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OF THE CHAIRMAN

Attached are the latest cables on the Mexican

economic situation.

Attachments: Mexico 16258
Mexico 16285

cc: Governor Wallich
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TAGS: EFIN MX
SUBJ: NEW ADMINISTRATION KATIFIES IMF AGREEMENT,

)

1, SUMMARYS® DECEMBER 32 NEWSFAPERS CARRY GUM PrESS
RELEASE STATING THAT THE NEwW ADMINISTRATION HAS RaTIFIED
THE AGREEMENT SIGNED WITH ThHE INF TwC MONTHS EARLIER,
END SUMMARY,

2. PRESS RELFASE STATES THAT RATIFICATION WILL GIVE
MEXICO THREE YEARS IN WHICH TO KEESTABLISh EXTERNAL AND
INTERNAL EGUILIBRIUM, PRESS RELEASE NNTES THAT USING
THE EXTENDED FUND FACILITY wILL AVOID THE NEFL 10 TaKe
MORE RESTRICTIVE WMEASURES THAT wOULD BE NECESSARY IF
EGUILIBRIUM WERE TC BE RESTORED IN A SHORTER TIME
FRAME, SUCH MEASURES WOULD, IT 1S NOTED, "URASTICALLY
AFFECT PRODUCTIOUN AND EMPLOYMENT ™

3. USE GF EFF HAS THREE IMPORTANT ASPECTS, ACCORDING 70
PRFSS RELEASFE. ONE IS THAT IT AVOQIDS THE NEED TO RESURT
TO BILATERAL SUPPORT, Ok "SIMPLE SUPPQORT FRUM MARKETS,"
THE SECOND IS THAT 17 PERMITS A GRADUAL ADJUSTMENT OF
THE FCONOMIC DISEQUILIBRIUM, THE TRIRD IS THAT THE
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TECHNICAL SUPPORT OF THE IMF wILL INCREASE INTERNATIONAL
SUPPORT OF MEXICAN ECONOMIC PULICIES.

4, PRESS RELEASE CITES THE FULLUWING AS THE

OBJECTIVES OF THE GOM'S ECONOMIC ADJUSTMENT PROGRAMS:

(A) TO IMPROVE THE ECONUMIC GROWTh RATE; (B) TO INCKEASE
EMPLOYMENT OPPORTUNITIES FOR THE GRUWING {ABOk FORCE;

(C) STRENGTHEN INTERNAL SAVINGS, THEREBY REDBUCING THE

NEED FOR RECOURSE TO FORKEIGN BOKRUWINGS; ANU (D) FACILIATATE
A RELAYTIVE STABILITY FOR INTERNAL PRICES AND REESTABLISH

A "DYNAMIC" EGQUILIBRIUM IN THE BALANCE OF PAYMENTS
SUSTAINABLE OVER THE MEDIUM TERM,

5., FINALLY;, PRESS RELEASE STATES THAT NyRING THEt
ADJUSTMENT PERIOD, THE GOM WILL SEEK TO REESTABLISH
"FTSCAL EQUILIBRIUM", TO REDUCE THE FOREIGN DEBYL TO A
HEALTHY AND SUSTAINABLE LEVEL FOR THE LONG TEKM, AND TO
MAKE STRUCTURAL CHANGES THAT WILL PERMIT A MORE DYNAMIC
DEVELOPMENT AND A MORE EQUITABLE DISTRIBUTION OF THE
BENEFITS OF THIS DEVELOPMENT.
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HIBHER IN EARLY 1977 THAN THEY WERE IN {975, IT IS
VERY LIKELY THAT REAL WAGES IN EARLY 31977 WILL BE
GREATER THAN THEY WERE IN 16875, THOUGH SUBSEQUENT INFLATION
MAY ERODE THIS. THE INCREASE IN THE NATIONAL CONSUMER
PRICF INDEX FROM DECEMBER 1975 TO NOVEMBER L1976 WAS
24 PERCENT. ONE COULD ARGUE THAT NO EMERGENCY WAGE
INCREASE WAS NECESSARY IN LATE SEPTEMBER.: IT APPEARS
INEVITABLE THAT YHE SEPTEMBER INCREASE COUPLED WITH
THE NEW INCREASE WILL ADD TO INFLATIONARY PKESSURES IN
1977 . ONE CAN ONLY PRESUME THAT POLITICAL FACTORS
OUTWEIGHED ECONQMIC CONSIDERATIONS IN THE RECENT
DECISION,
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SUBJ! MINIMUM WAGES e

Qi

BEGIN UNCLASSIFIED,

1. SUMMARY? NEW MINIMUM WAGES YO BE EFFECTIVE JANUARY
ONE, WILL BE 9 OR ip PERCENT ABOVE PREVICUS LEVELS. END
SUMMARY .

2, MINIMUM WAGE COMMISSION ANNOUNCED ON DEC 29 THAT
MINIMUM WAGES BELOW 19® PESOS A ADAY wOULLD BE INCREASED
19 PERCENT AND MINIMUM WAGES ABOVE 1@@ PESOS A DAY wWOULD
BE INCREASED 9 PERCENT, INCREASES TU BE EFFECTIVE
JANUARY ONE,

3, NEW MINIMUM WAGE IN URBAN AREAS OF THE FEDERAL DISTRICTY
WILL BE 106.4 PESQOS PER DAY, 35 PERCENT ABOVE WAGE THAT
BECAME EFFECTIVE JANUARY 1, 1976, WnEN URBAN MINIMUM WAGE
FOR FENERAL DISTRICT WAS INCREASED 24 PERCENT, RECALL

THAT MINIMUM WAGES INCREASED 23 PERCENT, EFFECTIVE
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OCT 1, 1976, WHEREAS MINIMUM WAGE IN FEDEKAL

DISTRICT QURING 1975 wAS THE EQUIVALENT CF $5.47 PER
DAY (63,4, PESO8), 17 WILL BE THE EQUIVALENT UF 85.32
AT AN EXCHANGE RATE OF 2831, NEW MINIMUM WAGES ARE
SUPPOSED TO BE IN EFFECT UNTIL DECEMBER 31, 1977,

4, MINIMUM WAGES DIFFER FROM REGION To REGION AND
BETWFEN URBAN AND RURAL AREAS WITHIN REGIONS, THE
HIGHEST IS8 IN THE STATE OF BAJA CALIFORNIA NORTE
(TTIJUANA) WHERE IT IS NOW FIXED AT 133,09 PESOS, ThE
LOWEST IS8 IN THE STATE UF OAXACA WHERE IT I8 51,1
PESOS IN RURAL AREAS; MINIMUM WAGES ARE ALS0O SET FOK
A NUMBER OF SPECIALIZED TYPES OF WORK, FOR EXAMPLE,
THE MINIMUM WAGE FOR AUTO MECWANIC IN THE FEDERAL
DISTRICT WILL BE 361 PESOS FPER DAY,

5. LABOR LEADER FIDEL VELASQUEZ SAIU NFW MINIMUM WAGES
WERE ACCEPTABLE AND FERMITTED WORKERS 70T RECUPERATE
LOST PURCHASING POWER., HWE SAID THe NEW WAGES wOULD
APPLY TO APPRUXIMATELY TWO MILLLION WORKERS.

6, EXCELSIOR EDITORIALIZED UNDER HEADING OF
UVINSUFFICIENT MINIMUM SALARY", 1T SAYS THE NEW WAGE
LEVELS REFLECT THE TENDENCY YO0 STABILIZE THE ECONOMY
BUT DO NOT PERMIT WORKERS TO ABSORB THE INCREASE IN
THE COST OF LIVING DURING 1976, WHICH IT SAYS EXCEEDS
THE YOTAL OF THE EMERGENCZY MINIMUM wAGE INCREASE AND
THE PRFSENT INCREASE. EDITORIAL CONCLUDES BY CALLING
FOR BASIC REFOURM OF SCONOMIC POLICIES, BUT DOES NOT
SAY WHAT THIS SHOULD BE. END UNCLASSIFIED,

BEGIN LIMITED OFFICIAL USE
7. ASSUMING THAT ALL WAGES HAVE INCREASED MOURE UR LESS

IN LINE WITH THE DAILY AVERAGE WAGE IN THE FEDERAL
DISTRICT, THE DOLLAR COSYT OF WAGES WILL BE SOMEWHAT

LIMITED OFFICIAL USE




TO: Chairman Burns

FROM: George B. Henry

B0ARD oF G@VERNGRS
FEDERAL REsERVE SYSTEN
1977 JAN-5 PH b L8

January 5, 1976 RECEIVED i
OFFICE OF THE CHAIRM

Attached is the latest cable on the Mexican economic

situation.

Attachment: Mexico 58

cc: Governor Wallich
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E.0. 116521
SURJ: JLP PREUDICYS ECUNOMIT RECUVERY IN TwD YEAKS,

1, SUMMARY, IN Twu0 RECENT MEETINGS, LOPEZ-PORTILLO HAS
STATED THAT ThE MEXICAN ECONOMY HILL mAVE KECUVERED IN TWO
YEARS, AND THAT SOmE IMPROVEMENT IN ThE SITUATION CaN BE
FXPECTFEI: BY MiDw=7?, ENU SUMMARY,

2, PFSIDENT LOPEZ=PORTILLO TOLU A DELEGATION FrROM THE
MEXICAN CONGRESS ON DECEMBEK 31, THAT IT WILL TAKE TWO
YEARS TO "RECUNSTITUTE" THE NEX1ICAN ECONOMY, HE SAID THE
NEXT SIX MONTHS WOULD 8t PARTICULARLY DIFFICULT, BUT THAT
RY JUnF OR JULY, ONE wILL EBE ABLE TO SFE THE "OTHER FACE"
OF YHE DFVALUATION,

NFLATTONARY CECAUSE IT IS AIMEU AT INCREASING PROUDUCTION,
THIS IS, HMF SAID, THE ONLY AND mMOST INTELLYIGENT wASY TO
DVERCOME INFLATLUN, HE WENT ON TO NOTE THAYT MEXICO CAN
BE SELF=SUFFICIeNT 1IN FGOUSTUFFS AND IN ENERGY, AND
THTIS PROVIDES Tht BASIS FOR A STRUNG gECONUMY, HE
RELATED THE RECOVER IN TWQ YEARS TIME TO THO

3. JLP CALLED THE 1977 BUDGET NEITHEK DEFLATIONARY, NOR
I
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MERITULTURAL. SEABONS,

4, LOPFZ=PORTILLO CALLED THE "HMODEST" MINIMUM WAGE
IHCRFASE A LFSSON IMN RESPONSIBILYTY THAT BEGINS A
FRODESS OF SOLIUARITY WpRrICH CaM BrEAK THE INFLATIUNARY
SPYRAL,
JLF TOUCHED oM SIMILAR THEMES IN A MEETING WITH

ALE JOURNALISTS SEVEKAL DAYS EARLIER, He TOLD THE
QURNALISTS THAT THE ECUNGMIC SITUATION WILL BE BETTER
Y JUNF OR JULY, AND THAT MEXICU rnAS T0O EXPURT CRULODE
OIL YN ORQDER TO BE ABLE TU STUP EXPOKTING IT AT
A FUTURE DATE.
JOGVA

UNCLASSIFIED

-




BOARD U or GOVE RNORS
ar

HL
TEU[R,;\. RES t—

Q77 J0H 10 PR 15

"""""

January 10’ 1977
REC CEIVED
OFFICE GF THE CHAL 1RMAN
TO: Chairman Burns
FROM:  Ted Truman
situation.

Attached is the latest cable on the Mexican economic

Attachment: Mexico 168

cc: Governor Wallich
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Eo0y 116328 N/A
TAGS: EFIN MX '
SUBJ¢ RECENT ECONOMIC INDICATORS

REF: 76 MEXICO 15716

1. THIS CABLE REPORTS MOUST SIGNIFICANT DATA IN BANK OF
MEXICO'S ECONOMIC INDICATORS FOR NOVEMBER 1876,

2. MONEY SUPPLY (UNADJUSTED} AT EnD OCTOBER WAS 124,539,6
MILLION PESO8, COINS AND BANK NOTES WERE 61,875,4 MILLION
PESOS AND DEMAND DEPOSITS WERE 82,664,2 MILLION PESOS3,
SEASONABLY ADJUSTED MONEY SUPPLY AT ENDWOCTOBER WAS 128,211,58
MILLION PESQS;

3. LIARILITIES OF BANKING SYSTEM (TABLE 1=4) AT ENDw»
OCTOBER WERE 7123,512.2 MILLIUN FPESOS QF WHIGH 391,517.8
MILLION WERE IN PESGS AND 318,994,3 MILLION IN FOREIGN
EXOHANGE. CONVERSION RATE WAS 25.4. NOTE THAT PESQ
LIABILITIES ARE SAME AS END~APRIL LEVEL. INCREASE IN
LIABILITIES 18 DUE IN LARGE PART TO REVALUATION OF FOREIGN
EXCHANGE LIABILIYIES. BULK OF FUREIGN EXCHANGE

LIABILITIES (251,609.7 MILLION RESOS) BELONG TO NATIONAL

UNCLASSIEIED
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CREDIT INSTITUTIUNS, EX=BANK OF MEXICO, OF THESE,
224,164,2 MILLION WERE LOANS FROM FOREIGN BANKS, DOLLAR
CHECKING ACCOUNTS WERE 11,397.,6 MILLION PESOS,

4, TOTAL FINANCING OF BANKING SYSTEM AT END=SEPTEMBER
WAS 622]04795 MILLIGN PESUS; AND AT ENDHDCTUBER; WAS
675,863,8 MILLION PESOS.

