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TO: Mr. ·Beza 
. . .,&K-. 

December 30, 198.~ 

FROM: C. M. Watsof?'(((_,) 

SUBJECT:. Mexico--Burden Sharing 

. AS part .of the work on ,;options," we have been· studying the 
effect on burden sharing between banks in major creditor countries ·of· 
applying a cut-off point to different levels of bank exposure. The ... 
results for Mexico appear to be at odds with the common perception that 
national. shares would change as the cut-off' level .is raised: · 

United States. 
Japan 
United Kingdom·· 
Canada 
France 
Germany 
Switzerland 
Other countries 

Total 

Relative Shares of Banks by Nationality 
in· Exposure· to Mexico as of August 1982 

(In percent) 

· Top 100 Top 200 Top 300 Top 400 

37.6 37.9 38.0 37.8 
21.1 18.6 17 .• 8 17.5 
9.5 9.9 10.1 10.2 
9 •. 2 8.1 7~8 7.7 
7.6 7.4 7.5 7.5 
4.1 4.2 4.0 4.0 
3.0 2.6 2.6 2.7 
7.9 11.3 12.2 12.6 

100.0 100.0 100.0 100.0 

Top 500 All 524 

37.7 37.7 
17.4 17 .. 4 

· 10.2 ·10:2 
7.7 7.7 
7.5 7.5 
4.o 4.0 
2.7 2.7 

12.8 12.8 

100.0 100.0 

Thus~ significant changes in:relative·exposure do.not occur on 
eliminating the 124 banks with the smallest exposures (i.e., the Top 400 
banks.). Even the elimination of 224 b~nks (i.e~, the Top 300 banks) 
does not affect su~stantially the pattern of national burden sharing. 

This analysis suggests that the approach of setting an 
absolute or tapered cut-off point for the top 300 banks would mainly 
pose burden sharing problems within national groups of banks rather than 
between them. This pattern of national burden sharing would remove one 
compliC:ation from the problems associated with the option of a· cut-off 
point for banks with small ex~osures. 

. cc: . Mr. Finch 
Mr.Guitian 
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Mr. Watson November 7, 1986 

L. M. Valdivieso L ,t/ 
Subject: Debt Burden Sharing in the Mexican Program for 1986-87 

Mexico 1 s financial program for 1986-1987 allows for· an 
increase in total external debt (including the Fund, but excluding 
contingencies) of US$11.0 billion, or an annual rate of increase of 
5.5 percent over the program period. This use of foreign resources. 
represents a departure from the trend observed during 1982-1985 when the 
annual rate of 'increase in total debt was only about 2 1/2 percent 
(Table 1). 

The programmed increase in total debt over the program period 
is accounted for by a rise in the Public sector debt of US$11.9 billion 
(an annual rate of increase of 7.9 percent), an expected decline in 
Private sector debt of US$0.9 billion (an annual rate of decline of 
almost 3 percent), and the maintenance of the Mexican Commercial Banks 
debt following the agreement with the international commercial banks to 
keep outstanding lines of credit at a certain nominal level until 
1989. While the programmed path of debt contracting by the public 
sector represents an acceleration with respect to the trend observed in 
1982-1985 when the average annual rate of increase was 4.6 percent, 1/ 
the private sector is expected to continue repaying in net terms at the 
same speed as before. 

From the creditors' side, the package calls for a general 
increase in total exposure although, the burden sharing, as measured by 
the average annual increase in total exposure, will be uneven. In 
particular, the exposure of the IBRD is expected to increase by 
20.7 percent per annum over the period 1986-87 compared to 5.7 percent 
observed over the period 1982-85. By contrast, the.exposure of the 
international commercial banks is expected to increase by 3 1/3 percent 
over 1986-87, slightly below the actual increase observed in the period 
1982-85. Official bilateral credltors' exposure is also expected to 
decelerate in relation to the previous past although most of the 

\

deceleration is explained by the reduced pace of increase in the 
exposure of the C.C.C. The use of Fund resources is expected to rise by 
over 20 percent per year bringing total credit outstanding in relation 
to Mexico's quota from 231.9 percent at the end of 1985 to 335.5 percent 
'at the end of the stand by arrangement. 

1/ The 1983-85 EFF arrangement originally allowed for a maximum 
external borrowing by the public sector of US$5.0 billion in 1983, 
US$4.0 billion in 1984 and US$3.0 billion in 1985. This was equivalent 
to an average increase in external debt in the order of 4.2 percent per 
annum. 
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The creditors' debt burden sharing can also be looked at in 
terms of the implicit net transfer of resources as measured by the ratio 
of net flows of financing to. interest payments accrued and paid 
(Table 2). On this basis, the overall financial package envisages a 
trebling in the proportion of total interest payments that are to be 
financed with new money, from 22 percent over the period_l982-85 to 
66 percent over the period 1986-87. The distribution of the implicit 
net transfer of resources is bound to be uneven among creditors. 
However, according to this criteria the international commercial banks /) 
would be the only creditors whose contributions to the package in terms 
of the new money will be lower than the interest payments received. 

Thus presented, the financing package proposed for Mexico 
during 1986-87 give rise to a number of issues including that of the 
viability over the medium term (including the use of contingencies); the 
choice of public versus private sector borrowing; and the desirability 
of relying on concessional (including the use of guarantees) versus 
commercial financing. I expect to develop on these points upon my 
return from Mexico. · 
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tblmvmex (11-7-86) 

Table 1. Mexico: External Debt 

1982 1985 
Prog, 
1987 

I, Outstanaing at end of period (in US$ bn) 

By debtor 

Public sector 
Private sector 2/ 
Nationalized ba"iiks }.! 

By creditor 

Financial institutions 
Public sector 
Private sector 2/ 
Nationalized banks}) 

Multilateral institutions 
IMF 
IBRD &IDB 

Official bilateral credits 
Bilaterals 
c.c.c. 

Other 
~lie sector 

Private sector 

63.6 
18.3 

8.4 

68.5 
46.4 
13,7 

8.4 

5.2 
0.2 
5,0 

2,8 
2.7 
0.1 

13.8 
9-:-f 

4.6 

97.3 

72.7 
16,6 

8.0 

76.2 
54.7 
13.5 
8.0 

8.8 
2,9 
5.9 

5.3 
4.4 
0.9 

7.0 
3.9 
3.1 

84.6 1/ 
15.7 -

8,0 

81.3 
60.7 1/ 
12.6 -
8,0 

12.8 
4:T 

8.6 !!.J 

7.8 
5.9 
1.9 

6.4 
3.3 
3.1 

II, Average annual rate of increase (in%) !:J 

Total debt·· 2.5 5.5 

· By debtor 

Public sector 4.6 7.9 
Private sector -3.2 -2.8 
Nationalized banks -1.6 o.o 

By creditor 

Financial institutions 3,6 3.3 
Public sector 5.6 5.3 
Private sector -0.5 -3.4 
Nationalized banks -1,6 o.o 

Multilateral institutions 19.1 20,6 
IMF 143.6 2o.3° 
IBRD & IDB 5.7 20.7 

Official bilateral credits 23.7 21.3 
Bilaterals 17.7 15.8 
c.c.c. 107 .9 45.3 

Other -20.2 -4.4 
~lie sector •;-,:• -24.9 -8.0 

Private sector -12.3 o.o 

Source: Secretariat of Finance and Public Credit; and Fund 
staff estimates 

1/ Does not include possible drawings under contingency 
mechanisms but includes cofinancing agreements. 

2/ Excludes trade-related supplier's credits. 
3/ As reported in the monetary accounts. 
4/ Includes present value of guarantees on the repayment of 

other maturities amounting to US$750 million under the growth 
contingency mechanism and the cofinancing arrangement. 

5/ Includes Bonds and placements, Pemex contracts, and foreign 
li"ibilities of the Bank of Mexico with BIS, U.S. Treasury, and 
U.S. Federal Reserve, but does not include liabilities on account 
of arrears, bilateral payments agreements, or outstanding letters 
of credit, 

6/ Columns shown refer to changes over the periods 1982-85 and 
1985-87, respectively. 
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Table 2. Mexico: Flows of Financing 1./ 

Totai flows 

Financial institutions 
Public sector 
Private sector 
Nationalized banks 

Multilateral Institutions 
IMF 
IBRD & IDB 

Official bilateral credits 

Other 

1983-85 
Prag. 

1986-1987 

I. By source (in US$ bn) 

7.0 11.0 

7.7 5.1 
8.3 6.0 

-0.2 -0.9 
-0.4 o.o 

3.6 4.0 
Ll Ll 
0.9 2.7 

2.5 2.5 

-6.8 

II. In percent of interest payments 

Total flows 

Financial institutions 
Public sector 
Private sector 
Nationalized banks 

Multilateral Institutions 
IMF 
IBRD & IDB .. 

Official bilateral credits 

Other 

Memorandum items: 
(in US$ bn) 

Total interest payments 
To commercial banks 

from public sector 
from private sector 2/ 
from nationalized ba~ks 

To multilaterals 
IMF 
IBRD & IDB 

To bilaterals 
To others 2/ 

21.9 

29.2 
44.4 
-4.1 

-14,3 

257.1 
675.0 

90.0 

178.6 

-242.9 

31,9 
26.4 
18.7 
4.9 
2.8 
1.4 
0,4 
1.0 
1,4 
2.8 

65.9 

38. 9· ·-
63. 2 

-39.1 
o.o 

250.0 
260.0 
245.5 

250.0 

-60.0 

16,7 
13,1 
9.5 

2.3 
1,3 
1.6 
0.5 
1.1 
1.0 
1,0 

Source: Secretariat of Finance and Public Credit; and Fund 
staff. 

1/ Flows are calculated as changes in the stock over indicated 
period. Effective flows of financing may be somewhat smaller than 
the ones shown due to valuation adjustment. 

3./ Partially estimated, ·:,• 



Of /ice Memorandum 

TO: Mr. Pujol November 3, 1986 

FROM: Manuel Guiti&n ~ 

SUBJECT: Mexico - Briefing Paper 

I have a general comment on the draft briefing which preempts 
· my usual approach of providing you with concrete drafting suggestions·. 
It concerns the structure and contents of the terms of reference of a 
mission like this one which I think should focus on two main tasks. 

The first major task to be addressed is an assessment of 
developments under the program, in particular, since July 1986. In this 
section, the areas of public sector pricing, wage policy, operational 
deficit outlook need to be discussed. Performance vis-a-vis the intent 
of the program through September 1986 will also have to be ascertained. 
'In this connection, the briefing should flag the problems that would 
arise if the program is off-track by the time drawings can be made. It 
will also be necessary to mention that further delays in the arrangemenb 
going into effect raise questions with regard to the level and the 
phasing of access given the definite date of expiration of the arrange
ment. The guidelines in these matters indicate that a reduction in 
access and a rephasing of drawings may become necessary and management 
should be alerted to them. 

The second major task, of course, is the policy preparation 
for 1987, which is not independent of the assessment of the outlook for 
1986. On this point, the briefing outlines three possible approaches: 
a "Southern Cone" modality of predetermined overvaluation; an "austral
cruzado"-like shock; and a strategy of gradual reduction in inflation. 
Experience with the first approach is not encouraging, to say the least, 
and we should dissuade the authorities by simply noting that the 
required domestic adjustment would have to go well beyond anything 
envisaged so far. The second approach is more appealing, but it will 
also require "ex ante" a larger domestic adjustment effort than 
contemplated in the program. 

With regard to the third approach, our degree of freedom is to 
some extent bound by the general framework of the agreed arrangement. 
Given this constraint, the more we can get the authorities to be 
specific on their actions and the corresponding timing, the better. 

Let us discuss these matters. 
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bee: Mr. Braehet 
Ms. Dillon/Mr. Keller 
Mr. Duran-Downing 
Mr·. Valdivieso 

- 2 -
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INTERNATIONAL MONETARY FUND 

November 3, 1986 

Mr. Guitian: 

Mexico--Brief for·Review Mission· 

Attached is our requested quick 
response. This paper was reviewed 
by me. 

cc: Mr. Brachet 
Mr. Johnson 
Mr. Duran-Downing 

,_.i;;,----.P .... e_,t-er-M': Keller 

t'//~~r 
G&CC (~v,r 



November 3, 1986 

Mexico--Brief for Review Mission 

On page 19, second paragraph, line 6: after "Mexico" delete the 

remainder of the paragraph. (In the absence of an arrangement with the 

Fund, the Agreed Minute is not yet in effect and bilaterals cannot be 

negotiated.) 



f (@ Office Memorandum 

TO: 

FROM: 

SUBJECT: 

Mr. Beza _,,,. 
Mr. Guitian ..., 
Mr. Gupta 
Mr. Silard 

DATE: October 31, 1986 

' 

to Mexico 

Attached please find the draft of the briefing for the mission 

to Mexico. I would be grateful if I could have·your comments by c.o.b. 

Monday, November 3, 1986. 
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To: 

FROM: 

SUBJECT: 

1-Ccvc. ee: 
:,_· F; L, : AA r1-1 et) r c;.\,)1 /1,ltft(.-1-s 

Office Mem_orandum 

,4..e-, ,..;{: ,'c:clf--~---
Uc-.- ;;,,~.ca.~ 

~,,.-~ /G ... , . .c_J-»-..., /r'::j_C:'L..1.,.rt.-.._a-J) 

,,,,,-/<,J~, '·0,~ .. -C:,c;:~ .. ,r-:: .. 
0

, J 

The Managing Director DATE: October 27, 1986 

. "'"".,;1 S. T. Beza /~' // J 

Mexico--Answer to your Que_ries on the Draft of Staff Report 
Containing Supplementary Information and a Proposed Decision 
on Mexico's Request for a Stand-By Arrangement 

In reviewing the paper on Mexico you asked whether the banks 
would disburse if the Mexicans were to reduce deliberately the volume of 
their oil exports (page 9). The answer is yes. The only qualification 
would be that in order for a disbursement from the banks to occur there 
must be a shortfali under our Oil Contingency Mechanism, but there is no 
provision that it must be for a cause beyond the control of the 
authorities. I might note that the Mexican authorities were quite 
surprised that the banks wanted to include volume changes .~mong the 
factors to.modify the shortfall. 

Concerning the charges on the SDR 600 million to cover 
possible purchases under the Oil Contingency Mechanism (page 14), the 
funding for such purchases comes from an augmentation of _the arrangement 
and not from an activation of the CFF; thus the appropriate rules to 
apply are those relating to the purchases under the arrangement. 

The stand-by charges are levied under· rule I-.8 because the 
augmentation would increase resources under the stand-by arrangement 
which would become available to Mexico--once the contingency occurrs--in 
the same way and subject to the same conditions as the other resources 
committed under the arrangement. It should be noted that all purchases 
under the a£rangement are contingent, but in the case of purchases 
£elated to the Oil Contingency Mechanism they are contingent on the oil 
price dropping below US$9 a barrel as well as on compliance with the 
performance criteria under the program. 

Mexico would have an assured right to purchase the resources 
.in question for the period of the arrangement once the augmentation 
takes place (though, of course, the augmented amounts would reduce pro 
tanto Mexico's entitlement to make CF purchases during the period of the 
arrangement). The situation is different under the CFF, where no 
assured right of purchase.exists. 

The augmented amounts would be subject to the same financial 
.te£ms as other amounts under the arrangements. In particular, the 
financing of purchases of augmented amounts would be in accordance with 
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the rules of mixing in the arrangement, and stand-by charges would be 
payable on the increase in the commitment under the stand-by arising 
from any augmentation. The stand-by commitment charges would, of 
course, be refunded in full once purchases of the· augmented amount are 
made. The total possible purchases under the arrangement, if fully 
augmented, would be SDR 2 billion (the sum of SDR 1.4 billion of the 
basic arrangement plus the SDR 600 million of the potential 
augmentation). 

This memorandum incorporates the comments of Messrs. Guitian, 
Gupta, and Silard. 

cc: The Deputy Managing Director (o/r) 
Mr. Guitian 
Mr. Gupta 
Mr. Silard 
Mr. Brown 
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Of /ice Memorandum 

TO: 

FROM: 

Mr. Guitian ----- October 20, 1986 
~-r../\j~ 

Luis Duran-Downing ~~-~!.-~fl~-v~~~~~~~~---.. 
SUBJECT: Mexico--Draft Request for Stand-By Arrangement 

I have only the following minor comments on this paper: 

It is clear that under the agreement that has been reached 
with commercial banks there will be some shortfalls in the financing 
with respect to the original projections. Some of the shortfalls are 
identified in page 16 of the staff appraisal. However, additional 
shortfalls in the financing could arise to the extent that net payments 
have been effected during 1986. This is related to the fact that the 
US$6 billion was projected as a net financing requirements from banks 
for the two year period 1986-87, and not gross new money. 

With respect to the conditions of disbursements, I have two 
additional comments. First, it would be necessary to elaborate on the 
nature of the linkages of bank disbursements with disbursements from 
official bilateral sources which is mentioned on page 6, first line. 
Second, it would be appropriate to describe more fully the meaning of 
"implementation of amendments to the existing restructuring and new 
money agreements" cited on page 5, first paragraph, lines 6 and 7. 

With respect to the description of the changes of the MYRA, it 
should be noted that the 1983 US$5 billion package was a part of the 
original rescheduling and should not be considered as a separate 
facility as it is done on pages 3 and 4 of the paper. Also, the 
description of the changes concerning the maturities is unclear and some 
redrafting may be necessary (page 3, lines 5 through 9). 

Finally, I assume that it is not the intention of the paper to 
inform the Board about general developments on the Mexican adjustment 
program during the nearly four months that have elapsed since its 
inception. However, even if the purpose of the paper is only to inform 
about negotiations with commercial banks, we cannot rule out Board 
questioning about the implementation of the adjustment measures that 
have been contemplated in the original program and about performance 
under the program, in general. We may like to consider to prepare some 
information for the Board at the time of the meeting--perhaps a buff 
from the staff. 

cc: Mr. Brachev 
Ms. Dillon 
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INTERNATIONAL MONETARY FUND 

October 20, 1986 

Mr. Guitian: 

Mexico: Comments on Draft_ 
Supplement 5 to Mexican 
Stand-by Request· 

Attached are comments on the 
Draft Supplement 5 to the Mexican 
Stand-by Request which was reviewed 
by me. 

Attachment 

cc: Mr. Brachet 
Mr. Johnson 

~t, DU~d;~~g 

K. Burke Dillon ~D 

b 1 



October 20, 1986 

Mexico: Comments on Draft Supplement 5 
to Mexican Stand-by Request 

On page 1, line 9 and on page 15, line 19, the reference should be 
to "official creditors", not "official credit agencies". The latter is 
usually taken to mean only the export credit agencies and is, therefore, 
too narrow. 

On page 1, line 14, we would suggest saying "grant additional 
facilities to Mexico," if that is what is meant. Maintaining cover and 
granting "credits" are the same thing. 

On page 1, line 7i and page 15, line 18, the reference regarding 
the Paris Club should be to an "agreement in principle on" not to 

·"approval in principle of". It should also be noted, at least on page 
1, that this agreement is to take effect pari passu with the Fund stand
by arrangement. 

On page 15, line 20, it would be clearer to refer to "cover for new 
export credit operations." 

At the bottom of page 5 it is noted that bank drawdowns available 
from October 1, 1987 to January 1, 1988 are conditional on "a certain 
level of cumulative disbursements during 1986-87 from the World Bank and 
official bilat~ral sources, respectively." First, given the reference 
to "a certain level" but also the "respectively," tt is not clear 
whether the condition is on the total or the components. Also, more 
information on this condition should be provided. Has the level been 
set? If so, what is it? If not~ when and how will it be set? 
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INTERNATIONAL MONETARY FUND 

September 29, 1986 -

Mr. Guitian: 

Mexico 

Attached please find the 
requested comments on Mexico 
which I reviewed myself. 

Attachment 

·Peter M. Keller 

l 
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INTERNATIONAL MONETARY FU~D 

September 29, 1986 

Mr. Gianviti (LEG)· 
Mr. Wiesner (WHD) 
Mr. Guitian (ETR) 

Mexico 

Could I please have your comments 
as soon as possible. 

Attachment 

Joaqurn P. Pujol 
,I 

,. 
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ed6mex01 
9/29/86 

CONFIDENTIAL 

I~lTERNATIONAL MONETARY FUND 

Report on Renegotiation of Mexico's External Debt 

Prepared by the Western Hemisphere Department 
and the Exchange and Trade Relations Department 

(In consultation with the Legal Department) 

Approved by E. Wiesner and Manuel Guitian 

September --, 1986 · :: 

Representatives of the Government of Mexico and 14 creditor· 

countries )j met in Paris on September .17, 19~6 in the framework of the 

Paris Club to consider Mexico's reque~t for a_rescheduling of its 

external debt service obligations. Members of the Fund staff Jj and 

representatives of the governments of Australia, Denmark and Finland, 

the IBRD, IDB, UNCTAD, and the OECD attended the meeting as observers. 

The meeting was chaired by Mr. Trichet of the French Treasury. 

