUCTION BY OTHER
: k ISSUING OFFICE IS PROMIE
PERSON/UNIT NOTIFIED, . ‘5:@—5—}- :
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ADVANCE COPY ISSUED/SLOTTED By AT z STAFF
ACTION UNIT i 1 4
1| rRF.  FiLE. VR.
N 2
ACTION # F -
(=}
T 346260 E] A9 54 PAGE B2 IN PB634Y
TOR:@1208C262Z NOV 76 MEXI 38255

IT 70 WASHINGTON, HE ASSUMES THAT IT WILL ALSO BE GIVEN TO
THE FED, BOTH HE AND PHILLIPS HAVE COPIES OF THE MEMO,

2, IN SUM, THE MEMO CONCLUDES: MEXICO'S GROSS FOREIGN
EXCHANGE RESERVE POSITION AS OF OCTOBER 29 WAS $778 MILLION.
THE INTERVENTION DATA MEASURES THE CHANGE IN NET FOREIGN
RESERVES WHICH DECLINED BY $3,420 MILLION THROUGH DCTOBER =5,
GROSS RESERVES DECLINED $955 MILLION, AND FOREIGN EXCHANGE
LIABILITIES INCREASED BY THE REMAINDER, OF WHICH $365
MILLION SWAP TO THE U.S. TREASURY, $70@ MILLION LI1ABILITY
TO MEXICAN COMMERCIAN BANKS AND $1,388 MILLION LIABILITY

e e —

—— e

T0O MEXICAN PUBLIC ENTERPRISES, BANK OF MEXICO PROJECTIONS

" FOR NOVEMBER AND DECEMBER SHOW A NET INFLOW OF $2g5 MILLION,

ASSUMING NO FURTHER SPECULATIVE OUTFLOW, HOWEVER, THIS

——

PROJECTION INCLUDES $88¢ MILLION "SPECIAL FINANCING" FROM

THE BANK OF AMERICA GROUP, EXCLUDING THIS -
CREDIT BOM PROJECTS A $6¢2 MILLION DEFICIT FOR THE TWO
MONTHS PLUS WHATEVER PRIVATE CAPITAL OUTFLOW MAY OCCUR.

3, FERNANDEZ~HURTADO ALSO AGREED THAT THE NEXT STEPS
SHOULD BE (A) TO IMPROVE OUR REPORTING svéren. AND (B).

TO EXAMINE THE PUBLIC SECTOR FINANCIAL DATA AND DOMESTIC

T T T . R
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'MONETARY AND CREDIT TRENDS WITH THE AIM OF ASSESSING THE
OUTLOOK FOR THE NEXT TWO MONTHS,

4, 1IN OUR DISCUSSION OF THE MEMORANDUM, F-H MADE THE
FOLLOWING ADDITIONAL POINTS:

(A) NET PUBLIC SECTOR BORROWINGS FOR 1976 ARE

ESTIMATED AT $4,5¢8 MILLION, NET BORROWINGS THROUGH
END SEPTEMBER ARE $3,847 MILLION: OCTOBER NET
BORROWINGS WERE NEGLIGIBLE» THE FORECAST FOR NOVEMBER=

ck -3
DECEMBER 1S $654 MILLION (TABLE 5). FL(l -, s
(B) ASSUMING A CURRENT ACCOUNT DEFICIT OF $3g88 MILLION =%

s Peb See =+ ¥ 5

(TABLE 4), GROSS RESERVE LO0SS OF $16@08 MILLION, AND NET Lalle + 1,0
=5

PUBL IC SECTOR BORROWINGS OF $4,588 MILLION, SPECULATIVE
CAPITAL FLIGHT WOULD AMOUNT TO $2,522 MILLION FOR 1976,

(C) .THE ASSUMPTION IN TABLE 5 THAT THE PUBLIC SECTOR
WOULD ROLL OVER EXISTING DEBTS MAY BE OPTIMISTIC, HE
THOUGHT SOME OF THE BANKS WOULD NOT KANT TO MAINTAIN
THEIR EXPOSURE, PARTICULARLY THOSE PARTICIPATING IN THE $800
MILLION SPECIAL FINANCING, THE ASSUMPTION FOR ROLLOVER OF
PRIVATE SECTOR CREDITS, HE THOUGHT, WAS REALISTIC,

(D) PRIORITY MUST BE TO STEM THE OUTFLOW OF DOLLARS,

.
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" THE PER]OD NOVEMBER 15 TO END OF JANUARY 1S SEASONABLY
THE MOST FAVORABLE FOR THE BALANCE OF PAYMENTS,BUT THE
POLITICAL CLIMATE IS NOT HELPFUL.
(E) THREE FACTORS ARE IMPORTANT IN.ASSESSING MARKET
CONFIDENCE: THE LEVEL OF PUBLIC SECTOR SPENDING,
THE TREND OF WAGE SETTLEMENTS, AND THE ATTITUDE OF
THE NEW GOVERNMENT TC THE PRIVATE SECTOR, THE TREND
OF WAGE SETTLEMENTS IS FIXED FOR NOW, THE LOPEZ-PORTILLO
GOVERNMENT WILL HAVE TO HOLD THE LINE THERE 700, AS IT IS
EXPECTED TO DO ON PUBLIC SECTOR SPENDING,
(F) HE ELABORATED ON EARLIER VIEWS ON THE EXCHANGE
MARKET, HIS AIM IS TO ELIMINATE SPECULATION WITH MINIMUM
! INTERVENTION, GIVEN CONFIDENCE FACTOR, THIS WILL BE
DIFFICULT TO DO PRIOR TO DECEMBER 1, FURTHER,
; ﬁEPRECIATION OF THE RATE WILL CONTRIBUTE TO SPECULATIVE
}/F”V% FEVER, HE IS AIMING AT HOLDING_THE RATE BETWEEN 20-25

e e e

PER U,S. DOLLAR WITH MINIMUM MARKET INTERVENTION AND A
P T —"d

'

WIDENING BAND, HE PLANS TO WIDEN GRADUALLY THE BAND WITHIN
WHICH THE BANKS CAN QUOTE, WHILE HOLDING THE SPREAD BETWEEN

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

T e T N B W S PG ST e
” 7 ; T T TR pe—m—
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FOR EXAMPLE THE BOM RATES WERE $24.4¢ BUYING AND $25.65
SELLING PER DOLLAR, A BAND OF ABOUT 5 PERCENT, THIS BAND
WILL BE WIDENED, WITHOUT ANY PUBLIC ANNOUNCEMENT, TO GIVE THE
MARKET A SENSE OF THE DIRECTION THE BOM EXPECTS; THE BAND
WILL BE WIDENED IN A DOWNWARD DIRECTION, THAT 1S, BY GREATER

REDUCTION IN THE BUYING RATE BELOW 24,48,

"/ik\/ AAAN YV -{Y‘XJ"U"{'

| A
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1 NOVEMBER 1976 ' RECEIVED 012338Z
FROM: MEXICO CITY 38264 IN 086483

TO DIRECTOR
PAGE

THE FOLLOWING IS ATTACHMENT TO 1 NOV MESSAGE FROM MR, DONALD
" GYVRUD TO TREASURY DEPARTMENT FOR ATTENTION OF UNDER SECRETARY YEQ,

%

MR. SAM CROSS AND MR, F.L, WIDMAN.

SUBJECT: FOREIGN EXCHANGE DEVELOPMENTS IN
1976,
INTRODUCTION
1. THIS PAPER TRACES THE BANK OF MEXICO0'S (BOM) FOREIGN EXCHANGE
_ RESERVE POSITION AND INTERVENTION DATA FOR 1976, RECONCILES
CHANGES IN THE RESERVE POSITION WITH INTERVENTION DATA, AND PROJECTS
THE BORROWING REOUIREMENTS AND FOREIGN EXCHANGE kVAiLAélLiTIEs
FOR THE REMAINDER OF 1976, '
FOREIGN EXCHANGE RESERVES
2, THE BANK OF MEXICO0'S GROSS FOREIGN EXCHANGE RESERVES
AS OF OCTOBER 29, 1976, TOTALLED 778 MILLION, A BECLINE OF 797
_MILLION SINCE DECEMBER 3¢, 1975, THE COMPOSITION OF GROSS RESERVES
«pluyon THE BASIS OF PRELIMINARY DATA ARE: 2332i~3ii1_ IMF» 2; SDRS, 583

-s—5—c.—u_"¢_7f*\

'DECLASSIFIED

E.O. 12958 Sec. 3.6

Nuu,fﬁalumyﬂ-w
By_{d"__NARAr Date .7 /30/UWicm




EX, 444; US TREASURY BILLS, 19; ACCEPTANCES, 1: NET BILATERAL
PAYMENTS POSITION, 193 SEE TABLE 1.

(IF THE GOLD HOLDINGS ON OCTOBER 28 WERE VALUED AT A CONSTANT
PRICE OF $42,22 PER OUNCE, THE SAME VALUE AS OF DECEMBER

30, 1975, THE CHANGE IN GROSS FOREIGN EXCHANGE RESERVES WOULD
AMOUNT TO $955 MILLIGN),

THE BANK OF MEXICO0'S NET FOREIGN EXCHANGE RESEévs POSITION,
TAKING THE U,S, TREASURY SWAP INTO ACCOUNT, WAS $436 MILLION ON
OCTOBER 29. THIS TREASURY SWAP WILL BE PAID ON NOVEMBER 5, T0
BE COVERED BY AN EQUAL DOLLAR AMOUNT DRAWN FROM THE iMF. (SDR
134 MILLION OF THE FIRST CREDIT TRANCHE AND SDR 185 MILLiON OF
THE COMPENSATORY FINANCING FACILITY ON NOVEMBER 1 AND 3),

3. INCLUDING THE SWAP AS A LIABILITY (SWAPS BEING PESO OBLI-
GATIONS ARE NDT A LEGAL FOREIGN EXCHANGE LIABILITY OF THE BANK
OF MEXICO), THE DECLINE IN THE_ﬁgl_[gﬁglﬁﬂ’gjgﬁiﬁgf_POSiTiON 0F
THE BANK THROUGH OCTOBER 29 AMOUNTED T0 $132¢ MILLION, AN AVERAGE
OF $132 MILLION PER MONTH,

4, THESE GROSS AND NET FOREIGN EXCHANGE POSITIONS ARE CONSIS~-
TENT WITH THOSE PROVIDED WEEKLY. |

NET FOREIGN EXCHANGE MARKET INTERVENTION
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5, DURING THE FIRST TEN MONTHS OF 1976 - TO OCTOBER 29, THE
BANK OF MEXICO'S FOREIGN EXCHANGE OPERATIONS RESULTED IN NET
SALES OF $3428 MILLION, MONTHLY INTERVENTION DATA, SHOWING THE
NET PURCHASES AS SALES TO THE PRIVATE SECTOR AND TO PUBLIC SEC-
TOR ENTERPRISES, ARE INCLUDED IN TABLE 2. ' |

6, THE ACCUMULATED INTERVENTION DATA ARE CONSISTENT WITH
|~ THOSE PROVIDED ON A DAILY BASIS,

- 4
RECONCILIATION OF RESERVE AND INTERVENTION DATA 5

7., THE KEY TO RECONCILING THE DIFFERENCES BETWEEN CHANGES IN

_ RESERVE DATA AND INTERVENTION DATA IS AN UNDERSTANDING THAT THE
MEXICAN ECONOMY OPERATES VIRTUALLY ON A THO CURRENCY BASiS=DOLLARS
: A&D PESOS, THERE IS COMPLETE CONVERTIBILITY BETWEEN THE TWO CURREN=
" CIES AT ALL STAGES., INDIVIDUALS AND FIRMS, FOREIGN OR DOMESTIC,
MAY HOLD PESO OR DOLLAR DENOMINATED ACCOUNTS IN COMMERCIAL BANKS.
COMMERCIAL BANKS IN TURN MAY HoLD PESO OR DOLLAR DENOMINATED
ACCOUNTS AT THE BANK OF MEXICO. THE ONLY LIMITATION ON COMMERCIAL
SBANKS IS THAT THEY ARE REQUIRED TO BALANCE THEIR FOREIGN EXCHANGE
POSITIONS EACH DAY, PUBLIC ENTERPRISES ALSO HOLD DOLLAR DENOMINA-
TED AS WELL AS PESO DENOMINATED ACCOUNTS AT THE BANK OF MEXICO,

8, MOST OF THE DIFFERENCES BETWEEN RESERVE AND INTERVENTION

S ENET
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DATA .ARE ATTRIBUTABLE TO FREE CONVERTIBILITY AND THE RIGHT TO HOLD
DOLLAR DENOMINATED ACCOUNTS IN THE BANK OF MEXICO, MANY OF THE
TRANSACTIONS OF THE-BANKS OR THE PUBLIC ENTERPRISES ARE MERELY
"TRANSFERS™ FROM THEIR PESO ACCOUNT TO THEIR DOLLAR ACCOUNT (OR
VICEVERSA) IN THE BANK OF MEXICO. SUCH A TRANSFER WOULD INVOLVE

A BANK OF MEXICO SALE OF DOLLAR FOR PESO (OR VICEVERSA) AND WOULD
THUS BE INCLUDED IN INTERVENTION DATA., THE TRANSACTION WOULD ALSO
INCREASE (OR REDUCE) THE BANK OF MEXICO'S DOMESTIC DOLLAR LIABILI-
TIES (TO THE BANK OR ENTERPRISE) BUT IT WOULD NOT AFFECT ITS GROSS
OREIGN EXCHANGE HOLDING,

9, IF THE COMMERCIAL BANK (OR PE) SIMULTANEOUSLY REQUESTED &
TRANSFER FROM ITS PESO ACCOUNT TO ITS DOLLAR ACCOUNT AND REQUESTED
 PAYMENT OF THE DOLLARS TO A U.S. BANK, THIS TRANSACTION, " FORE 16N
"EXCHANGE DRAFTS AND PAYMENT ORDERS" INVOLVES BOTH iNTERVENTION
(A BANK OF MEXICO'S SALE OF DOLLARS FOR PESOS) AND A RESERVE LOSS

(A REDUCTION IN THE BANK OF MEXICO'S DOLLAR LIABILITY TO THE B ANK
AND A SIMILAR REDUCTION IN THE FOREIGN EXCHANGE ASSETS).

