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1. MEXICO - USE OF FUND RESOURCES - FIRST CREDIT TRANCHE; REQUEST FOR 
EXTENDED ARRANGEMENT; AND EXCHANGE SYSTEM 

The Execut ive  D i r e c t o r s  cons ide red  r e q u e s t s  by Mexico f o r  an  extended 
arrangement equ iva l en t  t o  SDR 3,410.625 millLon and a purchase i n  t h e  f i r s t  
c r e d i t  t r anche  e q u i v a l e n t  t o  SDR 200.625 m i l l i o n  ( ~ ~ ~ / 8 2 / 2 0 8 ,  11/12/82; 
Sup. 1, 12/13/82; Sup. 2,  12/21/82; and Sup. 3 ,  12/21/82). 

The Chairman observed t h a t  ~ e x i c o ' s  f i n a n c i a l  requirements  no t  
covered by t h e  I n t e r n a t i o n a l  Monetary Fund and o t h e r  d i r e c t  investment 
sou rces  would amount t o  $7 b i l l i o n  f o r  1983. On November 16,  when speaking 
i n g  t o  t h e  i n t e r n a t i o n a l  banking co~nmunity i n  New York, he  had proposed 
$ 2  b i l l i o n  of t h a t  amount be provided by o f f i c i a l  sou rces  and $5 b i l l i o n  
by banks. H e  had of cou r se  been r e f e r r i n g  t o  new exposure. I n  a d d i t i o n ,  
a v a s t  e f f o r t  was under  way t o  reschedule  t h e  amor t i za t i on  due i n  1983 
on t h e  medium-term and long-term s t o c k  of debt .  There was a l s o  t h e  
impor tan t  i nnova t ion  of i n c l u d i n g  short- term debt  i n  t h e  s t o c k  of debt  t o  
be rescheduled o r  r e s t r u c t u r e d  over  a number of years ;  t h e  Fund would have 
been happy t o  a c t  i n  t h e  same way a few yea r s  prev ious ly  i n  a c a s e  l i k e  
t h a t  of Turkey. 

A s  t o  Mexico, t h e  banks had agreed t o  reschedule  over  a n  e ight -year  
per iod  no t  on ly  t h e  a m o r t i z a t i o n s  due i n  1983 on Mexico's medium-term and 
long-term d e b t ,  bu t  a l s o  t h e  bulk  of t h e  short- term deb t ,  an  element  t h a t  
should  he lp  t o  s t a b i l i z e  Mexico ' s e x t e r n a l  p o s i t i o n ,  t h e  Chairman remarked. 
Furthermore,  t h e  i n t e r n a t i o n a l  banks had agreed t o  keep a t  t h e  p re sen t  
l e v e l  t h e i r  d e p o s i t s  w i t h  Mexican agenc i e s  making t ransa 'c t ions  on t h e  
i n t e r b a n k  market. 

Some t ime p rev ious ly  he had exp la ined  t o  t h e  banks t h a t  he would f e e l  
ab le  t o  approach the  Board and a s k  f o r  i t s  suppor t  of t h e  proposed use  of 
Fund r e sou rces  only  i f  he had s u f f i c i e n t  a s su rances  t h a t  t h e  banks would 
meet Mexico's requi rements  stemming from t h e  des ign  of t h e  program wi th  
t h e  Fund, t h e  Chairman continued.  He would a l s o  l i k e  t o  a sk  f o r  t h e  
suppor t  of Execu t ive  D i r e c t o r s  i n  c a r r y i n g  through t h e  v a s t  i n t e r n a t i o n a l  
suppor t  o p e r a t i o n s  t h a t  t h e  Fund had coordinated.  Execut ive  D i r e c t o r s  
should  not miss an  o p p o r t u n i t y  t o  ensu re  t h e  succes s  of t h e  ope ra t ion .  

H e  had sugges ted  t h a t  $2 b i l l i o n  be c o n t r i b u t e d  by o f f i c i a l  sou rces ,  
t h e  Chairman r e c a l l e d ,  and he had r ece ived  w r i t t e n  a s su rances  from govern- 
ments t h a t  a supplementary c r e d i t  of $2  b i l l i o n  would be p a i d  t o  Mexico 
i n  1983. He would e s p e c i a l l y  l i k e  t o  thank t h e  U.S. Treasu ry  s t a f f ,  and 
i n  p a r t i c u l a r  M r .  McNamar, f o r  t h e  e x t r a o r d i n a h  stamina t h a t  i t  had 
shown du r ing  t h e  p rev ious  weeks i n  g a t h e r i n g  t o g e t h e r  a l l  t h e  s t r a n d s  
t h a t  made up t h e  suppor t  package. 

The banks had had a quo ta  of $5 b i l l i o n ,  t h e  Chairman s a i d .  I n  v iew 
of t h e  need t o  s y n d i c a t e  $5 b i l l i o n  among 1,400 o r  1,500 banks, he had 
been convinced t h a t  i t  was t e c h n i c a l l y  imposs ib le  f o r  responses from a l l  
t h e  banks t o  a r r i v e  by t h e  d a t e  of t h e  p r e s e n t  meeting. The Fund had t h u s  



held d i s c u s s i o n s  with t h e  advisory  group on what f i g u r e  would c o n s t i t u t e  
a  c r i t i c a l  mass, i ,e . ,  a n  amount l a r g e  enough t o  s a t i s f y  him t h a t  s u f f i -  
c i e n t  momentum had been r e a t e d  i n  t h e  banking community. The a d v i s o r y  9 group had suggested a  f i  u r e  of $3.5 b i l l i o n ;  he had r e p l i e d  t h a t  t h e  
amount was too low. Af t e r  a  long d i scus s ion  i n  t h e  range o f  $4 b i l l i o n ,  
he had s a i d  t h a t  he would be s a t i s f i e d  i f ,  a t  10:OO a.m. on December 23, 
p o s i t i v e  responses had been rece ived  f o r  $4.5 b i l l i o n ,  a  f i g u r e  e v e n t u a l l y  
accepted  by t h e  banks. 

A t  5:00  p.m. on December 22 ,  t h e  Chairman cont inued ,  t h e  c a b l e  room 
of Ci t ibank  had r epo r t ed  commitments of $4.32 b i l l i o n ;  t h e  banks had t h u s  
f a l l e n  s h o r t  o f  t he  t o t a l  amount by $680 m i l l i o n  and of t h e  c r i t i c a l  mass 
by $180 mi l l ion .  A s  t h e  o b j e c t i v e s  t h a t  he had s e t  had n o t  been achieved ,  
he  i n v i t e d  Execut ive  D i r e c t o r s  from c o u n t r i e s  whose commercial banks had 
not  y e t  c o n t r i b u t e d  t h e i r  f u l l  sha re  t o  c o n s u l t  wi th  t h e  a u t h o r i t i e s  
concerned on t h e  b e e t  means of secur ing  t h e  a d d i t i o n a l  funds.  

Of t h e  $5 b i l l i o n  t o  be c o n t r i b u t e d  by t h e  commercial banks,  q u o t a s  
f o r  i n d i v i d u a l  c o u n t r i e s  had been e s t a b l i s h e d  on t h e  b a s i s  o f  t h e  exposure 
of t h e i r  commercial banks i n  Mexico, t h e  Chairman commented. Some i n  t h e  
adv i so ry  group had sugges ted  t h a t  t he  banks commit themselves f o r  more 
than  t h e i r  s h a r e  t o  make up t h e  $5 b i l l i o n .  There had, however, been 
s t r o n g  r e s i s t a n c e  i n  t h e  adv i so ry  group t o  the sugges t ion ,  because i t  
might have served  a s  an escape va lve  f o r  many banks, p a r t i c u l a r l y  s m a l l  
ones ,  which would r e l y  on  commitments b y  t h e  major banks t o  t a k e  c a r e  of 
t h e i r  own sha re s .  Even tua l ly ,  t h e  overcommitment mechanism had been 
d i sca rded ,  and each bank had been asked t o  i n c r e a s e  i t s  exposure  i n  
Mexico by 7 per  cent .  I t  was a  p u r e l y  mathematical  e x e r c i s e ;  t h e r e  was 
no s a f e t y  margin. In  o t h e r  words, each coun t ry  and each bank had t o  
provide i t s  f u l l  quota i f  t h e  f u l l  $5 b i l l i o n  were t o  be a v a i l a b l e .  

Japan  had a quota  of $918 m i l l i o n  and had a l r e a d y  pledged $826 m i l -  
l i o n ,  l e av ing  a s h o r t f a l l  of $92 m i l l i o n ,  t h e  Chairman went on ( s e e  
Annex I). While no answers had o f f i c i a l l y  been r ece ived  from Spa in ,  w i t h  
a quota of $121 m i l l i o n ,  t h e  Governor of t h e  Bank of  Spain ,  Mr. Alvarez 
Rendueles, had s a i d  t h e  previous  day t h a t  $93 m i l l i o n  thad been committed. 
However, t h e  t e l e x e s  t o  t h a t  e f f e c t  had n o t  been r ece ived  by t h e  c a b l e  
room o f  Cit ibank.  

I t a l y ' s  quota  was $130 m i l l i o n ,  t h e  Chairman noted.  As $8 m i l l i o n  
had a l r e a d y  been' pledged, t h e r e  was a  s h o r t f a l l  o f  $122 m i l l i o n .  Belgium 
had a quo ta  of $76 m i l l i o n ;  answers had been rece ived  f o r  $46 m i l l i o n ,  
l e av ing  a s h o r t f a l l  of $30 m i l l i o n .  Swi t ze r l and  had a quo ta  of $222 m i l -  
l i o n ;  answers having been rece ived  f o r  $128  m i l l i o n ,  t h e  s h o r t f a l l  was 
$94 m i l l i o n ,  bu t  he was i n  cons t an t  c o n t a c t  w i th  M r .  Leutwi le r  on t h e  
s u b j e c t  . 

A number of c o u n t r i e s ,  i nc lud ing  Canada, t h e  United Kingdom, and t h e  
Netherlands,  had c o n t r i b u t e d  amounts i n  exces s  of t h e i r  q u o t a s ,  t h e  Chairman 
remarked. There was a  problem wi th  regard  t o  Germany, whose quo ta  was 
$265 m i l l i o n ,  a l though answers had been rece ived  f o r  on ly  $218 m i l l i o n .  



Apparent ly,  t h r e e  banks had n o t  ye t  answered. From Arab coun t r i e s ,  whose 
quota  was $107 m i l l i o n ,  $50 m i l l i o n  had been promised so  f a r .  Ci t ibank  
was i n  c l o s e  touch wi th  each of t h e  bank's concerned, and hoped t o  o b t a i n  
t h e  remaining $57 m i l l i o n  i n  a  s h o r t  t ime.  

U 

The United S t a t e s  had a  quota of $1,911 mi l l i on ,  t h e  Chairman s a i d .  
U.S. banks had s o  f a r  committed $1,676 m i l l i o n ,  leav ing  a  s h o r t f a l l  of 
$235 mi l l i on .  The problem. i n  t h e  United S t a t e s  stemmed from the  l a r g e  
number of s m a l l  banks t h a t  had granted  c r e d i t s  t o  Mexico, sometimes f o r  
r e l a t i v e l y  minor amounts. Those working on t h e  mat te r  were hopeful  of 
being a b l e  t o  o b t a i n  r e p l i e s  from t h e  sma l l e r  banks soon. 

Mr. Senior  made t h e  fo l lowing  s ta tement :  

On behalf of my Mexican a u t h o r i t i e s ,  I would l i k e  t o  express  
t h e i r  s i n c e r e  a p p r e c i a t i o n  f o r  t h e  va luable  and t imely  coopera t ion  
of  t he  Fund management and s t a f f .  The a u t h o r i t i e s  a r e  e s p e c i a l l y  
g r a t e f u l  t o  t h e  Managing Di rec to r  f o r  h i s  e f f o r t s  and va luable  he lp  
i n  br inging  about d e l i c a t e  nego t i a t i ons  with banks and o t h e r  o f f i c i a l  
c r e d i t o r s .  Changes and adjustments  i n  po l i cy  t o  cope wi th  r a p i d l y  
evolv ing  circumstances and developments have a l s o  placed a  heavy 
burden on t h e  s t a f f  and on t h e  Mexican o f f i c i a l s  i n  t h e  t imely  prep- 
a r a t i o n  of documents f o r  ou r  d i s cus s ion  today. The d e s i r a b i l i t y  
of having an  approved s t a b i l i z a t i o n  program before t he  end of t h e  
yea r  has  made necessary  t h e  i ssuance  of supplementary documents 
even a s  r e c e n t l y  a s  l a s t  Tuesday, and a  s h o r t  t ime has been given 
t o  t he  Board i n  a complex and ' important  case .  My Mexican au thor i -  
t i e s  a r e  ve ry  much aware of t h e  Executive D i rec to r s '  coope.ration, 
and have i n s t r u c t e d  me t o  express  t o  t he  Board t h e i r  app rec i a t i on .  

I n  broad te rms ,  t h e  Mexican a u t h o r i t i e s  a r e  i n  agreement wi th  
t he  s t a f f  assessment concerning developments i n  t he  Mexican economy 
dur ing  p a s t  y e a r s ,  and wi th  i t s  pe r spec t ives  f o r  t he  nea r  f u t u r e  
i n  t h e  context  of a s t a b i l i z a t i o n  program wi th  the  Fund. Since t he  
A r t i c l e  I V  c o n s u l t a t i o n  w i t h  Mexico l a s t  J u l y ,  under ly ing  economic 
cond i t i ons  have d r a s t i c a l l y  changed i n  Mexico. The coun t ry ' s  
f i n a n c i a l  s i t u a t i o n ,  i n  p a r t i c u l a r ,  has markedly d e t e r i o r a t e d  
owing t o  an accumulat ion of both e x t e r n a l  a s  w e l l  a s  domest ic  
f a c t o r s .  As i s  w e l l  known, dur ing  1977-81 t h e  Mexican economY 
experienced remarkable p rog re s s ,  output  grew a t  an average annual 
r a t e  of 8.5 per  c e n t ,  while  r e a l  per c a p i t a  income rose  by over 
6 p e r  cen t  a  year .  This  expansion, made poss ib l e  by a  r ap id  r i s e  
i n  o i l  product ion and expor t s ,  was broadld  based i n  d i f f e r e n t  
s e c t o r s  and was accompanied by important  progress  i n  employment, 
h e a l t h ,  and educat ion.  I n  p a r t i c u l a r ,  employment, ch ron ica l ly  
one of Mexico's main economic and s o c i a l  problems, increased  a t  an 
average annual  r a t e  of  5.4 per cen t ,  we l l  above t h e  3.5 per  cent  
annual  r a t e  of growth of t h e  l abo r  fo rce .  

This  r ap id  economic growth gave r i s e  t o  i n t e n s i f i e d  demand 
p re s su re s ,  and major f i n a n c i a l  imbalances emerged i n  1981 a s  



world economic a c t i v i t y  and t r ade  s tagnated,  i n t e r e s t  r a t e s  reached 
record l eve l s  i n  i n t e r n a t i o n a l  f i n a n c i a l  markets, and o i l  export  
p r i c e s  softened.  9 the  domestic f r o n t ,  the  s i t u a t i o n  was aggra- 
vated by an attempt t o  s u s t a i n  growth r a t e s  i n  t h e  face  of unfavor- 
a b b  ex te rna l  developments, which led t o . a  marked inc rease  i n  t h e  
pub l i c  s e c t o r  d e f i c i t  and i n  i t s  f inancing requirements. External  
publ ic  debt sharply  increased, .and some crowding out i n  t h e  i n t e r n a l  
f i n a n c i a l  markets arose .  To redress  t h i s  s i t u a t i o n ,  t h e  Mexican 
a u t h o r i t i e s  adopted a s e r i e s  of important measures i n  t h e  second 
hal f  of 1981, which turned out t o  be i n s u f f i c i e n t  t o  cope with the  
u n c e r t a i n t i e s  t h a t  prompted c a p i t a l  f l i g h t  and caused t h a t  sub- 
s t a n t i a l  d e t e r i o r a t i o n  i n  the ex te rna l  posi t ion.  This l e d  the  
Cen t ra l  Bank t o  withdraw from t h e  exchange market i n  February of 
t h i s  year;  from t h a t  da te  on, the  c r i s i s ,  has been deepening. The 
s t a f f  documents expla in  i n  s u f f i c i e n t  d e t a i l  the  developments t h a t  
have taken place i n  t h e  l a s t  few months, the  measures t h a t  were 
adopted by t h e  a u t h o r i t i e s  i n  t h e i r  e f f o r t  to  r edress  the  imbalance, 
and t h e i r  decis ion t o  nego t i a te  akhree -year  extended arrangement 
wi th  the  Fund, so  the re  i s  no need t o  repea t  them i n  t h i s  statement.  

The new Administrat ion t h a t  took o f f i c e  a t  the  beginning of 
t h i s  month, has  r a t i f i e d  the  agreements reached with t h e  Fund a s  
s e t  out i n  t h e  l e t t e r  of i n t e n t  of November 10. The new author- 
i t i e s  a r e  w e l l  aware of the current  economic s i t u a t i o n  and a r e  
determined t o  c a r r y  out the  required adjustment, with ' spec ia l  
i n i t i a l  emphasis on short-term, demand-oriented p o l i c i e s  i n  o rde r  
t o  s e t  the bas i s  f o r  sus ta ined growth i n  the  medium term. This 
i s  a r e a l i s t i c ,  though somewhat pa in fu l  approach, but the author-  
i t i e s  are resolved t o  f o r c e f u l l y  confront immediately t h e  key 
problems of the economy i n  o rde r  t o  r e s t o r e  confidence and t o  l a y  
the bases f o r  more fundamental s t r u c t u r a l  reform i n  the  l a t e r  
phases of the  mediunrtenn program. Nevertheless,  even now, some 
important measures t h a t  have been adopted a r e  geared to  d e a l  with 
S t r u c t u r a l  problems. The gradual  l i b e r a l i z a t i o n  of the  exchange 
system, the deprec ia r ion .o f  the  exchange r a t e ,  new p r i c i n g  
p o l i c i e s ,  and i n s t i t u t i o n a l  changes i n  the  public s e c t o r  a r e  some 
of the  measures t h a t  should s t imula te  fundamental changes i n  t h e  
economy. The o v e r a l l  program adopted by Mexico, and w r e  spec i f -  
i c a l l y  the  undertakings during i t s  f i r s t  year ,  r ep resen t  a se r ious  
and ambitious e f f o r t .  The a u t h o r i t i e s  should be commended f o r  
t h e i r  courage i n  t a c k l i n g  an admittedly d i f f i c u l t  s i t u a t i o n  i n  
such a f o r c e f u l  fashion.  

I n  genera l  terms, t h e  program's ob jec t ives  a r e  to  slow down 
i n f l a t i o n ,  reduce r e l i a n c e  on e x t e r n a l  f inanc ing ,  reduce t h e  
economy's v u l n e r a b i l i t y  t o  ex te rna l  developments, and res  t o r e  
e x t e r n a l  equil ibrium. The centerpiece  of the  program, and i t s  
most ambitious undertaking,  i s  the  marked reduct ion of the  publ ic  
s e c t o r  d e f i c i t ,  from about 16.5 per cent  of GDP i n  1982, t o  8.5 per 
cent  of GDP i n  1983, t o  5.5 per  cent  of GDP i n  1984, and t o  3.5 per  
cent  i n  1985. Such reduc t ions  would a l low f o r  decreased e x t e r n a l  



and i n t e r n a l  f i n a n c i n g  requi rements  of t h e  p u b l i c  s e c t o r ,  a  sub- 
s t a n t i a l  i n c r e a s e  i n  c u r r e n t  sav ings ,  more a v a i l a b l e  f i n a n c i n g  
r e sou rces  f o r  t h e  p r i v a t e  s e s t o x ,  and o v e r a l l  e a s i n g  of demand 
p r e s s u r e s  i n  t h e  Mexican economy. I n  broad terms, t h e  f i r s t - y e a r  
ad jus tment  i n  t h e  p u b l i c  s e c t o r  d e f i c i t ,  of about  8 percentage  
p o i n t s  of GDP, i s  t o  be based on an  i n c r e a s e  i n  revenue of about  
2.5 pe rcen tage  p o i n t s  of GDP, and a r educ t ion  of about  6 percentage  
p o i n t s  of GDP i n  expend i tu re ,  i nc lud ing  a r educ t ion  of l i t t l e  more 
t han  3 pe rcen tage  p o i n t s  i n  c a p i t a l  expendi ture .  

It i s  neces sa ry  t o  u n d e r l i n e  t h e  e x t r a o r d i n a r y  e f f o r t  r equ i r ed  
from t h e  Mexican Government and popu la t i on  t o  b r i n g  about  such a 
sha rp  f i s c a l  adjustment .  With r e spec t  t o  t h e  revenue measures, 
t h e s e  i n c l u d e  h i g h e r  t a x e s ,  t a r i f f s ,  and p r i ce s .  The most impor- 
t a n t  t a x  measure i s  an  i n c r e a s e  i n  t h e  value-added t a x ,  from a n  
average  y i e l d  of 8 p e r  c e n t  t o  15 pe r  cent .  For  luxury  goods, 
t h e  r a t e  has  been i n c r e a s e d  from 10 pe r  cent  t o  20 pe r  c e n t ,  and 
some items t h a t  were no t  s u b j e c t  t o  t h i s  t a x  w i l l  now be inc luded .  
Another impor tan t  t a x  measure i s  t h e  10 p e r  cen t  income t a x  s u r -  
charge  f o r  persons  e a r n i n g  ove r  f i v e  t imes  t h e  minimum wage. On 
p r i c e s  and t a r i f f s ,  t h e  most s i g n i f i c a n t  measures a r e  t h e  doubl ing  
of g a s o l i n e  p r i c e s  and t h e  o v e r a l l  i n c r e a s e s  i n  a l l  petroleum 
by-products,  i n c l u d i n g  a t r i p l i n g  i n  t h e  p r i c e  of d i e s e l  and a 
monthly i n c r e a s e  i n  gas  and f u e l  o i l  p r i c e s .  A d d i t i o n a l l y ,  suga r  
p r i c e s  have been r a i s e d  by 116 per  c e n t  and domest ic  te lephone  
r a t e s  by 22.5 pe r  c e n t ;  t o l l s  f o r  urban and i n t e r c i t y  roads ,  a s  
w e l l  as r a i l  and a i r  f a r e s  a r e  a l s o  being inc reased .  I n  Mexico 
C i t y ,  r e a l  e s t a t e  t a x e s  and water  t a r i f f s  w i l l  be s u b s t a n t i a l l y  
a d j u s t e d  t o  f u l l y  r e f l e c t  t h e  p r i c e  i n c r e a s e s  of p a s t  yea r s .  

