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Table 1. M&co: IIE UIF Position &kxmber 31, 1982-k&r 31, 1985)# 
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- - 
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Total credit mtstamiing 
(et-d of period) 

Purchases 
Total credit outstarrling 

kid of pericd~ 

200.6 

17.2 

17.2 

1,203.E 2,407.6 2,703.4 3,006.o 

(In percent of qlkxaa) 

86.1 103.3 25.4 26.0 

103.3 206.6 231.9 257.9 

3,X&6 3,611.3 

26.0 26.0 

283.9 309.8 
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11 Part&s my mt add up to totals because of ramiing. 
q llwre wre no plrchases catstanding prior to December 1982. For mre details on tk transactions with tk Rmd, see 

APpadx I. 
31 Lst p~rctuse is expected to take place at the begiming of 19% an the basis of perfommce elnwfh December 31, 

1985. 
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private external debt and in eliminating external payment arrears. They l 
concluded by expressing their support for the policies being pursued by 
the Mexican authorities which they viewed as contributing importantly to 
the reestablishment of the conditions for a sustai”ed economic expansion, 
although they noted the need for perseverence with the adjustment pro- 
gram, particularly in regard to its structural aspects. 

IL. Background Developments 

Following a period of several years of rapid economic expansion, 
Mexico experienced serious economic difficulties in 1982. The large 
rise in public spending that dnminated aggegate demand developments in 
the period 1979-82 led to a surge of imports. financed by a growing 
reliance 011 Foreign borrowing. and a sharp increase in domestic costs and 
prices which eroded Mexico’s international competitiveness and weakened 
the balance of payments. The deterioration in the public finances became 
more pronounced after the softening of the international oil market in the 
second half of 1981. As a result, the overall public sector deficit II 
reached the equivalent of almost 15 percent of GDP in 1981 and 18 percent 
OF GDP in 1982 (Table 2). This growing fiscal ,eap was covered by a 
very large volume of foreign borrowing and by increasing the share of 
domestic Financial savings channeled to the public sector at the expense 
of credit to the private sector. 

The deterioration in the public Finances and the accelerating rate 
of inflation raised doubts about the appropriateness of existing economic 
policies and resulted in recurring episodes of capital flight (Chart 1). 
Although efforts were made during the course of 19R2 to stabilize the 
economy, they proved insufficient and the si~uarion continued to deteri- 
“t-ate. In the third quarter of 1982 Mexico’s access to international 
capital markets was drastically curtailed, and in September 1982 the 
authorities nationalized the private Mexican banks and introduced e;e”- 
eralized exchanE:e controls. By the fourth quarter of 1982, the Mexican 
economy had entered into a severe recession, inflation had accelerated 
to a rate of 10 to 11 percent per month, international reserves had 
been virtually depleted, and external payments arrears had accumulated. 

In late 1982 the Mexican authorities adopted a comprehensive 
economic program desiwed to deal with the crisis, and Fund support 
was sought For this prngjram in the form Qf 3” extended arrangement. The 
program aimed at restoring the medium-term viability of the economy 
through a lowering in the public sector deficit while reducing reliance 
on foreim financing, increasing domestic savings, and p~lrsuing pnlicies 
to enhance economic efficiency. Particular emphasis was give” to the 
objective of slowing inflation in order to create the conditions for a 

l-1 The public sector as defined under the program covers the opera- 
tions of the Federal Government and the nonfinancial public sector, 
but excludes the operations of the government-owned financial insti- 
tutions. 
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return of confidence and the resumption of sustained growth. The 
program sought L” ass!ure external competitfveness through an immedtaLe 
sharp devaluation of the Mexican peso and the adoption “E a flexible 
exchange rate policy. Liberalization of the exchange and trade svstrm 
also was planned. These policies were reinforced by major efforts to 
eliminate external payments arrears and to restructure both the public 
and private external debt. 

1. Developments in 1983 

The successful implementation of the program during 19X3 reslllted 
in a major turnaround in economic conditfons. The fiscal deficit 
declined from the equivalent of ahout IX percent of GDP in 1982 t” 
8 l/2 percent in 1983. This strengthening of the fiscal situation 
facilitated an appreciable deceleration 1” the powth of the monetary 
and credit aggregates which, suppertwi by a moderate wage policy and 
appropriate exchange rate and interest rate adjustments, served to 
rduce eYist1n.e imbalances and rmve Meitfc” away from the crisis atrm- 
sphere that had prevailed in 1981-82. 

Dnmestic inflation declined sharply in lYti?--particularly in the 
second half “f the year. Contributing Lo this result was not only the 
tightening of demand management policies hut als” the pursuit of a 
moderate waye policy. Minimum rages rose hy just under 45 percent, well 
below the Rl percent rate of inflation experienced in 1983; it should 
be noted that approximately one third of the inflation recorded in 1983 
was accounted for hv corrective price? increases in public sectot- coods 
and services or in items subject to price controls (Chart 2). wit11 
regard t” output. the contraction that occurred in late 1982 and early 
1983 resulted in a fall of more than 5 percent in real GDP for 1983 as 
a whole. However, by the last quarter of 1983 there were signs of a 
recovery, including a rise in total employment (Chart 3). 

The impact of the adjustment program during 1983 was particularlv 
evident in the balance of payments. The current acc”unt shifted from 
a deficit of LlSS5 l/2 billjon in 1982 to a surplus of over USS5 billion 
in 1983, and the overall balance moved from a deficit of nearly US$7 
billion to a surplus of USS5 I/? hi1 Lion (Table 3). This swing In the 
balance of payments was to a large extent the result of a very sharp 
cutback of imports and the virtual cessation of capital fli,yht. The 
strength of the current account and the wallability of s”me USS4.7 
billion in net official capital permitted Mexico t” rebuild its inter- 

national reserves and repay a Large part of the external arrears that 
had accumulated In 1982. 

A key element in the turnarnund “f the balance of payments and 
fiscal situation in 1983 was the sharp devaluation that took place in 
December 19A2. In that month the Mexican authorities announced the 
replacement of the generalized system of exchange controls that had 
prevailed since September 198, 7 hy the introduction, on a temporary 
basis, of a new dual exchange system consisting of a controlled market 
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covering about RO percent of external transactions and a free market 
covering the remaining transactions.L/ All operations in the controlled 
market are carried out for the account of the Bank of Mexico, while the 
free market is operated by the commercial banks, with the Bank of 
Mexico keeping open the possibility of intervening in that market. 

The exchange rate initially set in the controlled market on 
December 20, 1962 involved a depreciation in terms of Mexican pesos per 
U.S. dollar of sc~me 35 percent in relation to the previous “ordinary” 
rate and of 90 percent in relation to the previous upreferencial rate-./ 
Following this initial devaluation, the Mexican peso in the controlled 
market was depreciated daily in relation to the U.S. dollar by predeter- 
mined amounts (initially at MexS0.13 per U.S. dollar a day). The free 
market opened on December 20, 1982 at about Mex$lSO per U.S. dollar (a 
rate somewhat more depreciated than the rate then being quoted in the 
parallel market); after a small appreciation, the free market rate 
remained virtually unchanged in the range of Mex$147-149 until late 
September 1983, when the rate of depreciation of &x$0.13 per day in 
relation to the U.S. dollar was also extended to the free market. 

Following negotiations with foreign creditors. Mexico reached agree- 
ment on a new US$5 billion loan from commercial banks in March 1983. 
Moreover, a total of USSl8.8 billion of external public sector short- and 
medium-term obligations falling due between August 23, 1982 and December 31, 
1984 were restructured over a period of eight years, with a four-year 
grace period. Negotiations also were undertaken with commercial banks 
and other private foreign creditors for the refinancing of a total of 
close to US$12 billion of private sector external obligations at maturi- 
ties that ranged from six to 12 years, with a three- to four-year period 
of grace. Moreover, official credit agencies abroad were approached 
on the restructuring of Mexican private sector obligations which had 
received guarantees from these agencies. In June 1983 agreement was 
reached on the principles that would govern the restructuring of about 

11 Three other special rates were established applying to forward 
cover contracts under the FICORCA scheme Eor the repayment of specified 
private sector medium- and long-term obligations outstanding as of 
December 10, 1982 with foreign financial institutions. The deadline 
for entering into the FICORCA scheme was end-November 1983; therefore, 
no new operations have been registered at these special rates after 
that date. One other special rate was maintained for the settlement of 
certain obligations contracted by financial institutions and leasing 
companies during the period when the generalized exchange controls were 
in effect; all transactions eligible for this special rate have now been 
completed. 

21 The exchange rate system in place before then had involved, since 
August 5, 1982, a two-tier exchange rate, with a “preferential rate” 
applicable mainly to s+\es of exchange for the servicing of external 
debt and the purchase of most imports, and an “ordinary” rate applicable 
to other transactions. Following the introduction of generalized 
exchange controls, a parallel market developed. 
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USSI billion of private debt Ruacanteed by official creditors abroad; 
developments with respect t” the signing of individlual bilaLera1 agrer- 
ments are described below. 

2. The program for 1984 and developments in the second program year 

The program for 1984 envisqged the continuation of the policy 
approach adopted in late 1982, with a further strengthening of the pub- 
lic finances complemented by restrained financial and incomes policies 
and a further liberalization of controls over domestic prices and CYCPT- 
nal transactions. The overall public sector deficit was tn he redliced 
by an additional 3 percentage points of GDP, t” 5 112 percent of r:i)P. 
The program targeted a further increase of USS? billion in net inter- 
national reserves in 1984 and full Fettlemenc of remaining external pay- 
ments arrears, with public sector net external borrowing being limited 
to USS4 billion. On the basis of the policies being jmplPmented, ecn- 
nvmic activity was expected to recover gradually, with real GDP rising 
by 1 percent. while inflation was expected to decline to .? l?-month rate 
of about 40 percent bv December 1984. 

Despite some slippages, Mexico’s performance under the adjustment 
program during 1984 continued to be positive. Economic activitv 
StrenRthened SiRnificanLly in response t” the ,growth of non-oil exports 
and a recovery of private investment. Preliminary official estimates 
indicate that real g:DP rose by 3 l/Z percent in 1984, compared with the 
1 percent rise envisaxrd in the pro,gram. The balance of payments 
remained strong, with the trade acc”unt registering a positive balance 
of almost l&S14 billion and the current account a s~~rplus of more than 
US% billion. In contrast to 1983 when imports fell sharply, the 
strength of the trade account in 1984 reflected in large part the rise 
in nonpetroleum exports--they went up by 26 percent--rather than R very 
low level of imports. In addition, there was an improvement In the 
behavior of the private capital account (including errors and omissions). 
Net international reserves rose by about USS3 billion (compared wiLh the 
USS-7 billion contemplated in the program), notwithstanding ,? lower than 
programmed utilization of net official external borrowing (L15$2.? bil- 
lion, compared with the llSS4 billion that had been planned). All 
remaining external payments arrears, scheduled to be eliminated hefnre 
year-end, were fully settled by the end of the first quarter of 1984. 