5, FEDERAL GOVERNMENT FEVENUE IN OCTOBER WAS 12,779.5
MILLION PESOS., EXPENDITURES WAS 15,393.9 MILLION PESOS.

6, INDUSTRIAL PRODUCTION INDEX DATA FQR 1976 REVISED,
INDEX MEMBERS FOR JANUARY-SEPTEMBER NOW AS FOLLOWS?
130.,5, 148.7, 151.8' 143 .6, 14579; 147.4, 145.4,
143.7, 138.9,

7. NATIONAL CONSUMER PRICE INDEX FOR NOVEMBER I8 249,.1,
UP 4.5 PERCENJ FROM OCTOBER AND 25.1 PERCENT FROM
NOVEMBER 1978,

B8, MEXICO CITY WHOLESALE PRICE INDEX FOR NOVEMBER WAS
425,6, UP 8,2 PERCENT FROM OCTOBER AND 48,1 PERCENT FROM
NOVEMBER 1875,

9, BALANCE OF PAYMENTS DATPN UNCHANGED, QCTOBER IMPORTS
WERE 444.5 MILLION; EXPORTS WERE 23841 MILLION, OCTOBER
YOURIST RECEIPTS WERE 57,3 MILLION AND EXPENDITURES WERE
22,5 MILLION, FRONTIER RECEIPTS WERE 122.0 MILLION

AND EXFEMDITURES WERE 74.8 MILLIONG
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“NCLASSIFIED - 3




i 7/
BOARD %F {“ﬂVLRNORS
FECERAL RESCAVE §Y STE
Janggiy Y, 119767 1015
ECEIVED .
OFFICE gF THE CHAIRMAN
TO: Chairman Burns

FROM: Ted Truman

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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UNCLAS SECTION 1 OF 2 MEXICO/@232 INTERNATIONAL JNFORMATION CENTER

E.0s 116522 N/A
TAGS: EGEN MX
SURJ: PRESIDENTIAL DECEMBER 31 REMARKS QN RECENT LEGISLATION.

REF$ MEXICO 58

{1, BFLOW IS DUR INFORMAL TRANSLATION OF PRESIDENT LOPEZe
PORTILLG'S RFMARKS TO A SENATE CDFELEGATION ON DECEMBER 31.
“RESS RELEASE CALLS REMARKS "IMPROVISED", INTRODUCTION
PARAGRAPHS ARE DELETED,

2, "WE HONESTLY BELIEVE THAT THE ORGANIC LAW OF PUBLIC
ADMINISTRATION, THE LAW OF BUDGET AND ACCOUNTING, THE LAW

OF PURLIC DEBT AND THE IMPROVEMENTS To THE GRGANIC LAW,
COMSTITUTE A& FUNDAMENTAL BASIS FOR IMPROVING THE ADMINISTRATIVE
FUNCTIONING OF QUR NATION, CONSIDERING THAT OUR COUNTRY,
FERKAPE MORE YHAN UNDER=DEVELOPED, MAY BE UNDER=ADMINISTERED
3,"WE HWAVE MANY RESQURCES, SOME NON-RENEWABRLE, UTHERS

THAT ARE, MANY HUMAN, LIMITED AND CONGESTED FINANCING,

BUT WE MAVE THEM. THENCE IT IS ORGANIZATION THAT MAY BE

THE FACTOR WITHIN 0OyuR HUMAN ABILITIES To WHICH WE ARE

MOST ACCOUNTABLE PRECISELY BECAUSE IT PEPENDS NN OUR ABILITY.

UNCLASSIELED
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4,"WE ARE PLACED IN AN EXTRAURDINARY COUNTRY, IT IS

CRGANIZATION THAT TERMINES (QUR KELATIONSHIPS, AND THIS COuULD BE
SUCLCESSFUL OR DEFICINET, IF WE SUCCEED QR NOT IN ORGANIZING
GURSELVES; IF WE SCUCCEED CR NOT IN MEETING OBJECTIVES, IN
FINDING GOALS, AND PLACING THEM IN SPACE AND TIME AND ORGANIZING
THUUS GUR RESPONSIBLE ACTIONS,

5. "1 APPRECIATE THAT IT IS BY ORGANIZATION, AS THE FUNDAMENTAL
RESPONSIBILITY CF A FRFE BEING THAT MAN CAN GOVERN HIS DESTINY

TF HE SUCCFEDPS IN PERFORMING WITHIN HIS FREEDOM IN AN ORIENTED
COURSE,

6. "FROM THAT COMES THE IMPORTANCE THAT I GIVE TO ADMINISTRATION,
TO URGANIZED SERVICE, IN THE FUNCTION OF OUR COMMON DUTIES,
THEREFNKE, I AM ESPECIALLY GRATEFUL FOR THE EFFORT; THE COLLA=~
RORATION THAT YQU GAVE US IN THE CONCETVING AND IMPETUS TO THE
ADMINISTRATIVE REFCRM, THAT SHALL PERMIT US TO BE ABLE TO

COUNT ON SUFFICIENT INSTRUMENTS TO ADVANCE THE PROGRESS OF

THE COUNTFY,

7. "7 APPRECTIATE AS WELL THE EFFORT MADE TO DEVELCP, TO IMPROVE,
AND TO APPROVE A BUDGET S0 DIFFICULT AS THE ONE WE HAVE HAD TO
PRFESENT, A BUUGET CRAWN UP BETWEEN TWO ADMINISTRATIONS, BETWEEN
TWO NREANIZATIONS, THE RESULT OF BASIC ADMINISTRATION REFQORM AND
ABOVE ALL BETWFEN TwO DEVALUATIONS, A BUDGET COMPRISED BY THE RISK
0F PNSSIBLY BEING INFLATIONARY, BY THE GRAVE DANGER THAT IT COULD
RE DEFLATIONARY, BY THE POSSIBILITY THAT PERSISTS THAT IF WE ERR
IN LTS MANAGFMENT, WE WILL HAVE THE WQORST OF ALL FOSSIBLE WORLDS:
INFLATTON WITH UNEMPLOYMENT, WHICH IS THE BASIC PROBLEM EXISTING
TN THE COUNTRY AND WHICH WE DO NOT wISH TO SEE GROW,

8, "WE BELIEVE THAT THE BUDGET IS NOT INFLATIONARY, NEITHER FOR
ITS AMOUNT, UNFORTUWATELY ONLY SLIGHTLY ABOVE THE PAST LEVELS AND
PUSSTIELY LESS THAN THE POPULATIUN INCREASE, FOR THE PURPROSF OF
INCREASING PRODUCTION,

9, "I BELIFVFE TRAT EXPENDITURE ORIENTEND TO PRODUCTICON IS NFVER
EXNESSIVE, BECAUSE IT IS ONLY PRODUCTION THAT WILL KREMOVE US FROM
THF TMFLATIONARY RISKS: GROWTH IS THE MOST INTELLIGENT FORM OF
COMBATTING INFLATION. OF COURSE, IT CAN ALSO BE DONE = AND THIS I8
DOME 8Y MANY RIGOROUS ECLONOMIES THAT ALMOST ALWAYS FALL INTQO FASCISM=
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BY FORCEABLY REPRESSING THE SAVINGS OF THOSE WITH THE LEAST,
INSTEAD OF ACTING AGAINST THOSE WHO HAVE THE MOST, ONE CAN ALSO
RENUCE OEMAND BY FORCE, THIS IS A MEANS OF CONTROLLING PROBLEMS
SiJCH AS WE FACE, BUT IT IS MORE INTELLIGENT AND MORE DESIRABLE TO
ACT IN THE AREA OF PRODUCTION, 2

19, FOR THIS REASON, THE BUDGET WE HAYE APPROVED HAS TWQ BASIC
PRTIORITIES: FOOD AND ENERGETICS, A COUNTRY THAT HAS SUFFICIENT OF
THESE Tw0 PRIORITIES CAN MAKE HEADWAY, AND OURS HAS THEM.

11. "I APPRECIATE THE EFFORTS THAT YOu HAVE MADE IN ORDER TO PASS
THE BUNGET, AS YOU WAVE MADE IN THE ARFA DF TAX REFORM, WHICH

HAS JUSTIFIABRLY BEEN CALLED WEAK, BUT IT IS A TAX REFORM BFCAUSE
IT HAS A STRUCTURE.

12, "WE WAVE VERY LITTLE ROOM FQOR MANEUVERS, BOXED IN BY THE
INERTIA OF EVENTS, WE DON'T HAVE MUCH AREA TO MOVE IN, WE pON'T
HAVE TIME TO0 RELAX; 3UT THE LITTLE AREA WE DO HAVE PERMITS us$ TO
3E3IN, AT LEAST In AN INDICATIVE WAY, AND I HOPE NOT ONLY SYMBOLI-
CALLY, AN AUTHENTIC TAX REFORM, BY wWHICH WE FRFE LOW=INCOME GROUPS
FROM THE 1WNCOME TAX, OF CNURSE WE HAVE NOT BEEN FREE FROM
CRITTCYSHM FQR SUME MAVE 3AI0 THAT THIS MEASURE TENDS TO INCREASE
Th? IRRESPONSIRILITIEZES OF A MAJCRITY QF THE POPULATION,

UNCLASSIFIED
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UNCLAS SECTION 2 OF 2 MEXICO ©232

13, "STHRICTLY SPEAKING, WHAT WE AKE DOING IS STRENGTHENING JUSTICE
Ry INCPESING THE CONSUMPTION CAFACITY AND DEMONSTRATING THE
DISPOSYITICK OF TAX AUTHORITIES TO SACRIFICE AN IMPORTANT SOURCF

OF RFVENUE IN ORUER TU ALLEVIATE PRESSURES ON PRICES AND THEREBY
PERMIT THAT, IN RELATION TO WAGES, THE PRICE-WAGES POLICIES MAY BE
LESS MALIGNANT,

14, "AND HWERE I WANT TO REPEAT VERY BRIFEFLY TU YOU SOMETHING I
HAVE JUST RAIL 10 THE REPRESENTATIVES oOofF THE CHAMBEKR OF DEPUTIES:
THAT LESSON, THAT BEATIFUL LESSON, THAT RISKY LESSON OF HISTORIC
FESPONSIBILITY, THAT OF THE WURKING CLASS OF MEXICO IN UNANIMQUSLY
ACCEPTING SUCh A MOCDEST INCREASE IN THF MINIMUM WAGE, A SACRIFICE
THAT BFGINS A PRCOCESS OF SOLIDARITY THAT I HOPE WILL BE CONFIRMED
BY OTHER SOCIAL CLASSES.

15, "IT IS8 IN THIES MANNER THAT UNE CAN BREAK THE INFLATIONARY SPIRAL
WITH SUCh RESFONSIBLE AND HAZARDGUS ACTS, BY COMPROMISES = THE
PURELY NCMINAL DEMOGOGUERY IS EASY = THAT CAN RESULVE THE CRITICAL
SITUATTUNS THROUGH WHICH WE LIVE.

16, "WHAT T JUST SAID A MUMENT AGO TO THE DEPUTIES, MANY STILL
HERE, N(GW I REITERATE BEFCRE THIS COMMISSION BECAUSE IT SEFMS TO
ME AN HISTORIC EXAMPLE, THE FORCFE, THE SACRIFICE OF THE WOQORKING
CLASS,

17, "WYTF TRFSE MEANS IT IS BELIEVABLE THAT WE CAN GOVERN EVENTS,
T aM SURE THAT wE KWILL BE ABLE TO DO S0 IN THE COMING DIFFICULT
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JAYS, WE ARE GLOIWMG TC BEGIN THE TLIMB IN JANUARY, A CLIMB THAT HAS
BEFN IGNORED BY MANY BECAUSE OF THE DECEMBER mOLIDAYS; BUT THIS
CLYIMR BREGINNING IN JANUARY IS GOING TOo BE DIFFICULY, VERY DIFFICULT,
TT WYLl BE, A3 WE HAVE SAID ON UTHER QCCASIUNS, A VERY DIFFICULT
SI¥ MONTHS, BECAUSE IT WILL NOT BE UNTIL JUNE OR JULY WHEN WE BEGIN
TO SEE THE UTHER FACE OF THE DEVALUATION, UNTIL NUW BITTER,
BEGINNTNG IN THESE MONTHS, WE WILL BEGIN TO SEE POSITIVE ASPECTS,
18, "THESE SIX MONTHS WILL FORM PART OF WHAT T BELIEVE WILL BE

TWO YEARS DURING WHICH WE WILL BE ABLE TO RECONSTITUTE OUR ECONOMY,
TA4O YEARS, 1 SAY, NAOT AS A MAGIC OR ARBITRARY NUMBER, TWO YEARS
BECALUSE THESF ENCOMPASS T40 AGRICULTURAL CYCLES DURING WHICH

WE CAN ORGANIZE PRODUCTION IN THE COUNTRY, BEGINNING WITH THIS
EFFORT, ONF THITIAL, ANUTHER CONTINUED, SELF=SUFFICIENCY IN FQOD
WILL ENARLE US TO CEASE IMPORTING GRAINS AND OILSEEDS THAT MAKF

UP THE DEFICTT WHICH DE=-BALANCES US IN THIS ARFA.

