Poio Aiper o Aiomellly

SECRETAR|O DE HACIENDA Y CREDITO PUBLICO

México, D.F., mayo 31 de 1989.

Mr. Ted Sterie Beza
Director

Vlestern Hemisphere Department
I MF

Estimado Ted:

La resolucion del problema de fa deuda
externa y la recuperacion del crecimiento econdémico soste-
nido son los conceptos que han llevado a las autoridades
mexicanas a mantener un didlogo con los integrantes mas
destacados de la comunidad financiera internacional.

Los primeros resultados observados for-
talecen nuestra conviccion para continuar el proceso de ne-
gociaciones, ya que se ha otorgado pieno reconocimiento ai
intenso esfuerzo de ajuste econémico realizado por México,
aspecto que se destac6 en la presentacion del programa eco
némico de México ante el Directorio Ejecutivo del Fondo Mo-
netario Internacional.

En la obtencion de esos logros han sido
especialmente valiosas la conjugacion de voluntades persona
les como la tuya y la confianza que nos has brindado; para
México, lo obtenido representa un primer paso en la solu-
cion definitiva al problema de su deuda externa.

Deseo expresarte mi mas sincero agrade-
cimiento por tu contribuciéon personal a la culminacion exito
sa de nuestras gestiones, que se manifesté en la buena --
acogida del programa mexicano por el Directorio del Fondo.

Recibe un afectuoso saludo y mis mas --
cumplidas consideraciones.

Atentamente,

e/
B
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MEMORANDUM FOR FILES

SUBJECT: Executive Board Meeting 89/64 on 5/26/89 on Mexico's
Requests l/ for Extended Arrangement, with Set-Aside
for Debt Reductlon, and CCFF Purchase

The Executive Directors took up Mexico's request for an
extended Fund arrangement of SDR 2,797.2 million and a CCFF purchase of
SDR 453.5 million. The new proposals for a set-aside arrangement are
presented in the supplement to the staff report (EBS/89/91, Sup. 1,
5/25/89, pp. 3-4) and read as follows:

"It is envisaged that 30 percent of each purchase made by
Mexico under the extended arrangement would be set aside for debt
reduction operations. The rights to draw on this set-aside would accrue
subject to observance of performance criteria under the arrangement.
The use of the set-aside would be conditional upon the completion by the
Fund of a review of the authorities' debt reduction plan. This review
would need to find that the proposed operations would be consistent with
the objectives of Mexico's adjustment program and would represent an
efficient use of set—aside resources.

The Mexican authorities are expected to indicate that they
intend to request augmentation 2/ of the amount of the requested
extended arrangement by up to 46'percent of Mexico's quota in the event
that the financing arrangements concluded with commercial bank creditors
provide for appropriate debt service reduction. In connection with a
request for such support, it may be necessary to allow for exceptional
access to use of Fund resources. Such augmentation may take place upon
an appropriate review by the Executive Board."

Mrs. Filardo provided a buff statement (attached) and added
that Mexico's ongoing discussions with commercial banks were
difficult. She hoped that the Executive Directors would not only
implement the new guidelines for the use of Fund resources in the debt
reduction context but take into account Mexico's exceptional
circumstances, its continuous adherence to a cooperative approach and
its strong adjustment efforts. In the period ahead, Mexico would do its
utmost to overcome its difficulties but it needed the Fund's continued

1/ Documents (partial list): EBS/89/66, EBS/89/91 and Supplement i
EBS/89/94 and Supplement 1; SM/89/94.

2/ Mrs. Filardo indicated at the beginning of the meeting that her
Mexican authorities wished to present this request immediately,
requesting outright approval at this meeting.



help 1n the direct financial sense as well as 1n securing debt reduction
and new money arrangements which would allow Mexico to resume growth
This was possible only 1if net resource transfers abroad were reduced to
2 percent of GDP or less, the alternative Mexican proposals aligned with
this limit had been given to the banks and were outlined in the buff
statement (pp 6-7)

Mrs Filardo hoped that the Executive Directors would be
prepared already in the present discussion to indicate that with respect
to the level of access to the Fund's resources, they would recognize
Mexico as an exceptional circumstances case 1n the augmentation
context The additional requests she had presented on behalf of her
Mexican authorities were linked to the crucial negotiations under way
with international commercial banks, a strong signal of support now from
the Fund would help speed up the discussions and influence their outcome
favorably Mexico had earned such recognition from the Fund with 1its
steadfast adherence over seven years to a cooperative, negotiated
approach to 1its debt problem, and with 1ts strong adjustment effort

The Managing Director noted that Mrs Filardo's proposals
would entail changes to the proposed decisions and to the text of the
proposed extended arrangement He informed the Executive Directors that
the previous night (May 25) the Deputy Managing Director had received a
telephone call from the chairman of Mexico's creditor banks' steering
committee The Deputy Managing Director had been informed that the
banks were finalizing a new offer which was expected to be presented to
the Mexican negotiators shortly

The discussion proper was opened by Mr Kafka who praised the
persistent and largely successful adjustment efforts of the Mexican
authorities (similar praise was 1included 1n most subsequent inter-
ventions and was a prominent element i1n the statements of Messrs
Feldmann, Marcel, Jalan, Finaish and Ghasimi) Mr Kafka noted some key
achievements the rate of inflation had been brought under control, the
external balance had been strengthened under difficult circumstances,
and there had been notable efficiency and structural gains However,
the growth rate had remained anemic under the pressures of the debt
crisis Output per capita and the standard of living had declined
persistently

In the period ahead much weight would rest on the planned
fiscal measures which should help broaden the tax base Subsidies would
be pruned and nationalized enterprises reformed The instrumental and
institutional reforms to be i1ntroduced i1in the money and banking field
should facilitate the macroeconomic adjustment performance It would
remain difficult to attain growth rates that would more than at best
contain the severe un— and underemployment problems The dilemma of the
simultaneous needs to boost private savings and to moderate further real
1nterest rates caused Mr Kafka to observe that heavier taxation of
interest 1ncomes would not be appropriate for the time being



As all later speakers, Mr Kafka commended Mrs Filardo for
her informative buff statement which, inter alia, stressed the need to
limit net outbound resource transfers to 2 percent of GNP (per annum) or
less This reasonable aim would imply that at least half of scheduled
interest payments on debt would have to be financed (one way or another)
abroad

Mr Filosa recalled the severe difficulties which the Mexican
adjustment effort had endured in 1986-87, the performance in key areas
was markedly better in 1988-89 The slower rate of inflation should now
be consolidated In view of the need to reduce further the PSBR, lower
interest rates would be helpful

Mr Filosa headed a series of speakers who underlined the
central importance of tight fiscal policies in the period ahead
Mexico's recent experience 1n this area had included the vicious circle
familiar to many countries with a large public sector debt, additional
fiscal deficits boosted inflation, this tended to result in higher
interest rates and these exacerbated the deficits  With slower
inflation a monetary reintermediation process was taking place and 1t
might help private financial savings to recover even 1f real and nominal
interest rates were to decline a bit further Mr Grosche placed even
greater emphasis on tight fiscal policy, the program for the period
ahead deserved support because the fiscal policy aims were
satisfactory But i1n view of the high level of proposed annual access
to the Fund's resources, the remaining fiscal uncertainties (the diffi-
culty of further reducing the PSBR, the tax reforms not yet fully in
place, the uncertain development of interest payments on public sector
debt) were causes of serious concern Mr Warner thought that the
envisaged further decline in the PSBR was ambitious 1f interest rates
did not fall 1In the longer run, the likely decline of the public
sector's primary surplus (net current operations excluding interest)
might cause difficulties The tax reforms under way would braing
important technical improvements but they might not add very much to
revenues

The appropriate exchange rate policy for the immediate future
was by no means obvious, many Directors found Messrs Kafka and
Feldmann noted that the modest real appreciation of the peso in 1988 had
contributed to the slowing down of inflation without inducing any
immediate competitiveness problems Mr Feldmann thought that the
exchange rate policy for the next year or so could be fully addressed
only after the final outcome of the negotiations with the creditor banks
was known Messrs Filosa and Grosche regarded the prevailing exchange
rate as realistic, Mr Grosche was concerned about the inflationary
impact of faster nominal depreciation but he underlined also the aim of
external viability The best solution would be to adopt a strongly
stability-oriented monetary policy and 1n that setting stabilize the
exchange rate Mr Masse agreed that 1f the authorities did not wish to
depreciate the currency 1n real terms, they had to take adequate
alternative steps to protect external competitiveness Mr Warner



thought that the peso had perhaps become undervalued in 1985-87 so that
the moderate real appreciation in 1988 did not create competitiveness
problems. The "solidarity deal” under which trade unions had accepted
less than full index compensation, would expire in July; a situation
might follow in which faster nominal depreciation would be necessary.

Many directors agreed with the assessment of Mrs. Filardo and
the staff that adequate minimum growth could not be resumed without
significant debt reduction. Mr. Evans pointed out that the scope and
terms of the debt reduction were far from clear; this inserted large
uncertainties to the outlook and to the program being agreed with the
Fund. Review provisions were useful but the staff should have proposed
greater reliance on explicit contingency mechanisms in the extended
arrangement. Messrs. Evans, Grosche and Cassell were annoyed by
Mrs. Filardo's condemnation (in the buff statement) of debt/equity
swaps; the Managing Director promised that the staff would produce a
paper trying to establish a comprehensively informed view. It seemed
that the effects of such swaps varied more than had usually been
recognized.

All Executive Directors could approve the decisions proposed
by the staff and recognize Mexico's "exceptional circumstances" for the
purposes of augmentation of the extended arrangement (by up to
40 percent of quota, after determining that arrangements concluded with
commercial banks are consistent with the Fund's guidelines for support
of debt reduction). On Mrs. Filardo's request for immediate approval of
augmentation, two groups were formed. The majority was prepared to
indicate that augmentation was being approved, in principle, although it
would not be available until the review of the arrangement with the
banks had been concluded. Others (notably Messrs. Filosa, Cassell,
Grosche, Hogeweg and Fogelholm), although supportive of augmentation,
were not prepared to commit themselves formally in advance of access to
the information on which the decision should properly be based.

Mrs. Filardo said that she preferred to have a full consensus
decision rather than use the majority for an immediate decision on
augmentation. According to the formulation approved the Fund "is
prepared to consider” an augmentation by up to 40 percent of Mexico's
quota in the event that financing arrangements consistent with the
Fund's guidelines are concluded with commercial bank creditors.

J. Hauvonen

Attachment

cci Mr. Russo_(o/r), EUR Divisions, Mr. Prust, Ms. Ripley, Mr. Ungerer
Mr. Bezd, Mr. Narvekar, Mr. Shaalan, Mr. Touré, Paris Office
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Mexico Statement by the Managing Director to
the Commercial Banks' Steering Committee

I would like to discuss today the economic program of Mexico being
supported by an extended arrangement from the Fund. In particular, I
would like to focus my presentation on the main elements of the economic
program being pursued by the authorities, and on the financing required
to achieve the objectives embodied in 1t

Within the major reorientation of policies 1n place since 1982,
1nDecember 1987 the Mexican authorities introduced a comprehensive
economic program based on a pact with labor and business, which was
aimed at bringing down the rate of inflation, while restoring economic
growth. In the event, the inflation rate fell sharply, however, real
GDP growth was sluggish and the overall balance of payments registered a
deficait of almost US$7 billion

In response to these developments, the authorities have adopted an
economic program for the period 1989-92 which seeks to comsolidate the
progress made 1in reducing inflation and to provide the basis for
sustained growth and a strengthening of the balance of payments The
rate of inflation, which 1s targeted at 18 percent 1in 1989, from 52
percent in 1988 and 160 percent in 1987, 1s expected to decline to
international level by 1991 while real GDP would increase steadily to 5
1/2 percent a year by 1991 and 6 percent subsequently The program has
been formulated in a medium-term framework and includes demand
management and structural policies needed to foster economic efficiency
and promote increased investment.

The economic program relies on financial policies to achieve



\

external and internal balance, and on structural policies to enhance the
prospects for growth. A central element 1s a further tightening of the
fiscal stance as reflected in a planned marked increase in the primary
fiscal surplus. This, together with a reduction 1n nominal interest
rate, should lead to a decline in the public sector borrowing
requirements equivalent to 6 percentage points of GDP The
strengthening of the public sector operations would be achieved through
continued efforts to rationalize the tax system, following the recent
reforms that have eliminated distortions in the 1ncome tax structure,
and i1mprovement in tax administration. The authorities will continue to
monitor the performance of public enterprises and pursue 1ts policy of
divestiture of nonstrategic enterprises. Monetary policy will be
supportive of the macroeconomic objectives of the program and will
ensure that adequate 1ncentives are 1n place to promote financial
savings In this regard, the authorities have implemented a far-
reaching reform of the financial system in recent months, including the
liberalization of interest rates, the availability of new financial
instruments, and the simplification of reserve requirements

In addition to the fiscal and financial reforms mentioned above,
the authorities are aiming to complete the process of liberalizing the
trade system which was begun i1n mid-1985. These reforms have led to an
outward orientation of the economy and have attracted substantial
amounts of foreign investments into the country In particular, non-
petroleum exports have increased rapidly making the economy more
resilient and less dependent on the petroleum sector. The authorities

have recently announced important changes in foreign investment



regulations that, combined with the recent reforms of the tax system,
are expected to lead to a greater inflow of foreign capital contributing
to strengthen the balance of payments and the investment process.

The program seeks to strike a reasonable balance between financing
and ad justment, taking into account the need to replenish the current
low level of international reserves. Mexico's external current account
is projected to register a deficit of about US$4.8 billion a year during
1989-91, mainly reflecting the high level of interest payments on 1ts
debt. The program targets an increase in net international reserves of
about US$3.6 billion over the three-year period, reversing about half of
the decline in net reserves that was experienced in 1988 The program
also includes a provision that favorable deviations from the base price
of crude o1l (US$12 per barrel) and the assumed level of international
interest rates would result, beyond a certain threshold, in a higher
target for reserve accumulation. There 1s a symmetric provision in the
event of unfavorable developments, but without recourse to foreign
financing

Given the projected external current account deficit and the
targeted increase in reserves, and taking into account scheduled
amortization payments and expected developments in private capital
flows, the gross external financing requirements is estimated at Uss$12
billion per year during 1989-91. Of this amount, the program assumes
that USS$3 6 billion per year would be made available from multilateral
institutions (including the Fund) In this connection, on May 26, the
Execut1ive Board of the Fund approved a compensatory financing purchase

by Mexico of SDR 453 5 million and a three-year extended arrangement for



SDR 2,797 2 mallion World Bank consideration of program loans
totalling US$1.5 billion 1s expected i1n mid-June. Official bilateral
sources are expected to provide US$2.2 billion a year, of which US$0.7
billion a year could be made available during 1989-90 through a
rescheduling of obligations due to Paris Club creditors This leaves a
financing gap of US$6.2 billion a year that would have to be covered by
commercial banks, 1ncluding debt and debt service reduction operations
The Mexican authorities have informed the Fund that they have
proposed a menu of options for a multi-year financing package which
includes new money, interest rate capitalization, debt reduction, or
debt-service reduction and they have indicated a strong preference for
the latter two modalities. They have also indicated that they would be
seeking to obtain interim financing to help bridge what could become a
tight cash flow position while the package 1s being negotiated. Without
attempting to prejudge the outcome of the ongoing negotiation, the Fund
has expressed strong support for Mexico's economic program and has
approved the extended arrangement 1n line with the guidelines on Fund
involvement in debt strategy recently approved by the Executive Board
In addition, the Fund has agreed to the authorities request that
30 percent of each purchase be set aside for debt reduction. The raghts
to draw on the set-aside would accrue subject to observance of
performance criteria under the arrangement, and their use would be
conditional upon the completion by the Fund of a review pertaining to
such debt reduction operations as may be agreed between Mexico and 1its
commerclial bank creditors In the event that the financing package

agreed with commercial bank creditors provides for debt service



reduction, the Mexican authorities have indicated that they intend to
request augmentation of the amount of the first year of the extended
arrangement by up to 40 percent of its quota. The Fund has noted the
intention to request this augmentatione.

We believe that the Mexican authorities have embarked upon, and are
strongly committed to, a strong economic program which, combined with an
1maginative debt strategy that involves significant voluntary debt
reduction operations, should allow the country to grow out of 1ts debt
problem in the medium term This program deserves the strong backing of
the international community and we are hopeful that you will be able to
provide your fullest support to Mexico's efforts in an effective and

expeditious manner.
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Mr Van Houtven

Attaq?ed please find a short note
summarizing the main factors affecting
the o1l price assumption under the
Mexican program, as requested by the

Managing Director

Attachment

Claudio M Loser
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Factors affecting the o1l price assumption under the
Mexican Extended Arrangement

1  The o1l price assumption of US$12 a barrel for the Mexican mix is
equivalent to a price of US$16 a barrel for the Benchmark West Texas
Intermediate  Adjusted for quality differences, the price 1s US$1 5
lower a barrel than projected by the staff in the WEO It should be
noted that the average price for the last 12 months has been about US$12
a barrel

2 The price assumption took account of the assessment of prices by the
PEMEX staff as well as the WEO estimates Allowance also was made for
the possible variability of prices in the coming months

3 The price assumed in the program is broadly consistent with the
expected market price as reflected in the futures price, which declines
to less than US$12 a barrel (for the Mexican mix) over the coming 12
months

4 The o1l price of US$12 a barrel in the program was considerably
higher than the US$10 incorporated in Mexico's budget for 1989

5 Beyond the upper band limit (equivalent to some US$1l4 a barrel) all
relevant performance criteria are adjusted to offset fully the effect of
higher prices Moreover, the fiscal contingency incorporated in the
program would 1in fact preclude that the revenue resulting from the US$2
margin over the base price within the band, 1s used to increase
expenditure or to lower revenues Under the fiscal contingency the
authorities would take measures 1f prices or the external current
account do not perform as programmed _
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CABLE ADDRESS
DEPUTY MANAGING DIRECTOR May 26, 1989 INTERFUND

Tos The Managing Director

From: Richard D. Erbgﬁﬁbflﬂ

Subjectyii%éxico: Status of Commercial Bank Negotiatioms

P

Bill Rhodes called me last evening in his capacity as
Chairman of the commercial bank advisory committee for Mexico. Also,
on the line were the two Vice-Chairmen of the Committee. Because they
were aware of today's Board discussion on Mexico, they wanted to
inform the Fund of the status of the negotiations. (They told me that
they were aware of the five abstentions in the case of the Philippines
because of concerns about a lack of progress with the banks.)

Rhodes said the Committee was working on an offer that would
be presented to the Mexican representatives today. They hoped that this
would provide the basis on which negotiations would continue with Mexico.
(He said the Mexicans had laughed at the first offer.)

Rhodes also asked me about the Madrid meeting. I said you
would be attending from the Fund. He also asked whether it would be
an information meeting or an "enforcement" meeting (i.e., a meeting at
which officials would enter the negotiations and impose a solution.
If it were the latter, he said that negotiations would be delayed at
the committee level because the banks would not want to move from their
current position.) I said that I had not discussed this in detail with
you yet, but that I thought you intended it to be an information
meeting.

cO
o

{

cc: Mr. Beza
Mr. Whittome/Mr. Watson
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Statement by Mrs Filardo on éﬂexico
Executive Board Meeting 89y/64—
May 26, 1989

The Mexican authorities greatly appreclate the dedication,
commitment and insight that the Fund staff and Management have shown
throughout the difficult process of negotiations We wish to commend
the staff for presenting to us an excellent set of papers for today's
discussion, particularly considering the tight time constraint under
which they have been working

I Background

1 During more than six years, the Mexican Government has implemented a
comprehensive adjustment program designed to stabilize the economy and
has promoted wideranging structural reforms to restore conditions
conducive to sustainable growth These adjustment efforts have been
supported by the Fund through an EFF and a SBA

2 The stabilization and structural reform policies have been carried
out under adverse external conditions a close to 40 percent £fall in
the terms of trade, and a shift in net external transfers from a
positive historical average to a negative average of 6 percent of GDP,
during the 1983-1988 period

3 The overall results qbtalned so far are encouraging
4

- i1nflation has fallen drastically from a yearly rate of 159 percent
in December 1987 to one of 19 percent in the twelve months ended last
Apr11, 4 } Ny ot ¢

) RN L7 - . ,

- Mexico's trade structure has been greatly diversified, reducing
the share of o1l exports in total merchandise exports to less than 33
percent ‘from more than 78 percent in 1982, ¢ .

) : ! [ L ¢

- Some sectors and industries have been'thoroughly modernized, and
the Mex1ican economy has become more competitive and export oriented

However economic activity has stagnated Over the past seven years
output growth has been close to zero and per capita real income and wages
have suffered a major setback With the labor force growing at close to
3 2 percent per year economic stagnation has meant that the pool of
unemployed or underemployed has 1increased dramatically During the coming
years, only by growing at annual rates of 5 5 percent could the Mexican
economy absorb the new entrants to the labor force These numbers
1llustrate the urgency of restoring economic growth

4 The structural and macroeconomic policies implemented during the

last si1x years have created an adequate economic environment conducive to
the resumption of growth Nevertheless, the level of external resource
transfers faced by the economy 1s incompatible with this objective since
this implies that an 1mportant portion of domestic savings 1s used to
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service debt instead of financing investment The Mexican authorities,
in close consultation with the Fund staff, have designed a medium term
growth program, which contemplates the required reduction 1n net external
transfers consistent with a gradual recovery in the rate of growth of the
economy reaching 6 percent by 1992 For this purpose, Mexico requested
the support of the Fund in the form of an Extended Fund Facility program
for three years In what follows I will comment on the stabilization
program being successfully implemented since December 1987 and on the
structural policies pursued during the last years I will also discuss
the recent evolution of the economy, the medium term program supported by
the IMF, and finally I will present some concluding remarks

11 Recent Economic Developments

5 In December 1987, the Mexican authorities launched an economic
program (the Pacto de Solidaridad Economica) designed to accomplish a
rapid financial stabilization and to simultaneously advance 1n the
structural adjustment of the economy Given the fall in real wages and
per capita income that had been experienced 1n previous years, the
program also intended to avoid the perverse impact on economic activity
which disinflationary processes employing only traditionally fiscal and
monetary policies normally entail Hence, together with an additional
fiscal adjustment and a very tight monetary policy, the program was based
on a soclal pact designed to break inflationary inertia through incomes
policies intended to coordinate price and wage setters and to turn
inflationary expectations around As 1n the previous years, the program
was implemented under adverse external conditions lack of external
financing, an additional fall in the terms of trade and (o1l prices fell
from an average of $16 per barrel for the Mexican mix in 1987 to an
average of $12 i1n 1988) an increase 1n external 1interest rates

6 The success of the program, attained thus far, which brought
inflation down from a monthly rate of 15 5 percent in January 1988 to a
monthly rate of 1 5 percent in April 1989, was due both to the adjustment
already undertaken during the previous years and to a further
strengthening of these measures The following are the most i1mportant
policy actions and results of the adjustment obtained so far

a) Public finances are now 1n a healthy and solid position The
primary balance of the public sector which for several decades had been
1in deficit, and which recorded sizeable surpluses every year since 1983,
was further strengthened in 1988 Between 1982 and 1988 the adjustment
amounted to more than 14 percentage points of GDP Over this period,
public expenditures, relative to GDP, net of interest payments, were
reduced by more than 10 percentage points Net subsidies and transfers
of the public sector have fallen from almost 4 5 percent of GDP in 1982
to less than 2 5 percent in 1988 To compensate the dramatic fall in o1l
prices, which was further aggravated in 1988, non-oil public revenues
have risen substantially as a result of the far reaching fiscal reform of
1987 and as a result of the correction of public sector prices



b) The Mexican economy is today more competitive and export-
oriented, and its vulnerability to external shocks has been greatly
reduced The Pacto was levered with an undervalued exchange rate and a
positive showing of non-oi1l exports The liberalization process of the
external sector pursued by the authorities was accelerated to promote
competition, and guide domestic prices As a result of this effort,
today less than 20 percent of import value is subject to any kind of
quantitative restrictions At the same time, tariffs have been
drastically reduced from a maximum level of 100 percent in 1982 to a
maximum 20 percent to date and an average rate of only 10 percent

c) Other structural policy measures were accelerated both to
enhance expectations on the program and to promote economic efficiency
and to reduce distortions Substantial progress has been achieved in the
divestiture program which has strengthened the financial position of the
public sector on a permanent basis From the total of 1,155 State owned
entities through which the Mexican public sector participated directly
in economic activity 1in 1982, almost 750 have been privatized, merged,
liquidated or transferred to local governments

d) The social pact played a crucial role 1n avoiding output costs
in the transition to the new low 1nflation equilibrium By coordinating
wage and price setting, a substantial degree of uncertainty was
eliminated which facilitated macroeconomic policy management  The
program contemplated an initial adjustment in relative prices, which
included a sharp increase in real public sector prices and tariffs, a
real exchange rate depreciation, and an 1ncrease 1n MlNlMuR Wages
followed by an agreement on the part of labor, business and government to
maintain nominal variables at the adjusted levels Due to the positive
results--1n terms of falling inflation--obtained throughout the year,
only additional minor adjustments to certain prices were required

e) The incomes policies pursued 1in the context of the PACTO did
not create any major distortion as observed from the shortage index of
the Bank of Mexico which stayed around its historical average signaling
that the relative price adjustments made 1n the early stage were in the
right direction and of an adequate magnitude Price dispersion,
including the subset of uncontrolled prices, also declined through the
year It may be concluded then that incomes policles have not
artificially repressed inflation and that once uncertainty 1s eliminated
and expectations stabilized, 1t will be easier to relax price controls

ITI Evolution of the economy in 1988

7 In the second semester of 1988, inflation decreased to an average
monthly rate of less that 1 5 percent During the year, GDP grew by 1 1
percent 1n real terms Both private investment, which recorded an
increase of 10 3 percent 1in real terms, and non-oil exports, whose
expansion continued at a rapid pace, were the factors which accounted for
growth last year Economic policy and economic performance were
constrained by several adverse conditions During the year, the terms of



trade deteriorated by a further 10 percent, international interest rates
rose by 3 percentage points, and poor weather conditions raised
considerably the prices of Mexican grain imports Contrary to other
successful inflation stabilization experiences, the Mexican program was
implemented not only without any external financial support, but under
substantial negative net external transfers

8 The overall uncertainty prevailing in the economy due to the
stabilization process 1tself, produced a sharp rise in real 1interest
rates which had a deleterious effect on public finances, in fact, real
interest payments on domestic public debt rose from -0 7 percent in 1987
to 7 7 percent of GDP i1n 1988 The increase in interest payments more
than compensated for the extra adjustment 1in the primary balance so that
the operational balance turned into a deficit of 3 5 percent of GDP As
a consequence of the combined effect of the stabilization process, the
fall in the terms of trade and negative met external transfers, real
wages fell on average 12 7 percent in 1988 after more than five years of
consecutive declines Only the active involvement of the labor sector in
the design of the program prevented social strife

9 The high real rates, on the other hand, entailed a transfer of
income to the private sector Although the increased disposable income
was reflected 1n a larger volume of private savings, 1t did not
compensate for the rise 1n borrowing requirements of the public sector
The rise 1in private expenditures, together with the fall in o1l prices,
the 1ncrease 1n i1nternational interest rates, the once and for all effect
of the liberalization process, and the recovery of investment, explain to
a large extent the i1ncrease 1n and the deterioration of the current
account The fall i1n o1l export receipts was essentially compensated by
the dynamic behavior of non-o1l exports, especially in manufacturing,
which rose by 17 percent in 1988, 1ncreasing its share in total exports
to 56 2 percent

10 It must be emphasized that the experience of other anti-inflationary
programs shows that during the i1nitial stages, the restrictive policies
lead to an 1ncrease 1n real interest rates, and on that account,
outstanding domestic debt 1nevitably leads to a worsening of public
finances Once inflationary 1nertia is broken and expectations are
stabilized, real interest rates will tend to fall 1In the case of

Mexico, however, the uncertainty regarding the resolution of the debt
problem has prevented this fall from occurring

11 As a natural outcome of the stabilization program, the real
exchange rate appreciated from the highly undervalued level attained 1in
late 1987 Notwithstanding, its level at the end of 1988 was similar to
the one of 1983, when the current account showed a surplus of 3 6
percent of GDP  During the first months of 1989, the peso has actually
been depreciated 1n real terms vis a-vis the US dollar as Mexican
inflation has kept 1ts downward trend, as inflation in the United States
has shown rising rates, and as the agreed daily one peso depreciation
rule 1s followed



12 Toward the end of 1988, a large market of bankers’ acceptances and
other instruments not subject to standard regulations and with flexible
interest rates and maturities developed In November 1988 Banco de
Mexico deregulated the amount of acceptances issued by commercial banks,
replacing the former reserve requirement regime with a liquidity
coefficient of only 30 percent to be invested in government paper or in
deposits at Banco de Mexico In addition, last March the Mexican
authorities adopted several measures encouraging banks to compete more
effectively among themselves and with other intermediaries  The most
important of these measures were a) the elimination of controls on
interest rates and maturities for all other traditional bank instruments
and b) the replacement of the reserve requirement regime applied to
traditional bank instruments by liquidity coefficients similar to those
applicable to bankers’ acceptances As a result of these measures the
government will only finance 1ts internal borrowing requirements through
more transparent open market operations

IV Recent developments and policy actions

13 The most recent available figures on the Mexican economy for 1989
continue to show the consolidation of the stabilization effort, the trend
i1n production observed during the last months of 1988, and an
overshooting of the public finance and trade balance targets 1mposed as a
result of the external constraint facing the economy During the first
four months of the year, the inflation rate measured by the CPI has been
only 6 5 percent Industrial output, as well as manufacturing output,
showed modest increases In particular, offshore assembly plants
("maquiladoras") recorded an annual rate of growth of 21 0O percent

Gross fixed investments, moreover, grew from the very low levels attained
during the first two months of 1988 at an annual rate of 10 7 percent

The trade account of the balance of payments, which had recorded a
deficit 1n each of the last four months of 1988, reverted to a surplus
(totalling US$96 million) in January and February of 1989 The increase
in the 1international price of o1l and a continued satisfactory
performance of non-o1l exports contributed to this result Another
important element was the contraction of imports, most notably of private
consumption goods This not only reflects that most of last year's
increase 1n 1mports was due to the once-and-for-all effect of the trade
liberalization, but 1t also reflects the tight fiscal policy during the
first quarter of 1989 On this point, the primary balance of the public
sector was close to 20 percent above its budgeted value Financial
savings, measured by the broadest monetary aggregate M4, are also growing
in real ggrms

14 Last week the Mexican authorities put into effect a major
liberalization of foreign investment regulations, which contain
considerable amendments to the prevailing foreign investment

regulations Under the new rules red tape has been eliminated and
majority foreign holdings in i1nvestments up to 100 million dollars are to
be automatically approved without prior authorization of the Foreign



Investment Commission

\Y The period ahead

15 The new Administration, which took office in December 1988,
maintained the essential elements of the Pacto de Solidaridad Economica
but recasted 1t into a medium-term growth program The continuation of
the tight fiscal and monetary policies have enhanced credibility and
stability which by themselves are important elements contributing to the
effectiveness of the program

16 The commitment of the Mexican authorities to these policies thus
weighs heavily on the prospects for their success However, major
sacrifices have been required of all social sectors during several years
of adjustment Living standards can hardly be expected to endure a
further drop The rise i1n employment and real wages contemplated in the
IMF supported program will have to be visible in the near term if a
soclal consensus on economic policies 1s to be maintained Therefore,
the additional fiscal adjustment contemplated for 1989 should be
understood as an extraordinary effort to provide space 1in order to 1induce
a reduction 1n real interest rates and to advance in the structural
transformation of the economy

17 ~ To reinstate sustained economic growth in Mexico, 1t 1s necessary to
increase the level and the share of public and private investment in

GDP During the last years, capital expenditure in some sectors has
lagged behind, to the point that the recovery of a dynamic development
could face considerable bottlenecks 1n certain areas of infrastructure
and in some sectors An example can be found in the o1l industry Due
to the fall in real investment expenditure during the last years, Mexico
w1ll not be able to sustain 1ts o1l exporting capacity at current levels
To reach the necessary amount of investment a higher amount of savings 1s
required This implies a reduction of net external transfers and an
increase in the current account deficit It has been estimated that in
order to achieve the desired rate of growth in the coming years, the net
resource transfers abroad should be reduced to 2 percent of GDP

18 A reduction of this magnitude can be achieved only through an
agreement with Mexico'’s creditors Important progress has been made 1n
this direction Mexico 1is requesting financing from the Fund under an
Extended Fund Facility and under a Compensatory Financing Facility
arrangement Structural and project financing packages have been agreed
to with the World Bank and the IADB Recently, Mexico started
negotiations with 1ts creditor commercial banks The financial
requirements that Mexico presented to the banks are in full agreement
with the financing needs contemplated in the program agreed upon between
the Fund staff and the Mexican authorities and included in the Letter of
Intent submitted by the Mexican authorities to the Fund management To
this end, Mexico presented the banks a set of alternatives which are
equivalent 1n risk adjusted net present value terms for the banks and, at
the same time satisfy the country's macroeconomic restrictions The



debt universe included in the proposal is limited to public restructured
debt and the 1983, 1984 and 1987 new money packages, totalling
approximately US$54 billion The package contemplates that each bank will
be free to choose how to allocate its existing portfolio among one or
more of the restructuring options To guarantee the success of the
Mexican economic program and to assure a fair sharing of the burden among
the banks, each bank will be required to commit 100 percent of its
holdings of the covered debt The specific options presented to the
banks are the following

a) A reduction of the interest rate to a fixed rate of 4 percent,
b) A 55 percent principal reduction bearing market interest rates,

c) 80 percent interest payment capitalization during each of the
next si1x years, and

d) A six-year new money facility in an amount each year equal to
the amount of interest that would otherwise be capitalized
under the previous alternative

19 Mexico favors the debt and interest rate reduction options, because
these would help to permanently eliminate the debt overhang with
positive effects over internal domestic markets, i1nvestors'’ confidence
and the current account Should the current account deficit in the
period through 1992 be financed solely with fresh resources, increased
interest payments could imply a doubling of this deficit and the
inviability of the economic strategy It is thus imperative to
permanently reduce the level of debt and of the debt service

20 Mexico will streamline the limited resources avallable for credit
enhancements to the debt reduction alternatives The recently approved
guidelines on Fund support for debt reduction operations, together with
those of the World Bank, could greatly contribute to a prompt agreement
between Mexico and 1ts creditor banks The Mexlcan authorities wish to
reiterate that negotiations are being carried out in a spirit of
cooperation and good faith, and the preferential creditor status that
they give to the Fund and other multilateral financial organizations

21  The Mexican authorities are of the view that macroeconomic
uncertainty and capital flight are 1nextricably linked to the debt
overhang Accordingly, a precondition for capital repatriation and
renewed access to voluntary markets 1is the elimination of the debt
overhang It 1s appropriate to quote Mr Camdessus’ remarks at the IADB
meeting last March where the Managing Director eloquently summarized the
forces at work behind portfolio or direct investment flows "It 1s quite
clear now that a satisfactory recovery of i1nvestment and output growth in
the i1ndebted countries will remain elusive as long as two major
impediments continue to hold First, a burden of servicing debt which
entails so sizeable a mnet transfer of resources abroad And, second, a



level of debt of such magnitude as to turn away 1investors, concerned
among other things, by the ongoing risks that the returns on their
investments will be heavily taxed "

22 Mexico’s position on the debt-equity swap 1ssue 1s pragmatic, not
dogmatic Careful analysis of the effects of the most conventional
modality of debt equity swaps on the economy indicates that these
instruments

a) Either generate inflationary pressures in the domestic markets
1f they are financed through outright monetization, or they
increase real domestic rates 1f they are financed through the
1ssuance of domestic debt

b) In any case, debt equity swaps generate a fiscal problem since
they imply a substitution of more expensive domestic debt for
external debt

c) Generate distortions 1n resource allocation, since they 1mply
substantial subsidies to investment and since they could
potentially exacerbate market concentration in certaln areas of
the economy

d) Given the effects outlined in a) and b) above, debt-equity
swaps need to be rationed This leads firms which could not
benefit from the mechanism, but had profitable investment
plans, to defer their investment until they can participate 1in
the scheme, thus effectively acting as a deterxrent to
investment

23 It 1s paradoxical that many of the most ardent advocates of the
elimination of subsidies, on the grounds of the fiscal effect and
economic distortions they entail, are oblivious to the same type of
argument when dealing with the subject of debt-equity swaps Mexico has
already proceeded along a much more efficient route to attract foreign
direct investment as mentioned above, 1t has undertaken a major
liberalization of its foreign investment laws The Fund's policy has
always been to use resources in the most efficient manner Let us give
the Fund time to review carefully the effects of debt-equity swaps It
1s clearly the case that a mechanism that might have potentially harmful
effects on a debtor country cannot be built in as a standard feature of
an adjustment program

Vi Concluding Remarks

24 The Mexican authorities are fully aware that the success of the
program depends heavily on a continued effort to deepen the structural
reforms, maintain sound macroeconomic policies, and consolidate the gains
from price stabilization However, the support from the international



financial community is essential in helping Mexico traverse from
stagnation to self-sustained growth

25 There are two potential risks to the success of the program a)
Protracted negotiations with commercial banks that could exacerbate
uncertainty about the sustainability of current policies b) An
insufficient amount of debt reduction since it will continue casting a
shadow on the external viability of the economy The Mexican authorities
are confident that the strength of the adjustments undertaken, the
commitment to sound economic policies, the timely support received [rom
the international financial institutions, and our good faith and
cooperative negotiations with commercial banks will lead to a prompt
settlement of the financing package
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The Chairman's Summing Up at the Conclusion of the 1989
Article IV Consultation with Mexico
Executive Board Meeting 89/ , May 26, 1989

Executive Directors expressed their support for the strategy of
growth-oriented medium-term adjustment being followed by the Mexican
authorities. They welcomed the tightening of macroeconomic policies,
particularly as reflected in the marked improvement in the primary
fiscal balance, as well as the breaking of wage indexation, and
structural reforms, including the measures taken by the authorities to
integrate Mexico more closely into the world economy The progress made
in reducing inflation since the previous consultation was commented on
favorably by Directors  They noted, however, that real GDP growth had
been slow, and expressed concern about the persistence of high interest
rates, the decline in the ratio of national saving to GDP, and the
weakening of the external position 1in 1988

A number of Directors noted that Mexico's heavy debt service burden
had been a severe constraint on the country's economic performance. In
particular, Directors thought that existing conditions may have affected
adversely investment and the prospects for private sector capital
reflows

Directors were of the view that the policy stance that had been put
1in place was broadly appropriate, and that the emphasis on growth-
oriented policies was called for Directors stressed that the program
required adequate external financing and stable conditions 1n Mexico's
export markets. They noted that existing uncertainties about the course

of the world economy and the timing of external financing made 1t



important to ensure a strong performance in domestic saving and a
prudent monetary policy 1n conjunction with structural reforms

Directors said that the fiscal adjustment being sought, including
the proposed primary fiscal surplus, was essential to the achievement of
the objectives of the economic program for 1989-92 Directors noted,
however, that there was a question whether real interest rates would
fall as projected, and this would have implications for the operational
fiscal deficit Nevertheless, Directors were reassured by the
authorities' commitment to take whatever additional measures were needed
to ensure the achievement of the program objectives. They stressed the
importance of continued vigilance on the part of the authorities to
adapt the program to changing circumstances, and in this regard some
Directors said that the pricing of goods and services provided by the
public service had to be monitored carefully Directors supported the
tax reform being carried out and the efforts of the authorities to
divest a number of public sector enterprises

Directors were 1n general agreement with the stance of monetary
policy envisaged in Mexico's program The liberalization of the
financial system, including a freeing of interest rates, and the
development of new instruments, were expected to provide an environment
conducive to an effective implementation of policy in this area In
this regard, Directors noted the recent strong growth of private sector
financial savings, however, they emphasized the importance of reduced
pressure on the financial system from the public sector, as well as an

adequate and timely availability of foreign resources
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The progress in reducing the pace of wage increases and the reduced
incidence of i1ndexation was welcomed Directors emphasized the
importance of wages being consistent with the anti-inflation objectives
of the authorities, particularly 1f the growth of output and employment
was to be supported

Directors expressed concern about the real effective appreciation
of the Mexican peso i1n 1988 even though the adverse effects of the
appreciation on external competitiveness might have been reduced by the
beneficial impact on costs of the trade liberalization and the behavior
of wages 1n relation to prices Directors said that the exchange rate
policy pursued since the beginning of 1989 appeared to have helped
reduce uncertainties, but emphasized the importance of a satisfactory
competitive position being maintained by Mexico Thus, the authorities
needed to monitor developments in the balance of payments very closely,
and they had to stand ready to adopt promptly any corrective measure
that might be required It also was noted that pursuit of an adequate
exchange rate policy was essential for the consolidation of the major
trade liberalization that had been undertaken Directors were unanimous
in their support for the liberalization of foreign investment
regulations that was being introduced, and they saw this as an important
element 1n the achievement of balance of payments objectives and 1in
promoting efficient growth

Directors stressed the need for adequate external financing,
including a realistic program of voluntary market-oriented debt
reduction Directors drew attention to the support that was expected to

be provided by the IBRD and official creditors under the Paris Club, and



they emphasized the importance of Mexico and its commercial bank
creditors reaching agreement promptly on a suitable financing package
Directors generally called for close monitoring of developments while
financing assurances were not present Directors expressed their
support for the set-aside and eventual augmentation of the extended
arrangement by up to 40 percent of Mexico's quota While some Directors
noted that the contribution that commercial banks were being asked to
make to the financing needs of Mexico could be reduced 1f oil prices
remained above or interest rates below those assumed in the program,
other Directors stressed that the program provided for the sterilization
of the positive effects of such developments and observed that an
additional buildup of international reserves form their currently low
level would be highly desirable Directors urged the authorities to
make every effort to avoid the emergence of arrears, which would be
clearly detrimental to the interest of all parties involved, but they
noted 1n this connection that the outcome would depend 1n part on the
availability of adequate interim financing from the commercial banks

It 1s proposed that the next Article IV consultation be held on the

standard 12-month cycle
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THE MEETING ORIGINALLY SCHEDULED FOR MAY 30 BETWEEN
THE IMF, IBRD, IADB, THE GOVERNMENT OF MEXICO AND THE CHAIRMEN
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Contact: Richard Howe
(212) 559-2722
New York, May 17 -- Negotiations batween Mexico and its

Bank Advisory Committee resumeqd today following @ ten-day
recess to allow consultations by both sides. The 15 bank
Committee confirmed to Mexico its willingness to continue to
pursue without delay the negotiation of a voluntary
multi-year financing package that addresses four basic
options: reduction of principal, reduction of interest rates,
interest recycling and "new money" loans.

puring the recess in discussions, representatives of the
Advisory Committee banks met with the IMF and the World Bank
to exchange views on the magnitude of the Financing Package,
on enhancements and on the anticipated role of the
multilateral institutions and creditor governments. The
Advisory Committee confirmed that a proposal is being
prepared for presentation to the Mexican negotiators shortly.

William R. Rhodes, Co-Chairman of the Bank Advisory
Committee, gaid "In the context of Mexico's continued pursuit
of economic adjustment and structural reform, as evidenced
most recently by the welcomed liberalization of foreign
investment regulations, we are all moving forward as rapidly
ag is reasonably possible.”

Draft: 05/717/89 NYLEX105 Document No. 00210
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Attached 1s a draft Supplement to the Staff Report for the
Article IV Consultation and Request for Extended Fund Arrangement for
Mexico

The draft describes recent developments in the Mexican
economy, changes in the regime for foreign investment, and the status of
negotiations with commercial banks In addition, the paper discusses
possible Fund participation in Mexico's debt and debt-service reduction
operations on the basis of the guidelines on Fund 1involvement with the
debt strategy

The discussions and proposed decision have been drafted on the
basis of a prospective request by the Mexicans for an augmentation of up
to 40 percent of quota, on the assumption that adequate arrangements
will be in place Mexican officials have been emphasizing to us their
desire for outright augmentation of the arrangement at the time of
approval, but we have been describing to them the position taken by the
Board, particularly as expressed in the recently approved guidelines
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Mexico—-Meeting of Paris Club Creditors, May 29-30, 1989
Statement by IMF Representative

In late 1982 Mexico embarked on a major reorientation of policies
to deal with the imbalances that had developed and with the effects of
large external shocks. More recently, and within this policy framework,
1n December 1987 the Mexican authorities introduced a comprehensive
economic program based on a pact with labor and business, which was
aimed at restoring economic growth, consolidating earlier gains in the
balance of payments and in bringing down the rate of inflation. In the
event, the rate of inflation fell sharply in 1988, but economic activity
remained depressed and the balance of payments weakened Gross reserves
at the end of the year were the equivalent of only about two months of
the value of merchandise imports plus interest payments -

The program that has been adopted by the authorities for 1989-91
seeks to consolidate the progress 1in reducing inflation and to provide
the basis for sustained economic growth and a strengthening of the
balance of payments. The program has been formulated in a medium-term
context and includes structural policies that are expected to foster
economic efficiency and promote increased investment

A central element of the program 1s a further tightening of the
fiscal policy stance, as reflected in the planned increase 1in the
primary fiscal surplus and in public sector savings in 1989 The
strengthening of the public finances would be achieved through efforts
to improve the tax system that would build on the recent reforms that
have eliminated distortions in the income tax structure, and through

further improvements in the efficiency of public enterprises, including
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further improvements in the efficiency of public enterprises, including
divestiture of public sector entities and the streamlining of their
operations. Monetary policy 1s to contribute to the macroeconomic
objectives of the program, and in particular will ensure that adequate
incentives are 1n place to promote private sector financial savings and
1ts effective allocation The conduct of monetary policy will be aided
by the recent reforms of the financial system, particularly the
liberalization of interest rates, the availability of new financial
instruments, and the simplification of reserve requirements

Structural policies are aimed at ensuring an outward-looking
orientation of the economy and at promoting an increase in foreign
investment and private capital reflows The improvement i1n external
competitiveness and the major liberalization of the trade system and
tari1ff regime since mi1d-1985 have contributed to a rapid expansion 1in
the volume of external trade, with significant benefits in terms of
improved efficiency of domestic producers and a dampening of infla-
tionary pressures The authorities recently announced important changes
in foreign investment regulations which, combined with the reforms of
the tax system, are expected to result in a major expansion of the role
of foreign direct i1nvestment i1n the medium—term strengthening of the
balance of payments, while promoting the growth of employment and the
modernization of plant and equipment

The balance of payments projections underlying the program assume
that the external current account deficit will increase to about
US$4 8 billion (2 4 percent of GDP) in 1989, mainly reflecting the

estimated rise i1in i1nterest payments on the public debt The deficit



would remain at about the same level 1n U § dollars during 1990-91
The program targets an 1ncrease 1n net international reserves of about
US$3 6 billion over the three-year period, reversing about one half of
the decline in net reserves that was experienced 1n 1988 Because of
the current low level of international reserves, the program also
includes a provision that favorable deviations from the base price of
crude o1l and the assumed level of international 1interest rates would
result, beyond a certain threshold, in a higher target for reserve
accumulation There 1s a symmetric provision in the event of
unfavorable developments, subject to a 1imit on the permitted loss of
international reserves

Civen the projected external current account deficit and the
targeted 1ncrease 1n reserves, and taking into account scheduled
amortization payments and expected developments 1n private capital
flows, the program envisages gross external financing needs of
approximately UsS$12 billion a year during 1989-91 The program assumes
that approximately Us$3 6 billion a year would be made available from
multilateral institutions (1ncluding the Fund) In this connection, on
May 26, the Executive Board of the Fund approved a compensatory
financing purchase by Mexico of SDR 453 5 million and a three-year
extended arrangement for SDR 2,797 2 mllion World Bank consideration
of program loans totalling US$1 5 billion 1s expected on June 13, 1989

The authorities are currently engaged in discussions with the
commercial banks for financing amounting to an average of about
US$6 2 billion a year This would be sufficient to cover amortizations

falling due plus approximately 60 percent of the interest on debt owed



to the banks by the Mexican public sector during 1989-91 In their
discussions with the banks, the authorities have presented a menu of
options that involves new money, debt reduction, and debt-service
reduction They are also seeking interim financing to help bridge the
tight cash flow position that may develop while the comprehensive
financing package 1s being negotiated The Fund has supported these
requests and, with a view to catalyzing other financing flows, has
approved the extended arrangement prior to completion of negotiations on
other elements of the financing package, in line with the conclusions of
the recent Board discussion on financing assurances for Fund-supported
adjustment programs The Fund staff believes that the eventual success
of the authorities 1in creating the conditions for growth will depend 1n
part on the presence in the financing package of a significant voluntary
reduction of debt and debt service, the medium-term prospects for the
balance of payments suggest that maintenance of the authorities' growth
objectives i1n the absence of debt reduction would result in a rise of
external debt that would pose serious problems

The remainder of the financing needed to support the program (1 e ,
about US$2 2 billion a year) would be expected to come from bilateral
sources, mainly the Paris Club creditors, either in the form of new
loans or a rescheduling of debt service payments falling due Without
attempting to prejudge the results of today's meeting, we have assumed
for purposes of the program that in 1989-90 at least US$0 7 billion a
year would be made available through a rescheduling of obligations due

to Paris Club creditors



We believe that the Mexican authorities have embarked upon, and are
strongly committed to, a major medium-term, growth-oriented program that
deserves the strong backing of the international community We hope

that you will be able to provide your full support to Mexico's efforts
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ATTN: MICHEL CAMDESSUS
MANAGING DIRECTOR

ON BEHALF OF MICHEL CAMDESSUS, MANAGING DIRECTOR OF THE INTERNATIONA
MONETARY FUND, BARBER B. CONABLE, PRESIDENT OF THE WORLD BANK, AND
ENRIQUE V. IGLESIAS, PRESIDENT OF THE INTERAMERICAN DEVELOPMENT
BANK, I WOULD LIKE TO EXTEND TO YOU AN INVITATION TO A MEETING TO

BE HELD AT THE FEDERAL RESERVE BANK OF NEW YORK ON TUESDAY, MAY 30
AT 11:00 AM. THE PURPOSE OF THE MEETING WILL BE TWOFOLD:
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TO DESCRIBE THE NATURE AND EXTENT OF THE OFFICIAL SECTOR RESOURCES
THAT WILL BE MADE AVAILABLE THROUGH THE INTERNATIONAL INSTITUTIONS
TO SUPPORT DEBT REDUCTION AND DEBT SERVICE REDUCTON INITIATIVES TO
BE UNDERTAKEN AS A PART OF MEXICO'S 1989-91 FINANCING PROGRAM= AND,

TO CLARIFY THE GUIDELINES THAT WILL GOVERN ACCESS TO AND USAGE OF
THESE RESOURCES.