1@, 2 IF THE COMMERCIAL BANK (OR PE) REQUESTS A TRANSFER FROM I7S
DOLLAR ACCOUNT IN THE BANK OF MEXICO TO A FOREIGN BANK, THERE IS NO
PESO-DOLLAR TRANSACTION AND THUS NO INTERVENTION, BUT THE BANK OF MEXI=
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CO AGAIN DRAWS DOWN ITS FOREIGN EXCHANGE RESERVES TO MAKE THE PAY-
MENT ABROAD = AGAIN REDUCING TS DOLLAR LIABILITY T0 THE MEXICAN
BA&K. THE BANK OF MEXICO REFERS TO THIS TRANSACTION AS "TRANSAC=
TIONS IN U.S. DOLLARS ONLY",

11, COMPARISON OF CHANGES IN NET FOREIGN EXCHANGE RESERVE PO~
-~ SITION THROUGH OCTOBER 29 ($1320 MILLION PER PARA, 3) WITH NET

. _INTERVENTION DATA (33428 MILLION PER PARA. 5) RESULTS IN A DIFFE-

RENCE OF $2,882 MILLION, PRECISE DATA TO RECONCILE THIS DIFFERENCE
'-roa THE ENTIRE YEAR ARE NOT REAGILY AVAILABLE, BUT NiTH A MAJOR
EFFORT COULD BE PULLED TOGETHER FROM DAILY WORKSHEETS. iN RECOG=
NITION OF THE NEED TO BEGIN RECONCILING RESERVE AND INTERVENTION
DATA THE BANK OF MEXICO INITIATED ON SEPTEMBER 16 A DAILY SUMMARY
WHICH FACILITATED THIS RECONCILIATION, THESE DATA FOR SEPTEMBER
16 TO OCTOBER 19 ARE INCLUDED IN TABLE 3. -

12, FAIRLY ACCURATE DATA ON NET CHANGES IN FOREIGN EXCHANGE
RESERVES OF THE BANK OF MEXICO ARE AVALLABLE DAILY THROUGH CAL=
CULATION OF THE THREE TRANSACTIONS DESCRIBED IN PARAGRAPHS 8-1p
ABOVE, '

.- .2§;§;c$§:%'7
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BOTH TQE”CUMHERCIAL BANKS AND THE PUBLIC ENTERPR]SES ENGAGE
IN ALL THREE OF THE TRANSACTIONS DESCRIBED ABOVE4 '_

23, ANofHER APPROACH TO EXPLAINING THE DIFFERENCE BETWEEN
INTERVENTION AND RESERVE DATA IS TO EXAMINE THE OPERATIONS OF THE
COMMERCIAL BANKS AND PUBLIC ENTERPRISES SEPARATELY, THE COMMERCIAL
BANKS ARE REQUIRED TO DEPOSIT IN THE BANK OF MEXICO AN A \ERAGE OF
75 PER CENT OF THEIR DOLLAR L]ABILITIES, THE BANK OF MEXJCO RECORDS
THESE DOLLAR DENOMINATED DEPOSITS AS FOREIGN EXCHANGE LIABILITIES
70 THE COMMcRCIAL BANKS, THROUSH OCTOBER 28, THESE LIABILITIES
INCREASED BY $722 MILLION (Faoghzég;;LA§10N ON DECEMBER 32, 1975

g R

TQ 728 MILL] ON ON OCTOBER 28), ASSUM] NG THI S AMOUNT AS A BANK OF

—

MEXICO FOREIGN EXCHANGE LIAéILITYo NET FOREIGN EXCHANGE RESERVES

DECLINED $2,239 MILLION (FRUM $1567 MILLION ON DECEMBER 32, T0
A NEGATIVE 5295 MILLION ON OCTOSER 29, INCLUDING A $177 MILLION
ADJUSTMENT FOR THE CHANGE IN THE GOLD VALUATION SYSTEM),

14, TAKING ALL KNOWN ITEMS INTO ACCOUNT, WE CAN EXPLAIN $2,p22 MIL=

S EERET

" m——— - —————
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LION OF THE $3,400 MILLiDN NET INTERVENTION LOSSs MOST OF THE

REMAINING 51,382 MILLION IS ATTRIBUTABLE To THE BANK OF MEXICO!S

-

TRANSACTIONS WITH THE PUBLIC ENTERPRISES, WHEN A PUBL IC ENTERPRISE

BORROWS DOLLARS FOR TH= SPECIAL TRUST FUNDs THE PROCEEDS ARE
DEPOSITED IN A DOLLAR ACCOUNT IN A FOR:IQJBANK TO TH ACCOUNT OF
THE BANK OF M:XICO (AS A TRUSTEE)y TO THE EXTENT THAT THE GQVERN=

.- 'MENT OF MEX]CO AUTHORIZES DELIVERY OF THOSE DOLLARS TD PUBLIC EN=

TITIES, FOR PAYMENT OF IMPORTS OR DEST SERVICES: THE TRANSACTION
IS A "5 DOLLAR ONLY" TRANSACTION: WITH N0 [NTERVENTION INVOLVED,
. 70 THE EXTENT THAT THE GOVEKNMENT OF MEXICO AUTHORIZES DELIVERY
"OF THE DOLLAR PROCEEDS FOR EXPENDITURES IN MEXICOs THE DOLLARS
ARE CONVERTED INTO PESQS AND ARE INCLUDED IN THE INTERVENTION
DATA AS A PURCHASE OF DOLLARS. FOR PESOS, T0 THE EXTENT- THAT THE
DOLLARS REMAIN ON ACCOUNT AT THE BANK OF MEXICQs THEY REMAIN
AS A LIABILITY, ALL THESE TRANSACTIONS FROM BEGINNING TO END,
ARE SIMULTANEOUSLY REGISTERED IN MEMORANDA AGCOUNTS,
15, DATA ON BANK OF MEXICO TRANSACTION WITH PUBL JC ENTERPR ISES
ARE NOT READILY AVAILABLE, A MAJOR Erroar.;;stﬁggugggﬁiééd“fo %

.

SUMMAR 1ZE THE INCREASE IN BANK 0F MEXICO USE OF TRUST FUND DOLLAR
RESOURCES, _ Eg

S ECRET




” g
SECRET
Page &

v

- - ———
- - o = —— — - O —

& s e e e =~ —————

16, [N SUM, NET FORZIGN RESEZRVES HAVE DECLINED BY $3,400

DURING THE YEAR TO0 OCTOBER 29, GRUSS RESERVES HAVE DECLINED BY
$955 MILLION, AND FORZIGN EXCHANGE LIABILITIES HAVE INCREASED
BY THE DIFFERENCES, OF WHICH 365 MILLLON SWAP T0 THE U.S, TREA=

SURY, %722 MILLan LIABILITY To THE COMMERCI AL BANKS AND 31,382
h—-—.——-——‘
MILL ION LIABILITY T0 T PUaLXC ENTERPR] SES, ;

———

. _PROJECT]ONS FOR NOVEMSER AND DECEMBER

17, THE CRITICAL UNKNOWN IN PROJECTING THE BANK OF MEXICO!'S FOs«
REIGN EXCHANGE REQUIRZMENTS AND AVAILABILITIES FOR THE REMAINDER
OF 1976 IS THE LEVEL OF SPECULATIVE CAPITAL QUTFLOW RESULTING.
FROM A LACK OF CONFIDENCE, ON THE ASSUMPTION OF NO SPECULATIVE
CAPITAL OUTFLOW AND, BASED ON THE BEST AVAILABLE DATA ON THE
TREND OF THE CURRENT ACCOUNT ANGD RzASONABL: ASSUMPTIONS REGARDING
CAPITAL ACCOUNT MOVEMENTS, THE BANK OF MEXICO PROJECTS A $204
 MILLION NET INFLOW FOR THE FINAL THO nuvths OF 1976, THE PROJEC=
TIONS AND THE ASSUMPTIONS ON WHICH THE PROJSCTIONS ARE MADE ARE
SHOWN IN TA3LE 5 |

18, THE BANK OF MEXICOC IS PROJECTING A CURRENT ACCOUNT DEFICIT

A PRSI S e i o

FOR THE LAST TWO MONTHS OF 3452 MILLION, THIS 1S BASED ON A FDRE'

T T

i ks

CAST D FICIT FDR 1976 OF 52.997 BILLloN. oF WHICH $2,123 MILLION

A B Y5 i B 1 A
—————— "
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IS A PRELIMINARY ACTUAL THROUGH AUGUST. FQR THE FINAL FOUR MONTHS
THE BANK OF MEXICO EXPECTS A SMALLEK (5225 MILLION) MONTHLY DEFI=
CIT THAN DURING THE EARLIER EIGHT MINTHS (263 MiLLION), BUT STILL
"BIGGER THAN THE FIRST QUARTER (%212 MILLION),

19 PUBLIC SECTOR CAPITAL ACCOUNT TRANSACTIONS ARE PROJECTED BY

THE FINANCE MINISTRY TO0 RESULT IN A NeW INFLOW OF 3654 MILLION.

B

. WITH AMORTIZATIONS OF $308 MILLION AND BORROWING OF 54454 MILLION,

S————

THIS LATTER INCLUDES AN $8028 MILLION CREDIT ARRANGED BY THE BANK
- OF AMER]CA FOV LATE NOVEMBER OR EARLY D:CEMBER-

20, PRIVATE SECTOR APlTAL ACCOUNT TRANbACTIDNS BOTH LONG AND.

SHORT TER{, ARE ASSUMED T0 BE IN BALANCE FOR THE REST OF THE YEAR
Wi TH AMORTIZATIONS OF $577 HILLION OFFSET BY BORROAING OF 4 SIMIe

LAR AMOUNT,. GIVEN THE EXCEPTIONALLY TIGHT MONETARY SITUATION, TO
BE DESCRIBED LATER, THIS ASSUMPTION SEEMS REALISTIC,

21, FINALLY, THE U,S, TREASURY SWAP 1S DUE FOR REPAYMENT ON Ng«
VEMSER 5, TO BE COVERED BY DRAWINGS FROM THE.IMF OF A SIMILAR
AMGUNT ON NOVEMBER 2 AND 4, '

THE KEy UNKNOWN 1S THE AMQUNT OF SPECULATIVE CAPITAL FLIGHT
BASED ON THE CONFJDENCE FACTOR.,
LIST OF TABLES
SECRET
8
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FOREIGN EXCHANSE RESERVES

DEC, 1975 = 0CT, 284 1976+ BY MONTH

(MILLIONS OF US DOLLARS)

NET FOREIGN EXCHANGE INTE RVENTI ON

FROM END OF DEC, 2975 T0 OCT, 29, 1976, BY MONTH, WITH BREAK=
DOWN OF NET PUBLIC SZCTOR AND PRIVATE SECTOR OPERAT IONS,
(MILLIONS OF US DOLLARS)

RECONCILIAT 1N OF FGREIGN EXCHANGE RESERVE CHANGES AND NET

INTERVENT]ON

. DATA SEPT, 17 T0 0CT, 29, 1976 (TO BE PUUCHED)

(MILLIONS OF US DOLLARS)

SALANCE OF PAYMENTS 1976,BY QUARTER

ACTUAL TO FIRST SEMESTER 1976 AND PROJECTIONS FOR.
SECOND SEMESTER 1975,

(M LLIONS 0F US DOLLARS)

PROJSCTED FOREIGN EXCHANGE - | ¢

REQUIREMENTS AND AVAILABILITIES, NOVEMSER AND DECEMBER 1976,
(MILLIONS GF US DOLLARS)

FORE]GN EXCHANGE RESERVE

SEPT, 17 = 32T, 28 19576 (TO BE POUCHED)

SECRET
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" TABLE NO. 1

i 3 DEC. 75 JAN,76 FEB, MAR., APR.(#%)
: a——

S GOLD - 154,6(#) 152, 0(#) 152.8(#) 152,08(#) 396.1
IMF : 118.0 118.0 118.0 118.0 118.0
SDR | 10@.9} 1¢0.8 120.8 99.7 99,3
FOREIGN EXCHANGE 1,111.8 E 1,041,7 1,196.9 i;114;3 853.8
NET BILATERAL 46,6 18,2 25,0 32,6 41.3

- AGREEMENT ' ‘

U,S. TREASURY BILLS 13.2 - 6,5 9.1 7.8 5.6
ACCEPTANCES 32,1 13,9 24,5 20.0 23,0

\
;
|
|-

EXCHANGE RESERVES 1,575,2 1,451,1 1,626,3 1,542,4 1,537.1

S W W e @mem = e e - - en g W
- -

GROSS FOREIGN

| MAY T JuL AUG SEPT  o0CT

Gh%al 396.4 | 396.1 364.5 337.0  361.8 264
- . :l ———— i '

//10’/ 118lg —~— 11800 118.@ .118-@ 113¢1 s

S EERET

e i r r—TET e - 7 A— P S —— ey —

~ ———— - ) e ~ ek U M =



Page /2.
SOR 98,8 98.3 98,4 98,7 49.1 5
F%i §95.4  1,839,5  754.5 750, 3 538.5 444
18 .5 29.9 38.6 46,3 11 .6 19
12,4 10.0 e 13.4 11.6 19
61,2 75,7 15,2 e ceee meee

1 "GROSS FOREIGN

. EXCHANGE RESERVES

LT
1

0 1,599.1  1,767.5  1,394.9 1,363.7 1,877.7
CHANGE IN GROSS RESERVES
GGLD IS VALUED AT 42.22 / 0%
GOLD IS VALUED AT 92 PERCENT OF ‘THE AVERAGE U.S. DOLLAR
MARKET PRIZE FOR THE PRECEDING THREE MONTHS OR OF THE
MOST RECENT CATE, WHICHEVER IS LESS,
FIGURSS AS CF END OF MONTH

SCURCE: 3SANK OF MEXICO, CLASSIFIED REPéRTS'.