On t h e  expend i tu re  s i d e ,  an a u s t e r e  budget s t r i c t l y  r e l a t e d  
t o  t h e  a v a i l a b i l i t y  of f i n a n c i a l  r e sou rces  has been proposed t'o 
t h e  Congress f o r  1983. T h i s  budget p re se rves  b a s i c  p u b l i c  s e r v i c e s ,  
g ives  p r i o r i t y  t o  inves tment  i n  c o n s t r u c t i o n  and o t h e r  labor-  
i n t e n s i v e  programs, and devo te s  s p e c i a l  a t t e n t i o n  t o  debt  s e r v i c e  
payment. P u b l i c  expend i tu re  w i l l  be r e o r i e n t e d  t o  g ive  s p e c i a l  
p r i o r i t y  t o  s o c i a l  programs and t o  suppor t  r e g i o n a l  development 
p r o j e c t s .  The growth of c u r r e n t  expend i tu re  i s  be ing  con ta ined  
i n  o r d e r  t o  i n c r e a s e  p u b l i c  sav ings .  T h i s  e f f o r t  is expec ted  t o  
y i e l d  a p o s i t i v e  r a t e  of p u b l i c  s e c t o r  sav ings  of 2.4 p e r  c e n t  of 
GDP i n  1983, compared wi th  a  nega t ive  s av ings  r a t e  of 1.2 per  
c e n t  of GDP i n  1982. 
- 

Rules  and r e g u l a t i o n s  t o  a s s u r e  f i s c a l  d i s c i p l i n e ,  adequa te  
programming, and e f f i c i e n c y  i n  the  execu t ion  of a u t h o r i z e d  p u b l i c  
expend i tu re  a r e  being r e in fo rced .  S a l a r i e s ,  f r i n g e  b e n e f i t s ,  and 
expense accounts  w i l l  be l i m i t e d ,  and e x t r a o r d i n a r y  compensations 
e l imina t ed .  

O v e r a l l  p u b l i c  expend i tu re  i s  p r o j e c t e d  t o  i n c r e a s e  by 43.5 pe r  
c e n t  i n  1983, a  r a t e  w e l l  below t h e  expected r a t e  of i n f l a t i o n .  
Investment  i n  p r i o r i t y  s e c t o r s  is  p r o j e c t e d  t o  i n c r e a s e  by 94 p e r  



cen t ,  whi le  inves tment  i n  n o n p r i o r i t y  s e c t o r s  w i l l  grow by only 
17 p e r  cent .  The s h a r e  i n  t o t a l  programmed expend i tu re  of p r i o r i t y  
s e c t o r s  w i l l  i n c r e a s e  t o  60 per  c e n t ,  wh i l e  t h a t  on n o n p r i o r i t y  
s e c t o r s  w i l l  be reduced t o  39 per cent .  Expendi ture  f o r  s o c i a l  
w e l f a r e  w i l l  grow by 43 p e r  cen t ;  f o r  r u r a l  development by 44 p e r  
cen t ;  f o r  t r a n s p o r t a t i o n  and communication by 57 p e r  cen t ;  and 
f o r  t h e  supply of b a s i c  f o o d s t u f f s  by 7 1  pe r  c e n t ,  a l l  w e l l  below 
t h e  c u r r e n t  i n f l a t i o n  r a t e .  I n  summary, a s  mentioned b e f o r e ,  t o t a l  
p u b l i c  s e c t o r  expend i tu re  i n  1983 is  e s t ima ted  a t  38.9 p e r  cen t  of 
CDP, s u b s t a n t i a l l y  l e s s  t han  the  f i g u r e  of 44.3 p e r  cen t  of GDP 
es t imated  f o r  1982. 

Wage po l i cy  w i l l  obvious ly  have an impor tan t  bea r ing  on t h e  
succes s  of t h e  f i s c a l  adjustment  and on t h e  performance of t h e  
economy more g e n e r a l l y .  The a u t h o r i t i e s  a r e  w e l l  aware of t h i s  
and a r e  q u i t e  determined t o  b r ing  about a  p o l i c y  of wage r e s t r a i n t .  
I n  t h i s  regard ,  t hey  i n t e n d  t o  avoid  i ndexa t ion  t o  p a s t  i n f l a t i o n  
and,  r a t h e r ,  t o  seek  ad jus tments  on t h e  b a s i s  of expec ted  lower 
i n f l a t i o n  r a t e s .  The minimum wages f o r  1983 a r e  being n e g o t i a t e d  
a t  p r e sen t .  T h i s  i s  an  impor tan t  e x e r c i s e  s i n c e  t h e  i n c r e a s e  i n  
t h e  minimum wages w i l l  be taken a s  a  g u i d e l i n e  f o r  s a l a r y  negot ia -  
t i o n s  du r ing  1983. P r e s i d e n t  de l a  Madrid i n  h i s  f i r s t  s t a t emen t  
t o  t h e  n a t i o n  on December 1 reques ted  both workers and e n t r e p r e -  
neurs  t o  moderate t h e i r  demands f o r  wages and p r o f i t s .  The 
l a t e s t  a v a i l a b l e  i n fo rma t ion  i n d i c a t e s  t h a t  minimum wage negot ia -  
t i o n s  f o r  1983 a r e  being c a r r i e d  ou t  i n  a  f a v o r a b l e  atmosphere 
and t h a t  demands f o r  minimum wages by t h e  l a b o r  unions  a r e  be ing  
tempered by t h e i r  d e s i r e  t o  p re se rve  employment. Recent negot ia -  
t i o n s  have r e s u l t e d  i n  i nc reases  of 25-30 p e r  c e n t ;  such an  
i n c r e a s e  w i l l  c o n t r i b u t e  t o  t h e  f i g h t  a g a i n s t  i n f l a t i o n .  

A s  I have a l r e a d y  i n d i c a t e d ,  t h e  t i g h t e n i n g  of f i s c a l  p o l i c y  
w i l l  permit  i n  t h e  per iod  ahead a more normal resumption of c r e d i t  
flows t o  t h e  p r i v a t e  s e c t o r .  Th i s  should  h e l p  t o  s u s t a i n  economic 
a c t i v i t y  w i t h i n  t h e  program's t a r g e t s  on i n f l a t i o n ,  e x t e r n a l  
borrowing, and r e s e r v e s .  Wlrhin t h e  con tex t  of t h e  program t h e  
main g o a l s  of monetary and c r e d i t  p o l i c y  a r e  t o  combat i n f l a t i o n ,  
t o  promote s av ings ,  and t o  ensure  an  adequate  f low of  c r e d i t  t o  
t h e  p r i v a t e  s e c t o r .  To t h a t  end, i n t e r e s t  r a t e  p o l i c y  w i l l  remain 
f l e x i b l e  and compet i t ive .  The r a t e  on 30-day t o  89-day d e p o s i t s  
i s  now 57 per  c e n t ,  16 percentage  p o i n t s  h i g h e r  than  t h e  l e v e l s  
of t h r e e  weeks ago. The i n t e r e s t  r a t e  on c e t e s ,  a  three-month 
t r e a s u r y  c e r t i f i c a t e  whose y i e l d  is  payable a t  ma tu r i t y ,  is a l s o  
a t  t he  h ighes t  l e v e l  of t h e  yea r ,  s t a n d i n g  a t  nea r ly  59 p e r  cent .  
I f  c a p i t a l  and i n t e r e s t  a r e  r e i n v e s t e d ,  t h e  annual  i n t e r e s t  r a t e  
is  much h i g h e r  t h a n  t h e  nominal i n t e r e s t  r a t e .  T h i s  e f f e c t i v e  
annual  i n t e r e s t  r a t e  i s  e s t ima ted  a t  about 73 p e r  cen t  f o r  c e t e s  
and over  77 p e r  cen t  f o r  90-day d e p o s i t s .  A t  p r e s e n t ,  i n t e r e s t  
r a t e s  a r e  cons idered  t o  be c l o s e  t o  t h e i r  d e s i r e d  l e v e l s ,  a s  
i n f l a t i o n  f o r  1983 i s  p r o j e c t e d  a t  50-55 p e r  c e n t  on a  December 
t o  December b a s i s .  



From September 1 t o  December 20, a  gene ra l i zed  exchange 
c o n t r o l  system was i n  e f f e c t .  .The experience obtained dur ing  
t h i s  pe r iod  confirmed t h e  i m p o s s i b i l i t y  of c o n t r o l l i n g  f o r e i g n  
exchange r e c e i p t s  of a  number of balance of payments items, i n  
p a r t i c u l a r  tour i sm,  workers '  r emi t t ances , , and  border  t r ansac t ions .  
T h i s  system s t imu la t ed  t h e  c r e a t i o n  of a  peso exchange market 
abroad. My a u t h o r i t i e s  b e l i e v e  t h a t  i t  is not  d e s i r a b l e  t o  main- 
t a i n  exchange t r a n s a c t i o n s  ou t s ide  t h e  banking s y s  tem and o u t s i d e  
t h e  count ry  s i n c e  t h i s  p o l i c y  f a v o r s  c a p i t a l  f l i g h t  and under- 
mines t h e i r  capac i ty  t o  r e g u l a t e  t h e  domestic exchange market. 

L a s t  Monday, December 20, t he  Mexican a u t h o r i t i e s  in t roduced  
a  new exchange system more i n  l i n e  w i th  Mexico's p r e sen t  economic 
and f i n a n c i a l  s i t u a t i o n .  Th i s  is  a  combination of a  f r e e  and a  
c o n t r o l l e d  market. The main o b j e c t i v e s  of t h i s  dua l  exchange r a t e  
system a r e  t o  s t i m u l a t e  expor t s  and the  r e p a t r i a t i o n  of export  
proceeds. The system should  s i m p l i f y  and f a c i l i t a t e  i n t e r n a t i o n a l  
t r a n s a c t i o n s ,  promote tourism, and b o l s t e r  c a p i t a l  in f lows  a s  w e l l  
a s  d i scourage  outf lows,  t h u s  c o n t r i b u t i n g  t o  t h e  recovery of 
confidence. I n  t h e  p r e s e n t  circumstances of Mexico, and e s p e c i a l l y  
when account i s  t aken  of t h e  s t i l l  p reca r ious  r e se rve  l e v e l s  and 
confidence c l ima te ,  a d r a s t i c  change toward a s i n g l e ,  completely 
l i b e r a l i z e d  exchange regime i s  a t  p r e sen t  precluded. Never the less ,  
t h e  a u t h o r i t i e s  have such a  system a s  t h e i r  o b j e c t i v e ,  and w i l l  
g r adua l ly  move toward complete l i b e r a l i z a t i o n  a s  exper ience  and 
i n t e r n a l  and e x t e r n a l  cond i t i ons  permit it .  I should s ay ,  however, 
t h a t  under t h e  p re sen t  system, ca re  w i l l  be  taken  t o  main ta in  an 
adequate l e v e l  of compet i t iveness  fo r '  expor t s ,  reduce  i n c e n t i v e s  
t o  nonessen t i a l  impor ts ,  and discourage s p e c u l a t i v e  c a p i t a l  move- 
ments. Under t h e  new system, t h e  c u r r e n t  exchange r a t e  i n  t h e  
c o n t r o l l e d  market i s  of t he  o rde r  of MexS95 pe r  USS1, which repre-  
s e n t s  a  s i g n i f i c a n t  d e p r e c i a t i o n  of 35 per  cen t  i n  r e l a t i o n  t o  
t h e  previous c o n t r o l l e d  r a t e ,  and w i l l  be f u r t h e r  dep rec i a t ed  by 
about 50 p e r  c e n t  throughout  t he  year .  The f r e e  market rate i s  
c u r r e n t l y  running  a t  MexS148 per  USS1, and i n  t h e  f i r s t  two days 
of ope ra t ion  t h e  f r e e  market has had a  g r e a t e r  supply of d o l l a r s  
t h a n  t h e  demand f o r  t h e  same currency,  

Mexico 's  e x t e r n a l  s e c t o r  has  had t o  a d j u s t  q u i t e  r a p i d l y  
dur ing  t h e  p re sen t  year .  The cu r r en t  account  d e f i c i t ,  which was 
p r o j e c t e d  a t  t h e  beginning of  t h e  yea r  a t  about VS$11 b i l l i o n ,  
i s  now es t ima ted  a t  s l i g h t l y  over  US$6 b i l l i o n .  The t r a d e  
ba lance  has  recorded a  s u b s t a n t i a l  improve+ent, pa s s ing  from a  
d e f i c i t  of USS2.3 b i l l i o n  i n  1981 t o  a  p ro j ec t ed  s u r p l u s  of 
USS6 b i l l i o n  i n  1982. The main adjustment  has been i n  impor ts ,  
which have dec l ined  by more than US$8 b i l l i o n  from 1981 t o  1982. 
Expor ts  a r e  e s t ima ted  t o  main ta in  t h e i r  1981 l e v e l .  The sha rp  
r educ t ion  i n  imports  has been due t o  t h e  d e c l i n e  i n  a c t i v i t y ,  t h e  
exchange r a t e  ad jus tments ,  and t h e  gene ra l i zed  exchange r a t e  
c o n t r o l  in t roduced  on September 1, The impact on product ion  of 



such a  reduct ion  has  been s i g n i f i c a n t ,  a s  some s h o r t a g e s  of  
imported i n p u t s  a rose .  The new exchange system i s  expected  t o  
he lp  t o  a l l e v i a t e  t h  s s i t u a t i o n  and t o  s t i m u l a t e  supply.  t 

Exte rna l  indebtedness i s  an a r e a  of major concern. I n t e r e s t  
payments on pub l i c  debt  a r e  c u r r e n t ,  and p r i n c i p a l  payments were 
suspended i n  l a t e  August. A process  of debt  r e s t r u c t u r i n g  i s  
being c a r r i e d  ou t  i n  r e a l i s t i c  terms, t a k i n g  i n t o  account  t h e  
debt repayment o b l i g a t i o n s  and balance of payments p r o s p e c t s  f o r  
t h e  y e a r s  ahead. The Mexican p u b l i c  s e c t o r  debt  i s  t o  be r e s t r u c -  
t u red  i n  t h e  coming months and no l a t e r  t han  March 23, 1983. At 
the  same time, commitments f o r  US$5 b i l l i o n  i n  new money are 
being negot ia ted  wi th  t h e  p r i v a t e  banks f o r  1983, and a f a v o r a b l e  
response has  been received.  I n  a d d i t i o n ,  US$2 b i l l i o n  i s  be ing  
nego t i a t ed  wi th  o f f i c i a l  c r e d i t o r s ,  and a  s u b s t a n t i a l  p r o p o r t i o n  
of t h i s  amount has a l r e a d y  been committed. 

Owing t o  t h e  s c a r c i t y  of fo re ign  exchange, c e r t a i n  ' a r r e a r s  
have occurred wi th  r ega rd  t o  p r i v a t e  s e c t o r  deb t  payments. 
Recognizing t h e  need t o  provide f o r  t h e  s e t t l e m e n t  of t h e s e  
o b l i g a t i o n s ,  t h e  a u t h o r i t i e s  have adopted a n  ad hoc procedure  
t h a t  was descr ibed  a t  l e n g t h  i n  a  t e l e x  s e n t  by t h e  S e c r e t a r y  of 
Finance. and Pub l i c  C r e d i t  of Mexico t o  t h e  i n t e r n a t i o n a l  banking 
community on December 8, 1982. To be e l i g i b l e ,  i n t e r e s t  payments 
o b l i g a t i o n s  must r e s u l t  from loans en te red  i n t o  b e f o r e  t h e  imposi- 
t i o n  of exchange c o n t r o l s  on September 1, 1982, and must be 
r e g i s t e r e d  wi th  t h e  M i n i s t r y  of F inance  and P u b l i c  Cred i t .  The 
Banco de Mexico w i l l  t hen  assume t h e  o b l i g a t i o n s  and, on January 31, 
1983, 10 pe r  cen t  of t h e  ou t s t and ing  ba lance  of such o b l i g a t i o n s  
w i l l  be r emi t t ed  t o  t h e  f o r e i g n  banks. The remaining ba lances  
w i l l  be pa id  o f f  i n  monthly i n s t a l l m e n t s ,  s u b j e c t  t o  f o r e i g n  
exchange a v a i l a b i l i t y .  A s i m i l a r  mechanism i s  envisaged f o r  
s u p p l i e r s '  c r e d i t s .  Given t h e  l a t e s t  e s t i m a t e s  f o r  exchange 
inflows i n  the  c o n t r o l l e d  market and p r i o r i t y  u s e s  f o r  such 
r e sources ,  i t  i s  now expected t h a t  t h e  programmed r e d u c t i o n  of 
a t  l e a s t  USS600 m i l l i o n  i n  a r r e a r s  w i l l  be achieved by June  1983. 

The p r i v a t e  banking system was n a t i o n a l i z e d  on September 1, 
1982. Bank management by t h e  p u b l i c  s e c t o r  i s  not  new i n  Mexico; 
n a t i o n a l  banks have competed, w i t h  p r i v a t e  banks f o r  many yea r s .  
Ways w i l l  b e ' exp lo red  t o  ensure  a n  adequate  p a r t i c i p a t i o n  of 
s a v e r s  and o t h e r  s e c t o r s  of s o c i e t y  i n  t h e  management and t h e  
patrimony of t h e s e  i n s t i t u t i o n s .  Over t ime,  t h e  banking sys tem 
w i l l  be r a t i o n a l i z e d  and r e s t r u c t u r e d  t o  ach ieve  e f f i c i e n c y  and 
economies of s c a l e ,  and a  number of s e p a r a t e  banks w i l l  be 
r e t a i n e d  t o  s t i m u l a t e  competi t ion.  

The measures be ing  adopted f o r  1983 and f o r  t h e  program 
.period a s  a  whole w i l l  s u r e l y  r e q u i r e  a  major e f f o r t  by t h e  
Mexican popula t ion ,  e s p e c i a l l y  a f t e r  a  s u s t a i n e d  pe r iod  of h igh  
r a t e s  of growth. The a u t h o r i t i e s  have f r a n k l y  i n d i c a t e d  t h a t  a  



s i g n i f i c a n t  degree  of s a c r i f i c e  w i l l  be r e q u i r e d  from everyone, 
but  t h a t  i t  i s  necessary  t o  r e d r e s s  t h e  imbalances. I n  t h e  p a s t ,  
t h e  Mexican economy has  shown g r e a t  r e s i l i e n c y  i n  r ecove r ing  
from temporary s e r i o u s  setbacks.  Also,  a s  t h e  s t a f f  recognizes ,  
Mexico has  shown r epea t ed ly  i n  t h e  p a s t  a , c a p a b i l i t y  f o r  s u s t a i n -  
i ng  h igh  r a t e s  of growth wh i l e  main ta in ing  i n t e r n a l  and e x t e r n a l  
s t a b i l i t y .  We a r e  con f iden t  t h a t  Mexico w i l l  be  a b l e  t o  resume 
such balanced growth i n  t h e  near  f u t u r e .  

M r .  Kafka thanked t h e  s t a f f  f o r  t h e  s p e c i a l  e f f o r t s  t h a t  i t  had made 
t o  keep Execut ive  D i r e c t o r s  up t o  d a t e  about  measures t aken  r e c e n t l y  by 
t h e  Mexican a u t h o r i t i e s .  His  c h a i r  warmly supported Mexico's r e q u e s t  f o r  
a n  extended arrangement and a drawing i n  t h e  f i r s t  c r e d i t  t r a n c h e ,  d e s p i t e  
t h e  s h o r t f a l l  i n  c o n t r i b u t i o n s  from commercial banks, which h e  was s u r e  
would be overcome i n  a  s h o r t  time. The Mexican c r i s i s  had r e s u l t e d  from 
d i sappo in t ed  e x p e c t a t i o n s  and from the  de l ay  between r e a l i z i n g  t h a t  a  
f o r e c a s t  was er roneous  and making t h e  necessary  change i n  pol icy .  

The program was s t r i c t ,  b u t ,  under p r e s e n t  c i rcumstances ,  i t  was t h e  
on ly  f e a s i b l e  one,  Mr. Uafka considered.  There was not  enough f i n a n c e  
a v a i l a b l e  f o r  a  more g r a d u a l  approach. O f  t he  r e sou rces  r e q u i r e d  under 
t h e  program, a  l a r g e  p a r t  would have t o  be provided from o u t s i d e  t h e  Fund. 
The Managing D i r e c t o r  had done an  e x c e p t i o n a l  job i n  p r e v a i l i n g  upon 
o f f i c i a l  e n t i t i e s ,  a s  w e l l  a s  on t h e  p r i v a t e  f i n a n c i a l  community, t o  a g r e e  
i n  record  t ime t o  supply  new re sou rces  a s  w e l l  a s  t o  a  v a s t  amount of 
rescheduling.  Perhaps i f  t h e  Fund had l a r g e r  r e sou rces ,  a  more g radua l  
program could  have been f inanced;  i n  t h e  c i rcumstances  of Mexico, t h e  
marginal  u t i l i t y  of even such a r e l a t i v e l y  sma l l  sum a s  an  e x t r a  $ 1  b i l -  
l i o n  o r  s o  i n  t h e  f i r s t  y e a r  would have been g r e a t  indeed. Neve r the l e s s ,  
he was not a rgu ing  f o r  a  d i f f e r e n t  phasing f o r  Mexico's drawing from t h e  

- a the r ,  h e  was exp re s s ing  r e g r e t  t h a t  t h e  'Fund's r e sou rces  d i d  no t  
Fund* permit  k t t o  he lp  t o  f i n a n c e  modestly l a r g e r  drawings under t h e  program. 

The F i n a n c i a l  measures i n  t h e  program appeared t o  be w e l l  des igned ,  
M r .  Kafka went on. The s e v e r a l  changes fo re seen  i n  the'economy were a s  
necessary  a s  they  might be h a r d  t o  b r i n g  about. No more t h a n  t h e  i n d i s -  
pensable  was be ing  demanded of Mexico, and no more should  be demanded. 
The i n c e n t i v e s  t o  s t i m u l a t e  domest ic  s av ings  and e x p o r t s  went i n  t h e  
r i g h t  d i r e c t i o n .  It was r e g r e t t a b l e ,  but  on ly  r e a l i s t i c ,  t h a t  a  l a r g e  
p a r t  of t h e  ad jus tment  had t o  d e r i v e  from a r educ t ion  i n  r e a l  p u b l i c  
s e c t o r  investment .  Indeed,  a  major  concern had t o  be t h a t  t h e  r a t e  and 
e x t e n t  of income r e d i s t r i b u t i o n  i n h e r e n t  i n  t h e  program should  remain 
w i t h i n  t o l e r a b l e  limits. 