19, "IF WE SUCCEED, THE COUNTRY AFTER TwD YEARS WILL BEGIN TO SEE
REYTER TIMES. I U0 NOT DOUBT THAT IF WF ACT WITH THE RESPONSABILITY
SHOKWN RY THE WORKERS 3ECTOR, WITH THE COLLABORATION OF WHICH YOURS
HAVE BEEN AN EXAMPLE, THE COUNTRY WillL FACE UP TO ITS RISKS AND
OVERCOME THE CRISIS,

19, "I AM CERTAIN 2F IT, THE COUNTRY IS YOUNG, IT IS FLEXIBLE,

IT I8 POWERFUL. IT IS DISORGANIZED, WE ARE GOING TO ORGANIZE IT
BETTFER, WITH COURAGE, OCCASIONALLY WITH SACRIFICES, BUT ALWAYS

WITH A FIRM WILLe

2a, "I THANK YOU FOR YOUR VISIT, YOUR ASSISTANCE, AND WISH TO YOU
AND YOUR FAMILIES A PLEASANT NIGHT ANpD THAT THE NEXT YEAR BE HAPPY
FOR ALL.

21, "THIS AISn WKILL BE RENEWED NEXT YEAR IN ORDER THAT '78

SHOULD BE BETTER.

22, "I WISH THAT MEXICO SHOULD BEGIN TN LIVE EACH DAY BETTFR THAN
THE NEXT. I WISH THIS FOR YOU; ON OUR PART WE WILL MAKE EVERY
EFFORT THAT WE CAN IN ORDER THAT THIS WILL BE SC."

Jova
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F:Tu KEY MINISTER'3 ECONOMIC VIENS.

1, SUMMARYS MINISTER OF NATIONAL PRUPERTIES AND INDUSTRIAL
NDEVELGPMENT TOLD PRESS CONFERENCE THAY FURTHER REDUCTIONS
TN CONSUMPTION WERE NOT POSSIBLE AND ONLY THROUGH INCREASED
OUTPUT COULD INFLATION BE OVERCOME. HE ALSO SAID THAT
BOVERNMENT WOULD NOT INTERFERE WITH PRTVATE INDUSTRY.

EWN SUMMARY,

2, JOSF ANDRES UE QTEYZA, MINISTER FOR NATIONAL PROPERTIES
AND INDUSTRIAL DEVELOPMENT,; HMELD A PRESS CONFERENCE ON
JANJARY 5, DE orevza 15 THE YOUNGEST MINISTER (AT AGE 34),
AND HIS MxszT?Y S RESPUNSIBILITIES FAVE BEEN EXPANDED '0
INCLUGFE THE GOVERNMENT'S INDUSTRIAL DEVELOPMENT EFFQRTS AS
WELL AS MANAGEMENT OF MUST GOmM=(OWNED INDUSTRIAL PROFPERTIES,
HE I3 CAMEZRIDGE~EDUCATED ANG HIS VIEWS APPEAR TO REFLECT
THE 30=CALLED CAMBRIDGE SCHOOL OF ECONOMICS, HE IS SAID

TC BF INFLUENTIAL IN THE NEw AOMINISTRATION, WE ARE,
THEREFORE, REPORTING THE VIEWS HE EXPRESSED AT A PRESS
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CONFERENCE IN THE FOLLOWING PARAGRAPHS WHICH ARE BASED
ON NEWSPAPER ACCOUNTS,

3. THE ONLY MANNER TO BREAK THE INCREASE IN PRICES IS
TC INCREASE SUPPLY BY INCREASING QUTPUT, UNFORTUNATELY,
MEXICO I8 A RELATIVELY POOR COUNTRY AND IT 1S NOT
FUSSIBLE TG BRAKE DEMAND (R REDUCE CONSUMPTION,

4, In SEVERAL YEARS, THE BASIC INVESTMENTS IN SUCH AREAS
AS STEEL, ENERGY AND FERTILIZER WILL BEGIN TO PAY OFF IN
TERMS OF INCREASED QUTPUT,  THE NATURE OF INVESTMENTS IN
THESE AREAS ARE SUCH THAT THERE IS A LONG LEAD TIME BEFORE
FULL PRODUCTION CAN BE ATTAINED, THIS SAME TIME SPAN I8
MECESSARY TO RESTRUCTURE AND ORGANIZE

4GRICULTURAL PRODUCTION, (CUMMENTS THE PAST
ADMINISTRRATIUN JUSTIFIED INCREASES IN PUBLIC SPENDING
AND SUBSEQUENT INFLATION BY MAINTAINING THAT EVENTUALLY
THF FRUITS CF PUBLIC SECTOR INVESTMENTS WQULD REDUCE
INFLATIUN, THE NEW GROUP SEEMS TO BE SAYING THAT THIS I§
STTLL BEVERAL YEARS 0OFF,.)

5., THE GNOVERNMENT WILL NOT INTERFERE WITH PRIVATE SECTOR
PLANS, EVEN IF THIS MEANS INVESTEMENTS IN NONePRICRITY
ARFAS, THE PRIORITY AREAS ARE FOODSTUFFS, ENERGY, STEEL,
PETRﬁCHENICALSa FERTILTZERS, CAPITAL GOODS AND BASIC
Cu\i‘\LIMDTInN GGOUS

6. RFGARDING UIL, MEXICO IS EXPORTING 150,202 BARRELS
A DAY, THEREBY EARNING $72¢ MILLION A YEAR, WHICH IS
NELPING YHE BALANCE OF PAYMENTS AND FINANCING IMPORTS
OF ESSFHTIAL GOODS, OIL IS NOT BEING EXPORTED
ITHNNDISCRIMINATELY, BUY RATHER OIL IS A RESOURCE THAT
MUST BE USFD RATIONALLY. IT IS NOT BEING WASTED, AND
THE COUNTRY WILL NOT BE IMPOVERISHED IN THE FUTURE,

7. PUBLIC SECTOR AS WELL AS PRIVATE ENTERPRISES SHOULD

LIMITED OFFICIAL uSE
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RE PROFIT«MAKING. PROFITS ARE THE BASIS OF CAPITAL,
ROWEVER, PUBLIC SECTOR ENTERPRISES nAVE BROADER
RESPONSIBILITIES THAN PRIVATE ENTERPRISES, IN ANY CASE,
SUASTNTIES FOR PUBLIC SECTOR ENTERPRISES SHOULD BE
TRANSITORY AND UPEV, RATHER THAN PERMANENT AND HIDING
Twc%FICIENCIES.

8, COMMENTS DE OTEYZA'S VIEWS ON OVERCOMING INFLATION
THRUUGH INCKREASED OUTPUT AND THE NEED FQR TWC YEARS BEFORE
ANY SIGNIFICANT PROGRESS IS MADE ECHO THOSE

OF THE PRESINDENT (SEE MEXICO 58), AND VERY LIKELY
THFLUENCED THESE.

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

&V I 9 W

PRI candidate César Santos has been declared winner
of the Monterrey mayoral election but his PAN
orponent Pablo Emilio Madero continues to charge
election fraud.

Land expropriations 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 Lebn Governor Zorrilla Martinez has been
subjected to increasing criticism on issues such
as the municipal elections, bus seizures, and his
precipitate dismissal of the head of Monterrey's
water company.
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REACTION TO LOPEZ-PORTILLQ

Monterrey businessmen, industrialists and political columnists
breathed a sigh of relief when José L&pez-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 welcomed 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
call 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, Lb6pez-Portillo's inaugural call for hard work as the
solution to Mexico's problems fell 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 Accibén Nacional
(PAN) mayoral candidate in Monterrey, Ing. Pablo Emilio Madero,
continues to claim that he was fraudulently deprived of vittory
by the machinations of the ruling Partido Revolucionario Insti-
tucional (PRI). In what many local observers consider the most
corrupt municipal elections in recent memory, the PRI has been
accused of widespread abuses, including double and triple voting
by priistas, threats and intimidation against PAN poll-watchers
and sympathizers, and the sudden reappearance of "lost" ballots
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" nf the Junta or a complete
annulment of the elections. PAN and various private citizens

and groups havye sponsored advertisements and open letters to
President José& Lépez Portillo as well as to Gobkernacibén Secretary
Lic. 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

4 number of newspaper columnists, who have taken great pains

to argue the mathematical improbability of the Junta's vote
count. PAN is also protesting the awarding of mayoral victories
to tana PRI in the Monterrey suburbs of Garza Garcfa and Santa
Catarina., In Garza Garcfa, which has had PAN mayors for the
past nine years, PAN complaints 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 Gobernacién Secretary. 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 Nicolds de los Garza, where Ing. Jesfs
Hinojosa T., was elected decisively on December 5. However,
the PRI won in all outlying towns in the State.

LAND SEIZURES

President Echeverria'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
C&mara Nacional de Comercio (CANACO), Cé&mara de la Industria de i
Transformacién de Nuevo Lebn (CAINTRA) and the Centro Patronal 5
exhorted businessmen to close their doors on November 24 in a K
one day "sympathy strike" in support of the Sonora landowners. i
Businessmen's organizations in Saltillo and Torrefn 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 S
branch is all-powerful, with a servile legislature and an 1mpotentﬁ
‘“judiciary". ‘
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Response to the strike call was impressive. Downtown Monterrey b
was deserted with nearly all retailers shut down. All the -
industrial conglomerates in Monterrey closed their doors to i
the public, except the Fundidora steel mill, which is part
government-owned, Banks and gas stations stayed open. Eighty i
percent of commercial establishments were reported shut down 4
in both Saltillo and Torreén. ?

Echeverria's land expropriations in Sonora triggered campesino
organizations in the consular district to initiate "occupations"
of private landholdings. The Federacifn de Obreros y Campesinos
in Durango seized more than 100 thousand hectares of cattle

land alongside the Panamerican Highway on November 29. The
squatters exmlained that their action was timed for the last
days of the Echeverria administration because they feared Lbvez
Portillo might not tolerate such land invasions. Most of the
sauatters were vpeacefullv expelled hours later. Evictions

of illegal saquatters also took place in rural Nuevo Lebn and

in urban Saltillo and. Torredn. :

GOVERNOR ZORRILLA DRAWS INTENSIFIED CRITICISM

Criticism directed at Nuevo Ledn 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 4
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 ¥
attacks. The Governor, a protegé of Echeverrfa, always staunchly i
defended the former President ian his frequent confrontations b
with "regiomontano" business leaders. Now that Zorrilla Mar- A
tinez has lost his patr6n in Mexico City, his numerous local
opponents feel free to attack him without restraint.

BUS DISPUTES AGAIN

s

Urban transportation disputes broke out once again in Monterrey b
with the seizure of busses by dissident students and Eosesiona- : .
rios . Close to 150 busses were seized in protest against : » 4
higher bus fares. Bus owners retaliated by withdrawing their .
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remaining busses from service. Public schools closed for - i
several days during the stoppage and absenteeism and tardiness

- mounted in business enterprises. On December 9 University 3
- Rector Todd helped mediate an agreement which included the i

return of all but eight of the seized busses, which were
retained as "hostages", a freeze on the new bus fares, a

maintenance and routes.

POLITICAL MISCELLANY

The Saltillo and Torrebén 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 over the loss of the fall semester. In Torrebn,
medical students seized the administrative building ir protest
of the choice of the director of the AUC's Children's Hospital.
A pledge 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%, /
clothlng 31%, and transportation 56%.

§

«.;4
L
o

Leaders of three influential Monterrey business organizations = | t
have publicly recommended a new system of wage control based ¢ =
on actual cost of living increases. They propose establishing = ¢ i
a system wherein labor contracts will contain a clause for a AP f}
cost of living escalator computed on a quarterly or semiannual 3
basis. They claim their proposal will eliminate wild estimates il
and predictions of inflation which are used to justify unreason- . %
able wage demands. What they are advocatlng seems to be a :
detailed version of the vague proposal in L&pez Portillo's hirt
inaugural address calling for a link between salaries and the .
cost of living. iy
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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 '
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
proagrams for the biological control of plant diseases visited
the La Lagvné region (centered around Torredn, Coahuila) for

one week in late November. Heading the Soviet delegation was

the USSR's Agricultural Attaché in Mexico, Dr. Anatoli Kiruschev.
The group visited a number of ejidos and the Mexican Center

for the Reproduction of Beneficial Insects.

Outgoing Monterrey Mayor Leopoldo Gonz&lez S&enz has been

: appointed Subsecretary for Public Works in the L6pez Portillo
# 85 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 -
g the new "superagency". Public Works would also absorb or over-
o see a number of heretofore independent decentralized agencies

and commissions.

The rapid growth in size of the Autonomous University of Nuevo
‘4 Lebn (UANL) in recent years may soon be reversed. Rector Luis
T 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 Christmes bonuses due to its more
than three thousand employees.

»'\"'.
Ay &
#’”r«,ﬁ' i

g A A

' Area citrus farmers are distressed because of overproduction

and attendant weak prices. They also claim distress because
'0f restricted exports to the United States. The local citrus
organizations estimates 650 pesos per ton as the industry's

00 pesos. The citrus organization also concedes that the

high quality of U.S., Spanish, and Israeli oranges militates
ainst Mexican export prospects. e,

UNCLASSIFIED

R
-

' ‘V\
¥
i
@
=
o
5

R s s T

e

L35, :‘w Co b



UNCLASSIFIED Page 7 of 7
A-33 from MONTERREY

December 21, 1976

The directors of the Public Health Service and the Family
Planning Program estimate that the birthrate of 44-45 per
thousand which prevailed until 1974 fell to 40.8 in%1915.
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.

