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TO: Chainnan Burns 

FROM: Ted Truman 

BOA-ml OF G VER, GRS 
OF 111t 

FEDERAL RESERVE SYST['1 

1977 JllH -4 AM 11: 41 
January 4, 1 Q."Z.'Z.. 

1Jt-'flCE OF THE CHAIRMAN 

Attached are the latest cables on the Mexican 
economic situation. 

Attachments: Mexico 16258 
Mexico 16285 

cc: Governor Wallich 

1:.:1t•";~ i:!•,~~:~:l!- ~-0i~ ~: lhis r,,:i:1;:l'~1t ,s r1u t 
:
1 :·1;.? i~ .. \;~::;•~ t! :! S. ~-:·le~~--: .. ,1l rn1~i~ -lti. ll 

r fii.:·2li~ (.;c,_,::::f,2t~ L.:~~~~r Ex~c~!!.1.-;,~ O·rll!t 10~,0l 
which prnviJes t!' .. t 't\ doct:~r;nt .... ~h~ii bear a 
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highc:t c'o,s,•,cd co:nponent." 
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PAGE 01 M[XICO 16256 3022l6Z 
ACTION ARA..,10 

INFO ocr-01 !$0*00 ~P~02 US!A-15 AI0-05 
CIEP-02 THSE-00 ss~15 STR~0• OMe~01 
COME~00 { FHB~0_j__.; !NR~07 NSAE•00 XM8•04 

£;it 
CC'.s 

r:'f: .. 07 NSC""05 
CEA .. ~1 CIAE•00 

OPIC .. !06 LAB .. ~4 
SIL~0;,0PA~02 PRS~01 /0~4 w • 

.:J ~pw~•-~-•w~w•~•~••31~739Z 037d~A /21 
R 301945Z 6 
F~ AMEMBA EXICO 
TO SECSTATE ~ASHOC 9441 
INFO TREASURY WASHOC 

U tie CI. AS ME\( T. CO /1f;52 5 8 /~TIO~~.:r, l"l'" , .. ,. _.,. .Jilli. 

E 11 0. 11652: N~ 
T/lr;S: F.F'H~ MX 
SUBJ: ~EW AOMINISTRATIO~ RATIFIES IMF AGREE~ENT 9 

1 0 SUM~ARY~ DECEMBER 30 NEWSPAPERS CA~RY G0M PHE~S 
RELEAS~ STATING THAT THE Nf~ ADMINISTRATION H~S Ra7!FIEO 
THE AGREEMENT SIGNED WITH T~E IMF TkO MONTH~ EARllEN~ 
ENn SL1MMARV 0 

2& PRtSS RELFASE STATES THAT RATIFICATION ~ILL b;vE 
MEXICO THREE YEARS IN WHICH TO kftSTABL!Sh tXTE~NAL AND 
INTERNAL EQUILIBRIUM~ PRESS RELEASE NOTES 1HAT Ubl~G 
THE EXTENDED FUNU FACILITY ~ILL AVOIO THE NtEu 10 TAKt 
MORE R~STRICTIVE MEASURES THAT ~OuLD BE NECESSA~Y I~ 
EQUILIBRIUM WERE TO BE RESTORED IN A SHORTER TIME 
FRAMEa SUCH MEASURES WOU~D~ IT IS NOTED~ "DRASTICALLY 
AFFECT PRODUCTION ANO EMPLOYMENT~" 

3Q USE OF EFF HAS THREE IMPORTANT ASPECTS~ ACCORDlNG 10 
PRFSS ~ELEASEe ONE IS THAT IT ~VOIDS THE NEED TO RESURf 
TO BILATERAL SUPPORTg OR ;'SIMPLE SUPPORT FRO~ MAR~ETS~" 
THE SECOND IS THAT IT PERMITS A GRADUAL ADJUSTMENT OF 
THE ECONOMIC PISEQUILIBRIUMu ThE THIRD IS l HAT ThE 

UNCL.ASS!FlED 
:::7-
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MEXICO 16258 3022162 

TELEGRAM 

TECHNICAL SUPPORT OF THE IHF ~ILL INCREASE INTE~NATIONAL 
SUPPORT OF M~XICAN ECONOMIC POLICIE~. 

4. PRESS RELEASE CITES THE FOLLOWING AS THE 
OBJECTIVES OF THE GOM 9 S ECONOMIC ADJUSTMENT PROGRAM S: 
CA) TO IMPROVE THE ECONUMIC GRO~TH RATE; (B) 10 INC~EASE 
EMPLOYMENT OPPORTUNITIES FOR THE GROWI~G LAbOH fORCt t 
CC) STRENGTHEN INTERNAL SAVINGS, TH~REBY REOUCI~G THE 
NEED FOR RECOURSE TO fOkEIGN bOkRO WlNGS; AN~ (Dl FALI~IATATE 
A Rf.LATIVE STABILITY FOR INTERNAL PRICES ANU REES iA~LISH 
A "DVNAt1IC 11 EGlUILISR!UM !N THt:. BAL.ANCE QF' PAYMENTS 
SUSTAINABL~ OVER THE MEDIUM TERM. 

5. FINALLY~ PRESS RELEASE STATES THAT ~URING fHt 
ADJUSTMENT PERIOD, THE GOH WILL StEK TO REESTABLISH 
"FtSCAL EQUILlBRlUM"~ TO REDUCE THE FQPE!GN DEBTL TO A 
HEALTHV AND SUSTAINABLE LEVEL FOR THE LONG TERM, ANO TO 
MAKE STRUCTURAL CHANGES THAT ~ILL PERMIT A MORE DYNAMIC 
DEVELOPMENT AND A MORE EQU!TAbLE DISTRIBUTION OF THE 
BENEFITS QF THIS DEVELOPMENT , 
.J OVA 

UNCLASSlf"IED 
'--../ -.._/ 
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MEXICO 1b285 3023312 

HIGHER !NEARLY 1977 THAN THEY WF.RE !N 1975~ !i IS 
VeRY LIKELY THAT REAL WAG~S IN EARLY 1977 WILL BE 
GREATER THAN THEY WERE lN 1975 p THOUGH SUBSEQ~ENT INFLATION 
MAY ERODE THISo THE INCREASE IN THE NATIONAL CONSUMtR 
PRICE INDEX FROM DECEMBER 1975 TO NOVEMBER 1976 WAS 
·24 PERCENTc ONE COULD ARGUE THAT NO EMERGENCY WAGE 
INCREASE WAS N~CESSARY IN LATE SEPTEMBER~ IT APPEARS 
INEVIT~B~E THAT rHE SEFTEMAcR INCREAS~ COUPLED ~ITH 
THE NEW INCREASE WILL ADD TO INFLATIONARY PHESSURtS IN 
19,7~ ONE CAN ONLY PRtSU ME THAT POLITICA ~ FACTORS 
OUTWEIGHED ECONOMIC CONSIDERATIONS IN THE RtC[Nl 
OEcI<HoN<l 
JOVA 
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PAGE 01 MEXICO 162~5 
.ACTION ARA•HI 

INFO ocT-01 xso~00 sP~02 USIA~~b AID-~5 
CIEP-01 TRsE~m~ ss-15 5TR~t4 0M0~01 
COME~00 FRBw03 !Nk~07 NSAE~00 XM6~02 
SIL-d~1 fA"'(H PRS .... 01 /0t10 W U .............. .............. ..,..,..,,_. .... q..,.:"itli'J752Z 

R 3VJ230!1Z 6 
FM AMEMBAw XICO 
TO SF.CSTATE WASHOC 9455 
INFO TRSY WASHDC 
ALL US CONSULATES IN 

LIMITED OFFIC!AL USE 

E.,O .. 11652~ N/A 
TAGS~ EFIN ELAB MX 
SUBJ! MINIMUM WAGES 

BEGIN UNCLASSlFIEDo 

MEXICO BY POUCH 

6729 

Eb•01 NSC""05 
Cf.A ... ((J1 ClAE ... 00 

OF IC...,03 LAB ... 04 

038161 /21 

lo SUMMARY~ NEW MINIMUM WAGES TO BE EFFEC TIVE JANUARY 
ONE, WILL BE 9 OR 10 PERCtNT ASOVE PREVIOUS LEVELS~ ENO 
SUMMARY., 

2~ MINIMUM WAGE COMMISSION ANNOUNCED ON DEC 29 THAT 
MINIMUM WAGES BELOW 100 PESOS A ADAY WOULD BE INCREASED 
10 PERCENT AND MINIMUM WAGES ABOVE 100 PESOS A DAY ~OULD 
BE !~CREASED 9 PERCENTo INCREAS~S TO BE EFFECTIVE 
JANUARY ONEo 

3w NEW MINIMUM WAGE IN URSAN AREAS OF THE FEDhRAL DISTRICT 
WILL BE 106~4 PESOS PER DAY@ 36 PERCENT A8DVE WAGE THAT 
BECAME EFFECTIVE JANUARY 1~ l976i WMEN URIAN Mil\ilMUM "AGE 
FOR FE~ERAL DIS T~ICT WAS INCREASED 24 PERCENT~ RECALL 
THAT MINIMUM WAGES INCREASED 23 PERCE~Tv EFFECTIVE 
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LIMitED DfFlCIA~ ust , 
M~XICO !6285 30233lZ 

OCT 1~ 1976~ WHEREAS MINIMUM WAGE IN FEDERAL 

TELEGRAM 

DISTRICT DURING 1975 WA~ lHE EQUIVALENT CF 15007 PEH 
DAV C63w4~ PESOSlt IT WILL BE THE EQUIVALENT UF S5Q32 
AT AN FXCHANGk RATE OF 20?lo NEW MINIMUM ~A~ES ARt 
SUPPOSFD TO BE lN EFFEC~ UNTIL OECEM~ER 31~ 1977~ 

4~ MINIMUM WAGES DIFFER FROM REGION To REGION AND 
BETWEEN URBAN AND RURAL AREAS WITHIN REGION~u THE 
HI~HEST IS IN THE STATE OF BAJ~ CALIFORNIA ~ORTE 
(TIJUANA) WHERE IT IS NOH FIXED AT 133.9 PESOSu ThE 
LOWEST IS IN THE STATE OF OAXACA WHERE IT IS ~1gl 
PE~OS IN RURAL AREASa MINIMUM WAGES ARE ALSO SET FOk 
A NUM8~R OF SPECIALIZED TYPES OF ~ORX~ FOR EXAMPLE~ 
THE MINIMUM WAGE FOR AUTO MECHANIC IN THE FEDER~l 
DISTRICT WILL BE 161 PESOS PER DAYP 

5'- LABO~ LEADER fIDEL VELASQUEZ SAIW NF.:rJ MY!-4IMU~1 WAGES 
WERE ACCEPTABLE ~ND PERMITTED WORKEHS TOT RECUPERA1t 
LOST PU~CHASING POWER 0 ~E SAID THt NEW WAGES ~DULD 
APPLY TO APP~UXIMATELV TWU MI~L!ON wORKERSo 

6~ EXCELSIOR EOITO~IALIZED UNDER HEADING OF 
~INSUFFICIENT MINIMUM SALARY"ij IT SAYS THE NEw hAGE 
LEVELS REFLECT THE TE~OENCY TO STABILIZE THt ECONOMY 
BUT DO NOT PERMIT WORKERS TO ABSORB THE INCREASE lN 
THE COST OF LIVING DURING l976v WHICH IT SAYS EXCEEDS 
THE TOTAL OF THE EMf.RGENCY MINIMUM WAGE !NCRE~Sf. ~NO 
THE PRESENT !NCREASE~ ED1.TORIAL CONClUDES SY CALL!NG 
FOR BASIC REFORM OF ~CONOM!C POLICIESf BUT DOES NOT 
SAY WH4T THIS SHOULD BE~ END UNCLASSIFIEDu 

7" ASSUMING THAT ALL WAGES HAVE H~CREASED MORE UR LESS 
IN LINE WITH THE DAILY AVERAGE ~AGE IN THE FEDERAL 
DISTRICTP THE DOLLAR COST OF WAGES WILL BE SOMEWHAT 

LIMITED OfFICl~L USE 
0 



January 5, 

TO: Chairman Burns 

FROM: George B. Henry 

Attached is the latest cable on the Mexican economic 
situation. 

Attachment: Mexico 58 

cc: Governor Wallich 
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1, SUM~ ARV. IN RECfNT ~EETlNGS, LOPEZ•POKTllLO HAS 
STATf D THAT ThE ~E XICA N ECONOMY WlLL HAVE RtCUVERtD IN TWO 
Y t:: AR S j/ D T H /,. T U r-, t P•I PR O V EM t::. N l l N T 11 E S l TL, A 'fI ON C A N 8 E 
fXP~CTf0 ev Ml0 -17. ENU SUM~ARY. 

2~ PPfS IDlNT LOP~Z"~ GR TlLLO TOLU A 0iLEGAlI0N FROM THE 
ME~lCAN CONGRtSS ON DE CfM~ER 31, lHAT IT ~ILL TAKE TWO 
Y E M< T O 11 1-H: CON S T .1. T iJ T t " 1' HE ~ii:. X l C Ar-, E C ONO M Y ., Ht .S A l D T HE 
NEXT s:rx MONitiS i'IUULD Sc. ~' APTICULARLY r)1FFICU1..T, t,UT THAT 
Ry JUN~ OR JULY, ONE ~I LL BE ABLE TU SFE T~E "OTHtH FACE" 
C F Y HE D f V A L. U A ·r I O ~-, • 

3. JI.P CAL.LEO THI: 1977 tiUOGET NEIT Ht.1-< DEFLAT!(,NARY, NOR 
I NFLATIONARY &EC~USE IT rs AI~E~ ~T lN CHEASINb PROOUCTION. 
THIS IS, HF SAI O, THE CNLY AND MOST I NTE LLibE NT wAS~ TO 
OVERCt) Mf I~FLAf lllt,1.. nE \<-!:.NT OI..J TU NlliE THt l t1 F:XICO CAN 
8 :: S F: L - $ U F F I C I c. r~ T i: r F(, 0 I) $ T Li F F S A i"l(J ! N E N E ~( G , A r~ D 
T~I8 P~uVlGES T~t 6ASIS FOR A &TR0NG tCONU M~. HE 
RELATED T~E RECUV~R IN IWO YEAR5 TIME TQ TWO 

UN r: t . ASS l Fl E i) 

'I 
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Department of State TELEGRAM 

4. CbLLf0 THE hMLDtSTrt MINIMUM WAGE 
INC PFftSE A LfSSON IN RESPON5IBILJ1Y ThAT bEblNS A 
PP GCESS OF S0LI0ARITY ~~!CH CA~ BNfAK THE INFLATIONARY 
SfJTI-/ AL. 

5. JLP GN SI MILAR THEMES IN A MEETI~G WITH 
~f. MAL.E JOURfitiLIS';~ SEVf:kAL DAYS EAPLLER. Ht::. TOLO Tl-1E 
JOUf-< NALISTS THAT THE ECU!\(WIC SITUATION WILL bE Bt.TTER 
HY J UM f OH JULY, .A:~e, THAT Mt.XI CO HD-6 TO ExPtJRT CRIJGE:. 
OIi .. l ~. ORi)FE TO t!E. p,P.L,E: TO SHiP F.:.l'PLl!-(TJNr. Ti AT 
:. Li r L, rH. (j ·A TE. 

I 
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TO: Chairman Burns 

FROM: Ted Truman 

Attached is the latest cable on the Mexican economic 
situation. 

Attachment: Mexico 168 

cc: Governor Wallich 

ucfensc classif1cat1Jr. ct \11:s dccument 1s !tui 
t~ t:1~ 1r.c'.i.:: c~ C·i JS. r.,.·,.~·nin '? ;1t inforn.1U'-ln 
0H ~:3l1 c~·1 ·_;~.;;~:J J "iCi'.! r ~:, .. , ... ~~> -= •jr 1er 10: 01 
w!i:,:h p;cv,!Jt:, t!·,~t '·1\ ds·:·Jr.1c~t. .. . s.;all btar a 
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PAGE 01 MEXICO 00168 0601282 
ACTION ARA .. 10 . 

TNFD ocr-01 rso~~0 sP-02 
EP 2 ss~1s STR~04 

NR,..r37 NSAt, ... 0e. 

