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RESUME 

La politique de reequilibrage entre le secteur public et le secteur prive au 
Mexique s'inscrit dans une redefinition du modele de developpement qui le ferait passer 
de la priorite traditionnellement donnee a la substitution aux importations a la priorite de 
la competltivite internationale. Les changements structurels qui en decoulent comportent 
deux volets. D'une part, ils vlsent a redimensionner le secteur public par une reduction 
du nombre des entreprises para-etatiques. Cet objectif se poursuit au moyen de la 
liquidation, de !'extinction, du transfert a des entites regionales et, enfin, de la vente au 
secteur prive. D'autre part, par des actions de reconversion industrielle, les entreprises 
maintenues dans le secteur public doivent Atre modernisees, equilibrees financierement 
et devenir competitives. 

La politlque du reequllibrage demeure encore dans une phase transitoire, car 
au-dela des carences des techniques utllisees, du manque de transparence, ce 
processus se heurte a la resistance aussi bien du secteur "social" que d'une partie de 
la classe politique. 

SUMMARY 

The policy of readjustment between the public and private sectors in Mexico 
comes under the definition of the country's development model, a process in which the 
priority traditionally given to import substitution would go instead to international 
competitiveness. The resulting structural changes Include two aspects. First, they are 
intended to rescale the public sector by reducing the number of quasi-public firms. This 
objective is bein~ pursued by closing them, letting them go to the wall, transferring them 
to regional entit1tes or selling them to the private sector. Second, through industrial 
restructuring, the firms kept in the public sector must be modernised, balance their 
books and become competitive. 

The readjustment policy is still in a transitional phase for, in addition to the 
shortcomings of the techniques used and the lack of transparency, this process is 
encountering opposition from both the "social" sector and a part of the politicial 
establishment. 
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PREFACE 

Le Centre de Developpement est en train de mener a terme un programme de 
recherches intitule "Vers un reequilibrage du secteur public et du secteur prive dans les 
pays en developpement", place sous la direction de Dimitri Germidis. 

A l'issue d'une reunion d'experts tenue en juin 1987, le Centre a entrepris une 
serie d'etudes de cas couvrant les pays suivants : Malaisie, Mexique, Jamaique, 
Bolivia, Argentine, Maroc, Tunisia et Ghana. Ces etudes sont achevees ou sur le point 
de l'Atre. Le Centre de Developpement doit publier un rapport general de synthase, 
essentiellement fonde sur ces etudes de cas, vars la fin de 1989. 

Le debat theorique sur la primaute a donner aux forces du marche ou, au 
contraira, a la planification cantralisee -- sactaur public contra secteur prive -- ramonte a 
l'apres-guerre, epoque pendant laquelle l'Etat-providence a ete instaure dans les 
economies mixtes des pays les plus avances de la zone de l'OCDE. Or, un aspect dont 
!'importance se dessine et sur lequel le programme du Centre de Developpement se 
concentre, est qu'en nombre croissant, des pays en developpement reconsiderent les 
termes du debat et montrent qu'ils souhaitent changer de cap. 

Charles-Albert Michalet met l'accent sur le cadre macroeconomiqua et sur 
!'analyse globata des possibilites d'action ayant pour affat, d'una part, de donner une 
dimension concurrentielle -- le "redimensionnement" -- aux entreprises du secteur public 
par une reduction du nombre des entreprises semi-publiques et, d'autre part, de 
restructurer et de moderniser les entreprises restees sous le contr61e des pouvoirs 
publics. 
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INTRODUCTION 

La remise en cause de l'equilibre seculaire entre le secteur public et le secteur 
prive au Mexique coincide avec le "sexenio" (sexennat) du President Miguel de la 
MADRID. 

A cote de la lutte contra !'inflation et le respect des engagements financiers 
exterieurs, la politique dite du "chan9ement structural" constitue la reponse a la crise 
economique aigui a laquelle le Mex,que est confronte depuis septembre 1982. Cetta 
derniere a peut-etre eta la condition permissive d'un retournement majeur de la 
tendance constante depuis plus de quarante annees a !'extension du secteur public. La 
nationalisation des banques a la fin d'ao0t 1982 par le President sortant serait alors 
l'ultime manifestation d'une tradition qui revendiquerait !'heritage du President 
CARDENAS. 

II s'agit d'une orientation a long terme qui doit ittre inscrite dans la perspective 
de !'abandon de la strategie de developpement apparemment intangible de la 
substitution aux importations. En bref, la politique de reequilibrage devrait preparer 
l'economie mexicaine a l'ouverture, a la concurrence internationale. Dans cette optique, 
elle se confond avec un objectif de competitivite visant a inserer de fac;on dynamique le 
Mexique dans l'economie mondiale. 

Cependant, le changement majeur d'orientation ne doit pas lttre analyse 
comme le rejet pur et simple du modele d'economie mixte au profit d'une economie 
pure de marche. II n'est pas question de jeter par dessus bord la totalite des 
entreprises etatiques dont le rOle n'est pas negligeable dans le fonctionnement de 
l'economie. C'est la raison pour laquelle, la politique du changement structural repose 
sur deux volets. D'une part, ii s'agit de "redimensionner" le secteur public, de le 
"degraisser" des entreprises dont le statut public n'est pas justifie. Les operations de 
privatisation, a cote des liquidations et des transferts seront les moyens de lutter contra 
l'"Etat obese". De l'autre, ii s'agit par la "conversion industrielle", de moderniser les 
entreprises qui ont vocation a demeurer dans le secteur public parce qu'elles 
appartiennent a des secteurs definis comma strategiques ou prioritaires. En fin de 
compte, la competitivite de l'industrie mexicaine sera le resultat d'un nouvel optimum 
entre activites privees et activites etatiques. Pour pouvoir faire face aux contralntes de 
l'ouverture, l'economie mexicaine doit marcher sur deux jambes. 

A la fin du sexenio, ii n'est pas s0r que le discours du reequilibrage soit passe 
integralement dans les faits, ii s'agit encore d'un processus en transition. D'une part, le 
redimensionnement n'est pas encore totalement acheve. De l'autre, la modernisation 
des entreprises strategiques ou prioritaires exige des moyens en hommes et en 
capitaux qui depassent las moyens d'un Etat qui doit simultanement faire face a 
d'autres echeances pressantes, celles du service de la dette externe et interne. Enfin, 
le succes repose aussi sur un double pari : un pari sur la releve de l'investissement 
public par !'initiative privee qui exige elle-meme !'emergence d'un nouveau type 
d'entrepreneurs ; un pari, aussi, sur la realisation sans heurts de nouvelles alliances 
entre l'Etat et les differences forces politiques existantes. 
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Notre rapport s'organisera autour des trois chapitres suivants : 

La conception mexicaine du reequilibrage et la crise economique ; 

L'experience du reequilibrage (1983-88) ; et 

Le reequilibrage, un processus en transition. 
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Chapitre I 
LA CONCEPTION MEXICAINE DU REEQUILIBRAGE ET LA CRISE ECONOMIQUE 

La politique du reequilibrage s'est deroulee sur fond de crise economique 
aiQU8. Les contraintes tres fortes auxquelles l'economie mexicaine devait faire face vont 
ev1demment influencer la definition et les moyens de la politique du changement 
structure!. II est done indispensable de retracer, meme sommairement, les differentes 
etapes de la politique macroeconomique suivies par !'Administration du President de la 
MADRID. 

Pour asseoir la legitimite de la politique de changement structural, qui se 
confond avec le reequilibrage, le cadre institutionnel et juridique existant a ete 
renove -- la Constitution -- ou cree de toutes pieces. La doctrine de ce tournant 
strategique a ete exposee largement. Nous consacrerons a son examen la seconde 
section de ce chapitre. 

La politique du changement structure! est presentee comme participant a un 
mouvement de fond qui se developpe a l'echelle mondiale. II est interessant de 
mentionner a cet egard la grande conference internationale de Juin 1987 "Cambio 
estructural en Mexico y en el mundo" qui a reuni, sous la presidence du Chef de l'Etat 
les temoignages d'economistes venus des pays industrialises, des pays du Sud et 
aussi d'Union Sovietique et de Chine sur les themes mamas du reequilibrage : 
reconversion industrielle, privatisation, decentralisation. 

Avec le reequilibrage, ii s'agit bien aussi de lancer le Mexique sur une nouvelle 
voie strategique de developpement. 

1. Le cadre mscroeconomlque de Is polltlque du reequlllbrage 

La politique de reequilibrage entre le secteur public et le secteur prive a ete 
menee sur fond de tres grave crise economique. 

Salon les termes memes du Vleme Rapport du Gouvernement (octobre 1988), 
" ... en 1982, au commencement du sexenio, l'economie etait au bord du chaos, avec 
une inflation de 100 pour cent, une speculation effrenee contra le peso, des fuites de 
capitaux a l'etranQer considerables, un endettement public sans precedent et une 
situation de cessation de paiement vis-a-vis des creanciers exterieurs." 

En face de cette situation, la politique de reequilibrage ne constitue qu'une 
composante d'un programme d'ensemble qui vise a modifier radicalement la strategie 
de developpement traditionnellement suivie par le Mexique depuis quarante ans, dans 
la ligne du modele "lnvente" par la CEPAL (cf. URQUIDI in EMMERIJ, 1987). II s'agit, 
cependant, d'une composante ayant un contenu symbolique tres intense. 

II n'est evidemment pas dans notre intention de presenter ici une analyse 
detaillee de la vie economique mexicaine durant la periode 1982-88. Nous nous 
bornerons a rappeler les grands tournants des programmes de lutte contre !'inflation, 
l'objectif prioritaire du gouvernement avec la gestion du service de la dette. Les deux 
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domaines ne sont evidemment pas independants l'un de l'autre. Ensuite, nous nous 
efforcerons de circonscrire les consequences economiques et sociales du blocage de la 
croissance. De la reussite ou de l'echec du traitement applique aux difficultes majeures 
auxquelles l'economie mexicaine est confrontee depend, en fin de compte, la poursuite 
de la politlque de reequilibrage. 

' 

1. 1 Une priorite absolue : la Jutte contre /'inflation 

Des contralntes rlgoureuses 

L'equipe gouvernementale qui arrive au pouvoir durant le dernier trimestre de 
1982 va se trouver confrontee a des contraintes exterieures extremement rigides. Elles 
vont tres serieusement limiter ses marges de manoeuvre pour tenter de remettre a flot 
l'economie tres endommagee laissee par le President sortant : 

Depuis la crise d'ao0t, l'acces aux credits des banques commerciales est 
circonscrit aux operations de reechelonnement ; la "new money" a cesse 
de couler a flot ; 

La baisse des prix des hydrocarbures entraine la fin de la "manna 
petroliere" et tarit, en fait, la source devenue presque exclusive de 
devises; 

En revanche, les taux d'intenlts continuant d'~tre orientes a la hausse et 
aggravent la charge du service de la dette ; 

La recession economique, au debut des annees 80, n'a pas desserre son 
etreinte sur les economies industrialisees dont la demande de produits 
prlmaires demeure affaiblie alors que les tentations protectionnistes, elles, 
se renforcent. 

II faut ajouter a cette liste deja dramatique, une serie de secheresses et le 
tremblement de terre de Mexico en 1985. 

En face de cette situation, le gouvernement va afficher quatre priorites : 

L'ajustement des finances publiques ; 

L'ouverture commerciale; 

La decentralisation administrative ; et 

Le changement structural. 

Le changement structurel dans sa double dimension 

Le redimensionnement du secteur public et la reconversion industrielle 
constituent les deux volets de la politique de reequilibrage. Nous developperons en 
detail dans la suite de ce travail ses differents aspects. En fait, si l'on met a part la 
decentralisation administrative, l'ajustement des finances publiques et l'ouverture 
commerclale visent conjointement le mAme objectif : la lutte contra !'inflation et le 
paiement du service de la dette. Pour l'atteindre, l'Etat decidera de choisir une politique 
macroeconomique inspiree d'un strict monetarisme. Son resultat sera d'abord de 
stopper la croissance. 

Alors que la periode 1954-70 a ate qualifiee comma etant celle du "Desarrollo 
Stabilizador" (developpement stabilisateur), celle allant de 1970 a 1976 du "Desarrollo 
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Compartidor" (developpement redistributif), ii a ate propose de caracteriser le dernier 
sexenio comma celui du "Desarrollo Cero" (developpement zero). Cette appellation ne 
signifie pas qu'il ne se soit rien passe. L'austerite a peut-~tre pose les bases d'une 
nouvelle periode de modernisation de l'economie mexicaine preparant son entree sur le 
marche mondial. Disons-le tout de suite, c'est dans cette perspective qu'il faudra 
evaluer la politique du reequilibrage, c'est-a-dire dans un horizon a moyen/long terme et 
comma fondement d'une orientation strategique nouvelle. 

Les programmes economlques 

Trois programmes economiques globaux se sont succedes entre 1982 et 1987 
pour jugular les fortes tensions inflationnistes. Laur repetition prouve que la tache etait 
difficile ; de fait, seul le dernier, lance en decembre 1987, a donne des resultats. II 
s'agit du PSE (Pacto de Solidaridad Economica) qui avait ete precede par le PIRE 
(Programa lnmediato de Reordenacion Economica) et par le PAC (Programa de Aliento 
y Crecimiento). 

Le PIRE, lance des l'arrivee a la presidence de M. de la Madrid est inspire par 
une stricte orthodoxie monetaire. II s'agit d'attaquer !'inflation par une reduction tres 
marquee des depenses publiques. Cetta mesure centrale est accompagnee d'une 
reforme fiscale portant sur l'assiette de l'impOt sur les benefices, reajustee pour tenir 
compte de !'inflation, et par des dispositions visant a favoriser la recapitalisation des 
societes. 

Les resultats de ce programme sont plutot decevants : le taux d'inflation passe 
de 98.9 pour cent en 1983 a 59.2 a 1984 puis 63. 7 en 1985. 

Le PAC, lance en juin 1986, visait a relancer la croissance et a tenter de sortir 
du blocage de l'economie qui avait accompagne les mesures deflationnistes du PIRE. 
Cependant, les resultats de 1986 avec une augmentation des prix de + 105.7 pour cent 
et de 1987 (+159.2 pour cent) ont fait apparaitre immediatement son caractere 
premature. Le PAC est reste dans les tiroirs ... 

Le troisieme et dernier programme du sexenio de lutte contra !'inflation, le PSE, 
(decembre 1987) apparaissait aussi comma le plan de la derniere chance pour 
eradiquer "l'hydre inflationniste". Constatant l'echec des politiques strictement 
monetaristes, le gouvernement, avec le PSE, va les accompaqner de mesures 
heterodoxes. II fait accepter par les divers secteurs sociaux -- pnve et syndical et 
!'administration -- une congelation des prix, des tarifs et des salaires sur la base d'une 
concertation reussie. 

Les resultats du Pacte ne se firent pas attendre, le taux d'inflation a rapidement 
decru: 

Janvier 1988 
Fevrier 1988 
Mars 
Avril 
Mai 
Juin 
Juillet 

Source: Mexico, banco de datos, Banco de Mexico. 

15 

+ 15 pour cent 
+8.3 
+5.7 
+3.1 
+1.9 

+2 
+1.50 



Des Juillet, l'objectif prevu pour la fin de l'annee est atteint. Le PSE apparait 
done comma un succes indiscutable et comma un nouveau modele economique. Des 
colloques lul sont consacres (El Economista Mexicano, 1988). 

Cependant, derriere l'allure flatteuse de la courbe de l'indice des prix, ii faut 
considerer les resultats de l'economie mexicaine et mesurer le coot d'une politique qui 
a bloque la croissance. 

1.2 Le coat de la stabilisation 

Le coot de la politique de stabilisation monetaire se mesure au niveau des taux 
de croissance de l'economie, de la formation du capital, du niveau de vie de la 
population, de l'equilibre exterieur, du deficit public. 

La crolaaance zero 

En brutal contraste avec les sexenios precedents, en rupture avec les quarante 
dernieres annees, les resultats du sexenio du President de la Madrid en ce qui 
concerne la crolssance du PIB sont negatifs : -4.2 pour cent soit, en moyenne annuelle 
-0.2 pour cent. Ce blocage a entraine une deterioration du produit par tete. Les 
tableaux 1 et 2 parlent d'eux-mAmes. 

1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 (1) 

Tableau 1 
PRODUIT INTERIEUR BRUT 
Millions de pesos et pour cent 

841 854.1 
908 762.8 
903 838.6 
856 173.6 
887 173.6 
911 544.1 
876 905.4 
889 182.0 

1. Le PIB par tAte est passe, en pesos constants, de 12 744.8 en 1981 ~ 10 630.9 en 1987. 
Source : Mexico, banco de datos, Banco de Mexico. 

La formation brute de capltal flxe 

8.3 
7.9 

- 0.5 
- 5.3 

3.7 
2.7 

- 3.8 
1.4 

Durant toute la periode, le taux de croissance de la FBCF a ete negatif sauf en 
1985: 

1982 198.3 ~ 1985 1986 19.8Z 

En pourcentage 16.8 -28.3 -6.4 +8.1 -12 

1. II resulte de cette tendance une balsse regullere de la part de l'investissement brut dans le PIB 
comme le montre le tableau cl-dessous : 

16 
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Tableau 2 
EVOLUTION DU TAUX D'INVESTISSEMENT: 1970-87 

Total 
(pour cent) 

1970-74 19.2 
1975-79 21.3 
1980-84 21.5 
1985 16.9 
1986 15.5 
1987 15.3 

1. D'apres un tableau de •c11p1tar no. 12, oct. 1988, p. 20. 
Source: DORNBUSCH (1988) p. 42 

Le nlveau de vie 

Invest. public 
(pour cent) 

6.5 
8.9 
9.5 
6.0 
5.2 
5.1 

Invest. prlve 
(pour cent) 

12.8 
12.4 
12.0 
10.9 
10.3 
10.2 

Selon les donnees de la Banque du Mexique, le salaire minimum reel, indice 
100 en 1982, est passe de 83.6 en 1983 a 60.3 en 1988. 

Simultanement, le taux de sous-emploi a ete regulierement oriente a la hausse. 
II est passe de 4.7 pour cent de la population active en 1982 a 20.7 pour cent en 1987. 
Le pouvoir d'achat des salaires a diminue de 8.3 pour cent entre 1982 et 1987. 

La repartition du revenu national a subi, elle aussi, un changement assez 
notable qui s'inscrit dans une tendance a l'accroissement de l'inegalite. En 1976, la part 
des salaires dans le revenu national etait de 46.5 pour cent, elle n'est plus que de 
31 pour cent en 1987 (LABRA, 1988, p. 22). 

Le commerce exterleur 

Sauf en 1982 et en 1986, le solde de la balance courante est constamment 
positif durant la periode 1982-87 : 

1982 .1.9B3 ~ 1985 1986 .198Z 

Balance courante -6 222.0 5 323.8 4 238.5 1 236.7 -1 672.7 3 881.2 

Source : Mexico, banco de datos, Banco de Mexico. 

Le solde de la balance commerciale est excedentaire chaque annee. La grave 
chute des cours du petrole en 1986 n'a eu d'autre effet que de reduire l'excedent. 

Ces performances sont remarquables compte tenu de la situation de depart du 
commerce exterieur mexicain dont les exportations etaient de plus en plus dominees 
par la vente d'hydrocarbures. La diversification des exportations hors petrole a ete 
rapide ; elle repose dans une tres forte proportion sur les firmes ayant le statut de 
"maquiladoras" (1) et dont la tres grande majorite sont des filiales de societes 
nord-americaines mime si la presence japonaise augmente. 

17 



Les exportations des filiales etrangeres representent a peu pres 30 pour cent 
des exportations non petrolieres. Le marche des Etats-Unis absorbe pres des 80 pour 
cent de ces dernieres. Entre 1980 et 1985, les Etats-Unis ont augmente leurs 
importations de 50 pour cent ; durant le meme temps, les importations mexicaines 
vis-a-vis des Etats-Unis ont ate tres sensiblement reduites. Ce mouvement explique la 
moitie de l'excedent avec le grand voisin du Nord (cf REISEN et VAN TROTSENBURG, 
1988 p. 115 et 134). Dans l'hypothese ou l'economie mexicaine retrouverait la voie de 
!'expansion, le plafonnement des importations serait difficile a maintenir. 

II est a noter qua ces bonnes performances commerciales ont eta obtenues 
conjointement a une politique tres determinee d'ouverture des echanges marquee entre 
autre par !'adhesion du Mexique au GATT en 1985. 

Au debut de la periode, la totalite des importations etaient sous le controle de 
!'Administration qui octroyait produit par produit les autorisations prealables 
d'exportation. 

En 1984, 2 844 produits etaient exoneres de cette procedure ; en 1986 leur 
nombre s'elevait a 7 306. En 1987, 96 pour cent du total des importations etait libere. 
Le seul element de protection etait constitue par les tarifs douaniers. Fin 1987, 
!'Administration a elimlne les taux inferieurs a 20 pour cent. 

En 1982-84, le peso a ete devalue de 40 pour cent. Durant la suite du sexenio, 
ii a ete procede a 11 devaluations supplementaires par rapport au dollar. Le montant 
des reserves internationales a atteint des niveaux records meme si le PSE marque un 
coup d'arrAt a cette progression en 1988. 

Le deficit publlc 

La reduction du deficit public a ate consideree des le debut du sexenio comme 
etant la cle de la reduction du phenomena inflationniste. De fait, en opposition avec 
l'annee 1982, le solde primaire du secteur public redevient positif des 1983. Par 
definition, ii exclut les transferts au titre du paiement des interets de la dette. Si l'on 
prend maintenant le deficit financier du secteur public, on constate qua sa taille 
mesuree en pourcentage du PIB s'est accrue durant la periode, en depit des efforts 
notables pour reduire les depenses budgetaires. 

Le tableau 3 illustre ces constatations. 

Tableau 3 
DEFICIT PUBLIC 1982-87 

pour cent du PIB 

1982 1983 1984 1985 1986 1987 

Solde ~onomlque prtmalre du secteur public 

Deficit financier du secteur publlc 

-7.3 4.2 

Source : Rapport d'execution du Plan 1987 et Banque du Mexique 

4.7 

8.7 

3.4 

9.9 

2.8 
16.0 

5.1 

15.8 

L'explication de ces resultats desappointants est a chercher dans le poids de la 
dette du secteur public qui entraine des paiements d'interet sans cesse croissants en 
pourcentage du PIB comma le montre le tableau 4. 
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Dette lnterne 
Dette externe 
Total 

Tableau 4 
LE POIDS DE LA DETTE 

pour cent du PIB 

1983 

7.6 
5.1 

12.7 

1986 

12.1 
4.4 

16.5 

1987 

15.2 
4.3 

19.5 

Source : Banque du Mexique 

II est interessant de noter que c'est le service de la dette interne qui est a 
l'origine du gonflement du deficit financier du secteur public. En revanche, le 
pourcentage de la dette externe n'a pas eu tendance a augmenter, ii est mime plut0t 
orlente a la baisse si l'on excepte 1986, passant de 19.1 pour cent du PIB en 1982 a 
17.1 pour cent en 1987. 

Le reechelonnement de la dette externe a permis de reduire son impact sur le 
deficit du secteur public. Les trois grandes operations de reechelonnement ont eu lieu 
en decembre 1982, en 1984 et en mars 1987. La premiere a porte sur 29.1 milliards de 
dollars (sur un total de 59 milliards) avec etalement sur 8 ans et 4 ans de grAce. La 
seconde a porte sur 48. 7 milliards de dollars sur 14 ans. Alors que les deux 
precedentes operations etaient relatives a la dette publique, la troisieme concernait le 
reechelonnement de la dette vis-a-vis des banques commerciales. Elle a porte sur 
52.7 milliards de dollars sur 20 ans avec 7 ans de grace. 

En 1986, le Mexique a obtenu des credits du FMI, de la Banque Mondlale et de 
la Banque lnteramericaine de Developpement en appui du programme de changement 
structure!. 

Sortlr de l'austerlte ? 

Au terme de ce rappel schematique de la politique macroeconomique du 
sexenio du President de la Madrid, ii est possible de poser deux questions qui sont en 
relation avec la politique de reequilibrage entre le secteur public et le secteur prive. 

En premier lieu, la grande interrogation qui se pose a la fin de 1988 est de 
savoir s'il est possible de "decongeler" l'economle mexicaine, c'est-a-dire de sortlr des 
contraintes introduites par le PSE pour retrouver la croissance sans retomber dans 
!'inflation. 

DORNBUSCH (1988) montre qu'une croissance de 3.5 pour cent par an, qui 
correspond a la croissance demographique, est compatible avec le service de la dette 
si l'on respecte trois hypotheses qui sont autant de paris sur l'avenir: 

La fin de !'inflation doit entrainer le rapatriement des capitaux mexicains 
qui ont fui a l'etranger (selon les estimations les plus modestes, leur 
montant est voisin de 60 pour cent de celui de la dette), et une 
augmentation des investissements directs etrangers ; 

L'acceptation par les creanciers, specialement les banques privees, que 
le ratio de la dette par rapport au revenu soit constant alors qu'ils 
souhaiteraient une reduction en valeur absolue de leurs engagements ; 
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Entin, que la consommation par tete demeure constante. Compte tenu de 
la reduction tres sensible du niveau de vie moyen des mexicains, ii s'agit 
la d'une hypothese forte dans le contexte d'un abandon de la polltique 
d'austerite. 

Dans la mesure ou la sortie de la croissance zero exige des preconditions 
rigoureuses, une seconde question peut-lttre soulevee relative a la place que pourrait 
jouer la politique de reequilibrage dans cette perspective. 

Selon une interpretation pessimiste ou a courte vue, ii est possible de voir dans 
les actions de redimensionnement du secteur public par la liquidation et la privatisation 
d'une partie des entreprises para-etatiques (les "paraestatales") un moyen de lutter 
contra le deficit budgetaire de l'Etat. Ce qui revient a en faire une composante -- plus 
ou moins importante . -- du dispositif anti-inflationniste. Au pire, la politique du 

· reequilibrage pourrait lttre consideree comma le resultat des contraintes nees d'une 
situation financiere de l'Etat proche de la banqueroute. L'Etat n'avait pas d'autre choix 
que de liquider une partle de son patrimoine. Une fhrase du Vleme Rapport du 
Gouvernement en octobre 1988 va dans ce sens : II n'y avait pas de marge de 
manoeuvre necessaire pour continuer une politique interventionniste de l'Etat croissante 
et indiscriminee qui cherchait a tout resoudre par la voie de la depense publique ( ... ) ii 
n'y avait pas non plus de fonds pour la financer". 

Une seconde interpretation consiste a faire de la politique du reequilibrage un 
element central d'une strategie a moyen-long terme visant a transformer radicalement le 
modele economique de reference suivi par le Mexique depuis une quarantaine 
d'annees. A la recherche de !'industrialisation par substitution aux exportations sur la 
base du marche domestique protege succederait une strategie offensive en economie 
ouverte tournee vers les marches internationaux. Dans cette perspective, la 
privatisation, plus largement le redimensionnement du secteur public, ne constitue 
qu'une phase prealable. Le "degraissage" des structures du domaine public prepare 
une renovation, une reconversion industrielle du secteur public qui, sur une base plus 
ramassee, deviendrait le fer de lance de la competitivite de l'economie mexicaine dans 
l'economie mondiale. 

2. Le cadre Jur/dlque et lnstltutlonnel du reequ/1/brsge 

Le reequilibrage ne s'opere pas dans un vide juridique. II existe des textes 
fondamentaux qui definissent les frontieres entre le secteur public et le secteur prive qui 
sont consideres comme les tables de la loi. C'est a partir de ces documents et d'un 
certain nombre d'autres analyses et declarations qu'il est possible de restituer la 
philosophie generale qui a preside a la politique du changement structural. 

II existe six textes de reference qui delimitent le champ de l'action economique 
de l'Etat et, par la, qui permettent de mesurer l'etendue possible de la politique de 
reequilibrage. A !'exception de l'un d'entre eux -- la Constitution de la Republique 
(1917) -- ii s'agit de lois qui ont ate adoptees sous la Presidence de Miguel de la 
Madrid. 

Encore taut-ii immediatement nuancer cette affirmation dans la mesure ou des 
amendements ont ete apportes a la Constitution en 1983 pour preciser le domaine 
d'intervention de l'Etat. 
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2. 1 La constitution de la republique 

Les articles 25, 26 et 27 de la Constitution definissent la place de !'intervention 
de l'Etat salon deux optiques complementaires. D'une part, !'article 25 enonce le grand 
principe de la responsabilite supreme (la rectoria) de l'Etat en ce qui concerne "le 
developpement I national, pour garantir qu'il soit total (integral), qu'il renforce la 
souverainete de la nation et son regime democratique ( ... ) L'Etat planifiera, conduira, 
coordonnera et orientera l'activite economique nationale et achevera la reglementation 
et le developpement des activites que reclame l'interet general ... ". 

Comma on peut le constater, les peres fondateurs de la Republique des 
Etats-Unis du Mexique ne manifestaient pas une confiance aveugle dans les bienfaits 
de la "main invisible" ... L'Etat se voit des les origines confie des responsabilites 
considerables dans la conduite des affaires economiques. II est inutile de souligner a 
quel point cette reference constitutionnelle a la "rectoria" de l'Etat va constituer un 
critere central pour evaluer les mesures prises a partir de 1983 en matiere de 
reequilibrage entre le secteur prive et le secteur public. II y va de la legitimite du 
gouvernement. 

Les autres articles vont plus avant dans le concret en decrivant a priori les 
frontieres entre l'actlvite privee, publique et sociale. Cependant, ce sont les reformes 
constitutionnelles introduites par !'Administration du President de la Madrid qui vont 
expliciter la conception d'une economie mixte reposant sur trois secteurs 
complementaires : le secteur public, le secteur prive et le secteur social (2). La 
Constitution s'etait bornee a designer les champs d'intervention de l'Etat qui, 
implicitement, renvoient a ces trois composantes. II y est enonce, en effet, que : "le 
secteur public aura la charge, de maniere exclusive, des secteurs (areas) strategiques, 
le gouvernement federal maintiendra toujours la propriete et le controle des organismes 
qui y seront etablis. De mllme, ii pourra participer de lui-meme ou avec les secteurs 
social et prive, en accord avec la loi, a !'impulsion et a !'organisation des aires 
prioritaires de developpement. Terminons ce rappel des textes constitutionnels par 
!'article 28 qui mentionne comma domaine strategique, entre autres, !'extraction et le 
raffinage des hydrocarbures, la petrochimie de base, les mineraux radioactifs, la 
production d'energie nuclealre et electrique et les chemins de fer. 

II est inutile de souligner que ces differents secteurs ne figuraient pas dans le 
texte initial mais qu'ils y ont eta inclus progressivement. II n'en demeure pas moins que 
ces ajouts successifs s'inscrivent dans une tradition qui a son origine dans le 
Revolution mexicaine elle-meme. Ceci implique que la redefinition des frontieres entre 
le prive, le public et le social qui est au coeur du processus de reequilibrage devra 
s'operer de fac;on prudente puisqu'elle touche aux principes fondamentaux qui reglssent 
le regime politique mexicain depuis pres de soixante-dlx ans. Cetta situation constitue 
sans aucun doute une caracteristique originale du cas mexicain. Comme nous aurons 
!'occasion d'y revenir dans la suite de ce travail, le regime d'economie mixte de marche 
sous la direction de l'Etat et dans le cadre du Plan National constitue le cadre formel a 
l'interieur duquel les reformes peuvent etre conduites. Les marges de manoeuvre pour 
la mise en place d'une politique de reequilibrage sont done, en principe, extremement 
etroites. II n'est pas tout a fait surprenant, des lors, que !'Administration de la Madrid ait 
ate amenee a faire passer plusieurs amendements constitutionnels et a s'appuyer sur 
plusieurs textes legislatifs nouveaux pour pouvoir mener a bien son programme 
economique. Nous les examinerons salon l'ordre chronologique. Leur ensemble definit 
les principes de la politique de reequilibrage. 
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2.2 Les prlnclpes de rHqulllbrage 

La lol de planlflcatlon 

La Loi de Planification promulguee le 5 janvier 1983 se situe dans le 
prolongement de !'article 26 de la Constitution. Elle pose !'obligation de hierarchiser les 
differents documents relatifs a la planificatlon autour d'un Plan National unique qui doit 
lntegrer !'ensemble des programmes a moyen/long terme. C'est dans ce cadre que 
s'lnscrit le Pronaflce dont ii sera question un peu plus loin. Le Plan National de 
Developpement pour la periode 1983-88, presente en 1983, traite a plusieurs reprises, 
dans des chapitres differents, du statut des entreprises publiques. En particulier, ii 
decide d'inclure les objectifs qui leur incombent dans la categorie des decisions 
obligatoires prevues par la Loi sur la Planification (art. 32). Elles se distinguent ainsi du 
regime accorde au secteur prive et au secteur social qui, eux, relevant de la 
concertatlon et de l'incitation. En outre, le Plan reaffirme le role majeur des entreprises 
publiques pour "la realisation des objectifs nationaux, le renforcement de la direction 
(rectorla) de l'Etat dans la vie economique et l'appui direct a la politlque economique et 
soclale ... ". 

Le texte fait aussi allusion aux difficultes rencontrees par les entreprises 
publiques pour remplir leur fonctlon et, par la, la necessite de proceder a des reformes. 
C'est done dans cette perspective que sont enoncees huit propositions visant a fournir 
les llgnes directrices pour !'utilisation plus efficace de ces agents : 

Renforcer le caractere mixte de l'economie a travers la concentration de 
leurs interventions dans les secteurs strateQiques et prioritaires, et non 
pas par extension indiscriminee de leurs act1vites. Dans le prolongement 
de cette politique de recentrage, des criteres seront etablis pour la 
creation, !'acquisition, la fusion, la liquidation ou la vente des entreprises 
publiques. 

Participer a l'offre de biens et services socialement necessaires et aux 
actlvltes de production de base qui ne sont pas couvertes de maniere 
satisfaisante par !'initiative privee. 

Ameliorer la cohesion de l'appareil productif par le developpement de 
!'integration verticale et horizontale de la base industrielle. 

Restructurer et moderniser l'entreprise publique en privilegiant son 
Integration dans des sous-secteurs afin d'eviter la dispersion des efforts. 

Reguler l'activlte des marches de biens et services strateglques et de 
base par leur participation dlrecte ou indlrecte pour reduire les effets 
negatlfs entraines par l'lnegallte des revenus. 

Promouvoir le developpement regional du pays a travers la 
decentralisation de leurs activites de production et de distribution. 

Contribuer au financement du developpement par la generation 
d'epargne et de devises. 

Adopter des mecanismes qui garantissent l'accomplissement de leurs 
objectifs et la moralite de leur gestion. 

Cette liste de huit propositions inspire deux series de remarques qui anticipent 
un peu sur les developpements qui vont suivre. La premiere porte sur l'etendue de 
!'action attendue des entreprises publiques.Cette ambition est encore plus visible si l'on 
n'oublle pas que la plupart de ces huit propositions sont reprises au niveau des 
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differents programmes sectoriels : entre autres pour les exportations, le developpement 
technologique, la production et la distribution des biens de consommation populaire, la 
peche, la foret, les mines, les sources d'lmergie, les transports et les communications ... 
II en ressort que dans la strategie a moyen terme de l'Etat, telle qu'elle est con~ue au 
debut du nouveau sexenio, la disparition des entreprises publiques n'est pas a l'ordre 
du jour. Pourtant -- en anticipant sur un chapitre ulterieur -- dans les annees qui vont 
suivre, las trois quarts de celles qui sont dans le secteur public industrial seront 
destinees a etre "desincorporees", c'est-a-dire a etre liquidees OU privatisees. La 
premiere des huit propositions ne restera done pas lettre morte. 

La seconde remarque est relative a l'enonciation impressionante des taches qui 
sont asssignees aux entreprises publiques et qui n'est pas sans evoquer les travaux 
d'Hercule. La plupart d'entre elles impliquent des contraintes exorbitantes au niveau de 
la gestion normale d'une entreprise. II est d'ailleurs souligne a plusieurs reprises que 
les entreprises publiques devront suppleer les carences de !'initiative privee. Dans ces 
conditions, ii ne faudra pas s'etonner ou, ce qui est plus grave s'indigner, si les 
resultats financiers des entites para-etatiques ne sont pas toujours positifs ... Nous 
aurons aussi !'occasion de revenir plus tard sur ce point. 

Le PRONAFICE (Programme Natlonal du Developpement lndustrlel et 
du Commerce Exterleur) 

Le PRONAFICE (Programa Nacional de Fomento Industrial y Comercio 
Exterior) presente en juillet 1984, au titre de l'un des programmes sectoriels prevus par 
la Loi de Planification a laquelle ii a deja ete fait reference, est d'une tres grande 
importance pour !'analyse du reequilibrage. En effet, ii est centre sur un effort de 
definition du r0le des differents acteurs economiques, "pour la clarification d'aires de 
specialisation de chaque agent economique pour aboutir a un modele de cooperation et 
de complementarite entre eux et non pas de concurrence". 

L'aboutissement du travail du Pronafice est un tableau carre qua nous aurons 
!'occasion de retrouver. En colonnes, figurent las differents agents (entreprises 
publiques, entreprises privees nationales, entreprises du secteur social, enfin, 
entreprises ayant une participation etrangere) et, en lignes, les differentes branches de 
l'economie mexicaine. Au croisement, ii est indique si la presence de chaque categorie 
d'entreprise pour chaque branche entre dans l'une des categories suivantes : exclusive, 
de concurrence prioritaire, de concurrence complementaire, recommendable, prohibee 
ou non recommandable. Ce travail de classement est extremement Important. II fixe 
avec une assez ~rande precision le progamme planifie -- non sans paradoxe -- de la 
liberalisation de I economie. II fixe aussi las activites ou l'action de l'Etat a travers las 
entreprises publiques doit lttre exclusif : raffinage du petrole, derives et petrochimie de 
base. II designe encore les activites ou la participation de l'Etat doit lttre prioritaire, 
c'est-a-dire celles ou le montant des investissements est eleve, ou las delais 
d'amortissement sont longs, ou !'utilisation de nouvelles technologies est necessaire : 
siderurgie, fertilisants, tracteurs, equipements de transports, moteurs diesel pour les 
camions et las autobus, metaux non-ferreux ... 

Les branches industrielles qui ne sont pas comprises dans les deux categories 
precedentes sont elles-memes divisees en deux groupes ; celles ou la participation est 
qualifiee de complementaire, celles ou elle est non recommendable. Le premier cas 
correspond aux actlvites ou le secteur prive et le secteur social ont !'initiative dans une 
logique de marche. C'est seulement dans la mesure ou l'interlft public n'est pas satisfait 
qua l'Etat interviendra. II le fera d'abord par des moyens indirects comma la 
reglementation, le financement, la protection. Dans une seconde phase, si son action 
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se revele insuffisante, ii pourra envisager des co-investissements avec le secteur prive 
ou le secteur social. En derniere analyse, il pourra decider de creer une entreprise 
publique majoritaire. Le second cas, celui des participations non recommandables, 
concerne une vingtaine de branches industrielles pour lesquelles les biens ne sont pas 
consideres comma prioritaires ou sont produits de fa~on satisfaisante par les deux 
autres secteurs de l'economie. 

II est a noter, pour finlr, que !'intervention de l'Etat dans les secteurs prioritaires 
ou complementaires n'est pas fixee de fa~n rigide, elle peut evoluer avec le temps 
dans un sens ou dans un autre, en fonctlon des besoins. II reste que la definition du 
secteur prioritaire demeure assez floue. C'est ce point que le rapport sur !'execution du 
Plan va tenter de corriger. 

Le rapport sur l'executlon du plan 

Publie en 1985, ce nouveau document contient une liste des secteurs 
consideres par l'Etat comme etant de nature prioritaire. II s'agit des biens capitaux, des 
biens intermediaires fondamentaux, des biens de consommation de base et des 
industries a haute technologie. De fac;on plus detaillee, le premier ensemble est 
constitue par les machines et equipements agricoles, les machines-outils, les 
equipements ferroviaires et automobiles, las industries navales, les forges, les 
fonderies. .. Parmi les biens intermediaires, sont mentionnes les fertilisants, la 
siderurgie, les produits chimiques... Les biens de consommation de base incluent le 
sucre, les prodults pharmaceutiques et les prodults textiles. Enfin, les industries de 
pointe concernent la biotechnolog,e et l'electronique industrielle. 

Apres ce nouvel effort de classification, ii apparait que le champ d'action de 
l'Etat est relativement bien balise. Neanmoins, le rapport en question signale a nouveau 
que ces points d'ancrage de !'intervention de l'Etat ne sont pas figes mais qu'ils feront 
l'objet d'une reevaluation reguliere "pour adapter de facon dynamique la presence 
publique aux transformations de la structure economique". 

La lol sur lea entltes para-etatlques 

La Ley Federal de las Entitades Paraestatales (LFEP, loi Federale sur les 
Entreprises Para-etatiques) d'avril 1986 vient apporter une derniere touche a cette carte 
de !'intervention publique en reservant exclusivement aux secteurs strategiques et 
prioritaires la possibilite d'une participation majoritaire de l'Etat dans une entreprise. 

Cat ensemble de textes legislatifs avait surtout pour objet de bien delimiter le 
champ d'action et les modalites graduees de !'action gouvernementale. lls definissent 
avec une precision souvent meticuleuse les frontieres du secteur public. Aucun de ces 
textes n'offre a proprement parler une presentation des axes directeurs de !'action de 
l'Etat a l'interieur de ce champ de manoeuvre soigneusement delimite. II faut attendre la 
comparution du Secretaire d'Etat aux Mines, a l'Energie et a l'lndustrie parapublique 
(SEMIP) devant la LIii Legislature, en novembre 1986, pour avoir cette vision 
d'ensemble. 

La comparutlon du Secretalre d'Etat a la SEMIP 

Dans son expose, le Secretaire d'Etat A. del Mazo se refere aux textes qui 
viennent d'lttre evoques en insistant plus particulerement sur la Constitution et le 
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Pronafice. II insiste sur le fait que si le developpement economique doit se faire sous 
!'impulsion de l'Etat, ii ne peut s'agir d'une instance centralisatrice et interventionniste 
mais, plutot, d'un mecanisme de concertation et de coordination de l'economie. II est 
reaffirme que l'entreprise publique est au coeur de !'action de l'Etat. Mais ii est 
remarque immediatement que pour cette raison, elle doit etre assainie, modernisee, 
rationalisee. Cetta tache est fondamentale car l'economie mexicaine doit faire face a 
des defis enormes : creer un million d'emplois par an et -- ce point est souligne avec 
force -- etre plus competitive au niveau industrial a un moment ou l'industrie et la 
technologie connaissent des changements fondamentaux au niveau mondial, et ou le 
protectionnisme domine les relations internationales. Le Secretaire d'Etat plaide pour 
une "mystique exportatrice". 

La "reconversion industrielle" constitue le theme central de son message. II 
s'agit d'un phenomena universe! qui, dans le cas du Mexique, correspond aussi a un 
changement radical de modele d'industrialisation. Dans la mesure ou le pays a 
repousse a la fois l'autarcie et !'insertion passive dans la division internationale du 
travail, le "changement structure!" va reposer sur deux objectifs majeurs : d'une part, 
une meilleure integration de l'appareil productif national et, de l'autre, une meilleure 
competitivite externe. La nouvelle strategie va se developper a deux niveaux. Celui de 
!'articulation des filieres productives d'abord, qu'il s'agisse des biens de base comma 
les biens alimentaires, les vetements, les chaussures, et les medicaments ou des biens 
intermediaires de large diffusion (ciment, vitres, acier, fertilisants). Ces secteurs vont 
constituer le moteur interne de la croissance car ils sont economes en devises et 
generateurs de nombreux emplois. Le second niveau vise la promotion du potential 
exportateur dans les produits agroindustriels, automobiles et petrochimiques. La 
politique de substitution aux importations n'est mentionnee que dans le cas des biens 
d'equipement en attendant que se developpent de nouvelles industries de pointe. D'icl 
a la fin du siecle, ii s'agit de consolider la position du Mexique comma puissance 
industrielle intermediaire. A plus court terme, les objectifs du Pronafice sont repris : 
financer en 1990 la moitie des importations de produits manufactures par des 
exportations de produits manufactures ; elever le ratio a 70 pour cent en 1995, alors 
qu'il n'est a l'heure actuelle que de 25 pour cent. 

De ces declarations, ii ressort clairement que les leqons ont ate tin~es du 
mirage de la manna petroliere. La politique de reconversion industrielle tourne aussi 
explicitement la page du modele traditionnel d'industrialisation orients vers le marche 
interne a travers la substitution aux importations et le protectionnisme. Depuis les 
annees quarante, ii a permis la constitution d'une base industrielle importante et 
diversifiee, mais avec de bas niveaux d'integration et de competitivite internationale. 

Apres ce diagnostic et la definition de la nouvelle orientation generale, le 
Secretaire d'Etat presente ce qui concerne plus directement notre preoccupation 
relative a la politique de reequilibrage. II deflnit, en effet, les deux etapes du 
changement structure! : le redimensionnement et la reconversion. Les deux volets sont 
indissociables. La politique de redimensionnement consiste a concentrer le secteur 
industrial para-etatique dans les activites strategiques et prioritaires en eliminant les 
entreprises para-etatiques dont la presence dans le secteur public n'est pas justifiee et 
a ate souvent due aux hasards de decisions prises au coup par coup. C'est elle qui va 
entrainer a cote de liquidations pures et simples des operations de privatisation. Mais le 
processus de rehabilitation ne se borne pas a cette action. II doit etre accompagne par 
une politique de reconversion industrielle. Celle-ci vise a moderniser les entreprises qui 
demeurent dans le secteur public afin que leur productivite et leur gestion financiere 
alignent leur competitivite sur celle des entreprises du secteur prive national et 
international. 
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II apparait done que la politique de reequilibrage que le Mexique veut suivre 
entend marcher sur deux jambes et ne pas sacrifier exclusivement soit a la logique du 
marche soit a celle de l'etatisation. La notion d'economie mixte qui en est le fondement 
vise a etablir une cooperation entre le secteur prive et le secteur public. Dans son 
principe, la demarche mexicaine vise une division optimale du travail entre las deux 
secteurs. II reste 'maintenant a savoir comment cette philosophie du reequilibrage s'est 
inscrite dans les faits. 

NOTES ET REFERENCES 

1. Les entreprises dites "maquiladoras" beneficient d'un statut specifique en 
matiere de droits de douane et de detention du capital par des non-residents lie 
a leur activite de reexportation vars les USA. 

2. Le secteur social est constitue des syndicats de travailleurs, des cooperatives 
de production et de distribution et des "ejidos", communautes rurales indlennes 
sur la base de villa~es et de terres communales, avec des municipalites elues 
sous l'autorite d'un caclque". 
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Chapitre 2 
L'EXPERIENCE MEXICAINE DU REEQUILIBRAGE : REDIMENSIONNEMENT ET 

RECONVERSION 

L'experience mexicaine du reequilibrage coincide avec le sexenio du President 
de la Madrid. Nous avons vu qu'elle s'etait operee a l'interieur d'un cadre juridique tres 
dense. II s'agit d'evaluer maintenant son importance pour l'economie mexicaine. Pour 
ce faire, nous analyserons de fac;on detaillee les differentes operations qui s'inscrivent 
dans la politique dite du "changement structure!", et qui se compose de deux volets. 
D'une part, le redimensionnement du secteur public par la liquidation et la privatisation 
d'une partie des entreprises para-etatiques. D'autre part, la reconversion industrielle, 
c'est-a-dire la modernisation des entreprises qui sont maintenues dans le secteur 
public. Les deux aspects du reequilibrage devraient etre comma les deux faces d'une 
meme medaille, mais nous constaterons cependant uncertain decalage entre les deux 
programmes. 

Cependant, ii est impossible de porter un jugement sur !'experience mexicaine 
sans avoir une photographie de la place du secteur public dans l'economie mexicaine a 
la veille du grand tournant du sexenio. Nous consacrerons done des developpements a 
la formation historique du secteur public, en particulier, a celle du secteur des 
entreprises industrielles, a son importance relative dans l'economie mexicaine, et, enfin, 
aux arguments qui ont ete avances pour justifier le redimensionnement et la 
reconversion. 

1. La place du secteur pub/le dans l'economle mex/ca/ne avant le rsequlllbrage 

1. 1 La constitution du secteur public : un rappel historique 

La formation du secteur public mexicain est indissociable de la Revolution. La 
Constitution de 1917 a pose les grands principes d'une intervention de l'Etat dans la vie 
economique. Ceux-ci repondaient a la fois a des preoccupations normatives -- rompre 
avec la philosophie liberale de la constitution de 1857 -- et a d'autres, plus immediates, 
qui etaient imposees par la situation economique catastrophique dans laquelle se 
trouvait le pays apres plusieurs annees de guerre civile. 

II n'est pas inutile de rappeler les objectifs qui ont ete presentes pour justifier 
!'existence d'entreprises publiques. En effet, ils ont ete au fondement de la conception 
du systeme d'economie mixte mexicain. C'est par reference a eux qu'il sera possible 
d'apprecier !'importance du tournant effectue durant le dernier sexenio. 

Le role du secteur public est done fonde sur les principales fonctions 
suivantes: 

Un renforcement de la stabilite economique et des moyens du 
developpetnent par la creation d'un systeme de credit et de financement 
efficient; 

L'exploitation directe des ressources strategiques qui garantissent la 
souverainete nationale et la fourniture de biens et services collectifs; · 
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La substitution a !'initiative privee defaillante ou insuffisante dans les 
secteurs ou les investissements initiaux sont tres importants et la periode 
d'amortissement tres tongue ; 

Le sauvetage des entreprlses privees en difficulte pour sauvegarder le 
niveau des emplois et de la production ; 

L'amelioration du bien-Atre des groupes sociaux les plus defavorises par 
la couverture des besolns essentials. 

II va de soi qu'entre 1917 et 1982, ces differents objectifs ont eu une 
importance variable et le rythme de croissance du secteur public n'a evidemment pas 
ete uniforme. 

Le tableau 5 donne la repartition dans le temps des creations d'entreprises 
publiques. 

Tableau 5 
LA CREATION DES ENTREPRISES PUBLIQUES: 1934-85 

avant dee. 1934 
dee. 1934 - nov. 1940 
dee. 1940 - nov. 1946 
dee. 1946 - nov 1952 
dee 1952 - nov. 1958 
dee. 1958 - nov. 1964 
dee. 1964 - nov. 1970 
dee. 1970 - nov. 1976 
dee. 1976 - nov. 1982 
dee. 1982 - jan. 1985 
Total 

Source : Casar et Peres (1988), p.36 

Nombre 
d' entreprises 

2 
11 
6 

14 
17 
31 

...55 

~~ 
2 

396 

Pour cent 

0.5 
2.8 
1.5 
3.5 
4.3 
7.8 

13.9 
40.4 
24.7 
0.6 
100 

Comma on peut le constater, 40 pour cent des cas relevant de la presidence de 
Echeverria et 25 pour cent de calla de Lopez Portillo. 

Durant las annees vingt, la priorite a ate donnee a !'organisation du systeme 
financier, au developpement du systeme des communications et a la reprise de la 
production agricole. La creation de la Banque du Mexique, de la Commission Nationale 
des Chemins de Fer, des banques du Credit Agricole et du Credit "Ejidal" 
correspondent a une phase ou l'Etat participe a la reconstruction economique du pays. 

Les annees trente sont caracterisees par une intervention marquee dans le 
processus d'lndustriallsation. Tout d'abord, l'Etat va chercher a developper des sources 
nouvelles de financement avec le lancement de la Banque Nationale Hypothecaire et 
-- surtout -- celui de la Nacional Financiera. Ensuite, ii va accroitre son action dans la 
production des biens intermediaires a travers Petroleos Mexicanos (PEMEX) nee de la 
nationalisation des compagnies petrolieres en 1938 et la creation de la Commission 
Federale de l'Electricite (CFE). Enfin, l'Etat se preoccupe de !'amelioration des 
echanges internes (nationalisation des chemins de fer) et externes par la creation 
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d'organismes tournes vars le commerce international : Compania Exportadora e 
lmportadora, Productora e lmportadora de Papel, etc ... 

Les deux decennies qui vont suivre se situent dans la meme perspective : 
developper l'industrie et !'agriculture. La production par des entreprises publiques des 
biens intermediaires se poursuit avec les fertilisants (Fertilizantes Mexicanos) et l'acier 
(Altos Homos d'e Mexico). Elle est renforcee par le developpement de la production 
publique dans las biens d'equipement (Diesel Nacional, Siderurgica Nacional, 
Constructora Nacional de Carros de Ferrocarril). II est a noter qua c'est durant cette 
periode qua s'institue l'habitude d'integrer dans le secteur public les entreprises privees 
en faillite. Le role du secteur public va encore se renforcer durant les annees soixante 
avec la nationalisation de l'industrie electrique, !'incorporation de la majorite des 
entreprises sucrieres dans le secteur public et le developpement des capacites de 
production de ce dernier dans las biens intermediaires (complexe siderurgique Lazaro 
Cardenas -- Las Truchas). C'est aussi durant cette decennie que va etre organise le 
systeme de commercialisation des biens de consommation de base avec la creation de 
la CONASUPO (Compania Nacional de Subsistencias Populares) (1). 

Les annees quatre-vingts font apparaitre un changement dans las orientations 
traditionnelles de !'intervention de l'Etat. L'accent est mis sur les activites a forte 
intenslte technologique, ce qui se traduit par la creation de l'lnstituto Mexicano del 
Petroleo, de l'lnstituto de lnvestigaciones Siderurgicas, de l'lnstituto de lnvestigaciones 
Nucleares etc ... L'Etat developpe aussi sa presence dans le secteur des biens 
d'equipement, souvent a travers des joint-ventures avec des entreprises etrangeres 
(NKS, Clemex) ainsi qua dans la petrochimie secondaire (Adhesivos, Poliesterinos y 
Derivados ... ). La nationalisation des banques, fin ao0t 1982, constitue peut-etre la 
derniere manifestation d'une politique d'expansion du secteur public poursuivie pendant 
plus de soixante ans. 

Avant d'evaluer le poids du secteur public dans l'economie mexicaine, ii est 
necessaire de faire deux remarques terminates sur las modalites de sa croissance 
progressive. En premier lieu, ii faut souligner le fait que le recours a la nationalisation a 
ete exceptionnel. II se limite a trois cas : l'industrie petroliere, las chemins de fer et, 
dernier en date, le secteur bancaire. II est vrai que le poids economique de ces 
operations est non negligeable. II semble que !'intervention de l'Etat ait eta, a chaque 
fois, justifiee par le sentiment que las secteurs en question etaient precisement trop 
importants dans l'economie mexicaine pour qu'on puisse les laisser aux mains 
d'interets prives, qu'ils soient nationaux ou etrangers. C'est done le pouvoir economique 
lie au contrOle de ces secteurs d'activite que l'Etat a cherche a recuperer. En les 
laissant au secteur prive, ii reduisait d'autant sa propre maitrise sur l'economie, cette 
"rectoria" qui lui a ete reconnue par la Constitution et qui demeure, nous l'avons deja 
souligne, la reference canonique meme si, depuis le sexenio du President de la Madrid, 
la conception du rOle de l'Etat est en train de subir une profonde revision. 

En second lieu, ii est tres important de ne pas oublier que la moitie seulement 
du pare public a ete le rasultat de la creation de nouvelles entreprises par l'Etat, que ce 
soit pour developper les secteurs industrials de base necessaires a l'independance du 
systeme productif national, ou que ce soit pour garantir une offre suffisante de biens 
pour la consommation populaire (la politique de la "tortilla"). Caci revient a dire que 
dans la moitie des cas, les entreprises "paraestatales" etaient, a l'origine, des 
entreprises nees de !'initiative privee. Elles sont passees dans le secteur public parce 
qu'elles etaient a la veille de farmer leurs portes. Le role de "l'Etat-pompier" est tout 
aussi important que celui de l'Etat-entrepreneur. Le cas mexicain n'est pas unique ; ii 
serait aise de le rapprocher de !'experience fran<;aise (MC Arthur et Scott 1969). 
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Acle et Vega (1985) ont analyse les differentes modalites de formation du 
secteur parapubllc sur la base d'un echantillon de 134 firmes. Celles-ci peuvent etre 
rangees dans trois groupes dlfferents : 

Le premier groupe correspond aux entreprises qui ont ete crees par l'Etat 
qui , a pris la decision et apporte le capital pirectement ou indirectement 
-- Intervention de la Nacional Financiera, principalement mais non 
exclusivement. II represente 20 pour cent du total de l'echantillon (dont 
8 pour cent selon des modalites indirectes). 

Le second groupe est beaucoup plus important puisqu'il recouvre 53 pour 
cent de l'echantillon. II est constitue des entreprises privees qui sont 
passees sous le contrOle de l'Etat. II existe trois cas de figures differents. 
Les entreprises ont ete soit absorbees par une institution financiere 
publique, soit par une institution publique mais non financiere (entreprises 
sucrieres), soit en consequence de !'absorption par l'Etat de leur 
maison-mere. La derniere variante est la plus frequente (34 pour cent de 
cas). 

Le dernier groupe est constitue par des entreprises dont la creation a ete 
decidee par la SOMEX ou la NAFINSA. II represente 5 pour cent du 
total ; cependant, si I' on adjoint a cette categorie les filiales des 
entreprises du premier groupe -- ne de !'initiative etatique -- la proportion 
s'eleve a 22 pour cent. 

Dans l'evaluatlon que nous allons presenter du poids du secteur public, comma 
dans !'interpretation de la politique de l'Etat, ii sera important de ne pas perdre de vue 
que la moltie au moins des entreprises para-etatiques sont le resultat de l'echec de la 
gestion prlvee. En consequence, les operations de privatisation seront en grande partie 
des reprivatlsations. La question qui se posera alors est celle du role du secteur public : 
non seulement ii a joue une fonction de sauveteur pour les entreprises privees en 
difficulte, mais apparemment, ii a aussi, par la suite, joue le role de medecin puisque 
seules les entreprlses en bonne sante ont des chances de trouver acquereur. 

1.2 Le poids du secteur public dans l'economie mexicaine au debut des 
annees quatre-vingts. 

En 1983, le poids des entreprises publiques s'elevait a 18.2 pour cent du PIB 
(5.1 pour cent si l'on exclut la PEMEX), a 5.1 pour cent de l'emploi, a 5.8 pour cent du 
produit manufacturier. Le tableau 6 montre !'evolution depuis 1975. 

Tableau 6 
LA PLACE DES ENTREPRISES PUBUQUES 

1975 1977 1979 1980 1981 1982 1983 

Pourcentage du PIB 0.6 7.8 8.3 10.3 10.5 14.0 18.2 
Pourcentage emploi 3.4 3.7 3.8 3.9 4.0 4.4 5.1 
Pourcentage PIB manufacturier 4.1 4.4 5.5 5.7 6.4 6.3 5.8 
Pourcentage PIB, PEMEX exclue 3.9 4.6 4.3 3.9 4.1 4.0 5.1 

Source : VILLAREAL (1988), p. 66. 
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La participation de l'Etat dans la production brute n'est pas repartie egalement 
entre tous les secteurs. Elle est au contraire tres concentree dans les mines, le petrole 
et le gaz natural, les derives du petrole et la petrochimie de base, l'electricite. Dans ces 
secteurs, la production des entreprises publiques tend a etre exclusive ; cette tendance 
s'est amplifiee depuis le debut des annees soixante comma ii apparait dans le 
tableau 7. 

Tableau 7 
PARTICIPATION ETATIQUE DANS LA PRODUCTION BRUTE 

En pou rcentage 

1960 

Mines 36.0 
dont: 
Petrole et gaL I Q l,(bl ~,.~ 

Autres 2.9 
Industries manufacturieres 11 .4 
Derives du petrole, petrochimie de base 95.4 
Autres 4.6 
Electricite 88.1 
Total 16.4 

Source : CASAR et PERES (1988), p. 44. 

1965 1970 

45.2 

tuO.O 
5.0 

10.6 
96.2 

5.2 
100.0 

15.7 

44.9 

luU.IJ 
9.2 

10.0 
94.0 

5.5 
100.0 

14.1 

Tableau 8 

1975 1980 

55.3 

\.JU.\.J 

10.7 
11.3 
95.7 

6.1 
100.0 

15.6 

75.8 

l \.J u.U 
10.0 
12.0 
94.6 
7.7 

100.0 
22.4 

LA REPARTITION SECTORIELLE DU SECTEUR PUBLIC 
En pourcentage de la production publique 

1983 

87.5 

, vu.u 

14.3 
16.2 
95.9 

8.6 
100.0 
33.0 

1960 1965 1970 1975 

21.8 

19.7 

1980 1983 

Mines 22.6 
dont : 
Petrole et gaz natural 21.4 
Autres 1.2 
Industries manufacturieres 60.2 
Derives du petrole, petrochimie de base 37.6 
Autres 22.6 
Electricite 17 .2 
Total 100.0 

Source : CASAR et PERES (1988), p. 45. 

20.2 

18.9 
1.3 

60.6 
32.87 

27.8 
19.2 

100.0 

18.9 

17.1 
1.8 

65.4 
31.0 
34.6 
15.5 

100.0 

2.1 
66.4 
32.2 
34.2 
11.8 

100.0 

45.8 

44.2 
1.6 

45.4 
17.5 
27.9 

8.8 
100.0 

56.7 

55.3 
1.4 

37.6 
15.4 
18.2 
5.7 

100.0 

1984 

87.5 

I \JV 

17.6 
16.3 
95.6 

8.8 
100 
33 

1984 

51.3 

49.7 
1.6 

41.9 
21.1 
20.8 
6.8 
100 

Si l'on considere maintenant la structure du secteur public ( cf. tableau 8) on 
constate qu'a la veille du mouvement de redimensionnement, le secteur minier 
representait plus de la moitie de la production publique, contre moins du quart en 1960. 
L'evolution est du meme ordre pour le secteur petrole et gaz natural qui vient en 
seconde position. En revanche, la part des activites manufacturieres s'est reduite, 
passant de 60 a 42 pour cent. Le retournement s'est opera apres le sommet atteint en 
1975. L'evolution est similaire pour la petrochimie et les derives du petrole qui arrivaient 
a la deuxie.me place derriere le secteur manufacturier au debut de la periode. La place 
de l'electricite diminue regulierement depuis 1965. 
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La participation de l'Etat dans la production lndustrlelle 

En 1983, la participation totale du secteur public dans la production industrielle 
etait de 16.2 pour cent (contra 10 pour cent en 1970). L'activite industrielle de l'Etat est 
tres specialisee : elle se concentre dans la production de biens intermediaires non 
petroliers pour les entreprises manufacturieres et agricoles. Le tableau 9 montre aussi 
que les entreprises publiques sont presentes dans le secteur des biens d'equipement et 
dans celui des biens de consommation durables et non durables. Mais leur importance 
relative dans la production totale est tres faible. 

L'omnipresence de l'Etat mexicain dans l'industrie, souvent denoncee, releve 
done en partie du mythe. L'analyse fine par branches industrielles permet d'evaluer la 
part de la production de biens intermediaires dans la production publique totale a 
88.5 pour cent en 1983. II est inutile de souligner la place preponderante occupee par 
les biens intermediaires d'origine petroliere. 

Tableau 9 
PLACE DU SECTEUR PUBLIC DANS L'INDUSTRIE 

En pourcentage 

1960 1965 1970 1975 1978 

Biens de consommation non durables 2.1 1.9 2.0 2.5 4.3 
Biens de consommatlon durables 1.8 3.2 7.3 9.4 9.5 
Biens intermediaires nonpetroliers 7.7 11.1 10.9 11.4 11.8 
Biens d'equlpement 13.2 4.6 5.9 5.9 5.4 
Raffineries de petrole, derives et 
petrochimie de base 95.4 96.2 94.2 96.4 94.8 

Source: CASAR et PERES (1988), p. 52. 

Le "coeur" de l'lndustrle etatlque 

1981 1983 

4.7 5.5 
11.4 4.4 
14.7 15.2 
6.7 8.3 

94.1 95.8 

La plupart des auteurs qui ont cherche a earner las caracteristiques du secteur 
public dans l'industrie mexicaine insistent sur le "coeur" de l'industrie etatique. En 
conclusion de cette analyse du poids du secteur public a la veille de la politique du 
reequilibrage, earner ce noyau central revet une triple importance : pour saisir la 
strategie a long terme de l'Etat -- volontaire ou contrainte -- durant les trente dernieres 
annees et singulierement durant les sexenios des Presidents Echeverria et Lopez 
Portillo, d'une part ; pour poser une pierre d'attente en vue de mesurer .la force du 
mouvement de privatisation qui va se developper apres 1982 et qui, peut-etre, ne 
respectera plus aucun sanctuaire, d'autre part ; enfin, parce que la constitution du 
"coeur" n'est pas sans rapport avec le champ privilegie laisse a l'action de l'Etat par la 
Constitution. 

Les activites qui peuvent etre incluses dans le "coeur" du secteur industrial 
etatique doivent repondre a deux criteres : d'un cote, que la participation publique soit 
elevee par rapport a l'industrie nationale ; de l'autre, qu'elle occupe une position 
majeure au sein du secteur public. La combinaison de ces deux criteres conduit a 
selectionner huit branches industrielles qui representent 80 pour cent de la production 
etatique entre 1960 et 1983 ( cf. tableau 1 0). 
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Tableau 10 
LE COEUR DE L'INDUSTRIE ETATIOUE 

En pourcentage 

1960 1965 1970 1975 1978 1981 1983 

Sucre n.d. 3.9 4.90 3.8 6.5 6.2 5.1 
Autres produits alimentaires (1) n.d. 0.5 2.1 2.1 3.1 3 4.5 
Raffinage petrole et derives 
Petrochimie de base 62.5 54.6 42.1 39.8 30.9 26.3 42.6 
Fertilisants n.d. 2.9 4.2 3.7 3.2 2.6 3.2 
lndustrie de base du fer et de l'acier 13.4 23.8 17.0 15.9 20.3 24.8 17.4 
Vehicules automobiles 1.5 2.8 6.9 7.6 7.7 9.7 1.5 
Equipement et materiel de transports 3.4 2.1 2.4 2.2 1.8 2.3 1.7 
Sous-total du "coeur" n.d.(2) 90.6 85.1 83.8 81.4 61 .7 85 .. 
Total industrie publique 100.0 100.0 100.0 100.0 100.0 100.0 100 

1. Surtout poissons et crustaces. 
2. Evalue au minimum a 81 pour cent. 
Source : CASAR et PERES (1988), p. 57. 

La composition du coeur industrial etatique suggere deux orientations 
principales. En premier lieu, !'importance relative des raffineries, de la petrochimie, des 
laminoirs, des entreprises productrices de fertilisants et de l'equipement de transports 
traduit la preeminence de la strategie de substitution aux importations. En second lieu, 
les branches comme le sucre, les poissons et crustaces correspondent a des activites 
ou les entreprises privees occupaient une place preponderante au depart. Dans ce cas, 
leur passage dans le secteur etatique renvoie au role de l'Etat sauveteur ; la plupart 
des cas se situent durant les annees soixante. 

L'existence d'une polarisation sur ces deux blocs n'epuise pas totalement le 
champ d'intervention de l'Etat. En 1983, ii etait aussi present dans 17 branches 
industrielles avec une participation inferieure a 5 pour cent de la production. L'ensemble 
de ces activites representait 5.5 pour cent de la production etatique totale. En 1970, la 
presence tres minoritaire des entreprises etatiques etait encore plus dispersee : ii ne 
reflate aucun programmme volontaire de l'Etat et resulte d'actions de sauvetage 
effectuees au coup par coup. Par reference aux textes canoniques, ii est impossible de 
les classer soit dans les industries strategiques, soit dans les industries prioritaires. En 
bref, rien ne permet de justifier !'intervention de l'Etat. 

1.3. Les performances du secteur public 

Comma dans tous les pays qui connaissent une experience de privatisation, le 
secteur public mexicain a subi de violentes critiques. Pele male, ii lui a eta reproche ses 
dimensions ecrasantes, sa presence proteiforme dans tous les domaines d'activites, sa 
nature heteroclite ; la taille de ses entreprises qui les place trop souvent dans des 
positions de quasi-monopole, la concurrence deloyale sur certains marches vis-a-vis 
des entreprises privees qui n'ont plus d'autres solutions que !'absorption dans le 
domaine etatique ; le manque d'efficience et la mauvaise qualite d'une gestion laissee a 
des technocrates incompetents et/ou corrompus ... 
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Cet ensemble de faiblesses structurelles se cristallise dans la responsabilite 
sans cesse croissante du secteur public dans le gonflement du deficit budgetaire et, par 
voie de consequence, l'approfondissement de l'endettement vis-a-vis de l'exterieur et la 
perte d'independance que cette situation entraine. Ainsi, au bout du compte, la 
croissance relative du secteur etatique conduit tout droit au declin de la souverainete 
nationale ... De notre point de vue, ii s'agit moins de prendre parti dans un debat 
largement ideologique ou le mythe et la realite -- pour reprendre une formula de 
Villareal (1988) -- se cotoient etroitement, qua de tenter de comprendre !'articulation 
entre le developpement du secteur public et le fonctionnement global de l'economie 
mexicaine. Dans cette perspective fonctionnaliste, ii est plus facile de partir de 
l'aboutissement du raisonnement des adversaires du "tout-Etat" -- le deficit public en 
l'occurence -- pour tenter de remonter l'enchainement des contraintes qui debouche 
concretement sur !'adoption par l'Etat lui-meme d'une politique de reequilibrage. 

Le deficit du secteur public 

Villareal (1988) presente sa propre evaluation de la part des entreprises 
publiques commerciales et industrielles dans le deficit total du secteur public en 
contrastant deux periodes entre lesquelles las premieres decisions de reequilibrage 
avaient eta prises. 

Pour la periode 1977-82, la part des entreprises publiques dans le deficit total 
de l'Etat est evaluee a 49.5 pour cent avant les transferts fiscaux et a 31.3 pour cent 
apres les transferts. Pour la periode 1983-84, les resultats sont les suivants : la part du 
deficit total d0e aux entreprises publiques a eta ramenee a 29 pour cent. Laur position 
deviant excedentaire apres la realisation des transferts fiscaux : + 14.6 pour cent. II est 
inutile de souligner le role joue par la PEMEX dans ce retournement de la situation ; ii 
est done interessant de reconsiderer les proportions precedentes apres !'exclusion de 
PEMEX. Dans cette nouvelle hypothese, pour la premiere periode (1977-82) la part des 
entreprises publiques dans le deficit public total est de 31.9 pour cent et se reduit a 
12.9 pour cent apres les transferts a l'Etat. Pour la seconde periode (1983-84), les 
chiffres sont las suivants : 58.5 pour cent avant las transferts et 15.5 pour cent apres. 

Les evaluations de Casar et Peres (1988) qui ne portent qua sur le secteur 
public industrial sont tres comparables a callas de Villareal comma le montre le 
tableau 11. 

Tableau 11 
PART DU SECTEUR PUBLIC INDUSTRIEL DANS LE DEFICIT FINANCIER DU 

SECTEUR PUBLIC 
En pourcentage 

1970-75 1976-80 1981-82 1983-84 

Industries manufacturieres 3.6 2.5 1.7 3.7 
Petrole, petro-chimie 5.3 15.2 17.0 20.9 
Electricite 15.6 12.1 4.3 5.2 
Total 24.5 29.2 23.0 +12.0 

Source : CASAR et PERES (1988), p. 95. 

Les conclusions que l'on peut tirer de ces calculs sont apparemment claires : le 
reequilibrage a entraine une reduction du poids des entreprises publiques dans le 
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deficit de l'Etat, ii va done dans le bon sens. Cette conclusion n'est cependant pas 
suffisante dans la mesure ou elle semble faire comme si la "desincorporacion" a elle 
seule permettait de resoudre le deficit de l'Etat. Or nous sommes loin du compte : en 
ce qui concerne les entreprises industrielles, leur deficit n'expliquait, avant les 
operations de degagement, que le quart du deficit public total et, apres las premieres 
ventes et liquidations, leur contribution deviant positive. Ces resultats sont encore plus 
marques quand on se ref ere a la notion de "charge totale", c'est-a-dire en tenant 
compte des transferts entre les entreprises publique et l'Etat. Casar et Peres ont 
effectue cette nouvelle evaluation de la participation reelle du secteur public industrial 
dans le deficit total de l'Etat. Les resultats sont presentes dans le tableau 12 
ci-dessous : 

Tableau 12 
"CHARGE" DES ENTREPRISES INDUSTRIELLES PUBLIQUES DANS LE DEFICIT 

DE L'ETAT 

1970-75 1976-80 1981-82 1983-84 

Industries manufacturieres 1.6 5.0 4.8 7.3 
Petrole et derives -15.0 -49.8 -48.7 -80.6 
Electricite 16.2 17.5 12.9 18.6 
Total 2.8 27.3 31.0 54.7 

Source : CASAR ET PERES (1988) p. 96. 

Selon la nouvelle optique de calcul, ii apparait que la charge des entreprises 
publiques industrielles est negative -- a !'exception de la periode 1970-75 -- du fait des 
impots considerables verses par le secteur petrolier. Mais, en excluant ca facteur qui 
fait la part trop belle au secteur industrial para-etatique, ii n'en demeure pas moins qua 
le poids des entreprises du secteur manufacturier ne depasse jamais 1 O pour cent du 
deficit global ; en revanche, l'entreprise publique de l'electricite pese, a elle seule, 
beaucoup plus lourd. Paradoxalement, le reequilibrage ne s'applique pas a celle-ci pour 
se concentrer sur callas-la. Du point de vue strict de la resorption du deficit public, on 
se trompe apparemment de cible ... 

En toute hypothese, meme si les responsabilites des entreprises publiques 
industrielles dans le gonflement du deficit public sont moins graves qu'on pouvait le 
penser, ii pourra toujours etre retorque par les adversaires du secteur public qu'il y a la 
une bien pietre consolation et que, de toutes faqons, ii n'est pas normal que des 
entreprises poursuivent leurs activites en acceptant d'etre dans le rouge. Ce qui permet 
d'introduire le theme de l'inefficacite structurelle de la gestion etatique. La encore, ces 
conclusions sont un peu hatives. II ne s'agit evidemment pas de contester la realite 
mais d'en expliquer la nature a travers_ !'analyse des conditions tout a fait particulieres 
dans lesquelles fonctionnent les entreprises du secteur public. 

Les contralntes de la gestlon publique 

Les etudes concernant las performances economiques des entreprises 
publiques font apparaitre des resultats surprenants en matiere de productivite et de 
formation du capital pour un secteur caracterise par une gestion deficitaire. 
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En premier lieu, depuis 1960 et jusqu'en 1983, la participation des entreprises 
para-etatiques a la production interieure brute a toujours ate superieure a leur 
participation a l'emploi total ( cf. Casar et Peres, 1988, p.81). Le retournement recent est 
facile a expliquer : entre 1981 et 1983, l'emploi manufacturier total a baisse de 4.8 pour 
cent du fait de la crise ; dans le secteur industrial public, ii n'a ate reduit que de 
0.6 pour cent. Selon les memes sources, la productivite du travail dans le secteur 
manufacturier public a toujours ete superieure a celle de !'ensemble de l'industrie 
mexicaine meme si l'on exclut les industries petrolieres et les derives. En 1965, l'ecart 
etait de 35 pour cent ; ii s'est reduit progressivement de 5 a 7 pour cent en plus entre 
1975 et 1980, pour passer en-dessous de la moyenne nationale a partir de 1983. La 
raison vient d'etre mentionnee : une politique de maintien de l'emploi en decalage par 
rapport a la baisse de la production. Ces resultats ne doivent pas etonner outre 
mesure : les entreprises industrielles publiques sont en moyenne de plus grande taille 
que celles du secteur prive ; elles sont concentrees dans les secteurs a forte intensite 
capitalistique ; les unites de production ont une dimension plus grande et sont plus 
specialisees ce qui favorise les economies d'echelle (ce facteur explique 60 pour cent 
de la difference de productivite avec les firmes privees pour Jacobs et Martinez, 1980). 
Dans !'ocean des petites entreprises du secteur prive (les trois quarts d'entre elles 
comptent moins de 5 employes}, les entreprises du "coeur" du secteur para-etatique 
constituent un ilot de modernisme. De ce point de vue, les performances productives du 
secteur industrial public seraient certainement ameliorees si on le debarrassait des 
petites entreprises (la "chiquilleria"). C'est precisement l'un des objectifs du 
redimensionnement. Mais ii faudrait aussi faire disparaitre certaines contraintes 
exorbitantes qui pesent sur les entreprises publiques et occultent leurs performances 
reelles. 

D'apres diverses evaluations (Santamaria, 1985, Villareal, 1986 et 1988, Plan 
Nacional de Desarrollo Industrial 1979-82, Casar et Peres, 1988), ii apparait qu'entre 
1970 et 1975, alors que la part des entreprises para-etatiques dans la production 
industrielle etait de 5 a 6 pour cent, le pourcentage correspondant a leur investissement 
etait superieur a 12 pour cent. Entre 1975-80, leur part dans la production est comprise 
entre 6 et 8 pour cent tandis que celle de leur investissement varie de 11 a 21 pour 
cent. Si l'on agrege aux activites manufacturieres celles du secteur petrolier et du 
secteur electricite, on arrive a des evaluations encore plus frappantes : pour la seconde 
moitie des annees soixante-dix, l'investissement du secteur public represente les 
deux-tiers du total alors que sa participation a la production est inferieure au quart. 

II a eta souvent repete par les observateurs que les entreprises publiques 
avaient ate les locomotives de l'investissement et, done, de la croissance de l'economie 
mexicaine. Dans cette perspective, le mystere des mauvais resultats des entreprises 
para-etatiques -- meme si pris globalement its ne sont pas aussi catastrophiques que 
certaines prises de position pouvaient le faire craindre -- est peut-etre en train de 
s'eclaircir. En fin de compte, ii n'est pas etonnant que des entreprises qui investissent 
plus que la moyenne et qui licencient moins n'arrivent pas a compenser totalement par 
les gains de productivite les charges auxquelles elles doivent faire face. Et cela est 
d'autant moins surprenant que le systeme des prix relatifs est extremment nefaste pour 
les produits offerts par le secteur public. 

Depuis le debut des annees soixante, les prix des biens du secteur parapublic 
n'ont pas suivi le rythme de !'inflation et ont pris du retard sur les prix industrials 
moyens. En 1981, l'ecart etait de 20 pour cent. Si l'on desagrege les donnees 
statistiques pour faire apparaitre les produits du "coeur" industrial public, on constate 
que les prix des biens intermediaires, dont on a eu deja !'occasion de souligner qu'ils 
constituent la part la plus importante de la production publique, ont pris un retard de 
40 pour cent par rapport au deflateur calcule sur la base de 1960. En d'autres termes, 
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a travers las prix et las tarifs appliques aux biens et services du secteur para-etatique, 
l'Etat mexicain a subventionne indirectement les entreprises qui achetent des produits 
petroliers et petrochimiques, des produits siderurgiques, des fertilisants, de l'electricit&, 
des pieces detachees d'automobiles ... sans oublier las consommateurs de tortillas et 
las clients de la chaine d'hotels Presidente ... ceux-ci ne se confondant pas tout a fait 
avec ceux-la. 

Finalement, la question n'est pas de savoir si cette utilisation du secteur public 
est bonne ou non. Notre propos de depart etait de tenter de comprendre comment 
!'existence d'un secteur para-etatique important, notamment dans la production 
industrielle, s'articulait avec le reste de l'economie. A ca point de !'analyse, ii semble 
qua le proces fait aux entreprises publiques au nom de l'efficience est en partie injuste. 
Compte tenu des contraintes qua l'Etat lui-meme leur impose, ii serait inattendu que les 
entreprises publiques puissant degager en fin d'exercice des resultats positifs. En 
revanche, ii n'est pas impossible qua leur disparition, au nom du reequilibrage, entraine 
des transferts de charge importants du parapublic au prive, ou du parapublic au budget 
federal. Cet enjeu repose principa!ement sur las entreprises du "coeur" industriel puL'i . 
La contribution de la poussiere de petites firmes d'origine privee aux economies 
externes generees par le secteur public est beaucoup moins appreciable. 

Caci etant, las quelques resultats qua nous avons rassembles concernant les 
performances des entreprises publiques ne permettent pas de conclure que tout est 
pour le mieux dans le meilleur des mondes possibles au sein du secteur public. II n'est 
pas sOr qua la nomination systematique de hauts fonctionnaires de !'Administration a la 
tete des entreprises publiques au hasard des variations de tutelle ministerielle 
garantisse le meilleur management. II faut cependant reconnaitre qu'en ca domaine, les 
experiences d'economie mixte dans d'autres pays ont certains points de ressemblance 
avec le cas mexicain... Faut-il pour autant jeter le babe avec l'eau du bain ? Surtout 
quand on n'est pas tout a fait sOr de savoir par quoi on va pouvoir le remplacer. C'est 
pourquoi la politique de redimensionnement du secteur public que nous allons examiner 
maintenant comporte un bon nombre d'incertitudes. 

2. Le red/menslonnement du secteur public 

Le processus de reequilibrage du secteur public qui debute en 1983 ne peut 
etre reduit aux operations de privatisation. La multiplicite des modalites de la 
"desincorporacion" -- le terme habituellement utilise -- correspond a un mouvement de 
grande ampleur, a un veritable redimensionnement du secteur public. La 
desincorporacion recouvre quatre procedures distinctes de "degagement" des 
entreprises publiques : la liquidation, !'extinction (c'est-a-dire la disparition des 
entreprises ayant rempli les objectifs qui leur avaient ate fixes au depart), la fusion ou le 
transfert a des organismes delocalises (institutions provinciales) et, enfin, las ventes. 
Seules ces dernieres operations coincident avec une politique de privatisation au sens 
strict. 

Dans un premier temps, nous nous efforcerons de tracer un bilan global du 
phenomena pour la totalite du secteur public. Dans une seconde etape, nous nous 
concentrerons sur le secteur para-etatique industrial. Finalement, nous presenterons un 
ensemble d'evaluations de l'impact du redimensionnement sur !'importance relative du 
secteur public dans l'economie mexicaine et sur la structure interne de ce dernier apres 
sa cure d'amaigrissement. 
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2. 1 Un bi/an global 

Au debut de la presidence de M. de la Madrid, !'ensemble du secteur public est 
compose de 1 214 entites. A travers las differentes lois et las differents programmes 
portant sur le reequilibrage du secteur public -- dont ii a ete question plus haut -- le 
gouvernement mexicain a fixe le nombre final d'entites devant etre maintenues dans le 
secteur public a 460 (Villareal, 1988). Au terme du processus de redimensionnement, le 
secteur public doit done etre allege des deux-tiers de ses composantes. 

A la fin du premier semestre de la derniere annee du sexenio, sur un total de 
754 autorisations de degagement du secteur public, 480 avaient ete realisees soit las 
deux-tiers. Sur le nombre total des autorisations, les cas de passage d'entites du public 
au prive, c'est-a-dire ce qui correspond a un reel processus de privatisation represente 
moins du tiers. Le redimensionnement du secteur public -- dont las frontieres debordent 
le seul secteur industrial -- cf. plus loin -- s'effectue done principalement par le moyen 
de liquidations d'entites non viables, par des extinctions d'organismes qui n'ont jamais 
existes autrement que sur le papier et par des fusions ou transferts a d'autres 
institutions notamment vars las differents Etats de la Republique Federale. · En termes 
de portefeuille d'investissements et salon la terminologie mise a l'honneur par le Boston 
Consulting Group, les decisions de redimensionnement du secteur public programmees 
par le gouvernement s'apparentent en grande partie a !'elimination des "lame ducks". 

Au niveau des operations realisees, un peu plus de la moitie des ventes avaient 
eta conclues en mai 1988. Ce resultat est inferieur a la moyenne obtenue pour 
!'ensemble des modalites (61.2 pour cent). Ce qui pourrait etre interprets comma la 
manifestation d'une difficulte plus grande pour conclure les actions de privatisations que 
pour celles qui, d'une maniere ou d'une autre, s'apparentent pour une tres large 
majorite des cas a des liquidations pures et simples. Ce constat ne doit pas etonner 
outre mesure. Les mises en vente portent principalement sur des entreprises 
indu~elles sont plus complexes et plus tongues a finaliser qua des operations 
qui n'ex1gent qu'une decision administrative. En revanche, en ce qui concerne las 
entites qui demeurent dans le secteur public, la tache du redimensionnement n'est pas 
suffisante. Elle doit s'accompagner d'un effort de modernisation et de reorganisation 
administratives qui repond a la politique complementaire de restructuration et de 
reconversion industrielles qui sera examinee plus loin. 

2.2 Le redimensionnement du secteur industriel 

La quasi-totalite du secteur industrial para-etatique est coordonnee par la 
SEMIP (Secretaria de Energia, Minas e lndustria Paraestatal). Fin 1982, son portefeuille 
etait constitue de 412 entreprises. A l'interieur de cette population, 347 entreprises 
etaient detenues majoritairement par l'Etat ; dans 42 cas la participation de ce dernier 
etait minoritaire ; on comptait aussi 12 organismes decentralises et 11 entites ayant le 
statut de fideicommissaire. La valeur totale de la production etait concentree a 85 pour 
cent dans las secteurs qui ont deja ate definis precedemment comme constituant le 
coeur du secteur industrial parapublic : petrole, petrochimie, energie electrique, 
fertilisants, siderurgie, mines, sucre et equipement de transports. II existait, en outre, 
une poussiere de petites entreprises, dispersees dans un tres grand nombre de 
branches, ensemble appele familierement la" chiquilleria". 

Entre 1983 et juin 1988, les desengagements d'entreprises autorises par la 
SEMIP se sont eleves a 304, soit pres des trois quarts de la population initiale. La 
realisation integrale du programme de reequilibrage reduira la presence etatique a 
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12 branches au lieu de 28 en 1982. Le tableau 13 donne le detail des differentes 
modalites utilisees ainsi que l'etat d'avancement du processus a la mi-juin 1988. 

Tableau 13 
SFfUATION DU REDIMENSIONNEMENT AU 16 JUIN 1983 

Total Ventas Liquidations Fusions Transferts 

Population initiale 
Desincorporations : 
a) Autorisees 
b) Conclues 
c) En cours 
d) En cours d'autorisation 
Population finale 

Source: VILLAREAL (1988), p. 118. 

412 

304 
154 
150 

14 
82 

158 
84 
74 

114 
48 
66 

12 
3 
9 

20 
19 

1 

Sur le total des "desincorporaciones" prevues, un peu plus de la moitie avaient 
ate finalisees en Juin 1988. En ce qui concerne les ventes, elles devraient porter sur un 
total de 158 entreprises -- 52 pour cent du total des autorisations -- dont 84 ont eta 
cedees au prive salon la derniere estimation globale a notre disposition. L'avancement 
du redimensionnement a ate moins rapide encore en ce qui concerne les liquidations et 
las extinctions, ce qui constitue une difference notable avec les resultats obtenus pour 
!'ensemble du secteur public. Seules, les autorisations de transferts (10 realisations sur 
les 11 prevues) et de cessions des participations minoritaires (100 pour cent des 
objectifs) se sont traduites par des desengagements effectifs. 

Les etapes du redlmenslonnement 

Les observateurs du mouvement de redimensionnement (Casar et Peres 1988 ; 
Villareal, 1988 ; Delgado et Machado, 1988) s'accordent pour distinguer trois etapes 
depuis le debut du sexenio du President de la Madrid. La question de savoir si une 
quatrieme et derniere etape ne devrait pas etre ajoutee pour le dernier semestre de 
1988 nous parait plausible. 

La premiere phase correspond aux annees 1983-84. Elle est marquee par la 
vente de huit entreprises dont VAM (Vehiculos Automotores Mexicanos), Renault de 
Mexico et Cigarros La Tabacalera Mexicana ; par la liquidation de dix entreprises, 
!'abandon de trois projets et la resectorisation de dix autres. 

La seconde etape est ouverte par la decision du Cabinet Economique du 
6 fevrier 1985. II est alors decide de degager 82 entites supplementaires et d'etudier le 
cas de 16 autres. En application -de cette decision, ii fut decide de liquider 
31 entreprises et d'en transferer sept a trois Etats (Yucatan, Hidalgo et Michoacan) et 
de vendre 44 entreprises ou la participation etatique etait majoritaire (31) ou minoritaire 
(13). Ence qui concerne plus particulierement ces operations de privatisation, les motifs 
avances par le qouvernement furent les suivants : la presence de l'Etat n'est pas 
necessaire a la realisation des objectifs de la politique economique car sa participation 
est trop faible et qu'il est plus efficient d'utiliser des instruments indirects d'incitation. 
Les liquidations ont ate justifiees, pour leur part, par !'absence totale de viabilite de 
certaines firmes, par la constatation que d'autres avaient rempli la fonction pour laquelle 
elles avaient eta crees et qu'elles n'avaient done plus de raison d'etre, enfin, pour 
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14 cas, les entreprises n'avaient jamais eu d'existence veritable, ne possedant pas 
d'actif et n'ayant fait que deposer leurs statuts. 

Les entreprises privatisees etaient principalement localisees dans les secteurs 

l suivants : textiles, boissons non alcoolisees, equipement electrodomestique, ciment, 
papier, faience, pieces detachees d'autos, petrochimie secondaire, electromecanique et 
metallurgie. I 

Au debut de 1986, de nouvelles privatisations ont ate ajoutees a la liste 
precedente avec la mise en vente de 7 entreprises majoritaires et une minoritaire. 
L'operation la plus importante concerne la FAHSA (Fundiciones de Hierro y Acero). 

La troisieme etape est marquee par la declaration devant la LIii Legislature du 
Secretaire d'Etat de la SEMIP, M.A. del Mazo en novembre 1986 ; elle coincide avec la 
politique definie dans le Pacte de Solidarite Economique. En decembre 1987, une 
nouvelle liste de 36 entreprises est rendue publique. Elles se situent dans la siderurgie, 
la production de cellulose et de papier, dans le textile, la petrochimie secondaire, la 
pharmacie et les industries chimiques, les machines-outils, l'industrie metal-mecanique, 
l'industrie sucriere, la production de camions et de pieces detachees. Dans cet 
ensemble, se detachent un certain nombre d'entreprises importantes comma la 
Fundidora Monterrey dans la siderurgie ; le Groupe Atenquique dans la cellulose et le 
papier ; le Groupe Rassini et Torres Mexicanas dans l'industrie metal-mecanique ; Sosa 
Texcoco et Cloro de Tehuantepec dans la chimie ; des filiales de Dina dans 
l'equipement de transports et des entreprises dans la petrochimie secondaire 
(particulierement, Hules Mexicanos et Tetraetilo de Mexico). Bien que leur poids 
economique soit beaucoup plus faible, ii ne faut cependant pas oublier la mise en vente 
de 9 raffineries de sucre (ingenios) et la liquidation de 11 autres. Au total, ces decisions 
reduisent de pres d'un tiers la presence etatique dans le secteur sucrier dont 
!'importance socio-politique est plus forte que son importance economique. 

En decembre 87, au terme de ces trois premieres phases, Casar et Peres 
(1988) estiment que le processus de desengagement de l'Etat s'etait traduit par une 
reduction de 20 pour cent de la production industrielle publique et de 24 pour cent de 
l'emploi. Mais ii apparait clairement que la derniere annee du sexenio va donner une 
nouvelle impulsion au redimensionnement du secteur public. 

La quatrieme etape devrait etre la phase finale du processus dans · la mesure 
ou ii semble natural que l'achevement du programme de "desincorporacion" coincide 
avec la fin de la Presidence qui l'avait initie. Cetta periode etant en cours au moment 
ou nous ecrivons, ii est plus difficile de presenter un bilan precis. De ce fait, les 
indications que nous allons presenter ne peuvent avoir qu'un caractere parcellaire et 
provisoire. Neanmoins, ii semble possible de dire que la politique de 
redimensionnement du secteur public a connu une certaine acceleration ; tout se passe 
comma si ii s'agissait pour l'Etat de reduire au maximum l'ecart entre la liste des cas de 
desengagement autorises et celle des operations effectivement realisees. Peut-etre 
meme que cette dynamique va entrainer un certain debordement par rapport au cadre 
initial et pousser plus loin que prevu le mouvement de reequilibrage. 

L'etape finale semble s'accelerer avec l'annonce d'une serie de privatisations 
au milieu du mois de mars 88. II faut d'abord noter le demembrement du Groupe Dina 
avec la vente ou la reduction de la participation de l'Etat en dessous de 40 pour cent 
dans le cas des filiales suivantes : Dina Motores, Dina Autobuses, Dina Camiones, 
Plasticos Automotrices Dina, Mexicana de Autobuses, Moto Diesel Mexicana, et 
Motores Perkins. II faut ajouter a ces operations la vente de Dina Cummins, la 
liquidation de Servicios Alimenticios Dina et l'offre de Dina Rockwell Nacional. Dans le 
secteur sucrier, l'objectif de l'Etat est la reduction de 50 pour cent de sa participation 
dans la production. Dans ce meme secteur, des actions ont ete menees visant a 
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decentraliser la commercialisation a travers des accords regionaux de distribution et la 
mise en place de reseaux de vente directe. En ce qui concerne Fertimex, l'objectif est 
de farmer 20 usines : 14 fermetures ont deja eta realisees, ii est prevu d'achever le 
programme pour cinq supplementaires en 1988, la derniere etant repartee a l'annee 
suivante. II a aussi eta decide de se debarrasser des entreprises de tubes dont la 
situation tres precaire aussi bien sur le marche interne qu'externe reposait largement 
sur les aides de l'Etat. L'analyse du marche des chantiers navals conduit a decider la 
fermeture de celui de Guaymas et de vendre celui de Ensenada. La participation de 
l'Etat se concentrerait sur ceux de Vera Cruz et de Mazatlan. Dans le secteur des biens 
d'equipement, l'Etat se propose de ne plus detenir qu'une participation minoritaire dans 
NKS et Clemex. Dans la siderurgie, le programme de la Sidena se propose de vendre 
la li~ne de production des aciers speciaux, de farmer la fonderie et de conserver une 
participation minoritaire dans la fabrication de moteurs et !'assemblage de tracteurs. II 
faut encore ajouter a cette liste pour le premier semestre de 1988, 22 autres cas de 
ventes, liquidations, fusions, conversions de participations majoritaires en participations 
minoritaires. Au total, le pare Industrial para-etatique passe de 117 a 95 entreprises 
dans un premier temps, pour se reduire a 81 unites dans la phase terminate. Le tableau 
14 donne l'image finale du secteur industrial quand le processus de redimensionnement 
aura eta totalement accompli. 

Tableau 14 
SECTEUR INDUSTRIEL PARA-ETATIQUE APRES LE REEQUILIBRAGE 

Population finale, par secteurs, maisons-meres et filiales 

Secteu rs et maisons-meres 

Petrole et petrochimie de base : 
Petroleos Mexicanos 
Electrlcite : 
Commission Federal de Electricidad 
Fertilisants : 
Fertilizantes Mexicanos, S.A. 
Siderurgie : 
Sidermex, S.A. de CV 
Mines: 
Commission de Fomento Minero 
Consejo de Recursos Minerales 
Fideicomiso de Mineerales no Metalicos 
Azufrera Panamericana, S.A. 
Compania Exploradora del lstmo S.A. 
Minera Carbonifera Rio Escondido S.A. 
Roca Fosforica Mexicana S.A. 
Sucre: 
Azucar, S.A. de CV 
Equipement transport 
Astilleros Unidos, S.A. de CV 
Constructora Nacional de Caros de Ferrocarril, S.A. 
Cellulose et papier : 
Pipsa 
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26 

32 

2 

3 



lnstituts de recherche : 
lnstituto de lnvestigaciones Electricas 
lnstituto de lnvestigaciones Siderurc;icas 
lnstituto Mexicano del Petroles 
lnstituto Nacional de lnvestigaciones Nucleares 
Nombre total d'entreprises : 

Source: VILLAREAL (1988), p. 128 et Semip. 

85 

Orlglne des entreprlses lndustrlelles "deslncorporees" 

Sur la base d'un echantillon de 87 entreprises "desincorporees", Casar et 
Peres (1988) ont pu retrouver la date de leur creation et, par la, avoir une 
comprehension plus fine de la population concernee par le redimensionnement du 
secteur public para-etatique. 

Its ont identifie 5 firmes creees avant 1940. Leurs activites sont tres diverses : 
fabrique de cigares, de vaisselle, de ciment, d'acier et gestion immobiliere. Un autre 
groupe de 23 entreprises nees entre 1940 et 1960 se disperse entre plusieurs secteurs 
traditionnels comma le textile, le sucre, la papeterie, las produits non metalliques et 
l'equipement electro-manager. L'ensemble le plus important est constitue par las firmes 
nees entre 1960 et 1984 (55). Elles sont concentrees dans la fabrication de biens 
d'equipement, las machines electriques et non electriques, las equipements de 
transports et las pieces detachees. 

Toutes las entreprises qui ont ate crees avant 1960 appartenaient a l'origine au 
secteur prive. Parmi las plus jeunes, 31 (sur 55) ont eta creees par l'Etat; mais ii est a 
noter que plus d'un tiers de ces dernieres n'ont jamais depasse le stade du projet... Les 
deux tiers de !'ensemble de l'echantillon sont de creation recente. En ce qui concerne 
les modalites de la desincorporation, 80 pour cent des ventes ont porte sur des 
entreprises d'origine privee ; dans las trois quarts des cas, la participation de l'Etat etait 
minoritaire. Les liquidations, a !'inverse, ont principalement affecte las entreprises nees 
de !'initiative publique. 

En ce qui concerne l'origine privee d'une part importante de la population du 
secteur industrial public, plus des deux tiers, ii est necessaire de souligner le role joue 
par deux holdings d'Etat, la SOMEX et la NACIONAL FINANCIERA (NAFINSA). 
SOMEX, au depart, etait la banque d'un groupe industrial qui s'etait constitue sous la 
houlette de Antonio Sacristan. Sous las sexennats de Echeverria et de Lopez Portillo, le 
groupe a du faire face a des difficultes de plus en plus graves. Cat affaiblissement a 
donne a l'Etat la possibilite d'utiliser de fa<;on systematique !'expertise de deux organes 
distincts du Groupe : Acciones Bursatiles Somex et la Fisomex (Fomento Industrial 
Somex). Le premier etait au depart une societe de courtage (Procorsa) qui fit faillite au 
debut des annees soixante-dix. II a surtout servi d'instrument d'intervention de l'Etat sur 
le marche financier. De son cote, la Fisomex a principalement ate utilisee dans le 
secteur industrial, salon deux axes complementaires. D'une part, elle a ate chargee du 
sauvetage des entreprises du secteur prive en difficulte. Ce fut "le pompier" de l'Etat 
Federal. De l'autre, elle a soutenu des operations de joint-ventures, dans le secteur 
petro-chimique secondaire en particulier. Dans ce cas de figure, la Fisomex tenait le 
role de l'Etat-entrepreneur. La revision du portefeuille de la SOMEX a partir de 1983 
s'est traduit par l'offre d'une serie d'entreprises qui figurent sur notre liste generale. 
Parmi las ventes las plus notables, ii est possible de mentionner VAM ; Renault ; la 
cession de Garci Crespo a la societe San Lorenzo du Groupe VISA qui est ainsi place 
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dans une position de monopole sur le marche de l'eau minerale ; la vente de ACROS 
au Groupe Vitro de Monterrey qui partage desormais avec GIUSSA (Grupo Industrial 
Saltillo) l'offre de produits blancs ; dans le secteur chimique, Sosa Texcoco (soude) et 
Cloro de Tehuantepec (cette vente va se traduire par la creation d'une joint-venture 
americano-mexicaine du fait de !'association de l'acquereur mexicain -- Antonio del 
Valle -- avec deux societes, Penwalt de Houston et Nalco de Chicago) ; enfin, la vente 
de 17 societes de la Nacional Hotelera (qui incluent les 28 hotels de la chaine 
Presidente) a un groupe d'hommes d'affaires conduit par Antonio Guteriez Prieto et 
Jeronimo Arango, proprietaire de la chaine de magasins Aurrera. En 1987, Acciones 
Bursatiles Somex a ate vendue a ses employes et a un groupe d'investisseurs prives. 

L'autre operateur de l'Etat, la NAFINSA, a joue un double role dans le secteur 
industrial : le sauvetage des entreprises privees en difficultes et, de plus en plus, la 
promotion d'investissements dans le secteur des biens d'equipements qui n'a jamais 
attire avec force !'initiative privee et qui constitue le maillon faible du systeme productif 
mexicain. Dans plusieurs cas, la NAFINSA a eta en fait l'unique partenaire mexicain au 
sein de joint-ventures avec des partenaires etrangers. Malheureusement, ces 
operations n'ont pas toujours ate couronnees de succes ; !'Administration de la Madrid 
a cherche a s'en degager en priorite. II en est resulte la vente de Atugi Mexicana et de 
Dina Cummins dans le secteur automobile. Le cas de la cession de Centrifugas 
Broadbent lnteramericana est interessant a plusieurs egards. Tout d'abord, ii s'a~issait 
d'une joint-venture avec une socete an~laise -- Broadbent -- ou, pour une fois, a cote 
de la NAFINSA figuraient des invest,sseurs locaux (Bufete Industrial et l'homme 
d'affaires Pedro Donde). Cette entreprise fabriquait des centrifugeuses dont le marche 
principal etait constitue par l'industrie sucriere. Celle-ci etant largement controlee par 
l'Etat, une synergie aurait pu naitre qui aurait renforcee le tissu industrial a travers les 
commandes publiques et la formation d'une joint venture entre partenaires mexicains et 
etrangers, publics et prives. Malheureusement, !'Administration a simultanement ouvert 
toutes grandes les portes a des importations de materiel similaire mais dont las prix 
etaient beaucoup plus bas que ceux des centrifugeuses fabriquees a l'interieur des 
frontieres ... 

Par suite de son activite de saint Bernard, NAFINSA avait pris le controle d'un 
certain nombre d'entreprises qui ont ensuite eta remises sur le marche commme 
Avantram, Nueva Nacional Textil, Manufactura del Saito, Hilos Cadenas, Hilados 
Guadalajara, Compania Textil Mexicana ... Toutes ces societes appartiennent au secteur 
textile et avaient eta affaiblies sous la presidence Echeverria par des conflits sociaux 
endemiques. Certaines ont ate cedees au secteur social ( employes des entreprises 
concernees ou syndicats). C'est par example le cas de Hilos Cadenas, une 
joint-venture a l'origine, que le partenaire anglais a abandonne, decourage par le climat 
social et qui a ate reprise par la centrale syndicale CTM. Cette meme organisation a 
repris deux autres entreprises de NAFINSA : Bicicletas Condor et Nueva San Isidro 
(une fabrique de porcelaine). 

On a pu le constater a travers cette rapide incursion dans la composition des 
portefeuilles de Somex et de Nafinsa, le secteur industrial public mexicain s'est 
largement constitue par defaut. "L'Etat-pompier" et "l'Etat-promoteur" se sont substitues 
a la carence ou aux echecs de !'initiative privee sur fond de conflits sociaux et de 
pouvoir technocratique. 

Au total, le redimensionnement a pris l'allure d'un double retour sur le passe : 
d'une part, la reprivatisation d'entreprises qui avaient connu de graves difficultes; de 
l'autre, la liquidation des projets non aboutis de l'Etat. Le reequilibrage mexicain 
ressemble beaucoup a un solde de tout compte apres 40 ans d'un interventionnisme 
etatique a la fois discretionnaire et contraint. 
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2.3 L 'impact du redimensionnement 

Dans la mesure ou !'Administration mexicaine fournit tres peu d'informations sur 
la dimension financiere de la politique de reequilibrage, les recettes financieres tirees 
des ventes d'actifs du secteur public sont tres mal connues. Casar et Peres (1988) 
comme Villareal (1988) reprennent les chiffres de CRUZ (1988) qui emanent en fin de 
compte de la SHCP (Secreteria de la Hacienda y de Credito Publico). Les donnees 
portent sur 78 operations entre 1983 et 1987 : le montant des cessions s'eleve a 
553.347.5 millions de pesos soit un peu moins de 1 pour cent du PIB en 1987. 

Ence qui concerne les effets des privatisations sur le deficit budgetaire, ceux-ci 
devraient etre tres limites dans la mesure ou las entreprises vendues bien que moins 
rentables que la moyenne des entreprises cotees en Bourse n'etaient neanmoins pas 
dans le rouge. II taut noter cependant que ce constat porte uniquement sur le secteur 
industrial et sur un echantillon d'entreprisesb--D~ ! · 

Villareal (1988) fournit de/ donnees interessantes sur l'impact du 
redimensionnement sur le produit intefieur · brut genere par le secteur public ( cf. tableau 
15). II apparait que la valeur du produit brut des entreprises desengagees du secteur 
public -- soit 91 742 millions de pesos -- sur la base des activites des entreprises en 
1983 -- represente 2.1 pour cent du produit brut total du secteur public, PEMEX inclue. 
Si l'on retient seulement le secteur public non financier sans la PEMEX, le 
redimensionnement atteint 14.6 pour cent. Caci tendrait a montrer que I' impact du 
reequilibrage a surtout porte sur les activites industrielles de l'Etat. La lecture du 
tableau montre que le desengagement de l'Etat est particulierement important dans le 
secteur manufacturier (-31.7 pour cent) et dans celui des mines (-29.6 pour cent). 

Les evaluations de Delgado et Machado (1988) ne s'ecartent guere de ces 
resultats. lls estiment que les ventes ont represente 30.4 pour cent de la valeur de la 
production de l'industrie manufacturiere non petroliere et 22.2 pour cent de l'emploi. II 
est a noter que si l'on ajoute la disparition de la Fundidora de Monterrey qui a ete 
autorisee par !'Administration, on obtient des pourcentages sensiblement plus eleves 
-- respectivement 35.6 pour cent et 25.6 pour cent. Ces evaluations ne prennent pas en 
compte les ventes de VAM et de Renault en 1983 pour des raisons tenant a la periode 
de reference choisie par les auteurs. En revanche, la periode etant plus longue, ces 
operations sont integrees a !'analyse qu'lls presentent de l'impact de la 
"desincorporacion" par branches industrielles dont on trouvera le detail dans le 
tableau 16. Nous reprendrons ici les resultats les plus importants. 

En premier lieu, le processus de reequilibrage a affecte une majorite de 
secteurs industrials (24 sur un total de 35). Ce qui est plus important encore que 
!'extension du phenomena, c'est le fait que l'Etat se retire totalement de 15 secteurs : 
vehicules automobiles, carosserie, pieces detachees pour automobiles, chimie de base, 
resines synthetiques, fibres artificielles, et produits metalliques. Au total, l'Etat a 
abandonne totalement le secteur des biens de consommation durables et presque 
entierement celui des biens d'equipement ou ii ne conserve plus que les chantiers 
navals et la fabrication de wagons pour le metro et les chemins de fer. En ce qui 
concerne les biens de consommation non durables et les biens intermediaires non 
petroliers, on enregistre une diminution significative de la presence etatique (de · 
20.4 pour cent a 9.9 pour cent pour les biens de consommation durables et de 43.1 a 
15.2 pour cent pour las biens intermediaires non petroliers). 
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Tableau 15 
IMPACT DU REDIMENSIONNEMENT SUR LE PIB DU SECTEUR PUBLIC 

Millions de pesos, base 1970 et en pourcentage 

Secteur public 
(PIB) 

Elevage, silviculture et peche -5 013.4 
Mines (3) 1 855 370.6 
sans PEMEX 30 454.6 
lndustrie manufacturiere 627 837 .9 
sans PEMEX 200 555.3 
Electricite 115 357 .8 
Commerces, restaurants et hotels -28 959.7 
Services financiers, sociaux, immobiliers 247 504.3 
Services communaux, sociaux, pers. 1 268 086.5 
Total secteur public 4 398 217.6 

1. Valeur PIB des entreprises en 1983. 
2. Non significatif. 
3. Non significatlf. 
4. Non dlsponible. 
Source: VILLAREAL (1988), p. 130. 

Entreprises 
desincorporees % 

(PIB)(1) 

415.3 (2) 
9 005.4 0.5 
9 005.4 29.6 

63 648.5 10.1 
63 648.5 31.7 

1 511.2 (2) 
(4) (2) 
(4) (4) 

92 187 2.1 

Au niveau global, la participation de l'Etat s'est reduite de 5 points ; apres le 
reequilibrage, elle ne represente plus que 4 pour cent du produit manufacturier non 
petrolier contra 9.1 pour cent en 1982 et 5.5 pour cent en 1970, c'est-a-dire avant la 
grande vague d'interventions de l'Etat. A cote de ces considerations quantitatives, ii faut 
noter que le desengagement de l'Etat dans les secteurs des biens de consommation 
durables et des biens d'equipement revient a renoncer aux secteurs qui ont le plus de 
poids pour la croissance du systeme productif national et, par la, a un affaiblissement 
de sa capacite a jouer un role d'impulsion de la croissance. Le choix qui semble 
resulter du reequilibrage, c'est done un cantonnement dans la production de biens 
intermediaires a usage large pour l'industrie, accompagne d'une presence dans les 
secteurs producteurs des elements de base de la consommation populaire. En face de 
cette orientation, la question qui se pose est de savoir si elle coi"ncide encore avec les 
principes rappeles dans le Pronafice sur la base d'une typologie des secteurs. 

Machado et Delgado ainsi qua Casar et Peres se sont livres a cette verification 
dont nous extrayons las principaux resultats. Dans 8 branches, les desengagements 
sont en accord avec las recommandations du Pronafice. Dans 12 autres branches, les 
cessions sont intervenues dans des activites definies comme etant de concurrence 
complementaire (sucre, autres produits alimentaires, produits medicaux, autres produits 
chimiques, fils et tissus de fibre dure, scieries, papier et carton, chimie de base, resines 
synthetiques et fibres artificielles, autres produits metalliques, produits metalliques 
structuraux, machines et equipement non electriques). Enfin, dans six activites faisant 
partie des secteurs de concurrence prioritaire pour l'Etat "en fonction de leur importance 
strategique pour le developpement de l'economie nationale" selon les termes du 
Pronafice, ii a eta procede a des desincorporations : tracteurs de semi-remorques, 
autobus, camions, carosserie automobile, pieces detachees automobiles, industries de 
base du fer et de l'acier, industrie de base pour les metaux non ferreux, l'equipement et 
le materiel de transport. Dans ces activites, le retrait de l'Etat ne pouvait etre justifie 
que par la non-viabilite des entreprises ou de certains de leurs etablissements. La 
fermeture de la Fundidora de Monterrey entre dans cette categorie. Mais dans le cas 
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ou ii a ate procede a des ventes, !'argument de la non-viabilite est beaucoup plus 
discutable. On retrouve ici l'une des ambiguites de la politique de privatisation. C'est 
peut-etre, aussi, la remise en cause du noyau dur du secteur para-etatique qui est en 
jeu, et, par la, le role economique de l'Etat dans le futur et les objectifs de la politique 
de reconversion industrielle. 

3. Les object/ts de la reconversion lndustrlelle 

Le redimensionnement du secteur public ne constitue qu'une condition 
prealable au renforcement de l'efficience du secteur public. II doit etre suivi par des 
actions de reconversion des entreprises para-etatiques qui auront pour objectif 
d'augmenter leur productivite dans la perspective d'une amelioration de la competitivite 
industrielle. Elle est done destinee par priorite aux industries traditionnelles comma la 
siderurgie, l'industrie sucriere, l'industrie du textile. Elle doit etre accompagnee de trois 
autres series d'actions visant a une meilleure articulation intersectorielle, une croissance 
stable des branches industrielles modernes et la creation d'industries a forte intensite 
technologique. L'ensemble de ce programme se confond avec la strategie du 
changement structural telle qu'elle a ate presentee par le Secretaire d'Etat a la SEMIP 
en novembre 86 et a laquelle ii a deja eta fait allusion. 

Des observateurs ont dresse la linte des conditions macroeconomiques qui 
devraient etre reunies pour qua cette politique puisse se developper convenablement : 

Una baisse des taux d'interet pour que l'investissement productif 
devienne plus attrayant que l'investissement financier ; 

Une politique de reajustement des prix et des tarifs du secteur public ; 

Un developpement de la recherche et du developpement technologique ; 

Una ambiance de reprise economique pour modifier las anticipations des 
entrepreneurs ; et 

Una reforme de I' Administration dans le sens d'une reduction de la 
bureaucratisation. 

Compte tenu de !'analyse de la politique macroeconomique du sexenio que 
nous avons mane plus haut, ii apparait clairement que la politique de changement 
structural doit s'inscrire dans une perspective de sortie de l'austerite. 

Sans attendre un tel retournement, !'Administration mexicaine a etabli des 
programmes de reconversion industrielle pour certaines activites du secteur public. 
Nous examinerons ceux qui concernent l'industrie sucriere, l'industrie des fertilisants, 
l'industrie des equipements de chemin de fer, l'industrie navale et la siderurgie. 

3. 1 lndustrie sucriere 

L'Etat est determine a reduire de moitie sa participation dans ce secteur au 
profit de !'initiative privee ou sociale. Un certain nombre d"'ingenios" (raffineries) seront 
fermes et d'autres cedes. Mais cette phase de redimensionnement va etre suivie d'une 
serie de mesures de modernisation des entites qui demeurerons dans le secteur public 
et qui viseront a augmenter leur productivite : 
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Part de la branche Participation etatique Impact Total s': 
dans l'industrie publique dans la branche ~ 
non petroliere (1982) 1982 apres les ventes () 

-t ( l) (2) (3) (4) 
C 
C 

Biens de ~Qnsorrmation non duribles 20 .4 2..:..2 ::D 
- preparation de fruits et legumes 0.0 0.3 0.0 o.o m 
- sucre 9. l 63.7 50.0 1.9 C 

- autres produits alimentaires 9.7 26 .5 8.0 6.8 s': 
m - boissons non alcoolisees 0.2 0.8 0.0 0.2 z 

- confection 0. l 0.3 0.0 0. l en 
- produits phannaceutiques o.o 0. l 0.0 0.0 0 
- autres industries chimiques 1.3 4.3 1.5 0.9 z 

mz 
Biens de ~QnsQ!!!!!atiQn durables .13..,1 .13..,1 ::::,m 
- equipement electro-domestique 0.6 5.6 0.0 0.6 "'8 s': 
- vehicules automobiles 9.9 18.5 0.0 9.9 c: m 

~ ... z 
- carrosserie et pieces detachees automobiles 2.8 8.6 0.0 2.8 (") -t 

~ en 0" 
~ Biens intennediaires nQn petroliers 43.3 ~ <ii" 
...... -c ll> - fils et tissus de fibfes molles l. 1 2.9 0.0 1.1 ~ ::D C: 

- fils et tissus de fibres dures 0.8 20.0 16.7 0. l CD r- -scieries 0.6 4.2 2.0 0.3 a.m 0) - C: 
- papier et carton 1.9 6.2 3. l 0.9 -o en 

chimie de base 
_m - 1.3 9.4 0.0 1.3 CJ() 

- resines synthetiques et fibres artificielles 1.3 6.1 0.0 1.3 -t m - autres produits mineraux non metalliques 0.2 0.7 0.0 0.2 C 
- industries de base du fer et acier 34.7 54.8 40.0 9.4 ::D 
- industries de base des metaux non-ferreux 0. l 0.6 0.0 0 .1 "'O 

autres produits metalliques l. 1 3.6 1.8 0.5 C 
CJ 

Biens de ~apitil 6.9 Ll C 
- meubles et accessoires metalliques 0.7 11. 5 0.0 0.7 () 

- produits metalliques structurels 1.2 13.5 o.o 1.2 z 
- machines et equipement non electrique 0.9 2.5 0.0 0.9 C 

C - equipement et materiel de transport 4.1 61. 7 50.6 0.7 en 
TQtal de l'industrie non petroliere 83.7 -• ~ -t 

::D 

Impact total 4 = 1 x f_.::__]_ 
m 

+ r-
2 

Source: Delgado et Machado (1988) 



Intensification de la production dans les regions les plus productives et 
adaptation de la taille des surfaces cultivees et de la taille des 
raffineries ; 

Recherche systematique des economies d'echelle et amelioration de la 
formation pour faire passer la production par ouvrier de 91.4 tonnes 
actuellement a 140 tonnes en 1992 ; 

Introduction de la planification strategique dans la gestion de AZUCAR 
SA et renforcement de son role de coordination et de controle des 
Delegations regionales ; 

Modernisation des circuits commerciaux par !'externalisation systematique 
des services de transports, de distribution et de vente au public ; 

Reduction progressive des subventions etatiques qui s'elevent 
actuellement a 5 milliards de pesos par an ( soit le tiers des recettes 
totales en 1986) pour arriver a leur disparition en 5 ans. 

Parmi las premiers resultats, ii faut noter la zafra record de 1986 qui a permis 
des exportations d'une valeur de 29 millions de dollars. II est prevu d'exporter 
500 000 tonnes de sucre en 1988. 

3.2 lndustrie des fertilisants (FERTIMEX) 

L'amelioration de la productivite exige la fermeture des usines obsoletes, la 
rehabilitation des autres et la creation de nouvelles installations (deux nouvelles usines 
sont prevues). Un effort devra etre fait en matiere de distribution des produits. L'objectif 
est d'atteindre progressivement l'equilibre financier ; ii sera facilite par un relevement 
des prix. 

Ce programme devra s'etendre sur 5 ans. II a re~u l'appui de la Banque 
Mondiale. 

Parmi las premiers resultats, ii faut signaler la mise en service de l'unite Lazaro 
CARDENAS (capacite de 3 millions de tonnes) et las progres vars l'autosuffisance pour 
les phosphates et las nitrogenes. 

3.3 lndustrie des equipements de chemin de fer (CONCARRIL) 

Les obl'ectifs du plan de modernisation visent a sauvegarder les capacites 
existantes par 'amelioration de la productivite ; la definition de nouveaux schemas de 
distribution davantage tournes vars !'exportation ; un effort sur le transfert de 
technologie pour parvenir a l'autonomie. 

Les actions specifiques visent a diversifier davantage las activites entre autres 
pour reduire las importations : reparation et fabrication de locomotives, de wagons a 
usage specifique, de wagons pour le metro (avec des roues en acier). Au niveau 
commercial, !'effort doit porter sur de nouvelles modalites de financement a moyen 
terme pour l'achat de materiel. Le premier resultat avance concerne la capacite de 
CONCARRIL a construire des trains lagers a usage urbain. 
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3.4 lndustrie navale 

L'objectif final est de donner aux chantiers navals une competitivite 
internationale. Pour ameliorer les coats, la qualite et les delais de construction, ii sera 
fait appal au tran,sfert de technologies etrangeres dans la conception, la construction et 
la reparation des navires (marches du Pacifique). 

La commande de 72 bateaux par PE MEX et de deux autres par NA VIMIN 
s'etalant entre 1987 et 1991 devrait favoriser cet effort de modernisation. II est d'ores et 
deja prevu que 45 unites seront fabriquees au Mexique en collaboration avec des 
societes etrangeres. 

3.5 lndustrie siderurgique 

En 1986, le Mexique a produit 7 millions de tonnes d'acier. La crise a eu des 
effets tres marques dans la mesure ou la consommation est passee de 12.4 millions de 
tonnes en 1981 a 6.8 en 1986. 

SIDERMEX, une holding publique concentre 60 pour cent de la production 
totale. Elle est constituee de trois acieries integrees : FUMOSA (3 pour cent de la 
production mexicaine), AHMSA (41 pour cent) et SICARTSA (17 pour cent) et de 
87 societes associees dont les activites sont tres diversifiees (commercialisation, 
construction immobiliere, transports, fabrication de structures metalliques, pieces de 
rechange ... ). 

FUMOSA, l'unite la plus ancienne (1903) mais aussi la plus obsolete, a ate 
fermee le 1 0 mai 1986. Ses pertes pour les 5 prochaines annees etaient evaluees a 
1 milliard de dollars. Cetta action de redimensionnement n'a pas supprime les autres 
difficultes de la SIDERMEX : 

Un deficit chronique dont la cause principale tient a la politique du 
contr61e des prix par l'Etat. Dans la mesure ou ils n'ont pas ate ajustes 
au taux d'inflation, les coats croissants ne sont pas couverts par une 
hausse parallele des recettes. 

La productivite du travail est basse par rapport a l'etranger : 
103.6 tonnes/homme/an, contra 270 aux USA, 459 au Japon, 677 en 
Corea du Sud. 

Les conflits sociaux sont frequents. 

SIDERMEX a accumule une dette de 2 milliards de dollars (dont 1.6 en dollars 
des Etats-Unis) et 50 pour cent de ses recettes sont absorbees par les coats financiers. 

Le programme de reconversion de 1986 comporte les mesures suivantes : 

La rehabilitation financiere par la prise en charge du passif a hauteur de 
883 millions de dollars. Les pertes de 102 millions de dollars en 1985 
seront transformees en profits de 26 millions de dollars en 1986. 

Le redimensionnement a entraine a c6te de la fermeture de FUMOSA le 
desengagement de 52 entreprises associees (18 privatisations, 
10 fusions, 11 liquidations et 13 operations en cours). 

Un accord avec les travailleurs pour ameliorer la productivite 
(129 tonnes/homme/an). 
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Introduction de nouveaux procedes techniques dans les hauts-fourneaux 
mis au point par l'IMIS (INSTITUTO MEXICANO DE INVESTIGACIONES 
SIDERURGICAS) pour economiser l'energie. 

Autonomie de commercialisation donnee aux differentes unites et 
nouvelle politique des prix. , 

L'EXIMBANK japonaise a participe au financement de SICARTSA II 
(260 millions de dollars) et la Banque Mondiale a ouvert un credit (350 millions de 
dollars) pour aider au programme d'investissement de la periode 1986-90. 

II est trop tot P.our juger des resultats obtenus par ces differents programmes 
sectoriels visant a ameliorer l'efficacite du secteur public dans les branches strategiques 
et prioritaires. Les grandes orientations ont eta definies en 1986 et annoncees a la fin 
de l'annee par A. del MAZO. Le premier bilan dresse par VILLAREAL (1988) dont nous 
nous sommes inspire prend encore l'allure d'un catalogue de bonnes resolutions sauf 
dans la siderurgie. 

Manifestement, le volet redimensionnement est plus avance que celui de la 
modernisation, bien que non totalement acheve a la fin du 3eme trimestre de 1988. Or, 
l'un ne va pas sans l'autre dans la mesure ou la conception mexicaine du reequilibrage 
s'inscrit dans la logique de la recherche d'un optimum entre secteur public et secteur 
prive au sein d'une economie mixte. Nous venons de voir qua las entreprises qui 
restent dans le secteur public sont celles qui enregistrent les pertes les plus 
importantes. Encore faudrait-il ajouter les chemins de fer et la CFE (electricite) pour que 
le tableau soit complet. Compte tenu des conditions de financement tres contraignantes 
auxquelles le Mexique reste soumis, compte tenu aussi du relachement necessaire des 
mecanismes de "congelation" de l'economie introduits par le PSE qui brident 
etroitement toute possibilite de relance, reequilibrer financierement les entreprises 
para-etatiques demeure done une condition necessaire du reequilibrage. Mais a quel 
prix ? II ne faut pas oublier, en effet, las consequences sur les coots du secteur prive et 
sur le pouvoir d'achat des consommateurs d'un retour brutal a la verite des prix. Le 
secteur public dans l'economie mexicaine n'a pas seulement une fonction productive, ii 
a aussi une fonction redistributive en termes de transferts sociaux et de creation 
d'economies externes pour le secteur prive. 

NOTES ET REFERENCES 

1. Compagnie Nationale des Subsistances Populaires. 
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Chapitre 3 
LE REEQUILIBRAGE, UN PROCESSUS EN TRANSITION 

A. TOURAINE a propos de la pensee politique latino-americaine parle de 
"desarticulation de !'action collective". II veut indiquer par la "que l'exces d'autonomie 
des ideologies et meme de !'action politique par rapport a la realite economique 
entraine une mobilisation sociale et politique plus fictive que reelle, plus theatrale 
qu'efficace". 

Cette attitude nous semble relever assez bien de ce que K. POPPER definit 
comma etant l'une des deviations du "rationalisme utopique", a savoir, l"'essentialisme 
methodologique". Celui-ci consiste a determiner les "fins dernieres" de !'organisation 
sociale avant de definir les moyens appropries a leur realisation et avant de rechercher 
un concensus social autour de ces objectifs. 

En ce qui concerne la politique de reequilibrage entre le secteur public et le 
secteur prive, le test de sa reussite a moyen terme, c'est-a-dire la transformation de la 
realite economique et sociale mexicaine, conduit a poser un certain nombre de 
questions. 

En premier lieu, la politique de reequilibrage va-t-elle constituer un facteur de la 
relance economique sous le nouveau sexenio du President Salinas de Gortari ? En 
d'autres termes, la politique de reequilibrage va-t-elle se poursuivre apres la phase 
predominante du redimensionnement par un approfondissement de la phase de la 
modernisation ? L'enjeu est decisif, puisque la competitivite internationale de l'economie 
mexicaine, qui semble l'axe central de la nouvelle strategie de developpement, sera 
largement fonction de la realisation du second volet de la politique de reequilibrage. 

De cette premiere interrogation globale, ii decoule deux questions particulieres 
qui constitueront !'armature de ce qui va suivre. D'une part, lequel des deux secteurs 
-- prive ou public -- va se trouver dans la position de moteur de la competitivite ? 
S'aQira-t-il du secteur public, comma par le passe, mais d'un secteur public qui aura 
sub, une cure d'amaigrissement, et qui, a la suite d'un entrainement severe, aura gagne 
en dynamisme et efficacite ? S'agira-t-il du secteur prive, avec de nouveaux 
entrepreneurs prets a prendre des risques dans l'investissement industrial et la 
conquete de marches internationaux ? Dans les deux cas, la reussite de la poursuite du 
reequilibrage n'est pas tout a fait certaine. D'abord parce qu'il s'agit encore, au moment 
ou nous ecrivons, d'un processus en cours et qui se heurte a certaines difficultes de 
financement ; ensuite parce que la modernisation du secteur public et l'accroissement 
de la productivite demeurent encore a l'ordre du jour ; enfin, parce que le relais par le 
secteur prive de l'investissement industrial -- condition necessaire a la sortie de la 
stagnation -- reste problematique. 

1. Un redlmenslonnement lnscheve 

Deux facteurs principaux permettent de douter que le processus de 
redimensionnement sera acheve avant le changement presidential. D'une part, ii existe 
une transparence tres imparfaite en ce qui concerne las modalites des operations de 
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privatisation. De l'autre, dans certains cas, la realisation de ces dernieres se heurte a 
des resistances de groupes sociaux ou a des difficultes dans la mise en oeuvre 
financiere des transferts de societes publiques au secteur prive. 

1. 1. Une transparence imparfaite 

Les grands principes de la privatisation sont definis dans la Loi Federale sur les 
Entites para-etatiques (LFEP), article 68. II enonce que !'alienation des titres 
representatifs du capital social propriete du Gouvernement Federal ou des entites 
para-etatiques pourra se realiser par le canal de la Bourse des Valeurs ou des Societes 
Nationales de Credit. Les normes a respecter seront fixees par le SPP (Secretariat de 
la Programmation et du Budget) et par le SHCP (Secretariat des Finances et du Credit 
Public). Le Secretariat du Controle General de la Federation doit veiller au respect de 
cette procedure. 

La regle du jeu effectivement suivie depuis 1988 est tres difficile a connaitre de 
l'exterieur dans la mesure ou elle ne semble pas avoir donne lieu a des textes publies, 
du moins a notre connaissance. Neanmoins, l'itineraire le plus fr-equent d'un projet de 
privatisation peut etre decrit de la fac;on suivante. Une premiere etape consiste en 
!'identification par l'autorite de tutelle des entreprises qui pourraient etre cedees au 
secteur prive. Pour les entreprises du secteur public industrial ii s'agit le plus souvent 
de la SEMIP (Secretariat a l'Energie, aux Mines et a l'lndustrie para-etatique) mais on 
rencontre egalement les Ministeres des Communications et des Transports, de 
!'Agriculture, de la Peche, du Tourisme... Ces propositions sont examinees par la 
Commission lnterministerielle "Gasto-Financiamento" (Depense-Financement) qui fait 
rapport au Secretariat de la Programmation et du Budget qui propose a l'Executif 
Federal les differents projets de privatisation. La SHCP (Secretariat des Finances et du 
Credit Public) est chargee de coordonner, superviser et executer les ventes. Ce sont 
les Societes Nationales de Credit, c'est-a-dire les banques nationalisees qui sont 
chargees de proceder a !'evaluation minimale de l'entreprise a privatiser. Ces 
evaluations sont transmises a la SHCP. Ensuite, la banque rend publique l'offre de 
vente en fixant un delai pour le depot des propositions et le montant de la somme 
d'argent que les candidats a !'adjudication devront deposer en faisant acte de 
candidature. En principe, la vente ne peut etre realisee que dans l'hypothese ou ii y a 
eu au moins deux offres en provenance d'acheteurs potentials distincts. Le prix auquel 
!'operation s'est finalement realisee n'est pas toujours connu. La meme discretion est 
respectee en ce qui concerne l'identite des candidats a l'achat des entites publiques ce 
qui fait la partie belle pour les journalistes financiers qui cherchent a mettre a jour les 
criteres de choix de l'heureux adjudicataire. 

Comma nous avons eu souvent a le signaler, les statistiques concernant le 
redimensionnement sont a la fois difficiles a obtenir et, ensuite, difficiles a analyser. II 
existe, entre autres, un ecart non negligeable entre la publication des listes 
d'entreprises pour lesquelles les administrations de tutelle ont donne leur agrement 
pour des liquidations, transferts ou ventes et la realisation effective de ces operations. 
Bien evidemment, cet ecart est particulierement important dans le cas des privatisations 
au sens strict car ii faut que l'offre de vente de !'Administration trouve une contrepartie 
dans le secteur prive. En octobre 1988, ii restait encore 160 entreprises a vendre pour 
arriver au chiffre final de 502 entreprises restant dans le secteur public. Dans 
l'hypothese ou ces ventes devraient etre realisees avant la passation du pouvoir 
presidential, ii n'est guere etonnant de voir se multiplier durant cette periode des 
annonces des banques mexicaines chargees de la realisation des licitations dans la 
presse mexicaine et etrangere. Compte tenu de !'absence de transparence qui entoure 
les transactions, un nombre croissant d'observateurs redoutent que pour accelerer le 
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rythme du processus de redimensionnement, les entreprises publiques soient bradees a 
un petit noyau d'hommes d'affaires proches du pouvoir. C'est ainsi qua le Financial 
Times (13/6/88) juge qua la privatisation est "widely perceived as favouring a capitalist 
elite of large industrialists and financial speculators". 

Si ce cor;nmentaire est correct, ii laisse mal augurer de la capacite des 
"nouveaux entrepreneurs" mexicains a porter le flambeau de la competitivite ; c'est un 
point sur lequel nous reviendrons plus loin. 

~ I ~ 
1.2. Des freinages dans la mise en oeuvre 

c____ 

Fin octobre 1988, ii existait un certain nombre de privatisations rencontrant des 
difficultes. Une solution a pu s'imposer depuis, mais ces cas posent des problemes de 
fond ayant un caractere exemplaire et qui peuvent se repeter pour d'autres operations. 
II en va ainsi de la participation du secteur social -- syndicat, ejidos, cooperatives -- aux 
ventes d'entreprises publiques. II est possible de citer l'exemple de la privatisation de la 
compagnie aerienne AEROMEXICO a laquelle le syndicats des pilotes, l'ASPA, est 
partie prenante a cote d'hommes d'affaires (M. ALEMAN VELASCO, E. ROJAS, J. 
SERRANO, C. ABEDROP ... ) et qui a ete la source de nombreux conflits, de 
declarations fracassantes, de manoeuvres diverses. Le role des syndicats est d'autant 
plus important dans ce cas que la privatisation de la compagnie a eta ouverte par la 
decision du gouvernement de prononcer la faillite de la societe apres de longues 
graves. Elles avaient paralyse la compagnie plusieurs mois a la suite d'une vague de 
licenciements decides par la direction dans le cadre d'un plan visant a tenter de reduire 
!'important deficit de la compagnie. Ces licenciements etaient lies a la mise au rebut 
d'un certain nombre d'appareils tres anciens que la compagnie n'avait pas les moyens 
de remplacer. L'immobilisation d'AEROMEXICO avait entraine la substitution de 
compagnies americaines pour !'exploitation des lignes desservies par la premiere. Cetta 
situation avait ajoute une cause supplementaire a !'opposition syndicale qui se posait 
aussi en defenseur de la souverainete de la nation. 

La vente d'une partie des raffineries de sucres (ingenios) se revele elle aussi 
comma tres delicate. En effet, les sucreries ont un impact important sur la vie 
economique et l'emploi dans les provinces. II s'agit aussi d'activites traditionnelles ou 
les cooperatives de "caneros" sont implantees depuis longtemps et se sentent 
directement menacees. Dans le cas de l'ingenio ALVARO OBREGON, mise en vente 
par l'entreprise publique AZUCAR SA, les syndicats sucriers exigent au prealable une 
augmentation des salaires de 60 pour cent et de 100 pour cent du prix de la canne. 
Ces conditions risquent d'ecarter les candidats acheteurs -- les groupes ALFA et 
VISA -- qui s'interessent a ces raffineries pour las integrer a leurs activites de 
limonadiers (Coca-cola, Sprite) dans la mesure ou ils attendant de ces rachats une 
baisse de 50 pour cent de leurs coots de production. De son cote, la FINASA 
(Financiera Nacional Azucarera, SNC) a annule en octobre 1988 la vente de trois 
ingenios a Huasteca (Potosi) a VISA a la suite de la protestation de !'association des 
caneros qui auraient voulu etre informes plus tot pour pouvoir eventuellement se porter 
acquereurs. Rappelons que l'objectif Qlobal de l'Etat est de reduire de moitie sa 
participation dans ce secteur. La realisation sera difficile. 

Le cas de CANANEA est interessant a un triple point de vue. D'une part, la 
decision de privatiser l'une des plus grandes mines de cuivre du Mexique represente la 
plus grosse operation effectuee dans le cadre de la politique de redimensionnement. La 
mine est en effet estimee a 1 milliard de dollars. Ensuite, la procedure de financement 
est originale. Elle passe par !'utilisation d'un swap equity/debt. Enfin, le nom de 
CANANEA a un fort contenu symbolique dans l'histoire nationale mexicaine. En 
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juin 1906, a eclate une grave des mineurs dirigee contra la direction de la mine dont les 
proprietaires etaient d'orjgine nord-americaine. Le mouvement a eta reprime dans le 
sang, avec la participafion d'hommes de main "gringos". Parmi les meneurs, on 
comptera certains futurs leaders de la revolution de 1910. C'est d'ailleurs en 
consideration de cette dimension historique que le President du groupe TELEVISA, 
Miguel ALEMAN VELASCO, fils d'un ancien President de la Republique, s'est oppose a 
ce que sa societe reponde a l'offre publique de vente de la NAFINSA en avril 1988. 

C'est finalement le groupe PROTEXA (specialisee dans les BTP et les forages 
petroliers) qui s'est porte acquereur en proposant de racheter un montant de 91 0 
millions de dollars de la dette mexicaine a travers un pool bancaire conduit par la 
FIRST CHICAGO sur la base d'une decote de 50 pour cent. Fin mai 1988, la FIRST 
CHICAGO faisait connattre sa decision de se retirer. Elle ne fournit pas d'explications ; 
mais ii semble que sa decision a repose sur !'importance trop forte de la decote 
reclamee par PROTEXA et par les delais de remboursement. Le choix pour la First etait 
entre la recuperation eventuelle dans 20 ans de 91 0 millions de dollars rembourses par 
le gouvernement mexicain ou la recuperation au bout de sept ans de 500 millions 
payes par PROTEXA. Bien que la MIDLAND BANK se soit substituee a la First 
Chicago, la CANANEA est restee dans le portefeuille de la NAFINSA. Celle-ci, en outre, 
a d0 racheter a la meme epoque la mine LA CARIDAD DE COBRE propriete de 
MEXICANA DE COBRE qui n'avait pu faire face a des echeances a la suite d'un 
emprunt effectue aupres de la NAFINSA pour acquerir la CARIDAD. Le 
28 octobre 1988, la NAFINSA remettait en vente la CANANEA et la CARIDAD pour 
deux milliards de dollars. Parmi les candidats eventuels a la licitation, les noms de 
SLIM (Pt du Groupe FRISCO), BAILLERES (Groupe PENOLES), MADERO BRACHO 
(Minera San Luis) sont avances par la presse sur la base de declarations non 
confirmees (et mltme contredites) du Directeur de la NAFINSA ... A la meme epoque, la 
NAFINSA annonce la vente d'une autre grande mine : LA MEXICANA DE COBRE. 

2. Une modernisation problematlque du secteur public 

La modernisation du secteur public constitue le second volet, le plus important 
a moyen-long terme, de la politique du changement structural. Le "degraissage" des 
entreprises para-etatiques doit trouver son achevement dans un secteur public recentre, 
dynamique et competitif. Cela signifie que le redimensionnement n'est qu'une phase 
prealable. Mais son prolongement comporte deux points d'interrogation en ce qui 
concerne !'impact sur la concurrence et les capacites etatiques de financement de la 
reconversion des entreprises publiques. 

2. 1 Reequilibrage et concurrence 

En premier lieu, le redimensionnement en lui-meme peut avoir un impact negatif 
sur la competitivite du systeme productif national mexicain. 

La vente ou la liquidation d'industries entieres risque d'affecter !'integration 
intersectorielle qui avait ate obtenue par l'Etat -- souvent de fac;on co0teuse -- a 
!'occasion de la prise de controle de certaines entreprises ou apres le passage au 
secteur public d'entreprises privees en deconfiture. La volonte de constituer des filieres 
productives ("cadenas") n'a pas toujours ate absente dans le developpement du secteur 
public. Rappelons qu'elle constitue aussi l'un des axes prioritaires de la politique de 
reconversion structurelle telle qu'elle a eta exposee par A. DEL MAZO en 
novembre 1986. 
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II est possible de trouver quelques illustrations de l'effet destructeur du 
redimensionnement. CLORO DE TEHUANTEPEC, privatisee, participait a l'interieur du 
secteur para-etatique a un circuit intersectoriel integre. Elle recevait le sel qu'elle 
transforme en chlore de AZUFRERA PANAMERICANA, elle aussi cedee au prive, et 
elle fournissait exclusivement PEMEX. La question qui se pose est de savoir si cette 
filiere petro-chimique va survivre aux privatisations. Le CIEN (Centro de lnformaci6n y 
de Estudios Nacionales, 1988) fournit d'autres examples du meme type pour la filiere 
siderurgique et energetique. 

En second lieu, la vente des entreprises para-etatiques, si elle conduit a une 
reduction de la place du secteur public, ne signifie pas ipso facto, un renforcement des 
forces du marche concurrentiel. Sur ce point, ii est important de connaitre qui se porte 
acheteur a !'occasion des adjudications. Repetons-le, !'information publiee est 
parcellaire aussi bien pour la connaissance des firmes qui ont repondu aux appals 
d'offre, qua pour les criteres et procedures de selection et le montant final des 
transferts. Ce manque de transparence nuit des le depart a l'idee que le processus de 
reequilibrage veut incarner : la fibre concurrence, le marche ouvert. Le recoupement 
des donnees existantes dans la presse et les ouvrages ainsi que certains entretiens 
permettent de conclure a la predominance des grands groupes financiers mexicains 
dans les operations de rachats des "paraestatales". Les petites et moyennes 
entreprises n'apparaissent que pour les ventes de petites para-etatiques. C'est aussi le 
cas des achats effectues par le secteur social. Les entreprises etrangeres sont 
etrangement absentes ; elles se cantonnent dans le secteur de !'automobile et des 
composants pour !'automobile. II est vrai qua ces grands groupes financiers mexicains 
sont tres souvent associes a des societes americaines. II est vrai, aussi, que celles-ci 
sont essentiellement interessees par les "maquiladoras" dont la creation s'est faite hors 
du secteur public des le depart. 

En ce qui concerne las groupes mexicains, deux constatations s'imposent. 
0'une part le petit nombre de groupes qui se sont portes acquereurs et qui reflate 
!'extreme concentration du capital mexicain comma nous le verrons plus en detail dans 
la section suivante. De l'autre, le fait qua certains achats permettent a des groupes 
d'acquerir des positions de monopole. 

Les quelques illustrations que nous pouvons donner de ces deux 
caracteristiques ne sont que parcellaires. VISA qui s'interesse aux ingenios pour 
integrer verticalement sa production de boissons gazeuses (Coca Cola) a rachete la 
societe GARCI CRESPO et occupe desormais une position de monopole sur le marche 
des eaux minerales ; le numero un du ciment, CEMENTOS MEXICANOS, a rachete 
CEMENTOS ANAHUAC, CONCRETOS PROCESOS et CONCRETOS TAMAULIPAS ; 
le Groupe FRISCO a achete la mine REAL OE LOS ANGELES ; la maison de courtage 
INVERLAT (A. LEGORRETA) a ate le chef de file d'un ensemble de societes privees 
qui ont acquis NACIONAL MOTELERA ; le Groupe PENOLES a rachete 
REFRACTARIOS MEXICANO$ ; le Groupe VITRO s'est porte acquereur de 
PRODOMEX (ACROS, plus d'autres entreprises dans l'electro-menager, les cuisinieres 
et COPROMEX) ce qui le place en position de monopole dans les produits blancs avec 
GIUSSA ; le Groupe NACOBRE a acquis IN0ELTA ; le Groupe SABA a rachete 
FIBRAS NACIONALES OE ACRILICO. 

Au total, la concentration industrielle et financiere qui etait deja tres forte a eta 
encore accrue par les privatisations. 

Les changements de propriete du capital ne vont pas coi"ncider necessairement 
avec une intensification de la concurrence. En revanche, le principe constitutionnel de 
la "Rectoria" de l'Etat sur l'economie, toujours reaffirme dans le discours sur le 
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changement structural ne devrait pas sortir renforce de la phase du 
redimensionnement. 

II reste a savoir si, sur une base plus ramassee, l'Etat aura las moyens de faire 
du secteur public industrial le fer de lance des activites a forte intensite technologique 
et la base infrastructurelle d'une industrie competitive. 

2.2. Financement de la reconversion industrielle 

Sur ce point encore, rien n'est vraiment sOr. Mame si la volonte politique de 
poursuivre le changement structural ne faiblit pas, ii est legitime de s'interroger sur las 
capacites de l'Etat a la financer. L'idee de base etait d'utiliser las ressources obtenues 
par les privatisations a la modernisation des entreprises para-etatiques. De 1983 a juin 
1988, las 116 ventes realisees ont rapporte a l'Etat la somme de 560 271 millions de 
pesos. Mame reevalue pour tenir compte de !'inflation, ce montant ne represente que le 
tiers du deficit public de la seule annee 1987. Dans la mesure ou la reduction des 
depenses publiques doit demeurer un imperatif de la lutte contra !'inflation et que 
l'acces aux credits bancaires internationaux continuera a etre extremement limite du fait 
de la circonspection des banques commerciales et des contraintes draconiennes du 
service de la dette, ii est difficile de voir ou l'Etat mexicain peut se procurer des 
financements nouveaux. La situation entrainee par le reequilibrage deviant de ce point 
de vue d'autant plus paradoxale qu'a !'exception de PEMEX, les entreprises qui restent 
dans le secteur public sont celles qui presenteront les deficits structurels las plus 
importants. AGUILAR (1988) fait remarquer qu'en 1987, l'Etat a verse au titre des 
subventions et des transferts plus de 786 milliards de pesos (plus que le montant total 
des ventes d'entreprises publiques). Sur cette somme, PERTIMEX a requ 277 milliards, 
CONASUPO 170 milliards, la CFE (electricite) 143, AEROMEXICO 95, les chemins de 
fer 172 ... , sans parler des paiements de passifs et d'interets qui ont englouti deux 
milliards de pesos supplementaires... II est toujours possible d'affirmer que ce deluge 
de transferts financiers aux entreprises des secteurs strategiques et prioritaires va 
s'arreter de lui-meme grace a !'amelioration de leur gestion. II est neanmoins permis de 
penser que le retour a l'equilibre financier prendra du temps a moins qu'il se fasse a 
travers un relevement drastique des tarifs effectue au nom de la verite des prix. Cetta 
decision serait dans la logique de la politique d'ajustement. Mais alors, l'Etat devra se 
livrer a un arbitrage delicat entre le gain financier et le coat social entraine par ces 
mesures et les risques d'instabilite politique qui pourraient en resulter. Nous aurons a 
revenir sur le theme du reequilibrage necessaire des forces politiques par la suite. 

En fin de compte, ii semble bien que le programme du changement structural 
se trouve au milieu du gue. 

Pourtant, l'achevement du redimensionnement n'est pas la partie la plus difficile 
a jouer, meme si elle est loin d'etre assuree, et meme si elle est conduite dans le 
respect de conditions acceptables pour l'Etat vendeur. En revanche, la reconversion 
industrielle du secteur public demeure impressionnante. Dans son effort, ii est evident 
que l'Etat devra compter sur le relais du secteur prive. 

3. Le par/ du relals de /'Initiative prlvee 

Pour sortir de la stagnation economique, pour lancer l'economie mexIcame 
dans la concurrence internationale, la reprise tres forte de l'investissement prive 
industrial est necessaire. Ce theme a eta souvent repete dans les discours du candidat 
a la Presidence Salinas de Gortari. Mais peut-il etre assure du relais du secteur prive 
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ou, en d'autres termes, le reequilibrage peut-il se prolonger grace a !'apparition de 
nouveaux entrepreneurs plus tournes vars l'investissement productif que vers 
l'investissement financier et/ou prets a rapatrier leurs capitaux places a l'etranger ? 

3. 1. L 'eme,rgence des entrepreneurs? 

La relance spontanee de l'lnvestlssement prlve apres six ans de 
blocage de l'actlvlte economlque est problematlque 

Dans une perspective keynesienne, ii ne faut guere s'attendre a un 
bouleversement des anticipations des entrepreneurs. Nous avons eu !'occasion 
d'analyser la baisse considerable du pouvoir d'achat des mexicains depuis 1982. En 
outre, le succes meme de la politique anti-inflationniste s'accompagne de taux d'interets 
reels positifs. 

La decision de relancer la demande par une politique d'argent bon marche et 
!'augmentation des revenus signifierait le retour au "national populisme" et !'abandon du 
grand dessein de competitivite. La reprise de !'inflation -- jugulee artificiellement par le 
PSE -- serait inevitable. Les exportations nonpetrolieres seraient compromises et, en 
consequence, le probleme du service de la dette encore plus difficile a gerer. II n'y a 
done guere d'autre choix que celui de l'accroissement de la productivite et de 
!'orientation vers les marches exterieurs. Mais pour suivre cette strategie inspiree 
explicitement de l'exemple des nouveaux pays industrials asiatiques, ii faut pouvoir 
compter sur des entrepreneurs qui se rapprochent du modele schumpeterien. Apres 
celle concernant les conditions de la reprise de l'investissement productif, ii s'agit la 
d'une seconde interrogation qui est complementaire de la precedente. 

Nous avons eu maintes fois !'occasion de mentionner la forte concentration de 
l'industrie mexicaine. On verra dans le tableau 17 les principaux groupes industrials et 
financiers. Ce sont eux qui sont intervenus en premiere ligne dans le processus de 
privatisation. Mais le point qu'il faut maintenant souligner, c'est celui de leur 
interpenetration par le jeu des prises de participations croisees et de la presence du 
meme petit cercle d'hommes d'affaires dans la Rlupart des conseils d'administration des 
grands groupes. L'analyse de HERNANDEZ (GARRIGO, 1988) est a cet egard tres 
interessante. II existe en effet un petit nombre de familles, de personnalites, qui 
participant a un tres grand nombre d'activites. D'ou la tres forte diversification des 
groupes mexicains qui s'apparentent dans la majorite des cas a des conglomerats. Laur 
puissance financiere est considerable. Elle a encore eta accrue durant le sexenio du 
President de la Madrid par !'apparition d'un secteur financier parallele au secteur 
bancaire nationalise en aout 1982. 

Sa constitution est le resultat d'une decision prise par le gouvernement en 1984 
de retroceder au secteur prive 339 des 483 societes controlees par les banques 
nationalisees. Le rachat pouvait intervenir par l'echange des obligations emises en 
contrepartie des expropriations aux actionnaires des banques nationalisees. II en est 
resulte une floraison de maisons de courtage, de compagnies d'assurances, de 
societes de leasing, de fonds mutuals qui sont controles par les anciens actionnaires et 
les hommes d'affaires a la tete des groupes industrials et financiers. II existe souvent 
une confusion entre ces deux categories. Simultanement, les banques nationalisees se 
sont trouvees cantonnees dans une stricte activite de banques de depots. Les 
consequences de cette transformation des structures financieres sont apparues tres 
rapidement. En 1987, 38 pour cent de l'epargne etait controlee par les brokers contra 
8 pour cent en 1982. Les cours de la Bourse ont connu des hausses fantastiques : plus 
91 O pour cent entre juin 86 et juin 87. Le cours de BANAMEX a augments de 
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3170 pour cent entre fevrier 1987 et septembre 1987, celui de BANCOMER de 
2190 pour cent. Le krach de septembre 1987 a eta brutal. 

Au total, en ce qui concerne le financement des investissements, le sexenio a 
ete marque par un affaiblissement des "banques multiples" qui, a la suite de leur 
nationalisation sont reduites au role de banques de depot. NAFINSA et SOMEX sont 
mobilisees par les operations de privatisations et ne sont evidemment guere 
encouragees a reprendre la fonction qu'elles avaient occupee jusqu'a present de 
banques de developpement. Les capacites de financement sont done largement 
concentrees entre les mains d'un groupe limite d'hommes d'affaires dont toute la 
question est de savoir s'ils sont determines et s'ils ont la competence pour changer leur 
comportement d'investisseurs financiers et devenir des investisseurs industrials. Dans 
la mesure ou leur participation aux operations de privatisation est ambigue, ii est encore 
trop tot pour repondre si le reequilibrage va donner naissance a une classe de 
veritables entrepreneurs dynamiques prets a affronter la concurrence internationale. 

Dans cette attente, ii reste un dernier recours, qui a toujours eta important au 
Mexique : les investisseurs etrangers. 

Groupe ALFA 

Groupe VISA 

Groupe VITRO 

Groupe DESC 

Groupe /CA 

Groupe TELEVISA 

Groupe PENOLES 

Groupe CEMEX 

Tableau 17 
LES GROUPES MEXICAINS 

Famille GARZA-LAGUERRA 
En 1983, 140 societes sous son controle, 24 actuellement ; 
li~uidations entrainees par l'endettement exterieur. 
Concentration sur petrochimie ; pieces gour automobile 
Cherche accords avec MAZDA et TOYOTA. 
Aussi controle par la famille GARZA-LAGUERRA 
Depuis 1983, processus de restructuration (124 a 101 firmes 
controlees) pour faire face aux echeances de la dette 
exterieure 
Secteurs: boissons

1 
alimentation, tourisme. 

Controle par la fami le SADA 
Participations dans 400 societes (y comgris au Brasil, en 
Amerique centrale, aux USA) dont CYDSA. 
Datte de 500 millons de dollars. 
Secteurs : verre, cristal, chimie, plastique, equipement 
manager. 
Controle par la famille Manuel SANDEROS 
Bons resultats a l'expqrt lui ont permis de reduire la tres 
forte dette exterieure. Bon niveau technologique. 
Secteurs : pieces pour autos, chimie, P.8troch1mie, P.harmacie 
Nombreuse JV avec General Electric"' Philips, marche Sharp 
and Dorme, Emery, Dama1 HAYES, uM ... 
70 pour cent de son activhe est dans la construction1y.mais 
un effort de diversification dans les machines pour B, P, 
gieces auto, petrochimie, tourisme ... 
Plusieurs JV avec firmes americaines. 
E. AZCARRAGA, M. ALEMAN VELASCO, R. O'FARRIL 
Secteur: les medias. Controle un reseau en espagnol aux 
USA . 
A. BAILLERES 
Secteurs : mines au depart, puis diversification dans chimie. 
Nombreuses JV avec societes americaines, 
finlandaises, fran~aises. En outre, des filiales aux Etats-Unis, 
en Espa_gr:,e et en Argentine. 
Famille ZAMBRANO 
Secteurs : ciment, baton 
JV avec compagnies US. lnvestissements aux USA 
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Groupe CIFRA 

Groupe BIMBO 

Groupe HERMES 

OPARADORA de BOLSA 
(Maison de courtage) 

Groupe SABRE 

Groupe OLMECA 

Groupe de Carlos SLIM 

Famille ARANGO 
Secteur : a chaine de magasins (AURRERA, SUPERAMA, 
SUBURBIA, VIPS Restaurants). 
lnvestissements aux USA 
Famille SERVIT JE 
Secteur : pain P.atisserie ... 
Avec a sa tete Carlos Hank GONZALEZ ... maire de Mexico, 
J:?roprietaire de l'ancienne CAMPOS HERMANOS 
;JV avec Mercedez-Benz ; participations dans les pieces 
detachees, machines, produits electriques, aliments pour 
ammaux. 

Possedee par Eduardo LEGORETTA, P.rincipal actionnaire 
de BANAMEX avant la nationalisation. Son frere Augustin 
controle INVERLAT. 
Controle_par les freres BRENNER, anciens actionnaires de 
BANAMEX. Ont bati le Grou~ sur le rachat des 
Q.articipations de BANAMEX dans les hotels (Camino Real, 
Quality Inn ... ), dans Industrias Nacobre. 
JV avec Dupont's Remington, interets dans l'elevag_e _pour 
l'exportation1-.g_articipations dans OPERADORA de l3OLSA et 
dans SEGUNOS OLMECA. 
Cree par C. ABEDROP, l'ancien proprietaire de BANCO 
DEL ATLANTICO. 
Maison de courtage (SEGUROS OLMECA) plus une dizaine 
de ~omP,agpies qui appartenaient a la banque avant la 
natIonalisatIon. 
JV avec ATOCHEN et HOECHST, avec DUPONT ; 
garticipations dans Nacional Hotelera. 
Au deP.art dans industries papetiere. Reussite rapide, 
diversification dans les mines (FRISCO CT), la restauration 
(SANBORNS, le tabac, les assurances ... ) 

Source: S. RUBIN, Mexico, IEU Special Report, no. 1103, septembre 1987, p. 97 et S. 

3.2 Les apports de capitaux exterieurs 

L'analyse detaillee de l'investissement etranger deborde le cadre de cette 
etude. Notons cependant que l'investissement direct etranger a repris a partir de 1983 
et a ete en s'accelerant au cours du sexenio. La place des firmes americaines demeure 
preponderante mltme si l'on observe une poussee des investissements japonais, et, 
dans une moindre mesure, espagnols. Ce qui est tres important pour la sortie de 
l'economie mexicaine de la croissance zero, c'est le fait que ces flux se concentrent 
dans le secteur des "maquiladoras". II en resulte que plus du tiers des exportations 
manufacturieres mexicaines sont le fait des filiales etrangeres et que plus des trois 
quarts sont dirigees vers les Etats-Unis. 

La baisse du niveau de vie a accru l'avantage de localisation du Mexique pour 
ce type d'activite (en 1987, le salaire moyen mensuel est de 265 dollars contra 2 200 
aux USA, 304 en Coree du Sud et 793 a Singapour). En outre, !'application de la loi sur 
les investissements directs etrangers a eta liberalisee. 

En revanche, la possibilite ouverte en avril 1986 par les autorites mexicaines 
d'utiliser la procedure des swaps equity/debt pour financer des investissements directs 
n'a pas connu un developpement considerable. Salon Rubin (1988), le montant cumule 
des operations s'etablit a un milliard de dollars. II est vrai que le programme a ete 
suspendu de novembre 1987 a ao0t 1988. Sur un total de 42 operations, pres de la 
moitie etait dirigee vers le secteur automobile (45.8 pour cent), le reste allait au 
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tourisme (11.4 pour cent), a l'industrie chimique et a la pharmacie (CEPAL, 1987). C'est 
de cette maniere que VOLKSWAGEN a implante en decembre 1986 une unite dont la 
production est destinee a !'exportation. VW a rachete un montant de 283 millions de 
dette qu'elle a regle 170 millions et elle a obtenu la contre-valeur de 260 millions en 
pesos. CHRYSLER et NISSAN ont aussi fait des investissements avec des conditions 
similaires. 

I 

La question posee par cette procedure est de savoir si elle est a l'origine d'un 
investissement additionnel, c'est-a-dire d'un investissement qui n'aurait pas eu lieu en 
!'absence de celle-ci. En outre, et !'argument semble avoir pese davantage, le 
gouvarnamant maxicain radoute qua las operations de swap aient des consequences 
sur le budget ou la monnaie. Dans l'hypothese ou l'achat de la dette exterieure entraine 
une emission de pesos par la Banque du Mexique, la consequence peut etre une 
relance de !'inflation. Cat effet est en contradiction totale avec l'objectif prioritaire de la 
politique economique (cf. Ch. 1.1.). Dans l'hypothese ou les pesos sont empruntes sur 
le marche mexicain, les consequences sont la encore considerees comme doublement 
negatives. D'une part, ces emprunts peuvent entrainer une eviction des emprunteurs 
locaux a un moment ou le gouvernement cherche a sortir du gel de l'economie et des 
investissements industrials. De l'autra, dans la mesure ou les taux d'interets internes 
sont plus eleves que les taux externes, l'Etat va accroitre la charge de l'endettement 
interne ce qui contribuera a alourdir le deficit du budget. Finalement, compte tenu de 
!'orientation des investissements etrangers, apparemment plus attires par les 
entreprises du type "maquiladoras" tournes vars la reexportation vars l'economie 
nord-americaine que par le rachat d'entreprises a rentabilite douteuse et orientees 
principalement vers le marche domestique, le choix des swap equity-debt ne constitue 
peut-etre pas une priorite du gouvernement, du moins dans la perspective des objectifs 
de la politique de "changement structural". 

En fin de compte, toute la question est de savoir si la modalite d'insertion de 
l'economie maxicaina dans la division internationale du travail sur la base des bas 
coots salariaux est vraiment celle qui est recherchee a travers le nouveau modele de 
developpement. II n'est pas s0r que la generalisation du statut de la maquiladora a une 
partie croissante de l'industrie suffise a tirer l'economie mexicaine vars le haut. En 
outre, elle passe par !'acceptation des Etats-Unis accroitre leurs importations sans 
contrepartie equivalente. 

La recherche d'une integration economique regionale avec le grand partenaire 
du Nord, sur le modele de !'accord passe entre les Etats-Unis et le Canada constitue 
peut-etre le prolongement logique de l'effort de renovation et de dynamisation de 
l'industrie mexicaine recherche a travers la politique du "changement structural". Cette 
orientation aurait aussi des effets positifs sur !'emergence d'une veritable classe 
d'entrepreneurs industrials. Cependant, ii ne fait guere de doute qu'elle exigerait une 
revision radicale des alliances politiques et du discours traditionnel. 
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EN GUISE DE CONCLUSION : REEQUILIBRAGE ECONOMIQUE ET 
REEOUILIBRAGE POLITIQUE 

Dans la mesure ou le processus de reequilibrage entre le secteur public et le 
secteur prive est ~ncore en cours, ii n'est pas possible de porter sur lui des conclusions 
definitives. 

Nous avons tente de earner le projet politique d'ensemble qui sous-tend les 
deux volets du "changement structural" : le redimensionnement du secteur public, la 
reconversion industrielle des entreprises publiques non privatisees. Nous avons vu qu'il 
debordait largement les questions -- deja complexes en elles-memes -- du passage du 
statut public au statut prive d'un certain nombre d'entreprises. En derniere analyse, le 
mouvement amorce depuis 1983 se veut une transformation en profondeur de 
l'economie mexicaine. Le reequilibrage y occupe une place centrale, mais ii s'agit 
cependant d'une condition permissive pour la poursuite de !'evolution. Nous avons 
aussi tente de earner les difficultes de caractere economique qui constituent autant de 
facteurs d'incertitude pour la realisation complete des objectifs de la politique de 
changement structure!. 

Mais si l'on cherche a aller plus avant, salon une demarche prospective, 
compte tenu des ruptures inevitables avec la tradition historique du role de l'Etat au 
Mexique, les facteurs de caractere politique ne peuvent etre mis entre parentheses. II 
est possible que ce soient eux qui, en derniere instance, joueront le role decisif dans 
les prochaines annees. 

II semble, en effet, inevitable que le reequilibrage economique s'accompagne 
d'un reequilibrage politique. L'abandon du "national populisme" tourne vars le marche 
domestique, protectionniste, avec un secteur public en constante progression et un 
Etat-Providence puissant au profit de la competitivite internationale, d'un modele de 
croissance ouvert sur l'economie mondiale et base sur la productivite industrielle, 
devrait conduire l'Etat a chercher d'autres appuis que ceux qui soutenaient 
traditionnellement le PRI (Parti Revolutionnaire lnstitutionnel). La courte victoire de 
C. SALINAS de CORTARI (50.6 pour cent) aux dernieres elections presidentielles, en 
rompant avec quarante ans de fortes majorites, le developpement de deux partis 
importants a cote du PRI, le PAN (Partido de Accion Nacional), liberal et le FON 
(Frente Democratico Nacional) autour de CARDENAS, populiste, constituent autant 
d'indices d'une transformation en profondeur de la vie politique mexicaine. 

Depuis la crise de 1982, le debat d'idees a repris autour du role de l'Etat a 
l'interieur des grandes organisations professionnelles ouvrieres et patronales. Nous 
rappellerons rapidement leurs positions. Nous completerons ce rapide panorama par la 
doctrine de la technocratie qui cherche elle-meme a se redefinir compte tenu des 
changements en cours dans les rapports de force. 

C'est peu de dire que la position du CTM, la grande confederation des 
travailleurs mexicains alliee au PRI est eloignee de l'idee de reequilibrage et hostile a la 
privatisation. En prenant appui sur le texte de la Constitution, le secteur ouvrier 
reaffirme le role directeur de l'Etat dans l'economie. II reclame une extension du secteur 
public, la mise en place d'un Plan et une soumission de l'investissement prive aux 
objectifs fixes par celui-ci. La concentration croissante de la richesse a base de 
speculation financiere, !'augmentation du pouvoir des monopoles internes et externes 
sont denonces comma constituant autant de menaces pour les pouvoirs publics. En 
consequence, c'est une necessite vitale pour la nation et le peuple du Mexique de 
barrer la route a !'offensive des forces oligarchiques. (CASAR et PERES 1988, p. 117). 
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Ce discours semble etre totalement decale par rapport a la politique de 
reequilibrage annoncee des le debut de la Presidence de la Madrid. II en va tout 
differemment de celui des organisations patronales. 

Jusqu'au debut des annees quatre-vingts, le patronat mexicain ne prenait pas 
publiquement part aux debats politiques et se cantonnait a la defense de revendications 
specifiques. Avec son "ldeario" de 1980, le CCE (Consejo Coordinator Empresarial) 
rompt avec cette attitude et propose un veritable projet de societe. Ses fondements 
sont le primat de l'individu, le respect de la propriete privee, la prevalence de !'initiative 
privee. II est affirme que le secteur prive constitue le .moteur du developpement 
economique et que le role de l'Etat doit etre subsidiaire, au mieux complementaire. II 
devra strictement se borner a assurer les services publics de base, les activites 
economiques qui ne peuvent etre contrOlees ni par des capitaux etrangers ni par des 
interets nationaux, enfin, celles qui exigent des moyens considerables et necessitent la 
conjonction de ressources privees et publiques. 

De fac;on synthetique, l'ldeario definit le regime d'economie mixte comma celui 
qui "reconnaissant le role preponderant du secteur prive dans la vie economique, 
permet l'action de l'Etat a travers la creation et la gestion des entreprises publiques qui, 
de fac;on claire, correspondent a un besoin public". II n'est plus fait ici reference a la 
Constitution et au principe de "Rectoria" de l'Etat sur l'economie. 

C'est evidemment ce dernier point, celui qui concerne l'equilibre des forces au 
sein d'une economie mixte que le discours technocratique, peu different de celui du 
changement structural par ailleurs, ne peut reprendre a son compte. Merna si les 
theses de la modernisation et de la reconversion industrielle reposent sur !'acceptation 
d'un role plus grand accords a l'entreprise privee, l'Etat ne peut pas etre place dans 
une position subordonnee. 

Le reequilibrage a prouve que la technocratie mexicaine accepte que l'Etat soit 
moins directement implique dans la gestion economique hors des domaines 
strategiques et prioritaires. En ce qui concerne ces derniers, ii est reconnu necessaire 
d'en avoir une vision evolutive et non figee, ce qui implique des deplacements futurs de 
frontieres qui agrandiront le champ de manoeuvre de !'initiative privee. En revanche, 
l'Etat doit continuer a assurer la couverture des besoins essentials de la population : 
sante, education, biens de consommation de base. Enfin, ii pourra accorder plus 
d'importance a la politique macroeconomique -- politique monetaire, politique du 
change, politique des prix, politique des revenus -- en utilisant davantage que dans le 
passe !'instrument de l'incitation plutot que celui de la subvention. 

En outre, le projet technocratique insiste sur !'elaboration d'une planification 
indicative, sur la base d'une concertation tripartite : secteur prive, secteur social, 
secteur public. Comma l'ecrit fort justement VILLAREAL (1988, p. 219)," ii faut unir les 
efforts a l'interieur pour aller se battre a l'exterieur sur les marches internationaux". 

Derriere cette ambition qui vise a moderniser le Mexique, ce qui doit finalement 
l'emporter dans la vision developpee par la technocratie, ce n'est plus !'opposition 
seculaire entre le secteur public et le secteur prive, mais une repartition optimale des 
roles et des competences entre les partenaires sociaux. Elle devrait deboucher sur la 
meilleure insertion possible de l'economie mexicaine dans l'economie mondiale. 
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MEXICO 

ROAD TRANSPORT AND TELECOMMUNICATIONS SECTOR ADJUSTMENT LOAN 

Borrower: 

Guarantor: 

Beneficiary: 

Ainount: 

Terms: 

Objective: 

Description: 

LOAN AND PROGRAM SUMMARY 

Banco Nacional de Obras y Servicios Publicos, S.N.C. 
(BANOBRAS). 

United Mexican States. 

United Mexican States. 

US$38O million equivalent. 

Repayable in 17 years, including 5 years of grace, 
at the standard variable interest rate. 

The proposed loan is part of a program of Bank 
support to the Mexican Government's plans to promote 
structural reforms so as to resume sustainable 
economic growth. The loan supports a comprehensive 
structural reform program in the road transport and 
telecommunications sectors which will improve their 
efficiency benefitting all users and, in particular, 
firms which conduct trade related business, for 
which communication services are an important input. 

The proposed loan supports a program of deregulation 
in the trucking sector, and a program of 
privatization and regulatory reform that will 
promote competition in the teleconununications 
sector. Pricing and taxation distortions in the two 
sectors are being eliminated, and the public sector 
institutions responsible for the oversight of the 
sectors are being restructured. The loan also 
includes measures to improve highway safety, and to 
monitor compliance by trucks with air pollution 
standards. Under a parallel loan, technical 
assistance would be provided to strengthen the 
public sector agency responsible for the formulation 
of telecommunications policy and for sector 
regulation. 

Benefits and Risks: By providing an appropriate institutional and 
regulatory framework, the project is expected to 
spur private investment and competition, thus 
serving to increase the efficiency of communications 
services and--in the case of telecommunications--to 
greatly expand its coverage. Resource allocation 
would be improved through greater reliance on market 
forces for pricing and by a realignment of the 
fiscal treatment of the sectors. A project-related 
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Disbursements: 

Retroactive 
Financing: 

Rate of Return: 

Appraisal Report: 

Schedule of 
Disbursements: 

US$ Million 

Annual Amount 
Cwnulative Amount 

- ii -

risk relates to the Government's ability to fend off 
any internal political opposition to the terms or 
management of the deal for the privatization of the 
telephone company, TELMEX. Another risk is the lack 
of staff with experience in regulation and the 
chance of mistakes as a new regulatory framework for 
telecommunications is developed and put in place. 
On the macroeconomic front there is also a risk that 
the growth program may be put in jeopardy by 
declining oil prices, rising interest rates or 
protectionist trends in the trade policies of 
Mexico's major trading partners. Project ,related 
risks seem manageable, particularly sirice the 
significant upfront actions taken by the Government 
reflect a strong commitment to the reform process. 
The likelihood of derailment of the economic program 
is also felt to be small, given the success already 
achieved in economic stabilization, debt reduction 
and resumption of growth. In any case, the 
substantial conditionality of the Bank's adjustment 
loan portfolio provides for early warning signals on 
a worsening trend in domestic policy or in the 
country's external environment, and would thus 
enable the Bank to consider timely measures to 
protect its portfolio and longer term interests in 
Mexico. 

The proposed loan would be disbursed against 
eligible general imports in two tranches of US$190 
million each . The first tranche of the loan would 
be available upon loan effectiveness. The second 
tranche would be released after November 15, 1990 
upon fulfillment of specific conditions in all key 
areas supported under the loan and verification of 
the consistency of the macroeconomic policy 
framework. Disbursement of the loan is expected to 
be completed by June 30, 1991. 

US$76 million would be made available for 
retroactive financing of eligible expenditures 
incurred from February 1, 1990. 

Not applicable. 

This is a combined President's and Staff Appraisal 
Report. 

FY90 

190.0 
190.0 

FY91 

190.0 
380.0 



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
REPORT AND RECOMMENDATION OF THE PRESIDENT TO THE EXECUTIVE 

DIRECTORS ON A PROPOSED ROAD TRANSPORT AND 
TELECOMMUNICATIONS SECTOR ADJUSTMENT LOAN TO 

~co NACIONAL DE OBRAS y SERVICIOS PUBLICOS, S.N.C. 

INTRODUCTION 

1. I submit the following report and recommendation on a proposed 
loan to Banco Nacional de Obras y Servicios Publicos, S.N.C. (BANOBRAS), 
for the equivalent of US$380 million in support of a program for road 
transport deregulation and of privatization and regulatory reform in 
telecommunications. The loan would have a term of 17 years, including 
five years of grace, at the standard variable interest rate. 

2. In the latter years of the de La Madrid administration (1983-
1988) the roles assigned by Mexico to the public and private sectors 
underwent a significant change, which is being deepened further by the 
Salinas administration (1988-1993). The strategy of the seventies that 
relied on protectionism and public sector led growth has now been 
abandoned, and the Government has embarked on a wide ranging program of 
reforms that promotes competition and reduces public sector involvement 
in business activities. It has also divested itself of a large number 
of public enterprises, while implementing policies to increase the 
efficiency of those still under public ownership, and has moved very far 
in the deregulation of trade, foreign investment, the financial sector 
and industry, and on the elimination of subsidies. These reforms add up 
to one of the most substantive and comprehensive programs of 
reorientation of economic policy towards reliance on market forces that 
has been carried out in developing countries in recent years. 

3. The Bank has supported these changes and has maintained a very 
close policy dialogue with the Government on these matters. In June 
1989 three adjustment loans, for a total amount of $1.5 billion, were 
approved by the Board to support the Government's programs in the 
financial sector, public enterprise reform and industrial sector. The 
proposed operation is part of a follow-up stage of adjustment which 
focuses on sectors of strategic importance because of their linkages to 
most areas of economic activity. In addition to this project, the 
lending program also comprises operations to support deepening of 
reforms in trade, public sector enterprises, agriculture and, possibly, 
the financial sector. 

4. The proposed project would seek to extend the process of 
adjustment to the transportation and telecommunications sectors by 
supporting policies that would improve their efficiency, benefitling all 
users and in particular firms which conduct trade related business, for 
which communication services are an important input through: 
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(a) changes to the regulatory framework: (i) by eliminating 
barriers to competition in road transportation, as there is 
evidence that such barriers have imposed heavy costs to the 
economy and have failed to achieve the objectives for which 
they had been designed, (ii) by defining the rules for 
private sector participation in the telecommunications 
sector, promoting competition and safeguarding the interest 
of consumers in those areas where a private monopoly 
operation is warranted; 

(b) improving the allocation of investments by eliminating 
pricing distortions: (i) in road transportation, by 
allowing prices to be determined in the market and adjusting 
the price of competing modes to marginal costs, (ii) in 
telecommunications, by significantly reducing cross 
subsidies and introducing changes to the fiscal regime to 
align the tax treatment of the sector with the treatment now 
afforded to other economic activities; 

(c) assisting the Government of Mexico to develop programs to 
attract private investment to the telecommunications sector, 
so as to achieve ambitious targets of sector growth and 
modernization; and 

(d) promoting complementary policy measures that would, in 
general, enhance the efficiency of road transportation and 
telecommunications services. 

In addition, through a parallel Technical Assistance Loan, the Bank 
would support the institutional development of the agency responsible 
for the regulation of telecommunications, so as to improve its 
capability to discharge its functions (which would be reformulated). 

5. The measures outlined above fit well with the development strategy 
of the Government of Mexico. As the success of Mexico's stabilization 
program progressively consolidates and the debt issue is being resolved, 
the priority of economic policy has shifted towards the attainment of 
sustainable growth. This objective, in the context of an economy that 
has been opened to external competition, will be assisted by the removal 
of barriers to efficiency in sectors, such as transportation and 
telecommunications, that play a vital supporting role to almost all 
business activities, particularly trade. Improved transportation and 
telecommunications should facilitate factor mobility, enhance 
competition and assist the development of new export activities. In 
addition, increased investment in these sec tors, spurred by a framework 
more favorable to the private sector, will also contribute to economic 
growth. 
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PART I - THE ECONOMY 

A. Background 

6. Between 1950 and 1974, Mexico enjoyed a remarkable period of high 
growth, low inflation and moderate external debt accumulation. Real 
growth averaged 6.4%, and inflation was in single digits throughout the 
period. This era of fiscal conservatism came to an abrupt end in the 
early seventies. Rapidly expanding government involvement in the 
economy pushed up the rate of economic growth. However, increasing 
government expenditure was not matched by rising public sector revenues. 
As a result, the inflation tax and external debt became increasingly 
important sources of finance. At the same time, a decline in private 
savings incentives (real interest rates turned sharply downward) 
prevented a matching increase in private savings; external debt thus 
increased, the increased oil revenues notwithstanding. The period of 
single digit inflation ended in 1973, the real exchange rate!/ started 
to appreciate and the accumulation of external debt accelerated above 
the GNP growth rate. A serious, but comparatively brief, financial and 
economic crisis in 1976 terminated following major oil discoveries in 
1977. The ensuing prosperity lasted until 1982, when soaring domestic 
inflation, falling international oil prices, rising world interest 
rates, and massive capital flight led to a refusal by external creditors 
to roll over Mexico's short-term debt and forced a subsequent suspension 
of payments of interest on the external debt . 

7. Over the 1982-88 period, economic growth ground to a virtual halt, 
accompanied by sharply falling living standards, deterioration of 
infrastructure, high inflation, and loss of investor confidence. To 
reverse Mexico's declining fortunes the most important changes needed 
were: (a) macroeconomic stability, (b) a rationalized set of incentives 
for private sector investment, (c) a reallocation of public spending, 
both to shore up a crumbling infrastructure in support of private 
sector-led growth and to alleviate the impact of adjustment on the poor, 
and (d) a medium-term financing plan capable of removing the specter of 
an unsustainable overhang of debt. In each of these areas, the Mexican 
Government has achieved notable progress. 

B. Macroeconomic Stabilization 

8. The onset of the financial and economic crisis of 1982 brought in 
its wake explosive inflationary and balance of payments difficulties 
whose effects had been largely repressed during the years leading up to 
the crisis. Initial strong fiscal and monetary adjustment efforts were 
alternately not sustained for a sufficiently long period (1983-85) or 
undermined by external shocks such as the collapse in international oil 
prices (1986). Inflation, rather than slowing down, accelerated, 

!/ The real exchange rate is defined as the price of foreign goods 
relative to domestic goods. Appreciation means a decline in this 
relative price. 
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partially in response to the sharp real devaluation of the exchange rate 
necessitated by the 1986 downturn in the terms of trade. The subsequent 
de facto targeting of the real exchange rate, together with an increase 
in the frequency of wage and cost adjustments, introduced an element of 
inherent instability into the system, culminating in a run on the peso 
in the last quarter of 1987 and triple-digit inflation. 

9. The Government responded with the "Economic Solidarity Pact" 
(Pacto), an agreement between business, labor, and government which 
called for accelerated structural reform, further tightening of fiscal 
and monetary policy, a freeze of minimum wages and of the prices of 
basic public and private sector prices and, the cornerstone of the 
"Pacto", a freeze of the nominal exchange rate against the U.S. dollar. 
This partial freeze was extended at three-month intervals through the 
end of 1988, and renewed, with some modifications, by the new Mexican 
Administration under the name of "PECE" (Pact for Stabilization and 
Growth) through March 1990. The main adjustments brought about under 
PECE were catch-up increases in selected public sector tariffs and in 
prices of key inputs, a two-stage 15% cumulative adjustment in the 
minimum wage, and a daily adjustment of the exchange rate of about one 
peso against the U.S. dollar. On December 1, 1989 fuel prices and some 
utility rates were increased, minimum (but not contractual) wages were 
raised by 10%, and the "PECE" was further extended to the end of June 
1990. However, some further adjustment of public sector prices, 
including a major restructuring of the rates for telephone services 
(para. 63), took place during January 1990. 

10. Performance under the "Pacto" and "PECE" has been highly 
satisfactory. Mexico has fully observed all of the adjusted performance 
criteria specified in its Extended Arrangement with the IMF for 1989 
(excepting for fourth quarter targets on net domestic assets and net 
international reserves, for which waivers were granted) and obtained 
Fund approval for its 1990 macroeconomic program (para. 108). In trade, 
the Government had originally committed to a three-year program of 
reforms supported by the Bank. These reforms were designed inter alia 
to lower the maximum import tariff to 30% ad valorem by the end of 1988. 
In fact, during the first month of the Pacto, December 1987, the tariff 
was lowered to a 20% maximum, i.e., 10 percentage points lower than 
originally agreed and one year ahead of schedule. Such efforts were all 
the more noteworthy, given the negative budgetary impact of further 
declines in international oil prices and increasingly high real interest 
rates on foreign debt throughout much of 1988-89. The shift in exchange 
rate policy at the beginning of 1989 was instrumental in bringing about 
a small real depreciation of the peso during the first six months of the 
year, reversing a trend toward appreciation throughout much of 1988. 

11. The fiscal measures, backed by the temporary exchange rate freeze 
and an array of formal and infonnal wage and price controls, have had a 
dramatic success in reducing the rate of inflation from 159% in 1987 to 
about 20% in 1989. At the same time, the economy has shown encouraging 
signs of economic recovery, led by a strong resurgence of private 
investment, which increased by around 10% in real terms. In 1989, GDP 
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is estimated to have grown by 2.9% in real terms, as manufacturing 
production rose substantially, while mining and agricultural output 
declined. During the first quarter of 1990 inflation rose beyond what 
had been planned. The selective liberalization of price controls on 
some intermediate and farm products, together with adjustments in public 
tariffs for gasoline, power, and water toward the end of 1989, led to 
this temporary resurgence of inflation. After rising to 3.8% in 
December and 4.8% in January, the rate of consumer price inflation 
receded to 1.8% in March and 0.8% during the first half of April. Thus, 
on the basis of current trends, inflation could return to a base level 
averaging around one percent monthly during the remainder of 1990. For 
the year, it is expected that inflation would range somewhere between 
20% and 25%. Financial investors have already responded positively, 
bidding down the rates on Treasury bills from 47% annually in January 
(up from 35% in mid-1989) to around 43% currently. There is also 
evidence that. the merchandise trade deficit has been declining as import 
growth during the first quarter slowed to a ten percent annual rate 
(from nearly 18 percent in 1989), while exports growth improved. The 
Government also recently announced that the extension of the PECE 
program would be negotiated with the private sector and implemented 
somewhat earlier than originally expected, perhaps by the end of June 
1990. 

C. Rationalized Private Sector Incentives 

12. Mexico has transformed itself into one of the most open economies 
in the world through a trade reform supported by four Bank policy-based 
loans. Trade liberalization has lowered the percentage of domestic 
tradeable production covered by import quotas from 100% in 1984 to 
around 18% at present, and maximum import tariffs from 100% to 20% . 
Non-oil merchandise exports, which represented less than one -third of 
total exports in 1984, have doubled their share since then. 

13. This "core" reform has been complemented by many others. 
Recognizing that the era of public sector-led growth had passed, the 
Government took a number of measures to stimulate greater private 
investment. In May 1989, foreign investment regulations were 
considerably relaxed and made more transparent. A long-standing 
prohibition against majority foreign ownership was removed, the fishing, 
petrochemical, and mining sectors were opened to foreign investors for 
the first time, the licensing of proposed investments under US$100 
million was made automatic (so long as they satisfy newly-published 
criteria), and approval of larger investments became automatic following 
a 45-day waiting period, unless the Government interposed formal 
objection. In addition, since 1986 the tax system has undergone a 
series of reforms tending to reduce the previous biases against equity 
finance, adjusting assets and liabilities for the effects of inflation, 
bringing marginal tax rates more in line with levels in major industrial 
countries, encouraging the repatriation of flight capital, and 
increasing the sanctions for tax evasion. 
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14. To encourage improved mdbilization of domestic savings, the 
Government initiated a process of liberalization of the financial 
markets, supported by a Financial Sector Adjustment Loan from the Bank. 
Interest rate ceilings and credit allocation formulae were removed on 
commercial bank lending and credit subsidies through official 
development ,banks were reduced significantly. At. present, the principal 
development and agricultural banks in the public sector are in the midst 
of significant managerial and financial restructurings, designed to 
consolidate these institutions, clean up their balance sheets, and 
reform their lending practices. 

15. To reduce the role of the public sector, over 750 state-owned 
enterprises have been sold, transferred, or liquidated from 1983 to the 
present and 42 more are expected to be sold or closed during 1990. In 
March 1990, the Government announced the privatization of two large 
steel companies. The country's largest airline has been privatized and 
the Government has also placed in receivership, for eventual sale or 
liquidation, the country's largest. mine. Under the Industrial Sector 
Policy Loan the Goverrunent has already moved far ahead in the 
deregulation of various sectors, such as petrochemicals, 
pharmaceuticals, microcomputers and automot.ives. Attention is now 
centering on liberalizing the transport and telecommunications sectors 
since their services are a vital input to all economic activity, 
particularly industrial production and exports. Liberalization will be 
useful not only in its own right, but also as a means of increasing the 
efficiency gains from industry and trade reforms. 

D. Reorientation of Public Spending 

16. Since 1982, a retrenchment. of public expenditure has occurred, of 
a dimension unprecedented in Mexican terms, if not for most developing 
countries. Non-interest spending declined by 36% in real terms. 
However, the composition of the cutbacks was not ideal from the 
standpoint of growth. Investment expenditures were cut more deeply than 
current expenditures, posing the risk, now that growth seems to be 
underway once again, that infrastructure bottlenecks in areas such as 
roads, communications, and urban services, and lack of skilled manpower 
availability could impose severe constraints on potential growth. 

17. Also, some of the gains in reducing illiteracy, infant mortality, 
and nutrition during the seventies are threatened by the sharp cutbacks 
in public expenditures for social programs. The social sector's 
budgetary share declined from 20% or more in the years preceding 1982 to 
around 13% currently. This trend seems unsustainable, given the already 
sharp reduction in real wages, widespread unemployment, and worsening 
inter-personal and inter-regional income disparities, and for the first 
time in many years the 1990 budget provides for a significant increase 
in the social sector's share. 
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18. In recent years, two successive administrations have sought to 
soften the blow of reductions in social expenditures. Global consumer 
subsidies for basic food items have been replaced by less expensive, but 
more targeted, subsidies to the poor. In 1989 a new "National 
Solidarity Program" has set aside US$400 million to coordinate the 
activities of existing agencies and to provide limited additional 
budgetary ~upport for agriculture, infrastructure and social programs in 
Mexico's ten poorest states. 

19. As for the environment, it is widely recognized that the 
cumulative effects of past growth, combined with generations of public 
indifference about ecological issues, have resulted in severe 
degradation of Mexico's air, soil, water, and forestry resources. 
Mexico City is now one of the world's most seriously polluted cities, 
but many other Mexican medium-sized cities suffer from significant 
problems too. The Salinas Administration is the first to recognize the 
urgency of broad-based efforts to clean up the environment and, 
following up on the reformulation of an urban transport project (Loan 
2824-ME) to start addressing the pollution caused by vehicle 
circulation, the Bank is currently involved in the preparation of a 
free-standing project to address the air pollution problem in Mexico 
City. 

20. Given the severe fiscal constraints, the task of rebuilding roads, 
bridges and other infrastructure is being met in limited ways. The 
greatest room for improvement lies in shifting resources at the margin 
away from support of activities, such as telecommunications, which could 
be better carried out by the private sector. This will permit increased 
financing of activities, such as transport. infrastructure, where the 
state's role traditionally has been predominant, even though this is an 
area where private investment. is also being sought. The restoration of 
sustainable growth will require a gradual increase in public investment 
over the next few years (para. 25), particularly for agriculture 
infrastructure, the environment, transportation, energy, and the social 
sectors. 

E. External Debt Reduction Agreement 

21. On September 13, 1989, the Government of Mexico and the Bank 
Advisory Committee representing the commercial bank creditors reached 
agreement on a financing package covering the period 1989-92, 
restructuring approximately US$48.4 billion of Mexico's external debt. 
The agreement consists of a menu of financing options which includes two 
debt and debt service reduction facilities and four new money 
facilities. The debt. relief package was signed at the end of March 
1990. It is estimated to reduce Mexico's annual net transfers abroad by 
almost US$4 billion per year over the 1989-94 period. This reduction 
will have a direct beneficial impact on Mexico's fiscal situation and on 
output growth. At least as important will be the indirect effects 
through renewed confidence. Lower net external transfers mean reduced 
pressure on the exchange rate; this should reduce the risks associated 
with peso-denominated public sector debt, thus taking pressure off 
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domestic interest rates. Indeed, within days of the announcement of the 
terms of the agreement in July 1989, nominal interest rates fell from 56 
percent to 36 percent on an uncompounded basis. At the same time, the 
maturity structure of foreign public debt widened considerably and 
repatriation of over US$2 billion in private foreign capital rebuilt the 
Government's foreign reserves, which are further indications of a 
recovery in p~ivate confidence. 

22. Nominal interest rates have rebounded since September to around 45 
percent currently, a reflection of uncertainties about what form the 
extension of the PECE program (para. 9) will take beyond its June 1990 
horizon, as well as uncertainti~s stemming from the sizeable growth in 
the current account deficit (US$5.6 billion in 1989, compared with US$3 
billion in 1988). The change in the size of the current account deficit 
was largely due to the increased imports drawn in by accelerating 
private sector investment, fast growing consumer imports (though 
starting from a relatively low base), and a drought-induced decline in 
net agricultural exports. Manufactured export growth during 1989 also 
slowed substantially to around 8.5 percent. However, with signs of a 
slowdown in the growth of private investment and a strong recovery of 
agricultural net exports and output already underway, the current 
account deficit is expected to fall substantially in 1990, even before 
taking into account the favorable impact of the debt agreement. This 
agreement is expected to reduce the current account deficit by US$2 
billion in 1990, and by US$1.3 billion annually in subsequent years. 
Thus, external developments look set to improve in the near future. 

F. Macroeconomic Projections~/ 

23. The substantial improvements in macroeconomic performance and in 
structural adjustment are expected to lead to greatly improved prospects 
for sustained growth and improving standards of living. The base case 
starts from an assumption that the 1989 current account deficit, 
equivalent to nearly 3 percent of GDP, will taper to deficits of around 
1.4 percent of GDP over the next five years (see Annex V). These 
moderate deficits should be easily financeable, and are consistent with 
a projected decline in the foreign debt-GDP ratio from 49 percent in 
1989 to 34 percent in 1994. 

24. It is also assumed that the fiscal stance will continue to be 
consistent with inflation targets, which means that the non-interest 
fiscal surplus would by assumption remain at around 6-6.5 percent of 
GDP. This assumed fiscal outcome would be in line with the FY90 budget, 
but significantly below the 8.4 percent of GDP primary surplus actually 
achieved in FY89. From the standpoint of consistency with macroeconomic 
growth and inflation targets, this level of fiscal effort would fall 
somewhat short of what is needed in 1990-91, when domestic real interest 
rates are likely to remain high, but exceed what is necessary in 1992-

~/ Macroeconomic tables are attached as Annex V. 
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94, when real rates, are assumed to drop to a more reasonable risk 
premium over foreign real rates. 

25. Per capita consumption is expected to decline slightly in real 
terms through 1992, before experiencing a sharp recovery in 1993-94.i/ 
As for public investment, it is assumed to recover gradually from 4.2 
percent of GDP in 1989 to around 6 percent of GDP in 1994, enabling the 
Government to address the accumulated bottlenecks in the economy's 
physical and social infrastructure which might otherwise constrain 
growth. Private investment, which rose from a low of 11.6 percent of 
GDP in 1986 to 15.8 percent in 1989 would continue to grow over the next 
several years, attracted by the newly-enhanced investment climate and, 
later in the sexenio, by the steady decline in real interest rates. By 
1994, it is projected to reach around 18 percent of GDP. 

26. As a consequence of the rise in total investment from 18.5 percent 
of GDP in 1986 to nearly 24 percent projected in 1994, real growth would 
accelerate to a projected 5 percent by 1994. Stronger investment growth 
under a smaller current account deficit target requires, of course, 
higher private and/or public sector savings. Private consumption is 
likely to grow faster than GDP over the sexenio. As a consequence, 
virtually all of the growth in investment would have to be financed out 
of increased public sector saving (defined as public investment less the 
operational fiscal deficit), which would rise sharply from 2.1 percent 
of GDP in 1989 to a projected 9.1 percent in 1994. The already 
completed reforms in tax administration and in the structure of personal 
income and property taxation, combined with continued assumed 
improvements in public sector pricing, offer solid underpinning for the 
projection of strong growth in public sector revenues. Substitution of 
public investment for public consumption and the drop in domestic real 
interest rates (projected to lower the domestic public debt service 4.4 
percentage points of GDP between 1989 and 1994) will also contribute to 
higher public savings. 

27. In conclusion, with foreign financing now in place, the program of 
internal reform well-advanced, and the economy in a moderate growth mode 
for the past year, a cautiously optimistic prognosis for Mexico's 
recovery in growth seems justified. Moreover, Mexico's debt indicators 
are projected to decline substantially. With a continuation of the 
Government's reform program, investing in Mexico would offer prospects 
of a high pay-off. Under the proposed project we would intend to 
closely monitor the evolution of economic events and to carry out an 
assessment of the medium term macroeconomic framework prior to second 
tranche release. 

II The projections discussed in this chapter have been ,generated with 
the help of an econometric model described in Growth, External Debt, and 
the Real Exchange Rate in Mexico, S. van Wijnbergen, Working Papers, 
August 1989. 
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PART II - SECTORAL CONTEXT 

A. Introduction 

28. In the past two decades there has been a growing awareness all 
over the world of the negative effects of excessive regulation on 
private invesl;ment, productivity and growth. The original rationale for 
regulation had stemmed from the concern that economies of scale led to 
natural monopolies and that such monopolies would result in an 
inefficient allocation of resources. In addition, it was feared that 
unregulated competition could negatively affect quality and reliability 
(or safety) of service. However, by the seventies greater concern was 
being expressed that regulation limited innovation, sheltered 
inefficiency and led to resource misallocation. In addition, questions 
on the appropriate role of the state were brought up, in many cases 
prompted by generalized concerns about the financing of public sector 
budget deficits. This has been reflected in a move towards the 
liberalization of markets previously not open to competition, and in 
enhanced private sector participation in activities that had before been 
reserved to the public sector. 

29. Mexico has been taking important steps to spur privatization and 
to adjust the regulatory framework in line with the considerations 
outlined above. Most important has been the liberalization of trade, 
reflected in a significant elimination of quantitative restrictions and 
reduction in the level and coverage of tariffs (para. 12). The Bank has 
supported this process through several loans and progress has exceeded 
the targets agreed therein, as well as commitments under GATT, which 
Mexico joined in 1986. Another important area of policy reform has been 
direct foreign investment (DFI). The rules governing DFI were 
liberalized in May 1989, opening new areas for DFI, allowing majority 
foreign ownership and simplifying the procedures for licensing (para. 
13). A third area of policy reform has been the banking system, which 
had been subject to quantitative credit controls that now have been 
lifted (para. 14). Finally, reforms in the industrial sector in general 
(such as reduction of domestic content requirements and investment 
incentives) and in some subsectors in particular (i.e.: petrochemicals) 
also deserve to be highlighted, as they underscore the coherence and 
sense of direction of the overall program. 

30. Within the above general policy framework, the Government has 
embarked on a program to expand the role of the private sector to areas 
previously reserved to the public sector. The de la Madrid and Salinas' 
administrations have made substantial progress in the divestiture of 
public enterprises (para. 15), and a program to continue the 
disengagement process has been agreed with the Bank under the Public 
Enterprise Reform Loan (Loan 3086-ME). In a number of sectors hitherto 
reserved exclusively to government ownership, new initiatives are being 
undertaken to attract private sector participation and investment. For 
example, the Government is considering cogeneration alternatives which 
would attract private capital to the power sector. In water supply, 
private provision of water services is being tried on a pilot basis in 
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Aguas Calientes. In urban transportation, the public bus lines serving 
Mexico city may be turned into cooperative enterprises. In highway 
construction, concessions are being given for the construction and 
operation of privately financed toll roads. 

31. The two sectors on which the proposed project focuses (road 
freight transportation and telecommunications) would also be the subject 
of major policy changes in line with, and supportive of, the broad 
reform processes discussed above. Transportation and telecommunications 
are services on which all business activities rely, and their timely 
availability, quality and cost have important effects on a wide range of 
products and servkes and play an important role in facilitating trade. 
The proposed loan would support the Government's programs in these two 
sectors and would promote institutional changes to ensure the success of 
the program. In addition, through a parallel loan, the Bank would 
provide technical assistance to the telecrnoornnications sector regulatory 
body. 

B. Road Transport 

32. The regulation of road freight. transportation is a common 
practice. It is normally justified on grounds of safety, reliability of 
service and stability of rates . Competition in the sector is feared to 
be ultimately destructive of the ability of the industry to offer good 
service. However, there are many countries where the industry is free 
from most Government regulation and operates in an efficient manner. 
The costs of trucking regulation arise from inefficient provision of 
services, shifting of traffic to less economical modes, higher costs of 
transportation and reduction in total transportation volumes. A study 
conducted in the USA in 1975, before deregulation, had estimated that 
these costs could amount to as much as one third of the income generated 
in road transportation.~/ As we discuss below, the Mexican regulatory 
framework involved an even higher degree of interference with market 
forces than in the US, so that its cost could well be in such range.11 

33. Besides freight transportation (trucking), which--together with 
telecommunications--is the focus of the proposed project, road transport 
also includes bus passenger and tourism services. Currently, buses are 
given permission to operate only on specific routes, and entry to the 
market is highly restricted. In order to provide a permit for a 
set·vice, SGT consul ts existing providers, which has led to a very 
concentrated market structure. The Goverment now intends to deregulate 

~/ T. Gale Moore "Deregulating Surface Freight Transportation" in A. 
Phillips (ed), Promoting Competition in Regulated Markets, The Brookings 
Institution, Washington, D.C. 1975. 

11 The Mexican Government conducted a preliminary study on the 
welfare cost of regulation in trucking, which estimates that it amounted 
to 1/2% of GNP. 
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entry, requiring min1mal formalities to change routes. Transport 
services for tourism were deregulated in March 1990. Before then, these 
services were provided through a Government monopoly and the level of 
service was generally considered to be very poor. SCT has now 
eliminated this monopoly and will issue permits to all interested 
operators. Route and tariff restrictions have been eliminated and tour 
operators are' free to contract transport services. Foreign vehicles 
bringing in tourists from abroad are now allowed into Mexico, which 
could be an important measure to promote tourism and improve the balance 
of payments. While outside the scope of this proposed project, the 
policy measures outlined above highlight the breadth and coherence of 
the Government's reform program. 

34. While in the past regulation may have helped the development of 
the road freight transport industry, the Government has now reached the 
conclusion that the regulatory framework has been defeating the purpose 
for which it had been conceived. The Bank's sector dialogue with Mexico 
during the last two or three years has been increasingly focused on this 
issue, developing awareness of the problems and promoting discussion on 
alternative ways to address them. In mid-1988 the findings of a study 
conducted by the Bank among industrial users, showed generalized concern 
with the poor quality of trucking services. The main issues to be 
addressed in the trucking industry and the Government's policies and 
actions are outlined below. 

Trucking Entry Restrictions 

35. In the past many restrictions to entry into the trucking industry 
have limited competition and reduced efficiency: 

(a) Federal trucking concessions. In order to provide public 
trucking services, trucking firms were required to obtain a 
concession to operate from the Ministry of Communications 
and Transport (SCT). The concessions, by law, were given 
primarily to existing concession holders and the 
administrative procedures for determining the need for 
additional service depended on the opinion of existing 
service providers. These procedures strengthened the 
position of existing firms and led to the formation of 
cartels. 

(b) Corridor Assignments. The country was divided into eleven 
corridors and each trucker needed a permit to operate 
within a specific corridor. As a result, both truckers and 
shippers experienced increased costs. For the truckers, 
down time increased and load factors reduced as the 
restrictions constrained their options for backhauling and 
made it more difficult to match their supply with available 
demand. For the shippers who wanted to send cargo across 
corridors, indirect routing was necessary or special 
arrangements with higher tariffs had to be made. 
Furthermore, the corridor system tended to favor existing 
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spatial concentration, since the corridors tended to radiate 
from Mexico City. 

Freight centers: Truckers, especially small operators, were 
originally encouraged to form freight centers so that they 
could take advantage of economies of scale for common 
services (such as the provision of spare parts, insurance 
and paperwork), and facilitate cargo movements. While these 
services are supportive of the industry, the freight 
centers, partly as a result of their market knowledge, in 
recent years limited entry and tended to form cartels in the 
assignment of cargo. Some freight centers adopted a roll 
call, first-come first-serve queuing system for truckers to 
be given access to cargo. As a result, shippers had little 
say in the selection of the trucker and the benefits of 
either competition or a close working relationship were 
foregone. Moreover, the centers were increasingly reluctant 
to allow return loa.d facilities to other centers even on the 
same route, and opposed allowing vehicles from other routes 
to operate within their service area, even when transport 
was in short supply. 

(d) Container Movements: Regulations also inhibited the 
efficient circulation of containers. To optimize the 
handling of international container movements, Multimodal, a 
semipublic company, was created by SCT in 1981. The company 
was expected to perform the role of a national freight 
forwarder, undertaking a host of complex services, ranging 
from packaging to arranging insurance and delivery. 
However, in practice, as a result of Multimodal's monopoly 
status and partly because of its lack of expertise, which 
requires a detailed knowledge of shipping markets and costs, 
international container shipments were not handled in an 
efficient manner. Instead, collusion between Multimodal and 
the freight centers led to a system of surcharges and 
unofficial payments which often far exceeded the stated 
tariffs. More important than the shipping costs, service 
standards were low and deliveries often delayed. As a 
result, there has been a strong tendency for container 
traffic to be confined to the port area, thus foregoing the 
large potential benefits of door-tu-dour delivery, which is 
the main advantage of the intermodal technology. In 
addition, customs regulations did not permit containers that 
were tPmporarily brought into the country boxing imports to 
be used to transport domestic cargoes, which resulted in 
empty nwvements of containers and in an uneconomic 
utilization of their transportation capacity. 

(e) Cargo Handling Concessions. SCT granted concessions for 
handling cargo movements at the railroad stations and border 
customs facilities, as well as for the drayage services to 
cross the border. In most cases goods could not be removed 
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without the services of the concessionaire. As with the 
federal trucking concessions, entry was limited and cartels 
were formed, which tend to increase costs and reduce service 
quality. 

(f) International trucking. While cargo trailers are allowed to 
~ross the international borders and proceed to their final 
destination with unloading and loading, the tractors (power 
units) are not permitted (neither by Mexico nor by the U.S.) 
to cross. To undertake the exchange of trailers at the 
border, drayage services have developed. The regulations 
for these services vary depending on the cities and states 
involved on both sides. In most cases the Mexican drayage 
firms (which often operated as cartels) are allowed to bring 
and take trailers across the US harder within a commercial 
zone which is usually limited to the urban area at the 
border. The US drayage operations, on the other hand, are 
generally more restricted; sometimes they are not allowed to 
cross the border areas or to pickup return loads. Besides 
the increased costs of exchanging power units and drayage 
services, customs delays in the clearance of goods are often 
experienced on both sides. An additional difficulty has 
been that the high-growth "maquiladora" (in-bond assembly) 
industries have not. been permitted to transport their own 
products in their own private fleet, which led to 
inefficiency and higher costs. 

(g) State Restrictions. Besides the Federal regulations, some 
states have restrictions which affect intrastate movements 
of cargo. In some cases, concessions are required for 
specific cargo and/or route movements on state highways. A 
review of state regulations in Chihuahua, Jalisco, Puebla, 
Veracruz and the state of Mexico generally indicates that 
state regulations do not, in general, pose major issues as 
intrastate traffic is not very significant in comparison to 
interstate transport. However, state regulations do affect 
the movement of some agriculture, forestry and construction 
industry products. 

The Government Program to Eliminate Trucking Entry Restrictions 

36. The recently issued National Development Program (NDP) for 1989-
1994 outlines the general policy framework under which the Government 
expects to achieve its objective of modernization in the road transport 
industry, so that the quality of services may be improved and costs 
reduced. The basis of the program is that private investments and 
competition would be encouraged and the development of multimodal 
transportation would be pursued. In accordance with the NDP, on July 6, 
1989, the Government signed an agreement with the private sector which 
spelled out sector objectives and mutual commitments to modernize the 
road transport industry. Subsequently, on July 7, 1989 new regulations 
governing trucking and inter-modal transport were approved by decree. 
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37. The main points of the new regulations, that address the entry 
issues raised above, are: 

(a) Federal trucking Permits: The public service notion, which 
was behind the concept that trucking operations require a 
concession, has been abandoned. Entry requirements have 
been eliminated and clear guidelines have been provided for 
obtaining permits. The trucker need only to prove his 
identity and vehicle ownership to get a permit, which is 
easy to obtain. This will allow an increase in the number 
of truckers that may engage in public transport and allow 
the legalization of an estimated 20,000 truckers that were 
operating outside the previous system. From August through 
December 1989 over 8500 permits have been granted (i.e.: 
about three times the number issued during 1986-1988). 
Also, own-account operators are now allowed to transport 
third party cargo. 

(b) Route assignments. The corridor restrictions have been 
eliminated and trucks have been freed to transport 
interstate cargo throughout Mexico. Direct shipments 
between former corridors are permitted without additional 
costs and truckers are free to offer their services 
throughout the country . 

(c) Freight centers. Truckers do not have to belong to freight 
centers to obtain cargo and shippers are free to use the 
trucker of their choice. The freight centers no longer 
control cargo shipments and certify the shipment bill of 
lading. 

(d) Container movements. The new regulations allow containers 
to be transported without Multimodal's services and entry 
into the provision of inter-modal services (under which the 
transporter is fully responsible fur door-to- door 
shipments) has been opened up. Six new firms have already 
obtained permits to provide these services and applications 
from six additional firms are currently being processed. In 
addition, in January 1990 restrictions on the use of 
international containers for the transport of domestic cargo 
were lifted. This is expected to increase container 
utilization and, hence, efficiency. 

(e) Cargo handling concessions. In January 1990 new regulations 
were issued to allow open entry to the provision of cargo 
handling services at railroad stations and customs 
facilities. These regulations forbid giving extlusive 
rights fur the provision of these services and provide 
flexibility for rate charges. Operators with federal 
trucking permits will automatically be allowed to provide 



- 16 -

cargo handling services in federal areas (railroad stations, 
customs and border crossings). 

(f) International trucking. Discussions under GATT are taking 
place between the USA and Mexico on border trade issues and 
a fourth meeting was held in January 1990. The new 
i;egulations issued in January 1990 allow open entry for the 
provision of drayage services (which also includes border 
crossings) so that the present cartels are being broken. In 
addition, the "maquiladoras" are now allowed to transport 
their own products in their own trucks across the border. 

(g) State Restrictions. SCT has developed a plan of action to 
sign agreements that will cover road transport in the areas 
of freight, passenger and tourism with every individual 
state where this is warranted, in order to eliminate state 
transport restrictions. The Federal Government will provide 
state licenced carriers with permits to operate on the 
Federal network and, in exchange, the States will adjust 
their regulatory framework to the deregulated Federal one. 
While the states have autonomy to regulate intrastate 
transport, the elimination of state regulations would be in 
line with federal policy. All agreements are expected to be 
finalized by March 31, 1991. 

Official Trucking Tariffs 

38. In the past, the official trucking tariffs were set by SCT. While 
formally the tariffs were not negotiable, in practice some flexibility 
existed, especially in the form of discounts for large powerful users 
and, conversely, surcharges by powerful truckers. Furthermore, the 
tariffs, which were c lassified into five rate categories and fixed on a 
countrywide basis, often bore little or no relationship with the costs 
for a specific shipment. Thus, supply tended to be more available in 
some areas and less in others, depending on the relationship of the 
tariffs to costs. 

39. In July 1989 regulations were issued which allowed "official" 
tariffs to be regarded as maximum rates. It then became legal to 
negotiate individual rates taking into account the specifics of the 
goods to be transported, provided they did not exceed the maximum 
official rate. Also a 15% surcharge on rates on imported goods was 
eliminated. More recently, in January 1990 the tariff ceilings were 
also eliminated, as well as the application rules that set values for, 
among other services, pick up-delivery, cargo insurance, exclusively 
served customers, empty back-hauls and warehouse spaces. Thus, rates 
may now be freely negotiated between the trucker and the customer. 

Automotive Industry 

40. The automotive industry, consisting of auto, truck, and bus and 
parts producers, faces numerous regulations which greatly increase the 
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effective costs of vehicle purchase and maintenance . In line with the 
government's previous import substitution policies, protection in the 
form of high tariffs and numerous import quota restrictions exist. For 
automotive production, the effective protection is currently estimated 
at about 50%, compared with the 15% average for the manufacturing 
industry as a whole . In addition, all producers must comply with 
domestic component restrictions which vary depending upon whether 
production is for the domestic or export market. Furthermore, the 
number of lines and models which producers may manufacture is limited. 
Foreign ownership of domestic auto parts firms is also limited to 40%. 
Only the "maquiladoras" which produce auto parts for export are exempted 
from the above regulations. 

41. The automotive industry issue is being addressed under the 
Industrial Sector Policy Loan (ISPL), approved in June 1989, under which 
the Bank and the GOM agreed on an action plan to deregulate the 
automotive sector. In compliance with this commitment, on December 11, 
1989 the GOM published two decrees which represent a major step forward 
in the liberalization of the sector and which exceed substantially the 
actions required under the ISPL. The regulations governing the 
automotive industry have been changed to ensure that truckers will he 
able to purchase units of international quality at international prices 
and starting with model year 1991 the import of tractor trailers will be 
allowed (starting in 1992 also heavy trucks) if domestic prices exceed 
the international level. In addition, restrictive regulations on the 
organization of truck production, such as national integration 
requirements, compulsory incorporation of domestic components into 
vehicles and the majority national ownership requirement have been 
eliminated. The plan also calls for: 

(a) opening up the import of buses (which has already taken 
place), and of automobiles, light and medium trucks, 
beginning with the 1991 model year; and 

(b) gradual reduction of domestic content requirements for the 
vehicles listed above and for auto parts, and progressive 
removal of quantitative restrictions on auto part imports. 

Highway Safety and Environment 

42. While on economic grounds a convincing case may he made that most 
regulations which restrict entry and limit price competition should be 
eliminated, there is an economic rationale for safety , environmental and 
vehicle loading controls, based on the externalities that they cause. 
The total number of road fatalities in Mexico is estimated to he about 
15,000 per year and a rough estimate made by the Bank in 1987 indicates 
that the proportion of the number of persons killed on Mexican highways 
to the number of accidents was six times higher than in Sweden. 

43. SCT's road safety policy, outlined in the 1989-1994 national 
program for transport modernization, seeks to substantially reduce the 
number of traffic fatalities and injuries. However, although much good 
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work is being done by various agencies to improve road safety, 
coordination is weak and policy objectives are not clearly defined. To 
address this problem, the Government has strengthened the interagency 
group that is responsible for these areas. An expanded interagency 
group will bring to bear the views of all affected parties, and is 
perceived as the first step towards effective coordination. While an 
accident data ,collection system exists, collection, storage and analysis 
require improvement so that the data for the entire country is presented 
in a consistent way and subsequent action programs formulated. 

44. At present, Mexico lacks an adequate inspection system to monitor 
vehicle safety. The present system allows potentially dangerous 
vehicles to use the public roads, and at least 7% of the accidents are 
due to vehicle factors, such as bad tires and brakes. However, it would 
be of little value to invest in expensive testing facilities and to 
employ a large number of inspectors if there is no confidence on the 
results that such system would deliver. Furthermore, at a time when the 
size of the public sector is being reduced, the merits of such an option 
become questionable. Hence, an alternative which would be better suited 
to present circumstances would be to promote insurance against third 
party claims, which over time should result in better monitoring of the 
conditions of vehicles and of driver behavior; this is the course that 
the Government intends to follow. 

45. A particular safety concern is the size and heavy loads of the 
cargo truck fleet. Overloaded axles of trucks cause severe damage to 
highway pavements, which increases the risk of accidents and results in 
shorter road life and high maintenance costs. The cost of the resultant 
damages caused to bridges and to pavements is borne by the highway 
authority, and the increased cost of accidents have to be met by the 
community. While 1i ttle data is presently available, axle over loadings 
are suspected to be most serious on roads connecting major port areas, 
where cargoes are concentrated and heavy industries are located . This 
problem is to be addressed, in a first stage, by a study that has 
already been contracted which will first collect. information on vehicle 
sizes and loadings and, in subsequent stages, analyze policy options and 
recommend measures to enforce vehicle size and weight regulations . 

46. Another problem related to security, and which business firms 
report tu be a major concern, is loss and damage to cargo. At present, 
the trucker's responsibility for cargo loss is limited to only Mex$ 
800/ton (US$0.31) and provides little incentive to care for the cargo. 
Until January 1990, a further regulation indicated that the shipper 
could insure his cargo by paying the trucker a fixed rate of 3 mills per 
declared value. The fixed rate did not take into account the type of 
product shipping risks, which are independent of the cargo value. While 
now the rate for incremental insurance may be negotiated freely, the 
limit on the trucker's responsibility has not. been updated. The 
Government is now reviewing the limit and a decision is expected soon. 

47. Regarding the environment, the key concern is with air pollution, 
particularly in the Mexico City metropolitan area. At present SEDUE and 
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SCT are drafting norms to control bus and truck noise and air pollution, 
requiring periodic inspections which would be conducted by private 
service stations. In addition, programs to improve the quality of fuels 
are under way. The Bank will also provide assistance to address the 
specific problem of Mexico city through Loan 2824-ME (which was amended 
in January 1990 for this purpose) as well as through a proposed free 
standing project which is now in an advanced stage of preparation. 

Pricing, Cost Recovery and Taxation 

48. Sector cost recovery: If transportation is to be used in the most 
efficient way, users should face charges that adequately reflect the 
true cost of the mode chosen. In this context, a study conducted by the 
Bank indicates that while overall road costs are being recovered there 
are cross-subsidies between automobiles and trucks. By late 1989 trucks 
were only paying for a small fraction (about 15%) of the costs which 
they caused to the highway network . This result was essentially due to 
the relatively low domestic price of diesel fuel, which in November 1989 
was Mex$ 445/lt (US$0.65/gallon), above the international border price 
but not enough to allow adequate cost recovery. On December 1, 1989 the 
price of diesel was increased by 5.6% and this increased cost recovery 
from trucks to about 50%. Further measures . would still be required to 
raise cost recovery to an acceptable level. These could involve some 
additional increase in the price of diesel and/or an increase in direct 
taxes or license fees paid by truckers. The Government's development 
policy letter confirms its commitment to the objective of full cost 
recovery. 

49. Railroad tariffs. Also related to the issue of market pr1c1ng, is 
the present structure of railroad tariffs, since trucks compete with the 
railroads for traffic. In general, the tariffs charged by the railroads 
for the transportation of key commodities fall short of long run 
variable costs. This should be corrected to avoid a misallocation of 
traffic between trucks and the railroads. This issue is being addressed 
under the Railway Sector Loan (Loan 2575-ME) but the constraints placed 
by the ongoing stabilization program to public sector price adjustments 
have resulted in a build-up of distortions over the past two years. The 
Government has now decided to substantially increase FERRONALES' rates 
within the next few months, so as to realign them with economic costs. 
In addition, under the Public Enterprise Reform Loan (Loan 3086-ME) a 
study of railway rates has been initiated and, upon its completion in 
September 1990, it will provide an improved data base for relating 
railway rates to economic costs. Lastly, on January 26, 1990 the 
Government passed a decree which provides general guidelines for the 
operation of all public enterprises. The decree highlights the 
objective of fostering managerial autonomy, establishes that public 
sector prices should reflect opportunity costs or should be based on 
economic criteria, and assigns freedom to the enterprises to 
periodically adjust their prices based on these criteria, subject only 
to a five day prior notification to the Government. Thus the decree 
provides an excellent framework for the future. 
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50. Taxation. Because of a special provision, the Mexican transport 
sector was exempt from income taxes as well as from value added and 
ownership taxes. Instead, since 1966 truckers were required to pay a 
direct tax which was a fixed amount per operated vehicle. The amount 
varied according to the type of vehicle and the kind of service it 
provided but on average was very small and, as a result, revenues 
obtained from this tax were minuscule. Not only did this cause a 
distortion in the pricing and allocation system, it was a major loss of 
tax revenue since the transport sector accounts for about 7% of GDP and 
the Bank estimated that a large revenue potential from taxing truckers 
under the general income tax regime was not being tapped. The exclusion 
also presented an avenue for tax evasion, since a manufacturer could 
start a trucking operation to escape corporate income taxes. Within the 
1990 budget that was approved by Congress, the exemption of the trucking 
industry from income taxes, value added and ownership taxes was 
eliminated. This action thus closes a large loophole in the tax 
structure. 

Road Maintenance and Efficiency 

51. Closely related to the pricing and taxation issue is the amount of 
expenditures on road maintenance, since the condition of the roads 
directly influences costs and tariffs. About 20% of Mexico's 45,000 km 
long Federal Highway Network (FHN) is badly deteriorated, mostly due to 
inadequate maintenance over the past several years. The backlog of 
deferred maintenance is estimated to be over 50% of the federal highway 
network (i.e., about 25,000 kms). The problem is expected to increase 
in severity, particularly as the funds currently allocated to 
maintenance fall short of estimated needs. During the 1987-89 period 
routine maintenance was carried out only on about 20% of the FHN. 
Furthermore, to add to the difficulty, for budget management reasons the 
funds released to SCT often arrive during the second half of the 
calendar year while the main maintenance and construction period during 
the dry season occurs during the first half of the year. 

52. An analysis of SCT's expenditures during the 1983-88 period 
indicates that only about half of their budget was spent on maintenance 
and rehabilitation activities. The remainder of SCT's resources was 
spent on new construction and on widening existing roads. While new 
construction and widening can provide acceptable returns, numerous 
studies both in Mexico and other countries have indicated that 
maintenance activities (preservation of the existing roads) show the 
highest returns and are the best use of limited resources. The 
Government's development policy letter underscores the priority it 
assigns to highway maintenance and this has been reflected in its recent 
decision to increase the originally proposed 1990 budget for maintenance 
by about 40%. 

Reorganization of SCT 

53. As a result of the steps already taken, many of SCT's regulatory 
functions in the transportation sector are being eliminated or reduced, 
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particularly within the General Directorate of Land Transport and 
Tariffs. To enGure the efficient use of personnel SCT conducted an 
internal reorganization (including reductions in personnel, suppression 
of a department and reassignment of its staff, and reformulation of the 
functions of two other departments) to align its structure with its 
revised role in the sector. This reorganization is substantially 
implemented, and only some fine tuning is likely to be needed in the 
months ahead. 

C. The Telecommunications Sector 

54. In recent years the telecommunications sector has been the focus 
of worldwide attention. The success of a recent Bank seminar in Asia~/ 
testifies to the growing interest in management and restructuring 
options for the sector. Following the break-up of AT&T in the USA, and 
the move towards privatization and a more competitive environment (as 
well as innovative concepts in regulatory practice) in the UK and other 
large industrialized countries (such as Japan, France, Germany, 
Netherlands and Australia) there has been a widening interest in the 
potential of sector reforms. The underlying technological and economic 
forces of change are by now clearly visible in developing countries. 

55. As noted in the IBRD book mentioned above, in most developing 
nations telecommunication services are provided by the public sector. 
Often quality of service is poor and there is a large unmet demand. 
Sector investments, constrained by overall ceilings on total public 
sector investments, fall short of needs and charges tend to be 
influenced more by political factors than by financial and economic 
considerations. At the same time, technologies are in a process of 
constant change, costs are dropping and the uses of telecommunications 
in business are expanding. The inability of the sector to respond to 
demand is a major challenge faced by the developing world, and Mexico is 
no exception. 

The Mexican Telecommunications Sector 

56. TELMEX has a monopoly on telephone service. Until 1972, TELMEX 
was controlled and managed by the private sector and still today 49% of 
its stock is publicly traded (both in the Mexico and in the New York 
stock exchanges), while the other 51% is held by the Government. TELMEX 
is run as a government enterprise, and its tariffs, investment 
decisions, finances and management are constrained by the same factors 
as in other parastatal enterprises. SCT is responsible for 
teleconmwnications sector policy and regulation. The latter includes 
licensing of private networks, approval of customer premises equipment, 
and planning, administering and monitoring the use of the radio 
spectrum. Until late 1989, SCT also had direct operational 

~/ B. Wellenius, P. Stern, T. Nulty and R. Stern (editors), 
Restructuring and Managing the Telecommunications Sector, The World 
Bank, Washington D.C., May 1989. 
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responsibility for the provision of some services (mainly telex, data 
transmission, operation of a sizable, but antiquated, microwave network, 
a modern but underutilized domestic satellite system, and a network of 
maritime coastal stations). 

57. Mexico's present telecommunications system is a major constraint 
to economic growth, particularly industrial production and export 
activities. There are over 1.5 million applications for telephone 
service awaiting installation (and many more potential subscribers that 
do not bother to apply given known long delays in obtaining service)l/. 
Telephone service is also of poor quality, unreliable, and heavily 
congested (it is virtually in~ossible to get through during peak 
business hours). In the recent past, TELMEX has installed about 230,000 
lines per year, which barely keeps up with the growth of demand. More 
advanced services (e.g., facsimile, data transmission, cellular 
telephony, access to time-shared data processing and data banks) are 
only in their infancy. Given Mexico's drive to open its economy, it is 
becoming increasingly important to ensure that business firms operating 
throughout Mexico have access to state-of-the-art telecommunications and 
information services, and that households gain access to markets and 
business activities through a more effective basic telephone 
infrastructure. 

Sector Issues 

58. Senior government and TELMEX officials have given much careful 
thought to the four key sets of issues that need to be addressed in 
order to overcome the above deficiencies: 

(a) What role should the private sector play in 
telecommunications'/ In particular, how can the huge 
investments required to expand and modernize services be 
funded? And what functions should remain with the 
government? 

(b) To what extent, and how, should competition be developed? 

(c) What would be an appropriate regulatory framework? In 
particular, what should be the price and tax regime? How 
can the required regulatory capacity be developed? And, 

II Mexico's 5.3 connected telephone lines per 100 inhabitants is 
somewhat less than the average for Latin America (about 6) and well 
below other newly industrialized countries (e.g., Korea 15, Singapore 
30). Only 18% of Mexican households have a telephone (compared with 
about 40% in Spain). Furthermore, there are large imbalances among 
states (e.g. 11 lines per 100 inhabitants in the Federal District 
compared with 3 lines per hundred in the states of Mexico, Veracruz and 
Michoacan) and between urban and rural areas. 



- 23 -

(d) How can the conflict of interest between the government's 
regulatory functions and its operating responsibilities be 
reduced or eliminated? 

These issues are linked to broader aspects of the Government strategy 
which, as noted earlier, seeks to spur private sector development and 
non-traditional exports and reduce public sector participation in 
business activities where the public sector does not have a comparative 
advantage or very clear rationale for its involvement. 

59. Private Sector Role. There is now a widespread perception, which 
the Bank shares, that under private ownership TELMEX would face less 
constraints in mobilizing funds and operating as an efficient business 
than it does as a parastatal enterprise. In addition, in the context of 
appropriate sector policies it would be more responsive to changing 
market requirements and technological opportunities. There is also the 
idea that ownership of a substantial proportion of TELMEX stock by a 
foreign operating company would bring in expert telecommunications 
management to steer TELMEX towards more efficient commercial operation. 
In order to prepare TELMEX for sale, in October 1989 the Secretary of 
Finance (who is responsible for handling the placement of TELMEX shares) 
was appointed as chairman of the Board and a new director general took 
over as chief executive. Furthermore, in January 1990 a Mexican 
investment bank, "Banco Internacional", was appointed to handle the 
sale. 

60. Competition. The Bank also shares the view that new private 
service providers should be allowed to enter the market under a 
regulatory framework which limits Government intervention as much as 
reasonably feasible. Such competition would help meet outstanding and 
new demands, particularly for advanced business services where 
innovation and responsiveness, rather than scale and scope, are the key 
determinants of performance. Competition would also press TELMEX to 
accelerate network growth, improve the quality of its services, and 
contain costs. 

61. Policy decisions are required, however, on the competitive supply 
of services, participation of monopoly entities in the competitive 
segments, and relations between both. Unfettered competition would 
result in wasteful duplication of facilities, loss of benefits due to 
excessive network fragmentation, and dilution of surplus funds needed to 
complete the basic national telecommunications infrastructure required 
for economic development reasons. 

62. Regulation, Pricing and Taxation. As the state moves out of the 
business of providing telecommunications services, it becomes necessary 
to revise the policy and regulatory framework and build up a public 
regulatory capability. First, regulatory objectives suited to a mix of 
private competitive and monopoly services need to be clearly 
established. Second, the role of pricing as a means to ensure efficient 
allocation of resources must be recognized and principles developed to 
set prices in such cases where market mechanisms may be inadequate. 
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Third, areas where disagreement between affected parties may arise must 
be identified and processes established to resolve disputes and ensure 
fairness in decision making. Finally, transparency and accountability 
must be brought into the picture to attract public trust and support for 
the proposed changes. The extent and pace at which Mexico can build up 
effec tive, trustworthy regulation will be a key factor in the success of 
privatization , and competition. 

63 . A critical area for regulatory improvement is that of pricing. 
Until January 1990, installation charges were very high, monthly network 
access and local usage charges were very low, and tariffs on 
international calls (especially to the USA, which accounts for about 90% 
of the traffic) were extremely high. These price distortions induced 
excessive use of some facilities while penalizing others (especially 
burdening international business activities with prices that were 
significantly higher than those of Mexico's foreign competitors or 
partners). In January 1990 cross subsidies were significantly reduced, 
with some charges for domestic calls increasing as much as twelve times 
and rates for international calls dropping by about 35%. As TELMEX is 
privatized, it becomes increasingly important to establish a process for 
the periodic adjustment of tariffs that reflec ts the objective of 
promoting efficiency, while ensuring an adequate level of 
profitability~/. Considerable progress has been made in this regard and 
the Government has now decided to rely on price-cap mechanisms, which is 
in line with the prevailing thinking in the USA, UK and other countries 
that have moved towards privatization. 

64. Until recently, taxation was also a major issue. Telephone users 
had to pay a tax (inclusive of VAT) which ranged between 22% and 72% 
(depending on the type of service). On average, TELMEX suscribers paid 
more than 50% in taxes, which was the highest of a group of 76 countries 
studied by the Bank. Over the past several years, while the Government 
did provide funds for investment to TELMEX, the sector remained a net 
contributor of funds to the Treasury. It is estimated that in 1989 the 
net transfers (all taxes minus funds provided for investment) from 
TELMEX to the Government amounted to the equivalent of about US$640 
million. It was increasingly felt, however, that as the sector was 
opened to competition, telephone taxes had to be reconsidered to avoid 
misallocation of resources . Applying VAT to telephone services is 
perfectly justifiable (indeed necessary to avoid distortions). So is 
taxing income under the same rules and applying the same rates as for 
other business activities. On this basis the tax regime was 
substantially realigned in January 1990 . The new regime does provide 
for a tax on revenues (in additon to VAT and income taxes), but this new 
tax (which replaces the old tax on telephone users) is a major 

~/ Often the marginal cost of providing telecommunications services 
is lower than average cost (mainly due to economies of scale and 
technological innovation). Thus deviations from efficient prices may be 
required to ensure full cost recovery and generation of operating 
surpluses to sustain rapid expansion and modernization. 
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improvement. It allows for a substantial investment credit and may be 
deducted from income taxes, so it may reasonably be expected that its 
financial impact on TELMEX will be negligible but it will serve to 
reduce accounting profits, and hence avoid a large increase in employee 
participation in profits. The recently enacted price and tax changes, 
coupled to a phasing out of Goven~ent contributions to investment by 
the time that TELMEX is privatized, are expected to result in TELMEX 
payments to the Government of about US$754 million in 1990.2/ In the 
medium term, increased private participation in the sector will result 
in system growth and increased fiscal revenues, so that by 1994 these 
would rise to about US$1,460 million. 

65. There are also areas of essentially technical (as distinct from 
economic) regulation that need attention. Management of the radio 
spectrum, a scarce natural resource, is already antiquated and 
ineffective; with the advent of more private networks and service 
providers, this may prove an intr•ctable bottleneck unless extensively 
modernized. Under a proposed Technical Assistance Loan that is being 
processed in parallel to this operation, the Bank would assist TELMEX in 
this field. Also, maintenance of national fundamental technical plans 
(for signalling, numbering, etc, required to facilitate 
interconnectivity among national network segments and with international 
standards) is currently the responsibility of TELMEX; as TELMEX is 
privatized, and competition develops, responsibility for this function 
must be taken over by an entity that is independent of the operator. 

66. Lastly, there is the need to concentrate in a single agency a 
number of regulatory functions now dispersed between several. In 
particular it would be advisable to consolidate the tariff oversight 
function, in which SCT, SHCP and, in some way SPP, are now presently 
involved. This would automatically take place once TELMEX becomes 
private, as the role currently played by SHCP and SPP, arises from the 
"public" nature that TELMEX now has. The need to strengthen SCT's 

2/ The windfall effect on Government finances of the sale of its 
shareholdings in TELMEX should also be taken into account. TELMEX's net 
book value is about US$3.3 billion. Based on the current market price 
of TELMEX shares in the Mexican stock exchange, the Government's 
holdings in the company would be worth over US$2 billion, but now that 
tariffs have been substantially aligned with economic costs it is 
expected that such value will rise. In this context the pace of 
divestiture is likely to have significant financial implications. One 
of the key objectives of the strategy that the Government, with the 
assistance of investment bankers, is now developing is to obtain the 
best possible deal, while meeting the other objectives of the 
divestiture process. To achieve this, the Government will initially 
sell about 20% of the shares (i.e.: less than 40% of the Government's 
holdings) which will provide the purchaser with a controlling interest 
(because of the higher voting rights that will be attached to these 
shares). 
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telecommunications regulatory capability is based on TELMEX' significant 
monopoly power, and is addressed by the Technical Assistance project 
being proposed in parallel with this operation. 

67. Divestiture of SCT's Operations. An essential element of sector 
reform must be separating operational activities under SCT from its 
policy and regulatory responsibilities. This would substantially reduce 
the risk that SCT would seek to protect its own business activities at 
the expense of overall sectoral development. It is also essential to 
give adequate assurances to private investors (particularly those 
expected to buy TELMEX) that state operations will not be used as a tool 
for arbitrary interference in the market. To achieve this, the 
Government has decided to reorganize SCT's operations under an 
autonomous state enterprise, TELECOMM, subject to the same rules and 
regulations as any private operating entity, and without further 
Government financial support. 

The Government's Telecommunications Program 

68. The Government has decided that a major effort to step up the pace 
of telecommunications development is required, and has set as a goal an 
investment program of about US$10 billion over 6 years (1989-1994), 
which would allow increasing the telephone density from about 5.3 lines 
per 100 inhabitants (end 1988) to 8.5 (1994). The Government is willing 
to take action on the issues outlined above and is quite advanced in 
implementing a far reaching program of reforms, of which the following 
key aspects deserve to be highlighted: 

(a) Privatization: Privatization of TELMEX, announced by the 
President several months ago, is the center piece of the 
Government's telecommunications reform plan and is well 
underway. A satisfactory program and timetable have been 
furnished to the Bank; under them in early 1991 "Banco 
Internacional" expects to transfer administrative control of 
TELMEX to private owners and to initiate the sale of 
remaining Government-held shares in the national and 
international markets. To achieve this, "Banco 
Internacional" has finalized an agreement with a foreign 
investment banker that will coordinate efforts in placing 
shares abroad; for which purpose other foreign investment 
banks are also to be engaged soon. 

(b) Compe_ti_!::ion: Concurrent with the sale of TELMEX shares, 
competition will be widely encouraged, including development 
of private user networks interconnected to the public 
network, cellular telephony (mainly for mobile service but 
also as an alternative to TELMEX's fixed telephone service), 
supply of customer premises equipment (e.g., telephones, 
PABXs, fax and telex machines), provision of information 
services, and eventually long-distance and international 
voice and data transmission. Franchises for cellular 
services in Mexico City and in eight regions covering the 
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rest of the country have already been awarded (with a large 
response from prospective suppliers, as over 100 bids had 
been received for the country's eight regions). 

(c) Regulation, Tariffs and Taxes: A new franchise contract for 
TELMEX has been prepared, for discussion with TELMEX's 
prospective shareholders. Rules and regulations for 
licensing telecommunications networks and services, which 
would define the rules of the game to all firms interested 
in competing in these markets have also been drafted. 
TELMEX tariffs have been substantially restructured (January 
1990) increasing on average by more than 70% and 
significantly reducing cross subsidies (para. 63) and, while 
there is still room for some fine tuning, the present tariff 
structure would allow TELMEX to internally finance about 80% 
of its 1990 investment plan. And; 

(d) Divestiture of SCT's Operations: While SCT will retain and 
develop its policy and regulatory responsibilities, all its 
telecommunications operating functions have now been 
transfered to a new decentralized state enterprise, 
TELECOMM10 I, and a competent management team has been 
appointed to run it. 

69. Finally, the collective contract with TELMEX's union was 
successfully renegotiated in April 1989, overcoming long standing 
problems that had limited management's freedom to run the company as a 
business. However, while in the case of road transport most of the 
important steps have already been taken, in the telecommunications 
sector some important reforms still have to be implemented. 

PART III - BANK STRATEGY 

A. Government Strategy 

70. After six years of falling per capita income and a protracted 
stabilization and adjustment process, the Government's main objective is 
the restoration of sustainable economic growth. To achieve this 
objective, macroeconomic stability had to be consolidated and the burden 
of the country's external debt overhang had to be credibly reduced so as 
to restore investor confidence. The ongoing stabilization program has 
brought down inflation from an annual 159% to about 20% in 1989. The 
debt rescheduling was also satisfactorily concluded in March 1990 
(paras. 21-22); the debt package has been supported by the IMF and the 

lO/ Presidential decree of November 17, 1989. Some of the services 
taken over by TELECOMM may be privatized, e.g. the small packet-switched 
network and the telex service. SCT's reservations network, also small, 
established in 1985 as a decentralized agency, would be privatized 
directly; a decree to this effect is being drafted. 



- 28 -

Bank (an interest su11port loan for US$1.26 billion was approved by the 
Board on January 30, 1990; see report No. 5235-ME which discusses in 
detail the debt agreement between Mexico and the commercial banks). 

71. The Government has stated that growth must be private sector 
based, with the Government playing a supportive role by providing 
incentives for private sector investment and reallocating public 
spending to improve public infrastructure, alleviate poverty and solve 
long-neglected problems of the environment. To eliminate the anti
agriculture bias in the incentive and trade regime, the Government has 
resolved to adjust sector policies in agriculture, where reforms in the 
past have been lagging behind indu~try. To prevent inadequate service 
levels from becoming a bottleneck for renewed growth, infrastructure 
policies will assign priority to the rehabilitation and maintenance of 
existing infrastructure (power, water, transportation, irrigation, etc.) 
and, where feasible, private sector investment will also be sought. The 
Government is also committed to equitable development and is emphasizing 
social sector programs, including health, nutrition, education, and 
rural development, and the budget for 1990 already includes a sizeable 
increase in the share of resources assigned to these sectors. These 
programs would be targeted to the truly needy, to reduce the social cost 
of adjustment and to address issues of structural poverty. On the 
environment, the Government has launched a major initiative to tackle 
high priority problems which have been affecting increasingly the health 
and living condition of the country's people and its economic growth 
potential. 

B. Country Assistance Strategy 

72. Given such a comprehensive and balanced Government strategy, the 
Bank has a major role to play. Our assistance strategy is based on the 
highly successful partnership that the Bank has built up with the 
Government over the last few years. Through adjustment lending in 
support of structural reforms and increased sector investment lending, 
the Bank is giving a signal of confidence so that the inflow of external 
capital necessary for growth will be forthcoming. At the same time, 
adjustment lending and credit enhancement by the Bank in support of the 
1990 debt package are helping relax Mexico's resource constraint that is 
stifling growth, thus playing a major role in helping the country break 
out of the macroeconomic and financial bind in which the country finds 
itself. That is the main rationale for sustained high levels of Bank 
lending with a robust conditionality. After FY91, as the conditions for 
growth have been restored, lending would shift away from adjustment 
lending to growth-oriented sector investment lending and to social and 
environmental projects. 

73. In support of the Government's program to consolidate macro 
economic stability and to restore growth, the Bank's strategy would 
pursue the following objectives: (a) consolidation of the stabilization 
effort; (b) support of incentives for efficiency/private sector led 
growth, including the necessary infrastructure investments, particularly 
in transport, power, agriculture and urban services; (c) poverty 
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alleviation/improved social services; (d) environmental protection; and 
(e) secure continued access to external resources. 

74. The above outlined assistance strategy and sectoral objectives 
will be implemented with the help of sustained high levels of Bank 
lending to Mexico over the medium term, which would be maintained at 
US$2 billion per year. Such high levels of new commitments would, of 
course, hinge on the maintenance of a consistent macroeconomic 
environment and on the depth and quality of Mexico's further structural 
reforms. As 61% of Bank lending to Mexico has been in support of 
adjustment and debt reduction in FYs88-90, it is the Bank's intention to 
cut back on quick-disbursing adjustment operations and, in a manner 
consistent with the requirements of the recovery of economic growth, 
focus on sector investment operations which are designed to support 
agreed investment programs in high priority sectors. To keep resource 
transfers at adequate levels, the Bank and the Government are currently 
reviewing the requirements of time slice financing, which would be an 
essential feature of the sector investment operations. To help achieve 
the stated objectives of the Bank's country assistance strategy, the 
policy content of the proposed lending program would be directed at: 
fiscal issues, financial sector efficiency, domestic deregulation, trade 
and export development, subsidy control and pricing issues, improved 
public sector and parastatal enterprise management, decentralization and 
deconcentration of the public sector, social welfare and poverty 
programs, and environmental measures. As a result of recent high levels 
of Bank lending to Mexico, the Bank would, under the proposed US$2 
billion annual lending scenario, increase its exposure by US$5.SS 
billion by 1994. Mexico's share in the Bank's total disbursed and 
outstanding loans would reach a peak of 11.8% at end-FY91 and decline 
slowly thereafter. 

C. Bank Rationale for the Proposed Loan 

75. As noted in preceding paragraphs, the Government of Mexico has 
moved very far in the implementation of a program of adjustment designed 
to reduce the involvement of the public sector in activities which can 
be conducted more efficiently by private enterprises and to provide a 
liberalized legal and institutional framework which promotes private 
investment and competition. The reforms already implemented and 
supported by the Bank in the trade regime, financial sector and industry 
and the program of divestiture of public enterprises reflect these 
objectives, and the project now proposed complements and reinforces 
these adjustments efforts by extending them to two sectors of strategic 
importance: road transport and telecommunications. These sectors 
provide services which are vital to business development and, 
particularly, to trade. As already discussed (para. 37), elimination of 
constraints to entry and of price controls in trucking have already 
taken place and deregulation of the automotive industry alsQ is ahead of 
the agreed schedule (para. 41). In the case of telecommunications, the 
Bank played an import.ant role in helping to shape the Government 
program, which goes far beyond what had been expected only one year ago. 
The privatization of TELMEX, one of the largest parastatals in Latin 
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America, and the opening up of the telecommunications market to private 
(including foreign) investment are unprecedented steps in Mexico. These 
measures, and the additional actions proposed under the project, would 
make transportation and telecommunications services much more efficient. 
They, therefore, justify the Bank's assistance to the Government's 
decision to extend its adjustment efforts to transportation and 
telecommunic~tions. Furthermore, the depth and comprehensiveness of the 
adjustment efforts that Mexico is undertaking and the need to help 
restore growth, still limited by a balance of payments constraint (at a 
time when access to external financial markets is still very 
constrained), justify a significant level of adjustment lending and 
provide the basis for having framed the proposed operation as a sector 
adjustment loan. 

D. Transportation 

76. In the road transport sector, the proposed project would monitor 
the implementation of the deregulation measures already announced, and 
would promote additional measures, as outlined below: 

(a) Open Entry: Much progress has already been made in 
providing open entry into the transport industry by 
replacing restrictive concession requirements by a simple 
and open system of permit awards, eliminating corridor and 
freight center restrictions, opening access into cargo 
handling and drayage services and introducing competition in 
the movement of containers. Also, a plan of action has been 
developed under which the Government will seek agreement 
with every state where this is warranted to deregulate 
trucking within its jurisdiction. This is expected to be 
fully achieved by March 31, 1991. In addition, improvement 
of customs operations, which would have a high economic 
significance for international trade and trucking, would be 
sought under an Export Promotion Project which is now in an 
advanced stage of preparation. 

(b) Official Tariffs: On this important issue, all the actions 
that the Bank sought have been already taken, as tariffs are 
now freely negotiated by the truckers and their customers. 

(c) Highway Safety and Environment.: While highway safety is an 
important concern in its own right, in the future attention 
to safety will be particularly important since the issue may 
be used as a justification for the reintroduction of 
trucking industry regulations. To improve highway safety, 
we have agreed with the Government on: 
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(1) completion of phase I of "the study, which is already 
under way (para. 45), on vehicle sizes and loadings 
and initiation of phases II and III; ll/ and 

(2) the presentation of a satisfactory action plan to 
improve road safety, as a condition of second tranche 
release. 

To address the air pollution caused by trucks (para. 47), by 
second tranche release, the Government would issue 
satisfactory regulations requiring mandatory periodic 
inspection of trucks to monitor compliance with federal 
emission standards. It is now expected that such 
inspections would be conducted through private service 
stations. 

Pricing and cost recovery: 

(1) The analysis of cost recovery from truckers indicates 
that they have not been paying for all the maintenance 
and improvements costs which they cause to the road 
network. One of the main reasons has been that the 
price of diesel did not include an adequate surcharge 
through which to recover costs. This distortion has 
now been partially corrected, hut cost recovery is 
still only about 50% and, consequently, further 
actions are still necessary to achieve full cost 
recovery (para. 48). The Government has now confirmed 
tu the Bank its commitment to achieve full cost 
recovery. For second tranche release significant 
progress should have have been achieved through an 
increase of not less than 10% (in real terms) in the 
price of diesel fuel; and 

(2) To ensure that the distribution of cargo between 
competing modes (road and railway) is conducted on the 
basis of the "right" price signals (which is 
necessary to ensure an efficient allocation of 
investment resources between the modes), the 
Government has advised the Bank that it intends to 
adjust FERRONALES rates so as to align them with long 
run variable costs (para. 49). For second tranche 
release the Government should furnish to the Bank the 
study on railway rates initiated under the Public 
Enterprise Reform loan, which will provide an improved 
data base for rate setting. In -ddition, for second 
tranche release FERRONALES should have approved 
increases (to become effective not later ,than January 

ll/ Phase I refers essentially to data collection; phases II and III 
to the development of policy options. 
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1, 1991) of not less than 25% (in real terms), or to 
long run variable cost levels, in the rates for the 
transportation of selected commodities and goods, 
which account for about 70% of the traffic. This 
increase would bring most of them to the required 
level, so that further real adjustment requirements 
would be limited to few commodities. 

(e) Highway maintenance: Since 1982 Mexico has been facing a 
mounting shortfall in highway maintenance, which will be 
reflected in increased operating costs for trucking in the 
coming years (paras. 51-52). To help address this problem, 
in 1987 the Bank made a US$135 million loan to finance a 
Highway Maintenance Project (Loan 2875-ME) but the 
achiPvements so far have been very modest. Within a 
framework of fiscal discipline, much more can be done to 
address this problem than at present. Under the proposed 
project, the Government furnished a general policy 
declaration on the priority of maintenance expenditures over 
new construction and approved an increase of Mex$ 155 
billion (i.e., ahout 40%) in SCT's 1990 budget for highway 
maintenance activities. At negotiations, it was agreed that 
presentation to Congress of a satisfactory budget proposal 
for CY91 (which should further increase by Mex$ 45 billion 
over the revised CY 1990 level to Mex$ 475 billion in 1990 
prices, and should also provide that at least 40% of the 
allocation for maintenance is for routine maintenance) would 
be a condition of second tranche release. 

E. Telecommunications 

77. In the case of telecommunications, the Bank has an opportunity to 
play a valuable role at a critical juncture, when changes of a scope 
that would have been impossible to expect only a year ago are now being 
undertaken. We have a strong base to start from. First, a good high
level dialogue on policy matters has built up from 1988, and the 
Government's economic team, and now also SGT, are very interested in the 
views of Bank staff and consultants. Second, SCT and SHCP recognize 
that, should the Bank endorse the package of sector reforms and 
implementation plans, this would add confidence to potential (especially 
foreign) investors interested in TELMEX. Third, and perhaps most 
importantly, the Government is interested that the Bank help them in the 
critically important initial stages of reform implementation. The 
latter includes developing an effective regulatory process. Lastly, 
loan conditionality would add a degree of stability to the package of 
agreed reforms and initial implementation plans. 

78. The progress achieved in the past few months towards developing 
new policies and defining the desired structure for the sector has been 
excellent and the key political commitments have been made. SHCP has 
taken firm control of the process of selling TELMEX and has appointed 
the investment bank that will advise them and conduct the sale, and a 
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satisfactory plan and timetable have been developed for this. A new 
franchise agreement and regulations for competition have already been 
drafted. However, SCT is still short of experienced staff and resources 
to address the development of sector regulation at an appropriate level 
and pace and consequently has engaged consultants, that will be funded 
under the proposed Telecommunications Technical Assistance project, to 
assist them in this field. 

