The original documents are located in Box B80, folder “Mexico 4/76 - 10/77 (6)” of the
Arthur F. Burns Papers at the Gerald R. Ford Presidential Library.

Copyright Notice
The copyright law of the United States (Title 17, United States Code) governs the making of
photocopies or other reproductions of copyrighted material. Gerald R. Ford donated to the United
States of America his copyrights in all of his unpublished writings in National Archives collections.
Works prepared by U.S. Government employees as part of their official duties are in the public
domain. The copyrights to materials written by other individuals or organizations are presumed to
remain with them. If you think any of the information displayed in the PDF is subject to a valid
copyright claim, please contact the Gerald R. Ford Presidential Library.



BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

December 1, 1976
To: Chairman Burns

From: George B. Henry

Attached are the latest cables on the
Mexican economic situation,

Attachments: Mexico A-315
Mexico 15058

cc: Governor Wallich
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To counter press reports from VW's Gexrman headqguarters L
(ref airgram) and a flurry of local rumoras ne o

IGGESTED DISTRIBUTION

allegai

VW's imminent departure from Mexico, VW Mexico's

gitdi ek s
_PARTMENT OF STATE executive officer, Hans Barsehkis, was widely quoted -+
R in the media as announcing that VW wouald not leavo .
6 NOV I8 PMI12: 42 Mexico. Nevertheless, when the Ambassador was in =
- Puebla (the site of the VW plant) last-weel:, the rumor ;;
EADRC/DA/WC of W's withdrawal was very much in evidence. Lven il n
1l Barsehkis' statement is true, this still begs the o
question as to how VW (and the other auto nakevs) wil)
POST RQUTING handle the devaluation and labor associated problenc
0: |Action | Info. |initials reported in the referenced airgram. Further speculation
ar f on VW's intentions were not dampened by a Ycr Spieqgel
o ) article carried by Excelsior November 11 waich as;u:tod
= VW would very much like to sell its Mexican subsidiary
- ! to the Mexican Government.
L¥ "To compensate the auto industry primarily Zcr devaination-
M [ generated cost increases, Industry and Comucrce Secrotnr
" Campillo Sainz announced on November 11 that auvto prices
for the 1977 models would be increased an average ol 38%.
f / This was based, he said, on Secretariat studies which
~ ! showed costs to the industry had risen 35% over tho
year. These increases are due primarily to the incrcased
cost of imported parts since the devaluation (abecut 40%
LB of each car), and to the rising labor costs.
'lon T
The Embassy will continue to monitor and rz2port cn this
and other cases of apparent disinvestment 10 informaticn
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1. ASST AGATY TRAVFLED 70 CIUDAD OBREGON, SUNORA, NuVeMoER {7
TN ROUTE TN SAN DIFGN AND SPOUKE WITH wHEAT GRUWERDL 1N Yaryf
VAI LFY IRRIGATION NISTRIFT, SOURCES COMFIRMED UNCEKTAINTY ON

PART OF PRTVATE LLANOHOLDERS (PFQUENGS PROPRIFTARILS)
ROM ACTION THROURH SFCRETARIAT OF AGRARIAN mEFOFM (VA5

RFGARDING
NN
| AND TENURF PROBLEM TN SPITE OF INJUNCTINON (AMPAROY} KY SUPREMEZ

FOIIRY, SUPREME COURT HAD STAYED ANY EXPROPRIATIUM Nk PRUPERTY
NN THE GRCOUNDS OF INSUFFICTEMT CNACUMENTATION JUSTIFYING TiL|lE=-

GALITY OF LAND OWNFRSHIP BY SEVERAL PRIVATE LANDHULDERE
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WEFKS HAD RATSFD FFARS OF LAND EXPROPRIATINON ANNOUNCEMENT IN

I AST FEW DAYS OF ECHEVFRRIA'S ADMINISTRATION IN SPITE OF QUOTE
AMPARD END QUOTE BY MEXICAN SUPRFME COUKRT. SOURCES STATED THAT
MANY INDIVIDUALS TAKING PART IN THE LAND INVASTIONS WFRE NQT
FRNM SONOR& DR STNALNDA STATES AND WERE NOT LEGTTIMATFE CAMFFw
SINUGS, IN ADDITION, THFY CONFIRMED WHAT THEY CONSIDEPED Tu BF
THF CURRFNY ADMINISTRATION'S SUPPORT OF LAND OCCUPATIONS 28
FONASUPO, ROVERNMENTAL FOOD SUPPLY STABILIZATION AGENCY, WAS3
REPORTEQLY TRANSPORTING INVAPERS IN DRDER TO PARTICIPATE 1IN
TNVASINNS AND PROVIDING THEM WITH FOOD., SOME CAMPESING GRCUEFS
WERE ALSD REPQRTEDLY ARMFD WITH AUTOMATIC WEAPONS,

3. NFEARLY ALL PRIVATF FARMER. ORGANYZATIONS WERE CUNUUCTING
MEFTINGS DURING THF DAY, WEDNESDAY, NOVEMBER 17, THE GFNFRA|
MOND wWAS ONE QF ANYIETY AS A RESULT NF INCREASFD INVASTONS

NF PRIVATE LAND OVER THE LAST FEW WEEKS IN AND ARQUND THFE
ARFA, HOWEVER, BY TEF DAY'S END THE MOOD WAS MORE OPRPTIMISTTC
SINCF THE TMPRFSSINN wAS THAT THF GQOM IN MEXICO CLTY HAD
RECOME CONCERNFD BY PRIVATE FARMEKRS THREAT TO NOT PLANT WHEAT
AND DTHER CRNOPS, ONE HERMOSILLO NEWSPAPER OF NOVEMRER (8,
FVFN SUGRESTFD PNSSIBILITY THAT LANDOWNERTS SUTIT AGATNSY
RARRA GARCTA, SRA SECRETARY, MIGHT WELL BE DECIDED IN THEIR
FAV(QR AND ANY AFFECTFD FARMERS WHO HAD THEIR LAND EXPROPR1w
ATFD wOULD RECFIVE INDFMNIFICATION., ANNOUNCEMENT oY THF PRFHTe
DENT NOV 19 °'TQ QVERRIDE THE AMPARU BY PRESTDENTIAL FRQULAMA-
TINN AND EXPROPRIATING SOMF Q8,¢pM@ HECTARES TN SONORA THUS
rAME AS A SURPRISE.

A, WHILE AGATT HAS HAD NN CONTACT WITH ABOVE MENTICWEYD GNUKCES
SINCF NQV 19, DAY OF PRESINENTTIAL PROCLAMATION OF EAPRUPR =
ATYOM, OUR FFELING IS THAT PRIVATE FARMERS wILL CONTINUE
THFIR WQORK STOPPAGE AND REFUSAL TO PLANT, AT LEAST UNTTL SUHOH
TIME AS THF NEW PRFESIDENY COMES INTO OFFICE AND PusSiplLE
THFREAFTFER, IF NFW ANMINYSTRATION UPHCOLDS EXPROFRI4;TON OF
THF LANDS TN THE YAGUI VALLEY AND NTHER PRODUCT.LVE TRRYGATED
ILANDS IN THE STATE, THERE IS NN DOUBT THAT WHEAT, SAFFLOWER
AND OTHER CROP PRONUCTION WILL BF MUCKH LOWER THAN NORMAL DFEiw
PITE GOM STATEMENTS TO THE CNONTRARY, EJIDATARIOS=«SMALlL FARMe
FRRwwARE NNT ENUIPPED TO EFFFCT A AUTCK PLANTING UF WHFAT

NN SUCH A LARGF SCALFE, EVEN WITH THE HFLP OF 601 TrrCUGH
FXTENSTON PERSONNEL AND BANCN RURAL FINANCING AND TECHNICAL
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5, GIYEN THAT DECEMBFR 15 TS LATEST DATE TO PLANT WHEAT IN
NORTHWFST MEYICO FOR CURRENT SFASCN AND HERMNSTLLOU ESTIMATE
THAT NO MORE THAN 25 PFRCOENT OF THE YAQUI VALLEY IS PLANTED,
WE SFE A LTIKFLY PEDUCTION OF WHEAT PRUDUCTION FOR THE CURRENT
SEASAN COMPAREN TO LAST YEAR'S CROUP BY SOME 5pn=700,A¢30 TONS.
SUNH AN TNPRFASE IN IMPORTS (LAST YEAR MEXICO WAS SELFw«SUFFIw«
CIFNT TN WHEATY COULD RATSE THFIR TMPORT EXPENDITURE BY SOME
RG=~73 MILLTON DOLLARS FOR 1977,

A, LAND INVASINNS WERE ALSN A MAJOR CONCERN AT HORTICULTURAL
PRNDUCERS' MFETING IN GUAYMAS NOVEMBER 19«20. THREATENED
FXTENSION NF EXPRCPRIATION TO SINALCA COULD ALSU HAVE ADVERSE
FFFECT ON. FRFSH PRNDUCF FXPORTS AS SUCH EXPORTS MOSTLY FIN=
ANPED BY U,S. RUYERS WITH LONG ESTABLISHED TIES TU LARGER
PRNQUCERS IN STINALNA WHICH SUPPLY THE BULK OF THIS TRADE,

THF SITUBATION TN STINALNA WAS APPARENTLY DEFUSED (UR AT LEAS]
POSTPONED) WITH ANNQUNCEMENT NOVEMBER 26 THAT LANDHOLDERS HAD
NONATED 1G.,0M2 HFCTARES DOF IRRYGATFEQD LAND (PLUS 3,5k HECTARFS
NF NONIRRIGATED) TN CAMPFSINNS,
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¢, FEXCHANGE SVYSTEM, TODAY, NOVEMRER 24, DOLLAR BUYING RATE
FONTINUED TQ ORQOP, BANFO DF COMERCIO RFPNRTS THEY OPENFD
AT 25 PESUS TO BUY DOLLARS AND 23 TU SFLL, BUT CLUSED #7
”4 AND 21 RESPFCTIVELY, HOWEVEP, OFFICTIAL NOTED DOTWER BANKS,
AND EVFN BANCO DE COMERCTU BRAMCHES NUTSIUF NOF MEXJICO, WERF
NUATTING SOMEWHAT DTFFERENTLY aLTHO!GH TENDENCY WAS THE SAME,
MARKET CONTINUFS TN HANDILE MNSTLY PENUFSTS BY INDIVIDUALS,

WHNM TRADED I_ARGF AMNUNTS, STILL LITTLE CURPORATE ALTIVITY

RETNG NOTENP, DOLLARP RUYING RATF DRORPPING DUE TO

DOLLAR

NFFERINGS CONTTYNIING SOMFRHAT LLARGFR THAN DEMAND, BECAUSE
RAMKS HAVE NO GUARANTEF THAT BANCO DF MEXICO WILL RUY

THF NOLLARS FRNM THEM, QR THF RATE IF TT BUYS,

THEY ARF

TRYING TO RAILANCF THFIR PUSITIONS, BANCU DE COMERCTU
TUNK IN A |_aRGF AMNUNT OF NOLLARS AT 2R PESUS FARLY

HAS NUW ALMOST BALANCED Y78 PQOSITIAN, INFURMANT

17

EMPHATIC THAT RANCN NDE MFXICN NQOT IN THE FORFIGN

FXPHANGE MARKET TN ANY MANNER,
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

December 1, 1976

To: Chairman Burns

From: George B. Henry

Attached is the latest cable on the
Mexican economic situation.
cc: Governor Wallich

Attachment: Mexico 14956
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¢, FEXCHANGE SYSTEM, TODAY, NNVEMRER 24, DOLLAR BUYING RATE
.- FONTINUED TQ DROP, BANFD DF COMERCTID RFPNRTS THEY OPENFD
“ AT 25 PESUS TO BI'Y DOLLARS AND 23 TU SFLL, BUT CLUSED a7
. P4 AND 21 RESPFCTIVELY, HOWEVEP, OFFTICIAL NOTED DTHER BANKS,
. AND EVFN BANCO DE CQMERCTU BRAMCHES NUTSIUF NF MEXTICO, WERF
| NUNTING SOMEWHAT DTFFERENTLY aLTHO'IGH TENDENCY WAS THE SAME,
. MARKET CONTINUFS TN HANDLE MNSTLY PEMUFSTS BY TNDIVIDUALS, SNMF OF
- WHNM TRADED I_.ARGF AMNUNTS, S3TILL LITTLE CURPORATE ACTIVITY
- RETNG NQTEN, DOLLARP RUYING RATF PROPPING DUE TO DOULLAR
- NFFERINGS CONTTNIING SNMFNHAT LARGFR THAN DEMAND, BEFCAUSE
. RAMKS HAVE NO GUARANTEF ThHAT BANCO DF MEXICO WILL RUY
. THF NOLLARS FRNM THEM, QR THE RATE IF TT BUYS, THEY ARF
. TRVING TO RAILANCF THFIR PUSITIONS, BANCU DE CQMERCTU
. TUNK IN A LLaRGE AMNUNT OF NOULLARS AT 2R PESUS FEARLY
““MONDAY LEAVING IT VERY LONG ON DNLLARS., HOWEVER, IT
_HAS NOW ALMOST BALANCED TTS PQSITINN, INFURMANT
EMPHATIC THAT RANCN NE MFXICN NQOT IN THE FORFEIGN
FXCHANGE MARKET TN ANY MANNER,
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CONELDENTTATL December 2, 1976

TO: Chairman Burns
FROM: George B. Henry

Attached are the latest cables on the Mexican economic
situation.

Attachments: Mexico A-13
Mexico A-308
Mexico A-312
Mexico 15145

cc: Governor Wall ich
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b vw inn:ug;on of U8, Bovernment information
tfficially tlashified undar Executive Order 10501
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Nighert Clastilied companent.” '
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= 1. Border Industry

{, A-13 UNCLASSIFIED
{ NO. 3 HANDLING INDICATOR
TO \\uJM"«MAmembassy MEXICO R
/
INFO : Department of State (ARA/MEX) /
r. Please returmn to o
E.0.11652: N/A foumalion Centet s
nternational Iniort
TAGS s SPENT i:
|FROM Amconsul CIUDAD JUAREZ DATE: November 12, 19762
KRR N2
SUBJECT : Monthly Report of Developments in the e
: Ciudad Juarez Consular District - October, 1976 s
REF Ao =
Ul
i E
SUMMARY: 1. One of the U.S.-affiliated twin plants 1@3\5‘Q[3ﬁ§

Ciudad Juarez ‘s expanding its operations here as a result a\ MO
of the peso devaluatlon and there is indication othg yn%l
follow suit.  There is also indication that aoa1t¢on§i twin nﬂ“u
plants will be established here. Some concern exists ”qui
AFL-CIO will renew efforts to eliminate U.S. tariff

advantages for twin plants with view to decreasing unemploy-
ment in U.S. 2. As a result of the devaluation of the

Mexican peso and the need to increase sales of goods and
services, Ciudad Juarez Chamber of Commerce, supported by

large number of Juarez merchants, has launched all-out

"Buy in Juarez" campaign. 3. Survey undertaken by

employers sector for purpose of determining realistic minimum
wage for Juarez area. END SUMMARY

Whilc in the past some twin plants on the Mexican border

have withered in the competition with assembly plants

located i1n Asian countries, the recent peso devaluation
appears to be reversing the situation. AMPEX (Cintas Magne-
ticas, S.A.) decided to close its plant in Taiwan and transfer
.ts operations to Ciudad Juarez on the basis of the advantage

~gained by the peso devaluation. The company 1s presently

enlarging both of its plants in Ciudad Juarez and adding
approximately 200 employees to its payroll.

As a result of the peso devaluation and/or increased demand

y
& S UNCLASSIFIED FOR DEPT. USE ONLY
Lor“Ds. 323 [ Jla C]ow
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UNCLASSIFIED S

for their products, four other twin plants are considering
expanding their operations in Ciudad Juarez. (1) Canyon da
Mexico, S.A. de C.V. (a Japanese firm in joint venture with
Contico International of St. Louis, Mo.). The firm

" manufactures spray mechanisms for spray bctt’ . A3 the

controversy over aerosol sprays has spurred a trend away
from aerosol cans and bottles, the firm has experienced a

significant increase in the sale of its product, a n=n-zersso
spray mechanism. (2) TDK de Mexico, S.A. de C.V., a Jipanese
firm which manufactures magnets. (3) Sangamo Electiic:. G.A

de C.V. which assembles capacitors. (4) Convertors de
Mexico, S.A. de C.V. This firm packages disposable surgical
gloves and garments for American Hospital Supply, Evansion, Til.

Managers of the industrial parks are optimistic that, in
addition to plant expansion, other twin plants will be
established here beciuse of the peso devaluation. Whereas
before the devaluation twin plants were paying a minium
salary equivalent to $6.64 per day, they are now paying
slightly more than $4.00 per day. A number of Canadian
companies in the electronics and hand tools field, as well .3
a Spanish tool manufacturer, have sent representativ
Ciudad Juarez to study the feasibility of opening pl

£5 O
a =

nts bove.

On the other side of the coin, questions are bedinyg raiscd as

to the effect Carter's election will have on the border
industries, since Carter had the backing of the AFL~CIO which
has consistently viewed the twin plants alcng the Mexican boraer
as "runaway sweat shops" which take jobs from U.S. workers.

It is recalled that President-Elect Carter stated in his first
debate with President Ford that one of the ways to decrecase

.unemployment in the United States "is to bring jobs back from

offshore."

2. Juarez Chamber of Commerce Initiates "Buy in Juarez" Campaign

The Ciudad Juarez Chamber of Commerce has launched an all-out
publicity campaign through all of the news media outlets in

~Juarez and El Paso to attract the buying public in both citics

to take advantage of the ailing peso and shop in Juaraz.

All of the news media, including El1 Paso television, have pecn
plugging Juarez restaurants, hotels, supermarkets, depactmcnt
stores and auto repair shops, where the floating peso is being
accepted from 24 to 25 pesos to the dollar. Banks in both
Juarez and El Paso report heavy demand for conversion of

UNCLASSIFIED
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‘dollars to pesos since the second devaluation. Tmportation
of "Articulos Gancho" has dropp:d about 30 per cent since
the second devaluation.

3." Survey Prepared for the National Commission TFor
Minimum Wages

At the request of various local employers' and business
organizations, the National Commission for Minimum Wages
authorized a study to be undertaken to determine a minimum
wage for the Ciudad Juarez area (Economic Zone 9) which would
accurately reflect the cost of living here. The report,
which was submitted to the Local Commission for Minimum Wages
prior to the devaluation, recommended an increase of 10.84
per cent in the minimum wage, or 9 pesos per day, to bring
the minimum wage tc 92 pesos per day. 'As a result of the
devaluation and the 23 per cent increase in wages which
followed, the study .was amended to recommend that minimum
wages be increased by 5.78 per cent for 1977. The workers
sector, however, ‘dsked that the minimum wage be increased
by 40 per cent. The Local Comnission for Minimum Wages has
proposed that for 1977 the mirimum wage in Ciudad Juarez be
increased by 11 per cent. The employers' sector regards
- this as an excessive increase nnd intends to oppose the
position of the Local Commission for Minimum Wages.