The program’s aim with respect to the reduction in inflat.ion during 
1984 was not m?L. 4lthouSh the inflation fate came down by snme 12 per- 
centage points, the 12-month raLe of inflation in the period ended 
December 31, 1984 was 59 percent, substantially in excess oi the 411 per- 
cent sought under the program. A combination of factors contributed to 
this result, including large adjustments in controlled prices in the 
early months of 1984, a slower pace of import liberalization than had 
been envisared, a higher minimum wage award than had heen implicit in 
the pr”!gam, and 3 somewhat looser demand management policy--particularly 
in the latter part of the year. 
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The general Liberalization of dnmestic prices and adjustment of 
public sector prices started in I983 was continued during IRRS, and 
adjustments in controlled prlccs continued to exceed the rise in prices 
not subject to government control during 1984. However, the Process of 
freeing imports from prior licensing and other administrative barriers 
did not proceed at the speed originally expected, and by the end of 1984 
less that 17 percent of total imports had been freed from import prrmtts. 
The maintenance of the trade harriers gave many domestic producers a 
monopolistic or an oligopolistlc position at a time when controls over 
dnmestic prices were hei~ng relaxed. 

Minimum waxes were raised hy 311 percent on January I, 1984 (corn- 
pared with the 25 percenL ,granted at the beginninE of 1983) and then by a 
further 20 percent in June IYS: (compared with 15.5 percent in mid-1983). 
The cumulative increase of minimum wages was 57 percent during 1484, 
cxmparcd with just cmdier $5 percent during 1963. Tkse 52s~~ increases 
s#?em to have contributed to a dnwnward rigidity in inflationary expec- 
tations during 1984. 

Demand policies hecame somewhat relaxed toward the second half of 
the year. In August 1984, the contingency expenditure reserve provided 
for in the budget was released. Credit policy also became somewhat 
looser toward the end of the year at the same time that the demand for 
private credit. which had remained depressed in the early part of the 
year, began to pick up. 

The public sector’s ecnnomi,: deficit I/ for 1984 reached MexSl,R?h 
hillion <on a cash basis (the equivalent of-k.2 percent of GDP), which 
was l.ower in proportion to [GDP than the one resistered in 1983. but in 
excess of the limit of MexSl,524 hillion (5.5 percent of GDP) envisaged 
in the program for the le.3r ?s a whole (Table 4). In addition, the 
payment of some MexS?I~l?l billion of interest due by the Government to 
the Bank of Xexico at the end of 1944 was postponed to 1985; if these 
interest payments due but not paid were taken into account, the public 
sector deficit on a cnmmitmenL hasis would be close to 7 percent of CLIP. 
The deviation of the puhlLc sector deficit from the limits established 
in the program (occurred in the latter part of the “ear and was largely 
due to higher current expenditures. While in nominal terms revenues of 
the public sector exceeded the original yearly target and disbursements 
for investment were slower than budgeted, outlays for interest payments 
and for Eoods and services were hixher than their original approp\riatIons. 
The rise in these payments reflected not only the higher than programmed 
infl.ation, which affected the level of domestic interest rates, but 
also some apparent relaxation of expenditure controls. 

11 The public sectrrr rconomi<: deitcit as defined in the program 
exzludes the net lending operations undertaken by the development banks 
and official trust fullmis !which are estimated to have amounted to about 
1.4 percent of GDP in 1984). These credit operations are covered In 
the program under the Fin.?ncial intermrdiatim-,n ceiling. 
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The public sector deficit in 198 4 was financed largely from domes- 
ttc resources as net foreijin financing, at USS?.? billion, was well 
below the USS4 billion contemplated under the program. The lower use 
of foreign financing cnme about partly because of the decision taken In 
the second half of 1984 to reduce the size of Prmex’s acceptance facility 
wittl forelEn commercial banks (by some USS5tiO million! and to postpone 
unttl March 1Yd5 thr last drawing (for L&S950 million) of the USS3.8 
billion commercial hank loan obtained In 1984. 

D~uring 19b4 monetary and credit policies continued to he relatively 
restrained. The net domestic assets of the Bank OF Mexico declined by 
MrsS53 hillion in 1984, whereas the prosram had envisaged a contraction 
of Flex%3 bi I lion , and, as noted ahove, the accumulation of net inter- 
national reserves--at US3 billion--exceeded by a sl~ificant margin the 
nri,qinal aim. An .xtive program <of auctions of central bank deposits 
was pursued rlurin~ the year to mop ~rp liquidity, and tnteresr rates were 
managed Flexibly. In general the policy was to lower nominal interest 
rates gradually as inflation decelerated, while maintaining--on aver- 
age--positive real rates on short-term financial savings instruments 
and a competitive are vls-a-vts forelock financial assets (Chart 4). 
Lendins rates also followed a ,<ener.ll downward trend and the spread 
between deposits and lending rates narrowed simificantly. However, in 
May 1984, interest rates on deposits; were raised to contain speculative 
pressures induced by rising foreiq interest rates. 

The adoption nf these policies resulted in nn accrleration in the 
growth of financial savin,cs whlrh Rained a strong momentum in the third 
quilrLer nf 1’3%. The Flow of deposits into the hanking system, which 
had declined in real terms in 198’2 and 1983, registered strong Erowth 
in 19%. Hnweve r, in Decmber 1584 and January 1985 the growing hor- 
rowing requirements of both the public and private sectors signIFi- 
cantly outstripped the .qrowth of financial resources. Interest rates 
remained ImchanEed from Nnvrmher (984 to mid-March lY85, when they 
experlencrd a substantial upward adjusLmrnt. The sharp increase in 
credit demand in late 198: and the iirst two monlhs of 1985 contributed 
tr, pressure domestic prices and the reserve position of the Central 
Bank. 

As a result of heavy loan demand in the latter part nf 1984, 
credit to the private sector by devslnpment hanks and official trust 
funds (fin.?ncial intermediation) also exceeded the program limit 1) 
that had been established for the year as a whole. The accom~~datinn 
of this larger demand for credtt wac facilitated by a stronger SrowLh 
of deposits in development banks thnn had brrn anticipated tinder the 
pti1gI-am. This credit, a portion of which is eranted at preferential 

I/ The limit established hy the program (on these operations of 
Financial intermediation could be al.justed upward hy up to FlexSXO 
billion tn the extent that there was still room under the ceiling for 
the overall public sector econrmic defictt. bolt hy December 1984 there 
was no longer any room under thaL ceilin,<. 
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Table 5. Mt?XiCO: Summary of Terms and Conditions of the 
Mult iyear Debt Restructuring &reement I/ - 

. 

I 

Types of Debt 
Rescheduled Basis 

Grace Spread Over 
Amount 21 (in Period Maturity LIBOR- 
LISS billions) (Years) (Years) CD Rata 31 

Public medium- and ions-term 
debt not previously resched- 
uled falling dl~e from 1985 7/8 in 1Y85-8b 
to 19YO Uranche A) lhll percent i I l/8 in 1987-91 

of principal ZIJ. I I I4 if ) 1 l/4 in 1992-98 

Public medium- and long-term 
debt previously resched- 
uLed 51 
Due i; 1987 (Tranche B) ) 11lC percent 5.8 -- ) ) 718 in 1985~Rh 
Due from 1988 to lYY0 61 ) of principal - 14 iI ) I l/X in 19137-91 

(Tranche C) 1 17.8 ) I l/4 in 1992-98 

Syndicated loan of 1983 USS3.8 billion 7/ 5.0 

Sources: Financing Principles for Mexican t’ublic Sector to Commercial Banks Maturing 1985 to ‘, 
m, September 8, 1984. 

l! Agreement in principle on September 8, 1984. 
so% USS28.b billion was signrd on March 29, 1985. 

The first part of the restructuring package-- 
According to the monitorins procedures 

agreed under this restructuring arrangement, creditors will be able to declare an “event of 
default” if thev determine, based on the conclusions of the Article IV consultations with the 
Fund, that Lhe implementation of Mexico’s financial program is Incompatible with sound and sus- 
tained economic mouth, and with a viable external payment position. 

21 Inclludes USS3.2 billion of debt held by foreign branches of Mexican bnnks. 
11 There are no rescheduling fees: new spreads became effective on January 1, 1985; under wr- 

taln conditions, banks are allowed to switch their loans from dollars to home country currencies. 
41 Maturities shown relate to the date nf the agreement in principle. 
I/ Lb A”p”st 27, 19X3 commercial banks had agreed to reschedule public sector short-, medium- 

and long-term due from August 23, 1982 to December 31, 1984. The terms of this restructuring. 
ag:rerment wet-e 8 years’ maturity with a erace period of I, years, at interest rates of 1 7/8 per- 
cent over prime and R commitment fee of I percent. 

h/ Conditional upon the purchase of all amounts scheduled to becnme available in 1985 under - 
the extended arrangement with the Fund and upon the achievement of Mexico’s cnm economic targets 
to he monitored on the basis of the 1987 consultations with the Fund. 

71 An annunt of IJSSI.? billion was prepaid in the first semester OF 19X5 and the halance of - 
the loan was restructured to match the repayment schedule on the 1984 LlSS3.8 billion of new money. 

8/ The pricing nf the 1983 loan was 
on-the prime rate. 

originally at ? l/4 percent ,,ver LIBOR of ? l/X percent 
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The athnrities consider that the rrdur:tiI)n (of infl-ition is (crucial 
to the attainment of the medium-term ,:sbjrctive cf stable economic growth 
while m.?intaininq a strong bal,3nce (of yavments position. To achieve this 
final they i.ntrnd to connci.nue to reduce the size of the public sector 
deficit relative to GDP, to strrnzthrn financial and exchanjie rate poli- 
cies, and LO intensify the process of reducing effective protection and 
generally lihernlizin~ commercial pelim:v. The authorities stressed 
their ccammitmrnt to adnpt fnlrther correct Ive policy measures if they 
were rynli red. 

Th? budget f(,r lqY5 that ws senL Lo Congress in Novemhrr 19U had 
set a limit Qf MeuS?, 197 billion on the ~rvrral I financing requirements 
of the p!lbLlc sect<,r (eq.i..lrnt to some 5.1 percent of projected r:DP) 
and a limit *of MrrSI.922 billion ~>n the ~ovrrall ecnnnmic deficit Iof the 
publir secvr CL.5 percent pf IGDPI. The difference between these two 
concepts reflects the financial resources required bv the development 
banks and ,:rificial trust funds tn cover their net lending nperntlons tn 
the private sector. Congress .qIsn had authorized the possibility nf 
increasing the fiscal #deficit by nn additional amount of MexS?W hillinn 
(iJ.5 percent of CDP) on a continvary basis, to be activated in the 
event of adverse external developments resulting from either a sharp 
rise in international interest rates or .q larw fall in international 
oil prices. AI. the time that the hljdeet was snlbmitted to Congres, 
there were 1nrc.r llncrrlaintirs abwt tlw likely hehavior of these two 
vnri.ables. 