The Mexican delegation outlined the serious economic and financial 

difficulties being faced by their country and emphasized the strong 

determination of the Government of Mexico to reduce the eco~omic.and 

financial imbalances of the economy. The Fund staff representatives 

described Mexico's economic situation and the major elements of the ~~~~~-
. economic program adopted by the Government of Mexico which is being,,_ ~ · ... 

, 1/1 _,,,rJ_ /~/}. -1 · ( I;-. / /-~ V C,irtA~ 
· supported by an 18-month ~:itf4t.:r-a~e stand-by arrangement~ t~JJ_:,r.~-lf,t~) 

. .'. approved in principle by the Executive Board on September 8, 1986. ~r/ ,-~ •. 
The representatives of the governments of the participating 

1/ The participating creditor countries were Austria, 'Belgium,. 
Ca-;ada, France, The Feder~l Republic· ~f Ger~ny, Italy, Japan, Norway, 
the Netherlands, Spain, ~weden, Switzerland, the United Kingdom, and the 
United States of America. 

... 

2/ The Fund representatives were Mr. J. Pujol (WHD), Ms. K.B. 
Dillon (ETR), and Mr. L. Duran-Downing (ETR). 

.'"';<r'•''. 
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creditor countries took note of the measures envisaged under the 

Fund-supported program and stressed the importance they attached to the 

successful implementation of the program, in particular the 

· revitalization of the productive.sector of the economy,~ 

~ralizatiou of the tl:'a~s.~ and the· improvement of public 

finances. 

In the Agreed Mipute. of September 17, 1986 the representatives of 

the participating creditor countries agreed }O recommend to their 

governments or appropriate governmental institutions that they provide 

debt relief through the rescheduling or refinancing of payments of 

principal and interest on official and officially guaranteed debt 

extended to_ the Government of Mexico, or its public sector agencies, 

organizations, and institutions, or covered by a guarantee of the 

Mexican public sector, for commercial credits and loans with an original 

maturity of more than one year contracted not later than December 31, 

( 

1985. For purposes of the Agreed Minute, the Mexican publl~ sector ·wa..-;i ~;_.._ (); 

~ ·e,_.: ~1,'y-<.. 1 . 
·. ~· ~s~h~e~l::i~l--:t:inn~e1ln;nde those enterprises in which, as of the date of the Agreed 

Minute, the Government of Mexico is directly or indirectly a majority 

shareholder (owns more than 50 percent of the shares), including 

representative offices and branches of Mexican banks abroad • 

.Jit!he deet relief wi.11 apply=::-t,e 100 percent of principal and 

J:.~ '-<-f'lo 1,,,,,,'cL~c~ - ·· 
_60 percent of interest due ~stm,en September 22, 1986 a.'a*1- December. 3:Y, >'-C...~'1/, · 

= ~~ ~ 
• A 1987, and 100 percent of princi al due i'.,etwe,m January 1; 1988 and March ,If. 

V>" ,~'-')t'1.,-<.,. ~&( m/. }>e,,:~( h -k: i:x_ ,.,._,(.M. ~c,( ~ '~ U'. .,,{ ~ ·t~ 
~31·, 1 88 by h G f M i f ' Repayment t e overnment o ex coo the corresponding 

sums will be made in 10 equal and successive semi-annual installments, 

with the first payments to be made on January 1, 1992 and the final 
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payment to be made on July 1, 1999. The nonconsolidated interest '.d:tte:... 

will be paid according to the o~iginal schedule. 

The rate and the conditions of interest to· be paid i~ respect· of 

- these financial arrangements will be determined bilaterally between the 

.Government of -Mexico and the government or appropriate institution of 

each participating country on the basis of the .appropriate market 

rate. These bilateral agreements shall be· concluded as seon as i,,h. 'f;f Uc ~~I~~ 

.passibl,e, .and in any case before April 30, 1987. 

-·· .. ,.-,The Government of Mexico- assU]Jles responsi_bility f~>r. all .payments of 

principal and interest arising from the reorganization without any· 

deductions for taxes and other charges and undertakes to service all 

public debt_ service due and not paid, if any, and owed to or guaranteed 

by the governments of the participating or observer creditor countries 

or their appropriate institutions, and not covered by the Agreed Minute, 

as soon as possible, and in any case not later than October 31, 1986. 

Debt service due as a result of the June 22, 1983 previous 

consolidation of certain private sector debt payments will not be 

affected by th~ present reorganization. The·Government of Mexico 
-t-,C<..~ . 

undert:eek to finalize as soon as possible the bilateral implementation 

of the.provisions contained· in the Agreed Minute of June 22, 1983, by 
· c...,,i r,~ h'..J.v .1 ./-lu... 
helping to overcomeffiscal and administrative obstacles which, until 

now, have hampered the signing and implementing of bilateral agreements 

pursuant.to -that minute. AssHr·auces alse were-g±ven-b~ ~e Gover~ment 

of Mexico that it will coRtinue to grant aceess to and transfer of 

foreign exchange to private sector debtors for the servicing of their 

debts. 

'- ,:.., -~ . :, -
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The above rescheduling provisions do not apply to countries with 

respect to which debts of principal and interest falling due during the 

reorganization period are less than SDR 1 million. Such payments should 

be made on the original due dates, and payments already due and not 

paid, if any, should be made as soon as possible, and in any case not 

later than October 31, 1986. 

·The Government of Mexico will accord to each of the participating 

creditors countries a treatment not less favorable than that which it 

may accord to any other creditor country for the consolidation of debts 

of a comparable term. 

The Mexican representatives stated that the Government of Mexico 

would seek to secure from external creditors, including.banks and 

suppliers, rescheduling of refinancing arrangements on terms comparable 

to those set forth in the agreed minute for credits of comparable 

maturity, making sure to avoid inequity between different categories of 
(1 

creditors. The Governmet of Mexico will inform in writing 'the Chairman ~ 
/\ 

of the group of participating' creditor countries not later than 

September 29, 1986 of the progress made in negotiations with other 

creditors. 
A 1T3; C 

The provisions of the Agreed Minute will apply as soon as the 

stand-by arrangement approved in principle by the Executive Board of the 

International Monetary Fund on September 8, -1986 enters into force._ 

They will continue to apply during the consolidation period provided 

that the Government of Me~ico continues to have an arrangement with the 
.. 

International Monetary Fund in the upper credit tranches. 



INTERNATIONAL MONETARY FUND 

August 7, 1986 

Mr. Pujol: 

In view of the short deadline, 
I am asking Mr. Durfn-Downing to 
convey directly to you the 
divisional comments. 

On my part, I have marked my 
comments on the attached copy of the 
paper. The paper should provide 
rationale for innovations (see 
Mr. Finch's memo to the MD of August 6, 
copied to WHD, and the MD's reaction). 
On the oil contingency, I think we 
should try to link it to the CFF as 
much as possible. 

Attachment 

cc: Mr. DurJn-Dowri.ing~ 

~ 
Manuel Guiti6n 
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Office Memorandum 

To: The Managing Director 
The Deputy Managing Director 

47 f. & . 
From: C. David Finch and Francois Gianviti 

.Subject: Mexico--Linkage of Commercial Bank 
Disbursements to Official Involvement 

September 23, 1986 

The draft financing principles recently proposed by commercial· 
banks for Mexico incorporated provisions for very tight and comprehensive 
linkage of the banks' disbursements to Fund and Bank actions and to con
tributions of export credit agencies and the Paris Club. These proposals 
represent an extreme example of the_recent tendency for commercial banks 
to make new money disbursements so conditional on the performance of 
other parties in the debt strategy that the timing and extent of their 
own participation can no longer be securely counted upon. Under these 
circumstances, the assurance provided by the "critical mass" of bank com
mitments is seriously weakened, raising questions as to the viability of 
the members' balance of payments and hence the adequacy of safeguards for 
the use of the Fund's resources •. It is notable.that the network of links 
embodied in the proposed bank financing principles for Mexico would in 
effect....fo{;Ogate to commercial banks the role of financial monitoring and 
coordination of financing flows that customari~y has devolved on the Fund 
as organizer of the financing package. 

The types of linkage adopted in recent bank financing 
agreements have varied widely. In several instances, they have posed 
risks of serious delays in the disbursement of bank financ~ through link
age to different sources of financing. Recent cases involving official 
bilateral financing include conditions relating to export credit 
disbursements in the Philippines and to Paris Club debt relief in 
Ecuador. Concerns also have arisen about indirect cross-conditionality 
between the Fund and the Bank. The issue of indirect cross-condi
tionality was illustrated in the case of Panama, when two commercial bank 
disbursements were delayed because of a World Bank related performance 
condition; this delay in turn contributed to noncompliance with the Fund 
program, which resulted in still further delay in the commercial bank 
disbursements. Recent examples of cross-linkage to the Fund and the Bank·,., 
are summarized in Attachment I. 

In addition to these concerns, provisions in commercial bank 
agre~ments have, in some cases, appeared to conflict with Fund policies 
as laid down in decisions or gtildelines of the Executive Board. Examples 
of such conflict have included: the linkage of bank agreements to 
extended periods of enhanced surveillance or performance under future
Fund arrangements; the inclusion of covenants·.to provide Fund staff 
papers outside the context of enhanced surveillance; the attempt to 
inhibit early repurchases in the Fund by making this a trigger for early 
repayment of banks; and the failure to acknowledge that a purchase may 
not take place because of the absence of balance of payments need. 
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We will 'need to work with the authorities and the banks to 
facilitate agreements that provide adequate assurance to banks, but in 
ways that are not rigid to the point of unworkability. The question 
arises how best to achieve this and to begin to establish, more gener
ally, a degree of control over practices in this area of bank linkage to 
official involvement. - First, it may be appropriate for the Fund to go as 
far as possible in ensuring that the financing contributions of other 
participants in the debt strategy are on track. · This would not only 
safeguard the Fund's own resources, but assist in reassuring commercial 
banks. 

A second, parallel step would be to develop some guidelines on 
commercial bank link.age, identifying key concerns and indicating 
approaches to be avoided. First, the problems associated with cross
linkage could be mitigated by less frequent intervals (annual or 
semiannual) for linkage to the Bank; this would also reflect more realis
tically the different nature of the Bank's relations with member 
countries. Indeed, it might be preferable for commercial banks to link 
separate disbursements to the Fund and the Bank, avoiding the policy con
cerns arising from cross-linkage. As regards the other concerns 
mentioned above, preconditions relating to the terms and scale of offi
cial financing should be resisted, and clauses relating to Fund 
involvement should respect existing guidelines and decisions of the 
Executive Board. The second attachment to this memorandum suggests ten
tative guidelines covering these various areas. 

While these are important issues for the Fund, some flexibility 
will no doubt be required to arrive.at practical solutions. Moreover, 
care will be necessary to ensure that the Fund is not drawn into arbi
trating on issues that are primarily for commercial judgment. 
Nevertheless, there may also be a need to take action to alert member 
countries and banks in general to these various concerns. In due course, 
a review of experience in this area might appropriately be presented to 
the Executive Board in conjunction with the next review of enhanced sur
veillance. 

This memorandum has been discussed with the Western Hemisphere 
Department. 

Attachment 

cc: Mr. Wiesner 
Mr. Beza 
Mr. Brown 
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Linkage of Commercial Bank Financing to World Bank Conditions 

There has been considerable diversity in the types of linkage to 

World Bank activities that have been incorporated in commercial bank 

financing packages. In some cases the linkage has been broadly defined, 

with commercial banks requiring evidence of "progress" in negotiation or 

implementat.ion of structural reforms. In other cases, the linkage to 

Bank loans has been based on certification by the Bank that debtor coun

tries have borrowed a specified amount by a particular deadline. In some 

cases, all commercial bank disbursements under a new money package have 

been tied to performance under both Fund- and Bank-supported programs, 

while in other cases linkage to the Bank applied to only one disbursement 

from a new money package. 

In the new money agreement for Chile signed in November 1985, in 

addition to certification from the Fund, banks required a notification 

from the World Bank before each disbursement confirming that Chile's 

Structural Adjustment Loan (or "comparable facility") was in effect, and 

that Chile had drawn by specified dates the full amount expected to be. 

available to it under the SAL. 

In the new money agreement with Colombia of December 1985, all 

commercial bank disbursements were linked to the Fund, but one was also 

contingent on confirmation from the World Bank that Colombia would have 

access to the second tranche o.f a trade policy loan. 

In 1985, commercial banks conditioned their restructuring and new 

money agreements with Costa Rica on the impl~mentation of a World Bank 

SAL, as well as on a Fund program. Successive delays with implementation 

of the SAL and the Fund stand-by arrangement meant that the second dis-
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bursement of new bank money--expected originally in mid-1985--was made in 

November 1985. 

For te d'Ivoire some disbursements under a 1985 new money 

agreement were conditional on a statement by the Bank on the eligibility 

of the borrower for drawdowns under a SAL and indicative statements about 

future loans. The restructuring agreements for 1984 and 1985 maturities 

also contained refinancing conditions involving both the Fund and the 

World Bank. The World Bank condition was not met, as the 1985 SAL was 

not signed as expected, and banks waived that condition during 1985 in 

order to continue the refinancing. 

In addition to conditions involving the Fund, the new money 

agreement with Panama for 1985-86 required certification from the World 

Bank regarding progress in negotiating and implementing a structural 

adjustment loan. The double linkage to the Fund and the Bank created 

difficulties in this case. Although the Fund program was pn track, com

mercial banks did not make the first disbursement when it was scheduled, 

because adequate progress had not been made with the World Bank. Some 

months later, progress had been made with the World Bank, but Panama was 

no longer in compliance with the Fund program, and so the initial dis

bursement by commercial banks was again delayed. 

-:.. 
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' 
Tentative Guidelines on the Linkage of 

Commercial Bank Financing to Official Actions 

1. Problems of cross linkage to the Fund and the Bank 

a. The nature of the involvement of the Fund and the Bank in 

member countries' economies differs in important ways, .and these differ

ences need to be reflected in the procedures for linkage adopted by 

commercial banks. 1/ It may be more in keeping with the nature of the 

Bank's ·operations to link annual or semiannual commercial bank disburse

ments to major Bank actions such as approval of a new.sector loan or an 

assessment by the Bank covering progress in implementing development 

policies. This would tie commercial bank disbursements to events that 

evidence advancement of the Bank's developing relationship with a 

country. 

b. To avoid any impression of cross-conditionality .. on individual 

disbursements, separate commercial bank disbursements should preferably 

be tied to each institution. Some disbursements would be linked to quar

terly evidence of compliance with a Fund arrangement, and certain other 

disbursements would be linked to World Bank certifications. If any com

mercial bank disbursements are linked both to Fund arrangements and to 

!/ Specifically, a country's ability td make purchases from the Fund 
provides evidence, generally on a quarterly basis, that macroeconomic 
policies remain on track. The Bank's normal pattern of disbursements in 
a country relates to continuing activities under project, sector and 
structural adjustment loans in different time frames. Moreover, the 
Bank's monitoring procedures differ from those of the Fund. 
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the World Bank, le'ss frequent intervals for linkage to the World Bank 

would reduce the scope for operational problems. 

c. It would seem particularly inappropriate for cofinancing 

arrangements with the World Bank to contain performance clauses predi

cated on Fund arrangements, since in these cases the closeness of 

association with the World Bank raises the issue of implied cross-condi

tionality particularly sharply. 

2. Problems of potential conflict with other Fund policies 

a. Clauses that seek to precommit future resources or procedures 

of the Fund, including enhanced surveillance, should be worded in ways 

that do not appear to prejudice the autonomy of the Fund in deciding on 

its future relations with members, and also take account of existing 

Board guidelines (e.g., on the duration of enhanced surveillance). The 

understanding reached in the case of Uruguay would represent an accept-

. able compromise where future Fund procedures are at issue. In essence, 

the Fund management would indicate general willingness to propose to the 

Board future procedures (such as a financial arrangement or enhanced sur

veillance) that are requested by the member and are consistent with Board 

guidelines. 

b. Commercial banks would preferably include Fund involvement 

among the conditions precedent. for specific financial decisions, such as 

a disbursement of new money or activation of an annual tranche of 

restructuring under a MYRA, but not as a dire.ct event of default on the 

country's debt, as was also agreed in the case of Uruguay. Such an 

·approach would help to avoid unrealistic conditions relating to Fund 

involvement over a long period. 
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c. Agreements with commercial banks should acknowledge that the 

release of Fund staff reports outside the context of enhanced surveil

lance is not permitted at present, and should not put ti·, member in the 

position of having to seek specific approval by the Executive Board. 

d. Agreements should not inhibit a member's right or obligation to 

make early·~epurchases in the Fund; thus early repurchases in ihe Fund 

should not trigger early repayment of a member country's bank debt. 

e. While commercial bank disbursements may continue to be condi-

. tioned on purchases from the Fund (as is the general practice), provision 

. should be included for an alternative certification by the Fund if a 

purchase is not made for reasons unrelated to the observance of 

performance criteria, e.g., because of the absence of balance of payments 

need. 

3. Precommitment of other official financing 

a. Member countries should be advised of the difficulties that may 

arise if they agree to clauses that seek to establish in advance the 

scale or terms of bilateral official financing, such as debt relief in 

the Paris Club or export credit commitments and disbursements. 

b. Similar considerations arise with regard to the World Bank's 

future financial involvement in debtor countries; the World Bank has 

recently objected to the cont~nt of such clauses. 

4. Other issues concerning flexibility 

a. Member countries should be advised of the need for adequate 

periods for corrective action to be set after dates for economic perfor-
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mance conditions to be met by the member under a Fund arrangement, so 

that such·actions can be taken without a waiver by banks being necessary. 

b. Member countries should be advised that, where waivers under 

agreement with commercial banks may be necessary, a qualified majority of 

the banks should be able to approve the waiver, which would avoid undue 

leverage by. individual banks. 

5. Assistance by Fund staff 

In order to give effect to the guidelines, staff would stand ready 

to provide technical assistance to members in connection with the 

formulation of linkage in bank financing agreements. 

--
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TO: The Managing Director September 22, 1986 
The Deputy Managing Director" .. 

FROM: 
. '. 0 

K. Burke Dillon it 

SUBJECT: .Meeting of Export Credit Agencies on Mexico 

On Thursday and Friday, September 11 and 12, representatives 
of the export credit agencies of the G-10 countries plus Denmark and 
Spain met in Brusselsto discuss Mexico's adjustment program and 
economic prospects. A Mexican delegation, headed by Mr. Alfredo 
Phillips and including Mr. Ariel Buira, made an initial presentation on 
Thursday morning and returned for brief further discussion with the. 
agencies on Friday. A representative of the bank steering committee, 
Mr. Braut of Societe Generale, reported on the banks' discussions with 
Mexico and answered questions from the agericy representatives. Staff 

, from the Fund, the Bank, and the IDB also participated in the meetings. 
The Fund staff was represented.by Mr. Joaquin Pujol, Mr. Luis Duran
Downing, and myself .• 

This was the first time that the export credit agencies had 
met to discuss a particular.debtor country, and the meeting was seen by 
all concerned as a radical departure from the low profile the agencies 
have maintained in the past. As you will recall, the impetus for such a 
meeting originated in a discussion of the Baker initiative at last 
February's Berne Union meeting. At that time a task force was formed on 
the role of export credit agencies in the debt strategy. The task force 
concluded that the main deficiency in present procedures was that there 
existed no forum for the discussion of export credit policies in which 
all of the key creditor governments were represented by _the appropriate 
decision makers, and it recommended that procedures be established 

_whereby ad hoc meetings could be convened to discuss particular debtor. 
countries. The task force report was presented to the June Berne Union 
·meeting, where its recommendations were supported by most delegations 

, but strongly opposed by the export credit agencies from France (COFACE) 
and Germany (Hermes). 

The Brussels meeting on Mexico was, therefore, organized 
outside the formal framework of the Berne Union. It was convened by the 
Belgian agency (OND) and, with a view_t.oJrench and German concerns· the 
invitations provided for the participation·of governmental export credit 
authorities where that was considered appropriate. COFACE and Hermes 
initially declined to attend the Brussels meeting but, at the last 
minute, decided to be represented at a low level for "purposes of 
information." I.n the end, no delegat.ion included governmental 
authorities outside the export credit agency, although this would appear 

· to be an important consideration only for.France and Germany. 

., 
::-•• < 

' .. ~, ' . ' ·'.-' 
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Given this backgro.und and the general awareness of precedents 
that might be set~ the delegates focused as much on their own procedures 
as they did on the situation of Mexico. Much of the time devoted to the 
Mexican case--perhaps too much--was taken up by presentations from the 
Mexican delegation and the international organizations, and there was 
only limited exchange·of views among the delegates on Mexico's prospects 
and on their own credit and cover policies. It was, nevertheless, 
encouraging that discussion and questions tended to focus on how 

· agencies could select projects or support programs that contributed most 
effectively to Mexico's adjustment effort. To that end, the agencies 
made clear that they expected the World Bank to play a major role. 
·Delegates appeared generally to consider that the meeting had been 
worthwhile, improving their understanding of Mexico's program and 
economic outlook. Both the Canadian and Spanish delegates indicated 
that they came away with a more ~ositive assessment of Mexico's ~----~adjustment efforts. Although there was no.attempt to agree on a ~-concerted approach among agencies, Mexico's four major creditors all 

·announced that they planned to resume or maintain cover, which should 
have a positive competitive effect on the policies of other agencies. A 
chairman's summary of the discussion is attached. 