The study leading up to.the recommended ch:nge in the
mninimum wage contains a number of interesting observations.
For openers, the report stuns the reader by noting that the
population of Ciudad Juarez has more than doubled since
1960, when the official census pegged the population at

276 ,000. When the survey was conducted last summer, the
city's ropulation was estimated at 573,742. The survey
notes that during the last sixteen years the city's annual
growth rate has been 5.74 per cent, compared with the
overall Mexican population growth of 3.3 per cent. The
survey directcors placed the blame for this dangerous and
unccntrolled growth on the never-ending migration of people
from the interior of Mexico, attracted to Ciudad Juarez by
the hope of better living conditions and the chance of
migrating to the United States--legally or illegally. The
internal mig¢: ation was held to be responsible for the acute

UNCLASSIFIED
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unemployment situation in the city. The repoct also. notes
that the: Juarez population contains an astounding numbper
of young people (approximately 65.67 per cent of the
population is younger than 23); that 17,570 "“"green card"
holders (Mexicans who bhave been lawfully admitted to

the United States for permanent residence) live in Juarez
and work in El Paso, a tremendcous financial impact on
‘both cities' economy; the Mexican minimum wage has been
upped eight times since 1966, =nd the mosi recent devaluation
of the peso is causing pressure for still another pay
increase.
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Embassy is aware of two major foﬂﬂhgn.f;ﬁ&&ﬁP@GEkswaqe

and Massey-Ferguson) which for various reasons are
trying to reduce or have reduced their equity investment

-.DEPARTHEH[ OF STA in Mexico. There may be other firms considering doing
TE so also, not known to the Embassy.
f S G
976 KV 12 ay g l+ Volkswagen U
FAO =l
RCIDA/WC Though local Volkswagen spokesmen maintain adamantly N
that their efforts to dispose of 40% of their equity
POST ROUTING investment either to the Mexican Government or to po
TO: |Action | Info. |initials Mexican private investors is no more than an attempt o
o 1 to follow worldwide VW policy, we understand that the @@
S ¥ VW management is thoroughly fed up with unreasonable s
T 1 labor demands and the resulting cost price squeeze in
L which automobile manufacturers find themselves in Mexico.
et 0 The VW plant, in Puebla, has a radical union and was, we
g ons 1 heard second-hand, presented with a wage increase demand
" ADM 1 following the second devaluation on October 24 on top of
PP the earlier increases. Management also finds trouble-
some the GOM's requirement for ever increasing exports
i 1 in order to offset import of needed automotive components.
;COML 1 According to press reports from Wolfsburg, Germany, the
re parent VW firm has been obliged to make up local losses
of a billion marks since 1976. The Mexican company was
Piio | founded in 1964 with a 250 million mark investment. In
B AEtion Token: 1969 it started to show a profit, obtained 35% of the
LR IZ. Mexico market and exported its "Safari" to the United
v Date: —— LIMITEQ QEEI CIAL USE For Departmant Use Onl,
Initiols: 10-64P5-323 (1 ln [ Out
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States. But troubles started in 1974 with inflation in
Mexico and salary increases. The firm employed 11,000
persons two years ago, but let 2,000 go in 1975. Production
dropped from 140,000 units to 107,000 units. This year it
will not exceed 85,000 and in 1977, 75,000.

.All of the above data was in the Wolfsburg story. 1In

addition, the local German Embassy (protect) tells us that
the German VW management is already looking for jobs back
home and that the company is considering leaving only a

skeleton staff of a Director General and a few assistants.

Massey-Ferguson

Massey-Ferguson sold 60% interest in its Mexican subsidiary
to the GOM's development bank about two months ago.

According to a Canadian Embassy source, the decision to

take the Mexican Tovernment as a majority shareholder was
based on the belief that the GOM would probably force them

to Mexicanize at some point and that it might be advantageous
to take the GOM in as a partner. With GOM as a majority
shareholder, many problems vis-a-vis the government can be
solved more easily. Also, according to our source, Massey-
Ferguson believes it will continue to be able to exercise
effective management control and receive reasonable dividends.

Comment

In both cases, the decision to sell would appear to result
in part from government policies. The problems of these
companies are likely to discourage potential investors.
Also, when Mexico is short of development capital, it seems
unfortunate that the government should have to devote scarce
resources to replacing private foreign capital.
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SUBJECT : PETROLEOS MEXICANOS FOkaA"”: 197 6220 005
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NSA ClA

rl. BEGIN UNCLASSIFIED. In a newspaper supplamei
primarily devoted to its accomplishments during he
Echeverria administration, Petroleos Mexicanons ok lined
its projections for petroleum production, investment, :=n
cash flow.

SESTED DISTRIBUTION

IRTMENT oF STATE

‘ 2. Demand for hydrocarbons (millions of Barrcels of
@V-l8 FN]Z:Q3 Crude and Liquid Equivalents):

ORC/DA/ e Year Consumption Exports Total /)
POST RQUTING 1976 419.6 38.9 A58, 5 Vi wiva
: |Action | Info. |Initials 1977 451.9 ¢ 54.7 506.0 Yoan
M 1 1978 ‘ 486.6 54 .7 541,32 g4 z
| 1- 1979 524.0 54.7 578.7 48, 53
1 1980 564.3 54.7 5619.0 .69 b
= 1981 598.0 54.7 652.7 . TH
4 1982 . 633.8 54.7 684.5 ol T
»s 1983 671.0 54.7 2 1 .98 N
; 1 .| 1984 712:1 54.7 766.8 e BRE
19185 750.4 54.7 605.1 2..20
2 1976-85 5811 T 53 .2 6342.9
;m 1 If the ratio of reserves to production is to remain 1%
R AJ to 1, Pemex needs to discover 13.5 billion barrel:s of
\rpn il new reserves during the next 10 years.
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3. Projected consumption through the year 2000.is as
follows: '

Year b Maximum : Minuimum
1985 ‘ 750.4 15854
1990 1043.1 779.4
1995 ' 1 47055 1052 £0
2000 207748 1422.8

4. ‘Investment required in the petroleum industry in
billions of constant dollars (1974). Difference depends
sn level of consumption shown in paragraph 3.

Sector ' 19°76-~-82 1983-2000
R Y o oy S Maximum Minimum
prilling | 3.988 28.007 17314
Production J538 4.754 2,583
Refining 1.914 5.969 3.242
Petrochemicals 1.448 4.474 Jaud 31
Transport 1.054 6.978 3,163
Social and ) '
Administration . .092 1.899+ 2991
Capital and i
heguisiticns 23357 5.036 : 4.907
Exploratory :

Stundies L2899 5.076 3.485
Total 13,603 56.210 58,785

. sagh £low in billions of constant dollars. The upper
piynue for each year essumes prices will be adjusted to reflect
iafiation.’ The lower figure chows results if prices remain
Lixed at current levelas and chere is a 10% rate of inflation.
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Parie s=s

Year Spending Income Boxyowing.
1976 4.108 379k $553
4£.108 : 982
1977 4,422 4.175 $546
5:.852 L.976
1978 4.511 4,496 .363
6:+.575 4.819
1979 4.765 s il
0 7+718 NI
1980 4.840 194219 ~,049
8.742 _ : 9341
1981 482 51588 -. 469
9.870 3.598
1982 5.308 6.001 ~-. 583
; 12.144 9 .22

END UNCLASSIFIED .

6.BEGIN L.O.U. COMMENT: Pemex's projections of exports of
only about 150,000 B/D seem unrealistic, given Mexico.s

need to expand exports to meet balance of payments deficit.
The report does say that Pemex should plan invéstmant to
meet the maximum projected demand and export any 4differcnce
between that and actual demand. The difference would mein
additional exports of up to 722,000 B/D in 1920, 1.1 million
B/D in 1995, and 1.8 million B/D in 2000.

7. Para. S ig a strong argument against freezing the prices

of petroleum products. The GOM froze prices from 1958 until
1973 and Pemex was unable to generate sufficient incowme to

make necessary investments. If such a freeze were reimposed
Pemex's ability to meet domestic demand would be in jeopardy
Such financial pinch as Pemex may feel is largely sel f¥inflicted
the GOM collects $5.75 excise tax on each barrel cf crude
exported.
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‘TARS: EFIN, MX
SRURJECT: MEMTICAN ECOUNQMIN SITREP
i By REFI A) STATF 277224, R) MEXTICO 15R5H, ./ C) MEXIFQ 15676,
"”;;n) MEXICO 150€ 4
' &YLHANbF SYSTFM, PESO CANTINUFS TP RISE IN VALLE, YFS=-
‘YERDAY, NOV 29, RUYING RATFE €0OR DOLLARS DrOPPED FROM 27 .TO
A}; P2 PFS0O3 AND THEM FIMAILY CGLNSFC AT 21,75, OPEMED Al 2f%.3¢
* TONAY, SEE RFFYEL D FQR DESCRIPTION OF OFLRATINN OF FQRETGHM
‘EXMHANGE MARKET,
i1 Pei OTHER ECONOMIt FRONTS, FARE INCREASFS VARYING FRUM 29 [N ' . B
' M@ PFRCENT WFRF RECRFED ¥OR RUSES, DNMFSTIC AIRLINESL, AND :
RATLROADS, THE FFOFRAL EILERTRICITY COMMISSIUN (CFE) DEN1FO N
e PHARGES THAT IT #AS RANKRYPT, 17 Ci aIMFO 175 ASSETR Sh"uLLoO 3
k.| RE ASSFS®ED AT CURPENT VALIE RATHER THAN UPIGINAL VALUF WENCF :
’é;rOVEPINu I8 aNDED PFSA LIABILITIES, IT DID NUT, hAWFVER. A
SAY ANYTHING AROUT OFFREGIATTON FLLOWANCES, 45 WOTFD BFI™Q 2
. MOST FIRMS ANU FTYWANCIAL IMSTITUTIONS INLLUDING EVEl Bk "
t'* ,antn NACIONAL FINANMIERA A3 WFLL AS (Fe; BECAME CLOMOW{T. -
ALLY INSOLVENT AS THF INCRFASE 1N VALUE OF THEIR ULOLL A« "
CLIABTILITIES PRNSABLY WYPFD OUY THEIR CAPTIAL AMD RFOEaVEAS, ™

M55 THTS I8 NO PROALEM FOR GNA~UWNED INSTITUTIONS 8§ iHE win Cfn

. ve >y 26 \
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0 WRTTE UP THETR CAPYYAL AND HENCE JACK UP THE MOHFY SUAPLY,

L THYS WILL ADR TO INFi ATINNARY PRFESURES, HOWEYER, PRIVATE

il NWNED FIPMS DD NOT HAYE 4CNESS TO THE -PRINTING FRESS ANy
N«NEFD KELIEF FRNOM THEYR BANKERS, THI® BG4 AMNOUNCEDR YERTERPAY
(NTHAT IT WILL ALSN WELP THEM BY ALLOKINR THEM TO DEDUCT FI0M

"”TAYEQ fHF LOSSFS THEY QUFFFRFD FRUM THF FIRST DEVALUATTUN,

HOWEVER, TO FXYENT THIS IS EFFFCTIVE FOTR THE SIRMS GON

; ¢§&9EVENu=s WILL RE REDUCFD, ADDING 'TO GOM DEFICIT AND fuNg®e

"ﬂhﬂnuFNT INFLATTONARY PRESSURES, SEE FEFTELS T AND D FCP

RIS DESCRIPTION AFARRYCHLYURAL STTUATTON DUF TU LARD ¥ feniann

n . RUMORS, W& HEAR ATMAPR ARF CIRUCLATING <ITHIN ML

L FSTARLISHMENT THAT IMEEDYATELY AF1FK ODFVALUATIOL J0# Wl
”‘FIV THH VAL UF OF THE PFSﬁ AT oM TG THE GOLLAR, SUCH B33
CPOULD BE CNHTRYBUTYNG TU STEADY SALE OF PCLLLARS Fuihiepn

| FXPHANGE RATF, ' s

TORAY LOREZCRORTILLU

B 4o APPOINTHENTS, LATE (3 3LHEMI ER ¢
ANNOUNCE APPAINTMENTS Y0 MAIAR GOm POLTITLAL POST(106s,

0 MOWEVER, WF NQU KNNs TUAT NEW RANK OF MEYICG UIRECTUR @:uibal
"WILL BF SUSTAVA ROMERG KNLBERK, WHO NCRUFTED STMTLAR PRg!

MA( ln'w"\L r |N 'ul l"':. fif‘H‘:'r-""' ‘x(‘

YION AT GOM NEVELQPMENT RANK,

RUT NOT A RANK=QF=MEXICO=THAIN"D

ROMERO IS ,AN ErONOMISY,
SPEAKS FNGLISH, BUT LS NCT 8

CLECANOMIST, HE YS§ PLEAZANT,

Jid PARTICULARLY STRANG TNRIVINUAL, HE PRORARLY OuWES HYS ninl o
URW. MORE TN FRIEMYSHY? THAMN YU HTS STATURE 1IN THE Fidarvai, »ysy
SE U CTHR SEMIOR BANK NF MEXICM STAFF WAS MEFTING WITH KOMFRO THTs
i IMORNTNG, THETR FUTURET T8 UMCFRTATN, RUT MOST ARL LIWF(LY '
¢ 0 STAY, THE BANK .IF MEXYCH WAS B SaN SPNYT THIS MURNTHN A®

FERNAMDEZ~HURTADO WAS HIGHLY RFGARDED, THE STAFF &UL7T vy
HE WAS MADS A SCAPEGNAY FOR FRABLEMS THAT WePw wii 0F 70

. OWN DUING. HF HGFS NOT APPEAR TQ BEF GETTING AnOTHER Jya, U]
"TS ELIGIRLF FPP A RaMi OF MENING PFNSLON, ;
: (JOVA - :

Leawan s an oo con o o L8 ‘\

Stare meiwmpy

‘ﬁ . MONSTDERED TN QE RFASONAALY rLD3F YO LNPFZ PORTILLO THEGUL S
i YTHREIR COMMON TFAFHING FXRERIFNCE, THOUGH IN DIFFERFENT Frryng.
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BOARD OF vasgaﬁnns OF THE +vEDERAL RESERVE SYSTEM
3

e December 3, 1976

Tos Chairman Burns

From: George B. Henry@>
/

Attached are the latest cables on the
Mexican economic situation.

Attachments: Mexico 15169
Mexico 15184

cc: Governor Wallich

Dafense classification of this documgnt is J..m:
to the inclusion of US. Covcznment mtormatrlgl;
officially classified under Executive OrQer 105 .
which provides that “A docun."«en:.... shall bl:fdf..s
classification at least as hsg”h as that of W
highest classified component.
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ACTION ARA={@

TNFO O0OCT=M1 ISO0=AQ AID«AS5 CIAE=Q2™ CONE-RQ EB=07 FRE=0N3
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FM AMEMBASSY MFXTCO

TO SECSTATE WASHPC IMMFDTATE 8064
ITNFO ALL US PONSULATFS IN MEXIRD wTA PCUCH

. returd
iy | please ¢ \nfor mamt\ Centek
| IMITED OFFICIAL USE MFXTCD, 1516C. ernationd
F. 0. 116523 N/A e

TARSE EGEN; MY
SURJECTS ECONOMIR ASPECTR Ni LNRFZ DORTILLOYS TWAURURAL ADDHFSS

REFS A) MEYICHD 31X1K8E¢ B MFXICD 15157

t, SUMMARY, YO THE EYTENT 7TWAT w38 CAN KESTORL CONFIDENCE,
PRFSIDENT LUPE? PORTTILLU 'S [NAUGURAL HPEFLY DF OFEC, 1 SHOULO

HEI P, HE SFT FNRTH A SFRYES OF MEASURELS Tu KFLP MEXITQ'S

RAI ANCE NF PAYMENTSR, INYFSGTFNT, AND SAYINGRS, HE PLEDGFEL CONMT INJFOD
FRFE CONVERTIBILTYTY. END nirMaRY,

o, TN MEFT THE [MPFRATIVF MEFD TN PEFSTARLTSW ECOAMMTC. CONFIDENCF
TN MFXICN, LNPFZ PNRTILLN'S CHNICE QF CARINLY ch‘”lFRS AND HIS
TNAUGBURAL ADPRFSS HaN RETN ZALRRLY A4ATIFL LS TuE Twh MOST
TMMENLATE TNDICTIONS OF YHE DIRECYIYON TH wHICH HE WO SEFK IO GuUTYH
THF MEXICAM FCOANMMY, HIS mﬂf:ts OF MINISTFRS WHICHW WERE ANNOUNCED

| AST NIGHT(RFFTEL &), !Efvr U8 wYTr ®yUMg RFAFRVATIONS (BEING RFPOR 90
SERPTEL), WF RIVE HIM HYGH ”QPW“, HNWFYFR, FUR KIS TNAURLRAL AQDRES!
(REFTEL B)., THF MATNECNWDANTC PUIMTS ARE SUMMARTLEY IN ThHF FOLLOWINT
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PARAGRAPHS .

%, EXCHANGE RATE AND SYSTEM:FONTRARY TO SUME PReVIOUS EXPECTATIONS,
JLP NETTHER ANNOUNCEN A NEW PESQU/DOLLAR PARITY NOR PROMISED TO
FSTARLISH '

NNF IN THE FUTURE, HFE DEVUTED AN IMPRESSIVE AwOuNi OF TIME

T0 EDUCATING THE PUBLIC NN THE RFAL MEANING OF OEVALUATION., EFFORTC

WOULD BE MADF TO DESIGN MEASURFES TO DISCOURAGE CAPTTIAL FLIGHT,

A, BALANCE OF PAYMENYS:ING DIRECT MENTINN WAS MAUE 0OF

MEXICO'S OVERWHELMING FORETGM PERT, RUT JLP PROMISFL THAT

RORROWING ABMAN RY THE PUBLICSFCTORWOULD HENCEFORT BFE LI*TED FOR
NAPITAL GONDS ONLY, MEASURFS AFFECTING THE PRIVATE SFCTOR MEae | FSS
SPFCTFIC, BUT IT APPFARS THAT MQVES WILL BE MADE 70 SUBSTITUT: TANTFF
PRNTECTINN FNR IMPNRT QUNTAS, ATTENTION WILL BE GIVEN TO

INCREASING LABNR INTENSIVE AGRTCULTURAL EXPORTS.

