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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 : Department of State 

E.0.11652: N/1\ 
'l'AGS: EINV, MX I 

International l11lu1 mat1uu Li: 

FROM : Arnernbassy MEXJ CO CI'rY 

SUBJECT : vw Announces they will s Lay in Mc~:<i.cc 
--'},.-<,.., 

REF : Mexj_co Ci ty A-JOB , Nov. 10 , 1976 

r 
To counter press 
(ref airgram) and 

reports from 
a flurry of 

V\,J I ::i Gennan headq1i2·, r_ 1.0 1 :-; 

cal n1rnor~-~ a l.l(~(J :in~r lo 
VW 1 s imminent departure from I112xi co, VW Me:d.r.o cli 1 c' r 
executive officer , Hans Barsehk i[' , , 1;.r a s w i d 1 ! l y q u o t. c d 
in the medj_a as that 

:~:~· 

6,NOV 18 PM 12= 4 > Mexico. 
announcing 

Nevertheless, when the 
VW WO llld not le ave'. 
~iliassador wa s in J 
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I. E I . ,~r 
' te : 

ti als: 

Puebla (the site of the VVI plant) J as.t- vrr':c'.: , Uv, rnrn ,_ ,.- r ~-
of VW' s withdrawal was very much :i.n e v i.den(:e. L',.rcn i 1. u·, 
Barsehkis' statement is true, th· is ~.U.ll b,;(J~, U1c 1:1. 

question as to how vw (and the 0 the r a 1_! +:. o . ·, a k e 1.· :,; ) ,,-,. i .l. l 
handle the devaluation and labor associ.a \·ell p1 oblun:·. 
reported in the referenced airgr 
on VW' s intentions were not damp 
article carried by Excelsior 

am . Furthc~r s1x,culation 
enr~d by a :Jcr svu~gr:,l 
:mber 11 w: i:i.c h a :_3 ,: l) :. tr,cJ 
its Mexica:1 suL:,ididl',' 

NOV( 

vw would very much like to sell 
to the Mexican Government. 

• To compensate th e auto indus try 
generated cost increases , Indust 
Campillo Sainz announ ced on 

p r i m c1 r :i. l y c: c r ,J e v .::1 L u , 1 t i o 1 J -

ry 3.nd Conrucrcc S ec cc l>i ,-,,, 
11ber J.l th..it aul:o rrj_l:c-'.'; 
reasecl an c1veraqc u[ 38'~ . 

Nover 
for the 1977 models would be inc 
This was based, he said, on Seer 
showed costs to the industry had 
year. 'I'hese increases are due p 
cost of imported parts since the 
of each car), and to the rising 

The Embassy will continue to H\011 
and other c;:ises of appar'211t dis i_ 

e tar ia t !::, t 'J.Chr~> :3 which 
risen 35?; over lbe: 

rjrnarily t') th0 i_r1cr ,:c1::;cJ 
dev,1LuatiJn (abc 11L:. /\U '~ 

labor cost3. 

itor an<J r::>por:t un t-his 
nve~, t1J1en t .ct ~ _i_n r_' or mat :i..c n 
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ACTION ,ARA•1rl 

LA R-()14 SIL• (:'11 PA• 0 1 PR S • 01 H .. 0 2 L .. 0 3 0 H /1 .. 0;? / tH, ;' W 
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R , 9 2 l Pl 0 Z LN O V I..§__?. ,'( 
FM AMt~s•s~~EXTCn 
TO SFCSTATE WASHnc eg0R 
TNFO AMCONSUL HERMOSJLLu 
AM~ONSUl MAZ.bTLAN 

F.n~ lt6S2: N/t, 
'Y'A~Si r'.AGRP i"1X 

l'l ~.:~a return to 
International information CenteL 

~UAJECT: €FFFCTS OF LAND INVASIONS IN NORIHWEST MtX!( O ON r MnP 
PRnO!JCTION 

1a A5~T AGATT TRAVFLED TO ClUDAD OBRFG0~~ SUNORA9 N0Vt~d E~ 1/ 
TN ROUTE T0 6AN OIFGO ~Nn ~POKE WITH ~HEAT GRU~E~ ~ 1Y y~rur 
I/ A I L F y . I R R I G A T T O N n I s T p I r r <; 0 I J R C t s C O "' F I k M E D l I N r t f' f A 1 !,,I T y r 1' 
P A R T O P R T V t, T I: L A "' D H O i_ O E R S r P Q U t N O S P k O P R l F T l\ F- 1 V-\J /,; F G I h i) HI ; 
~OM ACTION THRnu~H S~CRETARIAT OF AGRARIAN NE~n~~ r~ 0 A~ rN 
1 A"-.10 TfNU:-:IF PRnBLEM TN SPITE OF INJUNCTION tAMP Arl!I) r.iy SUPP~ H,: 
r, 0 I I IH g S U P R E M E C O U R T H A O S T A Y E r, l\ N Y E X P R O P R IA T ! u t·-: f'\f P q U P t:.:-n V 
n N T f. GR Ou N fi s Or; IN ,c; u F ! CT E ~-1 T D n C ti M t'-1 TAT In N Ju:, T 1 F q-,, I, 1 LL t, ,,. 
1':;AI rry OF LAND Ql~NFRSHIP BY SEVERAL PRIVAiF.: LANi.)Hl.lLUFR:r' . 

, " up O I\J t fHn V 1\ I GENER AL MO n D O;; pt'< IV ATE LA t~ DO i,; N f;, Rs Vi :;l p F: :3 ,, 
1"11 5 T I C AN D A I\J X I OU S Hi C R F' A s E I_) L A N D G C C U ? A ·r l O ~! :, 0 F L A S Y -p; G 
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wEFK~ HAD RAISED F~ARS OF LAND EXPRQPRIATinN ANNOU~CEMfNT IN 
1. A •.1:q f" E W O A Y S O F E C H E V ER i:;i I A I S - D M I N I S 1 R 1\T I O N I N S P IT E O F Q ll O r c 
AMPARO END QIJOTE BY MEXICAN ~UPRFME COURTQ SOURCES YHAT 
MANY l~DIVIDUALS TAKING PART IN THE LAND INVASIONS ~ERE NUT 
FRnM SONORA OR SJNALOA STATES AND WERE N01 LEGTTIMATF CAMPF-
~!N85~ IN ADDITION~ TH~Y CONFIRMED WHAT THEY CONSlDEP~O TO BE 
THF CURRFNT AOMINI~TRATION 1S SUPPORT QF LAND OCCUPATIONS l~ 

~OVERNMENT-L FOOD ~UPPLY STAAILIZATJON AGE~CYp kh3 
REPO~lEOLY TRANSPORTING INVAnERS IN O~DER TO PARTICIPATE lN 
T N I/ A I n 1-J S Ii N r, P R n V I D I N r, T H E M W iT H F O OD g S O M E C A M P E R 1 "' U G q C' I J I; ;-, 
WERE ALSr REPOPTEDLY ARMED WITH AUTOMATIC WEAPONS. 

,a NEARLY ALL PRIVATF FAPMER , ORGANJZATIONS WERE CUNUUCTING 
MEFTIN~S DURING THF nAv, WEDNESDAY, NOVEMb~R 17~ THE GfNEH4L 
MOOD ~6S ONE OF ANYIETY AS A R~SLJLT nF INCREASFO INVASION S 
nF PRIVATE LANO OVER lHE LAST FEW WEEKS IN ANU AROUND THF 
ARFA 0 HOWEVEP, BY T~E DAV 1 ~ END TH~ ~00D WAS MORE nPTIMISTJC 
~INCE Th~ JMPRF.SSinN ~AS THAT TH~ GO~ IN MEXlCO ClTY HAD 
~E~OM~ CONCERNED BY PRIVATE FARMERS ThRtAT TO NOT PLANT WHFAT 

CRnPS~ ONE HERMOSILLn NEWSPAPER N0VEMRtR !BJ 
FVFN 5UG~ESTFD POSSIBILITY THAT LANOO~N~R 1 S SUIT AGAT NSl 
~ARRA GARCIA, SRA SECRETARVg MIGHT WELL BE DECJOE0 !~ THF!R 
FA I/OP AND b. NY AF FE r T F. O FARM E.R S WHO HAO THEIR LAN D EX? f~ n PR l •,O 

ATFO ~OULO REC~!VE INOF~NIFICAT!ON~ ANNOUNCtMENT bY THF PHFJ!• 
nENT NOV 19 TQ OVERRID~ THE AMPAPU BV PRESIDENTIAL PROCLAMtw 
TinN ANO EXPROPRIATING SOMF 98p~~0 HECTARES TN SDNnkA THU S 
rAME AS A ~URPRISE~ 

A e \~ H l LE AG AT T H h S H AD N ri r. ONT A er I TH ABO V E r-i-: ,~ T .i. r: I, !: O :~ n Uk' (J 0 
SI~Cf ~ov 19P OAY nF PPEAinENTTAL PROCLAMATION OF l~~RG PR!-
,q TO ~I , u u I-< FF EL ING Is THAT p RIV ATE F ARMER 8 i') ILL C (.J r,1 l l r~ u E 
i H F I Q W O R K S i OP P A G E A N D R E F U S A L T U Pl A N T , A T L E A (i "! U I\' 1 T L S l I r: H 
TIM I: AS TH F 1\1 E l.J PREST D ~NT r, 0 ME.~ INTO OFF ICE AN f) P •·.' z;; S :i'. b LE 
THFREAFT~R. IF NFW A~M?NYSTRATtON UP~OLDS EXPRn ~Rll:10~ n~ 
T F L A N D s r N T H E y A Q l) I V a L L E V A N () n T H t; R p rm D u C T l \! t. T p R y G A r E D 
LANDS IN Tr-IE STATEP THERE rs NO OOUBT TI-JAT 1-tHf.A T~ $i4FFLQ\<1EP 
ANn OfHER CROP PRO~UCTION WILL BF MUrh LO~PR TH AN NORM~L DFJ-
P!TE GnM STATEMENTS TO THE cn~ TR6RY. EJlOATARIOS•-~ MJL l FAR M-
FRR~-APE Nnr E~UIPPED TO E~F~CT ~UtCK PLANTIN G UF WHFAT 
n N S IJ CH t, L AP GE' C ALF: , EV Pl ~J IT H THE. HF=" LP Of l; 0 [1 Ti-Ht C' 1J r; H 
FXTEN~TON PERSONNEL ANO AA~ICO ijLJRAL FI~ANCTNG ANC TE rH~ ICAL 

I. I I T Er> .o f F I C I A L U S E 
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MEXICO 15~58 2921312 

~. GIVEN THAT nErEMBFR 1~ TS LATEST TO PLANT Wh EAT !N 
NORT~WFST ME~ICO FOR CURPtNT SEASON AND H~RMOS!LLO tSTJMAT ~ 
THAT NO ~OPE THAN ~5 PFRrENT OF T~E YAQUI VALLEY IS PL6NT ED, 
~E S~E A LIKFLV PEnurTION nf WHEAT PRODUCTION FOR THE CU RR Er~ T 
~EhS~N cnM~APEn TQ LAST YEAR'S CPOP AY SOME 50~-7 0~,~0~ TO NS ~ 
~urH AN lNr.HFA~E IN IMPORT~ CLAST YEAR MEXICO WAS St LF~S UFF I~ 
r.IF~T JN WHEAn COIJLn RA!SE THF.IR TMPORT EXPENOITURE BV ~O i~t:. 
~0-7~ ~ILLION noLLAR~ FOR 1977. 

,; • L A N D I NV A S I n, N S W E P E AL S n A H A J OR C O ~1 C E R N A T H O 1-<T I C UL Ti. 1 R A L 
PRnDUCERS 1 MFETING IN GUAYMA5 NOVEMBER 10•20. THREA l'ENfD 
FXTEN5IO~ nF EXPROPRIATION TO SINALOA COULD ALSO HA VE AO VER Sf 
FFFErT ON FMFS~ PRnDUCF FXPORTS AS SUCH EXPORlS MOST LY F! N-
ANrEn BY u.s. RUYERS ~ITH LONG ESTABLISHED TIES Tu LARGEP 
PRnQUCERS IN SINAL~A WHICH SUPPLY THE RULK OF THI S lRAnE . 
TH~ SITUATION TN S!NALnA WAS APPARENTLY OtFUScO (UR AT LEAS 1 
PO~TPONEO) WITH ANNOUNCEMENT NOVEMBEP 26 THAT LANDHOLDER~ HAO 
nONATED 10,0~0 HECTARES OF IRRrGATEO LAND (PLUS 3,~~ 0 HECTA RFS 
nF NONIRRIGATE~) TO CAMPFSINOS • 
. TO I/ A 

LIMITEO OFFICIAL USE 

FORM cc t csc9::h 
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FM AMEMBASS~ -~FXTCn 
'TO S~CSTATF WA~H~C IMMEUIATE 8R4~ 

·n • a ~J F I T , A L Ml: ll Ir: o / 1 .d 9"' 6 

I IMDIS Fr'.lt-t orSTRIBllT!ON FOR ~,n,E,C,P,~8,ARA,S/P, 
TRFASURY, ~sr,FRR nNLY 

7/.ZS/o7 
F' 0 l 1. 6 5 2 : G l"l S 
TAr.S I FFtt~ MY 
~U~J : MEXICAN FCr'.INOMIC SITREP 

4• F-XCHANr.E SVSTEM. TODAY, NOVF.MRER '4, OOLL•R BUY!Nr. ~ATE 
rONTINUEn TO D~OP. BAN~O DF COMEPCTO ~FPnRTS TMEY OPEN~O 
AT 2~ Pt:SUS TO t3l!Y DOLLA~S A"ID 2~ TCJ SFLL, BUT CLO~E.O 61 
!) 4 A "! D 2 1 R E P F C T l V E L Y • H O W E V E P , 0 F F I C I A L N O T E 0 T !,j t. B A K , 
,Nn ~VFN BANCO DE rOMERCIU B0A~CHtS nuTSIU~ nF MEXICn, 
nunrrNG ~OMEWHAT DTFFEPENTLY ALTHQ 11GH TENDENCY WAS TµE SAME, 
MAPi<!':T . Cr'IN'T'INUFS rn 1-lAN0LE MnSTL-V PEnUFSTS BY INDIVIDUAL~, Sl"IMF nF 
IJ H n M T R A !') E n I_ A P G F A M n UN T • :H I L L L T T T L E c_o R P OR A l E A C T I V I T Y 
RE'N~ NOTEn. DOLLA~ AUVING RATF nROPPING DUt TO DULLA~ 
n F F E R l N G r: 0 N T T N I I pi G S n 1·1 F .-.! H 1,1 T I_ A R G F r~ T H A N O C A N U • 8 E r, A LI S F 
AANKS ~AVE NO ~UARANTEF ThAT BANr:O OF ME~!CU ~ILL RUY 
THF FRnM TMEM, OR THF QATE IF TT ~UYS, TM~Y ARE 
TR~ING rn RAI.ANCF THFIR PU~ITION~. B~NCU DE roMERCTlJ 
TUnK IN A I_APGC' hMnUNT OF r'lOl LARS AT 28 PEc;os EARLY 

'MONDAY LEA\/JNG IT VEPY LONG nN D"LLARS. HOWEVEP, IT 
MA~ NU~ ALMO~T BALANCEn TT~ PO~ITlnN 0 INFURMANT 
~MPHATIC THAT RA~cn nE MFXIcn NOT JN THE 
FXrHANGE MARKET TN ANY MANNER. 

;, .\ ., 
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December 1, 1976 

To: Cha:l.nr.nn 11ur.1s 

Frcm: Gcoree :1 . Henry 

Attached is the latest cable on the 

Mexican economic situation. 

cc: Governor Wallich 

Attachment: l:exico ll•956 

L !ense class;f.cJfi~ of t 11 d 
t th . , . • , oru, . -t 1 o e I!''.: M ,on oi U S G 
of'tC'ill'" ,.. c:- ' ,.,¥Cf" ,".'.In? in" u 

' ,, /,i.s1f1P~ ,,, dPr fxr, • v D•-' 
I h . •M ' • ,, ~, l" v,. C P'OVidt>s t~at A d • , , cc. 11ent. .. , .h.:l! , 
t ass, ,cat 1 at least 2s h• a~ 
1 1 '<>· as t t cf • ug 1cst cl2ssif1td component." 



BOARD CF GOVERNORS CF 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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" FM ·A~EMBASSY._HFXTCO 
. ~· 'TO Se'..CSTAT~ lolAS.Hl~C lMME.UIATE 8R4M 

.. 
i :c •·o N r: lei r: 'd TT t,. L . MC:)(rr:0 )1.19i:;5 I' ' I . , ·- •• • 

1 I IMOIS FOK 01STRIBllT!ON FOR s,n,E,C,P,E'~,ARA,S/P, 
J '.1' F AS lJ R y , ~I s r , r: R R. n N L y 
l i • DUL -,;,,25/07 

FO 11.652: Gl'lS 
.,;· ' T A I': S I F F t N M Y 
1 -~ U J : M E )( I C A t-.l F. C ON O M I C S I T R E P 

•• EXCHAN~E SYSTEM. ~ODAY, NOVFM~ER '4, OOLL•R BUYING RATE 
rONTINUEl'l TO DPOP. BAN~O OF COMEPCTO kFPnRTS THEY OP~NEO 
,H 2!5 Pt:SU~ TO c311y OClLLAQS A"'1D 2~ T(J SFLL, BUT CLO~~D fl 
~4 A~O 2\ RESPFCTIVELV. HOWEVEP, OFFICIAL NOTED OTHtR BA~K~, 
ANn fVFN BANCO DE CO~ERCIU BgA~CMfS nuTSI~f OF MEXICO, WfR~ 
nunrrNG ~OMEWHAT DTFFEPENTLY ALTHQ 11GH TENDENCY WAS T.,.E SAME", 
MARK~T Cl"INTINur:s rn I-IANOLE MnSTLY PEnUFSTS BY INDIVIDUAL~, sn1,1F nF 
WHnM TRADEn LAPGF AMnU~T~. 3TILL LTTTLF CURPORAlE ACTIVITY 
~E'N~ NQTEn. DOLLAP RUVING RATF nROPPING DUt TO DOLLAR 
nF~ERING~ CQNTTNIJJNG snMF~l-l~T LARGFR THAN DEMANU. BE~AUS~ 
RANKS HAVE NO ~UARANTEF ThAT BANCO OF ME~ICU ~ILL RUY 
THF FRnM TµEM, OR THF ~ATE IF TT ~UYS, TMtY AR~ 
TR"ING TO RALANCF THFIR PU5ITION~. B.6NCU DE CQMERCTU 

. TUnK IN A LAPGI:' ~Ml')LJNT OF noL LAfi~ AT 213 PE .50S EARLY 
· MONDAY L~AVJ~G IT VEPY LONG nN onLLARS. HOWEVEP, IT 

NOW ALMO~T BALANCEn TT~ PO~ITI"N~ INFURMANT 
~MPHATIC TMAT ~A~cn nE MFXIcn NOT JN lME ~OREIGN 
FX~HANGE MARKET TN ANY MANNER. 
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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 Wallich 

,..... 
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FROM Amconsul CIUDAD JUAREZ DATE: November 12, 19 7~ 

------ ---~ J o- · j\.) 