A tour de table and direct discussions wit~ delegates 
permitted the staff to obtain further information on recent cover 
policies and demand for cover that appeared, in some cases, to be more 
firmly grounded than indications received through other channels. In 
particular, information provided to the Fund staff by the U.S. Eximbank 
on the loan pipeline and typical disbursement patterns would indicate 
that the level of Eximbank disbursements for Mexico in 1987 that has · 
been suggested by U.S. Treasury officials is unrealistic. Overall the· 
discussions with agencies indicated a low level of approvals over the 
first nine months of 1986, reflecting the low demand experienced by most 
agencies and the tighter policies applied by some. This would 
underscore the appropriateness of projecting only a slow recovery in 
disbursements, even if most agencies adopt a fairly open stance over the 
period of the Fund arrangement. 

Agencies expressed a desire to have follow-up with the Fund 
and Bank staffs on the Mexican case. It was noted that such.follow-up 
could be provided in the context of the usual country discussions at the 
February and June Berne Union meetings, as well as during the annual 
visit of a small group of Berne Union representatives to Washington, 
which is scheduled this year for early.November. Follow-up could be 
improved, the staffs indicated, by increasing the number of agencies 
represented in the Washington visits and, perhaps, by having such visits 
more than once a year. · 

It was unclear what the next move will be regarding the 
broader question of ad hoc meetings on particular countries. On the one 
hand, it was reported that France and Germany intended to raise the 
issue in the EEC in an attempt to get a concerted EEC position that such 
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country discussions 'should take place only in the OECD export credit 
group. Other agencies were,. however, already talking about possible 
candidates and hosts for future similar ad hoc meetings. Nigeria and 
Egypt were mentioned as possible candidates, and the Canadians might be 
prepared to host the next meeting. 

Attachment 

I 

cc: AFR, ASD;·ETR, EUR, MED, RES, WHD 
Mr. Brown 
Office in Europe 

bee: Mr. Finch 
Mr. Beveridge 
Mr. Guitian 
Mr. Kanesa-Thasan 
Mr. Brau 
Mr. Boorman 
Mr. Anjaria 
Mr. Pujol. 
Mr. Duran-Downing 
Mr. Watson 
Mr. Allen 
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·Summary of discussions 

In the context of the role ·of the officially supported export credits in the 
w9rld debt situatibn, an ad-hoc meeting of experts on the specific situation 
of Mexico was held in Brussels on Septem.ber 11 and 12, 1986. 

< ·: \:: 
_.,,·, ·. 

' ,,, "~: . 

Representatives of the export credit insuronc~ agencies of.Belgium (OND), 
· Canada. (EDC); Denmark (EKR), Fronce (Cofoce), Germany (Hermes), Italy (SACE), 

'Japan (EID/MIT!), the Netherlands (NOA), Spain (CESCE), Sweden (EKN),.the 
United Kingdom (ECGD), the U.S.A. '(Eximbank), and deiegates of the 
international institutions (IMF, IBRD, IDB) attended the meeting. 

Delegations of the Mexican Government and of the Steering Committee of the 
· private banks mode a presentation to th'e ·meeting. 

The.e;i<tensive exchange of background·informotion anc:l of views on.the 
technical issues will allow each export credit insurance agency to ~ake its 
proper assessment on the prospects of return ta a financial equilibrium of the 
Mexican economy. 

The ECAs en1phasized the importance of obtaining in depth information on the 
· priority choices made by the Mexican· authorities with respect to their future.; 

_ ·-import related policies. In this regard, approaches have been considered with.· .. 
·· the World Bank which· could lead to the identification of the sectors of the. 

':.· · economy which could most efficiently cont_ribute to the growth of the debtor 
·country. 

·.,.. :;: .... 

, 'The m~eting o~fered participants an opportunity to trace the way in whi6h 
officially supported export credits could facilitate, in exceptional cases, a 
concerted recovery effort with the other parties concerned~ including· 
consultation among ECAs .themselves. Export credit insurance agencies especially 
stressed the need to be informed regularly on the debtor coun·tries' progress in 
the framework of IMF and World Bank supported programs.-

·.:. 

For· their p~~t, the international instit~tions expressed their inte~est 
in getting a better insight into .the· decision. processes of the ECAs and thereby 
better meeting _the information needs' of these agencies. 

-·,·,···. 
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TO: 

FROM: 

The Managing Director /~ p, //of' 
K. ~urke Dillon DJ(> 0 vJ1 

September 10, 1986 

SUBJECT: Meeting with Bank Subcommittee Concerning 
Export Credits for Mexico 

You have asked me to make an assessment, based on my contacts 
with export credit agencies .and their authorities, of the realism of the 
staff's projections regarding export credits for Mexico. While, as you 
are aware, it is difficult to make such a projection with any precision, 
particularly for a period that would go through the end of 1987, my 
overall assessment is that the staff projection is. appropriately 
cautious. 

I assume that you have been informed on the meeting with the 
Bank Subcommittee and are aware of the figures in the attached table. 
This memo is to provide further background on my dis.cussions with 
agencies or their authorities. I also assume that you are aware about 
the uncertainties concerning the spec~al Japanese facility. 

Some of the main pieces of "evidence" that I think we need to 
take into account in our assessment are listed below. We cannot, how
ever, in our discussions with banks cite information provided by 
individual agencies/governments or by the Berne Union about individual 
agencies. An exception to this might be EXIM, since the United States 
itself is talking very openly with the banks. 

Overall the impression I have gained from my conversations is 
that approvals have slowed in 1986--sharply in some cases-and that this 
is expected to be reflected in a continued low level of disbursements 
over the coming months. For some agencies this may reflect their more 
restrictive policy stance during 1986, but even t;hose agencies that were 
completely open for new medium- and long-term business (e.g., United 
States and United Kingdom) have~ a drop in demand. 

While none of Mexico's four major creditors (France, Japan, 
the United States and the United Kingdom) formally tightened 
their policy stance, quarterly Berne Union reports indicate 
that from March 1985 to March 1986 seven other agencies either 
went off cover or formally introduced restrictions. Others 
may have implemented existing policies more restrictively. 

The United Kingdom (Mr. Foot and Mr. Mountfield) told me that 
they have plenty of room under their ceiling for Mexico, but 
business has been very slow. In fact, they have only one 
application under consideration and that may not qualify on 
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commercial grounds. If demand increased today, normal lags 
would mean no significant upturn in disbursements until the 
second half of 1987. 

The Germans went off cover in February and told us (via 
Mr. Grosche) that they have approved almost no new medium- and 
long-term business in 1986. They thought the staff numbers 
for 1987 were optimistic and considered it unlikely that they 
could get disbursements back to 1985 levels during 1987. 

Although they had no precise numbers at hand, EXIM 
(Mr. Arnold) said approvals had slowed in 1986. (Berne Union 
data also indicate that the U.S. pipeline is down.) The U.S. 
Treasury has been assuming that EXIM disbursements would 
double from 1986 to 1987. · I asked EXIM how this was going to 
happen with no change in policy stance. They ha.d no answer. 

The Japanese did not get back to us on our questions on 
approvals and the pipeline, but at the Berne Union they have 
reported tightening since February 1986. 

My talks with the French Treasury did not get beyond the 
problem of the base; the Mexican disbursement numbers for 1985 
are double what France says. 

While this information is impressionistic, it would imply-
given normal lags--that disbursements would fall further in the second 
half of 1986 and could recover only slowly over 1987 •. A pattern such as 
the following might be reasonable for medium- and long-term public 
sector disbursements, abstracting from any" impact of -the Japanese 

,,special facility: 

1986 
1986 
1987 
1987 

First half 
Second half 
First half 
Second half 

US$350 million 
US$300 million 
US$400 million 
US$500 million 

This pattern would give the numbers for Scenario A in the attached 
table. Scenario B, which I consider optimistic, assumes the pickup in 
disbursements is sufficiently rapid to bring the total for calend~r 1987 
back to the 1985 level. The banks' numbers imply a 60 percent increase 
between the two 18-month periods. They can cite no evidence-of any 
pickup to date, so their case rests entirely on a hoped for future 
pickup in applications that will somehow produce a very rapid accelera
tion in disbursements. (The banks also question the base numbers pro
vided by the Mexicans, but those are the only numbers we have and do not 
seem inconsistent with what the agencies are saying.) 

Attachment 



Export credits, 
Japan special 

Mexico: Official Bilateral Credits, Excluding CCC 

(In millions of U.S. dollars) 

Jan. 1985-June 1986 Juli 1986-December 
Scenario A Scenario 

excluding 
facility 1,450 1,200 1,450 

Japan special facility 600 350 

Total 1,450 1,800 1,800 

. 
Japan total 350 9001/ 7001/ 

Other agencies 1,100 900 1,100 

Total 1,450 1,800 1,800 

1987 
B Banks 

2,300 

800 

3,100 

1,200 

1,900 

3,100 

1/ If Japanese operations, excluding facility, maintained the same ratio to 
lending of other creditors as in January 1985-June 1986 base period. 
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ALTHOUGH WE STILL CONSIDER THE MEETING TO HAVE NO BINDING CHARACTER 
AND THAT NO DECISIONS CAN BE TAKEN AMONG THE CREDIT INSURANCE 
AGENCIES, WE THINK IT MIGHT BE HELPFUL TO EXCHANGE DATA THAT CAN BE 
SUBMITTED TO THE GUARDIAN AUTHORITIES AFTER THE MEETING. 

' THAT IS WHY WE HAVE FINALLY DECIDED TO ATTEND THE MEETING. OUR 
DELEGATE WILL BE 

DR. PETER DORSCHEID 
WHO HAS A HOTEL RESERVATION AT JOLLY HOTEL ATLANTA. 

AS WE HAVE HEARD LATELY, THE MEETING WILL ALREADY START 
ON 11 SEPTEMBER, 9.15 H. 
AT ONO OFFICE, 40, SQUARE DE MEEUS. 

OUR TOTAL EXPOSURE ON MEXICO IS 
US DOLLARS 448.5 MILLION 
OFFERS: US DOLLARS 154.1 MILLION 
SUMS OVERDUE: ABOUT US DOLLARS 30.7 MILLION. 
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HERMESKREDIT 
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INTERNATIONAL MONETARY FUND 

September 8, 1986 

Mr. Pujol 
Mr. Duran-Downing 

Attached for your information 
is a series on EGA commitments to 
Mexico. Note that these are commit
ments for insurance covering both 
principal and interest. 

K. Burke Dillon ~Pj) 

/ 

g; ; ff 
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September 8, 1986 

Table 1: Mexico: Export Credit Agencies' Outstanding Commitments 1980-March 1986 

Medium-term 

(in millions of US dollars) 

March June Sept Dec March 
1985 1985 1985 1985 1986 

---------------------------------------------

EXIM/FCIA 3015 2585 2428 2368 2199 
COFACE 909 1142 1288 1359 1669 
EC6D 1181 1214 1174 1195 1265 
EID/MITI 986 929 1066 877 862 
HERMES 383 343 418 394 472 
CESCE 303 314 325 357 408 
EDC 290 ')"TC" 

i../.J 271 295 314 
BERG 110 104 117 162 187 
OND 85 142 139 167 158 
SACE 326 227 275 267 147 
EKR 55 45 62 68 60 
GIEK 38 37 40 39 42 
NCM 30 26 30 28 28 
OeKB 25 'l'l 

44 
'JC" 
j.,.J 25 27 

CASC 13 11 10 9 9 
lFTRIC 6 6 b 6 b 
VTL 2 2 1 1 
EFIC 1 0 0 
TIC 0 (l 0 0 0 
EKN 94 96 119 127 
ECICS 0 0 0 

TOTAL, ALL AGENCIES 7850 7519 7793 7746 7854 
----------------------------------------------------------------

1/ Coding of terms of cover: 
A - Open for cover without restriction, 
B - Open for cover with annual maturities limit IAMLl, or total commitments limit (TCLl 

or annual limit on new business IANBL), 
C - Open for cover subject to guarantee of payment/transfer. 
D - Open for cover with limit on size of individual transaction (amount shown 1n bracket 
E - Open for cover with reduce~ percentage of cover (percentage shown in brackets). 
F - Open for cover with extended waiting period (months shown in brackets). 
F - Applications considered on a case-by-case basis. 
H - Open for cover, but maximum credit terms specified !terms shown in brackets). 
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INTERNATIONAL MONETARY FUND 

September 8, 1986 

Mr. Sugita: 

Attached for your records is a 
corrected version of the questions I sent 
you last Friday regarding Mexico, i.e., 
the reference to the Philippines has 

- been corrected. 

We will be meeting with the bank 
economic subcommittee on Mexico tomorrow 
morning at 8 a.m., and any answers we 
could get today, however partial, would 
be very helpful. 

Once again, we would like to thank 
you for your assistance on this matter • 

cc: Mr. Beza 
Mr. Pujol 
Mr. Duran-Downing 

K. Burke Dillon 't ,,0 

4---

C: El 
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DRAFT 
9/8/86 

According to Berne Union reports, as of March 31, 1986, EID/MITI 

was open for new medium- and long-term cover in Mexico, subject to an 

annual limit on new commitments. With respect to short-term business, 

EID/MITI was open, subject to certain restrictions, including maximum 

credit terms, transaction limits, and a reduced percentage cover 

(70 percent). We would appreciate a description of EID/MITI's present 

cover policy stance with indications as to when any important changes 

introduced since March 1986 took effect. It would be useful if any 

differences in stance with respect to public and private buyers in 

Mexico could be noted. We would also appreciate an assessment as to how 

restrictive these terms were in practice; e.g., was there room available 

for substantial new business under the annual commitment limit for 

medium- and long-term business? How did the pace of approvals of new 

medium- and long-term cover during the first eight months of 1986 

compare with the first eight months of 1985? What is EID/MITI's 

perception of trends in demand for new cover with respect to public and 

private buyers in Mexico? Would a less restrictive policy during 1986 

have resulted in a substantially higher level of new commitments? 

We would also appreciate indications as to how EID/MITI's cover 

policy stance might evolve on the assumption that the stand-by 

arrangement with the Fund takes effect and is implemented and that a 

Paris Club rescheduling is successfully concluded: Although we 

understand that it is difficult to be specific ex ante, we would 

appreciate any indications that could be given regarding possible 

changes in instruments such as annual commitment limits, country 



- 2 -

exposure limits, and percentage cover, as well as a view on the possible 

impact of those changes on the volume and timing of new commitments. 

To provide a basis for our analysis, we would appreciate it if you 

could also provide us with information on outstanding amounts of medium

and long-term cover (principal only) as of end-1984, end-1985, and the 

most recent date available, and similarly for short-term cove·r. Also, 

the Berne Union data indicates that total outstanding EID/MITI 

commitments as of March 31, 1986 were US$1.0 billion anq. total 

outstanding offers were zero. We would appreciate more recent data on 

these two concepts. Finally, any information that EID/MITI could 

provide on the pipeline of. undisbursed medi,um- and long-term commitments 

would be useful, with r~spect to total amounts and possible timetable 

for disbursement. 
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INTERNATIONAL MONETARY FUND 

September 8, 1986 

Mr. Pujol 
Mr. Duran-Downing 

Attached for your information 
is a series on ECA commitments to 
Mexico. Note that these are commit
ments for insurance covering both 
principal and interest. 

K. Burke Dillon ~6') 
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September 81 1986 

Table 1: Mexico: E~port Credit Agencies' Outstanding Commitments 1~80-March 1986 

Medium-term 

(in millions of U5 dallarsl 

March June Sept Dec March 
1985 1985 1985 1985 1986 

---------------------------------------------

EXIM/FCIA 301S 2585 2428 2368 2199 
COFACE 909 1142 1288 1359 1669 
EC6D 1181 1214 1174 1195 1265 
EID/MIT! 986 929 1066 877 862 
HERMES 383 343 418 394 472 
CESCE 303 314 325 357 408 
EDC 290 275 271 295 314 
6ER6 110 104 117 162 187 
OND 8S 142 139 167 1S8 
SACE 326 227 275 267 147 
EKR 55 45 62 68 60 
GIEK 38 37 40 39 42 
NCM 30 26 30 28 28 
OeKB 25 'l'l ,.,. 25 25 27 
CASC 13 11 10 9 9 
IFTRIC b b 6 6 6 
VTL 2 2 1 1 
EFIC 1 0 0 
TIC 0 (! 0 (I 0 
EKN 94 96 119 127 
ECICS 0 0 0 

TOTAL 1 ALL AGENCIES 7850 7519 7793 7746 7854 
----------------------------------------------------------------

1/ Coding of terms of cover: 
A - Open far cover without restriction. 
B - Open for cover with annual maturities limit CAMLl 1 or total commitments limit (TCU 

or annual limit on new business (ANBL!. 
C - Open for cover subject to guarantee of payment/transfer. 
D - Open for cover with limit on size of individual transaction (amount shown1n bracket 
E - Open for cover with reduceg percentage of cover !percentage shown in brackets). 
F - Open for cover with extended waiting period (months shown in brackets!. 
F - Applications considered on a case-by-case basis. 
H - Open for cover, but maximum credit terms specified !terms shown in brackets), 
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INTERNATIONAL MONETARY FUND 

September 5, 1986 

Mr. Sugita: 

As promised, attached are the 
questions with respect to EID/MITI 
cover under its normal facilities. 
The attached does not address the 
important questions we discussed 
with you regarding the special new 
facilities that are being considered 
for Mexico or with respect to the 
possible substitution between financ
ing provided by the new facilities 
and that provided under normal 
facilities. 

Attachment 

K. Burke Dillon~ SO 
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CLQ/PHL (mmphlclqJ) 
DRAFT 
9/5/86 

According to Berne Union reports, as of March 31, 1986, EID/MITI 

was open for new medium- and long-term cover in Mexico, subject to an 

annual limit on new commitments. With respect to short-term business, 

EID/MITI was open, subject to certain restrictions, including maximum 

credit terms, transaction limits, and a reduced percentage cover 

(70 percent). We would appreciate a description of EID/MITI's present 

cover policy stance with indications as to when any important changes 

introduced since March 1986 took effect. It would be useful if any 

differences in stance with respect to public and private buyers in 

Mexico could be noted. We would also appreciate an assessment as to how 

restrictive these terms were in practice; e.g., was there room available 

for substantial new business under the annual commitment limit for 

medium- and long-term business? How did the pace of approvals of new 

medium- and long-term cover during the first eight months of 1986 

compare with the first eight months of 1985? What is EID/MITI's 

perception of trends in demand for new cover with respect to public and 

private buyers in Mexico? Would a less restrictive policy during 1986 · 

have resulted in a substantially higher level of new commitments? 

We would also appreciate indications as to how EID/MITI's cover 

policy stance might evolve on the assumption that the stand-by 

arrangement with the Fund takes effect and is implemented and that a 

Paris Club rescheduling is successfully concluded: Although we 

understand that it is difficult to be specific ex ante, we would 

appreciate any indications that could be given regarding possible 

changes in instruments such as annual commitment limits, country 
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exposure limits, and percentage cover, as well as a view on the possible· 

impact of those changes on the volume and timing of new commitments. 

To provide a basis for our analysis, we would appreciate it if you 

could also provide us with information on outstanding amounts of medium

and long--term cover (principal only) as of end-1984, end-198.5, and the 

most recent date available, and similarly for short-term cover. Also, 

the Berne Union data indicates that total outstanding EID/MIT! 

commitments as of March 31, 1986 were US$1.0 billion and total 

outstanding offers were zero. We would appreciate more recent data on 

these two concepts. Finally, any information that EID/MITI could 

provide on the pipeline of·undisbursed medium- and long-term commitments 

would be useful, w;ith respect to total amounts and possible timetable 

for disbursement. 



~} Office Memorandum 
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MEMORANDUM FOR FILES. 

September 5, 1986 

CONFIDENTIAL 

SUBJECT: Export Credits to Mexico--German Response 

I Received yesterday a phone call from Mr. Grosche responding 
to the Deputy Managing Director's question regarding possible volume of 
export credits to Mexico. 