I t  was noteworthy t h a t  t h e  i n t e r n a t i o n a l  f i n a n c i a l  community, under 
t h e  l e a d e r s h i p  of t h e  United S t a t e s  and through t h e  Bank f o r  I n t e r n a t i o n a l  
Se t t l emen t s  (BIS),  had been a b l e  t o  provide  br idging  f i n a n c e  f o r  Mexico 
r a p i d l y ,  thereby  avo id ing  what could  o therwise  have become an  even more 
s e r i o u s  i n t e r n a t i o n a l  c r i s i s ,  M r .  Kafka concluded. He knew from h i s  own 
exper ience  t h a t ,  when c i rcumstances  i n  a  member count ry  pe rmi t t ed ,  t h e  



Fund was capable  of n e g o t i a t i n g  a  program wi th  extreme r a p i d i t y ,  but  i t  
had no means of provid ing  br idging  f inance .  Something more i n s t i t u t i o n -  
a l i z e d  than  t h e  b r idg ing  f i nance  provided through t h e  BIS could  be help- 
f u l  i n  f u t u r e .  H e  had suggested s e v e r a l  t imes  t h a t  t h e  Execut ive  Board 
should s tudy  t h a t  proposal .  He had been g r e a t l y  encouraged by U.S. 
Treasury S e c r e t a r y  Regan's sugges t ion  f o r  a  new b r idg ing  f i n a n c e  f a c i l i t y ,  
which might conce ivably  be s i t u a t e d  w i t h i n  t h e  Fund i t s e l f .  

' 

Mr. de ~ a u l d e  cons idered  t h a t  t he  i n t e r n a t i o n a l  f i n a n c i a l  community, 
under t h e  l e a d e r s h i p  of t h e  Fund, had demonstrated c o n s i d e r a b l e  s k i l l  i n  
s o r t i n g  out  a  s i t u a t i o n  t h a t  should  never  have a r i s e n .  Mexico was a 
c l e a r  case  of ad jus tment  unduly delayed wi th  t h e  suppor t  of misguided 
borrowing, on a n  ever-shorter- term b a s i s ,  from unwise commercial banks. 
The so-ca l led  s u r v e i l l a n c e  p roces s  had obvious ly  f a i l e d  t o  produc 
warnings, a po in t  t o  be k e p t  i n  mind when Execut ive  D i r e c t o r s  d i s  2 ussed  
t h e  i s s u e  of  Fund s u r v e i l l a n c e .  The s i z e  of Mexico's e x t e r n a l  problem 
was such t h a t  t h e  consequences of l e t t i n g  it e s c a l a t e  could  w e l l  have 
been seve re  f o r  t h e  e n t i r e  i n t e r n a t i o n a l  monetary system. H i s  a u t h o r i t i e s  
g r e a t l y  a p p r e c i a t e d  t h e  s e n s e  o f  r e s p o n s i b i l i t y  and t h e  h igh  p r o f e s s i o n a l -  
ism d i sp l ayed  by t h e  Managing D i r e c t o r  i n  t a c k l i n g  t h e  m a t t e r  i n  an 
i nnova t ive  way. Through h i s  u n r e l e n t i n g  e f f o r t s ,  t h e  coope ra t ion  of 
c e n t r a l  banks, t h e  BIS,  commercial banks, and t h e  Fund had y i e l d e d  r e s u l t s ,  
and h i s  a u t h o r i t i e s  were g l ad  t o  c o n t r i b u t e  t h e i r  s h a r e  t o  t h e  o p e r a t i o n .  
It should  a l s o  be noted  t h a t  t h e  Fund's p o l i c y  of  en l a rged  a c c e s s  had 
f u l l y  demonstrated i t s  u s e f u l n e s s  i n  t h e  ca se  of Mexico. R e g r e t t a b l y ,  
t h e  s t a f f  r e p o r t  had been d i s t r i b u t e d  on December 13 ,  s o  t h a t  Execu t ive  
D i r e c t o r s  had had o n l y  seven  working days t o  communicate t h e  r e p o r t  t o  
t h e i r  c a p i t a l s  and t o  d i g e s t  i t  themselves. E q u a l i t y  of  a c c e s s  t o  i n f o r -  
mation,  a s  w e l l  a s  t h e  c r e d i b i l i t y  of t h e  Execut ive  Board, would be 
compromised, u n l e s s  t h e  c a s e  of Mexico were cons idered  an except ion .  

He could  f u l l y  suppor t  t h e  o b j e c t i v e s  of t h e  program, Mr. de  Maulde 
continued.  A s  s t a t e d  i n  t h e  s t a f f  a p p r a i s a l  and acknowledged by 
M r .  Sen io r ,  t h e  most important  f a c t o r  behind t h e  worsening of Mexico's 
p r i c e  performance and t h e  widening of i t s  c u r r e n t  accourit d e f i c i t  had 
been t h e  expansionary s t ance  of t h e  p u b l i c  s e c t o r .  A d j o r  ad jus tment  
i n  t h a t  s t a n c e  had, f i t t i n g l y ,  been made t h e  co re  of t h e  1983 program. 
The more g e n e r a l  o b j e c t i v e s  of s lowing down i n f l a t i o n  add r e s t o r i n g  t h e  
ba lance  of payments p o s i t i o n  were a l s o  unobjec t ionable .  The q u e s t i o n  
was t h e r e f o r e  not how t o  a s s e s s  t he  v a l i d i t y  of t hose  o b j e c t i v e s  but  
r a t h e r  how t o  ach ieve  them, g iven  a number of assumptions. 

Agains t  t h e  background of t h e  i n t e r n a t i o n a l  environment, one key 
element f o r  t h e  program had been t h e  a v a i l a b i l i t y  of e x t e r n a l  f i n a n c i n g ,  
Mr. de Maulde observed. The Mexican adv i so ry  group had now secu red  t h e  
consent  of t h e  p r i n c i p a l  banks t o  a  $5 b i l l i o n  i n c r e a s e  i n  t h e i r  n e t  
exposure i n  Mexico. He had been g lad  t o  n o t e  from EBS/82/208, Supple-  
ment 3; t h a t  agreement had been reached on e l i m i n a t i n g  i n t e r e s t  payments 
a r r e a r s  and on inaugura t ing  a  d e p o s i t  scheme. H e  hoped t h a t  t h e  d e p o s i t  
scheme, t o g e t h e r  w i t h  t h e  example of t h e  l a r g e r  banks, would i nduce  t h e  
s m a l l e r  banks t o  p a r t i c i p a t e  a c t i v e l y  i n  provid ing  f i n a n c i n g  f o r  Mexico. 



Another important  element was t he  l e v e l  of i n t e r e s t  payments, which was 
dependent on i n t e r e s t  r a t e  l e v e l s  i n  i n t e r n a t i o n a l  markets and on t h e  
spreads and f e e s  a s soc i a t ed  wi th  new loans and rescheduling.  He assumed 
t h a t  c e r t a i n  hypotheses had been made on those var ious  elements, and h e  
gould a p p r e c i a t e  f u r t h e r  e l a b o r a t i o n  by the s t a f f  on how s e n s i t i v e  t he  
i n t e r e s t  payments were t o  a  depar ture  from i n i t i a l  expec ta t ions .  F i n a l l y ,  
he had noted t h a t  t h e  dec l in ing  t rend  i n  the  r a t i o  of non-oil expor t s  t o  
GDP was supposed t o  be reversed q u i t e  abruptly.  While t he  r e l a t i v e l y  
modest amount of non-oil expor t s  might j u s t i f y  such a  f o r e c a s t ,  he  was 
s t i l l  somewhat unce r t a in  about the  impact of higher  c o s t s  of t h e  import 
con ten t  on those  expor t s ,  and about the  increased competi t ion from two 
o t h e r  major L a t i n  American coun t r i e s  t h a t  might t r y  t o  expand sales  of 
s i m i l a r  products  i n  t h e  same markets.  

On t h e  domestic s i d e ,  t h e  time l a g  between the  cont rac t ionary  impact 
of reducing  t h e  p u b l i c  s e c t o r  d e f i c i t  and the  pro jec ted  recovery of t h e  
economy through a r e v i v a l  of p r i v a t e  s e c t o r  a c t i v i t y  seemed t o  be s h o r t ,  
on ly  h a l f  a  y e a r ,  Mr. de Maulde noted. It was d i f f i c u l t  t o  a s s e s s  t h e  
r e l a t i o n s h i p  between o v e r a l l  growth, t h e  publ ic  s e c t o r  d e f l c i t ,  and t h e  
c u r r e n t  account d e f i c i t ,  a s  t h e  l a s t  v a r i a b l e  had been g r e a t l y  cons t r a ined  
i n  1982 by t h e  a v a i l a b i l i t y  of fo re ign  f inancing.  He would a p p r e c i a t e  
f u r t h e r  in format ion  on t h e  r e l a t i o n s h i p  between economic a c t i v i t y  i n  t he  
non-oil s e c t o r  and t h e  c u r r e n t  account d e f i c i t  i n  per iods  dur ing  which 
crowding out  by t h e  pub l i c  s e c t o r  had been l e s s  pe rcep t ib l e  than i n  more 
r ecen t  years .  

The s t a n c e  of monetary po l i cy  was t o  some ex t en t  a  r e s i d u a l  o f  the  
r e s u l t s  achieved i n  t h e  p u b l i c  s e c t o r  and t h e  exchange r a t e  f i e l d ,  
Mr. de Maulde remarked. He agreed wi th  t he  s t a f f  t h a t  i n t e r e s t  r a t e  
management should  be g r e a t l y  f a c i l i t a t e d  by t h e  disappearance of do l l a r -  
denominated depos i t s .  The proposed d r a s t i c  adjustment i n  t he  pub l i c  
s e c t o r  was f u l l y  app rop r i a t e .  He had noted t h e  s u b t l e  d i f f e r e n c e  between 
t h e  " d r a f t  budget" and t h e  " f i s c a l  plan" f o r  1983. The a d d i t i o n a l  r e c e i p t s  
provided f o r  by t he  l a t t e r  would stem from p r i c e  i nc reases  a u t h o r i z i n g  
commensurate a d d i t i o n a l  expend i tu re ,  both amounting t o  1.4 per  cen t  of GDP. 
He would n o t  be s u r p r i s e d  i f  t h e  a d d i t i o n a l  expendi ture  had t o  be s c a l e d  
down; wi thout  mentioning t h e  p o s s i b i l i t y  of overruns on expendi ture  
inc luded  i n  t h e  budget,  t h e  revenue f o r e c a s t s  were heav i ly  dependent on 
a pro j ec t ed  l e v e l  of economic a c t i v i t y .  The budget a l s o  provided f o r  a  
l a r g e  r e s e r v e  f o r  spending, amounting t o  2 .4  pe r  cent  of GDP. Although 
such a r e se rve  was not  unusual ,  i t s  l a r g e  s i z e  might r a i s e  some concern 
about  t h e  a u t h o r i t i e s '  a b i l i t y  t o  c o n t r o l  var ious  c a t e g o r i e s  of expendi- 
t u r e .  Mr. S e n i o r  o r  t h e  s t a f f  might wish t o  e l a b o r a t e  on t h e  procedures 
governing t h e  u se  of t h e  r e se rve .  

Wage p o l i c y  i n  t h e  p u b l i c  s e c t o r  appeared t o  play a  l ead ing  r o l e  i n  
wage s e t t l e m e n t s ,  Mr. de Maulde continued.  He f u l l y  supported t h e  view 
t h a t  r e s t r a i n t  would be needed over  t h e  medium term, and t h a t  incomes 
po l i cy  might have t o  p l ay  a more important  r o l e  than f i s c a l  po l i cy  once 
t h e  pub l i c  e e c t o r  d e f i c i t  i n  Mexico had re turned  t o  a  reasonable  l e v e l .  



On t h e  exchange r a t e  system, h e  agreed w i t h  the  s t a f f  t h a t  t h e  ex t ra-  
o rd ina ry  c i rcumstances  p r e v a i l i n g  made t h e  temporary e s t ab l i shmen t  of two 

- exchange markets  a p p r o p r i a t e ,  M r .  de Maulde sa id .  Given t h e  l a r g e  s i z e  of 
both t h e  c o n t r o l l e d  market and t h e  f r e e  market ,  t h e  two r a t e s  f o r  t h e  peso 
might w e l l  converge. i n  t h e  not - too-dis tan t  f u t u r e .  I n c i d e n t a l l y ,  h e  had 
n o t i c e d  a loophole  i n  t h e  scope of t r a n s a c t i o n s  covered by t h e  c o n t r o l l e d  
market: a p rov i s ion  was made f o r  o t h e r  t r a n s a c t i o n s  s p e c i f i c a l l y  a u t h o r i z e d  
by t h e  monetary a u t h o r i t i e s .  He was s u r e  t h a t  t h e  a u t h o r i t i e s  would exer-  
c i s e  r e s t r a i n t  i n  making use  of t h a t  loophole.  On t h e  more fundamental 
q u e s t i o n  of t h e  l e v e l  of t h e  exchange r a t e ,  it appeared t o  be predominantly 
cons t r a ined  by t h e  r a t e  of e q u i l i b r i u m  i n  t h e  c a p i t a l  accounts .  He hoped 
t h a t  when Mexico's s t e p s  toward adjustment  had been acknowledged by t h e  
o u t s i d e  wor ld ,  au toma t i c  f o r c e s  would b r ing  about  a  r e t u r n  t o  more t r a d i -  
t i o n a l  de terminants  of t h e  exchange r a t e ,  such as i n d i c a t o r s  of competi- 
t i veness .  He d id  f i n d  i t  unacceptable  t h a t  t h e  Mexican a u t h o r i t i e s  had 
eo f a r  d i s r ega rded  t h e  i s s u e  of t h e  s e t t l e m e n t  of  p r i v a t e  e x t e r n a l  deb t ,  
a  dec i s ion  t h a t  might l ead  t o  a  grave d e t e r i o r a t i o n  i n  t h e  p o s i t i o n  of 
va r ious  f i rms  and a l s o  i n  Mexico's i n t e r n a t i o n a l  image. Could Mr. S e n i o r  
and t h e  s t a f f  say  what measures were being cons idered  t o  s o l v e  t h e  problem? 

When d e v i s i n g  t h e  b a t t e r y  of performance c r i t e r i a  and review c l a u s e s ,  
t h e  Fund appeared t o  have aimed a t  some s o r t  of pe r f ec t ion i sm,  
Mr. de  Maulde s t a t e d .  Although such a view might be j u s t i f i e d  under  t h e  
circumstances,  h e  would not be s u r p r i s e d  i f  some c o n f l i c t  were t o  a r i s e  
among t h e  c r i t e r i a  on f o r e i g n  borrowing, t h e  l e v e l  of r e s e r v e s ,  and,  t o  
a  lesser e x t e n t ,  t h e  r educ t ion  i n  a r r e a r s .  Theref o r e ,  a n a l y s i s  would be 
requi red  t o  a s c e r t a i n  how t h e  c o n f l i c t s  had o r i g i n a t e d ,  whether  t hey  were  
permanent o r  temporary, and what c o r r e c t i v e  a c t i o n s  might need t o  be 
taken. 

S t r u c t u r a l  adjustment  was indeed p re sen t  i n  a program r e l y i n g  p r i -  
mar i ly  on demand r e s t r a l n t ,  and h e  hoped t h a t  i t  could be enhanced i n  
t h e  coming yea r s ,  M r .  de Maulde commented. He regarded  as t e n t a t i v e  t h e  
s t a f f ' s  f o r e c a s t s  f o r  t h e  growth of GDP, t h e  p u b l i c  s e c t o r  d e f i c i t s ,  and 
t h e  cu r ren t  account  d e f i c i t s ,  as i t  appeared extremely d i f f i c u l t  t o  
a s s e s s  what would be a v i a b l e  ba l ance  of payments p o s i t i o n  f o r  Mexico i n  
1985 o r  even 1984; i t  was imposs ib le  t o  p r e d i c t  t h e  a v a i l a b i l i t y  o f  
f o r e i g n  f inanc ing  i n  those  years .  He would a p p r e c i a t e  f u r t h e r  e l a b o r a t i o n  
on t h e  point .  I n  conclus ion ,  t h e  p re sen t  s i t u a t i o n  was t h e  r e s u l t  of 
dec i s ions  taken  by both the  Mexican a u t h o r i t i e s  and t h e  banks; i t  was t h e i r  
r e s p o n s i b i l i t y ,  as w e l l  as t h e  Fund's,  t o  a l low t h e  much needed adjustment  
t o  t a k e  place.  

Mr. T e f j e i r o  welcomed t h e  program, which was of t h e  utmost Importance 
f o r  an  o rde r ly  adjustment  of t h e  Mexican economy and f o r  a  s o l u t i o n  t o  the  
p re sen t  world f i n a n c i a l  s i t u a t i o n .  The measures a l r eady  i n  p l a c e  made t h e  
adjustment program a n  impress ive  one. Neve r the l e s s ,  he  had some comments. 

On page 38 of EBS/82/208, Supplement 1, t h e  s t a f  E i n d i c a t e d  t h a t  t h e  
r a t i o  of t h e  demand f o r  money t o  GDP had r t s e n  from 33.6 i n  December 1981 
t o  35.0 i n  December 1982, Mr. T e i j e i r o  noted. The r i s e  impl ied  t h a t  t h e  



money supply  must have grown a t  a  f a s t e r  r a t e  than  domest ic  p r i c e s .  A s  
t h e  growth i n  t h e  money supply had been g r e a t e r  than  t h e  growth i n  nominal 
GDP, t h e  q u e s t i o n  was whether  t h e  s t a f f ' s  assumptions about  t h e  behavior  
of t h e  demand f o r  money might be t oo  o p t i m i s t i c .  A t  t h e  end of 1982, t h e  
s t o c k  of money would be 35 pe r  c e n t  of GDP, a g a i n s t  l e s s  t han  3 1  p e r  r e n t  
i n  1980, a  y e a r  i n  which t h e  i n f l a t i o n  r a t e  had been much lower and 
i n t e r e s t  r a t e s  much l e s s  n e g a t i v e  i n  r e a l  terms. It t h e r e f o r e  seemed 
l i k e l y  t h a t  adjustment  would occur  a t  t h e  beginning of t h e  program i n  t h e  
form of h i g h e r  i n f l a t i o n  and f a s t e r  exchange r a t e  dep rec i a t i on .  He asked 
t h e  s t a f f  t o  comment on t h e  expected behavior  of t h e  demand f o r  money, and 
he  wondered whether a  more a g g r e s s i v e  i n t e r e s t  r a t e  po l i cy  would no t  be 
a  necessary  c o n d i t i o n  f o r  main ta in ing  t h e  demand f o r  money a t  t h e  assumed 
l e v e l s .  

I f  t h e  demand f o r  money d i d  not behave as expected,  t h e  program 
t a r g e t s  f o r  i n f l a t i o n  and t h e  ba l ance  of payments might be jeopard ized ,  
Mr. T e i j e i r o  went on. How much of tho  e f f e c t  would show up i n  t h e  ba lance  
of payments would depend on t h e  f l e x i b i l i t y  of exchange r a t e  po l i cy ,  He 
be l ieved  t h a t  t h e  two- t ie r  exchange system desc r ibed  on pages 1 and 2 of 
EBS/82/208, Supplement 3 ,  could only  be a  t r a n s i t o r y  one. Its only  use- 
f u l n e s s  might be t h a t  t h e  f r e e  exchange market could g ive  i n d i c a t i o n s  
about  where t h e  e q u i l i b r i u m  exchange r a t e  of t h e  peso could l i e .  There 
was no way t h a t  such a system cou ld  su rv ive  permanently. For  example, 
s i n c e  i t  was p o s s i b l e  t o  s e r v i c e  Mexico's e x t e r n a l  debt  through t h e  
c o n t r o l l e d  market,  t h e r e  would always be an  i n c e n t i v e  t o  pay a s  much 
a s  p o s s i b l e  of t h a t  deb t  through t h a t  channel.  Therefore ,  e i t h e r  t h e  
assumptions of p r i v a t e  c a p i t a l  movements would not  ho ld ,  o r ,  i f  f o r e i g n  
cur rency  were brought  back, i t  would be a t  t h e  f r e e  market exchange r a t e ,  
i n  which event  an  exchange l o s s  and a consequent monetary expansion would 
occur. He wondered whether  t h e  two- t ie r  system was a c t u a l l y  an  i m p l i c i t  
system of exchange r a t e  gua ran t ees  and whether ,  i f  h i s  d e s c r i p t i o n  was 
c o r r e c t ,  i t  had been t aken  i n t o  account  i n  t h e  program. 

There was some q u e s t i o n  whether  a more agg re s s ive  i n t e r e s t  r a t e  
p o l i c y  and a r a p i d  movement toward u n i f i c a t i o n  of t he  exchange r a t e  system 
would be h e l p f u l  developments i n  t h e  near f u t u r e ,  Mr. T e i j e i r o  remarked. 
There was no p r e c i s e  answer t o  many of t h e  ques t ions  t h a t  he had r a i s e d ,  
because i t  was imposs ib le  t o  make c o r r e c t  assumptions about c r u c i a l  param- 
e t e r s .  Thus, t h e  Fund should  keep c l o s e  watch on developments under  t h e  
program, t a k e  a  f l e x i b l e  view of any f u t u r e  developments, and be ready t o  
make qu ick  ad jus tments  i f  they became necessary.  H i s  pe r sona l  f e e l i n g  was 
t h a t  t h e  adjustment  i n  t h e  Mexican economy would be more p a i n f u l  t h a n  i t  
had been p rev ious ly ,  u n l e s s  t h e r e  were a qu ick  and major improvement i n  
t h e  wor ld  economic s i t u a t i o n .  Desp i t e  t h e  remarkable job accomplished i n  
connect ion  w i t h  t h e  banks,  h e  was a f r a i d  t h a t  t h e r e  would be leakages  i n  
t h e  program, mainly through u n c o n t r o l l a b l e  channels  l i k e  import f i nanc ing .  
It should  no t  be s u r p r i s i n g ,  t h e r e f o r e ,  i f  t h e  slowdown i n  economic 
a c t i v i t y  would worsen. 