WE FULLY EXPECT THAT, BY THE TIME OF THE MAY 30 MEETING, THE MEXICAN
GOVERNMENT AND THE COMMERCIAL BANK ADVISORY COMMITTEE WILL HAVE MADE
SIGNIFICANT PROGRESS IN THEIR NEGOTIATIONS.

IN THIS CONTEXT, THE PRESENTATION BY OFFICIAL SECTOR OF ITS SUPPORT
FOR THIS TRANSACTION SHOULD SET THE STAGE FOR RAPID COMPLETION OF THE
NEGOTIATIONS, LEADING TO AN EARLY AND MUTUALLY ACCEPTABLE OVERALL
FINANCING PLAN FOR MEXICO.

H @ » nn  H

I WOULD APPRECIATE IT IF YOU WOULD CONFIRM WITH MY OFFICE, AS SOON
AS POSSIBLE, YOUR PLANS FOR PARTICIPATION IN THIS MEETING.

REGARDS,
E. GERALD CORRIGAN, PRESIDENT

FEDRESERVE
BW
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INTERNATIONAL MONETARY FUND

May 18, 1989

A Caiola

Mr Hino

For your information

<

Rob, ranklin



OFFICE MEMORANDUM D
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Proposed Attendance of Bank Staff at IMF Board Meeting

Place of Meeting
Date of Meeting

Agenda Item

Bank Staff Attending

IMF-12-120 (Fund Board Room)

Friday, May 26, 1989

Mexico - Article IV Consultation, Extended Fund
Arrangement, Use of Fund Resources
and Compensatory and Contingency
Financing Facility

Mr. Miguel Martinez

Division Chief

Latin America and Caribbean CO-II

Tel. No.: 473-8729

cc.: Regional Vice President - Mr. Husain

IMF Secretary's Dept.

Director, EAS

Bank Representative

- Mr. Franklin
- Ml’ 0 Dubey
= Mr. Martinez (Rm. I-8-155)

NOTE: For details in timing of this item, please contact
Mrs. Janet Billenstein (Ext. 56679), IMF Secretary's Dept.
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WASHINGTON DC

REF JACG/89/T7-37 -

-

ASSUMING THAT THE MEXICAN PROGRAN FOR THE PERIOD 1989-1991 -
WILL BE APPROVED BY THE EXECUTIVE BOARD, JON MAY 26, 1989,MEXICO WANTS

10 USE IHE LOMPENSATORY AND CONTINCLCNCY JINANCING FACI! TTY TN ADDITION
TO THE FIRST DRAW OF THE EXTENDED FINANCING FACILITY ON MAY 31, 1989

<z

BANXICO

*macm

CABLE BANXIOD,APARTADO NUMPS BIS
va COL CENTRO,DELEG CUAUHTEMOC, 06059 NEXICO,D.F




Office Memongapdipin. SIS

WESTERN HEMISPHE RE DEPT, 3
1883 MAY 18 M & 30

To: Mr. Whittome Date: May 17, 1989

From: Charles-Enoch ~ A<

Subject:(;ﬁi?icoz/éxport Credit Policies

In response to your memorandum of May 1 to Frank Cassell,
ECGD have provided the following information:

"OQur current position is that cover is available for short
term credits (i.e payment terms of up to 180 days) where payment is
secured by an Irrevocable Letter of Credit. Cover is also available
for medium term credits within a £150m limit and is aimed at supporting
capital and semi-capital goods which contribute directly to Mexico's
economic recovery. ECGD cover for short and medium term credits is
available for both the public and private sector in Mexico.

"In the event of a Paris Club rescheduling on the lines
suggested in the first paragraph of the IMF memo, that is with no
change in the cut-off date, we envisage that ECGD support can be
maintained as above without any interruption. If the cut-off date were
to be moved then ECGD cover for medium term credits would have to be
withdrawn.

"Since 1985 demand for cover has not been high in the medium
term field, and our support has been mainly confined.to business done
under lines of credit (NAFINSA, BNCE, PEMEX).

"The attached table provides estimated figures as requested
by the IMF with the exception of the likely rate of future
disbursements of the current stock of undisbursed debt. 1 regret that

data on this are not currently available."

I hope this is useful. If you need further details please do
not hesitate to contact this office.

cc: 'Mr. Beza'

Attachment



ATTACHMENT

ECGD MAXIMUM COUNTRY EXPOSURE L

MEXTCO (£fm)

USS$ values converted to £ @ 1 6855
DM values converted to £ @ 3 2008

end 86 end 87 end 88 Mar 89

(1) Disbursed Debt
(Principal only)

- public sector 302 9 315 9 296 7 293 8

- private sector 89 5 74 4 59 3 57 1

(11) Undisbursed Debt
(Principal only)

- public sector 98 0 54 6 47 7 54 1

- private sector 01 01 01 01
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CONFIDENTIAL
TO:; The Managing Director DATE: May 10, 1989
The Deputy Managing Director
/’f

FROM: Jacob A. Frenkel <!
SUBJECT: Mexico--Request for a Compensatory Purchase Under

the Compensatory and Contingency Financing Facility

Attached for your consideration is a draft paper in support of
a request by Mexico for a compensatory purchase of SDR 453.5 million
(SDR 38.9 percent of quota) under the CCFF. The request is in respect of
an export shortfall of SDR 282.3 million (24.2 percent of quota) 1/ and an
excess in the cost of cereal imports of SDR 171.2 million (14.7 percent of
quota) for the 12 months ended December 1988. The overall export
shortfall results entirely from a shortfall in petroleum exports, mainly
crude petroleum (SDR 814.3 million). Non-oil exports are calculated to
show a small excess over their medium-term trend. Underlying the oil
shortfall is a substantial decline in the unit value of crude petroleum
exports in the shortfall year. The excess in cereal import costs is
largely the result of a drought and an increase in the international price
of cereals.

Mexico is a major oil-producing country, accounting for about
5 percent of world oil production in the shortfall year. However, Mexico
is not a member of OPEC and throughout the 1980s Mexico has been a
competitive exporter of crude petroleum and has generally increased its
output of crude oil in periods of rising international petroleum prices.
This has meant that Mexican output and the output of members of OPEC have
tended to move in opposite directions. Thus, in the shortfall year
Mexican output declined slightly while that of the members of OPEC rose by
about 11 percent, precipitating the decline in world petroleum prices.
The staff is therefore satisfied that Mexico’s actions in the shortfall
year did not contribute to the fall in crude oil prices and hence that the
shortfall in petroleum exports is largely beyond the control of the
Mexican authorities.

An issue that might arise during the Board’s discussion is that
in the shortfall year the real effective value of the peso appreciated on
average by 24 percent (as measured by the Fund’s information notice
system). However, overall manufactured export volume is estimated to
have increased in 1988. Moreover, it is unlikely that any increase in
volume that would have resulted from a more competitive exchange rate
would have had a marked impact on the size of the excess calculated for
non-oil exports, in view of the capacity constraints that developed in

1/ The calculated shortfall is constrained by the requirement that
exports in the post-shortfall period be no greater than 20 percent of
their level in the preshortfall period; the unconstrained export shortfall
is calculated at SDR 845.9 million (72.6 percent of quota).



certain sectors following the large rise 1in export volume 1in 1986 and
1987

As regards the amount of access, the staff considers that the
program to be supported by the extended arrangement meets the test of
cooperation for the proposed amount of the purchase (24 2 percent of quota
on account of the export shortfall and 14 7 percent of quota for the
excess 1n cereal 1mport costs)

Attachment

cc Mr Beza V/
Mr Whittome
Mr Gianviti
Mr Laske
Mr H Simpson
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FROM L A Whittome //)Q% t
-

SUBJECT  Notification to the Executive Board of the Debt
Rescheduling Requests of Costa Rica and Mexico
Received by the Chairman of the Paris Club

In accordance with the procedure outlined in SM/84/236
(10/24/84) ( Notification to the Fund of Requests for Renegotiation of
External Debt Received by the Paris Club ), I attach for your
consideration the draft notifications to the Executive Board informing
Executive Directors of the debt rescheduling requests submitted to the
Chairman of the Paris Club by the authorities of Costa Rica and
Mexico

I would appreciate receiving at your earliest convenlence
approval for the 1ssue of these notices to the Executive Board If you

have any questions concerning the paper, please contact Mr Johnson
(Ext 8779)

Attachment

cce Mr Beza v
Mr Van Houtven
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May , 1989

To Members of the Executive Board
From The Secretary

Subject Mexico-—Request for Renegotiation of
External Debt Owed to the Paris Club

Consistent with the procedure outlined in Notification to the
Fund of Requests for Renegotiation of External Debt Received by the
Paris Club (SM/84/236, 10/24/84), the Executive Director for Mexico has
requested that the Executive Board be informed that the Mexican
authorities have submitted to the Chairman of the Paris Club a request
for a rescheduling of certain of their external debt obligations owed to

official creditors

Other Distribution
Department Heads
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TO: The Managing Director DATE: May 4, 1989

The Deputy Managin Director

FROM: .T. Beza //é/j>

SUBJECT: /Mex1co——Various External Financing
|
( :

N —

Attached please find three tables on the external financing
for Mexico.

Table 1 presents the expected borrowing by the Mexican public
sector (including the Bank of Mexico) by source. The line "commercial
banks (net)" indicates the amount of commercial bank financing needed if
Mexico is not to fall in arrears on interest to banks, given the objec-
tives of the program and a price of oil of US$12 a barrel. For the
period May-September 1989 this would involve bank financing of close to
US$600 million a month. If the price of oil were to remain at the
latest level of US$15 a barrel for the Mexican mix, the resources avail-
able over and above the program projections would be of the order of
US$120 million a month, of which US$40 million a month would be diverted
to net foreign reserves according to the program.

Table 2 presents projected flows with commercial banks. These
involve net payments by Mexico because interest payments exceed net dis-
bursements from the banks. In effect, the financing requested by Mexico
is equivalent to some 55 percent of total interest payments to banks by
Mexico's public sector, and some 42 percent of total (public and pri-
vate) interest payments by Mexico. The table also shows that the expo-
sure of banks grows less than that of official sources of finance other
than the Fund.

Table 3 provides information on the net resource transfer from
Mexico to the rest of the world. The net resource transfer is defined
as the difference between exports of goods and services and imports of
goods and services, and thus excludes interest and other factor payments
of the current account. As shown, the net resource transfer from Mexico
is to decline from 5.7 percent of GDP in 1982-88 to 2 percent in 1989-92.

Attachments

cc: Mr. H. Simpson



table25, 5 4 89

Table 1. Mexico Borrowing by the Public Sector 1in 1989 1/

(In billions of U S. dollars)

1989
May-
QL - 02 Q3 Q4 year Sept.
Net borrowing (public sector) -0 4 13 2 8 29 6 6 42
Commercial banks 2/ - 14 15 14 4 3 2.9
Disbursements - 14 20 20 54 35
Amortization - - -0 5 -0 5 -11 -0 6
Multilaterals -0 2 - 07 05 10 07
Disbursements 03 0.4 09 06 2.2 12
Amortization =0.5 -0 4 -0 2 -0 1 -1 2 -0 5
Bilaterals and suppliers -0.1 - 07 1.0 16 08
Disbursements 0 2 04 10 12 29 14
Amortization -0.3 -0 4 -0 3 -0 2 -1 2 -0 6
Other - -0 1 -01 - -0 2 -0 2
Disbursements - - - - - -
Amortization - -01 -01 - -0 3 02
Memorandum 1tems
Fund -0 1 06 -0 1 - 06 08
Purchases - 09 03 03 15 12
Repurchases -0.1 -0 3 -0 2 -0 3 -0 9 -0 4

Interest payments by public

sector to commercial banks -1 6 -1 8 -1 9 -2 0 -7 3 -3 2
Net borrowing from multilaterals

(incl Fund), bilaterals, and

other -0.4 05 12 15 18 21

1/ Subtotals may not add to totals due to rounding

2/ Net amounts of commercial bank financing needed for Mexico not to fall in
arrears on 1nterest given the targets of the program, based on the assumption
that o1l prices average US$12 a barrel
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Table 2 Mexico Projected Flows with Commercial Banks

1989 1990 1991 1992
(In billions of U.S dollars)
Total (net) - -3 0 -3 7 -3 4 ~4 2
Public sector -3.0 -3 7 -3 5 -4 3
Net disbursements 4 3 40 4 7 4 4
Interest payments -7 3 -7 7 -8 7 -8 7
Private sector -1 5 -13 -13 -0 7
Net daisbursements -0 9 -0.8 -0 9 -0 4
Interest payments -0 6 -0.5 -0 4 -0 4
(In percent)
Memorandum 1tems
Net disbursements, in percent of
public sector interest payments
to banks 58 8 51.5 57 2 50 4
Net disbursements, i1in percent of
total 1interest payments to banks 42 9 38 5 43 9 44 2
Percentage change 1n exposure
(cumulative from 1989)
Commercial banks 79 15 1 23 7 31 7
Multilaterals (excl Fund) 95 18 3 27 2 37 0
Bilaterals 17 1 27 7 33 9 39 5
Fund 14 7 16 1 191 17 6

/

1/ Assumes that extended arrangement 1s not extended beyond June 1992
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table27 (5/4/89)

Table 3 Mexico Resource Transfers from 1982 to 1992

Annual Annual
Average Average
1982-88 1989 ~ 1990 1991 1992 1989-92
(In billions of U S dollars)
1 Exports of goods and
nonfactor services 271 31 9 34 7 37 6 40 4 36 2
2  Imports of goods and
nonfactor services 18 0 28 O 30 2 328 35 7 317
3 Resource transfer (1-2) 91 39 4 5 4 8 47 45
4  Tnterest payments -9 8 106 =111 =117 =122 -11 4
5  Other current account (small),
capital account, and net
international reserves 07 67 6 6 69 75 69
(In percent of GDP)
1. Exports of goods and
nonfactor services 16 9 15 9 16 O 15 8 15 6 15 8
2  Imports of goods and
nonfactor services =11 2 13 9 13 9 13 8 13 8 13 8
3  Resource transfer (1-2) 57 20 21 20 18 20
4  Interest payments -6 1 =53 =51 -4 9 =4 7 -5 0
5  Other current account (small),
capital account, and
net international reserves 13 33 30 29 29 30




WAL

\“5"0 <
- 7 L . ’,/
Yey: Office M eqz\mﬁi@fd 111 g

e ’ 77 RN g - f

(- MW 3b o |
E&“A
TO': The Managing Director DATE: May 3, 1989
The Deputy Managing Director

FROM: Frangois Gianviti FT G.

SUBJECT: Meetings with Attorneys on Brady Plan Waivers

1. During the last ten days, members of the Legal Department
(Mr. Asser and Mr. Francotte) have met with U.S. attorneys
representing Costa Rica, Mexico, the Philippines and Venezuela, and
with U.S. attorneys representing the steering committees of the
commercial bank creditors of three of these countries. The meetings
were held at our request in order to obtain the views of the attorneys
with regard to the need for general waivers of the sharing and negative
pledge covenants to which each country is a party, and, assuming that
waivers would be needed, the steps that would be required to obtain
them. The attorneys stressed that the views which they expressed
during the meetings are preliminary and are not necessarily shared by
their respective clients. Nevertheless, there was a high degree of
consistency between these opinions and we therefore believe that they
may be treated as representative.

2 From these discussions, the following conclusions may be
drawn:

(a) Significant differences in loan and bond covenants
signed by various countries will require debt reduction, debt service
reduction and collateral transactions to be tailored to these
differences;

(b) The various syndicated loan agreements differ in the
voting majorities required for waivers, not only by specifying
different majorities for the waiver of different covenants (e.g.,
unanimity for sharing clauses and a simple or 2/3 majority for
negative pledge clauses) but also by providing for different majorities
for the waiver of similar covenants in different agreements (e.g., a
simple or 2/3 majority for negative pledge clauses);

(¢) Normally, a cash buyback would require a waiver while,
in many cases, a _debt exchange or a debt equity swap would not;

(d) Considerable skepticism exists concerning the ability of
countries to obtain advance or general waivers of covenants before the
details of the transactions requiring the waivers are agreed upon and
thus the need for waivers is established;
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(e) The time required to _obtain waivers will differ from
case to case, in the past, 1t has ranged from one week to several

months,

(f) Conditional disbursements from a line of credit made
available by the Fund or from a Fund administered account are regarded
as unappealing to the banks in view of the uncertain availability of
the line of credit or account proceeds,

(g) The pooling of resources in a single account to secure
payments by 1individual member countries 1s considered unattractive to
the countries and the banks because of the risk that an equitable
allocation among the countries in the disbursement of the account
proceeds to their creditors would prove to be 1impossible,

(h) Any use of foreign exchange assets of a country
(1ncluding currency purchased from the Fund, whether or not deposited
1n an account administered by the Fund) to collateralize 1ts external
debt would trigger the negative pledge covenants between that country
and those of 1ts creditors whose claims would not be equally and
ratably secured, even if the country's assets would be pooled with
other resources,

(1) Negative pledge covenants would not be triggered by
guarantees 1ssued by third parties such as the World Bank, even 1f the
guarantee fee were paid by the debtor country wunless the fee would
make a disproportionately large contribution towards funding the
guarantee or the guarantee would be 1ssued by the administrator of an
account funded in whole or in part with foreign exchange assets
provided by the debtor country,

(3) For countries that have outstanding external bonds, the
rights of the bondholders must be considered in negotiating debt
reduction, debt service reduction or collateral transactions,

(k) Waivers of negative pledge covenants protecting
bondholders may be difficult to obtain for material and administrative
reasons, 1f such walivers are not obtained, a choice must be made
between including the bondholders under the collateral (which may be
expensive) and risking bondholder suits against the country and the
collateral, especially 1f the bonds are not serviced

3 We are preparing a more detailed analysis of the scope and
operation of the loan and bond covenants and the need for waivers in
the light of alternative instruments and techniques Meanwhile, we
are continulng our conversations with attorneys

cc Mr Frenkel Mr Toure
Mr Whittome Mr Simpson
Mr Beza
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TO The Deputy Managing Director DATE May 3, 1989

FROM S T. Beza W
SUBJECT < Mexico - Chronology of Contacts

The attached list summarizes the chronology of meetings with
the Mexican authorities since the current round of negotiations on the
possible use of Fund resources began. The list includes relevant oil
prices at the time of each contact Also, attached are two charts on
0oil prices 1n recent years, one on the basis of actual prices and
another on 12-month moving averages

It should be noted that the budget for 1989, which includes an
assumption for oil prices of US$10 a barrel, was prepared in October-
November at a time when oil prices for Mexico were below those levels.
The price of o0il rose subsequently, leading to an upward adjustment to
US$12 a barrel in the program In this regard, Chart 2 shows that the
12-month oil price moving average for early 1989 is only slightly above
the level of US$12 a barrel

Attachments

cc Mr H Simpson



Contacts with Mexican Officials in Connection with EFF

Monthly Average
Price of 0il

Date Place Nature of Contact Mexican Mix West Texas Int.
1988
July Washington General discussions

between Mexican officials s

and management 12 3 15.5
August Mexico MD trip to Mexico 12.2 15.6
September Berlin General discussions

between Mexican officlals

and management 11 0O 14 5
October Washington Initial discussion on

possible CF drawing in
connection with U S
bridge loan 1/ 99 13 8

November Mexico Discussion in connection
with request for access
to Fund resources under CCFF 10.5 14.0

1989
February Washington Discussions between Mexican
officials and management
on possible use of Fund
resources under EFF 14 1 17 8

February Mexico 1989 Article IV consultation
discussion on possible use
of Fund resources under EFF 14 1 17 8

March- Washington Discussions between Mexican
April officials and management,
completion of negotiations
on use of Fund resources
under EFF . 21 0

May Washington Discussions between Mexican
officials and management 19 0 2/
on negotiations with
commercial banks

}j Budget for 1989--which includes a price of oil of US$10 a barrel--was prepared
at this time
2/ Most recent daily quote
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TO: Mr. Grosche ’ May 1, 1989

Wi
FROM: L.A. Whittome /}?Qg////
/

SUBJECT:/ Mexico-—-Export Credit Policies

As you know, the Mexican authorities, in a letter to the
Managing Director, have requested an extended arrangement in an amount
of SDR 2,797.2 million for a period of three years. 1/ The request may

be presented for Board approval in late May or early June. Negotiations

with commercial banks are under way for a MYRA to restructure principal
on public sector debts (including previously restructured claims) and a
rollover of various short-term claims. An important element of the
package is a combination of a new money facility and debt or debt
service reductions which would provide the equivalent of 60 percent of
scheduled interest payments of the public sector to banks. The author-
ities are also seeking to negotiate a more lasting reduction of their
debt service to commercial banks. The program has assumed that the
Paris Club official creditors would agree to reschedule debt service
payments equivalent to 100 percent of amortization payments and 60 per-
cent of original interest payments, with no change in the cutoff date.
A meeting of the Paris Club to consider Mexico's request for relief has
tentatively been scheduled for June 1989.

In the light of these developments, it would now appear to be
appropriate to conduct a survey of creditor governments as to their
possible export cover policy if Mexico were to enter into a Fund
arrangement. It is being carried out in the context of the initiative
concerning export credits outlined in Mr. Finch's memorandum to you of
May 12, 1986 and your authorities' reply to that memorandum. As usual,
any information concerning your authorities' policies that you might be
able to provide will be treated on a strictly confidential basis and

closely held within the staff. We would also like to reiterate that, as

in previous cases, this request is only for information which will be
used exclusively in an aggregated form in order to improve our projec-
tions of the balance of payments. We are not seeking through this

exercise to engage your authorities in pledging or commitments on future

export credit flows.

We understand from the Berne Union quarterly report that at
the end of December 1988, Hermes was open for cover on short-term
business with extended waiting periods for both private and public
sector business, and that private sector business required a guarantee
of payment transfer. Also, Hermes was open for medium- and long-term
business with similar restrictions as applied to short-term business,

i/ The letter was circulated to members of the Executive Board on
April 12, 1989 as EBS/89/66.



but subject to a limit on the size of i1ndividual transaction We would
appreciate a description of your cover policy stance with respect to
short-term and medium/long-term credits for the private and publaic
sectors 1in Mexico In addition, we would appreciate indications as to
how Hermes's cover policy stance might evolve on the assumption that a
Fund-supported program 1s approved and implemented and that an agreement
1s concluded with the Paris Club along the expected lines We would
appreclate as specific a response as possible concerning (a) the present
and prospective use of instruments limiting the demand or availability
of credits and (b) the likely timing of any change in policy (e g ,
following signature of the Agreed Minute, the conclusion of the
bilateral agreement, etc ) If possible, we would appreciate having
from you an assessment of the prospective demand for cover for German
exports to Mexico

To provide background on our analysis, we would appreciate
your providing us data on the stock of disbursed officially supported
export credits to Mexico--principal only—-as of end-1986, end-1987, and
end-1988 (or the most recent date available) This request refers to
both direct and guaranteed credits with, 1f possible, a breakdown for
public and private debtors We would also appreciate information on the
current pipeline of undisbursed commitments--principal only--and any
possible indications as to the likely rate of disbursement

We would greatly apprecirate receiving your reply by
May 17, 1989 Please contact Mr Brau or Mr Johnson of this department

1f you or your authorities need further information or clarification

I have also addressed this memorandum to the Executive
Directors of some of the other G-10 countries

cc Mr Beza
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TO The Managing Director DATE May 1, 1989

FROM ST Beza /76)

SUBJECT (ifiiiiiﬂuﬁ

This note is for your meeting with Secretary of Finance Pedro
Aspe.

The first round of discussions between Mexico and 1ts
commercial bank creditors started April 19 The Mexican proposal to the
banks centers on a request for multiyear financial support for net
financing to the public sector equivalent to about US$4 1/2 billion a
year, under a package which is to include debt/debt service reduction,
interest capitalization, and new money. There also was a request for
interim financing to cover cash flow needs envisaged under the
program. As presented to banks, the proposal comsists of a menu with
the following options (a) reduction of outstanding debt by 55 percent,
(b) reduction in interest on outstanding debt to a fixed rate of
4 percent a year, (c) capitalization of 80 percent of interest payments
falling due through 1994, and (d) new money for an amount similar to the
interest capitalization option A first reaction by banks to the
proposal is expected this Wednesday

The draft staff report and request for an extended arrangement
is being circulated to departments for comment today, and 1t 1s expected
that it will be forwarded to you early next week and 1ssued to Directors
by the middle of the month. If by the time the report 1s circulated
decisions on 1ssues regarding the set-aside will have been made, these
would be incorporated into the paper Otherwise, the proposed decision
and text of the extended arrangement would be incorporated in a
supplement to the report.

Regarding latest developments in Mexico, the monthly rise in
consumer prices is estimated to have remained at around 1 percent in
April, and domestic real interest rates have continued in the
neighborhood of 3 percent a month  The failure of interest rates to
fall with the announcement of the program was disappointing to Mexican
officials A wage increase of 25 percent was granted last week to
teachers, as compared with 10 percent incorporated in the budget
Although the cost of the latest wage increase 1s estimated to be only
about O 1 percent of GDP and can be absorbed through cuts elsewhere in
the budget, it may be damaging to the extent that it leads to demands
for additional wage increases in other branches in the public sector and
in the economy more generally




Some differences remain between the U.S officials and the
Fund staff regarding the balance of payments projection. We have met
with U S. officials and stand ready to meet with them again to explain
our projections

cc The Deputy Managing Director
Mr. H. Simpson
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NO. 26

RE YOURS SDR NBR. 24 AND SDR NBR. 25 DTD 20-04-89 (STOP)
PLEASE TAKE NOTE THAT WE INSTRUCT TO OUR CORRESPONDET BANK CREDIT
VALUE APRIL 25, 1989 NOT LATER THAN 11:00 A.M. N.Y. TIME AS FOLLOWS:

ONE) TO MORGAN GUARANTY TRUST CO. NEW YORK N.Y. CREDIT MORGAN
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65,119,513.84 REF. TO ACQUIRE SDR 50,000,000.00 (STOP)

OUR CORRESPONDANT BANK IS MORGAN GUARANTY TST CO. N.Y.

TWO) TO FEDERAL RESERVE BANK OF NEW YORK, N.Y.
CREDIT ACC OF GOBERNMENT OF JAPAN, MINISTRY OF FINANCE USDLLS
65,119,513.84 REF. TO ACQUIRE SDR 50,000,000.00 (STOP)
OUR CORRESPONDANT BANK IS FEDERAL RESERVE BANK OF NEW YORK,
N.Y.

THREE) TOTAL ACQUIRE SDR 100,000,000.00 AT THE RATE OF ONE USDOLLAR
EQUALS SDR 0.767819 (STOP)
VALUE APRIL 25, 1989 PLEASE CREDIT OUR SDF ACCOUNT WITH
YOURSELVES (STOP)

OUR REF. H54-3-O0RG. INTLS. R. ROMERO R.
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Office Memorandum

TO: The Managing Director April 25, 1989
The Deputy Managing Director

FROM: L.A. Whittome //llé’

SUBJECT: Mexico and the Philippines——-Export Credit Policies

You will recall that in 1986 we obtained the support of
G-10 Executive Directors for a procedure for seeking information on
recent export credit developments and on the current and prospective
stance of cover policies. The procedure would be used only for selected
countries that were undertaking Fund-supported adjustment programs. The
procedure was used in 1986 for the Philippines and Nigeria, in 1987 for
Chile, Ecuador, and Egypt, and, most recently in 1988, for Brazil.

We would now like to apply the procedure to Mexico and the
Philippines. To ensure that such requests are confined to appropriate
cases, management authorization is sought in each instance. We are now,
therefore, seeking your authorization to send requests, along the line
of the attached models. We propose to send the request covering Mexico
to the Executive Directors of France, Germany, Japan, the United
Kingdom, and the United States. We propose to send a separate request
for information concerning the Philippines to the Executive Directors
for Japan and the United States. (These memoranda will not be sent
until after you have approved the proposed arrangement.) For both
cases, the selected group of creditors account for about 75 percent of
outstanding export credit commitments. We would like to send these
memoranda to the Executive Directors concerned by Thursday, April 27, as
we are requesting responses by May 10 in the case of the Philippines,
and May 15 in the case of Mexico.

Messrs. Ferran and Narvekar are in agreement.

Attachments

Mr. Ferran
Mr. H. Simpson

ces Mrs Narveki;/
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TO Mr Yamazaki April 26, 1989
FROM. L.A. Whittome

SUBJECT Philippines—--Export Credit Policies

As you know, the Philippine authorities, in a letter to the
Managing Director, have requested an extended arrangement in an amount
of SDR 660 million for a period of three years. The proposed arrange-
ment has been approved by Management, and 1s expected to be presented
for Board approval in late May As you may recall in 1987, the
Government of the Philippines reached agreement with the commercial bank
creditors for a MYRA covering maturities in principal in the period
January 1987 to December 1992 Negotiations with commercial banks are
currently under way for a financing package, including new money and
debt reduction operations, to close the 1989-90 financing gap of
US$1.7 billion The program has assumed that the Paris Club official
creditors would agree to reschedule debt service payments equivalent to
100 percent of original amortization payments and 70 percent of original
lnterest payments, with no change in the cutoff date. A meeting of the
Paris Club to consider the Philippines' request for relief has
tentatively been scheduled for May 1989

In the light of these developments, i1t would now appear to be
appropriate to conduct a survey of creditor governments as to their
possible export cover policy 1f the Philippines were to enter into a
Fund arrangement It 1s being carried out in the context of the i1nitia—-
tive concerning export credits outlined in Mr Finch's memorandum to you
of May 12, 1986 and your authorities' reply to that memorandum As
usual, any information concerning your authorities' policies that you
might be able to provide will be treated on a strictly confidential
basis and closely held within the staff We would also like to
reiterate that, as in previous cases, this request 1s only for informa-
tion which will be used exclusively in an aggregated form in order to
improve our projections of the balance of payments We are not seeking
through this exercise to engage your authorities in pledging or
commitments on future export credit flows

We understand from the Berne Union quarterly report that at
the end of December 1988, EXIM of Japan was open short-term cover
subject to a commercial bank guarantee, a limit on the size of
individual transactions, and a reduced percentage cover, but that EXIM
was off cover for medium~ and long-term business We would appreciate a
description of your cover policy stance with respect to short-term and
medium/long-term credits for the private and public sectors 1in the
Philippines In addition, we would appreciate indications as to how
EXIM's cover policy stance might evolve on the assumption that a
Fund-supported program 1s approved and implemented and that an agreement
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1s concluded with the Paris Club along the expected lines We would
appreciate as specific a response as possible concerning (a) the present
and prospective use of instruments limiting the demand or availability
of credits and (b) the likely timing of any change 1n policy (e g ,
following signature of the Agreed Minute, the conclusion of the
bilateral agreement, etc ) If possible, we would appreciate; having
from you an assessment of the prospective demand for cover for Japanese
exports to the Philippines

To provide background on our analysis, we would appreciate
your providing us data on the stock of disbursed officially supported
export credits to the Philippines--principal only~-as of end-1986,
end-1987, and end-1988 (or the most recent date available) This
request refers to both direct and guaranteed credits with, 1f possible,
a breakdown for public and private debtors We would also appreciate
information on the current pipeline of undisbursed commitments—-
principal only--and any possible indications as to the likely rate of
disbursement

We would greatly appreciate receiving your reply by
May 10, 1989 Please contact Mr Brau or Mr Johnson of this department
1f you or your authorities need further information or clarification

I have also addressed this memorandum to the Executive
Directors of some of the other G-10 countries
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TO Mr Cassell Apral 26, 1989
FROM L A Whittome

SUBJECT Mexico-—-Export Credit Policies

As you know, the Mexican authorities, in a letter to the
Managing Director, have requested an extended arrangement 1in an amount
of SDR 2,797 2 million for a period of three years 1/ The request may
be presented for Board approval in late May or early June Negotiations
with commercial banks are under way for a MYRA to restructure principal
on public sector debts (including previously restructured claims) and a
rollover of various short-term claims An important element of the
package 1s a combination of a new money facility and debt or debt
service reductions which would provide the equivalent of 60 percent of
scheduled interest payments of the public sector to banks The author-
ities are also seeking to negotiate a more lasting reduction of their
debt service to commercial banks. The program has assumed that the
Paris Club official creditors would agree to reschedule debt service
payments equivalent to 100 percent of amortization payments and 60 per-
cent of original interest payments, with no change in the cutoff date
A meeting of the Paris Club to consider Mexico's request for relief has
tentatively been scheduled for June 1989

In the light of these developments, it would now appear to be
appropriate to conduct a survey of creditor governments as to their
possible export cover policy 1f Mexico were to enter into a Fund
arrangément It 13 being carried out 1n the context of the initiative
concerning export credits outlined in Mr Finch's memorandum to you of
May 12, 1986 and your authorities' reply to that memorandum As usual,
any i1nformation concerning your authorities' policies that you might be
able to provide will be treated on a strictly confidential basis and
closely held within the staff We would also like to reiterate that, as
1n previous cases, this request 1s only for information which will be
used exclusively 1in an aggregated form in order to improve our
projections of the balance of payments We are not seeking through this
exerclse to engage your authorities in pledging or commitments on future
export credit flows

We understand from the Berne Union quarterly report that at
the end of December 1988, ECGD was closed for cover on short-term
business, but was open for cover on medium- and long-term business
subject to a limitation on the total size of commitments We would
appreciate a description of your cover policy stance with respect to
short-term and medium/long-term credits for the private and public

1/ The letter was circulated to members of the Executive Board on
April 12, 1989 as EBS/89/66
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sectors 1in Mexico In addition, we would appreciate indications as to
how ECGD's cover policy stance might evolve on the assumption that a
Fund-supported program i1s approved and implemented and that an agreement
1s concluded with the Paris Club along the expected lines We would
appreciate as specific a response as possible concerning (a) the present
and prospective use of instruments limiting the demand or availabilaty
of credits and (b) the likely timing of any change in policy (e g ,
following signature of the Agreed Minute, the conclusion of the
bilateral agreement, etc ) If possible, we would appreciate having
from you an assessment of the prospective demand for cover for British
exports to Mexico

To provide background on our analysis, we would appreciate
your providing us data on the stock of disbursed officially supported
export credits to Mexico--principal only--as of end-1986, end-1987, and
end-1988 (or the most recent date available) This request refers to
both direct and guaranteed credits with, 1f possible, a breakdown for
public and private debtors We would also appreciate information on the
current pipeline of undisbursed commitments--principal only--and any
possible indications as to the likely rate of disbursement

We would greatly appreciate receiving your reply by
May 15, 1989 Please contact Mr Brau or Mr Johnson of this department
1f you or your authorities need further information or clarification

I have also addressed this memorandum to the Executive
Directors of some of the other G-10 countries
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PRESENTATION TO THE BANKS W \;/

Draft #3
April 24, 1989

The Letter of Intent submitted by the Mexican
government to the IMF sets forth the following
objectives for the Mexican economy

A. GDP growth of 6% by 1993;
B Consolidation of price stability, and

C. Gradual increase 1n real wages and per capita
consumption.

In order to obtain these objectives, net external
transfers must be reduced to less than 2% of GDP.

A reduction of this magnitude can be achieved only
through an agreement with Mexico's creditor banks.
To this end, Mexico is presenting to the banks a set
of alternatives designed to respond to their
individual requirements.

The debt universe included in the proposal 1is
limited to public restructured debt and the 1983,
1984 and 1987 new money packages, totalling
approximately $54 5 billaon Each bank will be free
to elect how to allocate its existing portfolio
among one or more of the restructuring
alternatives To guarantee the success of the
Mexican economic program and to assure a fair
sharing of the burden among the banks, each bank
will be required to commit 100 percent of 1its
holdings of the covered debt to one or more of the
alternataves

The menu of alternatives 1s the following

A. A reduction of the interest rate to a fixed rate
of 4%;

B. A 55% principal reduction bearing market
interest rates,

C. 80% interest payment capitalization during each
of the next six years (with interest on the
amounts capitalized to accrue at LIBOR flat), and

D A s1x-year new money facility in an amount each
year equal to the amount of interest that would
otherwise be capitalized under alternative C
(the new money to bear interest at LIBOR flat)
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Table 1 on the data sheet previously distributed
presents projections of Mexico's current account and
real GDP growth for the years 1989-1994. These
projections were included in the Letter of Intent
submitted by the Mexican government to the IMF, and
have been accepted by the management of the IMF
They assume no debt reduction agreement with the
creditor banks. What stands out most distinctly is
the magnitude of the current account deficits and
the sources of those deficits. While the
non-interest component shows a considerable surplus,
the increase in interest payments casts doubts on
the long-term viability of the Mexican economy It
is therefore indispensible that Mexico reach a debt
relief agreement with its creditor banks as soon as
possible

The impact of the different net transfer reduction
alternatives is shown in table 2 of the data sheet
Several comments are in order

A Net external transfers of less than 2 percent of
GDP are achieved under the interest capitaliza-
tion and new money alternatives. However,
because there is no debt reduction, there would
be a significant increase in the level of future
debt service payments. Moreover, excessive
reliance on new money packages and/or interest
capitalization would result in a significant
rise 1n amortization payments following the
expiration of the grace periods in the
mid-1990's.

B Even though the debt stock and interest rate
reduction alternatives do not lead to external
net transfers of less than 2 percent of GDP, we
are confident that related externalities (for
example, increased private capital flows) will
make up the shortfall

C Adoption of the interest rate reduction
alternative would reduce the interest payment
component of the current account deficit and
(because the new rate would be fixed) eliminate
our interest rate risk exposure This would
significantly increase macroeconomic stability
Similarly, the impact of principal reduction on
interest payments under the principal reduction
alternative and the implied elimination of the
debt overhang would have positive effects on the
current account and i1nvestors' confidence
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The four alternatives are roughly equivalent on a
risk adjusted present value basis. The comparative
value of the several alternatives to each bank will
depend on each bank's discount rate, the amount of
guaranties and collateral allocated to each
alternative and each bank's legal, accounting,
financial and tax situation.

The amount and timing of the quaranties and
collateral that will be available to enhance the
value of the restructured debt is uncertain This
uncertainty 1s unlikely to disappear in the short
term We should nonetheless try to work out a deal
that can be presented, as the banks' position, to
the relevant governments and multi-lateral
institutions. It should be kept in mind, however,
that the resources available to Mexico will be
limited and that these resources can be used only to
facilitate debt service and debt stock reduction.
More generally, it should not be forgotten that the
best credit enhancement is a reduction of Mexico's
debt overhang to a level consistent with the
servicing capability of the economy.

Mexico is willing to be flexible in the
implementation of the deal, and we expect sug-
gestions from this committee to make the package as
attractive as possible Our only limitation is that
we have to be certain that a multi-year reduction of
net external transfers to the required levels is
achieved. As we have told you repeatedly, urgency
cannot be underestimated. We understand the
complexity of the package and are willing to devote
all the resources required to accomplish our mutual
objectives



Table 1
MEX]ICO
CURRENT ACCOUNT AND REAL GDP GROWTH PROJECTIONS
(brllions of dollars)
1989 1990 1991 1992 1993 1994

GOP Growth 15% 3 5% 4 5% 5 5% 6 0% 6 0%

Current Account -63 60 -6 4 -69 =75 -81
Non-Interest 43 51 53 53 54 S 4
Interest Payments 10 6 -111 117 12 2 -12 9 135

Non Bank Net Public Sector Financing

Multilaterals 10 09 09 10 10 11

Bilaterals & Suppliers 17 10 06 05 08

IMF 06 00 0o -0 6 00 00
Table 2

NET EXTERNAL TRANSFERS UNDER DIFFERENT ALTERNATIVES
(mllions of dollars)

1989 1990 1991 1992 1993 1994

Interest Capitalization

- Net Transfers (3 872) (4 375) (4,569) (4,222) (3 438) (3,416)

- X GOP 193X -202X -193% -162% -1 20% 1 08%

- Comm Bank Net Financing 6,528 5,125 5,531 5,978 6,462 6,984
New Money

= Net Transfers (3,900) (4,500) (4,600) (4,200) (3,400) (3,400)

- % coP -1 94% -208% -19% -161% -118% 107%

- Comm Bank Net Financing 4 500 5,000 5,500 6,000 6,500 7,000

Rate Reduction

~ Net Transfers (6 918) (5,299) (5,442) (5,065) (4,282) (4,262)
- % GOP 2 45% 2 45% 2 29% 194X -1 49% 1 35%
- Comm Bank Contribution 3,267 3 539 3,539 3,539 3,539 3,539

Principal Reduction
- Net Transfers (5,190) (5,694) (5,837) (5,459) (4,676) (4,65T)
- %X GOP -2 58% -2 63X -2 46% -2 09% 163% -147%
- Comm Bank Contribution 2,995 3,145 3,145 3,145 3,145 3,145

Assumptions

Principal 54 500

Reduced Interest Rate 4 00%

New Debt (as X of old) 45 00%

Interest Capitalization /

New Money 80 00X annually for 6 yrs
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Office Memorandum

<
TO The Acting Managing Director DATE April 20, 1989

7
FROM ST Beza%

SUBJFCT Mexico

e

The attached memorandum prepared by Mr Bonvicini summarizes
the main points discussed yesterday in New York between the staff and

representatives of commercial banks on the Mexican program

cc  The Managing Director (o/r)
Mr H Simpson



¥ Office Memorandum

April 20, 1989

MEMORANDUM FOR FILES

SUBJECT Mexico--Meeting with Commercial Banks

On April 19, 1989, Messrs. Loser and Bonvicini travelled to
New York to make a presentation of the Mexican program to the commercial
banks' Advisory Group and representatives of other banks and other
organizations Mr. Steckhan (IBRD) also attended the meeting

Following a presentation by Messrs. Loser and Steckhan of the
Mexican program and forms of Fund and Bank support, commercial bank
representatives raised a number of questions on technical aspects of the
program as well as on the amounts and timing of bank financing.

With regard to the technical features of the program,
questions dealt mostly with exchange rate and interest rate policies,
and import growth assumptions incorporated in the program, as well as
the nature of the adjustment mechanism for variations in oil prices and
external interest rates. On the latter issue, Mr Loser emphasized that
the adjustment mechanism incorporated in the current program does not
involve contingencies with regard to Fund or commercial bank financing,
as had been the case In the past He also noted that Mexico has not
requested activation of the External Contingency Mechanism.

Questions were also raised with respect to the level of
foreign direct investment and debt-equity swaps assumed in the program,
and the view of Bank and Fund staff on the effects of debt-equity swap
operations on the Mexican econony Mr Loser provided informatiom on
amounts of foreign investment assumed in the program and added that,
regardless of the view that the Fund staff may have on debt-equity
swaps, this matter would have to be negotlated between Mexico and the
banks as part of the overall financing package to be agreed. The
program, he said, does not include explicitly any type of debt/debt
service reduction mechanism as these are still to be negotiated
Mr Steckhan added that the matter of debt-equity swaps could only be
dealt with effectively with IBRD and Fund staff in Washington

With regard to financing by the Fund and Bank, most questions
centered on the possible amount and operational modality of
set—asides Both Mr Loser and Mr Steckan pointed out that the
mechanism of set-asides will have to be discussed by the Fund and Bank
Executive Boards before decisions are firmed up in this area, a view on
the set-asides might be expected within a month or so There was
concern on the part of the representative of the Bank of Montreal as to
what he perceived as uncertainties regarding Fund and Bank participation
in the financing package. Mr Loser responded that there was indeed a




major commitment by Fund management, which had indicated to the
Executive Board its support for Mexico's request for an EFF, and the
Bank was finalizing negotiations on the three structural loams referred
to by Mr. Steckhan. In answering related questions, Mr. Loser said that
the program may be discussed by the Fund's Board in early or mid-June,
and the expected increase in Fund exposure to Mexico at the end of the
three-year period would be 28 percent (including a possible drawing
under the CCFF)

Several bank representatives expressed concerns on the need
for banks to provide interim financing to Mexico during the period of
the negotiations because of the cash flow situation. Most questioned
the rationale of bridge financing in the context of negotiations which
would include debt or debt-service reduction. The general mood seemed
to suggest great reluctance with regard to any type of formal temporary
financing mechanisms.

Jorge Bonvicini
Division Chief
WHD/Mexico/Latin Caribbean Div

cc Mr Beza

Mr loser
Mr Brau
Mr Watson
Mr Dooley

Mr Sarr



IMF OFFICIAL MESSAGE =~ '8 | 1or sorrrow excerr

WASHINGTON, D. C. 20431 Q L\_, WHEN ALIGNING INTO LINE 23

ﬁ O
ia_iM[R. HUGH SIMPSON >

( F ) MARK XX FOR CODE
( ) CODE

21| HONGQIAQO STATE GUEST HOUSE

20| SHANGHAI

START ADDRESS IN THE BOX

19/ PEOPLES REPUBLIC OF CHINA DISTRIBUTION
WéD

18 H—TYPE OF ARRANGEMENT FOR MEXICO: EXTENDED ARRANGEMENT

FOR THREE YEARS FOR A TOTAL OF SDR 2.8 BILLION (ABOUT 3.6 |N

~

|
i

BILLION U.S. DOLLARS), THE EQUIVALENT OF 240 PERCENT OF 0

|

QUOTA. MEXICANS MAY EVENTUALLY REQUEST A FOURTH YEAR. T

START TEXT HERE
& >

|
|

[;

--PUBLICITY: THE MEXICAN AUTHORITIES MADE THE LETTER OF
13| INTENT AVAILABLE TO THE PUBLIC ON TUESDAY, APRIL 11, WITH
12| GENERALLY FAVORABLE REACTIONS ON THE PART OF THE LOCAL
PRESS. THE TECHNICAL MEMORANDUM HAS NOT BEEN PUBLISHED.