5§, MONETARY POLIFY: THFRF WAS-LITTLE LISCUSSIGN PeR SE, RUT THE
NONLLARIZATINNY OF THE MEXICAN ECONUMY WAS DESCRIBED AS A THRFAT
TO MEXICAN SOVFREIGNTY, TAO INTERESTING PROPDSALS WLRE MADE FOR The
PRFATINN GF "STORE COF VAL UF® INSTRUMENTS, PRESHMABLY TO WEAN
MENICANS AWAY FROM HOLDING DNLLARS. ONE PKROPOSAL CALLS FOR THE
MINTING OF TRADITIONAL MEXTCAN STLVER COINS WHICH HWE CALLED "QUR
STRONG PFESOS", THE OTHFR PPU#ASAL TS FOR THE ISSUANLF OF NFW LONG=YER]

RONDS BACKFD BY THF PRODUCTION $F BASLC RAW MATERIAL AMD LTYNKED 7O
THF WURLD MARKET PRICE OF SILVER aND UTL. JLP MADE SNMF TNTERESTING
PUMMENTS WHICH SFEMED Y0Q AFFFCY THF FULTURE ARILLTY UF STATF
RUVERNMENTS TQ BNRRQOW Mt THe Tl DWn.

A. INVESTMENT POLICY: THF PRESIGFNT SATD THAT THE GUM WOULD

QEFK TN NRTENT INVESTMFNT TQ THE FOLLOWING PRIORITIES NF SFCTORS:
“AGRICULTURF AND | IVERTNACK, CNERPGY, PETIRQCHEMTICALS MIMING, STEEL,
FAPITAL GODDS, TRANSPORTATION AND BASIC COUNSUMFR GOUDPS, HE SFEMED "
MAKE A MUTFD CALL FOR MORE FNRFEIGN INVESTMENT,

9, TAX POLTCY: TAX RATES SHOULN PE ANJUSTED FOR INFLATION, PPROGRFY-
QIVE TAXATIOM NF INCOMES WYLl AE RFINSTATED, IM &N EFFORT TO :
FNCOURAGE RETNVESTMENY OF FARNTHAS, HIGHER TAXFS WILL RE
APPLTED TO COMPANIES? NISTRIAUTED PROFITS, EMPHAS]S WAS

LIMITED OFFICIAL USE
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RIVEN TU ADMINTSTRATIVE PEFURN, THE PRESTUENT APPEARFD TN NPEN
THF DOOR FOR A FNRM DF REVENFUY SHARING MITh STATES,

R, WAGES AND PRICESS THE PRESINENT STRESSED THAT hE

WISKED TN AVNIN FURTHER PEYERINRATION OF INMCOMF DIS{RIRUTION
,SALLARIES SHQULD BE TYED TU AN IMPROVFD CNST OF LIYING INDEY WHICH
SHAULD BF DEVELOPED, STRNNA FEFQRTA SKHAOULL 2F MADE, HWOWEVER, TN
FPONTROL INFLATION, A SYSTEM WILL BE PROPOSEL TN RIVie SALARY TNCREAS:
FOR TNCRFASEDP PRODUCTIVITY. RUT SUCH INCREASES Al TN RE . CHANNFLFO
PARTYALLY NR WHOLLY TOWARD SHARES SUCH AS THE CAPITA. STOCK OF
PROPNSED JNINT WNRKERS INVESYMENY BANK, THF PRFITUFNT DNEMONSTRATFD A
rOND LRASP OF BASIC RELATINNSHIF AMONG WAGES, C08TA anND 2KICES,

9, ADMINISTRATIVF REFORMSE THE FRESIMENT PROPOSED THREF Ntw | AWS WHQSE

AFFECT ON THF FCANOMY 1§ PRESENTLY HARD TO ASSESS, & GOYFANMENT
FAPENDITURE |.AW IS 70O GIVE FROGRAMMATIC ORIENTATION TO GOM
FXPENDITURFS, A SINGLE MINTIETRY Y& TN RE PLACED IN CHARGF NF
RUNGET AND PURLIC EXPENQITHH”S“‘“OTE7 THIS SEEMS [0 BE DESIGMED
AFTER THF 1ISG'S OMR AND MAY REFLFCT THF FARLTES® FFFURTS OF THE
FMRASSY AND OMR TO RFSPOMD TN rxTLv TVE RENUESZTS uM HOW OMR DPERA[Y :,
A PUBLIC DEBYT AW WOULD SEFK TN RIVe THE MEXTICAN CONGRFSS RETTER
FONTROL OVFR THE EXEFUTIVE EXRENOITURES, PARTLY HY MEKING MORE
TNFORMATTION AVAILARLF T0O THy PURLIF DN THE GOMYS FUBLIC REPT, THF
ADMINISTRATINN ORGANTZATYOGN (AW SgTE FOkYrd THE CHANGES DEMANDED TN
SENTNRIAL STRULTURE AND RECLASSIFIFS GOVERNMENT MINISTRIES,

18, AGRICULTURAL POALYICYS THI® SETTI0N WAS WEAKFK

THAN WE HADR EXPECTFD. THY PRESTOSwT GaVe cMPHASLS Ty

MEXTIEO'S SFEKING SFILF <u"v YENCY YN FOUD, ATTENTLION IS YO BE PAID
TO TECHNICAL AND SNJII PEGEAnDK IN TROPTCAL AGRYCULTURAL LANUS, THE
PRFSTDENTIS FUTURE POLICY O ASRICULTURAL REFORM (YD NOT COME
THROUGH CLEARLY, HE RTATFD THAT PLAND REFQRM I MEXLICOY,

11, TNDUSTRIAL DFVFLNPMENTY S0P B541I0 RE WOULD FLALE PAPTICULAR
FMPHASTS OM STTMULATING AGROIMD'USTRY, MYNING, ANU THE STEEL

TNDUSTRY BY PGEYVING SUPPRRY.- TO SMALL AND MEDTUMwRTZED INDUSTRIAL AMU
MINIMG QPEREATYIONS!", HF WOLLD TMEROYE UPON "3IMPLE IMPORT.
RUARASTITUTINN PALTICTES Ry INSTIVUTING PROGRAMS FOR VERTICAL INTEGRETIUMN

TN SPECIFIC FIFLDS." A SPECTAL ZED MINISTRY WILL of SET URTPIRS(
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LIMITED OFFICIAL USE MEXICO

EQ 11652 & N/A
TAGS 3 EABR, ETRD, MX

SUBJ 3 MEAT IMPORT PROGRAM
B) STATE 203203

REF ¢ A) STATE 2907457/

1, EMBASSY FEELS STRONGLY THAT DEC 6 DEADLINE FOR SUBJECT

CONSULTATIONS 15 UNREALISTIC

FOR MEXICOn, nfW CABINET JUST APPQINTED

YESTERDAY AND WE DO NOT YEY An0w IF KEY OFFICIALS FAMILIAR wITH
IMPORT PROGRAM WILL CONTINUY IN OFFICE,
2., AGATT DELIVERED ESSEMTTIAL EZLEMENTS OF REF (A} 70O RAMOS ON

FORM
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NOVEMBER 3@ AND CHECK TODAY REVEALS THEY HAVE NOY YLT FOGCUSED ON THE
MATTER, THEY WOULD -PREFER CONSULTATIONS AT LATER DATE TU HAVE BETTER
IDEA OF ACTUAL SHIPMENTS IN 1976, EMBASSY FEFLS WE SHOULD GIVE THEM
AS MUCH TIME AS POSSIBLE 50 A3 NOT TO GIVE IVMPRESSION THAT WE ARE .
PUSHING NEW TEAM INTO AGREEMENT BREFORE THEY HAVE THEIR FEET ON THE
GROUND .

3, WE CONTINUE TO ESTIMATE .577 SHIPMENTS &7 68.¢9 MILLION
POUNDS WITH POSSIBILITY THAT LSTIMATE MAY 3K CONSERYATIVE
IN VIEW OF .PESC DEVALUATION, <HCENT SHIPMENTS MAVE BEEN AY
WEEKLY RATE OF 2.0 MILLION POUVHRS
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December 6, 1976

TO: Chairman Burns

Ted Truman 4
et

FROM:
Attached is the latest cable on the Mexican

economic situation.

Attachment: Mexico 15287

cc: Governor Wallich
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183t ikatan




department of Sta.: TEI.E&E -

Please 1ot o
\nternational Information Genter

EONFEDENTIAL 32986
PAGE 94 MEXICO 15287 01 OF ©2 2492061

64
ACTION ARA=1Q

INFO 0CT=Q1 ISU-0) SP=@P2 USIA=@6 AID-A3 EB=07 NSC=25
CIEP=@i 83=15 STR=@4 OMB=B) CEA=?1 CIAE=u®@ COMF«
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E—8—N—F—FD—FN—F—F4 SECTION | OF 2 MEXICO 15287
dat. 7]35/67

E. 0. 11652 GOS

TAGS: EFIN MX

SUBJECT: MEXICAN INTEREST RATES

1, IN SPITE OF THE ALMOST 50 PERCENT DEYALUATION OF THE
PESO, MEXICAN DEPOSIT INTEREST RATES HAVE NOT BEEN CHANGED,
DEPOSIT INTEREST RATES ARE FIXED BY THE CENTRAL BANK AND
THERE I8 NO COMPETITION BETWEEN BANKS, LENDING INTEREST
RATES ARE ALSO FIXED BY THE BANK OF MEXICO, BUT THERE IS
MORE ROOM FOR COMPETITION BY VARYING COMPENSATING BALANCE
REQUIREMENTS. THE REASONABLY STABLE LENDING RATES CANNOT
POSSIBLY CLEAR THE MARKET WHEN INFLATINN IS RUNNING 25 TO
35 PFRCENT, AND LIKELY TO REMAIN IN THIS5 RANGE FOR AT
LEAST A YEAR., PRESIDENT LOPEZ=PORTILLO HAS CALLED FOR A
RESTRUCTURING OF INTEREST RATES, AND PRQPQSED OTHER
INNOVATIONS AIMED AT SLOWING THE "DULLARIZATION®OF
MEXICO,

‘2, THE BANK OF MEXICO HAS BEEN UNWILLING TO LET DEPOSIT
INTEREST RATES FLOAT, OR TO ADJUST THESE RATES TO A
LEVEL THAT WOULD GIVE DEPOSITORS A REAL RETURN ON THEIR
INVESTMENTS IN FIXED=TERM DEPOSITS,

CONFIOENTIAL
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I, THE TRADITIOMAL ALLEGIANCE TO FIXED INTEREST RATES

IS APPARENTLY VIEWED BY THE BANK OF MEXICO AS A SIGN OF
FINANCIAL STABILITY., THIS IS NOT NECESSARILY VIEWED THE
SAME BY THE PUBLIC AS THEY HAVE BEEN MOVING FROM

LONGER TIME DEPUSITS TO THE MORE LIQUID INTEREST BEARING
DEPOSITS, AND/OR INTO DOLLARS; PESO TIME DEPOSITS MAY
NOT INCREASE YHIS YEAR, BUT EVEN HOLDING THESE DEPOSITS
AT ENGe'75 LEVELS WOULD BE AN ACCOMPLISHMENT UF SORTS,

4, INTEREST RATEE ON THE MOST LIQUID POFUILAE SAVINGS
INTSTRUMENT (FINANMCIAL BONDS) PAY 7,5 PERCENTY INTEREST
ANNUALLY AND CAN BE REDEEMED UPON DEMANpD: THIS IS A
DECLINE FROM THE B8.75 INTEREST PAID ON THESE INSTRUMENTS
IN DECEMBER 1%74. THE HIGHEST RATE OF INTEREST PAID BY
FINANCIAL INSTITUTIONS IS 12 PERCENT, NET OF WITHHOLDING
TAX ON CERTIFICAVES OF DEPOSIT WITH SIX«MONTH MATURITIES
AND IN DENOMINATIONS OF ONE MILLION PESOS COR MORE., THESE
INSTRUMENTS PAID 11,5 PERCENT IN DECEMBER 19753 THE RATE
DROPPED TO 1@.75 PERCENT IN JANUARY 1976 AND WAS
INCREASED TO THE PRESENT LEVEL IN MID«=ALGUST 1976, THE
RATE FOR FINANCLA{ BANKS DID NOT INCREASE AT THIS TIME.

5. IN LIGHT OF A CURRENT RATE OF INFLATION UF 35 PERCENT,
WITH THE PROSPECY OF A RATE OF 30 PERCENT CONTINUING
THROUGH MQST OF 1977, IT MAY BECOME INCREASINGLY
DIFFICULT TO ATTHACT OR EVEN HOLD PESQ TIME DEPOSITS,

THE RESULT COULD BE AN INCREASING DOLLARIZATIUN OF THE
ECONOMY, PARTICULARLY IF THE PUBLIC ANTICIPATES FURTHER
DEPRECIATION OF YTHE PESQO AGAINST THE DOLLAR,

6. THE FEDERAL GUVERNMENT DOES NOT BORROW DIRECTLY FROM

THE PUBLIC BUT RATHER DEPENDS ON THE BANKING SYSTEM TO RAISE
FUNDS WHICH THE GOVERNMENT BORROWS VIA YHE CENYRAL BANK,

THE CENTRAL BANK CAN ADJUST THE FLOW OF FUNDS AVAILABLE

YO THE GOVERNMENY THROUGH RESERVE REQUIREMENTS BUT DOES

NOT BELIEVE IT CAN SQUEEZE THE PRIVATE SECTUR FURTHER AT THIS
SOME LENDING BY THE CENTRAL BANK TO THE GOVERNMENT IS

BEING DENOMINATED IN "MEX«DOLLARS," "MEY DOLLARS"™ IS A
RELATIVELY RELENT TERM USED TO DESCRIBE THE DOLLAR

DEPOSITS IN MEXIUAN FINANCIAL INSTITUTIONS, THESE ARE

ALSO BEING USED FOR LOANS TO PRIVATE ENTERPRISES,

T .
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7. A MORE FLEXIBLE INTEREST RATE POLICY IS NEEDED,
PARTICULARLY IF YHE PESO IS GOING TO CONTINUE TO FLOAT. -
CURRENT LENDING INTEREST RATES, WHICH CAN BE AS LOW AS§
15 PERCENT FOR MURTGAGES AND PRIME BORROWERS ARE NOT
CLEARING THE MARKET, PRESUMABLY CREDIT 1S BEING ALLOCATED
BY SOME KIND OF SELECTIVE ADMINISTRATIVE CRITERIA; FOR
EXAMPLLE, THE BANK OF MEXICO HAS TRIED 7O ENCOURAGE BANKS
NOT TO LEND TO SUBSIDIARIES OF MULTINATIONALS WHICH
SHOULD BE ABLE TU BORROW ABROAD, HOWEVER, A MANAGER OF
ONE SUCH SUBSIDIARY TOLD US HE WAS ABLE TO BORROW PESOS
APPARENTLY BECAUSE HE WAS CONSIDERED A SAFE RISK:.

8, FINANCING THE PUBLJIC SECTOR DEFICIT IN A NON-
INFLATIONARY MANNER IN 1977, AS STIPULATED IN THE IMF
PROGRAM, MAY BE OIFFICULT, WHILE LOPEZ~pORTILLO CALLED
FOR A RESTRUCTURING OF INTEREST RATES, WE DO NOT YET
KNOW WHAT THIS MEANS. WITHOUT A SUBSTANTIAL INCREASE

IN PESO INTEREST RATES, THE "DOLLARIZATIONY OF THE
FINANCIAL SECTOR IS LILEY TO CONTINUE, IF THESE DOLLARS
CAN BE RETAINED IN MEXICAN BANKS, THEY CAN, PERHAPS,
FINANCE AT LEASY PART OF THE PUBLIC SECTOR DEFICIT.

9, "DOLLARIZATIOM® WAS CALLED A THREAT 70 MEXICO'S
SOVERIGNTY BY LOPEZ=PORTILLO, IT DOES REDUCE THE

ABILITY OF THE MONETARY AUTHORITIES TO RUN A MONETARY
POLICY THAT DIFFERS SIGNIFICANTLY FROM THAT OF THE U.S.
BUT AS THE DEVALUATION AND SUBSEQUENT EVENTS HAVE
DEMONSTRATED, THIS5 MAY HAVE NEVER BEEN A REAL ALTERNATIVE
FOR AN EXTENDED FERIOD OF TIME.
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10, TO COMBAT "DULLARIZATION", LOPEZ=PORTILLO HAS
PROPOSED THE REINTRODUCTION OF SILVER COINS AND LONG=
TERM BONDS TIED f0 WORLD PRICES OF BASIC COMMODITIES
THE MEXICO PRODUCES, JLP SAID THE "STRONG PESOS"
WOULD RE USED FOR TRANSACTIONS, WE SUSPECT THESE WILL
SOON D13APPFEAR INTO MATTRESSES, THEREBY DEPRIVING THE
ECONOMY OF SAVINGS, THE LONG=TERM BOND PROPOSAL IS
FUZZY, BUY 4PPEARS TO CALL FOR BONDS PAYABLE IN PESOS
BUT DENUOMINATED IN TERMS OF WORLD MARKET PRICES FOR
‘COMMODITIES 3USH AS OIL OR SILVER, WHILE BOTH TECHNIQUES
MIGHT DIVERT 50ME PESOS THAT WOULD OTHERWISE GO INTO
DOLLAR INSTRUMENTS, WE DOUBT IF THEY WOULD SOLVE THE
DOLLARIZATION PRUBLEM, IT WOULD SEEM NECESSARY TO LET
“ INTEREST RATES AUROSS YHE BOARD REFLECT THE RELATIVE
ATTRACTIVENESS OF PESOS VS, DOLLARS, MEXICAN BANKS
WOULD PROBASLY 5% UNWILLING TO PAY HIGH INTEREST RATES
FOR DEPNOSITS ! <XCESS OF SIX MONTHS, BECAUSE OF AN
ANTICIPATION THAY RATES WOULD DECLINE WITHIN A YEAR OR
EIGHTEEN NOUTHS

{1, TO MANAGE & FLEXIBLE INTEREST RATE POLICY, THE

GOVERNMENT £O0OULD SET INTEREST RATES FOR ITS OWN SECURITIES
AND SELL THHEM DLRECTLY TO THE BANKS, OR TO THE PUBLIC
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OR CONTINUE TO USE THE CENTRAL BANK AS AN INTERMEDIARY.