TABLE NO. 2

NET FORSIGN EXCHANGE PURCHASES AND SALES

N m—— it

(INTEIVENTION) BY MONTH, JANUARY - OCTQBER,

1976, WITH PUBLIC AND PRIVATE SECTOR OPERATIONS,

778

. & ¥

"
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MONTH PRIVATE PUBL IC TOTAL

JANUARY - MINUS 188 " PLUS 5 MINUS 183
FEBRUARY : MINUS 259 A PLUS 258 __ MINUS 1
MARCH -  MINUS 371 PLUS 232  MINUS 139

< APRIL  MINUS 514 PLUS 191 MNUS 323
MAY ey ' MINUS 29 ’ MINUS 176 MINUS 2g5
CJUNE 3 MINUS 173 MINUS 316 - MINUS 489
ULy MINUS 255 MINUS 133 MiNUS 388
 AUGUST ~ MINUS 541 "~ PLUS 55 _  MINUS 486
~ SEPTEMBER MINUS 256 — .  MINUS 41 MINUS 297
O0CTOBER## MINUS 637 —— MINUS 249 MINUS 886

MINUS 3,223 MINUS 174 MINUS 3,397

L} .
WG TR P S R N W e 0 e D BPED SN D PN G W AS W EN SO e W W S e e S e E R e T R S g I e

## INCLUDES AN ESTIMATE FOR OCTOBER 29,
TABLE 4
QUARTERLY FORECAST OF THE MEXICAN BALANCE OF PAYMENTS 1/

/c

MILLIONS OF DOLLARS 3

S 5;;:5:%;} \

—
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e —— ———
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JANUARY APRIL - JULY SEPTEMBER TOTAL

MARCH#  JUNE#  AUGUST  DECEMBER
1, BALANCE ON GOODS _
§ SERVICES  =635,1  -874.0  ~594,4  -893.6 =2 997.1
.. A. EXPORT OF GGODS .' '
-~ & SZRVICES 1704,8 1 827.8 1 170.6 2 262.8 6 764.4
1. MERCHANDISE 7810 8795 465.5 1 134.5 3 2608.5
2. SILVER 35,6 38,7 27,0 62.0 163.3
3. TOURISM . 237,6 202,8 152, 4 200, 0 792. 8
4. INTERNATIONAL _
TRAVEL 25,8 254 18,0 33.1 100.0
5, FRONTIER
TRANSACTIONS 391,2 405.1 310.0 381.6 1 487,2
6. IN-30ND ASSEMBLY i .
FLANTS 125,2 154, 4 102.7 142,3 524, 6
7. OTHER 110, 4 121.4 95,0 168.5 435,3

B. IMPCRTS OF GOODS

& SZRVICES 2 339,9 2 11,0 % 765,80 2 958.5 9 761.%

B ———————————— e e e
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1. MERCHANDISE 1 433,4 1 656.8 1 102,20 1 B1C.Z 6 £20.2

A) PUBLIC SECTOR 560.,8 525.4 350.0 572.0 2 0e8.2
B) PRIVATE SECTOR 872,6 : 13%.4 752.0 1 238.¢ 3 992.0

2. TOURISM 70,6  118.2 90,0 101.3 380.1
3. INTERNATIONAL ' |
. TRAVEL 23,7 47.1 24,8 . 83.0 127.8
" 4. FRONTIER _ ' _
TRANSACT 1ONS 257.3 264.9 181.¢ 22643 929.5
5. DIVIDENDS &
INTEREST 198, 9 204.5 120,08 - 242.0 7634

S e P e o e e — es——— B —



6. INTEREST ON 3y GIMGLR "'f—:?d%:gyi' %rlfyﬁimf";t'

6FFICIAL DESTS 239, 0 280. 3 150, 0 355.0 1 024.3

l 1 @24.3

7. OTHER i 117,80 129.2 100, 0 190.0 536.2
I1. LONG=TERM 1 838,5°  8080.9 680,80 1 308.6 3 Y48.0

111. CHANGE IN THE BANK OF

"MEXICO'S

RESERVES 2/ 403, 4 -73.1 5,6 415.8  750.9

#PRELIMINARY :
1/ ASSUMES A 4,5 PERCENT GROWTH RATE,
2/ INCREASE IN INTERNATJONAL ASSETS AND/OR CAPITAL OUTFLOWS,
| TABLE -4 : : \
FOREIGN. DEBT SERVICE OF THE PUBLIC SECTOR

T e RO B _\“\

(MILLIONS OF DOLLARS)

S/;:gjﬁjf/r
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1976

SEPT=DEC

177

D bE Seruee

1977

JAN=JUN JUL=DEC

I« OUTFLOWS

A. CURRENT ACCOUNT DEFICIT

TOTAL 2 835,¢ 3 662.2 3 794.2
A, LONG TERM 755,0 1 530.0 4 722,80
INTEREST 355,0 830.0 770.8 -
.AMORTIZAT] ON 4ze, 0 700 .¢ 952.0 .
B, SHORT TERM 1 280, 2 1%2.2 2 872.2
INTEREST 82,0 180.0 120,08
AMORTIZATION 1 202,0 1 952.2 1 952.2
. TABLE 5 -

NOVEMBER=-DECEMBER 1976

B. PUBLIC DEBT PAYMENTS

Bsl LONG TERM

« U.S. DLS,
MILLION
450
82 ¢ Ty

200 o Q{ wﬁ?u[ cw-é'{y

i/;:gjﬁjif?
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3,2 SHORT TERM 600
PRIVATE DEST (TOTAL) 577
U.S, TREASURY SHWAP 365
SU3=TOTAL - = | 2,192
INFLOWS
PUSLIC SECTOR DEBT 1,454
Ful LONG TERM 85 4
7,2 SHORT TERM 600
PRIVATE SECTOR DEBT 577
ToMF, ; 365
SUB=TOTAL _ 2,396
TOTAL (11 = D) . PLUS 204
ERRORS AND OMISSIONS A
NOTES AND ASSUMPTIONS FOR TABLE 5
OUTFLOWS,

L

%, CURRENT ACCOUNT DEFICIT, = ON BASIS OF AN ESTIMATED CURRENT

ACCOUNT DEFICIT OF U.S, $2,997,1 FOR £976, AND 893.4 FOR THE 4

MONTH PZR10D, SEPTEMBER-DECEMBER 1976, FOR 2 MONTH PER1OD NOVEMBER~-

e S ———————
e s S kS b . p————

|

———
e ———

A DEFICIT 1S ESTIMATED AT US $458 MILLION., THE DEFICIT

IASZD ON BANK OF MEXICO'S FIGURES AND DEFINITIONS, WHICH -DIFFER

S(E/Q/ﬁ’é T
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FROM THE IMF ESTIMATES DUE TO NETTING OF REMITTANCES OF PROFITS
.ANb DIVIDENDS AND INVESTMENTS OF THESE., THERE IS ALSO A DIFFERENCE
OF APPROXIMATELY 382 MILLION IN THE ESTIMATES,

8, SUM OF 8.1 aND B, 2,

.~ Bui..ON BASIS OF BALANCE OF PAYMENTS ESTIMATES FOR 1976, U.S.
5200 MILLION REPRESENTS PROJECTED AMORTIZATIONS OF PUBLIC SECTOR
- 'EXTERNAL DEBT, |
. B.2., ESTIMATES BASED ON BALANCE OF PAYMENTS F]GURES.
C, 1T IS ASSUMED THATI
1) OUT OF TOTAL PRIVATE SECTOR EXTERNAL SHORT=TERM

—

DEBT ESTIMATED AT US $2,783 MILLION AS OF JUNE 3@, 1976, 1/6 FALLS
P ———————

" DUE ON THE 2 MONTH PERIOD AMOUNTING TC US $452 MILLION.

as——

11) AVERAGE MATURITY OF PRIVATE SECTOR LONG-TERM

DEBT IS 5 YEARS; OUT OF A TOTAL OF US $3,867 MILLION OUTSTANDING
AS OF JUNE 3@, 1976, 1T IS ESTIMATED THAT US $77p FALLS DUE IN
1976, AND OUT OF THAT, US $127 MILLION 1S DUE IN NOV-DEC 1976.

—

—

. s(§§§7fyg T
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""" T TTWEREFGRE, 458 PLUS 127 EQUALS 577 MILLION, thj M*“"ﬁl"“"’

AN p‘"e i
D, PAYMENT OF U.S, TREASURY SWAP,
D F. RESULT OF F.1 AND F,2
F.. HALF OF A TOTAL NET INFLOW OF US$1,328.6 INCLUDED 54
: 200

IN SALANCE OF PAYMENTS ESTIMATES FOR 4 MONTH PER10D sngEMBEf-,g5ll
DECZM2ER 1976, PLUS US $202 TO BE AMORTIZED (SEE B.1).
F,2 1T IS ASSUMED THAT ‘ALL SHORT=-TERM PUBLIC SECTOR
DEST IS ROLLED OVER.

G, 1T IS ASSUMED THAT ALL  PRIVATE SECTOR DEBT (SHORT

. - "AND LONG TERM) IS ROLLED OVER (SEE C ABOVE),

H, 1.M.F, DRAWINGS ON FIRST CREDIT TRANCHE AND

COMPENSATORY FINANCING FACILITY.  »

=t d
y J¥2IET,

/VO FJ qu.rlf) AM O/WL(«M/QA’O.
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. Department
to, Chairman Burns of the TreOSUN

Federal Reserve Board Ofﬁce Of SpeCiCll
Assistant to Secretary
room, 2046 e 11/3/76 for National Security

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

1.3(c}
N -nd 2 summary of a long Embassy 1_5§d$(-,)
telegram which-we did for Secretary Simon. .
I believe by this time you should also have

seen some spec:l.al reporting from Don Syvrud
of Lisle Widman's office which was sent to
Mr. Wallich yesterday.

A1e1qI] p10g "y pje1an woij Adodojoryg

DEC‘iT?‘: :.»’F“'F??f:'. o STED ,/;‘Q " # @A&:
E.O. 12958 Sec. 1.5 (¢ /ca)m '\‘f‘a’ & 4%1#’

M&uﬁng_ 18 B ¢fifa7 \w J. Foster Collins

By_KBE NARA, Dats_tofj1fa7 ' g e

ext. 2631 - 2632

CeLASIFIZD 3Y TREAckS

Fotspiia

---------------------------------
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SUBJECT JLP MEETS WITH TOP U.S. BUSIN:SSMeN3; SUBSEQUENTLY DISCUSSES
MEETING WITH AMGASSADOR

le SUMMARY: ON FRIDAY, OCTOB:R 22, A DOZELN MAJOR U.S.
BUSINESSMEN/INVESTURS ®ET PRIVATELY WITH LOPEZ PORTILLO
FOR A FRANK DISCUSSION OF FUREIGN (UeSe) INVESTMENT IN
MEXICO UF THE NEXT SIX YtEARS. BOTH SIDES FCUND THt MEETING
PRODUCTIVE, AS JLP mADE HIS SATISFACTION EXPLICIT TU THE
AMBASSADCR IN THEIR TeTe-A-TETe THe NEXT DAY. eEND SUMMARY.

2. MIGUEL ALEMAN FIRST STIMULATeD THe MEETING SEVERAL

MONTHS AGO. ON THE AMERICAN SIDz, DILLON REED AND COMPANY

AND KENDELL (PEPSICO) ORGANIZED THE ReSPONSE. THc RESULT

WAS A PRIVATE MEETING OF TOP U.S. BUSINESSMEN/INVESTORS
(DUPOGNT , GM, PEPSICO, SEARS, PFIZER AND OTHERS) WITH LOPEZ
PORTILLO ON OCTOBER 22. PLTER FLANIGANCA SENIOR PARTNcR

IN DILLON REED) PROVIDeD TALKING PAPERS TO THE U.S.
PARTICIPANTS ON THE BASIS OF A TIGHTLY DRAWN AGENDA, WHICH THE
BUSINESSMEN CLAIMED WAS "CLEARED WITH ScCRETARY KISSINGER".

3« THE AMERICANS, HAVING MET PRLVIOUSLY IN THE U.S.,
WERE PREPARED FOR A FRANK DISCUSSION.UNLIKt A
CONFEDENTLAL
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PR IOR MEETING OF U.S, BUSINESSMEN WITH PRELSIDENT

ECHEVERRIA ON JANUARY 18, 1975, AT WHICH THE PR.SIDENT AND STAFF
SERMONIZED HIS LISTERNERS, FRIDAY'S MELTING WAS NOTABLE

FOR ITS FRANK INTERCHANGE IN WHICH TH:t AMctRICAN PARTICIFANTS
PRESENTED THEIR POSITIUNS BASzD UN FLANIGAN'S AGENDA. THcz AMERICANS
WERE PARTICULARLY IMPRELSSED BY THr QUALITY OF THE DISCUSSION

AND BY JLP'S ASStRTION Ht HOPED THIS WOULD Bk THE FIRST

OF MANY MEETINGS.

4. LOCPEZ PORTILLO STRESSED TO THE AMERICANS THAT HIS
REGIME WOULD BE INDEPENDZNT AND NOT CONSTRAINED BY THE
POLICIES OF THE LAST SEXcNIO. TO ACHIEVE SUCH FREEDOM
FROM THE PAST, HE WOULD REQUIR: TH:t CCLLABORATION OF TH:t
BUSINESS COMMUNITY--BOTH FOREIGN AND DUMcSTIC. WHILE HE
GREATLY DESIRED FOREIGN BUSINtSS PARTICIPATION AND
INVESTMENT IN MEXICO, IT MUST BE SELECTIVE AND STIMULATE
MEXICC'S REAL GROWIH. IN ADDITION, JLP £SPOUSED THE
RECURRENT THEME THAT MEXICO MUST EXPAND ITS MARKETS AND
SOURCES OF FINANCE. FOREIGN BUSINESS HE SAID, MUST Bk
GUARANTEED EQUITABLE TREATMczNT AND A FAIR PROFIT--

POINT ING OUT THAT THIS IS AN ARGUABLE SUM. THUUGH
GOVERNMENT POLICIES REFLECTING CURRcNT NcEDS SHOULD NOT
VICLATE PRIOR UNDERSTANDING WITH VESTeD INTERESTS,
STILL, JLP SAID, FOREIGN BUSINESSMEN MUST REALIZE THAT
POLITICAL SOVEREIGNTY IN MEXICO WAS A CUNCEPT OF THE
HIGHEST IMPORTANCE.

