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1. M E X I C O  - 1986 ARTICLE I V  CONSULTATION AND REQUEST FOR S’I’AND-BY 

- ARRANGEMENT 
-I-- 

The E x e c u t i v e  Directors c o n s i d e r e d  t h e  s t a f f  r e p o r t  f o i .  t h e  1986 
A r t i c l e  IV c o n s u l t a t i o n  w i t h  Mexico t o g e t h e r  w i t h  a r e q u e s t  f o r  an 
18-month s tand-by  a r r a n g e m e n t  i n  a n  amount e q u i v a l e n t  t o  SDR 1 . 4  b i l l i o n ,  
w i t h  t h e  p o s s i b i l i t y  o f  a u g m e n t a t i o n  t o  SDR 2 . 2  b i l l i o n  (EBS/86/161,  
7 / 2 3 / 8 6 ;  Cor .  1, 9 / 5 / 8 6 ;  Sup. 1, 8 / 1 5 / 8 6 ;  Sup. 1, Cor. 1, 9 / 5 / 8 6 ;  Sup.  2 ,  
9 / 4 / 8 6 ;  and Sup. 3 ,  9 / 8 / 8 6 ) .  “hey a l s o  had b e f o r e  them a background 
paper  on r e c e n t  economic de- .i.opments i n  Mexico (SM/86/220,  8 / 2 6 / 8 6 ;  and 
Sup. I-, 8 / 2 7 / 8 6 ) .  

Mr. O r t i z  made t h e  f o l l o w i n g  s t a t e m e n t :  

tly a u t h o r i t i e s  wish  t o  express t h e i r  a p p r e c i a t i o n  t o  t h e  
s t a f f  f o r  t h e  competent  and p r o f e s s i o n a l  t a s k  performed--of t e n  
under  s e v e r e  time p r e s s u r e - - i n  connecti .ort  w i t h  t h e  1986 
A r t i c l e  I V  c o n s u l t a t i o n  and t h e  r e q u e s t  f o r  a s tand-by  a r r a n g e -  
ment.  They a re  a l s o  v e r y  a p p r e c i a t i v e  of  t h e  management’s 
i m a g i n a t i v e  and a c t i v e  i n v o l v e m e n t  i n  t h e  s e v e r a l  s t a g e s  cf t h e  
s e t t i n g  of  t h e  f i n a n c i a l  a r r a n g e m e n t s  c o n t e m p l a t e d  u n d e r  t h e  
program. I n  what f o l l o w s ,  I w i l l  f i r s t  comment b r i e f l y  on t h e  
economic per formance  of Mexico d u r i n g  1985 .  The second p a r t  
d e a l s  w i t h  t h e  s i g n i f i c a n c e  of t h e  o i l  s h o c k ,  t h e  r e s p o n s e  of 
t h e  a u t h o r i t i e s ,  and some recer-it deve lopments .  My c o n c l u d i n g  
comments will f o c u s  bn t h e  program f o r  1?86-87 and t h e  economic 
s t r a t e g y  f o r  t h e  medium term. 

The problems of 1985 

The y e a r  1985 began on a n o t e  of m o d e r a t e  opt imism owing t o  
t h e  f a v o r a b l e  r e s u l t s  o b t a i n e d  w i t h  t h e  a p p l i c a t i o n  of t h e  
a d j u s t m e n t  program of 1983-84, a l t h o u g h  t h e  s i g n s  of weakening 
of wor ld  economic a c t i v i t y ,  p a r t i c u l a r l y  of t h e  o i l  m a r k e t ,  were 
worr isome.  An a d d l t i o n a l  c a u s e  € o r  c o n c e r n  was t h a t  t h e  e x t e r n a l  
s u r p l u s  r e s u l t i n g  from t h e  i m p i e m e n t a t i o n  of  a d j u s t m e n t  p o l i c i e s  
d u r i n g  t h e  p r e v i o u s  two y e a r s  w a s  a c h i e v e d  a t  a much h i g h e r  c o s t  
t h a n  expected-- in  terms of f o r e g o n e  o u t p u t  and d e c l i n i n g  l i v i n g  
s t a n d a r d s .  I n f l a t i o n a r y  p r e s s u r e s ,  a l t h o u g h  s u h s t a n t i a l l y  lower  
t h a n  t h e  peak of  1983,  remained  stu”,,;rnly h i g h .  

P a r t l y  due t o  t h e  s e v e r i t y  uf t h e  r e c e s s i o n ,  t h e  economy 
r e a c t e d  w i t h  s u r p r i s i n g  v i g o r  t o  t h e  n o n - o i l  e x p o r t  and i n v e s t -  
ment demands prompted by e x p a n d i n g  w-orld t r a d e  i n  a n  improved 
b u s i n e s s  c l i m a t e  s i n c e  mid- i984 .  The r e a c t i v a t i o n  of  pub1 i c  
e x p e n d i t u r e s  which t o o k  p l a c e  i n  t h e  l a s t  q u a r t e r  of 1984 a n d  
t h e  f i r s t  q u a r t e r  a f  1.985, a l b e i t  f r m  a v e r y  low b a s e ,  co in-  
ci.ded w t t h  t h i s  p e r i o d  of r o b u s t  p r l v 3 t e  demand. I n i t i a l l y ,  t h e  
d o m e s t i c  banking  system w a s  a b l e  t o  f i n a n c e  t h e  a s s o c i a t e d  demand 
f o r  c r e d i t  €1-om b o t h  t h e  p u b l i c  an3  p r i v a t e  sectors, si.nc.e i t  had. 
been a c c u m u l a t i n g  e x c e s s  r e s e r v e s .  However ,  renewed p e s s i m i s m  
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on t h e  b a l a n c e  of payments  o u t l o o k  m o t i v a t e d  by a n e g a t i v e  f l o w  
of e x t e r n a l  f i n a n c i a l  c r e d i t  d u r i n g  t h e  f i r s t  months of 1985 and 
t h e  b l e a k  p r o s p e c t s  of tb.n o i l  m a r k e t  r e s u l t e d  i n  p r i v a t e  c a p i t a l  
o u t f l o w s  and a r e d u c t i o n  of s a v i n g s  c h a n n e l e d  t h r o u g h  t h e  
d o m e s t i c  f i r . a n c i a 1  sys t em.  I n  t u r n ,  t h i s  r e s u l t e d  i n  a h i g h e r  
e x p a n s i o n  of p r i m a r y  c r e d i t  f rom t h e  cen:ral  bank and  a l o s s  of 
i n t e r n a t i o n a l  r e s e r v e s .  

The a u t h o r i t i e s  reacted f o r c i b l y  i f  n o t  s w i f t l y  t o  t h e  
d e t e r i o r a t i n g  t r e n d  of t h e  i n t e r n a t i o n a l  r e s e r v e  p o s i t i o n .  I n  
mid-1985 a Lomprehensive p o l i c y  package w a s  implemented ,  i n c l u d -  
i n g  e x p e n d i t u r e  c u t s - - i n  a d d i t i o n  t o  t h o s e  made e a r l i e r  i n  t h e  
year i n  r e s p o n s e  t o  t h e  f i r s t  l e c l i n e  i n  o i l  p r i ces - - such  as t h e  
c a n c e l l a t i o n  of a l l  p u b l i c  s e c t o r  v a c a n c i e s ,  a r e d u c t i o n  i n  t h e  
number of  emplcyees ,  and t h e  e l i m i n a t i o n  of 15 Under -Sec re t a ry  
p o s t s ,  and exchange  and  t r a d e  l i b e r a l i z a t i o n .  A s e v e r e  t i g h t e n -  
i n g  of c r e d i t  p o l i c i e s  w a g  i n t r o d u c e d  a t  a l a t e r  s t a g e .  The  

September  e a r t h q u a k e s  a g g r a v a t e d  a n  a l r e a d y  d i f f i c u l t  s l t u a t i o n .  
I n  a d d i t i o n  t o  t h e  human d imens ion ,  t h e  n e g a t i v e  impac t  on p u b l i c  
f i n a n c e s ,  i n f l a t i o n ,  and o u t p u t  was q u i t e  s i g n i f i c a n t .  The 
measu res  t h a t  were implemented r e s u l t e d  i n  a r e v e r s a l  of t h e  
l o s s e s  of i n t e r n a t i o n a l  r e s e r v e s ,  a l t h o u g h  t h e  d e v i a t i o n s  i n  
f i s c a l  and monetary  f i g u r e s  f rom t h e  o r i g i n a l  t a r g e t s  c o u l d  n o t  
be e n t i r e l y  c o r r e c t e d .  The b a l a n c e  f o r  t h e  year was mixed: 
t h e  economy grew a t  a s l o w e r  r a t e  t h a n  i n  1984 a t  2 . 7  p e r c e n t  i n  
1985 compared w i t h  3.7 p e r c e n t  i n  1984;  i n f l a t i o n  w a s  s l i g h t l y  
h i g h e r ,  where t h e  consumer p r i c e  i n d e x  i n c r e a s e d  63.7 p e r c e n t  i n  
1985 compared w i t h  59.2 p e r c e n t  i n  1984.  Employment was main-- 
t a i n e d  and p r i v a t e  i n v e s t m e n t  grew a t  a v i g o r o u s  pace--23 p e r c e n t  
ir.. rea l  terms, i n c l u d i n g  changes  i n  i n v e n t o r i e s .  The p u b l i c  
s e c t p r  bo r rowing  r e q u i r e m e n t  a s  a p r o p o r t i o n  of GDP i n c r e a s e 3  
f rom 8 . 6  p e r c e n t  i n  1984 t o  10.0 p e r c e n t  i n  1985 ,  r e f l e c t i n g  much 
h i g h e r  i n t e r e s t  payments  on d o m e s t i c  d e b t  t h a n  t h o s e  c o n t e m p l a t e d  
under  t h e  o r i g i n a l  budge t  and i t s  s u b s e q u e n t  r e v i s i o n - - t h o s e  pay- 
ments  had r e s u l t e d  from t h e  impac t  of a n  i n f l a t i o n  r a t e  t h a t  had 
t u r n e d  o u t  t o  be  much h i g h e r  t h a n  f o r e c a s t  unde r  t h e  program. 
I n d e e d ,  t h i s  e f f e c t  e x p l a i n s  a b o u t  one t h i r d  of t k e  d e v i a t i o n s  
of t h e  f i s c a l  t a r g e t .  

:n sum, t h e  d e v i a t i o n s  of t h e  p r o g r a m ' s  o b j e c t i v e s  obse rved  
i n  1985 c a n  be a t t r i b u t e d  t o  a-1 u n e x p e c t e d l y  s t r o n g  r e a c t i v a t i o n  
of economic a c t i v i t y  which  became d i f f i c u l t  t o  c o n t r o l  i n  t h e  
miusc of a d e t e r i o r a t i n g  e x t e r n a l  env i ronmen t .  D e l a y s  i n  o b t a i n -  
i n g  r e l e v a n t  economic i n f o r m a t i o n  h i n d e r e d  t h e  imn le rnen ta t ion  of 
more t i m e l y  a c t i o n s .  B u t  as e v i d e n c e d  by t h e  s t r 3 n g  c o r r e c t i v e  
measu res  t a k e n  t o  p r e v e n t  a s i g n i f i c a n t  s e t b a c k ,  t h e  de . J ia t ions  
were  n o t  t h e  result  of a change  i n  economic s t r a t e o , y  m o t i v a t e d  
by p o l i t i c a l  r e a s o n s  a s  i t  somet imes  h a s  been  claim..d. 
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The o i l  shock  and r e c e n t  deve lopmen t s  

C o n s i s t e n t  w i t h  t h e  a i m  of  r e i n f o r c i n g  t h e  economic s t r a t e g y  
d r a f t e d  a t  t h e  o u t s e t  of t h e  c u r r e n t  a d m i n i s t r a t i o n ,  t h e  1986 
budget  p r e s e n t e d  t o  Congres s  had t h r e e  main o b j e c t i v e s :  ( a )  t o  
s t r e n g t h e n  t h e  f i s c a l  p o s i t i o n  of t h e  p u b l i c  s e c t o r  w i t h  a view 
t o  r e d u c i n g  i n f l a t i o n  and promot ing  economic e f f i c i e n c y ;  ( b )  t o  
s e c u r e  a wide s o c i a l  p a r t i c i p a t i o n  i n  t h e  o r d e r l y  imp lemen ta t ion  
of t h e  v a r i o u s  t a s k s  of r e c o n s t r u c t i o n  a s s o c i a t e d  w i t h  t h e  
n a t u r a l  d i s a s t e r s ;  and  ( c )  t o  a c c e l e r a t e  t h e  ongo ing  p r o c e s s  of 
s t r u c t u r a l  change and i n d u s t r i a l  r e c o n v e r s i o n ,  t h e r e b y  i n c r e a s i n g  
t h e  p r o d u c t i v i t y  of s t a t e  e n t e r p r i s e s .  

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  p o l i c i e s ,  t h e  backbone of t h e  
ad jus tmen t  p r o c e s s  w a s  t o  be a s h a r p  r e d u c t i o n  of t h e  p u b l i c  
s e c t o r  def i c l  t .  E x p e n d i t u r e s  were s c h e d u l e d  a c c o r d i n g  t o  a much 
t i g h t e r  c a l e n d a r  f rom t h a t  i m p l i e d  by t h e  h i s t o r i c a l  s e a s o n a l  
p a t t e r n ,  and s i z a b l e  i n f l o w s  of f o r e i g n  c a p i t a l  were p lanned  f o r  
t h e  b e g i n n i n g  of t h e  y e a r .  These  measu res ,  t o g e t h e r  w i t h  con- 
s i s t e n t  mone ta ry  and exchange pol ic ies ,  were t o  be r e f l . e c t e J  i n  
a s u b s t a n t i a l  slowdown of  monetary  a g g r e g a t e s  and a n  aba tement  
of  i n f l a t i o n a r y  p r e s s u r e s .  
no t  a n  o u t r i g h t  recess ion- -was  a n  i n e v i t a b l e  by-product  of t h e  
a n t i -  i n f  l a t  i o n a r y  e f f o r t s . 

A slowdown of economic a c t i v i t y - - b u t  

- 

T h e  o i l  p r i c e  shock  a t  t h e  b e g i n n i n g  of 1986 f o r c e d  a recon- 
s i d e r a t i o n  of t h e  economic program. The f i r s t  s t e p  was t o  
e v a l u a t e  t h e  impact  of t h e  o i l  shock  on  b o t h  p u b l i c  f i n a n c e s  and 
t h e  b a l a n c e  of payments ,  and t o  a s s e s s - - t o  t h e  e x t e n t  t h a t  t h i s  
was poss ib le - -whether  t h e  shock  c o u l d  b e  c o n s i d e r e d  t r a n s i t o r y  
o r  of a more permanent n a t u r e .  T h i s  was no e a s y  t a s k  g i v e n  t h e  
r a p i d l y  chang ing  c o n d i t i o n s  of t h e  o i l  marke t  and t h e  u n c e r t a i n t y  
s u r r o u n d i n g  t h e  e v o l u t i o n  of p e t r o l e u m  p r i c e s  even  i n  t h e  immedi- 
a t e  f u t u r e .  Compared w i t h  1 9 8 5 ,  t h e  l o s s  of pe t ro l eum e x p o r t  
e a r n i n g s  f o r  1986 i s  e s t i m a t s d  a t  a p p r o x i m a t e l y  US$9 b i l l i o n ,  o r  
a b o u t  6 112  percent  of GDY. T h i s  i s  e q u i v a l e n t  t o  more t h a n  
20 p e r c e n t  of a l l  p u b l i c  s e c t o r  receipts  and  t o  39 p e r c e n t  of 
t o t a l  e x p o r t s .  To p u t  t h e s e  f i g u r e s  i n  p e r s p e c t i v e ,  i n  t h e  
c o n t e x t  o f  d o m e s t i c  p r o d u c t i o n ,  t h e  o i l  shock  1.s e q u i v a l e n t  t o  
t h e  t o t a l  a g r i c u l t u r a l  p r o d u c t i o n  of t h e  c o u n t r y ;  i n  terms of 
t h e  b u d g e t ,  i t  exceeds  t h e  t o t a l  wage b i l l  of t h e  Cen t ra l  
Government p l u s  t h e  p a r a s t a t a l  s e c t o r .  

Although t h e  i n i t i a l  e s t € m a t e s  of t h e  r e v e n u e  l o s s  were n o t  
a s  l a r g e ,  a f t e r  a few weeks i t  became e v i d e n t  t h a t  t k . L  magni tude  
of :he shock  was much g r e a t e r  t h a n  m t i c i p a t e d  and  t h a t  t h e  
c o u n t r y  c o u l d  no t  p o s s i b l y  a b s o r b  i t  it-, che  s h o r t  term. S i n c e  
i t  was n o t  f o r e s e e n  t h a t  marke t  deve lopmen t s  would  l e a d  t o  a 
r e c o v e r y  of  p r e v i o u s  r evenue  l e v e l s ,  i t  was c o n s i d e r e d  e s s e n t i a l  
t o  f o r m u l a t e  a s t r a t e g y  f o r  t h e  medium term. Meanwhi l e ,  g i v e n  
t h e  f a c t  t h a t  Mexico had r e c e i v e d  p r a c t i c a l l y  n o  e x t e r n a l  f i n a n c e  
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s i n c e  l a t e  1984 ,  and t h a t  p r o s p e c t i v n  n e g o t i a t i o n s  w i t h  f o r e i g n  
c r e d i t o r s  would t a k e  a l o n g  t ime,  t h e  p r o t e c t i o n  of i n t e r n a t i o n a l  
r e s e r v e s  was c o n s i d e r e d  e s s e n t i a l .  To t h i s  e n d ,  t h e  s t r i c t  
c r e d i t  p o l i c y  implemented a t  t h e  end  cf 1985 c o n s i s t i n g  of a 
f r e e z e  of c r e d i t  g r a n t e d  by t h e  b a n k i n g  system--which w a s  t o  be 
only of a t empora ry  na tu re - -has  been  c o n t i n u e d  d u r i n g  1986.  I n  
a d d i t i o n ,  a f l e x i b l e  i n t e r e s t  r a t e  p o l i c y  h a s  r e s u l t e d  i n  
p o s i t i v e  d o m e s t i c  rea l  ra tes  of i n t e r e s t  i n  s p i t e  of r i s i n g  
i n f l a t i o n .  At: t h e  same t i m e ,  exchange  r a t e  p o l i c y  h a s  been  v e r y  
a c t i v e ,  r e s u l t i n g  i n  a n  e s t i m a t e d  r ea l  e f f e c t i v e  d e p r e c i a t i , o n  of 
3 4  p e r c e n t  d u r i n g  t h s  f i r s t  s i x  months of t h e  y e a r .  On t h e  
budget  s i d e ,  e x p e n d i t u r e  c u t s  and r e s c h e d u l i n g s  have  r e s u l t e d  i n  
a d r o p  of 2 2  p e r c e n t  i n  rea l  terms of  t h e  o u t l a y s  of t h e  F e d e r a l  
Government d u r i n g  t h e  f i r s t  semester of 1986,  w h i l e  n o n - o i l  
f i s c a l  r evenue  h a s  i n c r e a s e d  1 . 2  p e r c e n t  i n  r e a l  terms. 

What a r e  t h e  r e s u l t s  of t h e s e  p o l i c i e s ?  3n t h e  e x t e r n a l  
f r o n t ,  p o l i c y  i m p l e m e n t a t i o n  h a s  succeeded  i n  l i m i t i n g  r e s e r v e  
l o s s e s  w h i l e  m a i n t a i n i n g  p u n c t u a l  d e b t  s e r v i c e  payments  t o  d a t e  
w i t h  n e g a t i v e  n e t  f i n a n c i a l  i n f l o w s  from abroad- -dur ing  1986 ,  
n e t  payments  on t h e  p r i n c i p a l  of p u b l i c  and p r i v a t e  d e b t  i n  t h e  
o r d e r  of USS1.7 b i l l i o n  have  been  r e g i s t e r e d .  T h i s  h a s  been  
p o s s i b l e  due  t o  a r a p i d  n o n - o i l  e x p o r t  g r o w t h ,  a r e d u c t i o n  of 
i m p o r t s  and s i g n i f i c a n t  i n f l o w s  of p r i v a t e  c a p i t a l .  Non-oi l  
merchandise-expor ts  i n c r e a s e d  30 p e r c e n t  d u r i n g  t h e  f i r s t  semes- 
ter  of 1986, p a r t i a l l y  compensa t ing  f o r  t h e  d r o p  of 57 .2  p e r c e n t  
o t  o i l  e x p o r t s .  T o t a l  i m p o r t s  f e l l  9 .6  p e r c e n t  d u r i n g  t h e  same 
p e r i o d ,  w h i l e  t h o s e  c o r r e s p o n d i n g  t o  t h e  p u b l i c  s e c t o r  dropped  
29 p e r c e n t .  Banco d e  M&xico h a s  p u r c h a s e d  a b o u t  USSl.3 b i l l i o n  
i n  t h e  " f r e e  marke t  ," which h a s  been  a l m o s t  c o n t i n u o u s l y  " o f f e r e d "  
a t  t h e  quo ted  exchange  ra te .  T h i s  e x p l a i n s  t h e  na r row m a r g i n s  
e x i s t i n g  between t h e  c o n t r o l l e d  and f r e e  marke t  ra tes  d u r i n g  most  
of t h e  year. O f  c o u r s e ,  t h e  d o m e s t i c  a b s o r p L i o n  of t h e  o i l  shock  
h a s  tlot been  c o s t l e s s .  I n d u s t r i a l  p r o d u c t i o n  d u r i n g  t h e  f i r s t  
f o u r  months of t h e  y e a r  h a s  f a l l e n  2 p e r c e n t ,  w h i l e  i n v e n t o r i e s  
have r i s e n ,  i n d i c a t i n g  t h e  p o s s i b i l i t y  of a f u r t h e r ,  more pro- 
nounced d rop .  Employmeat i n  t h e  m a n u f a c t u r i n g  s e c t o r  h a s  a l s o  
shown. s i g n s  of weakness  i n  s p i t e  or t h e  c o n t i n - l e d  r e d u c t i o n  of  
rea l  wages.  I n f l a t i o n  h a s  r i s e n  a s  a n a t u r a l  consequence  of t h e  
d e p r e c i a t i o n  of t h e  exchang;.. r a t e  and  o t h e r  c o s t - r e l a t e d  f a c t o r s  
a g g r a v a t e d  by t h e  c r e d i t  s t i i n g e n c y .  Dur ing  t h e  f i r s t  e i g h t  
months of  t h e  y e a r ,  t h e  consumer p r i c e  i n d e x  i n c r e a s e d  47 .6  per- 
c e n t ,  compared w i t h  30.1 p e r c e n t  f o r  t h e  c o r r e s p o n d i n g  p e r i o d  of 
1985.  I n  a s e n s e ,  i n f l a t i o n  i s  a mtchanism t h a t  a l l o w s  f o r  t h e  
t r a n s f e r  of rea l  r e s o u r c e s  a b r o a d .  In view nf t h e s e  deve lopmen t s  
t h e  s t a t e m e n t  i n  t h e  l a s t  p a r a g r a p h  of page 4 3  of t h e  s t a f f  
r e p o r t  t h a t  "The a c t i o n s  taker?  ( r e f e r r i n g  t o  t h e  c r e d i t / e x c h a n g e  
r a t e  p o l i c y  mix)  have  n o t  been  s u f f i c i e n t ,  however ,  t o  a v e r t  a 
s i z a b l e  l o s s  of i n t e r n a t i o n a l  r e s e r v e s  and a n  a c c e l e r a t i o n  of 
i n f l a t i o n ,  ..." i s  somewhat p e r p l e x i n g .  I f  t h i s  i s  t a k e n  t o  h e  
a norruatLve s t a t e m e n t  i n  t h e  s e n s e  t h a t  t h e  a u t h o r i t i e s  s h o u l d  
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have  done more,  a p e r t i n e n t  q u e s t i o n  would be t o  a s k ,  i n  t h e  . 

c o n t e x t  of a c o u n t e r f a c t u a l  e x e r c i s e ,  what  would have been  the 
r e q u i r e d  o u t p u t / r e a l  wage d r o p  c o n s i s t e n t  w i t h  t h e  ma in tenance  
o f ,  f o r  i n s t a n c e ,  end-1985 r e s e r v e  and i n f l a t i o n  l e v e l s ?  

The program f o r  1986/87 and t h e  medium-term s t r a t e g y  --_ 
T h e  fundamen ta l  o b j e c t i v e  of  t h e  economic program d e s i g n e d  

by t h e  authorities--Programs d e  A l i e n t o  y C r e c i m i e n t o ,  which was 
announced j o i n t l y  by t h e  S e c r e t a r i e s  of F i n a n c e  and P u b l i c  C r e d i t  
and of Programming and Budge t ing  i n  J u l y - - i s  t h e  r e s t o r a t i o n  of 
growth  r a t e s  of Che Mexican economy between 3 p e r c e n t  and 4 per-  
c e n t  f o r  1987-88 u n d e r  c o n d i t i o n s  of f i n a n c i a l  s t a b i l i t y .  T h i s  
o b j e c t i v e  shou ld  be a c h i e v e d  th rough  a combina t ion  of s t r u c t u r a l  
p o l i c i e s  and demand management m e a s c r e s  on t h e  d o m e s t i c  f r o n t ,  as  
w e l l  a s  a d e q u a t e  e x t e r n a l  f i n a n c i n g .  T h e  a u t h o r i t i e s  e n v i s a g e  a 
s u b s t a n t i a l  r e d u c t i o n  of r e s o u r c e  t r a n s f e r s  ab road  i n  t h e  c o n t e x t  
of  c o r e s p o n s i b i l i t y  and bu rden  s h a r i n g  on t h e  pa r t  of Mexico 's  
c r e d i t o r s .  Growth s h o u l d  be  i n v e s t m e n t  and e x p o r t  l e d .  I n v e s t -  
ment r e s o u r c e s  s h o u l d  become a v a i l a b l e  b o t h  from an i n c r e a s e d  
d o m e s t i c  s a v i n g  e f f o r t  of t h e  p u b l i c  s e c t o r  and a r e d u c t i o n  of 
t r a n s f e r s  ab road .  The g r e a t e r  r e s o u r c e  a v a i l a b i l i t y  shou ld  
p e r m i t  a n  e a s i n g  of c r e d i t  c o n d i t i o n s  t o  t h e  p r i v a t e  s e c t o r  and 
a lowering,  of i n t e re s t  r a t e s  t h a t ,  i n  t u r n ,  a r e  e x p e c t e d  t o  
s t i m u l a t e  p r i v a t e  i n v e s t m e n t .  The ma in tenance  of a n  a d e q u a t e  
exchange  r a t e  p o l i c y ,  t o g e t h e r  w i t h  fundamentb l  changes-in 
commercial  p o l i c y  aimed a t  l i b e r a l i z i n g  f o r e i g n  t r a d e ,  ought  t o  
e s t a b l i s h  a f a v o r a b l e  and more permanent  env i ronmen t  f o r  e x p o r t  
growth.  T h e  p lanned  r e d u c t i o n  of t h e  p u b l i c  s e c t o r  d e f l c i t ,  t h e  
a l l e v i a t i o n  of t h e  t i g h t  f i n a n c i a l  s i t u a t i o n  of t h e  economy, and 
an  improved c l i m a t e  of e x p e c t a t i o n s  r e s u l t i n g  from a more r e a l i s -  
t i c  p e r s p e c t i v e  of t h e  s e r v i c i n g  of t h e  e x t e r n a l  d e b t  shou ld  
c o n t r i b u t e  t o  a b a c e  i n f l a t i o n a r y  p r e s s u r e s  snd  p r o p i t i a t e  a n  
envi ronment  of f i n a n c i a l  s t a b i l i t y .  In : a r r y i n g  through w i t h  
t h i s  program, my a u t h o r i t i e s  c o n s i d e r  t h a t  i t  i s  e s s e n t i a l  t o  
i s o l a t e  t h e  economy--at l e a s t  on a t empora ry  basis--from f u r t h e r  
shocks  of t h e  o i l  marke t .  Given t h e  a d j u s t m e n t  e f f o r t s  a l r e a d y  
u n d e r t a k e n ,  i t  was i m p o r t a n t  t o  e n s u r e  t h a t  t h e  program would 
n o t  be f r u s t r a t e d  by a d d i t i o n a l  n e g a t i v e  deve lopmen t s  on  Mexico's 
most i rnnor t an t  e x p o r t  p r o d u c t .  I n  a d d i t i o n ,  g i v e n  t h e  p r i o r i t i e s  
of t h e  program, a mechanism was i n c o r p o r a t e d  t o  f a c i l i t a t e  eco- 
nomic r e a c t i v a t i o n  i f  i t  had f a i - l e d  t o  m a t c r i a l i z e  e a r l y  i n  1 9 8 7 ,  
which was t h e  r a t i o n s l e  f o r  t h e  o i l  and growth  c o n t i n g e n c i e s .  

T h e  c o r e  of t h e  d c m a n d  managenlent measures env i saged  i n  t h e  
program i s  a r r d u c t i o n  of 3 p e r c e n t a g e  p o i n t s  of GDP a t  t h e  l e v e l  
of  t h e  p r imery  b a l a n c e .  
o c c a s i o n s  in t h e  p a s t ,  i n f l a t i o n  c r e a t e s  s e v e r a l  d i s t o r t i o n s  i n  
t h e  measure;ent of t h e  p u b l i c  s e c t o r  d e f i c i t ,  which h i n d e r s  an  
a p p r o p r i a t e  e v a l u a t i o n  of t h e  p r o g r e s s  made i n  t h e  f i s L r  ~ * ? 1  a r e a  
and may r e s u l t  i n  t h e  s e t t i n g  of u n r e a l - i s t i c  t a r g e t s  b a s e d  on  

As s t a r e d  by t h i s  c h a i r  G n  s e v e r a l  
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e x c e s s i v e l y  o p t i m i s t i c  a s s u m p t i o n s  a b o u t  t h e  f u t u r e  c o u r s e  of 
i n f l a t i o n .  T h i s  i s  t h e  r c c t i v a f i o n  f o r  p r o p o s i n g  t h e  m o n i t o r i n g  
of t h e  f i s c a l  e f f o r t  a t  t h e  l e v e l  of  t h e  p r i m a r y  b a l a n c e .  The 
f i s c a l  o b j e c t i v e s  are p r o j e c t e d  t o  b e  m e t  m o s t l y  t h r o u g h  r e v e n u e  
measu res  t h a t  i n c l u d e  b o t h ,  y i e l d s  f rom a tax  r e f o r m  e s t i m a t e d  
t o  r e a c h  1.3 p e r c e n t  of GDP,  and a d j u s t m e n t  i n  t h e  p r i c e s  and 
t a r i f f s  o f  p b b l i c  e n t e r p r i s e s  which s h o u l d  p roduce  a b o u t  
1 . 2  p e r c e n t a g e  p o i n t s  of GDP o v e r  a p e r i o d  of 18 mcnths .  I n  
a d d i t i o n ,  t o t a l  e x p e n d i t u r e s  w i l l  b e  c u t  i n  r e l a t i o n  t o  GDP by 
0.5 pe rcen t ,  a l t h o u g h  c u r r e n t  e x p e n d i t u r e s  w i l l  b e  r e d u c e d  by a 
f u l l  p e r c e n t a g e  p o i n t  t o  a l l o w  f o r  a n  i n c r e a s e  i n  i n v e s t m e n t  of 
0.5 p e r c e n t .  Given t h e  magn i tude  of p a s t  e x p e n d i t u r e  c u t s  and 
t h e  u r g e n t  need t o  i n c r e a s e  i n v e s t m e n t  e x p e n d i t u r e s ,  i t  i s  t h e  
v iew of my a u t h o r i t i e s  t h a t  t h e  m a j o r  t h r u s t  of t h e  f i s c a l  
? f f o r t  m u s t  come from t h e  r e v e n u e  s i d e .  These  measu res  w i l l  be  
accompanied by t h e  c o n t i n u a t i o n  of mone ta ry  and  c r e d i t  p o l i c i e s  
d e s i g n e d  t o  maximize t h e  c o n t r i b u t i o n  of t h e  f i s c a l  impac t  011 

t h e  a t t a i n m e n t  of t h e  macroeconomic o b j e c t i v e s .  Some r e c e n t  
a d j u s t m e n t s  i n  p u b l i c  s e c t o r  p r i c e s  t a k e n  i n  J u l y  and August are  
g a s o l i n e ,  4 7 . 1  p e r c e n t ;  d i e s e l ,  38.6 percen':; l i q u i d  g a s ,  
46.2 p e r c e n t ;  r a i l r o a d s ,  55 p e r c e n t  f r e i g h t s  and 60 p e r c e n t  
p a s s e n g e r s ;  a i r l i n e s ,  50 p e r c e n t ;  Mexico C i t y  m e t r o ,  2,000 per- 
c e n t ;  t e l e p h o n e s ,  15  p e r c e n t .  In a d d i t i o n ,  t h e  p r i c e s  of  p e t r o -  
leum p r o d u c t s  wFll be p e r i o d i c a l l y  a d j u s t e d  w i t h  a v iew t o  
k e e p i n g  them i n  l i n e  w i t h  i n t e r n a t i o n a l  p r i c e s  a n d ,  i n  g e n e r a l ,  
t h e  a u t h o r i t i e s  i n t e n d  t o  a v o i d  t h e  emergence of s i g n i f i c a n t  - 
s l i p p a g e s  of t h e  r ea l  p r i c e s  of goods  and  s e r v i c e s  p r o v i d e d  by 
s t a t e  e n t e r p r i s e s .  