WHILE THE NEW ADMINISTRATION IS THINKING ABOUT THESE

. 'PROBLEMS, WE SUSPECT THAT 'THEY WILL BE RELUCTANT TO FREE

'INTEREST RATES JUST AS THEY HAVE BEEN RELUCTANT TO LET

'THE' EXCHANGE KATE FLLOAT FREELY. THE REASON WOULD BE THAT

'THE BANKING SYSTEM WOULD NOT WANT A SYSTEM WHEREBY

"INTERESTRATES ARE FIXED BY MARKET FORCES, AND THE

GOM MAY NOT BELIEVE SUCH A SYSTEM MANAGEABLE. -

112, A8 A FOOTNOTE, THREE MONTH DOLLAR TIME DEPOSITS
_'PAY 7,5 PERCENY FOR RESIDENTS AND 8,5 PERCENT FOR NON=
RESIDENTS, IT IS VERY EASY FOR A MEXICAN TO SAY HIS
'RESIDENCE IS8 IN, FOR EXAMPLE, LOS ANGELES, BUT HE WANTS
HIS STATEMENTS MAILED TO A LOCAL ADDRESS. THE RELATIVELY
'HIGHER RETURN ON MEX=DOLLARS COMPARED TO U.,S. OR EURO=
DOLLARS IS WHAT MAKES THEM ATTRACTIVE, ALSO, THE REAL
“INTEREST RATE ON DOLLARS IS POSITIVE WHEREAS THAT FOR -
'PESOS IS NOW NEGATIVE, WITH THE MARKET FIXING INTEREST
" 'RATES, THE GOM AND/OR BANKS MAY WISH TO DROP THE MEX=
 DOLLAR, THIS WOULD DEPEND ON LOAN DEMAND FOR THE TWO
~ 'CURRENCIES, PRESENTLY, THE CENTRAL BANK ABSORBS MOST
. OF THE MEX=<DOLLARS AND RELENDS THEM Tp
 .GOVERNMENT, NOW, COMPANIES BORROW DOLLARS ONLY WHEN
'PESOS ARE NOT AVAILABLE, THOUGH THIS COuULD CHANGE IF :
" 'REAL LENDING RATES FOR PESOS AS WELL AS DOLLARS WERE #
. "POSITIVE. -
. 'JOVA
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FROM: Ted Truman

Attached are the latest cables on the Mexican
economic situation.

Attachments: Mexico 15379
Mexico 15380

cc: Governor Wallich
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PLEASE RETURN TO
INTERNATIONAL INFORMATION CENTER

<) IMDYS FOR DISTRIBUTYON FOR 8, Uy F, C, P, ER, ARA, 8§/P
CTREASURY, NSC, FRB ONLY :

by 7/a5kT dal_
F. 9, 116528 GDA
L YARSE FFIN, MY
 SURJECT: MEXICAN ECONOMIC SITREP

(4, EXCHANGE SYSTEM. YHURSDAY DEC 2, PESD CLOSED AT
19,57 YO BUY DOLLARS VS, 21.m@ TN SELL, FRIDAY, DEC, 3,

. TT CLOSED AT 2¢,m@ AND 21,50 RESPECTYIVELY, TODAY,

CDEC, 6, IT CLOSEN AT 20,08 AND 21,73, MARKET APPEARS
CSTABLE AND RELATIVELY DEEP IN THAT TRANSACTINONS OF ONE MILLION
PO LARS OR SN DO NAT AFFECT MARKET PRICE,

"HOMEVER, TRANSACTIANS NF FIVE MILLYION OR

UMORE REPORTEDLY PO EXERT PRESSURE ON MARKET RATE.
ﬁ%nAHKFns CATEGDRICAL IN STAYING BANCO DE MEXICO NOT IN
%‘uhnxrr NOR TRYTNG YO INFLUFNCGE IT, BANOC DF MeXICu wiLL

| NOT RUY CASAS DE VALORES LONG DR SHORT POSITION AT END OF
DAY, FORCING BANKS TO ASS URE THEY FIN]ISH DAY AS CLOSE TD
?novqun POSITINN A% POSSYBLE, HMOWEVER RANCO NE CNDMERCIO

| HAS NOT SEEN ANY TRANSACTIONS FOR PURLTC ENTERPRISE AND
CRONCLUDE THAT BANCH DE MEXTCO 1§ HANDLING EXCHANGE NEENS
r%wow THEM. THFRF APPEARS TO BF NO INTER=3ANK OR INTFR=
CBARA TRADING DURING DAY BUT SOME MAY BE ARRANGED

5 ﬁhT END OF DAY YO COVER OPEN POSITIONS,

o OTHER ECONOMIE FRONTS. MEXICAN RANKERS REPURT THAT SINCE
1LOPEZ PORTYLLO'S IMAUGURAL SPEFCH DER. & THEY FIND

L RENEWEN CONFIDENCE AMODNG MAJNR CUSTOMERS AND BUSTINESS

AS PICKED UP, QM FRIDAY, LOPEZ PORTILLU, AND HTS

B8 R




Dvlmrtmeizi of State @E@

EOMNIDENTIAL

MEXICO 186379 Q707A4BZ

,hNEN T'REASURY_SFCPE?ARY, RUDQLFN MQETEZUMA INVITED OVER 17@
{RUSINESSMEN, BOTH MEXICAN AND FOREIGM, TN BREAKFAST,
HT8 MEETING WAS DELYBERATELY NOY PUBLICIZED ALTHOUGH
'PRFSS DID EVENTUALLY NOTE THAT IT HAD NCCURRED, WE
HEAR THAT MOCTEZUMA ASSURED BUSINESSMEN THEY HAD
NOTHING TO FEAR FRNM NEW GOVERNMENT WHICH WOULD FOLLNW
THE CONSTITUTION, JLP DID NOT SPFAK, HOKWEVER, REPURT=
(FDIY BUSINESSMEN LEFT HIGHLY IMPRESSED, WE HAVE ALSD
HEARD THAT FOR THRFE WEEKS PRIOR TN DEC, 1 MOCTEZUMA
HAN BEEN SEEING IMPORTANT BUSINESSMEN AND ASKING THEM -
. WHAT THEY WOULD NEED FROM THE NEW GOVERNMENT, HE MADF
A POINT OF CAREFULLY NOTING THEIR REPLIES BUT MADE NO
PRNMISES. '
VAR
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165237608 Wi PLEASE RETURK TQ

OREIGN'BANKERS REACTION TO JLF ImxuuukAr?bW“@Hﬂwﬂéiﬂﬂi

'SUMMAnvz AUR SAMPLING OF FOREIGN RANKFRKS ATTEMDING JLP

INAUGURATInN INDICATFS THEY FOIIND SPFRENH ENCOURARING, RyT apr

wAITING MNRE SPECTIFTC INDTCATIONS OF JLP PULLICLES LFFORF MaK [Ny

.QIICY DPCTSTUNS. MEDIUM=STZFD AND LARRER RANKS APPEAR TN R|

f I'LING ' TO MAINTAIN THFEIR EXPOSURE AT CURHENT LEVELS, RUT
MSEVEPAL RAMKFRS INDICATEN THFRE IS PRESS!KF FrROM SFNTQP

NAGEMENT*TO Ranure EXPOSHRF, END SLNMaARY,

LLARGE 'NUMBER NF FOREIGN BANKS ARE REPRLSENTFD AT THAUGYP -
ON CEREMONIES OF JLP, CONVERSATIONS GF FURASHY NFFICIALS
WA THOSE BANKERS INDICATE THAT BANYESS FRUND JL®'n IMADGLLL
DnREQQ UPREAT, AND ENCRURAGING, RUY WQULD HAVE ILIKED TM FANDw
yugt 'SPECIFICS OF NEW ADMINISTRATINN'S ECONIMIE PuLIf[FS,

N
DNFRTDAY PRESINEMT HOSTED AREAKFAST FOR VISITING HANKEDS,

§ HTLF SOME BANKERS HAD EXPRESSFD hMPF (47 MORE Do Tall 76k
'hE 'PROVIDEN ON ONE QR ROTH OF ThFSF nLrn»'ﬂn~, NONF WAS FOl 7
OMING, BANKFRS WERE LIMYTFD FOR MOST PaRT (N Tph«SenpMD
ONVERSATans WITH SFENTOR GOMOFFTYCYALS, PrOGLEME TN Agsar.,
TINGNEW, GOVERNMENT HAS MADF IT DIFFIGULT N SiF wel SEN1ik
; £PRIVATELY.

MISTIVING OFFICTIAL OF LARGE TFXAS BANKTIALD FIMAYT IHAT WX
“95N10R$NAN&GFMFNT WANTED -SAMF POSITIVE STUMNS AT GU¥ T8 ROV i

s'n-«-ra um,vu..m—....

" Dep.rtment of Staie Sl BGRA™

‘THURSDAY NIGRHT NEW FINAMCFE MINISTER MOUTEZUMA HOBTED DIFNFR &

5*’
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C-OMHE TR
O MEXICO 1538M 4rpl127

70 STARILIZE ECONOMY WITHIN THELE Mguins Gi Tit | o,
RENUCING THEIR EXPNSURF, HE ALSC EYPRESSFD CNRCERa akgng o
“PLASRIFICATIHV OF LOARS. TU NFXICAN PIBLLT SEC(OR EMTITjed ¢
Jiin0MPTROLLER '0F "THE CURRENCY, AND EYPPESSFD  OPTQIUN Tyt
POIITIC 'FAFTnRS SKOULDSBEATAKEN. INTU ACCOUNT BEFOKE shy £0.

EPRESENTATIVF NF LARGE NFW YNRY RAMK SAID THEY wf <F
AOﬂPTINb LOW PROFILE FNR TIME RETNA, LIT5 (NeMENTE Tud !

: SENIOR MANAGFMENT WAS CONSTDRERING KUY TrFy LOULL wrios
FIQ FxPoSURE ovER COURSE QF MEYXT YREAD,

‘JSFNIQD OFFLFIAL OF LARGE PENSYLVANIA AaNk EXPRESHFD w€40 -
InNQxAuouv TNAURURAL SPEEFRH AND EYPRESSFD SATTabe. 110

. ANKJS EXPHSURF WAS HEAVILY ORTENTATFL TrwarD PUBRLTL S‘('Ur
ANDTIMOSTLY A SHORT=TERM,

+%%@@}rmﬂ (i

. ANKERSETHAT TEND THh RE MNSY NPTIM(STIC ARE THuRg ATIH
;4FXPUSUQES’ I1.E, RANK (OF AMFRTICA AnDN CITIRANK, THOUGH [}
RIVATEUTHFY TND EXPRESS THETR CNNCERNS,

71
i

WONE' ITEM IN.JLP SPEFCH THAT GTD I“PRGESS BANKERS WAy n7s
TATEMENT, "WE WILL SUPPART COMPANTES WaTCH TN LOUD FAYTE ) o
,oncro TOTNCUR NERTS TN DNLLARS IN NRNER TO PPLVEM] wT&l o
p%Ts "AND 'PEPELETINN UF THEIP CAPITAL".

'-EﬁAijuus TO KNODW HOW NEW GRVFKMBFNT Wiil IMelzbot

i VQFH FINANGE MYNTSTER, MACTE7UMA CTL IS VIR{UALLY bigenmat
}TU BANKERS WHICH IS PROBABLY NFGATIVF FACTOR, AT LFaS{ n7 g
'MQ(‘TE'ZI]MA CAN PRAVF HIMSF|LF, RNOMFKRNO S5 U T G B R T I A [ R T R
FINANCTERA, "WAS KNNWN TO BANKERS, BUT NOT YERY wFLL A '

OFFICIAL§ HANDLED M(OST OF MAFIMSAS NeGuYAliuts 10
UMMFRCIAL BANKERS, WE HAVE NOT MEARM ANY REMADRS ApruT ~ol
WTN PART RECAUSFIHIS POSITINN WNULD NOYT wFCESSARLILY PUY T
gIQECTG CONTACT wITH FORFIGN BANKERS,
J»‘ "~

[T

hwapITISH BANKER FXPRFSSEN CONCFRM agnuT REACTION WF U, %, :
RANKS“TQ MFXICN'S SITUATTUN, HF S5ATD THAT Hk ﬁFLJLVL' L e
gQIFFrLULTpvaxon WOIILD LAST SEVFRAL YEARS, RUT TAAT Tii
ION&FR,TFRM AUTLOOK WAS STILL THF REST aMOMG BEVELOPING -7 )
(RANKS TRY TO PULL OUT, HF Siju, Tnfs wWhLLy BN
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December 17, 1976

0] Chairman Burns

FROM: Ted Truman

Attached is the latest cable on the Mexican economic
situation.

Attachment: Mexico 15724

cc: Governor Wallich
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dat 7/25/07 i TS

E.0: 116062¢ GODS

TAGS: EFIN MX

SUBJECT: FORMER BANK OF MEXICOU DIRECTOR GENERAL'S VIEW oW

ECONOMIC QUTLOOR

1. 1 SAW FORMER BANK OF MEXICU DTRECTOR GENERAL ERNESTO
FERNANDEZ=HURTADO AT SOCIAL EVENT RECENTLY, HE TOLD ME
THAT THE BANK OF MEXICO IS INFLUENCING THE RATES IN THE
EXCHANGE MARKET AND DOES ENGAGE [ FORFIGN EXCHANGE TRANS
CACTIONS FROM TIME TQ TIME,

2. HE ALSO SAID THAT IN NOVEMBER AND DECEMBER CAPITAL
REFLOWS WERE NOT UNUSUAL AS BUSINESSES NEEDED MONEY TQ PAy
ACCOUNT FOR THE APPARENT STRENGTH OF THE PESO AT THE
MOMENT, HE SALD THAT THE NEXT SIX MOUNTHS WERE LIKelLY 710

BE VERY DIFFYCULT FOR THE PESO AS THE NEW GOVERNMENT AND
FXCHANGE SYSTEM IS BEING TESTED, v

JOVA
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WASHINGTON D C

ATINe =R ARTHUR BURNS
' CHAIRMAN

FLZASE BE ADVISED THAT THE BANK OF MEXICO HAS ISSUED FOLLOWING
TELEX TO THE MEXICAN BANKING INSTITUT IONS.

''A PARTIR DEL 2¢ DE LOS CORRIENTES QUEDA SIN EFECTO LO
DISPUESTO EN NUESTRO TELEX-CIRCULAR DEL 21 DE NOVIENMBRE
ULTIMO« CONSECUENTEMENTE, LAS INSTITUCIONES DE CREDITO
FODRAN COMFRAR Y VENDER MONZDA EXTRANJERA Y ORO AMONZDADO
EN LOS TERMINOS DE LA LEY BANCARIA. AL EFECTUAR LAS
OPERACIONES REFERIDAS SE AJUSTARAN A LO ESTABLECIDO EN
NUESTRA CIRCULAR 1740/72, DETERMINANDO SUS TIPOS DE VENTA
Y DE COMPRA L IBRENENTE .

LOS BANCOS DE DEFOSITO QUE ESTIMEN NECESARIO TOMAR POSI-
CIONES MAS AMPLIAS QUE LAS PERMITIDAS EN NUESTRA CITADA
CIRCULAR 1746/72, PRESENTARAN SUS SOLICITUDZS AL RESPEZCTO
A ESTE BANCO CENTRAL EL CUAL LAS RESOLVEZRA CON VISTA AL
VOLUMEN Y CAPACIDAD DE OFERACION DE LAS SOLICITANTES.'®

SZCURITIES HOUSES CONT INUE AUTHORIZED TO OFERATE IN
FORTIGN ZHCHANGE . i 5
IN ADDITION, AND ON A STRICTLY CONFIDENT IAL BASIS, PLEASE

BE ADVISED THAT BANK OF MEXICO MAY INTERVENE IN THE FOREIGN
EXCHANGE MARKET TO PREVENT ERRATIC FLUCTUAT IONS IN THE EXCHANGE
RATE OF THE MEXICAN PESO TO THEZ DOLLAR.  REGARDS,

BANXICO
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TRANSLATION OF TWO PARAGRAPHS
IN SPANISH
FROM TELEGRAM RECEIVED FROM
BANK OF MEXICO

Beginning on December 20, the provisions of our telex-
circular of last November 21 are repealed. Consequently, the
credit institutions may buy and sell foreign currencies and gold
coins as provided by the banking law. In condu;ting these opera-
tions, they will comply with the provisions of our circular 1740/72,
determining their selling and buying rates freely.

The deposit banks which deem it necessary to take wider
positions than those permitted in our circular 1740/72, mentioned
above, shall present applications for this purpose to this central
bank which will pass on them on the basis of the volume and capacity

of operation of the applicants.

i
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BOARD OF GOVERNORS OF THEMFEDERAL RESERVE SYSTEM

December 20, 1976

To: Chairman Burns
From: George B. Henry 4 )
I
Attached are t latest cables on the

Mexican economic situation.
Attachments: Mexico 15754

Mexico 15769

Mexico 15770

cc: Governor Wallich

¢4 ~amnonent
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 ACTION ARA=10
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“ 4L LIMITED OFFICIAL USE MEXICO

b Please retyrp to

pe Internati .
15754 0l Information. Gopg,

L E,D. 116523 N/A
 TAGS: EGEN MX
| SUBJECT: PUBLIC=PRIVATE SECTOR AGREEMENTS

. REF: MEXICO 15646

0 1, FOLLOWING COMMENTS ON PUBLIC=PRIVATF SECTOR AGKEEMENTS
. CAME FROM AMBASSADOR'S DECEMBER §3 MEETING WITH U,S, BUSI-
. NESSMEN, U.S, BUSINESSMEN VIEW AGREEMENTS NUT AS BINDING, ByT
. RATHER AS A "LETTER OF INTENT", ONE BUSINESSMAN SAID HIS WAS
. THE ONLY FOREIGN COMPANY IN HIS INDUSTRIAL GROUP (FATS AND
~ OILS) AND HE WAS UNDER CONSIDERABLE PRES3SURE TO SIGw,

2, IT IS WHOT CLEAR IF THE PROPOSED INVFSTMFENT OVER THE Slx=
YEAR PERIOD WOULD BE ADDITIONAL, AUTCMOBRILE REPRESENTATIVES
~ SAID THIS WAS NOT NECESSARILY THE CASE FOR THEIR COMPANIES
WHOSE TNVESTMENTS WOULD DEPEND ON THEIR OWN ASSESSHMENT UF THE
ECONOMIC SITUATION, TIME FRAME FOrR PRQOPOSED NEW INVESTMENT
“APPEARS TO VARY FROM GROUP TO GROUP, IN SOME CASES BFING A
TWO=YEAR PERIOD AND IN UTHER CASES LUNGER, THE BUSINFSSMAN
SAID "SHORT=TERM" LABLE APPLIED TO AGRFEMENTS WOULD BE
LONGER THAN GUM INTENDS AND SHORTER THAN INDUSTRY HOPES FQR,

3. SOME GOM«OWNED ENTERPRISES PARTICIPATED IN THE NEGOTIA
TIONS, APPARENTLY THE FIRST AGREEMENT SIGNED WAS FOR PETRQ=
CHEMICALS AND INVOLVED ONLY PEMEX,

S

' 4, THE ELEVENTH AGREEMENT WAS TO HAVE BEEN BETWEEN THE JLP

6o LIMITED GFFICIAL USE
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PAGE @2 MEXICO 15754 1522452
| TEAM AND THE BASIC CONSUMER DURABLES INDUSTRY, THIS WAS NOT
~ SIGNED FOR REASONS WHICH OUR BUSINESS CONTACTS WERE NOT

' CERTAIN, BUT BELIEVED DUE TO THE LARGE NUMBER AND VARIETY OF
FIRMS INVOLVED.