5« THE U.S. BUSINESSMEN EXPRtSScD THeIR CONCERN AT A
NUMBZR OF RECENT DEVELOPMENTS AND CURRENT TRENDS. JLP
RESPONDED THAT HE KNOWS THe PROBLEMS AND THINKS HL
KNCWS SOME OF THE ANSWERS, AS RUNNING MEXICO WAS, IN
MANY WAYS, LIKE RUNNING A BUSINESS. PARTICULARLY
IMPCRTANT WAS TO OBScRVE THe RULES OF THE GAME AND NOT
TO CHANGE THEM IN THE MIDDLe OF PLAY. SOME PROBLEMS HE
SAID HE COULD SOLVE IMMEDIATEYLj; OTHERS WOULD TAK:
CONSIDERABLY LONG:R. THOUGH Hr WAS NUT KNOWLEDGEABLE AS
TO THEIR DETAILS, JLP STATtD Ht WOULD REVIEW, FCR EXAMPLE,
THE PATENTS AND TRADEMARKS LAW FGR POSSIBLE CONFLICTS
WITH MEXICO'S INTERNATIONAL TR-ATY OBLIGATIONS AND
OTHER IRREGULARITIESj; THc FOREIGN INVESTMENT LAW FOR
POSSIBLE INQUITIES, THUUGH IT WAS ALSU NECESSARY Tu
CONEIDWNTIAL

T —
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AVOID "MAJORITY ABUSE"™. IN RLSPONSE TO THE AMERICANS'
CONCERN ABOUT THE PUSSIBLE USE OF PRICE CONTROLS, JLP
SAID THAT WHILE UNWELCOME Tu THE BUSIN:SS COMMUNITY,
AN ECONOMIC CRISIS MIGHT REQUIRE SUCH RECOURSE.

6. FANK LORETTA (DUPONT MEXICO) RcPURTED DUPONT
CAAIRMAN SHAPIRO'S COMMENT THAT "THe ENTIRE GRUUP
WAS HIGHLY IMPR:SSED"™ BY JLP'S FRANKN:SS, LOGIC AND
STRAIGHTFORWARDNESS, AND GAVE HIM HIGH MARKS FUR THE
MANNER IN WHICH HE RESPONDED TO THelIR QUESTIUNS AND
EXPLAINED HIS OWN POSITIONS.

7. WHEN THE AMBASSADOR CALLED ON LOPEZ PORTILLO SATURDAY
MORNING, JLP HIMSELF RAISeED THE SUBJ:CT, ENTHUSING ABOUT
THE MEETING AS HAD THE AMERICAN BUSINESSMEN THE PREVIOUS
DAY. HE THOUGHT THE INTERCHANGz PRODUCTIVE AND WANTED
MORE SUCH FRANK MEETINGS. Ht REPEATED SEVERAL OF THE
THEMES UF THE MEETING: THE FAVORABLE RULE OF FOREIGN
INVESTMENT IN MEXICO(PARTICULARLY U.S. INVESTMENT),

BUT WITH THE CAVEAT THAT IT MUST BE SELECTIVE AND
CCNTRIBUTE DIRECTLY Tu MEXICO'S DEVELOPMENT PLANS,
CREATING NOT ONLY JOBS BUT FOREIGN EXHCANGE (T HROUGH
EXPORT JAS ON THE DAY BEFORE, He SPOKE OF THe RULES

UF THE GAME, BUT PUINTED OUT BOTH SIDtS MUST PLAY BY
THE RULES. ADDITIONAL TO THCOSE POINTS DISCUSSED IN

THE BUSINESSMzN'S McETING AND RePORTED ABUVE, THE
AMBASSADOR RAISED THt CrRUCIAL IMPURTANC:z TO ANY INVEST-
MENT ASPIRATIONS OF TH: GOVELRNMcNT OF THE NEED TO
REBUILD CONFIDENCE AMONG ALL POTENTIAL INVESTURS IN

THE GOM'S ABILITY TU MANAGE ITS FINANCIAL AND ECONOMIC
FROGRAMS, AND TO ASSUMz FAIR AND WELCUMING TREATMENT

TO AMERICAN AND OTHzR FOREIGN INVESTURS. THc AMbASSADOR
SPeCIFICALLY ALLUDED Tu THe PATeNTS AND TRADzMARKS LAW
WHICH IS OF IMMEDIATE CONCLRN TO AMERICAN INVESTORS AND
UTHER BUSINESSMEN, AND ReLIEF FRUM WHICH WOULD BE A
HIGHLY VISIBLE SIGN OF WkLCuMe TC UeSe INVESTMcNT.

JOVA
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1. SUMMARY: GOM DECISION TO FLOAT PESO DOWNWARD APPEARS TO
US A VERY RISKY GAMELE AIMED AT SIOWING CAPITAL OUTLFOW
OR AT LEAST MAKING IT MORE EXPENSIVE PRIOR TO A BANKING
DECLINE IN PUBLIC CONFIDENCEEEE OF GOVERNMENT, OUTFLOWS HAVE

CONTINUED TODAY, THOUGH MAGNITUDE DOES NOT SEEM TO BE LARGE,
END SUMMARY,

2, ANNOUNCEMENT OF DECISION TO REFLOAT, OR, MORE ACCURATELY,
RE-PEG PESO AT 26,24 AND 26,5¢ APPEARS TO HAVE BEEN A MORE -

OR LESS DESPERATE DECISION TO STEM CAPITAL OUTFLOWS PRIOR TO

A LONG HOLIDAY WEFKEND (NOV, 2 IS A BANK HOLIDAY), CONVERSATIONS
OF FINATT WITH SENIOR BANK OF MEXICO OFFICIALS ON OCTOBER 27,
DID NOT GIVE ANY INDICATION THAT DECISION TO REPEG WAS '
IMMINENT, ALTERNATIVE TO REPEG WAS PROBABLY FXHCANGE CONTROLS,

3. WHILE BANK OF MEXICO COMMUNIQUE, PEPORTED SEPARATELY,
RE-EMPHASIZES THAT PESO IF FLOATTTING, COMMERCIAL BAMNKS

ARE RECERIVING PATES AT wWKICH THE BANK OF MEEXICO wILL DEAL
AND THESE ARE FOLLOWED BY BANKS, RATES FOR TODAY ARE

BUYING AT 26,24 AND SELLING ATTT 26,5¢, ONE MAJOR DIFFERENCE
FROM PREVIOUS RATE IS NARROWING OF SPREAD, PESO IS NOT

FLOATING IN ANY SENSE, ALTHOUGH BANK OF MEXICO IS TRYING
TO GIVE THE IMPRESSION IT IS,

4, WE VELIEVEE THAT BANK OF MEXICO SEES RE-PEEEGGING AS
TEMPORARY AND HOPES TO BRING DOWN THE RATE NEXT WEEK,
WHILE HARD TO PROVE, WE DO NOOOOTT BELIEVE PESO OVER-
VALUED

AT 19,7, BUT RATHER WAS SLIGHTLY UNDER-VALUED,
FURTHER 25 PERCENT DEVALUTION IS NOT JUSTIFIED ON

ECONOMIC GROUNDS AT THIS TIMEE, THUS, MEASURE APPEARS TO
BE A SORT OF DESPERATION ATTEMPT TO SIOW CAPITAL OUTLFOW,
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S. WE UNDERSTAND THAT BANKS ARE NET SELLEERRS OF DOLLARS
TODAY, BUT NOT IN AMOUNTS EXCEEDING RECENT DAYS, WE HAD

BELIVED, AS DID BANK OF MEXICO, THAT FURTHER DEPRECIATION

OF RATE wOULD ONLY AGGRAVATE CAPITAL OUTFLOW, WHETHER
THIS IS TRUE REMAINS TO BE SEEN, BUT RATE CHANGE RAD NOT
BROUGHT ABOUT CAPITAL OUTFLOWS,

6, OUR INITIAL SOUNDINGS INDICATE INCREASED CONFUSION
AND BITTERNESS AS WELL AS FURTHER LOSS OF CONFIDENCE
IN THE GOVERNMENT,

7. TWO CHIEF EXECUTIVES OF MAJOR U,S ,~OWNED COMPANIES

HERE SOUGHTT US OUT TO EXPRESS THEIR CONCERN AND SEEK OUR OPINIONS,

BOTH WERE SERIOUSLY CONSIDERING LIQUIDATING INVENTORIES,
CONVERTING PROCEEEDS INTO DOLLARS, AND REDUCING THEIR
OPERATIONS TO A MINIMUM IN ORDER ‘l'O AVOID ANOTHER MAJOR
LOSS TO THEIR COMPANIES, WHILE WE DO NOT KNOW HOW
WIDESPREAD THSE VIEWS ARE, WE DOUBT IF THEY ARE

UNIQUE TO THESE TWO, THE EARLIER VIEWS OF THHESE TWO

MEN WERE REFLECTED IN PARAGRAPH FOUR OF MEXICO 13372,

THEIR VIEWS TODAY WERE A RAHTER SHARP AND DISTURBING
REVERSAL,

8, CONFIDENCE PROBLEM REMAINS AND NEW EXCHANGE RATE
WILL ONLY WORSEN MATTERS, IF NOT REDUCED WITHIN A WEEK,
IT IS LIKELY TOO BRING ABOUT A FURTHER REDUCTION IN
ECONOMIC ACTIVITY,
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SUBJECT: POSSI®BLE REVISION OF IMF PROGRAM

1. SUMMARY: IN OCT, 28 CONVERSATION, BANK OF MEXICO
OFFICIAL TOLD FINATT THAT SPECIFIC TARGETS IN IMF PROGRAM
IN 1977 MAY BAVE TO BE RE-NEGOTIATED, END SUMMARY,

2., IN COURSE OF CONVERSATION WITK BANK OF MEXICO OFFICIAL
ON OCT,., 28, FINATT ASKED WHETHER IMPACT OF RECENT
DEVEIOPMENTS ON THE ECONOMIC OUTCOME FOR CURRENT YEAR MIGHT
NOT MAKE ATTAINMENT OF TFE SPECIFIC TARGETS IN THE EFF 1977
PROGRAM MORE DIFFICULT, PARTICUIAR REFERENCE WAS MADE TO
THE 9¢ RILLION PESO BUDGET DEFICIT TARGET, OFFICIAL
INDICATED THAT HE THOUGHT THIS TARGET MIGHT HAVE TO BE .
RENEGOTIATED, BUT THAT THE IMPFORTANT TARGETS IN THE PROGRAM
WERE THE REIATIONSHIPS TO GDP RATHER THAN THE SPECIF'IC
TARGETS SUCH AS THAT FOR 1977 PUBLIC DEFICIT,

t
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3. BASIS FOR QUESTION 1 OUR BELIEF THAT THE IMPAC DF
DEVEIOPMENTS IN THE FINAL FOUR MONTHS OF THIS YEAR MAY

- LEAD TO A HIGHER PURLIC SECTOR DEFICIT THAN FORESEEN IN
THE FUND PAPERS ON MEXICO, THE DEVALUATION IS LIKELY
TO HAVE A SIGNIFICANT IMPACT ON CORPORATE TAX REVENUES,
A NUMBER OF BUSINESMEN FAVE TOLD US THEY ARE LOWERING
THEIR PERIODIC TAX PAYMENTS ON THE BASIS OF HIGHER COSTS
RESULTING FROM THE EXCHANGE RATE CHANGE, CORPORATE »
INCOME TAX RECEIPTS ACCOUNT FOR ABOUT 2¢ PERCENT OF
FEDERAL GOVERNMENT REVENUES, RE PUBLIC SECTOR COMPANIES,
THE INCREASED COSTS POR WAGES AND FOREIGN DEBT SERVICE
HAVE NOT YET BEEN OFFSET BY INCREASED PRICES, IN THIS
REGARD, WE KEEP HEARING THAT PRICE INCREASES IN THEPUBLIC
SECTOR ARE IMMINENT, ONLY TO HAVE THEM POSTPONED, MOST
RECENTLY BECAUSE OF THE SECOND DEVEIATUION AND THE FEAR
OF THE REACTION TO SUCHE PRICE INCREASES AT A TIME WEEN
THE GOM IS MAXING AN EFFORT TO CONVINCE THE PRIVATE SECTOR
NOT TO INCREASE PRICES AND THE LABOR UNIONS NOT TO DEMAND
ANOTHER WAGE INCREASE,

4, SHOULD THE 1977 PUBLIC SECTOR DEFICIT BE IN THE RANGE
OF 120-13¢ BILLION PESOS, IT wILL BE MORE DIFFICULT THAN
EARLIER ANTICIPATED TO BRING THE 1977 DEFICIT T™O 9¢ MILLION
PESOS WHICH wOULD BE THE EQUIVALENT OF 72 BILLION 1976
PESOS, ASSUMING A 2¢ PERCENT PRICE DEFLATOR FOR 1977,

5. WHILE BANK OF MEXICO OFFICIALS STATEMENTS WAS INFORMAL,
AND MAY NOT REFLECT THE GOM POSITION, WE ARE
CONCERNED FOR SEVERAL REASONS, ONE IS TRATIT INDICATES
A MORE RAPID DETERIORATION IN THE CURRENT ECONMIC
SITUATION THAN OTHERWISE EXPECTED, ANOTHER IS THAT
WE HAD PRESUMED THAT THE SPECIFIC TARGETS MENTIONED
IN THE FUND PROGRAM WERE OVERRIDING,
JOVA
BT
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_MEXICO'S ECONOMIC SITUATION WILL

CONTINUE TO DETERIORATE. A MAJOR PROBLEM 1S THE MEXICAN
1.3(a)(é}

PUBLIC'S LACK OF CONFIDENCE IN THE PRESENT GOVERNMENT.

s Ncc THE FLOTATION OF THE PESO.

AN AVERAGE OF USS160 MILLION HAS LEFT THE COUNTRY EACH WEEK.
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NNING AND END OF REPORT. .