S t r u c t u r a l  p o l i c i e s  c o n s t i t u t e  a n  e s s e n t i a l  e l e m e n t  of t h e  
program. T r a d e  p o l i c y  and t h e  p u b l i c  s e c t o r  a r e  t h e  two main 
areas encompassed by t h e  a u t h o r i t i e s '  medium t e r m - o r i e n t e d  
s t r u c t u r a l  r e fo rm plans:  Rega rd ing  t r a d e  p o l i c y ,  i t  is  i m p o r t a n t  
t o  p o i n t  o u t  Mex ico ' s  d e c i s i o n  t o  e n t e r  GATT and t o  p a r t i c i p a t e  
i n  t h e  new round of t r a d e  n e g o t i a t i o n s  which a re  s c h e d u l e d  t o  
b e g i n  s h o r t l y .  In a d d i t i o n ,  t h e  World Bank Execu t ive .  Board 
approved  a t r ade  p o l i c y  l o a n  of US,C500 m i l l i o v  t h a t  w i l l  s u p p o r t  
Mexico ' s  e f f o r t  t o  c o n t i n u e  r e d u c i n g  q u z n t i t a t i 7 e  r e s t r i c t i o n s ,  
t a r i f f s ,  and t o  e v e n t u a l l y  e l i m i n a t e  r e f e r e n c e  p i - iLes .  These  
a c t i o n s  u n d e r s c o r e  t h e  a u t h o r i t i e s '  d e c i s i o n  t o  t r a n s m i t  a f i r m  
s i g n a l  t o  i n v e s t o r s  and e x p o r t z r s  t h a t  t h e  open ing  of t h e  Mexican 
economy t o  f o r e i g n  t r a d e  w i l l  n o t  be  r e v e r s e d .  - is shown i n  t h e  
Annex, t h i s  i s  n o t  a r i s k l e s s  s t r a t e g y ,  e s p e c i a l l y  i n  v i e w  of 
t h e  c u r r e n t  s t a t e  of t h e  wor ld  p r o t e c t i o n i s t  env i ronmen t  and t h e  
e x t r e m e l y  a d v e r s e  e v o l u t i o n  of t h e  terms of t r a d e .  N e v e r t h e l e s s ,  
t h e  s t e p s  a l r e a d y  t a k e n  have no p r e c e d e n t  i n  Mex ico ' s  modern 
h i s t o r y .  Approx ima te ly  89 p e r c e n t  of t h e  i m p o r t  t a r i f f ,  accoun t -  
i n g  f o r  a b o u t  6 5  p e r c e n t  of t h e  v a l u e  q f  i m p o r t s ,  i s  now free 
f rom q u a n t i t a t i v e  r e s t r i c t i o n s ,  compared  w i t h  l e s s  t h a n  2 0  per -  
c e n t  i n  1982. The r a n g e  of i m p o r t  t a r i f f s  h a s  been  c u t  by o v e r  
one h a l f ,  and i t  i s  e x p e c t e d  thaE by t h e  end of 1988 t h e  m a x i m u m  
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t a r i f f  l e v e l  w i l l  b e  i n  t h e  o r d e r  of 30 p e r c e n t .  The combina t ion  
of exchange  r a t e  and t r a d e  p o l i c i e s  h a s  a l r e a d y  j i e l d e d  t a n g i b l e  
r e s u l t s ,  as e v i d e n c e d  by t h e  dynamic per formance  of non-o i l  
e x p o r t s  ment ioned  e a r l i e r .  Al though t o t a l  i m p o r t s  have f a l l e n  
d u r i n g  t h e  f i r s t  f i v e  months of 1986,  t h e  v a l u e  of " t empora ry  
impor ts" - - impor t  components  t o  be i n c o r p o r a t e d  i n  e x p c r t  goods-- 
i n c r e a s e d  4 2  p e r c e n t .  

The s t r u c t u r a l  r e f o r m s  of t h e  p u b l i c  s e c t o r  a r e  aimed a t  
t r imming t h e  s i z e  of t h e  Government and improving  t h e  e f f i c i e n c y  
of s t a t e  e n t e r p r i s e s .  A s  ment ioned  i n  t h e  s t a f f  r e p o r t ,  p u b l i c  
e x p e n d i t u r e s  o t h e r  t h a n  i n t e r e s t  payments have  d e c l i n e d  by more 
than  10 p e r c e n t a g e  p o i n t s  of GDP s i n c e  1982,  and t h e y  are  e x p e c t e d  
t o  r e a c h  l e s s  t h a n  25  p e r c e n t  of SDP i n  1986. T h i s  has i m p l i e d  
d r a s t i c  c u t b a c k s  i n  b o t h  i n v e s t m e n t  and c u r r e n t  e x p e n d i t u r e s .  The 
s h a r e  of  p u b l i c  i n v e s t m e n t  i n  GDP h a s  f a l l e n  a b o u t  4 p e r c e n t a g e  
p o i n t s  of GDP, a r e d u c t i o n  of a b o u t  70  p e r c e n t  i n  r ea l  terzs. 
Dur ing  t h e  p r e v i o u s  y e a r ,  p e r  c a p i t a  p u b l i c  i n v e s t m e n t  expendi-  
t u r e s  were below t h o s e  leLels  r e g i s t e r e d  i n  t h e  1975-79 p e r i o d .  
T h e  wage b i l l  o f  t h e  p u b l i c  s e c t o r  h a s  dropped  2 p e r c e n t a g e  p o i n t s  
of G D P ,  r e s u l t i n g  i n  a s t eepe r  f a l l  of rea l  e a r n i n g s  of govern- 
ment employees i n  r e l a t i o n  t o  t h e  r e s t  of  t h e  economy. The s h a r e  
of v a l u e  added by t h e  Government h a s  dropped  from 9 . 3  p e r c e n t  of 
GDP i n  1982 t o  6 p e r c e n t  i n  1985.  I f  a l l  p u b l i c  e n t e r p r i s e s  a r e  

- c o n s i d e r e d ,  t h e  p u b l i c  s e c t o r  c o n t r i b u t e d  on ly  22 c e n t s  of eve ry  
peso of v a l u e  added produced i n  t h e  Mexican economy i n  1985, 
w h i l e  t h e  p r i v a t e  s e c t o r  produced  t h e  r ema in ing  78 c e n t s .  T h e s e  
f i g u r e s  a r e  i n  s h a r p  c o n t r a s t  t o  o t h e r s  t h a t  have o c c a s i o n a l l y  
appea red  i n  t h e  p r e s s  i n d i c a t i n g  a l m o s t  o p p o s i t e  w e i g h t s .  

The a u t h o r i t i e s  have .p . roceeded  t o  improve t h e  e f f i c i e n c y  of 
p u b l i c  e n t e r p r i s e s  a l o n g  t h r e e  major  l i n e s :  d e s i n c c * r p o r a c i S n ,  
t h e  r e d u c t i o n  of s u b s i d i e s ,  and i n d u s t r i a l  r e c o n v e r s i o n .  The 
p o l i c y  of d e s i n c o r p o r a c ' t j j  i n c l u d e s  t h e  s e l l i n g ,  merging ,  c l o s i n g  
a n d / o r  t r a n s f e r r i n g  of p u b l i c  e n t e r p r i s e s .  The number of p u b l i c  
e n t e r p r i s e s  and a g e n c i e s  h a s  been reduc.:d from 1 , 1 5 5  a t  t h e  
b e g i n n i n g  of t h e  p r e s e n t  A d m i n i s t r a t i o n  t o  less  t h a n  700 a t  
p r e s e n t . .  A ma jo r  m o d i f i c a t i o n  in t h e  s t r a t e g y  fo l lowed  t h u s  f a r ,  
d e s i g n e d  t o  f u r t h e r  t h i s  p r o c e s s ,  i s  t h e  e x p e c t e d  p u b l i c a t i o n  of  
a l i s t  of s t r a t e g i c  a r ,d /or  p r i o r i t y  e - t i t i e s  t o  r ema in  under  
s t a t e  c o n t r o l .  Thus ,  i n  c o n t r a s t  t o  p r e v i o u s  p r a c t i c e ,  t h e  
Government w i l l  d e f i n e  which e n t i t i e s  w i l l  be k e p t ,  w h i l e  t h e  
r e s t  w i l l  be  s o l d ,  merged,  c l o s e d ,  o r  t r a n s f e r r e d .  To d a t e ,  t h e  
Government has d i v e s t e d  from i t s  i n t e r e s t s  on t h e  au tomobi l e  
i n d u s t r y  and from i t s  h o l d i n g s  i n  h o t e l s  and r e s t a u r a n t s .  Many 
o t h e r  companies  i n  t h e  a reas  t h a t  i n c l u d e  t e x t t l e s ,  p o r c e l a i n  
t a b l e w a r e ,  e l e c t r i c a l  a p p l i a n c e s ,  ana  c o n d u c t o r s  have been  so1.d 
t o  the p r i v a t e  s e c t o r .  The Government is a l s o  i n  t h e  p r o c e s s  of  
d i v e s t i n g  i t s  c o n r r o l l i n g  i n t e r e s t  on Mex ico ' s  l a r g e s t  a i r l i n e .  
T h e  sys t em bf s u b s i d i e s  h a s  been  completely r e v i s e d  w i t h  a v i e w  
t o  e l i m i n a t i n g  t h o s e  b e n e f i t i n g  h igh-  and medium-income g r o u p s .  
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Government t r a n s f e r s  t o  s t a t e - e n t e r p r i s e s ,  o t h e r  t h a n  t h o s e  
r e l a t e d  t o  d e b t  s e r v i c e ,  have  d e c l i n e d  by 3 p e r c e n t a g e  p o i n t s  of 
GDP betweeil  1982 and 1985--a r e d u c t i o n  of 4 0  p e r c e n t  i n  r e a l  
terms. S u b s i d i e s  g r a n t e d  t h r o u g h  t h e  n a t i o n a l  m a r k e t i n g  b o a r d ,  
CONASUPO, have  been  t o t a l l y  o v e r h a u l e d - - s u b s i d i e s  on most  food-  
s t u f f s  have been  e l i m i n a t e d  w h i l e  t h o s e  g r a n t e d  on t h e  consump- 
t i o n  of b a s i c  s t a p l e s  have  been  d r a s t i c a l l y  c u t .  CONASUPO's 
o p e r a t i n g  s u b s i d y  h a s  been c u t  by 7 0  p e r c e n t  i n  r ea l  terms o v e r  
t h e  l a s t  f o u r  years. The areas c o v e r e d  by t h e  i n i t i a t i v e s  on 
i n d u s t r i a l  r e c o n v e r s i o n  aimed a t  m o d e r n i z i n g  and improv ing  t h e  
e f f i c i e n c y  of t h e  p a r a s t a t a l  s e c t o r  are  s t e e l ,  s u g a r ,  e n e r g y ,  
f e r t i l i z e r s ,  s h i p b u i l d i n g ,  and r a i l r o a d s  and  i n c l u d e d  t h e  fol low- 
i n g  measu res :  i n  s t e e l ,  t h e  F u n d i d o r a  d e  Monte r r ey  p l a n t  was 
c l o s e d  and more t h a n  6,000 w o r k e r s  l o s t  t h e i r  jobs-- in  a d d i t i o n ,  
measu res  t o  i n c r e a s e  p r o f i t a b i l i t y  i n  o t h e r  e n t e r p r i s e s  have  
r e s u l t e d  I n  a d e c r e a s e  of 38.4 p e r c e n t  in r ea l  terms of t r a n s f e r s  
t o  t h i s  s e c t o r  o v e r  t h e  p a s t  3 112 y e a r s ;  i n  s u g a r ,  two m i l l s  
have  been  s h u t  down and t h e  r e s t  a r e  b e i n g  t o t a l l y  o v e r h a u l e d ,  
e l i d i i n a t i n g  2,500 a d m i n i s t r a t i v e  j o b s  i n  t h e  h o l d i n g  company; in 
f e r t i l i z e r s ,  t h r e e  low-yie ld  p l a n t s  h a v e  been  c l o s e d  and a f o u r t h  
one i s  in t h e  p r o c e s s  of l i q u i d a t i o n ;  i n  r a i l r o a d s ,  u n p r o f i t a b l e  
passenge-.-  r o u t e s  have  been  c a n c e l e d  and t r a n s f e r s  have  d e c l i n e d  
82 p e r c e n t ;  i n  o i l ,  n o n p r i o r i t y  p r o j e c t s  have  been  c a n c e l e d ,  
r e s u l t i n g  i n  a c u t  of  40 p e r c e n t  i n  real  terms of PEMEX's budge t  
s i n c e  1981; i n  e l e c t r i c i t y ,  more e f f i c i e n t  u s e  of i n s t a l l e d  
c a p a c i t y  and h i g h e r  e n e r g y  p r i c e s  t o  consumers  have  p e r m i t t e d  a 
t r a n s f e r  r e d u c t i o n  of 7 2  p e r c e n t  i n  r ea l  terms. 

An agreement  on t h e  r e s t r u c t u r i n g  of t h e  Mexican p u b l i c  d e b t  
w i t h  commercial  banks  was r e a c h e d  In 1984 ,  and t h e  m u l t i y e a r  
r e s c h e d u l i n g  a r r angemen t  w a s  f o r m a l l y  conc luded  i n  1985.  The 
main o b j e c t i v e s  of d e b t -  management p o l i c y  were s p r e a d i n g  o v e r  
time t h e  m a t u r i t i e s  of t h e  p u b l i c  d e b t  w i t h  a v iew t o  c r e a t i n g  
s u f f i c i e n t  space f o r  t h e  n o r m a l i z a t i o n  of Mex ico ' s  r e l a t i o n s  w i t h  
i t s  c r e d i t o r s  and r e d u c i n g  t h e  cc s t  of d e b t  s e r v i c i n g .  A t  t h e  
t i m e ,  based  on a f a v o r a b l e  b a l a n c e  o f  payments  o u t l o o k ,  t h e  
v a x i o u s  i n d i c a t o r s  t h a t  measure t h e  c o u n t r y ' s  d e b t  s e r v i c e  
c a p a c i t y  were f o r e s e e n  t o  improve s u b s t a n t i a i l y  o v e r  t i m e .  F o r  
i n s t a n c e ,  t h e  p u b l i c  d e b t l e x p o r t  r a t i o  was e n v i s a g e d  t o  d e c l i n e  
a b o u t  7 0  p e r c e n t a g e  p o i n t s  from 1985 t o  1990. T h c > e  p r o j e c t i o n s  
were f o r m u l a t e d  on t h e  b a s i s  of what  were t h e n  c o n s i d e r e d  c o n s e r -  
v a t i v e  a s s u m p t i o n s  on t h e  e v o l u t i o n  of e x p o r t  g rowth ,  o i l  p r i c e s ,  
and t h e  e x p a n s i o n  of wor ld  t r a d e  and t h e  d o m e s t i c  economy. F o r  
example ,  t h e  Mexican a u t h o r i t i s s '  p r o j e c t i o n s  n f  t h e  e v o l u t i o n  
of  p c t r n l e u m  p r i c e s  i n  t h e  medium term were  l o w e r  t h a n  t h o s e  
c o r r e s p o n d i n g  t o  t h e  b a s e l i n e  s c e n a r i o  of t h e  1984 w o r l d  economic 
o u t l o o k .  I n  t h e  c i r c u m s t a n c e s ,  t h e  b a l a n c e  ~i payments  p i c t u r e  
worsened c o n s i d e r a b l y ,  and s o  d i d  Mex ico ' s  p r o s p e c t s  of  o b t a i n i n g  
" spon taneous"  f i n a n c i n g  f rom t h e  c a p i t a l  m a r k e t s .  Even b e f o r e  
t h e  r e c e n t  o i l  s h o c k ,  t h e  e v o l u t i o n  of t h e  terms of t r a d e  had 
been  mos t  u n f a v o r a b l e .  A s  s e e n  i n  t h e  Annex, i n  1.985 a l o n e  t h e  
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n e t  r e m s  of t r a d e  e f f e c t  was i n  tile o r d e r  of USS6.9 b i l l i o n ,  
a f t e r  d i s c o u n t i n g  t h e  f a v o r a b l e  i m p a c t  of l ower  i n t e r e s t  r a t e s .  
I n  v iew of t h e s e  d e v e l o p m e n t s ,  t1.e a u t h o r i t i e s  have  a g a i n  
approached  o f f i c i a l  and commerc ia l  c r e d i t o r s  s e e k i n g  b o t h  f i n a n -  
c i a i  s u p p o r t  f o r  t h e  p r e s e n t  program and more r e a l i s t i c  terms and 
c o n d i t i o n s  f o r  t h e  s e r v i c i n g  of  t h e  p u b l i c  d e b t  i n  t h e  medium 
t e r m .  I n  t h e  ongoing  n e g o t i a t i o n s  w i t h  commerc ia l  banks  r ega rd -  
ing t h e i r  c o n t r i b u t i o n  t o  t h e  f i n a n c i a l  package f o r e s e e n  unde r  
t5e program, t h e  a u t h o r i t i e s  a r e  s e e k i n g  t o  a r r a n g e  d e b t  s e r v i c e  
payments  i n  a c c o r d a n c e  w i t h  MexicD's capac i ty  t o  pay i n  t h e  
c o n t e x t  of c o n t i n u e d  a d j u s t m e n t  e f f o r t s  and s u s t a i n e d  economic 
growth.  In t h e  same s p i r i t  of t h e  p r o v i s i o n s  i n c o r p o r a t e d  i n  t h e  
Fund a r r a n g e m e n t ,  my a u t h o r i t i e s  a r e  of t h e  view t h a t  Mexico ' s  
d e b t  s e r v i c e  c a p a c i t y  i s  e s s e n t i a l l y  r e l a t e d  t o  t h e  e v o l u t i o n  of 
o i l  p r i c e s  and i n t e r e s t  r a tes .  They r e g a r d  t h e  c l e a r i n g  of t h e  
m e d i u m - t e r m  h o r i z o n  of t h e  d e b t , s i t u a t i o n  a s  a n e c e s s a r y  condi -  
t i o n  f o r  t h e  r e - e s t a b l i s h m e n t  of  a f a v o r a b l e  c l i m a t e  f o r  i n v e s t -  
ment ,  b o t h  by r e s i d e n t s  and f o r e i g n e r s ,  i n  p h y s i c a l  as  w e l l  a s  
f i n a n c i a l  asse ts .  Mexico h a s  o f f i c i a l l y  r e q u e s t e d  a r e s t r w t u r -  
i n g  of c e r t a i n  o b l i g a t i o n s  t o  t h e  P a r i s  Club  c r e d i t o r s ,  and t h e  
a u t h o r i t i e s  a r e  e x p e c t e d  t o  meet w i t h  them on September  16.  The 
monetary a i t h o r i t i e s  of 16  c o u n t r i e s  and t h e  commercial  bank 
c r e d i t o r s  hf Mexico have  a g r e e d  on a s tand-by  f a c i l i t y  f o r  
US$1 .€I b i l l i w i  i n  s u p p o r t  of t h e  c o u n t r i e s '  i n t e r n a t i o n a l  
r e s e r v e s  of which USS1.1 b i l l i o n  i s  t o  be p rov ided  by o f f i c i a l  
s o u r c e s .  On August 3 1 ,  US$850 m i l l i o n  of t h e - o f f i c i a l  p o r t i o n  
was made a v a i l a b l e  and drawn by t h e  Mexican monetary  a u t h o r i t i e s .  
My a u t h o r i t i e s  a t t a c h  s p e c i a l  s i g n i f i c a n - e  t o  e x p o r t - o r i e n t e d  
f o r e i g n  i n v e s t m e n t ,  and c o n s i d e r  t h a t  t h e  b e n e f i c i a l  e f f e c t s  of 
t h e  t r a n s f e r  of t ech2o logy  may even  be more i m p o r t a n t  t h a n  t h e  

i n t e n t ,  a s i g n i f i c a n t  number of p r o j e c t s  w i t h  100 p e r c e n t  f o r e i g n -  
owned c a p i t a l  have been a.pproved o v e r  t h e  l a s t  f o u r  years. My 
a u t h o r i t i e s  v i g o r o u s l y  i n t e n d  t o  s t r e a m l i n e  t h e  a d m i n i s t r a t i v e  
p r o c e d u r e s  f o r  t h e  a p p r o v a l  of i n v e s t m e n t  p r o j e c t s ,  p a r t i c u l a r l y  
t h o s e  l e a d i n g  t o  n o r r o i l  e x p o r t  p romot ion .  In t h e  c o n t e x t  of t h e  
f o r e i g n  i n v e s t m e n t  and d e b t  management p o l i c i e s ,  t h e  a u t h o r i t i e s  
have r e c e n t l y  i s s u e d  p r e c i s e  g u i d e l i n e s  and p r o c e d u r e s  f o r  t h e  
impl.  emen t a  t i on of d e b t  / eqiJ i  t y swap o p e r a  t i o n s .  

I b a l a n c e  of payments c o n t r i b u t i o n .  A s  s t a t e d  i n  t h e  l e t c e r  of 

I n  h i s  f o u r t h  S t a t e  of t h e  N a t i m  R e p o r t ,  d e l i v e r e d  on 
September  1, P r e s i d e n t  Miguel. de  l a  Madrid s t a t e d :  

I n  t h e  n e x t  two y e a r s ,  we s h a l l  c o n t i n u e  t o  be 
t e m p e r a t e  i n  our h a b i t s ,  b u t  we s h a l l  n o t  be  p e s s i m i s t i c  
i r l  our a t t i t u d e s .  Our a u s t e r i t y  e f f o r t  i s  con t i . nu ing ,  b u t  
now i t  a r f o r d s  prorii ising p r o s p e c t s  of v i t a l i t y  and growth .  
The c o n s o l i d a t i o n  of our  r e o r d e r i n g  measu res  w i l l  g u a r a n t e e  
c o n t i n u i c y  i n  t h e  deve lopment  p r o c e s s .  The new impetus  
g i v e n  t o  t h e  s t r a t e g y  of s t r u c t u r a l  change  w i l l  e n a b l e  u s  
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t o  ra ise  t h e  o v e r a l l  p r o d u c t i v i t y  of  o u r  economy, l a y  t h e  
groundwork f o r  a g r a d u a l  improvement  i n  s o c i a l  w e l f a r e  
l e v e l s ,  and open up t h e  p r o s p e c t  of a more p r o m i s i n g  f u t u r e .  

M r .  N i m a t a l l a h  a sked  w h e t h e r  t h e r e  had been  any  r e c e n t  deve lopmen t s  
i n  t h e  f i n a n c i n g  a r r a n g e m e n t s  f o r  Mexico. 

The  Chairman repl!.ed t h a t  t h e  n e g o t i a t i o n s  on t h e  f i n a n c i n g  a r r a n g e -  
ments  r e l a t i n g  t o  t h e  main package  had begun r a t h e r  l a t e .  The a u t h o r i t i e s  
had p r e s e n t e d  s u g g e s t i o n s  t h a t  had l aunched  t h e  n e g o t i a t i o n s  on September  3 .  
It migh t  s t i l l  be  p o s s i b l e  t o  f i n a l i z e  t h e  f i n a n c i a l  a r r a n g e m e n t s  b e f o r e  
t h e  Annual Mee t ings .  

Mr. Nimatallah remarked t h a t  i t  a p p e a r e d  t h a t  t h e  Chairman migh t  have  
t a k e n  a c t i o n  on t h e  n e g o t i a t i o n s  w i t h o u t  i n f o r m i n g  t h e  Board of h i s  i n t e n -  
t i o n s .  S i n c e  i t  was t h e  f i r s t  time t h a t  t h e  compensa tory  f i n a n c i n g  had 
been b u i l t  i n t o  a r e q u e s t  f o r  a s tand-by  ar rangeme.n t ,  he  would have  
p r e f e r r e d  p r i o r  d i s c u s s i o n  by t h e  Board on t h e  i s s u e .  H e  added t h a t  t h e  
growth  c o n t i n g e n c y  mechanism s h o u l d  a l s o  have  been  d i s c u s s e d  ea r l i e r .  

The Chairman o b s e r v e d  t h a t ,  a t  t h e  t i m e  of h i s  r e t u r n  from Europe  on 
September  2 ,  t h e r e  had been  no  d e c i s i o n  on how t h e  Mexican case would b e  
t a c k l e d .  A f t e r  i n q u i r i n g  a b o u t  t h e  s t a t u s  of n e g o t i a t i o n s  be tween t h e  
a u t h o r i t i e s  and t h e  commerc ia l  b a n k s ,  he  had  informed t h e  Board 011 

September  5 t h a t  i t  would be  b e s t  t o  a p p r o v e  t h e  s tand-by  a r r a n g e m e n t  I n  
p r i n c i p l e  and t h a t  t h e  r e q u e s t  s h o u l d  be t a k e n  up a t  t h e  Board m e e t i n g  on 
September  8 (EBM/86/148); t h e  Board had a g r e e d  t o  t h a t  p r o p o s a l .  H e  added  
t h a t  he  had informed Er .  N i m a t a l l a h  on September  4 of management 's  o p i n i o n  
t h a t  t h e  s tand-by  agreement  s h o u l d  be approved  in p r i n c i p l e .  

I n  o r d e r  t o  a v o i d  t h e  breakdown of n e g o t a t i o n s  between t h e  Fund ant-' 
t h e  a u t h o r i t i e s  on J u l y  11, i t  had been  n e c e s s a r y  f o r  management t o  u s e  
i t s  d i s c r e t i o n  ir! d e v e l o p i n g  and p r e s e n t i n g  t o  t h e  a u t h o r i t i e s  t h e  o i l  and  
growth  c o n t i n g e n c y  mechanisms,  t h e  Chairman p o i n t e d  o u t .  However, h e  had 
b r i e f e d  t h e  Board :In J u l y  2 1  (EBM/86/120)  a b o u t  t h e  s t a t u s  of t h e  n e g o t i a -  
t i o n s  p r i o r  t o  t h e  comple t io i i  of t h e  l e t t e r  of i n t e n t  and h i s  p r e s e n t a t i o n  
t o  t h e  commerc ia l  banks  i n  New York on t h e  f i n a n c i a l  a s p e c t s  of t h e  
program on J u l y  23  and 2 4 .  

Ai  t h e  c o n t i n g e n c i e s  were i d e a s  t h a t  had been  deve loped  d u r i n g  t h e  
c o u r s e  of t h e  d i s c u s s i o n s  on J u l y  11 and 1 2 ,  t h e  Chairman s a i d ,  i t  had 
n o t  becn  p o s s i b l e  t o  i n t e r r u p t  t h e  n e g o t i a t i o n s  t o  make a f o r m a l  r e p o r t  
t o  t h e  Board on ongoing  deve lopmen t s .  N o n e t h e l e s s ,  he f e l t  v e r y  s t r o n g l y  
t h a t  h i s  c o n d u c t  of t h e  n e g o t i a t i o n s  had been  t r a n s p a r e n t .  

Mr. N i m a t a l l a h  remarked t h a t  t h e  E x e c u t i v e  Board had n o t  been  
informed of t h e  n e g o t i a t i o n s  e a r l y  enough. H e  had  been s u r p r i s e d  t o  f i n d  
I n f o r m a t i o n  on t h e  d i s c u s s i o n s  p u b l i s h e d  i n  t h e  press v i t h o u t  h i s  p r i o r  
knowledgc.  He s t r o n g l y  b e l i e v e d  t h a t  t h e r e  s h o u l d  be more c o o p e r a t i o n  
between management and t h e  E x e c u t i v e  Board on n e g o t i a t i o n s  w i t h  i n d i v i d u a l  
c o u n t r i e s .  
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The Chairman r e i t e r a t e d  t h a t  t h e  c o n t i n g e ; i c i e s  had been  f o r m u l a t e d  
i n  r e s p o n s e  t o  t h e  p o t e n t i a l  breakd0w.i: i n  n e g o t i a t i o n s  on J u l y  11, fo l low-  
i n g  a f u l l  day  of d i s c u s s i o n s  on t h e  c a l i b r a t i o n  of  t h e  f i s c a l  d e f i c i t .  
H e  b e l i e v e d  t h a t  t h e  c o n t i n g e n c i e s  had r e a s s u r e d  t h e  a u t h o r i t i e s  a b o u t  
t h e  r i s k s  i n v o l v e d  i n  t h e  f i s c a l  a d j u s t m e n t  proposed  by t h e  Fund. 

Mr, Ortiz s .? id  t h a t  he  wished  t .o r 2 a s s u r e  Mr. N i m a t a l l a h  t h a t  h i s  
a u t h o r i t i e s  had made no  announcement t o  t h e  p r e s s  e i t h e r  on t h e  d e t a i l s  
of t h e  n e g o t i a t i o n s  o r  t h e  t y p e s  of mechanisms b e i n g  fo rmu2a ted .  Owing 
t o  t h e  number of  p e o p l e  i n v o l v e d ,  i t  was p o s s i b l e  t h a t  i n f o r m a t i o n  had 
i n d e e d  l e a k e d  t o  the p r e s s .  The o n l y  o f f i c i a l  s t a t e m e n t  t h a t  had been 
i s s u e d  had been  p rov ided  a t  t h e  press c o n f e r e n c e  h e l d  a t  t h e  t L m e  t h e  
ag reemen t  had been  s i g n e d .  

The s r a f f  r e p r e s e n t a t i v e  from t h e  Wes te rn  Hemisphere Depar tment  
p o i n t e d  out  t h a t  tk.2 a u t h o r i t i e s '  i n t e n Z i o n  t o  r e q u e s t  a s t a n d  .by a r r a n g e -  
ment had been  i n d i c a t e d  t o  t h e  Board a t  t h e  t i m e  of t h e  a p p r o v a l  of 
Mex ico ' s  r e q u e s t  € o r  a n  erccrgency p u r c h a s e  (EBM/86/5, 1 /10/86) .  Al thoogh 
t h e  n e g o t i a t i o n s  had a l r e a d y  begun a t  t h a t  t i m e ,  t h e r e  had s u b s e q u e n t i y  
been  d r a m a t i c  deve lopmen t s  i n  t h e  economic c o n d i t i o n s  0,; t!!.?. cnlint .ry * h a t  
had n e c e s s i t a t e d  subs:avt?E' r.r-foro!uj.:- t i o n  o f  t h e  FPI: :? ' .?~ , 

T h e  Chairman no ted  t h a z  h e  had had h i s  f i r s t  m e e t i n s  w i t h  t h e  new 
M i n i s t e r  of F i n a n c e  of Mexico on J u n e  2 7 ,  when t h e y  had a g r e e d  t o  resums 
n e g o t i a t i o n s  on J u l y  11. As he  had s t a t e d  e a r l i e r ,  h e  had pe r suaded  t h e  
d e l e g a t i o n  t o  c o n t i n u e  d i s c u s s i o n s  a f t e r  i t  a p p e a r e d  t h a t  n e g o t i a t i o n s  
were b r e a k i n g  down on J u l y  11. Thr-ughout t h e  n i g h t  of J u l y  11, h e  had 
d e v e l o p e d  t h e  o i l  and growth  c o n t i n g e n c y  mechanisms, which he  had pre- 
s e n t e d  t o  tne d e l e g a t i o n  on J u l y  1 2 .  The p r e s e n t a t i o n  had been  made a t  
h i s  d i s c r e t i o n  w i t h o u t  p r i o r  Board b r i e f i n g  b e c a u s e  of time c o n s t r a i n t s  
aild t h e  ' L c c t a t i v e  n a t u r e  of t h e  p r o p o s a l s .  On J u l y  13 ,  a t e n t a t i v e  a g r e e -  
ment on t h e  a i d e  memo+-re had been  r e a c h e d ,  which  r e q u i r e d  t h e  a p p r o v a l  of 
t h e  P r e s i d e n t  of Mexico. On J u l y  1 4  h e  had informed t h e  Bo.-.rd (EBM/86/114j 
o f  t h e  s t a t u s  of  n e g o t i a t i o n s . \ .  On J u l y  18 h e  had r e c e i v e d  a c a l l  f rom t h e  
P l i n i s c e r  of F i n a n c e  t h a t  t h e  P r e s i d e n t  had approved  t h e  ag reemen t  and t h a t  
work on t h e  c o m p l e t i o n  of t h e  pyogram c o u l d  p roceed .  A s  t h e  c a l l  had 
a r r i v e d  v e r y  l a t e  t h a t  d a y ,  h e  had n o t  been  a b l e  t o  c a l l  a Board m e e t i n g ;  
however ,  he  h a d  c a l l e d  a v a i l a b l e  E x e c u t i v e  D i r e c t o r s  t o  a p p r i s e  them of 
t h e  s i t u a t i o n .  He had r e p o r t e d  t o  t h e  Board on t h e  l a t e s t  developments  an 
J u l y  2 1  ( E B M / 8 6 / 1 2 0 ) ,  which had beeit fol lowed.  by  an  i n f o r m a l  p r e s e n t a t i o n  
t o  t h e  E x e c u t i v e  D i r e c t o r s  on t h e  g i s t  of t h e  program. 

- 

Mz. N i m a t a l l a h  s a i d  h e  was n o t  y e t  conv inced  t h a t  h e  had been 
a d e q u a t e l y  in fo rmed .  He r e q u e s t e d  t h a t  f u r t h e r  d i s c u s s i . o n s  bc h e l d  I n  a 
c l o s e d  m e e t i n g .  

The Chairman r e i t e r a t e d  t h a t  l e a k s  t o  t h a  p r e s s  had n o t  emanated 
from t h e  s t a f f  and t h a t  he  had been  v e r y  v ? . g i l a n t  i n  in fc r rn ing  t h e  Boar3 
of t h e  p r o g r e s s  on t h e  n e g o t i a t F o n s .  He e x p r e s s e d  some c o n c e r n  a t  t h e  
s i l e n c e  of o t h e r  m e m b e r s  of t h e  Board ,  which  might be i n t e r p r e t e d  3 5  l a c k  
of confidence i n  hiin. 
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Mr. Rdfka r e sponded  t h a t  t h e  U i r e c t o r s  had been  l i s t e n i n g  t o  t h e  
exchaage  of v i e w s  be tween Mr. N€ma.tal lah ar,d t h e  Chairm?,n. and on t h e i r  
b e h a l f ,  s i n c e  h e  f e l t  s u r e  t h a t  t h e y  would s u p p o r t  h i s  p o s i t i o n ,  he  
e x p r e s s e d  t h e  f u l l  c o n f i d e n c e  of t h e  Board i n  t?-,e Chzirman. 

Mr. Kafka made t h e  f o l l o w i n g  s t a t e m e n t :  

We warmly s u p p o r t  M e x i c o ' s  r e q u e s t  f o r  a s tand-by  a r r a n g e -  
ment and s t r o r , g l y  e n d o r s e  d e c i s i o n s  by t h e  Managing D i r e c t o r  aud  
t h e  Mexican a u t h o r i t i e s  t o  b r i n g  t h e  r e q u e s t  t o  t h e  E x e c u t i v e  
Board today  f o r  a d e c i s i o n  " i n  p r i n c i p l e . "  Such a p r a c t i c e ,  
a l t h o u g h  n o t  c u s t o m a r y ,  seems t o  u s  t o  be j u s t i f i e d  by Mex ico ' s  
c i r c u m s t a n c e s .  

A major  r e a d j u s t m e n t  e f f o r t  by h e x i c o  had begun i n  1985.  
R e c e n t l y ,  Mexico h a s  been h a r d  h i t  by e v e n t s  which have  been  
e n t i r e l y  o u t s i d e  its c o n t r o l .  W e n  t h e  chanhes  i n  p e t r o l e u m  
pr ices  which have  t a k e n  p l a c e  s i n c e  t h e  most r e c e n t  m e e t i n g  of 
OPEC a r8  n o t  b r i n g i n ?  s u f f i c i e n t  r e l i e f  t o  t h e  c o u n t r y .  

A t r i a d  of f i s c a l  r e a d j u s t n e n t  i n  t h e  contex t :  o f  wide s o c i a l  
p a r t i c i p a t i o n  i n  t h e  t a s k  of  r e c o r t s t r u c t L o z  a f t e r  n a t u r a l  d i s -  
as ters  and t h e  a c c e l e r a t i o n  o f  stri:':Ltiral change  u n d e r l i e s  t b e  
program b e f o r e  u s .  Thc 7rogram :s w e l l  c o n c e i v e d ,  CouraKeaus,  
difficult, and n e c e s s s r y .  F i s c a l  r e t r e n c h m e n t  w i t h  e x p a n s i o n  of 
i?vestm.ent  and r cduc . t i on  of c u r r e n t  d i s c r e t i o n a r y  e x p e n d i t u r e s  i s  
uns isva l ,  b u t  commendablg; ' F i s c a l  r e t r e n c h m e n t  need  n o t  be t h e  
o n l y  q u i c k - a c t i n g  p a r t  of a n  a n t i - i n f l a t i o n a r y  s t r a t e e y .  Shou ld  
there  be  o r h e r  p o t e n t i a l l y  q u i c k - a c t i n g  mechanisms i n  t h e  case 
of Mexico? 