The .aIthr)ritie.< indicated that since thr approval of the ~U&PL 
they had hrcomp increasinely concrrnrd ahcnut the pnssible rekindling <of 
inflationary pressnre5. The rate vf public qprnding in the last few 
m@nths of 198;: and earl>: 19X was higher than had been expected .and 
probably was contributing to inf lationarv pressures. The rate nf 
increase in ~dnmenti~ prices, which in the first half of 198& had shown 
a siffi\ificant downward tendency, seem tc? have stabilized at around 3 te 
3 I/.! percent a month in the secrlnd half of the year. Furthermore, 
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increase in real terms in the level of public Investment. Public invest- 
ment experienced a sharp contraction over the past three years, and in 
19R5 will be mainly directed to the completion of priority projects. 
The original budget for 1985 had already incorporated cuts in current 
expenditures and transfers, and the thrust of the steps taken to 
strengthen public finances in February and March 1965 was to reduce 
further current outlays. 

The fiscal measures adopted ln February and March 1985 in respect 
to expenditures included: (a) the elimination or freezing of all vacant 
positions in the Federal Government and In the state enterprises; (b) a 
4 percent cut in government transfers to the nonconsolidated public 
sector and to the private sector; (c) a 4 percent reduction in current 
expenditures other than wages and interest payments; (d) a slowdow” in 
disbursements under revenue sharln,g programs to state and municipalities; 
and (e) the cancellation or postponement of a number of nonpriority 
programs and projects. A quantification of the major revisions and 
adjustments to the original 1985 budget Is presented in Table R. 

In additton to the above measures, the authorities have take” a 
number of steps to ti,ehten controls over public sector outlays and to 
strengthen the performance of public enterprises, to prevent a 
recurrence of the expenditure overruns that had take” place in late 
1984. For this purpose, they were reinforcing the role of high-level 
interministerial committees that approve and oversee the execution of 
the plans for financial rehabilitation of the main state enterprises, 
and they had instructed commercial banks not to grant credit to pub‘lic 
enterprises or enttties without prior authorization from the Ministry 
of Finance. MOKeOVer, the new banking law enacted in December 1984 
requires that all banks--including the central bank--capitalize any 
accrued interest payments on credit to the public sector at the end of 
each month, so that the accrued interest will count against the limits 
placed on each public sector entity’s access to bank credit. In the 
past, interest accrued but not paid had not been counted In some cases 
against the overall spending limtts placed on these entities. In the 
case of central bank credit to the Federal Government, a specific limit 
has no” heen introduced under the promam to cover the accrual of 
interest with the Bank of Mexico. 

2. Monetary and credit policv 

In reviewing developments in the monetary and credit area. the 
authorities said that monetary policy had been managed cautiously during 
IYA4. Their strategy had been to follow a flexible interest rate 
policy geared to having nominal interest rates decline in line with 
the deceleration of lnf lation, and to conduct auctions of central bank 
deposits to absorb excess Liquidity. Two important constraints affected 
the way in which this strategy was implemented: first, interest rates 
had not been allowed to decline below those prevailing abroad (adjusted 
for changes in exchange rates); and, second, an attempt was made to 



, 

5 



- 22 - 

maintain, on average, positive real rates of return on the main short- 
term domestic savings instruments. Even though there were significant 
debt repayments abroad by the private sector during 1984, net private 
capital outflows (includfng errors and omissions) declined. At the 
same time, the rate of cowth of domatic Einancial savings was positive 
in real terms, in contrast to the performance in 1982 and 1983 when 
financial savings had contracted in real terms (Chart 8). Interest 
rate policy in 1985 would continue to be guided by the approach adopted 
since the beginning of the program, the authorities said. 

The athorities recognired that credit expansion in December 19% 
and January 1985 had not been consistent with a flIrther decline in 
inflation and probably had contributed to the loss in international 
reserves in the first months of I?85. Accordingly, credit had been 
tightened in February and March 1985 by placing monetary regulation 
bonds with commercial banks and by increasing interest rates--by as 
much as 8 percentage points for certain rates. 

As was mentioned above, during 198 4 the authorities had resorted to 
the actioning of deposits et the Central Rank to commercial banks as a 
means of restricting overall liquidity, but the new bank legislation 
enacted in December 1984 provided greater flexibility in the conduct of 
monetary policy by permitting the Bank of Mexico to conduct open marker; 
operations either through intervention in the market for government 
securitlei (treasury bills) or by placing its own monetary regulation 
bonds. The authorities noted that in mid-February 1985 the Bank of 
Mexico had already carried out its first placement of monetary regula- 
tion bonds with commercial banks for a total of MexS250 billion (equiv- 
alent to about 25 percent of currency in circulation at the end of 
1984). Under the new central bank law, the proceeds from the placement 
of these bonds would not be available to finance credit to the Government 
but would be sterilized by the Bank of Mexico. 

The new law also places restrictions on the access nf the Covrrn- 
ment to Bank of Mexico credit and discontinues the procedure under which 
resources obtained from commercial banks through reserve requirements 
were channeled to the Government by the Bank of Mexico. According to the 
new procedures, the commercial banks’ reserve requirements at the Rank 
of Mexico are being reduced from 48 percent to 10 percent. But commer- 
cial banks now will he required to channel to the Government, in the 
form of a portfolio requirement, 35 percent of the funds they capture 
through their deposits. Commercial banks also will be required to 
channel the equivalent of 3 percent of their deposits to the purchase 
of bonds issued by government development banks. Under the new law, 
the stock outstanding of direct credit to the Government from the Bank 
of Mexico cannot exceed 1 percent of total government receipts. The 
new law also requires that an annual ceiling be established at the 
beginning of each year on the credit to be extended by the Bank of 
Mexico. 
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The authorities’ financial plah for 1985 IS nlmrJ at .i~:liicv~,,~, 
us$500 million increases in net intrrnstional re~rr”ES, blld 1hc Q,r.~.w, I, 
a,f net domesLIc credit of the Bank of Mexico has hern programmrd ir, 
light of this target and on the hasis of a 31 percent increase in <‘III’- 
rency issue (Table 9). The authorities believe that the rrstlltin): 
overall credit expansion--equivalent t” lb percent nf the IIIITI-~~SV 
outstanding at the end of 15RG-will be c”nsisr~nL with a signiticant 
reduction of inflation. Morrover, they point4 out that the limit 
placed on the Bank of Mexi.cn’s net claims on Lhr nonfinancial public 
sector was being wdified to take into acc”unL the t:ummercial banks’ 
credit to the Government under Lhe new mandatorv IwrLfolio reqllirrment, 
to ensure adequate room for Lhe expansion of credit t” the private 
sector. 

During 1984 the spreads between lending rrlLis ,and rates paid nn 
deposits had heen narrowed (Chart 9). This chance reflected hoth in- 
creased c”mpeLiLi”n amon,q hanks and a widening nf the nonhank financial 
market., as wrli as the reduction of interest rales sl!hsidien. RaLes on 
a number OF preferential credits were increased <InIrin.$ 19X&, anri again 
in early 1985,tn hrinE them m”re nearly into line with the cost of 
funds; in addition, access t” these credits was restricted in many 
cases as part of a plan t” reduce distortions. The authorities ind- 
icated that they expected the financial subsidies granted through 
preferential interest rates to decline further in 1985 as inflation 
abated. The financial operations of the development banks and official 
trust funds, where most preferential credits originate, wo~uld continue 
t” be subject to an overall ceiling in 1985, with that ceiling callin. 
fnr a reduction in the value of these operations as compared with 1981, 
(Table IO). 

3. Prices and wages 

The authorities indicated that the c”,ntinunLi”n of relatively high 
rates of inflatior~ was the most sertnus prohl?m facing Mexicc to~iav. 
Although a significant rrduction in the rate of Inflation had heen 
achieved over the past two years, its cllrrent pncr was t”o high if 
sustajned mowth was t8? he .xhieved and the risks “f a recurrence of 
halance of payments difficulttes were to br awlded. Thw pointed “ut 
that in the cnse I~F the goods and services pre~)vided hy Lhr public 
St?Ct”r, the objective for 1985 WAS largely one of adjusting prices in 
line with changes in c”sts while reducing cosLs of prodrlcLinn thraueh 
increases in operatinE efficiency. Conlrols over prices in the private 
sector had heen removed nn mosL products since rarlv 1963, huL it 
appeared that some firms had taken advantage of 3 monopolistic Ip”sition 
t” raise their prices Iunduly. Thus, the policy Lhat was being adopted t” 
reduce effective protection and the barriers to trade was viewed by the 
authorites as being a very important step to strrngtllen comprLitive 
forces in the economy. 
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Table 10. t&&o: Fi.nm&l Internediath Operatti of 
Develqmmt aanks and Official Trust F&s 

(In billh of &z&an pesos)lJ 

m. 
1981 1982 1983 19% 1985 

Total financial intenwdiatim 

- 

Bank of Ihim official 

litI&&& 

Wtimal dC!velopmRlt tanks 
Credit to private sector 
other 

Uzimrardun itens 
Financial intamdiatim as 

pew of alp 
Funds channeled to the private 

sector by official iate- 
diaries as a percent of the 
financial system’s total credit 
to tk private sector 

-12.5 

11.0 

-23.5 
9.3 

-32.8 

4.2 

6.5 

69.3 

48.6 

20.7 
-1.4 
22.1 

0.7 

Y 

258.5 397.9 

59.2 53.1 

199.3344.8 
218.0 458.2 
-18.1 -113.4 

350.0 

1oo.o 

2M.O 
250.0 

- 

1.5 1.4 0.8 

36.2 25.8 13.6 

Sances: Bank of Elexico; and RmJ staff estimates. 

l/ Effective flovs adjusted for cl-ages in the exchange rate. 
21 The financial system’s net credit to the private sector has negative duriq, 

1982. 
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A number of measures had been taken over the last two years to pro- 
tect the purchasing power of the lower income B~OUDS and to minimize 
the increase in (open unemployment. These inclllded a redirection OF 
subsidies and the real \ocation of certain investment expenditures 
toward lahor intensive pnlbllc works. Notwithstanding these efforts, 
Lhe athorities are convinced that the most effective way to improve 
the pslrchasiog power and welEnre of the MevIcnn population is through a 
reduction in the rate of inflation and the achievement of a sustained 
recovery OF economic activity. 

It was qenerally rrcognizrd that ware developments in 1983 had made 
d contribution cu the ad.jusLment process. Real wnees had fallen simi- 
ficantly in that year. and their sharp reducLton had helped avoid a 
major Fall in emplovment levels even in the Face f,f a large drop in eco- 
nomic activity. It was Important to note. however, that the Fall in 
real wages that had taken place tn 1983 was in relation to 8” unsustain- 
;?ble level achirved in 1981-K?. In 1984, ttle increase in nominal wages 
was al.most the same as the rise in prices while employment had Increased. 