I | FLATION IS RUNNING ABOUT
36 PERCENT AND [} ANOTHER DEVALUATION IS A POSSIBILITY

WITHIN THE NExT Tw0 T0 THREE YEARS. |
MEXICO WOULD UNCERGO A SEVERE RECESSION IN 1977 anD R

1.3(a)(4)
PRESIDENT=ELECT JOSE LOPEZ-PORTILLO PROBABLY WOULD BE ABLE
TO DO LITTLE TO STOP THE RECESSION/INFLATION SPIRAL. [
CRITICIZED PRESIDENT LUIS ECHEVERRIA'S HANDL ING OF THE
CURRENT SITUAT 10N, T 0 ADDITIONAL MAJOR
PROBLEMS MEXICO WOULD BE FACING IN THE NEXT TWO 'YEARS:.
INSUFF ICIENT DOMESTIC FOOD PRODUCTION AND SHORTAGE OF
WATER IN MAJOR: CITIES, END SUMMARY,

B i e o R
I - c.cik PICTURE OF MEXICO!'S CURRENT <N
AND LONG-RANGE ECONOMIC SITUATION., A MAJOR PROBLEM 1S RS
THE MEXICAN PUBLIC'S LACK OF CONFIDENCE IN THE PRESENT ol
covernMeNT, [N M\ c: THE |
31 AUGUST FLOTATION OF THE PESO, AN AVERAGE OF US$1¢@ MILLION

HAS LEFT THE COUNTRY WEEKLY. |HEEEEE COMMENT: THIS RATE WOULD

BE NEARLY DOUSLE THE CAPITAL L0SS ESTIMATED DURING THE FIRST
4 .

'.‘EIGHT MONTHS OF 1976 BUT CORRESFONDS T0 OTHER INFORMATION
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*¥ PAGE 3 OF 7 PAGES 4 3(a)(4)
- FURTHER DISSEMINATION AND USE OF THIS INFORMATION SUBJECT TO
CONTROLS STATED AT BEGINNING AND END OF REPORT.
s (classification)
I o vHc TOPIC.) THIS AMOUNT WAS HIGHER DURING THE 1.3(a)(4)

M1D-SEPTEMBER HANK RUN WHICH WAS CAUSED BY RUMORS THAT THE
GOVERNMENT INTENDED TO FREEZE BANK ACCOUNTS, BUT THE DAILY
AVERAGE OF USS2¢ MILLION CAPITAL OUTFLOW STILL HOLDS TRUE,
PEOPLE ARE CONTINUING TO TAKE THEIR MONEY OUT OF BANKS®
AND ARE EITHER KEEPING IT AT HOME OR PUTTING IT INTO U.S.
s R e s S R N G ) <
THE FIRST OF THE YEAR, THE NET QUTFLOW OF U.S. DOLLARS HAS 1.3(a)(4)
BEEN OVER THE USS1.2 BILLION LOAN MEXICO WILL RECEIVE FROM
THE InTERNATIONAL MONETARY FUnD (1vr). [ comvent: THE
US$S1,2 BILLION IMF LOAN WAS REQUESTED BY PRESIDENT LUIS
ECHEVERRTI AALVAREZ TO SUPPORT THE FLOTATION OF THE
coh R S R RN TR 1.3(a)(4)
R e B e R T
2, I < PECTATIONS
THAT MEXICO CAN PULL OUT OF THE CURRENT ECONOMIC SITUATION //’%

AFTER THE DEVALUATION, MEXICO GAINED THEORETICALLY ALMOST N

6@ PERCENT OF THE WORTH OF THE PESO (IN TERMS OF INCREASED

COMPETITIVENESS), AT THE END OF ONE YEAR, THE NET GAIN WILL  1.3(a)(4)

£1e1q17 P10y ¥ preian woij Adodoloyd
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(classification)

BE ONLY 22 éERcsNT; AT THE END OF TWO0 YEARS (AT 38 PERCENT
INFLATION), IT WILL BE MINUS 12 PERCENT; AT THE END OF THE
THIRD YEAR, IT WILL BE MINUS 4@ PERCENT, ETC. THUS, AT A
SERTAIN POINT, THERE WILL HAVE TO 3E ANOTHER DEVALUATION,
JUST TO KEEP EVEN,

3, .ANOTHER DEVALUATION POSSIBLY COULD OCCUR IN THE
NEXT FEW MONTHS, BUT WILL CERTAINLY HAPPEN IN THE NEXT
THREE TO FOUR YEARS IF STRONG ECONOMIC MEASURES ARE NOT
UNDERTAKEN 8Y PRESIDENT-ELECT JOSEL 0 PE 2 =P 0 R T I1 LL O,

whILE [ /O THER DEVALUATION MIGHT  1.3(a)(4)

BE THE BEST THING FOR THE COUNTRY IN THE SHoRT rRun. NN

B :7 “1LL NOT BE UNDERTAKEN FOR A VARIETY OF REASONS. FOR

ONE,» IT WOULD BE POLITICALLY UNWISE FOR LOPEZ-PORTILLO TO

START HIS TERM WITH SUCH A CONTROVERSIAL MEASURE AS HE WOULD =733

LOSE THE PEOPLE'S ALREADY SEVERELY SHAKEN CONF IDENCE "AND

CAPITAL FLIGHT WOULD INCREASE BEYOND WHAT IT IS NOW. _
4. commentinGg ON THE ReMArks [ 1.3(2)(4)

THAT MEXICO WOULD HAVE T0 LIVE THROUGH TWO \YEARS OF AUSTERITY,

T v <1CO COULD NOT MANAGE SUCH A

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

B i 4
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1.3(8)(4)

MAJOR INDQSTRIES 0F THE PRIVATE SECTOR IN MEXICO ARE LAYING

OFF PERSONNEL IN LARGE NUMBERS. THE MOTOR INDUSTRY IS

PARTICULARLY HARD HIT., THIS SITUATION HAS COME ABOUT BECAUSE

2 THE VICIOUS CIRCLE CREATED BY THE DEVALUATION, ALL VEHICLES

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

WITH THE DOLLAR, THUS: rrwrr PEOPLE WILL BE ABLE TO PURCHASE

THESE VEHICLES, FEWERSALES MEAN FEWER PROFITS. ALSO, THE

COMPANIES WILL HAVE TO SAVE MORE MONEY BECAUSE THE PESO IS

WORTH LESS WHILE LABOR COSTS HAVE INCREASED., COMPANY SAVINGS

AND LESS PROFITS AND FEWER SALES MEAN FEWER JOBS. FEWER JOBS

MEAN MORE PEOPLE OUT OF WORK WITHOUT MGNEY. THIS, IN TURN,

ME ANS THAT A LARGER SEGMENT OF SOCIETY WILL NOT BE ABLE TO

AFFORD TO BUY OTHER ITEMS WHICH MEANS FEWER 3LES OF OTHER

MERCHANDISE, THE GOVERNMENT WILL HAVE TO PUMP MORE MONEY INTO

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

INFLATION, HKIGKER INFLATION MEANS THE PESO 1S WORTH LESS,

I L0 FEz-PoRTILLO WiLL BE AsLe  1.3@)

70 DO LITTLE TO STOP THIS RECESSION/INFLATION SPIRAL AND
H1S POLICIES TO COUNTERACT THIS PROBLEM WILL PROBABLY NOT . T=u%
PRODUCE THE DES]RED OR NEEDED RESULTS. |

. e 2
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(classification) :

5. RSN - 1.3(a)(8)
GOVERNMENT IS HANDLING THE SITUATION POORLY, THE MAIN
CAUSE OF THE PROBLEM IS PRESIDENT ECHEVERRIA WHO REF USES
T0 TAKE THE ADVICE OF HIS ECONOMIC ADVISERS AND WHO CHANGES
HIS MIND ON ECONOMIC POLICIES FOR THE COUNTRY FROM DAY TO
o+v. [ o7 FRECZING BANK
ACCOUNTS OR ADOPTING POLICIES TO RESTRICT CAPITAL FLIGHT AT

1.3(e)(4)

THE TIME OF THE PESO DEVALUATION WERE TWO MAJOR BLUNDERS
COMMITTED BY ECHEVERRIA,

¢ | 0\ = oF ECHEVERRIA'S

£1e10177 P10 Y DIRIAIN WOoT) £dosooyd

ECONOMIC ADVISERS SAID THAT IN TWO YEARS MEXICO0 WILL BE FACED

WITH TWO ADDITIONAL PROBLEMS OF MONUMENTAL PROPORTIONS.

MEXICO WILL NOT RAISE

FIRST,
SUFFICIENT FOOD FOR ITS GROWING POPULATION,
IT WILL THUS KAVE TO IMPORT FOOD PRODUCTS WHICH wWILL INCREASE
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(classification) g

IMPORTS AND WORSEN THE BALANCE OF PAYMENTS PROBLEM. SECOND,

MEXICO CITY AND OTHER METRO®OLITAN AREAS WILL FACE A WATER

CRISIS BECAUSE RURAL SECTOR PCVERTY WILL DRIVE THE PEOPLE

TO UREAN CENTERS, PRIMARILY MEXICO CITY, THEREBY COMPOUNDING

AN ALREADY DEFICIENT WATER SUPPLY SITUATION, SUCH CONDITIONS

WILL INCREASE THE ILLEGAL IMMIGRATION OF MEXICANS INTO THE
UNITED STATES.

. SRS SR 1.3(a)(4)
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1. SUMMARY: EVENTS IN OCT, PART ICULARLY ECONOMIC, INDICATED THAT
LONG ANT ICIPATED DIMINUTION OF POWER OF OUTGOING ADM INSTRATION
IS OCCURING, BUT WITH PRES-ELECT LOPEZ PORTILLO CONSTRAINED POLI-
TICALLY AND CONST ITUT IONALLY FROM ACT IVE ROLE, RESILT IS POWER
VACUUM IN WHICH GOM IS WNABLE PROVIDE LEADERSHIP WHICH ECONOMIC
SITUATION REQUIRES. GOM 'S CREDIBILITY IS AT ALL TIME LOW, PUBLIC
TEND ING TO BEL IEVE OPPOSITE OF GOM PUBL IC PRONOUNCEMENTS. THIS
LACK OF CONF IDENCE LED TO FIRTHER CAPITIA. FLIGHTS AND SECOND
CEVALUATION IN TWO MONTHS, TO MORE RUMORS, AND TO MORE OPEN
CRITICISM OF PRESIDENT. WITH ONE MONTH TO GO BEFORE INAUGUR-
ATION, MEX ICANS ALL HAVE FINGERS CROSSED, HOPING MEXICO WILL
MAKE IT. END SWMMARY.

2. ECONMIC SITUAT ION .
MEX ICAN ECONOMY IN OCT REMAINED CHARACTERIZED BY CONFUSION OVER
@VT POLICIES AND LACK OF CONFIDENCE IN GOM 'S ABILITY TO COPE

GONEIDENT-IA- DECLASSIFIED
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WITH CRISIS, TWO SPECIFIC DEVELOPMENT S OF NOTE WHERE RED '-

EXPORT TAXES AND SECOND DEVAL UAT ION. FORMER WAS APPARENTI':STIONS 2
DECIDED BY PRESIDENT IN RESPONSE TO PRIVATE SECTOR PRE SSIRES.

TWO DAYS LATER BANK OF MEXICO ANNOUNCED RESIMPTION OF FLOAT »
RAISING PESO BUYING RATE NEXT DAY FROM 19.5 TO 26.5 PESOS PER
DOLLAR. NOV. 1| RATE IS 25.58, DECISION TO RESWE FLOAT, WHICH
TECHN ICALLY NEVER ENDED, WAS APPARENTLY TAKEN TO STEM CONT INUING
FLIGHTS OF CAPITAL. IT APPEARS THAT MEASIRE REDUCED CAPITAL OUT-
FLOWS, BUT BY HOW MUCH IS UNCERTAIN., ONE HOPEFUL DEVELOPMENT WAS
MEASURE REACTION OF LABOR, WHICH FOR MOMENT IS REFRAINING FROM
MAKING NEW WAGE DEMANDS. BUI NEW RATE SENT SHIVERS DOWN SPINES OF
BUSINESSMEN WITH LARGE FOREIGN DEBTS. GOM ECONOMIC OFFICIAL S ARE
AVARE OF CONF IDENCE PROBLEM, AND LAMENT THAT, FOR "POL ITICAL
REASONS™, (READ ECHEVERRIA'S SENSITIVITY), PRES-ELECT JP

CANNOT COMMENT PUBL ICLY ON PRESENT SITUAT ION. THIS MAKES

NOV. LOOX LIKE ANOTHER BLEAK MONTH.

3. THERE IS NO CURRENT DATA ON ECONOMIC SITUATON, BUT WE
SUSPECT THAT CAPITAL FLIGHT SINCE SEPT. 1, HAS RESWTED IN ZERO
@ROWTH RATE OF MONEY SUPPLY. IN LIGHT OF PRICES INCREASES SINCE THIS
TIME, IT SEEMS TO US LIKELY THAT VOLUME OF TRANSACT IONS WILL
[ECLINE. THIS WOULD LEAD TO LOWER REAL GROWTH RATE FOR 1976 THAT

4 PERCENT BE ING FORECAST BY IMF. '

4 ECHEVERRIA, JLP AND INTERREGNIM
TRUE TO HIS PROMISE YEAR AGO, TO "WORK FOR MEXICO"™ UP TO HIS
LAST MOMENT IN OFFICE, PRES ECHEVERRIA HAS BEEN CRISSCROSSING
COUNTRY AS THOUGH HE WERE CAMPAIGNING, MEETING ALL NIGHT WITH
CAMPESINO GROUP IN SONORA, A
IN AJ GURATING PUBL IC WORKS IN HIDALGD, BLAST ING PRIVATE SECTOR
IN NUEVO LEON (SEE MEXICO 13366), INSPECTING MILITARY FACIL ITIES
AND PRAISING ARMED FORCES IN QUERET ARO, AND, IN OAXACA, ACCUSING

"CERTAIN SECTORS™ OF TRYING TO CREATE PROBLEMS FOR JLP.