The program b e f o r e  u s  c o n t a i n s  two c o n t i n g e q c y  mechanisms. 
We have  had c o n t i n g e n t  . v a l u e s  f o r  pe r fo rmanc& c r i t e r i a  p r e v i o u s l y ,  
b u t  n o t ,  at; fa r  as  we are  aware, c o n t i n g e n t  l e n d i n g  commitments.  
A l s o ,  w e  do  n o t  b e l i e v e  t h a t  w e  have  had e x p l i c i t  p romises  by 
Fund management of s u b m i s s i o n  t o  t h e  E x e c u t i v e  Roar? of r e q u e s t s  
f o r  w r i v e r s  f o r  r e v e r s i b l e  d e l a y s  c r  s h o r t f a l l s  i n  l e n d i x g  
commitments.  P r o g r e s s  i n  t h e  d i r e c t i o n  of f l e x i b l l i t y  is  t o  be 
welcomed a n d ,  i n d e e d ,  i s  e s s e n t i a l  i f  t h e  Fund i; t o  p e r f o r m  t h e  
f u n c t i o n s  which p e r t a i n  t o  i t .  We commend t h e  Mar.aging D i r e c t o r  
f o r  h i s  f l e x i b i l i t y .  

T h e  b a s i c  p h i l o s a p h y  of t h e  program f o l l o d s  t h e  same d e s i g n  
w e  have used s i n c e  t h e  i f i c e p t i o n  of t h e  d e b t  c r i s i s :  a combina- 
t i o n  of a d j u s t m e n t  and f i n a n c i a l  a s s i s t a n c e .  The p r o p o r t i o n s  i n  
which these two i - n g r e d i e n t s  a r e  combined a p p e a r  t o  be  a b o u t  1:l 
f o r  t h e  18-month p e r i o d  o f  t h e  program. Accord ing  t o  T a b l e  11 
on page 2 7  of t h e  F + a f f  r e p o r t ,  t he  f a l l  i n  p e t r o l e u m  p r i c e s  
sssumed f o r  1986 and 1487 d e p r i v e s  Mexico o f  a b o u t  US$9 b i l l i o n  in 
e x p o r t  r e v e n u e ,  o v e r  6 p e r c e n t  of  GDP.  About h a l f  t h i s  loss will 
be f i n a n c e d  in e a c h  y e a r  and t h e  o t h e r  h a l f  will be a d j u s t e d ;  
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h e n c e ,  a d j u s t m e n t  amounts  tr, a v e r y  l a r g e  burden.  I t  would have  
been  d e s i r a b l e  f o r  t h e  i n t e r n a t i o n a l  community t o  have  c; '€ered 
more s u b s t a n t i a l  a s s i s t a n c e  t o  Mexico w i t h o u t  c r e a t i n b  a n  
e x c e s s i v e  d e b t  s e r v i c e  bu rden .  
d i r e c t i o n  of a l l e v i a t i n g  Mex ico ' s  burden  w i l l  be  f o r t h c o m i n g .  

One must hope t h a t  s t e p s  i n  t h e  

T h e r e  a r e  o t h e r  ways o f  e x p o s i t i n g  t h e  bu rden  bo rne  unde r  
t h e  program by t h e  Mexican economy. 
a b s o r p t i o n  i n  1986 and 1987 t h a t  i s  i m p l i c i t  i n  t h e  program-- 
r ea l  per  c a p i t a  GDP income p l u s  o r  minus t h e  p e r  c a p i t a  c u r r e n t  
a c c o u n t  b a l a n c e - - s i l l  be  n o  l e s s  t h a n  2.3 p e r c e n t  and 1.1 per-  
c e n t ,  r e s p e c t i v e l y ,  a f t e r  h a v i n g  a l r e a d y  d e c l i n e d  s u b s t a n t i e l l y  
from t h e  b e g i n n i n g  o f  the .  d e b t  c r i s i s  i n  1982 t o  1985.  I n  t h e  
same way, m a n u f a c t u r i n g  r e a l  wages i n  198S--Table 10 of t h e  
background paper--were a b o u t  30 p e r c e n t  below t h e i r  l e v e l  i n  t h e  
y e a r  of  c h e  i n c e p t i o n  of  t h e  d e b t  c r i s i s ,  and r e a l  ininimum wages 
dec l i r . e i l  even  more. One must  assme a f u r t h e r  d e t e r i o r a t i o n  i n  
1986.  Also no tewor thy  i s  t h e  d e c l i n e  i n  t h e  l a b o r  f o r c e  as a 
p e r c e n t a g e  of t h e  t o t a l  p o p u l a t i o n . s i n c e  t h e  d e b t  cr is is ,  as  
n o t e d  i n  T a b l e  9 of t h e  background p a p e r .  

The fall i n  r e a l  per  c a p i t a  

T h e  n a t u r e  of f i n a n c i a l  a s s i s t a n c e  under  t h e  Mexican pro-  
gram a150 f o l l o w s  t r a d i t i o n .  E s s e n t i a l l y ,  r e l i e f  i s  give;' i n  
t h e  form o f  a d d i t i o n a l  bo r rowing  from p u b l i c  and p r i v a t e  s o u r c e s ,  
b a s i c a l l y  m u l t i l a t e r a l  o r g a n i z a t i o n s  a n d  commercial  banks. T h i s  
bor rowing  i s  e x p e c t e d  t o  r a i se  t o t a l  e x t e r n a l  i n d e b t e d n e s s  by 
a lmos t  1 2  p e r c e n t  f rom end-1985 t o  end-1987; t h e  i n c r e a s e  mince 
end-1982 would b e  o v e r  20 p e r c e n t ,  a s  n o t e d  i n  T a b l e s  1 4  and 16 
on pages  36 and 4 0 ,  r e s p e c t i v e l y ,  of t h e  s t a f f  r e p o r t .  Deduc t ing  

, p r o s p e c t i v e  o f f i c i a l  r e s e r v e  n e t  i n c r e a s e s  of USS6.5 b i l l i o n  o v e r  
t h e  f i v e  years t o  end-1987, t h e  n e t  d e b t  i n c r e a s e  i s  o n l y  13 per -  
c e n t ,  n o t  in i t s e l f  an  i m p r e s s i v e  p r o p o r t i o n .  But  i t  i s  asso- 
c i a t e d  w i t h  no  i n c r e a s e ,  r a t h e r  a d e c r e a s e  i n  r ea l  GDP--Table 15 
on page 38 ,  and s t a f f  d a t a - - s i n c e  1 9 8 2 .  I n s o f a r  as  i t  i s  t h e  
o b j e c t i v e  of t h e  d e b t  s t r a t e g y  t o  e n a b l e  c o u n t r i e s  t o  resume a 
sound growth  p r o c e s s  with t h e  h e l p  of v o l u n t a r y  bo r rowing ,  one 
m u s t  a s k  o n e s e l f  whe the r  t h e  p r e v a i l i n g  method i s  p r e f e r a b l e  t o  
a method o r  methods t h a t  c o u l d  g r a n t  r e l i e f  i n  o t h e r  ways. Is 
i t  c e r t a i n  t h a t  o t h e r  methods would n o t  be a b l e  t o  a c h i e v e  t h e  
r e t u r n  to v o h i n t a r y  bo r rowing  more q u i c k l y  t h a n  t h e  method o f  
a d d i t i o n a l  l e n d i n g  which h a s  been c h o s e n  as  t h e  e s s e n t i a l  avenue  
of r e l i e f ?  

One i m p o r t a n t  a s p e c t  of  t h e  program r e f e r s  t o  t h e  p a r t i c i -  
p a t i o n  of t h e  Fund i n  t h e  a d d i t i o n a l  bo r rowing  t h a t  i s  t o  t a k e  
p l ace .  Under t h e  ex tended  a r r a n g e m e n t  i n  1982,  t h e  F u n d ' s  par- 
t i c i p a t i o n ,  i n  terms of t o t a l  d i s b u r s e m e n t s ,  would have amounted 
t o  2 4  p e r c e n t  had t h e  program n o t  been  i n t e r r u p t e d ;  under  t h e  
proposed  arrangeaznt, t h e  Fund ' s  p a r t i c i p a t i o n  i n  terms of 
e x p e c t e d  d i s b u r s e m e n t s  w o u l d  be a b o u t  9 p e r c e n t ,  e x c l u d i n g  t h e  
emergency d rawing  a n d  bo r rowing  unde r  t h e  c o n t i n g e n c y  mechanisms. 
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I n s o f a r  a s  r e l i e f  i s  t o  b e  g r a n t e d  b a s i c a l l y  by a d d i t i o n a l  
b o r r o h i n g ,  i t  i s  c lear  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  s y s t e m  
would be b e t t e r  o f f  i f  t h e  Fund p a r t i c i p a t i o n  were l a r g e r  a n d ,  
t h e r e f o r e ,  a b l e  t o  c o n t r i b u t e  more t o  r e l i e f  even  f o r  a c o u n t r y  
t h a t  was a l r e a d y  i n d e b t e d  t o  i t .  

I n  i t s  a p p r a i s a l ,  t h e  s t a f f  c a l l s  o u r  a t t e n t i o n  t o  t h e  f a c t  
t h a t  t h e  program i s  s u b j e c t  t o  c o n s i d e r a b l e  r i s k .  I t h i n k  i t  i s  
our  d u t y  t o  run  r i sks- -even  c o n s i d e r a b l e  r i sks- -and  I t h i n k  t h e  
management h a s  a c t e d  c o r r e c t l y  i n  b e i n g  p r e p a r e d  t o  t a k e  t h o s e  
r i s k s .  I n  t h i s  c o n n e c t i o n ,  w e  f u l l y  e n d o r s e  t h e  a u t h o r i t i e s '  
be l i e f - -page  10 of t h e  s t a f f  r e p o r t - - t o  t h e  e f f e c t  t h a t  "wi th  t h e  
economy a l r e a d y  i n  r e c e s s i o n ,  a n  a t t e m p t  t o  compensa te  4 . m e d i a t e l y  
and i n  f u l l  f o r  t h e  l o s s  cf e x p o r t  e a r n i n g s  t h r o u g h  ad jL ; tmen t  
a l o n e  c o u l d  n o t  be  s u s t a i n e d . . . s u c h  a c o u r s e  of a c t i o n  c o u l d  
b r i n g  ... d i s r u p t i o n  i n  p r o d u c t i o n  and  employment...^^ a c u t e  as  t o  
j e c p a r d i z e  o r d e r l y  r e l a t i o n s  between Mexico and i t s  f o r e i g n  
c r e d i t o r s . "  We a l s o  e n d o r s e  t h e  l a s t  s e n t e n c e  of t h e  f i r s t  pa ra -  
g r a p h  on page 44  of t h e  s t a f f  r e p o r t  t h a t  r e c o g n i z e s  t h a t  s i n c e  
f u l l  and immedia te  a d j u s t m e n t  ' t o  t h e  d r o p  i n  o i l  e a r n i n g s  would 
be b o t h  p o l i t i c a l l y  v e r y  d i f f i c u l t  and  d e t r i m e n t a l  t o  c a p i t a l  
f o r m a t i o n ,  t h e  program c a l l s  f o r  s u b s t a n t i a l  f i n a n c i a l  s u p p o r t .  
I t  c a l l s  n o t  o n l y  f o r  f i n a n c i a l  s u p p o r t ,  b u t  a l s o  s u p p o r t  i n  t h e  
open ing  of access t o  wor ld  m a r k e t s  f o r  Mexico ' s  p o t e n t i a l  e x p o r t s .  
I n  t h i s  c o n t e x t ,  i t . w o u l d  b e  h e l p f u l  had t h e r e  been  some extrap- 
o l a t i o n  of d e b t  and d e b t  s e r v i c e  even  beyond 1991,  when a m o r t i z a -  
t i o n  payments  on r e s c h e d u l e d  d e b t  would presumably  become p a y a b l e  
a t  h i g h e r  ra tes  t h a n  i n  p r e c e d i n g  y e a r s .  

F i n a l l y ,  one  must r e c o g n i z e  t h a t  n e g o t i a t i o n s  of Fund 
programs a re  riot o n l y  d i f f i c u l t  b u t  t i m e  consuming. Y e t ,  one may 
r e g r e t  t h a t  n e g o t i a t i o n s -  of t h e  p r e s e n t  ag reemen t  d i d  n o t  t a k e  
p l a c e  more r a p i d l y .  We hope t h a t  t h e  b a n k i n g  community w i l l  
r a p i d l y  g i v e  t h e  h e l p  t h a t  i s  b e i n g  a s k e d  of i t  i n  i t s  own 
i n t e r e s t  . 

Mr. Nebbia made t h e  f o l l o w i n g  s t a t e m e n t :  

We welcome t h e  f a c t  t h a t  Mexico and t h e  Fund have  r e a c h e d  
ag reemen t  on a program of g r o w t h - o r i e n t e d  a d j u s t m e n t  and s t r u c -  
t u r a l  r e f o r m  s u p p o r t e d  by a s t and-by  a r r a n g e m e n t .  The key 
f e a t u r e s  of t h e  program a r e  a c o n t i n g e n c y  c l a u s e  t h a t  w i l l  
a v o i d  a n  i n t e r r u p t i o n  of t h e  program i n  t h e  e v e n t  t h a t  n e g a t i v e  
deve lopmen t s  t a k e  p l a c e  i n  Mex ico ' s  e x t e r n a l  env i ronmen t ;  a 
t r i g g e r - p o i n t  mechanism f o r  p u b l i c  i n v e s t m e n t  t o  s e c u r e  t h e  
t a r g e t  of  r e c o v e r y  i n  economic a c t i v i t y  i n  1987; and t h e  u s e  of 
t h e  n o n f i n a n c i a l  p u b l i c  s e c t o r  o p e r a t i o n a l  b a l a n c e  as  a more 
p r e c i s e  measure  t o  m o n i t o r  t h e  f i s c a l  e f f o r t  t h a t  i s  b e i n g  
u n d e r t a k e n  by t h e  a u t h o r i t i e s .  The manner i n  which these  key  
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i n n o v a t i o n s  o p e r a t e  shou ld  be v e r y  c a r e f u l l y  a s s e s s e d  i n  o r d e r  
t o  a d a p t  them a p p r o p r i a t e l y  s h o u l d  t h e i r  a d o p t i o n  be u s e f u l  i n  
o t h e r  Pund-supported programs.  I t  i s  wor th  n o t i n g  t h a t  t h i s  pro- 
gram c o n t a i n s  a s e t  of s u p p l y - o r i e n t e d  s t r u c t u r a l  p o l i c i e s  aimed 
a t  f o s t e r i n g  economic e f f i c i e n c y  and r e i n f o r c i n g  t h e  c o u n t r y ' s  
groiqtb p r o s p e c t s  i n  t h e  l o n g  r u n .  

We are  a l s o  v e r y  s a t i s f i e d  t o  see t h a t  t h e  s t a f f  and t h e  
a u t h o r i t i e s  a g r e e  t h a t  t h e  d e s i g n  of t h e  program and i t s  e x t e r -  
n a l  f i n a n c i n g  p r o p o s a l  c o n s t i t u t e  a r e a s o n a b l e  b a l a n c e  between 
f i n a n c i n g  and a d j u s t m e n t  a n d ,  t h e r e f o r e ,  t h e  c o u n t r y  d e s e r v e s  
t h e  s u p p o r t  of p r i v a t e  b a n k s ,  m u l t i l a t e r a l  i n s t i t u t i o n s ,  and 
governments .  

We c o n s i d e r  t h a t  t h e  access uitder t h e  proposed  s tand-by  
a r r angemen t  i s  a p p r o p r i a t e ,  g i v e n  t h e  s e r i o u s n e s s  of t h e  member's 
b a l a n c e  of payments p o s i t i o n  and t h e  a d j u s t m e n t  e f f o r t s  r e q u i r e d ,  
a s  wel l  as  t h e  need t o  s i g n a l  t o  t h e  c r e d i t o r s  t h a t  t h e  Fund w i l l  
c o n t i n u e  t o  have a n  i m p o r t a n t  r c i e  i n  Mex ico ' s  a d j u s t m e n t  p r o c e s s .  
If t h e  o i l  c o n t i n g e n c y  mechanism were f u l l y  u t i l i z e d ,  t h e  t o t a l  
c r e d i t  o u t s t a n d i n g  w i t h  Mexico would b e  e q u i v a l e n t  t o  a b o u t  
404 p e r c e n t - o f  t h e  c o u n t r y ' s  q u o t a  by t h e  end of t h i s  s tand-by  
a r r angemen t .  T h i s  i s  a m a t t e r  t h a t  s h o u l d  be a p p r o p r i a t e l y  
c o n s i d e r e d  a t  t h e  t i m e  w e  d i s c u s s  ou r  p o l i c y  on a c c e s s  l i m i t s  f o r  
1987. The re  a r e  s e v e r a l  i n d e b t e d  d e v e l o p i n g  c o u n t r i e s  i n  which 
t h e  Fund w i l l - P ; l a y  an i m p o r t a n t  r o l e  i n  t h e  f u t u r e  and any lower- 
i n g  of access l i m i t s  would n o t  be  h e l i . E u l  f o r  t h i s  d i f f i c u l t  t a s k .  

Major a d j u s t m e n t s  i n  f i s c a l  p o l i c y  have  a l r e a d y  t a k e n  p lace ,  
as ev idenced  by t h e  r e d u c t i o n  of c t o _  o p e r a t i o n a l  d e f i c i t  by more 
t h a n  10 p e r c e n t a g e  p o i n t s  of GDP between 1981 and 1925. As t h e  
s t a f f  r e p o r t  e x p l a i n s ,  t h e . 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  borrow- 
i n g  r e q u i r e m e n t  (PSBR) h a s  been  caused  ma in ly  by a r ise  i n  t h e  
r a t e  of i n f l a t i o n  t h a t  h a s  pushed up nominal  i n t e r e s t  payments 
on i n t e r n a l  p u b l i c  d e b t .  The t o t a l  i n t e r e s t  payments by t h e  
p u b l i c  s e c t o r  i n c r e a s e d  from 5 p e r c e n t  of GDP i n  1981 t o  a n  
e s t i m a t e d  18.5 p e r c e n t  of GDP i n  1986. T h e r e f o r e ,  we a g r e e  w i t h  
t h e  a u t h o r i t i e s  t h a t  t h e  PSBR, which c o n t a i n s  a l a r g e  e l emen t  of 
d e b t  a m o r t i z a t i o n  i n  r e a l  terms i n  i t s  i n t e r e s t  payments ,  i s  no t  
t h e  most a p p r o p r i a t e  measure f o r  m o n i t o r i n g  t h e  f i s c a l  e f f o r t .  

The program e n v i s a g e s  a s t r o n g  f i s c a l  package tha t :  c o n s i s t s  
cf a s t r u c t u r a l  re form of t h e  t ax  s y s t e m ,  a d j u s t m e n t s  i n  t h e  
p r i c e s  and t a r i f f s  of t h e  p u b l i c  e n t e r p r i s e s ,  and r e d u c t i o n s  i n  
p u b l i c  e x p e n d i t u r e s  i n  r e l a t i o n  t o  GDP. 

I n  1986,  p u b l i c  i n v e s t m e n t  will r e p r e s e n t  less  than  h a l f  
i t s  1981  v a l u e .  We ag ree  w i t h  t h e  a u t h o r i t i e s  t h a t  i t  i s  n o t  
d e s i r a b l e  t o  r e d u c e  i t  t o  t h e  p o i n t  of j e o p a r d i z i n g  the e i f i c i e n t  
o p e r a t i o n  of  s t r a t e g i c  p r o d u c t i v e  a n d  s o c i a l  s e c t o r s .  T h u s ,  w e  
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s u p p o r t  t h e  s l i g h t  i n c r e a s e  i n - p u b l i c  i n v e s t m e n t  unde r  t h e  
program t h a t  will a l l o w  a n  i n c r e a s e  i n  t h e  e f f i c i e n c y  and  pro-  
d u c t i v i t y  of t h e  o p e r a t i o n s  of p u b l i c  e n t e r p r i s e s .  

T h e  s u p p l e m e n t a r y  c a p i t a l  e x p e n d i t u r e  c o n t i n g e n c y  mechanism 
t o  ensu-e  t h e  economic r e c o v e r y  e n v i s a g e d  f o r  1987 i s  f u l l y  
j u s t i f i e d .  

A s  t o  monetary  p o l i c y ,  I would l i k e  t o  stress t h a t  w h i l e  
monetary  growth  s h o u l d  e v o l v e  a t  a pace c o n s i s t e n t  w i t h  a g r a d u a l  
d e c e l e r a t i o n  of i n f l a t i o n ,  a n  a d e q u a t e  s u p p l y  of c r e d i t  s h o u l d  
be p rov ided  t o  t h e  p r i v a t e  s e c t o r  i f  Mexico would l i k e  t o  resume 
a s t e a d y  p a t h  of growth  in t h e  l o n g  run .  

Rega rd ing  t h e  a n t i - i n f l a t i o n a r y  s t r a t e g y ,  i t  s h o u l d  be  n o t e d  
t h a t  t h e r e  was a rncjor d e v a l u a t i o n  of t h e  c u r r e n c y  i n  mid-1985. 
S i n c e  t h a t  time, i n f l a t i o n  h a s  a c c e l e r - ' e d ,  a l t h o u g h  t h e  Govern- 
ment h a s  t i g h t e n e d  c r e d i t  p o l i c y  slid c u t  pubJ-ic o u t l a y s .  I 
c a n n o t  f i n d  a c l ea r  e x p l a n a t i o n  f o r  t h e  r e c e n t  a c c e l e r a t i o n  of 
i n f l a t i o n  i n  t h e  s t a f f  r e p o r t .  I would a l s o  l i k e  t h e  s t a f f ' s  
a s s e s s m e n t  of t h e  e f f e c t s  of t h e  measu res  i n c l u d e d  i n  t h i s  
program on t h e  r a t e  of i n f l a t i o n  i n  Mexico. 

The s i g n i f i c a n t  t r a d e  p o l i c y  r e f o r m s  t h a t  a u t h o r i t i e s  a re  
implement ing  w i l l  f o s t e r  a more open economy w i t h  more e f f i c i e n t  
r e s o u r c e  a l l o c a t i o n .  T h e  i n c o r p o r a t i o n  of Mexico i n t o  t h e  GATT 
i.s a n  i m p o r t a n t  i n d i c a t i o n  of t h e  a u t h o r i t i e s '  commitment i n  
t h i s  a r e a .  

T h e  e x p a n s i o n  of non-o i l  e x p o r t s  c o n s t i t u t e s  a n e c e s s a r y  
c o n d i t i o n  f o r  r e s t o r i n g  growth  w i t h o u t  c r e a t i n g  new d i s e q u i l i b r i a  
i n  t h e  b a l a n c e  of payments.  Thus ,  w e  welcome t h e  f l e x i b l e  
exchange  r a t e  p o l i c y ,  t h e  l i b e r a l i z a t i o n  of t h e  i m p o r t  r eg ime ,  
and t h e  s i m p l i f i c a t i o n  of e x p o r t  p r o c e d u r e s ;  t h e s e  p o l i c i e s  w i l l  
r e d u c e  t h e  a n t i e x p o r t  b i a s  of  t h e  economy. I n  t h i s  respec t ,  w e  
a l s o  s h a r e  t h e  c o n c e r n  of t h e  Government t h a t  i t  i s  n e c e s s a r y  t o  
p rompt ly  rer.ove all t r a d e  b a r r i e r s  r a i s e d  i n  t h e  key  m a r k e t s  
a b r o a d  i n  o r d e r  t o  f a c i l i t a t e  t h e  a c c e s s  of e x p o r t s  f rom t h e  
d e v e l o p i n g  c o u n t r i e s  . 

Adjus tment  and f i n a n c e  a r e  s t r o n g l y  i n t e r r e l a t e d  i n  t h i s  
program. A s i g n i f i c a n t  amount of  e x t e r n a l  r e v e n u e s  p r o v i d e d  by 
m u l t i l a t e r a l  i n s t i t u t i o n s  and banks a r e  r e q u i r e d  t o  implement  t h e  
p o l i c i e s  aimed a t  a r e sumpt ion  of economic growth  and e x t e r n a l  
payments  v i a b i l i t y .  We b e l i e v e  t h a t  c h i s  program i s  s t r o n g  
enotigh t o  d e s e r v e  t h e  c r e d i t o r s '  c o n f i d e n c e .  

T h e  o i l  c o n t i n g e n c y  mechanism c o n s t i t u t e s  a n  i m p o r t a n t  
s e c u r i t y  d e v i c e  of t h e  program. T h i s  mechanjsm e n s u r e s  t h a t  
even  i f  Mexico was t o  f a c e  n e g a t i v e  e x t e r n a l  deve lopmen t s  i n  key  
e x p o r t  p r i c e s ,  i t  would  be  a b l e  t o  f u l f i l l  11-5 comrnitments unde r  
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t h e  s tand-by a r r angemen t .  An a t t e m p t  t o  compensa te  immedia t e ly  
and i n  f u l l  f o r  t h e  l o s s  of e x p o r t  e a r n i n g s  t h r o u g h  8 d j u s t m e n t  
a l o n e  c o u l d  d i s r u p t  p r o d u c t i o n  and employment a t  a s o c i a l  c o s t  
t h a t  cou ld  j e o p a r d i z e  o r d e r l y  r e l a t i o n s  between Mexico and i t s  
f o r e i g n  c r e d i t o r s .  

I would l i k e  t o  e x p r e s s  t h i s  c h a i r ' s  a p p r e c i a t i o n  t o  t h e  
management and t h e  s t a f f ,  and t h e  Managing D i r e c t o r  i n  p a r t i c u l a r ,  
f o r  h a v i n g  ,-cached a n  ag reemen t  w i t h  such  pragmatism.  My a u t h o r -  
i t i e s  and I ,  in my c a p a c i t y  as  E x e c u t i v e  D i r e c t o r ,  would l i k e  t o  
s u p p c i i  a l l  t h e  e f f o r t s  and t h e  way i n  which t h e  whole n e g o t i a -  
t i o n  p r o c e s s  h a s  been conduc ted  by you. I s u p p o r t  t h e  proposed  
d e c i s i o n .  

Mr. P o l a k  made t h e  f o l l o w i n g  s t a t e m e n t :  

When t h e  E x e c u t i v e  Board met i n  J a n u a r y  (EBM/86/5, 1/10/86) 
t o  approve  t h e  emergency drawing  r e l a t e d  t o  t h e  e a r t h q u a k e  i n  
Mexico, t h e  c o u n t r y  was implement ing  s t r o n g  measures  t o  c o r r e c t :  
t h e  s l i p p a g e s  t h a t  had o c c u r r e d  d u r i n g  1985.  A s  t h e  s t a f f  r e p o r t  
shows, t h o s e -  s l i p p a g e s  were c o n s i d e r a b l e ;  i n d e e d ,  a t  10 p e r c e n t  
of GDP,  t h e  PSBR was a l m o s t  d o u b l e  t h e  o r i g i n a l  t a r g e t ;  monetary 
p c l i c y  w a s  r a t h e r  l o o s e  and t h e  r a t e  of i n f l a t i o n ,  t h e r e f o r e ,  

l e a s t  u n t i l  mid-1985; and t h e  pace  of s t r u c t u r a l  r e f o r m s  was 
r a t h e r  low. Soon a f t e r w a r d ,  o i l  p r i c e s  c o l l a p s e d ,  and a l m o s t  
e x a c t l y  f o u r  y e a r s  a f t e r  t h e  d e b t  c r i s i s  had s t r u c k ,  Mexico 
appea red  t o  be back  i n  t h e  same s i t u a t i o n .  Indeed ,  t h e  economic 
f i g u r e s  i n  1986 look a l m o s t  a s  bad as i n  1982: t h e  PSBR now i s  
e s t i m a t e d  a t  some 17 p e r c e n t  of GNP, compared w i t h  18 p e r c e n t  i n  
1982;  t h e  c u r r e n t  a c c o u n t  i s  back  i n  d e f i c i t  a g a i n ,  a t  USS3.5 b i l -  
l i o n ,  compared w i t h  USS6.2 b i l l i o n  f o u r  years ago;  and t h e  r i s e  
i n  t h e  GNP d e f l a t o r  a t  85 p e r c e n t  i s  h i g h e r  t h a n  i n  1982,  when i t  
was 6 0  p e r c e n t .  The most  worr isome f a c t  i s  t h a t  Mexico now f a c e s  
t h i s  s i t u a t i o n  w i t h  a debt/GNP r a t i o  t h a t  i s  a l m o s t  1-1.5 t i m e s  as  
h i g h  as i n  1982,  and  a l s o  w i t h  a much i n c r e a s e d  d e b t  s e r v i c e  r a t i o .  

was s t u b b o r n l y  h i g h ;  t h e  exchange r a t e  had a p p r e c i a t e d  a g a i n ,  a t  - 

A g a i n s t  t h i s  background--which was b r o a d l y  known t o  u s  b e f o r e  
t h e  s t a f f  r e p o r t  became a v a i l a b l e - - I  have s t u d i e d  w i t h  g r e a t  c a r e  
t h e  a u t h o r i t i e s '  l e t t e r  of i n t e n t .  My i n t e r e s t  i n  t h i s  l e t t e r  
had been  r a i s e d  by t h e  e x t e n s i v e  p rev iews  of c e r t a i n  a s p e c t s  of  
i t  t h a t  had appea red  i n  t h e  p r e s s .  

I may be  wrong i n  my i n t e r p r e t a t i o n  of t h e  l e t t e r  of i n t e n t ,  
b u t  I must s ay  t h a t ,  w h i l e  I have  g r e a t  u n d e r s t a n d i n g  f o r  some of 
t h e  p o l i c y  p o s i t i o n s  t a k e n  and a d m i r a t i o n  f o r  o t h e r s ,  t h e  docu- 
ment a s  a whole d o e s  n o t  s t r i k e  me a s  b e i n g  f u l l y  r e s p o n s i v e  t o  
the  emergency s i t u a t i o n - - a n d  t h a t  i s  not t o o  s t r o n g  a word-- that  
f a c e s  Mexico a t  t h e  p r e s e n t  t ime. Too many of t h e  p a r a g r a p h s  
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s t i l l  exude a n  a tmosphe re  of p a r t l a 1  t e s p o n s e - - t h e  v e r y  a t t i t u d e  
t h a t  l a y  behind  t h e  d e t e r i o r a t i n g  s i t u a t i o n  of 1984 and p a r t  of 
1985. Where one would have  hoped f o r  a s t a t e m e n t  t h a t  t h e  
a u t h o r i t i e s  would do w h a t  was n e c e s s a r y ,  one  r eads - - r epea ted ly - -  
t h a t  t h e  r e s p o n s e  w i l l  be  " f l e x i b l e , "  which  i n  p r a c t i c e  may w e l l  
nean  t h a t  some s t e p s  would h e  t a k e n  i n  t h e  r i g h t  d i r e c t i o n ,  b u t  
p r o b a b l y  n o t  enough of them a t  a n  e a r l y  d a t e .  

Among t h e  p o s i t i o n s  € o r  which I have  full u n d e r s t a n d i n g ,  I 
might  ment ion  t h e  v i e w  of  t h e  a u t h o r i t i e s  t h a t  t h e  a b r u p t n e s s  o€  
t h e  d e c l i n e  i n  e x p o r t s  makes i t  i n e v i t a b l e  t h a t  t h e  a d j u s t m e n t  
p r o c e s s  be s p r e a d  ove r  a number of y e a r s .  Thus ,  I e n d o r s e  t h e  
s t a n d  t h a t  t h e  d e c l i n e  i n  c u r r e n t  a c c o u n t  be  k e p t  t o  U S $ 4  b i l -  
l i o n  a g a i n s t  a f a l l  of o i l  e x p o r t s  a f  US$9 b i l l i o n .  I alii m u r e  
s k e p t i c a l ,  however ,  a b o u t  t h e  v e r y  g r a d u a l  r e d u c t i o n  i n  t h e  
d e f i c i t  f o r e s e e p  f o r  t h e  y e a r s  a f t e r  1986. I s a y  t h i s  i n  t h e  
l i g h t  of t h e  v e r y  h i g h  d e b t  r a t i o s  f o r  Mexico,  which a r e  e x p e c t e d  
t o  r i s e  f u r t h e r  o v e r  t h e  medium term. The p r o p o s a l s  f o r  1986 and 
1987 f o r e s e e  a n  i n c r e a s e  of a b o u t  1 6  p e r c e n t  i n  Mexico ' s  e x t e r n a l  
d e b t .  One shou ld  e x p e c t  t h a t  a f t e r  s u c h  a l a r g e  increase- - f rom 
t h e  banks ,  t h e  Fund, and o t h e r s - - t h e r e  s h o u l d  be a p e r i o d  d u r i n g  
which bank c r e d i t  on a n e t  b a s i s  s t a b i l i z e s  b e f o r e  one c o u l d  
c o u n t  on a r e sumpt ion  of s p o n t a n e o u s  c r e d i t .  T h e r e  i s  a l s o  a 
r e a l  q u e s t i o n  whether  o f f i c i a l  c r e d i t s  can  r e a c h  t h e  e x p e c t a t i o n s  
i m p l i e d  € o r  t h e  years a f t e r  1987 o r  t h a t  non-o i l  e x p o r t s  w i l l  
pe r fo rm a l o n g  t h e  o p t i m i s t i c  l i n e s  of t h e  s c e n a r i o  p r e s e n t e d  by 
t h e  a u t h o r i t i e s .  I was s t r u c k  by t h e  f a c t  t h a t  t h e  s t a f f  d o e s  
n o t  accept r e s p o n s i b i l i t y  f o r  t h e  medium-term p r o j e c t i o n s  i n  i t s  
repor t - - an  u n u s u s l  s i t u a t i o n  t h a t  would d e s e r v e  some e x p l a n a t i o n .  
I t  would be u s e f u l  t o  know which s t a f f  members were i n v o l v e d  i n  
t h e  p r e p a r a t i o n  of t h e  r e p o r t ;  t h e  s t a n d a r d  l i s t i n g  on page 1 of 
t h e  s t a f f  r e p c c t  i s  a b s e n t .  