5, THE BUSINESSMEN ARE NOT CLEAR WHAT APPROACH JLP wILL TAKE

Y0 PRICE CONTROLS, BUT SOME SUSPECTED THAT HE MAY TRY TU CUT
BACK ON THE NUMBER OF ITEMS THA| ARE PRICE=CONTROLLED, LIMITING
”‘THEQE TO BASIC CUNSUMER 500DS AND SUME CONSUMER DURABLES. SOME
. WORRY WAS EXPRESSED THAT PRICE CONTROLS WQULD BE APPLIED TO
*DNE "BASIC MODEL" WITH FIRMS EXPECTED TO MAKE UP LOSSES IN

SALES OF OTHER MODELS, (CHARACTERIZED AS THE "VENEZUELAN SOL=
UTION").

¥5 WE VIEW THE AGREEMENTS AS A PUSLIC RELATIONS MEASURE MORE
" THAN AN ELABORATE ATTEMPT AT SECTORAL PLANNING, THEY HAVE

" ALREADY BEEN A PUBLIC RELATIONS SUCCESS BUT ONLY TIME CAN
JUDGE THEIR USEFULNESS A3 PLANNING TUOLS.

7. PARTICIPANTS IN THE DISCUSSIUNS SAID THAT NEWSPAFER SUM=
MARIES WERE ACCURATE. THE OVERALL COUVERING AGREEMENT IS AvAIL=
ABLE, BUT INDIVIDUAL SECTOR AGREEMENTS ARE MORE CLOSELY HELD.
BUSINESSMEN GENERALLY WERE ENCOURAGELD By PREAMBLE LANGUAGE
REAFFIRMING RIGHTS OF PRIVATE PROPERTY, RULE OF LAW AND
; DESIRABILITY UF REASONABLE PROFITS. ALL PARTICIPANTS wERE
‘%ﬁﬁIMPRESSED BY CONCISE, PUNCTUAL AND EFFICIENT NATUKE OF SIGNING
'~ CEREMONY OF OVERALL AGREEMENT,

““THOMPSON

LIMITED OFFLCIAL USE
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! Vo Please return 10
_LIMITED OFFICIAL USE MEXICO 15769 (iternational Information Cenley
E.0. 11652t N/A \\\\‘w_

L TAGS: EFIN, MX
. SUBJECT: MEXICAN BANKER'S VIEWS ON GFERATION OF FUREIGN
. EXCHANGE MARKET

- BANCO DE COMERCIO OFFICER, WHD CVERSEES THE BANK'S FOREIGN
- EXCHANGE OPERATION, TOLD EMBASSY OFFICFRS TODAY THAT HIS
BANK, THROUGH ITS ASSOCIATED CASA Dt VALORES WAS BUYING MQRE
“DOLLARS THAN IT WAS SELLING, BANK WAS PRESENTLY LONG CN
. DOLLARS, HENCE VALUE OF PESU wAS APPRECIATING, HE SAW LITTLE
CHANGE IN THIS TENDENCY QVER NEXT SEVERAL WEEKS AT LEAST. HE
. SAID BANCOU DE COMERCIC SETS ITS OWN RATE ALTHOUGH IT pID
~ CONSULT WITH OTHER MAJOR FOREIGN EXCHANGE TRADERS, ESPECIALLY
. BANCO NACIONAL DE MEXICO, NEVERTHELESS DEPENDING ON THEIR
- DOLLAR POSITIONS BOTH BANKS FREQUENTLY HAD SLIGHTLY DIFFERENT
. RATES, HE DID NOT BELIEVE THE BANCO DE MEXICO WAS IN THE
. FOREIGN EXCHANGE MARKET, AT LEAST NOTICEABLY., HE ALSO
o STATED THAT RECENTLY ATTEMPTS BY A PUBLIC COUMPANY TU SELL
10 MILLION DOLLAKS HAD BEEN REFUSED BY HIS BANK BECAUSE IT
WAS ALREADY TOO LONG IN DOLLARS AND DID NQT WANT TO PUT
PREFSSURE QN THE RATE. HE DID NOT KNUW HOWEVER WHAT THE FIRM
EVENTUALLY DJID. HE ALSO INDICATED THAT A FORWARD MARKET WQULD
. HAVE Tn DEVELOP SQON BUT SURPRISINGLY CQUPLED TRIS WITH
~ . COMMENT ON NECESSITY TO FIX EXCHANGE RATE AFTER A FEW MONTHS,
©° HE BELIEVED THE BANCO DE MEXICO WAS ANXIOUS TO SEE A FORE=
. WARD MARKET ESTABLISHED, HE.HAD HEARD OF OUNE TEN THOUSAND
~ DOLLAR FORWARD OPERATION THAT WAS REPORTED IN TODAY'S PRESS

[
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_‘BUT DID NOT KNOW 'WHAT CASA DE VALORES WAS INVOLVED. FINALLY,

. HE INDICATED THAT 'THE BANCO DE MEXICO WAS NOT WATCHING THE
MARKET AS (CLOSELY AS IT HAD BEEN IN THE FIRST SEVERAL WEEKS,
THOMPSON

LIMITED OFFICIAL USE
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; SUMMARY 1977 PUBLIC SECTOR BUDGET CALLS FOR 38,9 PERCENT
INCREASE IN SPENDING TO 616,3 BILLION PESUS, THIS $SAID TQ

E A SLIGHT INCREASE IN REAL TERMS. NET NEW FINANCING
EQUIRFMENT IS 126,8 BILLION PESOS. END SUMMARY,

; SECRETARIES OF PRESIDENCY ANGTKEASURY PRESENTED 1977
“PUBLIC SECTOR BUDGETIN PRESS CONFERENCE AT NOUN, DECEMBER 15,
THIS IS A PRELIMARY REPORT,

i3, TOTAL BUDGETED SPENDING FOR 1977 I3 616.9 BILLION
NLPESOS, UP-38,9 PERCENT FRUM 1976 LEVEL. THIS IS SAID TO
i QBE A SLIGHT INCR@ASE IN REAL SPENDING, WE PRESUME, BUT

»mgPERCENTg CURRENT SPENDING IS UP 31,5 PERCFNT TU 374,3

FUMBILLION PESOS. CAPITAL SPENDING UP 46,8 PEKRCENT, TO

*y147 8 BILLION PESQS,

Uit

% SFCTURAL BREAKDOWN IN PERCENT IS AS FOLLOUWS:
GRICULTUPE, 16.8; INDUSTRIAL, 33,3; sOCIaL DEVELOPMENT
1.8, TRANSPORTATION AND COMMbNICATIUNS, 7.3, TUURISM
«4; ADMINISTRATION 20.4, THE BIGGEST INCREASES ARE

F.OR INDUSTRIAL DEVELUPMENT ANO ADMINISTRATION; THE

tXCHANrF RATE OF

=3
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K .

{BURDEN,

s ""f." ;

%64 THE PROPOSED INCOME LAw DOES NOT SEEM TO INCLUDE
#ANY MAJOR TAX CHANGES, THOUGH SEPARATEL L EGISLATION
4218 SAID TO BE FORTHCOMING, PERHAPS BY WEEKEND, PRESS
4TOLD THERE WOULD NOT BE ANY MAJOR TAX CHANGES, EXCEPT

0

§H:FOR ADJUSTMENT OF INCOME TAX RATES.,

Wli B+ TOTAL REVENUUES ARE PRUJECTED AT 677.4 BILLIUN PESOS.

B
0y

: .vx?’
4(NOTE THAT 61,1 BILLION PESUS OF THESE ARE CONSIDERED

. OFFSETTING OPERATIONS AND NOT INCLUDED IN EXPENDITUKE
FIGURE,.,) ‘MAJOR SOURCES GF INCOME ARE A§ FOLLOWS:

INCOME TAX 7646 BILLION PESOS; TAXES UN PRODUCTLON AND
COMMERCE 42.9 BILLION PES0OS; SALES TAX 40,6 BILLION;
IMPORT TAXES 17,3 BILLION PESOS; EXPORT TAXES, 13.1
BILLION PESOS; SOCIAL SECURITY TAXES, 37.0 BILLION FESOS:
V\REVENUES OF DECENTRALIZED AGENCIES AN GOM=UWNED

WIENTERPRISES 205 BILLION PESOS, FEDERAL GOVERNMENT

%

AU BORROWING IS TO YIELD 135,4 BILLION PESQS AND OTHER
#ii PUBLIC SECTOR BORROWING 85,6 BILLION PESOS, THIS TUTAL

fe PUBLIC SECTOR GRUSS BORRPDWING OF 221 BTLLION IS
ﬁ%REDUCED TO THE NET NEwW FININCING REQUU[REMENT UF
W

9027126.8 BILLION BY DEDUCTING AMURTIZATION PAYMENTS

et ﬁ

4 COMMITTED IN 1977, BUT EXPENDED IN 1978, THFEKE AKE
IR TWO PUBLIC DEBT AMORTIZATION FIGUKES. ONE IS 74.7

ﬁ%%gg;‘74,7 BILLION PESQS AND 19.6 BILL1UN PESOS FOR FUNDS

‘ﬂ{ﬁﬂlLLIDN AND ANOTHER IS 94,3 BILLICN, SHUULU THE LATTER
'“%%FIGURE BE ACCURATE, THEN THE NET NEs FINANCING REQUIRE=

I MENT WOULD ‘BE 20 BILLION LESS,

{ll7, THERE WERE NO TABLES FOR 1976 IN THE BUDGET

{EHE DOCUMENT, MAKING YEAR TU YEAR COUMPARISONS DIFFTCULT,

UNCLASSIFLED
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BOARD OF GOVERNDORS OF THE FEDERAL RESERVE SYSTEM

To: Chairman Burns

From: George B. Hgn

December 21, 1976

Attached are the latest cables on the

Mexican economic situation.

Attachments: Mexico 15646
Mexico 15908
Mexico 15938
Mexico 15939

cc: Governor Wallich
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LIMITED OFFICIAL USE MEXICD 15646

200, 116523 N/A —
TAGS: EGEN, MX
SUBJECT: PUBLIC=PRIVATE SECTOR AGREEMENTS !

le SUMMARYS LOUPEZ=PURTILLO PRESIDED OVER MEETING UF GUVERNMENT
\ND PRIVATE SECTOR LEADERS ON DEC 1¥, TO FOKMALIZEL AGREEMENTS
JETWEEN GUVERNMENT AND 147 BUSINESSES TU oOUST 'OUTPUT &ND
“MPLOYMENT UVER THE NEXT SIX YEARS, AGRLEMENTS WEKE TOGUTED &S
ART OF JLP'!S ALLIANCE FOR PRODUCTIUN AND KEPRESENT INFURMAL
SECTOR PLANNING, WITH MURE PRUOMISED, MORE IMPUKRTANTLY, THEY
'EPRESENT A MARKED CHANGE FUR THE BETTER IN PUBLIC=PRIVATE
)tCTOR RELATIUNS, END SUMMAKY,

e LOPEZ=PORTILLO PKRESIDED OVER MEETING UF PURLIC AND PRIVATE
'ECTOR LEADERS UN DEC 1@, TU FORMALLZE THE AGREEMENTS BETWEEN
{IS ADMINISTRATION ANU TEN INDUSTRIAL GRUUPS INCLUDING 140
USINESSES. ThE AbRtEMtNTS PRUVIDE FOR SPECIFIC ACTIONS BY ‘;-?jq‘\
UTH THE GOVERNMENT AND THE PRIVATE SECTUR. THE AGREEMENTS iy 0y
‘ERE NEGOTIATED PRIUR TO DEC 1, BY THt LUPEZ=PORTILLO TEAM [~ =
ND CALL FUR THE INVESTMENT OVEK SIX YEARS OF 1v@ oILLION G Ny
‘UGUST 1976 PESOS AND THE CKEATION OF 304,208 JOBS. R ¥/
LIMITED GFFICIAL USE S—
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+ INDUSTRIES COVERED BY THE TEN AGREEMENTS ANNQUNCED DEC 1u,
RE PETROCHEMICALS, CAPITAL GOODS, IN=BUND ASSEMBLY PLANTS,
VURISM, VEGETABLE UILS, CEMENT, MINING, AUTOPARTS ANL AUTO
SSEMBLY PLANTS, THE AGREEMENTS ARE NOT BINDING, THOUGH THE
UM SEEMS TD BE PUBLILIZING THEM AS SuCn, AS AN EXAMPLE, THE
UTOPARTS AGREEMENT (A) CALLS FUR THE GOVERNMENT TO ENSURE
LCESS TO IMPORTS, (B) REQUIRES A STUDY UF TAX INCENTIVES,

ND (C) CUNTEMPLATES A RATIONALIZATION UF THE PrRICE CONTROL
tCHANISM,

y» FOREIGN BUSINESSMEN wWHO PAKTICIPATED IN THE DISCUSSIOUNS
tll US THEY FOUND THE LOPEZ=~PORTILLO TtAM UPEN ANUD SYMPA=-
HETIC YO THEIR PROSLEMS, ONE FAIRLY COMMUN COMPLAINT BY
USINESSMEN CONCERNED THE PRICE CONTROL SYSTEM wHICH THEY
AINTAIN HURTS PRUFITS AND THEREBY MINDERS INVESTHMENT, THE
LREEMENTS APPEAR TO CALL FUR A REVIEw OF THIS SYSTEM AND
UPEZ=PORTILLU IN H1S SPEECH SAID THAT MEXICO wOULD SOON HAVE
U ABANDON THIS ‘POLICY OF "ECONOMIC=FIC[ION"™ AND FACE Ne
RICE INCKREASES, " g

+» LOPEZ=PORTILLO SAID THE AGREEMENTS CUNFIRMED ON DEC 10,

ERE ONLY ThE BEGINNING AND TrAT SHURTLY A SECTUR PLAN FOR
GRICULTURE, FOKESTS AND FISHING wOUuLD BE ANNDUNCED, HE ALSO
AID A "GLOcAL" PLAN FOR THE PUBLIC SECTUR BROKEN DOWN BY
>ECTORS, WOULD ®E ANNUUNCED IN JANUARY 1977, THE PRESIDENT
'ICKED UP A ThHEME FKOM HIS DEC 1 SPEECH AND SAID [HAT THE
UST=WORLD WAK II ECONOMIC POLICIES HAD TERMINATED. HE CALLED
'ME PRIVATE SECTOR A FARTNER IN ATTAINING A NEW BASIC OBJECTIVE
HICH HE DESCRIBED AS GUARANTEEING A MINIMUM LEVEL UF SULSIS=-
ENCE FOR TRE PUPULAR CLASSES,

s LOPEZ=PORTILLO'S SFPEECH wAS CONCILIATURY AND FRIENDLY, L FORAN
'UITE THE COUNTRARY UF ECHEVERRIA wHO TENDED TO TREAT MANAGE= /7 <\
'ENT AS SELF=SEEKING WITH NO INTEREST IN PUKSUING COURSES OF | 2
\LTION THAT wWOULD BENEFIT THE ENTIRE PUPULATION, NEEDLESS 5 >
© LIMITED UFFICIAL USE - \ >
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TU SAY, THE BUSINESS COMMUNITY WELCOMED THE CHANGE OF TONE,

7. THE NEXT HURDLE FOR THE NEW ADMINISTRATION wWILL BE THE
1977 BUDGET THAT IS TU BE RELEASED THIS WEEK, PROSABLY BY
WEDONESDAY, 1F THE TARGETS IN THE IMF FRUGKAM ARE TO BE
ATTAINED, THE BUDGET WILL HAVE TO INCLUUE MEASURES TO
INCREASE KEVENUE SUBSTANTIALLY. TG THE VEGREE THAT THESE
IMPACT ON BUSINESS, THE HONEYMOUN JLP 15 NOW ENJOYING WITH
BUSINESS MAY BE AFFECTED, THOUGH NOT NECESSARILY tNUED, TnE
BUSINESS COMMUNITY 1S NOT PREPARED FOR AUSTERITY, BUT RATREK
IS ANTICIPATING A NEW ERA OF GRUWTH AND, THEY HOPE, PkOS=-
PERITY, AS IS IMPLIED IN THE NEw AGREEMcNTS, THE IUEA FOR
WHICH AND MUCH OF TRE NEGOTIATIUNS PRECEED THE DEVALUATION,

8, THIS SUBJECT WILL BE DISCUSSED AT Tht AMBASSADOR'S MrETING
W1TH U,S, BUSINESSMEN UN AFTERNOUON UF UcC 13, Wk wILL REPOURT
THEIR REALTION AND UPLNIONS AFTER THIS MeeTING, FOREIGN §
BUSINESSES HAVE PARTICIPATED IN THE NcGUTIATIONS AND wERE
REPRESENTED AT THE DEC 19 CEREMONY,

JUVA 3 ' %
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ACTION ARA=1D

INEG OCTwf] 1ISUel@ SP=p2 USIA=P6 AIDw2S EB=07 NSC=p5
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FRB=23 INRep? NSAE=Q0 xXMbB=p2 QPIC=23 LAB=724 S]IL=-01
AGREw=EE /678 W

0 051558 /11

kK 180008Z( DEC 76

Fv AMEMBASSY—MEXICO

YO SECSTATE WASHDC 927¢@

INFOU DEPT GF TREASURY WASHDC

3 oranen rolurn 10

YRS ; tet

LIMITED OFFJCIAL USE MEXICO /\ssus mwmme\mmmﬂmnCm

E.0c 11652¢ N/A
TAGRSE: EFIN MX
SURJECT: 1977 PUBLIC SECTOR EXPENDITURES

REF: A) MEXICC 1577@, B) MEXYICO 15826,

1, SUMMARY: WE wERE SURPRISED BY THE S£1zE OF THE FROPOSED

PUBLTIC SECTOR SPENDING IN 1877, IN PARTICULAR SPENDING ON

SOCIAL DEVELOPMENT, GOM DENIES BUDLGEY wilLlL HAVE INDLATIONARY
IMPACT, AND EMPHASIZES NEED TO INCREASE PROUDUCTION, END SUMMARY.