SUBJECT: Monthly Report of Developments in the 4-..... 

Ciudad Juarez Consular District - October, 1976 
REF 

V1 
;-q ,- -

1 SUMMARY: 1. One of the U.S.-affiliated twin plants ir~::,-.t'iJC\f'j~)}; 
Ciudad Juarez s expanding its operations here as a resu+,j B \ ~\W 
of the peso devaluation and there is indication oth~i;-.@ ·."tfijl]H 
follow suit. _There is also indication that addi tion~1 t wi n ~H1'ri~'t 
plants will be established here. Some concern exists '.W,.~;\IJ 
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 determinina realistic minimum 
wage for Juarez area. END SUMMARY 

1. Border Industry 

While in the past some twin plants on the Mexican border 
have withered in the competition with assembly plants 
located in Asian countries,· the recent peso devaluation 
appears to be reversing the situation. AMPEX (Cintas i'1agne-
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 is prese ntly 
enlarging both of its plants in Ciudad Juarez and adding 
approximately 200 employees to its payroll. 

LAs a result of the peso devaluation and/or increased demand 
_J 
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for their products, f our othe r t ,h.n pJ an ts are ,::on:::: i_de c i nq 
expanding their o pe rations in Ciudad Juarez . ( 1) Cctrt_/Un cL~ 
Mexico, S.A. d e C.V. (a Japane se fi r m in joint venture wj_tl1 
Contico Inte rnational of St. Lo u is, Mo .) . The firm 
manufactures spray me chanisms fo r spray br-tt~ :'·;. li :, t:Le 
controversy over a e rosol s p r a ys has spurred a trend aw~/ 
from aerosol cans a nd bottles, tl:H~ f irrn has r2xpel'.·ie11ccd ,) 
significant increase in the s a l e of i t s product, n ,,~n- 2cr~sol 
spray mechanism. (2) TDK de Mex ico , S . A. de C . V., .:t ,T l qai'12se 
firm which ma nufac tures magnet s . (3 ) Sangamo Electric~. S . A. 
de C. V. which assembles capacitors. ( 4) Convc~r -:.or s ch'! 
Mexicb, S.A. d e C.V. This firm pack ages disposable surgical 
gloves and garments for American Ho s p i tal Suppl/, E· ·;:::-:.::.;ton , J :t 1. 

Managers of the industrial park s are optirn.i.sti.c i.hat., :i 11 

addition to plant e xpansion, o ther t win plants will he 
established here be c c:. use of the peso devz.luation. \foc~:r:,,-::o::; 
before the d eva luation twin p l a nts were p,c.ying a mi!n 1111 >rn 
salary equivalent to $6.64 per d ay , they are now paJinJ 
slightly more than $4.00 per d ay . A number of Canadian 
companies in the el e ctronics a nd hand tools fi2ld, as we ll , 
a Spanish tool manufacturer, h ave sent representatives co 
Ciudad Juarez to study the feasi bi lity of open ing plant :-:; :\ 1 '·1. c:,, 

On the other side of the coi n , questi? n s are be.-ifHJ :r21; s--::d d ;, 
to the effect Carter's elec tion wi ll have on t he bora0r 
industries, since Garter had the backing of the i\.F'L··CUJ ': 'id c:h 
has consistently viewed the twin pl an ts alc:19 the Me:l~i con bocde1· 
as "runaway sweat shops" which t ake jobs from U. S. 
It is recalled that President-Ele ct Ca r ter stated in his first 
debate . with President Ford that one of the ways to decrease 
unemployment in the United States ''is to bring jobs bac% from 
offshore." 

2. Juarez Chamber of Commerce Ini ti u t es " Buy i n Juarez " __ CampL-1.iqn 

The Ciudad Juarez Chamber of Commerce has lau nched an aJ.l--0ut 
publicity campaign through all o f the news media o u tlets in 
Juarez and El ~aso to attract the buying publ i c in both cities 
to take advantage of the ailing p e so and shop in Juar2z . 
All of the news media, including El Paso te l evision , have hccn 
plugging Juarez restaur a nts, hotels, s upermar kets , dc~ar~~c11l 
stores and auto repair shops, where t h e fl oat ing peso is being 

\ accepted fr om 24 to 25 pesos to t he d o l lar . Banks i n both 
' Juarez and El Paso report heavy deman d f or conversion of 

UNCLASSIFIED 
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... 
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dollars to pesos since the secnqd devaluation. Tmport:.ation 
of "Articulos Gancho" h as dropp ·,.d about 30 p e r cent since 
the second devaluation. 

3 . • Survey Pre2ared for __ !:_0_1_:__Na t.:Jonal 
Minimum v-lages 

ConU11:i.~;sj_on 

At the reqlle st of various local e rnp.loy(::r::,' and busines s 
organizations, the National Co:11•uissio;1 for Mj_ nimum Wages 
authorized a study to be und er t al:en to dete rrnj_ne a minimum 
wage for the Ciudad Juarez (Econ6rnic Zone 9) which would 
accurately r ef l~c t the cost of living h e re . The report , 
which was submitted to the Loca 1 Commj_ss:i.on for Minimum Wages 
prior to the devalnation, recommended a n increase of 10 . 84 
per cent in the minimum wage, ~ r 9 peso s p e r day, to bring 
the minimum wage t~ 92 pesos p ? r day. ·As a result of the 
devaluation and the 23 per cent increase in wa ges which 
followed, the study .,vas arne11de t'1 to recomme nd that .minimum 
wages be increase~ by 5.78 per c Pnt f b r 1977. The workers 
sector, however ,,~isked that th e minimum wage be increased 
by 40 per cent. The Local Cornaission for Min~murn Wages h as 
proposed that for 1977 the , mir, :imurn v-:age jn Ctuclad Juarez be 
increased by 11 per cent. The e mploye r s ' sector regards 
this as an excessi.ve .i.ncrec1se ir nd int0-:!nd2. t o oppoi,e the 
1)osition of the Local Comrnissjon for Mini_mu r'.t T-bges . 

The study leadirLg up to the rpr;:omrnended cl1.n~j e i i1 the 
minimum wage contains a number of inl2re.st.inc1 observations. 
For openers, the repor t stun s 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. Whe n the survey was conducted last. summer , the 
city's [Jpulation was estimated at 573,742. The survey 
notes that during the l as t sixteen years the city's annua l 
growth rate has been 5.74 per cent, compared with the 
overall MGxican population growth of 3.3 per cen t. The 
survey directors placed the blame for this dangerous and 
uncGntrolled growth on the never-ending migration of people 
from the interior of Mexico, at tracted to Ciudad Juarez by 
the hope of better living conditions and the chance of 
migrating to the United States--legally or illega l ly . The 
internal mis; 1tion was held to be responsible for the acute 
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unemployment situation in the city . The rep0~t also notes 
that the· ,Juarez population cont a:i ns a.n c. s l:ounrJ inq number 
of young people (approximately 65.67 ~Pr cent of the 
population is younger than 23); that 17 .~>'70 " green card " 
holders (Me:zicans who hc:ive been lawfuJ.ly odmj_ttcd • to 
the United States for· permanent :ref;.i_c3enc~) LL·,,,e j_n ,Juarez 
and work in El Paso , a trernenc\01..is f i nc;r.c i_::i l impact on 

. both ci tie ~,' economy; the Mexican xni n irn:,rn WE,ae has been 
upped eight times sjnce 1966 1 ~: rd thie: 1.10 ,:, ve r_:cn~: dev0luation 
of the peso is caur;;ing p.cess u n =· for st i.LJ ;Jnother pay 
increase. 

Sl 1/"YIRO 

UNCLA!3f'. 1 ._, LLD 
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FROM : Arnernbassy ME XICO CITY DATE: November 10, 1976 
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SUBJECT : 

REF : 

r -i 
,,, 3/10/01' 

Embassy" is aware of two major fmfi:Yjgn f i~ mifkcwagen 
and Massey-Ferguson) which for various reasons ar e 
trying to reduce or have reduced their equity inve stment 
in Mexico. There may be other firms considering doing 
so also, not known to the Embassy. 

Volkswagen 

Though local Volkswagen spokesmen maintain adaman t ly 
that their efforts to dispose of 40% of their equity 
investment either to the Mexican Government or to 
Mexican private investors is no more than an attempt 
to follow worldwide VW policy, we understand that the 
VW management is thoroughly fed up with unreasonable 

'..J ' 

co 

0\ labor demands and the resulting cost price squeeze in 
which automobile manufacturers find themselves in Mexico. 
The VW plant, in Puebla, has a radical union and was, we 
heard second-hand, presented with a wage incr ease demand 
following the second devaluation on October 24 on top of 
the earlier increases. Management also finds trouble-
some the GOM's requirement for ever increasing export s 

·COML 1 
in order to offset import of needed automotive componen t s. 
According to press reports from Wolfsburg, Germany, the 
parent VW firm has been obliged to make up local losses ( 

j 

FILE 1 
; A~tlon Taken: 12.. 

of a billion marks since 1976. The Mexican company was 
founded in 1964 with a 250 million mark investment. In 
1969 it started to show a profit, obtained 35% of the 
Mexico market and exported its "Safari " to the United 
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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. In 
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 aisistants. 

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 Government 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 advantag eous 
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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FROM : AMEMBASSY MEXICO CIT y 

SUBJECT : PETH.OLEOS MEXICANOS FORE:CM,T: l'.J 7G- :!.l lfJ f) , 

REF : 

'1. BEGIN 
primarily 
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devoted to its 

Jn a 
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rH?.WS J)i:l pc:::r S Llf!O 1., ' ill'.'' l • 
omrlj_shrnGJJts riu1:' r,q ,·1, .· ·, 

Echeverria administration, Ff -~tro J r.o,.; Mc :xi c,i 11 r J:; <.) u l: I i 1, ,,, i 

its projections for petr0leu m production , · :i. 11 ·1 0 s 1·111 •.: nt, ,,. ,, 
cash flow. 

2. Demand for hydrocarbons 
Crude and Liquid Equivalents 

Year Consumption E}~)2 --
1976 419.6 3 
1977 451. 9 5 
1978 486.6 5 
1979 524.0 5 
1980 564.3 5 
1981 598.0 5 
1982 633.8 5 
1983 671. 0 5 
1984 712.1 5 
1985 750.4 5 
1976-85 5811. 7 SJ 

If the ratio of reserves to 
to 1, • Pemex needs to discovc 
new reserves during the next 
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Mexico A 3/;l.. 
Pu.ge 2. 

..i. Projected cr>11su1n1)tiorl ·tt1rough the year 2000. is as 
i_-olJows: 

Year Maximum Minurnum -----
i ) 9 8 l) 750.4 750.4 

1990 1043.1 779.4 
1995 1470.5 1052.0 
2000 2077.8 1422.8 

4. Investment required in the petroleum industry in 
billions of constant dollars (1974). Difference depends 
: :1 \ 1-:;vcl_ of consun:pLLon stlown :Ln paragraph 3. 

19 ·; G···· 8 2 

DriJling 
Prod uc LLc)ri 
I) f • . ' ,e .. in .ing 
PetrochC?rnicals 
'I'ransport 
:3oc:Lal ,-:i.nd 

l\dm:i.n i.s tr.:-t t :Lon 
Capital and 

Acqu:L:3 j_ t :L e n s 
;•'. ):p.Lu r ,1. Lu r y 

:_·; ·t 11.J i.c: :~ 
'l':.Ji·.aL 

3.988 
.SJ8 

l.914 
l. 1148 
1 . 0~'>4 

.092 

13 . UOJ 

J.9!33--2000 
~o-.~--i-m_t_u_n_ Minimum 

28.007 17.314 
4.754 2.583 
5.969 3.242 
4.474 2.431 
6.978 3.763 

l.899 .991 

9.036 -1:907 

5.076 3. /; 8 5 
··---· ··---·- :-;1r:-:rns uG. :uo 

·· :;ar, h f .l cM 5 .. n h.1 ·,] i.n!1 s o f const:-:i, 1 !: dollars. The! upper 
, .. i.c_1 i 1·::: : for.· e:: 21cl1 y c,·; c .:.' -;c, u :-ne :.:.: r;rices w:i.ll be ad~justf.!d ·to reflect 
11 {] ~1t :i.on. • Th e :l c, , ./,: l f .L•JlE' •.· ::;hows results .i.£ prj_c,!s remain 
, .. i. ~c,!d ,'::t curc"e11t t c.:v ,=:d ;3 ancJ r. :herc :U:; a lO!t rate of inflation. 

r. Jt-'! t'l .. D OF?IClJIL USE 
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Year Spending 

1976 4.108 
4'. 108 

1977 4.422 
5.852 

1978 4.511 
6.575 

1979 4.765 
7.718 

1980 4.840 
8.742 

1981 4.872 
9.870 

1982 5. 30 8 
12.144 

END UNCLASSIFIED 

Income 

3.791 

1}. 175 

4.49G 

4.877 

5.219 

5.S')S 

6.001 

M0 ~(ic,, 1\ 
J; ·c.l lJ t:! 

~··-··- - - -· . 

.552 

. ~) 5 '2. 

. ~; <l 6 
:L .91 0 

. 3 G :1 
.; . fl J 9 

,'. . 713 
... 0 4 9 
'i . 14 1 
- . H,9 
.j. 5 9 H 
~- r: 1, ) · ) ..... ' _) 

~, .. 3 21 

6.BEGIN L.O.U. COMMENT: Pcmex's projections of CXJUrts o( 
only about 150,000 B/D seem unrealistic, given M<?:cico.~; 
need to expand exports to meet . b ,1 lance of pc1.yrne nts def:i_ci t. 
'11 he report does say that Pernex should plan i.n,·cs tir,ent to 
me·et the maximum projected demand and export: any ·i if f c~r ' 11cc 
between that and actual demand. The dif fen~ncc 1NOL1 J c1 ir •e,:i n 
additional exports of up to 722,000 13/D .i.n 1990, J..l rni.Lli •,.: n 
B/D in 1995, and 1.8 million B/D in 2000. 

7. Para. 5' is a strong argument against freezing the prices 
of petroleum products. The GOM froze pr ices f :r0m l CJ 5 A 1.n ti. l 
1973 and Pemex was unable to generate sufficient inco•ne: tn 
make nece·ssary investments. If such a freezr~ wen-~ rci.11q_:( '1;•:' 1.l 
Pemex' s ability to meet domestic demancl wouJ.c1 be in :ir•op;: :-··l';'. 
Such financial pinch as Pemex may feel is l argely :,cJ f'c.'.'i.11!.:Li,_-t-y•l: 
the .GOM collects $ 5. 7 5 excise tax on each barrel cf cTur.li"2 
exported. 
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BOARD THE "r-E DERAL RESERVE SYSTEM 
.,/ ,/ 

To: Chairman Burns 

From: George B. Henry @ 

I 

December 3, 1976 

Attached are the latest cables on the 
Mexican economic situation. 

Attachments: Mexico 15169 
Mexico 15184 

cc: Governor Wallich 

• d ent is d1 ' O•fense classification of this ocum. 
• . I . of U S Government 1nformat1on to the inc us1on • • . 10"01 

officially ctas;i!ied unde1 Executive Order • 
which provides that '·A docu~~nL ••• s:~1; bo~a\: 
classification at least as h1~~ as t, a 
highest classified component. 
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~- EXCHANG~ RATE AND rn SOME PRlvrn us EXPEtTATtONS~ 
,TLP NEITHER ANNOUNCfn A NEW PES OID"LLAR PAQITY NOR PRO~ISEn TO 
~STABLISH 
nNF IN THE FIITURF.a HF.: 1;,EVOTEO AN !,-.,PRt~S!VF. AV10Ut'-11 OF TIME 
TQ EDUCATING Tl-IE P.LIB L!C l'.'lt~ THE Rf AL MEANING nF L1EVALIJ ATJON. F:FFOR 1 t 

I.JQIJLD BE MADE' TO DESIGN MEASURFS TIJ 0 1scn ur<AGE C.t- ? ri AL FLIGHT~ 

-1 • B A L A N C E O F P A Y M F. N T S n ,J n n I R E I'; T M n: T I('l N W A S M A Li F iH 
ME~ICO ' S OVEP W~ELM!NG FOPEYGN n~RTv JLP PRnMlSF0 T~ AT 
RORROWIN~ ABOAn Ry THE HENCEFORl ~E Ll 1 ,' TEn FOR 
r. AP ITAL GO n D S O 1-J L Y /IA EA SI_ 1 R S AF FF.CT ING ·1 HE P q IV A 'ft. Sf CT O q 1

.1 t: 0
1 ~- V: ~. 1', 

c; PF' c' T FI C , RUT i T APP FAQS r ~J />, T M O Vt. ,i; :~ ILL ll E MA t'l E l O SUBS 'i Ii U ' •: r & 1 ; r F /' 
PRnTECTION Fn~ IMPnRT DUn TASu Al TENTION _ WILL BE GIVEN TO 
TNrREASING LAB nR INTEN~IV E A~ RTCULTU RA L ~XPORlS" 

'i.. MONET ARV PO 1 .. Ir: y T' HF Pr.: 1, 1 At; • L. Ii TL f_ U 1 :Sr: u $ T (1 ~-1 F 1:. R 5 E , 8 U l i HF. 
'' 0 11 LJ_ A R I Z A T 1 f"l N 11 C' F T H t :~ F X I C r,, N f t O t\l U M V ~l ,1l 5 Ll F S C R H i F iJ A S A T \.- H F A T 
T o M E x I c t. 1~ s o v F' R i:: I G N r y y ·r ..i r1 r 111 ,. r t:? r.:. 5 T r N G P R n P n ,\ u; . ,,. t:. R E M A o F. F o R T ; , i· 
r. 1-H: A T I rH~ 0 F " S T OP E C F V A U JF. ri PJ S T I. I M E N T S , P E S 11 M A b L Y T O w E A N 
ME~IrANS AWAY FR nM HDL~IMG onLL A~~ . PkGPOSAL CALL.S FOH TH~ 
MINTI NG OF .T RAnITION6L MEX1CAN ST~VER COINS WHICH H~ CALLED "OU~ 

T Ro NG P F. S O 5 11 ,. Tl-• £ o ·r H ~- H r,q: • i .:.· o ti i_ or S f l".1 R T H l S SU At,' C F O F N F w L. O N ., -: r:: ••1 

RON D S B ACK F. iJ 8 v TH F Pf~ n D ! IC '/ In M l) R l C RA\~ MAT E Fr I AL MJ ll L :r N KE D i 0 
THF WURLD MARKET PRICE or ~! L V~R AND GlL m JLP MAOL SrMF JNTERESTTN ~ 
rOMMENTS WHICH SFEMEn r o ArFFCT THF FuTURt 4A!L11Y UF ~TATF 
nQ\IERN ME"-IT!, 'TO BnRQO¼ 1"1M T~• r: j < o ~-1:,,, 

~Q INV€STM~ NT PO L1 rv 1 THF P~FSIOFN T SAID lHAT THE WOULn 
E I=' K T O n R H: "' T I "' V r: s T M r.· N r T ' ; T H t F :i LI O 1•' I 1\1 G p R r p k I '. a ·. 0 F s f C T OR s : 

, ,\ GR I r Li L. T u ru: ti N f'l I I V F. !'q n C K C l'-1 E p 1; V , ? I: 'f R O C !"1 E /·I T Lf<t. 'S r~ lt--1 l N G p s T F. E L , 
f'AP!TAL Guno~~ TQA~SPQRTA TtON ANn RASIC C8N~UM~R Go ans. HE SFfMEn · ·11 

MAK E A M II T F o c i\ L L For. 11 o t;' E r n R ;;- I N P' \' i:.· s H1 F.' ~' T " 

~a TAX POLTC Y: TAX RAT~S SHOUL~ PE AnJtl~TtO FQQ INFL~T JONg PPOGRF ~~ 
~1 1/E TAXt.TiO~' nF PICr'ltH:.5 1-ii'. l.1- r~c RFIN&TA·rcJ)a 11-: AN f.. FfnRT TO • 
FNr.ouRAGI: QEYN\IE~P1E'-J1 ur- l': ;.\ "..l '. 1 7'/,r.s, Hrq·,FH Tf, )(i:.' ~ j,, '(LL PE 
,\ P PL T E o T o er, M P A ~, r r:- s , r, r c:. p;, 1 l , •• i: ,-, 0 i•J) F r T s E f-1 P H A s 1 s 1,, A :i, 
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rONTROL INFLATIO~. A SYSTEM ~ILL ~E PknPn5F0 .•~ ~,v~ SAL t RY JNC~~A~1 
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ACTION EB ... 07 
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M~KICO 15!84 0221392 

OIC-02 Lw03 /~6~ W 
·z ... .., - '" "' ,. "'·"' ........... ~· ........... "" ..... -· ., .. 