I n  v iew of t h i s  p r e c a r i o u s  medium-term o u t l o o k ,  I am n o t  
happy w i t h  one of t h e  n o v e l t i e s  of t h i s  program--the p u b l i c  
works program w i t h  i t s  e x t e r n a l  f i n a n c i n g  mechanism t h a t  would 
be i n t r o d u c e d  shou ld  economic g rowth  r ema in  s l u g g i s h .  T h i s  
mechanism would imply t h a t  a n  e x t r a  d e b t  bu rden  would be c r e a t e d  
w i t h o u t  a d e q u a t e  s a f e g u a r d s  t o  ensure t h a t  i t  c o u l d  be s e r v i c e d .  
The i n d i c a t o r  needed t o  a c t i v a t e  t h i s  program h a s  y e t  t o  be 
n e g o t i a t e d .  I t  seems t o  me n o t  p a r t  of t h e  i m p l e m e n t a t i o n  of a 
medium-term growth  program, b u t  r a t h e r  i n  c o n f l i c t  w i t h  such  a 
program,  t o  i n s e r t  t h i s  f i n e - t u n i n g  d e v i c e  f o r  a d d i t i o n a l  borrow- 
i n g  based  on some monthly f i g u r e  f o r  t h e  i n d e x  of i n d u s t r i a l  
p r o d u c t i o n .  I t  i s  a l s o  t o o  e a s y  t o  assume t h a t  a l l  n e c e s s a r y  
s t e p s  t o  resume growth  would have  been  t a k e n  if a l l  pe r fo rmance  
c r i t e r i a  had been met. Even i f  one  accep t s  some f l e x i b i l i t y  f o r  
government  p u b l i c  works  e x p e n d i t u r e  i n  t h e  l i g h t  o f  a n  a p p r a i s a l - -  
r a t h e r  t h a n  a c r u d e  i n d i c a t o r - - o f  pe r fo rmance  of  t h e  economy, i t  
i s  n o t  c l e a r  t o  m e  why p u b l i c  works  t h a t  a r e  s a id  t o  i n v o l v e  
mos t:ly d o n e s c i c  e x p e n d i t u r e  s h o u l d  be ft1LJ.y d e b t  f i n a n c e d .  
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The second n o v e l t y  of t h e  program i s  t h e  a d d i t i o n a l  f i n a n c e  
and changes  i n  t h e  program t h a t  would b e  t r i g g e r e d  by a d e c l i n e  
of t h e  o i l  p r i c e  below USS9 a b a r r e l .  
t h a t  t h i s  p r o v i s i o n  will become a r e a l i t y ,  b u t  i t s  i n c l u s i o n  i n  
t h i s  r e q u e s t  h a s  a l r e a d y  l e d  t o  demands by o t h e r  c o u n t r i e s  f o r  
comparable  t r e a t m e n t .  My d i f f i c u l t y  w i t h  t h i s  proposed  p a r t  of 
t h e  Mexican program i s  n o t  w i t h  t h e  fundamen ta l  s u b s t a n c e  t h a t  a 
f u r t h e r  s e v e r e  d e c l i n e  i n  o i l  e x p o r t s  m i g h t  l e a d  t o  a d d i t i o n a l .  
i n t e r n a t i o n a l  a s s i s t a n c e  and a ma tch ing  a d j u s t m e n t  of t h e  program,  
b u t  w i t h  t h e  form of t h e  r e q u e s t .  The Fund h a s  d f a c i l i t y  f o r  
t h i s  v e r y  purpose- - the  compensa to ry  f i n a n c i n g  f a c i l i t y .  
Mexico q u a l i f i e d ,  i t  would have  access t o  compensa tory  f i n a n c i n g  
w i t h i n  t h e  r a t h e r  g e n e r o u s  l i m i t s  of t h a t  f a c i l i t y .  Mexico c o u l d  
have s p e c i f i e d  i n  t h e  l e t t e r  of i n t e n t  t h a t  i t  i n t e n d e d  t o  r e q u e s t  
compensa tory  f i n a n c i n g  i n  c e r t a i n  c i r c u m s t a n c e s .  I a m  n o t  i n  
f a v o r  of t h e  Fund ag ree ing - -wi thou t  a d e q u a t e  c o n s i d e r a t L o n  of t h e  
1mpLication.s f o r  i t s  g e n e r a l  p o l i c i e s - - t o  a n  ad  hoc m i x t u r e  of 
compensa tory  f i n a n c i n g  and a s t and-by  a r r angemen t .  I n  p a s s i n g ,  
I n o t e  t h a t  t h e  s t a f f  r e p o r t  d o e s  n o t  even  d i s c u s s  how t h e  
a c t i v a t i o n  of t h i s  h y b r i d  would o r  would n o t  conform t o  t h e  
access  l i m i t s  unde r  e i t h e r  t h e  p o l i c y  of e n l a r g e d  access o r  t h a t  
of t h e  compensa tory  f i n a n c i n g  f a c i l i t y .  

I t  now seems u n l i k e l y  

I f  

I c a n  see some merit i n  t h e  i n t r o d u c t i o n  of  t h e  o p e r a t i o n a l  
government  budge t  d e f i c i t .  A s  w a s  men t ioned  d u r i n g  t h e  E x e c u t i v e  
Board semina r  on i n f l a t i o n  and  t h e  measurements  of  f i s c a l  
d e f i c i t s  (Seminar  8 6 1 7 ,  6 / 4 / 8 6 ) ,  c o r r e c t i n g  a d e f i c i t  f o r  t h e  
impact  of i n f l a t i o n  might  b e  u s e f u l  i n  b r i n g i n g  a b o u t  more 
c l e a r l y  t h e  u n d e r l y i n g  deve lopmen t s  of t h e  Government ' s  f i n a n c e s .  
However, t o  f o c u s  s o l e l y  on t h e  o p e r a t i o n a l  d e f i c i t  c o u l d  imply  
t h a t  t h e  p roblems r e l a t i n g  t o  t h e  f i n a n c i n g  of t h e  PSBR a re  
u n d e r e s t i m a t e d ,  and t h o s e  problems might  h a v e  a b e a r i n g  on t h e  
f u t t r e  deve lopmen t s  of t h e  PSBR. It i s  c lear  t h a t  t h o s e  problems 
a re  o c c u r r i n g  i n  Efexico. On page  1-3 t h e  s t a f f  r e p o r t  men t ions  
t h a t  t h e  Government would have  t o  nay i n c r e a s i n g l y  h i g h e r  i e a l  
i n t e r e s t  r a t e s - - t h a t  d o  show up ir t h e  o p e r a t i o n a l  d e f i c i t - - t o  
have  i t s  d e f i c i t  f i n g n c e d .  A l s o ,  t h e  i n t r o d u c t i o n  of t h e  p r imary  
b a l a n c e  would o f f s e t  t h e  impact  of  r i s i n g  r e a l  i n t e r e s t  payments 
on t h e  i n c r e a s e  i n  government d e b t ;  t h o s e  payments  e v e n t u a l l y  
would have  t o  be  made. I t  wauld be  e s s e n t i a l  t o  a n a l y z e  a t  t h e  
time of t h e  r e v i e w s ,  on  t h e  b a s i s  of a judgment t h a t  i n c l u d e s  
t h e  r a t e  of i n f l a t i o n  and t h e  a c t u a l  nomina l  d e f i c i t ,  whe the r  
a d j u s t m e n t  had been  s u f f i c i e n t .  

Looking  a t  t h e  f i s c a l  e f f o r t  e n v i s a g e d  unde r  t h e  program, 
t h e  f i g u r e  of  6 .5  p e r c e n t a g e  p o i n t s  ment ioned  i n  T a b l e  6 of t h e  
s t a f f  r e p o r t  l o o k s  i m p r e s s i v e .  However, one h a s  t o  compare t h i s  
f i g u r e  w i t h  t h e  t o t a l  s l i p p a g e  t h a t  o c c u r r e d  i n  1985 o €  a l m o s t  
5 p e r c e n t a g e  p o i n t s  of GNP, t h e  l o s s  i n  r e v e n u e  o n  a c c o u n t  of 
lower  o i l  p r i c e s - - 4 . 1  p e r c e n t a g e  p o i n t s  of GNP--and t h e  i n c r e a s e  
i n  r e a l  i n t e r e s t  p a y m e n t s - 1 . 1  p e r c e n t a g e  p o i n t .  T h u s ,  o u t  of 
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t h e  t o t a l  d e t e r i o r a t i o n  o v e r  the-  l a s t  two years ,  o n l y  two t h i r d s  
i s  compensa ted .  While t h e  measu res  t h e  Government h a s  imp1 - 
mented ,  and t h o s e  t h a t  have y e t  t o  be  implemented unde r  t h e  
program, a r e  c e r t a i n l y  impress ive ,  i t  i s  c l ea r  t h a t  f u r t h e r  
improvement of t h e  f i s c a l  b a l a n c e  i s  u r g e n t l y  c a l l e d  f o r .  I n  
t h i s  c o n t e x t ,  i t  shou ld  be n o t e d  t h a t  t h e  a u t h o r i t i e s  w i l l  r e l y  
t o  a c o n s i d e r a b l e  e x t e n t  on f i n a n c i n g  t h e i r  d e f i c i t  by money 
c re a t i on- - t he  r e by f u e 1 i ng i n f 1 a t i. on- - a n d on ad m i  11 i. s t r a t i v  e 
m e a s u r e s ,  such  as  t h e  r e q u i r e m e n t  t h a t  banks  i n v e s t  35 p e r c e n t  
of t h e i r  d e p o s i t s  i n  government  s e c u r i t i e s ,  t h u s  c rowding  o u t  
t h e  p r i v a t e  s e c t o r  f rom bank c r e d i t  and hamper ing  t h e  deve lop-  
ment of d o m e s t i c  f i n a n c i a l  m a r k e t s .  

W i t h  r e s p e c s  t o  mone ta ry  p o l i c y ,  t h e  s t a f f  and t h e  a u t h o r -  
i t i e s  do  n o t  seem t o  have s e t  t h e i r  s i g h t s  h i g h  enough. More i s  
a t  s t a k e  i n  a s i t u a t i o n  of h y p e r i n f l a t i o n  t h a n  t h a t  mone ta ry  
p o l i c y  s h o u l d  be “ c o n s i s t e n t  w i t h “  t h e  b a l a n c e  of payments  
t a r g e t s .  Monetary p o l i c y  h a s  a t a s k  of i t s  own: t o  p u t  i n f l a -  
t i o n  under  presslire ;nd t h u s  t o  c r e a t e  t h e  c o n d i t i o n s - - i n c l u d j n g  
i n e v i t a b l y  h i g h  r e a l  i n t e r e s t  r a t e s - - f o r  s t o p p i n g  c a p i t a l  f l i g h t .  
The s t a f f ’ s  a n a l y s i s  i n  t h i s  area i s  n o t  as h e l p f u l  as  i t  c o u l d  
have  been.  The s t a f f  f o c u s e s  on t h e  d e c l i n e  i n  t h e  demand f o r  
r e a l  b a l a n c e s  a s  a r e s u l t  of i n f l a t i o n ,  b u t  i t  u n d e r p l a y s  t h e  
impac t  of i n c r e a s e s  i n  t h e  money s u p p l y  on i n f l a t i o n .  

- 
Fur the rmore ,  t h e  f i n a n c i a l  s y s t e m  i n  Mexico i s  o p e r a t i n g  

unde r  heavy a d m i n i s t r a t i v e  r e g u l a t i o n s ,  a s  e v i d e n c e d  by t h e  
l a r g e  reserve r e q u i r e m e n t s .  Such r e g u l a t i o n s  t end  t o  i n t r o d u c e  
v a r i o u s  r i g i d i t i e s  an6 i n e f f i c i e n c i e s  i n  t h e  s y s t e m  t h a t  a r e  n!?t 
conduc ive  t o  an e f f i c i e n t  a l l o c a t i o n  of r e s o u r c e s  and may w e l l  LV? 

one of t h e  c o n t r i b u t i n g  f a c t o r s  t o  c a p i t a l  f l i g h t .  A r e f o r m  of  
t h e  f i n a n c i a l  system--by i n t r o d u c i n g  more c o m p e t i t i o n  among banks  
and  by h a v i n g  marke t  f o r c e s  p l a y  t h e i r  p a r t - - s h o u l d ,  t h e r e f o r e ,  
be a p r imary  g o a l  f o r  t h e  a u t h o r i t i e s .  

The d e v a l u a t i o n  of t h e  p e s o  d u r i n g  1982 p l a y e d  a c r u c i a l  
r o l e  i n  t h e  i n i t i a l  s u c c e s s  of t h e  a u t h o r i t i e s ’  a d j u s t m e n t  
p o l i c i e s .  However, t h e  r e a l  r a t e  was soon a l l o w e d  t o  a p p r e c i a t e  
once  more. The change  i n  p o l i c y  i n  mid-1985 h a s  t h u s  f a r  o n l y  
been  s u f f i c i e n t  t o  b r i n g  t h e  r e a l  e f f e c t i v e  exchange  r a t e  back  
t o  t h e  l e v e l  of end-1982. A d d i t i o n a l  d e v a l u a t i o n  t o  f a c i l i t a t e  
t h e  p r o c e s s  of l i b e r a l i z i n g  f o r e i g n  t r a d e  might  t h e r e f o r e  be 
w a r r a n t e d .  I f u l l y  s u p p o r t  t h e  s t a E f ’ s . v i e w s  r ega rd i .ng  t h e  d u a l  
exchange  marke t .  There i s  e v i d e n c e  t h a t  t h e  c o n t i n u e d  exis tence 
o f  a n  o f f i c i a l  r a t e  has been  a p e r s i s t e n t  t e m p t a t i o n  t o  dep re -  
c i a t e  t h a t  r a t e  t o o  s l o w l y .  C o n s e q u e n t l y ,  1 b e l i e v e  t h a t  t h e  
economic c o s t s  of a d u a l  exchange  marke t  have  exceeded  t h o s e  of 
o c c a s i o n a l  s p e c u l a t i v e  p r e s s u r e s ,  w h i c h  can  be c o u n t e r e d  by o t h e r  
m e a n s .  I would u r g e  the a u t h o r i t i e s  t o  s e t  a d e f i n i t e  t i m e t a b l e  
w i t h  r e s p e c t  t o  t h e i r  g o a l  of  u n i f i c a t i o n  of t h e  exchange  r a t e ,  
atid n o t  t o  w a i t  u n t i l  u n c e r t a i n t i e s  have  d i m i n i s h e d .  
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The s u c c e s s  of Mex ico ' s  a d j u s t m e n t  p o l i c i e s  under  t h e  new 
l a b e l  w i l l  depend t o  a g r e a t e r  ex t en t  t h a n  i n  t h e , p a s t  on s t r u c -  
t u r a l  r e fo rms .  I t  h a s  t o  52 r e c o g n i z e d  t h a t  t h e  a u t h o r i t i e s  have  
have made v a r i o u s  commitments .'.n t h e  p a s t  t o  t h i s  e f f e c t ,  bllt 
a c t u a l  deve lopmen t s  have  n o t  always l i v e d  up t o  expec . t a t ion5 .  
am much h e a r t e n e d ,  howe\.er, by t h e  d e c i s i o n  of t h e  a u t h o r i t i e s  t o  
j o i n  t h e  GATT and s t a n d i n g  by t h a t  d e c i s i o n  d e s p i t e  t h e  s e r i o u s  
e x t e r n a l  d e t e r i o r a t i o n  r e s u l t i n g  from lower  o i l  p r i c e s  .) More-. 
o v e r ,  more t h a n  i n  t h e  F a s t ,  t h e  World Bank i s  invo lved  i n  t h i s  
p r o c e s s ,  which seczs  t o  i n c r e a s e  t h e  c h a n c e s  of s u c c e s s .  A 
p a r t i c d a r  area t h a t  g i v e s  r i s e  t o  c o n c e r n  i s  t h a t  t h e  a u t h o r -  
i t i e s  d o  n o t  s e z m  p r e p a r e d  t o  change  t h e  s t a t u t o r y  l i m i t  t o  
f o r e i g n  ownersh:ip. More f l e x i b i l i t y  i n  t h i s  area would c e r t a i n l y  
be conduc ive  t o  t h e  a t t r a c t i v e n e s s  of t h e  c u u n t r y  as a h o s t  f o r  
f o r e i g n  d i r e c t  i n v e s t m e n t  and c o u l d  s i g n i f i c a n t l y  h e l p  t h e  
p r o c e s s  of l i b e r a l i z i n g  t h e  e x t e r n a l  s e c t o r .  

Z 

I welcome t h e  f a c t  t h a t  t h e  a u t h o r i t i e s  a r e  f a c i n g  t h e  d e b t  
problem i n  a s p i r i t  of n e g o t i a t i o n  and n o t  c o n f r o n t a t i o n .  The 
c o r o l l a r y  of t h e  p o s i t i o n  t a k e n  by t'le a u t h o r i t i e s  was t h a t  major  
p o l i c y  changes  were n e c e s s a r y ,  which t h e  l e t t e r  of I n t e n t  recog-  
n i z e s .  Many measures i n  t h a t  d i r e c t i o n  have  been t s k e n  and more 
will c e r t a i n l y  be  needed .  Even with f u l l  imp lemen ta t ion  of t h e  
program, t h e  b a l a n c e  of payments o u t l o o k  remains  p r e c a r i o u s  f o r  

man) years ahead .  __ 

I n  v iew of t h e  c r u c i a l  r o l e  of Mexico i n  t h e  development  of 
t h e  i n t e r n a t i o n a l  d e b t  s i t u a t i o n ,  and t h e  u n m i s t a k a b l e  e f f o r t s  
made by t h e  a u t h o r i t i e s ,  t h e  Fund h a s  t o  make e v e r y  e f f o r t  t o  
r e a c h  a n  agreement  t h a t  g i v e s  a r e a s o n a b l e  chance  of S U C C ~ S S  f o r  
t h e  p e r i o d  a h e a d .  On t h a t  b a s i s ,  1 a m  p r e p a r e d  t o  s u p p o r t  t h e  
proposed  d e c i s i o n .  

Kr. Foo t  made t h e  f o l l o w i n g  s t a t e m e n t :  

I am p l e a s e d  t h a t  t oday  w e  have  t h e  o p p o r t u n i t y  t o  a p p r o v e ,  
a t  l e a s t  i n  p r i n c i p l e ,  Fund s u p p o r t  f o r  Mexico ' s  c o n t i n u e d  
a d j u s t m e n t  e f f o r t s .  I s h o u l d  l i k e  t o  j o i n  p r e v i o u s  s p e a k e r s  and 
M r .  O r t i z  i n  n o t i n g  w i t h  g r a t i t u d e  t h e  immense amount of o f t e n  
h i g h - p r e s s u r e  work by t h e  Fund management and s t a f f  t h a t  h a s  l e d  
t o  t h e  c u r r e n t  d i s c u s s i o n .  

The p r o p o s a l  b e f o r e  u s  i s  f O K  major  Fund involvement  i n  a 
v i t a l  s t a g e  of t h e  a d j u s t m e n t  p r o c e s s  of a major  d e b t o r .  The 
proposed  l e v e l  of a c c e s s  i s  h igh- -80  p e r c e n t  a t  a n  annual. rzite, 
and a p p r o x i m a t e l y  125 p e r c e n t  i f  augmented unde r  t h e  s tand-by 
a r r a n g e m e n t  by t h e  a u t o m a t i c  mechanism o u t l i n e d  i n  t h e  s t a E f  
repor t - -and  would ,  if a l l  drawn under  t h e  s tand-by  ar rangement  
a s  we judge  i t  s h o u l d  b e ,  p u t  t o t a l .  F u n d  h o l d i n g s  of the p e s o  a t  
o v e r  LkOO p e r c e n t  of q u o t a .  I n  t h e  v i e w  of  t h i s  c h a i r ,  i t  w o u l d  
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be c o r r e c t  t o  d e s c r i b e  t h i s  as . e x c e p t i o n a l  Fund i n v o l v e m e n t ,  b o t h  
i.n r e s p e c t  o f  the. amount and  of t h e  a u t o m a t i c  t r i g g e r s  r e l a t i n g  
t o  o i l  p r i c e s  and t o  t h e  r a t e  of econoinic growth .  My a u t h o r i t i e s  
accept  t h a t  Mexico's c u r r e n t  pos j - tFon  j u s t i f i e s  t h i s  e x c e p t i o n a l  
t r e a e m e n t .  T h i s  i s  n o t  b e c a u s e  of Mex ico ' s  dependence  on o i l - -  
s i n g l e  commodity dependence  i s  a f e a t u r e  of a s i z a b l e  number of 
economies--but because  of t h e  impo*:tance of i t s  o r d e r l y  ad j u s t -  
n e n t  t o  the  i n t e r n a t i o n a l  monetary  s y s t e m ,  i t s  r e c o r d  o f  cooper -  
a t i o n  w i t h  t h e  Fund i n  r e c e n t  years ,  i t s  c o n t i n u i n g  r e c o g n i t i o n  
: iuri .ng t h a t  p e r i o d  of t h e  need  f o r  s u c c e s s f u l  a d j u s t m e n t ,  and  its 
c o n s t r u c t i v e  approa.ch t o  t h e  problems of t h e  l a s t  18 months.  As 
i2r. O r t i z  emphasi .zes  i n  h i s  o p e n i n g  s t a t e m e n t ,  t h i s  approach  has  
not: l e a s t  been  shown by t h e  ma in tenance  of p u n c t u a l  d e b t  s e r v i c e  
paymcn t s u n d e r  d i  f f i cu l  t c ircums t a n c e s  . 

Tn t h e  c . i r cums tances  i t  i s  a p p r o p r i a t e  t h a t  w e  s h o u l d  
e x p e c t  much from t h i s  program. One c a n  r e a d i l y  l i s t  a number of 
encourag ing  f e a t u r e s :  

- The a u t h o r i t i e s  have f o l l o w e d  a p o s i t i v e  and commendably 
f l e x i b l e  exchange  r a t e  p o l i c y ,  e s p e c i a l l y  r e c e n t l y .  The  
d i f f e r e n t i a l  between t h e  c o n t r o l l e d  and f r e e  ra tes  i s  now 
s m a l l  a n d  g i v e n  p r e v a i l i n g  u n c e r t a i n t i e s ,  i t  seems d e s i r -  
a b l e  t b a t  t h e r e  shou1.d he p r o v i s i o n  f o r  c o n t i n u a t i o n  f o r  
now of  t h e  d u a l  s y s t e m  a l o n g  t h e  l i n e s  p roposed  by t h e  

- s t a f f .  I s t r o n g l y  a g r e e  w i t h  Mr. P o l a k  t h a t  a t i m e t a b l e  
fo r  t h e  a b o l i t i o n  of t h e  d u a l  s y s t e m  i s  a wor thwhi l e  
p r i o r i t y .  

- Mexico ' s  commitment t o  c o n t i n u e d  t r a d e  l i b e r a l i z a t i o n ,  as 
e x e m p l i f i e d  by i t s  n e g o t i a t i o n s  w i t h  t h e  World Bank and  
i t s  p r o s p e c t i v e  a c c e s s i o n  t o  t h e  GATT--a key e l e m e n t  of  
p r o s p e c t i v e  success i n  a d j u s t m e n t .  

- D e r e g u l a t i o n  w i t h i n  t h e  economy, as  shown by t h e  s t e p s  
be ing  t a k e n  t o  r a t i o n a l i z e  and p r i v a t i z e  n o n s t r a t e g i c  
p u b l i c  s e c t o r  e n t e r p r i s e s .  

- T h e  s t e p s  o u t l i n e d  i n  t h e  s t a f f  r e p o r t  t o  encourage  f o r e i g n  
i nve s erne II t . 
However, t h e r e  a r e  a r e a s  of t h e  program a b o u t  which ques-  

Lions  may be  r a i s e d ,  a n  i m p o r t a n t  one  b e i n g  t h e  adequacy  of t h e  
env i saged  € i s c a l  a d j u s t m e n t .  Mr. Chairman,  you y o u r s e l f  have 
r e p e a t e d l y  no ted  t h e  i m p o r t a n c e  or' f i s c a l  c a u t i o n  i n  a s t a b i l i z a -  
t i o n  program. It. i s  c l e a r  i n  t h i s  c a s e  t h a t  t h e  s cope  for 
f u r t h e r  e x p e n d i t u r e  c u t s  may be l i m i t e d .  But  n o n - o i l  t a x  r ece ip r , ;  
i n  1986 may be less a s  a p e r c e n t a g e  of GDP t h a n  i n  t h e  p e r i o d  
1980-83. One would f e e l  inore s u r e  t h a t  t h e  r evenue  a spec t  w o u l d  
b e  r a p i d l y  a d d r e s s e d  i f  there  were f i r m e r  i n d i c a t i o n s  of exact '1.y 
x h i c h  of  t h e  p roposed  r e v e n u e - r a i s i n g  measu res  a r e  to be 
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implemented,  and how t h a t  would be accompl i shed .  T h e  s t a f f  
r e p o r t  merely l i s t s  measu res  t h a t  "may be t a k e n . "  I would 
welcome any i n f o r m a t i o n  from t h e  s t a f f  on r e c e n t  s teps  i n  t h i s  
area.  L would a l s o  n o t e  t h a t ,  a l t h o u g h  I u n d e r s t a n d  t h a t  i t  
t a k e s  time t o  d e v i s e  s e n s i b l e  t a x  i n c r e a s e s  o r  e x p e n d i t u r e  
r e d u c t i o n  measu res ,  i t  i s  c l ea r  from t h e  s t a f f  r e p o r t  and 
M r .  O r t i z ' s  open ing  s t a t e m e n t  t h a t  t h e  p r i v a t e  s e c t o r ' s  access 
t o  c r e d i t  i s  v e r y  t i g h t l y  c o n s t r a i n e d  by t h e  p r e s e n t  f i s c a l  
d e f i c i t .  I f  s u s t a i n a b l e  growth  i s  t o  be  a c h i e v e d ,  i t  must be 
done by l e a v i n g  room f o r  t h e  p r i v a t e  s e c t o r  t o  grow. 

I n  my remarks  on t h e  f i s c a l  p o s i t i o n ,  I s h o u l d  make c l ea r  
t h i s  c h a i r ' s  c o n t i n u e d  b e l i e f - - a s  e x p r e s s e d  on t h e  occ2, ion of 
ou r  r e c e n t  d e b a t e  on i n f l a t i o n - a d j u s t e d  measures  of t h e  f i s c a l  
p o s i t i o n  (Seminar  8 6 / 7 ,  6 / 9 / 8 6 ) - - t h a t  hy f a r  t h e  g r e a t e s t  
impor t ance  shou ld  c o n t i n u e  t o  be  g i v e n  t o  c o n v e n t i o n a l  measu res  
of t h e  f i s c a l  d e f i c i t .  T h e r e f o r e ,  I was concerned  t o  see t h a t ,  
d e s p i t e  t h e  h i g h  l e v e l  of a c c e s s ,  w e  were n o t  be ing  o f f e r e d  a t  
l e a s t  i n d i c a t i v e  t a r g e t s  f o r  c o n v e n t i o n a l  f i s c a l  meas- i res  f o r  
1987.  I would welcome comment from s t a f f  on t h i s  aspec t .  A s  
Mr. P o l a k  h a s  n o t e d ,  i n f l a t i o n  a d j u s t m e n t s  d o  n o t  a l t e r  t h e  
r e a l i t y  of h a v i n g  t o  fund a d e f i c i t .  I n d e e d ,  I f i n d  i t  an  
i n d i r e c t  and s l i g h t l y  i r o n i c  acknowledgment o f  t h i s  f a c t  t h a t  
one of t h e  proposed  way? of r a i s i n g  revenue--noted on page 15  of 
ERS/86/161, Supplement 1--is t o  t a x  companies  on t h e  i n f l a t i o n  
component of  t h e i r  i n t e r e s t  payments.  TP.is component h a s  
h i t h e r t o  been  t a x  f r ee  and t h e  change  would seeming ly  a l t e r  t h e  
b a s i s  of c o r p o r a t e  t a x a t i o n  in a t o t a l l y  o p p o q i t e  d i r e c t i o n  t o  
t h a t  which t h e  a u t h o r i t i c s  j udge  most a p p r o p r i a t e  i n  v i e w i n p  
t h e i r  own f i n a n c i a l  p o s i t i o n  

On t h e  f i s c a l  s i d e ,  d o m e s t i c  and f o r e i g n  c o n f i d e n c e  i n  
Mexico would,  in our  v i ew,  be boos ted  by a s  e a r l y  and as  c l e a r  
a se t  of f i s c a l  changes  a s  p o s s i b l e .  We e x p e c t  d e t a i l s  i n  t h e  
end-year  r ev iew.  Only w i t h  a c o h e r e n t  framework in p l a c e  w i l l  i t  
be p o s s i b l e  t o  f i n a n c e  n e x t  y e a r ' s  p r o s p e c t i v e  f i s c a l  d e f i c i t ,  
which i s  c u r r e n t l y  p u t  a t  t h e  v e r y  h i g h  l e v e l  of 13.7 p e r c e n t  of 
GDP,  on r e a s o n a b l e  t e rms .  Seven ty  p e r c e n t  of n e x t  year ' s  d e f i c i t  
i s  expec ted  t o  be Einanced d o m e s t i c a l l y ,  and i t  i s  v i t a l  t h a t  
t h i s  f i n a n c e  be s v a i l a b l e  r e a d i l y  and t h a t  i t  be as cheap  as  
p o s s i b l e .  

A second  major  q u e s t i o n  may be r a i s e d  a b o u t  t h e  p r o s p e c t i v e  
p a t h  of wages and pr ices .  We see t h a t  t h e r e  w i l l  be  s h o r t - t e r m  
i n c r e a s e s  i n  p u b l i c  s e c t o r  p r i c e s ,  and t a r i f f s  w i l l  t e m p o r a r i l y  
add  t o  t h e  a l r e a d y  h i g h  r a t e  of i n f l a c i o n .  What we do  n o t  see 
c l e a r l y  i s  how p o l i c i e s  w i l l  e v o l v e  t o  e n s u r e  t h e  v e r y  i n p o r t a n t  
p r o j e c t e d  n e a r - h a l v i n g  of t h e  r a t e  of i n f l a t i o n  by end-1987. \?e 
would velcome a more d e t a i l e d  a n a l y s i s  of  deve lopments  a n d  p r o s -  

- -.. ~ P - I L S  i n  t h e  f i r s t  rev iew.  
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While w e  welcome and e n d o r s e  t h e  i n t e n t i o n  t o  c o n t i n u e  a 
monetary  p o l i c y  d e s i g n e d  t o  stem and r e v e r s e  c a p i t a l  f l i g h t - - o n e  
t h a t  w i l l  have  f l e x i b l e  i n t e r e s t  r a tcs  a n 3  w i i l  e l i m i n a t e  p r e f -  
e r e n t i a l  ra tes--we would a g a i n  n o t e  :.he i m p o r t a n c e  of e a r l y  and  
f i r m  ac t - ion  t o  reassure d o m e s t i c  and f o r e i g n  o p i n i o n .  For  
example ,  a new s a v i n g s  i n s t r u m e n t  announced i n  l a t e  J u l y  o f f e r s  
y i e l d s  i n  l o c a l  c u r r e n c y  l i n k e d  t o  mwement s  i n  t h e  exchange  
r a t e .  I t  a p p e a r s  t h a t  f u l l  d e t a i l s  have  s t i l l  n o t  been p u b l i s h c d  
a n 3  i t  i s  a s  y e t  i m p o s s i b l e  t o  buy t h e  i n s t r u m e n t ,  which i s  a l s o  
s u b j e c t  t o  t h e  o f f i c i a l  ra ther  chan t h e  p a r a l l e l  r a t e .  T o  
reassiire d o m e s t i c  o p i n i o n ,  i t  would c l e a r l y  be h e l p f u l  t o  Iiave a 
d a t e  f o r  t h e  e l i m i n a t i o n  of t h e  o f f i c i a l  r a t e .  

I n  sum, s o  f a r  a s  t h e  c o n v e n t i o n a l  a spec t s  of t h e  program 
are  c o n c e r n e d ,  'I. u r g e  t h e  a u t h o r i t i e s  t o  s e i z e  t h i s  o p p o r t u n i t y  
and press ahead  w i t h  a d j u s t m e n t  on a wide v a r i e t y  of f r o n t s ,  
a l l o w i n g  no slippages f rom c l e a r l y  e n u n c i a t e d  p o l i c i e s ,  and 
t h e r e b y  h e l p i n g  t o  c o n d i t i o n  Eavorab ly  o p i n i o n ,  b o t h  a t  home and 
a b r o a d ,  as q u i c k l y  a s  poss ib i e . ,  W i t h  r e g a r d  t o  these  c r i t i c a l  
s t r u c t u r a l  i s s u e s ,  my a u t h o r i t i e s  f e e l  t h a t  t h e y  s h o u l d  be 
c l e a r l y  s c h e d u l e d ,  w i t h  f a v o r a b l e  reviews l a t e r  i n  t h e  program 
b e i n g  i n  l a r g e  p a r t  dependen t  upon p r o g r e s s  h e r e .  

I s h o u l d  now l i k e  t o  t u r n  t o  t h e  i n n o v a t i v e  e l e m e n t s  of t h e  
proposed  program: t h e  o i l  p r i c e  t r i g g e r ;  and t h e  .growth mecha- 
nism.  1 do  n o t  want  t o  d i s c u s s  t h e s e  i n  d e t a i l  t o d a y ,  b e c a u s e  
my a u t h o r i t i e s  b e l i e v e  t h a t  t h e y  r a i s e  f a r - r e a c h i n g  i s s u e s  and  
t h e r e  needs  t o  be a d e q u a t e  d i s c u s s i o n  of these i s s u e s  i n  a 
g e n e r a l  c o n t e x t ,  n o t  r e l a t e d  s p e c i f i c a l l y  t o  Mexico. My a u t h o r -  
i t i e s  a t t a c h  g r e a t  i m p o r t a n c e  t o  t h i s .  I n  t h e  meantime, my 
a u t h o r i t i e s  stress t h a t  t h e s e  c o n t i n g e n c y  f e a t u r e s  c a n n o t  be 
s e e n  a s  p r e c e d e n t s  € o r  o t h e r  programs.  

I would l i k e  t o  a s k  a few q u e s t i o n s  a b o u t  t h e  o i l  p r i c e  
me c h a n i  s i n  : 

- What was t h e  r a t i o n a l e  f o r  t h e  c h o i c e  of t h e  l ower  and 
uppe r  1 .evels  of US$9 and US$14,  r e s p e c t i v e l y ?  

- What is t h e  e x p e c t e d  p r i c e  of o i l  i n  t h e  t h i r d  q u a r t e r ?  

- Could t h e  s t a f f  c o n f i r m  my u n d e r s t a n d i n g  of t h e ' f o o t n o t e  
u n  page 57  o f  E R S / 8 6 / 1 6 1 ,  Supplement  1, t h a t  i f  t h e  
volume of P k x i c o ' s  o i l  e x p o r t s  fa l ' l s  below t h e  r e f e r e n c e  
l e v e l s ,  t h i s  w i l l  n o t  l e a d  t o  ; ad jus tment  i n  program 
t a r g e t s ,  e i t h e r  a s  a r e su l t  of a c o n s c i o u s  d e c i s i o n  t o  
c u r b  o u t p u t  o r  f o r  o t h e r  r e a s o n s ?  