USlA'"'15 
01•1'3 ... eJ 1 

XM!;..,04 

AID~~~ ES~07 NSC•05 
CEA~0! CIAE~00 COME~00 

aP1c~06 ~AB~04 SIL-01 
A 02 fRS,..01 /094 W 

(e> ... ,. ..... .., ....... .., ..... .,..,,, ...... ~s.i ... 060:3332 
R 0.1600112 

V,85825 /70 

FM ~MEM6A rco 
TO SECSTATt WASHDC 9538 
!NFO TREASUR Y WASHOC 

U1~CLA~ MEX I.CO~ 

E.O~ U652S N/A 
TAt";S: EPIN MX 
SURJ~ RECENT ECONOMIC INDICATORS 

REf; 76 MEXICO 15716 

1w THIS CABLE REPORTS MOST SIGNIFICANT DATA IN S~NK OF 
MEXlCOI S ECONOMIC INDICATORS FOR NOVEMBER 1976~ 

2e MONEY SUPPLY (UNADJUST~D ) AT F~O OCTOBER WAS l24P539~5 
MILLION PESOS~ COINS ANO BANK NOTES WERE 61,875u4 MILLION 
PESOS AND DEMAND DEPOSIT~ WERE 62,664~2 MILLION P~sos, 
SEASONABLY ~DJUSTED MONEY SUPPLY AT ENO~OCTOBEQ WAS 128p211~5 
M!u .. roM PESOS,, 

3~ LIA8IlIT!E S OF BANKING SYSTEM [TABLE 1~4J AT ENDM 
OCTOBER WERE 710i512~2 M!LL!UN OF WHICH 391,517Q8 
MILLION WERE IN PESOS AND 318,994~3 MILLIO~ IN FOREIGN 
ExCriANGEg CONVERSION RA1E ~AS 25u4~ NOTE THAT PESO 
LIABILITIES ARE SAME AS ENn"A~Rll LEVEL~ INCREftSE IN 
LIABILITIE S IS DUE IN LARGE PART TO REVAL0ATION OF FOREIGN 
EXCHANGE LIABILITIES~ BULK OF FOREIGN EXCHANG~ 
LIABILITIES (25li609~7 MILLION PESO$] BELONG TO NATION AL 

UNCLASSJ$,IED 
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MEXICO 00168 0601282 

rR~DIT INSTITUTIONS, EX~BANK OF MEXICOs OF THESE; 
224,164~2 MILLION WERE LOANS FROM FOREIGN 8ANKSg DOLLAR 
CHECK!~G ACCOUNTS WERE 11,30706 MILLION PESOS~ 

Au TOTAL FINANCING OF BANKING SYSTEM AT E~O•SEPTEMBER 
W l\ S 6 2 2·, 0 4 7 11 5 M l 1.. L I G N Pt SOS Q AN D AT END.., 0 C 'T' 0 BER p W A S 
575,863~8 MILLION PESOSg 

5. FEDERAL GOVERNMENT FEVENuE IN OCTOBER ~AS 10,779~5 
M!L~ION PESOS. fXPENDITURES WAS 15r39~~9 MILLION PESOSe 

6. l~DUSTRIAL PRODUClIO~ IND~X DATA FOR 1976 REVISED~ 
INDEX MEMBERS FOR JANUARY~SEPTEMSER Now A$ FOLLOWS: 
139Q5, 140w7, 151,8, 140~6, 145,gi 147g4~ 145w1, 
143$7~ 138,.9., . 

7~ NATIONAL tONSUMER PRICE INDEX FOR NOVEM8ER IS 249olg 
UP 4.,5 PERCE~ PROM OCTOBER AND 25m1 PERCENT FROM 
NOVtMBER 197s • 

8~ MEXICO CITY w~OLESALE PRICE INDEX FOR NOVEMBER WAS 
425a6, UP 8.2 PERCENT FROM OCTOBER AND 40~1 PERCENT FROM 
NOVEMBER 1975a 

9s BALANCE ciF PAYMENTS DAT~UNCHANGEOi OCTD~ER IMPORTS 
WEQE 444a5 MI~LIDN1 EXPORTS WERE 238.1 MILL!DN~ OCTOBER 
TOURIST R£CEIPTS ~ERE 57~3 MILLION AND EXPENDITURES WERE 
22a5 MILLION~ FRONTIER RECEIPTS WERE 122~0 MILLION 
ANO EXPENDITURES WERE 74Q0 MIL~ION~ 
JOVA 

~ NCLASSlFIEO 



TO: Chairman Burns 

FROM: Ted Truman 

RECEIYED, 1, , , 1 OFFICE OF rHt CHkl.J1M •• 

Attached are the latest cables on the Mexican economic 
situation. 

Attachment: Mexico 232 
Mexico 233 
Mexico A-33 

cc: Governor Wallich 
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1~ BELO~ IS OUR INFORMAL TRANSLATION OF PRESIDENT LOPEZ~ 
PORT!LLO' S ~eMARKS TO A SENATE DELEGATION ON DECEMBER 31• 
PR E5S RELEASE CALLS REMARKS "IMP~OVISED"• IhTRODUCTION 
P~PAG RAPHS ARE DELETED~ 

2~ "W E HONESTLY tiELIEVE THAT THE ORGANIC LAW OF PUBLIC 
AD~ l~ISTRATIO~, THE LAW OF BUDGET AND ACCOUNTlNG, THE LAW 
DF PUBLIC DEBT ~NO THE lMPROVEMENTS To THE ORGANIC LAWv 
co~S TITUTE A FUNOAME~TAL BASIS FOR IMPROVING THE ADMINISTRATIVE 
FUNCTIO ~ING OF O~R NJTION, CONSIDERING THAT OUR COUNTRY, 
PERh AP~ MO~E lHAN UNDER•OEVELOPfO, MAY BE UNDER~AUMlNISTERED 
3~P~ E hAVE MANY HESOUR:Es, SOME NON-RENEWABLE, OTHERS 
THAT ARE~ MANY HUM AN, Ll~ITED AND CONGESTED FlNANCINGe 
B~T WE HAVE THEM. T~~NC~ IT IS ORGAN IZATI ON THAT MAY BE 
THF rAC10R WIT HIN nuR ~UMl~ ABILITIES TO WHICH ~E ARE 
MO~T ACCGUNT A6LE PRECISELY tiECAUS~ IT nEPENDS ON OUR ABILITY~ 

,, 
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U1 CLASSIFIED 

~EXICO 00232 01 Of ~2 070210Z 

4~"~E ARE PLACED IN AN EXT~AOkOINARY COUNTRY. IT IS 
ORGANIZATION THAT TERMINES OUR kELA1IONSHIPS, AND THIS COULD BE 
suctESSFUL OR DEFICINET, IF ~E SUCCEED QR NOT IN ORGANIZING 
0 lJ R SE L V ES ; I F ~' E ,, 0 U C C EE:. D O t-1 0 1 I N MEET I NG OB J EC T I V E S , I N 
FINDING GOAL~, AND PLACING THEM IN SPACE ANO TIME AND ORGANIZING 
ThUS C.1UR RESPONSIBLE ACTIONS~ 
5a "I APPRECIATE THAT IT IS DY ORGANIZATION, AS THE FUNDAMENTAL 
RESPONSIBILITY OF A FREE BEING THAT MAN CAN GOVERN HIS DESTINY 
If Hf SUCCFEnS IN PERfOkMING wil"IN HIS FR~EOOM IN AN ORIENTED 
COURSE .. 
6 .. 11 FR OM T H AT C OM ES T HE I MP ORT AN C f:. TH A T I G I V E T O ADM I N I ST R AT I ON 11 

TO ORGANIZED SERVICE, IN THE FU~CTION OF OUR COMMON OUTIESe 
THE~EFnRE, I AM ~SPECIA~LY GRAT~FUL FOR THE EFFORT, THE COLLA• 
e.oP.~TION T~AT YOU GAVt us !N THE CONCEIVING AND IMPETUS To THE 
ADMINISTRATIVt REFORM, THAT SHALL PERMIT US TO BE ABLE TO 
COIJNT 01\l SUFFICIENT INSTRLJMENTS TO ADVANCE THE PROGRESS OF 
THf COli~JTf Y g 

7 • '' T APP REC ! AT f. A S WE L L T HE E FF OR T M AO E T D DEV EI.. 0 P , TO I MP RO V E , 
ANO TO APPROVE A BUDGET SO DIFFICULT AS THE ONE WE HAVE HAO TO 
PRF~ENT, A BUDGET DRAWN UP ~ET~EEN TWO ADMINISTRATIONS, BETWEEN 
TWO nRr.ANIZATIONS, THE RESULT OF BASIC ADMINISTRATION REFORM ANO 
ASOVE ALL. REThfEN TWO DEVALUATIONS. A BUDGET COMPRISED BY THE RISK 
OF POSSibLY BEING INFLtT!UNAR~, BY THE GRAV~ DANGER THAT IT COULD 
~t UEFLfTIONARY, BY THE POSSIBILITY THAT PERSISTS THAT IF WE ERR 
IN ITS MANAGEME~T, HE HILL HAVE THE WORST OF ALL FO&SIBLE WORLOSi 
I~FLATION WITH uNEt!PLOYMENT, WHlCH XS THE BASIC PROBLEM EXISTING 
TN THF COUNTRY AND WHICH WE DO N01 ~ISH TO SEE GROWw 

w O :~ E BEL I EV E T H AT THE BUDGET I S NOT I NFL A T I ON AR Y , NE I THE~ FOR 
IT~ AMOUNT, UNFORTUNATELY ONLY SLIGHTLY ABOV THE PAST LEVELS AND 
~o~~ItlLY LESS TriA~ THE POPULATIUN INCREASE, FOR THE PURPOSE OF 
IN~REASING PROOUCTIO~. 
9~ "I BELIEV~ THAT EXPENDITURE ORIENTEn TO PRODUC TION IS N VER 
FX~LSSI~f, BECAUSE IT I~ ONLY PkOOUCTION THAT WILL REMOVE US FROM 
THF 1MFLATIONARY RISKS: GROWTH IS THE MOST INTELLIGENT FORM OF 
COMUATTit-lG INFLAT!Oh" OF COURSE, LT CAN ALSO BE DONE"" ANO THIS ,{,_$ · 
JQ~!E BV MANY HI~OROUS ELONOMIES THAT ALMOST ALWAYS FALL INTO FA ~ JSM~ 

-----. UNCLASSIFIED 
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MEXICO 0~232 01 OF 02 0702102 

6Y FCRCEA CLY REPRESSINr. TH~ SAVINGS Of THOSt ~ITH THE LEASTf 
INSTEAn OF ACTING AGAINST THOSE WHO HAVE THE MOST, ONE CAN ALSO 
REnUCE JEMAND BY FORCE~ THtS IS A MEANS OF CONTROLLING PROBLEMS 
S1JCt1 AS liE PACE. BUT IT IS MORE INTELLIGENT ANO MOR~ DESIRABLE TO 
ACT IN THE AREA OF PRODUCTION~ 
10~ FOR THIS REASON, THE bUDGET WE HAVE AP~ROVED HAS TWO a•sIC 
PRTORITIES: FOOD AND ENER~ETICS. A COUNTRY THAT HAS SUFFICIENT OF 
THESE T~0 P~iJRITI~S CAN MAKE HEADWAY, AND OURS HAS 'THEMa 
tl~ 11 ! A0 PREC1AT~ iHE EFFO~TS THAT YOu HAVE MADE IN ORDER TO P~SS 
THf AS YOU HAVE MADE IN THE AREA OF TAX REFORM, WHICH 
HAS JUSTIFIAALY B~E N WEAK, BUT IT IS A TAX REFORM BECAUSE 
IT HAS A STRUCTU RE ~ 
12. "W~ HAVE LITTLE ROOM FOR MANEUVERSt BOXED IN By THE 
INfRTIA OF ~VENfS, ~E DON'T HAVE MUCH AREA TO MOVE IN, WE DON'T 
~AVE TIMt TO R~LAX; 9UT THE LITTLE AREA WE DO HAVE PERMITS US TO 
ijE;I~, ~T LfAST I~ A~ I~1ICATIVE WAY, AND I HOPE NOT ONLY SYMBOL!• 
CALLY~ AN ~UTH~NTIC TAX REFORMi BY WHICH WE FRFE LOW•INCDME GROUPS 
FR Jr, T HE l i-J r: 0 Mi: f A X • 0 F CO iJ R S E E: H AVE NOT I:) EE N FR EE FROM 
CRIT~CISM FQ~ SJM~ ttAvE SAIO THAT T~IS MEASURE TENDS TO INCREASE 
Thf lHRESPONSIBILITIES OF A ~AJORITY OF THE POPULATIONe 

UNCLASSlFlEO 
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PA~E 01 ~EXICO 00232 02 OF 02 0713282 
ACTION t,RA•liZ 

lf\!FO nci-fH rso-0~ AID•05 ClAE-00 C0ME•00 EB•07 
INR-"7 
LAB .. 04 
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l3. "STRICTLY SPEAKING, ~-JI-IAT WE ARE DOING IS STRE NGi HENING JUSTICE 
B~ INCPESI~G THE CONSUM~TION CAPACITY AND DEMONSTRATING THE 
DI&POS!TIG N OF TAX AUTHORITIES TO SACRIFICE AN IMPORTANT SOURCE 
OF RFVE~Ut IN ORDER TC ALLEVIATE PRESSURES ON PRICES ANO THEREBY 
PERMIT T~AT, lN RELATID~ TO ~~GtS, THE PRICE•WAGES POLICIES MAY BE 
LESS rALlGNANT. • 
14. "AND HEPF I WANT TO REPEAT VEHY BRIEFLY TO YOU SOMETHING I 
H~VE JUST SAID 10 THE REPRESENTATIVES OF THE CHAMBER OF DEPUTIES: 
THAT LESSON, THAT BEATIFUL LESSON, THAT RISKY LESSON OF HISTORIC 
PE~Pn~~IBILITY, THAT OF THE ~URKING CLASS OF MEXICO IN UNANIMOUSLY 
ACCEPTING surh A MOOE5T INCREASE !N THF MINIMUM WAGE. A SACRIFI CE • 
T~AT eFGINS A PROCESS OF SOLIOA~ITY THAT I HOPE WILL BE CONFIR MED 
BY OTHER SOCIAL CLASSESu 
15. "IT IS 1~ THIS MA~NER ThAT ONE CAN BREA~ THE INFLATIONARY SPIRAL , 
W!Th such F-ESPONSieLE AND HAZARDGUS ACTS, BY COMPROl\'1ISES "' THE 
P~RELY NOMINAL DE~OGOGU tRY IS EASY• THAT CAN RESOLVE THE CR!TJCAL 
~IT~ATIONS T~RCUGH WHICH WE LIVE. 
16. ~~HAT I JUST SAIG A MOMENT AGO TO THf DEPUTIES, MANY STILL 
HE R E , f'.! ( i !rl I P E I T ER AT f. 8 E FOP t T H I S C OM M ! S S I ON BE C AUS f::. I T SE F: MS T 0 
ME AN ~ISTORIC tXAMPLE, THE FORCE~ THE SACRIFICE OF THE WORKING 
CLA.S~ .. 
17 "l'-' q THFSE Mf::,'\ ~iS IT I~ Bf.L H: V ABLE THAT WE CAN GOVERN EVENTS. 
T AM Sl1Rf Tri,i.T ~, t: \.-: ILL BE ABLE. TO DO SO IN THE. COMING DIF'FICUL T 

Ut~CL AS~ F.O 
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JAY s 1"1E A~E r.;Oii~G TO a£:;!N THE Cl.. IM6 IN JANUARY, A CLIMB THAT HAS 
9EFN I~10REO ~y MANY aECAUSE OF THE DECEMBER hOLIDAYSJ BUT THIS 
CL!M~ 9EGINNI~G IN JANUARY IS GOING TO BE DIFFICULT, VERY OIFFICULT. 
'{ T ,l! I.I,. BC: f A 3 W E H AV E fd :1 0 N CJ T HER O CC A S I CJ NS " A V ER Y D I F F I CUL T 
SIX ~ONTHS, BECAUSE IT ~ILL NOT RE UNTIL JUNE OR JULY WH£N WE BEGIN 
TO SEE THE OTHER FACE OF THE DEVALUATION, UNTIL ~uw ~ITTER. 
BEGINNING IN THE~E MONTHS, WE WILL BEGIN TO SEE POSITIVE ASPECTS. 
1 8 a ' 1 t:: SE S D, t10 NTH S \H LL F O 11 '1 P ART OF W H A T I BEL. I EV E W I LL 8 E 
TWO YEARS DU~ING ~HICH WE WILL BE ABLE TO RECONSTITUTE OUR ECONOMY. 
T~O YEARS, I SAY, NOT AS A MAGIC OR ARBITRAkY NUM8ERp TWO YEARS 
8ECAUS~ TM€S~ ENCOMPASS T11 0 AGRlCvLTUR4L CYCLES OURING WHICH 
WE CA ~ OR~ANIZE PRODUCTION IN THE COUNTRY~ ~EGJNNING WITH THIS 
'Efl:'ORTf ONE !IJ!l IAL, ANOTHER CiJ1'4TINUEO, SELF•SUFFlCIE:NCY IN FOOD 
WILL ENABLE US TO CEASE !~PORTING GRAINS AND OILSEEDS THAT MAKE 
UP TrlE ~EFICTT ~HICH DE-BALANCES ~SIN THIS AREAe 
19. "I~ WE SUCCEED, ThE COUNTRY AFTER TWO YEARS WILL BEGIN TD SEE 
KETTER TIHES. ! ao NOT DOUBT THAT If ~FACT WITH THE RESPQNSABILI TY 
SHG~N RY THE WORKERS S~CTOR, WITH THE COLLAbORATION OF WHICH YOUR S 
YAVE BEEN AN EXAMPLE, THE COUNTRY WILL FACE UP TO ITS RISKS AND 
OVERCOME THE CRISIS, 
19 u "I AM CERTAIN 1F IT. THE COU~TQV IS YOUhG, IT IS FLEXIBLE, 
IT IS POWERFUL~ IT IS DISORGANIZED. WE ARE GOING TO ORGANIZE IT 
BETTCRi WITH cou~~GE, OCCASIONALLY ~ITH SACRIF!CES, BUT ALWAYS 
WITrl A FIRM ~IL L• 
P0. "I THA~K YOU FOR YOUR VISIT, YOUR ASSISTANCE, AND WISH TO YOU 
A~O YOUR FA~ILiiS A PLE45ANT NIGHT ANO THAT THE NEXT YEAR BE HAPPY 

AL.Lo 
21g ~THIS AISH ~ILL 3E ~E~EWEO ~EXT VEAR IN ORDER THAT 178 
SHOULD aE BETTER~ 
22. »z WISrl TrlAT MEXICO SHOULD BEGIN TO LIVE EACH DAY 8ETTFR THAN 

NEXT~ I ~IS~ THIS FOR vou; ON OuR PART WE WILL MAKE EVFRY 
cFF'f'J~T THAT ;•JE CAN IN OtH)ER Tl-iAT THIS 1-<ILL BE S0 o 11 

J OV .l!., 
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SJRJE~T~ KEY MI NIStER'S ~CO NOMIC VIEWS~ 

plEJ SE i:t...,.~ ~N TO _ 
INTERNATIONAL 1 ... \.,i\, .. J".f'ON \, 

l~ ~UMMARV~ MI NISTER OF N~fIONAL PROPE~ TI ES AND INDUSTRIAL 
Dt:VE:LOPMEri T 'rOLO ' PRESS CONFERENCE TH•T FU RTHER REDUCTIONS 
IN CONSUMP TI ON WERE N~T ~OSSIBLE ~NO O~LY THROUGH INCREASED 
OUTPUT COU LD I NFLATIO N BE OVERGOME. HE ALS O SAID THAT 
GOVERNMENT WO ULD NOT lNT~H,ERE WITH P~IVA TE INDUSTRYo 

2~ JOSE AN DRES OE OTEYZA-, · MINISTER FOR NATIONAL PROPERTIES 
AN,J INDUSi RIAI.. ufVELOPMENT-, HELO A PRESS CON FERENCE ON 
JA~~ARY 5~ 0~ OTEVZA IS T~E YOUNGEST MINISTER CAT AGE 34)~ 
A~ry HI~ MIN! ST~Y'S RESPONSIBILITIES FAVE BE EN EXPANDED TO 
!~C~UUf TH E GOVER NM ENT'i INO~STRIAL DEVELOP MENT EFFORTS AS 
~ELL Aq ~A~ ~GE Mf NT OF ~OST GdM•OWNEO INDUST RIAL PROPERTIESa 
HE IS rAMB ~IOGE~EoUCATE~ ANO HIS VIEWS APPEA R TO REFLECT 
T~E SO-CA LLE D C~MBRIDGE SCHOOL o, ECONdMics ~ HE IS SAID 
TC 6~ I~FLJEN TIAL IN THE NEW AOMINISTRATI QNg WE ARE, 
Hi E E F OR E v REP ORT I NG . E V I E W S HE E X PRESS E D AT A PRESS 
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CO~FER ENCE IN THE FOLLO~ING PARAGRAPHS WHIC H AR E BASED 
~N ~E~ SF AFER ACCOUNTS. 