Mr. Grosche said that the. staff's projections seemed, from the 
German perspective, to be somewhat on the optimistic side. He noted 
that Germany had been off cover for medium-term business in Mexico since 
February 198Q; in the meantime, only short-term cover was being 
provided. If the Fund arrangement"l"'and the Paris Club agreement are both 
concluded and implemented successfully, Germany is likely to reopen for 
medium-term cover with, at least initially, a transactions limit of 
DM 20 million. Nevertheless, the actual volume of business during 
1986-87 will be strongly affected by the .long period off cover. For 
1986 Germany will have approved almost no new medium- and long-term 
business and, although they remained open short-term, short-term 
business was down about 10 percent from 1985 levels. Overall, then, 
they consider the Fund numbers optimistic and the bank numbers to be 

."quite astray." 

cc: Mr. Beza 
Mr. Pujol 
Mr. Duran-Downing 

K. Burke Dillon 
Chief, External Finance Diyision 

Exchange and Trade Relations Department 

.. 
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EXIM Bank--United States 

II. Policy stance 
(descriptions as of September 1985) 

(ix) Mexico 

There has been no recent change in policy nor in the country 

ranking, but the commitment trend is seen to be downward. The Eximbank 

continues to provide the needed support inspite of the difficult claims 

experience (involving over 2,000 claims, of which only 65 percent in 

dollar, value has been recovered) because of the close cooperation with 

the Mexican authorities. Mr. Arno~~ remarked that although the bank 

viewed the country with concern, it was hard to see circumstances that 

-------- ··--·-····-·-----···--····· 
_ . ._. .... ,,.---------..,..,,, 

could cause the bank to tighten cover. 
--------~-- -*--~-

In this case there has been no evidence of an upward shift in the 

demand for official support for export credits. Bank competition has 

been so intense that there was no scope for guarantee or insurance, and 

' banks, including the major regional ones, have viewe~ the country as an 

acceptable short-term risk. Guarantees have been necessary only for 

large transactions, e.g., involving PEMEX. 

/continued 



EXIM Bank--United States (concluded). 

2. .Mexico 

The country was now ranked as having the second-highest credit 

rating, and the recent setback in the economic perfor~ance had not 

resulted in any reassessment.of policy. Mr. Horris observed that for a 

country recovering from debt difficul~ies, the demand for cover for 

Hexico had been amazingly low. In fact, the percent of 

'guarantee/insurance cover of importi had declined in 1984 and also in 

1985 so far. While the Bank's policy remained liberal, there had been 

no demand for an increase in exposure. Reportedly, Mexico had not been 

using the CCC program nor much or internationaL banks' new credits. 

Reasons cited for this sluggish demand for cover were, f lrs t, the 

existence of the long-standing trade links between Mexico and U.S. 

suppliers meant that a large number of suppliers were willing and 

anxious· to resume business, resulting in such competition that. there was 

no scope for the guarantee or insurance cost of doing business. 

Furth2rmore, close contacts may have also meant that U.S. suppliers may 

·have been able to obtain. security arrangement in the form of assets of 

the !-1exican buyers held in the U. s. Second, there may also b·een some 

competition from other export credit agencies, e.g., Japan has succeeded 

in arranging a line of credit for the electricity company. Mr. Morris 

remarked that this situation was not entirely unforeseen, because even 

when the $500 milli_on facility was introduced for Mexico in rJid-1983, at 

the time there was no shortage of trade credits. The facility was 

nonetheless introduced because the EximBank had wanted to ensure that 

trade credit were completely available in order to avert a slowdown in 

the economy. 

) 



II. 

HERMES--Germany 

Policy stance 
(descriptions as of September 1985) 

9. Mexico 

They are open for Mexican public sector buyers with no overall 

ceiling, although there is a transaction limit of DM 20 million. They 

were off cover for private sector buyers until February 1985. Since 

February of this year they have been open for cover to private sector 

buyers provided there is a bank guarantee. They use a very broad 

definition of the public sector for Mexico. Mr. Von Korff described 

Mexico as a "terrible case." They have not yet signed the bilateral 

with Mexico. Most of the debt that was to have been rescheduled has .,.-.. 

been paid, but not all. HERMES' staff reported that ~he experience with 

new business in Mexico has b~en good. Today, they have a substantial 

·volume of applications for cover for public buY,ers in Mexico with 

financing on extended credit terms. The limit established for Mexico 

under the 1983 concerted financing package was fully utilized·. 



COFACE--France 

II. Policy stance 
(descriptions as of September 1985) 

9. Mexico 

COFACE is open for short-term business but is very cautious with respect 

to private buyers. COFACE is open for medium-term business but only for 

t:,::g_nsactions 1ess than FF 300 million and only for good buyers. They signed 

their bilateral with Mexico in June 1984 and the related "application letter" ------in early 1985. COFACE receives substantial payments outside the terms of the 

multilateral agreement. Over the past year Mexico's arrears to COFACE have 

declined from FF 500 million to FF 100 million. 
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ECGD--United Kingdom 

· II. Policy stance 
(descriptions as of September 1985) 

9. Mexico 

They considered Mexico to be a very good initial case for the new DX 
facility. DX facility only applied to the Mexican private sector, since 

~co had. not res.cheduled public sector _debts and the ECGD had stayed on 
.cover--irc Mexi"co for the public sector. Initially, this DX facility for the 
private sector was on a case-by-case basis, but in June an overall~ 15 mil
lion limit was set. Take-up by the private sector has been very slow. 
Ms. Harding explained that there is public sector demand for medium-term 
credit in Mexico, but this was largely for lumpy transactions, such as PEMEX 
projects and defence spending. There was little demand for short-term trade l 
financing. The Mexicans appeared to be ~ay1=E,g cash for goods that would t 
norm,ally)e financed .Qti a short-term basis. Mexican finportersseemedto find \ --- --~---~--- ~-" ···- . ~·~------·-~~ ·, 
it both easier and cheaper to pay cash. 



EID/MITI--Japan 

II. Policy stance 
(descriptions as of September 1985) 

Mexico 

Short-term cover is available "subject to ·rescheduling country 

conditions"! reduced percentage cover (70 percent), and highest premium ___ , _______ _ 
rate, but in a slight variation, applicable to credit of up to two years 
..__,......-· 
initial maturity. Medium- and long-term cover is available since the 

fourth quarter ofql984, subject to annual commitment limits. However, 

very little business is being done. Medium- and long-term cover was 

reopened for Mexico, as also for Turkey and Romania, because of the 

belief that debt reschedulings have ended for these countries, ''we 

think." 



EDC--Canada 

II. Policy stance 
(descriptions as of September 1985) 

-· 10. Hex~co 

The EDC had been ;he first agency to reopen on medium-term credit 

after the debt difficulties i~ mid-1982, and the EDC had remained 

relatively open. Factors contributing to this positive assessment were 

the satisfactory export performance, _the underlying good health of the 

private sector, ~nd the drive to encourage private investment. Over the 

last six months the EDC had become a little bit more concerned about 

economic developments. 

Regarding the demand for cover in Mexico, Mr. Jeanjean said that in 

fact when the credit line was first .opened, substant 1 increase in 

demand was expected. As it turned out, there had been no demand and the 

line had been practicaLly unused. The EDC would not lend to the private 

sector without government guarantee except for very large-conc~rns in 

the private sector. Nonetheless, capital goods imports and private 

sector requirements had been declining in Mexico. He suspected that 

because of intense competition, commercial banks had been forced to do 

business 1n Mexico under even more generous exposure ceilings than 

believed to be the case, and had not needed the guarantee facility of 

the EDC. 
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OND--Belgium 

II. Policy stance 
(descriptions as of September 1985) 

Mexico 

NCM had reopened MT/LT cover to Mexico in early 1984 with an 

extended claims-waiting period of 12 months but with the maximum 

percentage cover (95 percent). A BF 2.5 billion limit on new MT/LT 

transactions was imposed, divided into BF 1.5 billion for OND's account, 
II'\ 

which represented a continuation of agreements with Nafin and Ba/comex, )( 

and BF 1.0 billion for the state account. Short-term cover policies 

were eased as well, but the BF 500 million limit on total commitments 
. 

continued to apply. The MT/LT total commitments limit was raised in 

December 1984 to BF 4.5 billion, of which OND's share in credit agree-

. ments remained at BF 1.5 billion, and again in April 1985 to BF 5.0 bil

lion when coverage on the state account stopped being available except 

on a case-by~case basis for transactions exceeding the BF 250 million· 

limit per transaction, which was introduced at the same time. 

Unrestricted ST cove7 except for transit trade}had been resumed in )( 

December 1984. MT/LT commitments, which had been on downward trend 

since _1982, rose to $142 million in 1985 Q2 from. $85 million in the 

previous quarter and from $103 million a year ago. 
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NCM--Netherlands 

II. Policy stance 
(descriptions as of September 1985) 

Mexico 

NCM had been effectively off.cover since the liquidity crisis of 

1982 Q3. MT cover was available on a case-by-case basis for trans

actions exceeding $1.4 million, with a reduced percentage cover (75 per

cent), a prolonged claims-waiting period (12 months), and subject to a 
. . 

transfer guarantee. With the exception of the limit on individual 

transactions, the same restrictions applied to ST cover. Only recently, 

in 1985 Q2, had policies been relaxed somewhat. The extended claims

waiting period and the reduced percentage cover had been dropped for 

both ST and MT/LT business. ST cover was available subject to a 

transfer guarantee, and the ceiling on individual MT/LT transactions was 

raised to $17 million •. · Applications for MT/LT cover exceeding $8 

million were considered on a case-by-case basis(?). 

·-

Total outstanding commitments had gradually declin.ed from $79 mil

lion in 1982 to $30 million by mid-1985. The relaxation of cover policy 

was not expected to lead to a rise in commitments because of the 

declining purchasing power of that market. Offers had been nil in the 

first half of 1985. 

\. 

I 



EKN--Sweden 

II Policy stance 
(descriptions as of September 1985) 

9. Mexico 

Following the liquidity crisis in August 1982, EKN went off medium

and long-term cover for private buyers and imposed a SKr 10 million 
~ .. 

limit on individual transactions with public buyers. Applications 

exceeding this amount were considered on a case-by-case basis, and.an 

extended claims-waiting period of 8 months ·was introduced for both ST 

and MT/LT cover. A total commitments ceiling on short-term transactions 

was also introduced. 

Cover policies were liberalized in the first half of 1985. EKN 

opened for cover to private buyers in .. March 1985, and the ceilings on 

short-term commitments were lifted in June, as was the ceiling on 

individual MT/LT transactions. After cover policies were eased, it was 

announced in the press that the IMF had stopped disbursements under the 

program beca.use the fiscal targets were bei~ exceeded. by wide 

margins. EKN was nevertheless likE;lY t.o stay open, becaus~ Mexi.co was 

an important market for Sweden and .because the Government was perceived 

to.be pursuing the adjus.tment effort ·in good faith. The more. distant 

·. future was nevertheless clouded by uncertainties emanating from the 

country's social fabric and political system. 



.. 

SACE--Italy 

II. Policy stance 
(descriptions as of September 1985) 

Mexico 

SACE was open for cover since the first quarteref of 1984 with an 
I 

annual limit on new business and l:l~bject to transfer guarantee by the 

Mexican Government. The $75 million ceiling for Mexico was far from 

being utilized. 

·-
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9 Office Memorandum 
~t',t.a..ri 

TO: 

FROM: 

·The Acting Managing Director 
t,D 

K. Burke Dill~n~ 

August 27, 1986 

SUBJECT: Meeting of Export Credit Agencies on Mexico 

As discussed last Thursday when you met with Mr. Wiesner, 
Mr. Beza, Mr. Duran-Downing, and. myself, the export credit agencies have 
decided to convene a meeting on Mexico on-l'hursday and Friday, Septem
ber 11 and 12 in Brussels. ·The Paris Club meeting.on Mexico will be at 

.',the beginning of the following week. The purpose of the Brussels 
meeting is to help the agencies acquire a better· understanding of 
·Mexico's adjustment strategy and, in particular, of its investment pro
gram and import financing requirements. There will be no attempt to 
coordinate cover policies.· The meeting is being hosted by the Belgian 
export credit agency, the Office National du Ducroire. Staff from the 

· Fund, the World Bank, and the IDB have been invited to participate in · 
these discussions and, indeed, participation by these organizations is 
considered key to the objectives of the meeting. Our understanding is 
that Mexico is also being invited to make an initial presentation and 

· participate in.a question .and answer session. However, as in Paris Club 
meetings, the debtor would not be present during the subsequent 
discussion among agencies. 

This is the first time the export credit agencies have 
convened such a meeting to discuss a particular country situation and 
possible opportunities for new export credits. It might, therefore, be 

· useful to recall some of the background to this development. A discus
sion of the Baker initiative had been one of the main items on the 
agenda for the February 1986 Berne Union meeting. At the conclusion of 

. that meeting the Union established a task force on the role of offi-
, cially supported export credits in the current debt situation. The task 
.. force was chaired by the head of the Italian- export credit agency, 

Mr. Ruberti, and included senior officials from the agencies of Belgium, 
Mexico, and the United Kingdom.· With management approval, I served as a 
technical adviser to the task force. 

The task force met in Rome in April and prepared a report 
which concluded, inter alia, that: 

There is ,a general agreement on the desirability of a 
co-operative approach to the resumption of cover for a 
country which, having entered into a rescheduling 
agreement and agreed a recovery programme with the IMF 
and IBRD, has good prospects of restoring commercial 
creditworthiness and could make good use of new export 
credits to support the p,rogramme. 

I 
~--.. 
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·However, after reviewing the existing fora in which a discussion of 
particular debtor country situations might take place, i.e., the Berne 
Union, the OECD Export Credit Group, the Paris Club, and consultative 
groups, the report concluded that none of these fora had succeeded in 
meeting the need for discussions regarding export credit cover policy, 
because in none were all of the key creditor countries represented by 
the relevant decision-making authority. This reflects the substantial 
differences among creditor countries in the institutional arran-gements 
regarding export credits and in the relationships between the export 
credit agencies, which are in some cases private companies, and their 
governmental authorities. The task ·force recommended, therefor.e, the 
establishment of a procedure whereby ad hoc groups could be convened on 
a case-by-case basis to address questions relevant to export credit 
cover policies toward important debtor countries. Each creditor country 
would be asked to send those representatives that it considered to have 
competence for cover policy in the case being discussed. The Berne 
Union secretariat would be prepared to use its good offices to initiate 

·such meetings, although they would not necessarily be considered to be 
Berne Union meetings. 

As elaborated in my. back to office report of July 3, 1986, 
this task force report generated considerable controversy at the June 
meeting of the Berne Union. While it was supported by most of the 
agencies, and very strongly supported by the United States and the 

. United Kingdom, the establishment of any such procedure was determinedly 
opposed by the French and German export credit agencies (COFACE and 
Hermes). It was generally believed that the opposition of COFACE and 
Hermes stemmed not from a disagreement with the· idea of country cover 
policy discussions per se but rather from their reluctance to support a 
proposal that might involve their authorities in Berne Union activities. 

A compromise was eventually reached in the form of a very 
ambiguously worded resolution which could be interpreted as providing a 
basis for the convening of such ad hoc meetings, but did not establish 
any new procedures within the Berne Union itself. The Mexican delegates 
to that June Berne Union meeting were approached about the possibility 
of Mexico being the first candidate for such a discussion. That was, 
however, the week before Minister Silva Herzog resigned and the question 
was not followed up at that time. 

The arrangements for .the Brussels meeting reflect this back
ground. As noted above, the meeting is being hosted by the Belgian 
exRort credit agency. The Berne Union secretariat is not directly 
involved in any of the arrangements for the meeting. Invitations were 
sent to the export credit agencies of the G-10 countries plus Spain and 
Switzeiland. Although the invitations (copy attached) were sent via the 
agencies, it was specifically noted in the invitation that "the value of 
the discussions could be improved if, in appropriate cases and if deemed 
necessary by each recipient individually, a representative of the 
guardian authority is included in the delegation." COFACE and Hermes 
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have declined the invitation; all other agencies have accepted. While 
disappointed that France and Germany will not be represented, the other 
agencies are of the view that they should proceed with this initiative 
in any case. They hope that, once the usefulness of such meetings has 
been demonstrated, France and Germany might decide to be represented at 
subsequent discussions on other country cases. 

One other factor of which you should be aware is that the 
Mexicans might object to being invited only for an opening presentation 
and not for the full two days of discussions. Mr. Phillips Olmedo was a 
member of the task force and had argued that the debtor should be a full 
participant in the discussions. Senior officials from U.S. Eximbank 
have, however, been in contact with the Mexicans and believe they have 
convinced them that the convening of such a meeting is in their interest 
and should receive their support. 

Attachment 

cc: Managing Director (o/r) 
Mr. Wiesner 
Mr. Beza 
Mr. Pujol 
Mr. Brown 
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· ,• 20/8/86 55290/PK/LB 

. TELEX TO 1 

-·EDC - ATTN-MR J. ARES 
·: ' . .:. EKR - ATTN MR B. RICHNAGEL 

.. ··. /:. - COFACE - ATTN MR P. THOUROT / HISS G. BARRAL : 
- ·,: ,. - HERMES - ATTN DR G. BEUCK /DR KAUTZ 
·.: :·., .. · .. - SACE - ATTN DR R. RUBERTI 

-:.::- EID/11ITI - ATTN MR T. INOUE 

.NCM - ATTN MR J. HOOBRQECKX 
·cESCE -'ATTN MR L. MARTI 

···.'. · .. - GERO - ATTN MR H. BOHREN 

AND COPIED TO·EID/MITI LONDON 
. ATTN MR K. IIZUKA 

/ MR A. KALFF 
.·:: .. 

• - ECGD(IRD) - ATTN MR J. GILL/ HR R. KEMP 
MR RICHARD D. CRAF~N .. 

. :,:' .. 

•,•, 

- EXIMBANK - ATTN NR J. WILLIAMS/ 
IMF - ATTN MS K. BURKE DILLON 
IBRD - ATTN~- MIOVIC-
IDB - ATTN MR A. BA~UK ' .. ~ 

FROM OND - W. BOES 

·•. SUB,JECT : MEXICO - ROLE OF OFFICIALLY SUPPORTED EXPORT CREDITS 

ON THE BASIS OF POSITIVE RESPONSES RECEIVED TO ITS PRELIMINARY 
ENQUIRY WITH SOME CREDIT INSURERS, THE ONO WISHES CONFIRM 
ITS INVITATION TO YOUR INSTITUTION AT AN AD HOC MEETING ON 
MEXICO, WHICH WILL BE HELO IN BRUSSELS ON THURSDAY 11 '<STARTING 
AT 10 A.M.> AND FRIDAY 12 SEPTEMBER 1986. 

; '' 
p 

THIS MEETING WILL BE AN OCCASION TO RECEIVE EXTENSIVE BACKGROUND 
INFORMATION CONCERNING THE IMF AND IBRD/IDB PROGRAMMES, THE 
REACTIONS OF THE COMMERCIAL BANKS AND THE EFFORTS SOME 

. •,,::• 

:. CREDIT INSURERS OR CREDITOR COUNTRIES ARE PREPARED OR HAVE 
.DECIDED TO MAKE. THE DISCUSSIONS WILL ALSO INCLUDE AN EXCHANGE 

:·oF VIEWS ON WHETHER NEW CREDITS ARE TO BE CONSIDERED AND IF ANY OF 
HOW TO ASCERTAIN THE MOST APPROPRIATE USE OF NEW CREDITS. 

:oND WISHES TO EMPHASIZE THAT THIS AD HOC MEETING IS NOT INTENTEND TO 
CONCLUDE ON ANY COMMON DECISION WITH REGARD TO NEW CREDITS. 

: THIS REMAINS INDEED WITHIN THE APPROPRIATE COMPETENCE IN EACH 
'COUNTRY. 

ON THE OTHER HAND, REFERRING TO A REMARK MADE BY ECGD .. 1N RELATION 
WITH THIS KIND OF AD HOC MEETING, THE VALUE OF THE DISCUSSIONS 
COULD BE IMPROVED IF, IN THE APPROPRIATE CASES AND IF DEEMED 
NECESSARY BY EACH RECIPIENT INDIVIDUALLY, A REPRESENTATIVE OF 
THE GUARDIAN AUTHORITY IS INCLUDED IN THE DELEGATION. ONO 
DOES NOT OBJECT TO THIS POINT OF VIEW. 

·-···--·-· '----··· ·· .. -_ ... -........ 

· AS ONO HAS TO ARRANGE FOR THE SECRETARIAT OF THE MEETING, AND IF 
NOT ALREADY DONE, PLEASE INFORM US BY RETURN OR AS SOON AS 
POSSIBLE OF 

YOUR PARTICIPATION i 
- THE NAMES AND FONCTIONS OF THE DELEGATES(S) 

A DETAIL OF YOUR CURENT EXPOSURE ON MEXICO WITH A DISTINCTION 
BETWEEN THE PRIVATE AND THE PUBLIC SECTORS 
FURTHER DETAILS ON THE AGENDA WILL BE SENT NEXT WEEK. 

REGARDS 

2483319 IMF UR 

21147 OND 8 
Time: 10:11 08/20/86 EST 



TO: 

FROM: 

SUBJECT: 

Of /ice Memorandum 

The Acting Managing Director 

C. David Finch -t<J? 

Meeting of Export Credit Agencies on Mexico 

August 27, ·1986 

As you are aware, the export credit agencies are convening a 
meeting on Mexico in Brussels on Thursday and Friday, September-II 
and 12. In the attached memorandum, Ms. Dillon provides further back
ground to and information on that meeting. The Fund, the World Bank, 
and the IDB have been invited to send staff representatives to partici
pate in these discussions and, indeed, their participation is seen as 
essential to the objectives ,of the meeting. 