2, WE WAVE NCT HEARD ANYBODY CALL THE 1077 BUDGET AUSTERE
THOUGH THE GOVERNMENT IS SAYING THAT IT MILL NOYT BE INFLAw
TIONARY, AND THAT IT I8 GEARED AT INCREASING CUTPUT, THIS WAS
THE POINTY OF VIEW EXPRESSEDR FY SECRETARY (OF PRESIDENCY, CARLOS
TELLD, AT THE PRESS CONFERENCE wHEN THE BUDGET wAS ANNOUNCED.
HE APPEARS TO BE LIVING UP 10 HIS REPUTATION AS A SPENDER

(SEE PARA 4, MEXICO 15226),

3. BUDGEY MESSAGE STATES THAT 31.5 PERCENY IMCREASE IN

CURRENT SPENPINu IS LIMITED TO WHAT IS INDISPENSAELE TO
CONTINUE CQPERATING THE ADMINISTRATIUN, WHEREAS THE 46,8 PER=

LIMITED OFFICIAL USE
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CENT IN CAPITAL SPENDING IS8 AIMED AT INCREASING EMPLOYMENT
AND CREATING THE BASIS (PRESUMABLY INFRA~STRUCTURE) FCR FURw=
THER DEVELOPMENT, THEREBY CONTRIBUTING TO THE "ALLIANCE FQR
PRODUCTION®", INCREASED PRODUCTIOM OF GOODS AND SCCIAL
SERVICES FCR THE POPULAR CLASSES, AND INCREASED EMPLOYMENT
SEFM TO BE THE CVERRIDING OBJSCTIVES OF THE BUDGET,

4, SPENDING NN AGRICULTURE IS SAIL 70 CONTINUE AT ROUGHLY
THE SAME LEVEL IN REAL TERMS A3 _AS8T YEAR, BUT THAT RURAL
DEVELQGPMENT PRCGRAM (PIDER) EXFENDITURES WILL BE UP 66 PERe
CENT OVER 1976 AUTHQRIZED LEVELS, (THIS PROGRAM IS FINANCED
IN PART AT LEAST BY IBRD AND IDE LOANS), BUDGET PRESENTA=-
TINN ALSO ODUTLINES PROSPECTIVE IMPORTS AND EXPORTS OF MAJOR
COMMODITIES BY CONASUPO; GOM=OWNED FCLD DISTRIBUTION AGENCY,
AGATT RBRELIEVES IMPORT REQUIKEMENTS MAY RE UNDERSTATED AND
EXPORTS OVERSTATE[L, THEY SHOXN EXPCRTS OF 15u,0m¢ TONS OF
WHFAT WHEN THEY WILL PRUBABLY AAVE TO IMPCRY WHEAT., THIS IS
ONE OF FEW INSTANCES WHERE EMZASSEY HAS EXPERTISE TO LOOK AT
DETAILFD FIGURES AND WHERE SUCH INFORMATION IS AVAILABLE.
OUR CONCLUSION IS NOT ENCOURAGING 49 KEGARDS THE LIKELIROGD
OF THE GOM BEING ABLE TO IMPLEMENT ITS PLANS,

5. IN THE INDUSTRIAL SECTOR, A %6 FERCENT INCREASE IN INVEST=
MENTS IN ENERGY IS PROGRAMMED WITH THE STATED INTENTION OF
MAINTAINING EQUILIBRIUM BETAEEN EXPLORATION, EXPLGITATION AND
REFINING OF HYDROCARBONS, INVESTMENT IN PROCUCTION OF FERTI-
LIZERS AND PETROCHEMICALS I3 TO INCREASE 1580 FERCENT, IN
MINING 125 PERCENT AND IN WOZ0Q AND PAPER 230 PERCENT, INVEST=
MENTS TN STEEL WILL BE ADEGUATE TO FINISH EXPANSION PROGRAMS
UNDERWAY AND TO MAKE THEM VIABLE, ALTERNATIVE MEANS OF INCREAS=
ING PRODUCTION ARE UNDER CONSIDERATION, NC SPECIFIC MENTIQN
IS MADE OF PURSUING THE SECOND STAGE OF LAS TRUCHAS STEEL
WORKS,

6. WE WERE SURPRISED BY THE LARGE INCREASE IN SCCIAL DEVELOP=
MENT EXPENDITURES AS THLSE wERE NOT MENTIONED AS AN INVEST-

MITED OFEIQIAL USE
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MENT PRIORITY InN THE DEC 1 SPEECH, MCRE SCHOOL FACILITIES AT
ALL LEVELS WILL BE CONSTRUCTED, MCORE MEDICAL FACILITIES WILL
BE CONSTRuUCTED, MORE PECPLE WILL BE COVERED BY SOCIAL SECURITY
PROGRAMS, AND ADCITIONAL POTABLE wATER FACILITIES WILL BE
CONSTRUCTED,

7. THE PROPOSED INCREASE IN EXPENDITURES FOR TRANSPCRTATIQN
AND COMMUNICATIGNS IS THE SMALLEST AMGNG THE SIX BASIC SECTORS,
THE BUNRGET MESSAGE PROMISES SPENCING ON BOTH NEW FACILITIES

AND ADEQUATE FUNDS 7C MAINTAIN EXISTING FACILITIES.

B, THE INCREASE IN SPENGING UN TOURISM I8 NOT GREAT IN ABSO-
LUTE TERMS AND IS T0 BE EXPECTED IN LIGKT CF ITS IMPORTANCE
AS A FOREIGN EXUHANGE EARNE®. EXISTING PROJECTS ARE TO BE
CONTINUED AND A NEW PROJECY BEGUN IN BAJA CALIFORNIA,

6, THE INCREASE IN ADMINISTRATIONM EXPENDITURES IS BLAMED CON

THE HIGHER CCST OF SERVICING THE FEDERAL GOVERNMENT'S DEBTY,

THIS I8 TO BE 8¢<8 BILLION PESCS IM 1977. WE DO NOT YET HAVE
A COMPAKABLE FIGURE FOR 1976,

19, THE BUDGFY MESSAGE CONTAINE NUMERQUS REFERENCES TO RE=
ORGANIZATION OF GOVERNMENT 2GENCYES AND, PRESUMABLY, BETTER
CONTROL OVER PUBLIC SECTOR EXPENDITURES, THIS IS REASSURING,
BUT WE wOULD STILL VIEW THE JLP ADMINISTRATION'S CAPACITY

YO CONTROUL SPENDING AITH A SGMEWHAT JAUNDICED EYE, IT IS
LIKELY, HOWEVER, THAT THE SLIPPAGE CUULD COME MORE ON THE
REVENUE SIDE THAN THE EXPENDITURE SIDE, FOR EXAMPLE, THE
REVENUE FIGURES IN THE 1876 EUDGET IN PARAGRAPH FCUR OF REF
B) MAY mAVE BEEN OPTIMISTIC, USING THE SAME RATIO FOR THE
PERIOD JANUARY=-SEPTEMBER TC YEAK 1975, wE WGULD PROJECT 1676
FEDERAL GOVERNMENT REVENUES AT ABUUT 135 SILLION FESOS RATHER
THAN THE 163 BILLION PESC FIGURE USECD YN THE 1976 BUDGET PRE=~
SENTATION, IF OUR 1676 ESTINMATE IS ACCURATE, THE GOM IS8
COMTEMPLATING A Bg,8 PERCENT INCREASE IN ROVERNMENT REVENUES,
THIS wOULD BE A SUBSTANTIAL INCKREASE IN Feal TERMS AND VERY

LIMITEC OFFICTIAL USE
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DIFFICULY 1O ACHIEVE EVEN IN & RAFPIDLY GROWING ECOGNUMY, NEW
REVENUE MEASURES ARE EBELNG ANNOUNCED AND WE SHALL REPORT MORE
ON THESE AND THE POSSIBILITY UF FLINANCING A 221 BILLION PESO
GEFICIT LATER,

11, GOGM DCES NOT 18SUE AN GFFLICIAL ECONMOMIC FURECAST, THE
BUDGET 18 VIRTUALLY THE ONLY PUBLIC STATEMENT THAT GIVES ANY
INDICATION OF WHAT MIGHT RAPPEN TC THE ECONCGMY IN THE FORTHe
COMING YEAR, AND IN THIS CONNECTTON, THERE IS ONLY ONE FIGURE,
THE FRICE DEFLATOR, AND THAT IS NOT EXPLICIT. THE BUSINESSMEN
AND BANKERS THAT WE TALK TC 00 NOY ANTICIPATE PRICE INCREASES
CF 32 YU 35 PERCENT AND THE GOVERNMENT'S LABELING THE

BUDGFT AS ANTI=INFLATIONARY CAN ONLY RFINFORCE THIS VIEW,
FURTHER, THESE PECFLE DU NOY NECESSARILY ANTICIPATE THE IMPACT
£ RATE COF INFLATION THIS RYGH COULC HAVE ON THE EXCHANGE RATE,
ONE MONEYBROKER WROTE HIS U, S, CLIENTS THAT HE BELTEVED THE
ZG:) EXCHANGE RATE COULD BE MAINTAINED THROUGHOUT THE JLP
AOMINISTRATION, WE CANNOT HELP BUT BELIEVE THERE WILL BE SOME
SURFRISED AND DISAPPCINTED MEXICANS WHEN THEY REALIZE THAT

YHE POSTCDEVALUATION INFLATION HAS nNOT YET ABATED. THEY CouLD
REACT BY MOVING FUNDS INTO DOLLARS IN LARGE AMOUNTS ONCE

MORE ,

JOUVA
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Please return to ¢
UNCLAS MEXTICO( 15938 AmammmlmmmdM\W““
w0 E.0. 116323 N/A
% TAGS: EFIN MX
B SURJ: NEW PUBLIC DEBT LAW
1, SUMMARY. ON DECEMBER 17, TREASURY SECRETARY ANnNOUNCED A
PROPOSED GENERAL LAW ON THF PUBLTIC DEWT THAT #JLL SIRENGTHEN
TREASURY !S CONTRUL QVER PunLIC oFCTUR RAJRRONING, ESTIMATED
PUBLIC SECTOR EXTERNAL DEBT FOR EnDe1676 IS 2¢ BILLION.
. END SUMMARY,
ij 2. PROPUSED GENERAL LAW ON THE Puglil Dgui DEFINES pUBLIC
R e DERT AS BEING FINANCIAL LIABILITIES UF FEDERAL GOVERNMENT,
*H FEDERAL DISTRICT, DECENTRALIZED ORGANISHMES, LOMPAMNIES IN
AL WHICH TnE GOVERNMENT IS A MAJURITY SrAREACLUFR, NATIOWAL

CREUIT INSTITUTIONS AND GUVERAHenT YRUSTS, ALl FURELIGN

e AND DOMESTIC BORROWING B8Y THESE ExTLILES nldT HaVE PRIOR

R APPROVAL OF THE TREASURY AND TO OvTaln TH1IS APPRUVAL, THE

i ENTITIFS nUsT PROVIDE AFPROPRIAT® Fluanclial PLANS T T
YREASURY. THERE MUST ALSO BE SOME EVIOENCE THaT ThEY CAN JEPAY
ThE QERTS,

%, 3. THE LU?JPﬁbS MyST APHROVYE THz UVehaALy y¥0oOLuwmE OF
3 PP,
2 ¥ ke, '$
M o= -
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e
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FINANCING AND INFORMATION ON TH1S IS TO BE MADE
AVAILABLE IN THE ANNUAL ACCOUNTS QF THE TREASURY.

DATA ON BORROWINGS FOR "MUNETARY REGULATIUN" wILL NOT
BE MADE PUBLIC. LAW ALSU CREATES AND ADVISORY
COMMITTEE ON PUBLIC SECTOR EXTERNAL OEAT TO Bk CHAIRED
BY TREASURY TO ADVISE THE SECRETARY.

4, Lbw PROVIDES THAT FEUERAL GOVERNMENT BURROWINGS
WILL CARRY "FULL FAITH AND CREOLT™ OF ONITEL MFXICAN
STATES, AMD THAT TP\EASURY caN GIVE FEUF‘RAL GOVFRNMENT
GUARANTEE TO BORROWINGS USED FOK bCONOMIC DEVELOPMENT
PROJECTS THAT WILL GENERATE RESUUKRCES FQR REPAYMENT OF
DERT. LAW DDES NUT EXTEND "FULL FATir AND CREDIT"
PROVISION TO ANY NEW PUBLIC SECTOR ENTITIES.

5, AT PRESS CONFERENCE, MOCTEZUMA %AS ASKED IF MEXICO
WERE REMEGOTIATING ITS DEBT. HE REPURTEpLY REPLIED
REING REMEGOTIATED WHEREAS OTHEKR PARTS aARE BEING KEFAID,

60 SOM ALS:‘ ISSUED ESTIMATE 'JF J.TS "\)HEIN’L.’ UEdT AS UF

DECEMBER 31, 1976, AS FULLOWS IN MILLION UF DULLARS,
As TOTEL 2%, 000
B, DEBT WITH MATURITY OVER ONE YEAR 15,845,6

"1, FEDERAL GOUVERNMENT 2,123,383

2, PUBLIC SECTOR ORGANISMS AND

BUSTNESSES 7257 o3

3., FEDERAL DISTRICT AN MEXICLG CITY

METRO et

4, OTHER NON=FINANCIAL ORGANLEMS 1:949,4%

\
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Y., FINANCIAL INTER=MEDIARIES . 644
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UNCILAS HFXICO<15939 i tion Center

diteticlicital niuiiau

E.,0. 11652 N/&A
TAGS: EF I MX

: SURJC MEY SILVEKR COIN >
i 1, SUMMARY: AS PROMISED IN WIS DFCENHER 1 SHEECH
e LOPEZ=~PORTILLU HAS PROPUSED A LAW ThAT wOULU PERMIT
X MINTING OF A 190 PESO COIn CONTATINMING 27 GRAMS OF SILVER.
: WHTLE SOME VIEW THIS A3 A GCIMAICK, UTHFRS MAINTAIN 1T WOULD
) HAVE SIGMIFICANT PSYCHOLOGTCALL IWPOKTANCF T A COUNTRY WHERE
" SILVER HAS PLAYED SUCH A LARGE KuLE, END SUMMARY,
b1 2. UGN DECEMBER 17, TREASURY SECRETANY ANNUUNCED THE
4 PROFOSED AMENDMENT TO HMEXICU'S MOMETARY LAW ThAT WOULD
W PERMIT MINTING A 1@¢ PESOC COIH TdAAT J0ouLy CUNTALIN 28 GRAMS
W OF PUKE SILVER AND WEIGHT 27,777 GRAMS, THF RALAMNCE! OF THE
@y COIM wILL BE COPPER, THE COINS SHLULO RE PUT INTO
' CIRCULATION FARLY IN 1977,
3, WF CALCULATE THAT THE MARKET VALUE 0F THE STLVER WOULD
BE ROUGHLY 2.8% OR ABOUT 56 PESUS. THE GOVERNMENT
THEREFQE STANUS TD MAKE A SUBSTANTIAL FROFIT UN ThE
COINS, A8 LONG AS THE METAL'S ValLuf REHEIMS
BEILOW The FACE VALULE, THEY MAY STAY T&y CIRCULATLION,
s -
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Jv 4, SOME OBSERVERS HAVE CALLED TnE JTuka oF “MINTING
SUSTLVEKR CUINS A GIMHICK THAT WILL MESELY DRALIN SAVINGS
(“INTU MATTRESSES. 'THIS PRESUMEU THAT ThF S1ILVER vALUE
iOF THE NEW COINS WOULD EGuUAL THE #alc valuF WhICH IS
AIANOT THE CASE AT THE PRESENT Tink. OTHER O5S5ERvEKS

U UMATIMTATH THE SCHEME SHOULD HELP RESTUxF $0ri OFGREE OF
""CONFIDENCE IN THE CURRENCY SIMPLY BrlAlSE 3ILVEK HAS
ACPLAYED SUCH & MAJOR ROLE IN MEXLICU'S mTETURY 4Anp LN

% 1ITS CURRENCY.

MEXICO 15936 2022357

(5. STILVER COINAGE WAS PROMISED IN JuP'S DECENDER 1

W SPEECK AS NKE OF TWO SPECIFIC drASURES TG COUnTER THE
CMDALLARIZATION" -OF THE HEXICAy LCUNOMY, ThnfE OTHER
WMEASURE WAS TU WE INDIXED BUNEGS, BUT NN SPECIFICS
DN THLS RAVE OEEN ANNOUNCED,

TUJOVA '

i
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BOARD OF GOVERNORS OF THE FEDw..<AL RESERVE SYSTEM

December 21, 1976

To: Chairman Burns

From: George B. Hen A
J '

/
Attached is the latest cable on the

Mexican economic situation.

Attachment: Mexico 15826

cc: Governor Wallich
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‘UNCLAS MEXICO(15826 ; - mwmmmmIMmeWucmw

E.0, 116528 N/A
TAGS: EFIN MX
SURJ: COMPARISON OF 1976 AND 1977 BUODGETS,

REF: MEXICO 157740

1, PARAGRAPH 2 BREAKS DUWN THE SPENDING BY MAJOUR ENTITY
AS PROPOSED IN 1977 BUDGET, COMPARED TO 1976 BUDGET,

" PARAGRAPH -3 BREAKS DOWN TOTAL SPENDING BY SECTOR FOR

1976 AND 1977, EXCLUDING THE COMPENSATING OPERATIONS,

THE FIGURES IN PARENTHESES ARE FOR INYFSTMENT, PARAGRAPH
FOUR SHQWS REVENUE ESTIMATES FOR 1976 AND 1977, THIS
FIGURE INCLUDES THE COMPENSATING (RANSACTIONS, THESE

ARE 'TRANSFERS OF TAX REVENUE 7O LOCAL GOVERNMENTS, SUBSIDY
PAYMENTS FINANCED BY TAX REVENUES AND MEMORANDUM ACCOUNTS
OF PUBLIC SECTOR ENTITIES, WE DO NOT HAVE A BREAKDOWN

OF ESTIMATED SPENDING FUR 1975. JUDGING FRUM THE 1977 BUDGET
PRESENTATION, ESTIMATED SPENDING IN 1975 IS 443,7 BILLION
PESDS, 12,2 PERCENT ABOVE THE ORIGINAL BUDPGeY, THIS IS
SOMEWHAT LOWER THAN SPENDING OVERRUNS IH PREVIOUS YEARS
WHICH WAS 15 PERCENT IN 1975, 29 PERCENT IN 1574 AND

17 PERCENT IN 1873. ALL FIGURES IN FOLLOWING

/ g /'\
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. R | :
- E PARAGRAPHS ARE 1N BILLIUNS OF PESOS. COMMENT IS
.2 . BEING REPORTED .IN A SEPARATE CABLE.
u\(“f n .
- Eadals 2, SPENDING BY ENTITY,
] ¥gzg~ R R - 1976 R
4 A, FEDERAL GOVERNMENT 209.5 N3
a1 "MINISTERIAL BUDGETS 949 144,56
ol  INVESTMENTS 28,3 30,9
R e _ADDITIONAL EXPENDITURES 47.5 87,5
K PUBLIC DEBT (PRINCIPAL’
" B AND INTERST) 45,0 80,8
8, PUBLIC SECTOR : 1829 302,6
. PEMEX. . sl 48,6 94,9
CFE ; 21.8 42,7
"CONASUPO = 22,6 24,8
SOCIAL SECURITY 27 .4 . 38,7
-OTHER. ., 61,5 1015
€, SUBTOTAL: : : 392,.4 616,3
D, COMPENSATING UPERATIONS 47,2 61,1
CFEDERAL{ GOVERNMENT 28.5 R |
» PUBLIC SECTOR 18,7 25,0
€. TOTAL:. - 439.6 677 . 4
3., SPENDING ‘BY SECTOR,
1976 1977
A, AGRICULTURE 78,5 163,5
] ; (21,7) {(31.0)
.. ,/ \'-i\":'.;,‘ '\\
i ./i\ (,\,“
' - \.»"\%
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MEXICO 15826

SOCIAL DEVELOPMENT

TRANSPORT,

& COMMUNICATION

1701452

116,86
(33.0)

92.m

(8,2)

39,9
(15.2)

o o 3, TOURISM 1.4 2,2

- ¢ .7) (1.0)

o F, ADMINISTRATION 66,0 125,9

. ER ( 2.8) ( 3.6)

o TOTAL 392.4 616.3
. i (8p,2) (12649)

@ 4, REVENUE

@ A, TAX REVENUE 146,9 201.0

b T 1. INCUME TAX

[ 2., TAX ON PRODUCTION &
- COMMERCE

o 3. GROSS RECEIPTS TAX

76,6

a2 .9
49 .6

o 4, IMPQRT TAXES 14,6 1743
«L’ '; . 50 EXPORT TAXES 49d 1391
N Eiunes 6. OTHER 7.9 10,5
/. Fh SR,

o B, MISCELLANEOUS REYVENUE 8.0 13,4
o €. SOCTAL SECURITY 24,3 37.0

;l B b, INCOME OF PUBLIC SECTOR

i ENTITIES 143,5 205,0
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December 22, 1976

TO: Chairman Burns

FROM: George B. Henry \.\'L{\\/

Attached are the latest cables on the
Mexican economic situation.