L/
-»AMBERT
N
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SUBJ t US/MEXICAN RELATIGN )

SUMMARY & SUBSECRETARY OF FOREIGN AFFAIRS, LIC JOSE JUANWN

DE OLLOGQUI, MET WITH THE MEMBERS OF THF FSI SENIOK SEMINAR

on JANUARY 17@ T PFOVIOE AN OVERVIEW oF US/MEXICAN
RELAYIONS, DFEOLLUAQUT SFUKE EXTEMPCRANENUSLY, INFORMALLY

AND OFFwTHERECORD FOR NEARLY FOURTYeFIVE MINUTES ANL ANSWERED
GUFSTIONS, SUMMARY FULLOWS, END SUMMARY

1. ®E BEGAN BY NOTING THAT MEXICO wAS ENCGURAGED BY RECENT
TNOICATORS THAT THE US ECONGMY IS STYRENGTHENING; PARTICULARLY

48 BEFLECTED IN A LCWER RATE OF INFLATION AND DECREASED UNEMPLOYMENT,
NOTING THAT NEW MEXICAN AND U3 ADMINISTRATIUNS ARE ASSUMING

POWER NEAWLY SIMULTANEOUSLY, HE EMPHASTZED THAT NOW IS THE

TIME FOR A NEW START IN DEVELGPING CLOSER POLITICAL AND

ECONOMIC TIES BETWEEN THE US AND MEXICO, AS A CLOSE

NEIGHBAR, DEVELOPMENTS IN THE US HAVE AN IMPORTANT IMPACT

On MEXICO, FOR PRAGMATIC REASUNS, THEREFCKRE, MEXICO
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CONSIDFRS IT IMPURTANT 10 MAINTAIN AND STRENGTHEN ITS
REL_ATIONS MITH THE US, ALONG WITH CANADA, HE SAIC,
MEYICO "BELONGS TO NORTH AMERICA." HE IMPLIED THAT THIS
REALITY SHOULU SE REFLECTEDR IN SCOME FURM (GF CLOSER
UNTON OR RELAYIONSHIP BETWEEN THF US AND ITS CLOSEST
METGHBNRS, MEXICC AND CANADA, AS BORDERING COUNTRIES,
WAVE COMNON INTERESTS AND CONCERNS IN REALING WITh THE
US, AS A RESULT, DE OLLUGUI INDICATED, IT wlULD Bt T0
THE BENMEFIT OF ALL THRFE COUNTRIES TU NEVELOP & TIGHTER
RELATIONSHIP IN THE FUTURE, RECUGNIZING, GF COGUKSE,
TuAT MEXICO 18 ALSO A LATIN AMERYCAN CODUNTRY AND A MEMBER
GF THE THIRD WORLD,

2, In ITS FOREIGN RELATIUNS OE OLLCUBUTI SAID MEXICO
SHOULD TAKE ITS ATLANTIC POSITION MURE SERIUUSLY. ONE

NF OUR COASTS OVERLOOKS THE CARIBEFAN WHICH IS AN
IMPGRTANT US SECURITY BELT, HE SAID, MENTIONING PUERTU
RICO AND THE CANAL 2CMNE. SINCE #MANY OF YHE NEwWLY
INDEPENDENT ENGLISHSPEAKING WATICNS WAVE NUT YET FUUND
THEIR PLACE IN THE HEMISPHERE, MEXICC CAN EXERT A
POSITIVE INFLUENCE IN THIS AREA, LOCKING ALSD TOUWARD ITS
RELATIONS WITH THE PACIFIC AREA, MEXICO IS PARTICULARLY
INTERESTED IN MAINTAINING CLOSE TIES wITH THE PHRILIPPINES,
JAPAN AND INDIA, IN THE WESTERN WEMISPHERE, MEXICU UNDEK
THF NEW ADMINISTRATION OF LOPGZ PORTILLO, WILL

PLACE INCREASING EWPHASIS OGN STRENGTHENING TIES WITH

THE OTHER NATIONS OF LATIN AMERICA. (NOTE ¢ DE OLLOQUI
DIN NOT INDICATE HOW MEXICO WOULD RECONCILE SOME FOKRM

0F SPECIAL RELATIONSHIP WITHR THE US AND CTANADA WITH

ITS DESIRE 70 DEVELOP CLOSER TIES WITH LATIUN AmERICA,
NTHER MEXICAN CONTACTS, HOWEVER; HAVE SUGGESTEDR IN
RECENT DAYS ThHAT MEXICG, BECAUSE UF ITS UNIGUE GEOGRAPHIC
AND ECONDMIC YIES WITHK THE US, CGULD PLAY AN IMPORTANT
POLITICAL ROLE AS A MEDIATOR AND INTERPRETER BETWEEN THE
USG AND THE REST OF THE HWEMISPHERE.) DF OLLCQUI OBSERVED
THAT MEXICO DURING THE LAST SIX YEARS HAS DOUBLED ITS

v
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DIPLOMATIC RELATIONS THROUGHOUT THE WORLD AND PURSUED
5 MORE ACTIVE FOREIGN PULICY. HE FELT THIS wAS A
FOSITIVE DEVELUPMENT aNU DID NOT SEc ANY CONTRADICTION
BETWEEN THIS LARGER WORLG RULE AND MEXICO'S DESIRE FOR
CLOSER RELATTIONS WITH THE UuS.

3, ODF OLLOWUL EXPRESSED CONFIDENCE THAT THE POLITICAL
AND ECONOMIC FUTURE OF MEXILCO, NOTWITHSTANDING ITS
CURRENT FINANCIAL PROBLEMS, IS BRIGHT, EMPHASIZING THAT
THE COUNTRY IS POLITICALLY STABLE, HE EXPRESSED HUPE THAT
THE GOVERNMENT WOULD BE SUCCESSFUL IN EMERGING FROM ITS
PRESENT ECONOMIC PLIGHT BY CONTROLLING INFLATION THROUGH
STRICTER CONTROL OF EXPENGITURES, INCREASING ITS

EXPURTS TO THE LS, AND ATTRACTING MORE yS TOURISM,

é, DE OLLOGUI WAS QUITE CONCERNED AT WHAT hE
DESCRIRED 48 THE DISTORTED COVERAGE OF MEXICO IN THE
Li§ PRESS AND SPeCIFICALLY CITED THE SENSATIUNALIST
TREATNENTY OF LAST NOVEMBER'YS COUP RUMQORS AS AN EXAMPLE.
HE MENTIONED THE DECLINE IN TOURISM AS A PARTICULAR
CONCERN ATTRIBUTABLE IN LARGE PART TO UNFAIR PRESS
PURLTICTITY, INDEED, HE WENT EVEN FURTHER, SUGGESTING
THAT THE SEPT., 1 DEVALUATION WAS LAKGELY DUE TO ThE
ADVERSE PSYCHOLOGGICAL IMPACT [F A SINGLE US NEWSPAPER
REPORT (I.F, THE WALL STREET JOURNALJAND NEGLECTING
TO MENTION THE UNDERLYING FINANLCIAL FACTORS.

&, REGARDING TUURISM HE PRUFESSED ANNDYANCE AND

CONCFRN AT THE STATE DEPARTMENT'S DECEMBER ACTION IN
RELEASING, ALLEGEDLY WITHOUT CONSULTATYON, A STATEMENT

TC TOURISTS ABCUT THE DANGERS OF TRAVELING IN MEXICO,

(HE DIN NOT MENTION THAT STATEMENT DEALT ONLY WITh
SINALCA,.) HE ALSO EXPRESSED CONCERN THAT MEXICAN

EFFURTS TU INCREASE EXPORTS MIGHT PROVOKE US CHARGES

THAT MEXICC IS DUMPING INTO THE US MARKET. IN A MORE
POSITIVE NOTE, HE EXPRESSED OFTIMISM THAT MEXICO mAS NEARLY
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ALL THF ECONOMIC RESCURCES REGUIRED FOR DEVELOPMENT, FOR
FXAMPLF, HE SAID, OIL I> NOT A LIMITING FACTTOR AND
CONTRIRUTES TMPORTANTLY TG MEXICO'S ECONOMIC GROWTH,

HE SAID MEXICU HAS NOTHING 70 GAIn FRoM BECOMING A
MEMBER OF OPEC, SINCE IT CURRENTLY DERIVES ALL THE
BENEFITS WITHGUT ANY OF THE LIABILITIES OF MEMBERSHIP,
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6, COMMENTING ON US POLICY TOwARD LATIN AMEKRICA UNDER

THE CARTER ADMINISTRATION, DE CLLOGUI EXPRESSED THE

HOPE THAT THE USG WOULD REFRAIN FRCM FORMULATING NEW
SLOCANS WITHOUT MEANING AND ADOPT A MURE OPEN AND

Frank Bl ATIONSHIP TOWARD MEXICU, WHICH ISTHE US'S

FOURTH LARGEST MARKEY, HE SAID THAT THERE IS A FEELING

IN MEXTICO THAYT THE US TAKES IT FOR GRANTED, GIVEN

TRFIR GECGRAPRIC PROXIMLITY AND THE IMPORTANT ECGNUMIC
TIES BRFTWEEN BOTH COUNTRIES, THIS SHOULD NOT BE THE CASE.
MEXICO IS PARTICULARLY CCONCERNED ABOUTITS "THREE

BILLION DOLLAR TRADE DEFICIT wITH THE US". AND BELIEVES THAT THE
St MUST DO SUMETHING TO CLOSE THE GApP, IN TH]IS CONTEXT,
HE AGAIM CITFD THE NEED FOR GREATER ACCESS TO US MARKETS
AND FEWER TRADE RESTRICTIONS ON MEXICAN EXPORTS,

7. TURNING 7O THE ISSUE OF MIGRANT wORKERS, DE GLLOQUI
SATL THAT SERICUS ECONOMIC PROBLEMS IN MEXICO CAN ONLY
AGGBRAVATE THE SITUATION, MEXICO, HAVING IDENTIFIED THE
ARFAS NF PRINCIPAL QUTWARD MIGRATION; NEEDS YO DEVELOP
WAYS TO INVEST IN AGRU-INDUSTRIES THAT wILL PrROVIDE
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GREATER DEMPLOYMENT AND REDUCE THE INCENTIVE FOR SUCk
MIGRATION, DE JLLOQUI, HOWEVER, DISPUTED THtC ATTITUGE
OF 1HUSE IN THE US wHU SEE MEXICAN MIGRATION YO THE US
AS A NFGATIVF FACYOR, HE CLAIMED THAT THE US ECUNOMY
IN THE SOUTHWEST NEECS MIGRATORY wORKERS wHU ARE WILLING
TO TAKF LOWER PAYING JO8S, HE DENIED THAT THESE
WURKERS CONSTITUTE A SERIDUS BURDEN ON uS WELFARE
SERVICES OR ThHE ECONOmY, INDEED, HE CLAIMED THAT THEY
RELF PUT MARGINMNAL LANDS IN PRGOUCTION ANMD CONTRIBUTE
TO THE US SERVICE INDUSTRY, In Sum, HE

URGED THAT THE US REFRAIN FROM ANY STEPS THAT MIGHT
RESULT IN A MASSIVE CEPURTATION OF MEXICAN WORKERS,

8., IM A RELATED COMMENT, DE OLLOGRUI EXPRESSED THE

HOPE THAT THE US WOULD NOT TAKE ANY MEASURES THAT HOULD
PROVF HARMFUL TC BORDER INDUSTRIES IN MEXICO BECAUSE
THE ECONOMIC IMPACT OF CLOSURE COuLD INDIRECTLY

LEAD TC A LOSS OF SQOME 35,mu6 JOBS ON THE US SIDE OF
THF BORECER (PRESUmMABLY DUE TO A REDUCTION IN PURCHASE
OF LS 600ODS BY MEXICAN WORKERS).

6, OF NLLOGUT S&ID THAT MEXICO WELCOUMES FOREIGN,
PARTICULARLY US, INVESTMENT UNDER REASONABLE RULES,
ADNING THAT TN CONTRAST TO 0TrHEr COUNTRIES MEXICO DOES
NOT CHANGE THE RULES OF THE GAME ANDINDEED nAS BEEN
QUITE FLEXIBLE IN THE AFPPLICATION OF THESE RULES TO
MAINTATIN NECESSARY INVESTMENT,

149, In SUMMARY, UE OLLOGUI SAID THAT THE USGLG CoulkD

PLAY AN IMPORTANT RQOLE 1IN STRENGTHENING RELATICNS WITH
MEXICO BY (A) HELPING TU CORRECT THE CURRENT TRADE IMBALANCE.,
{BY FACILITATING MEXICO'S ACCESS 7O FINANCIAL

MARKETS (HE SPECIFICALLY CITED A FLEXIBLE US ATTITUDE

IN THE IDE AND OTHER INTERNATIONAL LENPING URGANIZATIONS,

(C3 AVAIDING MEASURES THAT wWCULD HARM BQRDEK

INDUSTRIES, AND (D) MAKING GREATER EFFORTS 70 SEE
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THAT THE US PRESS HAD A BETTER INFORMED AND OBJECTIVE
ATTITUNE TOWARD UEVELOPMENTS IN MEXICG, WnILE OUR
INTERESTS DO NOT ALMAYS COINCIOE, DE OLLOGUI SAID,
THE US AND MEXICU ARE ALLIES ON BASIC TSSUES AND MUST
HAVE A BETTER RELATIONSHIP,

11, COMMENT:

WHILFE DEOLLGGUI SPOKE PERSONALLY AND INFORMALLY.,

1T IS PROBABLE THAT HIS GENERAL VIEwS REFLECT OFFIClAL
GOV THINKING WHICH IN ONE FGRM OR ANCTHER MAY SURFACE
DURING PRESIDENT LOPEZ PORTILLO'S AnNTICIPATED VISIT TO
WASHINGTON, MCUST OF ThE BASIC TrEmMES TOUCHEU UPON BY
DE ULLOQUI WERE PREDICTABLE AND CONSISTENT WITH THOSE
EXPRESSED BY UTHER GOM CFFICIALS OR THE PRESS,