3o 1HE ONL V M~NNER TO BREAK THE INCREASE I N PRICES !S 
TO lNC R~A SE SUPPLY BJ INCREASING OUTPUTe UNF ORTUN ATELY, 
~E XICO IS A RELATIVELY POOP _ COUNTRY AND I T IS NOT 
PUSSIBLE TO 6RA~E DEMAND OR REDUCE CONSUMPTION. 

4~ I ~ SfV lRAL YEARS, THE BASIC INVESTMENTS IN SUCH AREAS 
AS STEEL , EN ERGY AND FERTILIZER WILL BEGIN TO PA Y OFF IN 
TE~MS OF I NCREASED OUTPUT. · THE NATURE OF INVEST MENTS IN 
THESE AREA S AR~ SUCH THAT THERE IS A LONG LEA D TIME BEFORE 
FULL PRODL' CTIO N CAN BE ATTAIN.ED, THIS SA ME TI ME SPAN IS 
~i CE ~S-RY TO RESTRUCT URE AND ORGANlZE 
AG~l CULTU RAL PRODUCTION. (COMME~T~ T"E PAST 
t DM I NIS TR~ATION J USTIFIED INCREASES IN PUBLIC SPE NDING 
AND SuB~EQ UENT INFLATION av MAINTAINING THA T EV ENTUALLY 
THF FRUI TS OF PUBLIC SECTOR INVESTMENTS WOULD REDUCE 
INFLATIO Nu TH E NE ~ GROUP SEEMS TO BE SAYI NG THAT THIS IS 
&T I LL SE VERAL YEARS OFF.) 

5~ THE GOVE RNM ENT WILL ~OT INTERFERE W!TH PRIVATE SECTOR 
PL Ai'i S " f.VEtJ JF THIS ~~EA NS HtVE.STEMF. NTS I N NON •P RIORITY 
AREA S~ THE "PR I ORITY AREAS A~E FOODSTUFFS~ ENERG Y~ STEEL, 
PET ROCHEM ICALS, FERTILIZERS, CAPITAL GOODS AN O BASIC 
CON SU~ PTIO N GGODS. 

6 ~ R~SARD ING ~IL, MEXIC O IS EXPORTING ,50 u000 8A RRELS 
A DA V, THE ~E BY ~ARNI NG 17~~ MILLION A VEA R, WHICH IS 
YELPIN G THE BALA NCE OF PAY MENTS AND FINANCI NG IMPOR TS 
Or t SSE 1.JT I A.L GOODS• 0 IL · IS NOT° 6E l NG EXPORT ED 
INO! SCRIMIN ATt LY, BUT RATHER OlL IS A RESOURCE THA T 
MU ST bE us~ o RATIDNALLV9 IT IS NOT BEING WASTE D~ AND 
TH~ COUN TR Y ~ILL NOT BE IMPOVERISHED IN TH E FUTURE~ 

7~ PUBLl C SECTO R AS WELL AS PRIVATE ENTERPRIS ES SHO~LD 
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BE PROF! T~MAKlNG, PRCfITS ARE THE BASIS OF CAPITAL ; 
~O~EVER, PUBLIC SECTOH ENTERPR16ES HAVE BROADER 
RcSP0i1SI SILITIE.S THAN PRIVATE . ENTE:JiPR1$ES 51 IN At-ff CASE~ 
">!..,3S:Oif.5 FOR PUSLIC SECTOR ENTERPRISES . SHOULD SE 
TR~NSlTO RY AND UPEN, RATHE~ . TrlAN PERMA~ENT ANO HIDING 
! t~ I.: F F I C I E N C I E S ,. 

8~ COM~EN T: nE OTEYZAIS VIEWS ON OVER~OMING I NFLATIO N 
THRUUGH INCREASED OUTPUT ANO THt:: NEED FQR TWO YEARS BEFORE 
ANY SIGNIF ICA NT PROGRESS IS MADE ECHO THOSE 
OF THE ~RESIDENT (SEE MEXICO 58), ANO VERY LfKELY 
Xlfft..;JEN CED THESE.. 
JDIIA 

LIMITED DFFICIJL USE 



.... ... 

_J 
A S ARA 

~a ~.@Ifi !\OO 1
1~ ,-

Ori in o l to be Fil e d ,n _____ Decentroliz.ed Files. - FILE DESIGNATION 
CllH >"C N (~ A c u 

UNCLASSIFIED 
I t.JR L. '") p 10 H AN DLING I ND I CATOR 

t,--·- i-
- -i--- -t---t--4TO US DEPARTMENT OF STATE, WASHDC 

r t'O AI O 

A~,q l.OM I N T 

INFO: US DEPARTMENT OF COMMERCE, WASHDC 
AMEMBASSY, MEXICO 
AMCONSUL, GUADALAJARA 

FROM : AMCONSUL, MONTERREY DATE : December 21, 1976 
E O 11652:NA 

-, .-• ,.-+--, •-R -+---T-<a-+--x M- B4 TAG~ ;. PINT I ECON I MX 
SU~Jt~T: MONTHLY HIGHLIGHTS REPORT, DECEMBER, 1976 

t.J AV Y oso 

I I ~• I A N 5 A 

SUGGES T ED D 1',TRIB UTI O N 

P0°T OUT IN 

TO: A c l i on In fo. In i t i o I s 

l ''Jl 
·-- - --+---+---

A I D 

1. 1 S I S 

FAllltC If/A"/ WC 

REF MONTERREY A-32 OF NOVEMBER 23, 1976 

S U M M A R Y 

Monterrey area residents reacted favorably to 
President L6pez-Portillo's call for hard work, 
his lack of rhetorical excess, and his favorable 
comments on private investment. 

. . J 

PRI candidate C~sar Santos has been declared winner 
of the Monterrey mayoral election but his PAN 
or::pone nt Pablo Emilio Madero continues to charge 
election fraud. 

Land e xpropriations by the Government last month 
in Sonora led to a wave of land invasions in the 
Monterrey consular district and to a one day 
"businessmen's strike" that attracted widespread 
support. 

Protesting higher fares, Monterrey area students and 
posesionarios seized over one hundred privately-
owned busses, provoking a brief suspension of 
service by bus owners. 

Nuevo Leon Governor Zorrilla Martinez has been 
subjected to increasing criticism on issues such 
as the municipal elections, bus seizures, and his 
p r e cipitate dismissal of the head of Monterrey's 
water company. 
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Monterrey businessmen, industrialists and political columnists 
breathed a sigh of relief when Jose L6pez-Portillo assumed the 
Presidency on December 1. The tone of his inaugural address 
was well received, particularly his favorable comments on private 
investment. Local editorial opinion lauded both the style and 
substance of his comments . and particularly -...elcomed his lack of 
rhetorical stridency, which distinguishes him so clearly from 
his predecessor. The new administration's firmness in dealing 
with invasions of private land by squatters was well received. 
Important business groups have supported L6pez-Portillo's public 
c all for a wage policy based on actual cost of living increases 
and they are watching carefully to see what action he will take 
when minimum wages are adjusted in January. Another plus for 
the new President is his appointment of a respected regiomontano 
as foreign minister and his selection of Monterrey's popular 
lame-duck mayor to a senior post in the national administration. 
Overall, L6pez-Portillo's inaugural call for hard work as the 
solution to Mexico's problems fel l on very receptive ears in a 
region which prides itself on its industriousness. 

ELECTION OF SANTOS RATIFIED, PANISTA PROTESTS CONTINUE 

Two weeks after the December 5 election, Partido Acci6n Nacional 
(PAN) mayoral candidate in Monterrey, Ing. Pablo Emilio Madero, 
continues to claim that he was fraudulently deprived of victory 
by the machinations of the ruling Partido Revolucionario Insti-
tucional (PRI). In what many local observers consider the most 
corrupt munic ipal elections in recent memory, the PRI has been 
accused of widespread abuses, including double and triple voting 
by prfistas, threats and intimidation against PAN poll-watchers 
and sympathizers, and the sudden reappearance of "lost" bal]ots 
and tally sheets at hastily-called meetings of the local Juntas 
Computadoras (JC). 

PAN's strategy has been to appeal directly to Federal authorities 
to seek a recount of what the PAN has characterized as the "spu-
rious, illegitimate, bastard vote count" rif the Junta or a complete 
annulment of the elections. PAN and various private citizens 
and groups have sponsored advertisements and open letters to 
President Jose L6pez Portillo as well as to Gobernaci6n Secretary 
iic. Reyes Heroles. Concurrently, the panistas are mounting an 
extensive publicity campaign within Monterrey, aimed both at 
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presenting what the party considers conclusive proof of a 
Madero victory and at challenging the vote claims of the PRI. 
Bumper stickers reading "I voted for Madero" abound. In 
attacking the Junta, Madero and the PAN have been joined by 
a number of newspaper columnists, who have taken great pains 
to argue the mathematical improbability of the Junta's vote 
count. P.AN is also protesting the awarding of mayoral victories 
to ta.e PRI in the Monterrey suburbs of Garza Garcfa and Santa 
Catarina. In Garza Garcia, which has had PAN mayors for the 
past nine years, PAN oomplaints center on two precincts in which 
ballots disappeared from the polling places on the day of the 
election and mysteriously reappeared at a hastily-called meeting 
of that town's Junta Computadora to which PAN representatives 
were not invited. PAN candidate (and former Mayor) Junco 
accompanied Monterrey PAN mayoral nominee Madero to Mexico last 
week to present his case to the Gobernaci6n Se~retary. Garza 
Garcfa panistas have mounted a series of mass demonstrations 
in the municipality, both in front of the residence of State 
Governor Zorrilla Martinez and in various local plazas. PAN 
is also contending that widespread PRI intimidation of its poll-
watchers and sympathizers is sufficient to invalidate the PRI 
victory in the Santa Catarina suburb. 

The PAN was successful in retaining the mayoralty of the indus-
trial suburb of San Nicolas de los Garza, where Ing. Jesus 
Hinojosa T., was elect.ed decisively on December 5. However, 
the PRI won in all outlying towns in the State. 

LAND SEIZURES 

President Echeverrfa's expropriation of 100 thousand hectares 
of farmland in Sonora prompted a quick and coordinated response 
from this area's business community. Leaders of Monterrey's 
Camara Nacional de Comercio (CANACO), Camara de la Industria de 
Transformaci6n de Nuevo Le6n (CAINTRA) and the Centro Patronal 
exhorted businessmen to close their doors on November 24 in a 
one day "sympathy strike'' in support of the Sonora landowners. 
Businessmen's organizations in Saltillo and Torre6n made similar 
appeals. Spokesmen of the businessmen's associations called the 
expropriation a "flagrant violation" of the constitution and 
claimed that the Sonora incident "proved that the executive 
branch is all-powerful, with a servile legislature and an impotent 
judiciary". 

UNCLASSIFIED 
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Response to the strike call was impressive. Downtown Monterrey 
was deserted with nearly all retailers shut down. All the 
industrial conglomerates in Monterrey closed their doors to 
the public, except the Fundidora steel mill, which is part 
government-owned, Banks and gas stations stayed open. Eighty 
percent of commercial establishments were reported shut down 
in both Saltillo and Torre6n. 

Echeverria's land expropriations in Sonora triggered campesino 
organizations in the consular district to initiate "occupations" 
of private landholdings. The Federaci6n de Obreros y Campesinos 
in Durango seized more than 100 thousand hectares of cattle 
land alongside the Panamerican Highway on November 29. The 
squatters exolained that their action was timed for the last 
days of the Echeverria administration because they feared L6oez 
Portillo might not tolerate such land invasions. Most of the 
souatters were oeacefullv expelled hours later. Evictions 
of illeaal sauatters also took Pl?ce in rural Nuevo Le6n and 
in urban Saltill6 and.~orre6n. 

GOVERNOR ZORRILLA DRAWS INTENSIFIED CRITICISM 

Criticism di~8cted at Nuevo Le6n Governor Pedro Zorrilla Mar-
tinez intensified during the month. Local newspapers increas-
ingly provided a public forum for accusations against the 
Governor, with representatives of bus owners blaming him per-
sonally for some 27 . million pesos in losses suffered as a result 
of bus seizures, spokesmen for the PAN blaming him for "cooking 
up the monumental electoral fraud" perpetrated against their 
party, and various private sector sources faulting his frequent 
absences from the state, his "unconstitutional" conduct in 
replacing ' the manager of the local water company, and his 
failure to defend regiomontanos against Echeverria's verbal 
Rttac~s. The Governor, a proteg~ of Echeverria, always staunchly 
defended the former President in his frequent confrontations 
with "regiomontano" business leaders. Now that Zorrilla Mar-
tf.nez has lost his patr6n in Mexico City, his numerous local 
opponents feel free to attack him without rest~aint. 

BUS DISPUTES AGAIN 

Urban transportation disputes broke out once again in Monterrey 
with the seizure of busses by dissident students and eosesiona-
rios . Close to 150 busses were seized in protest against • 
higher bus fares. Bus owners retaliated by withdrawing their 

UNCLASSIFIED 
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re.maining busses from service. Public schools closed for 
several days during the stoppage and absenteeism and tardiness 
mounted in business enterprises. On December 9 University 
Rector Todd helped mediate an agreement which included the 
return of all but eight of the seized busses, which were 
retained as "hostages", a freeze on the new bus fares, a 
restoration of student discounts, and an improvement of bus 
maintenance and routes. 

POLITICAL MISCELLANY 

The Saltillo and Torre6n campuses of the Autonomous University 
of Coahuila (AUC) appear to be back to normal after the peaceful 
resolution of student seizures of several university buildings 
and the settlement of a strike by State education employees. 
In Saltillo, the ten-day student occupation of the rectory 
building ended on November 21 when the University Rector agreed 
to discuss the reinstatement of several professors who had been 
suspended. Also in Saltillo, striking AUC administrative workers 
were dislodged from the School of Nursing by students who were 
concerned o~er the los~ of the fall semester. In Torre6n, 
medical students seized the administrative buildi~g ir protest 
of the choice of the director of the AUC's Children's Hospital. 
A pleQge by the Rector to reconsider the appointment led to the 
students' decision to . leave the building after 24 hours. 

ECONOMIC MISCELLANY 

Rapid inflation continues. The Economic Research Center of the 
State University estimates a six percent hike in the local 
consumer price index for the month of November alone. The 
Center calculates that consumer prices rose 25.5% between November 
1975, and November, 1976. Food prices rose 19%, lodging 19%, 
clothing 31%, and transportation 56%. 