Even wi th  a  s u c c e s s f u l  program, some a s p e c t s  of t h e  Mexican economy 
would remain damaged i n  t h e  medium term, M r .  T e i j e i r o  s a id .  The main 



damage had been t o  i n c e n t i v e s  f o r  p r i v a t e  investment;  g iven  t h e  l a r g e  
p r i c e  f l u c t u a t i o n ,  a sense  of normal r e l a t i v e  p r i c e s  had d isappeared ,  and 
t h e  r i s k  of making any inves tments  had inc reased  d r a m a t i c a l l y l  I f  a - v a l u e  
of 100 were ass igned t o  domestic  wages measured i n  d o l l a r  terms f o r  1977, 
t h e  f i g u r e  f o r  1981 would have been about  250; i n  1983 i t  might w e l l  be 
back t o  100. With t h a t  kind of exper ience ,  p r i v a t e  investment  could  be 
expected t o  behave s l u g g i s h l y  i n  p r i n c i p l e  f o r  t h e  next  few yea r s .  Such 
exper ience  was not  unique t o  Mexico; i t  had been t h e  consequence of a  . 
h igh ly  u n s t a b l e  world environment t h a t  had promoted l a r g e  f l u c t u a t i o n s  
i n  t h e  terms of t r a d e  combined wi th  p r o c y c l i c a l  behavior  by t h e  f i n a n c i a l  
community and t h e  p u b l i c  s e c t o r .  

I n  1978-80, t h e  Mexican economy had bene f i t ed  from expanding o i l  
product ion  and a l s o  from a c y c l i c a l  boom i n  t h e  terms of t r ade ,  
M r .  T e i j e i r o  r e c a l l e d .  The a u t h o r i t i e s  would have done w e l l  t o  promote 
an  a n t i c y c l i c a l  p o l i c y ,  i n c u r r i n g  a  budget s u r p l u s  and repaying  f o r e i g n  
debt .  What had happened, not  only  i n  Mexico, but  a l s o  i n  most of t h e  
c o u n t r i e s  c u r r e n t l y  expe r i enc ing  d i f f i c u l t y ,  had been j u s t  t h e  oppos i te .  
The f i n a n c i a l  system had been ready t o  l e n d  l a r g e  amounts of money, and 
t h e  p u b l i c  s e c t o r  had t aken  t h e  oppor tun i ty  t o  i n c r e a s e  spending. A t  
t h a t  t ime,  Mexico had enjoyed a n  improvement i n  i t s  terms of t r a d e ,  
g r e a t e r  f o r e i g n  c r e d i t s ,  and h ighe r  p u b l i c  s e c t o r  spending. A t  p r e s e n t ,  
t h e  country was a t  t h e  oppos i t e  phase of t 'he cyc le ,  where a l l  economic 
v a r i a b l e s  were a c t i n g  i n  a c o n t r a c t i o n a r y  manner. How could  p r i v a t e  
Investment and p r i v a t e  i n i t i a t i v e  be expected t o  behave i n  a r eces s iona ry  
economy t h a t  i n  t h e  r ecen t  p a s t  had provided such u n s t a b l e  market  s i g n a l s  
f o r  t h e  d i r e c t i o n  of investments? I n  f a c t ,  t h e r e  was s t i l l  a  r i s k  t h a t  
Mexico's c y c l i c a l  exper ience  might be repea ted .  A s  soon a s  i n t e r e s t  pay- 
ments on t h e  e x t e r n a l  p u b l i c  debt  came down t o  more normal l e v e l s ,  t h e  
p r i c e  of o i l  improved, and f i s c a l  revenue r o s e  with t h e  recovery  of t h e  
economy, t h e  p u b l i c  s e c t o r  would be a b l e  t o  i n c r e a s e  i t s  spending i n  a 
dramat ic  way. Thus, i t  was of t h e  utmost importance f o r  t h e  h e a l t h  of 
t h e  Mexican economy t h a t  c l e a r  medium-term p o l i c i e s  on revenue and t h e  
exchange r a t e  were developed so  t h a t  t h e  p r i v a t e  s e c t o r  could  r ega in  
confidence and h e l p  wi th  t h e  recovery of t h e  economy. The agreement 
reached on an  extended arrangement would suppor t  t h e  Mexican a u t h o r i t i e s  
i n  t h a t  task.  

M r .  Nimata l lah  warmly supported t h e  r e q u e s t  of t h e  Mexican author-  
i t i e s  f o r  a n  extended arrangement and a  purchase i n  t h e  f i r s t  c r e d i t  
t r anche .  Furthermore,  t h e  Managing D i r e c t o r  was t o  be commended f o r  t h e  
way i n  which h e  had handled t h e  Mexican case .  Approval of t h e  d e c i s i o n  
on Mexico should s i g n a l  t h e  h e l p f u l  r o l e  t h a t  t he  Fund could  p lay  i n  
a l l e v i a t i n g  i n t e r n a t i o n a l  balance of payments imbalances. 

The resources  provided by t h e  Fund t o  Mexico i n  t h e  medium t e rm were 
q u i t e  s m a l l  i n  r e l a t i o n  t o  Mexico's t o t a l  f i n a n c i a l  needs,  M r .  Nimata l lah  
noted.  I n  a d d i t i o n ,  t h e  Mexican a u t h o r i t i e s  would be a b l e  t o  draw, upon 
Board approval  of t h e i r  r e q u e s t ,  only a  s m a l l  f r a c t i o n  of t h e  t o t a l  
amount a t  any one time. The emphasis was c l e a r l y  on promoting adjus tment ,  
gene ra t ing  i n t e r n a t i o n a l  conf idence ,  and moni tor ing  t h e  economy. 



About one yea r  p rev ious ly ,  t h e  Board had d iscussed  a r eques t  by 
I n d i a  f o r  an extended arrangement ,  Mr. Nimatal lah r eca l l ed .  The circum- 
s t a n c e s  under which I n d i a - h a d  made i t s  r eques t  were q u i t e  d i f f e r e n t  from 
those  of Mexico. I n d i a  had approached t h e  Fund a t  an e a r l y  s t a g e  of i t s  
balance of payments d i f f i c u l t i e s ,  whi le  Mexico's r eques t  had come a f t e r  
a c r i s i s  had erupted.  H e  t h e r e f o r e  encouraged c o u n t r i e s  . t o  come t o  t h e  
Fund e a r l y  i n  a s ea rch  f o r  s o l u t i o n s  t o  t h e i r  balance of payments problems 
and f o r  a response t o  t h e i r  needs. 

Turning t o  t h e  s p e c i f i c s  of t h e  Mexican problem, Mr. Nimatal lah 
pointed ou t ,  f i r s t ,  t h a t  t h e  f i s c a l  adjustment  e f f o r t  envisaged dur ing  
t h e  program p e r i o d  was s u b s t a n t i a l .  For  i n s t ance ,  t h e  pub l i c  s e c t o r  
d e f i c i t  as a p ropor t i on  of GDP was expected t o  d e c l i n e  from 16.5 per  cen t  
i n  1982 t o  8.5 p e r  cen t  i n  1983 and t o  3.5 per cen t  i n  1985. For  those 
t a r g e t s  t o  be achieved ,  a cons ide rab l e  adjustment  e f f o r t  had t o  t a k e  
p l a c e  on both t h e  revenue and t h e  expendi ture  s ides .  The measures taken  
r e c e n t l y  i n  connect ion  wi th  t h e  1983 budget appeared t o  be adequate t o  
achieve  t h e  program t a r g e t s  f o r  1983. Never the less ,  t h e  s i t u a t i o n  requi red  
continuous monitoring,  and t h e  a u t h o r i t i e s  should be prepared t o  t ake  
a d d i t i o n a l  measures if t h e  program t a r g e t s  seemed t o  be endangered. 

Second, t h e  q u a n t i t a t i v e  performance c r i t e r i a  s p e c i f i e d  i n  t h e  
program were q u i t e  comprehensive and provided adequate safegua.rds f o r  
t h e  conduct of s u i t a b l e  ad jus tment  p o l i c i e s ,  M r .  Nimatal lah continued. 
There were t h r e e  q u a n t i t a t i v e  performance c r i t e r i a  cover ing  domestic 
p o l i c i e s  and t h r e e  cover ing  i n t e r n a t i o n a l  p o l i c i e s .  The coverage was 
ex t ens ive  and a p p r o p r i a t e  i n  Mexico's circumstances.  H e  supported a l l  
t h e  q u a n t i t a t i v e  performance c r i t e r i a  f o r  1983, a s  l i s t e d  i n  Table 9 of 
EBS 1821208, S.upplement 1. 

Th i rd ,  t h e  approach toward conducting a f l e x i b l e  exchange r a t e  
po l i cy  and reducing  t h e  r e s t r i c t i v e n e s s  of t h e  exchange system was r e a l -  
i s t i c ,  Mr. Nimatal lah cons idered .  Obviously, a complete and immediate 
r e v e r s a l  of a l l  t h e  p o l i c i e s  i n  p l a c e  could not be expected.  However, 
t h e  a u t h o r i t i e s  were t o  be commended f o r  t h e i r  courage i n  adopt ing  t h e  
measures announced on December 10,  1982. F u r t h e r  reforms i n  t h e  exchange 
sys  tem would have t o  be made i n  l i g h t  of evolv ing  circumstances.  

Fourth,  he  had expec ted  t o  s e e  i n  ~ ~ ~ / 8 2 / 2 0 8  an  assessment  by t h e  
World Bank s t a f f  of Mexico's p u b l i c  s e c t o r  investment  program, M r .  Nimatal lah 
remarked. The omission of t h a t  assessment  might l eave  something t o  be 
d e s i r e d  i n  t h e  program under  t h e  extended arrangement. Could t h e  s t a f f  
comment on t h a t  p o i n t ?  

F i f t h ,  h e  agreed w i t h  t h e  s t a f f ' s  emphasis on the  review of ~ e x i c o ' s  
p r o t e c t i v e  system i n  t h e  con tex t  of t h e  extended arrangement ,  
Mr. Nimata l lah  s a i d .  The review was compatible  w i th  t h e  goa l  of achiev ing  
a b e t t e r  a l l o c a t i o n  of resources .  Was t h e  World Bank s t a f f  t o  monitor 
progress  i n  t h a t  a r e a ?  



A s  t o  promoting a b e t t e r  a l l o c a t i o n  of r e sources ,  t h e  program could  
probably have been s t r eng thened  by c o n t a i n i n g  more e x p l i c i t  p o l i c i e s  t o  
promote nonpetroleum expor t s ,  Mr. Nimata l lah  considered.  An expor t -  
o r i en ted  growth s t r a t e g y  would make i t  e a s i e r  t o  reduce p r o t e c t i o n  and . t h e r e f o r e  the  d i s t o r t i o n s  i n  t h e  economy. He was unsure  whether Mexico's 
o t h e r  expor t s  would be encouraged by l a r g e  impor t ing  c o u n t r i e s ,  g iven  t h e  
present  s t a t e  of  t h e  world economy. 

I n  conclus ion ,  t h e  Mexican a u t h o r i t i e s  had a l r e a d y  shown a determina- 
t i o n  t o  a d j u s t  by adopt ing  courageous measures, f o r  which they  were t o  be 
commended, Mr. Nimata l lah  sa id .  The road ahead would be rough, and perhaps 
would r e q u i r e  more s a c r i f i c e s .  He t h e r e f o r e  encouraged t h e  Mexican author-  
i t i e s  t o  s t i c k  f i rmly  t o  t h e i r  commitment t o  a d j u s t .  

M r .  Erb commended t h e  Managing D i r e c t o r  f o r  h i s  hand l ing  of t h e  
Mexican s i t u a t i o n  from t h e  ve ry  beginning and commended t h e  s t a f f  f o r  i t s  
respons iveness  i n  working w i t h  t h e  Mexican Government. It was a l s o  c l e a r  
t h a t  t h e  i n t e r n a t i o n a l  monetary system a s  a whole had been q u i t e  f l e x i b l e  
i n  i t s  response,  g iven  t h e  r e a c t i o n s  of governments as w e l l  a s  commercial 
banks. It was d i f f i c u l t  t o  o v e r s t a t e  t h e  s i g n i f i c a n c e  of t h e  program's 
s u c c e s s f u l  implementat ion,  n o t  only  f o r  Mexico but  a l s o  f o r  t h e  Fund and 
f o r  t h e  system. 

Making some gene ra l  comments, Mr. Erb  noted ,  f i r s t ,  t h a t  Mexico had 
had an  extended arrangement w i t h  t h e  Fund from 1977 t o  1979. Even dur ing  
t h a t  extended arrangement,  p a r t i c u l a r l y  toward t h e  end, t h e  a u t h o r i t i e s '  . . 
p o l i c i e s  had appeared t o  be g e t t i n g  o u t  of  l i n e .  Only t h r e e  y e a r s  had 
e lapsed  u n t i l  ano the r  extended arrangement was needed. Second, he  was 
concerned by Mexico's f a i l u r e  t o  main ta in  up-to-date A r t i c l e  I V  consul ta -  
t i o n s  w i t h  t h e  Fund. F o r  almost  two and one h a l f  yea r s ,  f rom March 1980 
t o  Ju ly  1982, t h e  Execut ive  Board had been unable  t o  cons ide r  a  consul ta -  
t i o n  w i t h  Mexico. The Mexican c a s e  a l s o  emphasized t h e  importance of 
d i scuss ions  on f o r e i g n  a s s e t  and l i a b i l i t y  management between the  Fund 
and members. Bankers might have been s u r p r i s e d  when Mexico became unable  
t o  s e r v i c e  its e x t e r n a l  d e b t s  i n  a  t imely  manner; economists  had n o t  been 
su rp r i sed .  E x t e r n a l  debt  management should be an impor tant  a r e a  f o r  Fund 
su rve i l l ance .  

Th i rd ,  Mexico showed what could  happen when a c o u n t r y ' s  d e c i s i o n  
makers f a i l e d  t o  make prompt ad jus tments  i n  economic p o l i c i e s  a s  condi- 
t i o n s  changed, Mr. E r b  remarked. Mexico's p o l i c i e s  i n  1980 and 1981 had 
been unsus t a inab le ,  even i f  t h e  o p t i m i s t i c  world economic o u t l o o k  and o i l  
out look on which t h e  p o l i c i e s  had been based had a c t u a l l y  m a t e r i a l i z e d .  
Once i t  had become c l e a r  t h a t  t h e  wor ld  economic c o n d i t i o n  w a s  n o t  a s  
good a s  o r i g i n a l l y  expected  by t h e  Mexican a u t h o r i t i e s ,  t hey  had had t o  
make t h e  adjus tments  i n  t h e i r  economic p o l i c i e s .  

Four th ,  t h e  Fund's program was designed t o  begin  a r e v e r s a l  i n  t h e  
d e t e r i o r a t i o n  of Mexico's economic s i t u a t i o n ,  Mr. Erb  went on. I n  t h a t  
s ense ,  i t  was a growth-oriented program, no t  a  program of e x t e r n a l l y  
imposed a u s t e r i t y  f o r  t h e  sake  of a u s t e r i t y .  The s i t u a t i o n  i n  Mexico had 



d e t e r i o r a t e d  s o  badly t h a t  i t  was r e l a t i v e l y  easy t o  s e e  what a c t i o n s  had 
t o  be taken i n  t h e  f i r s t  y e a r  of t h e  adjustment program. A s  a  p r a c t i c a l  
ma t t e r ,  t h e r e  was l i t t l e  room f o r  d i s c r e t i o n ,  s i n c e  t h e  a u t h o r i t i e s  
in tended t o  r eve r se  t h e  economic d e t e r i o r a t i o n .  They had had a n  i n c e n t i v e  
t o  undertake adjustment ,  because t h e  a l t e r n a t i v e  would have been much J 

worse. Indeed,  dur ing  1982, t h e  r a p i d l y  d e c l i n i n g  cu r ren t  account balance 
had had a  nega t ive  impact on domestic  economic growth, a s  w e l l  a s  on 
import 6 .  During 1982, economic growth i n  Mexico had s h a r p l y  dec l ined .  
He suspected  t h a t ,  even though growth might have been p o s i t i v e  on a  year- 
over-year b a s i s ,  by t h e  second h a l f  of 1982 economic growth had probably 
become s h a r p l y  negative.  Futhermore, Mexico's imports  had sharp ly  dec l ined  
dur ing  1982; improvements were p ro j ec t ed  throughout t h e  program, a t  l e a s t  
i n  nominal terms. The economic p o l i c i e s  recommended by t h e  Fund were 
c o n s i s t e n t  w i th  r e s t o r i n g  economic growth throughout t h e  world,  and not 
only  i n  Mexico. 

Apparently t h e  exchange r a t e ,  wi th  suppor t ing  p o l i c i e s ,  was being 
r e l i e d  upon t o  h i t  a  number of t a r g e t s ,  Mr. Erb observed. According t o  
t h e  s t a f f  paper ,  t h e  exchange r a t e  i n  a  c o n t r o l l e d  market was t o  be 
ad jus t ed  d a i l y ,  i n i t i a l l y  a t  an annual  r a t e  of about 50 p e r  cent .  He 
was unsure how t h e  a u t h o r i t i e s  would dec ide  on t h e  c o r r e c t  exchange 
r a t e ,  s i n c e ,  as desc r ibed  on page 1 of E ~ ~ / 8 2 / 2 0 8 ,  Supplement 3 ,  many 
elements  would be taken i n t o  cons ide ra t ion  i n  i t s  de terminat ion .  For 
example, t h e  s t a f f  s a i d  t h a t  i n  e s t a b l i s h i n g  t h e  new r a t e ,  t h e  a u t h o r i t i e s  
had i n d i c a t e d  t h a t  they were t ak ing  i n t o  account not only t h e  p a s t  behavior  
of p r i c e s  i n  Mexico and i n  o t h e r  c o u n t r i e s ,  but a l s o  t h e  reduced a v a i l a -  
b i l i t y  of e x t e r n a l  c r e d i t s  t o  Mexico, t h e  e f f e c t s  of t h e  c o n t r a c t i o n  i n  
world t r a d e  and of t h e  changes i n  t h e  terms of t r a d e ,  t h e  need t o  avoid 
r e l i a n c e  on s u b s i d i e s  t o  e x p o r t s ,  t h e  quo ta t ions  c u r r e n t l y  p r e v a i l i n g  f o r  
t h e  Mexican peso i n  t h e  p a r a l l e l  market a t  t h e  border  w i t h  the  United 
S t a t e s ,  and cons ide ra t ions  of domestic  employment. It thus  seemed t h a t  
t h e  a u t h o r i t i e s '  exchange r a t e  p o l i c i e s  s u f f e r e d  from some overdetermina- 
t i o n .  He ga thered ,  though, i n  reading t h e  s t a f f  recommendations, t h a t  
t h e  s e t t i n g  of q u a r t e r l y  t a r g e t s  f o r  n e t  f o r e i g n  a s s e t s  by the  Bank of 
Mexico would be t h e  determining f a c t o r ,  t ak ing  i n t o  account t h e  r e s t r i c -  
t i o n s  on f o r e i g n  borrowing. While those  t a r g e t s  might p l a c e  some undesir-  
a b l e  c o n s t r a i n t s  on t h e  i d e a l  r o l e  of r e s e r v e s ,  he  d id  hope t h a t  they 
would be e f f e c t i v e  i n  he lp ing  t h e  a u t h o r i t i e s  t o  r e s i s t  t h e  tempta t ion  
t o  suppor t  t h e  exchange r a t e  of t h e  peso. Such support  i n  1981 had proved 
c o s t l y  and u l t i m a t e l y  i n e f f e c t i v e .  He understood t h a t  t h e  a u t h o r i t i e s  
be l ieved  t h a t  p re sen t  circumstances made u n i f i c a t i o n  of t h e  exchange r a t e  
impossible.  Like o t h e r  Execut ive  D i r e c t o r s ,  he hoped t h a t  t he  exchange 
r a t e  system could be u n i f i e d  a s  soon a s  poss ib l e .  

He wondered whether t h e  s t a f f  could provide more d e t a i l s  about  t h e  
forward coverage on f o r e i g n  exchange t h a t  t h e  Bank of Mexico was ready 
t o  provide f o r  t h e  repayment of t h e  e x i s t i n g  debt ,  Mr. Erb  continued.  
He was concerned about t h e  p o t e n t i a l  budgetary consequences of t h a t  
po l i cy ,  which sugges ted  t h a t  t h e r e  might be a p o t e n t i a l l y  open-ended 
d r a i n  on t h e  budget, e s p e c i a l l y  if the  domestic economic s i t u a t i o n  d id  
no t  improve a s  d rama t i ca l ly  a s  t h e  a u t h o r i t i e s  hoped. While t h e r e  would 



be a  r i s k  premium a t t a c h e d  t o  t h e  forward coverage,  h e  wondered whether 
i t  would be s u f f i c i e n t .  Indeed,  i f  t h e  r i s k  premium were set t o o  h igh ,  
i t  would sugges t  t h a t  t h e  Government lacked  conf idence  i n  t h e  f u t u r e  
course  of i t s  domestic p o l i c i e s .  

I n  s p i t e  0'; t he  s t a f f ' s  assurance  t h a t  t h e  a u t h o r i t i e s  in tended  t o  
fo l l ow an a c t i v e  i n t e r e s t  r a t e s  po l i cy ,  depos i t  r a t e s  seemed t o  be below 
l i k e l y  i n f l a t i o n  r a t e s ,  Mr. E r b  commented. Thus, h e  ques t ioned  whether  
i n t e r e s t  r a t e s  provided a n  adequate  i n c e n t i v e  t o  s ave  i n  peso-denominated 
depos i t s .  Was t h e r e  s t i l l  not an  i n c e n t i v e  t o  save  abroad,  cons ide r ing  
domest ic  and f o r e i g n  i n t e r e s t  r a t e s ,  l i k e l y  i n f l a t i o n  r a t e s ,  and t h e  
exchange r a t e  r i s k ?  Even i f  t h e  a u t h o r i t i e s  could  p reven t  c a p i t a l  f l i g h t - -  
which they could not--would t h e r e  no t  s t i l l  be i n c e n t i v e s  t o  move f i n a n c i a l  
a s s e t s  i n t o  r e a l  a s s e t s  i n  a  search  f o r  i n f l a t i o n  hedges? He would l i k e  
t o  h e a r  t h e  s t a f f  view on t h e  l e v e l  of i n t e r e s t  r a t e s ,  on what f u r t h e r  
ad jus tments  were going t o  be needed, and on how t h e  Mexican Government 
would determine t h e  s i z e  of  t h o s e  ad jus tments  over  time. 