79. An effective regulatory process and the necessary institutional 
adjustments can only be built up over time and as experience develops 
among all major players. For example, price regulation for those 
services that TELMEX will continue to provide on a monopoly basis is 
likely to require development of cost accounting by TELMEX and related 
guidelines by SCT. Under price cap regulation (as used in the U.K. for 
British Telecom and in the U.S. for AT&T) it will still be necessary to 
review the caps from time to time, at which time the profitability (or 
lack thereof) of TELM~ will need to be taken into account . Even some 
of the formal changes (i.e., devise of dispute resolution procedures, 
including controversies over access and pricing) cannot be rushed. 
Although the current telecommunications law gives the government enough 
latitude to proceed with the planned reforms, at some point it will be 
necessary to prepare new legislation better suited to the new policies, 
but this may well be several years from now . 

80. At negotiations, agreement was reached on the following conditions 
for the telecommunications sector: 

(a) Privatization. As a condition for second tranche release, 
there should be satisfactory further progress in the 
privatization of TELMEX (which would be monitored against 
the plan already furnished to the Bank, which includes a 
timetable for the key steps in the process), including 
receipt of bids for a controlling interest in the company as 
well as an award decision by the Government. 

(b) Regulation. Prior to second tranche release, (i) 
consultants should be engaged, under terms of reference 
satisfactory to th~ Bank, to assist SCT to develop its 
regulatory capacity, (ii) the Government should enact 
satisfactory regulations governing the licensing of 
telecommunications networks and services, and (iii) a 
satisfactory regulatory action plan, that takes account of 
the recommendations of the consultants that have been 
engaged to assist SCT in this field, should have been 
furnished to the Bank . 

(c) Divestiture of SCT's Operations. Before second tranche 
release, a business plan for TELECOMM, including investment 
and financing plans until 1994, which should be satisfactory 
to the Bank, should be furnished to the Bank. 
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PART IV - THE PROPOSED LOAN 

A. Background 

81. The Bank has had a close involvement with Mexico's transportation 
sector, dating back to the first highway project, approved in 1960. In 
that context, , concerns about the net benefits of the regulatory 
framework for trucking were periodically raised and were topics of 
discussion during the annual reviews that took place under two Highway 
Sector Projects (one of which is still underway) and extensive sector 
work was conducted over a period of time spanning at least 15 years. 
Under the Industrial Sector Policy Loan, approved in June, 1989, it was 
agreed that the Government would conduct a comprehensive study to 
identify and remove impediments to competition and efficiency in the 
trucking sector and before second tranche release would complete the 
study and agree upon a plan of action for its implementation. However, 
this was just one of a number of issues that the project addressed, and 
it was not envisaged that the actions to be taken would be as far 
reaching as is now being proposed. 

82. The Bank's dialogue on telecommunications issues has not been as 
close, but over the years we have periodically fielded missions to keep 
in touch with sector developments. In a succession of short missions 
from mid-1988, the Bank produced an issues and options paper which 
opened up the discussion with senior government officials, followed by a 
proposed "minimum package" of sector reforms, which was also handed to 
the outgoing administration. This set the framework for the current 
programs, which go significantly beyond what had been envisioned under 
the minimum package. More recently, the Bank prepared a paper on issues 
in the implementation of the sector reforms proposed by the Government, 
and has been informally reviewing and discussing sector policies, 
TELMEX's franchise, and the process of privatization. 

B. Loan Objectives, Benefits and Risks 

83. The proposed loan is part of a program of Bank support to the 
Mexican Government's objectives of promoting private sector development 
and increasing the efficiency and effectiveness of public sector 
institutions so as to enable the resumption of economic growth. The 
loan supports a program of reforms in two sectors (road transport and 
telecommunications) which have in common that they both provide a vital 
service to business activities in general and to external trade in 
particular. By providing an appropriate institutional and regulatory 
framework, the project is expected to spur competition, thus serving to 
increase the efficiency of communications services and--in the case of 
telecommunications--greatly expand its coverage. Resource allocation 
would be improved through greater reliance on market forces, and (in the 
case of monopolies) on economic criteria for pricing. 

84. The project would be cofinanced by IDB, which is expected to 
recommend a loan of $200 million to its Board. IDBs processing is 
expected to follow that of the Bank. IDB has already completed its 
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appraisal of the project and Board presentation is scheduled for 
June/July 1990. Coordination between the two institutions has been 
close. 

85. The project would be supported by a parallel free standing 
technical assistance (T.A.) loan for telecoIIUI1unications of US$22 million 
equivalent. The T.A. loan would finance consultants to prepare plans 
for developing SCT's telecoIIUI1unications regulatory capacity, including 
management and monitoring of the radio spectrum, as well as long term 
experts, training and equipment (computer hardware and software, and 
radio monitoring facilities) required for the first two years' 
implementation of these plans. The technical assistance loan would also 
support TELECOMM in its start-up phase. 

86. At negotiations, the Government furnished to the Bank a policy 
letter, which is provided in Annex IV. The agreed policy matrix is also 
attached (Annex I). 

87. If the objectives outlined in para. 83 are achieved, the benefits 
accruing from the project would be significant: the quality of road 
transportation would improve and costs would drop, benefitting users in 
general and particularly those which make more intensive use of 
transportation, such as those engaged in foreign trade. Also, 
competition in various telecoIIUI1unications services should result in 
better quality services to consumers and greater receptivity to 
technological change, both of which should improve the ability of 
Mexican firms to coIIUI1unicate with and compete in world markets. In 
addition, private ownership of TELMEX should remove present financial 
and other constraints to a faster pace of sector growth, rapidly 
expanding availability of telephone and more advanced services. 
Furthermore, greater reliance on market mechanisms for price setting 
should improve resource allocation and eliminate a source of corruption. 
Finally, improved regulation and enforcement of safety and environmental 
standards and of weight loads should bring about security and health 
benefits to large segments of the population . 

88. There are , however, risks which also deserve to be highlighted. 
First, it is important to ensure that the divestiture of the 
Government's controlling interest in TELMEX is "well" handled, since 
this is the largest parastatal to be privatized in Mexico and all 
aspects of the operation will be particularly scrutinized by opponents 
to the Government's privatization policies. Errors in this respect 
could jeopardize subsequent privatization attempts in other sectors. 
Second, the Government does not now have staff with adequate experience 
to regulate public utilities, and the regulatory framework is still in 
an inception stage . The Bank and the Government should resist the urge 
to rush into solutions that have not been adequately thought through. 
Third, there are practical and financial limits to the pace at which 
investments in telephone services may proceed, even under private 
ownership . The Government should avoid developing undue expectations, 
which later may result in disappointment with the result of 
privatization. 
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89. The risks discussed above seem manageable, and are outweighed by 
the benefits of the proposed course of action. Of greater significance, 
however, may be the risks that either for external or internal reasons 
Mexico may be unable to stay the course of economic reforms. But even 
if that were to occur, which today does not appear too likely (even 
though there are still many uncertainties), the policy reforms that the 
proposed project would support would have a good chance of staying in 
place and yielding substantial benefits to the economy. 

C. The Borrower, the Guarantor and Project Implementation 

90. The Government has designated BANOBRAS as the borrower of the 
proposed loan, in line with its function as Mexico's official financial 
agent for infrastructure sector loans. The loan would he guaranteed by 
the Mexican Government, and SGT would be responsible for project 
implementation. 

D. Disbursements, Procurement, Administration and Auditing 

91. The loan would be released in two tranches, of US$190 million 
each. The first tranche would become available upon loan effectiveness, 
and the second tranche after November 15, 1990 and upon the fulfillment 
of specific conditions for tranche release. The closing date of the 
proposed loan would be June 30, 1991. 

92. The loan proceeds up to US$380 million would be relent on terms 
and conditions satisfactory to the Bank, and will he used to reimburse 
100% of the CIF cost of eligible general imports (on the basis of a 
negative list that stipulates that goods subject to QRs, goods financed 
from other multilateral or bilateral sources, goods intended for luxury 
consumption or goods imported for military or paramilitary purposes, 
would not be eligible for Bank financing). 

93. Retroactive financing, up to US$76 million (20% of the loan), for 
expenditures incurred since February 1, 1990 would be available. Both 
private and public sector imports would be eligible for financing. 
Individual contracts under US$5 million equivalent each would be (i) 
awarded by public sector agencies on the basis of their established 
procurement procedures which have been found acceptable to the Bank; and 
(ii) awarded by private sector importers in accordance with established 
commercial practice and, when they are over US$1 million, providing 
evaluation and comparison of price quotations obtained from eligible 
suppliers from at least two countries, except where direct contracting 
is permissible under the circumstances described in paragraph 3.5 of the 
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Bank's procurement guidelines. 12 1 Individual contracts exceeding US$5 
million equivalent in value would be awarded following simplified ICB 
procedures in accordance with Bank guidelines. 

94. Except for contracts awarded through simplified ICB, disbursements 
would be made on the basis of statements of expenditure (SOE) from Banco 
de Mexico detailing individual import transactions in each relevant 
period, and certifying their eligibility under the loan. The minimum 
value for each request for disbursement would be US$20 million 
equivalent and the minimum value of each import transaction would not be 
less than US$10,000. 

95. BANOBRAS would provide to the Bank quarterly reports prepared by 
their auditors, under terms of reference satisfactory to the Bank, 
verifying that all conditions governing the elligibility of the imports 
that the Bank financed during the period had been met. Detailed 
documentation evidencing expenditures claimed under SOE would be 
retained by Banco de Mexico and made availahle to independent audit.ors 
acceptable to the Bank. Complete auditors' reports would be submitted 
to the Bank within six months of the end of each fiscal year. 

E. Loan Effectiveness and Conditions of Tranche Release 

96. Loan effectiveness would be conditional upon BANOBRAS entering 
into contractual arrangements with the Government, which are 
satisfactory to the Bank, for relending the proceeds of the loan. 

97. Second tranche release would be contingent upon: 

(a) satisfactory assessment of the medium term macroeconomic 
framework (para. 27); 

(b) actions to improve road safety (para. 76(c)): 

(i) completion of Phase I of the study on vehicle sizes 
and loadings and initiation of Phases II and III; and 

(ii) presentation of a satisfactory action plan to improve 
road safety; 

(c) issuance of regulations requiring periodic inspection of 
trucks to monitor compliance with environmental standards 
(para. 76(c)); 

12 / Under the adjustment loans that were approved by the Board on June 
1989 the Bank conducted a review of public and private sector 
procurement practices and found them to be acceptable. Because the time 
elapsed since that review was short, for this operation we conducted an 
update based on a representative sample of firms, which verified that 
our prior assessment remains valid. 
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(d) actions to further improve transport pricing and cost 
recovery (para. 76(d)): 

(i) satisfactory compliance with commitments to 
significantly improve cost recovery from trucks 
through an increase of 10% (in real terms) in the 
price of diesel fuel, and 

(ii) furnish to the Bank the completed study on railway 
rates, currently under way, and increase FERRONALES 
rates for cargo transport for selected commodities 
which account for about 70% of cargo revenues by not 
less than 25% (in real terms), such increase to be 
effective not later than January 1, 1991, provided 
however that rates would not be increased beyond the 
level of long run variable costs; 

(e) presentation to Congress of a satisfactory budget proposal 
for highway maintenance for FY91 (increasing by Mex$ 45,000 
million, in real terms, over the revised 1990 level to an 
amount equivalent to not less than Mex$ 475 billion in 1990 
prices) and also providing that at least 40% of the budget 
would be for routine maintenance (para. 76(e)); 

( f) satisfactory progress towards the sale of a controlling 
interest in TELMEX, including receipt of bids and award 
decision (para. 80(a)); 

(g) engagement of consultants, under terms of reference 
satisfactory to the Bank, to assist SGT to develop its 
regulatory capacity, enactment of satisfactory regulations 
governing the licensing of telecommunications networks and 
services, and presentation of a satisfactory action plan to 
strengthen SCT's regulatory capabilities in 
telecommunications (para. 80(b)); and 

(h) presentation of a satisfactory business plan (including 
financial and investment programs through 1994) for TELECOMM 
(para. 80(c)). 

PART V - BANK GROUP OPERATIONS 

A. Sectoral Composition of Bank Lending 

98. As of March 31, 1990, Mexico had received 121 loans from the Bank, 
amounting to US$15.4 hillion net of cancellations and terminations; of 
these, 82 loans, totalling US$7.5 billion, were fully disbursed and 
US$2.7 billion remained undisbursed. The Bank's exposure was US$9.l 
billion on a cash basis. The sectoral composition and policy content of 
past lending, as well as the design of major new lending operations, are 
discussed below for key areas of the Mexican economy in which the Bank 



- 39 -

has been active over the years. Additional Jinformation on the portfolio 
is provided in Annex II. 

Agriculture 

99. Because of the crucial importance of agriculture for the one-
third of the country's population living in rural areas, some 27% of the 
Bank's past lending has supported agricultural development, and nine 
operations are currently under supervision. The Bank's lending program 
in agriculture is aimed at: (a) helping correct the incentive regime in 
agriculture through gradual reductions in input subsidies and export 
controls; (b) promoting more efficient and rational use of natural 
resources supported by improved technologies and services; (c) 
generating employment-intensive investments in rural areas and effective 
assistance to small farmers; and (d) creating an integral framework for 
sound rural development. To support these goals, the Bank made a 0S$300 
million Agriculture Sector Loan in FY88, and has since made a loan for 
investment in agricultural marketing and storage facilities, and another 
for forestry development. Additional operations are planned to support 
further policy adjustment in agriculture, technology development, 
rehabilitation of the irrigation infrastructure, including improved cost 
recovery and maintenance operations, and for food security and poverty 
alleviation. 

Trade 

100. About 12% of past Bank lending has been for trade, and two loans 
remain under supervision. Two trade policy loans of US$500 million each 
were made in FY87 and FY88 in support of the Government's sweeping trade 
reforms. These operations supported the reduction of non-tariff 
barriers (quotas and official reference prices) and rationalization of 
the tariff system (reduced levels and dispersion). The Bank supported 
the development of non-oil exports through two export development 
operations in FY83 and FY87. These loans were intended to strengthen 
the supply response by Mexican industry to the new trade policy signals. 
A 0S$500 million Industrial Sector Policy Loan in FY89, the second 
tranche of which was released in early 1990, has supported additional 
trade measures designed to liberalize imports and rationalize the 
incentive regime in key subsectors. Further trade reform measures are 
under consideration, which would strengthen the temporary import regime, 
provide further support to indirect exporters, assure automatic access 
to finance by exporters under the various credit programs, streamline 
financial and administrative procedures, and seek further reductions in 
export controls. 

Industry and Finance 

101. Some 28% of the Bank's lending has supported industr,y, and 
currently eleven projects are under supervision. The Bank's lending 
strategy for industry, covering small-and medium-scale industry, mining, 
the capital goods industry, industrial restructuring and technology 
development, is designed to support industrial restructuring, regulatory 
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reform, clarification of foreign investment rules, and export promotion 
to assure a vigorous supply response to trade liberalization and 
increased international competitivetrnss. The FY89 US$500 million 
Industrial Sector Policy Loan and US$500 million Parastatal Enterprise 
Reform Loan have provided support for policy reform in industry, for the 
more efficient management and privatization of public enterprises, 
restructurinw of the fertilizer, steel, automotive parts, textile, and 
flower sectors, and other key private industrial subsectors 
demonstrating a capacity for undertaking integrated restructuring 
operations. In the financial sector, the Bank's operations have 
supported the strengthening of competition and the restructuring of 
financial intermediaries. An adjustment operation in FY89, the US$500 
million Financial Sector Adjustment Loan, has been providing support for 
the liberalization of the financial sector, elimination of forced 
lending to the Government at subsidized rates, increasing competition 
among banks and brokerage houses and improving regulations in the 
banking sector. The second tranche release conditions have been met 
under all three adjustment operations. 

Infrastructure and Energy 

102. Lending for transportation, power and water accounts for 22% of 
the Bank's total in Mexico, with fourteen projects currently under 
supervision. Lending for infrastructure is focussing on institutional 
development (including attracting private funding to the sector), 
decentralization, more efficient public investment allocation, and 
improved cost recovery. Recent Bank loans supported urban transport and 
the power and ports sub-sectors. In the power sector, special 
importance was attached to the achievement of financial self sufficiency 
through improved pricing policies, to least-cost expansion planning and 
to the consideration of environmental factors in project selection and 
project implementation. In transportation, emphasis was placed on 
obtaining more realistic user fees and deferring all but the highest
yielding investment projects so as to permit a minimum of budgetary 
outlays. Proposed loans would support the Government's initiatives for 
private sector development, decentralization, cost-based pricing, and 
managerial improvements. Loans are at an advanced stage of preparation 
for water supply and sewerage, and urban transport. 

Housing and Others 

103. The Bank has lent some 11% of its total for tourism, urban 
development, housing and vocational training. Currently three housing 
loans are under supervision. Government housing programs are designed 
to improve cost recovery. A Housing Finance loan under execution is 
supporting graduated loan cost recovery linked to the income of final 
borrowers, thus ensuring a reduced drain on the budget. Another housing 
project, focusing on low-income beneficiaries, has recently been 
approved. 
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Social Sectors and Environment 

104. The Bank is assisting the Government in redesigning public health, 
education, and human resource programs to make them more cost effective 
and targeted to meet the needs of the poor. A proposed health project 
would support decentralization measures, finance new primary health 
facilities 1 and strengthen professional services. Similar initiatives 
are being pursued in education and nutrition. A pilot project in 
execution is improving the well-being of women in low-income areas. It 
includes the provision of piped water, health and educational services 
training for productive activities, and credit for launching new 
microenterprises. These targeted operations would be followed by 
broader programs, once the institutional conditions and capacity for 
project implementation can support a larger Bank presence. 

105. The Bank is also preparing an air pollution operation in the 
Federal District, which would tackle urban transport related causes, and 
has amended an ongoing loan (Loan 2824-ME) to support immediate relief 
measures requiring investments . With strong Government commitment, 
other future operations would address industry related causes of air 
pollution in the Federal District, technical assistance for investment 
evaluation and institutional strengthening in the environment.al area and 
strengthened environmental components in investment loans. Soil erosion 
and water conservation programs would also be supported. As soon as the 
policy framework and suitable institutional arrangements are in place 
the Bank would consider loans for sector-wide environmental programs in 
support of remaining policy issues. 

B. IFC Operations 

106. The IFC has worked with the Bank to: (i) identify private sector 
investment opportunities likely to thrive in the current climate of 
growth-oriented adjustment and greater integration with the world 
economy; and (ii) assist in strengthening the country's capital markets 
through economic sector work and venture capital operations. As of 
March 31, 1990, the IFC had invested US$1,129.2 million in 40 companies 
in Mexico, of which US$782.3 million had been sold, repaid, or 
cancelled. Additional information on IFC's portfolio is provided in 
Annex II, page 2. 

PART VI - COLLABORATION WITH THE IMF 

107. Bank/IMF collaboration has been close over the years, especially 
since 1982, when the Fund supported the Government to help address the 
underlying causes of the economic crisis. Since that time, the 
Government has benefitted from an extended arrangement of SOR 3.4 
billion, a special emergency drawing for SOR 291 million after the 1985 
earthquake, a stand-by for SOR 1.4 billion in 1986 and, in 1989, for an 
SOR 2.8 billion extended arrangement through 1992 and a drawing of SOR 
453 million under the compensatory financing facility. Extensive 
consultations have taken place between Fund and Bank staff concerning 
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Mexico's economic situation and prospects, covering fiscal, monetary, 
financial and exchange and interest rate policies. 

108. Since the approval by the Fund's Board of the current extended 
arrangement on May 26, 1989, consultations have continued between the 
two institutions to monitor macroeconomic performance, adjustment 
measures and ,further structural reforms so as to meet the objectives of 
the Government's agreed growth oriented program. To date, the Mexican 
Government has purchased under the extended arrangement an amount 
equivalent to SDR 1.45 billion, including SDR 466.2 million in 
augmentation of resources, based on economic performance through the end 
of 1989. A recent Fund mission to Mexico reviewed recent developments 
and policy intentions and prospects and agreed on targets for 1990. 

109. The Fund has also contributed to Mexico's debt reduction program 
through the SDR 2.8 billion extended arrangement in the form of set 
asides and through an augmentation of the arrangement in an amount of 
SDR 466.2 million, equivalent to 40% of Mexico's quota. Set asides 
under the extended arrangement and the augmentation of resources amount 
to a total of SDR 1.3 billion, which is roughly equivalent to US$1.7 
billion. Of this total amount, some US$1.2 billion had been released by 
early 1990 . The remaining US$443 million would be available early in 
1991 and 1992, after scheduled regular consultations have taken place. 
These funds would be used for the collateral of interest payments of 
exit bonds, replacing a commercial bank bridge loan made available in 
early 1990 for purposes of credit enhancement under Mexico's debt 
package. 

PART VII - RECOMMENDATION 

110. I am satisfied that the proposed loan would comply with the 
Articles of Agreement of the Bank and recommend that the Executive 
Directors approve the proposed loan. 

Attachments 

May 3, 1990 
Washington, D.C. 

Barber B. Conable 
President 
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MEXICO - ROAD TRANSPORT AN> TELECOIAIUNICATIONS SECTOR ADJUSTMENT PROJECT 
Pol icy Matrix 

Objectives 

I. SCT 

1. I■prove the institutional 
arrang-nts, organization, 
staffing and training for 
regulatory activities within SCT. 

II. Road Transport 

2. Eli ■ inate regulatory barriers 
to co■petition and efficiency. 

Actions Already Taken 

• A modernization unit has been set-up to 
undertake the reorganization. 

• Developed and substantially impl-nted 
a plan to reorganize SCT's functions in 
the trucking sector. 

• Eliminated system of concessions. 
. Eliminated system of route 
restrictions . 
. Eliminated system of freight centers • 
. Eliainated Multiaodal's monopoly on 
multi- ■odal transport . 
. Eliainated restrictions to access into 
cargo hand I ing • 
• Eli ■ inated restrictions on 
•-quiladoras• to own and operate their 
own trucks. 

Actions to be Taken 
by Second Tranche 

. Consultants should be engaged to 
strengthen SCT's regulatory capacity 
in the teleco■aunications sector . 

• Satisfactory action plan to 
strengthen SCT's regulatory capacity 
in the teleco-unications sector 
should be furnished 



3. Allow trucking prices to be 
determined by urket forces, and 
eliminate distortions on costs. 

4. Ensure that the price of 
co■peting mode (railways) is based 
on economic criteria). 

6. Improve allocation of highway 
expenditures. 

. Eli ■ inated restrictions on return 
loading of international containers • 
. Developed a plan of action to enter 
into trucking deregulation agr-nts 
with al I states . 

. Eliminated 161 surcharge on imported 
goods. 

. Eliminated Government involv-nt in 
setting tariffs . 

. Eliminated preferential tax treatment 
for truckers . 

. Provided commitment to achieve full 
cost recovery from truckers and increased 
diesel prices by 6.61. 

• Provided co1111nit.ent to adjust 
FERRONALES rates for key coanodities to 
long run variable cost levels and 
approved a 110re agile syst.t for rate 
revision. Initiated study to improve 
data base for tariff setting decisions. 

. Provided co•itment to increase highway 
maintenance budgets, taking into account 
macroeconomic constraints . 

. Increased SCT's budget for maintenance 
expenditures in 1990 by Mexl 166 billion. 

ANNEX I 
Page 2 of 4 

• Increase diesel fuel prices by 10% 
(in real terms) so as to 
significantly improve cost recovery 
fr0111 truckers . 

. Furnish to the Bank a completed 
study of railway rates based on 
econ011ic criteria and increase 
FERROHALES rates for key commodities, 
which account for 701 of cargo 
revenues, by 261 (in real terms) or 
to long run variable costs; such 
increase to become effective not 
later than January 1, 1991 • 

• Sub■ it budget proposal for highway 
uintenance for 1991, further 
increasing it by Mexl 46 billion (in 
real ter11S); of the total at least 
401 should be for routine 
maintenance. 



6. Improve quality and enforc-nt 
of necessary regulations for 
safety, weight controls and 
environment . 

III. Te leco111111uni cat i ons 

7. Promote increased private 
sector part icipation and 
compet i t ion in telecommunications. 

. Strengthened group to coordinate safety 
policies. 

. Started study on vehicle sizes and 
loadings . 

. Drafted regulations requir i ng per i odic 
inspect ion of trucks to monitor 
compliance with env i ronmental standards 
and i ni tiated a program to improve fuel 
qua I i ty . 

. Public announcement of poli cy goa ls in 
sector, including promoting competition 
and pr ivatizing TELMEX. 

. Engagement of investment bankers to 
handle sale of TELMEX's shares . Engaged 
foreign investment banker to assist in 
hand I i ng sa I e . 

. Prepared program and timetable for 
handling privatization of TELMEX . 

. Furnished a satisfactory draft 
franchise . 
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. Complete first phase and initJ ate 
second and third phases (policy 
recommendations) of study . 
. Present satisfactory act i on plan to 
improve road safety . 

. Issue regulations requir i ng 
periodic inspection of trucks to 
monitor compliance wi th e nvi ronmenta l 
s tandards . 

. Satisfactory progress towards sale 
of a controlling interest in TELMEX , 
including receipt of bids and award 
decision by Government . 

.i::-
v, 



8. Improve resource allocation in 
the market for teleco-unications 
services. 

9. Improve the efficiency of 
sector institutions. 

IV. Macroeconomic Manag-nt 

10. Macroeconomic consistency. 

. Awarded concessions for cellular 
telephony in Federal District and in rest 
of the country. 

. Rates were adjusted in January 1990, 
reducing cross subsidies and increasing 
average level by 701. 

. Tax treatment of sector has been 
realigned . 

. Decree setting up TELECOMM has been 
issued, and SCT•s operating functions 
have been transfered to TELECOMM. 

. Furnished a statement of TELECOMM 
policy and objectives. 
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. Issue regulations governing the 
licensing of telecommunications 
networks and services . 

. Furnish satisfactory business plan 
(including investment and financing) 
for TELECOMM. 

. Satisfactory assessment of the 
medium term macroeconomic framework. 
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A. STATEMENT OF BANK LOANS 

(As of March 31, 1990) 

Credit/ 
Loan No. 

Fiscal 
Year __ .,t,. ____ _ 

82 loans fully disbursed 

Borrower Purpose 

Of which SECALs, SALs, and Program Loans•> 

Ln. 1929-ME 1981 BANOBRAS Rei I way IV 
Ln. 2428-ME 1984 BANOBRAS Highway Sector II 
Ln. 2882-ME 1988 BANCOMEXT Trade Plcy Ln II 

Subtotal 

Ln. 1706-6-ME 1979 NAFIN Irrigation 
Ln. 1868-6-ME 1980 NAFIN Irrigation 
Ln. 2281-ME 1983 BANOBRAS Third Water Supply 

• Ln. 2331-ME 1983 BANCOMEXT Export Development 
Ln. 2428-ME 1984 BANOBRAS Highways 
Ln. 2460-ME 1984 BANPESCA Ports 
Ln. 2616-ME 1986 NAFIN Chiapas Agric. Dev. 
Ln. 2646-ME 1986 NAFIN Sm/Med Mining II 
Ln. 2669-ME 1986 NAFIN Vocational Educ 
Ln. 2676-ME 1986 BANOBRAS Rei lways V 
Ln. 2612-ME 1986 BANOBRAS Low Income Housing I 
Ln. 2668-ME 1986 NAFIN Proderith II 
Ln. 2666-ME 1986 BANOBRAS Earthquake Rehab 
Ln. 2666-ME 1986 BANOBRAS Municipal Strength 
Ln. 2669-ME 1986 BANOBRAS Solid Waste Pilot 

* Ln. 2746-ME 1987 BANCOMEXT Trade Policy Loan I 
Ln. 2746-ME 1987 NAFIN Industrial Recovery 
Ln. 2747-ME 1987 NAFIN Technology Dev 

* Ln. 2777-ME 1987 BANCOMEXT Export Dev II 
Ln. 2824-ME 1987 BANOBRAS Urban Transport 
Ln. 2837-ME 1987 NAFIN Agricultural Credit 
Ln. 2868-ME 1987 NAFIN Sm/Med Industry IV 
Ln. 2869-ME 1987 NAFIN Agric Extension 
Ln. 2876-ME 1987 BANOBRAS Highway Maint 
Ln. 2876-ME 1988 NAFIN Manpower Training 
Ln. 2916-ME 1988 NAFIN Steel Sctr Restruct 

* Ln. 2918-ME 1988 NAFIN Agric Sector Loan 
* Ln. 2919-ME 1988 NAFIN Fertilizer Sctr Loan 

Ln. 2946-ME b> 1988 BANOBRAS Ports Rehab 
Ln. 2947-ME 1988 BANOBRAS Housing Finance 

* Ln. 3047-ME 1989 NAFIN Industrial Restruct 
Ln. 3083-ME 1989 NAFIN Hydroelectric Dev 

* Ln. 3086-ME 1989 BANCOMEXT Financial Sctr Loan 
* Ln. 3086-ME 1989 NAFIN Public Ent Restruct 
* Ln. 3087-ME 1989 NAFIN Ind Sctr Policy 

Ln. 3101-ME b> 1989 BANOBRAS Water, Women l Dev 
Ln. 3116-ME b> 1990 NAFIN Forestry Dev 
Ln. 3140-ME 1990 BANOBRAS Low-Income Housng II 
Ln. 3141-ME b> 1990 NAFIN Agric Mktg II 

Total 
Of Which has been repaid 

Total now held by the Bank 

Amount sold : 92.34 
Of which has been repaid: 92.34 

Total Undisbursed 

------------------------------------------
a> Approved during or after FY80. 
b> Not yet effective. 

* SAL, SECAL, or Program Loan 

EBArevalo:LA2CO 
File:MXC0390 (al.076) 
20 April 1990 

Amount in USS million 
(less cancellation) 

Bank 

7,489.68 

149.88 
200.00 
600.00 

849.88 

81.80 
64.40 

100.30 
360.00 
200.00 
38.26 
68.00 

106.00 
81.00 

300.00 
160.00 
88.30 

400.00 
40.00 
26.00 

600.00 
160.00 
48.00 

260.00 
126.00 
400.00 
100.00 
20.00 

136.00 
80.00 

400.00 
300.00 
266.00 

60.00 
300.00 
260.00 
460.00 
600.00 
600.00 
600.00 
20.00 
46.60 

360.00 
100.00 

16,420.13 
3,639.19 

11,780.94 

2,701.74 

IDA Undisbursed 

14.28 
12.61 
19.02 
0.67 

66.80 
20.00 
40.71 
17.10 
13.79 

136.61 
4.10 

69.36 
14.74 
36.18 
18.67 
7.22 

19.74 
31.32 
12.48 
91.23 
10.10 
86.00 
16.61 

126.00 
64.67 

264.31 
1.99 

109.01 
60.00 

188.19 
224.98 
413.48 

16.00 
1.14 
6.64 

20.00 
46.60 

324.99 
100.00 

2,701.74 

2,701.74 



Fi ■cal 
Year Obi igor 
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B. STATEMENT OF IFC INVESTMENTS 
A■ of March 30, 1990 

(USI Mi I I Ion) 

Type of Bu■ ln••• 
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- ----Orlginal Approv•l•---------
Loan Equity Total 

---------------------------------------------------------------------------------------------------------1 

1968/69 Industrias Perfect 
Circle, S.A. I• Indu■tr l al Equipaent 

1968 Bristol de W.xico, S.A. I• Aircraft Engine overhaul 
1961 Acero• Solar, S.A. I• Twist Or i I la 
1962/6/8/8 Fundidora Monterray, S.A. I• Steel 
1963 Tubo■ de Acero de Mexico Stainl••• Steel Pipe■ 
1983 Qul•ica del Rey, S.A. I• Sod l u• Sulphate 
1984/88 Induatrla del Hierro, S.A. Construction Equipment 
1970 Miner• del Norte I• I ron Or• Mining 
1971 C•l•n•• W.xicana, S.A. I• Text I lee 
1972 Pr0110tora Papel Perlodico■ , 

S.A. de C.V. I• Pul p and Paper 
1973/79 c-nto• Veracruz, S.A. c-nt 
1974/81 Cancun Arl ■to■ Hotel Tour iu 
1976/78 Mexinox, S. A. Sta l nleH Steel 
1978/81/83 Papel•• Pondero••• S.A. Pulp and Paper 
1978 Tereftalatoa Mexicano•, S.A. Petroch-ical 
1979/81/88 Hotel Ca•lno Real Ixtapa, S.A. Tourlu 
1979/83 Einpr•••• Tolteca, S.A. c-nt 
1979 Conductor•• Monterray, S.A. Electr lcal Wi re l Cable 
1980 Indu■trlaa Reaiatol, S.A. Part lcle Board 
1980 Vidrio Plano de Mexico, S.A. Flat CIH■ 
1980 Miner• Real de Angele■ , S.A. Mining 
1980 Corporacion Agro-

indu■trial S.A . Agr l -Bu■ ineH 
1981/88 Celulo■ ico■ Centauro, S.A. Pu lp and Paper 
1983 Capltal Cooda Faclllty I• Capital Cood■ Fi nancing 
1984/87 MetalH, S. A. Auto ChHla 
1984 Protei ■on, S.A. de C.V. Agrl-Bu■ ln••• 
1984 Pr0110cion•• Indu■trlal•• 

W.xican••• S.A. de C.V. Petroch-lcal 
1988/88 Celulo■• y Papel de Durango, 

S.A. de C.V. Pul p and Paper 
1988 Agr-x Ph••• I (AESA) Veg and Fruit Proce■■ ing 
1988 Cica■a Con■tr Cuar Fae Conatr Guarantee Facility 
1987 Induatrl•• Sulfex, 

S.A. de C.V. Ch-lcal l Petroch-ical 
1987 Sealed Power de Mexico Auto AH-bly 
1987 Crescent Market Aggregate■ Con■truction Material 
1988 Spa■co, S.A. de C.V. c-nt 
1988 Salu•I, S.A. de C.V. Food and Food Procea■ ing 
1988 Poll .. r (ABS), A.S. de C.V. Petroch-lcal 
1989 Grupo F-••/Vi ■• Con■u-r Goode Conglamorat 
1989 Banca S.rfin DevelopiNnt Finance 
1989 c-ntoa W.xicano• c-nt l Con■t Material ■ 
1990 Condu-x El ectr01Unufacturing 

Crose Total c-iteent• Le•• Cancellations, Ter•ination■, 
R•p•y-nt• and Sa l•• 

Total c-it.ent■ Now Held by IFC 

Total Undi ■bur■ed (Including Participant■) 

/• Inveet.ent■ which have been fully cancelled, tera lnated , 
written off, ■old, or repaid. 

/b USl26,000. 

EBArevalo:LA2CO 
IFC Inve■t.ent:MXC90.WK1 
May 2, 1990 

0.80 0.00 0.80 
0.60 0.00 0.60 
0.30 0.00 0.30 
2.30 21.40 23.70 
0.90 0.10 1.00 
0.70 0.00 0.70 
0.00 2.00 2.00 
1.60 0.00 1.60 

12.00 0.00 12.00 

0.00 /b /b 
16.90 0.00 16.90 
1.00 0.30 1.30 

12 .00 3.20 16.20 
10.70 6.00 16.70 
19.00 o.oo 19.00 
0.00 4.20 4.20 

188 .00 7.90 176.90 
18.00 0.00 18.00 
26.00 0.00 26.00 

114.90 0.00 114.90 
110.00 0.00 110.00 

11.30 3.00 14.30 
69.60 0.00 69.60 

100.00 0.00 100.00 
8.00 1.40 9.40 
2.00 0.80 2.80 

18.40 0.00 18.40 

10.00 3.10 13.10 
1.60 0.60 2.00 

20.00 20.00 

2.00 0.60 2.60 
9.00 . o.oo 9.00 

37.00 0.00 37.00 
48.10 0.00 48.10 
20 .40 2.00 22.40 
14.60 0.00 14.60 
80.00 27.80 107.80 
80 .00 0.00 80.00 
88.00 o.oo 88.00 
60.00 60.00 

--------- ---------- ---------1129.20 83.00 1212.20 

782.30 39.60 821.80 
--------- ---------- ---------348.90 43.60 390.40 
==== === 

130.14 0.08 130.22 
--------- ==== 
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MEXICO 
ROAD TRANSPORT AND TELECOMMUNICATIONS 

SECTOR ADJUSTMENT PROJECT 

SUPPLEMENTARY LOAN DATA SHEET 

SECTION I: Timetable of Key Events 

(a) Time taken by the country to prepare the loan 

(b) Appraisal mission: 

(c) Completion of Negotiations: 

(d) Planned date of effectiveness: 

SECTION II: Special Bank Implementation Actions 

None 

SECTION III: Special Conditions 

(A) The following are conditions met since appraisal: 

ANNEX III 
Page 1 of 2 

8 months 

January 1990 

April 1990 

June 1990 

(i) Presentation of a plan to enter into trucking deregulation 
agreement with state governments; 

(ii) Actions to improve highway safety; 

(a) strengthening of interagency group; 

(b) initiation of a study to collect information on 
vehicle sizes and loadings; 

(iii) Increased SCT's 1990 budget for highway maintenance by 40%; 

(iv) Satisfactory progress in the divestiture of the Government's 
shareholdings in TELMEX, including receipt of a draft 
franchise and of a program and timetable for the sale of 
shares, and engagement of investment bankers; 

(B) The following would be a condition for loan effectiveness: BANOBRAS 
should have entered into contractual arrangements with the 
Government for re-lending the proceeds of the loan which are 
satisfactory to the Bank (para . 96). 

(C) The following are conditions of second tranche release: 

(a) satisfactory assessment of the medium term macroeconomic 
framework (para. 27); 
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(b) actions to improve road safety (para. 76(c)); 

ANNEX III 
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(i) ' completion of Phase I of the study on vehicle sizes 
and loadings and initiation of Phases II and III, and 

(ii) presentation of a satisfactory action plan to improve 
road safety; 

(c) actions to address the air pollution caused by trucks (para. 
76(c)); issuance of regulations requiring periodic 
inspection of trucks to monitor compliance with 
environmental standards; 

(d) actions to further improve transport pricing and cost 
recovery (para . 76(d)): 

(i) satisfactory compliance with commitments to 
significantly improve cost recovery from trucks 
through 10% real increase in the price of diesel fuel, 
and 

(ii) furnish to the Bank the completed study on railway 
rates and increase FERRONALES rates for selected 
commodities which account for about 70% of cargo 
revenues by not less than 25% (in real terms), such 
increase to be effective not later than January 1, 
1991, provided however that rates would not be 
increased beyond the level of long run variable costs; 

(e) presentation to Congress of a satisfactory budget proposal 
(increasing by Mex$ 45,000 million in real terms over the 
1990 level) for highway maintenance for FY91 and also 
providing that at least 40% would be for routine maintenance 
(para. 76(e)); 

(f) satisfactory progress towards the sale of a controlling 
interest in TELMEX, including receipt of bids and award 
decision (para. 80(a)); 

(g) engagement of consultants under terms of reference 
satisfactory to the Bank, to assist SCT to develop its 
regulatory capacity, enactment of satisfactory regulations 
governing the licensing of telecommunications networks and 
services and presentation of a satisfactory action plan to 
strengthen SCT's regulatory capabilities in 
telecommunications (para. 80(b)); and 

(h) presentation of a satisfactory business plan (including 
financial and investment programs through 1990) for TELECOMM 
(para. 80(d)). 



Mr. Barber Conable 
President 
The World Bank 
Washington, D.C. 20433 
U. S. A. 

Dear Sir: 
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DRAFT 

The Government of Mexico hereby requests a loan from the World 
Bank to support its modernization program in transportation and 
telecommunications, as described in the National Development Plan for 
1989-1994. The Plan establishes that the legal and institutional framework 
will be updated, so that the Government will be better able to undertake 
its responsibilities to modernize, increase the efficiency and improve the 
quality of transportation and telecommunicat.ions services as well as 
promote competition and avoid the development of monopolies. 

Road Transport 

In the context of the Plan, on July 6, 1989 the Government issued 
new regulations for federal road transportation which allow free entry to 
the trucking market and eliminate various provisions which constrained an 
efficient market operation. At the same time, new regulations for 
multimodal transportation were also issued which will promote increased 
competition in this important activity. More recently, further steps were 
taken to improve the efficiency of various activities that are auxiliary to 
trucking, such as loading and unloading and drayage services, through the 
deregulation and promotion of competition. Other regulations that 
interfered with market efficiency, such as setting tariff ceilings for 
trucking or constraining the ability of in-bond assemblers to transport 
their goods with their own truck fleets, were repealed this past January. 
We have also decided to allow containers temporarily brought into the 
country to transport domestic cargoes on their return trips to ports, which 
should foster a better utilization of these containers. Also, during the 
next twelve months we intend to reach agreement with the state governments 
on measures to align their regulations with the new national framework. 
Finally, we have taken steps to reorganize SCT's structure to better 
reflect its new role in light of the revised policies in the road transport 
sector. 

The various measures outlined above redefine the legal framework 
for road transportation in Mexico. They will be supported by various 
actions in other fields so as to help achieve the final objective, which is 
to modernize transportation so that Mexican producers will have access to a 
service that is efficient and of good quality. 
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Among the further actions considered, we should highlight ongoing 
and planned efforts on highway maintenance and rehabilitation. We have 
assigned priority in our budget to expenditures for these purposes and we 
have already approved an increase that exceeds 40% over the amount that had 
originally beeq planned for this fiscal year. The Government is committed 
to continue further increasing the budget for highway maintenance and 
rehabilitation, within the constraints imposed by macroeconomic 
considerations, until the needs of the network are fully met. This 
decision is linked to the Government's present policy to continue 
attracting private investment to the road sector, by granting concessions 
for the construction and operation of toll roads and bridges; this will 
free financial resources so that other needs, particularly highway 
maintenance, may be met. 

We will seek an improved distribution of cargo transportation 
between the railways and the trucking fleet. The distribution should be 
based on economic criteria, since this will result in a more efficient use 
of installed capacity and will result in a better allocation of future 
investments, both public and private. To achieve this, within the context 
of the PECE (Stabilization and Economic Growth Program), we will 
periodically adjust railway cargo tariffs so as to align them with long run 
variable costs as soon as possible. Likewise, we will also periodically 
adjust diesel fuel prices and other charges on truckers so that by 1991 the 
maintenance and renewal costs which they cause to the highway network are 
fully recovered. Recently the Mexican Congress approved changes to the tax 
treatment of trucking, which was aligned with the general tax framework for 
all business activities, thus improving the equity of the system. 

We are particularly concerned about road safety and are 
undertaking actions to improve it. Higher expenditures on highway 
maintenance should contribute towards this objective. At the same time, we 
will encourage truckers to purchase third party liability insurance which 
should provide a market incentive to maintain their vehicles in safe 
operating conditions. Likewise, we will increase to realistic levels and 
adjust periodically the truckers' responsibility for cargo damages, which 
should improve cargo handling. These measures will be complemented by 
actions that the Government will undertake to improve highway safety. We 
have already set up a coordinating committee of all agencies involved in 
road safety issues and have engaged consultants to conduct a study on 
vehicle sizes and loads, which should provide a sound basis for the 
formulation of future action plans. 

Telecommunications 

In the telecommunications sector the modernization and expansion 
of services will require major investments, and the Government has decided 
to attract private capital to the sector. Thus, fiscal resources will be 
freed to fund other priority needs, such as health, education and housing. 
In this context, we wish to highlight the Government's decision to sell its 
shares in TELMEX, so that in the future TELMEX's management and financing 
will be in private sector hands. The Government of Mexico is well aware 
that technological changes now allow expanded room for competition in the 
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telecommunications field, and the regulatory framework will be adjusted so 
as to allow and promote competition wherever this proves to be feasible. 
Thus, we expect that many firms will he able to develop data transmission 
services, cellular telephony and data bank and other services. Towards the 
end of 1989 bidding competition for the provision of cellular telephony in 
various regions of the country was undertaken and awards were made. The 
process confirmed the great interest of the private sector to operate 
telecommunication services. 

In order to adequately protect the public interest in the 
provision of telephone services, the Government needs to build up its 
regulatory capacity and we are developing technical assistance and training 
programs for this purpose. As regards to tariffs, the Government will only 
set them for services provided under monopoly conditions. In such cases 
the tariffs will be based on economic criteria and we will seek to assure a 
fair rate of return to the service provider. The Government will also 
regulate the tariffs and technical conditions for the interconection 
between monopoly and free market services. 

Operating responsibilities in the telecommunications sector for 
various activities that were being handled by the Ministry of 
Communications and Transport have now been transferred to a newly 
established independent public enterprise, TELECOMM. This should help 
avoid conflicts of interest between the Government's role in policy 
formulation and regulation and the provision of services. We expect 
TELECOMM to operate as a financially autonomous institution and to be 
readily responsive to technological advances. 

Best regards, 

Pedro Aspe 
Minister of Finance 
and Public Credit 

Andres Caso Lombardo 
Minister of Communications 
and Transport 
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ANNEX V 
Page 2 of 2 

.ROAD TRANSPORT AND TELECOMMUNI CATIONS SECTOR ADJUSTMENT PROJECT 
KEY ECONOMIC INDICATORS 

----- --------------------------------- -- --------------- -- -- ------ --- -- ------- ----------------------------------------------------------Actual Projected 
--------------------- ------ ----------------------------------------------------------1985 1986 1Cj167 1988 p/ 19811 e/ 1990 1991 1992 1993 1994 1995 1996 1997 1998 

------------------------------------------------------------------------- ---------------- -------------------- --------------------------GDP 2.7 -4.0 1.4 1.1 2.9 3.0 3.7 5.0 5.0 5.0 5.0 5.0 5.0 5.0 
GDP/Capita GrCMth Rate -o. 1 -1.4 0.4 -0.9 0.9 1.0 1.7 2.9 2.9 2.9 2.9 2.9 2.9 2.9 
CcrlSUl1)ticrvCapita GrCMth Rate -0.8 -7.7 -0.9 2.2 2.3 0.7 -0.9 1.9 2.8 2.8 2.7 3.1 3. 1 3. 1 

Total 000 CUSS, l'till) 96875 100876 109292 100298 96069 91245 94099 95999 97174 97715 987'113 99583 100342 100§t65 
DCD/XG&NFS 350.9 461.1 395 .8 345.0 290.5 248.8 232.5 215.6 1Cj16.3 181.0 165.8 151.6 138.4 126.0 
DCD/GDP 53.1 77.6 77.4 56.8 49.0 43.0 43.0 40.2 37.3 34.3 31.8 29.3 27. 1 25.0 
Debt Service CUSS, ~ill) 15292 12956 12182 15564 14711 12827 11713 11328 11136 10770 11375 11527 11604 11671 
Debt Service/XG&NFS 55.4 59.2 44. 1 53.5 44.5 35.0 28.9 25.4 22.7 20.0 19.1 17.6 16.0 14.6 
Debt Service/GDP 8.4 10.0 8.5 8.8 7.5 6.1 5.4 4.7 4.3 3.8 3.7 3.4 3.1 2.9 
lnterest/XG&NFS 36.8 38. 1 29.3 30.6 29.3 21.5 18.9 17.7 16.3 15.0 14.0 12.8 11.6 10.4 
Interest/GDP 6.1 6.4 5.7 5.0 4.9 3.7 3.5 3.3 3. 1 2.8 2.7 2.5 2.3 2. 1 

Gross Investment/GDP 21.9 18.5 18.6 20.3 19.3 20.6 22.9 23.8 23.8 23.9 23.9 23.9 24.0 24.0 
Change of Stocks 2.7 0.9 0.2 1.8 1 .5 1.2 1 .2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 

Private 1.7 0.8 -0.2 1.3 0.8 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 
PLt>l ic 1.0 0.1 -0.2 0.5 0.8 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 

Fixed Capital Fonmticn 19.2 17.6 18.9 18.5 17.7 19.4 21 .7 22.6 22.6 22.7 22.7 22.7 22.8 22.8 
Private/GDP 13.2 11.6 13.4 14. 1 13.7 14.3 15.7 16.6 16.6 16.7 16.7 16.7 16.8 16.8 
PLt>l i c/GDP 6.0 6.0 5.5 4.4 4.0 5.1 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 

National Savirgs/GDP 22.6 17.2 21.4 18.7 16.5 19.5 21 .4 22.2 22.5 22.7 22.9 23.0 23.0 23.0 
Gross Private Savirgs 19.5 16.0 13.6 18.2 14.3 14.2 12.7 13.4 13.5 13.6 13.7 13.5 13.4 13.3 
Gross Plblic Savings 3. 1 1.2 7.9 0.5 2. 1 5.3 8.7 8.8 9.0 9. 1 9.3 9.4 9.6 9.8 

Gros Oanestic Savires 26.8 23.3 26.0 22.6 20.4 21.9 24.0 24.8 24.9 24.9 25. 1 24.9 24.8 24.7 

Exports of G&NFS .Reel Growth Rates -4. 1 3.2 9.8 2.0 3.3 5.7 5.7 5.8 5.9 6.0 6. 1 6.2 6.2 6.3 
Non-Oil Export of G&NFS Growth Rate -2.2 1.0 12.5 8.8 6. 1 7.4 7.3 7.4 7.4 7.4 7.4 7.4 7.4 7.4 
Exports/GDP 15.4 17.3 19.6 16.5 16.9 17.3 18.5 18.6 18.8 19.0 19.1 19.4 19.6 19.8 
llll)Orts of G&NFS Reel Growth Rates 11.0 ·12.4 4.5 34.8 17.5 4.3 7.7 6.6 5.6 5.7 5.5 7. 1 7.2 7. 1 
illl)Orts/GDP 10.5 12.5 12.2 14.2 15.8 16.0 17.4 17.7 17.8 17.9 18.0 18.4 18.7 19.1 
Current AccCU'lt CUSS, Mill) 1237 -1673 3966 -2901 · 5533 · 2275 · D97 -3714 ·3554 -m2 ·3035 -3319 -3629 ·3969 
Current ACCCU'lt/GDP 0.7 -1.3 2.8 -1.6 -2.8 -1. 1 -1.6 -1.6 -1.4 -1.2 -1 .0 -1.0 -1.0 -1.0 
Resource Balance/GDP 4.9 4.8 7.4 2.3 1.1 1.3 1.1 1.0 1.0 1.1 1.2 1.0 0.8 0.7 
Terns of Trade (1985-100) -1.2 -30.9 14 .1 ·10.5 4.9 -0.1 -o. 1 -0. 1 -o. 1 -0. 1 -0.1 -0.1 -0. 1 -0.1 

Prinary Balance/a>P 1/ 5.0 3.4 4.9 5.8 7. 1 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 
Operational Balance/a>P 1/ -3.9 -4.9 2.5 -4.4 ·2.7 -0.4 2. 1 2.2 2.4 2.5 2.7 2.8 3.0 3.2 

Mem:,rard.m Item 
... ... ......... .................... 
Oil price CUSS per barrel) 25.4 11.9 16.2 12.2 15.6 16.4 17. 1 17.8 18.5 19.3 20.1 20.9 21.7 22.6 
... ... ... ... ............ ... ................................................................................. . ....... . ........ . ........... . ................... .................................................. . ........ .. ............................. 

Source: Mexican Authorftf• rd Bri staff •tf•tea 
p/ prel imirwry 
e/ estimate 

4/18/90 
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LATIN AMERICA: Privatisation Progress June 4, 1991 

gress of privatisation in Latin American (Part 2 of 
I 

SIGNIFICANCE: Privatisation is stimulating an investment boom, 
but it is also concentrating the ownership of industry in a few 
powerful hands. 

ANALYSIS: Privatisation, which began timidly in 1983 and was 
accelerated in 1985, has been a key element in the Mexican 
government's attempts to restructure the public sector. Of 1,100 
enterprises once owned by the state, 75% have now been sold, 
dissolved or merged. The Salinas administration has privatised 
140 public companies, many of which were comparatively small. Of 
the 3.5 billion dollars raised through privatisation, more than 2 
billion was raised from the disposal of two companies: the 
Cananea copper mine and the first, and controlling part, of 
Telmex, the national telephone company . 

Although a significant number of privatisations have therefore 
taken place, there are some important ones still in the pipeline. 
These involve the steel, insurance and banking industries. 

1. Steel. The steel conglomerate Sidermex is to be privatised 
this year. This embodies Altos Hornos de Mexico (AHMSA) and 
Siderurgica Lazaro Cardenas (Sicartsa) . AHMSA had a turnover of 
1 billion dollars in 1989, assets of 2.5 billion dollars and a 
23,000 workforce. Sicartsa had assets of 3.8 billion dollars and 
8,500 workers. The government is hoping to get 3 billion dollars 
for Sicartsa since it requires significant investment in the near 
future, but this is probably over-optimistic. The likely strategy 
is to sell these two companies sepaLately, or even possibly to 
divide them up into smaller firms . 

2. Insurance. The government is going to sell Asermex, worth 
some 500 million dollars. Asermex is attractive because of its 
lucrative and exclusive public sector portfolio. Although 
privatisation would end this exclusivity, Asermex is well 
established as a highly profitable concern. The liberalisation 
which has already taken place in the insurance industry allows 
for foreign participation. 

3 . Banking. This is the most significant privatisation of all. 
Commercial banks were nationalised in 1982; and their return to 
private ownership is symbolic of the sea-change that has taken 
place in policy since then. It is the only privatisation to 
require a constitutional amendment, and could raise more than 7 
billion dollars in revenue for the state. Privatisation of two 
groups of banks is now under way. The most important is Banamex, 
with a book value of 1.7 billion dollars, and a market price of 
some 2.4 billion. It has 721 branches and 31,000 employees. 
Shares accounting for 34% of Banamex are now in the market. It 
is being followed by Bancomer, which is slightly smaller. 



Despite the fairly restrictive law in force since 
nationalisation, banks have remained very profitable. Demand 
for their shares is strong among Mexican investors, since they 
offer them the potential of contributing to powerful financial 
groups. Many of those interested are already owners of brokerage 
houses. Foreigners are able to buy Mexican banks through special 
shares (Type 'C') but these cannot represent more than 30% of 
total shares. Many foreign banks are waiting for the expected 
liberalisation of the banking system to take place, which would 
allow them to operate directly in Mexico. 

Not for sale. Once these privatisations are complete, the state 
will continue to retain the two largest companies in Mexico: 
Pemex, the state oil monopoly with a 1989 turnover of 15 billion 
dollars and assets of 75 billion; and the rapidly growing state 
electricity utility, CFE. Despite increased private-sector 
involvement in both companies (including off-shore prospecting in 
the case of Pemex), the government is most unlikely to relinquish 
its constitutional monopoly status on either. State ownership of 
oil resources, in particular, is a key national symbol which will 
be non-negotiable even in the context of the US-Mexican FTA. 

Other companies, too, will remain in the state sector. As well 
as railways, telegraph and postal services (which are protected 
by the constitution), they include Fertimex, the fertilizer 
producer; a slimmed-down Conasupo, the company which distributes 
basic commodities; Nafinsa, the development bank; and the Mexico 
City subway company . 

Revenues. Privatisation has done much to increase government 
revenues. with Telmex "L" shares now in the international 
market, their sale is expected to raise 10 billion dollars. 
Also, since the government has managed to dispose of some 
notoriously inefficient state companies, it should contribute to 
the longer-term health of the public sector. 

Economic groups. The privatisation programme has also done much 
to contribute to the private investment boom currently under way 
in Mexico. However, it is also encouraging a further 
concentration of industry in a small number of increasingly 
powerful economic groups. Up to now, this has been an asset for 
the Salinas administration, which maintains very cordial 
relations with these big groups. It has made it easier, for 
instance, to bring down inflation on the basis of a negotiated 
and selective system of price controls. However, in the longer 
term, it may be to the government's detriment if it is perceived 
as being in too close a relationship with such groups. 
Traditionally, the stability of the Mexican political system has 
been based on a corporatist pact that excluded the private 
sector. 

CONCLUSION: The programme is coming towards an end. The state 
will hang on to strategic sectors, such as oil. 
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June 18, 1991 

SUBJECT: Bullish conditions on the Mexico City stock market. 

SIGNIFICANCE: The stock market boom so far this year reflects 
both domestic and international optimism in the Mexican economy. 

ANALYSIS: In nominal terms, shares traded on the Mexico City 
stock market increased by 74.3% in the first five months of 1991, 
while inflation over the same period was 8%. In May, the 
nominal increase was a further 21.6%. Stock values began to 
retreat only in the second week of June. In real terms, the 
rally this year has brought stock market values up to their level 
before the 1987 crash in peso terms, although in dollar terms the 
market has increased significantly. 

The boom reflects optimism about the future of the economy, with 
GDP growth in the first quarter reaching 4%. This mood also 
helped to push up values on the secondary market for Mexican debt 
from 43.5% on the dollar at the end of 1990 to 57% at the 
beginning of last month. Confidence has been further encouraged 
by the process of privatisation (see OADB June 4, 1991, III); 
government attempts to deregulate the economy; the fall in the 
public sector's fiscal deficit; and the prospect of 
implementation of the North America Free Trade Agreement (NAFTA), 
which is now being negotiated with United States and Canada in 
Toronto. 

The macroeconomic climate in Mexico is very different to that 
which prevailed at the time of the 1987 stock market boom, when 
inflation was running at 160% a year and the public sector 
deficit stood at around 16% of GDP. This year inflation will be 
around 20%, against the official target of 15%. The public 
sector deficit will be around 1.9% of GDP, the lowest since 1969, 
with the second stage of the Telmex privatisation and some state
owned banks substantially increasing Treasury receipts. 

The lower rate of inflation and the reduced deficit make the 
stock market more attractive. Real interest rates have fallen, 
with nominal rates falling considerably faster than inflation. 
At the end of May, 28-day CETES were at an historic low. Real 
rates stand at under 4%, compared with 14% last year. 

In the last two weeks, however, there have been some indications 
that the picture may be changing. The 28-day CETES rate has 
risen to 17.84%, and the longer-term CETES rate is even higher. 
Whereas, in May, the government had no difficulty in offloading 
short and medium-term government paper on to the market, last 
week it was having difficulties, even at the higher rates. This 
is not likely to be a long-lasting aberration, however, since the 
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fundamentals are still strong. 

A significant change since 1987 is that the Mexico City market 
has become more international. Foreign participation accounted 
for 8.5 billion dollars at the end of May, 14% of the market. 
Foreign shares are concentrated in American Depository Receipts 
(ADRs) (51%), of which almost two-thirds are in Telmex; in 
individual stocks that foreigners can buy directly (Type 'B', 
'C', and 'L') (25%); and in the trust administered by the 
government-owned development bank, Nacional Financiera (15%). In 
all cases, though, the increase in the value of foreign stock 
reflects on the increase in price as well as the volume of new 
investment. By May, new investment on the capital market is 
thought to have been in the region of 2.4 billion dollars. 

New foreign investment has also been appearing on the money 
market, especially in the form of CETES. In May this reached 6 
billion dollars, although the decline in interest rates has led 
to a sharp fall since, which does not yet appear to have been 
stemmed by recent interest rate increases. 

The Mexico City stock market remains very volatile. This is 
mainly because of its small size: its total capitalisation at 
the end of May stood at 61.3 billion dollars. There are only 218 
companies registered in the market, and the stock of many of them 
are hardly traded at all. Nine companies account for 67% of the 
index, and six out of a total of 25 brokers dominate the market. 

The present boom could end as suddenly as the 1987 one. Over the 
short run, however, this seems unlikely. Politically, the mid
term legislative elections in August are likely to result in a 
vote of confidence in the government and its economic strategy, 
even though the abstention rate may be high. On the economic 
front, inflation is unlikely to rise much above 20% this year, 
and -- with the increase in foreign reserves to around 15 billion 
dollars -- the current account deficit this year does not appear 
to pose major problems for the government. Indeed, there may be 
sufficient latitude for the government to ease up on the 
devaluation of the peso, thereby increasing the short-term 
profitability of investment in Mexico. 

Longer term, further deterioration in the external accounts could 
well upset investor confidence, as could a sharp increase in 
interest rates. In addition, since the Mexican market is likely 
to become a more international market, its evolution will be 
affected by developments elsewhere, especially on Wall Street. 

CONCLUSION: The Mexican stock market will remain volatile, and 
could suffer if the government fails to reduce the current 
account deficit next year. The market will become increasingly 
exposed to developments on Wall Street. 
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Iable 1 : OPERATIONAL TRANSFERS; 1989 BUDGET EXECUTION 
(In Bl I I Ions of Mex$) 

1st sem. 1st. sem. ·\ 

Annual budget approp. executed 

A. CQ□ 1 [QI I ed EEs 1 I 665 I 1 ~ afill.& 
C.F.E. I 0.0 0.0 0.0 
FERTIMEX 163.0 59.1 150.0 
CONCARRIL 30.9 10. 9 6 .1 
SICARTSA 200.0 84.7 43. 1 
AZUCAR 338.1 206.4 110. 5 
FERRONALES o.o 0.0 0.0 
PROFORMEX 0.0 0.0 0.0 
FOVIGRO 1.9 0.6 2. 1 
INMECAFE 45.5 14.9 30.7 
CONASUPO 679.4 401.3 433.0 
IMSS 206.3 0.0 85.1 

B. ~Q□-CQ□ 1 [QI I ed EEs 4,4Il ,5 2,840,I 2,042,I 

C. IQIAL EEs 6,136,6 3,618,6 2,903,3 
% of 1st. Semester Approp. (80.2%) 
% of Total Year Budget (59.0%) (47.3%) 

Iable 2: INVESTMENT TRANSFERS; 1989 BUDGET EXECUTION 
(In bl I I Ion of Mex$) 

1st sem. 1st. sem. • Annual budget approp. executed 

A. CQ□ 1[Ql led EEs l, 251, 6 A.J.a.....8. .il2....A 
C.F.E. 261.1 74.7 68.4 
FERTIMEX 117 .6 22.0 24.7 
CONCARRIL 0.0 0.0 0.0 
SICARTSA 115.3 42.3 12. 2 
AZUCAR 0.0 0.0 0.0 
FERRONALES 271.3 22.1 9.0 
PROFORMEX 1. 0 0.3 0.3 
FOVIGRO 0.6 0.5 0.6 
INMECAFE 1. 5 0.4 0.4 
CONASUPO 29.0 19.7 19. 7 
IMSS 454.2 256.8 277 .1 

B. ~Q□-CQ□ 1 [QI I ed EEs filA.....1 ll0.......2. .2..Q.L..2 

c. IQIAL EEs 2,065,I ~ .6.1.J......6 
% of 1st. Sem. (75.8%) 
% of Total Year (39.2%) (29.7%) 
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Una de las polfticas econ6micas de mayor trascendencia que se esta 
instrumentando por la administraci6n del Lie. Carlos Salinas de Gortari, es la 
desincorporaci6n de empresas del Sector Publico, con la finalidad de 
modernizar la estructura econ6mica del paf s y fortalecer la capacidad rectora 
del Estado. , 

El proceso tiene origen en el Plan Nacional de Desarrollo 1989-1994, en 
el cual se definen las polfticas generales relativas a la Administraci6n Publica, 
posteriormente en el Programa Nacional de Fomento Industrial y Comercio 
Exterior, precisandose las alcances de dicho proceso. 

Las Dependencias Coordinadoras de cada sector productive en el que 
participa el Gobierno Federal, llevan a cabo un analisis profundo y concretan 
propuestas de las Entidades a desincorporar, tomando en cuenta sin 
embargo, las areas estrategicas, en las cuales par mandate constitucional , 
debera el Estado mantener su participaci6n directa; las Coordinadoras de 
Sector proponen entonces a la Secretarfa de Programaci6n y Presupuesto 
las empresas a desincorporar, basandose en dictamenes que emite la 
Comisi6n lntersecretarial Gasto Financiamiento. 

La Secretarfa de Hacienda y Credito Publico durante las procesos de 
desincorporaci6n funge como coordinadora, supervisora y es la que ejecuta 
la venta. Dicha dependencia asigna un numero de empresas a diferentes 
Sociedades Nacionales de Credito, coma Banco Agente responsable de 
llevar a cabo el proceso de enajenaci6n, bajo su aprobaci6n y resoluci6n. 

BANCA SERFIN, S.N.C., es el tercer banco mas importante de Mexico, 
contando con 624 sucursales en todo el pafs y con 8 oficinas en el 
extranjero, dando empleo a mas de 20,000 personas. 

Al inicio del proceso de privatizaci6n de empresas, en 1983, el propio 
Gobierno decidi6 apoyarse en los bancos mas grandes del pafs, debido a 
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que contaban con la infraestructura y con las recurses humanos para hacer 
frente a tal tarea. 

En un principio el Gobierno Federal asign6 las empresas en venta en 
forma equitativa, sin embargo, posteriormente, con base en las resultados 
que se fueron obteniendo cada Sociedad Nacional de Credito recibi6 mayor 
o menor numero de empresas. De esta forma BANCA SERFIN, S.N.C. , se 
coloc6 desde el principio y hasta la fecha, coma el banco lfder en numero de 
empresas vendidas, acumulando a diciembre de 1989, 53 empresas, 
algunas de las cuales anteriormente habfan sido asignadas a otros bancos 
que no pudieron completar el proceso de venta. 

A lo largo del tiempo en que BANCA SERFIN ha participado en la 
privatizaci6n de empresas, se ha logrado conformar un destacado equipo de 
trabajo, mismo que a partir de 1989 se encuentra trabajando en FONL YSER, 
empresa filial de BANCA SERFIN; entre las integrantes de ese equipo se 
cuenta con directives que participaron en el diserio de la estrategia de 
privatizaci6n dentro del propio Gobierno; asimismo, el personal es altamente 
calificado, contando con experiencia de trabajo en las empresas mas 
importantes del pafs. 

La privatizaci6n de empresas ha permitido a BANCA SERFIN 
incursionar en mercados internacionales, tanto con grupos de inversionistas 
coma en instituciones financieras de primerfsimo orden en Estados Unidos y 
en Europa tales coma: Citibank, Morgan Guaranty Trust, International 
Finance Corporation, DEG, etc. 

La participaci6n de BANCA SERFIN coma agente en la venta de 
empresas paraestatales comprende el analisis del procedimiento mas 
adecuado, desde el punto de vista econ6mico-financiero y la formalizaci6n 
de la operaci6n de compra-venta, cuidando todos aquellos aspectos de tipo 
legal, que aseguren y garanticen la transparencia y buena realizaci6n de 
cada operaci6n. 
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BANCA SERFIN nunca ha reintegrado al Gobierno empresa alguna, lo 
cual habla del profesionalismo y del interes que existe en vender cada 
empresa que se le ha asignado. 

La venta de las empresas paraestatales propiedad del Estado, le ha 
reportado a BANCA SERFIN un cumulo de experiencias invaluables, 
destacando su participaci6n en las sectores petroqufmico, qufmico y 
automotrfz, entre otros. 

BANCA SERFIN ha intervenido en la desincorporaci6n de empresas 
con importancia a nivel nacional, tal es el caso de: Tereftalatos Mexicanos, 
Grupo Dina, Transportaci6n Maritima Mexicana, y en ultimas fechas se 
encuentra participando en el proceso de desincorporaci6n SIDERMEX, S.A. 
de C.V., CODESSA, filial de Pemex y adicionalmente esta par formalizarse la 
venta de Tabacos Mexicanos, asimismo se nos asign6 la venta de la 
empresa Aseguradora Mexicana (ASEMEX), que dentro de poco tiempo 
iniciara formalmente su proceso. 

El proceso de venta que BANCA SERFIN lleva a cabo es una de las 
actividades de lngenierfa Financiera que requiere de alto grade de 
creatividad y experiencia ante la situaci6n particular de cada operaci6n, ya 
que es necesario definir un range de valores determinado por factores 
cuantitativos y cualitativos, par lo que las expectativas de venta van mas alla 
de una intermediaci6n mercantil. 

Basicamente dicho proceso queda englobado en las siguientes 
actividades, las cuales se muestran en el diagrama de la pagina siguiente: 
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PROCESO DE VENTA: 

1.- DJ=FINICION DE LA VENTA. 

2.- ACEPTACION DE TERMINOS Y CONDICIONES. 

FORMALIZACION DE LA INTERMEDIACION FINANCIERA. 

3.- SOLICITUD DE INFORMACION. 

4.- ELABORACION DEL PERFIL INFORMATIVO. 

5.- ESTRATEGIA DE VENT A. 

6.- ANUNCIO DE VENTA. 

7.- ELABORACION DEL PROSPECTO INFORMATIVO. 

ASPECTOS JURIDICOS. 

ESTRUCTURA ORGANIZACIONAL. 

ASPECTO COMERCIAL. 

INFORME CORPORATIVO DE LA EMPRESA. 

REPORTE DE CLIENTES, PROVEEDORES Y COMPETIDORES. 

EMPRESAS ASOCIADAS O FILIALES. 

8.- DISTRIBUCION DE INFORMACION. 

9.- EVALUACION TECNICO-FINANCIERA. 

10.- RECEPCION Y HOMOLOGACION DE OFERTAS. 

11.- FORMALIZACION DE LA OPERACION. 

CONTRATO DE COMPRA-VENTA. 

12.- ENTREGA DE LOS RECURSOS. 

13.- AUDITORIA DE COMPRA. 

14.- DESINCORPORACION. 
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1.- DEFINICION DE LA VENTA: 

Esta etapa se lleva a cabo en la entrevista inicial, comprendiendo: 

0 1 lnteres real por vender. 

0 Acceso a toda la informaci6n disponible. 

0 Orientaci6n o Selecci6n de Compradores Potenciales. 

0 La Forma de Promoci6n. 

0 Definici6n de fortalezas, potencial, recursos humanos, 
tecnicos y mercado de la empresa. 

2.- ACEPTACION DE TERMINOS V CONDICIONES: 

Desde el inicio de las negociaciones deberan establecerse las reglas y 
condiciones del proceso de desincorporaci6n tales como: 

a) La informaci6n es estrictamente confidencial. 

b) La informaci6n, base del estudio y sus conclusiones, son 
responsabilidad del accionista y vendedor. 

c) La responsabilidad del agente vendedor cesa cuando se 
formaliza la compra-venta y se da posesi6n a los nuevos accionistas. (una 
vez celebrado el Contrato de Compra-Venta y realizada la Auditorfa de 
Compra) 

LAS CONDICIONES SON: 

a) La promoci6n debe tener un lfmite de tiempo razonable 
dependiendo de la complejidad de la empresa y los posibles compradores. 
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b) La concesi6n de venta debe ser exclusiva. 

c)La informaci6n para los estudios de valuaci6n e integraci6n de 
los documentos la debe proporcionar el vendedor. 

d) La informaci6n complementaria, o consultas que requiera alg(m 
interesado, sera proporcionada y facilitada por el vendedor. 

e) Los honoraries al Banco Agente deben cubrir el reembolso de 
las gastos en que este haya incurrido, inclufdos los gastos de promoci6n. 

f) Las polfticas de porcentaje mfnimo y maxima a cobrar par el 
Banco Agente, sabre el valor de venta, seran variables y negociadas entre el 
vendedor y el Banco Agente. 

2.1. Formalizaci6n de la lntermediaci6n Financiera: 

A traves de un mandate o contrato de Comisi6n Mercantil asf coma el 
Oficio de Asignaci6n de la Secretarfa de Hacienda y Credito Publico. 

3.- SOLICITUD DE INFORMACION: 

Una vez que se tienen bien definidas las condiciones de venta, se 
precede a solicitar al vendedor la informaci6n de la empresa (ver anexo), con 
el objeto de preparar el perfil y el prospecto que sirva de base a las 
compradores al realizar los estudios necesarios para presentar su oferta de 
compra. 
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4.- ELABORACION DEL PERFIL INFORMATIVO: 

Breve documento que permite definir el interes real de los 
inversionistas, sin dar exceso de informaci6n que ponga en riesgo la 
confidencia1idad de la venta de la empresa. 

5.- ESTRATEGIA DE VENTA: 

Para establecer la estrategia a seguir se debe considerar 
primordialmente las recomendaciones del Gobierno Federal, las cuales son: 

0 Evitar la formaci6n de monopolies u oligopolies. 

0 Asegurar que se cumplan con los requerimientos de 
operaci6n en alg(m sector determinado, pudiendo sugerirse 
que se mantenga alguna participaci6n accionaria minoritaria 
que vigile los compromises fijados a los compradores. 

Se deben considerar ciertas restricciones legales tales coma derechos 
de preferencia por estatutos y lo serialado por la Ley Federal de Entidades 
Paraestatales. 

Se deben considerar todos aquellos aspectos que de alguna u otra 
forma influyen en la venta misma, los cuales quedan englobados en los 
siguientes: 

0 De tipo Legal (Estatutos, conveniencia de vender acciones, 
constituir otras empresas a partir de la empresa en cuesti6n). 

0 De tipo Financiero (necesidad de alguna reestructuraci6n 
financiera previa a la venta, etc.) 

° Conveniencia de solicitar Dep6sito de Venta a los interesados 
(dependiendo del numero de participantes, asf coma del 
interes que pueda existir en adquirir la empresa), para obtener 
el prospecto informativo, y tener derecho a participar en dicho 
proceso. 
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0 

0 

Revision del programa de actividades y su calendarizacion. 

Revision de las bases de licitaci6n que se entregaran a las 
interesados. 

6.- ANUNCIO DE VENTA: 

En la venta de empresas paraestatales, es necesario publicar un 
anuncio de venta en las principales peri6dicos del pars para asegurar la 
participaci6n del publico y la transparencia del proceso de venta. Dicho 
anuncio debe contener informaci6n tal coma el nombre de la empresa, 
participaci6n accionaria en venta, giro de la empresa, agente financiero y 
perfodo para presentar la oferta. 

7.- ELABORACION DEL PROSPECTO INFORMATIVO: 

Una vez definido el interes de las inversionistas, su prop6sito es brindar 
las elementos necesarios que les permitan determinar el valor de la empresa. 

El prospecto informativo debera contener las siguientes aspectos: 

A) Aspectos Jur1dicos. 

0 Acta Constitutiva y sus modificaciones. 

0 Poderes Notariales. 

° Contratos Mercantiles. 

° Contratos de Arrendamiento, Marcas, Juicios. 
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B) Estructura Organizacional. 

Consejo de Administraci6n, nombres, puestos y facultades. 

0 I Principales Directivos, funciones especfficas y currfcula. 

C) Aspectos Financieros. 

0 Estados Financieros Auditados de los ultimas 5 arias, 
Ejercicios Fiscales y sus relaciones analfticas. 

0 Estado de Resultados desglosado de los ultimas 5 arias. 

0 Estados Financieros completes internos, con antiguedad no 
mayor de 3 meses. 

D) Aspecto Comercial. 

0 Participaci6n en el Mercado. 

° Comercializaci6n. 

° Comportamiento de la Demanda. 

E) Situaci6n Industrial. 

0 Materias Primas. 

0 Proceso de Fabricaci6n. 

0 Equipo e lnstalaciones. 

0 Asistencia Tecnica. 

F) lnforme Corporative de la Empresa. 

G) Reporte de Clientes, Proveedores, y Competidores. 

H) Empresas Asociadas o Filiales. 
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8.- DISTRIBUCION DE INFORMACION: 

La distribuci6n de informaci6n se realiza mediante una carta de interes 
formal y confidencialidad en la cual los interesados al recibir la informaci6n 
se comprometen a no revelarla o distribuirla. 

La distribuci6n de la misma debera tener un lfmite de tiempo, ya que 
dentro de esta etapa los interesados tendran derecho a visitar las 
instalaciones con el fin de conocer ffsicamente la empresa y en algunos 
casos a petici6n del interesado se realiza una pequeria sesi6n de preguntas. 

9.- EVALUACION TECNICO-FINANCIERA: 

Para elaborar la evaluaci6n tecnico-financiera deberan tomarse en 
cuenta aspectos en torno a la empresa: 

0 Analisis macroecon6mico del giro de la empresa. 

0 Analisis de los aspectos sectoriales para determinar sus 
fuerzas y debilidades: proveedores, clientes, competidores, 
productos substitutes, competencia. 

0 Analisis financiero hist6rico y proyectado; analisis de 
crecimiento en terminos reales, costos, gastos, estructura 
financiera, etc. para estimar ventas, precios, costos, capital de 
trabajo, inversiones en actives fijos, etc. 

0 La valuaci6n de una empresa es un instrumento cuantitativo 
que permite establecer desde un valor mfnimo de venta, hasta 
una estrategia de ranges de negociaci6n en el precio de la 
empresa, en el caso de las paraestatales s61o se utiliza el valor 
mfnimo y unicamente se toma en cuenta cualquier oferta por 
arriba de este. 
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10.- RECEPCION V HOMOLOGACION DE OFERTAS: 

Los interesados realizan sus ofertas en la fecha establecida, de acuerdo 
con las reglas y normas marcadas con anterioridad, posteriormente de la 
recepci6n d'e ofertas, el Banco Agente realiza el analisis de las ofertas con el 
prop6sito de compararlas entre sf y con respecto a su evaluaci6n previa, 
para efectos de hacer una recomendaci6n al vendedor (Gobierno Federal) , 
sin embargo el vendedor es el que se reserva el derecho de asignar al 
ganador. 

11.- FORMALIZACION DE LA OPERACION: 

Cuando el vendedor autoriza la venta en favor del Banco Agente 
elabora el contrato de compra-venta para formalizar la operaci6n, tomando 
en cuenta las condiciones y el precio de venta autorizado. 

12.- ENTREGA DE LOS RECURSOS: 

Una vez formalizada la venta, el Banco Agente hace entrega formal de 
los recursos correspondientes a la venta, descontando los gastos en que 
incurri6 durante el proceso, asf como su comisi6n. 

13.- AUDITORIA DE COMPRA: 

En algunos casos el comprador solicita se efectue una auditorfa a la 
empresa en cuesti6n, para establecer si existen contingencias no reflejadas 
en los Estados Financieros, siendo el Banco Agente, el encargado de 
coordinarla asf como de analizar la procedencia e improcedencia de las 
contingencias. 
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14 .- DESINCORPORACION: 

Por ultimo el Banco Agente solicita a la Secretarfa de Hacienda y 
Credito Publico, para que esta a su vez solicite a la Secretarfa de 
Programaci6n y Presupuesto se de de baja a la empresa del Registro de la 
Administraci6n Publica Federal Paraestatal. 
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ANEXOS 



\.. 

INFORMACION REFERENTE AL PROCESO DE VENTA 

1.- CAF,lACTERISTICAS GENERALES. 

1.- Razon Social 

2.- Descripci6n de las actividades de la empresa. 

3.- Aspectos relevantes de su historia. 

4.- Empresas filiales y/o subsidiarias con las que esta ligada. 
Porcentajes de participaci6n. 

5.-Localizaci6n ff sica de sus medics productivos y comerciales. 
Descripci6n de sus propiedades. 

6.- Forma en c6mo esta integrado el Capital Social, accionistas y series. 

II.- COMERCIALIZACION. 

1.- Descripci6n de los productos que se estan fabricando y los que se 
piensan fabricar. 

2.- Mercados que se atienden. Panorama regional, nacional y mundial. 

3.- Marcas comerciales que se estan usando, (son propias o con 
licencia). Presentaci6n, precios. 

4.- Competencia: localizaci6n, productos, capacidad instalada, 
participaciones de mercado (ultimos 5 arias). Proyectos conocidos. 

5.- Consume nacional aparentre de cada aria para cada uno de las 
productos en volumen y valor en los ultimas 5 arias y estimaci6n en los 
pr6ximos 5 arias. 

6.- Ventas del mercado domestico y de exportaci6n en volumen y valor 
de las principales lfneas en los ultimas 5 arias y pron6stico para los pr6ximos 
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5 anos. Principales clientes, volumenes que representan y su localizaci6n 
geografica cuando sea posible. 

7 .- Pron6stico del crecimiento y tendencias de la industria que genera la 
demanda de las productos. 

8.- Competencias de productos importados, situaci6n arancelaria, 
productos complementaries y sustitutos. 

9.- Exportaciones que realiza la empresa o se realizaran, compromises 
de exportaci6n, restricciones a la exportaci6n. 

10.- Polfticas comerciales con distribuidores y clientes, canales de 
distribuci6n y ventas, polfticas de credito y de precios, situaci6n de la 
competencia. 

11.- Controles de precios gubernamentales. 

Ill.- MANUFACTURA. 

1.- Esquema descriptive de las procesos de fabricaci6n. 

2.- Capacidad lnstalada para cada tipo de producto, que ha tenido la 
planta en las ultimas 5 anos, asf coma capacidad actual; volumenes de 
produci6n logrado en las ultimas 5 anos. Turnes de trabajo involucrados en 
la capacidad. 

3.- Planes de ampliaci6n en su caso. 

4.- Problemas de obsolescencia tecnol6gica de equipos y/o procesos, 
previsibles a corto plaza. 

5.- Antiguedad promedio estimada y condici6n de las principales 
actives fijos, avaluos, gravamenes existentes. 

6.- Descripci6n de la tecnologfa empleada en las principales lfneas. 
Ventajas y desventajas sabre otras tecnologfas competidoras. 

7 .- Principales materias primas que se utilizan, volumenes, su 
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procedencia y principales proveedores, situaci6n de precios. 

8.- Grado de integraci6n nacional, compromises de integraci6n. 

9.- Problemas de contaminaci6n que se han presentado y la forma 
coma se han resuelto. Compromises. 

10.- Situaci6n de servicios auxiliares. (agua, gas, electricidad, vapor, 
etc.). I nfraestructura. 

11.- Descripci6n de la actividad de investigaci6n y desarrollo en la 
empresa. Caracterfsticas de calidad de las productos. 

12.- Concesiones y autorizaciones especiales de producci6n, estfmulos 
preferenciales nacionales y estatales. 

IV.- ORGANIZACION Y ASPECTOS LABORALES. 

1.- Organigrama con las nombres de las funcionarios de las 3 primeros 
niveles, e integraci6n del Consejo de Administraci6n y las comites ejecutivos 
si existen, incluyendo filiales (en su caso). Datos de currfcula. 

2.- Numero total de empleados y trabajadores par las ultimas 5 arias. 
Grado de especializaci6n. 

3.- Currfcula del cuerpo de direcci6n, antiguedad en la empresa yen el 
puesto. 

4.- Historia de las relaciones obrero-patronales, huelgas, sindicatos a 
las que estan afiliados. 

5.- Acuerdos especiales con directives y sindicatos. 

6.- Pasivo Laboral Contingente ( personal sindicalizado y de confianza). 
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V.- SITUACION FINANCIERA. 

1.- Estados Financieros Dictaminados por los ultimas 5 arios, ultimo 
cierre del ejercicio preparado por la empresa y el ultimo parcial. 

2.- Detalle del Balance del ultimo ario en lo que se refiere a: cartera 
vencida, evoluci6n de los creditos bancarios y sus intereses a partir de enero 
de 1982 y aquellos otros rubros que puedan afectar significativamente. 

3.- Detalle de Estado de Resultados del ultimo ario en lo que se refiere 
a costos, contribuci6n marginal por lfnea de productos, gastos y aquellos 
otros rubros que puedan afectar significativamente. 

4.- En caso de que la empresa haya contratado con FICORCA, definir: 
tipo de contrato, opci6n tomada para amortizaciones (con o sin 
financiamiento adicional), polftica contable para aplicaci6n de intereses, 
restricciones de los Bancos Acreedores. 

VI.- PROYECCIONES FINANCIERAS DEL NEGOCIO. 

1.- Balances, Estados de Resultados, Flujos de Efectivo detallando 
ampliamente las bases que sirvieron para su elaboraci6n. 

A) Presupuestos para el ejercicio actual. 

B) Proyecciones para los siguientes 5 arios. 

2.- Calendarizaci6n de las inversiones propuestas (en caso de existir 
proyectos de expansion). 

VII.- SITUACION FISCAL. 

1.- Regimen de la empresa, descripci6n de gravamenes a que esta 
sujeta (federales, estatales, municipales). 

2.- Estfmulos fiscales, excenciones o beneficios obtenidos o por 
obtener y compromises contrafdos, por ejemplo: mexicanizaci6n, 
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exportaciones, relocalizaciones, etc. 

3.- Litigios fiscales pendientes. 

VIII.- SITUACION LEGAL. 

1.- Juicios y reclamaciones relevantes que pudieran afectar 
significativamente la marcha del negocio. 

Valoraci6n y opinion de riesgos. 

2.- Manifestaci6n de la empresa de que cuenta con las permisos 
necesarios para su operaci6n. 

IX.- DOCUMENTOS Y CONTRATOS DE LA EMPRESA. 

1.-. Proporcionar las documentos y contratos, tales coma: 

A) Escritura constitutiva y sus modificaciones. Poderes. 

B) Contratos de asistencia tecnica y sus registros en su caso, 
compromisos. 

C) Contrato Colectivo de Trabajo, reglamento interior y 
comisiones existentes. 

X.- TECNOLOGIA. 

1.- Ultimo reports anual del socio que participa en la empresa 
proporcionando la tecnologfa. 

2.- Descripci6n de otras inversiones que tiene o ha tenido el socio 
tecnologista en Mexico y en otras partes del mundo diferentes a su pafs de 
origen. 
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3.- lndicar para los principales productos que fabrica la empresa 
quienes son sus principales competidores a nivel mundial. 

4.- Problemas de obsolescencia del producto. 

5.- Descripci6n de las actividades de investigaci6n y desarrollo. 

6.- Apoyos que puede proporcionar el socio tecnologista a la empresa 
mexicana. 

7 .- Comparaci6n de la Capacidad lnstalada de la operaci6n en Mexico, 
versus capacidades instaladas en otros pafses. 

XI.- CARACTERISTICAS DE LOS SOCIOS. 

1.- Giro o actividades de los socios que participan en la empresa. 

2.- Descripci6n de otros negocios relacionados con los socios que 
participan en la empresa. lnforme anual. 

3.- Antecendentes relevantes de los socios. 

XII.- ESTRATEGIA. 

1.- Plan Estrategico de la empresa. 

Pagina 19 





,. I 

1 

._, 

/.1 ... f/1, I, ·/IJ; u. . . I, 
t·r)nt.ltr/1 ../,11 ,,-),1"1"1 tl/Y(I t,/lf)/( 1 Jl/lfl//r'"//1')/lf/l I 

/' . r7;- . 
.,71rnl'vnu ../rf'n11 ·,1 

PROCEDlMlENTOS PARA LA ENAJENAClON A TlTULO ONEROSO EN fAVOR DE 
LOS SECTORES SOCIAL O PRJVADO DE LA9 ACCJONES O DERECHOS QUE 
~lE~EN SUSCRlTOS EN EL CAPlTAL SOClAL EL GOBJERNO FEDERAL, SUS 
DEPENDE~ClAS Y OTRAS ENTJDADES PAPAESTATALES, EN E~PRESAS QUE -
NO FUEREN ESTRATEGlCAS O PRlORlTARlAS. 

1. La Secretar!a de Programaci6n y Presupuesto a propuesta de . 

la Coordinadora de Sector correspondiente, obtendr~ el 

Acuerdo Presidencial para proceder a la enajenaci6n de la 

participaci6n estatal de referencia, comunic§ndolo a la 

propia Coordinadora de Sector ya la Secretarfa de Hacien

da y Cr~dito Publico, solicitando a esta Gltirna designar -

la Sociedad Nacional de Cr~dito que fungir§ corno agente en 

cargado de la enajenaci6n. 

2 • Para efectos de lo anterior, las propuestas gue en ejerci

cio de sus atribuciones legales formule la Secretarfa de -

Prograrnaci6n y Presupuesto para disolver, liguidar, extin

guir·, transferir a los estados y rnunicipios, enajenar la -

parti-cipa ci6n esta tal y fusionar ent idades para es ta tales, . . 
se basar~n en dict§rnenes gue al ~fecto deber~ ernitir la 

Cornisi6n Intersecretarial Gasto Financlarniento. 

El Ejecutivo Federal, por conducto de la Secretarfa de Pro 

grarnaci6n y Presupuesto inforrnar~ a la H. C§rnara de Diputa 

dos de las razones y criterios especfficos gue fundamenten 

el ejercicio de estas atribuciones. 

3. La Secretaria de Hacienda y Cr~aito Publico rnantendr§ a 

partir ae este punto ya lo largo ae todo el proceso, la -

facultad de coordinar, supervisar y ejecutar la venta de -
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, 

las ~mpresas propuestas para tal efecto, siendo la respons! 

ble ~nica del desarrollo del mismo. 

, 
Esta responsabilidad y facultad ~nica de la Secretar!a de 

Hacienda y C~~dito PGblico ser~ ejerciaa por el senor Secre 

tario de Hacienda y Cr~dito PGblico o por el Funcionario de 

esta _Dependencia gue dicho Secretario designe como represe~ 

tante para ' el efecto. 

5. La Coordinadora de Sector una vez conocida la decisi6n de -

venta proporcionar~ a la Secretarfa de Hacienda y Cr~dito -

Publico un perfil de la entidad, asf como los criterios de 

venta gue de acuerdo a las polfticas sectoriales procedan y 

designar~ a la instancia gue fungir~ como enlace para dar -

agilidad a estos procesos. 

6. Cuando las acciones motivo de enajenaci6n sean propiedad de 

alguna enti<lad del Sector PGblico, es responsabilidad de la 

Coordinaci6n Sectprial el provocar las reuniones de Consejo 

7. 

8. 

' ode Asamblea gue correspondan ·para queen dichos Organos 
- - . . 

se tome el . Acuerdo de Enajenaci6n de dicha participaci6n 

espec1ficamente en los t~rminos y condiciones gue resuelva 

la Secretar!a de Hacienda y Cr~dito PGblico. 

La Sociedad Nacional de Cr~dito designada promover~ por con 

ducto de la Secretarfa de Hacienda y Cr~dito PGblico y del 

enlace---£QFrespondiente en la Coordinadora de Sector, una ------- . ---- -------- . 
ieuni6n con los niveles directives de la empresa sujeta a -

enajenaci6n para exponer las caracterfsticas del proceso y 

definir los reguerimientos de informaci6n necesarios. 

En el caso de entidades sujetas a este proceso bajo la coor 

dinaci6n de la Secretarfa de Energfa, Minas e Jndusfria Pa-
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raestatal, a juicio de la Secretar!a de Hacienda y Cr~dito 

PGblico podr~ ejercerse el Acuerdo lnterinstitucionRl sus

orito en Agosto 25 oe 1986 para el establecimiento'de un -

~andato Fiduciario gue permita apoyar el proceso de enaje

naci6n correspondiente, y al amparo del mismo lu designa---- ------------------c i 6 n, en su caso, de un Consejero Delegado Ejecutivo para 

los fines ~onsigui~ntes. 

9. La Sociedad Nacional de Cr~dito contando con la informaci6n 

de la empresa, proceder~ a la evaluaci6n t~cnico-financie

ra de la misma, con objeto de definir la estrategia m§s . ~ 

adecuada a seguir para su enajenaci6n a fin de gue el Esta 

do obtenga las rnejores condiciones posibles en este proce

so. Esta estrategia deber§ considerar, entre otros aspec

tos, los siguientes: 

a) La factibilidad de venta y las adecuaciones o ajust~s 

que ser~ necesario _realizar ·para la misma. 

b) - Los mecanisrnos de propalaci6n m§s adecuados. 

c) En funci6n de las caracter!sticas t~cnicas, econ6micas,. ----
f:i.nancieras, tecno16gicas y de JT1ercado, .de la entidad, 

la Sociedad Nacional de Cr~dito establecer~ un precio 

rnfnimo gue refleje el valor de la empresa de acuerdo a 

las condiciones antes citadas. 

d) Fecha lfmite para la recepci6n "de ofertas y el prospe£ 

to de venta a distribuir entre los posibles interesa-

dos. El . prospecto deber§ contener infonnuci6n gue per 

rnita evaluar el proyecto a los interesados, sin gue re 
presente una desventaja para su pnrticipaci6n de merca 
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do o descubra informaci6n estrictamente confidencial a 

la opcraci6n de la cmpresa. 

10. La Soci€dad Nacional de Credito presentar~ para su aproba--

11. 

12. 

ci6n a la Secretaria de .Hacienda y Credito Publico, la estr~ 

tegia de venta corisiderada como la m~s adecuada y los resul

tados de la evaluaci6n t€cnico-financiera. Cuando la evalua 

ci6n realizada por la Sociedad Nacional de Cr~dito_indique -

que los criterios de venta establecidos para la operaci6n la 

dificultan, imposibilitan o bien van en detrimento de la con 

veniencia de la misma, expondr~ el case a la Secretar~a de -

Hacienda y Credito Publico para que esta a su vez lo someta 

a la consideraci6n de la Cornisi6n Intersecretarial Gasto Fi

nanciamiento. 

En los cases en que existan socios de los sectores Social o 

Privado en la ernpresa y de queen los estatutos de la misma 

se establezcan derechos al tanto ode preferencia! los mis-

mos deber~n respetarse antes de considerar una oferta publi-
, . . 

ca. Una vez agotada esta posibilidad, se podr~ considerar -

una .oferta publica y ~na vez 'cubierta esta Gltirna, se podr~ 

considerar la propalaci6n a otros posibles interesados. 

Deber~ considerarse tarnbien en este proceso el derecho de -

preferencia gue de ·acuerdo con el Articulo 32 de la Ley Fed~ 

ral de Entidades Paraestatales _tienen los trabajadores orga

nizados de 1~ empresa en igualdad de condiciones y respetan

do los terrninos de las Leyes y Estatutos correspondientes. 

Una vez propalada la venta y recibidas las ofertas de compra, 

la Socieaad Nacional de Credito proceder§ a su-hmr!.ru.Qgaci6n 

para hacerlas comprobablcs y las contrastar§ en su caso, con 

los criterios de venta. 

, I 
i 
I 
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14. Con excepci6n del ejercimiento de derechos de pre!erencia de 

socips actuales de la empresa ode ofertas publicas realiza

das a tr~vcs eel mcrcado de valores y oe conformidad a los - · 

lineamientos y normas establecidas por la Ley correspond~en

t~, en el resto de los ·casos deber~n recibirse por lo menos 

dos o m~s ofertas de posibles adguirientes para el an~lisis 

de las mismas, de acuerdo a lo establecido en el punto ante

rior. Cuando existan circunstancias especiales_ que limiten 

lo cstablecido en este punto, la Secretar!a de Hacienda y -

Credito PGblico someter§ el caso a la Comisi6n Intersecreta

rial Gasto Financiamiento para que se acuerden las excepcio

nes o procedimientos que correspondan. 

15. La Sociedad Nacional de Credito presentar~ ante la Secretar1a 

de Hacienda y Credito Publico su recomendacion sobre las con 

diciones en que pudiera llevarse a cabo la operaci6n, defi-

niendo posible adguiriente, precio y dem~s condiciones de la 

misma. 

16. _ Cuando las ofertas recibidas ~e ~biquen por encima del pre--

cio' m1nimo . definido_por la Sociedad Nacional de Credito y --

7 
una ·vez conocidas las reco1t1endaciones de esta 1H tima sobre -

la venta, la Secretar1a de Hacienda y · Credito Publico tornar~ 

~a decisi6n de enajenar la entidad, -comunicando a la Socie-

------- dad Nacional de Credito su autorizacion y las condiciones en 

que deber~ proceder a formalizar la operaci6n, informando a 

las dem~s instancias participantes en el proceso. 

17. Cuando las ofertas recibidas se ubiquen por debajo del precio 

m1nimo defiriido por la Sociedad ~acional de Credito, la Se-

cretaria de Hacienda y Credito Publico presentara el caso a 

la Comisi6n Intersecretarial Gasto Financiamiento para la de 

finici6n del cu rso de acci6n a seguir. 
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18. Una vez formalizada la nperaci6n, la Sociedad Nacional de 

Cr6dito agente clcstinar~ los recurses a la Tesorer!a, de co~ 

formidad con los lineamicntos acordados en el seno de la Co

misi6n Intersecretarial Casto Financiamiento. 

19. La Secretarfa de Jiacienda y Cnfdito PGblico enviar~ la infor 

maci6n del finiguito, asf como toda la docwnentaci6n gue su~ 

tente la operaci6n, a las Secretarfas de la Contralorfa Gene 

ral de la Federaci6n y de Programaci6n y Presupucs~o, para -

el debido ejercicio de sus atribuciones, solicitando a ~sta 

Gltirna se desincorpore la entidad· de la Administraci6n PGbli 

ca Federal. 

20. En adici6n a los puntos precisacos, en aquellos · casos gue a 

juicio de la Secretarfa de Hacienoa y Cr~dito PGblico se pre 

senten circuntancias no previstas en los presentes lineamien 

tos y gue afecten sustancialrnente al procedirniento de venta, 

la Secretarfa de Hacienda y Cr~dito PGblico lo pondr~ a con

sid~raci6n d~ la Comisi6n Intersecretarial Gasto Financia--

miento. 

M~ico, D.F., 25 de marzo de 1987. 

El Subsecretario de Hacienda y 
Cr~dito PGblico 

El Subsecretario de Pla
neaci6n y Control Presu-

----::..-:::...-p_u!'~tal. ~ 

~ 
Arl!lella. 
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El Subsccrctario dc _Ingrcsos. 

Dr. JaiDe Serra .Puche. 

eral de Co 
dos de Con= 

tor Publico. 

El 

El Subsccrctarjo de Progrnrr~
ci6n y Fresupuesto de Dcsarro 
llo Industrial y de Servicios 

II(~ . 
Lie. 4~an-Jos~ P~ramo. 

Gen~,al Adjunto 
e .Mexico 
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highly complex courtship game is 
being played out in the Mexican 
financial community, with the 
administration of President Carlos 

Salinas de Gortari act ing as matchmaker. In 
the arena are the 18 banks within the coun-

·s state-run commercial banking sector -
· which suitable partners are being sought. 
The alliances will dramatically transform 

the Mexican financial arena. This is not a 
straightforward privatisation programme. It 
forms part of a wider plan to unite insurance, 
stockbroking, banking and a range of other 
financial services in powerful new groups 
which will introduce universal banking to 
Mexico. These groups will also forge new 
links with international banks which are being 
;i!lowed to participate, via minority equity 

.1kes, in the privatisation sell-off, thus gain
--, g a valuable foothold in the potentiaUy huge 
Mexican market. 

The process will work like this: the govern
ment determines the order in which the banks 
are to be sold off and asks interested parties 
to form bidding groups. At the moment, the 
state owns 66% to 75% of bank shares, and 
the balance trades on the stock market. Con
trolling 51 % blocks of shares will be sold 
to groups of individuals with Mexican citizen
,hip who can demonstrate the appropriate 

:pertise and capital backing. 
The remaining 49% (some has already been 

acquired by potential bidders on the open 
market, and some could be floated by the gov
ernment in secondary offerings) will allow 
institutional investors, companies, funds and 
foreign investors a limit of up to 30 % of total 
share capital. 

The key to success in the bidding process 
involves the ability to form holding companies 
- with a similar shareholding structure -
•1ringing together banks, insurance com-

J.nies, brokerages and leasing companies. 
l" he Salinas administration is pinning 
its hopes for financial sector develop
ment on the creation of these groups, 
rather than just bank privatisation. 

The sell-off will bring in much-needed cash 
to an administration burdened by external debt 
and large domestic financing needs associated 
with the country's ambitious economic 
development plans. The stakes in the bank
i:1g sector will earn an estimated $5 billion 

:1d will relieve the public sector of future in
.:stment needed to strengthen the banks as 

,,1e economy grows . 
There is plenty of interest from Mexico and 

overseas - banks, brokerages and insurance 
companies are abuzz with rumour as poten
tial partners sound each other out. However, 
it is estimated the sell-off programme could 
lake 18 months to two years. 

Several small regional banks such as Pro
mex and Banco dii Centro are likely to be 
,old first, allowing the government to stream

·1~ the process before selling the bigger 

\ 
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Mexican president Carlos 
Salinas de Gortari wants to sell 

off the country's state-run 
banking sector. The proceeds 

of privatisation will be 
welcome in a country 

burdened by external debt and 
in dire need of domestic 

investment. But the move 
forms part of a wider plan to 

create a universal banking 
system in Mexico. 
By Michael Marray 

players such as Bancomer, Serfin, and the 
crown jewel of the banking sector, Banco 
Nacional de Mexico - commonly known as 
Banamex. Already 15 banks have minority 
stakes of up to 34 % trading on the stock 
market. The other three, Bancreser, BCH and 
Banpais, are still JOO % owned by the govern
ment and could be harder to dispose of. 

Who will the buyers be? Bidders will in
clude former bankers who controlled the 
banks before they were nationalised. Many 
went on to set up powerful casas de balsa -
brokerage houses - which cqmpete head-on 
with the banks in corporate finance and 
money-market activities. 

Agustin Legorreta, for example, who now 
runs Inverlat, Mexico's second largest 
brokerage, used to head Banamex. Alberto 
Bailleres owned Cremi bank and now runs a 
brokerage of the same name. Former owners 
of Comermex and Bancomer, Eloy Vanilla 
and Manuel Espinosa , could also be possible 
buyers. Under the rules for the new financial 
groups these individuals could each hold up 
to 5 % - or JO% with special government 
permission - of the holding companies under 
which the banks would operate. 

The expert ise they possess represents a 
powerful bidding advantage, but the auth
orities - including the National Banking 
Commission, Ministry of Finance and Banco 
de Mexico, the central bank - will assess a 
variety of criteria before naming the winning 
parties. "We don't want to return the banks 
to the old bankers one by one," says Guil
lermo Barnes, chief adviser to Guillermo 
Ortiz, under-secretary at the finance ministry. 
So the overall strength and expertise of the 
partners will be considered and their ability 
to commit fresh capital to an expanding finan
cial services sector assessed. 

As Barnes points out, the growing lending 
business, technological development and 
higher international capital adequacy re- •· 
quirements will demand substantial additional 
investment from the holding company. 

The position of the banks after almost a 
decade of state ownership varies considerably. 
After nationalisation in September 1982 the 
industry grew in a lop-sided manner, becom
ing highly competitive in some areas and slug
gish in others. Most banks generated profits, 
which were reinvested in new technology and 
product expansion. 

"Nationalisation per se did not have such 
a great impact mainly because management, 
except for the CEOs, remained," says Adulfo 
Lagos, managing director of commercial 
banking at Bancomer, Mexico's second largest 
bank after Banamex. Continued competition 
kept the sector developing, Lagos adds. "We 
were able to avoid falling into technological 
obsolescence." Bancomer has kept ahead, and 
even built up its own network of satellite 
dishes linking its operations around Mexico 
and bypassing the poor national telephone 
system . 

But some areas fell"into disuse. Reserve re
quirements as high as 90% meant banks 
took deposits from the public and lent 

to the government, bringing the conven-
tional commercial banking activity of len

ding to private business to a halt for most of 
the 1980s. And there is still no established 
home mortgage market. 

The banks have come to rely heavily on 
money market activities for profits . Internal 
deficit funding by the government helped 
build a healthy market with high turnover, 
dominated by cetes (treasury bills) and 
bondes (longer maturity development bonds). ► 
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High inflation in the mid- l 980s led to strong 
demand for short-tenn liquid instruments , and 
since 1985, the banks have been competing 
with the brokerages. 

The introduction of their own money
market funds and demand accounts paying 
interest have helped banks establish 
dominance over the brokerages in these areas, 
and constitute a m~jor source of profits. Banks 
have 45 % of fixed income funds and IO% 
of equity funds. This area of duplication will 
have to be resolved when money-market units 
of banks and brokers, or portfolio manage
ment activities in an insurance company, are 
combined. 

Although the privatisation announcement on 
May 2 this year came as a surprise, deregula
tion of Mexican banks has been under way 
for some time. Initial steps were the liberalisa
tion of central bank control over interest rates 
on deposits from the end of 1988, and a 
change in reserve requirements, which had 
been as high as 90%. The new rules require 
banks to observe a liquidity ratio of 30%. 

Previously the government set deposit rates 
and directed borrowing rates, which ensured 
the banks' profitability. The changes led to a 
narrowing of the differential between borrow
ing and lending rates, and a scramble for 
greater efficiency. Since January 1990, the 
banks have been given greater autonomy for 
setting budgets, mapping out expansion plans 
and deciding on matters such as remuneration 
for senior staff. 

Potential bidders point out that the fonn
ation of new alliances is subject to a number 
of difficulties, especially the issue of control. 
Under the regulations, individuals wi11 be 
limited to a 5 % stake in the holding com
panies, which can be raised to 10% subject 
to special regulatory permission. Foreign 
banks seeing a large number of Mexican 
shareholders will want to know who is actu
ally exerting leadership. 

Howe:ver, foreign bankers applaud the 30% 
ceiling on foreign ownership in holding com
panies and banking subsidiaries as an op
timistic gesture from the Salinas administra
tion. The government wants Mexican banks 
to forge international links and create fresh 
channels for foreign capital entering the coun
try. But foreign participation in the bank 
privatisation scheme is not essential in tenns 
of access to capital since the domestic interest 
is more than adequate to absorb the banks into 
the private sector. Instead, the advantage lies 
in relationships which will bring new 

I 
technology and financial engineering techni
ques to Mexican banks. 

I Mexico, Canada and the United States are 
already edging towards a free trade agreement 
and there is the move towards a global 
liberalisation of services under the General 
Agreement on Tariffs and Trade to consider. 

Mexican bankers are mapping out their 
strategies to meet the challenge of foreign in
stitutions in the domestic market. "The foreign 
banks will concentrate on the high end of the 
market, such as multinationals and high-net
worth individuals," says Jose Manuel Rivero , 
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director-general at Banamex. "We serve these 
markets too, but we're also in retail, with an 
infrastructure which is hard to duplicate over
night." Rivero expects Mexican banks to be 
dominant in areas such as automated teller 
machine networks, credit card operations 
(already there are five million credit cards in 
Mexico) home mortgage lending and personal 
loans, and loans to the thousands of small 
businesses. 

"We have been growing rapidly in our loan 
portfolio," Rivero says, pointing to a 60% 
increase over the past two years. "Now we 
are liquid and it is a matter of going out and 
looking for customers - it is more com
petitive." 

Mexican banks are making a concerted 
effort to win market share in private banking 
but many wealthy Mexicans prefer to keep 
their money with foreign banks overseas. 
Various attempts by the government to tempt 

flight capital back into the country h, lar~est 
far brought only a trickle of funds . 1crcia1 , 

"It will be important for Mexican ba5a and 
identify which segments they serve best,al ser
Bancomer's Lagos. "It would be silly for o-Xpec
to be obsessed with maintaining the biggest7a~k
porate clients. I see small and medium gro1~ng 
businesses and consumer banking as two s· 1dea 
tegic fields for the Mexican banks to ta0 the 

This view is supported by Jose Kaut, the 
deputy director of capital markets at Ban, . 
Internacional. "It's necessary to assist smik
and medium-sized clients," Kaufer says. --T1t1ld 
area for foreign banks is long-term capita!'lx
we are more in short:term lending and trad;gn 
finance." :x-

A t present foreign banking business is con-'e 
centrated on European, American and ,t 
Japanese multinationals investing in Mexico 
but is expanding to include large Mexican 
companies. These companies, some branching 
out abroad, will be a natural target for inter
national banks, which will become involved 
in long-term lending and project finance. 

Full banking licences could still be some 
years away, although observers in Mexico 
point out the ability of the Salinas adminis-
tration to spring surprises on the market. But 
for the moment the privatisation programme 
offers foreign banks a foothold in Mexico to 
gain valuable knowledge of its markets. 

There is also the possibility of offering 
investment banking expertise within the 
privatisation process itself. Debt-for-equity 
swaps, where many international banks have 
strong teams, are not expected to play any 
significant role in bank privatisation, but there 
are opportunities in other areas. 

The government is determined to make the 
process as transparent as possible in terms of 
the valuation put on the banks; the bids 
offered; and why a particular group is chosen. 
There may be a role for Mexican and foreign 
investment banks as advisers, perhaps in the 
complex valuation process for the banks 
before invitations for bidders are issued . 

Bidders will want to examine balance sheets 
and loan portfolios. Mexican banks have pro
fitable subsidiaries in markets such as foreign 
exchange dealing, investment banking, 
leasing and industry - which are not con-
solidated in their balance sheets. Property 
values may also be undervalued on their 

~; • books. In the case of Banamex, the art and 
' · antiques at its stunning 18th century head

quarters building in the old colonial heart of 
,• Mexico City will present an addit ional pi:z

zle for the valuers to solve. 
"There is a lot of information not incor

porated in the balance sheets of the banki ng 
sector," comments one broker, who is abo 
keen to get a closer look at the loan portfolios 
before making a bid. But. apart from isolated 
problems, loan portfolios are generally 
expected to be free of major flaws . 

The valuation of the banks according to the 
bank stocks (known as certificados de apor
tacion patrimonial or CAPS, most of which ' 
were issued during the 1987 bull market in 
a partial reprivatisation programme) su~: ;c• · ·• 

---
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they may be worth about $7 billion. Banamex 
alone is capitalised at over $2 billion, 66% 
of which is owned by the government. In 
addition, three non-listed banks must be added 
to the total. 

The Mexican government's intention is to 
dispose of all its stakes in commercial banks, 
leaving only the traditiorral government units 
such as Nacional Financiera, a development 
bank, and the Exim bank, Banco Nacional de 
Comercio Exterior. But it could also be left 
with some of the less attractive commercial 
banks. The banking sector splits roughly into 
three areas: national banks with up to 700 
branches and good geographical coverage; so
called super-regionals such as Cremi and Con
fia, with partial coverage of Mexico; and 
smaller regional banks strong in one area with 
as few as 70 branches. 

The super-regionals, with large branch net
works and high operating costs, could suffer 
most at the hands of the national giants once 
they are in private hands. Smaller regionals, 
such as Promex and Banco de! Centro, have 
niches in communities and are more likely to 
be able to win business in the face of new 
competition. 

The order in which the banks are sold off 
could pose problems. Once the first ones are 
in privately-owned financial groups they will 
become more aggressive and put pressure on 
those remaining in state hands. "The process 
should be fast," says Jose Manuel Rivero. 
"Once you start privatising the banks obvi
ously they are going to look for people and 
so on - you become vulnerable." 

The administration wants a strong regional 
banking sector and for this reason groups with 
appropriate local ties are seen as likely 
favourites once the bidding process begins. 
"The people in the north want to buy the banks 
in the north, which is perfectly okay," points 
out Guillermo Barnes. "Regional banking is 
needed in Mexico." 

The weakness of some banks could lead 
to mergers, either after privatisation, or before 
the sell-off, with banks being sold together 
as a package. But the Salinas administration 
is keen to promote competition and so has .also 
invited holding groups to apply for new bank
ing licences. 

As potential groups come together they are 
debating the possible routes into the banking 
industry. The options are: a large ·expensive 
bank with a strong market presence; acquire 
a problem bank cheaply and tum it around; 
and apply for a new banking licence. 

Some owners of successful broking and 
insurance units question the logic of putting 
these into new holding-group structures, 
where complex questions of leadership and 
management have to be worked out. Some 
owners of brokerages and insurance com
panies may opt to leave their current 
businesses independent and join groups which 
duplicate their own activities. 

The worry is that anyone who doesn't ful
ly join in the process will eventually find 
themselves out in the cold. Groups with their 
own universal banking capabilities are less 
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likely to sign marketing agreements with out
side parties wishing to gain access to their 
distribution networks. 

These possibilities, coupled with the various 
types of businesses which may merge under 
new holding companies, offer endless com
binations of bidding ~roups . For some such 
as BNP, which used to own a stake in Banco 
Atlantico, and Paribas, which was involved 
with Banamex, the opportunity to renew old 
alliances emerges. The foreign banks are in
volved in numerous informal discussions. 

"They are testing the waters," says Alfonso 
Romo, chairman and CEO of Pulsar Inter-

national, which owns one of Mexico's largesr 
insurance companies, Seguros La Comercial, 
the brokerage Vector Casa De Volsa and 
other important industrial and financial ser
vices companies. Romo, who is widely expec
ted to be in the running to move into bank
ing, stresses that there is little point in taking 
overseas partners without having a clear idea 
of the benefits which may result. "What is the 
added value that each party brings to the
table?" Romo asks. 

At Banamex, Rivero argues that it is unlik-
ely the full 30% foreign participation would 
be made up of six banks holding the max
imum 5% each. Instead he sees three foreign 
banks at the most taking a stake in each Mex
ican bank. "The most likely to invest are the 
European banks, they have shown the most 
interest in the scheme," he says. Other bankers 
confirm that early interest has come more 
from Europe than the United States. How
ever, American and Japanese banks are ex
pected to emerge as partners in the groups. 

Long-Term Credit Bank of Japan (L TCB) 
is examining its options in Mexico. "So far 
our status is a rep office but in the near future 
we will be putting our money directly into 
Mexico," says Eisuke Nakamura, chief 
representative at L TCB in Mexico City . He ' 
suggests a stake in a leasing company could 
be a possibility in addition to a stake in a bank 
or its holding company. "Leasing companies 
can supply long-term financing," Nakamura 
says, pointing to the recent sale and lease-back 
of a power station for Comision Federal de 
Electricidad as an example of the oppor
tunities available. 

When selecting successful bidders the 
government may avoid the old financial indus
trial groups which built up around the banks 
before the 1982 nationalisation. Strong 
legislation on related party loans forms an 
important part of the new rules governing the 
banking sector. For example, investments in 
industrial companies cannot exceed 5 % of the 
company's capital. With these laws in place 
the administration is confident it can avoid 
some of the excessive cross-ownership evi
dent in the pre-1982 groups. 

The fact that the banks are up for sale gives 
the impression potential buyers are choosing 
their partners. But the banking sector dwarfs 
brokerage houses in size, and will in some 
cases dominate the new groups. "The one with 
the distribution capabilities is the number 
one," says Jose Mantecon, vice-president for 
marketing development at the CNV, Mexico's 
national securities commission. "The regional 
distribution of financial services will be a win-
ner," he says. _ 

The banks may become the dominant part
ners. But whatever the outcome, the privatisa
tion programme has been greeted with enthus
iasm by Mexican businesses. Its announce
ment sent share prices on the Mexican stock 
market soaring. Despite the number of issues 
still to be resolved, the prospect of a private 
banking sector is providing another reason for 
a feeling of renewed optimism and confidence 
in the business community. - D 



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
DATE: February 7, 1990 

TO: Mr. S. Shahid Husain, LACVP 

THROUGH: Rainer Bite ~Director, LA2 

FROM: Paul F'. ot te • Chief, LA2TF 
(,'A"\ 

EXTE;NSION: 30874 

SUBJECT: MEXICO - Se~ond Tranche Release of the Public Enterprise Reform Loan 
(Loan 3086-ME) 

l. In his memorandum to you on the Status of Three FY89 Adjustment 
Loans to Mexico dated December 12, 1989, Mr. Steckhan referred to the 
following four areas of the Public Enterprise Reform Loan (PERL) needing 
further clarification/action prior to second tranche release: (i) 
Performance Agreement Contracts for five selected Public Enterprises 
(PEs), (ii) the Implementation Program, (iii) Government Budget 
Transfers to PEs, and (iv) issuance of satisfactory regulations to the 
Public Works Law and to the Procurement Law. Disbursement of funds 
linked to the approval of second tranche release are US$124 million 
equivalent on our own account plus US$900 million equivalent in 
cofinancing by the EximBank of Japan, in support of the debt reduction 
package, which is conditional on the simultaneous second tranche 
releases under this Loan as well as the Financial Sector Adjustment and 
Industrial Sector Policy Loans. 

2. Progress in the first two of the four areas is satisfactory and 
the corresponding tranche release conditions have been met (tranche 
condition underlined): 

(a) Performance Agreements (PAs) are signed and the selected PEs 
are operating under the PAs. For the period January
December 1990, PAs have been signed with the five large PEs 
agreed upon under the loan. Based on detailed discussions on 
the structure and contents of the PAs with a Mexican 
delegation that visited Washington on 12/18/89, these are 
found to be satisfactory and the selected PEs are operating 
under such contracts. 

(b) Satisfactory progress in carrying out the Implementation 
Program. The Program includes ten actions, mostly studies, 
which were due prior to January 31, 1990. All these 
conditions have been met , albeit some with slight delays. In 
the context of ongoing reform programs or based on internal 
diagnosis of the situation rather than on formal studies, the 
Government took actions which went beyond the requirements 
laid out in the Implementation Program concerning: (i) the 
preparation of terms of reference to assess and improve the 
financial management of selected PEs, and the initiation of 
two studies, (ii) on methods to promote private sector 
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presence in activities currently being undertaken by the 
state railway company, and (iii) on the role of governmental 
mining agencies in light of the reduced participation of PEs 
in the mining sector. 

3. Regarding the third area, the tranche condition requires "That the 
Guarantor has made progress, satisfactory to the Bank, in restricting PE 
Transfers during FY89 to levels consistent with the total aggregate PE 
Transfers contained in the Guarantor's Budget for FY89." While our 
estimate for such transfers indicate a 20.6% nominal increase above the 
1989 budget, the objective of this condition, namely to reduce the 
burden PEs impose on the fiscal account and to force PEs to improve 
their efficiency, has been fulfilled for the following reasons: 

(a) Mexico's primary surplus rose from 5.0% of GDP in 1987 to 
8.4% of GDP in 1989 and all fiscal targets set forth for 
September 1989 under the Extended Fund Facility (EFF) program 
with the IMF have been met; 

(b) 69% of the incremental transfers (equivalent to 15% of the 
transfers included in the 1989 budget) reflect higher 
allocations to two Government Programs inaccurately 
classified as parastatal transfers and to the social security 
system and educational centers; and 

(c) the remaining 31% of the incremental transfers (equivalent to 
6% of the transfers included in the 1989 budget) involve 
three large PEs and are attributable to: (i) actions in 
response to restructuring programs agreed upon with the Bank 
(in fertilizer); (ii) acceleration of investments in response 
to higher than forecast demand growth (in power generation); 
and (iii) offsetting the negative impact on a freeze on sales 
prices under the extension of the "Economic Stabilization and 
Growth Program" (for the basic food marketing company). 

The Legal Department, based on the above evidence, considers the issue 
of compliance with the condition concerning PEs transfers to be within 
the judgement of the Bank's Operational Management. 

4. Actions on the fourth area are, however, behind schedule. Whereas 
regulations to the Public Works Law were issued on January 9, 1990, the 
regulations to the Procurement Law · are only in draft, but according to 
an official communication by the Mexican authorities they will be issued 
this month. Informally, we have been given to understand that they may 
be issued as early next week. The contents of the draft regulations to 
the Procurement Law are satisfactory to the Bank and, as laid out in the 
attached letter dated January 9, 1990 from Mr. Gazca Neri, 
Undersecretary of Programming and Budgeting, to Mr. Steckhan, the final 
regulations will not include changes in substance compared to the 
present draft. 
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5. Given the urgency of the transfers of funds to Mexico, we propose 
to request Mr. Qureshi's review and approval of the memorandum to the 
Board, , subject to the issuance of the regulations to the Procurement Law 
(draft memorandum to Mr. Qureshi, under your signature, is attached). 
Should you endorse this recoD'UJlendation, and provided Mr. Qureshi 
approves the memorandum to the Board, upon issuance of the regulations 
to the Procurement Law, all second tranche release conditions would be 
deemed to have been fulfilled and the memorandum informing on second 
tranche release would be distributed to the Board. 

Attachments 

cleared with and cc: Messrs. Lee (LA2DR); Johnson, van Wijnbergen 
(LA2CO); Mettala (LEGLA); Sugar (LOAEL). 

cc: Messrs. 

EMendez\PKnotter 

Segura, Linder (LACVP); Selowsky (LACCE); Wessels 
(LATDR); Iskander, Mendez (LATTF); Martinez, Varallyay 
(LA2CO); Hughes (LA2TF); Collell, Ahmed, (LEGLA); Voljc 
(Res. Rep. Mexico); LAC Files 
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fHE WORLD BANK/INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
DATE: February 8, 1990 

A. Qurest, SVP, 

Husain /\ r TO: 

FROM: 

Mr. Moeen 

S. Shahid 

Operations 

EXTENSION: 39001 

SUBJECT: Mexico - Public Enterprise Reform Loan (Loan 3086-ME) 
Release of the Second Tranche 

1. Attached please find for your review and approval a 
memorandum to notify the Board of the release of the second tranche of 
US$124 million equivalent of the Mexico Public Enterprise Reform Loan. 
US$900 million equivalent in cofinancing by the EximBank of Japan in 
support of the debt reduction package is conditional on the simultaneous 
second tranche releases under this Loan, as well as the Financial Sector 
Adjustment and Industrial Sector Policy Loans. Conditions for second 
tranche release under the latter two adjustment operations have already 
been met. Given the urgency of the transfers of funds to Mexico, we are 
requesting your approval of the attached memorandum subject to 
fulfillment of the only remaining second tranche condition referred in 
para. 2 below. Should you endorse the Region's request, we would advise 
you once this condition is met and proceed thereafter with the 
distribution of the memorandum notifying the Board of the release of the 
second tranche. 

2. Except for one of the thirteen second tranche conditions of 
this Loan, namely, the issuance of the regulations to the Procurement 
Law, progress in complying with these conditions is satisfactory. The 
regulations to the Procurement Law are only in draft, but according to 
an official comunication by the Mexican authorities, are expected to be 
issued during this month. (Informally we have been given to understand 
that it may be issued as early as next week). The contents of the draft 
regulations to the Procurement Law are satisfactory to the Bank and, as 
stated in a letter dated January 9, 1990, from Mr. Gazca Neri, 
Undersecretary of Programming and Budgeting, to Mr. Steckhan, the final 
regulations will not include changes in substance compared to the 
present draft. 

3. There is another issue requiring your attention concerning 
the following second tranche condition: "That the Guarantor has made 
progress, satisfactory to the Bank, in restricting PE Transfers during 
FY89 to levels consistent with the ' total aggregate PE Transfers 
contained in the Guarantor's Budget for FY89." While our estimate for 
such transfers indicate a 20.6% nominal increase above the 1989 budget, 
the objective of this condition, namely to reduce the burden PEs impose 
on the fiscal account and to force PEs to improve their efficiency, has 
been fulfilled as : 

(a) Mexico's primary surplus rose from 5.0% of GDP in 1987 to 
8 . 4% of GDP in 1989 and all fiscal targets set forth for 



- 2 

September 1989 under the Extended Fund Facility (EFF) 
program with the IMF have been met; 

(b) over two-thirds of the incremental transfers reflect higher 
allocations to two Government Programs inaccurately 
classified as parastatal transfers and to the social 
security system and educational centers; and 

(c) the remaining 31% of the incremental transfers (equivalent 
to 6% of the transfers included in the 1989 budget) involve 
three large PEs and are attributable to: (i) actions in 
response to restructuring programs agreed upon with the Bank 
(in fertilizer); (ii) acceleration of investments in 
response to higher than forecast demand growth (in power 
generation); and (iii) offsetting the negative impact on a 
freeze on sales prices under the extension of the "Economic 
Stabilization and Growth Program• (for the basic food 
marketing company). 

Consequently, LAC management believes that this conditions has been met 
in substance and the Legal Department agrees that this decision is 
within the purview of the Bank's operational management. 

Attachments (1) 

cc: Messrs. Dubey (EAS); Thalwitz (PPRSV); Shakow (SPR); Holsen (CECDR); 
Steckhan (LA2DR); Knotter (LA2TF); Mettala, Collell (LEGLA); 
Stern (FINSV); Rao (FRS); Sugar (LOAEL); LAC Files. 

PKnotter/EMendez:fb 



FROM: Senior Vice President, Operations February , 1990 

, MEXICO - Public Ente§¥rise Reform Loan ~Loan 3086-ME)* 
Release O The Second Trane e 

1. As provided in Section 3.02 of the Loan Agreement for the above-
mentioned project, discussions were held in Mexico City during recent weeks on 
the progress achieved in carrying out the sector adjustment program assisted 
by the loan. This memorandum swmnarizes the recent macroeconomic developments 
and progress in the fulfillment of the criteria for the release of the loan's 
second tranche of US$124 million equivalent, as agreed during the negotiations 
of the loan. 

I. BACKGROUND 

2. The Public Enterprise Reform Loan (PERL) aims at supporting the 
Mexican Government's objectives of stabilizing its economy and resuming growth 
by assisting in the improvement of the efficiency of the parastatal sector. 
The PERL essentially supports two complementary programs: (i) a "divestment• 
program to continue to reduce the size of the parastatal sector by selling or 
merging a large number of firms and liquidating non-viable ones, and (ii) a 
program to improve the efficiency of the public enterprises (PEs) to be 
retained by the Government, including reforms in their policy and 
institutional environment. A reduced and more efficient parastatal sector is 
expected to be better positioned to allocate resources productively, operating 
within a more competitive environment, with decentralized decision-making and 
strengthened managerial capabilities and incentives. 

II. RECENT ECONOMIC DEVELOPMENTS 

3. Over the past two years, the Mexican Government has implemented a series 
of agreements with representatives of business, labor, and farming on the key 
elements of a far-reaching price stabilization program. It was originally 
called the "Economic Solidarity Pact"(PACTO). Since December 1988, it has been 
renamed the "Economic Stabilization and Growth Program" (PECE). The program 
began with measures to tighten fiscal and monetary policies, freeze minimum 
wages, prices of basic inputs and public services, and the nominal exchange 
rate, and accelerate structural change in areas such as trade liberalization, 
public enterprise divestiture, liberalization of foreign investment rules, and 
deregulation of highway transport. Since December 1988, there has been a 
gradual relaxation of the restrictions on wage-price adjustments, and 
depreciation of the exchange rate has been resumed at the rate of one peso per 
day vis-a-vis the U.S. dollar. 
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4. On December 5, 1989, a· renewal of the PECE was announced, extei .... Hg it 
through July 31, 1990. The new package's most important elements are a 
continuation of the peso-a-day exchange rate depreciation policy, a 
realignment of key public sector tariffs in line with inflation targets, a 10% 
increase i~ minimum wages, and a considerable increase in price flexibility. 

5. Under the PACTO/PECE, inflation has declined dramatically from 159% in 
1987 to 20% in 1989. This decline was not a product solely of 
wage/price/exchange rate guidelines, but was buttressed by strong fiscal 
restraint measures. Fiscal austerity was sharply intensified, as exemplified 
by a primary surplus which rose from 5.0% in 1987 to 8.3% of GDP in 1989. 
Since then, the economy has shown encouraging signs of recovery, as output 
growth accelerated from 1.4% to 3.0%, led by a strong resurgence of domestic 
and foreign private direct investment. 

6. A nearly-finalized debt reduction agreement is expected to lower 
Mexico's external commercial bank obligations and annual interest payments 
substantially. This has already had a favorable impact on the economy. 
Immediately after announcement of the framework of the debt agreement last 
July, domestic interest rates declined by about 20 percentage points. This 
sharp decline had its roots in a climate of renewed investor confidence in 
Mexico's growth prospects, as reflected in substantial private capital 
inflows. 

7. The debt reduction agreement mentioned above was reached with Mexico's 
commercial bank creditors on July 23, 1989, and signed in early February 1990. 
It will permit the restructuring of US$48.4 billion of Mexico's external debt. 
Creditor banks were presented with a menu of three options, including two debt 
and debt service reduction facilities, and a new money facility. Banks were 
free to choose to participate through any combination of the new money and 
debt relief options. The first option called for an exchange of discount bonds 
against existing debt at a 35% discount: the second option for an exchange of 
bonds against existing debt without any discount (i.e., par bonds), but 
carrying a 6.25% annual fixed interest rate: and the third for new money equal 
to one quarter of the amount of existing debt the creditor chose to submit 
under this option. The terms of this new lending include an interest rate of 
LIBOR plus 13/16 of a percentage point, a seven-year grace period, and a 
maturity of 15 years. 

8. All bonds are to be repaid in a single installment at the end of the 
year 2019. The principal will be secured by the pledge of zero coupon bonds of 
the U.S. Treasury (or similar securities), with a maturity date equal to that 
of the Mexican bonds. In addition, interest payments will be partially secured 
by a rollover collateral account covering three semi-annual interest payments. 
Collateral funds will be held in an escrow account of the Federal Reserve Bank 
of New York. The funds are being provided out of the Mexican Government's 
foreign reserves, as well as out of loans from the international financial 
institutions and Japan. Other important provisions of this agreement include a 
"recapture clause", permitting creditors, through higher debt service 
payments, to share in a certain specified recovery of oil export revenues from 
1996 onwards, and a new debt/equity swap program limited to privatization of 
public enterprises and the financing of qualified infrastructural projects. 

9. Finally, with respect to Mexico's external accounts, the current account 
deteriorated from a 1988 deficit of US2.9 billion to a 1989 deficit of around 
US$5 billion. There was a corresponding reduction in the sur2lus of trade in 

- goods and non-factor services. Several factors accounted for this 
deterioration. First and foremost, there were the effects of a private sector
led recovery in investment and growth, which boosted net imports o~ c~pital 
and intermediate goods. Secondly, there was a temporary shortfall 1n income 
due to the effects of a severe drought. Offsetting this was a sharp 
improvement in the capital account, as inflows of private capital rose 



- 3 -

significantly. As a result, by the end of 1989, gross foreign reserves were at 
approximately the same ~:evel as at the er. ·' ~,. 1988. 

III. PROGRESS AGAINST TRANCHE RELEASE CRITERIA 

10. The reform program supported by the PERL is described in the 
Government's Letter of Development Policy dated May 12, 1989. Satisfactory 
progress has been achieved in carrying out this reform program. Progress in 
complying with the specific second tranche release conditions, set forth in 
para 4 of Schedule 1 to the Loan Agreement, and in Schedule 1 to the Guarantee 
Agreement and underlined in the text, is summarized below: 

(a) 

(b) 

( C) 

(d) 

Consistency of Macroeconomic Framework with the PERL and Progress 
6 the Government of Mexico GOM in Obtainin Ade uate External 
Financing or its egu rements or an I an overt e 
medium term in the context of its Adiustment Program and Growth 
Targets. Mexico's macroeconomic pol cies, as outlined in 
Section II above, have resulted in a sharp reduction in inflation, 
large-scale private capital inflows, a substantial decline in real 
domestic interest rates, and an acceleration of private sector 
investment and economic growth in 1989. This macroeconomic. 
framework is fully consistent with the program supported by the 
PERL. Regarding external finance, on December 8, 1989, the 
Government presented the Bank with evidence that a critical mass 
of commercial banks had adhered to the Debt Reduction Program, and 
that the signing of the financing agreement, which will 
restructure US$48.4 billion in external debt over a period of 30 
years, would take place in early 1990. With this progress in 
reducing Mexico's external debt, Mexico's financing needs are 
compatible with expected available resources for the medium term. 

Satisfactory Progress in the Implementation of the PE Divestment 
Program. Between January 1 and November 30, 1989, 75 PEs were 
divested, the sector ministries have proposed some 80 additional 
parastatals as candidates for divestment, and 167 were at 
different stages in the process at the end of the period. 
Privatization accounted for about three fourths of the aggregate 
asset value of the PEs divested during January to September 1989. 
Following numerous privatizations of mostly small industrial and 
mining operations during 1987/88, privatizations during 1989 have 
been more complex, including several lar~e agroindustrial 
enterprises, and two airlines. In addition, President Salinas 
announced recently the decision to privatize the telephone 
monopoly in the near future. As indicated by the above actions, 
progress to date in implementing the PE divestment program 
{liquidation, sale, merger, or transfer) has been fully 
satisfactory. 

The Interministerial Commission Gasto-Financiamiento CGF Has 
Been Empowere to Mae Recomrnen ations or t e Approva or 
Rejection of the Creation of .PEs. This condition was fulfilled by 
an interministerial resolution issued on July 10, 1989, formally 
empowering the CGF to approve or reject, on a case-by-case basis, 
the creation of PEs and subsidiaries. 

Issuance of Satisfactory Public Procurement Regulations. Public 
Procurement Legislation includes the Law of Civil Works and the 
Procurement Law. Satisfactory regulations to the Public Works 
Law, providing norms and procedures to be followed by public 
entities and parastatals in the implementation of civil work 
investments and procurement of related services, were issued o~ _ 
January 9, 1990. Regulations in respect of the Procurement Law, 
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providing satisfactory norms and proced~r~s for the procurement of 
~--vices and goods by public s __ or entities and parastatals, were 
-~~ued on February , 1990. 

Issuance of Satisfactory Parastatal Law Regulations. Satisfactory 
regulations were Issued on January 26, 1990, containing all 

, essential elements to provide greater managerial and financial 
autonomy and accountability to PEs, including, inter alia: 
definition of the role, operation and composition of Boards of 
Directors (BODs) of PEs; specification of the qualifications and 
experience (non-civil servants are eligible as BODs members), 
responsibilities and compensation of BOOs members; definition of 
the role and operation of technical committees for the support of 
the BOOs; and the qualifications, experience and responsibilities 
of Chief Executive Officers. 

Performance A reements PAs for the Selected PEs Have Been Si ned 
and They Are Operating Under the PAs. Te irst PAs, or the 
period January-December 1990, have been signed with the agreed
upon five large PEs. The structure and contents of the PAs are 
satisfactory and the selected PEs are operating under such 
contracts. 

Satisfactory Progress in the Implementation of the Performance 
A reement Unit UCO Action Plan Includin O eration Accordin to 
Its Mandate. The UCO was esta s e on Apr 19, 1989, is ul y 
staffed and is operating according to its mandate. Progress in 
the implementation of its plan of action is satisfactory. 

Evidence that the National Oevelo ment Plan NDP Contains 
Gui e ines or Sectora Programs an tat ectora ro!rams 
Contain Guidelines for Corporate Programs. The recent y issued 
NOP 1989-94 is fully consistent with the program of parastatal 
reforms supported under the PERL, limiting PEs' involvement to 
priority and strategic areas, and fostering their efficiency 
through changes in the regulatory environment geared to provide 
PEs with greater financial and managerial autonomy, based on 
evaluation of performance. The NOP provides satisfactory 
guidelines for the preparation of sector programs, Though sector 
programs are not yet issued, satisfactory $uidelines for the 
elaboration of corporate programs are provided in the Guidelines 
and Methodologies for Programming-Budgeting for 1990, issued in 
August 1989. The Bank has accepted the above information and 
actions as satisfactory evidence of compliance with the above 
condition. 

Satisfactory Progress in Restricting PE Transfers During FY89 to 
Levels Consistent with the total a~$regate PE Transfers contained 
in the Guarantor's FY89 Budget. Tis condition aims at reducing 
the fiscal burden imposed by excessive transfers to PEs and to 
force improvements in PEs' productivity, 'While estimates for PE 
transfers for 1989 indicate a 20% nominal increase above the total 
aggregate PE transfers in the budget, the Bank has accepted the 
information furnished as satisfactory evidence of compliance for 
second tranch e release, for the following reasons: (i) intensified 
fiscal austerity efforts resulted in a primary surplus which rose 
from 5.0% in 1987 to 8.4% of GDP in 1989 and Mexico has met all 
fiscal targets set forth for September 1989 under the Extended 
Fund Facility (EFF) program with the IMF; (ii) over two-thirds of 
the incremental transfers reflect higher allocations to two 
Government Programs inaccurately classified as parastatal 
transfers and to the social security system and educational 
centers; and (iii ) the remaining 31% of the incremental transfers 
(equivalent to 6% of the total original budget), involve three 
large PEs and are attributable to actions in response to 
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restructuring programs agreed upon with the Bank (in the 
fertilizer sector), acceleration of investments in response t 0 -
higher than forecast demand growth (in power generation) and to 
offset the negative impact on sales prices of the extension of the 
"Economic Stabilization and Growth Program• (for the basic food 
marketing company). 

Satisfactory Progress in Carrying Out the Imalementation Program. 
The Program includes ten actions which were ue prior to 
January 31, 1990, including the provision of satisfactory terms of 
reference for five studies, the initiation of four of these 
studies, the preparation of an action plan to further simplify the 
PEs' budgeting procedures, and the submission of evidence on 
implementation of three agreed-upon action programs. All these 
conditions have been met, albeit some with slight delays. In the 
context of ongoing reform programs or based on internal diagnosis 
of the situation rather than on the formal studies specified in 
the Implementation Program, the Government took actions which went 
beyond the requirements laid out in the Implementation Program 
concerning: Ci) the preparation of terms of reference to assess 
and improve the financial management of selected PEs, and the 
initiation of two studies, (ii) on methods to promote private 
sector presence in activities currently being undertaken by the 
state railway company, and (iii) on the role of govermental mining 
agencies in light of the reduced participation of PEs in the 
mining sector. 

IV . CONCLUSIONS 

11. Progress in implementing the public sector reform and economic 
programs has been satisfactory . The sector adjustment process remains on 
track and the medium-term outlook appears to favor growth. Criteria for the 
disbursement of the second tranche of the PERL have been met to the Bank's 
satisfaction. The Government of Mexico has therefore been advised of the 
availability of the second tranche of US$124 million equivalent. 

Moeen A. Qureshi 



Mexico: Agriculture SEGAL March 1988 ($300 million) 

Objectives: Reduce Govt. transfers to parastatals. 

Background 

CONASUPO (Nati~nal Basic Food Co.) is govt. agent for control over market for 
basic food products other than sugar. Azucar, S.A. de C.V. is the state-owned 
enterprise responsible for operation of 52 of the country's 70 sugar mills and 
75% of production. In addition, there are a total of 40 parastatals in the ag . 
sector under the control of SARH (Ministry of Ag.) 

Since 1985, the number of PE bodies under control of SARH reduced . From total 
of 89 entities, 31 non-operating entities had been liquidated by end of 1986, 
including 18 companies with a majority state share-holding, 3 with a minority 
holding and 10 trust funds. Four sugar mills have also been closed since 1986. 

Components 

CONASUPO will close or move to poor neighborhoods 500 major retail outlets of 
CONASUPO's retail affiliate, DICONSA, that are now in middle or high income 
areas and will liquidate CONASUPO's wheat processing affiliate, TRICONSA, which 
controls about 57% of market in Mexico City. Also , the Govt. will be required 
to sell or close 15 parastatals in the ag. sector controlled by SARH. These 15 
represent 2.6% of total parastatal budget and 0.8% of fiscal transfers to such 
PEs in the ag. sector . With respect to sugar sub-sector, closure or sale of an 
additional 2 mills is planned . 

Tranche conditionality 

Second tranche : 

1) Satisfactory progress on compliance with timetable for 500 DICONSA 
outlets being closed or moved to poor neighborhoods; 

2) Liquidation of CONASUPO's wheat processing affiliate, TRICONSA ; 
3) Satisfactory progress in sale or closure of 15 parastatals in ag. 

sector; 
4) Satisfactory progress in closure or sale of 2 sugar mills. 



Mexico: Public Enterprise Reform Loan June 1989 ($500 million) 

Past actions 

1986: PE reform program aimed at: 1) disengaging PEs from state to adjust 
the size and s~ope of PE sector, selling, transferring to regional govts. or 
merging a large number of firms and liquidating non-viable ones; 2)providing 
greater enterprise autonomy; 3) restructure physically, financially, and 
organizationally a number of enterprises; and 4) adjust prices and reduce govt. 
subsidies. As part of the program a "Law of Parastatal Entities" law was enacted 
to create necessary legal conditions; however, interpretive regulations for this 
have not yet been issued, so PEs still fully engaged. 

Restructuring actions on a limited number of PEs: SIDERMIX (steel); 
FERTIMEX (fertilizers); CFE (power); AZUCARERA (sugar); FERRONALES (railways); 
and CONASUPO (markets and dist. of ag. products). The program included up-front 
debt forgiveness, but also set target measures to improve efficiency too far in 
the future or too vaguely to be of value; implementation hampered by budgetary 
regulations. 

Since 1982, 706 PEs have been disengaged from a total of 1,155. 

Components 

I. Disengagement of PEs 

1) Of the 449 remaining PEs, the govt. intends to disengage another 199, 
of which 63 will be prepared for sale, 124 liquidated, and 12 will 
be merged or transferred to local govts. To facilitate this the PE
Sales Unit in the Min. of Finance has drawn up detailed privatization 
guidelines and roles of various actors in the PE-sales process have 
been established. 

II. Measures to improve efficiency of remaining PEs 

1) improvement of competitive environment of PEs via price increases 
to reduce govt. subsidies and through studies to isolate and separate 
non-viable units of selected PEs. 

2) fostering of managerial autonomy and accountability via redefinition 
of role of govt. agencies involved in PE guidance, monitoring and 
evaluation. This will be accomplished by limiting agency roles to 
policy, long-range planning, and evaluation of PEs under performance 
agreements. 

3) fostering of financial autonomy through upgrading of investment 
decision-making at govt. and PE levels, changes in govts. budgetary 
process, and guidance on PE development of corporate plans consistent 
with sectoral and national development plans. 

Tranche conditionality 

Prior actions: agreement on govt. transfers to PEs in 1989; govt. preparation 
of price adjustment plan for PE goods and services; selection of 5 PEs for the 
performance agreements and selection of 199 PEs for disengagement; govt . 
statement of its role and policy in production of goods and services - clearly 
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defining "priority" areas for its involvement; strengthening of the PE-sales 
unit. 

Second tranche: macroeconomic framework consistent with the PE reform program; 
CGF (Comision Intersecretarial Gasto-Financiamiento) be empowered to give final 
recommendation' on a case-by-case basis on the creation of PEs; continued progress 
in restricting transfers to PEs; issuance of regulations to the PE law of 1986 
defining govts . role in supervising PEs, role and composition of the PEs' BODs, 
and charters of PEs enhancing the role of BODs technical committees; satisfactory 
progress in the implementation of the Disengagement Program and for the five 
selected PEs for the Performance Agreement scheme; and satisfactory progress in 
the Loan's plan of action described below: 

i) reduce price distortions and begin study on economic prices of 
FERRONALES; 

2) reduce barriers to entry and to increase priv. sec. presence in areas 
dominated by FERRONALES; 

3) improve and standardize accounting and auditing systems applied in 
PEs; 

4) rationalize reporting systems to minimize info. flows to data 
essential for govt. evaluation and planning; 

5) simplify PEs budgeting procedures and practices ; 
6) rationalize budgeting procedures and investment processing . 



Mexico: Road Transport and Telecommunications SEGAL PROPOSED ($380 million) 

Components 

The Mexican telecommunications company, TELMEX, is to be fully privatized. 
Govt. owns a ~ajority share of the firm (51%), with remainder publicly traded. 
The SGT (Secretariat of Communications and Transport) has retained its policy 
and regulatory responsibilities while all of TELMEX's operating functions have 
been transferred to a new decentralized state enterprise, TELECOMM. In order 
to prepare TELECOMM for sale, in October 1989 the Secretary of Finance was 
appointed Chairman of the Board and a new director general took over as chief 
executive. In January 1990 a Mexican investment bank, Banco Internacional, was 
appointed to handle the sale. (TELECOMM's net book value is about $3.3 billion; 
based on current prices, the Govt's holding is worth about $2 billion. However, 
now that prices have been substantially aligned with economic costs, the value 
_is expected to rise substantially. Thus, the pace of divestiture is likely to 
have significant financial implications.) 

No firm plan or timetable for privatization have yet been drawn up, but Banco 
Internacional expects to initiate the sale of remaining Govt. shares within 1990. 

Tranche conditionality 

First tranche 

1) satisfactory progress in the divestiture of the Govt's shareholdings 
in TELMEX. This would include receipt by the Bank of a satisfactory 
draft franchise and of a program and engagement of foreign investment 
bankers to assist the Mexican investment bankers handling the 
placement of TELMEX's shares; 

2) issuance of satisfactory regulations governing the licensing of 
telecommunications networks and services; 

3) engagement of consultants to strengthen SCT's regulatory capacity 
in the telecomm. sector; 

4) publication of a statement of TELECOMM policy and objectives. 

Second tranche 

1) execution of a satisfactory franchise (including a definition of the 
pr1c1ng regime, service, quality and investment obligations of 
TELMEX) and sale of Govt. shares in TELMEX as necessary to transfer 
administrative control of the company to private owners; 

2) presentation of a satisfactory action plan to strengthen SCT' s 
regulatory capabilities in telecommunications; 

3) presentation of a satisfactory business plan (including financial 
and investment programs through 1994) for TELECOMM. 
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INFLATION AND PRODUCTION FALL IN POLAND. Poland's monthly inflation rate 
fell from 78 percent in January to 7 percent last month, the Central 
Statistical Office said yesterday, Reuters reports, but industrial output 
dropped by nearly one-fourth. Production for January and February was 23.5 
percent lower than for the same period last year, with the largest decline in 
food processing, 39.l percent, and a decrease of 32.2 percent in light 
industry. Unemployment stood at 152,000 on February 2.8, compared with 9,600 in 
December, the account says. The Finance Ministry has forecast that inflation 
this month will not exceed 4 percent and the government hopes to slow the 
decline in industrial production by easing interest rates as inflation wanes. 
The National Bank has reduced the basic monthly interest rate from 36 percent 
in January to 20 percent in February to 10 percent this month. The Financial 
Times (p.3) reports. 

VENEZUELAN PRESIDENT SAYS DEBT DEAL IMMINENT. President Carlos Andres 
Perez, speaking to the opening session of Venezuela's Congress yesterday, said 
an accord with commercial bank's on the country's external debt would be 
announced in the "next few days,• Associated Press-Dow Jones reports. The 
agreement, he said, would involve some $21 billion of commercial bank debt, out 
of a total of $37 billion. He defended the economic reforms implemented afte:
he took office a little more than a year ago: "We find ourselves on the path 
towards economic growth and social progress.• 

Venezuela may have to settle for a lot less than it is seeking in the 
debt negotiations, Reuters reports. Commercial bankers note that the country's 
oil revenues rose last year, helping Caracas to run a trade surplus and build 
up its currency reserves. Additionally, the account states, unlike the earlier 
Brady Plan cases, involving Mexico, Costa Rica and the Philippines, the U.S. is 
apparently reluctant to press banks into a deal. Venezuela is seeking a 35 
percent discount on its debt; the banks are offering only 20 percent, the 
report states. 

In its third debt-equity auction, Venezuela sold $80 million of its 
external debt, at an average discount of 46.78 percent, the Wall Street Jour~al 
(p.All) reports. This raises the total amount of debt sold to bidders to nearly 
$300 million, half the target agreed to by Caracas with the IMF, the article 
states. 

COMPROMISE REACHED ON SOME EBRD ISSUES. The U.S. and Japan have acce~~ed 
a compromise on access for the Soviet Union to loans from the proposed European 
3ank for Reconstruction and Development, Agence France-Presse reports. Moscow, 
which is .expected to acquire about a 6 percent shareholding in the new bank, 
would have access to the same percentage of its lending 2rogram, the accounc 
states. On another issue, officials say agreement has been reached that woul~ 
allocate EBRD lending on a 40-60 percent basis between public and private 
sectors. A meeting in Paris this weekend should confirm these agreements and 
permit delegates to focus on other issues, such as the amount of initial 
capital and the site of EBRD's headquarters. 

Shlrley, Ms. Mary M. 
CECPS 
N 9051 ( 1) 
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MEXICO TO SELL STEEL COMPANIES. Mexico announced plans yesterday to sel l 
off the nation's two leading steel companies, including the third-largest 
state-owned enterprise, the New York Times (p . D23) reports . Details of t he 
plans to privatiz'e Altos Harnos de Mexico and the Lazaro-Cardenas Las Trucas 
steel complex were not available; the article says. The government has already 
sold its interest in the nation's two international airlines, the report notes, 
and earlier disclosed plans to privatize the state-run telephone company, two 
leading copper mining companies, part of the state food distribution chain and 
the country's largest insurance firm. 

ARGENTINE CENTRAL BANK CHIEF RESIGNS. Enrique Folcini yesterday hande d 
in his resignation as Argentina's Central Bank governor, the Financial Times 
(p.10) reports. If it is accepted, it would mark the departure of the fourth 
Central Bank governor in the eight months during which the government of 
President Carlos Menem has been in office, the article says. Fo1cini came unde= 
attack thi~ week for having authorized re-discounts to private banks, a syst em 
which "has met much criticism" from the World Bank and IMF which regard it as 
assistance for otherwise insolvent banks, the report states. 

U.S. TO ASSIST PANAMA CLEAR UP ARRE.ARAGES. The United States will 
provide more than $1 billion to support Panama's economic recovery and he lp 
reduce the country's loan arrears to commercial banks and other lenders, 
according to U.S. Export-Import Bank President John Macomber, AP-DJ reports . ~n 
remarks prepared for delivery' this . morning to a meeting of business le ader s i:1 
Panama City, Macomber said Washington will support a f i nancing package f o r 
Panama's commercial debt within the context of the Brady Plan. The account says 
Panama currently owes $540 million in arrears to the IMF, World Bank and Inte =
American Development Bank . If Panama can get current with these i nst i t u t ion s . 
Macomber said, it can petition the Paris Club of official creditors for a 
stretch-out agreement on repayments. 
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SUBJECT: MEXICO - Public Enterprise Reform Loan (Loan No. 30~6-ME) 
Supervision Report 

1. We carried out a supervision mission from September 17 to 
September 22, 1989 under terms of reference dated September 11, 1989. Our 
report is attached. 

2. The following reports in connection with the supervision mission 
will be entered in the Project Implementation Index File, forwarded to the 
appropriate Regional Information Center, and made available upon request: 

Title of Report 

Action Plan to Simplify Budgeting Proc••• 
Consultant Contract for the Performance Agr-nt Study 
Terms of Reference for Study on Multi-annual Investment 
Report on the Simplified Integrated Information Syst.111 
Addendum to Consultant Contract 
Compendio de Disposicione• sobre Contabilidad Gubernamental 
Principios e,aicos de Contabilidad GubernaMntal 
Disposicion•• Aplicabl•• • la Deterainaci6n de Tipos de Cambio 
Instructivo de Manejo de Cuent•• de Orden Presupuestales 
Inatructivo de Manejo de Cuent•• de Tranaferencias 
Instructivo de ManeJo de Cuenta• de Responsabilidades 
Norma de Informaci6n Financier• 
Carpet• de Informaci6n de Entidad•• Paraestatal•• (S i•teffl• 

Integral de Informaci6n) 
Cat,logo de Form•• e Inatructiv•• d•I Sector Paraestatal 
Norm•• General•• de Auditorra Intern• GubernaMntal (Boletrn B) 
Norm•• y Llnea•iento• que Regulan el Financia•iento de lo• 

Organos Internos de Control (Boletrn F-H6) 
Marco de Actuaci6n de las Contabilidadea Intern•• de las 

Entidades de la Administraci6n Public• Federal 

Date IHued 

September 38, 1gag 
October 2, 1gag 
October 2, 1gag 
October 2, uag 
October e, 1gag 
October e, 1gag 
October e, 1gag 
October e, 1gag 
October e, 1gag 
October e, 1gag 
October e, 1989 
October e, 1gag 

October e, 1gag 
October e, 1gag 
October e, 1gag 

October e, 1gag 

October e, 1gag 

cc: Messrs./Mmes.E. Segura, M. Linder, M. Selowsky (LACVP): R. Steckhan, 
K.W. Lee, M. Diliberti (LA2DR); N. Hughes (LA2TF); M. Martinez, 
S. van Wijnbergen, J. Varallyay, J. Johnson, J. Rose"'.blut (LA2CO); 
H. Binswanger, J. Garcia-Garcia (LA2AG); R. Halperin, M. Dick (LA2IE); 
M. Iskander (LATTF); R. Goodland (LATEN); G. Psacharopoulos (LA2HR); 
J. Collell, K. Mettala (LEGLA); M. Sugar (LOAEL); E. Mangan, 
D. Babelon (ASTIF); M. Voljc (Resident Representative) 

EMendez:fb 
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MEXICO - PUBLIC ENTEP.PRISE REFORM LOAN 

SUPERVISION REPORT 

1. In -accordance with terms of reference dated September 11, 1989, a 
supervision mission visited Mexico during September 17-22, 1989, to monitor 
the impleme~tation of adjustment programs and actions agreed upon under the 
Public Enterprise Reform Loan (PERL) as conditions of a second tranche release 
expected after November 30, 1989. The mission's Aide-Memoire (Annex 1) was 
presented to the Mexican delegation during the wrap-up meeting chaired by 
Mr. R. Gazca Neri, Undersecretary of the Ministry of Programming and Planning 
(SPP). Mr. E. Vilatela, General Director of the Ministry of Finance and 
Public Credit (SHCP), was also briefed about the mission's findings. The 
Mexican representatives included, at different times, Messrs. Carlos Mancera 
Corcuera, Carlos Altamirano, Luis Almeida (SPP); Bernardo Gomez Palacio, 
Victor Saenz (Interministerial Commission on Expenditure/Finance, CGF); Miguel 
Gonzalez, Jacques Rogozilnsky, Alejandro Brito (SHCP); Alba Alicia Mora, Jose 
Carlos Cardoso (General's Controller Office, SECOGEF); Eduardo Flores Magen 
(Ministry of Energy, Mines and Public Industry, SEMIP); and Jorge Delgado 
Benitez and Jorge Munoz (Nacional Financiera, S.N.C., NAFIN). The mission 
also met with Mr. Guillermo Becker, Managing Director of the Public Sector 
Steel Holding Co., SIDERMEX, to discuss his views on the implementation of the 
performance agreement scheme. 

Macroeconomic Environment 

2. Mexico's macroeconomic framework is consistent with the PERL; also, 
substantial progress in obtaining adequate financing for Mexico's requirements 
over the medium term has been accomplished. Indeed, on almost every target 
that is under direct or indirect governmental control, performance under the 
"Pacto" and "PECE" has been exemplary, in some instances going beyond what was 
originally planned. For example, after adjusting for changes in world oil 
prices, interest rates, and gross external financing, Mexico satisfied all of 
the first half 1989 performance requirements set out in the new Extended 
Agreement with the IMF, often by substantial margins. In trade, the 
Government had originally committed to a three-year program of reforms 
supported by the Bank. These reforms were designed inter alia to lower the 
maximum import tariff to 30% ad valorem by the end of 1988. In fact, during 
the first month of the Pacto, December 1987, the tariff was lowered to a 20% 
maximum, i.e., 10 percentage points lower than originally agreed and one year 
ahead of schedule. 

3. The fiscal measures, backed by the temporary exchange rate freeze 
and an array of formal and informal wage and price controls, have had a 
dramatic success in reducing the rate of inflation from 159% in 1987 to 17% in 
the twelve months ending in August 1989. At the same time, the economy has 
shown encouraging signs of economic recovery, led by a strong resurgence of 
private investment. Industrial production was 6% higher in the first half of 
1989 than in the same period a year earlier, and the economy is expected to 
grow by 2.5% or more in real terms for the year as a whole. Since the 
announcement in July 1989 of a debt reduction agreement between Mexico and its 
commercial bank creditors, real interest rates, although still high by 
historical measures, have declined by roughly 30 percentage points. This 
sharp drop stems, in all likelihood, from an improved climate of confidence in 
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economic prospects as reflected in net new private portfolio capital inflows 
in excess of US$2 billion in recent months. 

4. Balance of payments developments were broadly satisfactory, as the 
trade surplu~ - for the first half~ at US$1.7 billion, was modestly smaller than 
last year's on an annualized basis, largely due to the increased imports drawn 
in by accel.,erated private sector investment and a drought-induced decline in 
agricultural exports. Manufactured export growth continues at a nearly 20% 
annual rate. Although down by US$900 million though June, international 
reserves experienced a sharp recovery in July and August, -rising by over 
US$1.5 billion during that period. In short, while adjustments is by no means 
complete, the progress which has already been achieved augurs well for 
supporting a period of sustained growth. 

5. Adequate funding of Mexico's growth oriented adjustment program is 
a precondition to the recovery of growth and to the successful implementation 
of the recommended Bank strategy. The Bank has taken a leading role in 
helping secure external funding and alleviate the country's external debt 
burden by supporting the 1989-92 financing package. After the conclusion of 
the 1989-92 financing/debt package, the confidence of the international 
financing community in Mexico is expected to be restored gradually. Voluntary 
term lending by Mexico's commercial creditors may be resumed some time during 
the FY91-93 period. 

Progress of PE Reforms 

6. The status of all actions taken as of October 6, 1989, in 
connection with second tranche release conditionality of the PERL is 
summarized in Annex 3. Overall progress to date in compliance with such legal 
covenants has been uneven. Actions aimed at reducing the size of the 
parastatal sector have progressed satisfactorily (para 9-10). Actions on 
prices of goods and services provided by parastatals with large deficits 
(para 20) and the aggregate investment plus operational transfer to PEs 
(para 18-19) during the first half of 1989 have been in line with the 
agreements under PERL. The Performance Agreement Unit (UCO) is fully staffed, 
is operating according to its plan of action, and its consultants are in the 
field working on the first Performance Agreement contracts. Also, contents of 
the recently issued National Development Plan 1989-94 (NDP) regarding the 
parastatal sector (section 5.3.9) is fully consistent with the PERL, limiting 
public enterprise's (PE's) involvement to priority and strategic areas, and 
fostering their efficiency through changes in the regulatory environment 
geared to provide PEs with greater financial and managerial autonomy, based on 
evaluation of performance. The NDP also provides satisfactory guidelines for 
the preparation of sector plans (sections 5.3.1 to 5.3.6). 

7. The mission is concerned, however, about possible problems 
concerning the contents of the Regulations to the PE Law, currently under 
preparation. The issuance of the Regulations, substantially in the agreed
upon form during negotiations of PERL, is considered critical to the 
improvement of the efficiency of those PEs which will remain under public 
sector ownership--most of the largest and most important PEs. At present, a 
third draft is under review by working groups in different Ministries and 
indications are that consensus has not yet been reached on some important 
aspects (para 13), particularly those which are relevant to the PEs' greater 
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flexibility in budgeting and finance. Lastly, and partly due to weak project 
coordination under SHCP, several dated covenants included in the PERL's 
Implementation Program have not been met (para 23). 

8. Th~mission discussed these findings with the Mexican authorities 
and, during the Bank's Annual Meetings, senior Bank Management drew the 
mission's concern regarding the PE Regulations to the attention of Mr. Aspe, 
Minister of Finance and Public Credit. Mr. Aspe gave assurances that the 
apparent differences between working groups at SPP and other Ministries would 
be sorted out satisfactorily at the level of the Ministers. Regarding the 
delays in the Implementation Program, it was agreed during the supervision 
mission to transfer project coordination responsibilities from SHCP to NAFIN, 
as it is considered better equipped to coordinate actions to be taken by five 
Ministries, the interministerial CGF and five large PEs during the 
implementation of the PERL. Also, new dates for the delayed actions in the 
Program have been agreed in principle (para 23) subject to Bank Management 
approval. 

Disengagement Program 

9. Progress to date on the implementation of the PEs' disengagement 
program (liquidation, sale, merger, transfer or extinction) has been 
satisfactory. Between January 1 and August 31, 1989: (i) 47 parastatals were 
disengaged, (ii) 182 were at different stages in the process, and (iii) some 
33 additional parastatals, proposed as candidates for disengagement by the 
sector Ministries, were under review by SECOGEF prior to requesting final 
authorization by the CGF to formally enter such PEs in the disengagement 
process. 

10. The asset value of PEs disengaged between January and August 1989 
is difficult to estimate accurately due to both the impact of inflation on 
their real value and the unavailability of recent financial statements for 
several PEs (some PEs had de facto stopped operations in the recent past). 
Still, based on the most recent balance sheets available and on the realized 
sales values for privatized PEs, privatization accounted for an estimated 75% 
of the aggregate asset value of the 48 PEs disengaged during January to August 
1989 (includes the sale of Mexicana de Aviacion which was finalized during 
September 1989). Following numerous privatizations of industrial and mining 
operations during 1987/88, privatizations during 1989 have been more complex, 
including several agroindustries, especially sugar mills, and an airline. As 
recently announced by President Salinas (September 17, 1989), the telephone 
company will also be privatized in the near future. The status of the 
disengagement program and the sectoral distribution of the estimated asset 
values of the PEs disengaged during the first eight months of 1989 are shown 
in Tables 1 and 2, respectively: 
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Table 1: MEXICO - STATUS OF PEs UNDER DISENGAGEMENT 
AS OF AUGUST 31, 1989 

Asset value ( % ) Number of 12ublic enter12rises 
Completed Completed In process Total 

Liquidation 23 17 84 101 
Extinction 2 23 25 
Mergers 3 10 13 
Transfers 6 3 3 6 
Sales.!/ 21 23 _g_ ....il 

Total 100 48 182 230 - - - -

Table 2: MEXICO - ASSET VALUE OF PEs DISENGAGED BY SECTOR 
FROM JANUARY TO AUGUST 1989 

Agencies/institutes 

Public enterprises: 
Industry & mining 
Agriculture 
Trade & commerce 
Services 
Financial 
Transport 

Total 

Total excluding agencies 

Assets 
(current Mex$ M) 

5,901 

67,245 
288,825 
10,451 

4.409 
298,825 

2,337,597.!/ 

3. 013, 321 

3,007,420 

Distribution 
( % ) 

0.20 

2 . 23 
9.92 
0.35 
0 . 15 
9.92 

77. 58~, 

100.00 

99.80 

Sources: Table 1 - SECOGEF, mission estimates; Table 2 - PE Sales Office, 
Ministry of Finance, mission estimates. 

,!/ Includes the sale of Mexicana de Aviacion, finalized during September 
1989. 

11. In order to ensure that there would be no backtracking in the 
process of reducing the size of the parastatal sector, and in accordance with 
a second tranche covenant in PERL, the Government has empowered the CGF to 
make recommendations on a case-by-case basis, for the approval or rejection of 1 
the creation of PEs and subsidiaries (Annex 2). 
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Regulations to the PE Law 

12. The overcentralized structure of budgeting and control in Mexico, 
as stated in the President's Report for PERL, has limited the managerial and 
financial autonomy of PEs leaving little incentive for management to improve 
performance. Current financial controls severely constrain PE management's 
ability to adj ust to changing economic circumstances, as the rigidities of the 
system have made it hard to adapt PEs' budgets to shifting macro-economic, 
sectoral and market conditions. Consequently, issuance of appropriate 
Regulations to the PE Law are crucial for the success of the reforms agreed 
upon under the PERL, since they would clarify key issues on which the PE Law 
is ambiguous, limiting the centralized control of PEs by different government 
agencies, and clearly defining the role and composition of PEs' Boards of 
Directors and management's authority, responsibility and accountability based 
on ex-post evaluation of performance. 

13. The mission was hampered in its effort to judge accurately the 
progress in the preparation of the Regulations of the PE Law by the fact that 
the third draft of the Regulations is still under discussion and was not made 
available to the mission for review. Based on briefings on the content of the 
Regulations (Annex 4), and on several meetings at SPP, CGF, and SECOGEF, the 
mission is, however, concerned that consensus has not yet been reached among 
the working groups at different government Ministries on the degree of 
autonomy to be afforded the PEs in such basic areas as budget formulation and 
approval and decisions on hiring, firing and wages. According to SPP 
officials, central controls on PEs' budget preparation and implementation at a 
relatively detailed level ought to be maintained to ensure that fiscal and 
other macroeconomic goals are met. As long as major difficulties in the 
macro-economic environment continue, SPP apparently would not envisage 
implementing substantial reforms to the current budgeting procedures or 
management of labor-related aspects. Furthermore, it is SPP's view that the 
quarterly "Deficit/Superavit Convenios,• which impose detailed operational and 
investment expenditure ceilings per PE, are not likely to be phased out during 
1990, as these are viewed as an important tool to achieve macroeconomic goals. 

14. The mission believes that in the absence of reforms as agreed upon, 
PE managers will not have sufficient freedom to control important operational 
variables and, hence, could not be held accountable for results. This would 
create the risk that the net effect of the effort to increase accountability 
through the introduction of the PE performance agreement scheme and 
improvements in reporting (para 21-22), would be to reduce managerial 
flexibility even further, rather than increase it. The mission explained that 
the restrictive nature and ex-ante controls of the Deficit/Superavit Convenios 
conflicts with the performance agreement scheme envisaged under the project, 
and that their maintenance would hamper efforts to provide more managerial and 
financial autonomy to PEs while holding managers accountable for results. 

15. During the Bank's Annual Meetings, the Bank's senior Regional 
management drew the above referred concerns to the attention of Mr. Aspe, who 
gave assurance that such discrepancies among Ministries would be sorted out, 
in a manner consistent with the agreements under PERL, in the nearest future, 
once draft Regulations were submitted to the Ministers for their review. 
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Table 3 : OPERATIONAL TRANSFERS; 1989 BUDGET EXECUTION 
(In Billions of Mex$) 

1st sem. 
Annual budget approp. 

Controlled PEs 1,e6S.1 777.9 
C.F.E. o.o o.o 
FERTIMEX 163.0 59.1 
CONCARRIL 30.9 10.9 
SICARTSA 200.0 84.7 
AZUCAR 338.1 206.4 
FERRONALES o.o 0.0 
PROFORMEX o.o 0.0 
FOVIGRO 1.9 0.6 
INMECAFE 45.5 14.9 
CONASUPO 679.4 401.3 
IMSS 206.3 0.0 

Non-Controlled PEs 4,471.5 2,840 . 7 

TOTAL PEs 6,136.6 3,618.6 
% of 1st. Semester Approp. 
% of Total Year Budget (59.0%) 

1st. sem. 
executed 

860.6 
0.0 

150.0 
6.1 

43.1 
110.5 

0.0 
0.0 
2.1 

30.7 
433.0 
85.1 

2,042.7 

21903.3 
(80.2%) 
(47.3%) 

Sources: SPP, Direccion General de Politica Presupuestal, mission estimates . 

19. Table 4 below shows that investment transfers have also been in 
line with the budget. During the first semester of 1989 transfers amounted to 
Mex$613.6 billion, equivalent to 75.8% of the budgeted amounts for the period 
or 29.7% of the annual budget. 
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Table 4: INVESTMENT TRANSFERS; 1989 BUDGET EXECUTION 
(in billion of Mex$) 

1st sem. 
Annual budget approp. 

Controlled PEs 1,251.6 438.8 
C.F.E. 261.l 74·, 7 
FERTIMEX 117.6 22.0 
CONCARRIL 0.0 0.0 
SICARTSA 115.3 42.3 
AZUCAR 0.0 0.0 
FERRONALES 271.3 22.l 
PROFORMEX 1.0 0.3 
FOVIGRO 0.6 0.5 
INMECAFE 1.5 0.4 
CONASUPO 29.0 19.7 
IMSS 454.2 256.8 

Non-Controlled PEs 814.1 370.2 

TOTAL PEs 2,065.7 809.0 
% of lst.Sem. 
% of Total Year (39.2%) 

Source: SPP (Direccion General de Politica Presupuestal). 

Adjustments of Prices of PE Services and Goods 

1st. sem. 
executed 

412.4 
68.4 
24.7 
o.o 

12.2 
0.0 
9.0 
0.3 
0.6 
0.4 

19.7 
277 .1 

201.2 

613 .6 
(75.8%) 
(29.7%) 

20. While not a legal covenant under the Loan Agreement, the PE pricing 
policy to date has been in accord with the spirit of the PERL, outlined in the 
agreed-upon price adjustment schedule detailed in the project President's 
Report. In the case of FERRONALES, although 1989 operating revenues are 
unlikely to cover operating costs, Bank staff have discussed operational 
measures with FERRONALES which would result in improved financial performance 
in 1990/91, and the financial condition of the enterprise is being monitored 
closely under the Railway Sector Loan. Table 5 below shows the status of 
price adjustments: 

) 
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Table 5: STATUS ON PE PRICE ADJUSTMENTS 

Product 

l. Steel 

2 . Fertilizers 

3. Electric 
Power 

4. CONASUPO's 
Agric . 
Products 

5. FERRONALES 

Source: SHCP. 

Agre ;::u1ent 

Liberalized Prices 
starting on 
August l, 1989 

18.8% incr. on 
Sept. 30, 1989 

Tariffs for CFE to be 
increased by not less than 
9% in real terms in 1990 to 
achieve self-financing 
ratios of 61% 

Transfers to CONASUPO to be 
limited to 1989 budget tar
get of US$85 million 

In 1989, FERRONALES' tariffs 
to cover its operating costs 

Integrated Information System 

Action taken 

Steel prices were liberalized 
in Sept. 1989 (Annex 2) 

Adjusted in accordance with 
schedule agreed with the 
Bank 

Actions not yet due. 
However, in Oct. 1989, 
increases in CFE's tariffs 
were implemented which are 
expected to yield a 10% real 
increase in average tariffs 
for 1990 

Transfers within limits 
of FY89 budget 

Despite a January 1989 tar
iff hike estimated at 20% in 
real terms, railway revenues 
in 1989 are unlikely to ·cover 
operating costs owing to: 
(i) limits on price increases 
for public services imposed 
under the •pacto"; and 
(ii) the impact of the merger 
of financially weaker 
railways into FERRONALES 

21. As a condition for second tranche release, a revised Integrated 
Information System (IIS) would be put into effect to ensure that the 
information requested from the PEs (i) would be based on data that complied 
with the accounting and auditing rules; (ii) would meet the information flow 
requirements of government dependencies; and (iii) would not be redundant or 
excessive. 

22. CGF indicated that a simplification of the current IIS has been 
made by reducing (i) the frequency of reports from PEs; (ii) the number of 
reporting formats from 57 to 46; and (iii) the number of companies which are 
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required to file this information. In total, the annual number of formats 
filled by ~1.1 PEs would come down from 280,000 to 176,000. The Bank (LATHR) 
is currently reviewing the new information system to provide the Mexicans with 
comments by ~~tober 31st., 1989. 

Implementation Program 
} 

23. Four out of seven studies or actions due on or prior to October 1 
had not been undertaken by such date (Table 6). None of such delays is in the 
critical path for other actions included under the second ~ranche release, nor 
do these delays materially affect the contents of the PERL. The delays have, 
by and large, originated in the weak project coordination prior to the 
supervision mission. It was agreed that, to avoid such problems in the 
future, project coordination activities would be transferred from the 
International Finance Organizations Department at the Ministry of Finance to 
NAFIN, International Organization Department. The latter is better suited for 
such task, particularly in light of current reforms geared to strengthen it. 
Regarding the dated covenants not met, it was agreed that the mission would 
request Bank management's approval for the postponement of such dated 
covenants, provided that the new dates would not go beyond November 1, 1989, 
i.e., one month prior to funds availability for second tranche release. 
Accordingly, we hereby request Management's approval of postponements in the 
referred dated covenants as shown in Table 6: 

Table 6: GUARANTEE AGREEMENT - SCHEDULE 2 
IMPLEMENTATION PROGRAM 

Competitive Environment 

1. Commence study, under terms 
of reference acceptable to 
the Bank: 

(a) on the economic price of 
railway transportation in 
Mexico; and 

(b) on methods to contract, 
on a competitive basis, 
with private sector 
companies, services and 
activities which are 
currently being 
undertaken by selected 
PEs. 

Imple
menting 
agency 

SCT 

SCT 

Original date 

July 31, 1989 

July 31, 1989 

Proposed date 

October 31, 1989 

October 31, 1989 



I 
I ..../ 

PE Managerial and Financial 
Autonomy and Accountability 

1. Provide to the Bank terms of 
referencer satisfactory to 
the Bank, to assess and 
improve t9e financial 
management of selected PEs 
and propose remedial action, 
as needed. 

2. Furnish to the Bank evidence 
that a program, satisfactory 
to the Bank, for the use by 
the PEs of the accounting and 
auditing rules, is included 
in the CFISP. 
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SEMIP 

CEF, 
SPP 

Documentation under Statements of Expenses 

July 31, 1989 

August 31, 1989 

October 16, 1989 

October 6, 1989 
(Information was 
furnished on Oct. 
6, 1989) 

24. The mission reviewed a sample of the supporting documentation 
retained by Bank of Mexico in connection with SOEs under the loan. The 
documentation was found to be satisfactory. 

Follow-up Actions 

25. A follow-up telex confirming agreements in the Aide-Memoire and 
reflectin• Management's decisions on waivers of the specified dated covenants, 
establishing new dates referred to in para 23 above, will be sent to the 
borrower. Staff will review promptly materials sent by the Mexicans for Bank 
comment. 
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IIPLEMENTATION SUMMARY (Cont'd) 

SECTION 6: Actions previously •greed or reco-.nded (Section 8 of Lz 

Not appllc•bl•; first •upervision ■iHion. 

SECTION e: Actions t•k•n by (a) Borrower and (b) B•nk sine• previous For■ 698: 

Not •ppllc•ble; first •upervl•ion ■ i•sion. 

SECTION 7: su-•ry of current project status •nd .. Jor probl••= 

A. Coapliance h•• b.en co■plete und.r cov•n•nts reg•rdlng: (1) Npower■ent of CCF to recoand for/again•t 
creation of PE• or subsldl•rles; (II) publlcatlon of guld.lln•• for sector progr•-lng In the National Plan; 
•nd (Ill) ls•u•nce of TOR• for• •tudy on publlc lnve•taent •v•luatlon •nd ■ultl-y••r lnve•taent progra-ing. 
8. Progr••• to date h•• b.en satl•factory under covenants reg•rdlng: (1) con•lstency with .. croeconoalc 
pollcie•; (11) PE dlv••titure; (Iii) •taffing and operation• of th• Perfor■ance Agr .... nt (PA) unit; 
(iv) prep•r•tion of PA• for ••lected PE•; (v) prepar•tion of revl•ed Regulation• to the Procur ... nt Law; 
(vi) preparation of an Action Plan •impllfylng budget•ry procedure• for PE• acting under PA•; (vii) revi•ion 
of the infor■atlon •y•tem to be employed by PE•; and (viii) adoption of new accounting and •uditlng rule• in 
PE•. C. Further •ction i• needed under coven•nt• regarding: (i) i••u•nce of ••ti•f•ctory Regul•tion• to the 
PE l•w--th• ■ i••ion i• concerned th•t dr•fte being contemplated ■ight not provide •ufficlent •utonomy to PE• 
for project objective• to be -t fully; (ii) i••u•nc• of ••ctor•I guideline• for prep•r•tlon of PE corpor•te 
progr•m•; (iii) •tudi•• to determine th• economic co•t• of rail tran•port •nd w•y• to Involve the priv•te 
••ctor in FERRONAL£S' operation•; (Iv) r•••••••ment of the role of public •gencl•• In the ■ining ••ctor; •nd 
(v) introduction of programs to ! ■prove financl•I ••nag-.nt In selected PEs. The ■ ls•ion found th•t w••k 
proj•ct coordln•tion was l•rg•ly r••ponsible for del•y• In c•rrying out SOIN •tudi•• •nd pr•p•rlng v•rious \ ) 
action progra .. under the project. 

SECTION 8: su-ary of agr .... nts with Borrower, •nd further action• recONiended to be tak•n by (a) Borrower 
and (b) B•nk: 

A. The ■ i••ion and the Cov•rnment •gr••d th•t ••ti•f•ctory actions on the items cited under Section 7 (B) 
would continue to be m•int•ined, •o that item• ••••ntial for ••cond tranch• r•l•a•• would be completed by 
November 38, 1Q89, the targ•t tranch• r•l•a•• date. 

B. Regarding Section 7 (C), (i) the Mini•try of Flnanc• agreed that proj•ct coordination would be transferred 
to NAFINSA; (ii) th• Mini•ter of Finance gave as•ur•nc•• at the tiN of th• Annu•I w .. ting• th•t th• n
Regul•tlon• to th• PE Law would reflect the c~ltaents .. de •t Negotiation•; (111) th• ■ l••ion agreed to ••ek 
Bank Man•g .... nt'• con•ent to po•tpone a nu■ber of d•ted cov•nant• r•l•ted to It.as (Iii), (iv), •nd (v); 
(iv) the ■ isslon •greed th•t a revi- of ■-asur•• to ■onitor the l ■plNent•tlon of the CovernNnt'• budgeting 
and p•y■-nt procedures for extern•lly-funded projects would be c•rrled out by• B•nk ■l•slon froa the COO 
•cheduled for the second quarter of FYN, and (v) the ■ lsslon •greed th•t th• Bank would review and co■--nt 
pr0111ptly on .. terl•I• concerning th• MIS •nd •ccountlng •Y•t.n to be l ■pl .. nted within PE•. 

Reviewed By: (Dlvlslon•I M•n•g•r) Revi-ed By: (Dlr/RVP) 



Agreement Section 

Guarantee Schedule 1 

1. 

2. 

a. 

, 

s. 

e. 

STATUS OF COMPLIANCE WITH LEGAL COVENANTS ~ r- ... .,, c:ToeER e, 1989 

~ 
PUBLIC ENTERPRISE REFORM LOAN 

Original 
Sta tu■ Date 

Soon 

Propo■ed 

Revi ■ed Date - De■cription of Covenant 

Satl ■factory progr••• ln 
the l ■pl ... ntatlon of the 
PE Dlve■tlture Prograa. 

ANNEX 3 

Comment■ 

OK Empower CGF to .. k• rec01a- Completed. 
endation■ for the approval 

Soon 

Soon 

Soon 

(a) OK 

(b) Soon 

or rejection, on a ca■e-by-
ca■• ba■ I ■ , of the creation 
of PE■ and PE ■ub■ idiarie■ • 

That the Guarantor ha■ 
i ■■ued ■ati ■factory regula
tion■ to It■ Public Procur
-.nt Law. 

That the Guarantor ha■ 
i ■■ued ■ati ■factory regula
tion■ to th• PE Law. 

Have signed Perfor■ance 
Agr-nt■ with f i ve ■elec

ted PEs. 

(a) That UCO ia fully oper
ating In accordance with 
the UCO .. ndate, and 

(b) that progr••• satiafac
tory to the Bank haa been 
.. de in the l ■pl ... ntation 
of the UCO Plan. 

Lack of consensus 
among various 
■iniatriH could 
delay issuance of 
regulations and/or 
result in contents 
of the regulat ions 
being not fully 
con■ istant with the 
PERL. 



Original Propo■ed 

Agreement Section Statu■ Date Reviaed Date De■crlptlon of Covenant Comment■ 

7. 
- 1). : That the Guarantor ha■ 

furnl ■hed evidence to the 
Bank that: 

(a) OK (a) the National (a) Completed. 
Developaent Plan of the 
Guarantor contaln■ guldeli-
n•• for th• elaboration of 
■ector progra■■ , and 

(b) Soon (b) ■uch sector progra•• (b) Sector program■ 
contain guldelln•• for PE under preparation . 
corporate proga••· 

8. Soon Satl ■factory progr••• In Sati ■factory 

re■trlctlng PE tran■fer■ to progr••• during 
level ■ con■ i ■tent with the January - June, 1989 
Guarantor•• budget for 
fi ■cal year 1989. 

9. Soon Sati ■factory progr••• in (sH below) 
carryi~g out the I111pl-nt-
atlon Progra• a■ follow■ : 

Guarantee Schedule 2 

Impl-ntat-
ion Program 

I.1. (i) Soon July 31, October 31, 1989 Co1111Nnce ■tudy on the econ-
1989 omic price of railway 

tran■portation 

I.l.(ii) Soon July 31, October 31, 1989 Co-nee ■tudy on -thod■ 
1989 to increa■• private ■ector 

presence in area■ current-
ly dominated by PE■• 

I. 1. (iii) Soon Oct. 31, c-nc• ■tudy to rea■s•s• Evidence of act ions 
1989 th• role of govern-ntal already implemented 

mining agencie■ in I ight of i n the sector, which 
the reduced partic i pation could make the 
of PEs in the ■ lning proposed study redu-
■ector . ndant, to be sent to 

the Bank for rev iew 
by Oct. 31. 

II.l. Soon July 31, October 18, 1989 Provide to the Bank ter•• 
1989 of reference, ■atlsfactory 

to the Bank, to a ■•••• and 
l ■prov• the financial .. na-

! V g ... nt of ■elected PE■ and 
propo•• r.-.dlal action, a■ 

needed. 



Section 

II.2 . 

II.a. 

II.'4. (1) 

II.'4. (b) 

II .'4. (c) 

II.'4. (d) 

II .'4. (e) 

, 

Original 
Statue Date 

Soon 

OK 

OK 

NYD 

NYD 

NYO 

Soon 

Aug. 81, 
1989 

Oct. 16, 
1989 

March 16, 
1989 

April 16, 
1989 

Aug. 31, 

1989 

Propoeed 
Revleed Date 

October e, 1989 

Deecrlptlon of Covenant 

Furnleh to the Bank evlden- Evidence h1■ been 
c• that I progr1■, e1tlef1-
ctory to the Bank, for the 
u•• by the PEs of the acco
unting and auditing rules, 
le Included ln the CFISP. 

Revleion by CCF of the 
Integrated lnforaatlon 
■yste■ to be fol lowed by 
the PEs ln the provi ■ lon of 
lnfor111tlon for evaluation 
and planning by th• 
Cuarantor. 

furni1hed to the 
Bank on Oct. e, for 
it■ review. 

Evidence of the 
degrff of 1implific-
1tlon of the inform
ation 1y■teni hu 
been furni ■hed to 
the Bank for ite 
revi-. 

Furnl ■h teraa of reference a) Completed . 
for a ■tudy on public lnv•-
■t.aent■ evaluation and 
multl-year lnvest.ent prog-
r1111111ing procedures ••t1bli-
■hing a centralized unit 
for monitoring ■uch 
inve■tmente. 

Co111111enc• the carrying out 
of ■uch ■tudy pursuant to 
■uch ter■• of reference . 

C0111plete such ■tudy 
pursuant to ■uch terms of 
reference. 

Provide to, and di ■cu■• 

with the Bank, 1 plan or 
plans of action, 1ccept1ble 
to the Bank, to adopt 
me11ure■ to improve public 
investment evaluation end 
programming procedures. 

(i) mon i tor the 
implementation of it■ 

budgeting and pay-nt 
procedures for externally 
funded publ i c inve■tment 

project■; and 

(li) exchange vl-• with 
th• Bank on the 
l ■pl ... ntltion of 1uch 
procedure• and on th• 
-••ur•• to Improve ■uch 
procedure■• 

(ii) Agreed that 
thi1 review wou ld 
take piece during• 
forthcoming Bank 
11i11ion. 



Original 

Agreement Section Statu• Oat. 

II.6. OK Sept . 31c'!, 

Key: 

OK Covenant complied with. 

Propo•ed 
Reviaed Oat. Oe•crlptlon of Covenant 

Furni•h to the Bank• plan Completed 
of action to deregulat., 
aimplify and expedit. the 
budgeting procedure• and 
practice• applicable to PE• 
under th• Performance 
Agr .... nt Plan. 

SOON Compliance expected in r•a•onably ahort tiN, and no lat.r than Hov .. ber ae, 1989. 
NYD Not yet due. 
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Regulations to the PE Law: Work Done Under SECOGEF's Coordination 

To prepare_ draft documents of the regulations, several Government 

institutions have met at various levels, as follows: (1) six meetings of 

SECOGEF's internal work groups were held to prepare a first draft document; 

(ii) other seven interinstitutional meetings, to include views from other 

Government agencies were made to prepare a second draft; and (iii) three other 

inter-institutional meetings, at the highest level, were held and issued a 

third draft at the end of July. A fourth version is currently under 

preparation. 

2 . It was indicated to the mission that during the preparation of the 

several drafts, lawyers of the several institutions concluded that conflicts 

between the PE Law and other existing laws, i . e., the Organic Law of the 

Public Administration, the Law of Budgeting, Accounting and Public 

Expenditures, and the Public Debt Law cannot be resolved at the level of the 

Regulations to the PE Law . However , it was also indicated that such possible 

conflicts among laws could apparently be resolved through the amendments to 

the regulations of the other laws. 

3. In the presentation made by SECOGEF, it was indicated to the 

mission that the main criteria used in the preparation of the draft 

regulations were: (1) to promote efficiency and higher productivity in the 

PEs; (ii) to help decentralize decision making; (iii) to asaign _accountability 

to PE managers and BODa and to reward or punish their performance upon 

I established targets and criteria; (iv) to strengthen the BOD• and aim for 
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greater financial autonomy; (v) to train PE managers ~nd improve their skills; 

and (vi) to incorporate the agreements reached with the IBRD to enhance PEs' 

administrativ~ autonomy. 

4. The likely contents of the regulations being prepared under the 

coordination of SECOGEF, as understood by the mission, are: 

(a) General Aspects. Articles l to 4 would define basic concepts, 

emphasizing that the regulations will apply only to the PE Law; 

(b) On the Creation and Disen1a1ement of PEs. Articles 5 to 16, would 

refer only to aspects indicated in the PE Law and not to the 

complete process as agreed upon between the Government and the 

Bank. It would define the procedures to be followed in case of 

disengagement and its supervision. 

(c) On PE Mana,ers. Articles 17 to 19 would define the requirements on 

academic and professional experience (minimum of 5 years) for CEOs 

and would describe the authority and obligations of CEOs; 

(d) On PE Boards of Directors <BODs). Articles 20-31 would emphasize 

the responsibilities of the BODs, in line with more autonomy and 

accountability for PEs, and would define the requirements on BOD 

member• (academic and profesaional experience, and requirement on 

adequate time to diacharge hia reaponaibilitiea). The document 

would not define, however, the aaximum number of BODs that one 

single peraon may attend; instead, it would mention that BOD 



• 
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members have to dedicate adequate time to properly discharge their 

obligations. The document would indicate that BOD members could 

receive a salary and allow for a significant minority of 
I . 

representatives from private institutions (sectors other than the 

public sector) in the BODs; 

(e) On the Operation of PEs. Articles 32 to 41 would indicate some 

criteria for the operations of PEs, defining differences among 

(1) Productive PEs, (ii) Service Institutions, (iii) Research 

Institutions, and (iv) Development & Promotion Institutions. The 

chapter would indicate the obligation of submitting the PEs to 

performance evaluation in case of strategic and priority 

institutions. The chapter would indicate which type of PEs would 

have autonomy to set prices of their goods and services, 

indebtedness levels, and total expenditure levels. Also, the 

chapter would include some articles that would require PEs to 

comply with short-term constraints established by the CGF; 

(f) On the Supervision of PEs. Articles 42-47 would clarify the 

responsibility of supervisory agencies (SECOGEF, Comisarios, 

auditing committees, and productivity committees) and would define 

the need to carry out auditing work not only on accounts but also 

on policies and procedures; and 

(g) On Public Re1istry Requirements. Article• 48 to 55 would clarify 

who would be the re1ponsible officers in PE• at various levels (the 

Shareholder Aa1embly, the BOD1, the CEO•, and the Management's 
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staff). They would also specify the obligations · f BODs to report 

to die auditing bodies and would establish the obligation of BODs 

' to supervise the compliance of PEs with Performance Criteria. 

--
) 

• 
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enterprises have been disengaged--that is, l~quidated, sold or merged. Of 
the 449 enterprises still under public ownership, the Government exercises 
tighter control over the 22 largest ones, whose budgets are itemized in the 
Federal Budget (Budget-Controlled enterprises--Organismos y Empresas 
Controlados Presupuest · lmente (OECP)). The sectoral distribution of the 
449 PEs t hat remain under Government ownership is as follows: 

Table 1: CURRENT GOVERNMENT-OWNED ENTERPRISES. 

Sector 

I. Utilities l infrastructure 
II . Industry, energy l mining 

III. Pemex (Oi I and oi I Products) 
IV. Agriculture l fisheries 
v. Financial institutions 

VI. Social sector l other agencies 

Total 

Source: Annex VII. 

Budget-Control led 
PEs (OECP) 

Total value Other PEs 
of assets not itemized 
(1987 Mexl in the budget 

Number trillion) (number) 

6 63.8 36 
8 19.l 67 
l 76.4 
6 -4.6 4" 

128 
3 4.9 166 

22 168 . 8 427 

Total 
PEs 

(number) 

41 
75 

l 
46 

128 
169 

449 

49. The impressive contraction in the number of parastatals has 
significantly reduced the burden on the Government of managing the sector . 
It has also resulted in efficiency gains. In fact, a recent assessment of 
the results of the Mexican privatization process, on the basis of financial 
analyses of a sample of 63 transactions, shows improvements that should 
yield greater efficiency. After disengagement, in the privatized 
petrochemical companies: (i) investments increased up to 75% of gross 
sales revenues in a period of three years; (ii) management of working 
capital improved significantly as shown by turn-over ratios; 
(iii) technological processes were upgraded; and ( iv) management was 
qtreaml ined and better remunerated. Sold companies in the auto parts 
industry, having benefitted from an industry-wide process of liberalization 
and restructuring , showed: (i) increasing integration with foreign 
technological partners; ( ii ) i ncreasing capacity utilization as a resu l t of 
a new export orientation: (iii) substantial supply and raw material co'st 
.::-eauc .. ~on s ; \ i.·1, ;; -c:- eami.:. ::-.:i.::g .:ii :nanage ::- :.a.l c:cieh;n :,; and ~-.;; '.: i!l;h 
variability on employment, ranging from net reduc tions to increases by 
nearly one third (when the PE-sale was followed up by significant 
investment program undertaken by the new owners). In the other sectors, 
the assessment showed that the enterprises undertook relatively large 
investments for retrofitting and modernization. From the sample, it was 
~~und ':~at 36% of t he 1c om~anies we ::-e :1c qui::-ed b~ i~vesto rs •,1ith dcwn -s t ::: ~~::: 
companies .1.n the sec.:or ar:.d l.61 were acqui re d oy cl1e i r mi no ri ::.7 pr ivate 
p~rtners. Twenty-five percent of tne companies in the sample involved 
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foreign participation, mostly in auto parts, arid in ~leven cases (18% of 
the total), workers unions became partners in the new companies. 

50. The disengagement program has been of special importance in the 
industrial, energy and mining sectors (under SEMIP), in which the number of 
PEs was reduced from 398 to 90. Table 2 below provides a summary of the 
impact of disengagement in SEMIP's holdings, excluding Pemex and CFE. 

Table 2: SEMIP--IMPACT OF DISENGAGEMENT EXCLUDING PEMEX AND CFE 
(Distribution Based on Figures as of October 1988) 

(in percent) 

No. of Govern-
para- Total Total Total Total ment 

statals assets liabil. sales labor transfers 

A. p"t:" ~ . .... .., retaine d by 
SEMIP (90 PEs) 22.6 76.6 66.2 59.3 33.6 80 .2 

B. Disengagement 
Process (308 PEs) 77 .4 23.4 33.8 40.7 66.4 19 . 8 

Sale (155 PEs) 38.9 18.6 23.4 37.9 47.2 16.5 
Liquidation (116 PEs) 29.1 4.1 9.7 1. 7 12.8 2 .6 
Other ( 3 7 PEs) 9.3 0.7 0.7 1.1 6.4 0 .7 

--- ---
Total (398 PEs) 100.0 100.0 100.0 100.0 100.0 100 . 0 

Source: Bank estimates based on data published in SEMIP, 
Redimensionamiento del Sector Industrial Paraestatal, cua derno de 
divulgacion 72, 1988. 

51. The above table shows that, excluding PEMEX and CFE, SEMIP was 
able to reduce its number of enterprises by 77%. This reduction in the 
number of PEs resulted in reductions in PE labor force by 66%, reductions 
in PE sales by 41%, and reductions in total assets by 23%. The smaller 
-2 duction in the level of total assets highlights the fact that SEMIP sti ll 
retains the more. capital-intensive, larger enterprises. 

52. PE Sale Revenues. With regard to the proceeds from the sa l e of 
enterprises , by October 1988, SHCP reported accumulated nominal gr.oss sal e s 
p r occ t: ~ 3 0 ;: .. :~ x $:- J6 . .: Ciliicn ·: 2qt:.:.·7a le !lt:. :-: :J 3. Qou c ~j S$'75 3 .4.:.. :.:. .:0n ,' ~1:1 .. .., :: 

transactions. In the process, the Mexican Government assumed 
Mex$98.6 billion in debt outstanding of the sold companies (about 
US$49.7 million equivalent). In addition, three large operations ( i . e . 
Mexcobre--mining, Aeromexico--air transportation, and 
Tereftalatos--petrochemicals) were concluded in late 1988, generating about 
~ ~S ~ . e ~ ~~2. i ~n. 0 ~u iv~l ent in ~ross revenues. with payments mostly mac e 
cn cou6n en ~ ;: t.:..ccnas e oi Jol ldr--:iencra.:.::a t :; d ::,,!!,xi -: :1n 0 0 2. .i.. g s. t .:. o ::-e s . -. :: ::c-= : ~ -: 
the t ime o f t he transactions at about one-half of face va l ue . 
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II . 
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F'IJ8l.Ic B:fl'ERPIIISE "Ef9"'1 

>. . Iov1ntocx Sy-,cy of P1,.11t1t1 1 t 

Ut i li t i tt 

A. iJ"SII" ~ It1•i1!i i n ~hi Buda,t 
Po.er aener■ t. i on 
Power d i atr i ~ut. ion 

Ra i l••r• 
Ai ,-port.a 

Ro••· 
Telecoaaunicat iona• 
Met.ro• 

S..lototal 

B. P!;,11 !!II~ Iti1mi 1151 i n ~hi ~!ildati 
Urban tr■n .. ort. 

Por"ta 

Co-..n i c■ t. i ona •o•nc i•• 
"o•d/tr•n .. ort. agenci • • 

S..lot.ot.a I 

Qi I er2d!il!i:!ii 2!! 1 Rtf i n1cx l it11iSi P1Jicszsb1• is1 l1 
S..lotot.a I 

Indy1t,. i 11 I Mi n t na 

A. Larate PEp Itt• iztd i n tht BYdatt 
Truck/tractor ••nu f ■ cture 

Fert i l i zer 

Ra i I car ••nuf ■ ct.ure 

Paper •■nuf ■ ct.ur"e 

Sugar ■ i Ila {30) A d i •tr i but i on 

S teel • ill a 

Subtota I 

8 . PE, Not It,• i&•d i n tht 8ydq1t 

Nu••• of 
paraat.at.a l • 

(no . ) 

l 

1• 
1. 

2 

17 
5 

12 
41 

2 

1 

2 

Foundr i •• 3 

Sh i pyarda 3 

S•al I ■ i n i ng 18 
Sugar ■ ii la 30 

s~•I I paper •■nuf ■ ctu re 

Refr•ct.ory br i ck• 

Ru bber ~•nul•cture 
Tube ~•nu(ac t ure 

Turb i ne• e l ectr i c J110tor ~anuf ■cture 

Secondary petroche• i c ■ I 

Ho l din9 'or other ateel 4 i I l a 

Sub tot• I 

4 

2 

1 

2 
1 

....1 
75 

Total •-•ta of P& 
i te■ i z•• in the ~u•a•• 

(1987 MHI tr i 11 i on) ( I) 

43.53 25 . 8 
s.n 3 . 4 

11. 3,4 s . 7 
1.37 0 . 8 
1 . 82 1 . 1 
N.A. N.A. 

..li.A.. !:LA. 
43 . 83 37 . 8 

74 . 35 4.5 . 2 

0 . 79 0 . 5 
4 . 98 3 . 0 
0 . 11 o. 1 
0 . 20 0 . 1 
1 . 07 o.s 

11...Ql ..L..l 
19 . 15 11 . 3 
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Candidate• f or the 

P'E Refor• Proor•• : 
■ aaeta value•• I 

of tot. I .... ta of 

i te■ ized PE.a 
i n budget. 

( ucl . P8'1EX i CFE) 

(I) 

1. 5 

10 . 2 
0 . 2 
0 . 4 

2 . 2 

~ 
39 . 3 



IV . Ascieultuc, I Fi ,t,1ri1a 

A. blcs,c P'Ea It1• i z1◄ in tbt Su ◄att 
Foo4 •riiletin9 cent.re 
F i .hery 

Fo.-eat.ry 

eou .. 
Subtot•I 

8 . P& Not Itteizt◄ in tht Budatt 
Food • i atr i bution/ator•a• 
S..11 ■aroinduatri•• 

Fiaheri•• I fiah cold at.or■ a• 

Subtotal 

v. Fi nancial Inatituti9!lt (Not Itt•iztd 
C:0-.rc i ■ I I develoea .. nt bank• 

Inaur■nc• coa,tani•• 

'"'°"•Y •a•nc i•• 
Real eat.at.a in•••t . I dav . 19nc . 
Truat fund• lor aector■ I credit.a 
Truat funda for ■actoral auoport 

Subtotal 

VI . Soc i al S•rvisea A Other Aatns i tt 
A. Larate P& It,•iz•d i n the Budatt 

Soc i a I .. cur i ty 

Lotter:, 

Subtotal 

a . PEa Not Itt•iztd i n the Budatt 
Education reaa■ rch/aupport i nat . 

Theater• l publ i ah i ng co•pani•• 
Reaearch i natitutaa 
Conau1Nr eupport aoenciea 
Social aecurity aupport inat . 
Health inat i tutea l hoapitala 

i n the 

Mining l induatr i al aupport agenciea 
Urban deve lop•ent 
Other agenciea 

Subtota I 

Total : PEa i te• i zed i n budget 
':~er PEa 

~ TOTAL 

Bwdaet} 

Nu••· of 
paraat.atal• 

(no . ) 

2 

l 

2• 
11 

~ 
45 

39 

• 
2 

19 

30 

.M 
128 

2 

1 

59 

21 

17 
5 

12 
16 

9 

11 

_§ 
1sq 

22 

427 

ill 

Tota I .... t.a of I'& 

i tt•iztd i n tht bude1t 
(1987 Me ■ I tr i I I ion) (I) 

3 . 57 

0 . 83 
0 .06 

~ 
• .sa 

• . 71 

Q..1Z 
4 . 88 

168.7q 

2 . • 
0 , 8 
0 .0 

Ll 
3 . 1 

3 . 1 

Ll 
3 . 3 

100 . 0 

ANNEX VII 

Candidat...• lor ~• 
PE Refor■ Flrogra• : 

•-•ta v ■ lue •• I 
of tot.a I ■ aaet..a of 

i t.e■ i xed Pe.a 
in bud_get 

(-■ cl . PEI-EX .. CFE) 

( I) 

!I Though c l ■- i f i ed •• 10rgan i aMOa y 6--r•••• no Con~r01aaoa ~re.aupu••~■ la•n~• . ' (0EC?) ~n• ~•~• 11 eo •~•••z•a ouog•~ ~r ~o~n 
PEa i a i ncluded i n the Annual Econo11tic Report of the Prea i dent . (See 1 In;reao Caat.o Pub ! ico de l oa Organ i aMOa:, EJ.pr•••• No 

Control ado• Preauou••t• I Mente• i n •s••to Inf'or•e de Cob i erno 1988•). 
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MEXICO 

PUBLIC ENTERPRISE REFORM 

Table VIII.l: Mexico - PE Investments in 1981-87 

1981 1982 1983 1984 1985 1986 1987 

In billions of current 12esos 
Total PEs 385 505 640 979 1,369 2,187 5 , 268 
PEMEX 231 285 348 469 598 953 2,292 
Other PEs 154 221 292 509 771 1,234 2,977 

In billions of constant 2esos 
Total PEs 305 249 166 159 142 130 129 
PEMEX 183 140 90 76 62 57 56 
Other PEs 122 109 76 83 80 73 73 

As % of GDP 
Total PEs 6.3 5.2 3.6 3.3 2.9 2.8 2.7 
PEMEX 2.8 2 . 9 1.9 1.6 1.3 1.2 1.2 
Other PEs 2.5 2.3 1.6 1. 7 1.6 1.6 1.5 

Source: Secretaria de Hacienda y Credito Publico. 

Tobie VIII . 2 : !:;11b Flsz• fg_r- I I I ~ In5ly~1~ i n ·~ht F1~1r-1I ll~~Qli1 ~sty~ i ca PEMEX 

(In Conat.ant. 1978 M .. 1 ' 000 ■ i 11 i on) 

1978 1979 1980 1981 1982 1983 19M 1985 198e 1987 

Net aalea r-evenu•• 174 . 9 185 . 4 192 . 0 201 . 9 221.0 198 . 9 24-4.1 228 .3 219 . 9 227 . 4 

W'•a•• 64 . 9 58 . 8 72 . 5 84 . l 95 . l 73 . 8 69 . 9 69 .3 61 . 9 58 .0 
Ct.her di l"'ect coat.a fil..Z l2i...i l2Ll llLl llLl ll.Ll llLl lll.....i ~ ill..§ 

Croa■ .. ra i n (before i nt. . ) -2 . 7 6 . 8 -9 . 4 -43 . 7 - 20 . 8 -3' . 5 - 15 . 8 - 2 . 4 5 . 2 15 .8 

Interaat 1U a...z ~ 2L.1 ll...1 &.! ~ a..§ a.a ll....2 
Intern a I coah genarat.i on - 18 . 2 -11 . 9 -32 . 8 - 70.5 -58 . 4 - 93 . 9 -n .1 -58 .2 -33.0 - 15 . 4 

! nvaataent. ~ ~ il..l ~ ~ &.Q ~ ~ !L.:. ~ 

Fi nanc i •I a•P (before net. debt. 
flowa 4 govt. . tranafer - 73 . 8 - 83 . 9 - 124 . 5 - 155 . 0 -138 . 8 -150 . 9 -132 . 8 -110 .3 -al . l - 63 .8 

Covarn .. nt tranafer- ■ ~ §2.J! u...2 lQLl lli..l llL.Q ~ ll...! ZL..i §LI 

Coah av ■ i I ab I • for debt. -21 . s - 23.7 -38 . 8 -53 . 7 -24 . l -33 . 9 -28 . 3 -12 . 8 - 4 . 5 -3 .5 

aaor -,.. 1"'a1, 1on \, I • . • t ,; r1 n c 1 p a 1) 

----------------------------------------------------------------------------------------------------------------------------
Croea ■r;n/net ••I•• (I) - 1 . 8 3 . 7 -4 . 9 - 21 . 8 -9 .3 -18 . 4 - 8 . 4 -1 . 1 2 . 4 5 . 9 

Int. . caah a•n/net ••I•• (I) -10 . 4 -8 . 4 -17 . 1 -34.9 -28.4 -47 .2 - 31.8 -24 . 8 -15 . 0 -a .a 
Fi nanc. a•~/net .. , .. (I) -42 . 2 -46 . 3 - 84 . 9 -78 .8 -82 . 8 -75 . 9 -54 . 4 -48 . 3 - 3e . 9 - 28 . l 
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Tal,le VIII . 3: !;El; !;g~&'fSI. Em!l~lil! ~ONAl,,;lj ICi ~·~~

1
1 ~n19! i~l~!i !;11b F l si1 

(In C-etan\ 1978 M .. 1'000 ■ i I I i Oft) 

1978 197'1 1910 1981 1982 1983 198' 1985 1985 1987 

Ne\ aal ea 
, 

85.1 H.3 5-4 . 7 85 . 5 75 . 5 70 . 1 83 . 5 75 . 0 72.3 75 . 9 ,. ... "'-'•• 
Wagea 22 . 0 23 . 3 24 . 5 25 . 9 28 . 7 21 . 0 18 . 4 20 . l 17 . 7 18 . 5 

Other di,-ect. coeta ~ ilJ ll...i ~ Z1.2 a.z...1 H..1 il...1 ll....1 ~ 
Croaa urg i n (l,efore 

i n\. 4 deprec . ) (11 . 3) (4 . 3) (17 . 8) (411. 1) (24 . 3) (38 .2) (23 . 5) (13 . 2) (8 . 5) (10 . 5) 

Int••-• ll...! a..J ll..i ~ ~ iZ.....! .!1.....1. ll.a..§ ~ ll..J. 
Intern• I caeh a•nerat. i Oft (24 . 7) (21.0) (39 . 2) (70.4) (50.1) (85 . 5) (71 . 5) (53 . 0) (37 . 0) (27 . 2) 

Invea t.aent. ~ ~ ~ ~ ~ ~ 3.1 ll.J ~ ~ 
Financial a•• before ne\ deltt 

"""• 4 govt . tranaf e r (58. 7) (H.0) (92. 5) (125 . 4) (114 . 2) (130 . 0) (109 . 5) (90 . 5) (57 . 5) (59 . 3) 

Covernaen\ tranafera a..z a..! 1a.J. ZL.Q i2...J iL.i ll...l 'Z!i.J. ll....1 ~ 
Caeh availal,le for del,\ 

aaor-ti &at.ion (i . • . • pr"incipal (25.0) (27 . 1) (30 . 2) (49 . 4) (23 . 3) (33 . 1) (23.5) (10.9) (5 . 8) ( 8 . 6) 

----------------------------------------------------------------------------------------------------------------------------
Cro- ■r;n/n•t a■ I•• (ll) -17 . 4 -5 . 5 -27 . 5 -70 . 3 -31.8 -5-4 .5 -28 . 1 -17 . 5 .-11 . 7 - 13 . 9 

Int . caah gen/ne\ ••'•• (ll) -37 . 9 -31 . 5 -60 . 7 -107 . 5 -78 . 5 -122 . 1 - 85 . 5 -70 . 7 -51. 1 -35 8 

Financ: . au/net ••I•• -90 . 2 -99 . 4 · -143 . 1 -191 . 5 -149 . 2 -185 . 5 -131 . 2 -120 . 9 -93 . 3 -78 . 
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Summary and Conclusions 

i. Under the on-going Fertilizer Sector Adjustment Loan (FSAL) and the 
Public Enterprise Reform Loan (PERL), a program of measures is under 
implementation , aiming at : ( a ) FERTIMEX reaching financial self
suffi'ciency by the end of 1993, through a program of fertilizer and 
fertilizer raw materials price increases and physical and organizationa l 
restructuring ; ( b ) withdrawal of FERTIMEX from retail distribution; and 
(c) increasing FERTIMEX's operational efficiency by enhancing its 
managerial autonomy and accountability . Actions are being taken to meet 
the abov e conditions and progress is generally satisfactory , although some 
delays have been experienced in complying with agreed fertilizer price 
increases and withdrawals of FERTIMEX from retail distribution . 
Nevertheless, significant progress has been made, enough to justify 
release of the first tranche of the FSAL and of the second and last 
tranche of the PERL. Disbursement of the FSAL second and last tranche is 
expected to take place by the end of October, when all conditions are 
expected to be met . 

ii . FERTIMEX is making important and fast progress in the process of its 
reorganization and restructuring . The company , which today consists of 
eleven fertilizer production sites, one pesticide plant and a large 
primary and secondary distribution network, is being reorganized into four 
regional production companies and a marketing agency. In addition, 
FERTIMEX ' s management has received authority to divest the smaller sev e n 
production sites, all of which are presently being regrouped into two of 
the four production companies . Therefore , if this program is successfully 
implemented, by 1992, the public fertilizer sector will consist of only 
two regional production companies regrouping the major production sites o f 
the Gulf ( Istmo ) and of Lazaro Cardenas , and a marketing company involv ed 
in primary distribution . These companies will be autonomous and operate 
increasingly independently from Corporate Headquarters , which will 
eventually disappear ( the date of, and criteria for such disappearance are 
not yet clear) . 

iii . In line with conditionality under FSAL, FERTIMEX has taken steps to 
improve its efficiency by closing uneconomic plants and improving 
operations of existing plants . In addition, although actual withdrawal 
from retail and consignment distribution operations has not been 
significant so far, considerable work has been done by FERTIMEX to 
articulate a system of prices and margins that will permit to begin 
withdrawal from retail distribution and , in a transition period until 
subsidies are eliminated , to help attract the private sector in both 
production and all stages of distribution . 

iv . The current restructuring and privatization program of FERTIMEX and 
pricing mechanisms being worked-out go well beyond commitments under the 
FSAL : first, the entire restructuring and privatization process has been 
accelerated in its definition and implementation; second. FERTIMEX is now 
proposing to withdraw from part of primary distribution as well as from 
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ii 

retail distribution; third, FERTIMEX has already defined a significant 
divestiture program; fourth, although price increases have been somewhat 
slower than agreed (domestic prices are still only about 80% on average of 
international parity), pric i ng mechanisms proposed by FERTIMEX already go 
beyon? Government commitments under FSAL, under which official uniform 
pr i ces cont i nued to be set by the Government at the level of FERTIMEX ' s 
120 primary warehouses . FERTIMEX is proposing a two-tier pricing s ys tem 
under which ex-factory prices would be linked to internationa l prices , 
while the subsidy would be reflected downstream in prices ex-primary 
warehouses . The latter would not be uniform for the entire country i n 
order to reflect transport costs differentials. 

v . While the existing policy conditions under the FSAL and PERL and 
FERTIMEX's pricing proposals are necessary steps during a transition 
phase , they are not , however , sufficient to secure successful 
implementation of the above-described program. In addition , FERTIMEX 's 
program needs to be improved-upon to eliminate a number of ambiguities and 
limitations . In particular , FERTIMEX's pricing proposals have not yet 
been accepted by the Government and, while they represent an important 
step , they will not constitute sufficient incentives to attract major 
private sec t or i nterests . Finally , the strategy for the later 
privatization of the Is t mo and Lazaro Cardenas companies has not been 
defined . 

Proposed Conditionality under a second PERL 

v i. In order to permit the implementation of the FERTIMEX program , complete 
the restructuring of the fertilizer sector and permit significant 
participation of the private sector in production and distribution , the 
following major actions (additional to those taken or to be taken as par t 
of FSAL and PERL ) are necessary: 

vii . Pr i ces of Fertilizer. Under FSAL , prices (ex-FERTIMEX primary warehouses ) 
are t o reach import parity or permit FERTIMEX's financial self-sufficiency 
by the end of 1993 (wh i chever comes first ) , in order to eliminate 
Government budget transfers and improve the financial position of 
FERTIMEX. However , financial self-sufficiency may be achieved at levels 
below import parity and the FSAL does not require the subsequent 
elimination of price controls . Therefore , this would not be sufficient to 
attract the private sector in production and primary distribution . For 
that purpose , faster e l im i nation of price subsidies is needed , followed by 
full pr ic e de r egulation . The followi ng sequence of additional pol i cy 
acti ons s hould therefore be i mpl eme nted as part of PERL I I : 
( a) acceleration of pr ice increases to shorten the trans i tion period by 
one year , i . e eliminate subsidies by the end of 1992, the target date f or 
full decentralizat i on and privatization of the smaller sites ; (b ) 
implementat i on of the two - tier pricing system proposed by FERTIMEX as soon 
as possible during the transition period while subsidies still remain ; and 
( c) full deregulation of prices immediately thereafter. 
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viii . Ammonia Prices . Under FSAL , ammonia prices, which are still set by the 
Government, are to reach 80% of export value by the end of 1993. However, 
as soon as fertilizer prices are deregulated, and in order to avoid undue 
indirect subsidies to nitrogen fertilizer production and exports, ammonia 
prices should be freely negotiated directly by FERTIMEX and/or the private 
sector with PEMEX under long-term contracts , and should reflect its 
opportunity value. In most cases opportunity value would be the ammonia 
export value and whatever discount is justified by large volume uptakes 
and current charges for the CO2 . Imports of ammonia should remain free of 
restrictions to avoid that PEMEX takes undue advantage of its position as 
sole domestic supplier of ammonia. 

ix. Ammonia Production Rights. Existing regulations (Presidential Decree of 
1970) reserving ammonia production to PEMEX will strongly limit private 
involvement in new urea plants since ammonia and urea plants are normall y 
integrated. It is therefore recommended that the current regulations be 
revised to allow production of ammonia by others than PEMEX, including 
FERTIMEX and the private sector . 

x. Marketing Agency. While this agency is needed during the trans1t1on 
period while prices are still subsidized, the removal of subsidies will 
eliminate the need for such an organization, except as one of the 
participants in distribution , operating in competition with other agents . 
Once the subsidy disappears and prices are free, the marketing agency 
should be required to divest most of its assets , with preference given to 
the regional production companies. Also, the production companies should 
have no obligation to purchase imported raw materials or to import or 
export finished products through the marketing agency or have to obtain 
its approval. 

xi . Managerial Autonomy. FERTIMEX and its subsidiaries will need business
oriented boards, to which SEMIP should therefore appoint several directors 
from the private sector as soon as possible. In addition, FERTIMEX's 
Board and General Manager should have complete authority to determine 
salaries . Finally, the budget process and other ex-ante controls remain 
unchanged and still constitute heavy interventions of Government agencies 
in day-to-day operations. These procedures should be phased-out before 
privatization. 

xii . Privatization . As already mentioned (para. ii), by the end of 1992, 
FERTIMEX will remain with two major regional production companies, Lazaro 
Cardenas on the Pacific Coast , and the Istmo on the Gulf Coast. So far , 
no strategy has been defined b y the Gov ernment and FERTIMEX with respec t 
to their subsequent priva tization , although FERTIMEX has indicated it 
would seek priv ate partners for new investments at these sites. 
Privatization of these two companies , however, is desirable because 
substantial investments will be required to make them profitable, both for 
their revamping and for the construction of additional capacity to take 
advantage of the very large existing infrastructure on-site and thus 
reduce fixed costs per ton produced. Preliminary estimates of such 
investments are large, as shown in Part III of the Report, and the 
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Government is not in a position to supply the required budgetary 
contributions . 

xiii . It is likely that successful privatization would require majority private 
ownership and be conditional on prior financial and possibly physical 
rest r uctur i ng ( it i s assumed that they should be sold as going concerns ). 
It is also like ly that , in light of political perceptions around the need 
to secure domestic supplies of fertilizer to the agricultural sector , the 
Government will want to require majority domestic ownership of the plant s . 
Finally , successful privatization will require strong guarantees that the 
above-described policy measures will in fact be taken and maintained . 
Under PERL II , the Bank could assist the Government with the preparation 
and financing of a privatization program. An appropriate calendar for 
the various steps involved could be part of the conditionality under the 
Loan . 

Possible Scope for Bank Group Assistance 

xiv . A FERTIMEX-related component of the second PERL could be either purely 
policy -based , i . e i mport financing disbursed against the conditionality 
described above , or a hybrid component also including Bank funding for 
physical and financial restructuring and/or the provision of guarantees , 
similar to the approach being discussed within the Bank in the framewor k 
of the proposed Bank assistance to the privatization of SIDERMEX . Such 
assistance could consist of a combination of: ( a ) the provision or Bank 
funding for the various preparation steps for privatization (audits , 
valuation , packaging , legal work, financial advisors ) and of transaction 
costs of actual divestiture ; (b ) depending on the selected strategy , there 
might also be a need for significant resources by the Government for 
financial restructuring, in particular of the long term debt of the Lazaro 
Cardenas company and of the accumulated short term debt of FERTIMEX, and 
payments of severance packages ; (c) the provision of long term Bank 
funding for physical restructuring investments before privatization or its 
availability to prospective buyers through a Privatization Fund (para . 
xviii) ; (d ) the provision by the Bank and the Government or the 
mobilization of guarantees that the sectoral policy framework will remain 
a s negotiated may turn out to be crucial in this sector, given the long 
history of Government interventions and price subsidies ; and (e) possible 
other ins t ruments such as the provision of Bank funds to finance Leverage 
Buy -Outs (LBO's ), Employee Stock Ownership Plans ( ESOP's), or the purchase 
of debt pape r on the s eco nda r y market for debt / equity swaps . 

xv. With respect to t he potentia l ro l e of IFC, there are a number of areas f or 
possible IFC involv ement : ( a ) assistance in finding foreign investors or 
partners and the provision of advice to FERTIMEX in privatization ; (b) 
equity participation in privatized entities and joint ventures for new 
investments ; and ( c ) loans or co-financing for investments in production 
or distribution facilities by private companies. 
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Investment Program in the Sector 

xvi . A number of possible investments would enhance the financial and economic 
viability of the two production regional companies; solve outstanding 
environmental problems; and facilitate privatization of the two large 
regio~al production companies and of distribution activities . Some of 
these investments may be implemented before privatization but, in many 
cases, they could be implemented by the newly privatized companies and 
World Bank funding for their implementation could be offered as an 
incentive to prospective buyers, if necessary. This may indeed be so if 
domestic majority ownership is a requirement and given the generally 
depressed condition of the fertilizer industry worldwide . 

xvii . These investments can be grouped in two categories: those which have 
significant immediate benefits, eliminate operating losses and solve 
environmental problems, which should not await privatization and can 
therefore be channelled to FERTIMEX; and those, the financing of which 
should be conditional upon private sector involvement and on evidence that 
availability of long term funding from the Bank is essential to successful 
privatization. The viability of some of these investments also require to 
be confirmed . Highly tentative estimates of these investments total 
between US$70 and US$85 million in the first category (including a foreign 
exchange content of US$35 to US$50 million) and US$160 and US$205 million , 
when adding investments in the second category, including a foreign 
exchange content of US$70 to US$95 million . If the viability of all 
investments is confirmed, as well as private sector interest, total costs 
could increase to US$265-345 million and foreign exchange requirements to 
US$110-150 million . 

xviii . Bank funding for investments in the fertilizer sector could be channelled 
in the following manner: to FERTIMEX, for environment and plant 
rehabilitation investments and studies, which cannot await privatization; 
and to the private sector, privatized companies or mixed-ownership joint 
ventures, for all other investments. It is assumed here that Bank funds 
would be on-lent through a "privatization fund" administered by a 
financial intermediary, open to all PERL II beneficiary companies, 
provided it has been determined that such a fund is essential to 
successful privatization and sources of finance cannot be secured from 
other sources. In the fertilizer sector, it is expected that the 
availability of long term loans from the Bank would be important in order 
to attract private investors to participate in the sector, but this too 
needs to be further investigated . 

x i x . The proposed content of a FERTIMEX component is still very tentative and 
would depend on considerable further discussions within the Bank and IFC 
and with the Government and FERTIMEX. However, it is important that th~ 
Bank should act speedily to help define the next phase of the program; and 
contribute to its implementation without delay. If the approach suggested 
in this report is acceptable, it is recommended that the Bank should 
reconfirm to FERTIMEX's and to the Government its interest in further 
assisting the sector along these lines and start preparatory work as soon 
as pos~ible. 



I - POLICY CONDITIONALITY 

A - Conditionality under the Fertilizer Sector Adjustment Loan (2919-ME) and 
under the PERL (Loan 3086-ME) 

1 . Under FSAL , a program of measures is under implementation , aiming at 
FERTIMEX reaching financial self sufficiency by the end of 1993 through 
a program of price increases and physical and organizational 
restructur i ng . The main conditions supported under the Loan are the 
following : 

( a) increases in controlled fertilizer prices (ex-FERTIMEX) over a 
four year period ( 1989-93) to reach import parity or financial 
self-sufficiency, whichever comes first; self-sufficiency prices 
are defined as list prices sufficient to cover production, 
distribution and marketing costs (including depreciation ) , 
overheads , financial charges and an 8% return on equity invested 
in new projects ; 

(b ) increases in controlled sulfur prices to reach import parity (by 
September 1989 ); and in ammonia prices to reach 80% of export 
prices by the end of 1993 ; 

( c ) improvement in coordination procedures between FERTIMEX and PEMEX 
for the suppl y of ammonia ; 

( d ) closure of uneconomic p l ants (as a condition of second tranche 
release ); 

( e ) withdrawal from retail distribution by the end of 1992 ; 

( f ) carry ing-out a reorganization study (as a condition of second 
tranche release) and implement its recommendations according to 
the timetable in its proposed plan of action; 

( g ) financial restructuring of FERTIMEX through assumption by the 
Government of most of its long term debt over a three-year period . 

2 . Under the Public Enterprise Reform Loan, a number of measures have been 
or will be taken to reinforce autonomy and accountability of PE's. A 
complete discussion of these measures and their application in FERTIMEX 
i s provided in a separate mission's background paper on FERTIMEX for the 
compl etion of PERL ( dated Augus t 14, 19 90 ) . Among measures most 
relevan t t o FERTIM EX the r e a r e: 

( a ) the issuing of Regulations to the Public Enterprise Law 
strengthening the authority of Boards of Directors ; 

(b) the reduction of Government excessive ex-ante controls and the 
simplification of existing budgetary norms and regulations; 
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(c) the signing of annual Performance Agreements; and 

(d) the reduction of Government budget transfers and of Government 
guarantees to PE's borrowings . 

3. Actions are being taken to meet the above conditions and progress is 
generally satisfactory. The first tranche of the FSAL and the second 
tranche Qf the PERL have been disbursed , and disbursement of the FSAL 
second tranche is expected to take place by the end of October . 

4. As detailed in the latest FSAL supervision report (dated July 26, 1990 ) 
and in the Background Paper for the Completion Report of PERL (dated 
August 14, 1990), FERTIMEX is well advanced in the process of 
reorganization and restructuring . The company is being decentralized 
into four regional production companies and a marketing agency (with 
four regional autonomous divisions) under reduced corporate 
headquarters . Full implementation is expected by August 1990 . The 
managers of the production companies have been already appointed . These 
four companies as well as the marketing company were to be legally 
established in August. As separate legal entities, they will have their 
own Board of Directors. Headquarter staff is being reduced to a total 
of 650 (down from 2400 in 1989). The detailed structure of the 
marketing company is being finalized. 

5 . The General Manager of FERTIMEX has obtained the agreement of the 
Government to sell the so-called "non-priority assets", which include : 
( a) in a first phase in 1990 , all plants in Torreon, Monclova , 
Coatzacoalcos, Guadalajara and Salamanca; and (b) in a second phase in 
1991, all plants in Camargo, Bajio and Queretaro. These plants are 
presently being regrouped i two of the four regional companies mentioned 
above. It is presently expected that FERTIMEX will be responsible for 
the sale. This schedule is feasible provided issues of pricing referred 
to in para . 6 are solved quickly. If this program is successfully 
implemented, by 1992 , FERTIMEX will be left with only two regional 
companies regrouping the major production sites of the Gulf (Pajaritos 
and Minatitlan) and of Lazaro Cardenas, and the marketing company . These 
companies will be autonomous and operate increasingly independently from 
Corporate Headquarters, which will eventually disappear . The strategy 
for the later privatization of the Istmo and Lazaro Cardenas companies 
has not been defined yet. 

6. In parallel, FERTIMEX has improved its efficiency by closing uneconomic 
plants and increasing efficiency of operations of existing plants, 
through rehabilitation investments financed under FSAL. In addition, 
although actual withdrawal from retail and consignment operations has 
not been significant so far, considerable work has been done by FERTIMEX 
to articulate a system of prices and margins that will permit to begin 
withdrawal from retail distribution and, in a transition period until 
subsidies are eliminated, to help attract the private sector in both 
production and distribution . This pricing system consists in the 
following : 
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(a) ex-plant prices based on international prices ; 

(b) Government-set prices ( reflecting the fertilizer price subsidy ) 
set at ex-primary warehouses (currently 155 according to 
FERTIMEX) , whether operated by FERTIMEX or private agents , with 
downstream prices left to market forces; these prices would be 
differentiated regionally to reflect differences in transport 
costs ; and 
I 

( c ) margins (under def i ni t ion ) sufficient to provide incentives for 
the operation of primary warehouses by the private sector . 

7 . At present, this strategy is under discussion between FERTIMEX and the 
Government , and , following the latest supervision mission, the Bank has 
conveyed to the Government the need to implement this policy as soon as 
possible to facilitate the restructuring of FERTIMEX and the 
privatization of production facilities (Follow-up Supervision Letter , 
dated July 25, 1990 ). 

8. A Performance Agreement for 199 0 , acceptable to . the Bank , has been 
signed by FERTIMEX and the Government . Results from the first quarterly 
review are positive and the PA has already had a positive impact on 
FERTIMEX, which has : ( a ) for the first time prepared an internal plan 
which outlines . the company 's detailed strategy for reaching efficiency 
and restructuring goals ; (b ) set detailed internal targets and 
responsibilities ; and (c ) in order to monitor performance , improved its 
cost accounting systems to permit accurate measurement . The General 
Manager is also setting - up a s ystem of internal performance agreements , 
with quarterly incentives, with each of the plant managers . 

9. In sp i te of a l l these important progress , the financial situation of 
FERTIMEX has deteriorated , due to a combination of late price increases 
and reduced and delayed fiscal transfers . The benefits of the long term 
debt asswnption by the Government (which is almost completed ) and of 
cost reduction efforts by FERTIMEX have therefore been largely 
cancelled-out as a result of critical liquidity problems . 

10. The current restructuring and privatization program of FERTIMEX goes 
well beyond commitments under the FSAL and is worthy of additional Bank 
support: first, the entire restructuring and privatization process has 
been accelerated in its definition and implementation ; second , FERTIMEX 
i s now proposing to withdraw from part of primary distribution as well 
as from retail distribution; third , FERTIMEX has already defined a 
s i gnificant divestiture program ; f ourth , pricing mechanisms proposed by 
FERT IMEX go much beyond Governme n t commitments under FSAL , under which 
official pri c es continued to be s e t by t he Government at the level of 
FERTIMEX' s 120 pr i mary warehous e s . FERTIMEX' s pric ing proposals are 
under r eview by the Governmen t . 

11. \.lhile policy conditions under FSAL are necessary steps, they are not , 
therefore , sufficient to permit implementation of the above-described 
program. In addition , FERTIMEX's program can be improved-upon to 
eliminate some ambiguities and limitations, and its proposed pricing 
mechanisms , while an important step , do not constitute sufficient 
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incentives to attract major private sector interest , in particular to 
participate in the two large production regional companies . 

B- Proposed Conditionality under a second PERL 

12. In order to complete the restructuring of the fertilizer sector and 
permit significant participation of the private sector in production and 
distr i but ion , the following major actions are necessary : 

( a ) Prices of Fertilizers 

13. The implementation of a two - tier pricing system (para . 6) during the 
transition phase towards the elimination of subsidies is necessary to 
accelerate withdrawal of FERTIMEX from distribution activities. 
However, the presence of a buffer marketing agency in charge of subsidy 
administration between production and distribution will constitute a 
desincentive to private sector participation in production , as 
production companies normally seek to control and organize the marketing 
of their product . Therefore , quick elimination of price subsidies is 
needed, followed by full price deregulation and the phasing out of mos t 
activities of the marketing agency. 

14. The following sequence of policy actions should therefore be considered : 
(i) accelerate price increases to improve the financial situation of 
FERTIMEX without increasing transfers and to further reduce budget 
subsidies ; ( ii ) implement the two-tier pricing s y stem proposed by 
FERTIMEX (para . 6 ) as soon as possible during the transition period whe n 
subsidies still remain ; ( iii ) shorten the transition period by one year , 
i. e e l imi nate subsidies by the end of 1992 ; and ( iv) deregulate prices 
immediately thereafter . 

( b ) Input Prices 

15. Prices of sulfur , phosphate rock and potash are already in line with 
their opportunity value. Prices of ammonia are at present still much 
below the export price but are scheduled under FSAL to increase to 80% 
of export value by the end of 1993 . The present indirect subsidy 
carr i es the risk of creating artificial incentives to production and 
export of nitrogen fertilizer, and even when prices reach 80% of export 
value , coastal plants may still benefit from an indirect subsidy . The 
subsidy should be maintained at scheduled levels during the transition 
period while fertilizer prices are being increased, but it should be 
eliminated as soon as fertili zer prices are deregulated and ammonia 
pr ices shoul d be negotiated d i rectly by FERTIMEX and/ or the private 
secto r wi th PEMEX unde r long-t e r m contracts , at prices which reflect it s 
opportuni ty va lue . Impor t s of ammon i a should continue t o be free t o 
prevent PEMEX from tak i ng advan t age of its position as sole domes t ic 
suppl i er . 

16 . For the production of ammonium sulfate, ammonium nitrate , ammonium 
phosphate and NPK's, ammonia prices should be negotiated based on 
international prices. For the production of urea, however, alternative 
imports of ammonia are not an option because the associated ammonia 
plant (which is normally integrated with the urea plant) also provides 
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carbon dioxide (CO2), a non tradable product. A strong and long term 
negotiated contract tying the operations of both plants will be required 
for their successful privatization, particularly in Pajaritos. Ideally , 
if current regulations governing ammonia production are changed (para . 
17) , urea and their respective ammonia plants should be integrated and 
operated by the same company, which could be a joint venture between 
PEMEX , FERTIMEX and/or the private sector . 

( c ) PEMEX Monopolistic Rights on Ammonia Production 

17 . Article 27 of the Constitution reserves the right of exploitation of 
petrolewn and solid, l i quid and gaseous hydrocarbons to the Na t ion , 
without the possibility of granting concessions . Articles 3 and 4 ~ f 
the Ley Reglamentaria del Articulo 27 Constitucional en el Ramo del 
Petroleo , dated November 27 , 1958, indicates that the Nation, through 
PEMEX, has the exclusive right over the processing, storage, transport , 
distribution and initial sales of natural gas and of these petroleum 
derivatives susceptible to be used as basic industrial raw materials . A 
subsequent Presidential Decree , Reglamento de la Ley Reglamentaria del 
Articulo 27 Constitucional en el Ramo del Petroleo en Materia de 
Petroquimic a , dated December 16 ; 1970 , reserves to PEMEX or affiliates 
without private participation , the right to process these products which 
can be used as basic industrial raw materials and are the result of 
petrochemical processes consist i ng of the first important chemical 
transformation or the first important physical process from refinery 
products or derivatives, or natural hydrocarbons . Copies of all the 
above relevant articles are provided in Annex 1. Subsequent decrees 
from the Petrochemical Commission have always included ammonia in the 
list of products reserv ed to PEMEX. 

18 . These regulations will strongly limit futu re private involvement in new 
urea production since ammonia and urea plants are normally integrated . 
I t is therefore recommended that one of the conditions of a second PERL 
should include the issuing of a new Presidential Decree modify ing the 
earlier December 1970 Pres i dent i al Decree referred - to above , to allow 
production of ammonia by others than PEMEX, including FERTIMEX and the 
private sector . Recommendations on how to solve this issue are also 
expected to be part of the Government Petrochemical Study (to which the 
Bank participates) under implementation . 

( d ) Sector Organization and Privatization 

19 . The reorganization of FERTIMEX into five subsidiaries ( para . 4 ) and 
current d ivest i ture objec tives f or production and primary and secondary 
dist ribution go beyond co mm itment s under the FSAL , since even part i al 
withd r awa l f r om p rimary d i s t r ibu t i on and privati zation of production 
f acil i ties were not con t empla t ed . However , a nwnber of conditions 
remain to be fulfilled for the set objectives to be met, in particular 
in the areas of : ( a ) the functions of the marketing agency ; (b) the 
business environment for the regional companies ; and (c) detailed 
privatization plans for the two major sites of the Gulf (Pajaritos
Minatitlan ) and Lazaro Cardenas . 
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20. Functions of the marketing Agency . As long as there is a fertilizer 
price subsidy, there is a need for a mechanism to regulate markets to 
ensure that subsidies are passed-on to farmers and to avoid speculation . 
This regulatory function is proposed to be the responsibility of the 
marketing agency. However, the establishment of this agency has a 
number of drawbacks: 

(i) it considerably reduces incentive to participation of private 
sector in production, since production companies will prefer 
to have their own marketing strategy; and will be reluctant to 
depend on partly Government-funded payments for their sales 
(with associated risks of delays); 

(ii) risks of inefficiency in agency wholesale operations due to 
its monopolistic situation implicit in its role of subsidy 
administrator; 

(iii) lack of transparency in the administration of the subsidy ; 

(iv) by managing so many distribution outlets, the organization may 
be too large to operate efficiently; and 

(v) currently assigned responsibilities for import and exports of 
fertilizer and imports of raw materials. 

21 . The removal of subsidies will eliminate the need for such an 
organization, except as one of the participants in distribution 
operating in competition with other agents, to ensure initially that no 
shortages occur in marginal areas and to protect farmers from 
speculation or collusion, until sufficient competition and parrallel 
marketing networks are established . Regional companies and others ~n 
the private sector will eventually take charge of marketing, including 
primary distribution. During the transition period, the risks 
associated with the presence of a dominant public marketing agency 
listed in the previous paragraph can be reduced by: 

(a) allowing privatized production companies to market a part of 
their output directly on the secondary market and receive for 
that sales volume the corresponding subsidy from the marketing 
company. This quota would be adjusted upward according to 
experience and development by the production company of 
adequate distribution infrastructure ; and 

(b ) set the subsidy to the marketing agency as a fixed amount per 
ton of fertilizer sold , based on estimated margins necessary 
to cove r costs of efficient distribution (not to automatically 
cove r actual costs incurred). 

Once the subsidy disappears and prices are free, the marketing agency 
should divest most of its assets, with preference given to the regional 
production companies. 

22. In no case should the marketing company have a monopoly of imports of 
raw materials or fertilizer , even during the transition period. 
Procurement of raw materials for the production companies can be 
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offerred as a service to be used at the option of the production 
companies. Appropriate conditionality could be designed as part of PERL 
II, covering: (a) rights of production companies to market directly part 
of their output during the transition period; (b) setting the subsidy as 
a fixed amount per ton; and (c) divesting most of the marketing agency 
assets at the end of the transition period ; and (d) ensuring that the 
production companies have no obligation to import and export fertilizer 
and raw materials through the marketing agency . 

23 . Managerial autonomy : implementation of measures approved under PERL. A 
number of regulations passed under PERL have yet to be fully implemented 
in FERTIMEX . , These are extensively discussed in the mission's 
background report for the completion of PERL (dated August 14, 1990) . 
They include: 

(a) FERTIMEX and its subsidiaries will need business-oriented 
boards, representing primarily the interests of the company, 
and in a position to fulfill their functions as defined by the 
Law. SEMIP should therefore appoint several directors from 
the private sector to these boards ; the General Manager of the 
regional companies should be appointed by their Board, which 
is particularly important in case of partial privatization. 

(b) the Government still imposes salary ranges for each category 
of personnel and limits total personnel expenditures in the 
Budget . The Board and the General Manager should have 
complete authority to determine salaries , so that they can 
remain competitive , and incentive systems to reward 
performance and improve motivation and efficiency ; 

(c) the budget process and other ex-ante controls remain unchanged 
and still constitute heavy interferences of Government 
agencies in day-to-day operations . These procedures should be 
phased-out before successful privatization, particularly if 
the Government decides to maintain an equity participation in 
some of the regional companies. Government involvement would 
be exclusively as shareholder and through its representatives 

• in the Board. 

24. Privatization Program for Production Facilities. As mentioned in 
para. 5, FERTIMEX p_J •. ans to se.l .L..all the smal 1 er p.r.o..du.cJ:.i.Q com lexes 
( seven, out of ten over the comi ;..s... At that time, FERTIMEX 
will remain with two regional companies, Lazaro Cardenas on the Pacific 
Coast, and the Istmo on the Gulf Coast, the latter regrouping two 
complexes at Pajaritos (Nitrogen and Phosphatic) and another one nearby 
at Minatitlan . So far , no clear intention has been stated to privatize 
them subsequently, although FERT IMEX has indicated it would seek private 
partners for new inves t men t s in these two companies . Privatization of 
these two companies, however , is desirable because substantial 
investments will be required to make them profitable, both for their 
revamping and for the construction of additional capacity to take 
advantage of the very large existing infrastructure on-site and thus 
reduce fixed costs per ton produced. Preliminary estimates of such 
investments are large, as shown in Part III of the Report, and the 
Government is not in a position to supply the required equity. 
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25 . It is likely that successful privatization would require majority 
private ownership and be conditional on prior financial and possibly 
physical restructuring (it is assumed that they should be sold as going 
concerns) . It is also likely that, in light of political perceptions 
around the need to secure domestic supplies of fertilizer to the 
agricultural sector, the Government will want to require majority 
domestic ownership of the plants. Finally , successful privatization 
will require strong guarantees that the above-described policy measures 

I 

will in fact be taken and maintained . Under PERL II, the Bank could 
assist the Government with the preparation and financing of a 
privatization program . An appropriate calendar for the various steps 
involved could be part of the conditionality under the Loan. 

II - SCOPE OF BANK ASSISTANCE, LENDING ARRANGEMENTS AND TIMING 

A - Scope of bank assistance and lending arrangements 

26. A FERTIMEX-related component of the second PERL could be either purely 
policy-based, i.e import financing disbursed against the conditionality 
described above , or of a hybrid component also including Bank funding 
for physical and financial restructuring and/or the provision of 
guarantees , similar to the approach being discussed within the Bank in 
the framework of the proposed Bank assistance to the privatization of 
SIDERMEX . Such assistance could consist of a combination of : 

( a ) the provision of Bank funding for the various preparation 
steps for privatization (audits, valuation, packaging, legal 
work, financial advisors) and of transaction costs of actual 
divestiture ; 

(b) depending on the selected strategy, there might also be a need 
for significant ressources by the Government for financial 
restructuring, in particular of the long term debt of the 
Lazaro Cardenas company and of the accumulated short term debt 
of FERTIMEX, and payments of severance packages; 

( c ) the provision of long term Bank funding for physical 
restructuring investments before privatization or its 
availability to prospective buyers through a Privatization 
Fund (para . 27); 

( d ) the provision by the Bank and the Government or the 
mobilization of guarantees that the sectoral policy framework 
will remain as negotiated may turn out to be crucial in this 
sector, given the long history of Government interventions and 
price subsidies; and 

(e) posiible other instruments such as the prov1s1on of Bank funds 
to finance Leverage Buy-Outs (LBO's), Employee Stock Ownership 
Plans (ESOP's), or the purchase of debt paper on the secondary 
market for debt/equity swaps . 
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27. In case, Bank funding for investments in the fertilizer sector are 
necessary for physical restructuring and to attract potential buyers, 
these funds could be channelled in the following manner: (a) for these 
investments listed in part A of the table, which are environment and 
plant rehabilitation investments and studies, and which cannot await 
privatization, to FERTIMEX; and (b) for all other investments, to the 
private secto·r, privatized companies or mixed-ownership joint ventures, 

' through a "privatization fund" administered by a financial intermediary. 
It is assumed here that this fund would not be limited to FERTIMEX but 
would be open to all PERL beneficiaries . 

28 . Other possible Bank assistance in the area of co-financing or guarantees 
to foreign investors should also be explored. With respect to the 
potential role of IFC, there are a number of areas where IFC may want to 
consider its involvement: (a) assistance in finding foreign investors or 
partners and the provision of advice to FERTIMEX in privatization; (b) 
equity participations in privatized entities and joint ventures for new 
investments; and (c) loans or co-financing for investments in production 
or distribution facilities by private companies. 

B - Timing 

29. If FERTIMEX keeps with its current reorganization and divestiture 
program, by the end of 1992, the public fertilizer sector will consist 
of two production regional companies and one marketing company. There 
is currently no clear program of what will happen subsequently . 
Consequently , it is important that the bank should act speedily to help 
avoid backtracking; help define the next phase of the program; and 
contribute to its implementation without delay. 

30 . It is therefore recommended that the Bank should formally communicate to 
FERTIMEX's General manager and to the Government its interest in further 
assisting the sector along these lines and start preparatory work as 
soon as possible . 

III - INVESTMENT PROGRAM 

31. The following sections provide a list of possible investments which 
would: (a) enhance the financial and economic viability of the two large 
regional production companies; · (b) solve outstanding environmental 
problems ; and (c) facilitate privatization of the two large regional 
companies and of the distribution activities . Some of these investments 
may be implemented before privatization but, in most cases , they can be 
impleme nted by the newl y privatized companies and if necessary Bank 
funding for their implementation can be offered as an additional 
incentive to private sector participation. The mission did not discuss 
the possibility of such Bank financing for additional investments . This 
list is therefore highly tentative and reflects the mission's 
understanding of FERTIMEX's needs and its own very preliminary estimates 
of costs and benefits . 
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A - Cost Summary 

32 . In the following table, a summary is presented of tentative costs of 
possible worthwhile investments and of their foreign exchange 
requirements . It is important to reiterate that this list is based on 
the mission's assessment of future needs, some of which emerging from 
discussions with FERTIMEX. However, as already mentioned, many of these 
are not formally in FERTIMEX's investment program and the mission, 
keeping ' in line with instructions not to formally discuss the 
possibility of additional Bank financing for FERTIMEX under a second 
PERL, did not attempt to analyze them with FERTIMEX. 

33 . These investments can be grouped in two categories: those which should 
not await privatization and can therefore be channelled to FERTIMEX, 
before, during or after the privatization process; and those the 
financing of which should be conditional upon private sector 
involvement. As shown on the table be~ow, these investments would have 
total cost of between US$160 and US$205 million, including a foreign 
exchange content of US$70 to US$95 million. If the viability of the 
investments listed under part C below as well as private sector interest 
are confirmed , total costs would increase to US$265-345 million and 
foreign exchange requirements to US$110-150 million. 

B - Description of Investments 

(a) Investments with or without Privatization 

34 . Environmental Investments . FERTIMEX has yet to solve the problem of the 
sea disposal of gypsum and contaminated waters at Lazaro Cardenas. Both 
gypsum pipes are now broken . The gypsum is currently being rejected 
through one of the pipes at about one hundred meters from the beach 
together with contaminated waters . However, the mission did not observe 
any gypsum deposit on the beach . The Bank has always insisted on the 
need and urgency to find and implement a permanent solution to this 
important pollution problem. Taking into account: (i) the important 
data base now accumulated from observations and regular monitoring by 
FERTIMEX and SEDUE; and (ii) the difficulties experienced by FERTIMEX in 
the construction and operation of this kind of sea disposal system, the 
Bank recommended, and accepted to finance two studies under the FSAL, to 
be carried-out in sequence: 

( a ) an environmental impact study to assess the actual impact of 
gypsum and contaminated water disposal to the sea in Lazaro 
Cardenas and recommend and define the needed system ; and 

(b ) a study by an engineering firm specialized in undersea 
construction to design the system recommended by the 
environmental consultant. 

The first study has been contracted and is under implementation. 
Following satisfactory ~ompletion of these two studies, funding will be 
required by FERTIMEX to implement the recommended system, the cost of 
which is tentatively estimated at up to US$10 million. 
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Investment Program 
Summary of Costs and Foreign Exchange Requirements 

(US$ Million) 

Foreign 
Total Exchange 
Costs Requirements 

A-Investments Yith or Yithout Privatization From To From To 

- Environmental Investments 15 20 10 15 
- Revamping of Pajaritos Phosphate Complex 35 40 20 25 
- Other Rehabilitation Investments 

Subtotal A 

B-Investments Conditional on Private Participation 

- Urea Plant at Pajaritos 
- Distribution Infrastructure 

Subtotal B 

TOTAL A+B 

C- Investments Subject to Private Interest and 
Confirmation of Viability 

- Guaymas Granulation Plant 
- Nitrophosphate Plant in Istmo Region 

Subtotal C 

20 

70 

so 
40 

90 

160 

30 
75 

25 

85 

60 
60 

120 

35 
105 

5 

35 

20 
15 

35 

10 
30 

40 

10 

so 

25 
20 

45 

15 
40 

55 

D- Technical Assistance/Studies 

TOTAL A+B+C+D 

105 

2 

267 

140 

2 

347 

2 

112 

2 

152 

35 . FERTIMEX has also submitted to SEDUE the required three year investment 
program associated with effluent control actions in its various plants . 
Most of them are small and already under implementation . However , some 
are more costly and require further studies before implementation, for 
ins tance , f or gypsum disposal in Pajaritos , for which a prior impact 
study i s being prepared . Fund i ng of about US$ 5-10 million could be 
included for such actions . 