Leaders of three influential Monterrey business organizations ... 
have publicly recommended a new system of wage control based 
on actual cost of living increases. They propose establishing 
a system wherein labor contracts ·wl .ll contain a clause for a 
cost of living escalator computed on a quarterly or semiannual 
basis. They claim their proposal will eliminate wild estimates 
and predictions of inflation which are used to justify unreason-
able wage demands. What they are advocating seems to be a 
detailed version of the vague proposal in L6pez Portillo's 
inaugural address calling for a link between salaries and the 
cost of living. • 
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Local auto sales are at rock bottom. The director of the 
local association of auto dealers stated that 20 car 
distributorships in the area had sold only seven 1977 cars 
during the month of November. The cheapest 1977 model costs 
85 thousand pesos and credit is still tight. Meanwhile, auto-
motive repair and maintenance shops are reported doing a 

f booming business. To stimulate new car sales, the auto associa-
tion has recommended that part of the Central Bank's reserves 
be devoted to rediscounting car loan paper. 

An agricultural team from the Soviet Union studying Mexican 
p;roc;trams for the biological control of plant d·iseases visited 
the La Lagune region (centered around Torre6n, Coahuila) for 
one week in late November. Heading the Soviet delegation was 
the USSR's Agricultural Attach~ in Mexico, Dr. Anatoli Kiruschev. 
The group visited a number of ejidos and the Mexican Center 
for the Reproduction of Beneficial Insects. 

Outgoing Monterrey May6r Leopoldo Gonz~lez S~enz has been 
appointed Subsecretary for Public Works in the L6pez Portillo 
administration. In a .statement to the press following his 
appointment, "Polo" noted that the functions of the Secretariat 
of Public Works would be substantially upgraded in the government 
reorganization plan espoused by L6pez Portillo in that respon-
sibility for "Asentamientos Humanos" would be incorporated into 
the new "superagency". Public Works would al~o absorb or over-
see a number of heretofore independent decentralized agencies 
and commissions. 

The rapid growth in size of the Autonomous University of Nuevo 
Le6n (UANL) in recent years may soon be reversed. Rector Luis 
E. Todd has asked the University Council to begin limiting 
enrollment in August, 1977. Todd has also approached State 
Governor Pedro Zorrilla Martinez with the idea of creating both 
a new state university and a "colegio de Bachilleres". Meanwhile, 
the university continues in financing difficulty. Blaming 
delays in the receipt of some 16 million pesos from the state 
government, Todd recently stated that the university has 

• insufficient funds to pay the Christmcs bonuses due to its more 
than three thousand employees. 

Area citrus farmers are distressed because of overproduction 
and attendant weak prices. They also claim distress because 
of restricted exports to the United States. The local citrus 
organizations estimates 650 pesos per ton as the industry's 
break-even price, while current prices per ton have fallen to 
300 pesos. The citrus organization also concedes that the 
high quality of U.S., Spanish, and Israeli oranges militates 
•gainst Mexican export prospects. • 
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The directors of the Public Health Service and the Family 
Planning Program estimate that the birthrate of 44-45 per 
thousarid which prevailed until 1974 fell to 40.8 in 1975. 
They explain that the Mexican Institute of Social Security 
alone has thus far inserted over 2000 loops, prescribed pills 
for close to 6000 patients, and sterilized nearly 2000 men 
and women. 
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RECEIVED January 24, 1977 

OFFICE OF ThE Crl AIRMM ' 

TO: Chairman Burns / 

FROM: Ted Truman O'I\ I 
Attached is the latest cable on the US/Mexican Relations. 

Attachment: Mexico 804 

cc: Governor Wallich 
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S~VMA?V : SU~StCRE7ARf OF FOREI~~ AFFAIRb, LIC JOSt JUAN 
DE OLLOQU ! , MET ~ll Tri THE r1Ei'"!BER Of Tr!F F SI Sf.t-! l Ok SEMINAR 
GN J.u.•~IARY 17c 10 PPOVIDE MJ OVER\IIEW OF US/MEXICAN 
RELATIO~Sw DFG~L0q~I SFUKE tXTEMPCRANEnUSLV, INFORMALLY 
A~n OfJ~THE~~tCOHD FGR NEARLY FURTY•FIVE MINUTES ANW ANS~ERED 
C:d.iF S,. I ;il\S., StJh;,1 Ari Y F uLLOW S O Er,r S i,;MM A~ Y" 

1~ ~E ~EGAN BY ~OTlNG lHAT MEXICO hAS ENCCURAGEC SY RECENT 
J~D!CATQRS -hAT THE US tC~~OMY IS STRE~GT~ENING, PAkTICULARLV 
AS HEFL~CTED IN A LC~ER RATE OF INFLAT!ON ANO DECREASED UNFMPLOY~ENT~ 
NOT!~G T~AT ," tW ~EXICAN IND u~ ADMINlSTRA1IuNS ARt ASSUMING 
?O~t~ N~Q~LY ~!MULTANEOU3LY, HE E~PHASIZEO THAT NOW IS THE 
TIM[ FOR A NFW START IN nevELOPING CLOSER POLITiCAL AND 
ECONOMIC TIES 8tTwEEN THF lJS ANO MEXICO~ AS A CLOSE 
~E!GHBOR, OEVELOP~ENTS lN THE US MAVE AN IMPORTANT IMPACT 
GN ~EX!CC g FOR P~AGMAT I C REASONS, THEREFCkE, MEXICO 
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CONS!DFRS IT IMPORTANT TO MAI~TAIN AND STRE~GTHEN ITS 
~ELATION S WITH THE us~ ALONG ~!TH CANADA~ HE SAIC, 
~EXICC "BELO NGS To ~ORTh AMERICA." hf IMPLIED TH AT lHlS 
REALITY SHOULD BE REFLECT~D I~ SOME Fu;M OF CLOSE~ 
l,r-i!UN OR REL.ATIO~lSHIP RETl'!EE.N THF US AND lT~ CLOSEST 
ME!GHBORS ,;, MF.XICO AND CANAi)AQ AS tiO~Llt.R!NG COIJN TRlES~ 
HAVt COMMON INTtNESTS AND CONCEH~S IN ~tAL!NG WIT~ ThE 
us~ AS A RESULTj DE 0LL~QUI I~DICATED, IT wou~o et TO 
T~E REMEF IT OF ALL THREE COUNTRIES TU DEVELOP A TIG~TER 
RELATIO~SHI P !~ ThE FUT ~~E, RECOGNI,ING, OF COURSE , 
THAT M~XI CO 15 ALSO A LATIN AME~!C~N COUNTRY A~D A MEMBER 
GF ;HE Tn IRO ~GRLD~ 

2w I~ ITS FOREIGN RELAlIU~S OE OLLOQUI SAI D ~EXICO 
SHOULD l~KE ITS ATL~NTIC POSITION MURE SERIOUSLY~ ONE 
np OUR COASTS OVERLOOKS THE CARIB ~fA~ WHICH IS AN 
H?C,P'ft>NT US SECURITY BELTP HE Si.',lDi' M~NTIONI~G PuEKTQ 
~ICO IND THE CANAL ZOhEu SINCE MANY OF THE hE~lY 
INDEPENDENT E~GLISH-SPEAKING hATION5 HAVE NOT YET FOUND 
THElR PLACE Ih THE HEMISPHERE, MEXICO CAN EXEkT A 
POSITIVE INFLUENCE!~ THIS AREA4 LOOKING ALSO TOWAR0 IT ij 
RELATIONS WIT~ THE PACIFIC AREA , MEXICO IS PARTICULARLY 
INTEPESTED IN MAINTAINING CLOSE TIES ~ITH THE PH I LIPPINES, 
JAPAN AND INDIA, IN THE HESlERN H~MISPHERE, ~EXICO UNOEk 
TH~ NE~ ADMINISTHATION OF LOPQZ PORTILLO ¥ WILL 
PLACE INCREASING EMPHASIS ON STREMGTHE~ING TIES ~ITH 
TnE OTHER NA TIONS OF LATIN AMERICAw (~OTE t DE OLLOQUI 
DIC ~OT INDI CATE ~ow MEXICO WOULD RECONCILE SOME fORM 
OF &PtCIAL RE~ATIONSHIP WITh THE US AND CANADA WliH 
ITS ~~SIRE TO ~EVELOP CLOSER TIES WITH LATiuN AME~lCA~ 
OTHER ~EX ICA~ CO NTACTS , HO~EVER, HAVE SUGGESTED IN 
~ECENl CAYS ThAT MEXICGv BECAUSE UF IT~ UNIQUE GEOGRAPHIC 
ANO TIES WITH THE US, COULD PLAY AN IMPORTANT 
POLITICAL ROLE AS A MEDlATOH ANO INTERPRETER BETWEEh THE 
USG ~Nn THE REST OF THE HiMISPHERE.) OE OLLOQUI ObStRVED 
T~AT MEXI CO DURING THE LAST SIX YEARS HAS DGUbL~D ITS 

t' 
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O 1 PL.Of", AT IC PEL t. TI o;~ S T Hfl OUGr!OuT THE I~ O~L(l A ND PIJR SlJtD 
A rn~e ACT IVE FO~EIG N POLI CY~ H~ FELT THIS ~A& A 
FOSlTIVE DEV~LOP~ENT ASU DIQ NOT bE~ ANY CONTRADICTION 
EET~EEN THIS LARGER WQRLG ROLE A~u MEX ICO : ~ DESI~t FOR 
CL05ER RfLAT t ONS WITH THE US. 

3w DE OLLO~UI EXPRESSED CONFIDENCE THAT THf POLITICAL 
tND ECONOM I C fU1UR£ OF MEXICO ~ hOTWlTHSTANDlNG ITS 
CURRENT F!NANLIAL PROSLEMS, I~ BRIGHTQ EMPHASIZING THAT 
ThE ~OUNiR 'V. !S POLITICAL.LY STA6L.E, ~1E: 1:){P~ESSE D n(.;Pt THAT 
THE GO VERNME~T ~UULD bE SUCCESSFUL IN EMERGING F~OM I1S 
PRESENT ECONOMIC PLIGHT BY CONT~CLLING INFLAT ION TMROUGH 
STPICTER CCNTR OL UF EXPENOITUMEb~ IhCP~A SI~G ITS 
EXPUPTS TO THE ~S , AND AT TRA CTING MQRf us TOUHISM~ 

tg DE OL LOQUI WAS QUITE CONCEqNEO AT WHAT hE 
DE" SC R! FED A~ THE DISTORTED CO\IERAbE: OF t·i EXICO IN TH t. 
US PPESS A~D SPtCIFICALLY CITED THE S£~SAT! UNALIST 
Tk~ATrENT OF LA5f NOVEM~ERVS COUP RUMORS AS AN EX AMPLE~ 
HE MENT IO NED THE DECLINE IN TOURISM AS A PARTIC~LAR 
C (J NC ER N AT ; R ! e UT A 8 L E. I N L AR GE P ART TO Ii NF A I R PR t. S S 
PUALJCtT Yu INDEED, HE WENT EVEN FUAT~ER~ SUGGESTING 
THAT THE SEPT~ l DEVALUATION WAS L•RGELY out TO TnE 
A P V c. R SE P S 't C HO LG G I C AL I f'1 P r. C T OF A S l NC, L E Li S t~ E W SP APER 
REPORT CI~Ew THE WALL STREE T JOURNALJAND NEGLECTING 
TO MEN TION THE UNDERLYING FINANCIAL FACTORS~ 

5~ REGARD ihG TOURISM HE PROFf55ED ANNOYANCE AND 
CONCFR~ AT THt STATE DEPARTMENT•S DECEMBER ACTION I~ 
~ELEA5IN G, ALLEGEDLY wITHOUT CONS0LTATJON, A STATE~tNr 
TC TOURI STS AbCUT THE D~NGERS OF TRA~ELING lN MEXI CO~ 
(HE OID NO T MENTION THAT STATtME~T DEALT ONLY WITH 
S!NALOA~l HE ALSO EXPRESSED CONCERN THAT MEXICAN 

TO INCRE4SE EXPORTS MIGHT PROVOKE US CHA~GES 
T~AT MEXICC IS ~UMPING INTO THE US ~ARKET~ lN A MGRt 
PCS!ilVE NOT E, HE EXPRESSED OrTIMISM THAT MEXICO MAS NEARLY • 
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GOPl-!0EPiTIAI:: 

ALL TH~ ECONOMIC RESOURCES HEQUIR~O FOR DEVtLOPMENT, FOH 
FXAMPL~. HE SA!O, OIL I~ NOT A LIMIT!NG FACTOR AND 
co~TRIBUTE S IMPOHTANTLY TO MExrco 0 s ECONOMIC GROWTH; 
~E SAID MEXICG HAS NOTHING 10 GAIN FROM BEC OMIN~ A 
MEMdER OF OPECi SINCE IT CURRfNTLY DERIVES ALL THt 
BEN~FITS "IT ~GUT ANY OF THE LIABILITIES OF MEMBtRSHlPu 
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6. co~ :M :.N7'HlG ON us POLICY TO~AkD LA'fIN AMERICA UNDER 
TH~ CAP7ER ADMINISTRATION, DE OLLOQUI EXPREijSfO ThE 
HOPt T~AT THE USG WOULD REFRAIN FROM FORMULATING NE~ 
SLOGANS WITHOUT MEANING AND AOO~T A MORE OPEN AND 
f'RAIJK DELATIONSHIP TOrl ARD MEXiCOv i-lHICl-f ISTHE us:s 
FOURTH LARGEST MARKET~ HE SAID 1HAT THERE IS A FEELING 
IN MEXICO THAT THE US TAKES IT FOR GRANTED~ GIVEN 
T~~IR r.EOGRA?hIC PROXIMlTY ANU THE IMPORTANT ECONOMIC 
TIES SfT~EE~ eOTH COUNTRIES, THlS SHOULD NOT BE THE CASE. 
MEXICO rs PARTICULARLY CONCERNED ~BOUTITS "THREE 
BILLION DOLLAR TRADE DEFICIT WITH THE us~~ AND bELIEVES THAT THE 
us~ MuST DO SO~ETHING TO CLOSE THt ~AP~ IN THIS CONTEXT, 
Ht AGA!M CI T~D THE NEtD FOR GREATfR ACCESS TO US ~ARKETS 
A~D FE~EP TRA0E RESTRICTION~ UN MEXICAN EXPORTS~ 

7a TUR~l~G TO 7Hf !SSGE CF MIGRANT ~OH~ERS~ DE 0LLOQUI 
SAIC THAT SERIOUS ECONOMIC PROBLEMS IN MExICO CAN OhLY 
AGGRAVATE THE SIT0ATION~ MEXICO~ HAVIN~ IDENTIFIED THE 
A~FAS nF PRl~CIP~L OUTWARD MlGRATIONi NEEDS TO DEVELOP 
~AV~ TO I~VEST IN AGRU•lNOUSTRIES THAT WILL PkOVIDE 

0 
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GRFATER DEMPLOYMENT AND REDWCE T~E INCENT!V~ FOH S0C~ 
HlGRAlIONg OE OLLOQUI, HO~EVER~ DISPU7EO TH~ ATtllUkf 
OF lnQSE I~ THE us ~Hu ~Et MEXICAN MIGRATION ~o ThE us 
AS A N~GATIVF FACTDR~ Hf CLAIMED lHAf THE U~ ECONOMY 
IN THE SO~THWEST NEEDS MIGRATORY ~OR~ERS ARt "lLLING 
TO ~AKF LOWER PAYING JOdSa HE DtNIED TMAT ThESE 
~URKEkA CON&TITUTE A SERIOUS BURDEN ON uS ~ELFA~E 
SERVICES OR ThE ECONOMY~ INDEtD, HE CLAIMED THAT THEY 
h C: L F P ti T r1 AR G l l'-1 AL L ANDS I N PROD u !: T HIN A D CONT R l BUT t:. 
TC T~t GS ~ERVICt !NDUSTRYa I~ SUM~ HE 
URGED THA1 THt US REFRAIN FROM A~Y STEPS THAT MIGHT 
RESULT IN A MASSIVE DEPORTATION Of MEXICAN WORKtRS. 

8~ IN A RELATED COMMENTP OE OLLOQUI EXPRESSED TrlE 
HnPt ThAT T~E us ~OULD NOT TAKE A~¥ rEASURES THAT WOULD 
PNCVf HARMFeL TO BORDER IMDUSTRIES IN MEXICO BECAWSt 
THE Et;ONOMIC IMPACT OF CLOSURE COLJLLJ HJO!Rf.CTLY 
lElD TO A LOSS OF SOME ~5,~~0 JOBS ON THE US SIDE OF 
THF ~O?Cr.R (PRESUMABLY DUE TO A REDUCTION I~ PUkCHASE 
OF US GOODS ~y MEXICAN hORKERS)Q 

g~ OF OLLo,uI SAID THAT MEXICO "~LCOMES FOREIGN, 
PARTICULARLY US, INVESTMENT UNDER Rt:ASONABLE. ~ULES, 
AO~lNG T~AT !N CU~TR'ST TO OTHEN COUNT~IES MEXICO DOES 
~OT CHA~GE THt RULES OF THE GAME ANDINOEED HAS BEEN 
QUITE FLE~IBLE IN THE APPLICATION OF THESE RULES TO 
i1A!NTA!N NECE8SAH°Y INVEST;-.,ENT .. 