Both WHD and ETR consider it important that the Fund be 
responsive to this initiative on the part of the export credit agencies, 
not only because of the major role they are being expected to play in 
financing Mexico's adjustment effort but also because the convening of 
such a meeting reflects to a certain extent the Fund's own efforts over 
the past few years to convince agencies and their authorities of the 
benefits of aligning export credit policies more closely with country 
adjustment efforts. 

We are sending separately, via ADM, the request for staff 
travel in connection with this meeting and the Paris Club meeting on 
Mexico. 

cc: Managing Director (o/r) 
Mr. Wiesner 
Mr. Beza 
Mr. Pujol 
Mr. -Brown 
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INTERNATIONAL MONETARY FUND 

September 2, 1986 

TO Mr. Pujol 
Mr. Duran-Downing 

FROM: K. Burke Dillon "-eiO 

Attached is an annotated agenda for the 
Brussels meeting that has been prepared by O~D 
staff. We should go through this carefully when we 
meet at 9:30 a.m. ,this Thursday in Room 5-425 with 
the IBRD staff attending the meeting. The Mexicans 
have accepted to attend and the bank steering 
committee is also sending someone to address the 
group. 

You will find the attached a bit blunt and 
naive in its approach. I would not be concerned • 
These people have no experience with this type of 
meeting but my experience is that they will be 

.respectful of the constraints and sensitivities 
concerning our interventions. 

cc: Mr. Beza 
Mr. Guitian 

• 

·, 

ti 
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·oFFICE NATIONAL DU DUCROIRE 
29-8-1986 . 

EXPORT CREDIT AGENCIES' MEETING ON MEXICO 

IN (!RUSSELS ON SEPTEMBER ft-12, lf.86 

Dear Ms, Dillon, 

LETTER SENT TO FUND 

It would be of very great help if you could pl"ov1do ma following data, 
·· · '.probr;ibly ovailable to you and to authorise me to communi¢ota them o:a a 

confidential memo to the potticipants. 

-; Most;: .i.tnportant are ; . . 
·::. +:.:.:::;";.' - 'the bosic data toble (as u1111Jcil in staff r-eports) 

-i, ·:· >·:-.tho BOP i.oblo with hhtorical dai;;a (up to '85) 
/:J , . . .... the current occount projections· or simulations, 

···;_1/, 

. t . 
i 
I· 
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ae available 

·· + with different oil price dt11veloprnents. 
+ with torgti1ted evolution in non-oil exports 
+ with targeted evolution in setvices. · includino thCi bnri-1,u• trnrl11111 

end tourism 

the eapital ac¢ount for the period up to 1985, detoiling medium and long 
term,. drawings and amortisation.s, divided gocording to the different 
reseheduling groups (Paris ond London) and the multilateral 
1 ns ti tuti ons. 

- a detoihd working table en debt and debt ser\/iCe components, 
i llustrcting , 

• the changes in tho principal and interest paymont9 resulting from 
requested reschedulings (interests and/or omorUsotions) ·to.London and 

.Path Club. 

• the re~cheduling and new money sollicitated or to be soll1citcted from 
bank$, possibly ciccording to the differont oil pr.lee ClHl.fflptionis. 

• the new money (estimate or target r-cinge) sollic1tatod from the 
official credit insurers-

·These doto are intended to support specif1o 1tem, on the ggonda and can bo 
· comment·od either by the IMF • or the IBRD r•prosentaUve. 

The provhionol agiilndo on following pages moy guide you but please feel 
_free to suggest changes. 

.We count on your ·intermediation with the World Bgnk to obtain .their 
· · porticipation. On the view of the agenda (see annexe) - that you are 

authorised to c::ommunic::ate - they 1.an·det;ermine the moat suitable peraons 
to assist. · 

_A formol invitation ond agenda repegting the invation sent on 22/8/86 to 
Mr. MIOVIC is ready at the Belgion Representative Office to be delivered 
imnediately to the persons you indieote~. · 

We are looking forward to welcomlil yQU again in Bruueh and thr::1nk )'OU for 
your kind cooperation. 

' ,; 

1 

. : . -- :."' 
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OFFICE NATIONAL OU DUCROIRE 
-9-8-1986 

EXPORT CREDIT AGENCIES' MEETING ON MEXICO 

IN BRUSSELS ON SEPTEMBER 11-12, 1986 

Dear Sir, 

LETTER SENT TO BANK . 

1 

At the meeting of the World Bonk with the ECA' a in Woshington (May 
.6-7, 1986) we e)(petri•nced a willingnan of the World Bonk. to provide 
od hoc informot1on on the Bank'• involvrnent in the structural and 

'\.sectoral reforms to be r•c;ilised by the member c;ountries confronted· 
: ·with an ccute dcabt problem. 
: The World Bank offered oho help on the bs1,1e of avo.1.ding 

non .. producUve use of new credits a·olUcitated frcm the ECA' s. 

ONO is organizing on Septomber 11~12, 1986 in Brussels a meeting of 
the ECA'a substantially involved in Mexico • 

.. We wish to stress that our initiotive 1$ a result from the inter.nal 
discussions between EC.A'~ obout the Baker•plan ideo, with th• much 
appreciatad ossi&tanee of Mhs Burke Oillon from the IMF. OND hca 
b.e•n w1111ng to assume the orgoniz111tion and the secretgriat of this 
f ir$t od-hoc; group meeting~ 

We therefor$ invite you to our meeting as one of the key participonta 
with a contribution on the J.ntel"venUon of the IBRD, eapecially the 
projected Trode policf loan 

Industrial recovery project 
Industr1¢l development proJeot 

and the a9l"icultul"ol and lil)(port promotion programs. 
(Site also the draft agenda on following pogos). 

Pcrticu.larly the not 1io ll'kJch publicised cond.t. tionali ty or •conditions 
precedent• in those proJech oould be elaborgtod upon. 

In order to focilitote th• highlighting of the systematic action at 
the key problem fields through your institution, we would like to 
dhtr.l.bute - with y<>ur permission - to parUclpanh* a brief . · 
descl"iption of the acanornic situat.ic;.m auch oa part I and I 1 (poges 
1-8) from the document R86-197 (July 15, 1986) on the Industrial 
Technology Dev•lopment ProJec;t. or any other document that could 
serve the purpose of a brief introdu~tion on the state of the eeonomy 
and it's key problems. · 
As mentionod in the provisional ogendo (annexed to this lett~r)' you 
will have· th• possibility to elaborate on the overall purpoee of your 
progra!M'le in Mexico 
As this meeting is tho first testccae, we are intending to generoliae 
on such items as cooperation with IBRD 1n follcw1ng the debtor . 
countries' prosress and possible int•rmedJ.ation of IBRD between i;l,o 
debtor country ond'tha ECA'a. . 
We would th•r•fore be pleaaad to w•lcome a representative fomllior 
with tho problems w. ditilcu~used in Moy in Woshington cs well oa a 
ap•cialist on your pro9ro1M1Ct for Mexico. 
We hope to welcome you in Bruss.la and thonk you for 
cooporaUon. 

H. VANE~ 

C-~~~--:.:u:;-rr-· 

your kind 

A 

._,:-;• 
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. FIRST DRAFT OF AGENDA WITH SOME OEVELOPMENTS ON THE POSSlBLE CONTENT. 
OF THE STATEMENTS TO PREPARE. 

A. General introduction of the p~oblem field& 

){t., The idea h that O.N.D. would present the problem· in a small 
. paper with ottachmonts provided by IMP. and lBRO, as the confiden• 
· tiality issue permits you ond C8 'cc::m be reolhed in the short 
preparation time avoilable. , ... 

.. i 
·,1 
r 

. ! 
I 

l 
i 
l . 

! 
1 

j 
·I . I 

I' 

I 
' i 

The best analysis of the economic and financial background 
available to us is the part I from a recent IBRD Pre$1dent's Report 
and Recommendotion, that could.be used as an attachment. providing 
background infonnation for the intervention from IBRD in item C. 

The basic dcto ond the historical BOP data could do the same for 
the IMF. 

As the attendant$ ore familiar with the case but not necessaroly 
economists, this should not lost very long, unles~ we ccn get 
first-hand !nformgtion from a delagcite of the Government of Moxieg. 

Much important ta ECA's are the issues of 1 

the political cind social environmont, with elections to coma in 
1988, with impoct on the.po$~ibility of non-respect of conditio
nality. 

- possible success of a hard core debt cartel 1n case of no financing 
ogreemonts being reached. 

The abuse of private se.ctor credit oa:aociated with capital flight •. 

• The lock of new business oe long ca debtor countries have no occema 
to credits for h!9hly productive projects or imports. 

Those questions hove to be in our minds during tha discussions and 
afterwards in determining our gonerol approach to country policy, 
our behaviour os a group ~owards colleQguea, multilotoral !ostitu
tions.and privote banks, inc::luding &tearing comnittoea an rescho
duling and n•w mon•y. 

.",.,;. -· '," 
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B. Defining the aae and defln.1 tion of o l"Gcoverx elon supported by . 
all partios 

. 
' . 

• 
sub-title~ The s~ope of th• debt relief. ond the omount of· new credit, 

requirod for an export or1entad growth gnd the tnlJcauroa 
to be tak•n for the enhancement of th• creditworthiness 
of Medco 

.. The view of the Government of Mexico ,::_ . 

If the Government of Mexico doea not acgopt to oddroa the f1rat 
meeting of this kind, the IMF could give an overview of the ne90• 
c.t.citions with the Fund and cf the new money roquaat of the prha\e 
bonk& formuloted aft.•r tho latast round of negocl<aU.ona thot lod 
to the stand•by programme to b• approved. 

If the Government of Mexico w.\ shes to illustrate 1b letter of 
intent and its financing needs .to the meeting, it eould bo done in 
thh itClffl 
and evon take the first place on the agendo. 

- Tho view of the Internet ional Monetary Fund 

A des~r1pt1on of the drofted stand-by arrongment could b• given 
here, including tho conditions on new crodita to be committ$d, 
b•fore th• entering into force. 
Thie is an introduction to the discussions on financing the ;op 
in item C below. 

Commenh on the ,cenario'• with differont c:iasvmpt1ona of oil prie••, 
the aeeU"npticns on th• evoluticn of non-oil exports and aervieo•, 
the evolution of impQrts assi.med as necessary for the targeted 
growth, could be included h•r•. 

W• think thot thi• part could fill up the first cloy, ineludin; a 
question time. All the aspects of the IMF intervention are 
concentroted here, with the exc&ption·of the pos11bilitiea of 
further IMF credits in the future and thus the poa$lbility for 
further IMF condi Uonality. Thia is port of item C3. 
~lso tr•cted separately are the details on the debt f!gures· in 
item C6. 



.. . . 

. . 
4 

FFICE NATIONAL DU DUCROIRE 
I 29-8-1986 
I 

,! 

. i C. Financing the gap and conditionality. 

. ,', ~-, 

sub-title I amount of financing olready eomm£tted, envia.oged or 
sollic1toted, w1th elaboration on the Qondltionolity and the .5.0.0.tt.Ol.!!.n_ 
the efficient utilisation of the new oredits. - -- ___ ...., ___ ----~ -- ....... _._ --- --

1. Intervention from the World Bank 
~·- , . .,. 1'..; 1 • 

Severol new credits or• planned, next to already convnltted ones, and 
are more important for the r•turn to c:l"ed1tworthineaa than most peopl• 
assume. 

·l 
' .. l . 
- j -

. l 
' i 
l 

L 
i 
i 
i 
l, 

i· 
L 
l 

Therefore the World Bank could eeize the opportunity to explain the 
moat•r plan behind their different credits in Maxico. 

Th• ECA's are very much interested in the not ao much publicised 
conditions precedent to aome loons, including ,uch elements as trade 
reform, rGorganization of public sector enterprises, chang• of pricing 
mochoniam. 

The projected Trade· Policy Loon, Industrial Recovery ProJeet, 
Induntrlol DeveloprrM1nt ProjsQt ond the Agricultural Program ond Export 
Promotion Progrom could be an excellent opportunity to illustrate the 
contribution fram the World Bank to enforee struotural change&. 

· It could be stressed that this type of influencing con laet during 
successive governments, attrocta lase critioiam from the loc;c:al 
population, and ie eaaior to understand t~on the IMF monetory controls. 

The Wo.-ld Bank could help the ECA's in informing them in o more 
cetnprehensive way about thh t.ype of cond1t1onality. 

An indication of the further World Bank actions (Structurol Adjustment 
Loana t) could also complete the picture. 

Th• IADB pro9rom usually does not include conditionol1ty but has 
overall objectives. or torget sectors and could step up their 
intervenU_on ln Mexico (Boker plan impact). 

They also could attract our attention to some forgotten positive 
elements in the M•xican situation. 

,. , 

... ·.,· 
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The posaibilities of cooperation with Ee.A's in the ease of Me~ieo 
could be a topic for .dbcusdon, po$s1bl)' the start for more 
9yetematic cooperation. 

3. l.1"2-ternational Monetary Fund 

- Indicotion of the limits on IMF credit to Msxico. 

Indic:otion of possible non conditionol funda e.g. t;ompensatory 
financing (petrolel.Atl p~ices). · 

- Poasibillty of enhanced monitoring and ,l"eportin; durins period& 
with no oporative stand-by (if requoeted by Banks or ECA'a) 

• Vit11NS of the different delegations on the adequacy of the 
existing flow of informations in cases like Mexico (black out 
during long periods of discussions going on and off} 

4. Report on th& M~xiean negoeiations with tho b~nkin9 ccmmunit~ 

Indication of speclgl clauses, envisaged for Mexico such as - IMF 
monitoring after IMF stand-by~ review clauses related to oil 
pr.tcea Ct" lnterut•rates, squaUty of treatment of oll cr@di tors. 

5. ~ommitmenh oll"eody obtoined f,..om individual ECA'a or governments 

The IMF seem• to have got alread)' oommitments of new oredit•• 

6. Analysis of the ra$chedul1ne effort required from the ECA's 

Pre5entation of the detoiled debt figures, including detoil on a 
- ~ltiloteral organisot!ona 
• IMF credi ta 
- cOIM\ercial credits (banks) 
• officially guoranteed ccmmercial credits 
- biloteral Qfficiol credits 

/ Public •ector debt 
/ Private sector debt 

= short t•rm 
= medium and lonQ term 

• principal 
• 1nterost 

--
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The informotions above should pennit the evolution of 1 

- the efforts o~ked from the Paris Club l'lllllmbers (d•pondi~g on the 
· cut-off date cmd the nunber of years tQ reschedule) 

the impact of the Paria Club re$cheduling on the BOP-proJoctions 
or the impact of no such rescheduling •. 

!· As a Paris Club on Mexico is scheduled in the near future it 
should be wotched thcst no overlapping of competence occurs. No 
decision whatso•ver shall even be suggested ot the meeting. 

O. New or continued cover from ECA's 

The issue rcihed 1a not a docision on o more lenient ~over policy, 
as it is convened thot this meeting ls only infonnative, deciaiona 
are to be token individually in each notion's competent body. 

sub-title ; ways of getting auppol"t for or9onizin9 uelectivity in 
the use (destination) ond tho offering of new officially supported 
cQtnrnercicl credi ta. · ---------------------------------
Every ECA is confronted with the problem of solection of the type 
of credit they ore going to support or refuae. 

Those ECA's convinced of the neoe$.n.1.ty of organized selo~Uvity aa 
a ff'll'.lans of occellerating the proce$s of res1.ming cover in 
difficult coses, could try to organize some procedures with all 
the parti•• concer-nod gs c follow 1,1p of thh moetinij. 

The portias concerned ore obv1oualy 1 

- the debtor country itself, with plonnina 
plons, national or sectoral developnent 
body tailored to the purpose 

department and ptiorlty 
bonks or •ven a control 

- IBRD, with c:ofinancing, complements to sectoral loons, priority 
aac;tcn•a ••• 

• ECA's themselv•e oa far as a ~on~enaus on the principle of 
•electivity can~• gpproved by g sufficient number of countrtea 

~ The privote banking community 

IMF and ISRD1, they could be convinced to help in or;onizing and 
controlling selectivity for the positive impact on their 
programs as well. 

,. ... 
<"',.. 

--
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Each eCA·can indlviduglly limit 1h intervention to certain 
priority sectors or to complementu of lnternationaly financed 
pl"oj ects or even to crodi t line$ for ex.port promoting c.ontrac;.h to 
·one or soverol davelopment banks. 

Other choices of limitations on eligible contracts ore porf$ctly 
possible and need only to be discussed w.t. th the dobtor country, oa 
it la done by some blager countries.· 

Monitoring and report on the progress by ·the M1Jltinational 
institutions 1• essential, but we need a commitment frc:im a 
competent body in Mexico to fix the .. right pl"iorities. 

Also n•eded ls the d1$cipl1n• from the creditors in the credits 
they offer, at least in the period of doubt about tho rGcov•l"y· 
take-off. 

Tour de table for the delegations who wish to.$peak about the 
conditions they could consid•r for l"esUTilng or continuin9 cover on 
medium and long tenn credit to MStxico, ond how they raoc::t to the 
question of selectivity. . 

E. Conclusions obcut the usefu,l lneu oT br inglng th~ parties together 

Whot kind of follow-up c::c:in we aive to thia maet.f.ng t 

What leuons con we drew from the prezumt experience i 

Do we need a coordinoted approach V Will lack Qf concettatlon not 
&ntail de facto: no cover untill tho compatition fotcea u& to 
match 1 

H. V~ EYKEN 
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August 28, 1986 

UNITED MEXICAN STATES 

CONCEPTUAL FRA11EWOR.K FOR A FOREIGN FINAl~CING STRATEGY: 
SERVICING OF OUTSTANDING LOANS FROM COMMERCIAL BANKS 

A.ND NEW COMMERCIAL BANK FINANCING 

Introduction 

In June of 1986, President Miguel de la Madrid 
launched an economic strategy the basic objective of which 
is to achieve sustained growth in a context of fin~ncial 
stability. This objective is reflected in the pathbreaking 
program agreed to by Mexico and the IMF in July, which 
enco1npasses appropriate aggregate demand managemer:it and 
structural refornrs. The new program requires a· new strategy 
for the external sector of the economy. The fundamental 
aspects of external trade, foreign investment·and exchange 
rate policy were announced to the .international banking 

· community -in the communication of July 24, 1986 from the 
.Ministry .of Finance. 

'Ihc new external fin2:nci_ng strategy is :now being 
defined. As regards official creditors, substantial 
progress has been achieved a~ evidenced by the direct 
participation of the World Bank and the IMF in Mexico's 
1986-1987 financing program and the forthcoming negotiations 
with the Paris Club. Mexico is now addressing the.most 
important aspect of its foreign financing: the 
participation of commercial banks. Set .forth below is a 
conceptual framework offered as a working proposal, together 
with illustrations of how the ideas embodied 1·n the outline 
might be applied. 

II. Basic ·objectives 

The underlying premise of the working proposal is 
that a stwcessful external strategy must satisfy both the 
external financing requirements of the Mexican economy and 
the concerns of Mexico's bank ~reditors in light of the 
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constraints to which they are subject.· The basic objectives 
~f the strategy are: -

1. To meet Mexico's anticipated financial 
requirements for 1986 and 1987 within the framework of its 
IMF-supported economic program. 

2, To achieve a more realistic matching of debt 
service requirements· and Mexico's capac·i ty to pay and, at 
the same time, to minimize the amounts of additional new 
money to be procured through separate negotiation over the 
medium te:?'.'111. 

3. To protect the Mexican economy from oil price 
and interest rate shocks. · 

4. To achieve a longer-term solution to Mexico's 
debt problem that will foster the reestablishment of normal 
access to the financial markets. 

III. Working Proposal 

The framework for the working proposal consists of 
three parts· that address, respectively, the cost of Mexico's 
previously rescheduled commercial bank debt and its 1983 and 
1984 new money loans, the repayment profile of this debt and 
the means of .financing Mexico's 1986 and 1987 new money 
requirements. 

i. The elimination of spreads on previously 
rescheduled commercial bank debt and on the 1983 and 1984 
new money loans, together with the substitution of cost-of
funds rates for the prime rate, would provide savings of 
more than U.S. $600 .million per annum. These savings would 
in turn reduce future external financing requirements. 

2. To meet the basic objectives outlined above, 
repayment of the principal of and interest on this existing 
debt would be based on constant present value payments 
adjusted to reflect changes in the relationship between oil 

~-~prices and international interest rates. Table 1 
''illustrates a constant present value paYD?ents amortfzation 

scheme with an assumed rep~yment period of 25 years and· 
varying interest rates. Under such a scheme, actual 
payments are constant if measured at present value, but grow 
in nominal terms over time. Table 2 illustrates th~ same 
sch2.me with the same assumptions, but the payments are 
adjusted to reflect variations in the relationship between 
oil .prices and interest rates. The prices of oil and 

2 



interest rates shown in Table 2 for the years 1987-1991 are 
consistent with the assumptions contained in Mexico's 
medium-term economic program. For· illustrative purposes, 
the table reflects an unfavorable relationship between oil 
prices and interest r~tes through the year 1997 and a more 
favorable relationship thereafter. The effect of the 
adjustments in Table 2 is to reduce payments in early years 
and to increase payments in later years in comparison to the 
payments stream shown in Table 1. This example reflects the 
synunetrical nature o~ the adjustment m~chanism contemplated. 