Attachments: Mexico 15993
Mexico 15963

cc: Governor Wallich
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E,0¢ 11652:6D8
TAGSSEFIM MX :
SUBJt BANKS REENTER FOREIGN EXCHANGE MARKET,

1, SUMMARY: BANK OF MEXICO HAS FERMITTED THE COMMERICAL
RANRS TO RE-ENTER THE FUREIGN EXCHANGE MARKET. SEVEKAL

NEWSPARPER ARTICLES STATE THAT THIS IMPLIES THAT PESO Ia
NOY AT I78 "DuFINITIVE™ LEVEL. END SUMMHARY.

P, EFFELTIVE DECEMBER 20, COMMERICAL BANK3 WERE PERMITTED

TO REwFNTER THE FOREIGN EXCHANGE MARKEY FOR THEIR OuN ACLOHNT
SINGCE MUY 22, Tk BANKS HAD BEEN EXCLUDED FROM THE

MARKET, AnD FOREIGN EXCHANGE TRANSACTIONS HAD BrfN LONE FoR
THE ACCOUNT OF BROKERAGE MOUSES. HROXKERAGE HOLISES DAN
CONTINUE TU FKRGABE IN FOREIGHN EXCHANGE THANSACTIONS,

3, (3 2ANK OF MEXICO APPARENTILY WANTED TO MAKE THIS CHANGE
WITHUT anY PUBLICITY, BUT »~U0ORD SOO0N CTIRCULATED AND MUOST
MEXICO CEZTY NEWPSPAPERS OF DEC 24 LARRY THE STORY;

SEVERAL, NEADLINE . THE STORY, FUR ThE PUBLIC, THERE I8
VIBTUAL LY WO DIFFERENCE IN THE WAY THEY BUY AnD SELL
FORETIGN EXCHANGE FINCE MOST THANBALDYZOMNS WESE HANDLED
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4, THE EX SION QF THE CUMMERICAL BANKS FROM THE
FOREIGN EXLHANyt MARKET WAS CONSIOERED A& THEFMPURARY
MEASURE, A BANK OF MEXICO SOURCE TOLOD Us THAY HIS

TIME WAS PICKED BECAUSE THE CHRISTMAS HngnAvs HayE
REGUN AND THE FOREIGN EXCHANGE MARKET ¥8 NORMALLY RUIEY
- ALSO, THE SUPPLY OF DOLLARS 18 RELATIVELY STRONG AT THISG
TIME. OF YEAR, VERY LIKELY, THE CEmMAND FpR DOLLARS I35
DOWN BECAUSE OF THE DECLINE IN DUTWARD TOURISH,
APPARENTLY THE BANK OF MEXICO IS REMAINING QUISIOE Tt
MARKET FOR THE TIME BEING, BUT ACLCRDING TO CUR

SGURCE AND THE NEWSPAPER ACCOUNTS; THE pAnK OF REXILD

18 RESERVING THE RIGHT TO InNTERVENE WHEN AND IF METESSSAuY
NUR SOURCE DELLINED TO ELABORATE ON 4HAT THIS MEANT,
EXCEPY THAT THE CENTRAL BANK A0ULD PREVENT *Wing"
"SWINGS IN THE RATE,

5. THE NEWSPAFER ACCOUNTS IHPLY THAT THE PRESENT EXCHAMGE
RATE IS SUSTAINABLE, FOR EXAMPLE, EXCELSIOR B3TATES

"THERE 15 A FIRM BELIEF IN FINANCIAL CIRCLES THAT tni
PESO IS NDW SEEKING ITS DEFINITIVE LEVEL." HERALDU

SAYS THE NEw MEASURE "IS A CLEAR INQICATIOGN THAT THE

FESO 15 REACHING ITS TRUE LEVEL,M »

6, WHILE THE ARTICLES DU NOT SUGGEST THAT THE 34ANK O
MEXICN WILL SUPPURT THE PRESENT RATE, WE CANNGY HELP

BUT BE STRUCK BY YET ANQTHER INDIC A}IUN THAT hEX’"AN‘
WHO SHOULD KNOW BETTER SEEM 70 THIMNK THAT & ZP31 gXCr4nGE
RATE 1S HERE TO STAYS

7. THE EXCHANGE MARKET WAS KEPORTEDLY CALM ONM
DECEMBFR 21, WITH BUYING RATE GF ABQUY 20,5 AND
SELLING RATES ARUUND 22:175,. THIS 13 ROUGHLY
THE SAME AS DECEMBER 17 BUNTATIONS,
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SUBJSY TAX CHANGES
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1, SUMMARY! PROPUSED TAX CHANGES INGLUBE 19 Pafifn
INVESTMENT TAX CREDIT, “EXCESS" PROFITS Tax, LAnFR 1N
TAX RATES FOR INDIVIDUALS EARNING UP 77 80,003 £7505 a
YEAR, HIGHER SALES TAXES ON BEER, TOBACCD A4n 2 JiPIEY
OF LUXORY GOODS, AND HIGHER AUTOMGAILE-(SE TANFS . fwd

2. INCOME TAXs RATES ON INDIVIOUALS WITH IX
59,204 PESOS ANNUALLY, OR APPROXIMATELY Ou
WAGE will BE REDUCED. RATES AHOVE Tuis (&) vy
THE SAME., REDUCTION IN RATES FOR LNORER YH{0mE GROWS
A FINANCIAL LOSSy BUY NECESSARY TO MAIMTAIN FURLHASIN
POWER OF THESE GROUPS, RATES ON INCOMESR ARl & giinstiny
50,004 PESOS WERE NOT CHANGED WRICH MpEAn® YHi iR

WILL INCREASE.

INCOME TAX LIABILITY WAS INTRUDUCED, THF i
HAS TO BE TAKEN COVER A FOUR=YEAR ParRIgH Apf
GRANTED FOR INVESTHENT IM NEW MACRHINERY [ 2.0
WITH RULES YET TU BE RELEASED, THE unNYYRE AnTuNY

3. A TEN PERCENT TAX CREDIT YO 8 UsZy afalas)
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THE NEW INVESTMENT CAN BE DEPREQCIATEO,

4. AN FXCESS PROFITS TAX WAS ESTABLISHED.
TO CARTURE GAINS MADE AS A RESULYT OF THE DEVALU
BASIS FOR DETERMINING IF THERE ARE LiCFrss PH
WILL BE THE SUM OF GROSS PROFITS GVER VHE P-
THREF FISCAL YEARS DIVIDED BY THE SUM oF Tai
OYER THE SAME PERIOD. THE QUOTIENT wlii B8& |
THAT FOR THE PREVIOQUS FISCAL YEAR, THE ke O i HE
TWO WILL BE MULTIPLIED BY TUTAL REVENUES FOR THE CURRENT
YEAR. YTHE RESULT IS THE AVERAGE GROSS »rOFYT GF THE
TAXPAYFR, THFE BASE FOR THE EXCESS PROFITS TAY WILL BF
THE DIFFEXKENCE BETHEEN GROSS PRUFITS FOR THE CURRENT
YEAR #MINUS THE AVERAGE GROSS PROUFIT FIGURE. THFE TaY

RATE WILL BE THE QUOTIENTY OF THE BASE DIVIDED BY INLOME
DURING THE CURRENT YEAR TIMES 10RB, BuyT SkaiLl NOY EZYCEED
FIFTY, THIS SEEMS VERY COMPLICAYED.

5. OTHER CHANGES IN THE INCOME VAY [LAw THMOLUDE VHE
FROVISYON THAT FUREIGH EXCHANGE LOSSES MAY oF TalenN In
THE YEAR THEY OCCUR, OR MAY BE TAKEM QVER FOUR YEA4RS,
THE COSY OF MAINTAINING LARGE AUTOMUBILES ARE NODT
DENDUCTIBLE FOR INCOME TAX PURFOSES. THE RyLES TN
CAPITAL GAINS FROM REAL ESTATE WERE VIGHTFNED SOMEWAWT,

#

6, THE SPECIFIC TAX ON BEER AND TOBACCO FrOOUCTS
HAS BEEN INCREASED SO THAT THE EFFECTIVE RATF §§
.RESTORFD TO WHAT IT %“AS PRIOR 7O THE PRICE INCREASES

GRANTED THIS YEAR, {

7., THERE HAVE BEEN A NUMBER OF INCREASES IN THE GROSS
RECEIPTS OR SALES TAX (INGRESOS MERCANTILES). 7THE

NUMBER QF FIRMS OR INSTITUTIONS SUBJECTY T4 THE TAY HAS
BEEN INCREASED, TO INCLUDE ASSOCIATIUNS AnD 0OTHER REOUPSH
WHOSE ACTIVITIES ARE ESSENTIALLY COMMERQCIAL . THLIS MAY
APPLY TO "NON«PROFIT" ORGANIZATIONS, THE BASIC SALES
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TAX 1§ 4 PERCENT,

8, SALES TAX RATES ON NEW AUTOMOBILES apf AL VALIREM,

BUY BASED ON THE OFFICIAL PRICE OF THE CarS. THE

AD VALOREM RATES REMAIN THE SAME, BuUT VWi tePICIal

PRICES TO WHICH THEY APPLY HAVE BEEN PAYELU. FOr EXARFLL
THE 5 PERCENT RATE APPLIED TU 1975 [HUGEL Lald Wnldse

PRICE WAS LESS THAN 48,603 PESOS. THE FIVE |
PR

RATES WILL APPLY YO 1877 MUDELE WrOSE € 15

THAN 87,800 PESOS, THE TEN PERCENT LEvY #1i. v
TO LIGHTERS, COSMETICS, SOME TYPES OF spbav y
HIGHER PRICED WOOD FURNITURE AND LAnmPsS, 4

'ETC., THE 15 PERCENT RATE WILL APPLY VO AUYD ;

CRYSTAL, THE 308 PERCENT RATE WILi APPLY VO LRPENE LYY
WATUMES, DIAMONDS AND GTHER FRECIOUS 3ToneES afr ThELE
SETTINGS, EQUIPMENT FOR POLO, GGLF, RInyis, anp
SWIMMING POOLS, AND TO CABLEVISION,

9, THE YEARLY AUTOMOBILE=USE TAX ®AL AL3D BrEH
INCREASED, THIS IS A FIXED RATE Tax TrAT nHeS bTaN
ADJUSTED ONLY TU COMPENSATE FOR INFLATION,
TO A TREASURY SPUKEGHMANG

10, SEVERAL ANTICIPATED CHANEES WERE NOY walill, Trig
16 PERCENT SALES TAX ON RESTAURANT MEALS REMALIMS
DOES THE 21 PERCENT ON INTERESY PAYMENTS AHR0LD
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RECEIVED December 23, 1976
OFFICE OF THE CHAIRMAN

TO: Chairman Burns

FROM: George B. Henr

Attached are the latest cables on the
Mexican economic situation.

Attachments: Mexico A-05
Mexico 15786

cc: Governor Wallich

iassification of this document is due
sion of UA. Goverament infermation
classified under Exocutive Order 10501
provides that “A document... shall bear a
classification at least as high as that of its
hest classified component.”
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pDL- FROM: | AmConsulate MERIDA DATE: Nov. 23, 1976
nom E.0. 11652: | y/A
m'\) TAGS: | MX, ECON, EFIS, CVIS N
ij+ﬂhpj SUBJECT: | Monthly Report: October 16 ~ November 23, 1976 =
; REF: e
L RN
alz DEPT. DISTRIBUTION ; Lo 258 1oy by C‘]
o A [Tp Nﬂ POLITICAL-ECONOMIC Witetnalional lnioimation Centeg &
AF | ARA cu ea | The strike by the shrimp fishing cooperatives was scttled S
shortly after submission of last month's report. The strikes [y
‘-IMT;&(?‘:”’EE_ EUR | INR 10 which lasted for 34 days and iunvolved some 1200 boats, cost= -
faad Campeche and parts of Tabasco willions of pesos. The coope¥@-
PWEET L Inea [Per | opu tives finally gave in to the boat owners plan, although theco
& fishermen did realize an overall gain of about 67% in their®
iR REP | sci ss sy income. When the second devaluation came, there was talk of
i 5 another strike for additional imcreascs, but both sides were
'ﬁ@j: _so exhausted that they decided to continuc operitions under
L the new agreement. A reduction by 507 in the naew export duties
_AGR | a0 | aIr ARMY on shrimp was an added stimulus to keep on the job. N
% cta |com | Dpoo | por The decrease in export duties for fish fillets, lebster and
’ other sea food put the other fishing flects back to werk and
HEW | INT | LaB the paralysis that had taken over in fishing towns such as
Progreso came to a halt.
NSA NSC oPIC :
While the fishermen were prospering to a2 degree, the campesinos
TAR [TRsY | usia remained in difficulties. A cattlemen-farmer dispute, in the
old classic style, broke out in the central part eof the SGtate
Aaﬁ*-,xma of Yucatan. The ejidos claimed the private cattlemen were
g fencing off their land and the cattlecmoen protested that the
land did not belong to the ejidos at ail. The situation was
complicated by the fact that the cattlemen were backed by the
LIMITED OFFICiAL USE
CL ASSITIC S TION
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Yucatan State President of PRI ~ who apparently had a financial interest

in the cattle. While it is suspected that the campesinos will come off
second best in this particular dispute, some five thousand campesino
families in the Yucatan finally received title to lands they had been
occupying for 39 years. The delay was attributed to "...bureaucratic
error''. 1t is interesting to note that in this case the indemnization

for the land will go to several ejido organizations, These five thousand
families arc, ideologically, on the side of the '"pequefio propietario';
therefore, the situation in the Yucatan is quite a bit different from that
existing in Sonora and Sinaloa. Reaction to events in those two states has
been-completely against the President and in favor of the land owners.
Several sources,including a Mexican Federal official, believe the decision o
made to expropriate the lands in Sonora was done deliberately to divide the
nation. In fact, the local Chamber of Commerce is meeting on November 24th
to decide if they should adopt the course of the Chamber of Commerce in
Sinaloa. 1If they decide to do so, most business, commercial and agricul=.a
tural activities will stop until December 1, 1976. l

Meanwhile, to add to the woes brought about by devaluation, CORDEMEX reports
its exports for the first half of 1976 fell some 23.67% over last year's
figures; further, the amount of land devoted to the cultivation of henequin
has been reduced by 30,000 hectares in the past three years. As a result,

unemp loyment of campesinos, always a major problem in the Yucatan, now has
reached an all-time high.

Flight of capital from this area has been increasing over the past two years

--as previously reported in some detail. However, activities during the week

of November 15 approached the panic level as persons of all walks of life
attempted to convert pesos to dollars. While no figures have been released, :
one-bank manager stated that the run on dollars reached an unprecedented high A

On Monday, November 22, the restrictions on the convertibility of the peso
gave the business community of Merida a traumatic blow from which they still
are reeling. The Pan American flight, with more than 70 reservations for
Miami, left with three passengers. The Consulate had three visa applicants
on Monday, an all time low. Reportedly five shirt factories closed their
doors while hotels and tourist agencies, recently cheered-up by an increasing
tourist trade, ground their teeth in despair. A number of US visitors came

to the Consulate looking for somebody who would change their travelers checks.
The confusion and despair was evident everywhere; commercial activity and
business transactions practically came to a halt. 'There were a number of
cases of tourists who were grossly taken advantage of at the airport when
they desperately neceded fifty pesos . to pay the departure tax and all they

had was a $50 or $100 US travelers check. As of this writing, things are
somewhat more normal, Tourists have found ready sources of exchange for
their dollars with enterprising taxi drivers and hotel clerks getting a

piece of the action. Dollars in reasonable amounts also are available, but
through the LZank of Mexico only. 4 ST
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Although dollars no longer are available readily in large quantitics,

the run on the banks continues. This time it is to withdraw pezos [rom
savings accounts before they are in some way confiscated or controlled

by the Government. With the worst of their expectations realized with
respect to devaluation and convertibility of the peso, it is not dilficult
to understand the public giving rumors of this nature such currency,

As in other parts of Mexico, all sorts of rumors, sowme of them quite
macabre, permeated Merida from the 15th of November rishit up to the time

of this writing. At the high point of these rumors, President Echevervia
was dedicating petro-chemical plants in the State of Tabasco -- so this
enabled the more discriminating citizens to discount some of the rumors
pertaining to the person of the President and properly categorize them as
mere wishful thinking. )

In the midst of the confusion and pain related to the peso, the Bank of
Mexico inaugurated its magnificent new regional headquarters building in
Merida. Built at a published cost of 30 million pescs, the building
boasts of the most modern security and fire alaim system in Mexico.
Furnishings and equipment cost an additional amount which was not disclosed.
Although a very modern and truly handsome building, the gpovermment was
severely criticized by news media and private individuals for its extrava-
gance at this point in time. '

R §

MISCELLANEQUS:

On November 17th, it was reported that an armed group of students had taken
over the University of Tabasco and that one student had been wachince-gunned
by the insurgents, who were identified as being members of the Frente
Estudiantil Demécrata. A quick call to a close contact in Villahermosa
revealed that the problem was between two groups of students, but that it
was not believed to be very serious. Nothing Ivrther was published
regarding this incident and it appears to have been "swept under the rug'.