10u IN 3ui",11ARYP DE OLLOtrnI SAID TriAT Tl-lE USC; C.OuLD 
PLAY AN IMPORTANT ROLE lN STRENGT~ENING RELATIONS WITH 
MEXICO BY [Al HtLPING TO CORRECT THE CLJRPENT TRADE !~BALANCE, 
(B) FACILITATlNG MEXICO;S ACCESS TO FINANCIAL 
~ARKFTS CHE SPECIFICALLY CITED A FL~XIBLE US ATTITUDE 
IN THE 1oe A~D OTHER INTERNATIONAL LENnING URGANIZATIO~S, 
(C) AVn!OING ~EASURES THAT ~OULC HARM BOROEk 
1~ous,~1Es, ANO Co) MAKlNG GR~ATER EFFORTS 10 SEE 

., 
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T~6T THE US PRESS HAD A eETTER INFORMED ANO ObJEC~IVE 
AlTI~U~t TO~ARD DEVELOPME~TS IN MEXICOw WhILE OUR 
J~TE~ESTS DO NOT AL~A~S COINCIDE, DE OLLOQUI SAID1 
THE US AND MEXICO ARE ALLIES ON 6A8lC !SSUES ANLI MUST 
HAVE A SETTER RELATIONSHIPo 

11 CO~iMENT: 

W~!Lf OEOLLOQ~I SPOKE PERSO~ALLY ANO INFORMALLY, 
IT lS PR0BA6LE THAT HIS GENERAL VIEWS REFLECT OFFICIAL 
GU~ THIN~I~G ~HICH IN ONE FORM 0~ ANOTHEP M~Y SURFACE 
DURING PRESIOE~T LOPEZ PORTILL0 1 S ANTI CIPATED VISlT TO 
~JAStl!l\'. t;TO~~" t-<OST OF il-lE 8,~SlC Tr1Er1E:b TOUCHED UPON 8Y 
DE 0LLOQUI WERE PREDICTABLE ANO CONSISTENT WITH TH OSE 
EXPRE&SED BY OTHfR GOM UFFICIALS OR THE PRESS~ 

~QTEWORTHY AND INTRIGUI~G, HO~EVER, ijAS HIS EARLY 
POINTED REF~RENCE TO SOME FORM OF SPECIAL BOND OR 

~ELATIO~SHIP BET~EEN THt UNITED STATES ANO ITS T~O 
NE!GHBnRS ~- MEXICO AMD CANADAu IT IS DIFFICULT TO 
FATH~M ~HAT PE OLLOQJI ~AS IN MINO. T~E CANADIAN DCM 
RALPH BRAN SCOMBE (PRC1ECT SUOkCt) SU~SEQUENTLY CONFIRMEu 
THAT Of OLLOQUI HAD SURFACED THE SAME VAGUE CONCEPT OF 
A ~OATH AMERICAN UNIO~ DURING A RECENT ME ET lNG ~E 
RE~UESTED ~I TH CANADIAN AMBASSADOk LA~GLEY Q THE CANADIA~S, 
S\IPPRISED BY THE t1EXICAN APPROACH, M~E BAFFLED bY l>lnAT Kll'-40 
IF INTFRPRETAT!ON THEY SHOULD G!VE IT IN THfIR ~EPORTING 
TO OTTAHA 0 ~E ~ILL BE DISCUSSING THE Qu~STION ~IlM ThEM 
F"UR""~E~" A: TbF. 4M6ASSADORVS JANUARY 17 ~ECEPTION FOR 
THE SENIOR SEMINAR~ roNSEC AM~ASSADOR GONZALEZ OE LEON 
I~illCATED THAT T~E CONCEPT OF A SPECIAL RELATIO~ShI~ 
&ET~EEN THE US AND MEXICO/CANADA DATES BACK TO THE EARLY 
5c 1 S ~ND COMME~T~D THAT IF PACKAGED PROPE"L~~ IT COwLD SE 
R~V l VED AND MADE POLITICALLY ACCEPTABLE IN MEXICO., 

l~e AT THIS POINT WE ARE NOT I~ A POSITIO N 1·0 JUDGE 

FORM DS-1652 
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WHAT, IF A~VTHihG~ rs BEH!NDDE OLLOQUI 1 S !NITIATIVE IN 
PtlSINr THC IDEA OF A NJRTH AME~ICAN UNION. IT MAY bE, 
HC~EVE~~ THAT MEX IC~ VIEWS THIS APPROACH AS A POSSISLE 
POLITICAL BASIS fQR HfQJESTING ~NO JUSTIFYING SPECIAL US 
ECONO~IC TREATMENT FOR MEi!COv PARTICULARLY IN THt AREA 
OF EXPORtSw HhATEVER HAY 6E BtHl~O OE 0LLOOUI 1S REMARKS, 
T~F F~~T ThAT HE RA!SED TrlE PuSbJ6ILITY QF A S?ECIAL 
RELATIO~SHIP CERTAINLY INDICATES THE SHIFT lN MEXICAN 
OF~IC!AL T~1!~KING WHICH HAS OCCURRED SINCE FORM~~ 
PRFSJUF~T ECHEVERRIA LEFT OFFlCE. 
HJ ,JMPStlN 
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RECEIVED January 26, 1977 

OFFICE OF THE CHAlRMAN 

TO: Chairman Burns { 

FROM: Ted Truman 

Attached are the latest cables on Mexico. 

Attachment: Mexico 874 
Mexico A-34 

cc: Governor Wallich 

f}efettte c:ass!fi:?atl1;n ~f tl!!s dwrmcnt ls du, 
to the ln:!~r;::10 of IJ.~. r.,,•er,;mcrit infcrmJ: :an 
offit;i;i!I~ ,:•a~;,1i~r; ,,.,rJP-r h-?ca::,,~ :);ct,: 10~0 l 
Which p·~v•d:.s t'vt " ! d.1~!l"1~r.t.. .. ,!;d:! bear a 
r.!asc,r,ca1:rm ,: f•a:,1 a, l:i3h J3 t~Jt <ii it! 
'1ighc~t c1~~.;f c,-J rcm,;,~~ri'..'' 
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1g PR~SIDENT LOPEZ PORTILLO OFFICIALLY INAUGURATE D TH~ 
WOKEPS' BANK (BANCO OBRERO) IN A LARGE CEREMONV HELD ON 
THE MORNING OF JAN 21a GOM AUTHORIZATION OF THE BANK FU LFI LLES 
A JLP OECEMBER 1 INAUGURAL SPEE~H PROMISE ANO TWENTY•YEAR 
GOAL OF ORGANIZED LABGR~ THE BA~K WILL BE AN INSTITUTION OF 
DEPOSIT, SAVINGS ANO LOAN AVAILABLE FOR USE Of A~L WORKERS 
WHET~ER OR NOT ORGANIZEOo CTM LEADERS CLAIM TMAT lNlTIAL 
CAPITAL OF 100 MILLION PESOS BEEN 50 TO 60 PERCENT 
SUBSCRIBED ~EXCLUSIVELY FROM MAJOR MEXICAN UNIONS" AND THAT 
THERF IS NO GOM OR PRIVATE SECTOR PARTICIPATIONg GOH 
~UT~OR1ZAi!O~ INCLUDES SUPERVISION ANO INSPEC TIO N BY THE 
NATIO NAL COMMISSION OF ~ANKING ANO INSURANCEJ 

2u Jl.P USEO ThE INAUGURATION AS A FORUM FOR P~ESE~Tl NG A NEW 
DECkEE AUTHORIZING THE SECRETARY OF COMMERCE TO NEGO TIAT E WI TH 
INQuSTRY FOR THE PRODUCTION OF 90 BASIC COMMODITIES AT LO W PRICES 
C S !='. P T EU ANO F O l'C F A I L I NG W HAT HE TE I< MED A " 0 C I AL P ACT '' 
W~!CH IF S~CCfSSFUL hOULD "CONTROL THE ECONO~IC 
DISO~DER (T~AT EXISTS) NOT ONLY IN 

. 
• I L 

,, 
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LIMITED OFFICIAL USE 

MEXICO 00874 2518212 

AFTER PRAISING OKGAN!ZED LABOR FOR ITS RESPONSIBLE ROLE 
IN RFFRA!NING FROM DEMANDS FOR INFLATIONARY WAGE 
lNCREAS~S, AND IiS HISTORIC CONTRIBUTIONS TO THE COUNTRYi 
JLP ANNOUNCED THAT ttWE NOH HAVE A FIRST AND BEAUTIFUL 
CrlE~MOSA) ~ESPONSE FROM THE PRIVATE SECT0R o COMMERICA~ 
AND INDUSTRIAL ESTABLISHMENT HAVE OFFERED US A 
PO?ULAR ALLIANCE FGR P~ODUCTION AND DISTRIBUTION .» 

3c COM~ENT~ WHILE JLP SPOKE EFFUSIVELY OF THE POPULAR 
ALLIANCE AND THE "SOCIAL PACT~ AS IF BOTH LABOR AND THE 
PRIVATE SEC10R_ HAD MADE MAJOR NE\~ COMMITMENTS, (IN 
DECEMBER THE GOH NEGOTIATED TEN INVESTMENT AGREEMENTS WI TH 
THE PR!VATE SECTOR ANO LABOR CONSENTED TO ONLY ~~10 
PERCENT NATIONAL MINIMUM WAGE INCREASESQ BOTH Of WHICH 
FELL U~DER THE "POPULAR ALLIANCE" RU8RICl, T•lER~ 15 NOTHING 
TANGIBLE YEi. WE BELIEVE JOP WAS SIMPLY JAWBONING ON THIS OCCASIONa 
MOPING 10 KEEP ~LIVE A FRAGILE SPIRIT np COOPERATION WHICH BOTH 
LABOR AhD MAhAG~MENT HAVE SHOWNQ A PROBLEM IS THAT LABOR 1S 
FOREBEARANCE ON WAGES IS MORE VISIBLE AND DEMONSTRABLE 
THAN IS MANAGEMENT SUC CESS AT CONTROLLING PRICES Q~ HENCE 
iHF FANFARE Su RROUNDING THE WORKERS' BANK (TO WHICH GOM 
APPARtNTLY lS MAKI~G NO FINANCIAL CONTRIBUTION) THE 
PRES!DFNT!Al PRAISE OF LASOR 18 BE~AVIORq ANO JLP 1S ATTEMPTS 
TO SHGw THAT MANAGEMENT TOO IS ACTING RESPO~SIBLYv 
JOVA 

• L 1"° 
; . (. 

; r--.. ~l I M I TED Of;F l CI AL': ~SE ... , 
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S U M M A R Y 

The first two weeks of the L6pez Portillo adminis -
tration received a high rating from the nine local 
executives who participated in the latest in a series 
of Businessmen's Roundtable discussions, held at the 
Monterrey Consulate General on December 16. Govern-
ment agricultural policies, removal of tax incentives 
for exports, and the Government's record of payment 
were, however, of concern. Most executives s aw 1977 
as being an austere year, with sharply higher costs 
for labor and raw materials, a mixed sale s picture, 
price controls, and dAngers of severe inflation 
identified as their major worries. Prospects for 
retailers and producers of consumer goods were, 
nevertheless, reported as generally bright. The Round-
table participants criticized the recent general 2S% 
wage increase_. hoped for moderation in the minimum 
wage revisions, recommended a strong role for company 
executives in labor relations, and offered examples 
of the infiltration of their workforces by outsiders. 

'•I. 
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!---+---+---+----I 
Consul General Lambert began this month's Roundtable 
by offering an overview of US/Mexican relations during 
the Carter/L6pez Portillo Presidencies. Each of the 
businessmen then made his presentation in turn. ~,. t ~] 
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Monterrey Roundtable participants were generally optimistic about 
President Jose L6pez Portillo, basing their hopes on his inau-
gural address and his cabinet-level appointments. The senior 
executive of a firm which manufactures cranes said that he was 
impressed by the "sincerity and directness" of the ina ugura] . 
speech and was gratified by its lack of "rhetoric''. A steel 
pipe manufacturer said that he admired the "simplicity " of the 
speech and believed that the President wrote most o f t he text 
himself. He predicted that L6pez Portillo would not move sharply 
to the right but would at least stick closer to the center. He 
was also encouraged by reports that L6pez Portillo had privately 
consulted with former Presidents Diaz Ordaz and Aleman just prior 
to the inauguration. 

The cabinet nominations were generally well received. The crane 
manufacturer said that all but one of the appointments were 
"worthy of confidence". However, the appointment o f Munoz Ledo 
as Secretary of Education puzzled him since he feared t he impact 
of this "leftist" on Mexican youth. The steel pipe manufacturer 
interjected that moving Munoz Ledo out of the Presicency of the 
Partido Revolucionario Institucional (PRI) tended t o " freeze him 
out of power", especially since his two strong undersecretaries 
in the Education Secretariat would exert a restraining influence. 
Moreover, the appointment of Munoz Ledo was a politica l necessity 

• to placate Mexican leftists . This appointment may a:so heJp 
r.iaintain peace among Mexican l eftists and, if not, s·i ve L6pez 
Portillo a fine excuse to dismiss Munoz Ledo. 

One large and important unknown is L6pez Portillo' s a pproacu 
to wage policy. Roundtable participants are anxiously awaiting 
the Government of Mexico's January, 1977, minimum wag8 revision. 
There was a general concurrence that 1976 wage sett:emen t s had 
outstripped price inflation. An automobile parts man~facturer 
said that he expected an eight to twelve percent mininum wage 
hike in January and felt that anything over ten percent would be 
inflationary and could lead to a further devaluatiori. A ceramics 
manufacturer opined that if L6pez Portillo does not hold the 
wage increase to under twelve percent, his factory wil l be 
s eriously hurt. A manufacturer of stainless steel tubing volunteered 
that this would be a "good time for the GOM to squelch wage in-
flation" through a merely symbolic wage hike, certainly not more 
than eight to ten percent. The manufacturer of steel pipe said 
that he had understood that the GOM and the International Monetary 
Fund had agreed to a post-devaluation wage hike of o nly 15%, 

----... 
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which was violated by the Government's 23% wage settlement. 
He had also heard rumors that the GOM would soon start a policy 
of paying salary increases in bonds to minim1ze their infla-
tionary impact. Press reports of a 38% increase in the 1977 
Federal Budget also inspired several observations. The steel 
pipe manufacturer noted that the budgetary discipline was so lax 
in the previous administration that Pet:r6leos .Mexicanos (PEMEX) 
exceeded its budget ceiling midway through the year . He was 
confident that L6pez Portillo will "enf6rce the budgetn . A 
manufacturer of ceramics feared a big increase in GOM spending 
and hoped that L6pez Portillo would "impose budget discipline". 

The steel pipe manufacturer was optimistic about agreements being 
formulated between the Government of Mexico and the country's 
private sector. The agreements, he said, will inc lude provisions 
to stop the Government from duplicating the efforts of the 
private sector. He has also heard that chambers of commerce are 
pressuring the new President to drop the retail sales of CONASUPO, 
the public sector purchaser and distributor of certain basic 
foodstuffs. 

The new Administration's policy on agriculture was of acute concern 
to the executive from an edible oils firm. Expropr iations and 
land invasions by squatters are threatening Mexico' s bread basket 
and will force the GOM to import large and: tly q 1.1an ti ties of 
foodstuffs. Besides the loss of production during the curr~nt 
crop year, the executive also expressed longer term fears that 
the land's productivity will be permanently damaged . Although 
1977 will be a poor year for agriculture, he neverthele~s is 
generally optimistic about the L6pez Portillo administration over 

• the longer run. The Government is an unreliable customer according 
to the · pipe manufacturer, whose company faced massive order cuts 
when PEMEX exceeded its budget ceiling in July, 19 76. A pump 
manufacturer added that his firm had also faced sudden order 
cancellations from PEMEX. He was also upset when the GOM's 
Secretariat of Water Resources suddenly cancelled a sizable 
pump order so that it could divert the funds to one of President 
Echeverr!a's pet projects~ One participant added that an order 
for two hundred taxis by Fomento Metropoli tano '(FOMET) in Mon-
terrey was cancelled after the distributor had purchased the 
vehicles. According to him, the increased criticism of Nuevo 
Le6n Governor Zorrilla Martinez by the newspaper El Diario is 
due at least in part to this action, since the same organization 
controls both the automobile distributorship involved and the 
newspaper. 

A lamp manufacturer who recently arrived in Mexico had the most 
pessimistic view of the country's future. His pess imism "ias 
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based mainly on the cancellation of export subsidies , GOM 
patent infringements and the new Patent and Trademark Law, 
and the requirements for g~eater Mexican content in manufac-
tures. He conceded that Mexico's wage rates are generally 
low enough to permit exporting, but he feared that such restric-
tions and "harassment" would discourage export activity. 

BUSINESS CONDITIONS 

Although there was some bright spots, the general bus i ness out-
look for 1977 was described as being somewhat pessimi s tic, with 
cash flow problems, the inability to "pass through" higher 
materials and wage costs because of Mexican Government price 
controls and competitive market conditions, and financial and 
wage uncertainties contributing to the pessimism. Several 
company representatives stated that their firms were i n for a 
year of belt-tightening and austerity. Over the longer term there 
was considerable optimism. Many participants admitted that the 
peso devaluations and resultant wage and supplies i ncreases 
have had a negative effect on their prospects for 1 977 . 

While the crane manufacturing company has enough of a backlog 
to keep the plant operating throughout 1977, most o = t he firm's 
orders were received before September 1. The company had quoted 
fixed prices for these contracts and consequently h as been hard 
hit by escalating costs. The executive admitted tha~ the company's 
accounts payable had lengthened and that henceforth t he firm 
would quote primarily on a "cost at time of delivery" basis. 
The manufacturer of steel pipe stated that his firm i s now paying 
54% more for the steel used in the majority of his fi rm's opera-
tions. A manufacturer of ceramic tile now faces significantly 
higher prices for the raw materials it must import f~om the 
United States. The manager of the firm making lightbulbs bemoaned 
the sharply higher prices the firm has been required to pay for 
its imports of tungsten wire. 