10| ==-MAIN FEATURES: THE AUTHORITIES ARE SEEKING TO IMPLEMENT
o| A MEDIUM TERM GROWTH-ORIENTED STRATEGY. THE PROGRAM IS =
BASED ON THE FOLLOWING PRINCIPLES: 1. PROGRAM WILL
RESTORE ECONOMIC GROWTH, CONSOLIDATE THE GAINS ON

6| INFLATION AND ALLOW FOR A GRADUAL RECOVERY OF REAL WAGES
5/ IN LINE WITH PRODUCTIVITY. 2. THE PROGRAM ENCOMPASSES
4| CONTROL OVER DEMAND, ENVISAGES INCREASES IN DOMESTIC

3| SAVINGS, AND CONTAINS STRUCTURAL POLICIES AIMED AT

2| IMPROVING ECONOMIC EFFICIENCY. 3. THE PROGRAM SEEKS A |

IF
REQUIRED
INITIAL
BELOW

' | REDUCTION OF THE STOCK OF DEBT AND DEBT-SERVICE PAYMENTS,
l SPECIAL INSTRUCTIONS T _TEXT MUST END HERE __T -

30024

c TELEX NO.:

DRAFTED BY C. LOSER 8373 . WHD 04-17-89

) NAME (TYPE) EXT EPT DATE

AUTHORIZED BY o 7 AUTHORIZED BY
E NAME (TYPE) T BEZA NAME (TYPE) ( )
TYPE %% ON LAST OR ONLY PAGE OF MESSAGE ———

Log

=)

AL A7)
SE(‘: 48 REV 1
1-18-82 G
. 7 & =

cienATI W il R G 1A, SR e AR S e » 3 | ST P




IMF OFFICIAL MESSAGE

WASHINGTON, D. C. 20431

DO NOT SOFT ROLL EXCEPT

WHEN ALIGNING INTO LINE 23

START ADDRESS IN THE BOX

|

|

o

\

START TEXT HERE

|z

J

IF
REQUIRED
INITIAL
BELOW

ra

~

(=]

SEC. 48 REV 1
11-18-82

G

MARK XX FOR CODE i
& (_____)CODE é
o i
DISTRIBUTION
E?HEE THE AVAILABILITY OF ADEQUATE FINANCING ON A MULTIYEAR jgi;
BASIS. Nh
-=STRUCTURAL REFORMS: COVERS IMPROVEMENTS OF TAX SYSTEM, 0_
DIVESTITURE, RESTRUCTURING AND MODERNIZATION OF STATE T_
ENTERPRISES, FINANCIAL SECTOR REFORMS TO IMPROVE THE |
EFFICIENCY OF THE BANKING S}STEM AND TO FREE INTEREST -
RATES, CREATION OF CONDITIONS FOR INCREASED DIRECT FOREIGN i
INVESTMENT, AND COMPLETION OF MAJOR TRADE LIBERALIZATION. il
--MACROECONOMIC OBJECTIVES: INFLATION WOULD DECLINE FROM e
52 PERCENT DURING 1988 TO 18 PERCENT DURING 1989 AND FALL gt
| TO INTERNATIONAL LEVELS SUBSEQUENTLY. REAL GDP WILL B
INCREASE BY 1.5 PERCENT IN 1989 AND GROW TO 5 1/2 PERCENT B é
BY 1992. GROSS DOMESTIC INVESTMENT WOULD INCREASE BY 6 B
PERCENTAGE POINTS OF GDP FROM 1988 TO 1992 AND DOMESTIC H_
SAVINGS WOULD INCREASE BY 5 1/2 POINTS. EXTERNAL CURRENT EM
ACCOUNT DEFICIT WOULD BE AROUND 2 PERCENT OF GDP. NET R_
RESOURCE TRANSFER [EXPORTS OF GOODS AND NONFACTOR E_
SERVICES] WOULD BE SOME 2 PERCENT OF GDP COMPARED WITH 6 |
SPECIAL INSTRUCTIONS £ TEXT MusT END HERE __T
TELEX NO.: = e
zi:/IFgFTDY:g) e EXT.: DEPT.: DATE:
AUTHORIZED BY AUTHORIZED BY
NAME (TYPE) NAME (TYPE) ( )

Log

TYPE %% ON LAST OR ONLY PAGE OF MESSAGE ———

CINNATHIDE M EAAFr L EER CIARMATIIAE 1M ANAAC AL AVAIEAL ~IANATHIDE




IMF OFFICIAL MESSAGE

WASHINGTON D C 20431

DO NOT SOFT ROLL EXCEPT
WHEN ALIGNING INTO LINE 23

23] PAGE 3

21

START ADDRESS IN THE BOX

~

=2

|

(4]

|

START TEXT HERE

-
»

~

13

12/ ACHIEVE THE GROWTH OBJECTIVES,

iF
REQUIRED
INITIAL
BELOW

l 2

MARK XX FOR CODE
( ) CODE

__3EERCENT OF GDP IN 1983-88

--BALANCE OF PAYMENTS AND FINANCING THE EXTERNAL CURRENT

ACCOUNT DEFICIT WILL BE ABOUT US DOLLARS 4 1/2 BILLION ON

AVERAGE, WITH FINANCING BY FUND, IBRD, OFFICIAL AGENCIES

CINCLUDING A REQUEST FOR RESTRUCTURING WITH THE PARIS
CLUB], AND FINANCING FROM COMMERCIAL BANKS. IN ORDER TO
DEBT REDUCTION OPERATIONS
WOULD BE A SIGNIFICANT COMPONENT OF THE FINANCING PACKAGE
WITH COMMERCIAL BANKS

1. PSBR WILL

--POLICIES FOR 1989. FISCAL POLICIES

IMPROVE BY é PERCENTAGE POINTS OF GDP, THE OPERATIONAL

DEFICIT WILL IMPROVE BY 1 1/2 PERCENTAGE POINTS AND THE

PRIMARY SURPLUS WILL IMPROVE BY ABOUT 1 1/2 PERCENTAGE

POINTS. 2 MONETARY POLICY CONSISTENT WITH INFLATION,

GROWTH AND BALANCE OF PAYMENTS OBJECTIVES 3 EXCHANGE

RATE POLICY TO PRESERVE BALANCE OF PAYMENTS AND STABILI-

ZATION OBJECTIVES AND EXTERNAL COMPETITIVENESS.

--SPECIAL FEATURES CPART OF THE UNPUBLISHED TECHNICAL

£DISTRIBUTION

SPECIAL INSTRUCTIONS ¥ TEXT MusT END HERE __7

SEC 48 REV 1
11 18-82 G

TELEX NO

DRAFTED BY

NAME (TYPE) EXT DEPT

AUTHORIZED BY
NAME (TYPE)

AUTHORIZED BY
NAME (TYPE)

DATE

( )

Log

TYPE %% ON LAST OR ONLY PAGE OF MESSAGE ———

— e AT DE__




IMF OFFICIAL MESSAGE

WASHINGTON D C 20431

DO NOT SOFT ROLL EXCEPT
WHEN ALIGNING INTO LINE 23

' 2| HAGE 4

re

21

20

19

START ADDRESS IN THE BOX

-
-]

-
~

Iz

—
o

START TEXT HERE

2

~

E

)

IF —
REQUIRED

INITIAL
BELOW

l 4

11 TIME OF APPROVAL,

ﬁE_MORANDUM OF UNDERSTANDING] PROJECTION BASED ON OIL PRICE
OF 12 US DOLLARS A BARREL AND LIBOR OF 10 5 PERCENT

BEYOND AN UPPER BAND [EQUIVALENT TO 2 US DOLLARS A BARREL]
ALL RESOURCES WILL BE STERILIZED, AND WILL BE REFLECTED IN

HIGHER RESERVES. SAME IS TRUE FOR LOWER PRICES UP TO A

LIMIT DETERMINED BY A MINIMUM VIABLE LEVEL OF RESERVES.
--POSSIBLE QUESTIONS NATURE OF FINANCING ASSURANCES AT
INTERIM FINANCING WHILE PACKAGE IS BEING
PUT IN PLACE AND NEEDED CONTRIBUTION BY COMMERCIAL BANKS
TO PACKAGE, INCLUDING DEBT REDUCTION. IN OUR MEETING HERE
WITH JOURNALISTS WE ADVISED THEM NOT TO SPECULATE ON HOW
SOME OF THESE ISSUES WOULD BE DEALT WITH, GIVEN THAT
DISCUSSIONS WITH BANKS JUST BEGINNING AND DESIRABILITY OF
NOT PREJUDGING HOW THOSE DISCUSSIONS WILL PROCEED.
REGARDS,

BEZA

INTERFUND

E

MARK XX FOR CODE
( ) CODE

£DISTHIBUTION

SPECIAL INSTRUCTIONS + TExT MmusTEND HERE__T

SEC 48 REV 1
111882

TELEX NO

DRAFTED BY

NAME (TYPE) EXT DEPT

AUTHORIZED BY
NAME (TYPE)

AUTHORIZED BY
NAME (TYPE)

DATE

( k% )

Log

TYPE %% ON LAST OR ONLY PAGE OF MESSAGE ———

QUCNATIHIRE 0 C oEVEEN O/ AT DL D OE_A N N QUCNATIIRF




Office Memorandum 76

To: Mr. Beza e April 13, 1989

From: Gerhard Laske

Subject:/ Mexico - Use of Fund Credit

s

I refer to our telephone conversation this morning.

I have now checked with Mr. Williams what he said at the
informal meeting with Executive Directors on Tuesday, April 11. He
stated that Fund holdings of Mexican pesos would be 383 percent of
quota at the beginning of the arrangement. The proposed EFF
arrangement would provide access to Mexico of 240 percent of quota over
three years. Scheduled repurchases over the same three year period
amount to 197 percent of quota. Accordingly, projected Fund holdings
of Mexican pesos at the end of the EFF arrangement would be at 426
percent of quota. This, of course, implies that use of Fund credit
would be 326 percent of quota at the end of the EFF arrangement.

As use of Fund credit would be below the cumulative access
limit of 440 percent of quota at the beginning of the arrangement and
was projected to remain below that limit at the end, Mr. Williams
informed the Executive Directors that access with "exceptional
circumstances" would not be involved at any point of the arrangement.

ces Mr. Erb



* Posibilidades de 75% de una renegociacion

Hay un 75 c?or ciento de
. posibilidades de que México
" renegocie favorablemente
¢ su deuda extemna, afirmb
ayer el presidente de la Ca-
maco, José Maria Alverde,
. al sefialar que a partir de
' agosto deberiin liberarse
precios y salarios, a fin de
" evitar desabasto de alimen-
- tos y un mayor deterioro
- del poder de compra de los
- onunaeaie, sgre
ontundente, 8
¥ eungue repunte hs,mcm
. es pecesario terminar con
" el Pacto de Estpbildad y
¢ Crecimiento
i {PECE), porque & un pro-
grama ecomprimidos cme
reprima il desarrplio de las
empresas. s
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Sobre Ia renegociacidn de
ta deuda, Alverde dijo que
la Canaco confia en que se
obtendrin buenos resulta-

_dos, dado el meni de opcio-
nes que se tienen. Empero,
afadid que no debemos es-
tar esperanzados a que ha-
ya una quita al principal.
«Lo que hay que esperar
es que el Gobierno acabe

Econdmico

Ak . : SR
. Informd que la Canaco

. estudiar a mediados de ju- -

% nip 105 ajustes que hara a

(108 precion. fa’s prdug -

t os.

- Paralelamente, cqnsb&e- .
" rd que en la lucha contra el

. parcotrafico deben inves-

i ligarse casas de bolsa, ban-

v cos, lideres empresariales’
iy hasta ex pmi&emes..‘- 8

* seguimiento debe llevarse

" tiende ese dineros, subrayd.
- En conferencié de pren-

hasta donde se lava y se .

E sa, e lider de los comer-’

¢ ciantes capitalinos rechazd,
r por otra parte, la implan:

» tacién de la semana laboral .

1. de 40 horas, y dijo a quienes
¢ delinen ficaciones a la

+ Ley Federal dei Trabafo

s que «lo que se necesita &5

¢ trabajaruna horh.mis-’-_.'- o,

EFPIET

686121 "F

con los coqueteos @n cuéss

tiones de inversion extran--

jera, ya que mientras otros
palses compilen por atraer
esos capitales, nosotros
perdemos el tiempos, la-
mentb. .

Mas adelante, el presi-
dente de la Canaco dijo que
precios y salarios deben sol-
tarse, una vez terminado &l

Abril 12, 1989

TR

5P [
NI
R ™M

SR

favorable ;:

PECE ue ge corre el

riesgo'd); gesabasto y de l’.
que ¢l poder adquisitivo de
fos trabajadores se deteriors.-

re més. st
Recordd que actualme.:>:
te en el mercado hay esca- .«

sz de galletas, sa

inas y "\~

puré de {itomate, debido al .

alza de las materias pri--i-

mas. .

v - cawebAmwe =T

i

T 02IX3W 0248

Wodd



Ve

.'7
P

Formulario No. BMIFOl '

/
_!
a BANCO*MEXICO me 09273
AV, S Bt RAYO WO, 2
RO, BI WURLRO TELLTACSINIL
CoDIGO POSTAL 06059 SRUPO 273 3129990
CONTROL DE SERVICIO TELEFACSIMIL
RUNERO BC DOCUNMENTOS (IMCLUIR MOJA DS CONIROL)  ImuntRO BE TELTFONO FACSIAIL FECKA
26 HOJAS 5 (202) 623 7499 Abril 12, 1989
PARA -
W
. CTOR DE?QR;&;EET -
& WESTERN HEMISP 5 B L
= o INTERFUND , e = % =
2 ¢ WASHINGTON, D.C. i oLE S
e T g = 4 >
Z9 o &= g b <
1S g . LR OB\ =
£ . o MR. ELIOT KALTER & L oo &J -
= ™
- &3 FONDO MONETARIO INTERNACIONAL o :
= BANCO DE MEXICQ .
MEXICO, D.F.
SNSTRUCCIONES ESPECIALES DEL SOLICITANTL
PLEASE, SEND URGENTLY COPY TO MR. ROBERTO MARINO ROOM 13-101.. . ‘
(o] ' »; 1 5 .
= \
(o =] &= \ =
: PARA USO £1CLUSIVD DE LA OFICINA DE TELECOXUNICACIONES —
OBSERVACIOMES DE tA TRAXSKISIOM : ' ' : RESPONSARLE DE
- LA TRASHISION
- il s L _
l[?!lﬁf_ltll DL 1CITANYE
R
MRRL  SUBGERENCIA DE ECONOMICA INTER- . | TLLONO/HATONSION »
NACIONAL..- 518 31 12 ¢
e h _




Hoja No. 1} /
1 EXCELSIOR
v———— Abril 12, 1989

- CONVENIO DEL GOBIERNO

3w

~

MEXICANO CONEL
FONDO MONETARIO

- INTERNACIONAL (1389)

- CONSOLIDAR LA ESTABILIDAD DE PRECIOS
- PROMOVER LA RECUPERACION DEL SALARIO REA
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México DF & 11 de abril ge 1909 10 O ncuerdo al mandato constitucional o GODINA de México manten-

dr& 8 control sobre entidades piblicas estratépicas La ’
B¢ Michel Camdmaus cunda administracion de setas en 'ndoomoz .d.s:
Diractor Gerente Estado de hacer mas sficas la o cisles bhsicos
Fondo Monetario intamacional voquiera de! fortalecimiento P fa posicion Bnanciers Bel $ector PbRCG
Washington DC 20431 Por slio # Goblerho 5 ha relirado de sectores que no N priodterios
fii sutratégicon hitiehdo mis Wectva su particpaaion sn dressque s |
Estimado §r Camdeasus foson Da acuerdo & 16 ya anungisdo ¥ proceso 8¢
! Batrutturacion y Be antidades pGblicas habrd de continuar
1 Durante los ultimps afos ol Gobierno de México ha venido aphicando en o mediano piazo
O Barros 1og dmoaiiinmacraeconoinioo y cAMmbio estructural dirk (1 " H PR mencionar que se han

financipro convient
" \corregir los desoquilibrios Mmacroeconomicos ¥ & ¢himinar distorsio-
g‘g_)ﬁw ob’c?acullnmﬂ crecimiento del pals Las siguienios son aigy- :m:do) wmw(m#mm

nas de las medidaz de polilica econémica mas importantes rgos y Lasas Oe interée fiexibies) Hacls fines oo

%) & balance primario del sector pubico (conspondienie o og Ingre-  ETETO8 T ACOPACINE bla y 80 clron ek uercs brantie
205 totales del sector publico manos of flaio plbioo excluyendo intre. T o8 318 Teglamentacion bradicional y con tasas y plazos fiexi
86s) y que por varias décadas fue defi a "fm un superivit bies 38 ampli considerablemante £n noviembre de ase Ao @) Bance Ge
lance primario ascendi6 & 14 puntos oel PIB En ebte periodo ant la res- Puso sobre éstas un costicknte de liquidez de 810,20 por a o in
Triccion de recursos externce & internos o gasto publico excluyendo o vertido en papst gubstnamentat o depdaitos en ® Banco mxico Esta
figo de intereses disminuy %’&'&WM'&?' Al pmuam SCCION permitid un aUMento significativo eh & Mujo de recyreos al

ramética caida en Jos pr { messs

cleron sustanclalmente como résultado de una reforma fiscal Integral y de ﬁiﬁ'&?ﬁ%ﬁ'&lﬁcﬂ"&mm on m,‘,';"m 1909 digtintas medidas
la correcién de los precios y taritas del sector publico [péra promaver una mayor compatencia Iritwbancaria y anire ks distintos

) Con el obyeto de aumentar | competitividad de la pianta productiva niermediarios financioros Las medidas mas importanies fusron a) la ok~
»eo ha Jlevado a cabo una iberalizacién del comercio sxtenor del pals que Iinacion de oontroles & los piazos y a (as tasss 3¢ 108 Instrutentos tra-
ha resuitado en Ia transformacian de una economia altaments protegida dicionales y b) la sustitucidn el rbgimen de SNCAje WGa! para instrumen
&N Una economia abidrta En 1982 practicamente 100as las importiaciones 1oz bancaros tradicionsles por tes Ua SQuider simiares a kg de
estaban sujstas 8 barreras no arancelariass £n ia ad menos del 20 1as steptaciones bancarias £
por ciento del valor de {as importaciones esté sujeio a Rlgun tpo oe res- 12 Las recientes madidas a8 por fas autoridades mexicanas 20n
Wricoién cuantitativa Al mismo tismpo o8 eranceles 88 han roducido pane de una reforma integral del sistema financiero En esia hateria iad
drasticamento desds un miximo de 100 por Clenio en 1982 a 20 por gien- disposiciones das hnanciamiento o:)l‘zmodo de jos bangos Ml sactor g:bn
10 actuaimente £0 8 través del encajs legm, han resmplazaias por ja

cECononaoeumpﬂrelmammquMIﬂhﬂMﬂm T9cta Uo valores entre o pidlico por medio de operacionas te mercado
96! Estado en las Greas esiratégicas y prioritarias y en 18 provisidn de ser Ablento Eetas aociones 8a complementarn con rélormas imgortantes di-
vicios sociales aesde 1083 entrd en accion un rawa de desincorpo- rigilas & brindar a 108 inversionistan una proteccidn mas adecuada @l
racion de entidades y Drganismos como parie de Nlorma estructural hempt que maejoran s eficiencia del marcado promusven la compatividad
dal soctor publico Elio ha fortalecido considerablements ta posicién 6- Internacional de ias institucionss Yingncieras y fomentan ol ahorro y la in
nanciera de este sector £n 1982 el sector publico Mxmnwnm version Seguirk la supervision cuidadoss d¢ las m 90 crédito
o0 distintas Areas de la uctivided econdmica & través o8 Y 155 en 4o los bancos de dusarrolio y G los fideicomisos jos de fomento En
de! Estado En los ulimos afios ef Gobierne ha vendido fusionado fiqui- tiraas de alta prioridad social continuard ef sistema de tasas preferencia
dado o translerido a los gobiernos locales cast 750 snhdades En eata los a usuarios de crédito Habra cambios sstructurales pera aumentar la
érea las autoridades mexicanas han actusds con wstricto ajego a fos eficioncia de ia banca de desarrolio y para buscar une mayor
Principios establecidos &n a Conshitucién y en las leyes corresponduntes Aoriedad de sus funciones con 1as ¢ la banca comarcisl, convi
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dicans as hoy mas competitva y AN Mayor CADASIdad exportado-
s+ I Por otro Jado enmimng:rmmmoomm s de
resarvas intemacionales ha permanecido sonstante medida en adiaree
cornantes 10 que Iimphos unae caida significativa en WNINGs resles
3 8in embargo la actvidad soondmica ssth setancada Durante los pa-
sados slete afon i crecimisnto promedio de 'a economis mexicana hs g~
do cercano a cere El ingreso por y los salarics reales han caldo
significativamente Ei estancamiento de ia astividad scondmice ! ae la -
Versitn rofie)d en gran medida ¢! deterioro de lop Mrminos de Cambio
a! mismo hempo que B! acceso 8l tinanciamignto Xtemo 30 redujo dris-
tice~nte Durante los pasados sels afod ios thrminos te intercambio de
M{  han caldo més de 35 por clento Esta baja Iimplica una reduoeon
nckmumu o0 108 ingrasos de sproximadaments 40 mil miflonas de Oois-
%6 La persistencia © altao tasas de interés reales on 108 MIrEados inter-
Nacionales represontz una carga importante aobre Ia economia
19331883 las ransterencias natas 0 recursos & México fjue habian
do histdbncamente goutwu pasaron a 38 négativas sn 6 por ciartio
1B an promedic E! axceso de douds ha MO un Thina B incerti-
dumbre macroscondnica que ha inhibido 1a INversién y ha sjardiio una
gran Preaitn sobre 106 mercados IMANcisros ntemas
Las autondades mexicanas considersn que ias polltcas macroscond-
micas y de cambio ssiructural adoptadas en fos afios anteriores han con-
tribuido a reestablecer ias condiciones internay raqueridas pa
un crecimiento econdmico wostenido Sin embargo para

g
i

% stimmar ol endsudamisnto sn exceso ds Ja cidad ¢¢ pago

Ei disefio de una estrategih de mediano piare, 1ada &l cracimisnto
VOONOGMICO requiare 1a persistancia de polibcas macr ade-
Cuadas pars consohanar wl asfuerze de mb“melonW o
las medidas de cambio estructural para fomantar la y ia compe-
titividad 1a reduccion del monto de ia deuda y de ks del servicio
deo ta misma ¥ 1» disponibiiiiad de recursos financieros det sxterior Bn for

con estabihdad de precios para ol perodo 1086-1964 En apoyo
ootmo?u México sohclta utilizar recutsos Bna o8 dol
tario inlernacional por &l equivaisnte de 2 707.2 millones 0% Devachos Es-
pecialeq de Giro (aproximadaments 3 635 millones de adisres) medianty
unh acuerco bajo ¢l Sarvicio de Financiamianto thoo POr un
de tres afios En su oportunidad o Gobierno de
necesano sohcitard la posible extensidn del scuerdo a un cusrio ato
7 Lu satcatogia scondmice de medano plazo ya anunciada esth basads
en fos siguianies principios

&) E/ programa busca reestablecer ef crecimienio econdmico consol-
ﬁ" ia o:ltabnmd o precios y promover ia recuperacion gragusl gel as-

no rea

b} Para jograr sstos obyetivos ol Programs se ha disefiado on un hor-
xonie 09 mediano plazo  qus incluye medidas de mansjo de domanda
Mgrogada sstuorzos pars NCrementar of shorro publico y privado sl to-
mo politicas de cambio estructural neceasrias PAra promaver
acondmica Estas acciones permitirdn fomentar la inversidn productiva en
ia economla y recobrar @ crecimisnto de! consumo interno

€) E! programa econtmico de Méxioo se disefid en el CoOntexto oe una
feduocion significabva de ia transtersncia ds fecursos & exterior de una

Crapdones
axternos conducentes & una reduccion inmadiata y sustancial de }a deu-
de externa Esto sentara Ins bases para una solucion definibva sl probile-
ma de Ia deuda externa de! pals a lo vez que propiciarh durante los peo-
Umos afos Nujos hinencieros congrusnies con ias metas de crecimiento
acondmico o8 México
8 México ha apiicado politicas de cambio estructural on smprosas oel
sector publico Bn estricto apego a loa lineamientos sstablecidos en ia
Constitucidn En Jos sectores financiero y comercial tambidn se han res-

izado retormas importantes l2s quo se consolidardn en afos venide-
‘08 COMQ Be Oesctibs mis macm tos
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chants corrienty SN UDY 1Y el Seevicio de ia
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fiscal iniciaca an 1987 y QuE Na MO0 ys
;o En o mediand Plare W reforma Selebros

scthcamente aphcata sicanzard una mayor solider Los
gpﬂumu orma 8oh i promocion mywmmﬂb:
mmmumorgmumommmmmmum““
' fomanto de ia cOmpatitividad SXCNA & través o ia
ma impoaltivo inthmo ia promotiin el shorrd intrno ¥ 8l MEOramien-
! 10 Oe In Giatribucibn del ingreso Estas Medidas estén 8 incrs.
mummrmﬂmmh?.tmmm?ﬂnﬂ b

O la bass graval mpuseto Bolwe et mpre-
::n:.pau tlgmn) an como da ta simplificacion (]

Que gabe redundar en una considerable mejors de ta eficiencis wn s re-
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mmmbﬁnﬁdﬂm ope-
Tacional El asfuerzo liscal junto ton Ins medidng mocmn:luy Cambiariss
contempladas serg congruente con la TACUPSTRCION pracdusl de ja inver

{ooo la produccion asi como con una menor In y ® fortuleci-

de Ixs ao?rvn inhmm?nl!:s

politica de ingresos y gastos del sacior pibheo stk orientads a
mplir con los obretrvos presupuestales nmobmmwdmouh
! mmomwp:cmh;anlpgml:r{g rnmm‘rw del 18
! rosc " 0 By un

72U barril de petrdlec de 10 ddiares an 1 sorh
v U )i expeciativa actual de que ! precio
' . adlares por barrll Como resultado del estuerzo fisca

lidad adecuada deo financiamienio extems as a

la tasa nominal como Ia tass real de lerés diminuyan gumm ol

Por consiguiente el osticit oparacional bajaré a 2.5 por clento
. hientras Que tos requorimientos financieros det SaCior

.

pubhico deacande-
Pasar e oerca 9o 13 por ciento en 1983 a

g_

Mmpustos a
Que 84 dio an & programa de hiberali
1085 con of propelly ao sy (0700 8 2 e
. con ol oo to de amphay Ia
E simplificar imentos para ol mb 00 155 ODRGRAOIONES
¥ foQrar una ggtructura simiar & 1 0@ los principales
Q0 México Eneste afio fa tasa del Impussto
828 disminuy6 de 35 2 @ 37 por clento Con |
de ta tiscal de 1987 la nueva
4 £iones fiacales ya esik vigentse £ Congréso
; tibutarias importantes para ol afo hiscal de 1609 #) modifich
g to fiscal a ko3 dividendos con ol
' TOvie la reinveridn de ulihdades o m

Qados por as mﬂ.‘
b} mog ishemy
inversion para estimuler {a dlso)entrauuddn de

wuCa &) introdujo un impoesto minimo del 2 POr Cianto sobre
Oe las empresas (ssta mecida intenta reducy in ovasion fiscal y
& carga | do las empresas al corriente en sus obiigaciones fiscates
t Oebudoa duxommlmmlounmwm::mmn
+ impuesio In Renta) djraduip e 128 6 &l nUMaro de setraios
mwa ofoctos del pago del impuesta Sobre ta Renta de tas
. &demas de que dismmuyd lag tasas inales, y ¢) redujo
persidn de los aranceles wncrementands (a tarila mirima para
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Avalara reducciones en el saldo
Y ¢l servicio de nuestra deuda

* 9 Se liogd & Un acverdo que durark fres £fios y que puade
uno mis @ Garantiza recursos financieros por un total de 4,135
millones de dlisres @ Ofvecen las mexicanas, a csmblo, ol
Sctusl programa orientado 8 la recuperatibn del trecimiento
sconbmico sostenido, basado en ¢ saneamiento te fas finanzas
icas y b aperturs comereaal @ Tanto ol Presupuesto de Egresos de
Federation como 1a Ley de Ingresos para & afio en curso son &

contenido de ta carta de intencain Podro Aspe §

i Por ENRIQUE ARANDA PEDROZA
Wepartars da £L UNIVERSAL

México concretd ayer un acuerdo de amo a su estra
tegia econdmica de mediano plazo con e FMI —valido por
un periodo de tres aftos ble por uno mas & sa
heitud del pais— que constituye un * endoso ' det orga
nismo hacia el programa de crecimiento con estabilidad

‘de preclos de la presente administracidn y que, por otra
parte garantiza recursos financieros por un tota! de
& 135 millones de dblares y su aval para que ! pais ne
Eocie con acreedores oficiales —gobiernos~ y la banca
privada mundial reducciones en ol saldo y servicio de su
Mdeuda externa
A cambio en una nueva canta de Intencidn remitida el
Junes ultime al direclor gerente del Fondo Monetano In
vternacional Miche! Camdessus, 1as autoridades mexi
canas olrecieron su actusl programa onentado a recu-
perar un crecimiento econémico sostenido —con tasas
del 6% anual para fines de sexenio—, con base en un

« proceso creciente de saneamiento de {as finanzas pabl

£as y ia apertura comercial
Merced a una ardua negociacidn con las autondades
del organismo, establecid ayer el secretario de Hacienda y
Crédito Publico doctor Pedro Aspe Armelia se consiguid
20 ApOYO B UN  genuino programa de cracimento, qué re
f,-dundaré en una recuperacion gradual y sostenida da los
miveles de wida de la poblacion
No s¢ trata de un programa recesivo de hecho, agregd
tanto e) Presupuesto de Egresos de la Federacibn como Ip
Ley de Ingresos aprobada por & Congreso para ef afo en

t €Urso se han transformado en el oontenlo mismo de la
carta de intenclon «

1 St bien se rabfican las metas hscales ado al inl
cio del presente afio y que *no se considera Ia adopeidn
de medidds adicionales ' es claro que debe continuar ¢!

['#stuerzo de disciplina orden y concertacidn, informé el
funclonario

E! acuerdo suscrito con el FMI indicé, reconoge ple
namente los efectos adversos del endeudamiento extarno

} excesivoy. Apoya las iniciativas gue hatd @) Gotemo ma-

t Xicano en matens de reduccion de deuda y de su servicio

i & la banch comercial ' as! como la necesidad de abatir of
monto de {as transferencias de recursos que ascendjeron
a G%Idel_E’IB en los yitimos ahos a menos dal 2% dal PIB
anua

1 Durante una reunt6n en la que dio a conocer K por
menores del convenio y el contenido de la carta de inten

L €ion enviada al organismo Aspe Armella informa que en

1 los préxumos dias se buscara concluir las negociaciones
con el Banco Mundial para obtener créditos por un total

f de 1500 milones de dolares en apoyo de los programas
de reforma estructural de! Gobierno que serlan adicio
nalefs 8 los recursos destinados a finantiar proyectos es
pociticos

Asimismo establecid, en los préximos dias se iniciardn
platicas con el Club de Paris con el fin de reestructurar
adeudos con acreedores oficiales y a principios de la pré-
®ima semana se presentard formalmente & los bancos

1 comerciales {a propuesta de México en relacitn con la
deuda bancaria consistente en las siguientes opciones
reduccién del monto de 1a deuda, reduccion del servicio
y/0 recursos adicionales asegurados por un petiodo mul
ihanua! en términos y condiciones favorables al pals

L (CONTINUA EN LA PAGINA 15§
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“Anova el FMI fa estrategia
gconomica de México

£n concreto expuso, Mé-
XIC0 convocd ya al Comité
Asesor de Bancos para una
reunin format, el 19 de
los corrigntes durante 1a
cual se les pratentarfan Jas
propuestas del pals en ma
teria de deuda externa s
‘bien es claro que tales ne.
goctaciones * serén arduas
y dificiles” dio es claro
que el apoyo del Fondo
serd un factor importante
en el curso de fas mismas

Respecto de los recursas
frescos que se negociaron
¢on &l FMI y que se éspera
recibir del Banco Mundial,
el funcionano £xpresd Que
buena parte seran utily
zados para finangiar ope
raciones de reducaion de ia
de’uda externa del pais

"EL ACUERDO
CON EL FMI

Al hacer 1a presentadisn
del acuerdo con el or a
nismo financiero multila
teral gl titular de 1a SHCP
destacd que constituye un
huevo tipo de programs
toda vez que apoya una es
trategia de crecimiento
sostenido con estabilidad
de precios, en el gque.¢! FM]

0Ce y sUscribe la ne
cesldad de incremantar el
empleo recuperar 108
vales de consumo y elevar
gradualmente ef salario
real

Et mismo programa in
dicé prevé que tonforme
3¢ avance en |a negocia
€16n de la deuda externa y
se consolide la estabilidad

105, las tasas de in
reales sobes Ia douda
interna bajar&n abriendo
margenes para of Aumento
de! gasto publico en senv:
Ci0s sociales primordiales y
en Inversién publica nace
SANA

€lio diyo parte del re
condeimiento de que e ob-
|stivo de cracimiento de (a
actividad econ6mica, pro
‘v‘octada hasta 6% del PIB
acia fines de la actusl ad
minstracién requenra de
un sumento substancial de
12 inversi6n tanto publica
como privada y del forta
lecimiento del mercado in
temno
for ko que hace a 105 re-
cUrsos que aportard o or
SO Al pafs, se espec
1ca que se trate de  finan
ciamientos directos por
parte de la institucion por
un total de 2 797 2 millo
nes de derechos especiales
de giro —equivalentes a
apﬁoximadamente 2635

un ponodo de tres afos

Se espera adicional
mente, obtener un finan
cramiento compensatorio,

para este mismo afio dal
orden de 500 miliones de
délares

A su vez mer al
MISMo acuardo as c:r% el
doctor Aspe Armelia el
Fondo facilitars Ja obten
¢10n de recursos substan
Liales adicionales de fuen
tes oficiales —tanto bilate
rales como multilaterales -
Y reestructurar nuestro an
daudamuento con
acravdores oficiales g ru
Pados en ol liamado éub
de Parls, “manteniendo
 abierto ol financiamiento
10# esta fuente pPara nues

I 'tgs OPeraciones comercia
l 5 ’

De manera concreta 1a
rearta de intencidon firmada
gor el propio doctor Aspe
rmella, ¥ por a! director
ﬂeneral | Banco de Mé
xico, Miguel Mancera
Aguayo define las metas
e cardcter magroecond
Mo piara & aho sn curso
Asi establece, si tien se
habia mb!ad'o de Ql:‘eo ol su
gaftv 5¢a) primario para
989 seria dpgl 6 7% del
PIB, considerandio un pre-
tio base de 10 délares por
barril de 1a prew
BN ajustada —12 dblares
precio edip del barnd
Oe para ol afio— per
g\i!e aver u?!cl mclanto
e tal superavit se slave
hasta 7 3‘£°de! o]
En contraste y como re-
$ultado de una reduccién

o4¢ ia tasa nominal y real

de interés, o déhicit ope-
raconal bajard a 2 5% del
Producto mientras que os
requenmientos financieros
del sector publico descen
derdn en cas: seis puntos
dsl PIB 8l pasar de cerca
de 13% en 1988 a s6lo

0% este anho

En el documento 1as au
toridades nacionates se

comprometen & vigilar ef
estricto comphimiento de
las distintas disposiciones
fiscales adoptadas con el
fin de reducir {a evasion 1a
evolucién de los precios y
tanfas de sus bienes ! ser
vIC105 asf como ta dismi
nucidn det gasto publico
Que se combinarad con una
reesignacion de priorida
des, con objeto de dar ma
gg‘r_.atoncwn al gasto que
eficie a 105 grupos de

menores ingresos

Para gvaluar el avance y
cumplimiento del pro
grama, las autoridades fi
jaron el sigumente calenda
no oon 2l Fondo Monetaro
ntermacional antes de! 31
de agosto de 1989 antes
Gl 28 de febrero de 1990
y luego anuaimente gntes
de (a misma feacha en
*1991 y 1992 }
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Convertio con el FMisobre ladeuda
externa, Méxteo, pais elegible para
ayuda inmedrara, créditos frescos

PorISSE NUREL

México dio Syer un paso decisivo hacid M reestructura-
cwon de su deuda extetna, al firmar con el Fondo Moneta-
no Intemacional un convenio de tres afos Que nos perms-
tirh, con criéditos freseos reducir la transferencia neta de
recursosal exterior

Eltonvenioestablédee, fundamentaimente

1 - Convaérte a México en pais egble para recibur el
aval del FMi para la renegociacién coh In banca acreedo-
ra

S

B I 5o ST 1 aan it e aEC AL & g

noalas

~ ey g - - - v - -

24« Nos otorgd erbditos frescts pov 5,635 milkmes die db-

ll:sres ¥ le abre ja¥ phertds para otros préstamios adiciona-
3 = Relconoce gue la dendd oxtenta en sus corkhiclosies

actultles, eslesy rael crecimiento del pais, y
d.—Atepta xco de conformidad con L4 politea

econdmica de ia attual hdministracein, esta cumpliendo

con ineamientos de politica econbmica sana que le per-
mitidartetormar el caminodet crecimiénto

cuhuthhmm

Ef seéretano de Haclenda doctor Pedro Aspe al dara
ronbcer ayerel arreglo conef FMI dutanteuna conferen-
cla, afirnb que* «setrata deun convenioque constituyeun

oa la estrategih econdmicd de MEXiCos, /

Empero, asegurd «que falla mucho cairimo par reco-

tréers
Por 6trotado, afuricsd que el priximo mkm
10 iniciarh en firme la renegociacion de la la

oluci

P e AUy PN gy

y =

bancaacreedofa
El Comité Asesor de Bancos que preside Wiltam Rho-
d};s ha sidt conrvocado para reunirse en Nueva York con

negociadores mexIcanos.

«Esindudable que el apoyodel FM) serd un factor que
jugaré ennuestrofavor, peroes iguaimente crerto que &3-
tasnegociaciones serfin ardyasy dificites, Hemnosdadown
primer paso importarite pero falta mucho €3nmo por re-
correr Ciertamnente la conchusion de las negociaciones
llevars cierio hiempo y una vez que concluyan el pais o
gril enfrentande retos (ormidabless; ag y ndtecd
Gue habrd que mantener la disciplioa y & espirite de con-
cerlaciin

Durante el curso de su conterencia de prénca, of doclor
Aspe reveid que €l acterds cont 8 FMI ecomtiene smpor-
1antes elemenitos que Jo diferencisn de oiros programes
1radicionatess

e MisinformaciineniA 4]
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Firma México un convenio
de tres aiios con el FMI

Por ISSE NUREZ

Mé&xico firmé ayer un convemo de
tres afios con €l Fondo Monetano In
ternacional que convierte a nuestro
pais en el primero en convertirse &n
sclegibles para recibir ¢l apoyode la
institucion en la reestructuracion de
1a deuda externa, 10 acerca a una ne-
§octaclbn final con {a banca acree-

ora fe permite recipir de inmedia

to créditos frescos por 5 il 635 mi

flones de dblares y le abre puertas
ra otros créditos adicionales

«Se trata, dijo el doctor Pedro As-
pe, secretario de Hacienda, de un
convenio qué consutuye un endoso
meno a la estrategia econdbmica de

éxicon El aito funcionario advir
t1d, empero, «que falta mucho ca
mino por recorrers

En la parte fundamental del con
venio, €l FM] reconoce jos efectos
adversos de l& deuda externa sobre
ia economia de Méxica, y apoya ia
reduccibn substancial tanto la
deuda neta como de su Servicio

El programa lejos de ser recesivo
como otros firmados con el FMI,
apoya la estrategia mexicana de cre-
cimiento sostenido con estabihdad de
precios De hecho, el documento in
cluye los hineamientos de politica
econbmica contenidos en las leyes de
Ingresos y Epresos de la Federacion
para 1989 asi como los puntos que
constituyen el Pacto para la Estabi
fidad y e Crecimiento Econdmico
E| convenio, el tercero con el FMl en

———

los ultimos quince afios y el primero
en no estar constitwdo en candados
SINO en un programa onentado hacla
el crecimiento se firma para resli
zarse a tres afos plazo con opeibn a
un afio mis y otorga a México de in-
mediato un crédito fresco por 3 mil
635 millones de dolares, otro en el In-
mediato futuro por 500 millones, am-
bos de parte del FM1 asi como un fi-
nanciamiento adicional por 1 mil 300
millones de délares de parte del Ban-
co Mundial en los proximos dfas Es
105 recursos serdn utilizados en su
mayor ;‘;arte a operaciones de reduc
cién de la deuda y de su servicio

En el curso de una conferencia de
prensa el secretano de Hacienda did
cuenta de la firma del convenio con
el FMI y anuncid que el
miercoles 19 México imcwara en fir
me |a renegociacién de la deuda con
ta banca acreedors El Comité Ase-
sor de Bancos que preside Willlam
Rhodes, ha sido convocado para rew
nirse en Nueva York con los hegocia-
dores mexicanos

“Es mndudable, dijo el doctor Aspe,
que el apoyo del FM1 seré un factor
que jugard en nuestro favor peroes
jgualmente clerto que que estas ne

octaciones serin arduas y dificiles

emos dado un primer paso impor
tante pero falta mucho camino por
recorrer Ciertamente la concl
de las negocaciones llevard clerto
tiempo y una vez que concluyan e
pais seguirh enfrentando retos for
midables Reitero que habrd que
mantener la disciplina y el espiritu

- a——-a

de rtacion”

E‘.jioggcetor Asl)e. que se limitd a dar
cuenta de los términos del convenio y
del texto de 18 carta de intencién nge.
con la firma del propw funciona
del licenciado Mi Mancera, d
rector ral del Banco de México
se envid ayer mismo al sefior Michel
Camdessus, director gerente del
FMI, dijo que el acuerdo con el For-
do “contiete imporantes elementos
que lo diferencian de otros progra
mas tradicionales”

El prncipal de tales elementos s
que se trata de un nuevo tipo de
acuerdo que 8poya una estrategia de
crecimiento sostenido con estabill
dad de precwos EL FMI reconoce y
suscribe 1a necesidad de incremen
tar el empleo, de rar los nive
les de consumo y de elevar gradual
mente e salario real Se fijan metas
deseables yfactibles de crecimiento

*No hay medidas adicionales”
Fmtualhbe! secretano de Hacienda

or ¢ contrario, el programa prevé
que conforme se avarce en la nego-
ciackon de 1a deuda externa y se con
solide la estabildad de precios, las
tasas de interes reales sobre la deu-
da interna bajarin abriendo mér

enes para el aumento del gasto pu
gllco en servicios soclales prorita
nos y en inversidn piblica necesana
Se previene alcanzar un crecimiento
econdmico del 6 por ciento a finales
del sexento y reducir 1a inflacidn del
18 por cienio estimado para 1969, a
niveles similares con la que existe en
108 paises con los que comerciamos.

Y
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R TR T IR KL S ke
+ El Capital que se Ahorre
Podr& Invertirse Kahwap

ese e toven | Capital que Se Ahbrrie

RAS SALCEDO ‘ mexicanos en la ieestru> ?n’u‘?en?&'fiiw“&’rﬁf’ o

turacibn economics po s¢- litics fiscal cODR ente gon

Jorge Kahwag! Gastine, 74 en VAN? ¢l objetivo de p%rva el
presidente de la Canacin. La Camara Naclonal de saneamiento de fi

zas poblicas e disefio ¥ la
tra expresé ayer que 1a Industria, 08 Teanstortuh, apliescln e ung polifica
dismunucin real de trans- 'stricto® $P0VO economics bRSEGA enlnle
irrestricto” 8 las megocids copcertacién y con critepos

. ferencia de recursos al ciones €D cuestién, coNE  ge fargo lazo" @ még
" exterior que se va a ha- clentes no nada mas de 12 " {4 naclon readiers ade
v 1 frvortancia gue reviswe 1B jormng  Kahwa corftar
cer yealidad con la firma reduccién del monto de Te- fis, gn torno & 1as 1nsatu
de la Carta de Intencion cursos que anuatminte E€ giones v al Jef. del Ejdu
con €l ¥FMI “nos brinda transtieren al exteriT siN0 cutivo de forme que el Jor
un orami i ademas por Ja urgencia 98 taiecimiento de éxico gea

a panoramica maés via- recuperar el curso asceh intevral poraue VA o
o poximien ma e L aelich E s
L] t n

el dcapltgtque se ahorre O e a% 1 mayor parte de la ;Sbgc a & gnestaly d¢
. po r4 destinarse a mmver- 1a poblacion gxhortd finalments 810
t .uén productiva - - . El dirigente empresarial dos los sectores a “hacer
E] acuerdo gignado con menclond que alcanzar uné un trente comdn” cuvoiiin

tusa de crecimlento eccomé  =ea la congoltdacipn deatns
stitucién multilate- mico d) orgen del seis pot ezfuerzo  conjumtos iRl

e
‘Q- 3 '.»eir clento mnual, exige en € Que el sacrificio,hasta hov
Lyr Wlehdoni) ~ coro plase Tui ® actitud_realizado Bo sea estérl .
trap soluciones permanen-
1 tes ¥ N shlo paliativo
g B roblema de Ja deuda-
‘externa @ implita que e}
esfuerzo yeahaado pm-hk
3OVE EN LA PAGINA BARZ
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o Frentes Politicos

% E] FMI, Aval Obligado Pora que México Renegocie
* Se Madifica ef Esquema con lo Carla de Intencién
% Firme, la Poliica de Cambios; sin Alzes a Precios

AURORA BERDEJO ARVIZU

Al dar & conocer ¢! sontenido de la carta d¢ Inten-
clon firmada con ¢l Fondo Monetario Interpacional, el
- secretario de Haclenda y Crédito Piliblico, Pedro Aspe
Armella anticipé ayer en su discurso un punto que bien
valdria 12 a destacar Dijo: v v
gy mdadable que $1 sboyp det MY hers o tacfor
que jugsrd s Buestro favor Pero er igualmpots cikr
{0 que estas negociaciones serin arduas y dificiles
*(Hemos dado up primer paso importante pere falla mu-
~ho ¢amno por recorrer” {(*«; 1
HEUE BN LA PAGINA TRRINTA
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De hecho el anuncio de
firma de la carig de in
tencion con ¢l FMI se tomé
en principlo de diversas
manerhs pero puedch des
tacarse las sigulentes

1 Es ¢} aval obligado pa
1a Que México pueda proce-
der a las sigulentes etapas
de 1a actual negociacién de
)a deuda tiene ahora el apo
yo_ del FMI

2. Da lg certidumbre de
guu en las préxamas eampa
as electorales los candida
tos _gel PRI podrin inclul:
en mu oferta politica 1a rea
.2ati6n de obras concretas,
LoroD en e cas%da Marga
rita Ortega Vila, quwen
atynei6 =1 domingo pasado
en Mexeall en su postula
¢ Oy oficial, la reapertura de
doy hospitales, man ener e}
actilal nivel de las tarifas
que ge eobran por el servl
rio eléetrico & los bajacall
,urmuanos entre otras cosas.