O R 0 2 2 0 5 6 Z (_g_c;._ / 6 Z n· .. 4 
FM AMEMBASSY ME~Ico 
TO SECSTATE WASHDC IMMEUIATE 8970 
INFO AMEMBASSY GUATf.MALA 
AME M 8 ASS Y MAN AG IJ A 
~MEMBASSV PANAMA 
AMEMBASSY PORT AU PRIN C6 
AMEMBASSY SAN JJSf 
AMEMBASSV SAN S4LVA D0R 
AMEM~ASSY SANTO UOMlN G~ 
AMEM~ASSY TEGUCIGAL PA 
AMEMBASSY CANBERRA 
AMEMBASSY WELLINGTON 
AMEMBASSY OTTA WA 

,,} 

L I M I T E D O F F I C l At.. US E • 1•\ F.: X T. C O 1 5 1-H 

EO 116 5 2 : NI A 
T A G S E .A G R ;i E 'f R D i, M X 
SUBJ . MEAT IMPORT PROGRAM 

REF A) STAT E 290~451 BJ SlATE 29J203 

1~ EMBASSY FEELS STR ONG LY l~AT ntc 6 DE AO~l NE FOR SUti JEC T 
GO NS ULT AT IONS l S UN RE I\ l. l Sn: C FOR MEX l CO. ~y ::: '.1 CA U Hi E JUST APP O I IH ED 
~EST ERDA Y AND W:: DD N (! i Y L: i ( r JO W ): F Kt: Y Cl r t l CI AL S FAM H. It>. R w YT H 
IMPORT PROGRAM ~ILL CONT!NUf IN OfFICt. 

FOffM DS.1652 
8-GO ----------·- ----
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NOVEMBER 30 ANO CHECK TUDAY REVEALS fHEY HAVE NOT YtT F0LUS[D CIN !HE 
MATTE RQ THEY ~OU LD PRfFER ~ONSULTATIONS A1 L.ATER DATE J~ HAVE RtTTER 
IDEA OF ACTUA L SH ! P~ENTS IN l 976~ EMBASSY FEF~~ Wt SHOULD GI VE THEM 
AS MUCH TIME AS POS SIBLt dO AJ ~01 TO GIVE !~PRE5SION THA! WE ARE 
PUSHING NEW TEA M I ~TU A~REEMENf REFOkE TH EY HlVt ~~EIR FEET ON THE 
GR OUNO •. 

3~ WE CONTINUE TO ESTIMATE :, .77 SHIPMENTS~- 60~½ MILLIO N 
p Ou ND s w r TH p Os s { B ! L IT y T ti ,0. r t. s-:-: MA·:· r: MA y .~ L' ; ':,-,J ~· '. R '(/4' 1 If r.: 
IN VIE~! OF PESO UtVALU14TlONv .,·:::E1H sw:.i11r:: •;·'.:-. 1.::·'./f:. ~t:f:4 AT 
v: E E K L Y R A T E O F 2 .: 0 M 1 t. L 1 0 i-1 P P 1 1 

• I I.) 8 ,, 
JOVA 

,. 
L Pl r-: :. 0 0 FF l C I AL ; i:-:7 ·, 



TO: 

FROM: 

Chairman Burns 

----Ted Truman e- (Yl ( 

December 6, 1976 

Attached is the latest cable on the Mexican 
economic situation. 

Attachment: Mexico 15287 

cc: Governor Wallich 
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Mt:XICO 15287 ' 01 OF ~2 040?.062 

ACTION ARA•10 

INFO ocr ... 01 I su .... 00 SP ... 02 

ClEP .. 01 S;:i , ... 15 STR•04 

FRB ... 03 !NH•--07 NSAE•00 

R 032~Hi5Z DEC 76 
FM AMEMBASSV ME Xlc o 
TO SECSiATE ~lAStWC 9013 
INFO TREASURY WAtiHDC 

125361 

SOM PI BEN TI AL SECTION 1 OF 2 MEXICO 15287 
cl.AL -, /,U I ,,-7 

E,. 0., 11652! GOS 
TAGSi EFIN MX 
SU~JECT~ MEXICAN INTEREST RATES 

1Q IN SPITE OF THE .ALMOST 50 PERCENT DEVALUATION OF THE 
PESO ~ MEXICAN DEP OSIT INTEREST RATES HAVE NOT BEEN CHANGED. 
DEPOSIT INTEREST RATES ARE FIXED BV THE CENTRAL BAN~ AND 
THERE IS NO CUMP~TITION BETWEEN BANKS~ LENDING INTEREST 
RATES ARE ALSO FIXED BY THE BANK OF MEXICO i BUT THE~E IS 
MORE ROOM FOR COMPETITION BY VARYING COMPENSATING BALANCE 
REQUIREMENTS~ THt REASONABLY STABLE LENDING RATES CANNOT 
POSSIBLY CLEAR THE MARKET WHEN INFLATION IS RUNNING 25 TO 
35 PERCENT~ AND LIKELY TO REMAIN IN THIS HANGE FOH AT 
LEAST A VEARu PH ~S! OENT LOPEZ~PORTILLO HAS CALLED FOR A 
RESTRUCTURING OF INTEREST RATES~ AND PROPOSED dTHER 
INN OVA T ! 0 NS A IM f.. ll AT SLOWING THE II DULL AR I Z A TIO N 11 0 F 
MEXICO., 

·2 0 THE HANK Of M~XI CO HAS BEEN UNWILLING TO LET DEPOSIT 
INTERES T RATES H. U AT~ 0 R TO ADJUST THESE R ,H ES TO A 
LEVEL THAT WOULO GIVE DEPOSITORS A REAL RETURN ON THEIR 
INVESTMENTS IN FIXEOPTERM DEPOSITSQ 

S-0 N F I t> E !~ T I A L 

FORM DS-1GS2 
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3~ THE TRADITIONAL ALLEGIANCE TO FIXED INTEREST RATES 
IS APPARENTLY VIE WED BV THE BANK OF MEXICO AS A SIGN OF 
FINANCIAL STABIL ilYc THIS IS NOT NECESSARI LY VItWED THE 
SAME BY THE PUBLIC AS THEY HAVE BEEN MOVING FROM 
LONGER TIME DEPUS!TS TO THE MORE LIQUID INTtREST BEARING 
DEPOSITS~ ANO/OH INT O DOLLARS~ PESO TIME DEPOSITS MAY 
NOT INCREASE THI5 YEARp BUT EVEN HOLDING THESE DEPOSITS 
AT EN0- 0 75 LEVEL~ WOULD BE AN ACCOMPLISHME NT UF SORTS~ 

4~ INTEREST RATES ON THE MOST LIQUID POPULAR SAVINGS 
INTSTRUMENT (FHl AMCIAL BONDS) PAV 7o5 PERCENT INTEREST 
ANNUALLY AND CAN BE REDEEMED UPON DEMAND~ TH IS rs A 
DECLINE FROM THt Bv75 INTEREST PAID ON 1HtS~ INSTRUMENTS 
IN DECEMBER 1974c THE HIGHEST RATt OF INTERtST PAID BY 
FINANCIAL INSTITU TI ONS IS 12 PERCENTP NET OF WITHHOLDING 
TAX ON CERTIFICATES OF DEPOSIT WITH s1x~MON TH MATURITIES 
ANO IN DENOMINATIONS OF ONE MILLION PESOS OR MOREQ 1HESE 
INSTRUMENTS PAID 11~5 PERCENT IN DECEMBER 19751 THE RATE 
DROPPED TO 10,75 PERCENT IN JANUARY 1976 AND WAS 
INCREASED TO THE PRESENT LEVEL IN MID-AUGUS T 1976, THE 
R A TE f OH F I N A M C lfi L B,A N K S D I D NO l I N C R E A S E A. T T H ! S T I M E w 

5g IN LIGHT Of A CURRENT RATE Of INFLATION UF 35 PERCENT, 
WITH THE PROSPEC Y OF A RATE OF 30 PERCENT CONTINUING 
THROUGH MOST OF l977, IT MAY BECOME INCREASINGLY 
DIFFICULT TO ATTHACT OR EVEN HOLD PESO TIME DEPOSITS. 
THE RESULT COULO BE AN INCREASING DDLLARIZA TIUN OF THE 
ECONOM~ p PARTICUL ARLY IF THE PUBLIC ANT ICIPATES FURTHER 
DEPRECIATION OF ThE PESO AGAINST THE DOLLARg 

6 ~ THE FEDERAL GLIVERNMENT DOES NOT BORROW OlRECTLY FROM 
THE PUBLIC BU "f RATHER DEPENDS ON THE BANKPJG SYSTEM TO RAISE 
FUNDS WHlCH THE GOVERNMENT BORROWS VIA THE CENTRAL bANK~ 
THE CEN 7RAL BANK CAN ADJUST THE FLO~ OF FUNUS AVAILABLE 
'TO THE GOVERNMENf THROUGH RESERVE REQUIRE MFN TS ~UT DOES 
NOT BELIEVE IT CAN SQUEEZE THE PRIVATE SEC TUR FURTHER AT THI S 
SOME LENDING bY THE CENTRAL BANK TO ThE GOVtR~MENT IS 
BE I N G DE N O M I N A H:. 0 ! N II ME X • D O L L A R S g 

11 " ME )( D Cl L L A R S 11 I S A 
RELAT I VELY RECEN T TERM USED TO DESCRIBE THE DULLAR 
DEPOSITS IN MEX ICAN FINANCIAL INSTITUTIONS o THESE ARE 
ALSO BEING us~o foR LOANS TO PRIVATE EN TEkP fHSES. 

t- 0 F I D E T I M. 

,.i~t~: ' 
i,...-:/·•· ht• 

:£t~. (1._..a:1,:,1~§.,..R§M_Ds_._1 e .... 5_2 _____________________________ 
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7 0 A MORE FLEXI ULE INTEREST RATE POLICY IS NEEDEDf 
PARTICULARLY lF rM E PESO IS GOING TO CONTINUE TO FLOATo 
CURRENT LENDING INTEREST RATESf WHICH CAN BE AS LOW AS 
15 PERCENT FOR MUR TGAGES AND PRIME BORROWERS ARE NOT 
CLEARING THE MARKETQ PRESUMABLY CREDIT !S BtING ALLOCATEO 
BY SOME KIND Of SELECTIVE ADMINISTRATIVE CR!TERlAo FOR 
EXAMPLE~ THE ~ANK OF MEXICO HAS TRIED TO EN~OURAGE ~ANKS 
NOT TO LEND TU SUBSIDIARIES OF MULTINATIONALS WHICH 
SHOULD BE ABLE 1U BORROW ABROAD, HOWEVERf A MANAGER OF 
ONE SUCH SUBSIDIARY TOLD US HE WAS A8LE TO bORROW PESOS 
APPARENTLY BECAUSE HE WAS CONSIDERED A SAFE R!SKc 

8~ FINANCING THE PUBLIC SECTOR DEFICIT IN A NON• 
INFLATIONARY MANNER IN 1977, AS STIPULATED lN THE IMF 
PROGRAM~ MAY BE OIFFICULTg WHILE LOPEZwPORTILLO CALLED 
FOR A RESTRUCTUR IN G Of INTEREST RATES, WE DD NOT YET 
KNOW WHAT THIS MEANS~ WITHOUT A SUBSTANTIAL INCREASE 
I N PE SO I NT ER EST R A T E S , T HE " DO L L AR I Z A T I O N 11 O F T H E 
FINANCIAL SECTOR IS LILEY TO CONTINUE~ IF THESE DOLLARS 
CAN BE RETAINED IN MEXICAN BANKS~ THEy CAN~ PERHAPS~ 
FINANCE AT LEAST PART OF THE PUBLIC SECTOR DEFICITQ 

9» qDOLLARIZATIUN ~ WAS CALLED A THREAT TO MtXIC0 1 S 
SOVERIGNTY BY LO PE Z-PORTILLO, IT ODES REDUCE THE 
ABILITY Of THE MONETARY AUTHORITIES To RUN A MONETARY 
POLICY THAT DIF~ERS SIGNIFICANTLY FROM THAT OF THE u~sg 
BUT AS THE OEV~LUATION ANO SUBSEQUENT EVEN TS rlAVE 
DEMONSTRATED, THIS MAY HAVE NEVER BEEN A REAL ALTERNATIV~ 
FOR AN EXTENDED PERIOD OF TIMEQ . 

€-0 t~ F I f) E ,~ T I A I: 
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ACTin N 1,Rt1 <,r, 

. . 
~! C! EP~~l ss~ 15 STR•04 OMB•01 CEA-01 CIAE-00 C0ME~ 0 

FRB ~03 IN H~07 NSAE•00 XMB•02 OPIC•03 LAB•04 SIL• ~'. 

R 04 00151 nEC 7 0 
FM AM EMB AfiS'.,1 IH: XIC O 
'TO SECST ATE NA SH UC 9014 
TREAS URY ~!!~~;HDC 

126862 

'G O ,d I' I D E fl T I A l: SEC.TION 2 OF 2 MEXICO 15287 

1 0 0 T O C OM B \ T '1 DUL L AR I Z A T I ON 11 , L OP E Z • P OR T I L L O H A S 
PROPO SEO THE REINT RODUCTION OF SI~VER COINS AND LONG~ 
TERM BOND~ TIED ro WORLD PRICES OF BASIC COMMODITIES 
THE MEX!C U PRO~)iJCE Sg JLP SAID THE "STRONG PESOS" 
WOULD 8E U5EO FOR TRANSACTIONS~ WE SUSPECT THESE WILL 
SOON '.H :; AP P E ,'.\ !-{ H l 'I' 0 M AT T R E 5 S E S , T HER EB V D E P R I V I NG T HE 
ECONO MY OF SAVING S~ THE LONG•TERM BONO PROPOSAL IS 
FUZZ Y, BU~ ~P~EAH S TO CALL FOR bONDS PAYABLE IN PESOS 
BUT DENO MI NATED· I N TERMS OF WORLD MARKET PRICES FOR 
COMMO DI TIE S 3U~rl AS OIL OR SILVERe WHILE BOTH TECHNIQUES 
MIGHT DI VERT PESOS THAT WOULD OTHERWISE GO INTO 
DOLLA R I NS TRUMENT S, WE DOUBT IF THEY WOULD SOLVE THE 
DO LLARIZ ATI0N °HU BLEMv IT WOULD SEEM NECESSARY TO LET 
INTER EST HATES ACR OSS THE BOARD REFLECT THE RELATIVt 
ATTR A:TI Vl NESS UF PESOS VSo DOLLARSo MEXICAN BANKS 
WOUl. O P;HH11\ ~LY 1:1 t:: UNWILLING TO PAY HIGH INTEREST RATES 
FOR Di::Pfl S}:iS P l ~:x cESS OF SIX MONTHS, BECAUSE OF AN 
ANT ICIPAT:nN f HA T RATES WOULD DtCLINE WITHIN A YEAR OR 
E!GH TF.E'. r~ ,tH:J:JrH'.,. 