- Why w a s  i t  d e c i d e d  n o t  t o  make t h e  t r i g g e r s  s y m m e t r i c a l ?  



- 27  - EBM/86/1&8 - 9 / 8 / 8 6  

With r e s p e c t  t o  t h e  growth  mechan:'-sni, t h e  s t a f f  n o t e s  on 
page 29 of E B S / 8 6 / 1 6 2 ,  Supplement  l., t h a t  t h e  p o t e n t i a l  r e l e a s e  
of f u n d s  r e l a t e d  t o  t h i s  t r i g g e r  would be  a maximum of 
US$500 m i l l i o n  and t h a t  t h e s e  f u n d s  a re  e x p e c t e d  t o  be s e c u r e d  
i n  advance .  Have t h e  f u n d s  b e e n  s e c u r e d ?  

1: i s  c l ea r  t h a t ,  i r r e s p e c t i v e  of  t h e  p e r i o d  s e t  f o r  
a p p r o v a l  i n  p r i n c i p l e ,  t h e  t ime s h o u l d  be used f o r  c o n s t r u c t i v e  
d i s c u s s i o n s  be tween Mexico and  t h e  banks.  My own p r e f e r e n c e  i s  
t h a t  a p p r o v a l  s h o u l d  r u n  f o r  30 r a t h e r  t h a n  2 1  d a y s ,  which would 
conform t o  t h e  normal  p r a c t i c e  of t h e  Fund. 

I f  Mexico n e e d s  f u r t h e r  Fund f i n a n c e ,  I s h o u l d  r e c o r d  t h a t  
my a u t h o r i t i e s  c o n s i d e r  any  fol low-up program s h o u l d  conform 
much inore c l o s e l y  t o  normal  Fund c o n d i t i o n a l i t y .  I s u p p o r t  t h e  
proposed  d e c i s i o n s .  

Mr. Goos made t h e  f o l l o w i n g ,  s t a t e m e n t :  

Given  t h e  number of r e s e r v a t i o n s  t h a t  I h a v e ,  I s h o u l d  say 
a t  t h e  o u t s e t  t h a t  I a p p r o v e  t h e  program. A t  t h e  same t ime,  I 
s h o u l d  l i k e  t o  a p o l o g i z e  f o r  t h e  l e n g t h  of my s t a t e m e n t ,  which 
s h o u l d  be t a k e n  a s  a r e f l e c t i o n  of o u r  i n t e r e s t  and o u r  c o n c e r n  
w i t h  t h e  deve lopments  w i t h i n  t h e  Mexican Zconomy and i t s  e v e r i t u a l  
s t a b i l i z a t i o n .  

In t h e  f i n a l  a n a l y s i s ,  o u r  s u p p o r t  rests on t h e  v iew t h a t  a 
s u c c e s s f u l  s o l u t i o n  t o  t h e  e x i s t i n g  problems c a n  p r o 3 a b l y  be 
.found o n l y  i n  t h e  framework of  a j o i n t  e f f o r t  by governments ,  
t h e  Fund, t h e  World Bank, and  i n t e r n a t i o n a l  commercial. banks .  
However, i t  a l s o  r e f l e c t s  o u r  r e c o g n i t i o n  of t h e  e f f o r t s  t h e  
a u t h o r i t i e s  have  u n d e r t a k e n  in t a c k l i n g  t h e  d i f f i c u l t  s i t u a t i o n  
i n  t h e  a f t e r m a t h  of  t h e  1981-82 c r i s i s  and a f t e r  t h e  o i l  p r i c e  
s h o c k .  I n d e e d ,  we  d o  r e c o g n i z e  t h a t  t h e  a u t h o r i t i e s  have  made 
s i g n i f i c a n t  p r o g r e s s  and t h a t  t h e y  have  t a k e n  a number of s t e p s ,  
i n  p a r t i c u l a r  i n  r e s t r u c t u r i n g  t h e  p u b l i c  e n t e r p r i s e  s e c t o r  and 
i n  c u t t i n g  back on consumer s u b s i d i e s ,  a s  d e s c r i b e d  i n  Pir. O r t i z ' s  
o p e n i n g  s t a t e m e n t .  N e v e r e h e l , e s s ,  art o v e r a l l  assessment of  t h e  
a d j u s t m e n t  p o l i c i e s  t h u s  f a r  r e v e a l s  c o n s i d e r a b l e  f l a w s .  In t h i s  
r e g a r d ,  i t  a p p e a r s  most u n f o r t u n a t e  t h a t  t h e  a u t h o r i t i e s ,  h a v i n g  
p r e m a t u r e l v  r e l a x e d  t h e i r  a d j u s t m e n t  toward  t h e  end o f  1 9 8 4 ,  h a v e  
m i s s e d  t h e  o p p o r t u n i t y  t o  a d d r e s s  t h e  d o m e s t i c  i m b a l a n c e s  i n  ii 
1 a s t i . n g  manner and hence  t o  s t r e n g t h e n  t h e  economy's  r e s i l i e n c e  
t o  e x t e r n a l  s h o c k s .  T h i s  s h o r t c o m i n g  has  t o  be borne  i n  mind  i n  
t o d a y ' s  d i s c u s s i o n  of t h e  renewed w o r s e n i n g  of PIexLco's economi .: 
s i t u a t i o n .  The policy framework u n d e r l y i n g  t!?e proposed a r r a n g e -  
msnt  i n  many i m p o r t a n t  respects  r e p r e s e n t s  r? c o n s i d e r a b l e  d e p a r -  
t u r e  from t h e  F u n d ' s  t r a d i t i o n a l .  program d e s i g n .  T h i s  r a € s e s  
d i f f i c u 1 . t  q u e s t i o n s  t h a t  m i g h t  p e r h a p s  be d i s c u s s e d  more u s r > f u l  l y  
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i n  a s y s t e m a t i c  manner on t h 2  o c c a s i o n  of  t h e  f o r t h c o m i n g  review 
of  t h e  t h e o r e t i c a l  d e s i g n  of Fund progratns .  However,  t h e  f ~ l l o w -  
i n g  o b s e r v a t i o n s  may be  a p p r o p r i a t e  for  t h i s  ;li I c i r s s i o n .  

My a u t h o r i t i e s  f e e l  t h a t  t h e  d e g r e e  of d o m e s t i c  demand 
r e s t r a i n t  e n v i s a g e d  under  t h e  program i s  e x c e p t i o n a l l y  l i m i t e d ,  
c o n s i d e r i n g  t h e  a c c e l e r a t i o n  of i n f l a t i o n  and t h e  growing  p u b l i c  
s e c t o r  d e f i c i t .  ‘In t h e i r  v iew,  compared w i t h  c h a t  s i t u a t i o n ,  
t h z  program a p p e a r s  t o  a s s i g n  p r i o r i t y  t o  t h e  s t l m u l a t i o n  of 
o v e r a l l  economic a c t i v i t y  accompanied by a l a r g e  i n c r e a s e  in n e t  
bor rowing  i n  ar? a p p a r e n t  a t t e m p t  t o  o v e r c o m p e n s a t e  t h e  u n d e r l y i n g  
probl.ems by way of h i g h e r  economic growth .  T1kf.s u n d o u b t e d l y  
c o n s t i t u t e s  a v e r y  r i s k y  a d j u s t m e n t  s t r a t e g y .  

We c e r t a . i n l y  do n o t  c o n t e s t  t h e  t h e o r e t i c a l  p o s s i b i l i t y  
t h a t  t h e  program wo!~l.d e v e n t u a l l y  meet w i t h  s u c c e s s  i f  t h e  
s t r u c t w a l  r e f o r m s  were implemented w i t h o u t  d e l a y  and  I n  a 
f o r c e f c l l  manner ,  t h e r e b y  c r e a t i n g  s t r o n g  i n c e n t i v e s  f o r  s e l f -  
s u s t a i n e d  o v e r a l l  growth.  T h i s  c o u l d  p r o v i d e  a n  avenue  f o r  
o u t g r o w i n g  t h e  e x i s t i n g  problems.  U n f o r t u n a t e l y ,  t h e  p r o s p e c t s  
€ o r  s u c h  a n  outcome a p p e a r  q u i t e  u n c e r t a i n  i n  t h e  p r e s e n t  ci.rzum- 
s tances  of. tlhe c o u n t r y ,  a n  u n c e r t a i n t y  t h a t  a p p a r e n t i l y  i s  a l so  
s h a r e d  by che s t a f f ,  a s  Evidenced  i n  i t s  r e p e a t e d  r e q u e s t s  t o  
t h e  a u t h o r i t i e s  1.n t h e  s t a f f  r e p o r t  t o  c l 9 s e l y  m o n i t o r  deve iop-  
nients and remain a l e r t  t o  a c t u a l  d e v e l o p m e n t s  i n  v a r i o u s  c t i . t € c n l  
a r e a s  of ad j i i s tmen t  t h a t  - . l g h t  r e q u i r e  prompt c o r r e c t i o n  of t h e  
p o l i c i e s  e n v i s a g e d  under  t h e  program. Those r e q u e s t s  a p p e a r  a l l  
t h e  more w a r r a n t e d  b e c a u s e  e x p e r i e n c e  h a s  shown t h a t  w i t h o u t  
p r i o r  s t a b l 1 , i z a t i o n  of t h e  f i s c a l  s! . tuation and i n f l a t i o n ,  
c o g n t r i e s  have c o n s i s t e n t l y  f a i l e d  t o  a c h i e v e  s u s t a i n a b l e  
economic growt ti.  

A g a i n s t  t h i s  b a c k g r o u n d ,  and  l i k e  p r e v i o u s  s p e a k e r s ,  w e  
have  c o n s i d e r a b l e  d i f f i c u l t i e s  w i t h  the. two i n n o v a t i v e  C e a t u r e s  
b u i l t  i n t o  t h e  program--the o i l  c o n t i n g e n c y  c l a u s e  and t h e  
growth c o n t i n g e n c y  c l a u s e ,  p a r t i c u l a r 1 . y  t h e  l a t t e r .  I n  v iew o f  
Lhe u n c e r t a i n t y  s u r r o u n d i n g  t h e  program’s  e v e n t u a l  s u c c e s s ,  I 
would have p r e f e r r e d  t o  d e c i d e  on  t h e  q u e s t i o n  of poss - lb l e  
a d d i t i o n a l  f i n a n c i n g  on  t h e  o c c a s i o n  of t h e  f o r t h c o m i n g  progrsrn 
rev.iews--and t h i s  v i t t i o u t  p r i o r  commitment.  

To h e  s u r e ,  t h e  Baker i n i  t Fa t  i v e  p l a c e s  c o n s  iderab1.e 
emphas is  ~ p i n  growth w i t h i n  t h e  a d j u s t m e n t  p r o c e s s .  Rut i t  
c e r t a i n l y  d o e s  n o t  imply a n y  g u a r a n t e e .  t o  e n s u r e  t h e  a t t a i n m e n t  
o f  minimum gr0xt.h ri l te t a r g e t s  t h r o u g h  t h e  ? l o v i s i o n  of e x t e r n a l  
f i n a n c i a l  r e s o u r c e s ,  Mortzover, t h e  manner in which t h e  g r o w t h  
c o n t l n s c n c y  c l a u s e  is p r e s e n t e d  i n  t h e  r e p o r t  a p p e a r s  t o  r a i s e  
o p e r a t i o n a l .  i s s u e s .  T h e  c r i t i c a l  l eve l  of m a n u f a c t u r i n g  produc-  
t : i on  t h a t  w c i . ~ ? d  r r i g g e r  t h e  c o n t i r l g e n c y  c l a u s e  would i n  a l l  
1. j  k e l i h o o d  hz e s t a b l i s h e d  i n  Cecembcr 1986 ,  t h e r e b y  corni.ng v e r y  
L-losi.? t o  t h e  e n &  of t h e  r z f e r e n c e  p e r i n d  f r m  March 1.986 t h r o i i g h  
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March 1987. A t  such  a l a t e  p o i n t  i n  t i m e ,  a c t u a l  deve lopmen t s  
i n  m a n u f a c t u r i n g  and p r o d u c t i o n  Lrom t h e  beg inn ing  of t h e  p e r i o d  
s h o d d  p rov ide  t h e  a u t h o r i t i e s  and  s t a f f  w i t h  s u f f i c i e n t  in forma-  
t i o n  t o  e n a b l e  them t o  p r o j e c t  t h e  growth  ra te  o v e r  t h e  t o t a l  
r e f e r e n c e  p e r i o d  w i t h  a s m a l l  margin of e r r o r .  T h e r e f o r e ,  I 
f e e l  t h a t  t h e  e s t a b l i s h m e n t  of a c r i t i c a l  g rowth  r a t e  i n  December 
c o u l d  e v e n t u a l l y  become a v e r y  d i f f i c u l t  e x e r c i s e ,  t h e  outcome 
of which migh t  be l a r g e l y  d e t e r m i n e d  by p o l i t i c a l  o p i n i o n  on t h e  
a p p r o p r l  a t e n e s s  of a d d i t i o n a l  f i n a n c i n g  . 

We do n o t ,  o f  c o u r s e ,  i y o r e  t h e  d i f f i c u l r :  c i r c u m s t a n c e s  
t h a t  might  have  m o t i v a t e d  t h e  s p e c i f i c  program d e s i g n  i n  t h e  
cas? of Mexico,  c i r c u m s t a n c e s  c h a r a c t e r i z e d  by g r a v e  n a t u r a l  
calamities and l a r g e  l o s s e s  of e x p o r t  e a r n i n g s  owing t o  t h e  
d e c l i n e  i n  o i l  p r i c e s .  However, t h e s e  s p e c i a l  c h a r a c t e r i s t i c s  
c l e a r l y  imply t h a t  t h e  c o n t i n g e n c y  c l auses  do n o t  l e n d  t h e m s e l v e s  
t o  becoming examples  f o r  o t h e r  s tand-by a r r a n g e m e n t s .  In any 
e v e n t ,  we hope t h a t  s u c h  c o n t i n g e n c y  c l a u s e s  w i l l  n o t  he f u r t h e r  
c nternplated b e f o r e  t h e  c o n c l u s i o n  of t h e  Board d i s c u s s i o n  of 
t h e  t h e o r e t i c a l  a s p e c t s  af  program d e s i g n .  

Concern ing  more s p e c i f i c  aspects  of t h e  a r r a n g e m e n t ,  l i k e  
Mr. Pol3k, ‘I n o t e  t h a t  t h e  pace of a d j u s t m e n t  e n v i s a g e d  by t h e  
a u t h o r i t i e s  f o r  t h e  corning y e a r s  appears  v e r y  s low.  Even under  
r a t h e r  o p t i m i s t i c  a s s u m p t i o n s ,  t h e  ex te rna l  c u r r e n t  a c c o u n t  w i l l  
c o n t i n u e  t o  show s i z a b l e  d e f i c i t s  u n t i l  1991 ,  imp ly ing  t h a t  
f o r e i g n  deb t  c o n t i n u e s  t o  show a r i s i n g  t r e n d .  Even wi th  rela- 
t i v e l y  h igh  a n n u a l  growth ra tes  of 4-5 p e r c e n t ,  key e x t e r n a l  
deb t  r a t i o s  w i l l  have  d e t e r i o r a t e d  c o n s i d e r a b l y  by 1991 conpa red  
w i t h  1985.  

Another  a r e a  of c o n c e r n  i s  t h e  p r o s p e c t i v e  per formance  of 
g r o s s  n a t i o n a l  s a v i n g s .  Although i t  i s  t r u e  t h a t  t h e  e x p e c t e d  
iwrease  i n  t h e  d c a e s t i c  s a v i n g s  r a t i o  by 1 9 9 1  would c o n s t i t u t e  
a n  improvement o v e r  1985--as emphasized i n  t h e  s t a f f  r epor t - - ene  
has t o  n o t e  t h a t  t h i s  i n c r e a s e  would f a l l  s h o r t  of even  r e s t o r i n g  
t h e  r a t i o s  t h a t  p r e v a i l e d  i n  1983 and 1984.  

We also have c o n s i d e r a b l e  r e s e r v a t i o n s  a b o u t  t h e  u se  of t h e  
s o - c a l l e d  o p e r a t i o n a l  d e f i c i t  and  p r imary  b a l a n c e  c o n c e p t s .  
These  c o n c e p t s  t end  t o  o b s c u r e  t h e  n e c e s s a r y  e r t e n t  of a d j u s t -  
ment.  O b v i o u s l y ,  as  t h e  s t a f f  n o t e s ,  i t  i s  t h e  t o t a l  p u b l i c  
s e c t o r  d e f i c i t ,  i n c l u d i n g  i n t e r e s t  payments ,  t h a t  needs  t o  be 
f i n a n c e d  r e g a r d l e s s  of t h e  d e f i n i t i o n  of t h e  d e f i c i t .  I t  might  
be r e c a l l e d  t h a t  I had e l a b o r a t e d  on t h i s  t o p i c  r a t h e r  e x t e n s i v e l y  
a t  t h e  Board seminar on i n f l a t i o n  and t h e  measurement of f i s c a l  
d e f i c i t s  (Seminar  8617 ,  6 / 4 / 8 6 ) .  I n t e r e s t i n g l y  enough,  t h e  
s t a f f  i n  i t s  pape r  o n  t h e  t h e o r e t i c a l  aspects  of t h e  d e s i g n  Of 
Fund-supported programs (SM/86/162,  7 / 2 / 3 6 )  emphas izes  t h a t  “ t h e  
o p e r a t i o n a l  d e f i c i t  may s e r i o u s l y  u n d e r e s t  imate t h e  monetary  2nd 
a g g r e g a t e  demand consequences  of government  f i n a n c i n g  o p e r a t i o n s .  ’’ 
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The s h o r t c o m i n g s  c f  t h e  o p e r a t i o n a l  d e f i c i t  a p p r o a c h  a r e  a l s o  
e v i d e n t  i f  one  examines t h e  c a l c u l a t i o n s  of t h e  d e f i c i t  f o r  1982.  
These  c a l c u l a t i o n s  p roduce  t h e  r a t h e r  s t r a n g e  r e s u l t  t h a t  t h e  
imputed amount f o r  t h e  i n f l a t i o n  component of i n t e r e s t  payments  
s u b t r a c t e d  f rom t h e  d e f i c i t  e x c e e d s  t h e  amount of a c t u a l  i n t e r e s t  
payments .  A c c o r d i n g l y ,  t h e  c a l c u l a t i o n s  show a f i c t i t i o u s  d e c l i n e  
i n  t h e  o v e r a l l  o p e r a t i o n a l  d e f i c i t .  Such a n  outcome,  which 
a p p a r e n t l y  r e l a t e s  t o  t h e  n e g a t i v e  l e v e l  of i n t e r e s t  r a t e s  i n  
1382, a p p e a r s  t o  be a r a t h e r  m i s l e a d i n g  g u i d e  t o  f i s c a l  p o l i c y .  
I t  would be  h e l p f u l  i f  t h e  s t a f f  commented on t h i s  i s s u e .  

We a p p r e c i a t e  t h e  p o s i t i o n  of t h e  a u t h o r l t i e s  t h a t  w i t h  t h e  
economy a l r e a d y  i n  r e c e s s i o n  i t  would n o t  be  f e a s i b l e  t o  compen- 
s a t e  S-mmediately and f u l l y  f o r  t h e  l o s s  i n  o i l  r evenue  t h r o u g h  
a d j u s t n e n t  measu res  a l o n e .  N o n e t h e l e s s ,  a more a m b i t i o u s  f i s c a l  
a d j u s t m e n t  t h a n  t h e  3 p e r c e n t  e n v i s a g e d  o v e r  18 months would have  
a p p e a r e d  more commensurate  w i t h  t h e  magn i tude  o f  t h e  imba lances .  
O b v i o u s l y ,  one c a n  l o o k  a t  t h e  e x t e n t  of  t h e  a d j u s t m e n t  i n  v a r i o u s  
ways. Thus,  f o r  example ,  one  h a s  t o  n o t e  t h a t  t h e  o i l  p r i c e  
shock  and r e l a t e d  r e p e r c u s s i o n s  on t h e  economy would have  r a i s e d  
t h e  PSBR t o  above  23 p e r c e n t  of GDP on t h e  b a s i s  of unchanged 
p o l i c i e s ,  ' w h i l e  as a consequence  of t h e  measu res  a l r e a d y  imple- 
mented ,  t h e  PSBR would be  c o n t a i n e d  t o  less t h a n  1 7  p e r c e n t  i n  
1986.  These  f igu res - - and  t h e  f i g u r e s  a l s o  d e t a i l e d  i n  T a b l e  1 4  
of t h e  s t a f f  r epor t - -undou ted ly  a t t e s t  t o - t h e  c o n s i d e r a b l e  
~ Y f o r t s  made by t h e  a u t h o r i t i e s .  

N o n e t h e l e s s ,  t h e  outcome c e r t a i n l y  h a s  t o  be  a s s e s s e d  
a g a i n s t  t h e  a c t u a l  and r e m a i n i n g  s i z e  of  t h e  imba lances .  I n  o u r  
o p i n i o n ,  PSBK of 1 7  p e r c e n t  i s  c l e a r l y  u n s u s t a i n a b l e .  It i s  i n  
t h i s  l i g h t  t h a t  w e  have  s e r i o u s  r e s e r v a t i o n s  a b o u t  t h e  adequacy  
o f  f i s c a l  s t a b i l i z a t i o n  under  t h e  program. I n  t h i s  c o n t e x t ,  one 
s h o u l d  n o t e  t h a t  even  p r i o r  t o  t h e  o i l  p r i c e  d e c l i n e ,  t h e  o v e r a l l  
d e f i c i t  had a l r e a d v  r i s e n  by 3 p e r c e n t  o f  GDP o v e r  t h e  p e r i o d  
1984-85. 

These  a s p e c t s  of f i s c a l  deve lopmen t s  a l s o  have t o  b e  s e e n  
a g a j n s t  t h e  backzround o f  t h e  c o n t i n u e d  e x c e s s i v e  a b s o r p t i o n  of 
d o m e s t i c  s a v i n g s  by t h e  p u b l i c  s e c t o r .  T h i s  i n v o l v e s  t h e  ques- 
t i o n  a s  t o  whe the r  t h e  r e s o u r c e s  a v a i l z b l e  t o  t h e  p r i v a t e  sectqr  
would s u f f i c e  t o  f i n a n c e  t h e  r e s ' r u c t u r i n g  of t h e  p u b l i c  e n t e r -  
p r i s e  s e c t o r ,  i n c l u d i n g  t h e  p r i v a t i z a t i o n  t h a t  i s  emphas ized  s o  
mach unde r  t h e  program. These  c o n c e r n s  a re  r e i n f o r c e d  by the 
v e r y  pronounced d i v e r g e n t  t r e n d s  i n  c r e d i t  e x p a n s i o n  t o  t h e  
p r i v a t e  and p u b l i c  s e c t o r s  s i n c e  e a r l y  1 9 8 6 ,  gliich ha5  p u t  t h e  
p r i v a t e  s e c t o r  a t  a c l e a r  d i s a d v a n t a g e .  S i m i l a r l y ,  t h e  medium- 
term s c e n a r i o s  i n  T a b l e  15  of  t h e  s t a f f  r e p o r t  a r e  d i f f i c u l t  t o  
r e c o n c i l e  w i t h .  ci,? Government ' s  s t a t e d  i n t e n t i o n  t o  r e d u c e  t h e  
r o l e  of t h e  p u b l i c  s e c t o r .  
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It a p p e a r s  q u i t e  u n s a t i s f a c t o r y  t h a t  t h e  f i s c a l  o b j e c t i v e s  
a s  ment ioned  i n  M r .  O r t i z ' s  opening  s t a t e m e n t  a re  p r o j e c t e d  i G  

b e  m e t  mos t ly  w i t h  r e v e n u e  measures  w h i l e  t o t a l  e x p e n d i t u r e s  w i l l  
be  c u t  i n  r e l a t i o n  t o  GDP by 0 .5  p e r c e n t .  T h i s  d i s t r i b u t i o n  of 
t h e  a d j u s t m e n t  burden  a p p a r e n t l y  rests on t h e  view t h a t  t h e  mar- 
g i n  f o r  a c t i o n  on t h e  e x p e n d i t u r e  s i d e  would be r a t h e r  l i m i t e d ,  
g iven  t h e  r e d u c t i o n s  t h a t  have a l r e a d y  o c c u r r e d  i n  r e c e n t  y e a r s .  
A c c o r d i n g l y ,  t h e  s t a f f  r e p o r t  stresses t h a t  t o t a l  p u b l i c  expendi -  
t u r e  e x c l u d i n g  i n t e r e s t  payments  d e c l i n e d  by more t h a n  10 per-  
c e n t a g e  p o i n t s  of GDP from 1982 t o  1985.  Al though t h i s  d e c l i n e  
i s  c e r t a i n l y  most i m p r e s s i v e  and h i g h l y  commendable, i t  w a r r a n t s  
some q u a l i f i c a t i 3 c .  Most of t h e  d e f i c i t  r e d u c t i o n  i n  t h e  o r d e r  
o f  more t h a n  8 p e r c e n t  of GDP had a l r e a d y  been  a c h i e v e d  from 1982 
t o  1983.  The r e d u z t i o n  from 1982 t o  1986,  i n c l u d i n g  i n t e r e s t  
payments ,  would c o r r e s p o n d  t o  a modest g a i n  of 3.7 p e r c e n t .  
Moreover ,  i n  a s s e s s i n g  t h e  a p p r o p r i a t e n e s s  of t h e  f i s c a l  p o l i c y  
m i x ,  w e  a r e  conce rned  t h a t  a d d i t i o n a l  t a x  i n c r e a s e s  e n t a i l  t h e  
r i s k  o f  p a r a l y z i n g  t h e  d o m e s t i c  economy. 

S e e n . a g a i n s t  t h e  t r e n d  i n  monetary  expans ion  s ince  1982 ,  
t h e  r a t h e r  pronounced growth  of mone ta ry  a g g r e g a t e s  env i saged  
f o r  1986 i s  n o t  w i t h o u t  r i s k ,  p a r t i c u l a r l y  i f  one  c o n s i d e r s  t h e  
d i s q u i e t i n g  i n f l a t i o n  r a t e  of more t h a n  100 p e r c e n t .  L i k e  
Mr. Polak, T would have p r e f e r r e d  t o  have  s e e n  more a c t i v e  u s e  
of moneiary  p o l i c y  a s  a n  i n s t r u m e n t  i n  f i g h t i n g  i n f l a t i o n .  I n  
t h i s  c o n t e x t ,  i t  i s  d i s a p p o i n t i n g  t h a t  t h e  program c o n t a i n s  o n l y  
a noncommit ta l  i n f l a t i o n  t a r g e t .  T h i s ,  t o o ,  c a n  be t a k e n  as  a 

economic growth  a t  t h e  expense  of more v i g o r o u s  f i n a n c i a l  s t a b i -  
l i z a t i o n .  I n  a n y  e v e n t ,  t h e  i n t r o d u c t i o n  c f  marke t -de te rmined  
i n t e r e s t  ra tes  and t h e  r e d u c t i o n  of f i n a n c i a l  s u b s i d i e s  are  
undoub ted ly  e s s e n t i a l  f o r  f i n a n c i a l  s t a b i l i z a t i o n ,  a n d  I would 
encourage  t h e  a u t h o r i t i e s  t o  accelerate  t h e  measu res  con templa t ed  
In t h i s  a r e a .  

' r e f l e c t i o n  of c l ea r  p r i o r i t y  a s s i g n e d  under  t h e  program t o  

I welcome t h e  s u b s t a n t i a l  na r rowing  t h a t  h a s  t a k e n  p l a c e  
t h i s  y e a r  i n  t h e  s p r e a d s  between t h e  exchange r a t e s  i n  t h e  f r e e  
and c o n t . r o l l e d  m a r k e t s .  However, l i k e  p r e v i o u s  s p e a k e r s  , we 
would have t h o u g h t  i t  a p p r o p r i a t e  t h a t  t h e  Government commit 
i t s e l f  t o  a f i r m  s c h e d u l e  f o r  t h e  e a r l y  e l i m i n a t i o n  of t h e  d u a l  
exchange  m a r k e t ,  a l l .  t h e  more so s i n c e  t h a t  market  h a s  a l r e a d y  
been  i n  o p e r a t i o n  f o r  f o u r  years .  

Af te r  a l o n g  h i s t o r y  of p r o t e c t i o n  o f  d o m e s t i c  i n d u s t r y ,  
t h e  a u t h o r i t i e s '  commitment t o  t r a d e  l i b e r a l i z a t i o n ,  i n c l u d i n g  
Mexico ' s  a c c e s s i o n  t o  t h e  GATT, 5s one  of *.k.e most e n c o u r a g i n g  
f e a t u r e s  of  t h e  a d j u s t m e n t  e f f o r t .  T h e  s u b s t a n t i a l  r e d u c t i o n  i n  
q u a n t i t a t i v e  imrjort r e s t r i c t i o n s  i n  1985 i s  commendable. None- 
i;hzl.ess, t h e  d e g r e e  of p r o t e c t i o n  th rough  t a r i f f  and n o n t a r i f f  
b a r r i e r s  w i l l  r ema in  v e r y  h i g h ,  w i t h  o n l y  a gradual .  f u r t h e r  
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opening  o f  t h e  eccnorny i n  t h e  f o r e s e e a b l e  f u t u r e .  A c c o r d i n g l y ,  
t h e  p r o s p e c t s  f o r  r a p i d  r e s t r u c t u r i n g  of t h e  economy i n  t h e  wake 
of f u r t h e r  s t r o n g  t r a d e  l i b e r a l i z a t i o n  e f f o r t s  a p p e a r  t o  be  
r a t h e r  l i m i t e d .  

Promot ion  of f o r e i g n  d i r e c t  i n v e s t m e n t  i s  u n d o u b t e d l y  a n  
i m p o r t a n t  a s p e c t  of e x t e r n a l  a d j u s t m e n t .  T h e r e f o r e ,  i t  i s  dis- 
a p p o i n t i n g  t o  n o t e  t h e  d e c l i n e  i n  f o r e i g n  d i r e c t  i n v e s t a e n t  f l o w s  
o v e r  t h e  p a s t  two years,  a s  w e l l  as  t h e  a s s e s s m e n t  on page  35 of 
che s t a f f  r e p o r t  t h a t  such  f l o w s  a r e  p r o j e c t e d  t o  show o n l y  some 
growth  u n t i l  t h e  end of 1987. Some o 'b se rve r s  b e l i e v e  t h a t  e v e n  
t h e  s t a f f ' s  p r o j e c t i o n  may b e  o v e r l y  o p t i m i s t i c .  N o n e t h e l e s s ,  
one has t o  r e c o g n i z e  t h e  p r o g r e s s  a c h i e v e d  i n  l i b e r a l i z i n g  t h e  
Lrivestment reg ime,  n12tably t h e  welcome improved access t o  t h e  
Mexican market  f o r  p r o j e c t s  w i t h  100 p e r c e n t  f o r e i g n  ownershfp  
and f o r  e x p o r t - o r i e n t e d  u n d e r t a k i n g s .  However, s i n c e  much of  
t h a t  p r o g r e s s  seems t o  be based  o n l y  on a more l i b e r a l  o r  more 
e x c e p t i o n a l .  a p p l i c a t i o n  of t h e  Mexican i n v e s t m e n t  law, I wonder 
i f  a more fundamen ta l  r e fo rm of t h e  law i t s e l f  would n o t  enhance  
f o r e i g n  i n v e s t o r s '  c o n f i d e n c e  i n  a more s u s t a i n a b l e  and l a s t i n g  
manner . 

S i m i l a r  c o n s i d e r a t i o n s  w i t h  r e g a r d  t o  t h e  p o t e n t i a l  c o n t r i -  
b u t i o n  t o  t h e  ad jus tn i en t  e f f o r t  a p p l y  t o  measu res  aimed a t  
p r e v e n t i n g  and r e v e r s i n g  p r i v a t e  s e c t o r  c a p i t a l  o u t f l o w s .  I n  
t h i s  r e g a r d ,  t h e  s t a f f  r e p o r t  s t a t e s  on page  35 t h a t  n o n i d e n t i -  
€ i e d  c a p i t a l  f l ows  a r e  p r o j e c t e d  t o  d e c r e a s e  f rom USS2.5 b i l l i o n  
a n n u a l l y  i n  1985 t o  a b o u t  USS0.5 b i l l l G n  a n n u a l l y  i n  1986-87. 
Does t h i s  p r o j e c t i o n  imply t h a t  t h e r e  w i l l  be  no  r ea l  t u r n a r o u n d  
i n  c a p i t a l  f l i g h t ?  I t  would be u s e f u l  i f  t h e  s t a f f  commented on 
t h i s  i s s u e .  

I would l i k e  t o  a s s o c i a t e  m y s e l f  w i t h  t h e  s t a f f ' s  obse rva -  
t i ons :  r e g a r d i n g  the s t r u c t u r a l  component of t h e  program, 
e s p e c i a l l y  where t h e y  s t r e s s  t h e  c r i t i c a l  i m p o r t a n c e  of p u b l i c  
e x p e n d i t u r e  r e s t r a i n t ,  t r a d e  l i b e r a l i z a t i o n ,  and f o r e i g n  d i r e c t  
i n v e s t m e n t .  1 a l s o  b e l i e v e  t h a t  i n  t h e  f i n a l  a n a l y s i s ,  t h e  
s o l u t i o n  t o  Mex ico ' s  problems l i e s  i n  t h e  t r a n s f o r m a t i o n  of t h e  
economy from impor t  s u b s t i t u t i o n  t o  e x p o r t  o r i e n t a t i o n ,  w i t h  t h e  
l a t t e r  of course f o c u s i n g  on t h e  n o n - o i l  s e c t o r .  U n f o r t u n a t e l y ,  
a E t e r  r e a d i n g  t h e  s t a f f  r e p o r t s ,  T have  been  l e f t  w i t h  t h e  
i m p r e s s i o n  t h a t  t h e  n e c e s s a r y  r e s t r u c t u r i n g  p r o c e s s  w i l l  remain 
r a t h e r  slow f o r  the coming 18 months.  A p o l i c y  s t a n c e  ccmbin ing  
veak d o m e s t i c  demand management w i t h  r a t h e r  modest s t r u c t u r a l  
.i.mprovernents, w h i l e  a t  t h e  same t i m e  a i m i n g  a t  r e l a t i v e l y  higil  
economic growth  r a t e s ,  w i l l  r e m a i n  s u s t a i n a b l e  o n l y  w i t h  a con- 
i i n u e d  s i z a b l e  i n c r e a s e  i n  f o r e i g n  d e b t .  Such a p o l i c y  s t a n c e ,  
i f  m a i n t a i n e d ,  would g i v e  r i s e  t o  s e r i o u s  c o n c e r n s  a b o u t  MexiciJ 's  
scrlvency i n  t h e  l o n g e r  te rm.  
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I would s t r o n g l y  recommend t h a t  t h e  a u t h o r i t i e s  r e c o n s i d e r  
t h e i r  a d j u s t m e n t  s t r a t e g y  w i t h  a v iew t o  a iming  a t  a n  a c c e l e r a t e d  
r e d u c t i o n  o f  d o m e s t i c  and e x t e r n a l  imba lances  by t a k i n g  a d v a n t a g e  
of every  o p p o r t u n i t y  t h a t  m i g h t  p resent  i t s e l f .  I n  such  a pro- 
c e s s ,  I b e l i e v e  t h a t  t h e  a u t h o r i t i e s  would b e  w e l l  a d v i s e d  t o  
lower  t h e i r  a m b i t i o u s  g rowth  o b j e c t i v e s  t o  l e v e l s  t h a t  would be 
more commensurate  wi th  t h e  e x t r a o r d i n a r y  h i g h  f o r e i g n  d e b t  burden .  
I s u p p o r t  t h e  proposed d e c i s i o n  on t h e  s tand-by a r r angemen t  and 
i t s  a p p r o v a l  i n  p r i n c i p l e .  