3 El anunco de Aspe Al
mefla en el sentidy de (ﬁe
g1 @in 19 se Inplolardn lns
~ aticas con los bancos pri
vados internactonales pars
a negoclacion de ung reduc
ri6n del capital y de los in
tereses, pero que deberdn
aportAr nuevos recursos im
plicaria que dicha negocia
¢16n estd ya muy avanzada

4 anticipé el anuncio
varg eclipsar el efecto en el
requeno ahorrador en lo re
srente a lag tasas de inte
1és hancarias

5§, La gran diferencia ase
phtaron Jos expertos, con 1as
ultimas cartax de intencién
numadas con ¢ FMI y la dl
w!gﬂa ayer por el tiular
de Hadenda

uran@; ¢E segund
t riores lmplli%‘r?f%}:i‘%g’é e gﬁxlnnw

ais  gometerse al de
3 etonomia restsivd, ho e
entaron €] empleo, no {m
palsaron i8 Inversiéh pubh-
anl grivada tampoco 1a
 stabiliad econdmica y pro-
n carop 1a fuga de capitales
Con esla carta
Y 50 ifica sus
anelaimen.e aseguran y
gmoahcan ¢] retornp de ¢2
sftales ¥ la atraceidn de in
versiones extranjeras ade-
mAs de que ge pong e} acel)-
J en que este venio of
g1 treg ahos
Ahora habré que cono(;‘l’
 yespuesta de Michel Cam
director geren e del
vM1, v awen le.dingen la
nrhta%ofro %me_i Arrgella
¢ acjenda
"rgzgito m‘ﬂghco y Migué
Viarrcera Aguayo directosy
gneral del Banco de Mé

xico

,-rinml?. habré que espe
1ar el efecto qua provogue
4 los diversos sectores de
{Yob acién, & los que se an
ltfpm deede phora a dife
tercda del casp Venezuela
qué 'no habré alza generah

Thein

2ada de preciog ¥ #ervicios
de) :ectorlgﬁ

blicd, que e
mantendrs polis: ge
cambios & ips "

tuales ¥ que cues
ti6n de Ja We mar

cha aulique e se antoje
ditict] g

Por simple referencla »
pars el aosligis komparatl
vo, In sigulente @a 1a earta

de intengion firmada con e’
FMI1 en jullo de 1988 que
flrmé »l actua] embajador de
Méxs? en Waghington, Gus-
tavo e}nciou —e[l e3¢ mo-
;nentoqm d?rx:i de ln S;ICP—.

que giia & Jacques
de Latosigre, a Ju $pzon &
rector gerente del FML,

La carla dica of

“CARTA DE INTENCION
AL FONDO MONETARIO
INTERNACIONAL”

Sr director

‘1 México experimentd
severos problemas econémi
cog durante 1981 y 1982 A
finales de 1982 el Gobler
no mexicane instrumenté
un amplip programa ds
ajuste cuyos bbjetivos eran
1a restauracién de la esta
bilidad financiera as; como
un crecimiento econdmico
sosterudo Dicho programa
fue respaldade por 1a Co-
mumdad Financiera Inter
naciohal y Wi Fondo Moné
tamo Internpctonal me-
diante un Convenjo de Fa-
cilidad Ampliada que cubrié
el perfodo de 1 a 1985
Con ese programa & eco-
nomia mexicana logrd avan
cce itnportantes en 1933 ¥
1934 A pesar de la contrac-
cibn econdmen regisirada
2pTRER

%3, e R@}er'vgd?

e
nj é e plgq}:a acHvI
da‘g (.g'o%émlca Lmpezh a e
puntar en el Ssgundo se-
mestre de 1983 como res-
puesta o las medidas adop-
tadas fortaleciéndose la re

gl ,cupgracin en 1984 y el pri

mer” semesfre de 1985 Ta
inflarién e redujo desnués
de 1982 no obsfante su ni
vel.permanectt, glevade El
it del * ge blirey
red &u lalmente

a pesar da los treclentey.
gos dr intere<eh. Por su

e ja balanzg dé pagos

sa torinlec1d de nanera sig

nifirativa, '
o~ n ¢ Olfamo frimen.
2{5 de§19§4j apf;’?ng}; di-
ades parg continpar
com tla instrnmemar;}m de
programa ¥ éstas se tornda
ron mis oronuncladas du
rante el nrimer semestre
de 1925 Fl revvnte en la
artividad ecandmics privada
atnadn 8 slomas desviarios
nee en lag finanzag pabi
ces debidas en parte a pa
gou de Interekes smpatiores
@ los ‘programados a5 co-
H

{ parte

e
mo & Ja falta de financia
ML exumo.iu prozgnron

ones precios ¥y
f{,‘ﬁ wnng de pagos Ade
was, duranis 1b65 € pas

0 gQue © &} m
pacto ge Ia baja D los mer
eados petroleres inveImacio-
BAles Ast como os terrémo-
tos de septiepabre m- 1o
Que ios requerwmivitos de
nanclamiento del sector ple
biico aumentar trayenao
¢oMmo _consCl una re-
siets 8 oL e o

pars o) pector pr
yado bacia finales del afio,
Gue ocaslon efectos adver
808 en & inversién pniver
da que habia ayudado & ia
recuperacion de 1984 ¥ que
se habia mantenido 'fierte
durante la primera e
1985 Asimismo la politica
ecambisna ne fue lo
cientemente active
revenir un geterioro Ju ia
alanza de pagos, sin em-
bargo, un ajuste severo en
jullo de 1985, acompafado
de una mayor flexibilidad
én el manejo del Hpo de
camblo controlado, permiti6
detener el debilitamiento en
las cuentas externas hacla
finales de afio

* ?

‘3 E} presupucsto para
1986 =e elabard con la idea
de introducir medidas co-
rrectives adiclonsales al dé
ficit del mector pablico y
para compenssr 18s Hesviu
cioneg da 19385, asf como
para consolldar los logros
realizados hacla el fortale
¢imiento de la balanza de

g0s, 1a reduccion de la in

aciéon y la raclonalizacion
de)l sector &ﬁbhco, R e
bargo, a principios de 13
y debido a Ja brusea caida
de los precios internacions
Jes del petrdleo, la econo
nie se vio fuertemente afec
tada y ep consecuencia se
redujo el Ingreso naclonal
los ingresos por exportucio-
nes ¥y en geperal fos ingre-
gos det sector piblico por
aproxsmadamente 65% del
PIR pobre % base anual
Camo resu! ga propicid
una presion adicional sobre
ia balanza pagos y pre-
cios domésticap aun cuando
gp elercieron *politicas res
trictivas de cridito y 1a de
preciacion real del tipo de
cambio, lo %1:, fpermiu(b el
"thereriento an’ exporta
ciones no petrgleras Por su
1a ‘producéitn dio
muestras de fuerte contrace
clon r =w 1

4 E1 Goblarno mexicano
ha adoptado nuevo pro
grama econém’co orientado
al crecimiento y a reformas
estructurales, con ¢l fin de
atacar el deterioro de la
situacién écondémica Con
base en ea‘te programa, el
)
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se describe més ade.

¢} Goblerno mexica
equiere utilizar 108 re.
os financieros del Fop.
4onetario lnterpacional
el aquivalents B ‘

&

rhghe 5

Convenio de d)

g:avable del impuesto glo-
1 de las empresas gue
serA calqulado fobre un con.

to més amplip de basge de
ﬁgrem quepreluluré de

mitaciones & %ns &%g}_xccw
r 0s de eses.

Al ex!r)xoas p:egestan torpand-s
médidas para dlemimnr las

rdidas de ingregos resul
tingente con duracién lt):mei e los rezagos cuan
Heclocho meses do ol Imrucsto re cavra ¥
El Gobul‘ho, en el d‘ A . rograma |
He pu cobrafepid 090 “Laf Dicinpin e
1oa e) fu l! Jor YrreSridnt g SO
lato, s& hy"guije ir recaudacibén
vis As prinnd r-"q- (] nersa rlal
rvieron para disefiar el quete tisca ra 1987 que
rams econémico se someterd & la considera

y f
ero, y que

) Kl xtb)etlv tindic
tal del lg:ogra :‘ dlg:-a
) por au

!cag:a‘ o la mtﬁ:ﬁ.-
del crecimiento aoste

de la economia en un
a de estabilidad finan

| VN

)\ programa econé-
> ha" sldo enmarcado
ro de un horizonte de
iane plaze que conten.
anto jas medidas nece
18 pars resolver log de
dilbrios Internos y ex

o, ast como laa poiiticas
“;?n“i"’—g orte s a
) qewgﬁ ra
eptar Ia eff enclapade

conomia, y por tanto,
1 fortalecer las perspec-
3 de creeimiento econd
> U¢ nuestro pais a ma.
J{azo. Estan politicas
ity iy
en e gra
)y E} pro, mgnr: debera

140

i

y <o a
por ~gs todas

oy 5 que Ban
dtL voluera, : egel

neismients de] desarrd.
g éxidc: i‘l:. do

rando q pAr-
mportante de Ja de€dda
o de Méxieo fud uti
da degarrollar las
ac)dades petroleras del
3 gerd apropiado gue los
edores continuaran res
‘i?n Joa estuerzos de
(0

4) Considerando la de-
dengia y vulnerabilidad
México a las fluctuacio.
de los preclog del pe
¢g, a8l como a }ag 4n
Sdumbres en exte cam-
€8 convenjente asegurar
los eveptos imprevistos

el precio del petrédleo no que

e

ten el éxito del pro-
ma Por ello, una carac
stica importante del
grama p3 que sus metas,
como ou estructura fi
wclera dependen de la
jueién del mereado pe-
iero, -7

cién y aprobmcién del Con
eso,fhavsido estimada sn
3 clente del PIB El
192159 1 Goblerno para
m Plazo es recupe
riy e} terrenog perdido en la
recaudacion tributaria en
los Gitimog afios,

-

“8 Se hicieron ajustes en
I% preciog y tarifas de las
emplesas del sector publ
0 durante 1983 y 1984, pa
ra fortalecer las {finanzas
publicas, mejorar la asigna
¢fén de recursos v redueir
%lbstdms miuisg.iﬂc a idoa

na preocupaclén primor
dial de las au‘oridades al
desarrollar estag politicas
fue proteger el poder adgu.
gitivo de los ;})rgms de ba
jos ingresos. rante 1985
algunog de estos precios y
farifas se rezagaron en re-
Jacidén con log aumentos ge
neraleg de precios mien
trag que generalmente los
cogtog de produccidn de 1as

Tnpresss  autmentaron con
‘ﬂ»zfl qﬂﬂaﬂén En respuests

eata situactdn, se realiza
aiustes a finex de 1985

y principios de 1986, para
nivelar clertos precios del
se¢tor publico con el obje-
tive de poder cubrir loy cos-
top de operacidn Los pre
pos de la mayoria de los
productos petroleros se ele.
varon a niveles mternacio
nales las tarfas eléetricas
sufrieron yn inc¢rementp del
51 al 65 por elentv v se
introdujo un mecanismo de
ajustes mensuales automa

ticos 8e 35 por clento En &

general Be revisaron los
precios ¥ tarifas de a -uerdo
con aquellos que habian si
do eriginalmente autoriza
dog parg 1986 Sin embar-
go revisionesg adicionales de
precios son Nicesariag debl-
do a que la intlacién en
1988 ha =ido m4s alta de Io
8¢ habla proyectado
tnicialmente

“YE] objetivo es alcanzar
una estructurs de precios
ublicos ¢ue presente me
ores ¢n Ia eflelencia en &f
uso de los recwisos de la
economla y la eliminacdon
ae_. subsidios niust:iticados

Jog egresos pablicos ha su
bido considerablemente Co-
mo consecuencia, & total
de pagos de Intereses se in
crementd del 5% del PIB en
1981 a 12.3% en 1965 y para
1985 se calcula en 185%,
por lo que existe muy poco
margen de manfobra para
reducir e} gasto del sector
plblico sin que s afecte su
capacidad omrativa ¢n ¢l
corto v largo vlazos El pro-
srumu eunbrnply  uuy

Uu i dcl ranto pOBlKu &0
blenes y serviclos no finan
eirroo ner ol sauh alente €o
05% del PIB para 1987 al
mismo tempo da énfasis a
Ia politica de cambig es
truetural para o rmitir el
aumento de gasto sejectlvo
en gectores productivos es.
tratéeicos v soclaleq al tlem
po oue s reduce 1a pro.
rnorcién de) gasto corrfente
¥~z nignez actuales para

1887 contienen un neremen lag

th de NS As1 PIB en el
gesto de capital como 15%
en tirminos reales as{ aue
Darq ACOAAT petg p¥MaN
540 en la Inversién olbliea
el tweotmi nto real del oas
to nhhifeo e mantendra al
minimon v ferd un paro me
nor nue el crecimiento es
peradp en ¢l PIB ral

10 Las ar*~ridades mo
xicanas conmderan Inten
glfiar sug esfuer20g Dara
instrumentar sy politica de

cambjo estructural en el de

frea dal gasto publico en
og renglones principales 13
* desincoyporacién’ v 1a e
conversiéh industria]l Eatas
reafirman el principio cons
titucional v de 1as demis
Yeyesd mexicangs de mante-
ner bato contro) estatal &
entidades estrategicag ¥
yuso5itariad Con eBwe prib
oo general la poltica de
vgesincorporacion , gue in
duye 1 venta, fusidn vy
ligudadon de empresay no
pruoritanias 0 estratégicas,
contnuara Al inicio de 18
presente admimstracion, en
derervtre de 1932 habjs
1155 empresss y organis-

mos publicos, numero que e Y

%8 rcuudddo 8 Lue v So 8¢
wira reduycendo en 108
proximos meses

Confoyme & 1o princl
piog establijdos en 108
Criterios Geterales de
Hiticy Fconomicu para 1966
que be preparayod en 1835,
1a. autoridades pretenden
elevay los niveles de eff
ciencia v prodychvidad de
lasg entidades esiratégicas
v orioritarias de] sector ptt
blko las medidas tomadas
en los qltimos mesex se
seguiran tomando y se for
taleceran Asi, Conasupo
reorganizd sus operaciones
v racionalizé los subsdios
al 1gual que Se disminuye-
on dréstivaments Joa sub-

clones ejecutadas por el
Banco de México, desde
principjos de 1085 para
coptener j08 efectos mone-
tarios de )as crecientes ne
cesidades del seetor pGbh
@ en AUsencia de finan

ciamiedtom extérno ze e Ias

porté una dislnucién en las
reservad 1 n te rnacionales
netas durante Jos primeros
sfate motaa dp 1085 v ms
jeraron en la parte final de

™ pEa uhv, s rleribillzuisy e}

mahejo al tm dc gunhle
v controlarse mas el crédi
t6 aup AQuel al reet~x pri-
vado que repercutis negd
tivamente ¢n la actividad
econdémica ¥l debilitamien
to de 1a situacién en el prl
meyr semestre de 1988 ¢
mo resuitado de la dexlina
caién de 108 ingresos petro-
leros produio aumentos del
cradito doméstico v en Ife-
chas recientes, uns bajs en
reseryas internacjona
les, por lo que duante el
plazo del programb
litica monetaria v crediticia
se llevard eonforme a l0a
objetivos de @isminucion de
tasa de jnflacién pard fu
bny 188 metaz de balanza
de pagos del proplo progra
ma y ¢l apeyo a la capac
dad productiva Al respec-
to e] Banco de México map-
lendrd e} accedd & € L0
al sector privado de ronfor
mdad con ia disponibmaacf

reécursos
12 Después ge las di
vtg'm m mda}s dae e u&aab
#i6n monetsria
por ¢l Banco de Méxic)
rg lbaorbelrsg exteso de
fquidez, en , AB6 PREAS
de interds de loa depdaitos
se eltvaton’ y Han perma
necido tivas en idem»
guficlente D
debllitamiento m‘-,l :mg?o?o
nanciere por €
de 1as exp':%tatlvu del Eu
bllco rengecto da ia infla
cién y el tipo de camblo
1a vsopcibn de woa poll
ticg mag [lexiple de tasas
de nterés a fihes de 15
durante 13868 impidié un
deterioro adicional ¥ #1 pd
blico Incrumentdé =us act
vos ﬂn?.ncieros ggxo ‘ia"“i
nos reales, por y
intencién de Jas auterids

continuar mante
Po- det 4o y itica  flexis 1,200

nendo uda
ble de tasas ge:intey¥s pa
12 asegurar un readimlen
to apmpetiive
rrop internios a3 cono

ra eatimular uns mele”
utilizacién de los recwisos
financierog. Al respecto, se¢
volvié a introducir el sis-
tema de subasta para 13
colocacion de walores gu
bernamentales y se ofrece
ri en breve, un nuevo ins
trurmento fipabclero deno
minado en moneda nacio

2 pho~
2
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liberalizacién de la politica
{f”fm doi m‘i?uuml cam
aria se un por elemen
tos tales J
ternos v externos, salari
al igual que Ia situacién de
comercio v el resultado d
metas de la balanza de
Dagos. g autoridades
continuardn con M palitica
actual de vermitir el accer
20 ganera] pl marcedo d

divisas vy maptendrap
Sbividve da sluandag  ung
unificucién ds aicno Te

cado en el futuro, Asi, e}
dilersacial owmbisrie qud
llegd 2 aer smolio en
riag ocasiones durante lo#
4'timos dos afios, ¢ ha re4
ducido sustancialmente +
s# encuentra por debajo del
10 por clento Las autoriaa
des reconocen que amoliox
diferenciales sostenidos ge«
neran distorslones v por Iw
tonto ejercerdn la flexibic
Hdad requerids vara redud
drlos a fin de eliminarios.

0~ conforme €) programa rind

as frutos y desaparezca la
jpcerttdumbre <
“15 En el periodo 1979
1982 México cubrié en gramr
medida sus grandeg necesi-
dades financieras del mec-
tor plblico con erédite e'x-j
terno Lp repentina pérdi;
da de acceso a ¢stos crédi
tos en 1082 aetlvy la crisis
financiera de ese aflo L&
reestructuracién de la deu-
externa e Méxjco,
comstituyd  un  importante
elemento de allvip para su
?‘roblema de deuda v pard
normalizacién de sus re
laciones ecomdmicas caxter«l985

co logrd acuerdos con

log bancos comerciales
ra seestructurar deudas
r sm dy;mgg& de 48,700 mi-
neg reg que ven
«lan en e! perjodo 1985
acye; <0
reestructuraeién  incorpo-
TAn  estipulaciones  que
pe {ntercambia
por parte los acreedoxes
de Geuda del sector pubilicu
por acciones de compafiias
del sector privado, ast co-
mo de compafifas no priol
tariag y no estratégicas de
gsector pOblico El primer
tramo d cercl de mi
Lones de dolareg corres
pondient. a un grepazo de

oy

1
a ado en 1083 ‘por 500C
millones de dolares, fue
zado 8] 2 de ererp d¢

?

Y

‘Sin embargo, como re
sultado d, las presiones !
nancierag originadgas pol
log terremotos de septiem
bre de 1985 v por la dras
tica caida de los ingreso
vetroleros, México ¥ 12 co
munidag bancaria Interna
clopal amcordaron  diferi
por un periodo de 8 mesge
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) Para asegifar el é"&?“ equidad ¥n 000 on tas %s nal encimientos liga
) +n as de ipterds nal col Vv el pago del segundo framo
de ;:,a tase modera Aelon %2:?433 ’:}, qus venia concediendo la dos & los movunbn‘t:o ée de 950 millones de dblares
srecimiento economicd, a,mm e up ajus, banca de desarrolio v se tipo de sambio. En 10 rel correspondientes a} prepa-
inctuys 1a cof,, LaTanicidal de los precns °itan ilevando & cabo la tdvo & ia distribuaidn 441 go mencionadoe que vencia
oncla e {herementar el de los bienes y servicios de} DNES de€ reconversion indus- crédito se hab redudas en octubre de 195 En mar-
? de ca Jtai tlel1 ceétor sector pablico, asi como de gﬂlmz epﬁ ﬁl aegtor mﬁﬁ'ﬁﬁ" l& rh:gnugi'tos gf‘ te&;’ und: z0 de laﬁ s¢ acordd pos
co en 10Tma aeleClya rreccion e zantes v erar poner 0 PARO DOP unm
co es sobre Ja mar Joa estrictos niveles A ‘m: veriodo adic] de 6 me.

ecopomia no supers 18 ch a oleo nara perar reducelo-
s para evitar que de mue % T o onorativos 8 mantenian paré perm Mo Ses Lax e,n'ygetoridades sy

sién en el primer tri.. v
e d» W%&m “M&Wa:”if’é’-?;# que permitan inversiores u;\&mmavor “P“‘d‘&ao ran que monto de 950
. - les 6o precios en gemeral, nroductivas Los astilleros prestamos hacia ¢ T millonec de délares sed re
E1 fortalecimlento de SF revisaran culdadosamen tocno o nizarén DY pr!’l& oip.r pperactomes do 33'3;23%&.’3‘1"&2‘35&
0jooa pn
te aauellos cagos e:gdn Y A el m?u ae” desaroilo v Bnanciero En cuanto a 'a

finanzas pub es un g clfl ok gy canacidnd al jor ad 18

\ento  importante _del! i’sloosydeo lant .‘uee m"} G jmpartiré  mavor de Jos %‘opcmes gn ?euda der sector privado

TAmMS ya qué wn%' monte B’ £ ArxinA94 an #1 fanctona fomento ¢o yarah ajo jos fegistros v coberturs

1 moderar infiacién, yiga e & miawiD Ao tng ferrQrerpiine estricta vigilancia y 1as de los eréditng  externor

0 I npntinaoe " tasas de interés preferen han sido meiorados ¢

5 . o ciales que otorgan estas particular Flcorea contl
ag 00

le’ﬂm‘?nn’ A l” Ceo r’a’
”b'e 3 “a 1 e An 1
% yauna & fana :cnsto rela bns : 1%‘3? peeT ™ ’: entidades se ofreceran MAs nua ooerando exitosamen
16n de recursos al sec- sus mmtiloﬂ indicadores a°1ectlvmente a los usua te con alrededor de 116N
ivado.  Para eLlg,- se jnie * Lag Jepotas 7ios que desarrollin activi millooes de ddlares cuw
B o poritica figcal §telotoridey T S gmen’ "““’fuﬁ,ﬂf‘wm’g‘,ggny gerviclo =e ome A
precios ¥ farifas ¥ de’ tadad feclemtemcnie s pare e estes, MAR el o roo
D iblico que permita compensar ia | nﬂacxénppa te'pa.m evitar que surj%r: clento formpiizé acuerdes
mover yor efi. sada yse efect aron ajustes i‘g,,’?o’,‘,%'gg ?“‘ eprm:o es “":3:,""“ de reestructy
. rar
’&z.ﬁ'.t,a auiscion do swvestuenies pars forise tructura de Tas toaas serd G O alignos
% objeto Qe revis rees ructuraclén multighug
de alta laclén, de_la compafila teleténica 7
Afic. v&) evaluar el pro ASipues se continuaran a. f?mpm reducis au GiAper S‘Q‘Gr.’.??er‘éi,“%’ lfl?;r?es:h}:
s0 en la instrumentacién ltuahzilnuo los precios Qe “14 Y1 xistems cambls putoridndes para 1985 fue 4
medidas fiscalex macro- 98 b ena? v 8eTViclod pro- rlo sufrl6 tmportantes mo- de reducir la dependenci
26micas & través de las g°{‘é'*°“ nor oivae ent dificaciones & mediados d* del financiamlento extern
fidag convenclonales de TH23 gubernamentales y 1985 y #n julio de) miSMO v restringir e} endeudarmey
wlo. del défiels Hecal BAIVO CiTial  ExCEREIGAS, .sfio Se autdrizd a los ban t. del exterior del pais
tllo. para separar el L2 Precics fe mamithoran \cos comercinles operar en fondos bilaterales y snitile
aponents inflacionario &p;’:mng: © igﬁqggidos ¢l mercado de divisas CON torales Las expectativas d
serviclo de la deuda costos d(" Dmumié;. ?: v lo 3“8' .dmpﬁwﬁ ﬂ" ila a3 avtoridades eran de qu
>ea Interna, e debe osto se podrd evitar que ?52 :‘s?a&ec“;&:u p::\l;el??l fg m' hfn afios sizuientes
b s £ o8 B Dt ¢ SR At T B bt e
e edidas usuales d endeudamiento adimonaleq as de cambio y a¢ 8doL- normal con las cusles
riem entos financieros del Goblerno =ara cubtlr Aaron nuevos. ;)rocedinﬁen crédito voluntarle volver
ales del sector pabico C,ﬁgf&%ﬁ%” emffi’mﬁgﬂg *5‘;‘-‘; ?ﬁmcm%"ﬁ'fm mevarpente a estar dispop
esfuerzo flscal contem. de] Goblerno de cumplir con 'represents alrededor de 80 g}aeer?o:oe:l:‘l”;?gci:) :l““;
do sl proprams ey ooy e fo oy o ini, e s e ol oy perpesin
8 poaca ones nps TOCRS e tidumbre en este me
4a del ordep del 3 por mente sepsibles tales como tas medidas ke aron Incericum m
nto del PIB. Las reduc. incrementos en los precios con e o ¢ f;d: c’;'g‘l,‘,";:,’;m,‘i;;“g -
nes de Jas necesidedes de lo8 granos basicos v en lag operpeiones en el Meiv oy " qe  endendamien
Miticias del sector pabli- transportaciép  urbana. cado camblaris, Con ante o "Mayie v han disminuic
ser’wrads mediante ja i, debe, notares ;oue el rioridad, ergaeen el roer Ine persnactivas del eréd!
mbi\ 6n de moditica. realo del m%tmd atra a;' ca?:docociiem ado d‘: dhi:ll‘)i‘aa vo'im ario
a e
ol s, & et B, S e SIS AL | oot rent
los precios y tarifas de $%9¢ 3610 1 peso & la fecha Yiar & up Titmp predetenmi THELTES P B ahock
; empresas del ge¢tor pa fnn {;f;‘ “p‘i’iﬁn?&fﬁuﬁﬂéﬁ lﬁ:d"de%%ﬁfmmmml B cc:r;a trolero en 'a economia Mp:
c0, vy X reduccién del o pyeeme 1ae autoridades consider
nten los | 0 s6 . toialmente el difes
:;ympabnco con’ relactén Gy imstado ep L.3% 155“315 1Deetl Qe inflacion entre que una csa‘ﬂdadt sizmifica
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Sigm G0 lo pipina el

elén de recursos 8 £in de for
tulecer la balanza de pagod
en el m o plazo
17 Con relacitm a la
Mtica comercial exterior,
sutoridades man
procesp de liberalizacién, re-
duclendo los sesgos en con
tra del crecimiento de 1as
exportaciones promoviendo
ci0nes Arance gue re-
cursos El 25 de jio
1685 el Gobiernp mexcand
anuneié una reforma impor
tante en e régimen de im
eiimnd

e im
crones arancelarias, que ré
presentaron airededor del 38
E:r ciento de) valor de las
portaciones de 1984 Como
resuitado, la proporelon de
{mportaciones controladas
con respecto al total del va-
for de las importaciones
mnuybdel75a139p0rchn
to de ese modo se fue més
2114 de los objetivos establer
cidos en ests Gres pars y
altimo afio del Acuerdo de
Facihidad Ampliade con el
FMI Las autoridades tam
bién tomaron una serie de
ajustes iniclales para modi-
ficar 1a estructura de los
aranceles 1o cual resultod en
un incremento margina) en
el promedio total de 234 »
254 por clento mientras
dispersién fue reducida de
25 a 185 por clento EN
e, marco de esta politica co
mercial el Goblerng ha de-
oidido lograr en octubre de
1088 una estructura arance
laria con tasas en el rango
up 030 gor lepto con no
mis de 5 niveles grancela
rlog 3 ajustes temporales et
tan planeados parp alcanzar
ecos objetivos El 30 de abr)
de 1 e] Goblerno redujo
los aranceles g un MAXIMO
de 45 por ciento Las tasasy
por debajo del 45 clento
también fueron reducidas en
% 5 puntos porcentuales y 104
aranceles existentes ge
por ciento fueron elimina
dos los productos que esta
han dufetos ala tasa del 5 por
clento fueron cambiados a 1a
tasa de] 10 por clento o des-
gravados En ¢ futuro, la
protecctén temporsl puede
ger garantizade g través de
mayores sohretasas arahce
iamas lag cuales no excede
rén el 50 por ciento con res
pecto @ los aranceles que dl
cho &;roduc!o tuviers esta
blecido en junlo
Existe el propisito de pu
blicay el reglamento ae In
Ley de Comercio Exterlor
de 1985 antes de geptlembre
de 1986 Los preciog oficia
Jes de referencia de lag fm
portaclones para determi
nar Jog derechos aduanerod
eliminados aptes de
2id5g1b!i>m de 198"3g AGemaa,
erno persigue, en 103
proéximos Sge meses, contl
NUAr el procesy de sustituir

‘cln,

de rimientos aduaneros,

ais. blos en las regulaciones

1a dedicadas &

afo reflejando mejoras en
su competitividad externa y
los efectos de oiras politicas
en esta Area En particular
el Goblerpo ha establecldo
un esquema de aevolucién
im?‘ueatos s la importa
a eliminado los re-
querimientos de jleencia en
1a mayoria de las exporta
ciones, ha continuadg sim-
pliticando los pr en
tog administrativos y reque-
bha Jo-
E:do un entendimiento con
tados Unioos en cuanto &
subsidios y derechos com-
pensatorios Maa reciente-
mente, un NUeVO
manto de crédito ha sido in-
troducido 8 fin de facilitar
jmportaciones por proveedo
res nacionales y por expor-
tadores locales, a com
filas comercializadoras les
ha sido %mnuzaua una ia
sa impositiva de cero, w&x
e
control eambiario han do
promulgados Las nuevas
regulaciones permiten a los

eggomdom retener hasta
100 por ciento de sus ing!r'le-
505 de divisas T
pagos de
doa ¥y ampliar todos
neficios disponibles
mente para los exportaac-
res, 4 Eus proveedores nes
clonales 108 requerimen
tog financleres de empresas
dlashacti d%(ilgs

de exportaciép hen ety o
unp atencioén creclente
Goblerno continuarg forta
feciendo sus  politicas de
promeoadn exportacio-
nes

19 En los nltimos cus
tro afios, las
m ¥wenas hen estable-
cido una politicd seiechive
paxa promover la inversi6n
extianjera, c¢oll espec
las areas rela.
portaciones

royectos con
1009, de camtal extranjero
han slido aprobados

clentemente han sido
madas medidas v seran for
tplecidas en €1 fyture para
taciiitay lo8 procedimien
administrativos de inic'o v
aprobacion de Jos proyectos
de Inversion extranjera ast
como parsa {nerementar el
flujo de capital externo ha
cla pectores
seleceionados EN particus
lar, la aprobacion de pro
yectos de inversién funda
mentaimente orientados ha-
cla log mercados de expov
{aci6n, serdn autorizados
de Manc<ra automdtico si
después de un periodo de
20 dias no se ha emitido
una decision en contrario
Yopeciales esfuerzos tam
bén ge hardn para facilitap
mayor accesd mercado
mexicano Ade pequefias y
medianas empresas extran
jeras.

autoridades pert

o finié previamente,
to. ven por

tos reducido en correspondency

reviamente ta
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manezca dentro de la bane
da de 9 8 14 délares por b~
] en un trimestre dado,
4 propofie Que ¢l financ
yaiento exierno Deto al geo-
tor pGblico contemplado
en el programa no & mo-
difique Si Jas fluctuaciones
del precio superan dicha
bands, los syusies corres-

ndientea ge haran me-

ante ung combinacién de
utilizacién o acumulacién
de reservas y tipa de cam-
bio asi{ ¢omo icas cre-
diticias mien ue el
balance fiscal opera y
otrag metas relevantes del
programa seradn modifica
doa consecuentemente,

p) Escenario ocoh

clones decrecientes

Si los precios caen por de-
bajo de los 9 dblares por
barri] se espera que el pro
grama esté comp! te
votegido por un periodo de

meses sobre lag bases de
1 a 1 de financiamiento
adicional por cada délar en
que vaiga el preco del pe
troleo, ¥y el balance opera-
tivo y otras metas relevans
tes gerdin modificadas para
ajustarias a las pérdidas de
mgresog En este contexto,
Jas autoridades mexicanas
solleitan que el Fondo Mo
netario Internacional con
tribuya financiando eBta
valda del défieit. Otros
acreedores tamblén serén
invitagos a. participar en ¢l
esquema E! financiamiento
adicional potencial de todas |7
las fuentes no deblera ex
ceder 2,500 millones en un
odo de 18 meses Des-
pués de los primeros 9 me-
ses podria compartirse Ta
calda entre el ajuste domés-
fico ¥ el financlamiento ex
terno donde el ajuste do- g
méstco podria In-ogreslva K
mente sheorber la calda en
ltor:&subsecue'nten 5 trimes

politicas y medidas descrl
tas en esta carta son las
adecuadas para Jograr los
objetivos del programa, pe-
ro tomaran las medidas ad!
clonales que sean apropia
das para esle ito
Durante el periodo del Con
venio 1as autoridades de Mé
xico y €l Fondo se consul
taran peribdicamenta, de
acuyerdo con las politicas
sobre dichas consultas, a tin
de ar €l progreso
alcanzado en ¢} programaet{
en loe logros de sus obj
vos En particular la ins
trumentacién del programa
econémico descrito aqui, el
manejo y la evolucién de 1a
politica cambiaria, asf como
€] desarrolio de Ja actividad
econdmica durante la segun
da mitad de 1888 serdn ana
lizadas con el Fondo antes
de diclembre 31 de 1988
Este ejercicio también rin
dard oportunidad para lo-
grar entendimientog de po-
iitica para 1987 U
da revistén de la
del pr ma se efectua
antes de] 30 de junio de
1987, para evaluar el grado
de recuperacitn en la actvi
dad econémica y &8l revisar
las mﬂt&cas tFara &) Jogro
de objetivos del
grama

Atentamente,
de Hacienda ¥
blico Dl,rectcr

:: V)

Secretario
Crédito PO
del Banco de

") ‘Eacenario con varia
clones ascendentes

gj los precios como
€2 Mue
encima de los 14
délares por barril, el finan
clamtiento externo podrTa ger

wo de-

con los ingresos adicionales
resultantes,

E] balance operstivo ¥
otras metas relevantes 5a
ajustarian consecuentemen

—

*

21 La recuperacién de
13 actividad econdmica es
considerada por el Gobler
110 Mexicano comno un factor
esencla) para asegurar el,
axito del esfuerzo establliza
dor de manera duradera v
represents el principal obs
jativo de las politicas pre-,
vistas E} programa incor ¢
pora_la provisién de un se-
gundo mecanismo especial
que operaria si la recupera i
cién no se materializa q\
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No se han Resuelio Todos Jos. Problemos CCE

“Bajen mé

| K} ) -
# Demanda Fiminar Trobas

® Ja Agtividad

Precies Libres y no mds

Monopolios eft

JAIME CONTRE

Obtener éxito en la ne-
facién externa —como
representa e] hecho de

ar ]a Carta de Inten-
an con ¢ FMI—, noO
rﬁl‘wrﬁ todog los pro-
b¥mes de nuestro Pais

Ep b

tando mis el gasto <O~
rriente oficlal, reductr el }
( reglamentismo y lag tra '

terno, hay que \
continuar e} esfuerzo ajus-

bas a Ja actividad eco-

| .

Ecopémca

Tremsporte

P

s ¢l Gasfo Corrignte
~ “Bajen mas el Gasto Corriente”

1A *140 torrigiendo al,.alze

Argstin P Legormeta ¥
ald gue la reestructura
_efon de
~minos
tnacién na debe ser un Bus
tituto sinn mig
omplements de los eam
bice gue 87in s¢ necesitro
Feo¥zar, v exrresd
Resolver el problema de
'}% g—urh exlerrra €8 una
rAicion moc Batia mag no
auf cfante para pseanret €
e 7 —dentp future de
xiro "

Anta 105 muumbras de id
}Aem"‘t"fm de Fiecutivos Oy
V-n* g ¥ Mer adote nia de
C1aad Judrez, Chihushus,
#] m.ximp lder conunla di
gector privedo calificé

n

U de 19 primera pt Mo

jog nosivos en tér
{favorables & I

bien un

Mé-

de

g»

mo requisitos a lag niciof
nez altamente éndeudadas

Tn los fltl
difo Legorreta a los
tivos de ventzs hemog te
nido como mexicanos una
transferencia neta de recut
soz al exterior lpusles & 5
not cisnto del Prod
tamp Bruto aue ge restan
del ahorro Interno y por 10
t~nto han nbl’sado a dismi
puir la {nvertadn g 16 por
clsptp el PIB jo aue se ha
fraduridy et Jan crecimies
t~» roual
glento infertor al cregimien
to demogriéfico

Leoorreta indicd oue uno

de pstabillzp~én ha sido da
dapaceleTaplén de [a “activi
dsA ernndmics Le recesilh

el
moa sels afivs,
¢jecu

ucto In

¢ apenss 09 por

10& rosteg del prozrama

parecen haber llegado
maximo en noviembre Yy n
p:rtir de Qlciembre han eal
’ %
mo por la
la ?omica arapcelaria &
partir
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i de
bnes
a s

eo)
u",gl eo? lgna g‘rlx;actona

“ooino eonsecuencls tan
de 1a desiceleraclén de
actividad econfimica co-
ofifieacién a-

de} primero de-dfero

de este afio’

Hiz notar .l presidipte
del CCE aue Doestras ven
tag a} extran‘ero de blenesd
menufacturados “gontinuan
creciendo”, aunqu
aceleredamente cgmo Hace
an A M

8i
cho de aue 8¢ han obtenido

no Man

0
x, [
esto se suma elche

Smica. liberar el control prattives  las  prophist & pdvictth  ge Dresenterh en gananclas, marginales e ¢l
gem rec':ul)s ehminar mo- contenidas en @l Plan Bradv este afin nern gerd m,”,‘,?,,, margen de subvaluacién ’391
P ' pues 5§ blen no renresen {mnwseindihla para poder Pe‘fﬁfﬁd‘?‘““' Jaﬂg‘i'e? v
liog en ¢l transporte +an un plan concreto para eonsol'Aar el proceso de den. PO hm ot fio“ *’Th’
hacér Tt fetirfontés vesolver ¢l nroblema de ka in€-cidn : ! 4 cge se N %a ado s¢ ha
4 racstatated, vede- deuda ‘si slgmufican uh Am  Demand$ una liberaliza gi&"l’:a o hregr Bc;.l%&,d':,

ags pa v hin conceptus) wae realista rién de Jop -preelos quiva g ”mq T4 “{‘ e

4s de geguir desincorpos gg c?m%ar eld aciem‘c? etla sy erﬁdu"lngfnte parave 1a ta“’é%iﬁin‘ie :{lc' :gtgu d

- " golucldn reducietdo el va. cone=riasion no puede po- ~a ’

las lor v el garvicio de Jog em per &l mefeado puede PO inadera ‘ligera’Nas reser

1dolas,

" Asl hablé ayer el pre

sl<§:§r;l\e del f(:o%s&'o Coor-

dinador Empresarial,
uoq‘lu LA PAGINA DIEZ

« .
\‘Ba

Slows 0 8 Bapiae e

yndo ¢l problema-ds 1a dew-
3 externa,

1A CARTA QUE
JUEGA EL PAIS

Por su parte, ¢} reporte
o Joeh derrama Taportd
ue 1a Carta de Intenclén
ue firmé Méxipo con ¢
‘M! e3 la carta propla que
uegn ¢l pals el que disefié
u propa medicina, seg(n
eclaraclones de Angel Ace-
ts Sauceda, presidente de]
legio Nacional de Econo
alstas, ¥ extern6 su creen
ia Iperwnll de (sue la rene
oclacién ¢on los bancos
omarclal.e. ‘yu estd muy
wanzads”

en

eidn eomo en el cambld es
trurtiural
¢l Plan Brady propone co-

ndad, ste. para que ¢} pafs
se enfile al crecimento,
dijo

K1 anuncio hecho ayer
por el gecretario de Hacien
da favorece y fortalece al
gistema politico mexicano ¥
debs esperarse que sea
drastica reducoibn que es
pera lograr México reducir

\ de sefx a menos de dos nor

clento la =alida de eapit2
les por paros de 1a deuds
externa favorscerd en 5U
momento a 1oz paises dent
dores del ‘Tercer Mundo
también expuso MAas aim,
Aceves indicé ove de =er
posible México debe ir mas
a fondo para tratar de aue
z¢ bhate murho mis de ese
dos vor_ ciento 1a tranafe

bréstitos atumuladeos ma
niftegte 7 ¢

Records Legarreta Chan
vet ue México es el pa's
aue mAas ha avinzedo tmntn

el procegn de estalliza
condi iomes qu-

?

jen mas el Gasto Cor

[y
bajadores y clases popula
res de México

Cuando se habla alli que
hay compromise de reducir
1a deuda ¥ su servicio no
sop m4is que eufemismos
derivados del empecina
miento & no aceptar oue la
deuda externs de  México
es impagable sefald

Y ¢& impagable abundd
porque €] sector externo de
nuesira economia es inea
paz de generar ahora los
excedentes necesarios para
ello xn sangrar méas el
sharro Interno que por
clerto et més alto oropor
clonalmente que en Esta
dos Unidoa

i convenio necesario del

rmanante ape
regeparion afurtes de pre
cloe relativos Esta ouita de

T oqorreta 2+ mostrd Te-
Vativamente tranowdle fren
te al futuro puestdo Que ae

un o
{mpida loa

anteg de que se anunciara
1a firma de la Carta de
Intencién con el FMI, los
{nvestigadores Clemént
Ruiz Duran vy Eduartdo Gon
24lez ge pronunciaton por-
que tal documento primero
{uera fprobado 30:‘ ja
mara de Diputados

Rulz Durgn; sim embar
o aceptd la carta con el

ondo  siempre ¥ cuandy
garantice los ob)ctivos me
xicanos de desarrollo y 108
tntereses populares

Con 1a firma de la carta,
expuso, 8¢ abririan 1as
uertas & la negoclacidn ae
og recursos de la banea n-
ternacional

Eduardo Gonzalez consl

erimigne
to, golved A
BI6UE EN PAG TREINTA ¥ dfHO

vas internacjonales [y
Finalmentes Lezrret in

dicé que a pesay do los pro-

blemas “el P na

snntroleg «o empezarin 2
Aar #1 culmmar la »ctuat ;)i{g:r e:t’zperl?&"s “vm o
fgea del vacto aclard mar la senda del

nrecesitamba

[

riente”

[
e 1a Infraestreuturs sock
y educacional conh el prop
gi1to de satisfacer lax peces
dadeg basicas de la pabl
cionY .
Countlnus el Investigadi
de 1a UNAM al indiear qu
en eso santido, “s Méxi
presenta Un Drograma g
conzmdera ¢l crecimiento v
proteccitn de los interes
populares eg de esperar
que ¢l Fondo Monetario }
ternacionsal no tenga {mp&
mento para respaldar lap
puesta y de esth forr
abrir las puertas a Ia 1t
goaiacibn de low recurt
con a banca internacions?
Tamblén dlfo aue *“a



De esta forma, es de es
perarse ung fuerte res aten
¢'a de 10s banqueros antes
de llegar & un esquemsa de
dezcuento de la deuda {0

+cluso con ja finalidgd de
garantizar los pagos futu-
ros la banca bduscard sin
luear & dudas garantias de
los organizsmos financiercg
internacionales de suerts
B, % R e
pagn de lox interes
saldo Qescontado
Consjderé  Ruiz s Durin
ue an realidad México no
ebjera tener problemis
ara firmar un convenlo
n ¢] Fonde MMonetario Ir.
rnacionsl, en tanto s»
espeten log obietwm que

1 pais 88 ha fijado
“En este sentido quisiera

ii:m:mn e la deuda exter-
na de Venewula e] sefior
fCamdessus, director geren
te de] FMI sefals que el
“Fondo reconoce puntual
nie 1a realidaq de sn pajs

de proteger & 10 secto-

¢8 MAs res en 1a etapa
del ajuste economico . Las
medidas dekcntas en ¢) Me
tnorendo de Politica Eco-
nAmica que Venezuels nos
ha enviado, entrafiarian Ja
inclustén en &l presupuenio
. de subeldios directos o las
birnies de pritmers necesidad
v 8 la vivienda y trearian
nnevng progremes cle gasto
; sorial orientadog exneeifios-
mente al altylo de log g
s emuobrecidog de 1a (-
efednd También tenemos en
1 yangdido gue el goblertio se
provnne hacer meyor Bin-
cantd en st futnm de 3
mejora ¥ el manienimento

efialar 3“& en la renego- 40 62

reducclén de 30 por ciento
como sugiriers e} subsecre
tarie Mulford, el saldo de
ia deuda bancaria se redu
ciria para quedar en on nl
vel de 50280 millones do
délares colocindose ¢l mon
to tota) de la deuda exter
na ep alrededor de 83 mil
millopes de dolares Esto
permitiria up ahorro equi
valente a casl 14 mil mlle-
nes de délares en ¢ monto
de la deuda externs en
peripdo 1988-1994 “Sin e
bargo esto no slcantaria
cubrir las necesidadesn de
nanclamiento externo su
ridas por una estrategia
erecimiento como el an

or' U
Coneluys “Ep este sent)
requeriria de una
'reduceisn de ls taga de In
terés o algin mecanismo de
reduceién adicional con el
tha de J:oder stender lus
necesidades de financiamien
10. Un wmecamrmo qu=» ge

odria utilizar parg rednefr

08 pagos ove México tuvie
ra gue realizar a1 exirame
IO Fodr!a gor el de eom
version de la netual deuda
extarna por bonos de laiey
plazo de suerte tal que rie
sapareciera el anrend ~ibre
la tasa de interés mecanis
moe con el aue se nalb¥a
lograr finanoar el resto de
1ag neceeldades anterim
ments dicadus

Eduarde GonzAley an
intervence'dn  calificé  al
Plan Brady “tardio e insuft
clente”, v desde lusgo tam
hién hahlé anteq de que Re
splera 1a firma de 1a Carta
de Untencidn ’
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Wited 1= firma del do
ento como un acierto
de] Presidente Carlos
1as de Gortar! al anun
3¢ una renegaciacién
deverd bajar las trars
ncias de capital 81 ex
st de zels por clento de!
a menoa de dog pOT
to, ue cs congruen
on e] discursn del Pri
Mandatario ¢! primero
Hclem.?re de 1988 ante ¢l

gTreso
1" gobierno de Estados
2 jugs su carts en
éxico dijo Ace
qulen estimé gue el ca
0 pata que ¢l pals pue-
volver s crecer ef
nado ahora, con este pa
muy ﬂnportmu de s
na de la Carta de Inten
1 ‘sin que ¢lly quiera
ir gue echemos eampa
a vuelo, pues debemos
Bx;!/mﬂc.bo ojo a todo

[
stin _ ot presidente del
¥ que ys ¢] godierno de
xjco trazd en diciembre,
ndo etrvis 1oz proyectos
fngresos y egresos a)
1gTe80 )0 aue e real
nie egta Carta de Inten
n con el FMI a! trazar
xiro su propio camino ¥
salida a sus problemas
urdo afirmar oue ge ha
ertido el sentido de an
jores formas de negos
nidn y hahlando de uns
oloria politica’ México
Wgado au propla carta,

m
Is galenta «n wae docw
ntp Amue México equilibra
- pvime=s vez su volun
t fle magar cq 31 VO~
E'M o'd- erecer c‘}m:iﬁo
st thdo ers gatnria
A6 A mncldexg'? mue of
m wmps  Yes  con
ogty reolae Qs Tnpon
n p! nrporamy aconAmico
yra~imtento que busca
walqM
Aungue falta mucho por
2erir y ello se altcanzari
ovaso de loa dies es de
tender que sste aconteel
{ento la firma de la Car
favorecers a lox indiea
srme financieroa del pais
favorecerd on asoectos
'mo renatriscitn de caol
les holsa de vnlores pa
L

lo grante de

vanria de Alviras al exte

rior

Finaments comentd ave
habrd que esverar 1a solu
~én torante » Vo3 recurso®
Prexrox OUe YeQuiere o) nalt
an 1a melida pemerida v
Min aus oecth confindna an In
ane apyrirg et 19 de ahml
cranio MAvieg e refing
rOw lne IDNOR acprmermaliec
nrrapAarse pnm lne A A
stcts v gyanyeda 1o neco
MonrtAr?