5% WHILE PRESS HAS HEADLINED THESE PRESIDENTIAL PRONOUNCEMENTS
AD ACTIVIITIES, THERE IS AL SO BEGINNING TO BE MORE OPEN CRITICISM
F ECHEVERRIA. FRMER PRES ALEMAN, ASKED BY REPORTERS TO CHARACTER-
IZE LEA ADMINSTRAT ION, SAID HISTORY WOILD HAVE TO BE JUDGE,
COMMENT WIDELY INTERPRETED TO MEAN THAT SINCE ALEMAN HAD NOT HING
NICE TO SAY, HE SAID NOTHING AT A.L. UNAM RECTOR SOBERAON CRITI-
CIZED "BUREAUCRATIC EXPLOSION" FOR CONTRIBUT ING TO GOVT
CEFICIT, ECONOMIC COMMENTARY INCREASINGLY BLAMED MALA-

ADM INSTRATION AS CHIEF CAUSE OF DEVAL AT ION, PRIVATE SECTOR SPOKES-
MAN OPENLY SAID GOM 'S LACK OF CREDIBILITY WAS REASON FOR CONT INUING

& =
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CAPITAL FLIGHT, AND MONTERREY BUSINESS COMMUNITY REACTED TO
ECHEVERRIA °S BLAST WITH DEVASTATINLY HOSTILE POLITICAL ADS.

6. WHILE ECHEVERRIA HAS BEEN FLAYING WITH SYMBOLS OF POWER, JLP
HAS BEEN IN VIRTUAL SECLUSTION IN IKIS COYOACAN HQS, CONST IT U-
TIONALLY AND POL ITICALLY CONSTRAINEDFROM EXERCISE OF POWER.

DURING OCT- HE APPEARED IN PUBL IC TW ICE, BOTH TIMES WITH ECHEVER IA.
CONSEQUENCE IS INTERREGNIM, AT TIME WHEN MEXICO CAN ILL AFFORD IT.

7. RUMORS CONT INUE
RMORS CONTINUED TO FLOLRISH DURING OCT AND GOM CONTINUED TO
TRY TO REFUTE THEM IN LOW KEY MANNER, PROBABLY REAL IZING THAT
DIRECT REFUTAT ION WOLLD ONLY LEND THEM CREDENCE (FOLLOWING GOM
CENIAL THAT OCT 12 BLACKOUT AFFECT ING FEDERAL DISTRICT AND FIVE
STATES HAD EEEN CAUSED BY SABOTAGE, MEXICANS WERE SAYING "I TOLD
YOU IT WAS SABOTAGE -- THEY DENIED IT.") ALTHOUGH JLP'S CAN-
CELLATION OF HIS PANAMA AND COLOMBIA TRIP FROBABLY WAS, AS HE
SAID, DUE TO HIS WISH TO WORK ON HIS ECONOMIC PROGRAM, MANY
SUGGESTED PRIVATELY THAT HE WAS AFRAID TO LEAVE COUNTRY FOR
FEAR PRESIDENT WOLLD SOMEHOW TAKE ADVANTAGE OF HIS ABSENCE.

RUMORS ABOUT ARMY 'S INTENTIONS SWDENLY APPEARED, LEADING
PRESIDENT PUBLICLY TO PRAISE ARMY'S LOYALTY AND SEMI-OFFICIAL
EL NACIONAL TO DO LIKEWISE IN BOTH EDITORIAL S AND CARTOOONS

(MEXICO 13749)., VERSIONS OF THIS RUMOR VARIED, ONE SUGCGESTING ARMY
GF ICERS HAD THREATENED BOTH ECHEVERRIA AND JLP WITH MILITARY
INTERVENTION UNLESS CERTAIN UNSPECIFIEDCHANGES WERE MADE , ANOT HER
VERSION (SOMEWHAT CLOSER TO TRUTH, WE SUSPECT) HAVING IT THAT MIDDLE
RADE OFF ICERS HAD EXPRESSED THEIR UNHAPPINESS IN GENERAL TERMS
TO MEXSECDEF CUENCA DIAZ. WITH RIMORS AND ECONOMIC SIT UAT ION
EACH ENCOURAGING OTHER, MOST MEX ICANS HAVE FINGERS CROSSED,
MXIOUSLY AWAITING DEC. 1| INAUGURAT ION OF JLP.

8, FOREIGN AFFAIRS, MORE DISAPPOINTMENTS
DIPLMATS, POL OBERSERVERS, AND EVEN SOME FOREIGN SECRET ARIAT
OF ICIALS WERE TAKEN BY SIRPRISE BY OCT 18 ANNOUNCEMENT OF
F PRES ECHEVERRIA'S AVAILABILITYFOR UN SECY GENERAL SHIP.

ALTHOUGH ECHEVERRI A DESIRE FOR POSIT IONWAS NO SECRET, IT HAD BEEN

ASSUMED HE WOLLD NOT DECLARE CANDIDACY DOOMED TO FAIL LRE.

WHY ECHEVERRIA AND GOM APPARENTLY BEL IEVE HE HAS CHANCE IS

NOT CLEAR. OUrSIE POSSIBILITY EX ISTS OF PRC VETO OF ANY NON-

™ IRD WORLD CANDIDATE (ALT HOUGH REPORT S INDICATE THIS IS NOT SO).

IT IS ALSO POSSIBLE THAT ECHEVERRIA EXPECTS, IN LOSING, TO BE

GFFERED ANOTHER SENIOR UN POSIT ION. OR ECHEVERRI A DECLARAT ION MAY

HAVE RESWTED FROM PERSONAL FRUSTRAT ION AT NOT HAVING BEEN
CONFIDENT-HAE
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AWARDED NOBEL PRIZE (ANNOUNCED OCT 15) AND PERHAPS UNWITTINGY
ENCURAGED BY MEXICAN UN MISSION LACKING COWRAGE TO GIVE HIM HONEST
AP PRAISAL OF HIS CHANCES.

S. FINAL FORE IGN AFFAIRS DISAPPOINTMENT ALMOST CERTAIN Y AVAITS
ECHEVERRIA. PRESIDENT HAS MADE IT CLEAR ( THREE TIMES IN PAST WEEK
ALONE) THAT WE WOLLD LIKE TO END KIS REGIME WITH RESTORAT ION
F DIP RELATIONS WITH SPAIN AND SENT HIS TOP FOREIGN TRADE MAN
TO RENEW TRADE REL AT IONS, INTERRUPTED LAST YEAR WHEN ECHEVERRIA
MOVED TO GET SPAIN OUTSTED FROM UN FOR EXECUTIVE BASQUE TERRORISTS.
YET ALL REPORTS INDICATE SPAIN, ST ILL HIGHLY RESENTFIL OF
ECHEVERRIA °S ACTIONS, WILL W ITHHOLD FORMAL DIP RELAT IONS INTIL
JJ.;, TAKES OFFICE ON DEC. 1.

&
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1, ALTHOUGH INCOMINC PRESIDENT JOSE L 0 P E 2 -

PORTI L L O WAS HANDPICKED BY PRESIDENT LUIS E CHE VERRTIA

ALVAREZ AND THERE HAVE BEEN MANY SIGNS OF COOPERATION AND

IDENTIFICATION BETWEEN TG TWO, IN RECENT WEEKS DIFFERENCES oF
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OPINION, PARTICULARLY WITH RESPECT TO THE HANDLING OF ECONOMIC
PROBLEMS, APPEAR TO HAVE DEVELOPED BETWEEN THE TWO MEN.

2, ASSOCIATES OF LOPEZ-PORTILLO HAVE INDICATED THAT,

WHILE ECHEVERRIA REMAINS IN OFFICE, THE PRESIDENT-ELECT WILL
REFRAIN FROM MAKING ANY COMMENTS WHICH COULD BE INTERPRETED
AS CRITICAL OF THE PRESENT ADMINISTRATION, AT THE SAME fIME.
HOWEVER, THEY ARE NOT HIDING THEIR VIEWS THAT THE ECONOMY OF
THE COUNTRY HAS BEEN MISMANAGED BY ECHEVERRIA AND THAT THE
CURRENT INFLATIONARY WAVE AND DRAMATIC WEAKENING. OF THE

PESO AFTER THE 31 AUGUST FLOTATION HAVE BEEN CAUSED PRIMARILY
BY THE LOSS OF CONFIDENCE IN THE ECHEVERRIA ADMINISTRATION
AND THE LATTER'S UNNECESSARY CATERING TO LABOR.

3, THOSE CLOSE TO LOPEZ=-PORTILLO FEEL THAT PRESIDENT
ECHEVERRIA HAS MISMANAGED BOTH THE FLOTATION OF THE PESO AND
THE SUBSEQUENT HANDLING OF THE ECONOMY, THE RESULT IS THAT
NONE OF THE BENEFITS WHICH COULD HAVE BEEN EXPECTED FROM
FLOTATION WERE REALIZED AND THAT THE UNCERTAINTIES REGARDING
THE ECONOMY ARE AS GREAT, IF NOT GREATER, TWO MONTHS AFTER
THE ORIGCINAL FLOTATION AS THEY WERE PREVIOUSLY. L?). JE:

B),»SIGNIFICANT DIFFERENCES EXIST BETWEEN THE OUTGOING % ey
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AND INCOMING PRINCIPALS WITH RESPECT TOo ATTITUDE TOWARD THE
PRIVATE SECTOR, EMPHASIS ON FOREIGN POLICY, FOREIGN TRADE

AND INFORMATION POLICY. GENERALLY SPEAKING, THE LOPEZ=PORTILLO
CAMP WISHES TO CREATE CONDITIONS TO RESTORE INVESTOR CONFIDENCE
WHILE AT THE SAME TIME REDUCING GOVERNMENT EXPENDITURES BY
APPLYING ESSENTIALLY COMMERCIAL CRITERIA TO FOREIGN POLICY

AND FOREIGN TRADE, WITH RESPECT TO INFORMATION POLICY, IT IS
INTENDED TO CENTRALIZE INFORMATION GUIDANCE AND TO UTILIZE

IT PRIMARILY FOR THE PROMOTION OF THE ECONOMIC OBJECTIVES OF

K1e1qry p1oq -y presen woij £dosoloyd

THE GOVERNMENT,

5, LOPEZ-PORTILLO IS DETERMINED To WITHHOLD B0TH POLICY
STATEMENTS AND THE ANNOUNCEMENT OF APPOINTMENTS IN THE NEMW
ADMINISTRATION UNTIL 3@ NOVEMBER IN ORDER TO AVOID DEROGATORY
REFLECTIONS ON ECHEVERRIA, HE FEELS THAT THE PROPOSED
APPO INTMENT OF CERTAIN INDIVIDUALS OR THE FAILURE TO APPOINT
OTHERS WOULD BE ANALYZED AS REFLECTING DIFFERENCES IN POINTS
OF VIEW., WHILE SUCH DIFFERENCES EXIST AND WILL BECOME
0BVIOUS, HE DOES NOT WANT THEM PUBLICIZED AND DISCUSSED - F5,
WHILE ECHEVERRIA IS STILL PRESIDENT.
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o

——THE OCTORER 16 REFERENDUM GAVE. znux *ANDA'I’E A S
. - PEmRACK -NOWN ON BUREAUCRATIC BACKSLIDERS.

—~-THE PERFOPMANCE OF MANY LOCAL OFFICIALS IS UNDER
CIOSE SCRUTINY.

FMBASSY COMMENT: IT wOULD NOT BE SURPRISING IF, wITF TFE
REFERENDUM OVER, MARCOS NOW MOVES TO EASE OUT UNCOOPERATIVE
GOVERNMENT OFFICIALS AND ®ETIRE AGING CABINET MEMRERS, RY
UTILIZING A GRADUAL APPROACH, HE MAY AVOID THE STRONG BACK-
LASE OF PESENTMENT CAUSED BY THE SUDDEN AND BADLY-EXECUTED
PURGE ?F LATE 1975. (LIMITED OFFICIAL USE) MANIIA 16622,
1¢7/27.

3 MEXICO: FINTS OF MILITARY DISCONTENT
e ——c— . o
AN AMERICAN RUSINESSMAN ALLEGED TO EMBASSY MEXICO THAT r
- “IDDLE GRADE MILITARY OFFICFRS SENT A LETTER TO DEFENSE
/ SECRETARY CUENCA DIAZ, EXPRESSING UNFAPPINFSS OVER THFE
: STATUS OF THE N!ILITA‘?Y wITEIN TEE NATIONAL POWER ﬁ”‘RUC—
TUPE. PURPORTEDLY, THE LETTER:

—-wAS DEFERENTIAL IN TONE BUT VOICED CCONCERN OVER
CORRUPTION AND OTEER SOCIAL AND FCONOCMIC PROPLEMS;
AND

~-DIPLOMATICALLY CONTENDED TFAT THE MILITARY IS CAP-
AFLE OF MAKING A LARGER CONTRIBUTION AND SFOULD HAVE
A ROLE IN NATIONAL DECISION MAKING,

EMBASSY COMMENT: THAT SOMETHING IS ASTIR IS FVIDENT,

RUMORS OF TEE LETTEP®, wHICE DOES REFLECT THE VIEWS OF MOST
MID-LEVEL OFFICERS, EAVE EMERGED FROM OTFER SOURCES, AND ;
PRESIDENT ECR‘EVERRIA, ON A TOUR OF MILITARY INS'T‘ALLATIONS s
PUSLICLY CONDEMNED SMALL MINORITIES  wFO LOOK ™0 THE

ARMED FORCES FPOR ©E TION OF COUPS WHICE
IN OTHER COUNTRIFS (cen E co 13749, 12/28.)
KISSINGER
BT
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MEMORANDUM FOR: SECRETARY SIMON

November 3, 1976

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

Subject: National Intelligence Estimate (NIE) on Mexico

Embassy Mexico has prepared a lengthy and useful cable input
to the NIE that the Director, Central Intelligence, is having
prepared at your request. The Treasury Attache was extensively

~involved in the preparation of the Embassy message, the highlights
of which are summarized below.

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

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

The Embassy believes that the IMF has understateéd the severlty
of the economic disequalibrium in Mexico and overestimated Mexico's
growth potential. Wharton forecasts a 1979 Mexican current account
deficit of $4.3 billion. Other studies point to a $500 million
def1c1t (Additional analysis is obviously required.) Given
Mexico's balance-of-payments problems, a fairly rigid import control
system will have to be maintained. :Capital reflows are not likely
to be sufficient to cover requirements for the public sector, and
financing for private sector investment is uncertain. President-
elect Lopez-Portillo intends to restrain the rate of growth in the

Initiator Reviewer Reviewer F‘{eviewer Reviewer Ex. Sec
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public sector but not to reduce public sector spending. Thus,
the burden of adjustment will fall heavily on the private sector,
and private sector confidence is the critical factor in stability
and progress.