11 " i O MAMi\GE ,r;. tL. EXIBLE INTEREST RATE POLICY, THE 
GOVER NME N7 COU~0 SET INTEREST RATES FOR ITS OWN SECURITIES 
AND SELL TH~M TO THE BANKS, . OR TO T~E PUBLIC 

,.. 
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1 0R CONT1NU E TO US E THE CENTRAL BANK AS AN INTERMEDIARYe 
WHILE THE NEW AUM INISTRATION IS THINKING ABOUT THESE 

-PROBLEMSv WE SUSP ECT THAT 'THEY WIL.L BE RELUCTANT TO FREE 
I NT ERE S 'I' R ATES J. UST AS TH E Y •• H AV E B EE N R EL U C T AN T T O I. ET 

'THE i EXCHA NGE RA TC: F.LOAT FREEi.Yo THE REASON WOULD BE THAT 
'THE · BANKIN G SYSTE M WOULD NOT WANT A SYSTEM WHEREBY 
:INTER ESTRA TES ARE FIXED BY MARKET FORCES, AND THE 

: :GQM MAY NO T BELIE VE SUCH A SYSTEM MANAGEABLEo 

1 12~ AS A FOOTNOTf.v THREE MONTH DOLLAR TIME DEPOSITS 
• 'PAY 7~5 PE RCENT FOR RESIDENTS AND 8,5 PERCENT FOR NON• 

RES I DEN TS0 IT IS VERY EASY FOR A MEXICAN TO SAY HIS 
·RESIDENCE IS IN, FOR EXAMPLE, LOS ANGELES, BUT HE WANTS 
HIS · STATEM ENTS MAILED TO A LOCAL. ADDRESS a THE RELATIVELY 
'HIGHER RE TURN ON MEX•OOLLARS COMPARED TO u.s; OR EURO• 
·DOLLARS I~ WHA i MAKES 'THEM ATTRACTIVE~ ALSO, THE REAL 

•• ~INTERES T .RAT E ON OOl.LARS IS POSITIVE WHEREAS THAT FOR 
JPESOS IS NOW NEG ATIVE; WITH THE MARKET FIXING INTEREST 
·RATES~ THE GOM AND/OR BANKS MAY WISH TO DROP THE MEX• 
1DOLLAR 0 THIS WOUL D DEPEND ON LOAN DEMAND FOR THE TWO 

·:cuRRENC I ES 0 PR ESENTLY, THE CENTRAL BANK ABSORBS MOST 
OF THE MEX ~DO LLA RS AND REL.ENDS THEM To 
,GbVERNHEN T~ NOW, COMPANIES BORROW DOLLARS ONLY ~HEN 
1PESOS ARE NOT AVAILABLE, THOUGH THIS COULD CHANGE IF 
'REAL LENDI NG RAT es FOR PESOS AS WELL AS DOLLARS WERE 
1 POSITIV Ec 

' 1JOVA 
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TO: Chairman Burns 

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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' ·TRrASURv~ Nscp FRB ONLY 

7/AS/o? d.o.-L 
I'-"., 9., 1165~8 GD5 
"'Ar~S~ !=:FIN., I-AX 
~URJ~CT: MEXICAN EtONOM!t S!TREP 

' J• ~L EWC~ANG~ SVSTEM a ThURSDAY D~C 2~ PESO CLOSED AT 
, l • 1 9 •• 5 '"' TO 8 U V D Ou_ A!'? S V S ., 2 t g r1 0 T n $ EL L F fU O A Y , D c r. g 3 P 

,;1{ ')it:.' 7 T Cl Os~ n AT 2 QI 0 AND 2 i u 5 v) Rf:' s p Er.TI V f:' L '{ Q TOD A y p 

' nEr~ 6w IT AT ANO 2i 0 m0Q MARKET APPEARS 
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.{Wt i .. Mfl.rlKF'f NOF~ rRy:o,1r; ro INFLIJ.F.NtE r ·r ., E!ANnc oi:: Mt.Xl CL, vi ILL 
·_1ir·i:~' .. ~10"' ~UY tASt,!\ l'lE V/\LflRF-5 un,ti:: OR SHORT POSITION AT END or-
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• , • r. 0 \/ER ET) PO~ 1 TI n N .6.. ') POSS H1 l. E ., 1-l Q !d E. V F.}7 RAN CO OE C: n MER l~ I 0 
:t· MA~ NOT SEEN A~Y TRANSACTIONS FOR PURLYC ENTERPRI5F ~NO 
l ',(' ' r. 0 N C L U n E Fl A T R A N C O r.~ f. M t X i C O l S H N O L. T N G E X C: H A N G E N E E n $ 

J:'OP THEM., THi-FIIT .aPPEARS iO BF: IlsJTE'R .. BllNK OR INTFR .. 
~ARA T~ADING DURING OAV 9UT 50~E MAY BE ARRANGED 
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,• ~A~E 02 MEX!CO 15379 070~4RZ 
,)I'! ,. 
f NEW TREASURY S~CRETA~Yg RUDOLFO MOCTEZUMA INVITED OVER 1~0 
} RU1'1NESS~11:N 9 BnTl';i MEX!C:AN ANn FOREIG~•lp TO BREAKFAST, 
i/'1 THT.S M~EiING WAS OF.:LlBERA'TF'.LV NOT PUBLICIZED ALTHOUGH I• . 
I PR~SS DIO !V!NTUALLV NOTE THAT IT HAD OCCURRED~ WE 

~;
1 MEAR THAT MOtT~ZLJMA AS~UREO BU~lNESSMEN THEY HAD 

·.•'.?,!:" NOTHING TO FF.: AR • FROM NE\~ (H.1 VER ~IM ENT WHY CH I~ OU L n FOLL n W 
-. 'fHF. CONSTITUTION· • .JLP DI!') MOT SPEAK 0 HOWEVF.R. REPORT• 
. • F O I . Y B U S I N FZ S S M E N L f: F T • H I r, H L Y H1 P .P. E S S E D " E H A V E A L 0 
', 1-1 E AR rl ' T HA T F .0 R T H R F: E W E E K S PR I O R Hl D E C Q 1 M O C T E Z U M A 

'' 1-lAn REEN SEEING IMPORTANT BUSINESSMEN Al-JD ASKING THc.M 
~\· WHAT THEY WOULD NEED FROM THE ~EW GOVERN~ENT. HE MAOF 
;~ A POINT OP CAR£FULLV NOTIN~ ·THEIR REPLIES BUT MADE NO 
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December 17, 1976 

TO: 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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TAGS~ EF'XN MX 
SUBJECT: FORMtR BANK 
ECONOrHC OU TLUOK 

OF MEXICO DIRECTOR GENERAL 1 S VlEW oJ 

1 0 I SAW FORMER ~ANK OF MEXICO DJRfCTOR GEN t RA L ERNtSTO 
FERNANOEZ•HURTAUO AT SOCIAL EYE~T RECENTLY. HE TOLD Mt 
TH s\ T T H E'. b .A :~ K OF M E X I C O I S I N F L U E N C I NG T HE r< A T E S I N i'l'H: 
EXCHANGt MARKtT AND OOE5 ENGAGE IN f0RFIGN tXCHAN~E TRANS. 

_ACTIONS FROM TIME TU TIME~ 

2~ HF.: ALSO SAlO THAT IrJ NOVf.M8!:R ANO Dl:CtMBl.:.R CAPITAL 
WERt NOT UN~SUAL AS BUSIN~SSES NEEDED MONEY TO pt y 

VE AR .. E 1'. D tHJ NUSE S ANG :VIE E i OT HE t( r u MM IT M pl TS. TH IS CO LI l. .) 
ACCOlJrH FOR THE APP,~REN1 STRENGlH OF THE PE~O AT THE 
MO~ENT. HE SAID T~AT THE NEXT SIX M0NTHS NFRE LIKtLT ~O 
8E VERY OIFF!CULf FOR THE PESO AS THE NE~ GOVERNMtNT kNr 
F X Ch A i~ 1; E SY ST I: M X S BE ING TEST E O • 
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JJANX I CO EXT I-11EX 
T 107 i·,tXICO DF DEC 17, 1976 ROV HS 21•40 
BANhO F GO vEHNOii.S 
FEDERAL RESER~E SYSTE M 
vJASHINGTOi\i D C 

ATfi\:. ~·.rl .I..\RTHUR BURNS 
-.:B!\ I ,U·iAN 

FL~;\SE B2: ADvISED THAT THE B.Ci.N.i\ OF i'EXICO H.C\.S ISSUED FOLLOWING 
TELEX TO THE i"EXICAN BAN.KING INSTITUTIONS• 

"A PART IR DEL 2 0 m: LOS CORR ENTES QtJEDA SIN EF2CTO LO 
D!SPl.ESTO EN NU£STRO TELEX-CIRCCJLAR DEL 21 DE NOVIEi•,DRE 
ULT IhO. CO NSECUENTEiv.ENTE, LAS INST ITUCIONES DE CRSDITO 
1-'0DRAN COMF-RAH Y VENDER hONSDA EXTRti.NJERA. Y ORO At•iON~DADO 
El\/ LOS TER h I NO S DEL!-\ LSY Bf'.\NCAR IA 0 AL EI-ECrUAR LAS 
OPERACIO~ES REFERIDAS SE AJUSTAHAN A LO ESTABLECIDO EN 
NUESTW-\ CIRCULAR 174 0 /72, DETERhINANDO SUS T IPOS DE VENTA 
Y DE COi'-,PRA L IBREhENTC:: • 

LOS BANCOS DE DEPOSITO QUt: ESTH-!E:N NECESA.RIO TOt-;AR FOSI-
CIONES i"JAS AI•~PLIAS QUE LAS PERl•.ITIDAS EN l\lUESTrlA CITADA 
CIRCULAR 1740/72, PRE:SENTARAi\J SUS SOLICITUD.::S AL RESP2:C'f0 
A ESTE BA~CO CENTRAL EL CUA.L LAS RESOLV2RA CON VISTA AL 
VOLUl'El\i Y CAPACIDAD DE Of-ER.C\.CION DE LAS SOLICITANTES•'' 

S:::.CURIT IES HO USES CONTINUE AUfHORILED TO uf-ERATE IN 
":y 

IN ADDITION, AND ON A STRICTLY CONFIDENTIAL i3ASIS, PLEASE: 
BE ADVISE:D THAT i3ANK OF fv!EXICO t-!AY INTERVENE IN THE FOREIGN 
EXCH.A.NG~ i".:AR.kET TO PRSiJENT ERRATIC FLUCTUATIONS IN THE SXCHA.NGE 
R.C\.TE OF THE J:·£XICl~N PESO TO THE DOLLAR• REGARDS, 

BANXICO 

440043 FEDR UI 
BANXICO EXT hEX 
HS 2 1 .45 
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TRANSLATION OF THO PARAGRAFB.S 
IN SPANISll 

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. 1n conducting 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 dc,_em it necessary to take 1-.1 iclcr 

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 volurnc ancl capacity 

of operation of the applicants. 
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CF GOVERNORS CF THE FEDERAL RESERVE SYSTEM 

December 20, 1976 

To: Chairman Burns 

From: George B. HenryM 

Attached are t~~a~est cables on the 
Mexican economic situation. 

Attachments: Mexico 15754 
Mexico 15769 
Mexico 15770 

cc: Governor Wallich 
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Please return to 
.IGtJirnatioog/ lnformat,·o C 

. ·- - . fl ~nt~ 

· REF: M~XICO 15646 

lq FOLLOWING COMMENTS ON PUBLIC•PRIVAT~ AGkEtMENTS 
CAME FROM AMBASSADOR'S DECEMBER 13 MEETING WITH ugs. ~USl-
NESSMENg ugs~ BUSINESSMEN VIEW AG~EEMENfS NUT AS b!~OlNG, RUT 
RATHER AS A "LETTER OF INTENT 11 o ONE ~US!NESSMAN SAID HIS WAS 
THE ONLY FOREIGN COMPANY IN HIS INDUSTRIAL ~ROUP (FATS AND 
OILS1 AND HE WAS UNOER CONSIDERABLE PRESSURt TO SlGNu 

o I T I S 1-W T CL E AR I F T H E P R OP O S ED lJ'J V E S T M I: N T O V E f< l H C: S I X .. 
YEAR PERIOD WOULD AE ADDITIONAL~ AUTOMOBILE REPRESENTATIVES 
SAID THIS WAS NOT NECESSARILY ThE CASE FOR THEIR COMPANIES 
WHOSE INVESTMENTS ~OULO DEP~ND ON ThE!R D~N ASSESSMENT UF THE 
ECONOMIC SITUATIONo TIM~ FRAME FOR PROPOSED NEW INVESTMENT 
APPEARS TO VARY fROM GROUP TO IN SOME CASES BfING A 
TWO•YEAR PERIOD AND IN UTHER CASES LONGER~ THE 8Uj!~ESSMAN 
SAIU µSH0RT-TERM 0 LABLE APPLIED TO AGREEMENTS WOULD BE 
LONGER THAN GOM INTENDS AND THAN INDUSTRY HOPES FOR. 

3w SOME GOM-OWNED ENTERPRISES PAQTICIPATEO IN THE NtGOT!A-
TIONSY APPARENTLY THE FIRST AGRtEME~T SIGNED WAS FOR PETRO-
CHEMICALS AND INVOLVED ONLY PEMEX. 

• 4u THE ELEVENTH AGREEMENT WAS TO hAVE BEEN SETW~EN THt JLP 

0 
LIMITtD OFFICIAL uS~ 

7? 
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Department of State TELEGRAM 
LIMITED OFFlEIAL USE 

MEXICO 15754 1522452 

. TEAM ANO THE BASIC CONSUMER DURARLES INDUSTRY. THIS WAS NOT 
SIGNED POR .REASONS WH!Cti OUR BUSINESS CONTACTS WERE NOT 
CERTAIN, BUT BELIEVED DUE TO THE LARGE NUMB~R AND VARIETY OF 
F I RMS ,. I NV O L V E O " 

' 5. THE BUSINESSMEN ARE NOT CLEA~ WHAT APPROACH JLP WILL TAKE 
TO PR!Ct CONTROLS, BUT SOME SUSPECTED THAT rlE MAY TKY TU CUT 
BACK ON THE NUMBER Of ITEMS THA Y ARE LIMITING 
THESE TO BASIC CONSUMER GOODS AND SOME CONSUMER DURABLE&. SOME 
WORRY WAS EXPRESSED THAT PRICE CONTROLS WOULD BE APPLIED TO 
ONE "BASIC MODELtt WITH FIRMS EXPECTED TO MAKE lJP LOSSES IN 
SALES OF · OTHER MODELS, (CHARACTt:RIZED AS THE "VENt:.ZUELAN SOL• 
UTION"). 

6., WE · VIEW THE AGREEMENTS AS A PU~LlC REL~TlDNS ME.ASUt-<E MO~E 
THAN AN ELABORATE ATTEMPT AT SECTORAL PLANNlNG 0 THEY HAV~ 
ALREADY BEEN A PUBLIC RELATIONS succis~ BUT O~LY TIME CA~ 
JUDGE THElR USEFULNESS AS PLANNING 

7 • . PARTICIPANTS IN THi DISCUSSIONS SAI0 THAT NEWSPAPER SUM-
MARIES WERE ACCURATE. THE OVERALL COVERING AGREE.ME.NT 1S AV~IL• 
ABLEu BUT INDIVIDUAL SECTOR AGREEMENTS ARE MORE CLOSELY HELD. 
BUSINESSMEN GENERALLY ~ERE ENCOURAGE0 By PREAMBLE LANGUAGE 
REAFFIRMI~G RIGHTS OF PRIVATE P~OPERTYv RULE OF LA~ ANO 
DESIRABILITY OF REASONABLE PROFITS~ ALL PARTICIPA NTS ~ERE 
IMPRESSED BY CONCISE, PUNCTUAL ANO tffICIENT NATURE OF SIGNING 
CEREMONY OF OVERALL AGREEMENTg 

·' THOMPSON 
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'PAGE 01 
' ACTION ARA•10 

' INFO ocr-01 1s0-00 AID~05 ClAt-~0 COME~00 Eb-07 FRB-03 
INR-07 NSAE~00 USIAw06 XM8~02 0PIC•03 SP•02 CIEP•01 

. LAB•04 51~•01 OMB•0l NSC•05 SS•15 STR•04 CEA•01 L-03 
H•01 ·PA•01 PRSN01 /084 W 

R 1600062 ( DEC 76 / b 
FM ' AMEMBAS~XICO 
TO SECSTATE WASHOC 9210 

, INFO DEPT OF TREAS WASHOC 
I 
! fr 

~' • L I M IT ED OFF I C I AL USE MEX I CO ( i'; 7 6 9 --

E. o u • 11652: NIA 

019252 115 

• Please return to 
International Information Cenl~l 

'TAGS: 'EFIN~ MX 
SUBJECT: MEXICAN 
EXCHANGE MARKET 

BANKER 1 S VIEWS ON OPERATION OF FOREIGN 

BANCO nE COMERCIO OFFICER, WHO OVERSEES THE BANK'S FOREIGN 
EXCHANG~ OPERATIONp TOLD EM~ASS~ OFFICERS TODAY THAT HIS 
BA~K, THROUGH ITS ASSOCIATED CASA Dt VALORES WAS bUYING MORE 
DOLLARS THAN IT WAS SELLINGa BANK WAS PRESENTLY LONG ON 
DOLLARS. HENCE VALUE OF PESO NA& APPRECIATING. HE SAW LITTLE 

.,, C. HANG E IN TH IS TENDENCY OVER NEXT St VER AL WEEKS AT LE AST ij HE 
SAID BANCO DE COMERCIO SETS ITS O~N RATE ALTHOUGH IT OID 
CONSULT WITH OTHER MAJOR FOREIGN EXCrlANGE TRADERS, ESPECIALLY 
BANCO NACIONAL OE MEXICOe NEVERTH[LtSS DEPENDING ON THEIR 
DOLLAR POSITIONS BOTH BANKS FREQUENTLY HAD SLIGHTLY DIFFERENT 
RATES. HE DID NOT BELIEVE ThE BANCO DE MEXICO WAS I~ THE 
FOREIGN EXCH~NGE MARKET, AT LEAST NOTICEABLYQ HE ALSO 
STATED THAT RECENTLY ATTEMPTS .BY A PUBLIC COMPANY TO SELL 
10 MILLION DOLLARS HAD 8EEN REFUSED ey HIS bAN~ 8tCAUSE IT 
WAS ALREADY TOO LONG IN DOLLARS AND NOT WANT TO PUT 
PRfSSURE ON THE HATEv HE DID NOT KNOW HOWEVER WHAT THE FIRM 
EVENTUALLY OIDe HE ALSO INDICATEn THAT A FORWARD MARK~T WOULD 
HAVE TO DEVELOP SOON BUT SURPRISINGLY COUPLED ThIS ~ITH 
COMMENT ON NECESSITY TO FIX EXCHANGE RATE AFTER A FtW MONTHS. 

,. ' HE BELIEVED THE BANCO DE MEXICO WAS ANXIOUS TO SEE A FORE-
WAQD MARKET ESTABLISHEDQ H~ HAD HEARD OF ONE TEN THOUSAND 
DOL~Ak FORWARD OPERATION THAT WAS REPORTED IN TODAY 1 S PRESS 
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. :L··IMITED OFFICIAL USE 

-ME.XlCO 15769 1600372 

,sur DID No:r KN.OW ',WHAT CASA .DE VALORES WAS INVOLVED. FINALLY, 
·HE · ·INDICATED ·THAT ' THE BANCO .OE MEXICO WAS NOT WATCHING THE 
~M·A,RK,E·T' A~ '!;c:~o-~,E.L.'>Y ·AS I ·T HAD BEEN IN THE FIRST SEVERAL W:EEKS, 
• T HO,~ ~~S:O N • 
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1 : suBJ: BUDGET 1977~ 

lt'.l20176 115 

Please return to 
International lniormnt\on C~nlCl 

' },r \~.·.,:·.· ' . ' 
?f ',,,l;r · 

,, 1
1

/'SUMMARYo 1977 PUBLIC SECTOR BUDGET CALLS FDR 38 0 9 PERCENT 
·INCREASE IN SPENDING TO 616.3 BILLION PESUSo THIS SAID To 
.BE A SLIGHT INCREASE IN REAL TERMS. NET NE~ FINANCING 
i REQUIREMENT IS 126.8 BILLION PESOS. END SUMMARYo 
,rl: .,· •'.~:•'. • 

:i 2·~\\ SECRETARIES OF PRESIDEi>JCY 
\ PUBLIC SECTOR BUDGETIN PRESS 
~HIS ·IS A PRELIMARY REPORT. 
~.~.•~ ' • 

ANOTkEASURY PRtSE.NTEO 1977 
CONFERtNCE AT NOUN, DECEMBER 15. 