LA DFUDA SWN
VALOR REAL

Lo Gnico aceptable en es
te momento para la econo

‘s mia mexcana y los expri-

midos trabajadores es que
la deuda externa se con
vierta a su valor Tea) que
est4d por debajo de X0 por
clento, coments la senado-
ra Ifigenis Martinez. hnte
1a direecién co-
Jectiva cel Partido de la
Revolucién Democratica,
recopilé Rogello Hernin
dez, reportero de EXCEL-
SIOR

Poco después de) anunclo
oficia) de la carta de Inten
¢lén del goblerno de Méx!
co con €l Fondo Monetario
Internacional ia ex Asesorn
gubernamental en a-untos
cconémicos sefiglé ramblén
que esa firma demuestra
nuevamenta que 4 perso
nas, & 1o miximo ¥ & es
paldas del Congresy de la
Unién siguen decidlendo
en detrimento de 1z econo
mia y del pueblo

Nosotros, diio, sabemos
que ol el gohlerno decldlera
aceptar la Ineludible con
frontacidén eon 108 acreedo
res v suspendet el pago de
Ja deuda huata encontirar
ung solucién permanente,
en lugar de convenlos ver
gonzosos, tendria ¢l apoyo
general

Con llgerag varianies ¢l
compromisd con el FMI sig

nifica mas de lo mismo
aseverd 4} Iniclo de xus co
mentarios Ja legisladora

Quisnes deciden est4n em
pefiados en creer que tods
vis se puede exprimir més
a lg economia ¥ a 10s tra

goblerno es con ef pueblo v
tlene que acptar Ia inca
pacidad res; de pagd pero
ni siquiera da muestras de
saber cuél es &l valop real
de 1a deuda mexicana Edo
significa que ao tlene vo
luntad de pactar realmente
con los mexicanos, agregd
Ifigenia Martinez
Este comportamlento es
t4 fuera de la constitucion
Esto es que 4 personas a
lo méximo estén tomando
1an decisiones que afectan
a un pueblo y ni siguiera
e tome en cuenta al Con
greso de ls Unién Son los
guvos, actos autoritarios
£n &l PRD hemos consl
dersdo pablicamente que 13
prioridad nimero uno en
materin de deuda externs
8 reconocer los graves da
fioe que le han Drovocado
a 1a economia y a jos tra
pajadores 1z politica econd
mica derfvada de 1n decl.
316n de pagar bajo las coh.
diciones de loa acreedores
Por eso despuée del
anunclo del secreta-io de
Haciends, o gue deriva es
alarma, preocupacién y en
{ristecimiento v todavia
{alta ja reunion con la ban
ca privada que seguramen
te ser4 mas de 10 mismo
concesiones a jos acreedo
res cuando la maycria de
ellos ya reconocen que eco
nomia como la mexicans
no pueden pagar Ja deuda
en su valor et lihros nl con
reducciones eufemisticas
Por esq e8 Inaceptable
que México ucepte desde
ahorg como 1o hizo con el
FMI y como Yo hard con In
banca privada Internaclo
na} que las rebafar a 14
denda seah desde la Oplich
derellos y no deade .
condiciongs reales de nues
tra econiomia y de! valor
regl de nuestra deude gue
«¢ menor vl 50 por ciento,
afadld

QUF APRUFBE LA
CAMARA DE DIPUTADOS

En conferencia de prénsa
an la Facultad deo Ecomo
mia de la UNAM horas

-

d
i3

der6 positivo que el asunto
de 1a carta de intencion se
venulary en 1vvma publicu,
pero indieé que elio ‘No va
a ocurriy
r Ul auténtico cambio en
g actitud del gobierno, aban
dbnando la visién de Jos
ncreedores y adoptando ia
de Jos ores <on crechs
miento, med et nizacidr v
apertura y decidiendo “si
vemop & seguir la linea que
marcan circuitos co
merciales Internacionales

Recha.sr un 1l ecu.
némico que eterniza las des
igualdades, pidié ¢

Clements Ryiz Durdn ex
puso en dicha conferencia

En esta ocasén exsten
elementos nuevos en ik Tee
pegociacion de 1a deuda ex-
terna, puesto que por pri
mera vez se planteéa No ¢o-
mo ubg pegocireién de co.

untura, sino que se plsoe

n los objetivos de me-
dianio plazo q;ée ¢l pafy de
sea obtener Con efta 0o
mci6n ¢ pals intenta pasar
de 1a discusién de c&rdto
plazo (vision estadbl] zado-
ra) & unp que contemple
a postura de largo nlazo
tcompromiso con ¢l blenes.
tar y ¢} desarrollo).

‘En eag sentido ze ha pre
zentado aios lcreedorc!p un
esquema de necesidades
mu}tu:rlmalea gue perms;a
garantizar procesoe de
tocu clan“nmumao pa
ra aleanzar un crecimiento
superior sl doble del creci~
miento de 1a poblacién que
ieonairaeots e ha rede.

e S
cido hng:” de aue s8 ne-
cesario reduelr Ja transte
rencia por medio de quitas
al mo da la g%uda eX-

ug 1%!2 fos per-

@ un
g Vi, el o
:!a renemiaoi?s: d&h deu
a QK!"I“ de ’,” »

Asiphisms manifests oue
para los bancoa siempre
exiyte la ret'cencls de agep
tar cualquisr esqubma que
reduzea  su  rentabilidad
pun cuando de hecho ya la
deuda externa de loa pat-
ses en deparrollo hace mu
Contadn Ear i o T

0 o partialmente en la
contabilidad bancaria

Y

y se pronuticlsy &
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cuando &) panorams es més
¢laro hoy y ias propuestas
parecen irse definiendo, el
camino por recorrer es lar
o todavia y requerira dg
mayores precisiones con

fin de garantizar el reen
cuentro con el erecimiento ¥

1s elevacién generalizads
del dienestar docial”

ot A, 25, 5 RIS
suponiendo que
Ma decidido ms?ﬂuener u
apertura a Ja economia
xicans mayor & la obse
da histéricamente y que
s poder obtener esa
de erecimiento se requie
de un coeficiente de inv
si6n similar 8] de los o
seetnta, se estima que
monto promedio anual
recurson adiciontles se
Ade 7100 millonea de dola
adicienales slempre y rus
do no ge derrumben los
cion de l1as exportacion
mexicanas v estacg crezeal
en términos de dblares d}
1982 » un ritmo anus! de
por ¢lento en promedlo |
Manijfestd que sin que
hayan preclsado hasts
momento Jas condicion
que g8 otn{garan a loa pal
ses que estin renegociand
Ia deuda, “es de esperary
que ge pueda dar un tratd
misnto de reduccién de dev
da externa de acuerdo cot
1os precios del mercado
adicionalmente se pueda
tercambiar 1a deuda rems
nente por bonos de mis In
ga plazo ette reduzcon ¢
momsnto de los interese
SSeml;:'o anfes de ssbe
que ge habia firmatdo ya )
Carta de Intencién, Ruw
Duran de la divisitn de B
tudlos de Posgrado de es
Tacuitad &¢ la UNAM o
timé que hnsta el moment
ge ha hablado Gnicameni
K redueir el monto de |
d terps  contratad
cort 1 co8, es decir, 1
se ha hablado de reestru
turar Ia deuda externa co
fratada fon 1o organismi
financleros internacionales
Rajo esta consideracid
dijo, si analizamos el mo
to de ia deuda externa da
cAria gque es de aproximad
mente 71 mil millones
délares ¥ le aplicamoy i
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io con el FMI, Fuera

Convenio con el FN

t ~m x » P nd
t » st wie= ~00 7L F> O ¢ [ ’ s -
B - ) 5 ér
ustes kecesivos: Aspe
~ 3 .

. X ] i ! )I - "g
Financiara la Reduccién de Deuda
% Crecimiento Sostenido, Precios Estables y més Empleos Serén sus Ob;ethsxs-
% Buscard Mejarar Niveles de Consumo y Elevar Graduaimente el Sotorl? Reol?
* | Pars Recibiiré 3,635 Millones de Dis. en 3 Afios més 500 Millones en g9 +-

% Deberan Bajar @ Menos de 2% del PIB las T;c:n?sferencms Netas de Recursg
* Margenes Para Aumentar el Gasto_en_Seryicios Sociales o Joversién Bublick

v A nA

& 4~

R g

/v

... * Loy lingamientos .del PECE se Tronsformaron de Hecho en el Acverdo Mmmr

e DA

” ﬁ?éxl 1%%; ayey co Fﬂb
“Mphet y al 1

&% 4w $'%xﬁ'éﬁcierg%%%'tre§ ano;:“' con

J
convenio fi
opabn de uno més, para promover

¢ ef crecimiento wostentdo 8l pats don * 37§06 die BE ratifican lau 'melns flscalcs/

¢ estabilidad de precws, que impnise e
f* wmpleo, recupere los nlveles de’ consu
1~ mo y eleve gradualmente log salarios
, reales, fuern de ajustes recesivos Coma
s+ se observd en el pasado = -
' ,Pedro Aspe Armella, secrefario d¢
’ ‘Hacienda y Credito Publico, anuncié
¢ lo anterior y precisd que con ente
, #cuerdo, México tendi 4 acpeso a finan-
clamientos directos del FMI por 3,635
millones de délares en les préximos
b irés afios y, adicionalmente, un finan
f clamuento eompensatorio para 1939
* por 500 millones de d6lares ‘*Una
i gol cton considerable de estos recursos
5 sera destinada & operaciones de re-
¢ duccidn de la deuda y su servicio”
En conferendia de prensa en «l
. Salén Panamericano, cob asistencia de
- los medios de comunicacién naglona -
w log y extranjeroe, Azpe Armella pon-
. tualizh qué e] Presupuesto de Fgresos

y la Ley de Ingr%os aprobados por

el Co Sp nidp, Jasi c S
Z né{bg tbk,ﬂe&b}oh A ﬁ"g
coficertados en ©)" ambito del Paclo
para la Estabihdad y €l Crecimento
Econémico (PECE), se “ha transfor
mado, de hecho, en el convenio mis

moll 1
’I ! 1

JESUS RANGEL M !

e A

+ » mbdidas Wditibhales”, afirméd

el Presidente Salinas de Gortan en
discurso de loma de posesién, y-agies

~Debe ponthonar €], esfuerzo de disef”
plina, ofden”y concertacién No hay™)
En un mensaje televisado en dire(.{_g !
a todd ¢l pais, con duracion de'd
mipwtes, el ttulgr 3& Hagenda dijp
que el programa suscrito von el FMI
establece deberan reducirse Was
transferenclas netag de recursos
exterior & “menos de 2 poy ciento del
Producto Interno Bruto, de un nivel
de § por clento anual efectuado eh
los (ltimes 6 amos, con el fin d¢ .
alcanzar las metas de crecimientp ;
congruentes con un aumento sostenidg™
del empleo de los niveles de wvida y°
del salarip feal de 1a poblacién estable
cidos en el programa” .
Destactd que el acuerdo logiado ee™
un yeconocimlento-de la c¢omunidad
interngcional a log esfuerzos realizd.
dos por ¢l paig en materia de estabiff
zaclén econdmica y cambio estructural

segul (3 que Jla 3¢
glld%?%if::%am% / }$lj b}% 1
convenil eg para “contdr ‘con Gh'

zonte amplio que asegure fuentes det

financiamiento por un periodo lo sl

§ientemente Jargo como para despeggr®.
aeus BN LA PAGINA DIE

) ! N ¢ j ’3"4;"
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snvenio con el FMI, Fuera de Ajustes Recesives

primara plone ser xico Miguel Mancera econémica €n este nuevo nente de la transfurenc g
Lttt meﬁmua:&o:m ‘:'h Aguayo ausente de la % acueo s¢ han Njado me de recuisog al exteiior, co-
ado Qe incertidumbre mdehpes que restan en el nion tas deseables v Dactibies de mo condicion esencial plia
mica existente” proceso de negociacién La  En su presentaclon, Aspe crecimiento del producto 1a réanudacion del creck
i faanera, afiadis, BTOCes0 X el v Ia tena- Armella detalls que se con  las Que & S ¥E% ban deter~ miento econdmico

san las copdiclones 8 o4,y qe) puedlo de México aluya un acuerdo de apoyo minado las necesidades de  —Reconoce también no

%es para la recupera- tia para 4 ia estrategla de mnedlano recursos s6lo que es inaspensabie
"w‘“ Inversién 'Vc':i i’&’;‘m’? r;xle:;ngaran # plazo del gobleri o de l1a Re —No s¢ trats do un pro. reduar la  tansferencis
nto econ

Ulica con el FMI que sur grama recesivo, Eg contras. neta al exterior, &ino gque
a0, sdembs de %:e se la dx:ul:ibn r:ng:e !{:&o eg:l zg (1’:3 ‘l’a & esidad impe. te con otrals experiencias €8 esencial redx‘xclr e}dmon
mpumm?:in mdﬂ‘ comenzb ' Tlas 17 35 horas riosa por parte d& eso or- s h:emd; 8D0y0 para %2:-?1:' ;algf ge ' deuda exy
s a anlsmo, de que la econo- \ Erama
'ento exeestvo ¥ AP0 Dlotiemx‘doo ?ew é‘:’ﬁﬁ’f{;‘.ﬁ? g s mexicana “retorne a crecimiento que redundara  Pedro tM z:;l‘meélﬂen
18 iniciativas gue hard Un SH ars conelulr unz senda de crecimiento en una recuperacion gra otga rte de su presc
obierno mesicano en de 1 SHCT FET A5, sl en un contexto de estabili dual y soetenids de los ni clon BXPUSO Que st tuvd
mia de reduccion de cop UM BRL . Taer Fa1, dad financiera’ veles de vida de Ja pobla 08 B Bouerd N tante
iay e ru strviclo s 1o dlrector B maessus —la Dig que o8 elementiy B e wvapee1a ne Doies Yiesiny por parie
— ue @
spe Armelia relferd que Carta ﬂ:dg’“nfig? pr(? u‘g tvlmlo con el de otros pro- Eociacxbn de 1la deuds ex gg B lde?gihﬁs;'fpe'«ﬁﬂ?
>4 quoe mantener la fue SIASC S por el et gremas tradiclonales son (RS ¥ 28 consolide In esta 11¢s de de,ecnos SapEily
ipina y @ espiritu de fun Y reeor B Sgutentes bilided de precios, 1as ta 9o gl 5), Bulvale
o tacion, ¥ que “los general del Banco ¢ns de Mhterds reales sobre apr
¢ - - Ta” deuds intesma bajaran 3635 millones de délare
v boe o e e cuerdd gue apoya una es en un lapso de tres afios
r abriendo Tpirgenes para el
\ ategla de crecimiento Jumants Hel gasto pablico Manifesto que se espe
stenido con estabiltded Gn corvicio, sociales prior: adiclonalmente, obtener
precios El FMI recono tarios y en inyersion publl financiamiento comipensat
gazeribe la mecesidad coneccuaria E) objetivo de Iio phia 1989 de 300 mil
de incremfentar €) empled, arecimientn de la actividad nes de doélares "Hemos 1
A6 recuperar los niveles d€ coonsmica, proyectada hes grado ouc una porcién co
consumo ¥ de elevat gTA 3 6 por clento hacia fines sidergble de estos recu
; dualmente &} galario real de la getual administracién &€ destine a operacinnes d
§El cogmnio wa £ldo CONS requersd de un sumento reduceidn de 1a deuda y
truldd explicitamente con gustancisl de la fpversién servicio
estos objetivos fanto pQblica como privada Destacté que €1 monto oh
i Fn contraste con 1a y del fortajecimiento del tenido es, en wWrmino &
* formulacién tradicional de mercado interno Todo esto nuestis cuota en et FM|
? otros pro%ramas en log que ge suscribe en el acuerdo excepcionalmente elevado
«le disponibilidad de recur ~ —El progyama establece &N xe acién a ofros progri
sos externos determlna el I3 necetidad de una reduc mas de mealano plazoe t?t,‘é

ha tinanclado esta .ns
posible ritmo Je expansion cién egmlﬁm"“ v PETPE ién, Jo que reflefa 1a cal

dad del esfu r—o realizad
v 1a vongruencia de ia e
trategia anuaclada
£l spuerds también facll
taraA fa obtencion ge recu
sos syatancialeg a jonali
( - de fuentes oficiales bilat
rales ¥ multilaterajes y pe
mitird reestructugat la de
da coh acreedores oficial
agrupados en %Cluh {
Paris, mantenie abler
el financtamienfo de es
fuenta para nuegtras oper
ciones comercigles
Tombién explicd ol titul
de la SHYCP que el com
nio firmado con_ ¢t Fl
* econstituye 1a conclusién 4
lida de una primera eta
indizpensable ep €] proce
Aa neeoglacitn de 1a dou
externy, del pais ep toc
sus 4reds,

R Yo T R e

—FEs un nueva tipo de

e
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, Continuarg Abierto el Mercado de Divisas;*

P

» *iny Politi

- v -

—

& ,Wantendrs o :' X
T -

a Sanear las Finanzas ,

mexijcanoe

aruncié al Fondo Monetario
Internacional que continua-

x El gobierno

3 r4 con su actual politica de
libre acceso al mercado de
visas, promnoverad la efi-
L£iencia econémica estimu-
Qando la mversién nacional
yw extranjera y el ahorro
in‘erne, continuard con el
8 anegmiento de las fmanzas
pdblicas y, de per necesarjo,

—adoptargé medidas adiciona~ -

1és para retomar la senda

o P2l crecimiento, gand, ;de
cupera-

¥ miayor empleo 'y ‘te
)cbﬁp del salaria redl 5 -

SIQUR EN LA PAG \EINT|
or 3 ne £.h 'U; [2?,!0

-
-

~

Lt

Siges ¢o Lo primars plum

A cambio demandé de Ja
comunidad financiera inter
nscjonal reducir significats
samente la carga de la geu
da externa y de au servicio
{unto ¢on 1a dispomiiidad
de peourdos exiernds atielo
nalegs dentro de un horl
zonte multianual para &l
canzar el éxito de sus me
tas lo que reguerirg 18 ¢0
operacion  de  todos  los
acreedores
Lo anterior esté cortenl
dg en la carta epviada por
Pedro Aspe Armella secre
tario de Hacienda v Crédito
Phblico, v Miguel Mancera
Aguayo, ‘a] director peren
te del FMI, Miche]l Cam
dessuz donde se precisa
ale *15 incertidumbre v la
fuga de capitales estin In
timamente ligadas al vro
plema de deuda exceeiva’
nor 1o que ég condiclén ne
cesaria eliminarlp nara pro
wacar 1a repotriacibn de co
pitales ¥ tener accego DOr
mal g Jos mercado interna
s clonales de capital
Los compromitos mantea
1dog por e} pobierno mexjcl
10 queé estin inclwdos den
tro del Plan Bradv vara
enfrentar ¢ prohlema de 1a
Jeuda externa fueron plan
tesdos con toda aptoioasin
2w Ja comumdnd finenclera
internacional y  represen
tan un evence wustencisl A
1os sngibles acderdag cus
xt Dian ep ol ftnro soh-e
1y citsda tnictative

1a firma de eate acuer
dg gle apoyo financiero Qe

México con e} FMI ya era

caperada en todog jos cireu

108 financieros y bancariok

de] exterior ¥ es Ia condl

clon previa para que Mexi
co avance claramente z;% su
objative de reducir drasti
camente la transferencla de
vecursos al exterior por <l
peso enorme de su Jeuda

extarna, a pesar de gue 1o

davia DQ &g il?an ctalles

ara aleanzar el mismo oh

?ehvo via el Plan Brady,

Aspe JArmella _gntregd
ayer & 103 medios de comu
slcacion del pais y Al exte
rior, #) contenido de 1a car

ta efiviadg 8l titular del P

M1, donde en g‘inc{pm ex

plica 10s resultados alcan

zadps por Mexico gp sus
prograniy de aitiste macro
rconiémica y cambio astrue
tural para corregir Jos des
rqu‘llibﬂﬂ:n m;nacérp::u}(:mg

COB Y € r distorsiones
que obatacylizaban ol e
cimientn del pajs

T3 pobietno Oéstach aue
ja setividad ccondmuca del
pals * est4y estancada y que
durante Jos pasados siele
afios crecimiento prome
dio 4¢ ia ecopomis mexica
na ha sl
+E1 ingreso 30
sajarics reales han cajdo
sigmificativamente los Ur
minos de intereamblo en los
pasados seis afiog han eal
do mis de 35 por clento
que implica una reduccién
acymulada en,los inpresos
d ximadamente 40 mil
nep de dblares’
egh que durante 1983
las transferencies ne
da TECUrsS0s 8 0
» habjan aido histérica

e positivas pasaron @
negativag ¢n sels por

1

;Y g



ciento de} producto interno
en promedio vy que e} exce
so de deuda ha propiclado
un clima de incertidumbre
macroeconémica que ha in
hibido la inversén ¥y ha
wiercido uha gran preslon
aobre los mercedos finan
cieros internos

En ¢} diano plazo
arunto México a2 reforma
1isca) iniciada en 1987 que
practicamente ha sldo apl
cada altanzard una mayor
solidez para promover ma
yor efleyencia p» ecopdémica
que incentiva la inversitn
{omento a ja competitividad
externa promocion del aho-
170 Interno y mejoramiento
de la distribuaibn del in

greso
. Dilo que e goblerno
gaanéendm e! contro} sobra
ntidades b% estrate
tgicas ¥ prio 8 y que
continuara «con el a.c’i’w
cetdo Ge desincorporacidnm,
reestracturgeion X el
~nizgefon de entidades pu
rbhicas, ademAs de contl
nuar con la emisién de
, iuevos jnstrumentos de in
versién y de ahorro den
tro de una mayor coinpe-
Jtencia interbancaria 14
elimingeléon de subsidios
tmplicltos Do Justificedos
n maleria financiera.
Las autorldades del pais
gespersn que la nversén
,extranjela directa juegue
sun imperignte papll cowm
lementerio en la promo-
cion de) empleo, Ja moder
nizaclon de lg_ planta I
Qustrial y en 1 apertura
dL puevos mereados para
1a exportaciéon, y puntuall
20 qus e} Jogro de las me
fas del programa oreard
un climp J)ropicio - para
.Lm.rqer inyersién extranjera
Un total de 18 ¢uartillas
que integran 28 puntos in
teégran 1a oarta enviads
ypor las autoridad mexi-
in” a;l !_F;w, tdor:: 8 egt-a
ece claramente e8
U¢s de fina TA8S m'f‘g}i 1 de
afsicldn, el eretimiento
Wgnomico proyectadp e

términos reales serd de al
r%dedor de 6 por clento por
afo

Pars lograr epags tashd
de crecimiento, sery nece
sarlp gque Is relacion de
inveralon 8 producto inter
no brute sumenia a cerca
de 27 por clento en 18%4, ¥
que en materia de Infla
clon sg proyecié que pora
este afio baje & 18 por
ciento

Establece también =u
puestos de aumento & I8
deuda externs publica en
¢850 de que nO Be dismiou
ya senalblemente la trans
ferencia de recur=ops al ex
terior, vy sdvierte que el

podria crecer en mas de)
doble entre 1588 y 1964 sl
no se¢ dlaminuye esta trans-
ferencia en menos de 2 por
clento del PIB afo
Asimismo advierte que
sl 1a opcién de nuevos It
nanciamiento predominara
sobre la raducelén de
deuda al terminasr los pe
riodos de gracie de los pue
vos réditog haclg medla
os dz la década de los
noven?a habra un aumento
significativo e los pagos

la io8
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ma y 1 viabliidad de la
balanza da pagos”

Por oira parte la carta
seftla que partlendo de
las metas de inflacién pro
veetadas, similares & la de
jos principales &laes det
mundo, entye 1 y 1992
requerimientos finan
cleros del sector pablipo ba
jardn en aproximadamente
9 puntos porcentuales del
P Dese @ Gue e] superd
vit primarlo podris bajar
en 2 puntos porcentusles

de smortizaciones "Por ko del PIB

tanto ¢s lmportante buscar
una reducclén sigmiticatd
va de )a deuda que asegu-
re ¢] logro de los chjettvos

También habrig una ecal
da en ol déficit operscio-
va] de] orden de 2 puntes
porcentusales del PIB A me

déficit en cuenta corriente

'real disminuya Ademas se
'espera que el ahorrp del
gector pOblico aumente V¥
que anfe una reduceion de
yos pagos de intercses reéa-
fez 'y ¢! sumento del aho-
tro permitira incrementar
wl gasto phblico particular
gnenta en educacidn agri
rultura, salud e infraes-
tructura
Luegp detalld las poiill
macroecondmicas para
16389, glanuadag dentro de
los objetivos presupuesta
4es aprohados nfor Con
greso de la Unién r‘{ apun
6 que ol superavit fiscal
imarlo estimado Inicial
fmente en 67 por clento
del PIB para este afio serd

»w

de crecimiento del progia

de 73 por clento como Ye-
suliady, del aumento de

g!clos de)l barril dej pe

e0

Dijo ¢! Goblerno Mexlca
no que !a consolldacién de
ia extabilizacién de la in
flacién ey 1889 debera re
ducir €] pago de interesex
scbre 13 deudy interna a
9 por clento de] PIB, aun
gue  l0s intereses reales
‘probablements  permant-

ré'fmﬂtgs:ncia spetdal dio
* e

a }apopont.lca cambinatia, v
dijo que fijarla en formsa
aproplada serA “tlemento
clave” en la sstrategia de
estabilizacién, y esencial

a

dide

que la tasa de interés

en el logto de una balanza
de pagos viables

Finalmate, en la misma
tarta destacd que las aulo-
tidades de México y el
FMI sostendrin consultas
periodicas para evaluar el
avance en las metas del
programa

ta primera evaluaclén
serd antea de: 31 de agosty
de 989, la segunds antes
del 238 de febrerg de 1990
Habra nueves consultas
antes del 28 de febrero de
1993 y del 29 de febrerq de
1992, con el fin de llégar
& un acuerdo sohre el cur-
so0 de las poiitichs para los
afics 1951 y 1992 respectls
vamente

A
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No resolvera la renegociacion
todos los problemas: CCE

» @ Es necesario mantener el esfuerzo interno, por medio de un mayor ajuste del gasto

, cornente gubermamental
| Da certs

Por JAVIER VELAZQUEZ

y VICTOR GONZALE2
Rapcriaros de £L UNTVERSAL

t  Renegociar la deuda externa, aun
cuando es una condicidn necesana no re-
solvera todos los problemas para asegurar
e crecimiento del pais Se requiere tam
bién continuar el asfuarzo \nterno por
medio de un ajuste mayor det gasto co
rnente gubernamental resolver el dese
quihbrio fiscal y monetario incrementar la
inversién, hiberar fos controies de precios
y sanear las finanzas pubheas, apuntéd
Agustin Legorreta presidente del Consep
Coordinador Emprasanal

A su vez Jorge Kahwag: Gastine, din
gente de la CAmara Nacional de la Indus
{na de Transformaci6n indicd que |3 carta
de intencién establecida con el Fondo Mo-
netarto Internacional es un elemento de

t<:'3|'tu.\lumbna y constituye un primer paso
para encontrar soluciones permanentes, ¥

,no g6lo pahativos al confhicto con 108
‘acreedores

Al igual que Legorreta Manuel Ramirez
Castafion director general del Centro de
Estudios Econdmicos del Sector Privado,
expuso que no puede continuar la calida
an el nivel de vida de los mexicanos, con
su consecuente presion socal y politica,
provocada por un crecimiento anual de
apenas 0 9% como es el que se dio en el
ultno sexenio durante el cual la transfe-
rencia neta de recursos al exterior fue
equivalente al 5 3% del Producto Intemo

s Bruto

Sostuvieron que e} sector empresanial
apoya los cuatro puntos de negoctacion
propuestos por el
acreedores, y que son dismminuir la trans
ferencia neta da recursos al exterior, re
ducir el valor del endeudamiento externo
acumulado fograr una negeciacién mult
lateral que reduzca la inceridumbre eco
nomica, y disminuir la relacidn de los pa
swos respecto del Producto Intermo Bruto

3 Legorreta puntuahzd que la utiizacién
de divisas para el cumphmiento de los
compromisos financieros con el exterior
tuyo un jmpacto negstivo en el ahorro in
terno y obligaron a reducir la inversién al
16% del PIB en los ultimos seis afos

Externd su optimismo respecto de que
ta renegocacion de los débitos se logrard
positivamenta, pues nuestro pais es el que
mas ha avanzada en el proceso de estabi
hzacién ecandmica y en el cambio estruc
tural conghiciones que et Plan Brady es
tablece como requisitos para las naciones

taltamente endeudadas

de elevar los actuales niveles de mversidn, asegura
umbre a futuro la finna con ¢l FMI Kahwag @

brerno mexicano ados<- En re

Legorreta @

Sin embargo subrayé que e$ necesana
una disminucién mayor del gasto del Go
bierno, la reduccion de! excesivo regla
mentarismo la eliminacién de monopo
hos, ( hacer eficientes as( como proseguir
con 1a desincorporacion de un mayor nu
mero de paraestatales como premisas
para continuar con {os ajustes intemos

“La negociacitn de la deuda externa no
dabe ser un sustituto sino méas bien un
complemento de los cambios estructu
rales que aun se necesitan realizar’ sén
tencid

Manifesté que México es una nacion po
bre a pesar de que se le considera entre
las de ingresos medwos, lo que agmhca
que genera un ahorro interno iNg iciente
para crecer y por tanto requiere de recur
sos del exterior Informé que la década de
o8 ahos 60 la nacidn recibié del extenor
un promedid anual equivalente al 4% de
su PiB que, sumado al ahorro interno
permitia una inversidn de casi el 20% del
PIB lo que g0 como resultado un crec
miento del 79% anual N

Sostuvo que el Pacto para la Estabihidad

ol Cracimiento Econémico 'camina

en’ pero pars que la nacidn retome la
senda del crecimiento es indispensable
que $e resuelva a fondo el problema de la
deuda

Por su parte en una comunicacién por
via telefénica desde Belgrado Yugoslavia
donde realiza una gira de trabajo Kah
wag Gastine expuso que reducir |a trans
ferencia de recursos al extenor del 6% al
2% con respecto del Pi8, bnnda a la na
16n ur ?anomma de mayor crecimiento

erencia al financiamiento a que
tendrad acceso nuestro-pals durante 105
préximos tres afios con posibilidades de
ampliarse por un ano mas, djo que con
recursos frescos México tendra oporiunt
dades de conformar ta base que facihtard
su desarrolio sostenido

A su vez, Ramirez Castandn expuso que
)a renegotracién de la deuda externa juega
un papél muy importante, ya que su ser
yICIO @s una pesada carga al erario sin
embargo, 10 que se obtenga en materia de
la negociacién del débito no debe ser un
sustituto, sino un complemento de la to-
davla necesaria austeridad del gasto co-
rmenté

Resolver el problema de la deuda ex
terna ez una concheidn necesarna mas no
suficiente para asegurar el crecimento fu
turo de! pais , apunté

En matena interna sefalé que el inter

{COMTINVA EN LA PAGINA 4)
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No resolver3 la renegociacion todos los problemas: CCE

(CONTINUA DE LA PAGINA 1)

vencionismo econdémico estatal debe re
ducirse en sus dos vertientes |a regula
dora, que comprende el conjunto de nor
mas gubernamentales que ngen parcial o
totaimente la operaci6n micro de las em
presas y sus relacoones obrero-patronales
y la proveedora que consiste en el ofre
cmiento da bienes y servicios producidos
por las empresas propiedad del Gobierno
Resaltd que Ja magmitud del desequilt
brio fiscal cualquiera que sea su medida
~financiere primano u operacional—, es
inconsistente con ta estabilidad prueba
de ello es que cuando los agregados mo
netarios han venido disminuyendo su
' mtmo de crecimiento éste sigue siendo
elevado, o que vahida sélo en una propor
::lbn el proceso de desinflacién que se
iene

Considerd que sih negar que todavia
ueden aumentarse los ingresos publicos,
la correccién de las finanzas publicas
debe hacerse basicamente por el lado del
gasto en particular del corriente de tai
manera que & gasto global disminuya y al
mismo tiempo $e revi la tendencia as
c?é\:er\te que la inversién publica ha te
n

LIBERAR PRECIOS

En otro orden de ideas Legorreta Chau
vet manifests que cuando concluya el
PECE debers iniciarse graudalmente una
hberalizacién de Jos procios, puesto que ia

mncen%mén no pugde poner ;&a mlgscado
un cors permanen 6 QU 1T ne-
casanos ajustes de pregos relatvos

Al participar como nvitado de honor en
una reunitn orgamizada por jos Ejecutivos
de Ventas y Mercadotecia, expuso que la
recesion aconémica no ha llegado pero en
1989 es muy factible que se presente y
aun cuando esto es negativo serd un costo
imprescinchble para poder consolidar el
procesa de desinflacion \

No podemos habiar de un crecimwento

aconémico sangd ¥ sostenido, si fa inflacién
no queda controfada de forma perma
nente’ , advirtid &l maximo dingente st
tucional de ia iniciativa pnvada

En su exposicién, sefialdé que pueden
considerarse como satistactonos los resul
tados obtenidos en ¢t primer tnmestre del
afio en materia de intlacién y jos resul
tados pueden cahficarses como “‘especta
culares & se miden en términos anuales

Anadid que el cicculante monetario (Mi)
registro un crecumionto anval, de febrero
de 1988 a febrero de 1989, de séio 41%
Apunté que lo ocurrido en las varniables
monetanas es indicio de que vamos an el
rumbo correcto
Exphco que al primer mes de este afto
el déticit del Goherno federal fus de
614 000 millones de pezos que es Muy
tavorable en comparacién con los 34 bi
flones de pesos registrados en igual mes
de 1988 |o cual ¥ enta una reduccién
de mas de 85% en térmuncs reales

Hoja No 2
EL UNIVERSAL
Abrl 12, 1989
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| FM;xico, IMF Reach
New Accord On Debt

» T e yow

"

Sy DANIEL. ALDER
The News Finance kdnor

Mexico signed a letter of intent with the
. International Monetary Fund on Tuesday
under which the IMF will loan the country
3.635 billion dollars over three years
Fiance Secretary Pedro Aspe said
Mexico hopes to receive an additional
! compensatory IMF loan of 500 miihon
dollars this year
,  The agreement marks a step forward in
Mexico's struggle to renegotiate its 100-
billion-dotlar foreign debt But Aspe noted
during a press conference that the country
sull faces “difficult™ negotiations with its
commercial bank credrtors. Formal talks
with the banks hre scheduled to begin
* Wednesday, April 19, he saxd
While the IMF has become unpopular i
much of Latin America for sustenty

-

ey

-~

measures stipulated m ks Jetters of intent,
the new agreement mgned by Mexico
adheres 10 the economic officials
here haye already put Imm
Aspe characterized the agreement as “a
full endorsement of Mexico s economic
strategy,” by the multilateral organization.
He saxd it was “a new type of agreement
that supports a strategy of sustained growth
with price stability” by setting goals for
economic growth and then deterrnining
how much financing is needed @ meet
The letter states that the Mexcan
government will continue its current policy
of devaluing the peso by a little more than 1
percent each month and mabwain free
access 1o the foreign exchange market It
adds that reat domestic nterest rates will
probably remam at current high levels for
the remainder of 1980 in spite of the
projected decrease i Inflation
Aspe said the agreement recognizes
Mexico's need to reduce the net transfer of
, resources out of the country each year from
8 percent to 2 percent Mexico’s goal is to
attamn an economic growth rate of § percent
by the end of the current administration, in
1994, he added The economy grew by only
J ) percent in 1063,
¢ Mexico also expects to end negotiations
for loans totaling 1.5 billion dolars from the
World Bank soon and will begh 1alks with
Paris Club of officia) creditors within
(See IMF pa s

- B
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THE NEWS
April 12, 198

8y DANIEL ALDER -
The News Finance Fditor

A favorabie renegotiation of Mexxo's
forelgn debt will not cranslate nto
immediate economic growth, analysis
from the PBureau of Market Research
{Bimsh) said Toesday

~At & press conference, Bimsa Director

, Cesar Ortega de 1a Roquette laid out his

<company s predictions for Mexico'’s near-
term economic future

S “What we need fs stabilization, and the

cost of stabilization is recession,” Ortega

* said

Using @ mathematica) model of the
Mexican economy, the company predicted
that gross domestic product (GDP) would
fall by 2 2 percent tn 1980 as the government
maintains tight reing on public spending in
its effort to stamp out inflation

, Ortega sald consumer inflation should
reach 21 percent this year

b} - »

Analysts: Renegotiation No

The model predicts that second-quarter
1989 will be the worst in terms of growth,
with total investment contracting by 1.8
percent and mtemational reserves falling
by 71t million dollars. GDP s projected to
fall 25 percent dunng the three months
‘rlmm the beginning of Apni! 10 the end of

une

Ortega noted that the predictions were
based on a scengrio in which Mexico
recetved postive news about its foreign detw
by July when the cyrrent of the Pact
for Economic Growth Stalization
(PECE) ends That news would have to
entail a net reduction of the transfer of
resources aut of the country 1o the tune of
between 5 billion and 5.5 billion dollars, he

Without that kind of reduction in the detx
burden, the scenero becomes marhedly
different Ortega predicted that a series of
“economic adjustments” would then have
tobe made including a reduction of ealanes

s b -

WY E—p
-

Magic Growth Formula

capital m the country -

and a 10 percent devaluanion of the peso

Buf Ortega added that “a favorable
renegotiation of the detrt does not iply that
the economy will be ready to grow ™

If Mexico wants (0 win #8 war on
Inflation the money madeavaitableby such
a negotiation would have to be put mto
savings rather than ncreased domestic
Sspending, he sand

A successfii! renegotiation would help
create the necessary condihons for
Bconomic  recovery by  promoting
_confidence and allowing the government (0
reduce its spending on both foreign and
domestic dett service, Ortega said

Currently the lack of emnfidence
Mexico seconomic future and especially in
the future of the peso, 18 forcing the

vernment to pay high intenest rateg on its
intemal dett The govemment 1 offening
rates of ciose to 30 percent on Treasury biils
to coax Mexican investors into leaving thesr

-

|
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L3N total de 1,500 millones
tde fblares en apoyo de los

ogramag de reforma es-
'guctunl del Gobierno, re-
eurdos que serin adiciohs~
“les & o8 destinados & fM
nanciar proyectos especitf

co8

Ademis soljcrtard al
Banco Mundial recursos
para apoyar las operacio-
)';ea de redugcion de deu-

a' complementarioe & los
que se destinaran con 10%
fondos que se obtendran
por e} acuerdo suacrito con
el FMI

Agpe Armella también in
formd que 8¢
pcuerdo de reestructuracién
de deuda con los acreedorer

buscara -un off

{r4 anfrentando prelos
ormidables”
e e T
2 102
?eesmicguradaq a“u,\’e no

ez ron,la hajwa '
cial sobre la que se lleva
ran a cabo operaciones de
reducclién de deuda ascien
de aproximadamente a
60000 milloneg de dblares
F1 resto (otroR 40 mil mi
Mlones de ddlares estd con
tratada con oOTrganismos
mutltilaterales como el ¥
MJ, ¢l Baneo Interamerl
cano de Pesarrallo v i}
Banco Mundial acreednres
o g.lineas de
ditos internacionales o co
merciales




INTERNATIONAL MONETARY FUND

April 11, 1989

To: The Acting Managing Director

/ Mexico
k=
Possible talking points for the
6 p.m. informal meeting with Executive
Directors are attached. They have
been seen by Messrs. Beza and Loser.

Attachment

cc: Mr. Whittome
~Mr. Beza
Mr. Loser
Mr. H. Simpson
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April 11, 1989

Mex1ico Talking Points for Informal Meeting with
Executive Directors

1 == Management recommends Executive Board approval of a three-year
EFF arrangement for Mexico at an access rate of 80 percent per annum

—= Announcement by Mexican authorities this evening, share

information with you 1n advance, we will circulate the letter of intent
tomorrow as a document We are looking to Board consideration in late
May/early June

2 —— The economic program 1s comprehensive, realistic, and features

growth-oriented adjustment and suitable financing, with the expectation
that some of 1t will be 1n terms of debt reductiom or debt service
reduction Mr Loser to explain key elements of the program

3 —= Program includes a financing need which all major creditor

groups will need to help fill in appropriate ways

—— Commercial banks a financing need of some $4-1/4 billion 1n

each of 1989, 1990, and 1991, on which Mexico has begun negotiations
with 1ts creditors, seeking a combination of new money and debt
reduction financing 1n a multiyear framework

—— The World Bank 1s expected to support the program with program
lending of perhaps as much as US$1 5 billion for the first year

—= The program assumes a Paris Club rescheduling and maintenance

of export credit cover

== Concerning IMF support for debt financing, the program

envisages a set—aside of Fund resources for eventual release for




financing of debt reduction of around 30 percent of the total access
amount Pending Executive Board discussion of IMF participation in

possible interest support financing, no assumptions or mechanisms are

incorporated in the arrangement
== lexican and Japanese officials have started discussions

concerning Japanese parallel support for the program No assumptions or

amounts have been built 1into the program and its financing assumptions,
as such support 1s to be additional

4 -= On the financing strategy in the weeks ahead, the conclusion of

negotiations on a financing package with commercial banks may take
considerable time, with implications for Mexico's ability to maintain

all of 1ts payments Fund management emphasizes the need to support the

program expeditiously Mexican foreign exchange cash flow position

needs early support, in light of sizable contractual payments due
-— While negotiations take place with commercial banks and while

financing assurances are being sought, management 1s prepared to

recommend disbursements under the EFF, initially on the basis of

quarterly performance criteria and appropriate safeguards, including two

reviews through March 1990
== By early Fund support for Mexico's program, we seek to balance

appropriately the objectives of our financing assurances policy

supporting the adjustment program, catalyzing appropriate financing for

the program, and protecting Fund resources A general discussion of

financing assurances policy 1s scheduled to take place in the Board in

the near future
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TO The Acting Managing Director DATE April 10, 1989
O

FROM Claudio Loser yb’—},.
SUBJECT Z‘fiiiiz — Letter of Intent

Attached 1s the letter of intent of the Mexican Government
requesting an extended arrangement for 240 percent of quota for a period
of three years The current draft incorporates comments from interested
departments and from the Mexican authorities The technical memorandum
of understanding, which specified the quantitative performance criteria
for 1989, also is attached The Government 1s tentatively planning to

publish the letter of intent on Tuesday Accordingly, we would like to
to aim at reaching final agreement on the documents by late today

The key features of the economic program are as follows

Main objectives of the program Consolidation of anti-
inflation effort, growth of real GDP to remain low initially but to
increase to 6 percent by 1993, external current account deficit declines
to about 2 percent of GDP after 1989 Net resource transfer by Mexico
to be reduced sharply, with debt reduction envisaged Fiscal policy
In 1989 the PSBR would decline by 6 percentage points of GDP, the
operational deficit would decline by 1 4 percentage points of GDP, and
the fiscal primary surplus would improve by 1 5 percentage points of
GDP If balance of payments and inflation results are less favorable
than expected, fiscal policy would be tightened even 1f the performance
criteria were met Exchange rate policy Currently depreciation 1is
running slightly ahead of domestic inflation, will be monitored through
reviews based on indicators (paragraph 26) Financing The amount
requested by the public sector from banks will be a little under
60 percent of interest payments of the public sector, 1f one takes all
operations with banks into account, the request will be equivalent to
around 45 percent of total interest payments, given heavy amortization
by the private sector Special technical features The program is
based on a Mexican oil price of US$12 a barrel and Libor of
10 5 percent The program envisages adjustment of quantitative
performance criteria, including fiscal and balance of payment targets,
if the combined effect of o0il prices and interest rates fall outside a
band equivalent to nearly US$1 billion (which is equivalent to an o1l
price deviation of some US$2 a barrel, or an interest rate deviation of
around 1 1/2 percentage points), on the downside, there is a limit to
the adjustment of net international reserves of US$1 1/2 billion

The balance of payments projections (and the relevant targets
and limits) at present include Japanese parallel lending of US$O 9
billion for 1989, without identifying it explicitly Even without such
financing, the program would show a relatively large reserve gain for
1989 (US$1 1/2 billion), and we could therefore exclude the Japanese



financing for the time being However, the Mexican authorities have a
strong preference to include the effects of such financing in the
presentation, adding to reserve gain, and thereby facilitating debt
reduction

Attachments

cc  The Managing Director (o/r)

Mr Beza

Mr Frenkel
Mr Gianvita
Mr Laske'
Mr Tanzi

Mr Brau

Mr Martinez (IBRD)
Mr H Simpson



Apral 11, 1989

Mr. Michael Camdessus
Managing Director
International Monetary Fund
Washington, D C 20431
Dear Mr Camdessus
1 In recent years, the Mexican Government has pursued a strong
and comprehensive program of macroeconomic adjustment and structural
change aimed at correcting macroeconomic imbalances and removing

economic distortions that have inhibited growth. The following are

among the most important policy developments that have taken place

a. The primary balance of the public sector, which for
several decades had been 1in deficit, has recorded a sizable surplus
every year since 1983 The adjustment i1n the primary balance amounted
to 14 percentage points of GDP from 1982 to 1988 Over the period,
public expenditures net of interest payments in relation to GDP were
reduced by 10 percentage points and, despite a dramatic fall in o1l
prices, public revenues rose substantially as a result of a far reaching

fiscal reform and a correction of public sector relative prices

b In order to enhance the external competitiveness of
Mexico, a comprehensive liberalization of Mexico's external trade system
has taken place, transforming a highly protected economy into an open
one In 1982 virtually all imports were subject to nontariff
barriers Today less than 20 percent of the value of imports 1s subject

to any form of quantitative restrictions At the same time, tariffs



have been reduced drastically from a maximum level of 100 percent 1in

1982 to 20 percent at present

c As a means for enhancing the effectiveness of the role of
the State in the provision of strategic and social services as mandated
by our Constitution, a divestiture program has been implemented since
1983 as part of the structural reform of public enterprises This has
strengthened considerably the financial position of the public sector
In 1982 the Mexican public sector participated in many sectors of
economic activity through a total of 1,155 state-owned entities To
date, the Government has privatized, merged, liquidated, or transferred
to local government almost 750 entities In this area the action of the
Mexican authorities has been based strictly on the principles stated in
the Constitution and implementing legislation which maintain under
government control the strategic and high priority enterprises. The
divestiture process has enhanced the productivity of the economy and has
been an important factor in improving the public finances on a permanent

basis.