H r .  Sengupta  made t h e  f o l l o w i n g  s t a t e m e n t :  

Mexico 's  r e q u e s t  f o r  a s t and-by  a r r angemen t  i s  gu ided  by 
c o n s i d e r a t i o n s  of not  o n l y  overcoming e x t e r n a l  imba lances  c r e a t e d  
by t h e  s h a r p  d r o p  i n  t h e  p r i c e  of o i l - - a  major  e x p o r t  item f o r  
Mexico--but a l s o  making a n  a d j u s t m e n t  e f f o r t  t h a t  would p l a c e  i t  
on a pa th  of s t e a d y  growth  w i t h  d i v e r s i f i c a t i o n  of e x p o r t s .  The 
f a l l  i n  o i l  p r i c e s  h a s  r e s u l t e d  i n  a l o s s  of d o m e s t i c  s a v i n g s  
e q u i v a l e n t  t o  t h e  t o t a l  d o m e s t i c  p r o d u c t i o n  of t h e  economy. The 
program h a s  i m p o r t a n t  e l e m e n t s  of s t r i c t  f i s c a l  and monetary 
d i s c i p l i n e  ~ 'as w e l l  as  s t r u c t u r a l  and s u p p l y - o r i e n t e d  p o l i c i e s .  
The re fo re . ,  w e  s u p p o r t  t h e  proposed  d e c i s i o n  and hope t h a t  t h i s  
a p p r o v a l  i n  p r i n c i p l e  will h e l p  i n  o b t a i n i n g  t h e  c r i t i c a l  mass 
needed f o r  t h e  program t o  succeed .  

The economic per formance  of Mexico d u r i n g  1985 was somewhat 
mixed. T h e r e  was a d e c e l e r a t i o n  of  growth of o u t p u t ,  a slowdown 
i n  domes t i c  r e a l  i n v e s t m e n t ,  and a worr isome c o n t i n u i n g  h i g h  
i n f l a t i o n  ra te .  T h e r e  w a s  a l a r g e  i n c r e a s e  i n  c e n t r a l  govern-  
ment e x p e n d i t u r e s  and n e t  c r e d i t  t o  t h e  p u b l i c  s e c t o r .  Net 
i n t e r n a t i o n a l  r e s e r v e s  d e c l i n e d  and d i r e c t  c a p i t a l  o u t  f lows  were 
s u b s t a n t i a l .  T h e r e  was a m a r g i n a l  s u r p l u s  on t h e  c u r r e n t  a c c o u n t .  

However, Mexico was i n  a good p o s i t i o n  t o  r e d u c e  s l i p p a g e s  
i n  per formance .  In 1985, t h e  c o u n t r y  was i n  t h e  t h i r d  year  of 
a n  ex tended  a r r angemen t  a n d ,  t h e r e f o r e ,  c o u l d  work o u t  c o r r e c t i v e  
measu res  by t h e  m i d d l e  of t h e  y e a r ,  i n c l u d i n g  c u t s  in expans ion  
o f  d o m e s t i c  hank c r e d i t ,  f l e x i b l e  management of exchange and 
i n t e r e s t  r a t e s ,  a u t h o r i z a t i o n  f o r  commerc ia l  banks  t o  o p e r a t e  i n  
t h e  p a r a l l e l  exchange marke t ,  a d o p t i o n  of t h e  management f low 
s y s t e m  of exchange ,  and l i b e r a l i z a t i o n  of impor t  t a r i f f s .  These  
p rov ided  a good b a s i s  f o r  t h e  proposed  s t r u c t u r a l  a d j u s t m e n t  
program,  which would be suppor t ed  by a n  18-month s tand-by  
a r r a n g e m e n t .  The f i s c a l  e f f o r t  e n v i s a g e d  under  t h e  program i s  
s i g n i f i c a n t ,  \de welcome t h e  i n t e n d e d  s t r u c t u r a l  re form of t h e  
t a x  s y s t e m  and t h e  measures  i n  t he  area of t a r F f f  a n d  e x p e n d i t u r e  
c u t s .  
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The most i m p o r t a n t  a spec t  of t h e  p r o p o s a l s  i s  t h e  change  i n  
t h e  methods of e v a l u a t i n g  and m o n i t o r i n g  f i s c a l  p o l i c y .  T h i s  i s  
p e r h a p s  t h e  f i r s t  t i m e  t h a t  t h e  Fund h a s  a g r e e d  t o  u s e  t h e  con- 
c e p t s  of o p e r a t i o n a l  b a l a n c e  and p r t m a r y  b a l a n c e  i n  t h e  c o n t e x t  
of a s tand-by  a r r angemen t .  C l e a r l . ~ ,  t h e  change  froin t h e  conven- 
t i o n a l  b a l a n c e  cor lcept  s h o u l d  he h e l p E u l  i n  e v a l u a t i n g  t h e  
f i s c a l  e f f o r t  i n  r ea l  terms b e c a u s e  t h e  new c o n c e p t s  e x c l u d e  t h e  
e f f e c t  of i n f l a t i o n  on p u b l i c  e x p e n d i t u r e .  However, s i n c e  t h e  
aim of t h e  a u t h o r i t i e s '  p o l i c y  i s  t h e  e l i m i n a t i o n  oE i n f l a t i o n  
and t h e  s t i m u l a t i o n  of g rowth ,  t o g e t h e r  w i t h  t h e  improvement i n  
t h e  c u r r e n t  a c c o u n t  b a l a n c e ,  i t  i s  n o t  c l e a r  how u s e f u l  t h e  new 
concept  w i l l  be .  It  would be  h e l p f u l  i f  t h e  s t a f f  commented on 
t h e  s u b j e c t  and t h e  c o n d i t i o n s  u n d e r  which such  d e f i c i t  c o n c e p t s  
c o u l d  be used  i n  o t h e r  Fund-suppor ted  a r r a n g e m e n t s .  The 
s t r u c t u r a l  p o l i c i e s ,  e s p e c i a l l y  t h o s e  r e l a t i n g  t o  t r a d e ,  a re  
ma jo r  ones  b u t  this i s  n o t  a w h o l l y  r i s k l e s s  s t r a t e g y ,  g i v e n  t h e  
g e n e r a l  p r o t e c t i o n i s t  env i ronmen t  and t h e  terms of t r a d e  p o s i t i o n .  

The f i s c a l  and monetary  r e s t r a i n t  p o l i c y  t h a t  would l i b e r a l -  
i z e  t r a d e  and r e d u c e  t h e  s i z e  of t h e  p u b l i c  s e c t o r  i s  e x p e c t e d  
t o  p r o v i d e  f i n a n c i a l  s t a b i l i t y  and i n s u l a t e  t h e  economy from 
f u r t h e r  shoc.ks of t h e  o i l  m a r k e t .  I n  any  e v e n t ,  g i v e n  t h e  s i z e  
of t h e  a d j u s t m e n t  e f f o r t ,  i t  w i l l  b e  n e c e s s a r y  t o  e n s u r e  t h a t  
t h e  program does  n o t  g o  o f f  t r a c k  owing t o  n e g a t i v e  deve lopmen t s  
ove r  which t h e  a u t h o r i t i e s  h a v e  l i t t l e  o r  no  c o n t r o l .  The 
r a t i o n a l e  f o r  t h e  c o n t i n g e n c y  mechanisms i s  t h u s  c lear  and wor thy  
of s u p p o r t .  

O f  t h e  two c o n t i n g e n c y  mechanisms,  t h e  one  r e l a t i n g  t o  o i l  
p r i c e  changes  would be of g r e a t  i m p o r t a n c e  f o r  d e v e l o p i n g  coun- 
Cries s e e k i n g  Fund s u p p o r t  when i m b a l a n c e s  i n  e x t e r n a l  payments  
o c c u r  owing t o  t h e  f a l l  i n  p r i c e s  of n o n - o i l  p r i m a r y  commodi t ies .  
I t  is  b e s t  t o  i n c o r p o r a t e  t h i s  mechanism i n  most  f u t u r e  s tand-by  
a r r a n g e m e n t s ,  s i n c e  i t  w i l l  p r o v i d e  more room f o r  E i n a n c i a l  
m a n e u v e r a b i l i t y .  The p o s s i b i l i t y  of i n c l u d i n g  such  a mechanism 
i n  ongoing s tand-by  a r r a n g e m e n t s  w i t h  c o u n t r i e s  t h a t  depend 
c r i t i c a l l y  on them might  a l s o  be examined.  Even i f  such  a n  
e x p l i c i t  i n c l u s i o n  i s  n o t  made i n  t h e  a r r a n g e m e n t s  a5 s u c h ,  i t  
s h o u l d  be  p o s s i b l e  t o  work o u t  i n  a n  a c c o u n t i n g  framework t h e  
v a r i o u s  outcomes if such  a c o n t i n g e n c y  mechanism were a d o p t e d .  
The r e s u l t s  of such  a n  a c c o u n t i n g  e x e r c i s e  w i l l  g u i d e  t h e  
E x e c u t i v e  Board i n  t h e  e x a m i n a t i o n  of programs 01' of pe r fo rmance  
c r i t e r i a .  

T h e r e  seems t o  be much u n c e r t a i n t y  a b o u t  t h e  economic growth  
c o n t i n g e n c y  s i n c e  t h e  c r i t i c a l  mass of t h e  f i n a n c i n g  a r r angemen t  
€ o r  Mesico  has n o t  yeL been r e a c h e d .  Al though the Fund may n o t  
be f i n a n c i a l l y  commFtted t o  s u c h  a mechanism a t  t h i s  s t a g e ,  i t  
shou1.d be p o s s i b l e  t o  keep  t h e  o p t i o n  o p e n ,  e s p e c i a l l y  i f  t h e  
Fund f ee l s  growth  s h o u l d  be a s s u r e d  i n  the a d j u s t m e n t :  program 
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by u t i l i z i n g  s u c h  a mech.anism. 
Fund t o  overcome t h e  b i a s  of i t s  programs and t o  promote a d j u s t -  
ment w i t h  growth.  

T h i s  f l e x i b i l i t y  w i l l  h e l p  t h e  

A s  t o  t h e  medium-term s c e n a r i o ,  t h e r e  are  fa r  t o o  many 
u n c e r t a i n t i e s  i n  Mexico ' s  case b e c a u s e  t h e  c a p i t a l  f l i g h t  problern 
h a s  been s e r i o u s  and t h e  i n f l a t i o n  r a t e  h a s  been  v e r y  h igh .  Even 
i f  one were t o  a g r e e  w i t h  a l l  t h e  a s s u m p t i o n s  made i n  t h e  s t a f f  
r e p o r t ,  t h e  r e s o u r c e  gap  may w e l l  t u r n  o u t  t o  be  l a r g e r  t h a n  
a n t i c i p a t e d  b e c a u s e  t h e  a d j u s t m e n t  e f f o r t  r e q u i r e d  d u r i n g  t h e  
medium te rm would be  such  t h a t  t h e  i n c r e m e n t a l  s a v i n g s  t o  income 
r a t i o  would have  t o  be  o v e r  40 p e r c e n t  ove r  t h e  1987-1991 p e r i o d .  
Al though Mr. Goos b e l i e v e s  t h a t  t h e  g r o s s  s a v i n g s  r a t i o  i s  n o t  
a d e q u a t e ,  i t  s h o u l d  be no ted  t h a t  t h e r e  a r e  l i m i t a t i o n s  i n  
p r a c t i c e  t h a t  s h o u l d  be k e p t  i n  mind. It s h o u l d  a l s o  be  k e p t  in 
mind t h a t  t h e  growth  r a t e  i n  non-o i l  p r o d u c t s  h a s  been  s u b s t a n -  
t i a l  i n  rea l  terms; i t  would be h e l p f u l  t o  know how t h e  s t a f f  
a r r i v e d  a t  t h e  growth  f igu res - -whe the r  t h e y  were based  on some 
p r e d i c t i o n  of p a s t  b e h a v i o r  o r  on t h e  b a s i s  of d e t a i l e d  a n a l y s i s  
of t h e  d i f f e r e n t  t y p e s  of e x p o r t  p r o d u c t s  t h a t  t h e  s t a f f  hoped 
t h e  a u t h o r i t i e s  would be  a b l e  t o  encourage .  The b e h a v i o r  of  p r i -  
v a t e  c a p i t a l  f lows-- tke  most u n c e r t a i n  e l emen t  i n  t h e  scena r io - -  
would v e r y  much i n f l u e n c e  t h e  outcome. I n  t h i s  r e s p e c t ,  s i n c e  
c o n f i d e n c e  i n  Mexico ' s  pe r fo rmance  would be c r i t i c a l ,  t h e  r e q u e s t  
f oz- a s tand-by a r r angemen t  would c e r t a i n l y  a i d  Mexico more than  
i s  a p p a r e n t .  

D e s p i t e  a l l  ou r  e f f o r t s  and a p p r o v a l  of t h e  s tand-by 
a r r angemen t  i n  p r i n c i p l e ,  a q u e s t i o n  may be r a i s e d  a b o u t  t h e  
a l t e r n a t i v e s  s h o u l d  bank f i n a n c i n g  n o t  be  s u f f i c i e n t  f o r  Mexico ' s  
needs .  I n  h i s  opening  s t a t e m e n t ,  M r .  O r t i z  s t a t e s  t h a t  h i s  
a u t h o r i t i e s  have s o u g h t  t o  a r r a n g e  d e b t  s e r v i c e  payments t o  
banks  i n  a c c o r d a n c e  w i t h  Mexico ' s  a b i l i t y  t o  pay under  t h e  t e rms  
of a d j u s t m e n t ,  and have  r e q u e s t e d  more f a v o r a b l e  d e b t  f i n a n c i n g  
terms i n  t h e  medium term. It  would be u s e f u l  t o  have more 
d e t a i l s  on t h i s  a s p e c t  and on t h e  p r o g r e s s  of t h e  n e g o t i a t i o n s  
w i t h  the banks.  It  would be u s e f u l  t o  examine t h e  r ange  of 
a c t i o n s  t h a t  t h e  Fund and o t h e r  b i l a t e r a l  c r e d i t o r s  and d o n o r s  
c o u l d  t a k e  i n  such  a s i t u a t i o n  t o  i n f l u e n c e  banks t o  t a k e  a 
p o s i t i v e  v iew on t h e  f i n a n c i n g  a r r a n g e m e n t .  

The re  h a s  a l r e a d y  been  much s p e c u l a t i o n  i n  the press t h a t  
Mexico w i l l  p r o v i d e  t h e  f i r s t  t e s t  of t h e  Raker  d e b t  i n i t i a t i v e .  
I f  t h i s  t e s t  f a i l s  owing t o  t h e  banks '  r e l u c t a n c e  and h e s i t a t i o n ,  
i n t e r n a t i o n a l  a d j u s t m e n t  f o r  h i g h l y  i n d e b t e d  c o u n t r i e s  w i l l  be  
e x t r e m e l y  d i f f i c u l t .  We hope t h a t  t h e  banks do n o t  a c t  i n  t h e  
manner d e t r i m e n t a l  t o  i n t e r n a t i o n a l  a d j u s t m e n t .  

I n  s u p p o r t i n g  t h i s  program,  I would l i k e  t o  e x p r e s s  my con- 
s t i t u e n c y ' s  f u l l  s u p p o r t  f o r  the way i n  which you, C h a t r m a r t ,  
have c o n d u c t e d  t h e  n e g o t i a t i o n s .  
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N r .  R y e  made t h e  f o l l o w i n g  s t a t e m e n t :  

I n  my o p i n i o n ,  t o d a y ' s  d i s c u s s i o n  p r e s e n t s  t h e  E x e c u t i v e  
Board w i t t i  some v e r y  s e r i o u s  i s s u e s .  L i k e  M r .  P o l a k ,  I have  
found i t  d i f f i c u l t  t o  c o n c l u d e  t h a t  t h e  Mexican a d j u s t m e n t  pro-  
gram i s  a d e q u a t e  enough t o  deal.  wi.th t h e  c r i s i s  t h a t  t h e  c o u n t r y  
f a c e s . .  I n  p a r t i c u l a r ,  I would have  e x p e c t e d  t o  see more p r i o r  
a c t i r n s  and l e s s  o f . t h e  program e x p r e s s e d  i n  t h e  form of good 
i n t e n t i o n s  f o r  t h e  f u t u r e .  

One s t a r t i n g  p o i n t  m i g h t  be t o  n o t e  t h a t  t h e  p r e v i o u s  pro-  
gram was w e l l  on t h e  way t o  b e i n g  d e r a i l e d  b e f o r e  t h e  e a r t h q u a k e  
of September  1985 and t h e  s u b s e q u e n t  s h a r p  d e c l i n e  i n  o i l  p r i c e s .  

C h a r t s  9 and 1 0 ( b )  of t h e  s t a f f  r e p o r t  a r e  p a r t i c u l a r l y  
i n s t r u c t i v e .  These  show t h a t  toward  t h e  end of  1984,  i n t e r e s t  
ra tes  had l o s t  much of t h e i r  a t t r a c t i v e n e s s  compared w i t h  f o r e i g n  
i n t e r e s t  r a t e s - - t a k i n g  exchange  r a t e  movements i n t o  account--and 
remained n e g a t i v e  i n  real  terms, and t h a t  t h e  r e a l  e f f e c t i v e  
v a l u e  of t h e  p e s o  h a d  been  a l l o w e d  t o  a p p r e c i a t e  t h r o u g h o u t  1983 
and 1984. A l so  s t r i k i n g  i s  t h e  much g r e a t e r  t h a n  programmed 
i n c r e a s e  i n  n e t  d o m e s t i c  c r e d i t  i n  1985 ,  as  shown i n  T a b l e  9 of 
t h e  s t a f f  r e p o r t .  

T h i s  background c e r t a i n l y  a d d s  w e i g h t  t o  t h e  v i ew t h a t  t h e  
key e l e m e n t s o f  t h e  new a d j u s t m e n t  program f o r  Mexico w i l l  a g a i n  
need t o  be  monetary  and f i s c a l  r e s t r a i n t  an.d a c o m p e t i t i v e  
exchange  r a t e  p o l i c y .  

A s  t o  f i s c a l  p o l i c y ,  i n  t e r m s  of t h e  con- Jen t iona l  measure  of 
t h e  f i s c a l  p o s i t i o n ,  a d e f i c i t  e q u i v a l e n t  t o  n e a r l y  1 7  p e r c e n t  of 
G D P  i s  p r o j e c t e d  f o r  1986. T h i s  i s  s u b s t a n t i a l l y  h i g h e r  t h a n  
t h e  5 p e r c e n t  f i g u r e  t h a t  had b e e n  programmed f o r  1985, and t h e  
1.0 p e r c e n t  o u t t u r n  which was i n s t r u m e n t s 1  i n  u p s e t t i n g  t h e  program 
under  t h e  e x t e n d e d  a r r angemen t .  The a c c e l e r a t i o n  of i n f l a t i o n  i n  
Mexi.co h a s  c o m p l i c a t e d  t h e  t a s k  of a s s e s s i n g  f i s c a l  p o l i c y ,  and 
t h e  a l t e r n a t i v e  measures  of t h e  f i s c a l  b a l a n c e  used  by t h e  s t a f f  
and t h e  a u t h o r i t i e s  c a n  be  h e l p f u l .  However, t h o s e  measures d o  
need t o  be i n t e r p r e t e d  w i t h  some c a u t i o n .  

I n  t h i s  r e g a r d ,  I have  two r e l a t e d  p o i n t s .  F i r s t ,  a t  a 
ti.me when monetary p o l i c y  i s  d i r e c t e d  toward a c h i e v i n g  a f a l l  in 
i n f l a t i o n - - t h i . s  has y e t  t o  be r e f l e c t e d  i n  i n f l a t i o n a r y  expecta- 
t i o n s  and t h u s  i n  nominal  i n t e r e s t  rates--real  i n t e r e s t  r a t e s  
will t e n d  t o  r i s e  and c e t e r i s  p a r i b u s  s o  w i l l  t h e  o p e r a t i o n a l  
d e f i c i t .  T a b l e  6 of t h e  s t a f f  r e p o r t  shows t h a t  t h e r e  i s  indeed  
a n  i n c r e a s e  i n  r ea l  i n t e r e s t  payments  e n v i s a g e d  f o r  1986 compared 
w i t h  1385.  I n  my o p i n i o n ,  i f  Mex ico ' s  d i s i n f l a t i o n  p o l i c i e s  a r e  
t o  be s u c c e s s f u l ,  there  w i l l .  have  t o  be  a f u r t h e r  i n c r e a s e  i n  
i n t e r e s t  payments  i n  1 9 8 7 .  
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My second p o i n t ,  whi.ch r e l a t e s  a s  much t o  t h e  p r imary  
b a l a n c e  concep t  a s  t o  t h e  o p e r a t i o n a l  b a l a n c e ,  i s  t h a t  i n t e r e s t  
ra tes - -and  t h u s  payments--in 1984 and 1985 were below d e s i r a b l e  
l e v e l s .  Thus,  a n  improvement i n  t h e  non-o i l  p r imary  b a l a n c e  
between 1985 and 1987 w i l l  be r e q u i r e d  n o t  o n l y  t o  c o r r e c t  f o r  
t h e  d e v i a t i o n s  i n  f i s c a l  p o l i c y  i n  1985 and f o r  t h e  l o s s  of o i l  
r e v e n u e s ,  b u t  a l s o  t o  o f f s e t  t h e  n e c e s s a r y  i n c r e a s e  i n  real  
i n t e r e s t  payments.  

Mexico h a s  moved t o  e l i m i n a t e  t h e  i n f l a t i o n  component of 
i n t e r e s t  payments by c o r p o r a t i o n s  as a d e d u c t i o n  from income 
a s s e s s a b l e  f o r  income tax.  Although I c a n  u n d e r s t a n d  t h e  l o g i c  
of t h i s  measure ,  i t  r e p r e s e n t s  o n l y  a p a r t i a l  c o r r e c t i o n  f o r  t h e  
e f f e c t s  of i n f l a t i o n  on t h e  c o r p o r a t e  tax sys tem.  A s  I under- 
s t a n d  i t ,  most of t h e  s u p p o r t e r s  o f  measures  a l l o w i n g  f o r  t h e  
e f f e c t s  of i n f l a t i o n  i n  d e f i n i n g  tax a s s e s s a b l e  income a l s o  
a r g u e  t h a t  i n v e n t o r i e s  and d e p r e c i a t i o n  of c a p i t a l  assets  s h o u l d  
be viewed i n  terms of c u r r e n t  r a t h e r  t h a n  h i s t o r i c  c o s t s .  It I s  
n o t  whether  t h e s e  p r o v i s i o n s  a re  i n  t h e  t a x  sys t em a l r e a d y  o r  
whether  t h e  a u t h o r i t i e s  i n t e n d  t o  make them. I f  n o t ,  t h e r e  
migh t  be some r e a s o n  f o r  c o n c e r n  t h a t  i n v e s t m e n t  and b u s i n e s s  
a c t i v i t i e s  would s u f f e r .  

I am d o u b t f u l  a b o u t  whe the r  i h e  f i s c a l  p o l i c y  p r o p o s a l s  a re  
a d e q u a t e .  Two c o n s i d e r a t i o n s  s u g g e s t  t o  m e  t h a t  some f u r t h e r  
a d j u s t m e n t  might  be b e n e f i c i a l .  F i r s t ,  t h e  o p e r a t i o n a l  d e f i c i t  
as  a p e r c e n t a g e  of  GNP i s  p r o j e c t e d  t o  be  l a r g e r  i n  1986 than i n  
1985,  a y e a r  when f i s c a l  p o l i c y  was c l e a r l y  i n a d e q u a t e .  Second,  
i t  would be h e l p f u l  t o  minimize t h e  p r e s s u r e  on monetary p o l i c y  
from t h e  f i r s t  s i d e  t o  t h e  g r e a t e s t  e x t e n t  p o s s i b l e .  

I s h a r e  M r .  P o l a k ' s  d o u b t s  a b o u t  t h e  adequacy  of t h e  a u t h o r -  
i t i e s '  approach  t o  monetary  p o l i c y ,  i n  p a r t i c u l a r  whether  i t  
w i l l  d o  enough--or even any th ing - - to  combat Mexico 's  growing 
in.f l a t i o n a r y  c r i s i s .  

T h i s  b r i n g s  me t o  some g e n e r a l  o b s e r v a t i o n s  on t h e  "growth" 
and s t r u c t u r a l  e l e m e n t s  of t h e  program. F i r s t ,  I f u l l y  e n d o r s e  
t h e  t r a d e  l i b e r a l i z a t i o n  program. T h i s  s h o u l d  h e l p  c o n s i d e r a b l y  
i n  l e a d i n g  t o  a more e f f i c i e n t  a l l o c a t i o n  of r e s o u r c e s  i n  Mexico. 
I s h o u l d  emphas ize  t h a t  Mexico ' s  t r a d i n g  p a r t n e r s  must r e c i p r o -  
c a t e  i n  t h i s  a r e a .  Second,  I s e e  exchange  r a t e  p o l i c y  -as p l a y i n g  
a key ro l e - -pe rhaps  t h e  c e n t r a l  r o l e - - i n  promot ing  s u s t a i n a b l e  
growth  i n  Mexico a s  t h e  economy i s  opened' t o  t h e  p r e s s u r e s  of  
c o ~ p e t i t i o n  from abroad  and f a c e s  t h e  need t o  b u i l d  i n t e r n a t i o n a l  
c o m p e t i t i v e  i n d u s t r i e s  t h a t  w i l l .  s u b s t i t u t e  f o r  t h e  l o s s e s  
s u f f e r e d  i n  t h e  o i l  s e c t o r .  It  i s  c l e a r  f rom the  s t a f f  p a p e r s  
t h a t  n o n - o i l  e x p o r t s  a r e  r e s p o n s i v e  t o  changes  i n  t h e  r e a l  e f f e c -  
t i v e  exchange  r a t e .  But  i t  i s  n o t  c l ea r  whe the r  t h e  p r e s e n t  r ea l  
e f f e c t i v e  r a t e ,  which i s  a t  a b o u t  t h e  l e v e l  a c h i e v e d  a t  t h e  
e a r l i e s t  s t a g e  of  t h e  ex tended  a r r a n g e m e n t  i s  a d e q u a t e ,  g i v e n  
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t h e  a d v e r s e  deve l .opnents  i n  t h e  t e r m s  of t r a d e  and t h e  moves 
toward impor t  l i b e r a l i z a t i o n  s i n c e  1983. 1 a l s o  wonder w h e t h e r  
a q u i c k  move t o  u n i f y  t h e  r a t e  might  n o t  h e l p  t o  remove uncer -  
t a i n t i e s ,  e s p e c i a l l y  a s  t h e  d i f f e r e n t i a l  between t h e  r a t e s  i s  a t  
p r e s e n t  r e l a t i v e l y  small. 

I n o t e  w i t h  s u r p r i s e  t h a t , ,  d e s p i t e  t h e  a u t h o r i t i e s '  
e x p r e s s e d  i n t e n t i o n s  t o  l i b e r a l i z e  t h e  f o r e i g n  i n v e s t m e n t  r e g i m e ,  
no  a l lowance  i s  made i n  t h e  medium-term s c e n a r i o  f o r  a n  i n c r e a s e  
i n  t h e s e  f l o w s .  

The s t a t e m e n t  t h a t  " c o n t i n u e d  n e g a t i v e  p r i v a t e  c a p i t a l  f l o w s  
o v e r  t h e  p e r i o d  t h r o u g h  1 9 9 1  r e f l e c t  t h e  a u t h o r i t i e s '  c a u t i o u s  
s t a n d  as r e g a r d s  r e l i a n c e  on p o s s i b l e  c a p i t a l  r e f l o w s  u n t i l  t h e  
b e n e f i c i a l  e f f e c t s  of t h e  economic program a re  c o n s o l i d a t e d "  
s u g g e s t s  t h a t  t h e s e  f l o w s  a r e  n o t  e x p e c t e d  t o  i n . c r e a s e  b e f o r e  
1991. I t  a l s o  s u g g e s t s  some l a c k  of f a i t h  by t h e  a u t h o r i t i e s  i n  
t h e i r  own a d j u s t m e n t  e f f o r t s ,  which i s  n o t  a n  e n c o u r a g i n g  s i g n .  

I would e n c o u r a g e  t h e  a u t h o r i t i e s  t o  make e v e r y  endeavor  t o  
r e a l i g n  p u b l i c  s e c t o r  t a r i f f s  and pr ices  t o  r e f l e c t  t r u e  r e s o u r c e  
c o s t s .  Some s t e p s  have  been  t a k e n ,  b u t  c l e a r l y  more r ema ins  t o  
be done ,  i n c l u d i n g  e n s u r i r , g  t h a t  p r i ces  and t a r i f f s  a r e  a d j u s r e d  
f o r  i n f l a t i o n .  While  i t  i s  u n d e r s t a n d a b l e  t h a t  t h e  a u t h o r i t i e s  
w i sh  t o  m a i n t a i n  t a r i f f s  f o r  some e s s e n t i a l  services a t  s u b s i -  __ 
d i z e d  l e v e l s  on a c c o u n t  of t h e  needs  o f  lor.-l.ncome g r o u p s  i n  t h e  
community,  I would e n c o u r a g e  c a r e f u l  s c r u t i n y  of e a c h  of t h e s e  
a r e a s  w i t h  a v iew t o  r e a l i g n i n g  c a r i f f s  and p r o v i d i n g  w e l f a r e  
a s s i s t a n c e  more s e l e c t i v e l y  and d i r e c t l y  t h r o u g h  t h e  b u d g e t .  

As t o  t h e  n o v e l  c o n t i n g e n c y  p r o v i s i o n s  of t h e  program,  1 
s h o u l d  make i t  c l ea r  t h a t  I a m  n o t  a g a i n s t  i n n o v a t i o n  i n  program 
c o n s t r u c t i o n ,  p rov ided  t h e  implications--particularly of t h e  
p r e c e d e n t s  set--are c a r e f u l l y  t h o u g h t  t h rough .  I s h o u l d  be 
happy indeed  i f  i t  c o u l d  be  d e m o n s t r a t e d  t h a t  t h i s  h a s  been done 
i n  Mex ico ' s  c a s e .  

From t h e  F u n d ' s  p o i n t  of v i e w ,  t h e  supp lemen ta ry  c a p i t a l  
e x p e n d i t u r e  mechanism might  be r e g a r d e d  as  t h z  less  i m p o r t a n t  of 
t h e  two i n n o v a t i o n s ,  s i n c e  i t  a p p e a r s  t h a t  i t s  a c t i v a t i o n  will 
n o t  r e q u i r e  a d d i t i o n a l  f u n d i n g  from t h i s  i n s t i t u t i o n .  I t  i s  more 
a m a t t e r  f o r  t h e  World Bank. N o n e t h e l e s s ,  the inechan'ism g i v e s  
r i s e  t o  surne d i f f i c u l t  q u e s t i o n s  of p r i n c i p l e .  

A t  t h e  b r o a d e s t  l e v e l ,  t h e  q u e s t i o n  i s  whe the r  i t  i s  
s e n s i b l e  o r  p r a c t i c a l  t o  u n d e r w r i t e  a g i v e n  r a t e  of  growth .  And 
s i n c e  when h a v e  w e  taken t h e  v i ew t h a t  more government  s p e n d i n g  
a u t o m a t i c a l l y  means inore g r o w t h ?  U n d e r  wh, i t  circumstances i s  
s u c h  a p r o v i s i o n  t o  be  i n c o r p o r a t e d  i n  p r o g r n m s - - t h a t  i s ,  w h a t  
a r e  t h e  bounds ,  i f  a n y ,  t o  t h e  precedent h tb ing  s e t ?  
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On a more practical .  n o t e ,  w i l l  t h e  mechanism he t r i g g e r e d  
a u t o m a t i c a l l y ,  i r r e s p e c t i v e  of t h e  c a u s e  of t h e  s h o r t f a l l  i n  
m a n u f a c t u r i n g  p r o d u c t i o n ?  F o r  example ,  t h e  s h o r t f a l l  may con- 
c e i v a b l y  r e f l e c t  a ma jo r  o u t b r e a k  of i n d u s t r i a l  u n r e s t .  

Another  p o s s i b i l i t y  i s  t h a t  p r o d u c t i o n  may be  a d v e r s e l y  
a f f e c t e d  by wage c o s t  p r e s s u r e s .  Wage r e s t r a i n t  :gas, of c o u r s e ,  
a key f a c t o r  i n  s e c u r i n g  i n c r e a s e d  o u t p u t  unde r  t h e  ex tended  
a r r angemen t .  The s t a f f  r i g h t l y  o b s e r v e s  on page 4 5  of i t s  
r e p o r t  t h a t  " s u b s t a n t i a l  a t t e n t i o n  w i l l  need t o  be  f o c s s e d  i n  
t h e  area of wages,  i f  c o m p e t i t i v e n e s s  i s  t o  be  m a i n t a i n e d  and 
i n f l a t i o n  r educed . "  However, l i t t l e  o r  n o t h i n g  i s  s a i d  a b o u t  
wages and wage p o l i c i e s  e l s e w h e r e  i n  t h e  r e p o r t .  T h i s  may be a 
matter  of q u i t e  imminent conce rn .  I u n d e r s t a n d  t h a t  t h e  
C o n f e d e r a t i o n  of Mexican '(.!orkers r e g a r d s  t h e  15 p e r c e n t  wage 
i n c r e a s e  g r a n t e d  on J u n e  1 as " i n a d e q u a t e , "  and t h a t  moves a r e  
unde r  way t o  s e c u r e  a 55 p e r c e n t  i n c r e a s e  i n  t h e  minimum wage 
e f f e c t i v e  October  1. 