12, NOTEWORTHY AND INTRIGUING, HOWEVER, WAS HIS EARLY

ANT, POINTED REFERENCE TO SOME FORm OF SPECIAL BOND OR
RELATIONSHIP BETWEEN THE UNITED STATES AND 17S 7Tw0
NEIGHBNRS we MEXICO AMD CANADA. IT IS DIFFICULT TO

FATHOM wHAT DE CLLOQUI HAS IN MIND, THE CaNADIAN DCh

RALPH BRANSCOMBE (PRCTECT SUURCE) SUBSEQUENTLY CONFIRMED
THAT OF OLLOGUI HAD SURFACED THE SAME VAGUE CONCEPT OF

A NURTH AMERICAN UNION DURING A RECENT MEETING HE
REQUESTED wIThn CANADIAN AMBASSADOK LANGLEY. TnE CANADIANS,
SURPRISED BY THE MEXICAN APPRUACH, ARE BAFFLED BY WHAT KIND
IF INTFRPRETATICN THEY SHOULD GIVE IT IN THEIR REPORTING
TO OTTAwWA kE wILL BE DISCUSSING THE GQUESTION wWITH ThEM
FURTHER, AT THE AMBASSADOR'S JAMUARY 17 RECEPTION FOR

THE SENIOR SEMINAR, FONSEC AMBASSADOR GONZALEZ DE LEON
INOLCATED THAY THE CONCEPT OF A SPECIAL RELATIONShIP
BETWEEN THE US AND MEXICO/CANADA DATES BACK TO THE EARLY
5275 AND COMMENTED THAY IF PALKAGED PROPERLY, IT COULD BE
REVIVED AND MADE POLITICALLY ACCEFTABLE IN MEXICO,

{3, AT THIS POINTY WE ARE NGT IN A PUSITION T0 JUDGE

]
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WHAT, TF ANYTHING, IS BEHINDDE CLLOGUI'S INITIATIVE IN
PrYSING THE IDEA OF A NORTH AMERICAN UNION, IT mAY DBE,
HOWEVER, THAT MEXIC(C yIEWS THIS APPROACH AS A POSSIEBLE
POLITICAL BASIS FOR REGUESTING AND JUSTIFYING SPECIAL US
ECONOMIC TREATMENT FOR MEXICC, PARTICULARLY In THt AREA
GF EXPORTS. WHATEVER MAY BE BEHIND UE OLLOQUI'S REMARKS,
*”r FAacT ThHAT HE RAYISED THE PUSSIBILITY OF A SPECIAL
RELATIONSHIP CERTAINLY INDICATES THE SHIFT IN MEXICAN
FF‘ICTAg THINKING WHICH HAS OCCURKED SINCE FORMER
RESTOFNT ECHEVERRIA LEFT OFFICE,
THJMPSHN
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TAGS: ELAB, EGENs MX
SURJ: JLP INAUGURATES WORKERS' BANK AND HAILS LABOR/MANAGEMENT
COOPERATION

1, PRESIDENT LOPEZ PORTILLO OFFICIALLY INAUGURATED THE
WOKERS'! BANK (BANCO OBRERQ) IN A LARGE CEREMONY HELD ON

THE MORNING OF JAN 21, GOM AUTHORIZATION OF THE BANK FULFILLES
A JLP DECEMBER 1 INAUGURAL SPEECH PROMISE AND TWENTY=YEAR
GOAL OF ORGANIZED LABGR. THE BANK WILL BE AN INSTITUTION OF
DEPOSIT, SAVINGS AND LOAN AVAILABLE FOR USE OF ALL WORKERS
WHETHER OR NOT ORGANIZED, CTM LEADERS CLAIM TnAT INITIAL
CAPITAL OF 12@ MILLION PESOS HAS BEEN 5p TO 6@ PERCENT
SURSCRIBED MEXCLUSIVELY FROM MAJOR MEXICAN UNIONS™ AND THAT
THERF 1S ND 30M OR PRIVATE SECTOR PARTICIPATION, GOM
AUTHORTZATION INCLUDES SUPERVISION AND INSPECTION BY THE
NATIONAL COMMISSION OF BANKING AND INSURANCE,

2., JLP USED THE INAUGURATION AS A FORUM FOR PRESENTING A NEW
DECREE AUTHORIZING THE SECRETARY OF COMMERCE TO NEGOTIATE WITH
INDUSTRY FOR THE PRODUCTION OF 9@ BASIC COMMODITIES AT LOw PRICES
(SFPTEL) AND FOR FAILING WHAT HE TERMED A "SOCIAL PACT"

WHICH TF SUCCESSFUL WOULD "CONTRGL THE ECONOMIC

DISORDER (THAT EXISTS) NOT ONLY IN MEXICO,"
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AFTER PRAISING ORGANIZED LABOR FOR IT7S RESPUNSIBLE ROLE
IN RFFRAINING FROM DEMANDS FOR INFLATIONARY WAGE
INCREASES, AND ITS HISTORIC CONTRIBUTIONS TO THE COUNTRY.
JLP ANNOUNCED THAT "WE NOW HAVE A FIRST AND BEAUTIFUL
(HERMOSA) RESPONSE FROM THE PRIVATE SECTOR. COMMERICAL
AND INPUSTRIAL ESTABLISHMENT HAVE OFFERED U3 A

POPULAR ALLIANCE FGR PRODUCTION AND DISTRIBUTION,"

3. COMMENTS WHILE JLP SPOKE EFFUSIVELY OF THE POPULAR

ALLIANCE AND THE "SOCIAL PACT" AS IF BOTH LABOR AND THE

PRIVATE SECTOR HAD MADE MAJOR NEW COMMITMENTS, (IN

DECEMBER THE GOM NEGOTIATED TEN INVESTMENT AGREEMENTS WITH

THE PRIVATE SECTUR AND LABOR CONSENTED 7O ONLY 6<=10

PERCENT NATIONAL MINIMUM WAGE INCREASES, BOTH OF WHICH

FELL UNDER TWE "POPULAR ALLIANCE"™ RUBRIC), THERE IS NOTHING
TANGIBLE YET, WE BELIEVE JOP WAS SIMPLY JAWBONING ON THIS OCCASION,
HOPING 7O KEEP ALIVE A FRAGILE SPIRIT oF COOPERATION WHICH BOTH
LABUR AND MANAGEMENT HAVE SHOWN, A PROBLEM IS THAT LABOR'S
FOREBEARANCE ON WAGES IS MORE VISIBLE AND DEMONSTRABLE

THAN IS8 MANAGEMENT SUCCESS AT CONTROLLING PRICES == HENCE

THF FANFARE SURROUNDING THE WORKERS' BANK (TO WHICH GOM
APPARENTLY I8 MAKING NO FINANCIAL CONTRIBUTION) THE
PRESIDFNTIAL PRAISE OF LABOR'S BEHAVIQR, AND JLP'S ATTEMPTS

TO SHOW THAT MANAGEMENT YOO IS ACTING RESPONSIBLY.
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SUGGESTED DISTRIBUTION The first two weeks of the Lbpez 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 saw 1977

Ty TR as being an austere year, with sharply higher costs

R | ien | e ot for labor and raw materials, a mixed sales picture,

AMB/ price controls, and dangers of severe inflation
=2 identified as their major worries. Prospects for

DCMm

, retailers and producers of consumer goods were,
i nevertheless, reported as generally bright. The Round-

ECON table participants criticized the recent general 23%

cons wage increase, hoped for moderation in the minimum

e wage revisions, recommended a strong role Zor company

executives in labor relations, and offered examples
of the infiltration of their workforces by outsiders.

usis

L

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

FILE

businessmen then made his presentation in turn. ., 70
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REACTION TO LOPEZ PORTILLO

Monterrey Roundtable participants were generally optimistic about
President José& 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 inaugural.
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 of the 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 Lépez Portillo had privately
consulted with former Presidents Diaz Ordaz and Alemd&n 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 of Munoz Ledo
as Secretary of Education puzzled him since he feared the impact
of this "leftist" on Mexican youth. The steel pipe manufacturer
interjected that moving Munioz Ledo out of the Presicency of the
Partido Revolucionario Institucional (PRI) tended to "freeze him
out of power", especially since his two strong undersecretaries
in the Education Secretariat would exert a restraining influence.
Moreover, the appointment of Mufioz Ledo was a political necessity
" to placate Mexican leftists. This appointment may also help
riaintain peace among Mexican leftists and, if not, give Ldpez
Portillo a fine excuse to dismiss Munhoz Ledo.

One large and important unknown is Lépez Portillo's approaciu

to wage policy. Roundtable participants are anxiously awaiting
the Government of Mexico's January, 1977, minimum wage revision.
There was a general concurrence that 1976 wage settlements had
outstripped price inflation. An automobile parts manufacturer
said that he expected an eight to twelve percent minimum wage

hike in January and felt that anything over ten percent would be .
inflationary and could lead to a further devaluation. A ceramics
manufacturer opined that if L&pez Portillo does not hold the

wage increase to under twelve percent, his factory will be
seriously 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 only 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 minimjze 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 Petrfleos Mexicanos (PEMEX)
exceeded its budget ceiling midway through the year. He was
confident that Lbpez Portillo will "enforce the budget”. 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 include 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. Expropriations and
land invasions by squatters are threatening Mexico's bread basket
and will force the GOM to import large and costly quantities of
foodstuffs. Besides the loss of production during the current
crop year, the executive also expressed longer term fears that
the land's productivity will be permanently damaged. Although
1977 will be a ppor year for agriculture, he nevertheless is
~generally optimistic about the L&pez 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, 1976. 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
Echeverria's pet projects. One participant added that an order
for two hundred taxis by Fomento Metropolitano (FOMET) in Mon-
terrey was cancelled after the distributor had purchased the
vehicles. According to him, the increased criticism of Nuevo
Lebn 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 pessimism was

=
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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 greater 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 business out-
look for 1977 was described as being somewhat pessimistic, 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 in 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 increases
have had a negative effect on their prospects for 1977.

While the crane manufacturing company has enough of a backlog

to keep the plant operating throughout 1977, most of the firm's
orders were received before September 1. The company had quoted
fixed prices for these contracts and consequently has been hard
hit by escalating costs. The executive admitted that the company's
accounts payable had lengthened and that henceforth the firm
would quote primarily on a "cost at time of deliverv" basis.

The manufacturer of steel pipe stated that his firm is now paying
54% more for the steel used in the majority of his firm's opera-
tions. A manufacturer of ceramic tile now faces significantly
higher prices for the raw materials it must import £rom 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 his business
represented by sales of original equipment to automobile assemblers
has suffered greatly because of the virtual stagnation in sales

of 1977 model cars. Car prices have increased more than 50% for
the 1977 models. Chevrolet Novas rose from some eighty thousand

to one hundred and thirty thousand pesos, for example, and Ford
LTDs rose from one hundred and forty thousand to over a guarter

of a million pesos in price. The clampdown on the availability

of credit has also hurt his business, According to him, automobile
production has been drastically reduced, and several automakers

are unwilling to fix future production schedules. In contrast,
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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 demand 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 100% 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 "building
boom" in the United States, the firm's principal export market.
The executive stated that nearly forty percent of the 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

has been 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 szales and
profit picture in the retail sector of the Mexican economy.

While formerly heavy purchases of consumer goods and foodstuffs
by Mexicans in the United States have dropped significantly,
domestic wage hikes and more recently the sizable Christmas
bonuses paid to workers have stimulated domestic sales. A
cutlery manufacturing firm's executive admits that his sales

(in terms of number of pieces) have risen 15% in the past six
months. Again, the total picture for the firm is mixed, however,
since the same company also manufactures industrial 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 waiting lines for popular consumer
durables such as washing machines. A third businessman commented
that, with rapidly rising wages at the lower income levels,

there was occurring a marked 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

LIMITED OFFICIAL USE



Page 6 of 8
LIMITED OFFICIAL USE A-34 from MONTERREY
December 21, 1976

fixed parity for the peso and, 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 float" 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 to be
announced minimum wage levels for 1977 would be a good barometer
for the movement of the peso.

LABOR RELATIONGS

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 infiltration
were the main themes discussed by the Roundtable participants.
There was widespread agreement that the 23% wage increase decreed
in 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, 1976, 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 particularly 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 in August,
1976, but nevertheless received the full 23% less than a month
later. In the case of the company producing ceramic tile, 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 critical of the
23% wage increase, the manager of the pump producing company 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 in labor contact
negotiations and instead relied on labor relations lawyers. 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 pipemaking
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 attention

to contract revision negotiations. He fears that, for the Fundi-
dora, 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 reather

than economic in nature and was instigated by outsiders from

the Frente Auténtico 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 several
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 the 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 Confederacidn de Trabajadores Mexicanos (CTM),
was helpful in isolating and removing the troublemakers by
denying them membership in the union, which was a prerequisite
to employment with the company. The executive of the company
producing lamps stated that his labor situation (with 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 sharply reduced orders (and a few
cancelled contracts). The executive noted that his business

was classified in the "construction" field, thus permitting

the 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 requirement to pay severance

LIMITED OFFICIAL USE S 2\
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benefits when eyentuales are dismissed, the company was able
to reduce its workforce without major cost or legal challenges
by its workers through the state labor arbitration panel. The
executive noted that most of the plant's workers that were
dismissed were able (with company assistance) to find employ-
ment elsewhere.