2 In the context of the macroeconomic¢ and structural adjustment
undertaken, considerable success already has been attained i1n several
areas Sustained fiscal and monetary adjustment within the framework of
socially concerted efforts adopted in the Pacto de Solidaridad Economica
late in 1987, have brought about a sharp fall in the rate of
inflation Measured by the consumer price index, the l12-month rate of

inflation has fallen from 159 percent in December 1987 to less than



-

25 percent in March 1989 The 12-month rate of increase of the producer
price index fell from 16 7 to 11 percent during the same period As a
result of the structural measures implemented in the external sector,
Mexico's trade structure has been greatly diversified, manufactures now
account for more than one half of total exports while o1l represents
less than one third compared to 75 percent in 1982 Some sectors and
industries have been modernized thoroughly, and the Mexican economy has
become considerably more competitive and export-oriented From 1982 to
1988, Mexico's external debt, net of foreign reserves, has remained
constant in U S dollar terms and has shown a significant decline 1n

real terms

3. Economic activity, however, has stagnated On average, output
has experienced close to zero growth over the past seven years, while
real per capita income and wages have fallen significantly. The
stagnation of economic activity and of investment has largely reflected
a sharp deterioration of the terms of trade at the same time that
external financing was curtailed During the past six years, Mexico's
terms of trade have fallen by more than 35 percent, implying a
cumulative income loss of around US$40 billion Real interest rates in
international markets have remained high and continue to entail a
significant burden on the economy Net resource transfers to Mexico
shifted from a historical positive average to a negative 6 percent on
average during 1983-88 The debt overhang created a climate of
macroeconomic uncertainty which has inhibited investment and placed

enormous pressure on domestic financial markets



4 The Mexican authorities are of the view that the structural
and macroeconomic policies implemented over the past six years have
helped create domestic conditions conducive to the resumption of
sustained economic growth It 13 essential, however, that in addition
to the maintenance of strong domestic policies, the level of resource

transfer be sharply reduced and the debt overhang eliminated

5. The design of a medium-term growth oriented program requires
the continuation of appropriate macroeconomic policies aimed at
consolidating the stabilization effort, the deepening of structural
measures to enhance economic efficiency and competitiveness, the
reduction of the stock of debt and debt service payments, and the

availability of adequate financial resources on a multiyear basis

I Medium—term macroeconomic framework

6 Since its 1nauguration, the new Government of Mexico has
announced a medium-term growth oriented economic strategy with price
stability for the period 1984-94 To support 1t, the Mexican government
requests the use of the financial resources of the International
Monetary Fund for the equivalent of SDR 2,797 2 million 1in the form of
an extended arrangement for a period of three years At an appropriate
time, the Government of Mexico 1intends to request an extension for a

fourth year



7 The economic strategy for the medium term 1s based on the

following principles

a The program seeks to restore economic growth while
consolidating the abatement of inflation and propitiating a gradual

recovery of real wages

b In order to achieve 1ts objectives, the program 1s
formulated within a medium-term horizon, encompassing demand management
measures, efforts to increase domestic savings both in the public and
private sectors, and structural policies necessary to foster economic
efficiency These actions will enable increased and more productive
lnvestment 1in the economy while allowing the resumption of growth 1n

domestic consumption

c The economic program of Mexico has been designed within
the context of a significant reduction in the net external resource
transfer abroad, a decrease in the debt service burden, and the
availability of new external resources within a multiyear horizon
Mexico seeks to conclude external financial arrangements incorporating
new front loaded debt reduction initiatives, which will establish the
basis for a lasting solution to the country's external debt problem, and
which will provide financial flows at a level consistent with Mexico's

growth objectives over the coming years



8. Mexico has already initiated a number of major structural
reforms 1in the public sector enterprises 1in accordance with the
guidelines set 1in the Constitution. Major reforms have also been
implemented 1n the financial and trade sectors which are to be

consolidated 1n the years ahead, as described below

9 The tax reform initiated in 1987, which has already been
implemented to a large extent, will be pursued over the medium term.
Its main objectives are the promotion of economic efficiency by setting
adequate incentives for investment, enhancement of the external
competitiveness through a harmonization of the domestic tax system, the
promotion of internal savings, and the improvement of income
distribution These measures are intended to raise fiscal revenues
through lower tax rates and a broadened tax base, both for corporate and
personal income taxes, and to simplify tax administration in order to

improve the efficiency of tax administration

10 The Mexican Government, in accordance with 1ts constitutional
mandate, will retain control over strategic and high priority public
enterprises The effective management of these enterprises, as weii as
the need for the State to improve the provision of basic services,
requires a strengthening of the financial position of the public
sector Thus, the government has withdrawn from nonpriority and
nonstrategic sectors, making state involvement 1in strategic areas more
effective The ongoing process of divestiture, restructuring and

modernization of state enterprises will be pursued 1n the medium term



11 In the financial sector, new instruments have been created,
such as the Pagafe (bond indexed to the controlled exchange rates) and
Bonos de Desarrollo (treasury bills with longer maturities and flexible
interest rates) A large market of bankers' acceptances and other
instruments not subject to standard regulations and with flexible
interest rates and maturities developed towards the end of 1988 In
November 1988 Banco de Mexico deregulated the amount of acceptances
1ssued by commercial banks, replacing the former reserve requirement
regime with a liquidity coefficient of only 30 percent to be invested 1in
government paper or in deposits at Banco de Mexico  This action
resulted in a significant inflow of resources into the banking system
during the last two months of the year 1In addition, in March 1989 the
Mexican authorities adopted several measures encouraging banks to
compete more effectively among themselves and with other
intermediaries The most important of these measures were a) the
elimination of controls on interest rates and maturities for all other
traditional bank instruments, and b) the replacement of the reserve
requirement regime applied to traditional bank instruments by liquidity

coefficients similar to those applicable to bankers' acceptances

12 The recent measures undertaken by the Mexican authorities are
part of a far reaching reform of financial markets Required lending
from banks to the public sector through reserve requirements has been
eliminated in favor of open market operations These measures will be

complemented with important reforms i1n order to provide investors with



proper legal protection while increasing market efficiency, making
financial institutions competitive at an international level and
promoting domestic savings and investment The credit operations of the
national development banks and the official trust funds will continue to
be monitored closely. The current system of granting preferential
lending rates only to users in high social priority activities will
continue., Structural programs will also be implemented to enhance the
efficiency of development banks and to promote their complementarity
with commercial banks by restructuring some of them as second tier
rediscounting institutions. Preferential lending rates will be subject
to periodic adjustment to avoid marked differences with regard to costs
of funds The structure of these rates will be reviewed periodically,

with a view to reducing implicit subsidies

13 In the medium term, foreign direct investment 1s expected to
play an important complementary role in the promotion of employment, in
the modernization of plant and equipment, and i1in the opening of new
export markets In this context the achievement of the program's
objectives——namely, economic growth and financial stability--should
create a climate that would attract foreign investment Among the
fiscal measures submitted to Congress last year, the gradual reduction
of corporate tax rates to international levels that has been proposed

would create 1incentives for both foreign and domestic investment

14 Trade policies are aimed at consolidating a new structure of

production 1in the Mexican economy, seeking an efficient import



substitution process and the promotion of those sectors in which Mexico
has a comparative advantage The further integration of Mexico into the
world economy will stimulate efficiency and strengthen growth

prospects. Beyond the major reduction in effective protection achieved
so far, the Mexican authorities will continue to reduce remaining

distortions and tariff dispersion

15 It 1s expected that 1in the context of sustained macroeconomic
stability, increased domestic savings-—along with adequate foreign
savings—-will provide the resources to finance the investment needed 1n
the medium term to attain the growth and employment targets of the
program. After an imitial transition phase, real economic growth 1s
projected to rise to about 6 percent a year Achievement of these rates
of growth would require an increase in the investment/GDP ratio to about
27 percent 1in 1994 At the same time, recent gains 1in abating inflation
are expected to be consolidated, the rate of price increase 1s projected
to decline from 18 percent in 1989 to levels more in line with those of

Mexico's major trading partners

16 The authorities are of the view that 1t will be difficult to
reach the targeted rate of economic growth unless the net external
resource transfer can be held to below 2 percent of GDP a year In the
absence of a significant reduction i1n external debt service, achievement
of the envisaged path of economic growth and employment and the
associated use of foreign credit would imply a steady increase 1in the

external current account deficit over the medium term On the
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assumption of stable terms of trade and notwithstanding the strong
growth 1n nonpetroleum exports, little change in the nominal trade
balance 1s expected over the medium term, because of the relative
stagnation of o1l export volumes Interest payments on the public debt
would nearly double from 1988 to 1994 (even on the assumption of no
further rise 1in international interest rates), more than offsetting an
expected i1mprovement 1in other elements of the external current

account. Thus, without a reduction 1in external debt service, the

current account deficit could more than double from 1988 to 1994

17 With sizeable current account deficits, significant repayment
obligations on existing public and private external debt, and the need
to rebuild gross international reserves from the levels at the end of
1988, Mexico would continue to face large external financing
requirements over the medium term Even assuming a relatively strong
performance of private foreign investment, and taking into account
significant inflows from multilateral and bilateral agencies, annual
financing gaps of US$7 billion or more are projected Such gaps could
be filled by new borrowing from multilateral and bilateral agencies, as
well as significant net credits from commercial banks However, 1n the
absence of sizeable debt reduction, there would be a significant rise 1in
the level of debt service payments over the coming years Moreover,
excessive reliance on new money packages would result in a significant
rise 1n amortization payments following the expiration of grace periods
in the m1d-1990's It will thus be important to seek a substantial

amount of debt reduction to assure the growth objectives of the program
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together with a viable balance of payments

18. Over the coming years, the budget proposals that the Mexican
Government will submit to Congress will seek to continue the process of
fiscal consolidation. In this context, with the targeted reduction 1in
inflation, the PSBR would decline by some 9 percentage points of GDP
from 1988 to 1992, even though the primary surplus of the public sector
could decline by 2 percentage points of GDP There also would be a
decline of the operational deficit of the order of 3 percentage points
of GDP as real interest rates drop. Public sector savings are expected
to increase from improvements in the effectiveness of the tax system, 1in
the overall efficiency of public enterprises, and from the anticipated
fall i1n domestic real interest rates as financial stability 1is
consolidated The reduction in real interest payments and the rise 1n
public sector savings will allow for an increase in public sector
expenditures 1n areas such as education, agriculture, health and

infrastructure

II Macroeconomic Policies in 1989

19 In December 1988 the Mexican Government and the various
sectors of society agreed on the Pact for Economic Solidarity (PECE) as
the 1nitial phase of economic policies for 1989 This new pact, which
succeeded the Pacto de Solidaridad Economica and whose aim 1is to

consolidate price stability, contains specific guidelines through the
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end of July Within this framework, public sector prices and tariffs
were adjusted, minimum wages were increased by 8 percent, and the peso
1s being depreciated daily according to a preannounced schedule Under
the PECE 1t 1s expected that inflation will decline from 52 percent
during 1988 to 18 percent during 1989 (in March, the 12-month rate had
declined already to 25 percent, and in that month consumer prices rose
by only 1 1 percent) The fiscal measures approved by Congress in the
1989 budget will contribute to a reduction of the operational deficit
The fiscal stance, 1in conjunction with appropriate monetary and exchange
rate policies, should help bring about the gradual recovery of
investment and output, as well as lower inflation and the strengthening

of i1nternational reserves

20 Public expenditures and revenue policies are geared towards
achieving the objectives of the budget The primary fiscal surplus for
1989 approved by Congress of 6 7 percent of GDP (under the assumption of
a US$10 00 per barrel of o1l) would be 7 3 percent under the currently
expected US$12 per barrel In response to the fiscal effort, and in
light of the projected availability of foreign resources, nominal and
real interest rates are expected to decline during the year The
operational deficit would be reduced to 2 5 percent of GDP, while the
public sector borrowing requirements would decline by almost
6 percentage points of GDP, from some 12 5 percent in 1988 to 7 percent

in 1989

21 In 1987 the Mexican authorities embarked on a major reform of
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the tax system in order to enhance the effectiveness of fiscal policy as
well as to improve resource allocation The implementation of the new
system raises tax revenues by almost 1 percentage point of GDP, in 1988,
notwithstanding a significant decline in import tax revenues resulting
from the reduction i1n import tariffs under the trade liberalization
program The government has already implemented major revisions to the
tax structure for 1989 in order to broaden the tax base, reduce the
marginal tax rates, simplify the procedures for calculating tax
liabilities and bring Mexico's tax structure closer to that of 1ts major
trading partners This year the corporate income tax rate was reduced
from 39 2 percent to 37 percent, and with the acceleration of the
implementation of the 1987 tax reform, the new base for calculating tax
liabilities 1s now in full operation Congress approved a series of
important tax measures for fiscal year 1989 (a) the fiscal treatment
of corporate dividends has been changed to promote reinvestment of
profits, tax exemption for dividends distribution has been eliminated,
(b) the system of investment deductions have been modified to stimulate
decentralization of economic activity, (c) a minimum tax of 2 percent on
firms's net assets has been introduced, with the objective of reducing
tax evasion without raising the tax burden of complying firms, since
payments can be credited against the corporate income tax, (d) the
number of personal income tax brackets has been reduced from 12 to 6,
with a reduction 1n marginal tax rates, and (e) the dispersion in import
tariffs has been narrowed by increasing minimum tariffs for most items
to 10 percent, except for some basic foodstuffs and medicines, while

maintaining the maximum rate at 20 percent In addition, the Government
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1s enforcing tax regulation and collection more strictly in order to

reduce tax evasion

22 The Mexican authorities have followed a policy regarding
public sector prices and tariffs consistent with inflation objectives,
the protection of the purchasing power of low-income groups, the
strengthening of the public finances, and the improvement of resource
allocation  Since January 1988 public sector prices have been kept
broadly stable in real terms (adjusted for movements in the producer
price index). The Government of Mexico will monitor closely
developments in this area, and prices and tariffs will be adjusted 1n

light of the objectives outlined above

23 Total public outlays on goods and nonfinancial services
declined in relation to GDP by some 10 percentage points from 1982 to
1988 As 1t has been announced, to consolidate these gains, the
authorities intend to continue their divestiture policy of nonstrategic
and nonpriority entities and streamline the operations of the public
sector Budgetary outlays excluding interest payments--as approved by
Congress—-are projected to decline by 1 5 percentage points of GDP 1in
1989 The reduction 1in public sector expenditure will be combined with
a restructuring of spending priorities to emphasize those services most

oriented to low income groups

24  In 1987 high rates of inflation and the uncertainty that

prevailed i1n the economy resulted i1n 1nterest payments on domestic
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public debt of some 15 percent of GDP The fall of inflation in 1988
was not accompanied by a proportional reduction in nominal interest
rates, and thus the real component of interest payments increased
sharply In 1989 the continued decline in inflation should reduce
domestic interest payments to the equivalent of 9 percent of GDP
However, real interest payments on domestic public debt are likely to
remain high for some time As progress in the negotiation of adequate
external financing and in attaining the objectives of the economic

strategy 1s made, real interest rates should drop considerably

25. Monetary policy will be aimed at consolidating the recent
gains in financial stability and, more generally, will support the
macroeconomic objectives of the program With the recent institutional
changes, open market operations have become the main i1nstrument of
monetary policy These changes should result in increased efficiency 1in
financial intermediation, the growth of financial savings, and a

reduction 1n 1nterest rate spreads

26 The Mexican authorities consider that an appropriate exchange
rate policy 1s a key element 1n the stabilization strategy and 1s
essential to the achievement of a viable balance of payments With a
view to maintaining the level of external competitiveness, and in the
context of the financial stabilization pact (PECE) adopted by the new
administration for the period through July 1989, the peso 1s being
deprecirated against the U S dollar by an amount equivalent to more than

l percent per month As a general principle, exchange rate policy will
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be managed so as to be consistent with the attainment of the balance of
payments and inflation objectives of the program, also taking 1into
account, the behavior of international reserves, the trade balance, and
the real effective exchange rate The authorities intend to continue
the present policy of permitting free access to the foreign exchange
market, and expect that the differential between the exchange rates 1in

the official and free exchange markets will remain low.

27 The Mexican authorities consider that timely and adequate
external financing 1s indispensable for the success of the program
This will require the cooperation of all creditors Negotiations are
currently under way with the World Bank for a US$S1l 5 billion structural
adjustment loan package i1n addition to continuing project lending
Mexico will also seek World Bank resources in support of debt reduction
operations to leverage 1ts own structural adjustment and growth
objectives Fund support through an EFF will provide a policy framework
for the consolidation of stabilization efforts and the resumption of
growth Fund resources also could contribute to debt and debt service
reduction operations A restructuring agreement with Paris Club
creditors that maintains full export cover will be sought With regard
to commercial banks, various actions need to be taken in the very short
term, including a restructuring of principal payments of restructured
debt and new money due 1in 1989-94, agreement to rollover interbank
deposits and bankers' acceptances, and satisfactory financing of the
balance of payments, while a more lasting solution to the debt problem

18 arranged Trade finance operations will continue to be conducted as
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in the past. The Mexican authorities are of the view that macroeconomic
uncertainty and capital flight are inextricably linked to the debt
overhang. Elimination of the debt overhang 1s a precondition for
substantial capital repatriation and for renewed access to voluntary

markets

_ 28 The Mexican authorities believe that the policies and measures
described in this letter are adequate to achieve the objectives of the
strategy, but will take additional measures that may become appropriate
for this purpose During the period of the arrangement the authorities
of Mexico and the Fund will consult periodically, i1n accordance with the
policies on such consultations, to examine the progress being made 1in
the program and the achievement of 1ts objectives In particular, the
implementation of the economic program described herewith will be
reviewed before August 31, 1989 A second review with the Fund to reach
policy understandings for 1990 will be completed before February 28,
1990 Thereafter, consultations will take place before February 28,
1991 and before February 29, 1992, to reach understandings on economic

policies for 1991 and 1992, respectively

Yours truly,

Pedro Aspe Armella Miguel Mancera Aguayo
Secretary of Finance and Director General
Public Credit of Mexico Banco de Mexico



Technical Memorandum of Understanding 1989

|

1. In accordance with the economic strategy described in the
letter dated April 11, 1989, the following performance criteria have
been established for 1989. Establishment of performance criteria for
later years and their phasing will be determined on the occasion of the
review described in paragraph 28 of the letter of intent

2, Adjustments to performance criteria will be made as
described below 1n the event of deviations from the projected evolution
of the price of 01l and of external interest rates Performance
criteria also will be adjusted for changes in the timing of gross
external financing and for financial flows associated with operations
aimed at a reduction of external debt, to ensure that such operations
are neutral in their effect on the balance of payments and other
objectives of the program The precise modalities of these adjustments

will be examined at the time of the first review of the program

I Foreign financing

3. The public sector's net use of foreign credit (excluding
foreign trade lending operations by the Banco de Comercio Exterior),
amounted to US$1l 62 billion in 1988 and 1s estimated at minus US$0 44
billion for the period January-March 1989 The public sector's net use
of foreign credit will not exceed US$1 20 billion for the period
January-June 1989, US$4 32 billion for the period January-September
1989, and US$7 55 billion for the period January-December 1989  This

figure 1s consistent with the limits approved by the Mexican Congress



These limits will be adjusted for changes in the timing of gross
external financing flows and flows associated with debt reduction

operations as described in paragraph 2

II Public finance

4, The overall public sector borrowing requirement, "PSBR"
(1 e., the economic deficit of the nonfinancial public sector on a cash
basis plus the financial intermediation conducted by the national devel-
opment banks and official trust funds, excluding FICORCA), amounted to
Mex$48,734 billion 1n 1988 and 1s estimated at Mex$7,740 billion during
the first three months of 1989 The PSBR will not exceed Mex$15,400
billion in the six-month period ending June 1989, Mex$25,400 billion 1n
the nine-month period ending September 1989, and Mex$33,900 billion 1in
the period January-December 1989 These limits will be adjusted in
accordance with the provisions described in paragraphs 11 to 14

5 The operational deficit of the nonfinancial public sector
amounted to Mex$16,053 billion in 1988, and 1s estimated at Mex$3,110
billion 1n the first three months of 1989 The operational deficit will
not be larger than Mex$5,600 billion in the six-month period ending June
1989, Mex$8,920 billion 1n the nine-month period ending September 1989,
and Mex$12,130 billion 1n the period January-December 1989 These
limits will be adjusted in accordance with the provisions described 1in
paragraphs 11 to 14

6 The primary surplus of the nonfinancial public sector
amounted to Mex$24,850 billion in 1988 and 1s estimated at Mex$9,250

billion during the first three months of 1989 The primary balance will



register a surplus of at least Mex$19,700 billion in the period
January-June 1989, a surplus of at least Mex$27,600 billion in the
period January-September 1989, and a surplus of at least Mex$35,350
billion in the period January-December 1989 These targets will be
adjusted 1in accordance with the provisions described in paragraphs 11 to
14

7 Should macroeconomic objectives of the program (defined for
this purpose as* (a) the inflation rate as measured by the CPI, and (b)
the external current account net of interest payments and o1l exports)
not be achieved i1n spite of the observance of the fiscal targets stated
above, the Mexican authorities, in consultation with the Fund staff,
will strengthen their fiscal stance with additional policy measures
These policy measures, which will be of a permanent nature, will aim at
increasing the fiscal primary surplus to a level that would assure

achievement of the macroeconomic objectives of the program

ITI Banco de Mexico operations

8 The net foreign assets of the monetary authorities amounted
to US$1l 69 billion on December 31, 1988 and are estimated to have
declined by US$0 50 billion on March 31, 1989 The net foreign assets
of the monetary authorities will not decline by more than US$0 71
billion 1in the perrod January-June 1989, will increase by at least
US$0 56 1in the period January-September 1989, and will increase by at
least US$2 40 billion in the period January-December 1989 These
targets will be adjusted in accordance with the provisions of paragraphs

11 to 14 These targets also will be adjusted for the impact of debt



reduction operations referred to in paragraph 2, in the framework of the
financing package agreed by the authorities, however, the maximum
downward adjustment for this purpose 1s US$1 5 billion

9 The net domestic assets of the Banco de Mexico amounted to
Mex$17,383 billion on December 31, 1988 and are estimated to have
increased by Mex$1,300 billion on March 31, 1989 The net domestic
assets of the Banco of Mexico will increase by no more than Mex$2,600
billion 1n the period January-June 1989, will decline by at least
Mex$350 billion in the period January-September 1989, and will decline
by at least Mex$3,200 billion 1in the period January-December 1989
These limits will be adjusted 1n accordance with the provisions of
paragraphs 11 to 14 These limits also will be adjusted for the impact
of debt reduction operations on the net foreign assets of the monetary
authorities referred to in paragraph 8

10 The Banco de Mexico's net claims on the public sector
amounted to Mex$31,464 billion on December 31, 1988 and are estimated at
Mex$32,686 billion on March 31, 1989 The Banco de Mexico's net claims
on the public sector will not exceed Mex$33,910 billion during the
period January-June 1989, Mex$34,210 billion during the period
January-September 1989, and Mex$34,520 billion during the period
January-December 1989 These limits will be adjusted i1n accordance with

the provisions of paragraphs 11 to 14

v 011 price and interest rate adjustments

11 Performance criteria will be adjusted for deviations 1n the

price of o1l and 1in external 1interest rates, as specified below The



adjustment will be based on the cumulative effect of the movements 1in
both of these variables on all performance criteria with the exception
of the fiscal primary surplus which will be adjusted only for the price
of 01l, and the public sector's net use of foreign credit which will not
be subject to these adjustments. The upper-end adjustment (1 e , high
o1l prices and low external interest rates) will be equivalent to any
excess above a threshold of US$950 million (or 1ts Mexican peso
equivalent) 1/ of the value of the combined cumulative effect of the
movements 1in the price of 01l and external interest rates relative to
their projected levels (as described below) The lower-end ad justment
(1 e , low 01l prices and high external interest rates) will be
equivalent to any shortfall in excess of a threshold of US$950 million
(or 1ts Mexican peso equivalent) 2/ of the value of the combined
cumulative effect of the movement in the price of o1l and external
interest rates relative to their projected levels (as described below),
and will be limited to US$1l 5 billion (or 1ts Mexican peso

equivalent) 3/

i/ For the June 30, 1989 and September 30, 1989 testing dates, the
relevant threshold value will be limited to 50 percent and 75 percent,
respectively, of US$950 million (or 1ts Mexican peso equivalent) For
purposes of the o1l price and interest rate adjustment, the Mexican peso
equivalent will be calculated on the basis of the average exchange rate
for the corresponding period

2/ For the June 30, 1989 and September 30, 1989 testing dates, the
relevant threshold value will be limited to 50 percent and 75 percent,
respectively, of US$950 million (or 1ts Mexican peso equivalent)

3/ For the June 30, 1989 and September 30, 1989 testing dates, the
relevant limit will be 50 percent and 75 percent, respectively, of
US$1 5 billion (or 1ts Mexican peso equivalent)



12 Subject to the provisions contained in paragraph 1l with
respect to the threshold value, the o1l price adjustment to quantitative
performance criteria in any calendar quarter beginning January 1, 1989
will be calculated as the value that results from multiplying the
reference volume of crude o1l exports 1/ by the difference between the
mean price of Mexican o1l exports in the respective quarter g/ and US$§12
a barrel Subject to the provisions contained in paragraph 1l with
respect to the threshold value, the external interest rate adjustment to
quantitative performance criteria in any calendar quarter beginning
January 1, 1989 will be calculated as the value that results from
multiplying the stock of external debt subject to floating interest
rates that 1s outstanding at the beginning of the respective quarter by
the difference between the average external interest rate 3/ prevailing
in the previous quarter and the base interest rate of 10 5 percent

13 Upper—end ad justment If i1n any calendar quarter beginning

January 1, 1989, the combined cumulative effect of higher than projected
o1l prices and lower than projected external interest rates (as defined
1n paragraph 12) exceeds the threshold value referred to 1in

paragraph 11, the target for the Banco de Mexico's net international

reserves for the same quarter will be raised by the value of the

1/ The reference volume of crude o1l exports i1s defined to be 1 3
million barrels a day

g/ For purposes of this adjustment, the mean price of oil in any
calendar quarter 1s defined as the average price of Mexican exports of
Maya, Isthmus, and Olmeca crudes in that quarter, weighted by their
respective shares 1in monthly exports, as reported by PEMEX

g/ For purposes of this adjustment, the external interest rate in any
calendar quarter 1s defined as the average LIBOR on three-month deposits
denominated in U S dollars in that quarter



excess. In addition, the corresponding limits on the net domestic
assets of the Banco de Mexico, on the net credit from the Banco de
Mexico to the public sector, on the PSBR, and on the operational deficit
of the nonfinancial public sector will be lowered by the Mexican peso
equivalent of the adjustment to the net international reserve target

The target for the primary balance of the nonfinancial public sector
will be raised only by the excess above the threshold value
corresponding to variations in the price of oil, this adjustment will
not exceed the value of the adjustment for the other quantitative
performance criteria (1.e., including external interest rates).

14 Lower-end adjustment If in any calendar quarter beginning

January 1, 1989, the combined cumulative effected of lower than
projected o1l prices and higher than projected external interest rates
(as defined in paragraph 12) exceeds the threshold value referred to 1n
paragraph 11, the target for the Banco de Mexico's net i1nternational
reserves for the same quarter will be lowered by the value of the
excess In addition, the corresponding limits on the net domestic
assets of the Banco de Mexico, on the net credit from the Banco de
Mexico to the public sector, on the PSBR, and on the operational deficit
of the nonfinancial public sector will be raised by the Mexican peso
equivalent of the adjustment to the net international reserve target
The target for the primary balance of the nonfinancial public sector
will be lowered only by the excess above the threshold value
corresponding to variations in the price of oi1l, this adjustment will
not exceed the value of the adjustment for the other quantitative

performance criteria (1 e , including external interest rates)



Mex1co A Mediua-tera Growth Scenario

Proj Proj Proj Pro} Pra; Praj
04/09/89 1986 1987 1988 1989 1990 1991 1992 1993 1994
(Annual percentage hange)
Real BLP -~ 8 13 11 13 33 4§35 5% 60 o0
Consuser prices {average) 862 1318 1142 19 150 70 60 LY 59
Consuaer prices fend-of-vear) 1057 1592 57 0 12 0 60 60 50 b0
{In billions of US dollars)
Extertal sector
Current account (deficat -) -1 2 40 -2 8 -4 8 -4 4 -4 8 -5 2 -5 7 -5 2
0f ahich exports {fob) 17 3 222 239 290 270 292 317 A 78
iaports {fob) 414 -122 -89 -208 -224 245 -273 W3 -GS
wnterest paysents 80 81 49 -6 11 -117 -122 -128 -1 3
Dfficial capital {net) -39 26 -12 71 58 b4 55 o3 67
Private capital (rety 03 =00 -2 8 02 07 08 09 09 19
Net reserve sovesent {incr -} 11 -6 4 69 -2 4 -21 -2 4 11 -18 -1 4
{In percent of 6DP)
Nonfinancial public sector
Prisary balance 23 5 0 58 73 s 1 51 32 409 44
Operaticnal balance -1 8 20 -~ 9 -23 -0 9 -0 9 -0 9 -0 8 -y 9
Public sector borrowing regquiresent 15 0 15 9 127 70 50 33 30 27 27
Savings and Investaent
Bross josestic insestaent 18 1 18 o 208 213 PAR 245 263 275 273
Publ.c sector 52 53 Sl 48 3t S 3 59 b4 X
Private sector 23 13 153 15 4 18 4 191 2073 211 209
Gross national savings 17 2 21 4 18 9 189 A0 220 243 293 299
Public =ector 1/ 17 ) 1s 293 44 48 12 39 0 0
Private sector 133 140 17 3 16 3 172 173 130 19 & 193
External savings 09 -29 16 214 20 20 20 20 29
Yegorandua 1teas
Noai1nal G0P (millions of US3} 299 141 2 1766 ™M1 6T B W07 874 Tlo8
Jalocity of 44 (RDP/HY) 34 34 37 33 3 32 32 32 32
{7-aonth charge an real ettective
a change rate (appreriafion + -7 T3 87 13 0 79 09 0 0o

Sour.e Me ican authar.ties, and taff ectimates

1/ Adju-ted for the inflationary component of interest paysents on dosest.c debt
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Mexico Selected key indicators 1984 1987 1988 1989 1990 1994 1992 1993 1994
Real GDP grawth -38 13 11 13 33 43 53 69 60
Per capita private consusption =34 -4 4 -1 0 =03 02 16 23 34 52
Real gross domestic expenditure -3 4 -01 32 ] 37 L 58 o 4 o 4
Dosestic consasption -190 -19 09 13 21 34 49 50 63
Public consusption 01 03 -0 9 -0 3 24 29 29 20 290
Private consusption -12 -21 12 16 212 I8 43 g ¢ 73
Fixed investaent growth -12 0 =07 31 4 b 14 9 94 12 5 109 b U
Public sector -212 33 -70 -5 2 109 120 140 140 100
Private -8 1 -22 790 79 1o 3 87 12 0 109 48
Export voluse {goods) 74 13 4 14 47 38 38 45 49 30
Import voluse {goods) -117 43 43 2 32 17 3o L 69 46
Teras of trade -28 2 10 4 -3 4 a9 -0 0 00 00 09 00
Consuger price index (eop) 1057 192 17 18 0 120 690 690 60 50
Nominal exchange rate (eoy) 1485 1382 28 93 77 19 19 19 19
Real affective exchange rate (eoy)  -23 3§ 33 287 38 09 090 00 00 00
Real miniaue wage -29 48 -131 -1l 4
Resource gap -43 -14 -23 =290 -21 =20 -18 -16 -1
Domestic savings/BDP 224 20 28 233 257 26 6 281 291 2990
National savings/GDP 17 2 214 18 9 18 9 A 22 4 243 253 239
External savinas/GDP 09 -29 16 24 29 20 20 29 20
Investaent/6DP 181 18 o 203 213 yARE) 24 4 263 27 s 273
Gross ICOR -4 1 1o 151 107 53 44 40 33 19
Net ICOR -13 30 59 il 28 214 23 23 23
Real qrowth in M4 -l -0 3 5 8 43 13 45 83 Y 690
Real grosth 1n pris secter credit -282 23 17 & -39 107 167 179 17 8 151
Total debt/6DP 758 740 % 9 82 3 913 49 5 47 4 45 4 433
Totar debt/Exports 1501 3793 3407 92 3204 137 088 W5 0983
Debt service:E.ports 52 7 b 499 417 42 9 409 41 4 T84 379
Current account (US$ biliron) -1 2 30 -2 8 -43 -3 4 -4 3 -3 2 =37 -6 2
Change 1n net int 1 reserves -1 1 56 -6 9 24 21 24 i1 1§ 143



Table 1 Mexico Performance Criteria Under Extended Arrangement

1989

Fst
March June September December

(In billions of Mexican pesos)

Cumulative overall public
sector borrowing require-
ments 1/2/3/
Ceiling
Unad justed 7 740 15 400 25 400 33 900
Ad justed 4/
Fxcess (-)/Margin (+)

Cumulative nonfinancial public
sector operational balance 1/2/5/

Ceiling -0
Unad justed 3 110 5 600 8 920 12 130
Ad justed 4/

Excess (-)/Margin (+)

Cumulative changes in net domestic
assets of the monetary authori-
ties (effective flows) 1/3/6/
Ceiling
Unad justed 1 300 2 600 -350 -3 200
Adjusted 4/7/8/
Excess (-)/Fargin +)

Net credit to the nonfinancial
public sector by the monetary
authorities 2/9/
Ceiling
Unad justed 32 686 33 910 34 210 34 520
Ad justed 4/
Excess (-)/Margin (+)

Cumulative primary surplus

Target 1/2/3/
Unad justed 9 250 19 700 27 600 35 350
Ad justed 4/

Excess (-)/Margin (+)

(In millions of U § dollars)

Cumulative net foreign borrowing
by the public sector 1/

Ceiling
Unad justed =440 1 200 4 320 7 550
Ad justed 7/8/

Excess (-)/Margin (+)

Cumulative change in net inter-
national reserves of the
monetary authorities 1/2/
Target -
Unad justed -500 =710 560 2 400
Ad justed 4/7/8/
Excess (-)/Margin (+)

Sources Mexican authorities and Fund staff estimates

1/ Cumulative changes from end-1988

2/ Limit tested at the end of each period

3/ Effective flows of financing measured on a cash basis

ﬁj Adjustments relating to provisions under oil price and/or interest rate ad justments

5/ Defined as the difference between the overall public sector borrowing
reahirements excluding cumulative changes in financial intermediation and the
inflation component of interest payments on the domestic public sector debt
denominated in local currency

Ej Net domestic assets of the Bank of Mexico for purposes of the ceiling are
defined as the difference between note issue and net international reserves of
the Bank of Mexico
7/ Ceiling can be adjusted for changes in timing of gross external financing

8/ Ceiling can be adjusted for operations aimed at reducing external debt

9/ Effective stocks calculated by adding effective flows to the nominal stock
of Mex$31 464 billion outstanding as of the end of 1988
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April 10, 1989

Foreign Edaitors, Editorial Writers
& Columnists

Mexico-United States Institute

Subject Mexico and the Brady debt relief plan

Attached 1s an article appearing in the Aprail
1ssue of the Mexico-United States Report, "The Brady
Plan -- Treating the Symptom or the Illness?" The
author, Dr Curtin Winsor, Jr , formerly served as an
officer of the Chase Manhattan Bank, N A (1973-79)
and as U S Ambassador to Costa Rica (1983-85) He 1is
currently a member of the Mexico-United States
Institute's Board of Advisors

Ambassador Winsor raises important questions as
to whether the debt reduction plan proposed by
Treasury Secretary Nicholas Brady will help Mexico and
other Third World countries, or merely prolong and
exacerbate the present crisais Below 1s a summary of
the major points made by Ambassador Winsor

* Debt relaef Debt reduction "could prove a
useless sacrifice by Western lenders" unless 1t
1s accompanied by strict conditions "A

beneficiary country must be required to
restructure 1ts economy into a system that works
by creating a free market compatible with
economic growth "

* Past promises Mexico's last president, Miguel
de la Madrid, promised Western creditors that he
would institute economic reforms, including the
sale of public sector industries, but instead

(202) 863-0057
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continued the expansion of the state sector
Winsor notes “De la Madrid failed to
significantly cut public sector spending To
finance the PRI's profligate socialist policies,
De la Madrid turned to domestic sources of
credit It sustained 1tself by selling
extremely high interest bonds (40-50 percent) to
domestic buyers "

* Domestic debt Servicing Mexico's enormous and
largely unknown domestic debt consumed 80 percent
of Mexico's savings last year That nation's
entire anticipated savings for 1989 would be
insufficient to service it Winsor writes
"Mex1co's problem 1s not foreign debt, but its
horrendous internal debt payments The 1989
Mexican budget allocates 60 cents out of each
public sector peso for debt service, of which
only 13 cents will go to service the foreign
debt, while 47 cents will cover domestic
servicing "

* U S. policy "The United States can choose
between abetting an obsolete system in Mexico
which may explode 1in our faces, or pursuing the
longer, more difficult road of insisting upon
reform which will generate real growth for our

next-door neighbor We cannot treat the
symptom -- debt -- without also insisting upon
the cure -- market economics Further U S

loans or debt relief must be linked to

appropriate performance by the Salinas
Administration "

For copies of the Mexico-United States Report or
further information, please contact Daniel James,
President, The Mexico - United States Institute, 50 E
Street, S E , Washington, D C 20003, (202) 863-0057
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The Biadv Plan —

Treating the Symptom or the Illness?

By Curtin Winsor, Jr, Ph D
Tne Brady Plan named for US Treasury Secretary

Nicholas Brady, is .eceiving much attention as a cure

for the debt problems of the Third World It 1s prem
ised on the assumption that the lack of economic growth
in many Latin American Asian and African countries 1s the
result of foreign debt recayment which has undermined
their economies and denied them growth |t therefore pra
poses to trm their foreign debt by at least 20 per cent Is
the Braay Plan viable?

There s Ittle doubt that servicing therr foreign In
debtedness has strained the economies of Brazii Mexico
Argentina the Philippires Peru Panama and Costa Rica
among the nations with ooth high levels of debt and slew
or negative growth rates They see their ore'gn deot as the
main threat to growth and even politicat survival They view
the Brady Plan as do the US Government and those of
other ceveloped countries as a great steo forward in solv-
ing therr economic preolems and helping their nascent
gemoc. ac es survive Taken alone ncwever the Brady Plan
Is only a partial solution

High levels of debt dc contribute greatly to Third World
economic problems and elief is necessary But as a former
banker who recently served as US ambassadoer to a deb
tor nation with serious problems — Costa Rica — | ques-
tion wnether the 20 per cent reducticn alone can resoive
problems of this magnitude

The proposed reduction could prove to be a useless
sacrifice by Western lenders, if it 1s dene without condi-
tionality A beneficiary country must be required to restruc
ture its econamy Into a system that works by creating a free
ma ket compatibie with economic growth

The deot protlem masks a far desper iiiness which runs
rampant in the debtor countries The name of this malaise
Is runaway soctalism or government intrusion in the natienal
economy to the extent that it injures or destroys the free
market

The ‘easy money ' period of petredollars (1975-80) en
couraged socralist governments in developing countries to
spend funds on grandiose projects not linked to productivi-
ty job creation, or eccnomies of scale Businesses were
nationalized using petrodoliars and scon rendered ineffi-
cent Public works and corruption were funded The
encrmous sums borrowed abroad by these countries were
wasted they now haunt the wasters as debt

Mexico, Brady Plan Test Case'

Mexico is touted as the test case for the Brady Plan
It 1s one of the largest debtor countries It has complained
loudest about the adverse effects of US bank interest rates
and the foreign debt on its failling economy



The Mexican economy once hailed as an economic
mirac'e has become an economic ruin The Srecess Dy
wnicn this transformation cccurred 1s mparant in weigning
the niability of the Braay Slan and in unders.ancing ~hy
mcney alone without prefound economuc change will o
Mexico no good

From 1954 to 1970 Msx ¢o thriveg under an impressive
sustained growth ate of arcund 7 per cent Tre cublic sec
tar consumed only about 26 percent of the Gross Domestic
Proauct (GDP) This cranged radically however oeginn
ing with the Presigency ot Luis Echevernia (1670-1978)
Under Echeverria the s.ate abandoned its previously
realist.c and balanced acproach to public private ewnership
of precuction which had trought about a mixed economy
The ole of the government in Mexico s economy was ag
gressively expandec Puslic spending was used to force
growth Companies were bought createad or taken over
necessitating vast increases n the numoers of public
employees

Echeverria s successor José Lopez Portillo followed the
same destructive soc'alisic policies durnng his term
(1976-.882) Corruption and spending reacned unheara-cf
levels over stmulatea by a flood of petrcdoliars Yet Lopez
Portilo found it necessary to barrow money and Mexico s
public debt rose by 8¢ per cent annuaily from an aireaay
hign rate of 66 per cent under Echeverria

Mexico s GOP fell atthe rate of 3 per cent annually ana
the gross per caoitai dreduct by 27 per cen' a year The
purcnasing power of (he Mexican worker grogped by ap
proximately 45 per cent and the middle class 1ts savings
wiped out was all but cec mated

in 1982 Miguel de 'a Madrid became Pres cent and -
herited the gravest cris:s since the 1910 Mexican Revelu-
tion Though he promised economic reform the public dedt
rose 1186 per cent a year during his term  while ouclic spend-
Ing rose to 50 per cent of GOP Servicing he oublic debt
consumed 80 per cent of Mexicos savings by 1988 The
entire nation s antic pated savings for 1989 'would be insuf-
ficcent 10 service It

De la Madrid s reforms 'were to include the sale of state-
owned companies which totalled 1153 Instead by January
1988 he had created £8 adaiicnal state-owned enterprises
He cegan to divest a few of them in 1988 outy the year s
end only 136 were solc nearly 300 mare were liguidated
But .he state retained ownership or 400 others including
all basic industries as vell as an absolute monopoly over
oil petrcchemicals elec nc power banking ana telephone
communications

De ia Madnd falea to significantly cut public sec*or
spending He did intibally raise taxes but!ono positive ef
fec* since the funds went into non-productive government
spenaing He reccgnized that his institutional Revolutionary
Party was dependent uoocn control — “recrorsnip, as he
called it — of the economy and patronage ang corruption
Yet by 1984 his funding from foreign banks was gone The
bank loans had been wasted on deficit spencing, bloated
bureaucracy, and pervasive economic statism To finance
the PRI's profligate soc.alist polices De la Madnd turned
to domestic sources of credit

Paje /



F om 1984 to 1988 the DJe 'a Maaria Government cen
"nueg ts high levels of puclic spending desoute cec.eased
petroteum revenue It susained self by selling axtremely
hign nterest bonas (40 0 cer cent) to demestic DUvers Tne
result ¥as a continuing ¢ ain of creait avariaole for Mex
1co s arvate secter as 50 percent of the countrv s savings
wert to tund the government By 1988 the sum cf this bor
rowing had grown agace 'nterest rates ran almest four imes
those paid to foreign ¢ editors

it would seem unlixe y (hat Mexican Covernment borrow
Ing i s domesic markets could centinue at such
phencmenally hign yields But there are c'ear .ndications
that cessation of its orferings would lead to massive capital
flight Thus the presant aaministration heaced 2y Carlos
Salinas de Gortan 1s caught in @ dangerous trap

Real Problem Mexico's Domestic Debt

In 1988 anly 21 per cant of each peso spent for debt ser
vice went to foreign lenaers, but 79 per cent went to ser
vice Mexico s domestic debt! The 1989 Mexican budget
allocates 80 cents out of each public sector oeso for debt
service, of which anly 13 cents will go to service the foreign
debt while 47 cents mil cover domestic servicing This
means that 22 7 per cent ot the funds earmarxed for dedt
payment will go for the ‘oreign debt compared mth 773
per cent to service the internal dedt

What this telis us 1s starting and simple Mexica's pro
blem is not the foreign debt, but its horrendous inter-
nal debt payments Tne Jnderlying cause ot toth protlems
is the Government s inability to erfectively cut excessive
CSsts

The respected Mex'can economist Luis Pazos believes
that ‘Mexico s economic problems would remain unsolved
even if its fore'gn dent were totally forgiven and ol rose to
S40 a barrel (See s Foreign Debt the Seal Problem?
MUSAR Vol Il No & Feoruary/March 1989 ) He continues

‘ The oniy viable option before Mexico is .0 reprivatize
banking, end the states monopoly of the sirategic and
primary economic Sec’ors restore pnvate ownership in rural
areas end the phoney [Ie political] redistnoution of land
repeal laws which hinder the inflow of foregn capital and
moairy the Constitution and the legislation that c-eate uncer
tainty and hmit private ownership

Failing these steps Pazos concludes that Mexico ‘could
explode with devastating force

Debt Relief, Yes, But Conditionality, Teo

Mexico will neea $7 billion annually for six years including
both debt relief and new money, if 1t 1s to honor its foreign
credit obhigations accoraing to official Mexican sources
That would also enable Mexico they say, o reach a 51 per
cent growth rate Sut how are we to believe SUCh a propost
tion when present and past borrowings have not anly falled
to generate economic growth but instead owing 1o ex
cessive government exoenditures have impeded 1t?

Page 3



How can the Un.ec S.ates help Mexico without robbing
our own pecple 1if it tvolves sustaining a sys.em whicn has
been characterizec tv some as a kleotcc.acy ? The
answer 1s complicatec and the Brady Plan s part of it But
we cannot treat the svmptom — deot — without also in
sisting upon the ¢dre — market economics

If we would supgc~ the Mexican Government with deot
fergiveness and acaitional funds as | believe wve should
there must be conciuenality Our monies must be released
only after the PRI Gevernment commits itself irrevocably
to the course sugges.ed by Luis Pazos Mexico needs a free
market if its economy Is to have a chance to recover Fur
ther US loans or dect forgiveness must be linked to ap
propriate pertrormance by the Salinas Acministration

But economic reform cannot exist in a vacuum The PRI
Covernment arguabty lost its hoid on the Mexican peogte
In the Presidential etection of July 1989 It must now per
mit alternative parties to grow beginning by ensuring hones.
state and municipal elections scheduled for later this year
Rea!l economic reform in Mexico must be accompanied by
the evolution of democ acy, which must te made an integrai
part of conditionality on dett forgiveness and/cr new loans

Toaay the Umitec States can choose between abetting
an obsolete system in Mexica which may explode in our
faces or pursuing the onger mare dirficuit roaa or insisdang
upon rerorm which wil generate real growth for our nex
acer neighbor to e south

Tne stakes are immense A chaotic Mexico could flood
us with tragic rerugees and resuit in a dangerous border
for the first ime in cecades A prosperous growing Mexica
offers us trade peace security and cocoeration

If it lacks strong conditionality the Brady Plan may, at best
buy a perilous ana temporary ' peace for Mexico as it
would be underwniting a regime which 1s devastating its own
people It must be suoject to the terms demanded by the
International Monerary Fund As part ot a cooperative
endeavor together aith international finarc al institutions
and mandating a return to market econcmies it could make
a substantial contrioution to the resolution of Mexico s pro
blems (uusT]

(Dr Curtin Winsor Jr was an officer mith the Chase
Manhattan Bank from 1973-1979, and served as US Am-
bassador to Costa Aica from 1983 1885 He is a memcer
of the Mexico United States Institute’s Soard of Advisors )
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TO: The Deputy Managing Director DATE: April 7, 1989 FEEWZ;
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FROM: S. T. Beza T o
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SUBJECT: Mission to Mexico - Request to Change Purpose of Mission from Staff
Visit to Continuation of Negotiation of Use of Fund Resources

The current travel schedule included a staff visit to Mexico

(No. 89142500) comprising of a mission head, three economists, and a

secretary. In lieu of this mission we would like to send a smaller team

to complete work on technical matters related to negotiations for an

extended arrangement. Subject to your approval a mission consisting of

Messrs. Kalter and Khor (both WHD) and Mr. Sheehy (ETR) will visit

Mexico City for about a week beginning April 12, 1989

Mission ID: 89142500 (Already assigned)

Pgm No: 420
cc: ADM
Mr. Caiola

Mrs. Brafna
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Office Memorandum » i

TO: The Managing Director April 6, 1989
The Deputy Managing Director

) /
FROM: Lehs Whittome bz’Y"

SUBJECT:{/Mexico — Buybacks
-

‘The general approach, which you support, has been explained to
me. I want to put forward four points which WOrry me:

1. I see no reason to believe that the banks are likely to
agree on waivers before they agree on the financing side; if they were
to do so, I see no reason to disburse any of the "25 percent” before the
financing assurances were in place.,

2. 1 believe that it is important that the "25 percent"”
figure be justifiable. The amount must, with amounts from others, make
some perceptible impact on Mexico's debt and it must add only a prudent
amount to Fund exposure to the member concerned. I do not know whether
these potentially diverse aims converge at 25 percent. I suspect rather
that we have just taken the figure earlier suggested by the United
States--in which case it is only by coincidence that it will meet these
requirements.

3. If I understand it correctly, the "25 percent” amount will
result, per tanto, in a smaller build-up of international reserves than
had been earlier expected. This is tantamount to saying a less strong
program. I would have thought it wise to ensure that the increase in
reserves be safeguarded by reducing as necessary the permitted
percentage of interest payments to banks.

4. It seems to me essential that we look squarely at the risk
that the banks may react by cutting back on trade or interbank lines.
How is this risk to be guarded against?

In the back of my mind is the belief that proposals and
actions in this area will be primarily at risk from the conservatives.

cc: Mr. Frenkel
Mr. Beza
Mr. Brau
Mr. H. Simpson
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@ Office Memorandum
TO The Managing Director DATE April 2, 1989

The Deputy Managing Director

N
FROM S. T Beza/W

SUBJECT [jfggfg--Status of Discussions

The staff has been meeting with a team of Mexican officials.
These officlals have been developing an aide-memorie designed to
facilitate a recording of the main points of agreement on a program
Subsequently, the aide-memorie would be the basis of a policy
memorandum.

Described below are key aspects of the negotiations

1. Nature of Fund agreement EFF for 3 years (that could be
extended to four) with annual access of 70-80 percent of quota, together
with possible resources for debt reduction, compensatory financing
(35-40 percent of quota), no contingency envisaged yet.

2. Performance criteria Semi-annual performance criteria
with quarterly benchmarks. Mexican officials would like performance
criteria to be ad justable for oil prices and interest rates (baseline
0il price would be US$12 a barrel, which is well below the present price
of US$17 a barrel).

3. PFiscal targets Area of disagreement Staff seeking
operational deficit of 1 8 percent of GDP with primary surplus of some
7 7 percent of GDP (on the basis of US$12 a barrel oil price). Mexican
officials feel the best they can do is an operational deficit of
2.4 percent of GDP and a primary surplus of 7 1 percemnt. They propose a
review clause and additional fiscal actions if price developments and
external current account (other than for oil and interest) are weaker
than projected even if fiscal targets are achieved, nature of such
measures still to be discussed

4, Exchange rate No immediate action but consultation on
policy would be triggered if reserves and trade account do not move as
projected The real effective exchange rate also would trigger
consultation Mexican officials want this to take place if cumulative
movement in REER exceeds 10 percent, staff believes that a smaller
margin is justified and has proposed 3-4 percent

5 External account Staff projects external current account
deficit of US$4 1 billion and Mexican officials project
US$4 9 billion. Mexican officlals push for their figure as basis for
USS7 billion of annual financing




6. Debt strategy Mexican officials seek support for a major
debt reduction that is multiannual and front loaded (reduction of debt
to commercial banks of US$30 billion), Mexican officials want arrears to
be permitted during the program in event financing delayed, with the
understanding that any arrears to banks would be consisted with
program We would want to work with financing gap to be filled by
banks, their proposal can pose problems

7. Medium term Growth rising over time (with increase in
investment and domestic saving) and inflation coming down Mexican
officials seeking much lower external net transfer (external balance of
goods and nonfactor services) than in 1983-87 Numbers still need to be
refined, and if there are differences they will likely be on the pace of
decelaration of public sector borrowing requirement Current account
deficit would remain constant in relation to GDP, in the absence of debt
reductions.

8. Structural measures There is a lot here and no
difficulties envisaged, they want to be silent on foreign investment but
said that new (more liberal) regulations would be issued in a few weeks.

Mexican officials indicated that Minister Aspe would like to
have agreement in principle on main points by tomorrow to be able to go
to commercial banks on Tuesday

Finally, Mexican officials consider U.S calculations of debt
relief to be based on overly optimistic assumptions about the reaction
of bankse.

ce Mr Frenkel
Mr. Tanzi
Mr Whittome/Mr. Brau
Mr H. Simpson
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To: The Managing Director March 29, 1989
i Deputy Managing Director (o/r)
From: G ard Laske and Dav iams

Subject:,fMexipo~— Use of Fund Resources, Access Limits,
“arid Size of Quota Increase

Attached, as agreed at yesterday'’s meeting of the debt group,
is a table showing the evolution of the use of Fund credit for Mexico,
including illustrative amounts for debt and debt service reduction and
their impact on access limits in terms of Mexico’s present quota and
under a set of illustrative new quotas for Mexico under the Ninth
Review.