A p r o c e d u r a l  q u e s t i o n  c o n c e r n s  t h e  r o l e  of t h e  Board i n  
d e t e r m i n i n g  what t h e  t r i g g e r  s h o u l d  be.  P a r a g r a p h  9 of t h e  tech-  
n i c a l  memorandum of u n d e r s t a n d i n g  s t a t e s  t h a t  " t h e  a d j u s t m e n t  
w i l l  become o p e r a t i v e  i f ,  a f t e r  March 3 1 ,  1987 ... t h e  12-month 
r a t e  of change i n  t h e  i n d e x  of m a n u f a c t u r i n g  p r o d u c t i o n  e n d i n g  
i n  March 1987 h a s  n o t  r eached  a l e v e l  a g r e e d  upon d u r i n g  t h e  
f i r s t  r ev iew unde r  t h e  s tand-by  a r r angemen t . "  W i l l  t h e  Roard be 
asked  t o  approve  t h e  t r i g g e r ?  I s  t h i s  l i k e l y  t o  be a c r e r e a b l e  
t o  t h e  World Rank and commerc ia l  banks  i n  view of t h e  f a c t  t h a t  
i t  i s  they  and n o t  t h e  Fund who w i l i  be  p r o v i d i n g  t h e  f i n a n c e  
unde r  t h i s  c a n t  i ngency  mechanism? 

- 

T h e  o t h e r  c o n t i n g e n c y  mechanism r e l a t i n g  t o  t h e  p r i c e  of  o i l  
a t  l eas t  h a s  t h e  merit of s i m p l i c i t y .  The main c o n c e r n s  have  t o  
do  w i t h  i t s  p r e c e d e n t - s e t t i n g  n a t u r e .  A s  I u n d e r s t a n d  i t ,  t h e  
mechanism i s  j u s t i f i e d  on two grounds :  Mexico ' s  h i g h  d e g r e e  of 
e x p o r t  dependence  on a s i n g l e  commodity; and t h e  f a c t  t h a t  o i l  
p r i c e s  a r e  p a r t i c u l a r l y  v o l a t i l e .  

It seeins t o  m e  v e r y  c lear  t h a t  if w e  approve  t h i s  program a s  
p r e s e n t e d  t o  u s ,  c o n t i n g e n c y  mechanisms of t h i s  k ind  canno t  be-- 
and i n d e e d  ough t  n o t  t o  be--confined t o  Mexico. The re  a r e  many 
member c o u n t r i e s  h e a v i l y  dependen t  on a s i n g l e  commodity f a r  
t h e i r  e x p o r t  r e c e i p t s - - i n  a good number of  c a s e s ,  t hey  a r e  a s  
h e a v i l y  dependen t  on o i l  as  Mexico. E q u a l l y  i m p o r t a n t ,  many of 
t h e s e  commodi t ies  a r e  s u b j e c t  t o  s h a r p  p r i c e  f l u c t u a t i . o n s .  

A l l  t h e s e  c o n s i d e r a t i o n s  g i v e  r i s e  t o  numerous q u e s t i o n s .  
Among t h e  more i m p o r t a n t  a r e  w h e t h e r  i t  i s  e n v i s a g e d  t h a t  such  
a c o n t i n g e n c y  mechanism w i l l  become a r e g u l a r  e l emen t  of arrange-  
me!its f o r  s u c h  c o u n t r i e s  i n  t h e  f u t u r e ;  whz7 degree o f  d e p e n d e n c e  
on a s i n g l e  Commodity and  what  e x t e n t  o f  p r i c e  f l u c t u a t i o n  Is 
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n e c e s s a r y  f o r  such i? mechanis rn ' to  be  p u t  i n  p l ace ;  and whe the r  
i t  ens ivaged  t h a t  such  mechanisms might  a p p l y  i n  r e l a t i o n  t o  
o t h e r  u n c e r t a i n t i e s ,  f o r  example ,  s h o r t f a l l s  in donor  s u p p o r t .  
I f  answers  c a n n o t  be  g i v e n  t o  t h e s e  q u e s t i o n s ,  t h e n  I would have  
t o  s a y  t h a t  I t h i n k  we  a r e  o p e n i n g  u p  a P a n d o r a ' s  box,  t h e  
c o n t e n t s  of  which migh t  p rove  e x c e e d i n g l y  awkward t o  h a n d l e .  It 
seems t o  m e  t h a t  t h i s  s u b j e c t  r e q u i r e s  i! f u l l - s c a l e  Board d i s -  
c u s s i o n  on t h e  b a s i s  of a c a r e f u l l y  c o n s i d e r e d  s t a f f  p a p e r .  

I do  n o t  q u e s t i o n  t h e  s e r i o u s n e s s  of Mexico ' s  b a l a n c e  of 
payments problem but: I a m  n o t  by any  means conv inced  t h a t  t h e  
s t r e n g t h  of Mex ico ' s  a d j u s t m e n t  e f f o r t s  i s  a d e q u a t e .  
u l a r ,  I a t t a c h  much impor t ance  t o  ear ly  i m p l e m e n t a t i o n  of t h e  
prorcised " s t r u c t u r a l  r e fo rm of t h e  t a x  s y s t e m , "  and of f u r t h e r  
a d j u s t m e n t s  t o  p r i c e s  and t a r i f f s  f o l l o w i n g  t h e  " c a r e f u l  
c o n s i d e r a t i o n "  t h a t  i s  t o  be g i v e n  t o  ' : s e v e r a l  s p e c i f i c  t a r i f f  
c a t e g o r i e s .  " Also  i m p o r t a n t  i s  t h e  " g e n e r a l  i n t e n t i o n  t o  keep  
t h e  r evenues  of t h e  p u b l i c  e n t e r p r i s e s  under  c l o s e  wa tch , "  a s  i s  
t h e  i n t e n t i o n  t o  a c h i e v e  " f u r t h e r  r e d u c t i o n "  of p a r a s t a t a l s  " i n  
t h e  coming months" and " t o  r a i se  t h e  l e v e l s  of e f f i c i e n c y  and 
p r o d u c t i v i t y  of t h e  [ r e m a i n i n g ]  s t r a t e g i c  and p r i o r i t y  firms of 
t h e  p u b l i c  s e c t o r . "  I have a l r e a d y  r e f e r r e d  t o  t h e  p r o b a b l e  
need f o r  f u r t h e r  a c t i o n s  on t h e  exchange  ra te .  The a u t h o r i t i e s  
w i l l  need t o  be r e s o l u t e  i n  imp lemen t ing  t h e i r  p o l i c i e s  i f  
Mexico ' s  a d j u s t m e n t  program i s  t o  s u c c e e d  i n  p r e v e n t i n g  t h e  
c o u n t r y ' s  e x t e r n a l .  p o s i t i o n  f rom becoming worse.  

I n  p a r t i c -  

F i n a l l y ,  t h e r e  i s  t h e  q u e s t i o n  of a p p r o v a l  of t h i s  program 
" i n  p r i n c i p l e . "  I do n o t  wish  t o  b e l a b o r  my c o n s i d e r a b l e  d o u b t s  
a b o u t  t h i s  q u e s t i o n .  However, I wonder what  o u r  p o s i t i o n  would  
be i f ,  a f t e r  hav ing  made s u c h  a d e c i s i o n ,  t h e  banks  and t h e  
a u t h o r i t i e s  were o n l y  a b l e  t o  r e a c h  ag reemen t  v i a  m o d i f i c a t i o n s  
t o  the program, f o r  example ,  by d r o p p i n g  t h e  banks '  p a r t i c i p a t i o n  
i n  t h e  c o n t i n g e n c y  mechanisms.  Would s u c h  a n  outcome n o t  l e a v e  
t h e  Board i n  a r a t h e r  awkward p o s i t i o n ?  

3: have  had g r e a t  d i f f i c u l t y  corning t o  a d e c i s i o n  on t h i s  
matter. .  I acknowledge t h e  magni tude  of Mex ico ' s  d i f f i c u l t i e s  
and t h e  n e e d  f o r  i n t e r n a t i o n a l  a s s i s t a n c e ,  i n c l u d i n g  Fund a s s i s -  
t a n c e ,  t o  overcome them. So I d o  n o t  t h i n k  i t  r i g h t  t o  oppose  
t h e  program o u t r i g h t  d e s p i t e  its s u b s t a n t i a l  i n a d e q u a c i e s  and 
u n c e r t a i n t i e s .  S u b j e c t  t o  s u c h  answers  a s  i t  may be p o s s i b l e  t o  
g i v e  t o  t h e  many q u e s t i o n s  I h a v e  r a i s e d ,  I t h i n k  t h a t  a t  t h i s  
s t a g e  my p r o p e r  r e c o u r s e  is t o  r e g i s t e r ' a n  a b s t e n t i o n .  

Mr. F u j i n o  made t h e  f o l l o w i n g  s t a t e m e n t :  

'The new economic program f o r  Mexico i s  a major s t e p  fo rward  
i n  a d d r e s s i n g  imba lances  m a g n i f i e d  by  t h e  s h a r p  f a l l  i n  o i l  
p r i c e s ,  a n d  t h e  s u p p o r t  t h a t  i s  e x p e c t e d  t o  b e  provided by t h e  
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i n t e . r n a t i o n a 1  f i n a n c i a l  ccmmuuity i n c l u d e s  a number of new 
f e a t u r e s  d e a l i n g  w i t h  t h e  p r e s e n t  p h a s e  of  t h e  d e b t  problem. 

P r i o r  t o  t h e  d r o p  in o i l  p r i ces  e a r l y  t h i s  y e a r ,  t h e  pre- 
v i o u s  s t a b i l i z a t i o n  program had a l r e a d y  e n c o u n t e r e d  d i f f i c u l t i e s  
i n  f i s c a l ,  monetary ,  and e x t e r n a l  a r e a s .  F i s c a l  p o l i c y  w a s  
l o o s e n e d ,  c a u s i n g  monetary  e x p a n s i o n  and reser tc  l o s s e s .  Correc-  
t i v e  measures  i n t r o d u c e d  i n  J u l y  1985, a l t h o u g h  e f f e c t i v e  i n  many 
r e s p e c t s  and p a r t i c u l a r l y  i n  t h e  exchange  r a t e  a d j u s t m e n t ,  was 
n o t  a d e q u a t e  enough t o  r e s t o r e  b a l a n c e  i n  t h e  economy t o  t h e  
l e v e l  e n v i s a g e d  u n d e r  t h e  e x t e n d e d  a r r a n g e m e n t .  
economic growth f a l t e r e d ,  i n f l a t i o n  a c c e i e r a t e d ,  and e x t e r n a l  
b a l a n c e s  became u n f a v o r a b l e .  
needed ,  and t h a t  need was f u r t h e r  s t r e n g t h e n e d  by a s h a r p  d e c l i n e  
i n  p e t r o l e u m  p r i c e s .  

In t h e  meantime, 

F u r t h e r  a d j u s t m e n t  was c l e a r l y  

The t w i n  o b j e c t i v e s  of b a l a n c e  o f  payments a d  j u s  t m e n t s  and 
long-term s u s t a i n a b l e  economic growth a r e  n o t  m u t u a l l y  e x c l u s i v e ,  
b u t  i n d e e d  r e i n f o r c e  one a n o t h e r .  The r e s t o r a t i o n  of c o n f i d e n c e  
i n  t h e  management of t h e  economy is  an e s s e n t i a l  c o n d i t i o n  f o r  
s e c u r i n g  t h e  e x t e r n a l  s u p p o r t  needed f o r  t h e  i m p l e m e n t a t i o n  of  
g r o w t h - o r i e n t e d  p o l i c i e s .  A t  tlie same t ime,  new measures  
i n c l u d e d  in t h e  program would work t o  c u s h i o n  t h e  impact  of 
f u r t h e r  u n f a v o r a b l e  devel-opments and t h e  need f o r  s e v e r e  a d  j u s t -  
ment f o r  c o n t i n u e d  growth.  The economy now h a s  t o  a d j u s t  t o  t h e  
reduced  l e v e l  of o i l  p r i c e s  i n  a c o n s t r u c t i v e  manner,  and t h i s  
w i l l  r e q u i r e  a n  e x p a n s i o n  of t h e  p r i v a t e  s e c t o r .  F i s c a l  r e t r e n c h -  
ment s e r v e s  t h e  p u r p o s e  of  a c h i e v i n g  t h i s  r e q u i r e d  change  i n  t h e  
economic s t r u c t u r e  a s  well as b a l a n c e  of payments a d j u s t m e n t s .  
The h i g h  r a t e  oE i n f l a t i o n  h a s  tended  t o  d i v e r t  p r i v a t e  i n v e s t -  
ment t o  u n p r o d u c t i v e  u s e s .  A c c o r d i n g l y ,  t i g h t e r  monetary  p o l i c y  
would have  a s a l u t a r y  e f f e c t  n o t  o n l y  on f i n a n c i a l  s t a b i l i t y ,  
b u t  a i s o  i n  e n h a n c i n g  t h e  e f f i c i e n c y  of  i n v e s t m e n t  t h r o u g h  a 
r e d u c t i o n  i n  t h e  r a t e  of i n f l a t i o n .  The f l e x i b l e  exchange r a t e  
p o l i c y  and encouragement  of d i r e c t  i n v e s t m e n t  a r e  a l s o  i n t e n d e d  
t o  a d d r e s s  b o t h  t h e  f i n a n c i a l  and s t r u c t u r a l  problems of t h e  
economy. 

Tndeed, t h e  new program r e p r e s e n t s  one of t h e  f i r s t  examples  
i n  which t h e  g r o w t h - o r i e n t e d  d e b t  s t r a t e g y  a d v o c a t e d  by S e c r e t a r y  
fJaker is a p p l i e d  o n  a l a r g e  s c a l e .  In a d d i t i o n  t o  t h e  a d j u s t m e n t  
e f f o r t s  by t h e  a u t h o r i t i e s  t h e m s o l v e s ,  d e v e l o p e d  c i u n t r i e s  and 
m u l t i l a t e r a l  f i n a n c i a l  i n s t i t u t i o n s  have  agreed--and commercial  
b a n k s  a r e  e x p e c t e d  t o  a g r e e - - t o  c o o p e r a t e  i n  p r o v i d i n g  € i n a n c i . a l  
s u p p o r t  t o  the program. Given ??,e roagni.tude o f  t h e  i m b a l a n c e s ,  
a d j u s t m e n t  w i l l  n o t  be a n  e a s y  t a s k ,  b u t  w i l l  be  c l o s e l y  watched 
by  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 2 n d  w i l l  have s i g n i f i -  
car i t  i m p l i c a t i o n s  f o r  i t s  a s s i s t a n c e  t o  o t h e r  c o u n t r i e s .  T h e  d e e p  
i n v o l v e m e n t  by t h e  Worid Bank i s  p a r t i . c u l a r l y  welcome. T h e  fl.nan- 
c i a 1  coinmitment by t h e  Rank 2s expec tcd  t o  arnounr t a  USS2 b l l l l o n  
this  c a l e n d a r  y e a r ,  a n d  its l o a n s  t o  cove!? v a r i o u s  p o l i . c y  a r e a s  
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re la ted  t o  growth  and s u p p l y - s i d e  m e a s u r e s ,  i n c l u d i n g  i t apor t  
l . i b e r a l i z a t i o n ,  i . n d u s t r i a 1  r e c o v e r y ,  and  t e c h n o l o g y  deve lopmen t .  

A major i s s u c  r e l a t e s  t o  t h e  s p e e d  of a d j u s t m e n t  and i n c l u -  
s i o n s  of ~ W O  c o n t i n g e n c y  mechanisms. Given  t h e  magn i tude  of 
a d j u s t m e q t  t h a t  h a s  a l r e a d y  been  made and t h e  s i z e  of t h e  r e q u i r e d  
a d j u s t m e L i t ,  I h a v e  n o  ma jo r  d i f f i c u l t i e s  w i t h  t he  s t r a t e g y  
chosen  by t h e  a u t h o r i t i e s  t o  implement  ad jus tment :  p o l i c i e s  over a 
somewhat ex tended  p e r i o d  w i t h  e x t e r n a l +  a s s i s t a n c e .  However, i t  
i s  c l e a r  t h a t  where e x t e r n a l  a s s i s t a n c c ?  i s  n o t  c o n s i s t e n t  w i t h  
t h e  medium-term b a l a n c e  of payments  l i a b i l i t y ,  a d j u s t m e n t s  w i l l  
have  t o  be made i n  a r e l a t i v e l y  s h o r t  p e r i o d .  The spee.' of  
a d j u s t m e n t  h a s  t o  be c a r e f u l l y  s e l e c t e d  on a case-by-case  basis.  

I n  this c o n t e x t ,  I have  some c o n c e r n  a b o u t  t h e  o b j e c t i v e  of 
r e d u c i n g  t h e  r a t e  of i n f l a t i o n .  I n f l a t i o n  h a s  c o n t i n u e d  t o  
remain  a t  a v e r y  h i g h  l e v e l  f o r  some t i m e ,  and i t  w i l l  be  o n l y  i n  
l a t e  1986 t h a t  t h e r e  w l l . 1  b e  a r e d u c t i o n  of i n f l a t i o n .  Because  
of e x t e n s i v e  p r i c e  c o r r e c t i o n  m e a s u r e s ,  i t  i s  u n d e r s t a n d a b l e  that 
t h e  r a t e  of i n f l a t i o n  w i l l  n o t  s u b s i d e  immedia t e ly .  In v iew o f  
t h e  impor t ance  of t h e  i s s u e ,  however ,  I wonder w h e t h e r  more 
a m b i t i o u s  g o a l s  cou ld  n o t  have  b e e n  se t  a n d ,  as  M r .  Foo t  and 
M r .  Goos have  men t ioned ,  a d d i t i o n a l  c lear  p o l i c y  measu res  have  
been s t i p u l a t e d  f o r  the : educ t ion  of t h e  r a t e  of  i n f l a t i o n .  Any 
f u r t h e r  comment by t h e  s t z f f  would be a p p r e c i a t e d .  _ _  

I s u p p o r t  t h e  two c o n t i n g e n c y  mechanisms.  However, c e r e  
s h o u l d  b e  e x e r c i s e d  t o  e n s u r e  t h 2 t  s u c h  mechanisms d o  n o t  lead 
t o  a weakening  of t h e  a d j u s t m e n t  e f f o r t s .  The two c o n t i n g e n c y  
c l a u s e s  shou ld  be  a p p l i e d  o n l y  when t h e  a u t h o r i t i e s  a d h e r e  t o  
t h e  a d j u s t m e n t  program and o n l y  f o r  t h e  p u r p o s e  of a v o i d i n g  
w e l l - i d e n t i f i e d  s o u r c e s  of u n f a v o t e b l e  deve lopmen t s  l e a d i n g  t o  
s l i p p a g e s .  

W i t h  r e s p e c t  t o  f i s c a l  p o l i c y ,  the Board d i s c u s s e d  i n  d e t a i l  
t h e  a p p r v p r i a t e n e s s  of u s i n g  t h e  c o n c e p t  of a n  o p e r a t i o n a l  b a l -  
ance on t h e  o c c a s i o n  of the s e m i n a r  on t h e  measurement  of f i s c a l  
d e f i c i t s  (Seminar  8 6 / 7 ) .  While  I do  n o t  f a v o r  e x c l u s i v e  r e l i a n c e  
on s u c h  a c o n c e p t ,  i t  c o u l d  be a u s e f u l  measure  of t h e  f i s c a l  
d e f i c i t  i f  u s e d  t o g e t h e r  w i t h  o t h e r  measu res .  I n  Mex ico ' s  case,  
t h e  o p 2 r a t i o n a l  b a l a n c e  i s  e x p e c t e d  t r J  show a small s u r p l u s  i n  
1987--ccmpared w i t h  a d e f i c i t  of 2.1 p e r c e n t  of GDP i n  1986--if 
t h e  r e a l  i n t e r e s t  r a t e  component d o e s  n o t  exceed  the  l e v e l s  of  
1985 a n d  1986.  I f  measured  by  t h e  p r i m a r y  b a l a n c e ,  e x c l u d i n g  
r evenue  from o i l  e x p o r t s ,  t h e  t o t a l  fiscal e f f o r t s  d v e r  the 
1986-37 p e r i o d  would amount t o  6 .5  p e r c e n t a g e  p o i n t s  of G13P. 
These  f i g u r e s  i n d i c a t e  t h a t  the e n v i s a g e d  f i s c a l  adj iJs  tment i s  
v e r y  la . rge,  b u t  a t  t h e  same t i m e  t h e  overall PSRR e x p e c t e d  f o r  
i 9 8 6 ,  e q u i v a l e n t  t o  1 7  p e r c e n t  of GDP, slso u n d e r s c o r e s  t h e  need 
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f o r  s t r o n g e r  e f f o r t s  i.n t h e  f u t u r e .  I t  i s  e n c o u r a g i n g  t o  n o t e  
i r r  M r .  O r t i z ' s  o p e n i n g  s t a t e m e n t  t h a t  t h e  backbone of the adj:lst--  
ment i s  a s h a r p  r e d u c t i o n  o f  p u b l i c  s e c t o r  d e f i c i t s .  I n .  t h i s  
c o n n e c t i o n ,  I t h i n k  t h a t  t h e  s t a f f  i s  c o r r e c t  i n  s t a t i n g  t h a t  it' 
t h e r e  were t o  b e  a s i g n i f i c a n t  r i s e  i n  t h e  real  i n t e r e s t  b u r d e n ,  
i t s  e f f e c t s  would need  t o  be  t a k e n  i n t o  a c c o u n t  i n  t h e  formula-  
t i o n  of p o l i c i e s .  

A s  t o  t a x  p o l i c i e s ,  I welcome 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  
p r o c e e d  w i t h  a s t r u c t u r a l  r e f o r m  of t h e  tax  sys tem.  Among o t h e r  
t h i n g s ,  d i s t o r t i o n s  on tax r e v e n u e s  a r i s i n g  from i n f l a t i c n  s h o u l d  
be  c o r r e c t e d  a s  s o o n  a s  p o s s i b l e .  The p r i c t n g  p o l i c i e s  of  p u b l i c  
c o r p o r a t i o n s  s h o u l d  b e  b a s e d  on a c o s t - r e c o v e r y  b a s i s .  I n  t h i s  
c o n t e x t ,  I n o t e  t h e  example of  t h e  Mexico C i t y  m e t r o  g i v e n  on 
page 5 of Mr. O r t i z ' s  o p e n i n g  s t a t e m e n t .  T h a t  program e n v i s a g e s  
a welcome r e d u c t i o n  i n  c u r r e n t  s p e n d i n g ,  w h i l e  m a i n t a i n i n g  t h e  
l e v e l  of c a p i t a l  o u t l a y s .  The Government has implemented a 
l a r g e - s c a l e  r e s t r u c t u r i n g  of t h e  p a r a s t a t a l  s e c t o r  and s u c h  
e f f o r t s  s h o u l d  be c o n t i n u e d  d u r i n g  t h e  prograin p e r i o d  a n d  beyond.  

The t i g h t e n i n g  of f i s c a l  p o l i c y  and t h e  r e s u m p t i o n  of t h e  
u s e  of  e x t e r n a l  c r e d i r s  by t h e  publ ic .  s e c t o r  s h o u l d  c o n t r i b u t e  
t o  r e d u c e d  e x p a n s i o n  o€ o v e r a l l  c r e d i t ,  w h i l e  making room f o r  
p r i v a t e  c r e d i t .  While c r e d i t  e x p a n s i o n  and lower  i n t e r e s t  r a t e s  
may have  a p p e a r e d  s t i m u l a t i v e  a t  f i r s t  s i g h t ,  t h e  r e s u l t i n g  
i n f l a t i o n  h a s  h a d  a n  u n f a v o r a b l e  e f f e c t  upon t n e  e f f i c i e n c y  of 
i n v e s t m e n t .  Conta inment  of i n f l a t i o n ,  t h e r e f o r e ,  has t o  be s e e n  
a s  one of t h e  p r i m a r y  o b j e c t i v e s  u n d e r  t h e  g r o w t h - o r i e n t e d  
a d j u s t m e n t  program. I n  t h i s  c o n n e c t i o n ,  i t  i s  i m p o r t a n t  t o  
e n s u r e  tha t .  i n t e r e s t  r a t e s  be d e t e r m i n e d  by m a r k e t  f o r c e s .  I 
welcome t h e  a u t h o r i t i e s '  commitment t o  r e d u c e  t h e  s c o p e  f o r  
p r e f e r e n t i a l  c r e d i t s  p r o v i d e d  by n a t i o n a l  development  bTnks a n d  
o f f i c i a l  t r u s t  funds .  

I u n d e r l i n e  t h e  i m p o r t a n c e  of  f l e x i b l e  exchange  r a t e  p o l i c y  
b o t n  f o r  p r o m o t i n g  e x t e r n a l  a d j u s t m e n t  i n  the  s h o r t  term and the  
n o n p e t r o l e u m  e x p o r t  sec tc r  i n  t h e  l o n g  term. 

I welcome t h e  l i b e r a l i z a t i o n  measures  t h a t  h a v e  been  t a k e n  
arid t h e  a u t h o r i t i e s '  commitment t o  c o n t i n u e  t r a d e  l i b e r a l i z a t i o n .  
I n  t h i s  c o n n e c t i o n ,  t h e  a u t h o r i t i e s '  d e c i s i o n  t o  j o i n . t h e  GATT 
is  p a r t i c u l a r l y  n o t e w o r t h y .  

With r e s p e c t  t o  d i r e c t  i n v e s t w n t ,  t h e  a u t h o r i t i e s '  p o l i c - i e s  
seem t o  b e  somewhat s e l e c t i v e  a n d  n o t  t o t a l l y  l i b e r a l .  T h i s  
Seems t o  be  p a r t i c u l a r l y  a p p a r e n t  i n  t h e  a u t h o r i t i e s '  a t t i t u d e  
toward d e b t l e q u i t y  swap o p e r a t i o n s .  I would a p p r e c i a t e  a n y  
i n f o r m a t i o n  from t h e  s t a f f  on t h i s .  
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The decline of c a p i t a l  o u t f l o w  i s  a welcome development  and  
i t  i s  e x p e c t e d  t h a t  f u r t h e r  improvement ,  o r  even  r e v e r s a ? ,  o f  t h e  
f l o w  c o u l d  b e  a t t a i n e d  i n  due  c o u r s e .  The p r o s p e c t s  f o r  t h e  b a l -  
ance of payments  p o s i t i o n  o v e r  t h e  medium term remain  p r e c a r i o u s  
arid r e q u i r e  c o n t i n u e d  e x t e r n a l  f i n a n c e  of c o n s i d e r a b l e  magn i tude .  
Under t h e  c i r c u m s t a n c e s ,  c r e d i t o r s  need t o  b e  a s s u r e d  of t h e  
a u t h o r i t i e s ’  s t r o n g  d e t e r m i n a t i o n  t o  implement  a d j u s t m e n t  i n  
o r d e r  t o  p r o v i d e  c o n t i n u e d  a s s i s t a n c e .  The p r e s e n t  program i n c o r -  
p o r a t e s  two f a l l b a c k  mechanisms t o  e n s u r e  full i m p l e m e n t a t i o n  of 
rhe program in t h e  f a c e  o f  unexpec ted  developments .  T h e r e  i s  no 
room f o r  a d d i t i o n a l  s l i p p a g e s .  I would a l s o  l i k e  t o  add t h a t  
t h e r e  a r e  a s p e c t s  of the d e t a i l s  of t h e  program t h a t  need t o  be 
worked o u t  and a f u r t h e r  c l o s e  exchange  of v i ews  would b e  impor- 
t a n t .  

I would l i k e  t o  make two o b s e r v a t i o n s  of a p r o c e d u r a l  n a t u r e .  
F i r s t ,  on t h e  ilse of  t h e  compensa to ry  f i n a n c i n g  f a c i l i t y  t o  which  
Mr. F o l a k  r e f e r r e d  and which i s  i n t e n d e d  t o  augment t h e  s tand-by  
8l;dngement i n  t h e  c o n t i n g e n c y  mechanism f o r  o i l  p r i ces .  I under -  
s t a n d  t h a t  p a r a g r a p h  4 of t h e  proposed  d e c i s i o n s  f o r  t h e  s tand-by  
a r r angemen t  does  n o t  c o n s t i t u t e  t h e  a p p r o v a l  of compensa tory  
f i n a n c i n g  by t h e  Roard ,  b u t  r e p r e s e n t s  o n l y  t h e  e x p e c t a t i o n  o f  
t h e  u s e  of compensa tory  f i n a n c i n g  i n  t h e  c a s e  of o i l  c o n t i n g e n c y .  
I would l i k e  t o  have c o n f i r m a t i o n  by t h e  s t a f f  on t h i s  p o i n t .  
I f  t h e  Board were t o  g i v e  o u t r i g h t  a p p r o v a l - f o r  compensa tory  
financ.Lng f o r  Mexico, t h a t  would be a s i g n i f i c a n t  d e p a r t u r e  f r m  
e s t a b l i s h e d  p r o c e d u r e s ,  s i n c e  n o  s h o r t f a l l  e s t i m a t e s  based  03 

a c t u a l  f i g u r e s  have been  g i v e n  i n  t h e  s t a f f  r e p o r t .  I assume 
t h a t  s a c h  es t imates ,  a s  w e l l  as a n  a s s e s s m e n t  by t h e  s t a f f  o f  
whethe r  t h e  “beyond t h e  c o n t r o l ”  r e q u i r e m e n t  i s  met, w i l l  be 
p r o v i d e d  by t h e  time we d i s c u s s  t h e  a c t u a l  u s e  of t h e  compensa- 
t d r y  f i n a n c i n g  f a c i l i t y  by Mexico. 

Second,  I v e r y  much r e g r e t  t h e  f a c t  t h a t  a s s u r a n c e s  by 
commercial  banks on t h e i r  p a r t i c i p a t i o n  i n  t h e  f i n a n c i n g  package  
have  n o t  been o b t a i n e d  and t h a t  t o d a y ‘ s  d e c i s i o n s  have t o  b e  mads 
on an  a p p r o v a l  “ i n  p r i n c i p l e “  b a s i s .  I have  some r e s e r v a t i o n s  
a s  t o  whe the r  t o d a y ‘ s  case s t r i c t l y  meets t h e  g u i d e l i n e s  s e t  by 
t h e  Board f o r  “ a p p r o v a l  i n  p r i n c i p l e .  “ 

F u r t h e r ,  t h e r e  seems t o  be  d i s s a t i s f a c t i o n  aiiong t h e  COUP 

m e r c i a l  banks  a b o u t  t h e  r e s p e c t i v e  s h a r e s  of p u b l i c  Bnd p r i v a t e  
c r e d i t o r s  t o  f i l l  t h e  f i n a n c i n g  gap and the way t h e  n e g o t i a t i o n s  
a r e  proceed!ng.  
approval .  i n  p r i n c i p l e  would f a c i l i t a t e  t h e  n e g o t i a t i o n s .  X n  
o r d e r  t o  r e a c h  t h e  e x p e c t e d  ag reemen t ,  a c o n s t r u c t i v e  and  
c o o p e r a t i v e  a t t i t u d e  on t h e  p a r t  of t h e  p a r t i c i p a n t s  is  h i g h l y  
recommended. Although t h e  i s s u e  i s  b a s i c a l l y  a matter t o  be  
l e f t  t o  t h e  p a r t i c i p a n t s ,  t h e  Fund w i l l  have  a n  i m p o r t a n t  role 
t o  p l a y  i n  facilitating a successful solution t o  t h e s e  d i f f i c u l t  
negot i . a t i o n s  t h r o a g h  a p p r o p r i a t e  advice. .  

T h e r e  c o u l d  a l s o  be d o u b t s  as t o  whe the r  the 
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With t h e s e  s t r o n g  e x p e c t a t i o n s ,  I c a n  s u p p o r t  t h e  proposed  
d e c i s i o n  of a p p r o v a l  i n  p r i n c i p l e .  

I would a l s o  l i k e  t o  welcome t h e  new economic program and 
s t r o n g l y  a n t i c i p a t e  t h a t  w i t h  the  s u c c e s s f u l  i m p l e m e n t a t i o n  of  
t h e  program, t h e  economy w i l l  r e g a i n  s t a b i l i t y  and s u s t a i n e d  
-_ rowt h. 

Mr. N i m a t a l l a h  s o u g h t  c l a r i f i c a t i o n  of  Mr. F u j i n o ' s  s t a t e m e n t  t h a t  lie 
wou1.d s u p p o r t  t h e  program i n  p r i n c i p l e  i f  i t  d i d  n o t  c o n t a i n  a n  a p p r o v a l  
of t h e  o i l  c o n t i n g e n c y  mechanism. He n o t e d  t h a t  t h e  proposed d e c i s i o n  
c1earl .y  s t a t e d  t h a t  p u r c h a s e s  by which t h e  amount of t h e  a r r a n g e m e n t  would  
be augmented would be  r e g a r d e d  as  c o m p e n s a t i o n  f o r  e x p o r t  s h o r t f a l l s .  

Mr. F u j i n o  r e p l i e d  t h a t  h e  m e r e l y  s o u g h t  f u r t h e r  d e t a i l  on t h e  amounr 
o f  s h o r t f a l l s  !nv isaged .  He e x p e c t e d  t h e  c o n t i n g e n c y  mechanism t o  work,  
b u t  t h e  a p p r o v a l  i n  p r i n c i p l e  was a d e p a r t u r e  froin t r a d i t i o n a l  p r o c e d u r e .  

The Deputy D i r e c t o r  of t h e  Exchange and T r a d e  R e l a t i o n s  Depar tment  
said tha t  h e  wished t o  c i a r i f y  t h e  r e l a t i o n s h i p  between p a r a g r a p h  1 and 
p a r a g r a p h  4 a n  t h e  d e c i s i o n  on t h e  s tand-by a r r a n g e m e n t .  P a r a g r a p h  1 
i n d i c a t e d  t h a t  t h e  amount of access u n d e r  t h e  s tand-by  a r r a n g e m e n t  c o u l d  
be  augmented t o  l J S $ 2 , 2  b i l l i o n .  P a r a g r a p h  4 i n d i c a t e d  t h a t ,  s h o u l d  
a u g m e n t a t i o n  t a k e  p lace- - for  example ,  on a c c o u n t  of a n  e x p o r t  s h o r t f a l l  
l e a d i n g  t o  a r e q u e s t  f o r  compensa tory  f i n a n c i n g - - t h e n  t h a t  a u g m e n t a t i o n  
would be  counted  as  p a r t  of  t h e  access  under  t h e  compensa tory  f i n a n c i n g  
f a c i l i t y .  The d e c i s i o n  d i d  n o t  imply t h a t  t h e  Board was a s k e d  t o  a p p r o v e  
i n  p r i n c i p l e  a r e q u e s t  f o r  compensa tory  f i n a n c i n g .  

Mr. A b d a l l a h  made t h e  f o l l o w i n g  s t a t e m e n t :  

I welcome t h e  o p p o r t u n i t y  t o  d i s c u s s  M e x i c o ' s  program f o r  
v a r i o u s  r e a s o n s .  T h i s  c h a i r  s y m p a t h i z e s  with t h e  Mexican a u t h o r -  
i t i e s ,  who have  f a c e d  s e v e r e  problems s i n c e  1985, i n  p a r t i c u l a r  
t h e  e a r t h q u a k e s  i n  September ,  which c a u s e d  c o n s i d e r a b l e  l o s s  of 
l i f e  and p r o p e r t y  and pushed iilexico a l o n g  way from t h e  a d j u s t -  
ment course  i t  was t h e n  f o l l o w i n g .  T h e  E x e c u t i v e  D i r e c t o r s  were 
encouraged  by the  f a c t  t h a t  t h e  Fund was a b l e  t o  respond w i t h  
emergency a s s i s t a n c e  amount ing  t o  SDR 2 9 1  m i l l i o n .  