Flinimum wages were increased by 30 percent in January 1985, the 
same prrcenta~r increase as that ,granted in .January 1984. The mission 
pointed ,wt that in order to reInForce the dwnward expectations hn 
inflation a lower ad.iustment in early 1985 would have been mire nppro- 
priate. The authorities indicated that they would like to see some 
incre,we in real wages in 1985, hut were aware that such an increase 
S:onll~d only cake place on the hasis of increases in productivity. 
Accord1 wly, they were recammendinp that in reaching wage agreements the 
employers and the trade ~lnions take accounL nF Lhe hehavior of produc- 
tiviLy, the objective of continued growth in employment, and the need 
to maintain the external competitiveness OF the economy. 

With Lhe .adoption of Lhe stahilization program in late 1982 the 
authorities beean to dismant1.e yradually the existinK exchanze and trade 
rrstrtct inns. The first step waken was to devalue the peso sharply In 
December 1982, and thereafter they started to liheralize the exchange 
ami Lcade svstrm. In the early stazes, the RuLhori t ies proceeded GUI- 
tinusly in eliminating restrictions hecause <nf the uncertainties that 
prevailed ahwt the ~otltlook and the limited international reserves 
avail.ahlr; initiallv 3 they focused their effrrrts on settling outstand- 
in- external arrears and rrstructuring the extern~al #leht. 

Ralance nf payments performance was ~Lrons in both 1983 and 1984, 
arrears have heen settled, the debt restructured, and international 
reserves have been rehrlilt to R comfortable level. At the beginning of 
the program, a large part nf the halance of payments adjustment was 
through the compression of imports. Now that Lhe constraint imposed by 
art rxlrrmely low level (of Fnrrign exchange reserves is no longer present, 

0 



the authorities intenrl tn concentrate--during 19X5 and heynnd--on the 
medium-term s~ruc~i~rnl .apects of their program hf eschan,<r and trade 
libernlizatien. 

a. Exchnnjir svstem 

Discussions hn exchange rate policy Focused ~:,n the implications 
For the competitiveness of the economy of the real etfective apprecia- 
tion of the currency that thas t&en place over tl~ae last twn years, the 
outlook For the unification <of the exchange mark-et, end the impact of 
the paral 1~1 e?chalge market. 

The stclff recoenized that the exchange r.?te had hern A,justted 
sharplv in real terms in 19’32, but it also rmphsized the nerd tc eval- 
uate c.?refully mile appropriateness of the pace IF dsilv depreciation of 
the peso in liyht nf the cnntinuinx inflation end d~ve1~~pmenf.s in the 
parallel market. llrlrtng 1983 and 1954 the rate of deprrci.?Lton OF the 
Mexica? peso hn,j not malched the differential of inflation between 
Mesic,) and its ma~jor trading partners and the compeLiLivr mnrcin avail- 
able in early 19X3 had heen progressively eroded. The Mexican peso 
appreciated in real terms by 4X percent from December 19% tn February 
1985 (measured in Mexican pesos pet U.S. dollar). 

This development. to<ethrr with the rise in domestic demand, con- 
trihuted to a deceleration in the rate of growth <of nonpetroleum exports 
and <of nonfactor services-such as tourism--in the second half of IYW. 
The Bank of Flexico’s international reserves continued to rise throughout 
uost of the second h,3lf of 1485, hut they declined hy llSW.9 billion in 
the First quarter nf 1985. Uhile a sicnificant part of this reserve 
loss can he rxpl.3ined hv the concentration of public sector external 
amortizations in the period December 1984+larch 1985, (he rrosion of 
competitiveness and the weakening OF demand management policies in late 
1984 and rarlv 1985 seem to have contributed to the reserve loss. 

The authorities were of the opinion that the Mexican peso was 
still competitive, however, particularly on the basis of developments 
in relative unit lahiar costs. 1.!hile they recognizrd that during the 
course OF 1983 and 1984 external competitiveness had hren redllced, they 
still Felt that the marxin had hecome so wide after the flecrmhrr 1982 
devaluation that there was still a competitive edge. Nonetheless, they 
indicated chat they were rlrepared CO he flexible in the mana~emrnt of 
the exchange rate, and pointed to the acceleration in the pace of daily 
depreciation in December 1984 and again in March 1965. The authorities 
said that thev were prepared to ajj!ust the pace <of tl~le rlai~lv lleprecia- 
tion again if needed in light aof evolving circumstances. They pointed 
out that the c(rrrenL rate of depreciation #of ilexS 0.11 per 1l.S. dollar 
per dav was consistent with no further appreciari#>n m~,i the peso in real 
terms if domestic inf latinn were to he arolund 4111 to ii pet-rent a year, 
assuminy no ma,jor Further appreciation of the dollar vis-a-vis nthrr 
kev currencies. They reafirmed that flexibilitv in exs:h:lnL:r rate 
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a 
policy would continue to be exercised to maintain the international com- 
petitiveness of the economy and ensure the viability of the liberaltza- 
tton of commercial policy. 

The staff also discussed the timing for iunification of the exchange 
rates and the implications of developments in the parallel market for 
the performance of the balance of payments. The authorities had indic- 
ated at the beginning of the program that the multiple currency practices 
were temporary measures to be applied while generalized exchange controls 
were being phased out, and the staff inquired about the prospects for 
unification before the end of the extended arrangement. The authorities 
responded that the free market had become less important over the paat 
two years and that the difference between the free market exchange rate 
and the controlled market rate had been narrowing (It is now less than 
8 percent). The staff noted that at the same time, however, the differ- 
ence between the free market rate and the parallel market rate had 
widened, and that in recent months it had been as high as IO percent, 
The authorities relterated their willingness to seek a further liberali- 
zation and the eventual unification of the exchange markets but they 
wished to proceed cautiously in this area, given the uncertainties 
still prevailing in the foreign exchange markets. 

b. Commercial policies 

The athorities explalned that the difficult external conditions 
prevailing in the early stages of the economic stabllization program 
had meant that commercial policy initially involved the control of-many 
import items through licensing and the encouragement of import substitu- 
tion. They recognired that such an approach was not desirable in the 
longer run because It introduced serious distortions into the system, 
and as the balance of payments strengthened, the focus of trade policy 
was being shifted toward enhancing efficiency. 

Some steps were taken in 1984 to reduce the scope of the licensing 
system, although it is recognized that progress in this area had been 
slow. The Government is now in the process of carrying out a comprehen- 
sive revision of foreign foreie;n trade policy, with the objective of 
reducing the 1eveL and rationalizinp the structure of protection. The 
authorities also expected this reform to have an effect in dampening 
inflationary pressures. 

A major feature of the reform will be the shift from the licensing 
of imports to import tariffs as the major instrument of commercial pol- 
icy. The authorities will introduce a new tariff schedule that will 
reduce the number of tariff rates from ten to seven in order to lower 
the dispersion of the rates; these rates, with few exceptions, will he 
in the range of II! to 50 percent. It is their intention to raise the 
proportion of total imports exempted from permits, from about 17 percent 
of annual Imports at the end of 1984 to between 35 and 45 percent 
before the end of 1985. This process of reducing the role of licenses 
would be continued over the next few years. An important aspect of the 
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revision #of trade pOliC\. is that the liberalizatio” of imprlrls would 
cover goods produced domestically whereas previously the efforts had 
fucused mainly on intermediate and capital p;onds lnot prod~~ced at home. 
AIs@, the a!lthoriLlrs indicated tllat locally prodt~crd raw malerials and 
spare parts whose xlomestic price exceeded prices ahro.32 by more than 
51~1 percent will be granted import permits allLom.atically. 

The autllorilies noted that they i.ntended 117 introduce shortly 
a new instrument (OIMEX) wherrhy exporters wn!~ld he allowed to import 
without permit a vnlue equivalent to a certain proportion of their 
e:xport proceeds; Lhe portion corresponding to the imported zcomponent of 
their export would be free from import duty. The authorities Indicated 
that this new scllrme is not intended to be B substitute for appropriate 
rxchanpe rate man.~,r!rmrnc. More generally, the authori ties expressed 
their intentions to aim at e”cvura,:i”g the drvel~-rpme”t of internnlinnal Iy 
competitive activities and limiting the duration #of infant industry 
prsvtection hei”!+ “ranted. 

The authorities consider that expansion toi ntnn-nil rsptorts and an 
efficient im”“rL substitution were crucial to rns~~re a viahl? bnlnce 
<of payments in Lhe mediclm term. Thev pointed ~rhlc th.at a number (of 
meas~~res were being introduced tn simplify esnort procedures and to mak.e 
exporting mare nttractive. Incl~lded among the latter is the extension 
of the system (of trmp<>rary imp*>rts to benefit not only: direct e:xporters 
br)L also local prod~~~crrs of inpllts for esporL activities. The authori- 
ties warned, however, that the consolidation of Mexico’s olltward looking 
trade strate,qv would hinge on the assurance of access to foreiyn markeLs 
and, in particular. on the removal fof barriers to access in kry markets 
ah mad . 

C. External debt management 

The authorities viewed the restructuring #of Mexico’s foreign debt, 
both public and private, as a” important elemrnl in the process of 
rr-establishing normality to the countr.y’s external economic relations. 
With the elimination of the external arrears and the agreement reached 
on ihe restnlcturing of the deht, slexico is now in a much better position 
to handle its debt (Table 11). In the cd”te\:t of th+ multivear restruc- 
turinp, of the public debt owed to commercial hanks, the Mexican authnri- 
ties foresee a role for the Fund in reviewing .and appraisin,< the adequacy 
of Lhe c~oun~rs’s annual financial “rograms. Monitoring procedures have 
heen .agreed with Lhe commrrci,?I banks to improve the availahillly of 
economic i.nformation and Lhe Mexican authorities have requested a” 
enhancement of the arrangements for surveillance #under the Article IV 
consult ations once the currrn~ EFF arrangement expires. 

I” the case of the privaLe drht, operations which total apnrnximately 
liS$ I :’ hi 1 lion have heen registered under FICCIKCA’~ rrstrluctnri”,< nrrange- 
,nents. With respect to the private debt guaranLeed by forei.sn official 

l cr+di tars: bilateral restructllrin# aErerme”ts have hee” negotiated with 
France, the Federal Kepublic of Crtmany, Spain, the Ilnited Kingdom, and 
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the United States; in the cases of Belgium, Canada, and Sweden, the 
annunts due eiLher have been fully paid or were helnw the “de minimis” 
cla~use;l/ no loutstanding dehLs have hren identified wiLtI Norway; and 
in the Fases of Italy and .lapan the Mexican authorities have already 
cnntacted these Covernmrnts to determine whelher an” .amonnts are st.ill 
due. The authorities said that virtually all of the private deht 
guaranteed hv official crrdi tnrs ahrrrad has been covered bv the agrrr- 
ments already si.gned, and that an” small amounts net covered by these 
agrt’ements mosL likelv have been settled alre,ady thrwfih the free 
market. They have indicated to the staff that they are prepared to 
conclude any further hilaLer.31 agreement that mirhL he necessary to 
settle any remaining ohliqations of this type. 