In spite of the economic set-backs, optimism appears te bloom eternal in

the Yucatan insofar as the tourist trade is concerned. TONATUR, the Covern-
ment backed Tourist Development Agency, announccd it had started constroction
of two modern hotels in the Yucatan, one at the Ruins of Chichen Ttza and

the other at the Ruins of Uxmal. While the private hotels at these locations
sometimes are full at the height of the winter season and al Semana Santa,

it does not appear to the reporting officer that projects of ‘this size and
nature can be justified at this time - unless of course TONATUR plans to

put the private hotels out of business ~- a supposition which to the ownérs
does not appear unreasonable.
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In addition, TACA Airlines, a privately owned airline based in El Salvador,
inaugurated thrice weekly flights between El Salvador, Belice, Merida and
New Orleans. Equipment in use will be a BAC One-Eleven. Notables from
Salvador and New Orleans were poured off the inaugural flights to Merida
amid great fanfare. 0ddly enough, apparently no commercial air agreement
exists betwecen Mexico and Belice. Therefore, no passengers from Belice
may deplane in Merida or visa versa. This is a serious bone of contention
with businessmen in this area who feel both countries would profit through
closer commercial ties.

Devaluation has lead to serious unemployment problems particularly in Cancun
where the flow of new building supplies from abroad has come to a halt. In
spite of the Govermment's resolve not to permit favella developments of poor
pecople secking employment in Cancun, the worst has happened and the service
city of Cancun is almost surrounded by a second '"shack city'". With the spigot
of plenty turned off these people are in serious trouble. Without a number

of critical building supplies and hardware from the USA, new construction and
maintenance jobs no longer are plentiful. Further, the tourist zone in Cancun
is the only real source of work in the area - the rest is wilderness, The
construction industry in general is suffering the effects of devaluation
because all products, whether manufactured in Mexico or abroad, have under-
gone a dramatic increase in price. Campeche in particular has reported that
the construction industry practically is at a standstill. The unemployment
brought about thereby is of real concern to the officials of that city.

CONSULAR:

As noted in previous reports, devaluation of the peso has brought about a
dramatic decrease in the number of nonimmigrant visa applications. In October,
the number of applicants was a mere 365 while through the 22nd of November
only 226 persons made application. This is, roughly speaking, down 407 over

a comparable period last year. Work associated with an increasing volume of
American tourists has, however, begun to supplant the nonimmigrant visa
workload.
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TARSE EGEN, MX
SUBJECT: MEXICAN GOVERNMENT REORGANIZATION

REF: MEXICO 15787

1, IN COURSE OF DISCUSSION REPORTED REFTEL, FOREIGN MINISTRY
DIRECTOR GENFRAL INTERNATIONAL ECONOMIC AFFAIRS DIAZ THOME
GAVE EMBOFFS GLIMPSE OF PROPOSED ECONOMIC MINISTRY QURGANIZA=
TION TO BE EFFECTIVE JAN 1, SECRETARIAT OF INDUSTRY AND
COMMERCE (SIC) WILL BE SPLIT IN TWO:
A) SECRETARIAT FOR INDUSTRIAL DEVELOUPMENT WILL DRAW ALL

INDUSTRIAL FUNCTIONS FROM SIC, AS WELL ADMINISTRATION

OF PARASTATAL COMPANIES FROM PRESENT PATRIMONIO NACIONAL,
B) SECRETARIAY OF COMMERCE WILL ASSUME aLL COMMERCE RESPONe
SIRILITIES FROM THE PRESENT SIC, AND WILL ITSELF BE DIVIDED
INTO 3 DIRECTURATE GENERALS: INTERNAL COMMERCE, FOREIGN CQOMe
MERCE, AND PLANNING, FOREIGN COMMERCE wiLL DRAW MERCHANT
MARINE RESPONSIBILITIES FROM THE PRESENT MARINA SECRETARIAT
(MAKING MARINA A NAYY MINISTRY), FOrEIGN COMMERCE WILL ALSO
DRAW SUCH MATTERS AS RATE STRUCTURE CONTROL AND OTHER AS YET
UNKNOWN RESPONSIBILITIES FROM THE TRANSPORTATION AND COMMUNI=
CATION SECRETARIAT, AND CUSTOMS POLICY AND ADMINISTRATION AND
TRADE POLICY AND NEGOTIATION FROUM HACIENDA (FINANCE MINISTRY),

LIMITED OFFICIAL USE
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THIS LATTER WOULD TNCLUDE COMMERCE CONTROL OVER GOM PARTICT.
PATION WITH SUCH ORGANIZATIONS AS GATT, IMCE (INSTITUTE OF
FOREIGN TRADE) WILL BE OPERATIONAL ARM DIRECTLY UNDER SUPER=
VISION OF FOREIGN COMMERCE.

2, DETAILS OF NEW ORGANIZATION ARE SKETCHY AS YET BUT WILL
UNDGUBTEDLY CLARIFY BY NEw YEAR, IT Is CLEAR; HOWEVER, THAT
CENTRALIZATION OF INDUSTRY AND COMMERCE FUNCTIONS IN NEW
MINISTRIES WILL GREATLY INCREASE THEIR SCCPE AND STRENGTH
VIS<AwVIS COMPETING GOM BUREAUCRACIES, aT PRESENT, IT IS &
MOOT POINT WHETHER THE NEW INDUSTRIAL DEVELOPMENT SECRETARIAT
18 ABSORBING PART OF PATRIMONIO NACIONA, OR VISA VERSA,
THOMPSON

£
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Attached is the latest cable on the Mexican economic
situation.

Attachments: Mexico A-40

cc: Governor Wallich
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To: Amembassy MEXICO for CRU

& (Sugg. Dist: AMB, DCM, POL, ECON (2), ADMIN, CG (2), CHRON) »
W INFO: Department of State ARA/MEX, Amcongen MONTERREY, Department of 9
- Commerce/BIC/0IM/ CMM-MEX SR
5 i
FROM: | Amconsul Guadalajara DATE: pecember 8, 1978
; Sy e e ey e ———
_E.O. 11652: | NA BRIl 1000t GrIRTER
TAGS: | PINT, ECON, BGEN, MX P -
SUBJECT: November 1976 Highlights from Guadalajara, Mexico i x|
ri'/sjr REF: | Guadalajara A-39 of November 5, 1976 %;
PLLL DISTAUTION - SUMMARY: The prophets of doom and rumors- of revolution werec
B proved wrong as November progressed, and by the December 1
lgfy Inauguration attention had refocussed on pressing economic
aF faRa | eu €A problems, such as the peso float, inflation, employment,
i 2 ?iscal.and monetary Policy, etc. Guadalajara expérienced G,f“ﬁYJﬂ L
T8 | EUR | INR 10 its fair share of crime, a new student union president wagf&/v e
o -' L— selected by his peers, State and Munmicipal elections werec i 0y 2
LGRINEAT | PER L held in early December with no surprises, and land invngin&% 2
both within and without this district were of continuing : Xw;ﬂyfi
- N L o e
@ [s | * |* | interest. END OF SUMMARY. Jppis 40 A
Political
GR 'flo AIR ARMY
. ‘ 1. Rumors, Rumors Everywhere: As the day approached (December 1)
::;'9°” PRI | ABOT for the change in Administration, Guadalajara's rumor mills
worked overtime to create even more uncertainty and fear
%;. A |, ol in an already unstable atmosphere. Reaching a crescendo in
g the days prior to November 20, anniversary of Mexico's sccond
*43 NEAT [uNBC . | OflC revolution, the tales of revolution, coup d'etat, imprisonment
: -and murder allegedly occurring in Mexico City were extraordinary,
TR ARy | Tasns | usia even temporarily overshadowing the usually overwhelming interest
in the movement of the peso and its related effects. When
Ms November 20 came and passed peacefully, attention rcfocussed x“§¢}ﬁx
on the peso's third devaluation in three months and thquUPHICQ' E
recovery as the Presidential inauguration approached. A new{;
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wave of fear-creating rumors hit Guadalajara during the last weck in
November as pessimists insinuated that President Echeverria would
never leave office on the appointed day, but the local hysteria never
approached its earlier level. By December 1, the local populace,
including businessmen, began to feel more optimistic that democratic
traditions would survive for the moment in Mexico, and a considerably
more positive tone could be heard in private conversations.

2, State and City Elections: The PARM Party (Partido Auténtico de la
Revolucidon Mexicana, a subsidized satellite of the PRI) announced a
list of candidates on November 9 for Guadalajara municipal posts.
Candidate for mayor is Carlos MORETIT Sedano who is unlikely to defeat
the PRI candidate, Guillermo REYES Robles in the municipal elections on
December 5. TREYES Robles has been actively campaigning for two months
and there is no real opposition candidate, now that the PAN party
(Accidn Nacional) is quiescent and not placing any candidates in state
or municipal elections in Jalisco this year. Flavio ROMERO de Velasco,
PRI candidate, is sure to be Jalisco's next governor following elections
on December 5. He has been widely quoted as favoring a general
disarmament of the local populace and an end to the system of powerful
minor politicians ruling the countryside (caciques, from the Arawak-
Indian word, kassequa,chief). (Note: All PRI candidates were elected
on December 5 as expected.)

3. New FEG President: The new president of the powerful student union
of the University of Guadalajara (Federacidn de Estudiantes de Guadala-
jara or the FEG) will be Ralil PADILLA Ldopez, ex-president of the student
union of the School of Philosophy and Letters and also press secretary
for the FEG. PADILLA Lopez received the approval of representatives of
63 associated schools in Jalisco at a meeting held in Guadalajara on
November 9. He will represent the 150,000 students at the University
of Guadalajara and affiliated schools throughout Jalisco for the
1977-1979 term. Law student Rafael CASTELLANOS will be vice president
and medical student Miguel MOYA Alvarez will serve as secretary general
of the FEG. PADILLA Ldpez reiterated the usual phrases, describing the
FEG as a revolutionary organization of the people working for the
principles of nationalism, democracy, socialism, and anti-imperialism.
He succeeds Félix FLORES Gémez who has been elected Federal Deputy from
Guadalajara's Third District.

4., Crime Rate Normal: While Mgxico City newspaper articles sought Lo paint
a lurid picture of Guadalajara as a sort of "Fear City'" wherc outlauvs

reign (a case of the pot calling the kettle black), the real situation

was somewhat calmer. Although there certainly existed a troubled

atmosphere during the October student elections at the University of
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Guadalajara resulting in several deaths, November brought a feturn to
a relatively peaceful situation where there was more violent talk than
action. However, ‘the month did have its bad moments. Although the

. Jalisco State police were able to identify the members of the gang that
killed three students and wounded nine others in a restaurant shootout
in October (see refair, page 2, para. &4), only thrce of the eight
gang members are in jail while the leaders are still fugitives.
Several substantial bank robberies, the murder of a law student, and
the discovery of an apartment full of terrorist literature and cquipment
in Guadalajara were the high points which is not all that bad for a

" city of this size. The crime situation is fairly well under control,
and ‘hopefully will get no worse.

‘5. Land Invasions: The state delegate of the Secretary of Agrarian
Reform, Francisco Javier PUGA, is reported to have announced that there
are 24 parcels of agricultural land invaded by landless campesinos in
Jalisco at present for various reasons. The invasions are under study
with the objective of granting land to the invaders and relocating them
in some cases.

Meanwhile, in Colima, capital of Colima State, over 300 landless
campesinos occupied the local offices of the Agrarian Reform from
November 10-12, holding 35 employees as unwilling guests, or in effecct,
‘hostages, until the Secretary of Agrarian Reform in Mexico City invited
the leaders to come to see him to resolve their problems. Governor of
Colima NORIEGA continues to have land invasion as well as student
problems.

Elsewhere in the district, relatively minor land invasion problems exist
in all six states, with campesino demands for land usually supported by
local student groups. All eyes are focussed on the major confrontations

in northwest Mexico, especially in Sonora, to see how the case of the
private small (and not so small) landowners fare faced with politically-
supported invasions of good agricultural lands. Agricultural private
investment and production will follow the example set in the [ertile
northwest.

Economic - Commercial

1. Peso Float and Wage/Price Demands: Three devaluations within three
months have created an economic state of uncertainty, confusion, and
mistrust by local businessmen due to the myriad of production, pricing,
financing and other related problems that must be faced without sulfiicient
information with which to solve them (see refair, page 4, para. L).

The wave of confidence-shaking rumors prior to the November 20 weekend
instigated a run on the banks to withdraw all cash accounts and convert
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much of it into dollars. The prophesy of a new devaluation, exchange
controls, and frozen bank accounts, became, in part, self-fulfilling,.
The substantial flight of private capital in mid-November triggerocd
a third downward float on November 22 when the peso fell to 28.50 to
the dollar. However, since that date, recovery has been swift and
continuous, with the rate on December 2, the day after the inaugura-
tion of José Ldpez Portillo as President of Mexico and the end of
the Echeverria era, at 20 pesos to buy one dollar, 22 to sell by the
local banks. The improvement in the peso vis-a-vis the dollar must
stem mainly from a substantial and continuing conversion of dollars
into pesos by wealthy Mexicans, probably including some politicians,
as well as increasing confidence related to the changes being made in
the Federal Government. From the inaugural speech of President Ldpe:z
Portillo it is still unclear whether the government will continue its
policy of allowing the peso to float or will fix it once more at about
20 pesos to the dollar. ("What this country needs is a good five cent
- peso", remarked a local economist).

Both the labor and business sectors seem willing to wait until January
before making new wage/price increase demands. The minimum wage annual
revision in January will set the tone for wage settlements in early 1977
and although businessmen are hoping for a modest 10% minimum wage increase,
unions are talking about 30%. The local commission on minimum wages
recently suggested a 177% increase for Jalisco in January. A 17-20%
settlement seems likely.

2. Inflation and Government Policies: Inflation continues as one of
Mexico's biggest headaches. Despite government denials that gasoline
and electricity rates would increase as a result of the September and
October devaluations, gasoline prices rose 33 1/37% and electricity rates
soared from a minimum of 107% for the poorest users to a whopping 1067
for the biggest industries in Jalisco (including the U. S. investment

in Celanese in Ocotldn, Jalisco) on November 15. Former subsidies to
municipalities for public services, especially street lighting, were
cancelled and Guadalajara's street lighting bill tripled from 750,000
pesos per month to 2,250,000 pesos per month, thus putting a further
considerable strain on the already weak municipal government budget.
Most small to medium business will pay 25-60% more for electricity.

The higher gasoline prices will also redound almost immediately in
higher costs of production and distribution. The two major local urban
bus companies have received approval to increase fares 40%Z to 1.40 pesos
and the taxi drivers are charging a 5 peso surcharge on metered rides
awaiting the authorization of higher fares. Domestic air fares and

long distance bus fares went up 207 at the end of the wmonth and more
price rises are inevitable once the higher electricity and gasoline
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costs are incorporated in the manufacturers' and distributors' costs.

According to a newspaper report, a Banco Nacional de México (large
private bank) study shows that the money put into circulation in
September 1976 was 42% more than that issued in September 1975, or an
increase of seven billion pesos for that one month. From January through
August 1976 the money supply increased 227 with respect to previous year
figures, according to the same report. The conclusion is that the
Mexican government just prints more and more money to satisfy its public
spending programs and to finance private sector demands for money, which
is what many observers suspected for some time. With such considerable
monetary expansion accompanied by substantial price hikes in fuels and
transportation and impending pressures for wage/price increases in
January, it is difficult to imagine how the rate of inflation can be kept
down to manageable proportions, even assuming an "austere" fiscal policy
as promised.

3. Sonora Land Expropriation: The expropriation of 100,000 hectares
of prime agricultural land in Sonora by land invading campcsinos sup-
ported by President Echeverria (despite federal court rulings to the

~ contrary that accorded ownership of the lands to private land holders)
caused quite a lot of unhappy talk in and around Jalisco state, but

the local chambers of commerce decided not to heed the call of Sonoran
businessmen for a general strike. The -local chambers followed the lead
of their Mexico City counterparts and, while sympathetic to the plight
of the Sonoran landowner, declined to support that cause with strike
action, although businesses in seven other states (Sonora, Chihuahua,
Durango, Nuevo Ledn, Coahuila, Veracruz, and Puebla)did shut partially
for a limited amount of time. Local ranchers and farmers are watching
developments in Sonora, however, very carefully in order to determine
the trends in private land ownership, and thus on private investment,
in the rural sector. In the mean time, agricultural production, already

hurt by the land invasions and ‘poor weather conditions this year, will
further suffer.

A technical expert to the Secretary of Agrarian Reform who gave a seminar
at the University of .Guadalajara during November on the subject of
agricultural production stated that recent statistics indicate that

547% of the total value of Mexican agricultural production is grown on
3.3% of the arable land and that the total production of 50% of

existing agricultural units is about 4.2% of the total valuc.

This polarization of productivity has occurred at the same time as. the
government has redistributed more than 86 million hectares to 2.8 million
campesinos and ejidatarios. The low productivity of the ejidal Larm
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sector is caused by disorganization and extreme individualism, ac-
"cording to the expert from Agrarian Reform, and the solution lies
in their collectivization, mechanization, industrialization, and
diversification. It was announced about the same time that nearly

" 60,000 hectares will be collectivized near the Jaliscan coast per
agreements signed by President Echeverria per requests by 12 coastal
communities. The basic dilemma remains - do the most productive
farmers get more of the most productive land and grow more food to feed
an exploding population or do the most productive as well as other
lands become fractionalized and redistributed to inefficient small
farmers who then must be collectivized to become moderately efficient?
‘Revolutions have been fought, both within Mexico and without, over just
such a question.

4. Tourism Failing: The School of Tourism at the University of Guadalajara
held a seminar on the impact of the devaluation on the hotel industry

and noted that the surplus from tourism of 1975 has become a deficit in
©1976; that in 1970 tourism balanced 367% of the deficit on current

“account, in 1975 only 21%, and in 1976 barely 14%. Tourism is doing

poorly, to put it mildly, and hotel owners and other tourist service
operators better price their services realistically and accept less

profit in order to compete more effectively on the world market,

concluded the participants.

5. Investment and Jobs in Jalisco: The head of the Department of
Statistics of the State of Jalisco .released some interesting statistics
on the growth of the state and its economic priorities. Of the five
million inhabitants of Jalisco about one in four is working, or 1.3
million, the rest being dependents. In the first half of 1976 the
state's economic real growth was recorded at 5.5%, and the state
development plan calls for immediate attention to creating 18 regional
development poles in the largest provincial cities and 102 municipal
poles of development to deter the unprecedented, overwhelming migration
from the farms to Guadalajara, which is barely coping with the

public services required by its more than two million inhabitants today.
Job creation in the interior of the state is an absolute necessity.

In the past six years 300,000 jobs were created by investors in Jalisco,
but this has hardly kept up with the demographic explosion. Of the

23.7 billion pesos of investment in Jalisco in the last six years l&.4
billion (or 61%) was made by public sector agencies and only 9.3 billion
by private industry. Work for the largely uneducated rural migrants

and city dwellers is Jalisco's top priority.
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