With t h e  s u b s e q u e n t  c o l l a p s e  of o i l  p r i c e s ,  t h e  a u t h o r i t i e s  
were c o n f r o n t e d  w i t h  a n o t h e r  a d . v e r s e  s i t u a t i o n  t h a t  t h r e a t e n e d  t o  
u n d o  n o t  o n l y  t h e  economic g a i n s  of t h e  p a s t  few y e a r s ,  b u t  a l s o  
t h e  s o c i a l  f a b r i c  of  t h e  c o u n t r y  i t s e l f .  I n o t e  t h a t  p e t r o l e u m  
e x p o r t s  h a v e  f a l l e n  d r a m a t i c a l l y - - f r o m  US$15 b i l l i o n  i n  1985 t o  
an e s t i m a t e d  US$5.5 b i l l i o n  i n  1986--and a r e  now p r o j e c t e d  a t  
USSh b i l l i o n  f o r  [he n e x t  y e a r .  As ment ioned  i n  Yr. O r t i z ' s  
o p e n i n g  statement, " t h e  o i l  s h o c k  i s  e q u i v a l e n t  t o  t h e  t o t a l  
a g r i c u l r u r a l  production of  The c o u n t r y ;  i n  terms of the b u d g e t ,  
i t  exceeds  the t o t a l  wage bi l .1  of rile Cen t ra l .  Governnent p l u s  
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the p a r a s t a t a l  s e c t o r . "  T h i s  h a s  c l e a r l y  s e t  i n  mot ion  a c h a i n  of 
e v e n t s  l e a d i n g  t o  s h a r p  i n c r e a s e s  i n  t h e  d o m e s t i c  p r i c e  s t r u c t u r e ,  
u n b e a r a b l e  e x t e r n a l  p r e s s u r e s ,  and a s h a r p  c o n t r a c t i o n  I n  t h e  
tempo of economic a c t i v i t y .  Thus ,  a l t h o u g h  t h e  r a t e  of  i n f l a t i o n  
s t o o d  a t  a b o u t  6 4  p e r c e n t  i n  1985 ,  i t  a c c e l e r a t e d  t o  115 p e r c e n t  
i n  1986,  w h i l e  t h e  e x t e r n a l  c u r r e n t  a c c o u n t  p lunged  from a s u r p l u s  
p o s i t i o n  t o  a d e f i c i t ,  e q u i v a l e n t  t o  2 .6  p e r c e n t  of GDP i n  1986.  
The r a t e  of growth  of GDP t u r n e d  from 2.7 p e r c e n t  i n  1985 t o  
-4.0 p e r c e n t  i n  1986.  

T h e  a d j u s t m e n t  e f f o r t  and t h e  l e v e l  of e x t e r n a l  f i n a n c i n g  
t h a t  were r e q u i r e d  were beyond Mex ico ' s  means,  e s p e c i a l l y  i n  view 
of t h e  h i g h  l e v e l  of t h e  c o u n t r y ' s  i n d e b t e d n e s s .  I a m ,  t h e r e f o r e ,  
p l e a s e d  t o  see t h a t  t h e  Fund h a s  f a c e d  t h e  Mexican case w i t h  
a p p r o p r i a t e  f l e x i b i l i t y  w i t h  r e s p e c t  t o  t h e  d e s i g n  of t h e  program 
and i t s  c o n c e r t e d  e f f o r t s  t o  s e c u r e  f i n a n c i n g .  

I would l i k e  t o  d i s c u s s  t h r e e  s p e c i f i c  aspects  of t h e  
s tand-by  a r r angemen t .  

The f i r s t  i s  t h e  p r o g r a m ' s  c o m b i n a t i o n  of a d j u s t m e n t  w i t h  
growth .  S i n c e  t h e  o b j e c t i v e  i s  t o  d i v e r s i f y  p r o d u c t i o n ,  which 
r e q u i r e s  medium-term s t r u c t u r a l  m e a s u r e s ,  t h e  a u t h o r i t i e s  would 
n o t  be a b l e  t o  make sudden  a d j u s t m e n t  f o r  t h e  l o s s  of o i l  reve-  
n u e s  wi thout -  s e r i o u s l y  j e o p a r d i z i n g  g rowth  p o t e n t i a l .  Hence, 
t h e y  would have  t o  h o l d  down t h e  ex te rna l  c u r r e n t  a c c o u n t  d e f i c i t  
d u r i n g  t h e  program p e r i o d  i n  1986 and 1987 t o  2.6 p e r c e n t  and 
2 . 2  p e r c e n t  of GDP, r e s p e c t i v e l y ,  w h i l e  s t i m u l a t i n g  GDP g rowth  
t o  3.5 p e r c e n t  i n  1987.  It i s  t o  be  hoped t h a t  a d e q u a t e  i n t e r -  
' n a t i o n a l  s u p p o r t  w i l l  be f o r t h c o m i n g ,  s o  t h a t  t h e  a u t h o r i t i e s '  
o b j e c t i v e  of i n c r e a s i n g  t h e  r a t e  of  g rowth  s t e a d i l y  t o  6 p e r c e n t  
by 1991  i s  a c h i e v e d .  The a u t h o r i t i e s  a re  t o  be  commended f o r  
t h e i r  f i s c a l  e f f o r t ,  i n v o l v i n g  a r e d u c t i o n  i n  e x p e n d i t u r e  and 
t i g h t e n e d  t a x  m e a s u r e s ,  which have  l e d  t o  t h e  r e d u c t i o n  of  t h e  
PSRR by a b o u t  6 p e r c e n t a g e  p o i n t s  of GDP i n  1986.  E q u a l l y  
commendable i s  t h e  ongoing  government  p o l i c y  of d i v e s t m e n t  f rom 
n o n p r i o r i t y  and n o n s t r a t e g i c  p r o j e c t s ,  which s h o u l d  r e d u c e  
b u d g e t a r y  d e f i c i t s  and promote economic e f f i c i e n c y .  It i s  no te -  
wor thy  t h a t  t h e  p u r s u i t  of a f l e x i b l e  exchange  r a t e  p o l i c y  i s  
p l a y i n g  a n  i m p o r t a n t  r o l e  i n  s t i m u l a t i n g  nonpe t ro l eum e x p o r t s  
and i n  c l l r b i n g  ,demand f o r  i m p o r t s ,  t h u s  g r a d u a l l y  improving  t h e  
b a l a n c e  of payments  p o s i t i o n .  A c o m b i n a t i o n  of f i s c a l ,  mone ta ry ,  
exchange  r a t e ,  and s t r u c t u r a l  m e a s u r e s  i s  e x p e c t e d  t o  d e c e l e r a t e  
t h e  r a t e  of i n f l a t i o n  by n e a r l y  h a l f  i n  1987. 

The second i n n o v a t i v e  f e a t u r e  of t h e  program i s  t h e  combina- 
t i o n  of a s t and-by  a r r a n g e m e n t  w i t h  two c o n t i n g e n c y  mechanisms,  
one of  w h i c h  i s  t o  e n s u r e  t h a t  i f  the p r i c e  of  o i l  €ails below 
US$9 a b a r r e l ,  a u t o m a t i c  a d j u s t m e n t  w i l l  be made t o  the q u a n t i t a -  
t i v e  pe r fo rmance  c r i t e r i a  '3 e n s u r e  t h a t  t h e  program rema ins  on 
t r a c k  s o  l o n g  as  t h e  a u t h o r i t i e s  p l a y  t h e i r  p a r t .  A t  t h e  s a m e  
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time, i f  t h e  p r i c e  o f  o i l  r ises above  USS14 a b a r r e l ,  e x t e r n a l  
f i n a n c i n g  w i l l  be reduced  i n  p r o p o r t i o n  to t h e  a d d i t i o n a l  r e - , - ~ n ~ e .  
T h i s  c h a i r  welcomes s u c h  f l e x i b i l i t y  and hopes  t h a t  i t  w i l l  be 
a p p l i e d  t o  s imilar  s i t u a t i o n s  i n  o t h e r  c o u n t r i e s  where programs 
depend on a w o r l d  commodity p r i c e  t h a t  i s  d i f f i c u l t  t o  p r e d i c L .  
One example i s  Zambia ' s  dependence  on c o p p e r  p r i c e s ,  which  have 
c o n s i s t e n t l y  f a l l e n  be low t h e  e s t i m a t e s  made by t h e  Fund and 
World Rank s t a f f ,  much t o  t h e  d e t r i m e n t  of Zambia, which h a s  a 
good r e c o r d  of c o o p e r a t i o n  w i t h  t h e  Fund. 

A n o t h e r  welcome example of r l e x i b i l i t y  i n  t h e  Mexican 
program i s  t h e  growth c o n t i n g e n c y  mechanism, whereby a se t  of  
p r o j e c t s  w i l l  be a c t i v a t e d  n e x t  y e a r  i f ,  a f t e r  implement ing  t h e  
m e a s u r e s  under  t h e  s tand-by a r r a n g e m e n t ,  g rowth  i s  n o t  g e n e r a t e d .  
T h i s  i s  a c o n s t r u c t i v e  i n n o v a t i o n ,  g i v e n  t h a t  t h e  p r o j e c t s  w i l l  
be  a p p r a i s e d  w e l l  i n  a d v a n c e  w i t h  World Bank t e c h n i c a l  a s s i s t a n c e  
and t h a t  t h e  US$500 million f o r  t h i s  c o n t i n g e n c y  mechanism w i l l  
be e x t e r n a l l y  f u n d e d ,  t h e r e b y  e n s u r i n g  t h a t  t h e  mechanism d o e s  
n o t  g e n e r a t e  i n f l a t i o n a r y  p r e s s u r e s .  

The t h i r d  p o i n t  w i t h  r e g a r d  t o  t h i s  program c o n c e r n s  t h e  
f i n a n c i n g  a r r a n g e m e n t .  In t h i s  r e g a r d ,  7: wish t o  r e i t e r a t e  my 
s u p p o r t  f o r  t h e  p o s i t i o n  t a k e n  by t h e  Board when i t  a g r e e d  t o  
c o n s i d e r  t h e  Mexican r e q u e s t  i n  p r i n c i p l e  i n  o r d e r  t o  s e n d  t h e  
r i g h t  s i g n a l  t o  o t h e r - s o u r c e s  of  f i n a n c e  and t o  f a c i l i t a t e  e a r l y  
f i n a l i z a t i o n  c? f  t h e  m u l t i f a c e t e d  f i n a n c i a l  package.  T h i s  
p r o c e d u r e  w i l l  a l s o  pave t h e  way f o r  t h e  P a r i s  Club m e e t i n g ,  t o  
d i s c u s s  d e b t  r e s c h e d t ~ I . i n g ,  which i s  e x p e c t e d  t o  t a k e  p l a c e  i n  
mid-September. 

Given  t h e  l e v e l  of e x t e r n a l  c u r r e n t  a c c o u n t  d e f i c i t s  i n  
1986187 and t h e  need t o  b u i l d  u p  g r o s s  f o r e i g n  r e s e r v e s  t o  c o v e r  
6 . 5  months of i m p o r t s  by end-1987, n e t  i n f l o w s - i n  a d d i t i o n  t o  
Fund r e s o u r c e s - - s h o u l d  e q u a l  USS1.0.6 b i l l i o n ,  h a l f  o f  which i s  
e x p e c t e d  from commerc ia l  banks.  I n d e e d ,  t h e  commercial  banks  
a r e  e x p e c t e d  t o  p r o v i d e  s u b s t a n t i a l  f i n a n c i n g  u n t i l  1991.  The 
c o n t r i b u t i o n  of t h e  World Eank and t h e  Fuitd wlll be c o n s i d e r a b l e .  
The World Bank ' s  commitment, e x p e c t e d  a t  US$2 b i l l i o n  a n n u a l l y  
f rom 1986 t o  1988 ,  h n s  been d e s c r i b e d  by t h e  s t a f f  a s  "unprece-  
d e n t e d . "  The Fund c o n t r i b u t i o n  of SDR 1,400 m i l l i o n  i s  s i g n i f -  
i c a n t ,  p a r t i c u l a r l y  i n  v iew of  t h e  f a c t  t h a t  a n  a d d i t i o n a l  
amount i s  c o n t e m p l a t e d  u n d e r  the c o n t i n g e n c y  p r o v i s i o n  i n  t h e  
form of compensa tory  f i n a n c i n g .  

'1 w i s h  t o  commend t h e  s t a f f  once  a g a i n  f o r  t h e  f3.exibi . l .Fty 
t h a t  h a s  been shown in designing t h e  package,  and F s t r o n g l y  hopci  
c h a t  s i m i l a r  t r e a t m e n t  w i l l  b e  e x t e n d e d  t o  o t h e r  c o u n t r i e s  i n  
s i m i l a r  c i r c u m s t a n c e s .  I s u p p o r t  the p roposed  d e c i . s i o n s .  
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M r .  Mass6 made t h e  f o l l o w i n g  s t a t e m e n t :  

Mexico h a s  f a c e d  d i f f i c u l t  c i r c u m s t a n c e s ,  b o t h  e x t e r n a l l y  
and i n t e r n a l l y ,  o v e r  t h e  p a s t  f o u r  y e a r s .  F o l l o w i n g  t h e  f o r e i g n  
exchange  c r i s i s  i n  mid-1982, t h e  a u t h o r i t i e s  implemented a n  
a d j u s t m e n t  program which y i e l d e d  many p o s i t i v e  r e s u l t s  d u r i n g  
1983-84 u n d e r  a n  e x t e n d e d  a r r a n g e m e n t  w i t h  t h e  Fund. Unfor tun-  
a t e l y ,  s l i p p a g e s  enierged i n  a number of a reas  d u r i n g  1985, 
i n c l u d i n g  p u b l i c  f i n a n c e s ,  exchange  r a t e  a d j u s t m e n t ,  and c r e d i t  
r e s t r a i n t .  These  s l i p p a g e s  pushed t h e  ex tended  a r r a n g e m e n t  w e l l  
o f f  t r a c k .  Al though t h e  a u t h o r i t i e s  t o o k  a few compensa tory  
m e a s u r e s ,  n o t a b l y  t h r o u g h  a more f l e x i b l e  exchange  r a t e  p o l i c y ,  
t h e  r e c e n t  a b r u p t  d e c l i n e  i n  o i l  p r i c e s  c r e a t e d  a n  u n s u s t a i n a b l e  
s i t u a t i o n  and b r o u g h t  Mex ico ' s  f i n a n c i a l  d i f f i c u l t i e s  t o  a head .  

I t  i s  i n  t h i s  c o n t e x t  t h a t  I welcome Mex ico ' s  r e q u e s t  f o r  a 
s tand-by  a r r angemen t .  C l e a r l y ,  Mexico musL implement f a r - r e a c h i n g  
measu res  n o t  o n l y  t o  s t r e n g t h e n  i t s  e x t e r n a l  a c c o u n t s  and r e s t o r e  
c r e d i t o r  c o n f i d e n c e ,  b u t  more i m p o r t a n t l y  t o  r e - e s t a b l i s h  t h e  
c o n d i t i o n s  f o r  s u s t a i n a b l e  economic growth .  T h i s  program r i g h t l y  
emphas izes  b o t h  demand management and supp ly -enhanc ing  p o l i c y  
changes ,  a n d ' s e e k s  t o  s t r i k e  a b a l a n c e  between a d j u s t m e n t  and 
e x t e r n a l  f i n a n c i n g .  We welcome t h e  a r r a y  of  proposed  r e f o r m s  i n  
key s t r u c t u r a l  areas ,  which i n c l u d e  measu res  t o  i n c r e a s e  t h e  
e f f i c i e n c y  of t h e  p u b l i c  s e c t o r ,  r a t i o n a l i z e  t h e  p r i c e  s t r u c t u r e  
t o  s t r e n g t h e n  t h e  i n f l u e n c e  of m a r k e t  f o r c e s ,  l i b e r a l i z e  t r a d e ,  
and encourage  i n c r e a s e d  f l o w s  of f o r e i g n  d i r e c t  i n v e s t m e n t .  

The s tand-by  a r r angemen t  h a s  been  d e s i g n e d  t o  i n c l u d e  
s i g n i f i c a n t  f i n a n c i a l  s u p p o r t  f rom e x t e r n a l  c r e d i t o r s ,  s o  t ha t  
economic growth  w i l l  n o t  be. hampered w h i l e  t h e  s t r u c t u r e  of t h e  
economy i s  unde rgo ing  changes .  The demands on c r e d i t o r s  are 
e x c e p t i o n a l  Jnd  e x t e n d  o v e r  t h e  medium term. I n  o r d e r  t h a t  
c r e d i t o r  c o n f i d e n c e  n o t  wane, i t  i s  c r u c i a l  t h a t  Mexico imple-  
ment t h i s  program v i g o r o u s l y  and t h a t  t h e s e  measu res  be e x t e n d e d  
beyond t h e  l i f e  of t h e  s tand-by  a r r a n g e m e n t  t o  a l l a y  t h e  appre -  
h e n s i o n  of c r e d i t o r s  a b o u t  t h e  e f f i c i e n t  u s e  of t h e i r  i n c r e a s e d  
e x p o s u r e ;  

However, I a m  conce rned  t h a t  a number of measu res  unde r  t h e  
program have  n o t  been s p e c i f i e d  i n  s u f f i c i e n t  d e t a i l  and t h a t  
u n c e r t a i n t i e s  e x i s t  w i t h  r e s p e c t  t o  t h e  magn i tude  and t i m i n g  of 
many of t h c  a d j u s t m e n t  measures. F u r t h e r ,  i t  s h o u l d  be  empha- 
s i z e d  t h a t ,  even  i f  f u l l y  implemented ,  t h e  p o l i c i e s  d e s c r i b e d  i n  
the s t a f f  r e p o r t  might  c rez te  t h e  n e c e s s a r y  c o n d l t i o n s  f o r  a 
r e s u m p t i o n  of economic g rowth ,  b u t  c a n n o t  g u a r a n t e e  t h a t  Mexico 
w i l l  e s t a b l i s h  a s t r o n g  medium-term growth  p a t t e r n .  Al though t h e  
c o n t i n g e n c y  mechanism w i t h  respect t o  p u b l i c  s e c t o r  i n v e s t m e n t  
o u t l a y s  i s  i n n o v a t i v e  and conforms t o  t h e  s p i r i t  of t h e  Baker  
i n i t i a t i v e ,  i t  c a n n o t  g u a r a n t e e  medium-term g rowth .  S u s t a i n a b l e  
g r o w t h  w l l l  depend upon t h e  g e n e r a t i o n  of s t r o n g  d o m e s t i c  s a v i n g s ,  



t h e  c r e a t i o n  o f  a t t r a c t i v e .  i n v e s t m e n r  o p p o r t u n i t i e s ,  a ~ l d ,  most 
i m p o r t a n t l . y ,  a s t a b l e  investr i ient  c l ima te ,  including r e a s o n a b l y  
f a v o r a b l e  world t r ade  p r o s p e c t s .  T h e r e f o r e ,  n o  room f o r  d e v i a t i o n  
can e x i s t  i f  t h e  a i i t h o r i t i e s '  a m b i t i o u s  medillm-term t a r g e t s  a r e  
t o  De r e a c h e d .  

Mexi.co h a s  i n c u r r e d  h i g h  r a t e s  of  i n f l a t i o n ,  and i t  i s  
worr isome thar  the  a u t h o r i t i e s  have  n o t  commit ted t h e n s e l v e s  t o  
a n  i n i ' l a t i o n  t a r g e t  f o r  1967.  E q u a l l y  d i s c o n c e r t i n g  i s  t h e  year -  
end i n f l a t i o n  r a t e  of 115 p e r c e n t  f o r e c a s t  f o r  1986.  I n  t h e s e  
c i r c u m s t a n c e s ,  monetary  and c r e d i t  p o l i c i e s  must a c h i e v e  a reduc-  
t i o n  of i n f l a t i o n  w h i l e  r e m a i n i n g  c o n s c i o u s  of t h e  i n t e r n a t i o n a l  
r e s e r v e  t a r g e t ;  and c a r e f u l  m o n i t o r i n g  i s  a l s o  n e c e s s a r y .  The 
c u r r e n t  h i g h  l e v e l  of  real  i n t e r e s t  r a t e s  a p p e a r s  u n a v o i d a b l e  i n  
l i m i t i n g  p r e s s u r e  on i n t e r n a t i o n a l  r e s e r v e s  and will remain  neces-  
s a r y  u n t i l  p u b l i c  c o n f i d e n c e  i s  s t r e n g t h e n e d  and i n f l a t i o n a r y  
e x p e c t a t i o n s  a r e  r e d u c e d .  

Although I r e c o g n i z e  t h e  o n e r o u s  b u r d e n  of i n t e r e s t  on t h e  
p u b l i c  d e b t  l i n k e d  t o  the h i g h  r a t e s  of i n f l a t i o n ,  I have d o u b t s  
t h a t  t h e  proposed f i s c a l  e E f o r t  i s  s u f f i c i e n t l y  a m b i t i o u s .  
Although t h e  o p e r a t i o n a l  b a l a n c e  a n d  p r i m a r y  b a l a n c e  c o n c e p t s  
(:an be u s e f u l  supp:ements i n  measur ing  f i s c a l  ad justnient  i n  
circiiins t a n c e s  of h i g h  i n f l a t i o n - - a n d  t h r o u g h  t h e s e  measures  
t h e r e  w i l l  be a t a n g i b l e  s t r e n g t h e n i n g  of  the  f i s c a l  p o s i t i o n - -  
t h e  i m p o r t a n c e  o f  t h e  PSBR h a s  been g i v e n  i n a d e q u a t e  weight  i n  
t h e  s t a n d - b y  a r r a n g e m e n t .  T h i s  i s  p a r t i c u l a r l y  t r u e  where v e r y  
hi.gh i n t e r e s t  r a t e s  a r e  needed t o  p e r s u a d e  s a v e r s  t o  p u r c h a s e  
government o b l i g a t i o n s ,  and where t h e s e  h i g h  i n t e r e s t  r a t e s  a r e  

' t h e m s e l v e s  a f u n c t i o n  of s h o r t c o m i n g s  i n  p r e v i o u s  p o l i c i e s  and  
u n c e r t a i n t i . e s  abou t  t h e  s u s t a i n a b i l i t y  of a p o l i c y  p a t h .  Given 
t h o s e  u n c e r t a i n t i e s  w i t h  r e s p e c t  t o  p o l % c i e s  and i n f l a t i o n ,  w e  
would e x l ~ e c t  a v e r y  c l o s e  m o n i t o r i n g  of deve lopments  t o  keep  t h e  
PSBR a s  low a s  p o s s i b l e .  A c o n s i d e r a b l e  r e d u c t i o n  i n  t h e  PSUR 
would seem w a r r a n t e d  i n  1 9 8 7 ,  and t h e  a u t h o r i t i e s  s h o u l d  be 
p r e p a r e d  t o  t a k e  f u r t h e r  m e a s u r e s  a s  a p p r o p r i a t e .  

O n  t h e  reveilue s i d e ,  Z welcome t h e  proposed t a x  r e f o r m s  
aimed a t  c o r i e c t l \ l g  d i s t o r t i o n s  and improving  t h e  e f f i c i e n c y  of  
tile t a x  s y s t e m .  P u b l i c  s e c t o r  p r i c e s  and t a r i f f s  must n o t  b e  
a l loc i ed  t o  s l i p  i n  r e a l  t e r m s ,  a n d  t h e  a u t h o r i t i e s  w i l l  h a v e  t o  
111ake a d  justmeiits a t  f requent  i n t e r v a l s .  We would have  p r e f e r r e d  
g r e a t e r  d e t a i l  i n  t h e  s t a f f  r e p o r t  on t h e  p r i c e  a d j u s t m e n t  
p r o c e s s .  
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paras t a t a l s ,  i n c l u d i n g  i n d u s t r i a l  r e c o n v e r s i o n  p l a n s  f o r  s u g a r ,  
f e r t i l i z e r ,  and s t e e l .  We e x p e c t  a f u l l  a c c o u n t  o f  t h e s e  s t r u c -  
t u r a l  measures d u r i n g  t h e  program r e v i e w s .  

Mex ico ' s  exchange  r a t e  pol  i c y  s i n c e  mid-1985 h a s  s u c c e s s -  
f u l l y  r e s t o r e d  e x t e r n a l  c o m p e t i t i v e n e s s  t o  near-1983 l e v e l s  and  
h a s  narrowed t h e  d i f f e r e n t i a l  between t h e  c o n t r o l l e d  and f r ee  peso  
ra te .  The  ma in tenance  of exchange  r a t e  f l e x i b i l i t y  i s  c r u c i a l  
f o r  expor t  d i v e r s i f i c a t i o n  t o  t a k e  place. The a u t h o r i t i e s  w i l l  
need t o  t a k e  i n t o  a c c o u n t  e x t e r n a l  c o m p e t i t i v e n e s s ,  t h e  terms of 
t r a d e ,  and b a l a n c e  of payments  t a r g e t s ,  and  n o t  a l l o w  any  e r o s i o n  
of t h e  p r e s e n t  p o s i t i o n .  We had e x p e c t e d  g r e a t e r  d e t a i l  from t h e  
s t a f f  on how t h i s  p r o c e s s  wculd be  i n i t i a t e d .  We would e n c o u r a g e  
t h e  a u t h o r i t i e s  t o  u n i f y  t h e  exchange  marke t  a s  soon as p o s s i b l e ,  
which would b e  a c l ea r  and unambiguous s i g n a l  t o  e x p o r t e r s  and 
t o  Mexican c i t i z e n s  h o l d i n g  c a p i t a l  a b r o a d  t h a t  exchange  ra te  
f l e x i b i l i t y  would be v i g o r o u s l y  m a i n t a i n e d .  Such f l e x i b i l i t y  
might: e v e n t u a l l y  a t t r a c t  back  t o  Mexico c a p i t a l  t h a t  had been  
t r a n s f e r r e d  ab road  i n  r e c e n t  t imes.  

S i m i l a r  s t r o n g  e f f o r t s  a r e  needed t o  promote e f f i c i e n t  
d i v e r s i f i c a t i o n  of e x p o r t s  and t r 3  f u r t h e r  l i b e r a l i z e  t rade t o  
i n d u c e  l o c a l  i n d u s t r y  t o  compete  more a g g r e s s i v e l y  a t  home w i t h  
f o r e i g n  p r o d u c e r s .  We welcome t h e  r educed  l i s t  of items s u b j e c t  
t o  q u a n t i t a t i v e  impor t  r e s t r i c t i o n s  and t h e  t a r i f f  m o d i f i c a t i o n s .  
We a l s o  view Mexico ' s  membership i n  t h e  GATT a s  a v e r y  p o s i t i v e  
i n d i c a t i o n  of t h e  c o u n t r y ' s  long- te rm commitment t o  a n  open 
wor ld  t r a d i n g  sys t em.  

T h i s  program c o n t a i n s  a s p e c i a l  f i n a n c i n g  mechanism which  
w o u l d  respond t o  a s i g n i f i c a n t  weakening  of wor ld  o i l  p r i c e s .  
Whi le  t h i s  mechanism i s  new, i n  some r e s p e c t s  i t  i s  l L t t l e  more 
t h a n  a f o r m a l i z a t i o n  of r e v i e w  p r o c e d u r e s  which have  a p p e a r e d  
i n  o t h e r  programs where e x t e r n a l  c o n d i t i o n s  were u n c e r t a i n .  I n  
t h i s  c a s e ,  t h e  mechanism m u s t  be r e g a r d e d  as  s p e c i f i c  t o  Mex ico ' s  
c i r c u m s t a n c e s  b e c a u s e  of t h e  mix of f i n a n c i n g  and  t h e  amount of 
commerc ia l  bank c r e d i t  i n v o l v e d .  C e r t a i n l y ,  a c t i v a t i o n  of t h i s  
mechani'sm must be c l o s e l y  t i e d  t o  m e e t i n g  t h e  pe r fo rmance  cr i -  
t e r i a  unde r  t h e  program,  and s h o u l d  be  re ,a rded  a s  a n  e x c e p t i o n a l  
r e s p o n s e  t o  e x c e p t i o n a l  c i r c u m s t a n c e s .  

As t o  t h e  a p p r o v a l  of t h e  s t and-by  a r r a n g e m e n t  i n  p r i n c i p l e ,  
I have  n o t  r e a c h e d  a f i r m  judgment on the time p e r i o d  f o r  f i n a l -  
i z a t i o n  o f  e x t e r n a l  f i n a n c i n g .  I c a n  see p o t e n t i a l  c o s t s  and 
b e n e f i t s  of b o t h  a s h o r t e r  p e r i o d ,  s u c h  a s  t h r e e  weeks, o r  a 
l o n g e r  p e r i o d ,  which would t a k e  us beyond t h e  Annua l  M e e t i n g s .  
T h e r e f o r e ,  I would prefer  t o  hear t h e  v i ews  of o t h e r s  b e f o r e  
d e c  i d  i n g  . 
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I s u p p o r t  t h e  s t a n d - b y  a r r a n g e m e n t ,  whi.ch i s  a workable 
compromise under  t h e  e x t r e m e l y  d i f f i c u l t  c o n d i t i o n s  f a c i n g  
Mexico. I wish t h e  a u t h o r i t i e s  s u c c e s s ,  b u t  I must emphas ize  
t h a t  t h e  c o n f i d e n c e  of e x t e r n a l  c r e d i t o r s ,  a s  w e l l  as t h e  a u t h o r -  
i t i e s ’  c r e d i b i l i t y ,  i s  d e p e n d e n t  on  t h e  s u c c e s s f u l  i m p l e m e n t a t i o n  
of  t h i s  program. 

The E x e c u t i v e  D i r e c t o r s  a g r e e d  t o  c o n t i n u e  t h e i r  d i s c u s s i o n  i n  t h e  
a f t e r n o o n .  

DECISIONS TAIUEN SINCE PREVIOUS BOARD MEETING - 

The f o l l o w i n g  d e c i s i o n s  were a d o p t e d  by t h e  E x e c u t i v e  Board w i t h o u t  
m e e t i n g  i n  t h e  p e r i o d  between EBM/86/147 ( 9 / 5 / 8 6 )  and EBM/86/148 ( 9 / 8 / 8 6 ) .  

2 .  

3 .  

ROMANIA - OVERDUE FINANCIAL OBLIGATIONS - REPORT AND 
COMPLAINT UNDER RULE K - 1  

1. The c o m p l a i n t  of t h e  A c t i n g  Managing D i r e c t o r  d a t e d  
August  2 9 ,  1986 o n  Romania in EBS/86/205 ( 8 / 2 9 / 8 6 )  i s  n o t e d .  I t  
s h a l l  be p l a c e d  on t h e  agenda  of t h e  E x e c u t i v e  Board f o r  a d a t e  
d u r i n g  t h e  19 86 Annual M e e t i n g s  . 

2 .  The Fund u r g e s  Romanla t o  become c u r r e n t  i n  i t s  f i n a n -  
c i a l  o b 1 i g a ; i o n s  t o  t h e  Fund p r o m p t l y  and  t o  a v o i d  t h e r e b y  t h e  
need f o r  t h e  Fund t o  t a k e  r e m e d i a l  a c t i o n .  

3 .  C o n s i d e r a t i o n  ‘of t h e  c o m p l a i n t  i n  a c c o r d a n c e  w i t h  
R u l e  K-1  p a r t i c u l a r l y  a f f e c t s  Romania. The  member s h a l l  be 
informed by r a p i d  means of communicat ion of t h i s  m a t t e r  and of  
i t s  r i g h t  t o  p r e s e n t  i t s  v i e w s  through a n  a p p r o p r i a t e l y  
a u t h o r i z e d  r e p r e s e n t a t i v e .  

D e c i s i o n  No. 8383-(86/148) ,  a d o p t e d  
September  5 ,  1986 

SUDAN - SETTLEMENT OF OVEKDLTE FINANCIAL OBLIGATIONS ANT) 
TERMINATION OF SUSPENSION OF RIGHT TO USE SDRs - 

The Fund d e c i d e s  t h a t  t h e  s u s p e n s i o n  of t h e  r i g h t  o f  Sudan 
t o  u s e  SDRs, a s  p r o v i d e d  i n  E x e c u t i v e  Board  D e c i s i o n  
No. 8253-(86/63)  S ,  a d o p t e d  A p r i l  1 6 ,  1956 ,  i s  t e r m i n a t e d  w i t h  
e f f e c t :  on August 28,  1986.  (EBS/86/209, 9 / 4 / 5 6 )  

Decision N o .  8 3 8 4 - ( 8 6 / 1 4 8 )  S ,  a d o p t e d  
September  5 ,  1986 
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$. EXECUTIVE BOARD TPAVEL 

Trave l  by Executive D i r e c t o r s  as set f o r t h  i n  EHAP/86 /213  ( 9 / 4 / 8 6 )  
i s  approved .  

RPPROVED: May 1 4 ,  1987 

L E O  V A N  HOUTVEN 
S e c r e t a  r y  



ANNEX 

Implicit Resource  T r a n s f e r  R e s u l t i n g  from Terms of Trade Movr. .men t s 

( I n  - b i l l i o n s  of U.S. d o l l a r s )  

J an .  - June  
1982 1983 1984 1985 1986 

E x p o r t s  of goods and  
services 

A t  c u r r e n t  p r i c e s  
A t  1980  p r i c e s  
I m p l i c i t  t r a n s f e r  

Impor t s  of  goods  and 
s e r v i c e s  

A t  c u r r e n t  p r i c e s  
At 1980 p r i c e s  
I m p l i c i t  t r a n s f e r  

I n t e r e s t  payments 

Cur reri t payment 
Payments a . t  1980 

i n t e r e s t  r a t e s  
I n t e r e s t  r a t e  e f f e c t  

‘Total te rms  of t r ade -  , 

r e l a t e d  r e s o u r c e  t r a n s f e r  

2 6 . 1  
29.2 

3 .1  

27.2 
33.7 

6 .5  

30.1 
35 .O 

4.9 

20 .3  12.8 1 6 . 2  
18 .0 11.1 13.7 

2.3 1.7 2.5 

12 .2  10.1 11.7 

11.6 12.3 1 2 . 5  
0.6 -2.2 -0.8 

6.6 - - - 5 .O 6 .O 

27.7 10.6 
34.2 16.5 

6 .5  5.9 

18.8 8 - 6  
15.8 7 - 3  

3 .O 1.3 
- - 

9 .9  4.4 

6.4 12 .5  
-2.6 -2 - 0  

- 

5.2 - 6.9 
~ 

Source :  Banco de t , l6xico, b a s e d  on newly a v a i l a b l e  s e r i e s  on u n i t  
impor t  and e x p o r t  p r l  i c e s .  