The nbjrcrive anf pluhlic sect*,r debt manaqemrnt is to lower the 
reliance on fnrriw horrowinq and reduce the size of the r~verall deht 
in relation to I:@P. In 1945 mast r>f the aross foreign horrowtng is 
expected to he from hilateral and mnlltilateral sources. A limit ,-,f 
USSI b;illion WRS placed on the Iwhl.ic sectlor’s net ex~rrnal hornwin:: 
in 1985, which is consistent wiLh Mexico’s capacity LI:, ahsorh nnd ser- 
vice additional foreign seht. HWe”eK, Lhe Fin:incial pr~:<rdm assumes 
that actual net horrnwing abroad is ti, remain in the neifillhnrhnod of 
LlSSIIIiJ million. This asslumptinn reflects both the likely availability 
of funds in the market and thr authorities’ inlention to limit their 
recourse to external borrowing in order to strengthen Mexico’s chances 
of resuming normal access te international capital markets. To the 
exLent thaL m~orr external financing hecomes Rvailable, recourse to 
domestic financing will diminish, with positive effects on the avail- 
ahllity of credit for the private sr3.cta)r. 

The authr:xrities appreciated the support given by the intrrnntiennl 
iinancial community to Mexicn thrwgh special financial packages in 
1983 and 1984, h&It realized that such borrowing procedures were of an 
exceptional character. Given the improvements achieved in public 
finances and the balance of payments during the past twn years, they 
considered it appropriate to return to the normal market practices in 
which voluntarv lendin:! is the norm. 

5. Performance criteria for the third “ear of the arrangement 

In the letter dated March 24, 1985 and .?ttached Technical Memo- 
randum of Understandirw circulated to the members of the Execlltive 
Board (EBS/85/711), the authorilies described in detail their economic 
program fnr 1985 and the performance criteria Lhat have hern estahlishrd. 
(A summary of the principal elements and assumplions undrrlying the 
prnmam for IW5 is presented in Appendix IV.) For the “ear- AS ,? whole 
the public sector (deficit hn a cash hasis is heinq limited to Mrx$l,785 
hi1 lion. l!uarterly limits have heen set with respect tn the overall 

11 In the cases where the xounts due were hrlw SDR II) mill.ion, the 
Meuican auLhorities have made available the fnrribm exchaner to make 
these payments immrdi.?tely. 
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l 
public sector cash deficit and its major sources of financing and a new 
quarterly ceiling has been introduced on public sector interest obliga- 
~lons accrrled TV t:he Bank of Mexico. As mentioned above, the limit on 
the public sector net foreign borrowing has been set at US$I billion 
for 1985. The limits on the Bank of Mexico’s claims on the nonfinancial 
ollblic sector can be raised by the programmed lending from commercial 
banks to the nonfinancial public sector that results from the existing 
mandator!, portfolio requirement equivalent to 35 percent of the deposit 
liabilities of commercial banks; however, if and when these limits on 
Bank of Mexico credit to the nonfinancial public sector are adjusted up- 
ward, the mandatory portfolio requirement on commercial hanks will have 
to be reduced hy an equivalent amount. The operations of financial 
intermediation carried out bv the development banks and official trust 
funds continue to be sub.ject to a quarterly limitation. The limits 
placed on the expansion of net domestic assets of the Bank of Mexico 
are consistent with the ob.iective of achieving a US$500 million improve- 
ment in the net international reserve position during 1985; quarterly 
targets have been established on the changes in net international 
reserves to help guide the management of exchanw rate policy. 

The quantitative performance criteria of the progran as summarized 
ir, Table 12 are: (1) a set of quarterly limits on the overall cash 
deficit of the pllhlic sector (paragraph 3 of the Technical Memorandum 
of Understanding attached to the letter of intent); (2) a set of quarterly 
limits on the unpaid interest accrued to the Bank of Mexico on claims 
on the nonfinancial public sector (paragraph 4 of the Technical Memoran- 
dum); (3) a set of quarterly limits ~,n the Bank of Mexico net credft to 
the nonfinancial oublic sector (paragraph 2 of the Technical Memorandum); 
(L) a set of quarterly limits on the operations of financial intermedia- 
tion conducted h’y the national developments banks and official trust 
funds, including the official tt-ust funds of the Bank of Mexico but 
excluding FICORCA (paragraph 6 of the Technical Memorandum); (5) a set 
of quarterly limits on the Bank of Mexico’s net domestic assets (para- 
,:ra;I. 5 of the Technical Memorandum); (6) a Set of quarterly limits on 
tl~e nublic sector’s net use of foreign credit (paragraph 1 of the 
Trchnicnl MPr.oranct.m); and (7) a set of quarterly targets for the net -- 
forei. assets Llli l11t Rank of Mexico (paragraph 7 of the Technical 
?femorandum). !t will be noted that some performance criteria set forth 
in the authorities’ Technical Memorandum of Understanding have been 
rstahlis:led for December 31, 1985, the last day of the extended arrange- 
ment for Mexico. It is intended that the last segment of the phased 
amount of the arrangement he made available only if Mexico is meeting 
those criteria. Accordingly, a sentence is included in the draft 
drcisinn to the effect that a request for the put-chase of that segment 
will he met only if the request was made on or before December 31, 1985, 
the data for that date have been received on or before Februarv 20, 1986, 
and those data show that the performance criteria were observed hn 
December 31, 1985. 
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Table 12. kxico: Extended kmqment+&mtitatiw Perfornarace Criteria 
for the lhird Pmpm Year 

1985 
1984 Targets ad Ceilings 
Dec. Ja”.-Hx. Apr.-June July-Sept. Oct.-kc. 

(In billions of k&an wms) 

tkLinancia1 pblic sector 
emulative deficit l&l 1,826 430 

lhpsid interest accrued to the Bank 
of kim on claim 011 the mm- 
financial pblic sector 491 805 

Net credit to the nmfinancial public 
sector by ttw mmetary authorities 2/ 
lhdj”ated 3,740 3,748 
Adjusted $1 3,958 

Cmulative changes in financial 
intermediation (effective Elm) 414 130 

Gnulatiw ckmges in net dmestic 
**sets of tlm u”retary 
authxities (effective fl0.f)~ -53 127 

(In milliom of U.S. dollars) 

Qrmlatiw net foreign lxxrwiq 
by tk public sector 1/ 2,189 500 

Gmulatiw chmge in wet intemtioDa1 
rmerves of ttkz nmetary authorities J/ 2,990 -1,ooO 

840 1,240 1,785 

xl5 705 568 

3,895 3,897 3,695 
4,426 4,676 4,902 

?z?o x0 350 

179 

500 

-900 

45 

Em 

-100 

184 

1,m 

500 

Sources: tican authorities; and Rmd staff estimtes. 

lJ Limit tested at end of each period. 
z/ Effective flms of financing nx?asured on cash tasis. 
A/ Effective stocks calculated by adding effective flows to oaninal stock altstxdi”g as 

of tlx? ad of 1984. 
A/ Ceiling can be adjusted upards by an wmnt equivalent to tte cmmrcial banks’ 

lending t” tk mmfimncial plblic sector resulting fmn iqlmmting mndatory portfolio 
rquimmts. ‘Ihe counterpart of this adjusmt rauld be a d-rd adjusbmt of tk 
rtmdstory p”rtf”lti requirerents 00 carmercia1 bxks by the sme allxxnt as the upwmi 
adjushrent of the Bank of &xiw’s lem%q to the nonfinancial public sector sllc+.ed rmder 
the P=“s===. 

g Net dcmstic assets of the Bank of Mexico for pqmses of the ceiling are defined as 
ttxz difference betwen mte issue iud ret intematiooal reserves of the mtaary authori- 
ties. 
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l 
In addition, the general clause prrtaininr to the authorities’ 

intentions in respect (of impositinn 87f new 8sr intensification of Foist- 
inl: multi nle currency: practices, restrictions ,.:,n uayments and rr:lwfers 
f,:,r c,,rrent internation Lrannactions, hilatercal pavmrnts a~reementr, 
snd restrictions on impcrt.5 for balance nf prlvmrnls reasons, and Lhe 
cL.311s.e pertaining Lo the a~lthorities; intw~Lit~ln Lh avoid the emer.qence 
#of new arrears (paragraphs 4(c) and 4(e) x>f Lhe extended arranremrnt), 
remain Jn effect, and the er~ejlded arrangement is being amended in 
arcord~nce with Executive Board Decision No. 7YOC (X5/25) nf Frhruary ‘Cl, 
IYSS hn nverdue payments to the Fund (see ammrndrd Extended .Arr,qn,<emPnt 
;ltLached ). Furthermore, the implrmentarion of rhr economic program and 
the evolution of economic activitv during the first half of 1985 will 
br reviewed with the Fund hefore ieptemher 30, lYS5; purchases scheduled 
for the period after September 30, 12185 will he contingent on the com- 
pletion of this review. 
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Table 13. Meiioa: Medium-Term Balance of Payments Prnjrctions, 1934-90 

(In billions of U.S. dollars) 

1984 1985 1986 1987 1988 1989 19911 

Current account 

Trade balance 
Exports 
Imports 

Factor income 
Of which: interest 

payments on public 
debt 

Other services and 
transfrrs 

Capital account 
Official caoital 
Private capital If 

Monetary nuthoritirs 
(increase -) 

Memorandum items 
current acco”“t as 

percent of GDP 
At 1979 real 

exchange rate 

13.9 II .8 II.1 
(25.2) (25.8) (27.1 

(-11.3) (-14.0) (-lb.1 
-9.3 -8.h 

, 

-II! .o 

(-8.5) 

r, . 2 

-1 .I 
2.2 

-3.3 

-3.0 

I .9 

t-7 .h) 

-0.S 

-1.6 
0.1 

-I .? 

-0.5 

0.9 

I .I 

8.7 
7.5 

-fJ.4 
0 . 6 

-I .o 

-I .b 

0 .R 

10.9 

10.4 
7.8 

4.1 2.1 2.0 - - - 0.5 -0.2 

IO.? 9.i 
) (28.3) (29.7 
) (-18.1) (-20.3 

-9. I -8.9 

At current exchange 
rate 2.3 

Cross reserves, end of 
period ?I 

In birlions of 
da1 lars 7.3 

In months of imp(:*rts 7.3 

i-7.7) 

-(:I . b 

0.7 - 
1 .o 

-0 .3 

-I.? 

0.2 

0.2 

II .2 
7.4 

(-6.9) (-6.7) 

-111 . 7 -/I! . 8 

I.? - 
I .I> 
0.2 

-I .o 

-111 . I 

-0 . I 

II .5 
6.8 

2 .o - 
I .5 
II . 5 

-1.8 

-Cl. I 

-0. I 

12.4 
6.b 

-0.2 -0.5 __- 

9.5 9.7 
(31 .9) (34.3 

(-22.4) (-24.6 
-8.8 -9.2 

(-6.7) 

-I .!I 

1.9 - 
I .2 
0 . 7 

-1.4 

-0. I 

-0.2 

I 3 .I0 
6.3 

Svurcr : Fund staff prnjections. 