3. As regards new money for 1986 and 1987, the 
quality of the banks' asset would be enhanced if a portion 
of this n_ew money were used to purchase a zero coupon bond 
issued by the World.Bank and pledged to secure repayment bf 
the principal of the new ~oney. The zero coupon bond would 
have a value at maturity equal to the total amount of new 
money borrowed. From the banks' point of view, the risk of 
principal repayment would nJt be a Mexican portfolio risk, 
but a World Bank risk. From the Mexican point of view, 
defeasance of the additional debt from the outset would 
improve expectations as to Mexico's economic future. 

IV. Conclusion 
, .. :..---=.. 

This working proposal is meant to constitute an 
integral and flexible approach to the questions of debt 
management and new money. It is intended to provide a basis 
for constructive discussion, and it·s essential features have 
hr:·Pn prPsented to the ?crik .Advisory Grcup fer }~l,·xico. 
MGxico's agreed letter of intent addres~ed to the 
International Monetary Fund on .July 22, 1986 (and 
distribµted to Mexico's commercial bank creditors) 
refergnces two contingent financing schemes related to the 
behavior of oil prices through the end of 1987 and the 
recovery of Mexico's economy in 1987. The precise mechanism 
by which these schemes are to be implemented and their 
relationship to the other elements of Mexico's 1986-1987 
commercial bank financing program are in the process of 
definition. 

3 



25-YEAR AMORTIZATION SCHEME WITH CONSTANT PRESENT VALUE PAYMENTS 

==================~========~=========~========================-== 

YEAR INTEREST PRINCIPAL REFERENCE ACTUAL PRINCIPAL 
RATE BALANCEl PAYMENT2 PAYMENT 3 ADJUSTMENT4 

1987 7.00 52461).00 3672.20 2245.29 1426.91 
1988 7.00 53886.91 3772.08 2402.46 1369.63 
1989· 7.00 55256a54 3867.96 2570.63 1297.33 
1990 7.00 56553.87 3958.77 2750.57 1208.20 
1991 7.00 57762.06 4043 .. 34 2943.11 1100.23 
1992 8.00 58862.29 4708.98 3178.56 1530.42 

-1993 8.00 60392.71 4831. 42 3432~85 1398.57 
1994 9. (H) 61791.28 5561.22 3741. 81 1819.41 
1995 9.(1!) 63610.69 5724.96 4078.57 1646.39 
1996 10. (11) 65257.08 6525.71 4486.42 21)39.28 
1997" 1 (I. (1(1 67296.37 6729.64 4935.1)7 1794.57 
1998 9.00 69090.94 6218.18 5379.22 838.96 
1999 9.00 69929.90 6293.69 5863.35 430.34 
2000 8.00 70360.24 5628.82 6332.42 -703.60 
2001 8.00 69656.63 5572.53 6839.01 -1266.48 . 
2002 7.00 68390. 15 · 4787.31 7317.75 -2530.44 
2003 7. (1(1 65859 • .71 4610.18 7829.99 -3219.81 
2004 7.01) 62639.91 4384.79 8378.09 -3993.29 
2005 7 o (u) 58646.61 4105.26 8964.55 -4859.29 
20(16 7.00 53787.32 3765.) 1 9592.07 -5826.96 
2(1(>7 . 7. (1(1 47960.36 3357.23 10263.52 -691)6.29 
2008 7.00 41054.07 2873.78 10981.96 -8108.18 
2(H)9 . 7 .·oo 32945.89 2306.21 11750.7(1 -9444.49 
2010 7.0·0 23501.40 1645.10 12573.25 -10928.15 
2011 7.0(1 12573.25 880.13 13453.38 -12573.25 

7.72 109824.61 162::84. 61 -52460. 00 

Principal Balance from ·preceding period pius 
Principal Adjustment from pieceding period 

3. Constant present value payment: Principal 
Balance ~t beginning of each year divided 
by remaining number of years and multiplied 
by 1 plus interest rate for such year · 

Interest on Principal Balance 4. Reference Payment minus Actual Payment 
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2. 

25-YEAR AMORTIZATION SCHEME WITH ADJUSTED CONSTANT PRESENT VALUE PAYMENTS 

' - - ---------------- ---------=-=----------------------
YEAR 

1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2(H)I) 

OIL PRICE INTEREST PRINCIPAL REFERENCE 
US $ RATE BALArlCE 1 PAYMENT 2 

ACTUAL PRINCIPAL 
PAYMENT3 ADJ0STMENT4 

2001 
2002 
2(>(J3 

20(14 
2005 
2006 
2007 
21)(18 

2(11)9 

201.0 

11. 00 
11.40 
11. 90 
12.40 
12.90 
14. (1(1 

16.00 
18.00 
21). (II) 
22.00 
24.(10 
26.00 
31). (H) 

30.00 
3(1.(11) 

30.00 
30.00 
30. (>(I 

3(1. (H) 

30.00 
30.00 
30.00 
31).(10 
30.00 
30.00 

23.58 

7.00 
7.00 
7.00 
7. (H) 

7.00 
8.00 
8. (>I) 

9.00 
9: (ll) 

10. (It) 

1(1.(J(I 
9.00 
9.0(1 
8.00 
8.00 
7.00 
7.00 
7. (1(1 

7. (I(> 

7.00 
7.0(1 
7.01) 
7. (11) 

7. 1)(1 

7. 1)1) 

7.72 

52460.00 
547'.20.88 
56986.31 
59227.32 
614::24.25 
63554.46 
664~3.82 
68980.64 
72105.46 
75067.66 
786~6.37 
81751.34 
82892.97 
82535.53 
79639.75 
75752.40 
68510.36 
59883.25 
49712.64 
378~4.72 
240:28.90 
8116.32 

0. (ll) 
0.0(1 
(l.00 

P~incipal Balanc~ from preceding period plus 
Principal Adjustment for preceding period 

Interest on Principal Balance 

3672.20 
3830q46 
3989.04 
4145.91 
4299.70 
5084.36 
5313.11 
6208.26 
6497.59 
7506.77 
7862.64 
7357.62 
7460.37 
6602.84 
6371.18 
5302 .. 67 
4795.73 
4191. 83 
3479.89 
2647.73 
1682~02 
568.14 

o.oo 
o.oo 
o.oo 

108870.04 

141 L 32 
1565.03 
11.·rn. 03 
1948.98 
2169.50 
2224.99 
2746.28 
2993. 4,:i 
3625.39 
3948.05 
4737.66 
6215.99 
7817.80 
9498.63 

10258.52 
12544.71 
13422.84 
14362.44 
15367.81 
16443.55 
17594.'60 
8684.47 

(>. (H) 

(1.00 
0. (>(I 

161330.04 

2260.88 
2265e43 
2241.01 
2196.93 
2130.2(> 
2859.36 

· 2566. 83 
·'3214 •. 81 

2872.20 
3558.71 
3124.97 
1141.63 
-357.44 

-2895.79 
-3887.34 
-7242.04 
-8627.11 

-1(11 70. 61 
-11887.92 
-13795.82 
-15912.58 

-8116.32 
o. ()<) 

o.oo 
(1.00 

·-52460. O<).. 

' 

3. Constant present value payment as shown 
in Table 1 adjusted to reflect relation
ship between oil prices and interest rates 

4. 1te ference Payment minus Actua 1 Pa'ymen t 
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INTERNATIONAL MONET ARY FUND 

August 7, 1986 

Mr. Guitian: 

Mexico--Cornments on the 
Staff Report 

Attached are comments on the 
draft staff report for Mexico which 
was reviewed by me. 

cc: Mr. Brachet 
Mr. Johnson 
Mr. Hino 
Mr. Duran-Downing 

David LiptonvJ).., 



August 7, 1986 

Mexico--Comments on the St~f Report 

External finance issues 

1. Discussion relating to the rescheduling of debt service obligations 
is conspicuous in its absence. With regard to rescheduling of obliga
tions to official creditors, in contrast to the last Paris Club meeting 
which was kept secret, there have been sufficient public statements 
about the possibility of more official rescheduling that it seems unnec
essary to avoid the subject in the current report. In fact, we presume 
that the statement (on the bottom of page 35) that the authorities feel 
confident that official sources of financing will provide some US$6 bil
lion refers in part to;officiai'rescheduiirig. While the phrase Paris 
Club could be avoided, we wonder whether there is a good reason not to 
mention official rescheduling and, for that matter, export credits. In 
this connection, even though quantification need not be included, we 
find this statement on the authorities' confidence somewhat awkward. 
Does the reference to a "marked increase in credit available from the 
World Bank and bilateral creditors" imply that indications have been 
made pertaining to Mexico, or is this a more general observation? 

2. Projected percentage .changes in bank exposure to Mexico are 
presented in some detail (on page 36). We would urge the inclusion of a 
similar analysis for official creditors. Its absence may create the 
impression that the relative contribution of the banks is great, when in 
fact comprehensive projections would indicate the contrary. 

General presentational points 

1. The argument (on page 14) that full and speedy adjustment for lost 
export earnings might so disrupt production and employment that orderly 
relations with creditors would be jeopardized should be qualified much 
more carefully so as to limit is implications to the circumstances of 
Mexico. It would not be desirable to unnecessarily encourage other mem
bers to shy away from needed adjustment by focusing attention on this 
issue. 

2. The sentence (on page 15) suggesting that external financial 
support should be provided particularly from creditors involved in 
efforts to expand oil production capacity is unclear. Is it intended 
that calculations of creditor contributions will include this crite
rion? Or is this a veiled suggestion that these creditors invested in a 
risky enterprise and must share the losses arising from unfavorable out
comes? In either case, the line of reasoning is questionable. 

3. The discussion of monetary correction of the budget deficit data 
refers (twice on page 17 and once on page 20) to the "inflationary" 
component of internal public debt service. This term would permit the 
inference that the component causes rather than reflects inflation. 
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Perhaps the term inflation component (which :tJ used once on page 20) 
could be used. 

4. The explanation (on page 18) that.the authorities are not in a 
position to advance an estimate of the 1987 inflation rate may create an 
unwanted impression that no reasonable, even if tentative, estimates of 
future budgetary needs have been prepared and that only a very short
term analysis of Mexico's problems underlies the current program. 

5. Should the phrase "prior import requirements" (on the eleventh line 
of page 33) be prior import deposit requirements? 

6. The statement (on. page 36). that creditors need to be assured that 
adjustment will permit Mexico to maintain orderly relations with credi
tors and the explanations that follow on how this is to done might seem 
to call into question standard Fund practices in other cases. Is this 
not one of the goals of Fund-supported economic programs? Secondly, the 
sentence describing "safeguards" (also on page 36) could be reworded to 
avoid raising doubts about whether the program itself is satisfactory. 

7. Given that the volume of oil exports have been closer to 1.5 mbd in 
the recent past, it would be advisable to discuss the factors explaining 
the current assumption of volumes of 2.3 mbd in the remainder of 1986 
and of 1.3 mbd in 1987. 



INTERNATIONAL MONETARY FUND 

August 5, 1986 

Mr. Finch 
Mr. Guitian 
Mr. Duran-Downing 

Attached is the version of 
the Mexico table that was 
facsimilied to Paris. It is 
somewhat different than the 
draft you saw earlier, as it 
was revised on the basis of 
comments. from Mr. Pujol. 

Attachment 

K. Burke Dillon 
ifbo 

b 
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Mexico: Public Sector Capital Account 

(In billions of U.S. dollars) 

Total net drawings 

Commercial banks (net) 
Outflows 

Amortization due before MYRA 
Prepayment of 1983 Jumbo loan 
PEMEX acceptances 

Inflows 
Restructuring under MYRA 
New rollover/restructuring 
New money 

Official bilateral creditors 
Outflows 

Amortization due on debt 
as of December 1985 

Amortization due on new debt 

Inflows 
Paris Club rescheduling 1J 
New credits 

Multilateral development banks 
Amortization due 
Drawings 

Other, net !:J 

Memorandum item: Interest due 
Commercial banks 

Debt end-1985 
Rescheduling/new money 

Official bilateral creditors 
Debt end-1985 
Rescheduling/new money 

Multilateral development banks 
Bonds and short-term debt 

1986 

5.5 

3.5 
-8.3 

(-7.1) 
(-0.9) 
(-0.3) 

11.8 
(6.8) 
(1.5) 
(3.5) 

o.7 
-1.6 

(-1.6) 
(--) 

2.3 
(0. 7) 
(1.6) 

1.1 
-0.5 

1.6 

0.2 

-6.0 
-4.8 

(-4.8 
( ... ) 
-0.5 

(-0.4) 
(-0.1) 
-0.5 
-0.2 

August 5, 1986 

1987 

5.1 

2.5 
-13.8 

(-10.8) 
(--) 

(-3.0) 

16.3 
(10.3) 

y (3.5) y 
(2.5) 

1.5 
-1.3 

(-0.9) 
(-0.4) 3! 

2.8 
(l.O) 
(1.8) 

1.6 
-0.5 

2.1 

-0.5 

-6.o 
-4.7 

(-4.1) 
(-0.6) 
-0.5 

(-0.3) 
(-0.2) 
-0.6 
-0.2 

];_/ Includes the rollover of US$0.3 billion of PEMEX British 
acceptance facility in 1986 and US$3.0 billion of PEMEX US acceptance 
facility in 1987, the restructuring of US$950 million of 1983 Jumbo loan 
in 1986, and the restructuring of US$0.3 billion in 1986 and US$0.5 bil
lion in 1987 of amortizations due after the MYRA. 

2/ Repayment of debt contracted in 1986. 
·':f; Assumes 90 percent of service falling due in August-December 1986 

ancf January-December· 1987. 
4/ Includes bonds and private placements;. interest rebate; and short

term capital. 
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INTERNATIONAL MONETARY FUND 

July 24, 1986 

Mr. Brau 
Ms. Dillon 

Attached please find data on 
disbursements and outstanding stocks 
of debt due to official creditors 
that have been provided by the 
Mexican authorities. 

The total outstanding stock 
diffe:is only slightly from data 
that appears in other reports. 
Data oµ disbursements include short
term operations. 

Attachment 

Luis 

cc: Mr. Beza 
Mr. Pujol 
Ms. Xafa 

c;; 

s-~ 
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CLQ/MEX: tbmexclq July 24, 1986 

Table Mexico: Public Sector Debt due to Official Creditors 

(In millions of U.S. dollars) 

.Outstanding Stock Disbursements 
End-1985 1985 Jan. June 

(In millions (In percent 1985 1986 
"of dollars) of total) 

·''. /', 

; :,. 

United States 1,197.0 27.8 513.9 291.2 352.5 ~: 1' ;., '~ 

United Kingdom 535.0 12.4 70.4 29.8 20.1 
France 557.3 12.9 225.8 -53 .4 67.o 
Japan 1,148.5 26.6 3o7.o 164.8 143.8 

'·· Germany, Fed. Rep. of 161.4 3.7 59.4 19.0 29.3 

Canada 162.6 3.8 12.7 11.4 13 .9 
Belgium 54.9 1.3 16.7 3.7 4.2 
Netherlands 13.8 0.3 ... 
Sweden 125.9 2.9 16.2 10.1 7.6 

-~, 
42.6 8.7 ·.,'[ Italy 1.0 8.7 

Spain 205.6 4.8 23.o 11.2 41.1 
Portugal 11.2 0.3 
Brazil 17 .6 · o.4 3.8 3.8 
Switzerland 63.4 1.5 29.8 5.8 4.8 
Finland 0.1 

Norway 1.1 0.8 0.6 
Austria 5.7 0.1 ... 
Czechoslovakia 9.5 0.2 5.2 4.5 
German Dem. Rep. 0.2 0.2 ... 
Other 13.9 

Total. 4,313.5 100.0 1,293.6 618.2 698.2 

Source: Ministry of Finance and Public Credit. 
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INTERNATIONAL MONETARY FUND 

TO 

FROM: 

Ed Brau 

1-\X 
Miranda Xafa 

Re: Mexico 

July 22, 1986 

Table 1, which was attached to my. 
memo of June 4 comparing Berne Union to 
BIS/OECO data, shows the stocks and flows 
of officially supported export credits to 
Mexico and to the 15 Baker countries over 
the eighteen months to mid-1985. Table 2 
also shows the stocks and flows of 
nonguaranteed bank credits to Mexico. All 
flows are adjusted for exchange rate changes, 
using the currency composition of bank credits. 

cc: Ms. Dillon 
Mr. Duran-Downing 

. -
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,> ~; ' ElCHAtJ:::~T~- A~U:rn ':LOWS, 1/ > ~ ~tJ, ::~~~::~!ti! 
OFF IC !ALL; I :":::::::/;;o;:s:~::; ,:;o;;; ::::;;:"c:::g:: 15 BAKER COUHTR !ES < . ; :/;j;:,;;~; 

============================-=======FLOl~S _=============== _ ================= -----~--STOCKS-----------_ , ... · ... /'.:>;:;:;{;\:;'· 
· 1984 ., 18 months ta mid-1985 ·-- -~l!lid-1985 > .. , :''i'· .. \.:,,-,,,; 

------------------------------------ ------------------------------------
Berne Union OECD/BIS ,. ··Berne Union ·• OECD/BIS . ,Berne Union 

:.::,1~i':)})t::~'~.-~;:.:.'.-:: - ;._.. - . . ----- .----------. 
·_..;;\}COUNTRY (in US $) (in i.) (in US $) (in i.) (iri US $) - (in Y.l (in US $l (in %) \ (i·n ·us-v' ;'.>:· ,: 

: .. _:_.:~_-_;;'.'.i.-,~ .. -.l.~.-.'..::!.t,'. .. _·_.AB:_':'ro:_gl··_el: ·~ tl_ la: ~ ~-· ;,:_;, __ ·_. :_;_<'._~_/,:_:_:,:.·_. ·.· . ,-.. ( ·:t,1, 059_:_·.~·.i .... · ·.--.-.· 15;_. __ 5n ·. ; '.. '.t_·.·.2.c~.-25 :, '=~Lu·. 9651·:. -~;~~;~~~--=~;~;;;,~--~;;;~~ ---=~~~;;, ------ '.. ---------------. -
• .,-· r . . ' /, :,.·.'.· , ·:' ·<Ji;'\t:~·:·}??(~1$5), .'./2,6;! 

{¢ii~}!hN~l. .i, ($1,331 l \Z~:;!;. .. \$!~i) ,'{i~: ;!;. ~$1 (;:;; ::.~;'. ~~:; . ,:,>(;!!)· ,',:.o::~· ~;! . · ., , ; ~17.JB:r .. ·9 ,924 ;.,;,,i:;{· 

: :;::~:::~:\;vol re• '' !:::::. -26.28! i' •;;; 3i: :;i . ;;;;4)' ·_:,: ;;; fa/ii 'if::: h~.f;::~_:_I_:_ttr_i :i !.1,.:1:5
1 

T.~·_'[_)_:_~.~.:t.:.!_i·:'i!':_·.i:_:_-,:_;i_i_'._;·;':_~,;;,:· 

·',i:)if;~Ji-,iador' .'.>,;"\,~_;:~·: ($134) '-17.67'!. :.(02% · •. · · · . 
::';;;;~,fti"exico ,, · :,,":.,. 6. 82% .- H 1955 $6 1833 ·,:-; .,.,r~: 

·))&:f~~-r~~~~ . 2
1
. 3
9 

•• 2
8
.7,.~= .. ·· '·: $2 1695 $2 1486 · · · 

·:·"~./:1p~;t,1ge1lc ··-,$11,546 t-6,219 _ _: .. , .. ~:( 
~it{{t':·Peru ·:". <·' · 4.871. $2 1041 $1,386 '. -
.··-<-:::; Philippines 24.83l H,597 $3,895 

{{[;:-t~:~~!1a . ~;::;;, $2,112 $1:;~! 

·" ($517) _c- o,•1 $716 11. 56;. '1aJ!J1 

($199) -7.68~ $496 27~29/. 
m,3BO> -25.lOi ($193) -4.(16;, 

($122) -5.501 $216 . 16. 777. 
($5W -11.06i: $672 24.137. 