The first column of the table (RES) shows the impact on
Mexico'’s position in the Fund of the amount of net credit extended by
the Fund for debt and debt service reduction by Mexico assumed by Mr.
Frenkel in his note of yesterday. It can be seen that the amount for
debt and debt service reduction on a commitment basis would result in
Mexico’s position in the Fund rising slightly above the present access
limits of 440 percent of present quota.

The second column (TRE) shows an EFF of 80 percent of quota
for each of three years (1989-91) on the basis of Mexico’'s present
quota. An amount for debt and debt service reduction--of SDR 1.4
billion, equivalent to 120 percent of present quota--is also assumed
for Mexico (see assumptions in footnote 1 (ii) of the table). The
total committed use of the Fund’'s resources will also exceed present
access limits of 440 percent of quota.

The lower half of the attached table translates the illustra-
tive amounts of committed resources into access limits in terms of
illustrative new quotas. If it is assumed that the Fund would fix
access limits at 250 percent of new quota, on the assumption that any
higher access limits would normally result in the need for the Fund to
borrow, then an increase in quota of 75 percent or more would be needed
to accommodate the potential new commitments to Mexico.

Attachment

(oo Mr. Whittome
Mr. Frenkel
Mr. Touré
\Mr. Beza
Mr. Gianviti
Mr. Narvekar
Mr. H. Simpson
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Secret

Mexico Illustrative Calculations of Access Limits and Size of Increase in Quota

(In SDR millions except as indicated)

1 Present quota 1166

2 Outstanding Fund credit

end Feb 1989 3516
(In percent of quota) } ) (302)
Alternative scenarios for use of Fund credit 1/
acteInative scenarios tor use of Fund credit
RES TRE
Plus EFF/SBA 1989 91 +2269 +2797
(Access per year in
percent of quota) (65) (80)
Less Repurchases 1989 91 2269 2269
Plus Purchases for debt reduction +1673 +1400

3 Outstanding Fund credit
total access needed 5189 5444

(In percent of present quota) (445) (467)
4  Access (line 3) relative to new
quota 2/

a  50% quota increase to Fund
of SDR 135 billion 296 310

b  66% quota increase to Fund
of SDR 150 billion 266 279

c 75% quota increase to Fund
of SDR 157 billion 253 265

d 100% quota increase to Fund
of SDR 180 billion 221 232

1/ These alternative approaches as regards the use of Fund credit may be generally
characterized as follows
(1) RES This reflects the calculations provided to Management on March 28

where 1t was assumed that Mexico would effectively purchase under an EFF or SBA
amounts equal to scheduled repurchases i1n 1989 91 this comes to annual access of 65
percent of present quota In addition RES estimated debt reduction financing from the
Fund of §2 25 billion (or SDR 1 67 billion at $1 34 per SDR) $2 25 billion represents
an assumed one quarter share of Fund financing of $9 billion needed to achieve a net
debt reduction of 20 percent RES assumes a market price of 34 36 cents per dollar on
Mexico s debt

(11) TRE It 1s assumed that Mexico would have an EFF over 3 years at 80 percent
of quota per year 1In addition Mexico would purchase SDR 1 4 billion from the Fund for
debt reduction where this amount 1s derived by reducing Mexico's commercial bank debt
by 20 percent using a market Price of 36 cents per dollar and assuming that the Fund
would provide one third of the financing for this operation

2/ Determined using Method A with 50/50 apportionment of equiproportional/selective
quota 1ncreases
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Office Memorandum
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TO: The Managing Director// DATE: March 24, 1989
The Deputy Managing Director “j//,»

FROM: S.T. Beza

SUBJECT: Mexico--Approaches - to Debt Reduction and
Balance of Payments Financing

I attach a note on the approach to debt reduction and other
balance of payments financing outlined by Mr. Aspe, the Secretary of

Finance of Mexico.

At tachment

cc: Mr. Frenkel
Mr. Touré
Mr. Whittome
Mr. Gianviti
Mr. Laske
Mr. Narvekar
Mr. H. Simpson



March 24, 1989

Mexico--Approaches to Debt Reduction and
Balance of Payments Financing

As described by Mr Aspe, Mexico's aim would be to frame a
comprehensive menu approach in the request for financing from commercial
banks, supplemented by relief from the Paris Club, continued financing
from multilateral organizations, and parallel lending from Japan The
total request for new resources would amount to US$7 billion a year for
up to six years Commercial banks would be given the choice of
participating through a debt service reduction scheme or through a major
refinancing of interest

There would be three options for banks A first option would
involve a debt for debt exchange at a discount, with a conversion ratio
of, say, 2 to 1, and with the new debt carrying a market interest
rate The principal on the new debt would be guaranteed by a zero--
coupon bond, and the interest would be covered by a two year (rolling)
guarantee As envisaged by Mexico, the interest guarantee would be
provided by the World Bank (this feature could change in light of recent
developments) A second option would consist of a debt exchange at par,
but the new debt would carry a lower interest rate, this option would be
financially equivalent to the first case and would involve equivalent
guarantees or enhancements The third option would involve a commitment
by banks to refinance the equivalent of, say, 90 percent of interest
falling due over four years, either in the form of (a) new money or (b)
interest capitalization The aim of Mexico would be to make the first
two options more attractive to banks than the last-mentioned cases

To help analyze the proposals, the staff has prepared a
medium—-term scenario, which assumes initially low to moderate growth
rates that increase to 6 percent a year by 1994, and a reconstitution of
net international reserves (Table 1) In the baseline scenario (without
debt reduction, scenario A), the externmal current account deficit would
rise from about US$4 billion 1n 1989 to US$5 1/2 billion 1n 1994, with
the resources going to investment The ratio of debt to GDP would
decline only slightly over the period

If all commercial banks were to choose a debt exchange under
the first option (at a ratio of 2 to 1) this would result 1n a net
reduction of debt of US$30 billion (scenario B) Assuming that the
exchange takes place mainly 1n 1990-91, and under the above-mentioned
assumptions on economic growth, the current account deficit would narrow
rapidly and could eventually turn into a small surplus With a lesser
debt service burden, this scenario could in fact allow for a somewhat
higher level of investment (and economic growth) and a somewhat smaller
accumulation of reserves than under the new money scenario of the
baseline referred to above If only part of the financing were provided



in the form of debt reduction, there would be smaller declines of debt
and the debt ratio (Scenario C illustrates a debt reduction of US$8
billion over a four-year period )

One difficulty with the proposal reflected in scenario B is
that the amount of the interest guarantee appears to be too small to
accomplish the expected debt reduction Two years of rolling guarantees
would seem to be consistent with a conversion rate of about 1 5 to 1
instead of the 2 to 1 ratio in the Mexican scheme  Thus, banks might be
reluctant to enter into debt reduction operatioms at the proposed
exchange ratio An interest guarantee of up to five years would seem to
be necessary to obtain the proposed exchange ratio, but the costs of
such guarantee are significant For example, 1f all bank debt were to
be converted to new 30-year bonds, the cash cost of guaranteeing the
principal for US$30 billion would be USS1 5 billion, and the cash cost
of five years of interest guarantee could be around US$13 billion
Indeed, the 2 1 exchange might require an even longer period of interest
guarantee, and thus would raise the costs well above the amounts jJust
mentioned The need (and thus the cost) for such guarantees might be
reduced if regulatory changes were introduced that increase the
incentives to banks for debt reduction

Another issue is the timeliness of the availability of
financing Any financing package will take time to be negotiated, and
the debt reduction portion 1s likely to be spread over some time and
therefore the effects on interest payments would appear only
gradually The gap will need to be bridged by exceptional financing
(perhaps an organized approach to arrears)

Attachment
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Table 1 . Mexico:

(In billions of

Debt Scenarios

U.S. dollars)

March 24, 1989

1989 1990 1991 1992 1993 1994
A New money
Current account -4,1 -39 -39 -4,2 -4.7 -5.4
Public interest payments (-8.7) (-9 3) (-9 8) (-10 4) (-11.0) (-11.6)
Other (4.6) (5 4) (5.9) (6 2) (6.3) (6.2)
Public debt/GDP (excluding IMF) 413 414 407 399 383 .368
("‘ Gross reserves 1/ 3.7 4 3 4 8 52 5.1 49
B, Large debt reduction (US$30 billion)
Current account -3 6 -21 -0 4 0.4 03 -
Public 1nterest payments (-82) (-75) (-63) (-58) (-60) (-6.2)
Other (4 6) (5 4) (5 9) (6.2) (6 3) (6 2)
Public debt/GDP (excluding IMF) 370 311 247 .236 224 212
Gross reserves 1/ 20 22 31 39 4 6 51
¢ Moderate debt reduction (US$8 billion)
Current account -39 -3 2 -2 17 -2 3 -2 3 -2.7
Public interest payments (-8.5) (-86) (-86) (~85) (-86) (-89)
Other (4 6) (5 4) (5.9) (6 2) (6 3) (6.2)
Public debt/GDP (excluding IMF) 394 375 349 322 305 288
( Gross reserves 1/ 3.0 39 29 2.7 29 29
Memorandum item*®
Real GDP growth rate 1.5 27 3.5 45 55 6.0

Source Staff estimates

l/ In months of imports plus interest payments
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TO: Mr. C. M. Loser _ ) DATE: March 9, 1989

(e Pag |

FROM: J. Vs Surx\\J ’

SUBJECT: !Mexico: Debriefing of Mission

(S

Several elements of your débriefing are of concern to the Legal
Department.

1 Decision No. 8885 (88/89), adopted June 6, 1988, says in part:
"where appropriate, and at the request of the member, the period of an
existing extended arrangement may be lengthened up to four years." This
precludes an extended arrangement for an initial period of four years, at
least unless or until the EFF policy is changed in general.

2, Another general policy issue is whether the Fund should, or is
able to, "take a lead role in finding a comprehensive solution to
Mexico’s external debt problems, including debt reduction operations."

We will be reflecting further on the legal aspects of this issue in the
light of developments in the Fund's debt strategy.

3. To which part of the CCFF could Mexico have access? If the
authorities are interested in an ECM, the differences between the 1986
contingency features and the CCFF should be explained to them.

cc: Vﬁr. Beza
Mr. Brau
Mr. Liuksila
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TO The Managing Director DATE March 7, 1989
The Deputy Managing Director

FROM S T Beza

SUBJECT _ Mexico-—Degrieflng of Mission

=

Attached is the back-to—office report of the mission that
visited Mexico to conduct discussions on the Article IV consultation and
on a program that could be supported by an extended arrangement (The
authorities asked that the EFF be for four years )

The authorities indicated that they would be prepared to
complete negotiations only if significant foreign financing is
involved It appears that little progress was made in this regard in
the authorities' recent contacts with representatives of creditor
countries The authorities asked, in effect, that the Fund take a lead
role in finding a comprehensive solution to Mexico's external debt
problems, including debt reduction operations

The mission found areas of agreement in terms of the domestic
policy stance However, the mission also felt that there were
significant risks, particularly with regard to the public finances and
the exchange rate. The fiscal aims of the authorities would be
consistent with an improvement in domestic and external performance, but
the mrssion estimated a need for additional measures amounting to close
one percent of GDP to assure achievement of those aims The view of the
mission was that domestic interest rates would decline more gradually
than projected by the authorities, and thus additional actions were
needed The mission also raised questions about exchange rate, given
the significant real appreciation in 1988 Thus, the mission expressed
its concern whether fiscal policy (and national savings) and exchange
rate policy were consistent with the growth-oriented program sought by
the authorities

The authorities maintain that their policies are strong, that
they have margins to deal with problems, and that all elements of policy
under the current price-wage agreements (set through July 1989) are
needed for the success of their stabilization efforts (the authorities
have as their objective to limit inflation to less than 1 1/2 percent a
month during 1989) The mission devoted considerable time to the
presentation of its view of the risks and of the need for further
measures, but it did not succeed in changing the minds of the author-
ities In particular, they seem set in their view that adjusting the
exchange rate at this time would be counterproductive because of the
effect on wages (although they may be willing to change after July when
the period for which the exchange rate has been announced would expire).



The mission indicated that the authorities' aim of foreign
financing of about US$7 billion a year (at least initially) might be
justified, but with a different composition for the use of such funds
Specifically, the mission said it could envisage some US$4 billion to
cover a current account deficit, US$1l billiom for the strengthening of
net international reserves, and around US$2 billions for debt reduction
through market operations (or for net reserves until such operations are
arranged)

There were some differences on medium—term scenarios The
mission worked with a scenario in which real GDP would grow at an annual
rate of 4 1/2 percent a year and investment at a rate of 10 percent a
year over the period 1989-94 This scenario involved a current account
deficit averaging about US$3 billion a year with the ratio of debt to
GDP declining, particularly when debt reduction operations were
jncluded The authorities have been working with a scenario that
assumed a somewhat higher rate of growth and involved an annual current
account deficit of over US$6 billion  However, more than half of the
difference in the current account is explained by lower oil prices and
the absence of debt reduction operations 1n the Mexican scenario

The authorities expect (within the next weeks) to hear whether
we would be prepared to support their program with an extended
arrangement and to back them in obtaining financing, including for debt
reduction We will be seeking the views of the interested departments
on these issues 1in the light of the attached debriefing

Attachments

cc Mr H Simpson
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TO The Managing Director DATE March 7, 1989
The Deputy Managing Director
FROM Claudio M Loser

SUBJECT Mission to Mexico—-February 13-March 3, 1989

>
[

The mission that just returned from Mexico conducted discus-
sions for the Article IV consultation and for a program that eventually
could be supported by an extended arrangement The mission met with the
Secretaries of Finance, of Programming and Budget, and of Labor, and
with the Director Gemeral of the Bank of Mexico

1 General overview

The authorities were very cooperative and clearly interested
in obtaining Fund support After extensive discussions with the techni-
cal team, the mission presented i1ts preliminary assessment and policy
recommendations in two notes, one on the program for 1989 and one on the
medium—~-term prospects (copies attached) The notes were prepared with
the understanding that timely and adequate financing would be available
(including significant levels of debt reduction) in a multiyear frame-
work After the discussions with the authorities, some differences of
view remaln with respect to certain key policy parameters Moreover,
financing for the program has not been obtained

The mission explored different alternatives for some aspects
of the program, but the authorities were persuaded that there was no
need to change the current policy stance, in particular, it appears
difficult to attain any significant modification to current policies at
least through mid-year, in light of the commitments on policies made 1in
the context of the price-wage-—exchange rate pact agreed in late 1988 and
running through July 1989 It 1s the view of the mission that the
objectives of the program are possible to achieve, but there are risks
in the policy stance, particularly with reference to public sector
finances and the exchange rate This raises questions about the growth-
oriented nature of the program sought by the authorities and leads to
the conclusion that the program will require careful monitoring The
authorities emphasized the need for a multiyear program, preferably in
the form of a four-year extended arrangement, with six-monthly perform-
ance criteria

The authorities would be ready to complete negotiations on a
program only 1f they take place in the context of a significant initia-
tive with respect to foreign financing In their recent contacts, the
authorities were disappointed about the slow pace of discussions with
representatives of industrial countries In that light, the authorities
made a strong plea for support from the Fund in their search for foreign




financing The authorities noted the need for a strategy emphasizing
debt-reduction, preferably with an early announcement of the magnitudes
involved, it was stressed that such announcement eventually would be
instrumental 1n mobilizing private sector resources Because of the
importance they attach to the Fund's endorsement of their external
strategy, the authorities would like to have a reaction soon on whether
management would be prepared to support their program and their approach
to foreign financing

While technically Mexico could have access to Fund resources
under the CCFF, the authorities seem to be of the view that their

previous request 1s not central to the forthcoming discussions

2 Recent developments

Recent economic developments were somewhat different from
those expected at the time of the preparation of the briefing paper
Fconomic activity remained weak and real GDP grew by 1 1 percent 1n
1988 The 12-month rate of inflation declined from 159 percent in 1987
to 52 percent in 1988, in response to a larger fiscal primary surplus
and a generalized price-wage exchange rate freeze and a major trade
liberalization effort In the context of a sharp real appreciation of
the peso and a strong jncrease 1in credit to the private sector, domestic
spending rose and the external current account registered a
deterioration of 4 1/2 percentage points of GDP in 1988 National
savings weakened somewhat, as the adverse impact of high real interest
rates on the operational fiscal balance was offset only partially by
increased private sector savings (Table 1)

The fiscal effort in 1988 was significant The primary
balance improved by O 7 percentage points of GDP, even as 0il export
revenues declined However, real interest remained high, and the
operational balance deteriorated by 6 percentage polnts, the PSBR
improved by 3 percentage polnts of GDP because of a lower rate of
inflation (Table 2)

Domestic financial savings rose by 11 percent in real terms
Credit to the private sector rose by an estimated 35 percent 1n real
terms in the 12 months ended December 1988 Moreover, with sharply
reduced foreign financing, the public sector made 1ncreasing recourse to
Bank of Mexico credit As a consequence, and in the context of a fixed
exchange rate, net 1nternational reserves declined by Us$7 billion,
reversing the gain recorded in 1987 (Table 3)

Exchange rate policy was important 1in the authorities' anti-
inflation strategy in 1988  The peso remained virtually unchanged vis-
a-vis the U S dollar, and 1t appreciated by some 28 percent 1n real
effective terms, affecting the external current account, national
savings, and possibly interest rates, and offset only 1n part by the




favorable effects on efficiency of a major trade liberalizatiom
effort Concurrently, the previous de facto indexation of wages was
broken, and by early 1989 wages were rising at an annual rate of some
11 percent For the year, non-oi1il exports rose by 20 percent with
respect to 1987, while imports rose by 55 percent (Table 4)

. In late 1988, the authorities announced a new pact for
economié growth and stability (PECE) for 1989 The new pact has
specified guidelines through end-July The peso is being depreciated at
a rate of one peso a dollar a day (initially equivalent to 1 3 percent a
month), minimum wages were increased by 8 percent and public sector
prices and tariffs were raised, except for gasoline, diesel, and elec-
tricity and gas for residential use

The monthly rate of inflation in January 1989 was 2 4 percent
and it is estimated to have slowed to some 1 5 percent in February At
the current rate of inflation, the rate of depreciation would be broadly
consistent with a stable real effective exchange rate Interest rates
have remained at about 4 percent a month, resulting in real rates of
about 2 percent a month Net i1nternational reserves rose by some US$300
mi1llion in January and by a further US$200 million through mid-February

No statistical information on trade 1s available for early
1989, but preliminary indications suggest a slowdown in imports This
may reflect the announced adjustments in tariffs, the new exchange rate
rule, and the high cost of holding inventories 0il export receipts
increased as prices averaged US$13 8 a barrel in January-February,
compared with a price of US$10 9 a barrel in the fourth quarter of 1988
and US$10 estimated in the budget for 1989 However, considerable
uncertainties remain in the petroleum market

3 Economic program

The Mexican authorities stated that their program objectives
are to foster economic growth 1in a multiyear framework and in the
context of a consolidation of efforts to reduce inflation Moreover,
they emphasized that in order to achieve their objectives, Mexico needs
to reduce 1ts net resource transfer abroad The mission highlighted the
possible risks that are apparent in the program and suggested
adjustments that would help to strengthen 1t The suggestions focused
on the need to strengthen domestic savings and to correct relative
prices, and on the amount and composition of foreign financing needs

As noted, the authorities are committed to their price-wage
policy in order to comsolidate the anti-inflation effort (the rate of
inflation 1s projected to be 18 percent in 1989) Therefore, the
authorities are strongly opposed to a change 1in current price and



exchange rate policies through July, but would continue to rely on a
tight fiscal stance

The perceived differences on the public sector finances are of
some importance, but the authorities are firm in their view that their
policies are adequate and that there are margins in the program The
Mexican program envisages a reduction 1n the operational deficit by some
2 1/2 pefcentage points of GDP to 1 6 percent in 1989 In turn, the
PSBR would decline by 6 percentage points to 6 1/2 percent of GDP,
reflecting in part a lower rate of inflation The authorities seek to
attain these results through an improvement in the primary balance by
1 percentage point, to a surplus of 6 7 percent of GDP, and through
lower interest payments, responding to adequate foreign financing

The mission was of the view that the primary surplus target
would not be sufficient to ensure the projected operational deficit,
because domestic interest rates are likely to be higher than those
projected by the authorities On the basis of somewhat more cautious
interest rate projections and a petroleum price of US$12 a barrel,
additional fiscal actions (equivalent to O 8 percent of GDP) would be
needed in order to achieve the operational deficit and PSBR objec-
tives The mission suggested price adjustments to achieve these objec-
tives The authorities acknowledged the existence of relative price
distortions, but they claimed that they were of little consequence 1n
terms of revenue and were essential for the success of the anti-
inflation effort More generally, they were of the view that the
current fiscal stance provided considerable margins, and that there was
no need to adopt any additional measures

In general, there was a coincidence of views about monetary
policy However, an area of disagreement was that of exchange rate
policy The mission noted the adverse effects of the recent real
effective appreciation of the peso on growth prospects and the balance
of payments The authorities indicated that in the context of the PECE,
any change 1in the exchange rate would result in an inflationmary spiral,
as wages were anchored to the exchange rate and consider this point as
non-negotiable However, the authorities consider that the Mexican
economy remains competitive, particularly with regard to exports, which
have benefited from the recent trade liberalization efforts, they also
noted that recent trends in imports reflect short—term factors that
would be reversed In any event, they may be willing to review their
policies (both with regard to the exchange rate and controlled prices)
in the second half of the year

The balance of payments outcome for 1989 will depend signif-
i1cantly on oil prices and 1interest rate developments In the view of
the mission the external current account could improve from the




performance 1in late 1988 On the assumption of a price of oil of US$12
a barrel and a LIBOR interest rate of 10 5 percent, the current account
deficit could amount to some US$4 billion in 1989 The staff projection
would be consistent with a strong increase in investment (net of inven-—
tory accumulation) and a small increase in savings in 1989, but with
significant improvements in capital formation in subsequent years The
targeted ;accumulation of reserves would be US$1 billion 1in 1989 The
authorities envisage a current account deficit of US$5 1/2 billion,
although about one half of the difference is attributable to lower oil
price assumptions The Mexican authorities are seeking to obtain
foreign financing of US$7 billion a year In the view of the mission, a
significant portion of this amount should be devoted to debt reduction
(or to secure an accumulation of reserves until these operations can be
implemented) This would enable the authorities to obtain a significant
improvement in the debt position over the medium term  Any debt
reduction operation probably would require a recognition by creditors
that the program would have to be overfinanced

The mission prepared a medium-term exerclse which envisages
debt reduction operations amounting to US$2 billion a year for four
years (Table 5) Oon the basis of this scenario, the mission concluded
that GDP could grow at 4 1/2 percent a year and fixed investment by over
10 percent a year in the period 1990-94  Private per capita consumption
would increase and reach a gfowth rate of 4 percent by 1994 Domestic
savings could increase by 6 percentage points, and together with a lower
debt service burden, would allow for reduced reliance on foreign
savings External debt could decline from some 50 percent of GDP at
present to 34 percent in 1994 Mexican projections envisage consider-
ably higher use of foreign resources, mainly because of the absence of
programmed debt reduction operations and a somewhat higher noninterest
current account deficit, particularly in the early part of the period

Attachments

cc Mr Frenkel
Mr Gianvitl
Mr Laske
Mr Tanzi
Mr Van Houtven
Mr Whittome
Mr H Simpson
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Table 1 Mexico Selected Economic and Financial Indicators

Prel Proj.
1986 1987 1988 1989
(Annual percentage change)
Real GDP: -4 0 1.4 1.1 15
Consumer price index (average) 86.2 131 8 114 2 21 9
Consumer price index (end-of-period) 105.7 159.2 51 7 18.0
(In billions of U S. dollars)
External sector
Current account (- deficit) -1 2 4.0 -3.0 -3.8
Of which  Exports 17 3 22.2 231 25.0
Imports ~-11.4 -12.2 -18 9 -20.6
Interest payments -8.3 -8.1 -8.9 -10.2
Official capital (net) -0.5 2.6 ~1.2 6.6
Private capital (net) 05 - -2.6 0.4
Change in net foreign reserves 1.1 -6.6 6.9 -3.1
(In percent of GDP)
Nonfinancial public sector
Primary balance 23 5.0 57 7.4
Operational balance -18 19 -4 0 -1 6
Public sector borrowing requirements 15 6 15 7 12 5 6 4
Savings and investments
Gross investment 18 5 18 6 20 2 20.5
Public sector 52 52 51 4,7
Private sector 13 3 13.4 151 159
Gross national savings 17 6 21 4 18.5 18 7
Public sector 1/ 37 74 12 3.2
Private sector 139 14 0 17 3 15.5
External savings 09 -2 8 17 138
Memorandum items
Nominal GDP
(billions of U S dollars) 129 8 143.1 181 6 207 5
Velocity of money (GDP/M-4) 33 34 37 32
Change 1in real effective
exchange rate (appreciation +)2/ =235 33 29 8 3.8

Sources Mexican authorities, and Fund staff estimates

1/ Adjusted for inflationary component of interest payments on

domestic debt
2/ Fnd of period
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Table 2 Mexico

Summary of Public Sector Operations

(In percent of GDP)

Prel. Proj 1989
1986 1987 1988 Auth. Staff
Public sector borrowing
requirement 15.6 15 7 12 5 6 4 6 4
Financial intermediation 0.8 0.9 15 1.2 1.2
Economic balance -14 8 -14.,8 -10.9 -5.2 -5.2
Outside budget control -14 -0.8 -1 4 -0 6 -0.6
0f which interest
payments -0.2 -0.2 -0.2 -0.8 -0.3
Economic balance under
budget control =13 4 -14.0 -9.5 =4 6 -4 6
Receipts 29 3 29 0 27 6 2551/ 259 2/
Expenditure 427 <430 =371 -30.1 -31.3
Of which interest
payments -16.8 -196 -16 5 -11.1 -12 3
Additional measures - - - - 0 8
Memorandum items
Primary balance 23 5.0 58 6.7 74
Primary balance excluding
petroleum exports -2.7 -1.0 25 4 4 47
Operational balance -1 8 19 -4,2 -16 -1.6

Sources Mexican authorities, and Fund staff estimates

1/ On the basis of US$10 per barrel for petroleum exports.
2/ On the basis of US$12 per barrel for petroleum exports.
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Table 3.

(In billions of Mexican pesos, unless otherwise indicated)

Mexico

Financial Flows

Prel. Pro j. Auth
3. 1986 1987 1988 1989 1989

Sources of funds 15.1 53.0 58.8 49.0 45.8
Change in M-4 16.2 50.3 56 6 31.5 28.3
(Annual percentage change in

real terms) (-0.9) (-0.4) (11.4) (4.0) (2.0)
Public sector external

borrowing 0.1 7.2 32 17 5 17.5
(In billions of U.S dollars) 0.2 5.3 1.4 71 71
Others -101 _4.5 _100 - -
Uses of funds 15.1 53 0 58.8 49 0 45 8
Change in international

reserves -0.7 90 -15.6 7.7 2.7
(In billions of U S dollars) (-1 1) (6 6) (6.9 (3.1) (1 1)
Public sector borrowing

requirements 12 4 30 6 50.6 31 9 31 9
(In percent of GDP) (15.6) (15.7) (12 5) (h4) (6 4)
Financial intermediation 0.7 17 6 3 60 6 0
Economic deficit 11.7 28.9 44 3 25.9 25 9

External financing 0.1 4.0 1.4 12 6 17 5

Domestic financing 11.6 24 9 42 9 13 3 8 4
Credit to private sector 3.4 13.4 23 8 9 4 11 2
(Percentage change in real

terms) (-18 9) (-0 6) (37.7) 2 9) (6.2)
Memorandum items
Exchange rate (annual average) 611 1,367 2,250 2,408 2,408
Consumer price index (12-month

percentage change) 1/ 105 6  159.2 51 7 18.0 18 0
GDP (billions of pesos) 79 4 195 6  408.9 409 7 499 7

1/ End of period

wn

b
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Table 4 Mexico

Balance of Payments

(In billfons of U.S. dollars)

Prel Prog. Auth.
1986 1987 1988 1989 1989
Current account -1.2 4.0 -3.0 -39 -5.6
Trade balance 59 10.0 41 4.4 3.5
Exports 17.3 22 2 23 1 25.0 24.3
Petroleum 6.3 8 6 6.7 65 5.8
Nonpetroleum 11.0 13.6 16 3 18.5 18.5
Imports -11 4 -12 2 -18.9 -20.6 -20 8
Factor services =-7.7 -7 2 -7.8 -9 0 -9 5
Interest payments -8.3 -8.1 -8.9 -102 -10 4
Other 0.6 0.9 11 1.2 0.9
Nonfactor services and
transfers 0.7 12 0.6 0.7 0.3
Travel 1.2 15 14 16 1.5
Border transactions -0 4 -0.4 -0.6 -0 6 -0.8
Other -0.2 01 -0 2 -0.2 -0.4
Capital account 01 25 -39 70 6 7
Public sector -0 5 26 -12 6 6 5.6 1/
Commercial banks -0 4 4 4 =15 29 4 5
Multilateral institutions 09 0.4 0.8 24 2.4
Bilaterals and suppliers 0.2 14 09 21 05
Other -1 2 -3 6 -1 4 08 -181/
Private sector 0.5 - =27 0.4 11
Interest earnings abroad -11 -1.2 -13 -15 -1.7
Direct foreign investment 15 32 32 28 28
Net external credits -0.8 -2 6 -30 -0 9 -
Other (including errors and
omissions) 0.9 0.5 -1 6 - —
Net intermational reserves
(increase -) 1.1 -6 6 69 -312/ 11

Sources Mexican authorities, and Fund staff estimates
1/ Includes US$1 5 billion of export credit compared with US$O 7
billion of such credit under the program
2/ Includes USS$2 billion for debt reduction operations
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Table 5 Mexico A Medium-Term Growth Scenario
Prel. Proje.
1988 1989 1990 1991 1992 1993 1994
(Annual percentage change)
Real GDP = 1.1 1.5 2.7 3.5 4.5 5.5 6.0
Consumer prices (average) 114 2 21 9 15.0 70 6.0 6.0 6.0
Consumer prices
(end of year) 51.7 18.0 12 0 6.0 60 6.0 6.0
(In billions of U.S dollars)
External sector
Current account (deficit =) ~-3.0 -3.9 -3 2 =2.6 -2 2 -2.3 -2 7
Of which exports (fob) 231 25.0 27.1 29 0 31.1 33.3 35.7
imports (fob) -18.9 -206 -22.0 -23 7 -25.7 -28.2 -30.9
interest payments -8.9 -10.2 -10.3 -10.3 -10.2 -10.3 -10.6
Official capital (net) -1.2 6.6 4,6 41 3.5 24 2.6
Private capital (net) -2.6 0.4 08 0.8 0.8 0.9 09
Net reserve movement (incr =) 69 -3.1 -2.1 -2 3 =21 -1.0 -0 9
(In percent of GDP)
Nonfinancial public sector
Primary balance 57 754 6 4 56 51 4.7 4 3
Operational balance -4 0 -16 01 01 - 0.1 0.1
Public sector borrowing
requirement 12 5 6 4 39 22 2.0 1.8 17
Savings and investment
Gross domestic investment 20.2 20 5 22 1 23 0 24.5 26.3 27 2
Public sector 51 4 7 4 6 47 4 7 47 4,7
Private sector 151 15.9 17 4 18.3 19 8 21 6 22 5
Gross national savings 18 5 18 7 20 6 21 9 23.6 255 26 4
Public sector 1/ 1.2 32 4.9 4 9 409 5.0 4,9
Private sector 17 3 15 5 15.8 170 1838 20 6 21.5
External savings 17 138 14 1.1 0.8 038 0.8
Memorandum items
Nominal GDP (billions of
0.S dollars) 181 6 207.5 277 3 26 7 268 0 2941 324 2
Velocity of money (GDP/M-4) 37 32 32 3.2 32 32 32
12-month change in real
effective exchange rate
(appreciation +) 29 8 38 2.6 - - - -

Source Mexican authorities, and Fund staff estimates.

1/ Adjusted for the inflationary component of interest payments on domestic debt
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Caracter{sticas de un Posible Prograna
de Ajuste y Crecamiento en una
Perspectiva de Mediano Plazo
1z El Gobierno de Méxi1co ha estado embarcado en un significativo
programa de estabilizacidn y reforma estructural encaminado a crear
condiciones para lograr un mayor crecimiento econdmico En las
circunstancias actuales es i1mportante diseriar una estrategia que
permita fortalecer este proceso La misich ha analizado los recientes
enunciados y acciones de polffxca buscando tener en cuenta la
perspectiva de las autoridades mexicanas En este sentido, la mis16n
desea agradecer el constructivo didlogo sostenido con el equipo tecnico
mexicano, que ha permitido elaborar los puntos aqu{ aincluidos, los que
se espera ayuden a continuar el di&logo Debe aclararse que las cifras

estan sujetas a posibles cambios, ya que en muchos casos han s1do

[ 4
estimadas en base a informacion parcial

2 La mi1s16n estd de acuerdo con el enfasis acordado dentro del
programa mexicano al ghjetivo de grecimjento gggnég;gg. ala
consolidacidn de los avances en reducir la tasa de lnflag;én* y al
logro de una pgglgléh externa viable en el mediano plazo 8in embargo,
existen ciertos aspectos acerca de la factibilidad de alcanzar los
obyetivos planteados qu;.merecen ser tratados Esta nota dzscrlbe
algunos de estos puntos, y plantea ciertas propuestas encaminadas a
fortalecer el programa a fin de asegurar el logro de tales objetaivos
Las dreas de preocupacxén se centran principalmente en las condiciones
necesarias para asegurar un crecimiento econbmico sostenido, en el

contexto de una evolucidn de la balanza de pagos que reduzca la

vulnerabilidad externa de la econonia mexicana M{s especificamente,

- -
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existen dudas acerca del]l esfuerzc de ahorreo interno que se propone, k{é
' ‘ - -
incluido el del area fiscal, la politica cambiaria, y la dependencia ~ . ’?¢§
-’ ’ : o
del financiamiento externc en un contexto de cooperacion internacional N g
3 e f’\iﬁ}
- kg‘_zg'.
AR * D
IS «
/ L,
3 El objetivo de crecimiento economico de mediano plazo se TTg
. !
/ -
podra lograr a través de un proceso de reforma estructural y la A
b
Y4 4
mobilizacion de recursos internos y externos para alcanzar mayores 5y
4
{i
/ M
niveles de inversion Se han logrado avances importantes en la reforma ¢
iy
A
estructural y existen planes significativos para el futuro Puede ,
/ / / %,
mencionarse las areas de finanzas publicas, racionalizacion y :
/ p) I'4
privatizacion de empresas publicas, liberalizacion financiera y de
comercio exterior, y mayor flexibilidad en el tratamiento de la
’
inversion extranjera Es esencial continuar este proceso dentro del
marco de una estructura de preci0s relativos adecuados, particularmente
/ /
en el sector publico y en el sector externo, y de una flexibilizacion
‘
creciente del mecanismo de concertacion y control de precios y
/
salarios Estos factores, una mejgora de las finanzas publicas, y
/ .
politicas financieras adecuadas, son necesarios para lograr un g%
fortalecimiento del ahorro Este fortalecimiento del ahorro reduciria |
los riesgos y la vulnerabilidad externa inherentes a una s1tuacidn v
X 3
4
/ G
donde la inversion depende en gran medida del uso de recursos externos 5 %:
PP
R/
El mejor resultado fiscal es de particular importancia en “ﬁﬁ
. N
¥ g’?
circunstancias en las que el balance fiscal operacional y el externo . 5@%
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se debilitaron en el pasado, y cuando aun existen incertidumbres acerca
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4 Es posible alcanzar los gbjetives del prograpa 2conomico

/
formulado por las autoridades para 1980 en cuanto a inflacion y a
/
a crecimiento, pero seria necesario realizar ciertas correciones a los

b33 -
planteos de polfixca Con estas correciones, el mayor nivel de

/
inversion podr{i ser compatible con un nivel de ahorro mayor y un

/ N

deficit de cuenta corriente menor que los proyectados Por cierto que
es 1mportante para el programa la existencia de un pagquete adecuado de

financiamiento externo, utilizado en parte para reducir deuda

S Las finanzas pﬁél;gag son centrales para el é;xto del
programa El presupuesto busca alcanzar un dé%xcxt operacional de
1 6 porciento del PIB, y un déf1c1t financiero de © 4 porciento, lo que
1nd1car{a una fuerte mejora en las finanzas péhlxcas Sin embargo, a
Juicio de la m1316;. el objetivo fiscal tiene riesgos en cuanto a
asegurar el logro de resultados internos y externos sostenibles
Abstrayendo de estos riesgos, la factibilidad de alcanzar los objetivos
fiscales debe fundamentarse en un resultado primario mas fuerte que el
actualmente programado, ya que en vista del nivel de tasas de 1ntere; a
principios de 1989 y de una probable mejora sé&o gradual de las
expectativas, no seria prudente proyectar una reduccxé% marcada en los
pagos de intereses De acuerdo a las estimaciones de la mision los
pagos de intereses alcanzarf%n 12 7 porciento del producto Ello

requer1r{a un resultado primario equivalente a 7 4 porciento del )

/ Y
producto, comparado con © 7 porciento en la proyeccion oficial . Y
g
N S et
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6 La obtencion del objetivo primario puede alcanzarse *&%ﬁx{i,*aﬁgﬁl
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algo més alto que el contenido en el presupuesto (Las proyecciones
adjuntas se basan en un precio de US$12 por barril ) Adenss,

sera necesario npantener una polftxca estricta de gastoa, tal como se ha
realngﬁo hasta el momento y como esta pre;xsto en el presupuesto

En cuanto a la politica de ingrespos, las medidas recientes de
tributacién interna puede permitir alcanzar niveles de recaudacidn
;nayores a los programados, y los ingresos por ventas internas de
empresas publicas parecerian estar proyectados en forma conservadora

E! margen que existiria en dichos rubros puede compensar los efectos de
ingresos menores a los presupuestados en los rubros de impuestos a las
lmportaciones y, posiblemente, en venta de empresas publicas 8in
embargo, dadas las incertidumbres que rodean los ingresos esperados por
concepto de intereses en instituciones autdnomas, la misidn cree que el
logro del objetivo de d€ficit operacional de ! 6 porciento del producto

requeriri{a acciones adicionales que provean recursocs de cerca de

1 porciento del productc

7 Un aspecto de las finanzas publicas que tendra que ser
revisado es el de los precios y tarifas en el sector publico, ¥ mas
especi1ficamente, ciertos precios de los combustibles y algunas de las

tarifas eléctricas Estos son elementos relevantes dentro del PECE y el

.«'X_f,1

o

gobierno se ha comprometido a mantener los niveles actuales en el corto T
plazo  Seria 1importante comenzar con una correccion gradual de estos i

;{} N §
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precios, y seria necesaria una revision de las politicas en esta area a ' ¥M¥w$

medirados de aho
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6 Los cambios institucionales recientes en el area fipanciera
han permitido un manejo néé flexible de la tasa de interds Los nuevos

/
mecanismos deberan usarse activamente para lograr los objetivos del

=
>

programa, especialmente un fortalecimiento del ahorro financiero Por
cierto que estas medidas deben ser apoyadas por la polftxca fiscal y

por un financiamiento externc razonable La pol{txca monetaria deber;
buscar aumentar las reservas y canalizar un monto adecuado de recursos

al sector privado

) La aprec1acxé% real del peso es preocupante, ya que ha jugado
un papel i1mportante en el debilitamiento de la balanza de pagos y en la
persistencia de tasas reales de 1nteré; mayores a las esperadas En
estas condiciones, y adh con polftxcas financieras adecuvadas, el actual
nivel del tipo de cambio crea riesgos A la vez, los avances logrados
en el area de la 1nf1ac16ﬁ han sido significativos y han ayudado a
eliminar elementos inerciales, incluido el quiebre de hecho en la
1ndlzac16a de los salariecs La polf£1ca cambiaria es i1mportante para
la estabilidad salarial y, por lo tanto, de precios 81in embargo,
deben seguirse de cerca los desarrolios en esta 5;ea y de todos modos
debe realizarse a mediado de ano un examen exhaustivo de la polft1ca
canbiaria De todos modos, la estrategia actual puede tener posibles

efectos adversos sobre el potencial de crecimiento

10 El deficit en cuenta corriente_externa, con un precio del

IR
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petroleo de US%12 el barril, podria alcanzar US%$3,500 millones, Eo -
o, 3‘4
que indicaria una fuerte mejora respecto de las tendencias acbuales“iﬁfm?a
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nivel de importaciones acorde con la tasa de crecimiento previsto,
teniendo en cuenta la adecuacidn de inventarios a las tasas de interés
existentes La transferencia de recursos al exterior seria de 2 1/2
porcxeg%o del producto, comparado con 6 porciento en 1983-88, y
ciertamnente ayudaria a mantener el monto de la deuda a niveles
adecuados Por otra parte, tomando en cuenta la mejora prevista en el
ahorro pdblxco y consecuentenmente en el ahorro total, la cuenta
corriente ser{a consistente con un marcado aumento de la inversion
pravada En el mediano plazo podrfa pensarse en un crecimiento
adicional del ahorro, lo que har{a posible una mayor inversién sin un
deterioro en la cuenta corriente Esta estrategia tendria
consecuencias favorables, tanto para el crecimiento econdémico como para

1a deuda externa

11 Un resultado de cuenta corriente como el mencionado llevaria
a una menor vulnerabilidad externa de la economfé mexicana y permxtlrfé
una estrategia de uso de recursos externos para gperaciones de
reduccidn de deuda (a descuento) Al lograrse una mayor reduccion de
deuda, la situacidn patrimonial neta de Mexico mejoraria
sustanc;almente Esto facilitaria a una reduccidn de tasas de interés
tanto en el corto plazo como en el futuro, sin los posibles efectos

negativos de una estrategla en que s& usan todos los recursos externos

para financiar la cuenta corriente De todos modos, la posible
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Escenario de Mediano Plazo bajo un Prograpa ‘
de Ajuste con Crecimiento

ot
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4

1. Esta nota presenta un escenario de mediano plazo para la
Z
economia Eexicana dentro del parco de un programa que cree condiciones
favorables para un desarrollo econdmico sostenido con estabilidad

financiera interna y una poszc;én externa que se fortalece

2 Bobre la base de una estrategia de estimulo al ahorro interno
a traves de la profundizacin del proceso de reformas estructurales ya
comenzado y politicas fiscales, monetarias y cambiarias adecuadas,
seria posible alcanzar tasas de crecimiento econdmico de alrededor de
4 S porciento en promedio durante 18990-94 Tal como para el afio 1989,
este escenario supone que Mexico tiene acceso a financiamiento externo
adecuado, y que existen operaciones de reduccion de deuda externa (a

descuento)

3 El logro de tasas de crecimiento econdmico como las arriba
sefialadas seria consistente con un crecimiento en la inversion de
mas de 10 porciento anual en terminos reales entre 1990 y 1994, y tasas
de crecimiento real del consumc privado per capita que alcanzan

4 porciento anual hacia el fin del periodo El aumento de inversibn en

~

este escenario seria posible a través de urn aumento en el esfuerzo de
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ahorro interno de aproximadanente 6 puntos de porcentaje del PIB
durante 1889-94, lo que, Junto con una baja en los pagos de intereses '

4

al exbezrixor. permitiria una reduccibn en la‘noceaxdad de ahorro
externo 8obre la base de operaciones de reduccifin de deuda externa de
U8%2 mi1l millones por aho durante 1889-91, serfa posible financiar las
necesidades de cuenta corriente y permitir un crecimiento gradual en
las reservas internacionales dentro de un marco en el cual la deuda
externa de Mexico baJaf:a de 49 porciento del producto en 1988 a 34

porciento en 1994 Esta reduccidon de la deuda externa puede ser

lograda aun sin la existencia de garantfa de terceros

4 Hacia fines del periodo bajo consideraci1on la diferencia entre
el déficit en cuenta corriente presentado en esta nota y el que surje
del ejercicio de mediano plazo preparado por el equipc mexicano se
explica en gran parte por mayores pagos de intereses en este Ultimo
Estos pagos mfis altos son causados por la deuda externa adicional
necesaria para financiar un mafor déficit en cuenta corriente en los

4
primeros anos del periodo y la ausencia de operaciones de reduccion de

deuda

Adjunto

b
4

« %3
It A 5



QN AT'O

o) ] d

XD: Office Memorandum
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TO The Managing Director DATE  February 3, 1989

The Deputy Managing Director

FROM S T Beza W /S
l(
SUBJECT{i Mexico--Briefing for Mission

Attached for your consideration 1is the briefing for the
Article IV consultation The briefing also may serve as background for
the visit by the Mexican authorities on the occasion of their trip to
Washington next week This cover note provides a summary of recent
developments and outlines the key policy issues

i

Economic performance in 1988 was mixed The Mexican authori-
ties took significant policy actions that resulted 1n an increase in the
primary fiscal surplus Also, the rate of price increase fell sharply
1n the context of a generalized price-wage—exchange rate freeze and a
major trade liberalization effort However, domestic real interest
rates rose as doubts persisted about the government's economlc program,
and thus the operational fiscal outcome weakened by 5 percentage polnts
of GDP There was a broadly similar deterioration 1in the domestic
savings performance and 1in the extermal current account, reflecting in
part the large real effective appreciation of the peso The weakening
of competitiveness (including the effects of trade liberalization) seems
to have been a factor in the very low growth of GDP and, together with
the sharp deterioration in the operational fiscal balance, induced an
increase in real domestic demand of 5 percent, virtually all in the form
of higher domestic consumption

Non-o1l exports grew steadily through August 1988, but
subsequently stagnated Imports were 55 percent higher (an U S dollar
terms) 1n January-November 1988 than in the same period of 1987 In
addition to the real appreciation of the peso, distortions 1n relative
prices have emerged because of the application of price controls

The authorities announced 1n December 1988 a new pact which
included increases in minimum wage and certain prices followed by a new
freeze, they also announced small daily adjustments in the exchange rate
through July 1989, broadly in line with their projection of inflation
(18 percent during 1989) The budget for 1989 envisages some reduction
1n both the primary surplus and the operational deficit in relation to
1988 The authorities are counting on large net capital inflows to the
public sector--about US$6 billion—-to produce a decline in domestic
interest rates (and thus to lower the operational deficit) and to help
stimulate investment On this basis, the authorities are projecting
some resumption in growth in 1989, with real GDP expected to rise by
1 1/2 percent



We have a number of doubts about the strategy indicated so far
by the authorities, we have heard that Mexican officials share some of
these concerns

In the fiscal area, the measures announced thus far for 1989
may not be sufficient to attain the targeted primary surplus unless
petroleum prices remaln at current levels (about US$4 a barrel higher
than envisaged i1n the budget) Moreover, the objectives for the opera-
tional balance and the PSBR depend crucially on the assumed decline in
real interest rates, which is not assured

In regard to external fimancing, the amount being sought by
the Mexican authorities for 1989 (about 80 percent of total public
sector 1nterest payments due) may be higher than 1s feasible and may
involve a larger increase in debt thanm 1s prudent (The authorities
refer to debt reduction but the possible approaches are still to be
determined ) Loans from multilateral organizations and direct 1invest-
ment will provide part of the inflow of capital that 1s assumed, but
most of the needed financing 1s yet to be identified An additional
concern 1s that the increased use of external savings implied in the
current account balance does not appear to be accompanied by an 1ncrease
in the domestic saving ratio, and thus the vulnerability of the economy
would tend to become greater

Our conclusion 1s that there 1is a need for additional
corrective measures In particular, we believe that a firmer fiscal
policy stance 1s necessary, and this might focus 1in the first instance
on adjustments 1n public sector prices To be sure, the primary fiscal
surplus 1s high 1in relation to other countries, but so are real 1interest
payments on the domestic and external debt A further improvement 1n
the primary balance would help to raise domestic savings and lessen the
pressure on 1lnterest rates, while possibly reducing the reliance on
external savings (in relation to the authorities' projections)

Exchange rate adjustment should accompany actions in the
fiscal area, to provide the basis for stronger growth over the medium
term and to assure that reduction of the current account deficit 1s not
at the expense of activity Prudent monetary and wage policies would
help minimize the prospects for a resurgence of inflation Finally, the
Mexican authorities will need to continue their efforts to effect
structural changes