The manager of a company making automobile parts noted a sharpening 
dichotomy in his 1977 sales picture, The 30-40% of h is business 
represented by sales of original equipment to automob ile assemblers 
has suffered greatly because of the virtual stagnatio n in sales 
of 1977 model cars. Car prices have increased more t han 50% for 
the 1977 models. Chevrolet Novas rose from some eigh ty thousand 
to one hundred and thirty thousand pesos, for example , and Ford 
LTDs rose from one hundred and forty thousand to over a quarter 
of a million pesos in price. The clampdown on the avai l ability 
of credit has also hurt his business. According to h im, automobile 
production has been drastically reduced, and several automakers 
are unwilling to fix future production schedules. I n contr~st, 
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the replacement parts component of the firm's business is 
experiencing higher sales, primarily because more and more 
carowners are having their existing vehicles repaired. For 
the autoparts firm~ the added dem~nd for its replacement part 
business has cushioned somewhat the adverse effects of the 
devaluations. 

Besides the improved market prospects for automobile replacementt 
parts, the tile company executive reports that his business is 
currently "booming" and that his plant is running at 10 0% of 
production capacity to meet current demand and reduce a three 
month backlog. The executive is guardedly optimistic, citing 
reports that the Carter Administration will cause a "buildirig 
boom" in the United States, the firm's principal export market. 
The executive stated that nearly forty percent of t he firm's 
output is currently being exported, a factor which has in part 
compensated for rising costs for imported raw materials. To 
maintain these exports, the executive admitted that his firm 
bnR be~n offering an eight percent discount for its exports 
(quoted in dollar terms) to the us. The executive criticized 
the GOM's removal of tax incentives to export, stating that, for 
his firm to remain competitive, the incentives would have to 
be reinstated or the peso would have to depreciate further vis 
a vis the dollar. 

Several participants reported the markedly better sales and 
profit picture in the retail sector of the Mexican economy. 
While formerly heavy purchases of consumer goods and f oodstuffs 
by Mexicans in the United States have dropped significantly, 
domestic wage hikes and more r ecently the sizable Christmas 
bonuses paid to workers have s timulated domestic sales. A 
cutlery manufacturing firm's e xecutive admits that his sales 
(in terms of number of pieces ) have risen 15% in t he past six 

months. Again, the total picture for the firm is mixed, however, 
since the same company also manufactures industria l springs. 
The company's sales of springs to autoparts manufacturers have 
fallen sharply. In contrast, sales of springs to producers of 
consumer goods have remained good. Another participant mentioned 
that there now existed waitirig lines for popular c onsumer 
durables such as washing machines. A third businessman commented 
that, with rapidly rising wages at the lower income levels, 
there was occurring a marke~ shift in income distribution from 
the middle class and toward the working class. 

From the businessmen's comments, it was clear that no consensus 
existed as to when the Government of Mexico might reinstitute a 
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fixed parity for the peso and t if so, its rate of exchange. 
One businessman predicted that the current rate of some twenty 
pesos per dollar would persist for several months. Another 
described the current situation as a "manipulated flo at" and 
saw a return to a fixed parity within four to six months. On 
the other hand, the cutlery and spring manufacturer is estimating 
that the peso will fall to the thirty to one level by yearend 
1977. Most of the executives believed that the soon t o be 
announced minimum wage levels for 1977 would be a good barometer 
for the movement of the peso. 

LABOR RELAT rm;,;::, 

General criticism of the 23% wage hike "recommended " last Sep-
tember, hope that the minimum wage increases to be announced for 
January would be moderate, and concern over workforce i nfiltration 
were the main themes discussed by the Roundtable participants. 
There was widespread agreement that the 23% wage increase decreed 
i n September was excessive and unjustified. The manager of a 
company producing cranes for the steel industry stated that his 
workforce had received a 17% wage boost in July, 19 76, and opined 
that a six to eight percent increase in September would have fully 
compensated for the increase in the cost of living between July 
and late September. The 23% increase came at a part~cularly bad 
time, in his view, especially since companies now have to use a 
much higher base in computing the Christmas bonuses of workers. 
The chief executive of a company producing food products stated 
that his workforce had received an 18% wage increase i n August, 
1976, but nevertheless received the full 23% less t han a month 
later. In the case of the company producing ceramic ~ile , salary 
revision negotiations were in progress when the 23% decree was 
announced. A late September agreement to raise wages by 30% 
included the 23% recommendation. Besides being crit~cal of the 
23% wage increase, the manager of the pump producing comp any also 
criticized the recent shift from biennial to annual salary revi-
sion negotiations. 

The food processing executive raised the point that too often 
plant managers and executives shunned involvement i n l abor contact 
negotiations and instead relied on labor relations ~awyers. He 
was critical of this practice, opining that lawyers tend to 
follow the "path of least resistance~ in many cases and generally 
had less incentive than plant managers to reach a settlement 
favorable to the company. The executive from the p ipemak ing 
company agreed, stating that many outside lawyers would accept 
a "bad settlement rather than a good fight." He offered the 
example of Fundidora Monterrey which, according to him , has for 
more than twenty years not given adequate management a ttention 
to contract revision negotiations. He fears tha~ for the Fundi-
dorat the process ma<·---.. )e irreversible. 
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Various Roundtable participants related their experiences 
regarding actual or attempted infiltration of their work-
forces by outside agitators. The manager of a company making 
pumps stated that a strike by his "white" (independent) union 
against the company in March, 1976, was political rather 
than economic in nature and was instigated by outsiders from 
the Frente Autentico de Trabajadores and the Mexican Communist 
Party. He was particularly critical of interference by radical 
members of Section 68 of the Miners' Union, the most politically-
active of the unions representing workers at Fundidora Monterrey. 
These groups also sought to intertwine the cause of the strikers 
with those of posesionarios and students, organizing s everal 
joint demonstrations to pressure the pumpmaking company . Accord-
ing to the executive, the state labor conciliation board sup-
ported his efforts to settle the strike and combat ~he infiltra-
tion. After settlement of the two week strike, the company 
fired twenty of its two hundred forty workforce which it had 
identified as troublemakers, including several employees that 
had been with the company for more than ten years. Despite the 
reduced workforce, plant productivity subsequently rose because 
of the better work environment. 

The executive of a company producing stainless steel products 
reported a similar experience. He stated that his union, affil-
iated with the Confederaci6n de Trabajadores Mexicanos (CTM), 

was helpful in isolating and removing the troublemakers by 
denying them membership in t h e union, which was a prerequisite 
to employment with the company. The executive of the company 
producing lamps stated that his labor situation (wi th a CTM-
affiliated union ) was generally good but that he was also con-
sidering the dismissal of a small group of identified trouble-
makers. 

A number of participants stated that their companies had laid 
off some portion of their workforces in recent months. The 
pipemaking company executive offered the most dramatic story, 
reporting that his workforce had dropped from 1500 to 800 since 
midyear~ primarily because of ~harply reduced orders (and a few 
cancelled contracts). The executive noted that hi s business 
was classified in the "construction" field, thus permitting 
t he relatively easy hiring and firing of eventuales, or temporary 
workers. The majority of those laid off by the firm were in 
this category. Since there was no requirem~nt to pay severance 
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benefits when eventuales are dismissed, the company was able 
to reduce its workforce without major cost or legal chal l enges 
by its workers through the sta te labor arbitration panel . The 
executive noted that most of t he plant's workers t hat we r e 
dismissed were able (with company assistance) to f ind employ-
ment elsewhere. 

\WEEL 

LIMITED OFFICIAL USE 

,.·_. 



TO: Chairman Burns / 

FROM: Ted Truman ~ t \ 

BOARD Of G VERNCRS 
Of THE 

FEDERAL. HESERVE ~YSTr.~ 

1977 JAN 31 P 4: 46 
RECEIVED January 31, 1977 

OFFICE OF THE CHAIRMAN 

Attached is the latest cable from Mexico. 

Attachment: Mexico 1018 

cc: Governor Wallich 

Oefens~ Ci?.ssif!c.1ticn "f this d:cament is due 
to ttre 1r.~;• ;s.~r. ::i '.; .-: ,.:.-,.-.,011.nr i~t. r1T1.1f •cn 
cff i~i :1 :!y ::::1~~;<~-:; .::• ,:'.·: ~~r:·t".i.!iiv: C,i:ier lO#·ot 
~·.hiC:1 i:r:vi,i, ~t-.,!~ .'.:. .·.k:;;,;,c:1t.. .. s• . ..11: "t -ir 1 

t;~~i:;c~:,;:~:<:: :::::.,;~;.,;.\_:1 a, 1~1t ,,r it, 



• • 
C. .,_ 
-:. 

~<) 

Department of State TELEGRAM 
~,. ... '?'ES 0~ ,-

c-L IM!TEn OFFICIAL 
.___. --- ~--~ -- -

PAr.E ~1 MEX!CO ~1~18 2a0~3~Z 
~CTION APA•10 

TNFO OCT•A1 rso-~0 SP-02 USIA-~6 AlD•05 EB•08 NSC-05 
CIEPw01 S5•15 ST~~04 OM~P01 CEAu~l CIAE~©0 COME~00 
FRe~~3 1N~~~7 NSAE•0~ XMB•02 OPIC•03 LAB~~4 SILw01 
PA•~1 PRS•01 L~0~ H•01 /~85 W 

•~•••&a••~•••~••••280820! 077315 /17 
?7,3322 1 JAN 17 ,,·7 

F'M AME"18AS~n 
TO SFCSTATE WA5HnC 905~ 
TNi='O TRSV WASHOC 
-~l.l us CON5ULATES !N MFX!C('l ev POUCH 

I IM!T"n OFF!'IAL USE MFX!CO( ~8 

s.n. )16521 N/A 
'1' Ar.$ Ii FGF.N MX 

\'\ea:,c ' - • ·' 
. \ \nfarmation Centet \ntemat1ona 

~URJi PROGRAM TO PROVtnE 9~ 8AS!C PRODUCTS AT LOW P~ICF.S 

~EF: (A) 7P. ME'lCICO 15646, rB) 15 MEXICO 15754; 
CC) MFXTCl"l C"8?'4 
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~T LOW pRJrE5g P~E~InENT 'S COMMENTS AT SIGNlNF IMPLlFO 
T~TS WOULD BF A AACRIFTCF PY INDIISTRV TO COMPENSA TE FOR 
RE~TRAINT TN WAGF nEMA~OS~ MFASURE LABEL~O AS A MEANS 
TO RFDUCF PRICFS~ END SUMMARY~ 

o. THE LOPEZ•PORTILLO ADMINISTRATION IS NOW MOVING TO 
' ~ET !NnUSTRY TO s1r,N AGRFEMENTS AY WHICH THEY WILL 

PROVIDE 90 BAS!C CON~UMPTION GOODS AT FIXED PRICES~ AT 
AQTH WHOLE~ALE AND RFTAil LEV ELS~ PRICE OF Gnoos TO 
~E BASED ON DIRECT AND IND!RecT COSTS AND A "REASONAeLE " 
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~. THE PRODUCTS COVER SOME PREPARED FOODSTUFFS, SCHOOL 
~UPPLIES~ HYGIFN!C SUPPLIESi 
HQIISl:HOI.D GOODS AND CLOTHING,. THE PRODUCTS RANGE. 
FRnM TOILET PAPEP TO B!CVLES TO PLASTIC SANDALS~ 

THERE Will BE NO FISCAL INCFNTIVES TO PRODUCE THESE 
'TFMS, 8UT NFCFSSARV IMPORT PERMITS WILL 8E GRANTED 
ANn THE SECRETARY OF COMMERCE CAN ~RECOMMEND" TO OTHER 
~QM AGENCIES THAT CERTAIN OTHER FACILITIES SUCH AS 
~INANCIN~ ~E MADF AVAILARLEQ THE GOO~S WILL ~E 
nI~T~I8UTEn THROUGH FXTSTING RETAIL OUTLETS5 SFCRtTARV 
nf COMMERNCE sn1.ANO SAID THAT THF LARbF. RETAIL CHAINS 
HAn AGRE~D rn HANDLE THESE ITEMS AT LOWER P~OFiT MARGIN~ 
~MAL L RETA!LFR~ WILL BE ABLE rn BUY THE ITEMS AT A 
nI~COUNT., 

~g SINCt THE PROOU~TS WILL BE SOLD THROUGH EXISTING 
~ETAtL OUTLETS. ANVBODV WILL BE ABLE TO PURCHASE THE 
TT~MS, THOUGM THE PROGRAM IS AIMFD LARGELY AT THE 
IIRRAN 1-"0RKFR., THF GOM HOPES TO HAVE AT LEAST 
~OME OF THF ARTICLFS ON ST~RE SHELVE~ WITHIN Q0 DAVSg 

~. THIS AGREEM~NT WITH P~IVATE INDUSTRY SUPPLEMENTS 
THF TEN AGREFMENTS SIGNE~ IN M!D•OECFMBER~ AT THAT 
TIME p THFRF WAS ~EFEPENCF TO AN ELFVENTH AGREEMENT 
nN BASIC cnN~UMEP r,onosf BUT IT WAS NOT SIGNED 
4PPARE~TLY BECAUSE OF THF LARG~ NUMBER OF INDUSTRIES 
TNijQLVFOg NEGOTI6TYONS WITH VARIOUS INDUSTRIES 
WERE BEGUN BV THF LOPEZ•PORTTLLO TFAM LAST SUMM~R~ 
4GREEMENT HAD REFN R~ACHFD ON 20 OR SO PRODUCTS PRIOR 
TO TME OFVJLUATinNa TH~ NEGOTIATIONS ARE NOW GOING 
nN BFTWEEN INDUSTRY ASSOCIJTIONS ANO THE GOVERNMENTa 

7. WHILE THE GOVERNM~NT DOES NnT EWPECT 1NDUSTRY TO 
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PRno11cE THFSF ~A5It'~ r.onos AT A LOSS, IT EXPECTS 
'NnUSTRY TO MAKE MINIMAL PROFITS. iN EXCHANGE THE 
r.Q\IERNMENT WILL PROBABLY INCREASE PRICE CE!L!NGS FOR 
Hlr.H~R PRieED GOODSo 

A .. IT IS NrJT Ct.E&R TO ll:; HOW Tl-lIS MEASURE WILL. REOUCF. 
PRTCES~ nR Hnw FLEXI~L~ GOVERN~ENT WILL RE IN L~TT!NG 
PRTC~S C~AMGE FO~ THE 90 BASTC PPOOUCTS ONCE THEY HIT 
"'HF MARKET" THUS FAR~ IAlE HA\IF.'. NOT HEARC, ANV MAJOR 
~OMPLA!NTS FPQM ~U~INESSMEN~ IN PART BECAUSE SEVERAL 
TO WMO~ WE ~~VE SPOKEN SAY THE DISCUSSIONS AR~ STILL 
PRFLTM!NARV 0 ON QUS!ME~S~AN NOTED THAT USING COMMERlCAL 
RE T A ! L C I-! A r N s N n lit N n w N p R n D ll C T t-1 A ME s I s BET TE R TH Af,,j 
RE'N~ FORC~D rn PRrJOUCE SPECIAL ~RANOS FO RESALE 
TH?OUGH TH~ ~O~wCWNED rONA~UPO ~~TAIL STORESQ 

o.,, GOM oi:avr.011s1_v I~ AN'(IOUS TO C~SH IN ON ITS IMPL!EO 
PRnMI5F. TO LnWFRPRYCES~ GOM OFFICIAL TOLO us THAT 
THF SEVEN MAJOR REiATL CHAINS TN MEX!CO WIL~ OFFF.R 
~5 A~TICLES AT SPECI-L P~ICES BEG!NN!NG JANUARY 31Q 
.TOI/ A 
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1. SUMMARY. Economic activity in Mexcio has slowed 

down, with output runnin<J s liqht ly be low rnLc]- 7G 

'levels . . GOM appears to be concentrating its. energies 

••• an u.dminis trc1 ti vc re form progrc1m. While JLP has publicly 

stated that 1977 . will be an economically difficult year 

and that t~xico needs a new development strategy, there 

has not been much discernable progress in developing 

either a short-term or long-term economic strategy. 

Private sector seems to be adopting a wait and see atti-

tude before undertaking new investments. END SUMlll\RY. 

2. The rate of growth of industrial activity began to 

slow in mid-1976 in response to the Bank of Mexico's 

~ight credit policies. The industrial production index 

peaked in June, and has run at lower levels through 

October, the latest date for which it is available. The 

October index is 140.7 below levels prevailing in this 
/ t " . ,J , • ·' 

11
• t ., · ' , , 

month in two previous years. 1 Parti.::il cJaLa for 1'-lovcmbcr 
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3. Mexico's gross domestic output is estimated to have 

grown about 3% in real terms from 1975 to 1976. Most of 

this qrowth would hi:lve been .in the first h0lf of t- Jw year 
, I 

with total output more -or less holding steady in the 
I , ( 

,·· second hu.l f. 

about 2 0 % . 

The price deflator is estimated to have been 

The preliminary Bank of Mexico data on 

national accounts will be available by end-February. 