36 . Revamping of the Phosphate Complex of Pajaritos. The phosphatic 
fertilizer complex of Pajaritos started operations in 1969. It consists 
of two sulfuric acid plants of a total combined capacity of 945,000 tons 
per year; two phosphoric acid plants of a combined capacity of 345,000 
tons per year of P205 ; and a triple superphosphate plant of a capacity 
of 270,000 tons per year . There are also facilities to produce 



12 

technical-grade phosphoric acid for direct sale. Up to now, this 
complex has not been able to produce at more than 80% of its capacity; 
rehabilitation investments under implementation under FSAL could result 
in raising production to up to 87% of nominal capacity. However, major 
bottlenecks will remain in the sulfuric and phosphoric acid plants . 

37 . The phosphoric acid plant is using the original Prayon process, which 
has been, substantially improved since 1969 and there is an important 
potential for capacity increase through revamping and process updating . 
It is possible to increase its capacity by 20% over its nominal 
capacity, allowing an additional increase in production of more than 
120,000 tons per year of P205 . This in turn would require the addition 
of a new sulfuric acid train with a capacity of about 1,300 tons per day 
(430,000 tons per year) . The existing infrastructure for product 
handling, shipping and storage in Pajaritos is very large and relatively 
recent and such increase in capacity would not require any additional 
infrastructure nor increases in maintenance capacity nor overheads. In 
addition to the increase in capacity, the revamping of the phosphoric 
acid plant would allow a substantial improvement in efficiency of raw 
materials use for existing production. 

38 . Investment costs are estimated at a total of about US$ 35-40 million. A 
preliminary cost/benefit analysis shows an internal rate of return of 
about 32%, at Bank projected fertilizer and raw material prices . Even 
at depressed 1989 average prices, the IRR remains at about 14% . If the 
increase in phosphoric acid capacity is 140,000 tons instead ~f 120 , 000 
tons (to use the total sulfuric acid incremental capacity), these rates 
of return increase to about 35% and 16%, respectively . More detailed 
calculations and a sensitivity analysis are presented in Annex 2 . 

39 . An important impact of these investments would be to significantly 
reduce total unit production costs of the entire production of 
phosphoric acid , by spreading the large fixed costs of the whole complex 
over a larger output and by improving overall efficiency of the entire 
plant . Based on actual costs from the cost accounting system of 
FERTIMEX for the first quarter of 1990, the mission estimates that 
production costs of phosphoric acid (including current depreciation 
costs, and, for the new investment, a 12% capital recovery factor) would 
decrease from US$ 448 per ton of P205 to about US$ 365 . The 
international price of phosphoric acid (FOB US Gulf) in 1989 was about 
US$ 370 per ton of P205 in real 1990 terms (and US$ 400 on average over 
the period 1979-89) . At opportunity costs, the proposed investment 
would thus essentially permit the elimination of losses on phosphoric 
acid production, therefore on all downstream finished products as well, 
which would make the whole complex much more attractive to the private 
sector . 

40 . Other Rehabilitation Investments . Further rehabilitation investments 
are likely to be required in Lazaro Cardenas, Pajaritos Nitrogenados and 
Minatitlan. In particular, the replacement of the 28km CO2 pipe between 
Minatitlan and Pajaritos connecting the PEMEX ammonia and the FERTIMEX 
urea plants, which is heavily corroded . Nine kilometers of this pipe 
require urgent replacement and will be financed under the FSAL, but 
additional funding of about US$10 million will be required soon for the 
remaining section . Other rehabilitation investments, including for 
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improvements in plant operations and material handling, are tentatively 
estimated at US$ 15 million. 

(b) Investments Conditional on Private Sector Participation 

41 . Urea Plant at Pajaritos Nitrogenados. This complex consists of two urea 
plants of a total capacity of 990,000 tons per year, which came on
stream in 1982 and 1984, and an ammonium nitrate plant under 
construction of a capacity of 270,000 tons per year. Production of urea 
in 1990 reached 940 ,000 tons , indicating a capacity utilization of about 
95%. This urea is produced from ammonia plants of PEMEX located in 
Minatitlan, which also provide CO2 . PEMEX ammonia plants have a total 
capacity largely in excess of all FERTIMEX needs and presently export 
about 450,000 tons of ammonia per year . 

42. In the early 1980's , FERTIMEX started implementation of two 1,500 tpd 
urea plants in Camargo and Lazaro Cardenas, to be built in parallel with 
two new dedicated ammonia plants to be constructed by PEMEX . In 1985 , 
implementation stopped, after contracting of process licence and of 
basic and detailed engineering and procurement of part of the equipment 
(all of which for a cost of about US$19 million per plant), due to large 
financing requirements and lack of funds by both PEMEX and FERTIMEX. 
FERTIMEX is currently thinking of using the process and the equipment of 
one of these plants to construct an additional urea plant in Pajaritos, 
which would not require the construction of a new ammonia plant and 
maximize the use of the large existing infrastructure. 

43 . The mission estimates that this plant could be constructed for about US$ 
55 million , including an additional CO2 compressor, but excluding costs 
of equipment already purchased and of the CO2 pipe from Minatitlan, 
which needs to be replaced in any case for the existing two plants 
(incremental costs of increasing its diameter to accommodate a third 
plant would be minimal). a tentative cost/benefit analysis (including 
capital expenditures already made) indicates an IRR of about 23% at 
projected Bank prices and 90% capacity utilization, and it remains at 
about 15% at current ammonia and urea prices (Annex 3). At average 
prices of the past ten years, in constant 1990 terms, the IRR is about 
24%. This good return shows the incremental benefits of exportiDg urea 
instead of ammonia. A sensitivity analysis is also presented in Annex 3. 

44. At current (early 1990) opportunity cost of ammonia and urea, production 
costs of existing urea plants (including depreciation but excluding 
financial costs), were about US$ 92 per ton in the first quarter of 
1990 . Production costs of a third plant operating at 95% of capacity 
would be about US$ 86 . Compared with a current (depressed) export price 
of u rea of US$ 108 per ton ( FOB Mexico ), this shows the potential 
att ractiveness of t his complex to the private sector , provided strong 
long term agreements can be reached with PEMEX for a reliable supply of 
ammonia and CO2 at fair conditions . 

45. Distribution Infrastructure. Withdrawal of FERTIMEX from primary and 
retail distribution may be facilitated if funding is available to the 
private sector for the construction of primary warehouses and bulk
blending facilities. The FSAL originally included funding for FERTIMEX 
to construct 14 addi½ional primary regulatory warehouses and four 
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ammonia spheres, as part of FERTIMEX's regulatory network of 120 
warehouses. In light of FERTIMEX's intention also to withdraw from 
primary distribution and its progress in the design of appropriate 
incentives to the private sector (para. 10), the Bank has recommended , 
and FERTIMEX has accepted the reallocation of most available funds under 
the Loan to plant rehabilitation investments (except for three 
warehouses urgently needed, which may subsequently be leased-out). 

46 . FERTIMEX , has had preliminary meetings with large existing private agents 
in its distribution network and indicated to the mission that their 
major problem was lack of long term funding for the construction of 
warehouses and for the initial purchase of current consignment 
inventories . Assuming that 10-15 additional warehouses are required in 
the next three to five years, a total investment of about US$40-60 
million would be required , not including inventories . The possibility 
of providing Bank funds for the purchase of inventories should also be 
explored if lack of financing turns-out to become a major bottleneck to 
FERTIMEX's withdrawing from distribution. 

(c) Investments Subject to Private Sector Interest and 
Confirmation of Viability 

47 . Granulation Plant in Guaymas . Mexicana de Cobre , which has just been 
privatized, is currently producing about 300,000 tons of by-product 
smelter sulfuric acid at La Caridad , with a potential for 450 ,000 tons 
in about two years . This sulfuric acid is currently exported to 
Florida through the Guaymas sulfuric acid terminal ( 50 , 000 tons 
capacity ) and the Panama Canal . Prices obtained by Mexicana de Cobre 
are reported not to cover production costs . FERTIMEX ' s Lazaro Cardenas 
plant could use this acid more economically in replacement for part of 
the sulfur imported from Canada for the production of phosphoric acid . 
In addition, it may be possible to reduce transport costs of sulfuric 
acid to Lazaro Cardenas (by providing backhaul transport of phosphoric 
acid ) and to eliminate transport costs of finished fertilizer from 
Lazaro Cardenas to the Guaymas area (for the large consuming centers of 
Sonora and Sinaloa ) , by constructing a phosphoric acid storage terminal 
and a granulation plant in Guaymas . This relatively small investment 
(possibly US$30-35 million ) could be implemented by FERTIMEX, Mexicana 
de Cobre or others. The decision to consider this investment, however , 
should await results of a detailed feasibility study , including a 
financial and economic evaluation , since it is very sensitive to the 
price of sulfur and to transport costs , and its viability depends on an 
agreement on attractive transfer prices for sulfuric and phosphoric 
acids. 

48 . Ni t rophos pha t e Pl ant at Pajarito s Nitrogenados . FERTIMEX indicated t hat 
they we r e exp loring with a majo r wo r l d fertili zer producer and process 
ve ndo r the poss i b i l i t y of a j oin t venture to construct a nitrophosphate 
plant at Pajaritos or Mi natitlan . This plant would produce high 
nutrient content complex fertilizer and co-product Calcium Ammonium 
Nitrate ( CAN , with a 26% nitrogen content) from PEMEX existing ammonia 
supplies. If implemented in combination with the above-described urea 
project , net ammonia exports would be practically eliminated . The 
mission carried-out a very preliminary cost/benefit analysis of two 
capacity alternatives : 600 tpd and 1,000 tpd of nitrophosphate and 
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associated CAN production of 570 and 950 tpd, respectively . Investment 
costs in fixed assets would be about US$ 75 and US$ 105 million 
respectively . The IRR is estimated at about 15% and 19% , respectively, 
at Bank projected prices for raw materials and finished products, and 
90% capacity utilization . However, at present depressed prices (mid 
1990 ) , the IRR is only about 5% and 9%, respectively. At average prices 
of the past ten years , in constant 1990 terms , the IRR is about 14% and 
17%. 

49 . This project thus appears less attractive than the urea project , which 
should receive priority , particularly if there are limitations on the 
availability of ammonia from PEMEX's existing plants . However , fur t her 
analysis is required to define investment costs, potential domesti c and 
export markets and output prices before a final decision is taken. 

(d) Technical Assistance 

50 . Under FSAL, the Bank has financed a comprehensive reorganization study 
for FERTIMEX , including some valuation studies of the smaller sites . 
The process of privatization of the two large regional companies, 
however, will require a number of preparatory studies and technical 
assistance , including for audits, valuation , packaging, legal work , 
financial advisors, and financing for these as well as of transaction 
costs of actual div estiture . Funding should be made available under the 
Loan for that purpose , tentatively estimated at US$2 million . 

September 5 , 1990 
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11grlcola coa Ju tlemu y aguu que In seaa tndlapemablu: 
para el fomeato de la agricultun, y para evltar la dntnlc• 
cl6a de los ,lem,ntos aalurales ~ los dalloa que la propitdad 
putda 1ufrtr ,n perfulclo de la sociedad. Loa nucle01 de 
poblaci6a que car,zcaa de 11,rras y ~guu, o no Ju tmgaa 
en cantJdad suficitnte para las necesldades de au pobladdn, 
ltndrin derecbo a qu, st Jes dote de ellas. tomtndolu de Ju 
propi,dades lnm,d iatas. respetando slempre la pequefta pro
pltdad agr icola ,n t%plotadda. 

Correspond, a la N act6a el domlnlo dirtcto de todoa Joa 
rtcursos natura l,s d, la platafo!'1'Da continental y l01 iocaloa 

• 

,: 
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~ de lae laJaa: de.,_ Jae mJmnla O IUmtandM 
qae ea wtaa. eaatoa, muM o yadllltotm comatllya 4ei,6-
•• C11ya natunlna ,ea dlatiata ca laa CICIIDpoDn• e Jae 
IBftDal. tales como laa IIWlff1lle9 de laa que • •~~ 
metaJn y mdaJo6des 11tiluadm ftl la lndmtrta: laa ~ · 
11D1 de pledra pndoau, de ul de gnia Y lu Nllua far• 
..._ dtrtCWMnllt por Laa •tu• eartn• laa p.odactaa •• 
r1-vacb de la dncompoak1611 de lu roe.a c:uaado • e,q,lo, 
tadda aecuttc trabajm 1ubtffT'Aoe01: Jae yadma• ._. _ 
raJu 11 orv6Dkol de matutu ...aptihles de • dM!".!'.:_-= f~~~ -;-ar:=--~~-~~-
g----. l eJ Upado atfuiii· ma tltrrUm1o ~ _ 
tii eUlllll6da ., ttralW que fiie ,I o;;dio Iii-ii L ± = 

Son propledad de la Naclda lu aguaa de laa ..a ..,,._ 
tort.Ill. n la · eatnltda y titremo que f111 ~J Dtftdlo '-'" 
nectanal· 1M &fUM marm• IDttTtora: lu de Ju Ia..- ~ 
...,._ que • c,aualquea pennaneat~ o lilftrmitm~ 
c6a el 1Mr: lu de a lap llltfriarft y de fmmadda .._.; . 
ral qai aHa lltecb dlrectameate • currtnta c:amtanlP- llllil 
de b ricia y 1111 afltaaata dlrtc:b o iDdlrfflm. ._. ti 
,._, de! caua ID qae M lmdm 1M pri!Dlnl afllM pel'• 

.._..,., lDtlirmiitntu o ~ llutl • dlaall a c► 
din ta 11 mar, lqae, i..,.... o atm» de Pf'OIMdad udoi 
uJ: lal de lu comnta CDDltaDtft O latffmitn .. 1 ... 
afllaiMla dlrttllDI o ladlndae. cuado el c:aac:11 lit .. a.. 
..... • e~ o en par1II de eDu. ""9 ell Uallt II 
tilnllllllo Udoaal o Ii~- etltldada ftder.ttvM. o c...lo 
,-. de liM ttstlcbd ftder.dn a ocn o a,sa la 1llin cht-
eana de la · Rtp6blca: 1M de • · ...._ lata,a • --
aayaa v--. •lafli o rtbtnl, _.. cnsadoe pot IIDlu ~ 

·· IGria de clDt' o ... mttdadtt o eatn la Rff"lbllca , mi pall 
vmao.t o cuado ti Umite de 1aa rtbcru aim de Jledefd
._,. ... at1d1b1 ftdenttv• o a la Rtp6bllca cm • pall 

. vt&tol-i..-·- ~tlala qae brot'tll fll Ju plajai ...... 

. , . 
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maitlmu. cauas. VUOI o nberu de 101 lap, lapaa o 
nteroa de propltdad nadonal. y las que se u:tralgaa de lu 
aunu: y io. cau"'· lechos o nberu de loa laQOI y cotrtentel 
izlterioru tn la ntenalda que flft la lty. Lu aguu de! 1ub-
1uelo pueden ser libremente alumbradu mtdlaate obru artl• 
flda.les y aproplarse por ti due/lo de! terreno: pcro, cu!IDdo 
lo nlJa ti Intern publlco o se afectto otros aprovechamJntoa. 
ti EJecutlvo Ptderal podri reglamentar su ntraccl6a y utS• 
1Jiacl6n y aun establecer zonas vedadu al lgual qut ,an 
Ju dem&I a9uu de propiedad naclonal. Cualesqulera otru 
aguu no Locluldu en la enumeraci6n anterior. se comlde• 
rarin como parte lntegrante de la propledad de los terrtD01 
por los que corrao o en los que se encuentren JIU dep6sltos; 

• pcro st se locallzarm en dot o mis predlos, el aprovec.ba
aumto de utu aguu se conslderari de ut!lldad publlca. y 
qutdari su]eto a lu dlsposlclonu que dlcteo 101 E.ttadol. 

~ los casoa a que st refleren los dos pirrafos anter1orft. 
~• docn.lolo. de la Nad6a es Inalienable e lmprescriptSblt. y I•.-

, rirplotacl6a, d u,o o el aprO'lltchamumto de los rtcu~ de 
que. se trata!. .por los partlcularu o por socltdades cOllltltal;
da, conlonnt • la., !eyes mexlcanu. no podri rtallss. 11Do 
mtdlantt CODCHlonu otorgadas por ti EJecutiw ~l~de --

' acuerdo coa Ju regla.s y condlctoaes Q\lt establezcu I• le• 
yu. Lu nonna.t legales relatlvas • obru o trabalol de ·n• 
plotacl6o de los mlneralu y 1Ub1tandu a que H refleft el 
parralo cuarto, regularin la ejecucl6a y comprol,ad6a de 
los qut se efectuen o deban tfectuarst • paNir de 1u vt9ee. 
cla. Jnde~ndientemente de la fecha dt ocor9Ulialto de Ju 
conculooes. y su lnobservancla dart lugar a la caaetladdll 
de htas. El Gobltmo Federal titnt la facultacl de ntablem 
rf'StrvH naclooalu y suprlmlrlu. Lu declanmriaa a,na.. 

pondltntu St harin por ti EJtcutJvo . ell IOI . CMOI 1'r.~ 
cl~nu que laa leyu Tra ~ t_ 

; ~ tarbul'Clll dt .· ._._ 
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2;~1.t.1:lf~ . . ~ . 

Corrtsi,onde uc1usivamente a la Nae.Ida, geotrar, con• 
ducir ,tramfor111ar, dbtribuir y abutecer tnergla eltctrtca que 
tenga JlOf objeto la prutad6a de ■trvtdo publlco. En esta 
materta no • otorgarAD concuioats a los particularu y la 
Naclda aprovtchara loa blena y recunoe naturales que st 
requltru para dichoa floes. 

• La capacldad para adqulrir el domJDlo de laa tlerru y 
aguu de la Naci6a, st reglri por las 1lguienta prtscrlp• 
cloau : 

I. 56lo loa mnlcanos por naclmiento o por aatura1Jza. 
cl6n y lu socitdades mnkanas tlenen derecho para adqut
"~ ti domlnlo dt lu tlerru. aguas y JIU acce.slooes. o para 
o&tentr conculooes de nplotacl6n de mloas ·o aguas. El 
Est;-do podra conceder ti mlsmo derecho a los ntr~n jeros. 
sltmprt qut coovtngan ante la Secretarla dt Relaclonu en 
considerarse como oacionalu res~cto de dlchoa blenes y en 
no lnvocar por lo mi.1mo la protecci6n de aus goblern01 por 
lo qut st refiert a aqutllos; baJo la pena, en cuo dt faJtar 
al convtnio. de ,erdcr en btneficio de la Naci6n los blenes 
que hubitrtn adqulrldo to vlrtud de! mismo. En una faja dt 
cien ltilometroa a lo largo de las fronteras y de c.iDcuaata 
en lu playu. por ningun motlvo podru los utranjcrae ad
quirlr el domJnlo dirtcto sobre tlerru y aguas. 

El Estado, de acuerdo con los lntertses pubUc01 1Dten101 
y l01 princlploa de reciproc1dad. podri. a Juido dt la Seae
tarla dt Relacioaes. conceder autorizaci6a I loa Eatadol U:• 

trnnjeros para qut adquieran. en el lugar pcrmanaite de la 
ruidtncla de los Podcru Federales, la propltdad prtvada de 
bitnes inmuebles ntctsarioa para ti servlcio directo dt ■us 
embajadu o legaclones; 

II. Laa uoclaclonu rellgtosas denomlMdas lgleslu. 
cualqutera que ,sea su credo. no podru, en Dlngwi cuo, tener 



'--EY REGLAMENTARIA DEL AATICULO 
N ITUCIONAL EN EL RAMO DEL PE-

TRU[t:0 . 
EX ?EO IC iON - 27 de Nov :embre de 1958 
? G3 LI C;..,:::: :o ."i • :29 de N ov1embre de 195b 

ADOLFO FW IZ COR'T i,\JES, Pres iden te Constitu
co nai ce :os =s :ac o~ Unid cs .\~exi canos, a sus ha
b,tan;es. sabed : 

-,.;~::~:.;:: ~ ~ 7? ~2o§re."1Jffll:i ~Qi•§rusa fia.a 
!C:.!L~g~r:0e~J ~_1gu1~_nse~ .. + 

OECRETO 

---~j§Jci!Jfia1<!f~~d?!'~~~ici~osZrrffit 

LEY REGLAM ENTAR IA DEL ARTICULO 27 
CON ST ITUCI ONAL EN EL R,AMO DEL PE 
TROLEO. 

ART I CU LO 1 o.- Co rresponde a la Naci6n el 
-: . minio di recto: inalienable e~ imp~~scr1ptTbq 
·_ o os os car uros e r r en se encuentren 

en el terr itorio iiacTonaT"':'Tnc lu 10a la plataforma 
ccnt ,nen tal-. 'en. mantes o_· yacjmierrtos ·ualqu iera 
c:;_e sea su estado'f1s1co, 1nclu y enclo las estados in
te~--;;ec ios. y que componen el aceite m ineral cru
do . lo acor:-;)anan o se derivan de el . 

ART ICU LO 2o .- So lo la Nac i6n eodra ll evar a . 
caoo ias d1st1ntas exp lotac iones de los hidrocar
burcs , q :.; e consfiTuy er'l" Ta~srro·errciTeraen 
Tos term :nos del art1cul o s1gu 1en1e.- . 

ART ICU LO Jo.• La industria petrolera abar-
ca 

I - La exp IL,. ·JC1 6n, la explotaci6n, la refi na
c er,. ei ; 0 a- s:: one, el almacenam iento, la d istribu
: . :n y :as . er, ,as de pr Imera mano del pet r6Ieo , el 
::::::s y los ;:: - :c: 1..;ctos que se obtengan de la refina-...- . 
c:cn ce est os. 

_ ~:rtrra! ilati_;;,wiif~w: V 
!?@!aorte;,Ja ~buQit>n-'r,las..veniatW.1k,l'Ult& 
.liEmiiio-i.=au. ~~~jj__cial..._ 

111 .- La i&brac16r .. el almacenamiento, el 
trc:insporte I istrib c i6n las vent ·n 

ART ICU LO 4o.• La Nac i6n llevara a cabo la 
exploraci6n y la explotac16n del petr61eo y las de-

AnneK 1 

mas actividades a que se refiere el 

escen ra Iza a cuya estructura, funciones ,, 
reg imen interno determ inan las !eyes, reglamen:c 
y demas d ispos ic1ones correspond 1entes. o po : 
cualquier otro organ Ismo queen el future estab iez 
can las leyes. 

ART ICULO So .- La Secre:3 r :·a de c:::onc~ i'c 
as isr;ara a Petro leos Mex icanos lcs :erre,.os (;l.e es 
ta inst ituc i6n le so li ci te o que el c ;ecu; 1vo F8dc :a, 
.:ons idere conven ien te as ignar le para fi nes ce ex • 
plorac16n y exp lotaci6n petro leras. 

El reg lamento de esta ley es:ab lecera !cs ca 
sos en que la Secretari'a de Econom ia podra ren,..
sar o cancelar las as ignac iones. 

ARTICULO 60 .- Petr6 Ieos Mex icanos poc;;a 
c~ lebrar ~9n per?~Q~S fi'sicas o ~~-I;~ los.-~tra
t~s __ cfe ~~p~.,5-!,NC~oL~e i? me
jar rea l 1zac16n ae SUS act1v1dades req1..; iere. Las re
muneraciones que en dichos contratos se es tab lez
can, seran siempre en efec t ivo y~dj'!~'bjn~cajQ_ 
conceder~ par las servicios qu e se ·pr-esten o las 
obras--o~e se el_ecu ten. ~rceritajes en·1ospro8~c
to_f ~partfci~~l6n·ev cis_!es'tttaBoseLd~ fa~~~~ 
tac1on~ 

...;i.--~- · 

ART ICULO 7o.- El recon oc im iento y la cx
plorac i6n superfic ial de los terrenos, para inves
t igar sus pos ibilidades petrol i' fera s, requeriran un1-
camente perm iso de la Secretari'a de Economia. Si 
hub iere oposici6n del prop ietar io o poseedor de las 
terrenos ob jeto de la exp lorac i6n, la Secre tar 1a 
de Econom ia. oyendo a las part es, concedera el 
permiso mediante fianza que debera otorgar Pe
tr6Ieos Mexicanos por las danos y perjuici'os que 
pudieran causarse a las afectados. 

ART ICU LO So.• El Ejecutivo Federal estab le
cera zonas de reservas petroleras en terrenos Que 
por sus posibilidades petrol iferas asi lo amer Iten. 
con la finalidad de garant izar el abas:ec imi en to fu 
ture del pais. La incorporac i6n de terrenos a las re
servas y su desincorporac :6n de las m Ismas, ser;jn 
hechas par decreto presidenc ial, fundad o en las 
d ictamenes teen icos respectivos. 

ART ICU LO 9o.• La industria petrol era es de 
la exclusiva jurisdicci6n federal . En consecuenc Ic:i 
unicamcnte el Gobicrno Federal puede dictar las 
d isposic iones tecnicas o realamentar ias que la rI 1aI~. 
y estab lecer los impuestos que graven cua lqu iera de 
sus aspectos. 

ARTICULO 10.· La industria petrolera es de 
utilidad publica. Per lo tanto, tendra preferenc1a 
sabre cualquier aprovechamiento de la superf ic ie 



REGLAMENTO DE LA LEY REGLAMENTA
"RIA DEL ART ICULO 27 CONSTITUC IONAL EN 
EL RAMO DEL. PETROLEO, EN MAT ERIA OE 

PETROOU IMI CA 

E X ?EJ IC ,O ,\J - 16 de S :c iem bre d e 1970 

PUBLICAC: :C ~ - 9 ce ;: :::Jre,o ci&f.9)..1!_ 

LUIS ECHE V E?? IAALVArlE ~ 
-~!le , las Es:ados Unidos Mc?x-icanos, a sus 

ao1tantes, saoec: 

Oue en uso de !as facultades que me otorga 
la fracc i6n I eel art i'culo 89 Cons, i tu c ional, y 

C O N S 1· 0 E R A N D 0 

Pi1 : :;i E RO -C:t..:econ :-:1o t:\1odel incrernentoy 
gran imiJcrtanc a q-.;e r.a ven ido adquir iendo la in
ciusir1 a ;::et roc:; ·-.: i' -:, 1ca nac iona l, y con el ob jeto de 
dar mav or f lu icez a su desa r ro il o, es n<:c8sar io de
f :,7ir ccn prec ;s :::-7 ac:;ue !! o en C/ L:e cor,sisre :a refer i
ca ind :;s;, ;a p0:·::;,::;u i' ,,~ ica y de !im 1:ur con mayo r 
c :Jr icl cC: e! c::; ,T~>J cie cc: ;6n c:;ue se reserva en for- • 
ma exc i~s i,_, a a , 3 :--:c::c i6n , y ac:;ue l en que pueden 
interven ir los ;:::·: ic:.; :cires, asi' como los procedi
mientos ca~a la ::;::;:enc i6n ce los per:,1 isos y auto
r izac iones res;::e·:: i ...- os; y 

SEG 1)NDC • Qt.;e es necesJr io car vid a juri'di
ca a l a Com is::,, Petroc;u i';,iic a que desde hace va
r ,os a."ios ha 112,,1co f.Jr.c ion.:indo y aue se ha en
cari;;ado de as2s::i .· ar y es tucii ~r las cucs, iones re
i;;c :onadas con el ccr:sid era 11 do que antecede, he 
te ., ido a bie,, ex::;edir el siguiente: 

Rec la:-;ier.to de la Ley Reglr1mentor ia de! ar
: .cu lo 27 Cors: :tuci onol en el Ramo de ! Pe tr61 eo, 
e., ['.;c ;e r :a c:e ?e:roqu 1'mica. 

C .c.P!T U l...O 

I r.dust r:a ?etroqu i mica 

ART ICU LO 1 o.- La industria petroq u i'mica 
c.:insiste en la re JI izcJc ion de procesos qu imicos o 
fi'sicos pJra IJ elcJ:JOrcJci6n cJc cornpucstos a pnrtir 
totnl o parcia lmrnte de h idrocorburos naturJles 
cJcl petr6 1eo. o de hidrocarburos que sean produc
tos o subproduc tos de las operac iones de refina
ci6n, con exc lus ion de los productos basicos ge
nericos de ref in aci6n y las subproductos a que 
se ref iere ei art r'c; lo 23 de\ Reglamento de la Ley 
Reglamentaria del an1·cu_lo 27 Con stitucional en el 
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~a.nn de! Petr61eo de 24 de agosto de 1959. 

ART ICU LO 2o .- Co rresponc e a la Nacion, 
por cond ucw de Pe ,r6 1e:os ~,i exicano s o ce or;an is
rr:os _o ern~rcsas S1J r.S.1C i.:ir :.:,5 r:Je ::; 1c.-.a 1ns;1; :Jc .o,, O 

woc:uda s a la. r:;:; 1s,-:1a. ce,-y cs 2or e,!_=.s:aao. en ,cs 
q U8 nQnnrl,;:,r, •;:,.ryu -i.:ir• 1r- ·-- ,- ·-- ~p - -- -- .:,5 - p . - • • _ t _ - · •-i.i..:_'~L.., c .... -..1 • • ... .._ . 1 , 4~ 1 ,c _ ...,,_ 

cie Ins r,~c; ir , , l;:r", I ;:: P!a i)orac 1c; .7 :;e los _:J rc::; ,.;c,os 
que s2an susce;J t il:.J les -ce sarv ir c::i,-;-io rna ,e<as p, i
ma<: indu str iales bi\~j£cJ_s que se2 :1 res~ l:_~_o ~e !.D.s.___ 
~ . , _- --~~~ ... ~Jii:~ 
nas@di!EIOlri ·ttftll.ca ~rt.art~·~nmee - =~ 

ARTICULO 3o .- La elaboraci6n de aquel los 
productos de la indu str ia pe·roqu 1·rn ica , con ex
c lusion de los se;:,alad o s en el art,'cu lo 2o .. q ,.; e a 
ju ic io de la Sec,etar i'a ee l Pa:r ir.ior. io Nac ;ona l , 
prev ia Oi)ir.i6n de la Com ;si6n Petroc;u :mica ,V.i::xi
car,a tenuan un interG s eco n6mico o soc :al fund a
mentcJI f)a1·a el pa i's se,a ll evada a cabo por la Na
c ion ;Jar cc 1,duc to ::e P9 :ro le-:Js i\'.ex c::-ics, o de 
SUS Or'.] ? r1:s: n c s O em :Jr:;;S2S SG:s ic; iac;.3.5 •J , ;c; ,'TIJ icn 
a jL.: ic io ce la Secre!.:::r i' a ee l ?a , r :mon·:o ~ a: ional , 
por conciuc-,o de sr;2:1 isrncs desce,7tra !l z::c:os o em
presas de par. ic r;,aci6n es~a:a l for~a..::: as i r. , esra
men,e ;J0r mex icar.os. ya sean so los o asoc iajos 
con soc iedac:es ci e r:ar, :cL.: :ares :cr:nadas as im ismo 
integramen,e ;or :-;iexicanos. 

:'\RTICULO 4o. - La e!abo rac i6n de produc;os 
qu 1' r.-1 icos c;ue sean rcsul ,ado de las procescs subse
cuenres a !cs ser.a lacios en ios an i'c:..J :os anter iores, 
cons: :tuyen el campo en c;ue podran operar indi s
t intar-:1ente y en for:":ia no exc lu siva, la Nac ion, las 
part iculares o las soc iedades de par~1culares que 
tenc;an una ~ayo , r'a de cap ital mexicano, y a sea so
les o ascic :ad os con la l\ac:;6,7 par cc ncwc:o de ?e
tr6 1eos ~,1e:.: ;car:cs, o ccr, orc;ar, :s~,os o e:n;:,;esas 
sut:J :c:a1·i~s : •2 ?2: :j ie:s ,\·.2x ;caries . 

ART I CU LO 5o .- Li'l Secre:ar r'a de l Patr imonio 
Nacional, oy endo previ arne r.t e la o ;: i:, i tn de la Co
m isi6n Petroqu i'mi ca Mex icana, de:err:iinara las 
productos que clcban qucdJr o no dentro de\ c,1m
po de acci6n exclus ivo cJe IJ Ndci6n o reservJdos J 

lrJ N.1ci6n e;n nsoc iJci6n con las soc icdnucs de par
t icu lares a que se refieren los art icu los 2o . y 3o. de 
este Re~ :amento, asi' coma los productos que sean 
resul tado de I os procesos su bsecuen tes, y revisara 
cada vez que lo cons idere necesar io las de;ermina
ciones que hub iere hecho, ya sea de oLc io o a 
solicitud de la Comisi6n Petroqu i m ica M ex 1cana . 



Base Case 

Investment Cost 

REVAMPING OF PHOSPHATE COMPLEX IN PAJARITOS 
COST-BENEFIT ANALYSIS-PHOSPHORIC ACID/ SULFURIC ACID 

INCREASE OF PHOS . ACID PRODUCTION BY 120 , 000 TPY 

SENSITIVITY ANALYSIS 

US$ 40 million 
US$ 45 million 
US$ 50 million 

Phosphoric Acid Price 

-10% 
-20% 

Phosphoric Acid and Raw Materials Prices 

-10% 
-20% 

At 198 9 Pr ices 

Increase in Capacity by 140000 tpy at 1989 Prices 

Annex 2 

IRR ( % ) 

32 . 4 

29 . 1 
26 . 3 
24 . 0 

21.4 
6 . 2 

28.5 
24 . 2 

13 . 7 

16 . 2 



REVAMPING Of PHOSPHATE COMPLEX IN PAJARITOS 
COST -BENEFIT ANALYSIS -PHOSPHORIC ACID/SULFUR IC ACID 

INCREASE Of PHOS. ACID PROOUCTION BY 120,000 TPY 
Million USS · In constant 1990 te rms 

120000 

page 1/3 

Exchange rate 2690 

lncr-ntel Production (tpy) 
Phos. Acid 
sulfuric . acid 430000 (new lllit of 1300 tpd) 

CAPITAL COSTS 

fixed essets · S 400 ~ii lion 
Preop. expenses encl spares 
lncreaentel working capital 

1992 

34 

6.80 

1993 

13.60 

1994 1995 1996 1997 1998 

13.60 
1.00 
0.00 

1999 2000 2001 2002 2003 2004 200S 2006 2007 2008 2009 

-3.4 

0 

Total 6.80 13 .60 14.60 0.00 0.00 0.00 0.00 0.00 0. 00 0 .00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 -3.40 
======= ----------------z-=•-----------------=--------====================================================================z=======•••• 

OPERATING COSTS 

Sulfuric acid plant 

lncreaentel Production of Sulfuric Aci d· a 3 t/t 
Sulphur · .333 tons per ton 
of sulp.ecid (98l) 

Catalyst 

Procell water 

Electricity-67 kwh per ton of acid 

HP ste• credit · 1.1 ton per ton of acid 
a usS 8 per ton of ate• 

Total variable costs 

labour 
Operating S'4]Plies 
Maintenance S'4]Plies 

Total op. cost -sulfuric acid plant 

252000 324000 360000 360000 360000 360000 360000 360000 360000 360000 360000 360000 360000 360000 360000 
83916 107892 119880 119880 119880 119880 119880 119880 119880 119880 119880 119880 119880 119880 119880 
11.83 15.32 17.26 17.38 17.62 17.74 17. 74 17. 74 17.74 17. 74 17 . 74 17. 74 17. 74 17.74 17.74 

0. 07 0.09 0. 10 0. 10 0. 10 0.10 0. 10 0. 10 0. 10 0. 10 0.10 0. 10 0. 10 0.10 0.10 

0.07 0.09 0. 10 0. 10 0.10 0. 10 0.10 0. 10 0.10 0. 10 0. 10 0.10 0. 10 0.10 0.10 

0.84 1.09 1.21 1.21 1.21 1.21 1.21 1.21 1.21 1.21 1.21 1.21 1.21 1 .21 1.21 

2.22 2.85 3. 17 3. 17 3.17 3. 17 3. 17 3. 17 3. 17 3. 17 3. 17 3. 17 3. 17 3. 17 3. 17 

----------------------------------------------------------------------------------------· -- -----------·--
15 . 04 19.44 21 .84 21.96 22.20 22 . 32 22.32 22.32 22.32 22 .32 22.32 22 . 32 22 .32 22.32 22.32 

0.20 0.20 0.20 0. 20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 
0. 59 0.59 0.59 0. 59 0.59 0.59 0.59 0.59 0.59 0.59 0. 59 0.59 0.59 0.59 0. 59 
0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0 .80 0 .80 

-- ------------------------- --------- ---------------------- ---------- ------------- -------- .. ··-------------
16 .63 21.03 23 .43 23.S5 23.79 23.91 23.91 23.91 23.91 23 .91 23 .91 23.91 23.91 23.91 23 .91 

-------------------- ------------------- ------------------------------------------------ ---------- --------
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REVAMPING OF PHOSPHATE Cc»4PLEX IN PAJARITOS 
COST-BENEFIT ANALYSIS -PHOSPHORIC ACID/S4LFURIC ACID 

INCREASE Of PHOS. ACID PRODUCTION BY 120, 000 TPY 
Million USS- In constant 1990 te rms 

120000 

page 2/3 

Exchange rate 2690 

Incremental Production (tpy) 
Phos. Acid 
sulfuric . acid 430000 (new unit of 1300 tpd) 

1992 1993 1994 1995 1996 1997 1996 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Phosphoric acid plant 

Production- tons of P205 

Phosphate 68X BPL (3-55 t/t) 

Anti - fOM agent-Sl.27 per ton of acid 

Cooling water-260 m3 per ton 
S.025 per 113 

Process water -8 1113 per ton 

Ste•-2-4 ton per ton 

Electricity-146 kwh per ton 

Total variable costs 

lebour -34 DA per tonne (i 100X cap) 
Operating supplies -USS 1.09 per ton (i 100X cap.) 
Maintenance Mterials- USS 4.4 per ton (i 100X cap. ) 
Insurance 

Total operating cos ts -Phos_ acid plant 

TOTAL OPERATING COSTS- All PLANTS 

Output value 

Phosphoric Acid -Tons per year 
Price- USS per ton 

OUTPUT VALUE 

84000 108000 120000 120000 120000 120000 120000 120000 120000 120000 120000 120000 120000 120000 120000 

14-31 16.40 20_66 20.66 20.87 21.09 21.09 21.09 21.09 21.09 21.09 21.09 21.09 21.09 21.09 

0. 11 0. 14 0. 15 0.15 0. 15 0. 15 o_ 15 o_ 15 0.15 o_ 15 0 . 15 0. 15 0. 15 0 .15 0.15 

0.59 0. 76 0.84 0 .84 0_84 0.84 0.84 0.84 0_84 0 .84 0_84 0.84 0.84 0.84 0.84 

0.45 0. 58 0.64 0.64 0.64 0.64 0_64 0.64 0.64 0.64 0.64 0_64 0.64 0 .64 0.64 

1.01 1.30 1.44 1.44 1.44 1.44 1.44 1.44 1.44 1.44 1.44 1.44 1.44 1.44 1.44 

0.61 0_79 0.88 0.88 0_88 0_88 0.88 0.88 0.88 0_88 0.88 0_88 0_88 0.88 0.88 

17.08 21.96 24-61 24 .61 24.82 25_04 25.04 25.04 25 .04 25.04 25 . 04 25.04 25.04 25.04 25.04 

0.00 
0 .00 
0 . 00 

0 .00 
0 . 22 
0_87 

o_oo 
0_22 
0_87 

0.00 
0 . 22 
0.87 

0.00 
0_22 
0.87 

0 .00 
0. 22 
0.87 

0.00 
0.22 
0.87 

0.00 
0. 22 
0.87 

0 .00 
0_22 
0.87 

0 .00 
0 .22 
0_87 

o_oo 
0.22 
0. 87 

0.00 
0.22 
0.87 

0.00 
0.22 
0.87 

0.00 
0. 22 
0 .87 

o_oo 
0.22 
0.87 

17.08 23.05 25.70 25.70 25.91 26.12 26 . 12 26 . 12 26.12 26-12 26.12 26-12 26.12 26 . 12 26.12 

33 . 70 44 _08 49.13 49.25 49.70 50 . 04 50 _04 50 .04 50 .04 50 . 04 50 .04 50 _04 50 _04 50.04 50.04 
----------:--------------------------------------------ac::-acaa•••••=--=----- -------::::aa:c::saaa&a••== 

~ 
::, 

84000 108000 120000 120000 120000 120000 
501 _0 506 . 0 513 .0 516.0 523_0 528.0 

120000 120000 120000 120000 120000 120000 120000 120000 120000 ~ 
526. 0 528.0 528_0 526_0 526.0 528_0 528.0 528 .0 528.0 

N 

42 .08 54.65 61 . 56 62 . 16 62-76 63.36 63.36 63.36 63.36 63 . 36 63 . 36 63.36 63 .36 63.36 63 . 36 
======================= =====••······••====== =======================-=--========----------------=---=•=••= 



REVAMPING Of PHOSPHATE Cc»4PLEX IN PAJARITOS 
COST-BENEFIT ANALYSIS-PHOSPHORIC ACID/SULFURIC ACID 

INCREASE Of PHOS_ ACID PRODUCTION BY 120,000 TPY 
Million USS - In constant 1990 tern~ 

120000 
lncreaental Production (tpy) 

Phos. Acid 
sulfuric .acid 430000 (new unit of 1300 tpd) 

1992 1993 1994 

INCREMENTAL NET BENEFITS ·6.80 -13 .60 ·14.60 

page l/l 

Exchange rate 2690 

1995 1996 1997 1998 

8.38 10. 57 12.43 12.91 

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

13 . 06 13 . 32 13.32 13.32 13.32 13.32 13.32 13 . 32 13.32 11.32 16.n 
•••s-az:-c-:-s---------- --•••••••••••••••-•z-=----=----------------------------------------------------=------•----------------------=-=--••===-•••••= 

26.4 = IRR (15 years of operation; working capital and 10X residual value recuperated 0.5 
on year 15) 

lncreaental Benefits fro,n Efficiency lq>roveaent of Actual Capacity 
•==•==•===•======================================================== 
Decrease in Phosphate Conslnption 
froa 3.64 to 3.55 t/t ofP205 t/t 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 28800 

USS/t 1.38 1.38 1.40 1.40 1.41 1.43 1.43 1.43 1.43 1.43 1.43 1.43 1.43 1.43 1.43 
Decrease in Sul fur Acid Cons~tion 
froa 3. 12 to 3 tit of P205 t/t 38400 38400 38400 38400 38400 38400 38400 38400 38400 38400 38400 38400 38400 38400 38400 
Equivalent Sul fur t/t 12787 12787 12787 12787 12787 12787 12787 12787 12787 12787 12787 12787 12787 12787 12787 

USS/t 1.80 1.82 1.84 1.85 1.88 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 

Total I ncreaenul Benet its fr0111 Efficiency l111prov-nt 3.19 3. 20 3.24 3.25 3.29 3.32 3.32 3.32 3.32 3.32 3. 32 3.32 3.32 3.32 3.32 

TOTAL INCREMENTAL BENEFITS AFTER REVAMPING -6.80 -13.60 -14.60 11.57 13.77 15.67 16. 16 16.35 16.64 16.64 16.64 16.64 16.64 16.64 16.64 16.64 16.64 20.04 
•=••=-------=-------=--=------------------

0.5 

32.4 TOTAL IRR AFTER REVAMPING 
========= === ============= 

PRICES 1/ 
····••=== 1989 (actual) 

--------- ----
OAP 174 260 270 
TSP 145 190 205 
Phos Acid 356 501 506 513 518 523 528 528 528 528 528 528 528 528 528 528 

Sul fur 100 141 142 144 145 147 148 148 148 148 148 148 148 148 148 148 

phosphate (45 USS in 1990) 48 48 48.5 48.5 49 49.5 49 .5 49.5 49.5 49.5 49.5 49 .5 49.5 49.5 49.5 

1/ All prices are in constant 1990 terms. 
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UREA Pl.ANT - 1500 TONS PER DAY IN PAJARITOS 
Sensitivity Analysis 

(Prices in 1990 constant terms) 

ERR(%) 

Price Ratio Ammonia/Urea: 
Base case 1/1 

1 . 2/1 
0 . 8/1 

Urea and Ammonia prices : 
down 10% 
down 20% 
down 30% 

At present prices ( fob Mexico) : 
Urea: US$108; Ammonia : US$88 

At present prices and 
investment costs +20% 

Price ratio Ammonia/Urea- 1 . 1; 
and prices down 10% 

down 20% 

Investment costs: 
+20% 
+30% 

+67% (US$100m) 
+95% (US$117m) 

1989 Prices for Urea (US$ 106.6) 
and Ammonia/Urea Ratio -1 

Average Price 79-89 (Us$-180 ) 
and Ammonia/Urea Ratio -1 

23.3 
13 . 5 
31. 1 

19 . 0 
16.2 
12 .0 

15.3 

12 . 6 

15 . 0 
11.0 

19.9 
18.5 
14 .4 
12 . 1 

8.2 

24 . 4 

Annex 3 



UREA PLANT - 1500 TONS PER DAY IN PAJARIT OS 
Cost/benefit analysis - 1990 constant terms- Million USS 
------------------------- ----- -= =====----==------------

Page 1 / 2 

(investment cost 1/) 
CAPITAL COSTS 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

60.00 

============== 
Fixed assets 12.00 21 . 00 18.00 9 _00 
Preoperating expenses 1. 50 
lncretnental working capital 1. 00 

total 

Operating Costs 

12.00 21 . 00 18.00 11.50 0.00 0. 00 0.00 0 .00 0 . 00 0. 00 0.00 0. 00 0.00 0 .00 0 .00 0 .00 0.00 0.00 0.00 
---------------------=~--=-------~--------------------------============================================= =======================a=~s= 

Urea Plant 
---- -- - -- ---
Pr~tion-tons 148500 346500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 

Annoniac ii .57 ton/ton ii its export parity 15.24 35.16 44 .69 44 . 18 43.68 43. 17 43.17 43 . 17 43.17 43.17 43.17 43. 17 43. 17 43. 17 43.17 43.17 
CO2 froa Minatitlan ( including coopression 

costs & transport: 0.75 ton/ton ii MS31,800) 1.32 3.07 3.95 3.95 3.95 3.95 3.95 3.95 3.95 3.95 3.95 3.95 3 .95 3.95 3.95 3.95 

Cooling water (Actual) 0.16 0. 37 0.47 0.47 0 .47 0 .47 0.47 0.47 0.47 0.47 0.47 0.47 0.47 0.47 0.47 0.47 

Process water (Actual) 0.21 0. 48 0.62 0.62 0.62 0 .62 0.62 0.62 0.62 0.62 0.62 0.62 0 .62 0.62 0.62 0.62 

Electricity (Actual) 0.19 0.45 0.58 0 . 58 0.58 0.58 0.58 0.58 0. 58 0.58 0.58 0.58 0.58 0.58 0.58 0.58 

Ste• (Actual) 1.67 3.90 5.02 5. 02 5.02 5 .02 5.02 5.02 5.02 5.02 5.02 5. 02 5.02 5.02 5.02 5.02 

Chetnicals 0.23 0.54 0.69 0.69 0.69 0 .69 0.69 0.69 0.69 0.69 0.69 0.69 0.69 0.69 0.69 0.69 

Total variable costs 19. 01 43.97 56 . 02 55 . 51 55.01 54 . 50 54 . 50 54.50 54.50 54.50 54.50 54.50 54.50 54 .50 54.50 54 .50 
------------ - -- ----- - ------ -- ---- ---- ----- ----- -- ----------- ------ ----- -------------- ------------ ---- ------------ ----------------··--

Operating labour 0 . 10 0 . 10 0. 10 0. 10 0. 10 o. 10 0. 10 0. 10 0. 10 0. 10 0.10 0.10 0.10 0 . 10 0. 10 0.10 

Operating supplies 0. 11 0 . 11 0 . 11 0. 11 0. 11 0. 11 0. 11 0. 11 0. 11 0. 11 0. 11 0 . 11 0. 11 0. 11 0. 11 0.11 

Control lab 0.01 0.01 0.01 0.01 0.01 0 . 01 0.01 0.01 0. 01 0. 01 0.01 0.01 0.01 0.01 0.01 0.01 

Maintenance 0.86 0.86 0.86 0.86 0 .86 0 .86 0.86 0.86 0.86 0.86 0.86 0.86 0.86 0.86 0.86 0.86 

Total op .costs -urea plant 20.10 45.06 57.11 56.61 56. 10 55 . 59 55_59 55.59 55.59 55 .59 55 .59 55 . 59 55.59 55.59 55.59 55.59 

-- - - - ---- - - - - - - - - - - - --- - - ---- --- ---------------------------------------------------------------------------------------------------·- --- -
55.59 55.59 55.59 55 .59 55 .59 55.59 55 .59 20.10 45 . 06 57. 11 56.61 56 , 10 55 . 59 55.59 55 . 59 55.59 

TOTAL OPERATING COSTS =================================================================z===================================--s-sssz••• 

==========---===-----
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UREA PLANT - 1500 TONS PER DAY IN PAJARITOS 
Cost/benefit analysis- 1990 cons tant tern~ - Hi Ilion USS 
===--------------------------------======= --====--=-=== 

Page 2 / 2 

1992 1993 1994 1995 1996 1997 1998· 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

Sales 

A11111011ia 
FOB Mexico 

Price -USS per ton 
tons 
USSm 

Urea - Bulk to exports 
Price- USS per ton 

Prictons 
USS. 

total urea sales - USS million 
total .-inia sales- USS million 
total sales- USS •ill ion 

price sensitivity factor 

total urea sales-tons 

Total domestic urea demand (country) 

180 
0 

o_oo 
1M 

0 
0.00 

1n 
0 

0.00 

174 
0 

0.00 

1n 
0 

0.00 

1ro 
0 

0.00 

170 
0 

0.00 

170 
0 

0.00 

170 
0 

0.00 

170 
0 

0.00 

1ro 
0 

0.00 

170 
0 

0.00 

1ro 
0 

0.00 

1ro 
0 

0.00 

1ro 
0 

0.00 

170 
0 

0.00 

1~ 1n 1n 1n 1n 1ro 1ro 1ro 1ro 1ro 1ro 1ro 1ro 170 1ro 170 
148500 346500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 
26.73 61.68 78.41 77.52 76.63 75.74 75.74 75.74 75.74 75.74 75.74 75.74 75.74 75.74 75.74 75.74 

26.73 61.68 78.41 
0.00 0.00 0.00 

26.73 61.68 78.41 

77.52 76.63 75 . 74 75.74 75.74 75.74 75.74 75.74 75.74 
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

77.52 76.63 75.74 75.74 75.74 75 . 74 75.74 75.74 75.74 

75 . U 75 . U 75.U 75.n 
0.00 0.00 0.00 0.00 

75.n 75.n 75.n 75.n 

148500 346500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 445500 

0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 

Residual value (10X) 6.00 
Recuperation working capital 1.00 
lncreaental net benefit -12.00 -21.00 -18.00 -4.87 16.62 21.29 20.91 20.53 20.14 20.14 20.14 20.14 20.14 20.14 20.14 20.14 20.14 20.14 27.14 

0.20 

23.30 

43.72 
~-~ 
59.71 

IRR (15 years of operation; working capital and 10X 
residual value recuperated on year 15 

NPV • 12X 
NPV • 9X 
NPV • 10X 

======================--===--------------------------- .-------
1/ Investment does not include CO2 pipe cost w 



Annex 4 

NITROPHOSPHATE PLANT IN PAJARITOS 
1000 tpd NPK (23-23-0)and 950 tpd CAN (26% N) 

or 600 tpd NPK and 570 tpd CAN 

SENSITIVITY ANALYSIS 

Base Case 

Capital Cost ( + 20% ) 

Output Prices ( - 10 %) 

Output Prices and Raw Materials Prices 

Operating Costs ( + 10% ) 

Prices of mid 1990 1/ 

- 10% 
- 20% 

Prices of 1989 in constant 1990 terms and 
Ammonia/Urea Price Rat i o -1 

10 Year Average Prices (79-89) in 
constant 1990 terms 

600 tpd NPK 

15 . 1 

12 . 0 

9 . 3 

12 . 3 
9 . 1 

11 . 1 

5 . 5 

l. 0 

13 . 5 

----------------------------1/ In US$ pe r Ton Ammonia : 88 
- Urea : 108 
- DAP : 178 
- Rock (CIF):50 

IRR % 

1000 tpd NPK 
---------

18 . 6 

15 . 5 

12 . 8 

15 . 8 
12 . 6 

14.6 

9 . 0 

4 . 5 

17 . 0 



NITROPHOSPHATE PLANT IN PAJARIT OS 
600 tpd NPK (23-23-O)and 570 tpd CAN (26X N) 
Cost/benefit analysis - 1990 cons tant terms - Hill ion USS 

1992 1993 1994 
------ - .. - - - -

(investment cost 11) 75.00 
CAPITAL COSTS 
--------------
Fixed assets 15.0 26 . 3 22 . 5 
Preoperating expenses 
lncr-ntal working capital 

t'age 1 / 2 

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 
--- --- ---.. -

11.3 -7 .! 
3 .0 
1. 5 -1.~ 

--·--·---------------------- ------------------------------- ----- --- -- --- --- --- --- -------- ------- -------- ·- ----- ·- --·- ............................. 
total 15.0 26.3 22 . 5 15 .8 0. 0 0.0 0 .0 0.0 0. 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -9.( 

=========================== -----•--=z=------------------------------======================================-------------------------------s:a••••••••=•••••••••a 
OPERATING COSTS 
=============== 
Procb:t ion- tons -NPK 23-23-0 60000 140000 180000 180000 180000 180000 180000 180000 180000 180000 180000 180000 180000 180000 180000 18000( 

-CAN 26-0-0 57024 133056 171072 171072 171072 171072 171072 171072 171072 171072 171072 171072 171072 171072 171072 17107. 
-Nitric Acid(interaediate) 64499 150497 193496 193496 193496 193496 193496 193496 193496 193496 193496 193496 193496 193496 193496 1934~ 

Nitric Acid Plant 
------- --- -------
AIIID"tia Cons1.111ption a .282 t/t 3.27 7. 55 9.60 9.49 9. 39 9.28 9.28 9.28 9. 28 9.28 9.28 9.28 9.28 9. 28 9.28 9.2f 
Platiniua a95 1111/t o. 14 o.n 0.42 0.42 0.42 0.42 0.42 0.42 0.42 0.42 0.42 0.42 0.42 0.42 0.42 0.4; 
Cooling Water QZOO M3/t 0.64 1.50 1.93 1.93 1.93 1.93 1.93 1.93 1.93 1.93 1.93 1.93 1.93 1.93 1.93 1.9: 
Process Water a 1.55 N3/t 0.13 0.30 0.38 0.38 0.38 0.38 0.38 0.38 0.38 0.38 0. 38 0.38 0.38 0. 38 0.38 0.31 
Electricity a 40 Kw/t 0. 13 0.30 0.39 0.39 0. 39 0.39 0.39 0.39 0. 39 0. 39 0.39 0. 39 0.39 0.39 0 . 39 0.31 
Ste• credit a .13 t/t -0.07 -0.16 -0.20 -0.20 -0. 20 -0.20 -0.20 · 0.20 -0.20 -0. 20 -0.20 -0.20 -0.20 -0.20 -0.20 -0 .2( 
-- --- --- ----- ------------
Total Variable for Nitric Acid 4.25 9.83 12.53 12.42 12.31 12.20 12.20 12.20 12.20 12.20 12.20 12.20 12.20 12 . 20 12.20 12.21 

Nitophosphate Plant -- --------- ---- --- -
~ia consU111ption a its export parity 3 .60 8.30 10. 55 10.43 10.31 10. 19 10.19 10. 19 10.19 10 . 19 10. 19 10. 19 10 . 19 10.19 10. 19 10.11 

CO2 fr0111 Ninatitlan (including c~ression 
costs & transport: 0.28 ton/ton a NS31,80O) 0. 20 0.46 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.64 

Phosphate a 72X IPL (0.72 t/t of NPK at USS 58 cif) 1.00 2.51 5.85 7.52 7.52 7.52 7. 52 7.52 7.52 7.52 7.52 7.52 7.52 7.52 7.52 7.52 7.5; 

Cooling water a 79M3/t 0.24 0.55 0.71 0. 71 0. 71 0. 71 0.71 0. 71 -0. 71 0.71 0.71 0. 71 0.71 0.71 0.71 0.1· 

Electricity a 210 Kw/t 0.63 1.47 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 1.89 ,.~ 
Ste• a 1 .6 t/t o.n ,. 79 2.30 2.30 2.30 2. 30 2.30 2.30 2.30 2.30 2.30 2. 30 2.30 2.30 2.30 2.3' 

fuel a 7.3 Kg/t 0.04 0.09 0.11 0.11 0.11 0. 11 0.11 0. 11 0.11 0. 11 0. 11 0.11 0. 11 0. 11 0.11 0. 1· 

------------------------ ---- ---- --
Total variable costs for Nitrophosphate 7.97 18.51 23.68 23.56 23.44 23.32 23 . 32 23.32 23.32 23.32 23.32 23.32 23.32 23.32 23.32 23 .3: 

----- ---------·---------- ------- ---- ---
Operating labour 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 O.l 

Operating a141Pliea 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0.1 0.1 o. · 
Control lab 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.( 

Maintenance 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.1 
- - - --- ----- .. .. -.. - .. - - .. ---- ---·-· ----------------·-··-------------------

Total fixed costs 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.1 

- .. - - - - --- - - --- -- . ---- ------------------------- ----- --- ----- -------- -- ----- ------ ---- ------- -- ------ ---- ---- --- -------- ·- · -
TOTAL OPERATING COSTS 1.00 15.8 31.9 39.8 39.5 39 .3 39. 1 39 . 1 39 . 1 39. 1 39.1 39 . 1 39.1 39. 1 39. 1 39. 1 39. ' 

SALES · USS •ill ion 1.00 18.96 44 . 14 56.64 56.52 56.41 56.29 56.29 56.29 56 . 29 56.29 56.29 56.29 56 .29 56.29 56.29 56. Zl 

Incremental net benefit 

15.15 

==============================~:=s====================--------------- --------- -- ----------::sssass-ss•••••••••• 
- 15 . 00 -26.25 -22.50 -12.57 12.25 16 .87 16 .99 17.10 17 . 21 17 . 21 17 . 21 17 .21 17.21 17 . 21 17.21 17.21 17.21 17.21 26- 21 

IRR (15 years of operation; working capital and lOX 
residua l value recuperated on year 15 

0.20 



NITROPHOSPHATE PLANT IN PAJARITOS 
600 tpd NPK (23 -23-0)and 570 tpd CAN (261 N) 
Cost/benefit analysis - 1990 constant ter•· Million USS 

Page 2 / 2 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 201 

prices (USS per Ton) 
==================== 

Revenues with Project 

Production (Tons) 

USS per Year 

Urea 
AN 
OAP 
TSP 
CAN (26X N) 
NPK 23 -23 -0 
Alnonia 1.00 

Total N03H 
NPK 
CAN 

NPK 
CAN 

Total Revenues 

180 178 176 174 172 170 170 170 170 170 170 170 170 170 170 17 
144 143 141 139 138 136 136 136 136 136 136 136 136 136 136 n 
260 262 264 266 268 270 270 270 270 270 270 270 270 270 270 21 
190 193 196 199 202 205 205 205 205 205 205 205 205 205 205 20 
102 101 99 98 97 96 96 96 96 96 96 96 96 96 96 ~ 
219 220 220 221 221 221 221 221 221 221 221 221 221 221 221 22 
180 178 176 174 172 170 170 170 170 170 170 170 170 170 170 11 

193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 1935~ 
60000 140000 180000 180000 180000 180000 180000 180000 180000 180000 180000 180000 180000 180000 180000 18000 
57024 133056 111012 111012 1110n 111012 1110n 1110n 1110n 111012 111012 111012 111012 1110n 1110n 11101 

13. 16 30.76 39.62 39.10 39.78 39.85 39.85 39.85 39 .85 39.85 39.85 39 .85 39.85 39.85 39.85 39.e 
5.80 13.39 17.02 16.82 16.63 16.44 16. 44 16.44 16.44 16.44 16.44 16.44 16.44 16.44 16.44 16.~ 

18.96 44. 14 56 .64 56.52 56.41 56.29 56. 29 56.29 56.29 56 .29 56.29 56. 29 56.29 56.29 56.29 56.2 
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NITROPHOSPHATE PLANT IN PAJARITOS 
1000 tpd NPK (23-23 -0)and 950 tpd CAN (26% N) 
Cost/benefit analysis - 1990 constant terms - Million USS 
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1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 201 

(investment cost 1/) 
CAPITAL COSTS 
============== 
Fixed assets 
Preoperating expenses 
lncre111ental working capital 

105 _00 

21.0 36_8 31.5 15.8 
3.0 
1.5 

-10, 

-1 
---------------- -------~------------------------------------ ----- ----------------------------------------------------------------- · 

total 21.0 36.8 31.5 ' 20 . 3 0.0 0. 0 0.0 0.0 0.0 0. 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 ·12. 
=========================== ---------==-------=•-••------===-=-================================----------------=---------------------===•-z-saaasazzaza~::aaa 
OPERATING COSTS 
=============== 
Proa.Jet ion· tons - NPK 23·23·0 

-CAN 26·0-0 
-Nitric Acid(interaediate) 

Nitric Acid Plant 

~ia Consiaption i .282 t/t 
Platiniua a95 1111/t 
Cooling "ater i200 M3/t 
Process "ater i 1.55 M3/t 
Electricity i 40 Kw/t 
Ste- credit i .13 t/t 

Total Variable for Nitric Acid 

Nitophosphate Plant 

~ia consiaption i its export parity 

CO2 froa Minat i tlan ( including coq>ress ion 
costs & transport: 0.28 ton/ton i MS31,800) 

Phosphate i m BPL (0.72 t/t of NPK at USS 58 cif) 

Cooling water i 7'9M3/t 
Electricity a 210 Kw/t 
Ste- i 1.6 t/t 
fuel a 7.3 Kg/t 

Total variable costs for Nitrophosphate 

Operating labour 
Operating supplies 
Control lab 
Maintenance 

Total fixed costs 

TOTAL OPERATING COSTS 1.00 

SALES· USS ail lion 1.00 

1.00 

.~00 231000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297()( 
'94050 219450 282150 282150 282150 282150 282150 282150 282150 282150 282150 282150 282150 282150 282150 2821! 
108900 254100 326700 326700 326700 326700 326700 326700 326700 326700 326700 326700 326700 326700 326700 3267( 

5.53 12. 75 16.21 16.03 15.85 15.66 15.66 15.66 15.66 15.66 15.66 15.66 15.66 15.66 15.66 1S.I 
0.24 0.56 0.71 0. 71 0.71 0.71 0. 71 0.71 0.71 0.71 0.71 0.71 0.71 0. 71 0. 71 0.1 
1.09 2.54 3.27 3.27 3.27 3.27 3.27 3.27 3.27 3.27 3.27 3.27 3.27 3.27 3.27 3.i 
0.22 0.50 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.1 
0.22 0.51 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.1 

·O. 11 ·0.26 · 0.34 ·0.34 ·0.34 ·0.34 ·0.34 ·0.34 · 0.34 ·0.34 ·0.34 ·0.34 ·0.34 ·0.34 ·0.34 ·O.~ 

7.18 16.60 21. 16 20.97 20.79 20.60 20.60 20 .60 20.60 20.60 20.60 20.60 20.60 20.60 20.60 20.4 

5.93 13.69 17.41 17.21 17.01 16.81 16.81 16 .81 16.81 16.81 16.81 16.81 16.81 16.81 16.81 16.1 

0.33 0.76 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.1 

4.13 9.65 12.40 12.40 12 .40 12.40 12.40 12.40 12.40 12.40 12.40 12.40 12.40 12.40 12.40 12. ◄ 

0.39 0.91 1. 17 1. 17 1. 17 1. 17 1. 17 1. 17 1.17 1. 17 1.17 1. 17 1. 17 1.17 1.17 1.1 

1.04 2.43 3. 12 3. 12 3. 12 3. 12 3. 12 3. 12 3. 12 3. 12 3. 12 3. 12 3.12 3.12 3.12 3.1 
1.27 2.96 3. 80 3.80 3.80 3.80 3.80 3.80 3.80 3.80 3.80 3.80 3.80 3.80 3.80 3.1 
0.06 0. 15 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0 .. 

13.16 30.54 39.07 38.87 38.68 38.48 38.48 38.48 38.48 38.48 38.48 38.48 38.48 38.48 38.48 ]8.i 

0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0. 

0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0. 1 0.1 0. 1 0. 1 0. 1 0.1 0.1 0.1 0. 

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0. 0 0.0 0.0 0.0 0.0 0.0 0.0 0. 

3.7 3.7 3.7 3.7 3. 7 3. 7 3. 7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3. 

- -- - -- --- --- ----- - -- - --- - - - --- ------ ------ ---- -- ---- -
4 .6 4 .6 4.6 4.6 4.6 4.6 4.6 4 .6 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4. 

24.9 51.7 64.8 64 .5 64.1 63.7 63.7 63 . 7 63.7 ~3. 7 63 . 7 63.7 63.7 63.7 63.7 63. 
---- -- ---------------,-------------------------- -- ---------------------------------------- ----- - -
31.28 12.83 93.44 93.25 93.06 92 .87 92.87 92 .87 92.87 92.87 92.87 92.87 92 .87 92.87 92.87 92.e 

lncreiROtal net benefit 

18.61 

=============================z=========E==z============-------------------~------- - ------zasas-asssaasaaa••••• 
· 21.00 · 36.75 -31.50 ·13.91 21.08 28.61 28.80 28.99 29. 18 29.18 29 . 18 29.18 29 . 18 29.18 29.18 29.18 29.18 29.18 41.l 

IRR (15 years of operation; working capital and lOX 
residual value recuperated on year 15 

0.20 
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prices CUSS per Ton) 

Revenues with Project 
===================== 

ProdJction 

USS per Year 

~ia Cons1.111ption 
•=•••===•=•=s•••=•= 

Urea 
AN 
OAP 
TSP 
CAN (26X N) 
NPK 23-23 -0 
~ia 1_00 

Nitric Acid 
NPK 
CAN 

NPK 
CAN 

Total Revenues 

Nitric Acid Plant 
Nitrophosphate Plant 

Total 

180 178 176 174 172 170 170 170 170 170 170 170 170 170 170 11 
144 143 141 139 138 136 136 136 136 136 136 136 136 136 136 1! 
260 262 264 266 268 270 270 270 270 270 270 270 270 270 270 21 
190 193 196 199 202 205 205 205 205 205 205 205 205 205 205 2( 
102 101 99 98 97 96 96 96 96 96 96 96 96 96 96 I 
219 220 220 221 221 221 221 221 221 221 221 221 221 221 221 2, 
180 178 176 174 172 170 170 170 170 170 170 170 170 170 170 1i 

193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 193500 1935( 
99000 231000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297000 297000 2970( 
94050 219450 282150 282150 282150 282150 282150 282150 282150 282150 282150 282150 282150 282150 282150 2821~ 

21.71 50.75 65.37 65.50 65.63 65.76 65.76 65.76 65.76 65.76 65.76 65 . 76 65.76 65.76 65.76 65. i 
9.57 22.08 28.07 27. 75 27.43 27.11 27.11 27.11 27.11 27.11 27.11 27.11 27.11 27.11 27.11 27. 1 

31.28 72.83 93.44 93.25 93.06 92.87 92.87 92.87 92.87 92.87 92.87 92 .87 92.87 92.87 92.87 92.1 

0710 71656 92129 92129 92129 92129 92129 92129 92129 92129 92129 92129 92129 92129 92129 921, 
7 76923 98901 98901 98901 98901 98901 98901 98901 98901 98901 98901 98901 98901 98901 989( •·- ----·· ------ ------ ------ ------ -···-- -····- ...... ··-- · 

· n 148579 191030 191030 191030 191010 191010 191030 191030 191030 191030 191030 191030 191030 191030 mo: 



Unofficial Translation by Charlie Thomas 
November 1, 1990 

Interministerial Commission for Expenditure & Financing1 

Technical Department 

PROCEDURES FOR THE DIVESTITURE IN FAVOR OF SOCIAL OR PRIVATE SECTORS OF SHARES 
OR RIGHTS IN NON-STRATEGIC AND NON-PRIORITY ENTERPRISES, THAT ARE CONSIDERED 
BURDENSOME AND HELD AS SOCIAL CAPITAL BY THE FEDERAL GOVERNMENT, ITS AGENCIES 
AND OTHER PARASTATAL ENTITIES. 

1. At the proposal of the corresponding Sector Coordinator, the 
Ministry (or Department) of Programming & Budgeting (MPB) 2 will 
obtain the President's approval for the divestiture of state 
interests and advise the Sector Coordinator and the Ministry of 
Finance & Public Credit (MOF&PC) 3 of the same. The MPB will request 
that the MOF&PC designate the Sociedad Nacional de Credito (SNC) 4 as 
the agent responsible for the divestiture. 

2. In the implementation of the above, proposals for dissolution, 
liquidation, extinguishment, state and municipality transfers, state 
ownership divestitures and parastatal entity consolidations, which 
are formulated by the MPB in the exercise of its legal functions, 
will be based on reports and advice given by the Interministerial 
Commission for Expenditure & Financing. 

3. Through the MPB the Federal Executive will inform the Chamber of 
Deputies (the Legislature) of the reasons and criteria underlying 
the exercise of the above powers. 

4. From this day on and throughout the process, the MOF&PC will 
maintain the power to coordinate, supervise and execute the sale of 
the proposed enterprises. The MOF&PC will have sole responsibility 
for these activities. 

5. Once the sale decision is known, the Sector Coordinator will give 
the MOF&PC a profile of the enterprise, as well as the sale criteria 
which follow the sectoral policies. The Sector Coordinator will 

1Comisi6n Inter secretarial Gas to Financiamiento. [Note: This could be 
translated several ways including The Expenditure & Financing Interministerial 
Committee.] 

2La Secretaria de Programaci6n y Presupuesto 

3La Secretaria de Hacienda y Credito Publico 

4the national bank 



also designate the authority serving as the liaison for the purpose 
of expediting the process. 

6. When shares subject to divestiture are the property of any Public 
Sector entity, it is the Sectoral Coordination's responsibility to 
set up the necessary board or assembly meetings so that in these 
bodies the Divestiture Agreement covering these interests is made 
in accordance with the terms and conditions set by the MOF&PC. 5 

7. Through the MOF&PC and the Sector Coordinator's corresponding 
liaison, the designated SNC will initiate a meeting with the 
executives of the enterprise that is subject to divestiture for the 
purpose of explaining the process and defining any necessary 
information requests. 

8. At the MOF&PC's discretion, the Interinstitutional Agreement signed 
on August 25, 1986 will apply to the case of entities which in this 
process come under the coordination of the Ministry of Energy, Mines 
and Parastatal Industries. That Agreement provides for the 
establishment of a "Fiduciary Mandate" (Trusteeship) in support of 
the corresponding divestiture and the designation of an Executive 
Counsellor Delegate for the purposes that may arise. 

9. Using the enterprise's information the SNC will conduct a technical 
and financial evaluation of the enterprise designed to define the 
most appropriate divestiture strategy so that the State obtains the 
best conditions possible in this process. This strategy shall 
consider, inter alia, the following: 

a) The feasibility of the sale and the changes 
and adjustments necessary for its 
conclusion. 

b) The most appropriate offering mechanisms. 

c) Given the entity's technical, economic, 
financial, technological and market 
characteristics, the SNC will establish a 
minimum price reflecting the enterprise's 
value in accordance with the above-mentioned 
conditions. 

d) A deadline for the receipt of offers and the 
sale prospectus to be distributed to 
interested parties. The prospectus shall 
contain information permitting interested 
parties to evaluate the proposal without 

5It is somewhat unclear whether the board and assembly meetings refer to 
meetings of the governing bodies of the public enterprises or the National 
Assembly and Council. The translator favors the former interpretation. 



(3) 

harming its market interests or divulging 
strictly confidential information about the 
operation of the enterprise. 

10. The SNC will present the most appropriate sale plan and the results 
of the technical and financial evaluation to the MOF&PC for its 
approval. When the SNC • s evaluation indicates that the sale 
criteria established for the operation of the enterprise hinder, 
prevent or prejudice its operation, the SNC will explain in detail 
the case before the MOF&PC so that the latter can submit it for 
consideration to the Interministerial Commission for Expenditure & 
Financing. 

11. In those cases in which there are Social or Private Sector partners 
in the enterprise and its bylaws establish preferential or other 
rights, these shall be respected before a public offering is 
considered. Once this avenue has been exhausted, a public offering 
can be considered and following that, consideration may be given to 
expanding the offering to other interested parties. 

12. In this process the preferential right that the enterprise's 
organized labor may have under Article 32 of Federal Law shall also 
be given due consideration. Consideration shall include equal 
treatment and respect for the terms of the relevant Laws and 
Statutes. 

13. Once the sale has been announced and purchase offers have been 
received, the SNC will begin the process of officially approving 
offers, making them verifiable and examining them in the light of 
the sale criteria. 

14. With the exception of those cases involving the exercise of current 
shareholders' preferential rights or public offerings made through 
the stock market in accordance with the regulations and norms 
established by the relevant Law, at least two or more offers from 
potential buyers shall be received and evaluated, as provided for 
in the above paragraph. In cases of special circumstances which 
prevent full compliance with this condition, the MOF&PC will submit 
the cases to the Interministerial Commission for Expenditure and 
Financing for approval of the exceptions or particular procedures. 

15. The SNC will present before the MOF&PC its recommendation concerning 
the conditions that would apply to the sale, including the potential 
buyer, price and other terms. 

16. When the offers received are above the minimum price set by the SNC, 
and the SNC's recommendations are known, the MOF&PC will decide on 
the divestiture of the entity and communicate its approval to the 
SNC as well as the conditions that the latter shall follow in the 
formal process of the transaction. The MOF&PC will also advise the 
other participating authorities regarding the same. 



(4) 

17. When the offers received are below the minimum price set by the SNC, 
the MOF&PC will present the case to the Interministerial Commission 
for Expenditure and Financing so that the latter may define the 
course 0£ future actions to take. 

18. Once the transaction has been formalized, the SNC' s agent will 
assign the funds to the Treasury in accordance with the requirements 
agreed upon in the Interministerial Commission for Expenditure and 
Financing. 

19. The MOF&PC will send the closing information, as well as all of the 
transaction's supporting documentation, to the Ministries of the 
General Controller of the Federation and of Programming and 
Budgeting6 for the due exercise of their functions, and request the 
disincorporation (disengagement) of the entity from the Federal 
Public Administration. 

20. In addition to the above paragraphs, in those cases in which the 
MOF&PC judges that circumstances unforseen in current guidelines 
have arisen and substantially affect the sale process, the MOF&PC 
will submit the case for consideration to the Interministerial 
Commission for Expenditures & Financing. 

The Sub-Secretary of MOF&PC 

(signature) 
Lie. Francisco Suarez Davila 

The Sub-Secretary of Income 

(signature) 
Dr. Jaime Serra Puche 

Mexico, Federal Department, March 25, 1987. 

The Sub-Secretary of Planning 
and Budgetary Control 

(signature) 
Dr. Pedro Aspe Armella 

The Sub-Secretary of Programming 
and Budgeting of Industrial 
Development and Services 

(signature) 
Lie. Juan Jose Paramo 

6Las Secretarias de la Contraloria General de la Federaci6n y de 
Programaci6n y Presupuesto 



The General Coordinator of 
Commissioners and Delegates 
of the Public Sector Controller 

I 

(signature) 
Lie. Jorge Tamayo 

The General Adjunct Director 
of the Bank of Mexico 

(signature) 
Lie. Sergio Ghigliazza 

(5) 

The Sub-Secretary "B" of Labor 
and Social Security 

(signature) 
Lie. Emilio Lozoya Thalmann 
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January 29, 1990 

J Note to Mr. Rainer Steckhan 

Re. Mexico Privatizations 

The total number of public enterprises sold during the period December 1982 
to December 1989 is 194. The State held a minority interest prior to the 
privatization in a small number of such enterprises. Revenues from 
privatizations completed during FY89 are estimated at Mex $762.4 billion. The 
breakdown of the disengagement process during FY89 is as follows: 

Initial Universe (Dec. '88)1/ 

less: 
Privatizations 
Liquidations 
Transfers to local Gov./Mergers 

Universe as of Dec. '89 

Disengagements in Process 

Privatizations 
Liquidations 
Transfers/Mergers 

Universe upon Completion of those in Process 

Source: General Comptroller's Office 

No. of PEs 

E. Mendez 

625 

38 
33 

6 

548 

54 
103 

13 

378 

l/ Includes 5 enterprises reclassified as PEs during FY89 and 
2 PEs created in FY89. 



MEXICO 

The Sector in 1982 

As of 1982 theFe were 1155 PEs in the sector, contributing 14% of GDP, 30% to 
gross fixed capital formation, and 4. 4% of employment. Government transfers came 
to more than 3% of GDP. 

Legal Preparation 

Mexico's divestiture program began in 1983, just after the government of M. de 
la Madrid took office. Two important legal reforms formed the "enabling" 
environment for the divestiture program: the 1983 reform of the Mexican 
Constitution regarding strategic and priority PEs (which allowed the Government 
to initiate the divestiture program by the simple administrative act of 
reclassifying a PE from the "priority" catagory to the "non-priority" catagory); 
and the new Federal Law on Parastatals in 1986. The new law involved a complete 
overhaul of the institutional and administrative framework of the PE sector. 

Institutional Arrangements 

No special unit was created to oversee the divestiture program and the process 
has been ad hoc: there was no classification exercise, no detailed discussion 
of objectives, and no officially published timetable of actions to be taken. 
PEs to be divested were essentially chosen at random. 

Prior to 1985, divestiture was carried out by each sector Minister. Once the 
sale was completed they sent a report to the Ministry of Budget and Planning, 
who formally removed the PE from the PE annex. This process stimulated much 
confusion and apparently a great deal of criticism from the political opposition 
and the press. As a result, the Inter-Ministerial Committee for Finance and 
Expenditure created a new process in 1985. 

The selection of firms works as follows: sectoral ministries send proposals of 
PEs to be divested to the Inter-Ministry Committee for Finance and Expenditure. 
If the proposal is accepted it is sent on to the Ministry of Budget and Planning, 
which then passes it on to the President. If the President accepts the proposal 
it is passed back to the Ministry of Budget and Planning which then instructs 
the Ministry of Finance to select a commercial bank (one bank handles each sale) 
to oversee the divestiture. The firms selected are administratively assigned 
to the Ministy of Finance, 3 staff members of which supervise the sale until 
delivery. 

The sales process works as follows : the commercial bank draws-up a prospectus 
and identifies potential buyers and receives and classifies bids. The commercial 
bank then sends its recommendations of the best offers to the Ministry of 
Finance, which negotiates a final price and makes a final recommendation to the 
Inter-Ministerial Committee (which usually approves it). The firm is then 
transferred to the buyer. Overall, the process has been quiet, pragmatic and 
not very transparent. 



Valuation 

Valuation methods included: NPV of profits, NPV of cash flows, book value, and 
in some cases the arthmetic average of prices obtained from a mix of methods. 
Factors such as the financial and labor situation were considered in valuing the 
firms. In most cases at least two methods were used for each firm. 

Results 

As of December 1988: 250 PEs have been put up for sale and of these 188 sold; 
395 have been proposed for liquidation and of these 293 have been liquidated, 
for a total of 755 approved for divestiture and 491 actually divested. These 
included, among others: sugar mills (27), auto parts, tobacco, textiles, non
basic petrochmical and mining industries (Mexicana de Cobre copper mine), hotels 
(15 of them and 95% of the sector), soft drinks, steel (unsuccessful 3 times -
following up on case) and paper manufacturers. (Sugar, paper and auto parts 

enterprises generally suffered from financial and/or technical difficulties.) 

About half of the firms sold were previously private companies which had been 
nationalized, and about 30% had private partners when they were privatized. 
Proceeds are approximately US$ 1 billion, 60% of which went to clean up the 
balance sheets. The 755 PEs involved in the program to date represent only 10% 
of 1982 sector assets, revealing the fact that most of the firms sold were small 
or medium-size (competitive) firms and most of the liquidated firms existed only 
on paper; however, 5 of the firms sold were among the 100 largest in Mexico 
(including Aeromexico, Mexicana (1989) and 2 copper mines). 

As an example of the impact of the divestitures to date: SEMIP had 398 PEs in 
1982. Of these, 155 were sold, 114 liquidated and 37 merged/transferred as of 
Fall 1988. The remaining 92 PEs represent: 59% of the labor; 71% of total sales; 
75% of total liabilities; 81% of the assets; and 84% of Government transfers to 
SEMIP's PEs. 

Prices 

About 4 bids were received for each firm. The highest bid was accepted in almost 
all cases, except when an offer was made by a union or a group of workers from 
the same firm, in which cases exceptions were made. There have been no reported 
market, tax or duty concessions or guarantees. The majority of the sales in 
which the Government provided financing were in the sugar industry, which is 
subject to numerous controls. On average, prices received were 27% higher than 
the minimum bid. 

Buyers 

The vast majority of purchasers were Mexicans; foreigners were only involved in 
16 purchases, and in only 2 cases (auto parts) were foreigners the sole buyers. 
(One strange case: Renault of France was paid by Government to accept Vehiculos 
Automores Mexicanos (VAM) and its debt -- following which Renault liquidated 
VAM, the net result of which was presumably a profit.) Unions participated in 



about 20% of the purchases, primarily in the textile sector . Most sales have 
been to Mexicans entrepreneurs working in the technical field of the divested 
firm; i.e., half of the sales resulted in increased vertical integration in the 
sectors. Special concessions (in terms of price) have been made to unions and 
cooperatives in many cases; these are buyers which the Government apparently 
welcomes . 

Employment Impact 

Overall, public sector employment has been reduced by 660,000, and stood at 1 
million in 1989. Lay-offs from a survey of 62 divested firms were estimated at 
around 10% -- which, if generally applicable, would translate into 66,000 in 
total. (Another paper reports 5% lay-offs.) (Example from the auto industry: 
prior to divestiture (1983), the PE portion of employment in the auto production 
industry was 30%. By 1988 this was down to 7.4% -- mostly due to the sale of 
RAM to Renault in 1983 and the sale of DINA(?) in 1987. We know the employees 
at RAM lost their jobs as Renault later liquidated the enterprise . ) The 
bankruptcy of AeroMexico resulted in at least 10,000 employees out of work. The 
same survey found that managers were removed in 22% of divested firms. 

A by-product of divestiture has been its use as a tool for changing Mexican 
unions' labor regime without requiring a sweeping reform of the labor 
legislation. Labor contracts are becoming more flexible as Government divests 
and threats of job losses soften union demands (see TelMex under Future Plans 
below). In the case of AeroMexico and Cananea copper mine (to be divested), 
bankruptcy was the critical first step in trimming the work force and cleaning 
up the companies for public auction . 

Fiscal Impact 

The public sector wage bill dropped 40% in 4 years. Government transfers to the 
PE sector at the end of 1988 represented 1.6% of GDP - a reduction of 50% from 
1982 . Transfers saved were estimated at almost US$4 billion . 

The Salinas Administration 

Salinas came in 1989; 30 PEs divested his first year in office (no details), 
including Mexicana Airlines. 

Planned for the Future 

1. TelMex: Minister of Finance was named Chairman of the TelMex board, thus 
centralizing the divestiture in his Ministry. TelMex has been restructured; 
negotiations with the 48,000 member union brought salary and benefits increases 
in return for improved performance and flexibility in job descriptions. 
Management is considering a union call for an ESOP. 
2 . Cananea copper mine (the world's 10th largest) has been allowed to go bankrupt 
and will be sold; 3000 soldiers were sent to prevent labor unrest after the 
bankruptcy was declared. 
3. Several sugar processing plants 
4. An insurance company 



5. Real deMonte silver mine 
6. Possibly the SIDERMEX steel plant 



Iabla 1 : OPERATIONAL TRANSFERS; 1989 BUDGET EXECUTION 
(In Bl I I Ions of Mex$) 

1st sem. 1st. sem . > Annua l budget approp. executed 

A. Co□ 1col lpd EEs 1 , 665, l llL!J. ~ 
C.F.E. 0.0 0.0 0.0 
FERTIMEX 163.0 59 . 1 150 . 0 
CONCARRIL 30.9 10.9 6 .1 
SICARTSA 200 . 0 84 . 7 43. 1 
AZUCAR 338.1 206.4 110. 5 
FERRONALES 0.0 0.0 0.0 
PROFORMEX 0.0 o.o 0.0 
FOVIGRO 1.9 0.6 2 . 1 
INMECAFE 45.5 14.9 30.7 
CONASUPO 679.4 401 . 3 433.0 
IMSS 206.3 0 . 0 85 . 1 

B. ~o□-Co□ 1 co 11 ~d EEs 4,4:Zl,5 2,840,:Z 2,042,:Z 

c. IQIAL EEs 6,136,6 3,618,6 2,903,3 
"of 1st. Semester Approp. (80 . 2%) 
% of Total Year Budget (59.0%) ( 47 . 3%) 

Iabl~ 2: INVESTMENT TRANSFERS; 1989 BUDGET EXECUTION 
( In b l I I Ion of Mex$) 

1st sem . 1st. sem. • Annual budget approp. executed 

A. co□ tcol l~d EEs 1,251,6 ~ A1.2......4 
C.F.E . 261.1 74 . 7 68.4 
FERTIMEX 117 .6 22.0 24.7 
CONCARRIL 0 . 0 0 . 0 0.0 
SICARTSA 115.3 42.3 12.2 
AZUCAR 0.0 a.a 0.0 
FERRONALES 271.3 22 . 1 9 . 0 
PROFORMEX 1. 0 0.3 0 . 3 
FOVIGRO 0.6 0 . 5 0 . 6 
INMECAFE 1. 5 0 . 4 0 . 4 
CONASUPO 29 . 0 19.7 19 . 7 
IMSS 454 . 2 256.8 277 .1 

B. ~Q□-co□ 1 [QI I ~d EEs .8..liJ. .3.20.....Z .2.Q1._,_2, 

C. IQIAL EEs 2,065,:Z ~ .6.1..J...Ji 
% of 1st.Sem. (75.8%) 
% of Total Year (39 . 2%) ( 29 . 7%) 
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ANNEX 2 

DIVESTED FIRMS 1989 - APRIL 1990 

ACEITERA DE GUERRERO 
ACEROS DE SONORA 
ACEROS ESMALTADOS (GRUPO PRODOSOMEX) 
ACEROS RASSINI 
ACEROS TOURNE 
ACROTEC(GPOPRODOSOME~ 
ADHESIVOS SA 
AEROVIAS 
AFIANZADORA MEXICANA SA 
AHMSA INGENIERIA 
ALGODONERA COMERCIAL MEXICANA SA 
ALIMENTOS DEL FUERTE 
ARRENDADORA BANPESCA 
ASTILLEROS UNIDOS ENSENADA SA DE CV 
ASTILLEROS UNIDOS DE GUAYMAS 
ATISA ATKINS 
ATSUGI MEXICANA 
AUTOEXPRESS REGIOMONTANO 
AVANTRAM MEXICANA 
AZUCARERA LA CHONTALPA 
SARITA DE SONORA 
BARRENAS DE ACERO Y AGUCES 
BENEFICIADORA DE COCO ACAPULCO 
BENEFRUT COLIMA 
BENEFRUT GUERRERO 
BENEFRUT OAXACA 
BICICLETAS CONDOR 
BOLSAS DE PAPEL GUADALAJARA 
BOLSAS Y ARTICULOS DE PAPEL 
CABEZAS DE ACERO KIKAPOO 

.CAFES Y CAFETE RIAS DE MEX SA DE CV 
!CARROS DE FERR OCARR IL DE DURANGO 
CEMENTOS ANAHUAC DEL GOLFO 
CENTRIFUGAS BROADBENT 
CENTRO COMERCIAL EL PARIAN 
CENTRO INDUST BIOOUIMICO SA DE CV 
CERAMICAS Y LADRILLOS 
CERES ECOLOGICA DE MEXICO 
CERTIFICADOS ACCION PATRIM . SEVERAL BANKS 
CESER 
CHIAPAS Y TRIPLAY 

DATE SALE ACTIVITY 

04-Jun-87 Brokerage House 
N.D. Veg. oil 
N.D. Steel 

08-May-86 Home appliances 
N.D. Steel 

25-Oct-88 Steel 
08-May-86 Stoves 
25-Jan-88 Chemicals 

N.D. Airline 
15-Nov-89 Insurance 
22-Sep-89 Steel 
31-Mar-89 Cotton 

N.D. Canning co . 
N.D. Real estate (Fishing) 

18-Sep-89 Boats and ships 
N.D. Boats and sh ips 
N.D. Automotive 

19-May-86 Automotive 
26-Jan-88 
07-Nov-86 Sui ts 

88-89 Sugar 
20-Aug-88 Mining 
30-May-88 

N.D. Fru its 
N.D. Fruits 

12-Jan-89 Fruits 
N.D. Fru its 
N.D. Bicycles 

30-Dec-85 Paper bags 
30-D ec-85 Paper bags 
11-Dec-87 ' 
02-Oct- 89 Coffee 

! 
N.D. Rai lroad cars 

09-Oct-86 Cement 
23-Aug-85 

N.D. Shopping Center 
01-Jun-89 Chemistry 
16-Jan-87 Ceramics 

N.D. Fertilizer 
N.D. Banks (shares) 
N.D . 
N.D. Wood 



FIRM DATE SALE ACTIVITY 

43 CIA AZUCARERA DEL ISTMO 88-89 Sugar 

44 CIA AZUCARERA LA CONCEPCION 88-89 Sugar 

45 CIA INDUSTRIAL Y COMERCIAL AMERICANA N.D. 

46 CIA MEXICANA DE AVIACION SA DE CV N.D. Airl ine 
I 

47 CIA MEXICANA DE RADIOLOGIA CGR N.D. 
48 CIA MEXICANA DE TUBOS N.D. Steel 
49 CIA MINERA CEDROS SA 18-Jul-89 Mining 

50 CIA MINERA COMONFORT N.D. Mining 
51 CIA REAL DEL MONTEY PACHUCA 23-Feb-90 Mining 

52 CIA TABACALERA MEXICANA N.D. Tobacco 
53 CLEMEX N.D. 

54 CLOAO DE TEHUANTEPEC 01-May-88 Chemistry 
55 CLUB DEPOATIVO ATLANTE N.D. Soccer Club 
56 COMERCIAL DE TELAS SA 12-Jan-89 
57 COMPL. FRUTI. IND. DE CUENCA PAPALOAPAN N.D. Fruits 

58 COMP.NAVIERA MIN . DEL GOLFO N.D. Mining 

59 CONCRETOSPROCESADOS N.D. Cement 

60 CONCRETOS TAMAULIPAS N.D. Cement 
61 CONDOMINIOS KIN-HA N.D. Hotel 

62 CONFECCIONES DE OCCIDENTE N.D. Suits 
63 DINA AUTOBUSES SA DE CV 27-Oct-89 Automotive 
64 DINA CAMIONES SA DE CV 27-Oct-89 Automotive 

65 DINA CUMMINS 25-Sep-87 Automotive 

66 DINA MOTORES SA DE CV 27-Oct-89 Automotive 
67 

1

DINA ROCKWELL 08-Jul-88 Automotive 
68 ELECTROMETALURGIA VERACRUZ SA DE CV 27-Nov-89 
69 EMBOTELLADORA GARCI CRESPO 27-Sep-85 Mineral water 
70 ENVASES GENERALES CONTIN ENTAL 03-Dec-86 
71 ENVASES RASSINI N.D. 
72 ENVASES Y EMPAQUES NACIONALES N.D. 
73 ESTAUCTURAS DE ACERO SA 1 0-Oct-89 
74 ESTUFAS Y REFRIGERADORES (GPO PRODOSOME 08-May-86 Home appliances 
75 FABRICA DE TRACTORES AGRICOLAS N.D. Farm tractors 
76 FERRO MINERA MEXICANA N.D. Mining 
77 ,FIBRAS NACIONALES DE ACR ILICO 03-J ul - 87 ,Chem ical 
78 iFLETES MAR 

I 

N.D . I 

79 :FLETES MARSA N.D. I 
80 IFOMENTO AZUCARERO DEL GOLFO 88-89 I sugar 
81 FORJAMEX 29-Apr-88 Automotive 
82 FORMADOS APB 08-May-86 
83 FUNDICIONES DE HIERRO Y ACERO N.D. 
84 GLICOLES MEXICANOS 04-Feb-87 Mining 



. FIRM DATE SALE ACTIVITY 

85 GRAFITO DE MEXICO N.D. Mining 
. 86 GRANJA BUENAGUA N.D. Farm 

87 GRUPO CIDASA 14-Jul-87 

88 GRUPO TEXTIL CADENA 15-May-88 Cloth 

89 HIERRO Y ACERO DEL NTE SA 19-Jun-89 Steel , 
90 HOTEL AGUAMARINA IXTAPA N.D. 1-i,.,tel 

91 HOTEL ARISTOS CANCUN N.D. Hotel 
92 HOTEL ARISTOS IXTAPA N.D. H:,tel 

93 HOTEL CASTEL eABO N.D. Hotel 
94 HOTEL CASTEL IXTAPA N.D. Hotel 

95 HOTEL CASTEL PUERTO ESCONDIDO N.D. Hotel 
96 HOTEL CHULA VISTA MONCLOVA N.D. Hotel 
97 HOTEL EL MIRADOR SA 08-Feb-89 Hotel 

98 HOTEL VILLAS EL PRESIDENTE N.D. Hotel 
99 HOTELES EL PRESIDENTE N.D. Hotel 

100 IMPULSORA GUERRERENSE DEL COCOTERO N.D. Fruit 
101 IMPULSORA Y EXP. NACIONAL 19-Sep-88 
102 INDELTA 19-Aug-88 Home appliances 
103 INDUSTRIAS CONASUPO SA IGUALA 03-Apr-90 Food marketing 
104 INDUSTRIAS CONASUPO SA TUL TITLAN 23-Feb-90 Food marketing 
105 INDUSTRIAS FORESTALES INTEGRALES N.D. Wood 
106 INGENIO ALVARO OBREGON SA 13-Jan-89 Sugar Mill 
107 INGENIO CALIPAN SA DE CV 12-Jan-89 Sugar Mill 
108 INGENIO CUATOTOLOAPAN SA 19-Jun-89 Sugar Mill 
109 ' INGENIO FRANCISCO SA 13-Jan-89 Sugar Mill 
110 INGENIO PLAN DE AYALA SA 19-Jun-89 Sugar Mill 
111 INGENIO PLAN SAN LUIS SA DE CV 12-Jan-89 Sugar Mill 
112 INGENIO PONCIANO ARRIAGA SA 13-Jan-89 Sugar Mill 
113 INGENIO OUESERIA SA 13-Jan-89 Sugar Mi ll 
114 INGENIO SAN GABRIEL VER . SA 19-Jun-89 Sugar Mi ll 
115 INMOBILIARIA LA CANTERA N.D. Real estate 
116 INMOBILIARIA MEXICANA INDUSTRIAL SA 26-Apr-89 Real estate i 

I 
117 INMUEBLES Y EOUIPOS INDUSTRIALES (GPO PRO 08-May-86 Real State (home appliai 
118 INTERRUPTORES DE MEXICO N.D. Electric appliances ! 

I 

119 KSB MEXICANA 06-Dec-85 Electric app liances 
120 : MACOCOZAC SA 09-Mar-89 

I 

121 '. MADERAS INDUSTRIALIZADAS DE NAYA RIT I 08-Jan-88 Wood 
I ·I 

122 1MADERAS INDUSTRIALIZADAS DE QUINTANA ROO 1 27-May-88 Wood 
123 MANUFACTURAS ELECTRONICAS 28-May-86 
124 MANUFACTURAS FAIRBANKS MORSE 30-Jul-86 
125 MANUFACTURAS GARCO N.D. 
126 MANUFACTURERA DE CIGUENALES DE MEX N.D. Automotive 



FIRM DATE SALE ACTIVITY 
127 MARMOLES DEL VALLE DEL MEZQUITAL N.D. Marble 
128 MANUFACTURERA COPAMEX (GPO PRODOSOMEX) 08-May-86 
129 MECANICA FALK 14-Oct-87 Automotive 
130 METALURGICA ALMENA N.D. 
131 MEXICANA DE AUTOBUSES N.D. 
132 MEXICANA DE COBRE N.D. Mining 
133 MEXICO INVERSIONES N.D. Investment 
134 MEXINOX SA DE·cv 23-Mar-90 

135 MEXPAR 09-Sep-85 Automotive 
136 MEX. DE MOTORES ELECTRICOS N.D. 
137 MEZCAL SANTIAGO N.D. Alcoholic Drinks 
138 MINERA LAMPAZOS SA DE CV 09-Feb-89 Mining 
139 MINERA REAL DE ANGELES SA DE CV 09-Feb-89 Mining 
140 MOTO DIESEL MEXICANA SA DE CV 26-Sep-89 
141. MOTORES PERKINS 17-Mar-89 Motors 
142 NACIONAL HOTELERA N.D. Hotel 
143 NA VIC EM ENT N.D . Cement 
144 NUEVA SAN ISIDRO N.D. 
145 NUNATEX MANUFACTURERA DEL SALTO 07-Jul-86 Suits 
146 OERLIKON ITALIANA N.D. 
147 PRODUCTOS PESQUEROS BAHIA DE TORTUGAS 08-Apr-90 Fisheries 
148 PERFILES Y ESTRUCTURAS DE DURANGO N.D . Steel 
149 PETROQUIMICA DE MEXICO N.D . Chemical 
150 PLASTICOS AUTOMOTRICES DINA SA 27-Oct-89 
151 POLIESTIRENO Y DERIVADOS 18-Nov-87 Chemical 
152 POLIETILENO MONTERREY N.D. Chemical 
153 PORCELANAS EUROMEX 26-Nov-87 Pottery 
154 PROCESADORA DE ACEROS RASSINI N.D. 
155 PRODUCTORA NAL DE REDES N.D. Fishing Nets 
156 PRODUCTOS DE MADERAS FINAS N.D. Wood 
157 PRODUCTOS PESQUEROS GUAYMAS SA DE CV 13-Mar-90 Fisheries 
158 PRODUCTOS OUIMICOS N.D. Chemicals 
159 PRODUC . QUIMICOS E IND . DEL BAJIO 29-Feb-88 Chemicals 
160 OUIMICA FLUOR SA DE CV 09-Feb-89 iChemicals 
161 : RASSINI SA DE CV N.D. I 
162 i REACTIVOS MINERALES MEXICANOS N.D. 

I 

163 I RECIP IENTES MEXICAN OS N.D. 
I 

164 IREFRACTAR IOS HIDALGO SA 24-Apr-89 j 



FIRM DATE SALE ACTIVITY 

REFRACTARIOS MEXICANOS N.D. 

RENAULT DE MEXICO N.D. Automotive 
RESINA EJIDAL DE MICHOACAN 21-May-87 Resin 

RESTAURANTES EL PRESIDENTE N.D. Restaurant 
SERVICIOS FORESTALES N.D. Wood 
SIDERURGICA NACIONAL N.D. Steel 
SISTEMAS DE ENERGIA AUT. N.D. 
SONOCAL N.D. 
TEREFTALATOS . N.D . Chemicals 
TORNILLOS RASSINI N.D. 
TORRES MEXICANAS N.D. 
TRANSPORTES CENTRALES N.D. Transportation 
TRIPLAY DE PALENQUE N.D. Wood 
TUBERIA NACIONAL N.D. 
TURBOREACTORES N.D. 
UNIDAD RESTAURANTERA FOCOLARE N.D . Restaurant 

• UNION FORESTAL DE JALISCO Y COLIMA N.D. Wood 
VEGETALES MEXICANOS N.D. 
VEHICULOS AUTOMOTORES MEXICANOS N.D. Automotive 
VITRIUM DIV. FARMACEUTICA N.D. Chemicals 
YAVAROS INDUSTRIAL N.D . Fishing nets 
ZINAMEX N.D. 



Mex·c t sell .part .. o 
its · era reserves '(' ' 
By Alan Robinson in Mexico City ~ l v ~ 0 
THE Mexican Government will go to the private sector "do not 
offer 500,000 hectares of its contain strategic or priority 
national mineral reserves to substances such as uraniwn." 
domestic and foreign investors He said President Salinas 
during the rest of 1990, Mr had ordered the "disincorpora
Alfredo Elias Ayub, Mining tion" of 19 zones of the mineral 
and Basic Industry Under Sec- reserves. 
retary, announced. "Such measures, plus fiscal 

He said a similar amount of incentives and prompt and 
mining land was freed from accessible credit support are 
state control last year. "By the making Mexico very attractive 
end of this year the current to foreign investors in mining," 
government will have relin- he said. 
quished control over nearly lm Elias Ayub said the govern-
hectares," Mr Elias Ayub said. ment will continue to release 

The Mexican Mining Cham- mining deposits on land that 
ber calculates that a surface of has been left idle, in some 
about 2.2m hectares has been cases for many years. 
taken out of government con- He promised government 
trol in the past eight years and credits totalling 300bn pesos 
that, by the end of 1990, the for Mexican firms willing to 
national mineral reserve will invest in mining. 
cover only 300,000 hectares. Last year mining production 

Elias Ayub said concessions slipped nearly one per cent, 
will be granted to Mexican while other industrial sectors 
investors and to foreign inves- showed growth rates ranging 
tors willing to take a minority from 1.4 to 8 per cent. How
position in a joint venture. ever, the official forecasts say 

Energy, Mines and Para- mining will grow by 2.1 per 
state lndustry Minister. Fer- cent this year. 
nando Hiriart Balderrama, Mining companies have 
stressed in a later statement scheduled investment totalling 
that the mineral reserves that $2.lbn over the next four years. 
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Hoy dia los me xicanos intcgra 
mos una socicdad ma s a..:tiva y 
exigcntc, quc rcspira libcrtadcs 
y franca competcn..:ia elec toral, 
que ya no a..:cpla d patcrnalis
mo del Gobicrno, quc ya no 
quiere csperar pasivamcntc a 
que el Estado le resudva su s 
problcmas . Reclama al mismo 
tiempo un Es1ado democratica
mente fuertc , quc garanticc la 
paz social, abata el connic10 y 
use los medios politicos para 
promover la armonia social y 
enfrentar lo inesperado. La so
ciedad mexicana de nuestro 
tiempo prcfien: quc el Estado sc 
ocupe en una dcfcnsa moderna 
de la soberania, quc promueva 
una justicia social parti..:ipativa 
y que ascgurc las condiciones 
politicas y economicas para quc 
sea la propia sociedad la 4ue 
acometa cre..:ientemente sus dt:
safios. 

Ademas, no hay otra op..:ion. 
El Estado, aunquc quis-icse per
manecer provet:dor, paternalis
ta, absorbente , lo haria cada 
vez mas ineficientemente y sc 
debilitaria. El panorama inter
nacional nos esta mostrando 
dia a dia que el Estado avasalla
dor esta en retirada. Una retira
da, por cierto, promovida por 
quien se supone era su benefi
ciaria: la socicdad misma. En 
Mexico, solo un Estado mas re
prcsen t ativo de su sociedad , 
a.bierto a la competencia y efi
caz en sus obligaciones sociales 
sustantivas, podra asumir los 
formidables desafios que en
frentamos ahora en materia de 
alimentaci6n, salud, empleo , 
educacion-, vivienda, seguridad 
publica, medio ambiente y st:r
vicios basicos . Ese Estado mo
derno, sobre todo, podra conso
lidar la unidad a la escala nece
saria para defender mas los in 
tereses nacionalcs en el contex 
to de la globalizaci6n economi 
c a y la nu e va ..:onfiguraci6 n 
mundial. Si no emprendieramos 
juntos cste cambio veriamos la 
capacidad cstatal de ddender la 
soberania rcducida a la mcra 
ret6rica y sc d ivorciarian cre
tientemcntc di: la socicdad quc 
lo nutre . 

MEXICO, REFORMANDO AL ESTADO / 3 

Asegurar el futuro ~(P~ 
CARLOS SALINAS DE GORTARI 11 tr ~0 

Matiza cl articulista que el Estado se 
moderniza tambien ejerciendo respon
sablemente la autoridad, incorporando 
a la sociedad en las decisiones. Se trata 

de un ejercicio donde el dialogo y el res
peto a las difercncias de opinion van 
acornpanadiis por el deseo de encontrar 
soluciones a los problemas . 

Reformar al Estado, enfati
zo, no cs variar cl contenido po
litico dcl proyt:clo nacional c,,on
sagrado en nuestra Carta Mag
na; es recobrar su viabilidad en 
el presente y asegurar SU conti
nuidad hacia el futuro. Refor
mar al Estado si supone modifi
car doctrinas y habitos de pen
samicnto y acci6n propios de 
momentos y circun&tancias pa
sadas de la sociedad mexicana y 
del mundo. 

N acionalizaciones 

El Estado recurri6 a diversos 
instrumentos y llev6 a cabo pro
gramas de envergadura nacio
nal para cumplir sus objeti\los 
de soberania y justicia: las na
cionalizaciones, la creaci6n de 
empresas publicas para admi
nistrar recursos de la nacion, 
las federalizaciones de limbitos 
de la produccion, la protecci6n 
de la industria y el comercio, de 
los servicios urbanos y sociales, 
de las relaciones laborales y de 
propiedad, tanto en el campo 
como en la esfera industrial. 
Este proceso cambi6 a Mexico. 
Han madurado las organizacio
nes de la sociedad, entre los tra
bajadores <lei campo y la ciu
dad , los empresarios y los gru
pos profesionales y urbanos . 
Las clases medias muestran 
una cxtraordinaria dinamica 
con iniciativa y reivindicaciones 
propias . La participacion del 
Estado en la estructuraci6n na
cional cumpli6 en lo fundamen 
tal su cometido. 

Hoy st: imponc una nueva 

. I. , 
estrategia y el uso de d11erentt:s 
instrumentos, mas acordes al 
papel que Mexico debe desem
penar en el mundo y mas efica
ces para responder a la madura
cion de la sociedad y sus necesi 
dades. Concertacion, ejen:icib 
dcmocratico de la autoridad, 
racionalizacion y fomento de la 
autonomia, aliento a la partici- · 
pacion y organizaci6n popular 
en los programas sociales, pri
vatizaciones de las empresas 
publicas no estrategicas, con 
participaci6n de los obreros en 
su propiedad y canalizaci6n del 
producto de su venta a progra
mas sociales, y transparencia en 
sus relaciones con todos los ac
tores sociales y los ciudadanos, 
constituyen las practicas nue
vas del Estado mexicano. 

Buscamos, hoy, asi, fortale
cer al Estado haciendolo mas 
justo y eficaz. La dimensi6n del 
Estado, por si mismo, no basta 
para determinar su mayor o me
nor capacidad o eficiencia para 
atender el reclamo social. La 
nueva dimensi6n del Estado co
bra sentido si se le entiende en 
condicio.nes reales , en donde su 
abultamiento orillo a descuidar 
la atenci6n politica de las de
mandas populares y a desviar 
recursos de su destino &ocial 
mas necesario. Nuestro proble
ma no ha sido el de un Estado 
pequei\o y debil, sino d de un 
Estado que, en su crecientt: ta 
mai\o, se hizo debil. Los proble
mas se agravaron con un Esta
do que crecio de manera des
proporcionada y desordenada , 
forzando sus afanes a la bi:1s
queda de medios para sostcner 

su mismo tamai\o, en detrimen-
10 de cumplirle a la poblacion y 
de aumentar su capacidad para 
defender a la naci6n. La refor
ma que lo agilice y haga eficicn
te demanda ampliar los espa
cios a la iniciativa de los grupos 
sociales organizados y de los 
ciudadanos, liberar recursos 
hoy atados en empresas publi
cas y concentrar la atencion po
litica en las prioridades impos
tei-gables de justicia. 

El Estado se moderniza afir
mando y fortaleciendo el cum
plimiento de SUS funciones basi
cas. La legalidad es, sin duda, la 
unica forma de comportamien
to para defender la sobcrania y 
garantizar las libertades de los 
mexicanos. Esto obliga a am
pliar las oportunidades y dar se
guridad al ejercicio de los dcre
chos de asociacion, expresi6n, 
creencias, traslado, industria o 
profesi6n. Solo una consistente 
y sislematica eliminaci6n no 
unicamente de obstaculos, en 
su mas extensa expresion, sino 
de las irritantes discrecionalida
des que en ocasiones distorsio
nan la conducci6n de los asun
tos publicos o agobian a la so
ciedad, puede dar base a una re
lacion transparente y eficaz en
tre el Estado y los ciudadanos y 
sus agrupaciones. 

Ejercicio de calidad 

El Estado se moderniza tambien 
ejerciendo responsablemente la 
autoridad, incorporando a la so
ciedad en las decisiones, muchas 
de ellas viables s6lo en esa medi-

da. Sc trata de un ejercicio de ca
lidad donde el principio del dialo
go y el respeto a las diferencias 
de opinion van acompai\ados por 
el deseo de encontrar soluciones 
a los dificilcs problemas de la ac
cion colectiva. La cultura que 
hace de las razones, los progra
mas y la actitud seria y responsa
ble, y no de las personalidades, la 
base del acuerdo es la que debe 
promover el Estado. La raciona
lidad del comportamiento, la es
trecha· vinculacion entre la pala
bra y los hcchos, la confronta
cion permanente con Ja realidad 
y no con la fantasia, son rasgos 
de la modernizaci6n que deben 
impregnar el tejido gubemamen
tal en todos sus niveles. 

La modernizaci6n es una 
transformacion de nuestras es
tructuras economicas y del papel 
del Estado en ese cambio. Pero 
es igualmente esencial a la mo
dernizaci6n la modificaci6n de 
las practicas y la adecuaci6n de 
las instituciones politicas. La re
forn1a del Estado hennana am
bos prop6sitos con el.interts· de 
fundar en la corresponsabilidad y 
la solidaridad las relaciones del 
Estado y la sociedad. Por eso ha 
sido muy importante propiciar 
nuevos acuerdos en las practicas 
politicas entre el Gobiemo y los 
sectores, ampliar los consen$0S 
sobre una reforma electoral de 
gran aliento para dar transparen
cias y fomentar las acept~iones 
mutuas entre los partido~. Refor
mar al Estado es convocar al res
peto y la tolerancia, animar el en
cuentro franco sobre los retos 
nacionales y la manera en ql\e 
juntos podamos re~verlps; as 
mas y no menos respons~ilidad, 
es mas y no menos ccinciencia de 
las consecuencias de los actos de 
cada quien. La modernizaci6n 
del Estado no es una reestructu, 
raci6n econ6mica aislada, de es
critorio. Es una transfonrfl'ci6n · · 
de la vida nacional entera, de res
puesta oportuna ante las · nuevas 
realidades, infonnada de la histo
ria, seria, al ritmo que permiten y 
exigen los mexicanos. 

Carb Sallaas • Gor1ari es presidcotc 
de Mexico. 
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-,,he need to operat e ::iround del1 cicnt 
,1.,crnmcnt-run firm s should hopefully soon 
·c:ome a thi ng o f the past in Mexico, th :rnks 
· •.he stepped-up privatisation drive of Prcs i
·nt Carlos Salinas cle Gortari. By selling off 
i,1atecl and creaky parastataJ firm s, it is hoped 
·,t the privettc secto r will apply c:1p ital 
"' nurces ancl tighter manage ment to mocler
'~e a ran ge of industri es and services such 

mining conce rns, domestic air trawl and 
-: notorious telephone system. 
·: he gove rnment also hopes to ch ip away 
•he public deficit by shedding heavily in -

·hted parast:1tals and channelling th e pro
·:~ds into soc iet l programmes . '•Wi th the 
''nurces of privat isation of the (Mexicanet) 
rli ne we could bring electric energy to a 
··11111unity of h::ilf a million res idents ," 
·linas told \Vest German investors during hi s 
·nuary tour of Europe . 
The impending sale of Tc/Mex . expected 
July or August, is hail ed by forei gn 

,·,2s tors and economists as th e most vivid 
. ·1mple of the government's new se ri ousness 
'"Ut se lling the remain ing 400-odd par:1-
ir:1 /s on it s books . The dec ision to sell 
·I Mex - one of the few pro Ii table para
:ta ls - was taken after a hea ted deb;1tc 
:,h in the cabine t. The victory hasjcf1 fin :mcc 
:ni ster Pedro Aspe firmly in t/1e driver's 
1t. He was named chairm:.in of TcL\lcx 's 
,1rd. replacing communications and trans
,rt minister Andres Caso Lombardo , in J 
•>vc that une uivocally ccntr:iliscs he 
·ivatisation process wit 11n 11s mini:Jry . 

Presid ent Salinas: the "Thatcher" of Latin America sold 35 sta te-owned companies 
in his first year in office. Only 400 to go. 

,oc7s clearly associated with pri\·ati sa tion 
'. le hacl vision and guts ... they clon·1 cdl 

'll bulldoze r for nothing.· · says one 
"!lomic anal ys t . 

·1ic groundword for tvkxico's pri,·atis:.i1 ion 
"' C was laid in 1983 under president 1\1igucl 
.. !a Mad1·id. who promot<:d legislat ion 10 

NEW OMENiU 

; 1,: tinc Mexico's "strateL!ic sectors .. (enter
! i,es reserved for th e st~lle) and to open a 

·rle r range or them to private investment. 
·, ,.: pace of "d is i ncorpor:ition .. \\'J S at 1i rst 
•~gish and it was 111os1ly unimport:int firms 
,i ,vere aucti oned off. Although the number 
''Jrastatals was reduced fro,;l about I .1 50 
" 80 by I 987, mos! of 1he diYestitures were 

The TelMex tel ephone 
company and Cananea copper 
mine are just th e first of a 
new wave of se ll -offs planned 
by the Salinas administration 1n 
Mexico. International 
companies have been swift to 
demonstrate an interest, but 

·-!the programme sti ll has very 
clear political limits. 
By Diana Shoreham 

i nievcd not throu gh con\·entional pri\·atisa
': . or sell-offs, but by liquidations. transfers 
'!TI federa l to state governmen t, and di s
!ntling of government trusts. 

hen Banamcx .. Mcxic~·s largest i 
bank. was sc ttmg up a computer 1 

centre in the south o f Mex ico , 
City. it turned to Tclcfonos de : 

Mexico . the governmcnt -controll ccl telephone : 
company. f; r help. B:rna111cx needed ~n 
additional 200 telephone lines to connect the 
computer centre with its leading branches in 
fi\ ·e other c ities. Tc/Mex h:.indcd in a quote 
fo r 4 billion pesos ($866 .000) - and a corn 
pl cti on date two years away . 

Banamex decided it was better - and mu ch 
swir1cr - to do the job it se lf. by buying :1 
microwave uplink ;rnd selling up its o,,·n 
parallel phone nctwnrk. The 200 li nes arc 
aln::1dv in opcr:lli,1n. li nki11~ manager,\, ith 
co 111 pu1e r d:11:1 :rnd ,ell in~ up ra11cy conkrL'Ik'l' 
ca lb. 

;1 1988. the de la 1\ladrid ::idminis1ration's 
1·1/ ye::i r. 1he ·'dis incorpo r:ition" progr::imrnc 
~ speeded up with sales of the Aero~lcxico 

·i ine ancl the Mex ic::ina de Cobrc copper 
nc . 
: ndc r Preside nt Sal in:is. pri va ti sation has 

;ned new momentum. In his tirst yc:ir in 
.-, cc . 35 par:i stat:i ls ,, e re sold. The sale or 
· \fex icana airline has sparked petnicular 
" rest among i m·cstors. 
'his year . 1\1cxico is offering in\·cstors 

:•ll v to sa livate oYer. The t\\'o me:itiest 
'··rp ri ses up for s:.i lc :ire T<1L\lcx :llld Com-
·.,:, ~lin <:.' ra de Cananea (the \,·oriel's I Oth
·' •.:st copper mincl , rl us ,e,·cr:d ~ugar pro
,ing pl:ints . the insurer .-\ segu r:1dora \lex- .ll-
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All that glitters is not gold, . t op tips fo r privatisa tion in 1990 include th e Real de Monte silver mine; severa l sugar processing 
plants and the world 's t enth -larges t copper mine, Cananea, leaner and trimmer since being ,dec l_ared bankrupt last August. 

ican:i ancl the Real dcMon tc si lve r mine. In
siders in Mexico City speculate th :1t Side rmex. 
the steel producing complex th at includes the 
Altos Homos de Mexico SA (A HMSA) and 
Side rurgica Lazaro C:irdcnas-Las Truchas 
SICA RTSA) plants, lllay soon be up for sale. 

While the renewed privatisat ion dri ve has 
won S:il inas kudos :1 s "the Thatcher of L1t in 
Alller ica", tvlcxico is not following a l3riti~h 
nwdcl of privat isation. "We're learning fro m 
different 111odcls. We're c rea ting our own 
lllodc ls - the condit ions o f thi s coun try arc 
different." says Jacques Rogoz insk i. newly 
appointed co-o rdinator of p1·ivatisation in the 
fin:111ce 111in ist ry. 

\Vc:ilth is hi gh ly concen trated in i\lexico 
and the stock e.\chall!.,c rema ins narrow. vir
tually el iminating until now the possibility or 
pri\·:1tisation th ro ugh public offerings. Wi th 
on ly five lines fo r ever)' I 00 citi zens. Tel Mex 
cannot be so ld off. as British Telecom \\'as. 
to subscribe rs . "Here. you leave eve rybody 
oti't ." Rogozinski po ints ou t. In the Mexican 
envi ronmen t. the big pl:.iyers in privatisation 
:.ire the large, wealthy industrial and fi na ncial 
groups that have enough cash to bid on state 
prope rti es. 

Insider ti ps urgi ng in vesto rs to buy into 
Te!Mcx arc circulating in Mexico City as 
arrangeme nt s fo r the sale arc fi nal ised. 
TclMex is considered a cho ice in\'estment 
since it is already making :.i pro fit :.incl it s stock 
is serious ly underva lued - it is now trading 
at book value. Investmen t totalling about S12 
billion will be required ove r the next fin: 
years. howeve r. to modernise and expand 
~ ex ico's ri ckety telephone networ k. 

1- ·• · e:1d ing internat ional co111p:111ies :ire 
rcpmtedly already in hot pursui t ofa ~ta ke in 
Tel:--kx. including British Telecnrn. Nippon 
Telcphrn1e and Telegr:1ph. TclcfoniL·a de 
Esp:111:1 :.111J America·s South\\·cstcrn Bell. L'S 
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West ancl Be ll South. The most likely Mex ican 
part icipants arc stock brokerage houses Acci
oncs y Valores and the DESC group. Both 
fir ms arc f:i111iliar with Teli'vlex; Acc ioncs y 
Va lores currentl y holds 12 % of TclMcx 
stock, and DESC invested he:.ivil y in Tc!Mex 
when it was "Mcxicaniscd" in 1958 and is rum
oured to hold indirectly 10 % ofTclMex shares . 
. Gnve111 1ncnt officials arc currently debating 

criti ca l issues including the proportion of 
fore ign and nation:ll m1 ncrship. the regulatory 
environment , and whethe r to sp lit TelM ex 
into reg iona l companies or keep it as :.i 
natio nal en tit y. Snme signs point to a British 
T elcrnm-type o r model. "Brea · · o 

svstem . . . \vould create h:.11·oc in a weak 
sys tem li ke the Mex ican system. :.incl pro
bably. fo r at leas t the next clec:.1de . telecom
munications wou ld be much better se rved if 
we keep Tel Mex whole and create :.in environ
ment fo r competiti on in \1·hi ch niche players 
can emerge , .. s:iys Carlos Casasus. te lephone 
development clirecw r fo r Te!Mex. Niche 
players could oper::itc cellu lar concess ions, 
supply h:1ndscts and lease and operate li nes, 
he says. According to one observer , the 
government wants Mexic:.in investors to hold 
voting contro l although final decisions h:.ive 
ye t to be taken on eit he r the opti ma l struc
ture or the optimal buyer of Tcl/'dex. 

In the meantime. e government is stream
li ning Te lMex to rnhance it s :1 urc fo r pros
pec t1 Ye buye rs. The company has been re
organised into small units th :.it comb ine 
bui ld ing and scn ·ice ti.mctions. intended to im
prove l~lien t serv ice. New ta.\ ::ind tar iff struc
tures climi n:.1tc cross subsidies. introduce 
mc:1surcd se rvice ch:m:es . make intern:.1tional 
long-dist:rnce fares c'ompetitive and . in a 
spe~ial one-orr concessinn. allow T c l :vlex to 
rct:1i n cc'rt:1in ta\ re1·enucs for use as 
in1·c~tmc11!. 

A rece nt crash programme has speeded up 
repa irs to obsolete equipment. and a new se r
vice offering direct long-di stance c:.1lls from 
public booths h:.1s yie lded a profit within 
months. -

Recent negotiations with the 48,000-
member union have brought salary and 
benefit s increases to employees who , in ex
change, agreed to improve performance :.1ncl 
accept more ncx ible job descriptions. This 
shou ld make it easie r to introduce new 
technology, and to re:.iss ign workers. So for, 
no union members h:.ivc lost their jobs. 
Management is considering th~ union's call for 
an employee stock ownersh ip plan as :.i rt of 
pnva 1s:i t1 on, an I e:.i t 1at w1 1elp us create 
:.i tr~on in work attitudes at Tel Mex", 
says Cas:.isus . 

Cananea. the mammoth open-pit coppe r 
mine 30 mi les south of Nog:.i les . Ari zon:.i, is 
the other major enterprise to go on sale e:.ir ly 
thi s year. Since the mine was dec lared bank
rupt by the government las t August. it can
not be sold by tender :.i ncl will probably be 
auctioned off, insiders say . Cananea spokes
man Lazaro Moguel says producti on leve ls 
are ne:.i rly back to normal after an 18-d ay 
shut -down of the mine, which has :.i daily 
capac ity of 35 tons of copper cathode and 125 
tons of bli ste r and concen tr:.ite. Follow ing the 
bankruptcy, the work force has 
23 % to :.ibout , 00. The miners h:.ive been 
reh ired under new contracts th:n include fewe r 
l:.ibour c:itc-gories with more tlexibk job 
descri ptions. and est:.ib lish cont in uous sh ift s, 
round-the-clock opc-ra ti ons and Sund:.iy 
work ing_ 

The ,;aner :.inJ trimmer C:.in::inea has Jr:.iwn 
interest Imm the major i\lcxican 111ining 
groups of Periolcs. Frisco and perh:1ps San 
Luis. and thr-ce foreign grnups. Perili les . the 
mining gian t con trolkd by Alberto Baille res . !> 
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. enough to cover Cananea's debt to Nafinsa , 
·1e nati ona l development bank . Most insiders 

af! rec that Protcxa, the ivlexican fir111 in vo l
v; d in previous failed bids fo r Can:rnea , will 
h: ou t of the picture thi s ti llle round . "They 
wil l se ll it jCananea) now because they have 
experi ence in how not to do it; they wil l se ll 
the asse ts, not the COillp:rny ," says one analyst. 

.An important - and no t incidenta l - by-· 
product of di sinco rpo rati nn is.. that it has 
proved to be a tool for cha rn:. in g lvlcxican 
uni ons' labour reg ime wit hout requ irin £ a 
swCTj) ing relorlll of l,'ioourlcg,s al!on . abour 
refo rm would ncecss1tatc a ri sky and un
doubted ly aerilllon ious debate m Mexico's 
increas ingly plur3 li sti c and content ious Con
f!rcss - solllething the Sali nas adlll ini strat ion 
is expected to :.ivoid unti l afte r Jul y I 98 I mid
tcrlll Congress ion:i l elections when it hopes 
to gain stronger contro l over the legislature . 

Labour cont racts arc becollling Illore !lex
ible as the government re treats from manage
me nt and the ti · .::ti of job losses soli~ns uni on 
demanc s c 1 , ex 1 a case 111 po int . -aced 
11·TiTi'7ric twin threats of mode rni sati on of 
equipmen t and pri va ti sat ion, the ll' ide ly 
respec ted union le:ide r Francisco Hcrn j ndcz 
Ju:ircz strnck a bargain: 1hc union :idjustcd job 
c: 11cgorics and Ins!;s in exc!nn~,, Im :m :i~•µ :c-
111e 111 that jobs would be prcsc~ ed. "The 
vorkc rs of the telephone company voted 
nani mously fo r pri va ti sa ti on ... bcc:iusc they 

knew the onl y way of obtai ning better s:daries 
:ind ma intaining the ir employment was ll'i th 
expansion that could onl y come from the in 
jecti on of add itional resources from pri 1·at c 
inves tors," Salinas said in Bun n. 

Union leaders and the ir membe rs arc only 
too mind ful of the tliousands of rcd und:rncics 
at othe r pr iva tised firm s. J]Jc govcrnment
decL1rcJ ba nk ru ptcy a AcrnM1.:x icc ~i rli ne in 
I 9il S put at leas t I 0.000 employees out of 
ll'llrk. The po litica l ll' ill exists to apply th e 
lxrnkruptcy mechan ism aga in. :is shm1 n ll'hen 
Sal inas sent 3.000 soldiers into Cananea last 

1gust when the li 1111 was declared lxrn krupt. 
In bo th c:iscs. bank ru ptc ies we re the en · 
first step prior to tri mm ing the wo rk force and 
cleani ng up the compan ies fo r publi c aucti on. 

In other respects. the pr ivati s:llion drive has 
had mi xed results. Franc isco Calde ron. direc
tor of the En trepre neurs Coord inating Coun
ci l (CC E). 1'-,l exico·s top pri vate-sector 
chamber, says: "We f CCE] :ipplaud the 
privatisati on and would des ire it ad vance more 
rapi dl y and more dee ply ... 

Wh ile fo reign bankers . d ip lomats and 
econom ists arc leadi ng a chorus pressing for 
pri1 :i ti sa ti on of th e nat ional oil monopoly . 
Petroleos 1'-, lcxic:J nos (Pcmcx ). Pres ident 
Salinas· vigorous economic re fo rm pro-
1rammc stops sho rt of o il. which remain s 
,1 noni sed as a "st1·ateg ic sec tor·• in the 

constitu tio n. 
There is a similar cry to pri\',ll isc the ejido . 

the ct11l ecti1·ely held ag rar ian refo rm lilnds 
turned n1·cr ltl ]'Casant s as a Iq;:icy of the 19 I 0 

not 
nothing : fin ance minister Pedro Aspe 
w as swift to take over the driver's 
sea t at inefficient telecoms giant 
Te!Mex , after winning a heated 

cnbinet battle in which he urged its 
privatisation. 

social revolution. Modernising Mex ico's stag
nating agri cu lt ural sector, and stemming bur
geo ni ng food impons. arc top government 
pri orit ies but dis ma ntl ing the ej ido is con
sidered extremely unli ke ly in the fo reseeabl e 
future . 

The disincorporat ion programme is notor
ious ly d il'ficult to qua ntify . Even the 
glm.: rnmcnt docs not know prec ise ly how 
many p:11·astatal s ex isted in 1983 , and the 
Iin:rncc min istry cannot prov ide sta ti stics on 
the val ue of the sales . "When I came here. 
I d idn't have num bers ," Rogoz inski says with 
a sigh. He is creating a data base on privatisa
ti on for the ministry. 

P1·i1atis:llion has benefi ted fro m widcspre::id 
enrhusiasm among nationa l and foreign inves
tors and di rectors of intern ati onal fin anci:1! 
inst itut ions who also back the broader Salinas 
economic refor m prog ramme. But fo rmer 
offi c ials. some econom ists and poli tic ians 
raise se ri ous questio ns. 

Ori'e wc:ikncss of Mexican pri v::it isation is 
th at it i~ not a pu bli c process in volv ing open 
stock offeri ngs . Prog ress 111 reducing the 
pu blic defi cit has been very slow: critics note 
that 80'7c -90 7o of par~is tatal losses ste ms from 
on ly fi \'e firm s. the Federal Electric ity Com
mission (CFE). the Sidermcx stee l complex. 
Fe rti mcx ferti lise r ti rm. the Basic Commo
dities Supply Corporatio n (CONASUPO). 
and suga r plan ts grouped under Azucar. On ly 
in rece nt months has the gol'crnmc nt stanecJ 
to di1·~'St 1\ ztka r and reduce subsidies to 
CO\' .-\ SU PO . an agency 11'.hich suppons loll' 

prices on basic foods for the growing numbers 
of Mex icans. 

Even st:iunch supporters of privati sati on 
have h:irsh words fo r the way in which di sin
corporation was h:indled under de la Madrid. 
"A large number of cabinet ministers and 
government offi ces have intervened in the 
di sincorporation process, which has provoked 
delays in the process in addit io n to which 
there are di screpancies and contradictions in 
the publi shed fi gures ," says the conservative 
Cen ter fo r Economic Studies of the Private 
Secto r. More pointedly, a Fornie r p:irastatal 
directo r says that during the de la Madrid 
administration: "There were inexplicable 
th ings . . . the highest bidder did not always 
wi n the bid ." 

Critics on the left oppose the divesting of 
public enterpr ises . favou ring instead a large 
ro le fo r the state in .\lexico's mi.'-ed economy. 
The di ffe rent opinions refl ect :i serious debate 
abo ut the nature of the Mex ican economy . 
Privati sat ion is a cri tical element of the Salinas 
econom ic prog ramme 1vhi ch implies th at the 
pri vate secto r will pu ll the economy fo rwa rd. 
prov iding the necessary capital and mode rn
isation of production methods to bri ng 
economic recovery ::tnd much-needed jobs . 
Th is :ipproach represents a Sll'i ng away from 
the tr::tdit iona l role Llfthe l\lcx ican st:ite. ll'h ich 
histori call v has stim ul ated ,2rowth and 
devel tip m~nt through investme~1t in public 
works and soc ial pwgrammes. 0 
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PRIVATIZATION IN MEXICO: 
ROBUST RHETORIC, ANEMIC REALITY 

INIRODUCTION 

Few nations are as heavily indebted or in greater need of economic reform 
than Mexico. The nation's total foreign debt well exceeds $100 billion, and inflation 
is now running at 130 percent. In exchange for promises of reform, Mexico this 
past year has received $14 billion in new loans from · the International Monetary 
Fund (IMF), the World BanJc, international commercial banJcs, and creditor 
governments. The conditions of the IMF and World BanJc include: a small 
decrease in the Mexican federal budget deficit, tax reform, liberalization of trade, 
and increased investment in state-owned enterprises. Missing from the list of 
promised reforms is the measure that Mexico needs most--privatization of its bloated 
state sector. 

Few reforms are expected from Mexican President Miguel de la Madrid, who 
leaves office next year. The ruling Institutional Revolutionary Party (PRI) recently 
announced that its candidate to succeed de la Madrid is Carlos Salinas de Gortari, 
the Harvard-educated Secretary of Budget and Planning credited with Mexico's 
recent trade reforms. Nomination by the PRI is tantamount to election to the 
presidency; the PRI has not lost an election in its 58 years. Salinas is expected to 
take office in December 1988. Though hailed as a prgamatist, his record is 

This paper, prepared in cooperation with the Arthur Spitzer Institute for Hemispheric 
Development, is the seventh in a series of Heritage studies on Mexico. It was preceded by 
Backgrounder No. 595, "Keys to Understanding Mexico: The PAN's Growth as a Real Opposition (July 
29, 1987); Backgrounder No. 588, "Deju Vu of Policy Failure: The New $14 Billion Mexican Debt 
Bailout" (June 25, 1987); Backgrounder No. 583, "For Mexico's Ailing Economy, Time Runs Short" (~une 
4, 1987); Backgrounder No. 581, "Mexico's Many Faces" (May 19, 1987); Backgrounder No. 575, "Mexico: 
The Key Players" (April 4, 1987); and Backgrounder No. 573, "Keys to Understanding Mexico: . 
Challenges to the Ruling PRI" (April 7, 1987). Future papers will examine other aspects of Mexic:m 
policy and development. 

Note: Nothing wrillen here is to be construed as necessarily reflecting the views of The Heritage Foundation or as an attempt 
to aid or hinder the passage of any bill before Congress. 



- 2 -

that of a statist. How he will address the need for divesting Mexico of its failing 
government enterprises may be the key test of his commitment to economic reform. 

Mexico has no shortage of privatization targets, from small manufacturing and 
service industries, to newspapers, banks, transport services, and the vast oil and steel 
industries. Mexico's capital markets are sufficiently well developed to permit stock 
offerings of these concerns to the Mexican public. A central aim of U.S. policy, 
therefore should be to encourage the Mexican government to pursue such a program 
of "popular capitalism." 

This means that the U.S. should: 

♦♦ Tell Mexico that further World Bank and other loans will be conditional 
-=on=real and demonstrable progress toward privatization. 

♦♦ Reduce direct support to the Mexican public sector. 

♦♦ Help Mexican educational efforts designed to spread the private sector 
message in Mexico. 

♦♦ Provide high quality advice and technical expertise to Mexico on how to 
construct a large and popular privatization program. 

PUBLIC AND PRIV AIB IN MEXICO 

The Mexican economy has become heavily socialized since the PRI assumed 
power in 1929. Expropriation of foreign-owned firms, nationalization of domestically 
owned companies, state takeovers of companies that would otherwise go bankrupt, 
and new public sector ventures undertaken by government all have served to build 
up a vast state sector of the economy. 

. . _State indus_trie~ claim arounp~_~cent QLJ_he feder~~git and. contri_b1;1te 
s1gruficantl to MeX.Ico's debt 6urcj~-- As of March 1986, Mexico's Foreign M1rustry 
reported that state 1iiaustries owed international banks $29.2 billion, a foreign debt 
larger than that of most governments, and twice as big as the total debt contracted 
by the Mexican private sector. 

Public Sector Dominates.. Public sector workers form an important part of the 
ruling PRI's political base. There are some 2.3 million unionized public sector 
workers formally affiliated with the PRI. Economists calculate that about 70 percent 
of the economy is ~ed or controlleijy .. the state or by FRI-affiliated labor 
uruons. · ··· .___ -

Capital flight is also a major problem. Between 1975 and 1985 Mexican 
citizens took an estimated $60 billion out of Mexico and into the United States. 
Billions more dollars found their way into Swiss bank accounts. Privatization could 
help counteract the lack of worthwhile investments inside Mexico that has caused 
this capital flight. 

I 
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Constitutionally Set. State ownership is enshrined in the Mexican constitution. 
Articles 25 to 28 lay out the role of the public sector and specify the areas to be 
managed exclusively by the state. Article 25 sets forward the general principles and 
philosophy behind this state ownership, and article 28 outlines the economic areas 
that were originally the exclusive domain of the state (minting money, the central 
bank, telegraph and radiotelegraph services), plus those that have been nationalized 
at various times, such as electricity in 1960, and banking and credit in 1982. The 
nationalization of the petroleum industry in 1938 is covered separately by Article 27. 
Aside from these important areas of economic activity, the state also has acquired 
many small companies involved in· all sorts of economic enterprises, including 
restaurants, movie theaters, a nightclub, a soft-drinks manufacturer, and a bicycle 
factory. 

Since the accession to the Mexican presidency of Miguel de la Madrid in 1982, 
there seemingly have been signs that the nationalization trend may be reversing. 
Privatization and state sector reform supposedly have been a requirement in 
negotiations for new international loans, such as the $7.7 billion agreement signed 
on March 20, 1987. In the last four years, much attention has been given to the 
large numbers of public sector enterprises that the Mexican government claims to 
have sold or to intend to sell. There have been many stories in the press, usually 
prompted by an announcement from the Mexican government, of the numbers of 
enterprises sold or intended for disposal. Closer examination, however, reveals that 
these accomplishments and plans are less significant than they initially seem. 

1HE MEXICAN PRIVATIZATION PROGRAM 

Most of Mexico's state-owned enterprises--also known as parastatals--were 
obtainea oy~ropriation. Between the government's nationalization otmf"in7938 
and the nat1onaITzation of the banks in 1982, Mexican presidents have nationalized 
electric power, mining, railroads, shipping, sugar, and most of steel and 
telecommunications, besides collectivizing much of agriculture. Mexican parastatals 
also include the national fertilizer monopoly and the state agricultural marketing 
board.1 · 

Reducing Parastatals.. The Mexican government has announced that it intends 
1 ! to reduce the numbe..L..QLi1s_p_c1rastatals from 1.155 in December 19~2 to 200 by the 
; encfof 1988_:. So f~r the number apparently has been r_educed by about haff to 

betwe~ 600 ~700. Not all have been privatized. The methods_Qf reaucrion 
1 have 1ncludeQ2~lling them, closing them, mer_ging_them, and transferring tnem to 

sfafe·and local governments. -------~------
The Mexican government states that one of its main economic goals is to 

rationalize the direct participation of the public sector in the economy. It describes 
this program as "restructuring of the state decentralized sector to make it smaller 
and more efficient," by means of "sale, liquidation, merger, or transfer of as many 
agencies as possible." An increase in efficiency of the sector, according to the 
government, also would "improve its financial condition, which would lead to a 

1. See Daniel James, "How Long Can Mexico's Authoritarian System Last?" TT1e World & I, March 
1987, pp. 601-617. 
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recovery of public sector savin¥s. This, in turn, would contribute to the financing of 
future economic development." 

Two Ph~ These reductions in the parastatal sector were carried out in two 

I 
phases. In the first phase, starting in 1983, nationalized banks, which had interests, 

\ often minority interests, in 339 e.nterprises, sold therr shares in-about 200 enterp-rises 
\\ to-me .private sector for about -100 billion pesos or aoout $300 millfon fo . $350 -
~ million at current exchange rates. 

In the second phase, in early February 1985, the government decided to reduce 
the number of parastatal enterprises by 257, by selling 111, transferring 11 to local 
governments, merging 31, and liquidatifif .the rest. Planning.Minister Carlos Salinas 
de Gortari claimed tnat the companies offered would be more "attractive" than those 
previously put up for sale. He said that the Mexican government hoped to save up 
to $1 billion in subsidies by the additional sales. From February 1985 to April 
1986, some 33 companies seem to have been sold for 24 billion pesos, (about $50 
million). Most of the sales were achieved with ~~£i?Lg0Ye1J1ID~nt ~J::~dit facilities. 

-:, -...... r~ ,/. , ,., / :i ' · ~ ·d _, / ; , :i . • .,?-1 
As a result of these different measures, the number of parastatal entities 

decreased from 1,155 at the end of 1982 to 820 at the end of 1985, and around 
700 at the end of 1986. 

According to the Mexican government's Secretaria de Hacienda Y Credito 
Publico (Ministry of Treasury and Public Loans),3 the status of the parastatal 
restructuring process as of May 1986 was: 

Type of Operation Authorized In Process Concluded 

Sale 101 67 34 
Dissolution 269 193 76 
Merger 58 28 30 
Transfer 30 30 0 

TOTAL 458 318 140 

Of the 101 state enterprises approved for sale, 84 were in the industrial sector, 
twelve in the tourism sector, two in the agricultural sector, and three were of other 
types. In 80 of the 101 firms the state had majority ownership, in 21 only minority 
ownership. 

Thus, according to the above table, only 34 enterprises had actually been sold 
by May 1986. There is some question, however, that even these figures exaggerate 
the degree of privatization. In June 1986, Mario Barreiro, deputy minister of energy "\ 
and state industry, said that only 26 companies had been sold and 45 remained on 

2. Mexico: Main Economic Issues, Secretariade Hacienda Y Credito Publico, September 1986. 

3. Ibid. 
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the auction block. More recently the Center for Economic Study of the Private 
Sector (CEESP), an organ of the Business Coordination Council (the umbrella 
organization for most of the major Mexican business organizations), released figures 
showing that 96 enterprises had been approved for sale, of which 72 had actually 
been sold. 1 • - ---

No list. In a recent report on Mexican government efforts to reduce the size 
of the public sector, CEESP states that "a major difficulty in assessing these efforts 
is the lack of a definitive list of the parastatals." Although the Mexican government 
has reduced the number of parastatals, the CEESP report notes that the number of 
those controlled by one department, Gobernacion (the Ministry of the Interior), 
actually increased from 26 in 1977 to 64 in 1985. The CEESP report does not 
name any parastatals that have been privatized, but only lists numbers of firms. 4 

. 0: 
As CEESP noted, the most suspicious aspect of the Mexican privatization 

program is the absence of a list of RUblic sector enterprises and a list of those \ \ 
comparues actually solc:r.-7ne few privatized companies that can be identifie~ , 
include the Nac10nal Irotelera diam ofrive-star notels, Vehiculos Automotores 
N!exicanos (v'AM)ano- Renaultofrvfexico(both sold to Renault ofFrance), an : 
apparent y profirable softdh~:tiks manufacturing company, Gard-Crespo, and the \ 1 

bicycle factory. Th_§ Mexican government Eaid Renault some . $200 million to take 
over_Yh.i\1 and assume its debTs:-Renatiff Th-enclose·d . VAM down. This is not . 
really privatization: 

Still Part of State. Some enterprises, including the bicycle factory, have been 
sold to the so-called "social sector," namely unions, which in Mexico are very much 
part of the ruling machine. Meanwhile, state-owned enterprises have sold minority 
shareholdings. For example, Diesel Navastar, a large Mexican state concern which 
makes trucks, has sold 5 percent of its stock to the U.S. company Navastar. A 
maJonty remams state-owne . 

It is difficult to assess Mexico's privatization program without knowing the 
names of the companies privatized, let alone their size and asset value. The 
Mexican Embassy in Washington cannot provide such a list, nor can the World 
Bank, the U.S. Treasury, the International Monetary Fund, or any other of the 
institutions arranging billion dollar loans to Mexico supposedly conditional on the 
fulfillment of such policy reforms as privatization. 

In summer 1986, the Mexican government said it was going to produce a list of 
companies that it would not privatize, all others being up for sale or subject to 
merger or dissolution. This list has yet to appear. It is thought that many public 
sector enterprises are lobbying hard for inclusion on the list. The government's 
economic policy statement. for 1987 promises that "the state will withdraw from the 
branches of chemicals, textiles, pharmaceuticals, and secondary petrochemicals, whose 
promotion no longer requires the presence of the state."5 

4. Avances en la Racionalizacion de la Participacion de/ Gobiemo en la Economia Mexicana, CEESP, 
March 1987. 

5. Larry Rohter, "Divestment Efforts in Mexico Debated," 171e New York Times, April 13, 1987. 
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Most recently, the government annauoced the sale of Mexicana de Aviacion, 
one of two state-owned alrlmes. However, the announcement of Mexicana's sale has 
been made twice before by ministers. (Indeed in February 1986, Planning Minister 
Salinas stated that the privatization of Mexicana was "a fact"). Recently, a formal 
deadline of June 30, 1987, was set for bids on the government's 60 percent stake in 
the airline. 'lbe ailing airline, which has now been on the auction block for two 
years, 1s still in government hands. Unlike Aeromexico, the traditional flag carrier, 
Mexicana was privately owned until 1982 when it was acquired by the government 
as part of a financial bailout. It has foreign debts of $400 million and currently runs 
at a loss. It remains to be seen whether it will actually be sold. 

SEU.lNG MINORITY SHAREHOIDINGS IN BANKS 

6th, the Mexican overnment sold minori shareholdin s in two 
nation 12e , ancomer an anamex, Mexico's largest banks. Mexico's pnvate 
oanks were expropriated by presidential decree on September 1, 1982, in a dramatic 
final act of the outgoing President Jose Lopez Portillo. When Miguel da la Madrid 
assumed office three months later he resisted pressure for reversing the 
expropriation, but promised to sell minority shareholdings in the banks back to the 
private sector. No private investor was to be allowed to buy more than 1 percent 
of any bank's stock. Instead of privatizing a minority stake . in each bank, business 
leaders had unsuccessfully urged that a third of Mexico's banks should be privatized 
in full. · 

Political Patronage. Some ercent o~s shares were sold for 38 
billion pesos ( about $38 rm 10n and 34 percent o aname s are were solafor:=_ 
40 billion pesos. Both sets ofsnares were so a w mar et pnces to a 
restricted ana politically favored group of customers and employees. Twelve percent 
Qf Banamex stock was reserved for em lo ees and 17 percent was so@ to a select --
list of Banamex clients. This politically chosen list was reportedly weighted toward 
usmessmen m t e provinces. The price of the shares shot up as soon as they 

began trading, giving gains of between 200 and 300 percent to those who were able 
to buy shares. Some criticized the sales as politically motivated giveaways. "This 1s 
a high-tech version of traditional PRI patronage," said one stockbroker. 

_ was sold. As with the Banamex an ancomer issues, the stock was 
1s n u e almost solely c!..mong_ employees and clients. As with the previous sales, 

the Serfin placing was in the form of a new ·capital issue of share certificates, 
known as Certificados de Aportacion Patrimonal ( CAPs ). These totalled some 27 
billion pesos ($25.4 million). Reflecting criticism of the giveaway nature of the 
Bafram~x and Bancom_er sales, t~; re~ shares were priced higher. But investors 
were st1ll able to realize an .appr cab profit. 

These partial privatizations reveal the government's strong resistance to selling 
more than a minority of its shareholding. It seems clear that the state will not give 
up its controlling interest, despite the strong demands of the Mexican private sector 
for full privatization. 
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TIIE ROI.E OF DEBT-EQUITY SWAPS 

Although most of the enterprises that were privatized were sold to the 
Mexican private sector, one or two were apparently sold to foreign firms, minty 
thrQ_u~ debt-equity_ swaps:_ According to the data of the Secretariat of Finance and 
Public Deot, would-be foreign investors buy Mexican corporate debt at 62 to 64 
percent of face value, and the government accepts these at 85 to 88 percent of face 
value when converting into equity . 

( 
7

,:-~ .- ·;;-; The debt-equity swaps authorized in 1986 and the first quarter of 1987 
: ' included: 

Motor industry 
Tourism 
Capital goods 

Anthoru:ed Mexican Debt-E.quity S~ by Sector 
( millions of U.S. dollars) 

1986 1987 
1st Qtr 

449.6 20.3 
189.2 145.0 
98.2 102.2 
47.1 54.8 "Maquiladoras"* 

Chemical/pharmaceutical 59.9 16.8 
Electronics 9.1 19.7 
Agribusiness 26.4 1.4 
Textiles/ shoes 0.8 20.0 
Others 156.1 96.9 

Total 1,037.0 477.1 

*The "maquiladora" program involves the assembly of goods in Mexico from 
imported components and their duty free re-export . 

. Toe Mexican go.vernment has announced that it intends to limit swap deals to 
$100 million monthly, with a ceiling of $1.5 billion to $1.8 billion for the year. 
This is much lower than some U.S. bankers had hoped. Many had thought that 
some $20 billion of Mexican debt could be retired in this manner. Thus the 
Mexican program is much more limited than that of Chile, which expects swaps to 
reduce its public commercial debt from $13 billion today to $8 billion in four years. 
Citicorp, which recently announced its intention to convert billions of dollars of debt 
into equity, is expected to take on a major role in Mexican debt-equity swaps. 
According to Citicorp sources, it currently is preparing proposals to convert loans to 
equity shares in twelve Mexican companies, including two state enterprises. Of 
course, the Mexican swaps' potential is also restricted by strict limitations on foreign 
ownership in many sectors of the economy. 

6. National Foreign Investments Commission. Quoted in David Gardner, "Bankers Rush for Mexican 
Equity," Financial Times, June 2, 1987. 
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PRIVATIZATION FAILEN SHORT 

To focus solely on the reduction in the total number of Mexican parastatals 1s 
misleading. Many of the privatized 1parastatals are very small. Some were just 
bankrupt shells of companies which existed only on paper. A substantial portion of 
them became state-owned by default, being in the portfolios of the banks that were 
nationalized. In fact, the sales in the first two phases of parastatal reduction 
account for far less than 1 percent of the total parastatal sector. 

Huge Companies Remain. The biggest parastatals remain untouched. Among 
them are CONOSUPO, the agricultural marketing board, CFE, the federal electric 
company, and Fertimex, the fertilizer company. These companies are huge. · 
CONOSUPO includes 18,000 retail stores, 32 manufacturing and food-processing 
plants, and 70 percent of the country's · food storage space. These three, together 
with three other large state companies, the state sugar, steel, and railway 
corporations, account for more than 20 percent of the total public sector deficit. 

The fertilizer, food, electricity, and steel companies were required to sell · their 
products at low, unsubsidized prices, adding to the operating losses resulting from 
inefficiency and misallocation of resources. According to Jorge Tamayo, coordinator 
general of audits at the Mexican Comptroller General's office, which oversees state 
companies, "It is impossible for a state company to be profitable if it is asked to 
supply at a subsidy, cannot raise its prices and must generate jobs and expand 
services." 

Many of the enterprises that have been removed from the federal government's 
books, moreover, have not been genuinely privatized. They have been merged with 
other parastatals, transferred to local governments, or closed. Closure of a loss
making enterprise is a positive move, but most of the companies existed on paper 
only. The only significant enterprise to be closed down was the Funditora 
Monterrey steel mill, with the loss of 9,000 jobs. (In 1985 its operating expenses 
were $414 million and sales were $185 million.) 

Varying ~ents. Commentators are divided as to the sincerity and extent 
of the de la Madrid government commitment to privatization. On the one hand, 
Planning Minister Salinas sees a fundamental change in policy. 'The government in 
Mexico will continue servicing the strategic areas through sole ownership and 
control," he said. "In others, we will stimulate strongly the participation of society 
in the process of development. This is a strong and important historical change 
that we are witnessing at the closing of the 20th Century." This is echoed by 
business leader Claudio Gonzalez. He sees "indications that we are moving in the 
right direction away from as much state intervention as we've had in the past. 
However, obviously we would like to see it move as fast as possible, because we 
really don't have any time to lose right now." 

On the other hand, Jeno Malatinsky, a World Bank economist, doubts that the 
government intends to go far with privatization. He cautions: 'The government 
does not want a sizeable reduction of the parastatal sector .... What it probably wants 
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is to streamline the parastatal sector."7 Other observers are even less impressed. 
Luis Pazos, professor of economics in the Faculty of Law of the National 
Autonomous Mexican University, says that the announced sale of some state-owned 
enterprises "do~s not imply a fundamental change in the government's socialist 
tendencies. They represent a small proportion of the public sector and many of 
them will be sold to the so-called 'social sector,' that is businesses run by trade 
union leaders.118 

Mexican Propaganda. Daniel James, who heads the United States-Mexico 
Institute in Washington, D.C., stresses that no basic industries have been privatized. 
He also warns that caution should be used regarding the Mexican government's 
statistics on privatization. He criticizes the U.S. government and international 
institutions for lending credibility to the Mexican government's statements: "The 
[Reagan] administration has been acting as handmaidens to Mexican propaganda-
helping convince people that Mexico is going ahead with an economic reform 
program when in fact it is not.•'9 . 

One possibility is that the U.S. and international financial institutions are 
aware that nothing much is happening in Mexico, but have mutually agreed to 
suspend disbelief. They apparently feel that the change in Mexican rhetoric toward 
reduction of state power is such a positive change that it warrants the 
encouragement provided by new foreign loans. 

Expropriation Danger. An important obstacle to privatization in Mexico is the 
insecure nature of private property and · danger of expropriation. President Lopez 
Portillo's 1982 expropriation of the banks was unconstitutional and illegal. He 
should have sought the approval of Mexico's Congress first, even if it is a rubber
stamp for PRI decisions. But the former bank owners were unable to find a judge 
willing to grant an injunction restraining the seizure, and Congress ratified the 
expropriation ex-post-facto. The ability of the Mexican President suddenly to 
expropriate a company does not encourage foreign investor confidence. 

An important feature of the Mexican privatization program is its lack of 
transparency. The public does not know when privatization has happened or what 
has happened. Negotiations are carried out in secret. Successful purchasers are 
announced after the sale. Such lack of openness may be partially due to desire to 
avoid prompting leftist opposition, but is more likely part of keeping the privatized 
companies "in the family" by sale to PRI supporters at low prices. 

It seems that the only significant privatization to date has been that of the 
Nationa_l H-9J:.~era hotel diain, a fairly large company that had always been owned 

7. "Information Received from Mexican Government Officials on Issues of Parastatal Industry and 
Increased Role of Domestic and Foreign Capital," IFC office memo of April 30, 1986 by Jeno 
Malatinsky. 

8. Luis Pazos, "The False Austerity Policies of the Mexican Government," Journal of Economic 
Growth, Vol. 1, No. 1, 1986. 

9. Telephone interview with Daniel James. 
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by the . government. If the Mexicana airline is actually sold, it will be the second 
significant privatization. 

Despite these meager results, the Mexican privatization is succeeding 
extraordinarily in public relations terms. The Mexican government has convinced 
many foreign observers that it is making progress in privatization. That this is not 
true is indicated by the continuing increase in the size of the public sector payroll 
in Mexico in both absolute and relative terms, in the public sector as a whole, and 
in government-owned industry. 

FUTIJRE DIRECI1ONS FOR MEXICAN PRIVATIZATION 

Privatization could become a very important factor in Mexico. Reducing the 
role of the inefficient state bureaucracy and encouraging entrepreneurship are 
measures vital to Mexico's economic regeneration . . Perhaps most important, 
privatization provides a means whereby the wealth of Mexico can be transferred 
from the hands of the few into those of the many. Capital could be spread among 
ordinary Mexicans, who could for the first time be given an opportunity to own a 
stake in their country's future. 

"Popular Capitalism • In countries r,rhere privatization has worked best and 
proved most popular--Britain, France, and., Malaysia~-great efforts have been made to 
increase the number of individual shareholders and create a capital-owning 
democracy. In Britain, the percentage of the-population owning stock has increased 
from 5 to 20 percent. This approach, known as "popular capitalism," is ideally 
suited to Mexico, where there is great national pride and a fear of foreign 
ownership. 

A first step, which would signal genuine willingness to privatize on the part of 
the Mexican government, would be the sale of majority stockholdings in the 
commercial banks. The full privatization of these banks is the top priority of the 
Mexican private sector. 

The Mexican privatization program could then be widened by selling profitable 
smaller state-owned companies to the Mexican public through stock offerings. Next 
could come stock market flotation of such large basic industries as the government 
fertilizer monopoly, the state steel holdings, and the oil industry. Limitations on 
foreign ownership could be imposed, as they have been in many other countries' 
privatization programs. Employee buyouts of smaller enterprises should also be 
encouraged. 

CONCLUSION: MEXICO'S PRIVATIZATION AND 11-IE U.S. 

The role of the U.S. and international financial institutions in encouraging 
privatization in Mexico so far has been minimal. Despite their rhetorical 
commitment to privatization in Mexico, neither the U.S. Treasury, the' World Bank, 
the IMF, nor the State Department seem to be monitoring what the Mexican 
government is doing. None of these institutions could produ_ce a list of enterprises 

----



- 11 -

privatized in Mexico. These institutions seem to rely almost solely on the Mexican 
government for their information. 

The essence of the Baker Plan, devised by U.S. Treasury Secretary James 
Baker, is to ensure that policy reforms are carried out in return for further lending. 
In the case of Mexico, reforms so far have been primarily empty rhetoric. If the 
U.S. remains serious about its commitment to the Baker Plan, then Washington 
must take a number of actions. Among them: 

♦♦ No further U.S. loans should be made to Mexico until the Mexican 
government commits itself to openness and honesty in revealing what it is doing, m 
terms of providing full information as to what measures it is taking and then 
ensuring that those measures are taken in a fair and open manner. Example: state 
enterprises should not be sold to political cronies secretly. 

♦♦ The U.S. should demand more substantive Mexican policy reforms if 
further U.S. loans are to be extended. Full privatization of the banks is obviously 
essential. Privatization must extend beyond a handful of minor enterprises. 

♦♦ Fewer loans should be extended to the Mexican public sector. These only 
make it easier for public sector inefficiencies to continue. As part of the recent 
$14 billion bailout of Mexico, the World Bank extended almost $1 billion in loans 
for the investment programs of Mexico's state-owned enterprises, including the state 
steel companies and the state fertilizer monopoly. Ironically, the World Bank's 
conditionality is that government subsidies to these enterprises be phased out. The 
Bank thereby strengthened the position of these ailing public enterprises at the very . 
time when it should have used its leverage to insist on their privatization.10 

♦♦ The U.S. must make greater efforts to convince the Mexican public, 
politicians, and other opinion makers that only the free market can ensure Mexico a 
prosperous, stable, and free future. Mexican politicians are still overly influenced by 
the large leftist "intelligencia" in Mexico, when in most of the rest of the world 
collectivist ideas are very much out of fashion and on the decline. This means that 
government and private institutions in the U.S. should do more to help the spread 
of the private sector message in Mexico. This does not imply direct U.S. 
propaganda, but rather support of and cooperation with those individuals and 
institutions in Mexico who favor market approaches. Seminars, reports on Mexican 
policy issues, provision of more free market material in Spanish, articles in Mexican 
newspapers and magazines on market issues--all the usual means of influencing 
public policy--should be deployed. 

♦♦ The U.S. should improve the quality of advice on privatization given to 
the Mexican government. Privatization is a political process above all, especially in 
Mexico. But practical advice on how to construct a politically popular privatization 
program does not seem to have been extended to Mexico. There are many experts 
with · experience in this field. They could provide invaluable assistance to the 
Mexican government. 

10. Melanie Tammen, "Deja Vu of Policy Failure: The New $14 Billion Mexican Debt Bailout," 
Heritage Foundation Backgrounder No. 588, June 25, 1987, p. 9. 
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The U.S. government, the World Banlc, and other international financial 
institutions so far have failed to persuade the Mexican government to undertake 
significant market economic reforms. Such privatization that has occurred is 
negligible. The 'continuing huge loans to Mexico serve only to avert a short-term 
crisis. 

A more statesmanlike approach would acknowledge that only substantive 
reforms of Mexico's corrupt, statist economic system will avert a debt crisis in the 
long run. Large-scale privatization is the primary means by which the health of the 
economy can be restored and economic power transferred from corrupt officials to 
the mass of Mexican citizens. Liberated from a suffocating and backward collectivist 
system, a stable and prosperous Mexico could join the rest of the North American 
continent in providing opportunity, wealth, and good social conditions for all its 
citizens. 

Prepared for The Heritage Foundation by 
Peter Young 

Executive Director 
Adam Smith Institute (USA) 
Washington, D.C. 
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION . 

OFFICE MEMORANDUM 
DATE: January 29, 1990 > 

TO: 

FROM: 

Mr. Paul Knotter, Division Chief, LA2TF 

Enriqne Meri;;b.~1ATTF 

EXTENSION: 30779 

SUBJECT: Mexico - Country Strategy Implementation Review 

1. The status of the four operations for which I am task manager is as 
follows: 

(a) 

(b) 

Public Enterprise Reform Loan (Loan 3086-ME) 
Overall progress to date is satisfactory. Disengagement of 
77 PEs has been completed during FY89; of these, 38 were 
privatized. An additional 170 PEs are already in the 
disengagement process. The regulations to the PE Law were 
issued on January 26, 1990, and Performance Agreements 
contracts have been signed with the five selected PEs. 
Budgetary transfers to PEs, however, are 20% above the agreed 
upon level for FY89. A detailed analysis of the above-budget 
allocations suggests that this may be satisfactory to the Bank . . 
Finally, regulations to the Procurement Law are expected to 
be issued during February 1990. Upon issuance of such 
regulations and a positive Bank management decision concerning 
the issue of budgetary transfers to PEs, all second tranche 
release conditions would have been met. 

Petrochemical Sector Strategy Study - ESW 
The objective is to provide a comprehensive analysis of the 
sector to: i) determine the worldwide competitiveness of the 
industry in its various segments versus major producers 
worldwide; and ii) provide an objective and solid basis for 
recommendations on the strategic direction of the petrochemical 
sector. The proposed study would focus on three main areas: 
(i) an assessment of Mexico's comparative advantage in 
petrochemical feedstock (natural gas and naphtha) production; 
(ii) building on the findings under point (i) and on a review 
of the industry structure, it would identify specific policy 
recommendations for the future development of the industry. 
Particular emphasis will be placed on issues related to the 
regulatory environment in areas of feedstock pricing, role of 
local and foreign private investment, technology promotion and 
intellectual property rights; and ( iii) it would determine what 
should be the role of the Government in the sector, 
particularly in regard to the production of a core group of 
upstream petrochemicals, either by itself or in various forms 



TO MR. PAUL KNOTTER 

( C) 

(d) 

EMendez/fb 

- 2 - January 31, 1990 

of cooperation with the private sector. A study proposal will 
be submitted to the Mexican authorities for consideration by 
mid-February. 

Parastatal Issues Study - ESW 
This study would provide an important input for the proposed 
Second Public Enterprise Reform Loan (PERL II). Emphasis would 
be on reviewing the experience with implementing PERL I and 
studying possible further measures in the following areas: 
i) deepening the actions undertaken to provide PEs with 
enhanced managerial and financial autonomy, particularly 
through the incorporation of a large share of the universe of 
PEs into the Performance Agreement Scheme; ii) improving the 
area of information flows within PEs and from PEs to central 
Government agencies; iii) following-up on findings of the 
ongoing study on investment evaluation for the public sector, 
possibly including the review of the investment program under 
criteria of economic efficiency and equity in the provision 
of services; and (iv) in close collaboration with the proposed 
industrial pollution control strategy study, assessing 
environmental issues related to selected large PEs, identifying 
corrective actions as deemed appropriate. 

Public Enterprise Reform II Project 
This proposed operation would build on the findings of the 
Parastatal Issues Study and, possibly, the Petrochemical study. 
It may also support further policy measures and investments 
in the fertilizer sector, and further progress in the 
disengagement process. The loan could include both quick 
disbursing and investment funding components. 
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October 26, 1989 

Re: Public Enterprise Reform Project, Loan No. 3086-ME 

Dear Mr. Ortiz: 

Thank you for the courtesies extended to the Bank mission headed 
by Mr. Mendez which visited Mexico between September 18-22 to review 
progress with the project. We are pleased to note the advances recorded in 
the mission's attached Aide Memoire of September 22, 1989, and would like 
to confirm the need for timely actions in the areas identified in the Aide 
Memoi e and its attachments. We are looking forward to working more 
clos e l y with NAFINSA in implementing the project. 

As we are fast approaching the November 30 target date for releas e 
of the loan's second tranche, there are a number of important matters which 
we would like to highlight: 

1. The mission was hampered in its effort to judge accurately the 
progress in the preparation of the Regulations of the PE Law 
by the fact that the third draft of the Regulations is still 
under discussion and was not made available to the mission for 
review. Issuance of satisfactory Regulations for the Public 
Enterprise Law will be crucial for second tranche release. We 
therefore trust that the Regulations as issued will reflect 
the important points, including those providing for budgetary 
and decision-making autonomy at the company level, which were 
agreed at loan negotiations. Since the impact of the 
simplified budgetary system to be applied in Public 
Enterprises operating under Performance Agreements will depend 
on the provisions of the new Regulations, we cannot 
overemphasize the importance which the Bank gives to this 
matter. 

2. We understand that there may be conflicts between the existing 
convenios deficit/superavit and the necessary autonomy to be 
provided to PEs under the proposed Performance Agreement 
scheme. Since five Public Enterprises will need to be 
operating under Performance Agreements before second tranche 
release, we trust that any such conflicts will be identified 
and resolved expeditiously. In a related matter, we are 
pleased to learn that the Unidad de Convenios de Desempeno has 
employed a foreign consultant with vast experience in the 
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crafting and i mp l ementation of pe rformance cont r ac t s to help 
prepare the initial Per f ormanc e Agr eements. 

3 . We not e that data f o r the second quarter (end-June) r evealed 
that bud ge tary transfers to Public Enterprises we re within 
loan targets. Since we will need to review similar data for 
the third quarter (end-September) before second-tranche 
release, I suggest that you forward the data to us as soon as 
it becomes available. 

We are reviewing the information furnished by you regarding: 
(i) simplification of the Integrated Information System employed by Public 
Enterprises; and (ii) the use of internationally-accepted accounting 
standards by Public Enterprises . We will provide our comments shortly. 

cc: Lie. Antonio Cervera 

Yo1rs sincerely, 

' ! 

Trade, Finan::i4t,L ustry Division 
Countr~ Depart ent II 

Latin America and the aribbean 

Director de Organismos Financieros Internacionales 
SHCP 
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Mexico, September 22, 1989 

MEXICO 
PUBLIC ENTERPRISE REFORM LOAN 

AIDE-MEMO IRE 

Introduction 

1. This Aide-Memoire summarizes the conclusions reached by the World 
Bank mission that visited Mexico between September 17-23, 1989 to supervise 
the status of the Public Enterprise Reform Loan. The mission consisted of 
Enrique Mendez (mission leader), Chris Barham, Mary Shirley and Javier 
Nogales (consultant). 

2. The mission found that progress in compliance with the legal 
covenants set for disbursement of the second tranche has been uneven (see 
Annex). While in the case of some actions compliance is expected in a 
reasonably short time, there are other areas where further action is needed 
to comply with the loan conditions. 

I. Actions Where Compliance is Expected in a Reasonably Short Time 

A. Implementation of the Disengagement Program 

3. Progress to date in implementing the disengagement program has 
been satisfactory: from January 1 to August 31, 1989, the disengagement 
process in 47 parastatals has been completed (of which 22 have been 
privatized) and 182 are in process of divestment. The value of sales 
between January and August 1989 totaled M$559,185 million. In addition, 
the universe of candidates for disengagement has been expanded with the 
addition of several major enterprises, including Telefonos de Mexico. 

B. CGF to be Empowered to Make Recommendations on the Creation of PEs and 
PE Subsidiaries 

4. The covenant has been complied with (CGF determined on July 10, 
1989 that any proposed creation of a PE has to be analyzed and determined 
by CGF). 

C. Performance Agreements and UDC 

5. The UDC is staffed and operating and the consultants are in the 
field working on the first contracts. However, it is not clear how 
conflicts between the performance agreement and other agreements and 
procedures will be resolved (see section on the regulations of the PE Law 
below). It was agreed that the consultants would specify where such 
conflicts might arise and recommend, where appropriate, options for 
corrective actions, particularly in the case of Convenios 
Deficit/Superavit. 
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D. Guidelines for the Elaboration of Sector Programs 

6. Satisfactory guidelines have been issued in the NDP and sector 
programs containing guidelines for PE corporate programs would be furnished 
to the Bank for review by November 30, 1989. 

E. Restrictions on Transfers to PEs for Operations and Investments in 
FY1989 to Levels Consistent with the Budget 

7. Overall transfers to date have been smaller than budgeted and are 
presently expected to remain at or below budgeted levels. 

F. Public Investment Evaluation, Programming and Budgeting 

8. Terms of reference 
programming procedures have 
incorporation of the Bank's 
track. 

for a study on public investment evaluation and 
been provided to the Bank, and with the 
comments, progress on this area would be on 

G. PE Pricing Policy 

9. While not a legal covenant under the loan agreement, PE pricing 
policy to date has been in accord with the spirit of the PERL. 
Specifically, the following actions have been taken: 

(a) Steel prices were liberalized in September 1989. 

(b) Fertilizer prices and those for ammonia and sulphur are 
being adjusted in accordance with a scheduled agreed with 
the Bank; and 

(c) Price adjustments in CONASUPO have been sufficient to keep 
1989 budgeted transfers within limits agreed with the Bank. 

II. Areas Where Further Action Is Needed 

A. Regulations of the PE Law 

10. The mission was hampered in its effort to judge the measures to 
increase autonomy by the fact that the draft regulations of the Law of 
Public Enterprises are still under discussion and hence not available to 
the mission for review. These regulations are envisaged in the project as 
pivotal to reducing undue government intervention in the parastatals. 
Based on a briefing on the content of the regulations, the mission is 
concerned that consensus has not yet been reached among the different 
government agencies on the degree of autonomy to be afforded the PEs in 
such basic areas as budget formulation and approval and decisions on 
hiring, firing and wages. 

11. The assessment at the time of negotiations, as stated in the 
President's Report, was that the overcentralized structure of budgeting and 
control bas limited the managerial and financial autonomy of PEs, leaving 
little incentive for management to improve performance. Current financial 
controls constrain management's ability to adjust to shifting macro-
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economic, sectoral and market conditions. Under current policies and 
pr~cedures, the annual operational budgets of the larger enterprises are 
LOrmulated at the ministerial level and the role of the PEs in this 
budgeting process has been limited. Furthermore, the rigidities of the 
system have made it hard for management to adapt their budgets to changing 
economic circumstances. 

12. The regulations to the PE Law were considered crucial to the 
success of the reforms agreed under the PERL since they would clarify key 
issues on which the PE Law is ambiguous. Furthermore, it was understood 
that when the PE Law entered into force with the issuance of the 
regulations, any conflicts with previous laws and regulations that were 
interventionist in nature would be resolved in favor of the PE Law since, 
according to the Third Transitory Article of the PE Law, "all provisions in 
opposition to the provisions of this Law are repealed." However, it has 
now been indicated to the mission that discrepancies among the various laws 
which define the framework for PE operations cannot be dealt with at the 
level of regulations to the PE Law. 

13. However, a main concern expressed by SPP officials is that central 
controls will need to be maintained as long as there are major difficulties 
in the macro-economic environment in order to ensure that fiscal and other 
macroeconomic goals are met. SPP indicated that it does not envisage, in 
the short-term, substantial reforms in budgeting procedures or in the 
management of decisions related to labor. Furthermore, it is SPP's view 
that it would be difficult to phase out the quarterly "Deficit/Superavit 
Convenios" by 1990. Because of their restrictive nature, these convenios 
conflict with the Performance Agreements envisaged under the Project. 

14. We believe that in the absence of reforms to the decision-making 
process, PE managers will not have sufficient degrees of freedom to control 
the main operational variables and, hence, could not be held accountable 
for results. This would, therefore, create the risk that the net effect of 
the effort to increase accountability through performance agreements and 
improvements in reporting, would be to reduce managerial flexibility even 
further, rather than increasing it. 

15. The process of granting greater autonomy to PE managers and BODs 
will require the issuance of satisfactory regulations that permit managers 
greater freedom in making key operating decisions without endangering 
government's macroeconomic targets. Such changes would be in accord with 
the anteproyecto of the PE Law, which was submitted to the Bank under the 
conditions of effectiveness of the PERL and which states: 

"La desregulaci6n hacia adentro del sector pQblico 
es un paso necesario tanto para elevar la 
productividad y mejorar los incentives en la 
empresa pQblica, como para profundizar la 
descentralizaci6n. Se eliminarAn obstAculos y 
prActicas obsoletas que impiden un mayor diriamismo 
de la empresa pQblica y una mejor actividad de la 
misma en el inter~or yen el exterior del pais". 

· "Las empresas pQblicas recibirAn el respaldo 
indispensable para que puedan cumplir con las 
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tareas encomendadas; para ello tambien se eliminara 
l a r eglamentaci6n excesiva a las que estan sujetas, 
para que no sean las instancias centrales las que 
pretendan administrarlas. Se les dotara de una 
verdadera autonomia de gesti6n a traves del 
fortalecimiento de sus 6rganos de gobierno tal y 
como lo plantea la ley respective, al tiempo que 
asumiran el compromiso de alcanzar una mayor 
autonomia financiera". 

16. The realization of these reforms will require the issuance of 
satisfactory regulations that permit managers greater freedom in making key 
operating decisions without endangering government's macroeconomic targets. 

17. Among the measures which appear not to be clearly reflected in the 
draft regulations and which are considered by the mission to be especially 
important in providing the necessary flexibility are the following: 

(a) PEs would take major responsibility for formulating their 
budgets within predetermined limits on allowable 
deficit/surplus, debt and transfers set by government; 

(b) PEs would have greater flexibility to transfer resources and 
shift line item expenditures; 

(c) the Government's main tool for monitoring performance would 
be its representation in the meetings of the Boards of 
Directors and the evaluation of performance under the 
Performance Agreements; 

(d) management would be free to negotiate and sign labor 
contracts as long as any wage increases were below levels 
set by government; 

(d) Deficit/Superavit Convenios would be replaced by Performance 
Agreements. 

18. In view of the above, the mission is concerned about the content 
of regulations and the pace of this aspect of the reform. 

B. Public Procurement Law Regulations 

19. The mission was assured that draft regulations will be submitted 
expeditiously for comments. Subsequently, prior to November 30, 1989, 
satisfactory regulations to the Procurement Law would be issued. 

C. Implementation Program 

(a) Use of Accounting and Auditing Rules by the PEs. A 
satisfactory program to assure the use of these rules was to 
have been submitted to the Bank by August 31, 1989. The 
Mexican delegation requested postponement of this dated 
covenant to October 3, 1989, which will be submitted for 
consideration by World Bank management; 
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(b ) In t eg rated Info rmation System for PE Planning and 
Eva l uatio~ . The Bank has been briefed on the system under 
considc~ ation and has been furnished with new information 
fo r mats for review. 

(C ) 

(d) 

Plan o f Action to Deregulate, Simplify and Expedite 
Budge tary Procedures and Practices. The Action Plan is 
still under preparation and, judging from the briefing given 
t o the mission, would be submitted to the Bank for review 
and issued before September 30, 1989. However, progress on 
d e r egulation of budgetary procedures is closely linked to 
the content of the regulations of the PE Law. In light of 
the status of that action, the mission is concerned about 
the content and implementation of this action as well. 

Other Actions under the Implementation Program. The status 
of these actions, some of which are delayed, is shown in the 
Annex. The mission will recommend to World Bank management 
the change in dated covenants for studies and actions that 
are delayed, as requested by the Mexican delegation and 
specified in the Annex . 
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AIDE-MEMOIRE: STATUS OF COMPLIANCE WITH LEGAL COVENANTS 

SCHEDULE 1 

Gua r an t ee Agreement 

1. That the Guarantor has made progress, satisfactory to the 
Bank, in the implementation of the PE Divestment Program. 

2. That the Guarantor has empowered CGF to make recommendations 
for the approval or rejection, on a case by case basis, of 
the creation of PEs and PE subsidiaries. 

3. That the Guarantor has i ssued revised regulations to its 
Public Procurement Law, providing procedures, satisfactory to 
the Bank, for the provision of -services by local and foreign 
suppliers and contractors. 

4. That the Guarantor has issued the PE Regulations 
substantially i n the form of the draft submitted pursuant to 
the provision of Section 6.01 of the Loan Agreement. 

5. That the Guarantor shal I have signed Performance Agreements 
with PEs acceptable to the Bank, and that such PEs are 
operat i ng under the Performance Agreement Plan. 

6. (a) That UCO is fully operating in accordance with the UCO 
mandate, and (b) that progress satisfactory to the Bank, has 
been made in the implementation of the UCO Plan. 

7. That the Guarantor has furnished evidence to the Bank that 
the National Development Plan of the Guarantor contains 
guidelines for the elaboration of sector programs and that 
such sector programs contain guidelines for PE corporate 
programs. 

8. That the Guarantor has made progress, satisfactory to the 
Bank, in restricting PE transfers during fiscal year 1989 to 
levels consistent with the total aggregate PE transfers 
contained in the Guarantor ' s budget for fiscal year 1989. 

9. That the Guarantor has made progress, satisfactory to the 
Bank, in carrying out the Implementation Program set forth in 
Schedule 2 to this Agreement . 

Progress as of Sept. 22 

Progress to date has been 
satisfatory. 

Covenant complied with. 

Progress to date indicates that 
the Bank would be furnished 
with revised regulations, in 
time for its review pr i or to 
November 30th. 

Refer to main text para 10 to 
18 . 

Progress to date satisfactory 
in light of progress on s i x 
below . 

Progress to date has been 
satisfactory. 

(a) National Plan - covenant 
has been complied with. 

(b) Evidence that the sector 
programs contain guidelines for 
PE corporate programs to be 
furnished to the Bank prior to 
November 30th. 

Progress during January - June, 
1989 has been satisfactory. 

(see below). 
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SCHEDULE 2 

I mplementation Program 

1. Compet i tive Environment 

1. Commence study, under terms of 
reference acceptable to the Bank: 

i) on the economic price of 
railway transportation in 
Mexico; and 

ii) on methods to contract, on a 

competitive basis, with private 
sector companies, services and 
activities which are currently 
being undertaken by selected 
PEs. 

iii) to reassess the role of govern
mental min i ng agencies in light 
of the reduced participation of 
PEs in the mining sector. 

2. PE Managerial and Financial 
Autonomy l Accountability 

1. Provide to the Bank, terms of 
reference, satisfactory to the Bank, 
to assess and improve, the financial 
management of selected PEs and 
propose remedial action, as needed . 

2. Furnish to the Bank ev i dence that a 

program, satisfactory to t he Bank, 
for the use by the PEs of the 
accounting and auditing rules, is 
included in the CFISP. 

3. Revision by CCF of the integrated 
information system to be fol lowed by 
the PEs in the provision of 
information for evaluation and 
planning by the Guarantor. 

July 31, 1989 

July 31, 1989 

October 31, 1989. 

July 31, 1989 

August 31, 1989. 

September 30, 1989. 

Progress as of Sept. 22 

Proposal for Management's 
Consideration: TORs to be 
furnished by Oct. 6 to the 
Bank for its review. 
Commence the study by Oct . 
31. 

Proposal for Management's 
Consideration: TORs to be 
furnished to the Bank, for 
review, by Oct. 6, 1989. 
Commence the study by Oct. 
31. 

Evidence of compliance to be 
sent to the Bank for review 
by Oct. 31. 

Proposal for Management's 
Consideration: Evidence of 
compliance to be sent to the 
Bank for review by Oct. 16. 

Proposal for Management's 
Consideration: Supporting 
evidence to be furnished to 
the Bank by October 6, 1989. 

Evidence of the degree of 
simplification of the 
information system has been 
furnished to the Bank for its 
review. 
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a) 

b) 

c) 

d) 

e) 

Furnish to the Bank, terms of 
reference, satisfactory to the 
Bank, for a study on public 
investments evaluation and 
multi-year investment programm
ing procedures by, or on behalf 
of, the Guarantor, including 
development of manuals, setting 
economic, financial and techni
cal criteria for sector specif
ic investments evaluation and 
establishing a centralized unit 
for monitoring such 
investments; 

Commence the carrying out of 
such study pursuant to such 
terms of reference. 

Complete such study pursuant to 
such terms of reference; and 

Provide to, and discuss with, 
the Bank, a plan or plans of 
action, acceptable to the Bank, 
to adopt measures to improve 
public investment evaluation 
and programming procedures. 

(i) monitor the implementation 
of its budgeting and payment 
procedures for externally fund
ed public investment projects; 
and (ii) exchange views with 
the Bank on the implementation 
of such procedures and on the 
measures to improve such 
procedures. 

5. Furnish to the Bank a plan of 
action, acceptable to the Bank, to 
deregulate, simplify and expedite 
the budgeting procedures and 
practices applicable to PEs under 
the Performance Agreement Plan. 

- 8 -

September 1, 1989. 

October 15, 1989. 

March 15, 1990, 

Apri I 15, 1990. 

August 31, 1989. 

September 30, 1989, 

a) Covenant complied with, 
provided the Bank's 
comments on the TORs have 
been fully incorporated. 

b) Not yet due. 

c) Not yet due. 

d) Not yet due. 

e) Agreed that this review 
would take place during a 
forthcoming Bank mission. 

Progress to date indicates 
that dated covenant would be 
met (see comments in para 19 
(c)). 
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INITIATING MEMORANDUM 

MEXICO: COUNTRY ECONOMIC MEMORANDUM 

PUBLIC ~OLICY AND PRIVATE SECTOR INCENTIVES: TOWARDS A NEW STRATEGY FOR 
ECONOMIC DEVELOPMENT 

INTRODUCTION ? 
1. Mexico has, over the past five years, by and large completed what 
amounts to a complete restructuring of its economy. Five years ago, 
international trade was fully quantity controlled, removing any threat of 
foreign competition to domestic producers. Domestically too most of the 
economy operated under restrictive government regulation. Since then, trade 
has been liberalized to such an extent that Mexico has become one of the most 
open economies in the world; and domestically, the two key linkage sectors in 
the economy, transport and telecommunications, either have been deregulated 
(transport) or are in the process of being deregulated on a tight time 
schedule (telecommunications). The financial sector, which had ceased its 
intermediary functions and was in effect operated as a source of public sector 
revenues as recentl as one year a o, has been completely been restructured. 
As the private sector incentive structure improved, the public sector 
increasingly withdrew from active involvement in the economy itself; in a 
still ongoing process of privatization, more than two thirds of all state 
enterprises have been shut down or spun off, while those that remain are 
increasingly run on a strict for-profit basis. 

2. The process of reform is by no means complete. Some sectors (such as 
agriculture) are only now beginning to be exposed to the new system of 
incentives; in others many problems of implementation remain, like in 
industry; while some (for example the foreign investment regime) have not been 
reformed in any fundamental way yet. Moreover, there still is a tension 
between the PECE, which, in an attempt to slow down absolute price increases, 
has introduced considerable relative price rigidity, and the reform process, 
which requires relative price flexibility. Thus much remains to be done. But 
it is fair to say that the main steps have been taken, and an irr;Y.Qcabl~ 
process of private sector oriented reform set in motion. This has changed the 
rules of the game for the private sector, of course. But by the same token, it 
has changed the role the public sector has to play in the economy. In many 
areas, it now has supportive role to play only, restricted to providing 
macroeconomic stability and a predictable and rational incentive structure for 
the private sector. In other areas, such as the environment, market forces 
cannot be relied upon to provide a socially acceptable outcome, calling for a 
more active role for the public sector. Thus a comprehensive review of the 
role of the public sector within this new, private sector based environment is 
called for. That is the focus of the proposed Country Economic Memorandum. 

3. Rationales for public sector policy fall under different categories, and 
the report will be subdivided accordingly (see Attachment I for the proposed 
table of contents of the report). First, benefits of microeconomic reforms 
will fall far short of their potential if there is no macroeconomic stability. 
While low current inflation is a necessary condition for macroeconomic 
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stability, it is by no means enough. Expectations of major policy changes in 
the foreseeable future have an equally disruptive effect on private sector 
resource allocation, predominantly because of the negative effect of policy 
uncertainty on private sector investment. Thus an analysis of macromanagement 
needs to focus not just on the current success of stabilization efforts but on 
their sustainability, and on measures the public sector can take to reduce its 
vulnerability both to actual shocks and private perceptions of potential 
shocks . This is the subject of part I of the proposed report Attachment I). 

4. Second, there are a number of areas where private sector activities 
within a competitive framework lead to inefficiencies and/or undesirable 
inequities. Some of these areas are conventional and not in need of further 
scrutiny (the standard public goods arguments for police protection, a 
judicial system or national defense). Others have either come to the 
foreground more recently, such as ~vi~orl,Il!ental ~~~~ms, or have taken on a 
new urgency, such as maintenance of public sector infrastructure. Failure to 
act in these areas may in the longer term -produceeconomic and social costs of 
such a magnitude that the survival of the entire reform process is at stake. 

5. An equally important threat to the long term success of Mexico's new 
development strategy is non-economic. It is an open issue whether the social 

.\½consensus behind this strategy can be maintained if the current and future 
\~i'rJ: ' benefits are shared as unequally as has history suggests they will be without 
~ , , xplicit policies to the contrary. 

)J 6. Comprehensive coverage of all areas of potential public sector policy 
would be too ambitious an agenda for the current study. We therefore single 
out what seem to be the most important issues for discussion in Part II of the 
proposed GEM (see Attachment I). First of all adequacy of public sector 
investment; public sector capital is important for sustainable growth both to 
stave off any bottle necks in the provision of publicly produced goods and 
because of its empirically demonstrated positive effect on private sector 
productivity. The report will assess both the latter effect in aggregate and, 
in a more micro oriented approach, assess public sector investment needs 
derived from stated targets in areas of education, transport, etc. 

7. But public sector policy plays a role beyond the provision of public 
goods. In major areas information asymmetries, widespread externalities and 
legitimate non-economic objectives provide a rationale for public involvement 
in the economy. In this report we want to highlight three: any remaining need 
for public sector involvement in the financial sector through the development 
banking systea; income inequality and poverty; environmental policy and 
economic growth. They are covered in turn in Part Ill-IV of the proposed GEM 
(Attachment I). In the following sections we discuss the main issues that 
will be addressed in each of the four main parts of the report discussed 
above. 

II. PUBLIC POLICY AND MACROECONOMIC STABILITY 

Without macroeconomic stability, private sector entrepreneurs may not 
exploit investment opportunities to the extent suggested by the excess of 
marginal productivity of capital over the cost of financing. This is because 
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capital once in place cannot practically be reoriented to other uses, while 
for example foreign exchange allows the investor continuing flexibility. Thus 
macroeconomic stability reduces the "option value" of liquid assets and makes 
capital accum~lation correspondingly more attractive. 

Macroeconomic stability requires first of all a fiscal program that, 
through its financing requirements, does not conflict with other macroeconomic 
targets. This will be the main focus of the next section . But future financing 
requirements and the restrictions on available financing derived from other 
macroeconomic targets are surrounded with a great deal of uncertainty; both 
actual shocks and private perceptions of inconsistencies even where there are 
none may derail even the best designed economic program. It thus becomes 
important to explore any opportunity there is of insuring against adverse 
events, so as to reduce the vulnerability of the economic program against 
unforeseen events. Of particular interest in this respect is a more active 
d~.!l§,ge.m.e.nt. Both structure and maturity of domestic , and if technically 
possible, of foreign debt, could be influenced so as to reduce vulnerability 
with respect to private exchange rate fears through high interest rates , and 
with respect of changes in the external terms of trade. This will be explored 
further in the report . 

II.l Macroeconomic Consistency . 

Since the 1982 debt crisis, Mexico has run large non-interest current 
account surpluses in order to service foreign debt . In spite of the large 
transfers abroad, foreign debt has continued to grow, at least until 1987 , 
largely due to high foreign interest rates and to massive capital flight (CF) . 
The domestic burden of foreign debt servicing has also been aggravated by 
large real peso devaluations and high domestic real interest rates required 
for high trade surpluses . However , the 1989 foreign debt reduction agreement 
with commercial banks , which along with the deepening of ongoing structural 
reforms contributed to stop and partially reverse capital flight, permitted 
avoiding further increases in foreign debt. 

The projected resumption of economic growth in the 199Os , some of which 
has already been observed in 1989, requires a smaller resource transfer 
abroad, i.e. , a smaller non-interest current account surplus (NICA), in order 
to finance higher investment levels. The issue, though, is to achieve that 
while restoring creditworthiness through falling debt-ou i.e., ~• 
without faster than what output can For that , the growth-

interest on d xceed the non-interest 
bt ratio lus the DFI-debt rati . Regain J-e,,,,r, 

creditworthiness also requires tat cap a tis not reignited; otherwise 
foreign debt growth will just end up financing asset accumulation abroad . 

To back the macroeconomic consistency outlined above, economic 
liberalization, structural reforms and fiscal austerity should all continue. 
Otherwise, lack of confidence in the economy would prompt capital flight and 
lower DFI, thus, aggravating the debt problem and hampering economic growth . 
While fiscal austerity should remain at the core of price stabilization, it 
cannot, on its own, ensure the resumption of economic growth. If confidence 
in the other ongoing reforms is eroded, higher domestic interest rates could 



virtually undo any fiscal effort, and t:us even compromise the stabiliza ~ 
objective. Through similar mechanisms, fears about fiscal consistency:i:~d 
become a self-fulfilling prophecy. Besides, fears of lack of endurance of 
structural reforms and fiscal consistency could also cause a further real peso 
depreciation Mhich, in turn, will worsen foreign creditworthiness, e.g., the 

(vO cklbt,outiU,lt ratio_;.. This could be another self-fulfilling prophecy. -

An important objective of the CEM would be to assess areas of weakness 
towards achieving: a) fiscal consistency with inflation and financial targets; 
b) the levels of NICA, DFI and CF at which output growth are consistent with 
improved creditworthiness; and c) the level of investment including DFI 
required for desired growth. 

II.2 Macroeconomic Determinants of the Primary Deficit. 

While the primary fiscal surplus/deficit is often regarded as a fully 
exogenous policy tool of the government it may actually not be since both (tax 
and non-tax) revenue and (current and capital) expenditure are bound to vary 
with the cycle and, possibly, with inflation and exchange rates. A deep 
examination of the macroeconomic determinants of public revenue and public 
spending, in particular, the cycle, inflation and exchange rates, is thus very 
useful to assess the fiscal impact of alternative macroeconomic scenarios, 
and, thus, be able to carry out a more refined analysis of fiscal and 
macroeconomic consistency . 

It is widely accepted that both tax and non-tax revenue tend to be 
positively associated with the level of economic activity. However, more 
specific knowledge about income elasticities of different taxes is still 
lacking. The impact of inflation on revenue is more elusive as lags in 
collection (which tend to erode tax bases) can be offset by taxes with 
negative lags (corporate income taxes are paid in advance) or by a fiscal drag 
effect (inflation tends to raise the average tax rate of progressive taxes). 
Neither is the impact of exchange rates on revenue clear: while a more 
devalued exchange rate is bound to raise revenue from public firms in the 
tradable sector, it could also depress tax revenue from non-tradable 
activities. 

The relationship between public expenditure and the economic cycle also 
varies by category of spending: while social security activities tend to be 
counter-cyclical, maintenance and infrastructure are more likely to be pro
cyclical. The impact of inflation on real public spending is more sensitive 
to institutional arrangements, e.g., under the Pacto some nominal public 
tariffs have to remain fixed, although discrete adjustments tend to compensate / + 

for that. Finally, real peso devaluations are bound to lower real public)~~ 
expenditure due to their adverse effect on real wages. ~i£!&•.J_A 

,9r rr~!'e~ 

In short, it is worthwhile to evaluate empirically the nature of the ~ols 
linkages between income, inflation, and exchange rates, on one hand, and the 
main categories of public (non-financial) expenditure and revenue, on the 
other, and, whenever possible, to estimate the magnitude of the corresponding 
parameters. 
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II.3 Domestic Interest Rates and Public Debt Service. 

The other crucial, and more volatile, endogenous component of the 
fiscal deficit is debt service, particularly, the domestic debt service 

domestic public debt is less than i blic debt due 

payments are estim e an tw ce the level o oreign 
interest payment (or roughly four times the level of foreign debt real 
interest payments). Thus, a better understanding of the macroeconomic factors 
underlying the high levels of domestic interest rates and, in particular, of 
public debt interest rates, is called for. 

An assessment of whether it is exchange rate risk, inflation risk and/or 
other types of financial risk (e . g . , taxes or outright partial confiscation), 
or high demand for savings (coupled with imperfect capital mobility), that 
explains high interest rates is of crucial importance for finding a proper 
course of action . For example, if inflation uncertainty is the main 
underlying force driving interest rates up, inflation-indexed debt could be a 
solution. On the other hand, if exchange rate risk is the critical factor, 
domestic debt denomin%ed in foreign currencies could provide a solution or, 
otherwise, a correctiQAlil.,- devaluation might do the job. However, if high . 
interest rates stem from fears of government insolvency there is little that. ~o-.... 
financial engineering or, for tQa~matt~r, a devaluation can do. s,.,.,,.,.r~, ~ 

ok-T~ .-i~ v,,_,u;r~ ~ 
With imperfect ca ·tal mobility the magnitude of government debt ~F 

becomes, per se, a f c r of high interest rates. Though the stock of flight 
capital is large, low substitutability between domestic and foreign assets 
(particularly, in the wake of the foreign credit constraint), could imply 
imperfect capital mobility . In this case, domestic debt reduction (e . g . , 
substitution by new foreign debt) or mobilization of private domestic savings 
are the obvious courses of action to follow. 

A better understanding of domestic interest rate determination is thus 
a first step prior to more specific policy recommendations. Knowledge about 
the substitutability between domestic and foreign assets, the interest 
elasticity of domestic savings, and identification of the kind of risks that 
may be pushing interest rates up may be o~h. But even discriminating 
between some of the above mentioned hypotheses wou~e useful for the policy 
design process. -fiie:, r.sJ 1N5:f,c,, 

II.4 Public Debt Management 

The relatively large burden of domestic public debt, as well as the 
recent completion of the foreign debt deal with commercial banks, suggests 
that the emphasis of public debt management has now to be put on domestic 
debt. As mentioned in point 3 above much of what can be done hinges on the 
nature of the factors behind high domestic real interest rates. However, even 
with scarce knowledge of these factors an analysis of domestic public debt 
management as such could still lead to very useful policy recommendations. 
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Apart from the measurement of consolidated domestic debt of the 
financial and non-financial public sectors, the issues at stake are: 

i) the maturity structure (which provides a measure of volatility); , 

ii) the level of indexation (which implies a tradeoff between inflationary 
taxation and low cost insurance against unexpected inflation); 

iii) the implicit collateralization (implicit collateralization of domestic 
debt instruments may not minimize the average cost of debt, besides 
differential collateralization may serve other purposes); 

iv) the mix and substitutability of domestic and foreign public debt 
(substitution, if feasible, is clearly cost efficient; arbitrage is also 
relevant to assess the impact of foreign interest rates and secondary market 
debt discounts on domestic interest rates); 

v) the mix between domestic and foreign currency domestic debt (again the 
cost efficiency argument complemented by the exchange rate risk pointed out 
above); 

vi) the interest elasticity of demand for public debt (crucial to assess the 
level of debt at which the risk of monetization or confiscation grows 
explosively). 

Several issues on foreign public debt management that have still not 
received enough attention and merit more consideration, particularly after the 
recent deal has virtually exhausted the scope for future voluntary debt 
reduction, are: 

i) the currency composition of debt (as a way to hedge against cross
currency and/or commodity price fluctuations); 

ii) the interest rate structure (fixed versus flexible, could be relevant 
depending on the relationship between nominal interest rates and Mexico's 
foreign currency earnings); 

iii) the maturity structure, particularly of bilateral and multilateral debt. 

III. Selected Issues of Public Expenditure 

111.1 Introduction 

This section will focus on selected public expenditure issues. 
Specifically, the report would focus on changes since 1982 in the real size 
and composition of the public investment budget, and, as time and resources 
permit, on key categories of current expenditure, notably the public sector 
wage bill. The report would analyze the extent~to which reductions and 
reallocations within these key expenditure cat gories are sustainable from the 
standpoints of: ~ 

~~ 
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(a) the investment needs of an economy now open to international trade 
and expected to sustain moderately high growth rates; 

(b) the postponed needs generated by a deteriorating environment; and 

(c) the need to rebuild human capital through improved social services, 
particularly, health, nutrition, and education, targeted on the poorest. 

Specifically, the report would: 

(a) document the pattern of expenditure reductions which have occurred 
since 1982, notably the sharp reductions in real civil servant wages, in 
transfers to public enterprises, and inlublic investment; 

(b) examine the repercussions of these reductions for the future 
efficient functioning of public sector programs intended to bolster private 
sector growth, alleviate poverty, maintain public order, and address basic 
social and environmental needs. 

(c) within the constraints of the resources likely to be available to 
finance spending, propose strategies for reordering public spending to meet 
the above-mentioned needs. 

This section would draw upon the work of other components of the 
economic mission, notably the assessments of poverty alleviation and regional 
policy, and the environment, from the estimates of the budgetary constraint 
emerging from the macro-policy consistency analysis, as well as from the 
expertise of the SODs in specific sector spending needs. A draft report would 
be readied for presentation to the Government in July. 

III.2 Public Spending for Infrastructure, Improved Social Services, and 
the Environment 

Since 1982, public expenditures, excluding payments of interest on the 
public debt, have been reduced by 36% in real terms. Real investment 
expenditures were cut more deeply than current expenditures, posing the risk 
that infrastructural bottlenecks in areas such as roads, communication, urban 
services, and skilled manpower availability could constrain future growth 
potential. Additionally, the sharp cutbacks in public expenditures for social 
programs have threatened some of the gains achieved during the seventies in 
reducing illiteracy, infant mortality, and nutrition. In the environment, the 
cumulative effects of past growth, combined with generations of public 
indifference about ecological issues, has resulted in severe degradation of 
Mexico's air, soil, water, and forestry resources. 

In recent years, two successive administrations have sought to soften 
the blow of reductions in social expenditures. Global consumer subsidie.s for 
basic food items have been replaced by less expensive, but more targeted 
subsidies to the poor. Just this year, a new National Solidarity Program has 
set aside US$400 million to coordinate the activities of existing agencies and 
provide limited additional budgetary support for productive agriculture, 
infrastructure, and social programs in Mexico's ten poorest states. Given the 
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severe fiscal constraints at present, rebuilding roads, bridges , and other 
infrastructure is being undertaken in limited ways, mainly by shifting 
resources at the margin away from support of activities such as 
telecommunicafion. Nevertheless, the restoration of sustainable growth will 
require, in all likelihood, a gradual and moderate increase in the real level 
of public investment over the next few years. Subject to revised findings of 

1 
.J.,--1 

the mission, it would appear that the most urgent priorities at present are in )~.~ 
the agriculture, environmental, transport, energy, and social sectors. / (;z,,H: 

A shift in public spending policy in the FY90 budget should also be 
mentioned . In the FY90 budget, overall spending is projected to increase by 
4 . 7%, much of which will be channeled into increased investment. The latter is 
projected to rise 14% in real terms. Major beneficiaries will be agriculture 
and the social sectors, particularly rural infrastructure, primary health care 
and education, and nutrition programs . 

III . 3 Issues Surrounding the Allocation of Public Spending for Growth in an 
Open Economy 

As mentioned above, basic infrastructure has deteriorated to the extent 
that it poses potential bottlenecks to growth . Moreover , the opening of the 
economy may require the Government to alter significantly its priorities for 
rehabilitation, reconstruction, and new investment. Among the issues to be 
considered by the mission are : 

- -what does the private sector consider to be the most critical 
infrastructural bottlenecks to be removed? 

--to what extent should public spending be shifted from the financing of 
new investments to the rehabilitation of existing structures and increased 
allocations for maintenance? 

--how does the public sector currently identify and prioritize 
investment proposals? 

--what are the implications of the presently approved investment budget 
for long-term current and capital outlays, and how compatible are they with 
the likely "envelope" of projected medium-term public finance within a 
framework of price stability and growth? 

-- will the planned and already completed privatization of public 
enterprises free up significant resources within the projected current and 
capital budgets? 

- - is the current structure of manning and compensation in the public 
sector adequate for attracting and retaining the staff needed to manage future 
investment and maintenance programs? 

IV. The Financial system and the Public Sector 

IV . l The Evolving Role of Mexican Development Banks and Trust Funds 
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1. Developments banks have a long history in Mexico . They grew 
rapidly when controls precluded commercial banks from lending and they funded 
favored segments of the economy at cheap rates. The reforms in Mexico's 
financial sy~tem, supported by the recent World Bank's Financial Sector 
Adjustment Loan (FSAL), have largely lifted the needless constraints on 
commercial banks . The question now is what role, if any, development banks 
should have in Mexico and this part of the report will seek to answer this . 

2. This Section will be organized in three sections : the situation 
before and the changes under the FSAL are reviewed in part I . The possible 
roles of development banks and trust funds in general are outlined in part II , 
and the specific roles for the major Mexican development banks and trusts are 
in section III. 

IV . 2 Mexican Banking before and FSAL Reforms 

3. Mexico had an extremely distorted financial system before October 
1988 with a patchwork of regulations and controls imposed over the years to 
try and influence disparate economic activities. The external debt crisis in 
1982 required the large, but now shrinking, budget deficit to be funded 
domestically, and commercial banks were forced to fund part of it at 
non-market rates ; but the problems in Mexico's financial system did not arise 
from the budget deficit alone . Over-regulation of commercial banks through 
interest rate controls, credit limits and forced lending schemes implicitly 
taxed commercial banks, causing the private sector to turn to less regulated 
intermediaries. Brokerage firms, acting through the mutual funds they 
managed, became important intermediaries. Commercial banks sought to retain 
their business by moving many transactions off their balance sheets with the 
authorities' tacit approval. Such attempts at circumventing misguided 
controls subverted prudential regulations. 

4. When discussions on the FSAL began in October 1988, the main issues in 
Mexico's financial system were: (1) extremely limited and misallocated 
commercial banking credit to the private sector ; (2) inefficient financial 
intermediation and insufficient price competition because of deposit rate 
controls ; (3) unclear roles for development banks and trust funds and an 
inadequate control of subsidies and transfers; and (4) inadequate supervision 
and prudential regulations of banks and brokers. The Mexican authorities have 
begun reforming the financial system, beginning with the commercial banks. 
These banks ..-~ate commercially despite being 66% government owned . 

5 . The Government began tackling these problems after discussions with the 
Bank began in October 1988 . The timing was propitious . Many forced lending 
schemes were pegged to a commercial bank deposit rate index which lagged the 
rapid decline in market rates. This unusual, albeit temporary, interest rate 
structure converted the effective wtaxw on commercial bank intermediation 
which the controls implied, into an unintended but substantial subsidy (about 
4.9% of commercial banking assets, or 2% of GDP) which the government could 
ill afford. By eliminating the controls on commercial banks, the government 
could reduce its borrowing costs immediately while simultaneously ridding 
commercial banks of what would normally have been an onerous tax (of about 
2.2% of commercial banking assets or 0.9% of GDP) . 
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6. These changes were made in two steps. In the first step, commercial 
banks were essentially allowed to gather uncontrolled deposits which displaced 
the controlled system. The second step was in April 1989, when most forced 
lending and &11 interest rate controls on the older deposits were removed, 
thereby freeing the commercial banking system. 

7 . Until October 1988, the off-balance sheet commercial bank activities 
through unorthodox deposits, though exempt from credit limits and forced 
lending, were not to exceed a bank's capital. Bankers acceptances in Mexico 
("aceptaciones bancarias") are not the same as in other countries; and even in 
Mexico, the instrument has changed over the years. Normally, a bank "accepts" 
the credit risk of a commercial firm's obligation; but in Mexico a bank may 
accept its mm obligation ("aceptaciones non-tradicional"). Although such 
acceptances are really bank deposits by another name, they are legally 
distinct and so free from the forced lending and interest regulations that 
apply to other deposits. 

8 . In October 1988, the limit on unorthodox deposits was lifted, but such 
deposits had to be included in banks' balance sheets, thus subjecting them to 
capital adequacy requirements . The newer deposits, however, remained free of 
the credit limits on lending to the private sector, reserve requirements and 
forced lending schemes but instead at least 30% of these funds had to be held 
in government paper. This 30% holding was similar to the earlier 31% forced 
lending to the government (at rates below those in the market) that older 
deposits were subject to; but doing so through tradable paper ensured that 
market rates were paid. 

9. These new deposits began to quickly displace the (mostly time) deposits 
in commercial banks still subject to the plethora of controls. By December 
1988, the new deposits accounted for over two thirds of total deposits. The 
limit on commercial bank lending to the private sector, which the newer 
deposits were exempt from anyway, was eliminated in January 1989. From early 
April 1989, all interest rate controls and forced lending schemes on the 
older, much reduced, deposits were also eliminated. The commercial banking 
system has thus been freed, ~~n of reserve requirements, and all that remains 
is the uniform 30% holdings of tradable interest paying government paper. 

10. This switch to unregulated deposits encouraged greater price competition 
between commercial banks for funds. Banks are also largely free from forced 
lending schemes. The 30% holding of government paper could be construed as a 
liquidity ratio; but banks are better placed to decide liquidity levels and 
composition and any fears of insolvency are better assuaged through increased 
capital requirements. Considering commercial banks' meager capital (about 
3 . 41 of assets), deposits of very short maturity, loan portfolios of dubious 
quality, and the need for better banking supervision, the forced holdings of 
qualified tradable instruments (only CETES, BONDES and Bank of Mexico deposits 
now qualify) is of less immediate concern. 

11. The Mexican constitution only allows state-owned banks to accept 
"depositsw from the public. Although brokers may not accept deposits , they 
may manage investment funds without promising a return. Client accounts with 
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brokers and in commercial banks may be electronically linked, however, 
allowing funds to be automatically transferred between them . This allows 
brokers and their funds to offer a comparable range of services, including 
cheque writing, and compete with banks. Such competition for funds would 
ensure that the more efficient institutions, whether banks or non-banks , would 
grow thereby reducing the costs of intermediation. So the substantial changes 
necessary to increase competition between commercial banks and with non-banks 
are well underway. 

12. Prudential regulations and supervision become especially important when 
there is greater competition in the financial markets. These are being 
improved, as required under the FSAL. The loan classification system is being 
enforced and the exposure of banks is being monitored using economically 
relevant measures in addition to accounting ratios . The annual premium for 
FONAPRE, the Fonda de Apoyo Preventivo that helps restructure commercial banks 
in trouble, has been raised from 2/1000 to 3/1000 of assets, to augment 
available funds. The supervision system also applies to development banks and 
trust funds. 

IV.3 Possible Justification for Development Banks and Trusts 

13. What could be the roles for development banks in a freely functioning 
financial system? This section examines the general issues and the next 
section discusses the role of particular Mexican institutions. Government 
intervention could be justified either to overcome market failures or to 
subsidize; and in credit markets, such intervention could be through 
development banks. One must, however, periodically re-examine whether a 
development bank is the best (most effective and cost efficient) vehicle for 
the government to intervene. 

Market Failures : 

14. The market failure justifying government intervention could be in 
the same market (i.e. in the credit market) or in other markets (using a 
second best argument to overcome the effects of other distortions) . 

15. It is not, however, simply enough to allege a market failure if 
some particular activity is not funded or the interest rate appears 
"unreasonable.w The absence of particular types of financing, for example 
long maturity fixed rate loans, does not necessarily imply market failure. 
Heterogeneoua expectations, likely when inflation varies and general economic 
outlook is uncertain, could preclude long term contracts ; but this is not 
market failure because there could be other types of contracts. Equity 
capital and short term loans which could be readily rolled over are available, 
as are long term variable interest rate loans (indexed to short term rates or 
the price level). So long term fixed nominal interest rate loans are not 
essential for investment or commerce and when the government provides them at 
"reasonable" rates, it would likely imply a subsidy. 

16. Market failure is an interesting theoretical construct although it is 
rarely encountered. Adverse selection or moral hazard could cause markets to 
fail (the much cited Stiglitz-Weiss paper is a credit market example of 
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Ackerlof's more general "market for lemons") but they rarely do because the 
theoretically elegant result is fragile and markets are restored when loans 
could be made in tranches or when monitorable signals are introduced . 

17 . A less tar fetched example of a market failure could occur in a 
developing country like Mexico because of externalities . Groups or regions 
with productive potential may nevertheless not attract any commercial banks 
because of the large unrecuperable expense that the first entrant would incur. 
Initiating potential borrowers to the unfamiliar banking practices of periodic 
payments and reporting is expensive; and other banks that follow could "free 
ride" on the first bank's assiduousness . A development bank, driven more by 
social considerations than profits, could play an important role, funding the 
"educational" or "technical assistance" expenses by slightly cheaper 
government funds (cheaper than commercial bank deposits but at least at the 
government's own borrowing cost). 

18. A development bank justifying its role thus, however , should only lend 
to "novices" who become ineligible after a short, clearly specified, period . 
Furthermore, as corporations are generally as sophisticated as the banks, it 
is harder to justify lending to them using "technical assistance" reasons . A 
possible exception could be, for example , in obtaining information about 
potential export markets. Such information has elements of a public good and 
gathering and disseminating such information could be a role for a development 
bank promoting exports. Market niches , however, could well be so narrow that 
one should be wary of automatically assuming that all such useful information 
is a public good . 

19. The type of technical assistance that generates externalities is 
commonly on the lending side, suggesting that deposit gathering at the retail 
level could well be a commercial venture . Development banks should then focus 
on lending and should fund itself by borrowing at the wholesale level (i.e . 
only accept large deposits or issue bonds , depending on the desired maturity 
structure) or directly or through the government (i . e . the Treasury issues 
bonds and lends the proceeds) . Occasionally, however, there may be economies 
of scope. With the branch network already in place to lend, the marginal 
administrative costs of gathering deposits could be minimal . This could occur 
in rural areas , suggesting that agricultural banks could accept deposits . 

20 . Providing such technical assistance could require institutions 
specialized in sectors, for example with banks that understands the needs of 
farmers. The danger of this, of course is that the institution could continue 
long after the need for it exists, and a periodic, honest evaluation is 
necessary. It is rather difficult to justify, for example, trust funds 
specially for sugar producers (FINA) when more general help for agriculture is 
available . 

21. Some other (non-financial) market failure could occasionally require a 
development bank, and although of course it would be best to correct the 
problem at its source, this may not always be possible. Mexico itself 
provides a good example. The increase in urban population has led to the 
unauthorized occupation of lands and the creation of unsanitary slums . The 
government has decided to transfer plots of land to the squatters and help 
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them build better houses; but legislation is complex and squatters do not , and 
will not for some time, have title to their plots . Commercial banks would not 
lend without clear title or explicit government guarantees ; but development 
banks could be more efficient than proving guarantees , especially when it is 
difficult to detect fraud and misrepresentation . Development banks could lend 
the needed (unsubsidized) funds. 

Subsidies : 

22 . A government often distributes subsidies, possibly for good reasons . 
Subsidies, however, are administratively difficult to distribute and they are 
often tied to other goods (e . g. food stamps) or services . Subsidies must 
always be carefully targeted , controlled and transparent and these are 
especially difficult to ensure with credit making it an inappropriate vehicle. 
Targeting credit subsidies is difficult because credit being fungible, the 
benefits often accrue to the unintended . Controlling interest subsidies is 
equally difficult because subsidies embedded in low fixed nominal interest 
loans vary with market rates; and any indexation mechanism is complex, and 
operates with lags. To be transparent , the subsidy should be allocated 
through the government budget, .and the accounting, though possible (as Mexico 
has shown) , is complex. 

23. It is essential to be clear about the rationale for a subsidy. One 
rationale could be social justice , requiring income transfers to poorer 
groups . If so, it must still be established that (1) tieing subsidies to 
credit is administratively the cheapest way to effect the transfers and (2) 
borrowers should be individuals , not corporations because the incidence of a 
corporate tax or subsidy is unclear. In Mexico, individuals do not borrow 
much from development banks (NAFIN , the largest development bank, and 
BANCOMEXT never lend to individuals) . 

24. A second ostensible reason for a subsidy is to favor an activity such as 
"promoting investment" or "helping an infant industry . " Such subsidies are 
almost never effective because credit is fungible and the subsidy is not 
linked to the activity but to the financing of it. Cheap loans would increase 
the borrower's debt at the expense of equity but may not increase investment 
either in the enterprise or in the economy. Cheap funds have to be rationed 
and depending on the rationing mechanism, the marginal cost of credit , and 
hence investment in the enterprise and other decisions , may be unaffected . 
Even if investment in the enterprise or in the favored segment of the economy 
were increased, it would be at the expense of other sectors, because aggregate 
savings (which equals investment) would be unchanged. The rent-seeking that 
invariably accompanies such subsidies reduces welfare and corrupts the system . 

25. The Mexican government has clearly stated that no subsidies are intended 
(except for poor farmers) and the role of development banks is not to provide 
them . Rather, the emphasis will be on technical assistance and development 
banks will complement, not substitute, the activities of commercial banks. 

IV . 4 Mexican Development Banks and Trusts 

26 . 'When the FSAL was being appraised, the 8 development banks and 21 
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government (financial) trust funds ("fideicomisos") had unclear roles, 
overlapping activities and inefficient operations. Trust funds proliferated 
over the last decade as new ones were created whenever it was felt that a 
sector of the economy needed segregated funds. An important condition for the 
release of the second tranche of the FSAL has been for the Government to 
define their roles, eliminate overlaps and begin to improve their efficiency. 

27. A general problem with development banks was poor loan collection. 
Uncollected loans imply subsidies far greater than was intended. Commercial 
banks, being less prone to political interference, are better loan collectors 
and one way to improve collection was to lend through commercial banks that 
bore the default risk. Mexico has therefore begun to convert its development 
banks and trust funds into "second tier" institutions that lend through 
commercial banks where-ever possible. While subsidies (through cheap loans) 
could be funnelled in this way, rendering technical assistance implies some 
duplication because the borrower deals closely with both the development and 
commercial bank. 

28. The SHCP has begun defining the role of each of the several 
development banks and trust funds, and has decided to merge several of them. 
Many trust funds were created by special acts and merging them requires 
legislation that is in various stages of being process C;;,--;l'nieernt-e-s--a+"'1-----
chan e e major nstitutions, an e ex ent to which they now fit in the 
gen ral rationale for Development Banks will be analyzed in the report. 

V. Poverty and Regional Inequality: Implications for Public Policy. 

The purpose of this chapter is to: (i) provide a broad overview of the 
structure of poverty in Mexico; (ii) formulate in the light of this survey, 
the objectives of public sector policy in this respect; (iii) review current 
policies judged against those objectives; and (iii) identify important short 
and medium-term issues that current policies fail to address. While attention 
is centered on poverty, inevitably the discussion will overlap with issues of 
regional development. At this stage it is envisioned that the chapter will 
consist of five sections. 

V.l Trends in the Mexican Economy 

This would be a short section that provides the background for the 
analysis of poverty issues. Emphasis is placed on the nature of the 
structural reforms that have occurred, particularly the stabilization program, 
the opening of the economy and the changes in price controls. The section 
also discusses resource constraints for poverty programs. Against this 
background, the next Section turns to identification of the poor in Mexico, 
providing as detailed a classification as possible in terms of regional 
location, asset ownership, and other characteristics. If possible this 
classification should go beyond rural-urban dichotomies. We will try to 
identify sources of income for the different type of poor people. Second, for 
each of the relevant categories of poor people, it discusses reasons for low 
earnings: lack of land, lack of human capital, cropping patterns and ability 
to bear risk, etc. 
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The next section will, against the light of the poverty profile, attempt 
to formulate acce)table objectives of social policy in this area . In 
particular, the long term objective presumably is to improve the opportunity 
set open to the very poor. But do income transfers and attempts at improving 
the opportunity set open to the poor work at cross purposes? Is there thus a 
conflict between short term poverty relief and long term attempts to deal with 
the root causes of poverty? Are there segments of the population that really 
cannot be reached anymore by programs oriented at long term increases in 
earning power, so that there has to be a transfer component even in the long 
term? How can the incentive costs of such programs be contained? Is there , in 
addition, a need to deal separately with shorter term increases in poverty due 
to temporary (but as the recent past has shown, possibly quite drawn out) 
fluctuations in the economy? The Section will in the end attempt to draw up a 
series of objectives of an acc~able medium term anti-poverty program. 

In the next Section, policies and instruments that try to work at the 
relevant margin to increase poor people's earnings potential will be discussed 
against the background of these objectives. This Section will analyze a set of 
economically desirable short and medium-term policies to alleviate poverty. 
IT will also provide a brief discussion of administrative and implementation 
problems, with the goal of identifying a subset of desirable and feasible 
policies. It then contrasts these policies with current programs. 

VI . Public Policy and the Environment 

Environmental concerns, while not new in Mexico, have taken on a new 
urgency with the resumption of growth. Moreover, the Salinas administration 
has made environmental policy one of its highest policy priorities. But 
environmental policy provides challenges that are in many ways different from 
standard public policy concerns. 

First among those is, that environmental issues by their nature do not 
fit naturally in the sectoral division that characterizes the line ministries 
in Mexico. Even if the source of and potential response to particular problems 
is fully within the realm of a particular line ministry, the costs of not 
responding are often born by other sectors, thus reducing the originating 
sector's incentive to react. This creates an incentive problem that can only 
be resolved by an authority high enough to internalize all aspects of the 
issue. An example is deforestation, a problem that is clearly within the 
jurisdiction of the agriculture ministry, as are all plausible measures 
designed to deal with it. The cost of deforestation, such as daily dust 
deposits in Mexico City are not however in any way reflected in problems 
residing under the agriculture ministry . Thus the CEM will as a starting 
point, survey existing environmental issues in Mexico and assess whether the 
institutional structure presently in place is adequate to deal with them . 

A second issue concerns policy design. Mexico's recent environmental 
policy actions have recently by and large followed the American approach, 
implying extensive reliance on direct quantity regulation . This is may be 
understandable given the emergency nature of the programs recently announced, 
but it is not always clear that the most efficient policy response is chosen 
in this manner. · 
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Contributing to this problem is the fact that there is as yet no 
framework available to help policy makers decide which type of policy 
intervention is best suited for which problem. In a perfect information , 
perfect competition world, quantity and price based policies can be made 
equivalent; but neither perfect information nor perfect competition are 
necessarily reasonable assumptions to make in all cases . Thus in each case a 
judgement needs to be made whether prices or quantities are to be the 
instrument of intervention; regulation or taxes/subsidies . In general 
considerations of risk and, importantly, distributional impact need to be 
taken into account. For example, nuclear reactor safety is probably not 
something one wishes to address through tax incentives. Compliance under a 
price incentive system is too difficult to predict in each particular case , 
and the potential costs of non-compliance are catastrophic. On the other hand, 
in the case of say emission compliance, one is mostly concerned with average 
compliance, and lower monitoring costs would suggest price incentives rather 
than regulation . The second part of the environmental chapter will suggest, 
again based on the survey of environmental issues mentioned before, a 
framework for decision makers that should help both the Bank and the Mexican 
authorities in policy design. 

Staffing 

The mission will be led by Mr. John Johnson (LA2CO), who will 
be responsible for preparing the section on public expenditure needs and for 
the drafting of the back- to-office report . Ms. Kathleen Ditullio (LA2CO) will 
assist Mr. Johnson in the analysis of public expenditure needs. Mr. Daniel Oks 
(LA2CO) will be responsible for the section on macroeconomic requirements for 
economic stability and growth. Poverty alleviation and regional policy will be 
assessed by Mr . Santiago Levy (consultant), while Mr. David Pearce 
(consultant) will evaluate environmental priorities and policy options . 

Mission and Report Schedule 

The mission is scheduled to depart March 12 and remain in the 
field approximately two weeks. A back-to-office report will be circulated 
within ten days of its return. The schedule for preparation of the main 
report, which will be prepared under the supervision of Mr . van Wijnbergen, is 
as follows: 

White Cover 

Yellow Cover 

Green Cover 

Discussions with Government 

June 

June 

July 30 

September 17 
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Venezuela's first debt-for-eq
uity swap since it reached an 
accord with creditors in July 
1990. 

The two swaps represent 
some 40 per cent of debt con• 
version that the government 
has approved in petrochemi
cals. In all, the government 
has authorised nine petro
chemical megaprojects worth 
$2.6bn, with conversions 
allowed to account for $6llm 
of the financing. · 

In· the first swap, Citibank 
with Dresdner Bank Luxem
bourg, Swiss Ballk Corpora
tion, and Continental Bank of 
the US exchanged Venezuelan 
debt for an $128.4m invest
ment in the Oleflnas del Zulia 
project, a petrochemicals 
plant, which : should cost 
$428m to build. 

In the second swap, Citi
bank, Deutsch Sudamerikan
ische Bank, and Bayerischer 
Vereinsbank, invested $115m 
in a $392m plant that will pro
duce vinyl, caustic soda and 
chlorine. 

The government has author-
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13 Knightsbridge 
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Date, 

Finnish Export Cr• 
• •r• _A$30,000,000 

28:per cent. Variable Redem 
due 10th July, 19! 

Pursuant to Condition 3(c) of the term: 
the above · notes (the "Notes"), \ 
Corporation, as Calculation Agent, h 
the Redemption Amount payable for 
of Notes will be as follows:-

A$ 1,000 
A$10,000 

A$ 1,000 Red 
A$10.000 Red 

The aggregate of the Redemption Amo 
on the Redemption Date, 10th July, 1 

5th July, 1991. 

ised debt-conversions for pro- 1--':.-:..-_-_-_-_-_-:_-_-_-_-:_-_-_-_-_-_-_-_-_-_-_-_-_-_-_-:_-_-_-:.._
Jects in mineral extraction, 
aluminium, tourism, paper 
and pulp, and infrastructure. 

Fourth Mexican 
state-owned bank 
to be sold 

7 
By ,Rebecca Daulton 
in Mexico City· 

MEXICO is to put Banamex, 
the country's largest banking 
institution with 721 branches 
and 31,600 employees, up for 
sale. 

It is the fourth Mexican 
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MEXICO - STEEL SECTOR RESTRUCTURING PROJECT 

Loan and Project Summary 

Nacional Financiera, S.N.C. 

United Mexican States 

Government, SIDERMEX, AHMSA, CMC and HYLSA. 

US$4OO million equivalent 

15 years, including 3 years grace, at the standard 
variable interest rate. 

The proposed Bank loan would help finance the foreign 
exchange cost of a major restructuring and policy reform 
program for the Mexican steel industry. The public sector 
portion of the program aimed at rationalizing SIDERMEX has 
already resulted in the shutdown of one major steel plant, 
FMSA, and includes an additional reduction in steelmaking 
capacity and shift in product mix at its largest remaining 
p~ant, AHMSA. Investments are aimed at rehabilitation, 
cost reduction and quality improvement of the flat product 
lines at AHMSA and supporting raw material supply. A 
similar program is included for the private.ly owned HYLSA 
Monterrey flat product facilities in order to maintain its 
domestic competitive market position. Investments are 
only included in facilities for which the long-term 
domestic market needs have been identified. 

Part A (US$1OO million) is tied to implementation of price 
decontrol, trade reform, including elimination of Official 
Reference Prices for steel products and reduction and 
equalization of steel tariffs, and presentation of a 
Global Steel. Sector Policy Statement to expose the 
industry to -international competition. It would finance 
eligible raw material and steel product imports during the 
adjustment period. 

Part B (US$225 million) provides financing for the 
SIDERMEX restructuring program comprising the physical 
rehabilitation ·of the AHMSA steel works (US$17O million) 
and ~ehabilitation and restructuring of SIDERMEX Mining 
operations (US$5O million). It also provides assistance 
in corporate-wide organizational and financial 
restructuring and for development of SIDERMEX's long-term 
strategy (US$5 million). 

Part C (US$75 million) supports the restructuring effort 
of HYLSA in the modernization of its flat products 
facility, in parallel with the financial restructuring 
package under negotiation with creditor banks. 
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Onlend·ing Terms 
and Conditions: Part A, the Input Materials and Steel Product Imports 

Component of the Project, to Government, at 0.25% above 
the Bank's standard variable interest rate and with the 
same terms as the Bank loan. Parts Band C, in support of 
the SIDERMEX Restructuring Program and HYLSA 
Restructuring, respectively, to SIDERMEX, AHMSA, SIDERMEX 
Mines (Carbon y Minerales de Coahuila, SA, CMC) and HYLSA, 
at a rate equal to 110% of the Bank's standard variable 
interest rate and with the same terms as the Bank loan. 

Benefits and 
Risks: The decontrol of domestic steel prices, coupled with the 

trade liberalization measures already implemented and the 
overall restructuring of the steel subsector, will lead to 
efficient import competition, f~rcing domestic steel pro
ducers to improv~ quality and product mix in order to 
serve better downstream steel consuming industries. Bud
getary transfers to the public steel sector, and indirect 
subsidies to the industry as a whole, would be eliminated 
and the necessary internal funding would be provided for 
the proposed restructuring and rehabilitation of the 
physical plant of the entire subsector. The physical 
rehabilitation of the AHMSA, and HYLSA plants will sub
stantially improve the international competitiveness of 
flat products both in terms of better quality and lower 
.overall cost. Rationalization of e~isting capacity will 
also allow ,the two plants to improve utilization. Down
stream use.rs of flat ·products will be able to obtain a 
wider range of quality flat products at lower cost. The 
rehabilitation of the SIDERMEX mines will allow lower cost 
exploitation of available resources and maintain Mexico's 
comparative advantages in steel pr~duction. Technical 
assistance (financed from other sources) will enable the 
steel producers to map out viable long-term strategies and 
the means to implement them. 

The main potential risk is that the Government will delay 
actions on complete price decontrol which could aggravate 
the financial position of steel producers and induce a 
return to higher protection. The steel price increases 
accorded in December 1987 and January 1988, and the agree
ment on monthly adjustments of steel prices in real terms 
based on changes in the Consumer Price Index until elimi
nation of price controls by not later than December 31, 
1988 minimize this risk. Additional risks include a 
reversal of agreed policy actions and a sharp real appre
ciation of the exchange rate which could affect project 
viability. The agreements concerning the definition of 
future investment strategy, the Government's commitment to 
the liberalization program, the substantial physical 
restructuring and rehabilitation of the public sector com
panies, and agreement on Action Plan for monitoring opera
tions and performance of the target companies all combine 
to mitigate the potential adverse impact of the above 
risks. 
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Estimated 
Disbursements: Part A of the Loan would be disbursed in two equal 

tranches linked to trade liberalization, price decontrol 
and elaboration of a Global Steel Sector Policy 

Estimated 
Project Cost: 

Statement. Retroactive financing up to a maximum of 
US$20 million for eligible import expenditure after 
November 1, 1987, would be allowed. The first tranche 
would be available for disbursement at loan effectiveness. 
The second tranche would be released upon complete 
elimination of any remaining price controls on domestic 
steel products, continued maintenance of the trade 
liberalization measures, and presentation of the Global 
Steel Sector Policy Statement along substantially agreed 
lines. The second tranche release is expected in January 
1989. 

Parts B and C of the Loan would be ·disbursed against 
eligible goods and services procured under World Bank 
guidelines, including retroactive financing up to a 
maximum of US$30 million equivalent for expenditures 
incurred after February 1, 1987. 

The estimated project cost and financing requirements (not 
including normal capital replacements) for the period 
1987-1991, are summarized in the following table: 

Local Foreign "Total 
(US$ milli_on equivalent) 

Part A 100 100 
Parts Band C 

Equipment and Spares 88 328 416 
Civil Works/Erection 91 10 101 
Engineering Project Management 17 17 34 
TA/Training 8 18 26 

Base Cost 204 373 577 
-

Physical Contingeneies 25 36 61 
Price Escalation 38 30 68 

Installed Cost 267 439 706 

Taxes and Du.ties 104 104 
Total Installed Cost 371 439 810 

Incremental Working Capital 80 20 100 
Total Project Cost 451 459 910 

Interest during Construction 4 36 40 

Total Financing Required 455 495 950 
__... 

GRAND TOTAL 455 595 1,050 - -
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The proposed financing plan for the Project is summarized 
in the following table: 

IBRD 
Local Banks 
AHMSA 
CMC 
SIDERMEX 
HYLSA 

IBRD FY: 1988 1989 1990 

Annual 58.1 108.8 110.4 
Cumulative 58.1 166.9 277.3 

In excess of 18% 

No. 6892-ME dated February 8, 1988 

Local Foreign Total 
(in US$ M equivalent) 

400.0 400.0 
64.0 6+.0 

185.0 92.0 277 .o 
78.0 56.0 134.0 
3.0 3.0 

125.0 47.0 172.0 

455.0 595.0 1,050.0 

1991 1992 1993 

86.8 26.4 9.5 
364.1 390.5 400.0 

IBRD - 20418 - Steel Mines and Major Markets 
IBRD - 20419 - Iron Ore Mine~, Coal Mines and Natural Gas 

Fields 



MEXICO - STEEL SECTOR RESTRUCTURING PROJECT 

I. INTRODUCTION 

1.01 The Government of Mexico (GOM) has requested a Bank loan to help 
finance the restructuring of the Mexican steel industry, and support policy 
reforms tha t will substantially alter the manner in which steel producers 
conduct and develop their business in the coming years. The proposed loan 
of US$400 million equivalent comprises three major elements: Part A 
(US$100 million) is tied to implementation of wide-ranging policy measures 
with specific emphasis on exposing the industry to internatio:1al 
competition, and would finance steel-related imports during the adjustment 
period. Part B (US$225 million) provides financing for the restructuring 
needs of the public sector steel company, SIDERMEX, including the physical 
restructuring of· its integrated steel plant and the country's major flat 
product facility, AHMSA, and its coal and iron ore mining operations, as 
well as corporate-wide organizational and financial restructuring and . 
long-term strategy formulation. Part C (US$75 million) supports the 
restructuring efforts of the major private sector steel producer, HYLSA, in 
the modernization of its flat products facility at Monterrey, in parallel 
with a financial restructuring package that has been negotiated with 
creditor banks. 

1.02 Project financing requirements, including contingencies, price 
escalation, interest during construction and incremental working capital 
are estimated at US$~46 million equivalent net of US$104 million equivalent 
of tax~s and duties, with about US$595 million equivalent in direct and 
indirect foreign exchange costs.· The proposed Bank loan of US$400 million 
would thus cover about 67% of the estim~ted direct and indirect foreign 
exchange costs, or about 42% of the total financing requirements net of 
taxes. The balance of the financing needs are to be met from internal cash 
generation and from -short-term borrowing for working capital. Suppliers 
credits and/or cofinancing represent other possible funding sources. 

1.03 Bank involvement in the project arose from initial discussions 
with Mexican authorities in 1985, as part of the review of the country's 
sectoral investment plans. A Bank mission in May 19.86 carried out a Steel 
Sector Strategy Review (Report No. 6429-ME) • . Bank missions in September 
and November 1986, reviewed this report and its recommended changes in 
steel sector pricing policy and the product mix and investment strategy of 
SIDERMEX, with Government authorities, SIDERMEX management, and private 
sector representatives. Following these reviews, project identification 
was completed and SIDERMEX and HYLSA began to assemble the technical 
details with the help of outside consultants. A Bank mining review mission 
first visited Mexico in January 1987. The project was preappraised in 
February 1987. Appraisal was initiated in Ma_rch and completed in May 1987 
when the final technical reviews by consultants became available. 

1.04 Previous Bank involvement in the steel sector . began in 1972 when 
Mexico embarked on a rehabilitation and expansion program designed to 
increase raw steel capacity to about 9.2 million tons per year by 1980 and 
11.0 million tons by 1985 in order to satisfy growing domestic demand and 
to improve productivity of their existing facilities. As part of this 
program, in 1973 the Bank extended a loan (President's Report No. P-1307-ME 
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of August 21, 1973 and Appraisal Report No. 220-ME dated August 10, 1973) 
of US$70.0 million to SICARTSA to finance a new integrated steel plant at 
Lazaro Cardenas on the Pacific Coast. The plant has a capacity of 
1.1 million tons per year of non-flat products (rebars, merchant bars, wire 
rods). The project also included the development and exploitation of a 
captive iron ore mine and a port to handle imported raw materials (mainly 
coking coal) and export of excess finished products. The project was 
implemented and commissioned in collaboration with British Steel 
Corporation under a general know-how and technical assistance agreement. 
The project was completed successfully, a few months behind schedule and 
with some cost overruns due to the _particularities of the project 
(greenfield plant in an underdeveloped region, new staff, period of high 
inflation throughout the world, etc.). The plant is now operating close to 
rated . capacity producing high-quality non-flat products at internationally 
competitive costs. 

1.05 In 1976, the Bank approved a loan of US$95.0 million f_or the 
second stage of the SICARTSA program (Appraisal Report No. 1060-ME of 
June 15, 1976) designed to produce 1.7 million tpy of flat steel products 
(hot and cold rolled coils and sheets). The Government of Mexico, which 
changed shortly after the approval of the loan, decided to reconsider the 
project and consequently cancelled the Bank loa~. A new project, based on 
direct reduced iron ore, producing different flat products (heavy plate), 
was presented to the Bank in 1979/80. The Bank decided not to participate 
because the market demand analysis for the new product was considered 
insufficient. The project, SICARTSA II, is still under construction with 
financiil and technical assistance from Japan and the United Kingdom. 

· II. BACKGROUND 

A. The &conomy - Recent Structural Changes 

2.01 Following three decades of high and stable economic growth from 
the 1940s through the 1960s, the Mexican economy started to slow down in 
the early 1970s. The Government attempted to foster growth through 
expansion of the public sector. The oil boom of the mid-1970s induced 
further inflationary expansion that led to a basic disequilibrium, which 
accelerated external borrowing. This brought about a generalized financial 
crisis in 1982. Since its onset in August 1982, there has been a growing 
recognition that a return to sustainable growth would require not only 
stabilization policies, but also far reaching structural reforms on the 
supply side of the economic structure. This perception gained ground after 
the 1982 stabilization program faltered in late 1985 (partly due to 
insufficient focus on structural cpange) and became a central issue 
following the collapse of international oil prices in early 1986. The 
Government responded to the 1985/86 crisis by intensifying stabilization 
measures and introducing significant structural changes focusing on trade 
liberalization, encouraging private sector activity and reducing the role 
of the public sector while increasing its efficiency. Implementation of 
trade liberalization measures was accelerated in 1987. 

2.02 The most fundamental policy reform in this economic program is 
the shift from inward-oriented protected growth towards an 
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outward-oriented, open market development strategy~ based on gradually 
declining protection and eliminating price controls to improve the 
efficiency and export competitiveness of the economy. Such a shift is 
particularly significant to the steel sector in terms of the implications 
of trade liberalization, the elimination of domestic price controls on 
steel products and the role of external competition in bringing efficiency 
and market response to the sector. The steel s~ctor is part of the 
infrastructure for downstream engineering industries with considerable 
export potential, and as such its competitiveness in price, quality and 
service will play a strategic role in the success of the new 
outward-oriented development model. 

2.03 A second fundamental structural change is the decision to clarify 
the role of the public sector in the production side of the economy by 
improving the performance and reducing the influence of state-owned 
enterprises and actively stimulating the private sector. Along these 
lines, the .Government has intensified its efforts in divestiture, selling, 
merging, closing and/or transferring of several public sector firms, and in 
industrial restructuring. In particular, in the steel sector there has 
been substantial progress alon t lines in 1986. as shut 
down one of its argest integrated plants. The company itself has been 
reorganized with ! arge numbers of its subsidiary companies sold, liquidated 
or transferred and further u es h ~roj ect is an import~nt 
step, are being planned. The end result of this process will be a smaller 
bu c sector, ·coupled with a growing private sector 
placed in a framework of healthy international competition. 

B. The Steel Sector 

2.04 The Mexican steel industry is of substantial size with a 
theoretical ~nstalled capacity in 1987 of just over 9.0 mtpy of crude 
steel. After relatively modes_t growth in the 1940s and 1950s, highly 
protectionist policies, heavy government investment and large budgetary 
transfers ~nd input subsidies allowed the industry to grow rapidly in the 
1960s and 1970s, at 10.2% and 7.5% p.a., respectively, with production 
basically in balance with consumption. During the oil boom of 1976-81, 
demand for steel products grew substantially faster (14.9% p.a.) than 
production (9% p.a.) and imports increased from 0.3 to 2.5 mtpy in that 
period. The economic crisis of 1982 severely hit the steel industry; 
domestic steel demand contracted by about 45%, imports by 86%, and domestic 
production by 13%. The debt burden of the companies grew out of all 
proportion, and cash flow problems led to inadequate maintenance and a 
backlog in technological development. After 1983, there was some recovery, 
but neither consumption nor production reached the 1981 level_ (Annex 2-1). · 

2.05 At the end of 1986, the steel industry employment was nearly 
65,000 and the annual production was 7.2 million tonnes of crude steel and 
5.6 million tonnes of finished products. The production and consumption of 
steel products in the country was basically in balance. The overall 
production and consumption balance has changed from net imports of 
US$1,750 million in 1981 to an import/export balance at about 
US$260 million of finished products in 1986 (Annex 2-1). 
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C. Structure and Main Institutions 

2.06 In its present structure, the industry comprises five integrated 
producers and 23 non-integrated mini-mills, and a number of independent 
rerollers s~attered throughout the country. There are effectively two 
major operating entities in the sector, SIDERMEX and HYLSA, which account 
for over 80% of the production, value ~dded and employment. More details 
are in Annex 2-1. Map IBRD 20418 shows the main steel plant locations. At 
present the Mexican steel industry receives practically all its raw 
material- supplies (iron ore, coking coal and flux) from internal sources 
with the exception of (i) steel scrap, a large part of which is imported, 
and (ii) occasional small quantities of coking coal or pellets for 
SICARTSA. Mexico's reserves of iron ore are low grade and relatively small 
while proven coking coal reserves in the north are larger and richer (see 
Annex 2-2). Map IBRD 20419 shows the location of the main iron and coal 
mi,nes in the country. 

2.07 Several government agencies are involved in policy formulation, 
control and promotion of the steel industry in Mexico. The most important 
is the Secretariat of Energy, Mines and Parastatal Industry (Secretaria de 
Energia, Minas e Industria Paraestatal - SEMIP) which directly superyises 
SIDERMEX in terms of both current operations and investment policies and 1 

programs. SEMIP's influence extends beyond its public sector role. 
Although formal authority over industrial policies in general and steel 
sector policy in particular rests with the Secretariat of Commerce and 
Industrial Development (Secretaria de Comercio y Fomento _Industrial -
SEC0FI), the predominant position of SIDERMEX tnsures that, in practice, 
SIDERMEX and SEMIP exercise substantial influence on government policy 
formulation for the steel sector, incl~ding such matters as price controls, 
quotas and trade restrictions, tariff levels, subsidies and investment 
plans and programs. Besides SEMIP and SEC0FI, a third major player in the 
Government's policy-making role is the Secretariat of Planning and 
Budgeting (Secretaria de Programacion y Presupuesto - SPP); it coordinates 
the preparation of medium-term plans, approves the capital and annual 
operating budgets of the parastatal steel companies, and monitors their 
implementation. 

SIDERMEX was e blished 1979, to manage the activity of the 
companies: AHMSA, FMSA, SICARTSA and their 87 

n n ng, owns ream manu actur ng, IIU[?'lc'eti"ttg-amt-
distribution, and real estate. Although, SIDERMEX was initially successful 
in coordinating the strategic activities of the public steel sector, it did 
so at the expense of excessive centralization of commercial, financial and 
operational activities in the hands of a corporate management, leading to 
inefficient plant operation. The centralization of ·a large part of the 
decision making authority also resulted in an isolation of the SIDERMEX 
plants from the needs of the markets. The organizational and legal 
structure were complicated. The large number of subsidiaries with very 
wide ranging missions diluted the management effort • . 

2.09 The operating performance of the SIDERMEX steel companies varied 
substantially, reflecting the technology in place, the state of repair of 
the facilities and the stability and the competence of the plant management 
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concerned. The unfavorable economic environment in which these companies 
operated (low controlled output prices, depressed market, etc.) led to high 
operational losses compounded by very high debt service obligations. By 
1986 SIDERMEX debt exceeded US$1.75 billion e uiva ent of which roughly _ 
US$0.9 bi one u va en was oreign debt. A substantial portion of this 
debt represented the I nanc ng o non-per orming assets, including over 50% 
in the SICARTSA II facility still under construction and awaiting further 
decision on its target completion. The earning power of the remaining 
assets was considerably lower than their book values and considerably 
diminished by the state of disrepair, the technical and organizat i onal 
inefficiencies, and the lack of coherent government policies towards the 
s B t e it had become obvious that no serious I 
i uld be made in the per ormance of the public sector com anies 
w chan es in the organizational and f nancial structure of ~-
S he economic environment surrounding the steel sector. 
Consequently, early in 1986, the · GOM appointed a new management t~am- and 
gave it the mandate to implement th ng program 
aimed at restoring SIDERMEX efficiency and competitiveness and to 
restructure its organization, financial position, management and 
operations. The restructuring program is discussed in Chapter IV. 

2.10 HYLSA was founded in 1942 as a tin reroller. In the 1950s HYLSA 
developed the first industrial process for production of direct reduced 
(DR) sponge iron with operation starting in 1957. The company grew 
steadily, through the 1950s an4 1960s establishing a non-flat product 
facility in 1969 and integrating it backwards through an improved DR 
process. Over the years, HYLSA remained the major cash earner for the Alfa 
Industrial Conglomerate (Grupo Industrial Alfa - Alfa). In the 1970s, Alfa 
undertook a substantial diversification program financed in part through 
the HYLSA cash engine. The economic criaes of the early 1980s left HYLSA 
and the parent Alfa saddled with an extraordinary debt burden. The 
financial restructuring of the Alfa debt was completed in 1986 and a number 
of activities are being spun off. HYLSA's debt burden reached 
US$1.15 billion equivalent at the end of 1986, about 25% of which 
represented mounting payments arrears. The bulR of the debt is owed to 
foreign (mainly US) commercial banks. ·A financial restructuring package 
has been negotiated that allows for conversion of up to US$375 million of 
HYLSA's debt into equity and provides for flexibility in repayment of the 
remaining debt through separation into mandatory and optional tranches, 
each bearing different rates of interest. The agreement also provides for 
HYLSA's implementing its capital expenditure program aimed at restoring its 
competitiveness. Provision is also made for infusion of new debt in 
support of the capital program. The restructuring package and related 
te~ms have been drawn up but remain to be cleared by all the institutions 
involved. A final signed package is expected to be completed in mid-1988. 
The restructuring package provides an acceptable and reasonable basis for 
HYLSA to resolve its financial crisis and allow it to remairt as a major 
producer in the Mexican steel sector. 

2.11 The other entities in the sector, TAMSA and the semi-integrated 
producers and rerollers, have been founded mainly in the past 20 years, 
with TAMSA being the oldest at over 35 years. Its activities, however , 
fall outside the direct ambit of the traditional steel product markets, its 



- 6 -

main product - seamless pipes - being for use mainly in oil exploration. 
TAMSA's financial position has deteriorated in the past three years. The 
company is burdened with over US$600 million equivalent in term debt, over 
60% of which is owed to foreign commercial banks. A substantial part of 
this debt was incurred ' in financing a major plant expansion in the early 
1980s based on optimistic views of the oil industry and consequent demand 
projections for oil field products. Although TAMSA is seeking a 
restructuring agreement with its creditor banks its very specialized 
production profile serving a specific market (mainly PEMEX) would only 
constitute a small part of the whole steel sector restructuring. Several 
smaller producers including those involved in stainless and specialty 
steels are also facing financial stru~ture problems. As a condition of the 
proposed project, NAFIN will make available funds from other sources, 
including existing Bank credit lines to all of these producers including 
TAMSA for assistance in preparation of -physical, organizational or 
financial restructuring studies. 

2.12 All steel companies are grouped under a steel producers' 
association, the Camara Nacional de la Industria del Hierro y del Acero 
(CANACERO), which has mainly functioned as a spokesman for the industry, as 
a forum for exchange of basic market and technical information, and as a 
lobby for favorable steel policies. CANACERO's influence on policy has 
been minimal, however, reflecting the past divergence of ·opinions on 
fundamental policy issues such as price controls, tariff and quota 
protection, etc. between the private sector producers and the SIDERMEX 
group. Moreover, the protective environment of the 1960s and 1970s and the 
substantial market control and price levels of that era ·provided little 
incentive to the steel industry to develop an effective association. The 
recent structural changes in the Mexican economy and the consequent adverse 
impact on the steel sector have. brought about a change in attitudes as well 
and CANACERO is now beginning to take a more active role in lobbying on · · 
behalf of the industry's interests in a more unified manner. 

D. The Policy Framework 

2.13 The steel industry is an important part of Mexico's manufacturing 
sector and has significant impact on the availability, cost and quality of 
material inputs for downstream manufacturing, particularly, the engineering 
and capital goods industries. Over the past two decades, the Government 
has created and applied a policy framework intended to be favorable to this 
industry. This framework was successful in creating a steel industry able 
to meet the steel demand of the country in quantitative terms, but one that 
is now unable to satisfy the expectations of supplying low-cost and 
high-quality steel products to the market place. The highly protectionist 
trade policies before 1985 (Annex 2-3) included: 

. (a) quantitative restrictions, that covered 100% of imports in 1982 
and 1983; 

(b) high tariffs (up to 40% for steel products); 

(c) unrealistically high official reference prices, that served as 
the basis for calculating the amount of custom duties, resulting 
in a substantial increase of duties to be paid; 
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(d) domestic content requirements for capital goods and automotive 
industries; and 

(e) public sector procurement practices which gave preference to 
domestic products over imports. 