A s  o t h e r  Executive D i r e c t o r s  had noted,  a n  incomes p o l i c y  was a n  
impor tan t  element i n  Mexico's economic po l i cy  de t e rmina t ion ,  M r .  E r b  
noted. He was p leased  t h a t  t h e  a u t h o r i t i e s  in tended  t o  make wage p o l i c y  
forvard-looking i n  t h e  s ense  of be ing  c o n s i s t e n t  wi th  t h e  d e c l i n i n g  r a t e  
of i n f l a t i o n  and wi th  t h e  p r o t e c t i o n  of employment. He would s t r e s s  t h a t  
wage po l i cy  must be suppor t i ve  of t h e  exchange r a t e  changes a l r e a d y  made 
and those  contemplated, i f  t h e  deva lua t ion  of t h e  peso was not  t o  be 
i n f l a t e d  away. 

He was pleased t h a t  some p r i c e s  of important  products  had been 
a d j u s t e d  toward t h e i r  s c a r c i t y  va lues ,  Mr. Erb  commented. He would l i k e  
more d e t a i l s  about how c l o s e  t h e  adminis te red  p r i c e s  of goods and s e r v i c e s  
were t o  world p r i ce s .  When e x a c t l y  were p r i c e s  " t o  be a d j u s t e d  s o  a s  t o  
cover  t he  economic c o s t s  of producing t h e s e  goods and s e r v i c e s " ?  S ince  
t h e  program was f o r  t h e  medium term, h e  would l i k e  a s su rances  t h a t  p r i c e  
changes were not  t o  be regarded  a s  once and f o r  a l l .  I n  f a c t ,  s i n c e  t h e r e  
would be a continued exchange r a t e  ad jus tment ,  t h e r e  should  be p r o v i s i o n s  
f o r  t he  deva lua t ion  of t h e  peso t o  be r e f l e c t e d  i n  t h e  domest ic  p r i c e s  of 
t hose  goods whose p r i c e s  were adminis te red .  I n  r ead ing  t h e  s t a f f  r e p o r t ,  
he had thought  t h a t  t h e  i n i t i a l  s t e p s  i n  r a i s i n g  p r i c e s  had been designed 
t o  reduce  t h e  f i s c a l  d e f i c i t ,  a  g o a l  t h a t  was of cou r se  d e s i r a b l e .  A t  
some p o i n t ,  however, t h e  q u e s t i o n  of r e sou rce  a l l o c a t i o n  came i n t o  play.  
Whether t h e  p r i c i n g  s t r u c t u r e  was s u i t a b l e  f o r  encouraging  t h e  e f f i c i e n t  
a l l o c a t i o n  of r e sou rces  w i t h i n  Mexico would u l t i m a t e l y  be a s  impor tan t  a  
cons ide ra t i on  a s  t h e  impact of p r i c e  changes i n  r educ ing  t h e  budget 
d e f i c i t .  O f  course ,  t h e  f i s c a l  d e f i c i t  and improvement i n  t h e  budgetary 
s i t u a t i o n  were a t  t h e  h e a r t  of t h e  program. The a u t h o r i t i e s  were c o r r e c t  
i n  a t t a c k i n g  t h a t  huge problem from both t h e  expend i tu re  s i d e  and t h e  
revenue s i d e .  I n  t h a t  r e s p e c t ,  he  could  not  t oo  s t r o n g l y  urge  t h e  au thor-  
i t i e s  to  implement t h e  planned budgetary p o l i c i e s  f i r m l y ,  s i n c e  f a i l u r e  
t o  do s o  would r e s u l t  i n  t h e  f a i l u r e  of t h e i r  s t a b i l i z a t i o n  e f f o r t .  



Although t h e  broad d i r e c t i o n  of c o r r e c t i v e  p o l i c y  was e v i d e n t  f o r  
t h e  f i r s t  y e a r ,  t h e  p o l i c i e s  t o  be implemented i n  t h e  second and t h i r d  
y e a r s  were less c l e a r ,  M r .  E r b  remarked. There  was no doubt t h a t  a d j u s t -  
ment would t a k e  a long  time and t h a t  deb t  s e r v i c e  payments were going t o  
be l a r g e  f o r  many y e a r s  beyond t h e  program period. H e  would a w a i t  f u r t h e r  
d e t a i l s  about  t h e  s t r u c t u r a l  changes t h a t  were t o  t ake  p l a c e  i n  t h e  next  
few y e a r s  under  t h e  extended arrangement w i t h  t h e  Fund. 

I n  a d d i t i o n  t o  t h e  s t r u c t u r a l  changes i n  i n t e r e s t  r a t e s ,  t h e  exchange 
r a t e ,  and p r i c e s ,  h e  was concerned about  Mexico's system of p r o t e c t i o n ,  
a s  b r i e f l y  d e s c r i b e d  on page 22 of EBS/82/208, Supplement 1, Mr. Erb  
con t inued .  He t h u s  jo ined  o t h e r  D i r e c t o r s  i n  s t r e s s i n g  t h e  importance 
d u r i n g  t h e  program p e r i o d  of s i g n i f i c a n t l y  reduc ing  t h e  p r o t e c t i v e  d e v i c e s  
t h a t  had been se t  i n  p l a c e  by t h e  a u t h o r i t i e s .  He would be somewhat more 
c o n f i d e n t  i f  reviews were conducted between t h e  a u t h o r i t i e s  and t h e  Fund 
more o f t e n  t h a n  once a  year .  Presumably i t  was expected t h a t  t h e r e  would 
be ongoing c o n s u l t a t i o n s  between Fund s t a f f  and t h e  Mexican a u t h o r i t i e s  
d u r i n g  1983. If t h e  reviews took  p l a c e  more f r e q u e n t l y ,  t h e  a u t h o r i t i e s  
might be b e t t e r  a b l e  t o  make necessa ry  ad jus tments  I n  problem a r e a s  a s  
t h e y  a r o s e .  

I n  c l o s i n g ,  h e  had been encouraged by t h e  p o l i c y  i n i t i a t i v e s  t aken  
by t h e  new A d m i n i s t r a t i o n  i n  Mexico, Mr. Erb  s a i d .  The a u t h o r i t i e s  
seemed ready  t o  under take  t h e  d i f f i c u l t  t a s k  of ad jus tment  t h a t  l a y  ahead. 
Yet ,  as o t h e r  D i r e c t o r s  had no ted ,  t h e  r e q u i r e d  ad jus tments  were enormous, 
and would t a k e  many y e a r s  t o  c a r r y  them out .  

Mr. Laske commended t h e  Managing D i r e c t o r  f o r  h i s  i n t e n s e  e f f o r t s ,  
and t h o s e  of t h e  s t a f f ,  t o  e s t a b l i s h  t h e  adjustment  program wi th  t h e  
Mexican a u t h o r i t i e s .  The Managing D i r e c t o r  deserved p a r t i c u l a r  commen- 
d a t i o n  f o r  b r i n g i n g  about  t h e  c o o p e r a t i o n  of t h e  banks i n  s e c u r i n g  t h e  
n e c e s s a r y  f i n a n c i n g  f o r  t h e  n e x t  y e a r  of ~ e x i c o ' s  c o n t i n u i n g  e x t e r n a l  
d e f i c i t s .  Be c o u l d  s u p p o r t  bo th  t h e  r e q u e s t  f o r  a  f i r s t  c r e d i t  t r a n c h e  
drawing and t h e  r e q u e s t  f o r  a n  extended arrangement.  

From 1977 t o  1981, Mexico had been undergoing a n  impress ive  s t r u c t u r a l  
t r a n s f o r m a t i o n  of i t s  economy, Mr. Laske r e c a l l e d .  High r a t e s  of growth 
of GDP had l e d  t o  s u b s t a n t i a l  improvement i n  t h e  q u a l i t y  of l i f e  and t h e  
w e l f a r e  of t h e  Mexican people.  I n  t h e  wake of t h e  d i scovery  of new o i l  
d e p o s i t s  and of r a p i d l y  r i s i n g  o i l  p r i c e s ,  t h e  a u t h o r i t i e s  had ach ieved  
remarkable  s u c c e s s  i n  r e d u c i n g  unemployment and improving e d u c a t i o n  and 
h e a l t h .  However, t h o s e  i m p r e s s i v e  achievements  had been accompanied by 
a  r a p i d  a c c e l e r a t i o n  of i n f l a t i o n ,  a widening of t h e  d e f i c i t  on c u r r e n t  
account ,  and a n  u n s u s t a i n a b l e  i n c r e a s e  i n  e x t e r n a l  d e b t ,  p a r t i c u l a r l y  i n  
l o a n s  w i t h  s h o r t  m a t u r i t i e s .  While a  weakening i n  t h e  i n t e r n a t i o n a l  
market  f o r  pe t ro leum and o t h e r  Mexican expor t  commodities i n  1981 had 
c o n t r i b u t e d  t o  t h o s e  u n f a v o r a b l e  developments,  a n  overambi t ious  and, 
consequent ly ,  expans ionary  f i s c a l  p o l i c y  had a l s o  played a  l a r g e  r o l e .  
To a g r e a t  e x t e n t ,  t h e  d i f f i c u l t i e s  of t h e  Mexican a u t h o r i t i e s  stemmed 
from t h e  f a i l u r e  t o  match p l a n s  w i t h  a v a i l a b l e  resources . ,  



As pointed out  i n  t h e  s t a f f  paper ,  t h e  Mexican a u t h o r i t i e s  had 
taken some adjustment measures q u i t e  e a r l y  i n  1981, and subsequent ly  
i n  1982, wi th  t he  o b j e c t i v e  of counter ing  t h e  e f f e c t s  of s l i p p i n g  
fo re ign  exchange earn ings  and of improving t h e  d e t e r i o r a t i n g  budgetary 
s i t u a t i o n ,  Mr. Laske remarked. The measures pioved t o  be  t o o  t imid  t o  
prevent a  f u r t h e r  aggrava t ion  of t h e  i n t e r n a l  and e x t e r n a l  imbalances,  
and they had f a i l e d  t o  prevent  a  grave economic c r i s i s .  Reg re t t ab ly ,  
some of t h e  measures taken had even added t o  t h e  d i f f i c u l t i e s  and had 
had de t r imen ta l  e f f e c t s  on confidence,  both a t  home and abroad. Fo r  
example, t h e  es tab l i shment  of a  dua l  exchange market w i t h  two f i x e d  r a t e s  
f o r  t h e  peso had caused a  s u b s t a n t i a l  i n c r e a s e  i n  t h e  p u b l i c  s e c t o r  
d e f i c i t  f o r  1982. The impos i t ion  of exchange c o n t r o l s  had f u r t h e r  reduced 
t h e  a v a i l a b i l i t y  of f o r e i g n  exchange. The p o l i c y  of reducing  i n t e r e s t  
r a t e s  had l e d  t o  negat ive  growth i n  f i n a n c i a l  a s s e t s .  

The chance of adopt ing  a  g r a d u a l i s t  approach f o r  coping u i t h  t h e  
economic c r i s i s  had been exhausted some time p rev ious ly ,  Mr. ,Laske went 
on. I n  p re sen t  circumstances, ,  s u c c e s s f u l  adjustment  r equ i r ed  d e c i s i v e  
and vigorous ac t ion .  The o b j e c t i v e s  and s t r a t e g y  of t h e  medium-term 
program formulated by the Government represented  a  bold s t e p  toward 
t a c k l i n g  Mexico's key problems. H e  had been g r e a t l y  impressed by t h e  
speed and de termina t ion  wi th  which t h e  a u t h o r i t i e s  were t r y i n g  t o  revamp 
t h e  economy. The s t a f f  was c e r t a i n l y  c o r r e c t  i n  p o i n t i n g  ou t  t h a t  t h e  
program envisaged d r a s t i c  adjustment  i n  c r u c i a l  po l i cy  a reas .  It might 
have been d i f f i c u l t  f o r  t h e  a u t h o r i t i e s  t o  accep t  a  markedly lower r a t e  
of growth of GDP and a r educ t ion  i n  t h e  economy's c a p a c i t y  t o  c r e a t e  new 
jobs, because Mexico had a l r eady  faced  h igh  r a t e s  of employment and of 
populat ion growth. There was, however, no workable a l t e r n a t i v e  t o  such 
s t rong  a u s t e r i t y  measures, which were being imposed not  f o r  a u s t e r i t y ' s  
sake but r a t h e r  t o  r e s t o r e  n a t i o n a l  and i n t e r n a t i o n a l  conf idence ,  a  
c r u c i a l  development i f  t h e r e  was t o  be a  s u c c e s s f u l  turnaround i n  ~ e x i c o ' s  
economic pos i t i on .  

Over t he  previous two y e a r s ,  t h e  pub l i c  s e c t o r  d e f i c i t  has reached 
a  s i z e  t h a t  was obviously unsus t a inab le ,  Mr. Laske poin ted  ou t .  The 
a u t h o r i t i e s  had t h e r e f o r e  r i g h t l y  g iven  top p r i o r i t y  t o  making a  substan-  
t t a l  reduct ion  i n  t h e  budget d e f i c i t  over  t h e  program pe r iod . .  The main 
adjustment  i n  t h e  pub l i c  s e c t o r  d e f i c i t  was t o  t a k e  p l ace  i n  1983, du r ing  
which a  decrease  from 16.5 pe r  cen t  of GDP t o  8.5 p e r  cen t  was Foreseen. 
If t h a t  a m b i t i o u ~  t a r g e t  were achieved ,  a  cons ide rab l e  s lowing of i n f l a -  
t i o n  and a  reduct ion  i n  r e l i a n c e  on f o r e i g n  borrowing could  be expected.  
The t a r g e t s  f o r  t h e  c u r r e n t  account  d e f i c i t  and f o r  t h e  r a t e  of i n f l a t i o n  
were a l s o  ambit ious,  bu t ,  on t h e  whole, he could wholehear ted ly  suppor t  
t h e  program's ob j ec t ives .  The q u a n t i t a t i v e  performance c r i t e r i a  seemed 
t o  be i n  l i n e  wi th  t h e  q u a n t i t a t i v e  o b j e c t i v e s  of t h e  program. He had 
been p a r t i c u l a r l y  impressed by t h e  combination of t h e  v a r i o u s  performance 
c r i t e r i a ,  which went beyond what was u s u a l l y  i nco rpo ra t ed  i n t o  Fund 
programs wi th  menber coun t r i e s .  Considering t h e  extremely d i f f i c u l t  
economic s i t u a t i o n  con f ron t ing  Mexico, t h e  somewhat more e l a b o r a t e  network 
of c r i  & r i a  was c e r t a i n l y  jus  t i f  l ed .  



One of t h e  b a s i c  assumptions under ly ing  t h e  program was t h a t  t h e  
r e sou rces  provided by t h e  Fund would be supplemented by adequate c a p i t a l  
in f lows  from o t h e r  sources--prominent among them, t h e  commercial banks-- 
and by a r e s t r u c t u r i n g  of Mexico's fo re ign  debt p r o f i l e  i n  t h e  y e a r s  
immediately ahead, Mr. Laske noted. A s  t h e  ~ h g i r m a n  had poin ted  ou t  a t  
t h e  beginning of t h e  meeting, t h o s e  assumptions could be regarded a s  
having been met. Pe r sona l ly ,  h e  was no t  worried about t h e  s h o r t f a l l  of 
some $680 m i l l i o n  i n  new exposures;  i n  f a c t ,  bankers i n  Germany had 
informed him t h e  previous  week t h a t  a somewhat sma l l e r  f i g u r e  than $7 b i l -  
l i o n  might be s u f f i c i e n t  because of t he  complex na tu re  of Mexico's e x t e r n a l  
debt  and t h e  composition of va r ious  elements there in .  He a l s o  be l ieved  
t h a t  t h e  Fund could have reasonable  confidence t h a t  many of t h e  banks t h a t  
had no t  y e t  responded would f a l l  i n t o  l i n e  once i t  became known t h a t  t h e  
Executive Board of t h e  Fund had agreed t o  an extended arrangement f o r  
Mexico. 

While he warmly supported t h e  o b j e c t i v e s  and s t r a t e g y  of t h e  a d j u s t -  
ment program, he found i t  somewhat d i f f i c u l t  t o  a s s e s s  whether t h e  measures 
a l r eady  implemented o r  t o  be implemented would even tua l ly  prove adequate  
t o  achieve  t h e  o b j e c t i v e s  t h a t  had been e s t a b l i s h e d ,  M r .  Laske sa id .  The 
main reason f o r  h i s  u n c e r t a i n t y  was t h a t  t h e  Mexican Government had com- 
p l e t e l y  changed t h e  s t a n c e  of economic pol icy .  It had implemented o r  
would implement a g r e a t  number of new measures whose e f f e c t i v e n e s s  could  
not  be known wi th  g r e a t  prec is ion .  He had t h e r e f o r e  t o  r e l y  on t h e  s t a f f ' s  
e x p e r t i s e  i n  judging t h e  adequacy of t h e  measures. He was g lad  t h a t  t h e  
s t a f f  considered t h e  measures t o  be s u i t a b l y  designed t o  achieve  t h e  
o b j e c t i v e s  of t h e  program. 

The key p rov i s ions  of t h e  program were f i s c a l ,  Mr. Laske considered.  
The 1983 budget r i g h t l y  c a l l e d  f o r  s i g n i f i c a n t  adjustments  i n  major expen- 
d i t u r e  and revenue ca t ego r i e s .  On t h e  revenue s i d e ,  t h e  most important  
measure was t h e  reform of t h e  value-added tax, which was expected t o  pro- 
vide a d d i t i o n a l  revenue equ iva l en t  to  nea r ly  2 per  cent  of GDP, mainly by 
r a i s i n g  t h e  g e n e r a l  r a t e  from LO per  cent  t o  15 per  c e n t  and by in t roduc ing  
a 20 per  cen t  tax on luxury goods. Could t h e  s t a f f  shed ? r e  l i g h t  on t h e  
under ly ing  assumptions concern ing  t h e  p ro j ec t ed  developments i n  value-added 
revenue ? 

I n  a d d i t i o n  t o  t h e  revenue and expendi ture  au thor ized  i n  t h e  budget,  
t h e  f i s c a l  program f o r  1983 provided f o r  a cons iderable  contingency 
r e se rve ,  amounting t o  1.4 p e r  cent  of GDP, M r .  Laske commented. The 
r e se rve  was t o  be b u i l t  up from t h e  proceeds of a d d i t i o n a l  revenue measures 
and was meant t o  f i nance  a d d i t i o n a l  expendi ture  not c u r r e n t l y  approved i n  
t h e  budget. While t h e  s t a f f  had mentioned some p ro j ec t ed  revenue measures 
on pages 5 and 6 of EBS/82/208, Supplement 3, he had f a i l e d  t o  f i n d  
d e t a i l e d  informat ion  about t h e  n a t u r e  of t h e  p o t e n t i a l  a d d i t i o n a l  expend- 
i t u r e s  under t h e  contingency r e se rve .  H e  personal ly  wondered whether t h e  
r e se rve  might be set a s i d e  a s  a precaut ionary  fund, s o  t o  speak, i n  ca se  
t h e  o b j e c t i v e s  of t h e  budget, because of unforeseen developments, could  
not be achieved with t h e  measures a l r eady  i n  p lace  o r  soon t o  be put  i n  
p lace .  He would a p p r e c i a t e  any enlightenment t h a t  t h e  s t a f f  could provide  
on t h a t  t op i c .  



As f o r  wage p o l i c y ,  Mr. Laske remarked, he  agreed  wi th  t h e  au thor-  
i t ies  and t h e  s t a f f  t h a t  incomes po l i cy  was of cons ide rab l e  importance 
i f  t h e  p u b l i c  s e c t o r  d e f i c i t  was t o  be reduced,  t h e  r a t e  of i n f l a t i o n  
lowered, t h e  balance of payments p o s i t i o n  improved, and t h e  exchange r a t e  
u n i f i e d  and s t a b i l i z e d ,  J n f o r t u n a t e l y ,  t h e  s t a f f  papers  gave on ly  vague 
in fo rma t ion  about  t h e  wages and incomes p o l i c y  t o  be pursued. He was 
somewhat confused about  t h e  p r o j e c t e d  i n c r e a s e  i n  wages and s a l a r i e s ;  
Table  5 on page 18 of Supplement 1 i n d i c a t e d  t h a t  t h e  i n c r e a s e  i n  wages 
and s a l a r i e s  would exceed 50 p e r  cen t  i n  1983, wh i l e  Tab le  1 on page 7 
of Supplement 3 showed an  i n c r e a s e  of on ly  25 p e r  cent .  The l a t t e r  
f i g u r e  might w e l l  be i n  accordance wi th  t h e  o b j e c t i v e s  of t h e  program. 
Could t h e  s t a f f  supply  an  exp lana t ion  f o r  t h e  d ivergence?  

He had n o t i c e d  i n  Tab le  1 of Supplement 3 t h a t  a  c o n s i d e r a b l e  p a r t  
of t h e  adjustment  i n  1983 would s tem from a r educ t ion  i n  inves tment  spend- 
i n g  i n  r e a l  terms,  Mr. Laske went on. The r e d u c t i o n  might be unavoidable  
and even d e s i r a b l e  under  p r e s e n t  c i rcumstances ,  when some development 
p r o j e c t s  appeared t o  r e q u i r e  more f i n a n c i a l  r e sou rces  than  were c u r r e n t l y  
a v a i l a b l e  and would o v e r s t r a i n  t h e  implementat ion c a p a c i t y  of t h e  Mexican 
economy. Neve r the l e s s ,  h e  had found t h e  r e d u c t i o n  i n  inves tment  o u t l a y s  
t o  be l a r g e ,  and h e  wondered whether  t h e r e  might be m e r i t  i n  f i n a n c i n g  
a d d i t i o n a l  o u t l a y s  by t h e  contingency r e s e r v e ,  which amounted t o  a s  much 
a s  1 8  p e r  cen t  of t o t a l  inves tment  ou t l ays .  He welcomed t h e  a u t h o r i t i e s  ' 
i n t e n t i o n  t o  s eek  a s s i s t a n c e  from t h e  World Bank i n  c a r r y i n g  o u t  a  compre- 
hens ive  review of t h e i r  inves tment  program, and h e  hoped t h a t  t h e  Bank 
and t h e  a u t h o r i t i e s  could  make r a p i d  p rog re s s  i n  t h a t  under tak ing .  