4. Actual price data is now availabie fdr the year 1976. 

The year to year increase in the CPI Wfils l=.Bi; The 

December to December 1976 increase was 27.2 %. Th e increc1se 

in the WPI was more marked, 22~3 % on a year to year basis 
, I 

and 45.9% from December to December. i Th-r::; reason for 

this is that the ~PI is heavily influenced by raw 

material prices, most of which trade at or close to world 

5. Lopez Portillo has publicly stated that the first six 

months of 1977 will be particularly difficult and that 

Mexico must find a new development strategy. i·n1ile he 

admits that economic problems are the most pressing, 

there is no public evidence that the gove rnment has a 

coherent short-term economic strategy. COM po li cy makers 

are working on various policy options , but hove not yet come 

to any conclusions as for a s we know . cJLP ' s fi rc-;t two 

priorities appiar to have been a restorati o n of co nfiden~c, 

largely through words, and administrative reform. The 

latter has meant that in addition to fillin g positions 



RESTR~GlED 
to a fairly low level in the bureaucracy, new lines of 

command urc bc~inq drawn with resultant confusion over 

3 

H.)8ponsj_bil j_ U.cu, in 1 onna Li un L _luw, tc. i\u111 i11J :; L ru L.i.un 

is reportedly JLP's strong point and first love judging from 

the priority he has given to administrative reform. The 

mujor loser in this reform at least with respect to control 

oyor sµe.ndi11tJ and tri:l.dc policy aµpci:l.n,; to huv~ been JLP' s 

ntcppi.nq st-.on,:, l: n i:h(~ Prc~si.c1cncy, t· h<' Fi. n,7n("c' Mini~-:;try. 

: 'l'.t1e biggest gainers would appear to be the new Budget and 

PJ;anning Ministry - (ex-Presidency) and the Patrimony af!d 

Industrial Development Ministry. The significance of adminis-

tra ti vo reform in tile con text of th is rnessa(JC is the impact 

it might have on the ~conomic policy-making process and on 

the level of government expenditure . 

6. The economic policy-making process in the new government 

~snot yet clearly defined. At the present time the Minister 

for Budget and Planning, Carlqs Tello, appears to be the 

preeminent, though not necessarily dominant advisor to the 

President. Tello's economic philosophy appears to favor 

acting against inflation on the supply side. Opposed to him 

c1rc the financL11 ofC.icii1ls from Jl ttcicnda and !J ,:rnc() de Mc:xi crJ 

who want to reduce inflation by cutting back demand. Key 

presidential advi~or Rafael Izquierdo is said to be somewhere 

be tween these two schools of thou9h t. 'l'he Prcs.idc:! nt seems 

to leAn to the former school of thought perh~ps because he 
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fears the political consequences that a cutback in per capit il 

consumption ,rnd employment. miqhL 11.ivc!. Ev~n as Finance 

Minister at the time of the U.S. recession, JLP Lold the 

Ambassador · that Mexico could not afford a recession because 

of the lack of social welfare programs to take care of 

· the unemployed, a theme he continues to repeat. 

,7. The JLP administration's first internal policy debate 
I 

•' . 
is likely to focu~ on the budget. There is pressure on him 

.,.from the !3ank of Mexico and Hac .i enda to reduce expenditures 

as well as to increase revenues, particularly by higher 

public sector prices. It is possible that the d e lays caused 

by the administrative reform will impact on the level of 

expenditures. Whether this will result in permanent saving s 

or m12rcly d bricC dL:l..1y ln muki11q cxpc nditunJ,~ .i ,J unkne;wri. 

The outcome of this debate will be the key in determining 

economic developments later in the year. 

8. Apart from the question of public sector spending, 

the GOM is faced with the problem of financing a current 

account deficit which is being forecast at anywh e re from 

$1.8 billion to $2.6 billion. In addition to this, the 

public sector's short-term debt of $4.2 billion has to 

be rolled over <1n<l pulJli c sec Lor:- lon 0- Le rin deb L 

amortization payments of $1.J billion have to b e refinanced. 

I. ,-. . 
I , 

J ' I \ ' ' • 'I ,.' • 

I •: I 

' ! : • I 

' J , . , ' / .' . : , ., .. ·t 

. (,. 
; I 

: ' ) I•,, 



9. Mexico's financial problem is twofold and inter-

related. That is, the GOM not only has to finance a 
' / ' ' 

5 

!JLl'J.J~ltilnti;11.° IJlld<Jl!L,, ( l1<' !i .iZt~ or wliicl1 wi I.I irnp-ir:l ()II tl1r) 

external accounts, but it also has to arrange, one way 
f .• 

or another, for substantial ,foreign borrowing. 
,/ : . / ,; , 
10. While senior GOM offic.ials often state th::it Mexico 

can,not afford a recess ion, the economy is in a recession 

'according to the informal Mexican definition, i.e. , a 

negative per capita growth rate. , Industrial activity may 
, ,, 

be lower now than it was in last October. 

is based on the following factors. ( 1) 

This jucJqmcnt 

The industrial 

work force is probably lower now t;han last summer. Various 

businessmen have told us that they arc laying off workers. 

(2) Public sector spending is prob~bly d0wn due to the 

reorganization of the entire public sector . We hear reports 
I 

of major spending decisions being postponed." Public sector 

spending has been the underpinning of Mexico 's economic 

growth since 1972. ( 3) Private investment was undoubtedly 

affected negatively by the events of last fall. The lack 

of ability to forecast economic dcvelopm_ents wj t- ll ;-rny 

certainty is affecting investment decisions. Mo.ny private 
J 

businessmen say they are waitin<J to see specific economic 

measures rather than base inve~tment decisions on moral 

suasion. ( 4) Foreign exchange transactions are reporting ;. 

declining. This may indicate a GOntinued decline in imports 
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that began last September,'. (5} Peso and dollar financing 

is not available to Mex~co's private sector, nor has it been 

for some months. The impact of these, plus tho delayed 

impact ot the devaluation may be hitting domestic economic 

activity, particularly in the private sector,harder than 

is generally known. 

11. The picture in the agriculture sector is more difficult 

-t;o discern. Output of some crops may be up whcrms output 

of other crops may be down. It is not possible to measure 

,t;.he impact of the L:rncl seizures in northwest Mexico, but 

these were certainly not conducive to increused p rivate 

sector investment in agriculture and may have a negative 

impact on output in that region. 

12. Our judgments in the preceeding two paragraphs are 

on which to base an analysis . However, we think the 

indirect signs of further economic slowdown are significant 

enough· to report . 
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13; The GOM is undoubtedly aware of these signs and the 

prospect of continued staqnatjon or even further dccljncs 

in economic activity' may be one of the reasons JLP could 

opt for a relatively high level of public sector spending 

even though this means more foreign financing than would 

otherwise be necessary. 

14. The current economic slowdown is a mixed blessing. 

It.should lead to a reduction in the current account 

defjcit and, if there are actual budget savings , make 

attainment of EFF program targets somewhat more likely . 

. on the other hand, JLP is unlikely to be satisfied with a 

growth rate of zero to two percent because of what he views 

as the political risks from reduced employment and per capita 

consumption. 

15. Although a significant turnaround in economic activity 

could hardly have been expected within two months of taking 

office, we believe the suspected deterioration in the economic 

situation could have been mitigated by more positive action 

by the new government. In particuJ.ar, while JLP h~s stated 

that . this will be a difficult period, neither he nor other 

GOM spokesmen have laid out in any detail what the Mexican 

business community and public might expect in L977. 'J'hjs has 

never been done in Mexico, but it is important in the present 

context because t~e economi<? policy framework that predom,inatcd 

for over twenty years .disappeared with the devaluation . 
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16. Some areas where coherent policies have not yet been 

dcvclope4 arc the following : 

I' '! I 

, , 
, / 

A) Exchange rate policy (Fluctuations in 

rates ~enerally attributed to changes in 

B) 

C) 

supply and demand. COM has not said 

publicly that exchange rate might also 

be determined by such objectives as 

reducing the current account deficit and 

making manufactured exports competitive 

in world markets.) 

Interest rate policy. (Higher interest 

rates on peso deposits will be necessary 

to retain existing peso financial savings 

Fiscal policy . (Ideally, some target 

figure for budget cuts could be announ~ed 

along with a revenue increase target. The 

details need not be made public at this time-. 

The intention to pursue a less inflationary 

policy would be reassuring to foreign 

bankers and to local businessmen who want 

financial stability.) 
,, Wage ·Guidance. , 

I 

/ .i 
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'17. While JLP has prepared the country for bad economic 

nows, he~ has not provided ,1ny de tai 1 s. The economic 

situation is confused and the economic climate is radically 

different from what it was even a year ago. Confusion 

complicates planning and investment. It also delays the 

necessary structural changes in the economy. The public 

doe~ not understand GOM objectives. Without guidance, 

st~gnation is likely to last longer than would otherwise 

be .~ecessary. Further, the foreign banking community is 

unlikely to be as supportive as it could ,in the light of 

this uncertainty. 
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Attached is the; latest cable from Mexico. 

( 
Attachment: Mexico ! 104 

cc: Governor Wallich 

;. -· 
; .. 

1 i" Cl 
, :·;·~ .. : .. ' r -:;;ra 
.> 11 ... 1, ~s 1:\.J cf ilt 



... , 

.. . 
i \ ..,,. 

~l-~'l'ES of p, 

Department of State TELEGRAM 

PA~E 01 M~XICO ~1104 0122492 
.\CTION ARA .. 1:?I 

TNFO OCT•"'1 
CieP•01 
COME•0"! 
SIL•lill1 

TS0-~0 SP-0, U~IA-~6 AID-05 EB•0A NSCM05 
TRSE•~0 SS•15 STR•0A OMB•0l CEA•0i CIAE~00 
FRB•03 INR-01 NSAf•rn0 XMB-~2 OPT.Cm03 LA8•04 

AGRE•0~ PA-~1 PRS•~1 l•~3 H•01 /0~5 W 
-······--~--·····•~2~212z 012a2~ 163 

R ~9m125Z( JAN 77 7 \ 
FM AMEMBASSY MExfcn 
TQ SECSTATE WASHDC 999l 
TNFO AMCONSUL MQNTERREV 

ol,,,l. ?IA!T/17 

FO 116521 GOS 
'T'Ar.s1 EFIN 

Please return to 
International Information Ce_nt~t 

~U~JECT3 NEE~ TO ASSUR~ POTENTIAL INVESTORS 

1~ M~XICAN BUStNESS/~ANKING COMMUNITV HOSTED LUNCH 
.TANUARV ~7 FOR BANK OF AMERICA S~NIOR VP VAN LEAROEN~ 
WHn REPORTEDLY PUT TOGFTHE~ LA5T FALL'S 18~0 MILLION LOAN 
FO~ MEXICOa AMBASSADnR WAS PRE5ENTQ VAN LEARDEN TOLD GPOUP 
HE TMOUGMT MEXICO WOULD GET THROUGH 1977 WITHOUT SERIOUS 
PRnBLEMS, 8UT THAT HE WAS CONCERNED A60UT 1978179. GOM 1 S 
PRlORITY NEED NOW, W4S TO REASSURE FOREIGN 
ANn DOMESTIC INVFSTORS ANO LENDEQS, AS WELL AS THE l~F 
ANn OTHER INTEQNATTONAL FINANCIAL INSTITUTIONS, OF ITS 
~ERIOUS INTENT TO OV~RCOME ITS PRINCIPAL PROBLEMS, w~ICH 
ijAN LEARDEN DIVIDED INTO SMQRT ANO LONGER TERM~ 

HE CHARACTERI?ED THE SHORT•TERM PROBLEM AS THE 
NNFO TO PRFV~NT THE DEVELOPMENT OF A RUNAWAY CYCLE OF INN 
~LhT!ON SUCH AS HAO HIT CH!LE AND ARGENTINAQ THIS WOULOp HE 
~A'D, ~EQUIRE SACRIFTC~ ANn RESTRAINT NOW ON PA~T OF BOTH 
TNnUSTRY ANO LABOR~ AT SAMF. TIMER PRICE LEVEL OF BASIC MARKET 
RA~KET OF TH~ OQOR COULD BE PROTECTEn FROM INFLATION THROUGH 
~PPROPRIATE ALLOCATION 0~ RE~OURCES~ 

.., ,_ 
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~Q IN THE LONG TfRM, HE REPORT~DLY SAID MEXICO MUST 
rONTROL ITS POPULATION GROWTHP BRINGING NUMBER OF NEW 
FNTRANTS INTO JOB MARKET INTO LINE WITH JOB CREATING 
PO~S!BILITIES nF THE ECONOMY~ 

Ae VAN LEARDEN EtPRESSED UNDFRSTANDING THAT ONLY 58 ~AVS 
TN OFFIC~ WAS OBVIOUSLV INSUFFICIENT TO HAVE DEVELnPEO 
PRnGRAMS OVER A BROA~ SP~CTRUMJBUT OF GREATEST PRIORITV 
FO~ GOM WAS NEED rn EXHIAIT A FAVORA8LE ATTITUDE TOWARD 
TNVESTORS, IN PARTICULARi THE GO~ SHOULD CLARIFY ITS 
ATTITUDE TOWAR~ NEW FORETGN TNVESTMENTP ESPECIALLY AS 
MANIFESTED IN IMPL~MF.NTATION OF FOREIGN INVESTMENT LAW AND 
PATENTS ANO TRAOF.MARKS LAWu AND IT SHOULD ASSURE POTENTIAL 
TNVESTORS THAT T~E ~RULE~ nF THE GAME" W!Ll NOT CH6NGE 
AFTER INVE$TMENTS ARE CQMMITTEOQ GOM MIGHT ALSO DEVELOP 
TN~ENTIVfS SUCM A "REASONABLtt DEPRECIATION (REAO 
~APID) WRITEOFF TO ATT~ACT INV~STORS~ 

~Q WE ALSO UNnE~STANO VAN LEA~OEN IS BEING PRESSED TO 
nR~ANIZE NEW LOAN TO GOM~ 

Re AMijASSAOOR LEA~NED THAT GROUP nF 4~ MEXICAN 
RU~INESS ANO BAN~ING LFAnERS HAO LENGTHLY SESSION WITH 
PRFSIOENT FROM WHICH THEV CA~E AWAV HIGHLY ENCOURAGED THAT 
THF WAR BETWEEN GOM ANn PRIVAT~ SECTnRf PARTICULARLY 
MONTERREY ~ROUP, WAS OVERQ JLP fMP~ASIZEO THAT PRO• 
nurrrv!TV ~UST B~ KEV GOAL IN iLL !NVEST~ENT ~ 80TH 
~R'VATE AND PUBLICP AND THAT HE WAS PARICULA~LV INTEPESTED 
TN INCREASING ~ATE OF INVESTMENT IN PRIVATE SECTOR I NCLUDING 
,oREIGN !NVE~TME~T~ 

1w IN THIS REGARD~ PRESIDENTIAL AOVISOR RAFAEL IZQUIEPDO RE~ 
rENTLY TOLD AMRASSADOR THAT 'THF MQNT~RREY GROUP WILL SHORTLY ANNOU NCE 

INTENTION TO UND~RTAKE MAJOR INVESTMFNTS IN THE 
~GPICULTURAL SFCTOR THROUGHOUT THE C~UNT~Y AT INSTANCE 

.,._____ 

" .. ,.., ... 
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TO: 

FROM: 

,, 

Chairman Burns / 

Ted Truman t, n I 

February 7, 1977 

Attached are the latest cables on Mexico. 

Attachments: Mexico 
Mexico 
Mexico 

cc: Governor Wallich 

1251 
1306 
1414 

D:lcrts~ i:·:i;H:r..k~ d th,s doc(Htl~!\t is due 
to ui,\ ,1,~',sii::11 ot U.S. Gr,ver,1:rrnt informatioil 
u!fic:altl' ,:l'-sslti~d unrkr C<r.c~li11P r1:'.,~r 10:iOl 
wnich ~ovilles t!;]l 'A r('r.urn~rit.... s11.ili be;ir a 
classiflc:-tion at least as ~.i?,h as th it of its 
'1ig;1~st dassifr,'1- r,,.mT)i r\r.r1t." 

-. FO 
r\ 
.,,.1 

\ j;.' 

.. "-.__y· 
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PAr.E 01 MEXICO ~1251 022~322 
~C"l"If"IN A?A•U?! 

TNF'O ocr ... oi 1 !S0•00 SP•0~ USIA•1115 A.1O•05 EB•0~ NSC,..05 
CIE'P•01 S!1;•1.5 ST~•"l4 t)MB•(ll1 CEA•1211 CIAE•0t'I COME ... 00 
FRA•lll3 !NR•1'17 NSAE•0"' XMB•0~ OPIC•03 LAB-04 SIL•01 
PA•01 PRS•01 L•03 H•01 /t'185 w 

----------------•-03~5122 
R 1'1219202/ FER 77 ' 
FM AMEMBA~'t'--t+r;.,tr,cn 
TO SECST•T~ WA~Hnc 0t'l69 
TNFO TREASURV WASH~C 
AL.I IJS CONSUL ATES ! N MEX! CO VI A POUCH 

C O hi F ! Ii, F.: T T A L ME ',t I CO / 2 f5 1 

~7/,;,.~/67 
Fa 0., 1165~: GOS 
~A~Si EINV, ~G~Ng MX 
~URJECTZ PUBLIC-PRTVATE SECTOR RELATIONS 

i:1EF~ (A.) MFXTC!"l H'18~ ta, 76 MEXICO 15963. 