This trade regime had created an inward oriented industry that faced very 
limited import competition making it difficult for the downstream users 
(especially for the export-oriented manufacturers of engineering products) 
to obtain high-quality, competitively priced steel products •in needed 
specifications, lot sizes and delivery schedules. 

2.14 The key policy issue addressed in the restructurin 
the proposed oan s t fie stee prices which have 
the wo years be ow ot t e ot a cost o t ne ef-'fl c r ent exi can 
producers and below the actual landed cost of imports (not including . 
tariffs). As discussed in Annex 2-3, the price control deprives the 
producers of the financial benefit of protection and does not provide any 
incentive for improvement of product quality and service to customers. In 
addition, the low level of profitability and return on investment 
discourages entry of new private investment capital into the sector. In 
other words, the price control offsets the resource generating benefit of 
the protection while all the negative impact of the protection remains in 
full effect both for the steel industry and for the downstream users. 

2.15 An important element of the Government's olicy towards the steel I/ 
industry is its direct partici ation in the duction activ e. 
The u c steel sector was created as a result of the ta eover o _ _,, __ 
two largest private sector_ steel producers, AHMSA and FMSA, in oraer to 
savethem from bankruptcy and to avoid t e ayoff of thousands of workers ·. 
In the 1970s, the Government established a new integrated steel works, 
SICARTSA, partly to meet the fast growing domestic demand, partly to 
promote the development of the remote region of Lazaro Cardenas. 
Government policy regarding its direct invest ent i t chan ed 
su stantia Iy n t e ast two y~ars; .Action has been taken to streamline 
t e pu c sec or stee compa op uneconomic activities and spin 
off non-essential plants. After years of fu.tile efforts to convert FMSA 
into a healthy, profit-making company, the Government closed it in April 
1986. Further public investment plans have been reduced drastically and a . 
large num e een or w 
son! or liquidated ( C • 

2.16 Despite the increasing clarity on the public sector's investment 
strategy, Mexico lacks a global steel policy and long-term strategy, 
clearly defining the respective roles of the public and private sectors, 
and assuring the conformity between the development plans and the expected 
needs of the market. The present situation discour_ages major investments 
in the private sector and makes it very difficult to develop optimal 
investment programs in both the public and private sectors. The Steel 
Sector Restructuring Project and proposed Bank loan will, among others, 
address this situation through the elaboration by GOM of a Global Steel 
Sector Policy Statement based on the Policy Letter (Annex 4-2) that was 
presented by GOM at negotiations. 
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III. THE STRATEGIC ISSUES AND BASES FOR SECTOR REFORM 

A. Strengths and Weaknesses 

3.01 A, detailed analysis of the Mexican steel industry's current 
operating performance, cost -and quality competitiveness, and its strengths 
and weaknesses was carried out under the sector strategy study completed in 
1986. The main findings and conclusions of that analysis are presented in 
Annex 3-1. The technical comparisons of the major steel plant operations 
in the country lead to the following main conclusions: -

(a) non-flat products are by and large produced in modern facilities 
in both the private and public sector and are quality and cost 
competitive with international norms; the sole exception is 
AHMSA's outdated facility; the strategic implicat~ons are 
discussed in para 3.07 and 3.08 below; 

(b) the industry's main weakness lies in the quality and cost of its 
flat product lines at both AHMSA and HYLSA; modernization of 
these facilities would enable both producers to substantially 
improve their competitiveness and strategic position. 

~.02 The mining operations are analyzed in Annex 2-2 and Annex 3-2. 
The main conclusion from this analysis_ are: 

(a) coking coal and iron ore production in Mexico appear competitive 
from economic and financial points of view, and can be- expected 
to maintain this position if no major shifts in relative costs 
(labor, energy, transport) occur; 

(b) coking coal ~roduction shows substantial potential for further 
cost and quality improvements as older mines are closed and new 
mines are opened with concomitant changes in mining techniques 
and higher productivity; 

(c) iron ore is generally of lower grade but even with higher . 
processing costs is competitive as inputs to the steel industry 
on both an economic and financial basis; and 

(d) there is small room for improvement in two of the iron mines 
because they are nearing depletion; the remaining three iron 
mines and th~ coal mines could show . improved cost performance 
through increased capacity utilization rates~ 

3.03 The marketing and distribution practices and infrastructure have 
been deficient, particularly those of SIDERMEX. Past protectionist 
policies held back the development of an efficient and competitive 
distribution network. This deficiency has particularly affected the 
smaller companies in the engineering industries and capital goods, which 
have suffered from inadequate and unpredictable supply of steel products. 
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B. The Strategic Issues 

3.04 An analysis of the present and potential steel market demand and 
supply in Mexico is presented as Annex 3-3. Domestic producers are 
presently unable to supply high-quality steels to the domestic market, 
particularly for the rapidly growing capital goods and manufactured metal 
products subsectors. Mexican producers in these subsectors have potential 
comparative advantages in three significant areas, viz., labor cost, 
proximity to substantial markets, and indigenous resources. Recent 
government policy changes have added an additional factor that has spurred 
rapid growth and an export-oriented internationally competitive approach. 
As a result, this segment of the -steel market is the most demanding in 
terms of the quality dimension and cost competitiveness. The ability of 
the steel industry, and particularly the flat product producers, to adapt 
to the - changing needs of this segment of the steel market is a key factor 
in its future growth. 

3.05 The bases for projecting steel demand are an assumption of a 
modest rate of growth of 3-4% p.a. of GDP in the next five years and a 
further opening of the Mexican economy which is expected to lead to a 
faster-than-average growth of the manufacturing industry. _This is expected 
to result in an average growth in demand through 1991 of about 4.4% p.a. 
from the 1986 level for flat products, 3.2% p.a. for non-flats and 3.5% 
p.a. for seamless tubes, or 3.8% p.a. for all products. 

3.06 Although overall demand growth ' is projected to be slow, there are 
major opportunities for ·the Mexican steel industry in diversification of 
the product mix and improvement of product quality ·to capture a greater 
share of the specialized market segments that show higher than average 
growth potential. The strategic analysis described in Annex 3-1 indicates 
that from a wide range of flat and non-flat products, Mexican producers 
have considerable potential for improvement of their competitiveness to 
cover not only their short-run marginal cost, but their long-run economic 
costs as well (see paras 8.08-8.10). The restructuring program in the 
s~ort - run and the proposed project are designed to tap this potential which 
would benefit both the steel industry and its downstream users particularly 
in the capital goods and manufactured metal products subsectors. 

3.07 The main conclusions from an assessment of the industry's 
strategic position in relation to the potential market demand and taking 
into account the industry's cost and quality fa~tors are that the steel 
industry is well placed in the non-flat product area. The opportunity that 
needs to be tapped is the demand for high-quality bar products that could 
be produced in SICARTSA's modern facilities and the shift of these 
facilities from export to domestic production. However, the AHMSA non-flat 
product lines are clearly in a weak strategic position with respect to cost 
and quality. Abandonment of these lines could provide the private sector 
producers with the opportunity to expand production, provided the pricing 
incentives are in place. Structural profiles are an exception to this 
general thrust. Further analysis shows that AHMSA should continue to 
produce structural steel profiles (wide flanges, beams, etc.) as well as 
modify its structurals mill to produce rails for the domestic market (see 
also para 8.09). 
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3.08 The strategic thrust that can be derived from the analysis is 
that, in the short and medium term, Mexico should (i) concentrate on 
improving the quality and cost factors in the flat product lines; and 
(ii) focus ,its most modern non-flat facilities on the internal markets to 
service a demand for higher-quality products. With regard to raw material 
resources, a crucial issue is whether available iron ore reserves and the 
capacity of existing mines and new projects will be able to satisfy future 
demand of the steel industry. As a general conclusion, local supply 
sources, based on current reserve estimates would be sufficient to meet 
iron ore demand fully in the short and medium term, and coking coal demand 
in the longer term, well into the next century. Periodic reassessments of 
these global forecasts- will obviously have to be made in the light of new 
exploration results. 

c. Agenda for Policy Reform 

3.09 The strategic development" issues facing the Mexican steel 
industry also have a major impact on future trade liberalization. The 
policy reform proposals which underlie the comprehensive program of 
restructuring are aimed at creating the framework under which the steel 
industry can achieve greater competitiveness in ~he coming years and 
thereby open the way for liberalization measures affecting downstream 
industries. Annex 2-3 presents an analysis of the main policy ·reform 
proposals. 

3.10 Given that the program of trade liberalization and tariff 
reduction has already been agreed, the most critical element in the 
short-term agenda for policy reform is the elimination of domestic 1price 
contr sc sse n gre er eran In ruinex -3, s wrt:l: permit . 
fhe rise- of domestic steel prices to their opportunity cost levels and 
eventually, as quality improvei with the proje~t, t~ the level of CIF plus 
tariff. This measure would also allow the steel producers to obtain the 
financial benefits of the announced tariff policy and, thereby, generate 
the funds necessary for adequate maintenance of facilities, upgrading of 
technology and servicing of the debt. It would also allow the Government · 
to eliminate budgetary transfers averaging about 0S$75-100 million a year 
to cover both operational losses and to support capital expenditures in the 
public sector and indirect subsidies to the industry as a whole. It would 
attract needed new investment capital to the steel sector, and will lead to 
efficient import competition forcing ~omestic producers to improve quality 
and product mix and to serve better their customers. This will · 
substantially improve the supply of steel products in the domestic market 
as producers become more specialized and more competitive. These measures 
would further facilitate movement towards liberalizing domestic content 
requirements in downstream manufacturing industries, such as auto parts, 
for which a broader approach is foreseen. The proposed policy reforms in 
the steel sector are vital in ensuring greater competitiveness in both cost 
and quality terms. 

1.11 The steel sector report prepared by the Bank recommended that a 
global ateel sector policy be elaborated by Government with active 
pa ticipation of the private sector. This policy shodid l nc i ud~, clear 
statement o ~~~-1-'lff"PTno-•h - ~rder to encourage private sector 
investments seek its market niches and exploit its 
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comparative advantages in an effective manner. The first practical step in 
this direction has been the completion of a comprehensive, in-depth market 
study which serves as a basis for the medium and long-term strategy. The 
main objective of the study was to review the structural changes occurring 
in the demand for steel products, identify the market niches that present 
the greatest opportunities for domestic steel producers, and assess the 
basis for longer-term market growth, so that appropriate supply strategies 
can be defined and implemented. Consultants were appointed under the aegis 
of CANACERO and the study was completed in October -1987. This study 
provides the input for-the strategic planning study that has been 
undertaken by SIDERMEX and for other less formal studies by the private 
sector producers. The Government has agreed to elaborate the Global Steel 
Sector Policy Statement by July 31, 1988, i.e., after the presentation of 
the SIDERMEX Long-range Strategic Plan (para 4.10). The Government's 
Policy Letter, providing the outline for the Steel Sector Reform Program, 
is discussed in para 4.02. 

3.12 While no specific annual targets are included in the policy 
reform program concerning budgetary transfers and subsidies, the 
Government's clear intentions, as articulated in the SIDERMEX convenio and 
confirmed in the Policy Letter (para 4.02), are to reduce and eliminate 
direct and indirect subsidies and transfers to the public sector 
companies. With the expected implementation of the recommended policy 
changes, the steel industry will be able to operate, modernize and even 
modestly expand on the basis of its sales revenues. The total elimination 
of direct subsidies and government transfers to the steel industry is also 
expected to occur in a relatively short time. 

IV. THE RESTRUCTURING PROGRAM 

A. Objectives 

4.01 The Steel Sector Restructuring Program involving public and 
private sector producers is an important element in Mexico's general 
adjustment process. · Reflecting the strategic thrust described in 
para 3.08, major objectives of the program are to maintafn, enhance and 
restore the sector's competitiveness and restructure its technical, 
financial and organizational characteristics: 

(a) On the policy side by: 

(i) . elimi~n~a~t~i~n!Q.~~~~.J:Ji.;!i~- -~-~~o~ls~ reducing and making 
uniform . tar son steel products and eliminating official 
reference prices in line with the agreed calendar of trade 
policy reforms, so as to assure competitiveness in the 
marketplace; and 

(ii) reducing and eventual! 
producers. 

(b) On the technical side by: 

(i) 

iminatin overnmeat subsidies to 
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planned new facilities in terms of the product mix and 
markets served; 

(ii) carrying out economically justified immediate and urgent 
investments in catch-up maintenance, debottlenecking of 
existing productive facilities, quality control and 
productivity improvements; and 

(iii) undertaking the market and technical studies needed to plan 
for the longer-term investment needs of the sector. 

(c) On the organizational side by: ·improving the management and 
organization of SIDERMEX by decentralizing the decision-making 
process and devolving operating responsibilities to the steel, 
mining and other operating units, placing particular emphasis on 
their market responsiveness. 

(d) On the financial side by: improving the financial condition of 
SIDERMEX, the majqr -private sector producers, HYLSA and TAMSA, 
and other semi-interrelated producers by undertaking needed 
financial restructuring and financial engineering of their 
balance sheets. 

B. Global Policy Actions 

4.02 Following discussions on the underlying trade and price control 
policy framework, a number of actions have been taken as part of the 
Government's trade liberalization program, supported by the Bank's First 
(TPL I, Loan No. 2745-ME) and Second (TPL II, Loan No. 2882-ME) Trade 
Policy Loans. Import tariffs for finished non-flat steel products were 
reduced in 1986 from 40% to 37%, and on most flat products were reduced 
from 25% to 20%. Recently, tariffs on all steel products were reduced to 
0% to 15%. All quantitative restrictions for import of steel products were 
eliminated. The Government's policy actions are included in the Policy 
Matrix (Annex 4-1) and in the Policy Letter providing an outline of 
Government intentions with respect to the steel sector (Annex 4-2 ) . These 
action measures and policy intentions constitute the Steel Sector Reform 
Program, summarized as follows: 

-
(a) The Government plans to open the steel market in Mexico to 

international competition so that the manufacturing sector will 
benefit from high-quality, low-cost input materials. Changes 
include the elimination of quantitative restrictions and official 
reference prices for imported steel products. In December 1987 
tariffs were reduced to 0% to 15%. 

(b) Ste~l price controls wilL be totally eliminated not later than 
December 31, 1988. Prior to this event, the Government will 
continue to adjust the domestic prices of all steel products 
monthly based on the anticipated changes in the Consumer Price 
Index in order to dampen any possible sharp increases and 
fluctuations that might occur after complete price decontrol. 
The price increases accorded in December 1987 and January 1988 
have already brought all domestic product prices to or above 
equivalent international landed price levels and continued 
adjustments will maintain the domestic price levels in real 
terms. 
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Through these policy changes the Government seeks to provide a 
stable long-run framework of trade and domestic industrial 
policies that in the new open market environment will provide the 
necessary incentives for efficient production of quality products 
and the conditions necessary for proper long-term planning. It 
is the Government's intention to maintain these policies in order 
to ensure the development of an internationally competitive steel 

----~·ndustry able to operate without ·further protection. 

(d) 

(e) 

l 
(f) 

The Government has taken significant restructuring steps with its 
parastatal steel comp · &P-.Mfr:le , i'ncluding (i) the closing of 
t rn:ine icient steel plant, Fundidor d Monterrey S.A.; 
(ii) the financial and organizational restructuring of SIDERMEX; 
and (iii) the closure, spin-off, reduction and consolidation of 
its subsidiary companies. The Government plans to continue the 
transformation of SIDERMEX into an effective holding company that 
performs strategic management and general supervisory functions 
ve r the entire parastatal steel sector. 

By March 31, 1988, SIDERMEX will publish a Long-term Strategic 
Plan which will include details of the remaining restructuring 
work and the investment program supported by the proposed Bank 
loan. This plan will elaborate further on the issues regarding 
management and organization as well as details pertaining to 
facilities to be operated and products to be produced in the next 
five years. Government investmen wiil be limited to further 
balancing and technical u gradin of existing facilit Les ~nd &o 
~!et l on of existing projects that a ~e m,ow:n to be economicall 
and h nanc i'a1ly viabfe ' 

1 
.,., 

In the long term the Government plans to eliminate all budgetary 
transfers to SIDERMEX. After the publicat i on of t he SIDER:MhX 
Strategi c Pl an, Government will further elaborate and publish a 
Global Steel Sector Policy Statement, not later than July 31, 
1988, substantially along the li~es incl.;icated in the ·Policy 
Letter. In particular, the Global Policy will be consistent with 
both the guiding principles of the SIDERMEX Strategic Plan and 
with the Plan itself. These actions will clearly define the 
scope and extent of the public sector's investment and operating 
strategies and investment plans, and will, thereby, allow the 
private sector to plan it~ own operations and investments. The 
Government's goal is to continue the transformation of the sector 
into a group of solvent and viable companies with well-maintained 
facilities, producing internationally competitive products to 
better serve the country's downstream users including the growing 
export-oriented manufacturing industries. 

As they are vital to the short- and long-term success of the 
' restructuring effort, and to the viability of the physical 

investments to be implemented under this project, the continued 
maintenance of the price decontrol and trade liberalization 
measures is a covenant of the entire proposed loan. 
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C. SIDERMEX 

Overall Restructuring Thrust 

4.03 Significant progress has been made by the Government with regard 
to the restructuring of SIDERMEX operations and following actions have been 
taken: 

(a) The countr 's least viable and most loss-ridden steel plant, FMSA 
at Monter --- ---.. ----(b) The Government and SIDERMEX worked out a comprehensive 
restructuring program of the public steel sector and in 
September 1986, signed an agreement (Convenio), which provided 
for major. financial restructuring of SIDERMEX companies (AHMSA 
and SICARTSA), defi ned t:h ogram of physical - plant 
restructuring and organizational changes to be carried out with 
Government assistance , and specified SIDERMEX obligations in 
terms of performance improvements, productivity targets and 
profitability goals. 

(c) The corporate structure of SIDERMEX was rationalized, with 
devolution o resp nsibili t y for a l"t operating, marketing and 
financial activities from corporate level to the plant operating 
levels. The number of corporate employees was reduced from 1,070 
to aeproximately 800 with_TII1.'l'.1'i ___ ons contemplated:--

(d) . A large part of SEMIP's decision making authority was delegated 
to SIDERMEX corporate management; and 

The process of rationalization of the size and profile of 
SIDE~EX has Seen initiatea . f en of Ehe fo rm r TO 
subsidiaries have b een erans'f rred under direct control of 
SEMIP. A process o s le of 22 iquidation of 20, and 
consolidation of the remaining comp~ nies i nto 2 un ts has been 
started, and suostanti i lly ~~mglete~ (see para 4.06f~ . 

4.04 The SIDERMEX Restructuring Program incorporated· in the Convenio 
addresses the most urgent aspects of operational changes needed to restore 
SIDERMEX's competitive position, including the rehabilitation of existing 
facilities and undertaking the organizational and financial changes to 
accomplish the basic objectives. The Convenio provided that SIDERMEX would 
launch these actions as a medium-term program, while studying a longer-term 
strategic plan to be decided upon and implemented as soon as the requisite 
financing plan and detailed investigations were ready. The proposed 
project addresses the implementation of the medium-term restructuring. 

Organizational Changes 

4.05 At the beginning of 1986, SIDERMEX consisted of 3 integrated 
steel plants and 87 subsidiaries. Most of the subsidiaries were engaged in 
activities not closely related to the steelmaking and marketing process. 
The decision of the Government was to keep in the SIDERMEX group the larga 
integrated steel producers, the coal and ore mines, some of the marketing 
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network, ferro alloy producers, and the production of refractory 
materials. The rest will be divested from the SIDERMEX ortf lio. At the 
end of the reorganization process, w ave 2 integrated steel 
plants, a raw materials operating group and 24 related subsidiaries mainly 
in mining of iron ore and coal, and production of refractories. 

4.06 A major change that is an integral part of the current phase of 
SIDERMEX restructuring is the shut down of its most roblematic plant, FMSA 
~ Monterrey. This was a pain u ec son, since it liquidated nearly 
9 ;1JOO di rec t jobs and many thousands of indirect jobs. .Associated mines 
have since then also been shut down affecting some 2,000 workers in small 
communities. SIDERMEX and the Government have examined the social 
implications of these changes and after discussions with the trade _unions, 
have agreed on compensati.on measures. After the signing of the Convenio in 
1986, the restructuring process continued with ten of the former SIDERMEX . / 

. subsidiaries transferred under direct control of SEMIP t nd 42 companies ~ 
in sold to the rivate sector or liquidated. The remaining 35 

subsidiar es are eing consoli ate thermore, . the mining 
subsidiaries are being grouped into a single holding company, CMC, with its 
financial structure being rationalized through a recapitalization program 
aimed at eliminating inter-company debts, and allowing for transparency in 
the transfer pricing sales between the mining group and the steel plants 
(see para 7.07). 

4.07 The Convenio will transform SIDERMEX into a holding company that 
performs strategic management and general supervisory functions over the 
parastatal steel sector. The respons_ibility and autonomy of the plant 
management will be substantially increased. The marketing and production 
planning activity has already been transferred from the SIDERMEX corporate 
management to the plants. The new organization, which is already in place 
administratively, will be legally formalized in 1988 not later than 90 days 
after loan signa-ture (para 5.14). It· will ·group all operations under five 
independent operational entities: AHMSA, SICARTSA, the raw materials 
division under the corporate name Carbon y Minerales Coahuila S.A. (CMC), 
Refractories and related operations, and international marketing and other 
non-technical .units. This reQrganization will considerably improve the 
management of both the steel producing and non-steel related companies. 

Financial Restructuring 

4.08 In the framework of the Convenio, the Government assumed and 
converted to equity about US$883 million equivalent or 50% of the · 
US$1.75 billion equivalent total debt of the SIDERMEX companies. Another 

·us$25o" million of FMSA debt will be dealt with in the bankruptcy process of 
that enterprise. The conversion of debt includes essentially all capital 
repayment falling due in 1986, 1987 and 1988 and the interest payable from 
February to September 1986. This operation makes the debt more realistic 
and manageable, but does not offer a final solution of the 1 problem, 
especially if account is taken of the growth of debt expected in relation 
with the possible continuation of the SICARTSA II investment. 
Decontrolling prices would permit the companies to generate a large portion 
of the funds needed to service the debt, but probably further financial 
restructuring measures will be needed in the future, including a possible 
write-down of some remaining SIDERMEX assets which consultants will review 
under the project (para 4.12). 
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Technical Restructuring 

4.09 Key weaknesses in the mines and steel plants are due to 
insufficient funds in recent years allocated for maintenance and facility 
upgrading that have resulted in higher operating costs and lower product 
quality. I n addition, technical improvements, particularly in automation 
and systems development, have not been carried out even in the more modern 
facilities. The sector strategy review and the competitiveness analyses 
carried out earlier have identified that the product mix of the plants do 
not fully correspond to (i) the requirements of the market, (ii) the 
technical conditions of the plants, and (iii) the possibilities of -
specialization between the large public and private producers. There is 
general technical agreement between SIDERMEX and the Bank _that certain 
specialization should be develope mQng t h ~ubl ic and pr vate sector · 
pants, e.g., flat roducts a SA and HYLSA and non-flat produc t s at 

TSA and in the private sector. , Taking into account th1s strat~e~g~--
thrust and existing technical weaknesses, SIDERMEX has developed the 
short-term investment program with the assistance of US.Steel Engineering 
Consultants (para 5.11) that is the basis for the project components 
described in Chapter V. 

Long-term Action 

4.10 By the end of the proposed project, SIDERMEX is expected t o be a 
group of solvent and viable companies with well maintained facilities, 
producing internationally competitive quality products at lower cost than 
now and with an adequate product mix to better serve the downstream 
steel-consuming industries. However·, this immediate phase of the . 
restructuring process does not include all the potentially needed 
modernization, balancing or the completion ·of the investments in progress. 
SIDERMEX is therefore carrying out a long-term s~rategy study to define the 
basis for its development through · the 1990s. The Strategic Plan will be 
consistent with the guiding principles spelt out in the Policy Letter 
(para 4.02(e) and (f)). Terms of reference for this work were reviewed and 
agreed by the Bank. British Steel Corporation Overseas Services (BSCOS) 
was ~elected and has _carried out the task. SIDERMEX will present its 
long-term strategy proposal for Bank review by March 31, 1988. The market 
tudy (para 3.11) has also provided a major planning input to the strategy 

study. The strategy developed for SIDERMEX will provide the basis for the 
Government's Global Steel Policy statement which will define the role of 
the public sector and along with the results of the market ~tudy the 
opportunities available for the private sector. 

4.11 The integration of the proposed SICARTSA II investment program 
into the SIDERMEX complex is a critical element in the long-term strategy. 
The completion of this investment parallel with further facilities 
restructuring in the AHMSA plant may lead to excess capacities, 
particularly in plate production. Therefore, discussion with SIDERMEX and 
the Government has led to an understanding that alternatives to completion 
of SICARTSA II would be evaluated on their technical, economic and 
financial merits once the medium-term product and market studies are 
completed. Such an evaluation would be completed as part of the 
presentation of the SIDERMEX Long-term Strategic Plan and will include: 
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(a) review and discussion with the Bank of the conclusions and 
recommendations of its long-term strategy study in particular, those with 
respect to major investments in facilities not included in the now agreed 
Restructuring Program and use of facilities not now in operation; 
(b) implementation of the agreed elements of the long-term strategy in 
accordance with investment criteria, financing plans and implementation 
schedules that are acceptable to the Bank; and (c) annual review of the 
plan and progress achieved. 

4.12 In reviewing the SIDERMEX financial restructuring already 
effected by the Government, and in particular, the financial prospects for 
its steel companies, it has became apparent that there is a need for 
further balance sheet restructuring, including revaluation of the fixed -
asset base in relation to the earnings potential and a corresponding 
writedown of the equity base, so that future SIDERMEX financial performance 
is measured against achievable financial return criteria and refl~cts the 
overall cost of equity and loan capital. It has been agreed that within 
six months after the signing of the loan documents SIDERMEX will carry out, 
based on agreed Terms of Reference: (i) a complete analysis and 
revaluation of its fixed assets, including fixed assets of all of its 
subsidiaries, and (ii) an adjustment -and updating of the relevant balance 
sheets based on these results. 

D. Private Sector 

4 •. 13 The ·most important elements of the restructuring needs of the 
private sector pertain to the current financial situation at HYLSA and 
TAMSA, the two integrated producers. Other private sector producers, in 
general, appear to be in relatively satisfactory financial condition, 
although profit margins have eroded in recent years and investment risks 
increased. The policy reform package described in para 4.02, by and large, 
would be sufficient of itself to strengthen the financial position of the 
smaller, non-integrated steel producers and to provide the right signals to 
them to reinvest in the potentially profitable market niches, and to 
attraft new entrants to the industry. The case of HYLSA .and TAMSA is, 
however, more problematic. Financial restructuring is a necessary 
condition foF their survival as viable and dynamic entities. · 

4.14 As described in para 2.10, HYLSA owes about US$1.2 billion and in 
the present economic environment is not capable of generating sufficient 
funds on the existing facilities to fully service this debt. The company 
has recently completed negotiations on the restructuring of its debt with 
the advisory committee of the creditor banks. Since HYLSA, like the 
SIDERMEX companies, did not have sufficient funds in recent years for / 
maintenance and upgrading of its facilities, it badly needs to carry out a 
major rehabilitation and modernization program. The program has been 
defined by HYLSA with consultant assistance (see para 5.12) and forms the 
basis for the proposed project component. The implementation of this 
program is essential for HYLSA to maintain its competitive edge and retain 
its market share in a period when its main competitor, SIDERMEX, is 
carrying out a significant improvement program. As discussed in para 2.10, 
the restructuring agreement with the banks would allow it to retain 
sufficient financial capacity for the implementation of the minimum 
investment program. The financial assessment of the HYLSA rehabi l itation 
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component of the project reflects the preliminary agreements reached 
between HYLSA and the creditor banks (para 7.08). Signature of the final 
agreements with terms acceptable to the Bank is an agreed disbursement 
condition for the HYLSA component of the proposed loan (para 6.06). 

4.15 ~ased on the analysis, it appears that, taking into account the 
terms of the financing restructuring plan, the major capital investment 
needs, and HYLSA's working capital requirements for ongoing operations, 
HYLSA would not appear capable of carrying out a successful rehabilitation 
and modernization program without financial assistance under the proposed 
project. Moreover, the financial restructuring package would permit HYLSA 
to obtain additional substantial write-down of the debt burden if part of 
the annual free-cash flow in the early years were to be used t~ retire 
debt. To the extent that HYLSA .is able to finance at least a part of its 
investment needs from new external sources, the restructuring of HYLSA's 
balance sheet could b~ accelerated, resulting in a sound~r capital 
structure. This would also allow HYLSA to remain a stronger competitor to 
the public sector in the domestic market. 

4.16 Coupled with the financial restructuring needs (para 2.11), some 
technical restructuring involving new technology and upgrading of existing 
facilities of smaller producers in the private sector, particularly the 
specialty-steels .producers, have been identified by the Government. 
Although these requirements are not specifically funded under the present 
project, NAFIN has agreed that technical assistance for these·purposes will 
be provided from other funding sources, including existing Bank credit 
lines, already available to it. Funding for subsequent investment and 
working capital needs would also be channeled through existing credit 
lines, including existing Bank loans, with additional funds possibly 
included in a proposed Industrial Restructuring loan. 

V. THE PROJECT 

A. Objectives 

5.01 The project is based on the strategic analysis discussed in 
Chatiter III and supports the policy reform measures discussed in 
Chapter IV. Its first objective is to assist the Mexican Government in 
implementing a comprehensive and far-reaching reform of the steel sector 
and in carrying o~t the needed restructuring actions. Its second objective 
is to assist the major players to rehabilitate potentially efficient plant 
and equipment with demonstrable viability, enhance product quality and 
reduce product costs, eliminate bottlenecks to achieve better utilization 
of existing capacity, improve technical, financial and managerial controls 
and information systems, train operations and maintenance staff and develop 
the human resources to achieve the overall objectives of greater 
competitiveness and responsiveness to market needs. Its final objective is 
to assist the Government and the industry in elaborating their long-term 
strategies and policies to achieve a healthier development of the steel 
sector in line with the country's development objectives. The project 
specifically avoids investments in product lines and facilities whose 
vl'ability i s aepen en -0 e outcome of the ong~ing market study and the 
SIDERMEX ong-term strategy s u 
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B. Project Description 

5.02 The proposed project consists of three parts: Part A is an Input 
Materials and Steel Products Import component tied to implementation of 
agreed policy reforms; Part B addresses the restructuring needs of SIDERMEX 
and its operating entities; and Part C supports the rehabilitation and 
modernization of the HYLSA flat product facilities as part of its 
restructuring program. 

Part A: Input Materials and Steel Products Import Component 

5.03 This component is intended to support the Steel Sector Reform 
Program of the Government described in paras 2.13-2.16 and 4.02. This 
program is in the process of execution having been launched by the 
Government in early 1986 with important components already implemented. 
Finalization and implementation of major components, including the 
elimination of domestic price controls, are under way. The policy reform 
will substantially alte~ the manner in which .the steel industry conducts 
its business and develops in the coming years. It is expected that the 
further deepening of the reform process will result in increased steel 
imports during· the adjustment period when the industry wil-1 be carrying out 
its restructurin~ 4nd rehabilitation. Accordingly, tbis . component will 
suppart both the consolidation of the already adopted measures and the 
introduction of new ones~ and would finance a p~rt of the increased imports 
during · the adjustment period. 

5.04 The Government has already carried out two of the triggering 
events, i.e., elimination of ORPs _for all steel products, one of the events 
for release of Tranche I, and reduction and equalization of . tariffs on 
steel products to no more than 25%, one of the events for release of 
Tranche II. In addition, the price adjustment in mid Januaky 1988 an9 the 
presentation of the Policy Letter at negotiations complete all actions 
required for release of the first tranche at loan effectiveness. The 
second tranche release will be triggered by final decontrol of all steel 
product prices, and the final elaboration of a Global Steel Policy 
Statement by the Government. The two tranches will be in e~ual amounts 
(see para 6.12) and will be used to finance eligible imports as set out in 
Annex 5-1. 

Part B: SIDERMEX Restructuring Program 

5.05 The SIDERMEX program includes: investments in the major flat 
product facility, AHMSA, aimed at im~roving the quali ty ana compet r t l veness 
of its hot and cold rollin • lines and improvf ng tft't1 za~ron o r s 
heavy section mill through the addition of equipment or t e pro uction o 
rail; investments in the raw materials division, CMC, to ensure adequate 
coal and iron ore supplies for the steel plants; and assistance to SIDERMEX 
in strategic planning and other studies. 

5.06 The AHMSA component is detailed in Annex 5-2 and concentrates on 
shifting the product mix to flat products, heavy structurals and rails with 
an overall reduction in steelmaking capacity and improvements in quality 
and lowering of costs of production, primarily in hot and cold rolled sheet 
and tin plate. The major technical thrust is to (i) rationalize the 
steelmaking and continuous casting facilities; (ii) rehabilitate and 
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improve the quality and productivity of the hot strip mill; (iii) balance 
the cold rolling mills and improve the quality of cold rolled products; 
(iv) provide catch-up maintenance throughout plant operations and in the 
plant-wide utilities and services; (v) expand the product line by using the 
underutiliz~d heavy structural mill for the production of rail; and 
(vi) provide for enhancement of systems and training. The investments 
include, equipment for improvement of the steel-making facilities, the hot 
and cold rolling mills, rail section mill and plant-wide maintenances 
including utilities and services, as well as services of consultants for 
enhancement of management information systems, engineering and project 
management and development of training programs and expenditures for · 
overseas training of operating personnel. About 900 man-months of 
consultant services are included. 

5.07 The CMC component is detailed in Annex 5-3 and is concentrated on 
raising productivity in the coal mining operations and strengthening the 
Hercules iron ore operation, bringing it to its intended level of 
operation, through a mixture of maintenance and equipment renewal, 
debottlenecking investments, systems and con~rols and technical assi~tance 
for project management, operational improvements and upgrading of technical 
skills. The proposed investments include replacement of mining, transport 
and conveyor equipment, purchase of new coal crushers, installation of an 
iron ore concentrator facility and consultant se~vices (250 mari-months) for 
implementation of accounting and management information systems, and for 
project management and training. 

5.08 Strategic planning studies for SIDERMEX are detailed in 
Annex 5-4. The main objectives of these studies are to assist SIDERMEX 
management in: (i) carrying out a long-term strategic stud ncluding the 
necessary supporting technical studies; (ii) underfiking the corporate-wide 
asset ~evaluation exercise and translating the results into a suitable 
financial structure; (iii) implementi the or anizationaL and financing 
restructuring measures that emerge after the completion of the long-term 
~egic studies; (IvJ assisting in the detailed planning of the long-term 
strategic investments; and (v) providing assistance for implementation of 
corporate level management information systems. _To these ends, this 
component would include consultant services of about 445 man-months. 

Part C: HYLSA Restructuring Program 

5.09 The HY~SA program which is detailed in Annex 5-5 concentrates on 
improving the competitive advantage of the Flat Products Division through 
investments in cost reduction, productivity and quality improvement,. Most 
importantly, this component is intended to be executed in a timely fashion 
to maintain a competitive balance between HYLSA in the private sector and 
AHMSA in the public sector, both of whom are providing similar products to 
the Mexican steel markets. This component includes: (i) establishing the 
production of high-quality slabs from the stee~making shop; (ii) revamping 
and improving the quality and productivity of the hot strip mill; and 
(iii) debottlenecking the cold rolling mills and improving the quality and 
productivity of these facilities. The physical investments include 
equipment for steelmaking and hot and cold rolling mills. In addition, 
project management consultant services of about 250 man-months are included 
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to assist HYLSA in carrying out detailed engineering and project 
supervision. 

Sector-wide Technical Assistance 

5.10 As stated in para 4.16, it was agreed that the identified 
requirements for sector-wide technical assistance will be funded separately 
by NAFIN from other credit sources including existing Bank credit lines. 
Under this concept, NAFIN would finance: 

(a) Diagnostic studies for individual private sector companies aimed 
at improving operating efficiency and identifying potential for 
financial restructuring, rehabilitation and/or expansion. 

(b) Feasibility and engineering studies to assist individual private 
sector companies to take advantage of new market opportunities 
and arrest existing and potential new thr·eats to their 
competitiveness or to assist in preparing proposals for funding 
from existing and/or potential Bank-supported investment credit 
lines, recommended restructuring, rehabilitation, and operational 
improvements including technical assistance for management 
development and staff training. 

To this end, up to 400 man-month consultant services may be financed by 
NAFIN. Satisfactory and timely execution of these activities by NAFIN is 
an agreed covenant in the proposed loan operation. 

C. Project Management, Organization and Implementation 

5.11 The SIDERMEX project beneficiaries - AHMSA, and CMC - have both 
had the benefit of qualified international consultant assistance (UEC -
consulting arm of US Steel) in the preparation of the project components. 
They are continuing their existing consultant contracts f9r preparation of 
bid specifications pending selection of a consultant to assist with project 
management. Terms of reference have been discussed and selection is under 
way following Bank guidelines. As CMC's current project management 
organization is only now being set up, it has been agreed that CMC will 
employ a suitably qualified consultant to assist in project management on 
terms of reference satisfactory to the Bank. CMC has also agreed to 
maintain a suitably staffed project management team (see para 5.14) for the 
duration of the project. 

5.12 HYLSA was assisted by Nippon Kokan of Japan (NKK) in project 
preparation and has agreed to follow Bank guidelines in selecting a new 
consultant to assist in project management, which will include procurement 
assistance, assistance in overall project planning and cost control as well 
as basic engineering, construction management and assistanc~ during 
commissioning·. Terms of reference similar to those at AHMSA have been 
prepared. Both AHMSA and HYLSA have agreed, until project completion, to 
appoint a Project Manager and retain suitably qualified project management 
consultants on terms of reference and conditions satisfactory to the Bank. 

5.13 The project includes retroactive funding (para 6.13), including 
consultant preparation work. Terms of reference were agreed for work 
already under way and have been reviewed and agreed for the project 
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SIDERMEX Corporate management will also utilize 
in strategy studies and development. Terms of 
and a . consultant, British Steel Overseas Services 
the first phase of the work. 

5.14 In addition to consultant assistance, each operating company and 
the SIDERMEX holding company have appointed a senior technical manager as 
internal Project Manager with responsibility for seeing to efficient 
project implementation. The Project Manager is supported with functional 
and line staff as needed in carrying out the project. This is particularly 
important as the physical plant rehabilitation is a complex task and 
interference with day-to-day operations needs to be minimized, with project 
implementation carefully phased into existing production and maintenance 
schedules. The -companies have agreed to assign staff from the existing 
organizational structures as required for the duration of the project. 
Since CMC is a new organization a more formal ~roject management team will 
be organized. In all cases, however, a · senior technical manager will be 
appointed as Project Manager and will be supported by (i) technical staff 
made up of both operating and engineering personnel; (ii) construction 
supervisors; (iii) planning and scheduling personnel; (iv) financial, cost 
accounting and cost control personnel; and (v) other specialized support as 
needed (e.g., procurement, systems and training, etc.) to carry out the 
project. This staff will interface with the consultant teams who will 
function in an advisory role. Responsibility for project implementation at 
each of the operating companies will be in the hands of the Project 
Manager. As discussed in para 4.06, the organization of CMC is being 
substantially changed through creation of a holding company for all mining 
operations. It was agreed that the completion of the conversion of CMC · to 
a legal holding company for all of the SIDERMEX raw materials holdings must 
take place before the disbursement of any project funds to CMC. 

5.15 The SIDERMEX holding company has also assigned senior staff to 
assist with project implementation. This includes accounting, financial 
and legal staff to monitor overall progress and help coordinate project 
implementation by the operating units and a second group to ,handle 
strategic-·planning and the implementation of consultant studies relating to 
strategy development, organizational structure, reporting and management 
information and control systems, financial studies (includes asset 
revaluations) and other restructuring tasks. 

5.16 Individual detailed implementation schedules are sho~ in 
Annexes 5-2, 5-3, 5-4 ~nd 5-o along with detailed project descriptions. 
These schedules are summarized in Table 5.1. 

Table 5.1 

Implementation Schedule 

AHMSA CMC HYLSA 

Bid Documentation Available January 88 January 88 October 
Closing August 88 August 88 April 
Contract Award April 89 July 89 October 
Installation of Equipment October 90 July 90 November 
Commissioning January 91 September 90 February 

88 
89 
89 
90 
9i 
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The most critical element in the installation schedule is the delivery time 
for major equipment. For the major components up to 18 months is allowed 
and although a judicious mix of local and domestic supply may allow for 
some shortening of the schedule it will require careful planning and 
follow-up. The HYLSA component starts prequalification at a later date 
whilst awaiting the conclusion of its debt restructuring arrangements 
(para 2.10). The work in the HYLSA plant, however, is expected to proceed 
at a faster rate than the others since much of the new equipment is already 
on hand. Overall, the work is taking place at existing plant sites with 
staff and infrastructure in place. The implementation sche9ule takes into 
account numerous short outages in ex~sting facilities for equipment 
installation. With technical staff in place experienced in operations, 
engineering and construction it is expected that all work including 
start-up will be completed as scheduled after the bid documentation dates. 

D. Role of NAFIN 

5.17 Nacional Financiera, S.N.C. (NAFIN) has been designated by the 
Government as the Borrower in this operation. NAFIN is a Government owned 
development finance institution, that has ample experience in 
administering and onlending Bank loans in Mexico. In this operation it 
wi_ll (i) bo.rro"w from the Bank and onlend to the ultimate beneficiaries 
(Government, SIDERMEX companies, HYLSA) the respective components of the 
loan . (para 6.07); (ii) organize and coordinate the collection and 
presentation to the Bank of the documentation concerning imports financed 
from the proceeds of the quick disbursing component of the loan 
(para 6.12); (iii) assist the ultimate beneficiaries · in the loan 
administration and accounting and facilitate the financial part of the 
supervision of the project (para 6.12); and (iv) serve as a liaison in all 
financial matters .between ~he Bank and the ultimate beneficiaries. 

5.18 In addition to its direct involvement in the administration of 
the Loan, NAFIN will have a further role in assisting the small private 
steel producers. In order to avoid unnecessary duplication an~ 
proliferation of . new credit lines with all their bureaucratic imp~ications, 
funding for initial studies and for later investment and .working capital 
needs for the small private producers would be channeled through existing 
and/or potential new credit lines (para 5.10). Since NAFIN is the Borrower 
for some .of the existing loans and designated as the Borrower for future 
credit lines to the industrial sector, it will serve as a key link between 
the Steel Restructuring . Pr·oj ect and other operations. 

E. Training and Manpower Development 

5.19 Each of the project components includes planned funding for 
technical assistance. The most extensive program is planned for the AHMSA 
operation which is an older plant where extensive new technoaogy is being 
introduced and where the opportunity exists for widespread retraining and 
reallocation of human resources. Current plans include a decrease in the 
present work force from over 21,000 to approximately 18,000 total 
personnel. A human resource dev.elopment group has been established in the 
plant organization to see to planning and implementation of training 
programs including general operation and maintenance in addition to t he 
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training that will accompany the purchase, installation and start-up of new 
equipment. These programs, which include training abroad, are expected to 
bridge the full duration of the project. The new CMC is in the most urgent 
need of technical assistance ranging from geological exploration to 
training in1 mining operations and maintenance of all major equipment. This 
component includes extensive on-site training and development. 

5.20 The HYLSA operation has demonstrated excellent ongoing in-house 
training programs for both operations and maintenance. These programs will 
continue without the need for additional outside technical assistance. 
Specific training on new equipment is included in the estimate which might 
also include training by suppliers abroad, but beyond assistance in project 
management no general technical assistance is included. 

5.21 The technical assistance components for AHMSA, CMC and HYLSA 
coupled with equipment investments are expected t? result in higher 
productivity, yield and quality of finished products .as well as lower 
energy consumption and other significant cost reductions. The integration 
of these programs in operating steel plants and at operating mines requires 
const_ant diligence by facility management and their consultants in order to 
obtain the operational improvements predicted. Therefore it was agreed 
that Action Plans co·vering these improvements will be developed by AHMSA, 
CMC and HYLSA, that include monitorable steps and a timetable of expected 
results. The presentation of these Action Plans is a condition of 
disbur·sement of the respective components under Parts B and C of the 
project. The Action Plans will also include details on training programs 
to be undertaken and results expected therefrom. The development and 
satisf~ctory implementation of these plans will be monitored by the Bank to 
ensure sat-isfactory progress of the AHMSA, CMC and HYLSA components. 

F. Env.ironmentai Issues 

5.22 Restructuring at AHMSA includes rehabilitation of existing air 
and water pollution control.systems throughout the plant. Annex 5-2, 
Appendix 1, provides data on the environmental situatien before and after 
the project. Measured dust emissions are presently 2,517 kg/hr. With the 
shutdown of various facilities and rehabilitat1on of others, dust emissions 
after the project are expected to ·amount to 996 kg/hr, a reduc~ ion of over 
60% in absolute terms. The major air pollution p_roblem stem.1 l .,, the 
obsolete Siemens Martin open hearth steelmaking shop which contributes 
approximately 80% of the dust emissions. The project includes the shutdown 
of a major section of this operation. Final elimination of the remaining 
open hearths is envisioned in a later phase for AHMSA but would not take 
place until the early 1990s. The plant will not meet Mexican and 
internationally accepted norms for air pollution until that time. Water 
pollution control studies and expenditure are currently budgeted and under 
way to bring waste water into compliance by the completion of the project 
in 1991. The AHMSA Action Plan includes consultant assistance to further 
evaluate and seek specific recommendations to improve the plant's ability 
to monitor environmental quality, to ensure pollution control equipment is 
installed and maintained properly, and to undertake training in pollution 
abatement. 
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5.23 The CMC and HYLSA operations are already in conformance with 
Mexican air and water pollution standards and no change is foreseen as a 
result of this project. Mine safety improvements including training and 
equipment expenses are included in the CMC portion of the project to bring 
about a level of safety standards higher than currently required under 
Mexican law but more in line with international standards. 

VI. CAPITAL COST, FINANCING PLAN, PROCUREMENT AND DISBURSEMENT 

A. Capital Cost 

6.01 The estimated total capital cost of the proposed project is shown 
in Table 6.1 below, and amounts to US$810 million equivalent. Incremental 
working capital needs are estimated at US$100 million equivalent through 
1991, when all elements of the project would be fully operational. 
Interest during construction amounts to US$40 million equivalent. 
Together with the policy based component of US$100 million, total financing 
requirements amount to US$1,050 million equivalent, of which US$596 million 
equivalent is in direct and indirect foreign exchange costs. 

Table 6.1 

Sumnary Total Estimated Financing Requirements 

Part A of the Project 

Parts B & C of the Project 

F.quiJ:lEilt & Spares 
Civil Works/ErectiotJ, 
Fngineerlng/Project Managemmt 
TA & Training 

Base Cost (June 1987) 

Physical Contingencies 
Price Escalation 

Installed Chst 

· Taxes & nities 
Total Installed Chst 

Incremental Working Capital 
Total Project Chst 

Interest furing Construction 
Total Financing Reqd. Parts B & C 

GRAND rorAL 

M$ billion 
weal. Foreign Total 

109 
112 
20 
10 

251 

31 
47 

329 

129 
458 

98 
556 

561 -

123 · 

406 
12 
22 
22 

462 

44 
37 

543 

543 

26 
569 

44 
613 

613 -

123 

514 
125 
42 
32 

713 

75 
84 

872 

129 
1,001 

124 
1,125 

49 
1,174 

1,297 -

US$ million 
weal. Foreign Total 

88 
91 
17 
8 

204 

25 
38 

267 

104 
371 

80 
451 

4 
455 

455 -

100 · 

328 
10 
17 
18 

373 

36 
30 

439 

439 

20 
459 

36 ' 
495 

595 

100 

416 
101 
34 
26 

577 

61 
68 

706 

104 
810 

100 
910 

40 
950 

1,050 

% Base % 
Cost Foreign 

17 

72 
17 
6 
5 

100 

11 
12 

123 

18 
141 

17 
158 

7 
165 

182 

100 

79 
10 
53 
69 
65 

59 
44 
62 

0 
54 

20 
sf 

90 
52 

57 



- 26 -

6.02 The base capital cost estimates for Parts Band C of the project 
were prepared by the SIDERMEX operating companies and HYLSA, respectively, 
with the assistance of reputed international engineering consultants 
(para 5.11-5.12). Summaries of capital cost estimates by plant are shown 
as Annexes ~-1 through 6-4, and details are included in the project files. 
The base cost estimates have been checked against recent international 
experience in steel plant rehabilitation and are based on extensive 
research by the engineering consultants. Despite a high degree of 
confidence in the base cost estimates, a physical contingency factor of 
approximately lli. of the base cost is included as the nature of the 
restructuring process in an operating plant imposes constraints on detail 
engineering design until appropriate plant shut-down procedures are set up 
and erection and installation schedules are drawn up. The estimates 
include provision for price escalation (1.0% in 1988, 1989 and 1990 and 
3.5% in 1991 and thereafter on the foreign cost components; the domestic 
inflation rates in equivalent US$ terms are taken at 2.5% in 1988, 1989 and 
1990 and 3.5% in 1991 and thereafter, based on a moderate inflation 
scenario and an expected correction for the continuing exchange rate 
undervaluation) in accordance with IBRD guidelines modified to take into 
account the likely behavior of the Mexican peso exchange rate movements 
during the project implementation period. The price escalation and 
physical contingencies amount to 23% of the base cost. No contingencies 
were applied to Part A of the project, as this would finance actual cost of 
imports of raw materials, steel products and other consumables up to the 
total amount of the loan allocated to that component (i.e., US$100 million 
equivalent). 

6.03 The cost for consultant services (including consultants' fees, 
travel and subsistence expenses) is estimated on the basis of the long-term 
nature of the major consultant service assignments. Consultant 
requirements for the various project components are estimated as follows: 
AHMSA - 900 man-months; CMC - 250 man-months; SIDERMEX Corporate -
445 ~~n-months; and HYLSA - 250 man-months. 

6.04 The incremental working capital needs are calculated from the 
detailed assumption discussed in Chapter VII and in the Project File. The 
working capital needs relate mainly to financing of the production build-up 
(finished goods and work-in-process inventories, receivables, pre-paid 
expenses) and to the reduction of short-term liabilities from the base of 
end December 1986. About 40% of the incremental needs are expected to be 
financed from extension of existing commercial bank credit lines. Interest 
during constructio~ will not be capitalized by the companies. 

B. Financing Plan 

6.05 The proposed financing plan for the proposed project is shown in 
Table 6.2 below. 
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Table 6.2 

Summary Financing Plan 
(in US$ million) 

For- % of Total % 
Local eign Total Reguired Foreign 

Pro2osed Bank Loan 
Part A of Project o.o 100.0 100.0 9.5 100.0 
Part B of Project o.o 225.0 225.0 21.4 100.0 
Part C of Project o.o 75.0 75.0 7.2 100.0 

Total Bank Loan o.o 400.0 400.0 38.2 100.0 

Incremental Short-term Debt 
(Local Banks) 
Part C of Project 32.0 o.o 32.0 3.0 o.o 

Total Short-term Debt 64.0 o.o 64.0 6.0 o.o 

Internal Cash Generation 
Part B of Project 266.0 148.0 414.0 39.5 35.8 
Part C of Project 125 .o 47.0 172.0 16.3 27 .2 

Total Internal Cash 391.0 195.0 586.0 55.8 33.3 
-

Total Financing 455.0 595.0 1,050.0 100.0 56.7 -
The finan~ing requirements by company and the allocation of the Bank loan 
are shown in Table 6.3 below. 

Table 6.3 

Financing Plan -by Com2any 

Total 
Part A AHMSA CMC 

SIDER- Total Total 
MEX Part B Part C --

Grand 
Total 

-
Total Reguirements 100.0 479.7 184.4 7.5 671.6 278.4 1,050.0 

Proposed Bank Loan 
Local Banks (Short . Term Debt) 
Internal Cash Generation a/ 

% of Total Requirements 
% of Total Bank Loan 

100.0 170.0 
32.0 

277.7 

9.5 
25.0 

45.7 
42.5 

50.0 

134.4 

17.6 
12.5 

5.0 

2.5 

0.7 
1.3 

a/ Including approved 1987 Government budgetary transfers. 

225.0 
32.0 

414.6 

64.0 
56.3 

75.0 
32.0 

171.4 

26.5 
18.8 

400.0 
64.0 

586.0 

100.0 
100.0 

Approximately 56% of the proposed Bank ·1oan would be allocated to the 
SIDERMEX restructuring program; 25% would be allocated to the raw material 
and steel products import component, and 19% to the HYLSA modernization 
program. The financing plans for each of the main beneficiaries, AHMSA, 
CMC and HYLSA, are based on a conservative mixture of debt and internal 
cash generation, with continued access to existing short-term credit lines 
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for incremental working capital. The reliance on internal cash generation 
has been verified by the projected financial position which is based on 
very conservative assumptions about steel prices, demand growth, market 
share, production build-up after project completion, and expected build-up 
of cost and, quality improvements (as detailed in Chapter VII). A 
two-phased price decontrol program in line with the policy changes targeted 
and described in para 4.02 is expected to take place, but the effective 
impact, particularly on non-flat products, is projected in a gradual 
manner. This is due to continued excess market supply in relation to a 
slow projected growth in demand, and an expected reluctance by the 
producers to effect substantial price increases on commonly used non-flat 
products to avoid any loss of .existing market shares. Under these 
assumptions, the proposed financing plan involving about 62% contribution 
from internal cash generation for the SIDERMEX group, including an 
estimated US$50 million budgetary transfer in 1987, and nearly the same 
contribution from HYLSA cash generation, is considered feasible. In the 
case or HYLSA, the financing plan is very conservative since the financial 
restructuring proposals include the premise of 100% internal cash financing 
for the agreed modernization program. 

6.06 In view of the above and with consideration to the conservative 
nature of the financial forecasts, it has been agreed that: 

(a) Part B of the project will be supported by the Government through 
the SIDERMEX financing plan, including adequate annual budgetary 
authorizations and when required, additional equity 
contributions, in the event that internal cash gener·atiori does 
not reach the conservatively estimated levels shown, or should 
capital cost overruns exceed SIDERMEX ability to cover any 
additional requirements through internal cash generation; and 

-
(b) Part C of the project will be supported through the final 

restructuring agreement between HYLSA and the creditor banks 
reflecting the project financing plan and allowing for excess 
·cash generation over and above that required for successful 
project completion to be ~sed to retire existing debt to the 
extent that doing so would not jeopardize HYLSA ability to cover 
eventual project cost overruns. 

C. Onlending Arrangements 

6.07 Th~ Bank loan will be made to NAFIN as borrower under guarantee 
of the United Mexican States, on standard World Bank terms. NAfI~ will 
onlend funds in the following manner: 

(a) Part A: Funds will be onlent to the United Mexican States at the 
Bank's standard variable rate plus a spread of 0.25% to NAFIN; 
onlending terms will be the standard for Bank terms. 

(b) Part B: Funds would be onlent to SIDERMEX, AHMSA and CMC at 110% 
of the Bank's standard variable interest rate to NAFIN; onlending 
terms will be 15 years including 3 years grace. 



- 29 -

(c) Part C: Funds will be onlent to HYLSA on the same terms as for 
Part B above. 

The foreign exchange risk will be borne by the beneficiaries: Government, 
SIDERMEX, AHMSA, CMC and HYLSA. The coverage of risks relating to foreign 
currency pooling as well as reimbursement for commitment fees will be 
recovered by NAFIN through the 10% premium applied to the lending rate from 
the Bank. 

6.08 The Project Agreements with each of SIDERMEX, CMC, AHMSA and 
HYLSA have been agreed along with the proposed content of the Subsidiary 
Loan Agreements between these firms and NAFIN. The signing of these 
agreements are conditions of disburseme~t of Parts Band C of the loan. 

D. Procurement 

6.09 The main project beneficiaries are now completing the packaging 
of their proposed investment programs so that the packages are technically 
coherent and permit the main equipment suppliers to provide the necessary 
performance guarantees. The major packages would include supervision of 
erection/installation by the supplier in order to ensure satisfactory 
performance, and may include in some cases, "limited turnkey" bids covering 
engineering and erection/installation. By grouping packages into the major 
plant areas (hot strip mill, cold rolling mills, steelmaking shop, etc.), 
the steel plants would be able to minimize erection scheduling conflicts 
and· downt_ime of existing production runs. 

6.10 Interna•tionai competitive bidding (ICB) procedures under Bank 
guidelines will be used for procurement of all goods and equipment expected 
to exceed US$0.5 million in value to be financed under Parts Band C of the 
project except as noted below. All ICB investment packages valued above 
US$2.0 million will be subject to prior Bank review and approval. For 
contracts valued below US$0.5 million, procurement will be carried out 
through International Shopping (IS) with price quotations from at least 
three foreign suppliers from at least two foreign countries. The aggregate 
value of these contracts should not exceed US$10.0 million. Direct 
purchasing or quotation from two or more identified suppliers will be 
permitted for spare parts or where proprietary technology is involved for 
an aggregate amount not to exceed US$23.0 million. Finally, Limited 
International Bidding (LIB) will be permitted when the equipment or goods 
to be procured can only be supplied by a limited number of manufacturers. 
The aggregate value of these contracts should not exceed US$20.0 million. 
The proposed loan will not finance civil works and local erection and/or 
installation contracts. The standard preference margins of the lower of 
the tariff level or 15% for goods of domestic origin will be allowed under 
ICB procurement. Consultant services will be procured using Bank 
guidelines. Terms of reference have been agreed in advance for the 
proposed project management consultancies and for the strategic studies and 
shortlists have been approved by the Bank. Procurement of goods and 
supplies under Part A of the project will follow existing Bank practice 
for policy-based lending. Contracts expected to exceed US$5.0 million in 
value will follow ICB procedures. Other contracts will follow the normal 
procurement procedures of the purchaser, which are satisfactory. The 
procurement arrangements are summarized in Table 6.4 below. 
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Table 6.4 

Procurement Arran,ements 
(US$ million 

ICB 

316 
(210) 

LIB/IS LCB Other Total 
Parts Band Ca/ 

Equipment & Spares 
(Bank Financed) 

Civil Works/Erection 
Engineering/Project Management 

( Bank Financed) 
Technical Assistance & Training 

(Bank Financed) 
Total 

(Bank Financed) 
316 

(210) 

41 95 
(30) 

124 

41 219 
(30) --

56 508 
(23) (263) 

124 
35 35 

(15) (15) 
39 39 

(22) (22) 
130 706 
(60) (300) -

a/ Not including interest during construction, incremental working capital 
and taxes and duties. 

ICB procurement under Bank guidelines for Parts Band C of the project 
amount to a total of US$316 million or 45% of total expenditures and 
Equipment and Spares contracts financed from the US$263 million Bank 
portion amounts to US$210 million or 80% of these contracts. Limited 
International Bidding and International Shopping amount to 6% of total 
expenditures, with local competitive bidding, direct purchase and 
·consultancy contracts procured under Bank guidelines making up the balance. 

E. Allocation of the Loan and Disbursements 

6.11 The allocation of the proposed Bank loan of US$400.0 million is 
shown in Table 6.5 below: 

I. Raw Miterlals & Other 
Eligible Imports 

II. F.quiJJll!Ilt & Spare Parts 

III. Glnsultant Services 
IV. lklal.located 

Total 

Part 
A 

100.0 

Table 6.5 

Loan Al.location 
(15$ million) 

Part Part 
B C 

% of 
Total Total 

% of Expemitures 
To Be Financed 

100.0 
163.0 57.5 220.5 

21.0 3.5 24.5 
41.0 14.0 55.0 

25.0 100% of foreign expemitures 
55.0 100% of foreign expemitures 

and 100% of local 
expeniltures (~actory) 

6.0 100% 
14.0 -

100.0 225.0 75.0 400.0 100.0 ------
6.12 NAFIN will be responsible for maintaining loan accounts and 
preparation and submission of withdrawal applications under Part A. 
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Disbursement of Part A of the project would be against 100% of foreign 
expenditures of eligible imports defined in Annex 5-1 and would be based on 
a Statement of Expenditure from the Banco de Mexico detailing individual 
transactions in each relevant period in respect of eligible imports, 
together with a Certification from the Banco de Mexico of payment of the 
amounts involved and of their eligibility under the loan. Applications for 
withdrawal will be consolidated and submitted in amounts of not less than 
US$! million. Retroactive financing for expenditures incurred after 
November 1, 1987, up to a maximum of US$20 million has been agreed. As all 
prior conditions for release of tranche 1 (US$50 million) have been 
fulfilled (i.e. elimination of ORPs and adjustment of prices in real 
terms), tranche 1 will be available for disbursement at loan effectiveness. 

6.13 For disbursements under Parts Band C of the ~roject, a special 
account will be opened in a bank acceptable to the World Bank, with an 
initial deposit of US$20 million, representing an estimated four months of 
Bank-financed expenditures on Parts Band C of the project. As SIDERMEX, 
AHMSA and CMC have already begun project implementation and as eligible 
expenditures for urgently needed. maintenance spare parts have been 
authorized by the Bank after completion of the technical reviews, 
retroactive financing of all expenditures incurred after February 1, 1987, 
up to a maximum of US$30 million would be allowed. The special account 
will be audited annually in accordance with Bank guidelines. Disbursements 
will be fully documented, except for contracts valued at US$2.0 million or 
less, for which Statements of Expenditure will be accepted; The 
documentation for such expenditure 'will be retained by the SIDERMEX 
beneficiaries and by HYLSA and wiil be made available for periodic 
inspection by Bank ·staff. 

6.14 The conditions for the disbursement of funds are as follows: 

(a) Part A of the Project 

(i) for the second tranche (US$50 million): complete 
elimination of price controls on all remaining steel 
products and elaboration of a Global Steel Sector Policy 
Statement; an additional condition, reduction and 
equalization of steel tariffs at 25% or less, has already 
been fulfilled. 

(b) Part B of the Project 

(i) signature of the subsidiary loan agreements, acceptable to 
the Bank, between NAFIN and each of SIDERMEX, AHMSA and CMC; 

(ii) completion of the CMC reorganization and restructuring and 
establishment and staffing of the CMC Project Management 
Team; and 

(iii) the development of an agreed Action Plan for AHMSA and CMC 
based on specific monitorable levels of opetational 
improvement and their timing throughout the project. 
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(c) Part C of the Project 

(i) signature of the subsidiary loan agreement, acceptable to 
the Bank, between NAFIN and HYLSA; 

(ii) satisfactory formalization of the HYLSA Restructuring 
Agreement with creditor banks incorporating the project 
financing plan; and 

(iii) the development of an agreed Action Plan for HYLSA based on 
specific monitorable levels of operational improvement and 
their timing throughout the project. 

It was agreed that the Government must continue to make progress in the 
overall Steel Sector Reform Program (para 4.02) that is satisfactory to the 
Bank. To this end it was specifically agreed ahd the draft legal documents 
reflect as covenants maintenance of the price liberalization and trade 
policy programs along with annual review and agreement by the Bank with the 
SIDERMEX investment program. 

6.15 The estimated schedule of disbursements of the proposed Bank loan 
of US$400 million, taking into account a realistic schedule for procurement 
of all the proposed equipment packages, and the disbursement profile of 
recent IBRD projects in the Latin America and Caribbean region is shown in 
Annex 6-4 and summarized in Table 6.6 below. The loan is expected to be 
effective in the second half of FY88. 

Table 6.6 

Summari Estimated Disbursement Schedule 

IBRD Disbursement % 
FY in FY % Cumulative Cumulative 

1988 58.1 14.5 58.1 14.5 
1989 108.8 27.2 166.9 41.7 
1990 110.4 27.6 277.3 69.3 
1991 86.8 21.8 364.1 91.1 
1992 26.4 6.6 390.5 97.7 
1993 9.5 2.3 400.0 100.0 

The loan is expected to be fully disbursed at the end of FY93 (i.e., by 
June 30, 1993. 

F. Auditing 

6.16 Annual financial audit reports by independent auditors acceptable 
to the Bank would be submitted by the project beneficiaries not later than 
six months after the close of the financial year including annual audits of 
Statement of Expenditures. 
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VII. FINANCIAL EVALUATION 

A. Assumptions Used and Forecast of Production Costs 

7.01 The proposed policy changes in the restructuring program are 
designed to benefit the entire Mexican steel sector. The assumption 
regarding steel prices is that domestic prices gradually reach CIF price 
levels of equivalent imported products by 1990. This scenario is 
consistent with the major policy reforms regarding elimination of internal 
price controls and substantially more conservative because it does not 
include any benefit from tariff protection. The pricing policy change 
results in an average increase of selling prices (in constant terms) of 
about 8% on flat · products and about 25% on non-flat products. Since 
non-flat products are substantially below CIF levels at the present time 
(i.e., prior to completion of the agreed price decontrol actions), the 
major beneficiaries of the policy change are the non-flat producers, who 
are mainly in the private sector. The non-flat producers include the 
private sector companies - HYLSA (Puebla and Apodaca), the mini-mills and 
rerollers - as well as the SIDERMEX companies, SICARTSA I and, with reduced 
participation in non-flat products, AHMSA. The financial benefits of the 
pricing change on the flat product operations of AHMSA and HYLSA are 
marginal (para 7.17) when compared with the significant financial benefits 
that result from the propos~d investment program - higher output yields, 
improvements in product mix, and lower production costs. The combined flat 
and non-flat price changes allow an average increase of about 11.0% .in 
AHMSA's selling prices, as the product mix is predominantly in flat 
products (84% of total product volume). Since HYLSA's non-flat products 
will account for about 40% of to·tal (flat and non-flat) product .volul!le, the 
impact of pricing policy changes will be slightly more favorable for the 
company; the pricing policy change results in an average increase of about 
15%. 

7.02 The main beneficiaries of the investment portion of the 
restructuring are the flat producers - AHMSA and HYLSA. The major goal of 
the investment program is to strengthen and improve AHMSA's and HYLSA's 
competitive position in flat products, and allow them to produce 
internationally competitive flat products with substantially lower 
production costs. The investments will also result in debottlenecking of 
the production process which will bring about higher sales volume with no 
expansion of production capacity. Lastly, the capital program will allow a 
shift in product mix to higher-quality and hence higher-value products. 
The above improvements in operating performance (together with the policy 
changes) will favorably impact the key variables .that determine AHMSA's and 
HYLSA's profitability - output prices, sales volume and production costs. 

7.03 An extensive analysis of the expected financial benefits of the 
proposed investment programs, and of the expected changes in financial 
position and performance of the two major steel operating companies has 
been carried out along with a separate analysis of the financial 
performance of CMC. The projections are carried out in current US$ 
equivalent terms through 1992, when the project is completed and fully 
operational, and in constant terms thereafter. 
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7.04 Table 7.1 shows the unit production costs before and after the 
implementation of the investment program. Reductions in variable cost as a 
result of the program are due to improvements in yield, reductions in 
rejects, lowering of energy costs, improvements in maintenance and overall 
labor redu~tions. A shift in product mix along with better capacity 
utilization after the debottlenecking efforts also contributes to a 
lowering of fixed costs. 

Table 7.1 

AHMSA - Im act of Total Investment on Cost Structure!./ 
(in constant 1987 US$ tonne) 

Before 
Production Costs Investment 

(1987) 
Total Materials 54.86 
Total Energy 51.19 
Other Variable 67.91 
Variable Labor 14.90 

Total Variable 188.86 
Total Fixed 35.87 

Total Costs Before Depreciation 
& Financial Charges 224.73 

After 
Investment 

(1993) 
53.92 
49.07 
62.83 
14. 10 

179.92 
28.40 

208.32 

.!_/ Based on a weighted average of plate, hot coil and sheet, cold tolled 
and tin sheet products. 

In addition to the reduction in the level of production costs, two factors 
account for the favorable impact on AHMSA's sales profitability brought 
about by the investment program. The first is the shift to a higher value 
added product mix and the second is the improvement in product quality that 
allows for the recoupment of certain profits that had previously been lost 
in the sale of lower-priced second -grade material. The cumulative impact 
of the implementation of the investment program and pricing policy changes 
can be measured by analyzing the increase in gross profit (sales le·ss cost 
of sales except depreciation charges) between the years 1987 and 1993. As 
shown in Table 7.2 the AHMSA investment program accounts for nearly 69% of 
the increase in gross profit between 1987 and 1993. 
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Table 7.2 

AHMSA: Analysis of Increase in Gross Profit 
(in constant 1987 US$ millions) 

1987 1993 Increase 

Tonnage Sold ('000 mt) 2,138 2,483 345 
Sales 696.4 951.7 255.3 
Cost of Sales 463.4 480.8 17.4 

Gross Profit 231.2 470.9 237.9 

Increase in Gr_oss Profit due to: 
1. Increase in volume of products sold 35.4 
2. Reduction in costs 57.4 
3. Change in product mix 50.5 
4. Improvement in quality 20.1 

Total attributable to investment program 163.4 
5. Increase in average selling price 74.5 

Total increase 237.9 

7.05 HYLSA's financial performance in recent years has been adversely 
affected by the campany's heavy debt burden (para 2.10) which precluded any 
major capital investment program. Since the flat products division which 
accounts for 62%.of HYLSA's installed capacity and 100% of flat product 
production is 45 years old and has no continuous casting, there has been an 
erosion of market share and a contrac·tion of profit margins in recent years 
due to inadequate quality and rising costs. A second problem for HYLSA is 
that its major source of iron ore, the El Encino mine, is facing depletion 
of its reserves. The financial restructuring plan between HYLSA and its 
creditor banks and financial institutions (para 2.10) enables the company 
to proceed with the major strategic investment program described in 
para 5.09. The major financial benefits of the two stage investment 
program are as follows: 

(a) a change in product mix through the installation of a new 
pickling line. The output price for pickled coil is about 6.0% 
higher than the unpickled hot coil; 

(b) reduced operating costs resulting from savings in electricity, 
r·aw materials and acid usage; 

-
(c) a reduction of about 4.0% in the level of second quality product; 

(d) a 20% increase in volume and a 9.0% improvement in yields arising 
from rehabilitation of the hot strip mill; and 

(e) lower production costs due to the installation of the continuous 
caster and the consequent improvement in slab yields. 

HYLSA is also developing a new iron mine (Cerro Nahauti) that will have a 
limited life of 12 years and will supplement production from the older El 
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Encino mine. This mining investment is viewed as an intermediate step that 
will allow HYLSA time to develop a more comprehensive plan for the 
acquisition of future raw materials. The financial impact of this 
investment is taken into account in the cash flow analyses. The total 
impact of HYLSA's investment programs on production costs is set forth in 
Table 7.3. The higher materials cost result from higher levels of scrap 
steel that have to be imported. 

Table 7.3 

HYLSA - Impact of Total Investment on Cost Structure~/ 
Flat Products Division 

(in constant 1987 US$/tonne) 

Production Costs 

Total Materials 
Total Energy 
Other Variable 

Total Variable 
Total Fixed Costs 

Total Costs Before Depreciation 
& Financial Charges 

Before 
Investment 

(1987) 

63.85 
52.53 
47.09 

163.47 
69.07 

232.54 

After 
Investment 

(1993) 

65.32 
51.11 
45.94 

162.37 
51.14 

213.51 

~/ Based on a composite of pickled hot coil, unpickled hot coil, cold roll 
and tin sheet products~ 

B. Financial Projections 

AHMSA 

7.06 The income statement set forth in the Project File and summarized 
in Table 7.4 below presents AHMSA's oper,ating results for the projection 
period. Sales are estimated to increase from US$696.4 million in 1987 to
US$951.7 million in 1993, equivalent to an average annual growth rate of 
5.3%. This increase reflects the combination of product mix changes, 
increases in selling volumes due to rise in demand and the projected 
average increase in selling prices of around 11% in constant 1987 terms. 
Reflecting the positive financial effects of the investment program, 
profitability is expected to grow at a more rapid rate than the change in 
sales during the 1987 to 1990 period. The decline in profit margins after 
1990 reflects the conservative pricing assumptions underpinning the 
projections (sales do not reflect any adjustment for inflation while costs 
are escalated at the domestic inflation rate) rather than any deterioration 
in profitability. The cumulative effects of the improving price-cost 
structure are reflected in the net income ratio that shows the relationship 
between after-tax profits and sales. This key index of profitability 
steadily improves during the projection period, from 2.5% in 1987 to 8.5% 
in 1993. 
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Table 7.4 

AHMSA - Financial Projections 
(in current US$ million) 

1987 1988 1989 1990 1991 1992 1993 

Sales (C.Onstant 1987 US$) 696.4 687.4 793.8 881.3 930.0 940.7 951.7 
Profit after Tax · 17.4 25.2 56.9 65.8 70.0 56.4 80.5 
Internal Cash (Before Interest) 166.0 162.7 192.1 218.4 220.5 206.5 228.8 
Debt Service 115.1 95.1 61.4 59.2 46.0 48.8 46.9 
EBIT/Sales (%) 15.8 15.8 19.9 18.6 17.7 14.5 14.8 
PAT/Sales(%) 2.5 3.7 7.1 7.4 7.5 6.0 8.5 
Current Ratio 2.3 2.1 1.8 2.2 2.7 3.0 3.2 
Debt/Equity Ratio 17:83 17:83 18:82 18:82 18:82 17:83 16:84 
Debt Service Coverage Ratio 1.4 1.7 2.4 3.7 4.8 4.2 4.9 

7.07 AHMSA's financial projection during the first four years of the 
projection period is forecasting internally generated funds totalling 
U$499.l million. For the four years, capital expenditures aggregate 
US$434.5 million and working capital requirements US$190.9 million. In 
addition, existing debt repayments for 1987 to 1990 come to 
US$110.7 million. The funding requirement or the difference -between 
internally generated funds and uses totals US$237.0 million for the 

·four-year period. The proposed Bank project loan of US$170.0 million will 
cover approximately 70% of this funding need. The remaining 30% is 
expected to ~e met through a reduction in cash balance in 1987 and 
short-term borrowing from domestic commercial banks. Because of AHMSA's 
current strong financial position (due to the 1986 financial restructuring) 
and post-1989 cash generation capability, the company should be able to 
support these additions to short-term debt without any adverse financial 
effects. This assumption is supported by an examination of the projected 
current and debt service ratios (see Table 7.4). In 1990 AHMSA will begin 
to generate surplus funds and be able to reduce short-term debt incurred • 
during the previous three years. I~ 1992, the cash surplu~ is sufficient 
to completely repay short-term borrowings and to begin divic!,end payments. 

CMC 

7.08 In order to assure an adequate supply of raw materials for 
SIDERMEX's future operations, an investment program has been formulated 
that is designed to bring production from existing iron mines in the north 
up to their capacity, and to increase, modernize and decrease costs in the 
coal mines. 

7.09 The projection of CMC financial performance is included in the 
Project File. As CMC's output will be almost entirely transferred to the 
two SIDERMEX steel plants, the financial analysis is confined to an 
examination of the operating cash flow in order to evaluate the impact of 
the produced investment program on CMC's financing needs. CMC is currently 
negotiating the ore and coal supply contract terms with AHMSA and SICARTSA 
with a view to rendering the transfer price more fully reflective of the 
ongoing investment and capital maintenance needs of the mines and allowing 
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for efficiency incentives to ensure that the nearly sole source/sole client 
relationship that prevails does not imply cost penalties for either party. 
The financial restructuring that is now being undertaken will ensure that 
CMC can start on its new supplier/client relationship with a satisfactory 
capitalizabion including needed working capital. The presentation of a 
financial restructuring plan for CMC, acceptable to the Bank, is a 
condition of disbursement of the CMC component (para 6.14). Under the 
proposed contractual arrangements, CMC sales revenue will be determined on 
the basis of standard cost plus a margin so that any gain due to cost 
improvements will be reflected in the income statements of the SIDERMEX 
steel companies. CMC financial forecasts, therefore, consist of cash flow 
projections which show the capabilities of the mines for internal cash 
generation derived from the given gross profit margin and depreciation 
provisions, and the derived external financing requirements. Internal cash 
generation results from a proposed margin of 3% to be paid by the SIDERMEX 
steel companies on total production costs (including depreciation and 
financial charges) of the CMC products. The project investments total 
US$181.0 million (including incremental working capital) over four years 
1987 to 1990. Over the same period, an additional US$51.0 million is 
scheduled for replacement investments. Out of the total four year capital 
spending program of US$232.0 million, US$50.0 million would be financed 
from the proposed Bank loan and US$25.4 million out of budgeted Government 
funds in 1987 and 1988. The remainder would be financed through internal 
cash generation and addition to short-term debt (para 6.05). 

HYLSA 

7.10 Table -7.S below summarizes the projected operating results for · 
HYLSA from 1987 to 1993. The company's sales are expected to grow 10.7% 
p.a. This growth occurs through a combination of increases in selling 
volumes and substantial change in product mix attributable to the 
investment program at the flat products division, and the increase in 
average selling prices arising from the impact of pricing policy changes 
(para 7.01). The favorable impact of the investment program is seen by the 
increase in earnings bef~re taxes and interest ~argin (EBIT) which expands 
sharply in 1989 and in 1992 because of lower opetating costs. The sharp 
drop in profit after taxes in 1993 reflects the end of carried-forward 
losses resulting in start of income tax payments in that year. The 
combined beneficial impact from the modernization program (higher sales 
revenue and lower production costs) and the financial restructuring plan 
(lower financial charges) as well as a lower level of SGA expense in 
relation to sales are reflected in the final profit ratio, net income to 
sales, which increases between 1987 and 1993 from 3.2% to 10.7%. 
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Table 7.5 

HYLSA - Financial Projection 
(in current US$ million) 

1987 1988 1989 1990 1991 1992 1993 

Sales (in Constant 1987 US$) 408.0 449.2 547.0 578.9 572.7 696.4 751.6 
Profit after Tax 13.0 23.5 64.1 65.3 55.8 123.2 80.4 
I~ternal Cash (Before Investment) 108.6 106.7 161.6 178.6 164.2 234.8 184.2 
Debt Service 96.4a/ 56.1 63.7 66.0 92.0 198.2 151.8 
EBIT/Sales (%) 19.7 16.8 22.1 21.0 19.7 25.9 26.9 
PAT/Sales(%) 3.2 5.2 U.7 11.3 9.7 17.7 10.7 
Current Ratio 4.5 2.7 3.4 1.9 2.0 2.2 2.4 
Debt/Equity Ratio 69:31 65:35 59:41 55:45 52:48 42:58 36:64 
Debt Service Coverage Ratio 1.1 1.9 2.5 2.7 1.8 1.2 1.2 

a/ Net of 112. 7 million exchanged for equity. 

7.11 Based on the financi.al projections, HYLSA has forecast over the 
project period _a total funds requirement of US$690.5 million. The bulk of 
this is for capital expenditures which aggregate US$454.6 million. 
Approximately US$278 million of investment spending is for the pr~posed 
project investments in flat products modernization and US$30.0 million for 
the new Cerro Nahauti mine. There are also additional working capital 
requirements of US$46.6 million and debt repayments of US$189.3 million for 

· the period. Internally generated funds aggregate US$406.4 million for the 
period equivalent to around 60% of total uses. Certain non-cafJh ·items, 
deferred interest of US$25.0 million (over five years) and a US$113 million 
debt-equity swap associated with the restructuring plan, reduce the cash 
requirement to approximately US$132 million. The proposed Bank project 
loan of US$75 million will cover approximately 60% of this funding need. 
The remaining 40% is expected to be met through reduction in cash balances 
and modest short-term borrowings. 

7.12 - An examination of HYLSA's ·projected capital structure as well as 
key financial ratios indicates that the company should be able to handle 
its future debt service. This includes not only its existing debt that has 
recently been rescheduled but also the Bank project loan and the additional 
short-term debt used to fund operating deficits. The current ratio never 
falls below 1.9 during the projection period (1987-93), an indication that 
there is sufficient current asset coverage to warrant the use of short-term 
debt to fund operating cash deficits. The debt-equity ratio (see 
Table 7.5) which is 69:31 in 1987 (year end) improves steadily throughout 
the period; it reaches 55:45 in 1990 and by 1993 is projected to be 36:64. 
Moreover, the debt service ratios set forth in Table 7.5 show that HYLSA 
should generate adequate financial resources to meet its future debt 
service requirements. As shown in Table 7.5, beginning in 1988, HYLSA's 
debt service ratio is over 1.2% for each year. In the years 1992 and 1993 
(when the ratio declines) HYLSA begins to repay both its Tranche A debt 
(under terms of its restructuring agreements) and the Bank project loan. 
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However, since the repayment schedule used in the projection reflects 
management's strategy to reduce HYLSA's indebtedness as rapidly as 
possible, considerable financial flexibility exists because the mandatory 
debt amortizations are significantly lower. 

C. Financial Covenants 

AHMSA 

7.13 To ensure the maintenance of a sound financial position for 
AHMSA, the subsidiary loan agreements between NAFIN and AHMSA will provide 
for the following: (i) the company will maintain a current ratio of not 
less than 1.2 and a debt/equity ra~io not greater than 67:33; · and (ii) that 
the company will not incur additional debt if to do so would cause the 
company debt/equity ratio to exceed 67:33 or its projected debt service 
coverage to fall below 1.5 times. · 

CMC 

7.14 Since CMC is dependent on the SIDERMEX steel companies for its 
sales, the project description includes the establishment of a standard 
cost system on which pricing will be based. The project agreement with CMC 
provides for an annual review by the Bank of the sale_s agreements between 
CMC and the SIDERMEX steel companies. The purpose of this review would be 
to adjust the margin on total costs (paid by the steel companies) so as to 
insure that CMC has sufficient funds to meet its financial requireme~ts, 
including capital expenditures and debt .service, which has been included as 
specific covenants in the subsidiary loan agreements~ 

HYLSA 

7.15 The subsidiary loan agreements between NAFIN and HYLSA will 
provide for financial covenants including maintenance of working capital 
and debt-equity levels, limitations on dividends and restrictions on the 
use of surplus funds. These financial covenants will be related to and 
consistent with the finaneial -covenants contained in the debt restructuring 
agreement between HYLSA and its creditors (para 2.10). Satisfactory 
formalization of the Agreed Term Sheet and Financial Restructuring Plan for 
HYLSA to incorporate the agreed financing plan for Part C of t project 
and due execution of the Agreements with HYLSA's creditors are conditions 
prerequisite to the disbursement of Bank funds for Part C of the project 
(para 6.14). 

D. Financial Rate of Return 

AHMSA and HYLSA 

·7.16 The incremental financial rates of return on a discounted cash 
flow basis for the AHMSA and HYLSA investment programs are 32.7% in the 
case of AHMSA and 17.5% for HYLSA. The substantial difference in the 
financial rates of return reflects primarily the present difference in 
operating performance of the two companies. In general, HYLSA has been 
achieving better capacity utilization, higher yields, better labor 
productivity and lower production costs. As a result, the margin for 



- 41 -

improvement is considerably smaller for HYLSA than it is for AHMSA. 
However, without the proposed investment program, HYLSA's performance would 
show a significant deterioration over the next five years as its ability to 
meet the quality demands of the flat products market will be significantly 
worsened. At the same time, its relative competitiveness to AHMSA would 
also suffer greatly. In order to test the key assumptions a sensitivity 
analysis was performed with respect to output prices, exchange rates and 
sales volume, one at a time (Table 7.6). 

(a) · Sensitivity ~o Price Changes. The base case financial rates of 
return assume that domestic steel prices reach CIF levels by 
1990, but never rise above CIF levels. The CIF level and price 
equivalents are based on a weighted average of FOB pricei in 
early 1987 for steel exports from Japan, EEC, Brazil and South 
Korea. Two assumptions were tested with respect to pricing. In 
the first case domestic prices rise due to· improved quality and 
reach a . level of CIF plus 5.0% by 1990 and continue at this level 
through the projection period. In the second case prices are 
held at the present level in order to isolate the returns 
attributable to the investment program. 

(b) Sensitivity to Exchange Rate. The base case exchange rate 
scenario is for a continuation of the present undervaluation or 
discount from purchasing po_wer parity of the peso in relation to 
the US dollar. In early 1987 this was approximately 37% and the 

· base case assumes that future peso".'"dollar exchange rate movements 
will f~llow the .Mexican inflation rate, thereby preserving the 
peso undervaluation. Sensitivity was tested on a reduction in 
undervaluation of the peso of 10% and 20% against the US dollar. 
The recent sharp devaluation of the peso at end-19e7 would 
improve the financial and economic returns on the project, and 
enhance the financial results, since product costs are lower 
compared t .o equivalent landed prices, thereby providing higher 
operating margins. This, in turn, would reduce the downside risk 
in event of a fw:ure revaluation. 

(c) Sensitivity of Sales Volume. Incremental sales volumes (in terms 
of tonnage) were varied using a 20% decrease for AHMSA and a 10% 
decrease for HYLSA. 

Table 7.6 

F~nancial Rate of Return Analysis 
( i.) 

AHMSA HYLSA 

Base Case 32.7 17.5 

A. Prices exceed Base Case levels by Si. 35.9 19.3 
Prices stay at current levels 27.7 14.8 

B. Revaluation of Peso by 10% 29.1 15.6 
Revaluation of Peso by 20% 24.7 13.2 

c. Decrease in incremental production volume of 10% 15.6 
Decrease in incremental production volume of 20% 25.9 
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CMC 

7.17 The calculation of the financial rates of return for CMC 
investments have not taken into account incremental benefits but only cost 
differentials between two cases - one with the investments being made and 
one without the investments. The rate of return for the coal mines is 
46.0%, for the iron ore mines 52.0%, and for the total project 50%. The 
net present values at 15% discount rate is 0S$87.3 million for the coal 
mines, · US$130.0 million for the iron ore mines and 0S$231.8 million for the 
total project. 

VIII. ECONOMIC EVALUATION AND RISKS 

A. Assumptions 

8.01 CIF landed prices of steel products based on a weighted average 
of FOB prices of the main exporters to Mexico, have been used ~n the 
economic cost benefit ·and Domestic Resource Cost calculations. 

8.02 Full cost domestic prices have been used for domestic iron ore 
and coal delivered to AHMSA and HYLSA. Landed CIF prices plus internal 
transport costs of imported steel scrap hav~ been used to value steel 
scrap. Subsidy-free prices have been used for power and oil consumed in 
the steel process. Conversion factors have been used for the rest of the 
inputs inclduing a shadow price factor of 0.77 for labor. Capital rental 
costs have been estimated for AHMSA's integrated plant at US$1,000/tonne of 
installed capacity, and for HYLSA direct reduction based plant at 
US$875/tonne of installed capacity for flat producta; in addition, an 
economic life of 20 years and an opportunity cost of capital of 12% have 
been assumed. 

8.03 The new policy framework of liberalized trade, moderate tariffs 
and liberalized internal prices, implies that Mexico will be a price-taker 
in the world market for steel products and that internal production will be 
supply determined. In the above context, nrovements in product prices are 
independent of movements in domestic demand and supply. Therefore, a 
separate sensitivity analysis was performed for each of this variables. 

B. Economic Rate of Return Analysis 

8.04 Table 8.1 below shows the range of more probable ERR outcomes for 
the investment project in AHMSA. ERR sensitivity was performed with 
resp~ct to output prices, increments in production capacity, capital 
project costs and Mexican peso revaluation, one at a time. The modal value 
for the ERR is 32.3% and the range of variation goes from 35.6% for a 5% 
increase in output prices, to 19.9% for 20% reductions in incremental 
capacity or 20% increases in capital project costs both in a context of a 
10% reduction in output prices. Switching values for the above variables 
are also shown. ERR results are most sensitive to reductions in economic 
product prices, which are exogenous variables determined in the world 
markets. They are sensitive to peso revaluation which is a policy 
variable, and they are also sensitive to incremental capacity reductions, 
which is variable that can be controlled within the project framework. 
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Table 8.1 

AHMSA: Sensitivity Analysis of Total Investment 
Economic Internal Rate of Return (ERR) 

Economic Product Prices 
-10% Base Case +5% 

Base Case 
Incremental Capacity: -20% 
Capital Project Costs: +20% 
Mexican Peso Revaluation: +lOi. 

25.3 
19.9 
19.9 
21.4 

32.3 
25.8 
26.1 
28.2 

Switching Values 

Economic Product Prices 
Incremental Capacity 

Source: Project File. 

-27% 
-55% 

Capital Project Costs 
Mexican Peso Revaluation 

35.6 
28.7 
29.1 
31.5 

+90i. 
+50% 

8.05 Table 8.2 shows equivalent ERR results for HYLSA. Here the modal 
ERR value is 14.8% and the range of variation of results goes from 16.7% 
for a Si. increase in economic output prices, to 9.-0% for a 10% rise in 
capital project costs coupled with a 10% reduction in output prices. 
Switching values for the above variables are shown in the lower part of 
Table 8.2. In the HYLSA case ERR results are again most sensitive to 
reductions in economic product prices. They are then sensitive to capital 
project cost variations and to fall in incremental capacity utilization. 

Table 8.2 

HYLSA: Sensitivity Analysis of Total Investment 
Economic Internal Rate of Return (ERR) 

Economic Product Prices 

Base Case 
Incremental Capacity: -10% 
Capital Project Costs: +10% 
Mexican Peso Revaluation: +10% 

-10% Base Case +5% 

10.7 
9.2 
9.0 
9.8 

14.8 
13.6 
13.0 
13.7 

16.7 
14.8 
14.8 
15.3 

Switching Values 

Economic Product Prices 
Incremental Capacity 

Source: Project File. 

-7% 
-15% 

Capital Project Costs 
Mexican Peso Revaluation 

+15% 
+30% 

8.06 AHMSA and HYLSA results are most sensitive to output price 
variations because in a supply determined production market revenues always 
move in the same direction of price changes. HYLSA results are more 
sensitive to reductions in incremental capacity than AHMSA's because the 
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HYLSA project benefits come mainly from reduction in fixed cost by 
increased use of production capacity after debottlenecking investments, 
whereas AHMSA's benefits come as much from reductions in average variable 
costs as tpey come from generating economies of scale. HYLSA results are 
more sensitive to increments in capital project costs than AHMSA's because 
the incremental capital cost directly affect the main source of benefits of 
HYLSA, i.e., the reduction in average fixed costs. The higher AHMSA's 
expected profitability is associated with its larger scope for variable as 
well as fixed cost reductions than in the HYLSA case; and with the change 
in the product mix from non-flat relatively low priced and inefficiently 
produced products, to flat and non-flat which both have higher prices and 
are more efficiently produced. Although the HYLSA ERR is highly sensitive 
to downside price swings, the likelihood of such change is now 
substantially diminished in the current steel market price scenarios. In 
the latter part of 1987 there have been substantial international price 
increases on the order of 10% to 15% particularly in the flat product 
categories. · This is due to reduced supply in most developed countries and 
also due to the substantial devaluation of the US dollar vis-a-vis the main 
trading currencies, i.e., Japanese yen and German mark. 

8.07 In the AHMSA c~se the marginal ERR is larger than the average ERR 
for the plant as a whole and therefore contributes to increase its average 
profitability. AHMSA's average ERR rises from 11% without the project to 
16% with the project. 

C. Domestic Resource Costs and Competitive Position · 

8.08 The main objective of the economic analysis of the project is to 
ascertain if AHMSA and HYL5A can be internationally competitive after the 
optimization and maintenance investments are completed. This is important 
both for efficient allocation of investment and to find out if the steel 
industry can have a positive supply response in the context of the trade 
liberalization program that the Mexican Government is now implementing. It 
is also worth noting from the beginning .that the significant recent real 
devaluation of the Mexican peso has improved the c~mpetitive position of 
the Mexican steel industry. We assume in what follows that the real 
exchange rate will stay at its present level. 

8.09 Table 8.3 shows that the project substantially improves AHMSA's 
flat products competitive position particularly in hot coil and sheet and 
cold rolled ptoducts. In both cases the cost reductions come from 
improvement in production costs and reductions in fixed costs due to the 
project investments. AHMSA's non-flat products competitive position is 
weaker. Heavy sections become marginally competitive with the project as a 
result of adding rail product to that mill. The results clearly support 
the AHMSA ·strategy of concentration in flat products, heavy structurals and 
rail, abandoning progressively all other non-flat lines. 
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Table 8.3 

AHMSA: Domestic Resource Cost and Competitive Position 
Without and With the Project 

DRC Variable Cost/Tonne Total Cost/Tonne 
Without With Without With Without With 

Plate 0.98 0.59 164.5 157.7 289.3 257.8 
Hot Coil & Sheet 1.03 0.64 149.8 146.3 275.5 247.9 
Cold Rolled 1.55 0.85 198.4 186.2 390.0 341.2 
Tin Sheet 0.79 0.47 314.4 303.2 535.7 480.6 
Heavy Sections 1.52 1.01 179.1 176.8 349.9 337.2 
Bar & Sections 2.70 1.52 188.1 185.9 336.3 324.5 
Wire 6.74 2.37 258.9 257.1 411. 7 400.3 

Source: Project File. 

CIF Price 

343 
318 
384 
722 
350 
289 
323 

8.10 Table 8.4 shows that the project substantially improves the 
competitive position of HYLSA. Cold rolled coil, the only non-competitive 
product without the project, will become competitive with the project. The 
major gain in competitiveness is in the hot roll pickling line that is 
precisely where the most important debottlenecking occurs. Table 8.4 also 
shows that_HYLSA's improved competitive position comes mainly from 
economies of scale generated by a more efficient and intensive use of 
existing facilities. 

Table 8.4 

HYLSA: Domestic Resource Costs and Competitive Position 
Without and With the Project 

DRC Variable Cost/Tonne Total Cost/Tonne 
Without With Without With Without With 

Unpickled Hot Coil 0.8 o. 7·5 · 172.8 176.3 289.4 282.8 
Pickled Hot Coil 0.83 0.71 182.8 183.8 316.5 297.4 
Cold Rolled Coil 1.05 0.94 207.8 . 206.8 392.4 373.5 
Tin 0.48 0.42 265.8 264.0 484.7 455.7 

Source: Project File. 

CIF Price 

318 
343 
384 
722 

8.11 The comparison of results of Tables 8.1-8.4 indicate that AHMSA's 
· economic position _is re_latively ·more improved than HYLS.A's as a ·result of 
the project. This is due to the fact that there is more room for 
improvement in AHMSA and because AHMSA is adjusting its product mix to 
capture new profitable market niches, such as rail. 

D. Benefits and Risks 

8.12 The major benefit of the project will be to permit a deepening of 
trade liberalization in the steel industry and in the downstream industries 
and, thereby enable these industries to play their strategic role in the 
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development of an export oriented competitive economy. World class carbon 
steel sold at competitive international prices is a key factor for a 
broadly based export oriented development of the capital goods and 
engineering industries. The decontrol of domestic steel prices, the 
announced trade liberalization measures and the overall restructuring of 
the steel sµbsector, including, in particular, the closure of uneconomic 
plants, will lead to efficient import competition forcing domestic steel 
producers to improve quality and product mix in order to serve better 
downstream steel consuming industries. The policy changes would eliminate 
budgetary transfers to the public steel sector, and indirect subsidies to 
the industry as a whole, as well as provide the necessary internal funding 
for the proposed restructuring and rehabilitation of the physical plant of 
the entire subsector. The physical rehabilitation of the AHMSA, and HYLSA 
plants will substantially improve the competitiveness of flat products both 
in terms of better quality and lower overall cost. Rationalization of 
steelmaking capacity will also result in improved plant utilization. 
Downstream users of flat products will be able to obtain a wider range of · 
acceptable quality flat products at lower cost. The ·rehabilitation of the 
SIDERMEX mines will allow lower cost exploitation of available resources 

Gd maintain Mexico's comparative advantages in steel production. The 
\ ~ hnical assistance effo~ts will enable the steel_ producers and government 
~ map out viable long-term strategies and the means to implement them. 

8.13 The major risk is any delay in decontrolling steel prices which 
cnuld seriously aggravate the financial position of the major steel 
produc~rs and induce them to ask for additional ~rotection. Price 
increases accorded in December 1987 and January 1988 and the agreement on 
monthly adjustments based on changes in the Consumer Price Index -in order 
to maintain steel prices in real terms until complete elimination of price 
controls not later than December 31, 1988, substantially eliminate this 
potential risk. A second risk could be a reversal in the trade 
liberalization program. This would retard competition from abroad, would 
permit domestic oligopolistic pricing behavior and would not be an 
appropriate framework to improve product quality. The Government's ongoing 
commitments under the Trade Policy Reform substantially reduce this risk 
under the project. A thLrd risk is exchange rate swi~gs which could affect 
project cost and viability~ Finally, if the steel companies fail to . 
achieve their target performance, - there could also be a risk of renewed 
imposition of price controls and pressure from the producers for increased 
tariff protection, resulting in deterioration of . quality steel supply to 
the market. Government commitment to the liberalization program,
substantial physical restructuring and rehabilitation of the major 
producers along with clearer definition of fut~re investment strategy as 
well as agreements related to action plans for operating performance of the . 
target companies combine to mitigate the potential adverse impact of the 
above risks. The sensitivity analysis demonstrates that such swings would 
have to be substantial before they would adversely affect the viability of 
the project enterprises. 

IX. AGREEMENTS REACHED AND RECOMMENDATION 

9.01 The following major agreements were reached with NAFIN, the 
Government, SIDERMEX, AHMSA, CMC and HYLSA. 
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1. NAFIN will: 

(a) onlend the proceeds of the loan in the following manner on terms 
and conditions agreeable to the Bank (para 6.07): 

<P 
(ii) 

(iii) 

to Government - US$100 million for Part A of the project; 
to AHMSA (US$170 million), CMC (US$50 million) and to 
SIDERMEX (US$5 million), for Part B of the project; 
to HYLSA (US$75 million) for Part C of the project; 

(b) make available credits to other private sector producers as well 
as administer, channel and coordinate the provision of technical 
assistance services (para 5.17). 

2. The Government will: 

(a) support the SIDERMEX financing plan through adequate annual 
budgetary authorizations, including provision of any additional 
funds that may be needed to ensure satisfactory project 
completion (para 6.06); 

(b) continue with the actions, policies and objectives summarized in 
the Steel Sector Policy Letter provided to the Bank (para 4.02); 

(c) maintain in effect the Steel Trade Policy Program measures, 
including elimination of _ ORPs for all steel products, and 
reduction and rationalization of tariffs on all steel product 
imports at less than 25% (para 4.02); 

(d) complete and maintain in effect the Steel Price Liberalization 
Policy including monthly adjustments of domestic steel prices in 
real terms leading to removal of all price controls on steel 
products by December 31, 1988 (para 4.02); and 

(e) - complete the elaboration of a global Steel Sector Policy 
Statement·by Jury 31, 1988 (para 4.02). · 

3. SIDERMEX will: 

(a) see to the signature of Subsidiary Loan Agreements between NAFIN, 
SIDERMEX, AHMSA, and CMC for Part B (paras 6.08, 7.15 and 7.16) 
incorporating, in particular, the agreed financial covenants with 
respect to working capital, debt service and capital structure; 

(b) see to the effective reorganization of CMC and approval of its 
financial restructuring plan (para 5.14), and the staffing of its 
Project Management unit including employment of consultants for 
project management assistance (para 5.11); 

(c) see that AHMSA retains consultants for project management on 
terms and conditions acceptable to the Bank (para 5.12); 

(d) see to the development of an agreed Action Plan for AHMSA and CMC 
based on specific monitorable levels of operational improvement 
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and their timing throughout the duration of the project 
(para 5.21); 

(e) not later than March 31, 1988, discuss with the Bank the 
conclusions and recommendations of its long-term strategy study 

I 

and thereafter implement the agreed e+ements in accordance with 
investment criteria, financing plans and implementation schedules 
acceptable to the Bank; and review progress on implementation at 
least once a year with the Bank (para 4.11); and 

(f) see that an asset revaluation exercise is carried out within six 
months after the signing of the loan documents at all SIDERMEX 
operating entities on terms of reference acceptable to the Bank 
(para 4.12). 

4. HYLSA will: 

(a) complete a comprehensive financial restructuring agreement 
between HYLSA and its creditors including the agreed project 
financing plan (para 6.06); 

(b) sign the Subsidiary Loan Agreement between NAFIN and HYLSA for 
Part C (paras 6.08 and 7.17) incorporating, in particular, the 
agreed financial covenants with respect to working capital, debt 
service and capital structure as reflected in the HYLSA financial 
restructuring plan; 

(c) name a Project Manager and retain consultants for project 
management on terms and conditions acceptable to the Bank 
(para 5.12); and 

(d) develop and implement an agreed Action Plan for HYLSA based on 
specific monitorable levels of operational improvement and their 
timing throughout the duration of the project (para 5.21). 

9.02 -The Bank will disburse funds for Part A of the project in two 
tranches based on the following bases: 

(a) for the first tranche, ai loan effectiveness (para 6.12); and 

(b) for the second tranche, the·complete elimination of price 
controls on all remaining steel products and presentation of a 
Global Steel Sector Policy Statement, an additional condition, 
the reduction and equalization of steel tariffs at a maximum of 
25% has already been fulfilled (para 6.14). 

9.03 Subject to the foregoing agreements, the project is suitable for a 
Bank loan of US$4OO million for 15 years including 3 years grace at the 
Bank's standard variable interest rate. 

Country Department II - Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
February 1988 
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MEXICO - STEEL SECTOR RESTRUCTURING PROJECT 

The Steel Sector in Mexico 

A. Introduction 

1. · The Mexican steel industry is of substantial size with a 
theoretical installed capacity at the beginning of 1986 of over 10.5 mtpa 
of crude steel. rhe SIDERMEX facility Fundidora de .Monterrey SA was closed 
in May 1986 lowering the current capacity to just over 9.0 mtpa. Some of 
the remaining capacity, particularly at AHMSA, is in technically obsolete 
and under-maintained facilities which are addressed in the restructuring 
project. 

2. Historically, modern steel produ~tion in Mexico began in the 
1940s and grew slowly through the 195Ds. Aided by import substitution and 
protectionist policies the annual growth of production averaged 10.2% in 
the 1960s and 7.5% in the 1970s, reaching a production peak in 198i. 
Between 1981 and 1983 there was an 8.6% decline due to the economic crisis 
in the country, then a partial recovery in the last two years. The 
production of finished steel products has remained below the 1981 level 
until today. In 1985, Mexico occupied 20th place in the world and second 
place in Latin America for production of steel. In 1984, the steel 
industry employe4 88,000 people _ (64,000 of them workers), and it produced 
1.3% of the GDP and 4.2% of the manufactured export. 

3. In 1986, the industry produced 7.1 million tonnes of crude steel 
and 5.7 million tonnes of finished steel products. In quantitative terms 
the country is self-sufficient . with the production and consumption of steel 
products roughly in balance during the last three years. The industry, 
however, cannot meet all the quality requirements of the downstream users. 
For example, in 1985, Mexico exported 0.4 million tonnes of mainly 
commercial products, while importing 0.5 million tonnes of higher quality 
products. 

a. Steel Producers and Capacities 

4. Steel mills fall into two main groups, integrated and 
non-integrated producers. The traditional integrated producers produce 
liquid iron from coal and iron ore through coke ovens and blast furnaces, 
and refine the iron into the final steel composition desired in steelmaking 
facilities such as open hearths or basic oxygen p~ocesses. The 
non-integrated producers base their operati6ns on electric arc furnace 
remelting and refining of steel scrap. In Mexico, the integrated category 
also includes two steel producers (HYLSA and TAMSA) which combine the two 
traditional categories in an integrated fashion, utilizing iron ore and 
natural -gas in the HYL direct reduction process to produce sponge iron 
which is used with steel scrap in electric arc furnaces to produce steel. 

5. The industry then is comprised of five integrated steel 
producers, a non-integrated private sector including 23 mini-mills of 
various sizes, and a number of independent rerollers scattered throughout 

.. . .... ..... . :. ·. 



- so -
ANNEX 2-1 
Page 2 

the country. Three of the five integrated plants are state owned and work 
under the management and central control of SIDERMEX. They are: Altos 
Hornos de Mexico S.A., AHMSA; Fundidora de Monterrey S.A., FMSA; and 
Siderurgica Lazaro Cardenas de Las Truchas S.A., SICARTSA. Total 
employment 'in these plants amounted to over 53,000 in 1985. The two 
private sector integrated producers are HYLSA and Tubos de Acero de Mexico 
S.A., TAMSA. Total private sector employment was approximately 35,000 in 
1985. 

6. Theoretical crude steel capacity from 1975 to present is shown in 
Table 1 below: 

Table 1 

Theoretical Crude Steel CaEacitI 
(. ' 000 tonnes) 

1975 1977 1979 1981 1983 1986 
SIDERMEX 

AHMSA 2,580 3,330 3,330 3,330 3,950 3,950 
FMSA · 980 1,500 1,500 1,500 1,500 
SICARTSA 1,300 1,300 1,300 1,300 1,300 

Subtotal 3,560 6,130 6,130 6,130 6,750 5,250 

Private Sector 
HYLSA 1, 5·45 1,545 1,635 1,700 1,700 1,700 
TAMSA 360 420 450 465 465 -465 
Mini Mills 917 1,035 1,440 1,633 1,633 1,633 

Subtotal 2,822 3,000 3,533 3,798 3,798 3,798 

Total 6,383 9,130 9,663 9,928 10,548 9,048 
% Public 55.8 67.1 63.4 61.7 64.0 58.0 

Source: SEMIP. 

Theoretical capacity reached a level of over 10 million tonnes . in 1982 with 
the partial completion of an expansion at AHMSA. In this period SIDERMEX 
expanded its rated capacity by 90% (although the expansion of FMSA took 
place while it was still in the private sector), and the private sector by 
35%. · Overall public s-ector capacity grew from 55.8% to 64.0% of the total 
capacity in the country. In 1986 the FMSA facility was shut down reducing 
public sector capacity to 58.0%. 

7. Production and capacity utilization for the period 1981 through 
1986 is shown in Table 2 below. 
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Table 2 

Production of Crude Steel and Ca2acitl Utilization 
('000 tonnes) 

1981 1982 1983 1984 1985 1986 
SIDERMEX 

AHMSA 2,424 2,279 2,227 2,468 2,603 2,869 
FMSA 961 837 537 822 943 254a/ 
SICARTSA 804 869 1,013 1,028 613 1

2
192-

Subtotal 4,289 3,985 3,777 4,318 4,159 4,315 
Capacity 

Utilization ·% 70.0 65.0 56.0 64.0 61.6 76.7 

Private Sector 
HYLSA 1,771 1,576 1,641 1,634 1,631 1,582 
TAMSA 395 383 386 343 279 ·232 
Mini Mills 1!099 1 !057 1 !097 12 111 12314 1,046 

Subtotal 3,265 3,016 3,124 3,088 3,224 2,860 
Capacity 

Utilization % 86.0 79.4 82.3 81.3 84.9 75.3 

Total 7,554 7,001 6,901 7,406 7,383 7,175 
% Public 56.8 56.9 54.7 58.3 56.3 76.1 

~/ Production through March 1986. FMSA shut down operations in May 1986. 

Source: SEMIP. 

During this period, 1981 saw the highest production within the industry but 
capacity utilization in SIDERMEX reached only 70% while the private sector 
maintained higher figures over the full period. In 1986 AHMSA reached its 
highest production level but only 72.6% capacity utilization. With the 
Phase I restructuring of AHMSA and - the removal of a portion of the obsolete 
Open Hearth Steelmaking Shop the theoretical capacity will be reduced to 
approximately 3,500,000 tonnes. FMSA wa·s closed by SIDERMEX in early 1986 
taking its 1,500,000 tonnes of capacity out of service completely. 

8. HYLSA has operated at levels very close to its theoretical 
capacity for some time (over 90% since 1979). The restructuring effort at 
HYLSA is not expected to significantly affect its capacity since the 
Phase I project is aimed primarily at improving quality. 

C. Production and Consum2tion Balance 

9. As a result of the oil boom and the related high investment 
activities of both the public a~d private sectors, between 1976 and 1981 
both the demand and the production of steel grew rapidly as shown in 
Table 3. During these five years the apparent consumption of steel grew by 
85%, and the crude consumption of steel products by 100%. In 1981 Mexico 
produced 42.5% more steel and 54% more steel products than in 1976. 
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Table 3 

Production, Consumetion and Balance of Steel in 1976-81 
(in thousands of tonnes) 

1976 1977 1978 1979 1980 1981 
Production 

Crude Steel 5,298 5,601 6,814 7,012 7,024 7,554 
Finished Products 4,038 4,225 5,157 5,784 5,930 6,209 

Apparent Consumption 
Crude Steel 5,746 5,949 7,317 7,957 9,551 10,652 
Finished Products 4,379 4,488 5,538 6,563 8,063 8,757 

Balance 
Crude Steel -448 -348 -503 -945 -2,527 -3,098 
Finished Products -342 -262 -381 -779 -2, 133 -2,547 

Value of 
Export (US$ million) 40 69 100 92 40 34 
Import (US$ million) 261 235 728 861 1,446 1,782 

Source: SEMIP. 

10. With the build-up in productive capability and the economic 
crisis of 1982, the country became a net exporter for the first time in 
1983. Since then, the shifts in balance have been only+ a few percent 
with the industry remaining roughly in balance as shown in Table 4. 

Table 4 

Production 2 Consumetion and Balance of Steel in 1981-85 
(in thousands of tonnes) 

1981 1982 1983 1984 1985 1986 
Production 

Crude Steel 7,554 7,001 6,902 7,405 7,382 7,176 
Finished Products 6,209 5,515 5,418 ·5,873 5,907 5,575 

Apparent Consumption 
Crude Steel 10,652 7,998 6,182 7,098 7,552 7,068 
Finished Products 8,757 6,301 4,853 5,629 6,043 5,300 . 

Balance 
Crude Steel -3,098 -998 +719 +307 -170 +108 
Finished Products -2,547 -786 +565 +244 -136 +275 

Value of 
Export (US$ million) 34 73 235 281 145 271 
Import (US$ million) 1,782 846 301 474 309 260 

Source: SEMIP. 

D. Steel Products 

11. The overall production, consumption and balance for the last six 
years by product group are shown in Table 5. Within product groups 
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high-quality flat products are being imported while commercial grade 
non-flat products are being exported. SICARTSA I, the main exporter, 
produces non-flat quality that is acceptable worldwide. 

Table 5 

Apparent Consumption of Steel Products 
('000 tonnes) 

1981 1982 1983 1984 1985 1986 
Flat Products 

Production 2,955 2,490 2,293 2,500 2,639 - 2,259 
Apparent Consumption 4,164 3,102 2,242 2,582 2,788 2,384 

Balance -1,209 -612 +51 -82 -149 -125 

Non Flat Products 
Production 3,003 2,760 2,891 3,047 2,975 3,108 
Apparent Consumption 3!845 2,779 2!404 2! 776 3,017 2,733 

Balance -842 -190 +487 +271 -42 +375 

Seamless Tube 
Production 251 265 -234 326 293 . 208 
Apparent Consumption 748 420 207 271 238 183 

Balance -497 -155 +27 +55 +55 +25 

Source: SEMIP. 

TAMSA, the sole producer of seamless tubing, is closely tied to the 
operations of PEMEX, the Mexican petroleum producer, -hence the sharp 
decline in consumption. TAMSA is left with_ little option but to attempt to 
export in a very difficult world market. 

12. Flat products were produced by AHMSA, FMSA and HYLSA Monterrey 
Division. These include plate, hot and cold rolled sheet and coil and tin 
plate. The total flat products production for the last six years is shown 
in Table 6. 

Table 6 

Flat Products Production 
('000 tonnes of Finished Products) 

1981 1982 1983 1984 1985 f986 

AHMSA 1,329 1,040 961 1,247 1,332 1,320 
FMSA 736 651 540 442 466 219 
HYLSA 890 799 792 811 841 720 

Total Flat 2,955 2,490 2,293 2,500 2,639 2,259 

Source: SEMIP. 



- 54 -
ANNEX 2-1 
Page 6 

AHMSA has the only wide plate mill in the country. Plate produced at FMSA 
and HYLSA is actually narrow heavy sheet produced on the same mills that 
produce hot rolled coil and sheet. All producers are able to produce hot 
and cold rolled sheet products. Tin plate is mainly produced by AHMSA with 
only a small facility at HYLSA. HYLSA's production peaked in 1981 at 
890,000 tonnes while AHMSA attained its highest production in 1985. As is 
evident from the table, FMSA, mainly a flat products producer, steadily 
declined prior to its shutdown in 1986. With the shutdown of FMSA, there 
will be greater opportunity for the other facilities in the country. 

13. Non-flat products are produced by AHMSA, SICARTSA, FMSA, the 
HYLSA Puebla and Apodaca Division, and the private sector mini-mills and 
rerollers. Non-flat production is shown in Table 7. 

AHMSA 
FMSA 
SICARTSA 
HYLSA 
TAMSA 

Table 7 

Non Flat Products Production 
('000 tonnes of Finished Products) 

1981 1982 1983 1984 

482 - 426 440 504 
27 25 35 42 

677 . 617 710 764 
614 540 520 544 

28 15 38 56 
Mini Mills & Rerollers 1,175 · 12139 12148 1,137 

Total Non Flat 3,003 2,760 2,891 3,047 

Source: SEMIP. 

1985 1986 

531 450 
43 15 

529 893 
547 559 

74 77 
1,252 1 2114 
2,975 3,108 

Non-flat products include reinforcing bar, wire rod, merchant bar, and 
commercial and structural profiles. SICARTSA I, which has a rolling 
capacity of over 900,000 tonnes, is the largest single producer in the 
country. HYLSA is the secon4 largest · producer followed closely by AHMSA 
which also has a rerolling mill near Mexico City. FMSA and TAMSA produce 
only a small quantity of non-flats with the balance in the hands of the 
private sector mini-mills and rerollers. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 
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1. At present the Mexican steel industry receives practically all 
its raw material supplies (iron ore, coking coal and flux) · from internal 
sources with the exception of (i) steel scrap, most of which is imported, 
and (ii) occasional small quantities of coking coal or pellets for 
SICARTSA. Mexico's reserves of iron ore are low grade and relatively small 
while proven coking coal reserves are larger and richer. Based on current 
projections, local supply sources would be sufficient to meet iron ore 
demand fully in the short and mediwn term and coking coal demand in the 
longer term, well into the next century. 

2. Production of ferrous inputs to the steel industry in 1987 is 
estimated at 7.7 million tonnes in the form of sinter and pellet feed, 
which is sufficient for the present level of consumption of the steel 
industry. The open pit iron ore mines of the North currently produce 
2.3 million tpy, only 45% of their designed capacity, which means that the 
remaining supply for the northern steel mills, an additional 
2.4 million tpy, has to be transported by rail over distances of about 
1,500 km from the open pit southern mines where reserves are larger. 
SIDERMEX owns and operates the two northern mines and one of the mines in 
the South, totaling 3.9 million tonnes, or 51% ·of the 1987 expected 
production of ferrous inputs. SIDERMEX, in association with private 
companies, also participates with 55% of the capital of another southern 
mine, expected to produce 2.7 million tonnes in 1987. The remaining 
1.3 million tonnes will come from a mine owned by a private company. 

3. About 70% of the coking coal requirements of the steel industry 
in Mexico are met by the production of SIDERMEX ~oal mines near the 
northern steel mills. All the coal mines of SIDERMEX are underground 
operations that use the long wall mining method of extraction. The product 
is of good quality and mining conditions are relatively easy, which 
combined wi t h low labor and energy costs makes coking coal production 
highly competitive, although productivity levels have room for 
improvement. As the reserve situation is satisfacto~y, with more than 
100 years of production at present levels, the possibility of replacing the 
external coal supplies becomes attractive. 

4. While two of the southern iron ore mines remain integrated in the 
operations of specific steel companies, and one is an independent outfit 
supplying ore to all integrated steel mills, the northern iron ore 
operations have been grouped with the coal mines of SIDERMEX into one 
single subsidiary, Carbon y Minerales Coahuila S.A. (CMC). SIDERMEX's top 
management has manifested its intention to organize this subsidiary as an 
independent, financially responsible agency, in order for it to assume the 
responsibilities of operating the iron and the coal mines, as well as the 
flux materials. 
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S. Mexico's iron ore is produced in five open pit mines: two of 
them are located in the Northeast of the country, La Perla (state of 
Chihuahua) and Hercules (state of Coahuila); and three in the South, close 
to the Pacific coast, Las Truchas (state of Michoacan), Pena Colorada 
(state of Colima) and El Encino (state of Jalisco). SIDERMEX owns, through 
its subsidiaries, three of these mines: La Perla, Hercules and Las 
Truchas. It also owns 55% of Pena Colorada, whereas the remaining 45% is 
owned by private companies (28.5% HYLSA and 16.5% TAMSA); El Encino belongs 
to HYLSA. At present the total output from these mines, estimated for 1987 
at 7.7 million tonnes of ferrous inputs in the form of sinter and pellet 
feed, suffices for the expected demand of the Mexican steel mills, however, 
the mines of the north currently produce only 2.1 million tpy of the 
estimated 4.7 million tpy demanded by the northern steel mills; the 
remaining 2.6 million tpy for the northern mills (AHMSA's Monclova plus 
HYLSA's plant in Monterrey), is transported by rail, over distances of 
about 1,500 km,from the mines in the South. 

6. Despite the fact that it is a deposit nearing depletion, La Perla 
is currently the only mine producing high quality ore, suitable to be 
shipped, without a concentration process, as sinter feed for AHMSA's 
Monclova steel mill (at a rate of 300,000 tpy). This ore is transported by 
train. La Perla also produces pellet feed by concentrating lower-quality 
material through magnetic separation and flotation pr9cesses. The pellet 
feed concentrates (786,000 tonnes in 1986) are pumped as slurries to 
Monclova through a pipeline of 381 . km. The other northern mine, He.rculei,, 
exploits tabular bodies of hematite-magnetite, which produced in 1986 only 
752,000 tonnes of pellet feed, or 25% of its installed capacity, and is 
estimated to improve its production by 30% in 1987. 

7. The southern mines exploit deposits containing magnetic ores. 
The Las Truchas mine Ls integrated in the SICARTSA complex and produces 
pellets only for the consumption of SICARTSA. The design capacity of the 
concentrator and the pellet plant is 1.78 million tpy, approximately the 
same as the volume of ferrous input required by the SICARTSA I steel mill; 
both plants are running close to the aforementioned design capacity. Pena 
Colorada is a mixed enterprise involving SIDERMEX and the two rivate 
groups that operate integrated steel mills in Mexico • . Althoug11 c'ena 
Colorado has a board in which all stockholders are represented, its 
management reports directly to SEMIP (Secretaria de Energia Minas e 
Industria Paraestatal), and is run as an independent parastatal enterprise, 
except for the fact that it only sells pellets to its owners and in a 
volume proportional to their equity participation. The installed capacity 
of the pellet plant and of the concentrator is 3.0 million tpy, but until 
1986 it has only produced at the rate of 2.0 million tpy,because of low 
demand from its owners; in 1987 production is projected to go up to 
2.7 million tpy. The El Encino mine belongs to Las Encinas S.A., a 
subsidiary of HYLSA; because the deposit is nearing depletion (reserves 
should last for four to five more years), HYLSA would like to give 
preference in the supply of the ferrous inputs for its Monterrey and Puebla 
mills, to the pellets coming from Pena Colorada, and use El Encino to 
produce the balance to supply the demand (presently, HYLSA demands 
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approximately 2.0-1.8 million tpy and Pena Colorada's 28.57. is 
570,000 tpy). The concentrator and the pellet plant located in Alzada, 
SO km away from the mine have a design capacity of 1.6 million tpy and are 
expected to run at about 1.3 million tpy. The following table summarizes 
the present supply situation of iron ore in Mexico. 

Mexico Iron Ore Supply Situation, 1987 
Production and Capacities by Mine of Ferrous Imports to Steel Mills, 1987 

('000 tonnes per year) 

Installed 1987 Projected 
Mine Plant Product Capacity Production 

La Perla Sinter Feed 600a/ 300 
Pellet Feed 1500- 1000 

Hercules Pellet Feed 3000 2000 
Monclova 

(pellet plant) Pellets 3000 2000 

Las Truchas/ · Pellet Feed 1470 1500 
SICARTSA 

(p.ellet plant) Pellets .1785 1500 

Pena ·Colorada Pellet Feed 3600 2600 
Pena Colorada 
(pellet plant) Pellets 3000 ·2600 

Fe Encino/Alsada Pellets 1660 1400 

a/ Installed capacity of washing plant is much larger, however, 
constraints in the availability of reserves would make it difficult to 
produce at a yearly rate higher than 600,000 tpy. 

c. Iron Ore Resources and Reserves 

8. Mexico's iron ore reserves are small in volume and low (34-59% 
Fe) in grades. At current consumption iron ore supplies would be 
sufficient for about 15 years, although mention must be made of the 
existence of prospects, which are likely to increase reserves if 
exploration efforts are stepped up. Production of ferrous inputs in 1987 
is estimated at 7.7 millio~ tonnes in the form of sinter and pelle~ feed, 
which is sufficient to satisfy the Mexican steel industry. 

9. The La Perla deposit occurs in a flat lying tabular body of 
hematite-magnatite. As of end of January 1987, geological reserves were 
estimated at 16.12 million tonnes of which 9.64 million tonnes are 
considered exploitable. Additionally, there are numerou~ stockpiles of 
material, most of which date back to when the concentrating facilities were 
not built yet and only lump ore or sinterfeed was produced. Total reserves 
at La Perla (mine plus stockpiles) are reported as 17.96 million tonnes 
averaging 57.5% Fe, 0.38% P and 0.07% sulphur • 
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hematite-magnetite with minor limonite and jarosite; proven reserves are 
estimated at 40.6 million tonnes averaging 54.9% Fe and 0.66% P, in 
addition to which there are 64 million tonnes of probable and possible 
reserves, with grades averaging approximately 55% Fe; the proven reserves 
are found in five ore bodies located at a distance of less than 3 km to the 
crusher, out of the fourteen ore bodies identified in the area; the two 
main ore bodies, which are now under exploitation, have been drilled 
adequately (17,000 m. of core drilling); exploratory work remains to be 
done in the twelve other identified ore bodies in the area. 

11. The deposits in the South consist mostly of' magnetic material; 
the Las Truchas · mine, where the exploitation rate is 2.6 million tpy of 
ore, has 97.8 million tonnes of proven ore containing 51.4% Fe, including 
75.4 million tonnes of magnetic ore with 39.5% magnetic iron; probable ore 
totals 45.6 million tonnes, including 37.2 million tonnes of magnetic 
mineral. Be~ause the SICARTSA II expansion includes plans for a 
gravimetric and flotation concentration plant (in addition to a magnetic 
plant), the oxidized material is included in the reserves estimate as ore; 
however, further work has- yet to be done in the. SICARTSA II project in 
order to define if facilities to treat oxi~iz~d ore are justified. The 
Exploration and Geology Departmen~ of SICARTSA is also planning to do some 
exploratory work outside the area of _the Las Truchas district; six areas 
located within a 200 km radius of Lazaro Cardena~ have been selected for 
this work, based on anomalies found on previous ~eromagnetic work. Pena 
Colorada shows mineable reserves ·of 149.1 million tonnes with a grade of 
34.2% magnetic iron, extraction is projected at 6.3 million tpy for the 
next five years; in addition to the area under exploration, where 
exploration continues, two areas outside the Pena Colorada district, but in 
the same region, have been identified and selected for fur~her exploratory 
work. 

lZ. El Encino has proven reserves of 12 million tonnes of magnetic 
ore averaging 51% Fe of which 90% are mineable, and the extraction ra~e is 
1.6 million tpy. The deposit has been thoroughly studied and the chances 
of incorporating additional ore are remote. The stripping ratio is 
currently 9 to one in an operation in which the walls of the pit are very 
steep (56°), thus the economic life of the mine is estimated at 4.5 to 5 
more years. Hence, the short life of EL _Encino and the need to find an 
alternative source of supply of iron ore or ferrous inputs, is a central 
issue for the management of HYLSA. The Cerro Nahuatl deposit is now being 
opened as a new source of iron ore in order to replace El Encino; Cerro 
Nahuatl is located some 30 km away from Alzada (where the existing , 
concentrator is located), and is a low grade deposit with 31.8 million 
tonnes of proven reserves averaging 31.8%. 

D. Coking Coal Production Centers 

13. Of the eight known coal bearing geologic provinces in Mexico, two 
appear to have potential for economic exploitation of coking coal, one 
located in the state of Coahuila and one in Tezoatlan-Mixtepec, _Oaxaca. At 
present, mining operations exist only in the former. 
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14. SIDERMEX, the main producer of coking coal, operates nine mines 
and is developing two new mines in the Sabinas and the Saltillito districts 
in Coahuila; all of these properties were initially owned and operated by 
AHMSA and FMSA and were integrated in their steel operations. The 
separation of the mines from the management of the steel mills is recent 
and dates back, in the case of the mines owned by FMSA to creation of Raw 
Materials Division of SIDERMEX in 1984, and in the case of the mines owned 
by AHMSA, to 1986. The production of the nine coal mines of SIDERMEX in 
1986 totalled 2~4 million tpy of washed coal, and contributed to supply the 
Mexican demand for coking coal, as follows: 

Supply of Coking Coal to the Mexican Steel Industry 

Production from SIDERMEX Mines 
Comision de Fomento Minero (CFM) 
Imported 

Total Demand for Coking Coal 

Year 1986 
tonnes x 106 Washed Coal 

2.4 
0.5 
0.4 

3.3 

In order to produce 2.4 million tpy of washed coal, the mines extracted a 
total of 5.7 million tpy run of mine (ROM) of coal with ash content varying 
from 40% to 55%, which were fed to four washing plants that operated with a 
yield of 44% to produci 2.4 million tonnes with 15% ash content. 

15. The supply coming from the Comision de Fomento Minero (CFM) can 
be broken down in 450;000 tonnes of its own mines, which are close to 
depletion and working with very high stripping ratios, rendering this 
source as expensive and unreliable, and 50,000 tpy produced by small miners 
and marketed through the CFM. The imported coal was brought in by the 
Lazaro Cardenas port and was consumed at SICARTSA. 

E. Coal Resources and Reserves 

16. Because the supply coming from CFM is considered unreliable and 
expensive and because the imported coal is mQre expensive than the Mexican 
coal, an adequate supply of coking coal to the steel mills will ·require 
that the volume of washed coal produced by SIDERMEX increase from the 
present level of 2.3 million tpy to approximately 3.0 to 3.3 million 
tpy. As can be seen, the projected total figure is very similar to the 
present consumption of washed coking coal; this is explained by the fact 
that most of the growth in the production of steel in Mexico will be 
absorbed by the SICARTSA II mill which uses gas instead of coke because its 
process is one of the direct reduction and not blast furnace. The 
additional volume can come from either improved productivity of the 
existing mines or from the expansion of the coal operations in Coahuila. 

17. The coal region of Coahuila covers an area of approximately 
13,000 km2 and includes several districts, which can be grouped according 
to the type of coal that each one is known to have, in two well defined 
subregions, the southern subregion has a subbituminous coal of medium to 
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low volatility (19-22%) which, except for its high ash content (40-55%) and 
sulfur content (0.9-1.0%), has very favorable characteristics for the 
production of coke; the northern subregion, known as Rio Escondido, has a 
subbituminous coal of high volatility and large flame with very poor , 
characteristic for the production of coke. The former coal is used to 
supply the Mexican steel industry and the latter for the generation of 
electricity. Proven geologic reserves of coking coal in the Coahuila 
province total 861 million tonnes, out of which 562 million tonnes, or 65% 
of the total proven reserves, have been assigned to SIDERMEX. The 
following table summarizes the equivalences of the SIDERMEX reserves: 

Equivalents of SIDERMEX Coal Reserves 

Item 

Geologic Reserves 
Recoverable Reserves 
Washed Coal 
Coke 

Factor(%) 

54.8 
41. 4 
74.0 

Tonnes ('000) 

561,546 
307,725 
127,398 
97,274 

The above mentioned reserves have been proven through diamond drilling done 
on a grid with 500-1,000 m centers; the areas close to faults or those 
where important developments were going to be made had additional drilling 
done. The recovered cores were used to identify the exploitable width of 
the seam at the different locations, by determining in the laboratory the 
ash content, ·the c<;>al content and the washing characteristics of the coal. 
The information thus obtained has been closely consistent with the 
19.2 mi1lion tonnes of washed coal extracte_d during the last seven years. 
Hence the stated reserves are considered to be reliable. 

18. The Tezoatlan Mixtepec province in the state of Oaxaca has been 
subject only to preliminary geophysical and geological work. Further 
exploration work has been programmed by SIDERMEX. The interest of these 
deposits lies in their location, approximately 300 to 400 km away from 
SICARTSA and 150-200 km from the sea. Given the fact that the Coahuila 
region is 1,600-1,700 km away from SICARTSA an interesting reduction in the 
freight costs, in the supply of SICARTSA, appears as an attraction for the 
new area. 

F. Organization and Management of CMC 

19. Areas of Responsibility. CMC has been made responsible for the 
operation of the two iron mines in the North and of all the coal mines of 
SIDERMEX. The iron mines of the South, in which SIDERMEX has 
participation, will continue to operate as previously, Las Truchas as a 
part of the SICARTSA complex and Pena Colorada as an independent company. 
According to a scheme which has been agreed in principle but which has yet 
to be defined in detail, the role of CMC in Las Truchas would be that of 
the owner, and SICARTSA's that of the operator; a contract would be signed 
specifying that CMC would do all the planning, define the technical 
parameters, and later would control the operation. SICARTSA would execute 
the plan as defined by CMC. The different treatment of the northern mines 
vis-a-vis the southern mines is explained by the geographical distances and 
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by the different results obtained in the past; whereas the Hercules 
operation was allowed to be run down, the continuity in the supply of 
sinter feed has been endangered and the maintenance of equipment has been 
allowed to slip, Las Truchas supplied its mill satisfactorily. 

20. The situation of Pena Colorada is more complicated. It is an 
enterprise with a 45% share of private capital and 55% state participation 
belonging to SIDERMEX. However, the Secretaria de Energia Minas e 
Industria Paraestatal (SEMIP) has decided that Pena Colorada will operate 
as a separate parastatal company, reporting directly to SEMIP. This has 
rendered the Board of Pena Colorada _useless, since management can and does 
bypass it, coordinating directly with SEMIP. The production of this unit 
is sold to the owners in proportion to their participation in the capital 
of Pena Colorada, based on the reserves of the deposit (SIDERMEX 55%, HYLSA 
28.5%, TAMSA 16.5%). Because the owners of Pena Colorada include all the 
integrated mills in Mexico ( the rest· are mini-mills using scrap as raw · 
material), there is no additional market in Mexico for the pel·lets it 
produces; no effort has been made to export, not even in an incremental 
basis, because it is felt that the benefits would be minimal, if at all, 
and it would deplete a scarce resource for Mexico. The owners are charged 
a full co&t price with the result being an over equipped operation, with 
little incentive_ to reduce operating costs and investments. Equipment has 
been installed that enables Pena Colorada to increment its production, 
although operation has been running at o~ly 70% of the original design 
.capacity of the· concentrator and of the pellet plant. The installation of 
a preconcentrator designed to raise the grade of ore fed to the 
concentrator by four to eight points~ places the concentrator in a position 
to produce abov~ 3.5 million tpy, while the capacity of the pellet plant is 
3.0 million tpy and production has been at a le~el around 2.0 million tpy, 
the mine does have the equipment to supply the additional ore. 

21. A situation of excess production of concentrates at Pena Colorada 
would clearly interest HYLSA, because it has a pellet plant at a short 
distance and a mine that is getting depleted; TAMSA does not nave pellet 
plant and SIDERMEX could prioritize the increased production of -pellets at 
Monclova in order to reduce its freight costs from the transportation of 
pellets from Pena Colorada to Monclova. 

22. Once the decision to take away the Northern mining operations 
from AHMSA and FMSA and to make CMC responsible for them was made, the 
issue of where to separate the operations between AHMSA and CMC was 
raised. The resulting definition ,has been essentially geographic; all 
operations located in Monclova (the pellet plant and the steel mill) are 
run by AHMSA, while those away from Monclova (the mines, the concentrators 
and the slurry pipeline) are run by CMC. Whereas in the cases of coal and 
sinter feed this decision raises no problems, because both of these 
materials can . be stored inexpensively either at the washing plant patio, as 
a finished product, or at the steel mill, as a raw material; the pellet 
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feed concentrates pumped through a slurry pipeline is different. The 
decision taken to have the Monclova pellet plant under AHMSA's management, 
implies a separation of responsibilities of two operations, the 
concentrators and the pellet plant, which are linked, not separated, by the 
slurry pipeline. Nevertheless, starting from the assumption that La Perla 
and Hercules are an integral part of the Monclova operation, and that the 
possibilities of these northern iron mines of finding additional markets 
for their products are remote, the defined separation of responsibilities 
can work, but will demand close coordination between AHMSA and CMC. 

23. Organization and Management. The Raw Materials Division dates 
back to 1984, and it has assumed its responsibilities gradually; in the 
initial stage (1984-86) its role was mostly one of establishing policies, 
which were considered necessary in• ord~r to rationalize the operation of 
the mines; at that stage it did not ha~e an operational nor a financial 
role. As the operations of AHMSA were .transferred in 1986, the scope of 
CMC changed notably, and it is only now that it is becoming an independent, 
financially responsible entity. The process of implementation, however, is 
still under way. 

24. CMC has implemented a centralized structure with the group 
management based in Monterrey, hence maintaining geographical distance 
betw~eri decision makers and operations. The stated intention of the CMC 
manage~ent is to later decentralize the structure once methods and _systems 
are in place. This process should be accelerated and the decentralization 
should not be made contingent on any event. The great majority of the CMC 
executives were recruited in 1986, and came from enterprises in the steel 
busineas with iron and/or coal operations, hence the main sources were 
HYLSA, FMSA and AHMSA. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Region~! Office 
January 1988 



- 63 -

MEXICO - STEEL SECTOR RESTRUCTURING PROJECT 

The Policy Framework and the Proposed Policy Change 

ANNEX 2-3 
Page 1 

1. The steel sector plays a strategic role in the deepening of trade 
liberalization. A successful restructuring of the steel sector accompanied 
by domestic price liberalization, elimination of Official Reference Prices, . 
lowering and equalization of tariffs for steel products will open up the 
road to liberalizing the downstream industries and will contribute to 
reorienting the whole industrial structure toward the export market. This 
annex analyzes t~e present status of steel sector policies in Mexico and 
the effects of the proposed policy change. 

2. The Government considers the steel industry a priority area, the 
development of which is vitally important for Mexico. It has been making 
serious efforts to promote the growth of this subsector for several 
decades. It created and applied policy sets intended to be favorable for 
this industry, helped to generate the necessary internal resources and to 
shift external resources from other sectors of the economy into the steel 
industry, both directly through budgetary outlays in the form of public 
investments and direct subsidies, and indirectly through a system of 
protection from outside competition, industrial regulation, fiscal 
incentives, etc. This good-intentioned policy-set of the Government has 
not led fully to the desired results. 

A. Role of Government and Other Agencies 

3. There are several government agencies involved in policy 
formulation, control and promotion of the steel industry in Mexico. The 
most relevant one is the Secretariat of Energy, Mines and Parastatal 
Industry (Secretaria de Energia, Minas e Industria Paraestatal - SEMIP) 
which is the direct supervisor of the state owned steel corpora~ion, 
SIDERMEX. SEMIP appoints the top executives of SIDERMEX and its major 
operating companies, and oversees the current operations and investment 
activities of these companies. It provides the link between them and other 
government agencies. 

4. Officially• SEMIP has no authority at all over the private steel 
producers, but in practice, its activity goes far beyond the limits of the 
public sector in many ways. First, it collects, processes and analyses 
data and prepares projections referring to the whole steel industry; 
second, it prepares recommendations for the Government, sometimes regarding 
the whole sector (e.g., setting domestic controlled prices, quotas, foreign 
trade regulations). The formal authority over industrial policies in 
general and the steel sector policies in particular, rests with the 
Secretariat of Commerce and Industrial Development (Secretaria de Comercio 
y Fomento Industrial - SECOFI), but since SIDERMEX has a predominant role 
in the steel sector, SECOFI does not feel responsible for the overall 
policy formulation in the steel industry. Nevertheless, SECOFI has 
important tasks in many areas like foreign trade regulation and domestic 
price setting for the whole steel industry. 
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Programacion y Presupuesto - SPP) coordinates the preparation of the medium 
term plans of the steel industry, approves the investment plans and annual 
budgets of the state-owned steel ~ompanies, and monitors the implementation 
of these budgets. 

6. The Chamber of the Steel Industry (Camara Nacional de la 
Industria del Hierro y del Acero - CANACERO) is a joint organization for 
both the private and public enterprises. In addition to representing the 
industry as a whole it provides technical, data gathering and analysis 
services. Since the public sector has its strong representation in 
SIDERMEX _and SEMIP, CANACERO focusses priority on the representation of the 
private steel companies. 

B. Direct Participation of the Government 

7. The most important element of the Government's policy towards the 
steel industry is its direct participation in the production activities. 
Presently the public sector represents more than half of the capacity, 
production, and employment. Public sector participation in the Mexican 
steel industry has evolved not as a result of a deliberate effort to assure 
the dominance of the state in this subsector, but rather as an end-product 
of a set of actions aimed at reducing unemployment, promoting regional 
development and providing reliable domestic steel supply for the industry. 

8. The direct involvement of the Government started in the forties 
with the takeover of AHMSA. In the early ,1970s, the Government started 
(with Bank assistance) the establishment of SICARTSA I, a new, large 
integrated steel mill, partly to meet the fast growing domestic demand, 
partly to promote the development of the region of Lazaro Cardenas. In 
1979 the Government took over the FMSA in order to save it from bankruptcy 
and to avoid the layoff of more than ten thousand people. After having 
finished the first phase of SICARTSA, in the midst of the oil boom, the 
-ublic sector embarked on an even larger project, the SICARTSA II, with 2 
million tonne liquid steel and 1.5 million tonne flat product capacity. 
This investment, however, has not been finished, because in the wake of the 
1982 crisis, both the demand for extra capacities and the resources to 
finance the investment have been reduced drastically. 

9. The policy of the Government regarding its direct involvement in 
steel production has changed substantially in the last two years. The 
~overnment is r in to streamline the ublic steel industry, to stop 

neconomi activities ands in off non-essent alp ants. ter seven years 
of ut le efforts to convert FMSA into a ealt y, pro it-making company, 
the Government closed it in May 1986. Further public investment plans were 
reduced drastically and it was decided that a large number of SIDERMEX 
subsidiaries will be transferred, sold or liquidated in the near future. 

10. But still there is a link missing. A more moderate direct 
ctivity of the Government should be accompanied by a far broader 

involvement of domestic and foreign private capital. Government policy 
with regard to the cooperation and division of labor between the private 
and public steel producers is not clearly enunciated, thereby making it 
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difficult for the private sector to plan its development in an orderly 
manner. The Government has placed a great deal of attention on a 
restructuring program for the public sector, but the policies in place are 
insufficient to induce the private sector to embark on a similar program. 

C. Tax and Fiscal Incentive System 

11. Mexico has a modern tax system. The income tax, the value added 
tax and the excise taxes are the principal taxes which jointl·r represented 
86% of the tax collection- or 9.3% of the GDP in 1985. The steel sector, 
like the great majority of industries, pays 42% corporate income tax, 15% 
value added tax and does not pay excise taxes. Since there are sectors 
which do not pay corporate income tax (e.g., agriculture, transportation) 
or pay 0-6% value added tax (agriculture, food industry and transportation) 
the steel industry is to some extent at a disadvantage in comparison with 
the above-mentioned activities~ However, this is not serious since the 
industry is the singl·e largest beneficiary of different fiscal incentives 
based on investment, employment generation, regional development, export 
promotion, etc. 

D. Transfers and Subsidies 

12. The Gove~nment supports the steel industry with direct budgetary 
~ransfers and indirect subsidies. Naturally the transfers are applicable 
only to the state-owned enterprises. These transfers cover deficits on 
current operations, and they contribute to physical investments and debt . 
service. ·The Government makes constant efforts to reduce the transfers, 
forcing its companies to cut current expenditures and save on investments. 

13. The indirect subsidies have been channelled i~ the form of low 
input prices from upstream state-owned ~ompanies. Since these prices are 
basically equal for every customer, both public and private companies are 
beneficiaries of these kinds of subsidies. The steel industry has been 
receiving natural gas, electric energy, railway transport and some other 
inputs at subsidized price (tariff) for a long- time (see Annex 8-1) • . 
Recently there.were substantial increases in these prices and tariffs ·to 
the extent that some of them are now at or near the international prices 
converted at the controlled exchange rate. (For example, natural gas was 
sold in 1982 at 9i of the international price, while in December 1986, its 
domestic price was in line with the international price.) 

14. The subsidized inputs were not unambiguously beneficial for the 
development of the steel industry. It is true that on the one hand they 
helped to transfer resources from other sectors of the economy; but on the 
other hand they contributed to the creation of a greenhouse environment for 
the steel industry and induced bad or not fully justified investment 
decisions. (For example, they distorted the calculations of the 
SICARTSA II, based on the use of natural gas for the direct reduction 
process). 

E. Trade and Pricing Policies 

15. Over the last 20 years, Mexico has followed an inward-looking 
import substitution protectionist trade policy in which quantitative 



- 66 -
ANNEX 2-3 
Page 4 

restrictions (QRs) played a major role and tariffs a secondary one. During 
the 1960s and most of the 1970s, QRs covered about 60-65% of the total 
imports. With the crisis of 1982, the QRs had been extended to cover 100% 
of total imports. Average tariffs were at around 15% in the mid-1970s, 
then rose to around 27% in 1982. Effective rates of protection exhibited a 
"cascading" pattern with very high levels on final goods and low or 
negative levels on primary commodities. 

16. There are two other tools of protection: the Official Reference 
Prices (ORP), _which were phased out in December 1987, and the domestic 
content requirements. Official reference prices serve as the basis to 
calculate the amount of customs duties, and while they were originally 
introduced to counteract dumping, they are now used for protectionist 
purposes. Since ORPs are sometimes twice as high as the effective import 
price, the customs duty to be paid will be about twice as much as it would 
have b~en without ORPs. The domestic content requirement and some 
procurement rules of public entities make imports impossible even if it 
would be substantially cheaper or of better quality than the competing 
domestic product. 

17. This trade regime created an inward-oriented non-specialized 
industrial growth. In the case of the steel industry, it led to very slow 
growth of productivity, limited specialization, low competitiveness, often 
inefficient physical investments, and a detrimental effect on downstream 
industries forced to use low quality and expensive domestic steel products. 

· 18. The Government,· in an attempt to eliminate these negative 
effects, launched a trade liberalization program on July 25, 1985. The QRs 
were reduced to 39% of imports, while the average overall tariff level 
increased marginally from 23.4% to 25.4% and the coverage of ORPs was 
expanded from 4.4% to 7.6% of imports. On June 19, 1986, the Government 
issued a Statement of Foreign Trade Policy which announced its further 
plans to reduce, by October 31, 1988 the maximum rate of tariffs to 30%, 
the tariff average to 17.3% and its weighted average to 10%. This was 
replaced in -Oecember 1987 with a new policy lowering all steel tariffs to a 
maximum of 20% with commensurate averages. 

19. On the basis of the above protection mechanisms the Mexican steel 
industry would appear to be protected from outside competition to the 
extent that it could easily generate funds needed for debt service, 
modernization and modest growth. This is not so, because the internal 
prices are controlled and set at a 1'evel lower than the international FOB 
price. These prices do not allow the steel sector to generate an adequate 
level of income. 

20. Table l shows the evolution of protection for the steel industry 
as a whole. There are no di~aggregate studies of effective protection for 
the steel industry so this data should be taken as an average of the 
protection covering the sector as a whole. The general path that Table 4 
shows is that effective protection is very sensitive to the acceleration of 
devaluation, this could be principally due to a temporary lag in adjusting 
controlled prices of steel products to changes in the exchange rate. 
Negative nominal protection indicates also that domestic controlled prices 
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have been below international prices since 1983, with the exception of the 
first quarters of 1985. This situation does not appear to have changed 
during 1986. 

Table 1 

Evolution of Protection for the Steel Sector 
. ( i.) 

Implicit Nominal Effective 
Protection Protection 

1979 1 12 
1980 5 38 
1981 9 37 
March 1983 -14 -2 
June 1983 -18 -13 
September 1983 -26 -28 
January-March 1985 5 9 
July 1985 -5 -8 
December 1985 -15 -21 

Source: IMCE: "La Proteccion Efectiva en Mexico, 1985"; 
preliminary calculation for the year 1985. 

21. Thus, the trade and price contr.ol system excluded outside 
competition in almost all products produced i~ Mexico, did not force the 
domestic producers to improve the quality and the product mix, or to better 
serve their customers, and at the same time, did not allow them to enjoy 
the financial benefit of the protection. In other words, the price 
controls offset the resource generating benefit of the protection while all 
the negative impact of the protection remains in full effect both for the 
steel industry and for - the downstream industries. 

F. Technical Analysis of Proposed Policy Changes: Price Liberalization 
cum Tariff Reduction for Steel Products 

22. This section analyzes the effects of the restructuring cum price 
and trade liberalization package, on steel production and prices, and on · 
the overall liberalization program of the Mexican economy. It shows that 
this package will permit an increase in production, quality and prices in 
the steel sector. It alsq shows that the increased competitiveness of the 
steel sector will permit a further reduction in steel tariffs by the early 
1990s. This, in turn, will allow the deepening of the trade liberalization 
program in the downstream industries. 

23. The steel sector is subject to the overall program of tariff 
reductions and ORP elimination, but, at the same time is subject to 
internal price controls which keep domestic price below the CIF prices of 
equivalent imported products. Table 2 shows the status of prices, average 
costs and trade policies for the steel industry at the time of Appraisal. 
The steel industry was heavily protected from external competition by 
tariffs that ranged from 37% for non-flat products to 22.5% for flat 
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products, and by Official Reference Prices (ORPs) that raised the tariffs 
to a range of 32% for flat products to 51% for non-flat products. Table 2 
also shows that domestic producers do not profit from protection because 
domestically controlled prices of most steel products are below 
the CIF prices of equivalent imported products (see column C/A). 
Controlled prices are also below average cost of all steel products 
contributing to the long-run capital erosion of the steel producers (see 
column B/A). 

Table 2 

Status of Prices, Costs and Trade Barriers in tb! Steel Industry 

A B C D E F G 
Ihm!stic 

Con- Average Official 
trolled Ml C&F Pa- Adjusted Import 
Price Cost Price erence Tariff Price 

a/ b/ _!:L Price Tariff d/ B/A C/A 

Pebars 209 287 272 300 37 0.51 389 1.37 1.30 
Wire Rod 238 294 300 37 0.46 11:)6 . 1.24 
Com. Profile/ 

~rch. Bars 213 513 285 310 37 0.49 400 2.40 1.34 
Structural 

Profiles 298 565 350 . 310 37 0.43 411 1.90 1.17 
. Plate 315 319 343. 400 22.5 0.32 406 1.01 1.08 

Hot Rolled 
Coil 290 308 318 400 22.5 0.35 390 1.06 1.10 

Cold Rolled 
Sb!et 407 510 384 500 22.5 0.36 469 1.25 0.94 

a/ fucember 1986 c:iouestic controlled prices, extras added. F.xchange ·rate • US$! = ~925.3. 
b/ Average full cost of the uarginal producer for 1986. 
c/ W:!ighted average of Japan (40%), EEC (20%), Brazil (20%) and Korea (10%) FOO pric~ plus 

US$40 for freight and insurance plus 5% for port charges. 
d/ Official reference price tariff/FOO price. 

24. Under the overall liberalization program, tariffs were supposed 
to be reduced to 20% for flat products and to 25% for non-flats by October 
1988. Mexican authorities, however, originally prposed to raise flat 
product tariffs . to 25% and to end up by October 1988 with a 25% uniform 
tariff for steel products. The 25% tariff level was thought to be the 
minimum politically attainable level for the restructuring period and 
covered appropriately the anticipated lag in the devaluation of the Mexican 
peso that could occur during that period. Recent events have resulted in a 
further devaluation of the peso, however, and the Government has reduced 
tariffs on all steel products to a maximum of 20%. 

25. Internal price liberalization is the crucial element of policy 
that is lacking to attain an efficient transition toward a more competitive 
steel sector. Price liberalization with technical restructuring will bring 
cost reductions, increases in quality, increases in production and the 
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necessary financial health that will allow the steel sector to compete in 
an open market framework with external suppliers during project 
implementation. 

26. ,Table 3 shows a summary of the effects of price liberalization, 
ORP elimination and tariff equalization at the 25% level on domestic steel 
prices. The upper limits of internal price increases range from 61% for 
commercial profiles and merchant bars to 14% for cold rolled sheet. The 
last column of Table 4 shows that this maximum domestic price will be only 
20% above the opportunity cost of importing ~teel (i.e., above the CIF . 
price of imported products). This is because in Mexico the tariffs are 
applied on FOB prices (i.e., a 25% tariff on FOB prices becomes a 20% 
tariff on CIF prices). Given the preference for imported products and the 
differences in quality between imported and domestic products the most 
probable outcome is that domestic prices will stay around the CIF price at 
least until quality comparable to imported steel can be attained. 

Table 3 

Effect of Price Liberalization, ORP Elimination and 
Tariff Equalization on Internal Steel Prices 

A B C D E 
Domestic 

Con-
trolled 
Price FOB C&F Tariff Import 

a/ Price Price ( i.) Price b/ E/A E/C) 

Rebars 209 219 272 25 327 . 1.56 1.20 
Wire Rod 238 240 294 25 354 1.49 1.20 
Comm. Profiles/ 

Merch. Bars 213 232 285 25 343 1.61 1.20 
Structural 

Profiles 298 293 350 25 423 1.41 1.20 
Plate 315 286 343 25 414 1.31 1. 20 
Hot Rolled Coil 298 262 318 25 383 1.28 1.20 
Cold Rolled Sheet 407 325 384 25 464 1.14 1. 20 

a/ Assumes AHMSA exits production of commercial profiles and bars by 1991. 
b/ Import price = 1.05 (FOB price + 40) + O. 25 FOB p_rice. 

27. The former policy package will permit financially, technically 
and economically successful restructuring. Table 4 shows that by 1991 all 
steel products, but wire drawing and marginally cold rolled sheet and 
rebars, will be competitive with the international ones. Then, with an 
appropriate change in the product mix the tariffs on steel products can be 
set at a minimum as soon as restructuring is completed. This, in turn, 
will permit deepening trade liberalization in the downstream industries. 
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Table 4 

Effects of the Restructuring and the Policy Change on the 
Competitive Position of the Steel Industry 

A B C 
Average 

Costs after C&F 
Restructuring Prices DRC 

Re bars 275 272 1.03 
Wire Drawing 400 323 2.37 
Comm. Profiles/Bar 275 -285 0.93 
Structural Profiles 337 350 1.01 
Rail 317 456 0.51 
Plate 258 343 0.59 
Hot Rolled Coil 282 318 0.75 
Cold Rolled Sheet 374 384 0.94 
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A/B 

1.01 
1.24 
0.97 
0.96 
0.70 
0.75 
0.88 
0.97 

28. It should also be noted that the dollar-denominated exchange rate 
to the currency of other steel-exporting countries along with a real 
increase in steel prices brought about by reduction in supply in the 
developing countries has resulted in higher real prices for steel in the 
international market. These factors improve Mexico's competitive position 
drastically. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 
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1. The Mexican steel industry is divided on the basis of ownership 
between the public sector producer SIDERMEX and the privat·e sector 
producers HYLSA, TAMSA, the mini-mills and rerollers. From a technology 
standpoint the public sector SIDERMEX operates conventionally integrated 
facilities using coke ovens, blast furnace and BOF and OH steelmaking. 
HYLSA and TAMSA are also considered integrated producers utilizing the 
direct reduction, EAF steelmaking process. The mini-mills are conventional 
non-integrated producers using purchased scrap or other ferrous inputs to 
the EAF steelmaking process. · 

B. Industry Operating Performance Comparison 

2. By comparing general and specific operating statistics, it is 
possible to comment on operating performance and possible strengths and 
weaknesses of the sector. The following tables are based on 1985 Mexico 
data collected by the mission. Table 1 indicates crude steel capacity, 
actual production in 1985 and resulting capacity utilization. 

Table 1 

Steel Industry Comparison 
Key Performance Factors - Capacity Utilization 

('000 tonnes per annum) 

AHMSA 
FMSA 
SICARTSA 
HYLSA 
Mini-mills 

Source: SEMIP. 

Crude Steel Crude Steel 
Capacity Production 

------- ('000 tonnes)-------

3,950 
1,500 
1,_300 
1,700 
1,633 

10,083 

2,603 
943 
613 

1,631 
1,314 
7,090 

Capacity 
Utilization 

(%) ---

65. 9 
62.9 
47.2 
95.9 
80.5 
70.3 

3. Capacity utilization is a measure of how well the industry 
utilizes its facilities resources and contributes to lowering unit fixed 
costs. SICARTSA, the newest operating plant carrying a very large 
financial burden, had a poor production year in 1985 after reaching 79% 
capacity utilization in 1984. This was caused by a blast furnace reline 
which shut down all iron- and steel-making at the plant and the earthquake 
which hit Mexico in the fall. In total, approximately one third of the 
production capacity was out of service. A reline is not due again until 
after 1990. FMSA and AHMSA both operated well below total capacity. 
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HYLSA, on the other hand, is an example of remarkable performance as is the 
private sector in general. 

4. A relative measure of how well the industry utilized its material 
resources 'is given in Table 2. 

AHMSA 
FMSA 
SICARTSA 
HYLSA 
Mexico 

Brazil 
USA 
Korea 
Japan 

Table 2 

Steel Industry Comparison 
Key Performance Factors - Material 

Finished 
Crude Steel Steel 
Production Shipments 

------ ( I 000 tonnes) -------
2,600 1,860 
1,940 500 

610 530 
1,630 1,390 
5,780 4,280 

4,000 3,200 
57,800 45,300 

9,200 8,200 
76,800 72,700 

Gross Yield 
(%) ---

71.5 
53.2 
86.9 
85.3 
74.0 

80.0 
7-8. 4 
89.1 
94.7 

Sources: Based on P. Marcus, World Steel Dynamics; 
Karlis M. Kirsis, Financial Dynamics of 60 
International Steelmaker~, March 1986; and SEMIP. 

The gross yield for the integrated Mexico producers, as a whole , i s t he 
poorest in che comparison; however, the very low yields at FMSA d i stort the 
figures and that plant has since been closed. Without FMSA the Mexico 
figure would rise to 78~:t_i., close to the USA and the sample from the 
Brazilian integrated steel sector. The yield figure clearly points out the 
world class capability of SICARTSA, even though underutilizec in 1985, and 
the example of HYL~A operating a great deal of equipment in t l flat 
products line of a very similar vintage to that at AHMSA but with very 
different result. Some of this difference may be due to the lack of 
investment at AHMSA in maintenance and systematic upgrading. But the poor 
performance may also be influenced by centralized control. Yield 
improvement typically comes from close production control, by ma.tching 
production and inventory levels with market needs and in general the 
management's overall operating philosophy of the plant. A related issue is 
product quality and rejects. During 1985 a significant tonnage of 
off-specification material was inventoried and sold as seconds at depressed 
prices. Improvement in yield and quality will result in lower operating 
costs as well as higher realized prices. HYLSA also appears to have done 
an excellent job in controlling inventories and maximizing shipments. This 
further demonstrates the market and profit orientations of the company. 
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5. The coke rate, given in Table 3, is expressed in kg of coke 
required to produce a tonne of liquid iron. In an integrated steel plant 
coking coal is the largest single energy input to the plant, therefore, the 
coke rate is an important measure of how well a plant utilizes its energy 
resources ; The three SIDERMEX plants are the only integrated producers 
utilizing the conventional coke oven/blast furnace route. HYLSA's primary 
facilities are based on the direct reduction process which does not permit 
direct comparison. 

FMSA 

Table 3 -

Steel Industry Comparison 
Key Performance Factors Energy 

(kg) 

Coke Rate 

AHMSA, Plant Ill 
AHMSA, Plant #2 
SICARTSA 

657 
626 
560 
525 
550 
500 
480 
450 

Brazil 
USA 
Korea 
Japan 

Sources: Based on P. Marcus, World Steel Dynamics; 
Karlis M. Kirsis, Financial Dynamics of 60 
International Steelmakers, March 1986; SEMIP for 
Mexican data; and mission visits. 

The older blast furnaces of AHMSA's plant #1 show their disadvantage. 
However, the newer AHMSA furnace and especially the computer-controlled 
furnace at SICARTSA demonstrate world class performance. The high coke 
rate of the FMSA furnace, which is the same age as the AHMSA plant #2 unit, 
shows the difference in operating practices. Efforts to further improve 
the older furnaces at AHMSA are thought to require some investment, but, 
compared to other blast furnace operations in developing countries recently 
studied (e.g., India, SAIL 843, TISC0 745; and Zimbabwe 775), the Mexican 
performance demonstrates excellent capability and no comparative 
disadvantage in terms of energy consumption. 

6. Labor productivity and the utili~ation of the industry's labor 
resources shown in Table 4 is an additional set of statistics that provide 
relative comparisons and in some cases insight in the typical problem of 
overmanning in developing countries. 
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HYLSA 

Brazil 
USA 
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a/ Number 
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Table 4 

Steel Industry Comparison 
Key Performance Factors - Labor 

Shipments Labor Cost 
Number of per per Tonne 
Employees Employee Shipped 

( '000) (tonnes) (US$) 

32,638a/ 96.1 79.7 
12,7ssa1 39.9 120.3 

7,522a/ 70.3 61.8 
7,195a/ 193.2 61.5 

31,300 102.2 65.6 
214,200 211. 0 186.8 

13,800 594.0 15.0 
167,400 434.0 57.8 

employees includes works plus administration. 
wage bill divided by total number of employees. 
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Annual 
Cost per 
Employee 

(US$) 

4,542b/ 
4,800b/ 
4,345b/ 

11, 877i/ 

6,700 
39,400 
8,900 

25,100 

Sources: Based on P. Marcus, World Steel Dynamics; Karlis M. Kirsis, 
Financial Dynamics of 60 International Steelmakers, March 1986; 
and SEMIP and mission estimates for Mexican data. 

HYLSA demonstrates the .major comparative advantage of the country with the 
highest productivity and lowest labor cost per tonne shipped even with an 
annual cost per employee more than.double the public sector companies • . 
Since the number of employees at SICARTSA is expected to remain at the 
current level and production and shipment increases are expected in 1986, 
the probability is that shipments per employee in SICARTSA will reach 120 
with cost per tonne shipped dropping to US$36.2 which would rival some of 
the lowest labor cost facilities in the ·world~ AHMSA clearly shows the 
effects of overmanning due mainly to much of the vintage technology s"till 
in use (e.g., open hearth furnaces) and the large maintenance forces needed 
to keep them in operation. Finally the FMSA operation clearly was the 
country's worst in terms of labor inefficiency and cost. Overall this 
indicates that the country's labor force provides a cost advantage and can 
perform under the proper management and with modern equipment to world 
class standards. Public and private subsector comparisons show glaring 
differences especially when comparing FMSA and HYLSA which are both in 
Monterrey with FMSA actually hav~ng more modern equipment. 

7. There are 23 semi-integrated steel producers in Mexico operating 
on a much smaller and less capital-intensive scale than the integrated 
producers. The plants vary in size from 10,000 to 300,000 tpy and as a 
group are considered mini-mills since they produce carbon steel products 
using scrap-based electric furnaces. Five of the producers concentrate on 
specialty and tool steel products utilizing essentially the same production 
equipment. 
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8. The total rated mini-mill capacity is approximately 1.6 mtpy and 
as shown in Table 1 operated in 1985 at just over 80% capacity 
utilization. The mills produced approximately 1.3 mtpy of crude steel but 
shipped only 984,000 tonnes of non-flat products. A portion of the 
difference went to rerollers in the form of semi-finished billets. All of 
the semi-integrated producers are in the private sector although ownership 
in some cases may be by state-owned banks. 

9. Markets served by this segment tend to be local with mills 
dispersed throughout the country. The product ranges are narrow with 
concentration on items such as wire rods, concrete reinforcing bar and 
commercial profiles. In total this segment accounts for almost 20% of the 
total crude steel production and 33% of the non-flat products produced in 
1985. Raw material for the electric furnaces is primarily scrap, both 
domestic _and imported mostly from the USA. Sponge iron is not regularly 
traded within the country; however, with the SICARTSA II direct reduction 
facility coming on line in late 1986 or early 1987 there may be an 
opportunity, depending on price, to displace imported scrap with domestic 
sponge iron depending on cost. 

10. Total employment is 16,462 in the semi-integrated plants. For 
the steel producers this represents approximately 60 tonnes shipped per 
employee. This is. quite low when compared to an efficient US mini-mill 
which would have labor productivity typically in the range of 500 tonnes 
shipped per employee. No data was avai1able on labor cost in this segment, 
however, as in the integrated sector, it is believed to be low enough to 
bring labor cost per tonne shipped into line with other countries' 
efficient producers. It is also difficult to _make direct productivity 
comparisons since some of the mini-mill operations include further 
transformation of the rolled bar and wire into manufactured products like 
fencing, fasteners, chain an_d cable, etc. The manpower utilized in these 
operations is not distinguished in the data provided to the Bank. Aceros 
Nacional~s S.A., a major mini-mill operation, employs approximately 400 
people in steel production with a total employment of approximately 2,200. 
Labor productivity is over 400 tonnes/employee if the downstream 
manufacturing operations are taken separately. 

11. The rerollers typically use billets provided by both the 
integrated and semi-integrated producers as feedstock for small non-flat 
product rolling mills. In 1985 they produced 261,000 tonnes of such 
products in 52 separate companies. To.tal employment was just above 4,000, 
indicating the small business nature of this segment of the industry. 

C. Strategic Position Analysis 

Methodology 

12. In order to appreciate the strategic market position of the 
Mexican steel sector an analysis of the cost and quality dimensions in 
relation to the markets for various products by each major producer was 
undertaken. Details are included in the Steel Sector Strategy Review dated 
October 23, 1986 (Report No. 6429-ME), and in the Project File. The 
analysis included a detailed breakdown of production cost weighted by 
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quality factors in order to compare real domestic cost to the equivalent 
landed price of higher-quality products from efficient world scale 
producers and the higher-quality current and future needs of the downstream 
users. 

Interpretation of Results 

13. For non-flat products the strategic position of the two major 
producers, SICARTSA and HYLSA, is equal to or better than the comparative 
international norms. These product lines also have potential market growth 
which combined with the competitive position supports modest expansion to 
serve the domestic market. Data from other private sector producers also 
indicate their competitiveness so that overall it is judged that the 
industry is in an excellent position in this product area. The single 

• exception is a subst~ntial cost and quality gap in bar and rod products 
from AHMSA. Hence the recommendation to exit these lines allowing other 
private sector producers an opportunity to expand their output. The 
products of the heavy structural mills at AHMSA are marginal in this 
analysis but with the addition of rail products to these mills, which are 
the only facilities in the country capable of producing this range -of 
products, continued operation is justified. Further economic analysis has 
also been carried out to confirm these results. 

14. For flat proaucts which are penalized by lower quality but are in 
a growing market · the analysis · confirmed that with rehabilitation AHMSA and 
HYLSA could become internationally competitive particularly in hot and. cold 
rolled sheet. These results were also confirmed by the economic analysis. 

15. Overall the strategic analysis confirmed the product mix shifts 
recommended in the Steel Sector Strategy Review and later reinforced by the 
independent Market Study. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 
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1. Production costs at SIDERMEX' coal mining operations are low 
overall and competitive with imported coal, not only in the north (as 
supplies to AHMSA) but also in the south where SICARTSA is using coking 
coal and competitiveness is more critical given transport costs from the 
north as well as SICARTSA's location very clqse to the Lazaro Cardenas 
port. Over the past five years, coal production costs have fluctuated 
considerably. Their development has been influenced by exchange rate 
movements, local inflation, variations in quantities produced, and 
productivity differentials in ·different mines and coal washerie~. The cost 
range of washed coal produced by SIDERMEX is quite substantial, varying 
from about US$16.7/tonne to 0S$33.8/tonne. These differences are due 
principally to productivity differences related to the age and layout of 
the mine, technical condi~ions of coal extraction and equipment used. On 
the average, ·the more recent coal mines have higher productivity and lower 
costs and, as older mines are phased out and new mines opened, overall 
productivity should be further improved. 

2. The competitive position of these mines (Table 1) is very strong 
in the north where the distance· to AHMSA' s installations is less than 
100 km of direct rail link. By comparison, the distance to SICARTSA's 
steel mill is about 1,400 km and adds about US$15 to the ex-washing plant 
cost. However, even at that distance and level of transport cost the most 
expensive coal (produced by Hullera Mexicana) costs about US$48-49/tonne 
delivered which is still lower than the cost of imported coking coal would 
be (0S$51-56 tonne). There is however, a quality difference to SIDERMEX 
coal which contains about 13% ash against 8% in imported coking coal. 
Taking into account this difference, costs of coal from Hullera Mexicana, 
delivered to SICARTSA would be about. equ~l to the delivered price of 
imported coal. Coal from the other mines and washing plants would, 
however, still be substantially less expensive. 

3. The assessment of detailed production costs from the different 
SIDERMEX mines (Table 2) reveals a number of interesting results. The 
first one is that in practically all operations, except for Cia. Minera de 
Guadalupe, costs in real pesos as well as in US dollars have dropped 

- substantially over the past five years. The most dramatic case is the Don 
.Evaristo mine of Carbon y Cok which, albeit with wide fluctuations, showed 
a decline of 55%. Although some investments were carried out during that 
period and various operational improvements were made, the main reason for 
this development of overall costs has been the general decrease in wages, 
salaries and prices in real terms in Mexico after the start of the economic 
decline in 1982, and the fact that local costs represent a major portion of 
total costs in coal mining. Although information on prices of inputs over 
the period is not available, the more than 60% decrease of wages of mine 
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workers may be a representative indicator of the dramatic drop in factor 
costs (but also of the loss in purchasing power). 

Wage of Qualified Coal Mine Worker ~/ 

1982 1983 1984 1985 1986 

Current M$ 540 680 940 1,412 1,969 
1982 M$ 540 337 281 268 208 
US$ 9.41 4.52 5.08 4.55 3.23 

~/ Base wage per day in ~IDERMEX coal operations. 

4. A further conclusion is that substantial cost differences exist 
between the various mines and washing plants of SIDERMEX. In 1982, washed 
coal was produced between US$30 and 52 per tonne while . unit cost in 1986 
ranged between US$17 and 34 per tonne. These differences are due to 
various factors including mining conditions, depth of mine, mine design, 
equipment used, age of mine and management, as well as financial resources 
to invest, all of them factors which are reflected in productivity and 
costs. While a number of changes in the relative positions of the 
different operations have occured, the two principal producers (Cia. Minera 
la Florida de Muzquiz and Minerales Monclova) have shown a consistently 
satisfactory performance and are crucial for the overall competitiveness of 
SIDERMEX' coal operations because of their low costs, high volumes and 
potential. An exact oreakdown in mining and washing costs is difficult to 
calculate since SIDERMEX washing plants have in the-past not only processed 
coal from SIDERMEX mines but also from other suppliers (Comision de Fomento 
Minero) and not all elements are known to separately determine the unit 
costs of coal from different sources. The figures provided are general~y 
based on a mixture of SIDERMEX and other coal whereby SIDERMEX mining costs 
have been lower than purchase prices for coal from other sources. As 
SIDERMEX i ncreases its own production in the future to replace these other 
sources, additional cost reductions because of the cost differential can be 
expected. 

5. From an analysis of cost breakdowns in percentages (Table 3) 
several general conclusions can be drawn reflecting the development of 
local and foreign cost as well as of efficiency changes: (i) the 
percentage of personnel costs has remained constant or has slightly 
decreased in most operations. This is due to the fact that wages and 
salaries as well as total costs have decreased. But since wage declines 
have been greater, some other parameters such as fringe benefits may have 
compensated for this difference; (ii) the percentages of depreciation and 
maintenance costs in mines have increased which is mostly due to the effect 
of relative increases of prices of imported materials for maintenance and · 
cqnsistent revaluation of assets in the accounts of Mexican companies; some 
investments and operational measures may also have contributed to this 
development; (iii) fixed costs have decreased in nearly all operations 
showing a conscious reduction of nonproduction related expenses. 
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6. Although the figures discussed should provide a sound basis for 
the assessment of overall coal production costs, the details may not be 
easily comparable. This is due to the fact that the SIDERMEX coal 
operations had two different owners in the past and used different 
accounting and costing systems. Differences can also arise because of 
different accounting for the various elements in the coal washing process 
including the mixture of SIDERMEX coal and coal . from other sources. 
SIDERMEX raw materials division is currently unifying the costing and 
accounting systems for all mines which will facilitate comparisons between 
coal operations as well as and decision making. 

B. Iron Ore 

7. Mexican iron ore production is competitive overall albeit not as 
much as coking coal production and with less potential for further · · 
improvement. Although the mining conditions are in general ~ot veFY 
difficult, ore grades are relatively low compared to international 
standards and iesult in higher production costs for equivalent pioducts. 
Comparative costs of iron ore production and imports are summarized in 
Table 4. The northern iron ore mines (Hercules and La Perla) benefit from 
a natural protection since they are located close and linked to the steel 
mill of AHMSA to which they supply pellet feed. The approximate cost of 
supply of pellet feed to AHMSA's pellet plant amounts to about US$20/tonne 
while imported pellet feed would range around _US$35/tonne. Pellet supply 
to AHMSA and to HYLSA~s northern plant is assured from mines in the south 
(Encinas and Pena Colorada) and ranges between US$33 and 36/tonne compared 
to costs of imported pellets (from Brazil or Chile) amounting to 
US~42.S-44/tonne. A similar difference would hold for pellet supplies to 
HYLSA's Puebla plant near Mexico City. The situation for the south is 
different because of he closeness of SICARTSA to the Lazaro Cardenas port. 
No detailed information has been received from SICARTSA on the cost of its 
own ore supply from the Las Truchas mine although the company has 
apparently been able to keep production costs of its own pellets below 
purchase prices of imported pellets in the past. Pellets from Pena 
Colorada delivered to SICARTSA would currently run around US~33/tonne 
compared to costs of imported pellets of 0S$29.5-31/tonne and studies are 
being undertaken whether the relatively long and expensive land transport 
cannot be replaced by cheaper barge transport along the coast when SICARTSA 
starts up its second phase production facility. 

8. Cost comparisons in iron ore mines are made difficult by the fact 
that the costing and accounting systems are different~ financial costs and 
assets and therefore depreciation may not be accurately reflected in the 
case of La Perla and Hercules, and that La Perla changed its product 
composition substantially in recent years and started using mine dumps 
which are difficult to evaluate. Cost data available for iron ore mines do 
not permit an evaluation of trends of past years but it can be assumed that 
inflation, exchange rate movements and the development of factor costs has 
resulted in a similar cost decreasing impact as for the coal mines. While, 
however, the coal mines have a good potential to decrease costs further 
through development of more modern mines and implementation of additional 
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long walls in existing mines, the iron ore operations have only a limited 
potential for improvement. Pena Colorada does not operate at full capacity 
and could produce at lower costs if its capacity were used fully. Hercules 
has a good potential for lowering its production costs since it operates 
only at very low capacity. Even so, it is not clear yet whether it will be 
a low cost operation if th~ full impact of financial costs and of past 
investments is taken into account. La ·Perla is rapidly approaching the end 
of its life, as is the HYLSA mine Las Encinas, which therefore do not have 
much potential for cost reductions. The effect of the planned expansion of 
the SICARTSA mine Las Truchas on its costs have not ye~ been determined, 
and the potential project of HYLSA (Cerro Nahuatl) is low grade and high 
cost. In summary, Mexican iron ore production is competitive but its 
competitive position could change easily if macroeconomic developments 
would modify the cost of important production factors in ~e~ation to other 
producers. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 
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1. Domestic supply to the Mexican steel market has traditionally 
been in the form of low-quality commercial grade mild steels mainly for 
construction and other infrastructure uses. Engineering-quality steels of 
higher grade are in short supply domestically, are variable in quality and 
adv~rsely affect the quality and cost of many final products. Therefore 
the majority of the higher-grade steels, particularly in flat products, are 
presently imported. A brief analysis of the current domestic product mix 
along with some detail of the manufacturing sector are included in this 
Annex along with proje~tions for supply and demand through 1991. 

B. Market Segments 

2. Details of current steel shipments to the domestic market by 
broad industry sector were not readily available at the time of this 
report. However, 1984 data from Canacero for domestic production has been 
analyzed to demonstrate the approximate current allocation of production 
for flat and non-flat products. This is given in Table 1: 

Table 1 

Domestic Shipments in 1984 - Market Distribution 
(%) 

All Flat Non-flat 
Products Products Products 

Construction 44 12 73 
Autmotive 12 18 6 
Industrial Goods 10 11 10 
Packaging 10 22 
Domestic Appliance Production 9 16 2 
Agriculture 4 2 6 
Railways & Shipbuilding 3 s 1 
All Others 8 14 2 

100 100 100 - ==-=-:s =-= 
Source: CANACERO. 

3. Construction is the largest user of steel, taking 44% of overall 
production and 73% of non-flats. Reinforcing bar and wire products, mainly 
for reinforcing mesh, are the most important items used. Structural 
sections are only used in small quantities, since Mexican construction is 
geared very much towards concrete rather than steel buildings. Most flat 
products for this sector are for the production of steel pipe. 
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4. The automotive industry is the next highest user sector, but only 
accounts for 12% of production. This industry is also a large importer 
especially of flat products. Domestic producers have generally not been 
able to satisfy the price and quality requirements of the companies 
exporting steel-based products. 

S. Packaging is currently the most important user of flat products. 
This is attributable to the large use of tinplate for canned goods, and 
other metal packaging requirements. This demand is likely to continue for 
some time, but increasing use of plastics and aluminium for packaging would 
erode this market in the longer term. 

6. The industrial goods sector, plant machinery and equipment, with 
some 10% of both flats and non-flats, is surprisingly low, and reflects two 
important factors: firstly, the low current level of activity in oil and 
petrochemic~l development compared with the early 1980s; and secondly, the 
low general levels of development and activity in the capital goods 
industry. 

C. Supply and Demand Projections 

7. In order to plan for the longer term and as a basis for further 
restructuring of the sector, an in-depth, industry-wide marke·t and product 
mix study has been undertaken. This study includes: (i) a review of the 
steel-consuming market segments along with growth patterns in the uses of 
various steels and competing products; (ii) a review of steel production 
capabilities detailing ranges of products, capacities and interlinkages 
between products; and (iii) overall supply/demand projections and 
identified gaps in current capabilities that would offer opportunity for 
investment. The results of this study are still being evaluated by the 
steel producers and will be i"ntegrated in their strategic plans. The data 
presented in the following paragraphs is based on earlier work done by 
SEMIP and projections made by Bank staff at the time of appraisal. These 
results have been compared with the results of the market study and 
although there are some small differences between products the overall · 
estimates of demand growth through 1991 are very similar. The Bank's 
estimates of market growth are lower and therefore the Appraisal Report 
represents a more conservative view of the future. 

8. The projections prepared by Bank staff take into consideration 
projections prepared by SEMIP in April 1987, which included a base case and 
an alternative scenario which included a severe decline in 1989 due 
apparently to changes in Government. The average annual growth rates in 
these projections range from 9.0% for all steel products in the base case 
down to 3.1% in the alternative scenario. The base SEMIP projections seem 
very optimistic and result in consumption levels by 1991 surpassing the 
1981 peak year. The alternative scenario conversely seems overly 
pessimistic especially for industrial planning purposes. In contrast the 
Bank staff estimates included in the October 1986 Steel Sector Strategy 
Report represent a conservative and less dramatic view of the future. The 
simple underlying assumptions in these projections are a 3-4% p.a. growth 
of GDP and a gradual opening of the Mexican economy which is expected to 
lead to a faster-than-average growth of the manufacturing industry. This 
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results in a growth in demand from the 1986 level of about 4.4% for flat 
products, 3.3% for non-flats, 3.5% for seamless tubes and 3.8% for total 
products. The actual results of these projections including a breakdown of 
product categories are given in Table 2. , 

Table 2 

Projection of Apparent Consumption of Steel Products 
(thousands of tonnes) 

Flat Products 
Plate 
Hot Rolled Sheet 
Cold Rolled Sheet 
Tin Plate 

Total Flat 

Non-flat Products 
Reinforcing Bar 
Wire Rod 
Profile & Bar 
Structural & Rail 

.Total Non-flat 

Seamless Tube 

Total Products 

Source: Bank staff. 

1986 

580 
_ -584 

1,016 
- 204 
2,384 

925 
754 
774 
280 

2,733 _ 

183 

5,300 

1987 

605 
610 

1,060 
220 

2,495 

956 
779 
799 
289 

2,823 

· 189 

5,507 

1988 

632 
637 

1,107 
230 

2,606 

987 
805 
825 
299 

2,916 

196 

5,718 

1989 

660 
665 

1,156 
240 

2,721 

1,020 
831 
853 
309 

3,013 

203 

5,937 

1990 

689 
694 

1,237 
252 

2,872 

1,054 
859 
881 
319 

3,113 

210 

6,195 

1991 

719 
730 

· 1,260 
262 

2,972 

1,088 
887 
910 
329 

3,214 

217 

6,403 

These projections lead to a total growth in five years of 20.8% in all 
products, 24.7% in flat products, 17.6% in non-flat products and 18.6% in 
seamless tubing. The consultant study results in a total growth in five 

_ years to a level of 6,618,000 tons of total product, only 3.3% larger than 
the Bank staff estimate. This figure includes some shifts in products 
resulting in a flat product level of 3,038,000 tons, non-flat of 
3,335,000 tons and seamless tube of 245,000 tons. The consultant 
projection beyond 1991 is for overall growth at approximately 5.1% per 
year. 

9. Projections of production for the next five years for the same 
product categories are given in Table 3. These figures include the 
production of FMSA for 1986. 
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Table 3 

Projection of Production of Steel Products 
(thousands of tonnes) 

1986 1987 1988 1989 1990 1991 
Flat Products 

Plate 497 513 559 605 643 665 
Hot Rolled Sheet 697 587 551 698 722 801 
Cold Rolled Sheet 897 978 1,021 1,103 1,139 1,148 
Tin Plate 195 214 229 250 261 262 

Total Flat 2,259 2,292 2,360 2,656 2,765 2,876 

Non-flat Product~ 
Reinforcing Bar 1,382 1,150 1,151 1,168 1,152 1,127 
Wire Rod .· 790 800 820 850 875. 900 
Profile & Bar 755 770 800 825 850 875 
Structural & Rail 181 200 250 300 325 350 

Total Non-flat 3,108 2,920 3,021 3,143 3,202 3,252 

Seamless Tube 208 210 217 225 233 240 

Total Products 5,575 5,422 5,598 6,024 6,200 6,368 

Source: Bank staff. 

10. Projections of production for flat products is based on 
production plans o~ the two producers as laid out in the respective 
restructuring projects. It is assumed that each can penetrate the 
higher-quality market now going to imports as their technical and marketirrg 
capability improves . 

11. The non-flat products categories, reinforcing bar, profile and 
merchant .bar can be produced by practically aJl the producers. Wire rod is 
limited to fewer facilities. Therefore, non-flat projections by producers 
are more arbitrary. SICARTSA I projections were used as a stating point 
assuming that plant reaches and sustains high product levels by the 1990/91 
period. HYLSA which -is the second major producer is not involved in any 
significant technical improvement program and is assumed to maintain its 
current high capacity utilization. AHMSA has reduced production based on 
product mix changes to better serve the flat products market and the 
balance is assumed to be taken by the ·remaining producers in a manner 
consistent with their performance in the last several years. 

12. Estimated production by producer is shown in Table 4 with the 
further assumption that TAMSA will continue to actively pursue the export 
market for seamless tube and will maintain a production level above the 
domestic market consistent with the last several years. 
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Table 4 

Projection of Production bl'.: Producer 
(thousands of tonnes) 

1986 1987 1988 1989 1990 1991 
Flat Products 

AHMSA 1,320 1,582 1,597 1,832 1,963 2,026 
HYLSA 720 710 763 824 802 860 
Other 219 

Total 2,259 2,292 2,360 2,656 2,765 2,886 

Non-flat Products 
AHMSA 4~1 270 321 398 402 402 
HYLSA 559 550 550 550 550 550 
SICARTSA 892 900 950 1,000 1,050 1,100 
TAMSA 77 so so so so so 
Others 1,129 1,150 1,150 1,150 1,150 1,150 

Total 3,108 2,920 3,021 3,143 3,202 3,252 

Seamless Tubins 
TAMSA 208 210 217 225 233 240 

Total Products 
AHMSA 1,771 1,852 1,918 2,230 2,365 2,428 
HYLSA 1,279 1,260 1~313 1,374 1,352 1,410 
SICARTSA 892 900 950 1,000 1,050 1,100 
TAMSA 285 260 267 275 288 290 
Others 1,348 1,150 1,150 1,150 1,150 1,150 

Total · S,575 5,422 5,598 6,029 6,205 6,378 

Source: Bank staff. 

13. In overall balance production of flat_ products rema·ins below the 
very conservative demand projection. Due to interlinkages between the 
production facilities for some plate products and hot and cold rolled sheet 
and coil shifts are possible depending on actual demand. As quality 
improves the balance decreases indicating successful implementation of the 
overall restructuring plan. In the non-flat product categories, commercial 
prof_iles and bars and structural and rail where imports have existed in the 
past, the projections remain below the demand estimate assuming some 
products will still not be available in Mexico. This could change as 
SICARTSA I improves its product mix and uses its excellent facilities to 
satisfy more of the domestic demand. In the traditionally exported 
products reinforcing bar and wire rod, exports are assumed to continue but 
at a declining rate. Table 5 provides a projection of balance for each 
product category. 
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Table 5 

Production Consumetion and Balance of Steel Products 
(thousands of tonnes) 

1986 1987 1988 
Flat Products 

Production 2,259 2,292 2,360 
Consumption 2,384 2,495 2,606 
Balance -125 -203 -246 

Non-flat Products 
Production 3,108 2,920 3,021 
Consumption 2,733 2,823 2,916 
Balance +375 +97 +105 

Seamless Tubes 
Production 208 210 217 
Consumption 183 189 196 
Balance +25 +21 +21 

Total 
Production 5,575 5,422 5,598 
Consumption 5,300 5,507 5,718 
Balance +275 -85 --120 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 

1989 1990 

2,656 2,765 
2,721 2,872 

-65 -107 

3,143 3,202 
3,013 3,113 
+130 _+89 

225 233 
203 210 
+22 +23 

6,024 _ 6,200 
5,937 6!195 

+87 +5 
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1991 

2,876 
2!972 

-96 

3,2'52 
3 2214 

+38 

240 
217 
+23 

- 6,368 
6 2403 

-35 



SubsectoNolide Problems , 

I, Structural Issues 

l. Pricing Policy 

Controlled da!Estic prices belcw 
international opportunity cost; 
adjusted for inflation oo an ad hoc 
basis, --

2, Trade Policy 

High tariffs and high official 
references prices (OOP) do not allcw 
external c:oq,etitioo. 

3. Global Subsector Policy 

utck of definitioo of public sector 
scope and role, 

lAck of long-term policy framew:>rk, 

4. ~titative Iup>rt Restrictions 

L\:.uestic content requirements oo steel 
users. 

II, SIIERl-£X Restructuri93 

l, Organization 

Inefficient , centralized omiagenent. 

1£Xl(l) - S'lEEL SEClUI. ~ PmIBCT 

Matrix of Issues I Measures and Actions 

Actions Taken 

1-bnthly adjustment based en da!Estic 
inflatioo index, Price increases in 
~cember 1987 and Jaruary 1988 to reach or 
exceed equivalent larded price levels. 

ffil' eliminated in ~cember 1987, Tariffs 
reduced en all steel products to C>-15% in 
tecember 1987. 

Evaluation of the production and investment 
strategy of SIJEH:x. Preliminary 
conclusions led to actions undc!:- Slll:»1EX 
Restructuring belcw, 

Cutline of Global Steel Sector Policy 
presented in Jaruary 1988 as the Steel 
Sector Policy uetter. thrket and Product 
Hix Study coq,leted in September 1987. 

further evaluation ~r 1o0y as part of 
subsector studies for proposed Industrial 
Restnocturing wan, 

Reorganizatioo along fi..e profit centers 
uroer SIDENttEX. SlffiRMEX departments and 
functions reduced to only those necessary by 
a holding co11pany and s t aff reduced by 700. 

Actions To Be Taken 

Elimination of price controls, Continued 
adjuslllents of prices in real teI'IIII based on 
anticipated changes in the Consuner Price Index 
until coq,letioo of price liberalization, 

lb further actions are reeded or planned at 
present, 

Contirue evaluation of longer term production 
and inveslllent strategy of Sl!EMX. 

~terml.ne the lo~erm tariff, pricing, and 
tax/incbntive policy for the sector such that 
oo reversals occur oo the agreed policy 
package. 

Gradual elimination of SOOK,! restricti ons. 

Canplete formation of fi ..e independent 
coq,anies uroer SI!m1EX ~cting as a holding 
coopany. Forualize holding caq,any 
relationships. 

~ ve l op nanagenent control and operat ing 
syst€111l and procedures for holding coq,any and 
profit centers . 

tbnitorlng Actions and Timing 

Coaplete elimination of price 
controls by I:eceaber 31, 1988 
(Tranche 2 release). ltinthly 
adjustments of prices in real tenis 
i.ttil that aate, 

Continued caintenance of reduced 
tariff le..els without further new 
restrictions l!Cld/or reintroduction 
of Reference Prices, 

Preparation of SliffllEX long-term 
Strategic Plan by l-iir ch 191!8. 

Preparatioo of Global Steel Sector 
Policy Statement by July 31, 1988, 
based substantially en the Policy 
uetter (Tranche 2 Release). 

lhd~r the proposed Industrial 
.Rt:$tructL•ring wan, 

fu r i ,,g 1988, 

'1-.r i ni; I ':188 as part of the projec t . 

to 

" 



Subsector--s,!de Problen,; 

Centralized marketing with service 
centers led to a breakdCW1 of service 
to clients. 

Inefficient facilities. 

2. Financial Structure 

Inefficient organizatioo brought lc,,,er 
productivity, ma.ir.tenance, marketing 
and product mix problem; that ended up 
in financial restrictions that made it 
UJlX)Ssible for the group to recover 
financial teal.th wi trout debt 
restructuring. 

3. Technical Aspects 

Maintenance backlog, irEfficient 
product-mix, lo, quality in existing 
production capacity. 

Capacity expansion in light of 
optimization (balancing) of existing 
and proposed rew facilities including 
coupletioo of the SICARTSA II 
invesl:lm!nts. 

III. Private Sector 

I. HYLSA can oontribute to debt service 
but cannot be financially viable 
witrout a debt restructuring. 

2. Mini-mills have restricted ,product , 
quality because tl'ey are scrap based. 
Good potential clients for sponge iron. 

3. Credit Availability 

Difficulties of private mi.ni-ini.Lls to 

6et credit lines for 1oOrking and 
invescm,,nt capital. 

Countr j ~partuent 11 

Actions Taken 

Sales responsibility devolved to plants and 
service centers converted fran cost to 
profit centers. 

Smtdown of FMSA and associated ~s, and 
tentati\e decisioo to discontinue oon-flats 
at Alt1SA; 12,000 "°rkers laid off. 

Signature of Convenio with Goverment wner 
which about US$883 mi.11 ion equivalent , or 
50% of the total debt on Sllffl1EX 's books 
will be converted to equity. SUERI-EX 
agrees to follo, a technical restructuring 
plan with specific targets to receive this 
debt relief during 1986, 1987 and 1988. 

Studies and fornulation of a technical 
program for rehabilitation of Sll£RMEX 
operating plants and utiltzatioo of FMSA 
facilities. , 

Preliminary evaluation of SICARTSA II 
feasibility. Qxisultant study of Slll:»1EX 
l.ong--tenn strategy OJ04lleted in October 
1987. 

Presentation of a cooprel'ensi ve debt 
restructuri{l; plan based oo study by t-brgan 
Bank to detennine payuent capacity. 
Caq>letioo of negotiations oo a debt 
restructuring package with c.oomercial banks. 

~cision to cooplete SICARTSA II investment 
through sponge iroo plant stage to provide 
source of primary iron to feed domestic 
denand. 

Wending procedures of intenrediaries of 
existing loans being reviewed. 

Industry, Trade, Finance Sector Operations Division 
Lat in Aul!rica and the Caribbean Regional Office 
February 1988 

Actions To Be Taken 

~termine function of service centers, 
incorporate, and decide lo.hetrer to privatize. 

further rationalization of the Alt1SA product 
line, including possible lay-off of 4,000 
additional 1oOrkers. 

SIIEIH:X to take steps to fulfill ere targets 
specified by the Convenio. 

Ccx1')letioo of ongoif€ studies, UJl)leuentation 
of first phase rehabilitation investments. 

I 

Ccx1')letion teclnical and economic evaluations 
of alternati\e routes for Slll:»IEX long--tenn 
develoµmmt, including a final decision on the 
scope of the SICARTSA II plant. 

Formalization of Restructuring Agreemmts in 
1988. 

Review SICARTSA II decision, am cooplete plant 
through spa~ iron stage. 

Adjustr.l!nt of existing industrial credit lines 
and preparation of proposed Industrial 
kstru.:turing Loan. 

~bnitorlng Actions am Timing 

D..irlng 1988 as part of the project. 

D..iring 1988 as part of the project. 

D.lring 1988 as part of the project 
UJl)lenentation. 

1988 to 1990, as part of tre 
project. 

SJ.ffiRMEX Strategic Plan to be 
completed by March 1988. 

Condition of disbursement of HYLSA 
~nt. 

Studies coopleted during 1987; 
sponge iroo plant will be c.cmnis- . 
sio!Ed in late 1988, folloong 
review of SllEl¼IEX Long-term 
Strategic Plan in l'Brch 1988. 

Lh:ier Ex.:!.ct ; ~ ('..-M;,- 1 inoc 3.l'l'.l the 

proposed In:tustrial Hestructuring 
Loan. 

00 
00 
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MEXICO - STEEL SECTOR RESTRUCTURING PROJECT 

Steel Sector Policy Letterl 

Restructuring of the Parastatal Steel Industry 
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Restructuring the parastatal steel sector is intended to enable it 
to expand the already major role it has taken in the process of 
industrialization and national development. 

The Mexican Government has promoted restructuring of this sector 
so as to make the domestic supply pattern compatible with international 
supply, correct the· low utilization of sector installed capacity, and 
hasten the development of steel substitutes. In the course of a November 
1986 address to the Chamber of Deputies, the Secretary of Energy, Mining 
and Parastatal Industry enumerated the following as the goals of the 
industrial reorganization proposed for the parastatal steel sector: 

(a) to modernize the industry by completing projects in progress, 
launching facilities improvement programs, and closing down 
structurally inefficient operations; 

(b) to raise industry operating efficiency by eradicating the problems 
associated with obsolescence of equipment and poor integration of 
chains of production; 

(c) to raise the operating efficiency of mines and processing plants 
to as to counter the inadequacy of coal and iron reserves; 

(d) to link the sector efficiently to the external market; and 

(e) to put the financial structure of the sector on a sounder footing 
and generate resources for its expansion programs. 

Policy Outline for the Parastatal Steel Industry 

Signature of the Financial Rehabilitation Agreement with the 
SIDERMEX Group in September 1986 marked the beginning of the restructuring 
process. Commitments by -both the Federal Government and the Group were 
spelled out and a timetable set for the goals to be achieved by the 
enterprises over the period 1986-90. In 1986 and the first months of 1987, 
the following steps toward restructuring of the industry were accordingly 
taken: · 

(a) Internal Reorganization of SIDERMEX. SIDERMEX as a holding 
company was organized on a more rational basis, retaining only 
those functions properly belonging to a supe_rvisory entity. The 
enterprise themselves were vested with the functions that would 

1/ This is a Bank translation of a signed letter from the Government 
(SEMIP and SECOFI) dated January 15, 1988, titled "Lineamientos de 
Politica para la Industria Siderurgica Paraestatal." 
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allow them autonomy of management, particularly in marketing and 
finances. 

(b) Reorganization of the Marketing System. Previously, there was no 
link between production and the demands of the market, since the 
steel producers themselves were not responsible for marketing 
operations, which were concentrated in the hands of the holding 
company and marketing entities that functioned independently of 
them. Currently, only planning and coordination are the 
responsibility of the holding company, while domestic marketing is 
left to the enterprises themselves and export activity _to SIDERMEX 
International, Inc. 

(c) Dere·gulation of External Trade. Mexico's accession to the General 
Agreement on rariffs and Trade on August 24, 1986, constituted a 
further step toward rationalizing protection, assuring the 
enterprise of high-quality, low-cost inputs against a background 
of international competition. In this regard, the Federal 
Government abolished the mechanism of official benchmark prices as 
of January 1, 1988. - In addition, although the original proposal 
had been to set a maximum duty of 25% on steel products beginning 
in October 1988, a new tariff ranging from 0% to 20% was brought 
in on December 15, 1~87, within the context of the Economic 
Solidarity Pact, with steel products subject to a duty range of 0% 
to 15%, a move which will further the goal of creating a more 
rational structure for production in this branch of industry. 

(d) Institution of a New Pricing Policy. While liberalizing external 
trade for the steel sector, the Mexican authorities also 
instituted a timetable for the deregulation of domestic steel 
prices, a process scheduled for completion in mid-1988. The 
program, as approved by the Secretariat of Trade and Industrial 
Development on October 1 , 1987, is set up as follows: 

(i) Phase I, January 1988: Elimination of controls on domestic 
prices for seamed pipes, wire product;s, _ forged-quality wire, 
low-carbon wire, and wire rod. 

(ii) Phase II, March 1988: Elimination of controls on domestic 
prices for heavy shapes (structural), merchant rods and 
shapes, ingois, billets, and coated sheet. 

(iii) Phase III, June 1988: Elimination of controls on domestic 
prices for hot-rolled sheet, cold-rolled sheet, tin plate, 
corrugated rods, and plates . 

This scheme is designed to link the parastatal steel industry 
efficiently with both the domestic an? international economies, 
ensuring that it gives preference to manufacture of products that 
allow it to capitalize on the country's structural advantages. 

(e) Reduction in Size of SIDERMEX Group. Besides its full members, 
the SIDERMEX Group also had 87 associate members. With the idea 
of forming a cluster of enterprises engaged exclusively in 

• 
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producing steel and primary commodities, it was decided the Group 
should divest itself of all enterprise not meeting this criterion. 
Recently, in the Economic Solidarity Pact, the Mexican Government 
re~terated its intention of continuing and even accelerating this 
process of divestiture of non-strategic and non-priority 
enterprise. 

(f) SIDERMEX Strategic Plan . At the end of March 1988, the SIDERMEX 
Group will issue its Stra~egic Plan, which will incorporate the 
capital spending program that includes the investments earmarked 
for the first phase of industry restructuring . The Plan will set 
out the actions -through which the rationalization of both 
operations and organization will be continued, a process that 
began with the Financial Rehabilitation Agreement between the 
Group and the Federal Government. Given the results of both the 
long-term strategy and market studies conducted recently by 
international-consultants and SIDERMEX's own analyses and 
evaluations, the Plan does not envisage promoting new projects to 
create additional installed capacity . It will instead concentrate 
on achieving more intensive use of existing facilities, efficient 
balancing of lines of production, higher yields and greater 
productivity, and on ensuring that projects already under 
construction justify themselves technically and economically. 

(g) Capitalization of Group Enterprises. The SIDERMEX Financial 
Rehabilitation Agreement lays the foundations on which .the steel 
producers in the Group can achieve financial self-sufficiency. 
They have been reorganized financially by means of increases in 
~heir capital stock that will enable them to reduce their 
liabilities and financial charges and generate enough cash flow to 
fund their restructuring programs . Consequently, ·the Mexican 
Government's intention for the long term is not to intervene 
financially in the parastatal steel se~tor any further than is 
provided for in the Financial Rehabilitation Agreement, under the 
terms of which the enterprises commit themselves to, among other 
things, restricting annual borrowing to real payment capacity, 
tailoring investment plans to income growth, and rationalizing 
recurrent expenditure generally. Within 90 days of publication of 
the SIDERMEX Strategic Plan , the Government will announce a global 
policy for the steel sector that marks out the fields of activity 
of its parastatal _and private branches and defines the 
Government's specific policies, criteria and intentions · for the 
industry as a whole . 

In addition, the Government is continuing its efforts to 
restructure public finances and place them on a sounder footing, a process 
which involves ensuring that the parastatal enterprises become financially 
self-sufficient, are run by professionally competent managers, and conduct 
their operations in an atmosphere of administrative and financial 
transparency. The divestiture of public enterprises in non-strategic 
sectors is also going ahead, and it is hoped to accelerate the process 
during what remains of the present Administration's term of office; as far 
as SIDERMEX itself is concerned, 50 of its 87 associate member enterprises 
are currently in the process of s a l e , winding up or merger. 
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In general terms, the Government is intent on transforming the 
steel sector into a productive, competitive industry organized on modern 
lines and equipped with up-to-date plant and facilities, the ultimate goal 
being to support the development of the manufacturing industries that are 
dependent on steel. 

By letter of February 7, 1988, and in view of the provisions of 
the Economic Solidarityt'act, the Government clarified the actions under 
para (d) as follows: 

a) the Government remains committed to complete elimination of 
price controls; 

b) during the period leading to complete elimination of price 
. controls, the Government will adjust monthly the domestic 

steel prices in real terms. The March 31, 1988 prices · will 
form the base prices for such adjustments. 

c) All price controls will be etimtnated by December 31, 1988. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
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MEXICO - STEEL SECTOR RESTRUCTURING PROJECT 

Imports Eligible for Financing 

I 

1. Expenditures for the following imported products will be eligible 
for financing under the Part A component of the loan: 

Divi- Sub-
Description of Item sion Group group 

2. 

Sands, natural of all kinds 

Clays & other refractory minerals 

Iron ore & concentrates 

Ferrous waste & scrap 

Bituminous coal, not agglomerated 

Coke & semi-coke of coal 

Fuel oils 

Iron oxides & hydroxides 

Refractory bricks & other refractory materials 

Refractory ceramic goods 

Iron & steel 

Structures & parts of structures of iron or steel 

67 

281 

282 

325 

No withdrawals will be made to finance import of any goods: 

273.3 

278.2 

All 

All 

321.21 

All 

334.4 

522.54 

662.3 

663.7 

All 

691.l 

Supplied under a contract which any official national or 
international financial institution or agency sbJll finance through 
a loan or any financial instrument with maturity longer than one 
year. 

- Intended for a military or paramilitary purpose or for luxury 
consumption. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 
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1. Altos Hornos de Mexico S.A., AHMSA, is the largest steel plant in 
Mexico with a rated crude steel capacity of 3.9 million tonnes per year. 
In 1986 crude steel production exceeded 2.8 million tonnes and finished 
products aproached 2.0 million tonnes, the highest level in the plant's 
history. The plant produces both flat and non-flat products primarily for 
the domestic market. Based on the Steel Sector Strategy Review completed 
in October 1986, the Bank recommended that AHMSA reduce or exit some of the 
non-flat products for which there are other more efficient domestic 
producers ana concentrate on producing higher~quality flat products now 
being demanded by the country's engineering industries. This 
recommendation has been accepted in part by SIDERMEX and AHMSA management 
with an agreement to review the production costs and product offerings in 
light of predicted domestic demand and alternate sources of supply . A 
market study is currently under way and a detailed strategy study planned 
for all of SIDERMEX which will provide a basis for long-term facility and 
product planning. 

B. Objectives of the Project 

2. The restructuring project developed by AHMSA concentrates on 
improving the competitive advantage of its flat products, primarily hot and 
cold rolled sheet, through investments in catch-up maintenance, 
debottlenecking and quality improvement in the facilities related to the 
production of these products. Other facility maintaining investments are 
included to keep the balance of the plant in operating order until other 
strategy studies are complete and the overall.. strategy elaborated. 

3. The new investments are primarily aimed at reduci~g operating 
costs -and· improving product quality by increasing production in the plant's 
most modern steelmaking and continuous casting facilities and balancing 
these with improvements in the hot strip mill and cold rolling mills. 
Secondary investments are included in catch up maintenance of operating 
equipment from the coke ovens to the rolling mills and plant services in 
order to improve availability and reduce unplanned shutdowns a~d the 
subsequent negative impacts on productivity. Other maintaining investments 
that will be made by AHMSA and investments related to introducing the 
production of rail on the heavy structural mill are also considered in the 
project description and analysis. However, the major criterion for all of 
the project components is that they are in product lines that are expected 
to remain viable after the market and strategy studies are completed, and 
that they will result in internationally competitive products with costs 
that are both financially viable to AHMSA and economically viable to the 
country. 
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4. The rehabilitation project is set against the projection of 
apparent consumption of flat products detailed in Annex 3-1. The 
projection of production of flat products for AHMSA is shown in Table 1 
based on the criterion that AHMSA is the marginal producer. These 
projections take into consideration the production program of HYLSA and the 
effect of its restructuring effort thereby reducing the portion of the 
market available to AHMSA. This remaining portion is allocated to AHMSA to 
the extent of its capacity for each· product. These projections do not 
include products that are not now currently produced in the country (e.g., 
some silicon steels, chromized sheet, etc.). The growth assumptions are 
conservative in that they accept the decline in apparent consumption of 
1986 as a starting point and project an increase from this base of 4.4% per 
year thereafter. Plate production beyond 1991 may be affected by decisions 
regarding SICARTSA II which will b~ reviewed in the strat_egy study. 

-Table 1 

Projections of Production Flat Products - AHMSA 
(in thousands of tonnes) 

1986 1987 1988 1989 1990 
Product Categori 

Plate 346 421 460 500 540 
Hot Rolled Sheet 322 385 304 440 469 
Cold Rolled Sheet 483 570 617 666 717 
Tin Plate_ 169 206 216 226 237 

Total 1,320 1,582 1,597 1,832 1,962 

1991 

540 
500 
738 
248 

2,024 

The reduction in hot rolled coil production anticipated in 1988 reflects 
the time the hot strip mill will be out of service for rehabilitation. 
Other mill outages have also been taken into consideration in the 
production planning exercise. 

5. The projection of consumption and national production capability 
for non-flat products is shown in Annex 3~1. The production for AHMSA is 
shown in Table 2 and is in products where there is no otper supplier in the 
country or as in the case of wire rod where AHMSA appears to have a 
competitive advantag_e based on wire drawing facilities of their 
wholly-owned subsidiary Southern Division near Mexico City. The production 
scenario has been developed in order to properly allocate all the primary 
facilities for iron and steelmaking as well as developing the finished 
product figures for the plant. 
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Table 2 

Projections of AHMSA's Production for Non-flat Products 
(in thousands of tonnes) 

1986 1987 1988 1989 1990 1991 

Reinforcing Bar 76 0 0 0 0 0 
Wire Rod 155 103 139 141 145 145 
Profiles & Bar 80 84 84 84 84 84 
Structural & Rail 75 80 95 170 170 170 
Billet 328 0 0 0 0 0-

6. In the development of these projections, AHMSA is assumed to exit 
the reinforcing bar product line, exit the production of billets for sale 
and for rerolling at othe~ divisions which are to be closed down, and exit 
the structural profiles market. Pending further -stu~ies wire rod is 
produced only for transfer to the Division Sur for drawing into wire and 
subsequent domestic sale. Similarly merchant bar production is limited to 
prod11ction of spring material both round and flat for Rasini Rheem, a 
producer of finished automotive spring assemblies for domestic and export 
·mar1tets. AHMSA has -the only production facilities at the present time in 
Mexico for these products. Finally, production of heavy structural 
sections is assumed to rise from approximately 70;000 tonnes in 1986, to 
appro~imately 100,000 tonnes in 1989 and be augmented in that year by an 
additional 70,000 tonnes of rail production. The figures for non-flat 
products are included in order to develop. an overall production plan with 
the agreement that all will be reviewed further after the strategy study is 
comple-te. . It should be clear, however, that no investments are planned· at 

. this stage for facilities whose produc~s might be in question until the 
long-term strategy is developed and agreed. 

D. Description of the Project 

7. As described earlier, the primary facilitie& of the plant, from 
raw materials to crude steel production are a mixture of technologies and 
methods. The facilities of plant #2 are modern and up to date and have 
been reasonably maintained. They · provide a sound technical basis for 
expanded operations. The major technical thrust . is to (i) debottleneck the 
steelmaking and continuous casting facilities in plant #2; 
(ii) rehabilitate and improve the quality and productivity of the hot strip 
mill in plant #1; (iii) debottleneck the cold rolling mills in plant #1 and 
improve the quality of cold rolled products processed in plant #2; 
(iv) provide catch-up maintenance throughout plant operations and in the 
plantwide utilities and services; (v) expand the product line by using the 
heavy structural mill for the production of rail; and (vi) provide for 
enhancement of systems and training. The proposed investments include: 

(a) Improvements in steelmakingn through the addition of double 
blowing in both BOF1 and BOF 2 and ladle metallurgy in BOF2; and 
automatic level control and electromagnetic stirring in the 
continuous slab casting machines. 
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(b) Hot rolling mill renovations through the construction of new slab 
yard facilities and reheating furnaces; the revamping of the hot 
strip mill including extensive mechanical and electrical 
upgrading along with the introduction of extensive computer 
control; and new coiler equipment and coil transport and storage 
systems. 

(c) Cold rolling mill balancing through the addition of new equipment 
at the entry and the exit of No. 3 pickling line; t r e combination 
of two existing cold rolling mills into one unit; and additional 
changes in processing lines to process a heavier weight coil from 
the revamped hot strip mill. 

(d) Maintenance in the production plants aimed at lowering downtime 
and in general to bringing the operating facilities up to a base 
performance level and in maintaining other facilities at AHMSA 
and its subsidiary plants until the final product strategies are 
developed. Rehabilitation of plant-wide utilities and services 
including a new electric substation and rearrangement of e l ectric 
distribution system, rehabilitation of the industrial water 
supply and rehabilitation of existing pollution control equipment 
at BOF1 and BOF2• 

(e) Production of rail which is a standalone project aimed at 
utilizing the modern heavy structural mill which currently has 
significant excess capacity for th~ prod~ction of rail products 
which are not domestically produced. 

(f) Technical assistance for development of technically up-to-date 
management information systems to provide information for 
(i) management decisionmaking and statistical quality control; 
(ii) sales order entry and customer service performance; 
(ii~) production planning and control; and (iv) accounting and 
financial reporting including product cost accounting. Funds are 
also included for , training throughout the plant with particular 
emphasis on worker and supervisor skills improvement. Technical 
assistance in project management to assist in implementing the 
project is also included (900 man-months). 

8. The overall project has been developed and prepared with the 
assistance of an outside engineering and consulting firm. Of the total 
program ICB packages for possible Bank financing have been developed for 
Hot Strip Mill revamping, Cold Rolling Mill and Process line equipment and 
Rail production. Additional Bank funding is also proposed for Maintenance 
and Technical Assistance. Other agreed areas of investment are being 
undertaken directly by AHMSA. 

G. Project Management 

19. Funding is included to assist in the management of the overall 
project. Engineering assistance has already been provided to AHMSA by US 
Steel engineers in the preparation of the project involving development of 
the technical components, scheduling and estimating costs. The cost of 
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this assistance is included for retroactive financing. Based on this work, 
terms of reference have been prepared for a project management consultant 
to assist in implementing the project from procurement to start-up 
including assistance in finalizing basic engineering, preparing technical 
specifications and final bidding documents, bid evaluation and preparation 
of contracts. It is planned to maximize the utilization of AHMSA and local 
engineering staff in this effort. 

20. Implementation schedules have been developed by AHMSA for each of 
the major subprojects with· the overall program expected to take three years 
to complete. Table 3 provides an overall guide by activity assuming a 
start date of July 1987. 

Table 3 

AHMSA - Implementation Schedule 

1988 
Project/Activity 

1 2 3 4 1 

V + 
Steelmaking -- -- --

V + 
Hot Strip Mill -- -- -.- --

V 
Cold Rolled Mills - -- -- -- --
Maintenance and Service 

Rail Production 
..... 
System and Training 

Project Management 

Legend: 

V 
+ 
0 

Invitation to Bids 
Contract 
Operation 

-- --
V + 

-- -- -- --
V + 

-- -- -- -
V + 

Engineering and Procurement 
Manufacture/Construction/Shipping 
Installation/Commissioning 

Country Department II 

1989 

2 3 4 

+ 

Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 

1 

•• 

1990 1991 

2 3 4 1 2 3 4 

0 . . 
0 .. . 
0 .. . 

0 

0 .. . . 
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MEXICO - STEEL SECTOR RESTRUCTURING PROJECT 

Environmental Control 

1. The nature of operations carried out in an integrated steel plant 
leads to the generation of air and water polluting components, most of them 
impacting mainly on the local environment. The AHMSA plant which began 
operations before the detrimental effects of some pollutants was known has 
a mixture of operations and technologies some of which include effective 
controls and others with none whatsoever. The plant rehabilitation program 
takes into consideration the shut down of some of the technically obsolete 
and highly polluting equipment which will greatly reduce existing levels of 
air and water emissions. In addition, the program includes rebuild and 
expansion of air and in particular water pollution controls to bring the 
majority of the operating equipment within existing levels allowed by 
Mexican regulations. The Phase II rehabilitation program will aim to 
remove the last of the obsolete facilities and very high pollution sources 
(e.g . , Siemens Martin open hearths). 

Air Pollution 

2. Table ·1 indicates the particular emissions by department compared 
with the current Mexican regulations and notations regarding this source. 

·Table 1 

AHMSA - Air Pollution bz: Department 
(kg/hr) 

Department Measured Allowed Remarks 

Pelletizing Plant 46 42.3 Pellet transfer operations 
Sinter Plant 111 423 102.1 Transfer of material_s 
Sinter Plant. 112 291 161.9 Transfer of materials 
Coke Plants a/ Coke pushing and screening 
Blast Furnaces a/ Cast floor emissions 
BOF Ul and 2 2_/-:- Secondary emissions 
Open hearths 1,757 256.8 

Total 'J!.../ 2,517 563.1 

.!./ These facilities include modern air pollution control equipment which, 
when operating, eliminate all primary emissions. Maintenance 
investments are included to improve performance. 

E._/ Total is calculated on the basis .of full operation. 

With all facilities operating the total accumulated emissions are 
2,517 kg/hr corresponding to a maximum permitted of only 563.1 kg/hr. As 
part of this project, it is planned to shut down the sinter plant Ul and 
four of the Siemens Martin open hearth furnaces. These changes are 
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expected to drastically reduce the current levels of emission. In addition, 
it is planned to expand the dust collection equipment at the pellet plant 
and rework a portion of the equipment at sinter plant #2. In total, these 
efforts are

1

expected to: 

(a) bring the pellet plant into compliance; 

(b) reduce sinter plant #1 to 237 kg/hr; 

(c) reduce the open hearths to 659 kg/hr; and 

(d) bring the total to 996 kg/hr compared to an allowable emission 
level of 300.6 kg/hr. 

3. Therefore, instead of exceeding the current allowance by 
347%, the·plant will be exceeding the allowance by approximately 
231%. Further improvement can only come after elimination of the open 
hearth furnces and determination of the production levels of the ' other 
facilities which will be addressed after the strategy studies leading to 
phase II are completed. 

Water Pollution 

4. At normal operating levels plants #1 and #2 operate eight 
residual water discharge liner with a total volume of 226 liters per 
second. Table 2 lists the principal parameters for measurement of water 
quality regarding pollution of soil, subsoil, and water in the area. The 
eight discharge lines are associated with the following equipment: 

(a) discharge #1 into-Rio Monclova from the water treatment plant, 
steel plant and blast furnaces in plant #1; 

(b) _ discharge #4 into Arroyo Frontera from the water treatment plant, 
power plant and .oxygen plant in plant #2 and ste~l plant #1; 

(c) discharge #5 into a waste well from the pickle lines, 
electrolytic cleaning, tin plating, and rolling mills in plant 
#1; 

(d) discharge #6 into Arroyo Frontera from the blast furnace, coke 
ovens, and steel plant #2; 

(e) discharge #4 into Arroyo Frontera ftom the water treatment plant, 
blast furnace and mineral stores and steel plant #2; and 

(f) discharge #8 into . Arroyo Frontera from the BOF, continuous 
caster, cold rolling mills and steel plant #2. 

Discharge lines #2 and #3 associated with plant #1 were rerouted through 
the new water treatment plant in plant #2 when the facility was 
constructed. 
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Table 2 

AHMSA - Water Pollution by Discharges 

Volume Temp. Solids Oil 
Discharge II (1/sec) 2H (OC) (Mg/1) (Mg/1) 

Maximum Allowed 4.5-10.0 35.0 1.0 70 
fl 1 25.0 7.9 40.0 0.1 Trace 
114 20.0 7.4 30.0 0.8 Trace 
115 110. 7 2.. 5 38.0 Trace 
116 36.0 9.4 27.5 9.0 2.3 
117 30.9 8.4 23.0 0.5 0.3 
118 3.6 8.4 20.5 0.5 9.0 

5. Discharge ill temperature of 40°C exceeds the water temperature 
maximum of 35°C. Discharge 115 pH of 2.5 is more acidic than the 4.5 
allowed. Discharge 116 exceeds the solids allowed. Studies are under way 
and funds are included in the Phase I project to bring the acid content of 
115 and the solids content of 116 under control. The temperature of water 
from ill will drop with the phasing out of the Siemens Martin open hearth 
furnaces. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
August 1987 
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The CMC Component 

A. The Project 

ANNEX 5-3 
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1. Several structural issues are linked to the future development of 
Mexican iron ore production. First, the supply of pellet feed and pellets 
in Mexico is split geographically between North and South and although an 
overall national balance provides a positive picture in terms of production 
and capacities, in 1987 the northern mills will have to transport by rail, 
over distances of about 1,500 Km from the southern mines, 55% of their 
4.7 tpy total demand of ferrous inputs while the southern mills will 
consume ore produced in the region and save considerably in freight. 
Second, the two northern mines, . in particular Hercules suffer from 
management and technical problems and have in the past suffered from 
insufficient coordination with the steel plants; consequently the 
rehabilitation of Hercules is a top priority because of (i) its large 
reserves; (ii) its installed capacity, unused due to the poor condition of 
its mine equipment (production of pellet feed in 1986 was 0.75 million 
tonnes, or 25% of the capacity of the concentrator); and ·(iii) its northern 
location, and consequently, the potential for savings in freight. Third, 
La Perla is currently the only mine producing high quality ore suitable ·as 
sinter feed for AHMSA. However, its reserves are small, and it is 
therefore necessary to improve the knowledge ·of reserves at La ~erla and to 
identify other reliable sources of sinter feed. Finally, Pen~ Colorada is 
an operation with a large resource base, whose owners include all the 
integrated steel mills in Mexico. The recent decision by HYLSA to develop 
the Cerro Nahuatl mine to replace El Encino, as the latter approaches 
depletion, will leave Pena Colorada with excess capacity once Hercules and 
Las Truchas are rehabilitated/expanded. 

2. In addition to the above, the supply of ferrous inputs to the 
Mexican steel mills faces ieeveral temporary urgencies, which because o_f 
their potential economic impact, have become major issues requiring prompt 
attention: (i) the Hercules mine is considerably behind in its stripping 
and in danger of not being able to feed the concentrator with ore; 
furthermore the yields obtained by the Hercules concentrator in processing 
some of the ores of the mine, have been less than satisfactory, as the 
plant design appears not to suit some of the more frequently occuring ores 
of the deposit; and (ii) the investments for the mine and concentrator are 
lagging behind the SICARTSA II project; SICARTSA II is therefore likely to 
start its operations using imported iron ore and pellets. 

3. About 70% of coking coal requirements of the Mexican steel 
industry (the only two steel plants that require coking coal are AHMSA and 
SICARTSA I) are met by the production of Sidermex coal mines in the state 
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of Coahuila, near the northern steel mills; half of the remaining 30% is 
supplied by the Comision de Fomento Minero (CFM), a source considered to be 
expensive and unreliable, and the other half is imported. Sidermex's 
proven reserves suffice for 35 years of production at current levels; the , 
product is of good quality and mining conditions are relatively easy; 
however, productivity levels do not compare favorably with international 
standards. The coal content of some of the materials now being rejected as 
tailings by the coal washers is considered to be high enough to merit the 
analysis of possible further processing. 

4. Based on the above considerations, the proposed project will 
consist of: 

(a) The execution of an emergency plan to initiate the process of 
bringing up to date the stripping of the Hercules mine; the plan 
includes: 

contracting the removal of a minimum of 4 million tonnes, 
adjustable to 7 million tonnes of overburden; 

co~tracting with the original manufacturers, or their 
representatives, the repair and maintenance of the existing 
mine and major plant equipment in Hercules; 

. 
Insuring an adequate level of inventories for the normal 
oper~tion of the referred unit. 

(b) Debottlenecking of the existing operations. In Hercules, 
providing the mine with the equipment to finalize . the updating of 
the mine stripping a~d then to sustain the required level of 
production, and habilitating the concentrator to process lower 
grade ores. This will include the purchase and/or installation 
of mining equipment such as three 15 m3 shovels, two rotary blast 
hole drills, eight 120 tonne trucks, two front end loaders, two 
dozers, electrical loops; the analysis and modification of the 
concentrator; through the addition of magnetic separators; 
support facilities such as completion of truck maintenance shop, 
new truck warehouse and steam cleaning, expansion of concentrator 
shop and mobile service equipment; urban facilities such as 
additional 30 houses, termination of 78 houses and townsite 
support infrastructure. In the slurry pipeline, new agitating 
tanks. In the coal mines the replacement of the armoured face 
conveyor of three mines. 

(c) Safety in the coal mines - rock dusters, upgrading mine 
ventilation and communication systems, face lighting and power 
centers, conveyor belt slippage switch and emergency stop 
systems, fire protection systems. 

(d) Increased coal production to replace the coal purchased from 
third parties - general upgrading of the mine equipment of three 
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mines; new wash plant in Palau; finalize the opening of the 
Mimosa IV mine and install a new longwall system complete; 
additional railroad track and mobile equipment related to the new 
wash plant and Mimosa IV mine. 

(e) Other investments - include the purchase of hardware for data 
processing at the mines, Monclova and Monterrey. 

(f) Technical Assistance- . a program including four components is 
proposed; an exploration component that will review the entire 
exploration strategy of all of Sidermex enterprises; an 
operational component stressing Hercules and the coal mines 
seeking to bring their production .to designed levels and hence 
improving productivities; a project execution component to assist 
in the preparation of technical specifications, bid requests and 
analysis as well as in the engineering, procurement and 
construction management of the project; and assistance for the 
development of adequate management information systems. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 
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SIDERMEX - Strategic Planning Studies 

1. The SIDERMEX long-term goal is to maintain the installed 
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production capacity, technologically updated and competitively positioned 
in terms of quality, cost and products in order to respond aggressively to 
the needs of the domestic market. In support of this goal it is recognized 
that steps must be taken to assure the development of a professional 
competent work force as well as being able to obtain an adequate return on 
invested capital consistent with the norms set by the financial markets and 
ensuring a continued flow of capital funds at market rate for investment 
and asset renewals in the future. 

2. The objective of the proposed strategic studies is to develop the 
technical, economic and financial plans and programs that would permit 
SIDERMEX to attain the above goals. The first step is to develop the broad 
outline of the long-term strategy and determine the particular studies 
necessary to successfully implement the desired programs and plans. 

3. Evaluation of ·the following major elements are part of the first 
step to develop the long-term strategy: 

(a) the alternatives from a technical, financial and economic 
standpoint for the upgrading and modernization of the AHMSA 
facilities beyond the steps being taken under the Phase .I 
Restructuring Program; 

(b) the balancing of the existing facilities and product lines 
consistent with market needs and with the need to maintain 
technological competitiveness, including the possible technical 
and economic use of the shut-down FUNDIDORA facilities; 

(c) the alternatives arising from the technical, economic and 
financial capabilities of the SICARTSA I and SICARTSA II 
facilities, including the plate mill investment, in the context 
of market needs and a corporate wide product mix and plant 
specialization approach; 

(d) the availability and cost of the ore and energy reserves in the 
country to allow the above development to be carried out in an 
economic and financially feasible manner, and the alternatives to 
further development of the raw material resources in the SIDERMEX 
complex; 

(e) the human resource development needed to carry out the long-term 
programs and to maintain technological competence; 
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(f) the organizational and systems needs that will be best suited to · 
the long-term strategy; 

(g) the - financial programs and further restructuring steps that are 
required to meet the stated objectives of long-term return on 
invested capital; and 

(h) the social and regional economic impact of the proposed facility 
changes needed to meet the long-term strategic objectives. 

4. The first step work program is being carried out in parallel with 
the Market Study that started in early June. It will draw from existing 
plant-level technical studies and use other available data and economic and 
financial studies that have been carried out as part of the SIDERMEX 
Stage 1 Restructuring Program. The SIDERMEX strategic response to the 
market needs will be framed in the light of the underlying competitiveness 
of the existing facilities and produ~t lines and the potential in 
technical, economic and financial terms to restructure and change, modify 
and enhance that competitiveness. It will take into account the 
constraints and limits imposed by the existing facilities, commitments and 
policies and should attempt to develop and strategy including possible 
responses to the constraints and limitations. Finally, it will also take 
into account the known and possible investment plans of private s_ector 
steel producers. 

5. The following was the proposed time schedule of activities for 
the first step program and items (a) through (f) have already been 
completed: 

(a) 
(b) 
(c) 
(d) 
(e) 
(f) 
(g) 
(h) 
(i) 
(j) 
(k) 

Finalization of the Terms of Reference 
Letter of Invitation to Consultants 
Formation of the SIDERMEX Study Team 
Proposals Received from Consultants 
Evaluation of Proposals 
Finalization of Consultant Contract 
Start of Study 
First Progress Report 
Completion of Draft Phase I Report 
Review and Finalization of Strategy Report 
Presentation to SIDERMEX 

- March 30, 1987 
- March 30, 1987 
- April 1, 1987 

April 30, 1987 
- May 28, 1987 
- June· 5, 19.87 
- June 30, 1987 
- August 15, 1987 
- September 9, 1987 
- September 17, 1987 
- October 1, 1987 

6. British Steel Overseas Services Corp. was selected to carry out 
this first step study and has completed the study as scheduled. SIDERMEX 
is presently reviewing the strategy options and will have prepared their 
Long-term Strategic Plan by March 31, 1988. 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 
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1. HYLSA S.A. is the largest private sector producer with two major 
operating steel plants. Both are integrateq facilities based on the 
in-house developed HYL direct reduction process for conversion of iron ore 
tb sponge iron and conventional electric arc furnace for the production of 
liquid steel. The Monterrey Flat Products division has a theoretical crude 
steel capacity of approximately 1.1 million tonnes per annum and the Bar 
and Rod Division located at Puebla has a theoretical crude steel capacity 
of 0.6 million tonnes per annum. The Puebla operation also includes a 
subsidiary rerolling plant at Apodaca. These non-flat producing facilities 
are not included in the present restructuring project which focuses solely 
on the Flat Products division. 

2. The HYLSA Corporation is a wholly owned subsidiary of the private 
sector conglomerate Grupo Industrial Alfa and was for some time the .cash 
engine for the group's expansion. At . the present time ·both HYLSA is 
negotiating financial restructuring with both domestic and foreign banks 
(Alfa recently reached a comprehensive agreement with its creditors). A 
prerequisite for ~ncluding a component for the Flat Products Division is 
the . signing of~ term sheet covering the HYLSA financial restructuring. 

B. Objective of the Project 

2. The restructuring project develop~d by HYLSA and NKK concentrates 
on improving the -competitive advantage of the Flat Products division 
through investments in cost reduction, yield, productivity and quality 
improvement. The resulting products are intended to better satisfy the 
flat products market in Mexico which is demanding higher quality, better 
customer service and a broader range of specifications. In addition the 
project is intended to be executed in a timely. fashion to maintain a 
competitive balance between HYLSA in the private sector and AHMSA in the 
public sector which is also undergoing extensive modernization. 

3. The new investments are primarily aimed at reducing operating 
costs and improving product quality by utilizing the plant's excellent 
steelmaking operation in conjunction with new continuous casting facilities 
and balancing these with improvements in both the hot and cold rolling 
mills. With the exception of the casting machines most of the equipment 
included in this project was purchased in ~he early 1980s for an expansion 
project which would have increased capacity to 1.6 mtpa but due to 
financial difficulties was never completed. The major criteria as in the 
case of the AHMSA investment in similar product lines. is that the resultant 
products will be internationally competitive with costs that are 
financially viable for HYLSA and economically viable for the country. 

C. Production Program 

4. The projection of apparent consumption of flat products is 
detailed in Annex 3-1. The production plan for HYLSA is shown in Table l 
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and is based on high utilization of existing capacity, as has been 
demonstrated over the last ten years, and increases in product i on as 
revamped and new facilities come on line. The remaining apparen t 
consumption is assumed to be filled by AHMSA or imports. 

I 

Table 1 

Projection of Production of Flat Products - HYLSA 
(thousands of tonnes) 

Product Categorr 1986 1987 1988 1989 1990 199 1 

Plate 93 92 99 105 103 125 
Hot Rolled Sheet 204 202 247 258 253 301 
Cold Rolled Sheet 418 408 404 437 422 410 
Tin Plate 5 8 24 24 · 24 24 

Total 720 710 824 824 802 860 
= = = -- -- = 

HYLSA competes directly with AHMSA and imports mainly in the hot r olled and 
cold rolled product groups. It is HYLSA's plan to shif t production i n t he 
coming years to the higher value added cold rolled products. Signi f icant 
{lexibility is also built into the program to allow reaction t o market 
shifts between products and between the categories within t he major groups ~ 

D. Description of the Project 

5. The project was originally defined in three stage s , however, t he 
total quality improvement does not take effect until after the addi t i on of 
continuous casting which is in stage two and high produc tion leve ls o_f cold 
rolled products does not occur until stage three. These st ages we r e 
originally based on HYLSA's ability to self-finance t he tocal project over 
a four year period and not on a technical basis. The pr ojec t is pr esented 
here in a three year time frame without the artificial constraint of 
staging the elements. The investments· are well balanced and are i nt ended 
to (i) establish the production- of high quality slabs from the stee1makl ng 
shop; (ii) rehabilitate and improve the quality and productivi ty of the hot 
strip mill; and (iii) debottleneck the cold rolling mills and i mpr ove the 
quality and productivity of these facilities. The physical investments 
include: 

(a) Improvements in steelmaking through the addition of l ad l e 
metallurgy; a new continuous casting machine; and a s lab cool ing , 
reconditioning and s~ocking yard. 

(b) Hot rolling mill renovation through the additional of new s lab 
storage and handling facilities. and two new reheat furnaces; 
revamping the existing hot strip mill including changes in the 
roughing stands, finishing mill and strip cooling s ystem; and the 
addition of a new coiler, skin pass mill and roll s hop. 

(c) Cold rolling mill expansion through the addition of a neu ? i~~le 
line, improvements to existing mills, new automation an,i r::,Jr.•t r.oi.~ 
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and coil handling improvements throughout the operation; and 
installation of a new tandem mill and a new temper mill. 

In addition, project management consultant services of about 250 man-months 
are included to assist HYLSA in carrying out detailed engineering and 
project supervision. 

E. Project Management 

6. Funding is included to assist in the management of the overall 
project. Engineering assistance has already been provided by Nippon Kokan 
(NKK) in the preparation of the project including development of technical 
components, scheduling and estimated costs. Terms of reference have been 
prepared for a project management consultant to assist in implementing the 
project from preparation of detailed specifications and bid documents to 
start-up of equipment. The implementation program for the overall project 
is shown in Table 2 below. HYLSA has given internal responsibility for the 
project to the technical director of the Flat Products Division. 

Table 2 

HYLSA - Implementation Schedule 

Project/ Activity 

Steelmaking 

Hot Strip Mill 

Cold Rolled Mills 

Project Management 

Legend: 

V Invitation to Bids 
+ Contract 
0 Operation 

1988 

1 2 3 4 

V 
-- -- -- --

V 
-- -- -- --

V 
-- -- -- --

. 

Engineering and Procurement 
Manufacture/Construction/Shipping 
Installation/Commissioning 

Country Department II 

1989 

1 2 3 4 

+ 
-- -- -- --

+ 
-- -- --

+ 
-- -- --

Industry , Trade, Finance Sector Operations Division 
Lat i n Ame ri ca a nd t he Caribbean Regional Office 
January 1988 

1990 

1 2 3 

-- . 

1991 

4 1 2 3 4 

0 .. . . . 
0 

. . . .. . . 
0 

. . .. 
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St.ummy Project Cost - Alt-5A Project Ccap:,nent - Part B. l 

~ billion 
Local Foreign Total 

Equi.IJlleilt & Spares 54.5 212.4 266.9 
Civil \.brks/Erectioo 38.0 11.5 49.5 
Eng/Project l-mlagement 6.0 11.2 17.2 
TA/Tr~ 6.9 12.8 19.7 
Base U>st (excl. Taxes 

& llities) 105.4 247.9 353.3 

Hlysical Con~encies 11.9 17.5 29.4 
Price C'.ontingencles 19.7 17.3 37.0 
Installed Cost (excl. 

Taxes & llities) 137.0 282.7 419.7 

Taxes & llities 61.9 o.o 61.9 

Installed U>st 198.9 282.7 481.6 

Working Capital . 66.9 16.7 83.6 

Project U>st 265.8 299.4 565.2 

Interest lliring U>nstruction 2.7 24.5 27.2 

Total Financing 
Needs 268.5 323.9 592.4 - - -Financing Plan 

Proposed Bank loan o.o 209.9 209.9 
Short-tenn Debt 39.5 o.o 39.5 
Internal Cash Generation 229.0 141.5 370.5 

U>untry Department II 
Industry, Trade, Finance Sector ~tioos Division 
Latin Auerica and the Caribbean Regional Office 
Jarruary 1988 

US$ million 
Local Foreign Total 

44.1 172.0 216.1 
30.8 9.3 40.1 
4.9 9.1 14.0 
5.5 10.4 15.9 

85.3 200.8 286.1 

9.6 14.2 23.8 
16.0 14.0 l).0 

110.9 229.0 339.9 

50.1 o.o 50.1 

161.0 229.0 3CX>.0 

54.2 13.5 67.7 

215.2 242.5 457.7 

2.2 19.8 22.0 

217.4 262.3 479.7 . - - -
0.Q. 170.0 170.0 

32.0 o.o 32.0 
185.4 92.3 277.7 

ANNEX 6-1 

% % 
Foreign Base 
C.OOtent Cost 

79.6 · 75.5 
23.2 14.0 
65.2 4.9 
65.2 5.6 

70.2 100.0 

59.5 8.3 
46.7 10.5 

67.4 118.8 

o.o 17.5 

58.7 136.3 

19.9 23.7 .--
53.0 160.0 

CX>.0 7.7 

54.9 167.7 - =-

100.0 59.4 
o.o 11.2 

33.2 97.1 
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t-EXI.00 - STEEL SEC'.roR RE'SmlJCllJROO PROJECT 

Summy Project Cost - QC Project Coopxlent - Part B.2 

M$ bi.llicn 
local Foreign Total 

~uiJX!Slt & Spares 9.2 100.1 109.3 
Civil Works/Erectioo 31.9 o.o 31.9 
Fng/Project MmagE!lle'lt o.o 2.0 2.0 
TA/Training 0.4 3.0 3.4 
Base Cost (excl. 'laxes 

& futies) 41.5 105.1 146.6 

Physical Cont~encles 7.7 10.0 17.7 
Price Contingencies 8.5 7.3 15.8 
Installed Cost (excl. 

Taxes & lllties) 57.7 122.4 100.1 

Taxes & lllties 36.0 o.o 36.0 

Installed Cost 93.7 122.4 216.1 

Working Capital 1.7 1.6 3.3 

Project Cost 95.4 124.0 219.~ 

Interest ll1ring Construction 0.8 7.4 8.2 

Total Financing 
Needs 96.2 131.4 227.6 - - -Financing Plan 

Proposed Bank lDSn o.o 61.8 61.8 
Short-term Debt o.o o.o o.o 
Internal Cash Generation 96.2 69.6 165.8 

Cotmtry Department II 
Industry, Trade, Finance Sector ~ations Division 
Iatin Al!Erica and the Caribbean Regional Office 
January 1988 

US$ mi.llicn 
local Foreign Total 

7.5 81.0 88.5 
25.8 o.o 25.8 
o.o 1.6 1.6 
0.4 2.4 2.8 

33.7 85.0 118.7 

6.2 8.1 14.3 
6.9 5.9 12.8 

46.8 99.0 145.8 

29.2 o.o 29.2 

76.0 99.0 175.0 

1.4 1.3 . 2.7 

n.4 100.3 177.7 

0.7 6.0 6.7 

78.1 106.3 184.4 - - -
o.o - ~.ct ~-0 
o.o o.o o.o 

78.1 56.3 134.4 

ANNEX 6-2 

% % 
Foreign Base 
Content Cost 

91.6 74.5 
o.o 21.8 

100.0 1.3 
87.5 2.3 

71.7 100.0 

56.5 12.1 
46.1 10.8 

67.9 122.8 

o.o 24.6 

56.6 147.4 

48.1 2.3 

56.4 149.7 

~-0 5.6 

57.6 155.3 - -
100.0 42.1 

o.o o.o 
41.9 112.9 
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t,EXIO) - S'IEEL SECTOR RESTRUCTURING PROJECT 

Summey Project Cost - HYLSA Project c.oupment - Part C 

M$ billion 
Local Foreign Total 

&{ui~t & Spares 44.4 93.3 137.7 
Civil \tbrks/Erection 42.9 0.3 43.2 
Eng/Project Mmagene1t 13.8 8.4 22.2 
TA/Training o.o o.o o.o 
Base C.Ost (excl. 'laxes 

& futies) 101.l 102.0 203.1 

Hl.ysical C.Ontingencies 11.5 16.3 27.8 
Price C.Ontingencies 19.0 12.5 31.5 
Installed C.Ost (excl; 

Taxes & llities) 131.8 130.8 262.6 

Taxes & llities 30.6 o.o 30.6 

Installed C.Ost 162.4 130.8 293.2 

Working Capital 29.8 7.4 37.2 

Project C.Ost 192.2 138.2 3.J0.4 

Interest furing C.Onstruction 1.4 12.1 13.5 

Total Financing 
Needs 193.5 150.3 343.8 

==== = = 
Financing Plan 

Proposed Bank wan o.o 92.6 92.6 . 
Soort-terui Debt 42.0 o.o 42.0 
Internal Cash Generation 153.9 77.7 231.6 

C.Ountry Depart:Ilelt II 
Industry, Trade, Finance Sector Operations Division 
Latin ADErica and the Caribbean Regional Office 
January 1988 

US$ million 
Local Foreign Total 

36.0 75.5 111.5 
34.8 0.3 35.1 
11.2 6.8 18.0 
o.o o.o o.o 

82.0 82.6 164.6 

9.3 13.2 22.5 
15.4 10.1 25.5 

106.7 105.9 212.6 

24.8 o.o 24.8 

131.5 105.9 237.4 

24.l· 6.0 30.1 

155.6 111.9 267.5 

1.1 9.8 10.9 

156.7 121.7 278.4 
= = = 

o:o 75.0 75.0 
32.0 o.o 32.0 

124.7 46.7 171.4 

ANNEX 6--3 

% % 
Foreign Base 
C.Ontent Cost 

67.7 67.8 
0.8 21.3 

37.8 10.9 
o.o o.o 

50.2 100.0 

58.7 13.7 
39.6 15.5 

49.8 129.2 

o.o 15.0 

44.6 144.2 

19.9 18.3 

41.8 162.5 

89.9 6.6 

43.7 169.1 
= ===-= 

100.0 - 45.6 
o.o - i9.4 

27.2 104.1 
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MEXI<X> - STEEL SECI'OR RES1'ROClllRm; PROJECT 

Suomary Total Project Cost - Parts Band C 

~ billion 
local Foreign Total 

EquiplElt & Spares 108.2 405.7 513.9 
Civil vk>rks/Erection 112.9 - 11.9 124.7 
Ehg/Proj ect Mmageoont 19.9 21.6 41.5 
TA/Training 7.3 15.8 23.1 
Base Cost ( exc1. Taxes 

& Ihties) 248.2 455.0 703.2 

Ihysical Contingencies 31.0 43.8 74.8 
Price Contingencies - 47.3 37.1 84.4 
Installed Cost (excl. 

Taxes & futies) 326.5 535.9 862.4 

Taxes & Ihties 128.6 o.o 128.6 

Installed Cost 455.1 535.9 991.0 

Working Capital 98.4 25.7 124.1 

Project Cost 553.5 561.6 1,115.1 

Interest Iuring Construction 4.9 44.0 48.9 

Total Financing Needs 558.5 605.5 1,164.0 

SIIEm-EX.Studies Part B.3 
Teclmical Assistance 3.1 6.2 9.3 

Total Parts B & C 561.6 611.7 1,173.3 - ==-
Financing Plan 

Proposed Bank Loan o.o 370.5 370.5 
Short-tenn Iebt 79.0 o.o 79.0 
Internal Cash Generation - 482.5 241.2 723.8 

Countcy Iepartment II 
Industcy, Trade, Finance Sector OperatiCXlS Division 
Latin Auerica am the Caribbean Regional Office 
Jarruacy 1988 

US$ ml.llion 
local Foreign Total 

87.6 328.5 416. 1 
91.4 9.6 101.0 
16.1 17.5 33.6 
5.9 12.8 18.7 

201.0 368.4 569.4 

25.1 35.5 60.6 
38.3 30.0 68.3 

264.4 433.9 698.3 

104.1 o.o 104.1 - -
368.5 433.9 802.4 

79.7 -20.8 100.5 

448.2 454.7 ~2.9 

4.0 35.6 · 39.6 
--
452.2 4~.3 942.5 

2.5 5.0 7.5 

454.7 495.3 950.0 
=-- ==-=- =-

o.o 300.0 300.0 
64.0 o.o 64.0 

3~.7 195.3 586.0 

ANNEX 6-4 

% % 
Foreign Base 
O:ntent Cost 

79 73 
10 18· 
52 6 
68 3 

65 100 

59 11 
44 12 

62 123 

0 18 -
54 141 

21 18 

so 159 

~ 7 

52 166 

67 .1, 

52 167 
=== = 

100 53 
0 11 

33 103 
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ANNEX 6-5 

MEXICO - STEEL SECTOR RESTRUCTURING PROJECT 

Estimated Disbursement Schedule of Bank Loan 

, 
IBRD FY & US$ million Percent 

Quarter Ending In Quarter Cumulative In Quarter Cumulative 

March 31, 1988 26.3 26.3 
June 30, 1988 31.8 58.1 

Sept. 30, 1988 19.1 77.2 
Dec. 31, - 1988 21.3 98.5 
March 31, 1989 30.1 128.6 
June 30, 1989 38.3 166.9 

Sept. 30, 1989 36.0 202.9 
Dec. '.3-1, 1989 21-.9 224.8 
March 31 , 1990 24.6 249.4 
June 30, 1990 27.9 277.3 

Sept. 30, 1990 21.1 -298.4 
Dec. 31, 1990 21.6 320_.o 
March 31, 1991 21.0 - 341.0 
June 30, 1991 23.1 364.1 

Sept. 30, 1991 11.4 375.5 
Dec. 31, 1991 7.0 382.5 
March 31, 1992 3.7 386·.2 
June 30, 1992 4.3 390.5 

Sept. 30, 1992 2.9 393.4 
Dec. 31, 1992 2.5 395.9 
March 31, 1993 2.0 397.9 
June 30, 1993 2.1 400.0 

Country Department II 
Industry, Trade, Finance Sector Operations Division 
Latin America and the Caribbean Regional Office 
January 1988 

6.6 6.6 
8.0 14.5 

4.8 19.3 
5.3 24.6 
7.5 32.2 
9.6 4i.7 

9.0 50.7 
5.5 56.2 
6.2 62.4 
7.0 69.3 

5.3 74.6 
5.4 80.0 
5.2 85.3 
5.8 91.1 

2.9 93.9 
1.7 95.7 
0.9 96.6 
1.1 97.7 

0.7 98.4 
0.6 99.0 
0.5 99.5 
0.5 100.0 
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THE WORLD BANK/IFC/MIGA 

OFFICE MEMORANDUM 

DATE: November 18, 1991 

To: Mary M. Shirley, CECPS 

FROM: Louis S. ThoJilpson, INUTD 

EXTENSION: 33785 

susrncr: Mexico 

I enjoyed your note on Mexico. Interesting that they have thus far not disturbed 
the railway. In case we encounter the railway, you might be interested in this. 

Attachment 

LSThompson: bg 



THE WORLD BANK/IFC/MIGA 

OFFICE MEMORANDUM 

DATE: November 6, 1991 

TO: Distribution 

FROM: Louis S. Thompson , INUTD , 

EXTENSION: 33785 

suwEcr: Ferronales Traffic. Employment & Labor Productivity 

I plotted up the Ferronales traffic, employment and labor productivity since 1970 
(Source: Series Estadisticas 1990); the results are interesting. General conclusions: 

1. Since 1985, BOTH passenger and freight traffic have fallen, at about the 
same rate. 

2. Freight is the predominant traffic (no surprise). 

3. Their labor force has been essentially independent of traffic levels. 
C. Northcote Parkinson was right! 

4. As of now, they clearly have a lot of surplus labor. It would not be 
unproductive to invest to get rid of this labor (unless you assume that the 
traffic is coming back). In fact, it is highly unproductive to keep this 
labor on the Ferronales payroll. In this case, labor redundancy payments 
WOULD be for a productive purpose. 