He had been impressed by t h e  e x t e n t  t o  which t h e  a u t h o r i t i e s  had 
a d j u s t e d  c r u c i a l  p r i c e s  charged by p u b l i c  e n t e r p r i s e s  i n  t h e  r e c e n t  p a s t ,  
Mr. Laske s t a t e d .  P r i c e s  f o r  petroleum p roduc t s  had been i n c r e a s e d  by up  
t o  200 p e r  c e n t ,  f o r  e l e c t r i c i t y  by 50 pe r  c e n t ,  and f o r  s u g a r  by 117 p e r  
cen t .  He hoped t h a t  t h o s e  bold p r i c e  ad jus tments  would not  l e a d  t o  a n  
excessive r e d u c t i o n  i n  t h e  volume of s a l e s ,  which could  endanger  t h e  
revenue t a r g e t  of t h e  budget ,  What was t h e  p r i c e  e l a s t i c i t y  of petroleum, 
e l e c t r i c i t y ,  and suga r?  What n e g a t i v e  e f f e c t s ,  i f  any, might t h e  p r i c e  
i n c r e a s e s  have on t h e  growth of revenue from s a l e s  of t hose  goods? 

The s t a f f ' s  comments on money and c r e d i t  were somewhat t o o  g e n e r a l ,  
Mr. Laske considered.  I f  he understood c o r r e c t l y ,  c r e d i t  p o l i c y  d i d  not  
p lay  a  f u l l y  independent  r o l e ,  bu t  was more a r e f l e c t i o n  of  t h e  au thor-  
i t i e s '  development plans.  As t h e  s t a f f  had s a i d ,  p o l i c y  would be conducted 
f l e x i b l y  t o  ensu re  t h a t  i n t e r e s t  r a t e s  p layed  t h e i r  customary r o l e  i n  
a l l o c a t i n g  c r e d i t  among competing u s e s  and i n  promoting savings .  H e  
wondered what t h e  s t a f f  had had i n  mind by u s i n g  t h e  word "customary." 
He was not  s u r e  whether  i n t e r e s t  r a t e s  i n  Mexico had been managed i n  a  
way t h a t  would be customary i n  o t h e r  market economies. F o r  i n s t a n c e ,  i n  
t h e  r ecen t  p a s t ,  i n t e r e s t  r a t e s  on d e p o s i t s  had remained f a r  below t h e  
r a t e  of i n f l a t i o n  and had n o t  suppor ted  t h e  ad jus tment  e f f o r t s  t o  t h e  
e x t e n t  t h a t  would be d e s i r a b l e .  A s  Mexico appeared t o  be one of t h e  
developing  c o u n t r i e s  i n  which i n t e r e s t  r a t e  p o l i c y  could  p l ay  a n  a c t i v e  
r o l e ,  h e  had been p leased  t o  l e a r n  from M r .  S e n i o r  t h a t  t h e  new Government 



in tended  t o  break wi th  t h e  o l d  customs and had committed i t s e l f  t o  a  
more r e a l i s t i c  i n t e r e s t  r a t e  po l i cy ;  bu t  t h e  a u t h o r i t i e s  had some way t o  

-go t o  ach i eve  t h a t  end. A s  t o  t h e  lending  r a t e  on loans ,  he  welcomed 
t h e  d e c i s i o n  t o  drop c o n t r o l s  and t o  a l l ow  t h e  market t o  determine those  
r a t e s .  Unfor tuna te ly ,  t h e  s t a f f  had not  mentioned t h e  p re sen t  l e v e l  of 
i n t e r e s t  r a t e s  f o r  lending .  

On December 10, t h e  Mexican a u t h o r i t i e s  had abandoned t h e  genera l ized  
system of exchange c o n t r o l s ,  i n t roduced  only  a  s h o r t  t ime p rev ious ly ,  and 
had es  t a b l i s h e d  new exchange arrangements ,  Mr. Laske observed. Those 
arrangements  inc luded  a c o n t r o l l e d  exchange market and a  gene ra l i zed  f r e e  
market,  a  g r a t i f y i n g  d e c i s i o n  on t h e  p a r t  of t h e  a u t h o r i t i e s .  It had 
become c l e a r  t h a t  t h e  exchange system i n  e f f e c t  between September and 
December had not been working e f f e c t i v e l y .  The new arrangements  repre-  
sen ted  a  major l i b e r a l i z a t i o n ,  and he agreed  wi th  o t h e r  speakers  t h a t  a  
speedy u n i f i c a t i o n  would be d e s i r a b l e ,  bu t  i t  might not be ach i evab le  
because of t h e  low l e v e l  of i n t e r n a t i o n a l  r e s e r v e s  c u r r e n t l y  a t  t h e  
a u t h o r i t i e s '  d i sposa l .  An immediate r e s t o r a t i o n  of a  u n i f i e d  f r e e  market 
r a t e  f o r  t h e  peso might s t i l l  be a f f e c t e d  by s p e c u l a t i v e  t r a n s a c t i o n s ,  
s o  t h a t  i t  was d i f f i c u l t  t o  d e f i n e  a  r e a l i s t i c  exchange r a t e .  A s  M r .  Erb  
had poin ted  o u t ,  t h e  a u t h o r i t i e s '  new exchange r a t e  p o l i c i e s  seemed t o  
s u f f e r  from some overde termina t ion .  

The r e s t o r e d  sys tem of a  c o n t r o l l e d  r a t e  and a  f r e e  r a t e  e l imina t ed  
t h e  s u b s t a n t i a l  s u b s i d i e s  t h a t  had r a p i d l y  become a  s e r i o u s  s t r a i n  on 
government f i n a n c e s ,  M r .  Laske remarked. I t  was t h e r e f o r e  impor tan t  f o r  
t h e  exchange r a t e  i n  t h e  c o n t r o l l e d  market t o  be managed f l e x i b l y .  He 
was g l ad  t h a t  a review of  t h e  exchange r a t e  would be he ld  be fo re  May 1983 
wi th  t h e  Mexican a u t h o r t i e s ,  a s  t h e  complex system t h a t  was, o u t  of 
n e c e s s i t y ,  going t o  be main ta ined  would r e q u i r e  c l o s e  monitoring by t h e  
Mexican, a u t h o r i t i e s  and t h e  Fund s t a f f .  What e f f e c t  would t h e  drop i n  
t h e  va lue  of t h e  peso and t h e  r e s u l t i n g  r i s e  i n  debt s e r v i c e  payments 
i n  peso terms have on t h e  budget ,  e s p e c i a l l y  s i n c e  t h e  s t a f f  had s a i d  on 
pages 5 and 6 of ~ ~ ~ / 8 2 / 2 0 8 ,  Supplement 3 ,  t h a t  t he  exchange r a t e  i n  1983 
would invo lve  a  more d e p r e c i a t e d  peso than  had been assumed i n  t h e  govern- 
ment budget? 

Recent ly ,  t h e  r a t e  of growth of economic a c t i v i t y  i n  Mexico had 
dropped s h a r p l y ,  Mr. Laske noted.  One impor tan t  reason had been t h e  
development of product ion  b o t t l e n e c k s  i n  some s e c t o r s  fo l lowing  a sha rp  
d e c l i n e  i n  imports .  Would t h e  volume of impor ts  p r o j e c t e d  f o r  1984 and 
1985 a l low t h e  r a t e s  of economic growth t h a t  had been f o r e c a s t ?  A f t e r  
a l l ,  t h e  volume of impor ts  f b r e s e e n  f o r  1984 and 1985 appeared t o  d i f f e r  
l i t t l e  from t h e  low volume of impor ts  i n  1983, a  y e a r  f o r  which no r e a l  
growth of GDP could be expected.  

The p ro j ec t ed  d e c l i n e  i n  ~ e x i c o ' s  c u r r e n t  account d e f i c i t  from 3.6  pe r  
cent  of GDP i n  1982 t o  1.2 pe r  cen t  i n  1985 was an a p p r o p r i a t e  t a r g e t ,  but  
i t  might be ambi t ious ,  M r .  Laske went on. The improvement p r i n c i p a l l y  
r e f l e c t e d  l a r g e  s u r p l u s e s  i n  t h e  ba lance  of goods and nonfac to r  s e r v i c e s .  
Should t h e  s t a f f ' s  e s t i m a t e s  concerning o i l  p r i c e s ,  i n t e r e s t  r a t e s ,  and 



world economic recovery t u r n  o u t  t o  be l e s s  f a v o r a b l e  than c u r r e n t l y  
expected,  t h e  outcome f o r  Mexico . '~  balance of payments would be q u i t e  
d i f f e r e n t .  Under such c i rcumstances ,  a c e n t r a l  o b j e c t i v e  of t h e  a d j u s t -  
ment ef fort-- to reduce t h e  p re sen t  unsus t a inab le  l e v e l  of f o r e i g n  debt-- 
might become q u i t e .  d i f f i c u l t  t o  a t t a i n .  

To overcome the  p re sen t  c r i s i s ,  t h e  a u t h o r i t i e s  would have t o  imple- 
ment c o n s i s t e n t l y  a l l  t h e  measures s e t  f o r t h  i n  t h e  Fund program, M r .  Laske 
sa id .  Recovery i n  Mexico would a l s o  depend on t h e  hoped-for recovery of 
t h e  world economy, e s p e c i a l l y  a recovery i n  t h e  U.S. economy, because of 
t h e  c l o s e  r e l a t i o n s h i p  between t h e  United S t a t e s  and Mexico. Recovery 
would a l s o  depend on s u i t a b l e  amounts of f o r e i g n  sav ings  being provided 
f o r  t h e  f inanc ing  of Mexico's remaining d e f i c i t s ,  and i n t e r e s t  r a t e s  would 
p l ay  a l a r g e  r o l e  i n  de termining  t h a t  a v a i l a b i l i t y .  

I n  conclus ion ,  t h e  Mexican a u t h o r i t i e s  had made a n  immense e f f o r t  t o  
cope w i t h  t h e  key problems of t h e  economy, Mr. Laske remarked. A number 
of u n c e r t a i n t i e s  remained on both t h e  i n t e r n a t i o n a l  and t h e '  n a t i o n a l  l e v e l .  
Therefore ,  developments, p a r t i c u l a r l y  i n  t h e  p u b l i c  s e c t o r ,  should  be 
monitored c lose ly .  I n  gene ra l ,  t h e  Fund should  make a n  e x t r a  e f f o r t  t o  
monitor more c l o s e l y  t h e  e v o l u t i o n  of c o u n t r i e s '  e x t e r n a l  i ndeb tedness ,  
i n  p a r t i c u l a r  t h e  short- term p a r t  of t h a t  e x t e r n a l  indebtedneas ,  which 
had become.such a sou rce  of  concern  i n  Mexico. 

Mr. Malhotra joined h i s  co l l eagues  i n  complimenting t h e  management 
and t h e  s t a f f  of t h e  Fund f o r  having  assembled t h e  program i n  consu l t a -  
t i o n  w i t h  the  Mexican a u t h o r i t i e s .  H e  was p a r t i c u l a r l y  impressed by t h e  
e f f o r t s  undertaken by t h e  Managing D i r e c t o r  t o  ensu re  t h a t  commercial 
banks and some c e n t r a l  banks assembled t h e  r e q u i s i t e  f i n a n c i n g  f o r  Mexico 
f o r  1983. Those e f f o r t s  r ep resen ted  an  ex tens ion  o f  t h e  Fund's  involve-  
ment i n  a new po l i cy  a r e a .  He a l s o  noted t h a t  some governments--notably 
t h a t  of t h e  United States--had responded p o s i t i v e l y  i n  suppor t ing  t h e  
complex exe rc i se .  

The program under t h e  extended arrangement was a comprehensive one, 
and h e  was g lad  t h a t  t h e  ~ e x i c a n  a u t h o r i t i e s  were determined t o  under take  
a major adjustment  e f f o r t ,  M r .  Malhotra remarked. A s  o t h e r  Execut ive  
D i r e c t o r s  had commented, a d r a s t i c  r educ t ion  i n  t h e  d e f i c i t  of t h e  . pub l i c  
s e c t o r  was t h e  c e n t r a l  a r e a  i n  which t h e  a u t h o r i t i e s '  e f f o r t s  shou ld  be 
concentrated.  The f i r m  commitment of t h e  new Admin i s t r a t ion  t o  t h e  
program was demonstrated not  only  by t h e  l e t t e r  of i n t e n t ,  but  a l s o  by 
what had been c a l l e d  t h e  " d r a f t  budget" f o r  1983. Like  Mr. Nimata l lah ,  
however, h e  had not s een  t h e  d e t a i l s  of t h e  a u t h o r i t i e s '  i n t e n t i o n s  w i t h  
r e spec t  t o  t h e  investment  budget. H e  had observed tha.t  r educ t ion  i n  t h e  
pub l i c  s e c t o r  d e f i c i t  would e n t a i l  c u t s  not  only  i n  c u r r e n t  expend i tu re  
but  a l s o  i n  investment  expendi ture .  The s t a f f  papers  had inc luded  some 
gene ra l  obse rva t ions  about  t h e  d i r e c t i o n  t h e  a u t h o r i t i e s  could  t a k e  w i t h  
regard t o  pub l i c  i nves tmen t s ,  but  g r e a t e r  d e t a i l  would have enabled 
Executive D i r e c t o r s  t o  a p p r e c i a t e  t h e  s i t u a t i o n  b e t t e r .  



He agreed  wi th  Mr. de Maulde t h a t  t h e  Mexican ca se ,  a s  w e l l  a s  t h e  
o t h e r  ca se s  l i k e l y  t o  come be fo re  t he  Board, f u l l y  j u s t i f i e d  t h e  en larged  
a c c e s s  po l i cy ,  Mr. Malhotra  continued.  I n  f a c t ,  as noted by Mr. Kafka, 
t h e  resources  t h a t  t h e  Fund cou ld ' p rov ide  t o  supp%rt t hose  programs t h a t  
e n t a i l e d  a determined ad jus tment  e f f o r t  appeared t o  be inadequate .  The 
Execut ive  D i r e c t o r s  should no te  t h a t  t h e  importance of t h e  en larged  acces s  
po l i cy  had been underscored by developments i n  many member c o u n t r i e s .  

A s  Mr. Laske had po in t ed  out ,  t h e  chances f o r  t h e  succes s  of t h e  
Mexican program would be g r e a t l y  enhanced i f  i n t e r n a t i o n a l  i n t e r e s t  r a t e s  
remained under  c o n t r o l ,  Mr. Malhotra s t a t e d .  It was impor tan t  t h a t  t h e  
s t a f f ' s  assumptions about  t h e  e f f e c t i v e  r a t e  of i n t e r e s t  on e x t e r n a l  d e b t s  
ove r  t h e  next  few yea r s  should  prove t o  be approximately c o r r e c t ,  s i n c e  
l a r g e  f l u c t u a t i o n s  i n  i n t e r n a t i o n a l  i n t e r e s t  r a t e s  would t end  t o  d i s r u p t  
t h e  program. There was a n  i n c r e a s i n g  awareness i n  many c o u n t r i e s ,  inc lud-  
i n g  t h e  United S t a t e s ,  t h a t  i n t e r e s t  r a t e s  were an impor tan t  a r e a  of 
p o l i c y  t h a t  should con t inue  t o  engage t h e  a t t e n t i o n  of t h e  i n t e r n a t i o n a l  
community. 

The Mexican a u t h o r i t i e s  were a l r eady  d i s c u s s i n g  a  r e s t r u c t u r i n g  of 
t h e i r  debt  w i th  commercial banks, M r .  Malhotra  s a id .  There was an  expec- 
t a t i o n  t h a t  t h e  shor t - te rm debt  would be r e s t r u c t u r e d  i n t o  medium-term 
deb t ,  a  move t h a t  should h e l p  t h e  Mexican ba lance  of payments du r ing  t h e  
nex t  s e v e r a l  yea r s .  Apparent ly,  t h e  e f f o r t  made by Fund management f o r  
1983 would have t o  be r epea t ed  f o r  1984 and 1985. Mexico's d i f f i c u l t i e s  
showed how impor tan t  i t  was f o r  c o u n t r i e s  t o  pursue t h e  c o r r e c t  p o l i c i e s  
and t o  keep f o r e i g n  debt  under  r e s t r a i n t .  

The program f o r  Mexico provided t h a t  t h e  a u t h o r i t i e s '  r e l i a n c e  on 
commercial bank f i n a n c i n g  from abroad would be l i m i t e d ,  Mr. Malhotra  
noted. Under t h e  c i rcumstances ,  such lid t a t i o n  was unavoidable.  I n  
t h e  p a s t ,  c e r t a i n  a u t h o r i t i e s  had tended t o  emphasize t h a t  some develop- 
i n g  c o u n t r i e s  should  cons ide rab ly  i n c r e a s e  t h e i r  r ecou r se  t o  commercial 
f inanc ing .  The c a s e  of Mexico and of s e v e r a l  o t h e r  c o u n t r i e s  should 
make i t  c l e a r  t h a t  c o u n t r i e s  needed t o  e x e r c i s e  g r e a t  c a u t i o n  i n  t h a t  
a rea .  Banks f l u s h  w i t h  l i q u i d i t y  had enough powers of pe r suas ion  t o  
encourage p r o s p e c t i v e  c l i e n t s  t o  borrow. I f ,  i n  a d d i t i d n ,  t h e  vo i ces  of 
governments were r a i s e d  t o  push developing c o u n t r i e s  t o  c o n t r a c t  more 
e x t e r n a l  commercial debts ,  problems could a r i s e .  They dhould not  a l low 
debt  accumulat ion t o  go beyond what might be c a l l e d  prudent  l i m i t s .  He 
was g lad  t h a t  many Execut ive  D i r e c t o r s  had s t r e s s e d  t h e  need f o r  t h e  Fund 
t o  t r y  t o  monitor t h e  debt  p o s i t i o n  of member coun t r i e s .  I n  p a r t i c u l a r ,  
i t  should  be noted t h a t ,  whenever a  count ry  began t o  i n c u r  shor t - te rm 
debt  i n  o r d e r  t o  pay o f f  i t s  o b l i g a t i o n s  on medium-term deb t ,  i t  had 
reached t h e  danger  p o i n t ,  and some adv ice  and a c t i o n  would be necessary .  
He a l s o  agreed  w i t h  M r .  Nimata l lah  t h a t  t h e  Mexican ca se  underscored t h e  
need f o r  c o u n t r i e s  t o  approach t h e  Fund a t  an e a r l y  s t a g e  of t h e i r  d i f f i -  
c u l t i e s ,  a  move t h a t  should  be.encouraged i n  t h e  i n t e r e s t  of both members 
and t h e  i n t e r n a t i o n a l  monetary system. 



The adjustment  program on which t h e  Mexican a u t h o r i t i e s  v e r e  s o  
r e s o l u t e l y  embarking was a  d i f f i c u l t  one, and i n  t h e  f u t u r e  a  number of 
o b s t a c l e s  and u n c e r t a i n t i e s  might w e l l  a r i s e ,  M r .  Malhot ra  remarked. 
Fo r  i n s t a n c e ,  even a f t e r  t h e  per iod  of t he  extended arrangement ,  deb t  
s e r v i c e  a s  a  p ropor t i on  of expor t s  oT goods and s e r v i c e s  would remain 
extremely high,  a l t hough  t h e  s t a f f  had s t a t e d  i t  might have dec l ined  by 
t h a t  time. He be l ieved  t h a t  t h e  more r e l e v a n t  r a t i o  was t h a t  of deb t  
s e r v i c e  t o  expor t s ,  an  a r e a  i n  which Mexico would probably  con t inue  t o  
encounter  d i f f i c u l t i e s .  Moreover, t he  sha rp  r e v e r s a l  of t h e  expend i tu re  
volume and p a t t e r n  and t h e  need f o r  a c t i o n  on wages could  e n t a i l  cons ider -  
a b l e  economic and s o c i a l  s t r a i n .  While t h e r e  was no escape  from s t r o n g  
adjustment  measures, t h e  need f o r  such d r a s t i c  s t e p s  might have been 
avoided i f  an ad jus tment  program could  have begun e a r l i e r .  

He warmly supported t h e  r eques t  of t h e  Mexican a u t h o r i t i e s  and t h e  
recommended d e c i s i o n s ,  Mr. Malhotra  concluded. The p a s t  economic record  
of Mexico had been good; t h e  count ry  had been growing a t  a high race and 
had done much t o  improve t h e  q u a l i t y  of l i f e  of i t s  people. Mexico had 
g r e a t  p o t e n t i a l ,  and he  was s u r e  t h a t ,  i f  t h e  r i g h t  p o l i c i e s  were fo l lowed,  
i t  would a g a i n  resume i ts  march on a  growth path.  

Mr. Lovato thanked t h e  s t a f f  f o r  i t s  e x c e l l e n t  work and t h e  Managing 
D i r e c t o r  f o r  h i s  r o l e  i n  persuading  the  banking community t o  avo id  s e l f -  
d e f e a t i n g  wi thdrawals  of c r e d i t .  The problems t h a t  t h e  Mexican program 
was going t o  t a c k l e  were of a  magnitude and s t r u c t u r a l  n a t u r e  such a s  
t o  j u s t i f y  a commitment of r e sou rces  by t h e  Fund f o r  t h e  t h r e e  y e a r s  of 
t h e  extended arrangement. A t  t h e  time of t h e  most r ecen t  A r t i c l e  IV con- 
s u l t a t i o n  wi th  Mexico on J u l y  16 ,  1982, Execut ive  D i r e c t o r s  had expressed  
some concern  about  t h e  growing s i z e  of t h e  e x t e r n a l  deb t ,  bu t  t hey  had not  
expected anyth ing  l i k e  t h e  c r i s i s  t h a t  had a r i s e n  i n  t h e  fo l lowing  two 
months. He would t h e r e f o r e  l i k e  t o  s t r e s s  t h e  need f o r  a speedy implemen- 
t a t i o n  of monitoring procedures t h a t  would enable  t h e  Fund t o  Eollow t h e  
deb t  p o s i t i o n  of  c o u n t r i e s  and t o  i n t e r v e n e  more e f f e c t i v e l y  i n  time. 
Furthermore,  a  g r e a t  d e a l  of t he  Fund's c r e d i b i l i t y  had been put  behind 
t h e  Mexican program. F a i l u r e  of t h e  program would have wide-ranging 
consequences : Mexico's f i n a n c i a l  c r i s i s  would be r e k i n d l e d ,  and t h e  Fund 
would f i n d  i t  much more d i f f i c u l t  t o  f u l f i l l  i t s  r o l e .  There  were two 
c o n f l i c t i n g  requirements .  On t h e  one hand, t h e  necessary  ad jus tment  
was very l a r g e ,  and t h e  Fund could  not  avoid  r e q u e s t i n g  it. On t h e  o t h e r  
hand, i t  was important  f o r  t h e  Fund t h a t  t h e  program succeed;  i t  was 
t h e r e f o r e  r a t h e r  a la rming  t h a t  Mexico was t r y i n g  t o  under take  what was 
probably t h e  l a r g e s t  adjustment  e f f o r t  i n  a  Fund program. He hoped t h a t ,  
should  minor s l i p p a g e s  occu r ,  t h e  program could  be a d j u s t e d  wi thou t  
caus ing  i t  t o  co l l apse .  