$14 12.31% 
($800} _,,-o (tC•'-/ $79 5.34:~ ""u,•.•1..•:, 

.. ($451 
($705) ; -8.14% $644 
$106 4.1 ll $,670 

($1,922) -14.2n $1,447 
($1821 -8.207. $95 
($475) -9.37Z $1,100 

$21 
($736) -25. 85~~ ($119) 

··'.:·;:~b;aws·,·i1os1a:via '-4.82% ·-:._. ~4,942 $3,607 
._ .. ;~t} ·------------------------------------------------------------------------------------------- -------------------------

($619) -10.93i: ($273) -7.027. {$725} -12. 79'/. (]278) 

, ... ~- ·15 Bal:er countries Ct-9,180) -15.65l $1 1 607 4.117. m,750) -13.22,. $3,761~ 9.61% $6l,19B $42,916 

-:''\/'.\,:?·'·: /. :;. 
:···.Memorandum i tern: 

. ,:: ;, \·:: ·:·~------------------
.. / Unadjusted fl mis to 

l('.:.:\1.?, ~ak.~r,.;co~ntri~,s .. ~: ,. $928 2.30% $3 1094 7.80% , .. / . .:::.:.-.-<. -/:C~\f;V/); 
. ;\[l\,J;~rz,,:}:,:: .·. ,, . .... \r ' , .. 

;"-\::'.:.1/ Berne Union. data are reported on an exchange rate adjusted basis; exchange-rate adjusted BIS/OECD data i.ere derived ~-_;;:;f)?i~*-t~ 
;)tf,){on.the ·basis··af the procedure outlined in Miranda Xafa's note of t1ay 1, 1986 1 using H,e debtor-country specific currency· ,;:<;_~_;.,:-.c:,;.;:i 
j\~W-i¥/c_oi:ipo'si tion' o(bariks ere di ts to nanbanks ohtai ned from Bureau of Stat i sties. 
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Table 2 

Mexico: Officially Supported and Nonguaranteed Bank Credits, BIS/OECD 

(in millions of U.S. Dollars) 

UNADJUSTED AND ADJUSTED DATA WITH ABSOLUTE AND ANNUAL PERCENT CHA~lGES: 
~ L-c:, w.s 

.6.. _,),,. 
ANNUALIZED 

UNADJUSTED UNADJUSTED ABSOLUTE 83-mid85 
1983 mid-1985 CHANGE Z CHANGE 

Officially supported 
export credits $6,218 $6,833 $615 9.89% 

-- Non-bank .f-7 • ,o ... J,'l'h, $3,907 $459 13. 317. 
-- Bank guar. $2,770 $2,926 $156 C' '""'" J,Q.)/, 

uonguaranteed bank $69,353 $68,873 ($4801 -0.69i. 

ANNUAL 
UNADJUSTED UNADJUSTED ABSOLUTE 83-84 

1983 1984 CHANGE '!. CHANGE 

ADJUSTED ADJUSTED 
83-mid85 83-mid85 

ADJUSTED UNADJUSTED ABSOLUTE ANNUALIZED 
lOO"t 

""' mid-1985 CHANGE X CHANGE 

tsb,83ij ~ 
-. 

$6,189 . 6.827. 
>7 .,7") 
.;-,.:,,'7 . .:•L n,907 $475 9.03% 
$2,757 $2,926 $169 4.04i. 

$69,031 . f$68,B757 ITn5611 -0.15% 

ADJUSTED ADJUSTED 
83-84 83-84 

ADJUSTED UNADJUSTED ABSOLUTE ANNUAL 
1983 1984 CHANGE i. CHANGE 

-------------------------------------------------------------------------------------------------
Officially ~upported. 

export credits $6,218 $6,905 $687 11. 057. $6,189 $6,905 $716 11. 567. 
-- Non-bank $3,448 $3,857 $4(19 11.867. $3,432 $3,857 $425 12.38i. 
-- Bank guar. $2,770 $3,048 $278 10.04% $2,757 $3,048 $291 10.557. 
Nonguaranteed bank $69,353 $69,430 $77 O.llX $69,031 $69,429 $398 0.587. 
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To: Mr. Finch July 18, 1986 

From: Peter M. Keller 

SubJect: Mexico: Request by Paris Club Officials for a 
Survey of Creditor Countries' Attitudes .. 
Ms. Dillon called from Paris last night to say that, at the 

delegation heads' dinner, the chairman of the Paris Club had requested 
the Fund to survey the stance of creditor countries' export credit 
policies under the following alternative assumptions: 

(1) No Paris Club rescheduling of Mexican public 
sector debt. 

(2) Paris Club rescheduling with a cut-off date of 
December 20, 1982. 

(3) Paris Club rescheduling with a cut-off date of 
December 31, 1985. 

The results of this survey should be reported to the Paris Club in 
aggregate only, with the report focused on quantified estimates of new 
flows from official creditors under these three scenarios. 

Ms. Dillon said that this proposal was initially advanced by 
the U.K. delegate, then supported by the United States and the 
Chairman. Japan and Germany did not commit themselves, but the German 
delegate appeared to support implicitly this request. Ms. Dillon · 
indicated that the officials did not indicate how the survey results 
would be used. 

cc: Mr. Guitian 
Mr. Brau 
Ms. Dillon (o/r) 
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;,,,, tS Office Memorandum 

~1'~11"1~ 

TO: 

FROM: 

Mr. Brau 

"'-X M. Xafa 

SUBJECT: Mexico - Debt Service due to Official Creditors 

July 21, 1986 

R.-e~s~ 

Attached are the estimates of debt service payments due to 
official creditors in 1986 and 1987 provided by the Mexican authorities. 
(Table 1). These exceed the Paris Club and Berne Union estimates 
roughly by the amount due to the CCC, which is not reported to the Berne 
Union (Table 2). 

According to these figures, which cover the public sector 
only, most of the debt service due in 1986 has been paid. This leaves 
$825 million due in the second half of 1986 and $1,056 million due in 
1987 eligible for rescheduling assuming an end-1985 cutoff date.·· 

cc: Ms. Dillon 
Mr. Duran-Downing 
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A. 

B. 

c. 

Table 1. Mexico: Debt Service due to Official Creditors 

by the Public Sector 

(In millions of U.S. dollars) 

1986 1987 
Principal Interest Total Principal Interest Total 

Debt service due 1,656.0 468.6 2,124.6 666 400 1,066 
Of which: 
Bilateral 908.0 352.4 1,270.4 582 . . . ... 
Suppliers 82.0 12.0 94.0 33 ... 
CCC 666.0 94.2 760.2 51 

Debt service paid, 
Jan-June 1986 1,012.8 286.6 1,299.4 

Of which: 
Bilateral 500.0 218.5 718.5 
Suppliers 24.8 7.5 32.3 
CCC 488.0 60.6 548.6 

(=A-B) Eligible debt service 643.2 182.0 825.2 y 666 400 1,066 Jj 
Of which: 
Bilateral 408.0 143.9 551.9 582 .... 
Suppliers 57.2 4.5 61.7 33 ... 
CCC 178.0 33.6 211.6 51 ... . .. 

Source: Based on data provided by the Mexican authorities. 
1/ Assuming 90% of principal and interest are rescheduled, the debt relief obtained would 

ama"unt to $742.7 million in 1986 and $959.4 million in 1987. 
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July 19, 1986 

Table 2. Mexico: Debt Outstanding and Debt Ser~ice Due to Paris Club Creditors 

(In millions of U.S. dollars) 

End-1985 1986 1987 1988 1989 1986 and 
Debt out- Of which: and beyond: 
standing In arrears beyond sum of 

Debt service debt 
service 

A. Paris Club statistics ];j 
1. Public sector 

Principal 1,007 632 390 l, 296 3,325 
Interest 253 204 162 437 1,056 
Total 5,256 838 ]_/ 1,260 837 551 1,733 4,381 

2, Private sector 
Principal 260 201 184 604 1,249 
Interest 101 79 67 150 397 
Total 2,037 220 361 280 251 754 1,646 

Of which: 
PRD: 

Principal 35 26 29 21 111 
Interest 36 24 22 82 
Total 4/ 426 67 71 50 51 21 193 

Not PRD:-
Principal 225 175 155 583 1,138 
Interest 65 55 45 150 315 
Total 5/ 1,611 153 290 230 200 733 1,453 

3. Total, private-and public 
Principal 1,267 833 574 1,900 4,574 
Interest 354 283 229 587 1,453 
Total 7,270 1,058 1,621 1,097 802 2,487 6,007 

B, Berne Union statistics 6/ 
3. Total, private and p-;ihlic 8,309 23 1,448 1,138 880 4,326 7,791 

Of which: 
Short-term 564 
Medium/long-term 7,745 1,138 880 

c. BIS/OECD statistics 
3. Total, private and public 6,8331J 

D, Mexican authorities' statistics 
l, Public sector (principal) 5,326 1,437 827 530 2,530 5,324 

Of which: due to CCC (911) ( ... ) (666) (245) (--) (--) (911) 
2. Private sector (PRD only) 756 366 156 156 78 756 
3. Total, private and public 

Sources: Paris Club, Berne Union, BIS/OECD, and Secretaria de Hacienda y Credito Publico, 
Mexico. 

1/ Based on data provided by creditors, 
°z/ Excludes Japan, Italy, and the Netherlands. May exclude debt due to CCC, 
3°/ Of which: $764 million due to the United States is probably an error. 
°7;/ Excludes Canada, Denmark, Japan, and Italy, Sum of debt service due 1986 and beyond plus 

ar""rears does not add up to end-1985 stock. 
5/ Excludes Denmark, Japan, and Italy, 
?;/ Commitments basis; may include interest due, 
IJ As of mid-1985, 
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INTERNATIONAL MONETARY FUND 

July 21, 1986 

Mr. Guitian: 

·---Attached are our comments on the 
Mexico policy memorandum and technical 
memorandum, which I reviewed myself. 
These comments assume the program is a 
fait accompli and are, therefore, 
technical. 

Personally, I think.creditors are 
going to find the letter very 
unconvincing. There are simply too 
many vague, meaningless statements. 

Also, would it not be better to 
incorporate something to anticipate 
now the questions that are bound to 
arise about the years after 1987? 

cc: Mr. Brachet 
Mr. Duran-Downing 

K. Burke Dillon '/.fl) 



July 21, 1986 

Mexico--Coniments on Draft Policy·Memorandum 

Presumably the letter transmitting this memorandum will incorporate 
the standard undertakings on the exchange and trade system. 

This memorandum might be somewhat more convincing to Mexico's 
creditors if it were shortened. Long strings of sentences that tell the 
reader little or nothing, as on page 6, undermine rather than build 
confidence. Other examples wher·e the commitment is so weak that saying 
nothing might be more convincing are the reference on page 12 to the 
authorities' maintaining their objective of exchange market unification 
and the reference on page 10 to the intent.to "rely more" on interest 
rates. Also, discussions of wage policy are very conspicuous in their 
absence. 

What is meant by the second sentence of paragraph S(c) on page 3? 
It makes no sense to this reader. 

In the sentence that begins on the 10th line from the bottom of 
page 6, is that intention to say that a given percent of the 1985 level 
will (1) be reached and (2) then maintained in 1987? Or is the 
intention to say that the price is now at that level in real terms and 
the nominal price will be raised to maintain that real level? 

In paragraph 12, is the Fund really supporting the introduction.of 
a s~stem of dollar-indexed deposits in Mexico? Why? 

In paragraph 6, pages 13 and 14, i's .not the preferred language 
"spontaneous" rather than "voluntary" lending? 

In paragraph (a) at the top of page 18, it is not at all clear, 
either here or in the Technical Memorandum, how the adjustments ref.e._rred 
to at the end of this paragraph will be made when the price of oil 
fluctuates within the range of $9 to $14 per barrel. 

A few editorial comments are marked directly on the draft. 



July 21, 1986 

Mexico-Comments on Draft Technica·l Memorandum 

Paragraph I.I 

The first sentence is confusing. Do you mean "and declined by," or 
might "and was minus" be what is meant. 

Paragraph I.3 

It is unclear how the conversion to pesos.described at the top of 
page 3 will work in the case of the $500 million economic activity 
adjustment. Will the adjustment for each of the last three quarters of 
the program be $500 million converted at the average exchange rate for 
the first quarter of 1987? 

Paragraphs II.4 and II.5 

These paragraphs state that allowance for adjustment in the ceilings 
in line with the "supplementary productive expenditure cntingency 
mechanism" will be made at the time of the first review, which is to be 
completed by end-1986. However, the base for that adjustment is the 
level of an index for the 12-month period through March 1987. This 
needs to be clarified. 

Paragraph III.9 

Presumably the MEX$63 billion at the top of page 5 is not a typo but 
rather reflects the impact of· the large· foreign borrowing in the fourth 
quarter of 1986. 

Other comments 

·-Is it necessary to define precisely the net international reserve 
concep~ that will be applied for the balance of payments test? 

A few editorial comments are marked directly on the draft. 
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INTERNATIONAL MONETARY FUND 

July 21, 1986 

Mr. Guitian: 

Mexico--Letter of Intent and 
Technical Memorandum of 
Understanding 

Attached are comments on the 
letter of intent and technical 
memorandum of understanding which 
I reviewed myself. 

0, 
E. Zervoudakis 

cc: Ms. Dillon 
Mr. Johnson ·t, 
Mr. Duran-Downing '.-a:'::: 
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J;uly 21, 1986 
/ 

Mexico--Comments on the Letter of Intent and Technical 
Memorandum of Understanding 

1. It is noted in the technical memorandum of understanding that the 
quarterly ceiling of foreign financing will be adjusted upward during 
the first nine months of the· program in full "by the revenue loss that 
results from multiplying the quarterly reference volume of crude oil 
exports times the difference between the prevailing quarterly average 
pric-e and the trigger price of US$9 per barrel." Since this rule 
focuses on oil price (rather than revenue) shortfa,lls, it may enable the 
authorities to qualify for higher foreign financing by, for instance, 
sharply reducing their prices so as to expand the volume of their oil 
exports. (Incidentally, we understand that the "reference volume" 
mentioned above is the agreed projected volume of oil exports rather 
than the volume of exports realized during the quarter. If it were the 
latter, it would give an added incentive to the authorities to behave as 
indicated above.) 

2. The technical memorandum (paragraph 3) provides for an upward 
adjustment of the ceilings on the public sector's net use of foreign 
credit in 1987 if, after the first quarter of 1987, it is considered 
that the economic activity has not behaved as targeted (based on the 
manufacturing output increase) and all the other targets and ceilings in 
the program for end-March 1987 have been complied with. This provision 
may need to be clarified in order to avoid misunderstandings with the 
Mexican authorities. For instance, would the granting of a waiver of 
the end-March 1987 performance criteria be considered as compliance with 
the performance criteria? Furthermore, since the end-March 1987 · 
performance criteria will be set in late 1985, ·they are likely to 
accommodate (at least partially) any slippages in economic performance 
that may have occurred by that time and required waivers or modification 
of end-September or end-December 1986 performance criteria. In other 
words, it would seem essential to incorporate a provision ensuring that 
the upward adjustment in the foreign credit ceiling will take place only 
if the original program objectives and targets are adhered to. 

3. The letter of intent notes (paragraph 20) that if the oil price 
fluctuates within a band of US$9 to US$14 per barrel in a given quarter, 
"the corresponding adjustment will be carried out by a combination of 
reserve utilization/accumulation and exchange rate and credit policies, 
while the operational balance and other relevant program targets will be 
modified accordingly." Since variation in oil prices within the band 
can result in changes in oil revenues by over US$2 billion a year, there 
is a need for the letter of intent to specify the price within the band 
that has formed the basis of the ·program. · (We understand that it has 
been conservatively estimated at US$10 per barrel for the second half of 
1986 and at US$11 per barrel for 1987). Also, some explanation should 
be provided on the envisaged modification of the operational balance and 
other relevant program targets. 
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4. The letter of intent is· unclear as to the size of the programmed 
fiscal adjustment in terms of the "operational" deficit. There is a 
reference to a targeted reduction by 3 percent of GDP (paragraph 6), but 
it is not clear whether this refers to the change in 1987 from 1986 or 
in the 18-month program period from 1985. The sizes (in percent of GDP) 
of the operational deficits in 1985, 1986, and 1987 could usefully be 
provided. 

5. In view of the envisaged recourse to foreign commercial credits 
during 1986-87 at clearly unsustainable levels, it would seem essential 
for the letter of intent to discuss more fully (cf., paragraph 16) 
Mexico's external prospects over the medium term. 

6. In the context of the "lower-end. scenario" (paragraph 20), the 
letter of intent notes that the Mexican authorities request that the 
International Monetary Fund contribute toward the financing of this 
shortfall." Do the authorities (and the staff?) have in mind a CFF 
drawing in case that oil prices fall below US$9 per barrel? 



Of /ice Memorandum 

MEMORANDUM FOR FILES April 4, 1984 

Subject: Mexico--Bilateral Capital Inflows, 1984 

The composition of gross bilateral inflows to Mexico in 1984 
has been changed, according to a recent communication by the authorities. 
Accordingly, disbursements from the U.S. Commodity Credit Corporation 
(CCC) will be limited to US$400 million, i.e., US$600 million lower than 
originally projected. The shortfall will be offset by higher than pro
jected disbursements from other sources--US$400 million from the U.S. 
Eximbank and US$200 million from other bilateral sources (see attached 
table). The Eximbank component will probably come under a US$500 million 
insurance facility approved for FY 1984 (September-August) which could be 
extended through the end of CY 1984. Under this facility, the Eximbank 
provides guarantees on commercial bank loans to finance any type of 
imports (i.e., including food), with a maturity between six months and 
five years. Similar loans under this facility were granted last year to 
Nafinsa and Banco Mexicano de Comercio Exterior, for US$100 million each. 

One issue which will need to be clarified during the forthcoming 
mission is whether the Mexican debt statistics consistently include this 
type of official guarantees on commercial bank loans under bilateral, 
rather than bank creditors, and if so, whether .these types of loans 
would have to be considered when computing the banks' exposure to Mexico. 

Attachment 

cc: Mr. Pujol (o/r) 
Mr. Loser (o/r) 
Mr. Valdivieso 

ra,.,J. -b~ 
Paulo Neuhaus · 

Senior Economist 
Stand-By Operations Division. 

ETR 



Mexico: Bilateral Capital Inflows, 1984 

(In billions of U.S. dollars) 

U.S. Commodity Credit 
Corporation (CCC) 

Other sources 

Total 

Source: Mexican authorities. 

Original 
Projections 

1.0 

1.1 

2.1 

ATTACHMENT 

Revised 
Projections 

0.4 

1. 1/ 

2.1 

1/ Including new loans by the Eximbank of about US$0.4 billion, in 
addition to the US$0.5 billion already included in the projections 
provided by the authorities on April 3, 1984. 
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INTERNATIONAL MONETARY FUND 

March 20, 1986 

· D~puty Managing Director: 

I attach a draft record 
of yesterday's meeting with 
U.S." banks on the Mexican 
Advisory Committee. 

Attachment 

C. Maxwell Watson 
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March 20, 1986 

MEMORANDUM FOR FILES March 20, 1986 

Subject: Meeting with U.S. members of Mexico Advisory Committee 

The Deputy Managing Director met on March 19, 1986 with U.S. 

members of the bank advisory committee for Mexico. Mr. Rhodes opened 

the discussion by stating that the chairmen of the advisory committee 

banks had agreed that commi.ttee members should approach their respective 

national authorities to discuss a ntanber of issues of mutual concern. 

1be U.S. banks had held discussions earlier in the day with the 

Treasury, the Federal Reserve and also with the World Bank. 1be purpose 

of this meeting was to pursue these issues with the Fund. 1be banks 

raised three main issues: progress in securing policy reform in Mexico, 

the rollover on Friday, March 21 of the $950 million principal payment, 

and the structure and terms of the next financial package for Mexico. 

With regard to policy reform, Mr. Rhodes emphasized that the 

banks wished to see a letter of intent to the Fund and a comprehensive 

and convincing program of structural reform with the Bank agreed before 

commitment of a new financial package. Both he and Mr. Coleman 

emphasized the need for linkage of bank f i nancing to policy reforms 

endorsed by both the Fund and the Ba nk. Mr. Rhodes said that Mr. Gurria 

was optimistic on progress with the Bank. Howeve r , the discussions 

earlier in the day had indicated that Bank offic ials were somewhat 

disappointed with the speed of progress on trade reform and the degree 

of movement on other structural issues. Tile banks were concerned that 

Mexico had done nothing to implement the debt/equity clauses in its 

multiyear rescheduling agreement (MYRA), and feared this indicated a 

continuing unwillingness to open the economy to foreign investment. 



- 2 -

On macroeconomic policies, the bankers were hopeful that rapid 

progress might be in prospect; the Deputy Managing Director warned that 

it might take time to secure a satisfactory agreement on fiscal policy 

in particular. Mr. Rhodes pressed the need for the exchange rate and 

interest rates to be kept realistic, to induce corporations to 

repatriate dollars held outside Mexico. The bankers expressed strong 

concern about Mexico's willingness to take measures that would prevent 

capital flight, and indicated that they would resist building a reserve 

increase into the macroeconomic program, in part because it would 

increase the scope to finance capital flight. Pressed by the Deputy 

Managing Director, they di~owever, acknowledge the general case for 

including reserve increases in the Fund programs. They also believed 

that the Mexicans were still overestimating the financing needs, 

including an overly pessimistic interest rate projection.#· 

Turning to the rollover of the $950 million payment, Mr.Rhodes 

stated that the Mexicans were pressing extremely strongly that the 

rollover on March 21-should be for six months instead for the customary 

three months. Such an extension would be difficult to secure from the 

generality of creditor banks, in part because of a concern that this 

request reflected a tactic of deferring bank pressure and leverage, 

because of a likely emergence of arrears during the next three months. 