5. The U.S. is an interesting contrast. 

Distribution: Messrs./Mme. Alice Galenson (INURD) Zvi Ra'anan (LA2IE); Mal Dick 
(LATIE); Robert Burns (OEDD3) 

Attachments 

LS Thompson: bg 



FERRONALES: T-Km and P-Km Index 
(Index, 1985 = 100) 
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FERRONALES: FREIGHT & PASSENGER TRAFFIC 
(Millions of T-Km and P-Km) 
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Ferronales: Trends In Traffic and Jobs 
(Index, 1985 = 100) 
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Ferronales: Traffic Uni ts per Employee 
(000) 

TU/Employee (000) 
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Traffic And Employment Trends In Mexico 

1985=100 

Year Labor Tonne-Km Pass- Km Traffic Traffic TU/ TKM PKM 
Force Retirees (000, 000) (000, 000) Units Employees Units Employee Index Index 

70 73,268 18,689 22,595 4,529 27,124 92.0 52.9 370 49.9 75.3 

71 73,570 22,581 4,361 26,942 92.3 52.5 366 49.8 72.5 

72 74,210 23,821 4,484 28,305 93.1 55.2 381 52.6 74.5 

73 74,523 26,396 4,057 30,453 93.5 59.3 409 58.3 67.4 

74 75,037 31,3 I 8 4,116 35,434 94.2 69.0 472 69.1 68 .4 

75 76,638 23,163 33,327 4,114 37,441 96 .2 73.0 489 73.6 68.4 

76 77,422 33,549 4,058 37,607 97.2 73.3 486 74.0 67.5 

77 77,760 36,159 5,017 41,176 97.6 80.2 530 79.8 83.4 

78 78,003 36,413 5,327 41,740 97.9 81.3 535 80.4 88 .6 

79 78,714 36,734 5,451 42,185 98 .8 82.2 536 81.1 90.6 

80 78 ,838 28,709 41,330 5,295 46,625 98.9 90.8 591 91.2 88.0 

81 79,998 29,817 43,512 5,320 48,832 100.4 95 . 1 610 96.0 88.4 

82 79,713 28,715 39,490 5,613 45,103 100.0 87 .9 566 87.2 93.3 

83 78,845 29,128 43,718 5,997 49,715 99.0 96.9 631 96.5 99.7 

84 79,669 30,461 44,592 5,951 50,543 100.0 98.5 634 98.4 98.9 

85 79,676 31,071 45 ,307 6,015 5 l ,322 100.0 100.0 644 100.0 100.0 

86 81,132 34,345 40,605 5,870 46,475 101.8 90.6 573 89.6 97.6 

87 81,670 35,581 40,475 5,828 46,303 102.5 90.2 567 89.3 96.9 

88 81,248 37,142 41,177 5,619 46,796 102.0 91.2 576 90.9 93 .4 

89 82,928 39,807 38,570 5,383 43,953 104.1 85.6 530 85 . 1 89.5 

90 83,290 41,921 36,417 5,336 41,753 104.5 81.4 501 80.4 88.7 



US Railways: Tonne-Km/Employee 
(000) 

TU /Employee (000) 
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Trends in US Rail Traffic & Employment 
(1985 = 100) 

Index: 1985•100 
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US RAILWAY DATA 
Revenue Avg 

Tonne-Km Employees Agg. Loco Freight Frt. car 

(mill) Locos Horsepowe Cars Capacity 
YEAR (Tonnes) 

I 

70 1,119,386 566,282 27,077 1,784,181 61.4 
71 1,082,699 544,333 27,189 1,762,135 62.1 
72 1,136,857 526,061 27,358 l,716,937 63.2 
73 1,246,720 520,153 27,790 1,710,659 64.0 
74 1,245,479 525,177 28,084 1,720,573 65.0 
75 1,103,934 487,789 28,210 1,723,605 66.2 
76 1,162,196 482,882 27,612 1,699,027 67.0 
77 1,209,373 482,731 27,667 1,666,533 68.5 
78 1,255,935 471,519 27,400 59.452 1,652,774 69.8 
79 1,337,259 482,789 28,097 61.065 1,700,310 70.5 
80 1,344,507 458,994 28,396 64.420 1,710,827 72. l 
81 1,332,137 436,397 27,808 63 .768 1,672,565 73.1 
82 1,167,612 378,906 27,073 62.715 1,587,537 74.0 
83 1,212,275 322,030 25,838 60.564 1,542,278 74.8 
84 1,348,782 323,030 24,506 58.236 1,486,282 75.7 
85 1,283,567 301,879 22,932 55.662 1,421,686 76.5 
86 1,270,011 275 ,817 21,161 52.618 1,339,453 77 .9 
87 1,381,282 248,526 20,028 50.073 1,288,129 78.6 
88 1,458,026 235,880 19,645 49.945 1,200,000 78 .4 
89 1,483,872 228,000 19,015 49.500 1,212,364 79.7 
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Chapter I 

INTRODUCTION 

1 .0 1 Since the thirties, state owned enterprises (SOEs) have played a 
very important role in the economic evolution of Mexico. The growth and r o le 
of these enterprises can be attributed to a number of fa c tors . Some of thes e. 
of a political nature, arP associated with the state of development of the 
c ountry, its geographical location, and the strong protagonist role of the 
state so characteristic of the Mexican political system. Others, mo re 
st r i ~tly ec onomic, emerge from the deficiencies _of market-led development 
typical of l ow income economies, as well as from the prolonged use of imp or t 
substitution as an industrialization strategy . 

1 . 0 2 Modern Mexico's first state enterprises were established in the 
twenties . It was only until the end of the thirties , however, with the 
nationalization of oil and the agrarian reform program, that these enti t ie s 
were a ss i gned a definitive role in establishing the mixe d ec onomy a s the 
i n s titu t i onal framework within which the economic devel opment o f the coun t r y 
wa s t o be promoted . 

1.03 Aft e r this date and prior to 1982, the SOE se c tor entered a s tage 
of continual expansion. Both the number of enterprises and volume o f 
re s ources under their management inc reased considerabl y mo re rapidly than th e 
gr owth rate of the economy as a whole . 

1. 0 4 Thus, at the beginning of the eighties - also the end of the L6pez 
Portill o p r esidency - state owned enterprises produced 13 % of GDP, and manage d 
8 % of the country ' s active workfor ce. If these enterprises ha d always be en 
important acto r s in the national economy, it is evident fr om the figures above 
t hat by 1982 their influence in determining the overall performance of the 
economy was crucial. 

1.05 At this point however, with the initiation of Miguel de la Madri d 's 
presidency, the growth of this sector began to wane . For diverse reas ons , 
particularly the foreign debt c risis initiated in 1982 , polic y makers be c ame 
conscious not only of the importance which these enterprises had taken on in 
the economy, but also of the need to adjust the form of state partic ipation in 
the ec onomy . 

1.06 As such, the government began to revise those policies related t o 
this sector. A process of divestiture of a number of public enterprises was 
begun, and the objectives and means of specific policies associated with the 
administration pf this sector were reconside~ed. 

1.07 As a result of these reforms, an important number of enterprises 
were divested between 1983 and 1988 . Many of these - particu1arly the 
relatively small ones - were sold to the private sector. Many others were 
liquidated or were amalgamated with other organizations . The administration 
o f these enterprises also began to change, with the double aim of reducing 
both their burden on the state treasury as well as corruptive practices . 



1.08 The process of reform in the state owned sector has not ended. On 
the contrary, the intention is to deepen reforms; on the one hand, by 
continuing the divestiture of various public enterprises, and on the other, by 
striving for greater operative efficiency in those enterprises remaining with 
the state. 

1.09 The reference point of this document is precisely the process of 
change described 4bove. The main objective of this study, therefore, is to 
review the country's experience with state enterprises, and to evaluate their 
performance from the point of view of economic efficiency and their impact on 
public finances. To this end we also review the reforms which have been 
implemented in this area over the last few years. 

1.10 The definition of state owned enterprise underlying this document is 
that it refers to an organization; (i) whose primary function is the 
production and sale of goods and/or services and who earns the bulk of its 
revenue from that sale, (ii) in which the government or other government 
agency have an ownership stake that is sufficient to ensure them con tro l over 
that enterprise, but where the entity has a legal personality separa te from 
the government. ( see Tanzi 1984, and Shirley 1989). 

1.11 The operational definition used , however , reduces the potentia l 
universe derived from the above definition . Firstly we only conside r majority 
owned, SOEs that is, where the government or other public agency hold over 
fifty percent and over of the entities sha r es. Thus we thus exclude minority 
owned parastatals. Secondly , we exclude financial (banks and trusts), 
educational, and health public enterprises. Thirdly we excluded organizations 
involved in production or sales but which are government departments like 
water, and refuse collect ion. 

1.12 The time period of the study is 1970 to 1988. The overall period is 
divided into three subperiods: 1971 - 1978, 1979 - 1982, 1983 to 1988. 

1 . 13 The first two periods are considered in this study as the pre SOE 
reform period , while the latter is taken as the state owned reform (SOER) 
period . 

1 . 14 The periodization attempts to capture the different periodizations 
used in the literature in analyzing the Mexican economy and that are relevant 
for understanding the evolution of the SOE sector. Firstly the presidential 
period of six years, Echeverria (1971 - 1976) Lopez Portillio (1977 - 1982) 
and De La Madrid (1983 to i988). Secondly the periodization reflects the 
different external shocks. The first two periods consist of positive external 
shocks to the economy, improving terms of trade, and falling real interest 
rates on foreign debt combined with international liquidity. During the SOER 
period on the other hand is characterized ~y deteriorating terms of trade, 
rising real in.terest rates and a drying up of fresh voluntary loans . Finally 
the periodization considers approximately the Mexican business cycle whose 
troughs were in the years 1971, 1977, 1982 . Each set of characterizations 
have important implications for the evolution of the SOE sector. 

2 



. 
1 . 15 We note, however, that a comprehensive and consistent data base for 
the SOE se c tor does not exist. Data on Mexican SOEs is fraught with 
definitional changes as well as outright non existence of ke y variables for 
some years. 
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Chapter II 

SIZE, IMPORTANCE AND EVOLUTION OF THE 
STATE OWNED ENTERPRISE SECTOR 

II.1 The Origins of the SOE Sector 

2.01 The main question we attempt to briefly answer, in this section, is 
why did the Mexican state chose to acquire direct ownership in productive 
enterprises rather than in using other policy instruments? 

2.02 The origins of the SOE sector can be directly related to the 
political and economic currents that dominated Mexico since the Mexican 
Revolution. The later resulted in a protagonist state that was not only 
active in the social sphere but also responsible for the economic development 
of the country. Three assumptions underlyed the economic vision: (i) the 
main cause of poverty was the free reign given to fore igners and the 
complicity of the land owning classes , (ii) certa in basic rights were not 
expendabl e to the the market, (iii) economic deve lopment could only be 
achieved by direct and active participation of the state including the 
ownership of resources. 

2.03 To this end the Mexican Constitution contains many articles that 
explicitly stipulate the limits on private property, foreign investment, and 
private sector activity . 

2.04 Two major phases of predominate interventionism can be delimited. 
The first was during the Cardenas presidency ( 1934 - 1940). During his 
administration; (i) the agricultural reform was consolidated, (ii) the state 
organized a corporative system of popular support, (iii) the oil industry was 
nat ionalized , (iv) SOEs were created in the energy, communication and 
transport sectors . During his regime were created the group of SOEs which 
latter constitutes the nucleus of the SOE sector a majority of which are 
explicitly specified in the consitution. (v) Further, during this period 
the government systematically began to use economic intervention to acquire 
political support. 

2.05 The second major jump in interventism is during the seventies. This 
was the so called populist decade when the government decided to rapidly 
expand the public sector . Although the increase in the number of SOEs was 
partly due to economic reasons, the main driving force was a desire to breath 
new life into the corporative political model, and recuperate the central role 
of the government in the economy. The discovery, exploitation, and export of 
oil during the late seventies accentuated the interventism by the state not 
only via PEMEX , the oil SOE, but also by increase in other SOEs . 

2.06 It is clear that the political context favored the growth of SOEs. 
Nonetheless economic factors also played a role. Amongst these one could 
include "market failures" which are particularly acute in underdeveloped 
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countries like Mexico. In particular the following can be mentioned. (i) A 
deficient "supply" of national businessmen capable of mobilizing huge amounts 
of financial resources required for large - scale projects. (ii) Capital 
market imperfections leading to the virtual absence of long term capital, and 
a restricted ability to satisfy large scale demand. (iii) Although distinct 
from the above, as they are more a problem of economic policy, one could 
also mention the import - substitution policy and price controls. The former f 
"forced" the state to use SOEs to fill the void left by the exclusion of 
direct foreign investment, while the latter pushed many private enterprises 
into financial difficulty and many were absor~ed into the SOE sector. 

2.07 Thus the origin and development of the SOE sector is the result of 
both economic and political factors, which led however , to a politicized 
management of economic interventionism, in which economic - financial 
efficiency of SOEs was given secondary importance. 

2 . 08 It was the perceived generalized failure of the system in the 
eighties which led to a fundamental review and change of the state's role 
generally and the SOE sector in particular . 

II .2 The Changing Pattern of the SOE Sector 

2.09 In this section we detail the changing pattern of the SOE sector 
mainly in terms of the number and types of SOEs. 

II.2.1. The Total Number of SOEs. 

2.10 There has been a growth in the number of SOEs (see Graph II.2.1 ) up 
to the mid eighties when there starts a process of decline . For example, 
during the thirties there were 12 SOEs. The number had risen to 259 by the 
sixties , by 1970 there were 491 , by t982 the number of SOEs had mushroomed to 
~- Thereafter, the number of SOEs has fallen to 691 by November 1988, 
reflecting the Mexican government's policy of divestiture of the -SOE sector 
adopted since 1983. In fact, of the 691 SOEs 258 were in the process of 
being divested. (see Chapter IV) 

11.2.2 The Changing Composition of the SOE Sector 

2.11 The number of industrial SOEs created by sexenio . - the six year 
presidential rule in Mexico is shown in Graph 11 .2. 2 . As can be seen the 
majority of SOEs were created during two presidencies : those of L . Echeverria 
covering the years 1971 to 1976 and of L. Portillo during 1977 to 1982. 

2.12 
a one to 
has been 

Obviously, the increase in numbers of SOE by sexenio does not imply 
one increase in the importance of S.OE in the economy. Indeed there 

important differences in the purpose of intervention over time. 

2.13 During the twenties the creation of SOEs reflects the government's 
objective of promoting the financial system, which had been de~asted during 
the civil war days by ; (i) the creation of the central bank ) , (ii) credit 
institutions for agriculture ( creation of two secondary banks - Cr~d~to 
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Agricola . and Cr~dito Ejidal). These acts were accompanied by the 
promulgation of a completly new set of economic laws. 

2.14 As we noted in section II.l during the thirties the interventionist 
style of the Mexican government acquired a definite form. The government 
continued the formation of financial soes - the most important being NAFINSA . 
However it is during this period that a number of the most impor t ant SOE s 
today were created. The li s t included the nationalization of oil extrac tion 
and ref i ning, by the c reat i on of PEMEX by far the most important SOE today . 
Furthe r the railways were also nationalized. PIPSA was also created during 
this period to manage the state monopoly in news print. The "core" SOE 
sector discussed further in this section contains many SOEs that were created 
during this period. 

2 . 15 During the next two decades there is a process of consolidation of 
agricultural and industrial promotion via SOEs (i) that produce basic 
intermediate goods (FERTIMEX) as well as the extension to (ii) companies 
producing capital goods, and (iii) the beginnings of the incorporation of 
private sector companies in difficulties into the SOE sector . 

2 . 16 In the sixties the majority of sugar companies were inco rporated , 
the electricity industry was nationalized, resulting in the creation of CFE a 
state monopoly in the generation and distribution of electricity, and the 
distribution of basics was controlled by the creation of CONASUPO. 

2 . 17 During the seventies the growth of the number of SOEs was dramatic, 
particularly be t ween 19 73 and 1982. The expansion reflects (i) the unplanned 
incorporation of private companies in financial problems. The reasons 
advanced were firstly to avoid an increase in unemployment and secondly the 
shortage of some import substitution goods. (ii) the creation of new SOEs -
particularly by SOEs themselves reflecting the feeling upon the discovery 
and exploitation of massive hydrocarbon deposits that Mexico did not face 
resource constraints. A particularly dramatic nationalization in 1982 was of 
commercial banks , when resource constraints became binding. 

2 . 18 However, the date of creation of the SOE maybe misleading in terms 
of the importance of the company in a given economic activity. The following 
SOE is indicative of the difference between the date of creation and its 
consolidation . 

2.19 The Comisi6n Federal de Electricidad was created by presidential 
decree in August 1937, to generate, transmit and distribute electricity . 
However the electricity industry continued to be dominated by foreign and 
national private companies . In 1960 the government bought out the two 
important foreign companies - The Mexican Light and Power Company and the 
American Foreign Power Company and put them under the CFE. This reflected a 
constitutional change (article 24) to Mexicanize the industry . In 1974 the 
constitution was again modified to make t he elec tricity industry an exclusive 
area - st r ategic - for the state . Thi s meant the remaining companies Cia . de 
Luz y Fuerza and its subsidiaries were bought (98% of the shares) from its 
private Mexican owners. 
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II.2.2 The Core SOE Sector 

2 . 20 In what follows we discuss the non financial SOE co r e by economi c 
ac tivities: manufacturing, mining, transport , communications, ener gy and 
commerce . (see Table II.2.1) 

2 . 21 In Table 11.2 . 2 we show the c reation of" industrial SO Es by dec ad e. 
As can be seen, the largest number were created in the seventie s . 

2 . 22 Within manufacturing, production was and i s mainly concent r a ted in 
the production of petroleum and non petroleum intermediate goods, f ollowe d by 
non durable consumption goods, durable consumption goods and capital goods 
(see section 11 . 3). 

2.23 Further, only about eight manufacturing b ranches explain ove r 
eighty percent of all manufacturing SOE produc t ion . Tha t is , t he " co re " 
SOE industrial sector is composed of : su ga r a tb er fogds (ma inly s~a£oad1, I 
pet roleum (extraction and refin i ng ) , basic petroc hemi cal s, f ert ili zers, basir 
metals (iron and steel), automobile industry and t r ansport ( sea and 
railways) equipment and materials. 

2 . 24 These eight sec t o rs can be subdivided in to two. The fi rst gr ouµ. 
inc luded firms that were pioneers in the production of goods in thei r 
activity as part of the import substitution policy. In general they were 
c reated directly by the state (except f o r transport ), bef o re the sevent iPs. 

2. 25 The second group , on the other hand , are companies taken over f r om 
private companies in ifficulty - sugar , and sea food - mainly t he post 
six 1es perio . 

2 . 26 Thus the SOE manufacturing se c tor c an be c on s idered to be composed 
of a "core" SOE sector and an irrelevant SOE industrial se c t or. Fu r t her t he 
existence of the latter and radical changes in the relative impor tan c e 0f 
different activities suggest that the evolution of the SOE se c tor i s not a 
product of a well defined strategy, but an extension into different 
ac tivities - during the seventies and beginnings of the eighties - t o s ave 
private firms. 

2. 27 
c ruc ial 
energy 

II.3 

In addition to SOEs within the manufacturing se c t or , SOEs p lay a 
role in transport , communications ( TELMEX , a state monopo l y ), and 
(state monopolies in electric i ty, en , and oil . PEMEX ) . 

The Economic Importance of the SOE Sector 

2.28 In this section we summarize the economic impo rtance of the SOE 
se c t or for the Mexican economy . Importanc e is primarily approximat ed by ( i ) 
the participation of SOE activity in diverse economic variables at 
macroeconomic level , (ii) as well as at a disaggregated level . The latter, in 
an attempt to capture the SOEs importance, is also due to the ' concentration 
in key areas of economic activity - " the commanding hights". Amongs t the 
variables considered are value added, employment , wages, investment . and 
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Table: 11.2 . 1 

M,l.NLJ FACT UR!NG 

F i sh-i ng 

Sugc1r 

Fert i l i ze~s 

I ron ,,nd Steel 

Aut c-rnc b i l es 

SOE core 1 

Class Concept 

19 X Class 

X SOE 

16 % Class 

X SOE 

36 X Class 

¾ SOE 

46 % Class 

% SOE 

56 ¾ Class 

% SOE 

58 % Cl ass 

% SOE 

1·11 NI NG 5,7 , 8,9, 10 % Cl ass 

% SOE 

, ,ANSPORT ANO COMMUNICAT IONS 

T,i1 nscor t 

Co111rnun i cat ions 

64 ¾ Cl ass 

% SOE 

65 % Class 

% SOE 

6 , 33,34 % Class 

% SOE 

61 % Class 

% SOE 

62,63 ¾ Cl ass 
¾ SOE 

importance in activity and wi thin SOE secto r 

1980 

2.8 

0 . 2 

35 . 3 

1.5 

100.0 

0 . 5 

34.8 

3 . 5 

15 . 1 

1. 2 

57 . 8 

1.2 

13 . 4 

1.3 

9 . 2 

4.9 

100 . 0 

6 . 7 

97 .9 
21 . 6 

100 . 0 

9 . 3 

15 .4 
40 . 7 

1981 

35 . 1 

1.4 

100 . 0 

0.6 

40 . 0 

3.9 

13 . 3 

1. 1 

54. 5 

1 . 2 

22 . 2 
1.4 

9.6 

5. 2 

100 . 0 

6 . 6 

97 . 6 

17. 1 

100.0 

8.7 

16 . 8 
43.9 

1982 

1.6 

0.1 

59 . 7 

1.0 

100 . 0 

0. 5 

42 . 9 

2.7 

9 .3 

0 . 5 

66 . 4 

1 . 0 

18 . 5 
0.9 

9 . 0 

3 . 4 

100.0 

5.0 

98 . 3 

17 .3 

100 . 0 

6.3 

25 . 4 
52 . 6 

1983 

4 . 4 
0 . 1 

39 , 8 

0 .8 

100 . 0 

0.3 

45 . 4 

2.2 

C 1.3) 
(0 . 0) 

55.2 

0.6 

18 . 4 
1.0 

13.8 

4.2 

100.0 

4 . 5 

99 . 0 

33 . 8 

100.0 

5 . 0 

24.6 
37.7 

1984 

2 . 1 
0 . 1 

32 . 1 
0 . 7 

100 . 0 

0 . 2 

42.4 

2.9 

10 . 9 

0 .5 

62. 6 
0.7 

23 . 5 
,. 1 

13 . 1 

4 . 5 

100 . 0 

4.6 

98 . 6 

27. 5 

100 . 0 
5 . 4 

25 . 0 
40.4 

1985 

1 . 7 

0. 1 

28 .2 
0 . 7 

100 . 0 

0 . 2 

41.6 

2 . 8 

13 .9 
0 .8 

53 .6 
0 . 7 

23 . 7 
1 . 1 

12 . 8 

4.9 

100 . 0 

4.4 

98 . 0 

25 .6 

100 . 0 
6.1 

21. 7 

39 . 0 

:,etc: ci~ss , SOE part i cipation in class activ i ty; % SOE , partic i pation in value added of SOE sector. 

so~rrc: :_cntas Nac iona l es . INEGI 

1986 

2 . 5 
0 . 1 

36 . 4 

1.0 

100 . 0 

0. 3 

40.5 

3. 0 

6 . 9 
0 . 4 

1..9 . 4 

0.5 

25 .9 
1 . 7 

12.3 

5.5 

100 . 0 

6 . 2 

97. 2 

20 . 1 

100.0 

8 . 9 

18. 1 

34 .5 

1987 

5.6 
0 .2 

32 . 6 

0.8 

100.0 

0. 3 

35 .7 

2.7 

3 .9 

0. 3 

5S.5 

0. 5 

23 . 1 

1 .6 

12 . 7 

5 . 1 

100.D 
5 . 9 

98 .G 
27.2 

1CO.J 
7.C 

18 . 1 

31 .6 

1988 

2. 5 
Cl . , 

0.5 

100 . 0 
0 . 7 

3. 

_ .. s 



Act i vity 

Total 

Food, Ori nlc., Tabacco 

Tex ti les, Leather 

\.lood and wood products 

Paper ard paper products 

Chem ical, Petrol, 
derivat ives, Plastics 

Non metal ic mining products 
exc luding Petrol and Coal 
der ivati ves 

Basi c metal industries 

Mach i ne end equipment 
Other manufactur ing 

1/ Incl uding before 30 1 s 

Sour ce: Apperd ix 1. 

Table 11 . 2.2 ~ Creat i on of i Q [ i 
Q:t Manufacturing~ 

30 1 s11 40's 50's 60's 

5 12 10 29 

2 7 

3 

4 

2 2 

2 4 

2 

2 4 

3 4 5 

70's 80's 

74 22 

41 8 

4 

2 

2 

5 

5 

2 2 

13 10 



foreign trade. (iii) We also consider the participation of the SOEs in the 
500 largest Mexican firms as well as comparing the average size of SOEs with 
their private counterparts. (iv) Finally we consider the number of new 
products introduced into the Mexican economy by SOEs. 

2.29 The data used in this section comes essentially from the national 
accounts. In principle this source has the advantage that comparison can be 
made between different variables and the same variable over time. However, 
there is no consistent s e ries f or the seventies and eighties . For the period 
1970 to 1983 the national accounts are based on the 1970 input - output 
matrix, for the period 1980 to 1988 they are based on the 1980 matrix . 
Further no account is made of the change in the sample of SOEs considered, 
hence the data reflects both movements of the SOE sector per seas well as 
changes in the entrance and exit of individual SOEs. 

11.3.1 Value Added 

2.30 Public sector participation in the economy (see Table 11 . 3.1 ) has 
risen from 15 % in 1975 t o a peak of 25i. in 1983 , and sinc e then fallen . A 
simi lar pat t ern is observed for the SOE sector . The SOE sec tor rea ched a 
peak of 16 . i. in 1983 , and since then has fallen to 13 %. However , by late 
eighties , 198 3 to 1988, the average participation rate was still twice the 
value prevalent in the mid seventies . If PEMEX is excluded the average 
participation rate was 6 7. during the latter period, and an average of about 
47. during the two previous subperiods 1975/8, and 1976/82. 

2 . 31 Within the public sector value added of the SOE sector represented 
43 7. , 51%, and 557. average participation rates for the subperiods 1975/8, 
1979/82, and 1983/8 respectively . Excluding PEMEX however , the average 
participation rates were 28%, 24% and 22% for the same subperiods . 

2.32 Within the different economic activities ( see Table 11.3 . 2 ) there 
has been increase in (i) mining (excluding petroleum extraction and 
refining ); (ii) commerce , which reached a quarter of total commerce 
production for the period 1983/88 . In manufacturing (excluding 
petrochemicals) the SOE participation has hovered arround 5%, while in 
transport the participation 
rate has fluctuated arround 22%. Electricity, on the other hand, is a 
constitutional monopoly. 

2.33 Within manufacturing gross product, by types of goods, SOEs have 
dominated in petrochemicals (see Table II.3.3). They represent only 107. of 
non petroleum intermediate goods. In capital goods production, on the other 
hand, SOE participation rose from 5% in 1975 to a peak of 12% in 1983, since 
then it has fallen to 8% . Durable consumption has fallen throughout the 
period while non durable consumption goods has stagnated at around 4%. 
However, about six economic c lasses (at the two digit level of disaggregation) 
explain over 80% of SOE gr oss pruduct. SOE partic ipation in the total 
production of these branches has, however, fallen from 40% in 1980 to 37% by 
1987. 
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Tabl e 11. 3 . 1 SOE : Gross Domes tic P1·oduc t 

average 

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 75-78 79-82 83-88 

Percent participation in nominal gross domestic product 

Public Sector 14.6 15.2 16.4 16.2 16 .9 18.3 19.0 22 .3 24.5 23.8 22.0 20.6 21.8 n.a 15.6 19.1 18.8 

SOE 6.2 6.1 7.4 7. 3 7.9 9.6 9.4 12 .6 16.1 15. 1 13 . 2 14.0 15 .6 12.8 6 . 7 9.9 14.5 

SOE* 3.9 4 . 3 4.7 4.5 4 .3 4.3 4.5 4.8 6.0 5.5 5.4 6 .4 6.4 6.2 4.3 4.5 6.0 

?ercentage distribution of Public Sector gross domestic product 

Pub Ii c Sector 100 .0 100 . 0 100.0 100. 0 100.0 100.0 100.0 100.0 100 . 0 100.0 100 . 0 100 . 0 100 .0 n.a 100.0 100.0 100.0 

SOE 42 . 2 40.2 44.8 45. 1 46 .9 52 . 7 49.6 56.2 65 .6 63.3 59.8 68.0 71.5 n.a 43. 1 51.4 54.7 

SOE* 26 .8 28.4 28.4 27 .6 25.7 23.7 23 . 7 21.3 24 .6 23.0 24 .6 31.0 29.6 n.a 27.8 23.6 22. 1 

* excluding PEHEX 

Sources :Sistema de Cuentas ~acionales.lNEGI; Participaci6n del Sector P~bli co en el PIB de H)xico.lNEGI 



Large 

division 

(a) Percent of Sector's Gdp 

Agricultural 
Min ing (1) 
Manufacture ( 1) 

Electricity 
Comerce 
T r;;nspo rt 

Petrol lndust ry 

(bl Composition of SOE's Gdp 

Agr icultu ral 
Min ing (1) 

Mci nufacture ( 1) 

Electricity 
Come rce 
Trans port 
?etrol Industry 

Table 11.3.2. SOE: Gross domestic product by economic sector . 

Change 

average average end of per iod 

75-78 79-82 83-87 76-78 79-82 83-87 75 - 78 79-82 83 -87 

(0 . 01) (0. 15 l 0 . 13 (0 . 07) 0.04 0. 00 (0 . 22) 0.27 ( 0. 11) 
10 . 12 11.38 16.00 0.34 0.38 0.97 1.02 3.53 3.62 
4. 53 5.81 5. 02 0.37 0. 24 (0.43) 1.11 0.60 ( 1 .63 ) 

100 .00 100.00 100 . 00 0.00 0.00 0.00 0.00 0.00 0. 00 
1. 73 11.00 21 . 56 0.17 5. 92 ( 1. 41) 0.50 23. 75 (6.2 5) 

21. 13 18.43 23 .32 (0 .60) (0. 15) 0.88 C 1.81) 1.61 (0. 77) 
98 . 19 98 . 49 98. 15 0. 14 (0.03) (0.07) 0. 42 (0 .1.0) C 1 .01.) 

(0 . 02) (0. 14) 0 . 07 ( 0. 11) 0. 06 0 . 00 (0 .34) 0.30 (0.05) 
2. 03 1. 41 1.49 (0 . 06) (0.23) 0. 18 (0 . 18) (0.69) 0.87 

15 . 12 12 . 35 7.98 0 .39 (1 . 70) (0.34) 1 .16 (6 .33) 0 .79 
15 . 39 9.63 7.34 (0 .05) ( 1. 93) 0.24 (0. 14) (6.23 ) 2.1.2 
6 .33 26 . 89 41.50 0. 25 12.49 (3.62) 0. 74 50.70 (3. 02) 

19.32 11 .80 11.33 (0 . 81) (2.24) 0. 79 (2 .44) CS.79) 3 .t.6 
41 .83 38 .06 30 . 29 0.40 (6.44) 2. 74 1.20 (31. 97) ( I. .48) 

- . -- -- -- ----- --- -- -- ·--------- --- -· ---- ·- --- ----- ------------ --- ----- --- -- ------ -------- ---- ----- -- ----- - - - ---- - - - -

( 1) Exclud ing Petrol Industry, def ined as extraction, ref ining and basic petrochemicals. 
Source: Sistema de Cuentas Nacionales, 1975-1980; 1981-1987 .! NEG! 



Table 11.3.3. SOEs Manufacturing gross ouput 

·.:,) Pcrcentoge pa rt i c i pat i on by type of good 1975 1977 1980 1981 1982 1983 1984 1985 1986 ;9e, 

·· --- -- -- --- ----- ------- ---- -----·--------- -----·------ ------------- ------------- -· ---- ---- --- -- -- -- ------------- -------- ------·· ·· 

·. 2n durab le consumption goods 3 . 1 4 .3 4.4 4 . 4 5.4 5.2 4 . 7 4.7 5 . 2 

'.' .. , :, :, l e consumpti on goods 10.0 9.3 11 . 1 11.3 8 . 7 4.5 5 .9 8 .7 5 .-

: : .t•: rmcd~ ate non petro leum goods 11. 0 11. 1 8 . 7 12 . 0 12 . 4 11. 9 12 .6 11.4 " . , . -

: ·1 ;::, ; ~.:d gooas 5 . 4 5. 9 9. 4 9.6 11. 7 11. 0 10 . 4 9.8 , ~ 

I . , 

= (· : ~-:, t Indust ry n.a. n. a. 93 . 1 93 . 0 94.7 89.7 87.6 88 . 3 89 . 8 

::c :,1 .·,nd oc t -.1 r i ng 
~-;~ E . n. a. n . a . 39 . 9 42.9 49.1 43.7 38.5 39.8 3e.9 

. ~; rercen t ~ge composition by type of good 1970 1975 1978 1980 1983 1986 1987 

\ ~" :!ur.:1 bl e consumpt ion goods 9.7 10.5 18.1 20 . 1 25.4 25.7 23. 1 

••• , c-. C t €- consumpt ion goods 7.7 9.6 10.2 14 . 7 5.0 6.6 4 .3 

. ,-. :-2 ~-•1t:·•= i ~ t e non pet oleum goods 30.2 28.2 30 . 0 24 .9 35 . 1 28.2 30 . 4 

: :,c: i : j l goods 3.4 3. 1 2.9 6 . 6 6 . 4 4.3 4 .6 

: -:.: ~ r· :, ~ 'ndustry 47 .6 48.5 38.8 33.8 28. 1 35.2 37 . 5 

. . - 'I·,.-. _. f .:1:: : ..,. ;" i n;; 

.. - 85 . 1 83.8 81.4 78 .8 76 . 7 76 .7 80. 1 

·, ;:e : Indus tr ial Sector Core; Sugar, miscellaneous food products, refined petroleum and by-products, 

t;;,~i c petrochemicals,fertilizers,basic iron and steel products,automobiles and transport equipment and mat e r ial. 

: , ~r : e : Sis tema de Cuentas de Produccion del Sector Publico. INEGI 

~ . 7 

3 . '. 

~- -

I , , 

~9.t 

37. · . 



11,3 . 2 Investment 

2 . 34 With regard to the investment expenditure of SOEs there are also two 
main phases: an increase in SOE investment - both in absolute as well as a 
percentage of gross domestic product, up to 1981 whence it has fallen 
dramatically (see Table II.3.4). 

2 .35 In ~articula r t he following features stand out : 

(i) SOE inve s t ment expend i ture as a percent o f gross domestic 
p r oduct has fluctuated, increasing from 4 . 6% in 1970 to a peak of 8% in 1981, 
t herafter has fallen to 3.5% in 1987 . The average rates were 4 . 5% , 7%, and 4% 
for the superiods 1970/78, 1979/82, and 1983 / 8 respectively. If PEMEX is 
excluded SOE investment as a percent of GDP was 3 . 2 , 3 . 8, and 2 . 6 for the same 
subperiods . 

(i i) SOE investment as a proportion of total investment reached a 
peak in 1981 (38%) thereafter has fallen. However, if the investment 
expenditure of PEMEX is excluded, SOE investment has remained - on ave r age -
less than 20%. Thus a large part of the increase from mid sevent i es t o t he 
ear ly eighties can be explained by one SOE namely PEMEX. 

2 . 36 During the pre SOER period the rise in the importanc e of SOE 
i nvestment c an be a t tr ibut ed to the f o llowing se t of fa c t ors . Firs tly t he 
rise in the number of SOEs . Secondly the petroleum boom wh ich res ulted in an 
increase in the perceived present value of the wealth of t he publi c se c t o r . 
Thus there was not only an increase in PEMEX's investment expendi tu re t o 
exploit t he na t ural resource but a ls o of other SOEs as a f orm of 
i n t e r temporal dist r ibu t ion of petrol eum wealth . Thirdly gi ven that a large 
proportion of i nvestment goods are impor t ed , the overva lua tion of t he exchange 
r ate combined with devaluation expe c tations led to an increase of investment . 
Fourthly , the Mex ican political cyc le in which there is an increase in 
investment expenditu r e during the last years of a presidency. 

2. 37 The dramatic fall in SOEs investment ~xpenditure during SOER is 
ma i nly due to the f iscal res t ric tion imposed on SOEs during this period as 
part of the stabilization policy . Another reason often is the governments 
explic it po licy f or encouraging pr i vate sector investment 

(iii) The share of SOE investment as a proportion of SOE gross 
domestic product is much higher than the investment - gross domestic product 
ratio nat ionally. This reflects that SOEs are capital intensive. In turn 
this is mainly due to the distribution of SOEs between different 
activities,that is, the SOEs are concentrated in highly capital intensive 
industries - energy, and telecommunications. The pattern may also reflect 
that the relative factor prices paid by SOEs favours capital . That is, there 
is a presumption that the cost for capital is lower f or SOEs . However , one 
has to dis c ount · from this fact or the pressure for i ncreasing employment that 
SOEs are subjec t to . 

2 . 38 With rega r d to the sec t orial di s t ribution of investment (see Table 
lI . 3.5) we summarize - using fiscal accounts data - the distribution of 
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Tilble 11.3 .4 Inves tmen t 

(percent) 

==================--------------------------------------------------------------------------------------------------------------------------------------------
SOE Invest. SOE* Invest. SOE Invest./ SOE* Inves t./ SOE Inves t./ SOE* lnves t ./SOE Inves t./ SOE* Invest./ SOE Invest./ SP invest./ Total invest./ 

gr% gr% GDP GDP SOE GDP SOE GDP Tota l inves t . Total inves t. SP invest. Total invest . GDP 
- ----- ---- - - - -- - -- --- --- - - - -- -- - - - - - ---- - - - - - - - - - - - - -- - - - --- - --- - - ---- - - - - - -- -- - - - - - ----- - - - - -- - --- - - - - - --- -- -- -- -- - - -- -------- --- ---------- ---------- - --- - -- -

1970 4 . 6 

1971 ·25.7 · 25 . 3 3. 1 

1972 9.7 16.6 3 .2 

1973 31. 5 28 . 5 3.7 

1974 18.5 22.2 4.3 

1975 47 . 3 51.6 6.2 

1976 · 19.4 · 32.7 5.0 

1977 · 12.4 -27.7 4 . 5 

1978 39.0 30.9 5 . 7 

1979 21.6 22 . 7 6 . 4 

1980 18.7 25.2 6.8 

1981 27.3 16.2 8 . 1 

1982 · 20 . 9 · 18 .9 6 . 7 

1983 · 34.9 -31. 5 4 . 7 
1984 · 3.7 7.4 4.4 

1985 -5.7 0.6 4 . 0 

1986 ·19.3 · 18 . 1 3.9 
1987 1. 7 · 3.5 3.5 

Note: -Total investment excludes res idential inves tmen t 

· SOE* excluding PEMEX 

3 .4 n . a. n . a . 

2.3 n .a. n . a. 

2 . 5 n .a. n . a. 

2.9 n . a. n.a. 

3 . 4 n.a. n. a . 

5 . 0 94 . 4 76.9 

3.4 76.8 52.8 

2.6 57 .6 33 . 1 

3.1 74.8 39.9 

3.4 77.0 41. 5 

3.8 64.8 36 . 6 

4.2 77.5 40 . 0 

3 . 6 46.8 25.2 

2.7 26 . 1 14 .9 

2.8 26.1 16 . 5 

2.7 25.7 17.2 

2.6 26 . 3 17 . 7 

2.3 22 . 1 14 . 5 

· (gr%) growth rate , real inves tment prices 1970; (gdp) gross don~s tic product . 

29 . 7 

24.5 

23.5 

25.8 

27. 5 

38 . 2 

32.0 

31.3 

34.9 

34.6 

35 . 1 

38.6 

38 . 0 

37 .2 

33.7 

29 . 1 

27 .8 

28.9 

Source : MEXEA (CIDE 1989) based on diver se official sources , Cuentas de Produccion de l Sector Publi co INEGI. 

22 . 0 68.8 43.2 15.5 

18.2 66.9 36.6 12.7 

18 . 5 52 . 9 44.4 13.6 
19 . 9 50.0 51.6 14 . 4 

21.9 55 . 9 49.3 15 . 7 

31. 1 67.8 56 . 3 16. 1 

22.0 59.6 53.7 15 . 7 

18 .0 57 . 6 54.4 14.4 

18.6 60.4 57 . 8 16 . 5 

18.6 62.7 55.2 18.5 

19.8 62 .6 56.0 19 . 4 

19 . 9 68.6 56.3 20 . 9 

20.5 64.8 58.7 17.5 

21.3 62.6 59. 5 12.7 

21.3 60.5 55 . 6 13.~ 
19.5 56.8 51. 1 13 

18 . 7 54. 1 51.3 13 
18 . 9 57.5 50 .2 1: 



Tabl e 11.3 .5 Composition of di rectly controll ed SOEs inves tment. 

Change 

Entity average average end of period 
- - ----------- - ------ - - ---- - ------ --- ------- --- ----- - --- ----- - ------- - --- - - - - ---- -- -- - - - - - - - - - - - - - - - - - - - ---- -

70 -78 79 -82 83 -88 71-78 79-82 83 -88 70 -78 79-82 83-88 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - --------------- ------------ --- - - --- - - - - - - --- - - - - - - - - --- - - - . -- - - - - - - - - - - -

ENERGY 81. 74 88.17 80 .20 0 . 64 (0 .84) ( 1. 54 > 5 . 10 C 1. 55) C5 . 93J 

PEHEX 43 . 02 61 . 12 50 .25 4.23 0.16 (2 . 47) 33 .81 1. 75 (11.27) 

CFE 31.83 24 . 38 27.41 (2 .81) (0 . 74) 0 . 97 (22.45) (2.72) 5 . 36 

Luz y fuerza 6 .89 2 . 68 2 . 54 (0.78) (0.26) (0 . 04) (6.26) (0.58) (0 . 02) 

TRANSPORT 11.21 6 . 15 7. 25 (0 . 95) (0 . 34) 0 . 60 (7.56) (2.12) 3 .59 

FERRONALES 6.09 3 . 58 4.34 (0 . 36) (0 . 06) 0 . 45 (2.86) ( 1.09) 1.87 
AEROMEXICO 1.02 0.62 0 . 91 (0.03) (0. 10) (0.02) (0.27) (0.45) (0 . 18) 

INDUSTRY 5 . 18 4. 94 12.20 0.25 1. 25 0.96 2 . 00 3.89 2.61 

FERT IHEX 0.59 2 . 19 2 . 55 0 . 23 0 . 20 (0 . 10) 1. 15 0.40 < 1. 30) 
SICARTSA 2.97 1. 41 7. 63 (0 . 39) 0 . 95 1.08 C 1. 93) 3 . 77 4 . 40 

OTHER 1.86 0 . 74 0 . 35 0 . 06 (0 . 07) (0.02) 0.46 (0.22) (0.27) 

SOE Directly cont rolled inves tment 

as percent of total SOE investment 63.57 75. 35 59.00 5 .25 (0 . 43) (0 . 78) 41.99 (2 . 18) (6 . 71) 

Source: Es tadisti cas de las Finanzas Publicas . lNEGI 



J;,bl r· l I. 3 .6 SOE: f or c 19n 1 r ade 

-- - - -- -· - -- - - . - -- --- - --- - - - -- - - - --- --- ---- - - - - - - - - - -- ---- --·--- --- -- ------ ---- - ------- -- - . - ----- - - --- - --- - ------ - --- - ------ - -- - - - - ------- - --- - - - - -------- - - -
ave rage 

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

Concept uni ts 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 75- 78 79 -82 83-88 

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

Balance of trade %gdpd -2: 1 ·1.6 ·1.1 ·0 . 5 0.7 2.0 2.8 7. 1 9 .0 7.5 6.3 3.4 5.3 2.4 · 1. 3 3.2 5.6 

%gdpk · 2.6 · 2.0 ·1.5 · 1. 4 - 1.2 ·2.4 ·2 . 0 0.2 1.2 1.2 0.9 1.3 1.8 3.4 -1.9 · 1.4 1.6 

Non petroleum %gdpd ·2.6 ·2.2 ·2.3 · 2. 2 · 2. 1 · 3 . 3 · 2.9 · 2. 3 · 1.6 · 1.4 · 1.2 · 1. 1 ·0 . 4 ·0.9 -2. 3 ·2.7 -1. 1 

Terms of trade ind 70 l. 5 1.6 1. 9 1. 7 2.0 3.3 3. 1 3. 0 2. 5 2.2 2.4 1.2 1. 5 n.a. 1.6 2.8 2.0 

Non pet rol_eum ind 70 1.0 1.0 1. 1 1.0 1.0 1. 1 0.9 1.0 0 .8 0.7 0.9 0.7 0. 7 n . a. 1.0 1.0 0 .8 

Non petroleum exports 

price %9 2.4 5. 8 14.0 2.6 18. 1 16 . 5 · 8 . 3 7.8 · 21 .9 8.1 8 . 7 · 20.2 · 1.3 n.a . 6.2 8 . 5 ·5.3 

vol ui1e %9 -17 . 2 ·22.5 ·3 .6 107 . 2 41. 7 · 23.7 60. 1 ·22.7 71.3 · 5 .0 · 13. 2 23.8 2.0 66.4 16 . 0 13.8 24.2 

value %9 · 19 . 5 · 22 . 7 8.6 113.5 67.9 ·5 . 4 61.9 · 23.2 31.3 17 .6 · 5.4 · 16 . 1 11. 0 ·6.8 20.0 25.3 5. 3 

%SOEX 52 . 3 40.6 28.8 32.5 27.6 12 . 1 13. 7 9 .5 12 .8 14 .6 15 .6 27. 1 22 .6 26.7 38 . 5 15 . 7 19 .9 

%TX 14.8 9.7 8 .2 13 .5 15.4 8.7 10.9 8.0 9.9 10.8 11. 4 12.9 11. 1 10.4 11.6 10.8 11. 1 

Petrol exports 

price %9 4 . 3 8.3 5.9 1.3 44.9 60 .6 6.7 · 13.3 · 8.0 1.3 -5.7 ·53.2 35 . 2 -48.3 5.0 24.7 -13.1 

volume %9 1005 .8 14.5 72.8 77.4 46.5 63.6 31 .0 34.3 2.3 ·0.9 -7. 1 ·10.4 4.4 ·2.6 292.6 43.8 -2.4 

value %9 1053. 8, 24. 1 83.0 79 .6 112.3 162.9 39 . 7 16.4 · 5.9 0. 4 · 12 .4 ·58. 1 41.2 · 25 .8 310 . 1 82.8 · 10. 1 

%SOEX 47.7 59.4 71.2 67 . 5 72 . 4 87.9 86.3 90.5 87.2 85 . 4 84.4 72.9 77 .4 73.3 61. 5 84.3 80.1 

%TX 13.6 14.1 20 .4 28. 1 40 . 5 63 .8 68 .8 75.8 67.9 62.8 61.4 34.8 38 . 1 28.5 19.0 62.2 48.9 

Imports 

price %9 13 . 5 5.0 5.5 11 .4 14 . 0 13. 1 6 . 7 3.9 · 2.9 15.3 -9.3 -5 . 1 4 . 2 n.a. 8.9 9.4 0.4 

volume %9 1.5 · 17 .6 -10.0 24 .9 19.9 54 .9 15.6 ·41. 3 · 18 . 1 ·2 .9 0 . 4 ·19.6 · 20 . 0 20. 1 -0.3 12 . 3 ·6 . 7 
value %9 15.2 · 13.5 -5.0 39 . 1 36.7 75. 1 23.4 -39.0 -20 . 4 11.9 -9.0 -23.7 · 16 . 7 27 .6 9.0 24.0 -5.0 

%TM 23.9 20. 1 23.4 31. 5 35 .8 38 . 2 34.8 37 . 2 37.2 33.6 37.7 36.9 37 .4 49 .8 33.2 29 . 2 22.8 

Memorandum 

Balance of trade %gdpd · 4.0 · 2.9 · 1.1 · 1.6 ·2. 1 · 1.8 · 1.6 4 .0 9.7 7.6 4 .8 3. 7 6. 1 1. 3 · 2.4 ·0 . 4 5 .5 
-- - ---- - ---- - --- - --- - ----- ----- - --- ---- - - ---- ---- - --- - - -- - - ------ ----- - - --- - -- ---- ----- -- - - - - - -- - - ---------- --------- - - ·· - - - --- - - -- ·------- --- - ---- - -- ----- -
Note: (%gdpd) percent of gross domes tic product in doll a r s , (gdpk) percent of gross domes tic produc t 1970 prices ; ( ind) index 1970=1.0 

(%9) annual percent growth r il t e , ( %SOEX) percent ot SOE s export s ; price 1n dollar s , index 1970 =1.0; value mill ion dollar s ; 

volume 1970 cons tant pesos ; ( %IX) pe r cent of t o t a l expo rt s ; ( %1M) pe rcent of t ot a l impo rt s . 

Sour ce: MEXEA (CIDE 1989) based on offici ,11 sources. 



Table I I .3.6.a 

SOE exports SOE non petrol 
% of total exports % total 

exports non petrol exports 

Structure of SOEs exports and imports 
(percent) 

Structure of the public sector exports 

Composition of SOE exports 

Total 
public 
sector Petrol Manufacturing Agricultural Mining 

-------- -- -- ---- ------ ----- ------- -- -- -------------- --------------------------- -- -------------------- -- -·- -----
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 

1980 

1981 
1982 

1983 
1984 
1985 
1986 

1987 
1988 

75 . 1 
78.9 

83 .8 
77 .8 

73 . 6 
72 .8 
47 . 7 
49 . 2 
38 . 8 

23 .9 
23 .4 
27 .9 
22 . 2 
17 . 2 
15 . 9 
14 . 7 

13 . 9 
10 . 5 

(ii) 

SOE imports% of 
total imports 

37 .6 

37. 2 
37 . 4 

50 .4 
42.6 

33.2 
29 .2 
22 . 7 
18 . 8 

100.0 89.6 
100 . 0 91.9 
100 . 0 92 . 5 
100.0 91 . 9 
100.0 92 .7 
100.0 93 . 1 
100 . 0 81 .3 
100 . 0 83 . 6 
100.0 81. 7 

Structure of public sector imports 
by type of good 

4 .6 

3 .3 
3 .7 
4 . 4 

3 .9 
3 .3 
9 .9 

10 . 5 
13 .6 

Import of 

3. 1 
1.9 

1.8 
1.6 
1.6 
1.6 
4.6 
2. 1 
1.4 

Import of Total 
public 

imports 

Import of 
capital 
goods 

intermediate consumption 
goods goods 

100 . 0 21.9 60.9 17.2 
100.0 26 . 7 60 . 0 13.3 
100.0 28.6 59 . 7 11. 7 

100.0 23.8 67.0 9.2 
100.0 18.9 70.0 11.1 
100.0 20 . 9 _ 66.4 12 . 7 
100.0 27 .9 60 . 1 12 . 0 
100 . 0 27.9 61 . 8 10 . 2 
100·. o 23 . 3 65 . 5 11 . 2 

Source Sistema de Informac i on Econom ica.Banco de Mexico. 

2.8 
3.0 
2. 0 
2. 1 
1.8 
2. 1 
4 . 3 
3 . 9 
3 . 3 



TABLE 11.3.6.b Structure of the public manufacturing exports 
(percent) 

Foods,drink and tobacco 

Textiles,wear and leather 

~ood and wood products 

Paper,pr int ing and paper board 

Petrol derivatives 

Petrochemicals 

Chemicals 

Plastic products and caucho 

Other non metal ic mineral products 

Bas ic steel and iron 

Metalic mineral products 

Metalic products,mach ine and equipment 

Other industries 

Total 

Total (excluding petrol derivatives 
and petrochemicals) 

1970 1975 

45.0 52 . 8 

11 . 8 31.5 

n.a n.a 

n.a n.a 

1.0 0.8 

0.3 0 . 1 

2.3 

29.8 4.4 

12. 1 8 . 1 

n.a n.a 

100.0 100.0 

Sources : El papel del sector publico en la economia mexicana. 
lndicadores del sector externo.Banco de Mexico. 

1981 

14 . 9 

3 . 7 

0 . 0 

0 . 1 

48.4 

10.6 

12.5 

0 .0 

0 .9 

1.8 

0.0 

6 . 6 

0. 1 

100.0 

40.7 

1985 1987 

1 . 5 8.3 

0.9 ,. 7 

0. 1 0. 1 

0.0 3.6 

68.5 37 . 3 

2.7 1.1 

8 .6 12.1. 

0 . 0 0.0 

3.0 4.4 

6.2 18.0 

0.4 1.8 

7.8 11. 2 

0.2 0. 1 

100.0 100.0 

28 .8 61.6 



investment for a sample of SOEs (that is, SOEs that are directly controlled 
by the fiscal budget). Although the definition of investment differs from 
that used in national accounts. Nonetheless, since mid seventies, the SOEs 
in this category appear to represent over seventy percent of total SOE 
investment. The following features stand out energy represented an average o f 
81 % du ring 1970/1976, rising to 88 7. (reflecting a rise in PEMEX tha t more than 
compensated the falling impor tance of electric ity ) during 19 79 / 82, and than 
falling to 79% during t he last subpe r iod. Inves t ment in industrial SOEs, 
which had fallen between the first two periods , r ose during the last period . 

II. 3. 3 Exports and Imports 

2.39 Amongst the SOEs engaged in export activity are those enterprises 
tha t export their own products, and those that export the products of other 
fi rms . Unfortunately published data does not allow us to distinguish between 
t hem . 

2 . 40 The following features stand out regarding the SOEs' f oreign trade. 
(i) SOEs' balanc e of t rade was on average -1 . 3, 3 . 2 , and 5 . 6 percent o f gross 
domes tic product f or t he subpe riod s 1975/8 , 19 79/82 , and 198 3/8 8 
respe c tively. The imp r ovement i n t he balance of trade reflects mainly the 
pe tro leum export boom (petroleum exports average growth was 83%). The 
pe t r o leum exports, however were partly compensated by a fall in the growth of 
non petroleum exports and a dramatic rise in imports (average growth of 24 % in 
doller terms) 

(ii) The improvement during the SOER period was the result of (a) the 
fall in imports (-5 % average growth) in turn due to the drama t ic fall in 
investment and the economic recession in general. Given a elasticity of 
imports - investment of greater than unity the impact on investment growth 
was greater . We note the improvement is mainly through volume effe c ts as the 
terms of trade have moved against Mexico . For example petroleum pr i ce growth 
was - 13%, non petroleum export pr ic e - 5% , while import prices rose . 

(iii) While SOEs exports were 31% (197. petroleum) of total exports during 
1975/8, these rose to 737. (627. petroleum) during 1979/82, and have fallen to 
60% (49% petroleum) during SOER period. IMports on the other hand are 
mainly intermediate goods (over 607. of total imports) followed by capital 
imports (over 20%). 

II. 3. 4 Employment 

2.41 Unemployment has and continues to ~ea major problem of Mexico. 
With a population growth of 3 . 1 percent per annum during the seventies and of 
2 . 4% in the eightie s , and given t he demographic structure of the Mexican 
population . this implies that about one million persons enter int o the l abour 
market each year. For the his t orical output-employment elasticity of about 
1 .5, this implies that the Mex i can economy has to grow - assuming a given 
technology - by 5% . 
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z.42 It is within this context that the role played by SOEs has to be , 
considered. On the one hand a number of SOEs were rivate firms absorbed into / 
the public sector to avo~d any increase in unemployment ue to c osure. On 
the other hand public firms have been encouraged to maintain labour - and 
many have overmanning problems. --

2 . 43 In Table II.3.7 and 8 we show the participation of SOE employment 
in the economy as well as by economic activity. The following stylized facts 
stand out. (i) The growth rate of SOE employment has been on average higher 
than the economy wide growth rate in employment. (ii) SOE employment within 
public sector employment was on average 21,19,21% for the three subperiods 
1975/8, 1979/82, and 1983/8 respectively. (iii) Although SOE employment has 
never been above 5% of the economy's employment it is important in a number of 
economic activities - electricity, petroleum, and transport . 

2.44 Although labour laws are the same for public and private firms there 
are a number of differences between SOEs and private firms, the foll owing in 
particular can be mentioned: (i) SOE administrators actually implement them. 
while private firms adopt a number of methods to effectively avoid some of 
them. (ii) Because of a high rotation of SOE managers, management is 
relatively unexperienced, hence has low negotiating power vis a vis 
governnment agencies on the one hand, and unions on the other. (see chapter 
IV) (iii) Partl y as a consequence, there are strong unions in SOEs (higher 
unionization rate in sectors with high SOE participation). 

2.45 The result is that in the SOE sector neither the wage (level and 
structure) nor the employment level are necessarily related to produc tivity 
nor to the situations of the specific market in which they operate. 

2.46 Wage bills (see Table II.3.9) have fallen for the economy as a whole 
in real terms by 67. average per annum and 30% end of period between 1982 and 
1987, for the SOE sector, the figures are 2% and 21%, respectively and , 
excluding financial SOEs, 57. and 29%. This difference reflecting, firstly, 
that the wage rate (including wage drift) has fallen less in the SOE sector 
than the economy as a whole (see Table II.3.10), the fall in employment has 
been less in the SOE sector than the economy in general. 

II.3 . 5 SOEs Importance in the Largest Mexican Firms 

2.47 One important indicator of the importance of the SOE sector in the 
Mexican economy is the participation of the SOEs in the 500 largest Mexican 
firms. 

2.48 The sample is drawn from Expansion, a monthly magazine which since 
1978 has published, annually, information on the 500 largest firms. 

2.49 However the reporting is voluntary, thus a number of large firms do 
not appear every year, particularly SOEs. 

2.50 Given these caveats one can nonetheless assert that SOEs dominate 
the top end of Mexican economic activity. For example in 1984, there were 36 
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Table 11 . 3. 7 SOE: Employment 

-------------------- - ------------------------------------- - ----- -- - -- - - ------------------- -- ------- ---- - --- - - - --------- -- ------------------------------ . - - - - - - - - - - - - - - - - -

average 
-- ------ -- -------

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 75 -78 79-82 3-88 

- - - -------- ---- - . - - - - - - - - - - - - - - - - - - - - - - - - --- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -- - ------- - - - . . - - -- - - - -- - - - - - - - -

Growth rate of employment 

Economy 1. 7 4 .4 3 . 7 4 .9 6.3 ' 6.6 (0.9) (1.5) 2. 7 2.2 (2.2) 1.2 n.a 3.3 4.3 0.5 

Public Sector 9 . 1 5.5 7.3 9 .2 10 .4 9.3 5.9 7.6 5 .9 2.9 (0. 1) 0.8 n.a 7.3 8.7 3 . 4 

SOE 6.7 4.9 6.6 6 .9 9 .4 8.5 8.0 15.4 5 . 0 1. 1 (3. 1) 0.5 ( 1.5) 6.1 8.2 2 .9 

SOE * 6.6 4.8 7. 1 6 . 5 9.6 8.2 8.1 16.6 8. 1 (0.2) (3.3) (0.8) (2.7) 6.2 8. 1 3.0 

Percent partcipation in the economy ' 

Public Sector 14 . 1 15. 1 15.3 15.8 16 .4 17 . 0 17 . 5 18.7 20.4 21.0 21.2 21.6 21.5 n.a 15.4 17.4 21. 1 

SOE 3 .5 3.6 3.6 3.7 3 .8 3 .9 4.0 4.4 5. 1 5.2 5.2 5 . 1 5. 1 n.a 3. i 4.0 5. 1 

SOE * 3. 0 3 . 1 3 . 1 3 .2 3.3 3 . 4 3.4 3.7 4.4 4.7 4.6 4 . 5 4 . 4 n.a 3.2 3.5 4.5 

Percentage distribution of Public Sector employment 

Public Sector 100 . 0 100 .0 100 . 0 100.0 100.0 100.0 100.0 100. 0 100 .0 100.0 100 . 0 100 .0 100 .0 n . a 100.0 100 .0 100 .0 

SOE 24.6 24.0 23.9 23.8 23 . 3 23. 1 22 .9 23 . 3 25.0 24.8 24 . 4 23.7 23.6 n . a 23.9 23. 1 24 . 3 

SO[ . 21. 2 2fJ. 7 20 . b 20. ':, :-o.o 19 .9 19.7 2U. 1 21 .8 ?2.:? 21.6 ?11.9 20.5 n . .--1 20 .6 19.9 21. '-

- -- - ·- - - - - - - - . -- --- -· . --
. t • J, ( I UC~ I ny l 'I Ml X 
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Tabl e 11 . 3.8 SUE: E111pl oy111cnt by ccono111i c dl l j V j l y 

----· · -- --- -· -- . - .. ---· - - . - - . . . ..... - --- . ---------- -- - - - - - - - - ---- - -- -------. -- - ... - . - - -- - - - - .. -- - - - - -- ---- - -- - ----- . . -- . .. - - -- -- - ---- ----. -- -- ------ · ··· ------------

average 
- --- - --------- - --- -- - --- ----

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 73-78 79 -82 83-87 
----- --- --------- - - - -- . - - - - - - -- - - - ---- -- -- ------ --- --- - - - - -- . - - - - - - - - - - - - -- -- - - -- -- - - -- - - - - - - - - - - - - - - --- - - -- .. --- -- - - -- . -- - -- -- ------------- ------- --- ------ --- - - -- -- --------
(a) I IJ1)0r t ance in sectors employment (percent) 

Total 3 . 2% 3_4% 3_4% 3_5% 3_5% 3_6% 3_6% 3 . 5% 3_6% 3_7% 3 .7% 3.6% 3. 7"1. 3.4 3.6 3.7 

Agricultural 0.7% 0.7% 0. 7% 1.0% 1.2% 1.4% 1.0% 1. 1% 0.6% 0.6% 0.6% 0.7% 0.7°4 0.7 1.2 0_6 

Mining• 7.2% 6.3% 7.3% 7.3% 7 _5% 7.8% 8_2% 7.8% 9.2% 9_ 1% 8 .8% 8.7% 8.7% 7.1 7_9 8.9 

Manufacture* 6. 1% 6_4% 7.1% 7. 3% 7. 2% 7.6% 9.4% 9.9% 10.0% 10_5% 9.9% 9.2% 8_0% 6.7 8_5 9. 5 

Electricity 100.0% 100.0% 100_0% 100.0% 100.0% 100.0% 100 . 0% 100.0% 100.0% 100_0% 100_0% 100.0% 100.0% 100.0 100.0 100.0 

COlllllerce 0.4% 0.5% 0.6% 0 . 8% 0_8% 0.9% 1.5% 1.6% 1.8% 1. 7% 1.8% 1.9% 2.0% 0.6 1.2 1.8 

Transport 33.8% 33.5% 31.8% 29.9% 27.9% 24.9% 21. 1% 19.9% 24 _ 7"/4 25.0% 24 . 7% 24 . 7"/4 25 . 1% 32 . 2 23.4 24.8 
Petrol 

Industry 96.7"1. 97.4% 97.0% 97 . 1% 97 . 1% 99.0% 95.5% 
' 

96.2% 96 . 8% 63.0% 64 . 5% 97.0% 97_2% 97.0 99.5 83.7 

Cb) Distribution (percent) 

Total 100.0 100_0 100.0 100.0 100.0 100.0 · 100.0 100.0 100.0 100.0 100.0 100_0 100_0 100. 0 100_0 100 . U 

Agricultural 6.2 5.6 5.8 8_0 9.4 10 _ 1 8.7 8_5 4.3 4_5 4 .9 5.0 4.6 6_4 9.2 4. 7 

Mining• 2. 1 1.8 2.0 2.0 2. 1 2.2 2.0 2. 1 2_4 2.4 2.2 2.3 2.4 2.0 2. 1 2.4 

Manufacture* 24. 1 24.4 26_ 1 26. 1 25.8 26_5 31.5 32.5 30.0 30.2 28.8 27.0 23.6 25.2 28 . 7 21_9 

Electricity 9.8 9.9 10.0 9 .5 9.3 9.3 11.0 11.9 12.0 12_0 12 . 3 12.8 13.3 9.8 11.4 12 . 5 

Conrnerce 2 .0 2.3 2_5 3.2 3.4 3.7 6 .3 6.6 7.2 6.9 7.2 7.3 8. 1 2.5 5.0 7.3 

l ransport 41. 1 41. 1 38 _5 36.5 34.9 33.2 26.2 27 .6 32 .3 32.0 31 .5 32.5 33.8 39 .3 31. 5 32.4 
Pe tro l 

lndu~try 14.7 14. 9 1':>. 1 14. 7 1 S. 1 1'.>. 0 14.3 HJ . 7 11. 7 l ? . U 13 n 13.0 14. 2 14 .8 12.5 12 .8 
. - --- . - - - - .... . - - - - - . - -- . ·- . - . ... - . - -- - - -· ·-·· - - - - .. . . . ··--·. - - -·· -. I ,r I tJ<11 ng P L' l 1 111 111du,·t ry 
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Table II .3 .9 SOE llage bi 11 

average 

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 75-78 79-82 83-88 

1/ 

(a) Rate of growth of real wage bill 

Economy 13 .8 1.8 6.3 8 . 9 2 . 3 11.8 (5.3) (24.2) (2 . 5) 2 . 1 (4 .9) <2.3) n.a 

Public Sector 17 . 2 3.8 6 . 0 11. 3 10.3 17. 5 2 . 5 (23.6) (0.4) 2. 3 (16 . 1) 1.8 n.a 

SOE 20.1 3.8 4.4 9.6 9 . 3 18.6 9.7 (13.8) (4 . 0) 3 . 3 (13.3) 6 .8 (12 .9) 

SOE* 21.7 4. 1 2.4 7.5 9.5 20.1 12 . 2 (10.8) (3 . 4) (0. 1) (10.4) 6 . 6 (14.8) 

(b) C~sition of wage bi 11 

Public Sector 100 . 0 100.0 100.0 100.0 100 . 0 100.0 100.0 100.0 100.0 100 . 0 100.0 100 . 0 100.0 n.a 

SOE 29 . 9 30 . 7 30.6 30.2 29 . 7 29.4 29.7 31.8 35 . 9 34 . 6 34 . 9 36 . 0 37 . 8 

SOE * 24.0 24 . 9 25.0 24. 1 23.3 23 . 1 23 . 6 25.9 30 . 2 29 . 3 28 . 6 30 . 5 32.0 

1/ deflacted by the consumer price index. 

* excluding PEMEX 

Source: Cuentas de Produccion del Sector Publico . lNEGI . lndicadores Economicos del Banco de Mexico . 

n . a 

n.a 

7. 3 4.4 (6.4) 

9.0 10.4 (7.2) 

9.4 11.8 (5.7) 

9 . 4 12.3 (5.5) 

100.0 100.0 100.0 

30.3 30.1 35.8 

24 . 5 24 . 0 30 . 1 



SOEs in the 500 . Although they represented only 7% of the total, in terms o f 
sales, assets, and employment they partic ipated by 56%, 72 % and 26 % 
respectively . If PEMEX is excluded the participation rates are 26, 54 and 55 
percent respectively see Table II.3.11 ) . 

2.51 By 1988 sales of SOEs had fallen t o 38 %, asset s to 64 % while 
employment had increased slightly. 

2.52 In Table 11.3.12 we show the characteristics of the first 25 SOEs 
in 1984. Obviously the most important - in terms of sales, are the 
constitutional monopolies, that is PEMEX and CFE , and the basic foodstuffs 
distributor CONASUPO, regulted monopoly like TELMEX , and capital intensive 
SOEs like those engaged in iron and s t eel producti on . 

2 .53 In Table 11 . 3 . 14 we show the ave r age si ze (by employment , sal es 
and assets ) as well as the variation coe f f icient for the whole sample, the 
SOE se c tor. private national firms, and multinationals . The f ollowing 
features stand out : (i) the avera e size of SOEs is much larger than privat~ 
firms , this remains vali.d even when PEMEX exc lu e . 1 erence between 
SOEs and privat e companies has increases over time . (ii) Further , the 
dispersion of the size of SOEs has increased over time and now, as it is shown 
in Table 11 . 3.13, is greater than private companies . 

II. 3. 6 SOEs and the Introduction of New Products 

2. 54 Finally, we consider the introduction of new products by SOE s in 
the Mexican ec onomy ( see Rey - Roma y 1984 ). About 37 produ c ts were in t r od uced 
from 1945 to 1981 . The importance is underlined when one considers tha t th e 1· 

majority (18) of the products were generalized intermediate inputs mainl y fo r 
indasfiy . That is , the new products were in paper, chemicals, petroc hemi cal s, 
basicmetals and capital goods . Practically no products were either in non 
durable consumer goods or in light industry. 

2. 55 An other interesting feature is that most of the products were 
produced during the seventies . The low number during the sixties ma y refle c ts 
that the import substitution policy was emphasizing the encouragement o f 
direct foreign investment, and the state began to use it resources to save 
private firms in difficulty. 

2.56 Further, the presence in capital goods and generalized intermediate 
inputs reflects that the ex-post de facto degree of protection afforded by the 
foreign trade policy was insufficient to support selling prices that covered 
costs. Thus, the production of goods where there are large initial 
investments, long gestation periods , and low_ financial return , would not have 
been interesting for private firms. The latter were thus concentrated in 
consumer durable or in light industry (see Table II.3.13). 

A Balance 

2.57 SOEs increased their importance in the Mexican economy during the 
seventies and early eighties. SOEs increased their participation in value 

12 



Table 11 .3.10 SOE Wage rate 

1975 1976 1977 1978 1979 1980 1981 1982 1983 

( J) Reul wage rate,level (thousand pesos) 

and rate of growth(¾) 

Economy L 15.3 17.1 16.7 17 . 1 17.8 17 . 1 17 . 9 17 .1 13.2 
%g 12.0 (2.5) 2. 5 3.8 (3.8) 4 . 8 (4.4) < 23 . i) 

Publ i C Secto r L 32.8 35 . 3 34.7 34 .3 35 . 0 35 . 0 37.6 36 .4 25 . 8 
%g 7. 5 (1. 6) ( 1 . 2) 2.0 (0. 1) 7.5 (3 . 2) (29. 1) 

5 ,; c 40 .0 45 . 0 44 . 5 43.6 44.7 44 .6 48.7 49 . 5 36.'Y 
~~g 12 .6 ( 1. 1) (2 . 1) 2. 5 (0.1) 9 .3 ,. 5 (25 . 4l 

?-::t rel L 57 .3 60.7 59 . 1 64 . 5 69 . 2 69 . 1 70 . 7 65 .8 1.4. 5 
1 :•C:....:s t i'•, :~g 6 . 0 (2 . 7) 9 . 1 7. 3 (0 . 1) 2.3 (7 .0) (32 .3) 

average 
1984 1985 1986 1987 · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · 

75-78 79·82 83 -87 

12.5 12.5 11 . 3 10.9 16 . 6 17 . 5 12. 1 
%g (5. 0) (0.2) (9 .6) (3 . 1) 4 . 0 0. 1 (8.2) 

24 . 3 24.2 20 . 3 20 . 5 34.3 36.0 23.0 
%g (5.8) (0.5) (16 . 0) 0.9 1.6 1. 5 (10.1) 

L 33 . 8 34 . 5 30.9 32.8 43.3 46 . 9 33.8 
%9 (8.4) 2. 2 ( 10.6) 6 . 3 3. 2 . 3 .3 (7 . 2) 

L 42 .3 46 . 2 34 .3 n. a 60 . 4 68 . 7 33 . 5 
%g C 5. 0) 9.2 (25 .8) 4. 1 0. 6 (10.8) 

------- ----- -- ---------- --- -- ------·----------------------------------------
~' j t C: : ( L ) is l evel; (¾g) percent annua l growth 

S ."• urc-0: CwentJs de Producci6n del Sector P~bl i co.lNEGI 



TABLE ~ ~ Q E ~ !t,fl(JHANCE _lli 500 ~ .E.IB!§ 

N u m b e r Sales (%) Total Assets(%) 

1977 1984 1988 1977 1984 1977 1984 1988 1984 1988 

TOTAL 500 500 500 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

S O E 15 36 23 34.9 56.5 38.3 59.5 72. 1 &+ .4 26 .4 39.0 

(1)1 / 14 35 22 23 .4 26.6 15.3 48.8 54.0 34 .5 24.8 20.4 

{2)2/ 11 31 31 51 "206/ 17.1 16.5 9.4 22.1 30.6 25 .3 16.8 11.5 

PRIVATE 485 I.&+ 477 65.1 43.5 61 .7 40.5 27.9 35 .6 73 .6 61. 0 

NATIONAL N.A. 41 
370 396 N.A. 30.5 39.6 N.A . 22.1 27.8 54.9 42.0 

MJLT !NAT IOOL N.A. 94 81 N.A. 13.0 22.1 N.A. 5.8 7.8 18.7 19.0 

1/ Excl t.ding PEI-EX; 2/ Exclt.ding PEI-EX .rd Other no-cpol ies; 3/ Exclt.ding P9EX, CFE, TELJ,EX .rd AER(J,E)(IOO; 4/ Not available; 

5/ Exclt.ding PEl1:X, TEL/-EX, CFE, f,EXICANA DE AV IACION a,:! AEROEXIOO.; 6/ Exclt.ding PEI-EX, TELJ,EX a-d f,EX!CANA DE AVIACIO-L 

Scurce: calculaticrs fran Excyrsicn, varicus years. 



_:_-: . _:, _ 12 : L.ARIJ=ST s:E ~ 

POSITIO. _lli 500 DATE QE 

[! SALES ElE!:l ~ n l Y l I 1 ~ PRESENT STATES 

1977 1984 1988 

1 Petr6leos Mexiaros Petrol 1938 Cperat irg 

4 2 Canis i cn Federal de Electric idad Electricity 1937 Cperat i rg 

2 3 Ccnpcriia Nal . de SLh; i sterci as 

Pq::ulares Focd 1961 Cperat i rg 

6 4 4 Telefcros de Mexico, S_A. de C. V. Comu1i cat i en; 1972 Cperat i rg 

8 7 6 Altos Horros de Mex i co , S.A. Steel ird I rcn 1942 Cperat i rg 

21 13 8 Cia . Mexicana de Aviac icn, S.A. Tra--spor t 1959 SOld 

104 16 Aerc:p..,ertos y Servic ios Aux i l iares Services 1965 Cperat irg 

24 17 Aercnaves de Mexico, S.A_ Tra--sport 1934 L iq..iidated 

36 24 21 T Lb:ls de Acero de Mex i co, S.A . Steel ird Ircri 1%0 Sale process 

31 25 Fl.l"d icbra Mcnterrey , S.A Steel ird lrcri 1%3 C l osed oo.n 
29 22 s i dertirg i ca L. carderas 

Las Tru:tias, S.A. Steel ird I rcri 1%9 Cperat irg 

44 35 Prod. e lrrp::>r tad::>ra de 

Papel , S.A. de C. V. Paper 1935 Cperat irg 

123 61 63 Hul es Mexiaros , S.A . Rl.tter ird Plastic 1%3 SOld 

00 lrdetel, S.A. de C. V. Electric rrech irery 

a,:j eq.ii prent 1%9 Cperat irg 

67 92 Ccnpcriia Mirera de Ca.rea , S.A. Minirg 1929 Liq..iidated (?) 

111 93 145 Motores Perkins, S.A. Auto part es 1970 SOld 

80 95 106 Rassini Rheen, S.A. de C.V. Auto partes 1973 Sale process 

86 101 Tl.bacero , S .A. Steel ird I rcri 1%0 SOld 

128 138 Ci a . ln:iJstrial de Atentiq..e, S.A. Paper 191.7 SOld 

145 96 Telefcros del Noroeste, S.A. Camtr\icaticn; 1978 Cperatirg 

Source : Exi:.n;icn var i a.is years . 



TAlll..f 11.3. 13: SIZE Qf -~ 0 -

s A L E TOTAL ASSETS 

A V E R A G E VARIATICN CXEFFICIOOO:) A V E R A G E 

1Wl 1S"84 1',iffl 1W7 1S"84 1',iffl 1W7 1S"84 1',iffl 

TOTAL 1,012.5 19,n3.s 217,357.0 388.2 9a'.l .4 &10.5 1,628.9 42,926.4 456,a30.0 

!ll 11,783.4 154,763.8 1'009, t.:2.9 156.6 425.4 329.9 37,CB>. 1 441,546. 1 61 m,?112.2 
(1)1/ 7,1n.7 44,351.1 549,638.9 sY+ .3 187.4 277.9 25,W.0 20S,C85.7 1•~1.873.7 
(2)2/ 6, ,n_-j3I 'Z1,358.r1 349,ffi9.2 1CE.4 Zl!J.7 447.4 10,295.6 87/J!IJ.4 1':375,337.8 

PRIVATE 679.4 ----------- 191 .7 676.7 --------· ---- ------ -
NATIOW. N.A.4/ 8,113.4 1CE,616.4 N.A. 177.0 185.3 N.A. 12, 766.0 1W,402.5 

IU.TI • 

NATIOW. N.A. 13,652. 1 2%,Sm'.O N.A. 2ffi .6 237. 1 N.A. 13,Zl!J. 7 218,636.9 

(Cent . ) 

EMPLOYMENT 

VARIATICN CXEFFICIOO(X) AVERAGE VARIATICN CXEFFICIOO(X) 

1wr 1S"84 1',iffl 1S"84 1',iffl 1S"84 1',iffl 

fOTAL f:&.4 9:,7 .1 1,044.3 1,482.9 1,621S.4 214.9 585 .6 

!ll 156.5 337.9 :m . 1 5,ll:l8.2 13,11>1.0 162.8 283.8 

(1) 174. 1 'i!Hl.2 292.3 4,!0:J.O 5,784.8 1n .5 238.4 

(2) 123.7 :i!l1 .8 411.8 3,zn.9 3,212.2 189.3 373.3 

PRIVATE ~7.3 

NACIOW. N.A. 2'.21.7 256.0 1,146.0 862.6 173.0 168.6 

IU.TI· 

NACIOW. N.A. 1W.7 247.0 1,304.6 1, CXB .6 166,2 302.3 

1/ uclwirg PBEX; 2/ uclwirg P9EX .rd Other ntrqX>l ies; 3/ uclwirg PBEX, CfE, TEI.M:X .rd AEIOEXICD; 4/ Not av.ii l.ble; 

5/ uclwirg PBEX, TEUEX, CfE, MEXICANA CE AVIACICN .rd AEIOEXICD; 6/ uclwirg PBEX, TEI.M:X .rd MEXICANA CE AVIACICN. 

Saree: Calwlatia-s fran E,pn;ia,, varillii years. 

Note: Variaticn roefficieit = (sta"lilrd deviatia\l.werage) . 



(A) By Decade 

1940-19'50 ...... 3 
' 19'51 -1%0 - 8 

1961 -1970 - 3 
1971-1981 *** **' **** ** ***** 22 

(B) By TY):e of Gocd 
(two digit disaggregatia,) 

PAPER 00 CELULCSE 

CHEMICALS 

PETROCHEMICALS 

BASIC lf:TALES 
NOi ELECTRIC l"ACHINERY 

ELECTR IC l"ACHINERY 

TRANSPOlT EOJIPt-'ENT 

OTHERS 

TOTAL 

Sa.Jrce: Rey Rarey (1984). 

..... 2 

-7 
.. 1 

-a 
-6 
............ 5 

-7 

* 1 
••••••••••••••••••••••••••••••••••••• 37 



added, employment, investment and foreign trade. During SOER period, there 
has been a significant reduction in SOEs importance as the SOE sector has 
reduced its participation in value added, employment, investment and foreign 
trade. 
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Chapter III 

THE PERFORMANCE OF PUBLIC ENTERPRISES 

3.01 In this chapter we consider the evaluation of the SOEs in terms o f 
financial and cc0u0mic performances, and attempt to draw out the macroec onomi c 
implications o f their pe r formance, in particular for fiscal policy. 

3.02 Financial variables are of paramount importance when the policy 
objective is aimed primarily at addressing financial imbalances. Thus, 
questions of poor performance on the fiscal budget and financial markets 
be come · crucial. This would appear to be the situation of Mexico since the 
economic crisis of 1982. 

3 .03 The presumption is that there is a poor performance of SOEs. One 
reason that could be invoked is the fact of public ownership. Ownership 
matters because it plays a key role in determining the objectives of the firms 
and the sys tem of mon ito ring managerial and managerial incentive structure s . 
In terms of the principal - agent literature (see Rees 1985), Private 
companies managers are generally profit maximizers, and this objective is 
reinforced by (i) shareholder monit oring (assuming shareholders are als o 
profit maximizers); (ii) the threat of takeovers ; and (iii) the possibility of 
bankruptcy. SOEs "principals" have other than profits in their objective 
functions, and takeovers and bankruptcy are not forces in general faced by 
SOE's managers. 

3.04 However, the efficiency implications of different ownership depend 
upon the competitive and regulatory environment in which the firm operates. 
Indeed, one could argue that the degree of market competition and the type and 
effectiveness of the regulatory framework may have a larger impact than 
ownership per se. SOEs are nerall found in markets where com gti ti ve 
forces are relatively less than those fa c ed by private firms . In Mexico som~ 
SOEs like PEMEX, are c -nrt:torrn.-1-----nronopo ies, others l ik e AZUCAR S.A . via 
fiscal regulations, or via regu ations were both characterized as 
monopoly and monopsony . . -

3.05 Further, the impact of real variables in the poor financial 
performance cannot be underestimated. Often the performance of SOEs refle cts 
the government's using them as instruments for non commercia · ctives. For 
example, Mexican SOEs have been used for (i) controlling inflation: (ii) 
dampening downturns; and (iii) providing basic foodstuffs for social 
tranquillity. Also, many SOEs can be found in areas where the private sector 
was not operating or not mobilizing sufficiently rapidly from a social point 
~f view, or in areas in which a natural monopoly would have resulted in 
allocative inefficiency. 

3 .06 Thus, the perfo rmance of SOEs may reflect their use by the 
government as instruments of discretionary policy. 
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3.07 Ideally, one would like to disentangle the various influences on 
performance and determine their relative quantitative importance. However, 
(i) data problems render it difficult to conduct complex multi-factor 
analysis; (ii) tests are rarely sophisticated enough to take into account the 
interacting effects of ownership, competition, and regulation, as well as 
other relevant economic factors; and (iii) many of the theoretical concepts 
used require? sequence of additional assumptions -to obtain empirical 
counterparts that reduce the utility of the results. Given these 
observations, in this section we concentrate on non parametric analysis of the 
data. 

3.08 We note that the data used in this chapter is drawn from a sample of 
SOEs. The SOEs considered are those that are "d' c 1 controlled" in the 
budget. Alt ough they only represent a small number of SOEs, about on 
average, they include practically all the most important SOEs. In Table 
III . 1.1 we list the SOEs as well as summariz ng f eir main characteristics. 
We note they include constitutional monopolies like PEMEX and CFE, as well as 
monopolies due to fiscal or regulatory no s like PIPSA, and Azucar, and 
monopolies due to market entry preventing pricing policies like FERTIMEX. 
Further they include SOEs with social objectives like CONASUPO . Thus the 
sample may be biased in favor of poor performance, under the assumption that 
SOE operating in relatively more competitive markets would have a better 
financial and economic performance. 

3.09 As shown in Table III . 1.2 their participation in gross domestic 
product has risen from the early seventies to late eighties, as has their 
participation in total SOE gross domestic product. The average participation 
of directly controlled SOEs in total SOE gross domestic product has risen from 
an average value of 61%, to 757., to 777. for the three subperiods 1975/78, 
1979/82, and 1983/88 respectively. However if PEMEX is excluded the average 
participation in total SOE gross domestic product has fal ~en. They 
representover 40% of total government transfers , the average participation in 
government tra;-sfers to SOEs was 36 % and 46% for the subperiods 1979/82, and 
1983/88 respectively. Although it must bB noted that the change during the 
last subperiod is -2% points and 7% points on average and end of period 
respectively. 

3.10 In the rest of this chapter SOE refers to this sample of directly 
controlled state owned enterprises, unless stated otherwise. 

III.1 The Financial and Economic Performance 

3.11 In this section we analyze mainly the financial performance of the 
SOEs, although we also attempt to move from merely financial analysis into 
economic efficiency considerations. 

3.12 The salient features of SOEs performance, as well as throwing light 
on the question whether the common criticism of poor performance is founded or 
not, will also provide a benchmark against which the performance of newly 
privatized firms can be compared. 
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TABLE l!.1.:..!..J1 lt-olVICt.lAL CHARACTERISTICS Qf &Es DIRECTLY IDHRO..LED 

DATE OF LEGAL DATE OF PRESENT 

SCl:s CREATI~ STAM INCD<P . ,'. CTI VI T Y STATUS 

INTO El.DGET (1989) 

: FE 1937 3 1%5 Erergy: gereraticn crd distrib.Jt icn cperatirg 

of electr icity 

?E'·'EX 1938 3 1%5 Erergy: extracticn, refinirg petrol cperatirg 

crd bas ic petrolc:henical 

AERO·IEX I CO 1934 1 1%5 Tra-sport : airlire sold 

~SA 1%5 3 1%5 Tra-sport : ai rp:>rts authority cperat irg 

:A,:UFE 1949 3 1%5 Comu,icaticns : freeways cperat irg 

'E,RCJlALES 1937 3 1%5 Tra-sport: ra i lways cperat irg 

AHMSA 1942 1984 Ird.Jstri al i rcn crd steel cperat irg 

:..zu~R 1983 1985 lrd.Jstri al : Sl.gar cperat irg 

rest ru::t ured 

:DJCARRIL 1942 1973 lrd.Jstrial : ra i lways eq.iipre,t cperatirg 

)!~A 1951 1973 lrd.Jstr ial: tru::ks sold 

'ERTl r-'cX 1943 1973 lrd.Jstr ial: fertilisers cperatirg 

=u•OSA 1977 1984 lrd.Jstrial: I rcn crd steel closed 
:01;:,SA 1935 1977 lrd.Jstrial: ~ . i rp.it cperatirg 

crd distri b.Jt icn 

SIChPTSA 1%9 1973 lrd.Jstr ia l: Ircn crd steel cperat irg 

5IDH;A 1954 1 1973 lrd.Jstr ial: Ircn crd steel cperat irg 

.:cn~s:..ro 1938 3 1%5 Basic feedstuffs, ~od.cticn rees t ru:: tu red 

crd distrib.Jticn 

:1:•1ECAFE 1958 3 1975 Agricul ture: coffee i rd.Jstry cperat irg 

,Ov!CRO 1972 3 1973 Agriculture: l.ood cperat irg 

~RCJFCRMEX 1%7 3 1%5 Agr icul ture: l.ood cperatirg 

::>RCPEMEX 1971 1973 Fi sher ies: ird.Jstr ies cperati rg 

(fleets , caT1irg, freezirg) for sale 

SOJrcc: Arrex. 2 



TABLE l!.l..:..ld;_ !M='CRTANCE Qf DIRECTLY CDHRO..LED SCEs 

1975-78 1978-82 198.3-87 

C h a n g e C h a n g e C h a n g e 

ave ave e.p ave ave e . p ave ave e.p 

- - - - - - - - ---

'.l i rcc t ly Cc:ntrol led (o/~) 4.36 0.23 0.68 8.21 1.87 5.60 12 .43 (0 . 73) (2 .93) 

(Excl u::lirg Pe'EX) 1. 71 0.04 0.11 1.60 (0.37) ( 1. 11) 2. 00 0. 26 1.02 

uirect ly Cc:ntrolled (o/~ of SCEs) 60.88 (0.14) (0.41) 74.f':6 3.61+ 10.92 77.17 (1.40) (5 .60) 

(Exc l u::lirg Pe'EX) 21. 72 (0.61+) (1.91) 14.25 (4 . 15) (12.45) 11.97 1.W 7.59 

) iccctly Centro l led 
*/ 

(%trcrsfers ) 1.3 . 11 (5.63) (16.W) 35 .57 (0 .67) (1.97) 46.46 (1.80) (7.20) 

)l rec t ty Cc:ntrol l ed (o/oSCEs) n.a . n.a. n.a. n.a. n.a. n . a. 44.61 1.30 5.26 

(Exclu::lirg Pe'EX) n .a. n.a. n.a. n . a. n.a. n.a. 32.31 1.83 7.32 

.-.t-.-~rc- ( i 9'.l)) is as percent of gross cbrestic prcxi.ct total; (o/~of SCEs) is as percent of gross d::Jres t i C prcxi.c t of 

3CE , ,,rd c:;rrcrsfers) is as percent of trcrsfers of federal govemrent. 

• I W' ,~cue s tatutory trarsfers ard debt atsorbtic:n. 

·.ow : ave.i s average for the SLJ::pericd; change refers to percentage point changes either as an average of year ly charges 

(,1ve ) or as erd of per icd (e.p). 



Financial Performance 

3.13 The evaluation of financial performance of SOEs concentrates on key 
financial ratios. The ratios are compared both over time as well as with 
respect to the private sector. The indicators ot the financial performance of 
the private sector are those of a sample of firms that are quoted in the 
Mexican stoc~ market. 

3 . 14 A subset of t he ratios a r e used fo r comparing and cont r asting the 
evolution of SOEs and private firms. In Table III.1.3 we show the evolution 
of three key financial ratios. The financial ratios include: 

(i) the acid ratio, which captures the firm's ability in meeting its 
short-term liabilities. The firm is said to be "solvent " if the 
rat i o is over 100%. If it is less than 100 the firm is 
"insolvent". The inverse of the acid ratio shows the percentage 
of current assets that have to be liqu idated to meet the payments 
of current liabilities. 

(ii) Tot a l debt to total assets ratio, tha t reflects the indebtedness 
level of the f i rm , the percentage with whi ch the c red i t o rs f inance 
the firm's operation . If this index is not greater than 50 7. the 
firm i s considered stable . 

(iii) The profits to sales ratio,which measures the profits margin on 
sales. We also include for SOEs profits before subsidies to sales 
ratio . 

3.1 5 The following features (Table III.1 . 3) stand ou t : 

(i) The acid test shows that private firms have, on average, been 
"solvent" as the ratio is over 10oz. SOEs, on the other hand , 
have consistently had a ratio less then 100% although there is an 
improvement since 1985 . 

(ii) The debt - asse t ratio for private firms has been in general less 
than 50%,, wh i le SOEs had a ratio over 50% before 1986 whenc e it 
has fallen to below the acceptable range. This change in the 
ratio to some extent refle c ts debt absorption by the Federal 
Government during this period. 

(iii) The "profitability" of private firms , although fell in the crisis 
years of 1982/83, by 1985 had almost reached the pre-crisis level . 
The profitability of SOE was negative for the seventies and 
eighties. SOE sector reached its worst profit performanc e in the 
years 1982 and 1983. However, t~e average of the eighties is 
s l ightly bet t er than that of the seventies . But, exc luding 
gove r nment transfers , the average profit rate remains highly 
negative. 

3 . 16 Interpretation of the "performance gap" is far from easy. Two 
general problems present themselves. The first is that there is the question 
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TABLE l l l.1.3: FINANCIAL PERFCJ<f,IANCE QE PRIVATE M4) SCE SECTCRS 

AC ID TEST DEBT . ASSET PROFIT . SALES PROF IT - SALES 

(w/o t ruSfors) 

PRIVATE SCE SCE* PRIVATE SCE SCE* PRIVATE SCE SCE* SCE sa:· 

~v-:r:-,ge 70 n.a. 53 .5 n. a . n.a . 76.6 n.a . n.a . (24 .5) n. a. n.a . n . a. 

80 102.0 64.9 67.4 46.9 60 .5 61 .1 9.7 (5 .3) (5 .6) n. a. n.a 

81 104.5 69 .7 72.3 46.1 61 .8 62 .3 9.5 (5.8) (6.2) n.a. n.a . 

82 82.6 49.7 51.1 55 .9 78 .2 78.4 4.0 (37. 1) (39.5) n .a . n . .:i . 

83 121 .4 80 .6 73 . 7 51.3 79.3 80 .6 6.9 (38.3) (t.0 .7) n.a . n . .J. 

84 162.5 98.1 eo. 7 47.4 54.9 56 .0 6.8 (2.2) (2.5) (1 6.2) (25. 0) 

85 155.0 92 .6 85 . 1 51.7 47.3 47.2 6.4 (5 .4) (5.9) (19.7) (29 . 1) 

f!6 n. a. 84 .8 84 .0 52 .6 46.4 45 .7 2. 1 (7.8) (8 .5) (28.9) (37.~) 

87 n.a. 81 .7 75 .3 47.8 38. 7 37.7 7.4 (13 .3) (14 .4) (30.8) (40.8 ) 

88 n. a. 92.2 89.7 35.0 37.4 37.3 15.7 (15 .5) (16 .8) (26.2 ) (33 .0) 

~v,)rz;gc 80 121.3 79.4 76. 1 48.3 56 .1 56.3 7.6 (14.5 ) (15 .6) (24 .4) (33. 1) 

·:o:e: 11pri vate11 ircll..des in average 73 fi nrs q..oted in the l'exica, stock excha-ge "SCE" irclu:les in average 20 finrs ,h,:;c are> 

directly ccntrolled in the b..d::Jet plL.S TEL.1'EX. 

Scurce: Ct..entas Hacerdar i as ( SHCP l; !nfonrecic'n Finarciera de erp-esas l'ex i caias (!NEG!); lnfonrecic'n trirrestral (Bolsa d? - -

Vil lores) . 



of comparing "apples and pears". The second is that if we assume that SOEs 
set prices to reflect social marginal costs and given the importance of scale 
economies and externalities then profitability comparison are misleading. 

3 .17 Howev.er SOEs rate of return has been consistently and substantially 
be low that of the pr ivate sector, and there is no evidence that Mexican SOEs 
fo llow such pr icing rules. What fa c tors then explain this poor performance? 

3.18 We note firs tly t hat SOEs follow a number of non commercial 
objectives. For exampl e CONSUPO has the objective ~o~fc---::p~r~o~v~1~a~1Mn- g- ~6-~asic 
foodstuffs at "accessible prices" and of distributing them directly to 
inaccessible areas. SOEs producing energy on the other hand provide energy to 
the economy at low prices as a form of implic it subsidy to private and public 
companies. 

3.19 Secondly, as we discuss in Chapter IV , the SOEs are subject to a 
number of additional controls to thos e of private companies that would have a 
detrimental effect on per formance due to the restrictions on the managerial 
autonomy . 

3.20 Thirdly SOEs are concentrated in economic areas - production of 
generalized inte r media te and capital goods - where, a priori, have lower rates 
of return. Fourthly, the sample of SOEs used includes both major ity owned 
firms as well as decentralized organizations. The latter , giving their legal 
form, do not necessarily report profits. As can be seen in Table III.1.4 
decentralized organizations exclud i ng PEHEX and government transfers have had 
a worse performance. 

3.21 Finally, one crucial reason for poor performance of SOEs vis a vis 
with that of the private enterprises is price controls. Price controls have 
resulted in some cases ratios of price - unit costs below unity, and - for 
tradeab l es - domestic pric es below international prices , and a complicated 
structure of differential pric es reflecting a complex set of social-political
economic factors. The difference between domestic and foreign pric e, assum ing 
that the same sales could have been implies an implicit revenue loss of SOEs. 

As can be seen in Table III.1.5 although real prices rose or remained constant 
from 1982 to 1987, by 1989 they have again fallen to their 1982 values. The 
latter reflecting the price freeze adopted since early 1988 as part of the 
anti-inflation policy. The differential pricing structure, approximated by 
the standard deviation, on the other hand has been reduced. 

3.22 In Tables III.1.6 we summarize the financial performance of SOEs in 
greater detail while in Table III.1 . 7 we show complementary information on 
SOEs cash flows. 

f
3 . 23 A comparison between the pre SOE reform eriod 1970 to 1982) and the 
st ate own!~ en~er rise reform period, SOER, 1983 to 1988) the following 
f eatures stand out: 

(i) The average values of liquidity indicators have worsened. 
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ACID lEST 

JSC DO 00" JSC 

74.1 56.8 ffJ .9 76.7 

1<;8) 88.9 52.7 55.7 n .3 
1~1 55 .5 44.5 46.9 85 .6 
1<;82 62.8 % .5 84 .6 95 .4 

l<;ffi 81 .9 1US.3 ~ -5 59.7 

1~ 55.4 111.2 1~.1 58.8 

1Sffi 42.6 1CB.6 104.7 58. 1 

1t;6', ffJ.9 91 .0 82.6 57. 1 

1W t.B.6 1~.7 100.3 57.6 
1<;ffi 

iJ'.9 ffi.6 85.0 00.8 t.B.9 

IX) 00" JSC IX) 

46.1 45.7 C 3.8) C 6.6) 
53.3 53.2 C 1.9) C 9.3) 

n .1 n.4 c42. n (32.2) 

&..9 ffi .9 (66.6) (13.1 ) 

52.6 54.0 C 1.4) c 2. n 

41.5 40.5 (13.5) C 1.3) 

41 .3 39.5 c 8.n C 7.4) 

30.5 28.0 c 2.n (18.0) 

28.4 Zl.2 (10.9) (17.5) 

47.8 47.2 (16.9) (28.3) 

C 7.4) 

(10.5) 

(36.3) 
(14.8) 

( 3. 1) 

C 1.5) 

C 8.4) 
(20.3) 

c19.n 

(42.9) 

PRC)' ITS .: SALES 

Cw/o trrn;fers) 

JSC IX) 

(12.5) (18.3) (33 .3) 

(19.5) (19.9) (35.5) 

(13.6) (36.5) (51 .0) 

(21.5) (35.5) (51.8) 

(16.2) (31.2) (42. .7) 

(16. 7) (28.3) (Z3 .8) 

lllcre: JSC Joint stcx:lc CXJTµnf; 00 0eca,t ra I i sed Ol"'gcr'li sat i ai; 00" Deca,tral i sed Ol"'gcr'li sat i a"6 e.,cc I tni rg P9EX. 

<J'.9 . a-.e-age 

Seu-cc: D..mta a! la Hocicrm PU>I. ica F~l. 



TABLE I I 1.1.5: PRICES QE SELECTED S.O.E. PRID.x:E) (l}t{DITIES 

(Ccrsta1t pesos) 

CONCEPT 1S62 1~ 1~ 1<;65 1S6!> 

PETRU.ELM PRCDLCTS (LTR.) 

AVERAQ: 1.96 2.92 2.55 2.20 2.48 

STAN)ARO DEVIATION 1.65 2.38 1.62 1.27 1.06 

PETRCx:HEMICALS (KG . ) 

AVERA~ 3.W 4.05 4.0S 3.54 3.96 

STAN)AAO DEVIATION 3.29 3. 13 3.20 2.47 2. 79 

ELECTRICITY (K'w'H . ) 

AVE~ 0.47 0.37 0.50 0.49 0.57 

STAN)AAO DEVIATION 0.61 0.44 0.fft 0.56 0.65 

FERTILISERS (TONS.) 

AVE~ 1.70 1.72 1.61 1.49 1.51 

STAN)AAO DEVIATI ON 1.42 1.24 1.20 1.00 1.22 

I~ All) STEEL (TON. PESO) 

AVERA~ 6.80 6.80 6.80 6.80 6.80 

STAN)AAO DEVIATION 2. 76 3.42 4.45 3.05 2.87 

s..GAR (KG.) 

AVERA~ 5.0S 5.0S 5.06 5.0S 5.0S 

STAN)AAO DEVIATION 0.18 0.20 0.30 0.26 0.43 

TRANSPCRT 

AVERA~ 0. 16 0.16 0.16 0.16 0.16 

STAN)AAO DEVIATION 6.05 4.FN 6.0S 5.05 4.65 

sa..RCE: HOICADCRES ECDOIICOS; BANCO DE 1-EXICO. 

1987 ,sea 1se9 

2.48 2.31 1.98 

1.02 o.w 0.85 

4.25 3.57 3.07 

3.47 3. 18 2.70 

0.55 0.55 0.47 

0.fft 0.74 0.63 

1.52 1.51 1.30 

1.25 o.w 0.77 

6.80 6.80 6.80 

2.79 2.53 2.13 

5.0S 5.06 5.0S 

UH 0.93 0.65 

0. 16 0. 16 0. 16 

5.61 6. 19 5.35 



111. 1 ~ CDB11Do\TB> SJ:: PRill:IPlE FIIWCIAI. lll>ICATCRS 

A V E I< C H A N G E 

A V E R A G E END 0 F PERIOD 

1973-78 1979-82 1c;ffi-88 1973-78 1979-82 1c;ffl-88 1973-78 1979-82 1c;ffi-88 

LICUIDITY 

SKRT-TBl4 ASSETS X 

SKRT-TBl4 LIABILITIES D.18 20.49 19.48 (6.44) (2.40) (1.1~) (32.20) (7.21) (5.31) 

CWi thcut PBEX) 32.12 20.CB 17.0. (6.29) (2.36) (0.97) (31.1.6) (7.C8) (4.87) 

SIOU-TBl4 ASSETS- IN\81TCRIES X 

SKRT-TBl4S .LIABILITIES 22.86 11 .24 11 . n (5.(:6) (1 . 72) (0.34) (2B.30) (5.17) (1.72) 
(Wi thcut PBEX) 22.31 10.W 10. 10 (5.ro> (1.75) (0.21) (2B.01) (5.24) (1.(B) 

FIIWCIAI. STABILITY 

TOTAL LIABILITIES X 

TOTAL ~S 11.111 11 .37 6.9"+ 0.73 0.63 (1.72) 3.63 1.c;o (8.62) 
(Wi thcut PBEX) 11.26 10. 7'9 6.46 0.73 0.57 (1.fJJ) 3.67 1.70 (8.43) 

9l: !Al CN>IT Al X 

TOTAL LIABILITIES n .42 2D.86 36.51 (22.ln) (4.68) 9.15 (114.16) (14.0.) 45.TT 
(Wi thcut PBEX) 70.51 2D.10 35.42 (22.86) (4.52) 8.~ (114.D) (13.56) 44.<;0 

INTERNAL CASH CBERAlB> X 

IET SALES (Withrut PBEX) n.a. (19.0.) (25 .C8) n.a. (4.00) 3.92 n.a. 4.50 29.00 

FIIWCIAL GN> X 

IET SALES (Wi thrut PBEX) n.a. (58.20) (48.72) n.a. (5.15) 6.9"+ n.a. 16.10 21.c;o 

PRCFITABILITY 

IET IIIIJE X 

SALES (3.74) (2.31) (2.CB) 417.111 (1.76) o.c;o 2.09 (5.2B) 4.50 
(Wi thrut PBEX) (3.74) (2.31) (2.CB) 0.42 (1.76) o.c;o 2.09 (5.27) 4.50 

c;u;s MARGIN X 

SALES (Withrut PBEX) n.a. (6.74) (3.32) n.a. 1.93 3.24 n.a. 7.00 13.ffi 

IET IIIIJE X 

9l:IAL CN>IT Al (9.31) (6.78) (3.76) (1 . 17) (6.34) 2.46 (5.84) (19.01) 12.2B 
(Wi thrut PBEX) (9.32) (6.78) (3.76) (1.17) (6.34) 2.46 (5.ln) (19.01) 12.2B 

IET IIIIJE X 

f llCED ASSETS (2.9'5) (5.97) (3.45) (0.87) (6.16) 1.c;o (5.54) (18.49) 9.49 
(Wi thrut PBEC) (2. 9'5) (5.97) (3.45) (1.11) . (6.16) 1 _c;o (5.54) (18.49) 9.49 

FIIWCIAI. RE.9.1.TS 

CJlERATll«i IIIIJE -

CFERATll«i aST (tha&rd 

af arrent nri l l ia, pesos) 16,040 19,822 6,140 5,7!!8 (26,429) 2,824 2B,9f+1 (7'9,286) 14, 122 
(Wi thrut PBEX) (11,254) (14,209) (6,714) (4.SW!) 18,9'.6 (3,211)) (24,841) 56,ln? (16,402) 



Ill. 1.~b): 9:1..EC'IB) i: Q. f..= Fl IWl:IAL 111> I r.ATCRS 

C H A N G E 

CONCEPT A V E R A G E A V E R A G E E N D 0 F P E R I O D 

1973-78 1979-82 1c;ffl-8B 1973-78 1979-82 1c;ffl-8B 1973-78 1979-82 1c;ffl-8B 

LlaJIDilY 

91RT-T814 ASSETS X 

91RT-T814 LIABILITIES 6.ffi 4.56 6.14 (0.60) (0.56) 0. 75 (3.02) (2.60) 0.00 

91RT-T814 ASSETS- INl&TCRIES X 

91RT-TBICS LIABILITIES 2.liS 2.26 3.45 (0.30) (0.IY>) O.:Il (1.49) (0.46) (1.04) 

FIIWCIAL STABILllY 

TOTAL LIABILITIES% 

TOT AL ASSETS 3. 11 2.82 2. IY> 0.21 CO. IY>) (0.26) 1.IY> 0.40 (1.35) 

SOCIAL r.N>ITAL X 

TCJl'AL LIABILITIES 4.23 5.46 10.71 (1./,6) 0.42 2.87 (7. 28) (2. 11) 16.30 

INT . c:ASH CBI/NET SAL.ES (%) n.a. (19.00) (25.10) n.a. (4.00) 3.S(J n.a. (16.00) 40.40 

FI IWC. GliP flET SAl.£S (%) n.a. (58.20) (48.70) n.a. (20.60) 6.S(J n.a. (20.60) 47.!D 

PRCFITABI Lill 

IET IICDE X 

.LES (1./,4) (0.84) (0.53) (0. 14) (0.36) 0.37 (0.68) (1 .93) 1. 19 

au;s '49/IET SAL.ES (%) n.a. (6.70) (3.30) n.a. (1 . S(J) 3.20 n.a. (7.70) 25.30 

IET IICDE % 

SOCIAL CAP IT AL (0.46) (2. 10) (1.01) (0.11) (1.60) 1. 17 (0.55) (6.68) 5.70 

IET IICDE X 
fIJCB) ASSETS (0.34) (4.79) (2. IY>) CO.CE) (3.82) 2.ffi (0.38) c1s.an 12. CB 

FIIWCIAL RES1. TS 

CJlERATilli IICDE -

CJlERATl lli CIET ( tln.Sird 

af arrent mi llim pesos) 3'544,CB4 5'161 ,819 (854,956) m ,1~ (1 •7'(]5 ,325) (471,787) 4'1{/j,{R.3 (20'647,275)(2'830, 719) 

*/ lrclu:les: !J'E, <DWlJlO, FERTDEX, FERIDW.ES, SICMTSA. 

Saree: 0.e'1tas de la ttacierm Pll>l ica Fed!ral . 



TABLE 111 . 1 .7: i.._ Q.,_ k COMPLEMENTARY J..:.. ·uRMATION 

(in constant 78, thousard million pesos) 

A) Consolidated, Excluding PEMEX. 

-----------------------------=-=============----==================================================== 
C H A G E 

C O N C E P T 

A V E R A G E A V E R A G E END OF PERIOD 

78-82 83 · 87 79·82 83 -87 79-82 83-87 

==================================================================================================== 
Net sales revenues 195 .0 223.7 11. 5 1 .3 46 . 1 28 . 5 

\lages 77 . 1 66 .6 7.5 (7 . 4) 30 .2 ( 15 .8) 
Other direct costs 131.9 163.9 8. 5 1. 4 33 .8 (8 . 1) 
Gross marg in (before Int . ) (13 .9) (6.7) (4. 5) 7.3 C 17 .9 ) 52.3 

Interest 24 .2 46.5 5.6 (3 .3) 22 .3 (36.2) 
In t ernal cash generation (38.4) (55.2) ( 10 . 1) 8 .6 (40.2) 78 .5 

Investment 76.8 52.2 6. 2 (6 .8 ) 24 .9 (10 .6) 
Financial gap (before net debt 

flows & govt. transfer) (115 .2) C 107 .8) ( 16.3) 15 .0 (65.0) 87 . 1 

Government transfers 82.9 91 . 2 15.6 C 10 .9) 62 .4 56 .7 
**************************************************************************************************** 

B) For Five S.O . E. s (CFE, CONASUPO , FERTIMEX, FERRONALES, SICARTSA). 

==================================================================================================== 
Net sales revenues 

\lages 

Other direct costs 

Gross margin 
(bef ore Int . & deprec.) 

Interest 
Internal cash generation 

Investment 

Financial gap (before net debt 
fl ows & govt . transfer) 

Government transfers 

67.6 

25.1 

63 .3 

(20 .8) 

22 .3 
(43.1) 

48 .3 

(91 .4) 

60.3 

75 . 4 

19 . 1 
75 . 0 

( 18.8) 

36. 1 

(54 .9) 

36.5 

(91.4) 

75 .0 

2. 9 

,. 7 

4 .5 

(3 .3) 

5. 6 
(8.9) 

5.0 

( 1;3. 9) 

14.3 

(0. 1) 

(2. 0) 
(0.8) 

2.8 

(3 .8) 

6. 6 

(4.4) 

11.0 

(8 . 0) 

11 . 4 

6 .7 
17.8 

(13. 0) 

22.4 
(35 . 4) 

20. 1 

(55.5) 

57. 1 

5.8 

(2 . 5 > 

( 19 .3) 

27 .7 

(30 . 7) 

58 .4 

C 12 .3) 

70.7 

(46 .2) 
•••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

I 

Source : Cuentas de la Hacienda Publica Federal. 



(ii) F.µiancl.._al stability, on the other hand , using the total 
liability - total asset ratio shows an improvement, as it fell 
from an average value of 11% during 1979/82, to 7% during 1983/8. 
The social capital to liability ratio also shows an improvement. 
In terms of the internal cash generated (that is, net sales minus _ 
wages and other direct costs and interest payments) to net sales , 
although the a"erage value between the last two subperiods has 
wor sened from an average value of 19% to 25%, during the l ast 
period the percentage po int changes both average (21) and end of 
period (37) show improvements. The financial gap before debt 
flows and government transfers (that is, internal cash generated 
minus investment expenditure) has improved from -58% average value 
in the subperiod 1979/82 . to -47% during SOER . Further during the 
last period, the percentage point change is on average 16% and 22% 
reflecting improvements within the last period. 

(iii) The rate of return measures also, in general show worsening 
iituation during the pre SOER period and i~ ~~vements during the 
SOER period. The net income to sales r at io althoug orsens 
between the three subperiods 1973/78 , 1979/82, and 198 3/8, witl1 in 
the l ast subperiod there is an improvement as the average and end 
of per iod percentage point changes a re 1 and 5 percent 
re spec tively. The gross margin before interest payments t o sales, 
had an average value of 77. and 3% for the two subperiods 1979/82 , 
and 1983/88 respectively. Within the latter period however there 
has been an improvement changing from -377. to 18 7. during 1983 and 
1987 respectively . 

3 . 24 As Table III.1 . 7 shows, although SOEs have increased their real net 
sales and reduced their real wage bills, other direct costs have increased, as 
have interest payments. The major reasons for improvement has been a ra d i cal 
and dramatic fall in investment expenditure. The main reason that the 
financial performance has not improved dramatically is the problem of debt 
interest payments. 

Economic Evaluation 

3.25 In this section we attempt an economic evaluation of the SOE sector. 

3 . 26 We use data drawn from the national accounts, as well as for the 
sample of directly controlled SOEs. 

3.27 We use one main indicator of efficiency labor productivity . The 
growth rate in labor productivity is measured by the rate of change of real 
value added to number employed. 

3.28 In Table III.1.8 we show the evolution of labor productivi ty, 
distinguishing between different types of SOEs . The following features stand 
out: (i) For the consolidated total SOE sector as well as for the sample of 
directly controlled SOEs theFe was an improvement in productivity between the 
two subperiods 1979/82 and 1983/8, the average growth rates were 15% and 27% 
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1976 1977 1978 

SCE (2.36) 18.58 (0.68) 

(W/0 Pe,£)() 7.97 6. 71 (2 . 93) 

Directly Ccntrolled (9.33) 33.24 2.56 

(W/0 POE)() 5.89 12.09 (1 .81) 

lrd irect ly Caitrolled 11.04 0.11 (0 .44) 

TABLE: l1.!.J.& 9:E: PRCIU:T!VITY 

(rate of grOolth) 

1979 1<;6) 1981 1<;62 

10.51 24 .91 (1 .25) 25.56 

(0.54) (10.53) 3.31 (7.38) 

26. 17 43.26 (3 .35) 42 .15 

20.22 (10.07) (7.86) (14.27) 

(13 .26) (13. 36) 5.89 (9.51) 

1<;63 1S84 

5. 15 (2.39) 

1.64 5. 19 

18.96 (13 .44) 

17.64 2.25 

4.87 8.48 

*********••·············································· •••••••••••••••••••••••••••••••••••••••••• 

Centi ruat i en 

Average Average 

--- ---
79·82 83·87 

--- ---

SCE 14.93 (1.30) 

(W/0 POE)() (3.78) 5.69 

Directly Ccntrolled 27.DS (3 .23) 

( W/0 POE)() (3.00) 8.48 

Ir-directly Ccntrolled (7. 56) 2.26 

Note: Real gross cbrestic prcdct was d:ltaired by using the eccrcm,,, wide ~ deflactor base 1970. 

S<X.Jrce: Data prcdced by !NEG!. 

1<;65 1<;86 1987 

(8.44) (10 .10) 9.30 

3.12 18.22 0.29 

(10.98) (22.61) 11.94 

13. <;6 12 .14 (3.61 l 

(16.33) 17.26 (3.00) 

··········-· **"'"''**•• 



respectively for the two subperiods. If PEMEX is excluded, however, the 
opposite holds. While the average growth in productivity was -4i. during 
1979/82, it improved to an average of 6% during SOER period. (ii) As can be 
seen in graphs 111.1.1 and III.1.2, labor productivity growth which had risen 
from 1975 to 1979 falls dramatically between 1979 and 1982, years of the 
petroleum boom up to 1981. 1982 figure reflects the economic recession was 
ac companied b,y labor hoarding . From 1983 onwards. years of ec onomi c 
recession. however, it improves. 

3 . 29 We note, however care should be taken in definitive interpretations 
of the data. Firstly the real value added of the SOE sector is obtained by 
deflating the nominal SOE value added by the economy wide GDP deflator. Thus 
there are problems of changes in relative prices - particularly relevant when 
we include PEMEX. Secondly number of workers is approximated by the annual 
average paid positions, thus there is the problem of double counting to the 
extent that a worker holds more than one job. During the recent recession 
workers holding more than one job may have increased. However, the second job 
is more likely to reflect moonlighting rather than within the SOE sect0r 
itself. 

Financial and Economic Performance Compared 

3 . 30 Financial and economic performance do not necessarily have t o be 
positively correlated, where the lack of positive relation is mainly due to 
the distorted price structure. 

3 . 31 To the extent, however , the system of foreign trade protection 
combined with other regulations that reduced domestic competition, and the 
existence of fiscal - financial incentives which permitted widespread 
inefficiency, we would expect the industry to be characterized by high real 
costs of production at both market and economic prices. Thus, inefficiency 
should be validated by poor economic performance. 

3 . 32 In order to obtain some idea of the correlation between productivity 
and financial performance we draw in Graphs III . 1 . 1 and III . 1 . 2 labor 
productivity growth and financial performance (net income sales ratio) for the 
period 1975 to 1987, where both variables are normalized for ease of 
comparison. As can be seen the rate of growth of productivity (PROD) and 
"profitability" (REN) are collinear. 

3.33 The behavior of these variables shows that there was a deterioration 
of financial and economic performance of SOEs (excluding PEMEX) during the 
seventies and early eighties. For both variables during SOER. there has been 
an improvement. 

III.2 The Macroeconomic Implications 

3 . 34 In this subsection we discuss the implications of the SOE sector_~ 
(i) the fiscal accounts of the ublic sector; and (ii) the impact on foreign 
debt an e current account. We note that the analysis is based on the same 
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sample (that is, directly controled SOEs) of SOEs as the previous section 
unless stated otherwise. 

lll.2.1. Budgetary Impact 

3.35 One of the most conunon criticism levied against the SOE sector is 
that it represents a heavy drain on public finances. That is, the deficits of 
the SOE sector implies an increase in the overall public sector deficits. 
hence results in macroeconomic imbalances. 

3.36 The negative assertion above, however, must be modified in that SOEs 
deficits are not undesirable per se and a balanced or fiscal surplus is not 
necess~rily an appropriate aim. Just like a private firm running deficits to 
finance investment for the production of marketable goods may be desirable. A 
description of the evolution of the SOEs budget must be supplemented with an 
examination of the factors that contribute to deficits and the method of 
financing (see Short, 1984). 

3.37 In this section we attempt to determine the impact of the SOEs on 
the fiscal budget. We first discuss the structure and evolution of the SOE 
sector per se, both for the consolidated non financial public sector as well 
as for the SOE sector. Secondly, we calculate the different intra-public 
sector flows in order to determine the net flows between the Federal 
Government and the SOE sector, hence the budget burden of the SOE sector. 

Budget 

3.38 In Table III.2.1 we show various sununary indicators of the public 
and SOE budgetary position. We use four indicators of fiscal stance 
reflecting that conventional measure of the public sector borrowing 
requirement may be misleading indicator of fiscal stance in situations of high 
and variable inflation rate and major realignments of the exchange rate (see 
Buiter 1985). 

3.39 The first measure - the financial deficit - corresponds to the 
public sector borrowing requirement. The second - the primary deficit or 
operational surplus - is the public sector borrowing requirement minus 
interest payments on domestic and foreign debt. The third definition - the 
real deficit - is the public sector borrowing requirement minus the 
amortization of domestic debt due to inflation. The fourth indicator - the 
domestic deficit - is the public sector borrowing 74 requirement minus foreign 
transactions, that is, minus net exports and interest payments on foreign 
debt. 

3.40 The financial deficit of the public sector rose from about 3% of 
gross domestic product in 1971, to 10% in 1975 and then fell to about 7% for 
the rest of the seventies. It doubled from 1980 to 1981, and reached 18% of 
gross domestic product by 1982. For 1983 to 1985 it fell to an average of 
about 9%, but rose again to 16% for the years 1986, 1987. By 1988 it was 
13%of gross domestic product. The SOE financial deficit grew from under 1% in 
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TABLE I I I .2. 1 HOICATCRS Qf ~ ~ 
(~) 

F i n a n c i a l 0 e f i c i t PrilTBry Deficit Real Deficit Oarestic 

Deficit 

-- ·---- ---
Plbl ic s 0 E Pi.bl ic &E Pi.bl ic &E &E 
Sector Sector Sector 

(1) &E* (2) (3) 

1970 n.a. 0.41 0.49 0.88 1.W n.a. -0.27 -0.04 n.a. n.a. n.a. 

1971 2.47 1.20 0.95 1.56 2.68 0.48 0.66 0.62 1.75 n.a. n.a. 

1972 4.9'3 0.84 0.73 1.31 2.f:J, 2.39 0. 10 0.15 4. 12 n.a. n.a. 

1973 6.86 1.f:J, 1. 19 2.49 3.SO 3.79 1.04 0.72 3.81 n.a. n.a. 

1974 7.-;3 1.63 1.48 2.82 4.16 4 0.96 0.95 4.48 n.a. n.a. 

1975 10.01 3.60 2.36 5.72 7.17 6.5 2.82 1.72 8.4 n.a. n.a. 

1976 9.FR 2.65 1.-;3 3.77 4.78 4.9'3 1.63 1. 17 6.32 n.a. n.a. 

1977 6.74 1.00 0.88 3.04 4.05 2.33 0.85 0. 14 4.41 n.a. n.a. 

1978 6.68 2.32 0.92 3.62 4.58 2.35 1.34 0.-;3 4.95 n.a. n.a. 

1979 7.61 2. 14 0.91 3.61 4.48 2.87 0.9'3 0.20 5.46 n.a. n.a. 
1<;6) 7.85 2.74 1.35 4.23 5.74 3. 16 1.16 0.53 4.84 n.a. 0.27 

1961 14.75 5.56 1.75 7.03 8.86 8.38 3.64 0.88 11.TR -0. 13 1.31 

1962 17.82 0.FR 0.79 2.01 4.65 3.55 -1.97 -0.45 8.34 -0:47 -8.04 

1963 8.W 0.18 0.40 1.46 4.36 -5 .05 -3.9' -1.65 -0.07 -0.28 -11 .38 

1964 8.71 -0 .FR 1.00 0.14 2.00 -5 .6 -4.73 -1 . 19 1 .71 -0. 10 -10.39 

1985 9.95 -0 .54 0.44 0.78 2.FR -4 .05 -3.44 · 1.44 2.39 -0.00 · 8.57 
1se6 16.76 0.16 0. 18 1.54 3. 17 -2.26 -2.43 -1.32 3.67 -0.07 • 4.84 
1967 16.36 -0.01 0. 13 1.11 2.18 -5 .00 -2.Q!, · 1 .01 0.13 -0.02 -6.42 

1968 12.57 -0.03 -0.15 0.47 1.18 -4.26 -1 .92 -0.97 6.53 0.00 n.a. 

Average 

71-78 6.9 2.0 1.2 3.0 4.3 3.3 1.2 0.7 4.8 n.a. n.a. 

79-82 12.0 2.8 1.2 4.2 5.9 4.5 0.9 0.3 7.6 -0.3 -2.2 

83-88 12.2 -0.2 0.3 0.9 2.8 -4 .4 -3. 1 -1.3 2.4 -0.1 -8.3 

O,crge 

Average 
72-78 0.6 0.2 0.0 0.3 0.3 0.3 0.1 -0.1 0.5 n.a. n.a. 

79-82 2.8 -0.4 0.0 -0.4 0.0 0.3 -0.8 -0.2 0.8 n.a. -4.2 

83-88 -0.9 -0.2 -0.2 -0.3 -0.6 -1 .3 0.0 -0. 1 -0.3 0.1 0.3 

erd of peria:l 

72-78 1.8 1.5 0.2 2.3 1.9 0.0 1.2 0.1 0.8 n.a. n.a. 

79-82 10.2 -1 .2 -0.1 -1.6 0.2 0.7 -2.9 -0. 7 2.9 n.a. n.a. 

83-88 3.6 -0.2 -0.6 -1.0 -3.2 0.8 2.0 0.7 6.6 0.3 5.0 

1/ (1) total ; (2) total excll.dirg capital tr.n.fers; (3) excll.dirg capital a, a.rrent tr.n.fers . 

2/ Real deficit in the fi nErCial defic it corrected for arortisat ion of d:mestic debt cLe to inflation. 

3/ C&E*) Excll.dirgP9£X 

5a..rce: Firaizas del Sector Pl:blico INEGI, CUl!ntas de la Hacierda Pl:blica, S.P.P. 



1970 to a peak of almost 6% of domestic gross product in 1981 , whenc e it ha s 
fallen and changed to a surplus (under 1% of GDP) fr om 1984 onwards. 

3.41 However, an argument could be made for excluding the transfer s 
received by SOEs. Capital transfers could be excluded given (i) de fa c to 
little economic difference between loan, equity, and capital transfers given 
the soft nature of the loans, and no expectation that div idend s on equity is 
paid. (ii) Both capital transfers and other forms of finan c ing represen t a 
resource burden that has to be met by other sec tors of the economy. Excluding 
capital transfers (co lumn 2 ) a similar pattern is observed but the defic it 
reaches a 7% of GDP in 1981 and although falls from that year onwards the 
budget remains a deficit. If both types of transfers are excluded (column 3) 
the deficits of the SOE sector represents a much higher percentage of gross 
domestic product. 

3 . 42 Thus, the stylized facts (see also Table III . 2 . 2 ) a r e : the nominal 
public sector borrowing requirement rose from an ave r a ge o f 7% to 12% to 12.2 % 
as a percent of gross domestic product for the pe r i od s 19 71 / 78 , 19 79/ 82, an d 
1983/88 respe c tively. For the SOEs on the other hand the defic it rose from 2% 
of GDP in 1971/78 period to 3% during 1979/82, for the 1 983/ 88 period it ha s 
on average been a surplus. Excluding PEMEX the SOEs average public se c t o r 
borrowing requirement remained the same during the fi rst two per i ods and 
thereafter has bec ome a surplus. The average primary def ici t on the other 
hand fell between the first two subperiods and has be c ome a surplus o f ab out 
3% of GDP during 1983 to 1988 . The average real deficit was a surplus for 
both subperiods 19 79/82 and 1983/88 reflecting the rising importanc e o f 
interest payments , combined with debt amortization due t o inflation. 

3 . 43 In what follows we briefly discuss the factors that contributed t o 
t his evolution of the publi c and SOE budgets . The dis cussion first 
concentrates on the pre SOE reform period that is the period 1970 to 198 2 , and 
then discusses the fact o rs explaining the evolution o f the SOEs budget durin g 
the state owned enterprise reform period (SOER ) , that is the period 198 3 to 
1988. 

3.44 The pattern for the public sector deficit ( see Table III.2.2) for 
the pre-reform period 1970 to 1983) reflects the combined effec ts of the 
f ollowing factors . ( i) A tendency for expenditure to ou t run incomes given on 
the one hand increasing demands for expenditure but resis t anc e by the privat e 
se c t or to tax hikes . (ii) The expenditure pattern i mp l ied by the political -
e lectoral cycle). (iii) The intertwined impact of externa l shocks and a 
policy response in which the government acts as a buffer . ( iv ) The effec t s 
of inflation and exchange rate changes. The most important external shocks 
during the pre SOER period were (i) a low negative real interest rate on 
f oreign debt; (ii) an abundance of external credit-reflect ing the recycling of 
petroldollars; and (iii) the rise in international petroleum prices which wer e 
perceived as •p~rmanent". 

3.45 The rise in petroleum prices meant (i ) an increase in the present 
value of the public sector wealth - as the price rise was considered permanent 
(see Buiter and Miller , and for Mexico, Mecleod) ; and (ii) a change in 
relative prices such that there was an increase in profitabil i ty of petroleum 
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TABLE I I I .2.2.a: FINANCIAL DEFICIT QE ~ ~ 9..0<E 
(as % of gross d:mestic ~t) 

C H A N G E 

C O N C E P T . AVERAGi: A V E R A G E 00 OF PERICD 

70-?B 79-82 83-88 71 -?B 79-82 83-88 70-?B 79-82 83-88 

a..RREHT INCOE 20 .27 27.07 31 . 71 0.75 1.66 (0.02) 6.00 5.52 (3 .32) 

a..RREHT EXPED I ltRE 15.65 18.63 16.51 0.52 0.53 (0.68) 4.19 2.10 (2.49) 

SAVING BEFCRE 

INTERESTS PAMNT 4.62. 8.44 15.20 0.23 1 . 13 0.66 1 .81 3.42 (0.83) 

INTERESTS PAYI-ENT 2.08 6.57 16.04 0.15 2.S9 0.56 1. 19 11 .79 4. r:R 

a..RRENT SAVING 2.55 1.87 (0.85) 0.08 (1.86) 0.10 0.62. (8.36) (4 .91) 

a..RRENT OF CAPITAL 7.34 10.75 8.47 0.28 0.92 (0. 73) 2.26 2.47 (3.00) 

FINANCIAL DEFICIT 4.79 8.89 9.32 0.20 2. 7B . (0.82) 1.63 10.84 1.92 

PRIMARY DEF ICIT 2. 71 2.31 (6. 72) 0.06 (0.21) (1.39) 0.45 (0.95) (2. 17) 

STCO:: OF DEBT 30.26 48.81 85 . 14 2.64 10.87 (2.63) 21 . 12 46 .25 (6. 72 ) 

SERVICE OF DEBT 6.53 13.17 25.16 0.ff} 2.39 2. 07 5.55 10.53 12.32 

NET l~EBTNESS 5.16 9.82 9. 74 0.49 2.52 (1.12) 3.94 8.74 (0 .16) 

REVALUATI~ 2.43 12.08 29. 19 0.17 10.44 (6.54) 1.34 42 .92 (16.71) 

TABLE I I I .2.2.b. FINANCIAL DEFICIT QE ~ ~tffNT 

(as % of gross d:mestic ~t) 

CHANGE 

C O N C E P T A V E R A G E A V E R A G E E~ OF PERICD 

70-?B 79-82 83-88 71 -?B 79-82 83-88 70-?B 79-82 83-88 

a..RRENT INCOE 10. 75 15 . 12 18. 05 0.47 0.82 0.31 3. 72 2. 23 (1.66) 

a..RRENT EXPEDITLRE 7.80 10.56 8. 10 0.30 0. 7B (0.83) 2.40 4 .04 (3.00} 

SAVING BEFCRE 

INTERESTS PAYI-ENT 2.95 4.56 9.95 0.17 0. 05 1.13 1.32 (1 .82) (1.35 } 

INTERESTS PAMNT 1.30 2.25 13.19 0. 11 2.52 0.77 0.89 1.22 6.58 

a..RRENT SAVING 1.65 2.31 ( 3.24} 0. 05 (2.47) 0.36 0.44 (3.04) (5.23) 

a..RRENT OF CAPITAL 4.65 5.79 6.28 0. 02 0.67 (0.28) 0. 16 1. 11 (2.93) 

FINANCIAL DEFICIT 3.00 3.48 9.52 C0.CI3) 3.14 (0.64) (0.28) 4. 15 2.30 

PRIMARY DEFICIT 1. 70 1.33 (3 .67) (0.15) (0 .62.) (1.41) (1 . 17) 2.63 (4.28) 

STCO:: OF DEBT 19.34 22 . 72 57.49 1.67 5.38 1.42 13.38 (0 . 05 ) 12. 44 

SERVICE OF DEBT 2.87 5.07 19.87 0.32 2. 53 2.35 2.57 (0.25 ) 15.35 

NET I~EBTNESS 3.36 4.36 9.53 0.26 2.76 (0.90) 2.08 1.75 0.62. 

REVALUATI~ 1.51 1.40 18.90 O. CI3 4.23 (1.97) 0.21 1.85 (3 .95) 

Srurce: Fira-,zas del S...ctor Plbl ico INEGI , a.sitas de la Hacierda Plbl ica, S.P .P. 



TABLE 111.2.2.c SCE: r . ~ INCOE ~ EXPEN>I TLRE 
(as . .,c~t) 

CHANGE 

C O N C E P T A V E R A G E A V E R A G E EN) OF PERICD 

70· 78 79·82 83-88 n-78 79·82 83-88. 70-78 79-82 83·88 

~TINCDE 9.5 11.7 13.8 0.3 0.8 -0.3 2.3 2.9 -1.3 

~T EXPEK>ITt.RE 9.0 9.6 10.4 0.2 0.2 ·0.1 1.6 1.2 -1 .4 
CPERATJOW. SLRPLUS 0.5 2.1 3.4 0.1 0.7 ·0. 1 0.6 1.7 0. 1 

INTERESTS PAYl'ENTS 0.8 1.9 2.9 o.o 0.5 ·0.2 0.3 1.7 ·2.5 
SAVING BEFCRE TRANSFERS ·0.3 0.2 0.6 0.0 0.2 0.1 0.3 0. 1 2.6 

Cl.RRENT TRANSFERS 1.2 1.7 1.8 ·0.0 0.4 -0.3 -0 .1 1.8 ·2.2 
Cl.RRENT SAVING 0.9 1.9 2.4 0.0 0.6 -0.3 0.2 1.9 0. 4 

CAP IT AL I NCDE 0. 1 0. 1 0.2 0.0 ·0.0 ·0.0 0.0 -0.1 -0.9 
CAP ITAL EXPEN>ITLRE 3.8 6.2 3.5 0.4 0.2 -0.5 3.0 0.1 · 1.5 
TRANSFERS OF CAP ITAL 1.0 1.4 1.2 0.1 ·0.0 ·O. 1 0.8 ·0.4 ·0 .5 

DEFICIT IN CAPITAL Acal.JjT 2.7 4.7 2.2 0.3 0.3 -0.4 2.1 0.6 ·0 .1 

FINANCIAL DEFICIT 1.8 2.8 ·0.2 0.2 ·0.4 ·0.2 1.9 · 1.2 ·0.5 
PRIMARY DEFICIT 1.0 0.9 ·3.1 0.2 -0 .8 0.0 1.6 ·2.9 2.0 
NET EN)EBTEDNESS 1.8 3.0 0.2 0.2 ·0.2 ·0.2 1.9 ·1 .0 ·0.8 

Meror.rd..m 

SERVICE OF DEBT 3.7 5.2 5.3 0.4 -0. 1 ·0.3 3.0 1.0 ·3.0 
STCO: OF DEBT 10.9 20.2 30.5 1.0 5.5 -6.3 7.7 23.8 ·32.6 



TABLE 111.2.2.d: Cl'.)j91,IDATI:D ~ ll.OGET IJITICJT ~ 
(as X of gross ci:mestic frod..ct) 

---
C H A N G E 

C O N C E P T A V E R A G E A V E R A G E END OF PERI(]) 

70- r'!l 79-82 83-88 71-78 79-82 83-88 70- 78 79-82 83-88 

Cl..RRENT I NCD£ 6.73 6 .91 8.16 0.23 CO.t\S) 0.18 1.81 O.@ 1.18 

Cl..RRENT El<PEM)ITl.RE 7.C1S 7.45 8.17 0.25 o.cs co. 12) 1.se 1.02 (1.24) 

CFERAT I NG 9..RPLUS (0.32) (0.54) (0.01) (0.02) (0.14) 0.30 (0. 17) (0.SV.> 2.42 

INTERESTS PAY14:NTS 0.59 0.91 1.60 0.02 0.14 (0.07) 0. 14 0.52 (1 .23) 

SAVING BEFCRE TRANSFERS (0. 90) (1.45) ( 1.21 > (0 .04) (O.ZB) 0.37 (0.31) (1.45) 3.65 

Cl.RRENT TRANSFERS 1.10 1.70 1.85 (0.02) 0.42 (0.32) (0.17) 1.79 (2.20) 

Cl.RRENT SAVING 0.19 0.25 0.24 (O.t\S) 0.14 o.r,s (0 .48) 0.34 1.45 

CAP IT AL I NO:M: 0.07 o. r,s O. t\S (0.00) (0.01) (0.01) (0.02) 0.03 (0. 10) 

CAP ITAL EXPEND I Tl.RE 2.42 2.89 1.92 0. 10 O. t\S (0 . 17) (0 .76) (0 . 12) (0.51) 

TRANSFERS OF CAPITAL 0. 93 1.39 1. 15 0. 10 (0 .04) (O . t\S) 0.83 (0 .35) (0. 50 ) 

DEFICIT IN CAPITAL Acal.NT 1.41 1.45 0.71 (0.01) 0. 11 (0 . 11) (O .C1S) 0.21 O.@ 

FINANCIAL DEFICIT 1.14 1. 20 0.47 o. r,s (0.03) (0. 16) 0.43 (0.13) (1.36) 

PRIMARY DEFICIT 0.63 0.29 (1.13) 0.04 (0 . 18) CO.@) 0.30 (0.65) (0.13) 

~ 

SERVICE Of DEBT 2.31 2.79 3.03 0.29 (0. 16) (0. 16) 2.30 0.55 (1.16) 

STCX:X Of DEBT 8.18 10.77 11.03 0.60 1.96 (4 .62) 4.83 9.93 (26 .88) 

Sa.rce: Sare as Table 111 .2.2, crd data frOVided by S.P .P. 



and substitutes, and nontradeables vis a vis non petroleum tradeables (f o r a 
survey of the Dutch disease see Wijinbergen 1989) . The price and quantity 
movements in the international financial markets implied that there was an 
decrease in cost of credit relative to the discount rate the latter 
reflecting the perceived low risk of public credit. See Graph III . 2.1 for the 
terms of trade and real interest rate. 

I 

3.46 Both these factors implied (i) an increase in public expenditure f or 
a given income; (ii) a substitution of foreign borrowing for other sources of 
public financing. In addition there were incentives for expansion in the 
presence of greater availability of resources, given the six year political 
cycle, as a means of intertemporal redistribution of wealth to the non oil 
private and public sector in advance of petroleum export income . 

3.47 With respect to SOE sector the increased availability and lower cost 
of financing combined with the change in relative prices implied (i) an 
inc rease in investment and current expenditure of PEMEX ; (ii) an inc rease in 
expenditure of non oil SOE sector reflecting the perceived inc rease in publi c 
sector wealth and the terms of trade effects between tradeables and non 
tradeables; the former was reinforced by (iii) the political cyc le in whi ch 
investment expenditure is concentrated in the last two years of a presidential 
administration; (iv) the investment augementing effects of an overvaluing real 
exchange rate combined with exchange rate devaluation expectations; and by the 
fact that (v) for both the public sector, as well as for the SOE sector, there 
was an increasing importance of interest payments on domestic and foreign 
debt . 

3 . 48 The above factors reinforced the existing expenditure increasing 
factors since the early seventies. Since the "shared development" period 
(1971 to 1976) SOEs had been assigned a role of protecting employment, both 
via increasing employment within existing companies as well as by c reating new 
SOEs or absorbing private companies in difficulties . 

3.49 These expenditure augmenting factors however were not compensated by 
increases in public sector incomes, in general, neither SOEs' incomes in 
particular. 

3 . 50 For the SOE sector price controls were such that prices were below 
international price and where price increases were below the general pric es 
increases , both factors implied a revenue loss. Secondly although inflation 
resulted in fiscal drag as tax payers were pushed into higher tax categories 
there was an increasing tendency in tax evasion. This evasion was also found 
in foreign trade tax income as there was increasing tendency towards under and 
over invoicing due to the movements in the exchange rate. 

3.51 From 1981, the Mexican economy suffered a series of external shocks. 
that is, (i) a fall in petroleum prices; (ii1 a rise in foreign debt real 
interest rate; and (iii) a drying up of fresh foreign loans,such that Mexico 
could not roll-over foreign debt. Originally these shocks were considered 
temporary and no drastic fiscal adjustment was made. The external shocks 
combined with the policy response resulted in a generalized economic crisis. 
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3.52 From 1983 onwards - the SOER period - with a new government and an 
extended loan agreement with the IMF Mexico embarked up on a major fis cal 
adjustment. The fiscal adjustment was to be characterized by: (i) a 
reduction in gove rnment expend!~ (ii) a rise in tax income: (iii) a ri s e 
in SOE sector prices; and (iv) the sale of SOEs. 

3.53 Although the public sector financial defic it fell by half betwe en 
1982 and 1983 , it rose to 17%, 16% and 13 % in years 1986-88 . SOEs' financial 
deficit on the other hand has moved into a surplus or prac ticall y balanced if 
PEMEX is excluded . 

3.54 Thus during the SOER period the fis cal de f icits of the SOEs have in 
general fallen . The fall reflects the fierce budget cu t s implied by the 
stabilization polic y . The cuts have implied a r ad ical f all in investment 
expenditure . Although the labor for ce ha s not been cut so dramatically, wa ge 
inc reases have been below the inflation r ate. On the other hand public se c t or 
pric es and ta r iffs were inc reased at rate s gre a t e r t han the inflation rate 
until the partial price freeze of early 1988. In t he opposite dire c tion 
however, during this period, was the petroleum expo r t i ncome loss due t o the 
fall in export petroleum prices . Further , inte r es t payments rose t o an 
average of 37. o f gross domesti c product , t hat i s, rose fr om an average o f 19% 
of SOE's expenditure during 1979 to 1982 , t o an ave r a ge o f 27% during the SOER 
period . 

3.55 The rising importance of interest payments c an be appreciated by the 
difference between the public sector borrowing re quiremen t and the primary 
balance, during SOER period, the latter had risen to an average surplus of 3% . 

Taxes 

3.56 In Mexico the legal fiscal regime i s not unifo rm neither between 
SOEs and private firms nor between different SOEs . 

3.57 The Ley de Impuestos Sobre la Renta of 1964 exempted SOEs, of 
"whichever nature which were engaged in public serv i c e" . The law that 
superseded it Ley del Impuesto Sobre la Renta does no t include this exempti on 
and states specifically that SOEs engaged in economic ac t i v ity should be 
subject to the same tax rates as their private coun te rpa r t s . 

3.58 However SOEs engaged in social activity are exempted . CONASUPO 
therefore does not pay taxes. Further it must be remembered a SOE that is 
legally a decentralized organization does not necessaril y report profits . 

3.59 On the other hand SOEs are subject to spec ial taxes . PEMEX f o r 
example, a decentralized organization, does not report profits hence does no t 
pay corporate tax. However it is subject to a number of specific taxes (i) 
hydrocarbon rights; (ii) extraction rights tax ; and (iii) special tax on 
production and services . 

3.60 De facto however, it would appear that SOE s in general do not pa1-
taxes even when legally they should do so. For example, the SOEs that are ._____ 
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directly controlled but not exempt from paying taxes like CONASUPO, have not 
paid taxes consistently throughout the period and there is a considerable 
difference between budgeted and actual tax payments. Both factors are 
indi cative of the possibility that SOEs tax contributions are below the value 
that would be obtained by apply i ng the equivalent tax rates . 

3 . 61 In ~ab l e III .2 . 3 we show the evolut i on of the gove rnment s tax income 
and t he SOEs c on t ribution . The fol lowing f eatures stand out . ( i) SOEs 
cont r ibut ed les s than 237. o f f ederal government t ax income dur i ng the period 
1978/82. During SOER however the average contribution has r i s en to 36 7. of 
GDP . (ii) PEMEX contributed on average of 19% during the subperiod 1978/82 , 
during SOER period it contributed on average 36%. However its contribution 
has fallen radically sinc e 1985. PEMEX contribution wa s 37 % in 1985 and it 
fe ll to 25% in 1986, the f all mainly r eflects the petroleum export price which 
fe ll by 50% in 1986 such t hat instead of the budgeted 12/15 thousand million 
do lla rs it was about 6 thousand million dollars. 

Transfers 

3 . 62 The t r ansfers from the Federal Gove r nment t o the SOE s ec t or c an be 
c la s sified in different ways . 

3.63 The first c lassification is between s t atut ory trans fe r s and non 
statutory transfers. The former includes transfers to the social se curity 
o rganizations (IMSS and ISSSTE) , henc e wil l in general not be c onsidered . 

3 . 64 Non statutory - subs i dies - include s : (i) current subsidies f or 
operational deficit s that c an be attributed to pr ice c ont ro ls imposed on the 
SOE; (ii ) capital transfers for investment purposes ac counted as an increase 
in the SOEs social capital; ( iii) subsidies to pay for the SOEs liabilities 
that is either for amortization or f or interest payments ; and ( i v ) de b t 
absorption by the Federal Government of SOEs debt - domes t ic o r foreign - owed. 
Th i s me chanism started in 1986 as part of Financ ial Restructuring Ag r eements 
(CRF) and is discussed in gr eater detail in Chap t er IV . 

3 . 65 In Table III.2 . 4 we show the evolution of transfers both total as 
well as by types, as proportion of gross domestic product, and by main SOE 
re c ipients. 

3.66 The following features stand out: (i) Transfers as a percent of GDP 
have risen from 2%, 3% 4% for the three subperiods respectively . Excluding 
debt absorption during SOER transfers have - on average remained constant 
between 1979/82 and 1983/88. (ii) Both operational and capital transfers fell 
in importance between the first two periods, while subsidies to meet debt 
service rose. (iii) Throughout the period six SOEs represented over 90 7. of 
capital, operationa l, and debt service subsid i es. 
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TABLE I I I .2.3. .§ Q £.:. TAXES PAID 

(percent) 

CDJ. FED . SO: Pe£)( SHARE OF 

YEARS TAX I NCOE TOT AL SEa.RITY 9:CIAL 

TOTAL 

(o/~) (%fgt) (o/~) (%fgt) (o/~) 

1977 11.68 1'.16 9.91 1.00 8.52 n. a. 

1978 12.25 1.26 10.27 1. 15 9.36 n.a . 

1979 12.79 1.60 12.51 1.48 11.54 n.a. 

1980 15.17 3.99 26.28 3.83 25.23 n.a . 

1981 15.22 4.35 28.60 4.05 26.61 2.84 

1982 15.37 7.53 48.97 5. 02 32.68 3.04 

1983 17.51 6.37 36.37 6.83 39.02 2.30 

1984 16.34 6./!6 41.95 5.95 36.41 2.24 

1985 16.56 6 .63 40 .00 6. 26 37.80 2.31 

1986 15.50 4 .99 32.21 3.88 25 .01 2.34 

1987 16.40 6.22 37.SO 5.36 32.67 2.25 

1988 15.79 4 .39 27.77 3.42 21.63 2.24 

Average 

77-82 13.7 3.3 22 .8 2.8 19.0 

83-88 16.4 5.9 36.0 5.3 32.1 

Ch;rge (% i:oints) 

Average 

78-82 0.7 1.3 7.8 0.8 4 .8 

1!3-88 0.1 ·0.5 -3. S -0.3 -1.8 

Erd of i:ericxJ 

77-82 3.7 6.4 39.1 4.0 24.2 

83-88 -1.7 ·2 .0 -8.6 ·3.4 ·17.4 

Note: (% g:t>) as% of gross d::Jrestic prod.ct 

(% fgt) as % of federal govemrent tax i nccrre 

Srurce: Ci..entas de la Hacierda Pull ica, S.P.P. 



TABLE 111.2.4: TRANSFERS IQ ~ 

C H A N G E (¾PO INT S) 

C O N C E P T A V E R A G E A V E R A G E EIO OF PERICD 

L.hits 70-78 79-82 83-88 71-78 79-82 83-88 70-78 79-82 83-88 

TRANSFERS o/¢ 1.6 2.5 4.4 0. 1 0.4 -0.3 0.5 1.4 -2.2 

CPERATICNAL 9..8SIDIES o/¢ 0.8 1.1 0.8 0.0 0. 1 ·0.2 -0.1 0.6 -1 .2 

%TT 54.6 42 .6 24 .2 -3.9 -2.0 -4.3 -31.4 -0.9 -23 .3 

(DjAS,.PQ o/DS 34 . 1 59 .7 51.1 2.8 4.9 -2.7 22 . 1 13.3 · 0.7 

CFE o/DS 13.5 1.4 6.3 -3 .8 -0.3 -0.5 -30.5 2.8 ·16.6 

9..6SECTCR RAIL\.IAYS o/DS 27.9 22.4 5.6 -2.0 -1.9 -3.0 -15 .9 -8.7 ·16 .6 

FERT ll'EX o/DS 2.4 8.8 21.2 0.5 1. 1 4.5 

POEX o/DS 12 . 1 0.7 0.0 0.4 -0.8 0.0 3.2 -2.8 0.0 

CAP ITAL o/¢ 0.6 0.8 0.5 0.0 0. 1 -0 . 1 0.3 0.4 ·0. 5 

%TT 33 .8 31 .9 15 .8 1.5 0.0 -2.5 11.9 -5 .9 -2 .7 

CFE o/.CT 57.4 73 .0 52 .5 2.4 -3 .9 ·3.4 19.2 -12 .2 -13 .8 
(DjAS,.PQ o/..::T 4.4 1.7 1.5 0.2 0.5 -0.3 1.5 2.4 -0.5 

St.BSECTCR RAIL\.IAYS o/.CT 17.4 4.4 13.8 -3.8 0.6 2.5 -30.6 1.7 13 .2 

FERT ll'EX o/.CT 0.8 1.8 10.4 0.2 1.4 0.3 1.6 7.2 -0.3 

P8"EX o/.CT 12.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

PAMNT OF LIABILITIES o/~ 0.2 0.6 1.4 0.0 0.1 0.0 0.3 0.5 -0 .8 

o/~ 11.6 25 .5 43 .2 2.4 1.9 4.1 19.5 6.8 9.7 
':\ 

CFE '.}3)L 8 .3 54 .2 44.8 0.2 19.5 -9.9 1.9 80.0 -48 .0 

SI CAATSA '.}3)L 0.0 7.0 5.0 0.0 0.0 1.7 0.0 -25.1 10 .4 

9..6SECTCR RAIL\.IAYS '.}3)L 60.5 19.5 9.9 5.9 -9 .7 0.2 47.4 · 31 .8 0.2 
(DjAS,.PQ '.}3)L 7.2 7.3 22.9 3.8 -7.7 6.4 30.6 -21.5 38 .4 

FERTll-t:X '.}3)L 1.7 3.7 8.8 1.9 -2.0 1.0 15.2 5. 1 1.2 

DEBT ABSCRBTI~ ~ 1/ o/¢ 1.7 -4.6 0.0 

(total tra,sfers) %TT 33 .4 2.7 16.3 

~TE: o/¢ percent of raniral gross ci:Jrest ic prcxi..ct; %TT percent of total traisfers; o/DS percent of qJeraticnal su:sidies; 

Y..::T percent of capi tal tra-sfers; '.}3)L percent of tra-sfers fOI"" debt arortizaticri a-ct interest J:E)lf8"1ts. 

1/ 86-88 

Srurce: CUentas de la Hacierda Plblica (S.P.P . ) . 



Arrears 

3.67 One form of implicit subsidy to SOEs is their arrears. In Mexic o 
the level of arrears is centralized in the Sistema de Compensaci6n de Adeudos 
(SICOM) created in 1981 by presidential decree. 

3.68 The SICOM system is made up of 560 controlled and non controlled 
SOEs, secondary banks , and other government agencies . All controlled SOEs are 
required to be members of SICOM, further, any SOE engaged with any other 
parastatal must also belong by law. 

3.69 Net arrears are identified by debtor and include interest charges, 
creditor and receivables due . Although SICOM has the right to automatically 
debit the SOE account for transfers to pay for the arrears , it appears that 
this is rarely done. 

3 . 70 Nonetheless, arrears in the SICOM system amounted to less than l Z 
of gross domestic product in 1987, having increased from 291 billion pesos in 
1986 to 600 billion pesos in 1987 , that is, decreased by over 10 % in real 
terms. 

Fiscal Impact 

3 . 71 Ideally, in calculating the net flows between the government and 
SOEs one should distinguish between (i) accounting flows both on a cash as 
well on an accrual basis; and (ii) implicit flows . However data limitations 
precludes such an exhaustive calculation. 

3 . 72 Instead we illustrate the fiscal effect by calculating an admittedly 
crude measure of the fiscal effect. Taxes paid by SOEs and the transfers 
received by them allow us to calculate a - very rough - measure of the budget 
burden of the SOEs. The roughness of the measure is due to (i) not all 
accounting flows between the federal government and the SOE sector are 
incorporated; and (ii) non accounting, but economically important implicit 
flows due to for example expenses and revenue losses due to the pursuit of non 
commercial objectives. 

3.73 In Graphs III.2.2 our crude measure of the budget burden is drawn 
for both the consolidated as well as for consolidated excluding PEMEX SOE 
sector, as a percentage of gross domestic product and in constant pesos. 
Positive figures indicate that SOEs have a reducing effect on the central 
governments deficit. The average impact was positive for both subperiods 
1979/82, and 1983/88 when it was 3.3 and 3.8% of GDP respectively. Excluding 
PEMEX, however the effect is negative and has increased during SOER - mainly 
reflecting the ?ebt absorption by the government. 

3.74 We note that fiscal austerity directed at SOEs, in an attempt to 
reduce their fiscal impact on public sector budget , may imply ~hat the 
financial burden reappears else where. This, the "water bed" problem, implies 
that transfer reductions may be compensated by increases in (i) accumulated 
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arrears; (ii) trade credit; and (iii) bank credit . In Table III.2.5 we show 
for the SOER period the evolution of alternative financial sources . As can be 
seen alternative sources rose up to 1986, but therefore have fallen. 

Debt 

3.75 During the pre-reform period, the (i) rise in petroleum prices; (ii) 
low foreign interest rates; and (iii) price controls , in a period of SOE 
expansion would suggest a rise in SOEs indebtedness combined with a rise in 
the importance of foreign. 

3.76 In Table III.2.6 we show the key indicators of SOEs' debt. 

The Balance of Payments 

3.77 One of the major problems faced by the Mexican economy has been the 
balance of payments restrictions including transfers abroad. 

3.78 For a given rate of real depreciation of the exchange rate. and 
interest rate arbitrage (such that the real interest rate differential between 
domestic and foreign rates does not diverge more then the expe c ted 
depreciation rate) the link between the public sector deficit and deficit in 
the current account is direct . That is, for marginal changes in net 
acquisition of financial assets by the private sector , the public se c tor 
deficit will be a mirror image of the current account. As Graph III.2.3 shows 
this appears to be the case of Mexico. 

3 . 79 However, in this section we consider the SOE sector's contribution 
to the balance of payments from a "naive" view point. That is the flows that 
can be classified into those dire c tly due to SOEs. 

3.80 In Table III.2.7 we show key figures of the current account as well 
as the balance of trade. The following features stand out. (i) SOE's balanc e 
of trade changed from a average deficit of 1.2% of GDP for the period 1971/78, 
to a surplus of 6% and 7% for the subperiods 1980/82 and 1983/88. Excluding 
petroleum exports on the other hand, there is a deficit for the three 
subperiods , rising during 1980/82 and falling during SOER. (ii) The current 
ac count was a surplus throughout the eighties , but excluding petroleum exports 
it has been a deficit, although it has continued to fall. 

3.81 The non petroleum current account, during the pre-SOER period 
reflects the following factors: (i) an overvaluing exchange rate; (ii) the 
SOEs investment boom, which given an import-investment elasticity of greater 
than unity implied a dramatic rise in import~; (ii) the domestic economic boom 
meant a reduction of exportable surplus, combined with an increase in 
agricultural goods imports; and (iv) the rising importance of foreign debt 
interest payments. 

3.82 During SOER period the improvement in the non petroleum SOE's 
current account reflects: (i) the dramatic fall in imports due in turn the 
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TABLE l 11.2.5: THE '.IATER BED PROBLEM 
( X gdp) 

1984 1985 1986 1987 1988 

Bank credit 2. 1 2 . ; 3 . 0 2 . 7 2.0 

Others 11 5 . 8 6 .7 9 . 8 7 . 8 5 . 8 

Subtotal 7 . 9 9 . 2 12 . 8 10. 5 7 . 8 

Transfers21 3 . 4 3 . 2 2 . 7 2. 1 1.4 

1/ Trade credit and arreares. 
2/ Excluding debt absorbtion. 

Source: Calculat i ons from data provided by S. P.P . 

TABLE III .2.6: SCEs DEBT 11 

S T O C I( D E B T I N T E R E s T p A y M E N T s REAL INTEREST RA;ES 

YEAR TOTAL TOTAL EXTERN % G.D.P. % RBL lC SECTCRY % GASTO DE S.O.E 
o/£.D .P . o/J:i .O.P. % TOTAL 

S.O.E. TOTAL EXTERN TOTAL EXTERN TOTAL EXTERN TOTAL ex:E,:1 

1970 8.0 n.a. n.a. 0. 7 n.a. 39.9 n.a. 8.8 n.a. n.a. n.a. 
1971 8.4 n.a. n.a . 0.5 n.a. 35 .3 n.a. 6.8 n.a. 1.8 n.~. 

1972 8 . 1 n.a. n.a. 0.7 n.a. 43.7 n.a. 9.3 n.a. 4. 0 r..a . 

1973 8 .5 n.a . n.a. 0.6 n.a . 40.3 n.a. 6.9 n.a. C 10. 5) n.a. 
1974 8.1 n.a. n.a. 0. 7 n.a. 35 .6 n.a. 6.7 n.a. (9 .5) n .a . 

1975 10 .9 166.5 n.a. 0.8 n.a. 38.5 n.a. 7.8 n.a. (2. 0) n.a. 

1976 15.3 234.2 n.a. 1.0 n.a. 39.9 n.a. 10.9 n.a. (14. 7) n.a. 
1977 15 .5 196.8 n.a. 0.9 n.a . 34.1 n.a. 9.9 n.a. (11.3) n.a. 
1978 15.7 204.6 n.a. 1.0 n.a. 33 .9 n.a. 10.4 n.a. (7. 9 ) n.a. 
1979 13.9 166.8 n.a. 1.2 n.a. 39.5 n.a. 13.5 n.a. (8.9) n.a . 
1980 13. 1 124.6 39 .9 1.6 0.4 46.2 n.a. 17.3 n.a. (12.4) n.a . 

1981 16.3 156.4 43.8 1.9 1.4 38.5 n.a. 18.6 n.a. (10. 7) 5.6 

1982 37. 7 265 .2 54 .2 2.9 2.3 19.3 22.0 28.4 4.9 (43.7) 6 .5 

198.3 32 .6 179.0 54 .7 4. 1 2.5 29 . 1 56.7 38.4 13.9 (36. 1) 9 .8 

191¼ 27.4 160.6 57 .2 3.8 2.1 32 .1 47.5 34 .7 22 .5 (26 .9) 8.5 

1985 30.9 200 .4 60 . 1 2.9 1.6 22 .9 41.5 27.9 23 .4 (31.6) 6.8 
1986 31.0 211 .3 67.6 2.6 1.6 14.3 34.6 23.9 18.8 (45.7) 7.2 

1987 30 .6 192.6 68.5 2.0 1.2 9.7 26.9 20.5 15.8 (57.3) 3. 9 

19e8 0.0 0.0 58.0 1.6 0.9 8 .9 24.3 17.4 14 .5 (26 .0 ) £. .8 

AVERAGE 
70- 78 10.9 0.8 37.9 8.6 -6.3 

79·82 20.3 178.3 1.9 35.9 19.5 -18 .9 

e.3 -88 30 .5 188.8 61 .0 2.8 1.7 19.5 38.6 27. 1 18.2 -37.3 6.3 

1/ lrclu:J ing directly cont roll ed 1l"d irdirect ly controlled. 
Source: Estadist icas de Firaizas P\bl icas lNEGI, Cl..entas de la Hacierda P\bl ica S.P.P. 
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!Mil I 11.2. 7: BALANCE OF TRADE AND 9:IBElli ~ !U INSTITUTIONAL '"• 
(as X ot gross deomestic prod.let) 

I BALANCE OF TRADE CURRE NT ACCOJNT 

ECONOMY SOE SOE* ECONOIY SOE 

·2.2 ·0.6 ·0.6 ·2.8 n.a. 
·2 .4 ·0.9 ·0.9 · 2.5 n. a. 
·3.2 =1.8 ·1.8 ·3.1 n. a . 

·4 .0 ·2. 1 ·2.6 ·5 .4 n.a. 

·4 .0 ·2 . 1 ·2 .6 ·5 . 4 n.a. 
·3.8 ·2 . 1 ·2 .2 -5 .8 n.a. 

·1 . 1 · 1. 1 ·2.3 ·2 . 2 n. a. 

·1 .6 -0 . 5 ·2.2 · 3. 1 n.a. 

·2 . 1 0.7 -2. 1 · 4 . 1 n. a . 

-1.8 2. 1 ·3.3 · 5.9 1.6 

· 1.7 3.0 · 2.9 -7. 2 1.6 

7.1 12 . 7 ·2.0 · 6. 5 10.4 

11 .5 10.8 ·1.6 4.5 8.3 

8 .6 8. 5 · 1.4 2. 8 6.5 

6.8 9.1 · 1.2 1.0 7.4 

5.6 5.0 · 1.1 · 2.0 3.5 
9 .8 8. 5 · 0 .5 4.5 7.3 

1.3 2.5 ·0 .8 -1.5 1.6 

·2.8 · 1.2 -1 .9 ·3.8 
1. 2 5.9 · 2.8 · 6. 5 4. 5 
7.3 7. 4 · 1. 1 1. 6 5.8 

SOE* 

n. a. 
n.a. 
n.a. 
n.a. 
n. a. 
n.a. 
n.a. 
n.a. 
n.a. 
·3.7 
-4.4 
·4. 3 
-4. 1 
-3 . 5 
· 2.9 
·2.7 
· 1. 7 

· 1. 7 

-4.1 
·2 .7 

NOTE : SOE* Excluding pet rol exports; SOE includes di rectly and indirectly controlled SOEs . 
Source : Sistema de Cuentas Nac ionales, !NEG! . 



radical fall in investment expenditure; (ii) a rising underutilisation of 
installed capacity reflected in the fall of intermediate imported goods: and 
(iii) the rise in interest payments . 

Macroeconomic Stabilization 

3 . 83 One important use of the SOE sector by the government is it s use a s 
an anti-inflation weapon. It has sometimes been considered in policy makers 
circles that the direct control over price decisions of SOEs affords a better 
weapon for controlling inflation than regulation of private firms . 

3.84 The Mexican Government has the following mechanisms for controlling 
prices: (i) goods and services produced by the SOEs; ( ii) goods and servic es 
produced by the private sector subject either to rigid control (cost-price 
profit scheme) or to registration ; and (iii) agricu l tural refe r enc e pri ce s f or 
basic cereals . 

3.85 In Graph III.2 . 4 we show the evolution of both SOEs and priva t e 
controlle d pri ce index deflated by the consumer pric e index. The post 19 87 
fall shows the partial price freeze adopted early 1988 as part of the 
"Economi c So lida r ity Pact " . 

3 .86 Another use of SOEs often mentioned in the literature on the Mexic an 
economy, is the central government using SOE sector as a means to dampen 
downturns, either by encouraging countercyclical investment expenditure or by 
maintaining output. Whatever may be the legitimacy of this argument f o r the 
pre-eighties. in the recent decade , there does not appear to be any basis t o 
this argument . On the contrary the procyclical movement of SOE investment ha s 
a higher amplitude. 

3. 87 The above appears to be substantiated by Graphs III . 2 . 5 and III. 2.6 , 
which shows the growth rates in real gross domestic product and real 
investment expenditure by institutional sectors. 

A Balance 

3 .88 A c omparison between the pre SOER period with the ref orm period 
shows the following stylized facts . 

3 . 89 With respect to the financial and economic performance there was a 
sharp deterioration during the seventies and mid-eighties. Thereafter there 
has been a gradual improvement. 

3. 90 The budgetary position of the SOEs worsened during the pre SOER 
period , during SOER period however there has· been an improvement , partially 
compensated by an increase in transfers due to debt absorption as part of the 
financial restructuring of SOEs. 
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Chapter IV 

THE REFORM OF THE SOE SECTOR 

I 

4 . 01 In this chapter we describe and analyze the salient characteristics 
and results of state owned enterp r ise reform, a pe riod that covers 1983 to 
1988 . The central question under ly ing this chapter is what are the specifi c 
features and results of the reform of the Mexican SOE sector? 

IV.1. Areas of SOE Reform 

4.02 Reform of the SOE sector (SOER) will be conditioned on, and involve 
changes in, and require interrelated measures for, a number of distinct areas 
(see Shirley 1989, and Galal 1989). The following in particular can be 
mentioned . 

4 .0 3 Firstly, SOE sector r eform imp lies changes in the strategy and 
policy. This refers to the redefinition of the coverage of the SOE sector and 
modifications in the obj ectives of that sector for the economy . Tha t is, a 
change from a situation of mul tiple - conflicting object i ves to simple and 
economically efficient set of goals for individual SOEs where commercial and 
non-commercial objectives are clearly demarcated . 

4.04 Secondly, the economic policy environment both the development 
strategy , and mac roeconomic policy should not onl y provide a stable 
macroeconomic environment but also shift towards obtain i ng improvements in 
the competitive environment of the SOE sector. In practice this involves 
foreign trade liberalization to obtain competitive forces for the tradables 
sector, and specific regulatory reform to improve competition in non
tradables . 

4 . 05 Thirdly, the reform should imply a change in the institutional and 
managerial framework in terms of increasing the degree of managerial and 
financial autonomy, combined with a change in accountability towards a system 
characterized as ex post , "arms length", and enforced by government agencies 
without overlapping responsibilities. 

4.06 Fourthly, SOER implies actions on individual SOEs in terms of 
financial restructuring, and streamlining of their activities. 

4.07 Finally, the reform may involve modifications in ownership schemes . 
On the one hand a smaller SOE sector implies- a concentration in activities 
that direct intervention is considered required as well as increasing the 
efficiency of firms that remain i n the SOE sector , thus reducing the budgetary 
burden of the consolidated SOE sector . On the other hand the privatized 
companies are expected both to increase their efficiency and increase tax 
payments . 
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4.08 Since 1983 Mexico initiated a reform of the SOE sector, which 
although started hesitantly, has gained momentum. 

4.09 The central objectives of the reform were: to improve SOE's 
efficiency , to obtain adequate financial return, to improve the productive 
structure of SOEs, to streamline the size of the SOE sector as well as 
individual SOES, and to reduce the budgetary burden of the SOE sector on 
federal finances, and finally to encourage private sector investment by 
opening up economic spaces created by SOE withdrawal from economic sectors . 

4 . 10 SOER design and temporal pattern reflects a combination of 
different factors. Firstly it is both a cause and a consequence of Mexico's 
radical shift in its development strategy towards private investment and 
export as motors of growth. The withdrawal of the public sector from direct 
intervention in production and distribution is then part and parcel of this 
strategy . Secondly, due to the debt crisis, and negative foreign shocks the 
resource constraints have implied a necessity of radically reduc ing the 
fiscal deficit as part of the stabilization policy . Thirdl y -Mexican polic y 
makers felt that the SOE sector had become "too large" but at the same time 
was not, and with the existing structure could not achieve, the goals that 
were set for it. 

4.11 The steps taken during SOER can be grouped into four categories. 
The first, consisted of a set of measures to improve the competitive 
en.tironm~nt in which SOE operate. The following measures were adopted, ( i) a 
radical liberalization of foreign trade, (ii) to a lesser extent reduction of 
regulations on domestic trade. 

4.12 The second consists of changing the legal - judicial framework 
governing the relation between SOEs and regulatory government bodies. The 
main action taken was a new law in 1986 governing parastatals. The by-laws of 
that law were published in the beginning of 1990. In principle the reform 
implies changes in the financial and managerial autonomy of the SOEs as well 
as changes in the mechanisms of control. 

4.13 The third set of actions taken consists of those specific to 
individual SOEs. Amongst the measures taken the following can be mentioned : 
(i) a reduction in price distortions particularly those resulting in cross 
subsidization, (ii) restructuring of the financial structures of the SOES by 
debt absorption by the federal government, (iii) a reorganization of some 
individual SOEs in an attempt to streamline their activities . 

4.14 The final set of measures refers to the restructuring of the SOE 
sector b the li n transfer, amalgamation, and sale of a number of 
SOEs to reduce the size of that sector. ssentially in the first p ase a 
number of small SOEs were divested while in ~he second phase beginning in 1988 
larger SOE were· considered for potential divestiture. 

IV.2. SOE Strategy 
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4.15 SOE strategy reform involves basically two aspects, firstly a change 
in the size and composition of the SOE sector, and secondly a change in the 
objectives of individual SOEs. 

4.16 Tn principle, (see Shirley 1989), in terms of the size and 
composition of the SOE sector, reform requires a classification of existing 
SOEs. On the, one hand , SOEs shou ld be classified into (i) strategic/essential 
vs. nonstra te gic/nonessential , and on the other hand categorized into viab l e 
vs. nonviab le . Essential SOEs are those SOE s that wi ll remain in t he SOE 
sector and specific steps taken to obtain their viability . Nonessential SOEs 
are those that will be liquidated if nonviable and sold if viable. Further a 
time table of action together with the above class i fication of SOEs should be 
set. 

4 . 17 With respect to the objectives of individual SOEs, reform should 
imply a change from a situation characterized as one in which the objectives 
are multiple and conflicting to one in which they are simple and operative. 
In particular a rev ision of the commercial/noncommercial objectives of SOEs 
should be made . To the extent that some social objectives are not best 
pursued via SOE s alternative instruments have to be de s igned and implemented . 
Or if the SOE is c onsidered as par t of the socia l program t his should be made 
explicit, the costs carefully estimated and finance d directly via the budget. 

4.18 In Mexico, neither a list of SOEs classified according to the above 
criteria, nor a detailed discussion of commercial/noncommercial objectives, 
nor a time table of actions to be taken was officially published. 

4.19 Nonetheless, the government that took office in 1983, clearly stated 
in the National Development Plan (published in may of the first year of an 
administration) the necessity and desirability of, and the commitment to, the 
complete overhaul of the SOE sector. 

4.20 To that end the government first made imEortant reforms of the_ 
Mexican Constitution . The reforms were crucial prerequisites of SOER, given 
that the constitution contains articles refer ring to strategic and priority 
SOEs. These reforms required two thirds majority in both Houses, a situation 
that does not exist today. 

4 . 21 The second major step taken was a new Federal Law on Pa r as t atals in 
1986. The new law implied a complete overhaul of the i nstituti.onal and 
administrative framework governing SOEs (see section IV.3) 

4.22 The Constitutional reform and the new law meant that the government 
could start the process of divestiture by a simple administrat· 

-reclassi yin a E from priority to non riorit enter rises. The lack of an 
explicit time table of actions with a list of SOEs also has , ex post, worked 
to the advantage of divest iture. Firstly it. avoided the government be coming 
embroiled in pol i tica l - legal infighting. Secondly it gave the government an 
important degree of f reedom regarding the number and type s o f SOEs and 
mechanisms of divestiture . Thus the government could gradually divest SOEs 
and at the same time obtain a useful learning process to consolidate the 
divestiture of SOEs. 
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4 . 23 The new administration that took office in 1989, _has also committed 
(as embodied in- the NationaI Development Plan 1989) itself to continue and 
deepen the process of SOER. 

, 
IV . 3 . Institutional and Managerial Framework 

4 . 24 Experience (see Shirley 1989) suggests that the " ideal" 
institutional managerial framework combines the following features. (i ) a 
clear and simple and unambiguous set of objectives for SOE management; (ii) 
Management and Boards of Directors (BODS) have suffic ient autonomy and 
control over the resources to achieve those goals; and (iii) government 
controlling agencies have clear lines of demarcation in terms of areas of 
control and measures to ensure whether the objectives are being met . 

4 . 25 Reform in this area, parallel t o increasing the competitive 
environment, is important in order that the appropriate supply responses is 
obtained at enterprise level. In particular (i) to increase autonomy of 
managers to allow them to respond to market pressures; and (ii ) hold managers 
acc ountable for outcomes - like their private counterparts. 

The Pre-Reform Period 

4.26 The institutional framework in Mexico, before the SOER period , could 
be characterized by: (i) Managers were given multiple and conflicting goals; 
(ii) The autonomy of managers and BOD was severely restricted by controls that 
were excessive in number, and ex ante in nature and applied to operational 
decisions of a sort normally left to managers in private companies. (iii) 
SOEs were subject to a gamma of Government agencies who had overlapping and 
conflicting responsibilities, and were involved, de facto, in day to day 
decisions. 

4.27 This institutional framework reflected; (i) the result of a 
piecemeal reform over a long time period responding to different objectives 
and circumstances: (ii) a system designed essentially for fiscal crisis 
management. 

4.28 Thus the system was not designed to stimulate and reward good 
financial and economic performance but to enforce bureaucratically determined 
rules and regulations predominantly reflecting the detailed a priori annual 
government budget. 

4.29 Two phases of institutional control, during the pre-SOER period, 
can be distinguished: 

(i) Before 1976. The SOEs were mainly supervised by SHCP, followed by 
the Secretaria de Bienes Nacionales e Inspeccion Administrativa, 
Comision de Inversiones (which responded directly to the 
p~esident) the Secretaria del Patrimonio Nacional (the closest to 
a ministry of SOEs). However the continuous shifts in ministerial 
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responsibilities reflected the dissatisfaction of the 
administrative framework in obtaining accountability and 
performance of the SOEs . 

(ii) From 1976 to the mid-eighties. In 1976 there was a major ref orm 
qf the SOE sector by pre sidential decree . The decree had two key 
reforms . 

Firstly it grouped t he SOEs into distinct sectors where each 
sector was under a specific sector ministry (sector head). 
The main sectors are (see Table IV.3.1); SEMIP for 
industrial SOEs, and SHCP for financial public enterprises . 
The sector heads main functions are: (a) define secto r 
development plans consistent with the National Development 
Plan; (b) approve the SOEs ' programs to assure consistency 
with the National Plan; (c) control the SOE s attached to 
their ministries; and (d) develops and operates a regulatory 
framework for the SOEs under their responsibility. 

Secondly, the reform named a number o f mi nistries the 
"globalizadores" who take a broader macroeconomic view . 
Thus SHCP is the administrator of debt (both foreign and 
national) , approves each credit operation, and sets the 
pr ice of those SOEs whose products are subject to price 
controls. SPP , on the other hand prepares the National 
Plan, and the Federal Budget including ceilings for the 
Se c tor Secretariats. In practi ce it also defines the budget 
ceilings of medium to large SOEs. The Comptroller General 
defines accounting and auditing (selects the external 
auditing firm), monitors procurement, and appoints 
"commissars" who are in charge of evaluating ( with voice 
but not vote on BODs) the financial performance of the SOEs . 

4 . 30 Not all SOEs are sub ject to direct budgetary control . Only a 
subsample consisting of major ity owned and decentralized firms enter into 
directly into the budget. 

4 . 31 Further, the SOEs that enter into the budget can be further 
classified into those that are directly controlled and those that are 
indirectly controlled. The former category - since 1965 - corresponds to 
those SOEs whose itemized income expenditure budget enters individually in the 
budget sent to Congress November each year. Indirectly controlled SOEs on the 
other hand are those firms whose budget enters with the budget of their 
controlling sector head . In practice the difference is purely administrative 
as the SOEs - except PEMEX - are merely appendages to their sector head. 
However, the budge t ary proce ss results in (i) the approved budget may differ 
from the planned budget ; (ii) res ources arrive in February - March resulting 
in difficulties in programming on the one hand and budgetary over runs on t he 
other; (iii) any change in the detailed budget has to be formally approved 
item for item by SPP; (iv) the budget of the SOE may get entangled in intra 
ministries infighting; and (v) the budget of the SOE may reflect macroeconomic 
concerns rather than the requirements derived from its market condition. 
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TABLE .!.Yd.:l .:. i Q ~ BY ill& STATUS AND 
SECTOR HEAD 1982-1988 

1982 1983 1984 1985 1986 1987 1988 .:; 

S.H.C. P_ 180 142 136 123 99 90 84 

Jecent ra l i sed Organisation 6 7 7 7 6 6 6 
I 

Fi rm with maj ori ty owner ship 100 68 66 57 55 53 49 
, i rm wi th minority ownersh i p 3 3 3 3 
Trusts 71 64 60 56 38 31 29 

s_p _p_ 23 23 22 22 19 18 17 

Jecentralised Organisation 5 5 5 5 5 5 5 
=i rm wi th ma jority ownersh i p 15 15 15 15 13 12 11 

Trusts 3 3 2 2 

S_A _R_H 94 IN 90 70 49 37 29 

Jecent ralised Organisation 12 12 12 12 12 12 11 
Fi rm ., i th ma jor i ty ownership 53 53 54 43 27 16 10 
Fi rm wi th minor i ty ownersh i p 6 5 5 4 
Tr"...JS ~S 23 19 19 11 10 9 e 

S.R.A. 7 7 5 5 5 5 5 
Jecc~tralised Organisation 1 1 1 
Fi rm with majority ownersh i p 1 1 1 1 1 1 
Tr...is :s 5 5 3 3 3 3 3 

SEPESCA 33 29 35 35 31 28 7 
Fi rm 1, i t h ma jo r ity ownership 25 23 30 30 30 27 6 
; 1rm -... i th mi no ri ty owner sh i p 3 3 3 3 
Trus t s 5 3 2 2 

SEMIP 398 378 371 331 235 180 96 
Jecentralised Organisation 11 9 9 9 9 9 8 

Firm with major i ty ownership 337 320 314 282 215 166 Bo 
Fi rm ,11th minority owner ship 40 41 40 33 7 3 
rrus t s 18 8 8 7 4 2 2 

SECOF I 33 29 30 30 28 37 34 

Jecentra l i sed Organ isat ion 8 8 8 8 6 6 7 

Fi r:r. 1, i th major i ty ownership 21 19 20 20 20 29 25 
rrus ts 4 2 2 2 2 2 2 

SECTUR 49 47 47 26 22 19 17 
= i rm wi th majority ownership 33 32 32 17 15 13 13 
; i r:n -~ i th minority ownership 5 4 4 2 
[r ust s 11 11 11 7 7 6 4 

SG 69 71 71 68 60 48 28 

~ecentralised Organisat ion 4 3 3 3 3 3 
Fi rm 1,it h major i ty ownership 57 58 59 56 56 1.4 2: 

Fi rm 1,ith minor i ty ownership 4 4 4 4 

Trusts 7 5 5 5 



(cont.) 

DDF 13 14 14 15 13 11 11 

Decentralised Organisation 6 6 6 7 7 6 6 

Firm with majority ownership 4 4 3 3 3 2 2 

Trusts 3 4 6 5 3 3 3 

SRE 1 
Trusts 

SEDENA 7 7 7 7 6 6 6 

Decentralised Organisation 

Firm with majority ownership 

Firm with minority ownership 4 4 4 4 4 4 4 

SM 1 
Decen tralised Organisat i on 

PROCURADURIA GENERAL 
DE LA REPIJBLI CA 
'.lecentrali sed Organisation 

SCT 66 62. 65 65 53 47 43 

Decentralised Organisation 5 5 6 6 7 7 7 

Fi rm wi th ma jor i ty ownersh ip 45 42 43 43 41 37 33 

Fi rm with mi nor i ty ownership 9 9 10 10 

Trusts 7 6 6 6 5 3 3 

SEDUE 79 72 65 63 51 25 13 

Decen tralised Organisat i on 
Fi rm with major i ty ownersh ip 42 40 40 39 32 18 s 
Trusts 36 32 25 24 19 7 7 

SEP 53 48 47 42 36 35 33 
'.lecen tra l ised Organisation 18 15 16 15 15 15 15 

Fi rm wit h major i ty ownership 18 18 19 16 13 12 11 

Tr usts 17 15 12 11 8 8 7 

STPS 9 4 3 2 2 2 2 
~ece~tralised Organisation 5 1 1 
Trust s 4 3 2 

SSA 19 18 15 16 15 15 16 

Decentralised Organisation 18 17 14 14 14 15 15 

Firm with majority owner ship 1 

NOT SECTCl!ISED 21 16 12 9 5 5 5 

Decentra l i sed Organ i sation 
Fi rm with ma jor ity ownership 4 4 4 4 4 4 4 

Fi rm wi th minor ity ownership 4 4 4 4 

Trusts 12 7 3 

Source: S.P.P. ( june/30/ 1988). 
t,ote: th is l ist includes all SOEs . 



4.32 Finally , we note that the different institutional frameworks between 
private and public enterprises, implies: 

(i) In principle a higher rotation of SOE managers than private 
enterprises and that new managers do not ne cessaril y either have 
management experience or experience in the principal activ ity of 
the firm . For example, from a sample of 80 SOEs (including 
majority and decentralized SOEs) , 50 had managerial changes ( see 
Graph IV . 3.1) . Of the 50 SOEs, 44% had no experience in the 
principal activity of the firm (change 1) , 33% had no previous 
administrative experience (change 2), while 16% had administrative 
experience in other fields . This rotation of staff has obvious 
implications for the internal efficiency of the firm . Further 
Mexico does not have a civil service henc e managers are normall y 
political appointees whose stay in the SOE is considered as one 
r ung in the political ladder . 

(ii ) The SOEs are subject by different government agenc ies, t o a gamma 
o f controls and norms in addition to those fa c ed by private firm s 
(se e Table IV . 3. 2) . Where these con t r o l s do not mimic "p rinc i ple
agent " relations found in the private se c tor to enf orce 
accountability nor all ow managers aut onomy t o achieve efficient 
running of the SOE. On the contrary SOE ' s managers fa c e pric e 
controls (decided by SHCP), material input s (where if they differ 
to those contained in the budget they must meet SPP approval ), and 
working capital and other loans require SHCP a priori approval. 

(iii ) SOEs are considered by the Government as an integrated part of the 
planning process (see Table IV.3 . 3), which is characterized as 
"top-down" with the resulting detriment to the SOE given the 
implied noncommercial objective s. 

State-Owned Enterprise Reform Period 

4 . 33 In deciding on an overhaul of the institutional and managerial 
framework governing SOEs there are essentially two approaches , either place 
SOEs under a reformed commerc ial laws or impose a global new law governing 
SOE s . Mexico, partially due to the legal heritage adopted for the latte r 
option. 

4.34 Taking a global view of the reform process it can be divided in 
three stages that are not necessarily ordered chronologically. First there 
was the National Development Plan (NDP), secondly the reforms to the 
Constitution and finally the approval of the· Federal Law of Parastatal 
Entities (FLPE) in 1986. A more detailed analysis will be presented of the 
last stage because of its direct effect on the reform program and its formal 
implications on the accountability and performance of the SOEs. 
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Graph IV.3.1 
SOEs Changes in Managers 
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Source : Acle et al.1986 



TABLE IV.3.2 .._ PRIVATE COMPANIES AND i Q Es 
~ COMPARISON OF CONTROLS 

=========================------------====================-=--------------======================= 

PRIVATE 

================================================================================================ 

Prices 

Materials 

Wages 

Transfers 

Profits 

Worki ng 
Capi tal/loans 

Invest ment 

Some products are 

controlled by SECOFI 

Management 

Bi lateral negotiation 
between management ard 
unions (except legal 
mini rrum wages). 

Normally f i seal 
(most eliminated in 1987) 

Managerial decision and 
shareholders 

Management/Shareholders 

Management / Shareholders 

All prices are controlled by SHCP 
and the Federal executive. 

SPP (with reference to SECOFI) 
norms of al l types of acqu isat ions 

Congress of the Union · as part 
of the budget . 

In cash , controlled by SPP and congress 

Same as private but most SOEs in budget 
could me managed by Federal. 

Obtained only after it has passed the 

controls of SPP, SHCP, Comptroller, 
All foreign debt has to pass SHCP. 

SPP, Congress . 

================================================================================================ 
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National Development Plan 1983-1988 

4.35 The first of these stages, the NDP, sets in a tentative way the 
intention to change the whole mechanisms of control and evaluation of the 
performance of the SOEs. Based in two principal lines of action, the 
structural change of the economy and the restructuring of the economy as a 

I 

whole, the main objectives of the plan were the economic stabilization and 
economic growth. 

4.36 According to the plan, the SOEs had a role of paramount importance 
to play: it explicitly recognize that their existence is still justified 
because the social and economic objectives for which they were created have 
not yet achieved. But it was evident, according to the plan, that a 
reorganization of them was needed so as to allow the government to concentrate 
its efforts in areas considered priority or strategic . 

4.37 Given these reasons, the SOE sector was subject of a new approach. 
Its participation in the economy was to be modernized and concentrated in 
three different areas: (i) the strategic sector as defined by the 
constitution; (ii) the priority sectors, whose inconclusive definition allows 
the government to change the number and reach of this sector in the federal 
planning and budgetary process; and (iii) the areas that are of economic 
importance but the private sector considers to risky to invest on them. 

4.38 Two other objectives of the NDP and of the economic reorganization 
were, first the strengthening of the mixed character of the economy and second 
to encourage the public enterprises to adopt measures and policies such as t o 
guarantee the achievements of their objectives and the moral of their 
administrators. 

4.39 In order to achieve these objectives two important modifications t o 
the legal framework on which the SOEs based their operations were needed, 
first a reform to the Constitution, and second a new law governing the SOEs 
was necessary. 

Constitutional Reforms 

4.40 The modifications to the Constitution was carried on in 1983, The 
principal articles that were modified or completely changed in relation to the 
SOE reform program were three: Articles 25, 26 and 28. 

4.41 Article 25 establishes the government obli ation of articipating 
actively in the economy, guiding the development in certain strategic a 
priority areas. 

4.42 Article 26 states the obligation of every new administration to 
elaborate a medium term economic program called the National Development Plan 
and sets the basis to achieve the participation in the so called national 
system of democratic planning of which the SOEs form an important part. 
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4.43 Finally, Article 28, that clearly states the strategic sector upon 
which the government will participate exclusively: minting of coins, mail 
service, telegraphs, radio and satellite communications, money emission by 
only one bank: oil extraction; basic petrochemicals; radioactive minerals; 
nuc!ear energy generation; electricity generation and railways. 

4 . 44 In fccordance to Ar t icles 25,26 and 28, exclusive participation of 
the State in economic activities should be limited to "strategic areas", while 
that in other "priority areas " might be undertaken directly or jointly with 
the social (e.g . unions, cooperatives) or private sectors. These Articles 
also left open for the government the creation of new priority sectors where 
state-ownership might be considered, although specific sectors were not 
mentioned. 

4.45 The effects of these reform is not directly linked to the managerial 
framework of the SOEs , but they set the stage needed to improve the efficiency 
of the SOEs and allows the federal government to implement its restructuring 
or divestment program, directly linked to the improvement measures to foster 
managerial autonomy and accountability. 

4.46 After the Reforms of the Constitution, the divestiture program had 
full le_gal_l:>~ .,,____._...._"".,,__ on t e re orm program only needed a new law t o 
achieve the objectives clearly stated in the NDP. 

The Parastatal Law of 1986 

4 . 47 Recognizing the problems of the system clearly stated in the first 
part of this section , the Mexican government passed in 1986 the Federal Law of 
Public Enterprises (FLPE) . The objectives of this law is to acquire a legal 
framework leading to a more appropriate balance between autonomy and 
accountability of the SOEs. 

4.48 The FLPE (see Table IV . 3 . 4) describes 
SOEs managers, governing agencies, sector heads 
ministries . The law is divided in six chapters 
type of enterprise (e . g. majority owned, public 
responsibilities of the performance. 

Boards and Managers 

the responsibilities of the 
and the "globalizing" 
each dealing with a different 
trust , etc.) or describing the 

4.49 The FLPE states that the minister of a relevant sector in which the 
SOE corresponds, is automatically the chairman of the board of that SOE, but 
also gives the opportunity to the minister to pass to a more capable 
individual this task. The composition of the board is less constrained: they 
may vary in size from 5 to 15 members and must contain representatives from 
Hac ienda and SPF , and the "commisar" from the office of the Comptroller, who 
has no vote. The law also permits the minister t o name any individual "whose 
capacity has been proved" to serve in the boards, thus giving the ministers 
great latitude on board appointments. 
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~ IV.3.4 .:_ GOIIERlltENT AGENCIES: SU>ERVISORY ROLES <DtCERNING, ~ Q Es 

=============================== -------=========------
S.P.P. 

HACIENDA 

C04PTROLLER 

SECT!ll 
an!DINATOR 

DIRECT!llATE 
FOR SCEs 

DIRECT!llS 

·i\R)roves investments req.,iring Go.et 11.e,t transfers. 
•AR>roves transfer for operational/debt stbsidies. 
·Serves on Board. 

•Sets overall ceilings to banlts on credits to sa:•s and sane few enterprise specific credit limits . 
·Serves on Board. 
·i\R)roves indivi<iJal req.,ests for forei~ loans. 

·Exercises •canisario" role and defines external auditing rules. 
·Attends Board (voice not vote). 

-Defines business charters and proposes l iq.Jidations and sales. 
-Sets overall policy and strategy for the sector as a ..nole. 
· i\R)roves investments by !D:'s certain limit, and for those req.Jiring Governnent tr <1n.-; fcr 
or credit. Cl>tains approval of SPP/HACIEll>A. 

·Assures consistency of corporate plans with sectoral aediU1t-terw plans, and provides 
c~ation if warranted. 

·Serves on Board. 
-Approves monopoly previlages. 
·Aj:points/disaisses majority of Board rnent>ers. 

-Reccanerds on ai:P>intments and disaissals, of chairABn of board of 
directores and Board rnent>ers. 

-Negotiates performance goals with sa:•s. 
-Monitors performance on arn.ial, ~ basis. 
·ISSIRS anrual reports. 
·Sets rewards/penalties based on perforwance. 

·Aj:points dismisses CEO of sa:. 
·Aj:points, ~ recanendation of CEO, 2nd and third level aanagers. 
-Defines By-Laws. 
-i\R)roves anrua l budget. 
-Sets pricing. 
·i\R)roves investments and borr011ings. 
-Monitors performance closely (biaonthly) provides discipline value 
to management . 

-Approves financial state.ent/accOlrlts of sa:•s. 
· i\R)roves corporative plans su:aitted by ~t and forwards it 
to sector coordinator. 

-Approves dividend pa-,ments. 
·i\R)roves major procure.ents. 

-CEO reccanerds 8R)Ointaent and disai~l of ■iddle level managers. 
-Guides the sa: towards agreed ~ goals. 
·Approves salary structures for 2nd and 3rd levels of IBlllgelllent. 
·Decides on investment par.-eters C location, procb:t line, etc.). 
·Proposes anrual budgets on the basis of received guidelines. 
·Signs collective agreeEnt with labor. 

----=============================================-,-================ 



4.50 The law states also that the enterprises shall have management 
autonomy for full accomplishments of their stated objectives. The power given 
to the boards and the general managers is as expansive in this regard . There 
are several provisions and the most important sta t e that the boards is 
empowered to: (i) establish general policy in accordance to sectorial 
programs, on production, finance, research and development; (ii) approve 
budgets and modify them; (iii) set and adjust pr ic es of their products 
(excluding those established by Hac ienda) ; (iv) approve inve stment and loans 
with any ins t itut i on, foreign o r domest ic ( in accordance with Hacienda); (v ) 
app rove annual financial sta t ement s and r eview the a udi ts ; (vi) approve the 
sa l aries of the two levels of management be l low the BOD; (vi i) approve 
procurement rules; (viii) approve dividend payments ; and (ix) approve 
corporate plans and monitor performance . 

4 . 51 The responsibilities of the general director of the SOEs are als o 
qu i te broad, they are empowered to formul a te corporate plans and annual 
budgets. propose to t he board the appointments of his dire c t subordinates , 
establish quality control and performance and evaluation controls and 
establish agreements with labor . In comparison to the former law. in 
principle at least , a considerable amount of power and autonomy has been g iv en 
t o the level of the firm. 

4 . 52 Als o acc ord ing to the FLPE , the comptroller (or Contraloria ) i s 
empowered to do v i s i t s and audits in SOEs to superv ise adequate operation and 
correct any deficiencies . 

4.53 According to general legal practice in Mexico, a regulation must 
follow any Law that has been approved by the legislatu r e . The corresponding 
r egulation for the FLPE was publ i shed in early 1990, and so interpretation of 
the law is still difficult . The by- laws that have been prepared sinc e 1988 by 
the General Comptroller , contains the following specifications. First it 
establishes the level the offic ials appointed by the min i stries to the Boards 
must have. In this way a high level of direction is obtained and a better 
coordination between the objectives of the f i rm and those of the ministry c an 
be secured. 

4 . 54 The lag between the new law and the issuing and implementation of 
the relevant by-laws refle c ts the f ollowing fact o rs: First ly the intrinsic 
difficulty of overhauling an existing complex set of rules and by-laws, 
Secondly bureaucratic inertia combined with the problems of reallocating 
power. Thirdly and perhaps more impo r tant macroeconomic concerns which on the 
one hand have diverted policy makers attentions to other issues , and on the 
other budgetary concerns in which quarterly ceilings are placed on government 
budgets. 

4.55 Nonethe less, the new law does imply an eventual approximation to the 
" ideal" institutional - managerial framework mentioned in the introduction t o 
this section. In part icula r it implies a movement towards changing the 
government s evaluation procedure from one dominated by ex ante to one that can 
be character i zed as ex post. 
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4.56 The FLPE and the by-law however, have some shortcomings. It fails 
to give board and directors full autonomy of control over the enterprise 
conditioned on desired accountability, for example, (i) it cannot hire nor 
fire any worker under his second level officials; and (ii) the manager cannot 
set salaries. thus denying the autonomy to compete with other firms in the 
market to hir~ better and more qualified workers . Further no limit is set on 
the number of boards one person can sit, and the draft regulations propose 
that the majority should be government officials. Further other aspects must 
also be changed in order to achieve a greater autonomy of the SOEs . For 
instance the budgetary control the government actually uses gives little 
independence to the board in its location among the firm. The role of the 
Globalizadoras should be reduced to their original assignments: SPP should 
approve investments and transfers, but no longer do ex-ante, line by line 
budget approvals and reviews; SHCP should give the financial autonomy to banks 
to grant loans to the SOEs on the basis of optimal commerc ial operation; 
Contraloria should continue to serve their combined role of promoters of the 
interests of the firm as well as that of guardians of the publi c interest . 

4 . 57 At the beginning of this section some aspe c ts of the pre-ref orm that 
took place in the seventies was described. In comparing pre-SOER and SOER , we 
can make some distinctions that could clearly explain the reach and s cope o f 
the reform . 

4.58 In general terms the autonomy of the SOEs is still restricted sinc e 
the budget and their financial decisions are still subject to approval by the 
head sector and by SPP or Hacienda, moreover the SOEs are still subjec t t o the 
administrative entanglement that characterizes the federal government, and 
changes in budgetary policy must be reported to SPP. 

4 . 59 The conflict between the greater autonomy implied by the new law and 
draft regulations and by-laws on the one hand and the de facto increase in 
government control, on the other reflects that Mexican policymaker consider 
that there is a short term tradeoff between autonomy and achieving budgetary 
targets and other macroeconomic concerns. The continuing lag in 
implementation reflects that it is not considered as optimum to implement it 
as yet, regardless of the long-term benefits. 

IV.4. Economic Policy Environment 

4 . 60 The reference benchmark for an "ideal" economic policy environment 
contains the following characteristics: (i) a sound macroeconomic policy and 
stable macroeconomic environment; (ii) prices approximate market pri ces in 
competitive markets and are determined by clear operational criteria for 
monopolies; (iii) commercial policy (both w_ith respect to foreign and 
domestic trade) · is designed to promote a competitive environment as a spur for 
operational efficiency; (iv) the financing of SOEs minimizes privileged 
access and government guarantees as well as being subject to market 
determined interest rates; and (v) where there is rationing in foreign 
exchange this is distributed without preference to SOEs. 

37 



The Pre-Reform Period 

4.61 The economic policy environment immediately before the period of SOE 
reform (see Table IV.4.1) could be characterized as a distorted and unstable 
macroeconomic environment reflecting the interaction between foreign shocks 
and domestic policy responses. The symptoms with respect to policy 
instruments were a r i sing and un sustainab l e publ ic sector financ ial deficit , 
an overvalued and appre c iating re al exchange ra te , and a nega t i ve re al 
interest rate. With respect t o mac roe conomi c va riables, the economy was 
characterized by a rising inflation rate, capital flight, and clear signs of 
overheating (rising defic it in the balance of trade), combined with "dutch 
disease" symptoms. 

4 . 62 Trade policy combined two characteristics. (i) Movements towards a 
restrictive stance in situations of balance of payment s problems and les s 
restrictive pos ture when foreign exchange was available. (ii) A byzantine 
s tructure of tariffs and nontariff restrictions to obtain a cascading real 
effective rates of protection to establish the broad structure of incentives 
via relative p r i ce s for industrializat i on (se e Table IV .4 . 2 fo r relate d 
i nfo rmation ). In particu lar in areas were there a high SOE pr esence were 
subj ec t t o impo rt licenses, offi c ial pr ic es and relativel y highe r r e al 
effec tive pr otection rates . 

4 . 63 Industrial policy consisted of sec torial programs whi ch combined a 
mix of regulatory and fiscal incentives to complement the effect of trade 
policy on relative prices . The general characteristics of these programmes 
were: (i) top down design; (i i ) a mix of r egulatory and fiscal incentives; 
(ii i) not necessarily backed by explicit financial package . For SOEs in 
particular: (i ) programs were in general qualitative terms ; ( i i) marginall y 
influenced by long terms plans instead linked to the annual budget cycle ; 
(iii) while private firms obtained tax rebates SOEs also obtained explicit 
fiscal subsidies. 

4 . 64 Wit h regard t o the financing of SOEs there was a preferential 
treatment of SOEs vis a v is private f i rms . Al though it is to be remembered 
many commercial banks, prior to national ization in 1982, also "owned a number 
of private firms. Nonethe l ess the "preferential" t r eatment partly refle c ted 
the government acting as a de facto guarantor of SOE loans thus potential 
bankruptcy was not considered relevant. Further SHCP formall y gave written 
approval - implying the SOE's credit worthiness - to banks f or loan 
processing. Further many banks, particularly those specializing in 
investment, had members on SOE boards thus resulting in a close relation 
between banks and SOEs. 

4 . 6S Prices of SOEs were strictly controlled in an attempt to (i ) control 
overall economy _wide inflation ; and (ii) as~ means of redistributing income 
via a complex system of cross subsid i zation. 

4.66 Fi nally , with regard to foreign exchange there was no particular 
preference given to SOEs dur i ng the pre-SOER period. On the contrary, when in 
1982, there was foreign exchange shortage PEMEX and other SOEs were the only 
companies using the legal - formal foreign exchange market. 
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Table IV.4.1 . Main macroeconomic indicators . 

Concept 

Gross Oomesty Product 
Capacity Utilization 

Private Consumption 

Gross Investment 

Prices of consumer: average 

Prices of consumer: dic . ·dic. 
Real Minimun Wage: average 

Average Real Wage: average 

Free Exchange Rate: end of year 
Free Exchange Rate: average annual 

Free Exchange Rate: real average 

Interest Rate (ape): nominal 
Interest Rate : real 

Goods Exports: petrol 

Goods Exports : no petrol 
Goods Imports 

Trade Balance 

Non Factor ial Services Balance 

Net Factorial Payments 

Current Account 

Net Private Endebtness 

Net Public Endebtness 
Changes in Foreign Reserves 

Balance of Payments of Public Sector 

Balance of Payments of Private Sector 
Financial Deficit 

Interests 

Primary Surplus 

Operationa l Surplus 
Liquid Assets 

Non Liquid Assets 

Bonds of Governments 

Foreign Assets 

Bank Credit: public sector 

Bank Credit: private sector 

Units 

gr%70 

gr%70 

gr%70 
gr%70 

gr% 

gr% 
gr% 

gr% 
$ 

$ 

index 

% 

% 

tmd 

tmd 

tmd 

tmd 

tmd 

tmd 

tmd 

tmd 

tmd 
tmd 

tmd 

tmd 
%gdp 

%gdp 

%gdp 

%gdp 
%gdp 

%gdp 
%gdp 
%gdp 

%gdp 

%gdp 

Note: Gro~th rate percent, prices 1970 (gr% 70); 

Thousand million dollars (tmd); 

As percent of gross domestic product(% gdp); 

Pesos by dollar($). 

average value 

71-78 

6.08 
96.30 

5.50 

6.38 

15 . 45 

16 .00 

2. 51 

4 . 21 

15 . .98 

15.43 

98.20 

11.86 
(2.59) 

0.52 

2. 79 

5.27 
( 1 .95) 

0.58 
( 1.27) 

(2.64) 

(0.01) 

2. 79 

0. 13 

15. 13 

4.11 

6.85 

2.39 

(3.35) 

(3 .66) 

9.86 
18.96 

0.01 

4.55 

14. 51 

17.23 

79-82 

6.23 
97. 73 

6 . 88 
8.30 

32.85 
44 .35 

(2 .93) 

1.63 

55.20 
31 .93 

100 . 50 

26 . 63 
(7.30) 

11 .37 

5 . 17 

17 . 35 

(0.82) 
(0. 75) 

(8.06) 

(9.62) 

(0.23) 

9.60 
(0.26) 

53.90 

13 . 18 

12.00 

6.25 

(4.55) 
(6 .38) 

9 . 30 
17 . 63 

1.00 

9 . 23 

12. 73 

15 .83 

83-88 

(0. 10) 

88. 13 

(0.80) 
(4. 18) 

92 . 73 

86 . 05 
(9. 75) 

(9. 15 > 

1,043.15 

823 .08 
146.58 

67 . 75 

6.27 
11.44 

9.47 

12.50 

8 . 41 

1. 23 
(7.89) 

1 . 75 

(5.55) 
(0. 17) 

1. 20 

86.54 

16 . 11 

12 .23 

15.50 

4.40 

( 1 .28) 

5.98 
18 . 70 

3 . 02 

39.58 
14. 77 

9. 73 



TABLE IV.4.2(A): INDICATORS OF~ PROTECTION 

1979 1980 1981 1982 1983 1984 1985 1986 1987 

IMPLICIT Na-11NAL PROTECTION 

TOTAL: AVERAGE · 1 9 19 N.A. N.A. ·18 · 29 ·38 · 26 

DISPERSION 29 31 38 N.A. N.A. 44 47 39 44 

NON PETROL: AVERAGE 1 14 24 N.A. N .A. ·17 · 28 ·36 · 26 
:DISPERSION 27 23 31 N.A. N.A. 44 47 39 44 

EFECTI VE !MPL ICI T PROTECTION 

TOTAL: AVERAGE · 9 ·7 0 N.A. N.A. · 18 · 29 ·36 ·28 
DISPERSION 77 111 130 N.A. N.A. 74 96 69 81 

NON PETROL AVERAGE 6 28 42 N.A. N.A. ·17 · 31 · 43 ·29 
DISPERSION 51 45 62 N.A. N.A. 86 108 68 89 

ANT I EXPORT BIAS 3 27 54 N.A . 32 · 12 · 30 ·35 N. A. 

~EAL EXCHANGE RATE 11 103 93 82 123 163 124 136 164 130 

N.A. Not available 
1/ Trade we ighted controlled rate. 

Source: Kate and Mateo, 1989. 



The SOER Period 

4.67 During SOER period the objectives were: (i) to obtain a stable and 
sustainable macroeconomic environment; (ii) reduce price distortions; and 
(iii) improve, the competitive environment of SOEs by reducing barriers to 
entry and exit. 

4.68 SOE reform in Mexico took place in a period characterized by 
macroeconomic stabilization and structure c ange. Te economy uring this 
per·iod w~s d;;inated by a high and variab e in ation rate, sustained economi c 
recession, and large real transfers abroad. The external economy on the other 
hand was unfavorable as it implied high and rising real interest rates on 
foreign debt plus nonavailability of fresh voluntary loans, a deteriorating 
terms of trade. particularly falling petroleum prices. Macroeconomic policy 
on the other hand was dominated by fiscal restriction, tight monetary policy , 
and major realignments of the exchange rate. 

4. 69 Macroeconomic policies had important implications for SOEs. ( i) The 
fiscal adjustment/austerity implied capping SOEs budgets . In practice this 
meant a radical fall in investment expenditure by SOEs. (ii) Exchange rate 
realignments meant an increase in interest payments thereby increasing the 
financial costs of firms, increasing production costs of SOEs using imported 
inputs for output mainly for the domestic market. SOE mainly oriented t o the 
export market on the other hand gained. 

4. 70 Structural adjustment policies, particularly those directed at 
increasing competitivity also had important implications for the development 
of the SOE sector. Amongst the policies adopted the following can be 
mentioned. 

(i) Foreign__!.I.gde liberal izat..ion. Mexico from one of the relatively 
most closed countries became in a few years (mid 1985 to 1988) - o.n.e 
oi..5he most open economies. The tariff range was reduced from O -
100% to O - 20%, official prices were practically eliminated by 
December 1987, import licenses were also dramatically reduced in 
scope, falling from 83% of total imports in mid 1985 to 20% in 
1988, effective protection rates from positive values became 
highly negative. 

However, action on activities dominated by SOEs were taken more ) 
recently or restrictions are still enforce. Further a number of 
SOE monopolies through their pricing policies (domestic prices far 
below import parity values) effectively avoid foreign 
competition. _ 

(ii) ~ectorial programs became practically irrelevant since december 
1987, when the combined effects of foreign trade liberalization 
and the elimination of tax rebates. However there still remain in 
areas dominated by multinationals (computers, automotor industry, 
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pharmaceuticals) as well as in petrochemicals as there is f oreign 
trade protection and/or subsidies. 

With regard to the SOEs the following deregulations were important 
measures to promote domestic competition. (i) the 
reclassification of a number of products from basic etrochemical s 
(,c on s t .it'!t .io_ri_~1.__ y_ 1:_E: se rvea ··fi3r- pEJ1EX to s econciary pet rochemi c a 1 s 
wh fr h is O£en to Mex-ican ana fc,-te•:i: gn··-n,mpa-n±e-c;, H · t:-he---·--
elimination ·of T ne -s pec-ial .. 50% t ax -·wn1c any s ale of sugar by t he 
mills to any other company than t he SOE Azucar S.A. 

(iii) Pricing policy for SOEs during PER can be divided into two phases, 
the first from 1983 to early 1988, consisted of raising public 
sector price s and tariffs above the inflation rate, the se cond 
phase of near zero growth in public prices as part of a partial 
price freeze i mplemented 1988/89 . During the first phase private 
sector pric es subject to controls rigid control or fle xible 
registration control fell from 83 and 141 products in 1983 t o 21 
and 121 in 1987 re spect ively . Majority of private sector pri c es 
post early 1988 were also sub j ect t o a fr eez~. 

SOEs price s are in general be low equ i va lent impor t parit y pric e 
and t he pric e - ave rage unit cost is bel ow unity c ombineJ with a 
high degree of c ross subsid i zation between different custome r s. In 
Table IV . 4 .3 we show the evolution of prices f or a number of goods 
produce d by t he SOEs. In what follows we briefly discuss the trade 
and re gu lato ry changes and price determinaticn o f a selec te d 
example off goods . 
Oi l p roducts are produced exclusively by PEMEX, and are subject to 
pr i ce controls and import licenses . The pricing rule is that the 
rate of change of domestic price is a proportion - less than 
unity - of the change in international prices . Basic 
petrochemicals are also exclusively produc ed by PEMEX (although 
t here has been a re c lass ification between basi c and secondary ) , 
a l though t hey have been fre ed f r om import licenses . The pricing 
rule i s tha t dome s t ic pr ic es are 80% of interna t ional pri ces 
except for agricultural inputs . Steel has been freed from 
licenses and official import prices as well as a reduction in 
import tariffs which fell from O - 40% to O - 10 7. . Steel pri ces 
have been liberalized but f ollow a de facto rule of price 
increases approximately 95% of domestic inflation plus an 
adjustment factor to approximate prices to international prices . 
Electricity prices, neither reflect cost variations temporally o r 
spatially. Peak load supply problems are met by cut offs. There 
are substantial cross subsidization,the price ave r age financial 
cost is below unity, and is considerably below international 
pr ic es (less t hen 50 7. o f Californian pric e s). 

( iv) Procurement , partic u l arly af t er Ley de Adquisicion .1 988 , does no t 
have any lega l prefe r ence f or local tenders and al lows SOEs to 
import only subject to the relevant custom duty . However de facto 
bidding is limited mainly to local firms.legal provisions 
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T ·, t le I .,_, . 4. 3 PRECIOS PROMEOIO DE LOS PRINCIPALES BIENES Y SERVICIOS DEL SECTOR PUBLICO 
( PESOS) 

==-----------------===--------=--=-========================-=================================================---========= 

:·.T !D~D / BIENES Y SERVICIOS. 

UNI DAD 

DE 
MEDIOA 1982 1983 

C O N S T A N T E S 

1984 1985 1986 1987 

----- -------------------------------------=============================================-===-=-=--=-=------------ -- -------

P E M E X 

?ROOUCTOS PETROLIFEROS 

NOVA 

EXTRA 

DI ESH 

COMBUSTEOLO P. 
DIAFA NO 

TUR BOS INA 

GAS NATURAL 
GA S L.P. 

~~CDUCTOS PETROOUIMICOS 

ACETALDEHIDO 

AMONIACO PIFER. 

AMONIACO INDUSTRIAL 

AZUFRE 

CICLOHEXANO 
CLORURO DE VIN. 

CUMENO 

DIC LOROETANO 

!)OD ECILBENCENO 

EST I RENO 

ISOPROPANOL 

ORTOX ILENO 

OXIOO DE ETILENO 

PARAXIL ENO 

POLIETILENO A. D. 

POLI ET I LENO B .0. 
TETRAMERO 

TO LUENO 

3c C'0'< ELECTRICO 

SER. DOMESTICO No . 1A 
SER. DOMESTICO NO. 18 

SER. GENERAL 25 ,11H 

SER. GENERAL P/mas 
SER. P/mol i nixt> 

SER. P/ ALUMBRADO 

3ER. P/ BOMBEO DE AGUA 

SER. TEMPORAL 

SER. I NDUSTR !AL 
SE R. AGRICOLA No . 9 

3ER. ALTA TENSION P. 

SER. INDUSTRIAL 

LT. 

LT. 

LT. 

LT. 

LT. 

LT . 

m. 3 
Kg. 

Kg. 

Kg. 

Kg. 

Kg. 

Kg. 

Kg. 

Kg. 

Kg. 

Kg. 

Kg. 

Kg. 

Kg . 

Kg. 

Kg. 

Kg. 

Kg . 

Kg. 

Kg . 

KIIH. 

KIIH. 

KIIH. 

KIIH. 

KIIH. 

KIIH. 

KIIH . 

KIIH . 

KIIH. 

KIIH. 

IC IIH. 
KIIH. 

2. 71 
4 . 29 
1. 15 

0. 22 
0.49 
4 .63 
0 .29 
1.86 

3 .90 

5.24 
0.79 
0.00 
0.49 
5. 76 
4.92 

8 .82 
1.97 
5.78 

8 .96 

6.62 
5.08 
7 . 56 
7.24 

11.20 
10.53 

1. 79 
4.40 

0.4 7 

0.62 
0.58 
0.75 
0.72 
0. 14 

0. 29 
0.44 

2.54 
0. 48 
0. 19 

0. 22 
0.37 

4.01 
5. 79 

2.30 
0.39 
1.41 

7.34 
0.62 
1.47 

4 . 05 
4 .93 

0.89 
0 . 00 
0.90 

6.06 
4.90 
7. 28 
2. 91 
8.35 
9.49 

6 . 94 

6 . 23 
5.97 

8 . 13 

11.29 
10 . 17 

3. 88 
4.26 

0. 37 
0.4 7 
0.44 
0.61 

0.58 
0.09 
0.26 
0.35 
1.84 

0.39 
0. 03 

0. 39 
0.30 

3. 71 
5 . 02 
2. 40 
0.63 
1. 74 
4. 74 
0. 98 
1. 20 

4. 06 

5.05 
0. 73 

1 . 71 
1.33 

6.20 
5 . 70 
6 . 17 
3 . 34 
9 . 28 
0.68 
6. 52 

5 . 25 
4.84 

7. 46 

12.39 
11 . 17 
5 . 84 
4 . 25 

0.50 
0.60 
0.59 

0.80 
0.83 
0.26 
0.43 
0.48 

2.91 
0.53 
0.11 

0.63 
0.42 

3 .62 
4 . 59 

2.33 
0.67 
1. 95 
2.34 
1. 12 

0 .96 

3.54 

5.37 
0. 75 

2.03 
1.65 

5.06 
4.57 

5.69 
2.83 
8.98 

6.63 
6.09 

4.35 
4.25 

6 . 13 

9.88 
9.41 
S ~8 

3.d3 

0.49 

0. 54 
0.54 

0.82 
0.81 
0.28 
0.43 
0.48 

2.43 
0 . 52 
0.12 

0.59 
0 .42 

3 .60 
4 . 27 
3 .06 
0.84 
1.96 

2. 56 
1 . 41 
2. 17 

3 .96 
5.84 
0.71 

1.00 
2.38 
5. 54 
5 .95 
5.51 
3.44 

9. 75 
7. 39 
7.05 

5.07 
5. 18 

7.30 

10.63 
10.54 
6 . 72 
3 .65 

0. 57 

0.60 
0.62 
0.97 

1.05 
0.35 
0.54 
0.57 

2.67 
0.60 
0 . 12 

0.00 
0.47 

3.48 

3 . 14 

0.79 
2. 12 

2.61 
·, . 29 

2.3c 

~.25 

5.56 
,) . 69 

1 . 75 

2. 08 
6.66 
6.83 
6.68 
3.97 
9. ~o 

14.79 

6.38 
5. 14 

s.~a 
6 . /2? 

11 . 28 

11. 28 
6.82 

3.82 

0. 55 
0 .5 0 
0 . 52 
1. DO 

1. 03 

0.36 

0 . 56 
0.60 
2 . 31 

0.62 
0. 10 

0.00 
0 .47 

3. : 3 

,., .'..."1 .: -r 

·,: -, 

- . . ·., 



Fi:RT !MEX MILES DE PESOS 1. 70 1. 72 1.61 1.49 1. 51 1. 52 1. 51 1. 30 

:..MCNIACO ANHIDRIDO TON. 1.44 1. 17 1. 14 1. 15 1. 19 1. 25 1 . .:. 1 1. 21 

:JR EA TON . 1.68 1.82 1. 70 1.67 1. 59 1. 4 7 1. 58 .3b 

N!T RATODE AMONIO TON. 1. 34 1 . 46 1. 35 1.27 1. 20 1. 13 1. 27 1 . : 9 

SULFATO DE AMONIO TON. 0. 78 0 .84 0.72 0.66 0 . 71 0.77 0 .>:7 iJ . ~5 

SUPER TRIPLE TON. 1 . 97 2. 14 2 . 00 1 .94 1.86 1. 73 1. 9~ 1 . t, ... 

SUP ER SIMPLE TON. 0 .74 0.80 0.69 0.64 0 .68 0 . 73 0. ~:. :J . 73 

FOSFATO DIAMONICO TON . 2.49 2. 70 2.69 2.80 2.93 3.09 3 . :. 7 • ~ Q 
.::. . '1-

CLORURO DE POTASIO TON. 1 .08 1.18 1.43 1 .81 2. 05 2 . 20 1. 94 ~ . b 7 

SULFATO DE POTASIO TON. 1 .58 1. 72 2.09 2. 72 3.88 4 . 10 3 . 30 2.~4 

FO RMULAS FISICAS TON. 0 . 94 1.04 0.99 0 .98 0. 77 1. 21 1. 20 : 3 

?ROD. OU!MICOS TON. 6 . 01 5.36 5. 13 4.06 4.36 4 . 47 2.95 2 5.:. 

S,C'OR SID ERURGJCO Ml LES DE PESOS 6.80 6.86 7. 77 6 .44 6.27 6 .37 6.23 ; 

PLAN CHA TON . 6 . 13 5.90 6. 71 5. 73 5 . 61 5 . 63 5.36 ... ) 

LAMI NA EN CALIENTE TON . 5 .88 5 . 66 6 .43 5. 50 5 . 38 5 . 40 5. ,, . 33 

'..AMI NA EN FRIO TON. 7. 32 7 . 06 8 . 12 6 . 94 6.79 6 . 93 :, . 75 . , 

-iOJALAT A TON. 14.43 16 .64 20.48 14 .98 14. 27 14. 09 . 3 ' . 3 

.ARR ILLA CORRUGADA TON. 4. 69 4 .82 4. 86 4. 12 4 . 02 4. 17 -;n 7 

ALAM SRON TON. 5 . 15 5 . 16 5 . 30 4. 57 4 .4 7 4.5 5 .:..53 .~2 

PERFILES LIVI ANOS TON. 6 . 38 6 .1 3 7 . 02 5 .98 5.84 6 .06 f;, ; 5 ) , ,I 

;> ERFILES PESADOS TON . 6.00 6 . 31 7.26 6. 15 6 . 00 6.23 6.32 5 . 32 

' UBER IA NE GR A TON. 8 . 09 7 .80 8.92 7 . 65 7.49 7 .69 7. ~ 7 

;.. 2 :J C A R 5 . 06 5.06 4 .99 4. 45 4 .49 4.62 4 . 28 3. 5:: 
REFINADA Kg. 5 .27 5.29 5.34 4. 76 5.00 5.92 5 . 38 ,. 33 

ESTAND AR Kg. 4.91 4.89 4. 75 4.24 4. 15 3. 73 3 . : 2 3.:2 

Ac~OMEXICO 
FACTOR VAR IABLE PAS/Km 1.06 0.95 0.94 0 .80 1.11 1. 34 

C:. NASUPO MI LES DE PESOS 
?R ECI OS DE VENTA TON . 3 . 54 3 . 08 3 . 28 3 . 61 3 .60 3.63 2 .7 ' :.. . J., 

MA IZ ( NIXTAMAL) TON. 1 . 17 1. 13 0. 77 1. 02 1. 44 1. 05 1.'..D ) .' 

TRIGO TON. 2 .37 1. 95 2.08 3 . 11 3 .27 2.58 2. 29 , 

ARROZ (15% OUERBRADO) TON. 5.95 4.46 5.86 6 . 38 5 .69 4.78 2 . .:.e • 7 

SORGO TON . 1.32 1. 21 1. 57 2.23 2.06 2. 12 i. 72 C. 

FRIJOL TON. 6.00 3.63 3.09 4. 99 6.83 5 .49 t.. .CS 

SEMILLA DE SOYA TON. 4.46 4.07 3 . 70 4.21 4.33 4.84 5. ;2 . -;1 

SEMILLA DE ALGODON TON. 2. 45 1.9i 2.38 3.17 2.47 1.63 0. 72 ·J . ~ 1 
SEMI LLA DE GIRASOL TON. 4 .30 4.23 3.94 4.32 5 . 12 5 . 35 2 . ,t .: • ) I 

SEMILLA DE AJONJOLI TON. 10.09 11 . 60 8.64 6.90 6.40 8 .41 .:. . 77 .o 

SEMILLA DE CARTAMO TON . 5.40 3 . 52 3.30 3 . 12 3 . 95 4. 95 3 .02 
COPR A TON . 6.64 (1.38 7 .32 7. 97 6 . 73 5.7.:. 5. 0'.. 
LEC HE EN POLVO TON . 13. 15 8 .99 14 . 50 13 . 90 12 .48 10. 77 9 .C3 ., ., 

o·Ros PRODUCTOS 

TELMEX (RENT A BASICA) LLAM. 24.45 19 . 35 25 . 94 20.90 19 .62 25 .45 2e . 73 .::: .... . -c 
TELMEX (SERV. MEDIDO) LLAM. 0 . 14 o. 12 0 .1 4 0.11 0. 10 0 . 13 0. 15 . 3 

TELMEX (LADA NACIONAL) LLAM. 16 . 51 12.85 12.20 10 . 16 9. 57 11.42 11. 02 --~ 
51ST . DE TRANSPORTE COLECTJVO BOLE TO 0 . 34 0.17 0. 10 0.06 0 . 26 0 . 31 0.38 ~~ 

-------------------=----------------=======-========-===-======================------------===-=-==========-------==-----
~CT;,.: Precios Reales en base al !NPC ( 1978=100) 
=-E'H E: Unidad Tecnica de Prec ios y Tarifas SHCP. 



notwithstanding, and payments arrears typical of SOEs favor locals 
given their acquiescence to payments arrears. Further, the 
by-laws have not yet been issued and current norms and practices 
are not clear regarding the treatment of local vis-a-vis foreign 
tenders . 

rv.s Restructuring Of Selected SOEs 

4.71 In this section we shall describe and analyze the main actions taken 
on individual SOEs. The steps can be grouped in four categories; (i) 
financial restructuring; (ii) fiscal deficit - superavit agreements: (iii) 
price policy; and (iv) streamlining of individual SOEs activities. 

4.72 We note that the actions taken to improve the economic environment 
upon which the SOEs operate has two main objectives; i) to improve the 
performance of strategic SOEs that may remain within the SOE se c tor, and ii ) /1/ 
as a first step for privatization (for example SIDEP~1EX which was put up for fl 
sale in March 1990). 

IV.5.1. Financial Restructuring Agreements 

4.73 The financial restructuring agreements are known as Asuncion de 
Pasivos y Cambio Estructural (Agreements on Debt Absorbtion and Structural 
Change, or CFR). Essentially these are negoitated documents which specify 
the government ' s obligations (mainlly financial and pricing formulas) to the 
SOE and the obligations (economic and financial performance targets) of the 
SOEs to the government. 

4 . 74 In Mexico these agreements have meant that the government absorbs a 
substantial! proportion of the SOEs long term debt, and agrees to a price 
reform such that the SOEs can achieve self sufficiency. SOEs on the other 
hand, agree to a major reorganization ( streamling of management and 
activities) as well as a series of quantified targets on financial and 
economic performance. 

4 . 75 From 1985 to date, twelve CRFs have been signed, with a total direr.t 
cos t to the government of 14.85 billion dollars (see Table IV.S.1 ) . Most of 
the SOEs that have gone through the CFR process form part of the so called 
Strategic sector with a few exceptions (IMEVISION, ALBAMEX and FERTIMEX). 

4.76 According to Table IV.5.2, which summerizes the main points of 
individual CFEs of a selection of SOEs, these agreements have had a mixed set 
of results. 

4.77 The direct cost of bailing out these nine CRFs is the amount of the 
debt absorbed by the federal government. However, if they do not improve in 
financial terms, the use of federal resources is still needed. So a triple 

I 

cost is incurred by the state, that is: i) the debt absorption contracted at 
the signature of the agreement; ii) the approval of new resources needed 
during the agreement and iii) the interest payments of the debt absorbed by 
the state. 
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E N T E R P R I S E 

CXl~ISIOI FEDERAL DE ELECTRICIDPO 

O)JASLPO 

8ANNPESCA 

~EPTARTAl'ENTO DEL DISTRI TO FEDERAL 

i'ERT !MEX 

SICART SA 

i'ERRO,ALES 

5AN~AL 

1"1:XPAPE 

FAPATUX 

IMEVISION 

T O T A L 

SOJRCE: ICEF , AL.gJSt 21, 1989. 

,oll,(l,NT IN MILLOIS 

Of 00.LARS 

8,578.0 

1.336.4 

1,~.o 

1,124 .6 

767 .7 

795 . 1 

519.8 

447.2 

73.7 

57.8 

12.0 

11 .9 

14,850.2 



a>f>IWY 

MEXPAPE 

SI G'lA ME : AUClJST 31 , 1987 

!NFCRCE: 1987-1990 

At-OJ-,jT ABSCRBED: 

UN.72 BILLI OJ PESOS 

(81.1% TOTAL DEBT) 

FAPATI.JX 

SI GNATURE: AUClJST 31, 1987. 

INFCRCE: 1987·1990 

AI-OJNT ABSCRBEO : 

!63, 199 BILLIOJ PESOS 

(63% OF TOTAL DEBT ) 

ALBAl-'EX 

S!GNATU<E: auJ-.St 31, 1987 

:N FCRCE: 1987·1990. 

t.l·UJNT ABSCRBED : 

14 BILLIOJ PESOS 

A/UJNT GRANTED : 

5.5 BILLIOJ PESOS 

( 100'/4 OF TOTAL DEBT) 

WEVIS!Ol 

SI G'lATI.J<E: AJ.nJST 31, 1987 

!NFORCE : 1987·1990. 

AI-OJ-,j T ABSCRBED : 

11 MILLIOJ 00..LARS 

(00.T. TI\f52) 

11-PRCM: FINANCIAL STRLCn.RE 

RA! SE PRCIU:T I VI TY ANC REIU:E 

TOTAL COSTS ANC A Sna..cn..RAl 

REFCR-1 OF THE IHl.E CPERATIOW. 

FR»E',.,CRK. 

11-f'RCNE FINANCIAL STRU:ME 

RA I SE PRCIU:T IV I TY ANC REIU:E 

TOTAL COSTS ANC A STRU:Tl.RAL REFCR-1 

OF THE \Ml.E OPERA TI OIAL FR»E',.,CRK • 

EVAWII Tl CJI 

PAPER PRCIU:TIOI \.11\S 0 .5% LCl.ER THAN EXPECTED THE 

USc OF THE INSTALED CAPACITY \.11\S 89'/4 La.ER THAN 

THE 90¾ ~ -

PERSCNAL PRCIU:TIVITY \.11\S 1. 7"/4 

LCl.ER THAN EXPECTED. 

THE r-ED II..M COSTS OF PRCIU:TIOJ WAS , IN REAL TE~MS , 

31 ;7"/4 9.J'ER IOR THAN EXPECTED. 

PAPER PRCDU:T IOJ \.11\S 19.4% LCl.ER THAN EXPECTED 

PERSCNAL PRCIX..CTIVITY \.11\S 19.4% La.ER THAN EX~ECT::•. 

Pll!CE/ COST RELATIOJ WAS 14.6% La.ER THAN Fli<ST A~?E:: 

TH IS <lMN THE LO.J PRCIX..CTI VITY LEVELS REACH IN THE 

PLANT. 

11-PRCM: EFFICIENCY ANC NO FLRTHER USc PRCIX..CTIOI WAS LNTIL 1989, I NF IRIOR IN 53% TO LEVELS 

OF PL6LIC R..N)S LNTIL 1990. FIRST A~ED. 

lr-J>RCl.J\1£ EFFICIENCY ANC NO FLRTHER 

USE OF PL6LIC R..N)S LNTIL 1990. 

USE OF TOTAL CAPITAL WAS 28.5% La.ER THA EXPECTE!) . 

TOTAL I.OlKI NG fO.RS \.A:RE 16.4% LCl.ER TKAN EXFECT!:C. 

TOTAL SALES '.ERE 52.2% LCl.ER THAN WHAT WAS FIRST 

AGlEED. 

TOTAL TRANSMITIOJ fURS WAS HIGHER THAN THE Al·UJNT 

AGlEED BY 0. 4% ANC SO DID TOTAL PRCDUCT ICN HO.JPS 

BY 9.IJ'/4. 

A El'PLOYl'ENT LEVEL RED.£TIOJ WAS REAC 



COIAs...PO 

S!GNAT\..RE 15·1V·86. 

INFCRCE: 1.33 BILLIO. 

DOLLARS (62% OF 1DEBT) 

BANPESCA 

SI(}JA11.RE: DECOllER 14, 1988. 

!NFCRCE: 1988·19SU 

~T ABSCRBED: 

$2 , CXXJ . 750 BILL!O. PESOS 

FERRCNALES 

IN FCRCE : 1987-1989 

AI-OJ,T ABSCRBED: 

519 .8 MILLIO. DOLLARS . 

BANRLRAL 

Sl(}JAT\..RE : DECEl'BER 14, 1988 

I NFCRCE: 1988· 19SU 

At-0..NT ABSCRBED : 

$1 '020,CXXJ M! LLI O. PESOS. 

Source: ICEF 19SU. 

RETIReENT OF MASIVE PARTICIPATIO. IN cx::NAS.FO .oDCl.JIRED IN 1988, 27.3"1. OF THE NATIC:tlAL 

nE BASIC ~la.LlUW. PRID..CT MARkETS. CDSJf>TIO. (NATIOOL PRID..CTS PLUS It4'CRTS) ••• 

CCJO:NTRATIO. IN THE RECUATCRY FUHIO. OF BASIC ~INS, THIS PART ICIPATIOI \.11\S S..PER ICR 

FCR IT \olAS CREATED. TO THE OE PRESENTED IN 1987 (25 .6%) Al-0 IN 198:i 

RAICE EFFICIENCY OF OClTH CFl:RATIVE 1~ (25 .9'/4). THIS ~S COIAs...PO DID NOT REDL.CED 

PRCIJLCTIVE LEVELS FINANCIAL. 

RESTRl..Cn.RATIOI TO .oDCl.JIRE 

A P<RE EFFICIENT SERVE . 

RAISE EFFICIENCY LEVELS, ACC(R)ING 

TO THE NATI.RE OF THE 9:E . THAT IS 

I~ THE RELATIOI TOI/XM . Al{) 

I~ FINANCIAL ASPECTS Al{) THE 

RELATIO. TOTAL KM./OAY . 

ITS MARKET PARTICIPATIOI . 

I() RESU.TS ARE STI LL EXPECTED BY THE STATE . 

THE FINANCIAL CCEFICIENT LEVELS I.ERE REACHER 

IJITHIN THE ~EE1'ENT LIOJIDITY \.11\S 2.6 , SLPERIIY 

TO THE 1.6 ~EEO. 9'.l.VENCY \.11\S 0.9 INSTEAD OF 

THE FIRST ~EEO. 

THE CC:WAHY ~ I..PIQ A RAISE ITS I() EVALUATIOI HAS YEC BEEEN MADE. 

LEVEL IF CREDIT REa.PERATIOI 

ACCELERATE THE SALE OF LN.JS8) EOJITY 

Al{) RID.CE BANK PARTICIPATIO. IN THE 

CJ'ERATIO.S Of ITS CLIENTS. 



4.78 The reason for this triple expenditure is the r esult, in part, of 
the heavy controls imposed on the SOEs by the state agencies (in particular 
price reform was postphoned due to the generalized price controls since earl y 
1988); because of the lack of managerial capacity and also because the 
environment 1n which the SOEs perform is not a competitive one. 

4 . 79 The CRFs tried to link changes in many areas of production to a 
government promise to absorb specified portions of the enterprise debt or 
injet needed capital . The approach is not a bad idea and as a matter of fa c t 
it is not wrong to link incentives to performance. The fault has been that 
the government absorption of debt has taken place all at once, at the out s et 
o f the exercise while the targeted results are placed at the end of the 
period , so there is really not incentive for the SOEs to make a special 
effort to accomplish the goals since debt is absorbed o r the res ources 
transferred, regardless of performance . 

4.80 However, a simple comparison between targets and achievements ( s ee 
Table IV.5 . 3 which summerizes the CFE agreement ) may understate the pos t iv e 
gains from these agreements. Additi onal gains o f CRF s are derived fr 0m t he 
proc ess og negoitating . The negoitations translate intentions int o operative 
goals. but also make the costs of achieving them transperent , and inc rea s e s 
both sides understanding of each others operations and constraints. 

IV.5.2. Deficit - Superavit Agreements 

4 . 81 Another agreement also used by the federal 
expenditures and to keep the use o f scare resources 
budget in times of high inflation were the so called 
Superavit (Defic it-Superativ Agreement or DSA) . 

government t o contr o l SO E 
in balance with the 
Acuerdos de Defi c it 

4.8 2 The principal objective of the DSAs were the ac cording of defic it or 
superavit ceilings between the SOE and the government, depending on the 
economic situation the state was involved . The agreements had to be verified 
every three months, but reports on the evolution of the SOE had to be 
presented every month . 

4.83 The reason this DSAs were created responds to several reas ons, the 
federal government was in need of an instrument that could allow him more 
control over the budgetary use by the SOEs. Given the high levels of 
inflation and the constant changes in the economic situation of the c ountry, 
it was necessary to control the behavior of income and expenditure level s in 
the SOEs in order to keep the financial situation manageable for the state . 

. 
4 . 84 Additionall y , the DSAs resulted in the must 
the budgetary authorizations, that before have been 
detailed , within the lines described by the federal 
congress at the end of the year. 

effic ient medium t o keep 
described as very 
budget presented t o 

4.85 Again, in terms of control, the DSAs represented another restriction 
to SOEs autonomy in the elaboration and direction of the budget, so plans to 
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TABLE IV . 5.3 
C ,. '"' " r: ►\• ~: T 

( Rf. Y~) 

PROOUCTIVITY INDICATORS 

1985 1986 1987 1988 
IND EX 

goa l rea l goal rea l goa l real goal r ea l 

use rs/workers 176 1n 181 179 185 182 190 186 
sales/workers .998 .965 1.05 1.00 1 . 11 1.09 1.17 1.08 
worker increa 2. 5 2.9 2.5 1 . 1 2.5 2.6 2. 5 2. 4 

EX PEND ITURE RAT IONA LI ZATION 

INDEX 1985 1986 1987 1988 

Adni n istra t ive/ 

Explotat ion Cost 13.1 10 .8 10.4 11 . 0 

Adn inis t ra t ive 
Expend i tu re per 
Kw/ H ( $ , 1988) 6 .9 6.4 5.8 6. 6 

Level of innven· 
t ar ies ( $ , 1988) 3 ,643 6, 406 5,479 3, 640 

FI NANCIAL RESTRUCTURAT ION · 

1985 1986 1987 1988 
INDEX 

goal real goal real goal real goal r eal 

Price/ cost 
Inves tment 85 65 . 5 100 75.6 
. · own 40 28 40 49 40 7 40 15 

· f iscal 10 32 10 30 10 46 10 40 

- i ndebtness 50 40 50 21 50 47 50 45 



respond to a changing economic environment were difficult to achieve for the 
SOEs that signed DSAs . Restrictions on this direction sometimes resulted on 
the loss, for some SOEs, of the market share they had adquiered through the 
years and sometimes this meant a technological setback compared with privat e 
sector investment. 

4 . 86 The agreements control in two acquired ways the defict its or 
superavits ot the SOEs: (i) cash control; and (ii) total finan c ing. 

4 . 87 The objective is that the SOE could rise or diminish their inc ome s 
or expenditures or both, in such a way that the deficits don't grow larger 
and their superativs don't fall. The DSAs were signed by the SOE board or 
general director, depending on the importance of the SOE, with the ICEF and 
had to be renewed every year . 

IV.5.3. Price Control Reform 

4.88 Since 1985, in order to foster economic efficiency and 
accountability, the government has been liberalizing markets and diminishin g 
pric e controls that along the years had negatively affected the SOEs. 

4 . 89 Directed to markets that otherwise face intense c ompetition, this 
ac tions have taken a great deal of attention from the government. The 
objec tive is to improve productivity in the SOEs that are either strategic 
o r prioritary , or subject to be privatized by the state in the medium term . 
In this way not only the effect of this deregulation is felt in the finan c ial 
statements of the government but in the day to day transactions carried out 
by society in general. 

4 . 90 Reforms have taken place in steel, sugar , basic agricultural grains , 
internal transport and in general all aspects of economic intervention, but 
elec tricity and basic petrochemicals. 

4.91 The steel industry (being privatized) used to face several controls / 
ranging from price ce ing se ing a-4 t..a-I'-i-f--f- . rot example, before as 
the general price level rose, steel price constantly lagged behind be c aus e 
of control . Production was inefficient and expensive , the industry was unde r 
capitalized and in general steel quality did not fulfill international 
requirements . Reform has been extensive, price adjustments are automatically 
approved up to a 95% of realized inflation rate. Tariffs have alsc been 
reduce from a 0-40 % range to a 0-10% range from 1984 to 1987. At present, 
steel price is controlled because of the Pacto de Soliraridad Economic a, 
Mexico s J. ization Plan to control inflation. Also SIDERMEX is being 
privatized so this is a case in which not only reform was made in order t o 
improve effic iency and productivity ( remember our analysis of SIDERMEX above ) 
of a strategic _SOE but to improve competitiVity and foster autonomy and 
accountability . 

4.92 An other sector in w · he state used to have a very important r ~ 
to p 1 a y but with t _h_e_ d_i_v_e __ s_t_i _t _u_r_e __ p_r_o_c_e_s_s_ h_a_s_ b_e_e_n_ r_e_d_u_c_e __ t _o_ a_ s_m_a _____ e r l 
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and that has suffered an important reform in its structure is the ~ 
industry . 

4.93 Heavily controlled and regulated, the sugar industry faced a bleak 
future because given those regulations investment resulted in constantly in 

. big loses and transfers were growing at an incredible pace. 

4 . 94 In Mexico sugar price is controled by SHCP and a trust company 
called AZUCAR,S .A .. Producers of sugarcane also face a controled price for 
their product: and could only sale their product to AZUCAR or pay a tax of 
50%; imports of sugar were restricted to AZUCAR and in general every aspect 
of production, and commerce of sugar was controled either by law or 
regulation. 

4 . 95 Since 1989, when the sale of sugar mills was heavily pushed, 
investor began to demand the government for less control. In response to 
their the demands, The law that controles the sugar market and that given 
AZUCAR its power was eliminated, even though pric e controls are still subject 
for approval of SHCP. Also the state monopoly in sugar trade has been wiped 
out, so n0w every producer can import sugar, paying a small tariff, and sell 
it inside Mexico without any regulation. 

4.96 Some aspects of control still affect considerably the sugar sector. 
f0r example price settings that regulate the price of sugarcane ar e still 
subject of approval by S.HCP and AZUCAR and salaries paid to sugar mill 
workers are also controled. In the future according to government plans, 
regulation in the sugar industry will be erased with the objective of 
incrementing production and efficiency . 

4 . 97 Deregulation of transports have improved the internal commerce of 
products and goods produced by not only by SOEs but the whole economy. Their 
effect on the performance of SOEs is not direct but its secondary effect 
does has a direct effect on enterprises like FERRONALES, the train monopoly 
0f Mexico . As cost in transportation have lowered and more participants enter 
the industry, the train transportation must improve its service in order to 
matain its market share. Already plans to modernize the FERRONALES is being 
considered, and more help from federal funds are expected to help the 
company revive itself in the medium run. 

4.98 As stated at the beginning of this section, in general all sectors 
of the economic environment the SOEs face is subject to modification for, as 
deregulation of markets and the trade liberalization take place, their 
effects are clearly felt in the SOE sector as well as in the private sector. 
So to talk of a modified economic environment for the SOE sector is not 
exaggerated. even though we must bear in mind the control that some 
industries still face, like the basic Petrochemicals and oil industries, were 
international standards have shown the inefficiencies actually present in 
PEMEX. 

IV.5.4. Reorganization of Individual SOEs 
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4.99 Another method used by the government to improve efficient provision 
of good and services has been the restructuration of selected industries were 
competition in certain sectors, given the development of new technol ogies 
and other industrial organization methods, is now possible. 

4 . 100 Restructuration has been present in three important sectors of the 
economy: (i) 'Communications (TELMEX); (ii)-. Basic grains distribution 
(CONASUPO) and PEMEX. 

4.101 Even though TELMEX is subject for sale this year, some of its 
services, like cellular communication, have been open to competition , giving 
the consumer the possibility of choosing the company it prefers for the 
contracting of the service. This has had an immense impact on performance and 
efficiency . As the privatization continues, TELMEX is st i ll encouraging the 
provision of services by private companies . At the moment of sale , a large 
number of companies will be providing a range of services that will help 
mantain both prices and quality within the limits set by the state. in order 
to control monopolistic gains in the sector . 

4.102 CONASUPO at the moment it sign its CRF, agreed to implement a 
restructuration program that will have as a result the complete retirement of 
this company from the basic agropecuary product sector to concentrate itself 
to the market regulation function for which it was created. To achieve this 
objective CONASUPO stabilized the following lines of action: 1.- Keep market 
participation in the neceassry level to enforce a regulatory function, 
basically in the basic product market. 2.- Encourage private sector 
participation, through the "Comites Participativos de Comercializacion" or 
commerce commetees of participation , in order to improve supply of basi c 
foods through by private sector orianizations. 3.-To keep in storage strategic 
reserves recommended by the Agricultural Cabinet . 4.- Cost reducti on in 
operation by "tonelada". 5.- Subsidy reduction to production and 
comercialization. 

4 . 103 Given this objectives, in October 1989 the complete _ 
restructuration of CONASUPO was annouced by the federal government, and to 
date several industries are either in the process of sale or are already sold 
(for examp e , the Planta u titlan). Te 1n egra 10n o 1n ustr1es wit 1n 
the company structure has not yet been accomplished. For example the fusiun 
of DICONSA with IMPECSA AND OF ANDSA with BORUCONSA is expected since 1988 . 

4.104 The retirement of CONASUPO from production and comercialization of 
basic along with the deregulation of the transport sector will have a 
positive impact in the supply of basics to the economy as a whole more 
efficient and less costly enterprise for society and the · federal budget. 

4.105 The effects of restructuration and ~rice control liberalization will 
improve in an important sector of the economy as a whole and will foster 
productivity in the SOE sector. 

4.106 Reform in the basic petrochemicals industry is also being reformed. 
The approach used in this category because of political reasons has been 
different from other SOEs. The method used by the State has been to 
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reclassify what has been called the basic Petrochemicals industry , in this 
way prociuct:·1on -ot cer.t.e.4:I>: ~):.roc!1emica_ls t hat before was carried out 
exclusively by PEHEX is now roduced privat he lants and 
e-q.uip_ment 2.. __ t _e en_t._~_r;pE._;__se are n9 ~ ~ ld : Also investments c::i.rried out on 
other enterprises is being abandoned , like a plant in Spain or gas 
distr ibution , companies in Mexico. PEHEX is gett ing smaller but not, in a way, 
being pr ivati zed . A prob l em that has accompanie d th is approach is that 
be cause plant and equipment is not sold , many times the private companie s 
ar not ready to produce this · :..i+J._ las s;fied, so imp or t s 
of this product a to be implemented in order to face demand. Other 
interesting aspect of what has being happening in the oil industry is that 
private companies are lending resources to PEHEX so it can produce the 
petrochemicals needed by this factories, like CELANESE MEXICANA . 

IV.6 Divestiture and Privitization 

IV.6.1 Divestiture Process 

4 . 107 Divestiture had three different stages: 

1 . Identification of non priori t y areas. 

2. Selection of firms t o be divested , taking into account 
macroeconomicvariable s- (international context, public finances. 
etc.) as well as microeconomic ones (competitive enviorement , 
pricing pol icy, et c . ). 

3. Deci sion of which of the next four mechanisms would be used: 

(a) Liquidation or Closure . 
(b) Transfer. 
(c) Amalgamation . 
(d) Sale or Privatization. 

4 . 108 The select i on of industries to be divested has not followe d a 
pr eviously published " master plan" which contained the temporal programming 
and list of areas from which the public sector was to withdraw. On the 
contrary it is loosely structured and directed to follow sectorial programs , 
something that sometimes has brou ht unnecessary problems , that keeping a 
planne 

IV.6.2 Mechanisms Used for Divestiture 

4 . 109 The required initial steps , common to all of the four methods are 
as follows: 

( i) Informal ements between interested 
bu t no se lection of me thod is ac corded. 

secretaries are reached 
[see Table IV . 6 .1) 

(ii) The head sector secretary formally proposes an enterprises or 
group of SOEs as candidates for divestiture to the ICEF. The -
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proposal is analyzed following different criteria in each case 
depending on the industry , the origins of the proposal , et c . 

(iii) Once a method is reached, SPF requests the opinion and 
authorization from the President's office. Once an agreement ha s 
been reached, the ICEF is responsible if the method selec ted i s 
not sale of the SOE , o r SHCP if the method is selling the SOE. 

4 . 110 In what follows of t his s ub section we briefly discribe each 
me chani sm used in the Mexican divest i tu re p roc ess . In Tabl e I V. 6.2 we show 
the number of SOEs divested. 

1. Liquidation or Closure : it is used when the enterprise had 
accomplished the ob jec tives for which it wa s c reated or , instead , never 
could; when its existence is not "convenient" for the national ec onomy; but 
mainly when its financial o r te chnical situation is c ri t i cal (Fundidora 
Monterrey, e . g . ) . 

4 . 111 From January 1st . , 198 3 t o November , 1988 , 159 enterprises we re 
liqu idated and t he r e r ema i ned 102 s t i ll in process . 

( a} Liquidation Pr oc edure : the sectoria l coo rd inato r p r oposes, wi thin 
t he Inte rmin isteria l Committee of Expenditure- Fi nancing ( ICEF), the 
liquidation of t he SOE . If i t is ac cepted , the se c t or ' s head announc e s t he 
de c i s ion to the other shareholde r s in an extraordinary as s embly . Since th en 
there are two simultaneous steps : 

(i ) The sec tor ' s head must c ontrol that the whole pro c ess is 
being done ac co rding to the Law . 

(ii ) The liquidator will conclude operations, pay and re cover 
what is owed by and to the firm, sell the firm ' s as sets, 
make a final balance , r eturn all doc uments required t o 
i t s owne r s and pay them v is a vis the corresponding 
value s . Fi na l l y, the enti ty is o f f t he parastatal se c to r 
forma lly acc ording to art ic le 12 of the FLPE . 

(b) Closure : i t s me chanism i s analogous t o the liquidat ion proc e ss . but 
in that the extinc tion is referred to the trusts established by the 
Government. 

2. Transfer: it means that the SOE's c ontrol is transferred fr om t he 
Federal Government to the Regional o r Local governments. Th i s me chanism is 
possible because of the Unique Development Agreements (Convenios Unicos de 
Desarrollo) 

4.11 2 Dur.ing 1982-1 989 there were 21 enterprises transferred , 2 of 
which were par t of the educat ional sec t or (Colegio del Bajio A. C. and Centro 
de Investigacion de Quintana Roo A. C. ) and another one wa s a gasoline 
st ation, most of the remaining enterpr i ses belong to the Food Se c tor. 
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• · ~1J_ IV .6 .2: DIVESTITURE l!! MEXICO 

YEAR TRANSFER LIOU! DAT I ON SALE AMALGAMAT ION 

1982 6 31 0 2 
), 7 

1983 0 17 4 20 )< I 

I/ 
1984 3 5 3 0 -
1985 7 43 31 10 J J 

1986 5 22 28 4 /) 

1987 22 21 27 f I 

1988 2 6 60 4 ;-,__ 

1989 N.A . 2 35 N .A. 

SOUR CE: S. C.G . F. -
lyJ / ( 7... 