The reasons f o r  t h e  dramat ic  worsening i n  t h e  i n t e r n a l  and e x t e r n a l  
s i t u a t i o n  of Mexico were c l e a r l y  o u t l i n e d  i n  t h e  s t a f f  pape r s ,  M r .  Lovato 
continued.  He t h e r e f o r e  wished t o  comment on some of t h e  assumptions 
behind t h e  program. Unfo r tuna t e ly ,  t h e  p r o j e c t i o n  t h a t  pe t ro leum e x p o r t s  
would grow by a lmost  $ 1  b i l l i o n  seemed r a t h e r  o p t i m i s t i c  g iven  t h e  r e c e n t  
t r e n d s  i n  petroleum p r i c e s ,  wh i l e  t h e  38 p e r  c e n t  va lue  i n c r e a s e  i n  "o the r  



commodities" was a l s o  open t o  quest ion,  p a r t i c u l a r l y  i n  view of the  con- 
t i n u e d - s t a t e  of the  world economy. Could t h e  s t a f f  provide more d e t a i l s  
on the  a c t u a l  composition of non-oil expor ts?  

The program i t s e l f  c l e a r l y  i d e n t i f i e d  t h e  root  of the  problem a s  the  
budget d e f i c i t  and s e t  out  t o  reduce t h a t  d e f i c i t  d ramat ica l ly ,  M r .  Lovato 
remarked. The budget d e f i c i t  of Mexico had doubled from 1980 t o  1981, 
growing by 7 percentage p o i n t s  of GDP, and i t  was much more d i f f i c u l t  t o  
a d j u s t  downward than upward. The main s t r e s s  of t h e  f i s c a l  program would 
be on the  revenue s ide :  revenue was expected t o  double, con t r ibu t ing  
about 4.5 percentage po in t s  of GDP. Given t h e  r e l a t i v e l y  i n e l a s t i c  t a x  
base, t h a t  e f f o r t  would have t o  r e l y  heavi ly  on l a r g e  inc reases  i n  i n d i r e c t  
t axa t ion  and i n  con t ro l l ed  pr ices .  The Mexican a u t h o r i t i e s  were t o  be 
commended f o r  t h e i r  courageous reso lve  i n  e f f e c t i n g  those  measures, which 
were c l e a r l y  q u i t e  d i f f i c u l t  p o l i t i c a l l y ,  e s p e c i a l l y  i n  view of . the wage 
moderation t h a t  was t o  accompany the  program. Nevertheless,  a f e a s i b l e  
s o l u t i o n  would have t o  involve  an inc rease  i n  the  r e l a t i v e  sha re  of d i r e c t  
t axa t ion ,  which c u r r e n t l y  accounted f o r  only 40 per cent  of f e d e r a l  govern- 
ment revenue, o r  a mere 4 per  cent  of GDP. Could t h e  s t a f f  e l a b o r a t e  on 
the  l ike l ihood  of such an i n c r e a s e ,  which was of paramount importance? 
On the  expenditure s i d e ,  i t  was r e g r e t t a b l e  t h a t  pub l i c  investment would 
have t o  incur  a s u b s t a n t i a l  reduction. He hoped t h a t ,  as soon a s  t h e  
f i n a n c i a l  s i t u a t i o n  had been s t a b i l i z e d ,  t h e  a u t h o r i t i e s  would f i n d  it 
poss ib le  t o  r e s t a r t  a v i a b l e  investment program. He apprec ia ted  the  
a u t h o r i t i e s '  dec i s ion  t o  maintain c l o s e r  cooperation wi th  t h e  World Bank. 
He a l s o  shared the concern expressed by o t h e r  Executive D i r e c t o r s  on the  
s i z e  of the  contingency fund amounting t o  about 1.4 p e r  cent  of GDP. 

A s  i n  every Fund program, a c r u c i a l  component f o r  Mexico would be 
t h e  behavior of pub l i c  and p r i v a t e  savings,  M r .  Lovato noted. While 
pub l i c  savings ,  which were supposed t o  inc rease  by 2.5 per  cent  of GDP, 
had been covered a t  length  by t h e  s t a f f ,  s u r p r i s i n g l y  l i t t l e  a t t e n t i o n  
had been given t o  t h e  expected behavior of p r i v a t e  savings. Indeed, 
from Table 10 on page 52 of E~S/82/208,  Supplement 1, he had seen t h a t  
p r i v a t e  consumption--and thus presumably p r i v a t e  savings--was t r e a t e d  a s  
a r e s i d u a l  component. He was the re fo re  somewhat worried t h a t  t h e  s t a f f  
had f o r e c a s t  t h a t  t h e  savings  r a t i o  would f a l l  by about 4 percentage p o i n t s  
i n  one yea r .  Granted, d isposable  income would be severe ly  c u r t a i l e d  
because of the  reduct ion i n  r e a l  wages and t h e  r i s e  i n  t axa t ion .  Never- 
t h e l e s s ,  he  wondered whether t h e  s t a f f  f e l t  a b l e  t o  r e l y  on those  f i g u r e s .  

The treatment of incomes po l i cy  i n  t h e  paper had been sketchy,  
M r .  Lovato considered. He agreed with t h e  s t a f f  on t h e  c r u c i a l  importance 
of t h a t  element i n  Mexico's adjustment. How were wages going t o  be s e t  
i n  both t h e  p r i v a t e  and t h e  pub l i c  s e c t o r s  before  d i s i n f l a t i o n  had worked 
i t s e l f  through and whi le  p r i c e s  were s t i l l  soa r ing  a t  a rapid  r a t e ?  Having 
read t h e  argument put forward i n  t h e  paper t h a t  indexat ion schemes should 
be forward-looking not backward-looking, he would apprec ia te  some f u r t h e r  
thoughts by t h e  s t a f f  on how t h e  expected i n f l a t i o n  r a t e  should be measured 
and how t h e  weight-se t t ing process would be l inked t o  t h a t  index. 



The choice of a s u i t a b l e  exchange regime and the  conduct of exchange 
r a t e  pol icy  were e s s e n t i a l  ingred ien t s  i n  t h e  program, M r .  Lovato went - 
on. He shared t h e  s t a f f  ' a  view t h a t  Mexico should f u r t h e r  l i b e r a l i z e  
i t s  exchange system, previously  fragmented i n  an extensive , ,mul t ip le  r a t e  
mechanism, and should s e t . a s  i t s  goal  a f u l l y  u n i f i e d  and f r e e  f l o a t i n g  
exchange r a t e  f o r  t h e  peso. He recognized, however, t h a t  t r a n s i t i o n a l l y  
Mexico should be allowed t o  mainta in  t h e  mul t ip le  currency p r a c t i c e s  and 
exchange r e s t r i c t i o n s  t h a t  were cur ren t ly  i n  place. The present  dua l  
market arrangement had represented a considerable  improvement i n  terms 
of lower resource c o s t s  and a smal ler  e f f e c t  on pub l i c  f inances .  I t  was 
incumbent upon t h e  a u t h o r i t i e s  t o  ensure t h a t  the  r e g u l a r  exchange r a t e  
was managed i n  a f l e x i b l e  manner t h a t  would r e s t o r e  competi t iveness t o  
the  economy, with t h e  aim of reaching a v i a b l e  e x t e r n a l  payments p o s i t i o n .  
Most pressures  exer ted  by s t r a i n s  i n  t h e  balance of payments would have 
t o  be absorbed by t h e  f l o a t i n g  exchange market i n  which most e x t e r n a l  
t r ansac t ions  were t o  be conducted. Any l a r g e  dev ia t ion  of the  c o n t r o l l e d  
r a t e  from t h e  f l o a t i n g  r a t e  would have t o  be o f f e e t  by quick p o l i c y  correc- 
t i o m  i f  resources  were t o  be used without unduly impinging upon pub l i c  
f inances . 

I n  conclusion,  h e  wished t o  underscore t h e  importance t h a t  h i s  
a u t h o r i t i e s  a t t ached  t o  a s u c c e s s f u l  completion of t h e  program, Mr. Lovato 
sa id .  Mexico's problems, by t h e i r  nature ,  went w e l l  beyond t h e  n a t i o n a l  
f r o n t i e r s .  A t  a moment when t h e  Mexican l eadersh ip  was showing a high 
degree of p o l i t i c a l  courage, by accept ing t h e  prospect  of much lower 
growth rates than those  t o  which Mexico had become accustomed, the Fund 
had t o  demonstrate i t s  support  so t h a t ,  by t h e  end of t h e  program per iod,  
t h e  Mexican economy would again  be robust. 

M r .  Zhang supported Mexico's requests  f o r  an extended arrangement 
and a drawing i n  t h e  f i r s t  c r e d i t  t ranche.  The proposed program involved 
severe  adjustments i n  the  economic mechanism of Mexico and would have 
long-term impl ica t ions .  He had f o u r  ques t ions  f o r  t h e  s t a f f .  F i r s t ,  
t h e  s t a f f  expected t h a t ,  a f t e r  t h e  present  program ended i n  1985, Mexico 
would be a b l e  t o  grow a t  a r ap id  r a t e ,  perhaps 6 p e r  cen t  a yea r ,  wi th  
i n t e r n a l  and e x t e r n a l  s t a b i l i t y .  He would be i n t e r e s t e d  i n  l e a r n i n g  
what p a t t e r n  of growth t h e  a t a f f  had fo reseen  a f t e r  t h e  country emerged 
from t h r e e  yea r s  of sharp  d e f l a t i o n .  Moreover, what would be t h e  funda- 
mental changes i n  Mexico's economic and s o c i a l  r e l a t i o n s h i p s  and i n  i t s  
i n s t i t u t i o n a l  s t r u c t u r e  a s  a r e s u l t  of t h e  Fund program? Second, would 
the  c o s t  of adjustment be equ i t ab ly  shared by a l l  s e c t o r s  of t h e  economy? 

Third ,  was the  f o r e c a s t  f o r  t h e  e x t e r n a l  s e c t o r  dur ing  t h e  next  t h r e e  
years  too  o p t i m i s t i c ,  Mr. Zhang asked, i n  view of the  cdntinued world 
recess ion  and r i s i n g  protect ionism? Was t h e  es t ima te  f o r  t h e  i n c r e a s e  
of f a c t o r  income payments between 1982 and 1985 too low, a s  a r e s u l t  of 
the  new r e c e n t  borrowing and rescheduling a s  we l l  a s  t h e  u n c e r t a i n t y  
surrounding f u t u r e  i n t e r n a t i o n a l  movement8 of i n t e r e s t  r a t e s ?  Four th ,  
could t h e  Mexican f i s c a l  s t r u c t u r e ,  which was not y e t  a s  f l e x i b l e  and 
e l a s t i c  a s  i n  developed c o u n t r i e s ,  ca r ry  out  and s u s t a i n  t h e  impact of 
such a d r a s t i c  r e v e r s a l  i n  t h e  budgetary balance and i n  f i s c a l  p o l i c i e s ?  



What fundamental changes i n  Mexico's bas ic  economic s t r u c t u r e  would r e s u l t  
from t h e  proposed changes, s i n c e  i n  the  pas t  the pub l i c  s e c t o r  had been 
the  predominant dynamic f o r c e  i n  economic development i n  Mexico? 

0 

M r .  Hirao r e c a l l e d  t h a t  during the  ~ r t i c l e '  I V  consu l t a t ion  wi th  Mexico 
t h e  previous Ju ly ,  he had expressed the  view t h a t  a s t rengthening of 
pub l i c  f inances  would be t h e  key element i n  t h e  adjustment e f f o r t  t h a t  
aimed a t  improving Mexico's balance'  of payments posi t ion.  It was reassur-  
ing t o  note the  a u t h o r i t i e s '  f i rm commitment i n  t h e  l e t t e r  of i n t e n t  t o  
address t h a t  fundamental problem i n  the  medium term. It was a l s o  reassur-  
ing t o  s e e  the  l e t t e r  from t h e  new Administrat ion confirming t h e  con t inu i ty  
of policy. The cur ren t  pub l i c  s e c t o r  d e f i c i t ,  est imated a t  16.5 per  cent  
of GDP, was indeed l a rge  by any standard; i t  would r e q u i r e  d r a s t i c  adjus t -  
ment e f f o r t s  and perseverance by the  a u t h o r i t i e s  t o  reduce the  d e f i c i t  a s  
planned. According t o  t h e  s t a f f  paper, t h e  a u t h o r i t i e s  were determined 
t o  t ake  a broad range of measures, inc luding holding down c u r r e n t  and 
opera t ing expenditure,  e l imina t ing  o r  reducing subs id ies ,  f r eez ing  t h e  
h i r i n g  of publ ic  employees, and reviewing pub l i c  investment p r o j e c t s  with 
a view t o  reducing expenditure.  Furthermore, major adjustments were being 
c a r r i e d  out  i n  the  p r i c i n g  p o l i c i e s  of pub l i c  e n t e r p r i s e s ,  i n  genera l  
t axa t ion ,  and i n  admin i s t ra t ive  fees .  Those were the i n t e g r a l  elements 
of the  adjustment program, and he urged the  Mexican a u t h o r i t i e s  t o  imple- 
ment those pol icy  measures t o  the  f u l l e s t  extent  poss ible .  

He joined the  s t a f f  i n  welcoming the  a u t h o r i t i e s '  i n t e n t i o n  t o  pursue 
a f l e x i b l e  i n t e r e s t  r a t e  pol icy  a t tuned t o  the  need t o  promote f i n a n c i a l  
savings and a l l o c a t e  them e f f i c i e n t l y ,  M r .  H,irao remarked. He agreed with 
t h e  a u t h o r i t i e s  t h a t  i n t e r e s t  r a t e s  should r e f l e c t  i n f l a t i o n a r y  expecta- 
t i o n s  and the  requirements of exchange r a t e  policy.  H e  a l s o  welcomed the 
l i f t i n g  of con t ro l s  on i n t e r e s t  r a t e s  charged f o r  loans and t h e  placement 
of g r e a t e r  q u a n t i t i e s  of t r easury  b i l l s  through the  auc t ion  system. 

On December 10, t h e  Mexican a u t h o r i t i e s  had announced the  l i f t i n g  
of the  generalized c o n t r o l  system f o r  fo re ign  exchange, M r .  R i rao  noted. 
He welcomed t h e  new exchange arrangement, f o r  i t  sought t o  r e s t o r e  normal 
economic and f i n a n c i a l  r e l a t i o n s  between Mexico and t h e  r e s t  of t h e  world, 
and i t  would a l s o  e l imina te  cos t ly  subsidies.  Nonetheless, while he could 
apprec ia te  t h a t  t h e  Mexican a u t h o r i t i e s  had had t o  s t o p  s h o r t  of a f u l l  
l i b e r a l i z a t i o n  of the system and had ins tead  decided t o  in t roduce a new 
dual  market a s  a temporary measure, he concurred wi th  the  s t a f f  view t h a t  
i t  would be important f o r  the  control led  market r a t e  t o  be ad jus ted  over 
time with a view t o  maintaining Mexico's i n t e r n a t i o n a l  competi t iveness and 
f a c i l i t a t i n g  t h e  eventual  u n i f i c a t i o n  of t h e  exchange markets. He was 
i n t e r e s t e d  i n  knowing what e f f e c t  t h e  f l e x i b l e  exchange r a t e  pol icy  might 
have on lnf l a t i o n .  I n  add i t ion ,  t h e r e  were concerns among commercial banks 
t h a t  fore ign debt repayment by the  Mexican p r i v a t e  s e c t o r  might become 
more d i f f i c u l t  because of the sharp deprec ia t ion  of t h e  peso; they were 
a l s o  concerned t h a t  p r o f i t s  of p r i v a t e  f irms might be s e r i o u s l y  squeezed. 
He would be g r a t e f u l  t o  l e a r n  t h e  a u t h o r i t i e s '  views on t h a t  score.  



Mexico's c u r r e n t  account  d e f i c i t  had f a l l e n  from $13 b i l l i o n  i n  1981 
t o  about $6.5 b i l l i o n  i n  1982, and was expected t o  drop f u r t h e r  i n  1983 
t o  about $4.25 b i l l i o n ,  Mr. Hirao  commented. A c o n t r i b u t i n g  f a c t o r  i n  
t h a t  favorable  development was the  p ro j ec t ed  i ,ncrease i n  petroleum e x p o r t s  
by almost $1  b i l l i o n ,  t o  be achieved mainly through a n  expected r i s e  i n  
volume. The assumption behind t h a t  p r o j e c t i o n  was t h a t  i n t e r n a t i o n a l  
petroleum p r i c e s  and the  expor t  mix between l i g h t  and heavy crude  o i l  were 
p ro j ec t ed  not t o  change s i g n i f i c a n t l y  from t h e  p r i c e s  and t h e  mix p r e v a i l -  
i n g  du r ing  t h e  second h a l f  of 1982. H e  would be i n t e r e s t e d  i n  hea r ing  
t h e  s t a f f ' s  assessment of t hose  p ro j ec t ions  and assumptions,  e s p e c i a l l y  
i n  t he  l i g h t  of r e c e n t  supply and demand developments i n  t he  world market. 

H e  welcomed t h e  a u t h o r i t i e s '  i n t e n t i o n  t o  seek  a wage p o l i c y  t h a t  
was i n  harmony w i t h  p r i c e  and employment goa l s  and t o  avoid  indexa t ion  
t o  p a s t  i n f l a t i o n ,  Mr. R i rao  sa id .  He had noted from Table  15 (E~S/82/208, 
Sup. 1) t h a t  ne t  c r e d i t  f lows co t h e  p u b l i c  s e c t o r  through o f f i c i a l  banks 
o t h e r  t han  t h e  Bank of Mexico had inc reased  s i g n i f i c a n t l y . i n  1981. Had 
t h e  performance c r i t e r i a  s e t  f o r t h  i n  paragraphs 1 and 2 of t h e  Techn ica l  
Memorandum of Understanding taken  account of t h a t  development? 

H i s  a u t h o r i t i e s  f u l l y  recognized t h e  s p e c i a l  circumstances under 
which the  Fund had t o  p l a y  i t s  r o l e  i n  dea l ing  wi th  Mexico, M r .  Hi rao  
s t a t e d .  There had been an  urgent  need t o  formula te  an emergency rescue  
package unprecedented i n  i ts  s i z e  and depth,  without  which t h e r e  might 
w e l l  have been a s e r i o u s  t h r e a t  t o  t h e  s t a b i l i t y  of  t h e  i n t e r n a t i o n a l  
f i n a n c i a l  markets. H i s  a u t h o r i t i e s  were g r a t e f u l  f o r  t h e  s k i l l f u l  and 
dedica ted  work performed by t h e  management of t he  Fund, through which 
t h e  program had been arranged.  I n  t h e i r  view, some l e s sons  had been 
l ea rned  f o r  t h e  f u t u r e .  

F i r s t ,  t h e  Fund should keep i n  mind t h a t  it was t h e  deb to r  count ry  
t h a t  had been borrowing from t h e  banks, Mr. Hirao went on. Hence, i t  
would be t h e  deb to r  country t h a t  ought t o  assume t h e  primary respons i -  
b i l i t y  and t a k e  the i n i t i a t i v e  i n  n e g o t i a t i n g  wi th  banks o r  p o s s i b l e  
c r e d i t o r  coun t r i e s .  

Second, I t  would be most e f f i c i e n t  i f  a  sma l l  group, l i k e  t h e  adv i so ry  
group on Mexico, r e p r e s e n t i n g  a g r e a t  number of banks, conducted negotia-  
t i o n s  wi th  t h e  deb to r  count ry ,  Mr. Hirao  recommended. His a u t h o r i t i e s  
be l i eved  t h a t  t h a t  method of coopera t ion  was conducive t o  a n  e a r l i e r  agree-  
ment, and they would U k e  t o  emphasize the  importance of e q u i t a b l e  t r e a t -  
ment of banks i n  such n e g o t i a t i o n s ,  s o  t h a t  no group of banks would ga in  
any s p e c i a l  advantage o r  s u f f e r  any disadvantage.  

Third,  i t  might be u s e f u l  t o  organize  a t  an  e a r l y  s t a g e  an  in fo rma l  
group t h a t  would exp lo re  ways i n  which supervisory  a u t h o r i t i e s  could  b e s t  
a s s i s t  t h e  deb to r  count ry  on the  b a s i s  of i n fo rma t ion  supp l i ed  by t h a t  
count ry  and t h e  Fund, Mr. Hirao  s a i d .  His a u t h o r i t i e s  f e l t  t h a t  c l o s e r  
c o n s u l t a t i o n  between the  Mexican policymakers and supe rv i so ry  a u t h o r i t i e s  
n i g h t  have been h e l p f u l ,  e s p e c i a l l y  g iven  t h e  v a r i o u s  assumptions t h a t  
had been made on Mexico's e x t e r n a l  f i n a n c i n g  requirements . .  



Four th ,  t h e  Fund's primary r o l e  should be t o  r e s t o r e  pub l i c  confidence 
i n  t h e  economy o f  .a debtor  country by formulat ing a  s u i t a b l e  adjustment 
program, thereby f a c i l i t a t i n g  t h e  coun t ry ' s  access  t o  p r i v a t e  c r e d i t  
markets, Mr. Hirao  commented. There might be a d d i t i o n a l  cases  l i k e  t h a t  
of Mexico, i n  which p a r a l l e l  nego t i a t i ons  with p r i v a t e  banks would be 
needed i n  order  t o  conso l ida t e  t h e  bas i s  f o r  implementing t h e  Fund program. 
P r i v a t e  banks, f o r  t h e i r  p a r t ,  should  form t h e i r  own judgments about t h e i r  
p r i o r 1  t i e s  i n  extending c r e d i t  because of commercial cons idera t ions ,  while  
a t  t h e  same. t ime paying due a t t e n t i o n  t o  t h e  maintenance of s t a b i l i t y  i n  
t h e  i n t e r n a t i o n a l  f i n a n c i a l  s y s  tern. Therefore,  p r i v a t e  banks could f i n d  
it u s e f u l  t o  o b t a i n  t h e  r e l evan t  in format ion  concerning s t a b i l i z a t i o n  
programs t o  be supported by t h e  Fund. Close contac t  between t h e  Fund and 
p r i v a t e  banks would be u s e f u l  and should be accompanied by c l o s e  consul ta-  
t i o n  between t h e  Fund and t h e  superv isory  a u t h o r i t i e s .  