3.· TOTAL BUDGETED SPENDING FDR 1977 IS 616.j bILLIDN 
PESOS, UP 38.9 PERCENT fR0M 1976 LEVEL. THIS IS SAID TO 
BE A SLIGHT INCREASE lN Rt.AL 8Pi::.NDING. '..JE PRESUME., BUT 
.HAVE NOT CONFIRMED THAT PRICE DEFLATUR ASSUMEO TD BE 35 
PERCENTQ CURRENT SPENDING IS UP 31,5 PERCFNT T0 374.3 
BILLION PESOS. CAPITAL SPENDING UP 46.8 PERCENT, TU 
[47.8 RILLION PESOS~ ·~ ~' • ' 

f 1 \~ ~: ' 
4. S~CTORAL AREAKOOWN IN PEHC~NT IS AS 
AGRlCULTUREp 16.8; INDUSTRIAL, 33ij3; SOCIAL DEVELOPMENT 
.21.H, TRANSPORTATION AND COMMUNICATIONS, 7.3, TOURISM 
0.4, ADMINISTRATION 20.4. THE BIGGEST INCRtASES ARE 
~OR INDUSTRIAL DEVELOPMENT AND ADMINISTRATION; THE 
LAT-TER INCLUDES DEBT SERVIC-.tNG. E)(CHANGE RATE. OF 
·22~50 . USED FOR CALCULATING F~REIGN UEBT SERVICING 

:~,i~t UNCLASSIFIED 
ii J{D;'•! ·• ·· .. ' 
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115 • .: 'lH E P.R:O POSED I NCO ME L Aw l) 0 t:: S NOT S EE M T O I NC L UDE ,t 

iANY MA.J~R 1AX CHANGES, THOUGH StPARATt LEGISLATION 
', 1s SAIO ·To BE FORTHCOMING, PERHAPS BY WEEKEND. PRESS 

TO L.D ·THERE W.O UL D NOT t3 E ANY MAJOR TAX CH ANGE S, t X CE PT 
~{ .p:R .A,DJU~TMENT OF INCOME. TAX RATES. 

; xr;:, • :, • 
·ll~~{/6 • ,: ·TOTAL ' R.E VEN u u c-: s ' ARE p RO J EC TED AT 6 7 7 0 4 8 l LL I u N pt s us • 
}~~{i'\~ CNOTE ·THAT 6·1.1 BILLION PE.SOS OF THESE A.RE CON$IDU~f;:r) 
,.~:k}i .. OFFSF.TT_I,NG OPERATIONS AND NOT INCLUOED IN . EXPENDITU1-<E 
J~}i ,; F J G UR E • ) M A J OR S D U R C E S G F l N C O r1 E A H t: A S F O L L O W S : 
:~ 'if :{I N C O M E • T ,; X 7 6 , 6 t:l I L L I O N P t. S O S ; T A X E S O N P k O [J U C T I O A N D 

fOMMERCE 42Q9 BILLION PESOS; SALES TAX 40.6 RILLION; 
',·IM~ORT T~XES 17,3 BILLION PE.SOS; EXPORT TAXES, 13.1 
~BILLION PESOS; SOCIAL SECURITY TAXES, 37.0 

REVENU~S OF DECENTRALIZED AGENCIES AN() G0/"1-0wr~EO 
ENTERPRISES 205 BILLION Pesos • . FEC~RAL GOVER~MENT 

,, BORROWING IS TO YIELD 135. 4 8 ILL ION PESOS AND OTHER 
1

. :PUBLIC SECTOR BORROWING 85g6 tiILLIDN PESOS. THIS TOTAL 
,~?'t~.ii P U 8 L. I C S E C T O R G R U S S B O R R P fl I N G O f 2 2 l B TL L I O 1~ I S 

\ 1 R E D U C E O T O T H E N E T N E W F I N ! N C l N G ht F: l:l U ! !:< E M E:JJT U F 
.126.8 RILLION BY DEOUCTI~G AMURTilATlON PAYMENTS 
OF , 74w7 BILLION PESOS AND i9a6 BILLION PES05 ~OR fUNOS 
COMMITTED IN 1977, BUT EXPENDED IN 1978. T~~kE ARE 

1TWO PUBLIC DEBT AMORTIZATION FIGU~ES. QNt IS 74a7 
BILLION ANO ANOTHER IS 94.3 BILLION, SHUUL~ TH~ LATTER 
.FIGURE BE ACCURATE, THEN THE N~T NE~ FINANCING REQUIRE• 
MENJ .~lOULL) •BE 20 BILLION LESS. 
,, Ii • 

7. THEQE WERE NO TABLES FOR 1976 IN fH~ BUDGET 
DOCUMENT, MAKING YEAR TU YEAR CDMPARISONS DIFFICULT, 

UNCLASSIFlEO 
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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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L!MITED OFFICIAL ust MtXlCO lb646 . . -

f:: ,O. 116521 N/A 
f AGS: EGEN, MX 
SU~JEcr: PUBLI~-PRIVAlE SECTOR AGkEEMENTS 

~710ti7 /21 

1 , SUMMARY: LOP~Z-PURllLLO PRtSIDED OVEK MEETING UF GUVER~MtNT 
~NU PRIVAlE StCTOR LEADERS ON DEC 1~, T0 ~OkMALIZt AGREEMtNTS-
JiTwEEN GOVtRNMtNT AN0 140 dUSlNESStS TU 5oosr OUlPUT AND 
i ~PLOYMENT UVER THE N~XT SIX Y~ARS. - AGRt~ ME~T S ~EkE TOJTEU AS 
JAHT OF JCPIS ALLlANC~ FOR PMODuClIUN - A~U k[PRESENT I NFURM AL 
i tCTOR PLANNING, WllH -MOR E PR UMISED, MUH~ IMPURTANTLY, THtY 
~EPk~SENT A MARKEU CHANGE FuR THE 6t1TE~ IN PUBLIC-PRIVATt 
i ECTOR RELAllONS, E~D SUMMA~Y, 

- - • 4 • 

! , LOPEZ-PORTILLO P~E~IDED ovtR MEElING u~ PUBLIC AND PRIVAlE 
, tClOR LEADERS UN DtC-10, TG ~OkMAL!Zt THi AG~EEMtNTS StT~EtN 
ilS - ADMINISTRATION ANU T[N IN ~U ~TRIAL - G~u8Ps lNCLUDiNG 140 
LlSINESSES, ThE AGRtEAENTS PRUVIDE ~OR SPtCIFIC AC TIO NS BY 
OtH THE THE PklVATE - StCIO~. THE AGRtEMENTS 

-tRE N~GOJIATtD P~lUR TO DEC l, BY TH~ CuPEZ-PORTlLLO TEAM 
~o CALL ~UR THE INVE~TME~r OVER SIX ~E/4kS OF 100 ciIL~ION 

·uGuST 1976 P~SOS AND THE CkEATlON OF 3~~;00~ JOBS. 
- LIMITED OffICIAL Ub~ - -
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, lNOUST~IES COVERtO 6y T8E TEN AGREtMtNTS ANNOU~CED DEC 1~, 
r< E PETROCHEMICALS, - CAPITAL GOODS, lN-BUNO ASSEMBl..l' PLANTS, 
OURlSH, ~EGETABLE urcs, CEMENT, MINING, iUTOPARTS ANU AUTO 
~SEM BLY PLANTS, THt AGREEMENTS ARE NUT ~lNPlNG, THOUGH THE 
0~ SEEMS.TO BE PUB[ICIZlNG THEM AS SUCrl,· AS AN EXAMPLE, THE 
UTOPARTS AGREEMENT (A) CALLS FuR THE - GUvtRNMENT TO ENSURl 
CCESS TO IMPORTS, l~) REQUIRtS A STUDY u~ TAX INCENTIVES, 
~b CC) CUNTEMP~ATE$ RATlONALIZATiO~ Uf-THE PRlCt CONlROL 
~CHANISH, - - - -

' FOREIGN BUSINESSMEN ~HO PAMTlCIPATtD IN THE o·rsc~ssroNS 
tLL US THEY FOUND THt LOPEZ•r'O~TILLO - TtAM OPEN t,N0 - SYMPA-
~ETlC TO - THE1R - PMObL~MS, ONE FAIRLY CO~MUN COMPLAINT ~y 
0SlNESSMtN CONCERNED. THE PRICE CONlRDL SYSTEM ~HlCH lHEY 
iINTA IN HURTS PRUfiTS AND THtRtBl' ~INDtRS JNVESTMt~T, THE 
~REEMENTS APPEAR TO CALL FUR A REVlEw OF-THIS SYSTEM AND 
GPEZ•PORfILLO lN HlS-SPEECH bAlO THAT M~XICD ~UULD SOON HAVE 
U ABANDON THIS ·PULlCY OF 11 ECONOMlC-FiC[ION 11 AND fACE Nc:.w 
~lCE INC~tASES, -- . . 

LOPEZ•PORTlLLO SA!U THE AGHEEMtNlS CUN~IRMED ON DEC 10, 
tRE ONLY . THE BEGINNl~G AND THAl SHbRTLY i SECTUR PLAN fOR 

•~Rl CULTURt, fOKESTS ANU FISHING 6i A~NOUNCED, HE ALSO 
, A ID A 11 G L. Ot: AL II PLAN 0 R l H !:. PU ti L 1 C St.CT Ur< BROKEN LJ OW b Y 
, ~C 10RS, ~DULD ~E ANNOUNCED IN JANUAR~ iY77, THE P~tSIO~NT 
1 IC~~D UP A. ThEME FKOM HIS DEC l SPEECH-A~D SAID THAT THE -
>L,S1-~0RLU II ECONOMIC PO[ICitS - H~D ftRMI NATEP . HE CALLtD 
~Hf -PRIVAlE StCTOK i ~ARTNER IN ATTAINING - A NEW BASI C OBJtCTIVE 
-~lCH HE 0ESCRI8EU AS-GuARANT~E!NG A MINIMUM LEVEL 5UoSIS-
tNC£ FOR . TriE PUPULAR CLASSES, 

•• S~tECH ~AS CONCIL!ATU~Y AND FRIENDLY, 
!UlTE THE . CONTRARY Uf-ECHEYER~IA ~HO tE~uEO To TRtAT MANAGE -
l~NT AS StLf•SEE~!NG ~ITH NO INTE~E~T-IN PVkSUING COURStS Of 
\ CTION TH~T - wOULD 6tNtflT THE E~TlRt N~tOLESS 

- LIMITED UffIClAL-USE 
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TU SAY, THE BUSINESS COMMUNITY WELCOMtD THE CHANG~ OF TONl, 

7, THE NEXT HURDLE ~OR THE NEW ADMINISTKATION WILL bE THE 
- - -1~77 BUDGtT THAT IS TU BE RELtASED THlS WtEK, PROdAbLY BY 

wtONESDAY, 1F ThE TAR~ETS IN THE IM~ PRUGKAM ARE TO BE 
AlTAINED, THE BUDGET ~ILL HAVt TO I~C[UU~ MEASURES TO 
I~CREASE kEVENUt SU8S1ANTIALLY, TO THt 0tGREE THAT THESE 
IMPACT ON bUSlNtS~, T~E HGNtYMOUN J~P - lb NOW ENJOYING wITH 
BUSINESS MAY BE A~ftCitO, TnOWGM NOT NtttSSARILY tNUED, TnE 
8USlNESS ~OMMUNITY 1S-NOT PREPARED fOK AU~TcRITY, ~UT RATHEk 
IS ANTICIPATI~G A Ntw E.RA OF GRUwTH - AND, 1HEY HOPt, PkOS-
P~RITY, A~ IS IMPLitD IN THE AGkEtMLNtS, THt lUtA FOR 
W~IC8 AND . MUCH Of T~E NEGOTlATIUNS PR~C~EG THE DEVALUATION. 

8, THIS SUBJECT WILL bE DlSCUSStD AT Tht AMbASSADOR'S M~ElI_NG 
WITH U,S. - BUSINtS$M~N ON AfTE~NOON Uf-U~C 13, WE wlLL REPORl 
TriElR REACTION ANO 0PlN!ONS A~TlR THIS Mt~TING, fU~tIGN -
80S!NESSES HAYE PAHlILIPATEU lN THE N~GUTlAlIONS ANO ~EkE 
REPRESENTtU AT TrlE UEC 1~ CtRtMONY, 
JUVA - - -

LIMITEU UFFICIAL USE 

-:---. 
OJ?b . 

<:\ 
c;J t ~, 
-'• 

·I> 
't 



. I c., 

Department of State TELEGRAM 
~ ;l"fED OFFICIAZOVL 

PAGt 01 MEXICO 159 ~8 1800482 
P.CTIO~ ARA,..lr 

I Nl='CI ocT-G'I 1 I su-1u1 SP•~j2 usp, .. ~6 A!D-05 El:3•~7 NSC ... 05 
CIEP .. 01 ss--15 STR ... 04 OMB .. 01 CEA..,0 l CIAE•~0 COME-00 
FR6•0~ H;R-07 NSAE ... 00 XMi3•((J2 OPIC•03 LAB.,04 SIL-01 
AGRE-00 /f/J76 \Iii 

051550 /11 
1&0e~szf 0Ec 76 

F~ AMEMa~SSY MEXICO 
Tu SECSTATE WASHDC 9270 
l~FO DtPT OF TREASURY WASHDG 

( 
LIMITED OFFIClAL USE MEXICO e:.:__. 
E.O~ 11652: N/A 
TAt;St EFIN MX 
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s~aJECT; 1977 PUBLIC SECTOR EXPENOITURES 

1. SUMMARY: WE ~ERE SURPRIS ED BY THt SIZE OF TME PROPOSED 
PUBLIC SECTOR SPENDING IN 1977 , IN PARTICULAR SPENDING ON 
SOCIAL OEVELOPMENTQ GOM DEN I E~ BUDGET ~ILL HAVE INDLATIONA~Y 
IMPACTr AND EMP HASIZES NEED TO l NC REASE PRODUCTION. END SUMHARYu 

2. WE HAVE NOl HEARD ANYBODY CA~L THE 1977 BUDGET AUSTERE 
THOUGH THE GOVERNMENT IS SAYING THAT IT WILL NOT 8E INFLA ~ 
TIONARY, AND T~AT IT IS GEARED AT IhCREAS!NG OUTPUT. THIS WAS 
THE POINT OF VIEW EXPRESSED e Y SECRETARY OF PRESIDENCY, CARLOS 
TELLO, AT THE PRfSS CONF ERENCE ~HE ~ THE BUDGET WAS ANNOUNCED~ 
H~ APPEARS TO BE LIVING UP TO HlS REPUTATION AS A SPENDER 
(SEE PARA A, HEtico 15206). 

3w BUDGET MESSAGE STATES THAT 31.5 PERCEN1 INCREASE IN 
CJRRENT SPENDINJ rs LIMITED TO WHAT Is INDISPENSABLE TO 
CO NT!NUE OPERATING THE AD MINIS1RATION, WHEREAS THE 46~6 PER• 

0 
LI MITED OFFICIAL USE ff-:; 
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CENT IN CAPITAL SPENDING IS AI MED AT INCREA~ING EMPLOYMENT 
AND CREATING HfE BASIS tPRESU MA8LY INFRA .. STRUCTURE) FOR F'UR• 
THER DEVELOPMENT, THER EBY CONTRIBUTING TO THE "ALLIANCE FOR 
PROOUCTIO~"~ INCREASED PRQDUCrION OF GOODS AM D SOC!Al.. 
SERVICES FOR THE POPULAR CLASSES, A~Q INCREASED EMPLOYMENT 
SE~M TO 6~ THE OVERR IDING OBJ~CTIVES OF THE BUDGET. 

A. SPENDING ON AGRICULTURE rs SAIU 10 CONTINUE AT ROUGHLY 
TrlE SAME LEVEL IN REAL TERMS A$ LA ST YEAR, BUT THAT RURAL 
DEVELOP~E~T PRC;RAM (PIDER) EXPE NCITURFS WI LL BE UP 60 PER• 
C~NT OVER 1976 AUTHORIZED (THIS PROGRAM IS FINANCED 
IN PART AT LEAST BY IBRD ANO roe LOANS)Q BUDGET PRESENTA-
Tin~ ALSO OUTLINES PROSPECTIVE IMPO~Ts AND EXPORTS OF MAJOR 
COMM,D!TI~S BY CONASUPO, GGM-JW~ED FC tG DI ~TRIBUTION AGENCY. 
AGATT BELIEVES l~PORT REQUI~EME~TS ~1AY BE UNOERSTATtD AND 
EXPORTS OVERSTATED. THEY SHO~ EXPORlS OF 150,000 TONS OF 
WHEAT WH EN THEY WILL PROBABLY HAVE TO IMP~RT WHE AT. THIS IS 
ONE OF FEW INSTANCES WH~RE EMB ASSY HAS EXPERTISE TO LOOK AT 
OF.TAILED FIGURES AND WHERE SUCH I NFOR MATION IS AVAILABLE. 
OUR ~ONCLUSION IS NOT ENCOUR~GING AS kEGAROS THE LIKELIHOOO 
OF THE GOM BEING ABLE TO IMPLEMENT ITS PLANS~ 

5o IN THE INDUSTRIAL SECTOR, A 96 PtijCFNT INCREASE lN INVEST ~ 
MENTS IN ENERGY IS PROGRAMMED ~ITH THE STATED ·INTENTION 0~ 
MAINTAINING EQUILIBRIU~ BET~EEN EXPLORA TION, EXPLOITATION ANO 
REFINING OF HYDROCARB ON S. INVESlMENT IN PRODUCTION OF FERTI ~ 
LilERS ANO PETROCHEMI CALS re TO INCREASE 150 PERCENT, IN 
MINI NG 125 PERCENT ANO IN WOGO ANO PAPER 230 P~RCENT. INVEST~ 
MENTS IN STEE~ WlLL BE ADEQ UATE TO FIN IS~ EXPANSION PROGRAMS 
UNDERWAY AND TO MAKE THEM VIABLEs iLTERNATIVE MEANS OF INCREAS~ 
I ~G PRODUC TION ARE UNDER CONSIDERATION~ NO SPECIFI C ~ENTION 
IS MADE OF PURSUING THE SEC OND STAG~ CF LAS TRUCHAS STEEL 
WORKS. 

6~ ~E WERE SURPRISED BY THE LARGE !~CREASE IN SOClAL DEVELOP-
MENT ~X~ENOlTURES AS TH~SE ~ERE NOT MENT ! O~ED AS AN INVEST• 

0 
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MENT PRIORITY lN iHE DEC 1 SPEECH. MORE SCHOOL FACILITIES AT 
ALL ~EVELS ~ILL ~E CONSTRUCTED, MOAt MEOICA~ FACILITIES WILL 
BE CONST~YCTED, MCRE PEOPLE WILL BE COVERED B~ SOCIAL SECURITY 
PROGRAMS, AND ADDITIG~AL POTABLE ~•TER FACILITI~S WILL BE 
CONSTRUCTED~ 

7. THE PAQPOSED INCREASf I~ EX~tNQITURES FOH TRANSPORTATION 
ANO CQMMUNICAlIONS IS THE S~ALLtS T AMONG THE SIX BASIC SECTORS. 
T~E 8UnGET MESSAGE PROMISES SfE~CING ON BUTH NE~ FACILITIES 
ANO ADEQUATE FU~Gs TC MAINTAI~ EXISTIN G FACllITIESa 

B. THE INCREASE IN SPENDING UN lOuRISM IS NOT G~EAT IN ABSO• 
LUTE TER MS AND IS TO BE EXPECTED IN LI G~ T OF ITS IMPORTANCE 
AS A FO~EIG~ EX~HANGE EAR NE~~ E)t&TING PROJECTS ARE TO 6E 
COtHli\llJED Al\:O A NE\<-! PROJFCT BcGUt,1 IN 6AJA, CALIFORNIA,. 