3. Amalgamation This process is basically regulated by the FLPE and tne 
General Law of Commercial Societies. 

4 . 113 Attending to the sector's head's opinion, the ICSF approves the 
divestiture of the enterprise and send its resolution to SPP which in turn 
sends it to the Federal Exe2utive who formally declares the divestiture. 
Finally , the shareholders approves the process in an extraordinary assembly. 

4 . 114 Each en t erprise must publish in the Diario Oficial its final 
balance sheet. as well as the strategy used for the extinc tion , if it is the 
case . (Article 39 of the FLPE states that the amalgamation of any enterprise 
must be conceived by the sector's head coordinator and the firm itself). 

4 . 115 There are no differences in the formal procedure for majority 
owned enterprise or a de centralized organism, even though the definition of 
each enterprise for budgetary reasons is different . (the 
amalgamation . transfer and amalgamation of the decentralized organisms is 
regulated by Article 25 of the FLPE). 

4. Sale or Privatization. The fourth process is the privatization nf the 
enterprises. An exahustive analysis of the process it is presented in se c tinn 
IV . 6 . 3 

4 . 116 The divestiture was a very important process by which the 
Government was able to reduce its fiscal and direct transfers . Indeed, as 
shown in Table IV . 6.3, the reductions obtained particularly by 
privatization, until August 1988. was almost four billion dollars . 

4.117 The reduction of the public sector was, in the Mexican case, 
considerable: by 1988 the number of public enterprises sold was close to 190 . 

4.118 As a consequence, there are now many branches in which there is n0 
public participation at all (automobile and soft drink production are 
examples) . 

4.119 Further, 
areas (like CFE, and 
diminished gradually 

excluding PEMEX and some big enterprises in strategic 
FERTIMEX), the public sector contribution to the GNP has 

in the period. (see Tables IV.6.4 and IV.6.5] 

4 . 120 By December 1989, the number of SOEs is expected to be 400, down 
from 1155 seven years earlier. This impressive reduction in the number of 
enterprises will reduce the administrative burden the government used to 
face before the SOER began back in 1983 , but because of the strategy followed 
by the government, in wish small market competitive SOEs were sold, the 
impact on the federal budget, the effect on the SOE sector GNP and the 
Public Sector GNP has been far more modest than what might be expected based 
on the number of SOE divested. 

IV.6 . 3 Methods and Procedures of Privatization 
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YEAR 

1983 

1984 

1985 

1986 

1987 

TOTAL : 

TABLE IV.6.3: ~ OF TRANSFERS 
SAVED BECAUSE OF DIVESTITURE 

MILLIONS OF THOJSAND OF 
PESOS DOLLARS 

17,371.50 144,760.72 

3,092.10 18,430.62 

3,052.80 31,338.98 

114 , 580 .20 187,422 . 64 

133 ,347.72 97,566.97 

289, 482. 62 487, 512.09 

SAVINGS ACCUMULA TED 
IN THOUSAND 

OF DOLLARS OF 198811 

11 279 ,616.52 

638, 186 . 89 

399 ,81 7.78 

575,538 . 55 

520 ,1 32 . 10 

3 ' 900 ,601 .93 

===================================================================== == 
1/ Transfers in dollars of August 1988 were calculated 

wi th the irrpl i cit foreign debt interest rate . 

Source: Secretaria de Programaci6n y Presupuesto. Sistema de Cuentas 
Nac ionales. Cuentas de la Hacienda Publica Federa l. 



TOTAL PUBLIC SECTOR 

First Divition 

Agriculture and Fishing 

Minn ing 
·Excluding PEMEX 

Manufactur ing 
· Excluding PEMEX 

Electric i ty 

Corrmun ication, turism 

Corrmunicat ion and Storage 

Finnncial Services 

Comunity Services 

TABLE IV.6.4: EFECT OF DIVESTITURE 

_Ll! THE GNP OF THE PUBLIC SECTOR (1983).!L 

PUBLIC SECTOR 
GNP (THCXJSANDS OF MILLIONS 

OF PESOS) 

4'388,217.6 

(5 , 013 .4) 

1'855,370 .6 
30,454.6 

627,837 .9 
200,555 .3 

155,357.9 

(28,959 .7) 

279,581.6 

247,504.3 

1 '268,086.5 

GNP OF 
DIVE STED SOEs 

91,742 .0 

415.0 

9, 005.4 
9, 005.4 

63 , 203.2 
63 , 203 .2 

- .. . -.. . .. -

1,511.2 

17 , 606.0 

S.D. 

S.D. 

1/ 1983 IS TAKEN AS A BASE OF ANALYSIS BECAUSE IN THAT YEAR THE PROCESS ~AS NOT 
REFLECTED [N NAT IONAL ACCCXJNTS. 

PERCENTAGE 
OF TOTAL 

2.1 

0.5 
29.6 

10 . 1 

6.3 

S. D. 

S.D . 

NOTE: S.D. = Not significant. Data does not includes the effect of the 1989 divestitures . 

SOURCE : S.C . G. F. , 1989. 



TABLE [V.6.5: EFECT OF DIVESTITURE IN THE GNP OF TH1 .· - c;c:r•'l::-

million 1983 pesos 

GNP OF THE GNP OF 
TOTAL OF DIVESTED 

SOEs SOEs 

TOTAL INCLUDING PEMEX 3'125,226 91,742 

TOTAL NON FINANCIAL 2'878,340 91,742 

· With out PEMEX 626, 142 91,742 

DIRECTLY CONTROLED 2'494, 175 32,147 
-With out PEMEX 241,977 32,147 

INDIRECTLY CONTROLED 631,051 59,595 
·Non Financial 384,165 59,595 
·F inancial 286,886 

1/ 1983 IS TAKEN AS A BASE OF ANALYSIS BECAUSE IN THAT YEAR THE PROCESS 
WAS NOT REFLECTED IN NATIONAL ACCOJNTS. 

SOURCE : S.C.G.F., 1989. 

PERCENTAGE 
OF 

TOTAL 

2.9 

3. 2 
14 .6 

1.3 
13.3 

9.4 
15.5 



4.121 The importance that privatization has for the federal government 
is better characterized by the number of participants that are involved: 8 
sector coordinators (secretaries of states), the three members of the 
"globalizing" sector , the Interministerial Committee of Expenditure and 
Finance (ICEF), the se c tor's heads, the firms' managers, directors, 
employees, are either directly or indirectly involved. 

4.122 In the beginnin thL Rt...Q£fLSS was carried out by each sector 's 
head separately . Once the sale was comple ted ,- Tifey ... sent a rep-ortTCJ""the- S-P.P-; 
woo- ormallycfivested the enterprise from the SOE index. This, however, 
brought about too much confusion, not only within the public sector itself 
but also amongst the participants, and stimulated a lot of c riticisms (press 
and political opposition, mainly). 

4.123 As a consequence, a ge~eral system was designed by the ICEF so 
that from 1985 on, the SHCP is in c ar e o ' sale. fa-r-e-h 25th, 
the p roce ur-~ a fo rmalized in a document (1), assuring finally the 
consolidation of the process (both economically and politically) . 

4.124 In Table IV.6 .6 process. In what 
follows its different stages 

is summarized the privatization 
are des cr ibed. 

4 . 125 
it possible 
doubts that 

4 . 126 

The fact tha t this mechan isms is cl earer and organized has made 
for the authorities in charge to give information and clarify any 
emerged around the process of S0Es' sale. 

The8 is characterized as follows: 

1 As in the other mechanisms each sector's coordinator iv s he CEF a 
proposal for the divestiture and the sale mechanisms based on: feasibility 
of theS OE as par t ~ -th~- p -ublic ·· sector·;· -t ·e·chno logica possibilities; 
productive linkages; international market conditions; national consumers' 
benefits and other sectors' ability to absorb the firm . The r e are also some 
spe ci fic criteria such a s : sectorial structural change tha t may augment the 
firm 's efficiency; sector i al preferences; tec hnical advanc ements 
possibilitie s; specif ic projects already developed ; minor participation of 
the public sector in the firm as partners on the enterprise s (in most of this 
cases the enterprise was sold to them): labor unions and emp loyees demands: 
industrial groups' criteria in terms of the possible integration of the firm 
in other sectors; monopoly-trade liberalization possibilities ( in branches 
strongly liberalized the sale price was set according to the international 
market). 

2 The evaluates the proposal received from the sector's head, 
taking into account four items: (i) recommendation's precedence: (ii) 
factibility of .the firm in the medium and long terms; (iii) finan c ial 
restruc tur i ng (basic issue in setting the sale price as well as the existence 
of subsidies in which case it must be decided weather they will be maintained 
or not); (iv) labour aspects ( i f the unions will be included in the 
negotiations or not and post-sale labour structure). 
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3 Divestiture Agreement: elaborated by SPP, it must include the Federal 
Executiv e Resolution approvihg the sale of the enterprise and the 
notification to the SHCP. ·The latter, in turn, delegates to a National 
Credit Society (NCS) the sale. 

4 NCS designation: it must follow the precepts of the FLPE . The ban~s 
must e l a bo rat!e a "basic profile" o f the firm, including its import ance within 
the sector. employment abso rption, possibilities in national and 
international ma rke ts . This basic profi l e is showed only to possible c lien ts. 

5 SOE value Setting: it is done in terms of market structure (book value 
net present value) and macroeconomic criteria (international market analysis , 
real market value of the firm). Future income flows are generally calculated 
in dollars because of high inflation while the discount rate calculus, taking 
into account the high risks for investment in Mexico, considers: book value 
actual and adjusted for inflation, replacement value. liquidation value, 
similar enterprises value, participation within the industry, return on 
investment . Valuation has been a source of trouble for the Mexican 
government. Since every firm faces a different market , the valuation must be 
carried following a c ase by case method . This despite efforts has not alwa ys 
resulted in an accurate va luation . Officials at SHCP explain this difficult y 
by stating that the price that results of this valua tions is only a proxy o f 
the real value which is establ ished by the market the day the auction of the 
SOEs takes place. 

6 The Basic Profile and the Valuation constitute the "Sale Prospects" 
(Prospectos de Venta) . It includes als o a Minimum Reference Value (MRV) 
settled using the highest valuation achieved by the methods described in 
part 5 , which was generally kept in secret so that the market establishes 
the price, to hide errors and to avoid problems between the clients. 

7 Sale Strategy: designed by the sector's head, the NCS and SHCP, it 
includes visits to the plants and discussion with the possible cus tomers . 
Sometimes the Publ i.£__Sector aE2-orb the fi r 's l iabilitie s to make the sale 
more attractive . The rules by which each SOE once prii~tized- we bi regu ated, 
are settle. 

8 Offers: only those that fill the "basic profile" and whose buying 
price is not lower than the MRV, are compared. At least two offers are needed 
in order to consider that there exists competition. 

4.127 If the requirements are not fulfilled, the ICEF must decide 
either to grant the sale or to wait until better conditions are present 
(Mexicana de Aviacion is an example). Reasons for the offer to be rejected 
are that the price or the investment projects are not acceptable for the 
Government. ~vertheless, there exists s~ _e_ flexibili.t_y __ a..n h.e -HG 
sometimes negotiates irect y with the clients. 
-------------------------------

9 Once there is a deal, the SHCP elaborates a "Sale's Judgment", and 
informs the SPP and the general comptroller (SCGF). The SPP formally divests 
the enterprise by eliminating it from Public Enterprises' Index. The direct 
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~.§..~ ... 2.L.!_!le reso_1:1ss;.e ga.in.e.d ~--Q._rJ.v~ tion are not directly used for a 
specific objective ~-r: p_olic . ----~----· · -----

------~-··--------~ --
4.128 Income from the SOEs' sales is received by the Federal Treasure 
in a special account ("Cuenta de Aprovechamiento") . In Table IV . 6.7 total 
income from privatization is shown, reflecting how important a 
source of respurces this mechanism has been . 

IV.6.4 Stages of Privatization 

4.129 The privatization of SOEs can be divided as a two stage process. 
The first is characterized by the sale of small SOEs that have no big effect 
either on the budget nor the total SOE GNP. The second stage, beginning in 
1989, has as a characteristic the sale of bigger and more important SOEs both 
in terms of production and weight in the federal budget . 

First Stage : 1983-1989 

4.130 The first stage of the privatization movement consisted, 
principally on the divestiture precisely of the SOEs created or nationalized 
with little economic or social justification in the seventies. 

4.131 Thi s is evident when we take a look at which SOEs were privatized 
during 1983-1983: hotels, sugar mills, bicycle companies, steel mills 
textiles and soft drink factories , most of them acquired in the seventies . /~ ~ 

4.132 Errors of implementation were present in the first years the v,(,~ / 
privatization process began, but when n - was clearly set, around 1986, the 1 

sale of SOEs proceeded silently but in an accelerated form. 

4.133 This stage has demonstrated that without proper legal and 
economic structure and information to the general public and specially to 
congress, criticism may arise easily, eventhough one characteristic of this 
stage is the easiness with which the labor unions have accepted the process . 

Second Stage : the Future of Privatization 

4.134 The next stage of the privatization program in Mexico now in 
plac e is significantly more difficult to implement than the cases consummated 
since 1983. 

4.135 As the divestiture of marginal SOEs tends to end, the 
privatization of larger industries , like TELMEX (telephone and 
communication), FERTIMEX (fertilizers) or SIDERMEX (steel) is being planned. 

4 .136 Several actions to face this stage have been taken by the 
g~vernment, among them: 

(a) The cre~tion of a special office in the SHCP that is solely in 
charge of the sale of the go t enterprises. 
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TABLE IV.6.7: IQ!&~ £fil!! PRIVATIZATION 

CONCEPT 

DIRECT INC°'1E FROo11PRIVATIZATION 

AMCXJN T ACTUALIZED ADJUSTING FOR 
INFLATION 

VALUE IN PESOS FORM DEBT ABSORBED 

(MILLIONS OF PESOS) 

(MILLIONS OF PESOS) 

BY THE FEDERAL GOVERNMENT (MILLIONS OF PESOS) 

NET VALUE OF INC°'1E FRo-1 PRIVATIZATION (MILLIONS OF PESOS) 

A M O U N T 

796,292.3 

11 682,861.6 

98,644 . 1 

1 '584,217.5 

Note: Income from privitization up to febaurary 1990, is 3350396 billion pesos. 

Sour ce: S. H. C. P. , August 25, 1988. 



(b) There has been a considerable strengthenin& of the privatization 
P.rocess and a highly professional team with clear 
responsibilities and knowledge of the process is taking care of 
the whole process. 

(c) ~any of the proposed candidates for future privatization are 
~ic sector monopolies, or companies operating in 
non-competitive markets. for this reason, adjustments to pri ces , 
tariffs, sector structure and other regulations must he in place 
before the transactions are completed in order to assure that the 
enterprises, once privatized will operate in a commercial basis 
in a competitive environment. As an example of this factor we c an 
mention TELMEX, SIDERMEX and CONASUPO, where important 
adjustments in tariffs and prices have resulted on the 
elimination of cross subsidiation and efficiency gains. (see 
se c tion IV . 4] 

(d) Along with point c above we can mention the fact that several 
SOEs that will be privatized have gone through a restruc turing 
process. Unlike most of the parastatals. these l~rge SUES ate ~ 
H lcel y-to require extensive organizational, financial and legal 
restructuring prior to privatization. The objectives are to 
undertake changes in the SOE that will make it more attractive t o 
possible buyers and therefore improve the financial refund that 
the government is likely to derive from the transaction. 

(e) Since the privatizations that are envisaged are of a very large 
magnitude a strong support from the labor unions and em loyees o f 
the enterprises wi e nee e . A lack o support from this 
actors will endanger the whole process, so the concerns they 
harbor about the possible changes on the employment polic y and 
structure the newly privatized firm could take , must be addressed 
by the government. 

4.137 The outcome of this process will be seen in the coming years. The 
divestiture of TELMEX for example is carefully being conceived. It represents 
in a sense the vanguard of the future of privatization. If the results 
obtained by the sale of this enterprise encounters problems it may imply a 
set back in the process of more privatizations. 

The Enterprises Sold 

4.138 From the majority owned enterprises, 137 were controled by the SEMIP 
(Ministry of Industry) essentially sugar mills, and enterprises from the 
automobile, non basic petrochemicals and mining industries: 17 were part of 
the SECTUR (Tourism Ministry), most of them being hotels of the Nacional 
Hotelera chain; . 12 belong to the SARH (Agriculture Ministry); 4 to the SHCP 
(Finance Ministry), 4 to the SEPESCA (Fishing Ministry), one to the SECOFI 
(Commerce) and a last one to the Distrito Federal (see Table IV.6.8). 
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SECT~ HEAD ll-"BER 

S. H.C.P. 4 

S.A.R.H. 12 

SECOFI 

SEPESCA 4 

SEMIP 137 

SECTUR 17 

D.D. F. 

TOTAL 176 



4 . 139 Another interesting feature that is worthy to emphasize is that only 
a few number of enterprises were sold to the same buyer, which implies that 
vertical integration o t e in ustr1es 1s e1ng avo1 e . Further, in cases 
in which more than one enterprise were sold together, generally one among them 
was in financial and/or technical difficulties (sugar, paper and automobile 
parts are examples) . 

I 

4.140 On the other hand, some enterprises were sold to unions, while the 
social sector acquired 18% of the total. 

4.141 A large number of sugar mills (27), were either sold or liquidated. 
High levels of inefficiency characterized the industry (we have talked 
already of the structural change this industry is facing in section IV.3). 
Sugar production had become too expensive for the State to maintain. The 
levels of transfers and subsidies was a burden for the government, so 
beginning in 1987, the first sugar mills were sold to the private sector . 
From then on the number of sugar mills in process of being sold or sold has 
largely increased and subsidies to this sector, are diminishing. 

4 . 142 The majority of the sales in witch the govg nme.n_t_ has grant~d credit 
to buyers have been to the sugar industry . This a special consetion the 
government has given because of the heavy controls to which this industry i s 
subject to. [see Table IV . 6 . 9] 

4.143 The hotel industry was divested almost completely in 1985 (95%), 
with the sale of the Nacional Hotelera chain. In all 15 hotels were sold to 
Grupo TURNAL, S.A., immediately making it the biggest chain of hotels i 
private hands in Mexico . 

---······-

4.144 The textile industry, from which the government retired completel y 
during the period, was sold to different buyers. The social sector (unions and 
factory workers) boughtmany of t his factorie s (90 ! ), for example , C.T.M . 
bought Grupo Industrial Cadena which consisted of 5 individual factories 
located all of them, but one, in Guadalajara, Mexico's second biggest city. 

4.145 Another important sector from which the State withdrew is the 
automobile parts industry and the automobile production industry. Examples of 
this are the DINA NACIONAL group of bus and truck manufacturing and of 
course Renault, one of the first industries to be sold by the past 
administration, sold back to Renault of France in 1983. 

4.146 Other sectors, like chemicals, mining, construction, soft drinks 
and steel where subject of the privatization process, in all a total of 190 
enterprises have been sold and plans to disincorporate bigger SOEs is under 
way at the office of divestiture of SHCP. 

IV.7 The Effects of Privatization 

4.147 With respect to the effects of privatization we consider two central 
schemes. First we are going to analyze the effect of privatization on selected 
SOEs sold on their administrative and economic structure as well as financial 
variables, and secondly we will present an investigation on the effects of 
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TABLE IV .6. 9: ENTERPRISE~ -'- BILLl~S Q!: PESOS 

PAID TO THE CAPITAL TO BE INTEREST ACTUAL DEBT OF TOTAL 

E.~TERPR I SES SELLI NG PRICE TRE9..RY PAID CHANGES t.cN CA.£ CAP l T AL DEST 

BENEF!Cl/lDCRA DE FRUTAS CITRI CAS Y 

TRO' !CALES DE Cll.IMA, S.A. 1,784 .0 '22.7.7 002 .4 1,650.4 681.6 3, 13/..4 

BENEF!C l/lDCRA DE FRUTAS CITRICAS Y 

TRO'lCALES DE Cl.ERRERO, S.A. 1,625.0 864 .2 374.2 316.4 825 .0 1,515 .6 

CERAM!CAS Y LPDRILLOS, S.A. '22.1.0 183.1 518.8 331.0 8-'..9.3 

C:!A. AZUCARERA LA (X}jCEPCI~ 8,CXXJ.O 1,500.0 1,677.6 8,476.8 10, 15L. ... 

FLETES "1AR, S.A. DE C. V. 

FLETES MARSA, S.A . 6,500 .0 3,493 .7 1,859 .7 2,750.0 ~,c.:.Fi .~ 

~ TEXT!L, S.A 7, CXXJ .O 1,895.7 5,CXXJ.O 5, 00Q ,:.) 

!NGE N!O DE ATENC INOO , S.A. 47,500 .0 41,504.2 20,874 .4 42,750. 0 63 ,62!..~ 

!NGEN! O DE R.JSA, S.A. 40 , CXXJ .O 9,533.1 8,624 .0 39,576.3 .:.8,200.3 

!NGEN!O DE · 100 , S.A. 

INGEN IO "1A · UXTLAN, S.A. 28,500 .0 4,623.3 6,305 .2 33 ,093 .1. 39,39e.: 

lNGE"JlO EL POTRERO, S.A 

!NGEN!O EL KDELO, S.A. G !NGEN!O SAN M!Cl.ELITO, S.A . 230,CXXJ.O 4,896.8 238, 026 .9 21.2, 923. 7 

!NGEN!O PL.AN DE AYALA, S.A . 

lNGE Nl SAN GABRIEL llt:RACRUZ , S.A. 

CIA. l r-OUSTR!AL AZUCARERA , S.A . 104,220.8 23,359.0 0.0 3,427.5 105,953.9 1();',381.3 

!NGE~!O PL.AN DE SAN LUIS, S.A. 

!NGEN!O CALIPAM, S.A. 85 , CXXJ.O 17,220.0 2,096.2 702 .0 113,094.1 11 5,392.3 

lNGano l=\JJULT!C, S.A. 1.2,CXXJ.O 11,626.3 9,654.8 44,306 .9 53, 961.c 

!NGEN!O ROSALES 42,CXXJ.O s,o;u.2 0.0 1,820.4 8,573.4 10,393.~ 

!NGEN!O TRES VALLES, S.A. 

!NGEN!O PDO..FO LOPEZ MATEOS, S.A. 11 737,999 .5 49,312.0 20,521.9 188, 1.73 .4 2G8,995 .2 

!NW,10 POJCIAOO ARRIAGA, S.A. 

INGE NI O ALVARO OBRECD,1 , S.A. 

INGEN IO ll..ESERIA, S.A. 

FCYENTO AZLCARERO DEL CENTRO, S.A. 204,CXXJ.O 38,254 .0 277, 173.4 277, 173.:. 



(cent. table IV .6.9) 

r-oJOFAC~S ELECTRICAS 

IU:.VA SAN ISIDRO, S.A. 

so.o::AL, S.A. 

t-OTO DIESEL t,EXICANA, S.A. 

TOTAL 

DINA CAMIO-IES, S.A. DE C.V. 

DINA AUTC8JSES, S.A. DE C.V. 

1,050.1 

500 .0 

2,032.0 

220,000 .0 

2'809, 932.4 

PLASTIOOS AUTOOTRICES DINA, S.A.DLS. 82 1420,256 

SCU<CE: TESCRERIA DE LA FEDERACI0-1, JANJARY 31, 1990. 

1,~.2 

917.0 

76.4 

19,4<;().0 

299,517.0 

4,611.8 

2,584.5 71.2 0.0 2,655 .7 

126.8 126.8 

621:, .4 6,150.5 1,305.6 8,082 .5 

2,000 .0 2, 000.0 

6,483 . 7 89,071.5 1'112,518.4 1 '2GB, 073 .7 

·······DLS.271813,931.4 27'813,931.~ 



privatization in terms of the impact on several macroeconomic variables as 
employment, production, investment and in terms of transfers and savings . 

IV.7.1 Effects on Privatized SOEs 

4.148 In ~ate 1988 , the SHCP commi ssioned a study to determine the effe c t s 
of the priva tization on t he fina~~ial and ec onomic variables of t he firms s ol d 
in terms of investment, employm~nt , sales, expor t s of products and 
indebtedness . 

4.149 The sample that was used consisted of firms that are representative 
of the SOEs sold. There are non-priority petrochemicals and chemistry 
industries. The automobile parts sector , tourism, capital sector industries, 
and textiles are also represented. Information via surveys was obtained for a 
total of 23 pr i vatized firms (see Table IV.7 . 1). 

4.150 The following features characterize the effects of privatization on 
recently privatized SOEs. 

Investment 

4 . 151 The major ity of the firms in t he samp le have increased th e i r 
investment s quite substantially. Among the reas ons advanc ed to explain t he 
inc rease-d investment are: firstly, all the firms have now access to larger 
quantities of credit while the SOEs had not; second, administrative contro ls 
were reduc ed so the planning horizon was also expanded . 

4.152 Four petrochemical companies inc reased their installed capacit y o f 
production while in other sectors it is expected that their installed capa c it y 
will stay the same. 

Employment 

4 . 153 One thousand nine hundred three workers have been dismissed from the 
firms whe re they worked (around Si. of total) , the majority of them being white 
collar exe cutives of the firms , and only 175 more jobs were created while t he 
temporal jobs did increase substantially. 

Changes in Boards of Directors, Staffing and Wage Policies 

4 . 154 Of the total of the sample, only 15 enterprises changed or dismissed 
the whole board of directors and high-level managers. In general there was a 
10 to 20 percent reduction of the size of the board in the privatized firms. 

4.155 In relation to salaries o f executives in the majority of the cases 
presented in the sample , these were in gene ral increased . 

Changes in Operational and Management Policies 

4.156 This can be analyzed in relation to the level of prices set by the 
firms, the supplies it uses, the market and competition they face, total 
sales, and export of products in general. 
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23 
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GRUPO ANA~ 
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IWIJFAC~S ELECTROIICAS* 
GRlJ>O GARCI-CRESPO* 
ENVASES GENERALES COIITINENTAL* 
DINA ROCJC\ELL* 
ACCIOIES BURSATILES SOEX* 

F<JUAMEX* 
ATSlJGI* 
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4.157 The more important suppliers, or the principal suppliers are in 100 
percent of the firms the same, the ones that tended to change were the 
marginal ones. The majority of the firms assured that the system of payments 
in advance to their suppliers has ended. 

4.158 Prices also were raised in general to equal th~ ones in the market . 

Financial Aspects 

4.159 In the three sectors analyzed, the \i uidit of the firms increased. 
The most significant effect has been the reduction of liabilities in the firms 
that were restruc tured before the sale was completed. In severa firms this 
fall of liabilities was initiated even before its privatization was 
considered . In 1982 the relation between total liabilities and capital in the 
sampled SOE sector was 155.3 percent while in 1987 it was 43.5 percent. 

4.160 Along with the evolution of liabilities there has been an ~ncrease in 
the financial cost of the firms after the rivatization in relation to the 
market . In 1986. the firms in the sample of SOEs ha an integra inanc ial 
cost in general of 15 percent in relat i on to s a l es . The privatized firm s had 
a 40 percent relation in the same period. The maximum financial cost of t he 
SOE s between 1981 - 1988 was 17 .13 perc ent . (The in t egral financial cost is 
defined as the sum of interests. exchange lo s ses and to the monetary pos it i on 
of the firm). 

4.161 The fact that there was a reduction of liabilities and a raise in the 
financial cost of the SOEs implies that the SOEs before being privatized had 
access to credits whose interest rate was lower than the ones in the market . 

4.162 The liquidity of the firms has improved since the privatization . The 
inventories have diminished as well as the conditions of payments to suppliers 
and the portfolio. The result has been a big raise in the liquidity index. 
In 1986 the SOEs had a liquidity rate of 0.97 while the private ones had one ,. 
of 1 . 5 . Until June 1988 the rate of liquidity __ of the privatized SOEs in the 
sample was 2 . 1 . 

4.163 ~ax payments have also i ncreased in relation to sales In 1986 the 
SOEs paid 5 . 1 percent of taxes with respect to sales while the private sector 
paid 12.9 percent. In 1987 the SOEs paid in general 8.9 percent of sales 
while the private sector paid 11.6 percent so the gap is being corrected. 

IV.7.2 Impact on the SOE Sector 

4.164 The effects of privatization on SOE participation rates in macro 
Yariables give us a more reliable view of the economic consequences that 
result from the_ implementation of such a mechanism. 

4.165 In short, the best indicator of the impact on the economy as a result 
of privatization is the analysis of the withdrawal of the publ ic sec tor fr om 
several branches of the economy or the reduction of the government 
participation in several branches of the economy. At the two-digit level of 

55 

I 



disaggregation (73 branches) on the economy, of those that the government 
participates in as a majority or exclusive producer in 9 branches (see Table 
IV.7.2), they are to be considered the strategic sectors that the Constitution 
establishes in Article 28 . 

4.166 In total, the Government has withdrawn from nine branches of 
production since 1983. Table IV.7.3 shows the branches on which the 
Government through SOEs used to participate. As it c an be seen several of 
these branches are very similar: for example , branches 49, 50 and 51 are all 
related to the steel industry, one is for production of structural steel 
products, others for steel products except machinery and the last is still 
furniture. The Government retired totally from the automobile parts industry, 
the hotel and restaurant industry, soft drinks, textile industry (soft and 
hard textiles) and electric appliances. 

Employment 

4.167 The level of employment by branch of the SOE sector has had an 
important change since the divestiture process began in 1983. As Table 
IV.7.4 shows , the government has reduced its participation in about 16 
branches of the economy . This has a significant impact on the current 
spending of the Federal Government through the sector heads . Savings on the 
budget were important even though the majority of the SOEs sold had not an 
important or significant participation on the total employment of the branch . 
The most significant variances are seen in automobile production. The 
Government had a 30 percent participation in 1983 and by 1988 this had been 
reduced to 7.4 percent. The sale of Renault in late 1983 and DINA in 1987 are 
the best explanations for this variance. Other significant reductions are 
presented in the sugar industry (several sugar factories have been sold), f ood 
production (i.e. Products el Fuerte S.A.), tobacco (Tabacalera Mexicana, 
TABAttEX), textiles (Grupo Cadena), and steel furniture (Acros, S.A.) 
industries . 

Gross Domestic Product 

4 . 168 Changes in gross domestic product are relatively small. This is 
mainly due to the fact that privatized SOEs were-=small to medium-sized firms. 

4 . 169 As can be seen the total effect of divestiture is only 2 . 3 percent of / 
total GDP of the government. Excluding PEMEX, however, the effect is much 
larger. Significant reductions, however, have occurred in services and 
manufacturing. 

Gross Product 

4.170 Changes in this variable have also been important. It is clear that 
they are a reflection of the changes in GNP ~ut what is interesting tu see in 
this case is the branches of the economy on which changes on the level of 
composition of the SOE participation are changing . 

4.171 In 25 branches there have been a reduction in the gross product 
(value-added) between 1983 and 1988. As a result of privatization, SOEs' 
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TABLE IV. 7 .3: WITll>RAW OF OOVERIN::NT 
PARTICIPATICJI FRCJII PROOUCTICJI 

BRANCH ACTIVITY 1983 1987 

19 FCXD PROOUCTS 30. 0 19.0 
24 FIBERS 3 . 0 0.0 
62. aMERCE 30.0 20. 0 
45 NON MINERAL PRCDUC 1.0 0.0 
48 STEEL FlllN I T\JlE 15 .2 0. 0 
49 STEEL PROOUCTS 12.3 7.8 
50 STEEL MACHINERY 2.0 0. 0 
51 NON ELECTRIC EQ. 2. 5 1. 0 
53 HWSEHOLO EQ. 5.7 0.0 

SOJRCE: S. P.P.: Sisteaa de Cuentas Nac ionales. 
1/ Represents governnent par tic ipation on the branch • 

............................................................................................ . 

BRANCH 

16 
19 
23 

24 
25 
27 
'29 

35 
37 
45 
48 

49 
50 
51 
53 
56 

1 / Represents 

TABLE IV. 7. 4: CHANGES CJI THE LEVEL OF EMPLOYMENT 

DUE TO PRIVATIZATICJI 

ACTIVITY 198317 

SUGAR 69.4 
FCXD PROOUCTS 19.5 
TABACCO 42.3 
FIBERS 

FI BERS 43.2 
CLOTHES CDUCTS 1.2 
IOD 6.6 
BASIC CHEMICALS 10.6 
SISTETIC FIBERS 4.4 
NON MINERAL PRCDUC 1.3 
STEEL FlllN I TURE 13.1 
STEEL PRCDUCTS 9.6 
STEEL MACHINERY 0.0 
NON ELECTRIC EQ. 2. 1 
HWSEHOLO EQ . 5 

CAR MANUFAC. 16.1 

governnent participat ion on the branch. 

1988 

36.4 

6. 7 
24 . 2 

0. 0 
0. 0 
3.2 
4 .8 

0.0 
0.4 
0.0 
2.7 
0. 0 
0.9 

0 

7.4 



retirement of production has accounted in five branches , this being ioft 
drinks (i.e., Grupo Garci-Crespo), textiles, steel furniture , elec tronic 
;appliances (i.e . , Estufas y Refrigeradores Nacionales, S .A.), and restaurants 
and hotels (i.e . , Nacional Hotelera, S.A . ). Of the other sectors the gross 
product was reduced, mining and still transformation are significant , even 
though several of the mining companies privatized were not majority- owned SOE s 
(i.e. , Miner~ Lampazos, Minera Real de los Angeles, S.A.). 

Investment 

4.172 The fact that investment shows no sign of change from the fall it 
suffered in 1983 must not be considered a surprise since the majority of the 
investment that the federal government realizes through the SOE sector is 
principally done in the strategic sector. TELMEX, FERTIMEX, PEMEX and CFE are 
the principal SOEs that receive the funds used for investment . This is 
another reason why several of the SOEs (privati zed or not ) were no t operating 
at the same level as the compet i tors in the private se c t or . 

4 . 173 Investment, as we have seen, must be authorized by SPP , so when the 
economic c risis began in 1982, almost all of the investment programs of th e 
SOEs were stopped and some were never realized . This effe c t has been note d 
earlier in this section. 

4 . 174 Public s ect o r investment as we c an see in Tabl e I V. 7.5 ha s no t 
changed much since 1983. It has moved from 4 . 7 percent t o 3.5 per cent in 198 7 
but excluding PEMEX this figure is reduc ed to 2 . 5 perc ent in 1987. 

4 . 175 In all no significant effects have occurred since privatization began 
in 1983 for the majority of the enterprises sold constituted the marginal 
SOEs ; that is , firms that neither used large federal funds nor re c eived 
capital for investment, their weight in the public se c tor finances was in 
reality very small . 
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TMIU: IV.7.5: ~ StE IIMSTJE)fT 

C O N C E I> T 1SUJ 1Sffl 1~ 1S8J 1~ 1c;'ffi 1"1!6 1<iW ,cm 

TIO..SIIN)S Cl' MIUIOIS 238.4 3l'Il.7 4~.5 6'J1.1 947.4 1,366.7 2,100.9 5,163.4 9,f:rB.6 

TIO..SIIN)S Cl' Ml U IOIS 

FE!m Cl' 1SUJ 1/ 32.2 Q..6 'Sl.6 57.5 70.9 146.8 122.9 118.5 1t6.9 

AS% Cl' CN'2J 5.n 6.25 5.09 3.57 3.21 2.ffi 2.ffi 2.64 2.36 

REAL VAAIATloi3/ "ll.4 ·19.07 ·'32.67 -6.ar. -7.'17 -11.85 1.11 -10.0. 21 . n 

1/ CN' OEFLACTl:D 1SUJ=100 

2J CN' 1SUJ=100 

3/ 1<;U):100, VARIATJ(Jj RE~CT 10 r<1.1.am«; YEN!. 



Chapter V 

CONCLUDING REMARKS AND PERSPECTIVES 

5.01 State owned enterprises (SOEs) had traditionally been assigned a 
crucial and ictive role in development of Mexico since the thirties . The role 
largely reflected the development strategy adopted. At the cost of over
simplification, the strategy can be characterized as an import substitution 
government led growth, which led to a strong, protagonist and active role of 
the state in the economy. 

5.02 SOEs in Mexico are 
traditional activities, like 
sector producing generalized 
of basic f oods. 

thus, not only found in the relatively 
public utilities, but also in the industrial 
intermediate goods as well as in the distribution 

5.03 During the seventies the number of SOEs mushroomed. Mainly 
reflecting the acquisition of private firms in financial problems (due in part 
to the implementation of price control) as well as the creation of 
subsidiaries of existing SOEs in the process of vertical integration. The net 
result was an increase of SOE presence in practically all economic activities. 
The jump in SOE participation rates in main economic variables was accentuated 
by the petroleum boom in the late seventies . The increasing importance of the 
SOE sector was in large part due to one SOE - PEMEX. 

5.04 By the early eighties the Mexican SOE sector could be characterized 
as: firstly , excessively large and composed of a "disorganized set" of 
economic activities, in which it was neither clear what the objectives of the 
SOE sector were nor of the individual SOE, particularly with respect to the 
mix of commercial and non-commercial objectives. Secondly, SOEs (excluding 
FEMEX) were in general a drain on fiscal resources such that the sector 
increased the public sector deficit and contributed to negative macroeconomic 
effects. Thirdly, there was increasing problems of control and evaluation such 
that there were resulting inefficiencies, low productivity, and misuse of 
resources . 

5.05 Indeed, it could be argued that the economic crisis that erupted in 
1982 could be partly attributed to the SOE sector . 

SOE Reform 1983 - 1988 

5.06 Mexico, since 1983, started simultaneously a policy of macroeconomi c 
stabilization and structural change. In general terms the former implied a 
reduction in the fiscal deficit, exchange rate realignment, and restrictive 
monetary policy·. Instruments for structural change meant a liberalization of 
foreign trade. deregulation of the economy - reduction of administrative 
controls - and a redefinition of the size and role of the public sector in the 
economy. 

58 



5.07 In short, Mexico changed its development strategy by 180 degrees . 
The new strategy was to be characterized by export growth and private sector 
11roductive investment acting as the "motors of growth" in which the active 
role of SOEs was correspondingly reduced. 

5.08 We note that this radical shift in the policy regime was not 
accompanied ~ as for example in Chile - by a rupture in the soc ial-political 
matrix, but by subtle realignments within the existing institutional 
structure . 

5.09 Within this context, SOE reform was considered important. Not onl y 
to improve internal and allocative efficiency, but also to help in the 
macroeconomic stabilization by reducing the budget burden of SOEs and in the 
process of structural change of the economy. 

5 . 10 The parastatal reform had five main thrusts: (i) a redefinition of 
the size and scope of the SOE sector; (ii) a deregulation of the foreign an d 
domestic trade; (iii) a movement towards greater accountability and but at 
the same time grea t er financ i al and managerial autonomy; ( iv) a restructuring 
of a large number of SOEs , bo th organizationally and financial ly: and (v) th e 
divestiture of a number of SOEs . 

\ 

5.11 From 198 2 to mid 1989 the number of SOEs was reduc ed from 1155 t o 
411, including 200 small to medium size that were sold. There was a major 
reform of the Const i tution that allowed divestiture. A new law on parastatal s 
was passed in 1986, and the by-laws published in earl y 1990. A series of 
"performance contrac ts" between individual SOEs and the government were 
signed. The SOEs were subject to new mechanism of budgetary control to 
enforce "hard budgets". The government withdrew from a number of economic 
ac tivities. 

5 . 12 Thus a number of steps were taken in all five directions, 
nonetheless it could be argued that the relatively poor performance of the 
Mexican economy in general , and SOE performance in particular , partly 
reflects that there was limited deregulations and divestitu r e of the SOE 
~ r . 

5 . 13 The above was due to the inertia derived from the political process 
as well as the problem of resolving the trade-offs between internal and 
all~cative efficiency on the one h~nd and micro an 1c1ency 
on the ot Tat is, the inherent pra n 1c an 1 1culty of 
coordinating between macroeconomic stabilization and structural stabilization 
inter-temporarily . 

. 5 . 14 Even taking into consideration its shortcomings, the PER process in 
Mexico has had a broad coverage in terms of ~nterprises, as well as in terms 
of the type of ieform measures that have been implemented . Ne vertheless , some 
areas of reform should deserve additional efforts in the fut ure. 

Perspectives and RecOU1Dendations 
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5.15 The new administration - since December of 1988 - appears to assume 
that the future stabilization of the economy and the resumption of economic 
growth may depend critically on reform (deregulation and divestiture) of the 
SOE sector. Thus, the perspectives on Mexico are the continuation and 
deepening of the SOE reform, not only by continuing divestiture of the SOEs 
but also by ~he implementation of the new law governing parastatals to obtain 
operational efficiency of the SOEs that remain in public hands. 

5.16 The continuation and acceleration of divestiture reflects two 
additional reasons to those already mentioned. Firstly and foremost the need 
for foreign exchange and secondly the inability - given the fiscal restriction 
- for urgently required investment expenditure. Thirdly, the experience 
gained and the lack of serious opposition to divestiture of SOEs. 

5.17 The next stage of SOER implies: 

5.18 Firstly, the sale of larger SOEs, for example, TELMEX the state 
monopoly in telecommunications, and SICARTSA. the iron and steel SOEs, have 
been put up for sale in 1990. We note for 1990, the government plans to sell 
53 SOEs. 

5.19 Secondly, the openlng up to foreign buyers of the sale of SOEs. 
This step in privatization partly reflects that domestic residents may no t 
have sufficient financial resources to buy large SOEs, and secondly, as a 
specific policy in an attempt to encourage direct foreign investment. 

5 . 20 Thirdly, new mechanisms requiring innovative financial engineering 
for sales will have to im lemented. For example, in 1990, the government 
is reopening foreign debt SWAP opera ions for both domestic and foreign 
buyers, in principle these operations will be limited to US$1 billion, and 
buyers can only use this mechanism for SO percent of the sale price. Further 
the government is considering the possibility of sales through the stock 
market. For example TELMEX is quoted in the stock market. In addition the 
government is considering the sale via investment banks through the stock 
market groups of SOEs. SOEs in the fishing, sugar, and capital goods 
industries are potential candidates. 

5 . 21 Fourthly, there is to be a continuing process of streamlining of 
SOE's activities. For example, sales of parts of their activities. An 
e~ASUPO that sold Pro uctora y s gr u dora de Acietes that 
produced 70 percent of cooking oil consumed in the country to Anderson and 
Clayton (a UNILEVER subsidiary) in 1990. Streamlining will also occur through 
subcontracting to the private sector activities that were traditionally SOEs . 

5.22 Fifthly, the acceleration of the p_rocess of price reform. although 
Mexico is still amidst the Economic Solidarity Pact. Price reform obeys in 
principle two criteria: (i) for tradeable price liberalization; and (ii) for 
nontradeables prices set according to long-run marginal costs. For example, 
CFE has changed its tariff structure to include peak, off-peak prices, tariffs 
that vary geographically, and tariffs that reflect interrupted service for hot 
areas. TELMEX has also made a series of reforms in its pricing policy. 
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5 . 23 Finally, the new law on parastatals and its by-laws and regulations 
has to be implemented. In principle the law implies a radical change in the 
institutional managerial framework towards greater managerial and financial 
autonomy, plus a shift from ex-ante to ex-post control. De facto during SOER, 
however, there has been a reduction in managerial and financial autonomy. 

5 . 24 This second phase in SOER will be more difficulL . Firstly as the 
SOEs to be divested are larger divestiture will attract greater attention and 
possibly greater resistance . Secondly, SOEs not operating in potentially 
competitive markets will r equire spe c ific regulatory framework to avoid 
negative consequences of monopoly power. Many SOEs that can be divested 
require substantial restructuring both financially and organizationally prior 
to their sale. This may imply greater use of government funds. Finally, 
divestiture has to be accompanied by an acceleration of deregulation to ensure 
the maximum positive gains. 
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MEMORANDUM AND RECOMMENDATION OF THE PRESIDENT 
OF THE INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

TO THE EXECUTIVE DIRECTORS ON A PROPOSED LOAN 
TO BANCO NACIONAL DE OBRAS Y SERVICIOS PUBLICOS, SNC 
FOR A TELECOMMUNICATIONS TECHNICAL ASSISTANCE PROJECT 

1. I submit the following memorandum and recommendation on a proposed 
loan to Banco Nacional de Obras y Servicios Publicos, SNC (BANOBRAS) for the 
equivalent of $22 . 0 million to help finance a telecommunications technical 
assistance project . The loan would be repaid over 17 years, including 5 years 
of grace, at the standard variable interest rate. The proceeds of the loan 
would be on- lent to the Government for its Secretaria de Comunicaciones y 
Transportes (SGT) . 

Background 

2. Mexico's present telecommunications system is a major constraint to 
economic growth. There are over 1.5 million applications for telephone 
service awaiting installation and many more potential subscribers that do not 
bother to apply given long delays in obtaining service. Telephone service is 
also of poor quality, unreliable, and the network is heavily congested with 
the result that it is virtually impossible to get through during peak business 
hours. In the recent past, Telefonos de Mexico S.A . de C.V. (TEI.MEX), which 
has a monopoly in the provision of telephone services, has installed about 
230,000 lines per year, which barely keeps up with the growth of demand. More 
advanced services (e.g., data transmission, cellular telephony, access to 
time-shared data processing and data banks) are only starting to develop. 
Given Mexico's drive to open its economy, it is becoming increasingly 
important to ensure that business firms operating throughout Mexico have 
access to state-of-the-art telecommunications and information services, and 
that households gain access to markets and business activities through a more 
effective basic telephone infrastructure. 

3. Until 1972, TEI.MEX was controlled and managed by the private sector 
and still today 49 percent of its stock is publicly traded, while the other 51 
percent is held by the Government. TEI.MEX is run as a government enterprise. 
Its tariffs, investment decisions, finances and management are constrained by 
the same factors as in other parastatal enterprises. A government ministry, 
the Secretaria de Comunicaciones y Transportes (SCT) is responsible for 
telecommunications sector policy and regulation. The latter includes 
licensing of telecommunications networks, approval of customer premises 
equipment , and planning, administering and monitoring the use of the radio 
spectrum. Until late 1989, SGT also had direct operational responsibility for 
the provision of some services (mainly telex and data transmission), and 
operated a sizeable but antiquated microwave network, a modern and 
underutilized domestic satellite system, and a network of maritime coastal 
stations. These operations are now undertaken by the newly cre,ated state
owned, commercially oriented entity, Telecomunicaciones de Mexico (TELECOMM). 

4 . Government Strategy. The Government has decided that a major effort 
to step up the pace of telecommunications development is required and has set 
as a goal an investment program of $10 billion over 6 years (1989-94). This 
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would allow increasing the telephone density from about 5.3 lines per 100 
inhabitants (end-1988) to 8 . 4 in 1994. To achieve this objective, the 
Government is initiating a far-reaching program of reforms of the telecommuni
cations sector involving privatization of TELMEX, commercialization of 
remaining government telecommunications operations and creation of a modern 
regulatory framework that promotes competition in the sector and protects the 
public interest from potential monopoly abuses. 

5. Rationale for Bank Involvement . This proposed technical assistance 
loan is linked to the telecommunications component of the proposed Road 
Transport and Telecommunications Sector Adjustment Loan, which is being 
processed in parallel . Together, these two loans will support the 
restructuring of the Mexican telecommunications service sector. In 
particular, once TELMEX is privatized, technical assistance will be required 
to support a regulatory capability to promote competition in the sector and to 
control potential monopoly abuses in pricing and the provision of service. 
Further, the loan will support the modernization of SCT's management and 
monitoring of the radioelectric spectrum. Finally, the loan will support the 
business development of the newly created TELECOMM, which could become an 
important player in the development of competition in the sector. As a result 
of the Bank's involvement in the design of the sector adjustment program and 
the important policy commitments under it, the Bank is in a unique position to 
provide assistance in the areas outlined above. The proposed project will be 
the Bank's first operation in the sector . The Interamerican Development Bank 
(IDB), which would co-finance the adjustment program, would also collaborate 
to meet technical assistance needs by funding urgently needed short-term 
experts from a non-reimbursable project preparation facility which it 
administers. 

6. 

7. 

Project Objectives. The proposed project will : 

(a) assist SCT's Direccion General de Politicas y Normas de 
Comunicaciones (DGPNC) to strengthen its capability to regulate 
telecommunication services and networks; 

(b) assist SCT's DGPNC in (i) modernizing and improving its 
administrative and technical capability to plan and control the use 
of the radio spectrum, and (ii) establishing a computer-assisted 
radio-frequency spectrum management and monitoring system; and 

(c) assist TELECOMM in developing its business activities as a 
competitive entity in a restructured environment. 

Project Description. The project consists of three components. 

(a) Regulation of Services and Networks (29 percent of total costs). 
This work would be undertaken in three stages. In Stage 1, already 
under way, short-term experts on telecommunications pricing and on a 
regime for authorizing different categories of networks and services 
are helping the Government to finalize the draft TELMEX license and 
the regulations for competitive services. In Stage 2, a consulting 
firm would prepare a program to strengthen SCT's capability to 
regulate telecommunications networks and services and help prepare 
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initial implementation. In Stage 3, experts, training, equipment 
and other technical support to SGT required to implement the first 
two years of the program would be provided. 

(b) Regulation of the Radio Spectrum (69 percent of total costs). This 
work would be undertaken in two stages. In Stage 1 (already under 
way), a short-term expert would prepare an assessment of existing 
capabilities and ongoing work, write terms of reference for 
consultants and provide a tentative estimate of the composition and 
cost of a modernization and improvement program. In Stage 2, a 
consulting firm would prepare a plan for the modernization and 
improvement of SGT management and monitoring of the radio spectrum, 
prepare a detailed specification and costing of equipment and 
training required, and assist with the procurement of equipment and 
its installation. The consultants would also provide technical 
support to DGPNG during the first two years of implementation of the 
modernization program. 

(c) TELEGOMM--Business Development (2 percent of total costs). This 
project component would provide assistance by consultants in 
planning the expansion and modernization of TELEGOMM's satellite 
system and other transmission facilities, assessing the market 
potential of new services, and exploring opportunities for joint 
ventures. 

8. The total cost of the project is estimated at about $24.3 million. 
Two components of the project (i.e., (a) regulation of services and networks 
and (b) regulation of the radio spectrum) will be administered by DGPNG. The 
third component of the project, TELEGOMM business development, will be 
administered by TELEGOMM. The project would be completed by December 31, 1993 
and the closing date of the loan would be June 30, 1994. Retroactive 
financing as from February 28, 1990 would be provided. Procurement and 
engagement of consultants would follow Bank guidelines. The detailed cost 
estimates, methods of procurement, and disbursements are shown in Schedules A 
and B. A timetable of key project processing events and the status of Bank 
Group operations in Mexico are given in Schedules G and D. A detailed project 
description is given in Annex 1. The proposed chronology for the project is 
provided in Annexes 2 and 3. Terms of reference are provided in Annex 4. 
Organization charts of SGT and TELEGOMM are provided in Annexes 5 and 6. 
Background documentation available in the project file is listed in Annex 7. 

9. Actions Agreed. At negotiations, final agreement was reached on the 
terms of reference for the consultants that would assist SGT to strengthen its 
regulatory capacity and its effectiveness in planning and controlling use of 
the radio frequency spectrum (Annex 4). SGT also agreed to furnish quarterly 
reports on the execution of the project and to hold annual consu+tations with 
the Bank on the progress achieved in developing its regulatory capacity, 
which, if necessary, could lead to a reformulation of its plans and of the 
staffing needs. Effectiveness of the sector adjustment loan is a condition of 
effectiveness of this loan. Execution of satisfactory on-lending arrangements 
between BANOBRAS and the Government is also a condition for loan 
effectiveness. 
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10. Benefits. The proposed technical assistance loan will assist the 
development of a regulatory capability at SCT which is critical to the overall 
success of the TELMEX privatization and the Government's efforts to develop 
competition in the sector. Further, it will improve SCT's ability to monitor 
and control use of the radio spectrum and, thereby, expedite increased use of 
private user networks and improve the utilization of the limited radio 
spectrum. Finally, the technical assistance will contribute to the necessary 
rapid development of TELEC0MM's strategic business development, which in turn 
would contribute to the development of competition in the sector and spur 
TELMEX to improve its performance. 

11. Risks. Project-related risks would be very limited, given its 
nature. However, the breadth of the policy reforms that are being undertaken 
does entail risks. First, it is important to ensure that the divestiture of 
the Government's controlling interest in TELMEX is "well" handled, since this 
is the largest parastatal to be privatized and all aspects of the operation 
will be particularly scrutinized by opponents of the Government's 
privatization policies. Errors in this respect could jeopardize attempts in 
other sectors. Second, the Government does not now have staff with adequate 
experience to regulate public utilities, and the regulatory framework is still 
in an inception stage. Third, there are practical and financial limits to the 
pace at which investments in telephone services may proceed, even under 
private ownership. These risks seem manageable . They are alleviated to some 
extent by this proposed technical assistance project and are outweighed by the 
potential benefit of the reform process that is under way. Evidence of 
government commitment is strong and is reflected in the important policy 
decisions already undertaken under the sector adjustment project . 

11. Recommendation. I am satisfied that the proposed loan would comply with 
the Articles of Agreement of the Bank, and I recommend that the Executive 
Directors approve it . 

Attachments 

May 3, ]1990 
Washington, D.C. 

Barber B. Conable 
President 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Estimated Costs 
($'000) 

I. SCT: Regulation of Networks 
and Services 

A. Short-term (February-April 1990) 
experts in the fields of: 

price regulation 
(3 wks, IDB) 

Licensing regime 
(3 wks, IDB) 

B. Consulting firm to prepare 
SCT's detailed strategic 
plan with detailed specifi
cations and costing of TA 
(4-6 mos) 

C. Implementation (includeds regu
latory policy; price, costs & 
financial analysis; service qual
ity, investment program, techni
cal standards & terminal equip
ment; administrative, legal & 
information systems) 

Experts (330 months) 
Training (138 staff-months) 
Equipment 

Subtotal A 

Local 

40 

400 
160 

20 

620 

Foreign 

15 

15 

400 

4,000 
570 
200 

5,200 

Schedule A 
Page 1 

Total 

15 

15 

440 

4,400 
730 
220 

5,820 
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B. SGT: Regulation of Radio Spectrum 

A. Short-term expert to assess the 
plan and write TOR (5 wks, 
3-4/90, trust funds) 

B. Consulting firm to prepare 
modernization plan & detailed 
system specifications, and to 
supervise implementation 
(67 expert-months) 

C. Implementation 

Training (18 staff-months) 
Equipment 

Subtotal B 

C. TELECOMM: Business Development 
(15 man-months, mid-1990 to end 1991) 

Total of A, B, and C 

Price and physical contingencies 

Total 

Local 

27 
1,240 

1,267 

.Lill 

350 

Foreign 

17 

1,000 

100 
11,530 

12,647 

500 

18,347 

3,700 

22,047 

Schedule A 
Page 2 

Total 

17 

1,000 

127 
12,770 

13,914 

500 

20,234 

4,050 

24,284 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Financing Plan 
($'000) 

Local Foreign Total 

Bank 22,000 22,000 
Grant funds i.E. 47 47 
Government 2,237 2 , 237 

Total 2,237 22,047 24,284 

l.E. Bank's trust funds and IDB .Technical Facility . 

Procurement Arrangements 
($'000) 

Procurement method 
Project Element ICB LCB Other l.E. N.A. 

Consultant services 7,643 
(7,074) & 

Training 1,024 
(802) 

Equipment 13,110 2,007 500 L£ 
(12,110) (1,514) (500) 

Total 13,110 2,007 7,643 1,024 
(12,110) (1,514) (7,074) (802) 

' l.E. Contracting of consultants in accordance with Bank guidelines. 
& Figures in parentheses correspond to IBRD financing. 
1.£ Local or international shopping. 

Schedule B 
Page 1 

Total 

7,643 
(7,074) 

1,024 
(802) 

15 , 617 
(14,124) 

24,284 
(22,000) 
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Disbursements 
($'000) 

Category Alnount Percentage 

Annual 
Cumulative 

1. 

2 . 
3 . 

4. 

Consultant 
services 6,500 
Training 700 
Equipment 12,800 

Unallocated 2,000 

~ 22,000 

Estimated IBRD Disbursements 
($'000) 

FY90 LA 

3,100 
3,100 

FY91 

14,710 
17,810 

2,370 
20,180 

LA Includes special account . 

100 
100 
100 

85 

percent 
percent 
percent 
percent 

FY93 

1,320 
21,500 

Schedule 
Page 2 

foreign, 
local 

FY94 

500 
22,000 

B 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Timetable of Key Processing Events 

(a) Time taken to prepare 8 months 

(b) Prepared by SCT with Bank assistance 

(c) First presentation to the Bank July 1989 

(d) Departure of appraisal mission January 1990 

(e) Negotiations April 1990 

(f) Planned date of effectiveness June 1990 

(g) List of relevant PCRs and PPARs Not applicable 
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STATUS OF BANK GROUP OPERATIONS IN MEXICO 

Credit/ 
Loan No. 

,Fiscal 
Year 

82 loans fully disbursed 

A. STATEMENT OF BANK LOANS 

(As of March 31, 1990) 

Borrower Purpose 

Of which SECALs, SALs, and Program Loan• a) 

Ln. 1929-ME 
Ln. 2428-ME 
Ln. 2882-ME 

Subtotal 

Ln. 1706-6-ME 
Ln. 1868-6-ME 
Ln. 2281-ME 

• Ln. 2331-ME 
Ln. 2428-ME 
Ln. 2460-ME 
Ln. 2616-ME 
Ln. 2646-ME 
Ln. 2669-ME 
Ln. 2676-ME 
Ln. 2612-ME 
Ln. 2668-ME 
Ln. 2666-ME 
Ln. 2666-ME 
Ln. 2669-ME 

• Ln. 2746-ME 
Ln. 2746-ME 
Ln. 2747-ME 

• Ln. 2777-ME 
Ln. 2824-ME 
Ln. 2837-ME 
Ln. 2868-ME 
Ln. 2869-ME 
Ln. 2876-ME 
Ln. 2876-ME 
Ln. 2916-ME 

• Ln. 2918-ME 
• Ln. 2919-ME 

Ln. 2946-ME b) 
Ln. 2947-ME 

• Ln. 3047-ME 
Ln. 3083-ME 

• Ln. 3086-ME 
• Ln. 3086-ME 
• Ln. 3087-ME 

Ln. 3101-ME b) 
Ln. 3116-ME b) 
Ln. 3140-ME 
Ln. 3141-ME b> 

Total 

1981 
1984 
1988 

1979 
1980 
1983 
1983 
1984 
1984 
1986 
1986 
1986 
1986 
1986 
1986 
1986 
1986 
1986 
1987 
1987 
1987 
1987 
1987 
1987 
1987 
1987 
1987 
1988 
1988 
1988 
1988 
1988 
1988 
1989 
1989 
1989 
1989 
1989 
1989 
1990 
1990 
1990 

BANOBRAS 
BANOBRAS 
BANCOMEXT 

NAFIN 
NAFIN 
BANOBRAS 
BANCOMEXT 
BANOBRAS 
BANPESCA 
NAFIN 
NAFIN 
NAFIN 
BANOBRAS 
BANOBRAS 
NAFIN 
BANOBRAS 
BANOBRAS 
BANOBRAS 
BANC OM EXT 
NAFIN 
NAFIN 
BANCOMEXT 
BANOBRAS 
NAFIN 
NAFIN 
NAFIN 
BANOBRAS 
NAFIN 
NAFIN 
NAFIN 
NAFIN 
BANOBRAS 
BANOBRAS 
NAFIN 
NAFIN 
BANCOMEXT 
NAFIN 
NAFIN 
BANOBRAS 
NAFIN 
BANOBRAS 
NAFIN 

Of Which has been repaid 

Railway IV 
Highway Sector II 
Trade Plcy Ln II 

Irrigation 
Irrigation 
Third Water Supply 
Export Development 
Highway• 
Ports 
Chiapaa Agric. Dev . 
Sm/Med Mining II 
Vocational Educ 
Ra i I ways V 
Low Income Housing I 
Proderith II 
Earthquake Rehab 
Municipal Strength 
Solid Waste Pi lot 
Trade Policy Loan I 
Industrial Recovery 
Technology Dev 
Export Dev II 
Urban Transport 
Agricultural Credit 
Sm/Med Industry IV 
Agric Extension 
Highway Maint 
Manpower Training 
Steel Sctr Restruct 
Agric Sector Loan 
Fertilizer Sctr Loan 
Ports Rehab 
Housing Finance 
Industrial Restruct 
Hydroelectric Dev 
Financial Sctr Loan 
Public Ent Restruct 
Ind Sctr Pol icy 
Water, Women l Dev 
Forestry Dev 
Low-Income Housng II 
Agric Mktg II 

Bank 

7,489.68 

149.88 
200.00 
600.00 

849.88 

81.80 
64.40 

100.30 
360.00 
200.00 

38.26 
68.00 

106.00 
81.00 

300.00 
160.00 
88.30 

400.00 
40.00 
26.00 

600.00 
160.00 
48.00 

260.00 
126.00 
400.00 
100.00 
20.00 

136.00 
80.00 

400.00 
300.00 
266.00 

60.00 
300.00 
260.00 
460.00 
600.00 
600.00 
600.00 

20.00 
46.60 

360.00 
100.00 

16,420.13 
3,639.19 

Total now held by the Bank 11,780.94 

Amount aold 92.34 
Of which has been repaid: 92.34 

Total Undiaburaed 

a) Approved during or after FY80. 
b) Not yet effective. 

• SAL, SECAL, or Program Loan 

EBArevalo:LA2CO 
Fi le:MXC0390 (al.076) 
20 Apri I 1990 

2,701.74 

Schedule D 
Pagel 

Amount in USS mi I lion 
(less cancellation) 

IDA Undisbursed 

14.28 
12.51 
19.02 
0.67 

66.80 
20.00 
40. 71 
17 .10 
13.79 

136.61 
4.10 

69.36 
14.74 
36.18 
18.57 

7.22 
19.74 
31.32 
12 . 48 
91.23 
10.10 
85.00 
16.51 

125.00 
64.57 

264.31 
1.99 

109.01 
60.00 

188.19 
224.98 
413.48 

16.00 
1.14 
6.64 

20.00 
45.60 

324.99 
100.00 

2,701.74 

2,701.74 



Flacal 
Year 

1968/69 

1968 
1981 
1982/6/8/1 
1981 
1981 
1984/88 
1970 
1971 
1972 

1973/79 
1974/81 
1976/78 
1978/81/81 
1978 
1979/81/88 
1979/81 
1979 
1980 
1980 
1980 
1980 

1981/88 
1983 
1984/87 
1984 
1984 

1988/88 

1988 
1988 
1987 

1987 
1987 
1988 
1988 
1988 
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MEXICO 

8. STATEMENT OF IFC INVESTMENTS 
A• of March IO, 1990 

(USI WI I I Ion) 

Obi Igor Type of Bualne■■ 

Indu•trla■ Perfect 
Cl rcle, S.A. I• Indu■trlal Equlpaent 

Brl•tol de Mexico, S.A. I• Aircraft Engine overhaul 
Acero■ Solar, S.A. I• Twl ■t Drlll ■ 
Fundldora Monterrey, S.A. I• Steel 
Tubo■ de Acero de Mexico Stalnle■■ Steel Pipe■ 
Qul ■lca del Rey, S.A. I• Sodlu■ Sulphate 
Indu■trla del Hierro, S.A. Con■tructlon Equlpaent 
Winer• del Norte I• Iron Ore Wining 
Celene■ W.xlcana, S.A. I• Text! 1 .. 
Pr-tore Papel Perlodlco■, 

S.A. de C.V. I• Pulp and Paper 
c-nto■ Veracruz, S.A. c-nt 
Cancun Arl ■to■ Hotel Tour! ■■ 
W.xlnox, S. A. Stalnle■■ Steel 
Papel•• Pondero••• S.A. Pulp and Paper 
Tereftalato■ Mexicano•, S.A. Petroch-lcal 
Hotel Ca■lno Real Ixtapa, S.A. Tour! ■■ 
E■pr•••• Tolteca, S.A. c-nt 
Conductor•• Monterrey, S.A. Electrlcal Wire & Cable 
Indu■trla■ Re■ l ■tol, S.A. Partlcl• Board 
Vidrio Plano de W.xlco, S.A. Flat OIH■ 
Winer• Real de Angele■ , S.A. Wining 
Corporaclon Agro-

lndu■trlal S.A. Agrl-8u■ ln"• 
Celulo■ lco■ Centauro, S.A. Pulp and Paper 
Capital Good■ Facility I• Capltal Good■ Financing 
Metal ■■ , S. A. Auto ChHl ■ 
Protel ■on, S.A. de C.V. Agrl-8u■ in•■■ 
Pr-clone• Indu■trl•I•• 

Mexican••• S.A. de C.V. Petroch-lcal 
Celulo■• y Papel de Durango, 

S.A. de C.V. Pulp and Paper 
Agr-x Ph••• I (AESA) Veg and Fruit Proc•••ing 
Cle••• Con■tr Guar Fae Con■tr Guarantee Facility 
Indu■trla■ Sulfex, 

S.A. de C.V. Che■ lcal & Petroch-ical 
Sealed Power de W.xlco Auto A■--■bly 
Cre■cent Market Aggregate■ Con■tructlon Material 
Spa•co, S.A. de C.V. c-nt 
Salu■l, S.A. de C.V. Food and Food Proce■■ ing 
Poll ■-r (ABS), A.S. de C.V. Petroch-lcal 

Schedule D 
Page 2 

-----Orlglnal Approval ■---------
Loan Equity Total 

0.80 0.00 0.80 
0.60 0.00 0.60 
0.10 0.00 0.10 
2.10 21.40 21.70 
0.90 0.10 1.00 
0.70 0.00 0.70 
0.00 2.00 2.00 
1.60 0.00 1.60 

12.00 0.00 12.00 

0.00 /b /b 
16.90 0.00 16.90 
1.00 0.10 1.30 

12.00 a.20 16.20 
10.70 6.00 16.70 
19.00 0.00 19.00 
0.00 4.20 4.20 

188.00 7.90 176.90 
11.00 0.00 18.00 
26.00 0.00 26.00 

114.90 0.00 114.90 
110.00 0.00 110.00 

11.IO 1.00 14.10 
69.60 0.00 69.60 

100.00 0.00 100.00 
8.00 1.40 9.40 
2.00 0.80 2.80 

18.40 0.00 18.40 

10.00 a.10 11.10 
1.60 0.60 2.00 

20.00 20.00 

2.00 0.60 2.60 
9.00 0.00 9.00 

17.00 0.00 37.00 
48.10 0.00 48.10 
20.40 2.00 22.40 
14.60 0.00 14.60 

1989 Grupo F-■•/Vl ■a Con■u-r Good■ Congl•-r•t 80.00 21 .80 107.80 
1989 Banca S.rfln Developaent Finance 80.oo 0.00 eo.oo 
1989 c-nto■ W.xlcano■ c-nt A Con■t Material ■ 88.00 0.00 88.00 
1990 Condu-x Electro■-nufacturing 60.00 60.00 

--------- ---------- ---------
Gro■• Total Co■■li-nta 1129.20 83.00 1212.20 
Le■■ Cancellation•, Ter■lnation■, 

Rep•y-nt■ and Sale■ 782.10 19.60 821.80 

--------- ---------- ---------Total Co■■ii-nt■ Now Held by IFC 348.90 41.60 390.40 
---zrz-zr -z-z:s- -==--z-

Total Undl•bur■ed (Including Participant■) 130.14 0.08 130.22 
==-==---= - ====- -----------------------------------------------------------------------------------------------------------1• Inve•i-nt• which have been fully cancelled, ter■ lnated, 

written off, ■old, or repaid. 
/b USl26,000. 

EBArevalo:LA2CO 
IFC Inve•i-nt:WXC90.*1 
Way 2, 1990 
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MEXICO 

TECHNICAL ASSISTANCE LOAN FOR THE 
TELECOMMUNICATIONS SECTOR 

TECHNICAL ANNEX 

A. Background 

1. Overview. The program of technical assistance for the 

ANNEX 1 
Page 1 

telecommunications sector to be financed by the proposed IBRD technical 
assistance loan is closely linked to the telecommunications component of the 
proposed Road Transport and Telecommunications Sector Adjustment Loan (Report 
No. PE-5254-M, dated April, 1990). Together, these two loans will support 
far-reaching reforms in the Mexican telecommunications sector involving 
privatization of the dominant telecommunications service provider, TELMEX, 
commercialization of remaining government telecommunications operations, and 
creation of a modern regulatory framework that promotes competition in the 
sector and protects the public interest from potential monopoly abuses. The 
program of technical assistance would cover three areas: (a) SGT regulation 
of telecommunications networks and services, (b) SGT regulation of the radio 
spectrum, and (c) TELECOMM business development. Following preparation 
assistance in early 1990, the bulk of the program would be implemented from 
mid-1990 to December 1993. Up to $22 million would be made available for this 
program under the proposed loan. Chart 1 summarizes the program in schematic 
form. 

2. Telecommunications Sector Reform. In September 1989, the Mexican 
Government published its "Programs de Modernizacion de las Telecomunicaciones" 
for the period 1989-94, aimed at achieving major improvements in telecommuni- .1; 

cations services. Objectives included under this program are to (a) improve ·• 
service quality to approach international standards, (b) expand service 
coverage in urban and rural areas, (c) modernize and diversify services, 
(d) establish competitive rates at the international level and achieve 
financial self-sufficiency of telecommunications providers, and (e) promote 
greater private investment and competition in the sector. Specific 
initiatives towards these objectives are (a) the planned privatization of 
TELMEX, (b) the creation of the state-owned, commercially oriented TELECOMM 
with a mandate to operate the Morelos satellite system and to provide a range 
of telecommunications services to businesses including some in competition 
with TELMEX, and (c) promotion of increased competition in the provision of a 
wide range of data, value added and other services and terminal equipment. 
These initiatives will require the development of a different and greatly 
improved regulatory capability in SCT's Direccion General de Politicas y 
Normas de Comunicaciones (DGPNC) and, where appropriate in the Instituto 
Mexicano de las Comunicaciones (IMC), in the following areas: (a) regulatory 
policy, (b) monitoring and regulation of TELMEX and other service providers in 
respect of their monopoly power, (c) authorization of the operation of 
different categories of networks, and (d) development and approval of 
technical standards. 
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Chart 1 

TECHNICAL ASSISTANCE FOR THE TELECOMMUNICATIONS SECTOR 

SCHEMATIC SUMMARY OF THE PROGRAM 

PRICING 
-

Short-Term Consult. PROGRAM IMPLEMENTATION 
TO OF THE 
STRENGTHEN PROGRAM 
SCT'S FOR SCT 

AUTHORIZATIONS FOR REGULATORY 
NETWORKS & SERVICES CAPABILITY 
Short-Term Consult. 

SPECTRUM PLANNING MODERNIZATION PROGRAM FOR 
AND CONTROL - PLANNING AND CONTROL OF THE RADIOELECTRIC 

Short-Term Consult. SPECTRUM IN SCT 

TELECOMM BUSINESS DEVELOPMENT 

April-May 1990 May 1990 December 1993 
' 
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B. Project Description 

ANNEX 1 
Page 3 

(i) Regulation of Telecommunications Services and Networks 

3. Need. The need for regulation of the telecommunications sector 
arises primarily from the significant level of monopoly power that can be 
exercised by TELMEX after the Government of Mexico (GOM) gives up ownership 
control of the corporation. Given that TELMEX, the largest telephone company 
in Latin America and one of the largest companies in Mexico, has access to 
large resources and is the origin of most sector information, the Government's 
regulatory capability must be strong, technically capable and credible in 
order to be effective. Regulatory intervention may be required to promote 
competition in the sector, by policing conditions for competitors to access 
TELMEX's monopoly facilities, and to control potential monopoly abuses in 
pricing and the provision of service. 

4. Objective. The objective of this component of the technical 
assistance project is to assist SCT's DGPNC to strengthen its capability to 
regulate telecommunications services and networks, including the development 
of systems for approval of technical standards for telecommunications 
equipment. The work will be undertaken in three stages, as shown in Annex 2 
and described below. 

5. Stage 1. Short-term experts on (a) methodologies for pricing 
basic telephone service, and (b) the classification of the different types of 
networks and services and their regulation in a competitive environment, would 
provide inputs that help the Government finalize the draft TELMEX franchise 
and the regulations for competitive services. A total of up to six weeks of 
individual experts would be available to SCT and other participating agencies 
between April and May 1990, financed by project preparation funds administered 
by the IDB. 

6. Stage 2. A consulting firm, selected under the IBRD's procedures 
for the engagement of consultants and on the basis of satisfactory terms of 
reference, would prepare a program to strengthen SCT's capability to regulate 
telecommunications networks and services and help prepare initial 
implementation. The work would include preparing a detailed specification and 
costing of technical assistance required for the first two years of 
implementation of Stage 3. $400,000 out of a total estimated cost of about 
$440,000 would be financed under the proposed loan. The work would be 
undertaken over five to six months beginning in the first half of 1990. 

7. Tasks. The main tasks to be undertaken during Stage 2 are: 

(a) assessing the implications of recent government policies (in 
particular, the new TELMEX franchise and the regulations for the 
provision of competitive services) for the emerging regulatory 
regime, reviewing with DGPNC the bases of its regulatory 
authority, identifying problem areas and proposing changes that 
may be considered by SCT, and reviewing with DGPNC other options 
still open for decision. This is likely to include 
(i) consultation with officials in other government agencies, 
TELMEX, TELECOMM and major users, (ii) organizing a series of 
consultative seminars including invited foreign regulatory 
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officials and experts, and (iii) providing written conclusions 
from these seminars; 

(b) preparing, in close consultation with DGPNC, a written description 
of a proposed regulatory regime with respect to (i) pricing of 
services, (ii) quality and conditions of service, (iii) network 
interconnection, (iv) provision of leased lines for resale, 
(v) approval of network facilities, (vi) approval of resellers, 
(vii) application of technical standards, and (viii) sale of 
terminal equipment; 

(c) identifying and describing in detail the regulatory tasks of DGPNC 
that correspond with the proposed regime. Regulatory tasks 
include ensuring compliance of service providers with laws, 
authorizations and regulations with respect to prices, quality and 
conditions of service, interconnection arrangements and 
competitive behavior; 

(d) identifying the procedures, activities, functions and information 
necessary for DGPNC to undertake the above regulatory tasks; 

(e) based on the findings of items (c) and (d) above, developing and 
proposing a revised or adapted organization structure for DGPNC, 
to the extent necessary, that will enable it to carry out its 
responsibilities in an efficient and effective way. This will 
include a description of the roles of organizational units, 
staffing requirements, and necessary administrative and 
information systems; 

(f) preparing a detailed implementation program for the strengthening 
of DGPNC along the lines determined by SCT. Particular attention 
will be given to the development of human resources, establishment 
of procedures, and implementation of regulatory tasks of 
particular importance in the transition to a competitive, 
privatized sector structure; 

(g) preparing a detailed specification and cost estimates of technical 
assistance,proposed to be financed by the IBRD, including 
(i) experts and consultants, (ii) secondment of experienced 
personnel, (iii) training, and (iv) equipment, computers and 
software; and 

(h) assisting DGPNC in the initial implementation of the recommended 
program, in terms of recruitment of staff and experts, procurement 
of equipment, and firming up arrangements for trai~ing. 

8. Stage 3. Technical assistance will support DGPNC in undertaking 
regulatory activities by providing experts, on-the-job and off-site training, 
and equipment. The technical assistance will focus on building up a minimum 
core of expertise in four areas, namely, (a) regulatory policy, (b) price, 
cost and financial analysis, (c) quality of service, investment program, 
technical standards and terminal equipment, and (d) administrative, legal and 
information systems. 
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9. Regulatory Policy. DGPNC must build up a capability to develop 
and implement regulatory policies with respect to: 

(a) licensing of telecommunications networks facilities, 

(b) licensing of resellers and other competitive service providers, 

(c) provision of leased lines, 

(d) anticompetitive or unduly discriminatory behavior by facilities
based service providers, 

(e) network interconnection and revenue settlement arrangements, and 

(f) other regulatory issues. 

The minimum number of initial DGPNC professional staff is estimated to be 
three. One expert would be needed for a total of about 30 months over a 3-
year period. An average of at least 2 months of training per year would be 
needed for each DGPNC professional staff member, for a total of 18 staff
months in 3 years. 

10. Price, Cost and Financial Analysis. DGPNC must build up a 
capability to: 

(a) monitor, analyze and approve or reject tariff proposals, 

(b) review financial projections of service providers and develop an 
SGT financial model of TELMEX to forecast rates of return and 
other financial indicators, and 

(c) review methodologies and estimates of the costs of providing 
telecommunications services. 

The minimum number of initial DGPNC professional staff in this area is 
estimated to be six. Three experts would be needed for a total of about 90 
months over a 3-year period. An average of at least 2 months of training per 
year would be needed for each professional staff member, for a total of 36 
staff-months in 3 years. 

11. Quality of Service, Investment Program, Technical Standards and 
Terminal Equipment. DGPNC must develop a capacity to: 

(a) establish performance indicators and systems to monitor results, 

(b) assess TELMEX's investment program, depreciation and procurement 
policies, and 

(c) establish, monitor and enforce technical standards for networks 
(including national fundamental technical plans) and terminal 
equipment. 

The minimum number of initial DGPNC professional staff in this area is 
estimated to be six. Three experts would be needed for a total of about 
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90 months over a 3-year period. An average of at least 2 months of training 
per year would be needed for each professional staff member, for a total of 36 
staff-months in 3 years. 

12. Administrative, Legal and Information Systems. DGPNC must develop 
a capability to: 

(a) operate modern administrative systems for both externally oriented 
needs (e.g., processing of license applications, regulatory 
proceedings) and internal requirements (e.g., personnel, finance, 
supplies), 

(b) provide in-house legal advice and undertake legal actions in 
support of its operations, and 

(c) establish and maintain information systems to support the 
operations of DGPNC. 

The minimum number of initial DGPNC professional staff in this area is 
estimated to be eight. Four experts would be needed for a total of about 120 
months over a 3-year period. An average of at least 2 months of training per 
year would be needed for each professional staff member, for a total of 48 
staff-months in 3 years. Equipment, including computers and standard software 
would cost about $220,000. 

(ii) Regulation of the Radio Spectrum 

13. Need. The following problems have been identified in the process 
of allocating and licensing the radio spectrum in Mexico: 

(a) procedures for granting licenses for the use of radio frequencies 
and the installation of telecommunications equipment are mostly 
manual and take several months to process; 

(b) this slow processing encourages illegal use of frequencies and 
results in loss of revenue to the Government; 

(c) coordination with foreign networks, particularly with the USA, 
cannot be adequately studied within the prescribed time because of 
its large volume; 

(d) in several areas of the country, the radio spectrum is saturated; 

(e) the data base for concessions and permits is inaccurate and 
fragmentary; 

(f) monitoring stations must be modernized or replaced by mobile units; 

(g) organizational changes aimed at substantially improving the 
attention of the public and shortening the processing of 
applications, at the same time assuring that multiple networks can 
operate under conditions free of harmful interference, are urgently 
required . 
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14. Modernization of the Mexican telecommunications network and 
specific government initiatives toward the privatization of TELMEX, the 
creation of the state-owned commercially oriented TELECOMM, and the promotion 
of competition in the provision of services require the strengthening of SCT 
regulatory capability in several areas, including the control and monitoring 
of the radioelectric spectrum . 

15. The radioelectric frequency spectrum (10 Khz-300 Ghz) is recognized 
as a natural resource that must be fairly, efficiently and economically 
allocated and exploited. Both national and international radio communications 
would degenerate in chaos without a coherent and integrated system for 
allocating and managing the finite number of places on the spectrum among the 
growing number of services and users. The International Consultative 
Committee for Radio (CCIR) has stated that "with the increasing complexity of 
spectrum management, due to growing demands on the spectrum, administrations 
may find it desirable to employ computer-assisted analysis techniques to 
achieve more efficient spectrum utilization," and that "a substantial range of 
spectrum utilization problems encompass data storage, retrieval and analysis 
and are consequently amenable to the application of computer-based methods." 

16. Solutions to the problems outlined above through the proposed 
technical assistance will result in improved attention to the public, and 
effective planning and control of revenue collection, effective and timely 
reaction to coordination requests, fair use of the radio spectrum, and orderly 
development of the telecommunications infrastructure . 

17. Objective. Technical assistance to SCT for the regulation of the 
radio spectrum has the following objectives: 

(a) to modernize and improve SCT ' s administrative and technical 
capability to manage the use of the radio spectrum; 

(b) to establish a computer-assisted radio-frequency spectrum 
management and monitoring system in the country. 

The work would be undertaken in two stages. 

18 . Stage 1 . A short - term expert would prepare a background assessment 
of existing capabilities and ongoing work, write terms of reference for the 
Stage 2 consultants, and provide a tentative estimate of the composition and 
cost of a modernization and improvement program. The expert would be made 
available to SCT for about one month between April and May 1990, financed by 
consultant trust funds administered by the IBRD. 

19. Stage 2 . A consulting firm would prepare a program for the 
modernization and improvement of SCT ' s control of the radio spectrum, prepare 
a detailed specification and costing of equipment and prepare for its 
installation . The consultants will also provide technical support to DGPNC 
during the first two years of implementation of the plan . The estimated 
consulting cost of about $1 million would be financed under the proposed loan. 
Tentatively, up to $12 million could be allocated for the proposed loan for 
equipment and training required for implementation. 

20. Components. The project will comprise the following components: 
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(a) organization of the units under DGPNC that will manage the radio 
spectrum; 

(b) development of computer-assisted administrative procedures for 
every step in the analysis of systems, granting of licenses, and 
collection of revenues; 

(c) assistance to update or develop regulation on the use of the 
spectrum; 

(d) assistance to update or develop enforcement procedures; 

(e) development of propagation models and computerized systems for 
interference analysis and frequency assignment; 

(f) development of a topographic data base and other documentation 
necessary to perform spectrum management; 

(g) procurement and installation of a system for the purpose of 
automating radio-frequency management and monitoring, including a 
computer network linking Mexico City and the state capitals, 
specialized operative application software, fixed monitoring 
stations, and mobile spectrum monitoring vehicles; 

(h) implementation of the new administrative and technical systems; 

(i) on-the-job training and specifications for foreign training of 
DGPNC staff; 

(j) evaluation of the new systems some time after their implementation. 

21. The main tasks to be undertaken by the consultants provided through 
the technical assistance and a chronogram of activities are shown in Annex 3. 
Consultant-month estimates and approximate consultant, training and equipment 
costs are contained in Schedule A. 

(iii) TELECOMM Business Development 

22. Need. As already noted, TELECOMM is a new, government-owned, 
competitive telecommunications entity which has inherited the Mexican Morelos 
satellite system, an old and increasingly obsolete microwave network and 
responsibility for providing the dying telegraph service. It is also 
aggressively competing in the provision of very small aperture satellite 
terminal (VSAT) private networks to large corporate customers and provides 
telex and data communications services. In these ways TELECOMM provides a 
valuable element of competition in the sector. However, given ' the limited 
experience of the entity and its management in operating in a competitive 
environment, it can benefit significantly from technical assistance. 

23. Objective. The objective is to provide highly specialized expert 
advice to TELECOMM management in developing its business activities as a 
competitive entity in the restructured environment. This would include 
assistance in planning the expansion and modernization of TELECOMM's domestic 
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satellite system and other transmission facilities, assessing the market 
potential of new services, and exploring opportunities for joint ventures and 
other modalities of private investment. 

24 . 
technical 
of 1991. 
proposed 

~- About 15 staff-months of senior corporate, marketing and 
experts would be made available to TELEGOMM from mid-1990 to the end 
The estimated cost of about $500,000 would be financed under the 

loan.1/ 

G. Project Administration and Implementation 

25. Project Organization and Administration. DGPNG, located within SGT 
(see Annex 4), is responsible for regulation of the telecommunications 
services sector including regulation of TELMEX, licensing of networks and 
services, and management and control of the radio frequency spectrum. 
Suitably qualified international consulting firms, possibly in joint venture 
with local firms, would be hired by SGT/DGPNG to assist in strengthening its 
capability to regulate telecommunications services and networks, and the radio 
spectrum. Two components of the project (i.e., (a) regulation of services and 
networks, and (b) regulation of the radio spectrum) will be administered by 
DGPNG which, for that purpose, will assign the required counterpart staff to 
the consultants . DGPNG would have relative managerial and administrative 
autonomy, under the general guidance of SCT, to undertake the actions needed 
to produce the expected results according to recommendations from the 
consultants . 

26. TELECOMM will administer the third component of the project 
(TELECOMM business development), will hire qualified international experts for 
short-term assignments, and will assign an appropriate counterpart group. 

27. Project Coordination and Reporting. SGT and TELECOMM should 
appoint project coordinators who, in addition to the normal coordinating 
functions, would prepare documents containing the information on project 
outputs and would explain their contents to the concerned Mexican authorities, 
for comments and approval. These documents, after approval by the Government, ' 
may serve as the basis for the final project reports . Special emphasis would 
be placed on the selection and assignment on a full time basis of DGPNC 
personnel to serve as counterpart staff. The counterpart groups required by 
the various activities of the project will be integrated with senior profes
sionals, to ensure that consideration is given at an appropriate level to the 
recommendations emerging from the project, but newly graduated professionals 
would also be employed as a nucleus of the future regulatory organization. 
The groups, assisted by the consultants, will prepare quarterly reports on 
progress of project implementation. 

28. Procurement. The goods and services to be financed under the 
project, as summarized in Schedule B, would be procured in accordance with 
procedures satisfactory to the Bank. Contracts for the procurement of 
equipment, supplies and maintenance items to cost the equivalent of $250,000 
or more would be awarded through ICB . Local manufacturers would be eligible 

1/ This includes a significant amount of travel costs in order to bring 
experts to TELECOMM for a series of short-term visits . 
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for a 15% preference. Contracts for smaller items of equipment and supplies 
would be procured through LCB when valued below $250,000 equivalent and up to 
an aggregate amount of $2 million equivalent; and (if required) through local 
or international shopping by requesting quotations from at least three 
eligible suppliers, when valued below $20,000 equivalent and up to an 
aggregate amount of $500,000. Consultants for technical assistance and 
training services under the project would be selected in accordance with Bank 
guidelines and under terms of reference satisfactory to the Bank. 

29. Disbursements and Retroactive Financing. In order to facilitate 
payments under the loan, a special account will be established in the amount 
of $3 . 0 million. For amounts below the ICB thresholds, expenditures will be 
disbursed against statements of expenses (SOEs), for which detailed 
documentation evidencing expenditures would be retained by DGPNC and made 
available for the required audit and also for supervis i on by the Bank. The 
Bank will require prior review of all contracts awarded under ICB and of the 
first two contracts awarded under LCB. All other contracts would be subject 
to ex post review by the Bank. The loan would provide retroactive financing 
of up to $2 million for expenditures made after February 28, 1990 . 

30. Accounts and Audits . Separate accounts would be kept for all 
expenditures made under the project . DGPNC would maintain records and 
accounts for all project activities . The accounts and statements of 
expenditures would be audited each year by auditors acceptable to the Bank in 
accordance with the Bank's Auditing Guidelines, and the audit reports would be 
submitted to the Bank no latter than six months after the close of the fiscal 
year. 
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Mexico 
SECRETARIA DE COMUNICACIONES Y TRANSPORTE (SCT) 

REGULATION OF TELECOMMUNICATIONS NETWORKS AND SERVICES 
Proposed Tasks and Timetable 

1990 1991 1992 1993 
Activities IJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDjJFM:AMJ:JAS:ONDI 

___________ ,_:_:_:_l_:_:_:_l_:_:_: __ :_:_:_I 

SHORT TERM CONSULTANTS 

1.0 PRICING 
1.1 Procure Expert 
1.2 Undertake Assignnent 

2.0 AUTHORIZATIONS FOR NETWORKS AND SERVICES 
2.1 Procure Expert 
2.2 Undertake Assignnent 

11 SCT PROGRAM 

1.0 PROCURE CONSULTANTS 

2.0 REGULATORY REGIME 
2.1 Assess Authority and Alternatives 
2.2 Make Proposals 
2.3 Describe Proposed Regime 

4.0 REGULATORY ACTIVITIES AND ORGANIZATION 
4.1 Identify Regulatory Tasks 
4.2 Identify Procedures and Activities 
4.3 Proposed Revised Organization 

5.0 IMPLEMENTATION 
5.1 Prepare l""lementation Plan 
5.2 Specify Technical Assistance 
5.3 Assist Initial l""lementati on 

Ill IMPLEMENTATION 
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Mexico 
SECRETARIA DE COMUNICACIONES Y TRANSPORTE (SCT) 

TECHNICAL ASSISTANCE FOR MANAGEMENT OF THE RADIOELECTRIC SPECTRUM 
Proposed Tasks and Timetable 

1990 1991 1992 

Amex 3 

1993 
Activities IJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDI 

______________ 1_:_:_:_1_:_:_: __ :_:_: __ :_:_:_ 

SHORT-TERM CONSULTANT (Stage I) 

II ENGAGEMENT OF CONSULTANTS (Stage II) 

1.0 ORGANIZATION 
1.1 Review of Existing Organization 
1.2 Organization to be Adopted 

(a) Description of Activities, 
Responsibilities, and Functional 
Units. 

(b) PersOl'Vlel Requirements and 
Qualifications. 

(c) Development of Internal Procedures 
(d) Development of User Procedures 

2.0 MANAGEMENT OF THE SPECTRUM 
2.1 Regulation Proposals 
2.2 Systems for Interference Analysis 

and Frequency Assignment. Data Base 

3.0 RADIO FREQUENCY MONITORING 
3.1 Monitoring System 
3.2 Proposals for Enforcement Systems 
3.3 Equipment and Software: 

(a) System Design and Specifications 
(b) Procurement 
(c) Installation and Testing 

4.0 TRAINING 
4.1 On·the·Job Training 
4.2 Foreign Training 

5.0 IMPLEMENTATION OF THE NEW SYSTEMS 
5.1 Internal Organization 
5.2 Spectrun Management. License System. 
5.3 Control and Enforcement Systems 
5.4 Supervision of the Iq,lementation 

6.0 EVALUATION 
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MEXICO 

TELECOMMUNICATIONS TECHNICAL ASSISTANCE PROJECT 

Terms of Reference for Technical Assistance 

A. Pricing of Telecommunications Services (Stage I) 

ANNEX 4 
Page 1 

B. Authorization of Telecommunications Networks and Services (Stage I) 

C. Preparation and Initial Implementation of a Program for the Regulation of 
Telecommunications Networks and Services (Stage II) 

D. Regulation of Telecommunications Networks and Services (Stage III) 

E. Regulation of the Radio Spectrum (Stages I and II) 

F. TELECOMM Business Development 
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A. TERMS OF REFERENCE: 
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SHORT-TERM EXPERT ON PRICING TELECOMMUNICATIONS SERVICES (STAGE I) 

1. Introduction. The Government of Mexico has decided that a major 
effort to step up the pace of development of the telecommunications sector is 
required. To achieve this objective, the Government is initiating a far
reaching pro~ram of reforms of the sector involving privatization of TELMEX, 
commercialization of remaining government telecommunications operations and 
creation of a modern regulatory framework that promotes competition in the 
sector and protects the public interest from potential monopoly abuses. The 
development of a suitable regulatory framework involving both price regulation 
of basic telecommunications services provided by TELMEX and a regime for 
authorizing telecommunications networks and services is critical to the 
successful privatization of TELMEX and the development of competition in the 
sector. Furthermore, progress in the development of the regulatory framework 
is sought under the proposed World Bank and Inter-American Development Bank 
sector adjustment loans that are supporting reform of the sector. 

2. Objectives. The objectives of this assignment are to assist the 
Mexican authorities: (a) in elaborating, reviewing and assessing alternative 
methodologies and approaches for the regulation of TELMEX's tariffs; and 
(b) in specifying the mechanics of the recommended alternative. 

3. Tasks. The expert will: 

(a) Review with officials of SGT, other government agencies and TELMEX 
the report "Regulation of Telecommunications Prices in Mexico" 
(February 1990) and other options (not included in the report) for 
the regulation of telecommunications prices . This work will also 
include consideration of approaches to regulating TELMEX's 
performance with respect to quality and quantity of service, and 
considerati_on of other associated regulatory issues. In reviewing 
alternative approaches with Mexican officials, the expert will 
help develop a common understanding of their merits and weaknesses 
and, thereby, contribute to the development of a consensus amongst 
Mexican officials. 

(b) Drawing on experience in other countries, on known data sources 
and professional statistical techniques, assist Mexican 
authorities in specifying and defining the mechanics of a 
recommended price regulation approach, in particular with a view 
to contributing to the drafting of wording that may be included in 
the TELMEX franchise and, possibly, in a document that supplements 
the franchise in specifying the mechanics of the price regulation 
regime. 

4. Conduct of the assignment. In undertaking this assignment, the 
expert will visit Mexico City on two occasions for approximately three-four 
days each time, with an interval of approximately two weeks between the 
visits. During the approximate two week interval, he will stay in close touch 
with his Mexican counterparts by telephone and fax to promote follow-up on 
items identified at the end of the first visit. Further, on return from the 
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first visit, the consultant will review progress on the project with the Task 
Manager or his designate. At the end of the assignment, within two weeks of 
the return from the second visit, the expert will provide the Task Manager 
with a reporting letter outlining activities undertaken, results achieved, 
remaining problems and issues to be resolved, if any, and appending drafts of 
documents that the expert contributed to during the assignment. 

B. TERMS OF REFERENCE: 

SHORT-TERM EXPERT ON AUTHORIZATION OF 

TELECOMMUNICATIONS NETWORKS AND SERVICES (STAGE I) 

1. Introduction. The Government of Mexico has decided that a major 
effort to step up the pace of development of the telecommunications sector is 
required. To achieve this objective, the Government is initiating a far
reaching program of reforms of the sector involving privatization of TELMEX, 
commercialization of remaining government telecommunications operations and 
creation of a modern regulatory framework that promotes competition in the 
sector and protects the public interest from potential monopoly abuses. The 
development of a suitable regulatory framework involving both price regulation 
of basic telecommunications services provided by TELMEX and a regime for 
authorizing telecommunications network and services is critical to the 
successful privatization of TELMEX and the development of competition in the 
sector. Furthermore, progress in the development of the regulatory framework 
is sought under the proposed World Bank and Inter-American Development Bank 
sector adjustment loans that are supporting reform of the sector. 

2 . Objective. The objective of this assignment is to assist the 
Mexican authorities in the timely drafting of regulations that will govern the 
authorization of telecommunications networks and the provision of services, 
and that support the policy of the Government of Mexico to promote competitiort , 
in the sector. 

3. Tasks . The expert will: 

(a) review the existing draft "reglamento" in the context of the 
Government's "Plan de Modernizacion de las Telecomunicaciones" of 
September 1989, and review other relevant documentation on the 
Mexican Telecommunications sector; 

(b) develop a preliminary revised framework for drafting the 
regulations; 

(c) discuss with officials of SGT, other government agencies, TELMEX 
and TELECOMM: (a) outstanding issues concerning the regulation of 
telecommunications networks and the provision of services, and 
(b) the preliminary revised framework for drafting the 
regulations; 

(d) in light of these discussions, revise the framework, propose 
solutions to issues and problems and propose an outline of the 
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(d) in light of these discussions, revise the framework, propose 
solutions to issues and problems and propose an outline of the 
finalized "reglamento" including recommendations on the different 
categories of authorizations, the main conditions of authorization 
under each category, and the criteria for allocating service 
providers or network operators to each category, bearing in mind 
the need to minimize the administrative burden on both SCT and 
applicants, as well as SCT's human resource constraints; 

(e) review and comment on subsequent drafts of the "reglamento" that 
are prepared by Mexican officials. 

4. Conduct of the assignment. In undertaking this assignment, the 
expert will work closely with, and advise and guide the designated counterpart 
staff. He will visit Mexico City on three occasions for approximately three
four days each time, with an interval of approximately two weeks between the 
visits. On return from each visit, the expert will review progress on the 
project with the Task Manager or his designate. During the intervals between 
visits, he will stay in close touch with his Mexican counterparts by telephone 
and fax to promote follow-up on items identified during the previous visit, to 
provide advice and guidance, and to propose solutions to problems. At the end 
of the assignment, within two weeks of the return from the final visit to 
Mexico City, the expert will provide the Task Manager with a reporting letter 
that outlines activities undertaken, results achieved, that critiques the then 
current draft "reglamento",identifies problems and issues to be resolved, and 
proposes solutions where possible. Drafts of documents that the expert 
contributed to during the assignment and copies of correspondence with Mexican 
officials are to be appended to the reporting letter. 

C. TERMS OF REFERENCE: 

PREPARATION AND INITIAL IMPLEMENTATION OF A PROGRAM FOR 

REGULATION OF TELECOMMUNICATIONS NETWORKS AND SERVICES (STAGE II) 

Background 

1. In September, 1989 the Mexican government published its "Programa 
de Modernizacion de las Telecomunicaciones" for the period 1989-94, aimed at 
achieving major improvements in telecommunications services. Some of the 
objectives included under this program are to (i) improve service quality to 
approach international standards, (ii) expand service coverage in urban and 
rural areas, (iii) modernize and diversify services, (iv) establish 
competitive rates at the international level and achieve financial self-

' sufficiency of telecommunications providers, and (v) promote greater private 
investment and competition in the sector. 

2. Specific initiatives towards these objectives are (i) the planned 
privatization of TELMEX, (ii) the creation of the state-owned, competitive 
TELECOMM with a mandate to operate the Morelos domestic satellite system and 
to provide a range of telecommunications services to businesses including some 
in competition with TELMEX , and (iii) promotion of increased competition in 
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the provision of a wide range of data, value-added and other services and 
terminal equipment. 

Objective 

3. These government initiatives will require the development of a 
different and greatly improved regulatory capability in SCT's Direccion 
General de Politicas y Normas de Comunicaciones (DGPNC) and, where 
appropriate, in the Mexican Institute of Communications (IMC), in the 
following areas: 

(a) regulatory policy; 

(b) monitoring and regulation of TELMEX and other sen-ice providers in 
respect of their monopoly powers, 

(c) authorization of the operation of different categories of 
networks, and 

(d) development and approval of technical standards. 

4. In this context the consultants, in close consultation with DGPNC 
and other relevant organizations, will prepare a program for the development 
of DGPNC's telecommunications regulatory capability, including an 
implementation plan and specification of technical assistance requirements 
until mid-1993. The consultants will assist DGPNC in the initial 
implementation of these plans. 

Tasks 

5. The following are the main specific tasks that the consul~~nts 
will undertake: 

(a) 

(b) 

Assess the implications of recent government policies (in 
particular, the new TELMEX franchise and the regulations for the 
provision of competitive services) for the emerging regulatory 
regime, review with DGPNC the bases of its regulatory authority, 
identify problem areas and prepare proposals that may be 
considered by SGT, and review with DGPNC other options still open 
for decision. This is likely to include (i) consultation with 
officials in other government agencies, TELMEX, TELECOMM and major 
users, (ii) organizing a series of consultative seminars including 
invited foreign regulatory officials and experts, and 
(iii) providing written conclusions from these seminars. 

Prepare, in close consultation with DGPNC, a written description 
of a proposed regulatory regime, with respect to: 

(i) pricing of services, 

(ii) quality and conditions of service, 

(iii) network interconnection, 
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(iv) provision of leased lines for resale, 

(v) approval of network facilities, 

(vi) approval of resellers, 

(vii) application of technical standards, and 

(viii) sale of terminal equipment. 
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(c) Identify in detail the regulatory tasks of DGPNC that correspond 
with the proposed regime. Regulatory tasks include insuring 
compliance of service providers with laws, authorizations and 
regulations with respect to prices, quality and conditions of 
service, interconnection arrangements and competitive behavior. 

(d) Identify the procedures, activities, functions and information 
necessary for DGPNC to undertake the above regulatory tasks. 

(e) Based on the findings of items (d) and (e) above, develop and 
propose a revised or adapted organization structure for DGPNC, to 
the extent necessary, that will enable it to carry out its 
responsibilities in an efficient and effective way. This will 
include a description of the roles of organizational units, 
staffing requirements, and necessary administrative and 
information systems .. 

(f) Prepare a detailed implementation program for the development of 
DGPNC along the lines determined by SCT. Particular attention 
should be given to the development of human resources, 
establishment of procedures, and implementation of regulatory 
tasks of particular importance in the transition to a competitive 
privatized sector structure. 

(g) Prepare a detailed specification and cost estimates of technical 
assistance, proposed to be financed by the IBRD, including 
(i) experts and consultants, (ii) secondment of experienced 
personnel, (iii) training, and (iv) equipment, computers and 
software. And 

(h) Assist DGPNC in the initial implementation of the proposed 
program, in terms of recruitment of staff and experts, procurement 
of equipment, and firming up arrangements for training. 

D. OUTLINE TERMS OF REFERENCE: 

REGULATION OF TELECOMMUNICATIONS NETWORKS AND SERVICES (STAGE III) 

1. In Stage III, technical assistance will support DGPNC in 
undertaking regulatory activities, by providing experts, on-the-job and off
site training, and equipment. The technical assistance will focus on building 
up a minimum core of expertise in four areas, namely (a) regulatory policy, 
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(b) price, cost and financial analysis, (c) quality of service, investment 
program, technical standards and terminal equipment, and (d) administrative, 
legal and information systems. Tentative estimates of the minimum requirements 
of DGPNC profess1onal staff, and of the requirements and costs of experts, 
training and equipment for the initial three years of development of these 
areas, are summarized in the Attachment. 

Regulatory Policy 

2. DGPNC must build up a capability to develop and implement 
regulatory policies with respect to: 

(a) licensing of telecommunications networks facilities, 

(b) licensing of resellers and other competitive service providers, 

(c) provision of leased lines, 

(d) anticompetitive or unduly discriminatory behavior by facilities
based service providers, 

(e) network interconnection and revenue settlement arrangements and 

(f) other regulatory issues. 

3. The minimum number of initial DGPNC professional staff ls 
estimated to be 3. One expert would be needed for a total of about 30 months 
over a three-year period. An average of at least 2 months' training per year 
would be needed for each DGPNC professional staff member, for a total of 18 
staff-months in three years. 

Price, Cost and Financial Analysis 

4. 

(a) 

(b) 

DGPNC must build up a capability to : 

monitor, analyze and approve or reject tariff proposals, 

review financi.al projections of service providers and develop an 
SCT financial model of TELMEX to forecast rates of return and 
other financial indicators, and 

(c) review methodologies and estimates of the costs of providing 
telecommunications services. 

5. The minimum number of initial DGPNC professional staff in this 
area is estimated to be 6. Three experts would be needed for a total of about 
90 months over a three-year period. An average of at least 2 months' training 
per year would be needed for each professional staff member, for a total of 36 
staff-months in three years. 

Quality of Service, Investment Program, Technical Standards and Terminal 
Equipment 

6. DGPNC must develop a capacity to: 
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(a) establish performance indicators and systems to monitor results, 

(b) assess TELMEX's investment program, depreciation and procurement 
policies, and 

(c) establish, monitor and enforce technical standards for networks 
(including national fundamental technical plans) and terminal 
equipment. 

7. The minimum number of initial DGPNC professional staff in this 
area is estimated to be 6. Three experts would be needed for a total of about 
90 months over a three-year period. An average of at least 2 months' training 
per year would be needed for each professional staff member, for a total of 36 
staff-months in three years. 

Administrative. Legal and Information Systems 

8. 

(a) 

(b) 

(c) 

DGPNC must develop a capability to: 

operate modern administrative systems for both externally oriented 
needs (e.g., processing of license applications, regulatory 
proceedings) and internal requirements (e.g., personnel, finance, 
supplies), 

provide in-house legal advice and undertake legal actions in 
support of its operations, and 

establish and maintain information systems to support the 
operations of DGPNC. 

9. The minimum number of initial DGPNC professional staff in this 
area is estimated to be 8. Four experts would be needed for a total of about 
120 months over a three-year period. An average of at least 2 months' training 
per year would be needed for each professional staff member, for a total of 48 
staff-months in three years. Equipment, including computers and standard 
software packages would cost about US$ 200,000. 
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Summary of Minimum Human Resources Requirements 

SCT Prof. 
Staff 

Regulatory Policy 3 

Price, Cost and 
Financial Analysis 6 

Quality of Service, 
Investment Program and 
Technical Standards 6 

Administrative, Legal 
and Information Systems 8 

TOTAL 23 

Cost Summary 

Experts: 330 months@ US$ 15,000 per month 

Training: 138 months@ US$ 5 , 000 per month 

Equipment 

TOTAL 

Total Months in 3 Years 
Experts 

30 

90 

90 

120 

330 

Training 

18 

36 

36 

48 

138 

$ thousand in 
three years LA 

4,950 

690 

200 

5,840 
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Attachment 

LA These values include the contingencies shown separately in Schedule A. 
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E. TERMS OF REFERENCE: 

REGULATION OF THE RADIO SPECTRUM (STAGES I AND II) 

Objectives 
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1. Technical assistance to SCT regarding the regulation of the radio 
spectrum has the following objectives: 

(a) to modernize and improve SCT's administrative and technical 
capability to manage the use of the radio spectrum; 

(b) to establish a computer-assisted radio-frequency spectrum control 
and monitoring system in the country, taking account of ongoing 
work. 

Project Justification 

2. The following problems have been identified in the process of 
allocation and licencing of the radio spectrum in Mexico: 

(a) procedures for granting licenses for the use of radio frequencies 
and the installation of telecommunications equipment are mostly 
manual and take several months to process; 

(b) this low processing encourages illegal use of frequencies and 
results in loss of revenue to the Government; 

(c) coordination with foreign networks, particularly with the USA, 
cannot be adequately studied within the prescribed time periods 
because of its large volume; 

(d) in several areas of the country, the radio spectrum is saturated; 

(e) the data base for concessions and permits is inaccurate and 
fragmentary; 

(f) monitoring stations must be modernized or replaced by mobile 
units; 

(g) organizational changes aimed at substantially improving the 
attention to the public and shortening the processing of 
applications, at the same time assuring that multiple networks can 
operate under conditions free of harmful interference, ,are 
urgently required. 

3. Modernization of the Mexican telecommunications network and 
specific government initiatives towards the privatization of TELMEX, the 
creation of the state-owned commercially oriented TELECOMM, and the promotion 
of competition in the provision of services requires the strengthening of SCT 
regulatory capability in several areas, including the control and monitoring 
of the radioelectric spectrum. 
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4. The radioelectric frequency spectrum (10 kilohertz-300 gigahertz) 
is recognized as a natural resource that must be fairly, efficiently and 
economically al~ocated and exploited. Both national and international radio 
communications would degenerate in chaos without a coherent and integrated 
system for allocating and managing the finite number of places on the spectrum 
among the growing number of services and users. 

5. The CCIR has stated that "with the increasing complexity of 
spectrum management, due to growing demands on the spectrum, administrations 
may find it desirable to employ computer-assisted analysis techniques to 
achieve more efficient spectrum utilization," and that "a substantial range of 
spectrum utilization problems encompass data storage, retrieval and analysis 
activities, and are consequently amenable to the application of computer
based methods." 

6. Solutions to the problems listed in para. 2 above through the 
proposed technical assistance will result in improved attention to the public, 
an effective planning and control of revenue collection, effective and timely 
reaction to coordination requests, fair use of the radio spectrum, and orderly 
development of the telecommunications infrastructure. 

Project Scope 

7. The Project will comprise the following components: 

(a) organization of the units under Direcci6n General de Politicas y 
Normas de Comunicaciones (DGPNC) that will manage the radio 
spectrum; 

(b) development of computer-assisted administrative procedures for 
every step in the analysis of systems, granting of licenses, and 
collection of revenues; 

(c) assistance to update or develop regulation on the use of the 
spectrum; 

(d) assistance to update or develop enforcement procedures; 

(e) development of computerized systems for interference analysis and 
frequency assignment; 

(f) development of a topographic data base and other documentation 
necessary to perform the spectrum management functions; 

(g) procurement and installation of a system for the purpose of 
automating the radio-frequency management and monitoring 
functions, including a computer network linking Mexico City and 
the state capitals, specialized operative application software, 
fixed monitoring stations, and mobile spectrum monitoring 
vehicles; 

(h) implementation of the new administrative and technical systems; 
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(i) on-the-job and abroad training of DGPNC staff; and 

(j) evaluation of the new systems some time after their 
implementation. 
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8. The main tasks to be assumed by the consultants provided through 
the technical assistance are summarized in Table 1. A general chronogram of 
activities is shown in Annex 3. 
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Table 1. Consultant Tasks and Outputs 

--------------------------------------------------------------------- -
Tasks Output 

-------------~---------------------------------------------------------------
1.0 Organization 

1.1 

1. 2 

2.0 

2.1 

2.2 

Review of existing organization 

Organization to be adopted 

Management of the Radioelectric 
Spectrum 

Regulation 

Computerized systems (hardware 
and software) for interference 
analysis and frequency assignment 

3.0 Control of the Radioelectric 
Spectrum 

3.1 Type of control to be adopted 

a) 

a) 

Report on findings 

Description of activities, 
responsibilities,and 
functional units. 

b) Recommendations on personnel 
requirements and qualifica
tions. 

c) Development of internal pro
cedures (flow diagrams, forms, 
manuals). 

d) Development of user procedures 
(instructions, forms). 

a) Recommendations on regulat
ions to be established 
(Networks, services). 

b) Draft documents of proposed 

a) 

a) 
b) 

c) 

regulation. 

Specifications of systems: 
computers, analytical tools, 
computer programs, selected 
textbooks and manuals (e.g., 
CCIR). 

Development of alternatives. 
Specification of the alter
native adopted by SCT: type 
of installations (fixed, mo
bil, zones, organization and 
personnel requirements). 
Cooperation with other agen
cies (e.g., spectrum control 
and coordination for the 
satellite network, with 
Telecomm's technical means). 



3.2 

3.3 

4.0 

5.0 

6.0 

Tasks 

Enforcement 

Equipment and software 

Training 

Implementation of the new 
systems 

Evaluation 
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Output 

a) 

b) 

a) 

b) 

a) 

b) 

a) . 
b) 

Proposals on enforcement re
gulation. 
Draft documents of proposed 
regulation. 

Monitoring stations, 
computers, instruments. 
Software: computer programs, 
procedures, instructions. 

On-the-job training and 
seminars. 
Recommendations on foreign 
training and visits to other 
administrations. 

Internal organization. 
Spectrum management. License 
system. 

c) Control and enforcement 
systems. 

d) Supervision of implemented 
systems. 

a) Evaluation mission and final 
recommendations. 

F. OUTLINE TERMS OF REFERENCE 

TELECOMM BUSINESS DEVELOPMENT 

Terms of reference for the provision of specialized short-term 
expert advice to TELECOMM management in developing its business activities as 
a competitive entity in the restructured environment in the areas of 
(a) planning the expansion and modernization of TELECOMM's domestic satellite 
system and other transmission facilities, (b) assessing the market potential 
of new services and (c) exploring opportunities for joint ventures and other 
modalities of private investment, will be developed as required. 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Organization Chart of TELECOMM 
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Director 
General 
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Technical 

Director 
Commercial 

Director 
Administration 

and Finance 

31 State 
Managers 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Background Documentation 
(Available in Project Files) 

A. Telecommunications Sector Technical Report (February 1990) 

Table of Contents 

I. Introduction 

II. Sector Background 

(a) SCT Regulatory Functions 
(b) TELECOMM 
(c) TEI.MEX 

III. Sector Policy and Reform Program 

(a) Issues and Options (October 1988) 
(b) Implementation of Sector Reforms (September 1989) 
(c) Comments on September 1989 Modernization Program 

(December 1989) 

IV. Privatization 

(a) TEI.MEX Financial Statements 
(b) TEI.MEX Transfers to Government 

V. Competition 

(a) Comments on Proposed Networks and Systems Regulation 
(December 1989) 

VI. Regulation, Tariffs and Taxes 

(a) Telephone Tariffs and Taxes 
(b) Tariffs Adjustment Mechanism 
(c) Tariffs Regulation Act (January 1990) 
(d) New Telecommunications Tariffs 
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(e) TOR for Technical Assistance for the Telecommunications 
Sector 

VII. Divestiture of SCT's Operations 

(a) Creation of TELECOMM 
(b) TEI.MEX-TELECOMM Relationship 

VIII. List of Other Documents Available in Project Files 
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1. New Rules for the Provision of Terminal Equipment 

B. List of Other Documents Available in Project Files 

Government: Secretaria de Comunicaciones y Transportes 
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1. Secretaria de Comunicaciones y Transportes. Programa 1989-1994. Julio, 
1989. 

2. Programa de modernizaci6n de las telecomunicaciones. September, 1989. 

3. Terminos de referencia para la realizaci6n del estudio: Planeaci6n 
estrategica de la Direcci6n General de Politicas y Normas de Comunicacio
nes. Octubre, 1989. 

4. Terminos de referencia para la realizaci6n del estudio: Planeaci6n 
estrategica de la Direcci6n General de Politicas y Normas de Comunicacio
nes. Noviembre, 1989. 

5. Instructivo para integrar la solicitud de concesi6n servicio de 
radiotelefonia m6vil celular. Noviembre, 1989. 

6. Programa de desregulaci6n econ6mica. Proyectos de desregulaci6n 
econ6mica del subsector telecomunicaciones - Asistencia tecnica e 
inversion privada en infraestructura. Noviembre 6, 1989. 

7. Reglamento de servicios telematicos, complementarios y de comunicaci6n de 
voz, datos y videoconferencia por satelite o por redes superpuestas. 
Documento preliminar. November, 1989. 

8. Decreto que reforma el Reglamento Interior de la Secretaria de Comu
nicaciones y Transportes. Agosto 20, 1986. 

9. SCT: Redes y servicios de telecomunicaciones. 1986. 

10. Secretaria de Comunicaciones y Transportes. Ley de vias generales de 
comunicaci6n y Reglamentos. Ley del servicio postal mexicano. 1987. 

11. SCT. Direcci6n General. Memoria Sexenal 1983-88. 

12. SCT. Proyectos a financiarse por el BID. Mayo 16, 1988. 

13. Secretaria de Comunicaciones y Transportes. Ley de adquisiciones, 
arrendamientos y prestaci6n de servicios relacionados con bienes muebles, 
y material normativo complementario. Julio, 1988. 

14. Mexico y el Grupo de los Ocho: Comunicaciones y transportes. 1989. 
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15 . Direcci6n General de Normatividad y Control de Comunicaciones. 
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Instructivo para la presentaci6n de solicitudes de concesi6n para prestar 
el servicio de localizaci6n de personas. 

16. SCT. ' Telecomunicaciones nacionales . Programa 1989-1994. Documento 
preliminar. Julio, 1989. 

17. Direcci6n General de Fomento a las Telecomunicciones e Informatica: 
Estrategia de fomento a la calidad de los servicios en el sector de las 
comunicaciones en Mexico. Noviembre, 1989. 

TELMEX 

1. Telmex. L.D. en cifras 1988. 

2. Telefonos de Mexico. Informe anual 1988. 

3 . Estrategia de desarrollo de Telmex 1989-1994. Junio 30, 1989 . 

4 . Telmex. Desarrollo y perspectivas. Septiembre, 1989. 

5 . Telmex. Implicaciones de la cartera tarifaria construida con base en los 
precios de las administraciones telef6nicas norteamericanas. 0ctubre 23, 
1989. 

6. Modificaci6n al titulo de concesi6n de Telefonos de Mexico, S .A. de C.V. 
0ctubre 25, 1989. 

7. Plan de modernizaci6n de Telmex. Edici6n 1989. 

8. Telmex: Plan de 45 dias para el mejoramiento del servicio telef6nico. 
1989 . 

9. Telmex: Decision 1991 y Plan Sexenal 1989 - 1994. 

10. Telmex. El proceso de planeaci6n de filiales . Lie. Alfonso de Garay 
Arellano. 

11. Cambio estructural tarifario de Telefonos de Mexico, S.A. de C.V. y de 
Telefonos del Noroeste, S.A. de C.V. December 18, 1989. 

TELEC0MM 

1. Decreto por el que se crea un organismo descentralizado denominado 
Telegrafos Nacionales . Agosto 20 , 1986. 

2. Telegrafos Nacionales . Estados Financieros. 1987. 

3. Telegrafos Nacionales . Estados Financieros. 1988. 

4. Telegrafos Nacionales. Manual de organizaci6n. Mayo, 1989. 

5 . Telegrafos Nacionales . Estados Financieros . Agosto, 1989 . 
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6. Integraci6n del organismo publico descentralizado Telecomunicaciones de 
Mexico. 

7. Propuesta del cambio estructural del organismo descentralizado Telegrafos 
Nacionales. 

8. Telenales. Programa de mediano plazo 1989-1994. 

9. Telecomunicaciones de Mexico. Programa de trabajo 1990. 

Internal Reports 

1. Informe Misi6n Orientaci6n • Aspectos Tecnicos. Proyecto de Ampliaci6n y 
Mejoramiento de las Telecomunicaciones. SCT • Mexico. 

2. November 8, 1989 Request for Bids for Cellular Telephone Systems and 
Related Documentation . Robert R. Bruce. December 22, 1989. 

3. Observations on Proposed Draft License (December 1989) 

4. Outline Terms of Reference for Regulation of the Radio Spectrum. 
January 28, 1990. 

5. List of Persons Met. January 1990 Mission. 





MEXICO 

The Sector in 1982 

As of 1982 there were 1155 PEs in the sector, contributing 14% of GDP, 30% to 
gross fixed capital formation, and 4. 4% of employment. Government transfers came 
to more than 3% of GDP. 

Legal Preparation 

Mexico's divestiture program began in 1983, just after the government of M. de 
la Madrid took office. Two important legal reforms formed the "enabling" 
environment for the divestiture program: the 1983 reform of the Mexican 
Constitution regarding strategic and priority PEs (which allowed the Government 
to initiate the divestiture program by the simple administrative act of 
reclassifying a PE from the "priority" catagory to the "non-priority" catagory); 
and the new Federal Law on Parastatals in 1986. The new law involved a complete 
overhaul of the institutional and administrative framework of the PE sector. 

Institutional Arrangements 

No special unit was created to oversee the divestiture program and the process 
has been ad hoc: there was no classification exercise, no detailed discussion 
of objectives, and no officially published timetable of actions to be taken. 
PEs to be divested were essentially chosen at random. 

Prior to 1985, divestiture was carried out by each sector Minister. Once the 
sale was completed they sent a report to the Ministry of Budget and Planning, 
who formally removed the PE from the PE annex. This process stimulated much 
confusion and apparently a great deal of criticism from the political opposition, 
and the press. As a result, the Inter-Ministerial Committee for Finance and 
Expenditure created a new process in 1985. 

The selection of firms works as follows: sectoral ministries send proposals of 
PEs to be divested to the Inter-Ministry Committee for Finance and Expenditure. 
If the proposal is accepted it is sent on to the Ministry of Budget and Planning, 
which then passes it on to the President. If the President accepts the proposal 
it is passed back to the Ministry of Budget and Planning which then instructs 
the Ministry of Finance to select a commercial bank (one bank handles each sale) 
to oversee the divestiture. The firms selected are administratively assigned 
to the Ministy of Finance, 3 staff members of which supervise the sale until 
delivery. 

The sales process works as follows: the commercial bank draws-up a prospectus 
and identifies potential buyers and receives and classifies bids. The commercial 
bank then sends its recommendations of the best offers to the Ministry of 

' Finance, which negotiates a final price and makes a final recommendation to the 
Inter-Ministerial Committee (which usually approves it). The firm is then 
transferred to the buyer. Overall, the process has been quiet, pragmatic and 
not very transparent. 



Valuation 

Valuation methods included: NPV of profits, NPV of cash flows, book value, and 
in some cases the arthmetic average of prices obtained from a mix of methods. 
Factors such as the financial and labor situation were considered in valuing the 
firms . In most cases at least two methods were used for each firm. 

Results 

As of December 1988: 250 PEs have been put up for sale and of these 188 sold; 
395 have been proposed for liquidation and of these 293 have been liquidated, 
for a total of 755 approved for divestiture and 491 actually divested . These 
included, among others: sugar mills (27), auto parts, tobacco, textiles, non
basic petrochmical and mining industries (Mexicana de Cobre copper mine), hotels ·) 
(15 of them and 95% of the sector), soft drinks, steel (unsuccessful 3 times -
following up on case) and paper manufacturers. ( Sugar, paper and auto part s 

enterprises generally suffered from financial and/or technical difficulties.) 

About half of the firms sold were previously private companies which had been 
nationalized, and about 30% had private partners when they were privatized. 
Proceeds are approximately US$ 1 billion, 60% of which went to clean up the 
balance sheets. The 755 PEs involved in the program to date represent only 10% 
of 1982 sector assets, revealing the fact that most of the firms sold were small 
or medium-size (competitive) firms and most of the liquidated firms existed only 
on paper; however, 5 of the firms sold were among the 100 largest in Mexico 
(including Aeromexico, Mexicana (1989) and 2 copper mines). 

As an example of the impact of the divestitures to date: SEMIP had 398 PEs in 
1982. Of these, 155 were sold, 114 liquidated and 37 merged/transferred as of 
Fall 1988. The remaining 92 PEs represent: 59% of the labor; 71% of total sales; 
75% of total liabilities; 81% of the assets; and 84% of Government transfers to 
SEMIP's PEs. 

Prices 

About 4 bids were received for each firm. The highest bid was accepted in almost 
all cases, except when an offer was made by a union or a group of workers from 
the same firm, in which cases exceptions were made. There have been no reported 
market, tax or duty concessions or guarantees. The majority of the sales in 
which the Government provided financing were in the sugar industry, which is 
subject to numerous controls. On average, prices received were 27% higher than 
the minimum bid. 

Buyers 

The vast majority of purchasers were Mexicans; foreigners were only involved in 
16 purchases, and in only 2 cases (auto parts) were foreigners the sole buyers. 
(One strange case: Renault of France was paid by Government to accept Vehiculos 
Automores Mexicanos (VAM) and its debt -- following which Renault liquidated 
VAM, the net result of which was presumably a profit.) Unions participated in 



about 20% of the purchases, primarily in the textile sector. Most sales have 
been to Mexicans entrepreneurs working in the technical field of the divested 
firm; i.e., half of the sales resulted in increased vertical integration in the 
sectors. Special concessions (in terms of price) have been made to unions and 
cooperatives in many cases; these are buyers which the Government apparently 
welcomes. 

Employment Impact 

Overall, public sector employment has been reduced by 660,000, and stood at 1 
million in 1989. Lay-offs from a survey of 62 divested firms were estimated at 
around 10% -- which, if generally applicable, would translate into 66,000 in 
total. (Another paper reports 5% lay-offs.) (Example from the auto industry: 
prior to divestiture (1983), the PE portion of employment in the auto production 
industry was 30%. By 1988 this was down to 7.4% -- mostly due to the sale of 
RAM to Renault in 1983 and the sale of DINA(?) in 1987. We know the employees 
at RAM lost their jobs as Renault later liquidated the enterprise.) The 
bankruptcy of AeroMexico resulted in at least 10,000 employees out of work. The 
same survey found that managers were removed in 22% of divested firms. 

A by-product of divestiture has been its use as a tool for changing Mexican 
unions' labor regime, without requiring a sweeping reform of the labor 
legislation. Labor contracts are becoming more flexible as Government divests 
and threats of job losses soften union demands (see TelMex under Future Plans 
below). In the case of AeroMexico and Cananea copper mine (to be divested), 
bankruptcy was the critical first step in trimming the work force and cleaning 
up the companies for public auction. 

Fiscal Impact 

The public sector wage bill dropped 40% in 4 years. Government transfers to the 
PE sector at the end of 1988 represented 1.6% of GDP - a reduction of 50% from 
1982. Transfers saved were estimated at almost US$4 billion. 

The Salinas Administration 

Salinas came in 1989; 30 PEs divested his first year in office (no details), 
including Mexicana Airlines . 

Planned for the Future 

1. TelMex: Minister of Finance was named Chairman of the TelMex board, thus 
centralizing the divestiture in his Ministry. TelMex has been restructured; 
negotiations with the 48,000 member union brought salary and benefits increases 
in return for improved performance and flexibility in job descriptions . 
Management is considering a union call for an ESOP. 
2. Cananea copper mine (the world's 10th largest) has been allowed to go bankrupt 
and will be sold; 3000 soldiers were sent to prevent labor unrest after the 
bankruptcy was declared. 
3. Several sugar processing plants 
4. An insurance company 



5. Real deMonte silver mine 
6. Possibly the SIDERMEX steel plant 
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MEXICO: ASSET VALUE OF PARASTATALS "DISINCORPORATED" 
FROM JANUARY TO AUGUST 1989 

(in M $) 

(A.) By Sector 

Assets % Distribution 

Agencies/Institutes 5,901 0.20% 

Public Enterprises: 

Industry and Mining 67,245 2.23% 

Agriculture 288,893 9.59% 

Trade and Commerce 10,451 0.35% 

Services 4,409 0.15% 

Financial 298,825 9. 92% 

Transport 2,337,597 77. 58% 

TOTAL 3,013,321 100.00% 

TOTAL EXCLUDING AGENCIES 3,007,420 99.80% ) 

(B.) By Method 

Assets % Distribution 
------------------------------------

Sale 2,148,889 71. 31% 

Liquidation 698,699 23.19% 

Extinction 28 0.00% 

Merger 1,048 0.03% 

Transfer 164,657 5.46% 

TOTAL 3,013,321 100.00% 
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COORDINACION DE ASESORES DEL C SECRETARIO DE HACIENDA Y CREDITO PUBLICO 

El'IPRESAS PARAESTATALES VENDIDAS (ENERO-AGOSTO 1989) 
------------------------------------------------------------

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
NUM. DE SECTOR 
REFEREN. 

NOMBRE DE LA El'IPRESA AGENTE FECHA DE NO.DE OFICIO FECHA DE CONT. 
RESPONSABLE AUTORIZAC IDN COMPRA-VENTA 

ADQUIRIENTE MONT□ PAGADO POR PAGAR 
MS MS MS 

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

" 08-011 SARH BENEF. DE FRUTAS CITRICAS Y TROPICA./GUERRERO BANCOMER 09-Aug-88 487 12-Jan-89 LIGA DE COMUN./CNC/GOB.EDO.GUERRERO 1,625.0 385.0 1,240.0 
, ·18-182 SEMIP INGENIO CALIPAM, S.A. DE C.V. FINASA 26-Dec-88 JRS/0007/89 12-Jan-89 CONSORCIO INDUSTRIAL ESCORPION,S.A. DE C.V. ' \ 85,000.0 14,903.8 70,096.2 ' ; 

v 18-181 SEMIP INGENIO PLAN DE SAN LUIS, S.A. DE C.V. FINASA 26-Dec-88 JRS/0007/89 12-Jan-89 CONSORCIO INDUSTRIAL ESCORPION,S.A. DE C.V. 
... 18-103 SEMIP COMERCIAL DE TELAS, S.A. SERFIN 10-Jan-89 JRS/0012/89 12-Jan-89 OBREROS SINDICALIZADOS DE LA El'IPRESA 2,250.0 50.0 2,200.0 
V 18-180 SEMIP INGENIO QUESERIA, S.A. FINASA 26-Dec-88 JRS/0006/89 13-Jan-89 GRUPO BETA SAN MIGUEL, S.A. DE C.V. 
,,18-177 SEMIP INGENIO PONCIANO ARRIAGA, S.A. FINASA 26-Dec-88 JRS/0006/89 13-Jan-89 GRUPO BETA SAN MIGUEL, S.A. DE C.V. 
v18-179 SEMIP FOMEN. AZUCA.DEL CENTRO,S.A. (INGENIO FCO.AMECAl FINASA 26-Dec-88 JRS/0006/89 13-Jan-89 GRUPO BETA SAN MIGUEL, S.A. DE C.V. : ) 204,000.0 30,600.0 173,400.0 
v18-178 SEMIP INGENIO ALVARO OBREGON, S.A. FINASA 26-Dec-88 JRS/0006/89 13-Jan-89 GRUPO BETA SAN MIGUEL, S.A. DE C.V. 
✓21-030 SECTUR HOTEL EL MIRADOR, S.A. SERFIN 30-Nov-88 572 08-Feb-89 DESARROLLOS TURISTICOS DEL PACIFICO, S.A. 2,500.0 2,500.0 

18-153 SEMIP MINERA LAMPAZOS, S.A. DE C.V. ** BANAMEX 28-Nov-88 562 09-Feb-89 El'IPRESA FRISCO 
18-156 SEMIP QUIMICA FLUOR, S.A. DE C.V. ** BANAMEX 28-Nov-88 562 09-Feb-89 EMPRESA FRISCO I ' 102,000.0 102,000.0 I ; 

18-154 SEMIP MINERA REAL DE ANGELES, S.A. DE C.V. ** BANAMEX 28-Nov-88 562 09-Feb-89 EMPRESA FRISCO 
I 18-115 SEMIP MACOCOZAC, S.A. SERFIN 06-Jan-89 JRS/0010/89 09-Mar-89 COMPMIA MINERA CAOPAS 12,500.0 12,500.0 
.,; 18-112 SEMIP MOTORES PERKINS, S.A. SERFIN 09-Feb-89 JRS/0042/89 17-Mar-89 EMPLEADOS ORG. DE LA El'IPRESA 12,110.0 12,110.0 
, 08-016 SARH ALGODONERA COMERCIAL MEXICANA, S.A. BANCOMER 13-Mar-89 JRS/0070/89 31-Mar-89 GRUPO OMNI 6,628.8 6,628.8 
~18-116 SEMIP REFRACTARIOS HIDALGO, S.A. SERFIN 15-Feb-89 JRS/0055/89 24-Apr-8_9 INDUSTRIAS PEOOLES 3,475.0 3,475.0 
06-003 SHCP INl'!OBILIARIA MEXICANA INDUSTRIAL, S.A. BANCOMER 28-Mar-B9 JRS/0079/89 26-Apr-89 GRUPO OPTIC□ LUX, S.A. DE C.V. 2,320.0 2,320.0 
1B-157 SEMIP CENTRO INDUSTRIAL BIOQUIMICO, S.A. DE C.V. ** BANAMEX 15-May-B9 JRS/0104/89 01-Jun-B9 SR. JAIME BENAVIDES POMPA. 13,235.4 13,235.4 

, 18-139 SEMIP HIERRO Y ACERO DEL NORTE, S.A. BANORTE 13-Jun-89 JRS/0123/89 19-Jun-89 FAMILIA MONTEMAYOR 3,120.0 3,120.0 
•. 18-176 SEMIP COMPMIA INDUSTRIAL AZUCARERA, S.A. (INGEN.CUATOTOLOAPAN) FINASA 17-Feb-89 JRS/0054/89 19-Jun-89 GRUPO ANERMEX 
, 18-174 SEMIP INGENIO PLAN DE AYALA, S.A. FINASA 17-Feb-89 JRS/0054/89 19-Jun-89 GRUPO ANERMEX : ) 104,220.8 13,220.8 91,000.0 
vtB-175 SEMIP INGENIO SAN GABRIEL VERACRUZ, 5.A. FINASA 17-Feb-89 JRS/0054/89 19-Jun-89 GRUPO ANERMEX 

18-155 SEMIP COMPAnIA MINERA CEDROS, S.A. ** BANAMEX 04-Jul-89 JRS/0142/89 18-Jul-89 INDUSTRIAS PEAOLES, S.A. DE C.V. 4,200.0 4,200.0 
---------- --------

TOTAL 559,185.0 221,248.8 337,936.2 

(', 



Mexico 

Number Divested 

In 1982 there ~ere 1155 PEs in sector, representing 14% of GDP, 30% of gross 
fixed capital formulation, and 4.4% of formal sector employment. 
By 1987 about 250 PEs merged, liquidated or transferred. 

Program really got going in 1988. 

As of Dec. 1989: Sold: 188 
Liquidated: 293 (most existed on paper only) 

Total: 491 

Most of those sold up to Dec. 1988 were small, profitable, competitive firms -
half had private partners before privatization. 

Proceeds 

Proceeds as of Nov. 1988: 

Proceeds as of Dec. 1989: 

US$600 million (60% of which went to pay off debts 
of privatized firms) 

USS 1 billion 

On average, 4 offers were received for each PE. Average price paid was 27% 
higher than the minimum price; maximum offers were 2.3 times higher than minimum 
price; 

Buyers 

76% of buyers were Mexican; foreigners participated mainly in auto parts 
industry; only 2 firms sold completely to foreigners - both in auto parts. 
Of 62 firms analyzed by Escamilla (90% of which were majority owned prior to 
divestiture), unions bought 18% apd former private partners bought 16%. 

Assets 

Assets of the 755 PEs divested or planned for divestiture in Dec. 1988 were 10% 
of 1982 sector assets. 

Employment 

PE sector had 1 million employees in 1989; 660,000 have been transferred to 
private sector as result of divestiture program. Of the 62 firms analyzed by 
Escamilla, 10% of employees (1828) lost jobs. 



ANNEX 2 

DIVESTED FIRMS 1989 - APRIL 1990 

FIRM DATE SALE ACTIVITY 

1 ASSA 04-Jun-87 Brokerage House 
2 ACEITERA DE GUERRERO N.D. Veg. oil 
3 ACEROS DE SONORA N.D. Steel 
4 ACEROS ESMALTADOS (GRUPO PRODOSOMEX) 08-May-86 Home appliances 
5 ACEROS RASSINI N.D. Steel 
6 ACEROS TOURNE 25-0ct-88 Steel 
7 ACROTEC (GPO PRODOSOMEX) 08-May-86 Stoves 
8 ADHESIVOS SA 25-Jan-88 Chemicals 
9 AEROVIAS N.D. Airline 

10 AFIANZADORA MEXICANA SA 15-Nov-89 Insurance 
11 AHMSA INGENIERIA 22-Sep-89 Steel 
12 ALGODONERA COMERCIAL MEXICANA SA 31-Mar-89 Cotton 
13 ALIMENTOS DEL FUERTE N.D. Canning co. 
14 ARRENDADORA BANPESCA N.D. Real estate (Fish ing) 
15 ASTILLEROS UNIDOS ENSENADA SA DE CV 18-Sep-89 Boats and sh ips 
16 ASTILLEROS UNIDOS DE GUAYMAS N.D. Boats and sh ips 
17 ATISA ATKINS N.D. Automotive 
18 ATSUGI MEXICANA 19-May-86 Automotive 
19 AUTOEXPRESS REGIO MONTANO 26-Jan-88 
20 AVANTRAM MEXICANA 07-Nov-86 Su its 
21 AZUCARERA LA CHONTALPA 88-89 Sugar 
22 BARIT A DE SONORA 20-Aug-88 Mining 
23 BARRENAS DE ACERO Y AGUCES 30-May-88 
24 BENEFICIADORA DE COCO ACAPULCO N.D. Fruits 
25 BENEFRUT COLIMA N.D. Fru its 
26 BENEFRUT GUERRERO 12-Jan-89 Fru its 
27 BENEFRUT OAXACA N.D. Fruits 
28 BICICLETAS CONDOR N.D. Bicycles 
29 BOLSAS DE PAPEL GUADALAJARA 30-Dec-85 Paper bags 
30 ,BOLSAS Y ARTICULOS DE PAPEL 30-Dec- 85 Paper bags 

I 

31 CABEZAS DE ACERO KIKAPOO 11-D ec-87 
32 

1
CAFES Y CAFETERIAS DE MEX SA DE CV 02-Oct-89 •Coffee 

33 1CARROS DE FERROCARR IL DE DURAN GO N.D. Railroad cars 
34 CEMENTOS ANAHUAC DEL GOLFO 09-Oct-86 Cement 
35 CENTRIFUGAS BROADBENT 23-Aug-85 
36 CENTRO COMERCIAL EL PARIAN N.D. Shopping Center 
37 CENTRO INDUST BIOQUIMICO SA DE CV 01-Jun-89 Chemistry 
38 CERAMICAS Y LADRILLOS 16-Jan-87 Ceramics 
39 CERES ECOLOGICA DE MEXICO N.D. Fertilizer -
40 CERTIFICADOS ACCION PATRIM . SEVERAL BANKS N.D. Banks (shares) 
41 CESER N.D. 
42 CHIAPAS Y TRIPLAY N.D. Wood 



FIRM DATE SALE ACTIVITY 
43 CIA AZUCARERA DEL ISTMO 88-89 Sugar 
44 CIA AZUCARERA LA CONCEPCION 88-89 Sugar 
45 CIA INDUSTRIAL Y COMERCIAL AMERICANA N.D. 
46 CIA MEXICANA DE AVIACION SA DE CV N.D. Airline 
47 CIA MEXICANA DE RADIOLOGIA CGR N.D. 
48 CIA MEXICANA DE TUBOS N.D. Steel 
49 CIA MINERA CEDROS SA 18-Jul-89 Mining 
50 CIA MINERA COMONFORT N.D. Mining 
51 CIA REAL DEL MONTEY PACHUCA 23-Feb-90 Mining 
52 CIA TABACALERA MEXICANA N.D. Tobacco 
53 CLEMEX N.D. 
54 CLORO DE TEHUANTEPEC 01-May-88 Chemistry 
55 CLUB DEPORTIVO ATLANTE N.D. Soccer Club 
56 COMERCIAL DE TELAS SA 12-Jan-89 
57 COMPL. FRUTI. IND. DE CUENCA PAPALOAPAN N.D. Fruits 
58 COMP.NAVIERA MIN . DEL GOLFO N.D. Mining 
59 CONCRETOSPROCESADOS N.D. Cement 
60 CONCRETOS TAMAULIPAS N.D. Cement 
61 CONDOMINIOS KIN-HA N.D. Hotel 
62 CONFECCIONES DE OCCIDENTE N.D. Suits 
63 DINA AUTOBUSES SA DE CV 27-Oct-89 Automotive 
64 DINA CAMIONES SA DE CV 27-Oct-89 Automotive 
65 DINA CUMMINS 25-Sep-87 Automotive 
66 ,DINA MOTORES SA DE CV 27-Oct-89 Automotive 
67 'DINA ROCKWELL 08-Jul-88 Automoti ve 
68 ELECTROMETALURGIA VERACRUZ SA DE CV 27-Nov-89 
69 EMBOTELLADORA GARCI CRESPO 27-Sep-85 Mineral water 
70 ENVASES GE.NERALES CONTINENTAL 03-Dec-86 
71 ENVASES RASSINI N.D. 
72 ENVASES Y EMPAQUES NACIONALES N.D. 
73 ESTRUCTURAS DE ACERO SA 1 0-Oct-89 
74 ESTUFAS Y REFRIGERADORES (GPO PRODOSOME 08-May-86 Home appliances 
75 FABRICA DE TRACTORES AGR ICOLAS N.D. Farm tractors 
76 FERRO MINERA MEXICANA N.D. Mining 
77 FIBRAS NAC IONALES DE ACR ILICO 03-Jul - 87 ,Chemical 
78 : FLETES MAR 

I 

N. D. i 
79 I FLETES MA RSA N.D. 
80 'FOMENTO AZUCARERO DEL GOLFO 88-89 

1 

Sugar 
81 FORJAMEX 29-Apr-88 Automotive 
82 FORMADOS APB 08-May-86 
83 FUNDICIONES DE HIERRO Y ACERO N.D. 
84 GLICOLES MEXICANOS 04-Feb-87 Mining 



FIRM DATE SALE ACTIVITY 

85 GRAFITO DE MEXICO N.D. Mining 

86 GRANJA BUENAGUA N.D. Farm 
87 GRUPO CIDASA 14-Jul-87 
88 GRUPO TEXTIL CADENA 15-May-88 Cloth 

89 HIERRO Y ACERO DEL NTE SA 19-Jun-89 Steel 
90 

I 

HOTEL AGUAMARINA IXTAPA N.D. Yntel 

91 HOTEL ARISTOS CANCUN N.D. Hotel 
92 HOTEL ARISTOS IXTAPA N.D. H.:..tel 
93 HOTEL CASTEL CASO N.D. Hotel 
94 HOTEL CASTEL IXTAPA N.D. Hotel 
95 HOTEL CASTEL PUERTO ESCOND IDO N.D. Hotel 
96 HOTEL CHULA VISTA MONCLOVA N.D. Hotel 
97 HOTEL EL MIRADOR SA 08-Feb-89 Hotel 
98 HOTEL VILLAS EL PRESIDENTE N.D. Hotel 
99 HOTELES EL PRESIDENTE N.D . Hotel 

100 IMPULSORA GUERRERENSE DEL COCOTERO N.D. Fruit 
101 IMPULSORA Y EXP. NACIONAL 19-Sep-88 
102 INDELTA 19-Aug-88 Home appl iances 
103 INDUSTRIAS CONASUPO SA IGUALA 03-Apr-90 Food marketing 
104 INDUSTRIAS CONASUPO SA TULTITLAN 23-Feb-90 Food marketing 
105 INDUSTRIAS FORESTALES INTEGRALES N.D. Wood 
106 INGENIO ALVARO OBREGON SA 13-Jan-89 Sugar Mil l 
107 INGENIO CALIPAN SA DE CV 12-Jan-89 Sugar Mi ll 
108 INGENIO CUATOTOLOAPAN SA 19-Jun-89 Sugar Mi ll 
109 INGENIO FRANCISCO SA 13-Jan-89 Sugar Mill 
11 0 INGENIO PLAN DE AYA LA SA 19-Jun-89 Sugar Mill 
111 INGENIO PLAN SAN LUIS SA DE CV 12-Jan-89 Sugar Mill 
112 INGENIO PONC IANO ARRIAGA SA 13-Jan-89 Sugar Mil l 
113 INGENIO OUESER IA SA 13-Jan-89 Sugar Mil l 
114 INGENIO SAN GABRIEL VER . SA 19-Jun-89 Sugar Mil l 
115 INMOBILIARIA LA CANTERA N.D. Real estate 
116 INMOBILIARIA MEXICANA INDUSTRIAL SA 26-Apr-89 Real estate I 

I 
117 INMUEBLES Y EOUIPOS INDUSTRIALES (GPO PRO 08-May-86 Real State (home appliaJ 
118 INTERRUPTORES DE MEXICO N.D . Electric appliances i 

l 
119 KSB MEXICANA 06-Dec-85 i Electr ic app liances 
120 : MACOCOZAC SA 09-Mar-89 I 

I 

121 : MADERAS IN DUSTR IALI ZADAS DE NA YARIT ' 08-Jan-88 ·wood 
122 I MADERAS IN DUSTRIA LIZAD AS DE QUINTANA ROO I 27- May- 88 Wood 
123 MANUFACTURAS ELECTRON ICAS 28-May-86 
124 MANUFACTURAS FAIRBANKS MORSE 30-Jul-86 
125 MANUFACTURAS GARCO N.D. 
126 MANUFACTURERA DE CIGUENALES DE MEX N.O. Automotive 



FIRM DATE SALE ACTIVITY 
127 MARMOLES DEL VALLE DEL MEZOUITAL N.D. Marble 
128 MANUFACTURERA COPAMEX (GPO PRODOSOMEX) 08-May-86 
129 MECANICA FALK 14-Oct-87 Automotive 
130 METALURGICA ALMENA N.D. 
131 MEXICANA DE AUTOBUSES N.D. 
132 MEXICANA DE COBRE 

( , ' N.D. Mining 
133 MEXICO INVERSIONES ~ / l I N.D. Investment 
134 MEXINOX SA DE CV 23-Mar-90 
135 MEXPAR 09-Sep-85 Automotive 
136 MEX. DE MOTORES ELECTRICOS N.D. 
137 MEZCAL SANTIAGO N.D. Alcoholic Drinks 
138 MINERA LAMPAZOS SA DE CV 09-Feb-89 Mining 
139 MINERA REAL DE ANGELES SA DE CV 09-Feb-89 Mining 
140 MOTO DIESEL MEXICANA SA DE CV 26-Sep-89 
141 MOTORES PERKINS 17-Mar-89 Motors 
142 NACIONAL HOTELERA N.D. Hotel 
143 NA VIC EM ENT N.D. Cement 
144 NUEVA SAN ISIDRO N.D. 
145 NUNATEX MANUFACTURERA DEL SAL TO 07-Jul-86 Suits 
146 OERLIKON ITALIANA N.D. 
147 PRODUCTOS PESOUEROS BAHIA DE TORTUGAS 08-Apr-90 Fisheries 
148 PERFILES Y ESTRUCTURAS DE DURANGO N.D. Steel 
149 PETROOUIMICA DE MEXICO N.D. Chemical 
150 PLASTICOS AUTOMOTR IC ES DINA SA 27-Oct-89 
151 POLIESTIRENO Y DERIVADOS 18-Nov-87 

1

chemical 
152 POLIETILENO MONTERREY N.D. Chemical 
153 PORCELANAS EUROMEX 26-Nov-87 Pottery 
154 PROCESADORA DE ACEROS RASSINI N.D . 
155 PRODUCTORA NAL DE REDES N.D. Fishing Nets 
156 PRODUCTOS DE MAD ERAS FINAS N.D. Wood 
157 PRODUCTOS PESOUEROS GUAYMAS SA DE CV 13-Mar-90 Fisheries 
158 PRODUCTOS QUIMICOS N.D. Chemicals 
159 PRODUC . OUIMICOS E IND . DEL BAJIO 29-Feb-88 Chemicals 
160 OUIMICA FLUOR SA DE CV 09-Feb-89 Chemicals 
161 RASSINI SA DE CV N.D. ! 

162 
1
REACTIVOS MIN ERALES MEXICANOS N.D. 

163 
1 

RECIP IENTES MEXICANOS N.D. 
164 jREFRACTAR IOS HIDALGO SA 24-Apr-89 



FIRM 
REFRACTARIOS MEXICANOS N.D . 

RENAULT DE MEXICO N.D. Automotive 

RESINA EJIDAL DE MICHOACAN 21-May-87 Resin 

RESTAURANTES EL PRESIDENTE N.D . Restaurant 

SERVICIOS FORESTALES N.D. Wood 

SIDERURGICA NACIONAL N.D. Steel 

DATE SALE ACTIVITY 

SISTEMAS DE ENERGIA AUT. N.D. 

SONOCAL N.D. 

TEREFTALATOS N.D. Chemicals 
TORNILLOS RASSINI N.D . 
TORRES MEXICANAS N.D. 
TRANSPORTES CENTRALES N.D. Transportation 
TRIPLAY DE PALENOUE N.D. Wood 
TUBERIA NACIONAL N.D. 
TURBOREACTORES N.D. 
UNIDAD RESTAURANTERA FOCOLARE N.D. Restaurant 
UNION FORESTAL DE JALISCO Y COLIMA N.D. Wood 
VEGETALES MEXICANOS N.D. 
VEHICULOS AUTOMOTORES MEXICANOS N.D. Automotive 
VITRIUM DIV. FARMACEUTICA N.D. Chemicals 
YAVAROS INDUSTRIAL N.D . Fishing nets 
ZINAMEX N.D. 
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-· r ' SfCIETARIA 0£ LA 
FECHA UNIDAD 

CON TR ALOIIA ,. AN EX 0 · 1 A .. · . . DE GENEI AL . 
DE LA fEDEIACION UNlVERSO PROBABLE DE ENTIDADES PARAESTATALES 30-IX-90 COMISARIOS 

'- ..•.. . 
r "'I 

EXISTEN - PROCESOS RESECTO- LECISICllES OC OCSINCORPORACICX'l 
TES A DI- CPEADAS REINSTA- RIZACION TOTJ\I... DES I NCORPORADAS EN PRO - GRJ\N UtiIVEP.SO I\PffiBAI'AS UNIVERSO S E C T O R CIEM3RE - LAOOS, 
OCl~. COOCL. 

POR LEY CESO [f TOTAL ACTUAL POR CIGF PROBML£ FED.E.P TOT/\L I:fSINC, 

SG '30 - - (13) 17 1 - 1 3 4 13 - 13 
SRE 1 - . - - 1 - - - - - 1 1 -

SHCP 95 1 - 43 · 139 18 s 23 50 73 66 - 66 .~ 
SEDEt-lA 6 - - - 6 2 - 2 - 2 4 - 4 
SARH . 39 - 3 50 92 · 28 1 29 46 75 17 .4 .13 
SCT 56 -· - 6 62 13 2 . 15 26 41 21 1 20 .. 
SECOFI 36 1 - (1) 36 - - - 3 3 33 1 32 
SEP 35 - - 13 48 1 - 1 7 8 40 5 35 
SSA 18 - - - 18 - - - 3 3 15 - 15 
SM 1 - - - l - - - - - 1 -. 1 
STPS 2 - - - 2 - - - - - 2 - 2 
SRA 5 - - - 5 2 - 2 - 2 3 1 2 
SEPESCA 28 - - (13) 15 5 - 5 8 13 2 - 2 
PGR 1 - - - 1 - - - - .., 1 - 1 
SE~~IP l79 - 2 (85) 96 39 5 44 32 76 20 - 20 
SEDUE 

. • 

28 28 7 7 13 20 8 1 7 - - - -
SECTUR 21 - - - 21 3 2 5 9 14 7 - 7 
SPP 17 - - - 17 1 - 1 - 1 16 - 16 
DDF 13 1 - - 14 1 - l 2 3 11 - 11 

NO SECT, 7 1 - - 8 - 3 3 - 3 5, - 5 

tO TA L 618 4 5 0 · 627 121 18 139 202 . 341 286 *14 272 
- - -· *De .. 1LLE DE LAS ENTIDADES EN EL APtNDICE 2 

► 
y 

-
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SICIETARIA DE LA 

; CONTI ALOI IA 
·· GENEIAL 

DE LA FEDEIACION 
'\. 

( 
EXISTENTES 

SECTOR A OICIUIBRE 
OE 1"9 

SG 30 

SRE 1 

SHCP 95 

SEDENA 6 

SARI{ 39 

SCT 56 

SECOFI 36 

SEP · 35 

SSA 18 

SM 1 

STPS 2 

SRA 5 

SEPESCA 28 

PGR 1 

SEMIP 179 

SEDUE 28 

SECTUR 21 

SPP 17 

DDF 13 

00 SECTORIZ, 7 

l TOT~ • : · I 618 I 

ANEXO I 

UNIVERso · nn ENTIDADES PARAESTATALES 

DEL 31 DE DICIEMBRE DE 1988 AL 30 DE SEPTIEMBRE DE 1990 _. 

ENTIDADE S PA RA ESTATALES 

/ UNIOAO 
DE 

COMISARIOS 

' PROCESOS "ESECTO- PROPUESTAS DE DESINCORPORACION 
UNIVEIIIO CREAOAS REINSTALADOS tlllZACION TOTAL INICIADOS NlEVOS PROCESOS 

AL 31-XII-88 1989 - 1990 T O T A L 30-IX--SO 
0 0 (13) 17 2 2 4 13 
0 0 0 1 - - - 1 
1 0 43 139 28 45 73 66 
0 0 0 6 1 1 2 4 
0 3 so 92 41 34 75 17 
0 0 6 62 18 23 41 21 
1 0 ( 1) 36 2 1 3 33 
0 0 13 48 3 5 8 40 
0 0 0 18 2 1 3 15 
0 0 0 1 - - - . 

1 
0 · o 0 2 - - - 2 
0 0 0 5 1 1 2 3 
0 0 ( 1 3 ) 1 '.i 11 2 13 2 
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It is indeed an honor to have this unique opportunity to address you 
before the Los Angeles World Affairs Council to cast some thoughts on 
the Mexican experience, and at the same time learn a great deal from the 
ideas and points of view of such a distinguished audience. 

Before I talk about the specifics of Mexico, let me start with some 
general ideas to set up a point of reference for the direction of the 
structural reform and challenges we will meet ahead. It can be said that 
in many respects the 1990's will be characterized as the period where, 
inmediately following the end of the Cold War, "one world" bearing the 
features of a market economy is being formed. One way or another, all 
the economies are in the transition aimed at achieving the most flexible 
and efficient system. In fact post-war experience has put in evidence that 
the assumptions underlying factor comparative advantages were more 
persuasive in the eighteen and nineteen centuries when many industries 
were fragmented, production was more labor and less skill-intensive, 
and much trade reflected differences in growing conditions, natural 
resources and capital. Today economies of scale are widespread, most 
products are differentiated, and buyer needs vary among countries; 
technological change is extensive and continuous; widely applicable 
technologies such as microelectronics, advanced materials and infor
mation systems have rendered obsolete the traditional distinction between 
high and low technology industries. Also, competition among industries 
has internationalized, not only in manufacturing but increasingly in 
services. Firms compete with truly global strategies involving selling 
worldwide, sourcing components and materials worlwide and locating 
activities in many nations to take advantage of factor costs and institu
tional conditions. 

Inevitably, in a globalized economy the old standards of achievement 

5 



' i 
i 
I 

I 
I 
I 

based on the protectionist idea of self-suffi cienc y, are giving tt1 eir place 
to a much broader notion of a prosperous country, wich has come to 
mean a nation where production of firms from anywhere can be suc 
cessful, and that also has the conditions to allow th eir own entrepreneu rs 
to develop and be effective in the intern ational marketplace. 

Simultaneous ly, as th e civi l soc iety find s once again its place at til e 
basis of the productive structure, the role of the State requi res to lie 
redefined and strengthened. It is importan t to understand th at no twit il 
standing their commitment to respect ind ividua l freed oms and initia 
tives, governm ents have also the re sponsib ility o f fost eri ng econo mi c 
development even in the purest capitalist system . Its fun ction is to ensure 
an allocation of resources compatible with the goals and valu es of its 
society, to achieve a fair distribution of income through taxat ion, to 
provide infrastructure, to guarantee the provision of justice and to kee p 
the economy stable by avoiding excess ive fluctuation s. 

Although it cannot be said that there has to be a blueprint for 
economic development, it seems that it is possible to find several poin ts 
of coincidence when one looks at the success stories of indu stri alization 
and growth . On the one hand counting with the proper macroeconomic 
policies aimed at stabili za tion and at stimulating economic growth is o f 
paramount importance as it provides a framework of "normality" where 
the price and payments systems work as an adequ ate vehi cle for the 
operation of the economy; but on the other hand there has to be a w ide 
ranging process of economic and social modernization which removes 
the obstacles to an ample participation of all sectors of the pop ulation. 

Mexico is cer tain ly part of thi s vas t process o f wo rld in stituti onal 
evolution. Under the leadership of President Carlos Salinas de Gortari 
the people and the government have made a great effort at strength en ing 
the correction of the fisca l and monetary disequilibr ia of the past, and at 
enhancing the modernization of the economy through a fiscal and a 
financial reform, through deregulation of production and distribution 
activities; or by means of trade liberali zation, privati za tion and the 
promotion of foreign investment. 

Now, as the stabilization effort begins to pay off in the form o f lower 
inflation and brighter growth perspectives, it is important to reali ze that 
the sustainability of a sound macroeconomic performance will beg in to 
rest more on the micro policy than on the realignment of large econon1ic 
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aggregates. Consequently, when looking at a successful transit ion from 
instability to growth and as policy horizons get longer, the economic 
agenda will have to look different from how it looked before the debt 
renegotiation or the spending adjustment. 

Precise ly with this id ea in mind that I would like to use th e fol lowing 
minutes talking to you about microeconomic issues which have had and 
will have large macroecon omic impact. For this purpose I decided to 
divide my part of this conversat ion in two more sec tions . In the first one 
I will talk about the privati zation experience in Mexi co as a case study to 
illu strate how policymaking is changing in th e country as the process of 
reform of the State puts tog ether macro, micro and social issues. In the 
second part I will come back to the macroeconomic aggregates and make 
some consid eration s about how the structural reform is infl uencing our 
future outlook. 

The modernization endeavour has been carried out with special vignr 
on the redesign of the Parastate Sector. In fact between December of 
1982 and December of 1990, the ·government has merged, liquidated, 
transferred or sold 822 enterprises and authorized the divestiture of 137 
more, out of the 1,155 firms it had originally. In terms of value, it is 
expected that by the end of 1991 cumulative sales will have amounted to 
more than 13 billion dollars (around than 6% of GDP). meaning also the 
transferring of around one quarter of a mill ion employees to the private 
sector. Also the process has been comprehensive in terms of the sectors 
included, running from sugar mills, hotels, airlines, telecommunications, 
the banking system and the steel industry. 

Our experience of privatization in Mexico records successes as well 
as hurdles; sometimes it has been possible to go ahead win1out any 
major obstacles, and som e other times we have had to acknowledge our 
limitations and rectify. Here I would like to share with you eight reflec
tions derived from what we have learn at the Ministry of Finance in 
Mexico while participating in the design and implementation of these 
policies during President de la Madrid and now, specially due to the 
intensity and complexity of the task, under the leadership of President 
Carlos Salinas de Gortari . 
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No. 1 
One has to start privatizing first the small firms, and as 
time goes through, one could move to the larger ones 

I can think for several reasons to be prudent about the sequence of 
privatization. On the one hand we the bureaucrats did not know how to 
sell. We had to be honest and accept that learning all the technical facts 
involved in a privatization would take time, as in any other complicated 
task of public policy. 

Secondly, it is important to minimize risks. If one makes a mistake 
selling a night club or a bicycle factory is too bad, but it is not as tragic 
as if these mistakes are made while selling the largest commercial bank 
in the country, the telephone company or a major airline. 

Besides, the au thorities have to explain the people about the mac
roeconomic and income distribution advantages of the divestiture pol 
icy, particularly when the official view for the last 50 years had been 
that more State presence was a precondition for more social justice. This 
political task of education and persuasion comes from the applicati on 
of the resources freed from divesting inefficient firms to education, 
infrastructure and health programs, such as President Salinas' National 
Solidarity Program. 

Finally, the advancement of the macroeconomic stabilization, de
regulation and structural change programs, which inevitably take time, 
are an essential foundation for a successful privatization strategy, because 
it is only in an environment of economic certainty and confidence when 
people can genuinely think about productive investment and consequently 
public sector firms can be sold at a higher price. Let me give you here an 
example, one week before Mexico signed an agreement with the com
mercial b11nks renegotiating its external debt, we had not received a 
single offer above the reference price for Mexicana Airlines . One week 
after the deal, the Office of Privatization of the Treasury had received 
seven offers, four of them well above the minimum price. 

No. 2 
It is essential to count with a clear and flexible 

legal framework to give transparency to the process 

Having an effective legal framework does not only mean to have a 
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body of laws which resting upon the principles of our Constitution, would 
set the rules for a privatization process which assures equal access to all 
interested participants, would give transparency to eacb and every 
operation, as well as being a guarantee for the respect of the property 
rights of the new owners, but also means the willingness and capacity to 
adapt the current legislation to an economy more open to participation. 
For instance, privatizing the banks required to write a new banking law, 
and selling a State monopoly such as the telephone company to the 
private sector required to set in place the necessary anti -trust measures 
through a licensing agreement with the new company. 

No. 3 
The command over the process 

has to be centralized 

Experience has shown that a centralized control of the privatization 
operations helps not only to have accountability for what is done, but 
also facilitates the decisidn making process. In practice, centralizatiqn 
means to have a single responsible office which would preside over the 
board of the firm on sale, would _have the authority to appoint the gen
eral manager and would supervise that all legal requirements of each 
divestment alternative are met. 'Besides, this office can have also an 
important role encouraging all participants to go on, based on previous 
experience and successes. 

No. 4 
In the case of large public sector firms and companies 

in strategic sectors, it can prove advantageous 
to restructure them before their privatization 

On top of the tasks that the office of privatization has to accomplish 
in every situation, there are cases where it has also to lead the process 
of administrative and financial overhauling of the firm, because there are 
some things which require the leverage of the of the authorities such as 
in the re-writing of the labor contract and personnel layoffs, financial 
restructuring operations which need changes in the law or the design of 
franchise agreements. Here it is important to make a remark about the ii, 
fact that the office of privatization would conduct only major managerial 
changes, whereas the own executives of the firm would have to play a 
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primary role regarding all those processes which are specifi c to the 
business operation in the areas of their expertise. 

No. 5 
Sales have to be in cash 

This is a basic principl e close ly related to the idea that privatization is 
an irreversible process that not only intends to transfer the property of 
assets from the government to the private sector in a once and for all 
bases, but it is aimed at breaking the pattern of industrialization based in 
an overly protected and inefficient capitalist sector which would look at 
the government as safety net in case of bankruptcies. Concretely spea k
ing, selling in cash is a way of cutting the umbilical cord between the 
government and the new firms; a way of assuring that the firm will not 
be returned back and a mean to prevent that in the future the unpaid 
balance be used for blackma iling and corruption . 

No. 6 
One has to be creative within the law 

There is not a single way of selling the stock of a firm. Th ere are 
multiple ideas of financial engineering which can be developed in the 
context of the existing institutions and regulations, and it is important to 
see how they can be used to fac ilitate and improve the conditions of each 
transaction. For instance, part of the stock could be placed in tile local 
stock market; part in the international financial markets, or tt1rouoh 
~rivate placements; or one could design mechanisms for the partici 1;a 
t1on of workers and also to further the interest of foreign investors, etc. 

No. 7 
It is not enough to be honest and transparent in the sales 

process: one has to appear to be honest too 

To gain credibility in the divestiture process it does not suffice to do 
things according to the law, people have to know that things are actually 
done honestly. This is a powerful reason for having an active policy to 
keep people informed. For example the sale announcement has to be 
made not only in the newspapers but also on TV, radio and other m ass 
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media; one has also to inform about the characteristics of the buyer, the 
form of payment and last but not least, Congress and the General 
Comptroller have to be bri efed on a permanent basis. 

No. 8 
What should be done with the 

privatization revenues? 

Once the sale is compl eted one has to decide what is to be done with 
the transitory revenues of a sale, in order to have a permanent impact on 
public finances. Prudence and common sense suggest that once and for 
all revenues from privati zations should not be used exclusively to finance 
current spending: a sizeable part must be devoted to reduce government 
outlays on a permanent basis, such as it is the reduction in the stock 9f 
debt, or given extraordinary circumstances such as the instability of 
world financial and oil markets like in the Persian Gulf crisis, to build up 
reserves to buffer the impact wide fluctuations in public sector reve
nues. Reducing the debt opens new ways to increase permanently the 
expenditure of the government in education, and basic infrastructure. 

As I mentioned before, the structural reform can have a profound 
impact not only on the macroeconomi.c performance itself, but also in the 
way in which we as public and as authorities have to look at the aggregate 
data . In economics there is an elegant and more compact way of saying 
this as "the change in the mechanisms of transmission" . Let me explain 
in a little more detail what this means and how it works. 

The same current account deficit can have totally different implica
tions in terms of exchange rate stability, inflation and growth in a closed 
economy dominated by the State and in a economy with an active 
participation of a competitive private sector. For instance, in a closed an 
inefficient economy a balance of payments deficit is usually the result of 
an overexpansion of public spending which, to be covered, needs from 
public sector external borrowing and usually ends in a devaluation, a 
recession and jump in inflation. Thus, here the causality goes from 
spending to current account deficit to the need of borrowing to an 
exchange rate collapse and hyperinflation to restore the equilibrium. 
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On the other hand, in the economy where there is a more active 
participation of the private sector, the causality goes precisely the other 
way around. The reason is that in this case there is a closer li nkage 
between the current account and the capital account because the current 
account balance is the result of new private sector projects which are 
directly financed w ith capital repatriation or fore ign d irect investment. 
Consequently when the private sector current account is in defici t there 
is simultaneously a private sector capital account surplus, for what th e 
excess of imports over exports is automatically financed , and obviously 
does not mean that one should expect either a devaluat ion, a recession 
or hyperinflation in the future . Summarizing, while a current account 
deficit is bad news before the structural change, it is a signal of confidence 
of foreign and domestic flown capitals in a more modern economy. 

Consequently, in the following years macroeconomic "norma lity" 
will mean, besides a substantial primary surplus result of the commit
ment of the authorities to fiscal discipline, one has to expect to continue 
seeing a modernization of the productive base, a more solid expansion 
of the economy, a relatively persistent current account deficits accom pa
nied of strong flows of private capitals and lower inflation . 

Let me stress that this outlook is not so much what I believe, but what 
the markets are telling. For example, to know what the markets think 
about inflation next year one could do this simple exercise: this week the 
one year Treasury Bill showed an annual yield of 18.6%, the six month 
issue has a six month yield of 9.8% and the Treasury bonds indexed to 
the consumer price index have a real yield of 5.2% on an annual basis. 
Defining expected inflation as the difference between nom inal and real 
returns1 one cou ld conclude that given cumulated inflation to the end of 
June will be around 8.8%, the market anticipates slightly less than 7% 
inflation in the second semester of 1991 or about 16% for the year and 
around 5% inflation for the first semester of next year, wh ich given thi s 
trend of deceleration could mean having a one digit inflation rate for 
1992. 

After almost two decades from the end of the "Desarrollo Estabiliza
dor" and under the leadership of President Salinas, Mexico has come a 

1 11 + nominal rate/1001 = 11 + rea l rate/100) x 11 + expected inflation/ 1001 
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very long way in the reshaping of its development strategy. Our expe
rience during the phases of expansion, crisis and adjustment, have 
taught us about the limited role of budget deficits and the inflationary 
finance of economic growth; and has allowed us to understand that 
financial instability and inflation have very uneven effects on income 
distribution and that a sound macroeconomic policy, more than a matter 
of ideology is a pledge with social justice. During these years. we have 
come to realize the absurd and unacceptably high social costs of Statism. 
If a country is really committed w ith its people, why then would its 
government were to own an airl ine and to use billions of dol lars of II 
taxpayer 's money to update its fleet when only 2% of its population has 
ever flown and at the same time demands better public services~,i_,Q!j 
what would be the justification to kee a steel merate - such as 

idermex-which in a decade accumulated losses for more than 10 bill ion 
aollars, as a result of poor management. bad investment decisions and. • 
severe union problems?,_As a simple matter of publ ic policy, and 
common sense, it can not possible to keep covering these losses when 
with a fraction of them it would have been possible to bring drinkable 
water, sewerage, hospitals a,nd education to the entire marginal com
munities in the southeastern part of the country. In contrast w ith what 
were considered to be the social grounds for a widespread participation 
of the government in the economy, examples like these, give reasons to 
believe that the reform of the State. through divesting from enterprises 
and strengthening social spending, constitutes a truly progressive pol
i<;y of distribution and development. 

The ideological revolut ion of the eighties and nineties, more than the 
victory of markets over socialism, is marking the beginning of a new era 
where the challenge is to find the way back to the fundamentals of a 
sound and fair economy where government and people share a com 
mitment with efficiency and growth matched by an equally strong pledge 
to build a society which offers the same opportunities to each and 
everyone. 

Thank you very much 
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Table 11 . 3. 7 SOE: Empl oyment 

------ - - - . - - - - -- - - - - -- --- - - - - - . - - - - - - - - - - - - - - - -- - - - - - - - - - - - - - -- - -- - - . - - - - - - -- - - - - - - - - - - - - - - - - - - . --- - - - - - - - - - - - - - - - --- - - - - - - - - - :- - -- - - - -- - - --- - - - -~ - - - --- . --- - - - - - - -- - ---- -

average 
- - ---- - - --- - - - - - -

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 75-78 79-82 3-88 
- - - -- - - --- - - - - - - . - - - -- - - - - - - - - - - - - - - - - - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - .. - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -- - - - ---- - - - -

. . ---- ---- ------- --
Growth rate of employment 

Economy 1. 7 4.4 3 . 7 4.9 6.3 ' 6.6 (0.9) (1.5) 2 . 7 2 . 2 (2 . 2) 1. 2 n.a 3.3 4 . 3 0.5 

Public Sector 9 . 1 5.5 7. 3 9.2 10.4 9.3 5.9 7.6 5 . 9 2 . 9 C 0. 1) 0.8 n . a 7.3 8 . 7 3 . 4 

SOE 6.7 4 . 9 6 . 6 6.9 9 . 4 8.5 8 . 0 15.4 5 . 0 1. 1 (3. 1) 0.5 ( 1.5) 6. 1 8.2 2.9 

SOE * 6.6 4.8 7.1 6 . 5 9.6 8.2 8 . 1 16.6 8.1 (0.2) (3. 3) (0.8) (2.7) 6.2 8.1 3.0 

Percent partcipation in the economy ' 

Public Sector 14 . 1 15 . 1 15.3 15.8 16.4 17.0 17 . 5 18.7 20.4 21.0 21.2 21.6 21.5 n.a 15.4 17.4 21.1 

SOE 3. 5 3.6 3.6 3.7 3.8 3 . 9 4 . 0 4 . 4 5.1 5.2 5 . 2 5 . 1 5.1 n . a 3. i 4 . 0 5.1 

SOE * 3. 0 3. 1 3. 1 3 . 2 3.3 3.4 3 . 4 3.7 4.4 4.7 4.6 4.5 4.4 n . a 3.2 3.5 4.5 

Percentage distribution of Public Sector employinent 

Public Sector 100 . 0 100 .0 100 . 0 100 . 0 100 . 0 100 . 0 100 . 0 100 . 0 100 . 0 100 . 0 100 . 0 100 . 0 100.0 n .a 100 . 0 100.0 100 . 0 

SOE 24 . 6 24 . 0 23 . 9 23 . 8 23 . 3 23. 1 22. 9 23. 3 25 . 0 24. 8 24 . 4 23.7 23 . 6 n.a 23.9 23 . 1 24 . 3 

sor. . ? 1.? ?11 . 7 ?0 .6 20. 'i ;•o. o 19 .9 19 . 7 ?ll . 1 ;, 1. l.l ?/. ,> ;' 1. I, ;>0_9 20. 5 n . ,t 20 . 6 19 .9 ;> 1. 4 
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. . .. ... -. •.·, < I ud l nu I ' ( f-11 K 
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Tab l e: 11 . 3 . 13 SU[: E111p l oymcn t by cconom,c .il I j VI l y 

- - - - . - - ...... - . . . .. . . - . ----. -- -- - -- . - - - . . - . . . - . - . .. -- --... . . . --- . . - ... - - - . .. - . - . .. . -- - - - - . . - -- - - --- . - - . .. -- -- . - -- -- . - - - . . --- -- - -- . . 

average 
---------------------- --- ---

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 73-78 79 -82 83 -87 
- - - - -- -- ------ - - - - - - -- -- - - - --- - - - - - - - - - - - - -- . - - - - - - ---- - - . - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - . - - - - - - . - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - --- --.. -- - - - - - -- - - - ----.. - - --
(a) l~rtance in sectors efll)loyment (percent) 

Total 3.2% 3. 4% 3.4% 3.5% 3.5% 3.6% 3.6¾ 3 .5% 3. 6% 3.7% 3. 7¾ 3.6% 3. 7¾ 3.4 3.6 3.7 

Agricultural 0.7% 0. 7¾ 0.7% 1.0% 1.2% 1.4% 1.0% 1. 1% 0 . 6% 0.6% 0.6% 0.7¾ 0 . 7¾ 0.7 1.2 0 . 6 

Mining* 7. 2% 6.3¾ 7.3% 7.3% 7. 5% 7.8% 8.2¾ 7.8% 9 . 2¾ 9 . 1% 8.8% 8.7¾ 8. 7¾ 7. 1 7.9 8.9 

Manufacture* 6 . 1¾ 6 . 4% 7. 1% 7.3% 7.2% 7.6% 9 . 4% 9.9% 10.0% 10 . 5% 9 . 9% 9.2% 8.0% 6.7 8.5 9.5 

Electricity 100 . 0% 100 . 0% 100.0% 100.0% 100 . 0% 100.0% 100 . 0% 100 . 0% 100.0% 100 . 0% 100 . 0% 100.0% 100 . 0% 100.0 100.0 100 . 0 

Coomerce 0 . 4¾ 0 . 5% 0.6% 0.8% 0.8% 0.9% 1. 5¾ 1.6% 1.8% 1. 7% 1.8% 1.9¾ 2.0% 0.6 1.2 1.8 
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TABLE 11 I.1.3: FINANCIAL PERFc»w.c:E QE PRIVATE m) SCE SECT~S 

AC ID TEST DEBT ASSET PROFIT - SALES PROF ! T · SALES 

(w/o trirSf.?rS) 

PRIVATE SCE SCE* PRI VATE SCE , SCI:* PRIVATE SCE SCE* SCE see· 

~v-:r~,ge 70 n.a. 53.5 n.a. n.a. 76.6 n.a. n.a. (24.5) n.a. n .a. n .a . 

80 102.0 64.9 67.4 46.9 60.5 61.1 9.7 (5.3) (5 .6) n. a. n . .J 

81 104.5 f11.7 72 .3 46. 1 61.8 62.3 9.5 (5.8) (6.2) n.a. n. J. 

82 82.6 49.7 51.1 55 .9 78 .2 78.4 4.0 (37.1 ) (39.5) n.a. n . .:i. 

33 121.4 80.6 73 .7 51.3 79 .3 80.6 6.9 (38.3) (40. 7) n.a. :--, _ .l. 

34 162 .5 98.1 f!IJ.7 47.4 54 .9 56.0 6.8 (2.2) (2.5) (1 6.2) (25. 0) 

85 155.0 92.6 85 .1 51. 7 47. 3 47.2 6.4 (5.4) (5.9) (1 9.7) ( 29 .• ) 

f!/J n.a. 84 .8 84 .0 52.6 46.4 45.7 2.1 (7.8) (8.5) (28.9) (37 . • ) 

37 n. a. 81.7 75 .3 47.8 38.7 37.7 7.4 (13.3) (14.4) (30 .8) (40.5) 

88 n.a . 92.2 ~.7 35 .0 37.4 37.3 15.7 (15.5) (16.8) (26.2 ) (33. :J) 

~v-:irng0 80 121 .3 79 .4 76 .1 1.8.3 56 .1 56.3 7.6 (14. 5) (15.6) (24.4) ~ 33. 1
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·:w:~: 11pri vate11 ircll..des in average 73 fi ms q..oted in the Mexica-, stock excha-ge "SCE" irclu::les in a~rage 20 fims ~ho t ar,:, 

direct ly ccntroll ed in the b.Dget pl L.S TELi'£X. 

Scurce: ~u:mas Hacerdarias (SHC?); I nfonrec i en F i ra--c i era de arpresas Mex ic.ras (!NEG!); Intonrecicn trirrestral (Sol sa ~ · · 

'Jalores) . 
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111. 1 ~ CDSI.IMTB> g_ Allll:!Plf FIIWCIAL lll>ICATCJIS 

A V E R C H A N G E 

A V E R A G E E N D 0 F P E R I O D 

1973-78 1919-82 1<;83-!lB 1973-78 1919-82 1<;83-!lB 1973-78 1919-82 1<;83· 88 

LlllJIDITY 

SIDIT • TEIM ASSETS X 

SIDIT-TEIM LIMILITIES D.18 20.49 19.48 (6.44) (2.1.0) (1.C~) (32.20) (7.21) (5.31) 

CWithaJt PBEX) 32.12 20.CB 17.04 (6.29) (2.36) (0.97) (31.1.6) (7.CE) (4 .87) 

SIDIT-TEIM ASSETS-111\&TtalES X 

SIDIT-TERMS LI.MILITIES Z2.a6 11.24 ,,.n (5.66) (1. 72) (0.34) (28.30) (5.17) (1. 72) 

CWi thaJt PBEX) Z2.31 10.99 10.10 (5.60) (1.7'5) (0.21 > (28.01) (5 .24) cum 

FIIWCIAL STABILITY 

TOTAL LIABILITIES X 

TOTAL ~S 11 .II> 11 .37 6.9ft 0.73 0.63 (1.72) 3.63 , .so (8.62) 

CWithaJt PBEX) 11.26 10.79 6.46 0.73 0.57 (UR) 3.til 1.70 (8.43) 

~IAI. CN>ITAI. X 

TOTAL LIABILITIES n.42 20.86 36. 51 czi.an (4.68) 9.15 (114. 16) (14.04) 45 . 77 

(WithaJt PBEX) 70.51 20.10 35.42 (Z2.a6) (4.52) 8.Ci8 (114.33) (13.56) 44 .SO 

INTERIW. CA9t lBERATB> X 

IET SALES CWithrut PBEX) n.a. (19. 04) (25.CE) n.a. (4.00) 3.92 n.a. 4.50 29.00 

FIIWCIAL rA> X 

IET SAl..£S CWi thrut PBEX) n.a. csa.a:n (48.72) n.a. (5.15) 6.9ft n.a. 16.10 21 .c;o 

!'11:F IT AB I LI TY 

IET IIIDE X 

SALES (3.74) (2.31) (2.CB) 417.11> (1 .76) o.so 2. 09 (5.28) 4.50 

CWi thrut PBEX) (3. 74) (2.31) (2. CB) 0.42 (1. 76) o.so 2.09 (5.27) 4.50 

CaJSS MARGIN X 

SAl..£S (Wi thrut PBEX) n.a. (6. 74) (3.32) n.a. 1.93 3.24 n.a. 7.00 13.W 

IET IICJE X 

~JAL CN>ITAL (9.31) (6.78) (3.76) (1 . 17) (6.34) 2.46 (5 .8ft) (19.01) 12.28 

(l,li thaJt PBEX) (9.32) (6.78) (3.76) (1 . 17) (6.34) 2.46 (5.1!'5) (19. 01) 12.28 

IET IIIDE X 

FllCED ASSETS (2.95) (5.97) (3.45) (0.87) (6. 16) ,.so (5.54) (18.49) 9 .49 

(l,li thrut PBEX) (2.95) (5 .97) (3.45) (1.11) - (6.16) 1. so (5.54) (18.49) 9 .49 

FIIWCIAL AES.US 

CJlERA TING IIIDE -

CJlERATING m.T Ctnaard 

af arrent im l l ia, pesos) 16,040 19,822 6,140 5,7m (26,429) 2,8:i!ft 28,91.1 (79,286) 14, 1Z2 

CWi thaJt PBEX) (11,254) (14,209) (6,774) (4.WiB) 18,9.f.6 (3,2111) (24,8(.1) 56,!!'57 (16,402) 



1976 1977 1978 

~ (2.36) 18.58 (0.68) 

Cw/o P9EX) 7.97 6.n (2. 93) 

Di rectly Ccntrolled (9.33) 33.24 2.56 

(W/0 Pe£)() 5.89 12.09 (1.81) 

Ir-directly Ccntrolled 11 .04 0. 11 (0 .44) 

TABLE: ~ ~: Pllm..CTIVITY 

(rate of grcwth) 

1979 1S8l 1~1 1<;82 

10.51 24.91 (1.25) 25.56 
(0.54) (10.53) 3.31 (7.38) 

26. 17 43 . 26 (3.35) 42.15 

20.22 (10. 07) (7.86) (14 .27) 

(13.26) (13 .36) 5.89 (9.51 > 

1<;63 1Cj81. 

5.15 (2.39) 

1 .64 5.19 

18.96 (13.44) 

17.64 2.25 

4.87 8.48 
........... ..................................... ** ••••••••••••••••••••••••••••• 

Centi n.et i en 

Average Average 

--- ---
79·82 83·87 

--- ---

SCE 14 .93 (1.30) 

(w/ o Pe£)() (3. 78) 5.69 

Direct ly Ccntrolled 27.06 (3 .23) 

( w/ o PEJ,EX) (3 .00) 8 .48 

Ir-directly Ccntrolled (7.56) 2.26 

Note: Reel grass cx:rrest ic prau:t .as c:tita ined 1::7; l..S irg the ecar:ffl>' wide 9:i) deflactor t:ese 1970. 

SCA.Jrce: Data pra:1.£ed 1::7; !NEG! . 

1ses 1~ 1c;87 

(8.44) ( 10. 10) 9 .30 

3.12 18.22 0.29 

(10.~) (22.61) 11 .94 

13.c;e 12.14 (3 .61) 

(16.33) 17.26 (3 .00) . ... . ..... 
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IV.6.2: DIVESTITURE 11!. MEXICO 

, 
TRANSFER LIQUIDATION SALE AMALGAMATION 

1982 6 31 0 2 

1983 0 17 4 20 

1984 3 5 3 0 

1985 7 43 31 10 

1986 5 22 28 4 

l 1987 22 21 27 

1988 2 6 60 4 

1989 N.A. 2 35 N.A. 

SOURCE: S.C.G . F. 



YEAR 

1983 

1984 

1985 

1986 

1987 

TOTAL: 

TABLE IV.6.3: ~ Q! TRANSFERS 
~ BECAUSE Q! DIVESTITURE 

MILLIONS OF THOJSANO OF 

PESOS DOLLARS 

17,371.50 144,760. n 

3,092.10 18,430.62 

3,052.80 31,338.98 

114,580.20 187,422 . 64 

133,347 .72 97,566.97 

289,482.62 487,512.09 

SAVINGS ACCUMULATED 
IN THOUSAND 

OF DOLLARS OF 198811 

1 '279,616.52 

638, 186.89 

399,817.78 

575,538.55 

520,132.10 

3'900,601 .93 

======================================================================= 
1/ Transfers in dollars of August 1988 were calculated 

~ith the irrplicit foreign debt interest rate. 

Source: Secretaria de Programacion y Pres'-4)\Jesto. Sistema de Cuentas 
Nacionales. Cuentas de la Hacierda Publica Federal. 



TABLE IV.6. 7: .!Qill ~ £fil!! PRIVATIZATION 

CONCEPT 

DIRECT INCCf,IE FROM PRIVATIZATION 

AMOJNT ACTUALIZED ADJUSTING FOR 
INFLATION 

VALUE IN PESOS FORM DEBT ABSORBED 

(MILLIONS OF PESOS) 

(MILLIONS OF PESOS) 

BY THE FEDERAL GOVERNMENT (MILLIONS OF PESOS) 

NET VALUE OF INCOME FROM PRIVATIZATION (MILLIONS OF PESOS) 

A M O U N T 

796,292.3 

1 '682,861.6 

98,644.1 

1'584,217.5 

Note: Income from privitization up to febaurary 1990, is 3350396 billion pesos. 

Source: S.H.C.P., August 25, 1988. 
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I INTRODUCTION: PUBLIC POLICY AND PRIVATE SECTOR INCENTIVES 

1. Mexico has, over the past five years, made major strides towards a 
complete restructuring of its economy. Five years ago, international trade was 
fully quantity controlled, removing any threat of foreign competition to 
domestic producers. Domestically too most of the economy operated under 
restrictive government regulation. Since then, trade has been liberalized to 
such an extent that Mexico has become one of the most open economies in the 
world; and domestically, the two key linkage sectors in the economy, transport 
and telecommunications, either have been deregulated (transport) or are in the 
process of being deregulated on a tight time schedule (telecommunications). 
The financial sector, which had ceased its intermediary functions and was in 
effect operated as a source of public sector revenues as recently as one year 
ago, has been completely been restructured and is about to be privatized. As 
the private sector incentive structure improved, the public sector 
substantially reduced its active involvement in the economy itself; in a stil~ 
ongoing process of privatization, more than two thirds of all state 
enterprises have been shut down or spun off, while many of those that remain 
are increasingly run on a strict for-profit basis. 

2. The process of reform is by no means complete. Some sectors (such as 
agriculture) are only now beginning to be exposed to the new system of 
incentives; in others many problems of implementation remain, like in 
industry; while some (for example the foreign investment regime) have not been 
reformed in any fundamental way yet. Moreover, there still is a tension 
between the ongoing macroeconomic stabilization program (the Pacto de 
Solidaridad, later rebaptized PECE) and the reform process. The Pacto has 
introduced considerable relative price rigidity in an attempt to slow down 
absolute price increases, while the reform program requires relative price 
flexibility. Thus much remains to be done. 

3. However, it is fair to say that the main steps have been taken, and an 
irrevocable process of private sector oriented reform set in motion. This has 
changed the rules of the game for the private sector. But by the same token, 
it has changed the role the public sector has to play in the economy. In many 
areas, it now has supportive role to play only, restricted to providing 
macroeconomic stability and a predictable and rational incentive structure for 
the private sector . In other areas, such as the environment, market forces 
cannot be relied upon to provide a socially acceptable outcome, or in fact 
even an economically efficient one. In such areas, a more active role for the 
public sector is warranted. Thus a comprehensive review of the role of the 
public sector within. this new, private sector based environment is called for, 
and that is what this CEM will attempt to do. 

4. Rationales for public sector policy fall under different categories, and 
the report will be subdivided accordingly. First, benefits of microeconomic 
reforms will fall far short of their potential if there is no macroeconomic 
stability. There is more to this argument than just the negative relative 
price variability that research has now conclusively shown always accompanies 
high inflation. Expectations of major policy changes in the foreseeable future 
have an equally disruptive effect on private sector resource allocation, 
predominantly because of the negative effect of uncertainty on private sector 
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investment. Thus an analysis of macromanagement needs to focus not just on the 
current success of stabilization efforts but on their sustainability. 
Moreover, of equal importance are measures the public sector can take to 
reduce its vulnerability bo~h to actual shocks and private perceptions of 
potential shocks. This is the subject of part II of this report. 

S. Second, there are a number of areas where private sector activities, 
even within a competitive environment, lead to inefficiencies and/or 
undesirable inequities. Some of these areas are conventional and not in need 
of further scrutiny (the standard public goods arguments for police 
protection, a judicial system or national defense). Others have either come to 
the foreground more recently, such as environmental problems, or have taken on 
a new urgency, such as maintenance of public sector infrastructure, or poverty 
alleviation in the face of renewed growth. Failure to act in these areas may 
in the longer term produce economic and social costs substantially in excess 
of the cost of policies designed to remedy these problems now. An equally 
important threat to the long term success of Mexico's new development strategy 
is non-economic. It is an open issue whether the social consensus behind this 
strategy can be maintained if the current and future benefits are shared as 
unequally as has history suggests they will be without explicit policies to 
the contrary. 

6. Comprehensive coverage of all such areas of potential public sector 
policy would be too ambitious an agenda for the current study. We therefore 
single out what seem to be the most important issues for discussion in Part 
III. Below we mention three of them, with a brief summary of what, in each 
area, the report will focus on. Note that, given the yet scarce knowledge on 
these issues, the scope of this part of the report is largely exploratory and, 
often, introductory. Further work in these areas is warranted. 

(A) Income inequality and poverty; 

7. The purpose of this chapter is to: (i) provide a broad overview of the 
structure of poverty in Mexico; (ii) review, in the light of this survey, the 
objectives of public sector policy in this respect; (iii) review current 
policies judged against those objectives; and (iii) identify important short 
and medium-term issues that current policies fail to address. 

8. The first Section will start with an identification of the poor in 
Mexico, providing as detailed a classification as possible in terms of 
regional location, asset ownership, sources of income for the different type 
of poor people and other characteristics. Second, for each of the relevant 
categories of poor people, it discusses reasons for low earnings: lack of 
land, lack of human capital, cropping patterns and ability to bear risk, etc. 

9. The next section will, against the light of the poverty profile, attempt 
to outline acceptable objectives of social policy in this area and review the 
Government's objectives from this perspective. In particular, the long term 
objective presumably is to improve the opportunity set open to the very poor. 
But do income transfers and attempts at improving the opportunity set open to 
the poor work at cross purposes? Is there thus a conflict between short term 
poverty relief and long term attempts to deal with the root causes of poverty? 
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Are there segments of the population that really cannot be reached anymore by 
programs oriented at long term increases in earning power, so that there has 
to be a transfer component even in the long term? How can the incentive costs 
of such programs be contained? Is there, in addition, a need to deal 
separately with shorter term increases in poverty due to temporary (but as the 
recent past has shown, possibly quite drawn out) fluctuations in the economy? 
The Section will in the end attempt to draw up a series of objectives of an 
acceptable medium term anti-poverty program. 

10. In the next Section, policies and instruments that try to work at the 
relevant margin to increase poor people's earnings potential will be discussed 
against the background of these objectives. This Section will analyze a set of 
economically desirable short and medium-term policies to alleviate poverty. 
It will also provide a brief discussion of administrative and implementation 
problems, with the goal of identifying a subset of desirable and feasible 
policies. It then contrasts these policies with current programs and draws 
conclusions for future policies towards poverty alleviation. 

(8) Environmental policy and economic growth. 

11. Environmental policy provides challenges that are in many ways different 
from standard public policy concerns. First among those is, that environmental 
issues by their nature do not fit naturally in the sectoral division that 
characterizes the line ministries in Mexico. Even if the source of and 
potential response to particular problems is fully within the realm of a 
particular line ministry, the costs of not responding are often born by other 
sectors, thus reducing the originating sector's incentive to react. This 
creates an incentive problem that can only be resolved by an authority high 
enough to internalize all aspects of the issue. An example is deforestation, a 
problem that is clearly within the jurisdiction of the agriculture ministry, 
as are all plausible measures designed to deal with it. The cost of 
deforestation, such as daily dust deposits in Mexico City are not however in 
any way reflected in problems residing under the agriculture ministry. Thus 
the CEM wili as a starting point, survey exi~ting environmental issues in 
Mexico and assess whether the institutional structure presently in place is 
adequate to deal with them. 

12. A second issue concerns policy design. Mexico's recent environmental 
policy actions have recently by and large followed the American approach, 
implying extensive- reliance on direct quantity regulation, such as direct 
emission controls, car-less days etc .• This is may be understandable given the 
emergency nature of the programs recently announced, but it is not always 
clear that the most efficient policy response is chosen in this manner. 
Contributing to this problem is the fact that there is as yet no framework 
available to help policy makers decide which type of policy intervention is 
best suited for which problem. In a perfect information, perfect competition 
world, quantity and price based policies can be made equivalent; but neither 
p~rfect information nor perfect competition are necessarily reasonable 
assumptions to make in all cases. Thus in each case a judgement needs to be 
made whether prices or quantities are to be the instrument of intervention; 
r~gulation or taxes/subsidies. In general considerations of risk and, 
importantly, distributional impact need to be taken into account. For example, 
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nuclear reactor safety is probably not something one wishes to address through 
tax incentives. Compliance under a price incentive system is too difficult to 
predict in each particular case, and the potential costs of non-compliance are 
catastrophic. On the other hand, in the case of say emission compliance, one 
is mostly concerned with average compliance, and lower monitoring costs would 
suggest price incentives rather than regulation. The second part of the 
environmental chapter will suggest, again based on the survey of environmental 
issues mentioned before, a framework for decision makers that should help both 
the Bank and the Mexican authorities in policy design. 

(C) Maintaining Public Sector Infrastructure. 

13. This Section draws the conclusions from the preceding three for the the 
public sector investment budget and more generally assesses the adequacy of 
the public sector investment budget. Public sector capital is important for 
sustainable growth both to stave off any bottle necks in the provision o~ 
publicly produced goods and because of its empirically demonstrated positive 
effect on private sector productivity. The report will assess public sector 
investment needs derived from stated targets in areas of education, transport, 
etc. 
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II PUBLIC POLICY AND MACROECONOMIC STABILITY 

1 Historical Background 

1.1 Macroeconomic Developments 
I • • . 

Between 1950 and 1974, Mexico enjoyed a remarkable period of high 
growth, low inflation and moderate external debt accumulation. Real growth 
averaged 6.4\, and inflation was in single digits throughout the period. This 
era came to an abrupt end in the early seventies. Government involvement in 
the economy expanded rapidly, and increased public expenditure pushed up 
aggregate demand and the rate of economic growth. However, the higher 
government expenditure was not matched by rising public sector revenues. As a 
result, the inflation tax and external debt became increasingly important 
sources of public finance. At the same time, a decline in private savings 
incentives (real interest rates turned sharply downward) prevented a matching 
increase in private savings; external debt thus increased, increased oil 
revenues notwithstanding. The period of single digit inflation ended in 1973, 
tfi~ real exchange rate1 started to appreciate and the accumulation of 
external debt accelerated above the GNP growth rate. A comparatively brief 
crisis in 1976 terminated following major oil discoveries in 1977. The 
ensuing prosperity lasted until 1982, when falling international oil prices, 
rising world interest rates, and massive capital flight led to a refusal by 
external creditors to roll over Mexico's short-term debt and a subsequent 
suspension of Mexican payments of interest on its external debt. 

The onset of the financial and economic crisis of 1982 brought in its 
wake explosive inflationary and balance of payments difficulties. Initial 
strong fiscal and monetary adjustment efforts were undermined by external 
shocks such a~ the collapse in international oil prices in 1986. Inflation, 
rather than s Uowing down, accelerated, partially in response to the sharp real 
devaluation of the exchange rate necessitated by the 1986 downturn in the 
terms of trade. The subsequent de facto targeting of the real exchange rate, 
together with an increase in the frequency of wage and cost adjustments, 
introduced an element of inherent instability into the system, culminating in 
a run on the peso in the last quarter of 1987 and triple-digit inflation. 

The Government responded with the "Economic Solidarity Pact" (Pacto), an 
agreement between business, labor, and government. This agreement called ~or 
accelerated structural reform, further tightening of fiscal and monetary 
policy, a freeze of minimum wages and of basic public and private sector 
prices, and, the cornerstone of the "Pacto", a freeze of the nominal exchange 
rate against the U.S. dollar. This partial freeze was extended at three-month 
intervals through the end of 1988, and renewed, with some modifications, by 
the new Mexican Administration under the name of "PECE" (Pact for 
Stabilization and Growth). The main change under the PECE was a daily 
adjustment of the exchange rate of about one peso against the u.s. , dollar. 

The fiscal measures, backed by the temporary exchange rate freeze and an 
array of formal and informal wage and price controls, have had a dramatic 
success in reducing the rate of inflation, from 159\ in 1987 to 20\ in 1989. 

1.2 The Process of Structural Reform 

Mexico has, throughout this period of macroeconomic turmoil, transformed 
itself into one of the most open economies in the world through an extensive 
trade reform. Trade liberalization, most of which took place between 1985 and 
1988, has lowered the percentage of domestic (non-oil) tradeable production 
covered by import quotas from 100\ in 1984 to less than 17\ at present. 
Maximum import tariffs were cut by similar magnitudes. Non-oil merchandise 

• The real exc ange rate is defined as the price of foreign goods 
relative to domestic goods. Appreciation means a decline in this relative 
price. 
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exports, which represented leas than one-third of total exports in 1984, have 
doubled their share since then. 

These "core" reforms have been complemented by many others. In May 1989, 
foreign investment regulations were considerably relaxed and made more 
transparent. The ~ax system underwent a aeries of reforms bringing marginal 
tax rates more in line with levels in major industrial countries, encouraging 
the repatriation of flight capital, and increasing the sanctions for tax 
evasion. The impact of inflation on the (corporate) tax system was eliminated 
by eliminating purely inflationary gains from the tax base. The Government 
initiated a parallel process of financial market liberalization. Ceilings on 
commercial banks' deposit interest rates were abolished; forced allocation of 
commercial credit towards favored sectors has been abolished too and credit 
subsidies through official development banks have been reduced. Most recently, 
privatization of the commercial banks, which were nati_onalized in 1982, was 
announced. 

1.3 The Debt Restructuring Package of 89/90 

1.3.l Rationale 

Despite the far reaching reforms implemented in Mexico, international 
capital markets have not provided the resources needed to bridge the period 
between the current costs and the future benefits of the reform program. 
Continuing high external transfers generated uncertainty about whether the 
rapidly growing transfer burden could be met. Thia, in turn, generated 
increased uncertainty about future exchange rates, taxation, and financial 
regulation. Thus, to forestall further capital flight, Mexico had to pay 
unsuatainable interest rates on its domestic debt. "Ex post" real interest 
rates were almost 50% in the months before the debt accord was reached. 

Real interest rates so far above the real growth rate of the economy are 
explosive under any circumstance; however in Mexico there was an additional 
complication in that the government, at the time debt negotiations started, 
was in the middle of a stringent economic stabilization program in which 
~iscal retrenchment played an important role. High real interest rates were 
mostly due to credibility problems with the exchange rate component of the 
Pacto. Interest rates on Peso denominated Government paper were around 30 
percentage points above the rates on dollar denominated Government debt while 
the exchange rate was fixed against the dollar during 1988. The uncertainty 
caused by future transfer problems, through its impact on perceived 
sustainability of the exchange rate regime and from there on domestic real 
interest rates, thus became a direct threat to the survival of the 
stabilization program. 

Therefore beneficial domestic effects of the debt package could be 
expected to follow as much from reduced uncertainty and improved expectati1)ns 
about future policies as from the direct fiscal impact of any reduction in net 
transfers to foreigners. But for such expectational factors to come into play, 
the deal needed to be of a medium term nature. Hence the imperative not only 
of a solution, but a solution that would likely forestall debt problems for 
the foreseeable future. Year to year deals would have kept the possibility of 
impending BoP crises open. A deal for say two or three years only would have 
cast a large shadow over Mexico's adjustment program. 

1.3.2 Terms of the Agreement 

On September 15, 1989, the Government of Mexico and the Bank Advise y 
Committee representing the commercial bank creditors reached agreement on a 
financing package covering the period 1989-92, restructuring approximately 
US$48.4 billion of Mexico's external debt. The agreement consists of a menu 
of financing options which inc l udes two debt and debt service reduction 
facilities and four new money facilities. On the same day, the Government of 
Mexico disseminated a term sheet to all of its commercial bank creditors and 
invited them to participate in the financing operation. The following are the 
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swmnary terms of the financing options offered by Mexico to its commercial 
bank creditors under the 1989-92 Financing Package. 

The agreement, implemented over the next 8 months, offered creditor 
banks holding altogether $48.9 billion, three choices. First, old claims could 
be exchanged for new claims carrying LIBOR plus 13/16, like the old debt, but 
with the principal reduced· by 35\. Second, old debt could be exchanged for new 
instruments at par, but these instruments carry a fixed interest rate of 6.25% 
only. Both instruments will be amortized fully in one year 30 years from now. 
Their principal is fully collateralized; 18 months worth of interest payments 
is covered by an escrow account established at the time of the exchange. 
Third, old debt could be exchanged for new debt at par and market rates, but 
banks choosing this option had to make additional loans over the next three 
years equal to 25\ of the amount brought into this option (cf. van Wijnbergen 
(1990a) for more details). Also, banks that chose this "new money option" do 
not receive any collateralization of principal or interest payments. Finally, 
the two debt service reduction instruments carry a recapture clause: if oil 
prices rise above $14 dollar per barrel in real (1989) terms, 30% of the extra 
,avenue so obtained from crude oil exports will be available for the creditors 
under this clause, with two additional restrictions: (A) If less than 100% of 
the creditors choose debt reduction options, the amount available under this 
clause will be scaled back proportionally; (B) No creditor can receive more 
than 3% of the amount of old debt brought into the debt service reduction 
options in any given year under this clause. 

Figure 1 summarizes the choices made. As is clear from the diagram, par 
or discount bonds were the preferred options for most banks. Out of the non
Mexican creditors, most opted for one of the debt reduction options, with only 
9.4\ choosing new money. 

Since 67\ of the Mexican creditors chose new money, the overall new 
money option choice was higher, at 13.1 percent. The remaining 33\ of the 
Mexican creditors opted for the discount bond. Thus with all creditors 
combined, the configuration of Fig. 1 comes out, with a total of $22.8 for par 
bonds and $18.8 brought under the discount bond option ($1.0 of which was 
brought in by Mexican creditors). 

1.4 The 89/90 Debt Package and the Recovery of Economic Growth 

The debt relief package has reduced the net transfer Mexico needs to 
make to its creditors by almost $4 billion per year over the 1989-1994 period, 
or on average slightly below 2% of GDP. Half of this amount is due to the 
lenghtening of maturity implied by the deal, with the rest coming from lower 
interest payments and new money disbursements from the Banks that chose not to 
choose one of the two debt service reduction options. The reduction in 
required external transfers will have a direct beneficial impact on Mexico's 
fiscal situation and its likely output growth. However, at least as important 
would be the indirect, "secondary" effects through renewed confidence. A 
reduced net external transfer means reduced pressure on the exchange rate. 
Also, because this is a medium term deal, the uncertainty about future 
exchange rates, financial regulation and taxation has been reduced 
considerably. This greatly reduces the risk associated with Peso-denominated 
public sector debt. One should therefore expect a reduction in domestic 
interest rates. Developments since the details of the package became known in 
July 1989 support this argument. Nominal interest rates fell from 56% to 
around 36% on an uncompounded basis immediately . after the details of the 
package became known. At the same time, the maturity structure of public debt 
has lengthened considerably, another indication of private confidence. 

Figure 2 shows the impact on economic growth of the direct transfer 
effect and of the secondary effect through restoration of confidence and 
reduction of uncertainty. These results are based on simulations with the 
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econometric model presented in Section V 2/. The difference between the 
simulation assuming full service of the pre-deal debt and the base scenario 
based on the availability of the subscribed debt package, indicates the 
macroeconomic impact of Mexico's debt package. 

In the absence of the debt package, Mexico would have to service fully 
interest and amortization on all public commercial debt. This would need to 
be met out of an already severely cut back budget. Therefore, the Government 
would be forced to cut back public investment in line with the decline of 
"allowable" external net borrowing. The drop from the top line to the middle 
line in Figure 1 indicates the direct impact on growth of this cut back in 
public sector investment. Moreover, it is assumed that the Government would, 
even under such stressful circumstances, attempt to maintain its stabilization 
effort. It would then be highly unlikely that domestic interest rates would 
come down without a debt package. Therefore, domestic real interest rates 
stay at 30% in this simulation; 30% is the value that prevailed on average in 

2 The simulations show the first benefits of the debt deal in 1989 
already, although the agreement was only implemented in 1990. However, there 
is no doubt that a number of policy changes implemented earlier would not have 
taken place if it had been known there would not be i debt agreement. This is 
in particular true of an important, fiscally costly ' Ccelerated depreciation 
scheme made effective late 1988. The fiscal consequt-,.1ces of full debt service 
would have made such reforms impossible . This was incorporated in the model. 
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the year preceding the debt accord. Thus, private investment would decline 
because of higher real interest rates, compounding the negative impact on 
growth caused by the fall in public investment. This secondary effect causes 
the further decline in growth from the middle to the bottom line in Fig. 6.1. 

Both effects have a major impact on growth. Output growth would be 
lower by one percentage point initially; as time goes by the difference in 
growth deepens to more than two percent by 1994, as both private and public 
investment decline. Over the next six years, average growth would be almost 2 
percentage points lower, to reach only 2.6 percent of GDP by 1994 and less 
than that before. About half of the final slowdown in growth is due to the 
impact a failure to implement a debt deal would have on domestic real interest 
rates which, in turn, would reduce private investment. Not surprisingly, 
employment growth would slow down too, by about one percentage point on 
average. In this scenario, ~ithout access to external funds, a real 
devaluation would be unavoidable. This is of course the main channel through 
which uncertainty on the external debt situation influences domestic real 
interest rates. 

If, instead of full service of existing debt obligations, one takes as 
alternative the case where all principal is rescheduled but interest is fully 
paid, the net marginal impact of the debt package on growth is still 
substantial. In that case, the direct transfer effect is halved, for a total 
of less than 0.5% per annum in total instead of slightly under one percent per 
annum. But a pure rescheduling exercise would leave a substantial financing 
gap ($10.8 billion), so no favorable domestic effects should be expected from 
rescheduling alone. Accordingly, the full secondary impact of the debt deal 
through its impact on domestic real interest rates and investoL confidence 
would not be affected by the change in alternative against whi~h the 
comparison is made. Thus, even judged against this less extreme alternative, 
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one should still expect a net marginal effect of the debt deal on GDP growth 
of around 1.5 percent per annum over the 1989-1994 period. 

Such econometric results should be interpreted with caution; however, in 
a well defined formal sense, they represent the best use of currently 
available information. Based on these results a clear conclusion emerges: the 
debt package did meet the minimum requirements for restoration of growth. 

1.5 Oil Prices, the Real Exchange Rate and Economic Growth 

Just as Mexico was putting the debt package behind it and started to 
look forward to a feasible although somewhat precarious recovery of economic 
growth, the entire short term outlook changed because of events in the Middle 
East. Because of anticipations about probable future disruptions in oil 
supply, the bench mark West Texas Intermediate oil price, at $16 per barrel as 
recently as last July, shot up to more than $37 pb early October. Mexico's oil 
price follows this benchmark with about a one month lag and a typical price 
difference of around $3.50 (changes in Mexico's export mix may affect this 
difference). 

Mexico, as a major oil exporter, of course stands to gain tremendously 
from this series of events. If world oil prices would stay at their early 
October level, Mexico could look at an average oil price of around $34 pb, or 
twice the $17 projected as recently as March for the average of 1991. At 
projected crude export levels, this would yield Mexico between 8 and 9 
US$billion per year, or about 4\ of GDP. To put this in perspective, the most 
favorable assessment of the impact of the debt package would put the benefit 
from the deal at around 2\ of GDP. 

Several qualifications are in order, however. First, the very fact that 
everyone was taken by surprise indicates how hazardous projections are. There 
is no guarantee whatsoever that the price will not fall, as it did within one 
year after the big increases in 1973 and 1980. Second, all of Mexico's major 
trading partners except Canada are net energy importers and will thus be 
adversely affected. The precise impact will depend on the macroeconomic 
response in those countries, but it is safe to count on both a slowdown in 
economic growth and thus demand for Mexican exports, and on higher inflation. 
Third, contrary to the two previous oil shocks, windfall gains go towards 
countries that are very likely to have at least as high a marginal propensity 
to spend as the countries that are loosing out. This means that contrary to 
the seventies, one is unlikely to see an upward shift in the world savings 
schedule; lower real interest rates are thus equally unlikely. In what 
follows, we attempt to assess the macroimpact of higher oil prices for Mexico. 
Not surprisingly, much depends on how Mexico disposes of its newly gained oil 
revenues. 

The windfall could be spent, on either consumption or investment; it 
could be saved and used for foreign asset accumulation, foreign debt buy 
backs, or reduction of internal debt. Whether to save or spend depends first 
of all on whether the extra revenues are a one-time windfall or are permanent. 
Will oil prices stay in the $30-$40 range, increasing Mexico's disposable 
income by some 3 percent of GDP for years to come, or will they revert to 
their earlier time trend? 

History suggests a price .reversal, if one takes the events post 1973 and 
1980 as a guide (Fig.3). But both the 73 and 80 price hikes were based on 
decisions of a cartel of unproven strength, with no underlying real shock 
justifying the increase in prices. Subsequent market developments exposed the 
fragility of the cartel and led t o price collapse. In the current situation, 
the possibility of real shocks to supply capacity cannot be ruled out, so the 
potential for long lasting effects may be there. On the other hand, the very 
fact that events were a surprise to everybody involved, would argue for 
caution: the world was surprized once and may be surprized again. ,Thus tht: 
only honest answer is that one does not know. . 

This fundamental uncertainty suggests that the right question is not so 
much "what will future prices be" but "which assumption is least likely to 
lead to costly mistakes if proven wrong". And this question does have a very 



clear, unequivocal answer. Assuming 
the windfall is permanent will lead 
to expenditure programs that will be 
impossible or very costly to reverse 
should the windfall turn out to be 
temporary after all, with all the 
attendant balance of payment and 
exchange rate problems such a 
reversal would entail. Assuming the 
windfall is temporary will just lead 
to a pleasant surprize once it turns 
out to be permanent. Thus the 
conclusion should be clear: economic 
policy needs to be based on the 
assumption that the oil bonanza will 
not last. 

1.5.1 Oil revenues and Economic 
Growth 
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The diagram to be presented below is therefore based on a rather 
cautious assumption that some of the oil price increase will already be 
reversed next year, for an average price of $30 pb rather than $34; most of 
the remainder is assumed to disappear by the end of next year (cf Fig.4). The 
impact on the Mexican budget is, as already indicated, major for next year: 
almost 3 percent of GDP in 1991. 

Since oil exports are 
part of GDP, a windfall this 
big will have a substantial 
impact on real growth even if 
investment in physical capital 
does not increase. Fig. 5 shows 
projected GDP growth with and 
without the oil windfall 
(YGROOCA and YGRONO). The run 
with higher oil prices is based 
on the assumption that most of 
the windfall will be translated 
in a higher current account 
surplus. 3 The diagram shows 
that the windfall is already 
likely to boost economic growth 
in 90 by almost a percentage 
point; but the main t mpact will 
come in 1991 when oil as a 
share of GDP increases by 
almost 3 percentage points of 
GDP. This results in a real GDP 
growth rate inclusive of oil of 
around 6%. Of course, if oil 
pric~s do fall back to around 
$21 pb in 92, as assumed in the 
simulation, growth inclusive of 
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3 The oil windfall adds up to about 6% of GDP over the period 90-94. To 
share this equally with future generations, expenditure can go up with 6 
percent of GDP times the difference between the real interest rate and the 
real growth rate of the economy (5%). This makes for an increase in 
expenditure of only 0.275% of GDP in all future years. The difference with the 
additional oil revenues is assumed to go towards an increased CA surplus; this 
procedure guarantees that the increase in expenditure will be sustainable. 
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oil revenues slows down substantially in 92 and by 93 more or less returns to 
the rate anticipated before the oil shock took place. 

GDP Growth Before and After Oil Shock 
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The third line in the diagram shows what happens to output growth if all 
the additional oil revenues are translated one for one in increased public 
sector investment. In the year immediately following the peak year of 1991, 
output would grow an additional percent, but later changes would be minor. The 
difficulties of managing the large decline in public sector investment that 
such a utrategy would imply for the years following 91 makes this strategy 
practically infeasible. Almost all oil exporters that did follow such a 
strategy ran into serious BoP problems in years of declining oil fortunes. The 
mere possibility of such problems could in turn easily trigger enough capital 
flight to actually bring the anticipated BoP problems about. A cautious policy 
thus requires at most a spending increase of around 0.3% of GDP, with the rest 
going towards debt reduction; such a strategy would remain sustainable even if 
the predicted decline in oil prices indeed takes place towards the end of 
1991. The ensuing reserve build up would also provide some insurance in case 
events take a negative turn. 

1.5.2 Oil Revenues and the Real Exchange Rate 

The large increase in revenues from oil exports that Mexico can 
anticipate in 1991 clearly takes pressure of the exchange rate~ This report is 
not the place to discuss short run exchange rate policy; but some points about 
the impact of higher oil revenues on the real exchange rate are in order. 

Exchange rate policy in Mexico is complicated by the fact that the 
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nominal exchange rate is an important ingredient of the Pacto. But with the 
extensive price and wage rigidities still prevalent in Me~ico, also because of 
the Pacto, nominal exchange rate policy cannot be separated from real exchange 
rate developments. And those were somewhat precarious in the months leading up 
to the oil price shocks. On the one hand, expenditure was growing rapidly, 
witness the clear deterioration in the CA that will occur even with the year
end increase in oil revenues incorporated (cf Annex II). But GDP was slowing 
down in the first half of the year, to a growth rate of between 1 and two 
percent. The only way one can reconcile slowing down of domestic output at the 
same time that expenditure is accelerating is by concluding that Mexican goods 
are beginning to be overpriced, diverting the increase in expenditure towards 
foreign goods. Thus there were signs that the Mexican exchange rate was 
beginning to be overvalued, in a well defined sense: at current relative 
prices, aggregrate supply of Mexican (non-oil) goods exceeds aggregrate demand 
for them (by Mexicans and foreigners). The slowing down of non-oil exports, in 
particular of manufactured exports, to around 3% in real terms in 89 and 90, 
would tend to confirm this view. 

Will higher oil revenues reverse this potentially precarious situation? 

Exchange Rate Misalignment Indicator 
before and after oil price shock 
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The extra revenue makes it clearly easier to sustain any given nominal 
exchange rate policy; but do they also affect underlying "equilibrium" real 
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exchange rates? 4 The answer depends on what is done with the additional oil 
revenues. If all of it goes towards retirement of external public sector debt 
or reserve accumulation, there will be no dire~t impact on goods markets, 
since neither public nor private expenditure i likely to be affected very 
much. As a cortsequence, aggregrate demand for Mexican goods is unlikely to 
rise and any commodity market imbalance that existed before, is likely to 
persist. This is demonstrated in Fig. 6, by comparing lines EMI-NO with EMI
OCA. 

The lines graph an indicator of real exchange rate misalignment based· on 
the concept of equilibrium real exchange rate introduced before; the indicator 
equals the ratio of aggregrate demand for Mexican goods by Mexicans and 
foreigners, over aggregrate supply of non-oil Mexican goods. A value of 1 
indicates equilibrium. EMI-NO (for Exchange rate Misalignment Indicator, No 
Oil) shows the expected time path of the indicator prior to the oil price 
increase; no glaring signs of misalignment, but the indicator is clearly 
falling and slides below one from 1990 onwards, indicating that the situation 
was indeed precarious. The line labeled EMI-OCA is the same indicator, but now 
derived for the case where oil prices are anticipated to rise in 91, and fall 
partially back thereafter; as to disposal of oil revenues, Government 
expenditure is presumed to rise only by the amount indicated as sustainable 
before (around 0.3% of GDP), with the rest going towards reducing the CA 
deficit. The diagram clearly indicates that there is no clear improvement in 
the EMI. The third line, EMI-OC, is different, however; it shows what happens 
if all extra revenues, instead of being used for improved Current Account 
performance, are diverted to Government consumption. This clearly raises 
demand for Mexican goods and thus improves the misalignment indicator (i.e. 
reduces pressure for a real depreciation). 

The conclusion is clear: if oil revenues are mostly used for foreign 
asset accumulation or debt reduction, as this report has argued they should,, 
underlying fundamentals do not justify a more appreciated real exchange rate. 

1.5.3 Oil Prices and the Case for an Oil Stabilization Fund 

There is extensive evidence that the major cause of macro problems in 
oil exporters has been not so much oil revenues themselves, but adjustment to 
an unanticipated decline in them. Extensive public investment programs, 
started when oil revenues were plentiful, turned out impossible or very 
expensive to reverse once revenues declined; similarly, subsidies that seem 
manageable in good times, are typically very difficult to abolish once a 
country's oil fortune dwindles. This does not always indicate myopic or 
irresponsible policy making. Even when a Government is fully aware of the need 
to restrict expenditure to levels that can be sustained over the medium run, 
pressures for expansion can be very hard to resist when budget constraints 
seem temporarily of no importance. 

The coot of reversing unsustainable fiscal expansion has been amply 
demonstrated in Mexico's recent past. Indeed the current Government's 
insistence on what is by any standard exemplary fiscal discipline is partially 
due to the vivid demonstration of the costs of fiscal constraction around the 
time of the 1982 crisis. Such costs can be avoided if Governments would only 
spend the "permanent income equivalent" of any windfall (see FN 3 on page 10 
for an example of how to calculate such an equivalent). 

In principle, there is no need for any type of stabilization fund to 
implement such a "income smoothing" policy. A Government could simply use any 
excess of current income over the one's estimate of its permanent income 
equivalent to retire public debt. But such a commitment may be difficult to 
implement in times of abundance; a more institutionalized commitment may be 

4 The equilibrium exchange rate is the real exchange rate at which 
aggregrate suply of Mexican non-oil goods equals aggregrate demand for such 
goods, by Mexicans and foreigners (export demand). See Annex** and van 
Wijnbergen (1985,1990)) for an elaboration on this concept. 
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necessary to implement such an income smoothing policy in a credible manner. 
This is what an oil stabilization fund, possibly enshrined in a legal 
framework, .could bring about •. ~ 

The need for smoothing dut oil income is clear in Mexico, as are the 
difficulties in doing so. Thus an oil stabilization fund, along the lines of 
Chile's copper stabilization fund, would seem an option worth considering. The 
right time for starting such a fund is of course at the beginning of an 
unanticipated oil boom, like the one that seems about to get underway in 1991. 
At such a time, diverting oil revenues to a fund is not as costly as 
otherwise, since the additional revenue was not anticipated and hence not yet 
allocated to any interest group that could protest its diversion to a 
stabilization fund. 

2 Fiscal Consistency, Debt Management and the Stabilization Program 

The previous sections concluded that Mexico is likely to achieve 
satisfactory output growth over the years to come, even without the favorable 
impact of recent oil price developments. Whether this optimistic prediction 
will in fact materialize depends a great deal on whether supportive 
macroeconomic policies are in place. Mexico's recent reform program has placed 
most of the emphasis on private sector development; but before the necessary 
private sector investment is going to take place, entrepreneurs will need to 
be convinced that the favorable current environment is there to stay. Thus 
credibility of the Government's program is an essential precondition for a 
private sector led investment program to really take off.. 

Of course very little is known about what establishes macroeoconomic 
credibility. But a great deal is known about what will destroy it. In 
particular, inconsistency between on the one hand fisc.al policy, solvency 
constraints on debt issue and the resulting need for monetization, and on the 
other hand announced inflation targets, possibly embedded in an exchange rate 
rule, is at the core of many recent stabilization failures. Thus the next 
section addresses that very issue. Section 2.1 assesses the limits on fiscal 
policy imposed by the macroeconomic targets embedded in the stabilization 
program initiated in 1988, and the extent to which recent events relax them. 

Fig. 7 summarizes the basic facts about fiscal deficits in Mexico. It 
shows the primary and the operational surplus (a negative number indicates a 
deficit) of the consolidated government, inclusive of all non-financial state 
enterprizes and the Bank of Mexico. The primary surplus is the most 
fundamental indicator in that it measures the net transfer the GOM makes with 
respect to all non-public agents in the economy. To arrive at the operational 
surplus, one substracts all interest paid on foreign debt and real interest 
payments on domestic debt (shaded area). 5/ 

The figure highlights two important points. First, Mexico's fiscal 
adjustment over the past decade has been extraordinary: its primary balance 
turned from a deficit of 7 percent of GDP into a surplus of around 5% in the 
mid-eighties. This surplus was further increased to between 7 and 8 percent of 
GDP in the last couple of years. As impressive as the extent of adjustment is 
the period over which it has been sustained. The second point is the extreme 
volatility of interest payments on domestic debt. While interest payments on 
foreign debt have not varied much except for the break caused by last year's 
debt deal, domestic interest payments have gone from basically zero in real 

5 These and other concepts are discussed at greater length in Section 
2.3. There is no good economic rationale for including real interest on 
domestic debt but nominal interest payments on foreign debt; this measure is 
widely used in Mexico and presented here for continuity reasons. A more 
satisfactory measure would only include real interest payments on foreign 
debt, inclusive of capital gains/losses due to real depreciation of the 
exchange rate, instead of payments of nominal interest; this measure would 
equal the change in the real value of the public debt. 
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terms (1987) to around 6% of GDP one or two years later. 
It is clear from Fig. 7 that Mexico's "heterodox" stabilization program 

was only the final phase of a long running, initially entirely orthodox effort 
to reduce inflation through fiscal restraint alone. Success failed to arrive 
however, and when inflation in fact started to accelerate towards the end of 
1987, the Pacto with all its unorthodox components was put in place. The first 
question this experience suggests is, how much fiscal adjustment is enough? 
Mexico's adjustment has been substantial, but was it enough given the 
ambitious goal of eventually reaching single digit inflation? This issue is 
addressed in Section 2.1, where we assess the consistency between fiscal 
policy and macroeconomic targets such as inflation and economic growth. 

But even if an internally consistent fiscal program is put together, it 
may take time for outsiders to either believe it is consistent, or become 
convinced that the measures underlying the package are themselves sustainable. 
Thus fiscal retrenchment is rarely enough to quickly bring down inflation. 
This was the main rationale for the extensive reliance o price controls and 
so on in the Pacto/PECE. Section 2.2 first asks whether the controls have in 
fact contributed to the slowdown of inflation that occurred over the past two 
years, using a simple model of wage/price/exchange-rate dynamics presented in 
a background paper and, in summary form, in Annex II. But the rationale 
presented here already indicates that such measures should be intended as 
temporary devices only; in the longer run they are clearly inconsistent with 
the renewed emphasis on market incentives and private sector allocation 
decisions embedded in the reform program. The next section therefore assesses 
whether conflicts are beginning to arise and whether, maybe, the time has come 
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to reduce reliance on direct price intervention. 
The second issue, also suggested by Fig. 7, is, with so much of Mexico's 

fiscal performance hinging on the level and variance of domestic real interest 
rates, what can be done to avoid them rising so much? And what to reduce the 
budget's sens~tivity to the wild gyrations in real rates that have 
characterized recent experience? This is the subject of Section 2.3. 

2.1 Consistency of Fiscal Policy 

A fiscal stance that does not conflict with sustained low inflation, 
even in the event of unfavorable external developments and continued high real 
interest rates, is clearly necessary, although possibly not sufficient, to 
allay inflationary fears. Only if the inflation rate compatible with public 
finance requirements is compatible with the inflation rate implied by the 
fixed exchange rate regime, is the latter going to be sustainable. And this in 
turn is the cornerstone of the Pacto. -Thus medium term consistency 
requirements, when violated, give a signal that will greatly complicate short 
term macromanagement. This will require restrictions on both the overall 
deficit and its mode of financing. 

There are three sources of financing public sector expenditure beyond 
what can be obtained from the regular tax system: external borrowing, 
monetization and issue of domestic interest-bearing debt. The amount that can 
be expected from each source will depend on other macroeconomic targets, such 
as inflation, output growth, interest rates and so on. The revenue from these 
three sources of financing can be combined into the calculation of a 
"financeable deficit". This is defined as the deficit that does not require 
more financing than is compatible with sustainable external borrowing, 
existing targets for inflation and output growth, ftnd a sustainable internal 
debt policy. If the actual deficit equals this "financeable" deficit, fiscal 
policy is consistent with the macroeconomic assumptions and targets underlying 
the calculation of the financeable deficit. 6

/ 

Underlying the framework to calculate the financeable deficit is a model 
describing private portfolio choice as a function of inflation, output and 
interest rates. This gives the amount of currency, demand deposits and time 
deposits the private sector is willing to hold given output, inflation and the 
level and structure of interest rates. This is coupled with a simple 
financial sector model incorporating reserve requirements and other bank 
regulatory policies to derive the demand for reserves by commercial banks. The 
demand for reserves is then added to the demand for currency already derived 
to get an estimate of the total demand for base money given inflation, 
interest rates, and so on. All this is used to derive total revenue from 
monetization, net o! interest payments on reserves, for different output 
growth rates, interest and inflation rates and regulatory policies. To revenue 
from monetization must be added the revenue the government can expect from 
external and internal debt issue given its external borrowing policies and 
debt management approach. One can then calculate the financeable deficit (the 
model is set out in full detail in Annex 2). 

The difference between the actual deficit in a given year and this 
financeable deficit is called the required deficit reduction, RDR. A deficit 
cut equal to RDR will restore consistency with other macroeconomic targets. 
The results of such an exercise for Mexico are summarized below. We first 
provide an assessment at pre-debt-deal real interest rates of around 30%, 
based on the operational deficit that came out in 1989 (2% of GDP). We then 
repeat the analysis ' for the lower real rates of the post debt package period. 

6 This should be interpreted with care. Consistency with macroeconomic 
targets does not guarantee that those macroeconomic targets can or will be 
achieved; only that the fiscal deficit is not inconsistent with them. To 
actually achieve the stated macroeconomic targets may require other measures, 
possibly including fiscal retrenchment beyond what is required for consistency 
as defined here. 
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In these calculations, it is assumed that issue of interest-bearing 
domestic debt is kept down to a rate that will maintain the real value of the 
dome~tic debt constant. The reason for not allowing a faster rate of domestic 
debt issue is the high interest rate at that time; at around 30% per year 
(almost 40% by year end 1~881), it was well above the real growth rate of the 
economy. At this rate, debt-service would have escalated as a percentage of 
GDP if more extensive use would have been made of debt-issue to finance the 
deficit. 

With additionally a target· of zero net foreign debt increase, the 1989 
operational deficit (2 percent of GDP) was seriously out of line with medium 
run, single digit inflation targets, as the first table demonstrates. The 
actual deficit in 1989 was consistent with an inflation rate of 25%, not far 
above the actual rate in that year. An inflation target of 10 percent required 
a cut of close to 1 percent of GDP, or half of that years' operational 
deficit. This reflects the fact that Mexico receives very little from the 
inflation tax and more in general seigniorage, because of low growth and the 
practice of paying interest on reserves. 7

/ 

TABLE 1: REQUIRED DEFICIT REDUCTION (RDR) FOR CONSISTENCY WITH VARIOUS 
INFLATION TARGETS (AS PERCENT OF GDP). 

1. NO REAL EXCH.DEPRECIATION; CAD=O; OUTPUT GROWTH 3% 

INFLATION TARGETS p: 0.0 
RDR: 1.5 

p Inflation Rates 

10 
0.8 

25 
0.0 

so 
-1.2 

RDR Required cut in fiscal deficit compared with 1989 (operational) deficit 

Fiscal Implications of Debt Management 

With real interest rate differentials between domestic and foreign debt 
as large as they were before the debt package, debt management takes on a 
great fiscal importance. Take for example a public-debt-for-private-equity 
swap scheme where say 10bUS$ is retired but a corresponding amount of domestic 
debt is issued by the public sector to acquire the private equity used in the 
swap. With a staggering 25 percentage points real interest rate differential, 
this operation would INCREASE the real interest rate burden by no less than 
1.5 percent of GDP, raising the required deficit reduction for a given 
inflation target correspondingly. The impact on the operational deficit would 
be smaller, but still 1.2 percent. The smaller effect is because the 
operational deficit, somewhat inconsistently, counts payment of nominal 
interest rate charges on foreign debt, rather than just real foreign interest 
payments, like it does in the case of domestic debt. The whole operation would 
have a major impact on equilibrium inflation: even as small a debt/equity swap 
as the $10 bUS considered here would, at the interest rate differentials 
obtaining before the debt package, raise equilibrium inflation by no less than 
50 percentage points. The numbers are so large because in Mexico the base for 
the inflation tax is very low; commercial bank reserves carry close to market 
rates, so the inflation tax base is just currency in hands of the public, an 
almost negligible amount. 

The high level of interest rates prevailing before the debt package 
introduced serious instability into the economy. As an example, consider 
Fig.8. In projections it had been assumed that in 1989 subsidies would be cut 

7 Operational deficit: deficit of the comprehensively defined public 
sector, but counting only real interest payments on domestic debt rather than 
nominal interest payments. Inflation tax equals the increase in nominal money 
balances necessary to just keep the real money stock constant. 
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by one percentage point of GDP (mostly stemming from agricultural price 
reform). If this target were missed, the increased deficit would raise the 
sustainable inflation rate by twenty points if the resulting gap were to .be 
covered by monetization. If debt were issued instead, the same problem would 
come back next year, but now exacerbated by additional interest payments on 
the newly issued debt, thus fueling inflation further. At an ex-post real 
rate of 30% per annum, such a postponing of adjustment gets out of hand 
quickly, as the Figure {below) demonstrates. 
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Figure 8 

The figure gives the equilibrium inflation rate if, initially, an extra 
one percent of GDP needs to be covered through monetization; then, for each 
year of delayed adjustment, it depicts how this inflation rate would rise 
further because additional interest payments are made on the newly issued debt 
--in the absence of adjustment or monetization in the preceding years. Of 
course this process is considerably slowed down if real interest rates fall, 
as they have qone recently. 

Impact of the Debt Package and Lower Real Interest Rates on Domestic Debt 

The debt package lowered annual interest payments by about $1.2 bUS per 
year, or appr. 0.5% of GDP. This took place through a combination of lower 
debt volumes and lower interest rates. Inserting this reduction in the model 
yields a reduction in the equilibrium inflation rate (i.e. the rate for which 
no further fiscal adjustment would be necessary) by 5 percentage points, from 
25 to 20% based on 1989 fiscal policy parameters. This is a significant 
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reduction, but by no means as dramatic as the impact of lower real interest 
rates on domestic debt. At an average real interest rate of 10% instead of 
30%, the fiscal balance (which at 10% real rates and inclusive the effe cts of 
the debt package will show an operational surplus of almost 3 percent of GDP) 
exerts no inflationary impulse at all (the RDR is actually negative even for a 
zero inflation target (by 2.8%) 1 

The conclusion of this analysis is clear: Mexico's dramatic fiscal 
adjustment is more than adequate for the inflation targets stated, if the 
credibility problems underlying the extreme interest rates of the past can be 
overcome in a lasting manner. How economic policy can contribute to this goal 
beyond what has already been done by the severe budget cuts documented here is 
the subject of the next section. 
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Price Controls, Exchange Rate Policy and the Success of the Anti 
Inflation Plan 

I 

The Pacto and the Decline in Inflation since 1987 

The Pacto (rebaptized PECE in 1989) has been very successful so far: 
_inflation was more than halved (from 159 to 52 per cent) in 1988, and more 
than halved once again in 1989, to around 20%. While some rebounding has 
occurred in 1990 (for an annual rate of between 25 and 30%, depending on which 
index is used), the comparison with the pre-1988 data makes it clear that the 
program has been a success. It is in particular noteworthy that a major 
recession has been avoided; in fact this period has seen the beginnings of a 
recovery of economic growth. 

In this section, we attempt to measure the contribution of the 
stabilization program to the reduction of inflation, and the contribution of 
its two components, the exchange rate policy and the price-and-wagepolicy. 

A model comprising wage and price (both producer and consumer price 
indices) determination has been estimated for the period prior to the 
introduction of the Pacto. The model is based on an explicit insider-outsider 
approach to labor markets and on oligopolistic price setting behavior. Details 
are provided in Annex 3. 

A Main assumptions 

In order to estimate the impact of the stabilization program on 
inflation and to measure the contribution of its two components, the wage-and
price f~eeze and the exchange rate freeze, the model was simulated under three 
alternative assumptions concerning exchange rate policy. 

The stabilization program was announced in November 1987; it comprised 
an "adjustment period", during which price increases could take place and in 
particular public tariffs and the exchange rate were to be adjusted, and a 
"freeze period", starting in February 1988, during which the actual 
disinflation process was to take place. When simulating counter-factual 
scenarios where the stabilization program is not in effect, this distinction 
will be crucial in interpreting the results. 

The first scenario, scenario "Sl", is characterized by the following 
assumptions: a) the nominal exchange rate of the Mexican peso vis-a-visthe 
US dollar is kept at the values observed in history: depreciating 
approximately 40 per cent between the end of October 1987 and the end of 
February 1988, and then constant until December 1988; b} the real exchange 
rate is endogenized accordingly; c) the wage-and-pricefreeze is not 
effective, i.e. prices and wages are determined endogenously by the model. 
The simulation starts in November 1987, so that the initial conditions are not 
affected by the announcement of the Pacto. In this experiment, the behavior 
of the policy makers can be interpreted as aiming at containing inflation by 
allowing for a large appreciation of the real exchange rate. The model is too 
limited to tell whether such scenario would have been sustainable; certainly, 
both the level of foreign exchange reserves and the level of income would have 
been lower than in history. 

The second scenario, labeled "S2", is characterized by: a) the real 
exchange rate is kept constant at its level in October 1987, i.e. prior to the 
announcement of the Pacto; b) the nominal exchange rate is determined 
endogenously, consistently with the real exchange rate level and domestic 
prices; c) the wage-and-pricefreeze is not effective. Like in the first 
scenario, the simulation starts in November 1987. This scenario can be 
interpreted as resulting from an "accommodating" exchange rate policy, aimed 
at an objective in terms of competitiveness by setting the relative price of 
Mexican goods. Again, our model is not capable of evaluating the 
sustainability of the scenario. However, reserves and income would likely be 
higher, relative to history, in this experiment; its sustainability would be 
in question because of the large increase in inflation, relative to history, 
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Actually, in a fuller model, inflation 
here, if the effect of increased 
enough to cause additional pressure o r. 

A third ' scenario is ·simulated, called S3, under assumptions analogous to 
those of the second one, but starting the simulation in March 1988 instead 
than in November 1988, and keeping the real exchange rate constant at its 
March 1988 level, instead than October 1987. Thus, in this third scenario the 
policy makers again follow an exchange rate policy that "accommodates" 
domestic inflation, but set the real exchange rate at a lower level, the level 
that policy makers thought appropriate at the start their stabilization 
program. 

Given the design of the simulation experiments, the difference between 
each simulation and history can be interpreted as the measure of the impact of 
the Pacto under the alternative assumptions about exchange rate policy. The 
difference between the first simulation and the second, or the third, can be 
interpreted as the measure of the impact of exchange rate policy on inflation. 

The model endogenously determines the wage rate, producer prices, 
consumer prices and the real (in the first scenario, Sl) or the nominal (in 
the second and third scenarios, S2 and S3) exchange rate. Real variables 
(i.e. output and employment in manufacturing, and the unemployment rate) and 
international variables (i.e. the US$ price of imports, world inflation, and 
the cross exchange rate between the US$ and the rest of the world) are 
exogenous at their historical levels. The price of electricity, which in the 
model is used as a proxy for tariffs of public utilities, has been kept at its 
historical level as well. In fact, its adjustment in 1988 is in all respects 
analogous to its adjustment in the years prior to the introduction of the 
Pacto: a large increase in January of each year, that brings the price of 
electricity in line with the CPI, and substantial stability during the rest of 
the year (this pattern does not hold in 1989, when the January increase in 
electricity prices was far below the average increase in CPI during the 
previous year). 

Before discussing the results, it may be useful to summarize the 
channels through which the exchange rate affects inflation in the model, in 
order to understand the differences between the two simulations. The nominal 
exchange rate determines the domestic price of imported intermediate goods 
(which feeds into the PPI equation) and imported consumer goods (which feeds 
into the CPI equation). The real exchange rate determines the mark up in the 
PPI equation, and thus the wedge between producer prices and costs. The main 
results are shown in table 2, which compares the historical variables with the 
three simulations (Sl, S2 and S3). 

B Simulation results 

Three things appear very clearly from the comparison of inflation in 
history and both simulations: a) the overshooting of prices and wages at the 
announcement of the Pacto has been very large; b) the impact of the Pacto on 
inflation, in spite of the initial acceleration and the short simulation 
period, has been very large; c) exchange rate policy matters. 

The overshooting of inflation due to the Pacto appears to be spread over 
the entire period between the announcement (November 1987) and the program 
coming into effect (February 1988). In history, the October-to-February 
inflation rate is 18 points higher than in Sl, the no-freeze scenario with 
fixed nominal exchange rate, and 22 points higher than in S2 (where the real 
exchange rate is held constant at its October 1987 value). This causes the 
real exchange rate to be lower, i.e. more appreciated, in Sl (where the 
nominal exchange rate is exogenous at historical values) than in history, and 
the nominal exchange rate to be lower, i.e. more appreciated, in S2. 

After the Pacto starts, however, the difference in inflation between 
history and the two simulations changes in sign, and is again very large. By 
the end of the simulation period, CPI inflation (December-to-December) would 
have been over 30 points higher, under the assumptions of Sl, or double, in 
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S2. Wage inflation would also have been more than double the historical 
ievel, by the end of 1988, according to the results of both simulation Sl and 
S2. Finally, the loss of international competitiveness that occurs in the 
first scenario between December 1987 and December 1988 is approximately 38 per 
cent, or the nominal depreciation necessary to keep competitiveness constant 
in the second scenario is approximately 100 per cent; over the same period, 
historically the real exchange rate appreciated approximately 25 per cent. 

Patterns similar to those in exercise S2 characterize S3: while the 
different initial conditions of S3 account for the higher December-to-December 
inflation rates, the March-to-Decemberfigures are lower for both price and 
wage inflation. 

In all exercises, the difference between inflation that was actually 
observed and what the simulations suggest would have obtained without the 
Pacto is impressive. The comparison between the simulations also suggest that 
the manoeuvre of the exchange rate has made a major contribution to the 
accomplishments of the program. In 1988, according to our results the 
historical exchange rate policy - entailing a moderate devaluation 
(approximately 12 per cent) and a real exchange rate appreciation of 38 per 
cent (i.e. , 13 points more than in history) of the nominal exchange rate - has 
accomplished a reduction of inflation of almost 20 points (from 101.77 in S2, 
to 83.35 in Sl). 

TABLE 2 
COMPARISONS BETWEEN HISTORY AND SIMULATION RESULTS 
(percentage changes) 

HISTORY Sl S2 S3 

CONSUMER PRICE INDEX 
10/87-2/88 54.96 36.34 33.01 54.96 
12/86-12/87 159.17 141.93 140.73 159.17 
12/87 -12/88 51.66 83.35 101.77 105.30 

PRODUCER PRICE INDEX 
10/87-2/88 49.16 28.01 23.85 49.16 
12/86 -12/87 167.05 147.93 146.89 167.05 
12/87 -12/88 37.21 80.85 102.37 105.97 

WAGE RATE 
10/87-2/88 39.09 28.63 28.42 39.09 
12/86 -12/87 175.19 148.93 146.95 175.19 
12/87 -12/88 68.80 121.90 121.37 135.89 

NOMINAL EXCHANGE RATE 
10/87-2/88 39.55 39.55 26.22 39.55 
12/86-12/87 126.41 126.41 93.58 126.41 
12/87 -12/88 11.54 11.54 96.74 70.48 

REAL EXCHANGE RATE 
10/87-2/88 .05 7.85 0 .05 
12/86-12/87 .71 7.89 - 7,29 .71 
12/87 -12/88 -24.57 -37.61 0 -14.84 

To sum up the results: the exercises indicates three important 
phenomena. In the first place, the rate of inflation predicted by the model in 
absence of the Pacto is approximately 20 per cent lower, cumulatively, in the 
four-month period between announcement (November 1987) and implementation 
(February 1988) of the program. Secondly, in spite of the initial 
overshooting, the overall (i.e., up to end-1988) impact of the Pacto on 
inflation has been sizeable: historical inflation is 30 points lower (50 
instead than 80 per cent, December to December) than what simulated under the 
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assumption of non-accommodatingexchange rate policy, or half of what 
simulated under the assumption of accommodating exchange rate policy (100 per 
cent, December to December). Thus, thirdly, while the wage and price 
agreement has obviously been more than just a means to make the exchange rate 
policy sustaihable, the co·ntribution of the latter to disinflation has been 
very large, accounting for 60 per cent of the observed reduction in the 
inflation rate in 1988. 

Given the very limited structure of the model, questions concerning the 
sustainability of the alternative scenarios in terms of reserves and their 
compatibility with fiscal policy cannot be addressed. However, pursuing 
disinflation with exchange rate alone would have been much more costly, in 
terms of both reserves and income (via competitiveness loss), and possibly not 
sustainable: the real exchange rate at end-1988 would have appreciated an 
additional 15 per cent according to our model predictions. 

2.2.2 The PECE in 1990: where to go from now? 

A change of policy can be made more credible, and strategic delays in 
price adjustments offset, by using wage-price guidelines and a fixed exchange 
rate to signal the new policy stance and snap a country out of a high 
inflation equilibrium. The previous section demonstrated that the Pacto did 
indeed make a significant contribution to stop the escalation of inflation 
that got underway late 1987. But such measures lose their effectiveness if 
sustained for too long. controls sustained for years on end signal not 
attainment of a new, low inflation equilibrium, but rather the economy's 
failure to achieve it. Thus, sustaining a fixed rate combined with price 
controls is a clear indication that policy targets are out of line with 
underlying reality. Information problems really do not exist after two, three 
years; if the targets are consistent, they should by now take hold without the 
need to artificially suppress inflation. A closer look at relative prices 
since the beginning of the Pacto strongly supports this view. 

Since the inception of the Pacto/PECE, controlled prices and prices of 
goods provided by public firms have been lagging considerably behind non
controlled prices and prices of private firms. This is very clear if early 
1988 is chosen as a starting point, but this would be somewhat misleading: the 
rapid adjustment in public sector prices early 1988 that was documented in the 
previous section created price cushions in anticipation of the Pacto 
implementation of February 1988. Choosing that period as a benchmark would 
clearly exaggerates relative price distortions. But Figures 9 and 10 
illustrate that the point is true even when 1987 is used as a benchmark. 

The figures show another pattern, one that is revealing about what the 
real effect of the Pacto is by now. Public and controlled prices, after 
lagging most of 1989, were adjusted in big discrete steps December 1989 and 
May 1990. These adjustments clearly contributed to lower relative price 
distortions; at the same time they triggered sharp increases in recorded 
inflation, pushing 1990 inflation above the 1989 level in the process. By the 
same token, the failure to adjust earlier has reduced recorded inflation below 
what it would have been under a more gradual adjustment process. What the 
erratic adjustment pattern does is artificially lower recorded inflation in 
one year, only to raise it in the next as the necessary catch up adjustments 
are implemented. At the current phase of stabilization price controls seem to 
have become a mechanism for temporarily postponing inflation. 

Another (indirect) measure of relative distortion is given by the 
"scarcity indices" prepared by the Bank of Mexico (F i gure 11). According to 
these indices, the level of scarcity of goods doubled or even trebbled between 
1988 and 1989. Most interestingly, discretional relative price adjustments in 
late 1989 and mid 1990 were implementea while the scarcity indices were 
peaking (Figure 11) and led, immediately after, to reductions in the levels of 
these indices. The conclusion seems clear, and probably does not come as much 
of a surprise: price controls can no longer be maintained without creating 
supply problems which, in turn, force relative price adjustments with the 
consequent increases in recorded inflation offsetting the gains made earlier 
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Figure 1 . Ratio of CPI and Electricity 
Price Index. 
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Recurrent large and discrete 
elative price adjustments imply that 
ecorded inflation is effectively 
oving at two speeds ; at an 

artificially high "adjustment" speed, 
bile distortions are corrected 
artially at least), and at an 
rtificially low "repressed" speed, 
bile controlled prices behave as 
ominal anchors. The net effect is a 
igher intertemporal variance of 

inflation. The resulting macroeconomic 
ncertainty could very well act as a ._ __________________ __,significant deterrent to private 

Figure 11 capital formation: uncertainty makes 
more liquid and reversible assets , such 

as foreign exchange, more attractive than fixed capital. As a consequence, 
private investment will be lower, with attendant impact on economic growth. 
Thus an end to price controls is desirable. The exemplary fiscal situation and 
currently favorable terms of trade also suggest that this might be a good time 
to implement the transition. Once a decision is taken to remove price 
controls, the next question presents itself: should this be done gradually or 
in one go? The rationale for gradualism is typically based on a fear of 
overshooting. This is clearly legitimate. Since prices move much faster than 
quantities, it will take time for supply to respond; thus the initial price 
response will push prices to a higher level than the one they will eventually 
settle at. There is no microeconomic argument against this scenario. This is 
an efficient response to market conditions and the restrictions imposed by 
technology. In fact responding to fear of overshooting by gradual decontrol 
might make matters much worse. Gradual decontrol signals that current prices 
will be lower than future prices; this in turn provides powerful incentives 
for hoarding, triggering quite possibly a negative supply response! 
Instantaneous decontrol with overshooting avoids this problem: overshooting 
implies that future prices will be low~r than current prices, which in turn 
gives strong incentives for dis-hoardi~1, and makes for a .larger supply 
response. 

The real problem with overshooting is not microeconomic but 
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macroeconomic. A large intial price response implies a large initial real wage 
cut; this may trigger wage claims, which in turn jeopardise competitiveness, 
putting pressure on the exchange rate; once that is adju■ted, the resulting 
multiplier effect on prices could very well ■et off the ■ame inflation cycle 
Mexico has just escaped from. But this is not a micro problem requiring 
tinkering with relative prices, as gradual decontrol would imply. What is 
needed to offs~t this potentially damaging macro effect of overshooting after 
audden decontrol is an instrument that: (A) will not put further upward 
pre■sure on the price level; (B) will not increase real labor costs; (C) does 
not interfere with relative prices; (D) but that will increase take home pay 
so that real wages in terms of consumption goods do not fall in spite of 
overshooting of decontrolled prices. There is only one instrument that 
fulfills all these seemingly contradictory requirements: a cut in the VAT 
rate, say from 15% down to 10%. 