EEL

LIMITED OFFICIAL USE
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1, SUMMARY? ON JANUARY 2§, LOPEZ=PORTILLO SIGNED DECREF
AUTHORIZING SECRETARY OF COMMERCE TO SIGN AGREEMENTS WITH
VARINUS INPUSTRIFS TN PROVIDF 9¢ BASIC CONSUMPTION ARTICLES
AT LOW PRICES, PRESIDENT'S COMMENTS AT SIGNINF IMPLIFD

THTS WOULD BF A SACRIFICF RY INDUSTRY TO COMPENSATE FQOR
RESTRAINT IN WAGF PMEMANDS, MFASURE LABELED AS A MEANS

TO RFDUCFE PRICFS, END SUMMARY,

5, THE LOPFZ=PORTILLO ADMINISTRATION IS NOW MQVING TO
RET INDUSTRY TN SIGN AGREEMENTS RY WHICH THEY WILL
PRNVIDE 90 BASIC CONSUMPTION GNODS AT FIXED PRICES, AT
ROTH WHOLESALE AND RFTAIL LEVELS. PRICE OF GOODS TO

RE BASED ON DIRECT AND INDIRECT COSTS AND A "REASONARLE"
PRNFIT TN BE DFTERMINED BY NEGNTIATIONS BETWEEN
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TNDUSTRY AND GOVERNMENT,

3. THE PRODUETS COVER SOME PREPARED FOODSTUFFS, SCHOOL
SUPPLLIES: HYGIENIC SUPPLIES,

HOQUSEHNLD GOODS AND CLOTHING, THE PRODUCTS RANGE

FROM TOILET PAPER TO BICYLES TO PLASTIC SANDALS

A, THERE WILL BE NO FISCAL INCENTIVES TO PRODUCE THESE
TTFMS, BUT NFCFSSARY IMPORT PERMITS WILL BE GRANTED

AND THE SECRFTARY NF CNMMERCE CAN "RECOMMENDY TO OTHER
ROM AGENCIES THWAT CERTAIN OTHER FACILITIES SUCH AS§
FINANCING BE MADF AVAILARLE. THE GOODS WILL BE
NISTRIBUTED THROUGH FXISTING RETAIL OUTLETS, SECRETARY
NF COMMERNCE SNLANN SATD THAT THF LARGE RETAIL CHAINS
HAPD AGREED TN WANDLE THESE ITEMS AT LOWER PROFTIT MARGIN,
SMALL RETATLFRS WILL BF ABLE TN BUY THE ITEMS AT A
NISCOUNT,

B, SINCE THE PRODUCTS WILL BE SOLD THROUGH EXISTING
RETAIL OUTLETS, ANYBODY WILL BF ABLE TO PURCHASE THE
TTFMS, THOUGW THE PROGRAM TS AIMED LARGELY AT THE
IIRRAN WORKFR, THF GOM HOPES TO HAVE AT LEAST

SOME OF THF ARTICLFS ON STNRF SHELVES WITHIN 9@ DAYS,

8, THIS AGREFMFENT WITH PRIVATE INDUSTRY SUPPLEMENTS
THF TEN AGREFMENTS STGNED TN MID=DECEMBER, AT THAT
TIME, THFRF WAS REFERENCF TO AN ELFVENTH AGREEMENT

AN BASIC CONSUMER 60ONDS, BUT IT WAS NOT SIGNED
APPARENTLY BFCAUSE OF THF LARGF NUMBER OF INDUSTRIES
TNYOLVFD. NEGOTIATTIONS WITH VARIOUS INDUSTRIES

WERE BFGUN BY THF LOPEZePORTILLO TEAM LAST SUMMER,
AGREFMENT HAD REFN RFACHED ON 2¢ QR S0 PRODUCTS PRIOR
YO THE DFVALUATION. THF NEGOTIATIONS ARE NOW GOING

AN BETWEEN INDUSTRY ASSQOCIATIONS AND THE GOVERNMENT,

7, WHILE THE GOVERNMENT DOES NNT EXPECT INDUSTRY TO

—~  LIMITEN DFFICIAL USE
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PRNDUCE THESE RASIC G0ONDS AT A LOSS, IT EXPECTS
TNDUSTRY TH MAKE MINIMAL PROFITS. IN EXCHANGE THE
BOVERNMENT WILL PROBABLY INCREASE PRICE CEILINGS FOR
HIGHER PRICED GOODS.

R, IT IS NNT CLEAR TN US HOW THIS MEASURE WILL REDUCE
PRTCES, MR HOW FLEXIRLF BOVERNMENT WILL BE IN LETTING
PRTCFS CHANGF FOR THE 02 BASIC PRODUCTS ONCE THEY HIT
THF MARKET, THUS FAR, WE HAVE NOT HEARD ANY MAJOR
FOMPLAINTS FROM RUSINESSMEN, IN PART BECAUSE SEVERAL

TO WHOM WE HAVF SPOKEN SAY THE DISCUSSIONS ARE STILL
PRFLTMINARY, ON BUSINESSMAN NQOTED THAT USING COMMERICAL
RETATL CHATINS AND KNOWN PRODUCT NAMES 18 BETTER THAN
RETNG FORCFD TN PRODUCE SPFCIAL RRANDS FO RESALE
THROUGH THF ROM<OWNED CONASUPQ RETAIL STORES,

0, GOM ORVTIOUSLY IS ANXIOUS TO CASH IN ON ITS IMPLIED
PRNMISE TO LOWERPRICES. 6GOM OFFJICIAL TOLD US THAT

THF SEVEN MAJOR RETATL CHAINS IN MEXICO WILL OFFER

35 ARTICLES AT SPECIAL PRICES BECINNING JANUARY 31,
J0VaA ;
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SUBJECT: CURRENT ECONOMIC SITUATION
ACTION: SLECS'TATL WASHDC

INFO: TREASURY

1. SUMMARY. Economic activity in Mexcio has slowed
down, with output running slightly below mid-76

levels. GOM appears to be concentrating its. energies
on replacing Lhe oulgoing burcaucracy and offeocting

*“an administrative reform program. While JLP has publicly
stated that 1977 will be an economically difficult year
and that Mexico needs a new development strategy, there
has not been mdch discernable progress in developing
either a short-term or long-term economic strategy.
Private scector seems to be adopting a wait and see atti-

tude before undertaking new investments. END SUMMARY.

2. The rate of growth of industrial activity began to
slow in mid-1976 in response to the Bank of Mexico's
tight 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‘Pclow levels prevaﬁ}ing/in this
iy e L ik / §
month in two previous years. , Partial_dnta for November
is mixed wiéﬁ‘é&mé?induséfiééﬁshbwihgﬂincreases in unit

sales.-
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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 growth would have been in the first half of the year
with total output more-or- less holding.steady in the‘
“fgeéond half. The price deflator is estimated to have been
about 20%. The preliminary Bank of Mexico data on
national accounts will be available by end-February.
9. Actual price data is now available for the year 1976.
"The year to year increase in the CPI was 15.8%. The

December to December 1976 increasc was 27.2%. The increase

in the WPI was more marked, 22.3% on a year to year basis

and 45.9% from December to December. ' This reason for
this is that the WPI is heavily influenced by raw

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

2

DrIcCOS.

5. . .lopez Portillo has publiclylstated that the first six
months of 1977 will be particularily dibificult and" that
Mexico must find a new development strategy. While he
admits that economic problems are the most pressing,

there is no public evidence that the government has a
coherent short-term economic strategy. GOM policy makers
are working on various policy options; but have not yet come
to any conclusions as far as we know. JLP's first two
priorities appeér to have been a restoration of confidence,
largely through words, and administrative reform. The
latter has meant v that dnc-addition, to fillling positions

. a—
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 to a fairly low level in the bureaucracy, new lines of
command are being drawn with resultant confusion over
regponsibilities, information flow, cte. Administration

is reportedly JLP's strong point and first love judging from
the priority he has given to administrative reform. The
major loser in thié reform at least with respect to control
over spending and trade policy appears to have been JLP's
i;t(.:pf)i.n(] stono to the Pl'Qéi(](\hCy, the Pinance Ministry.

.The biggest gainers would appear to be the new Budget and
Plranning Ministry. (ex-Presidency) and the Patrimony and
Industrial Development Ministry. The significance of adminis-
trative reform in the context of this message is the impact
it might have on the economic policy-making process and on
the level of government expenditure.

6. The economic policy-making process in the new government
is not yet clearly defined. At the present time the Minister
FOr Bﬁdget and Planning, Carlds 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
are. the financial officials from llacienda and Banco de Mexzico
who want to reduce inflation by cutting back demand. Key

: presidential advisor Rafael Izquierdo is said to be somewhcro
between these two schools of Ehought. The President scems

to lean to the former school of thought perhaps because he

o. FORN
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fears the political consequences that a cﬁtback in per capita
conspmption and employment might have. Tven as FFinance
Minister at theAtime of the U.S5. recession, JLP told the
Ambassador that Mexico could not afford a recession because
of the lack of social welfare programs to take care of
the unemployed, a théme he continues to repeat.
, 7. The JLP administration's first internal policy debate

is likely to focus on the budget. There is pressure on him

.from the Bank of Mexico and Hacienda to reduce expenditures

as well as to increase revenues, particularly by higher
public sector pricesf It is possible that the'delays caused
by the administrative reform will impact on.the level of
expenditures. Whether this will result in permanent savings
or merely a briefl delay in making czpenditures is unknown.
The outcome of this debate will be the key in determining
economic developments later in the year.L

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 anywhere from
$1.8 billion to $2.6 billion. 1In addition to this, the
public sector's short-term debt of $4.2 billion has to

be rolled over and public sector ]ong;tcrm debt

amortization payments of $1.7 billion have to be refinanced.
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9. Mexico's financial problem is twofold and inter-
related. That is, the GOM not only has to finance a
substantial l)llll(](tlgi'l the gize of which will impact on the

external accounts, but it also has to arrange, one way
or another, for substantial ,foreign borrowing.
& -/:;I ‘ ¢ ¢ 4 .

10. While senior GOM-offiéials often state that Mexico

cannot afford a recession, the economy is in a rccession

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. This judgment

is based on the following factors. (1) The industrial

work force is probably lower now than last summer. Various
businessmen have told us that they are laying off wo;kcrs.
(2) Public sector spending is‘pgobably dawe Bua to.the
reorganization of the engire public sector. We hear reports
of major spending decisions being éoéfpbﬁed[ 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 developments with any
certainty is affecting investment decisions. . Many private
businessmen say they are waiting to sce specific economic
measures rather than base investment decisions on moral
suasion. (4) Foreign exchange transactions are reporting'.

declining. This may indicate a continued decline in imports

(‘J N
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that began last September! (5) ;Peso'and dollar financing
is not available to Mexico's private sector, nor nas it been
for some months. The impact of'thcse, plus the delayed
impact of the devaluation may be hitting domestic economic
activity, particularly in the private sector,harder than

is generally known.

i, The picturé in the agriculturé sector is more difficult
to discern. Output of some crops may be up whereas output
‘of other crops may be down. It is not possible to measure
the impact of the land seizures in northwest Mexico, but
these were certainly not conducive to increased private
sector investment in égriculture and may have a negative
impact on output in that region.

12 Gur jgdgments in the preceeding two paragraphs are
extromely qualitative because of the lack of (,.'Urrf,'llfbv data
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 stagnation or even further declines
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 necesséry.
14.’ The current economic slowdown is a mixed blessing.
'It'éhould lead to a reduction in the current account
defgcit and, if there are actual budget savings, make
.attainment of EFF program targets somewhat more likely.
.On- the other hand, JLP is unlikeiy 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 particular, while JLP has 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 1977. This has
never been done in'Mexico, but it is important in the present
context because the economi; policy framework that predominated

!

for over twenty years .disappeared with the devaluation.
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1l6. Some areas where cohérent policies have not yet been

developed are the following:

A) Exchangye rate policy (Fluctuations in
rates generally attributed to changes in
supply and demand. GOM has not éaid
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.)

B) Interest rate policy. (Higher interest
rates on. peso deposits will be necessary
to retain existing peso financial savings
and attracl more pesos into bankindg system.)

C) Fiscal poliey. (Ideally, some target
figure for budget cuts could be announced
along with a revenue increase taréet. 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.) .