9., Ti-!E H ; CRE ASE l ADM If\! S TR. Ai I Ctr-' EXPE~i [) I TUR ES IS BL AMEO ('\I 
THE HIGHER COST CF SERVICI ~G THE FEDERAL GOVERNMENT'S DEBT. 
THIS I! TO BE s0~s BILLION PESOS lP• 1977 ~ WE 00 NOT YET rlAVE 
A COMPARABLE FIGURE FOR 1976~ 

1'i.!. Tt-d:. BUOGF.T Ml:SSAGE CONTAlf',S NUl"IEROUS REFERENCES TO RE .. 
ORGANIZATION OF GOVERNMENT AS ENCIES A~Dr PRESUMABLY, BETTER 
CONTROL OVER PUBLIC SECTOR EXPENDITURES. THIS IS REASSUR!NGg 
BUT ~E ~OULC STILL VIEW THf JLP ADMIN!STRATlON 1 S CAPACITY 
TO CONTROL SPENDI~G ~IT~ A SGMEWHAT JAUNDICED EYEe IT IS 
LIKELY1 HQ~EVER, THAT ThE SL!P?AGE COULD COME MORE ON THE 
REVEN0E SIDE THAN THE EXPEN~ITURE SIDE~ FOR EXAMPLE, THE 
REVENU~ FIGURES I~ THE 1976 BUDGET IN PARAGRAPH FOUR OF REF 
Bl MAY "AVE BEEN OPTIMISTIC~ USING THE SAME RATIO FOR THE 
PE~lOD JA~UARY•SEPTEMBEP TO YEAR 1975, HE W0ULD PROJECT 1g76 
FEDERAL GOVERNME~T REVE~UES AT A8JU1 135 ~ILLION PESOS RAlHER 
T~AN T~E 153 eILLION PfSO FIGURE USED rr THt 1976 BUDGET PRE-
SENTAT!ONw IF OwR 1976 ESTihAT£ IS ACCURA TE, THE GOM IS 
COMT~~FL~TING A te.e PE~CtNT INC~EA~t 1~ GOVF.~NMENT REVENUES~ 
THIS ~OULD aE A SUBSTANTIAL I~CHEASt I~ ~tAL TFRMS ANO VERY 
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DIFFICULT TO ACHIEVE EVE~ I~ A ~AP!DLY GROWlNG tCONOMV. NE~ 
REVENl.iE t<.f ASUPE ... AP.F eFlH:; ANt:OUN(;Et; AND \'IE Sri/lLL RE.PORT MORE 
ON THESE A~G THE POSSlBILITY OF FlNANC!~G A 221 BILLION PESO 
OEF!CIT Ll,TE.~., 

11. GO~ DOES NOT ISSUt A~ GFFlCIAL ECONOMIC FURECAST. THE 
euoGET IS VIRTUALLY THE ONLY PUBLIC STATEME~T THAT GIVES ANY 
lN11CJT10~ OF ~HAT MIGHl hAPPE N TO THE ECONOMY IN ThE FORTH• 
COMlNG YfA~P AND I~ THIS CC~ NECTJON, THERE IS ONLY ONE FIGURE, 
THE FRJCf DEfLATOR~ ANO T~AT 15 ~OT EXPLICIT~ THE BUSINESSMEN 
A~D BANKEPS ThAT WE TALK TO GO NOY ANTICIPATE PRICE INCREASES 
CF 30 TO 3~ PERCENT ~ND THE GOV~ RNMENT 1 8 LA6ELING THE 
BUDGfT AS ANTI• lN FLATlDMARY CAN ONLY RFINFORCE THIS VIEW. 
FURl~ERv T~ESE PEOPLE Du ~OT hECES SAR !LY ANT ICIPATE THE IMPAC T 
t R~TE OF INFL~ T!ON THIS HTG~ CUULD HAVE ON T~E EXChANGE RATE. 
ONE MONEYBROKER WROTE Hl5 UwSw CLIEN1S THAT HE BELIEVED THE 
20:1 EXCHANGf RATt COULD BE MA INTAINED THROUGHOUT THE JL~ 
~DMINIST~ATIDN~ WE CANNOT HELP SLIT BELIEVE THERE ~ILL BE SOME 
SURPRlSED ~NO DISAPPOINTED ~EXICANS WHEN THEY REALIZE THAT 
THE POST•DEVALUATION INFLATION HAS NOT YET ABATED. THEY COULD 
REACT BY MOVING FUNDS INTO DOLLARS IN LARGE AMOUNTS ONCE 
t-t.ORE 
JOVA 
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1. SU~MAPY ~ nN 0ECEMB~R 17, T2EASURY SFCRETARY ANNOLINClQ A 
PROPOSED c;E~lER ~\,. L,A\11 ,):~ n-,r: r, u Eh. T C D .::: ?j T T !1 J\ T f'l T u . s ; R E n; I rff f• i 
TR E A$ 1J is' \' 1 S C CJ NT 1-1 UL UV t::R P ,_n \., X C :, f: CT d R ,::, U F< !"; ,., T l\• G Q t. E,;-/ I i't ATE D 
PUBLIC SEC TOR EXTE~NAL DEbT FOR fM8-lQ76 I~ 2V ~ILLION. 
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TR ,l\ U F~ \ T HER f: ~i U 5 T ;,\ L 0 :_:, E. b O ··, ~ :. [ \· f ·~· ._:: 1'.J Ct, 1 t : .! Tr 1 :_::_ •( C ;\ \ ;~ ; '! 

Thf :}f.8T:5v 

_..,11:'.:,C:-. - ----------------------------------------



' ' 

PAGE 02 

'----' 

Departrnen . 

UNCLASSlFlED 

MEXICO 15938 202~322 

FINANCT,NG AND INFORMATION ()i\l THlS IS TO BE hAIJI: 
AVAILABLE IN THE ANNUAL ACCOUNTS OF THE T1;ifASUD.Y~ 
D /1 T A O N B O R R O W I N G S F O R " M LHd:. ·r AR Y R F.: G J L A T I lJ N " ~j ! L L N O T 
BE' MADE PU~LIC. LAW ALSO CREATES AND ADVISORY 
COMMITTEE ON PUBLIC SECTOR ~XTE~NAL GERT TO BE CHAIRED 
~y TREASURY TO ADVISE THE SECRETARY. 

4. LA~ PROVIDES THAT FEUERAL GOVE~NM~NT BLRROwINGS 
w 1 u. c Ai~ R v "Fu LL FA r ·r H AN o c RE. o 1 r ,, u F u NIT f u MF x r c AN 
STATES~ AND THAT TREASURY CAN GIVE FEDFRAL GOV~RNMENT 
GUARANTEE TO BORROWINGS US~D FO~ tClJNOMIC DEVELOPMENT 
PROJECTS THAT WlLL GENERATE R~SOURCES FOR RtPAY~E~T OF 
DE0T. LA \41 DOES NUT EXTEt'-iO " FULL FAIYri. AND CRELJIT 11 

PROVISION TO ANY NE\-! PUBLIC Sf.:C T(h< Et~ TTTIE~Q 

5. AT DRESS CONFERENCE, MOCTEZUMA WAS ASKED IF MEXICO 
WEPE .RENEGOTIATING ITS DEBT~ ' HE REPO~TfDLY REPLIEU 
THAT DEBT IS VERY FLEXIBLE ANO SOKE ?A~TS OF IT AkE 
BElNG RENEGOTIATED ~HEREAS OTHEk PARTS ARt bEING REPAID. 

6 p $ Q ~, t. l S J I S 5 U E O . t: S T X M ,q F. 'J F P S t-- 01-1 f: I N G !J f: r3T A S OF 
DEfEMBER J1v 1976, AS FLilLOwS IN MILLION uF DULLAkSw 

A., TOTAL 

8, DEeT WITH MATURITY OVER ONE YEAR 15~845 .6 

2P Pu8LIC s~cToR ORGANISMS AND 
6USJ~ESSES 7~~57oJ 

3. FEDERAL DISTRICT ANU MEXLCO CITY 
METRO 171.5 
4. OTHtQ NON•FINANCIAL O~GA~lSMS 1.~49. ~ 

UNCLASSlf.[ED 
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SI L--01 
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l) S :.'. A - 1 ::i V !·1"' ··;,; 4 U t·' I C - 0 6 SP .. yJ 2 • ' C 1 f: P., f,J 2 
OMS-61 Ab~-~l rsE-0~ PA-02 PRS-01 /~70 W 

~; ~ li12v·587.(0EC 76 ? .. (.) ....... . , --~ ' 

FM AM~HbASSY MfXIco 
' TO SECSTATF WASHCC 9288 

I ii F(; T R E A S U R Y W A .'5 ~iD C 

UN CLAS MF X J. Co(\:~ ~g 

E~Oo U652: NIA 
T A[':.S: r.f Ii, r·,x 
SURJC NtW SlLVEk COIN 

•----~----------~N-~- ~7~779 /73 

1 • S U M rt. t, Fi Y : A S P h< 0 M I S U) I i\J i1 I .'.) D F C t i I r!i [ R J. .S ~, E t. C H 
LOP t Z .. PORT I LL U h AS PR DP u S 1:: D A L A ,11 T h AT t: CU l. U P ERM l T 
M l ~! T I N r, () f A 1 ~i 0 P ?. SO CD I l·i CO 1'J T 1\ I h I 1~ G ? v) c; R Ar·\ S (J F S I L V ER • 
~J H n. F -~i O ~\ f V J. I: l H I S A 3 A C rr: r·1T C ; u T H F R .S '1 Id N T A I N l T ,.; U U L D 
HAVE s J G ~I 1 F 1 C ANT p s y CH n UJ G r C Ai. l H PC 1 f~ T A I\! C f I !~ /~ C () u NT R y w HER E 
SILVER HAS PLAYED SUCH A LARGE k11U:. t:!'IU ~l!Mt~,._RY. 

2 • ot l r, F. CE MB r: R 1 7 , TR E P, SJ;;: Y St: Cr-ET A 1< Y AN l•HJ U t\J Ct: 0 THE 
P rw '"' n. s o Mi E r,if) M f_ wr r o :•1 E x r r:: u ' s r-1 :i 1·H: T t, R .,, L A 1~ T h A l l'l o u L o 
Ft:RHJ.T MINTING A 100 PE$C r.ulrJ lrlAT cu~qAlN 2~ GRAMS 
0 F P Li Fd:: S l L V E R A N D \~ E I G H T ? 7 • 7 7 7 1.., i-' ;:. :·1 .S • T ~1 P, L Ar! C E : 0 F T H E 

• C G T,f'1 ,, I L L G f C O P P ER • 1 HE C O I I~ $ :=i !-i f.i U L I l R E P ,J i PH 0 
ClRCUL~TION FARLY IN 1977. 

3. ~F CALCULATE THAT THt MARKtT VALUE nF THf:. STLVtR WUULO 
6 E 1~ r, U G fi L Y 2 • 8 ½ 0 R ;, t, U lJ T t:, f3 F-' E S U S • ; I i f: (., C \ F. k N 1"1 F N T 
TH~REFO~ STANGS TO MAKE A S0b5TANTIAL UN THE 
C Ll I N S • A S I.. CJ I\' G A S T H E M t T :~ L I S V A l. ,J L 1-\ f:. ,~ t, I ' : S 

·:1 f3ELIJl~ T;-iC:: F/\Cf. VALlffr n1::'( 11AY SYAY L i cU:CUU\TiON. 

UNCLAS 1FlEU 
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BCARD Cf" Cf" THE f"ED--«AL RESERVE SYSTEM 

December 21, 1976 

To: Chairman Burns 

George B. Hene 

I 
Attached is the latest cable on the 

From: 

Mexican economic situation. 

Attachment: Mexico 15826 

cc: Governor Wallich 

z..znse c ...... ""i~ ~r ,'ii 
tC' l':e t • l 
c~ 
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UNCLASS!FIEO 8272 

\! PAGE 01 MEXICO 15826 1701452 
,:·. , ACTION ARA•10 

INFO E~•07 NSC•05 
OMB~~l Cf.Aw~l CIAEu~0 

XMB~04 · OPICwJ6 L~B•~4 
;· .... :,:i •-~ , ! ' 036947 /21 '1\\ 

I , •· •-'111 r~... . , . R 1 e 2 3 0 0 zm c • 7 6 
:J. . FM AMEM8ASSY MEXICO 
:'.\ ;' T O S E C S T AT E W A S riD C 9 2 3 5 
·J :1,. : • INFO : TREASURY WA 5 HD C 

"' . UNCLAS ~EXICO ~6 

\ ' ... 1 ' 

EAO., 11652: N/A 
TAGS: EFIN MX 
SU8J: ,' COMPARISON OF 1976 ANO 1977 BUDGETS~ 

REf: MEXICO 15770 

lg PARAGRAPH 2 BREAKS OU~N THE SPENDING By MAJOR ENTITY 
AS PROPOSED IN 1977 BUDGET, COMPARED TO 1976 euoGETg 

' PARAGRAPH .3 SR EAKS DOWN TOTAL SPtN01NG BY SECTOR FOR 
1976 AND 1977, EXCLUDING THE COMPENSATING OPERATION~. 

TH~ FIGURES IN PARENTHESES ARE FOR INv~sT MENT~ PARAGRAPH 
FOUR SHOWS REVENUE ESTIMATES fO~ 1976 AND 1977. THIS 
FIGURE INCLUDES THE COMPENSATING TRANSACTIONS. THESE 
ARE iTRANSFERS OF TAX REVENUE ro LOCAL GOVERNMENTSo SUBSIOY 
PAYMENTS FINANCED BY TAX REVE NUES AND MEMORANDUM ACCOUNTS 
OF PUBLIC SECTOR EtHITIESa '~E DO NOT HAVE A BREAKDOl~N 
OF ESTIMATED ,SPENDING FOR 197 6 . JUDGING FRUM THE 1Y77 BUDGET 
PRESENTATION, ESTIMATED SPEl'!DlNG IIJ 1976 rs 443Q7 BlLl.ION 
P E SO S 1 2 • 2 • P ER C E NT A 1:3 ~l V E T H E O R J: G I t~ AL B lJ D G c:. T' " HII S I S 
SOME W H ,A, T LOW F.: R TH A~ SP nm ING D VER ~w NS H~ Pr~ 2. V :;, 0 US YE. AR S 
WHICH WAS 15 PERCENT IN 1975, 20 PERCENT IN 1974 AND 
17 PERCENT IN 1973. ALL FIJU~ES IN 
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PAGE 02 

UNCLASSIFIED 

MEXICO 15626 1701452 

PARAGRAPHS ARE lN BILLIONS OF PESOS. COMMENT IS 
-6 EI NG REP OR.TED . IN A SEPARATE CABLE" 

2a SfENDING ,BY ErlTITYv 

Au FEDERAL r,oVERNMENT 
I MINISTERIAL BUDGETS 

!NVESTMEN'fS 
ADDITIONAL EXPEN~ITURES 
PU~LIC DEBT (PRINCIPAL. 

AND INTERST) 

6. PUBLIC 'SECTOR 
PEMEX . 
CFE 

· coNASUPO 
SOCIAL SECURITY. 

·OTHER ,,· 

C., SUBTOTAL. 

Do COMPENSATING OPERATIONS 
: FEDERAL 1 GOViRNMENT 

• • PUBLIC SECTOR 

E" TOTAL ·.· 

3. SPENDING ·BY St:CTOR. 

392~4 

1976 

209 c, :'i 
94~9 
2 2 " 1 
4705 

45_0 

1 8 2 " 9 
49~6 

2L.fl 
22~6 
27.4 
61,,5 

47 " 2 
2Bo5 
18 0 7 

439~6 

UNCLASSii='lEL) 

i 
I 

1977 

3!3~7 
14 4 0 5 

::rn 9 
57 0 5 

80" 8 

302~6 
94,. 9 
42~7 
24Q8 
38~7 

l Ill 1 ,. 5 

616a3 

61 i; l 
35Q1 
25g0 

67704 

1977 

H13 "5 
(01.,0) 
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PAGE 03 M~XICO 16826 l7~145Z 

B~ INDUSTRIAL 116.6 
(33.0) 

CQ SOCIAL DEV~LOPMENT 

Dv TRANSPORT. & COMMUNICATION 

3.) TOURISM 

F~ ADMINISTRATION 

TOTAL 

4 Q REVENUE 

A. 0 TAX Rf:VENUE 

1 !NCOME iAx 
, 2. TAX ON PRODUCTION 

COMMERCE 
3u GROSS RECEIPTS TAX 
4~ IMPORT i Axt:s 
5a F:XPORT 'f AXl.:S 
6 0 OTHER 

B., MISCELLANEOU~ REVENUE 

c~ SOCI'AL · SECURr ·ry 

& 

6 6 (ij 
( 2~v1 ) 

3 92 "4 
(80,2) 

14609 

56.0 

35 Q5 
28~5 
1 4 " 6 

4. 4 
7~9 

8.0 

24.3 

D" INCOME OF PUBLIC SECTOR 
ENTITIES 

0 

143Q5 

UNCLASSIFIED 
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6 1 6 a 3 
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201.0 

42~9 
40 "' 6 
17 ~3 
13" 1 
10" 5 
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EG .REVENUESFROM ~ORROWING 

-TOTAL. 
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December 22, 1976 

TO: Chairman Burns 

George B. Henry ~ 

Attached are th~ test cables on the 
Mexican economic situation . 