I/ Includes et-rots and zomissions. 

31 Excludes gold and payments agreements. 
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2. Medium-term projections 

The medium-term balance of payments has been revised in light of 
recent developments and the restructuring agreement reached with com- 
mercial banks. The major macroeconomic assumptions made in earlier 
exercises I/ have been revised somewhat, taking into account the results 
for 1984 and the new projections for 1985. However, the basic under- 
lying assumptions concerning the continuation of the adjustment policies 
have not been modified, and as a consequence the general course of 
growth, inflation, and the balance of payments has been maintained 
real tively unchanged (Table 14). On the basis of the latest policy 
assumptions, the projections indicate the feasibility of sustaining 
rates of real growth of about 5 to 6 percent of GDP over the next few 
years while achieving a gradual convergence of domestic inflation to 
that of Mexico’s main trading partners and maintaining a strong balance 
of payments. 

Working with these assumptions, the staff projects that Mexico’s 
current account should be in approximate balance over the period 
1986-90 taken as a whole. The virtual disappearance of the current 
account surplus would reflect a recovery of private investment, partly 
offset by a reduced public sector deficit. The recovery of private 
Investment Is expected to be accompanied by a further reduction in 
private capital o”tflows. 

Underlying the medium-term trade balance projections is the main- 
tenance through 1988 of an export volume for crude oil of 1.5 million 
barrels a day at the average prices now in effect, oil prices are 
assumed to increase thereafter by world inflation. The volume of 
nonpetroleum exports is projected to grow on average by 8 percent a 
year throughout the projection period. Import volume is expected to 
rise by 10 percent in 1986, 7 percent in 1987-89, and 5 percent there- 
after. 

Nonfactor services are assumed to grow by 10 percent a year in 
dollar terms during 1986-90. As a result of only moderate recourse to 
external borrowing and a projected reduction in world market interest 
rates, net factor payments abroad are expected to decline gradually as 
a proportion of GDP, from 5.7 percent in 1984 and 4.9 percent in 1985, 
to a range of 3 to 4 percent in 1986-90. 

Mexico is expected to return to the International capital markets 
starting in 1986, but net borrowing is expected to be quite limited; 
some “et inflows of private capital are expected after 1988. If the 
main balance of payments variables develop as outlined above, there 
should be scope for a modest accumulation of reserves in the years 
to come; the projection indicates that the gains should be sufficient 
to maintain a relatively comfortable level of foreign reserves as a 
proportion of current payments. 

i! See EBS/84/1. Sup. I (l/27/84), pp. 28-30. 
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The GDP xrowth contemplated in these projections for the second 
half of the 1981Is is in line with M?xico’s historical record in the 
the 1950s and the 1960s--a period when Mexico experienced steady growth 
without inflation--and it is consistent with 3 significant growth of 
per capita GDP. The ratio of total investment to GDP is expected to 
rise from about 720 percent in 19% to 22 percent of GDP in I985 and to 
the range of 23 to 24 percent of GDP in the 1986-90 period, a level 
similar to the one prevailing in the early 1570s hut significantly 
lower than the exceptionally high levels achieved in 1980-81 when large 
investments in energy-related projects were being undertaken. The over- 
all savings ratio, which declined to a low of 18 percent of GDP in 1982, 
has already rwv?d up somewhat in 1983 and 19X4 and is expected to he in 
the range of 23 to 24 percent of CDP in the 198h-9n period, reflecting 
mostly an improvement in public sector savings. 

A continued decline of the rate of inflation is expected throughout 
the IYRh-Yh peril-111 on the basis of the plursuit of a prudent demand policy 
and the improvement i?f confidence. Most r?f the corrective price measures 
that were needed at the heginning nf the program perind will have hren 
implemented by the end nf 1995 and distortions in the price system should 
have been eliminated. The liheralizatinn of the commercial oolicirs 
that is contemplated should contrihutr to an increase in the overall 
efficienc:>r of the economy and thus help tn improve price performance. 
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employment. In l98h. however, the size <of the wa-,e awards may have 
contributed to cost pressures and impeded the scaling down of infla- 
Li83nary expectations. The ad.justment t,f minimum wa:es in Jan~~ary IY85, 
was of the same magnitude 3s Lhat nf the previous year. and therefore 
great care will have Lo be exercised with respecL tn title midyear ad.just- 
ment if wage policy is LO be consistent wj.th the reduction of inflation. 

The authorities reiterated their commitment Ln exercise flexibilitv 
in the management of the exchange rate policy. and in l)Pcember 1984 
and March 1985 they raised the pace of the daily deprecintion. The:: 
snid thaL the exchange rate policy would take intn acco~~nL internal and 
exlernal price and wage developments, the evolution uf the terms of trade, 
and the balance pi payments resrllts 2nd targets. Thr authorities nilted 
that the current rate of depreciation would he consistent with the main- 
tenance of the present real effective exchange rate if their coal #of 
reducinfi inflation d~lriny I985 is achieved and the hehnvior OF Forelen 
ex~zhanse markets and inf lat inn nbrtlad conforms tn current prl-lject ions. 
The sLnfF is concerned that the margin fnr mane~~ver hn this front has 
become verv thin, particularly in the context (of the authorities’ 
intentir~rn to <open the rcc~nomy on thr imporL side. For these reasons. 
the sLaff would nree the .aLhnritles to mnitnr develnpments in the 
ex.chan$e rate area very closely to Facilitate timely actinn to assure 
e:xtern,?I ,zompetitiveness. 

The dll,aI exchanee market was int r,vd!uce? ill: :q trcans i tnrv rne~satre hv 
the a~uthorities. and they have reiterated their intention aF even~t~all) 
retsurning tn 3 ~~nified eschanp? mark-et. Hnwever. the authorities are 
not prepared .at this time to commit themselves to the elimination of 
the existing nnlltiple currency pr.xtices before the evrairatinn ~ni the 
current extended arrangement on December 31, 1985. While exceptional 
conditinns may stil 1 prwail, the st.3ff would note that the existing 
limitations on access Lo the free market have encouraged the development 
of an informal parallel market, giving: rise to certain distortions and 
riskiny unfavorable effects on cnnfidence. ,4lthough the spread between 
the races in the contrnlled and frer market has narrnwed <over the past 
LL.87 years. the spread between these two markets and the parallel mark.et 
rate has been significant in recent months. 

The staff welcomes the elimination <of the exchange restriction 
resulting tram the xcumulation of external payments arrears and the 
orher measures designed to continue with the adjustment effort, hllt the 
st.3f f is not in a ptrsiti~~rn tO recommeni a Fllrther extensi,>n of the 
approval OF the remaininS mllltiple exchan,ge practice<. This is because 
i.n present. ci rcumsL~3nces there appe:ir LO be no halnnce of payments rrn- 
SOI>S for the maintenance nf such practices and. altholuyh the general 
di rrct inn nf rconomic policies is appropriate, there is nc assurance 
thnt the resort LI:~ these practices will be temporary. 

With rerard to cammercial policies, the staff welc~~mes the arlthori- 
ties’ decision to accelerate the process of trade liheralization hased 
nn a new tariff .schedule and a phasing cwt of import licenses. The 
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implementation of these policies should promote greater efficiency and 
foster growth in the medium term, as well as assisting in the effort to 
reduce inflation. It is generally agreed that the medium-term viability 
of Mexico’s growth and balance of payments hinges on a significant and 
sustained growth of non-oil exports. The promotion of such growth is 
one of the main purposes of the ongoing revision of commercial policies 
which should help avert obstacles in this area. The liberalizatio” of 
imports is necessary to improve the economy’s efficiency and should be 
pursued vigorously. The staff would urge the authorities to ensure 
that their efforts on the trade liberalization front are accompanied by 
an appropriate exchange rate policy. 

The reduction of net external borrowing by the public sector has 
enhanced Mexico’s creditworthiness In international markets, as reflected 
in the recently concluded multiyear restructuring of Mexico’s external 
debt. The maintenance of appropriate demand and exchange race policies 
by the authorities over the coming years should facilitate the servicing 
of the existing debt and the return of Mexico to the international capi- 
tal markets under normal market conditions. 

In summary, in the last few years Mexico has made remarkable 
advances I” its efforts to recover from the economic crisis of 1981-82. 
Since the start of the program in late 1982 the authorities have imple- 
mented policies which have led to a substantial gains in Mexico’s eco- 
nomic situation and a” improvement in the structure OF the economy. The 
authorities also have shown the capacity to correct economic policies 
when deviations from the programmed path have occurred, and they have 
reiterated their willingess to adopt further adjustment measures, as 
needed, to assure the success OF the adjustment program. The policies 
undertaken by the authorities have bee” generally responsive to the rec- 
ommendations of Executive Directors at the time of the last Article IV 
discussio”s with Mexico and, in the view of the staff, the program pre- 
sented for 1985 is consistent with the attainment of the alms established 
under the extended arrangement. 
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VII. Pro t:~sed Decision 

Accordingly, rhe following rir~ft decision is proposed fat- adoption 
by the Executive Board: 

1. The Fund and Mexico have held consultations pursuant to 

paragraph 4(d) of the extended arrangement for Mexico (EBS/R2/L?i13, 

SUP. 4) and as contemplated in parngraph 29 of the Letter dated 

November lil, 1982 from the Secretary of Finance and Plublic Credit 

.?nd the Uirectnr Genrral of the Bank of Mexico attached thereto. 

in order to review the implementation nf the measr~res described in 

that 1eLte.r. to reach understandings on the policies and measures 

LhaL Mexico will p~~rsur over the remainder of the program period, 

and Lc:, establish suitable performance clauses for the year 1985. 

_. The letter dated March 24, 1YB5 from the Secretary of Finance 

.?nd Public Credit and the Uirector General of the Bank of Mexico, 

tf:>gether with the Technical tMemor.?ndum (of Llnderstandinp ?ttnchrd 

theret<:> (EB5/85/70, 3/25/55), shall be attached t” the exlendtd 

arrangement for Mexico. The letter dated November 11:1. 1982, 

together with the Technical Memorrlndum attached therein, and the 

letter dated January 3. 1984 to,gether with the Technical Memorandlum 

aLtnche,i thereto (EBS/R4/1, l/3/84), shall be re.ad a~ modifie~i and 

supplemented by the letter dated March 24, lYH5 and the attached 

Tecl~nic,~l +irmorandum. 

3. Beginning nn the effeclive date of this drcisi8:>n. Mexico wil 1 

have Lhe right to make purchases ,,nder the rxtendec ar-I-:~n~ermenf #up 

t,? a tow1 amount equivalent Co WR 1.21~13.7 million. Prlwide? that 

the anwunt of such purchases shall not, without the c,?nsent of the 
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Fund, exceed (i) the equivalrnl SDK 295.8 million before August El), 

1985, (iii the equivalent of SDR 5YY.4 million before November 20, 

1985 or (iii) the equivalent toi SDK Yijl.0 million before December 31, 

1965. After December 30, 1985, a pucchas? may be made if the request 

for the pllrchase is submitted on or before December 31. 1985 to be 

effective on that date, the data for that date are received on 

or before Februarv 20 , . 19Rh and those data show that the performance 

criteria were ebservrd as of December 31, 19X5. 