The Embassy estimates, based upon PEMEX data, that Mexico
has the capacity to expand its oil output by at least 100,000
barrels per day per year for at least the next 5 years. (CIA/OER
maintains that an all out development effort would allow Mexico
to produce 2,7 million barrels per day and export 1.5 million in
1980.) Lopez-Portillo will probably direct a rapid expansion of
0il production to help alleviate Mexico's payment problems. The
‘Embassy notes that the US could encourage increased Mexican oil
development by providing favorable Ex-Im credits, but cautions
that there is little probability that foreign companies will be
allowed to develop Mexican petroleum resources.

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



~ BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date__ November 3, 1976

To Chairman Burns

Subject:_Governor Baffi's testimony

- — Jan W, Karczr}// in the Italian Senate
7

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

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

xeroxed copy.
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BDARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

November 3, 1976

$E 01N A-YONaNe
To: Chairman Burns
From: Ted Truman tf:x;{7r,—f
Subject: Cables on Mexico

Attached are four cables that we
received today from Mexico:

Mexico 13923: Possible Revision of IMF Program

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

Mexico 13934: Monthly Economic and Political
Highlights: October

Airgram A-28: Businessmen's Roundtable --
September 1976

cc: Governor Wallich




'BOARD o gr?‘vmm ;
FEDERAL RESERVE SYSTEM

ISTENOY -4 MM 10: 37

RECEIVED o
OFFICE OF THE CHAIRMAN
Fentsay X A Q' p J



Depazrtment of Stazte_ TELEGRAM

DECLASLIERD
cnmmﬂmrﬂtuz ﬁltaﬁ’ﬁvuu /40&

BY_‘“-—-K:« 'r-'"-f\; in“-‘xi,L’. 02//;//{

e 2o Ay 2 4422

PAGE 1 MEXTICO 13023 22¢P58¢

A9
ACTINN pRen?

INFG NCTe=?] ARA=PE TSN=2Y SpP=@?2 USIA=Pp AlD=nhH NSCwBdH
CIFP=gl 8Swif STRwA4 NMB=fl CrA=0] Clac=u® COMFan)
FRRe®3 INReP7 NSAE=g® XMB=p2 (PIC=23 LAR=74 S]lL-R}]

L=?23 HeM2 PA=g) PRS=-G1 /P81 W
L e BWH4LS7 A
P M123332(NOV 76
FM AMEMBASSY MFXTCN
TU SECSTATE WASHNC 8357
TNFU TREASURY WASHDC
won 10
-0 M-E 1 D ENT T a| MEYICO 13423 Wﬂ”f“”w“m

Al
QA
\nternd

FO 11652 <SPS
TARDY Erln M4X
QURJFLT: PNSSIALE REVISINN UF TMF PROGRAM

1, SUmMMaRY?® IN QCT. 28 CONVERSATIOUN, BAnK OF MEXICLD
NFFICIAL TOLD FINATT THAT SPECIFIC TARGETS IN TMF PHROGRAM
TN 1977 ®MAY HAVE TN BE RF=NEGRQTIATED., END SUMMARY,

m, IN COURSE QF CONVFRSATION wTITH BaNK OF MEXICU OFFTCTAL
NN 0CTe 2B, FINATT ASKFED WHETHER LMPACT NF gECFENT
NEVELUPMENTS ON TAF ECONNMIC OUTCOME FOR CURREMT YFAR MIGHT
HOT MAKE ATTAINMENT AF THE SPECIFIC TARGEIS TIwn THL EFF 1977
PRNGRAM MORE OIFFIFPULT, PARTICULAK RFFEKENCE wAS HAUF TO
THF Qu STLLIAN PFS0 RUNGFT DFFTICIT TARGET, OFFICIAL
THNICATED THAT HF THNUBHT THTS TARGET MIGART HAVE 10 RE
RENERBUTIATFD, BUT THAT THE IMPNRTAMT TARGEYS [N Tn® PrNGRAV
WERE THE KFLATTIQONSHIPS TN GPP RATHFR THAN THE SPECIFTC
TARGFETS SUCH AS THAT FNR 1077 PURLTC DEFTICIT,

3, BASTS FOrR QUESTION TS OUR BELIEF THAT THE 1MPACT 0F

NEVELUPHMFNTS IN THF FINAL FQUK MONTHS OF THIS YEAr may

ILEAD 10 & HIGHFR PUBLIC SECTOR CFFICIT THAN FORESEFN IN
THF FUNU PAPFRR] N{ MFXTCN, THE DEVALUATION IS LIKELY

R
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TU MAVE A SIANTFICANTY IMPART (N CORPORATE TAX REVENUFS,

A NUMbFER UF RUSINESSMEN HAVE TOLD US THEY ARF LQUERING
THFIR PERINDTIC TAX PAYMENTS NN THe 38813 UF HIGBHER CNSTS
RESULTING FROM THE EXCHANGF RATE CHANGE, CORPURATE

YNCOME TAX RFCFIPTS ACCOINTY FQUR ABnUT 2¢ PERCENT UF
FENERAL GOVERNMENT RFYFNUES, RF PURLIC SFCTUR CuUMPANTES,
THF INCRFASED FQSTS FOR WARES AND FOREIGN DERY SERVICE
HAVYE nNDTV. YEY BFEMN NFFSET B8Y INCREASED PRICES, Iin THIS
REGARD, WE KFEP HEARING THAT PRICE INCREASES IN THEPUBLIC
SENTOR ARE IMMTYNEWNT, OMLY TO HAYF THFM POSTRONFLD, MUST
RECENTLY BECAUSE OF THFE SECUNU DEVELATUINN AND THE FFAR
NF jTHz wREACTION TQ SUCH PRYICF TNCHREASES AT A TIME WHFWN
THF GOM I8 ®AKTWG AN EFFORY TO CONVINCE THE PRIVATF SECTOR
NOT TYu INCREASF PRICFS AND THE LABOR UNIONS NOT TG uFMAND
ANRTHER WARE INCREASF,

A, SHOULD THE 1977 PUBLIC SECTOR DEFTICIT BE In THE RANGE

NE 120=13w BTILLION PFSNS, TT wILL BE WMNRE DIFFTILULT THAN
FARLTER ANTICIPATED TO BRING THFE (977 DEFICIT TG 9% MILLTION
PESOS WHICH WolILD BE THE ERUIVALFNT NF 72 BILLION 1676
PESOS, ASSUMING A 2¢ PERCENT PRICt DEFLATOR FOR 1977,

A, WHILE BANK NF WFXICO NFFICIALS STATFMFNTS wAS [NFNRMAL,
Ay MAY NQOT REFLECT THE GOM PUSITLION, YWE ARE

FONCFRNED FQR SEVERAL REASCNS, OME IS THATIT INDILATFES

A MURE KAPTD DFTFRIORATIAN IN THE CURKENT ECONMIC
SITUATION THAN OTnFRKISE EXPECTED, AMOThER IS ThAl

We HAD PRESUMER THAT THE SPECIFIC TARGFTS MEMTTuNED

T THE FURD PRAGRAM WERE GYERRILIAG,

RESRUA
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| IMITED NFFIGIAL USE WFXTCO| 13924
AEPT PASS &TR {iioinistion Lentes

FDO 1165H2¢ NA
TAGSE ETR{O UVIP (DFNT), MX MTN
SURJFCT: AMBASSADOR MENT'S VISIT TO MEXICUY

1. MARTO RMDRIRUFZ, GARRTON'S DEPUTY IN TREASURY FOr

TNTERNATIONAL AFFATRS, TOLD ENA ECONOFF FRIDAY, AcT, 20

YHAT HEXTCAN TREASURY OFFICIALS #UCH INTERESTED In AMB DFNT

HAVING LON® PISCUSSION (NKE AND PNE -nALF HGIRS DR mﬁ%‘? 3

Zévn HARIQERAMHN ?CTFTA’ SECRETARY QOF TREASuURY, DURING ATS vTIHT
® 19'5 MEETING SUGGESTFD FOR MORMIMG QF NOV 19 AunyGT ]

1PIQ% DR 1733p., FMRASSY STRONGLY CONCULRS IN S&GGEbTiﬁ:,

P, DISCUSSION TOPICS CONULY INCLUDE CURRENT MEXTCAR
FCONOMIC STTUATINN aND EFFFCT ON HMEXICAN=US faé;F'
SPECYAL A0 NIFFERENTISL TREAIMENT DR LPC'S VS
RERIPROCTITY, MEXTCAN VIEWS UM RATT REFORHM, 1P NeGUTIATTUNS
AND POSSTHILY SPECTAL BTLATFRAL TRANE KRUR|E=S S;C’: ZQ i
Tl YA AR SKOES, o e L ;
3. ALTHUUGH BETETA UNLTKFLY TG RETAIN POSITION IN JLP & \
AOMINSTRATTION RECAUSF WIS REPUTATION hAs BFEN TARATOWER - e
RY MEXTCAR LEYVALUATINN AF QEMATAS FESPECTER Gub dFIrLeL | v
<
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ANN TAFLIENITAL ADVISOR OF JOP, WE SPEAKS FLUEW]
FMRELTISK, ALSN WE NATF TREASURY SFEMS INTFRESTLD
MONGPULYZLIMG DFNTIS TIME IN MEYINU PRUBARLY Ty STRrENATHEN
TT5 WAND 9TTH SECRFTARTAT OF INDUSTRY AND CUGMaFRCE A4S GuM
AGENCY wYTH RESPANSIRILITY ONM TRADE MATTERS, 5TnCh
TREASURY TAKES MUCH RRNADER VIFw OF TRAUE QUESTIONS THAN
SIN'S NARRMy INDUSTRY~NRTENTED APPROACH WE BFLTeVe 1T 1§
Th QUK INTEREST T DISCRETFLY HELP TRLASURY,

T o

A, ROGRIGUEZ ALSD SUGGESTEN THAT AFTER SPERCK IN LAIF
AFTERMOUN AMR DENT MTIGHT wANT TO HAYF FOLiLNwUR
NISCUSSINN wITH SENQOND LFYFL GOM UFFICIALS SALES anu
FARRTN TOF TREASHRY,
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E 0 N E I 0 F N T 3 a MEYICO! 13934

FU 116528 RS i
TARS: PINT mX FGEN EFIN RFNR RTINS -
SUBJELTS MANTHLY POLITICSEL HIGHLIGHTS: DCTNBER

-(";/‘ O Fpi V" &

A ; ,
ROUCHEDS CARACAS, GUATEMF 8, MANAGUA, SAN JUSE, SAN SALVADDK,
MADRTID: USUN, ALL CONSULATES IM MEXICO

REF MeXiCu 12831

¢, StpMakiyr SYFNYS DN OCT, PAKTICULARLY ECONOMTIG. INDICATED THAT
LuNG ANTTCTRATED DIMINUTION DF POWFR OF OUTLNING ADKINSTRATION
TS OCCURING, pUT wTiH PRF3«FIECT LOPFZ PORTILLO CUNSTRAIMED PQLI=-
TIMALLY AND COMSTIYUTINNALLY FROM ACTIVE ROLE, KESULT TS POWER
VARUUM IN YHICH GOM YS UMARLFE PROVIUF LEADERSHIP wHICH ECONOMIC
QITUATIUN RENYUTKRFS, RUMTIS CHFRTLTLITY T8 AT &LL YIME LOw, PUBLIC
TEMDTIMG YU WFLYEVE OPPNQYTE 0OF G0 PUGLIC PRONOBUNCEMENTS, ThIS
1LANK UF CUNFTIUFENCE LED TN FURTHER CARPITIAL FLIGHT» aho SECOND
NEVALUATION TR THU MONTAS, TN MURE RUMORS, ANp 10 MORE QPEN
PRYTICISM DF PRESINEMT. WITH QNF MONTH TO GU BFFUKF TNAUGUR-
ATTON, MEXTCANS ALL HaVE FTNGERS LRQSSEL, HUFING mExICH WILL
MaKE [T, £ND SHMMARY,

7o ECONMIC SYTUATINN
MENTICAN ECNNOMY TN CCT RENAINED CrARACTRRIZeD BY CORFYSION OVER

B ey o “ ¢OR ,’;\.
GOVY POLTCYES ANP LACK OF CONFIGEWCE IN GUM'S ABILITY TO COPE /4. 2
I o
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\\\"‘:,.) b -
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WITH CRISIS, TWU SPECIFIC DEVELOPMENTS OF NOUTE wHERE REDUCTYIONS TN
FXPUGRT TARES AND SECOND DEVALUUATION, FORMER UAS AFFARENTLY
NEfINeDd BY PRESIDENT IN RESPONSE TO PRIVATE SeCi10a PRESSURES,

TN DAYS LATFR BANK OF MFXTCO ANMMOUNCER RESUMPTION UF FLDAT,
FATSTNG PESD BUYYNE RATE nNEXY DAY FROM 19,8 TO 2A,A PERDE PER
NOLL&K, NOV, | RATE 1§ 25.%8, DECISION 10 RESUME FLUAT, WRICH
TECHNICALLY NEVER ENNED, #WAS APPARENTLY TAKEN Tu STeM CONTINUIMEG
FLTGHYS OF CARPTTAL. IT APPFARS TRHAT MpAXNIURE RENUCED CaPITAL OUTs
FLNPWS, BUT #BY HOw MUCKH IS8 UNCERYAIN, ONE HOPEFUL OFVF OPMENT 4aS§
MEASUNME KEACTION OF LARQR, WMICH FPR mMOMEWT T& REFPATNTNG FrOM
MAKING NEw WAGE DEMANPS, oY NEw RATE BENT SHIVERD DOk SRINFS OF
RUSIMESSMEM WITH LLAKGE FORFIGN UFBTS&., GUM FLONOMIC GFFTICTALS ARZ
AnwARE OF CONFIPENCF PROQLEM, aND LAMENT THAY, FUR "EOLITICAL
REASONS", (READ FCHEVERRIA'S SENSITIVITY), FHESELELT JLP
CANNOT COMMENT FUBLICLY NN PRESENT SITUATION, ThnIS MAKES

MUY. LOODK LIKE AMOTHER @Bl EAK MONTH, '