A cut in the VAT rate would increase real consumption wages by lowering 
the tax inclusive price level, but without any impact on the real product 
wage, the cost of labor to employers in terms of the output prices they 
actually receive. It actually lowers the price level by an immediate 5 
percentage points and thus increases take home pay in real terms for given 
nominal wages. It therefore satisfies criteria A,B and D, and, since it is a 
broad based tax, also criterion C, in that it does not require extensive 
intervention in relative prices. It would of course have fiscal consequences. 
VAT currently yields 3% of GDP. A cut in the base rate from 15% down to 10\ 
would reduce that, but by less than a third. First of all goods covered by the 
other two rates (0 and 20%) are not affected; second, and more speculatively, 
at lower rates compliance will improve. Thus one can expect something like 0.7 
percentage point drop in VAT revenues. Under our current, cautionary oil
windfall-is-temporaryscenario, the cumulative windfall is slightly over Si of 
GDP. The permanent income equivalent of this is, at current real interest 
rates in Mexico and an anticipated real growth rate of around 5%, 0.3% of GDP 
(compare FN 3 on page 10). Thus the oil windfall would justify almost half of 
this cut, with the rest to be offset elsewhere. To translate the current 
windfall of 5% over two years into a permanent 0.3% gain, GOM should use the 
remainder to buy back debt; the reduced debt service will exactly match the 
fall in revenue created by the part of the lower VAT funded from the windfall. 
There still remains another 0.3% or 0.4% of GDP to be funded. However, the 
main conclusion of Section 1 was, that from a medium term consistency point of 
view, Mexico's fiscal situation was very strong even before the oil windfall. 
Taking an additional 0.3% of GDP out of tax revenues would thus seem 
defensible. 
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2.3 Debt Management, Interest Rates and Fiscal Policy 

2.3.1 Introduction 

The scenarios laid out sofar depend a great deal on whether the private 
sector in fact believes that they will materialise. This is not as much of a 
cliche as it sounds; lack of credibility of say an announced exchange rate 
policy ~ould easily nec~ssitate interest rates so high that, over time, a 
fiscal program that was sustainable initially becomes unsustainable as the 
debt burden grows. Thus assessing the credibility of the Government's program 
is essential. 

Of course credibility is a slippery area: we do not really know what is 
sufficient to establish credibility of Government policies. We do know, 
however, a number of things that establish lack of credibility: policies that 
are clearly inconsistent signal future policy change and are thus prima facie 
incredible. The clearest example is fiscal policy and inflation. If fiscal 
deficits on the one hand, and inflation targets and associated monetization 
revenues on the other, imply ever rising debt-output ratios, either the 
inflation targets or announced fiscal policies will need to change. Hence the 
focus on fiscal consistency in the preceding sections. 

There, consistency between access to external financing, primary fiscal 
deficits, real interest burden and inflation tax revenue was assessed. But 
the extreme volatility of real interest rates strongly suggests that 
consistency for given point estimates of future developements may not be 
enough. Credibility could clearly suffer if a program, sustainable at current 
expected values for terms of trade, real interest rates and so on, is 
vulnerable to the type of shocks that do in fact occur frequently. Thus 
flexibility of any economic program is an important component of what could 
establish credibility. In the context of fiscal consistency, there is in fact 
not much leeway for flexibility. Frequent v~riation of tax rates introduces 
potentially important distortions in intertemporal decision making and should 
theref~re probably - be avoided; also, spending programs, once underway, more 
often than not become much more expensive if they are subject to frequent 
unplanned stops and restarts. Thus the only area left is debt management. 
Given Mexico ' s rather rigid external debt structure, debt management is 
further restricted to internal debt, and this is the subject of the first part 
of this Section. 

One striking point from the discussion on macroeconomic consistency in 
preceding sections was the extreme importance of the real interest rate on 
domestic debt. Although Mexico's internal debt is not high by any standards 
(around 20% of GDP if we include development banks debt), real interest rates 
where at 30% and higher for several years recently and are the one factor that 
could threaten sustainability of what is otherwise a remarkably well executed 
and designed fiscal reform program. The second part of this section therefore 
focuses - on factors behind real interest rates in Mexico. 

Finally, even in the absence of any objective threats to consistency, a 
fiscal program could be in danger because of private perceptions of its lack 
of sustainability even if there is no objective basis for such perceptions. 
And if such perceptions require high real interest rates to avoid capital 
flight, the subsequent impact on the burden of the debt could very well turn 
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what was initially an~irrational fear into an objective problem as interest 
payments lead ~o explosive debt accummulation. Vulnerability to private _ 
misperceptions clearly rises if the Government cannot precommit to its anti
inflation stance, or if it has frequent and high funding requirements. Hence 
the focus of the last part of this Section on the following domestic debt 
management options: domestic debt indexation, and the maturity structure of 
domestic debt. 

2.3.2 External Shocks, Fiscal Adjustment and Domestic Debt Management. 

In the 70s fast economic growth, abundant foreign finance, and low or 
negative domestic real interest rates moderated the impact of growing fiscal 
deficits on the domestic public debt-GDP ratio. The picture changed 
drastically in the 80s as external shocks, mainly the drying up of foreign 
finance and lower oil prices, and virtual output stagnation forced the 
government to rely more heavily on domestic sources of finance: domestic debt, 
inflation revenue and an unprecedented increase in the non-oil primary fiscal 
surplus. 

The increases in the domestic public debt-GDP ratio in 1983 and 1986 
(Figure 12) were, by and large, a rational response to the impact of lower oil 
prices and the drying up of foreign credit on public sector finances (Figure 
2). The government increased substantially the non-oil primary fiscal surplus 
and, in this context, debt financing was efficient as it smoothed out over 
time fiscal adjustment. Fiscal adjustment was in fact deepened after 1986 
(Figure 2a), the primary fiscal surplus averaging a record 8 percent of GDP in 
1988 and 1989. Fiscal austerity in 1988-1989 was as well a planned response 
to the substantial decline in inflation revenue due to the succesful 1988 
stabilization program. 

However, negative foreign 
finance and high domestic real 
interest rates led to a new, and ·· 
less de~irable, increase in the 
domestic debt-GDP ratio in 1989. 
Negative net foreign finance (cf 
Fig. 2B) was due to the 
unexpectedly slow implementation 
of the foreign debt agreement 
under the Brady Initiative (which 
finally took effect in March 
1990). The sharp rise in real 
interest rates (Figure 3) and, to 
a lesser extent, the higher debt 
stock and the larger share of more 
expensive bond financing (Figure 
1), implied that in 1989 servicing 
domestic debt was in real terms 
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Figure 1:Consolidated Domestic Public Debt 

three times more burdensome than servicing foreign debt (Fig. 2B). This was 
the case although foreign public debt being substantially larger than domestic 
debt.While Mexico's domestic public debt is not large relative to GDP, on 
average 16.5 percent in 1989 (excluding debt of development banks), the high 
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level of real interest rates has turned it into the single largest and 
potentially lnore explosive component of public expenditure. Interest rates 
acquire special significance, precisely, because as part of the public debt 
service and the budget deficit, they both measure and influence policy 
credibility. Thus, the focus in the next section: the impact of policy 
credibility and perceived fiscal solvency on real interest rates. 

Figure 2b: Adjusted Real O.ficil. 
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BOX : A Note on Debt and Fiscal Deficit Measurement. 

Our public debt and public deficit measures are smaller than Bank of 
Mexico measures. The discrepancies are due to differences in coverage and in, 
in the case of the deficit, to the inflation correction approach. Differences 
in coverage are: i) we exclude development bank net debt since a proper 
valuation of their assets is not available (Bank of Mexico includes gross 
rather net debt of development banks); ii) for consistency, we also exclude 
gross domestic lending by development banks (which Bank of Mexico includes in 
the deficit) from our deficit measure; iii) we exclude public asset sales as a 
revenue source in the deficit measure (since this is a finance source below 
the line) •. Unlike Bank of Mexico's approach, our inflation correction 
subtracts from the deficit the inflation erosion of foreign debt (due to 
foreign inflation) and the inflation erosion of real interest payments (only 
when inflation is small this is a second order term). 

There are three operational deficit measures in Table
1
2a: the old, 

which is close, though not equal, to the Bank of Mexico measure (it excludes 
the inflation correction of foreign debt and includes gross domestic lending 
by development banks); the real, which is based on the changes described 
above; and the adjusted real, which is the real adjusted so that finance 
sources are exactly equal to changes in real debt stocks plus money finance. 
Finance sources in Figure 2b are based on the adjusted real deficit. In Annex 
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1 we describe fully the methodology of calculation of the debt and deficit 
~ 

measures. 
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Figure 3: Real Interest Rates on 
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2.3.3 Policy Credibility, Devaluation Expectations and Default Risk: Factors 
Behind High Real Interest Rates. 

At the core of price stabilization under the Pacto was a fixed exchange 
rate and later on a preannounced slow slide of the peso against the dollar. 
This provided a nominal anchor for prices and, thus, contributed to lower 
inflation. However, financial markets did not fully believe that the exchange 
rate rule, and for that matter the stabilization strategy, was sustainable. 
This lack of policy credibility was the single most important factor 
explaining high interest rates in the period following the implementation of 
the Pacto. Lack of policy credibility and, more specifically, high 
devaluation expectations, beyond the fixed or preannounced exchange rate, lie 
behind the high differential between interest rates on peso denominated public 
debt (Cetes) on one hand, and interest rates on dollar indexed domestic debt 
(Pagafes) plus the rate of pre-announced exchange rate devaluation on the 
other hand (Figure 4). 
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Since devaluation expectations were not convalidated, the high Cetes
Pagafe interest differential (adjusted for the pre-announced devaluation), 
turned the real service on domestic debt, the bulk of which was peso
denominated, extremely burdensome ex-post. B?t even domestic dollar interest 
rates were high, as measured by the premium which interest rates on domestic 
dol l ar-indexed debt carried over comparable foreign interest rates (Figure 5). 
This premium reflected explicit debt repudiation fears, e . g., a tax on 
domestic debt, and was the other major factor underlying high domestic 
interest rates in Mexico. 

Policy Credibility. 

A survey of inflation and exchange rate devaluation expectations 
conducted by INEGI (National Institute of Statistics) show indeed that 
exchange rate devaluation expectations were high and well in , excess the pre
announced (actual) devaluation. According to this survey, since the Pacto has 
been implemented, in the first quarter of 1988, firms have systematically 
overpredicted inflation and the exchange rate devaluation (Figure 6). It, 
thus, confirms the existence of a credibility gap, i.e., people did not 
believe that the exchange rate rule and for that matter the stabilization 
strategy was going to be sustained. Even if the probability of abandoning the 
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Pacto was small, the size of the expected devaluation was large, as both 
Figures 4 and 6 illustrate. Actually, the probability of abandoning the Pacto 
mi ght indeed have been small, e.g., sufficiently small to explain that the 
Pacto is still alife, and this explains why ex-post real interest rates have 
been so high: an unscheduled devaluation would, most certainly, have turned 
ex-post real interest rates negati~e. 

However, the Cetes-Pagafes interest differential does not only capture 
devaluation expectations: it also captures an exchange rate risk premium which 
risk-averse investors demand as a compensation for exchange rate uncertainty 
(Annex 2). Which part of the interest differential is due to devaluation 
expectations and which part to an exchange rate risk premium cannot be 
observed, nor can it be read from the INEGI survey. 

In order to decompose the interest differential into the exchange rate 
risk premium and the expected devaluation components we postulated a binary 
process to characterize the formation of devaluation expectations. According 
to this process agents either expect the preannounced devaluation, or a 
discrete devaluation on top of the pre-announced one. This allows us to 
simultaneously estimate on one hand, the probability of a devaluation and, 
hence, the expected devaluation, and on the other hand, the vari ance of the 
expected devaluation and the coefficient of risk-aversion and, hence, the 
exchange rate premium (equal to the product of the variance and the risk
aversion coefficient). The actual model and the estimation methodology are 
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fully described in Annex 3. 
As expected, the coefficient of risk aversion has been positive and 

highly significant, meaning that Mexican investors have demanded a premium for 
exchange rate uncertainty. Thus, the exchange rate premium was an important 
component of the Cetes-Pagafes interest differential, i.e., not all the 
interest differential was accounted for by devaluation expectations per se. 
The significance of the exchange rate risk aversion coefficient survived 
several (though not all) specifications of the process describing the 
probability of a devaluation. 

This leads us to the next point: what factors underlied the expected 
probability of a devaluation and, hence, the expected devaluation in Mexico? 
Several specifications were tested for the 1987-1989 period. As reported in 
Annex 3 changes in the following variables have raised devaluation 
expectations: i) increases in the real level of domestic public debt; ii) 
increases in the difference between government debt with average maturity of 
one month or less and foreign reserves (or, alternatively, a lower domestic 
debt maturity); and iii) lower primary fiscal surpluses. 

I 

In a tight fiscal context as in Mexico an increase in domestic debt 
worsens the prospects for macroeconomic consistency and, hence, raises 
expectations of policy changes. In particular, this may imply an abandonment 
of the exchange rate rule. Thus, the positive impact of a higher debt stock 
on devaluation expectations (point i)). In addition, the higher the stock of 
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non-indexed debt the greater the incentive for the government to erode the 
real value of debt through the inflationary effects of an exchange rate 
devaluation. Given the Mexican devaluation/inflation experience in the 80s, 
it is likely that the higher domestic debt stock has also fed devaluation 
expectations as the perception of this risk increased. Since real domestic 
debt grew fast during the Pacto, domestic debt exerted a strong and adverse 
impact on devaluation expectat i ons and, hence, on real interest rates during 
the period. 

An increase in the level of public debt maturing in the month not 
backed by foreign exchange reserves raises devaluation expectations (point 
ii)) because it raises the probability that a sudden loss in confidence in 
economic policy (due, for instance, to political uncertainty) will prompt a 
succesful speculative run against the peso i.e., portfolio substitution of 
foreign assets for domestic public debt, and, hence, a devaluation. Note that 
in the short term, for given levels of domestic debt and foreign reserves , a 
shortening of the maturity of debt raises devaluation expectations because, 
from the portfolio substitution point of view, debt becomes a closer 
substitute of base money, i.e . , agents can rush out of debt almost as .. they can 
rush out of money. In fact, the average maturity of domestic debt was, per 
se, a significant explanatory factor (with the expected negative sign) of 
devaluation expectations. Since the average maturity of domestic debt 
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lengthened during most of the 1988-1989 period, the maturity factor has 
contributed to lower devaluation expectations and interest rates. However, 
due to foreign reserve losses and higher domestic debt, the improvement of the 
difference 'between debt maturing in the month and foreign reserves was 
relatively small, and so was their net impact on interest rates. 

Finally, a larger primary surplus signals a government's increased 
ability/committment to safeguard macroeconomic consistency and, hence, 
exchange rate policy (point iii)). Thus, growing primary fiscal surpluses 
observed during the period contributed to lower devaluation expectations and 
lower interest rates. 

In short, without higher primary fiscal surpluses and the on average 
longer maturity of debt the estimated Cetes-Pagafes interest differential 
would have been much l arger . Thus, the reduct i on o f the credibility gap 
(Figures 4 and 6) since the i nception of the Pacto can be largely ascribed to 
fiscal improvements and a lengthening of the maturity of domestic debt. 

The important role of devaluation expectations and exchange rate 
uncertainty in the determination of interest rates suggests that the 
government could have relied more in domestic debt indexation. Dollar 
indexation would have protected investors against unscheduled devaluations 
and, thus, reduce exchange rate risk premia on the interest paid by the 
government on its debt. However, debt indexation is no magic solution to the 
problem of high interest rates. As we show in the last chapter of this 
section, intense use of debt indexation could exacerbate fears of explicit 
debt repudiation, as the mechanisms of implicit debt repudiation through 
devaluation/inflation are exhausted. This leads us to the final issue in this 
chapter: explicit debt repudiation fears, e.g., through a tax on debt 
holdings, the other important factor behind high real interest rates in 
Mexico. 

Debt Repudiation Fears. 

The 1982 forced conversion of dollar bank deposits at an artificially 
low exchange rate illustrates why fears of explicit debt repudiation are not 
ungrounded in Mexico. Explicit debt repudiation premia, measured by the 
interest differential between dollar-indexed domestic public debt (Pagafes) 
and a safe foreign do l lar i nterest rate (US Treasury Bills), rose 
substantial l y during 1988 , p a rticularly in the early stages of the Pacto, 
falling thereafter , particularly towards the end of 1989 (Figure 5). 

What lies behind debt repudiation fears? Risks of debt repudiation 
hinge on the ability as well as willingness of the government to service its 
debt. A government willingness to repudiate depends largely on the reputation 
costs it faces if it defaults . These, however, are difficult to assess and 
measure. On the other hand, the ability to service public debt depends, by 
enlarge, on the net present value of current apd future primary fiscal 
surpluses. Though future surpluses are unknown, a good proxy for our analysis 
(we need not know more than private investors do in any case), is the current 
primary surplus. Domestic interest rates also matter, since they affect debt 
service, but their level is itself a reflection of the government's ability to 
service debt. 

The empirical analysis reported in ·Annex 4 confirms that current 
primary fiscal surpluses have in effect exerted a negative impact on the 
Pagafe-US Treasury Bill interest differential. Since fiscal surpluses rose 



14 

during the 1988-1989 this explains the fall in the premium of Mexican domestic 
dollar debt vis a vis US Treasury Bills during the period (Figure 5). If, for 
example, the primary fiscai surplus would have been 20 percent smaller 
explicit debt repudiation fears would have raised domestic debt interest rates 
substantially, as Figure 7 illustrates. 

Figure 7: Interest Rate Impact of a 
20 % Lower Primary Surplus. 
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To sum up, policy credi bil i ty and debt repudiation fears were crit ical 
factors behind h i gh real interest rates in Mexico. While fiscal a u steri ty 
remains at the core of the pol i cy credibi lity problem, domestic debt 
management can also help. Debt indexation can provide an insurance agai nst 
inflat i on/devaluation and, thus, reduce uncertainty premia. A longer maturity 
of debt can, by limiting substitution of foreign assets for domestic public 
assets at a given t i me, reduce deval uat i on expectations and exchange rate risk 
premia. However, these pol i c i es are not wi thout costs. Indexation can raise 
explicit debt repudiation r i sks . And lengthening the maturity of debt may 
raise average interest rates due to t he liquidity/uncertainty premium on 
l onger term debt . These debt management tradeoffs require evaluation and, 
hence, are the subject matter of the next chapter. 

2.3.4 Domestic Debt Management: Indexation and the Maturity 
Structure. 

Indexation. 
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One way to deal with high interest rates when their source is high 
inflation/devaluation expectations is to issue inflation/exchange rate
indexed domestic debt. This provides an insurance to investors, thus, 
reducing inflation/exchange rate uncertainty premia on indexed debt interest 
rates. Indexation also reduces a government's incentive to inflate/devalue 
and, thus, could lower interest rates on non-indexed debt as well. One simple 
way to assess potential gains for government of shifting from nominal to 
indexed debt is to compare the nominal interest rate on nominal debt (Cetes) 
with the nominal interest rate on indexed debt (Pagafes plus the rate· of 
preannounced devaluation). If the former is higher, and in fact was during 
most of the 1988-89 period (Figure 4), the government could reduce the cost of 
debt servicing by shifting towards indexed debt. The gains could have been 
substantial, on average 27 percentage points, in the period March 1988 to July 
1989, declining thereafter, to around 5 percentage points in early 1990. 

There actually was an increase in the share of indexed debt during the 
period. Pagafes in . hands of the non-financial private sector rose from 1 
percent of the total stock of bonds in March 1988 to 4.4 percent in December 
1988 (Figure 8). This trend was interrupted therafter, and the share of 
Pagafes more recently fell. On the other hand, inflation-indexed Ajustabonos 
(Table 1) were introduced in late 1989 and accounted for 2 percent of the 
stock of public bonds in early 1990 (Figure 8, Ajustabonos are the growing 
component of "other"). 

Table 1. Main characteristics of Government Bonds. 

Bond 

1. Ajusta-
bones 

2. BONDES 

Interest Maturity 

15 % real 3 years 
CPI indexed 
sold at 
discount 

CETES 28 days 1 to 2 years 
sold at 
discount 

Service 

quarterly 

quarterly 

3. Bones Deuda fixed long term 
(aver. 15 years) 

4. CETES sold at 28 days according 
discount to 180 days to term 

5. Pagafes dollar rate 28 days monthly 
indexed to 
controlled 
dollar rate 

6. Petrobonos indexed to 3 years (on 
oil, average) 
low interest 

Other 

BM loans 
consolidated 
Non-marketable 

dollar denomi-
nated, most 
important 
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Figure 8: Public Bond Structure. 
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Despite the increase, indexed debt did not represent a substantial 
share of public debt. This does not imply, however, that debt management was 
irrational. As the stock of indexed debt increases there is a growing risk 
that implicit debt repudiation (through inflation/devaluation) could be 
replaced by explicit debt repudiation, e.g., through a tax on debt or 
interest, particularly if fears of explicit debt repudiation are already high 
(Figure 5). Some evidence of this (substitution of implicit debt repudiation 
fears by explicit debt repudiation fears) is given by the fact that explicit 
debt repudiation fears skyrocketed, the Pagafe dollar interest rate jumped to 
32 percent in 1988, following the fourfold increase in the share of Pagafes in 
total debt that year. 

Another problem with indexation is that it may reduce the fle~ibility 
of debt management to respond to unforeseen adverse shocks through less costly 
(in terms of reputation) inflation/devaluation. 



t~ 

; 

17 

Summing up, potential gains from indexation in Mexico have been large, 
but have declined over time. Due to explicit debt repudiation fears, 
indexation can at best yield marginal interest savings. Indexation may also 
carry a cost in terms of less flexible domestic debt management. 

Lengthening the Maturity of Domestic Debt. 

The second option considered to lower interest rates is a lengthening of 
the domestic debt maturity. A longer maturity reduces the uncertainty 
surrounding frequent and high funding debt renewals and, in particular, lowers 
the probability of a succesful speculative run against the peso. The more 
debt that on average has to be renewed, i.e., the shorter the maturity, the 
less likely that the government may be able to resist foreign exchange demands 
from investors switching from debt to foreign assets without promptng a 
devaluation. However, raising the average maturity of debt usually carries a 
cost due to liquidity and uncertainty premia demanded by investors on long 
term debt. An evaluation of this trade-off, shows that Mexico could benefit, 
and has indeed benefitted in recent years, from lengthening the average debt 
maturity. 

Figure 9: Average Bond Maturity. 
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Mexico has actually lengthened the maturity of its debt in recent 
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years. The average maturity of actively traded government bonds (more than 90 
percent of domestic debt) grew substantially during 1988 and most of 1989 
(Figure 9), largely as a consequence of the introduction of medium term Bondes 
(Figure 8). Between September 1989 and March 1990 the average maturity 

I 
temporarily shortened, along with a partial decline in the share of Bondes. 
The upward trend was resumed therafter, as investors switched from 28 days 
Cetes to 90 days Cetes (since the Bank of Mexico paid the same annualized rate 
on both terms of cetes the shift signalled investors' expectations of falling 
future interest rates). 

The medium-term Bondes interest rate is adjusted every 28 days with the 
short term cetes interest rate and carries a premium over the Cetes rate 
(Table 1). This premium, which compensates for liquidity and uncertainty, may 
also reflect expectations of future interest rates, e.g., via differences with 
expected future premia. The premium has dropped from an average of 2.7 
percentage points in 1988 to 1.5 p.p. in 1989 and less than 1 p.p. in 1990, 
thus, effectively lowering the cost of switching to long term debt. 

The net effect of lengthening the average maturity of debt service has 
three components: i) the higher interest cost on swapped debt due to the long 
term debt interest premium; ii) the favorable impact on the interest rate of 
existing short term debt due to an on average longer maturity; and iii) the 
adverse impact on the long term interest premium due to the increase in the 
average maturity of debt. 

The evidence discussed in Annex 5 confirms those effects. The net 
effect of lengthening the average debt maturity (the sum of i), ii) and iii)), 
reported in Figure 10, was to lower the cost of domestic debt throughout the 
period. Despite the larger interest cost of long term Bondes instruments, and 
despite the adverse effect on the average liquidty premium of a longer 
maturity, the debt service cost of raising the average maturity was beneficial 
due to the negative effect of a longer maturity on short term interest rates. 

2 . 3.5 Summary and Conclusions 

In 1989 servicing domestic public debt was in real terms three t i mes 
more burdensome than servicing foreign public debt. High real interest rates 
were the main factor underlying the domestic debt burden. 

Several factors help to explain the high level of real interest rates 
observed in Mexico after the announcement of the Pacto in early 1988. Crucial 
among them are the expectations/risks associated with a large exchange rate 
devaluation. At the core of price stabilization in the Pacto was a fixed 
exchange rate and later on a preannounced slide of the peso against the 
dollar. This provided a nominal anchor for prices and, thus, contributed to 
lower inflation substantially from the high levels of 1986-87. However, 
financial markets did not fully believe that the exchange rate rule was 
sustainable. Hence, interest rates on peso-denominated debt carried a large 
premium over dollar-indexed debt. This made the service on domestic debt, the 
bulk of which was peso- denominated, extremely burdensome. 

Why was the exchange rate rule not credible? The following factors 
were identified .as major determinants of an unscheduled exchange rate 
devaluation: i) domestic public debt; ii) fiscal deficits; and iii) domestic 
debt maturing in the period relative to foreign reserves. Deficits and debt 
reduce policy credibility due to their negative impact on macroeconomic 
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F'igure 1 0: Gains f ram Lengthening the 
Average Maturity of Domestic Debt. 
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consistency. Without macroeconomic consistency the exchange rate rule becomes 
incredible. Foreign reserves and debt maturity also matter because they 
determine the amount of portfolio substitution between foreign and public 
financial assets which can take place in any given period without 
precipitating a devaluation. 

In this context, a higher rate of crawl of the peso against the dollar 
does not lead to higher nominal interest rates, as the higher preannounced 
rate of devaluation is offset by a lower expected devaluation above the 
preannounced level. In addition, since a higher rate of preannounced 
devaluation reduces the risk premium derived from a non-preannounced 
devaluation, real interest rates could even drop. 

Another important determinant of high domestic interest rates was the 
risk of explicit debt repudiation, e.g., through a tax on debt holdings. 
Explicit debt repudiation premia were substantial in the early stages of the 
Pacto. At the root of explicit debt repudiation risks lie private sector 
expectations about the overall solvency of the state. Higher primary fiscal 
surpluses have enhanced the perceived solvency of the state and, thus, 
contributed to lower debt repudiation risk premia over the 1988-89 period. 

Fiscal policy remains at the core of any further reductions 
in interest rates in Mexico. However, there is also room for domestic debt 
management: 
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l) Indexation. More inflation/exchange rate indexation of debt is 
desirable. Potential gains from dollar indexation, though, have to weighed 
against reduced -0ebt management flexibility. 

2) Maturity of Debt. A longer debt maturity reduces the uncertainty 
surrounding debt renewal and, thus, could reduce interest rates. This gain is 
likely to outweigh the liquidity/uncertainty premium of longer term debt. An 
empirical evaluation of this trade-off showed that Mexico has indeed 
benefitted from lengthening debt m~turity in the past. 
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3 PUBLIC POLICY TOWARDS PO~RTY ALLEVIATION 

Any assessment of poverty alleviation programs needs to start with an 
analysis of the nature and extent of poverty. This claim is more than the 

I 

cliche it sounds like. Poverty is not a one dimensional issue; the poor in 
Mexico are made up of very disparate groups that present different challenges 
for economic policy and require different alleviation programs. Section 3.1 
is therefore devoted to measurement issues, while section 3.2 presents 
evidence of poverty. The next problem is that, once the poor have been 
ident-ified, a better understanding of what i~ is that keeps them poor is 
necessary to design an effective program for poverty allevfat i on. Examples 
are rife of well intentioned but poorly designed programs that end up mostly 
missing their target groups or, sometimes, even making matters worse for those 
the program intended to help. Section 3.3 therefore discusses determinants of 
poverty, while sect i on 3.4 deals with the targeting and incentive problems 
that arise in alleviation programs. We use this discussion in the fifth and 
final section to assess existing poverty programs. 

3.1 The Extent of Poverty in Mexico: Concepts and Measurement. 

3.1.1 Concepts. 

To provide a framework for measurement, and to properly identify the 
target populations for what could potentially be different policies, we must 
ask: what is poverty? 

To answer this question, begin by observing that poverty and income 
inequality are two distinct problems. Figure 24 illustrates the point: the 
vertical axis measures yi' the income of the ith individual, while the 
horizontal ·axis measures the total population of the country (n), ordered by 
increasing income. In turn, z denotes the 'poverty line' (on which more 
below), or the income level below which a person is considered to be poor; 
finally, f(y) denotes the distribution of income. By some measures of 
inequality (e.g. the Gini coefficient) f 2 (y) is a more equal distribution of 
income than f 1 (y). Yet, by some measures of poverty, e.g. the head-count 
ratio (H = q/n), poverty is greater under f 2 (y). Policies that reduce income 
inequality may, but need not, reduce poverty. In what follows, the focus is 
on poverty. 

Next, one should distinguish between moderate and extreme poverty, a 
distinction that, while difficult to implement with great precision, has 
important policy implications. The moderately poor are those who are poor by 
society's current standards; they cannot avail themselves of what, at the 
current degree of development, are considered basic needs. They can function 
adequate l y in society, but for reasons we will explore are not able to 
translate their involvement in the economi c process into a l i ving standard 
considered socially acceptable. The extremely poor are in a fundamentally 
different situation. They are so poor that they cannot secure enough nutrition 
to function adequately; so even if opportuni ties to advance would be open to 
them, they would not be able to use them. Such a classification is very hard 
to make with a great degree of precision, but it is nevertheless an important 
one because it has major consequences for policy design. The moderately poor 



can best be helped by policies 
that widen the set of 
opportunities open to them. But 
the extremely poor would not be 
able to profit from such 
policies. Their nutritional and 
health status would first need 
to be improved enough for them 
to be able to adequately take 
part in the economic process. 

Moderate-poverty is thus 
a relative concept, while 
extreme-poverty is an absolute 
concept. People that are 
moderately poor have a health 
and nutritional status that 
allows them to participate more 
actively in the labor market; 
to take fuller advantage of 
educational opportunities; to 
have greater mobility; to bear 
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Figure 13: Poverty and Inequality 

more risk. Their poverty is relative in the sense that given the national 
wealth, they lack some goods and services that everybody should enjoy. 
Moderate poverty is relative because the country's wealth changes overtime. 
Lack of education can be seen tn Mexico in the 1990's as a condition of 
poverty. This was perhaps not the case 100 years ago. The same is true with 
lack of access to electricity. The line of moderate-poverty, as opposed to 
that of extreme-poverty, has a larger subjective component since it attempts 
to answer the question: when do people cease to be poor? Clearly, cultural 
and political issues are inexorably linked here. On the other hand, the 
extremely-poor are those unable to satisfy the most elementary of human 
material needs: proper nutrition. People that are undernourished are more 
vulnerable to disease, face higher risks of developing anthropometric 
deficiencies, are at times lethargic and, in general, are less able to lead a 
healthy life with sufficient energy to participate actively in the labor 
market. The concept of extreme poverty thus identifies a subset of households 
who, given their characteristics, need direct help to be able to fully benefit 
from the general policies designed to reduce poverty. In addition, the 
concept of extreme poverty helps to identify what benefits need to be 
delivered, where, and in what priority (see section 3.4). 

In practice, the distinction will not be clear cut. Inherent in its 
definition is a certain fuzziness: where does one draw the line and determines 
that a person cannot "function adequately"? Section 3.2 shows that 
demographic, expenditure, and other characteristics of houseqolds follow a 
continuum when households are ranked by per capita household income. 
Households with similar incomes have similar characteristics, but differences 
in these characteristics become significant as differences in income get 
larger. Hence, although low and high income households are distinct, 
households that are slightly above the line of extreme-poverty (denoted by~) 
and households that are slightly below~ are not. Yet, for operational 
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purposes policy makers need a cut-off line. The challenge is to set this line 
_ at a point where it minimizes the probability of leaving out of directly 

targeted programs truly destitute people (which is achieved by setting~ 
high), while at the same time recognizing that resource constraints and 
incentive considerations imply that not all individuals can, or should, 
receive directly targeted benefits (which is achieved by setting~ low). A 
line of extreme-poverty based on nutritional status, while not problem-free, 
is operationally useful. This is because nutritional status is closely 
associated with many of the characteristics of households that require them to 
receive direct benefits before they can fully participate in the development 
process. 

An additional remark. The discussion has centered on moderate and 
extreme-poverty as a general manifestation of lack of resources. This is 
sometimes labelled primary poverty to distinguish it from se.condary poverty. 
The latter is a condition derived from inefficiency in the use of resources: 
people that are .poor because they misallocate their income in the wrong diet, 
suffer from alcoholism or, perhaps more significant, have some form of 
physical (e.g. very old age, crippled) or psychological (e.g. mental 
retardation) problem that interferes with their productive life. Without 
negating the importance of this phenomenon, it is most likely the case that 
its quantitative relevance for Mexico is significantly lower, and that the 
policies (and institutions) required to alleviate it are also different. Here 
we focus on primary poverty. 

3.1.2 Measurement of Poverty 

Is poverty higher in Chiapas than in Hidalgo? Is extreme-poverty mostly 
rural? Political considerations aside, which regions should be targeted for 
poverty alleviation programs? Policy makers need to know the number of people 
living in moderate and extreme-poverty. But they also need to know how poor 
are the poor, where they are located, and what the regional composition of 
national poverty is. One often finds large numbers of indicators quoted in 
poverty discussions (l~fe expectancy, child mortality rates, .access to piped 
water, number of hospital beds per region, etc.). This information provides 
evidence of poverty, but is less useful for policy. To the extent that these 
indicators are highly correlated with each other, any one would suffice. To 
the extent that they are not, policy makers need to know which should guide 
resource allocation. In addition, many of these indicators confuse inputs 
with outputs: we do not really care about the number of hospital beds per 
region but about health status; longer life expectancy is a result of good 
nutrition and healthy lives. 

Measuring poverty consists of two tasks. First, a poverty line must be 
determined. Second, the poverty level of individuals has to be aggregated. 

Establishing the Poverty Line 

Two methods can be employed to set the poverty line. In the first one a 
single indicator is used (e.g. nutritional intake). In the second one a list 
of commodities considered essential is made. Given our previous discussion, 
we use access to adequate sources of nutrition as the basis for setting the 
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line of extreme-poverty. More particularly, we define the extremely-poor as 
those people who, when allocating 80% of total expenditures to food, are 
unable to purchase enough nutrients which, given age and sex, allow 
maintenance of health and performance. The required level of nutrient intake 
is set at 2250 calories per day for an adult. 

Three comments are relevant in relation to this definition. First, 
caloric intake is taken as the reference point for nutritional status. The 
bulk of the evidence shows that people that fulfill their caloric needs will 
most likely also satisfy their protein requirements. Second, it is assumed 
that there is an irreducible minimum of expenditures that needs to be 
allocated to goods other than food; it appears that this irreducible minimum 
is around 20%. Third, the target level of 2250 calories a day per adult 
equivalent is taken from WHO/FAO food adequacy standards appropriately 
modified to the climatic conditions of developing countries. Satisfaction of 
this calorie intake avoids undernutrition and permits individuals to, in 
principle, stay healthy and participate in an active life (including 
satisfactory performance of tasks in the labor market). Conversely, risks of 
severe undernutrition with permanent effects (particularly for children under 
five), above-normal vulnerability to disease, and anthropometric deficiencies 
appear when calorie intakes are, for a sustained period of time, below this 
level. 

Estimates of undernutrition in Mexico vary widely, from 20 to 50% of the 
population (cf. Lustig, 1984). Most of these estimates compare the monetary 
costs of a 'desired' reference intake of nutrients (given, in most cases, by 
an exogenously determined diet) with actual food expenditures by households. 
These estimates raise questions since few households in Mexico seem to 
allocate more than 60% of total expenditures to food items (see table A.4 in 
the Appendix): if they were so undernourished the proportion of total 
expenditure allocated to food would be higher (as it occurs in many other 
LDC's). Given these difficulties, a strong case can be made for measuring 
undernutrition using anthropometric indicators like height for age and weight 
for height. Unfortunately, the available evidence of undernutrition is not 
systematic, although there are signs that it does exist1 • 

It is difficult to put together these conflicting pieces of evidence and 
to ascertain the significance of undernutrition in Mexico. But three points 
can be made: first, a sharper distinction between under and malnutrition is 
required. Undernutrition reflects lack of resources to buy adequate amounts 
of food; malnutrition reflects improper choice of food given incomplete 
information on the part of the consumer and other problems of the environment. 
The policy implications differ. Second, systematic data on nutrition~l status 
in Mexico that differentiates between under and malnutrition is needed. Until 
such evidence is gathered there is a risk that resources for poverty 
alleviation be targeted to the wrong population, or wrong poficies applied to 
the right population. Third, pending such evidence, second-best methods to 

1 For example, in 1988 14% of Mexican children showed below normal weight 
for age, 15% of all babies show low birth weights, and 30% of women of 
reproductive age are underweight (World Bank (1990a)). 
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determine the poverty lines must be found. Before we discuss these methods, 
we turn to describe the construction of operational poverty indices. 

Poverty Ind-ices 

Assume that, notwithstanding all the problems mentioned before, one has 
arrived at monetary measures of poverty lines. Denote by~ the monetary line 
of extreme-poverty; this is the minimum income required for a household of 
given age and sex composition, and the environment in which it lives, to 
purchase sufficient food to avoid undernutrition. Denote by z2 the monetary 
line of moderate poverty; this line exceeds the line of extreme-poverty by the 
cost of the necessities beyond those included in~ that society deems 
everybody should in principle have access to. Given a poverty line(~ or z2), 
it is necessary to aggregate the level of poverty of different individuals. 

An index of poverty that can serve as a summary statistic about the 
level of poverty is useful because: one, it can provide quantitative answers 
to the questions posed at the beginning of sub-section 3.1.2. Two, it can 
help determine how poverty changes overtime; a poverty program needs to 
monitor how much progress is being made, and tracking an i ndex of poverty is a 
simple and practical way of systematically doing this. Three, it can help to 
rank regions in the allocation of resources for poverty (cf. section 3.4.4). 
Of course, a single index may fail to be a sufficient statistic of all 
dimensions of poverty: unavoidably, relevant information gets lost in the 
aggregation process. 

An index of poverty should satisfy two desirable axioms. First, 
monotonicity: given other things, a reduction in the income of a poor 
household must increase the poverty index. Second, transfer: given other 
things, a pure transfer of income from a poor household to any other household 
that is richer must increase the poverty index. 

The poverty index most 
commonly used is the head count 
ratio: the percentage of the 
population below the poverty line. 
But this measure fails to satisfy 
both axioms. This can be understood 
with the help of figure 25 which , 
like figure 24, presents hypothetical 
income distributions. Note that in 
both cases the number of people 
living in poverty is the same, so 
that both distributions have the same 
head-count rat i o (H = q/n). Yet, it 
is intuitive that the poverty 
situations described by these 
distributions are different: clearly, 
f 2 (y) is better in the sense that the 
poor are, all of them, less poor than 
in f 1 (y). Yet, the head-count ratio 
would not indicate this.· Moreover, 
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Figure 14: Head counts miss the 
severity of poverty 
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if the income of any poor household (or all!) increased, but still remained 
below the poverty line z, the _head-count ratio would remain invariant. 
Evidently, however, poverty would be less. 

A different phenomenon can be illustrated going back to distribution 
f 2 (y) in figure 24. The poverty level of all people below z is not the same. 
Those close to q 2 are almost non-poor, while those close to the origin are the 
poorest of all. Yet, the head-count ratio provides no information about 
this. _ Statements like "x number of Mexicans .are poor" or "y % of Mexicans are 
living in poverty" are therefore only partly useful, The ~roblem with the 
head-count ratio is that it says nothing about the severity (or depth) of 
poverty nor about the distribution of poverty. 

A poverty index that incorporates these concerns is given by2 : 

q 
P(a,z) = 1/n l: 

i=l 

a 

for a~ O. 

where g. = max ((z - yi), OJ is the poverty gap of the ith individual and q is 
l. 

the number of individuals for which gi > 0. The parameter a measures 
societies' aversion to poverty; as it increases greater weight is attached to 
the poverty gap ~f the poorest individuals. It can be shown that for special 
values of a this index yields various well-known poverty measures. In 
particular, for a= 0 P(.) collapses to the head-count ratio, while for a= 1 
P(.) collapses to the income-gap ratio (normalized by the head-count ratio). 
For a= 2 P(.) satisfies the monotonicity and transfer axioms, and as a result 
we use it as the index of poverty in the remainder of this report. In 
addition, t .his poverty index is additively decomposable, with population 
shares as weights. Hence, the national poverty index can be decomposed into 
the sum of the poverty indices of its various regions (states, municipios or 
any other desired regional classification). These regional poverty indices, 
denoted by Pj(.), can in turn provide a measure of the% contribution of each 
region to national poverty, denoted by Tj (as in tables 1 and 2). Thus a 
geographical poverty profile is constructed; this provides key information to 
identify target regions for poverty programs (see section 3.4 below) 3 • 

2 The appendix to this chapter contains more details on the construction 
of these poverty indices, as well as references to the literature. · 

3 Previous work in Mexico on the measurement of regional poverty was 
carried out by Coplamar (1985c), who computed an 'index of marginalization' 
for each region based on nineteen socioeconomic indicators. In a background 
paper for this report it is argued that the index of marginalization suffers 
from some conceptual problems, which raise doubts about its usefulness for 
policy (see Levy (1990). 
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3.2 A Quantitative ,Assessment of Poverty in Mexico 

3.2.1 Data: the Income-Expenditure Survey of 1984 

The most recently available income-expenditure survey (IES) is for 1984. 
About 5,000 households (the unit of observation) during each trimester of 1984 
were surveyed. The sample was designed to cover all states of the country; 
see table A.l in the Appendix to this report for a summary of the number of 
households surveyed in each state and region. Note that there are eleven 
states where rural households were·not surveyed. _ Three observations are 
relevant. 

One, the IES does not directly distinguish between urban and rural 
areas. Rather, households are grouped into 'high' and 'low' density areas. 
The former are municipios with at least one of the following characteristics: 
(i) at least one locality with more than 15,000 inhabitants, (ii) a total of 
more than 100,000 inhabitants, (iii) be the capital of the state, or (iv) be 
part of any of the twelve largest metropolitan areas of the country. In this 
report we use 'low' ('high') density areas as equivalent to rural (urban) 
areas. Two, the IES makes explicit allowance for own-consumption. For each 
of the 14 expenditure categories considered (food, transportation, clothing, 
housing, medicines, etc.) data was gathered to evaluate the monetary value of 
consumption from household own production, and from non-monetary payments and 
gifts: The sum total of monetary expenditures plus the monetary equivalent of 
own-consumption and gifts was considered as total expenditure. Three, as is 
generally the case with IES, income seems to be underreported. This, together 
with consumption smoothing considerations, suggests using total expenditures 
rather than reported income as the relevant variable (including the monetary 
value of own-consumption). Thus, while for expositional convenience we refer 
to the variable y. as total income, expenditures is the proxy variable used. 

i 

Before turning to the measurement of~ and z2, we discuss two 
adjustments made to the data. The first concerns inflation. 1984 was a 
period of substantial inflation in Mexico (49.5% according to the CPI), 
implying that the average nominal values of income and expenditure for the 
beginning of the year were lower than for the end of the year. Fortunately, 
the IES included information on the specific date on which a household was 
surveyed, allowing the application of appropriate deflators to express all 
monetary flows in prices of January of . 1984. The second concerns the unit of 
observation. Since household size is not the same across income levels, a 
measurement based on household income is an inaccurate reflection of 
individual poverty. Moreover, since lower income households are larger (see 
below), estimates based on household incomes underestimate poverty. To 
correct for this phenomenon, we rank households on the basis of per capita 
household income, obtained by dividing the income level .of each household by 
household size, and measure poverty at the level of the individual. 

3.2.2 Quantifying the Lines of Moderate and Extreme-Poverty. 

To construct~ and z2 we use the Coplamar (1983) study on basic needs, 
where the annual cost of a basket of necessities for an average family of 4.9 
members, made up of 2.7 adults (older than 15 years of age), 1.66 children 
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(between 3 and 14 years of age) and 0.47 babies is calculated. Coplamar 
followed a three part procedure to construct this basket, labelled the 
'Canasta Normativa de Satisfactores Esenciales', CNSE. First, it used the 
expenditure patterns of households in the seventh income decile of the 1977 
IES. Second, it added a few additional goods that were deemed essential 
considering " •. the rights that the national laws grant to the population, 
their expectations and the objective necessities that society imposes .. " 
(Coplamar, 1983, p. 133; our translation and emphasis). Third, the costs of 
food and housing were obtained from separate studies also elaborated by 
Coplamar (1985a, 1985b). In particular, the food component consisted of two 
parts:(i) the cost of a basket of food that satisfied exogenously given 
nutritional requirements computed by Coplamar, and (ii) the cost of other food 
items also consumed by households in the seventh decile. 

In this report we 
other hand, to set~ we 
constructed nutritional 
augment this value by a 
these calculations. 

take the monetary cost of the CNSE as z2. On the 
only use the monetary cost of the exogenously 
basket4 and, following our previous discussion, 
factor of 25%; table A.2 in the Appendix summarizes 

3.2.3 Socioeconomic Characteristics of Households. 

To study household characteristics we classify them by location and 
income level. In particular, 20 groups of households are constructed in 
intervals of 5% of the total sample ordered by per capita household income; 
within each group, households are divided into urban and rural (see figure 
26). The Appendix to this report contains detailed tables with households' 
demographic (table A.3), expenditure (table A.4), income (table A.5) and 
occupational characteristics (table A.6). Here we summarize the main 
'stylized facts', and in section 3.4 link these facts to behavior and policies 
for the poor. 

Three demographic characteristics merit attention. One, there are sharp 
differences in household size across income levels, but not along rural-urban 
lines. Poorer households are significant~y larger tha~ the average, and have 
both a larger absolute number of children (individuals under 12 years of age) 
and a larger proportion of children in the household. Two, poorer households 
have a smaller share of income earners. Differently put, the dependency ratio 
-the number of people who do not work over total household size- is highest 
for poorer households. Three, average education of the household head 
increases steadily with income, and within each household group is always 
higher for urban households. 

4 The food basket was labelled the Canasta Normativa Al~mentaria, CNA, 
(or Normative Food Basket), and is composed of 34 items that satisfy a minimum 
of 2082 calories and 35.1 grams of protein per day for an adult. In fact, 
Coplamar constructed 15 different baskets that satisfied the minimum 
requirements of calories and proteins but varied in the number of food items 
included and the composition of the nutrients (animal vs. vegetal). The 
chosen CNA was not the least cost diet, exceeding the minimum by 36%. 
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Figure 15: The allocation of poverty 

With respect to the allocation of expenditures we note: one, even for 
the poorest households the share of monetary expenditures devoted to food and 
beverages is around 60%. Two, even at the lowest income levels a significant 
portion of expenditures (between 15 and 20%) is allocated to items other than 
food, shelter and clothing. Tnree, as expected, the food share declines as 
income increases. Relevant income characteristics are: one, within each 
household group, mean household income is always lower for rural households. 
Two, for all groups a significant share of income derives from 'imputed' 
sources, although the nature of this imputed income is different for each 
group. Three, transfers -which in the IES include migrant remittances- are a 
relatively less important source of income for the poorest households. Four, 
income from own business is, in each household group, relatively more 
important for rural than urban households. Conversely, in each household 
group wage income is relatively more important for urban than rural 
households. Since the majority of the poorest households are rural (see 
figure 3 and table 1 below), it becomes clear that wage income is not the most 
important source of earnings for the poorest groups. 

Finally, we highlight three occupational characteristics: one, the 
largest number of the poorest head of households work as self employed in the 
rural areas (almost 40%), with the next category being agricultural worker 
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(21%). Although there is no direct information, self employed workers in the 
rural areas are most probably small scale agricultural producers (but note 
that other activities like handicrafts are also included here); hence, even 
owners of some land are among the very poor. Two, if we take the lowest three 
household groups as constituting the extremely-poor (see section 3.2.4. 
below), and if we take self employment and employers with one to five 
employees in the rural areas to be mostly small scale agriculture, and add to 
this agricultural workers, then 63% of all extremely-poor household heads are 
principally engaged in agriculture. Three, while the urban poor constitute 
the minority of the extremely-poor (31% of the three lowest household groups), 
their main occupation is either as non-agricultural workers or self-employed 
(28%). 

3.2.4 Estimates of Moderate and Extreme-Poverty 

Poverty indices P(a,z) for a= 0,1,2 and z = ~, z2 are presented in 
tables 1 and 2. The poverty indices are decomposed along states and, within 
each state, along urban-rural l i nes. 

Table 1 lists indices of extreme-poverty. Consider first the case when 
a= 0, the simple head-count ratio. This index indicates which share of the 
population is poor, but not hqw poor nor how poverty is distributed. The 
table shows that: (i) 19.5% of the sample population could be classified as 
extremely-poor, (ii) of the total number of extremely-poor, almost 67% (= ~ 
T.(.) for j E rural) were living in the rural areas. When correction is made 
f5r the depth of poverty, a= 1, the proportion of extreme-poverty accounted 
for by the rural population increases to 72.8%. Finally, when account is made 
of the distribution of poverty , a= 2, the proportion of extreme-poverty 
accounted for by rural groups increases to 76.6%. The fact that the share of 
rural extreme-poverty increases as we go to higher order indices indicates 
that not only is extreme-poverty mostly a rural phenomenon, but the poorest of 
the extremely-poor are almost all in the rural areas. 

Each region's contribution to national extreme-poverty follows from the 
values of T . . Note that indices are computed for the urban and rural regions 
of each state, and not for the state as a whole. Note also that since the 
sample did not include rural households in 11 states (see table A.l in the 
appendix), the associated indices P . (.) and T . (.) could not be computed. With 
these qualifications, some observations can bi made. Based on the head count 
ratio (a= 0), one finds, first, that in no less than twelve states more than 
one third of the rural population in that state is extreme-poor. These states 
are: Chiapas, Chihuahua, Guanajuato, Hidalgo, Jalisco, Morelos, Puebla, 
Queretaro, Quintana Roo, San Luis Potosi, Veracruz and Zacatecas. Subject to 
problems due to possibly faulty sample design, we find, contrary to general 
opinion, that extreme-poverty is not geographically concentrated in the South 
and South-West regions of Mexico. There are pockets of extreme-poverty 
throughout the whole country. Second, for each state the proportion of 
extremely-poor is always greater in the rural than in the urban areas. Third, 
less than 3% of the population of the Federal District is extremely-poor; its 
contribution to national extreme-poverty, T9 , is less than 1%. 
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Consider now the geographical distribution of extreme-poverty when a> 
0, in particular, when a= 2. In this case extreme-poverty becomes more 
concentrated: the contribution made by Chiapas to national poverty increases, 
as does the' contribution, for instance, of the rural areas of Chihuahua (a 
state not generally thought of as being very poor). At the same time, note 
that the index for the rural areas of Oaxaca is not among the highest; there 
are thirteen other states whose rural areas have a higher extreme-poverty 
index. Thus, while a large share of the rural population of Oaxaca is 
extremely-poor (P.(0,~) = 0.29], they are relatively better off than the 
extremely-poor ofJthe rural areas of states like Tamaulipas, San Luis Potosi 
and Hidalgo. Note also the significant increase in the contribution made by 
rural households in Queretaro to total extreme-poverty, from 3.7% to 7 . 0%. 
Conversely, the contribution of the Federal Di strict to national poverty falls 
from 0.9% to 0 . 3%. This illustrates the importance of appropriate weighting 
and the misleading picture that can be obtained from the simple head-count 
ratio: at least in the case of Mexico there are sharp differences in the level 
of poverty among the extremely-poor. 

It is important to note that for three reasons the above measures 
overestimate extreme-poverty. One, as already remarked, the Canasta Normativa 
Alimentaria, which accounts for 80% of~, is not the least cost diet to give 
2,082 calories and 35.1 grams of protein per day (see footnote 3 above). Two, 
the measures of individual poverty are based on per capita household income, 
and while as seen above poorer households are larger, they also have a more 
children, requiring a conversion into adult equivalent income levels. Three, 
the existence of economies of scale in consumption reduces income requirements 
for larger households. Aside from this potential for overestimation, there is 
an additional source of bias in the measurements that arises from differences 
in relative prices across regions, since in these circumstances the same 
monetary income may translate into different consumption levels. It is left 
for further research to determine how significant these omissions are. 
However, until additional evidence is available, the extremely-poor identified 
here are the individuals we assume to be most in need. Additional l y, it is 
clear that these households have different characteristics, particularly with 
regards to key variables like fertility, ~ousehold size and dependency ratios. 

Table 2 presents the values for P(a, z2). We note, first, that if the 
CNSE is accepted as the appropriate reference point, 81.2% of the population 
would be classified as moderately poor. While moderate poverty is a · 
subjective concept, such a large number calls into question the components of 
the CNSE (and of other studies that have also used the CNSE as a reference 
point) . Second, some interesting patterns still emerge. In particular, when 
a= 0 the urban areas account for the largest sh~re (58%) of national poverty, 
but that the Federal District, despite having the largest concentration of 
urban population, only accounts for 5% of national moderate poverty. When a= 
2 these proportions are reversed, with the rural areas accounting for 53% of 
moderate poverty (with the share of the Federal District falling to less than 
3%) . As with extreme-poverty, when account is taken of the depth and 
distribution of moderate poverty the rural areas come to the forefront. 

To sum up, based on the 1984 IES: (i) at most 19.5% of the population 
was below the line of extreme-poverty, (ii) the extremely-poor are mostly 
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located in rural areas, (iii) the poorest of the extremely-poor are also found 
mostly in rural areas, (iv) there are pockets of extreme-poverty throughout 
the whole country, not only the South and South-West, (v) the extremely-poor 
have very large families, have the largest share of children, the highest 
dependency ratio and the lowest educational levels, (vi) not even the 
extremely-poor allocate more than 60% of total monetary expenditures to food, 
(vii) most of the extremely-poor are in agricultural activities, (viii) the 
urban extremely-poor are relatively better off than the rural, but have· 
similar demographic, expenditure and educational characteristics5 , 

5 The sensitivity of poverty indices to a 10% under or overestimation of 
the poverty lines was also analyzed. In addition, to capture seasonal issues, 
poverty indices for each trimester were calculated. The main conclusion is 
that at least at this level of aggregation relative rankings of poverty are 
not sensitive to small changes in z or to seasonal factors; see tables A.7 and 
A.8 in the Appendix. 
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Table 1 

Indices of Extreme-Poverty 

a = 0 

State 
pj Tj 

Rural Urban Rural Urban 

01 Aguascalientes *. 0 . 1055 * 0.0051 
02 Baja California Norte * 0.1754 * 0.0013 
03 Baja California Sur * 0.0169 * 0.0007 
04 Campeche * 0.0324 * 0.0023 
05 Coahuila * 0 . 0869 * 0.0095 
06 Colima 0.1557 0.0487 0.0145 0.0021 
07 Chiapas 0.5691 0 . 1155 0.0939 0.0082 
08 Chihuahua 0.3884 0.0563 0.0367 0.0079 . 
09 Distrito Federal * 0.0270 * 0.0095 
10 Durango * 0.1088 * 0.0045 
11 Guanajuato 0.4299 0.2332 0.0502 0.0300 
12 Guerrero * 0.2361 * 0.0206 
13 Hidalgo 0.3853 0.1866 0.0197 0.0077 
14 Jalisco 0.3883 0 .1114 0.0180 0.0297 
15 Mexico 0.2414 0.0468 0.0354 0.0132 
16 Michoacan 0.1753 0.3038 0.0086 0.0385 
17 Morelos 0.5747 0.1081 0.0374 0.0052 
18 Nayarit * 0.1026 * 0.0039 
19 Nuevo Leon 0.0799 0.0457 0 . 0026 0.0116 
20 Oaxaca 0.2997 0 . 1095 0 ~0156 0.0047 
21 Puebla 0.3374 0. 1 677 0.0396 0.0194 
22 Queretaro 0.6803 0.2421 0 . 0371 0.0200 
23 Quintana Roo 0.3864 0.0770 0 . 0221 0.0031 
24 San Luis Potosi 0.6650 0.0517 0.0426 0.0023 
25 Sinaloa 0.0474 0 . 0812 0 . 0041 0.0070 
26 Sonora 0.1692 0 .1164 0 . 0149 0.0143 
27 Tabasco * 0.0304 * 0.0012 
28 Tamaulipas 0.2795 0.0511 0.0388 0.0050 
29 Tlaxcala 0.2857 0.1076 0.0166 0.0046 
30 Veracruz 0.4026 0.0879 0 . 0907 0.0135 
31 Yucatan * 0.0603 * 0.0024 
32 Zacatecas 0.4144 0. 2 708 0 . 0296 0.0223 

Total 0.1951 0 . 6689 0.3311 

(continued) 
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(table 1, continued) 

a = 1 a = 2 
s 
T 
A 

T pj Tj p, T , 
E 

J J 

Rural Urban Rural Urban Rural Urban Rural Urban 

.01 * . 0.0177 * 0.0028 * 0.0052 * 0.0019 
02 * 0.0030 * 0.0007 * 0.0010 * 0.0006 
03 * 0.0117 * 0 . 0016 * 0.0087 * 0.0026 
04 * 0.0049 * 0.0011 * 0.0010 * 0.0005 
05 * 0.0221 * 0.0079 * 0.0088 * 0.0072 
06 0.0361 0.0114 0.0110 0.0016 0.0113 0.0046 0.0079 0.0015 
07 0.1875 0.0229 0.1016 0.0053 0.0865 0.0069 0.1065 0.0036 
08 0.1667 0.0191 0.0518 0.0088 0.1000 0.0091 0.0706 0.0095 
09 * 0.0045 * 0.0052 * 0.0011 * 0.0030 
10 * 0.0231 * 0.0031 * 0. 0104 * 0.0032 
11 0.1398 0.0669 0.0537 0.0283 0.0610 0.0260 0.0532 0.0250 
12 * 0.0568 * 0.0163 * 0.0217 * 0.0141 
13 0.1226 0.0613 0.0206 0.0083 0.0550 o. 0271 0.0210 0.0083 
14 0.1287 0.0204 0.0196 0.0178 0.0584 0.0063 0.0202 0.0125 
15 0.0799 0.0106 0.0384 0.0098 0.0364 0.0034 0.0398 0.0072 
16 0.0420 0.1003 0.0068 0.0418 0.0153 0.0438 0.0056 0.0414 
17 0.1844 0.0210 0.0395 0.0033 0.0824 0.0054 0.0400 0.0019 
18 * 0.0201 * 0.0025 * 0.0051 * 0.0015 
19 0.0195 0.0095 0.0021 0.0080 0.0084 0.0034 0.0021 0.0065 
20 0.0837 .0.0218 0.0143 0.0031 0.0332 0.0062 0.0129 0.0020 
21 0.0838 0.0424 0.0323 0.01.61 0.0310 0.0147 0. 0272 0.0127 
22 0.2969 0.0656 0.0532 0.0179 0 .1728 0.0258 0.0703 0.0159 
23 0.1385 0.0190 0.0260 0.0025 0.0650 0.0088 0. 0277 0.0026 
24 0.2537 0.0142 0.0535 0.0021 0 .1177 0.0062 0.0563 0.0021 
25 0.0080 0.0171 0.0023 0.0049 0.0018 0.0070 0.0012 0.0045 
26 0.0494 0.0247 0.0143 0.0099 0.0195 0.0078 0.0129 0.0071 
27 * 0.0055 * 0.0007 * 0.0024 * 0.0007 
28 0.1115 0.0144 0.0509 0.0046 0.0593 0.0052 0.0614 0.0038 
29 0.0546 0.0308 0.0104 0.0043 0.0182 0.0115 0.0079 0.0036 
30 0.1341 0.0221 0.0992 0. 0111 0.0582 0.0086 0. 0977 0.0099 
31 * 0.0173 * 0.0023 * 0.0059 * 0.0018 
32 0 .1118 0. 0672 0.0263 0.0182 0.0438 0.0252 o . on4 0.0155 

Total 0.0594 0.7280 0.2720 0.0262 0.7658 0.2342 

* No households were surveyed in this region 
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Table 2 

Indices of Moderate Poverty 

a = 0 

state 
pj Tj 

Rural Urban Rural Urban 

01 Aguascalientes * o. 8714 * 0.0101 
02 Baja Cal i fornia Norte * 0 . 4423 * 0 . 0077 
03 Baja Cal ifornia Sur * 0.7108 * 0.0070 
04 Campeche * 0 . 7592 * 0.0129 
05 Coahuila * 0.7301 * 0.0191 
06 Colima 0 . 9201 0 . 8213 0.0206 0.0084 
07 Chiapas 0 . 9813 0 . 7757 0.0389 0 . 0132 
08 Chihuahua 0.9089 o. 7211 0.0207 0.0242 
09 Distrito Federal * 0.6175 * 0.0523 
10 Durango * 0 . 8057 * 0 . 0079 
11 Guanajuato 0.9663 0 . 8345 0.0271 0.0258 
12 Guerrero * 0.8865 * 0.0186 
13 Hidalgo 0.9159 0.8224 0.0113 0 . 0082 
14 Jalisco 0.9519 0.7619 0.0106 0 . 0487 
15 Mexico 0.8973 0.7373 0.0316 0.0498 
16 Michoacan 0.8874 0.8758 0.0105 0.0267 
17 Morelos 0.9935 0.7726 0.0156 0.0089 
18 Nayarit * 0.8474 * 0.0078 
19 Nuevo Leon 0 . 7765 0.6869 0.0061 0.0421 
20 Oaxaca 0 . 9378 0.7614 0.0118 0 . 0079 
21 Pueb l a 0.9469 0 . 8608 0.0267 0.0239 
22 Queretaro 0.9756 0.7836 0.0128 0.0156 
23 Quintana Roe 0.9274- 0.8035 0.0127 0.0077 
24 San Luis Potosi 0.9585 0.6550 0.0148 0 . 0070 
25 S i naloa 0.8809 0.8862 0.0185 0.0184 
26 Sonora 0.8549 0.7794 0.0182 0.0229 
27 Tabasco * 0. 7196 * 0 . 0067 
28 Tamaulipas 0 . 8660 0 . 6636 0.0289 0 . 0156 
29 Tlaxcala 0.9744 0 . 7409 0.0136 0 . 0076 
30 Veracruz 0.9466 0.6896 0.0512 0 . 0254 
31 Yucatan * 0.7012 * 0.0068 
32 Zacatecas 0 . 9144 0. 8772 0.0157 0 . 0173 

Total 0.8119 0.4178 0.5822 

(continued) 
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(table 2, continued) 

a = 1 a = 2 
s 
T 
A 
T pj T, P. T, 
E 

J J J 

Rural Urban Rural Urban Rural Urban Rural Urban 

01 * 0.4362 * 0.0090 * 0.2556 * 0.0079 
02 * 0.1630 * 0.0050 * 0.0815 * 0.0038 
03 * 0.2762 * 0.0048 * 0.1357 * 0.0036 
04 * 0.3315 * 0.0099 * 0.1797 * 0.0081 
05 * 0.3495 * 0.0162 * 0.2090 * 0.0146 
06 0.5066 0.4210 0.0201 0.0076 0.3226 0.2445 0.0193 0 . 0067 
07 0.7318 0.4376 0.0514 0.0132 0.5679 0.2795 0.0602 0.0127 
08 0.6045 0.3016 0.0243 0.0179 0.4480 0.1648 0. 0272 0.0148 
09 * 0.2532 * 0.0379 * 0.1314 * 0.0297 
10 * 0.4059 * 0.0071 * 0.2448 * 0.0065 
11 0.6776 0.4776 0.0337 0.0262 0.5040 0.3212 0.0379 0.0266 
12 * 0.5209 * 0.0193 * 0.3495 * 0.0196 
13 0.6047 0.4683 0.0132 0.0082 0.4415 0.3180 0.0145 0.0084 
14 0.6438 0.3769 0.0127 0.0427 0.4691 0.2253 0.0140 0.0385 
15 0.5340 0.3353 0.0333 0.0401 0.3618 0.1856 0.0341 0.0335 
16 0.4990 0.5491 0.0104 0.0296 0.3205 0. 3872 0.0101 0.0315 
17 0.7275 0.4049 0.0202 0.0082 0.5623 0.2480 0.0235 0.0076 
18 * 0.4223 * 0.0069 * 0.2532 * 0.0062 
19 0.3953 0.3312 0.0055 0.0359 0. 2411 0.1896 0.0051 0.0311 
20 0.6005 0.4191 0.0133 0.0077 0.4211 0.2583 0.0141 0.0072 
21 0.6263 0.4883 0.0312 0.0241 0.4456 0.3180 0.0336 0.0237 
22 0. 7712 0. 4611 0.0179 0.0162 0.6320 0.3173 0.0222 0.0169 
23 0.6365 0.3949 0.0155 0.0067 0.4703 0.2341 0.0173 0.0060 
24 0 . 7351 0.3325 0.0201 0 . 0063 0.5919 0.2039 0.0244 0.0058 
25 0.4409 0.4179 0.0164 0.0154 0.2512 0.2386 0.0141 0.0133 
26 0.4646 0.3880 0.0175 0.0202 0.2989 0.2363 0 . 0170 0.0186 
27 * 0.3777 * 0.0062 * 0.2246 * 0.0056 
28 0.5529 0. 2971 0.0327 0.0124 0.3955 0.1647 0.0353 0.0104 
29 0.6307 0.3687 0.0156 0.0067 0.4387 0.2219 0.0164 0.0061 
30 0.6505 0.3439 0.0623 0.0224 0.4813 0.2069 0.0697 0.0204 
31 * 0.3484 * 0.0060 * 0.2129 * 0.0056 
32 0.6194 0.5135 0.0188 0.0180 0.4559 0.3495 0.0209 0.0185 

Total 0.4586 0.4860 0.5140 0.3037 0.5307 0.4693 

* No households were surveyed in this region 
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3.3 Determinants of Poverty 

This section discusses the determinants of poverty. The central 
hypothesis is that lagging rural and agricultural development lies at the root 
of Mexican poverty. Independently of the geographical distribution of the 
extremely-poor, this hypothesis is important in a behavioral sense: urban 
poverty is not only quantitatively less important, but is to a large extent a 
reflection of rural poverty, as migration is a key mechanism through which the 
rural poor attempt to reduce their income di~ferences vis-a-vis the rest of 
the population. The poverty profiles of section 3.2 showed that the 
extremely-poor, aside from being located mostly in the rural areas and having 
the lowest levels of education, ·derive most of their earnings from self 
employment and wage labor, presumably in agriculture and related activities. 
An obvious implication is that to study the determinants of poverty we must 
analyze what determines the returns to unskilled labor and land --the main 
assets owned by the poor. The returns to land and to unskilled labor depend 
on: (i) government policies broadly defined to include pricing, intra and 
inter-sectoral resource allocation, and (ii) the institutional environment in 
which agents make their decisions. Given its importance, most of this section 
is devoted to intra-rural policies, including a brief discussion of the 
institutional framework (sub-section 3.3.1). However, we also briefly mention 
inter-sectoral and macroeconomic policies (sub-sections 3.3.2 and 3.3.3). 

3.3.1 Problems of Rural and Agricultural Development 

For a substantial period of time Mexico's agriculture was a success 
story. As argued by Yates (1981), between 1940 and 1965 agricultural output 
in Mexico increased at an average annual rate of 5.7%; and while population 
growth was substantial, output per capita increased over 2% annually during 
this time. Various factors account for this magnificent performance, but two 
need to be singled out: one, there was an increase in the extensive margin, 
with harvested area growing at about 3% annually from 1940 to 1960. Two, 
technical change generated an increase along the intensive margin with yields 
growing at about 2% annually. Irrigation, the development of high-yielding 
varieties, and increased use of fertilizers also allowed to diversify crop 
choice. Yates estimates that about 1% of agricultural growth was accounted 
for by a switch towards higher value crops. 

As of the· mid-1960's this performance deteriorated, however. Between 
1967 and 1980 agricultural output grew at an annual average rate of 2.6%, less 
than the growth rate of population (around 3.5% at that time); since then 
agricultural growth has slowed down even more: between 1982 and 1987 output 
grew 1.6% annually on average. This slowdown is a complex phenomenon but four 
causes can be singled out. First, the extensive margin was exhausted; 
harvested area peaked in 1966. Second, public sector investment in irrigation 
projects diminished, which partly reduced the potential for growth along the 
intensive margin: only by switching towards higher value crops could 
agricultural growth be enhanced. Third, the terms of trade between 
agriculture and industry turned increasingly against agriculture: " .. the 
price/cost relationship began to deteriorate just at a time when it was 
becoming more expensive per acre to bring additional land into cultivation" 
(Yates, p. 65). Fourth, private investment in agriculture fell. 
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Aside from price and public investment policies, regulations and 
institutions in agriculture also play a key role. In particular: (i) the land 
tenure sys~em divides agriculture in two separate forms of tenure, private and 
ejido agriculture, and (ii) a complex system of regulations applies to the use 
of land, labor and credit in both types of agriculture. In private 
agriculture there are limitations to the size of land holdings, so that entry 
is limited; restrictions apply also to the uses of land6 . In ejido 
agriculture land cannot be sold, mortgaged or ren;ed; apdit~onal restrictions 
apply to sharecropping and other the uses of land. 

A full analysis of these institutions is beyond the scope of this 
report, but some remarks are necessary since they are key determinants of 
earnings in the rural areas. Attention focuses not only on the ejido-private 
agriculture dichotomy, but al~o on other regul~tions that bear on the rural 
sector. It is this combination of regulations and land tenure institutions 
that hurts the poor8 • Unfortunately, however, it is very difficult to discern 
which individual regulations are more binding than others. The difficulty in 
identifying the relative importance of each regulation stems from the lack of 
empirical studies, and from the fact that these regulations have been in place 
simultaneously and across very different regions. In addition, some 
regulations (particularly on sha~ecropping and renting out of ejido land) are 
often by-passed; this probably varies from region to region and on the 
political 'climate' that determines when and how carefully the law is 
enforced9 • Thus, it is probably the case that at times the regulations on 
credit to the ejido have been the major deterrent to agricultural growth. But 

6 For example, private farmers may own a maximum of 100 hectares of 
irrigated land, but up to 150 if they grow cotton, and up to 300 - if the land 
is used for coffee, sugarcane, grapes and other fruit trees. They may own 
more land if it is not irrigated, or if it is used for cattle-grazing. But 
land used for cattle-grazing cannot be used for crops. 

7 See Yates for a description of the legal framework, of the incentive 
problems it creates, and of the amazing array of restrictions and regulations. 
Since then some modifications have been made to the agrarian laws, although it 
appears that the main impediments and contradictions remain (Heath (1990)). 

8 In this section we focus our attention on those factors that have 
historically been present in the rural sector and are associated with the 
poverty profiles described in section 3.2. As we point out below, some 
progress has been made in reforming rural institutions. But these changes 
have occurred very recently, so that their effect on rural poverty will only 
be felt in the future. 

9 "Although, in spite of the law, renting is currently widespread, it is 
reasonable to argue that, in the absence of any ban on leasing, the incidence 
of this practice would be even greater: there are pressumably a number of 
ejidatarios (particularly those on bad terms with the ejido leadership) who 
are deterred from renting by the prospect that their parcels may be 
confiscated" (Heath, p.11). 
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at other times restrictions on sharecropping and rental have probably played a 
key role limiting rural incomes, while yet in other cases it is the absence of 
invesment which has been the limiting factor (which in turn might be depressed 
due to unce~tainty or to deteriorated terms of trade). We turn to four 
issues that merit discussion. 

One, restrictions on the use of (private and ejido) land imply the 
absence of a mechanism to equate the marginal productivity of land across 
different uses, and creates potential ineffi~iencies. In private agriculture 
land (particularly in large farms) can at times not be switched acros~ 
different uses. In ejido agriculture land cannot be rented or exploited 
through sharecropping and other tenancy arrangements. This need not imply 
that ejido agriculture is less efficient that private agriculture (in plots of 
similar size, with similar access to water, etc.). In fact, the empirical 
evidence on this s~ore is ambiguous~ "It is almost impossible to draw hard and 
fast conclusions about the relative productivity of private farms and ejidos 
in the recent period" (Heath, 1990, p.3). Yet, when the restrictions are 
imposed they imply that the returns to land are below the maximum attainable. 
Moreover, the rural ~oor own land under both tenure systems and poverty is 
associated with both 0 . In_ addition, they are also affected by regulations on 
large private farms through its effects on the demand for labor. 

Two, regulations in agriculture have an effect on the market for credit, 
particularly in the ejidos. Since ejido lands cannot be mortgaged, most 
credit for ejido comes from public sources 11 ; in addition, until very 
recently, individual ejidatarios were not allowed to contract credit on their 
own, but could only do so as a joint operation of the community. Joint 
provision of credit creates three problems. First, there is no mechanism to 
insure that credit is allocated to the more efficient producers within the 
ejido12 • Second, the · joint nature of credit creates a- free rider problem 
resulting in large default rates. In effect, credit acts like a subsidy to 
production and consumption. The associated subsidies to public agricultural 
credit institutions are probably regressive, since there is no mechanism to 

lO The IES does not allow to make a connection between earnings and asset 
ownership. Nevertheless, household studies report low incomes for small
scale private agricultural producers and ejidatarios, so it seems safe to 
assume that both are among the ultra-poor; see Finkler (1978) and Roberts 
(1982). 

11 Commercial banks can lend to ejidatarios, but do so accompanied by 
guarantee schemes provided by public banks. 

12 A related problem is that credit is given in kind which appears to 
create problems with timely delivery; an important issue in agriculture. In 
addition, " .• partly in order to achieve economies of scale in procurement, 
(Banrural) operates with a standarized input package that is insensitive to 
regional variations in input requirements and prices" (Heath, p. 21). 
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insure that the subsidized credit goes to the poorest ejidatarios13 • And 
while agricultural credit is not the first best instrument to subsidize the 
poor, this subsidy, by construction, cannot reach landless rural inhabitants, 
who are probably among the poorest of the rural poor. Third, credit to the 
ejidos is made contingent on crop choice, with emphasis on corn, beans and 
basic cereals. There is almost no credit for livestock, nor for other crops 
that might be more labor intensive or have higher value per acre 14 This 
limits the returns to both ejido land and labor. 

Three, regulations in agriculture affect the rural labor market, in at 
least four ways. First, regulations on private agriculture, particularly 
large farms, can at times depress the demand for labor, since land used for 
cattle-grazing may not be used for crops (which are probably more labor
intensive) even if this is feasible and profitable. Second, certain practices 
that ejido owners might engage to reduce risk and diversify earnings sources 
are prohibited; in particular, sharecropping is not allowed, nor is the 
renting of land to private producers 15 Third, crop choice limitations for 

13 "Empirical data suggests that not even the institutional credit 
channeled through Banrural is reaching a significant portion of the poorest 
population." (World Bank, 1989a, Vol. I, p. 56). Heath notes that "State 
lending policy reflects a confusion between the objective of poverty 
alleviation and the objective of enhancing agricultural productivity" (p. 40). 

14 Crop diversification is one of the key mechanisms to increase the 
returns to land. Yet changes in cropping patterns have been very uneven. In 
the North and Northwest there seems to be a " •. remarkable degree of 
responsiveness to market incentives" (Yates, p. 53), but in the Altiplano and 
Center the dependence on corn and beans has been increasing, although these 
are among the crops with the lowest value in terms of output per acre. Of 
course, crop choice depends not only on access to credit, but also on risk 
considerations, access to water, fertilizers and transport; see section 3.4.E. 

15 Sharecropping and other rent-out arrangements allow ejidatarios to 
diversify weather-related risks of agricultural production. With 
sharecropping part of the output risk is borne by the worker. Renting land 
allows the ejidatario to work elsewhere (probably through circular migration) 
and earn wage income whose variance is not correlated with agricultural 
output. In addition, renting out land might generate a better pairing of 
labor ability with land, as not all ejidatarios are equally skilled; 
differently put, renting out land is a partial solution to the ejido-induced 
problem where 'bad farmers cannot quit, while good farmers cannot expand'. 
Roberts (1982) discusses some evidence of this, and shows that even very poor 
producers in backward regions of Oaxaca (La Mixteca Baja) engage in a 
combination of on and off-farm labor. Finkler (1978, p. 105,) investigates 
ejido arrangements in El Mezquital Valley in Hidalgo and argues that 
" ... sharecropping provides an avenue for economic improvement." Similarly, 
Heath (p. 5) notes that: "As well as placing ejido land in the hands of 
private farmers, these practices (i.e., sharecropping and renting out) also 
create employment within the ejido; ••. , in any eveny, they ensure efficient 
exploitation of ejido land by placing it in the hands of those with the means 
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ejidatarios (through the control of public credit) reduce the demand for labor 
if ejidatarios wanted to switch to higher value and more labor intensive 
crops. Fourth, labor mobility of ejidatarios is reduced given the risk of 
losing their right to exploit a given parcel of land16 

, 

Finally, investment incentives are reduced, for four reasons. First, 
incentives for investment in private agriculture are lower given limits to 
expansion of land holdings, potential risks of land expropriation17 , and 
restrictions on land use. Second, uncertainty about tenure and restrictions 
on sale and rental reduce individual ejidatario's incentives to improve their 
plot of land since if the sale is not allowed by the e~ido authorities, or if 
the land is lost, such investments cannot be recouped1 • Moreover, even if 
individual ejidatarios are certain about their own property rights, 
restrictions on sale might still deter investment (particularly for the 
better-off ejidatarios), given that the option value of liquid capital {or 
investment in areas other than agriculture) will exceed the value of 
investments in a non-marketable asset19 . This implies that some investments 

and the vocation to work it." It is now generally recognized that 
sharecropping arrangements of various sorts need not be inefficient but rather 
should be seen as a response to the absence of a market for risk and to costs 
of monitoring; there seem to be neither equity nor efficiency reasons to 
discourage them. On the other hand, many observers point out that the laws 
against sharecropping and renting of ejido land are increasingly violated. 

16 "Thus, while ejido tenure guarantees the peasant a minimum level of 
subsistence, it also serves to tie the peasant to his plot and his village and 
usually precludes his search for alternative and supplementary forms of 
livelihood outside the confines of the community or its immediate environs" 
{Finkler, p. 104). 

17 "Vagueness and contradictions in the law create a climate of 
uncertainty that may discourage on-farm investment by both ejidatarios and 
private farmers" {Heath, p. ii). Urtcertainty also derives from the fact that 
changing presidents and state governors have historically shown different 
preferences for enforcing this or that law. This also generates a bias 
against projects with a long gestation period (e.g. perenial crops). In 
addition, note that the 'certificados de inalienabilidad' at times used to 
bypass this problem may be time inconsiste~t given their fixed period nature. 

18 Ejidatarios can in principle be evicted from the ejido if they fail to 
exploit the land, rent it, or engage in sharecropping. In addition, since 
many ejidatarios have parcels that are smaller than the legally prescribed 
minimum {20 hectares of rain-fed land), they face some uncertainty about their 
own tenure. {In 1981 the average size of ejido parcels was 7 hectares.) 

19 A rental market for ejido land would probably serve to minimize the 
deterrent effects on invesment, since improvements to land would be reflected 
in the rental rates. This would require that rentals be legal and that long 
term contracts could be written. 
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must be carried out by the public sector (water pumps, irrigation channels, 
storage facilities, etc.). Third, investment by ejidatarios in comunal lands 
may be depressed2° Fourth, joint operations between private and ejido 
agriculture are limited21 

How can the incentive structure just described be reconciled with strong 
agricultural growth up to the mid 1960's? A potential hypothesis is that in a 
context where the land/labor ratio was high, land-redistribution and the 
co-habitation of different tenure systems was compatible with sustained 
growth. But population growth implied that the extensive margin would 
eventually be exhausted, a point that seems to have been reached in the 
mid-1960's. Yet, it is precisely at this time that the process of land 
redistribution was accelerated22 An important effect of this was an increase 
in uncertainty regarding land tenure, both for ejidatarios and for private 
owners. For ejidatarios uncertainty regarding tenure increased since while 
the law prescribed a minimum size of 20 hectares for individual parcels, 
actual size was significantly below this level. For private agricultural 
owners uncertainty increased since expropriation risks were higher23 This 
reduced the private incentives for investment in agriculture precisely when 
growth along the intensive margin became more important. The slowdown in 
private investment, together with the end of easy irrigation projects and 

20 Heath (1990, p. 13) notes that only 27% of ejido lands are cultivated. 
And while the remaining lands are probably unsuited for agriculture (too 
steep, etc.), they could be exploited as forests or for other purposes. 

21 "Ejidos can form their own enterprises, but (the) legal framework 
prevents them from forming cooperative ventures with domestic and foreign 
companies who could provide technology and market access." (World Bank, 
1989a, Vol. I, p. 55). 

22 Heath (Table 1) shows that of the 105 million hectares distributed 
between 1900 and 1988, 24.7 (or 23.5%) million were distributed during 1965-
70, exceeding the 18.7 million hectares distributed during the Cardenas period. 
(1934-1940). 

23 Yates (p. 66) summarizes the matter aptly: "Without any doubt, the 
agrarian reform in its early years provided a strong stimulus to agricultural 
expansion, in particular by putting large areas of mostly good quality but 
previously uncultivated land into the hands of a new class of operators who 
were eager to make it productive. Yet a program which was highly beneficial 
under a certain set of circumstances may ..•• cease to have 9eneficial effects 
and may even begin to cause harm. For instance, a large portion of the ejidos 
created during the past fifteen years (1965-80) have been given land which was 
well farmed by its existing operators, but whose productivity declined because 
of lack of know-how among the new settlers. On the other hand, many of the 
owner-operated farmers have been desisting from making investments in 
improvements because to do so would put them in conflict with expropriation". 
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deteriorated terms of trade24 is probably responsible for the stagnation in 
agricultural growth observed since then. 

The policy response to the problem of diminished agricultu~al growth 
came in the early 1970's. Given the measures taken, ex-post it can be seen 
that from the government's perspective, the problem of agriculture was a 
problem of food supply, particularly of basic grains. Policies were 
implemented to increase food supply and incomes in the rural areas while at 
the same time maintaining the same_ institutions and regulations. The policy 
response had many elements, chief among them: (i) an attempt to increase 
prices for basic crops, (ii) massive infusion of public credit, (iii) a 
special campaign to increase production of beans and corn, (iv) the formation 
of collectivized ejidos, (v) strong emphasis on specializing production 
patterns along food self-sufficiency lines regardless of international prices, 
and (vi) provision of additional subsidies to inputs like fertilizers and 
electricity (cf. World Bank (1989a), (1990b)). These policies have been 
costly in terms of subsidies to fertilizers, agricultural credit, electricity, 
crop insurance and price supports25 , and have probably provided large rents to 
higher income producers26 Unfortunately, they have not produced significant 

24 With respect to the terms of trade, Heath notes that: "Two important 
studies have independently reached a significant conclusion about the 1970-82 
trends: although total intersectoral resource flows showed a net gain for the 
country side, relative price movements continued to favor the urban rather 
than the rural sector." (p. 8). 

25 The World Bank (1989a, Vol. I, p. vii) estimates that untargeted 
subsidies to agricultural financial institutions and agricultural inputs 
totalled US$2.4 billion in 1988. The report also notes that these subsidies 
" •• total about 10 times the public investment in the sector. Simply reducing 
the losses of the financial institutions could double the total public 
investment in the agriuclutral sector" (p. 8). 

26 The evidence on rents is patchy, but plausible. With respect to 
fertilizers Yates (p. 212) claims that " .• the fertilizer subsidy chiefly 
assists those who ordinarily use large quantities of ferti l izer, which in 
practice particularly means farmers in the irrigation districts, but it does 
nothing for the subsistence cult i vator in the mountains of Oaxaca." With 
respect to credit see footnote 13. With respect to marketing Heath notes that 
" • • the marketing subsidy manifests the same contradictions as subsidized 
credit programmes: it was initially designed to benefit the poorest producers 
but has ended up providing an unnecessary cushion to commercial-scale 
producers and wholesalers •. " (p. 44). With respect to price supports·, an 
argument that they are also regressive can also be made, since price supports 
affect crops grown on lands of very different productivity, and a larger share 
of marginal lands is owned by the poorer rural producers: "Moreover, the use 
of price supports for maintenance of income may work fairly well in a country 
where the gap is not too great between the higher and lower income farmers, 
but in a developing country where half the farm population operates on a 
subsistence basis, redistributive objectives cannot be obtained ind this way. 
A corn price which is barely adequate for a poor peasant in Oaxaca spells 
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increases in agricultural output or generalized rural development with higher 
returns to land and higher wages for unskilled ~ural labor. 

3.3.2 Urban, Bias 

Persistent imbalances in resource allocation between rural and urban 
areas also play a fundamental role in the generation of poverty. A proper 
study of urban bias in social and infrastructure spending requires systematic 
d~ta-gathering to quantify the associated flows. Here we restrict ourselves 
to a listing of four areas _where this bias is most directly observed: health, 
education, housing and public infrastructure. 

Aspe and Beristain (1984) studied the regional distribution of 
government resources for health and education. With regards to education they 
find that while the share of public sector expenditure in education in GDP 
rose steadily from 1960 to 1978, resources allocated to elementary education 
in the rural areas have fallen, despite the growth of the younger-aged 
population during that period; a privileged share of expenditures was devoted 
to higher education, located mostly in urban areas. Thus, independently of 
the rural poor's ability to demand education (see section 3.4.1. below), the 
supply of educational facilities has been insufficient. A related phenomenon 
is obser~ed in the provision of health services. On the whole, they note 
that: "The greatest significance of this study is a negative one: the 
(government's) educational and health policies have not been corrective and 
have not diminished the disparity in income, but have, on the contrary, 
confirmed and reaffirmed these conditions" (p. 323). Similar results are 
obtained by Moore (1984) with regards to the provision of public housing: "In 
spatial terms it is evident that housing policy has been concentrated in the 
capital city, to a lesser extent in other metropolitan areas, and is almost 
absent in the rural context" (p. 352). And still the same type of biases are 
found against the poorest states with the higher share of rural population in 
the allocation of public infrastructure investment (World Bank, 1989a). 

Urban bias also appears in the pattern of subsidies. This hurts the 
rural poor in three ways. One, urban inhabitants appropriate the bulk of food 
subsidies (see section 3.5.2 below). In addition, urban inhabitants, 
particularly in Mexico City, also profit from subsidies to water, 
transportation and other services provided at the expense of the whole. 
country27 • (Recall from section 3.2 that the index of extreme-poverty for 
Mexico City is very low, as is its contribution to national extreme-poverty.) 
Two, subsidies to Mexico City and other urban areas reduce private costs of 
production below social costs 28 This lower~ the demand for rural labor in 

riches to an irrigation farmer in Guanajuato" (Yates, p. 233). 

27 The pattern of transfers between the federal budget and Mexico City is 
complex, but favors the latter; see World Bank, 1989c, Vol. I, pp 85-100. 

28 Gil Diaz (1985) presents an illuminating case study of the distortions 
introduced by the fact that the private marginal cost of water in Mexico City 
is zero; other services like transportation are subsidized, while user charges 
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those activities that could be decentralized. Three, huge expenditures in the 
development of the urban infrastruct~re reduce available resources for rural 
infrastructure. 

I 

To sum up: the combined effects of intra and inter-sectoral government 
policies doubly discriminate against the rural poor. First, to the extent 
that agriculture and the rural areas as a whole receive an inequitable share 
of the total resources devoted to social and infrastructure investment. 
Second, to the extent that those resources that are channeled to the rural 
areas are mostly untargeted and benefit better-off producers in those areas. 
Some of these policies hurt the rural poor directly, limiting the demand for 
their labor or the returns to their land by increasing transport costs, 
reducing crop choice, mobility; others do so indir ectly, limiting their access 
to education, information, health services and gener al possibilities to 
improve their human capital. This combination of i nstitutional arrangements 
and government policies taxes agriculture, part i cularly the rural poor, and 
generates inefficiencies. Taxing agr i culture might have been the unavoidable 
cost of urbanization and industrialization. But for poverty to diminish this 
taxation and these efficiency losses must end. 

3 . 3.3 Macroeconomic Policy 

Lagging rural development and urban bias have characterized Mexico since 
at least the 1960's. In addition, since the early 1970's the macroeconomic 
environment has been less stable. There a r e at l east two channels by which 
this affects poverty. First, as elaborated on i n the next section, the poor, 
and particularly the extremely-poor, hav e lower abil ity to bear risk. 
Uncertainty is a fundamental determinant of their decisions with regards to 
migration, on and off-farm labor, crop choice, etc .. And while some sources 
~f uncertainty are truly exogenous (e.g. the weather), others derive from 
cycles induced by macroeconomic policy. A general environment of certainty 
is, from the point of view of poverty, a publ i c good. Increases in the demand 
for unskilled labor that result from unsustai nab l e macroeconomic expansions 
probably fail to help the poor. If the poor per ce i ve such increases to be 
transitory it may not induce them to abandon se l f employment in their marginal 
lands. on the other hand, if they do change their behavior they will then 
suffer income losses when the unsustainable output expansion terminates. 
Macroeconomic uncertainty, moreover, depre sses t he medium term aggregate 
demand for labor29 

Second, asymmetries in the availabil i ty of information and access to 
hedging possibilities imply that t~e inflation tax cannot be evaded equally by 
all. The poor, particularly the moderately poor, may at times have financial 

are below marginal costs. 

29 Aspe and Blanco (1984) find that i n Mex i co higher macroeconomic 
uncertainty has led to lower employment; they measure uncertainty by the one
step ahead variance of the forecasting errors for two macro time series (the 
price level and the money supply), and cannot r eject the hypothesis that for 
the period 1973-80 uncertainty increased, depressing output and employment. 
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assets that from their perspective are significant (e.g. cash balances held in 
the interlude between the sale of a crop and the purchase of goods or 
inputs). Eroding the value of these assets through inflation limits the 
poor's possibilities for medium term accumulation. 
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3.4 Policies for Poverty Alleviation 

This ~ection is concerned with the design of government programs to 
alleviate poverty. The objective is to construct a poverty program whose 
various components deal most effectively with the different dimensions of 
poverty. Since policy must be based on the characteristics of the target 
population, we begin in sub-section 3.4.1 with a discussion of the needs and 
behavior of the poor . Next in sub-section 3.4.2 we discuss four 
considerations that affect the nature of government intervention in poverty 
alleviation. Sub-section 3.4.3 pulls these two strands together to identify 
the objectives of government intervention in poverty alleviation, and the 
various components of a poverty program. Sub-sections 3.4.4 and 3 . 4.5 discuss 
specific components of the poverty program. 

3.4.1 Needs, Behavior, and Policy 

There are seven important characteristics of the extremely-poor that 
merit attention. One, the extremely-poor have higher fertility ratios and 
higher numbers of children per household (see table A.3 in the Appendix) . In 
these households children play the role of insurance policies for the future 
and, after age 5 or 6, additional labor force. There is growing evidence that 
high fertility is a result of the characteristics associated with poverty, 
particularly high infant mortality rates 30 Having extra children " •• can be 
interpreted as the insurance response parents make in the face of high infant 
mortality. As the risk of infant mortal i ty declines, these excess births 
should become unnecessary" (Birdsall and Griffin, 1988, p . 36). Thus, 
fertility declines follow reductions in infant mortality. Higher infant 
mortality, in addition, increases the number of pregnancies for extremely-poor 
females since: (a) more children are wanted and, (b) more replacement births 
are required to attain the desired family size. This increases the dependency 
ratio, as female members retire from active participation in work during 
childbirth and lactating periods. High fertility, however, may also be due to 
lack of education and access to birth control methods . Hence, unwanted 
pregnancies are higher. Unwanted pregnancies that lead to abortions are an 
additional burden on the health status of females 31 ; those that lead to 
chil dren, on the other hand, further increase the dependency ratio. 

Two, the extremely-poor may not be able to respond to transitory real 
wage declines by working more hours. Downturns cannot be offset by working 
more if households are already working all they can. -This might be 
particularly relevant for rural households which may also have lower mobility 

30 The World Bank (1989b, p. 42) estimates infant mortality rates in 
Mexico per l i ve births of 20/1000 in the metropolitan areas vs. 80/1000 in 
backward rural areas . 

31 Preliminary results from the 1988 National Survey of Nutrition show 
that one thi rd of all pregnant women have an inter-birth interval of less than 
24 months, and that women with short birth intervals had significantly worse 
hemoglobin levels (World Bank, 1990a, p. 3) . 
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(because walking to distant work consumes too many scarce calories, because 
they live in remote regions with little transporta~ion, or because they cannot 
afford the transportation) and fewer alternative opportunities in any given 
location. Thus, tempora~ downturns in the labor market may have direct 
nutritional repercussions 2 • 

Three, the extremely-poor appear to have higher age-specific 
participation rates, which affects their demand for education. Extremely
poor children may participate early in. economic activities. Independently of 
the supply of educational facilities, the opportQnity cost to the household of 
having children in school is too high, so that the extremely-poor may not be 
in a position to benefit from educational programs. "In low income 
households, investments in the human capital of children, which provide 
lifetime returns to the child but possibly not to the parents making the 
investments, may be sacrificed to more immediate household needs" (Birdsall 
and Griffin, 1988, p. 34). Conversely, households with fewer children can 
increase the investment per child, in a sense engaging in a trade-off of 
quality for quantity. With large numbers of children such investments might 
be deterred if parents face the risk of losing their investment through child 
death. Higher age-specific participation rates also imply that targeting food 
to children through school lunches or similar mechanisms may miss the 
extremely-poor; their likelihood of being in school is lower33 

Four, because they live so close to income-induced nutritional risks, 
the extremely-poor have very little ability to bear risk. If they have little 
access to credit, and few physical assets, downturns in earnings are 
immediately translated into lower consumption. This may affect their ability 
to participate fully in the labor market. In particular, for extremely-poor 
rural households holding on to small pieces of (probably marginal) land that, 
on average, generate less ~ncome than participating in the labor market may be 
an optimal strategy for three reasons. First, participation in the labor 
market may be risky, particularly in rain-fed rural areas with high weather 
variability34 Second, if they live in remote areas with little 

32 "A survey carried out in Oaxaca by the National Institute of Nutrition 
indicates that seasonal variation in food intake is widespread, with a pattern 
that falls between 1,900 calories per capita per day during harvest time, to 
close to about 1,400 in the period immediately before harvest. Many infants 
between 8 and 18 months are not able to survive the drastic decline in food 
availability" (Torche, 1990, p. 13; emphasis in the original). 

33 Which is not to deny that, at the margin, school lunches may serve as 
an incentive to extremely-poor children to attend school (or to their parents 
to send them to school by increasing the opportunity cost of child labor). 

34 Risk considerations probably affect too their migratory behavior. 
Roberts (p. 319) notes that poor households in Mexico " .•. cannot afford to 
undertake the substantial investment needed to support a circular migrant and 
the risk that he will not quickly obtain a job and send remittances." On the 
other hand, most studies of labor market behavior in rural areas concentrate 
on households who own land (either private or ejido). Much less is known 
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transportation· the supply of food may be uncertain; erratic or high cost 
transportation may make autarky, particGlarly with regards to food, a sensible 
strategy. Third, for ejidatarios full participation in the labor market may 
entail the -risk of losing their land. 

Five, the composition of the diet for the extremely-poor is different, 
as well as the price and income elasticities of demand for food. At very low 
income levels households consume a diet composed of cheap calories. Some 
evidence also shows that in , the range of extreme-poverty Engel's Law is 
violated35 There isj in addition, "·~· compelling evidence that the poor are 
more responsive - to income, own-prices, and cross-prices - than the rich" 
(Behrman and Deolalikar, 1988, p. 677). Studies also show that a distinction 
is required between the income (or expenditure) elasticity of demand for food 
and the income (or expenditure) elasticity of demand for nutrients (of which 
more below). 

Six, for extremely-poor households nutritional status appears to have a 
direct impact on productivity of adults and children. In the case of adults, 
studies find that agricultural labor productivity increases with calorie 
availability (Strauss (1986), Deolal i kar (1988)). In trre case of children it _ 
appears that school performance also improves with nutrition: anthropometric 
indicators like height for age (which reflects the cumulative outcome of 
nutrition) appear to positively influence both the probability of being in 
school as well as relative performance. 

Finally, the importance of intrahousehold inequality is higher. While 
this inequality is probably not unique to the extremely-poor, it is 
operationally more important, as it determines how additional resources for 
the household as a whole translate into resources for each member of the 
household. If such inequality is significant, it may imply that additional 
resources for the whole household may fail to reach some individual members 
(e . g. children). Under these circumstances more detailed -~argeting may be 
required36 . 

about landless households. This is a significant omission, since not only are 
landless rural households among the very poor, but also due to the semi
frozen nature of the land ownership pattern there is a strong likelihood that 
the marginal rural poor is landless; see below, section 3.4. 

35 Lustig (1984) presents evidence based on the 1977 IES that shows 
significant differences in the diet composition of Mexicans when classified by 
income groups; she also runs log-l i near regressions of food expenditures on 
total expenditures for poor households in 18 regions and finds that the 
associated elastic i ty -exceeds unity in 13 out of the 18 regions. 

36 This provides the rationale for targeting individual members within 
the household, like milk to children under five years of age, or food for 
pregnant and lactating mothers. In the absence of household inequality such 
degree of targeting would be unnecessary. 
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3.4.2 Determinants of Intervention in Poverty Alleviation 

The central aim of government poverty programs _should be to create 
conditions such that the poor can increase their income and improve their 
living standards. To translate this aim into operational objectives, it is 
necessary to consider four factors that condition the form of government 
intervention. 

First, an inter-temporal dimension: the extent of poverty in Mexico 
implies that it cannot be eliminated in a short period of time. This creates 
a need for balanced interventions that help the poor immediately, but also 
create conditions for them to grow out of poverty. A poverty program that 
contemplates a permanent need for generalized income or consumption subsidies 
is, even if budgetarily feasible, not focusing on the right objectives. The 
appropriate mix between policies that increase current consumption levels and 
investment policies that generate future growth in income is a key issue. 
Now, if the government has one peso to spend on poverty programs, should this 
be spent to increase current income37 , or should it be allocated to 
investment? In a world of full information and no externalities the answer is 
that if the objective is to maximize the peer's welfare, the government should 
increase their current income; then, depending on their own discount rate, 
they can chose the optimal mix between consumption and investment. For three 
reasons this solution is inadequate for Mexico. One, externalities generate a 
difference between the private and the social rate of return to investment: if 
the government does not carry out the investments in, for example, roads in 
poor rural regions, it is unlikely that poor people will do so. The 
unfeasibility of full private appropriation of the benefits of the roads 
r:duces the private incentive for this type of expenditure. Two, some 
investments are lumpy and indivisible, so individuals on their own at low 
levels of income might not be able to purchase the required amounts. Three, 
the existence of intra-family inequality implies that current income transfer 
may fail to increase investment by the family in the welfare of some of its 
members (e.g. schooling for children). 

Second, there is an informational dimension: identifying the poor is 
difficult and costly. In addition, some might be located in remote areas. 
Targeting and delivering income or consumption subsidies is therefore 
administratively difficult, and raises the cost of direct subsidy programs. 
Moreover, if direct subsidy programs are permanent, there will be a need to 
have frequent testing to determine eligibility. Of course, targeting can be 
refined by methods that induce self selection of the beneficiaries, through 
either the location of where benefits are given, the quality of the goods that 
are deliv~red, or the type of goods that are subsidized (see below). But any 
realistic program of direct subsidies will leak to the non-poor population, 
which from the viewpoint of poverty alleviation should be seen as a net loss. 

37 Current income can be ·increased either by direct income transfers or 
indirectly via subsidies to consumption; from our perspective here consumption 
subsidies (say for food) should be thought of as additional purchasing power; 
see section 3.4.4 below. 
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dimension: policies that help the 
poor shoul4 not create a class of 
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'welfare dependents'; the incentive 
structure must be such that, in the 
margin, it always benefits the poor 
to rely on their own work and earn 
additional income. This is 
illus~rated in figure 27, which plots 
the income of individuals before any 
government program (or 'original 
income'), while the vertical axes 
measures income levels after the 
government program (or 'final 
income'); as before, z denotes the 

Figure 16: Transfers and Incentives 

poverty line. Under full information the government can identify each 
individual along the horizontal axis, and can potentially increase her/his 
income by the difference between the 45° line and the poverty line and 
eliminate poverty (with the total cost of the program g i ven by the triangle 
OAz); the program is financed by taxes on those individuals with incomes above 
z, so that their final income lies below the 450 line. The point to note is, 
that between O and z, final income stays at z even when original income 
increases; under this scheme, transfers go down one-for-one on the margin with 
every increase in original income, at least below z. Thus in effect poor 
individuals pay a marginal tax rate of 100 percent. Clearly, schemes that 
simply transfer income to the poor with the amount depending on their pre
transfer income reduce the incentive for them to work. Moreover, if as a 
result of this the poor fail to work, the cost of the program doubles to the 
square OzAz, requiring higher marginal tax rates on the non-poor population to 
finance it. In sum, incentive considerations argue strongly against means
tested direct income transfers. 

Finally, there is a dimension of bounded rationality and administrative 
capability: there is a limit to the number of policies and programs that the 
government can run in a cost-effective and efficient way. A large number of 
programs opens more possibilities for waste; programs that create multiple 
prices for the same commodity open possibilities for graft. A general 
desideratum is for the government to concentrate on a few programs, but to 
implement them well. 

3.4.3 Objectives in Poverty Alleviation 

Given the needs and behavior of the poor, and the intertemporal, 
incentive and other considerations just made , what should the objectives of 
the government in poverty alleviation be? There should be a fundamental 
difference in objectives for the moderately poor and the extremely-poor. The 
moderately poor need policies that increase the returns on the assets they 
own. But all four considerations discussed in section 3. 4 . 2 point in the same 
direction: the orientation of government programs for the moderately poor 
should be tilted in favor of investment and the creation of opportunities to 
enhance their earnings potential. Informational, incentive, externality and 
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administrative reasons all imply that the comparative advantage of government 
intervention in the alleviation of moderate poverty is to help people 
indirectly, rather than through direct income or consumption subsidies. 
Resources can be most effectively used to create institutional environments 
where the earnings potential of the assets owned by the poor (in particular, 
their land and labor) is enhanced, at the same time that the possibilities for 
them to acquire human and financial capital are improved. Over the medium 
term, what matters most for the moderately poor are institutional frameworks 
and policies that do not discriminate against them, as has occurred in the 
past. There is no case for direct income transfers or subsidies to 
consumption of any kind, including food subsidies. This is not to argue that 
no resources should be channeled to the moderately poor; it is to argue that 
those resources should be used for investment: primary and technical 
education; irrigation to increase the productivity of their land; timely 
access to fertilizers and credit to increase yields, widen crop choice; better 
roads and transportation to reduce (time and monetary) _costs of mobility and 
amplify employment opportunities; infrastructure that promotes regional growth 
and permanent outward shifts of the demand for unskilled labor. These 
policies work directly at the relevant margin: increasing earnings 
opportunities. 

The same is not true of the extremely-poor. As section 3.4.l argued, 
they have a prior need to improve their health and nutritional status and 
break the 'vicious circle' in which they find themselves: unhealthy physical 
environments, morbidity, lethargy, high infant mortality and high fertility, 
inability to take risks, inability to demand education, thinly spread 
resources across large families, and transmission of this state of affairs 
from one generation to the next. Only when this vicious circle is ·broken can 
they 'get on their feet' and work their way out of poverty. Some elementary 
feeling of safety, health and nutrition must be met before people can invest 
in human capital; or migrate across regions; or participate more actively 
(even though risky) in the labor market; or engage in more (risky) innovations 
(new crops, techniques); or have less children and increase their investment 
per child. There is a case for directly targeted programs of income transfers 
or consumption subsidies for the extremely-poor. 

The attack on poverty should be separated into two separate tasks. One, 
the provision of directly targeted benefits for the extremely-poor. Two, the 
design of development strategies that have large potential for increasing 
earnings of the poor. Separating these two tasks is essential: the policies 
and institutions required for each are different. Questions like how can 
targeted programs be organized in a cost-effective way, where should they be 
located, and how can incentive problems be minimized, pertain to the first 
task. Questions like where and what type of infrastructure should be 
provided, what ·should pricing policies for agriculture be, what reforms are 
needed for the ejido, and how can the demand for unskilled labor be increased 
relate to the second task. 

This approach has two important implications. First, the case for some 
form of provision of direct benefits for the extremely-poor is not a case for 
distorting food prices for consumers or producers. The considerations 
discussed above make it clear that, with the potential excepti·on of the 
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extremely-poor (see below), all consumers should face prices for food that 
reflect their opportunity costs. Thus, food pricing policies should be 
divorced from poverty considerations. Second, the needs of the extremely-poor 
provide a rFnking of which services are essential and must be delivered to get 
any results, and which services are secondary (e.g. provision of housing). 
Thus, the approach directs government intervention in poverty matters to a 
well defined set of actions. This is important given constraints on resources 
and administrative capabilities. The following sub-sections discuss in more 
detail the specific components of this general approach to poverty. 

3.4.4 Policies for the Extremely-Poor 

Policies for the extremely-poor must act as closely as possible to the 
relevant margin: improving health and nutrition. To achieve this, the links 
among income, nutrition, health and education must be considered. We deal 
with each in turn. First, the econometric evidence on the link between income 
and nutrition is ambiguous38 When income increases the demand for food 
incr~ases (i.e., a positive and high income elasticity of demand for food), 
but that the additional food may not enhance nutritional status: consumers 
prefer to diversify the types of food consumed, and improve along the lines of 
presentation and palatability. But while the income elasticity of demand for 
nutrients appears low, the same is not true of the price elasticities. These 
findings " •• suggest that certain food subsidies may not only fail in improving 
the nutritional status of the poor, but that they may actually worsen it" 
(Behrman and Deolalikar, 1988, p. 677). These results, together with the 
pos~ibly low expenditu~e elasticity for calories weaken the case for 
generalized food subsidies, even for the extremely-poor. Until more evidence 
is available for Mexico, one can sensibly make a case, on nutritional grounds, 
only for some form of provision of nutritionally adequate foods. 

Second, the link between food and nutrition is strongly mediated by 
health status. Given the unsanitary conditions in which the extremely-poor 
live, and the prevalence of diarrhea and other intestinal diseases, making 
more food available to them may " • . • sim~ly meet the needs of the worms in 
their. stomachs" (Streeten, 1989b, p. 6) 9 • Improving health conditions is 
also essential to reduce infant mortality and, with a lag, fertility. The 
type of health services delivered is of central importance. Emphasis must be 
given to preventive medicine and the elimination of parasitic and infectious 
diseases. Aspe and Beristain (1984) show that Mexico has one of the highest 
age adjusted rates of mortality from enteritis and diarrheic diseases in the 

38 The econometric estimates are sensitive to issues like aggregation and 
the specification of the food/nutrient conversion ratios. The nutritional 
content of even as finely a disaggregated commodity as 'rice ' depends on its 
specific variety, as well as on the way it is cooked (see Alderman (1989)). 

39 Preliminary results from the 1988 National Survey of Nutrition show 
that about 20% of pre-scholl children had diarrhea in the two weeks prior to 
the nutrition survey, with about one-fourth of those cases being chronic 
diarrhea (World Bank, 1990a, p. 3). 
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world; they also show that in 1975 parasitic arid infectious diseases accounted 
for the largest share of death rates by ~ge group40 • 

Third, there is substantial evidence that education for the female head 
of household reduces child mortality and has a positive effect on a child's 
nutrition and health. More female education also reduces fertility. As with 
health, the type of education is key. Since the extremely-poor may not be in 
a position to demand formal education, emphasis must be centered on issues 
like food preparation and conservation, disposal of wastes and hygiene, 
information on inoculations for childr~n, usage of safe water, birth control 
methods to reduce unwanted pregnancies, and the like. 

Differently put, the presence of strong complementarities in the needs 
of the extremely-poor has important implications for policy design. Programs 
for the extremely-poor that only provide one of these components may fail to 
achieve the goals of improving nutritional and health status and changing 
fertility behavior, even if they adequately reach the target population. 
Therefore, there is a strong case for simultaneous provision of a basic 
package of food-health-education that exploits the complementarities between 
these needs and has the specific objectives of: (i) reducing infant mortality 
rates, (ii) improving nutritional and health status, and (iii) reducing 
fertility rates. 

A specific policy that could reach these objectives is to create Help 
Centers41 in charge of all the directly targeted benefits for the 
extremely-poor. PASSPA should have four key characteristics: first, location 
in the areas with the highest poverty indices as computed by P.((a-1),~]. 
Second, provision of nutritionally adequate foods, perhaps comilemented by 
vitamins. Third, provision of free minimum quality but effective preventive 
medicine and related education. Fourth, sustained provision of benefits. We 
now discuss the elements of this proposal. 

.. 
First, the argument to centralize benefits under a single program 

derives from the comp~ementarities discussed above. To reiterate, more food, 

40 They also analyze government's allocation of expenditures in health 
and note that " •• the main share of the sector's investment is devoted to 
building enormous hospitals with sophisticated equipment, which do not take 
care of the problems of the underprivileged," and that " .• exces_sive importance 
and resources have been awarded to curative in relation to preventive 
medicine, which perpetuates the high infant mortality rate" (p. 323-4). 

41 . 
The proposal made here with regards to the extremely-poor does not 

call for the creation of new institutions and organizations. A program with 
characteristics similar to the ones described here is already in operation. 
This is the Programa de Atencion de Servicios de Salud para la Poblacion 
Abierta, or PASSPA (See World Bank, 1990c). Unfortunately this program is at 
present very small. Our analysis indicates that, with minor modifications, 
PASSPA should be made the centerpiece of the fight against extreme-poverty. 
This calls for a substantial change of emphasis in resource allocation; see 
section 3.5. 
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by ~tself, may only have a transitoay impact on the welfare of the 
extremely-poor, and will not ~liminate extreme-poverty. Centralization of 
benefits also helps to minimize costs (of time and transportation) to the 
recipients 4~. Moreover, simultaneous provision of the most elementary 
nutrition and health needs, if perceived as sustained by the extremely-poor, 
will make them feel safer and less vulnerable, allowing them to change their 
behavior, particularly with regards to fertility. Note that birth control 
methods, by themselves, can help reduce the number of unwanted children, but 
not the number of . wanted children which, given the absence of alternative 
security arrangements, fulfi_ll an economic need43 Making the extremely-poor 
feel comfortable with smaller families helps at the micro level by reducing 
the dependency ratio, allowing households to increase investment per child and 
resources per capita. It also helps at the macroeconomic level through a more 
fundamental process: reducing the rate of growth of the supply of unskilled 
labor. 

Second, centralization of benefits can help solve a problem derived from 
ignorance. Extremely-poor parents may not know that their children need to be 
vaccinated periodically against smallpox, measles and related diseases. These 
children stand a better chance of being inoculated if parents are informed 
about this need when they come to PASSPA for their food coupons (see below). 
Since food coupons provide incentives for parents to come to PASSPA, the 
marginal cost of time and transportation to bring their children would be 
almost nil. Centralization of benefits can also lessen the problem of 
intrahousehold inequality and help to target food towards the young. There is 
no mechanism to deter the household head from re-selling the food obtained 
through the coupons (or allocating it inequitably within the household). 
However, by making food and health delivery joint, poor children, particularly 
infants, that are brought to PASSPA for inoculations and other medical 
services can be given food not normally consumed by adults (in addition to 
other ·food coupons provided for the household). Since undernutrition at an 
early age has lifetime effects, it is essential to improve nutrition of 
children. In this regard, an implication of the findings of section 3.2 must 
be highlighted: since the number of extremely-poor individuals exceeds the 
number of extremely-poor households given that extremely-poor households are 

42 "Some of the most successful nutrition intervention programs have 
implicitly recognized complementarity of inputs and have linked food 
supplements to the provision of health. Such programs also increase the 
economic efficiency of staffing through administrative efficiency •.. 
Moreover, they reduce the unit costs for participants as such costs often 
include a major time investment in travel which is fixed per visit and not 
variable per service obtained" (Alderman, 1989, p. 25). 

43 "Households are not necessarily motivated to control their fertility; 
as we have seen, the poor in particular face many incentives not to restrict 
fertility. In countries where fertility rates are substantially higher among 
the poor than among the better off and where the poor constitute a large 
portion of the population, their high fertility pushes the countrywide average 
upward. This has been true in several Latin American countries, notably 
Brazil and Mexico" (Birdsall and Griffin, 1988, p. 45). 
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larger, it follows that children are heavily represented among the ranks of 
the extremely-poor. 

Third, having the benefits for the extremely-poor under a single program 
can minimize spill-overs to the non-targeted population. Monitoring is easier 
when it is done by a single agency. At the same time, benefits provided by 
PASSPA can also operate as a discriminating device: basic levels of preventive 
health and nutritious foods that are mostly consumed by low income 
households. Thus, targeting would be partly based on the type of goods and 
services provided, and partly on .the basis of location (see below). Improving 
living conditions should then provide an endogenous mechanism to phase out 
PASSPA: as the extremely-poor increase their income and have better access to 
normal education, the usefulness of some of the services provided by PASSPA 
would diminish. In addition, higher incomes should translate into demand for 
foods not provided by PASSPA. The incentives of the relatively better off 
population to participate in PASSPA, while still there, would be reduced. But 
PASSPA would not act as a disincentive to work: participants would know that 
every additional peso earned by them would be kept by them. 

Fourth, the needs of the extremely-poor call for sustained action. 
Since they are so vulnerable and risk-averse, the behavioral response of 
extremely-poor households, particularly with regards to fertility, is slow: 
stop-go programs of poverty alleviation only provide transitory welfare gains 
for the extremely-poor, but probably fail to change their behavior and allow 
them to 'get on their feet' in a permanent way. Moreover, it is obvious that 
'good health' is the result of a cumulative process; unsystematic improvements 
in nutrition will not do. We must bear in mind that the benefits provided, 
while in the form of support to current food consumption and health, are in 
the nature of an investment44 Thus, there are both behavioral and budgetary 
reasons for making reliability and sustainability key characteristics of 
PASSPA45 . 

44 The argument can be strengthened pointing out that the present value 
of costs of programs that are temporarily cut and later resumed is higher than 
the present value of costs of programs that deliver the same benefits 
uninterruptedly. Not only are the administrative start-up costs borne twice, 
but also during the absence of the program the health and nutrition status of 
the extremely-poor can worsen, thus losing part of the ground gained before 
and requiring additional expenses to cover the same ground again. 

45 The need to insulate budgetary allocations for PASSPA from transitory 
macroeconomic fluctuations provides a further argument why direct benefits in 
poverty alleviation should be channeled only to the extremely-poor. 
Macroeconomic fluctuations may be beyond the control of policy makers (swings 
in oil prices, world interest rates, etc.), implying that government 
expenditures may at times need to be reduced. Political economy 
considerations aside, the temptation to cut government expenditures to the 
extremely-poor will increase with the fiscal cost of the program. Conversely, 
from the macroeconomic point of view it is easier to leave a program untouched 
in times of fiscal retrenchment if the program is, in relative terms, not so 
large. 
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We next discuss the choice between coupons (or food rations) and price 
subsidies as the method to deliver the food component of PASSPA46 . A food 
ration or coupon allows a beneficiary to purchase a fixed amount of a 
particular food at a discounted price, and is an infra-marginal subsidy in the 
sense that any additional consumption of that commodity beyond the ration must 
be purchased at market prices. This is equivalent to a direct income transfer 
given by the size of the ration times the price discount. In contrast, a 
price subsidy permits purchase of unlimited amounts of the commodity ~t the 
subsidized price, so that marginal amounts of the commodity are also bought at 
the lower than market price. The choice between these two has been analyzed 
by Besley and Kanbur in the realistic context where monitoring and information 
costs imply that perfect targeting is not feasible. In this context they 
argue that: "Intuitively, infra-marginal subsidies transfer purchasing power 
independently of current income, while subsidies at the margin do so in 
proportion to current consumption of the commodity in question, and hence (to 
the first order) in proportion to income. For a given budget, therefore, 
infra-marginal subsidies are better at alleviating poverty. However, there 
may be administrative difficulties in achieving full coverage of the 
population, and there may be take up problems associated with individuals not 
going to ration shops because they thereby declare themselves to be ·poor. By 
contrast, a price subsidy •..• is comprehensive and reaches the whole 
population" (1988, pp. 711-12). Thus, the case for infra-marginal subsidies 
is built on the assumption that the extremely-poor could, if they wished, sell 
the rationed amount in the open market and translate the proceeds into 
income. From this perspective, food rations are simply a mechanism to 
transfer purchasing power to the target population, and the only arguments 
against them are the administrative difficulties, given cheating and other 
problems in identifying the target population and implementing the rationing 
system. Price subsidies are a second-best way of reaching the same objective 
-transferring income to the poor- with their drawback being the higher costs 
associated with universal provision. 

Here, however, the case for delivering food to the extremely-poor is 
made not to transfer purchasing power, but rather as part of a package of 
nutrition-health-education benefits. Direct income transfers are furthermore 
also undesirable both on incentive and inter-temporal efficiency grounds. 
PASSPA should therefore not_ be primarily seen as a mechanism to transfer 
income to the extremely-poor (even though this is a beneficial and therefore 
welcomed by- product). From this perspective, the choice between coupons and 
price subsidies should be based on other considerations. For three reasons a 
system of food coupons is preferable to price subsidies: one, to the extent 
that some of the foods provided with the coupons aimed at particular members 
of the household (like milk for children and lactating mothers) cannot be 

46 We center the discussion on food because the other benefits delivered 
to the extremely-poor through PASSPA are significantly less marketable. 
Vaccinations, treatments for oral dehydration and information about birth 
control, food preparation and hygiene can be delivered to each individual 
beneficiary with little risk of it being diverted to other uses or non
targeted beneficiaries. 
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re-sold, the probability that these foods fail to reach the desired 
individuals given intra-household inequality is diminished; this may be 
particularly relevant in remote rural contexts where secondary markets for 
some food items may not exist. Two, to the extent that some of the 
extremely-poor, particularly in remote rural areas, do not purchase all the 
food they consume, the effectiveness of price subsidies is diminished, while 
the spill-over into the non-poor population is higher. Three, price subsidies 
are particularly undesirable in an open economy like the Mexican one, where 
subsidized food items can be exported to the benefit of foreigners. Of 
course, price subsidies may only be given in selected stores, with targeting 
obtained through location. If this is the case the budgetary advantage of 
coupons over subsidies is diminished, though not necessarily eliminated: since 
unlimited amounts of particular food items can be bought at the stores with 
subsidized prices, the incentives for arbitrage are still present, 
particularly in urban contexts where locational and transportation cost 
considerations are less relevant. 

-Where should PASSPA be located? Besley and Kanbur (1988) exploit the 
decomposability property of the P(a,z) index to derive regional rules for 
allocating resources for poverty alleviation. Assuming from equity 
considerations that minimizing national poverty is the objective, and that a= 
2 as discussed in section 3.1.2, PASSPA should locate in the regions where 
P.(1,z) is higher47 • The Besley-Kanbur rule takes the population of each 
r~gion as given. An important consideration, however, is the potential 
response through migration to regionally unbalanced distribution of benefits. 
To the extent that extremely-poverty is mostly rural, a strong case can be 
made to, without ignoring the urban extremely-poor, give preference to rural 
areas with the highest P.(l,~) indices. This case is strengthened since 
transportation costs asslciated with remoteness could preclude some of the 
rural extremely-poor from benefiting from PASSPA; in relative terms 
transportation costs are lower for the urban extremely-poor. 

Sustained and effective operation of PASSPA is a substantial challenge; 
yet this will do the most to help the extremely-poor. Hence, ther~ are strong 
arguments for concentrating government's policies for the e~tremely-poor 
mainly on this task. PASSPA should be the central program in charge of direct 
benefits. This implies that the administration of most of the resources 
directly tied to extreme-poverty would fall under one program, minimizing 
duplication and the possibility of government failure. Success of PASSPA is 
to be measured by its ability to lower infant mortality rates, reduce 
undernutrition, decrease fertility rates, reduce morbidity and improve 
elementary health and hygiene behavior; it should have no other objectives. 
In particular, it should not try to directly reduce income inequality or 
regional disparities, nor to promote small scale agriculture, handicrafts or 
any other productive activity nor, finally, to deliver normal primary 
education. 

47 This rule is obtained by 
subject to a resource constraint 
conditi·ons are then expressed in 

minimizing the national 
for poverty alleviation. 
terms of Pj(l,z). 

poverty index P(2,z) 
The first order 
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3.4.5 Development Policies for the Poor 

These should center on increasing the returns to land and labor, as well 
as on creating opportunities to improve human capital and acquire financial 
assets. This is nothing short of the design of development strategies, a full 
discussion of which is beyond the scope of this report. This sub-section only 
identifies the main characteristics that, from the point of view of the poor, 
future development strategies should have and, following section 3.3, focuses 
mostly on issues of rural development and urban bias48 

We begin by noting that Mexico has to be thought of as a land-scarce 
country. While some marginal increases in arable land can be obtained, 
population growth implies an unambiguous decrease in the country's land/labor 
ratio. The exhaustion of the extensive margin is a fundamental determinant of 
policies for the rural poor. This has three implications. First, the rural 
poor should be able to allocate th~ir land to any combination of activities 
that maximizes returns. Given differences in quality of land, weather, access 
to water and other factors, the use of land will clearly vary from region to 
region. Thus, it is not necessarily the case that land should be used for 
beans and corn; it may at times be better to use it for cattle-grazing, 
agro-industrial activities, cash crops, export crops or what have you. There 
is one corollary of this: maximizing the returns to the land owned by the poor 
need not be equivalent to increasing the output of food, particularly bas~c 
cereals. Rural development wit~ the view to reduce poverty should not be 
equated to the problem of increasing the supply of food49 

A second implication is that, given population growth, the share of 
rural poor accounted for by landless peasants will increase. Differently put, 
rural labor markets will become more important. Unless the earnings of 
unskilled rural labor increase it is difficult to foresee a reduction in 
poverty. Outward shifts in the demand for rural labor and improved operation 
of the rural labor market are essential objectives. To achieve this, policy 
should insure that: (i) the private coat of labor reflect its social 
opportunity costs~ (ii) any regulation (be it limits on l and use, credit, 
output and input prices, tenancy arrangement) that limits the demand for 
unskilled rural labor be eliminated, (iii) transport and communications 
infrastructure be developed to reduce costs and permit easier migration, 

48 Note that policies that increase the returns to land and labor and 
improve access to education and financial instruments improve no targeting on 
specific individuals. Thus, in principle nobody is excluded from the benefits 
of these policies. To the extent that targeted policies for the extremely
poor are effective, they too could, and should, benefit from the policies 
discussed here. 

49 Differently put, 'autosuficiencia alimentaria' may be a too costly 
non-economic objective which, in addition, is princip~lly paid for by the 
rural poor. Free trade in agricultural goods would allow a decoupling of the 
production decisions in the rural areas from the consumption decisions of the 
whole population; part of the relevance of a potential free trade agreement 
between Mexico and the United States should be seen from this angle. 
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decentralization of some urban activities and reduction of search and 
information costs. 

The ~hird implication is that agricultural growth will be forthcoming 
only through a switch towards high value crops and greater yields. But growth 
along the intensive margin requires three key inputs: one, investments in 
roads, irrigation, and research. Two, efficient institutions for credit, 
marketing and insurance that permit more intensive use of fertilizers, double 
cropping, switches towards high yielding varieties and the like. Three, 
entrepreneurial effort to make the myriad of microeconomic decisions that 
agriculture requires. 

Yet, as seen in section 3.3, rural development has been hindered by 
institutional regulations that promote inefficient uses of land, depress the 
demand for unskilled rural labor, and reduce the incentives for private 
investment. Moreover, attempts to solve the underlying difficulties only by 
increasing resources have resulted in large untargeted subsidies that have 
failed to raise the rate of growth of output, have probably failed to increase 
incomes of the rural poor, and have given rents to higher income producers. 
At _present development of the rural areas to help the poor imposes two 
requirements on policy makers: one, modify the institutional and regulatory 
regime. Two, change the form in which resources are channeled to the rural 
areas. We discuss each in turn. 

Poverty programs in the 1990's should be congruent with the direction 
that overall economic policy has taken. But a comparison of the regulatory 
nature of the regime in the rural areas vs. the rest of the economy shows a 
sharp imbalance. And while, after macroeconomic stabilization has been 
consolidated, it is reasonable to expect further private investment in 
manufacturing and services, the opposite is true of the rural areas. This 
would: (i) put all the budgetary burden of rural development on the 
government, which it cannot afford, and (ii) commit the government to 
unde~take detailed microeconomic decisions. This situation is at odds with 
the regulatory environment in other parts of the economy, incongruent with the 
overall direction that economic policy has taken over the last few years, and 
has failed to produce results in the past. 

Recent reforms in the rural areas have recognized some of these 
problems. Individual ejidatarios can now receive credit on their own (solving 
the free rider problem); virtually no credit is to be given in kind; 
operational rules for Banrural are being modified. These reforms are 
important steps in the right direction. Yet, they are not enough. To have a 
greater impact in reducing rural poverty it is still necessary to: (i) make 
sure credit is not contingent on crop choice and is not used as a consumption 
subsidy; (ii) legalize ejido parcels that are under 20 hectares to reduce 
uncertainty of eviction; (iii) legalize renting out of ejido land, 
sharecropping and joint operations between ejidatarios and private producers; 
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(iv) clarify the laws with regards to use of private land, while eliminating 
restrictions on the use of given pJ.ots of land50 

Furthering the process of rural reform is essential; moreover, 
channeling additional resources to the rural areas in the absence of these 
reforms will most likely fail to help the rural poor. To reiterate: ~rom the 
point of view of the rural poor who do not own land, the key issue is what is 
done with the land by those who do own it; land distribution and land 
regulations matter only to the extent that different distributions and 
regulations imply different derived demands for unskilled labor, with 
different characteristics with regards to risk, location, seasonality and 
wages. on the other hand, from the point of view of the rural poor who do own 
land, what matters is their ability to exploit this asset in the most flexible 
way, either through sharecropping and other arrangements, or through the 
choice of crop, source of credit and fertilizer, or marketing and insurance 
mechanisms. 

The way in which resources are channeled to the rural sector must also 
be reformed. In particular, subsidies to input and output pri ces need to be 
eliminated. If over the medium term the rural poor are helped the most by an 
efficient and flexible rural sector , then input and output prices should be 
used for efficiency . If the rural areas are to be integrated into the rest of 
the economy not only must the regulatory regime be similar, but relative 
prices should also perform the same allocative and informational funct i ons 
that they currently perform in industry and services. Since a substantial 
part of the land can in principle be used to produce tradeable goods, a 
strat~gy of maximizing the returns to land should, to a first approximation, 
take world prices as the relevant opportunity costs51 . Guiding resource 
allocation and valuing inputs and outputs in the rural sector by world prices 
will allow the rural areas to benefit, just as industry currently does, from 
policy actions that increase the profitability of tradeable output. Thus, the 
the rural sector will be able to benefit from real devaluations. 

Resources need to be devoted to the development of the rural 
infrastructure, wi th emphasis on rural roads, irrigation, and research and 
extension services. Better roads help the rural poor since they: (i) lower 
costs and increase frequency of delivery of goods imported from the urban 
areas, (ii) reduce migration costs, (iii) reduce costs of transportation to 
and from urban areas allowing decentralization of productive activities (see 
below), (iv) facilitate switches towards high value crops (vegetable, flowers, 

50 As mentioned in section 3.3.A, it is very difficult to tell exactly 
which of all the regulations in agriculture is the most binding. Thus, it 
appears prudent to center reform on those regulations whose reform appears to 
be essential for further agri cultural development. The existence of rental 
markets for ejido land together with chan9es in credit regulations might be 
compatible with the inalienability of ejido land. 

51 Issues of monopoly power in trade, uncertainty, etc. may call for 
trade intervention; this requires a case by case analysis. 
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fruits) that depend on rapid marketing, and (v) give faster access to 
fertilizers. Irrigation helps the rural poor since it: (i) increases yields, 
(ii) reduces weather risks, (iii) increases crop choice, and (iv) reduces land 
left fallow. Research and extension services help the rural poor through: (i) 
development of high yielding varieties for the specific climatological 
conditions of each region, and (ii) reducing the costs of information and 
risks of innovation. In sum, resources must be redirected from price 
subsidies (to credit, inputs and outputs) where they are mostly appropriated 
by the non-poor into the areas where the externalities are greatest a~d the 
probability of reaching the poor is higher. 

But reform of rural institutions and regulations and more infrastructure 
is insufficient to help the rural poor. A third area requires policy makers' 
attention: elimination of urban bias in the delivery of social services. The 
rural poor also need to improve their human capital through health and 
education. This implies not -only tilting the balance of social spending 
towards the rural areas, but also allocating those resources where their 
social pay-off is high. In the short run improvements can be made by 
increasing attention to preventive medicine and bettering the quality of 
primary education. These are, again, the areas where the risks that the 
benefits will be appropriated by the non-poor are smaller and the 
externalities higher. 

Rural development is the key to poverty alleviation: this is where most 
of the poor are, and this is where in the short run growth is most needed. 
But what about the medium term? Can rural wages increase sufficiently to 
reduce poverty in the face of growing population? This is a difficult 
question to answer, but two points can be made. First, it is clear that over 
a longer time-span rural wages will increase only by increasing the land/labor 
ratio, which implies the need for further rural out migration. Second, . 
however, given present distortions in input and output prices, land use and 
land tenure, it is very difficult to tell how much rural wages could increase 
in the short run if these distortions were removed. Differently put, reform 
of the rural areas may allow for substantial increases in rural wages and 
reduce for some time the incentives for rural-urban migration (particularly if 
accompanied by the removal of urban bias in social spending). 

Eventually more urbanization will take place. But its shape will depend 
on the spatial pattern of relative prices, and can thus be influenced by 
policy. Further urbanization can occur through the growth of small and medium 
size cities particularly in the more rural states. Shifting population to 
these urban areas will allow economies of scale in the delivery of certain 
services (hospitals, higher education), and will create employment 
opportunities in these states; today's rural poor do not have - to be tomorrow's 
urban poor. But to achieve this, it is essential to eliminate current 
subsidies to the large metropolitan areas. Differently put, 1 as part of a 
program of rural development there is also a need for spatial correction of 
relative prices so that private firms face marginal costs in the large 
metropolitan areas that are equal to social costs. This will: (i) liberate 
large resources currently devoted to expand the infrastructure of those areas, 
(ii) induce private producers to decentralize some production activities and, 
in turn, (iii) increase labor demand and, more generally, incomes in small 
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cities in relatively more rural states (particularly if this is accompanied by 
infrastructure development in those states). Serious consideration should be 
given to the introduction of location taxes in the large metropolitan areas 
that should' perhaps be implemented jointly with the reform of the rural areas. 

To recapitulate. The core of our poverty program consists of: (i) full 
implementation of PASSPA, (ii) reform of the regulatory regime in the rural 
areas, (iii) elimination of price subsidies and redirection of those resources 
to develop the rural infrastructure, (iv) elimination of ur~an bias in the 
delivering of social services and, (v) correction in the spatial pattern of 
relative prices. This approach combines directly targeted benefits only for 
the extremely-poor with a strong emphasis on allocative efficiency, is 
congruent with the overall direction of economic policy, treats the rural 
areas in the same way as the rest of the economy, allocates land as any other 
productive asset, and considers that rural inhabitants, just like urban, have 
a continuum of abilities and labor-leisure trade-offs. This approach does not 
imply that 'getting prices right', by itself, will eliminate poverty; it does 
imply that 'getting prices wrong' does not help the poor. The poverty program 
proposed gives a large role to the government. But it concentrates government 
action in areas where it has comparative advantage: helping directly only 
those who need help and helping indirectly all others by setting the right 
incentive structure, attacking externalities and allocating social 
expenditures equitably, all in the context of a stable macroeconomic 
environment. 

3.5 Government Programs for Poverty. 

This section describes current government programs for poverty 
alleviation (sub-section 3.5.1) and, in the light of previous. results, makes 
some suggestions for improvements (sub-section 3.5.2). 

3.5.1 Description of Current Programs 

Current efforts at poverty alleviation take place through various food 
and nutrition support programs and through the Programa Nacional de 
Solidaridad (Pronasol). We discuss each in turn. 

1. Food Support Programs. There are four mechanisms through which the 
government provides food support: (i) general subsidies, (ii) targeted 
coverage for the urban poor, (iii) targeted coverage for the rural poor, and 
(iv) targeted coverage for vulnerable groups. The total cost of these 
programs in 1988 was about (US) $ 900 million, out of which about 500 million 
went to the first category. Preliminary figures show that in 1989 1,400 
million was spent on these programs, with about 900 million allocated to 
untargeted subsidies. 

Targeted coverage for the urban poor is attempted by selling fixed 
amounts of two food items, tortillas and milk (through the 'tortibonos' and 
'Liconsa' milk programs), at subsidized prices· to families who earn less than 
two minimum wages. In principle it is expected that, for a family of five 
with two children, these two food items provide 1070 calories and 32 grams of 
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protein per person per day. In 1988 the tortilla program covered ' 
approximately 1.08 million families with a 90% price discount transferring 
about $95 dollars a year (assuming the fixed amount of two kilos of tortillas 
per day per family were actually bought). The milk program covered 1.86 
million families who were screened by social workers to qualify (and 
automatically became eligible for the tortibonos) and depending on the number 
of children obtained varying quantities of milk at an 80% price discount52 

with an average savings of $50 dollars per year. The total cost of these two 
programs was $195 million. 

Targeted coverage for the rural poor is attempted through a system of 
rural stores operated by Conasupo, where basic staples are sold at an average 
price discount of 14%. The stores are in principle accessible to 5.1 million 
families, with targeting achieved (in principle) by location. The total cost 
of the program in 1988 was$ 51 million, providing an average savings per 
family of$ 10, although this figure is suspect, since there is little 
information on who actually purchases there, and how much. 

Targeted coverage for vulnerable groups is carried out by various other 
institutions, and basically falls under two programs. One, the "Nutrition and 
Health Program" run as part of PASSPA by the Ministry of Health, the Mexican 
Institute of Social Security, the National Institute of Nutrition and the 
National Indigenous Institute. This program provides free food53 , health and 
nutrition education, and basic ·health coverage. It .targets families living in 
areas of acute poverty (identified by some 'socioeconomic criteria' like 
housing, access to water, etc.) with between 500 and 2500 inhabitants. To 
qualify for the program families must meet one of the following criteria: have 
pregnant or nursing women, allocate 60% or more of total expenditures to food, 
lack drinking water or waste disposal, or have _less than 6 years of 
schooling. In 1988 this program helped 215,000 families, at a total cost of 
1.7 million. Two, the Sistema Nacional para el Desarollo Integral de la 
Familia (DIF), who in turn operates various programs54 , that provide free 
rations of food items55 based again on some 'socioeconomic indicators' 

52 Families with up to 2 (3, over 4) children can purchase 8 (12, up to 
24) liters of milk per week. 

53 193 grams of powdered milk per day to urban families, and 300 grams of 
corn in grain, 200 grams of beans and 200 grams of wheat flour per day to 
rural families. 

54 The two main programs operated by the DIF are the PROENI, targeted on 
children under four years of age, and the PASAF, targeted on households with 
pregnant and nursing mothers, elderly and handicapped. 

55 Poor families with at least two members who are either less than 5 
years of ~ge, pregnant or nursing, or elderly and handicapped receive 5 kilos 
of corn flour and 5 kilos of beans per month if they live in urban areas, and 
8 kilos of corn and 2 of beans if they live in rural areas; in addition, 
children between 4 and 12 years of age receive 5 rations per week consisting 
of 0.2 liters of milk, bread and a dessert. 
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(education, housing). The DIF programs covered 1.1 million families in 1988, 
spending about $100 dollars per year per family. 

2. Pronasol~ This organization coordinates and supervises all ministries and 
government agencies concerned with poverty alleviation . It aims at developing 
health, education, nutrition, employment, and infrastructure and other 
projects targeted to the poorest groups, with strong participation by these 
groups in the design and implementation of projects. Projects fall under five 
categories. One, support to agriculture through small scale irrigatiop, 
agricultural extension, marketing and development of agro-industries. Two, 
support to basic health services, expanding coverage to the rural population 
through construction and rehabilitation of infrastructure and delivery 
services. Three, increasing enrollment of pre-school, primary and secondary 
educati on through support to teachers' salaries, scholarships for rural youth, 
and training programs for unemployed adults. Four, modernization of 
infrastructure through construction of feeder and rural roads, reconstruction 
and recapitalization of storage facilities for agricultural marketing, 
installation of electricity network, water supply and sewage in selected 
areas. Five, support for housing and distribution of ownership rights for 
residential plots in the metrofolitan squatter distr i cts. Operating costs in 
1989 were about$ 520 million5 , with 50% spent on health and education, 30% 
on infrastructure, and 20% in productive programs; plans call for doubling 
this budget in 1990. 

3.5.2 Preliminary Assessment 

A complete assessment of these poverty alleviation programs requires 
more data than what is currently available; nevertheless, a preliminary 
assessment can be made by focusing on methodological issues, leaving empirical 
work for a later occasion. We focus on nine issues. 

1. Distinguishing Between the Poor and the Extremely-Poor. Various criteria 
are used to identify the poor. Some programs (like the tortibonos and the 
Liconsa milk) ident i fy the poor using the mi nimum wage as the relevant 
statistic. Other programs (like PASSPA) use a mix of location, spending and 
educational characteristics. And yet other use programs the indice de 
marginalidad computed by Coplamar . The previous discussion indicates that 
this: (i) risks mistargeting the truly needy population, (ii) does not provide 
a ranking of the needy population on the basis of the severity of poverty, 
(iii) confuses and lumps together issues of lack of infrastructure with 
evidence of extreme-poverty, thereby providing to some of the poor the wrong 
bundle of benefits, and (iv) may potentially lead to duplication of benefits. 
A systematic poverty indicator is needed. This report has argued that the 
class of P(.) indices satisfies all the requirements. The implementation of 

56 This figure was obtained dividing the total expenditure of 1,300 
million pesos spent by Pronasol in 1989 by an average exchange rate of 2,500 
pesos/dollars for that year; GDP in 1989 was roughly 160 billion dollars. 
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this technique for identifying the extremely-poor should be given serious 
consideration57 

2. Policy Objectives for the Extremely-Poor. The needs of the extremely-poor 
call for strong emphasis on a package that exploits the complementarities 
between nutrition and health. Only one of the current programs, PASSPA, does 
this. Unfortunately, both in terms of coverage and resources spent, this is 
the smallest of all targeted programs currently in place. The issue here is 
fundamental: the objectives of policies should be to reduce undernutrition, 
fertility, infant mortality and morbidity. Yet to a large extent the other 
programs (particularly the tortibono and the Liconsa milk program) have as the 
basic effect (although perhaps unstated aim) to transfer purchasing power to 
the (mostly urban) extremely-poor; this gives them transitory benefits, but 
does not directly get to the root of their needs. Unless it is contemplated 
to pursue such programs indefinitely, they seem to pursue the wrong 
objectives. All this points in the direction of making PASSPA the centerpiece 
of efforts to help the extremely-poor (both in terms of resources and 
emphasis), while de-emphasizing and eventually discontinuing some of the other 
schemes. 

3. Urban-Rural Balance. The estimates of purchasing power currently 
transferred to the targeted groups show that even under the best circumstances 
there is a strong bias against the rural population in current poverty 
alleviation programs. The Conasupo rural stores carry an average benefit of 
$10 a year per family (assuming only poor families have _access to them!), 
while an urban family who participates in both the Liconsa milk and the 
tortibono programs can potentially receive up to $145 annually. This is not 
only inequitable given the distribution of extreme-poverty between rural and 
urban areas (recall from table 1 that, 76% of total extreme-poverty is 
accounted for by rural regions), but perpetuates the incentives to migrate to 
the urban squatter areas. Differently put, the current pattern of targeted 
benefits is precisely the opposite of what is required. It may be relatively 
more difficult to have benefits reach the rural poor but, political 
considerations aside, this is what a 'frontal attack' on poverty requires. 

4. Resources and coveraae. The distribution of resources described in section 
3.5.1 is inappropriate. out of the $900 million spent on food support 
programs in 1988, more than half, or about $500 million, were allocated to 
untargeted food subsidies; more than 80% of these subsidies go to families -who 
earn more than 1.5 times the minimum wage (World Bank, 1990a, p. 6). This 
implies, roughly speaking, that of a total of$ 900 million spent on food and 
health support by the programs in 1988, only about$ 500 million benefit the 

57 The values for P.(a,z) computed from the IES can probably not be used 
for this purpose since tle regional disaggregation is insufficient. Recall 
also that the rural areas of 11 states were not included in the sample. We 
need to explore whether the 1990 population census can be used for this 
purpose. 
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extremely-poor58 • From the point of view of alleviating extreme-poverty there 
is no case for the$ 40~ million spent on untargeted food subsidies. 
Alternatively, potentially there were up to$ 400 (900) million in 1988 (1989) 
that could be re-directed to benefit the extremely-poor. Contrast this figure 
with the$ 1.7 million spent in 1988 on PASSPA. 

5. Choice of Instruments. A mix of rationing coupons and qeneralized price 
subsidies is used by the food programs. The tortibono and the Liconsa milk 
program work with coupons, while the Conasupo rural stores offer price 
discounts. Clearly there are non-poor inhabitants in those areas who might be 
obtaining a larger share of the benefits since, as discussed before, with 
price subsidies benefits are, to the first order, proportional to income. 
Thus, it is not clear that the few resources channeled to the rural areas 
actually reach the rural extremely-poor. 

6. Incentives. To the extent that some programs have as their chief effect 
the transfer of purchasing power to the population a potential negative effect 
on incentives to work might be created. This could be particularly important 
in the urban areas, where the tortibono and Liconsa milk schemes are in 
plac~. Data on characteristics and frequency of benefits by specific 
households is required to assess the importance of this in case these programs 
are continued. If instead, as we have argued, these programs are replaced by 
PASSPA the incentive structure would not be biased against work. 

7. Institutional Structure. There appear to be too many institutions involved 
in the design and implementation of programs for the extremely-poor; 
consolidating programs could lead to savings in administrative costs. In 
addition, monitoring could be enhanced, while minimizing possibilities for 
graft, and allowing for clear identification of responsibilities. 

8. Develooment Policies for the Poor. The aim of policy with regards to the 
poor is a combination of infrastructure investments and institutional reforms 
that have the specific objective of increasing the value of the assets that 
they own, with emphasis on large and sustained outward shifts in the demand 
for unskilled labor and improvements · in the productivity of land. Localized 
projects like those carried out with Pronasol's participation can certainly be 
helpful, particularly when they incorporate the beneficiaries in the design 
and implementation of projects (as they have greater information about their 
underlying needs and higher stakes in their success). However, localized 
actions run the risk of giving the impression that other policies can be freed 
from poverty considerations. 

Given the extent of poverty in Mexico, investing 1/3 to 2/3s of a 
percent of GNP on piece-meal projects will not have a sufficient impact. And 
yet the focus should not lie only in allocating larger resources to Pronasol, 
but also in directly confronting the roots of poverty. Differently put: 
primary poverty is the result of institutional structures and resource 

58 Assuming all 400 million allocated to the targeted programs indeed 
reach the extremely-poor, and adding to this figure 20% of the 500 million 
spent on untargeted food subsidies. 
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allocation mechanisms that generate market outcomes that give little value to 
the resources owned by the poor. Thus, the greatest impact on poverty 
alleviation will derive from institutional reforms that insure that market 
outcomes are beneficial to the poor. Unless the issues of reform to 
agriculture, the ejido, urban bias in the allocation of fiscal resources, and 
other primary determinants of poverty are tackled, localized actions and 
piece-meal projects will, so to speak, be like 'swimming against the current'. 
Only when policies for the poor become an integral part of the development 
program of the c~untry, will the poor be removed from the status of minor 
participants in development to the focus of development. 

9. Progress Evaluation. Finally, a systematic attack on poverty needs a 
ayatea of information to evaluate progress . The P( . ) i ndices could help in 
this function. However, some of the dimensions of poverty, particularly those 
associated with undernutrition, may have a weak connection with monetary 
income. As a result, regionally disaggregated information on undernutrition 
based on anthropometric indicators, together with poverty indices need to be 
computed on a more systematic basis, with fixed periodicity. To do this, 
income-expenditure surveys and nutritional information need to be gathered on 
a regular basis, at fixed intervals of, for example, three years. These 
computations would provide a more solid basis to judge progress in poverty 
reduction. Equally important, they could also increase public sensitivity to 
poverty. 

A closing remark. The Mexican economy is emerging from a prolonged and 
costly crisis. But resumption of growth under present conditions is 
insufficient to help the poor. Macroeconomic stability only takes care of one 
of the three main determinants of poverty identified· in section 3.3. Many of 
the institutions and distortions responsible for lagging rural development and 
urban bias are still there; current programs for direct poverty alleviation 
could be improved substantially. As yet only part of the foundations for 
reducing poverty have been laid. 
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4 PUBLIC POLICY AND ENVIRONMENT IN MEXICO 

4.1 Introduction 

Environmental concerns, while not new in Mexico, have taken on a new 
urgency with the resumption of growth. The current administration has made 
environmental policy one of its highest policy priorities. The 1989-1994 
natio~al Development Plan cites 'ecological balance' as a prime government 
concern. Urban pollution problems affect the health, and therefore the 
productivity, of the 20 million people of the Metropolitan Area of Mexico City 
(MAMC), and the 43 million people of other urban areas. Deforestation and 
soil erosion affect the productivity of Mexico's agricultural sector. Economy 
and environment are thus interdependent. Renewed emphasis on economic growth 
in Mexico will put increased pressures on the environment. Population growth, 
which is increasing (at 2.4 percent p.a.) but at a decreasing rate, and 
internal migration to urban areas, will add to the pressures. Ensuing 
environmental degradation can be expected to impair the chances of sustained 
economic growth, and, more generally, to lower the quality of life of the 
Mexican people. But environmental policy provides challenges that are in many 
ways different from standard public policy concerns. 

First among those is, that environmental issues by their nature do not 
fit naturally in the sectoral division that characterizes the line ministries 
in Mexico. Even if the source of and potential response to particular problems 
is fully within the realm of a particular line ministry, the costs of not 
responding are often born by other sectors, thus reducing the originating 
sector's incentive to react. This creates ·an incentive problem that can only 
be resolved by an authority high enough to internalize all aspects of the 
issue. An example is deforestation, a problem that is clearly within the 
jurisdiction of the agriculture ministry, as are all plausible measures 
designed to deal with it. The cost of deforestation, such as daily dust 
deposits in Mexico City are not however in any way reflected in problems 
residing under the agriculture ministry. Thus one focal point of the study is 
a survey of existing environmental issues in Mexico and an assessment whether 
the institutional structure presently in place is adequate to deal with them. 

A second issue concerns policy design. Mexico's recent environmental 
policy actions have recently by and large followed the American approach, 
implying extensive reliance on direct quantity regulation. This is may be 
understandable given the emergency nature of the programs recently announced, 
but it is not always clear that the most efficient policy response is chosen 
in this manner. 

Contributing to this problem is the fact that there is as yet no 
framework available to help policy makers decide which type of policy 
intervention is best suited for which problem. In a perfect information, 
perfect competition world, quantity and price based policies can be made 
equivalent; but neither perfect information nor perfect competition are 
necessarily reasonable assumptions to make in all cases. Thus in each case a 
judgement needs to be made whether prices or quantities are to be the 
instrument of intervention; regulation or taxes/subsidies. In general 
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considerations of risk and, importantly, distributional impact need to be 
taken into account. For example, nuclear reactor safety _is probably not 
something one wishes to address through tax incentives. Compliance under a 
price incentive system is too difficult to predict in each particular case, 
and the potential costs of non-compliance are catastrophic. On the other hand, 
in the case of say emission compliance, one is mostly concerned with average 
compliance, and lower monitoring costs would suggest price incentives rather 
than regulation. The second part of the environmental chapter will suggest, 
again based on the survey of e~vironmental issues mentioned before, a . 
framework for decision makers that should help both_ the Bank and the Mexican 
authorities in policy design. 

This study presented here thus focuses on two issues: 

the state of the environment in Mexico and the existing 
institutional structure for addressing environmental problems; 

the choice of policy design, with special reference to the 
potential for using economic instruments, such as market-based 
incentives, for environmental quality improvement. 

The study is naturally indicative rather than conclusive at this stage 
because the environment as a policy objective is very much an emerging and 
under-researched issue in Mexico. 

Section 2 provides a brief overview of the state of the Mexican 
environment. Section 3 surveys the potential policy instruments available to 
governments for controlling environmental quality and natural resource 
degradation. Section 4 assesses the institutional structure in Mexico for 
adopting environmental policy instruments, and Section 5 provides a 
preliminary judgement on the ways in which future environmental policy might 
develop in Mexico. 

4.2 - State of the Environment 

This section of the study looks at the salient environmental problems of 
Mexico: air and water pollution, solid waste disposal, soil erosion and 
deforestation. Issues of the management of protected areas and wildlife 
conservation are not addressed59 

Past economic growth in Mexico has generally been environmentally 
insensitive. Environmental problems include contamination risks to drinking 
water quality, deforestation, soil erosion, land contamination by solid and 
other wastes, and air pollution. These problems have arisen because of the 
absence, until recently, of any rigorously applied environmental standards, 
rural-urban migration which has added to congestion and population pressure in 

59 See World Bank, LACRO, Country Department II, Mexico: 
Environmental Issues Paper, October 26, 1989 for further detail on 
these issues, together with the Background Documents, September 
20, 1988. 
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cities, ranching and pasture colonization developments officially encouraged 
by the Government of Mexico (GOM) which have .induced deforestation, subsidies 
to energy and water use which encourage wasteful consumption, and low land 
taxes which1 encourage extensive land use. 

A Air Pollution 

A.1 Emissions and Concentrations 

Air pollution problems in Mexico City are a major and serious concern. 
Table 1 shows sources and emissions of air pollutants in 1987. Caution needs 
to be exercised in drawing comparisons between the figures for individual 
pollutants. Thus, by weight, carbon monoxide from vehicles accounts for 88 
percent of all mobile source pollutants and 73 percent by weight of all 
pollutants. Of themselves, however, such figures have no immediate policy 
implication since one ton of carbon monoxide could well incur very different 
damage (e.g. to human health) compared to one ton of sulphur oxides. (At high 
altitudes, however, co is thought to be more damaging to human health than at 
low altitudes). Additionally, monitoring of air quality in Mexico City is 
still incomplete and existing readings are subject to unknown errors. 

Damage is likely to be related to measures of the difference between 
actual air_quality and air qual~ty standards since the latter are typically 
set below some threshold related to health impacts. Mexico's air quality 
standards for co6 so2 , lead and TSP are the same as those in the USA. 
Statistics show6 : 

60 

that the TSP standard of 275 microgrammes per cubic metre (ug/m3 ) 
averaged over 24 hours was systematically exceeded in all 
districts of MAMC, and by substantial amounts (up to three times), 
in 1985, 1986 and 1987; 

low-level~ concentrations, the result of the effect of 
sunlight on some hydrocarbons, nitrogen dioxide and carbon 
monoxide, have known health irritation and respiratory effects. 
Ozone levels regularly exceed the Mexican standard of 110 ppb 
(parts per billion) in any one hour, especially in MAMC; 

The observations are taken from Comision Nacional de Ecologia, 
Informe General de Ecologia, Mexico City, November 1988. 
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the carbon monoxide standard of 13 ppm average for an eight hour 
period is also regularly exceeded in MAMC. There is some 
justification for the view that more adequate monitoring would 
reveal considerably higher CO levels; 

the sulphur dioxide standards of 340 ug/m3 in 24 hours (0.13 ppm), 
and 80 ug/m3 average in a year, were regularly exceeded in 
Xalostoc district of MAMC in 1985, 1986 and 1987. Three districts 
exceeded the standard in 1985; 

the Mexican sta.ndard for nitrooen dioxide (0.21 ppm average in 1 
hour) was regularly exceeded in MAMC in 1986 and 1987; 

the United States lead standarq of 1.5 ug/m3 for a three monthll 
period was exceeded in four out of eight quarters in 1986-19876 ; 

Concentrations of other toxic air contaminants such as benzene, 
diesel particulate matter and formaldehyde (all produced by motor 
vehicles) are probably also high but the general issue of airborne 
toxics is considerably under-appreciated. and there are few 
measurrements. 

Table 1 
Air Pollutants in mexico City: Sources ·and Levels 

(1987: '000 tons (%, rounded)) 

Source: Stationary Mobile 'Natural' 

(TSP) 128 (21) 41 (1) 251 (100) 

Sulphur Dioxide (S02 ) 236 (38) 7 (neg) 

Hydrocarbons (HC) 137 (22) 310 ( 8) 

Carbon Monoxide (CO) 53 (8) 3373 (88) 

Nitrogen Oxides (NOX) 68 ( 11) 111 ( 3) 

TOTAL 622 4043 251 

A.2 Impacts 

61 Comision Nacional de Ecologia, Informe General de Ecologia, Mexico 
City, 1988, p. 96. 
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In developed economies, air pollution has been linked to morbidity and 
premature mortality, crop damage, forest damage, surface water acidification, 
and materials and building corrosion. Investigations in developing countries 
have been few and far between. Most is known about health damage. Air 
pollutants are linked to morbidity and premature mortality from respiratory 
diseases such as pneumonia and influenza and to some early infant diseases. 
Particulates have been found to be most associated with morbidity and 
mortality. Early evidence on sulphur oxides has not generally been 
replicated. However, it must be borne in mind that developing country 
concentrations are frequently higher than in developed economies, and the 
issue is further . complicated by the existence of indoor air pollution from 
stoves, open fires and dust. Indoor pollution is now thought to be a major 
factor in pulmonary disease. 

Studies attempting to establish correlations between health impairment 
and air pollution have only just commenced in Mexico. For age groups> 65 
years and< 5 years, mortality from respiratory disease had some association 
with high levels of TSP, but the results were not statistically significant. 
Some evidence of respiratory morbidity links to high TSP and ozone values has 
emerged62 Links between ozone exposure and pulmonary function in children 
have been suggested in some studies. Exposure to lead in Mexico is very high. 
High atmospheric lead levels result in elevated blood lead concentrations, 
especially in children. _ High _blood lead levels have been shown to be 
associated with decreased cognitive function in children and increased blood 
pressure (with attendant increased risk of ~eart attack and stroke) in adult 
males. Some decrease in blood levels of lead was detected after the 
introduction of reduced leaded gasoline. Further epidemiological studies are 
proposed. 

The links between Mexican air ~ollution and non-human damage have not 
been investigated. However, studies in other countries have shown significant 
non-health related losses due to air pollution, including damage to materials 
and cultural monuments, soiling of buildings and other surfaces, impaired 
growth in crops and other vegetation, and loss of esthetic values due to 
impaired visibility. 

Air pollution control is high on the political agenda of Mexico. The 
effects of air pollution are visible and immedi ately obvious to a visitor . 
There must be a presumption that the pollution levels recorded, albeit with 
error, are giving rise to health damage, although the nature and extent of 
that damage is uncertain in the absence of more detailed epidemiological 
studies. Other, more economic losses seem likely, although their extent has 
not yet been determined. 

8. Water Pollution 

8.1 Discharges and Water Quality 

62 See World Bank, Environment Department, Case Study of Air 
Pollution in Mexico City, Draft Report, 1990. 
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Water is a scarce commodity in Mexico primarily because of its 
distribution relative to population densities. In 1980, around 82 percent of 
extracted ~ater goes for agricultural use (irrigation), 11 percent to industry 
and the rest to municipalities. The agricultural share is expected to decline 
very slightly by 2000, with the industrial share rising slightly63 • Eleven 
surface water basins, serving 59 percent of the population64 , were classified 
as 'most polluted' in the 1970s. The 164 'least polluted' basins served only 
6 percent of the population. MAMC is responsible for 40 percent of the total 
national effluent discharged, with Guadalajara and Monterrey discharging 5 and 
7 percent respectively. Municipal effluent mainly accounts for MAMC 
discharges (around 70%), but industrial effluent dominates in other cities -
Guadalajara, Monterrey, Culiacan, Sinaloa, etc. Around 5000 establishments 
(2.5 percent of the total) account for 60 percent of total discharges. Water 
treatment capacity covers only 17 percent of total discharges from point 
sources. Non-point sources (agricultural land, for example) have not been 
evaluated. Proper treatment probably covers about one-half the effluent 
subject to treatment plants owing to operating deficiencies. 

B.2 Impacts 

The dominant health impact of poor water quality lies in the generation 
of drinking-water induced diseases. Out of 30 locations identified in the 
Plan National Hidraulico (1981), 19 were identified as having coliform 
contamination. Drinking-water related illnesses account for 75 deaths in 
100,000 for children in the age-group 1-4. 

c. Solid Waste 

C.l Solid Waste Arisings 

Municipal waste generation amounts to some 19 million tons of waste per 
annum65 Of this amount, some 14 million tons is collected, and 5 million 
tons of this is disposed of to controlled waste sites. Some 4.7 million tons 
is not collected and is disposed of to the streets, unlicensed sites, etc. 
Thus, some 14 million tons in all - over 70 percent of total waste arisings - -
are either disposed of without municipal collection or is disposed of to 

unsatisfactory sites. Eighty percent of municipal solid waste is collected in 
Mexico City area, and 60 percent in other urban areas. 

Industrial waste totals some 1.33 million tons, including 3 million tons 
of hazardous waste and 15 million tons 'special' waste requiring specialized 
disposal. Most of the remaining 115 million tons comes from minerals 
extraction and processing industries. Controls on hazardous waste disposal 

63 

64 

65 

See A De Mayo, Mexico: Environmental Issues Paper - Water, World 
Bank, 1988. 

Comision Nacional de Ecologia, Informe·General de Ecologia, 1988. 
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are lacking so that substantial illegal dumping occurs with unknown hazards to 
local populations and to ecosystems generally. 

C.2 Impaots 

Uncollected and improperly disposed of municipal waste imposes major 
risks of disease through the breeding of flies and mosquitos. Hazardous 
wastes impose unknown but potentially very serious health and ecological 
risks. 

o. Soil Erosion 

D.1 Extent of Soil Erosion 

Out of a total land area of 194 million hectares, land affected by soil 
erosion is estimated in Table 2. Table 2, based on a 1980 survey, suggests 
that some 80 percent of the land area is affected by erosion in one form or 
other. More recent evidence suggests that the 'severe erosion' category (soil 
losses of 11-15 tons per hectare) has increased to perhaps 40 percent of the 
territory, i.e. some 83 million hectares of land66 

D.2 Impact 

The social costs of soil erosion are formidable. SARH estimates that 
soil erosion losses to maize production alone could total 1 million tons, or 
some 12 percent of the total crop, by 2000. Offsetting this productivity loss 
through increased fertilizer application has been shown not to be effective. 
The crop loss would be perpetual since severe soil erosion is effectively an 
irreversible phenomenon. Prevention of damage has been identified as the 
probable major benefit of soil conservation practices67 Added to the direct 
production losses, impoverished soils reduce adding to urban infrastructure 
costs, overpopulation in cities and urban unemployment and deprivation. Soil 
erosion is also implicated in sedimentation of rivers and drainage systems, 
and in impairment of aquifer recharging, thus lowering potential water supply. 

No Erosion 

Low Erosion 

66 

67 

Table 2 
Soil Erosion in Mexico 

42.6 million hectares 22% 

51.8 26% 

See R. Milford and J. McKenna, Mexico: Soil and Water 
Conservation - Environmental Issues, World Bank, 1988. 

See G. Schramm, 'A Benefit-Cost Model for the Evaluation of On
Site Benefits of Soil Conservation Projects in Mexico', The Annals 
of Regional Science, Vol. XI~I, No. 2, July 1979. 
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Moderate Erosion 71.5 36% 

Severe Erosion 23.4 12% 

Very Severe Erosion 7.3 4% 

Source: Comision Nacional de Ecologia . 

E. Deforestation 

Mexico's total land area is some 197 million ha. (1.97 million km2 ). 
Some 39 million ha. of land is covered in dense forest. Of this 39 million 
ha. some 27 . 5 million ha. is temperate forest and 11.4 mil lion ha . is tropical 
forest, mainly in the Yucatan peninsula and Chiapas. Estimates of current 
rates of deforestation vary, but a recent survey suggests a minimum of 7000 
km2 p.a. for tropical forests alone68 The main causes of deforestation have 
been agricultural clearance for slash-and-burn agriculture, cattle grazing, 
cattle ranching, and coffee. Subsequent grassland use of the deforested area 
is subject to overgrazing, fires and cultivation for crops. The last 
remaining tropical evergreen forest is the Selva Lacandona of Chiapas, now 
thought to be some 6,900 km2 in area compared to 12,000 km2 in 1970. Some 47 
species of native animal and 241 species of native plants have become 
endangered the loss of tropical forests. 

4.3 Instruments for Public Policy on the Environment 

The array of instruments for engaging in environmental policy is 
extensive. It is best appreciated by looking at the source of environmental 
problems in the ways in which economic systems function, and then discerning 
which 'distortions' are relevant to the Mexican system. 

A. The Environment and Property Rights 

Property rights relate to the set of entitlements that define a resource 
owner's rights and privileges, and the extent to which those rights and 
privileges are limited ('attenuated ' ). For a market economy as a whole to 
produce an efficient allocation of resources without Government intervention, 
it is necessary that four conditions be met: 

universality: all resources should be owned, all entitlements should be 
specified; 

exclusivity: all the benefits and costs of resource use should accrue 
to the owner; 

68 N. Myers, Deforestation Rates in Tropical Forests and Their 
Climatic Implications, Friends of the Earth, London, 1989. 
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transferabilitv: all resource rights must be exchangeab!e between 
agents, and the transfer should not be affected by market power; 

enforceability: all rights should be enforceable in law. 

Because of the nature of environmental resources, property rights systems for 
such resources tend to breach one or more of these requirements. Hence, in 
the absence of Government intervention, environmental resources are usually 
ineffi~iently allocated. 

The universality condition is breached because resources are frequently 
owned by no one at all (open access resources, such as rangelands and forests 
in many cases), and may be breached because ownership is by often imperfectly 
specified groups of people such that individuals have an incentive to break 
collective agreements on resource conservation (common property resource, such 
as an aquifer). Many common property resources do, however, have well
defined rules of use. Public goods also breach the universality condition 
because ownership by one person would not prevent others from sharing the 
benefits of the resource (clean air would be an example). 

The exclusivity condition is breached wherever some of the costs of 
resource use are borne by someone other than the owner - i.e. when there is 
externality. Pollution of downstream users by upstream users would be an 
example. Air pollution also illustrates the externality phenomenon because 
externality is an integral part of public goods. If some system of 
compensation is devised whereby the polluter pays the victim, then the 
externality is 'internalized', i.e. becomes part of the private cost structure 
of the polluting agent. Such an increase in costs will modify the polluter's 
behavior, either (a) causing him to reduce the level of economic activity 
generating the pollution, or (b) inducing him to adopt abatement measures 
which alter the relationship between economic activity and its 'pollution 
content'. In either event, the third party impact is lessened. Efficient 
transferability of resource rights is not secured if there is excessive market 
power on the part of some economic agents. 

The enforceability condition will be breached when owners are not able 
to defend their property rights against take-overs by those wielding market or 
political power. The rights of indigenous peoples compared to the actions of 
agricultural colonizers would be an example. Less obviously, if society 
discounts the future at lower rates than the private owner of a resource, 
there will be over-rapid depletion of a resource if the resource is held in 
private hands. Society fails to enforce the correct property rights. 

B. Property Rights Failures in Mexico 

All the listed deviations from an efficient property rights regime exist 
in Mexico. Non-exclusivity (externality and public goods) phenomena describe 
the air pollution problem; externalities describe the surface water pollution; 
common property the groundwater pollution and excess use 
problem; lack of government financial resources explains much of the failure 
of enforceability; open access and common property problems offer a partial 
explanation of deforestation. 
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Air pollution in Mexico City arises from a mixture of industrial and 
mobile sources. Ozone problems are primarily traceable to vehicle use, 
combined with temperature inversions at altitude. Some 3 million passenger 
vehicles exist in MAMC, of which 2.35 million are private cars and 147,000 are 
taxis. The diesel fuel used has a high sulphur content, and the gasoline has 
an inefficient chemical mix for altitude, resulting in high pollution levels. 
Mexico City's roads can be thought of as 'common property' which each driver 
being concerned to maximize personal net benefits . The resulting overuse of 
the common resource produces congestion, decreasing the benefits to all users. 
The apparent success of the policy of restricting vehicle use to 4 days of the 
working week ('hoy no circula') illustrates the typical collective solution to 
common property overuse problems - the establishment and enforcement of rules 
for conservation69 

C. Intervention Failure 

The problem described in Section 3.1 partly arise from market failure, 
i.e. the failure of markets adequately to reflect the true social costs of 
using environmental resources. Many instances of environmental degradation 
arise, however, from intervention failure (or 'government failure'), the 
failure of political systems to devise the correct structure of incentives to 
achieve a socially efficient use of resources. 

Governments intervention in the functioning of markets tends to take two 
forms that give rise to social inefficiency. · 

First, governments may control prices in such a way that they fail to 
reflect private costs . This is a typical developing country phenomenon 
where many prices are administered for social and economic purposes. 
Conspicuous examples are the pricing of energy and extractive water 
below market prices, and exchange rate controls which affect internal 
sectoral terms of trade. Underpricing tends also to increase the scale 
of the externality, e.g. excessive irrigation water use can cause 
waterlogging and salinization of soils. 

Second, governments may set planning targets or devise sets of property 
rights which produce distortions. Examples include prescriptions to 
grow particular crops, or to grow particular quantities, land 
nationalization, etc. Legislative controls also frequently lead special 
interest groups to rent-seek i.e. to lobby for particular forms of 
legislation which creates economic rents to which the special interest 
group then lays claim. 

D. Examples of Intervention Failures in Mexico 

69 Not everyone agrees the program is a success. But December 1, 
1989 concentrations of co, o 3 , N02 and so2 compared to November 17 
concentrations (before the program was implemented) showed 
systematic reductions. 
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Inefficient government interventions in Mexico can be illustrated with 
several examples. 

0.1 Deforestation 

Extensive agricultural colonization of Mexico's vi~gin forests was 
encouraged by the Secretaria de Reforma Agraria (SRA). Until recently, SRA 
tended to declare private forested lands to be 'idle' and transferred 
ownership to rural communities. The effect was to force private owners to 
deforest in order to signal that the land .was no longer forest and therefore 
no longer 'idle'. The SRA conceded full property rights to some 3,600 km2 of 
the seiva Lacandona forest to 153 rural communities up to 1986, leaving only 
3,300 km2 forest reserve. Rural communities do not typically benefit from the . 
resulting deforested lands because the major part of the land is unsuited for 
crops or livestock70 

D.2 Water 

The average cost of water sup~ly in the Federal District of Mexico 
City is estimated to be 450 pesos/m (US cents 20/m3 ), and the incremental 
cost of new supplies is put at 1000 pesos/m3 • Household prices average 151 
pesos/m3, and industrial prices 743 pesos/m3 , with a weighted average of 317 
pesos. Thus, for water that is metered and charged for, cost recovery is 
around 70% of average supply costs and 32% for new supplies. By developing 
country standards this would be a fairly impressive rate of cost recovery. 
However, the price - cost disparity is very much greater once allowance is 
made for: only 65% of water is billed due to losses and improper metering and 
only 30% of billed customers actually pay. True cost recovery is therefore 
317/450 x 0.65 x 0.30 = 14% on average costs and some 6% of incremental 
costs71 

The costs in question also ·exclude any return-flow (discharge) costs. Given 
that water is a scarce commodity in Mexico City, such low rates of cost 
recovery are not conducive to the efficient use of water. 

E. Choosing Public Policy Instruments 

The theoretical and practical debates about economic approaches to 
environmental policy have largely been conducted in terms of the choice 
between the use of economic instruments and direct regulation, or command
and-control, of the agents causing resource degradation and environmental 
quality losses. 

E.l Command-and-Control 

70 

71 

F. Wadswort, Mexico: Deforestation, World Bank, LA2CO, 
September 1988, mimoe. 

A De Mayo, Mexico: Environmental Issues Paper - Water, World 
Bank, LA2CO, September 1988 
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Command-and-control (CAC) typically defines the way in which 
environmental policy is implemented throughout the world. It operates on the 
basis of setting a standard (either at the emissions level or the ambient 
concentration level) and then inspecting the sources of pollution to ensure 
they are consistent with the standard. Standards are frequently 'technology
based' in that they encourage or require polluters to adopt the 'best 
available technology' (or some variant of this phrase) for production. The 
"BAT' formula is designed to ensure that polluters are not obliged to meet 
excessive standards - there has to be some assurance that standards can be 
met. Enforcement is then by warnings, dialogue with pollution inspectors and, 
ultimately, fines and plant closure. Nearly all of Mexico's existing 
environmental legislation is of the CAC variety. 

E.2 Market-Based Incentives 

Market-based incentives (MBis) differ totally from CAC. The aim of MBis 
is to provide a financial disincentive for pollution or a financial reward for 
pollution reduction. Two broad types of MBI exist: price-based and guantity
based. Under conditions of certainty both types of system achieve the same 
result. Under conditions of uncertainty they do not. 

A price-based system acts directly on prices through measures to change 
the cost structure of the polluter. Market prices need to be adjusted to 
reflect true marginal social costs, defined as marginal private costs plus 
marginal social costs. Ideally, the requirement is that price equal marginal 
social cost, and this in turn implies some valuation of the externality in 
money terms in order to make the appropriate price adjustment. In practice, 
only the 'correct ' directional change in terms of price increases to reflect 
uninternalized externalities is likely to be feasible. 

The main types of direct price instrument are: 

o water effluent charges 

o air emission charges 

o solid waste disposal charges 

o refundable deposits on recyclable materials (paper, cans, bottles, 
waste oil, tyres, car hulks, refrigerators, etc.). 

Changes or taxes set in this way have the effect of internalizing the 
externality. 

Prices may also be affected indirectly through quantity-based 
instruments. Tradeable emission certificates and tradeable resource use 
quotas are examples of such systems. The environmental authorities establish 
some level of acceptable emissions or resource use. They then issue 
certificates ('permits') for this aggregate level of emissions/use. Each 
polluter-resource user must then hold sufficient certificates to cover desired 
emissions. If the initial allocation does not cover this level, the polluter 
may buy certificates held by other polluters - i.e. the certificates are 
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tradeable. Alternatively, the environmental authority may set individual 
emission ceilings for each polluter. Any polluter going below this level 
earns an emission reduction credit which can then be traded. Since the 
permits and' credits are tradeable they will achieve a market price and this 
price will, under competitive conditions and certainty, be the same as the tax 
or charge that would have to be applied to secure the same level of emissions. 

E.3 Prices versus Quantities: Tradeable Permits 

Quantity-based approaches ensure that the desired level of emissions or 
resource use is achieved, but offer uncertainty about the level of cost that 
will be involved. This is because the price of permits and quotas will be 
determined in the market place for permits. The ceiling will be achieved 
regardless of cost. This suggests that a quantity based system, such as 
tradeable permits, is to be preferred if there is considered essential to 
achieve the environmental quality target. Price-based approaches, on the 
other hand, offer no such certainty about achieving the emissions target. If 
the costs of pollution control are not known, the potential outcomes are: 

(a) if control costs are lower than expected, tradeable permits will 
achieve the desired reduction in emissions at lower than expected 
costs, while charges will produce a higher than expected 
reduction, at planned unit cost; 

(b) if control costs are higher than expected, tradeable permits will 
still achieve the target reduction, but at higher than expected 
costs, while charges will achieve lower than expected emissions 
reduction. 

In the Mexican situation it is important to secure environmental quality 
targets at cost levels that do not impair the development process. This 
suggests minimizing the burden on industry, but not at the expense of 
significant social benefits from environmental improvement. In these 
circumstances it could be argued that the uncertainty attached to target 
achievement with taxes and charges is to be preferred to the uncertainty of 
cost imposition. Charge systems are least appropriate when uncertainty about 
the level of environmental quality is unacceptable. Hence there is a prima 
facie case for preferring direct price-based systems in Mexico if MBis are 
used at all. 

There are other reasons for being cautious about tradeable permit 
systems in Mexico, although no conclusive statements can be offered in the 
absence of detailed i~formation about industrial structure. Experience with 
such systems is fairly limited and policy implications of what experience 
there is are not wholly conclusive. 

Air pollution. Only the United States has a tradeable permit system for 
air emissions, under its Clean Air Acts. It is estimated to have saved 
industry some $10 billion in compliance costs over ten years (on the 
basis that MBis generally impose lower costs on industry - see below). 
But trading has been fairly modest in scale, mainly confined to 
California where standards are strict, and, notably, has been almost 
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entirely 'internal' rather than 'external', i.e. has taken place within 
plants rather than between plants. How far this matters if such 
experience was translatable to Mexico is open to debate. In Mexico, the 
major sources of industrial pollution are power stations, oil 
refineries, a wide range of small industries using fuel oil, and large 
industries such as cement, pulp and paper, glass and foundries. Since 
there is little reason to assume that these industries would trade 
permits with each other (on the basis of the US experience), what 
matters is the unknown potential for internal trading and its equally 
unknown -benefits. Tradeable permit systems cannot be applied to mobile 
source pollution at the point of emission, although they could be 
applied at the vehicle manufacture stage, i.e. each manufacturer or 
importer could have an allowable emissions quota. Similarly, the USA's 
brief experience with lead quotas for refinery gasoline is widely 
regarded as having been successful. 

Water pollution. Far less experience exists with tradeable permits for 
water pollutants. Generally, permit trading could take place in 
estuaries or in reservoir systems where the exact location of pollution 
sources may not be a major concern. Otherwise, the permit system has 
the potential for concentrating discharges in high abatement cost 
locations (since these sources are the ones most likely to purchase 
permits). Similar concerns about '. hot spots' may arise with air 
pollutants. Typically, air emission permit systems are likely to work 
best where the pollutant is 'uniformly mixed' (i.e . its source matters 
little with respect to ambient concentrations), or where non-uniformly 
mixed pollutant sources are contiguous (thus avoiding the need to 
estimate ambient impacts - which necessitates dispersion modelling - by 
trading between different locations). 

Natural resources. The most successful experiences with tradeable 
permits appear to be in the allocation of fishing rights in contexts 
where there is a need to protect against or reduce over-fishing. This 
experience, from New Zealand, Iceland and other countries, shows that 
tradeable quota systems can work successfully. 

The preceding discussion suggests that, if Mexico is to pursue the use 
of MBis for environmental policy, it might begin with direct price instruments 
rather than· tradeable permit systems. This provisional judgement rests on the 
further judgement that certainty in environmental achievement is less 
important (but still important) than certainty about compliance costs, and on 
an assessment of the types of pollutants to which tradeable permit systems can 
be applied. However, the US experience on gasoline lead content and the 
potential for emission quotas at the vehicle manufacture stage should be 
studied further. Least certain is the role of a tradeable permits system for 
stationary source air pollution. Much depends on industrial ' structure and the 
role of individual industries in contributing to ambient concentrations, 
something that cannot be known in the absence of detailed source 
identification and monitoring, and dispersion modelling. 

E.4 Prices versus Quantities: Charges and Taxes 
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Internalization of external costs underlies the polluter pays principle 
(PPP) which, in the OECD countries, is an established principle of 
environmental policy72 The PPP is broadly interpreted to mean any policy 
measure whi.,c::h obliges the polluter to bear the initial cost of 
internalization, whether by taxes, charges, tradeable permits or simply by 
requiring that emission levels be contained. The PPP is not universally 
valid. Under some circumstances it can be shown that 'victims' may pay 
polluters not to pollute or degrade resources . Within national boundaries, 
however, the PPP tends to underlie most environmental law and policy p~acti~e. 
There is an increasing interest in OECD countries in the interpretation of the 
PPP that favors the use of environmental charges or taxes. A survey of 1990 
showed that most European OECD countries were either introducing or were 

2 considering the introduction of pollution charges on fuels (SOX, NOX, co), 
agricultural inputs, plastics and some other polluting products. 

An ideal pollution charge would equal the marginal external cost at the 
appropriate social optimum. In practice, est i mation of external cost 
functions requires sophisticated procedures and detailed data which are only 
rarely available. Point estimates are more common and even these are subject 
to uncertainty. As a practical matter, a n envi ronment~! charge is more likely 
to be concerned with reducing pollution impacts through encouraging technology 
switching or output changes rather than s t riving for full efficiency through . 
precise internalization of all social costs and benefits. 

Technology switches occur because the charge can be avoided by the 
introduction of technologies using less of the pollut i ng input. Examples 
would be 'acid rain charges' which wou l d induc e · substitution of natural gas, 
nuclear power and renewable energy for high carbon fuels such as coal, lignite 
and crude oil. To induce technology switches, therefore, charges need to be 
set according to the costs of substitution rather than damage cost estimates. 
Output changes occur if technology substitution is complex. The nature of the 
product may then be modified so that it uses a different technology or less of 
the existing technology. 

Ideally, charges should be lev ied on actual pollutant emissions. 
Because of the high cost of measur i ng thes e e missions, however, this is not 
always practical. For this reason, char ges a r e often based on more easily 
measurable surrogate quantities, such as t he amount of fuel consumed. Care is 
needed in the specification of suc h surrogat es , in order to ensure that the 
charges imposed send the right signal to the user. 

E.5 Experience of Charges in OECD Countries 

There is little experience of enviro nmental charges in the sense of 
damage-related instruments, but a l i tt l e more of charges designed to secure 
technology-switches. A comprehensive survey of environmental charging systems 
in the CECO categorized charging systems as: 

72 Organization for Economi c Cooper ation and Development. The 
Polluter Pays Principle, OECD, Paris, 1975. 
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effluent and emission charges: charges on the basis of quantity and/or 
quality of discharges to environmental receiving media (water, air); 

user charges: payments for the cost of collective or public treatment 
of effluent, usually municipal treatment of wastewater and municipal 
collect~on of waste; 

product charges: charges on a product according to its pollution 
content; 

administrative charges: charges to cover the costs of discharge 
consents, monitoring and regulation; 

tax differentiation: a product charge designed to differentiate a 
particular product from subst i tute - e.g lower taxes on unleaded 
gasoline compared to leaded gasoline; 

deposit refund systems: a product charge is refunded t the user on 
satisfactory return/disposal of the product container. 

The survey evaluated existing charge systems according to the criteria 
of economic efficiency (net benefit maximization or cost-minimization for a 
given policy target); environmental effectiveness; administrative efficiency 
and practicability; and 'concordance with institutional framework', i.e. 
whether the system is compatible with new or planned institutions. These 
criteria are as relevant to Mexico as they are to OECD countries. 

The 1986 survey found 44 examples of environmental charges in 6 detailed 
country studies, and 37 further charges in 8 further countries surveyed in 
less detail, i.e., an overall average of some 5.8 charges per country. Since 
1986 some new charges have been introduced, and others are proposed. Table 3 
shows the types of charges and the relevant countries. 

Several features of the OECD charge systems are of interest for the 
potential development of environmental policy instruments in Mexico. 

(i) hardly any of the existing charge systems have direct incentive 
effects, i.e. they do not of themselves induce technology- switching. Only 
the German water pollution charge system approximates an incentive system. 
This has charges based on effluent to water systems, with discounts for 'over
compliance'. The discount system probably induced earlier compliance than 
would otherwise have been the case, and a significant number of municipalities 
cited the charge as the main reason for intensifying water treatment 
facilities. The system operates at lower compliance cost than an equivalent 
CAC approach, although 50% of charge revenues are used up in administrative 
costs. Charges also appear to be only one quarter of average treatment costs, 
so that considerable incentive effects are being lost by hav~ng charges set 
too low. This experience is replicated in other countries. 
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Table 3 
Environmental Charge Systems in the OECD 

Type of Charge 
-

Air Water Waste Noise User Product Admin. Tax 
Diff. 

A ustralia X X X X 

Belgium X X X 

Canada X 

D enmark 0 X X X X 

Finland f f X X X X 

France1 
X X X X X 

G ermany1 f X X X X X 

Italy1 f X 0 X X 

X X Japan 
Netherlands 1 f X X X X X X X 

f X X X X Norway 
Sweden1 

0 X X X X 

Switzerland X X X 

United Kingdom X X X X 

United States X X X X 

1. "Case-study" countries. 

(ii) technology switching is encouraged by the 'recycling' of charge 
revenues to the polluters as subsidies for control equipment, and, to a lesser 
extent, for research into new technology and environmental clean-up. Examples 
include the water effluent charge system in France. 

(iii) charge mechanisms are often designed for cost-recovery by the 
regulatory agency in question; 

(iv) all charging systems are adjuncts to CAC systems. 

The implications of the OECD survey for Mexico may be summarized as: 

o charge systems tend not to be used for incentive purposes 
primarily because of the tradition of CAC in OECD countries, and 
because of the objection by industry to the kinds of charges that 
would be necessary to induce technology switches; 

o a country with a comparatively 'new' environmental policy may well 
have more opportunity to introduce charging systems, there being 
less established policy history to overcome; 

o decentralization of envirorupental contrql, as proposed in Mexico, 
is more conducive to charge systems; 
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o cost recovery is an important function of charging systems; 

o 'recycling' of revenues to polluters, while not entirely 
satisfactory from an economic standpoint, makes charging systems 
politically easier to introduce. 

E.6 Market-Based Incentives versus Command and Control 

The provisional conclusion on the~ of MBI that might be introduced 
in Mexico is that charges probably have an edge over tradeable permit systems, 
although the latter should not be eschewed. 

It remains to investigate the relative merits of MBis in general over 
the alternative of CAC. The relevant arguments may be summarized as follows, 
with illustrating their relevance to the Mexican situation: 

(a) CAC affects the polluter by imposing a fixed cost, whereas MBis 
act as variable cost increases. It is the variability of cost 
that provides the incentive to firms to adjust polluting behavior 
so as to have the most desirable impact on profitability. This is 
the flexibility argument for MBis; 

(b) related to (a), polluters will adopt abatement measures so long as 
the marginal cost of abatement is less than the charge (or permit 
price). For charges set equal across all polluters, therefore, 
marginal costs of abatement are equalized and this is the 
condition for minimization of compliance costs. Simulation 
studies suggest that CAC systems may cost between twice and ten 
times than MBI systems in terms of compliance; 

(c) MBis provide a continuous incentive to technological change in 
pollution abatement because a charge or permit price continues to 
exist even when standards are met. In contrast, technology-based 
CAC systems may contain little by way of incentives to improve 
technology even further. This is the 'technology forcing' 
argument. USA evidence suggests that CAC systems have led to 
under-investment in technology in abatement. 

(d) some authorities argue that monitoring costs rise with MBis. If 
correct, this observation underlines the need to introduce MBis in 
circumstances where the institutional set-up is already available 
and additional administrative costs are low. Thus if water 
consumption is already monitored and charged for, little 
additional cost is involved if the charge rates are adjusted to 
reflect sewerage costs. This is relevant to Mexico since for some 
applications it will suggest strongly that little can be done 
until proper metering and billing systems are established, notably 
for water consumption (see above). Similarly, emission charges on 
power stations assume knowledge of fuel inputs and their pollution 
(e.g. sulphur) content, (which usually is the case), whereas an 
emission credit system related to reductions in emissions below 
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some predefined standard could involve very expensive monitoring 
of emissions. On the other hand, charges may be fairly simply 
added to the existing indirect tax structure, which tends to be 

, reasonably well developed in many developing countries; may reach 
sectors which would otherwise escape taxation, e.g . the informal 
sector via taxes on agro-chemicals or fuels; and may result in 
more compliance than regulation if taxes are levied at the point 
of wholesale or bulk supply. 

(e) 'ideal' incentive schemes may be infeasible, especially in a 
country like Mexico where administration of an environmental 
program is fairly new and institutionally demanding. An example 
is the ideal need of an incentive system to be related to ambient 
quality, i.e. to concentrations, rather than emissions. But 
setting charges on emissions so as to be sure of ambient impacts 
involves adopting complex dispersion models which could be 
expensive and difficult to evaluate. Once again, however, this 
objection is less persuasive if the aim is initially to secure the 
right direction of change in pollution control; 

(f) incentive systems may have very different distributional impacts 
to CAC systems. Somewhat oddly, more is known about these impacts 
in developing countries than in OECD countries. This is because 
studies have often accompanied World Bank and other agency 
'conditionality' loans in which energy, agricultural and other 
prices are to be raised to secure removal of economy-wide 
distortions. Raising administered prices in this way is of course 
analogous to the imposition of a pollution charge~ There is an 
understandable fear that charges and taxes would impact 
regressively on the poor, especially if the object of the charge 
is fuel or water. This issue raises the wider one of impacts on 
retail price levels, competitiveness and output. If such impacts 
are thought to be of concern, the revenue-neutrality status of 
environmental charges becomes . important . In other words, although 
OECD charging mechanisms have been introduced partly to raise 
revenues, the primary purpose of environmental charges should be 
to improve environmental quality. If revenue-rai sing is seen as a 
second-order issue, revenues that are raised can usefully be 
returned to society in an effort to raise productivity by removing 
economic distortions. Charges could be introduced centrally with 
revenues recycled in the form of social benefits to poorer social 
groups and as tax reductions in areas where taxes are thought to 
act as disincentives. Environmental tax revenues could, however, 
become important in countries where other tax bases have limited 
additional capacity because of disincentive effects or because of 
high costs of collection. 'Earmarking ' for investments that 
otherwise have low chances of cost-recovery from self-generated 
revenues, e.g. afforestation and soil conservation, could be 
justified in these circumstances. 

E.7 Market-Based Incentives and Natural Resources 
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MBis have clear potential applicability to Mexico's air and water 
pollution problems. But the issues of deforestation and soil erosion are 
very serious. Indeed, some authorities suggest they may be imposing the 

73 Do MBis have a role highest costs on the economy and people of Mexico • 
play in these areas? 

also 

to 

User charges are relevant to the context of forestry through timber 
logging concessions. The experience of most developing countries is that the 
economic rent residing in a - virgin forest (the 'stumpage value', i.e. the 
market value of wood products less all costs of producing those products) is 
usually captured only partly by government and mainly by concessionaires and 
others. The availability of such large rents encourages further 'rent 
seeking' (see above) aimed at expanding concessions to new areas, accelerating 
deforestation and, in particular, encouraging 'highgrading', i.e. the quick 
removal of a few valuable species regardless of damage done to remaining 
timber stocks. There is evidence of a similar process in Mexico whereby the 
ejidos and local communities were encouraged to sell forests to private 
logging ventures and sawmills at low prices (thus creating high rents). The 
process then reversed as the GOM sought to reinstate ownership with the local 
communities, sometimes with similar impacts on rates of deforestation (see the 
discussion in Section •.••• ). Rational economic policy on forest concessions 
would include taxation of rents ('stumpage fees') related to the rental value. 

The scope for such changes in the Mexican system is unknown at present. 
Little tropical defGrestation appear to have arisen from logging directly. 
Almost all tropical deforestation has been due to clearance for agriculture 
and fodder. Misuse of temperate forests could almost certainly have been 
reduced by appropriate concessionaire policies, including stumpage taxes, but 
a significant part of the problem appears to have arisen from the unequal 
power and technical capability of the- ejidos and local communities vis-a-vis 
the concessionaires. 
forests thus deserves 
significant impact on 

The idea of rational user charges for Mexican temperate 
further consideration, but it is unlikely to have a 
rates of deforestation. 

Studies of soil conservation rarely suggest the use of charging 
mechanisms to assist with problem solution. But a focus on incentives is 
warranted since the causes of soil erosion invariably lie in the 'wrong' 
signals being given to farmers (e . g. low farmgate prices which preclude 
surpluses being earned for conservation investment), poor land tenure 
definition, and inadequate information (extension). Additionally, Mexico does 
not currently have a central institution to coordinate and manage soil 
conservation policy. It is likely to be in these policy areas that the 
direction of change will be found. 

E.8 Private and Social Cost Pricing 

73 R. Milford and J. McKenna, Mexico: Soil and Water Conservation -
Environmental Issues, World Bank, September 1988. 
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The theory of social cost pricing assumes that prevailing market prices 
reflect the private costs of production. It is then a matter of internalizing 
externalities through taxes and charges to reflect the uninternalized costs. 
In a great many developing countries, however, ruling prices are not 
determined in the market place, but are administered. Typically, administered 
prices are below private costs of production, the aim being either to protect 
the real incomes of the poorer groups in society or to stimulate industrial 
and agricultural growth through cost suppression. But such practices tend to 
be environmentally d~aging since low prices encourage overuse of inputs with 
environmental damage potential - fertilize~s, energy, pesticides, irrigation 
water, for example. Domestic protection through controlled output prices may 
similarly cause environmental degradation if it induces adjustments to output 
through extensive agriculture - e.g. clearing of forested land, or misuse of 
intensive technology - e.g. fertilizers 

Environmentally sound pricing may therefore be considered in two stages: 
first, getting prices to reflect true private opportunity costs (marginal 
costs of production for untraded goods, and border prices for traded goods); 
second, getting privately optional prices adjusted to socially optimal prices 

.through charges and taxes. The scope for the second state in Mexico is 
currently serious limited in the agricultural sector because of the extent of 
distortions from the prLvate optimum. In other sectors, however, social cost 
adjustment can be pursued. 

Energy: Table 4 shows the ratio of domestic to border prices for 
petroleum products in Mexico for 1981 and 1985. While the overall ratio has 
improved, domestic prices are still well below border prices. This will be 
even more so if the recent increase in oil prices triggered by the Gulf crisis 
turns out to be long lasting, since domestic prices have not been adjusted to 
this latest round of changes. Under-pricing encourages over-rapid depletion 
of energy resources by increasing demand, in turn increasing associated 
pollution impacts. On the other hand, the Government intends to consider 
environmental needs. With this in mind, in May 1990 a price differential of 
5 . 4% was ~et for the gasoline sold in the Mexican Metropolitan Region, 
Monterrey, Guadalajara and Northern states (all of which face air pollution 
problems). It is planned that the proceeds of that price surcharge will go to 
a fund for environmental projects (e.g. improvement of fuel quality and public 
transit services). 
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Table 4 
Petroleum Product Prices in Mexico 

(Ratio of Domestic to Border Price) 

Unleaded Kerosene Diesel Heavy Fuel Average 
Gasoline Oil 

1981 0.43 0.24 0.18 0.11 0.26 

1985 0.75 0.29 0.49 0.16 0.48 

1990, Jan. 1.12 1 . 04 

1990, Oct. 0.73/0.77* 0.68 

* The higher ratio includes the surcharge 

Source: M. Kosmo, 'Commercial Energy Subsidies in Developing Countries', 
Energy Policy, June 1989, and Bank staff estimates. 

As with petroleum products, electricity has been priced below 
opportunity cost, at some 76 percent of the long marginal cost of production 
in 1988. Significant cross-subsidies occurred, with price-to-cost ratios of 
0.18, 0.49 and 0.84 in agriculture, residential and public services use. In 
1989, average tariffs were increased about 12.2%, in real terms, with 
corrections in cross subsidies (200% increase for residential customers with a 
monthly consumption over 200 kWh, 100% for public lighting services, 10% for 
water supply and sewerage). Rate increases of about 5.5% are expected in 
1990, and 8.8% in 1991. It is planned that rates reach LRMC (about UScents 6.5 
per kWh) by 1997. 

Irrigation: Environmental abuses of irrigation water through under
pricing are now fairly well documented and the Mexican experience tends to 
support this74 The main problem is waterlogging and salinisation due to 
over-use of water. Irrigation water charges in Mexico are generally unrelated 
to the net gains from irrigation, being some 11-26 percent of estimated 
benefits75 Charges are set according to size of irrigation district, average 
farm size in the district, and the commercial or non-commercial use of the 
water. Capital cost recovery has effectively been zero, and recovery of ) & M 

74 

75 

See R. Cummings and v. Brajer, 'Water Subsidies in Mexico's 
Irrigated Sector', World Resources Institute, Washington DC, 
November 1985, mimeo. 

Cummings and Brajer, op. cit. 
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costs fell from 70 percent in 1952-1970 to 36 percent in 198676 . Electricity 
charges for areas where irrigation is by tubewell are about 10 percent of 
charges for other electricity users. Electricity subsidies amounted to some 
$350 million in 1987. Irrigation subsidies accounted for a further $100 
million in 1985 (based on non-recovery of o & M costs only). 

Fertilizers: Underpriced fertilizers can add to environmental 
degradation through excess run-off, causing eutrophication of receiving 
waters. Nutrient pollution of surface water is a significant problem in 
Mexico, and there is some evidence of groundwater contamination77 However, 
the exact linkages appear not to be known. Nitrogen and phosphate fertilizer 
prices have been failing in Mexico in real terms. In 1986 ex-factory 
fertilizer prices were some 25 percent of border prices, and railhead prices 
some 50 percent78 

As far as agricultural input prices are concerned, then, there is a 
highly probable link between distorted pricing and consequent environmental 
degradation. This appears to be best established for irrigation water and 
warrants further investigation. 

Agricultural Prices: The links between agricultural prices and 
environmental quality are not well established. High prices can encourage 
both the generation of surpluses which may be reinvested in conservation, and 
extensification into forested areas and fallows or over-intensive cropping. 
Aggregate crop response also has to be distinguished from individual crop 
response . The former may simply result in crop substitutions within a 
constant overall response. In Mexico, real farmgate prices have been falling. 
Maize has generally been protected (i.e. domestic prices have been above 
border prices), but that protection effectively disappeared in 1987. Net 
protection rates for wheat, rice, sorghtim and soybeans have been negat~ve 
(i.e. domestic prices are below border prices). 
4.4 Choosing Public Policy Instruments 

The discussion so far suggests a sequence of public policy options as 
far as improving the environment is concerned. These are: 

1. Subject to further investigation of the linkages, correct input 
prices for deviations from private marginal cost or from border 
prices; 

76 

77 

78 

World Bank, Mexico: Agricultural Sector Report, 7609-ME, 
January 24, 1989, p. 23. 

Comision Nacional de Ecologia~ Informe General de Ecologia, Mexico 
City, 1988. 

World Bank, op. cit. 
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Focus economic instruments on the use of charges or taxes in 
contexts where they may be applied in an administratively simpl&. 
fashion and where the effect is most pervasive in terms of 
compliance; 

3. Reserve a position on the use of quantity-based instruments such 
as tradeable permits subject to further 
investigation 

4. Further focus taxes and charges on commodities with significan~ 
polluting effects and where the relevant demand elasticities imply 
a significant response from price changes. 

Table 5 offers a matrix of types of economic instrument and sectoral 
environmental issues. The 'X's indicate best judgement about the potential 
suitability of such instruments, again subject to much more detailed 
investigation. Pollution taxes can be placed on the input (e.g. fuel), on 
emissions (e.g. of SOX), or on the final product (electricity consumption, 
gasoline). To control mobile source emissions a product tax (e.g. on 
gasoline) would be suitable, although the tax could, in principle, be applied 
at the crude oil stage. Ideally, pollution taxes should be placed on the 
pollutant itself (e.g. SOx), but surrogates such as fuel input or product 
output (e.g. electricity, gasoline) can be used where quantification of actual 
pollutant emissions is not feasible. Where such surrogates are used, due 
attention should be given to defining the surrogate in such a way that the 
proper signals are sent to the user. In the case of sox emissions from 
industrial sources, for example, the sulfur content of the fuel determines the 
SOx emissions (in the absence of scrubbers), so taxing fuel based on its 
sulfur content would send an appropriate signal. However, TSP emissions are 
influenced both by the fuel properties and by the combustion technology, and 
can be reduced relatively cheaply by technology changes. In this case, taxing 
the fuel input would send an inappropriate signal, since the tax per unit of 
fuel would be the same whether particulate emissions per unit were low or 
high. A preferable approach would be to tax particulate emissions directly. 

For solid waste, charges should be levied according to the volume and 
nature of the waste, taking due account of the incentives this may provide for 
illicit dumping. If adequate controls exist, illicit dumping can be managed. 
through substantive fines. Otherwise, disposal charges have to be set 
modestly so as to induce proper disposal. Table 6 also shows the importance 
of proper private cost pricing - it is seen to have particular relevance to 
the agricultural sector. But energy pricing is also important. 

All control measures assume higher investment in monitoring and policing 
of discharges and emissions, but the exception of the product charge needs 
emphasizing again. Gasoline prices, for example, can be raised without the 
necessity for further inspection. 
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Table 5 
Environmental Policy Instruments 

Issue-Related Ap_plications in Mexico 

Instrument--> P-LRMC 
Pollution Taxes 

Input Emission Product 

Problem Area 

SOLID WASTE 
Industrial 
Hazardous · 
Municipal 
Recycling 

AIR POLLUTION 
Stationary: 

SOX 
TSP 

Mobi le: 
NOX/CO 
Lead 

CFCs 

WATER POLLUTION 
Point 
Non-point 

DEFORESTATION 
Logging 
Ag. Clearance 

SOIL EROSION 

X X 

X 

X 

Notes: D-R = deposit-refund schemes 
S-T = stumpage tax 
Text= see text for discussion 
X = feasible instrument 

X 

X 

X . 

X 

X 
X 

X 

X 

Tradeabale 
Permit.a 

X 

X 

Other 

CAC 

D-R 

R-P 

S-T 
Text 

Text 

x = feasible after significant further institutional development 

4.5 Institutional Factors in Mexico 

Mexico's environmental policy involves extensive decentralization as 
enunciated in the Ley General del Equ i libria Ecoloaico v la Proteccion al 
Ambiente, (New Law on Ecology), of March 1987. Thus, solid waste collection 
and disposal is the responsibility of the municipalities who are, in turn, 
regulated by the Secretaria de Desarrollo Urbano y Ecologia (SEDUE) which is 
the executive agency for administering environmental law and policy. SEDUE is 
also responsible for the a i r quality monitoring network, for control of 
stationary source air pollution (other than service and commercial sources), 
for motor vehicle pollution control within the DF in association with the 
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'municipal government of Mexico City, and the formulation of standards. SEDUE 
also regulates the parastatals for environmental performance. 

~ 

The introduction and extension of economic instruments for environmental 
policy would have three broad implications: 

(a) modifications to the central government tax base; 

(b) possible revenues from activities regulated by SEDUE; 

(c) municipal revenues. 

(a) Modifications to the Central Tax Issue 

Table 6 outlines the main sources of tax revenues in Mexico. 

Direct Taxes 

41.2 

Source: 

Table 6 
Tax Revenues in Mexico 1988 

(% of Total Tax Revenues) 

Indirect Taxes VAT Gasoline Tax Other 

58.8 29.6 15.4 13.8 

World Bank, Mexico: Tax Reform for Efficient Growth, Report 8097-
ME, November 6, 1989. 

A reasonably sophisticated VAT system exists in Mexico and VAT accounts for 
nearly 30 percent of all tax revenues. VAT is collected at state level and 
VAT revenues are subject to revenue sharing with the federal government 
(Sistema Nacional de Coordinacion). Changes in VAT on energy in order to 
reduce energy-related emissions would have distributional implications. The 
gasoline excise tax in Mexico is the main source of excise taxes in general 
and accounts for some 13 percent of all tax revenues. 

The general principles used to determine the taxability of products 
require that the product be in inelastic demand in order to generate revenues. 
Environmentally beneficial excise taxation, however, requires that the product 
be in elastic demand since the objective of the tax is to modify pollution in 
the quantity of gasoline purchased. There is therefore an underlying 
contradiction purposes. One means of making the underlying tax principles 
compatible is to accept the revenue~raising characteristics of inelasticity in 
the demand function, and earmark the revenues for investment in pollution 
abatement equipment (e.g. catalytic converters), cleaner engines, energy 
conservation campaigns, etc. Justifications for earmarking vary, but modern 
social contract theorists argue that it gives the citizen greater control over 
the use of publicly raised taxes . 

Table 7 shows some calculations of demand elasticities for vehicle fuels 
in Mexico. Long~run elasticities show a wide range of estimates, depending on 
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model specification, but there is some consensus that they may be in the 
region of unity. If so, a gasoline tax could have S'lignificant effects on 
mobile-source emissions which would generally be directly proportional to 
reduced vehicle-kilometers. 

I 

Source 

Table 7 
Vehicle Fuel Demand Elasticities in Mexico 

Gasoline 
Short-run Long-run 

Diesel 
Short-run Long-run 

Alba and Samiengo 
1985 Model I 

extra 
nova 

Model II 

-0.91 
-0.11 

to 

-1.86 -0 . 11 -0.79 
-0.24 

-0.13 -0 . 53 
-0.55 to -0.63 

Castaneda 1982 -0.17 -0.96 -0.19 

Berndt-Botero 
1982 Model I -0.17 -0.33 -0.25 -0 . 87 

Sources: 

to -1.06 

Model II -0.16 -0.49 

Model IH -0.23 -1.21 

Ede Alba and R. Samiengo, 'Estimacion de la Demanda de Gasolinas, 
Diesel y el Impacto de sus Precios sabre las Ingresos del Sector 
Publico', Working Paper No VII, University of Mexico, 1985; G.A. 
Castaneda Ramos, Diversos Estudios Econometricos sabre Demanda de 
Energia: El Caso de Mexico, Licenciatura Thesis, ITAM, Mexico 
City, 1982; E. Berndt and G. Botero, The Mexican Energy Model: 
Results for the Transportation Sector, OACP, 1982; R.W. Illades, 
La Contaminacion Atmosferica de la Ciudad de Mexico: Un 
Instrumente Eficiente de Control, Licenciado en Economia Thesis, 
ITAM, Mexico City, 1989. 

(b) Activities Regulated by SEDUE 

SEDUE retains enforcement powers over industrial pollution sources, 
although past efforts to enforce existing, and generally weak, laws have been 
inhibited by budget constraints and low salaries. The ability to fine 
industries was circumscribed by the low levels of such fines and the practical 
impossibility of contesting court actions if fines were challenged by 
industry. Under the new Law on Energy SEDUE reports success in closing 
offending plants for limited periods of time, and, in one case at least, 
securing permanent closure, for non-compliance. Notable sources of water 
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pollution are fertilizer complexes, refineries, petro-chemicals manufacture 
and the steel industry. Hazardous waste problems are particularly associated 
with the following industries: refineries, coffee, sugar, petrochemicals, 
pesticides, organic and inorganic chemicals, plastics, foundries and steel 
mills. 

Prior to the new Law, SEDUE adopted an agreements approach ('convenios') 
to the parastatals and other industry. The convenios have no force of law but 
are agreements to reduce pollution in the worst cases, in return for which 
SEDUE agrees not to pursue enforcement activities. As the new law is still 
being worked out and will take a considerable time to implement, the convenios 
are still to be in existence. How effective they are is not known, but the 
general impression is that they achieve only modest advances. The new law 
places control of the parastatals - PEMEX, FERTIMEX, CFE, SIDERMEX, ASUGARSA 
and CONASUPO - in the hands of SEDUE. Similarly, SEDUE retains control over 
all discharges to major rivers. Thus, SEDUE's power to enforce these controls 
are critical since, if successfully implemented, they amount to control of 
major sources of water pollution, much stationary source air pollution, and 
hazardous waste. Moreover, SEDUE has enforcement powers over municipal 
discharges to rivers. 

Clearly, SEDUE's ability to monitor pollution and enforce the new Law 
depends on its own resources. The use of economic instruments is relevant 
here if SEDUE could be a recipient of income from charges, e.g. on industrial . 
waste treatment. Some proportion of private sector treatment plant revenues 
could be earmarked for this purpose. It is not known if such an arrangement 
is legally possible. Moreover, economic instruments such as charges have no 
role to play until an effective monitoring system is developed. This is 
modestly in place for air pollution, partly for water .pollution but is almost 
entirely absent for hazardous industriai waste. 

(c) State and Local Government Regulation 

Under the new Law on Ecology, municipalities are responsible for the 
collection and disposal of solid waste, and for discharges to sewers. As with 
other areas of environmental policy, the problem is that municipalities are 
very weak financially. This raises the question of the use of environmental 
charges as sources of income for municipalities. Table 8 shows that in the 
sates and municipalities revenue-sharing has become the dominant source of 
income, largely .because of a 1980 law on fiscal coordination. 

Federal District: 
1975 

Table 8 
Local Government Revenue Sources in Mexico 

(%) 

Own 
Reserves 

45 

Revenue 
Sharing 

37 

credit 

18 
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States (1): 
1975 
1986 

Municipalities: 
1975 
1984 

41 

72 
27 

77 
32 
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Source: Secretariat of Planning and Budgeting. 

46 

17 
62 

18 
63 

13 

11 
11 

5 
5 

Finanzas Public Esta tales 
y Municipales 1975-1984, National Institute of Statistics, 
Geography and Information, 1986. 

Note: (1) net of revenue sharing to municipalities and devolution to 
Federal Government. 

Municipalities collect property taxes (in 1984 this was some 51% of all 
municipal tax revenues), but the main interest for current purposes is in user 
charges. In 1984, municipalities collected some Pesos 366 million (1980 
prices) from charges on water and sewerage, but this was a 40 percent decline 
_in real terms compared to 1979 revenues. Substantial declines occurred in the 
Federal District. As noted earlier, low user fees encourage misuse of natural 
resources, apart from the established problem of producing inadequate revenues 
for local authorities. 

4.6 Conclusions 

Mexico has now recognized the social and economic costs of an economic 
growth path that neglects environmental quality. The New Law on Ecology has 
the makings of a determined attack on environmental degradation in cities, 
towns and rural areas. But environmental control agencies remain seriously 
under-funded and the infrastructure necessary to monitor pollution and 
resource degradation, and to en~orce environmental policy is not in place. 
This is the context in which the use of economic instruments need to be 
considered. The general conclusions emerging at this stage are: 

(a) probably the largest impact on many pollution problems can be 
achieved by encouraging the more rational pricing of natural 
resources directly, or of materials and energy sources affecting 
natural environments. That is private cost pricing is the first 
step in a rational environmental policy. This is especially 
important in the area of water charges for municipal use and for 
sewerage, and for irrigation water. Agrochemicals deserve further 
investigation; 

(b) significant improvements in urban air quality, addressing 
pollution from mobile sources, could be achieved by environmental 
taxes on motor vehicle emissions, or on gasoline and diesel fuel 
as surrogates for these emissions. A tax on diesel would, however, 
discriminate against public transport; 
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(c) industrial waste, emissions and effluent charges should be t 
considered, but emission/effluent charges must be pre~eded by an 

, adequate monitoring system. This should not rule out adjustments 
to energy prices for stationary sources however both to secure 
privately efficient pricing and social cost pricing; 

(d) for the moment, tradeable emission permit systems -are unlikely to 
be an efficient weapon in national environmental policy. 

The available information is not currently sufficient to determi~e the 
effectiveness of these suggestions. They merit further attention. 
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5 SELECTED ISSUES IN PUBLIC INVESTMENT 

5.1 Introduction 

One of the casualties of the financial crisis of the 1980s and its 
aftermath was the role of non-financial public spending in the economy. While 
a sharp reduction in such spending was vital for righting the fiscal 
imbalances of the previous decade, the pattern of expenditure reduction was, 
perhaps, not ideal from the standpoint of p;omoting an early recovery of 
sustainable output growth (see Annex I, Tables 1 -10) •. While current spending 
declined a modest 15% from 1982 to 1990, public investment was cut in half, 
with a particularly sharp reduction in equipment expenditures. This average 
annual decline of around 9% annually has meant that public investment outlays 
in relation to GDP, at around 3.4% in 1989, have fallen to their lowest levels 
since the 1960s, while non-oil investment outlays, at 2.5% of GDP, reached 
their lowest levels in the post-World War II era. Particularly hard hit were 
investments in rural development (where the bulk of the absolutely poor 
reside) energy (notably petroleum), urban development, and fishing, with 
cumulative declines of between 56% and 87% during the period of 1982-90, 
while, at the other extreme, investments in transportation and communications 
and in non-energy industrial parastatals (notably steel and fertilizers) 
declined cumulatively by a comparatively modest 8-11%. 

With the economy emerging from a period of prolonged fiscal austerity 
and stagnant growth, this chapter reviews Mexico's public investment 
requirements in the light of projected economic growth over the period of 
1991-94 of 4%-5% annually, the rapid restructuring of the economy, the urgency 
of attending to postponed social needs, and mounting concerns about a 
deteriorating environment. In what follows, public investment needs in the 
infrastructure, and, to a less detailed extent, in the social, environmental 
and other key areas, are analyzed in greater detail. 

5.2 Infrastructure Priorities 

5.2.1 Recent Trends in Public Expenditure 

Looking at the evolution of federal expenditures in the period 1982-89, 
two basic features were identified: (a) a sharp overall drop in real current 
and capital public spending on infrastructure, and (b) an erratic evolution of 
current and capital expenditures, between and within sub-sectors. Financial 
constraints had a substantial effect on central government expenditures. In 
particular, expenditures of the Secretariat for Transport and 
Telecommunications (SCT) have been steadily reduced from 2.58% of GDP in 1982 
to 1.5% in 1988 (see Annex I, Table 11). Highway expenditures, the highest 
share of SCT's budget, have been subject to major cuts, with repercussions in 
maintenance activities (see para. 6) . . Other agencies have managed to maintain 
the same total expenditure levels over the years (Railways, Airports, CFE) 
relative to GDP, or have even increased: the case of Telmex. In the case of . 
CFE an increase in current expenditures has been offset by lower capital 
expenses. 
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Significant changes in infrastructure spending and financing have made 
these sectors more self sufficient than they were in the past. Of particular 
note were ~he following steps: 

(a) Some infrastructure agencies have been divested from the public 
sector. The main examples of already completed divestitures are 
Aeromexico and Mexicana. Aeromexico represented 0.25% of GDP in public 
expenditure and received 0.04% of GDP in federal transfers yearly in 
1982-84. Mexicana in 1988, the previous year to its divestment, spent 
0.5% of GDP. Since 1989, GOM is no longer involved in airline 
operations, except for minor operations of the former State fleet (TAF). 
The case of "Transbordadores", although minor in terms of resources 
involved, confirms the Government's divestment policy. Although it was 
not possible to sell the assets of this public ferry boat enterprise, 
SCT has managed to lease its equipment to private operators, for which 
it is receiving some revenue. These formerly public enterprises are 
soon to be joined by TELMEX, the state telecommunications parastatal. 
When its privatization is completed (now projected for 1991), about 
Mex$4,000 billion of expenditure (US$1.6 billion or 0.8% of 1989 GDP) 
will no longer appear in the public accounts. 

(b) Expenditure savings were generated through mergers of government 
departments. Savings due to restructuring of D.G.Airports, 
D.G.Railways Track and SENEAM (the air navigation systems agency), 
amounted to Mex$189,800 million (US$80.0 million) in 1989. The 
reorganization of ports under one unique agency, Puertas Mexicanos, 
might have as well provided savings to the public sector. 

(c) Some agencies have moved closer to financial self-sufficiency. In 
1990, CAPUFE, with a same operating budget as in 1984 (0.03% of GDP), 
will generate own revenues of sixty times the '84 level. Not all its 
revenue stays currently with CAPUFE. It contributes with 30% of them to 
the Treasury. Also, the agency is required to fund from its resources 
20% of the total costs for new concession roads to be built under SCT 
sponsorship with private participation (last year CAPUFE's share was 10% 
in. concession projects). 

(d) Private sector has been involved in investment projects. Private 
financing of investment has freed public resources in toll roads and 
bridges, airports (Mazatlan) and in the water sector (Aguas Calientes) 
during 1989. This feature is expected to spread all over the sectors in 
next years (See para. 15), although initial investments have been small. 

The next section will address how the expenditure pattern affected the 
way the public sector performed its functions in the respective sectors. 

5.2.2 Repercussions of the Expenditure Pattern 

Except for the water and sewerage sector, there seem to be no immediate 
problems of infrastructure supply constraints. The reasons might be found in 
(a) over investments were made in some sectors in the past (ports, energy); 
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~ (b) demand growth was affected by the recession (railways, airports and road 
transport). However, maintenance activities were affected the most by the 
past expenditure pattern. certainly, in all sub-sectors the quality of 
service provid~d deteriorated, causing increased costs. A brief qualitative 
description of repercussions, based on conversations during the mission and 
with Bank staff, are included herein; supporting indicators are included in 
Annex 5.1, Table 12. Ways of addressing this deterioration will be discussed 
bekow. 

5.2.3 Resource Mobilization 

Economic stabilization experiences in other countries indicate that the 
fiscal budget has to be tight, in a sustainable way, even long after inflation 
is reduced to ensure final success in abating it. In the present fiscal 
climate, the GOM is limited from making additional allocations from existing 
tax revenues to support the operation, maintenance and-expansion of 
infrastructure. Therefore, one key issue is how the appropriate provision of 
infrastructure can be made compatible with the fiscal constraints. One 
alternative is that each sub-sector become more self sufficient by exploring 
and applying different methods for resource mobilization. In this respect 
progress has been made in all infrastructure sub-sectors. Nine types of 
reform were applied by Mexican agencies. They can be divided in three groups: 
(i) achieving more efficient use of existing resources; (ii) mobilizing 
additional revenue; and (iii) adopting institutional arrangements to delegate 
central government responsibilities; e.g. to the private sector or to other 
government agencies. Progress and potentialities of methods are indicated in 
Annex 5.1, Table 13. Three methods are discussed in more detail in the next 
paragraph. 

(a) Efficient Use of Existing Resources 

It has been estimated that Mex$ 102,000 million can be saved by reducing 
CFE's energy losses, and about Mex$ 7,000 million if the CFE's own energy 
consumption is improved. Mex$ 500,000 million can be collected by registering 
and billing industrial water users which use their own wells. In the 
railways, selling existing accumulated scrap can raise Mex$ 50,000 millon; 
labor reduction can provide permanent cost reductions of about Mex$ 13,000 -
25,000 million. Shortening the collection period, selling valuable land and 
replacing water meters, with more precise ones, might add also significant 
savings to the public finances, which are estimated in tables 4, 5 and 6. 
Potentialities for savings in the water sector are illustrated in Annex II, 
Box 1. Programs to achieve these goals are already underway. 

An area not yet fully tapped is the use of demand side management (D-S
M), mainly in power and water sector. DSM might be a powerful strategy for 
deliberately modifying customer patterns of resource usage, for the mutual 
benefit of customers, the agency and the economy as a whole. DSM programmes 
requires less capital expenditure than corresponding supply-side options, and 
they can also improve the allocation of capital resources in the economy. 

The energy intensity ratio in Mexico (energy used per unit of GDP) has 
not improved since 1970, while in the 1970-89 period the U.S. has managed to 



103 

reduced that ratio by 16%. In Brasil, the potential reduction of new energy 
necessities has been estimated for different industrial and residential 
consumers. In industry, up to 22% of energy used might be saved introducing 
variable speed motor drives. Another 5% reduction could be attained improving 
electric motors efficiency by 3%. In the residential sector, a 65-76% 
reduction might be attained in lighting that accounts for one quarter of total 
consumption. This is possible if incandescent bulbs are replaced by compact 
fluorescent lamps. By changing their refrigerators for more energy efficient 
ones, brazilian consumers may be able to recoup within 2-5 years the higher 
cost of the new one. Yearly energy consumption from refrigerators can be 
reduced by about 50%. 

To implement DSM requires changes in customer behavior. Some marketing 
techniques are, for this purpose, available, as customer education programmes, 
involving energy audits, seminars and workshops; and information and 
advertising programmes. Pricing reforms, designed to reflect the true 
economic cost of resources, are a central element in any DSM strategy. In a 
long term perspective, GOM should develop DSM programs, which provide the 
right incentives to users and reflect the real cost of energy and water 
resources. 

(bl Raising prices 

Raising prices is usually the most economic way of mobilizing resources 
but it might often be the least easy to implement and the more politically 
sensitive. Potentials in this area are significant if prices were increased 
to reflect the marginal cost of the service provided. About 35% of 1990 
current highway investment level could be mobilized by charging truckers fully 
their assigned cost of the infrastructure. "The power sector can obtain 
additional resources equal to 19% of its investments through a 9% real price 
increase. In railways, tariff adjustments alone might provide up to 60% of 
1990 investments and contribute to the elimination of current federal 
transfers for investment purposes. In the water sub-sector, one fifth of the 
recommended investment need might be funded by increasing tariffs to half of 
the LRMC. See Annex I, Tables 14 and 15. 

GOM has made progress in this area by implementing a more rational 
pricing policy across-the-board, with the sole exceptions of Railways and road 
transport, areas where some progress is expected soon. See Box 2. CFE plan to 
increase tariffs by 9% in real terms yearly during 1990-91 and by a lower rate 
after that period. Water ~ariffs increased more than ten times in the Federal 
District. The airport's authority, ASA, has just introduced price 
differentiation for peak hour plane operations, and is following 
international price levels for its charges. Telmex has changed both tariff 
levels and structure. All these changes are supported by a new regulatory 
framework for parastatals (Reglamento para Parastatales, Articles 25 and 26) 
which sets rules and criteria for these price policy changes. 

However, GOM face two challenges in this field: (a) to be persistent in 
the real price level attained, and (b) to complement pricing policies with 
demand management policies. 
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(c) Privatization 

In all infrastructure sub-sectors private participation is planned for 
the future and in a significant extent if compared with 1988-89. Figures of 
planned private investments are important: in ports, US$ 156 million are 
planned for 1990-91, equivalent to Puertas Mexicanos total 1988-89 
investments. In power, private participation is planned to increase from 7% 
of total CFE investments in 1990 to 15% in 1994, equivalent to US$ 649 million 

It was zero in 1989. In water, the private sector would be involved in 
financing 40% of total investments of two large projects in Monterrey and 
Guadalajara, US$ 400 and 630 million respectively. FNdeM, ASA and Federal 
roads Directorate are also counting the private sector in their plans. In the 
telecommunications sector, the national telephone company (Telmex), with totaL 
fixed assets of US$ 4.9 billion, is planned to be privatized in 1991. 

In all sub-sectors, the preparatory stage for integrating private 
initiative has been completed, including the legal and regulatory aspects and 
the financing and contractual negotiations. In some cases as in ports, 
changes to laws will be required although the agency has so far managed 
without them. Some identified constraints of current regulation in port 
activities are: (i) berth concessionaires are allowed to operate just their 
own products; (ii) Federal zones can be leased only to Mexicans; (iii) selling 
coast-shore Federal land to the private sector is -forbidden. SECOFI is 
working to propose modifications in this area. In the fi~ld of contractual 
arrangements, the common issue to define was up to where the Government should 
bear part of the investments risk. The private sector was demanding benefits, 
that apparently were rejected by the GOM, in terms of: (i) traffic guarantees: 
minimum number of daily flights or vehicles in the toll roads; and (ii) · 
extensive usage of swaps (airports and CFE). 

However there is a danger in the current enthusiasm to attract private 
capital that the Federal Government (a) would also commit own resources to an 
unduly large degree in those projects, for example through guaranteeing 
unrealistically high traffic volumes; (b) induce or accept inefficient 
investments, only because they are linked to the private sector. Concessio~ 
roads schemes might be an example of the former (see Annex II, Box 3), while 
railways of the latter (see Annex II, Box 4). GOM should be aware of these 
potential problems and develop screening methods to avoid them. 

5.2.4 Expenditure Strategy 

One of the generalized repercussions of the expenditure reduction during 
the 1982-89 period is the neglect of infrastructure maintenance. In many 
cases, new construction crowded out maintenance expenditures. Railway 
electrification and electric locomotive purchases diverted resources from 
strengthening bridges, or maintaining existing track and yards. In federal 
roads, 1987-89 maintenance and rehabilitation expenditures in real terms were 
58% of their 1977-79 levels. Financial difficulties have contributed 
partially to this problem. But at least part of the explanation could be 
found in political pressures and the glamour attached to capital spending, as 
compared with spending in operation and maintenance. One important effect has 
been the deterioration · in the existing public sector capital stock; Another 
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has been the less-ttian-full capacity use of existing capital stock. The 
Federal High~y Network is in fair or poor condition in 55 i of its 45~000 
kilometers, which is over 20 years old. Out of 256 existing water treatment 
plants owned by municipalities, only about one third are in operation. Twenty 
three locomotives were rehabilitated in 1989 while FNdeM current workshop and 
labor capacity is installed for an yearly output of 38. 

For the next several years, fiscal consolidation together with 
etructural reforms will contribute more to growth than the public sector's 
capital exp~nditures. Coming from a situation of macro-instability, GOM is 
expected to continue to limit aggregate spending in infrastructure and it will 
be important to ensure that this affects mainly new public construction while 
channeling, for a while, the financial resources available toward maintaining 
or improving the existing infrastructure. Reductions in operations and 
maintenance expenditure are a far greater obstacle to growth than reductions 
in fixed investment. Much growth can often be squeezed out of the existing 
infrastructure if obstacles to its efficient use can be removed and if the 
necessary operations and maintenance expenditure keeps it in good working 
condition. Certainly, a new water network facility would provide extra output 
to new population; but what about the one third of present output that is 
daily lost? 

For the 1990-95 period the legitimate concern with new investment needs 
should not sidetrack the country from maintaining in good working condition 
the infrastructure already in place, as partially occurred during 1982-89. In 
the water sector, needs for rehabilitation have been estimated at 40% of total 
urban systems and 70% of rural ones. Maintenance and rehabilitation needs in 
roads account to the full current SCT budget if the previous backlog is taking 
into account. A scenario which increases the share of maintenance 
expenditures, at the expense of new construction is recommended. The GOM 
should consider adopting this expenditure strategy. Proposed and current 
investment composition are presented in Annex I, Tables 16-18. 

On the other hand, while the public . sector will be able to focus more 
in maintenance and rehabilitation activities it should continue with other 
functions: (a) aplly and enforce regulations, (b) finance a small portion of 
the investment (Federal and State funds), (c) provide guidance and technical 
supervision of private investments, and (d) provide social infrastructure 
(e.g. water sector, remote areas, etc) where the private initiative is hardly 
attracted. 

5.2.5 Strategic Scenario 1990-94 

Rough estimates of future investments . for the infrastructure sub-sector 
for the 1990-94 period are included in Annex I, Table 19, based on the GOM 
projections (Scenario I) and reflecting the private participation and other 
issues covered in the last sections (Scenario II). 

5.2.6 Issues for Future Exploration 

The following issues and areas are recommended to be further explored: 
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(11 Demand side management in energy and water sectors: Identify the 
•. status of conservation programs (if any) for both sect.ors, in terms of: 

(a) financial and fiscal incentives; (b) legislation/reporting auditing; 
(c) information/advise/assistance to users; and (d) resources devoted to 
R&D. Formulate proposals. 

(2) Airports: (a) Identify cargo warehousing requirements; (b) Assess 
the role and current conditions of small airports and third-level 
airlines. 

(3) Privatization: (a) Document actual implementation of private sector 
investments; (b) Identify sources of regulatory constraints; (c) Analyze 
concession arrangements and contracting procedures. 

(4) current expenditure: (a) Analyze public sector personnel policies: 
salaries and incentives, capacity of retainment, training, etc. 

(5) Institutional: (a) Evaluate and assess transforming FNdeM, PM and 
SCT Road Department to self-sufficient autonomous agencies. (b) 
Supervise and monitor closely ongoing institutional changes in the water 
sector. 

5.2.7 Recommendations 

The following directions are recommended for the public sector role and 
expenditure policy for the infrastructure sectors: 

(1) In a long term perspective, GOM should seek to mobilize existing 
resources. Demand side management programs, which provide the right 
incentives to users and reflect the real cost of energy and water 
resources, should be implemented. 

(2) Federal Government should avoid, in projects involving the private 
sector to: (a) commit its future resources excessively in those 
accomplishments; and (b) promote inefficient investments only because 
they are linked to the private sector. 

(3) As it is the case in ports or airports but not in roads, the private 
sector should be allowed to decide and propose where (fields and 
projects) it wants to invest. 

(4) Fiscal consolidation together with structural reforms may contribute 
more to growth than public sector's capital expenditure. GOM should 
limit new public construction while channeling, for a while, the 
financial resources available toward improvi ng the existing 
infrastructure (water networks, roads, ports, schools, etc), through 
maintenance and rehabilitation. 

(5) In addition to maintenance and rehabilitation activities, - public 
sector should focus in: (a) ennacting and enforcing safety and 
environmental regulations; (b) financing a small portion of the 
investment (Federal and State funds); (c) providing guidance and 
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technical supervision of private investments; and (d) providing social 
infrastructure (e.g. water sector, remote areas, etc) where the private 
initiative is hardly attracted. 

Environmental Priorities 

Upon assuming office, the Salinas Administration announced its intention 
to incorporate the environmental variable in all of its activities related to 
development. Protection of the environment was given top priority in the 
National Development Plan, 1989-1994, and, more recently, the broad- sweeping 
ecology policy orientation presented in the Plan was translated into the 
Medium Term Program for Environmental Protection 1990-94. 79 The Government 
attributes the advanced state of environmental deterioration in Mexico, among 
other factors, to the lack of public awareness. To remedy this situation the 
Salinas Administration is undertaking a full scale environmental public 
conscience-raising campaign. The highlights this year include Mexico's 
hosting of 1990 UN Environment Day; community activities to participate in 
Earth Day have been promoted country-wide; and Presidential appearances such 
as at the international Health Day ceremonies where the focus was health and 
the enviornment. This campaign dovetails with a major theme of the 
Administration which is decentralization of decision-making and responsibility 
to state and municipalities and to the social and private sectors. These 
ideas are disseminated in daily press coverage of environmental concerns 
expressed by private and social groups (e.g. the Commission to Improve the 
Environment which has been created within the Chamber of National 
Manufacturing Industries and the Association to Control Solid and Dangerous 
Wastes). There is also good coverage of environmental improvement actions 
undertaken in various localities (e.g. (In Guadalajara) "In a meeting with the 
Governor, industry and transport enterprises agree to use anticontaminant 
equipment .•.• " "The State Government [in Veracruz) is commiting 1,000 
million pesos to the treatment of waste water .•• "). The campaign is 
impressive, and can be expected to achieve the goal of raising community 
interest in the environment from past low levels. 

5.3.1 Budgetary Expenditures 

Government's political commitment to the environment, however, is not 
reflected in the FY89-90 budgets. An examination of the budgetary allocation 
to the urban development and ecology sector for the last two years indicates 
that the sector is being cut back in absolute peso terms and in relative share 
of budgetary resources (See Annex I, Table 20). The Budgetary allocation for 
urban development and ecology was reduced from 1,359.4 billion pesos in 1989 
to 1,327.6 billion pesos in 1990, which represents a negative real growth rate 
of -17.9 % in budgetary resources over the two year period. Over the same 
period total budget resources increased in real terms by 4.7\. The share of 
urban development and ecology in the total budget has also been reduced from 

79 The final draft of the Program, which was drafted by SEDUE, was 
given to the Economic Mission at the end of March by SPP. It is 
to be published shortly in final form. 
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1.5% in 1989 to 1.2% in 1990. In comparison, allocations for the aggregate 
social development sector80 have increased from 35.2% to 37.8% of the total 
budget, for a real growth rate of 12.6 % over the period 1989-90. The 
budgetary allocation for public sector physical investment in the social , 
development sector increased in real terms by 31.2%, while the increase in 
urban development and ecology sector was 25.1%. 

Estimates based on 1988 budget expenditures for public investment 
indicate that expenditures in the urban development and ecology sector 
represented 0.15% of GDP. 81 While more recent comparable data are not 
available, based on the overall real reduction being projected in 1990 for 
expenditures in the urban development and ecology sector, it could be safely 
said that public expenditures for investment in this sector are becoming less 
significant as a share of GDP (assuming real growth in GDP). 

The Ministry for Urban Development and- Ecology (SEDUE} is responsible 
for carrying out Government's programs in the "urban development and ecology" 
sector. Analysis of SEDUE's budgetary expenditures for the period 1983 to 
1989 (Annex I, Table 21) shows that while total expenditures of the ministry 
increased on average by 65% per year in nominal terms, or about at the same 
annual rate of growth as total budgetary expenditures (66.4%). SEDUE's 
expenditures as a share of total Government budgetary expenditures were on an 
average less than 1.0% of the total annual budget during the period. 

While there is an ecology orientation given by Government to the overall 
objectives of the urban development and ecology sector, SEDUE is organized 
under three seperate undersecretaries--urban development, housing, and 
ecology. Each subsecretary has its own agenda, national plan82 , etc. 
Disaggregated budget data for SEDUE show that for the period 1983 to 1989, on 
average, just under 60% of the budget was for capital expenditures. Ecology 
capital expenditures on average were less than 10% of the annual capital 
budget. A large share of the capital budget went to reconstruction and for 
transfers that were not part of the activities of the ecology subsecretary. 

80 

81 

82 

In the presentation of the Budget by economic sector, the social 
development sector includes "education", "health and labor", 
"Solidarity and regional development" and "urban development and 
ecology". Urban development and ecology includes urban 
development, housing, and ecology, represented by SEDUE~s three 
subsecretariats. 

Data presented in table provided to . Economic Mission on Inversion 
Publica Sectorial, 1987-1989. Estimates are made to disaggregate 
"Desarrollo regional y ecologia," based on data from p. 321 for 
1988 in SPP. Primera Informe de Gobierno, 1989, Anexo. (Green 
Book.) 

Three seperate national programs for 1990-94 were prepared by the 
three subsecretariats: Programa Nacional de Desarrollo 
Urban, •.. de Vivienda, and •.. Para La Proteccion Del Medic 
Ambiente. 
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The projections indicate that ecology's share of the captial budget would 
gradually increase from 4% to 8.2% from 1990 to 1994. 

In summary, SEDUE was created in 1982 to signal a higher priority on 
urban development and ecology issues. In the decade to follow the priority 
placed on "urban development and ecology" sector has not been translated into 
an increase in share of budgetary resources. Moreover, within the total sum 
of activities covered by the sector, expenditures on ecology were lowest. The 
projections provided by SEDUE vis a vis other sectors indicate •.•• 

5.3.2 Sector Requirements 

Proxy measures may be developed to assess the adequacy of funds 
available for implementat i on of national ecology pol i cy, which is the mandate 
of the Ecology Subsecretariat of SEDUE. The agency's areas of responsibility 
include setting of norms, monitoring pollution, issuing of permits, 
enforcement of regulatory measures for parastatals and other areas under its 
jurisdiction, coordination, and assistance to states and municipalites to 
enable them to carry out their responsibilities. An approximation of sector 
requirements was made in 1988. SEDUE drafted an investment program with 
components in each of the principal subsectors of the environment (water, air, 
solid waste and natural resources). Investments included projects to improve 
the national system of monitoring stations, laboratories, and equipment for 
pollution monitoring and control; rehabilitation and cons~ruction of treatment 
plants for water and solid waste; natural resource management; environment 
education; and training in all areas. The proposed program83 , for the period 
1988-94, indicated required funding of an estimated 507 billion pesos. Over a 
six year period, this program· would require investment on the order of 85 
billion pesos a year, or about five times SEDUE's investment expenditures on 
ecology in 1989. 

The total cost of ecology projects in process may also be used to get an 
idea of the gap between sector requirements and resources available. In 1989 
of the total of 29 principal works in process receiving budgetary funds in the 
urban development and ecology sector, 12 projects could be identified as 
ecology related (anti-pollution, · monitoring, urban and natural resource areas 
i nfrastructure) . The total cost of the projects is estimated at 75 billion 
pesos , 84 or about 15% of the amount required for the proposed six-year program 
for ecology. The program defined in the 1990 Budget includes studies, project 
designs, monitoring, inspection, and public works. There are 7 investment 

83 

84 

SEDUE. Subsecretaria de Ecologia. Proouesta de Financiamento 
1988-1994, March 1988. The proposal by SEDUE was for foreign 
credit (from the WB), thus the total may not include local costs 
and local contributions to the funds required. 1he estimated 
total requirement is used as a simple proxy for the ecology 
sector. 

SPP, Primera Informe 1989, pp 386-387. The projects are shown 
having different gestation periods: the costs are for the 
estimated total to completion. 
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projects listed in the 1990 budget, five of which have a one year duration. 
They include maintenance of public buildings, conservation, and construction 
of infrastruture. Under the assumption that ecology would receive as much as 
5% of the investment allocation for the sector (Table l) an additional 16 
billion pesos of physical investments may be available for ecology 
infrastructure. 

SEDUE's budget projections for ecology capital requirements for 1990-94 
total about 900 billion Pesos (Annex I, Table 21). While both the six-year 
proposal and the investment programs underlying the projections would require 
evaluation to arrive at firm budgetary requirements, the magnitude of those 
requirements indicates a need for far greater mobilization of resources to 
achieve the objectives of the national ecology of policy. 

5.3.3 Mobilization of Resources for the Environment 

In the Medium Term Program for Environmental Protection 1990-94 emphasis 
is put on coordination of public, social, and private sector actions, and 
searching for new ways to better use the available budgetary resources. 
Financing is to be raised based on the following guidelines: 

(i) the "polluter pays" the cost of prevention and clean-up of 
contamination; 

(ii) budgetary allocations a.re to be complemented with proportional 
financing from the groups (including states and municipalities) 
that a~e benefitting; 

(iii) increase in participation of effected communities to contribute 
labor and local materials; 

(iv) within the law, giving concessions to individuals for works and 
servi ces that serve the public interest; and 

(v) development of financing schemes for public works based on tariffs 
and prices that would allow self-contained operations and 
increased investments. 

Taken together the guidelines define a set of issues for mobilization or 
resources for the environment. The issues related to the expected sources of 
funds may be summarized as follows: 



2Source of Funds 

(i) polluter pays 

(ii) budgetary allocation 

(iii) community contribution 
in kind 

(iv) contracting services to 
private sector 
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(v) pricing/tariffs covering 
full cost plus depreciation 

Issue 

capacity and authority to enforce 

financial plan with priorities for 
most effective use of federal funds 

incentives 

incentives; explicit subsidies 

phase in; explicit subsidies 

"Polluter pays". The ecology sector institutions in Mexico are young, 
and are not being developed to keep pace with the political commitment to the 
environment. This is in part due to the strict budgetary constraints of the 
1980's, but also may in part be owing to the lack of political will to 
accelerate tough enforcement measures that could add to the financial burden 
of enterprises, farmers, etc. To date in Mexico, the most common instruments 
used in dealing with polluters are convenios and other exhortive measures. 
There are isolated cases that may be cited for closing of industries or 
requiring relocation, eg steel plants in Mexico City, due to contamination, 
but enforcement of environmental regulations is not widespread. And, for the 
most part, convenios in themselves have not been an effective means of raising 
funds or establishing corrective programs or investments for environmental 
impact. There is an argument made for self-monitoring by industries to help 
reduce the cost burden on Government. Experience in other countries strongly 
suggests that for government to benefit from its endorsement of the "polluter 
pays" principle, in terms of mobilization of resources to help solve 
environmental problems, it must invest in building the core capacity to 
establish and enforce environment controls. 

The impact on the federal budget derives from the cost of enforcing the 
"polluter pays" principle. Assessments by Bank technical specialists indicate 
that the 1988 Law for Protection of the Environment provides a good framework 
and that SEDUE has a limited size but good quality staff. 85 In the past, due 
to budgetary constraints the staff of SEDUE has, in fact, been reduced and 
programs for carrying out -its technical and advisory role have not been 
funded. The burden is on government however to enforce the "polluter pays" 
principle, and building institutional capacities will require additional 
investment in human and physical capital. The universities, which receive a 
substantial amount of their funding from Government, are starting to be 
brought in as a source for contributions of both technical skills and 
laboratories for testing and monitoring environmental pollution. 

85 See Technical Papers for the October 1989 Bank "Mexico: 
Environment Issues Paper". 
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4 Budaetary funds. Government's policy is to use budgetary funds as a 
catalyst. An example of what cost-sharing might l~ok like in a traditional 
approach is given in SEDUEs Program for Solid Waste,1989-94. 86 The proposal 
for a network of treatment plants throughout the country carries a total cost 
of 112.5 billion pesos, to be financed as follows: 

Solid Waste Treatment Program, 1989-94 

Total investment costs 

Financed by: SEDUE 
SPP 

States/Muncipalities 
Credit 

_%_ 

100 

5 

22 
23 
50 

The burden is clearly on SEDUE to generate a maximum multiplier effect, with a 
minimum of funds in a project. Taken together SPP and SEDUE funds would be 
matched by State and Municipality contributions. The credit presumably would 
be contracted by government. The criteria that determine which projects could 
attract federal funds are not ~lear. That is, while the Government refers to 
a muliplier effect there is no clear policy that provides incentives or 
guidelines to states and municipalities to follow this kind of approach. 

14. Community contribution. 
active and apparently very effective 
and projects are required. 

Community contributions, according to one 
NGO in Mexico, are available. Leadership 

15. Contracting services to the private sector and adequate pricing 
are areas where ecology policy is a corollary of macro policies to encourage 
the private sector and to support full pricing. 

5.4 Social Sector Priorities 

Cumulative investments in the social services declined by 45% during.the 
1982-90 period (see Annex I, Table 6). The decline up to 1988 was 
significantly greater, amounting to 63% in real terms. However, it was 
alleviated somewhat by the new Administration's emphasis on rebuilding social 
programs. As a result, 1990 appropriations were half again as great as they 
were in 1988, sufficient to erase the sharp cutbacks which occurred 
immediately after the collapse of oil prices two years earlier. Within the 
social sector, spending on education was reduced the least (29%), spending on 
urban development the most (56%). 

86 SEDUE. Subsecretaria de Ecologia. Direction General de Prevencion y 
Control de la Contamination Ambiental. Unidad de Carordination Tecnica. 
Program Nacional de Residues Solidos.1989-94. Data provided to the mission by 
SEDUE. The proposal has been put on hold, but the structure of financing 
reflects SEDUE's approach to the issue of SEDUE funds as having a multiplier 
effect. 
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In assessing future needs for increased social spending, some historical 
context is valuable. During the period of Mexico's most rapid sustainable 
economic growth (1940-1970), social welfare and standards of living improved 
considerably, albeit from low initial levels and unevenly from the standpoint 
of regions. Illiteracy declined from 58% to 28% of the population over 14 
years of age, the rate of infant mortality fell from 126 per thousand to 68 
per thousand, and average life expectancy increased from 41 years to 63 years. 
From 1974 until the 1981, the last year before the economic crisis, public 
spending on social programs expanded at unprecedently high real rates, 
exceeding 15% annually. While social indicators continued to improve, their 
rate of improvement failed to accelerate, as might have been expected, 
relative to the earlier period cited, and even slowed in some respects. so, 
for example, by 1980, illiteracy had fallen to 18% of the over-14 age group, 
infant mortality to 52 per thousand, and average life expectancy had climbed 
to 67 . 6 years. Conversely, during the 1982-90 period, when public social 
o~tlays have contracted dramatically, social indicators have continued to 
improve. Thus, illiteracy had fallen to 9% by 1988, while infant mortality had 
been reduced to 47 per thousand, and life expectancy had climbed to 68.6 years 
on average. 

These indicators are cited merely to raise a note of skepticism about 
the oft-cited connection drawn between improvements in basic social indicators 
and expanded public programs for that purpose. It is not merely that there are 
other factors, such as health technology, which bear on social well-being. It 
is also that ·wasteful, inefficient, and untargeted social progr~s accomplish 
little more than comparatively small-scaled programs suitably targetted and 
administered. 

Of the Mex$4.9 trillion (nearly US$2 billion) allocated for rural 
development and social investment programs in 1989, it is estimated that 
nearly a third (US600 million) was spent for poverty-related objectives 
through the National Solidarity Program, which also administers current 
spending in the form of food and health care subsidies. While data on the 
effectiveness of investment outlays is unavailable, related data on the 
PRONASOL-administered food subsidy program (see chapter on poverty) indicate 
that roughly half of those subsidies remain untargetted, i.e., fail to reach 
either the moderately or ultra poor, due to deficiencies in the criteria for 
identifying beneficiary groups. Since the social investment and rural 
development programs are allocated using similar criteria, it is reasonable to 
conclude that a greatly expanded poverty alleviation effort could be 
"financed" through a reduction of untargetted expenditures and their 
reallocation to a rigourously-defined poverty program targetted on the ultra
poor. The moderately-poor, as indicated in the chapter on poverty, would be 
helped mainly by policies which reduced constraints on factor mobility and 
increased the demand for low-cost labor, rather than from direct transfers. 
Hence, their would seem to be little reason to consider further real increases 
for the poverty-related components of the social and rural development 
programs for at least the next several years. 

5.5 Conclusions and Recommendations 
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The overall conclusion is that overall public investment need not grow 
faster than targetted economic growth (i.e. 4-5% annually) in order to provide 
adequate infrastructure and achieve a significant start toward alleviating 
critical social and environmental problems. This somewhat surprising result 
stems from several factors: 

- the privatization process will soon remove from public sector 
responsibility the need to undertake expensive modernization programs in areas 
such as steel, telecommunicatio~s, and secondary petrochemicals. By 1994, it 
is possible that about one-sixth of the current public investment budget 
(about 0.6% of GDP) will be taken "off the books". In addition, the private 
sector is being given a significantly larger role in the financing and 
construction of certain public infrastructure investments. For example, it is 
expected that, by 1994, as much as 15% of current transport investments will 
be put out for bid to private concessionaires. 

- if continued, pricing reforms underway in areas such as electric power 
and water, are expected to lead to significant conservation efforts, thereby 
permitting a postponement of certain currently planned investments in new 
capacity. 