4. Purchases undrr the arrangement in accordance with paragraph 3 of 

this decision may not be made: 

(a) during any period .in which: 

(i) the data at the end nf the preceding perind indicate 

that the lim.it on the use of external credit, as 

specified in paragraph 1 of the attached Technical 

Memorandum, has nut been observed; or 

(ii) the data al chr end of the preceding period indicate 

that the limit on the overall public sector deficit, 

as specified in paragraph 3 of the attached Technical 

Memorandum, has non been observed; or 

l.iii! the data at the end nf the prrcedinr: period indicate 

that the limit on the unpaid interest xcrued to the 

Bank af Hexico on claims on the nonfinancial public 

sector, as slwcifird in paragraph 4 nf the attached 

Tech” ical ~lwwrand~~m, has not heen ubsr~-ved; ~:>r 

(iv) the data at the end of the preceding period indicate 

that the tarRet for the net intsrnatinnal reserves 
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Fund Relations with Mexico 
(As of April 30, 1985) 

, 

APPENDIX I 

1. Membership Status 

(a) Member since December 31, 1945 
(b) Status - Article VIII 

A. Financial Relations 

II. General Department (General Resources Account) 

(a) Quota : SDR l,l65.5 million 

(b) Total Fund holdings of Mexican pesos: SDR 3,573.0 million 
or 306.6 percent of quota 

Cc) Fund credit : SDR 2.407.5 million or 206.6 percent of quota 
Of which: SDR 200.6 million or 17.2 percent of quota 

under credit tranche 
SDR 1,103.4 million or 94.7 percent of quota 

under EFF 
SDR 1.103.4 million or 94.7 percent of quota 

under UR 

Cd) Reserve tranche position: NOM 

(e) Current Operational Budget: Not applicable 

(f) Lending to the Fund: Not applicable 

II 1. Current Stand-By or Extended Arrangement and Special Facilities 

(a) Current extended arrangement 
(i) Duration from January I, 1983 to December 31, 1985 

( ii) Amount: SDR 3,410.h million 
(iii) Lltilization: SDR 2,205.g million 

(iv) Undrawn balance : SDR 1,203.7 million. 

(b) Previous extended arrangement 
(i) Duration: 1977 to 1979 

(Ii) Amount: SDR 518 million 
(iii) Utilization: SDR 100 million 

Cc) Special facilities: CFF 
(i) Year approved: 1976 

(ii) Amount: SDR 185 million 



_. 

. . 

- 47 - APPENDIX 1 

l .. 
IV. SDR Department 

(a) Net cumulative allocation: SDR 290 million 
(b) Holdings: SDR lQ.07 million. CL the equivalent 

of 0.02 percent nf net cumulative allox:ations 
CC! Csurrent Designation Plan: not applicable 

V. Administered Accounts (amounts) 

(a) Trust Fund Loans: Nnt applicable 
(b) SFF Subsidy Accwnt : Not applicable 

8. Nonfinancial Relations 

VI. Exchange rate arrangement: Since December 20, 1982 two foreign 
exchange markets have been <operative in Mexico: a controlled 
market, covering specified transactions: and a free market. 
The exchange rates in both markets are established by the 
authnrities. who currently preannounce the rates for period <of 
four weeks in advance. As of April 30, 1985 the rate in the 
controlled market was Mex$?l5.20 per USSI selling and MexS2I5.41:) 
per USSI buying and the rate in the rate in the free market was 
MexS222.55 per 1lSSI selling and Mex$?27.05 per USSI buying. 
Since September 23, 1983 the exchange rate in both the centrolled 
and Free markets have been depreciated by the same daily amount. 
initially by MexSO. 13, and subsequently by MexSO. I7 since 
December h, 1984 and by MenSiYl.21 since March 6. 1986. Three 
other special rates apply to forward cover contracts fa)r the 
repayment of specified medium- and long-term obligations with 
foreign financial institutions. 

VII. Last Article IV consultation and review under EFF: The last 
Article IV consultation discussions were completed by the 
Executive Board on July 30, I984 (EBM/84/117). The relevant 
staff reports were SM/84/155 and SM/84/165. For consu 1 tat inn 
purpnses ) Mexico is In the l2-m#)nth cycle. The last review 
under the EFF and discussions of the 1984 program were completed 
by the Executive Board on March 2, 1984 (EBM/t(4/34 and EBM/84/35). 
The relevant staff report was EBSISSII, Cnr. I, Sups. I and 2. 
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With regard to exchange restrictions and multiple practices, the 
decision approved at the time reads as follows: 

“Approval of Multiple Currency Practices and 
Exchange Restrictions 

Mexico maintains multiple currency practices as 
described in Section V of SM/84/155. In view 
of the circumstances of Mexico, the Fund grants 
approval of these multiple currency practices 
until March 31, 1985, the completion of the next 
review under the extended arrangement, or the 
completion of the next Article IV consultation, 
whichever is earlier.” 

VIII. Technical Assistance: At the request of the Mexican authorities, 
during 1985 two technical teams from the Fiscal Fiscal Department 
will be providing technical assistance in the fields of direct 
and indtrect taxation. 

l 



. 
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APPENDIX II 

Federal government finances 

ReVenUe 
Expenditure 
Current account surplus or deficit (-) 
Overall deficit (-) 

Public sector finances 
Current account surplus or deficit (-) 
Overall deficit (-1 

Balance of payments 
Merchandise exports (f.o.b.) 
Merchandise im&rts (f .o. b.) 
Travel and border transactions (net) 
Interest on public debt 
Other interest payments 
Other services and transfers (net) 
Balance on current and transfer accounts 
Official capital (net) 
Private capital and errors and 

-14.4 -8.5 -11.3 
0.6 1.2 1.4 

-7.9 -7.4 -8.5 
-3.4 -2.9 -2.9 
-2.6 -0.3 0.2 
-5.6 5.2 4.1 

6.8 4.7 2.2 

omissions (net) -8.0 -4.4 -3.3 
SDR allocations and gold revaluation 
Change in official net reserves 

-- -- -- 

-6.8 5.5 3.11 l 
International reserve position 

Monetary authorities (net) 
Monetary authorities (gross) 

Prel. 0 
1982 1983 1984 --- 

(In billions of Mexican pesos) 
1.532 3,181 4,943 
2,331 4,485 b; 459 

-331 -557 -662 

-799 -1,304 -1,516 

-698 -117 40 
-1,619 -1,464 -1,826 

1982 1983 1984 --- 
(In billions of U.S. dollars) 

22.1 23.1 25.2 

December 31 
1981 1982 1983 1984 -- -- 

(In millions of SDRs) 
4,188.6 -1,779.g 31 3,353.3 6,638.6 
4,305.O 1,509.6 ?/ 4.908.4 9,162.9 - 

1/ Includes net deficit of public sector outside budget control. 
/ Changes are effective flows in relation to the unadjusted stock of 

liabilities to private sector at the beginning of the period. 
21 Includes as liabilities disbursements under a BIS loan and arrears on 

interest payments on private debt with foreign commercial banks. 
l 
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M~XiC”: Summarv of the Financial Program for 1985 

I. Targets 

I. &al GDP growth is expected to reach 3.5 percent in 1985, the same 
rate of growth as in 1984. Private sector investment is expected to 
continue growing at a fast pace. The public sector’s relative importance 
in total expenditure Is expected to continue declining, although public 
sector investment will be increasing in real terms this year. 

2. The inflation rate is expected to decline over the program period. 
The 12-month rate of increase in prices is projected at about 40 per- 
cent by the end of 1985 compared with about 55, percent by the end of 
1984 and 81 percent by the end of 1983. The year on year price increase 

is expected to be about 48 percent in 1985. 

3. The overall balance of payments surplus is expected to be USSSOO 
million in 1985 in light of a smaller current account surplus and a 
negligible net flow of foreign borrowing by the public sector. 

II. Assumptions 

1. The rate of inflation of Mexico’s trading parLners is expected to 
be ahout 4 l/E percent in 1985. Crljde oil exports are expected to 
average 1.525 million barrels a day, a small decline in relation to 
1984, whereas the prices of crude oil are expected to remain constant 
at their February levels (i.e., USS27.75 per barrel for light crude 
(Ithsmus) and L1SS25.50 per barrel for heavy crude (Maya)); nonpetroleum 
exports are expected to grow at about 16 percent, folllowing an increase 
of 28 percent in 1984. Import volumes are estimated to qrow at a rate 
of 21 percent reflecting the continued expansion of economic activity 
and the intensification of the liberalization of commercial policy. 
The terms of trade are expected to deteriorate by 4 percent in 1984, 
as export unit values will decline following the fall in the price of 
oil at the beginning of the year. 

2. Public sector net foreign borrowing is projected at less than 
lJSSO.1 billion in 1985 compared with LISS 2.2 billion in 1984 and lISS4.7 
billion in 1983. Concomitantly with this moderate reliance on foreign 
borrowing and a projected decline in interest rates, net factor payments 
are expected to decline from 5.7 percent of GDP in 1984 to 4.9 percent 
of GDP in 1985. 

3. The effective interest race on Mexico’s external debt is projected 
to decline from I? l/2 percent in 1964 to I I percent in 1985. 

4. Based on the behavior of financial savings, velocity--which Is mea- 
sured as the retio of nominal GDP to average financial liabilities to 
the private sector (including holdiws of Federal Government Securities)-- 0 
is projected to decline from 4.1 in 1984 to 3.8 in 1985. 
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sector in government securities. The financial program assumes that 
this portfolio requirement will be the mai” source of domestic financing 
to the public sector. HOWeVer, if the Bank of Mexico deemes appropriate 
to acquire government securities in the secondary market ~usiny: up Lheir 
ceiling they can do so, provided there is a” equivalent reduction in 
the 35 percent portfolio requirement of commercial banks. 

C. The Erowth of financial sector liabilities to the private 
sectnr is expected to be enough to accomodate the borrowin,? requirement 
of the public sector, a” accumulation of “et international reserves of 
USSSOO million and a 10 percent real growth in credit to the private 
sector. Of this flow of financing to the private sector, about 14 per- 
ce”t will be channeled throuxh the government development banks and 
official trust funds. 

d. Interest rates for domestic Einancial lnstcuments will con- 
tinue to be managed with a view to making them competitive with other 
investment alternatives and to be in accord with the external objectives 
of the program. Moreover, efforts to reduce the scope of subsidies 
granted through the financial system will be continued. 

e. Quarterly limits have been established on the amount oi Finan- 
cial intermediation (net lending to the private sector) conducted by 
the Government development banks and all official trust funds (Including 
those of the Bank of Nexico but excluding FICORCA). 