The World Bank 1s seeking to complete negotiatlons omn several
operations for a total of US$1 5 billion Macroeconomic understandings
would be required 1n conmnection with these loans 1n the absence of an
arrangement from the Fund  The Fund staff has been discussing with the
Bank staff what might be a suitable macroeconomic framework



It 1s not clear at this stage whether the Mexican authorities
will repeat their request solely for a CCFF drawing, or whether they
will, as some Mexican representatives have suggested, wish to seek
support from the Fund under a stand-by or extended arrangement

A complex situation could arise 1f the Mexican authorities do
not wish to negotiate an upper credit tranche arrangement, and thus
would limit our involvement in the framing of policies A decision
would then be required as to the conditions for access to a CCFF drawing
under the least stringent test of cooperation, for access to up to
20 percent of quota for export shortfalls and up to 17 percent for
cereal import costs (Preliminary estimates suggest an export shortfall
and a cereal cost excess of approximately these amounts )

The preferred solution would be to make access to Fund
resources conditional on appropriate actions and on assurances that
adequate foreign financing 1s 1n place, even 1f details of a financing
package are not completed The authorities may challenge such a line on
the grounds that they should be entitled to access under the CCFF on the
basis of their past record and on the grounds that their policies can be
construed as broadly satisfactory (particularly on their assumption that
there should be substantial external financing for Mexico)

There would be a danger in agreeing to these arguments since
the present policy stance may become unsustainable and before long would
require major corrective actions

The attached briefing was reviewed by the following
departments

Exchange and Trade Relations Mr Brau

Fiscal Affairs Mrs Ter-Minassian
Legal Mr Surr

Research Mrs Rojas—Suarez
Treasurer's Mr Zavoico

Western Hemisphere Messrs Caiola, Ferrénm,

van Beek and myself

Attachment

cc Mr H Simpson
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A staff mission consisting of Messrs Loser (Head), Bonvicini,
Kalter, Khor (all WHD), and Sheehy (ETR), Ms Rojas—-Suarez (RES), and
Ms Puri (Secretary-WHD) will visit Mexico City for about three weeks,
probably starting February 21, 1989 to conduct the 1989 Article IV
consultation discussions and continue discussions on the possible use of
Fund resources under the CCFF Mr lLoser would join the mission on
February 25, 1989

A mission that visited Mexico City in late 1988 held discussions
with the authorities on the existing economic situation and policies and
on technical 1ssues related to the CCFF request However, the
authorities were not 1n a position to discuss prospective policies
Following the assumption of office by President Salinas on December 1
and the subsequent announcement on economic policies for 1989, the stage
has been set for discussions as to the possible use of Fund resources,
whether under an upper credit tranche arrangement oOr under the CCFF
These discussions could start next week as the Mexican authorities visit
Washington

On March 10, 1988 the Executive Board completed the 1987 Article IV
consultation and the second review under the stand-by arrangement that
expired on March 31, 1988 (EBM/88/23 and Supplement 1) As of
December 31, 1988, Fund holdings of Mexican pesos 1n the credit
tranches, including drawings under the EFF and the enlarged access
policy, stood at SDR 3,661 million, or 314 percent of quota

I Background

In md-1986 the Mexican authorities adopted an economlc program
which was successful 1in strengthening Mexico's external position Tn
1987 Mexico achieved a current account surplus of nearly 3 percent of
GDP and net external reserves rose by more than US$6 1/2 billion
However, the 12-month rate of increase i1n consumer prices rose from
106 percent 1n December 1986 to nearly 160 percent 1n December 1987
rather than declining as had been projected in the program (Table 1)



The acceleration of inflation in 1987 reflected an increased degree
of indexation and more frequent adjustments of wages, exacerbated by the
weakening of the fiscal stance in the second half of the year Thais,
together with some real appreciation of the peso, led to a weakening of
the balance of payments late in the year. The authorities, 1in response,
introduced in December 1987 a comprehensive economic program based on a
pact with labor and business (the PACTO), which was aimed at correcting
prevailing imbalances and, 1n particular, at bringing down the rate of
inflation Major adjustments to the exchange rate, minimum wages, and
public sector prices and tar1ffs were implemented in December 1987,
accompanied by further trade liberalization measures and a tightening of
credit control A wide-ranging wage-price-exchange rate freeze through
March 1988 also was announced at that time

Economic performance in 1988 was mixed The Mexican authorities
took significant policy actions that resulted 1n an 1increase 1n the
primary fiscal surplus Also, 1in the context of an extension of the
PACTO and a major trade liberalization effort, the rate of price
increase fell sharply The 12-month rate of price increase decelerated
to 52 percent by year—end, the monthly rate of price 1increase declined
from 15 percent in January to less than 1 percent on average during
August-October, but accelerated to some 2 percent 1n December
(Chart 1) Domestic real interest rates rose as doubts persisted about
the Government's economic program, and thus the operational fiscal
outcome weakened markedly There was a broadly similar deterioration 1in
the domestic savings performance and in the external current account,
reflecting 1n part the large real effective appreciation of the peso
The overall balance of payments 1is estimated to have registered a
deficit of around US$7 billion, more than erasing the net reserve gain
of 1987 The weakening of competitiveness seems to have been a factor
in the low growth of GDP, and together with the sharp deterioration in
the operational fiscal balance, induced an 1increase 1n real domestic
demand of 5 percent, virtually all in the form of higher domestic
consumption

As a consequence of tight expenditure control and a strong
performance of revenues other than those related to petroleum exports,
the primary fiscal surplus rose from 5 percent of GDP 1in 1987 to an
estimated 7 1/4 percent in 1988 The public sector borrowing
requirement (PSBR) 1s estimated to have declined by 5 percentage points
1n 1988 to some 10 1/2 percent of GDP, reflecting the strengthened
primary surplus, as well as lower nominal 1nterest rates However, with
sharply higher real 1interest rates (at an average monthly rate of around
3 percent), the operational balance ghifted from a surplus of 2 percent
of CDP in 1987 to a deficit estimated at 2 1/2 percent 1n 1988

With foreign financing of the public sector declining significantly
in 1988, most of the public sector deficit was financed domestically
Moreover, following an 1initial tightening, credit to the private sector
expanded sharply after the second quarter of the year The Bank of
Mexico increasingly absorbed the financing requirements of the public




sector, and there was a significant overall credit expansion for the
year Notwithstanding high real interest rates, the growth in domestic
financial savings was sluggish in 1988 These developments reflected a
continuation of concerns about the sustainability of policies,
particularly about the exchange rate, during a period of repeated
extensions of the freeze, political uncertainties emerging from the
narrow electoral victory of the PRI (the ruling political party), and
concerns about developments in the balance of payments In the context
of a fixed exchange rate, these factors, together with a rapid credit
expansion, led to the loss of net international reserves noted above

The exchange rate for the peso remained unchanged vis-a-vis the
U S dollar during 1988, except for a small adjustment in February, and
the peso appreciated 1n real effective terms by about 30 percent during
the year (Chart 2) While the real appreciation of the peso was a
factor behind the slowdown of domestic inflation last year, 1t also
contributed to lower domestic savings and to the weakening of the
balance of payments The significant trade liberalization effort
further affected the relative price of imports and contributed to a
sharp 1increase 1in private sector imports Concurrently, non-oil exports
grew steadily through August but subsequently have been stagnant while
petroleum prices declined and foreign interest rates increased 1/ 1In
these circumstances, the external current account shifted from a surplus
of some US$4 billion 1n 1987 to an estimated deficit of over US$3
billion 1in 1988, a deterioration equivalent to about 5 percentage points
of GDP

As the balance of payments came under significant pressure in the
second half of the year, the authorities negotiated i1n mid-October a
bridge loan for up to US$3 5 billion from the United States, which 1in
principle could be drawn mainly on the basis of progress in negotiations
with the World Bank and the Fund These funds have not yet been
disbursed The authorities also announced some tightening of fiscal
policy and allowed interest rates to rise somewhat However, net
international reserves continued to fall It 1s estimated that gross
reserves declined from the equivalent of 13 1/2 months of imports at
end~1987 to some four months at end-1988

II Economic Outlook and Policies for 1989

The new administration has announced 1ts intention to consolidate
recent gains on the inflation front and to intensify the structural

1/ The average price of Mexican crude o1l exports declined from Us$lé
a barrel in 1987 to about US$12 a barrel in 1988 Average effective
1nterest rates for Mexico are estimated to have increased by 0 6
percentage point over the same period These developments account for
about US$2 1/2 billion of the US$7 billion reversal in the external
current account



reforms initiated in the last few years, with a view to setting the
conditions for a gradual restoration of economic growth in the context
of improved efficiency in resource allocation The authorities are of
the view that the resumption of growth requires an external debt policy
within a multiyear context that 1s aimed at a reduction in debt service
payments with a sharp decline in the resource transfer abroad

The authorities announced on December 12, 1988 the Pact for
Economic Growth and Stability (new pact), with specific guidelines that
run through July 31, 1989 The new pact includes a devaluation of the
Mexican currency against the U S dollar of one peso a day (initially
1.3 percent a month), increases in some public sector prices and tariffs
(excluding petroleum, electricity, and gas for household use), and an
immediate 8 percent increase in minimum wages (10 percent increase for
public sector wages) Following these adjustments, a new freeze on
minimum wages and controlled prices was introduced The 12-month rate
of inflation 1s projected to decline from 52 percent in December 1988 to
18 percent by the end of 1989

The 1989 budget provides for tax increases and a cutback 1n capital
expenditure partly offset by higher outlays on social programs and lower
revenue from petroleum exports and from domestic sales of public sector
goods and services The budget has been prepared on the basis of a
conservative assumption of petroleum export prices at US$10 a barrel
(corresponding to a price of about US$13 1/2 a barrel for West Texas
Intermediate, which 1s now quoted at about US$17 1/2 a barrel) The
fiscal primary surplus 1s projected to narrow to 6 3/4 percent of GDP 1in
1989 from 7 1/4 percent of GDP in 1988 If real interest rates were to
decline as projected, however, the operational deficit would fall from
some 2 1/2 percent i1n 1988 to 1 1/2 percent of GDP in 1989, while the
PSBR would decline from 10 1/2 percent of GDP to 6 1/2 percent The
authorities aim at securing net external financing of US$6 billion for
the public sector in 1989 On that basis, they expect that the fiscal
outcome, in conjunction with appropriate monetary, exchange rate, and
wage policies, will be consistent with some recovery of investment and
output, lower inflation, and some strengthening of the net international
reserves

On the basis of available information, the strategy envisaged by
the Mexican authorities entails significant risks, particularly with
regard to the achievement of the inflation target and a viable balance
of payments outcome Attainment of these objectives 1s dependent on a
sharp decline in real interest rates, 1n large part made possible
through capital i1nflows, investment would rise but domestic savings
would remain largely unchanged As described below, these risks would
be reduced with a fiscal effort considerably greater than that proposed
in the 1989 budget

The staff 1s of the view that greater reliance should be placed on
domestic savings (including public sector savings) and less on external
savings than presently envisaged by the Mexican authorities A scenario



prepared by the staff suggests that with financial, exchange rate, and
structural policies that lead to increased private savings and greater
fiscal adjustment than that so far indicated by the authorities,
national savings could increase by 6 percentage points of GDP by 1993.
Mexico could attain a rate of growth of 1 1/2 percent in 1989 and
increasing to 5 1/2 percent by the end of the period This scenario
would require net external financing requirements of around US$4 1/2
billion a year (adjusted for net international reserves), considerably
less than that estimated by the Mexican authorities 1/

In the area of fiscal policy three major problems emerge from the
recently approved budget the measures announced in December may not
yield the expected results, domestic real interest rates may not decline
as projected, and the availability of foreign financing may be smaller
than envisaged Preliminary estimates by the staff indicate that on the
basis of the announced measures, only 1if petroleum export prices remain
at US$14 a barrel (instead of US$10 a barrel incorporated in the budget)
would the primary surplus be 6 3/4 percent, as projected by the
authorities Moreover, the 1989 fiscal improvement depends on a sharp
decline in domestic real interest rates Based on a more moderate
decline 1n domestic real interest rates, the operational deficit could
remain at 2 1/2 percent in 1988 while the PSBR would only decline by 3
percentage points of GDP Moreover, as noted below, foreign financing
may be less than the authorities have programmed

In light of the factors mentioned above, a firmer fiscal stance
seems necessary It 1s true that the primary fiscal surplus 1s high in
relation to other countries, but so are real interest payments on
domestic and foreign debt A further improvement 1in the primary balance
would help raise domestic savings and lessen the pressure on 1nterest
rates, while possibly reducing the reliance on external savings (1n
relation to the authorities' projections) Additional fiscal measures
should be wide-ranging and may need to include reductions in transfers
to official agencies outside budget control as well as increases 1in key
public sector prices, e g , those for gasoline and electricity

The authorities are seeking net external financing for the public
gsector of US$6 billion, equivalent to 80 percent of interest payments on
external public sector debt The proposed amount of foreign financing
may be too high Some financing could be forthcoming 1in the form of
direct investment and through loans from multilateral institutions, but
the remaining external financing 1is yet unidentified Moreover, on the
basis of staff estimates, continued use of foreign resources of this
magnitude may not be consistent with the needed improvement 1in the
balance between domestic savings and domestic i1nvestment and could
entail an unsustainable deterioration in key debt indicators

1/ The implications of the various scenarios for external debt are,
of course, dependent on the specific strategy to be followed on foreign
financing, either through new money or debt-reducing mechanisms



Credit policies should support fiscal policy in attaining a
continued moderation of the rate of inflation and the strengthening of
the balance of payments Actions may be needed to broaden central bank
monitoring of the operations of nonbank financial intermediaries,
accompanied by a gradual easing of quantitative credit and interest rate
controls on commercial banks Credit policy needs to be tightened to
offset inflationary pressures stemming from the initial wage and price
adjustments and any excess liquidity that may exist in the economy

Recent trends 1n the balance of payments appear unsustainable and
actions will be necessary to correct the situation The authorities are
likely to argue that balance of payments difficulties have been
associated with trade liberalization, which by raising economic
efficiency, has contributed to higher private investment and additional
capital goods 1imports However, as noted above and 1n addition to the
uncertainties related to the political situation and a weakening of the
financial policy stance, a major factor underlying the weakening balance
of payments appears to have been the real effective appreciation of the
peso 1n 1988, even more so in the presence of a major trade
liberalization effort

A realistic exchange rate policy, coordinated with wage policy 1s
central to a viable program The current exchange rate policy appears
insufficient to restore a viable external position, both as a means of
facilitating export growth and to ease uncertainties surrounding the
present policy stance  The authorities should stand ready to take
further exchange rate action, preferably through a step change 1n the
exchange rate  Alternatively, stronger fiscal and credit efforts will
be required, with possible adverse effects on growth The differential
between the free and controlled foreign exchange rates 1s small--less
than 1 percent--because of Bank of Mexico intervention, and the staff
will emphasize that the authorities should take advantage of the
situation to unify the exchange markets

A key factor in the authorities' anti-inflation effort will be a
continuation of the wage policy implemented last year, with increases
determined 1n a forward-looking approach After an initial sharp
adjustment 1in early 1988, there was a de facto deindexation of wages
Minimum wages changed little during the year and they declined in real
terms, however, in terms of U S dollars they are higher than in 1987
Wages 1n manufacturing appear to have increased in relation to the
minimum wage

The World Bank 1s seeking to complete negotiations on several
operations for a total of US$1 5 billion, including an industrial sector
loan, a financial sector reform loan, and a public sector restructuring
loan The Bank has indicated that macroeconomic understandings would be
needed 1in the absence of an arrangement from the Fund The Fund staff
has been discussing what might be a suitable macroeconomic framework
with the Bank staff



It 1s not clear at this stage whether the Mexican authorities will
repeat their request solely for a CCFF drawing, or whether they will, as
some Mexican representatives have suggested, wish to seek support from
the Fund under a stand-by or extended arrangement The mission will
enquire about this possibility and, 1f a positive response 15 obtained,
will 1nitiate exploratory discussions on an economic program that could
be supported by the use of Fund resources Of course, indications could
be obtained earlier, in the wake of the forthcoming discussions 1n early
February in Washington

The mission will resume discussions on access to Fund resources
under the CCFF, 1f requested Data and projections required for the
technical evaluation of the existence of an export shortfall and excess
on cereal imports will be updated Earlier calculations had indicated
an export shortfall of about 20 percent of quota and a cereal excess of
about 17 percent of quota, approximately equivalent to the amounts that
could be made available under the least restrictive test of
cooperation However, 1in light of recent trends in petroleum prices,
the shortfall for 1988 may be higher than 1s suggested by these
calculations

With regard to the possible CCFF negotiations, the mission will
make an assessment 1in order that, on 1ts return, a determination can be
made as to whether the policies and objectives proposed by the
authorities for 1989 are consistent with the guidelines on cooperation
for use of Fund resources under the CCFF In particular, 1t will gain a
better understanding for the basis of the authorities' fiscal
projections and examine whether there are adequate assurances regarding
the availability of the external resources required to finance the
authorities' economic program As described above, there are
considerable uncertainties about the current policy stance and the
availability of financing to Mexico Therefore, the authorities may
have to take significant measures tO achieve a viable balance of
payments position, even 1n the absence of a program supported by the
Fund Moreover, clear indications of progress 1in negotiations with
foreign creditors would be necessary for a favorable response by the
Fund to the Mexican request

Attachments

cc Mr Frenkel -
Mr Gianviti
Mr Laske

Mr Tanzi

Mr Van Houtven
Mr Whittome

Mr H Simpson
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Table 1 Mexico Selected Economic and Financial Indicators

Est Budget
1984 1985 1986 1987 1988 1989
(Annual percentage change unless otherwise specified)
Income and prices
Real GDP 36 26 -4 0 14 04 15
GDP deflator 591 56 8 74 3 143 0 108 2 19 9
Consumer prices (end of year) 59 2 63 7 105 7 159 2 51 7 18 0
Consumer prices (average) 65 5 577 86 2 131 8 114 2
Consumer prices (monthly average) 40 42 6 2 83 37 14
External sector
Exports (f o b ) 97 -9 5 =24 4 28 3 18 36
Export volume 80 -4 6 74 13 4 18
Imports (f o b ) 31 6 17 4 -13 5 69 52 9 11 6
Import volume 271 17 2 ~11 7 43 44 3
Terms of trade (debt -) -19 -5 3 -28 2 10 4 =57
Nominal effective exchange rate
Average (depreciation -) =24 4 ~28 7 -59 3 -57 8 -37 6
End of period -19 9 -48 0 -61 8 -55 5 -9 2
Real effective exchange rate
Average (depreciation -) 16 9 29 -30 0 -8 1 23 2
End of period 18 5 -20 6 =235 33 29 8 38
Overall public sector
Receipts 631 56 1 62 7 135 5 103 7 13 3
Outlays 56 9 66 4 89 3 139 3 80 7 4 4
Money and credit 1/
Domestic credit (net) 635 58 9 89 4 96 0 83 4
Public sector (net) 24 9 43 0 85 9 62 4 536
Private sector 37 5 217 293 551 29 7
Money and quasi-money (M-3) 67 8 437 75 6 116 6 48 7
Velocity (GDP/M-3) 41 43 41 45 53
Real growth in M-4 60 =76 -0 6 -0 5 20 -
Velocity (GDP/M-4) 36 37 33 34 39
Interest rate (monthly average
rate l-moath treasury bill) 2/ 40 50 66 78 58
(Percent of GDP)
Public sector savings 03 -2 7 -9 3 -9 8 =41 -2 2
Public sector savings (adjusted) 3/ 7 6 5 4 37 70 28 14
Public sector economic deficit -6 4 -87 -14 8 -14 8 -9 3 =52
Foreign financing 13 - 08 27 02 29
Primary balance 4 8 33 23 50 74 67
Operational balance 10 -0 6 -138 19 -2 8 -16
Public sector borrowing requirement 8 4 95 15 6 15 7 10 6 64
Gross domestic investment 19 9 21 9 18 5 17 7 17 8 18 6
Gross national savings 22 3 22 3 17 6 20 5 16 1 16 2
Current account defieit (-) 24 04 -09 28 -18 =2 4
Public external debt
(including IMF) &/ 38 8 38 5 57 9 58 7 46 &4
Interest payments on public debt 5/ 47 41 47 42 38
(In percent of gross current receipts)
Public debt service 6/
Before rescheduling 47 7 66 6 78 2 89 9 87 7
After rescheduling 37 8 39 8 44 3 41 9 49 5
(In billions of U S dollars)
Overall balance of payments 30 -3 4 ~11 66 =70 11
Gross official reserves o
(months of imports) 7/ 96 56 74 13 5 42

Sources Bank of Mexico Secretariat of Programming and Budget and Fund staff
estimates

1/ Changes are effective flows adjusted for exchange rate changes in relation to
total 1iabilities to the private sector at the beginning of the period

2/ Maximum authorized rate at the end of the period net of withholding tax excludes
compounding

3/ Adjusted for the inflationary component of Interest payments which {s treated as
debt amortizatfon but includes inflation tax

4/ Includes short-term debt but net of gross international reserves

5/ Interest paid on external public debt net of interest earned on gross
international reserves

6/ Includes debt service on Fund credit

1] Excluding gold and payments agreements
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Fund Relations with Mexico
(As of December 31, 1988)

Membership Status

(a) Member since December 31, 1945
(b) Status - Article VIII

A Financial Relations

General Department (General Resources Account)

(a) Quota SDR 1,165 5 million
(b) Total Fund holdings of Mexican pesos SDR 4,735 8 million
or 406 3 percent of quota
(c) Fund cred1it SDR 3,661 2 million or 314 1 percent of quota
Of which SDR 674 2 million or 57 9 percent of quota
under credit tranche
SDR 998 1 million or &5 6 percent of quota
under EFF
SPR 1,892 0 million or 162 8 percent of quota
under EAR
(d) Reserve tranche position None

Financial Arrangement and Special Facilities

(a) Last stand-by arrangement
(1) Duration November 19, 1986 until April 1, 1988
(11) Amount  SDR 1,400 million
(111) Utilization SDR 1,050 million
(b) Emergency assistance
(1) Purchase 1in January 1986
(i) Amount SPR 291 375 million
(211) Utailization SDR 291 375 million
(c) Previous extended arrangement
(1) Duration from January 1, 1983 to December 31, 1985
(11) Amount SDR 3,410 6 million
(111) Utilization SPR 2,502 7 mllion
(1v) Undrawn balance 907 9 million

SDR Department

(a) Net cumulative allocation SDR 290 million
(b) Holdings SDR 292 5 million or the equivalent of
100 9 percent of net cumulative allocations




Vs Financial Obligations due to the Fund (In millions of SDRs)

Overdue

Financial

Obligations Principal and Interest Due
(12/31/88) 1989 1990 1991 1992

Principal
Repurchases == 639.6 877.1 807.4 518.4
Charges and Interest
including SDR and TF
(provisional) == 2767 221.6 154.4 95.6

Total S 916.3 1,098.7 961:8 614.1

B. Nonfinancial Relations

VI. Fxchange rate arrangement: Since August 5, 1985 two official
markets have been operative in Mexico: a controlled market
covering specified transactions amounting to about 80 percent
of all trade and payments transactions, and a parallel
market. The controlled market rate is determined under a
managed float system guided by a set of indicators whereas
the parallel market rate is established by market forces.
From March 1 to December 31, 1988 the controlled market rate
was fixed at Mex$2,281 per U.S. dollar; the average "free"
rate was Mex$2,295.0 per U.S. dollar and the spread between
the exchange rates in the controlled market and the free
mearket was less than 1 percent. Since the beginning of
1989, the controlled rate has been depreciated at the rate of
1 peso per day.

VII. Last Article IV consultation and review under stand-by
arrangement: The last Article IV consultation and review of
the 1987 program were completed by the Executive Board on
March 10, 1988 (EBM/86/36, 3/10/88). The relevant supporting
documents were EBS/88/23 and Correction 1; and SM/88/47. For
consultation purposes, Mexico is on the 12-month cycle.

VIII. Technical Assistance: At the request of the Mexican authorities,
during 1985 two technical teams from the Fiscal Affairs
Department provided technical assistance in the fields of
direct and indirect taxation. No technical assistance has
been provided by the Fund to Mexico since then.
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Inflation and Interest Rate Developments
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MEXICO
Real Effective Exchange Rate

120 e e e s e e e o e e e oy

(Base 1080 = 100) '
110+
160 - ;
90 \-\\

60- N\ /

SO.L.LJLJ,JLILL.LIILLILvlLlLlJlll.l.llllll.llJ.llllIJILL!.L'llllllllllll.lllJlllllllllllllllll.&l
1983 1988

1982
Sourcest Mexican authorities and Fund staff estimates.



P B

Office Memorandum

TO Mr Loser DATE  February 1, 1989

FROM E Ralter g{

SUBJECT Mexico U S Plan for Mexican Debt Restructuring

The Financial Times reported yesterday from Mexico City that an
alleged U S Treasury working paper on Mexican debt restructuring and
relief sees Mexico as a test case for a new debt strategy Subsequently,
the U S Treasury has denied that the paper had originated there Rather,
as reported in the Financial Times today, U S Treasury officials
maintained that the proposals outlined in the report may have been based
on an internal study prepared by a private financial institution

The report outlines three options contained in the paper for
providing Mexico with net external financing over the medium term The
following reviews and quantifies the first two options but not the third
due to a lack of information 1/

Option I

The first option outlined in the report envisages net external
financing of US$4 billion a year of which US$3 billion 1s from new bank
lending, US$1/2 billion is from interest savings due to debt—for-equity
swaps and exist bonds and US$1/2 billion 1s from interest savings due to a
debt buy-back scheme

a) The first option envisages a menu where US$9 billion 1n new
money 1s raised over a three-year period from banking institutions that
are unlikely to sell their assets at a discount, e g , U S money center
banks, U X banks, and Japanese banks This 1s equivalent to an annual
increase of 4 percent 1in bank exposure to Mexico

b) Under the menu, debt—for—equity swaps and exit bonds would
reduce Mexico's debt to banks sufficiently to cause interest payments by
Mexico to decline by a cumulative US$1 1/2 billion over the three-year
period This would result, assuming an interest rate of 8 8 percent, from
a reduction in banks' assets of about US$5 7 billion i1n the first year or
a decline of US$8 6 billion during the period, e g , a reduction of
US$2 85 billion a year With Mexico's debt to banks trading on the
secondary market at around US$0 50, a reduction in bank assets of US$5 7
billion through debt-equity swaps could be associated with up to twice
that amount in direct investment The amount of direct investment
associated with debt-equity swaps would be reduced 1f the Mexican
Government taxed part of the gain by offering reduced discounts from those
indicated on the secondary market Fowever, the resulting direct
investment, equivalent to up to 5 percent of GDP, may pose problems for

1/ The total amount of required net external financing is not
ident1ified in the report In analyzing the two options, 1t 1s assumed
that this figure 1s US$6 billion a year, of which US$2 billion a year 1s
from sources other than commercial banks



monetary management Use of exit bonds, 1n combination with the
debt-equity swaps, might alleviate this pressure

¢) The first option also envisages a debt buy—-back scheme,
where new bonds would be 1ssued for old loans at a fixed tender with a
40 percent discount The new bonds would be collateralized by 20-year
zero—-coupon U § treasury bonds purchased by Mexico with interest

guaranteed by the IBRD for a rolling three-year period

In order for interest payments by Mexico to decline by US$1 1/2
billion over the three-year period on account of this operation alone, the
debt buy back would have to reduce Mexico's net external debt by an
equivalent amount as described above, i e , by US$5 7 billion i1n the farst
year or with an average reduction of US$2 8 billion i1n each year With a
discount of 40 percent (an exchange ratio of 1 66), this could be achieved
with an 1ssue of US$8 6 billion of new bonds }j These new instruments
would be exchanged for US$14 3 billion of old loans, leaving a net
reduction of external debt of US$5 7 billion Similarly, a bond 1ssue of
US$4 3 billion in each year would retire USS$7 1 billion of old loans each
year, leaving a net reduction of external debt of US$2 8 billion each
year

The cost of collateralizing the principal of the new debt
instrument would be 18 7 percent of the total value of the new bound or
USS1 6 billion 1f the entire operation were completed in the farst
year 2! A new debt issue of US$8 6 billion with the principal collat-
eralized, but without a guarantee of 1interest by the IBRD, would likely
reduce Mexico's net external debt by only USS$1 6 billion  Equivalently,
the USS1 6 billion used for the collateral could have heen used for a
direct cash buy back of Mexico's external debt in the secondary market
Thus the interest guarantee by the IBRD accounts for over 70 percent of
the net reduction of Mexico's external debt resulting from the debt
buy-back scneme The present value of the interest guarantee by the IBRD
would be US$4 1 billion 3/

1/ The following calculation assumes that the market discount in the
secondary market on existing debt 1s 50 percent The exchange ratio 1is
equivalent to the ratio of old debt for new debt instruments, which 1s
equivalent to the ratio of the expected present value of the new debt
iastrument to the market value of the existing debt  The 1nterest rate
assumption 1s 8 8 percent

_g/ The present value of the new i1nstrument can be determined by
breaking it into two components—-the present value of the principal and
the present value of the interest payments on the new bond The present
value of the principal 1s equal to the cost of the collateral of the
zero—coupon U S treasury bond The present value of the principal of a
20-year bond 1s equivalent to 18 7 percent of the present value of the
new 1nstrument

3/ As indicated above, the interest guarantee by the IBRD raises the
exchange ratio from 1 187 to 1 66 A guarantee of all interest payments
would raise the exchange ratio from 1 187 to 2




d) As stated above, the total of these operations would yield
net external financing of US$4 billion a year The remaining US$2
billion a year would come from multilateral agencies and official
lenders

Option II

The second option outlined 1in the report also envisages net
external financing of US$4 billion a year This is obtained from
US$2 1/3 billion from a reduction of interest rates and US$1 2/3 billion
from 1nterest savings due to a debt buy-back scheme

a) The second option envisages a temporary reduction of
interest rates on Mexico's commercial term loans 1in order to lower the
interest-to—export ratio from 28 8 percent in 1988 to 20 percent by 1991,
reducing 1nterest payments by an average of US$2 1/3 billion a year

b) As described above, new bonds would also be issued for old
loans at a fixed tender with a 40 percent discount The debt buy-back
scheme would need to reduce interest payments by US$1 2/3 billion a year,
implying that the buy-back scheme would have to reduce Mexico's net
external debt by US$19 billion in the first year or with an average
reduction of US$9 5 billion in each year With an exchange ratio of
1 66, this could be achieved with an 1ssue of US$29 billion of new
bonds These new 1nstruments would be exchanged for US$48 billion of old
loans, leaving a net reduction of external debt of US$19 billion This
proposal does not appear to be realistic as it requires a large
proportion of bank participation

As described more fully above, the cost of collateralizing the
principal would be 18 7 percent of the total value of the new bonds or
USS5 4 billion 1f the entire operation were completed 1in the first
year The present value of the 1interest guarantee by the IBRD would be
US$13 7 baillion

¢) As 1in option I, the total of these operations would yield
net external financing of US$4 billion a year The remaining US$2
billion a year would come from multilateral agencies and official
lenders

ce Mr Bezav//

Mr Brau
Mr Watson
Mr RBonvicinl
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TO Mr Beza Zfi? DATE  January 30, 1989
FROM Jorge Bonvicini and Eliot Kalter

SUBJFCT Mexico Draft Staff Paper on/Conditionality Review
—

We have the following general comments on the above-mentioned

paper

1 In reviewing the record of countries with Fund-supported
ad justment programs, insufficient attention is given to the difficulties
of heavily indebted countries in attaining sufficient adjustment along
with some economic growth Countries' adjustment efforts would be
better described by more fully emphasizing and delineating this source
of economic imbalance

2 In reviewing the experience with program monitoring, the
draft paper raises the issue of the appropriateness of relying
exclusively on credit ceilings in restraining inflation when the
monitoring of monetary aggregates may also be appropriate This 1is an
important topic that may deserve more attention in the paper, as
financial programming in economics with high and variable rates of
inflation is difficult In the case of Mexico, the higher-than-
programmed monetary aggregates may have reflected not only the
overperformance of the balance of payments, as described in the draft
paper, but also financial policies that became out of line with the
inflation target as events develped during the year Hence, the
reference to the Mexican case should either be deleted or be more fully
explained

Concerning more specifiec points

Page 7--The paper states that many countries benefited from
positive movements in the terms of trade This may have been the case
but presumably from a low base.

Page 8--The countries that have yet to achieve fully the
objectives of thelr program are not listed.

Page 18—-This section concerns the relationship between the
design of a fiscal program and the achievement of a successful economic
adjustment, however, it does not mention the possible use of different
fiscal concepts, e g , the primary, operational, and overall economic
balances

Page 23--The reference to trade liberalization and “"relative
financial stability” 1s not clear
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Page 24--It should be made clear that Mexico only had a de
facto wage indexation and that other inertial elements contributed to
the difficulty of controlling nominal variables

Page 25--The statement that the partial recovery of oil prices
meant that the external environment was more favorable than anticipated
in the Mexlco program is misleading The program targets were
symmetrically adjusted for deviations in actual oil prices with respect
to projections

Page 34--The reference to the IBRD and trade liberalization in
Mexico should also apply to 1986-87

Page 35--The reference to a weakening of the Fund's usual
focus on viability in the case of Mexico in 1987 is not clear

cc Mr. Loser
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Lista de Preguntas sobre los Criterios Generales

Del material enviado por Uds, incluyendo los Criterios Generales,
han surgido varios puntos sobre polftica econdémica para 1989 que
sentarfan las bases para las conversaciones a realizar en el marco de la
préxima consulta del Articulo IV  Las preguntas que siguen se refieren
a algunos de estos puntos A fin de mejorar nuestro entendimiento de

|
dicho material, y con el propSsito de evitar detalles innecesarlos en el
presente cuestionario, les agradecerfamos si nos pudieran enviar la
informacién siguiente

a Clerre preliminar de las operaciones del sector pliblico para
1988 (base caja).

b. Volume I del Presupuesto 1989.

¢. La versifn mis actualizada de cuentas monetarias mensuales y la
estimacifn mis reciente de flujos de fondos para 1988, asf como tambien
una proyeccién de usos y fuentes de recursos financieros para 1989.

d 1la estimacidn mis reciente de la balanza de pagos para 1988 y
proyeccién para 1989, con los detalles acostumbraaos.

En términos generales, y a fin de comprender mejor el presupuesto
para 1989 y su relacifn con los objectivos macroeconSmicos contenidos en
los Criterios Generales, serfa util obtener informacién adicional sobre
los elementos que han sido tenido en cuenta en dicha formulacién. En
particular, serfa provechoso tener informacién acerca de los principales
factores que estin detrids de la relacifn entre los balances primari;’y
operacional y el PSBR (i.e. tasas reales de interés, monto de deuda

interna, y perfil de inflacién). Asimismo desearfamos informacidn

sobre los elementos que han sido considerados con respeto a las



relaciones entre el PSBR, el crédito al sector privado, las tasas de
interés internas, y el endeudamiento externo del sector piiblico que se
ha presentado. Con respecto al monto propuesto de endeudamiento
externo, estarfamos Interesados en obtener mayores detalles acerca de su
composicién y calendarizacién Otro punto importante es el del andlisis

de competitividad externa y las perspectivas de la balanza de pagos

Preguntas especificas

a. Cuentas fiscales

--Medidas de ingreso Por favor proveer detalles de medidas de
ingreso que fueron incorporadas en el presupuesto, incluyendo la
recaudacién adicional que se espera de cada una de ellas. Chal es la
razén del importante aumento proyectado para el ingreso por impuestos a
la importacién (de 0.4 porciento del PIB en 1988 a 1.1 porciento en
1989) y "otros impuestos” (de 0.3 a 0.6 porciento)? También por favor
explicar el alto nivel de ingresos no impositivos del Gobierno Federal
proyectado para 1989 (1.7 porciento del PIB en 1959 contra un promedio
de 1 porciento en 198-87). Si el Gobierno espera ingresos por ventas
adicionales de empresas pidblicas, por favor proveer detalle de los
mi smos.

~-Se supone en el presupuesto una extensién del nuevo pacto hasta
fin de affo? Esto parecerfa ser consistente con la baja proyectada de
ingresos de empresas piiblicas. ’

-—CGales son los supuestos con respecto a tasas reales y nominales
de inter&s sobre la deuda piiblica interna en el presupuesto y cfmo se

llegaron a ellos?



—-En caso de necesitarse acciones fiscales adicionales, existen
planes contingentes de accifn tales como medidas impositivas etc ?

--Egti incluida dentro de la estimacién de cierre 1988 la ganancia
de Mex32 5 billones de la operacién de conversion de deuda? Si estéd
incluida, aparece como un gasto negativo o como ingreso no tributario?

b. Cuentas monetarias

--Se han adoptado nuevas medidas de polftica monetaria para regular
el crédito al sector privado? Es todavia aplicable la medida del afio
pasado que limitaba el crédito al sector privado a 85 porciento de su
nivel promedio en Diciembre 1987?

—-E1 ahorro financiero del sector privado se proyecta sin
crecimiento en términos reales para 1989, despues de un aumento de 11.7
porciento en 1988, Cfiales son las razones del rdpido crecimiento del

ahorro en 1988, y porqué no hay crecimiento en 19897

¢c. El sector externo

--Ciales son los supuestos detris de la proyeccién de balanza de
pagos incluida en los Criterios Generales? ]

--Ciales son las fuentes esperadas para los recursos externos que
se proyectan? Cuanto esti ya comprometido? Cuanto del resto estd
actualmente siendo negociado son acreedores?

--CGiales son los supuestos con respecto al nivel y composicién de

flujos privados de capital?
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MR.H.SIMPSON

Estimado Lic. de la Madrid:

He leido con sumo interés su atenta carta del 17 de noviembre de
1988. En los {iltimos afios hemos vivido una situacidn internacional
econdmica compleja, que ha requerido de firmes y significativas
acciones. En ese contexto, México ha mantenido una prolongada y muy
constructiva relacidn con el Fondo Monetario Internacional, primeramente
a través del servicio ampliado (EFF) en el perfodo 1983-85 y posterior-—
mente a través del Acuerdo de Crédito Contingente (SBA) aprobado en
1986.

El gobierno mexicano, al enfrentar circunstancias diffciles durante
los Gltimos afios, respondid con determinacidn, con resultados claramente
positivos para el pais. Asf se tomaron medidas para fortalecer el
ahorro interno y la competitividad y para mejorar la eficiencia, lo que
permitid una mis efectiva integracidn de México en el marco econdmico
internacional.

En este proceso, el Fondo adaptd sus mecanismos de acceso, a través
del mecanismo de contingencia petrolera, a fin de poder apoyar en forma
més efectiva el proceso de ajuste mexicano, lo que sirvid de ejemplo
para similares esfuerzos de apoyo a otros pafses. La bisqueda de nuevas
soluciones refleja nuestra posicidn que solamente a través de un proceso
de intensa cooperacidn es que puede lograrse una solucidn permanente a
los problemas que enfrenta la economia internacional.

Deseo aprovechar esta oportunidad para agradecerle los esfuerzos
realizados en 4reas de mutuo interés, y le reitero mis mejores deseos de

éxito en sus futuras labores.

-

Michel Camdessus

Con mi mayor consideracidm,

gy

#

Lic. Miguel de la Madrid
Palacio Nacional

México 1, D.F. 06068
México 3
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4 de enero de 1989

Estimado Lic de la Madrid

He lefdo con sumo inter&s su atenta carta del 17 de noviembre de
1988 En los Gltimos afios hemos vivido una situaci1dn internacional
econdmica compleja, que ha requerido de firmes y significativas
acciones En ese contexto, México ha mantenido una prolongada y muy
constructiva relacidn con el Fondo Monetario Internacional, primeramente
a través del servicio ampliado (EFF) en el perfodo 1983-85 y posterior-
mente a través del Acuerdo de Crédito Contingente (SBA) aprobado en
1986

El gobierno mexicano, al enfrentar circunstancias diffciles durante
los {iltimos afios, respondid con determinacidn, con resultados claramente
positivos para el pafs Asf se tomaron medidas para fortalecer el
ahorro interno y la competitividad y para mejorar la eficiencia, lo que
permitid una mis efectiva integracidén de México en el marco econdmico
internacional

En este proceso, el Fondo adaptd sus mecanismos de acceso, a través
del mecanismo de contingencia petrolera, a fin de poder apoyar en forma
mis efectiva el proceso de ajuste mexicano, lo que sirvid de ejemplo
para similares esfuerzos de apoyo a otros pafses La bisqueda de nuevas
soluciones refleja nuestra posicidn que solamente a través de un proceso
de intensa cooperacidn es que puede lograrse una solucibn permanente a
los problemas que enfrenta la economfa internacional

Deseo aprovechar esta oportunidad para agradecerle los esfuerzos
realizados en 4reas de mutuo interés, y le reitero mis mejores deseos de

éxito en sus futuras labores

Con mi mayor consideracidnm,

A
Michel Camdessus

Lic Miguel de la Madrid
Palacio Nacional

México 1, D F 06068
México
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November 30,

Mr Michel Camdessus,
Managing Director

International Monetary Fund
700 19th Street, N W
Washington, D C 20431

Dear Mr Camdessus

1588

ORIG
cC

e

22 005850

MD
DMD

MRS FILARDO
SEC

WHD v

MR H SIMPSON

The enclosed correspondence has just éfrqved at thas
Embassy addressed to you by President Miguel de\ia Madraid

Sincerely,

Jorge Pinto Mazal .
Charge d’'Affaires, a 1.

{UHICATIONS
DIVISION

\



<& MIGUEL DE LA MADRID 3

PRESIDENTE CONSTITUCIONAL

DE LOS ESTADOS UNIDOS MEXICANOS

“Los Pinos, D. F.,
17 DE NOVIEMBRE DE 1988

SENOR SECRETARIO EJECUTIVO

EL DIA 50 DE NOVIEMBRE DEL ANO EN CURSO CONCLUYE-MI
MANDATO COMO PRESIDENTE CONSTITUCIONAL DE LOS ESTADOS
UNIDOS MEXICANOS.

EN ESTOS SEIS ANOS, LA ADMINISTRACION A MI CARGO HA
DEBIDO AFRONTAR UNA DIFICIL SITUACION FINANCIERA EX-
TERNA QUE ADQUIRIO MATICES EXTREMOS, DEBIDO AL DESE-
QUILIBRIO QUE PRIVA EN EL MERCADO MUNDIAL DE CAPITA-
LES Y A LAS POLITICAS MONETARIAS INTERNACIONALES,

EL GOBIERNO MEXICANO HA INSISTIDO EN LA NECESIDAD DE
UN ACUERDO, BAJO EL CONCEPTO DE CORRESPONSABILIDAD,
ENTRE ACREEDORES Y DEUDORES PARA ALCANZAR UNA SOLU-
CION DURADERA AL PROBLEMA DE LA DEUDA EXTERNA A FIN
DE REVITALIZAR EL DESARROLLO DE LOS PAISES EN DESA-
RROLLO.,

SI BIEN EL COMNEPTO DE CORPESPONSABILIDAD HA IDO AM-
PLIANDO SU ACEPTACION, TODAVIA NO HA SIDO POSIBLE
ENCONTRAR MECANISMOS JUSTOS Y DE LARGO PLAZO PARA
TRATAR DE RESOLVER EL PROBLEMA DE LA DEUDA Y, DESDE
LUEGO, ORDENAR MAS RACIONALMENTE LA ECONOMIA INTER-
NACIONAL.

AL FORMULAR VOTOS PORQUE LA INSTITUCION QUE USTED
DIRIGE SIGA AVANZANDO EN LA BUSQUEDA DE SOLUCIONES
A FAVOR DEL DESARROLLO MUNDIAL, REITERO A USTED LAS
SEGUP IDADES DE MI MAS ATENTA Y DISTINGUIDA CONSI-

DERACION. j‘
\/ 7
EXCELENTISIMO SEﬁﬁﬁ::::;7rf

MIcHEL CAMDESSUS,

SECRETARIO CJECUTIVO DEL
FoNDO MOMETARIO INTERNACIONAL,
PRESENTE.
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ORIGINAL SPANISH

MIGUEL DE LA MADRID H

Constitutional President of
the United Mexican States Los Pinos, D F
November 17, 1988

Sir N

On November 30, 1988 my term as Constitutional President of the
United Mexican States comes to an end

During the past six years my administration has had to face a dif-
ficult external financial situation which had extremely severe facets as a
result of the disequilibrium that prevails in the world capital market and
of international monetary policies

The Government of Mexico has insisted on the need for an agreement
based on coresponsibility between debtors and creditors so that a lasting
solution to the problem of the external debt might be found and the devel-
opment of the developing countries thereby revived

Although the 1dea of coresponsibility has continued to gain accep-
tance, 1t has still not been possible to find just, long~term mechanisms
to try to resolve the debt problem and, of course, regulate the inter-
national economy 1n a more rational way

I hope that the institution which you head will continue making
progress 1n the search for solutions to benetit worldwide development

Very truly yours,
/s/

LIlleglblg7

Mr Michel Camdessus
Managing Director
International Monetary Fund

b



WN A'l"o

Office Memorandum

224
04’0 £

4“7,“11 €

TO Mr Steckhan DATE January 3, 1989

FROM S T Beza /CZ>@:

SUBJECT Bank Documents on Mexico

WWWN

As we agreed, Fund staff has been examining Bank documents on
Mexico, with particular emphasis on Report No P-4952-ME (12/15/88) and
Report No 7525-ME (12/6/88)

I should first note that the papers under review range
virtually without limitation into the areas in which the Fund is
customarily expected to take the lead

Second, I question what 1s gained by specifying so many of the
possible quantitative features and other aspects of the macroeconomic
program for 1989 and beyond before you (or we) have had systematic
discussions with the new administration on 1ts plans The
specifications laid down 1in these papers may in the end turn out to be
inadvisable, but 1t would be difficult to walk away from these
specifications 1in the course of the negotiation I will indicate below
the specific places i1n which positions are stated unduly precisely at
this stage

In Report No P 4952-ME

1 The discussion of the exchange rate on page 9 comes to the
Judgment that there is not a very strong case for a major exchange rate
readjustment now although some correction could be defended

2 On page 10, after a lengthy discussion of a particular set
of relationships between domestic prices, operational public sector
deficits and external borrowing, 1t i1s concluded that the first tranche
of the loan 1n question would be released 1f the Mexican Congress would
approve a 1989 budget with an operational deficit of no more than
2 percent of GDP

3 Page 24 indicates that a current account deficit of
3 percent of GDP can be maintained without 1ncreasing the stock of
external debt in real terms, and this 1s treated as the base scenario
for the years 1991~94, for 1989-90 the base case puts the current
account deficit at 2 percent of GDP (Incidentally, I had some
difficulty in reconciling debt stocks and current account flows in the
period 1989-94 but this is probably only a matter of detail )

In all three instances there are reasons for questioning
whether firm conclusions can be drawn at this stage Indeed, I
understand that at your Operation Committee Meeting on Mexico questions
were raised about the adequacy of the current exchange rate policy for



A

assuring external consolidation, about the suitability of the fiscal
target in relation to inflation and external goals, and about the scope
for external financing

Other issues 1n Report No P-4952-ME that I would draw to your
attention are as follows

On page 25 reference 1s made to prospects beilng good for a
US$600 million compensatory IMF facility in 1989 In fact, as of now
all that can be said 1s that the matter has been under discussion

On page 25, paragraph 104 suggests that Bank staff has gone
far in encouraging other creditors to finance Mexico What was the
financial program framework used for this purpose? Also, I was
surprised that you are able to report such a positive response from
commercial banks, my understanding has been that the banks have been
saying little

Page 33, paragraph 129 may be read as indicating that enhanced
surveillance 1s agreed It may be recalled that enhanced surveillance
is envisaged for cases where adjustment had been largely completed and
where the country was ready to re—enter 1nternational capital markets on
a largely voluntary basis The situation now 1s very different from
that Also, the message of paragraph 130 1is unclear, particularly in
the last sentence

Annex IV, The Analytical Framework, contains many of the
specific features referred to above, based upon a particular way of

looking at the quantitative relationships

In Report No 7525-ME

Fund staff had commented earlier on the relationships
underlying this report

As a general comment, the relationships portrayed 1n this
report are not unique, and different conclusions might be drawn from a
different way of looking at them A recognition of this point would
seem advisable

The discussion on pp 60-63 makes assumptions about access to
Fund resources that do not have a firm basis  Reference could be made
to discussions on a possible compensatory purchase but no amount has
been specified yet The reference to a Fund stand-by three years from
now for a huge amount as part of a gap-filling exercise can hardly be
taken seriously and should be dropped