FROM: 

Attachments: Mexico 15993 
Mexico 15 963 

cc: Governor Wallich 

o .... .,, I 
, \ • t ct i~ 
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PAG E 0 1. 
ACTION Et:l~vl7 

MEXICO 15963 2133422 

X N F O O C ·r ""lil 1 AR A ,., 1 0 X S O •• r.,1 \~ /\ I D ••· 2· 5 c l ,\ i:. ,.,. t ·. r;• ,.; : i" :-· , :/ :; . 
'.HJF~ ... 1?1 7 NS A E"" 0 C1 US I .t, ,., 1 :5 )O': f:-.1 "" iii .j f1 ,:; I(.-·'/: 1 

l AB~ 0 4 . S \ l.. .. 0 1 0: ~: ~: ,., .• :: : '.~ ~: .. ~'. ,., ·-· .. " "' " ,, ., 
R 2 1 0 v.1 (1i 8 Z DEC~ 6 
Pi l\MEMBAss:....,-1iw,~"'1-'l'iji-"''"" 
TO SECSTATE WASHDC 9·301 
INrO TREASURY WASHDC 

UNCLAS MEXICO 15963 

E~O~ 11662~ N/A 
'\"i\GSt f.[-'rN MX 
SUBJ~ TAX CHANGES 

! . ., S Ur-, M AR Y : PR OP U S E D T A X C H AN G F.: 1 N C L U r: E :: :}, ::· .:'. (", :_. r.>, • ! 
HJ V f. S P1 E i\i T T A 'X CH E Ci I i r '' E X C l: S S 1' ? H :; := I -r :; T ,' :: . :. ·1 i ,;~ ;~ 'l •.; :: "l 
T.6.X RAH'::S FOR !IIJD!VIDUAL.S EAFnI~~ ii; I.lf· ':'1 !·;,,:,,,,•?::, 1-c::·•, ,, 
YEARw HIGHER SAL,f.S TAXES QN flf.J:i"<v 'iOr3 ,,~t~('C ,:. h\ ,,_ !,.P\CY•f 
OF LUXORY GOODSP M~D HYGHER AU'TOMOF31'.Lt ·"U''\'.: '.\'," :1. ::1,;:1 .S\;·•: :.:-.. , 

" HI C O M E ·r A X • I~ A T E S D N H!O I V H'i U i\ ~- .S '" ! \' h i \<, n ,, , ~; : ,' ,- f , i 
fi0.'.:!~~0 PESOS 1,\NMUA.LLY~ OR .. 'r' [),)U::·:.:_:: 1· ·i: .. :•I.:,'{:-•',: 
I,<! Ar; E lAl ! LL 8 E HE DUCE D R Ai' t 5 :\ tj O \/ F.-: T :~ j: '..> \. E ,., i; ',. :. f :., :~ '.~ : \ :\ :. 
THE s AME O RED u CT XO N I H ~<ATE s FD Fl v·, hf R r ,'~ C ['i C·1 F. />'.~ C:: .::i :.. ~- i3 :, : .. i 

A Fl:NANCIAL LOSSv BUT NECEf,$11.RV TO :··,•ill'·1 f/,:'J i·,.d,<.r::,,S;'-:'.'; 
POWER Of THESE Gf,QUPS RATES UN :r·-...c ·v•f.:; ,i.,f:4,_'·.' , .. :' J'.'',''!, \ 

50~\()v)~ f>ESOS WEf~f;: j\;(JT CriANGED \rih1C H ~1[;\•1:: 'r:•:rJY ·: '.\'. ~:,,}:;:,:,:. 
WILL INCREASE~ 

3Q A TEN PERCE.NT ·rAX CREG!T iO tr·: ,.;::i~t, ;,;~ \J•,. -',' ·;'1 • ·-c,:-:, ~: 
INCOME TAX L, I i~ B Il. IT Y 1·-1 A~ I r .. 1 i F1 U Du C t.'.J " 'i Li~: ; /. , ; 0 i•'.': ·, :· 
HAS TO OE T AKEN O V ER A FOU R • .,, YE :\ R P c": T. C;; i t,, ! i'; .i i. ;_ :.. . . :: 
GRANTEf) FOR INVESTr1iE~~T I~•; NU/ M/\;::!-,11;(:>~v J c'.'_/,i1 1.'D 
i•lliH RULES YET TU BE RELEASl:Oc 'THt t:''-'PRE .\-.i~·.u'!', ·_;; 

D 
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Det1art1ne1~z.c- o,( j\'f(tte r ~· 

MEXICO 15963 2113 f2l 

4~ AN EXCESS PROFITS TAX WAS ES TA6LI SHED~ 
TO CAPTURE GAINS MADE AS A RESULT CF TriE D~VAL~hTiONo 
BASIS FOR DETERMINING IF THERE ARt t~CESS PRGF1rs 
itl I U., (H: Tr1 E SUM OF GROSS PROF 1 TS :.i Vt. R Y Hf. i-~ "' C VJ C (: S 
TH Rt,E r-'!SCAL YEARS DIVIDED BY iHf 3Ui'l t;F 'f.-;·if\L :,:Eo't:i-.1_1:_:-
0 V E R T H E S A M E P E r~ I O O i h E rm O T r [ N T w I l L :~ t, L U I I P P8 t: C, 'i ~} 
TH~T FOR THE PREVIOUS F!5CAL YEAR~ THE LEAPCi~ OF 7~F 
T W ,J W l L L BE MU L T X Pl. I E D i:3 V T Ii ·r AL R f.. \, £ NU E S F ~1;: f i·' f:: CU is: r< i:. 1\ T 
VEAR ~ THE RESULT IS THE AVERAG E GROSS GF i~E 
TAXPAY ER g THE BASE FOR THE EXCESS PHOFIYS TAY 0!LL 6£ 
H 1 E D I FF ER EN C E 8 t: T i,j E E: I~ GR OS S P R U F 1 T S F C Fi T k: CU h q F. i',i'. 
YEAR MINUS THE t,VERAGE GROSS PR0Fl 1" f!Ci.i'"''C-:c. ··:,,\r :::,g 
RATE ¼ILL BE THE QUOTIENT OF THt BASE DIVlDfD RY INCO~E -
DURING THE CURRENT YEAR TIM~S 1~~0, BUT SkALL NOT f~~[ED 
FIFTY~ THIS SEEMS VERY COMPLICA TEDa 

5 0 ·r HER CH A N GE S I N T H E I N CO M E T A X l. tq•. Fi :: L U D !: : ,; l 
THAT FOREIGN tXCHANGE LOSS ES MAY 6f I~ 

T HE Y E AR T H E Y O C CUR P OR M A Y 8 t: l /11(. e -1 G V [!1 F OU k" 't f: 4 !L 
THE COST OF MAINTAINING LARGE AurGMUbILES ARf NDf 
DEOUCTIBLE FOR INCOME TAX PURPOSES P TH~ R0LtS GN 
CAPITAL GAINS FROM REAL ESTATE HERE fIGHTFNEG SO~t~AH~. 

6 0 THE SPECIFIC TAX ON SEER A~O TOBACCO FRU~ UCTf 
HAS BEEN INCREASED so THAT THE EFFECTIVE RA7E rs 
PESTOREO TO WHAT IT ~AS PRIOR ro THE P~ICf !NCRtASiS 
GRANTED THIS YEA~~ 

7 u T H E R E H A V E B E E N A N U t-1 8 E R O F l ;,,! C Fi: E ft. S E S l :J ~-H f G f~ n S S 
RECEIPTS OR SALES TAX (INGRESOS NtRCANT]L l~), Th[ 
NU M 8 ER Q F F ! R M S OR I N S T I I U T I O N S SU B J t: C Y T (; V t \' /. / ,-i .!~ S 
8 E f N I N CR E A s E D T O l N t L u D E fl s :, 0 C 1 A T UJ ~; s t1 ;'i i) /': "! ; : t>~ r: /< n !,t f'.) b 
WHOSE ACTIVITIES ARE ESSENTlALLY COMMERCI ~L- ~MlS rir 
APPL V T O " NO N ""P R O F I T If Cl R G A N I Z ,~ ·y l O 1\1 S " T HE. B ::; S :: C S ;\ L. F.: '3 

, ., ,·· 

: tJNCI..ASSIFIED 



.. 
:,,- > tJi.CNT O.[;,, 

q,,. "Y,\ ~, 
" 
'< 

!! 
~,¢' 

,..J-
~-0.-rms o~ 

MEXICO 16963 21J342Z 

TAX 15 4 PERCENTo 

8~ SttLES TAX RATis ON Ntifl l~l,J;'OH(1131Lt,;; e.nr· /,:) \',\i,_·1r:i;f1•1, 
BU'I' r.,i\SED ON THE OFFICIAL p;:qr, ,~;t-: CH· Tt\f ct,1~:~., Tid~ 
AD VAL. 0 RE( M ~U1 'f ES REM A 1 N HH: S /'i. :'kn fH;'! . Yr·! ,::. ' ,. r ( f.. !, ,~<-
PR! CE 8 TO i~HICH 'i'HEY APPLf l1AVE Dl:.f:1•; 11 \):'<:_: :::-i,. ,, L.,\;1,d,'., ,, 
HlE G PERCf.NT RATE tif-'PLH:D HJ u;:Yf; ;-iu 1_;~L ;;,>!'.; i-;.,,t)::.i; 
PR :r c E 1.i As LE s s THAN 4 e p ~, vVi, i, Es o s. n; E Fr ·1 r: :-) 1 ,;? c /. N :-
µ -~ 'f" E S \'1 ! l. L A P PL Y ·r O 1 9 7 7 M Cl DE l, ,'S \•I h W~ f: f-" ~I :f \, L ·t :; ', ;: : .. '.; 
''r }iA N 8 7 0 ~1[1 PESO 5 ,; 1' HE 1' EN P £RC'.: N l L FI/ -f "Or;,, . .- :, •. \-, : isl r ! 
TO LIGHiERSv COSM[TiCSo SOME TY?[~: nr f~?o,;,'/ ::.:u1•i·,,,_; ': ,. 
HI G rl EH p R I CEO \•! 0 0 [) Fu f-t ;,J ! r u R c: ;\ ~' fJ I~ l1 !''i fl ~i .. • I;\ ( ,;, \;: :, ',' r. r-,· i• !' 

• E T C "' "t H E l 5 P t R C f:: N l F~ A i f~ 1 L~ L /\ :;;
1 r.:~ L Y r O \ U "( c: .~. -; .. t· r: :~; •:.-; c t~ •• ... . ·:r ., 

Cr~ V S T AL ,, T H E 3 0 P E. R C E ri T H A 'f E ! L L 11. f • ,:;; L \' , ! ., .; • : • • ,_ J ,; • ,' 
WATCH E. S, DI AMON D S AND OT HE f~ F rH:: Ci'. ()ll S ~~YD;\ [ ::.; >' i,:' ·: r-1 I ti: 
SE i T HH~ 5 u E Q U l P f•i f. r~ i FOR POLO ~ G (j I .. F; i-1 In 1'.: Ir:., i'. i,\ :·, 

SWIMMING POOLSP AND TO CABLEVI SI0Na 

9Q THE yEi\RLV AU'fOMOBILE~.,usE r1~x f•!,-\~, ,\L·:::i :1r..':ci 
X NCR EASE O u TH I S X S /1. F X }(ED R {',,'ff: T ,}, T t· l l\ t" h r. '.:, b ,->. i•i 
/1. D J U ~H E D ON L Y TO CO ~W f: !\l S A T E. F OH T.r'J FI~ /J. ·: t O "i , r, :>;; il ,Ho<><, 
TO A TREASURY SPUKESMANG 

10~ SEVERAL ANTICIPATED CHANG ES ~EA~ ~n\ ~~jf_ ~~(, 
1 5 PER t E \~ T S Al.ES T {~ X (IN Run AU r~ r>. N l' l'i t ;\ _ \ [Ji i,, 'I i: :} ,:; :. 
DOES Hi E 2 i PERC ENT ON l N '1 F. ~t ES'\' P i'i. 'rt': C ,, ·t :~ /, ;1 ,;i l ' ,:, D . 
JOYA 

··.;1,_: 
¥, , •. 

{-;';.-; 
1 >tJN C !~ A S ~i 1 r J, E L' 
.-• !,·r,_• 

, "!• •,; 

.. 22W 



TO: 

FROM: 

BOft.~0 OF O VCRNSRS 
• OF HI 

F EDLR,\l HESEHVE S y;:rr: ·,; 

1976 OEC 23 PM 4: 20 
RECEIVED 

OFFlCE OF HiE CHA!nMAN 

Chairman Burns 

George B. He"!& 

December 23, 1976 

Attached are the latest cables on the 
Mexican economic situation. 

Attachments: Mexico A-O5 
Mexico 15786 

cc: Governor Wallich 

,'< 1•,n:,:: c,4ssifi:a!l•,n Cff this rlcc i.:rner.t is due 
t 1 t'.i(! :nc\usiGn cf lL~. Govcr:1mcrrt info~mation 
,if·~ ,:ly classif ied und•~; [x~cu'. ive O;dcr 105C:l 
v,h1ch orov;des that "A document ... , shall bear a 
clcss; t'ca'.icn at least as hi6h as that of its 
h!g!lest c!ass:!?ed component.'' 
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AmEmbassy MEXICO 

De partment of State, ARA /HEX 
JiVlS JO lH3):Ul\'d: 

AmConsulate MERIDA 0 /'>,TE : Nov . 2 J , l 9 7 r-, 

N/A 
MX , ECON, EFIS , CVIS 
Monthly Report : Oct ob e r 16 - tJoY,·mlJCr 23 , 1976 

I ' '('. ::! ; . l lO 

POLITICAL- ECONOMIC , ,,t~r11atio11 ai l1 11u1 rnation Gente1 

l.J I The strike by the s hr imp fis !t :ing coo[wra l i.ves \vets SL·ttlcJ 
short l y afte r submis s ion of last mon th' s repor t. The :~t r ik ~ 
which lasted for 34 day s and inv olved some 12 00 b oats , cos t±;: 
Carnpech e and parts of Taba sco mi. l li r,nr; of pesos . The cnope'hO -
tives finall y gav e in to t.h e bual o•,m c r::; rl o n, oltliough t h e e; 
fi s herme n did r eali ze an ove r all g.Jin o i nbnul: r,7 z i.11 t:l1eir 0 

income . Wh en th e sec ond deva]u ;tt i on c t111 c , lherc, 1-1a -; t: , lk of 
another strike f o r a dd i t i unn. l incre~1~:,•s, bul. bni.h ,c.id e s 1,1e r e 
s o exhaus ted that they d ec i Jerl to ClJllLj11t : c cmci",,l: ion'., tincler 
the new agr eement . A r educt i on h:; SO I in the ;1, ,, . ., export du t ios 
on shr imp was an add e d st i mu lus t o Leer' rm the j ob . 

Th e decrea se in ex port du t ies for Ei. :;h fillets, lobster and 
oth er s e a fo od put the o the r fi:, h i11 p, fl.c c t s back lo 1·l (1 r k and 
the paralysis that h ad t ake n over in f i s h j ng t o1-rn .s :rnch as 
Progreso came to a ha l t . 

Whil e the fi s h e nnen were p.rosr,:ri ,1g l (' :1 dcgre:c , 1:hc campc~: i no :-; 
remained in di f ficu l ti es . /\ c.:11: tlc"1 c n ··[il1mc r di.s putc, i.n the 
old c l ass ic s t y le, broke ou t .rn l.h c cc·-1,i-.- ,J r, 0, n : nl tii, '.~t.::rtr~ 
of Yuca t an . Th e e jidos claimed Lh('. pr:iv;1t.e ,~i.lLL.1" 11w i1 ,vL: rr-: 
f e nc i n g of f their land and the catt. 1crncn prc lc':•;tcd tliar IJ ,c 
l a nd did not bel ong t o t he 12j iclos :it aLl. The si'~u,1tio n ~vws 
complicated by the fact t ho. t t:he cattlcr~cn we re backed hy the 
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Yucatan State President of FRI - 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 
fnmilies in the Yucntan finally received title to lands they had been 
occupying for 39 years . The delay was attributed to' ' ... bureaucratic 
error". It is interesting to note that i.n this case t:he indemnization 
for the lam] \•7i1 l go to several ejido organiznt:ions. These five thousand 
families arc, ideologically, on the side of the "pcquerio propietario"; 
therefore, the situation in the Yucatan is quite a bit different from that 
existing in Sonora and Sinaloa . Reaction to evenl:s in those two states has 
been complete]y against the President and in favor of the land owners . 
Sev~ral sources,including a "Mexican Federal official, believe the decision 
made to expropriate the lands in Sonora was done deliberately to divide the 
nation. In fact, the local Chamber of Conm1erce is meeting on November 2L,th 
to dee icle if they should adopt the course of the Chamber of Conrrnerce in 
Sinaloa. If they decide to do so, most business, commercial and agricul- ,, 
tural activities vill stop until December 1, 1976. • 

Hcanwhile, to add to the woes brought about by devaluation, CORDEMEX reports 
its exports for the first half of 1976 fell some 23.6% 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, 
unemployment of campesinos, always a major problem in the Yucatan, now has 
reached an all-time high. 

Flight. Llf capital from this nrea has been increasing over the past two years 
--as 11 n,viou.'; Ly rcportecd in some detail. llm,1ev,~r, activities during the week 
of November 15 approached the panic level as persons of all walks of life 
attempted to convert: pesos to dollars. no figures h.:1ve been released, 
one . hank manager stated that the run on dollar s rea~hed an unprecedented high 

, or: Fri<Lly , November 19. 

On Monday, November 22 , the restrictions on the convertibility of the peso 
gave tht: busin12s,; community of Merida a traumatic blow from which they still 
arc reeling. Thtc Pan American flight, with more than 70 reservations for 
Niami, left with three µassengers . The Consulate had three visa applicants 
on Ho11dny, c1n ull time low'. Reportedly five shirt foctorics closed tlwir 
doors ~~1 1 10 l1ote]s and tourist agencies, recently cheered -up by an increasing 
touri ,; 1· trade, ;~round their teeth .in despair. A number of US visitors came 
to tt1c Con::;ulaLc looking for somebody \vho would change their travelers checks. 
The cnnfusion and clesp.J.ir wc1s evidc:nt ever)'\vhcrc; crnrunercial activity and 
business transactjons practically came to a h.::,lt. There ,vere a number of 
cases uf touri :; ts 1vl10 were grossly taken advantage of at the airport when 
they desperately needed fifty pesos to pay the departure tax and all they 
h:icl ,,as :1 $50 or ;-i100 US travelers check. /1,s of this writing, things are 
scnncwlrnt more normal . Tourists have found ready sources of exchange for 
their dollars with enterprisi.ng taxi drivers and hot e l clerks getting a 
piece of the action. Dollars in reasonable amounts also are available, but 
through the Dank of Mexico only. -

, CMITED OFFICIAL USE 
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Although dollars no longer are avaiL:ibLc rc,;:idi_l y in bq~e quanLiL i.c:; , 
the run on the banks continues . This time it: ii; Lo \, i thJr~n-J pest,:; Cru,11 
savings accounts before they are in some way c o nt:i sc.:; tccl c,r cu nt ro LI L'll 

by the Government. With the worst of their c;-q1ccto.l i_unci re;i [j_;;ecJ ,,,i t.:h 
respect to devaluation and convertibility of: tlw 1ws,J , i:: i.s nut di [[i_cult 
to 'understand the public giving rumor s of th ~s 11atuu· such c ucrcncy . 

As in other parts of Mexico, all sorts of rumor s, s0t:1c uf L11e1;1 qui Le 
macabre, permeated Merida from the 15th of No'1u;1h cr ri;~hL up L:u the Li:11c 
of this writing. At the high point of these rumors., Prcsitl011t Echcv cr rj a 
was dedicating petro-chemical plants in the Stat0 oE Tabasco -- so thl~ 
enabled the more discriminating citizens to discount San1e of l.hc rwnors 
pertaining to the person of the President and properly c ~i t,'.g ori.:-:e them a,; 
mere wishful thinking. 

In the midst of the confusion and pain related to tlic \"::su, t he Ba11k 0f 
Mexico inaugurated its magnificent new regional l1cadquartcrs building in 
Merida. Built at a published cost. of 30 mil 1 ion pcscs, th(' bu i !ding 
boasts of the most modern security and fire ala1111 :;yst·(cin in Mc;,ico . 
Furnishings and equipment .cost an addi t ional amount v:hich \ns n Dt di :,clos ed. 
Although a very modern and truly h andsome bui l.ding, th e ('.l)Vcrrn11cnl ·,.,;:-.,; 
severely criticized by news • media and private j nclividua l s for i tc; extrava -
gance at this point in time. 