3. Prices and wages 

Wage policy will continue to be directed tG the achievement of 
medium-term employment objectives of the program, in rhe framework of 
the adjustment effort and the anti-inflation aims of the program. 
Price controls are being revised in order to avoid the discouragement 
of product ion and employment, and to assure that profit margins are 
kept at a satisfactory level. In order to avoid the %merge”ce of mhnnp- 
olistic rents, reliance upon import permits is bei”g reduced during 
1985. 

4. External sector 

a. Exchange rate policy will continue te be managed flexibly, 
with a view to fostering the competitiveness of the Etexican economy 
and helping to achieve the net international reserve target of the Bank 
of Mexico; the program calls for an improvement in the “et international 
reserves of USSSDO million in 1985. The exchange system will be managed 
so as to preclude the development of new arrears. The standard under- 
standings on the introduction and/or intensification of exchange and 
trade restrictions and multiple currency practices are included as a 
performance criteria. 
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a 
Mexico--Statistical Issues 

I. Outstanding statistical issues 

a. Government finance 

At present, IFS data are the annual data published in the GFS 
Yearbook. HOWWer, 

- 
monthly data on revenue and expenditure and annual 

data on domestic debt are now published Ln Indicadores Economicos, bank 
of Mexico, through 1984. These data, which cover only the Budgetary 
Central Government (Gobierno Federal), are being processed with a view 
to their publicatton in IFS. 

The presentation of the GFS Yearbook lacks at present detailed 
statistics on capital expenditure by function. This information has 
been requested from the authorities. 

b. Balance of payments 

The data published in IFS cover the latest information reported by - 
the Bank of Mexico tin the Bureau of Statistics. The June 1985 issue QI 
IFS will include data through the third quarter of 1984, derived from - 
official publications. However, the data in the IFS and in the Balance - 
of Pavments Yearbook lack a detailed explanation of the sources of 
exceptional financing. Explanations about the treatment given to this 
item in the Mexican ~official publications have been requested. 

C. International banking 

Provision has been made for a technical mission to visit Mexico in 
September 1985 to discuss work in progress on a study of the Mexican 
external debt with the Bank of Mexicrr. 

2. COVerage ( currentness, and reporting of data in IFS 

The fellowing table shows thr cvrrentness and coverage of data 
published in the country page for Mexico in the May 1985 issue of IFS. 
The data are based <on reports sent to the Fund’s Bureau of Statistics 
by the Bank of Mrxiw, which during the past year have been provided on 
a timely basis. 
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Status of IFS Data 

- National Accounts 
- Prices 
- Production 
- Employment I/ 
- Earnings - 

Gv~rnmrnt Finance - Deficit/Surplus 1982 
- Financing 1982 
- Debt “.3. 

- Monetary Authorities December 1984 
- Deposit Money Banks Dwrmber 1984 
- other Financial Institutions December I934 
- Interest Rates December I984 

- Merchandise Trade: V.3lU.Z 
Prices 

- Balance of Payments 
- International Reserves 
- Exchange Rates 

December 1984 
June 1984 
Q4 1983 
January I985 
March 1985 

APPENDIX V 

Latest Data in 
May 1985 IFS 

1984 
February 1985 
December 1984 
n.a. 
October 1982 

I/ Dat.3 oil manufacturing employment through November 1984 are avail- 
nblc and c(?“sideration is bring given tr) their publicatio” on the IFS - 
o~untry p”p,e. 
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ATTACHMENT 

Mexico: Extended Arrangement 

Attached hereto is a letter, with attached memorandum, dated 
November 10, 1982, from the Secretary of Finance and Public Credit and 
the Director General of the Bank of Mexico, requesting a” extended 
arrangement and setting Eorth: 

(a) the objectives and policies that the authorities of Mexico 
intend to pursue for the period of this extended arrangement.; 

(b) the policies and measures that the authorities of Mexico intend 
to pursue through December 31, 1983 in this extended arrangement; and 

Cc) understandings of Mexico with the Fund regarding reviews that 
will be made of progress in realizing the objectives of the program and 
of the policies and measures that the authorities of Mexico will pursue 
for 1984 and 1985. 

To support these objectives and policies, the International Monetary 
Fund grants this extended arrangement in accordance with the following 
provisions: 

1. For 8 period of three years from January 1, 1983, Mexico will have 
the right to make purchases from the Fund in an amount equivalent 
to SDR 3,410.625 million, subject to paragraphs 2, 3, 4, 5, and 6 below, 
without further review by the Fund. 

2. (a) Until January 1, 1984, purchases under this extended arrange- 
ment shall not, without the consent of the Fund, exceed the equivalent 
of SDR 1,003.12 million, provided that purchases shall not exceed the 
equivalent of SDR 100.31 mllllon until May 15, 1983, the equivalent of 
SDR 401.25 million until August 15, 1983, and the equivalent of 
SDR 702.19 mllllo” until November 15, 1983. 

(b) Until January 1, 1983, purchases under this extended arrange- 
ment shall not, without the consent of the Fund, exceed the equivalent 
of SDR 2,206.88 million. 

(c) The right of Mexico to make purchases during 1984 and 1985 
shall be subject to such phasing as shall be determined. 

3. Purchases under this extended arrangement shall be made from ordinary 
and borrowed resources in the ratio of one to one until purchases under 
this arrangement reach the equivalent of SDR 2,247 million and the” 
each purchase shall be made from borrowed resources, provided that any 
modification by the Fund of the proportion of ordinary and borrowed 
resources shall apply to amounts that may be purchased after the date 
of modification. 

l 
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4. Mexico will not make purchases under this arrangement: 

(a) Through December 31. 19h3, during any period in which: 

(i I the data at the end <of the preceding prrind indicate 
that the limit on the use of external credit, as specified in para,graph 1 

(of the attached Technical Memorandum, has not been ohserved; or 

(ii) the data at the end of the preceding period indicate 
that the limit on the overall public sector deficit, as specified in 
paragraph 3 of the attached Technical Memorandum. has not been observed; 
8, r 

(iii) the limit on the net credit tl:r the public sector by the 
Bank of Mexico, as specified in paragraph ? of the attached Technical 
Memorandum, is not observed; or 

(iv) the limit on the net domestic assets <of the Bank #If 
MtlXiCQ, as specified in paragraph 4 of the attached Technical Memorandum, 
is not observed; #or 

(v) the data at the end nf the preceding peric,d indicate 
that the target for the net international rrsrrves of the hank of 
Mexico, as specified in paragraph 5 of the attached Technical Memorandum, 
has not been observed; or 

(b) After May 15, 1983. if the consultations contemplated in 
paragraph 25 of the attached letter have wt hren completed nr undrr- 
standings reached under these cnnsultations are snot hein. nhserved; or 

Cc) After December 31, IYH3, if the intentions ian payment arrears, 
mentioned in the fourth sentence of paragraph h qf the TechnicaL Memo- 
randum, has not heen ohserved; (or 

(d) For the year 1984 and 1985. if before .January 1. 1984 and 
January 1, 1985, respectively, suitable performance ,:lauses for each 
period have not been estahlished in consultation with the Fund as chn- 
templated in paragraph 29 of the attached letter, or if such clauses, 
having been established, are not ohserved: or 

(i) impnses new 01’ intensifies existin restrictions on 
payments and transfers for current international transactions, of 

(ii) introduces or modifies multiple currency practices, 831 

(iii) concLude.s hilateral paymer2t.s ;~grrrments which care incon- 
sistent with Article VIII, or 
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prevented from purchasing under this extended 
of this paragraph 4, purchases will he resumed only 

after consultation has take” place between the Fund and Mexico and 
understandings have bee” reached regarding the circumstances in which 
such purchases can be resumed. 

5. Mexico will not make purchases under this extended arrangement 
during any period in which Mexico has a” overdue financial obligation 
to the Fund or is failing to meet a repurchase expectation pursuant to 
the Guidelines on Corrective Action in respect of a noncomplying purchase. 

6. Mexico’s right to engage in the transactions covered by this 
extended arrangement can be suspended only with respect to requests 
received by the Fund after (a) a formal ineligibility, or (b) a decision 
of the Executive Board to suspend transactions, either generally or in 
order to consider a proposal, made by an Executive Director or the 
Managing Director, formally to suppress or to limit the eligibility of 
MCCiCO. When notice of a decision of formal ineligibility or of a 
decision to consider a proposal is give” pursuant to this paragraph 6, 
purchases under this arrangement will be resumed only after consultation 
has take” place between the Fund and Mexico and understandings have bee” 
reached regarding the circumstances in which such purchases can be 
resumed. 

7. Purchases under this extended arrangement shall be made in the cur- 
rencies of other members selected in accordance with the policies and 
procedures of the Fund, and may be made In SDRs if, on the request of 
Mexico, the Fund agrees to provide them at the time of the purchase. 

8. The value date of a “urchase under this extended arraneement involv- 
ing borrowed ESOUK~S wiil be determined in accordance witch Rule G-4(h) 
of the Fund’s Rules and Regulations. Mexico will consult the Fund on the 
timing of purchases involving borrowed resources in accordance with 
Rule G-4(d). 

9. Mexico shall pay a charge for this extended arrangement in ac- 
cordance with the decisions of the Fund. 

10. (a) Mexico shall repurchase the amount of Its currency that results 
from a purchase under this extended arrangement in accordance with the 
provisions of the Articles of Agreement and Decisions of the Fund includ- 
ing those relating to repurchase as Mexico’s balance of payments and 
reseTYe position improves. 

(h) Any reductions In Mexico’s currency held by the Fund shall 
reduce the amounts subject to repurchase under (a) above I” accordance 
with the principles applied by the Fund for this purpose at the time of 
the reduction. 

(c) The value date of a repurchase in respect of a purchase financed 
with borrowed resources under this extended arrangement will be normally 
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either the hth day r)r the 22nd day of the month, or the next business day 
if the selected day is not a business day. provided that repurchase will 
be completed not later than seven years from the date gf purchase. 

II. During the period t,f the extended arrangement Mexico shall remain 

in close consultation with the Fund. These consultations may include 
correspondence and visits of officials of the Fund to Mexico of of 
representatives of Mexico to the Fund. Mexico shall provide the Fund, 
through reports at intervals or dates requested by the Fund, with such 
information as the Fund requests in connection with the progress of 
Mexico in achieving the objectives and policies set forth in the 
attached letter and annexed memorandum. 

12. In accordance with paragraph 28 of the attached letter, Mexico will 
consult the Fund on the adoption of any measures that may be appropriate 
at the initiative of the Government or whenever the Managing Director 
requests consultation because any of the criteria under paragraph 4 above 
have no.t been observed nr because he considers that consultation on the 
program is desirable. In addition. after the period of the extended 
arrangement and while Mexico has outstanding purchases under this es- 
tended arrangement, the Government will consult with the Fund from 
time to time, at the initiative of the Government lor at the request of 
the Managing Director, concerning Mexico’s balance of payments policies. 