,/Gmw’h D) Wage Guidance.
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17. While JLP has prepared the country for bad economic
noWS,hn has not provided any details. The economic
siﬁuation 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 éublic
dde§ not understand GOM objectives. Without guidance, »
stagnation is likely to last longer fhan would otherwise
be necessary. Further, the foreign banking community is
unlikely to be as supportive as it could ,in the light of

this uncertainty.
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TARSE: EFIN
QURJECTS NFED TO ASSURF POTENTIAL TINVESTORS

1o MEXICAN BUSTNESS/RANKING COMMUNITY HOSTED LUNCH
JANUARY 27 FOR BANK OF AMERICA SFNIOR VP VAN LEARDEN,

WHN REPORTEDLY PUT TOGETHER LAST FALL'S $8A@ MILLION LOAN
FOR MEXICO., AMBASSADNR WAS PRESENT. VAN LEARDEN TOLD GROUP
HE THOUGHT MEXTICO WOULD BEY THROUGH 1977 WITHQOUT SERIQUS
PRNBLEMS, BUT THAT HF WAS CONCERNED ABOUT 1978/79. GOM'S
PRTORITY NFED NOW, WAS TO REASSURE FOREIGN

AND DOMESTIC INVESTORS AND LENDERS, AS WELL AS THE IMF
AND NOTHER TNTERNATTIONAL FINANCTAL INSTITUTIONS, OF 1ITS
SERIOUS INTENT TN OVFREOME ITS PRINCIPAL PROBLEMS, WHICH
VAN _EARDEN DIVIDED INTO SHORT AND LONGER TERM,

®, HE CHARACTERIZED THF SHORT=-TERM PROBLEM AS THE

NNFD TO PRFVENT THF DEVELOPMENT OF A RUNAWAY CYCLE OF INe
FLATION SUCH AS HAD HIY CHILF AND ARGENTINA, THIS WOULD, HE
SATD, REGUIRF SACRIFTICF AND RESTRAINT NOW ON PART OF BOTH
TNDUSTRY AND LABOR, AT SAMF TIME, PRICE LEVEL OF BASTC MARKET
RASKET OF THF PQOR COULD BE PROTECTED FROM INFLATICON THROUGH
APPRNPRIATE ALLOCATION OF RESOURCES,

CEMETRENFAL
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3. IN THE LONG TERM, HE REPORTEDLY SAID MEXICO MUST
PONTROL ITS POPULATION GROWTH, BRINGING NUMBER OF NEW
FNTRANTS INTO JOB MARKFT INTO LINE WITH JOB CREATING
POSSIBILITIES OF THE ECONOMY,

Ay VAN LEARDEN EXPRESSFD UNDFERSTANDING THAT ONLY 58 DNAYS
TN OFFICE WAS OBVIOUSLY INSUFFICIENT TO HWAVE DEVELOPED
PRNGRAMS QVER A RRNOAD SPFCTRUMPBUT QOF GRFATEST PRIORITY
FOR GOM WAS NEFD TO FXHIRIT A FAVORARLF ATTITUDE TOWARD
TNVESTORS, IN PARTICULAR, THE GOM SHWOULD CLARIFY ITS
ATTITUDE TOWARP NEW FORETGN TNVESTMENT, ESPECIALLY AS
MANIFESTED IN IMPLEMENTATION OF FOREIGN INVESTMENT LAW AND
PATENTS AND TRADFMARKS LAW, AND IT SHOULD ASSURE POTENTIAL
TNYESTORS THAT THE "RULES NF THE GAME"™ WTLL NOT CHANGE
AFTER INVESTMENTS ARF COMMITTED, GOM MIGHT ALSO DEVELOQP
TNCENTIVES SUCH A4 "REASONARLY™ DEPRECIATION (READ

RAPID) WRITEOFF TO ATTRACGT INVESTORS.

8, WE ALSD UNDPERSTAND VAN LEARDEN IS BEING PRESSED TO
NREBANIZE NEW LOAN TO GOM,

R, AMBASSADOR LEARNFD THAT GROUP NOF 42 MEXICAN

RUSINESS AND BANKING LFADERS HAD LENGTHLY SESSION WITH
PRFSTYDENT FROM WHWICH THEY CAME AWAY HIGHLY ENCOURAGED THAT
THF WAR BETWEEN GDM AND PRIVATFE SECTNR, PARTICULARLY
MONTERREY GROUP, WAS OVER, JLP EMPHASIZED THAT PRU=
PUNTTIVITY MUST BF KEY GOAL IN ALL INVESTMENT, BOTH

PRTVATE AND PUBLIC, AND THAT HWFE WAS PARICULARLY INTERESTED
TN INCREASING RATE OF INVESTMENT IN PRIVATE SECTOR INCLUDING
FORETGN TINVESTMENT,

7. IN THIS REGARD, PRESIDENTIAL ADVISOR RAFAEL IZQGUIERDO RE=

PENTLY TOLD AMRASSADOR THAT THF MONTERREY GROUP WILL SHORTLY ANNDUNCE
THF INTENTION TO UNDFRTAKE MAJOR INVESTMENTS IN THE

AGRICULTURAL SFCTOR THROUGHOUT THE COUNTRY AT INSTANCE
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T0: Chairman Burns

o
FROM: Ted Truman [i;ﬂ I

February 7, 1977

Attached are the latest cables on Mexico.

Attachments: Mexico 1251
Mexico 1306
Mexico 1414

cc: Governor Wallich

Doless oi-ssificatios of this dotumient is due
to e iceigsion of U5, Goverament information
ufficially al-ssitied uadar Excoulive Order 19201
which orovides that ‘A cocumant... shall bear 2
slassification at least as high as that of its
highast classified c-mnenent”
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TNFU OCTwf] TS0wB@ SP=-82 USIA=A§ AID=P5 EB=BR NSC=@5
FIFP=31 S8=15 STR«M4 NMBReny CEA=A)1 CIAE=0? COME-RQ
FRR=M3 INRwf7 NSAE=07 XMB=02 OPIC=03 LAB=24 SIL«0]
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FM AMEMBASSY—MEXTCO

TO SECSTATE WASHPC 0m6°

INFO TREASURY WASHDC

ALL US CONSULATES IN MEXICO VIA :C’UCH

e Please return to
e T nternational Information Center
dat 7/25167
Fo 0, 116528 GNS -
TARS: EINV, EGFEN, MX

SURJECT: PUBLIC=PRTVATE SECTOR RELATIONS
REFs (A) MFXICN 12183 (B)Y 76 MEXICO 15963,

i, SUMMARY: U_8. BISINFSSMFN ARE CRITICAL OF GNM EFFORT

TO PRODUCE INEYPENSIVE CONSUMER GOODS AND EVIDENCE SOME
APPRFHENSINN OF NEW BOVERNMENT, PRESUMABLY SHARED BY
RUSINESSMEN BGENERALLY, THIS ISSUE, PLUS CONCERN OVEKR EYCESS
PROAFTITS TAX APPEAR TO BE HTNDERING TO SOME DEGREE

TMPROVED RFLATTONS BFTWEFN THE PUBLIC AND PRIVATE

SECTORS ., END SUMMARY,

o, AT AMBASSADOR'S MONTHLY MEETING WITH U,S, BUSINFSSMEN,
i ATTFR COMPLAINED ABOUT THF GOM'!S PROGRAM TO MARKET 9@
RASIC CONSUMTINN GOODS AT LOW PRICES, (SEE REF A) GOM
APPARENTLY WANTS PRIVATE INDUSTRY TO REDUCE PRICES ON
FXTSTTING BONDS AT LOWER PRICE RANGE RATHER THAN DEVFLOP
NEW TNEXPENSTVE MODELS. IN EXCHANGE, GOM INDICATES 1T
WIlL RFMOVF PRTCF CEYLINRS ON HIGHFR PRICED ITEMS,

FoRM
.66 DS. 1652
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%, ONE BUSTNFSSMAN WHQOSE COMPANY DEPENDS ON ONE

PRADUCT FDR B@ PFREENT OF TTS SALES MAINTAINED HE

POULD NOT AFFORD TO LOWERE THE PRICE QF THIS ITEM.

ANATHER, A FOOD PROCFSSOR, SAID HE MERELY SUBMITTED

TO THE GOM HTS LTST PRICFS WITH THE COMMENT THAT HIS

FIRM DOES NOT BIVE DYSCOUNTS, ANOTHER EXPRESSSFD CONCERN

THAT EVEN IF COMPANIFS PARTICIPATED IN THIS "VOLUNTARY"

PRAGRAM THF GQOM MIGHKT NOT REMOVE PRICE CEILINGS ON HIGHER

PRTCED GOONS,., STYLL ANOTHER WQORRIED ABOUT HOW GOVERNMENT
ARUREAUCRATS WQULD DEFINE A REASONABLE PROFIT,

WHYCH HWE MAINTAINS IS ALL HIS FIRM IS MAKING NOW ON THE

TTFEFMS FOR WHICH THFY WANT A LOWER PRICE, ONE EXPRESSED

THF APINTON THAT THIS PRNGRAM REFLECTS THE ECHEVERRIA
ADMINISTRATINN'S BFLTEF THAT MTYDDLEMEN TAKFE UNNECESSARTILY

i ARGE PROFITS AND A MISUNDERSTANDING OF THE CQOSTS OF DYISTRIBUTION
AND RETAILING, SFVFRAL BUSTINESSMEN MAINTAINED THAT THE

WHALE SCHEME WAS DFSTGNED BY RETAILERS TD PREVENT THE

BOVERNMENT FRQOM FXPANDING TTS OWN RETAIL DISTRIBUTION FACILITIES,

A, ANUTHFR GOVFRNMENT ACTION THAT HAS IRRITATED THE
PRTVATE SECTOR IS THF EXCESS PROFITS TAX, THE EXCESS
PROFTITS TAX WAS FIRST MENTYONED IN THE SEPTEMBER 1,
1976 INFORME AS A MEASIIRF TO PREVENT ANY "UNUSUAL OR
FXPESSTVEY PROFITS RFSULTING FRQOM THE EXCHANGE RATE
CHANGE OR UNWARRANTED PRYCF TNFRREFASES, WE UNDERSTAND
THAT ATTFMPTS TO WRITE LFGISLATION THAT WOULD APPLY 8Q0
NARROWLY FAILED, THE FINAL CONCEPT WAS INCLUDED IN THE
| ATE~DECEMRER TAX REFQRM PACKAGE AND WAS NOT DISCUSSFD
WITH ANYBODY QUTSIDE THWE GNVERNMENT PRIOR TO ITS
RRFSFNTATION TN CONGRESS, TO THE BEST OF OUR KNOWLEDGE,
fSFE REF B), BIUSINFSSMEN ARGUE THAT THE GRNSS PROFITS
TaX WOULD BE CMANFISCATORY AND UNFATR IN THAT IT PENALIZES
FOMRPANTES WHOSF PRNAFYTS MAY HAVE INCREASED FOR REASCNS
NTHER THAN THE DEVALUATION, !.,E.» A RELATIVELY NEW
FOMPANY THAT FINALLY TURNS A PROFIT, SOME COMPANIES

ARF CUNSIDFRINFE A WRIT OF "AMPARNUWEINJUNCTION) AGAINST




BONFTEENTIAL
PARE 23 MFXTCO M1251 @222327

THF EXCESS PROFITS TAX., THIS TAX HAS BEEN DEFENDED

PRTVATELY RY GOM OFFTCIAL AS A QUID PRN QUD FOR THE

12 PFRCENT MINIUMUM WAGE INCREASF, IN THIS REGARD IT SHOULD BE NOTED
THAT PRESIDENT PUBLICLY LABELED BASIC CCNSUMPTION GOODS PROGRAM AS
TRADF=NFF FOR WAGE RFSTRAINT,

5., WHATEVER THF MERITS OR FAULTS OF THE BASIC

FONSUMPTION 00ODS PROGRAM AND THE EXCESS PROFITS TAX,

THFY HAVE HINDERFD SAMFWHWAT TMPROVEMENT OF PUBLICw

PRYVATF SECTNR RFLATIONS AND ENCOURAGED CONTINUED
SKFPTICISM OF BOM TNTENTTONS ON THE PART OF THE LOCAL U,S§
AUSINESS CNAMMUNITY WHO ARE LOOKING FOR FAVORABLE

ACTIONS AS WELL AS FRIENDLY WORDS,

&, ON THF NTHWER HAND, THF GOM IS MAINTAINING AN OPEN
ATTITUDE TN RUSINESS CNMPLAINTS, FOR EXAMPLE,
PRFSTDENTIAL APVISONR RAFAEL YZQUIERDD HWAS OFFERED

TO SET ASIDE TWD DAYS FOR INDIVIPUAL HALF HOUR MEETINGS
*O) HEAR ANY COMPLATINTS FROM U,S, BUSINESSMEN AGAINST
AOM POLICIES, PARTICULARLY AS REGARDS OBSTACLES TO
FORETGN TNVESTMENT, THESE SESSYONS ARE TO TAKE PLACE
PRYOR TO THE JLP TRIP T0 THE U,.S.

J0Va

FORM ps.1652
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PARE @1 MEXTICO P13%¢6 317577
ACTINN ER=MAR

TNFQ NCT=Ry ARAwME T8NeM? AGRE=QM (IAE=GR COME«AE INR=Q7
LAR=fg4 NSAF=F? SP=f2 S8TReMN4 TRRB|E«GZ CTEP=P] FRE=A3
NMBReA] | =B3 T0=13 NSC=85 §8§%=15 PAe@l PRS=B] USIacRd
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TNFO ALL US CONSULATFS IN MEXICC BY POUCH
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Please return tg

Internationa) | I
| IMITED OFFICIAL USE MEXTCN lortation Coptey

FU 11852 * N/A
TARS ¢ PFOR ETRD MX
SURJ ¢ POSSTBLE TRANE TOPIC FOR LOPEZ PORTILLO MEFTING WITH
PRFSYIDFNT CARTFR

REF & MEXICO 948

Y, PRRUCE FVANS, U.8.=CITIZEN PRESTDENT NOF MEXICAN IN=BQOND TEX=
YilE PLANTS® C(ACAPULCO FASHIONS) LOCATEC In CIUDAD JUAREZ AND
FACATECAS TNFORMFD EMBNFF FER § TmAT PRESIDENT LOPEZ
PORTTLLO PLANS TO RATSF SPECIFIC ISSUE OF U.S.=MEXICO

RI! ATERAL TEXTTLF AGREFMENT DURING KIS MEETING WITH
PRFSTDFNT MARTFR, FVANS TOLD EMBOFF THIS MATTER WAS
NISCUSSENR NPURING LNPEZ PARTILLA'S MEFTING LAST WEEK WITH
AOVERNORS OF MEXTCAN NNRTHERN STATFS, WHICH WaAS ATTENDED
TNTER ALTA BY PHAIRMAN OF CIUDAD JUAREZ PRI PARTY (wHO

ALSC HAPPENS TN RE LAWYER OF INeBUND PLANTS MENTIONED
ABNVFE) .