B, THEWRE I8 NQ CURRENT OATA ON ECONOMIC SITUATON, BUT W
SUSPFECT THAT CAPITAL FLIGBHT SINCE SEPT, 1, HAS mESULTED TN ZFRO
RRNATH KATF OF MPNFY SUPPLY, N LIGKHT NF PRICES TNCRFASES SINCF THTS
TIME, IT SFEMS TO US LYKFLY THAT VOLUME OF TRANSACTIONS WILL
NECLINE, THIS WOULP LEAD TN LOWER REAL GRUWTH RATE FOR 1976 THAT
« PERCENT REING PORECAST BY INMF,

A, ECHEVERRIA, JLP AND INTFRREGNUM /Qfﬁbjz\‘
> \

TRUE TO KIS PROMISE YEAR AGU, TO "WOURK FOR MEXILO" UP TO WIS /o
COUNTRY &S THOUGH WE WERE CAMPAIGNING, MEETING ALL NIGHT wITH \T
FAMPESTIG GRAUP IN SONORA, » 5
TNAURURATING PUBLIC WURAS Iw HIDALGD, BLASTLING PRIVATe »FCTUR
YN NUEVU LEONM (SFE MEXTCN 13366), INSPECTING MILIVARY FACILITIFS
AND BRAISING ARMED FORCES TN QUEPETARU, AND, IN UAXACA, ACCUSING
"CFRTAIN SFCTORS" NF TRYTNG TO CREATE PRNBLEMS FOr JIP,

8, WHILE PRESS MWAS HFANLINED THESBE PRESJDEMTIAL PRONOUNCEMENTS
AND ACTIVIITIES, THERE I8 ALS(Q BFGTYNNING 10 RE HORE OPEN CRITICISH
NF EFHFVERRIA, FORMER PRES ALEMAN, ASKEL BY PEPURTERS Tu CHARACTFR-
TLF LEA APMINSTRATICN, SAIN HISITORY WOLULD HaVE 10 Bk JUURE,

ROMMENT WINELY INCERPRFTED TN MEAN THAT SINCE ALENAR HAD NATHING
MITE T2 SAY, HF SAY0 NOTHING AT ALL, UNAM RECTOR SOBFRION CRITT
Fi7EH "pURFAUCRATIC EXPLOSIUN" FOR CONTRIGUYING TO GMVT

PEFICLIT, ECONOMIC COMMENTARY INCREASINGLY BLAMFU mALA~
AUMINSTHATIGN AS CHIFF CAUSE UF DEVALATLION, PRIVAIF SECific SPOKeSs
MAN OPENLY SAID GUM'S LACK OF GREQTIBTILITY WaS REASDN FOR CONTINUING

/<

‘. E’ ‘r ;E;‘—M
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CARPITAL FLIGHT, AND MONTERREY RUSIMESS COMMUMIVY mEACTED TN
FCHEVEPRIA'S oLAST WITH DEVASTATINLY hO3TILE POLITILAL ADS,

6, wHILE ECHEVFRRIA HAS BEEN PLAYING wITH SYMBOLS ¥ POwki, 1.0
HAS REEN IN VIRTUAL SECLUSTION IN ImId LUOYGAT AN ?mﬁy CONBTITYw
YIONALLY AND POLITTICALLY CONSTRAINEDFRCH EXERPCYISE NF pPOWE

1 l
NURANE OFT nE APPEARFD IM PURLICL TwWICE, BuTh ffz?% KITH FLWSYFieTs,
CONSEGUENCE T8 INTERREGNUN, AT TIME WHEN MEXICO TaM Tyl 0FFORY

7. RUMDRS CONTINUE
FUMORS CANTINUED TO FLOURISH DURING NCT ApD GO OUNITHUER YO
TRY TU REFUTFE THEM IN LOW KEY MANNER, PROBAELY WFAL (7 IRG (84T
PIRECT REFUTATION WOULP ONLY LEND THEM CREMLNCE (FOLLONING (0%
RENIAL TRAT OCT 12 BLACKOUTY AFFECTING FEDERAL DIKIRLIC
STATES £d) pEEN CAUSED BY SARQTARE, MEXICAML whubh SAY (8
YO IT whAy SABNTAGFE =w THEY DENIED IT,") ALTHUllM JLPVS
PEILATION OF HIS PANAMA ANMD COLOMBIA TRIP PrOgAolY wAS, AS WF
SATD, DUE T0O HTS WISH TQ WNRK Ok HIS ECUNUMIC PROGRAM, MANY
SURGFSTEDN PRIVATELY THAT mE WAS ArRATU TU LEAVE CullnYRy FoR
FEAR FRESIDENT ANULL SOMEHNW TAKE ADVANTAGE OF mib ARSFNTE,
RUMORS aRUUT ARMYTS TNTENTYQNS SUHCDENMLY APPLAREL, LEADING
PRESIDENT SyURLICLY TO PRAISE ARMY'S LOYALTY AND SEMI=(OFFICTAL
FlL NACIQNAL TO DN LIKEWISE IN ROTH EDITORIALS AnD C2PTOUQONS
EMFXTICO 1374%), YERSIONS OF THIS RUMOR VARIED, OME SUGEESTTING A MY
NFFICERS HAD THREATEMED ROTH ECHEVERRIA AND JLP wITH MYLITARY
TNTERVEMTION. UNLESS CERTAIN UNSPECIFIEDCHANGES WERF MANE, ANDTHER

VERSTON (SNiFWHAT CLOSFR TN TRUTH, wF SUSPECT) HAVING TIT THaY MIDDILE

GRADFE OFF iCERS HAD EXPRESSFD THEIR UNHAPPINESS IN GENERAL TERMS
C T MEXSECUFF CHENCA DIAZ. WITH RUMOKRS AND ECONOMIC STTUATION
FACH EMLOURARTING OTHFR, MUST MFXICANS HAVE FIpGeRs CPQS3FG,
ANNIOUSLY AWAITING UDEC, 1 TNAUGURATICN OF JILP,

B, FORFI N AFFAIRS, MORE DISAPPUINTMENTS
DIPLOMATS, POL NDPERSFRVERS, AND FVEN SONMF FUREIGN SoURETAR
ﬁFFICIALS WERE TAKFN BY SURPRISE BY OCT 16 aNMOUNLEMENT OF
NFE PRES ECHEVERRTIA'S AVATLABTLITYFOR UN SECY GENERALSHIS®,
ALTHOUGH ECHFVFRRITA CFSTRF FOR POSITiONWAS NO SFLReT, 1T RAD REF
ASSUMED HE 40ULD NOT DFCLARE CANDIDACY LOUMED Ty FALLUNE,
WHY FOUHEVERRTA AND GNOM APRARENTLY RELLFYF HE HAS [RHANCE T3
NOQT CLEAR, QUTSIF PCSSTSTILTITY EXTISTS OF PRC VeTo UF ANY MOMe
THIRD WORLD CANDTIDATE (ALTHGOUGH REPQORTS INDICATE THIS YS NOT §N),
TT IS ALSO. POSSIRLE THAT ERHEVRERPIA EXPECTS, [N LOSING, Ty 8k,
NFFERED AANTHER SENINR UN POSITION, OK ECHEVERRLTA DECLA¥ATION @AY
HAME WFESULTEN FRNM PERSONAL FRUSBTRATIUM AT NOT réyING REFN

IA
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AWARDED NOREL PRIZF (ANNONUNCED OCT 15) AND PERHAPS UNWITTINGLY
FNOCURAGED RY MEXTCAN UN MISSTION LACKING CUURAGE TO GIVF WIM HQNMEST
APPRALISAL NF HIS CHANCES,

9, rINAL FORFIGN AFFAIRS DISAPPOINTMENT ALMOST CERTAINLY AWAITS
FCHEVERRIA. PRFSIDENT HAS MANDE IT CLEAR ( THPEE TIMES IN PAST WEFK
ALONE) THAT WE «4O0ULD LIKE TQ END nH18S RFGIME WITH KESTORATION
NF DTP RELATTIONS WITH SPAIN AND SENT HIS V0OP FOREIGN TRADE MAN
TO KRENEW TRADE RELATYIONS, INTERRUPTEN LLAST YEAR WHEN ECHEVERRIA
MOYED TO GET SPATN CUTSTED FROM UN FOR EXECUTIVE BASOUE TERRORIETH
YEY ALL REPURTS INDICATE SPAIN, STILL HIGHLY RESENTFUL OF
FCHEVERRIA'S ACTIONS, WILL WITHHOLD FORMAL DTIP RELATTIONS UNTTY
ALR TAKES OFFICE OWN DEC, §.,

JOV A
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ar |ara | cu £a The latest in the series of monthly Businessmen's
L Roundtables was held at the Consulate General
E8 | EUR | INR ) on September 30, 1976. Nine local executives
u// joined Consul General Lambert, Commercial
L |neEa |PeR P Officers Carter and Glass, and Branch Public
Tl Affairs Officer Niemeyer for a wideranging
REP | sci ss sY discussion of the business outlook in the after-
math of the peso devaluvation, the labor situa- ,
S/l tion in each of the companies represented, o
business/government relations in Mexico, and G
AGr | a0 | ar ARMY other topics. After introductory remarks by 3
the Consul General, each of the businessmen 23
cia |com | ooo | por made his presentation in turn.
RS I g TR T khkkkkkhhkkhhhkhkkkhhhkk E
NAVY NSA NSC OoPRPIC DEVALUATION E’f
STR | TAR |TRsv | usia Most of the companies represented were fairly well
prepared for the devaluation. At the same time, the
xme executives expressed the belief that the second order
effects of the devaluation would be serious and neg-
ative,
R A manufacturer of cutlery and springs confided that
he had clearly foreseen a devaluation, but had been
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surprisedby the magnitude of the parity change. Holding large,
precautionary dollar balances, his firm made a "fabulous" peso
profit from the float but now faces a substantial GOM tax bite
on its speculative earnings. A manufacturer of chemical and
refinery equipment noted that he had moved from dollar to peso-
denominated obligations as early as March and took out a large
peso loan in May. A manufacturer of cylinder liners said

he also had kept his dollar-denominated obligations small,
except for a relatively small dollar loan. A crane manufacturer
happily reported that his firm's financial commitments had a
dollar exposure of no more than 20,000 dollars.

_ LABOR RELATIONS

Labor relations were the greatest concern of the roundtable par-
ticipants. Slack orders and cancellations have forced the
manufacturer of cylinder liners to lay-off fifteen percent of his
workforce and further lay-offs are possible. His firm now faces
demands for a full 23% wage hike, after having negotiated an
18.5% increase in May. He added, however, that the 18.5% figure
included some readjustments in fringe benefits such as lunch
hours and transportation allowances, His firm's real labor costs
rose only about 10% in May. A motel manager noted that he was
presently negotiating with his workforce and that he would pay
the 23% hike proposed by the GOM only if the workers agreed to

a lay-off of 35 percent of his employees. The alternative to a
cut in staff, he said, was to close down the motel, which has been
losing money for several years. The crane manufacturer had too
big an order backlog to lay-off staff but was troubled by the

23% wage hike. His firm had already boosted wages by close to
23% in June and was now faced with the GOM's de facto decree to
raise salaries another 23%. He felt he had no option save to

pay the 23% or face a GOM labor relations board where "the cards
are stacked" against his firm. A manufacturer of farm machinery
observed he was currently in the throes of negotiating a wage
increase. Despite GOM sanctionfor a 23% increase, his workers
had already lowered their demands to 12% and he intended to pay
no more than 10%, even at the cost of a strike. However, the
manufacturer of chemical equipment stated that he had already
granted his workforce the "recommended" 23% wage raise and was
reviewing an increase for his white collar workers.

- LIMITED OFFICIAL USE '-‘A N
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BUSINESS TRENDS

The Monterrey-based representative of a US railroad estimated
that the post-devaluation volume of Mexican imports was down

70%, while export levels were unchanged. The drop in import
volume was due largely to a flurry of cancellations of orders
placed prior to devaluation. Some items, he opined, are of

such vital importance to companies'operations that their import
levels cannot be reduced. Scrap for the steel industry and
silica sand for glassmakers are in these categories. He believes
that business recovery will take 4-6 months --as it did after

the peso devaluation in 1954.

Surprisingly, the motel manager stated that devaluation has pro-
duced no tangible benefits. He could only conclude that word
has not yet reached to American tourists, who comprise 90% of
his normal clientele. He does not plan to raise lodging prices
(despite GOM authorization for a 20% hike) since he seeks to
maximize volume. Monterrey hotel managers, he said, have or-
ganized in self-defense to boycott hotel suppliers who raise
prices without justification. For example, when fish suppliers
raised prices by one third, hotel kitchens stopped preparing
fish dishes. Oversall, business is not good and he estimates

his hotel will be in the red by 3 million pesos in the current
fiscal year. This will follow several years of losses, which
his firm has accepted as the "price" for the opportunity of
selling hotel franchises in Mexico. Since Mexicans usually seek
foreign equity to go along with their hotel franchises, franchise
sales have not gone well. His firm now sees better prospects in
Central America.

The manufacturer of cutlery and springs had to raise prices

close to 40%. He cancelled a backlog of orders to be filled at
former prices. As a result, cutlery sales fell by 35% in peso
value in September, but he is optimistic for a full sales re-
covery within 4-5 months. September sales of springs fell to

50% of normal, with some price resistance from spring consumers
who are themselves subject to price controls. Management does not
expect a quick recovery in demand for springs.

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

According tc the plastics consultant, in-bond assenbly firms

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

The manager of the farm equipment firm computed that devaluation
has decreased his firm's export competitiveness by 8%. He
explained that local costs are up 25-30%, that GOM export
subsidies Certificado de Devolucién de Egpuestoq (CEDIs) with a
22% after-tax value are now gone, that a 6.8% export tax is now
in effect, and that imported components, even with lower duties,
are up 47-50%. The chemical equipment manufacturer joined in
to note that his imported component costs are up 47% in terms of
pesos, despite lower import duties. The manufacturer of cylinder
liners noted simply that, unless CEDIs are restored, his firm
just cannot quote for export sales. In addition to removal of
the CEDIs, his firm's exports now face a 10.5% export tax, wh<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>