MISCELLANEOUS: 

On November 17th, it was reported that an rn7n0d 1~roup 0f stucle11ts h:1d taken 
over the University of Tabasco and tha t ('!1C s t uclcnl: h:1.c.l been mar:binc·· g:rnnr."d 
by the insurgents, who were identifi ed as being mcrn!Jr:•rs (1[ th e Frcnt.c 
Estudiantil Dem6crata. A quick call to ,1 close contact in Vi.llahern;nsc1 
revealed that the problem was between two groups n r ,;t,,c;,-·nts, hut: t.il c,t it 
was not believed to be very serious. Noth:i.n0 lu::1:hcr ·,,; ;;, pllh.! isliccl 
regarding this incident and it appears to have been " swept ,md -:,r til e rug ''. 

In spite of the economic set-backs, op timi :::m ap pec1rs t,, ht(1c,rn ctcrn,1L i11 
the Yucatan insofar as the tour:ist trade is coriccrncd . i•'mMIUl\ , the Cnvcrn -
ment backed Tourist Development Age ncy, a1111ouncul : :: 11: ;_d s tart:r;ci con,;1.,- ,rctic,n 
of two modern hotels in the Yucatan, one a t: t:h e huin,; (,[ C!l"i.clicn J tc.n and 
the other at the Ruins of Uxmc:l. While· the private hot:•::-1.s :1!.: 11t,:·s,2 l nca t: ionb 
sometimes are full at the height of the winter c:cc1son :_,nd :\I. Se:n1no S,,;1l-:i , 
it does not appear to the r eport ing officer that pro_jcct::; oi· t!ii 0 ; ,,;i,:c ,_ind 
nature can be justified at thi s time - unl~ ss of roursc lONATUq ~lnns ta 
put the private hot e ls out o f busirress -- a suppo:3il:ion i:ili cl1 co the: 01:ncn; 

does not appear unreasonable. 
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In addition, TACA Airlines, a privately owned airline based in El Salvador , 
inaugurat ed thrice weekly flights between El S~lvador, Belice, Merida and 
Ne1v Orle.:1ns. 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. Oddly enough, apparently no commerc ial afr agreement 
exists between 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 co1nmercial 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 Government's resolve not to pennit favella developments of poor 
people seeking employment in Cancun, the worst ha s hap pened 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 on ly r eal 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 stands till. 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 nonimrnigrant visa applications. In October, 
the number of applicants was a mere 365 while through the 22nd of November 
only 226 persons made application . This i s, roughly speaking, clown 40 % over 
a comparable period last year. Work associated with an increasing volume of 
.i\merican t ourists has, however, begun to supplant the nonimrnigrant visa 
Horkl.oad . 
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E,.ri~ 11652: NIA 
TAC:S~ F.GEN~ MX 

\'\ease return to 
1ntemational lntormatiou C~nte1 

SUBJECTt MEXICAN GOVERNMENT REORGANIZATI~N 

REF: MFXICO 15787 

1~ IN COURSE OF DISCUSSION REPORT~D RFF~ELP FOREIGN ~INISTRY 
DlRtCTOR GFNERAL !NTEQNATIONAL ~~ONO~!C AFFAIRS DIAZ THOME 
GAVt EMBOFFS GLIMPSE OF PROPOSED ECJNOMIC MINISTRY ORGANIZAw 
T!ON TO BE EFFECTIVE JAN 1Q SECRETA IAT OF INDUSTRY A~D 
COMMER~E CSIC) WILL BE SPLIT !N Two: 
A) SECRETARlAT FUR INDUSTRIAL OEVELOPME~T WILL DRAW ALL 

Lt-JDUSTRIAL FUNCTIONS F~rJM SIC, AS WE'LL ADMINISTRATION 
OF PARASTATA~ COMPANIES FROM PRE&ENT PAT~IMONIU ~iCIONAL~ 

6) SECRETARIAT OF COHMERCt WILL A~SUM£ ALL COM~tR~E RESPON• 
$IBILITtfS FROM THE PRE~ENT SICt ANO WIL~ ITStlF u ~I IDED 
IhTU 3 DIRECTORATE GENEHALS: I~T~R~AL co~MPRCE~ FOR~IGN CQMff 
MERCF, ANO PLANNING~ FOREIGN COMMtR~E WILL DRAW MtRC~ANT 
MARlNE RESPONSI~ILITIES FROM THE PRESENT MARINA SECRETARIAT 
(MAKING MARINA A NA~Y MINISTRY)~ FON·I~~ COMMtRCt WILL ALSO 
DRAH SIJCH MATTERS AS RATE S;~UC'L'RE C 1 ~Tl:il) AN, 8T1-11::.~ AS VE:.T 
UNKNOWN RtSPONSIBILITIE~ FRl1 THF Ti tSPukTATION A~J LC~~U~I 
CATION SECRETARIAT. AND CUSTO S 01 TCY ANO OM! ,iIS.,.t<ATIO~ AN) 
TR A OE POL. l C V MJD 1\1 E 1., 0 T I Ai I Or J F q OM H c; I END : c:: ; N "JC E. M I N I ST R Y ) .. 

LIMITED OFFI'~A~ U 



Depart1nent of State EGR 
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Tli!S LATTER WOULD INCLUDE COMMERCE CONTROL OVER GO~ PARTICI• 
PATlON WITH ~UCH ORGANIZ~TIUNS AS GATTa IMCe (INSTITU;E OF 
FOREIGN TRADE) WlLL BE OPERATIONA~ ARM O!RECTLV UNutR SU~FQa 
VISION OF fQREIGN COMMERC~~ 

2w DETAILS OF NEW OkGAN!ZATIO~ AQ rK T AS VE WILL 
t; D Ci U 8 TE. D LY CLAR ! FY 8 V NF. W IE AR 11 .. "' IS Cl. E: A 1-t ., HOW f' VE. R ; THAT 

CEIJTR AL I 7.A TI ON OF I NOUS TRY AND car-,, t N l '! FUl\:C. Tl ONS Il',1 NEW 
MINISTRIES 1«ILL. GREATLY INCREASE THc.!R s.:uPt A~O ·f,(. NGTl"I 
VISmA~VIS CQMPEllNG GOM BuREAUCRACIEg~ AT FRESENT, IT IS A 
M0n1 POINT WHETHER THE ~EW INDUSlRTA. n~\tLGPM~hT S~CRETA~!AT 
IS ABSORBING PART OF PATRIMONIO NAC!ONA~ ~R VISA VEk~A~ 
Tt,OMPSot~ 
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TO: Chairman Burns / 

?-·,/\/\ ( FROM: Ted Truman e,., y , • 

Attached is the latest cable on the Mexican economic 
situation. 

Attachments: Mexico A-4O 

cc: Governor Wallich 
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PINT, ECON, BGEN, MX 
November 1976 Highlights from Guadalajara, Mexico 

Guadalajara A-39 of November 5, 1976 

SUMHARY: The prophets of doom a nd rumors- of revolution \!Crl' 

proved wrong as November progressed , an.cl by the Dec ember 1 
Inauguration attention had refocuss ed on pressi ng economic 
problems, such as the peso float, inflation , employme nt, 
fiscal and monetary policy, etc . Guadalajara experienced 

0
, 1~o13 -

its fair share of crime, a new student union president 1-1,1.~h\ /\J • '• 
selected by his peers, State and .Municipal elec tions 1verc I I\ -~:J 
held in early December with no surprises, a nd .Lrnd i nv ,11~Amu; \,i • . 
both within and without this district were of continuing , l., 1·,;\l.',:,1; 

interest. END OF SUMMARY. . )l.'HS ~Q 1'' 

Political 

1. Rumors, RUlilors Everywhere: As the day ar:iproachctl (lJccc111lier J.) 
for the change in Administration, Guadalaj.:.ir::1 ' s rumor m.i. Jl s 
worked overtime to create even more uncertainty ancl fc;1r 
in an already unstable atmosphere. Reaching a c r escendo in 
the days prior to November 20, anniversary of Mexico's second 
revolution, the tales· of revolution, coup d ' etat , i mrr isnnrncnt: 

TR T/1>.R 
-I----+---+--~ · and murder allegedly occurring i n Mexico City were cxtraorc\ i 11 ;1r y . 

T RSV USIA even temporarily overshadowing the usuiJlly overwhelming interest 
in the movement of the peso and its r elated effects . When 

MB November 20 came. and passed ~eo.c~fully, at tent ion re fo,:uss0d ., Of11) 
on the peso·'s third devaluation 1.n tlire?e mLJnths and st 1h ,;er: 1•P11t·..., 

recovery as the Presidential ina ugura tio n approac hed . /\ lll:'h' r~ 
\ "'- I 'Z__;/ t <-etTcffi .:'~ T c:r-&oN 
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wave of fear-creating nnnors hit Guadalajara during the last week in 
November as pessimists insinuated that President Eche.verrfa 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 democr;itic 
traditions would survive for the moment in Mexico, and a consiclerc1hly 
more positive tone could be heard in private conversations . 

2. ·State and City Elections: The PARM Party (Partido Autentico de Ja 
Revolucion Mexicana, a subsidized satellite of the PRI) annottnccd c1 
list of candidates on November 9 fo r Guadalajara mu~icipal posts .. 
Candidate for mayor is Carlos MORETT Sedano who is unlikely to defcc1t 
the PRI candidate, Guillermo REYES Robles in the municipal elections on 
December 5. REYES Robles has been actively campaigning for t wo moi1tl1s 
and there is no real opposition candidate, now that the PAN party 
(Accion Nacional) is quiescent and not placing any candidates in s l:.1 te 
ot municipal elections in Jalisco this year. Flavia R()}1ERO de VeLcisco, 
PRI candidate, is sure to be Jalisco's next governor following c .l ections 
on December 5. He has been widely quoted as favo ring a general 
disarmament of the local populace and an end to the system of pm,erful 
minor politicians ruling the countryside (caciques, from the Arawak-
Indian word, kassequa,chief). (Note: All PRI candidates were e l ectP.d 
on December 5 as expected.) 

3. New FEG President: The new president of the powerful student union 
bf the Univer s ity of Guadalajara (Federaci6n de Estudiantes de Guadala-
jara or the FEG) will be Raul PADILLA Lopez, ex-p r esident of the stuclellt 
union of the School of Philosophy and Letters and also press secretary 
for the FEG. PADILLA Lopez received the approval of representatives of 
63 ~ssociated s6hools in Jalisco a t a meeting held iri Guadalajara nn 
November 9. He will repr esent the 150,000 students at the University 
of Guadalajara and affiliated schoo l s throughout Jalisco for the 
1977-1979 term. Law student Rafael CASTELLANOS will be vice prer;jdcnt: 
and medical studen t Miguel MOYA Alvarez will serve as secre,tary general 
of the FEG. PADILLA L6pez r eiterated the usual phrases, describing the 
FEG as a revolutionary organization of the people working for the 
principles of nationalism, democracy, socialism, and anti -imp erialism . 
He succeeds Felix FLORES Gomez who has been elected Federal Deputy [rom 
Guadalajara's Third District. 

4. Crime Rate Normal: While M\i'.'Xico City newspaper article.,; t;ougl1t Lu p:1.i11L 
a lurid picture of Guadalajara as a sort of "Fenr City" ·.vhe1·c'. oul 
reign (a case of the pot calling the kettle black), the real s:i.t 11;itjo;1 
was somewhat calmer. Although there certainly existed a troub]ed 
atmosphere during the October student elections ci.t 1:lie Univec,:i t:y of 
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Guadalajara resulting in several deaths, November brought a return to 
a relatively peaceful situation wher e there was more violent talk th;:111 
action. However, the month did have its bad moments. Although tile 
Jalisco State police were able to identify the members of the gang tli ;J t 
killed three students and wounded nine others in a restaur a nt shootout 
in October (see refair, page 2, para. 4), only three of the eight 
gang members are in jail while the l eaders are still fugitives. 
Several substantial bank robberies , the murder of a law student, and 
the discovery of an apartment full of terrorist literature and cquipmL' nt 
in Guadalajara were the high points which is not all that bad for a 
city of this size. The crime situation is fairly we .LL under coutrol, 
and hopefully will get no worse. 

delegate of the Secretary of Agrarin11 
is reported to have anno unced that there 
land invaded by landless campesinos in 
reasons. The invasions ,:ire under stllcly 

__ r,.- 1 

·s. Land Invasions: The state 
Reform, Francisco Javier PUGA, 
are 24 parcels of agricultural 
Jalisco at present for various 
with the objective of granting 
in some cases. 

land t o the invaders and relocating them 

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 cf[ect, 
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 tb have land invasion as well as student 
problems. 

Elsewhere in the district, relatively minor land invasion problems exist 
in all six states, with campes ino demands for land usually supported by 

.local student groups. All eyes are focussed on the major confrontations 
in northwest Mexico, especially in Sonora, t o see how the case of the 
private small (and not so small) landowners fare faced with politically-
supported invasions of good agricultural land s . Agricultural priv.::ite 
investment and production will follow the example set in the [ertile 
nortqwest. 

Economic - Commercial 

1. Peso Float and Wage/Price Demand s : Three devaluations within three 
months have created an economic state of uncertainty, confusion , and 
mistrust by local businessmen due to the myriad of production , pri~ing, 
financing and other related problems that must be faced without s11ffici.,0 11t. 
information with which to solve them ( see r ef air, pilge !f , para . l). 
The wave of confidence-shaki ng rumors prior to the November 20 1vcek•:>rHI 
instigated a run on the banks to withdraw a ll cash accounts and co11vert 
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much of it into dollars. The prophesy of a new devaluation, excli.111~c 
controls, and frozen bank accounts, became, in part, self-fulfilling. 
The substantial flight of private capital in mid-Novl:'J11ber triggered 
a third downward float on November 22 when the peso f elJ to 28. 50 t~o 
the dollar. However, since that date, recovery has been swift .::uid 
continuous, with the rate on December 2, the day after the inaugur,1-
tion of Jos~ L6pez Portillo as President of Mexico ind the end of 
the Echeverria era, at 20 pesos to buy one dollar, 22 to sell by tl1C' 
local banks. The improvement in the peso vis-a-vis the dollar m11sL 
stern 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 martc in 
the Federal Government. From the inaugural speech oE .Prc,sident Lope;,: 
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 .1bout 
20 pesos to the dollar. ("What this country needs is r.1 good f i vc ccn t 
peso", remarked a local economist). 

Both the labor and business sectors seem willing to wait until January 
before making new wage/price increase demands. Tltc m:inimum wagc .1n11ttcl L 
revision in January will set the tone for wage settlements in ec1r ly 1977 
and although businessmen are hoping for a modest 10% minimum wage increc1sc, 
unions are talking about 30%. The local commission on minimum wages 
recently suggested a 17% increase for Jalisco in January. A 17-20% 
settlement seems likely. 

2. Inflation and Government Policies: Inflation continues as one or 
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 1/3% ancl electricity rates 
soared from a minimum of 10% for the poorest users to a whopping 1067, 
for the biggest industries in Jalisco (including the U. S . investment 
in Celanese in Ocotlan, Jalisco) on November 15. Fc"irmer 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 furtl1cr 
considerable strain on the already weak municipal government bud get . 
Most small to medium business will pay 25-60% more £or electricity . 
The higher gasoline prices will also redound almost: irnmccliately in 
higher costs of production and distribution. The two major local urh :rn 
bus companies have received approval to increase f:ires 40% to J.l10 pc• ,:,is 
and the taxi drivers are charging a 5 peso surchaqse on meten•d rides 
awaiting the authorization of higher fares . Domestic c1j_r far0s ,1nd 
long distance bus fares went up 20% at the end of the month and more 
price rises are inevitable once the higher electricity ~nd 8asolinP 

UNC LASS IF IED 



UNClASSIF I ED - 5 -

costs are incorporated in the manufacturers ' and distributors ' costs. 

According to a newspaper rep ort, a Banco Nacional de Mexico (large 
private bank) study s hows that t he mon~y pu t in t o circulation in 
September 1976 was 42% mor e than t ha t issued in September 1975, or ,m 
increase of seven billion pesos f or t hat one mo nth. From Janu.:1ry t:hrougli 
August 1976 the money s upply incr eased 22% with respect to previc111,; yc;n 
figur es, according to the same r eport. The conclusion is tltat the 
Mexican government just pr i nt s mor e and more money to satisfy its ruhijc 
spending programs and to f ina nce priva t e sector demands [or money, which 
is what many obs erver s s us pec t ed for some time . With such considcr-;c1h Le 
moneta ry expansion acc ompanied by subs t ant i al price hikes in Cue.ls and 
transportation and i mpending pressures for wage/price increases in 
January, it is dif ficul t to imagine how t he rate of inflation can be kept 
down to manageable proport ions , even assuming an "austere" fisc[!J. puljcy 
as promised. 

3. Sonor_a Land Expropria tion: The expJ;"opriation o[ 100,000 hectares 
of prime agricultural l and i n Sonora by land invading compcsinos sup-
ported by President Echeverria (despite f ederal court rulings to the 
contrary that accord ed owner ship of t he l ands to private land holders) 
caused quite a lot of unhappy t a l k in and around Jalisco state , but 
the local chambers of commer ce decided no t to heed the call of Sonoran 
businessmen for a general s tr ike . The local chambers followed the lead 
of their Mexico City c ounter par t.s a nd , while sympathetic to the plight 
of the Sonoran landowner, decl ined t o support that cause with strike 
action, although bus i ne s ses i n sev en ot her s t ates (Sonora, Ch{huahua, 
Durango, Nuevo Le6n, Coahuila, Ver acru z , and Puebla)did shut partially 
for a limited amount of time . Local r anchers and farmers are watching 
developments in Sonora, however, ver y car efully in order to dctennine 
the trends in private l and owner ship , and t hus on private investment , 
in the rural sector. In the mean time , agricultural proJuction, ;:iLrc:tdy 
hurt by the land inva sions and ·poor weather conditions tl1is year, will 
further suffer. 

A technical expert to t he Sec r etary of Agrar ian Reform who gave a sem1.nilr 
at the University of .Guada l a j a r a during November on the subject of 
agricultural production s t a t ed that recent statis t ics indicate that 
54% of the total value of Mexi can agricultura l producti.on is grot-m ()JI 

3.3% of the arable l and and t hat t he total productio11 of 50% o[ 
existing agricultur al uni t s i s about 4 . 2% of the total vaJuc. 
This polarization of pr oduc tivity has occurred at t:he same time as . tltc 
government has r edis tr ib ut ed more than 86 million hectares to 2 . fl mi I J i.0 11 

campesinos and e jida t arios . The low pr oductivity of the ~i~s!-~2- hi.rm 
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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, industri;:ilization, 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 co.ast;:il. 
communities. The basic dilenuna 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 sm;:i.Ll 
farmers who then must be collectivized to become moder.'1tely ef[icient? 
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 GuadaLaj:ira 
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 1-11 

1976; that in 1970 tourism balanced 36% of the deficit ou 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 Eive 
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 at•tention to creating 18 regional 
development poles in the largest provincial cities and 102 municipa.L 
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 14.!f 
billion (or 61%) was made by public sec tor agencies and only 9. 3 biLJj on 
by private industry. Work for the largely uneducated rural migrilnts 
and city dwellers is Jalisco's top priority. 
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