", CUMAFNT:  THIS RFPNRT ABMUT JLPTS INTENTTIONS MAY
RE CASFE OF WISHFIIL THINKYNEG PN PART QOF EVANS, WhOSFE
FOMPANY HAS PERSNANAL INTFREST IN OBTAINING LARGER

-\
\o %y
v/

LIMITEN CFFIfIAL USE ~—
FORM o 1652 |

ars
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NUNTA FOR TEXTTILF FCATEGORY 225 (BRASSIFRES) ASSEMBLED
TN MEXTICN AND THFN REXPORTED TN U8, EVANS WAS ORNE

NF THOSE MANUFACTURERS WHOSE APPROACKHES TU GOM
RESULTED IN RQM REQUEST FOR INCRFASED TEXTILE CONe
SUI TATION LEVELS AND CATFEGORY LIMITS REPOKRTED IN
REFTEL,

JOVA

LIMITEN OFFICIAL USE

FORM
FORM ps.1652
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PAGE 0t MEXTCN ®m1414 @1 OF @2 ©522312
ACYINN APA=1™
TNFO NCT=Mt  Y3Pwly AGRE«=N7? SFe?2 USTA=RS AlD«85 FEBw(E
NSEmPS FIFp-gt TRSE=MQ SS=15 STReB4 O¥B=@] CEA=E1
CIAEwE® CNMFwfD FRBwAZ ThRwP? NSAEWED XMBeg? (PIC=R]
LAB="4 ST <01  NHA=AQ M(T<A{ DODE-P? " PM=fl4a Huf] Lend
PAwi1 PRSe3) PC=n{ CU=02 /7G5 W
. memremreewnenenneaf5A2557  ¢AO1RA /70
R ﬁﬁmwds7£=ﬁn 17 S
FM AMEMBA‘_ Rva‘n
TEOSECSTATH NAQHﬁC 148
TNFD ALL USCONBULATES TN MFEXICO ROUCH @W‘ mmﬂ
AMFMRASSY CaPRPACLSE - s 1ﬂ®”“
AMFMBASSY GUATEMALA Nﬂﬁ&\
AMFMRASSY Manafiy e
AMFMRASSY PANAMA
AMFMRASSY SaM J0OSE
AMFHMRASSY SAN SAI VADPR
AMFMBASSY TERUFINALPA : 7T_
A 2
B AL T T A SECTION 1 OF 2 MEXIC v
' dat 7/25/07 L ;
FO 11652 hE \\\\\\
TARS ¢ PINT MY FFNR EGEN )
SURJ: MONTHLY POLTTYCAL HIGHLYGHTS: JANUARY 1977
REF ¢ MEXICO 874
. SUMMARY: TWi LNPFZ PARTILLO GOVERNMENT IS BEGINNTNE T(
‘YAKE HOLD Ti SUCW ARFAS AS PRIVATE SFCTUR=LARUR RELATIMNS,
AGRARIAN UNRFSY, PURLIC AQMINISTRATION, AND DOMEBTIC POLITICS
THOURH TFRRORTEH PFREISTE AND TEACHER UNTUHNS IN ThE UnTVFREITIFS
ARF thPTNf: Lie A8 A rHALLEMGF. LT ch QA“t T"t TRE GRH
HMAS MOVED HESTTANTLY AND wYTHQHT MUCHK QLQ:-r“'Tt NEER TO DEA
WITH WHAT IT WFCOGMNIZES AS THE MOST PRESSING PRI CBLENE, THOSE

NETAL AND ECONDMIC &RFA, FND SUMMARY,

r//?z;\\
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P, LABOR=MANACEMENT RFLATIONS IMPROVEDS: JLP'S§S MOST
NOTARLF SUCCFESS Tu DATF HWAS BEEN THE COCPERATION
FLYCYTED FROM TrF PRYVATF SECTDR AND LABDR, BQOTh UF
WHYCH HWAVE PLENGFD 10 TRY TO KFEFR PRICFES AND wAGES
NDOWRN, THFE AGREMENT IS FRAGILF, mOwFVER, AND T7 REMAINS
TO BE SEFN WHETHFR BNTH SECTNRS MILL IMPLEMEMT IN
QPFCIFIC ACTTOMS THEIR GFNFRAL PLEDRGES TO HELP CUNTROY
INFLATION, (SEF REXICO 874),

3. AGRARIAN SITUATION CALMER, WHILE LAND INVASIONE

WAVE NOT ENDFD (THERF WERE NFW, SMALL OMFS IW STR&LOA

IN THE [LAST SEVCRAL WEFKS,) THEIR NUMBERS HAVE DIMTINTSHED,
AND STATE &nD LGUAL AUTHNRITYIESR ARF REMOVING, SO Fak
WITHOUT VIOLFNCE, CAMPFSINGS FROM LANDS YNVADED A% LONG
AGN A8 UCTOBRFR 75, WF THINK THIS KFPRESENT® LOCAL
AUTHARITTIES GETTING A NEW SIGNAL FROM MEXICO CITY AnD
ACTING ACCORDINGLY, THF ROM T8 NOw ACTTVELY BUT QUIETLY
MENDIATING Th THE SNACRA ILAND EXPROPRTATION, AND BOTH
RINES ARF REFRAINING FROM ANY ACTION WHICH wOULD DISTuRE
THF TALKS, THERE I8 ALSQO EVIDENCF OF A POLITICAL HOUSEs
PLFANING GF FCHEVERRTA LOYALISTS IN THF FUIUR MAJNR
CAMPESIND NPREGANIZATINNS, THE RFMOVAL OF SALCEDN MOMTEQN
FROM THE CNC SFING THE MOST TMPCRTANT SUCH CHANGE,

A, ADMINISTRAYIVE REFDORM: LOPEZ PORTILLO'S ADMINISTRATIVE
REFORM MAY BF MORE MEANMINGFUL THAN CQUR PREVIOUS REFURTS
WOULD INRICATE., VORE THAN JUST A RESHUFFLING OF

CPARINET REBPNNSINILITIFS, THE REFORM IS8 YRYENQEL TO

THMPOSE RFEAL FISCAL AND PPLYCY CCMTROLS IN THFE HERETUFQRE FREFw
WHFELING PARASTATAL AGRENCIES, WHN CTONSUME HALF THE

ANNUAL BUDRET; BIUORET AND ACCOUNTING PRUCEDURES HAVE

REFN TIGHTFNFOY TRFASURYIS CONTRMOL QVER THE PUBLTIC DFEY
HAS REEN INCREASFDY AND THFRF ARF STFRS REIND TAKEM T
UPRRADFE THF PROFFSSINNALTYSM OF THE CYVTIL SERVICE.

FATRERAM FOLIQWS,) ;

FoRM . 3
9-66 L
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%, FIRM HAND DN DOMESTIC POLITICSE GOM INNOVATION IN
PURLTIC ADMTINTSTRATTON IS8 NAT BFING REFLECTED IN TNTERNAL
POILITICS, THF GOM SCLVFED THE NUEVO LAREDD FLFCTORAL
PROBLEM Tn TRADNITINNAL FASHION BY SEATING BCTH PRI

AND APPOSITION CONTESTANTS., ALTHOUGH THE STTUATION

STTLL COULD CHANGE, SO FAR BAJA CALIFORNTA VOTEKS AkF
MAVING TN S«ALLOW THEIR UNHAPPINESS NVER THE IMPCSTITON OF
FCHEVERRTA'S SECPETARY OF REFENSF AS GOVERNOR, LIKFWISF,
PUFRTO VALLARTA VOTERS, WAILE STILL CAUSING MEEDACHES,

ARP NOW BETNG GOVERNED BY & BIMILARLY UNPOPULAR
TMPOSITION, FRT PRFSTUFNT SANSNRES nAS SEVERAL TINMES
SPAKEN (OF ™MaKING THE PROCENDURE FNR SFLECTING MUNTCTIFRAL
RANDTDATFES MORF DEMOCRATTC, RUT-NO OME ANTICIPATES KFalL REFURM,
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e %
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ACTION ARA=1Q

INFO O0OCT=71 718N=Z AGRE=QM SP=A2 USIA=0G6 AJC=25 EB=08
NS§C=?5 CIFP=2! TRSF=?p S8=15 §TrR=04 O(MB=GY1 CEA=01

CIAE=2® COMFw?p FRR=M3 INReP7 NSAE=@A XMB=@2 OPIC=03
LAR=?4 SILe”] DHA=?2 MCT=?1 DODE=22 PM=Rd4 H=0] L=03

PA=@1 PRS=31 PC=ni CU=g2 /A95 W
g ------------------M5M2527 065836 /7ﬂ
R MSARA467 FER 77
FM AMEMBASSY MEXTICN
TO SFCSTATF WASHDC 149
TNFO ALL US CONSULATES IN MEXICC POUCH
AMFEFMBASSY CARACAS
AMFMBASSY CUATFMALA
AMFMBASSY MANAGUA
AMFMBASSY PANAMA
AMFMBASSY SAN JOSE
AMFMBASSY SAN SALVADOR
AMFMRASSY TEGUCIGALPA

&0 MN—pf—F—tr—F—N T 1 K [ SECTION 2 NF 2 MEXICO 1414

f, TERRORISM PERSISTS: FOUR TERRORIST INCIDENTS IN

NNF WEEK IN JANUARY SERVED TO REMIND THAT ThIS PROBLEM
HAS NOT GONE AWAY, TWN OF THE FOUR INCIDENTS OCCURRED

WHFN MANAGFMENT OFFICIALS ATTEMPTED TO REMOVE PERSONS

NISTRIBUTING 23 NF SFPTEMBER COMMUNIST LEAGUE LITERATURE

FROM INDUSTRTAL SITES: THE TERRORISTS RESPONDED WITH
BUNFIRE, KILLING A VISTTING U.S, BUSINESSMAN IN ONE
TNCIPDENT, WHILF GOM OFFICIALS HAVE EXPRESSED CONCEPN,

NO MAJOR PUBLIC BOVERNMENT FIGURE HINTED AT USG INVOLVEe

MENT, A REFLFX OF THE FCHEVERRIA ADMINISTRATION.

7, UNIVERSITY PRORLFMS: EFFORTS BY SELF~PROCLAIMED
"MARYIST, ANTI-IMPFRTIALIST" FLEMENTS TO UNIONIZE
IINTYFRSITY ACAPREMIC AND ADMINISTRATIVE PERSONNFL IN“THE
| AST YEAR NR TWD HAVF PRAGRESSFD TO THE POTNT "WHERE Tuw0h

B, 7 g i3 7 |
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QUMH UNIONS AT MFXTICO'S NATINNAL UNIVERSITY (UNAM) ARE
FONTFSTING GNM CANTROL OF THFE CAMPUS, UNAM RECTOR
SORERON LAST AUGUST SURGFSTEDN A CUNSTITUTIONAL

NRFFORMY WHICH WAULD GIVF THF GOM THF LEGAL WHEREWITKAL
TO HAMSTRING THE UNIONS,. LITTLF HaS BEEN HEARD OF THE
PROPDSAL SINCE THEN, BUT UNINN RELATED DISORDERS IN
JTANUARY AT SFVFRAL STATE UNIVERSITIES AND IN MEXICO CITY
MAY REVIVE THE PROPCSAL. HOW THE JLP ADMINISTRATION
HMANDLES THF CHALLENGF 1§ SHAPING UP AS A POSSIBLY MORE
REVEALING MEASURE OF ITS ABILITY TO GOVERN THAN HAVE
REFN ITS VARTOUS MINOR SUCCESSFS TN DATE,

R, US=MEXTCAN RELATIONS: THE WARMING TREND IN Uo.S,=
MEXICAN RELATINNS WHTICH REGAN WITH THE OFCEMBER VISIT

AF MRS. CARTER CONTINUED APACE IN JANUARY, MRS, JLP'S
REFPEPTION TN WASHINGTON GRATIFTED MEXICO, FROM THE
PRFSIDENT TO THE MAN IN THE STREFT, AND MEXICO WAS
FRUALLY PLEASED WITH JLP BFING THE FIRST HEAD OF

STATE INVITED TO WASHINGTON RY THE CARTER ADMINISTRATICN,

®, WHILF THF CURRENT G0OND FFELINGS ARE GENUINE AND
PERSONALLY FELT, MFXICN!S NESIRE FOk BETTER RELATIONS
WITH THE USG HAS ALSOC BEEN DTCTATEPR BY MEXICO'S NEED

FOR US HWELP AN ITS ECONOMIC AND FINANCIAL PROBLEMS,

WITH THE JLP VTSIT THE GOM APPARENTLY HOPES TO CEMENT
THF PERSONAL RFLATTIONSHIP BETWFEN THE FIRST FAMILIES,

AND TG BENFFTIT FROM THAT RELATIONSHIP BY, INTER ALIA,
TNFORMALLY LINKING ISSUES. QUR CONVERSATIONS

TNDICATE, FOR FXAMPLF, THAT MEXICQO HOPES TO PROFIT

FROM ITS RECORP NF CNOPERATINN ON NARCOTICS MATTERS TO
RET MORE, PERHAPS MASSIVF, HFLP ON ITS SHURT RANGE
FINANCTAL PROBILEMS, WE HAVE THF NAGGING FEELING THAT

THF NEW GOVERNMENT FFELS OVERWHELMFD BY THE ENORMITY

NF ITS PRESENT FTINANCIAL AND ECCNOMIC DIFFICULTIES AND IS
POVNTING HFAVILY OM US PRIVATE AND OFFICTAL ASSISTANCE TO SEE IT
THROUGH TTS HARD TTMFS, (A SFPARATE REPORT FOLLOWS,)

JOVA