F i n a l l y ,  i n  a per iod  of u n c e r t a i n t i e s  and s t r a i n s  i n  t he  i n t e r -  
n a t i o n a l  f i n a n c i a l  system, coopera t ion  among member coun t r i e s ,  t h e  Fund, 
and commercial banks was i nd i spensab le ,  Mr. Hirao observed. H i s  author- 
i t i e s  were f u l l y  prepared t o  t ake  t h e i r  s h a r e  of t ha t  r e s p o n s i b i l i t y  i n  
t h e  c o l l e c t i v e  endeavor. The Fund's r o l e  would become increas ingly  
important.  H i s  . a u t h o r i t i e s  were p a r t i c u l a r l y  i n t e r e s t e d  i n  how t h e  Fund 
would bu i ld  up i t s  own resources  under t he  Eighth General Review of 
Quotas.  They s t r o n g l y  hoped t h a t  t h e  quota  s t r u c t u r e  would be rearranged 
s o  a s  t o  enab le  them t o  c o n t r i b u t e  resources  t o  he lp  t he  Fund t o  perform 
i t s  task.  I n  conclus ion ,  he  supported t h e  proposed dec is ions .  

Mr. Sigurdsson expressed admira t ion  f o r  the personal  i n i t i a t i v e  
undertaken by t h e  Managing D i r e c t o r  and h i s  col leagues i n  helping t o  so lve  
t h e  f i nanc ing  problems of Mexico. He supported the  proposed dec is ions .  

AS, noted by t h e  s t a f f ,  a  succes s fu l  adjustment by Mexico requi red  a  
r ap id  reduct fon  i n  t h e  l a r g e  imbalances i n  pub l i c  s e c t o r  f inances ,  
Mr. Sigurdsson  continued. The s t a f f  had a l s o  s t a t e d  t h a t  the  key element 
i n  c o n t r o l l i n g  domest ic  demand was f i s c a l  po l icy ;  while  t h e  s ta tement  was 
no doubt c o r r e c t ,  ano the r  element with a  s t rong  bearing on domestic demand 
was incomes pol icy .  Unfor tuna te ly ,  t h e  s t a f f  a p p r a i s a l  mentioned incomes 
Po l i cy  only  b r i e f l y  and i n  gene ra l  terms. He had missed a  focused discus-  
s i o n  of t he  development and t h e  determinants  of income dur ing  the program 
per iod .  Like  Mr. Laske, he  wondered about wage developments i n  t h e  publ ic  
eec tor .  I n  a d d i t i o n ,  he had noted from Table 11 on page 53 of E~S/82/208,  
Supplement 1 t h a t  r e a l  minimum wages had increased by about 35 per  cen t  
i n  1982 and r e a l  wages i n  c o n s t r u c t i o n  had increased  by 32 per  cen t ,  
a l though t h e r e  was no e n t r y  f o r  manufacturing wages i n  1982. Could t h e  
s t a f f  say  whether t h a t  development r e f l e c t e d  a l l  wage and s a l a r y  develop- 
ments  i n  t h a t  yea r?  He would app rec i a t e  i t  i f  t h e  s t a f f  could e l a b o r a t e  
on the  background f o r  t hose  high inc reases  i n  r e a l  wages i n  1982 and say 
what t he  prospec ts  might be f o r  t h e  outcome of t h e  coming wage negot ia t ions .  
Af t e r  i n c r e a s i n g  s u b s t a n t i a l l y  dur ing  1981-82, t he  r a t i o  of wage expendi- 
t u r e  by the  pub l i c  s e c t o r  i n  r e l a t i o n  t o  GDP was expected t o  f a l l  s i g n i f -  
i c a n t l y  i n  1983. The r educ t ion  was seen t o  be much more s u b s t a n t i a l  i n  
Supplement 3 t h a n  i n  Supplement 1, but  i t  was not e n t i r e l y  c l e a r  t o  hi* 



what t h e  b a s i c  d i f f e r e n c e s  were between t h e  two p u b l i c  s e c t o r  p r o j e c t i o n s ,  
and h e  would be happy i f  t h e  s t a f f  could e l a b o r a t e  on those  d i f f e rences .  

He had missed i n  t h e  s t a f f  paper a  comment on t h e  s i t u a t i o n  of ghe 
l a b o r  market i n  Mexico, Mr. Sigurdsson r eca l l ed .  It was d i f f i c u l t  t o  
ob ta in  r e l i a b l e  s t a t i s t i c a l  informat ion  on t h e  s u b j e c t ,  bu t  more e x p l i c i t  
comments on t h e  problem of unemployment and p rospec t s  f o r  i t s  evo lu t ion  
dur ing  t h e  program would have been warranted. He would l i k e  t o  endorse  
t h e  s t a f f  a p p r a i s a l  w i t h  regard  t o .  exchange r a t e  po l i cy  and,  i n  p a r t i c u l a r ,  
t h e  importance of t h e  u n i f i c a t i o n  of t h e  exchange system and t h e  avoidance 
of exchange r e s t r i c t i o n s .  F i n a l l y ,  t h e  Mexican a u t h o r i t i e s  were t o  be 
commended f o r  having embarked on such an ambit ious and courageous program 
of adjustment. 

Mr. Tay lo r  joined o t h e r  speakers  who had pa id  t r i b u t e  t o  t h e  ' s t a f f  
f o r  t h e  amount of work t h a t  i t  had put  i n t o  t h e  Mexican r e q u e s t ,  under 
cons iderable  p re s su re ,  and t o  commend t h e  Managing D i r e c t o r  f o r  t h e  
cons t ruc t ive  r o l e  h e  had played i n  b r ing ing  t h e  n e g o t i a t i o n s  t o  a  suc- 
c e s s f u l  conclusion. I n  a d d i t i o n ,  he  welcomed t h e  Managing D i r e c t o r ' s  
e f f o r t s  wi th  commercial banks t o  a r r i v e  a t  a  coordina ted  s o l u t i o n  t o  
Mexico's immediate f i n a n c i a l  d i f f i c u l t i e s .  A s  p revious  speakers  had 
pointed out ,  t h e  case of Mexico was a good example of t h e  c r u c i a l  r o l e  
t h a t  t h e  Fund could p l ay  a s  a c a t a l y s t ;  i t  would a l s o  have t o  be agreed 
t h a t  under no circumstances could  t h e  Fund meet a l l  of Mexico's f i n a n c i a l  
needs, al though i t  could provide  a s i g n i f i c a n t  sum. What a  well-designed 
program could do was t o  g ive  confidence t o  donors and c r e d i t o r s ,  p a r t i c -  
u l a r l y  commercial banks, and en/courage them t o  cont inue  lending  t o  a 
country t h a t  was having extreme d i f f i c u l t y .  I n  t hose  c i rcumstances ,  i t  
was e s s e n t i a l  t h a t  t he  Fund program should  be seen  t o  be adequate  and 
e f f e c t i v e ,  as t h e  continued conf idence  of c r e d i t o r s  would depend g r e a t l y  
on t h a t  perception.  

He warmly endorsed t h e  s t a f f  a p p r a i s a l  and t h e  proposed d e c i s i o n s ,  
M r .  Taylor  continued. On t h e  b a s i s  of t h e  chairman's obse rva t ions  a t  
t h e  beginning of t h e  present  meeting,  i t  appeared t h a t  t h e  response by 
the  banks had been s u f f i c i e n t  t o  j u s t i f y  going ahead wi th  t h e  program. 
The Fund s t a f f  had put  t oge the r  a  s t r o n g  s t a b i l i z a t i o n  program w i t h  com- 
prehensive performance c r i t e r i a .  I f  t h e r e  was a doubt i n  h i s  mind, i t  
would be whether t h e  a u t h o r i t i e s  would be a b l e  t o  implement smoothly 
such a sharp  and. l a r g e  adjustment  i n  t h e i r  f i s c a l  and e x t e r n a l  pos i t i on .  
However, i n  t h e  circumstances,  t h e r e  had been l i t t l e  choice ,  and t h e  
a l t e r n a t i v e s  would probably have been worse. 

The new Adminis t ra t ion  i n  Mexico was t o  be commended f o r  moving 
quickly t o  g ive  subs tance  t o  t h e  p o l i c i e s  t h a t  had been only  broadly  
ou t l i ned  i n  t h e  l e t t e r  of i n t e n t  s igned by t h e  previous  Admin i s t r a t ion ,  
Mr. Taylor  sa id .  He was impressed by t h e  immediate r a t i f i c a t i o n  of t h e  
adjustment program and by t h e  speed w i t h  which measures had been announced 
and implemented. Such a c t i o n s  encouraged confidence i n  t h e  de t e rmina t ion  
of t he  new Government t o  t a c k l e  t he  count ry ' s  problems. The t a r g e t s  of 
t h e  program, p a r t i c u l a r l y  on t h e  f i s c a l  s i d e ,  were ambi t ious ,  b u t  t h e  



c u r r e n t  d i f f i c u l t i e s  were l a r g e l y  t h e  r e s u l t  of t h e  a u t h o r i t i e s '  f a i l u r e  
i n  t h e  p a s t  t o  a d j u s t  domest ic  demand adequate ly  t o  e x t e r n a l  developments, 
e s p e c i a l l y  t h e  world r e c e s s i o n  and high i n t e r n a t i o n a l  i n t e r e s t  r a t e s .  The 
a u t h o r i t i e s  had s t a r t e d  w e l l ,  bu t  they would have t o  s t r i v e  ha rd  t o  keep 
up t h e  momentum of aa jus tment  i n  t h e  months ahead. 

I t  was n a t u r a l  t o  wonder, when a  s t r o n g  program was p re sen ted  t o  t h e  
Board, what degree  of s a c r i f i c e  was being asked of t h e  r e q u e s t i n g  count ry  
and whether  i t  could be reasonably  expected t o  bea r  t h e  burden, Mr. Tay lo r  
commented. H e  would have a p p r e c i a t e d  a  l i t t l e  more i n fo rma t ion  on t h a t  
p o i n t  from t h e  s t a f f .  Among t h e  many p r o j e c t i o n s  provided i n  t h e  s t a f f  
paper ,  he  had been unable t o  d i s cove r  any f i g u r e s  t h a t  encapsu la t ed  t h e  
l i k e l y  consequences of t h e  program f o r  Mexican l i v i n g  s t a n d a r d s  over  t h e  
nex t  yea r  o r  two. No doubt a s i g n i f i c a n t  f a l l  could  be expec t ed  i n  r e a l  
wages and i n  pe r sona l  consumption. But t h e  s t anda rd  of l i v i n g  would 
probably recover  i n  due c o u r s e  when output  revived. However, g iven  t h e  
l a r g e  i n c r e a s e s  i n  r e a l  wages i n  1982 and t h e  f a i r . 1 ~  good medium-term 
p rospec t s ,  i t  might be c o r r e c t  t o  conclude t h a t  t h e  burden of adjustment  
on Mexico was n o t -  impossibly onerous. , 

Turning t o  t h e  d e t a i l s  of t h e  program, Mr. Tay lo r  remarked t h a t  he 
f u l l y  suppor ted  t h e  emphasis p laced  on c o r r e c t i n g  p u b l i c  f i nances .  A s  
t h e  s t a f f  had i n d i c a t e d ,  i t  would be q u i t e  d i f f i c u l t  t o  ach i eve  a  s u s t a i n e d  
r e d u c t i o n  i n  Mexico's f o r e i g n  borrowing u n l e s s  t h e  p u b l i c  s e c t o r  d e f i c i t  
was brought  f i r m l y  under c o n t r o l .  He a l s o  wished t o  endorse  t h e  comments 
made by o t h e r  Execut ive  D i r e c t o r s  t h a t  s u c c e s s f u l  implementat ion of t h e  
f i s c a l  measures would be e s s e n t i a l  if t h e  o v e r a l l  d e f i c i t  was t o  be ha lved  
as a p ropor t i on  of GDP. 

He had noted  wi th  some concern t h a t  c e n t r a l  bank f i n a n c i n g  of t h e  
p u b l i c  s e c t o r  d e f i c i t  was l i k e l y  t o  con t inue  a t  a  h igh  l e v e l  i n  1983, 
M r .  T a y l o r  continued.  There were obvious r i s k s  t h a t  such f i n a n c i n g  would 
jeopard ize  t h e  i n f l a t i o n  t a r g e t ,  and he had l i s t e n e d  wi th  i n t e r e s t  t o  t h e  
remarks of M r .  T e i  j e i r o  on t h a t  po in t .  H e  agreed w i t h  t h e  v a r i o u s  comments 
made by o t h e r  speake r s  t h a t  t h e  upward ad jus tment  of i n t e r e s t  r a t e s  on 
d e p o s i t s  i n  t h e  banking sys tem should  s e r v e  to encourage domes t i c  sav ings .  
He welcomed t h e  i n t e n t i o n  of t h e  new Admin i s t r a t i on  t o  pursue  a f l e x i b l e  
p o l i c y  i n  t h a t  f i e l d .  I n  pas s ing ,  he wondered what t h e  main f a c t o r  was 
behind t h e  a p p r e c i a b l e  slowdown p r o j e c t e d  i n  t h e  r a t e  of i n f l a t i o n  f o r  
1983. Perhaps a r a p i d  d e c e l e r a t i o n  of wage i n c r e a s e s  would be t h e  pr in-  
c i p a l  element;  h e  wondered about  t h e  i m p l i c a t i o n  f o r  p r o f i t  margins i n  
t h e  f a c e  of sha rp  p r i c e  d e c e l e r a t i o n .  There might w e l l  be a  sha rp  squeeze 
i n  p r o f i t  margins. 

AS t o  t h e  exchange system, Mr. Tay lo r  went on, he welcomed t h e  
d e c i s i o n  t o  a b o l i s h  t h e  sys tem of g e n e r a l i z e d  exchange c o n t r o l s  and t h e  
move being made toward major l i b e r a l i z a t i o n .  The new sys tem of m u l t i p l e  
exchange r a t e s  proposed r e c e n t l y  seemed complex: i t  would make i t  d i f f i -  
c u l t  f o r  t h e  a u t h o r i t i e s  t o  move toward t h e i r  s t a t e d  o b j e c t i v e s  of avoid- 
i n g  d e t a i l e d  c o n t r o l s ,  encouraging  expor t s ,  and reducing  t h e  a t t r a c t i o n  
of t h e  peso market w i t h i n  t h e  United S t a t e s .  C l e a r l y ,  t h e  gap between 



t h e  c o n t r o l l e d  r a t e  and t h e  f r e e  market r a t e  would be c r i t i c a l  and should  
not be allowed t o  widen. I n  t h e  circumstances,  i t  seemed f i t t i n g  t h a t  
Fund approval  of Mexico-'s exchange system was l i m i t e d  t o  t h e  p e r i o d  u n t i l  
t he  May review of t h e  program. 

'3 

Perhaps t h e  s t a f f  cou ld  shed  some l i g h t  on t h e  arrangement  d e s c r i b e d  
on pages 50  and 5 1  of ~ ~ ~ / 8 2 / 2 0 8 ,  Supplement 1, under  which t h e  Bank of 
Mexico was t o  provide  f o r e i g n  exchange f o r  t h e  repayment of f o r e i g n  debt  
o b l i g a t i o n s  ou t s t and ing  on December 1, 1982 a t  a  guaranteed  exchange r a t e ,  
M r .  Taylor  asked. It was u n c l e a r  t o  h i s  a u t h o r i t i e s  how t h a t  arrangement  
t i e d  i n  w i th  r e c e n t  p r e s s  r e p o r t s  t h a t ,  under  t h e  new exchange c o n t r o l  
system, t h e  Bank of Mexico would accep t  payment i n  pesos a t  the '  c o n t r o l l e d  
r a t e  f o r  i n t e r e s t  payments and f o r e i g n  loans  c o n t r a c t e d  be fo re  December. 
He was unsure how t h e  p roposa l  t i e d  i n  w i th  t h e  cor responding  l o c a l  
cur rency  d e p o s i t  scheme t o  be e s t a b l i s h e d  f o r  t h e  s e t t l e m e n t  of a r r e a r s .  
A t  any r a t e ,  i t  might be u s e f u l  i f  t h e  s t a f f  o r  M r .  S e n i o r  could  inform . 
t h e  Board of where t h i n g s  s t o o d  under t h e  new exchange c o n t r o l  system. 

Other  speake r s  had been concerned about  what they  had f e l t  t o  be t h e  
g e n e r a l  optimism unde r ly ing  expor t  p r o j e c t i o n s ,  a concern t h a t  he sha red ,  
Mr. Tay lo r  s a i d .  I n  p a r t i c u l a r ,  t h e  assumption of a  somewhat i n c r e a s e d  
volume of o i l  e x p o r t s  a t  unchanged p r i c e s  and w i t h  a n  unchanged product  
mix appeared ex t remely  vu lne rab l e .  Of cou r se ,  many of t h e  v a r i a b l e s  
a f f e c t i n g  e x p o r t s  remained o u t s i d e  Mexico's c o n t r o l ,  b u t  t h e  s u b s t a n t i a l  
growth expec ted  i n  non-oi l  e x p o r t s  d i d  r e i n f o r c e  t h e  need t o  m a i n t a i n  a  
compe t i t i ve  exchange r a t e  f o r  t h e  peso. 

A s  t o  t h e  c h o i c e  of an extended arrangement  f o r  Mexico, h i s  author-  
i t ies  regarded  t h e  May review a s  be ing  of c r i t i c a l  importance.  and they  
hoped t h a t  i t  would be comprehensive enough t o  cover  domest ic  as well a s  
e x t e r n a l  p o l i c i e s ,  Mr. Tay lo r  commented. He would be g l ad  i f  t h e  s t a f f  
cou ld  conf inn t h a t  po in t ,  A t  t h e  same t ime,  the review would need t o  
focus  on wider  i s s u e s  r e f l e c t i n g  t h e  major s t r u c t u r a l  weaknesses i n  t h e  
Mexican economy. A f t e r  a l l ,  t h e  r a t i o n a l e  f o r  s e l e c t i n g  a n  extended 
arrangement  was t h a t  Mexico would have t o  mob i l i ze  domest ic  r e s o u r c e s  i n  
o r d e r  t o  con t inue  s e r v i c i n g  i t s  l a r g e  debt  burden. H i s  a u t h o r i t i e s  agreed  
t h a t  Mexico's immediate d i f f i c u l t i e s  could  be t r a c e d  t o  problems of demand 
management t h a t  could  have been addressed  under  a  s e r i e s  of stand-by 
arrangements .  Neve r the l e s s ,  t h e  d e c i s i o n  had been t aken  t o  move on a 
b roade r  f r o n t ,  and i t  seemed important  t o  make s u r e  t h a t  t h e  program was ' 

a  thorough one conforming f u l l y  t o  t h e  g u i d e l i n e s  f o r  extended ar range-  
ments. Consequently,  h e  hoped t h a t  t h e  s t a f f  and t h e  Mexican a u t h o r i t i e s  
would use  t h e  pe r iod  u n t i l  t h e  May review t o  d e f i n e  more c l e a r l y  t h e  t h r ee -  
y e a r  program, bea r ing  i n  mind t h e  c r i t e r i a  f o r  extended arrangements .  I n  
gene ra l  te rms ,  t h e  s t a f f  and t h e  a u t h o r i t i e s  would have t o  g i v e  c a r e f u l  
thought  t o  supply-side measures designed t o  ach i eve  a  b e t t e r  ba l ance  i n  
t h e  economy, i n c l u d i n g  n o t  on ly  a  re form of t h e  t a x  s t r u c t u r e  and a  
re-examination of t h e  r o l e  of pub l i c  e n t e r p r i s e s ,  bu t  a l s o  a c l e a r e r  view 
on t h e  development of t h e  inves tment  program. 



Like o t h e r  speakers ,  he hoped t h a t  t h e  World Bank would be a b l e  t o  
make a s u b s t a n t i a l  c o n t r i b u t i o n  t o  the d iscuss ions  of Mexico's investment 
program, a s  indeed had been normal p rac t i ce  , i n  previous extended arrange- 
ments, M r . ' ~ a y l o r ' s t a t e d .  At ten t ion  would a l s o  have t o  be paid t o  t h e  
removal of t r a d e  b a r r i e r s  and t h e  implementation of me.asures t o  improve 
resource  a l l o c a t i o n .  The o b j e c t  of such a review would be t o  c r e a t e  a 
convincing program f o r  t h e  longer  term a s  we l l  a s  a t imetable  f o r  achieving 
sus ta inab le  e x t e r n a l  balance,  wi th  due considera t ion t o  Mexico's p o s i t i o n  
a s  a c a p i t a l  importer  and a r a p i d l y  developing and resource-rich economy. 
H i s  a u t h o r i t i e s  were keen t h a t  Mexico should be equipped wi th  a program 
t h a t  s e t  f o r t h  the  o b j e c t i v e s  and p o l i c i e s  f o r  t h e  whole of the  extended 
arrangement and t h a t  was adequate f o r  the  s o l u t i o n  of the  country ' s  
problems. 

I n  conclusion,  t h e  Fund had provided Mexico wi th  a springboard wi th  
which i t  could launch a comprehensive campaign t o  overcame i t s  d i f f i c u l -  
t i e s ;  The t a s k  ahead f o r  the  Mexican a u t h o r i t i e s  was not an  enviable  one. 
It was most encouraging t h a t  they had made a good s t a r t .  It would be 
e s s e n t i a l  t o  keep a c l o s e  watch, on developments, s o  t h a t  the  f i r s t  review 
i n  May ,should be regarded a s  a major s tepping stone.  The e f f o r t s  of t h e  
a u t h o r i t i e s  f u l l y  deserved the support  of the  Fund, and he wished them 
every success.  

The Executive Di rec to r s  agreed t o  continue t h e i r  d i scuss ion  i n  t h e  
afternoon. 

APPROVED : June 1, 1983 

LEO VAN HOUTVEN 
S e c r e t a r y .  



MEXICO 

Mexico - Commercial Bank Con t r ibu t ions :  I h d i c a t i o n  of S h o r t f a l l  

( s t a t u s :  12/23/82 - 10:OO a.m.; I n  m i l l i o n s  of U.S. d o l l a r s )  . 
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Quota  Answer S h o r t f a l l  

Japan 

Spa in  

I t a l y  

Belgium 

Swi tzer land  

Germany, F e d e r a l  Rep. of 

Arab Coun t r i e s  

United S t a t e s  

Canada 1 
1 

United Kingdom ) 
1 

Netherlands 1 

France  

9 18 826 92 

12 1 0 12 1 

(93)* (28 probable)  

130 8 122 

76 46 " 30 

t h e s e  a r e  a l l  ovet t h e i r  quotas  

quo ta  met i n  f u l l  

Source: C i t ibank  (Mr. Will iam Rhodes; Ms. Andrea Bauer). 

*Per Governor of Bank of Spain.  