027039 /21 

Please return to 
international lnlomiation Center 

~., SUMMAP't'i IJ.,q,. BllSINF:SSM~N AF?E C~ITICAL OF GIJM EFFORT 
TO PRODUCE INEVPFNSIVE CONSUMER GOODS AND EVIDENCE SOME 
~PPRtH~NSinN QF NEW GOVERNMENT. PRESUMABLY SHARED BY 
RU~lNESSMEN GENERALLV, THIS ISSUE, PLUS CONCERN OVER EYC~S~ 
P~nFITS TAX AP~EAR TO BE HTN~Ei:1ING TO ~OME DEG~EE 
TMPRnVED R~L~TJO~S BF.TWEF.N THE PUBLIC AND PRIVATE 
~c:r.rnRS g ENO Sl1Mr,4ARY .. 

!?~ ' AT AM6A~SAOOR'S MONTHLY MEETI~IG WITH U,$, BUSINES~MENP 
i A~TFR COMPLAINEn ABOUT THF GQMIS PROGRAM TO MARKET 90 
~A~lC CONSUMTJnr.J Goons AT LOW PRICES. (SF.:f. REF A) GOM 
~PPARENTLY WANTS PRIVATE INOUSTRV TO REDUCE PRICES ON 
FX~S!TTN~ GO~OS AT LOWER PRICE RANGE RATHER THA.N OEV~LOP 
NEW JNEXPENSIVE ~ODELS. IN EYCHANGE, GOM INDICATES IT 
1.JII L RFMOVF PR'l'CF CE!LINr.S ON HIGHe'R PR!CEO ITEMS" 



• • 
C 
\ "J)1 

+<> 

Department of State 
~1-~-..s:& o'f ,. 

..c;.e,,r,ee1n1 'L 

~a ONE BUSTNESSMAN WHOSE COMPANY DEPENDS ON ONE 
PRnoucT FOR ~0 P~RrENT OF ITS SALE~ MAINTAINED HE 

TELEGRAM 

1"'01 IL O NOT AFFORD TO L.OWERE THE PR I CE OF TH! S ITEM• 
tNnTH~R, A FOOD PROCESSOR, SJIO HE MERELY SUBMITTED 
TO THE GOM H!S LlST PRIC~S W!T~ THE CO~MENT THAT HIS 
FIRM DOES NOT GIVE 01.SCOIINTS. ANCITl-lfR EXPRf.SSSEO CONCERN 
THAT EV EN IF COMPANIFS PARTICIPATED IN THIS ~VOLUNTARY" 
PRMG~AM THF. GOM ~IGHT NOT REMOVE PRICE CEILINGS ON HlGHEP 
PRTCEO GOOnsp STILL ANOTHEq WORRIED ABOUT HOW GOVERN~ENT 
~UREiUCR ATS WQULO DEFINE A REA~ONABLE PROFIT, 
WHTCH HE MAINTAINS I$ ALL HIS FIRM IS ~AKING NOW ON THE 
TT~MS FOR WHICH TH~V WANT A LOWER PRICEP ONE EXPRESSED 
THF nPIN!ON THAT THIS PR~GRA~ REFLECTS THE ECHEVERRIA 
~DMINISTRA TION 1 S BELIEF THAT MTDDLEM~N TAKE UNNECESSARILY 
I ARGE PROFITS ANO A ~!~UNDERSTANDING OF THE COSTS OF DISTRIBUTION 
ANn RETAI LING. S~VERAL BUS!NESSMJ:N MAINTAINED THAT THE 
1~HnLE SCHEME W~S DES!GNED 8Y RETAILERS TO PREVENT TH~ 
r.O''E~NMENT F~QM ~XPANOING ITS O~N RETAIL DISTRIBUTION FACI LITIES 0 

~o ANOTHF~ GOV~RN Me NT ACTinN THAT HAS IRRITATED THE 
PRTVATE SECTOR I~ THF EXCESS PROFITS TAX. THE EXCESS 
PRnFT TS TAX WA~ FJQST MENTIONED IN THE SEPTEMBER 1, 
1 9?6 INFORME A'S 4 MEASIJRJ: TQ PREVENT ANY 11 UNllSUAL OR 
FXrE~S!VF" PROFITS R~SULTING FROM THE EXCHANGE RATE 
r.HANr.E QR lJNWA~R ~NTEn PRTCF TNr.RF-ASES. WE UNnERSTAND 
THAT ATTFMPTS TO WRITc LF.GISLATION TH.AT WOULD APPLY ~o 
NARROW LY FAILEOu THE FINAL CnNCEPT WAS INCLU~ED IN lHE 
I ATE•OE CEMRER TAX REFORM PACKAGE ANO WAS NOT D!SCUSSFO 
WITH ANYBODY OUTSinE THE GnVERNMENT PRIOR TO ITS 
PRFSFNT ATION rn CONGPESS, TO TME BEST OF OUR KNOWL£DGE. 
l'SFE RE'F B)., BIJSTNJ:'.SSMEN ARGIIE THAT THE GROSS PROFI TS 
TA~ WOULn ~E C~NFI~CATORV AN~ UN~AIR IN THAT IT PENALI7ES 
~OMPANIE~ WHO SF PRnFITS MAV HAVE I~CREASEO FOR REASONS 
nTMER THAN THE DEVALU ATION, I.:., A ~ELATIVELY NE W 
r-QMPANV Tt-1AT FINALLY TIIR~IS A PROFIT~ SOME COMPANIES 
,RF tUNSIO~RIN~ A ~R!T OF 11 A~PAR~"(INJUNCTION) AGAIN~T 

e-e••r :r ~E~I I A.l 
" ___ F_O_RM_ nc~~? 
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THF EXC ES S PROF ITS TAX. THIS TAX HAS BE~N DEFENDED 
PRTVATE LY Ry G~M OFFICIAL AS A QUID PR~ QUO FOR THE 
10 PFRCENT M! NI UMU~ WAGE !NCREASE 9 IN THIS REGARD YT SHOULD BE NOTEO 
THAT PRESi nE NT PIJBL ICLV LARE~ED ~ASIC CONSUMPTION GOOD S PROGPAM AS 
TRADE~OFF WAGE RFSTRAINT. 

~g wHAT EVER THE ~ERITS OR FAULTS OF THF. BASIC 
rQNSUMPTIO~ GOODS PROGRAM AND THE EXCESS PROFITS TAX, 
~H~Y HA VP H!NO~RF O s nM~WHAT IMPROVEMENT OF PUBLIC• 
PRTVATF SEC TnR RF LAT I ONS AND ENCOURAGED CONTINUED 
qKFPTI CI SM OF ~OM TNT EMTJONS QN THE PART OF THE LOCAL UQSQ 
~u~INESS cnMMUNIT Y WHO ARE LOO~ING FOR FAVORABLE 
~CTIONS AS WE LL AS F~I~NnLV W0~05. 

~. 0~ TH~ OT HE~ HANDu THF GQM IS MAINTAINING AN OPE N 
~TTITUDE TO RUSIN ES S cnMPLAINT~. FOR E~AMPLE, 
PR~STDENTI AL ,nvYSO R RAFAEL IZQUIERDO HA~ OFFERED 
TO SET ASIDE TWO DAY$ FQQ INnIV!~UAL HALF HOUR MEETING~ 
TQ HEAR AN V F?OM U.5. BUSINES~MEN A~AINST 
t:QM POL I CIF.:5 , PAF<'TI CllLA~ L. Y A~ REGARDS OBSTACLES TO 
PO~ETGN I NVE~TMENT~ TH~Sc. SESST.ONS ARE TO TAKE PLACE 
PR'O? TO TME J LP TQI P TO THE u~s • 
• T0 1' A 

e-O Pd I' T DI!'. N' I *'1. 



... _____, 
\-,--

Department of State TELEGRAM 

PAr:t 01 
AC"!"!l'JN f.A, ... '118 

ncr ... !?!1 
L A~ ... fi'\4 
OM~•Ol1 
/f!JP. 1 vi 

ARA~~o rso~~0 AGR~~w~ C!A EN~0 COMt-~~ 
~SAE•0~ SP-~2 qT~•~4 TR~E~0~ C! EP ~Pt 
L~~3 IO-13 NSC-05 S~ul5 PA-0 1 PRS m0l 

t~1A ... 01 
(>f~!f'l..,,~3 

IJ(c;IA,,f,f., 

~3 17332/~E~ 77 3 
FM iH1 E~BA~V M'tl"')(JCl':I 
TD S~CSTJTE WA~HDC 0~97 
TNFO ALL. u, CONSULATF:'S !!'' 1-AEXICC BV POUCH 

i IMlTEO nFF!CIAL USE MEXrcn / f::.~~ 

Fw t16o~ ! NIA • C 
TA~S i PFOR ETR~ MX 

Please return to 
lntrirnationa/ information C t 

en ec 

~URJ : PO~S!8LE TQAnE TOPIC FnR LOP~Z P~RTILLO MEFTING ~ITH 
P~FS!DFNT CA~TFR 

'~ RRUCF ~VAN$~ UgS.wCITI7EN PRESIDENT nF MEXICAN IN•BONO TEX• 
Yll E PLANT~ (ACAPULCO FASMIONS) LOCATED IN CIUl')AD JuAREZ AND 
~ArATErAS JNFO~MFD EMBOFF FER , THAT PRESIOEN1 LOPEZ 
PORTTLLO PLANS TO RATSF ~PECIF!C I~SUE OF UgSQ•MEXICO 
P!I pTERAL TEVTTLF. 4GRE!=:MC'NT nu~P'G HT.S ~iE'ETING itiITH 
PR~STOFNT CA~T~R. ~VAN~ TOLD EMSOf~ THIS MATTE~ WAS 
nr~cusi:;En nu~ING L''lPFZ PnRiILLn,s ~E!:TTNG LAST \'.EEK WITH 
r: 0 I/ r;. R NOR s ('l F MF X r C A N N n RT HERN s i A "f f s p !Al H I C Ii w A s A TT t::t-1 0 ED 
~NTt~ ~L7A BV tHAiqMAN 0~ tIUDAD JUARt7 PRI PARTY (WHO 
'1L~O HAP~E~S TO RE LAWYER OF I~~BOND PLANTS MENTION~C 
1isnvi::i .. 

'• r0M~F~T: THJS RFP0RT ABOUT JLPIS INTENTtO~S MAY 
PE C.6SE C'lF W!S~FPL THPllO'Nt: l'.'.!N PART OF EVA'lSs WHOSE" 
roHPA~Y ~ERS"NAL IMT~REST IN OBTAINING LARGER 

LIMITE~ CFFIClAL U~E 
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c::1PM H!11l"I rh! [if'lf"i::Si!f'"' PDLITlrS! r.t1M H•"!OVATi0/'11 P·' 
PUALTC ADMTNTST~~TJON IS NnT Bf l~G REFLEtTED I~ INT~DNIL 
Pt)I !TIC$,, T1.;F (~0"' ~C1 y::0 THE NU[YO LARfDO fLfC'fOf<'M 
PRnaLtM TN r0 in1rrn~AL FIS~I"N EV SilTING YOT~ P~l 
Hl n 0 PP OS l Ti. ri I\' C f1 ,J -r E I:'\ T h NT SQ ti LT Hr- Li r. H TM E. ST T !J AT Fl/\, 
~ ·P u. COULn !'.'.11t.l\lr':f::,, ~o FH,: a ~ J A L ALIF'OQN!A VOTf:KS Ar'F 
MAVING rn S1 ALLOW THFI~ 11NMAPPJ ~ES$ nv~H T~E r~PGSI 1ror OF 
FCMEVERRTA'S s~CDtT4DY 0~ rEFE~SF •s G~VERMOR, Ll~F~J&P, 
P0FRTO ~AL LAPTt VOTfQS, ~H!L~ cTILL CJU6JNf'.; ~EtD4tHl~, 
/\RF 1'1Ql.l Ft.Ti\½ r:ovEPr,FC BY A SP•JI .. APLV UrsiP(;::>L;Lf,P 
TMPQCITIGMu ~"T PRFSTOFNT SANSnRfS HAS SEVE~AL TIM~~ 
~PnK~N or. •,ia~I''G p1r; Fl'~Ol"'F.'.r)i.JRt fr'iR SF"LE: 1'.: Tl~G M11 :dC7PltL 
~ANLJTDATFS Mn~~ nENOrRATTC, 8UT -~O OME ANTICIPA1Eb ~F•L. AfFUR~~ 
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R. 1'150046Z FEB '17 
'FM AMEMBASSY 
TO S~CSTATF WASHDC 149 
TNFO ALL US CONSULATES IN MEXICO POUCH 
AM~MAASSV CARACAS 
~MFMBASSY QUAT~MALA 
AMFMBASSV MANAGUA 
AMFMBASSY PANAMA 
AMFMBASSV SAN JO~E 
AMFMRASSV SAN SALVADOR 
AM~MBASSV TEGUCIGALPA 

n •1 F T. r, I" Kl t t A t EC T I ON :? 0 f 2 ME X I C O 1 4 1 4 

"• TERRORISM PERSISTS: FOUR TERRORIST INCIDENTS IN 
nN~ WEEK IN JANUARY ~ERVED TO PE~IND THAT THIS PROBLEM 

HAS NOT GONE AWAY. TWO nF THE FOUR INCIDENTS OCCURRED 
l~HFN MANAGEMENT OFFir.IALS ATTEMPTED TO REMOVE PERSONS 
nISTRIBUTING 2~ OF SEPTEMBER cn~MUN!ST LEAGUE LITERATURE 
FRnM INDUSTRIAL ~ITES: THE TERRORISTS RESPONOED WITH 
~UNF!RE, KILLING A VISITING UQS~ BUSINESSMAN IN ONE 
TNrinENT. WHILE GOM OFFICIALS HAVE EXPRESS~D CONCEPNi 
NO MAJOR PU8Lir ~OVERNMENT FIGURE HINT~D AT USG INVOLVE• 
MENT, A REFLEX QF THE EC~EVERRIA ADMINISTRATION. 

"I. UNIVERSITY PRORLEMS: EFFORTS BY SELF-PROCLAIMED 
~MARWIST, ANTI•IMPFRIALIST" FLE~ENTS TO UNIONIZE 
II N '!' V e R S I T V At:' A I') EM I C A N O A D M I N I ST R A T I V E PE' R $ 0 N F.' L I N ,~·1 HE 
I AST YE AR OR TWO HAVE PRl':IGQE~SF.:D TO THE PO 1 NT '' \'(HERE Two 

,. . ,· 
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~urH UNinNS AT MEXICO'S NATIONAL UNIVERSITY (UNAM) ARE 
GOM C~NTROL OF THE CAMP US. UNAM RECTOR 

SQRE?ON LAST AUGUST ~UGGFSTEn A CONSTITUTIONA~ 
"RFFnRM" WHICH WOULD G!VF THE GOH THF LEGAL WHEREWITMAL 
TO HAMSTPI~G THE UNION~$ L!TTLF HAS eEEN HEAFD OF THF 
PRnPOSAL SINCE T~EN, BUT ~NION RELATED DISORDERS IN 
,TANUARV AT SF.V~RAL STATE UNIVERSITIES AND IN MEXICO CITY 
MAV REVIVE T~E PROPC~AL~ HO~ T~E JLP ADMTNISTRATION 
HANDLES THE CHALLENGE IS SHAPING UP AS A POSSIBLY MOPE 
R E 11 E AL I NG ME A S ll RE OF I T S AB I L I T Y T O GOV ER N TH AN H A V E 
REFN ITS VAR!Ol1S MINOR SUCCESSFS TO DATE~ 

Ra US•MFXJCAN ReLATIO~S» THE WARMIN~ TREND IN UuS.• 
~E~ICAN RELATinNS WHICH 8EGAN WITH THE OECEM~ER VISIT 
"F MRS. CARTER CONTINUED APACE IN JANUARVa MRSg JLP 1 S 
~E~~PTION !N WASHINGTON GRATIFIED ~E~ICO ~ FROM THE 
PRFS!DENT TO THE MAN IN THE ~T~EfTp AND MEXICO WAS 
r::'QIIALLY PLEASEr, WITH JLP 8F.P,1G THE FIRST HEAD 
~T~TE INVITEn TO WASHINGTON BY THE CARTER AOMI~ISTRATIDN. 

o. WHILE THF CURRENT FEELINGS ARe GENUINE ANn 
PE~SONALLY FELT 0 M~XIcni~ ~ESI~E FOR BETTER RELATIONS 
WI~H THE USG MAS ALSO BEEN DTCTATEn RY MEXICOIS NEED 
FOR US HELP CN ITS ECO~OMIC ANn FINANCIAL PROBLEMS~ 
Wl~H THE JLP VJS!T THE GOM APPARFNTLY HOPES TO CEMENT 
THF PERSONAL RFLATIONSHIP RETW~EN THE FIRST FAMILIES~ 
t Nn TO 6ENFFIT FROM THAT RELATIONSHIP BYf INTER ALIA, 
TNFORMALLY LINKING ISSUESe OUR CONVERSATIONS 
TNnICATE, r::'QR fXAMPLE, THAT MEXICO HOPES TO PROFIT 
FRnM ITS RECORn n,F COOPERATI~N ON NARCOTICS ~ATTERS TO 
~ET MORE, PERHAPS MA~SIVF, HFLP ON ITS SHORT RANGE 
FINANCIAL ~ROBLEMS~ WE HAVE THF NAGGING FE~LING THAT 
THF ~EW r.OVERNMENT F~ELS OVE~WMELMFD ev THE ENORMITY 
nf ITS PRESENT FTNANCIAL ,~o ECONOMIC DIFFICULTIES ANO IS 
rQIINTING HEAVILY o~ us PRIVATE AND OFFICIAL ASSISTANCE TO SEE IT 
~n~OUGM ITS HARD TTMfS~ (A SEPA RATE REPORT FOLLOWS.) 
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