The banks had suggested 90 days renewal with a goodwill clause. This 

had been refused and the situation was at a deadlock. Mr. Volcker had 

not given specific advice on this issue. With regard to the 

negotiations in general, he had counselled adopting a low profile, 

seeking to work out an agreement with the Mexicans over time, and 
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avoiding confrontation. TI,e Deputy Managing Director made clear that 

the decision on the rollovor was one for the banks to take in light of 

their assessment how important and sensitive this question was for the 

Mexican authorities. 

With regard to the prospective financing package the banks 

emphasized very strongly th,u the next package should not be a 

traditional "plain vanilla" medium term balance of paym.ents loan. Th.e 

maximum use should be made of equity conversion, trade facilities, 

parallel financing and coftnancing with development banks, and oil 

related transactions. There was concern among the banks whether the 

Fund and the World Bank appreciated the degree of resistance to a 

traditional new money pack,a~e. The Deputy Managing Director warned them 

that the financing need of the Central Government, even though 

restrained under an agreelllt\nt with the Fund, was likely to··imply some 

medium term general purpos~ balance of pa~ents financing. Mr. Rhodes 

said that Mr. Volcker had warned of strong pressure from the Mexicans 

for some concession on the interest rate. Re had advised the banks to 

think about repackaging th~ financing in ways that could give a signal 

of movement and allow the Mexicans ·to claim progress in obtaining 

concessions from the banks. Mr. Mulford had ruled out interest capping, 

interest capitalization, or a submarket interest rate; he pointed to the 

case for a concession on the interest spread. 

The banks pressed the need for a Paris Club, but were 

concerned about the possibllity that German and Japanese export credit 

agencies would come off cover. 'nley emphasized that this was a crucial 

problem that governments aaast be pressed by the Fund and the Bank to 

resolve. 
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The banks enquired about the modalities of Fund financing, 

following their earlier discussions with Messrs. Mulford and Dallara. 

Mr. Rhodes quoted Mulford as hinting that exceptional access might be 

available, but said Mr. Dallara had challenged that view. The Deputy 

Managing Director said that Mr. Dallara's. caution no doubt reflected' a 

concern--which was real--about the wider implications of increasing 

access for Mexico. He confirmed that the Special Disbursement Account 
e ~,.:/:;-.,. 

could not be widened to cover Mexico, and t}a'tt1governments had not 

indicated readiness to make a CFF available. The question was raised 
/ . 

whether the EFF could be revived so that an event of default under the 

MYRA (involving the need for a waiver by creditor banks) could be 

avoided. The Deputy Managing Director said that this was not 

realistic. The banks admitted that there would be more worries about 

the MYRA thap a waiver on this particular event of default~ 

On linkage to Fund and the Bank, the Deputy Managing Director 

assured the banks that neither the Fund nor the Bank could proceed 

without satisfactory progress on their respective sides, but he added 

that they could not proceed either without the commercial banks.~ 

Deputy Managing Director indicated to banks that the Fund would wish to 

have discussions at a future date about technical problems that were 

arising from very rigid clauses in bank agreements relating to cross 

· linkage, and from the requirement that 100 percent approval be secured 

from creditor banks for any wa~ver of economic performance.covernants or 

events of default. Mr. Rhodes and Ms. Bauer appeared to indicate that a 
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qualified majority could be introduced in future agreements to avoid 

making approval of such waivers dependent on 100 percent approval by 

banks. 

C.M. Watson 
Chief 

International Capital Markets Division 
Exchange and Trade Relations Department 
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INTERNATIONAL MONETARY FUND 

March 13, 1986 

Mr . Boorman 
Mr. Belanger 

You may be interested in the 

attached memorandum prepared by 

Klaus Regling. 

Attachment 

cc: Mr. Guitian 
Ms. Dillon 

f 

C. Maxwell Watson 
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'\' .. ~; Office Memorandum 

~l'AR,t~ 

To: Mr. Watson March 13, 1986 

From: Klaus Regling · t(Q 

Subject: Mexico--Enhanced Surveillance 

Please find attached the relevant paragraphs which cover 
Mexico's reporting obligations to banks in the context of ES. Legally, 
Mexico is supposed to provide banks with the annual IMF consultation ' 
report for 1986 no later than May 31, 1986 and with the mid-year report 
for 1986 no later than November 30, 1986 (paragraphs VIII and IX of the 
attachment). Ther~ are no provisions in the agreement that would allow 
the replacement of the report;ing requirements under ES by a stand-by. 
(Incidentally, banks probably received the 1985 Article IV consultation 
report, as required under paragraph X of the attachment.) 

However, as Mr. Duran-Downing has told you, the next 
consultation with. Mexico will probably not be concluded before 
end-June/mid-July, possibly together with a stand-by arrangement. Two 
questions could arise: 

--Will banks insist on receiving staff reports, even with a 
stand-by in place? (They did so in the case of Colombia.) 
--If they do, should they receive a staff report that covers 
the consultation and the program? 

Attachments 

cc: Mr. Duran-Downing 
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impact of all debt rescheduling), {C) new external 
financing {including details for both official and 
commercial sources) and (D) year-end levels for 
international reserves (gross and net) and external 
debt (long-term, short-term and debt owed to foreign 
banks); 

(v) upon request of the Majority Banks and 
within 30 days:after they become available, each 
general financial, statistical .or economic report 

· with respect to the Borrower which is furnished · 
after the date hereof to the commercial holders of 
any External Indebtedness of the Borrower; 

(vi) as soon as available for each fiscal year 
0£ the Borrower but not later than 90 days after the 
.beginning of such fiscal year, a copy of tQ!:? J.illl!JJ3) 

,.,_QE,_erativ.e .. Jf.ina.nc.ial. P~qg_r_~l!l_ttogether with an 
_ English translation) for such fiscal year; 

/ (vii) as soon as available for each fiscal year 
of the Borrower but not later than 30 days after the 
beginning of such fiscal year, a copy of the Fed~~al 
Budget (together with an English translation) f.or 
such fiscal year: 

v 

(viii) within five days after the delivery 
thereof to the Borrower (which, on the basis of 
conversations between the Borrower and the IMF, is 
anticipated to occur at the end of April) but not 
later than May 31 of each calez:idar year beginning 
with the calendar year 1986, a _CQPY of .the annual 
IMF .Con.$_Ultation Report foz; such year, to be 
prepared bi the IMF and de11vered to .the Borrower 
pursuant to the Monitoring Procedures; 

.....,.,. (ix) within five days after the delivery 
thereof to the Borrower (which, on the basis of 
conversations between tl+e Borrower and the IMF, is 
anticipated to occur at the end of October) but not 
later than November 30 of each calendar year 
beginning with the calendar year 1986. a copy of the 
m~ear IMF Consul tat ion RJ=po.r.t .. f..or s.uch .. y~. to 
be prep'"'area-·oy-the IMF and delivered to the Borrower 
pursuant to the Monitoring Procedures; provided that 
the mid-year IMF Consultation Report for the 
calendar year 1987 shall be furnished to the Agent 
not later than September 30, 1987; 

II 
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(x) as soon as finalized between the Borrower 
and the IMF, a copy of the Letter of Intent for the 
calendar year 1985 under the IMF Extended Fund 
Arrangement and, within five days after the delivery 
thereof to the Borrower but not later than 

' i 

' 
December 31, 1985, a copy of the IMF report for the 
year 1985 on the consultations with Mexico under 
Article IV of the Articles of Agreement of the IMF 
(it being understood that such IMF report is for the 
last year under the IMF Extended Fund Arrangement 
and will not be prepared_pursuant to the Monitoring 
Procedures); · 

(xi) such other f inanciaL statistical and 
general information (including reasonably detailed 
reports on any rescheduling or restructuring of 
External Indebtedness) about the Borrower, Banco de 
Mexico and any other Governmental Agericy as the 
Majority Banks may from time to time reasonably 
request through the Agent; and 

(xii) as soon as possible and in any event 
within five days after the occurrence of any Event 
of Default or event which, with the giving of notice 
or lapse of time, or both, would constitute an Event 
of Default, a notice setting forth the details 
thereof and the action which the Borrower proposes 
to take yith respect thereto. 

End Quote 

PART A-11. Amendment to Section 8.0l(e) -- IMF. 
Section 8.0l(e) of the Credit Agreement is amended to read 
as follows: 

Quote 

(e) IMF. Maintain its membership and eligibility -, 
·to use the general resources of the IMF and make each 
purchase scheduled to become available in 1984 and 1985 
to the Borrower under the IMF Extended Fund Arrangement 
not later than 105 days after the scheduled avai labi 1 i.ty 
date for such purchase indicated in Schedule 2; provided 
that if the purchase scheduled to become available in the 
first calendar quarter of 1985 is conditioned upon 
compliance with performance criteria for such quarter,· 
such purchase shall be made not later than 135 days after 
the scheduled availability date for such purchase 
indicated in Schedule 2. 

End Quote 
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Mexico--Briefing Note 

1. Recent Economic Developments 

Mexico's performance during 1985--the third year of the extended 
arrangement with the Fund--was much weaker than programmed. The public 
sector deficit reached 8 1/2 percent of GDP, double the proportion 
envisaged in the program. Significant deviations developed in the 
fiscal program~only partly due to softening world oil prices--which 
together with a larger than programmed expansion in net credit to the 
banking system led to a sharp increase in the net domestic assets of the 
Bank of Mexico. In these circumstances, exchange rate policy proved to 
be insufficiently flexible and during the first seven months of 1985 net 
international reserves declined by US$3.2 billion. 

The deterioration in the external payments situation, led the 
authorities to introduce a managed float of the controlled official 
exchange rate at the end of July 1985--following a devaluation of 
17 percent--and to authorize commercial banks to operate in the parallel 
market through exchange houses. At this time, a widespread liberaliza
tion of import permits was also enacted. With the introduction of the 
managed float, net international reserves stabilized and the total loss 
of reserves for the year as a whole was kept at US$3.4 billion. 

For the year as a whole, the effective real depreciation of the 
Mexican peso reached almost 17 percent. The differential between the 
exchange rates in the controlled and the free markets began to widen in 
the second quarter of the year and reached almost 50 percent by October 
but declined to about 23 percent by the end of the year. Last year, the 
strong surplus in the current account of the balance of payments 
registered in 1983 and during most of 1984 virtually disappeared, 
reflecting both domestic demand pressures and an erosion in 
competitiveness through early 1985. As the official capital was in 
virtual balance, the strong reserve decline reflected a net private 
capital outflow close to US$4 billion. 

Economic activity expanded at 4 percent (a faster pace than 
contemplated in the program) and inflation--as measured on an end period 
basis by the consumer price index--accelerated and reached 64 percent by 
December compared with about 59 percent in 1985 and with around 40 per
cent contemplated in the program. 

2. The·Mexican financial program for 1986 

The Mexican authorities have prepared a budget for 1986 aiming at a 
halving of the fiscal deficit. The budget assumes a reduction in the 
rate of inflation to 50 percent and a decline of about 1 percent in real 
GDP. Key assumptions behind this scenario are the price of crude petro
leum at US$22.5 per barrel and exports at 1.5 million barrels per day in 
average for 1986. 
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The fiscal plan calls for a reduction in the deficit from the 
equivalent of about 8 1/2 percent of GDP in 1985 to about 4 percent of 
GDP in 1986, and for·a decline in the overall financial requirement of 
the public sector (including the operations ~f financial intermediation 
of the developments banks and official trust funds) from nearly 10 per
cent of GDP in 1985 to less than 5 percent in 1986. The bulk of ,the 
adjustment is to fall on expenditures, with emphasis on current out
lays. On the monetary front, the authorities project a decline in 
monetary aggregates in real terms of about 11 percent for the year as a 
whole. The contraction in total credit in real terms allows for an 
accumulation in net international reserves of about US$1.l billion. The 
current account of the balance of payments is projected to register a 
small surplus {US$0.3 billion) similar to that in 1985. Net official 
capital inflows are contemplated to reach US$4 billion--required to 
finance the public sector--but private sector operations (including 
errors and omissions) are expected to result in a net outflow of around 
US$3 .2 billion. 

3. Relations with the Fund 

The extended arrangement with the Fund went off track by end June 
1985 and expired by end December 1985. Following the earthquakes of 
September 1985, the Mexican authorities requested an emergency purchase 
equivalent to SDR 291 million--25 percent of quota--which was approved 
by the Board on January 10, 1986. Negotiations on an adjustment program 
for 1986 are in progress. The program would be supported by a new one 
year stand-by arrangement with Mexico. Fund financing for Mexico under 
the emergency drawing and for the new arrangement would total 
SDR 909 million equivalent to the amount not drawn under the third year 
of the extended arrangement which repr.esents 78 percent of Mexico's 
quota. The emergency drawing absorbed SDR 291 million, leaving 
SDR 617 million (53 percent of quota) to be phased in four similar 
purchases over the course of th~ program. Mexico might also qualify for 
compensatory financing of an export shortfall during 1986 for as much as 
86 percent of quota (SDR 967.4 million) but this will partly depend on 
the future outlook of the petroleum market and the timing of the 
approval of the new arrangement in order to fulfill the requirement of 
cooperation with the Fund. In that event the total entitlement under 
any CFF drawing might have to be adjusted to avoid double compensation 
with the emergency drawing. 

During the discussions in Washington with Mexican officials the 
staff has raised a number of issues with reference to the budget and 
other projections submitted by them for 1986. Concerning the fiscal 
situation, st.ress was laid on the need for prompt positive results under 
the 1986 plan. The authorities agreed with this point, but they have 
yet to present the detailed projections that would confirm such objec
tives. The biggest challenge in achieving rapid adjustment in the 
fiscal accounts will be in assuring implementation of the expenditure 
cuts. There remain important questions concerning contingency plans 
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that might be needed to cope with a possible fall in petroleum prices 
below the level assured in the budget and the balance of payments, as 
they currently are. The staff has noted that a shortfall in fiscal 
receipts from the petroleum sector would need to trigger further 
adjustment measures and that plans should be developed for this pur
pose. A fall of US$1 dollar per barrel in the price of oil represents 
about US$590 million at an annual rate in forgone revenues. Working 
with an assumption of an average price of oil of US$18 dollars per 
barrel for 1986 would represent a loss of US$2.7 billion or the 
equivalent of about 1 1/2 percent of GDP on a yearly basis. 

The staff has proposed to raise the target of accumulation of net 
international reserves for 1986 to at least US$2 billion. This target, 
if sufficient room for the growth of private credit is also to be 
provided, will require the pursuit of sufficiently flexible interest 
rate and exchange rate policies. The staff has also insisted on the 
need to unify the two exchange markets in order to eliminate the dis
tortions still present. 

Concerning the balance of payments, the staff believes that if the 
proposed monetary and fiscal policies are in place, the current account 
surplus should be larger and private capital outflows would be smaller 
than calculated by the Mexican authorities. Consequently, even allowing 
for a larger accumulation of international reserves than envisaged in 
the Mexican program, financing requirements for the public sector would 
be around US$3.l billion. 

4. Relations with IBRD 

The Bank is currently negotiating a Trade Development Program Loan 
of about US$500 million in support of Mexico's trade liberalization as 
well as a second export development loan of about US$250 million. A 
reconstruction loan is also being contemplated. Gross disbursements in 
1986 could reach US$1.l billion for a net contribution of US$0.8 bil
lion. The Bank and the Fund staff have been in contact in discussions 
in a number of areas including the macroeconomic framework and the 
medium-term scenario; the work that the authorities are doing with the 
Bank in the area of trade policy will be incorporated into the 
adjustment program. Following Mexico's request to join the GATT, the 
authorities have been reluctant to commit themselves to further trade 
liberalization beyond the measures adopted last July on the grounds that 
they do not want to reveal their hand before the negotiations with. the 
GATT. This attitude seems to.be causing some delays in Mexico's 
negotiations with the Bank on the Trad·e Development Program loan. 

5. Relations with commercial banks and other creditors 

The signing of the MYRA was completed on August 29, 1985. An event 
of default could have been declared since Mexico was not in compliance 
or had not purchased the total amount of resources available under the 
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extended arrangement. So far, banks have given no signs of invoking 
this clause and the resolution of this issue will hinge on a new agree
ment with the Fund. In October 1985, banks accepted to roll over for 
6 months US$950 million corresponding to the prepayment of the jumbo 
loan of 1983. Mexico is requesting US$2.5 billion net (US$3.7 billion 
gross) from commercial banks as part of the financial package for 
1986. Assuming no change in the net exposure to the private sector this 
lending would represent an increase of about 3.3 percent in bank's expo
sure to Mexico in 1986. Reflecting a large current account surplus and 
smaller private capital outflows, staff projections envisage net dis
bursements from commercial banks to the public sector in Mexico of 
US$1.6 billion in 1986 corresponding to gross drawings of US$2.8. This 
is to cover US$250 million of amortizations due in 1986 under the MYRA, 
and the restructuring of the US$950 million prepayment of the 1983 
loan. The Secretary of Finance, Mr. Silva-Herzog, is scheduled to have 
a meeting with the Steering Committee of commercial banks in the first 
week of February to initiate discussions on the external financing 
requirements of Mexico for 1986. 

In the discussions with the Mexican authorities the banks have 
raised the question of a MYRA with official creditors unde~ the Paris 
Club. In the past, the Mexican authorities have resisted such a 
restructuring so as to not impair access to new credits, and have kept 

· payments on such debts current. 

6. Medium-term outlook 

Mexico's outlook for the medium-term is extremely uncertain and 
will hinge on the behavior of petroleum prices. The scenario presented 
in Table 1 is based on the parameters of the most recent WEO and assumes 
that Mexico continues pursuing appropriate policies. It also assumes 
that the authorities take compensating action for any further drop in 
the price of oil. During 1987-88, the fiscal deficit averages 
3 1/2 percent of GDP per year and inflation drops from 50 percent in 
1986 to 12 1/2 percent in 1988. The external current account remains 
virtually on balance and public sector external financing requirements 
are estimated at about US$2.4 billion per year. By 1989-90 the economy 
recovers traditional growth rates of 6 percent per year, inflation 
approaches that of trading partners, and the public sector deficit is 
equivalent to about 3 percent of GDP. Under these circumstances the 
external current account evolves toward a deficit of around one half of 
1 percent of GDP, private capital flows turn positive, and net external 
financing needs of the public sector are estimated at about US$2.7 bil
lion. 
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Table 1. 

MEKICO - MEDIUM TERtt BALRHCE Of PAVl'IENTS PROJECTIONS ·-
'(In billions of US dollars) ________ .. _________________ ,.. _____ .,.,....,_..,_.,, _____________ ..... _..,,,.,.. __ ... ___ ... __ ....... ._ __ _,, ________ .. 

1985-Rev. 1986 198? 1988 1989 1990 _________ ,,.._ ...... _ ... ____________________ .,. ________ ... __ ... _________ .., ________ .,.._ ... ___ ,.. __________ 

CURREHT RCCOUHT 0.3 1. i 0.1 ·0.6 -1.5 ·2.0 

Trade balance 9.8 10.0 8.6 8.3 7. 9 7.5 
Exports 22.9 23.2 21.1 25.9 27.? 29.8 
foports -13.1 ·13. 2 ·15.5 ·17. 5 ·19.8 -22.3 

factor incone ·9. 0 ·8.5 ·7.9 -?. 0 -7.9 -8.1 
Of which:int. 111'\tS, on pub. debt -?,3 -7.0 -6.9 -6. 9 ·7.0 ·7.2 

Other 3m. a transf. ·0.5 .o ·O. 6 -1.2 -1.5 ·1.1 

CRPITAL HCCOUITT -3. 7 0.6 1.0 2.1 3. 0 3, 7 
Official capital 0.3 3.1 2.3 2.5 2. 7 2. 7 
Private capital -1.0 -2.5 ·l.3 -0.1 0,3 l.O 

MOHETHRY RUTHORlTIES (Increase· 3.1 -2. 0 -1. 1 -1.1 ·1.S -1. 7 

M£MORR1tDUtl IT 01S: 
Current acct. as I of 6DP 

Rt 1979 real exch. rate 0.1% 0.6X .ox -o.zx -0. sx -0.6% 
At current exch. rate 0.2X O.BX O.H -0.31 ·0.6l -0.BX 

Gross reserves,end period 1/ 
In billions of dollars 4.5 7.Z 8.1 9.1 9,9 lu.9 
Ill tionths of inpods fi int PYM 2.3 3. 8 3,9 4.1 i.1 i.l 
In 11onths of inports 1.1 6.5 u 6.2 6.0 5. 9 

IMports/GOP -5.8 -5. 7 -6.6 -5.8 -7. l -7. 3 
ttonoil exports/60P - 3. 7 t1 4. 4 4. 5 u i. 6. 

Source: fund staff projections 
1 /Excludes gold and payr,ents agreet1ents 