- during the oil boom of the late 1970s and early 1980s, public 
investment in areas such as ports and electricity generation created capacity 
well in excess of then current needs, an excess which grew even larger during 
the recession of the post-1982 period. Hence, what is_ needed today in these 
areas is often continued maintenance of the existing infrastructure, rather 
than significant new investments. 
(It should be noted that maintenance and repair expenditures increased an 
estimated 38% in real terms over the 1982-90 period, so that reallocation to 
underserved areas such as highway~, rather that an expansion in such spending, 
should be adequate to cover current needs for the next several years. See 
Annex I, Table 3 . ) 

- social and rural development investments, which include an important 
component poverty alleviation programs, have increased by around 54% in real 
terms over the 1988-90 period. A period of consolidation, with continued, but 
measured real growth, may now be advisable, both to consolidate the 
administrative mechanisms of the new National Solidarity Program (PRONASOL) 
and to devise more effective strategies for targetting the ultra poor. 
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CUAO IIO No . , 
;, RE si.MOI GLOIAL: CAPl iA~! ZACI OII 

Anttt de l a Pr ivatizaci 6n : 

(Mil es de 06 t ares) 19!1 1982 1933 19&4 1985 19!6 19oT 1988 

Apo r tac iones oe 
Capi ta l 7761 2!290 16939 40555 16036 13592 

lnc:r~to Act ivo 
Fi j o 37337 57763 49238 !4!96 16046 81030 412n 

PrOl!edio 
Act . Fij o/ Cap . Cont. 6ll . 42l 130 .651 90 . 001 M .20X 90 .05>: 103.23% 9:.. . 561 

No. Ell1)resas Publ icas 52 54 58 58 36 33 26 13 
No . f ll1)r esas Privada• 0 0 0 22 25 28 41 

Oespues de la Pr i vat i zac i6n: 

(Miles de 06 tares) 19!1 1982 1983 19&4 1985 1986 1987 1988 

Aportaci one1 ~ 
Capital 3,4852 3007 5438 · 4967 

lnc:rem.nto Activo 
Fi jo 17'930 107651 2m55 39959 

Pr Ol!edio 
Act. Fi jo/Citp. Cont. 77.S!l 69.051 111.141 96.13% 

l1 
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ITAM EFECTOS DE LA PRIVATIZActoN 

CUAD ltO No . 2 
aESUCEN CLOIAL: APALANC..UCIE NT O 

Antrs ~ l a Pri~tlZKi 6n: 

1981 1982 1983 1964 1985 1986 191!7 19M 

Pas ivo Tot./Cap . Cont. 
l'lb ; 1110 115 .841 208 . 00X 270.891 190. 00X 24 1. 561 274.~ . 136 .301 
Nfni 1110 45.421 41.59' 34 .00X 8.181 7. 181 6.641 36.4n 
Pr~io 90.25); 155.721 119. 711 101 .651 295.24X 68 . 361 43.5n 

CIF /VMt H 

Mb imo 52 .on 161.2n 52 .211 13. 721 17 .73X 13 . 281 
Nln imo 2.59' ·4.&n -13 . 531 -78 . 841 ·0 .661 0 .221 
Pr omedi o 3.m 11. 521 17. 131 8.24X 6 . 981 15.031 12.6n 

O•spues CM la Pr ivat i zac i6n 

1981 1982 1983 19&4 1985 1986 1987 1988 

Pas i vo Tot./Cap. Cont. 
"4,x i 1110 58. 121 35. 741 45.251 82.00X 
Nfn imo 32 . 32X 31.911 1a . 751 0.2n 
Pr~io 45.221 33.421 27.361 34.39'1 

CIF/VMUS 

Nb i 1110 85. 111 41.561 e .4n 
Nfni mo 14.081 · 0.251 ·0.581 
Pr~io 20.321 41.721 0.321 6.4n 
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0 I I AH EFECTQS PE LA PRIVATIZACIQtf 

CUAD RO No . 3 
.REStJll£N GL 08AL: LICIU IDEZ 

Ant e1 de l e Pr~vet i zec i6n 

1981 19!2 1983 19&4 1985 1986 1987 19&9 

OfH de Efvo . 
Nb i 1110 58 51 60 80 476 105 ..... 
Nini_, 14 3 4 4 1 15 
PrOlllldio 9 32 52 35 19 56 42 

Pruebe de l Aci do • 
Nbi lllO 1. 10 1.00 1.44 3.37 2. 18 2. oa 2.21 
Nlni 1110 0 . 7'9 0. 10 0. 17 0. 23 0. 25 0.20 o.11 
PrOllled io 1. 07 o.n 1 . 05 1.10 0. 95 1. 19 0 .91 

0111 lnvenur io 
Nb i 1110 166 209 211 230 200 480 154 
Nlnimo 7 151 2 23 6 17 34 

PrOIIWdio 70 70 . 67 63 99 124 103 

i 
,--

Dias Proveedore1 .,.;., 52 141 151 248 212 365 152 
Nin i-, 41 71 10 35 19 28 60 

Pra.dio 46 103 41 50 95 n 137 
DIH de Cartera 

Nbi_, 129 154 173 192 230 1212 
Nin i-, 67 56 22 42 12 15 
PrOlllldio 94 115 92 70 105 151 154 

Despues de la Pr ivat i zac i6n 

1981 1982 1983 19&4 1985 1986 1987 1988 

,-- DIH de Efvo. 
Mui-, 146 41 62 

Nfni-, 3 1 15 
Prcaed lo 114 33 33 

Pru.be de l Acido • 
MU ia, 1.76 2.50 2. 42 
Nini-, 0.41 0.57 0.50 
Prcaed lo 1.1 1. 51 1. 51 2.1 0 

Dfaa lrwentarlo 
MU I_, 168 205 

Nini-, 8 5 ,--

Prcaedl o 46 54 94 

Dias Pr~r•• 
Nui-, 1D7 301 

Nini-, 18 28 

Prcaedio 60 M 62 62 

D111 de Carter• 
MU I-, 82 110 159 

Nfnf-, 45 44 40 

Prcaed io - 115- 90 71 68 68 
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ITAM EFECTOS DE LA PRIVATIZACION 

CUAOIO llo. 4 
IESUCE N CLOIAL : REN TA81LID AO Y EF ICIEMC! A 

Ant es de l a Pr iv•t i zaci 6n 

1981 1982 1m 1964 1985 1986 1987 1988 

Ut. llttl/ Cap. Cot,Ubl e 

Nialao 439.101 65.511 129. ~ 7'5 .261 36 .!7"X 29 .601 43 .001 
Nlniao 7.09'l -97.331 -96.061 ·83.651 ·11.291 -2.331 ·9 .1 8X 
PrOllledlo 56 .651 · 16 .241 24.651 5. 551 9 .021 5.4~ 1,. 07"X 

Ut. llttl / VffltH 
Nbiao 35. 97"X 65 .511 19 .831 19.7'51 40 . 431 104 .851 20.841 
Nfni1110 4 .061 -97 .331 ·257 . 701 ·151.501 · 11.111 ·42.931 ·76 .981 
Pr Ollled i o 6.521 · 18.621 ·17.451 ·4.70l 5.991 10. 67"X 14 . 221 

Ut. o,p.r. I Vffltll 
Nbi1110 26 .941 30.151 35 .631 79.741 87.70l 32.63% 35.76% 
Nlni 1110 9.341 ·67.161 ·48 . 13% -5.43% 0.121 ·10.37"X · 41.361 
Praawdio 14 . 27"X 5.48% 12.51% 11 . :SX 26.43% 26.911 17.~ 

Vffltll (~ilH dllt.) 296735 343957 324698 442896 401832 26.!192 114569 
Iner. Vffltll 14.6.!X 2.,~ 9 .34% 12.521 · 26.311 10 .a~ 
C11toa 0per./Venta1 

Mbiao 52.36% 64.801 46.511 48.18X 39.m 105.421 
Nln i ao 8.221 4.411 3.051 0.051 2. 161 2.301 
Pr01111dio 24.711 28 . 28X 2! . ~ 3o.m 14 . 07"X 32.33% 45.03% 

Vent11 £•port./ Ventas 
Mbiao 54.07"X 
Nlniao 28.001 
Pr01111dio 9. 65% 8.02x 29.04% 30.001 
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EFECTQS PE LA PRIVATIZACION 

CUAORO 110 . 4A 
RE~E II CLOIAL: REM TAII LIOAO Y EFICIEIICI A 

D•sp,..ws de 11 Pr iv1t i zaci 6n 

Ut . Netl/ Cap. Contab l • 

Mbi 1110 
Mfn i1110 
Pr~io 

Ut. llltl / Ventll 

M'll i lllO 
Mfni1110 
Promed io 

Ut. Oper./ Vent1s 
Mb i1110 
Mfn imo 
Promedio 

Vent11 (Mile• dll1.) 

Iner. Vent11 
C11to1 Oper./Ventll 

Mbi_, 

Mfnimo 
Pr~io 

Vent11 Ellport./ Vent1s 
Mbi-, 
Mfn imo 

Promedio 

198 1 198.3 19&4 

·0.381 
-20. , en 
· 11.70i 

·0.70i 
·O. Tn 
·0.711 

12.9n 
·0 , 181 
,.2n 

83226 

16.341 
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1986 1987 19M 

19.10X 6 .~ 43 .00X 
· 11 .631 · 22.77'1 0.311 

6 .761 s.sn 8.911 

0. 031 31 .00X 60 . 00X 
·43 .00t ·38.361 0.061 
·22 . 02X 9.on 15 . 12X 

26.00I 32.911 ,,.~ 
·16.02X ·45.621 0. 161 
11.811 21.011 5.Dcn 

142229 189889 133223 
70.ffl 33.511 ·29.&41 

15.oet 59 .00I 58 . 00X 
7.00I 6.161 2. 20X 

41.441 32.4n 26 .8n 

40 . 751 14 .641 
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IIN1 EFECTOS DE LA PRIVATIZA~-1..Q.H 

CUADRO No. 5 
AUTOPARTES: CAPITALIZACIOII 

Antes de l a Priv1t iz1c i6n 

C"ilet de 06lar••> 19!1 19!2 19!3 19&4 1985 1986 19!7 1988 

Aportac ionu de 

Capi tal 4107 3388 9568 10&00 
lncremento Act i vo 
Fi j o 1555 6191 4232 615 11420 

Promedio 
Act. f ij o/Cap . Cont. 576 .SOl 17'9.41 l 124 .44% 71.97'% 65.431 108.89l 

No . E""re1as Publicis 4 4 4 4 3 2 1 0 
No . Eq,resas Pr ivadas 0 0 0 0 2 3 4 

Des~• de la Pr ivat i zac i6n 

C"ilH de 06lares) 1981 19!2 19!3 19&4 1985 1986 1987 1988 

Aportac lones de 

Cap i tal 0 122 351 
Jncr.-nto Act ivo 
Fijo 0 35976 42!2 

PrOllladio 
Act . Fi jo/Cap. Cont. 0 92.61l 67. 41% 

_I 
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Antes de l a Prlvatl1ac i6n 

Pas ivo Tot al/Cap . Cont. 
Mb i 1110 

Mfn imo 
PrOl!led io 

CIF /VffltH 
.. , .. i 1110 

Mfni1110 
Promedio 

Despues de la Pr iv1t i zac i6n 

Pas i vo Total/Cap. Cont. 
Mb i1110 

Mfnlao 
PrOllledio 

CIF/Vffltll 
M,.ai1110 

Mfni,-, 
PrOllledio 

_I 

cuAO•o 110. 6 
AUTOPA,TES : APA ANCIJ41ENTO 

1981 1982 1963 

190.001 

85 .67'l 
620 . 001 139 .311 

167.m 

16 . 0al 
46 . 451 n .1 n 

19111 1982 1983 

EFECTQS PE LA PRIVATIZACIOH 

19&4 1985 1986 1987 1988 

• 151. 001 85 . 061 47 .331 

ZJ.311 13.581 29 . 401 
n.301 49 . 321 38 . 361 17. 401 

52.211 13 . 261 

11. Z7'l 11.~I 

211.931 12.511 37. 581 35 .621 

19&4 1985 1986 1987 1988 

35 . 731 45 . 251 

31.911 37.661 

33.azx 41 .451 

115. 111 41.561 

9.301 5 . 501 
49.601 16 . 321 

-1 19-



0 

ITAM EFECTQS PE LA PRIVA'rIZACION 

CUADRO 110. 7 

AUTOPAITE S: llCIUIOE Z 
Antet oe l • Pr iJatlzaci6n 

1981 1982 1963 1964 1985 1986 1987 19M 

Ofaa oe EfKti vo 
Nh i 1110 51 60 
Nini-=, 12 14 
Pr~io 121 31 37 4 35 57 

Pr-uebe de l Acido • 
Nb i1110 0.56 0.91 
Nfni1110 o.:so 0.64 
Pr~io 0.27 0. 43 o.n 0. 76 0.49 0.26 

Dia■ de lnvfflt ari o 
Nb i 1110 147 113 

r Nfnimo 69 84 
PrOlllrd io 112 ,oa 98 o· 126 130 ' 

D i a■ de Prov~res 
Nb i 1110 149 93 
Nini -=, 1t.O 90 -- PrClllled io 434 145 91 35 307 

D f H de Carura 
Nb i -=> 121 115 
Nfni 1110 107 n 
PrClllled io 115 114 96 97 15 79 

• 
D•ss:iues de l a Pr ivat i zac i6n 

1981 1982 19&3 1984 1985 1986 1987 1988 

Di as de Efect i vo 
IUJl illlO 30 29 
Nfni ao 3 
Prcaed io 16 13 

Pruebe de l Acido • 
Nb i-, 0. 62 0.97 
Nlnf-, 0.41 0.57 
Prcaedlo 0. 52 o. 71 

Dfaa de lnventario 
N,.;., 128 144 
Nfni a.> 92 81 

Prcaed io 110 106 

Dias de ProvNdores 
Nh iao 213 107 
Nfni ao 46 ,a 
Prca.d io 130 71 

Dias de Carter• .. ,.;., 72 110 
Nfni ao S6 51 
Prca.dio 64 79 



0 

ITAM EFECTOS DE LA PRIVATIZACION 

CUAD RO No. S 
AUTOPARTE S:RENTAIILIOA.O Y EflCIENCI A 

Ant~s de la Pri'vatiiac i6n 

1981 1982 1983 1984 1985 1986 1987 19M 

Ut. Neta/ Cap. Contab l t 
M6.1d 1110 3.an: 5. 7"91 11.5n ·12 .69i 
Mfni1110 -n .1o11 ·15. 541 ·2.201 · 2.001 
Promedio ·97.331 ·30.941 ·2.281 4.661 • 7 .351 · 9. 181 

Ut. Neta / VentH 
Mb i llC 2.661 3.1n 6.331 ·1.471 
Mfni llC ·257 . 701 -n.a71 ·6.901 ·42.931 
Promedio · 67 .161 ·102 .261 · 21.471 ·0.29i -22.201 -76 .98% 

Ut. Oper./ Vent11 
Mbi llC ll..271 ,a.4n 19.601 5.5n 
llHn i i.o -48 . 131 7.261 6.2n · 10 .371 
Prai.dio · 20.711 ·6. S5X 12.331 12.911 · 2.431 ·41.361 

Ventas (M il •• de 06la res) 4244 18842 2217'5 95589 55527 1550 
lncr~to en Vent•• 168. 981 1n.301 13.971 ·61.111 ·25.181 
Ca1t01 Oper./Venta1 

M61d 1110 15.991 14.001 
Mfni 1110 8.741 7.ffl 
Promed io 19. 1n 13.071 11.501 6.491 13.!0I 14 .851 

Ventas Export./ Ventas 
Mb i1110 

Mfn i1110 
.Pr~io 9.651 8 .021 54.071 

I 
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ITAM EFEcros DE LA PRIVATIZACION 

CUADltO llo. 8A 
AU TOPARTE S: REII TAIILIOAD Y EF ICI EIICI A 

Oespues de l a ~r !vat lzaci 6n 

Ut . ll•t a/ Cap . Contabl • 

Mb i1110 
Mfn i1110 
Prc..d io 

Ut . ll •t ■ / Vfflt lS 

Mb i 1110 

Mfni 1110 

Pr~ io 
Ut , ()per,/ Vffltll 

Mb i1110 

Mfn i ll'I) 

PrOllledio 
Vent11 (MilH de D6l1r•s> 
lnc r...-,to .ii V.nt ■s 

G1stos ep.r./Vffltll 
Mb 11110 

Mln i1110 
Prc..dio 

Vent11 Export./ Ventas 
Mb i 1110 

Mfni1110 

Pr~io 

1981 1982 19&4 

- 122 -

198S 1986 1967 19M 

· 2.661 ·0 . 12'X 
· 5.061 ·24.5 11 
-1.m · 8.30l; 

· 5. 111 ·0 .081 
-5. 2!1 ·38 .361 
·5 .201 ·13.00l; 

22.941 3.351 
6. 12'X 1.331 

14 Hl 2.22'X 
13044 43537 

161.on 51 .361 

15.00I 18.761 
11 .2!1 6.161 
13. 141 11. 101 

35 . 1!1 82.161 
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EFECTQS DE LA PRIVATI ZA~IQN 

cw.o•o 110. 9 

OUl"ICA Y PET•OQUIMICA: WITALIZACIC:. 

Ant•• de l a Pr ivat izac i6n 

<" il n de D6l1r11) 1981 1982 1983 1964 1985 1986 1987 19&! 

Aporuc ione1 de 

Capi ta l 332 1839 1881 10198 
lnc:r~to Act ivo 
Fi jo 23473 28576 1462~ 60815 26186 

PrOIMd io 
Act. Fij o/ Cap . Cont. 220.841 106 .831 102.591 100 .Ml 128 . 151 123 . 231 

No. E~r•••• Publi cis 8 8 8 8 8 8 4 0 
No. E~•••• Priveda1 0 0 0 0 0 0 4 8 

Dnpuh de la Pr ivatizac i6n 

(NilH de D6 l1re1> 1981 1982 1983 1984 1985 1986 1987 19&! 

Aportac ionH de 

Capital • 1303 ·1 

lnc:r-,ito Act i vo 
Fi jo 2!9 20988 

Pr01Mdio 
Act. Fi jo/Cap. Cont. 122.00l 112 . 50l 
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AntH ~ l a Prlvati1aci6n 

Pasivo Tot 1 l/Cap. Cont. 
Mbi 1110 
Mfni 1110 
PrOllltdio 

CI F/Vent11 
Mbi mo 
Mfn imo 
PrOllltd i o 

D~spuls de la Pr i v1t i1ac i6n 

Paa i vo Total/Cap . Cont. 

Mb 11110 

MfnilllO 
PrOllltdio 

CIF/Vent11 
Mb i1110 
Mfni1110 

PrOllltdio 

EFECTOS DE LA PRIVATIZACION 

CUADIO llo . 10 
0UIMICA l PET100UIMICA: APA LAll~I ENTO 

1981 198.2 19!3 19&4 19!!5 

260.001 3!5 .001 337. 001 1n. m 
169. 26X 59. 531 a. 1si 11.301 
214 . 631 202. !JX 101. 541 59 .801 

52 .07l 19. 921 18. n1 n .rn 
10.71 X 2. 59'.\ · 4 .88% ·13.531 
31. 39'.\ 10. 661 8 . rn 7. 67l 

1981 1982 19!3 19&4 1985 
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19&6 

274.601: 
6 .351 

106. 321 

15.88% 
·0.66X 
5.491 

19&6 

1987 19~ 

136 .301 
48 .SSl 
87.301 

10 . 17'l 
0. 221 
3.641 

1987 1988 

82.00I 
24 .00I 

30.00I 53 .00I 

6.ffl 
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Antu de la Privat i uc i6n 

Oi at de Ef..ct i vo 
Nb i mo 

Nfn i1110 
PrOffledi o 

Pruebe de l Acido . 

Nb i mo 

Nfni mo 
PrOffled io 

Di as de lnventario 
Nbimo 

Mfnimo 
PrOffled io 

Di as de Prov.-dores 
Nb i1110 

Nfni 1110 
Pr~ io 

Dias de Cartera 
Mb i1110 
Mfni mo 
PrOffled io 

o~spues de l a Privat i zac i 6n 

Dias de Efect i vo 
Nu i-, 

Nfni 1110 
Pr~io 

Pruebe de l Aci do • 

1e,x i 1110 
Nfn f1110 
Pra.clio 

0 i aa de lnvent1rio 
1e,x i 1110 
Nfn .1110 
Prc:..d io 

Di11 de PrO'lleedores 
Nu i1110 
Nfni -, 
Pr~lo 

Di as de C1rtar a 
K.ix i-, 
Nini-, 
Pr~i o 

QUJ"ICA 

1981 

1981 

EFECTOS 

CUADRO -.o. 11 
T PETROOUl"ICA : LIQUI 0E Z 

1982 198.3 19&4 1985 

se 44 43 80 

14 3 4 1 

36 32 19 34 

0. 54 1 .00 3.37 2. ,e 
0.10 0.17 0. 52 0. 25 
0. 32 0 . 51 ,. 7'5 1.01 

42 94 122 
2 23 6 

65 64 54 

151 94 212 
57 50 19 

226 93 n 70 

173 152 230 
22 42 12 

196 110 121 96 

1982 198.3 1984 1985 

OE LA 

19116 

476 
1 

94 

2. 08 
0.51 
1.37 

4ao 

17 
129 

365 
2S 
98 

1212 
28 

285 

1986 

PRIVATlZACION 

1987 

105 
17 
59 

1.66 

0.1 1 
0.92 

154 
34 
94 

152 
119 
136 

200 
82 

141 

1987 

34 

1.19 

1988 

1988 

19 

2. 20 
1.64 

1. 92 

17 

5 
24 
40 
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ITAM EFECTQS DE LA PRIVATIZACIOH 

CUADRO llo. 12 
QUIMI CA T PETIIOQUIM !CA : IEIITAl!LIDAO Y EF ICI E~C IA 

AntH de l a Pr ivatizaci6n 

1981 1982 1983 19&4 1985 1986 1987 1988 

Ut. Neta/ Cap . Contab l e 

"bis:, 36 . 541 55. 741 15.251 36.87'1 29 .60S 20 .841 
" fni ao ·12.17'1 · 96.061 ·83 .651 ·0.531 · 2.331 13.40l 
Pr01111di o 12.191 0.811 0.511 14.60S 13 . 151 14.051 

Ut. Neu / Ventas 

"'--i 1110 10.571 19.831 15.60S 40 .431 104.851 29.511 
Mfn i110 · 32.961 ·15.761 · 21.981 ·3.381 ·0.401 8 . SOI 
PrOllled io • 11. 201 6.00'1 5.311 10.411 24 .691 18.251 

Ut. Oper./ Vent11 
Mb i110 29 .ffl 35 .631 31.711 87.701 32 .631 35 . 761 
Mf ,,1-, 19.111 ·12.701 ·1.981 3.221 2.211 16.701 
Pr01111dio 24.251 19.561 17.351 32.211 21.99S 27.851 

Ventaa (M il es de d6 l ares) 128416 166960 224264 235558 ,nm 112663 
lncr..-.nto en Ventas 25. 101 7.811 14.871 ·0 .4U 174.221 
Castoe Oper./Ventas 

"'id-, 41. 77'1 41.591 19.191 17.231 
IUn i1110 4.411 3. 051 2.591 2.161 
Pr«-dio a.221 14.121 22.321 8.17'1 6.161 2.301 
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ITAM EFECTOS DE LA PRIVATIZACION 

CUAD O llo. 12.l 

0UIMICA T PETROOU!MICA: IEIITAllllDAO T EF ICl[NC! A 
Desp.As de l a Prtv1tiz1ci6n , 

Ut. Neta / Cap . Conubl . 

Mb i 111:) 

Mfn i 1110 

PrOIMdio 
Ut. lleU / Vffltll 

Mbi1110 

Mfni mo 
Prcm.dio 

Ut. ()per./ Vlf'lt H 
Mh i 1110 

Mfn i1110 
PrCllltd io 

Vlf'ltll ( , Il es de d6l1r11) 
I ncr..-nto lf'I Vlf'IUS 

Casto. Oper./Vental 
11,x 1110 

Mfni 1110 
PrOIMdio 

Vent•• Export./ VffltlS 

Mhill'..:, 

Mfn irno 
PrOIMd io 

1981 19&2 1983 1964 1985 

-127-

19&6 1981 

2 . 001. 

4 . 40% 

364& 

21.aoi 
6 . 601 

14.20% 

45 .60'X 

23 .00X 
34 .30'1 

30. 7",I 

63944 

2. 20% 

35.00X 14.0C!i 



EFECTOS PE LA PRIVATtZACI ON 

CUAORO llo. 13 
RESU!EII PARC IAL• : tAP ITALIZACI OIC 

Ant •• de l a Pr ivat i zac i6n: 

(M il •• de 06lares) 19151 19152 1983 1984 1985 1986 19157 19815 

Aport.ciones de 

Capi t ■ l n61 24183 13343 26900 12443 13592 
Jncr-,to Act i vo 
f i jo 37337 5n63 24210 46752 16046 19600 3666 

PrOl!ll'd io 
Act. Fi jo/Cap. Cont. 615 .421 69 .531 79 . 061 152 . 421 155.411 78.t.n 78.441 

llo. Er..,r•••• Oublicas 40 42 46 46 25 23 17 13 
No. Er..,r•sas Privi.das 0 0 0 0 21 23 29 33 

Des?»• de la Privat i zaci6n: 

(M il •• de 06 lares) 19151 19152 1983 19154 19155 19156 19157 19815 

Aport.c iones oa 
Capital 52782 35229 194041 215054 

Jncrllllef"lto Activo 
Fi jo 17930 71675 2n6154 115971 

PrOl!ll'dio 
Act. Fijo/Cap. Cont. n.5151 64.77X 110.2~ 67 . 42% 

•110 incluy• 0-Jfmica, Pet roq.i fmica y Autopertes 
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EFECTOS DE LA PRIVATIZA.CI.Q.t{ 

CUAO RO No. 14 
RfSlK N PARCI AL: APALANC~ l [N TO 

Ant H de l a Pr lvatizac i6n : 

1981 1982 1983 19&4 1985 1986 1987 19e.t! 

Pas ivo Tot . /Cap. Cont. 

Mb i 1110 1oa .on 1!3 .5°' 129.661 125. m 135 .801 274 . ~ s,.m 
Mfn i1110 76. 431 60 . 00l ae.m 68 .551 108.851 6.641 12. 351 
PrCIMdio 90 .251 98.9n 103.1'1'X 104 .251 116 .941 43 .0Sl 24. 981 r- CIF/Ventas 
Mh imo 5.9~ 13.&41 33 .661 14 .621 2a .1n 18.331 
lt fni mo 2.681 1.001 0. 20S 1.00l 10 . 20S 7. 741 

r- Pr Ollll!d io 3 . m 4.341 12 .661 6.3n 4.141 19. 161 9.an 

1- De1pue1 de la Privat i zaci6n 

1981 1982 19!3 19&4 1985 1966 1987 19&8 

1-
Pa1 ivo Tot./Cap. Cont. ,- M6x i 1110 58.121 31.641 36 . 761 

Mfn i.-o 32.321 19.8n 22 .581 
Pr01111!dio 45.221 33.261 24 .2~ 27 .311 

CIF/VtntH ·-I Mb imo 70.00l 19 .631 8 .4'1'X I 
l IC fnimo 6.631 -25.00l 2.011 

PrCIMdio 20.3n 41.00l ·2.541 6.3n 
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l.l'AM EFECTOS DE LA PRIVATIZACIOl! 

CUADRO Wo. 15 
U SU4E li PAIIC !Al: l! QU IOEZ 

Ant•• de l a Prlv•t iz• ci 6n 

1981 1982 l9l\3 19&4 1985 1986 1987 1988 

D i a■ de Efvo. 
Mb i1110 12 31 46 
Ml ni 1110 2 12 14 
Prc:wad io 9 17 60 39 7 3 15 

Pruebl de l Ac idc • 
Mb i1110 1.1 2 0.98 1 . 31 3.37 1.41 1.36 
Mln imo o.~ 0. 68 o.n 1.03 0.97 0.91 
Pr~ io 1 . 07 0 .85 1.20 0.97 0.97 1.19 1 . 08 

Dias lnvef'l tar io 
Mb i1110 166 180 1!2 1&4 
Mfn i1110 7 10 11 10 
PrOlllldio 70 79 64 60 157 115 105 

Dfa1 Prov..oores 
Mbimo 52 106 91 115 96 67 
Mfni1110 41 8 6 10 43 60 
PrCINdio 46 47 37 42 135 70 64 

OIH de Carter1 
.. ,. ;1110 129 154 145 131 127 
Mlni1110 67 20 42 21 13 
PrOlllldio 94 100 86 58 119 70 146 

Despues de la Priv1tiz1ci6n 

, -
1981 19!2 198.3 19&4 1985 1986 1987 1988 

Dfa1 de Efvo • .. ,.;., 146 41 41 
Nfniao 33 28 35 
Pr01Ndio 129 38 39 

Pruebe de l Acido • 
Nbiao 1. 76 2.50 2.42 
Nfni ao 1.40 1.06 1 .01 
Prcaedio 1.7 1.60 1.66 2. 24 

Dfu lnventario 
111,x iao 168 42 306 
Nfni ao 9 5 40 
Prc:wadi o 40 22 1Z3 

Dfa1 ProveedorH 

"'"' ;., 213 160 120 
Nfni1110 62 54 58 
Prcaedio 60 88 74 79 

Dfa1 de C1rter1 
Nb i1110 150 71, 10t 
Nfni 1110 45 71 6a 

Prca.d io 90 71 73 7"9 
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EFECTOS DE LA PRIVATIZACION 

CUADRO No. 16 
RESUilEII PARC!AL: •Ell l AI ILI0 .t.O T HIC !ENC! A 

Ant es de l e Pr iv1t i z1c i6n 

19!1 19!2 1983 19&4 1985 1986 1987 1988 

Ut. lftU/ Cap . Contab l t 
l'h i1110 224.m 20 .611 46. 151 22 .861 3.351 26.9n 
l' fni 1110 7 . 09".l · 5. 061 24 .ooi ·15 .91 1 0.52' o.m 
Pr~io 56 .651 2.m 33 .831 7. 141 4 .501 1.941 10. 731 

Ut. lfttl / Vtntll 
.... i 1110 14 . 051 1.001 8.~ 4.001 8 .381 26 . 0ZX 
l' fni 1110 ·9. 181 · 97 .331 · 39 .401 · 16 .Ml 3. t>.,l 14 .831 
Prane-dio 6 .521 · 20 .811 ·14 . 09".l · 4.99".l 3.641 6. 031 21 .!Zl 

Ut. Oper./ Vent11 
l'b imo 19 .831 36.811 Y..151 21. 831 32 . 211 
Mfni1110 11.301 1 .961 ·7 .921 0.081 30.181 
PrOllledio 14.2'71 8.911 12.9n 9.!Zl 25.62' 31.431 23.001 

Vental (~ii•• dll1.) 296735 211297 138896 196457 70685 38892 356 

Iner. Vent11 ·28.7'9l · l4 . 2'71 41 .441 •64 .on ·44.ffl •99.on 
G11tos Oper./VffltlS 

Mb i1110 41 . 001 47.001 41.~ 47.001 92 .511 101.511 
Mfni1110 8.131 15.001 20.1n 18. 561 21.451 17.951 
PrOl!ledio 24.711 33.09".l 31.~ 33 . &4'.l 24.0'71 56.ffl 10.1n 

Vffltll Expor t. / VffltlS .,JI i 1110 

l'ln i1110 
Pr0111ed io 28.001 30.001 
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Russians get key economic posts 

FT, p32, and JOC, p2A, quoting Tass, reported from 
Moscow that Ivan Silayev, appointed by Soviet President 
Mikhail Gorbachev to oversee economic affairs, announced 
temporary appointments naming Andrei Zverev as Governor 
of both the Russian and Soviet Central Banks, Igor Lazarev 
as bead of both Finance Ministries, Alexander Khlystov as 
bead of both Trade Ministries, Valery Telegin as head of 
both Foreign Trade Banks, and Yevgeny Saburov as 
Economics and Forecasting Minister for both the Russian 
republic and the central government. Valery Mangazeyev 
was named Minister of Foreign Economic Relations, 
Mikhail Kuryachev head of the Soviet Chamber of Trade 
and Industry, and Alla Zakharova chief of staff of the 
Soviet Cabinet. 

Reuters reported Silayev said he sees a new role for the 
Soviet central government to facilitate reforms in the 
republics. He said the new government would not issue 
directives or steer the business sector, and that its main task 
was to produce a climate favorable to the growth of private 
business and investment. 

Tass reported that Soviet economist Grigory Yavlinsky 
said the committee set up by Gorbachev's decree to oversee 
management of the national economy must not duplicate 
local bodies, or power and control the entire economy from 
the center. He said it is to coordinate the efforts of the 
republics . Yavlinsky, who was named deputy head of the 
newly formed Committee for the Smooth Functioning of the 
National Economy, said he hoped that name would not be 
endorsed, because it orients the new program not to radical 

' economic reform but to copying the worst aspects of the old 
government. See also WP, pAS. 

WSI, pA14, reported that the events of the past week 
have pushed forward a radical economic plan devised 
earlier by a group of Harvard professors and Yavlinsky. 

Cambodia's Sihanouk declares war over 

Reuters reported from Pattaya, Thailand, that Cambodia's 
Prince Norodom Sihanouk declared 12 years of war in the 
country over after the government and its guerrilla foes 
agreed to cut their armies and hand in their weapons. The 
breakthrough on the second day of peace talks, paves the 
way for a UN peacekeeping force to go to the country to 
supervise the armistice until elections. The government and 
each of the three guerrilla factions allied against it will 
reduce their forces by 70 % , Sihanouk said, adding that the 
remaining 30 % will be regrouped in cantonments where 
they will surrender their arms to UN forces. 

Financial markets: 
Dollar mixed in early New York trading 

News agencies reported the US dollar was mixed in early 
trading in New York. Gennan Chancellor Helmut Kohl 
said the country's economic problems, including 
indebtedness related to last year's unification, are 

OM £ F SwF 

unavoidable and well within Germany's means to cope with 
them. He said the government will try to cut its debt in half 
by 1995 through restrained fiscal policy and a reduction in 
tax subsidies and financial props. 

The French trade deficit widened to 4.269b francs in 
July from a revised 3. 782b in June. Exports rose to 
105.436b francs from 99.339b in June, while imports rose 
to 109.705b from 103.121b in June. 

Japanese Finance Minister Ryutaro Hashimoto said the 
health of Japan's economic expansion must be watched with 
growing concern, but the. economy remains strong and there 
is no need to rethink economic policy at this time. He made 
his remarks after the Economic Planning Agency (EPA) 
reported the economy expanded 57 months in a row through 
August. Separately, the EPA reported Japan's leading 
indicator of the economy was at 27.3 in June, up from a 
revised 25.0 in May. Japan's three long-term credit banks 
jointly announced they will lower the long-term prime 
lending rate by 0.2 percentage point to 7 .5 % , effective next 
Monday. 

West reacts to Soviet changes 

Reuters reported from London that British Foreign 
Secretary Douglas Hurd said Britain will recognize the 
independence of the Baltic republics without delay and that 
he expects EC partners to do the same. He said Britain will 
argue its case at an EC foreign ministers' meeting in 
Brussels later today. 

Kyodo reported from Tokyo that Japanese officials said 
Prime Minister Toshiki Kaifu and US President George 
Bush, in a telephone conversation, discussed financial 
assistance to the Soviet Union. They agreed that the issue 
of aid should be discussed by 07 representatives when they 
meet in London on Thursday. They agreed to proceed 
cautiously to the latest changes in the Soviet Union and 
discussed plans to move towards recognizing the Baltic 
republics. 

WP, A 1, reported Bush said he is not prepared to 
formally recognize the Baltic republics. JOC, p lA, reported 
he announced $315m in further loan guarantees to finance 
US grain exports to the Soviet Union, but said he remains 
convinced the country must start implementing major 
reforms before the US considers any substantial boost in 
aid. 

AP-DJ reported Bank of Italy Governor Carlo Ciampi 
told reporters in Frankfurt that it is necessary first for the 
Soviet Union to regain political stability and that it must be 
clear who will be receiving economic aid the West might 
want to give. Reuters reported French Prime Minister Edith 
Cresson said she asked for an early EC meeting with Soviet 
President Mikhail Gorbachev and Russian Republ ic 
President Boris Yeltsin to discuss aid to the Soviet Union 
and recognition of the Baltic republics. She said aid should 
be directed to concrete projects and that she favored Soviet 
membership in the IMF. AP reported from New York that 
diplomats said the Baltic republics could soon join the UN. 

Can$ Lira SOR Gold Oil Euro$ 

Aug 27 1,7513 137,20 1,6775 5,9450 1,5255 87.50 1306,50 1.33317 354.10 20,04 5.7500 

Aug 26 1.7513 137.05 1.6745 5.9460 1.5265 87.41 1301.00 1.33456 354.45 20.00 

Unit per$ except for£, Can$, SOR. Gold: London morning fix,$ per ounce. Oil: Brent crude Oct delivery,$ per barrel. Euro$ 3 mo %. 



Gorbachev wants market obstacles removed 

Reuters reported from Moscow that Soviet President 
Mikhail Gorbachev told par)iament all obstacles to a market 
economy should be removed and market institutions 
created. He said parliament must develop new economic 
policies in the aftermath of last week's failed coup. The 
government has to accelerate the creation of necessary 
market institutions, he said, adding the emphasis on 
economic decision-making should be shifted away from the 
central government to the republics, while the Soviet 
parliament would be in charge of legislation assuring a 
united economic area. Gorbachev said l~d reform was 
necessary, along with measures to combat the budget deficit 
and to control the money supply. He said the country will 
need increased economic assistance from Western countries 
and said he spoke to Western leaders after the failed coup 
and convinced them reforms were irreversible, as they 
understand the necessity of increasing economic cooperation 
with the Soviet Union. Gorbachev appealed to farmers to 
stay on the job, and not to strike before the country•~ 
leaders have passed the new economic reforms. 

News agencies reported the Soviet republic of Moldavia 
declared full independence on Tuesday, becoming Jhe eighth 
republic to choose secession from the Soviet Union. 

Soviets tried to withdraw Wester:n funds 

WSI, pA3, reported that the Soviet Union's central bank 
said it made an attempt to withdraw almost all the country's 
funds held in Western banks during last week's failed coup. 
Viktor Geraschenko, its chairman at the time, said the 
decision was justified to avoid a financial squeeze, but some 
Western bankers said the decision could have been an 
attempt to preempt any move by .Western authorities to 
freeze Soviet assets during the coup. 

IMF review of Philippines delayed 

FT, p5, reported from Manila that the IMF's fi&st formal 
review of the Philippines stabilization program has been put 
back two months to October because of the financial 
problems of the National Power Corporation, the state 
electricity authority. As a result, the $37m third tranche of 
the IMF's 18-month stand-by arrangement for the country 
will be delayed. Foreign loans will also be held· up, a 
Finance Ministry official said. Finance Secretary Jesus 
Estanislao has reported that the country has commitments of 
financial support from the IMF, IBRD, and the US for a 
second program of debt buy-back and .debt service 
reduction. Reuters reported US President George Bush has 
outlined a package of trade concessions and economic 
support for the country as part ofan agreement granting the 
US use of a major naval base intC> the 21st century. · 

Zaire moves to shore up economy 

Reurers reported from Kinshasa that Zaire has moved to 
control runaway inflation, halt the tumbling value of its 
currency, and stop illegal exports 6f diamonds and gold in 
an effort to shore up the economy and repair relations with 
foreign creditors. Prime Minister Mulumba Lukoji's 
government said the measures were an unavoi·dable 
necessity and were intended to help the resumption of 
financial relations with bilateral and multilateral partners, 
most of whom have suspended aid and loans because of 
payments arrears. The governmeQt . reduced the reserves 
which commercial banks have to deposit with the Central 
Bank and raised interest rates on Treasury. bonds from 
September 1. 

Argentina to seek more loans 

_AP-DJ and FT, p4 , reported from Buenos Ai es that 
Argentine Economy Minister Domingo Cavallo s · d the 
government will seek new, medium-term loans rom 
multilateral organizations within a few weeks. The ew 
proposal would help restructure the country's ove II 
foreign debt of $60b, including $8b in overdue interest, 
private commercial banks. NYT, pD 1, reported tha 
Argentines and international bankers are hoping that a 
turnaround has arrived after more than two years of 
recession, repeated bouts of hyperinflation, and isolation 
from the world financial community. 

Argentine Economy Ministry sources said companies 
that owe the state money and cannot pay may cancel the 
debts by handing over or creating equity that the 
government can sell on the stock exchange, AP-DJ, quoting 
La Na_cion, reported from Buenos Aires. 

Madagascar's Prime Minister Guy Rasanamazy named 
a new government in an effort to break the political impasse 
that has brought out large opposition rallies daily, NIT, 
pA13, reported from Antananarivo. 

Michael Mussa has been named Economic Counselor 
and Research Department Director of the IMF, JOC, p2A, 
reported from Washington. Kyodo reported Kunio Saito was 
appointed Director of the newly created department in 
charge of Southeast Asia and"Pacific Affairs. Hubert Neiss 
was appointed to head the second Asian Department which 
is in charge of Japan and other east Asian regions. AP-DJ 
reported the IMF also appointed P.R. Narvekar as special 
adviser to the Managing Director, Patrick B. de Fontenay 
as Director of the IMF Institute, and Shailendra J. Anjaria 
as Director of the External Relations Department. 

exico sold controlling interest in its biggest bank, 
Banco Nacional de Mexico, to a group of 800 investo , 
NIT, pD 1, reported · from Mexico City. 

An Iranian Chamber of Commerce official said the IFC 
forecasts that it will participate in long-term industrial 
investment projects in Iran, AFP reported from Teheran. 

Algeria's National Assembly rejected proposals agreed 
with the IMF to increase the price of basic commodities 
Reurers and AFP reported from Algiers. AP-DJ reported 
Assembly President Abdelaziz Belkhadem asked the IMF to 
al.low the increases to be put off until year end. Reuters 
reported the National Assembly adopted amendments to the 
oil in~ustry law to help foreign exploration companies. 

Bangladesh officials said civil servants have called off 
a strike· after the govern'ment threatened mass firings, 
Reurers reported from Dhaka. 

Diplomats and W~tem economists said Zambia's delay 
in raising ·the price of maize meal is holding up its 
econo~c reform program .and the disbursement of $200m 
in aid, J:?eulers . rep~rted from Ll;lsaka. 

Togo's National Conference stripped President 
Gnassingbe Eyadema of most of his powers and elected its 
own Prime Minister, Kokou Koffigoh, Reuters reported 
from Lome. . 

Pakistan sanctioned the setting up of 10 private banks to ( I 
· compete with the four national commercial banks under the 

governmen.t's control, Kyodo reported from Islamabad. 

t£3!ZE.?.J 
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CUAOIIO o . ~ ~ 

E~EN PAII C!AL: tENTAa l ll DAO Y EF!C!ENC !A 
D•spues de la Pr!v1t i z1c i 6n 

1981 1982 1983 1984 1985 1986 1987 198& 

Ut . Neta/ Cap. Con t at> l • 
11Cb i 1110 19.10,. . 13. 00'1. 15 .901 
11C fni 11110 · 11.631 1.30S 2.40S 
Pr Ol!led io · 11.701 a.on 7.181 6 .901 

Ut. Nttl / Vent as 
IICb i 1110 0.031 31.00S 23.30S 
IIC fn imo ·43 .00S ·14 .411 0.061 
Promed io · 0. 711 · 23 .551 11. 831 7. 811 

Ut . Oiper . I Ven tu 
IICb i 1110 26 .00S 50 .00S 0.161 
IIC fn imc · 16 .021 0.40S ·14.40! 
Pr0111edio 1.281 11.561 23.361 ·4.691 

Ventas (M il ts dl ls.) 83226 129185 109864 6927'9 
Iner. Vtntll 55 .221 · 14.961 · 36 .941 
Gas t os Oper . /Ventas 

.. , .. i 1110 70 .00S 59 .00'1 37 .081 

I 
14 fni1110 13.901 10.4n 34 .631 
Prc.td io 16.341 44.021 35.141 36 .261 

Ventas Export . / Ventas 
14b i 1110 68 .00'1 
14 fn i1110 10.00S 
Pr0111ed io 41 .901 15.00'1 
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Table A1: National Accounts SllJlllclry at Current Prices 
(billions of pesos) 

----- -------- · ----------------- ---------- -------- --- --- --- -- -- ----------- -- -----------------------------------------------
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 

--- -------- -------- -----·----------- ------------------ --- ---- -- --- ---- ------- ------------- ------ -------------- -------------
Origin and Use of Resources 
---------------------------
A.1. GDP at market prices 4470 6128 9798 17879 29472 47392 79131 193462 395882 494054 

2. Net indirect taxes 371 497 974 1383 2435 4627 6764 18713 35724 46441 
3. GDP at factor cost 4099 5631 8824 16496 27037 42765 72367 174749 360158 447613 
4. Agriculture 368 503 720 1392 2533 4307 7466 16676 33943 38042 
5. Industry 1464 1956 3057 6016 9860 15805 26833 69239 139593 159579 

a. Manufacturing 989 1326 2033 3772 6618 11069 19557 50092 106682 110174 
b. Mining and quarrying 144 147 302 1272 1662 2218 2899 9801 12567 17786 
c. Other (by difference) 331 483 722 972 1580 2519 4377 9826 20344 31619 

6. Services, etc. 2638 3669 6021 10471 17078 27280 44832 107548 222346 296432 
B.1. Resource balance -101 -155 491 1713 2307 2408 3629 13420 9016' 4658 

2. Exports of goods & NFS 479 638 1502 3397 5122 7305 13655 37814 65654 81005 
3. In-ports of goods & NFS 580 793 1011 1684 2815 4897 10025 24394 56639 76348 

C.1. Domestic absorption 4571 6282 9306 16166 27164 44984 75502 180042 386866 498153 
0.1. Total cons~tlon, etc 3357 4604 7062 12456 21311 34949 61012 142839 305224 403703 

2. Private 2909 3944 6037 10882 18590 30575 53804 126334 272263 349243 
3. General government 449 660 1026 1574 2722 4374 7208 16505 32961 54460 

E .1. Gross domestic investment 1214 1678 2244 3710 5853 10035 14489 37203 81642 85693 
2. Fixed investment 1107 1617 2249 3137 5287 9048 15415 35630 75057 85589 

Private a/ 631 876 1253 1961 3341 5901 10239 25321 57757 66377 
Public a/ 476 741 996 1176 1946 3147 5176 10309 17300 19212 

of which PEMEX 126.5 230.8 284.8 348.4 469.1 598 953 22~2 4097 4503 
3. Increase in stocks 107 61 -4.378 573.269 565.644 987 -925 1573 6585 104 

Memorandun Items: 
-- ---- -----------
G. 1. Net factor Income from abroad - 143 -234 -736 -1126 -1688 -2313 -4708 -9652 · 16015 ·19650 

2. Net current transfers from abroad 6 7 17 36 69 260 284 887 1279 1646 
3. Gross national product 4327 5894 9062 16752 27783 45079 74423 183810 379867 474404 

H.1. Gross domestic saving 1113 1523 2735 5423 8160 12443 18119 50623 90658 90351 
2. Gross national saving 976 1297 2016 4333 6541 10390 13695 41857 75921 72346 

Public 89 -58 -608 -75 -486 -1406 -7263 -20170 ·31227 
Private 888 1354 2624 4408 7026 11796 20958 62027 107149 

3. Inflation Adjusted Gross Nat'l Sav 976 1297 2016 4333 6541 10390 13695 41857 75921 
Public b./ 178 92 -115 472 1442 254 -270 9656 · 10431 
Private 799 1205 2131 3861 5098 10136 13965 32201 86353 

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



Table A2: Nat ional Accounts SU1111ary at Constant 1986 Prices 
(In billions of pesos) 

------------ --------- -- ----- ----- ---- ---------- ---- ------ --- --- --- ----------- -------------- ---------------- -- ----- ----- ---
1980 . 1981 1982 1983 1984 1985 1986 1987 1988 1989 

---------- --- --- ----------------- ------------------ -- ------------ -- -- ----- ----- --------- ------- ---- ---- --- ----------------
Or igin and Use of Resources 
----- ----------- ----- ----- -
GOP at market prices 75075 81661 81148 77743 80550 82639 79131 80863 81938 84315 

Net indirect taxes 
GDP at factor cost 
Agricu l ture 6181 6567 6432 6567 6735 6945 6848 6923 6814 6492 
Industry 24588 26805 26251 23899 25025 26237 24682 25340 25648 27234 

a. Manufacturing 16610 17685 17198 15854 16644 17653 16649 17075 17445 18802 
b. Min ing and quar rying 2418 2771 3006 2990 3057 3051 2926 3079 3090 3035 
c. Other (by difference) 5559 6349 6046 5055 5324 5533 5107 5186 5113 5396 

Services, etc. 44307 48289 48465 47277 48790 49457 48006 48600 49477 50589 
Resource balance -1703 ·2499 3794 7685 7553 6358 7524 8563 6789 5619 

Exports of goods & NFS 8037 8967 10921 12403 13111 12527 12928 14239 14622 15072 
lqx>rts of goods & NFS 9740 11466 7126 4718 5558 6169 5403 5676 7834 9453 

Domestic absorption 76778 84160 IB54 . 70058 72997 76280 72012 72300 75150 78696 
Total consllil)tion, etc 56389 60765 59637 57126 59276 61141 60076 59870 61080 64126 

Pr ivate 48853 52454 51158 48416 49991 51773 50569 50481 51719 54825 
General government 7537 8311 8479 8710 9284 9368 9507 9389 9361 9301 

Gross domestic investment 20389 23395 17716 12931 13722 15139 11936 12429 14146 14634 
Fixed investment 18588 21605 17977 12893 13722 14799 13053 13019 13799 14617 
Increase in stocks 1801 1790 ·261 38 0 340 · 1117 -590 347 18 

Memorandun Items: 
------- -- ---- ----

Net factor income f rom abroad ·2393 ·3113 · 6096 -4897 -4615 -4033 · 4732 -4034 -3315 -3353 
Net transfers from abroad 106 94 141 158 188 454 286 371 265 281 
Gross nat ional produc t 72682 78548 75052 72846 75935 78605 74804 76829 78624 80962 

Gross domestic saving 18686 20896 21511 20617 21274 21497 19461 20992 20858 20189 
Gross nationa l saving 16398 17878 15556 15877 16848 17918 15015 17329 17808 17117 

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



Table A3: National Accounts Surmary in us Dollars 
(US dollar millions) 

------ c--------- ------------------ --------- ------- ------ ----- --------- ------------------ ------ -- ----------- ------ ----- ----
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 

-- ----------- -- ---- ------------ --- -------------- ------- ------ --- -- -------------------- -------------------------------- ----
Origin and Use of Resources 
-- -- -----------------------
GOP at market prices 194763 250005 170574 . 148779 175667 182304 129436 141552 175926 201434 

Net indirect taxes 16165 20277 16957 11509 14514 17799 11064 13692 15875 18935 
GDP at factor cost 1,78598 229728 153618 137270 161153 164505 118372 127860 160051 182500 
Agriculture 16034 20527 12528 11585 15101 16566 12212 12201 15084 15510 
Industry 63788 79804 53221 50062 58771 60798 43891 50661 62034 65063 

a. Manufacturing 43092 54100 35393 31389 39447 42578 31990 36651 47408 44920 
b. Mining and quarrying 6274 5998 5258 10588 9909 8530 4742 7171 5585 7252 
c. Other (by difference) 14422 19706 12570 8086 9415 9690 7159 7189 9041 12892 

Services, etc. 11494'1 149674 104826 87131 101795 104939 73333 78690 98809 120861 
Resource balance -4419 -6317 8555 14255 13752 9263 5936 9819 4007 1899 

exports of goods & NFS 20851 26020 26151 28272 30532 28102 22335 27668 29176 33027 
Imports of goods & NFS 25270 32337 17596 14017 16781 18839 16399 17849 25170 31128 

Domestic absorption 199181 256322 162019 134523 161915 173041 123500 131733 171920 203105 
Total cons1..1Tption, etc 146286 187861 122952 103650 127028 134440 99800 104512 135639 164597 

Private 126736 160933 105093 90554 110805 117614 88009 92436 120991 142393 
General goverrvnent 19550 26928 17859 13096 16223 16826 11791 12077 14648 22204 

Gross domestic investment 52895 68462 39067 30873 34887 38601 23700 27221 36281 34939 
Fixed investment 48233 65973 39154 26105 31515 34806 25214 26070 33355 34896 

Private 27477 35748 21806 16322 19915 22702 16748 18527 25667 27063 
Public 20757 30225 17348 9782 11600 12105 8466 7543 7688 7833 

of which PEMEX 5510 9415 4958 2899 ~796 2301 1559 1677 1821 1836 
Increase in stocks 4662 2489 -76 4770 3372 3795 -1514 1151 2926 42 

Memorandum Items: 
---- -------------

Net factor. income from abroad -6209 -9529 -12814 -9372 -10064 -8898 -7701 -7062 -7117 -8012 
Net current transfers from abroad 275 289 296 302 411 1002 465 649 568 671 
Gross national product 188554 240476 157760 139407 165603 173406 121735 134490 168809 193423 

Gross domestic saving 48477 62145 47622 45128 48639 47864 29637 37040 40288 ' 36837 
Gross nat ional saving 42543 52905 35104 36058 38986 39968 22401 30626 33739 29497 

Public 3866 -2347 -10585 -620 -2895 -5409 - 11881 - 14758 -13877 
Private 38677 55252 45689 36678 41881 45377 34282 45384 47616 

Inflation Adj Gross Nat ' l Savings 42543 52905 35104 36058 38986 39968 22401 30626 33739 
Public 7748 3759 -2002 3932 8596 976 -442 7065 -4635 
Private 34794 49146 37106 32127 30389 38992 22844 23561 38374 

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



Table A4: National Accounts Sl..lflllary as Shares to GOP 

-------- ----- -- -- --- -- --------------------------------- --- ------------------------------------------------------------
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 

~------------------------------------------------------------------------------------ ---------------------------------
Origin and Use of Resources 
---- -- ---------- -----------
GOP at market prices 100.0' 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Net indirect taxes 8.3 8.1 9.9 7.7 8.3 9.8 8.5 9. 7 9.0 9.4 
GOP at factor cost 91.7 91.9 90.1 92.3 91.7 90.2 91.5 90.3 91.0 90.6 
Agriculture 8. 2 8.2 7.3 7.8 8.6 9.1 9.4 8.6 8.6 7.7 
Industry 32.8 31.9 31.2 33.6 33.5 33.3 33.9 35.8 35.3 32 .3 

a. Manufacturing 22.1 21.6 20.7 21. 1 22.5 23.4 24.7 25.9 26.9 22.3 
b. Mining and quarrying 3.2 2.4 3.1 7.1 5.6 4.7 3.7 5. 1 3.2 3.6 
c . Other (by difference) 7.4 7.9 7.4 5.4 5.4 5.3 5.5 5. 1 5. 1 6.4 

Services, etc. 59.0 59.9 61.5 58.6 57.9 57.6 56.7 55.6 56.2 60.0 
Resource balance -2.3 -2.5 5.0 9.6 7.8 5.1 4.6 6.9 2.3 -0.8 

Exports of goods & NFS 10.7 10.4 . 15 .3 19.0 17.4 15.4 17.3 19.5 16.6 16.4 
l~rts of goods & NFS 13.0 12 .9 10.3 9.4 9.6 10.3 12.7 12.6 14.3 15.5 

Domestic absorption 102.3 102.5 95.0 90.4 9.!.2 94.9 95.4 93.1 97.7 100.8 
Total cons~tion, etc 75 . 1 75 . 1 72.1 69.7 72.3 73 .7 77. 1 73.8 77.1 81.7 

Private 65.1 64.4 61.6 60.9 63.1 64.5 68.0 65.3 68.8 70.7 
General government 10.0 10.8 10.5 8.8 9.2 9. 2 9. 1 8.5 8.3 11.0 

Gross domestic investment 27.2 27.4 22.9 20.8 19.9 21.2 18.3 19. 2 20.6 17.3 
Fixed investment 24.8 26.4 23.0 17.5 17.9 19.1 19.5 18.4 19.0 17 .3 

Private 14.1 14.3 12.8 11.0 11.3 12.5 12 .9 13 .1 14.6 13.4 
Public 10.7 12.1 10.2 6.6 6.6 6.6 6.5 5.3 4.4 3.9 

Increase in stocks 2.4 1.0 -0.0 3.2 1.9 2. 1 -1.2 0.8 1.7 0.0 

Hemorandllll I terns: 
------ ------- ----

Net factor income from abroad -3.2 -3.8 -7 .5 -6.3 -5.7 -4.9 -5.9 -5.0 -4.0 -4.0 
Net transfers from abroad 0.1 0.1 0.2 0.2 0.2 0.5 0.4 0.5 0.3 0.3 
Gross national product 96.8 96 .2 92.5 93.7 94.3 95.1 94. 1 95.0 96.0 96.0 

Gross domestic saving 24.9 24.9 27.9 30.3 27.7 26.3 22.9 26.2 22.9 18.3 
Gross national saving 21.8 21.2 20.6 24.2 22.2 21.9 17.3 21.6 19.2 14.6 

Public 2.0 -0.9 -6.2 -0.4 -1.6 -3.0 -9.2 -10.4 -7.9 0.0 
Private 19.9 22.1 26.8 24.7 23.8 24.9 26 .5 32.1 27. 1 0.0 

Inflation Adj Gross Nat'l Saving 21.8 21.2 20.6 24.2 22.2 21.9 17.3 21.6 19.2 0.0 
Public 4.0 1.5 -1.2 2.6 4.9 0.5 -0.3 5.0 -2.6 0.0 
Private 17.9 19.7 21.8 21.6 17.3 21.4 17.6 16.6 21.8 0.0 

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



Table B: Trade Indicators 
(US dollar millions) 

-------------------------------- --- ------------------------------------------------------ ----------- ------------~---------
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 

--------------------------------------------------------------------------------------------------------------------------
Total Exports GNFS 20844 26028 26149 27164 30133 27609 21875 27614 29146 32955 
Merchandise Exports 15512 20102 21230 22312 24196 21664 16031 20656 20658 22814 

Oil 10441 14573 16477 16017 16601 14767 6307 8630 6709 8152 
Non-Oil 5071 5529 4752 6295 7595 6897 9724 12026 13948 14662 
of which: Manufactures 3030 3360 3018 4583 5595 4978 7116 9907 11616 12738 

Exports of NFS 5332 5926 4919 4852 · 5937 5945 5844 6958 8489 10141 

Total llll)Orts GNFS 25189 32081 20207 12781 16242 18475 16312 17234 24953 31017 , 
Merchandise llll)Orts 18897 23948 14437 8551 11254 13212 11432 12223 18903 23413 

ConsUJl)tion ,2448 2808 1517 614 848 1082 846 768 1922 3508 
Intermediate ConsUJl)tion 11275 13566 8418 5740 7833 8966 7632 8825 12951 15227 
Capital 5174 7574 4502 2197 2573 3165 2954 2631 4031 4669 

llll)Orts of NFS 6292 8133 5770 4230 4987 5263 4880 5011 6050 7604 

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



Table C: Balance of Payments Sl.lllllary 
(In mi llions of US$) 

--------- --- -------- ------ ----- ----------------- ------ --------- --- ------------------- -- ------ ----- --- ---------------- -- ---
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 

---------- ---- ---- ----- ---- -- --- -------- -- --- --- ------- -- -------- --- -- --- ---- -- ---- ----- -- -- ------ ---- ----- ---- ----- --- ---
Exports of GNFS 20844 26028 26149 27164 30133 27609 21875 27614 29054 32906 

Merchandise (FOB) 15512 20102 21230 22312 24196 21664 16031 20656 20565 22765 
of which : Manufacture 3030 3360 3018 4583 5595 4978 7116 9907 11616 12530 

Non - factor serv ices 5332 5926 4919 4852 5937 5945 5844 6958 8489 10141 
Imports of GNFS 25189 32081 20207 12781 16241 18475 16312 17234 24948 31014 

Merchandise (FOB) 18897 23948 14437 8551 11254 13212 11432 12223 18898 23410 
Non- factor services 6292 8133 5770 4230 4987 5263 4880 5011 6050 7604 

Resource balance -4345 · -6053 5942 14383 13892 9134 5563 10380 4106 1892 
Net factor income -6669 -10287 -12459 -9265 -10064 -8898 -7701 -7062 -7117 -8012 

Factor receipts 1244 1641 1529 1448 2335 2136 1815 2288 2953 2994 
of which: labor income 150 183 182 153 240 298 328 400 446 487 

Factor payments 7913 11928 13988 10714 12399 11034 9516 9350 10070 11006 
of wh. LT interest (DRS) 4595 6133 7784 8177 10377 9595 8003 7371 8813 6800 

Net current transfers 275 289 296 302 411 1002 465 649 568 671 
Transfer receipts 287 307 303 302 434 1030 480 667 583 685 

To Public Sector 143 175 198 180 181 690 204 375 248 385 
To Private Sector 144 132 105 122 253 340 276 292 335 300 
of which workers remit. 0 0 0 0 0 0 0 0 0 0 

Transfer payments 12 18 7 0 23 28 15 18 15 14 

Current Account Balance -10739 -16051 -6221 5419 4239 1237 - 1673 3967 -2443 -5449 
Long-term capital inflow 47330 13045 -49716 5216 2517 -349 55 3369 -668 5473 

Net direct investment 2186 2537 1655 461 390 491 1523 3248 2595 2876 
Ne t LT loans (DRS) 6839 12508 7978 2359 1619 -96 899 4217 -453 -456 

disbursements 11599 17016 12509 7196 7276 5026 5461 8550 5840 3800 
repayments 4760 4508 4531 4837 5657 5122 4562 4333 6293 4256 

Other LT inflows (net) 38169 -2000 -59128 3435 508 -744 -2367 -4095 -2809 3053 
Other i t ems (Net ) -35539 4037 52513 -8573 -4655 -3826 1512 -1515 -3913 -1090 

Net shor t - term capital 5136 10163 -7849 -8388 -3578 -1788 691 -5048 -677 2581 
Errors and omiss ions -40675 -6126 60362 -185 -1077 -2038 821 3533 -3236 1109 

Changes in Net reserves 1052 1031 -3424 2062 2101 -2938 - 106 5821 -7023 -1066 
,Use of IMF cred i t+Bridge Loans - 136 0 221 1039 1100 610 1091 1103 - 104 1709 
Changes in Gross Reserves 916 1031 -3203 3101 3201 -2328 985 6924 -7127 643 

Stock of Gross International Reserves 4133 5164 1961 5062 8263 5935 6920 13844 6717 7360 
Stock of Net International Reserves 3920 4951 1527 3589 5690 2752 2646 8467 1444 378 

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



Table D: External Debt 
(in Millions of US$) 

----------------------------------- ------------- --------- -----------------------------------------------------------------
1980 1981 1982 1983 1984 1985 1986 1987 198tJ 1989 

--------------------------------------------------------------------------------------------------------------------------
DEBT OUTSTANDING & DISBURSED (DOD) 
---------------------------- ------

Total External Debt 57450 78298 86111 93057 94908 96875 100872 109447 100752 95641 
A. Public & Publicly Guar. LT 33987 43115 51642 66857 69812 72701 75809 84336 80561 76257 

1. Official Creditors 4481 5386 6959 6713 6997 8840 12074 15724 16111 16786 
a. Multilateral 3189 3660 4761 4203 4393 6016 8177 10380 10333 10665 
aa of which IBRD 2063 2417 2692 2870 . 2852 4034 5566 7346 7427 7821 

b. Bi lateral 1291 1726 2198 2509 2603 2823 3898 5344 5778 6033 
2. Private Creditors 29507 37729 44683 60144 62815 63861 63735 68612 64450 59471 

2a. Conmercial Banks 25608 32447 38542 50234 53971 55664 55339 60360 54613 49900 
B. Private Non-Guaranteed LT 7300 10200 8100 14800 16296 15745 15103 14148 5931 3999 
C. Use of IMF Credit Outstanding 0 0 221 1260 2360 2969 4060 5163 4804 5091 
D. Short-Term Debt 16163 24983 26147 10139 6440 5450 5900 5800 9456 10295 

DISBURSEMENTS 
------··-----

Total Disbursements 11599 17016 12731 8269 8510 5347 5830 7950 5167 5175 
A. Public & Publicly Guar. LT 9149 13326 11919 7196 5132 3932 3260 6927 4494 2880 

1. Official Creditors 1081 1280 2046 1207 1555 1599 2618 3116 2240 2173 
a. Multilateral 642 670 1329 661 1009 1144 1444 1083 1631 1622 
aa of which IBRD 422 460 408 360 683 840 1016 983 1347 1301 

b. Bilateral 439 610 716 547 545 459 898 703 609 550 
2. Private Creditors 8050 12033 9865 5979 3583 2329 923 5106 2460 707 

2a. Conmercial Banks 7625 10613 8085 5283 3147 1882 385 4727 1447 55 
B. Private Non-Guaranteed LT 2450 3690 590 0 2144 1115 1700 247 203 1086 
c. IMF Purchases 0 0 222 1072 1234 300 870 776 470 1209 

REPAYM.ENTS 
---·--·---

Total Repayments 4894 4578 4531 4828 5657 5072 4569 3756 3195 5060 
A. Public & Publicly Guar. LJ 4010 3718 3241 4828 3897 3056 2432 2310 .3277 2440 

1. Official Creditors 286 347 425 1483 718 796 832 896 1271 1234 
a. Multilateral 141 166 201 1181 328 415 521 700 881 890 

aa of which IBRD 89 107 133 183 253 335 424 567 673 677 
b. Bilateral 145 181 224 303 391 381 311 196 390 344 

2. Private Creditors 3724 3371 2816 3354 3179 2310 1601 1414 2006 1206 
2a. Conmercial Banks 3445 3135 2064 2631 1937 889 689 558 562 397 

B. Private Non-Guranteed LT 750 790 1290 0 1760 2016 1990 1084 2918 1800 
C. IMF Repurchases 134 70 0 0 0 0 147 362 $63 820 

INTEREST 
-------· 

Total Interest Paid 6079 9782 11168 10005 11315 10220 8375 8324 8710 9292 
A. Public &·Publicly Guar. LT 3891 4833 6184 6605 7392 7516 6175 6322 6630 7104 

1. Official Creditors 314 362 429 586 534 582 821 1056 1133 1128 
a. Multilateral 236 256 282 405 338 387 579 750 828 809 

88 of which IBRD 166 177 195 217 233 262 395 505 574 567 
b. Bilateral 78 105 147 181 196 196 187 182 298 320 

2. Private Creditors 3576 4471 5754 6019 6858 6934 5412 5389 5499 5976 
2a. Conmercial Banks 3260 4047 5192 4933 5713 6034 4655 4704 4662 5005 

B. Private Non-Guaranteed LT 700 1300 1600 1546 2870 1866 1500 1369 911 793 
C. IMF Service Charges 4 0 0 26 115 202 266 283 339 398 
D Interest Paid on ST Debt 1484 3649 3384 1828 938 636 434 350 830 997 
----------------------------------------------------- ----- --------------------------- --- ------------------------------ -- --



Table El: Consolidated Public Sector Operations at Current Prices 
(billiqns of pesos) 

---- --- ------- ---------------------- --- --- ---------- ------ ------------------------ ------ ----- -------------------------------
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 

----------------------------------------------------------------------------------------------------------------------------
PUBLIC FINANCE 
--------------

Total Revenue 1203 1635 2835 5882 9485 14787 24083 59103 118514 150832 
Tax 485 647 967 1827 3010 4750 7049 16589 37854 52029 

Total Expenditure 1471 2405 4268 7245 11438 18303 35548 86891 154897 177591 
\lages 317 446 784 1237 1870 3074 5126 12379 23661 30112 
Interest Payments 157 305 1177 2322 3715 5907 13512 38702 67742 66688 

Domestic 107 179 481 1383 2347 3958 9598 29702 51982 47322 ' 
of which: Monetary Correction 89 150 493 547 1928 1660 6993 29826 25746 12162 

Foreign 51 126 324 829 1163 1738 3499 8494 14163 16988 
Exchange losses 372 110 206 211 415 506 1597 2377 

Other Current 597 873 1725 2413 4089 6698 11934 25875 45985 61579 
of which: Transfers 259 299 455 872 1159 2054 3561 8240 16212 21054 

Investment 400 781 954 1383 1969 2836 4774 10830 17509 19212 
of which: PEMEX 126 231 285 348 469 598 953 2292 4097 4503 

Economic Balance -268 -769 -1433 -1363 -1953 -3516 -10849 -27789 -36383 -26759 
Financial Intermediation -43 -69 -129 -95 -399 -726 -881 -1939 -6255 -3817 

Difference with Sources of Financin 0 0 0 0 -103 0 -308 -1272 -6097 1491 
Overall Balance: Budget Deficit -311 -839 -1562 -1458 -2455 -4242 -12037 -31000 -48736 . 31436 
Primary Balance -111 -465 -257 959 1660 2391 2356 9625 25263 38438 
·overall Balance -311 -839 -1562 -1458 -2455 -4242 -12037 -31000 -48736 -31436 

External Borrowing 125 502 352 510 377 122 964 2777 -4581 
Domestic Financing 187 337 1210 948 

Domestic Debt 
2078 4121 11073 28223 ~3315 -31436 

IBRD Method. End of Period.(EOP) 1137 1798 2622 6201 7402 10764 26008 67270 84171 119199 
IBRD Method lnterest-Bearing(EOP) 419 756 638 3065 2568 5085 17618 52984 65414 97305 

Puhl ic Savings 136 -8 -528 -118 -121 -942 -6692 -16959 -18875 -7547 
Inflation Adjusted Public Savings 225 142 -105 429 1807 718 301 12867 1921 4616 

Inflation Tax 134 201 613 2021 2053 2791 4897 11061 34439 61345 
----------------------------------------------------------------------------------------------------------------------------



Table E2: Consolidated Public Sector Operations in US Dollar 
(millions of US dollars) 

-------------------- -------- ------------ ----- -- --- ------ --- -- -------------------- ------------------------ --------------- ----
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 

------------ ------------------- ---- -----------------------------------------------------------------------------------------
PUBLIC FI NANCE 
-----------·--

Total Revenue 52421 66715 49356 48949 56536 56883 39392 43244 52667 61497 
Tax 21136 26401 16842 15206 17941 18273 11530 12138 16822 21213 

Total Expenditure 64098 98107 74312 60287 68175 70409 58147 63576 68835 72407 
Uages 13812 18188 13654 10290 11146 11824 8385 9057 10515 12277 
Interest Payments 6858 12440 20487 19321 22145 22722 22102 28318 30104 27190 

Domestic 4653 7303 8374 11510 13988 15223 15700 21732 23100 19294 
of which: Monetary Correction 3883 6106 8583 4552 11492 6386 11439 21823 11441 4959 ~ 

Foreign 2205 5137 5637 6895 6929 6687 5723 6215 6294 6926 
Exchange losses 0 0 6476 915 1228 812 679 370 710 969 

Other Current 25999 35614 30038 20083 24375 25765 19521 18932 20435 25107 
of which: Transfers 11285 12199 7921 7256 6908 7901 5825 6029 7204 8584 

Investment 17428 31865 16609 11509 11736 10910 7809 7924 7781 7833 
of which: PEHEX 5510 9415 4958 2899 2796 2301 1559 1677 1821 1836 

Economic Balance -11676 -31392 -24956 -11338 -11640 -13525 -17745 -20332 -16168 -10910 
Financial Intermediation -1887 -2819 -2237 -791 -2378 -2794 -1441 -1419 -2780 -1556 

Difference with Sources of Financin 0 0 0 0 -614 0 -504 -931 -2709 608 
Overall Balance= Budget Deficit -13563 -34212 -27193 -12129 -14632 -16319 -19690 -22682 -21658 12817 
Primary Balance -4818 -18953 -4469 7982 9892 9197 3853 7042 11227 15672 
overall Balance -13563 -34212 -27193 -12129 -14632 -16319 -19690 -22682 -21658 -12817 

External Borrowing 5429 20465 6125 4244 2247 469 1577 2032 -2036 0 
Domestic Financing 8134 13746 21069 7885 12385 15851 18113 20650 23693 -12817 

Domestic Debt 0 0 0 0 0 0 0 0 0 0 
IBRD Method. End of Period.(EOP) 49549 73337 45644 51599 44120 41406 42542 49220 37405 48599 
IBRD Method lnterest · Bearing(EOP) 18261 30828 11114 25503 15307 19560 28818 38767 29069 39673 

Public Savings 5933 -319 -9187 -981 -723 -3623 -10946 -12409 -8388 -3077 
Inflation Adjusted Public Savings 9816 5787 -1823 3572 10770 2764 492 9415 854 1882 

Inflation Tax 5836 8203 10678 16815 · 12236 10738 8010 8093 15304 25012 
--------------------- -------- --- --------------- ------------------------------------------------------ -----------------------



Table E3: Consolidated Public Sector Operations Shares to GDP 

---------------------------------------------------- ----------------------------------------- ------------------------- ------
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 

--------------------------------- -- -- ------ ------ --- ---------------- -- --- -- ------ -------------------------------------------
PUBLIC FI NANCE 
-----------·-· 

Total Revenue 26 .9 26.7 28.9 32.9 32.2 31.2 30.4 30.6 29.9 30 . 5 
Tax 10 .9 10.6 9.9 10.2 10.2 10.0 8.9 8.6 9.6 10.5 

. Total Expenditure 32.9 39.2 43.6 40.5 38 .8 38.6 44.9 44.9 39.1 35.9 
Wages 7 . 1 7.3 8.0 6.9 6.3 6.5 6.5 6.4 6.0 6.1 
Interest Payments 3.5 5.0 12.0 13.0 12.6 12.5 17. 1 20 .0 17 .1 13.5 

Domestic 2.4 2.9 4.9 7. 7 8.0 8.4 12 . 1 15.4 13.1 9.6 
of which: Monetary Correction 2.0 2.4 5.0 3.1 6.5 3.5 8.8 15 .4 6.5 2.5 

Foreign 1.1 2.1 3.3 4.6 3.9 3.7 4.4 4.4 3.6 3.4 
Exchange Losses 0.0 0.0 3.8 0.6 0:1 0.4 0.5 0.3 0.4 0.5 

Other Current 13.3 14.2 17.6 13.5 13 .9 14.1 15 . 1 13.4 11.6 12.5 
. of which: Transfers 5.8 4.9 4.6 4.9 3 .9 4.3 4.5 4.3 4.1 4.3 

Investment 8.9 12.7 9.7 7.7 6.7 6.0 6.0 5.6 4.4 3.9 
of which: PEMEX 2.8 3.8 2.9 1.9 1.6 1.3 1.2 1.2 1.0 0.9 

Economic Balance -6.0 - 12.6 -14.6 -7.6 -6.6 -7.4 -13.7 -14.4 -9.2 -5.4 
Financial Intermediation -1. 0 -1. 1 -1.3 -0.5 -1.4 - 1.5 -1. 1 -1.0 -1.6 -0.8 

Difference with Sources of Financin 0.0 0.0 0.0 0.0 -0.3 0.0 -0.4 -0.7 -1.5 0.3 
Overall Balance= Budget Deficit -7.0 -13. 7 -15.9 -8.2 -8.3 -9.0 -15.2 -16.0 -12.3 6.4 
Primary Balance -2 .5 -7.6 -2.6 5.4 5.6 5.0 3.0 5.0 6.4 7.8 
Overall Balance --1.0 -13. 7 -15.9 -8.2 -8.3 -9.0 -15.2 -16.0 -12.3 -6.4 

External Borrowing 2.8 8.2 3.6 2.9 -1.3 0.3 1.2 1.4 - 1.2 0.0 
Domestic Financing 4.2 5.5 12.4 5.3 7. 1 8. 7 14.0 14.6 13.5 -6.4 

Domestic Debt 0.0 o.o 0.0 0.0 o.o 0.0 0.0 0.0 o.o 0.0 
IBRD Method. End of Period.(EOP) 25.4 29.3 26.8 34.7 25.1 22.7 32.9 34.8 21.3 24.1 
IBRD Method lnterest-Bearing(EOP) 9.4 12.3 6.5 17.1 8.7 10.7 22.3 27.4 16.5 19.7 

Public Savings 3.0 -0. 1 -5.4 -0.7 -0.4 -2.0 -8.5 -8.8 -4.8 -1.5 
Inflation Adjusted Public Savings 5.0 2.3 -1. 1 2.4 6.1 1.5 0.4 6.7 0.5 0.9 

Inflation Tax 3.0 3.3 6.3 11.3 7.0 5.9 6.2 5.7 8.7 12.4 
------------------------------------------- ---- ---------------------------------------------------------------------------- -



General Consuner Prices 

General Producer Prices 

1980 1981 1982 

Table F: Al'VlUal Average Price Ind icies 
(1986=100) 

1983 1984 1985 1986 1987 1988 1989 

4447.9 5693 .3 9044.9 18259.5 30212.1 47658 .3 88756.3 205761.4 440659.4 528825.9 

1796.7 2249.5 3552.1 7080.8 11585 . 1 17985 .0 32281.3 12158.3 157816.7 177959.5 

Maunfacturing Industry Wages/Salaries 2936.5 3889.9 6230.5 9725.8 14953.5 24032.1 42226.1 98888.0 209797.1 243755 . 1 



Table G1: Balance of Payment SUllT\ary 
(Millions of US dollars) 

------------------------------------------------------------------------ ------------------------------------
1990 1991 1992 1993 1994 1995 1996 1997 1998 

------------------------------------------------------------------------------------------------------------
Exports of Goods & NFS 36182 42871 41434 44747 48344 52251 56496 61109 66124 
Merchandise 25039 30877 28337 30444 32725 35196 37871 40771 43914 

Oil 9105 13726 9608 9993 10392 10808 11240 11690 12158 
Non-Oil 15934 17150 18728 20451 22333 24387 26631 29081 31757 

Non- Factor Services 11838 11994 13098 14303 15619 17056 18625 20338 22209 
In-Bond Industries 3639 3687 4026 4397 4801 5243 5725 6252 6827 

lrrports of Goods & NFS 37207 37337 40105 43581 47335 51136 55632 60555 65917 
Merchandise 28045 28143 30230 32850 35679 38544 41933 45644 49686 
Non-Factor Services 9162 9194 9875 10731 11656 12592 -13699 - 14911 16232 
Resource Balance -1024 5534 1329 1166 1009 1115 864 554 206 
Net Factor Income -6377 -6219 -6242 -6467 -6733 -7286 -7520 -m6 -7958 
Factor Receipts 3160 3447 3468 3593 3710 3874 4088 4309 4537 

Other Interest 987 1046 1065 1076- 1072 1108 1188 1268 1348 
Interests Retained Abroad 1637 1835 1796 1868 1942 2020 2101 2185 2272 
Workers Remittances 537 567 607 650 697 746 799 856 917 

Factor Payments 9537 9666 9710 10060 10444 11160 11607 12044 12495 
Interest Payments 7916 8005 7853 8022 8167 8583 8777 8959 9133 
Remitted Dividends 639 628 718 800 911 1052 1169 1287 1415 
Reinvested Dividends 595 628 718 800 911 1052 1169 1287 1415 

Net Transfers 1911 1563 1420 1477 1536 1598 1662 1728 1797 

Current Account Balance -5490 878 -3492 -3824 -4188 -4573 -4994 -5453 -5955 
Long-Term Capital Inflow 2430 2050 . 6115 6898 7296 8710 9188 -9494 9712 
Direct Investment 3575 4323 3882 3997 4408 4870 5339 5840 6387 

a. New Foreign Investment 2980 3695 3164 3196 3497 3818 4170 4553 4972 
b. Re investments 595 628 718 800 911 1052 1169 1287 1415 

Net LT loans -1145 -2273 2233 2901 2888 3840 3849 3654 3325 
a. Disbursements 9856 1905 5080 5003 5252 6562 7006 7028 6623 

of which: financing gap -0 -4045 230 582 657 1894 2928 3231 3073 
b. Repayments 3837 4178 2847 2102 2364 2722 3156 3374 3298 

Other Items (Net) -7164 0 0 0 0 0 -0 -..Q 0 

Other Items (Net) 3720 -563 -1908 -1868 -1942 -2020 -2101 -2185 -2272 
Net Short Term Capital 0 0 0 0 0 0 0 0 0 
Errors and Omissions 187 1271 -1 13 0 0 0 0 0 0 
Other Capital 3533 -1835 -1796 -1868 -1942 -2020 -2101 -2185 -2272 

Foreign Exchange Reserves 

--- --------- -------- -----
Change in Gross Reserves 300 1265 259 0 -100 1000 1000 1000 1000 
Use of IMF Credit+ Bridge -360 -1099 -456 -1206 -1266 -1117 -1094 -856 -485 
Changes in Net Reserves 660 2364 715 1206 1166 2117 2094 1856 1485 
Net International Reserves 1420 3784 4499 5706 6871 8988 11082 12938 14423 
Gross International Reserves 7660 8925 9184 9184 9084 10084 11084 12084 13084 

Shares of GOP 

--- ---- --------------------
Resource Balance -0.5 2. 2 0.5 0.4 0.3 0.3 0.2 0. 1 0. 0 
Total Interest Payments 3.5 3 . 2 2.9 2.7 2. 5 2.4 2.3 2. 1 2. 0 
Current Account Balance -2.4 0.4 -1.3 -1.3 -1.3 -1.3 -1 .3 -1.3 -1.3 
LT Capital Inflow -0.5 -0.9 0.8 1.0 0. 9 1.1 1.0 0.9 0. 7 
Net Credit from the IMF -0. 2 -0.4 -0.2 -0 .4 -0.4 -0.3 -0.3 ·0.2 -o. 1 

Memorandun I tern 
GDP (Mill ions of USS) 227224 250747 268600 294149 322129 351764 384127 419466 458057 

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



Table G2: Key Macroeconomic Indicators 

------------------------------------------------------------------------------------------------------------
1990 1991 1992 1993 1994 1995 1996 1997 1998 

------------------------------------------------------------------------------------------------------------
GDP 3.5 5.6 3.0 5.3 5.3 5.0 5.0 5.0 5.0 
GDP/Capita Growth Rate 1.5 3.5 1.0 3.2 3.2 2.9 2.9 2.9 2.9 
Cons~tion/Capita Growth Rate 8.0 -0.9 -0.2 3.3 3.3 2.9 3.0 3.0 3.0 

Total D00 cuss, Bill) 97683 97582 99746 101441 103064 105786 108542 111340 113179 
000/XG&NFS 270.0 227.6 240.7 226 . 7 213.2 202.5 192. 1 182.2 171.2 
D00/GOP 43.0 38.9 37. 1 34.5 32.0 30. 1 28.3 26.5 24.7 
Debt Service CUSS, Bill) 11753 12183 10700 10124 10531 11305 11933 12334 12431 
Debt Service/XG&NFS 32.5 28.4 25.8 22.6 21.8 21.6 21. 1 20.2 18.8 
Debt Service/GOP 5.2 4.9 4.0 3.4 3.3 3.2 3.1 2.9 2.7 
Interest/XG&NFS 21.9 18.7 19.0 17. 9 16.9 16.4 15.5 14.7 13.8 
Interest/GDP 3.5 3.2 2.9 2.7 2.5 2.4 2.3 2.1 2.0 

Gross Investment/GOP 18.3 20 .6 21.4 21.4 21.4 21.4 21.4 21.4 21.4 
Change of Stocks 0. 2 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 

Private o. 1 0.3 0. 2 0.3 0.3 0.3 0.3 0.3 0.2 
Public 0.1 0.3 0.2 0.3 0.3 0.3 0.3 _0.3 0.2 

Fixed Capital Formation 18. 1 20.1 20 . 9 20.9 20.9 20.9 20.9 20.9 20.9 
Private/GOP 13.9 14. 1 14.9 14.3 14.3 14.3 14.3 14.3 14.3 
Public/GOP 4.2 6. 0 6.0 6.6 6.6 6.6 6.6 6.6 6.6 

National Savings/GDP 15.9 20.9 20. 1 20.1 20.1 20.1 20. 1 20. 1 20. 1 
Gross Private Savings 9.4 12.2 11.2 10.4 10.3 10.3 10.2 10. 1 10.0 
Gross Public Savings 6.5 8.7 8.9 9.6 9.7 9.8 9.9 10.0 10.1 

· Gros Domestic Savings 17.9 22.8 21.8 21.8 21.7 21. 7 21.6 21.5 21.4 

Exports of G&NFS Real Growth Rates -0.2 2.4 4.0 4.0 4. 1 4. 1 4. 1 . 4.2 4.2 
Non-Oil Export of G&NFS Growth Rates 3.5 3.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 
Exports/GDP 15.9 17 .1 15.4 15.2 15.0 14.9 14.7 14.6 14.4 
I~rts of G&NFS Real Growth Rates 14.7 -4.0 3.3 4.5 4.4 3.9 4.6 4.7 4.7 
Imports/GDP 16.4 14.9 14.9 14.8 14.7 14.5 14.5 14.4 14.4 
Current Account cuss, Bill) -5490 878 -349t -3824 -4188 -4573 -4994 -5453 -5955 
Current Account/GDP -2.4 0.4 -1.3 -1.3 - 1.3 -1.3 - 1.3 -1.3 -1 .3 
Resource Balance/GDP -0.5 2. 2 0.5 0.4 0.3 0.3 0.2 0. 1 0.0 
Terms of Trade (1985=1DO) 4.4 10.7 -10.6 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 

Primary Balance/GDP 1/ 7.0 7.0 7. 0 7.0 7.0 7.0 7.0 7. 0 7.0 
Operational - Balance/GOP 1/ 2.2 2.4 2.6 2.8 2.9 2.9 3.0 3.1 3.2 

Hemorand1.111 I tern 
.. ------.. --------
Oil price (USS per barrel) 19.9 30 . 0 21.0 21.8 22.7 23 . 6 24.6 25 .5 26 .6 

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



Table G3: National Accounts 
(US dollar millions) 

--------- ------- ----- ------- -------- -------- ----- -------------- ------- -- ------- -- -------- --- ---- ------------
1990 1991 1992 1993 1994 1995 1996 1997 1998 

--- -- ---- ----- -- ------------- -- -------- ---- ---------- -- -- --------- ----------- --- ------ ---- --- ---------- ---- -
GDP 227224 250747 268600 294149 322129 351764 384127 419466 458057 
GNP 222759 245045 262714 288084 315860 344969 377081 412191 450549 
GOP/GNP 1.02 1.02 1.02 1.02 1.02 1.02 1.02 1.02 1.02 
Exports of G&NFS 36182 42871 41434 44747 48344 52251 56496 61109 66124 
lfl1X)rts of G&NFS 37207 37337 40105 43581 47335 51136 55632 60555 65917 
Resource Gap -1024 5534 1329 1166 1009 1115 864 554 206 
Gross Investment 41689 51533 57357 62812 68787 75116 82026 89573 97813 

Change of Stocks 454 1254 1343 1471 1611 1759 1921 2097 2290 
Private 227 627 671 735 805 879 960 1049 1145 
Publ ic 227 627 671 735 805' 879 960 1049 1145 

Fixed Capital Formation 41234 50279 56014 61342 67177 73357 80106 87475 95523 
Private 31691 35235 39898 41928 45916 50140 54753 59790 65291 
Public 9,543 15045 16116 19414 21260 23216 , 25352 27685 30232 

Consl.lrf)t ion 186560 193680 209914 230171 252332 275534 301236 329339 360038 

Domestic Savings 406~ 57067 58686 63978 · 69796 76231 82890 90127 98019 
Net factor Income -63 -6219 -6242 -6467 -6733 -7286 -7520 -7736 -7958 
Net transfers 191 1 1563 1420 1477 1536 1598 1662 1728 1797 

Gross National Savings 36199 52411 53865 58988 64599 70543 77033 84120 91859 

Shares to GDP 

GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100 .0 
GNP 98.0 97.7 97 .8 97 .9 98.1 98.1 98.2 98.3 98.4 
Exports of G&NFS 15 .9 17. 1 15.4 15 . 2 15 .0 14 .9 14.7 14.6 14.4 
lfl1X)rts of G&NFS 16.4 14.9 14.9 14.8 14.7 14 . 5 14 .5 14 .4 14 .4 
Resource Gap -0 .5 2.2 0.5 0.4 0.3 0.3 0.2 0. 1 0.0 
Gross Investment 18.3 20 .6 21.4 21.4 21.4 21.4 21.4 21.4 21.4 

Change of Stocks 0.2 0.5 0.5 0.5 0.5 0.5 0.5 0. 5 0.5 
Pr ivate 0. 1 0.3 0.2 0.3 0.3 0.3 0.3 0.3 0. 2 
Public 0.1 0.3 0.2 0.3 0.3 0.3 0.3 0.3 0.2 

Fixed Capital formation 18.1 20.1 20.9 20.9 20 .9 20 .9 20 .9 20.9 20.9 
Pr ivate 13 .9 14. 1 14.9 14 .3 14 .3 14 .3 14 .3 14 .3 14 .3 
Publ le 4. 2 6 .0 6.0 6.6 6.6 6.6 6.6 6.6 6.6 

Consl.lrf)tion 82.1 77.2 78.2 78.2 78.3 78.3 78.4 78.5 78.6 

Domestic Savings 17.9 22 .8 21.8 21.8 21.7 21. 7 21.6 21.5 21.4 
Ne t factor Income -2.8 -2. 5 -2.3 -2. 2 -2. 1 -2. 1 -2.0 - 1.8 -1. 7 
Net transfers 0.8 0.6 0.5 0.5 0.5 0.5 0.4 0.4 0.4 

Gross National Savings 15.9 20.9 20.1 20 . 1 20.1 20 . 1 20.1 20 . 1 20 . 1 

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



Table G4: External Debt 
(US dollar millions) 

----------- -- --------------------- -------------------- ----- --- ---- ----------- -------- ------ ------- ------- -----------
1990 1991 1992 1993 1994 1995 1996 1997 1998 

---------------- ---------------- --------- ---------- ------------ ------------------------------------------- ----------
DEBT OUTSTANDING & DISBURSED 

Total External Debt 97,683 ·97,582 99,746 101,441 103,064 105,786 108,542 111,340 113,179 
Official 25463 28833 31171 33541 36110 38234 39351 40085 39373 
Multilateral 13,757 14,389 15 , 126 16, 143 17,365 18,337 19,082 19,786 19,353 

llorld Bank 10,486 10,731 11,053 11,568 12,235 12,685 12,936 13,181 12,328 
IDB 3,271 3,658 . 4,073 4,575 5,130 5,652 6,146 6,605 7,025 

Bilateral 11,706 14 , 444 16,045 17,398 18,746 19,897 20 , 269 20 , 299 20,020 
COlllllercial Banks 12,517 12 ,962 13,406 13,406 13,406 13,406 13 , 406 13,286 13,110 
Exit Bonds 12, 138 12, 138 12, 138 12, 138 12, 138 12, 138 12, 138 12, 138 12 , 138 
Par Bonds 22,853 22,853 22,853 22,853 22,853 22,853 22 , 853 22,853 22,853 
Private Non-Guaranteed 3,999 3,999 3,999 3,999 3,999 3,999 3,999 3,999 3,999 
IMF 6,448 6,620 6,051 4,845 3,579 2,462 I 1,368 512 27 
Short Term 1,417 1,417 1,417 1,417 1,417 1,417 1,417 1,417 1,417 

DISBURSEMENTS 
Total Disbursements 12,011 3,188 5,412 5,003 5,252 6,562 7,006 7,028 6,623 
Official 7,845 5,471 4,382 4,409 4,595 4,668 4,077 3,797 3,549 
Multilateral 4,007 1,803 1,916 2,200 2,444 2,483 2,454 2,440 • 2,406 

llorld Bank 3,482 1, 171 1,254 1,428 1,617 1,671 1,650 1,639 1,606 
IBD 525 632 662 772 827 812 804 801 800 

Bilateral 3,838 3,668 2,466 2,209 2,151 2, 185 1,623 1,357 , 1, 143 
COlllllerci al Banks 963 445 445 0 0 0 0 0 0 
Private Non-Guaranteed 0 0 0 ·O 0 0 0 0 0 
IMF 2,155 1,283 332 0 0 0 0 0 0 
Short Term 0 I 0 0 0 0 0 0 0 0 

AMOR Tl ZA Tl ON 
Total Amortization 5,012 5,289 3,748 3,308 3,629 3,839 4,250 4,230 3,783 
Official 2,203 1,005 1,165 916 1,138 1,210 1, 444 1,513 1,589 
Multilateral 1,017 1, 171 1, 179 1, 183 1,223 1,511 1,708 1,736 1,839 

llorld Bank 780 926 932 913 950 1,221 1,399 1,394 1,459 
IBD 237 245 247 270 273 290 309 342 380 

Bilateral 1, 186 930 865 856 803 1,033 1, 252 1,326 1,423 
COlllllercial Banks 1,000 2,000 500 0 0 0 0 120 176 
Private Non-Guaranteed 0 0 0 0 0 0 0 0 0 
IMF 1, 175 1, 111 901 1,206 1,266 1, 117 1, 094 856 485 
Short Term 0 0 0 0 0 0 0 0 0 

INTEREST PAYMENTS 
Total Interest Payments 7,916 8,005 7,853 8,022 8,167 8,583 8,777 8,959 9,133 
Official 1,821 1,389 1,511 1,604 1,687 1,919 1, 952 1,943 1,913 
Multilateral 969 1, 107 1,169 1,247 1,338 1,426 1, 487 1,541 1,588 

llorld Bank 713 851 882 927 978 1,026 1,050 1,069 1,083 
IBD 257 257 286 320 360 399 437 472 505 

Bilateral 852 969 1,130 1,239 1,339 1,594 1,643 1,651 1,637 
COlllllercial Banks 1, 133 1,186 1,162 1,181 1,181 1, 181 1, 181 1, 176 1,163 
Exit Bonds 1,142 1, 130 1,070 1,070 1,070 1,070 1,070 1,070 1,070 
Par Bonds 1,428 1,428 1,428 1,428 1,428 1,428 1,428 1,428 1,428 
Private Non-Guaranteed 376 372 352 352 352 352 352 352 352 
IMF 421 470 424 365 282 266 169 83 25 
Short Term 267 132 125 125 125 125 125 125 125 

----- ------- ------------ --- ---- ----- --- -------- ------ --- ------- ------------------ --- ------ ----- ------- --- -----------
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2 Fiscal Consistency 



Chanter 2 

INFLATION, E..XTERNAL DEET AND FINANCIAL SECTOR REFORM : TO~A.RDS CONSISTENT 
FISCAL POLICY DESIGN . ··· 

2.1 Introduction 

In this chapter we present an integrated f~amework to assess the 
consistency between fiscal deficits and other macroeconomic targets, in 
particular output growth and the rate of inflation. The model centers 

_around the government budget constraint and can be used either to derive 
· the "financeable" deficit given inflation targets, or to derive an 
equilibrium inflation rate for which no fiscal adjustment would be 
necessary. The financeable deficit is defined as the deficit that does not 
require more financing than is compatible with sustainable external and 
internal borrowing, and existing targets for inflation and output growth. 

Consistency between fiscal deficits and other macroeconomic targets 
can thus be judged star~ing from the government budget constraint . This 
constraint says that the·sum of the non-interest deficit and the interest 
bill on foreign and domes_tic debt is equal · to the sum of financing from 
all sources. Fiscal deficits can .be financed in three ways: issue of 
external debt, issue of interest-bearing internal debt, and, finally, 
monetary financing. Macroeconomic targets, such as a target inflation 
rate, imply restrictions on these sources of financing. These restrictions 
determine a fi~nceable deficit of a c~rtain magnitude; · consistency 
requires that the actual deficit be brought in line with this financeaoie 
deficit. If the actual deficit exceeds the financeable deficit, one or 

· more . of the macroeconomic targets will need to· give, or, alternatively, 
· fiscal policy needs adjustment. 

The model can. assess the impact of financial sector reforms affe~ting 
base money demand, of changes in interest rates paid on foreign and 
domestic public sector debt, of output growth targets and of exchange rate 
policy on the relation between fiscal adjustment and sustainable inflation 
_rates. Finally, the model can also be used to see what happens if the 
required fiscal adjustment is postponed. The model is applied to an 

•analysis of inflation, e~ternal debt and financial sector reform in Mexico 
in Chapter II in the mai·n text. 

The framework is based on the public· finance approach to inflation. 
Phelps (1973) and Dornbusch (1977) provide an early analysis along such 
lines ;· the work presented here builds on Buiter (1985) and on van 
~ij nbergen, Anand and Rocha (1988 ) ) . In this approach , inflation is 
interpreted as the residual tax . Residual because it restores balance 
between the expenditure plans of the public sector, its debt management 
and revenues from traditional sources of taxation . Inflation acts as a tax 
because it forces the private sector to reduce expenditure just to 
maintain the real value of money balances it desires to hold .' It drives a 
wedge bei:-ween income and expenditure not offset by any real accumulation · 
of assets, just like any other tax does . Also, since its counterpart is 
Central Bank advances to the public sector, it allows the public sector to 
cover a matching excess of expenditure over more traditional sources of 
revenue . 

This approach does not deny the fact that, in the short run, demand 
pressure or cost-push factors such as nominal exchange rate changes may be 
more important determinants of inflat i on . Howev er, such facto r s contribute 



little to the understanding of sustained inflation. Excess demand 
pressure, as Friedman points out in his celebrated presidential address 
(Friedman (1968)), should lead to accelerating rather than sustained 
inflat\On. Cost-push factors such as wage or exchange rate changes can 
explain price level shifts but not really sustained inflation. Of course 
continued nominal devalua.tion could explain a matching excess of domestic 
ov'er foreign inflation., but such an explanation begs the question of wha ~ 
is behind the apparent need to resort to such a continued policy of . 
nominal devalua.tion? A similar objection can be raised against strict 
monetarist explanations of inflation . The claim that sustained inflation 
is not possible without a matching growth in nominal balances is almost 
tautologically true sine~ otherwise the real money stock would go off 
towards zero or infinity. It however beg_s the question of what drives sue 
a process of sustained monetization. 

To explain sustained inflation rates, an analysis of the fiscal 
implications of sustai~ed inflation is necessary, and this is what the 
fiscal app~oach to inflation does. This approach has received renewed 
attention after an influential paper by Sargent and ~allace (1982), who 
used this view on inflation to- explain paradoxical negative links .bet:",.;eer. 
inflation and money growth sometimes observed in practice. The concept of 
sustainability plays an important role in their analysis . Sustainabil ity 
of inflation targets requires consistency between those inflation targets 
and their· implied consequences for revenues from the •inflation tax on t he 
one hand, and on the other hand the public sector's surplus of expenditur-
over other sources of revenues. · 

The fiscal view of inflation posits that: short term links between 
inflation .md deficits are likely to be tenuous; but that any deficit, 
coupled with sustainable constant debt-output ratios, implies a particula: 
inflation rate . The argument~ through what is known as the inflation 
tax. The concept of inflation tax is based on the very relation that 

· makes mone.tarist explanations of inflation work so well ex-post: the rea.: 
money stock is usually a stable function of interest rates and income 

.. within a given financial structure. If for given interest_ rates, level o: 
income and structure of the . financial system, consumers wish to maintain 
money balance~ fixed in real terms, th~y will have to accumulate nominal 
balances at the rate of inflation and in proportion to their desired leve ~ 
of real :balances, m: · · 

A 

IT Pm(i,y) 

A 

where P equals inflation, i the nominal rate of interest, y real income 
and lT the revenue from inflation tax. But money is an interest-free 
liability of the public sector . Thus the public sector ·can cover real 
expendicure through the issue of nominal liabilities: after all the 
private sector will run a matching surplus of income over expenditure to 
accumulate these money balances (pay the inflation tax). 

A 

By analogy with more conventional taxes, P can be considered as the 
tax rate and m, the level of real money demand, as the tax base. The 
fiscal authorities only make a nee gain to the extenc that the 
inflacionary erosion of the money stock is not offset by inflacionary 
gains by domescic borrowers; hence che proper tax base is noc the broad 
money stock, say M2, buc che more narrow concept of inside or base money, 



none of which is offset by priv ate sector debc owed to t he banking sy stem. 
In addition, the Government can issue money to the extent that real 

money balances rise with the level of real income ; if this ,increase is 
one-for-one, we can define seignorage revenue as: 

SR - nm(i,y) 
I 

where n is the growth race of real income . 
Clearly, exchange rate policy plays an important role in all this. 

The Sargent-Wallace (1982) analysis has been extended to the open economy 
so as to allow discussion of exchange rate policy in Drazen and Helpman 
(1986; and v~n Wijnbergen (1988)}. It is arguable that_ the exchange rat~ 
policy followed in many moderate and high inflation countries has 
increased the relevance of the public finance approach to inflation. 
Moderate and high inflation has forced many countries to offset inflation 
differentials with trading partners by nominal devaluat i on to ayoid 

. disruption of real trade flows . However , such a pol i cy eliminates the role 
. of the exchange rate as a "nominal anchor", since any blip in the price · 
level will be offset automatically by a matching exchange rate adjustment. 
Thus, under such an exchange rate policy, there is no restraining 
influence of the nominal exchange rate on domestic price level 
developments. If in addition monetary policy is accommodating through the 
Central Bank's inability to resist monetization of fiscal deficits, no · 
moneta:ry anchors are left to tie down the price level. In such 
ci'rcumstances the public finance approach to inflation becomes relevant 
for· the explanation of short run inflation too, not just. for medium · 
trends. 

But even if a fi~ed e~change rate regime is adhered to, the approach 
suggested here is relevant. A fixed exchange rate regime (or, more 
generally, a predetermined exchange r~te regime) implies a medium term 
inflation r _ace: foreign inflation plus the rate of nominal devaluation 
embedded in the exchange rate regime (zero· if it L°s a truly fixed regime). 
Consistency between the inflation rate implied by the exchange rate policy 
followed and fiscal policy is important. Empirical evi dence shows · 
conclusively that the absence of such consistency ~s an important 
determinant: of lack of credibility and the eventual collapse of a fixed 
exchange rate regime (Cumby and van Wijnbergen (1987)). Hence the approach 

_ suggested here could be used to assess sustainability of a fix·ed exchange 
rate regime . 

In the remainder of this chapter, we develop a formal framework· that 
allows us to assess. the extent of ex isting inconsistencies and hence the 
size of the required fiscal deficit: correction. We first discuss the 
appropriate concept of deficits and the link be~Neen deficits and changes 
in debt and monetary aggregates. We then show how to go beyond accounting 
to derive deficit levels that are consistent with interna'i and external 
debt strategies, inflation targets and exchange rate policy. 

2.2 Fiscal Deficits, Monev Creat i on and Debt 

To derive the relation be~Neen fiscal deficits, money creation and 
debt, start from the following relation : 



* * "* (1) D + i B + i B E - B + B E + DC 
g 

The left hand side of equ. (l) lists the expenses (net: of _taxes) of the 
public sector: its non-interest deficit D plus nominal interest payments 

I * on domestic and foreign debt. i (i) is the nominal interest rate on 

* domestic (foreign) debt B (B ). Eis the nominal exchange rate (Mexican 
Peso per dollar). These expenses need to be covered by the issue of 

"* domestic or foreign deb-t (B and B ) , plus Central Bank advances to the 

public sector, DC . The non-interest deficit D and the interest payments 
g . 

. should include the obligations of all government entities: the central 
government, state enterprises, municipalities, local _governments, and . 
extra-budgetary funds. 

Equ.(l), while correct in an accounting sense, is not enough to assess 
consistency of fiscal policy with other macroeconomic targets. First of 
all, (l) would leave a major loophole if it were to be used to derive 
restrictions on fiscal deficits, because it does not cover the entire 
public sector. At issue is the treatment of the Central Bank. The · 
government could easily shift a subs~antial part of its deficit into the 
Central Bank's accounts by mere changes in bookkeeping practices. After 
all, the Central Bank is part ~f the public sector and could undertake 
many function~ normally thought to belong in the realm of say the 
Treasury . To close this loophole, the profit-and- loss account of the 
Central B~nk needs to be · brought into the ·budget balance equation, and the 
Central Bank needs to be incorporated into the definition of the public 
sector· accordingly: . 

The importance of the lat~er correc;ion cannot be stressed ~nough. 
Examples are rife where countries run a balanced budget, sometimes under 
the force of a constitutional amendment, but in fact continue deficit 
spending by effectively shifting Treasury expendit:ure to· the Central Bank. 

The second issue is in fact related . Central Bank credit to the 
Government, . DCg ' is in fact a claim of one public sector entity o_n 

another. Debt consolidati~n would make it disappear. Moreover, it does not 
correspond to any asset in private portfolios and bears no obvious link to 
inflation, output growth and so on. For that the link with money needs to 
be established . · 

To remedy these shortcomings, consider the simplified Central Bank 
balance sheet of Table 3.1. The balance sheet: shows that the Central 
Bank's liabilities consist of currency held by the public, Cu, and 
commercial bank reserves, RR . Assume, correctly for the case of Mexico; 
that no interest· is paid on required reserves RR. The funds Sf::> obeained 

* are used to hold net foreign assees, nfa . E, and to extend credit to the 
government, DC . The balancing item is the Central Bank's nee worth, Ni-1 . 

g 
Now Cu+RR, currency in the hands of the public (Cu) and reserves held by 
commercial banks at t:he Central Bank (RR) in face equal the _supply of base 
money, M. From t:he balance sheet it is clear that M can be interpreted as 



the net liability of the Central Bank to the private sector. The balance 
sheet also shows the uses made of the funds raised through the issue of 

* zero interest debt (base money): M-DC +nfa .E-Nw. Thus, base money is 
g 

issued to cover credit to the Government and the Central Bank's 
accumulation of net foreign assets, in so far as this is not alr~ady 
covered by the' Central Bank's accumulated profits or net worth (Nw). 

Table 2.1: CENTRAL BANK B~CE SHEET The Central Bank's profits 
consist of interest earnings 

DC · 
g 

* nfa E Cu 

RR 

. * * on foreign reserves, i nfa E. 

In this simplified set up, 

the counterpart is ·an 

increase in its net worth, 
Nw. Its profit-and-loss 

account thus reads: 

* * i nfa E mJ 

To incorporate the Central ·Bank in the public sector deficit identity, 
Central Bank profits need to be subtracte_d from the deficit, and its 
increase in net worth from the public sector's incr.ease in liabilities 
(sources of finan~ing). This amounts to: 

* * * "* (2) D + i B + i (B -nfa) E B +BE+ DC - mJ 
g 

Equ.E2) at least includes the entire public sector, so one important 
loophole _is closed now that the Central Bank is part of the public sector 
too. However, it is difficult to interpret. On t~e left hand side, it 
lists interest payments on .the NET. foreign debt of the public sector. On 
the right hand side however, it lists increases in gross foreign debt, 
excluding the Central Bank, as a source of financing. It furthermore . 
includes claims of one government entity on another: DC is really an . g 
inter-government agencies debt which should be netted out . Consolidation 
of Central Bank and other government agencies debt is necessary to arrive 
at an economically meaning~ul concept of ·net public sector debt. 

Such a · debt consolidation can be done in 1:'°NO steps. First switch to 
NET public sector foreign debt throughout by subtracting the change in the 
Central Bank's net foreign assets from the change in the government's 

* foreign debt B on the right hand side of the equation. To maintain 
equality it of course needs to be added back in. The net result is: 

* * * "* . * . * (3) D + i B + i (B -nfa) E - B + (B -nfa )E + DC + nfa E - NW 
g 

The resulting equation has at least consolidated foreign debt and assats 
of various government agencies," but it still includes what essentially is 



_an interagency debt, Central Bank credit to the Government, DC . This can 
g 

be remedied by recognizing that the last three terms on the right-hand 
side of equation (3) in fact equal the change in the supply of base money 
M, as can be seen from the Central Bank balance sheet in Table 2.1. 
Substituting this money supply identicy into equation (3) yields: 

I 

* * * '* . * (4) D + i B + i (B -nfa) E - B + (B -nfa )E + M 

This analysis also suggests the proper definition of money for an 
analysis of . inflation tax revenue and deficit ~inance. Clearly, revenue 
derived from inflationary erosion of the private sector's deposits in th~ 
banking system that is offse·t by inflationary erosion of loans outstanding 
to the private sector does not increase NET revenue. One should therefore 
use total currency held by the public plus total bank deposits (i.e. M2) 
MINUS bank loans . Bu.t M2 minus bank loans in fact equals base money or 
"inside m<?ney" : 

M2 - L Cu+ DD+ TD - L
eu+ RR 

M 

It is important to note that counting all of the C~ntral Bank's·. 
liabilities (bas~ money) as a public sector liabilicy means that of the 
Central Bank's assets, the claims on non-government agents need to be 
subtracted from the public sector's debt . In particular, the public 
sector ' s foreim debt needs to be measured NET of the Central Bank's 

* * foreign assets (i:e. public sector foreign .debt ~quals B -nfa ) . 
In practice, there will, in fact, be further complications. 1 The 

Central .Bank not only takes reserves from commercial banks, . in many 
countries it also le·nds to them, and in fact to other actors in the 
private sector too. This requires adjustment in the definition of base 
money, so that the definition coincides with the Central Bank's NET 
liabilities to the private sector. The balance sheets presented in Table 
3.2 indicate which adj~tments need to be made . 

TABLE 2 .2 

CB 

* nfa E 
DC 

g 

DCdmb 
DC pvt 

NW 
C 

R 

EXTENDED· CENTRAL BANK (CB) BALANCE SHEET 

CB 

* nfa E NW 
Monetary DC Cu-DC Adjusted 

g pvt 
Base RR-DCdmb Monetary 

Base 

The adjusted monetary base equals the monetary base minus Central Bank 

1 The relation be~Neen net Central Bank liabilities to the private 
sector and base or reserve money is discussed at greater le~gth in Anand 
and van Wijnbergen (1988). 



credit to commercial banks and other private sector - agents . rnis concept 
equals the central bank net non-interest-bearing liabilities to the 
private sector, - and is the appropriate concept to use for deficit 
consistency calc~lations focusing on inflation tax revenue. 

The deficic measured in Equ. (4) still does not adequately capture the 
public sector's claim on resources, at least not in periods of non-zero 
inflation. While the right-hand side lists all the increases in the public 
sector's net liabilities, these are increases in the nominal value , not 
the real value. The counterpart of this is the inclusion .of nominal 
instead of real interest payments in the definition of expenditure. This 
is misleading: as is by now widely-recognized, the domestic and foreign 

... "* * * 
inflation component in nominal inte~est rat~s. pB and p (B -nfa), really 
represents . repayment of (real) principal and thus represents a capital 
account rather than·a current account transaction. Taking this capital 
account transaction out of the identity on both sides and dividing all 
vari ables by the price level P yields 

*" " *. * (S) d + rb + (r +e)(b -nfa )e ·*. * b + ((b -nfa )e) + M/P 

Lower case letters denote real variables, sod~ D/P, the real value of 
. . * the noµ-interest deficit; P (P) is the domestic (foreign) price level. P. 

"* . . * (P) is the corresponding domestic (foreign) inflation rate. b (b) is 
the real value of domestic (foreign) . debt in tenns o~ domestic (foreign) 
. . * 

goods, and m. is the real" money stock, M/P. nfa is the rea_l value of the 
banking ·system' s net foreign assets in terms of forei.gn goods. e is the 

* ... 
real exchange rate, e - EP /P. e · is the rate of depreciation of the real 

* exchange rate . r (r) 
"* 

is the real rate of interest : r - i 

P . As an aside, the ~xact formula is slightly different: 

... * * "* (6) l+r - (l+i)/(l+P), (l+r )-(l+i )/(l+P) 

... * * P, r· i 

The difference b~eween the ewo ways of caiculating r (r*) is of second 
order, but in discrete time and with substantial inflation i:ates, that may 
still be substantial . The actual calculati ons in this book therefore 
always use the exact foti;nula . 

One further rearrangement is illuminating. Simple differentiation 

allows us to rewrite M/P , the real value of the increase in nominal base 
money, in ewo components: 

,. 
(7) M/P m + Pm 

The first component represents "the increase in the real value of base 

money, m. The second represents the amount of nominal balances that need 
to be accumulated just to keep the real value of the money stock constant: 
A • 

Pm. Insertion of (7) into (6) yields : 



(8) * ,.. * * d + rb + (r +e)(b -nfa )e * . * b + ((b -nfa )e) + m + Pm 

Equ. (8) states that the fiscal deficit, inclusive of the Central 
Bank's profit and loss account, but counting REAL interest payments only, 
equals changes in the real value of domestic and foreign debt, plus 

revenue from the inflation ~ax (Pm) and from seignorage (m). In steady 

state, the revenue £ram monetization, m, equals nm, wi~h n the real growth 
rate of the economy. The sum of revenue from inflation ta.~ and seignorage 

equals revenue from monetization, M/P. Outside steady state there could 
also be other sources of revenue from monetization: pnce-off changes in 
the real money stock because of changes in inflation or interest- rates, or 
once-off changes due to financial innovations shifting money demand: . 

Equation (8) as it stands is nothing but accounting, but it is at the 
basis of most of the analysis to come. Macroeconomic variables such ·as 
output growth and inflation have implications for the amount of money the 
private sector ~swilling to absorb for given interest rates . Similarly, 
change~ in financial structure and regulation will also have an impact on 
the amount of revenue from monetizati'on· that can be expect~ci. Finally, 
credit:wor~hiness and susta·inability ii:;iply constraints on the issue of 
interest-bearing debt. All such restrictio·ns can be incorporated in equ. 
(8.). In the next section, we consider how revenue from monetization is 
influenced by private portfolio choice and· the structure of the financial 
system. Section 3 . 4 then puts it: all together to derive the ~onstraints on 
fiscal policy that consistency with financial structure and macroeconomic 
targets implies ·. 

2. 3 Revenue · from Mone'tization and the S t:ructure of ·the Financial Sector . 

The previous section argued that: the a~propriate money concept ~o use 
is net: Central Eank liabilities to the private sector, or reserve money. 
It: is· thus important to · understand how demand for base money ~esponds to 
changes in financial sector regulation, to interest rates and inflation 
and so on . This creates a practical problem in that Central Bank 
liabilities are towards different agents in the economy. It: is therefore 
unlikely that .an aggregate money demand function would adequately capture 
the sensitivity of reserve money demand with respect to changes in the 
inflation rate, financial structure and interest rates. ~e ·use a more 
structural approach that explicitly incorporates the structure of the 
financial sector and enters separate behavioral equations for different 
actors. Underlying this approach is a model describing private portfolio 
choice as a function of inflation, output growth and interest rates. This . 
gives the amount of currency, demand deposits and time deposits the 
private sector is wi•lling to hold given output, inflation and interest 
rates . This is coupled with a simple financial sector model incorporating 
reserve requirements and other bank regulatory policies to derive the 
demand for reserves by· commercial banks . The demand for reserves is then 
added to the demand for currency already derived t:o get an estimate of the 



total demand for base money given inflation, interest rates and so on. 
All this is then used to calculate revenue from monetization for different 
inflation rates, output growth rates, interest rates and different 
regulatory policies. 

This indirect, structural approach has a number of advantages. It 
allows explicit calculation of the effects of changes in financial sector 
regulation on the financeable deficit throug~ the impact of such 
regulation on the aggregate demand for base money. For the same reason, 
this approach is more likely to be stable across changes in financial 
sector regulation. Below we give an example f~r a si~le fractional 
reserve banking system (ie a system where banks are required to hold a 
.fraction of their deposits as reserves). More complicated regulatory 
systems can easily be incorporated (see Rocha and van ~ijnbergen (1988) 
for more extensive dJ.scussion) . 

To analy_se the determinants of the demand for the primary components 
of reserve money entering into such a financial sector model, consider 

· first a simple portfolio approach to private sector asset demand: 

A 

(9a) · (Cu/(PY)) fC(P,iDD'iTD) 

... 
(9b) (DD/(PY)) fDD (P' iD_D' iTD) 

A 

(9c) (TD/(PY)) - fTD(P,iDD'iTD) 

Demand for currency Cu, demand depos _its DD, and time deposits TD, _all as a 

_ share of nominal GNP (PY in the formula), depend on inflation P, and the 
interest_ rates paid on demand and time deposits, i 00 and iTD. More• 

sophisticated financial structures would introduce additional factors. For 
example; with foreign exchange deposits available one would expect 
exchange rate depreciation and foreign interest rates to influence demand 
for domest;i.c assets. . . . . 

Under ·. a fraci:ional reserve system, with reserve requirement ratios 
~o· and R.R.rn. against demand and time deposits respectively, demand· for 

base money M is : 

(10) M/(PY) Cu/(PY) + R!lnoDD/(PY) + ~TD/(PY) 

A 

fc(P,iDD'iTD) + ~ofno<P,iDD'~TD) 
A 

+ RR.rofTD(P,iDD'iTri) 

Equ. (10) can be used to derive the impact of changes in inflati~n, 
interest rates and financial sector regulation on base money demand and 
their likely impact on the revenue the public sector can expect from 
monetization. Combining this information with equ. (7) then allows· 
assessment of the fiscal consequences of inflation and of financial sector 
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reforms affecting say reserve requirements R..~0 and ~Dor the interest 

rates paid on deposits in commercial banks. 

2.4 Putting it All Together: on the Design of Consistent Fiscal 
Policies 

~e define a consistent fiscal policy as a policy that can be sustained 
over the medium term without compr~mising any other macroeconomic target 
and without reliance on unsustainable debt finance . Unsustainable debt 
finance implies debt issue at a rate in ex;ess of the growth rate of the 
resources available for eventtµl debt service. This is in fact a more 
stringent requirement than solvency if the real interest rate exceeds the 
real - growth rate of the economy (see Chapter 2). 

Take domestic output y as the resource base for domestic and foreign 
debt. Then. the requirement to maintain a constant ratio of debt to 
re~ource base. implies the fol~owing restrictions on debt issue: 

(11) - b - nb, * - . nfa * (n-e)(b 

* 

* - nfa ) 

n (~) is the growth rate of y (R ). Inserting these restric~ions on debt 

issue into equ. (8), and expressing -variables as percentages of GNP then 
yields the following expression for .the deficit reduction required for · 
consistency, RDR: 

(12) RDR - - * -* - * - ... -* - * ~ -{d + rb + r (b - nfa )e} - {nb + (n-·e.) (b -nfa ) + nm + Pm) 

A"-" above a variable indicates the variable . is expressed as a share of 
GNP. RDR equals the actual deficit inclusive of real interest payments on 

foreign and domestic d~bt, minus the financeable ·deficit, {nb + 
... -* - * - ... _ 

(n-e) (b ·-.nfa ) + nm + Pm}. A deficit reduction equal to RDR will bring 
fiscal deficits in line with other macroeconomic targets in the sense 
_defined above. Clearly, under a debt-output rule, a re~l depr~ciation 

A . ·• 

(e>O) increases the RDR, ie reduces the room for fiscal expansion. 
To sum up, the framework just developed will help in deriving the 

deficit reduction required to restore consistency between fiscal deficits 
and macroeconomic targets such as inflation, out:put growth and (the rate 
of change of) the real exchange rate. In addition~ this measure will be 
affected by output growtn in trading partners, real interest rates abroad 
and at home, debt management policies, and measures influencing the 
financial structur~, in .ways made precise in the preceding section. Before 
it can be applied, some empirical information is needed; in particular the · 
sensitivity of asset demands with respect to inflation and interest rates 
is required . ~e turn to this in the next section. 



2.5 Empirical Preliminaries: The Structure of Monev Demand in Mexico 2 

Some empirical work is needed before the model set up in this chapter 
can actually be implemented . The asset demand functions that form the 
input into the ~inancial sector model need to be estimated. Reserve money 
consists of currency in circulation and reserves held against demand 
deposits and time deposits. To derive demand for base money we therefore 
estimate asset demand functions describing the private .sector' s portfolio 
choice over currency, demand deposits and time deposits as a function of 
inflation, income and int&rest rates . ·consider demand for currency. first: . 

(17) -1.49 + 0.28*log(G . ) - 0 . 204*log(l+rrTD ) . pr,t ,t 
(2 . 13) (3.26) (2 . 75) 

A 

- 0 . 257*log(l+p(-l)) + 0 . 28 -log(Cut-l/CPit-l) 

(5.95) (16.1) 

R2~0.~3 oq-2.07 Sample Period : 1974 . II-1987 . IV 

The -results are reasonable, with all the coefficients of the right sign 
and almost all highly significantly different from zero . Seasonal dummies 
were .also inciuded but their coefficients are not reported here. 

· Asimilar equation for demand deposits yields the following results: 

(18) . log(DD /CPI) 
t" e -0.077 + 0 . 94 log (Cpr,t) + 0.35 . log(l+rrDD,t) 

(3 . 77) (1 . 68) (0.79) 

,.. 
- 0.35 log(l+~ (~ l)) 

(3 . 03) 

R2-o. 98 oq-1. .85 S-ample Pe_ri<:>4: 1977 . I -1986 . IV 

Applied to time deposits, the portfolio approach has not yet yielded 
acceptable resul ts; it seems necessary to incorporate more institutional 
details about changes in t he financ i al structure than was possible as of 
now . Instead we used a weighted av erage of the elasticities reported in 
Lopezlira Nava (1988). The long run elasticity ~ich respect to quarterly 
inflation is -2 . 4, and with respect to the nominal time deposit rate 
iTD , 0.85. This completes the empirical preliminaries required to 

,t 
actually use the fiscal consistency sub-model. 

2 Results reported in this section are preliminary only . 
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3 An Econometric Model of Wage-Price Determination for Mexico 120 

3.1 The model of wage determination 

The strength of unions and the relative stability of the unemployment 
rate indicate that an "insider-outsider" model of the labor market may be 
appropriate to explain the evolution of wages and employment in Mexico. This 
model originated with a paper by Blanchard and Summers [1986], which was 
concerned with the persistence of high unemployment in Europe during the 
1970's and 1980's, and the failure of the Phillips curve model to explain how 
the equilibrium unemployment rate followed the actual one. They assumed that 
wages and employment are set in a sequential bargaining: "insiders", i.e. 
those already employed, set the wage rate as to keep employment · constant, i.e. 
to keep themselves employed, given the firm's demand function for labor and 
expected output; the employers then choose employment after having observed 
the realization of output. This sequence of decisions determines the 
persistence of shocks and the "hysteresis" of steady state unemployment, i.e. 
the sustainability, in terms of inflation, of any level of unemployment. 

Formally, the model can be derived (see for instance Alogoskoufis -
Smith [1989]) by postulating a demand for labor function of the form 

and by the objective function for "insiders" 

Substituting the "insiders" objective function in the demand for labor and 
taking expectations yield 

w = t (1/( (1-a) b)) Eqt + ( (a-1)/( (1-a) b))) lt-l + Ept 

where 1 is labor demand, w the nominal wage rate, p the price level, q output, 
and Ethe expectations operator; all variables are in logs. 

Persistence of shocks follows from the fact that actual employment is 
being set after wage negotiations and after the realization of output, which 
implies 

Then, postulating that output and labor force (n) follow processes of the 
type: 

4t = g + - qt-l + error 
nt = f + nt-l + error 

using the identity 

120 This annex is based on Gressani ~1989) 



and lagging, one obtains 

where 

= (1/( (l-a) b)) (g - a f) 

= - (a/((1-a) b)) 
1 

2 

i.e. the constant term is a function of the difference between growth rates of 
output and labor force; the coefficient of the change in unemployment depends 
on the elasticity of labor demand to the wage rate and on the speed of 
adjustment of labor demand to employment in the previous period; and the 
coefficient on expected inflation is unity. 

Statistically, the model predicts an inverse relation between wage 
inflation and changes in the unemployment rate; unlike the Phillips curve 
model, which predicts an inverse relation between wage inflation and the level 
of unemployment. Consistently, the rate of change of the wage rate has been 
estimated as a function of a polynomial lag of expected CPI inflation and 
changes in unemployment. 

Two different assumptions on the formation of expectations have been 
considered in estimating the equation. In the first place, we postulated that 
expected _CPI inflation is generated by an autoregressive process; secondly, we 
assumed that inflation expectations are formed rationally, in the sense that 
they are generated by the (monthly) price determination model described in 
section 3 below. Graph 7 and 8 compare actual CPI inflation (OLP) with its 
expectation generated by the autoregressive process (OLP.AR) and with its 
"rational expectations" forecast (OLP.RE) generated by simulating the price 
determination model. 

The regressions are reported in table 1 and 2. The data used are 
quarterly; seasonal dummies have been introduced to take into account the 
marked seasonal pattern of the wage rate in manufacturing, the dependent 
variable. The effect of the predetermined variables, the.change in 
unemployment rate and expected CPI inflation, is modeled as a polynomial 
distributed lag. Expected, rather than actual, CPI inflation is used both 
contemporaneously and in the lagged terms, to allow for the staggered time 
structure of contract negotiations. See the Appendix for details on data . 
sources and definitions. 

The wage inflation equation is estimated over the sample period 1974.2 -
1987.3; the starting date is the earliest possible, given that data for 
unemployment are available since 1973.1; the ending date is the quarter before 
the -introduction of the Pacto was announced, in November 1987. Tne exclusion 
of the period under the Pacto is necessary to evaluate whether the behavior of 
the economy has indeed been affected by the Pacto, and to what extent. 

The two regressions are very similar both in term of estimated 
coefficients and statistics. The estimated coefficients on the distributed 
lag of changes in unemployment (OLU; the lag is a polynomial of order 4 and 
degree 2, with a zero end-restriction) imply a rather low (just above one 
third) elasticity of wages to unemployment, which in turn implies a rather 
large elasticity of the demand £or labor to the real wage and/or a rather slow 
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,speed of adjustment of employment to changes in labor demand. The 
characteristics of the Mexican labor market certainly suggest ~hat the latter 
explanation is likely to be appropriate. The estimated coefficients of the 
distributed tag of expected CPI inflation (OLP.AR, in the AR case: the lag is 
a polynomial of order 4 and degree 1, with a zero end-restriction; OLP.RE, in 
the RE case: the lag is a polynomial of order 4 and degree 1, with no zero 
restrictions) is approximately unity (.95). This implies that the observed 
decline in real wages since 1982 has not been due to money illusion or to a 
consistent pattern of surprises on inflation. 

Finally, the constant of the equation, after disentangling the seasonal 
components, is not significantly different ' form zero. 

3.2 Stability of the estimated model of wage determination 

Although the performance of both estimated equations is quite 
satisfactory in terms of all statistics, the issue of whether shifts in the 
parameters of the wage inflation equation have taken place during the 
estimation period deserves investigation. In fact, the peso underwent (in 
1976 and 1982) two major devaluations, inflation increased steadily since 
_1982, the oil boom and the debt crisis both occurred during the estimation 
period. 

This issue can be ~haracterized in two ways: the value of the estimated 
parameters may have changed over time, and/or the lag with which a 
predetermined variable affects wage inflation may have changed. In 
particular, the acceleration of inflation since 1982 has made much more 
expensive to adjust nominal wages with delay, and this is likely to have had a 
sizeable impact on the speed at which expected inflation affects them. 

To evaluate whether these effects have indeed taken place, when, and to 
what extent, the evolution of the regression parameters is first tracked over 
time by using recursive OL~ estimates. This procedure has been suggested in 
this particular context by Alogoskoufis and Smith [1989). Although it does 
not amount to a formal structural stability test, it has been recognized as 
useful to identify the period in which a shift occurs; this cannot be 
accomplished with traditional testing procedures, which rely on prior 
information to establish when a break occurs. Secondly, the expectation of 
the polynomial distributed lag for the coefficients of the change in 
unemployment and of expected inflation is calculated recursively after 1982.3, 
i . e. in the sample period over which the estimated coefficients appear to be 
most stable and satisfy the requirement that each coefficient has the same 
sign as their sum (see Ohrymes (1971)). 

In order to identify more clearly changes in the coefficients or in the 
expected lags, the zero end-restrictions imposed on the esti~ated equations 
have been relaxed: in fact, while obtaining in the regression over the entire 
sample, they may not hold in different subsamples. Thus, the polynomial lag 
on unemployment is quadratic, with ·no end restrictions; the polynomial lag on 
expected CPI inflation is linear, with no end constraints; the order of both 
lags is 4. 

The evolution of the parameters estimated with recursive OLS is shown in 
graphs 9 - 11 and 12 - 14, respectively, for the AR and .RE cases. Notice that 
the number of degrees of freedom of the regressions corresponding to each 
estimate in these graphs is 2 in the first period (1977.1), and increases 
accordingly. The sum of the constant and the seasonal components (RECLS.C) is 
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plotted against zero (ZERO), the value of the correspondent coefficient in the 
baseline equation in table 1; similarly, the sum of~the coefficients of the 
polynomial lag on changes in unemployment (RECLS.U) is compared with the OLS 
estimate for , the entire sample (LS.DLU), and the sum of the coefficients of 
the polynomial lag on expected inflation (RECLS.P) is plotted against one 
(ONE). 

The results for the AR case and the RE case are very similar. 
Concerning the seasonal components, they appear to have remained stable during 
the entire ~ample period, while the constant has declined from positive values 
before 1982 to approximately zero since 1982. Since the seasonal fluctuations 
are due to the distribution of fringe benefits paid by employers to workers 
throughout the year, the invariance of the seasonal component is not 
surprising, since benefits are in general proportional to wages. Concerning 
the constant term in the wage inflation equation, under the assumptions made 
above it is equal to the difference between output growth and labor force 
growth, corrected by the speed of adjustment of labor demand to past 
employment. Since the rate of growth of output has shifted dramatically 
between the oil boom years and the debt crisis years (from over 8 per cent to 
.5 per cent, on an annual basis), while the rate of growth of labor force has 
shown less sizeable changes (from 4.2 per cent per year, between the 1970 and 
1980 censuses, see Gregory [1986], to an estimated 1.7 per cent in the first 
half of the 1980's, see Nacional Financiera (1988]), it is not surprising that 
their difference has declined, as indicated by the downward shift of the 
constant term. Furthermore, in the pre-1982 period the constant clearly 
subsumes the effect of underlying inflation, which in that period is not 
captured by the distributed lag on expected inflation. 

Regarding the coefficients of price inflation and changes in 
unemployment, again in both AR and RE case their values appear to have shifted 
since 1982, respectively upwards towards unity, and downwards towards the 
overall sample estimates of approximately minus one third. 

In order to evaluate whether the expected lag of the predetermined 
variables has changed in high inflation period, the coefficients of the 
polynomial lag of expected inflation (MLAG.P) and change in unemployment 
(MLAG.U) have been estimated , and are shown in graphs 13 - 14 and 18 - 19. 
Again, the pattern followed by the expected lags of both variables in the AR 
and RE cases is very similar: both decline steadily in the high inflation 
period, although the decline in the expected lag of expected inflation is much 
steeper in the VA case (LAG . P.AR) than in the RE case (LAG.P.RE); see graph 
20. The decline of the mean lag of the change in unemployment is instead 
almost identical in the two cases; see graph 21. 

Two avenues have been followed in the attempt to test whether the 
decline of the mean lag of expected inflation is statistically significant. 
In the first place, an indirect test of the proposition has been performed by 
testing the joint hypothesis that all regression coefficients are stable, when 
comparing the samples 1~74 . 2 - 1987.3 and 1974.3 - 1983.1. The test statistic 
used is the CUSUM (see Brown - Durbin - Evans [1975]), which relies on the 
properties of the one-period- ahead forecasting errors generated by the 
recursive regressions . This test appears better suited than others (e.g. Chow 
tests) in presence of gradual shifts of parameter values. The test is 
performed in both AR and RE cases. The null hypothesis of stability of the 
regression coefficients is marginally accepted in the RE case (the statistic 
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CUSUM is equal to 13.66, the critical value is 13.99) and marginally rejected 
in the AR case (the statistic being equal to 14.17). 

Secondly, notice that to test whether the decline in the mean lag of 
expected inflation is statistically significant amounts to testing whether the 
difference between a non linear combination of parameters estimated from 
overlapping samples is significantly different from zero. While the first 
part of the proposition (concerning the non-linearity involved) can be 
established resorting to asymptotic properties of least squares estimators, 
the second part (concerning the overlapping samples) does not seem tractable 
as it implies that the samples are not independent. If, however, lack of 
independence is ignored, the corresponding test statistic is equal to 

[((N1*N2 )/(N1+N2 ))A.5]*(1 1-1 2 ) / [((N1-l)*Var(l1 )+(N2-l)*Var(l2 ))/(N1+N2~ 
2)]A.5 

where N1 and N2 are the size of the two samples, 1 1 and 1 2 the estimated mean 
lags, Var(l 1 ) and Var(l 2 ) their estimated variances, obtained from the Taylor 
expansion of the mean lag around the estimated coefficients of the polynomial 
lag of expected inflation. The statistic is distributed as at with N1+N2-2 
degrees of freedom. 

In both AR and RE cases, the null hypothesis that 1 1-12 is less than 
zero is strongly accepted, as the value of the statistic is -6.6 and -4.1, 
respectively, compared with a critical t(.05, N1+N2-2) approximately equal to 
-2. 

These results suggest that the acceleration of inflation has indeed 
caused a structural break in the process of wage determination, as expected 
inflation affects wage inflation with a shorter lag. This result does not 
reflect catching up of expectations as expected inflation rather than actual 
inflation is used both contemporaneously and in the lagged terms. 
Furthermore, the shortening of the mean lag of the change in unemployment 
suggests that, while the frequency of wage bargaining has not changed during 
the period, the frequency of informal renegotiations at firm level has likely 
increased (see section 1). 

3.3 The model of price determination 

The model used here is the mark up pricing model introduced by Sylos
Labini (1957], which is derived under the assumption of oligopolistic market 
structure. Although we are not aware of recent analysis of market structure 
in Mexico, the appropriateness of the assumption in modeling price 
determination in Mexico is supported by research based on data from the 1965, 
1970 and 1975 Industrial Censuses (see for instance Gollas [1978] and Quintero 
(1984]). These works indicate that, although concentration varies across 
different branches, the Mexican industrial sector is characterized by a degree 
of concentration not lower than most industrial countries. 

In the mark up model, because of the oligopolistic market structure, 
existing firms are assumed to maximize their joint profits by preventing the 
entry of new firms. This behavior determines a minimum aggregate output level 
- and a corresponding maximum output price - below which aggregate production 
cannot drop without attracting new firms into the market. The relation 



6 

between the long run competitive equilibrium and the oligopolistic equilibrium 
can be stated as: 

* (see Modigliani (1958]), where X is aggregate output in perfect competition, 
i.e. D- 1 (p*), ~ is the elasticity of demand, p* is the minimum of the long run 

. . * . * * * . minimum average cost curve, x the corresponding outp~t leve}, s = X /x is 
the number of firms in the competitive equilibrium, X and p the lower ·bound 
on aggregate output and the upper bound on price, respectively, in the 
oligopolistic equilibrium. 

The stability of the oligopolistic structure is supported by a collusive 
behavior aimed at maintaining the profit share of each firm constant when 
facing fluctuations in input prices or demand for output. The stability of 
the profit shares can be maintained by the pricing rule that Sylos-Labini 
calls "full cost" pricing, i.e. p = (l+µ) * average cost, whereµ is unit 
profit rate. The property that the mark up pricing rule maintains profit 
shares constant when factor prices change is independent of technology; it 
follows directly from the homogeneity of the profit function in output and 
factor prices, under the assumption that factor markets are competitive. 
Furthermore, either under Sylos-Labini's original assumption of homogeneous 
oligopoly or under the assumption of constant returns to scale technology, 
this pricing rule will maintain profit shares constant when output changes. 

The model does not determine the size of the mark up, but only its 
bounds: it cannot be less than unity, or profits will be negative, and it 

* cannot be larger than 1/~s , or other firms will enter. However, the mark up 
will tend be larger the larger its upper bound, i.e. the less elastic the 
market demand function is, and the smaller the "optimal" number of firms in 

* the market (i.e. the larger x, which in the model measures the "distance" 
between the long run equilibrium in perfect competition and in oligopoly). In 
general, the mark up will vary with those factors affecting the ability of the 
firm to translate its costs onto its prices, such as the ability to sell in 
other markets (competitiveness), demand pressure, and - supply constraints. 

This mod~l is implemented by assuming a nested Cobb Douglas - CES 
technology, where the substitution possibilities between labor and capital are 
described by the Cobb Douglas function, and those between this nest and 
intermediate inputs by the CES. This restricts the elasticity of substitution 
between capital and labor to unity, while it does not constrain the elasticity 
of substitution between material inputs and the labor-capital nest, which can 
be expected to be much smaller. For a discussion of the attractiveness of 
such assumption see, for instance, Bruno and Sachs (1979]. Assuming further 
that capital is constrained in the short term, this technology implies the 
cost function: 

C(.) = {bl/(1-p) PM-p/(1-p) + (l-b)l/(1-p) 

(PL x(l-a)/a K-(1-a)/a + PK (K/X)]-p/(1-p) }(l+p)/p X 

where Xis output, L labor input, K capital input, pL unit wage, pK price of 
capital, pM price of intermediate inputs, p the elasticity of substitution 
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between intermediate inputs and the capital-labor nest, a the share of labor 
in the capital-labor nest. 

After linearizing (taking a Taylor series expansion and making use of 
the assumpti~n of competitive factor markets; see for instance Marston -
Turnovsky [1985]) and using the mark up rule, this yield the pricing function: 

where w is the share of intermediate inputs in total cost. Finally, this can 
be rewritten by noticing that the expression in square brackets is equal to 
unit labor cost: 

Notice that this function can be estimated not only from price and costs 
data, but also from National Income Accounts data. The share of profit on 
total output is in fact equal to (1-(1/(1+µ))), and its complement to unity is 
the share of total factor costs to total output. In addition, w is the share 
of intermediate inputs on total factor costs, and (1-w) the share of labor and 
capital. However, since NIA data are known, in general and certainly in the 
Mexican case, at a much lower frequency than prices, the equation is estimated 
using price and costs data while the corresponding NIA data are used as 
benchmark for the appropriateness of the estimated coefficients. 

In order to estimate the equation above is necessary to specify what 
affects the mark up (l+µ). As mentioned earlier, the model derives only a 
lower and an upper bound for it, where the upper bound depends on the 
elasticity of demand for the firm's output and on the size of the market. 
Since the mark up is also a measure of the ability of the firm to translate 
costs on to output prices, it can be assumed to increase with the ability of 
the firm to sell on the domestic market, . i.e. with demand pressure and supply 
constraints, and to sell on different markets, i.e. with international 
competitiveness. 

The equation is estimated by log-linearizing it and re-writing it as the 
integral error correction mechanism (see Hendry - von Ungern Sternberg [1979] 
for original formulation and rationalization in terms of loss function), which 
allows for a lagged adjustment and for imposing the constraint that thew's 
sum to unity. In this case the equation can be rewritten, in logs, as: 

where 

exp(a(.)/b] = 1+µ 
(b-c)/b = 1 - w 
c/b = w 

This equation is estimated for the period 1980.02 - 1987.10 using 
monthly data; the results are presented in table 3. The dependent variable is 
the "general" Producer Price Index; LRAl is the log of the ratio of the unit 
labor cost (in manufacturing) to the PPI; LRA2 the ratio of the price of 
imported intermediate inputs to the unit labor cost. In several trials, a(.) 
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was specified as a function of the real exchange rate (in logs, LREX), 
capacity'\ltilization, and share of entrepreneurs reporting excess inventories 
of finished products; only the real e~change rate turned out to be significant 
(of the other two, the coefficient of capacity had often the wrong sign as 

I 

w~ll). -
The performance of the equation is mediocre. The regression implies a 

mark up on average equal to 1.38 during the estimation period; its 
fluctuations, following changes in competitiveness, are shown in graph 23. 
Graph 24 compares the implied share of profits on total output (PROF.EST) with 
the corresponding share obtained from the NIA production accounts (PROF.NIA): 
the tracking of the cyclical pattern is satisfactory, but the estimated share 
is on average one third below the NIA one. The explanation for the failure of 
the estimated equation to capture the correct mean of this share depends most 
likely on the variables used: the dependent variable is the PPI for the whole 
economy, while on the right hand side the unit labor cost in manufacturing is 
higher that in the whole economy, and the price of imported inte~mediate 
inputs is likely to be higher than that of domestically produced ones. The 
equation essentially estimates unit profits as a ratio of producer prices to 
average costs, and thus overestimating average costs implies underestimating 
profits. In support of this conclusion, the share of profits on total output 
relative to the manufacturing sector averages to .27, as predicted by the 
regression. 

The share of materials and labor on total factor costs are very close to 
the NIA values: the estimated share of materials is .68, while that obtained 
from NIA is .65; similarly for labor is .32 versus .35. 

Finally, the linkage between PPI and CPI is done with a simple pass
through equation relating the CPI to three components: PPI, i.e. the price of 
domestically produced goods, PCG, the price of imported consumer goods, and, 
as a proxy for public utilities prices, PPIEL, the average electricity rate. 
The equation is presented in table 4. It is estimated since 1981 as PPIEL is 
not available before that date. The equation is estimated in logs, has the 
lagged dependent variable among the explanatory ones, and, although no 
constraint is imposed on the coefficients, implies a sum of the coefficients 
of the price components approximately equal to unity (1.02). That suggests 
that interpreting the CPI as a (geometric) average of these three price 
components is legitimate. 

The coefficient of the lagged dependent variable is approximately .5, 
indicating full adjustment within two months to changes in underlying prices. 
The coefficients of the latter imply a "weight" of approximately 88 per cent 
for the PPI, 9 per cent for PPIEL, and 4 per cent for PCG. The latter 
overestimates substantially the share of imported consumption goods on private 
consump,tion, which moved from approximately 2 per cent in 1980 to 1 in the 
period 1981-87 (to rise again to 2 in 1988) . The standard error of this 
coefficient is however very large. We do not have information on the share of 
public utilities in private consumption, but the estimated share of 9 per cent 
should not be too far off . 

The. equation is estimated postulating an autoregressive process of order 
one for the error term, in order to improve the efficiency of the estimated 
coefficients. Comparing the equations estimated with and without AR(l), the 
only two noticeable differences are that, with AR(l) errors, the coefficient 
of the lagged dependent variable declined from .55 to .45 (in both case, 
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however, implying approximately two months to complete adjustment), and the 
coefficient of PPI increased somewhat. 

3.4 Data Appendix 

Wage rate 
The variable used is the index of wages in manufacturing (Indice de 

Salaries, Sueldos y Prestaciones). This variable, available on a monthly 
basis, is defined as to include wages, salaries and contractual benefits paid 
by employers to employees. Due to the presence of the latter component 
(benefits are paid at particular points in time, e.g. prior to the Christmas 
season), the variable displays a very marked seasonal pattern; see graph 1. 

The source of the data is the Encuesta · Industrial Mensual, managed by 
INEGI. Between 1968 and 1988, the sample included 1157 of the largest 
manufacturing establishments, grouped in 57 branches of activity; these 
establishments accounted for approximately 30 percent of employment in 
manufacturing in 1975 (the reference year for the weighting scheme). Since 
January 1988, the coverage has been extended to 3218 establishments in 129 
branches. In addition to wages, the survey includes data on employment and 
output, which are used for the construction of the unit labor cost index, used 
in the estimation of the equation for the producer price index. 

Unemployment rate 
The variable used here was constructed ad hoc, as the weighted mean of 

unemployment rates in the three largest metropolitan areas, Mexico City, 
Monterrey and Guadalajara, for which unemployment statistics exist since 1973, 
on a quarterly basis. The "total" unemployment rate was computed by weighting 
the unemployment rates of these three cities with their share of labor force 
on the corresponding total. The weights were obtained using population data 
(intrapolated between the 1970 and 1980 censuses, and extrapolated from the 
latest census, see Nacional Financiera [1988]) and participation rates (from 
the same source as unemployment rates). Although variable by construction, 
the weights obtained with this procedure are very stable in the period under 
consideration, averaging .77 for Mexico City, .13 for Guadalajara, and .10 for 
Monterrey; see graph 2. 

The sources of the unemployment data are the Encuesta Continua Sabre 
Ocupacion (1973-1982) and the Encuesta Nacional de Empleo Urbano (since 1983), 
managed by INEGI with quarterly frequence. They define unemployed an 
individual, age 12 or older, who did not work but actively sought employment 
during the two month-period prior to the survey. 

Since the sample used by the first survey changed every year as the 
number of cities included was expanded, an index for the entire country is 
available from 1984 only, when the new survey started using a stable sample of 
12 cities and "border areas". The index used here (UR) and the one produced 
by INEGI for the entire country (URTOT) are compared in graph 3. 

Consumer price index 
The variable used is the consumer price index for the entire territory 

(Indice de Precios al Consumidor, Indice General). 
The index, which is available since January 1969 on a monthly basis, is 

obtained from a survey managed by Banco de Mexico. Between 1969 and 1978, the 
survey collected weekly data for 172 products in 7 cities; the index was 
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weighted with weights obtained from the 1963 Encuesta de Ingresos y Gastos 
Familiares. In 1979, nine more cities were included in the sample and the 
coverage of marketplaces in Mexico City was expanded. Since 1980, a new 
survey is coQducted, covering all 35 cities with more than 20,000 inhabitants, 
and including 650 products. The weights used are obtained ·from the 1977 
Encuesta de Ingresos y Gastos Familiares. For details on the methodology, see 
Villalpando [1986]. 

Producer price index 
The variable used is the producer price index for the entire territory 

(Indice de Precios Productor, Indice Nacional). 
The index · is elaborated by Banco de Mexico since 1981 on a monthly 

basis; the index for the base year of 1980 has been obtained postulating the 
same monthly rates of change as observed for the wholesale price index for 
Mexico City (Indice de Precios al Mayoreo en la Ciudad de Mexico, whicp is 
available since 1971; linking the two price indices further back does not seem 
warranted, as they followed different trends during the 1980's; see graph 4). 
The PPI includes the price of goods produced by the primary and secondary 
sectors and by the electrical industry; other services are not included. The 
weighting scheme relies on the structure of the Catalogo Mexicano de 
Actividaded Economicas 1971. 

The sample includes approximately 1500 establishments and 600 products. 

Producer price of electricity 
This index belongs to the set of producer price indices elaborated since 

1981 by Banco de Mexico. The source of the data used in its construction is 
the Comision Federal de Electicidad, the monopoly producer of electricity in 
Mexico. 

Imoort price indices 
Since 1980 Banco de Mexico produces also monthly price indices of 

foreign trade, in US dollars. Of these, the price indices of imported 
intermediate goods and final private consumption goods are used here. The 
methodology for the construction of these indices is not known, but it is 
believed that external sources are used for the prices and Mexican trade 
balance sources for the weights. 

Exchange rate index 
The exchange rate used to convert in Mexican pesos import prices (for 

the estimation of the PPI and CPI equations) and international prices (for the 
construction of the real exchange rate index) is the controlled average 
exchange rate (Tipo de Cambia Representative, Controlado, Promedio del 
Periodo). This is the exchange rate that is applied to trade transactions, 
since the establishment of the "free" foreign exchange market in 1982. 

Real exchange rate index 
The real exchange rate index is calculated since 1968 by Banco qe 

Mexico. The methodology for the construction of the series in Banco de Mexico 
[1986]. The consumer price index for the world (in local currencies, 133 
countries), as produced by the IMF, is converted in us dollars using an 
average "world exchange rate" (the weights, as for the world consumer price 
index, are the share of the GDP of each country on world GDP). The domestic 
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price used is the CPI, and the exchange rate is the same defined above. Graph 
5 shows the components of the real exchange rate index (CPISTAR, world CPI in 
US dollars, and CPIMEX, Mexican CPI in US dollars) and the real exchange rate 
index REX. 
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4 Macroeconomic Stability, External Balance and Growth: A Quantitative 
Framework. 

-
4.1 Purpos, and structure of the Model 

In the following pages, we provide a simplified exposition of the model 
used to assess the likely impact of the debt relief obtained on economic 
growth in Mexico. The theoretical st~ucture draws on van Wijnbergen (1985). 
The model parameters have been estimated for Mexico; the econometric results 
are reported in van Wijnbergen ·(1990). 

A.1 Model Structure 

Debt accumulation results from an excess of current expenditure over 
current income, presumably because at given real interest rates and patterns 
of earnings, current spending is preferred on the margin over future 
expenditure. Thus any model dealing with debt needs to focus on intertemporal 
choice and its determinants. Here both intertemporal production decisions 
(investment) and consumption decisions (savings), and the relative price 
entering these decisions, the real interest rate, are endogenized. A second 
issue that is unavoidable in discussions of the macroeconomics of external 
debt involves intra-temporal rather than intertemporal trade; since foreigners 
spend less on Mexican goods on the margin than Mexicans do, any external 
transfer has immediate implications for the real exchange rate. Thus 
intratemporal trade (supply and demand for Mexican goods, by foreigners and 
Mexicans) is endogenized too, as is the relevant relative price, the real 
exchange rate. 

Consider first aggregrate supply. For any given capital stock, 
aggregrate supply of non-oil Mexican goods depends on their relative price 
against foreign final goods (the real exchange rate e), the real wage w, the 
relative price of imported intermediate goods in terms of foreign final goods 
pI) and the stock of capital K: 

(Al) 

Adding oil revenues and subtractinj interest payments on external debt yields 
national income y = y

00 
+ OR - r*s e. Tomorrow's capital stock depends on 

today's plus net public and private investment: 

(A2) 

Aggregrate expenditure consists of private consumption C(r,yAT p'YAT T)' 
private investment Ipr(r,y

00
/K,K) and Government expenditure G. yAT; and' 

yAT Tare permanent and temporary after tax income. Thus with suppression of 
irrelevant arguments, the current account can be written as: 

CAS = FS + NPS(r,e) = FS + yAT - C - Ipr (A3) 

CAS is the surplus on the current account; the private sector's surplus of 
savings over investment, NPS=PS-PI, is shown as a function of the real rate of 
interest. 
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The presentation has until now focused on the current account, fiscal 
deficits, and the real rate of interest. But what about the real exchange 
rate? Popular discussions of the current account invariably involve the latter 
variable. This stems from the days where the current account was analyzed 
using partial equilibrium trade flow equations, with little attention for the 
underlying macroeconomic and intertemporal aspects. Within modern theory, and 
within our approach, the real exchange rate of course does have an impact on 
the current account, but in a much more ambiguous and indirect manner than in 
the standard open economy models inherited from the fifties and sixties.The 
approach adhered to here starts from the simple observation that the real 
exchange rate can be viewed as the relative price of Mexican (non-oil) goods 
(we will omit the "non-oil" qualification in the remainder of this section) in 
terms of foreign goods. The "market" which the real exchange rate clears 
(possibly only after periods of disequilibrium), is the market for Mexican 
goods. The real exchange rate is thus a static relative price in that it 
measures the rate at which two different (aggregate) commodities can be 
exchanged at a given moment of time. The real interest rate measures the rate 
at which commodities can be exchanged at different moments of time, through 
savings or investment processes; it thus is an intertemporal relative price. 

Consider the determinants of aggregate demand and supply in that market. 
First aggregate demand for Mexican goods. One component comes from Mexican 
consumers (and investors). At a more appreciated real exchange rate (de< 0), 
Mexicans will tend to allocate their aggregate expenditure towards foreign 
goods rather than towards Mexican goods. Similarly, an appreciated real 
exchange rate will, ceteris paribus, cause . lower export sales ( foreign demand 
falls off). 

Aggregate supply of Mexican goods is l i kely to increase when the real 
exchange rate appreciates (again, de< 0), if only becau~e then intermediate 
imports will become cheaper in terms of mexican goods (see the econometric 
evidence presented below). Thus commodity market equilibrium can be written as 
follows: 

(A4) 

This concludes the sketch of the model structure; for more detail plus all the 
econometric estimates for Mexico see van Wijnbergen (1990). The next section 
discusses the relation between real interest rates, the real exchange rate and 
the current account, mostly to give the reader a feel for the model structure. 

A.2 The Real Exchange Rate, Interest Rates and the Current Account 

What about the current account? First note that the real exchange rate 
that equilibrates aggregate demand for Mexican goods with their aggregate 
supply, can . do so at any level of the· external deficit. An external deficit 
indicates that aggregate expenditure, by Mexicans but on foreign and domestic 
goods, exceeds aggregate income . It provides no indication however, that 
aggregate demand, by Mexicans and by foreigners, but now on Mexican goods 
alone , is in excess of aggregate suply of Mexican goods at the going real 
exchange rate. 

That does not mean that the real exchange rate and the current account 
are entirely unrelated. Figure l demonstrates how the current account, the 
real interest rate and the real exchange rate interact. Consider -first 



3 

commodity market e~ilibrium A4. Assume that at E commodity market equilibrium 
obtains. If Qne then moves to the left (the exchange rate appreciates, de<O), 
excess supply.develops. To restore equilibrium, demand need to be raised; one 
way of doing , that is lowering real interest rates; that raises demand for all 
consumption and investment goods, and thus also for domestic goods. The 
commodity market equilibrium locus thus slopes upward in r-e space. 

r 

n e 

Figure Al 

Consider next the combinations of rand e that will allow achievement of 
* a particular current account target, say CAS, for given fiscal policy. If at 

E that target is achieved, moving up (higher r) will lead to overachievement: 
higher real interest rates will, ceteris paribus, reduce private consumption 
and investment and thus lead to a CA improvement. Which way will the exchange 
rate have to move to bring the CA in line with its target? As theory suggests, 
and the empirical analysis presented below confirms, the answer is sometimes 
unclear. Theory suggests that for constant rate of time preference the 
exchange rate has no effect on the private consumption ( Razin and Svensson 
(1983)). The empirical analysis presented below shows that this is in fact the 
case for Mexico. on the other hand, investment will be affected negatively, 
mostly because of the impact on intermediate import prices of a devaluation, 
but this effect takes place with a one year lag only. In the short run the 
only effect at play is the negative impact of a real depreciation on aggregate 
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supply. lhus in the short run a real devaluation is in fact likely to 
deteriorate the current account. However, in the longer run ~he negative 
impact on investment will reverse this, like in the standard J-curve effect, 
although thrqugh a different mechanism. This means that to restore the CA to 
its target in the short run a depreciation is needed, but in the longer run an 
appreciation will be necessary, leading to a negative slope (fig. Al). Since 
this analysis has a medium run focus, we will concentrate on the case where 
the slope is negative. 

The left quadrant shows the link with economic growth. For given public 
~nvestment program, higher real interest rates lower private investment and 
therefore output growth n (NN slopes down). 

To show the mechanism at work, consider an exogenous increase in the net 
transfer the public sector needs to make to foreigners (a "debt crisis"). This 
has no direct impact on commodity market equilibrium, so the GM curve does not 
shift. However, for given private behavior and for given public policy, the 
current account would deteriorate by the amount of the transfer. To still hit 
the same target, real interest rates would need to increase to coax the 
private sector to provide a matching surplus, or the CA curve shifts up. At 
the new equilibrium, z, real interest rates are higher, and the real exchange 
rate has fallen. This real depreciation is necessary because of a reduced 
demand for home goods that the real interest rate induced cut in private 
expenditure leads to. The resulting terms of trade loss is called the 
secondary burden of the transfer. Finally, in the left hand quadrant we can 
see that output growth will slow down. 

4.2 An empirical Application to Mexico 

A Aggregate Supply and Aggregate Demand 

Consider first aggregate expenditure. Government expenditure, both on 
consumption and on capital goods, is considered a policy instrument. Private 
consumption expenditure depends on estimates of permanent and temporary 
disposable income, and on the after tax real rate of interest. The measure of 
permanent income is based on a simple trend regression of real disposable 
income on time, with a trend break from 1984 onwards (i.e. the decline in 1983 
is interpreted as a surprise). Disposable income equals GNP minus Government 
revenue plus the domestic real interest rate on Government debt times the part 
of domestic Government debt held outside the public sector. The results of 
this regression are: 

(1) log(yDR,t) = 2.19 + (0.063 - D83PLUS*0.017)*t 
(64.9) (21.3) (7.21) 

R2=0.96 DW=l.58 1965-1987 OLS 

Inflationary expectations are derived from a four year weighted average 
of actual CPI inflation rates. The predicted value of this weighting procedure 
is used in the calculation of real after tax interest rates. The nominal rate 
used is the nominal after tax time deposit rate series presented in . Gil-Diaz 
(1988) for 1965-1986, and the three month after tax time deposit rate for 
1987. With these definitions of temporary and permanent income and of the real 
interest rate, the econometric results for private consumption are: 
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(2) log(Cpr,t) = 5.18 - 0.44 log(l+rrTD,t) + 0.70*log(YDR T(t)) 
(25.6) (1.83) (4.41) ' 

+ 0.86*log(YDR,P(t))) 
(12.2) 

2 R =0.97, DW=l.14, 1970-1987 2SLS 

The results are promising; a coefficient with respect to permanent 
income, YDR P' that is highly significant, but not significantly different 
from one; a'coefficient on temporary income YDR T that is significantly lower 
than the coefficient on permanent income; and, !inally, a significant (at the 
10 percent level) and negative coefficient on the real after tax deposit rate. 
However, the low value of the DW coefficient indicates some remaining 
specification error. The regression results deteriorated significantly when 
the real exchange rate was included; that variable never received significant 
coefficients and was thus omitted. This finding has important consequences for 
the assessment of the impact of a real devaluation on the current account. 

The second interest sensitive component of aggregate expenditure is 
private investment (fixed capital formation). Private investment depends on 
real interest rates, the relative price of intermediate inputs and the output 
capital ratio as a proxy of capacity utiliation, for which no data are 
available before 1980. The real interest rate used is based on the pre-tax 
nominal interest rate reported in Gil-Diaz (1988); this rate is converted into 
a real rate using a VAR of GNP deflater inflation on its own past values going 
back three years, plus a constant term. The predicted values of this equation 
are used as proxy for inflationary expectations; this proxy, in turn, is used 
to derive the real interest rate, rr0NP. The measure of intermediate imports 
prices is the dollar-based unit-value of intermediate imports deflated by the 
dollar-based Mexican GNP deflater. This yields the following results: 

(3) log(Ipr,t) = 0.75 - 0.60*log(l+rr0NP(-l)) -0.26*log(l+rrr0NP(-2)) 
(0.80) (2.64) (1.05) 

+ 1.59*log(yt/Kt) - 0 . 30*log(PMint(-l))*E(-1)/P0NP(-l)) 
(7.18) (2 . 12) 

2 R =0.95, DW=l.23, 1970-1987 2SLS 

The results show a strong negative dependence of private fixed capital 
formation on real interest rates and on the relative price of intermediate 
imports in terms of final goods. Both enter with a lag, as should b~ expected; 
I is actual investment expenditure, not orders. 
pr Private investment and consumption expenditure plus total government 

expenditure and inventory accumulation (considered exogenous in the current 
version of the model) make up aggregate expenditure. 

Aggregate supply of non-oil Mexican goods depends on the beginning of 
period capital stock, on the relative price of intermediate imports and on the 
relative final price of Mexican goods in terms of an index of foreign 
competitors prices abroad. The latter is measured as an aggregate of the 
dollar-based WPI in Mexico's main trading partners, with 1980 export weights. 
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(4) log(yt/Kt) = - 2.02 + 0.39*log(PGNP/Pf) + 0.18*log(PGNP(-l)/Pf(-l)) 
(2.15) (5.51) (2.95) 

- 0.13*PDL(log(PMint(-l)/PGNP(-l)) 
(l. 64) 

2 R =0.96, DW=l.38, 1974-1987 2SLS 

The equation shows a strong positive response to the (inverse of the) real 
exchange rate: a real appreciation increases aggregate supply. Also, an 
increase in the relative price of intermediate imports or a decrease in the 
capital stock both lower aggregate supply. 

Aggregate employment, Nt, depends on the real product wage and on 
aggregate non-oil output: 

( 5) log(Nt)-log(Nt-l) = 0.006 
(1.11) 

- 0.13*(log(W/PGNP)- l og(W(-l)/PGNP(-l)) 
( 1.87) 

+ 0.54*(log(yt)-log(yt-i>> 
(5 . 22) 

2 R =0.67, DW=l.74, 1966-1987 2SLS 

A small negative real wage elasticity, significant at a ten percent level, and 
an income elasticity substantially below one . 

Next year's capital stock depends on this year's and on total fixed 
capital formation: 

The assumption of a four percent depreciation rate is based on SPP data with 
some correction for the likely understatement of true deprec i at i on in the 
national accounts in inflationary periods due t o· historical cost accounting 
practices. 

The intertemporal part of the model is r ounded out by the current 
account identity: 

* ( 7 ) CA= Yt + xoi1*Poil,$*E/PGNP - i 8 t,$E/PGNP - cpr,t - Ipr,t - Gt 

B Allocation of Expenditure and the Real Exchange Rate 

The part of the model presented in the previous section focused mostly 
on intertemporal trade. It thus dealt with the allocation of current 
production and expenditure over the present and future periods, rather than 
over domestic and foreign goods. In line wi th that focus, the most important 
relative price variable was the real interest rate. In this section, the focus 
is intratemporal trade, allocation of expenditure over current Mexican versus 
current future goods, and the relevant relative price variable is the real 
exchange rate. 
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Consider first the allocation of domestic expenditure over foreign and 
domestic goods. We do this by explicitly estimating import demand equations 
for the different import categories. The volume of capital goods imported, 
Mcap, depend~ on the relative price of capital goods imports versus investment 
goods in general (the GNP deflater for investment) and on aggregate 
investment: 

(7) 

l) ) 

log(Mcap) = 
14.11 - 1.12*log(P $E/PINV) - 0.74*log(P $(-l)E(-1)/PINV(-mcap, mcap, 

(5.93) (5.63) (2.72) 

+ 0.7l*log(I +I ) - 0.88*MQUSH(-l) 
(5.77) pr g (4.52) 

R2=0.94, DW=l.40, 1970-1987 2SLS 

The variable MQUSH is the fraction of i~ports covered by QRs; it is 
included in an admittedly crude attempt to capture to many changes in trade 
regime that have taken place in Mexico over the sample period. The results 
show relatively high elasticities, all estimated with great precision ( high 
t-statistics). The trade regime variable seems to pick up the degree of 
repressiveness of the trade regime: it enters with a strong negative sign. 

( 8) 

1) ) 

Consider next consumption goods imports, Mean: 

log(Mcon) = 
2.34 - 2.12*log(Pmcon $E/PCPI) - 1 . 23*log(Pmcon $(-l)E(-l)/PCPI(-

(0.94) ' (4.85) (2.7) ' 

+ 1.3l*log(C ) - 0.96*MQUSH(-l) 
(4.15) pr (2.54) 

R2=0.82, DW=l.54, 1970-1987 2SLS 

Once again high and significant price elasticities and a strong negative 
impact of the proxy for trade intervention. Finally demand for intermediate 
imports, Mint: 

(9) log(Mint) = - 18 . 7 - 0.64*log(Pmint $E/PGNP) + 2.84*log(y) 
(2.20) (5.29) ' (10.2) 

- 0 . 96*MQUSH(-l) 
(1.34) 

2 R. =0.91, DW=l.40, 1970-1987 2SLS 

This equation shows a somewhat lower, although highly significant price 
elasticity, and an unusually high income elasticity. 

One can deduce total demand for Mexican goods by domestic residents in 
any given period by combining the import demand equations with the equations 
for aggregate domestic expenditure, and scaling by the relevant relative 
prices. To complete the analysis of commodity market equilibrium in the market 
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for (non-oil) Mexican goods, an additional element is needed, however: foreign 
demand for Mexican goods or export demand. 

In the specification of the export demand equation, we assumed that 
Mexican expo~ters compete not so much with domestic producers in Mexico's 
export markets, but with other exporters to the same markets. This is a 
reasonable assumption, given that Mexico ' s two main export markets are the US 
and the EEC. Empirical analysis for other developing countries tends to 
confirm this view (cf Kharas (1988), Arslan and van Wijnbergen (1989)). This 
means that the relevant activity variable is aggregate imports into Mexico's 
export markets (weighted by their share in Mexico's total exports), and the 
relevant relative price variable is the ratio of Mexico ' s export price over 
the aggregate price index of imports into Mexico's export markets. This 
yields: 

(10) log(XDnoil/XDnoil(-1)) = 1.55 - 0.9S*log(RPXPF/RPXPF(-l)) 
(0.96) (2.79) 

- 0.12*log(RPXPF(-1)/RPXPF(-2)) + l.S0*log(MF/MF(-1)) 
(0.40) (3.38) 

- 2 R =0.59, DW=2.56, 1968-1987 2SLS 

where RPXPF=(Px $/PMF)' the dollar price of Mexican non-oil exports over the 
aggregate dollaf-based price index of imports into Mexico's export markets. MF 
is the volume of imports into those markets (again, weighted by each country's 
share in Mexico's total non-oil exports). Analysis of the error structure 
suggested estimation in terms of rates of change rather than of (log) levels. 
The equation performs reasonably well: significant price elasticities and a 
high, significant "income" elasticity. However it would probably be useful to 
distinguish different export markets. 

The model is completed by a commodity market clearing equation for 
current Mexican non-oil goods: 
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5 Fiscal Policy, Real Interest Rates and Debt Management 

5.1 Consolidated Domestic Public Debt, Operational Fiscal Deficits, 
and Finance Sources: Methodology of Calculation. 

A. The Domestic Public Debt Measure. 

Domestic public sector interest bearing debt is defined as the debt of the 
non-financial public sector (NFPS), which includes the federal government _and 
parastatals, and the Bank of Mexico (BM). The measure is obtained as the sum 
of: 

i) net credit (credit in domestic and foreign currency less monetary and 
non-monetary obligations) from commercial banks and development banks to NFPS; 

ii) financial instruments: bonds of NFPS held by the domestic private 
sector, including all financial intermediaries except BM; 

iii) net liabilities of BM with the domestic private sector, including 
banks. 

The data sources are: "Indicadores Economicos" (IE, published by BM) for 
ii), and the SIE-BANXICO database (also of BM) for i) and iii). The codes 
and/or names of the specific items entering the calculation and the 
calculation procedure is available in LOTUS (the file name is METHODOL.WKl). 

The conventional Mexican debt measure (BM) consolidates net domestic debt 
of NFPS with gross domestic debt of development banks. This implicitly values 
development bank assets at zero. While some development bank assets are of 
doubtful recovery, particularly those of Banrural, by no means all are. 
Hence, the BM debt measure overestimates public debt. On the other hand, our 
debt measure could either underestimate or overestimate it since we don't 
include net debt of development banks. If, for example, we value development 
banks assets with the private sector at par, their net domestic debt is 
actually negative. Since there is no information available to assess the real 
value of development bank assets we chose to exclude development banks from 
our debt measure. In any case, with the structural reforms which these 
institutions are undergoing, and with the possible exception of Banrural, the 
value of their assets is likely to get closer to their book value. 

The debt-GDP ratio shown in the main report was obtained averaging end of 
period nominal debt and dividing it by nominal GDP of the corresponding year. 

B. The Consolidated Nominal Deficit 

Consistency with our debt measure requires that we consolidate the deficit 
of BM with the deficit of the NFPS. Similarly, consistency requires that the 
BM deficit measure include as an expense all loans to the private and social 
sectors. Consolidation of the BM with NFPS implies: 
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a) adding the Central Bank deficit, measured here as the difference between 
interest expenses (mainly on bank's legal reserves) and interest receipts 
(mainly on net foreign assets) of BM, to the deficit of NFPS; 

b) eliminating interest expenses of NFPS originated in its debt held by BM 
from the interest service of NFPS. 

For interest receipts in a) we assumed the same interest rate on NFPS debt 
and BM net foreign assets. Data on the foreign interest servi~e of NFPS, 
obtained from IE, was, thus, multiplied by the ratio of net foreign debt (of 
NFPS and BM) to NFPS foreign debt to obtain the consolidated foreign interest 
service. Data on . BM net foreign debt was obtained from "Recurses y 
Obligaciones" of BM reported in IE and foreign debt of NFPS is Public and 
Publicly Guaranteed debt as reported by the World Debt Tables. 

For interest expenses in a) we employed figures on bank deposits at BM and 
we imputed an interest rate equal to 75 percent of: the interbank rate up to 
1987 and the CETES 28 days rate up to 1989. Data was obtained from IE. 

For b) we used NFPS debt with BM, obtained from IE, and imputed to it SO 
percent of the interbank interest rate until 1987 and the actual implicit rate 
on this debt provided to us by BM. 

Unlike the BM, our primary deficit measure deducts sales of public assets 
from revenue sources. Asset sales should clearly be included as a finance 
source in the capital account. 

C. Real Debt Service 

In order to calculate the consolidated operational (real) deficit we have 
first to replace nominal interest payments on debt by real interest payments. 

By -definition the real interest rate is: 

(1) r = (l+i)/(l+rr) - 1 

where: r is the real interest rate 
i is the nominal interest rate 
rr is the inflation rate 

Based on(;), and since we know both the rate of inflation and the nominal 
interest service on domestic debt (B), that is B*i, we can obtain the real 
interest service on debt (B*r) in the following way: 

(2) B*r = B*i - (rr/l+rr)*B*(l+i) (= B*i - rr*B*(l+r)) 

We refer 
correction. 
excluded in 

to the second term of the right hand side as the monetary 
The inflation correction of the real interest service rr*B*r is 

the BM measure. Note that since both rand rr were large in 
Mexico, at least in 1988-89, this term does make a difference. 
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Consistency in the calculation of the real debt service on foreign debt 
requires that we also subtract from the foreign nominal debt service the 
monetary cor~ection. 

The national CPI was used to measure domestic inflation and the United 
States producer pric~ index was the proxy for foreign inflation. The Mexican 
CPI inflation is measured December to December. 

Since the nominal interest service available measures interest along the 
year we employed average debt stocks to calculate the monetary correction of 
domestic and foreign debt. The ·nominal debt service was obtained from IE. 
Average exchange rates were used to convert the stock of foreign debt into 
domestic currency. 

-
D. The Consolidated Nominal and Operational Deficit: Finance Sources 

The consolidated nominal deficit (CND) and its finance sources can be 
expressed in simplified form as: 

(3) -PrS + B*i + e*F*i* = 6C + 6B + e*6F 

where: PrS 
e 
F 
B 
· * i 

is 
is 
is 
is 
is 

the primary 
the average 
the stock of 
the stock of 
the foreign 

(non-financial) fiscal surplus 
exchange rate 

foreign consolidated public debt 
domestic consolidated public debt 

nominal interest rate 
C is currency in circulation or non-interest bearing 

base money 
6 indicates the incremental operator, ·e.g., 6B = B+l - B 

Debt stocks Band Fare beginning of period stocks. End of period stocks 
are indic~ted with a +1 subscript. 

' 
To obtain the consolidated operational deficit (COD) we subtract the 

monetary correction of domestic debt from B*i and the monetary correction of 
* foreign debt from e*F*i: 

* * * (4) -PrS + [B*i - (rr/l+rr)*B*(l+i)] + (e*F*i - e*(rr /l+rr )*F*(l+i)] = 

* ( = -PrS + B*r + e*F*r =COD= 

* * * = 6C + [6B - (rr/l+rr)*B*(l+i)] + (e*6F - e*(rr /l+rr )*F*(l+i )] 

* where: rr is the foreign rate of inflation 
* r is the foreign real interest rate 

The right hand side of (4) can be rearranged so that the finance sources 
of COD are: the increase in currency in circulation and real changes in the 
stock of domestic and foreign debt (the first three terms of (4')). In this 
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case, we are left in the right hand side with two extra terms for which we 
provide an interpretation below. 

* (4') COD= 6C + 6(8/p) + e*6(F/p) + (rr/l+rr)*[B+l - B*(l+i)] + 

* * * + e*(rr /l+rr )*[F+l - F*(l+i )) 

where: p 
* p 

is the domestic price level 
is the foreign price level 

The expression in brackets of the penultimate term of (4') measures the 
portion of NCO, after netting out the domestic debt service, not financed by 
domestic debt. Similarly, the last term measures the portion of NCO, after 
netting out the foreign debt service, not financed by foreign debt. Since 
these expressions are multiplied by the rate of domestic/foreign inflation 
and, in turn, deflated by the corresponding inflation rates (i.e., divided by 
one plus the rate of inflation), the terms can be interpreted as the deflated 
value of the inflation erosion of NCO, excluding the domestic/foreign interest 
service, not financed by domestic/foreign debt respectively. The existence of 
these terms points to the fact that inflation not only is eroding the real 
value of nominal debt but also the real value of the deficit which is actually 
financed with debt. Thus, inflation is also reducing the real fiscal deficit 
which has to be financed through increases in real debt. 

In the case of Mexico, since the NCO excluding the domestic interest 
service has been negative, i.e., there was a fiscal surplus before domestic 
debt servicing, inflation actually led to a fiscal loss as it eroded the real 
value of the fiscal surplus. 

All this suggests that we could redefine COD by subtracting from it the 
- last two terms of (4 ' ); we shall refer to this measure as the adjusted 

consolidated operational deficit (abbreviated ACOD): 

' *1 * * (5) ACOD = -PrS - (rr/l+rr)*[B+l - B*(l+i)) - e*(rr l+rr )*[F+l - F*(l+i )) 

* + B*r + e*F*r = 

* = 6C + 6(8/p) + e*6(F/p) 

In the text, the finance sources refer to the finance sources of ACOD, 
i.e., the real changes in domestic and foreign debt plus the increase in 
currency in circulation (recall that interest bearing monetary base is part of 
debt). 

Note that ACOD is a truly inflation-adjusted public sector deficit because 
it expresses all the deficit components, that is, the primary deficit or 
surplus, debt service and finance sources in currency units of the beginning 
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of the period. To see this assume, for simplicity, no money or foreign 
finance in which case ACOD becomes: 

(6) ACOD = -PrS -(rr/l+rr)*(-PrS) + B*r = 

= -PrS/(l+rr) + B*r = B+l/(l+rr) - B 

If PrS is a continuous flow with a constant rate of real flow, e.g., 
without inflation the nominal flow of PrS will be evenly distributed within 
each period, and a constant rate of inflation within each period, then 
PrS/(l+rr) measurea the primary surplus in currency units of the beginning of 
the period. 

In the calculation of finance sources of ACOD foreign public debt is 
calculated as a residual. All deficit and -deficit finance measures are 
expressed as percentages of GDP. 

In Figure 2a of the main report we show three consolidated operational 
deficit measures: the real measure, corresponds to COD; the old measure, which 
is COD without the monetary correction of foreign debt and includes gross 
doemstic lending of development banks as part of the deficit; and the adjusted 
real measure, which corresponds to ACOD. The old measure is close but not 
equal to the BM measure; the differences are: the consolidation of BM, the 
different approach in the inflation correction of domestic debt (see eq. (2)), 
and the exclusion of public asset sales from revenue. In Figure 2b we show 
finance sources of ACOD as described above. 

5.2 Risk Premia Breakdown: the Formal Framework 

Arbitrage between domestic and foreign assets implies that the risk
adjusted expected nominal rate of return on a domestic asset must equal · the 
foreign riskless rate of interest after taking into account the impact of the 
expected nominal exchange rate devaluation on the principal and on the 
interest: 

where: R. 
i 

is the nominal return of return of asset i 

oj is the risk factor j 
a .. is the sensitivity of the return i to one unit of risk 

1J 
factor j • R is the riskless foreign nominal return 

E is the expected rate of devaluation 

If we compare two domestic assets one of which, say asset k, is linked or 
indexed to the currency of the safe asset (e.g., the dollar), then, assuming 
that the same set of risks affect the principal and the interest of the 
dollar-linked asset, from (1) arbitrage implies: 
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For example, if we compare the CETES nominal rate and the Pagafes nominal 
rate (in this case asset k), and we assume that the only differential risk 
attribute is that the CETES rate has a devaluation uncertainty premium rr*a 
which the Pagafe ra~e has not, it follows: 

Hence, since both Ri and Rk are known, for a given ewe can estimate a*a, 
the exchange rate risk premium, or viceversa. The problem, of course, is that 
e is not directly observable, except from surveys. In Annex 3 we propose a 
method to estimate simultaneously e and a*a based on the assumption that e is 
characterized by a binomial diostribution. 

Another interesting case is the comparison of the Pagafe interest rate, a 
dollar-linked domestic rate, and a safe foreign asset interest rate, say a one 
month us Treasury Bill. In this case, since there is no exchange rate risk, 
(1) becomes: 

The risk factors a . include, primarily, risks of explicit government 
repudiation through n~w taxes or through the creation of an artificially low 
exchange rate for servicing dollar-linked domestic obligations. 

In the case of inflation-indexed domestic debt R1 becomes a state
contingent return: 

where: rr is the rate of inflation 

Arbitrage also establishes a relationship between nominal peso-denominated 
domestic assets and real (inflation-indexed) domestic assets, e.g., in the 
case of Mexico, the CETES rate and the Ajustabonos rate respectively. If the 
sole source of differential risk between CETES (asset i) and Ajustabonos 
(asset 1) is the inflation uncertainty factor a, it then follows that: 

where: rr8 is the expected rate of inflation 

In this case, since both Ri and r 1 are known, we can estimate the inflation 
uncertainty premium a*a, assuming knowledge of rr8

, or viceversa. 

Finally, we can compare real domestic interest rates and real foreign 
interest rates. The interest differential must equal the sum of the expected 
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real devaluation (which takes into account both domestic and foreign 
inflation) and the real exchange rate risk premium. 

( 7) 

5.3 

where: T" is the expected real devaluation 
* r is the real foreign real interest rate 

a' is the real exchange rate risk factor 
a' is the sensitivity coefficient 

A Model of the Probability of a Devaluation and Exchange Rate 
Risk. Econometric Results. 

We assume that an unscheduled (not preannounced) exchange rate devaluation 
xt has the binary distribution: 

(1) = x (constant) with probability 
= 0 with probability 

Thus, the expected value of xt is: 

And its variance is: 

(3) o(xt) = E(xt2 ) - [E(xt)]
2 = 

= x2*Pt - x2*Pt2 

Pt t = 1 •.. T 
(1 - Pt) 

The total expected devaluation has a certain component, the preannounced 
devaluation rate xtP' and an uncertain component, xt: 

Thus, the Cetes-Pagafes interest differential adjusted for the preannounced 
rate of devaluation (based on equation (3) of Annex 2), and taking the 
variance of xt as the proxy for exchange rate risk, is: 

(S) Ri - Rk*(l + xtP) - xtP = Rk*E(xt) + E(xt) + a*o(xt) = 

= Rk*(x*pt) + x*pt + a*(x2*Pt - x2*Pt2l 

from (2) and (3) 

We now focus on the particular case in which the probability of a 
devaluation of size x, pt, is described by the following process: 
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where: r 1 , r 2 and r 3 are constant coefficients 
y is the ratio of domestic government liabilities maturing 

in the month less foreign reserves of the Bank of Mexico 
z , is net public debt (including the Bank of Mexico) or, 

alternatively, the real primary fiscal surplus 

Whiley measures the ability of the Bank of Mexico to resist a speculative 
attack on the currency, the evolution of z (the stock of debt or the primary 
fiscal surplus) captures fiscal consistency and, in the case of domestic debt, 
the potential incentive of the Treasury to erode its debt through devaluation
induced devaluation (see main report for a broader discussion). 

If, for example, the expected devaluation xis 30 percent, we could 
substitute x and Pt from (6)) in (S): 

(7) Ri - Rk*(l + xtP) - xtP = 

= Rk*(0.3*(r1 + r 2 *yt + r 3*zt)) + o.3*(r1 + r 2 *yt + r 3 *zt) 

+ a*{0.32 * - 0.3 2*(r1 + r 2 *Yt + r 3*zt) 2 } 

If we add an error term to (7) we can run a non-linear regression and 
obta~n estimates for the coefficient a, i . e., the sensitivity of the interest 
differential to the variance of xt or coefficient of risk aversion, and the 
coefficients r 1 , r 2 and r 3 . 

The regression included three dummies: one for the July 1989 announcement 
of the foreign debt reduction agreement under the Brady Initiative; one for 
the one peso a day slide against the dollar starting in January 1988; and one 
for the months of transition to the Pacto between December 1987 and February 
1988. The regression run was: 

( 8) R. - R *(l + 'x p) - x p = 
1. k t t 

= Rk*(0.3*(rl + r2*Yt + r3*Zt)) + 0.3*(rl + r2*Yt + r3*Zt) 

+ a*{0.32* - 0.32*(rl + r2*Yt + r3*Zt)2} + ~1*D1 + ~2*D2 + ~2*D3 + T 

T 

~ l' 
y 

is a dummy for the July 1989 debt agreement 
is a dummy for the 1989 one peso a day devaluation 
is a dummy for the December 1987 to February 1988 
transition to the Pacto 
is an independently distributed normal variable 
~ 2 ~ 2 are the dummy coefficients 
is'government debt maturing in the period less foreign 
reserves 

z is the stock of real government debt or the real.primary 
fiscal surplus 
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Since th' interest rates are measured end of period (month) and the 
preannounced deval?ation xtP corresponds to the following month the regressors 
are not lagged. 

To eliminate serial autocorrelation the_ dependent variable was included 
lagged as a regressor. The notation for its coefficient in the regression is 
c5. 

The expected signs for the coefficients are: 

(9) a > 0 r 3 > 0 , ~l < 0 , ~ 2 < 0 , c5 > 0 

The regression was first run for the period March 1987 to October 1989 
using monthly data. Prior to 1987 there were no interest rate data of 
Pagafes. 

The model was estimated employing the non-linear least squares technique 
with Micro-Tsp. The results on this regression for the 1987.03-1989.10 are 
reported in Table A.3.1: 

Table A.3.1: Basic Regression (8) with y and z. 

a) z = Domestic Public Debt 

coefficient 

a 0.448 

rl -15.014 

r2 1. 750 

rJ 3.860 
~1 -0.041 
~2 -0.868 
~3 
c5 

R-squared 
Adjusted R-sq. 
D-W stat. 
Log likelihood 
SSR 

1.464 
0.425 

0.948 
0.932 
1.679 
9.240 
1.051 

F-stat. 62.338 

Sample: 1987.03 1989.10 
Method: NLS (TSP.MICRO) 

T-stat. 

5.14 
-3.35 

4.80 
3.48 

-0.29 
-4 . 54 

5 . 37 
5.36 



b) z = Real Primary Fiscal 

coefficient 

a 

rl 
r2 
r3 
(31 
(32 
{33 
0 

R-squared 
Adjusted R-sq. 
D-W stat. 
Log likelihood 
SSR 
F-stat. 

9.993 
0.436 
0.202 

-2.186 
-0.122 

0 . 164 
0.659 
0.744 

0.951 
0.937 
1.931 

10 . 394 
0.978 

67.259 

10 

Surplus i . 
T-stat. 

1.37 
2.42 
2.94 

-1.87 
-0.84 

1.08 
3.55 
6.83 

The regression was also run for the 1988 . 03-1989 . 10 period. In this case, 
though, the variables y and z were statistically insignificant. However, two 
other variables were significant and at least in one case with the expected 
sign: the maturity of domestic debt (m), with a negative sign; and a stock 
market price index (s), with a positive sign. A longer maturity reduces the 
probability of a devaluation for similar reasons as variable y did. A higher 
stock market price index could raise the probability of a devaluation because: 
i) it reflects expectations of higher economic activity and, hence, a lower 
trade surpl us in the future; ii) it lowers the rate of return on equity and, 
hence, raises demand for foreign assets and, with it, the prospects of a 
devaluation. The corresponding regression, based on equation (9) below, was 
obtained after eliminating sequentially statistically insignificant variables, 
and is reported in Table A.3.2. Note that the r i sk aversion coefficient was 
statistically insignificant. 

( 9) R~ - R *(l + X p) - X p = • k t t 

Table A.3 . 2 Results for 1988-1989. Basic Regression (9). 

coefficient T-stat. 

-0.241 -0.70 
-0.009 -2.87 



r3 0.0004 
~l -0.177 
~2 0.010 
0 , 0.206 

R-squared 
Adjusted R-sq. 
D-W stat. 
Log likelihood 
SSR 
F-stat. 

0.882 
0.840 
1.882 

26.970 
0.078 

21 . 002 

Sample: 1988.03 1989.10 
Method: NLS (TSP.MICRO) 
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2.90 
-2.17 

0.17 
5.47 

One problem with the regressions results in Table A.3.1 is that the implied 
probability of devaluation did not lie between zero and one. On the other 
hand, the regression in Table A.3.2 did led to estimated probabilities in the 
0 to 1 range. The average estimated probability of an assumed 30 percent 
devaluation was 45 percent in the period 1988 . 03-1989.10, i.e., the average 
expected devaluation was 13.5 percent. The average expected devaluation 
oscillated from an average of 16.2 percent in 1988.03-1988.09, to 11.1 percent 
in 1988.10-1989.07, and to 20.7 percent in 1988.08-1989.10. While the average 
probability is relatively high, it is conditional on the 30 percent point 
devaluation. It would have been half that level if we assumed that investors 
expected a 60 percent unscheduled devaluation in case the Pacto was abandoned. 

Since the average interest differential between Cetes and Pagafes (adjusted 
by the preannounced devaluation) was of 17.12 percentage points, and the 
average expected devaluation was of 13.5 percent, we can ascribe the 
difference the exchange rate uncertainty premium. Estimated in this way the 
average exchange rate uncertainty premium was 3.2 percent, which is 18.7 
percent of the Cetes-Pagafes interest differential. 

Finally, in order to constrain the estimated probability to lie between 0 
and 1, we also tested a logistic form for the probability of a devaluation: 

where: r 1 , r 2 and r 3 are constant coefficients 
w is the real exchange rate 
z is government debt maturing in the period less foreign 

reserves 

By replacing (10) rather than (6) in (8) we get the following regression: 
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= (l + Rk)*0. 3*(l/[l+e<rl+r2•wt+r3•zt)l) 

+ a*{0. 3 2* _ 0 _32*(l/[l+e<rl+r2•wt+r3•zt) 1)2} + 

In Table A.3.3 we report the regression results of (11) after eliminating 
the statistically insignificant sensitivity coefficient a and the variable z, 
i.e., in the regression reported the probability of a devaluation depends only 
on variable w. All regressions were run for the 1988'.03 1989.10 period (they 
did not yield significant regressors for the 1987-1989 period). 

We also tested variables y and z but the regressions with these variables 
were statistically insignificant. With a logistic specification, the non
linear least square estimation is very sensitive to the initial values 
ascribed to the parameters. Further research may lead to more suitable 
initial values for these parameters. 

Table A.3.3 Results for Basic Regression {lll with a=0 for variable w. 

coefficient 

rl 
r2 
{31 
{32 
0 

R-squared 
Adjusted R-sq. 
D-W stat. 
Log likelihood 
SSR 
F-stat. 

29.293 
-0.216 
-0.081 

0.074 
0.163 

0.860 
0.823 
1.707 

25.261 
0.094 

23 .119 

T-stat. 

1.89 
-1.87 
-1.59 

1.45 
4.60 

Sample: 1988.03 1989 . 10 
Method: NLS (TSP . MICRO) 

Note that the real exchange rate has the "wrong sign", i.e., a more 
appreciated real exchange rate reduces the probability of a devaluation. This 
may well be due to bad starting values for the paarmeters in the non-linear 
estimation. One possible economic explanation for the "wrong" sign of the 
real exchange rate is that after corrective relative price adjustments or 
policies that improve the fiscal balance take place, there is a cushion for 
domestic prices to rise relative to the dollar. This cushion allows the real 
exchange rate to appreciate, while pr1Jviding a safety net for capital inflows. · 
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Expectatio~s of these inflows, in turn, lead to reduced short term devaluation 
expeptatioris. Of course, if new fiscal adjustments don't take place capital 
outfiows may follow, thus, reversing their initially favorable-effect on 
devaluation ~xpectations. 

5.4 Explicit Debt Repudiation. Econometric results 

In order to assess the role of fiscal policy, approximated by the primary 
fiscal surplus, on perceived risks of domestic debt r epudiation, measured by 
the Pagafe-US Treasury Bill interest different i a l , we run the following 
regression, which results are reported in Table A. 4 .1 : 

a 

/31 
{3 2 
rl 
r2 

where: ip is the annualized Pagafe interest rate 
. tb is th~ short term us Treasury Bill interest rate l. 

a is a constant term 
X is the real primary fiscal surplus lagged two months 

/31, {3 2 are the coefficients of X and the lagged interest 
differential 

Dl is a dummy for the foreign debt agreement (it takes 
value 1 from July 1989 onwards) 

D2 is a dummy for the December 1987 February 1988 period of 
transition to the Pacto 

r 1 , r 2 are the coefficients of Dl and D2 

Table A.4.1. The Pagafe-US Treasury Bill Interest Differential. 

Sample: 1987.03 1989.12 

Coefficient t-statistic 

10.132 2.92 
-31. 780 11.39 

0.721 8.17 
-2.253 -0.97 

9.615 2.83 

Sample: 1987. 03 198-9 .12 

Coeffic ient 

15 . 268 
-26.274 

0.504 
-5 . 957 

t - statistic 

4.47 
-2.26 

5.00 
-2.53 

R-squared 
Adjusted R-sq. 
D-W stat. 

0.793 
0.764 
1. 731 

0 . 793 
0.758 
1.031 

Log likelihood 
SSR 
F-stat. 

-99.759 
696.534 
27.730 

-60 . 369 
311. 461 

22 . 954 
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i Method: LS (TSP.MICRO) 

The regre~sion shows that higher primary fiscal surpluses have led to a 
lower interest differential between Pagafes and US Treasury Bills. 

5.5 A Model to Evaluate Debt Maturity. Econometric Results. 

Below we present a model to assess the impact of an exchange of medium term 
debt (Bondes) for short term debt (Cetes), i.e., a lengthening of the maturity 
of debt, on the cost of public debt service. 

For simplicity we only consider two types of bonds, Cetes and Bondes, which 
accounted for more than 90 percent of public bonds in late 1989. The debt 
service is therefore equal to: 

where: OS approximates total domestic debt service 
.ab, Be are the stocks of Bondes and Cetes respectively 
ib' ic are the nominal interest rates of Bondes and Cetes 

By chasing appropriate units of measurement for the average maturity of 
debt T we can ensure that a debt exchange of Bondes for Cetes raises the 
average maturity of debt T by one: 

where: d before a variable indicates the time derivative 
Tis the average maturity of debt 

The impact of the debt exchange or, equivalently, the increase in T, is 
therefore: 

In simplified way, and under arbitrage, the interest rate of Cetes is equal 
to (see Annex 2): 

. * * (4) ic = r + E + r *E 

* where: r is the foreign interest rate 
E is the expected rate of exchange rate devaluation 

In turn, the Pagafe interest rate differs from the cetes rate due to the 
long term liquidity/uncertainty premium: 

where: s is the liquidity/uncertainty premium 
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Finally, we introduce the functions which characterizes and e. These 
functions, which rationale is discussed in the main report, are tested 
econometrica~ly below. We postulate thats depends positively on the maturity 
T, and e depends negatively on T: 

(6) s = s(T) 

(7) e = e(T) 

s' > O 

e' < 0 

where: ' indicates the derivative with respect to T 

Substituting (4) to (7) in (3) we get: 

(8) d(Bb*ib + Bc*ic)/dT = (ib - ic) + Bc*(l + r*)*e' 

+ Bb*{s'*(l + ic) + e'*(l + r* + s + r**s)} 

In order to compute (8) we need estimates fore' ands'. To estimate these 
parameters we run the following regressions which results are reported in 
Table A.5.1. Note that we approximate the expected devaluation e by the 
Cetes-Pagafe interest differential. 

where: 01 is a dummy for the July 1989 debt agreement 

02 is a dummy for the 1989 one peso a day devaluation 

DJ is a dummy for the December 1987 to February 1988 
transition to the Pacto 

ip is the Pagafe interest rate 

Regression (10) does not have the third dummy because due to lack of data 
of s we could only run it for the 1988.03 1989.12 period. Regression (9) was 
run for the 1987.03 1989.12 period. Both regressions were run with Ordinary 
Least Squares. The- results are reported below. 

Table A.5.1. The Impact of Debt Maturity. 

1. Regression (9) 

Sample: 1987.03 1989.12 

Coefficient t-statistic 

a 46.017 2.31 



/31 0.602 

/3 2 -0.342 

rl 18.059 

r2 2-0.547 

r3 39.675 

R-squared 
Adjusted R-sq. 
D-W stat. 

0.877 
0.854 
1.139 

Log likelihood 
SSR 
F-stat. 

-148.8 
12609.6 

39.802 

2. Regression (10) 

4.44 
-2.02 
1.10 
1.31 
2.34 

sample: 1988.03 1989.12 

Coefficient t-statistic 

a 1.143 

/3 l 0.199 

/3 2 0.010 

rl -1. 379 

r2 -1.240 

R-squared 
Adjusted R-sq. 
D-W stat. 
Log likelihood 
SSR 
F-stat. 

0.609 
0.517 
1.788 

-18.753 
7.085 
6.630 

1.70 
1.10 
1. 94 

-2 . 60 
-2 . 46 

Method: LS (TSP.MICRO) 
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Figure lo in the main report is derived from (8) by replacing the estimates 
of E' ands' reported in Table A.5.1, i . e., the {3 2 estimates. All results are 
discussed in the main report. 
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6 Poverty: Concepts and Measurement 

6.1 Operational Measures of Poverty 

I 

Denote by~ the monetary line of extreme poverty; this is the minimum income required for a 
household of given age and sex composition, and the environment in which it lives, to purchase 
sufficient food to avoid undernutrition. Denote by z2 the monetary line of moderate poverty ; 
this line exceeds the line of extreme poverty by the cost of the necessities beyond those 
included in~ that given the national wealth, everybody should have access to. Given a 
poverty line (either~ or z2), it is necessary to aggregate the level of poverty of the 
different individuals. An index of poverty that can serve as a summary statistic about the 
level of poverty is useful for three reasons. One, it can provide quantitative answers to the 
questions posed in Section 3.1.2. Two, it can help determine how poverty changes overtime; a 
poverty program needs to monitor how much progress is being made, and tracking an index of 
poverty is a simple and practical way of systematically doing such evaluation. Three, it can 
play an important role in ranking regions in the allocation of resources for poverty (as · 
discussed more fully in section 3.4.4). Of course, a single index may fail to be a sufficient 
statistic of all dimensions of poverty: unavoidable, relevant information gets lost in the 
aggregation process. Yet indices, properly used, give useful insights. To provide 
quantitative assessments of the extent of poverty, and to provide a mechanism by which 
progress . in poverty alleviation can be monitored, this appendix discusses some properties of 
poverty indices. 

We begin by noting two desirable axioms that an index of poverty should satisfy (Sen 
( 1976)): 

Monotonicity: given other things, a reduction in the income of a poor household must increase 
the poverty index. 

Transfer: given other things, a pure transfer of income from a poor household to any other 
household that is richer must increase the poverty index. 

These two axioms can be discussed with reference to figure 25 in the text, where two 
distributions are plotted . Note that in both cases the number of people living in poverty is 
the same, so that the three distributions have the same head-count ratio (H = q/n). Yet, lt 
is intuitive that the poverty situations described by these distributions are different: 
clearly, f 2 (y) is better in the sense that the poor are, all of them, less poor than in 
f 1 (y). Yet, the head-count ratio would not indicate this . Moreover, if the income of any 
poor household (or all!) increased, but still remained below the poverty line z, the 
head-count ratio would remain invariant. Evidently, however, poverty would be less. The 
poverty level of all the people below the poverty line z is not the same. Those close to q 1 

are almost non-poor, while those close to the origin are the poorest of all. A different 
phenomenon is illustrated by distribution f 2 (y) in figure 24. Yet, the head-count ratio 
provides no information about this. Statements like "x number of Mexicans are poor" or "y % 
of Mexicans are living in poverty" are therefore only partly useful. The problem with the 
head-count ratio is that it says nothing about the severity (or depth) of poverty nor about 
the distribution of poverty. Put differently, the head-count ratio satisfies neither the 
monotonicity axiom (severity of poverty) nor the transfer axiom (distribution of poverty). 

Foster, Greer and Thorbecke (1984), FGT, have developed a class of poverty indices that 
incorporate these concerns. Define the poverty gap for the ith individual, gi, as: 
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The FGT poverty index, denoted by P(a,z), is: 

q 
(2) P(a,z) = 1/n l: 

i=l 

a 

for a:::: O. 

where q is the number of individuals for which gi is positive, i.e., the number of people 
below the poverty line. The value of a is interpreted as a measure of societies' aversion to 
poverty; for higher values of a greater weight is attached to the poverty gap of the poorest 
individuals. FGT show that for a> 0 P(.) satisfies the monotonicity axiom, while for a> 1 
P(.) satisfies both axioms. 

The FGT index has a number of properties that make it useful for policy purposes. In 
particular, P(.) is additively decomposable, with population shares as weights: Hence, the 
national poverty index can be deco~posed into a series of regional poverty indices which 
measure the contribution that poverty in each region makes to the national total. In 
addition, for special values of a various well-known measures of poverty are obtained. Note 
first from (2) that for a= 0 we have: 

(3) P(O,z) = q/n = H e: [ o., 1 l 

Similarly, for a= 1 we have: 

q 
(4) P(l,z) = (1/n.z). l: gi' 

i=l 

,i.e., the head-count ratio. 

Now, the total income required to eliminate poverty is given by l:gi. This allows us to 
define the income-gap ratio, I, as: 

q 
(5) I = l: gi/q.z 

i=l 

It follows that: 

I e: [O,l] 

(6) P(l,z) = H.I = P(O,z).I 

i.e., P(l,z) is the income-gap ratio normalized by the head-count ratio. As opposed to 
P(O,z), P(l,z) is sensitive to the severity of poverty. However, neither of the two are 
sensitive to the distribution of poverty, i.e., they do not satisfy the transfer axiom. 
However, the index: 

(7) P(2,z) 
q 2 

= ( 1/n) .l: (gi/z) • 
i=l 

satisfies both axioms. As a result, we use it as the basic index of poverty in the remainder 
of the paper. 
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Since P(.) is an index, it provides, by itself, little information. However, as mentioned 
above, P(.) is additively decomposable. Thus, let the total population of the country, n, be 
divided into m regions, with n. (j = 1,2, .•.. m) individuals in each region. For concreteness, 
think of mas the numper of stltes in Mexico, so that nj is the population of each state. FGT 
show that P(2,z) can be re-written as: 

m 

(8) P(2,z) = l: (n . /n).P . (2,z), 
j=l J J 

qj 2 
= (1/n.) .l: (giJ. /z) , 

J i=l 

where: 

with q. denoting the number of poor individuals in the jth state, and gij the poverty gap of 
the ith individual in the jth state. Alternatively, let: 

m 
( 10) P ( 2, z) = l: Q . 

j=l J 

so that T . = Q./P(2,z) is interpreted as the (%) contribution of the jth state to national 
poverty. JOf c6urse, this decomposition can be repeated a second time: the poverty index for 
any state, P.(2,z), can be written as the weighted sum of the poverty indices of the 
individual mlnicipios (counties) within the state (or, as in section IV below, of the urban 
and rural areas in the state). Since the index is additively decomposable at this second 
stage, the procedure yields a decomposition of total national poverty into the components 
accounted for by each state and, within each state, by each municipio. Thus a geographical 
poverty profile is constructed; this provides key i nformation to identify target regions for 
poverty programs. 

6.2 Sensitivity of Poverty Indices with respect to Level and Definition of 
the Poverty Lines. 

Table A.7 explores the sensitivity of P(.) to a 10% under or overestimate of~- We find 
that P(0,.9*~) is equal to 14.6%, while P(0,1.1*~) is equal to 21'.5%. Since~ was already 
somewhat high, the above results would mainly indicate that about 15% of the population was 
below the line of ultra-poverty . But, as we have tried to emphasize, given the significant 
differences in the depth and distribution of extreme poverty, the relevant values are not for 
P.(O,.) but for P . (2,.). From this angle table A.7 shows that regional poverty profiles are 
n6t tqo sensitiveJto the value of z. Comparing P.(2 , ~) with P . (2,.9*~) we can see that the 
contribution of the rural areas to national poverty increases 6nly slightly, from 77 to 79%. 
In addition, the states and regions with the highest P.'s and T,'s are pretty much the same. 
Table A.8 presents a simple attempt to detect any seas6nal variations in extreme poverty a~d 
presents the values of P(2,~,t) where t = I,II,III,IV denotes the trimester in which a 
household was surveyed. The main finding is that, at least at this level of regional 
aggregation, there is no significant seasonal variation in the national distribution of 
extreme poverty. 
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6.3 Tables 

Table A.1 Sample Characteristics 
Table A.2 Lines of Moderate and Extreme-Poverty 
Table A.3 Demographic Characteristics of Households 
Table A.4 Allocation of Monetary Expenditures 
Table A.5 Income Sources of Households 
Table A.6 Occupational Characteristics of Household Heads 
Table A.7 Sensitivity of Extreme-Poverty Indices 
Table A.8 Quarterly Indices of Extreme-Poverty 



5 

Table A.l 

Sample Characteristics 

State State Name Number of households sampled: 
Number Urban Rural 

01 Aguascalientes 163 0 
02 Baja California Norte 302 0 
03 Baja California Sur 152 0 
04 Campeche 271 0 
05 Coahuila 418 0 
06 Colima 157 355 
07 Chiapas 278 553 
08 Chihuahua 563 355 
09 Distrito Federal 1407 0 
10 Durango 145 0 
11 Guanajuato 447 398 
12 Guerrero 313 0 
13 Hidalgo 141 180 
14 Jaliso 1006 181 
15 Mexico 989 502 
16 Michoacan 470 180 
17 Morelos 226 208 
18 Nayarit 141 0 
19 Nuevo Leon 961 168 
20 Oaxaca 160 186 
21 Puebla 410 385 
22 Queretaro 286 195 
23 Quintana Roo 153 184 
24 San Luis Potosi 165 210 
25 Sinaloa 315 326 
26 Sonora 432 345 
27 Tabasco 152 0 
28 . Tamaulipas 430 545 
29 Tlaxcala 157 189 
30 Veracruz 653 786 
31 Yucatan 159 0 
32 Zacatecas 284 221 

Total 12306 6652 

Total 18958 
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Table A.2 

Lines of Moderate and Extreme-Poverty 

~ist of Necessities 

1. Food 
1.1 nutritional basket 
1 . 2 other food consumed at home 
1 . 3 food consumed outside home 
1.4 eating & preparation utensils 

2. Housing 
2.1 maintenance & depreciation 
2.2 financial amortization 
2 . 3 water & electricity 
2 . 4 real estate taxes 
2 . 5 furniture, blankets and similar 

3. Health 
3 . 1 medicines 
3.2 house and personal cleaning 

4. Education 
4.1 tuition 
4.2 school materials 

5. Culture and Entertainment 
5.1 books 
5 . 2 movies, vacation and similar 
5.3 radio, T.V., and similar 

6. Transport and Communication 
6 . 1 transport 
6.2 mail and phone 

Monetary Cost 

Moderate Poverty Extreme-Poverty 

41,863 41,863 
14,073 

6,680 
6,398 

12,237 
28,342 

4,498 
1,800 
4,576 

527 
9,108 

791 
1,287 

6 , 403 
24 , 516 

3,679 

10,107 
224 
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(table A.2 continued) 

7. Clothing 
7.1 clothing 
7.2 shoes 
7.3 belts, bags and similar 

8. Personal Needs 
8.1 shaving materials, deodorants and similar 
8.2 items for the house 
8.3 legal and other services 

Total in prices of March 1982 

(25% expansion factor for extreme-poverty) 

Total in prices of January 1984 

Total per trimester (* . 25) 

Total per capita (*l/4.9) = 

Poverty lines 

26,020 
6,270 

355 

4,84,0 
128 
411 

215,133 

635,512 

158,878 

32,424 

41,863 

52,328 

151,753 

37,9381 

7,742 

Source: For the line of moderate poverty Coplamar (1983); for the line of extreme
poverty own construction. 
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Table A.3 

Demographic Characteristics of Households 

Proportion Average Average Average Share Share 
Household Proportion of Female Education Household Number of of 

* Group of Headed of Size of Children Earners 
Households Households Household Children 

Head 

1 Urban 0.210 0.160 1.345 7.59 3.49 0.459 0.211 
Rural 0.789 0.065 1.081 7.11 3.25 0.457 0.208 

2 Urban 0.345 0.100 1. 756 7.52 3.26 0.433 0.229 
Rural 0.654 0.077 1.229 6.65 2.88 0.432 0.234 

3 Urban 0.381 0.104 1. 613 7.00 3.04 0.434 0.229 
Rural 0.618 0.090 1.549 6.25 2.73 0.437 0.239 

4 Urban 0.430 0.125 1.853 6.87 2. 71 0.395 0.242 
Rural 0.569 0.085 1.418 5.89 2.38 0.405 0.261 

5 Urban 0.485 0.152 2.026 6.37 2.42 0.380 0.261 
Rur·a1 0.514 0.092 1.539 5.84 2.20 0.376 0.279 

6 Urban 0.564 0.142 2.190 6.40 2.46 0.384 0.267 
Rural 0.435 0.118 1.479 5 . 59 2.06 0.368 0.281 

7 Urban 0.604 0.165 2.209 5.87 2.06 0.352 0.282 
Rural 0. 3-95 0.141 1.776 5.22 1.89 0.362 0.295 

8 Urban 0.659 0.147 2.481 5.98 1.99 0.333 0.284 
Rural 0.340 0.148 1. 783 5.07 1. 61 0.318 0.308 

9 Urban 0.666 0.120 2 . 625 5.51 1.84 0.334 0.301 
Rural 0.333 0.123 1.974 5.03 1.69 0.336 0.288 

10 Urban 0.683 0.120 2.683 5.58 1.83 0.328 0.302 
Rural 0.316 0.143 2.000 4.61 1.47 0.319 0.314 

11 Urban 0.706 0.140 2 . 817 5.21 1.62 0.310 0 . 310 
Rural 0.293 0.143 2.287 4 . 41 1.33 0.302 0.331 

(continued) 
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(table A.3, continued) 

12 Urban 0.699 0.144 3.126 5.03 1.52 0.303 0.324 
Rural 0.300 0.136 2.375 4.49 1.38 0.308 0.314 

13 Urban 0.746 0.156 3.124 4.79 1.34 0.279 0.340 
Rural 0.253 0.212 2.133 3.86 1.06 0.276 0.360 

14 Urban 0.787 0.152 3 . 293 4. 71 1.23 0.262 0.352 
Rural 0.212 0.189 2.413 3.99 0.88 0.220 0.369 

15 Urban 0.792 0. 1 67 3 . 584 4 . 46 1.13 0.253 0.366 
Rural 0.207 0 .22 3 2. 568 3. 60 0 . 86 0.239 0.405 

16 Urban 0.810 0.179 3 . 865 4.32 1.09 0.251 0.397 
Rural 0.189 0.161 2 . 733 3 . 42 o. 72 0.210 0.440 

17 Urban 0.848 0.199 4 . 107 3.86 0 . 92 0.238 0.417 
Rural 0.151 0.215 2.784 3 . 41 0.83 0.243 0.426 

18 Urban 0.828 0.201 4.592 3.55 0.81 0.227 0.460 
Rural 0.172 0.159 3.073 3.14 0.76 0.243 0.444 

19 Urban ·0.858 0.218 4.926 3.29 o. 71 0.217 0.482 
Rural 0.141 0.201 3.425 2. 71 0.44 0 . 162 0.534 

20 Urban 0.872 0.225 6.006 2.68 0.53 0 . 199 0. 571 
Rural 0.128 0 . 173 4.735 2 . 47 0 . 55 0 . 224 0.498 

* Households are grouped in twenty intervals with 5% of the sample each, and are ranked by 
increasing household per 9apita income. 
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Table A.4 

. * Allocation of Monetary Expenditures 

Household Food & Clothing Housing Transport & Education Other 
Group Beverages & Shoes Communication 

1 Urban 0.61404 0.05759 0.09506 0.04298 0.03446 0.15584 
Rural 0.59666 0.07961 0.07092 0.03731 0.02526 0.19021 

2 Urban 0.60266 0.07403 0. 08724 0.05445 0.03428 0.14732 
Rural 0.61258 0.08463 0.06126 0.04384 0.03044 0.16723 

3 Urban o. 59726 0.07278 0.09225 0.06436 0.03812 0.13521 
Rural 0.60959 0.08064 0.06420 0.05734 0.03043 0.15776 

4 Urban 0.60074 0.06208 0.08977 0.06828 0.04503 0.13408 
Rural 0.61080 0.07867 0.06060 0.05957 0.03262 0.15771 

5 Urban 0.59481 0.07332 0.08231 0.06776 0.05096 0.13082 
Rural 0.58500 0.09581 0.05482 0.06535 0.03735 0.16164 

6 Urban 0.58582 0.08108 0.08098 0. 07270 0.04767 0.13172 
Rural 0.59812 0.09331 0.05295 0.06690 0.03774 0.15096 

7 Urban 0.58817 0.06964 0.08489 0.07239 0.04736 0 .13752 
Rural 0.58669 0.09861 0.05675 0.06787 0.03651 0.15354 

8 Urban 0. 56718 0.07443 0.08308 0 . 08314 0.05526 0.13689 
Rural 0. 57297 0.10126 0.05506 0. 07198 0. 04119 0.15752 

9 Urban 0.55899 0.08052 0.08410 0 . 08107 0.05622 0.13907 
Rural 0.54828 0.09428 0.05130 0.09895 0 . 04017 0.16699 

10 Urban 0.56468 0.08409 0.08123 0.07907 0.05403 0 .13688 
Rural 0.55209 0.10872 0.05090 0.08173 0.04041 0.16612 

11 Urban 0.54973 0.08913 0.07413 0.09044 0.05882 0.13771 
Rural 0.54146 0.10080 0.06053 0.08932 0.04015 0.16771 

(continued) 
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(table K.4, continued) 

12 Urban 0.53467 0.08617 0.07905 0.09717 0.05871 0.14420 
Rural 0.51974 0.09365 0.05317 0.10534 0.04541 0.18267 

13 Urban 0.51844 0.08655 0.08225 0.10438 0.06200 0.14635 
Rural _0.50851 0.09424 0.04766 o.117l4 0.04507 0.18734 

14 Urban 0.50327 0.08745 0.07579 0.12288 0.06608 0.14450 
Rural 0.50566 0.09567 0.05574 0 .11322 0.06765 0.16205 

15 Urban 0.47749 0.09143 0.08027 0 . 12754 0.07006 0 . 15319 
Rural 0.48534 0.10312 0.05339 0.12411 0.05173 0.18228 

16 Urban 0.46976 0.09627 0.07827 0.12567 0.06853 0.16148 
Rural 0.46577 0.09507 0.04932 0.16346 0.04449 0.18187 

17 Urban 0.44086 0.08867 0.08093 0.14422 0.07586 0.16944 
Rural 0.45166 0.10298 0.04727 0.12743 0.07317 0.19746 

18 Urban o. 39871 0.09516 0. 08113 0.15021 0.08896 0.18580 
Rural 0.38918 0.10652 0. 04011 0.17169 0.05148 0.24100 

19 Urban 0.35585 0.09145 0.07498 0.18310 0.09644 0.19815 
Rural 0.35983 0.09311 0.04136 0.16189 0.07408 0.26970 

20 Urban 0.26344 0.07463 0.06881 0.23970 0.10353 0.24986 
Rural 0.22459 0.06447 0.02755 0.36034 0.04499 0.27804 

* . Rows add up to 100% except for rounding errors. 



Household 
. Group 

1 Urban 
Rural 

2 Urban 
Rural 

3 Urban 
Rural 

4 Urban 
Rural 

5 Urban 
Rural 

6 Urban 
Rural 

7 Urban 
Rural 

8 Urban 
Rural 

9 Urban 
Rural 

10 Urban 
Rural 

11 Urban 
Rural 

** Imputed Wages 

0.167 0.532 
0.240 0.345 

0.146 0.566 
0.231 0.374 

0.133 0.588 
0.227 0.357 

0.149 0.542 
0.213 0.381 

0.142 0.581 
0.215 0.346 

0.144 0.614 
0.207 0.405 

0.154 0.562 
0.190 0.373 

0.161 o. 572 
0.174 0.356 

0.157 0.601 
0.184 0.329 

0.161 0.585 
0.182 0.385 

0.167 0.563 
0.207 0.413 
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Table A.5 

* Income Sources of Households 

Own 
Business 

0.252 
0.364 

0.214 
0.339 

0.234 
0.355 

0.249 
0.326 

0.214 
0.342 

0.185 
o. 311 

0.217 
0.342 

0.212 
0.388 

0.174 
0.404 

0 . 186 
0.318 

0 . 194 
0.308 

Property 
Income 

0.003 
0 . 001 

0.006 
0.004 

0.004 
0.006 

0.004 
0.011 

0 . 010 
0.007 

0.007 
0.008 

0.008 
0.007 

0.005 
0.005 

0 . 014 
0 . 014 

0.009 
0.027 

0.010 
0.010 

(continued) 

Coopera- Transfers 
tives 

0.000 0.044 
0.001 0.047 

0.006 0.059 
0.002 0.049 

0.004 0.035 
0.001 0.051 

0.002 0.052 
0.001 0.066 

0.002 0.048 
0.004 0.083 

0.009 0.037 
0.003 0.064 

0.005 0.052 
0.001 0.085 

0.000 0.046 
0.002 0.073 

0.003 0.042 
0 . 016 0 . 047 

0.000 0.055 
0.004 0.081 

0.005 0.057 
0.001 0.058 

Other 

0.000 
0.000 

0.001 
0.000 

0.000 
0.001 

0.000 
0.000 

0.000 
0.002 

0.001 
0.000 

0.000 
0.000 

0.002 
0.000 

0.005 
0.005 

0.003 
0.000 

0.002 
0.001 

*** Mean 
Income 

41,531 
36,630 

58,133 
48,859 

63,473 
54,723 

72,306 
58,217 

79,417 
69,464 

86,078 
70,891 

90,186 
76,109 

104,876 
91,531 

104,896 
90,563 

114,270 
90,279 

120,046 
97,343 
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13 

14 

15 

16 

17 

18 

19 

20 

* 

** 

*** 

13 

(table A.5, continued) 

Urban 0.168 0.589 0.169 0.014 0.002 0.055 0.002 
Rural 0.196 0.367 0.343 0.014 0.006 0.071 0.000 

Urban 0.192 0.576 0.166 0.015 0.000 0.048 0.001 
Rural 0.209 0.292 0.396 0.009 0.001 0.090 0.001 

Urban 0.195 0.536 0.193 0.012 0.002 0.058 0.002 
Rural 0.185 0.382 0.368 0.023 0.000 0.040 0.001 

Urban 0.191 0.562 0.175 0.018 0.006 0.044 0.003 
Rural 0.186 0.410 0.281 0.009 0.018 0.095 0.000 

Urban 0.199 0.563 0.151 0.025 0.001 a.ass 0.004 
Rural 0.180 0.369 0.351 0.029 0.000 0.064 0.006 

Urban 0.212 0.539 0.152 0.022 0.000 0.069 0.004 
Rural 0.192 0.350 0.315 0.038 0.016 0.086 0.001 

Urban 0.204 0.512 0.182 0.032 0.002 0.063 0.004 
Rural 0.219 0.342 0.304 0.030 0.001 0.092 0.010 

Urban 0.217 0.535 0.141 0.029 0.001 0.065 0.012 
Rural 0.242 0.378 0.249 0.038 0.000 0.089 0.004 

Urban 0.238 0.443 0.159 0.078 0.001 0.064 0.016 
Rural 0.173 0.256 0.394 0.055 0.001 0.084 0.037 

Within each household group income shares for ur.ban and rural add up 
to 100% except for rounding errors. 

127,215 
106,920 

131,448 
110,084 

149,820 
122,989 

160,323 
124,833 

178,959 
136,712 

186,883 
164,343 

211,614 
189,852 

249,924 
207,328 

385,978 
330,926 

Imputed income is the monetary equivalent of own-consumption and gifts; see 
text. 

For a trimester, measured in pesos of January of 1984. -
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Table A.6 

Occupational Characteristics of Household Heads* 

un- non- Employer with non- member 
Household employ agri- agri- 1 to 5 > 6 self- remun- of 

Group ed cultural cultural employees employed erated coope-
worker worker worker rative 

1 Urban 0.032 0.063 0.043 0.001 0.000 0.069 0.001 0.000 
Rural 0.075 0.072 0.215 0.028 0.004 0.393 0.001 0.000 

2 Urban 0.048 0.135 0.043 0.006 0.000 0.104 0.003 0.005 
Rural 0.063 0.087 0.165 0.029 0.007 0.298 0.000 0.002 

3 Urban 0.040 0.160 0.064 0.003 0.001 0.110 0.001 0.001 
Rural 0.062 0.094 0.137 0.026 0.008 0.290 0.000 0.000 

4 Urban 0.059 0.182 0.046 0.009 0.000 0.131 0.001 0.001 
Rural 0.069 0.104 0.120 0.022 0.002 0.248 0.002 0.001 

5 Urban 0.083 0.222 0.050 0.008 0.001 0.118 0.001 0.000 
Rural 0.065 0.095 0.112 0.028 0.007 0.203 0.001 0.002 

6 Urban 0.066 0.286 0.057 0.005 0.001 0.145 0.000 0.003 
Rural a.ass 0.091 0.088 0.021 0.004 0.172 0.003 0.001 

7 Urban 0.096 0.304 0.034 0.014 0.000 0.152 0.001 0.003 
Rural 0.047 0.082 0.063 0 . 025 0.000 0.173 0.003 0.001 

8 Urban 0.104 0.342 0.033 0.023 0.003 0.151 0.002 0.000 
Rural 0.042 0.085 0.048 0.019 0.006 0.139 0.000 0.000 

9 Urban 0.097 0.375 0.025 0.022 0.001 0.141 0.002 0.002 
Rural 0.042 0.073 0.049 0.013 0.000 0.149 0.-001 0.004 

10 Urban 0.120 0.375 0.030 0.015 0.001 0.140 0.001 0.000 
Rural 0.049 0.088 0.054 0.017 0.001 0.099 0.003 0.003 

(continued) 
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(table A.6, continued) 

11 Urban 0.095 0.406 0.021 0.027 0.001 0.152 0.001 0.003 
Rural 0.040 0.091 0.040 0.016 0.003 0.100 0.003 0 . 000 

12 Urban 0.097 0.425 0.017 0.020 0.004 0.132 0.002 0.002 
Rural 0.052 0 . .086 0.031 0.009 0.002 0.115 0.001 0.002 

13 Urban 0.114 0.441 0.014 0 . 021 0.003 0.148 0.004 0.000 
Rural 0.042 0.054 0.029 0.022 0 . 003 0 . 099 0.002 0.000 

14 Urban 0.117 0.443 0.021 0 . 023 0 . 003 0.174 0.005 0.001 
Rural 0.037 0.064 0.016 0.021 0 . 003 0.068 0.001 0.000 

15 Urban 0.138 0.436 0.012 0.029 0.005 0.161 0-.004 0.004 
Rural 0.035 0 . 067 0.013 0 . 010 0 . 002 0.075 0.002 0.001 

16 Urban 0.149 0.488 0.010 0 . 033 0.002 0.122 0.003 0.000 
Rural 0.036 0.050 0.016 0.016 0.002 0.069 0.001 0.000 

17 Urban 0.169 0.508 0.007 0.041 0.002 0.116 0.003 0.000 
Rural 0.040 0.046 0.005 0.011 0.004 0.041 0.000 0.003 

18 Urban 0.158 0.466 0.008 0.046 0.005 0.138 0.002 0.003 
Rural 0.036 0.055 0.010 0.018 0.003 0.047 0.001 0.001 

19 Urban 0.178 0.517 0.009 0.037 0 . 004 0 .- 107 0.005 0.001 
Rural 0.031 0.049 0.009 0 . 011 0 . 002 0 . 037 0 . 000 0.000 

20 Urban 0.160 0.563 0.006 0 . 045 0.021 0.072 0.002 0.001 
Rural 0.017 0.049 0.005 0.017 0.007 0 . 029 0.001 0.001 

* Share of total household heads in each occupational category ; within each 
household g-roup shares add up to 100% except for rounding errors. 



16 

Table A.7 

Sensitivity of Extreme-Poverty Indices 

ex = 0 

.9*~ 1.1*~ 

P . Tj P. T. 
State J J J 

Rural Urban Rural Urban Rural Urban Rural Urban 

01 Aguascalientes * 0.0506 * 0.0033 * 0 .1176 * 0.0052 
02 B. c. Norte * 0.0102 * 0.0010 * 0.0175 * 0 . 0012 
03 B. c. Sur * 0.0169 * 0.0009 * 0.0169 * 0 . 0006 
04 Campeche * 0.0166 * 0.0016 * 0.0415 * 0.0027 
05 Coahuila * 0.0600 * 0.0087 * 0.0961 * 0.0095 
06 Colima 0 .1101 0.0188 0 . 0137 0. 0011 0.1746 0.0638 0.0147 0.0025 
07 Chiapas 0.4454 0.0630 0.0979 0.0059 0.6165 0.1343 0.0922 0.0086 
08 Chihuahua 0.3221 0.0449 0.0406 0.0084 0.4092 0.0651 0.0351 0.0082 
09 Distrito Fed. * 0.0131 * 0.0062 * 0.0346 * 0. 0110 
10 Durango * 0.0505 * 0.0028 * 0.1360 * 0.0051 
11 Guanajuato 0.3403 0.1779 0.0530 0.0305 0.4559 0.2633 0.0483 0.0307 
12 Guerrero * 0.1519 * 0.0176 * 0.2575 * 0.0203 
13 Hidalgo 0.2949 0.1583 0.0201 0.0087 0.4403 0.2265 0.0204 0.0085 
14 Jalisco 0.2818 0.0605 0.0174 0.0215- 0.4204 0.1208 0.0177 0. 02 ':t2 
15 Mexico 0.1942 0.0316 0.0379 0.0118 0.2730 0.0557 0.0362 0.0142 
16 Michoacan 0 .1115 0.2484 0.0073 0.0419 0.1981 0.3265 0.0088 0.0375 
17 Morelos 0.4555 0 . 0658 0.0395 0.0042 0.6131 0 . 1159 0.0362 0.0050 
18 Nayarit * 0.0846 * 0.0043 * 0 .1137 * 0.0040 
19 Nuevo Leon 0.0620 0.0280 0.0027 0 . 0095 0.0914 o. 05.65 0.0027 0.0131 
20 Oaxaca 0.2049 0.0738 0.0142 0.0042 0.3282 0 . 1169 0.0155 0.0046 
21 Puebla 0.2240 0.1236 0.0350 0.0191 0.3760 0.2030 0.0399 0.0213 
22 Queretaro 0.5799 0 .1728 0.0421 0.0191 0.7203 0.2505 0.0356 0.0188 
23. Quintana Rao 0.3333 0.0478 0.0254 0.0025 0.4209 0.0770 0.0218 0.0028 
24 s. L. Potosi 0.5995 0.0349 0 . 05 12 0 . 0021 0.7032 0.0697 0.0409 0.0028 
25 Sinaloa 0.0274 0.0443 0.0032 0.0051 0.0535 0.0923 0.0042 0. 0072 
26 Sonora 0.1306 0.0864 0 . 0154 0.0141 0.1981 0.1216 0.0159 0 . 0135 
27 Tabasco * 0.0097 * 0.0005 * 0.0304 * 0.0011 
28 Tamaulipas 0.2316 0.0440 0 . 0428 0.0057 0.3208 0.0598 0.0404 0.0053 
29 Tlaxcala 0 .1712 0.0914 0 . 0132 0 . 0052 0.3104 0.1076 0.0163 0 . 0041 
30 Veracruz 0 . 3266 0.0514 0 . 0979 0.0105 0.4460 0.1010 0 . 0910 0 . 0140 
31 Yucatan * 0.0459 * 0.0025 * 0 . 0682 * 0.0026 
32 Zacatecas 0.3095 0.1803 0 . 0295 0.0198 0.4628 0.2877 0.0300 0.0214 

Total 0.1465 0.7000 0.3000 0 . 2154 0.6637 0.3363 
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(continued) 

(table A.7, continued) 

a = 1 

. 9 *z. 1. l*z_ 

P . Tj P. T . 
State J J J 

Rural Urban Rural Urban Rural Urban Rural Urban 

01 Aguascalientes * 0.0079 * 0.0018 * 0.0225 * 0.0032 
02 B. c. Norte * 0.0018 * . 0.0006 * 0 . 0037 * 0.0008 
03 B. C. Sur * 0.0109 * 0.0021 * 0.0120 * 0.0014 
04 Campeche * 0.0016 * 0.0005 * 0.0066 * 0.0014 
05 Coahuila * 0.0145 * 0.0074 * 0.0257 * 0.0081 
06 Colima 0.0210 0 . 0075 0 . 009 0.0015 0.0429 0.0140 0.0116 0.0017 
07 Chiapas 0.1371 0 . 0125 0.1059 0.0041 0.2091 0.0281 0.1004 0.0058 
08 Chihuahua 0.1372 0.0139 0.0607 0.0091 0.1791 0.0215 0.0493 0.0087 
09 Distrito Fed. * 0.0020 * 0.0033 * 0.0058 * 0;0060 
10 Durango * 0.0154 * 0.0030 * 0.0283 * 0.0034 
11 Guanajuato 0.0995 0.0443 0.0544 0.0267 0.1559 0 . 0766 0.0530 0.0287 
12 Guerrero * 0.0344 * 0.0141 * 0.0669 * 0.0170 
13 Hidalgo 0.0878 0.0436 0.0210 0.0084 0:1378 0.0693 0.0205 0.0083 
14 Jalisco 0.0931 0.0104 0.0202 0.0130 0.1434 0.0255 0.0194 0.0197 
15 Mexico 0.0582 0.0059 0.0399 0.0078 0.0895 0.0127 0.0381 0.0103 
16 Michoacan 0.0267 0. 0719 0.0061 0.0426 0.0493 0 .1117 0.0071 0.0412 
17 Morelos 0 .1324 0.0095 0.0404 0.0021 0.2058 0.0257 0.0390 0.0036 
18 Nayarit * 0.0096 * _0.0017 * 0.0246 * 0.0027 
19 Nuevo Leon 0.0120 0.0056 0.0018 0.0067 0.0229 0. 0116 0.0022 0.0086 
20 Oaxaca 0 . 0543 0 . 0119 0.0133 0.0024 0.0957 0 . 0268 0 . 0145 0.0034 
21 Puebla 0 . 0527 0 . 0250 0 . 0289 0 . 0136 0 . 0980 0 . 0498 0.0334 0.0168 
22 Queretaro 0.2446 0 . 0429 0 . 0625 0.0166 0 . 3185 0 . 0752 0 . 0506 0.0181 
23 Quintana Roo 0.1039 0.0129 0.0278 0.0024 0.1524 0.0221 0.0253 0.0026 
24 s. L. Potosi 0.1935 0.0102 0.0581 0.0021 0.2765 0.0170 0.0516 0.0022 
25 Sinaloa 0.0032 0.0104 0 . 0013 0.0042 0.0102 0.0207 0.0026 0.0052 
26 Sonora 0.0330 0.0131 0 . 0136 0.0075 0 . 0565 0.0297 0.0145 0.0106 
27 Tabasco * 0.0040 * 0.0007 * 0.0068 * 0.0008 
28 Tamaulipas 0.0887 0.0091 0.0576 0.0042 0.1214 0.0165 0.0491 0.0047 
29 Tlaxcala 0.0296 0.0200 o. 0080 · 0.0040 0.0675 0 . 0348 0.0114 0.0043 
30 Veracruz 0.0966 0.0150 0.1018 0.0108 0.1495 0.0259 0.0979 0.0115 
31 Yucatan * 0.0115 * 0.0022 * 0.0199 * 0.0024 
32 Zacatecas 0.0714 0.0423 0.0239 0.0163 0.1291 0 . 0783 0.0268- 0.0187 

Total 0.0417 0.7565 0.2435 0.0670 o. 7182 0.2818 

(continued) 
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(table A.7, continued) 

a = 2 

.9*~ 1.1*~ 

P. T . pj T. 
State J J J 

Rural Urban Rural Urban Rural Urban Rural Urban 

01 Aguascalientes * 0.0028 * 0.0015 * 0.0067 * 0.0021 
02 B. C. Norte * 0.0005 * 0.0004 * 0.0013 * 0.0006 
03 B. c. Sur * 0.0078 * 0.0035 * 0.0090 * 0.0024 
04 Campeche * 0.0002 * 0.0002 * 0 . 0015 * 0 . 0007 
05 Coahuila * 0 . 0057 * 0.0067 * 0.0104 * 0.0074 
06 Colirna 0.0054 0.0030 0.0055 0 . 0014 0.0142 0.0054 0.0086 0.0015 
07 Chiapas 0.0607 0 . 0033 0.1094 0.0025 0.0981 0.0088 0.1053 0.0040 
08 Chihuahua 0.0824 0.0066 0 . 0851 0.0101 0.1076 0.0103 0.0662 0.0094 
09 Distrito Fed. * 0 . 0005 * 0 . 0017 * 0.0016 * 0.0036 
10 Durango * 0 . 0076 * 0.0034 * 0.0120 * 0.0032 
11 Guanajuato 0.0409 0 . 0158 0.0522 0.0223 0.0699 0.0307 0.0532 0.0257 
12 Guerrero * 0 .0137 * 0.0131 * 0.0259 * 0.0147 
13 Hidalgo 0.0379 0.0183 0.0212 0.0083 0.0628 0.0310 0.0209 0.0083" 
14 Jalisco 0.0405 0.0033 0.0206 0.0095 0.0664 0.0080 0.0201 0.0139 
15 Mexico 0.0253 0.0018 0.0405 0.0055 0.0414 0.0043 0.0395 0 . 0078 
16 Michoacan 0.0090 0.0292 0 . 0048 0.0405 0.0185 0.0502 0.0059 0.0414 
17 Morelos 0.0563 0.0021 0.0401 0.0011 0.0940 0.0073 0.0399 0.0023 
18 Nayarit * 0.0017 * 0.0007 * 0 . 0070 * 0.0017 
19 Nuevo Leon 0.0059 0 . 0020 0.0021 0 . 0057 0.0098 0 . 0042 0.0021 0.0069 
20 Oaxaca 0.0210 0.0026 0 . 012 0 0.0012 0.0390 0.0081 0.0132 0.0023 
21 Pueb l a 0.0185 0 . 0082 0 . 0237 0.0104 0. 0372 0.0179 0.0284 0.0135 
22 Queretaro 0.1393 0 . 0162 0.0831 0.0147 0.1867 0.0304 0.0663 0.0164 
23 Quintana Roo 0.0458 0 . 0065 0 . 028 6 0 . 0028 0.0734 0.0100 0.0273 0.0026 
24 s. L. Potosi 0.0814 0.0042 0.0570 0.0020 0.1329 0.0072 0.0555 0.0021 
25 Sinaloa 0.0005 0.0048 0.0005 0.0045 0.0025 0.0083 0.0014 0.0046 
26 Sonora 0.0121 · 0. 0040 0.0117 0.0054 0.0230 0.0098 0.0132 0.0078 
27 Tabasco * 0.0016 * 0 . 0007 * 0.0028 * 0.0007 
28 Tamaulipas 0.0453 0.0030 0 .0688 0.0032 0.0652 0.0063 0.0589 0.0040 
29 Tlaxcala 0.0101 0 . 0067 0 . 0064 0.0031 0.0226 0.0137 0.0085 0.0038 
30 Veracruz 0.038 6 0.0053 0.0950 0.0089 0.0668 0.0102 0.0979 0.0102 
31 Yucatan * 0 . 0031 * 0.0014 * 0. 0072 * 0.0019 
32 Zacatecas 0.0275 0 . 0153 0.0215 0.0138 0.0517 0.0302 0.0241 0.0161 

Total 0.0178 0.7899 0.2101 0.2998 0.7565 0.2435 

* No households were surveyed in this region 
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Table A.8 

Quarterly Indices of Extreme-Poverty 

(a= 2) 

I II 

P. . Tj P . T. 
State 

J J J 

Rural Urban Rural Urban Rural Urban Rural Urban 

01 Aguascalientes * 0.0010 * 0.0003 * 0.0047 * 0.0016 
02 B. c. Norte . * 0.0001 * 0.0001 * 0.0029 * 0.0015 
03 B. c. Sur * 0.0340 * 0.0090 * 0.0001 * 0.0001 
04 Carnpeche * 0.0001 * 0.0001 'It 0.0007 * 0.0004 
05 Coahuila * 0.0025 * 0.0021 * 0.0103 * 0.0086 
06 Colima 0.0162 0.0002 0.0101 0.0001 0.0062 0.0214 0.0048 0.0052 
07 Chiapas 0.0823 0.0068 0.0952 0.0030 0.1238 0.0121 0.1557 0.0078 
08 Chihuahua 0.0995 0.0033 0.0652 0.0031 0.1143 0. 0177 0.0728 0.0189 
09 Distrito Fed. * 0.0019 * 0.0051 * 0.0001 * 0.0001 
10 Durango * 0.0070 * 0.0022 * 0.0043 * 0.0014 
11 Guanajuato 0. 0722 0.0275 0.0586 0.0252 0.0618 0.0312 0.0546 0.0296 
12 Guerrero * 0.0392 * 0.0249 * 0.0187 * 0.0119 
13 Hidalgo 0.0662 0.0494 0.0215 0.0137 0.0427 0.0090 0.0177 0.0033 
14 Jalisco 0.0645 0.0073 0.0189 0.0139 0.0584 0.0061 0.0187 o. 0112 
15 Mexico 0.0492 0.0044 0.0527 0.0090 0.0388 0.0022 0.0443 0.0048 
16 Michoacan 0.0002 0.0308 0.0001 0.0265 0.0126 0.0665 0.0049 0.0620 
17 Morelos 0.0778 0.0023 0.0338 0.0004 0.0792 0.0020 0.0435 0.0007 
18 Nayarit * 0.0036 * 0. 0011 * 0.0001 * 0.0001 
19 Nuevo Leon 0.0030 0.0074 0.0006 0.0130 0.0003 0.0028 0.0001 0.0054 
20 Oaxaca 0.0566 0.0008 0.0216 0.0003 0.0257 0.0060 0.0097 0.0018 
21 Puebla 0.0284 0.0052 0.0242 0.0037 0.0241 0.0038 0.0217 0.0030 
22 Queretaro 0.1748 0.0319 0.0622 0.0180 0.1639 0.0240 0.0664 0.0162 
23 Quintana Roo • 0.0602 0.0005 0.0223 0.0001 0.0323 0.0273 0.0134 0.0074 
24 s. L. Potosi 0.1281 0.0001 0.0548 0.0001 0.0897 0.0156 0.0480 0.0046 
25 Sinaloa 0.0016 0.0208 0.0012 0.0110 0.0042 0.0027 0.0016 0.0026 
26 Sonora 0.0251 0.0143 0.0160 0.0120 0.0197 0.0017 0.0126 0.0017 
27 Tabasco * 0.0081 * 0.0022 * 0.0001 * 0.0001 
28 Tarnaulipas 0. 0718 0.0035 0.0638 0.0023 0.0678 0.0080 0.0692 0.0057 
29 Tlaxcala 0.0276 0.0021 0.0103 0.0005 0.0110 0. 0171 0.0044 0.0051 
30 Veracruz 0.0789 0.0084 0.1086 0.0086 0.0476 0.0022 0.0871 0.0023 
31 Yucatan * 0.0060 * 0.0016 * 0.0037 * 0. 0011 
32 Zacatecas 0.0565 0.0342 0.0261 0.0194 0.0331 0.0108 0.0173 0.0060 

Total 0.0284 0.7679 0.2321 0.0259 0.7683 0.2317 

(continued) 
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(table A.8, continued) . 

s III IV 

T 
A p, Tj p, T, 
T 

J J J 
. 

E Rural Urban Rural Urban Rural Urban Rural Urban 

01 * 0. 0111 * 0.0051 * 0.0001 * 0.0001 
02 * 0.0001 * 0.0001 * 0.0007 * 0.0006 
03 * 0.0001 * 0.0001 * 0.0001 * 0.0001 
04 * 0.0020 * 0.0012 * 0.0001 * 0.0001 -
05 * 0.0025 * 0.0025 * 0.0200 * 0.0192 
06 0.0072 0.0001 0.0061 0.0001 0.0078 0.0001 0.0075 0.0001 
07 0.0746 0.0015 0 .1182 0.0010 0.0262 0.0001 0.0425 0.0001 
08 0.1087 0.0007 0.0890 0.0008 0.0621 0.0117 0.0737 0. 0186 
09 * 0.0009 * 0.0025 * 0.0006 * 0.0021 
10 * 0.0238 * 0.0088 * 0.0019 * 0.0007 
11 0.0614 0.0173 0.0605 0.9201 0.0233 0.0145 0.0314 0.0201 
12 * 0.0082 * 0.0063 * 0.0066 * 0.0063 
13 0.0529 0.0058 0.0260 0.0021 0.0363 0.0373 0.0192 0.0144 
14 0.0551 0 . 0056 0.0258 0.0140 0.0342 0.0016 0.0184 0.0048 
15 0.0153 0.0018 0.0185 0.0043 0.0245 0.0028 0.0388 0.0086 
16 0.0314 0. 0411 0.0135 0.0450 0.0096 0.0207 0.0054 0. 0311 
17 0.0849 0.0053 0.0460 0.0024 0.0547 0.0059 0.0387 0.0045 
18 * 0.0018 * 0.0006 * 0. 0111 * 0.0044 
19 · 0.0245 0.0007 0.0076 o. oars 0.0012 0.0006 0.0004 0.0018 
20 0.0174 0.0083 0.0078 0.0034 0.0126 0.0056 0.0073 0.0025 
21 0.0357 0.0254 0.0341 0.0264 0.0202 0.0143 0.0264 0.0221 
22 0.1173 0.0220 0.0484 0.0136 0.1842 0.0127 0.1366 0.0127 
23 0.0639 0.0001 0.0355 0.0001 0.0795 0.0065 0.0508 0.0034 
24 0 .1043 0.0001 0.0551 0.0001 0.1063 0.0087 0.0757 0.0045 
25 0.0001 0.0013 0 . 0001 0.0009 0.0007 0.0006 0.0007 0.0004 
26 0.0088 0.0068 0.0064 0.0074 0.0137 0.0028 0.0143 0~0036 
27 * 0.0001 * 0.0001 * 0.0001 * 0 . 0001 
28 0.0460 0.0063 0.0571 0.0059 0.0366 0.0002 0.0619 0.0002 
29 0.0125 0.0140 0.0078 0.0057 0. 0105 0.0064 0.0065 0.0035 
30 0.0530 0.0074 0.1064 0.0109 0.0312 0.0119 0.0813 0.0208 
31 * 0.0078 * 0.0031 * 0.0023 * 9.0010 
32 0.0241 0.0278 0.0155 0.0191 0.0402 0.0147 0.0347 0.0157 

Total 0.0219 0.7853 0.2147 0.0176 o. 7722 0.2278 

* No households were surveyed in this region 
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ASA 
SCT 
SPP 
NdeM 
PM 
CNA 
CFE 
CAPUFE 

7.2 

1 

Public Sector Investment Needs 

Abbreviations 

Tables 

Airport and Auxiliary Services 
Transportation and Telecommunication Secretary 
Budget and Programming Secretary 
Mexican Railways 
Mexican Porta 
Water National commitee 
Power Federal Commission 
Federal Bridges and Roads Entity 



TABLE 1: Comeosition of Nominal Programmable Public Spending, 
Currerit and Caeital, 1982-89 Actual and 1990 Budgeted 

(bi 11 ions of current pesos) 

1982 1983 1984 19~ 1986 1987 1988 1989 1990 

Total Spending 1,843 . 6 4,171.4 6 , 969.0 10,480.3 17,196.8 39,222.9 73,600 . 9 29,030.i 110,841.6 

Caeita1!/ 899 . 6 1,369.6 2,196 . 9 2,826 . 0 4,426 . 1 10,006.4 16,316.2 19,234.0 24,901.6 
Equipment 223 . 1 309 . 6 446 . 6 703 . 8 704.2 1,698 . 4 2,789 . 6 4,613.1 3,876.2 
~ivil Works 490 . 6 630 . 7 1,021.a 1,378 . 7 2, ◄ 72 . 1 6, 673.8 10,226 . 3 9,908.4 16 , 686.1 
Other 186 . 9 420.2 679 . 0 742 . 6 1,248.8 2,734.2 3,820 . 4 4,812.6 6,440 . 2 

Current 1 , 743 . 9 2,811.9 4,613 . 2 7,666 . 3 12,771.7 29 , 216 . 3 66,686.7 69,796 . 6 86,940 . 0 
Salaries and Benefits 770 .6 1,036 . 9 1,744 . 8 2,814 . 7 4,461.9 10,344 . 0 20,476 . 7 26,171.9 33,021 . 8 
I.lat.rial 347 . 6 812 . 6 1,262 . 8 2,036.8 3,667 . 3 8,434.8 16,773 . 4 18,689.3 22,474 . 2 
l.laintenance and Repair 208 . 0 343.4 829.2 1,416 . 7 2,609.9 6 , 263.0 10,999.7 13,393.4 16,666.0 
Other 417 . 8 619.0 776 . 4 1,387 . 1 2,042 . 6 4 , 174.6 8,436.9 12,641.9 13,789.0 

Source: Secretariat of Programming and Budget, General Directorate of Budgetary Policy. 
N 

!/ Physical and equity. 
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TABLE 2: Real Progranvnable Public Seending, Current and Caei ta I, 
I Actual and 1990 Budgeted 

(bi 11 ions of 1980 pesos)!/ 

1982 1983 1984 1985 1986 1987 

Current 860.0 728.3 750.9 796 . 0 761.0 727.0 
Salaries and Benefits 380 . 0 268 . 6 284 .0 292.3 266.9 267.4 

Materials 171.4 210 . 6 206.6 211 . 6 217 . 9 209 . 9 
Maintenance and Repair 102.6 88.9 136 .0 1 ◄ 7 .1 166.6 166.8 
Other 206.0 160 . 3 126 . 4 144 . 1 121.7 103.9 

Caeita1Y 443.6 362 . 1 349.2 293.4 263.7 249 . 0 
Equipment 110 . 0 79 . 9 72 . 6 73.1 42.0 42 . 3 
Civil Works 241.9 163.4 166.2 143 . 2 147 .3 138 . 7 
Other 91. 7 108 . 8 110 . 6 77 .1 74 . 4 68 . 0 

Total 1,303 . 6 1,080.4 1,100.1 1,088 . 4 1,024.7 976 . 0 

Source: Secretariat of Progranning and Budget , Directorate of Budgetary Pol icy 

!/ Deflated by GDP Deflator. 

II Physical and equity. 

1982-89 

1988 1989 1990 

692.1 ~ 731.2 
260.0 264.6 281.0 
204.8 188.1 l!H.2 

-134.3 136.6 141.7 
103.0 127.9 117 .3 

205.6 194.6 211 . 9 
34 .1 46.7 33.0 

124.9 100.2 132.6 
46.6 48.7 46 . 3 

897.7 900.7 943 . 1 

.. 
w 



TABLE 3: Changes in Real Progranunable Publ ic Seending, Current and 
Caeital, 1983-89 Actual and 1990 Budget.art 

(annual percentage changes) 

1983 1984 1985 1986 . 1987 1988 1989 1990 · 1990f1982 

Current -16 . 3 3.1 6.9 -4 . 3 -4.6 -4 . 8 2.0 M -16.0 
Salaries and Benefits -29 . 3 6.7 2.9 -9 .0 -3.2 -2 . 9 D 10 . 4 -26 . 1 
M1t•riala 22 . 8 -2 . 4 2 . 9 3 .0 -3 . 7 -2 . ◄ -8.2 1.6 ~ 11.6 
Maintenance and Repair -13.4 61.9 9 .0 6.7 0 . 2 -13 . 8 0 . 9 4.6 38.1 
Other -22.2 -21. l 1-4.0 -16 . 6 - 1-4.6 -0.9 24 . 2 -8.3 -43.1 

·ca11ital -20.6 -0.8 -16.0 -10 . 1 -6.6 -7 . 4 -6 . 4 8 . 9 -62 . 2 
Eq11ipment -27. ◄ -9.3 c-:e -22 . 6 0 . 7 -19 . 4 34 . 0 -2f:s -70.0 
Civil Works -22.6 1.7 -13 , 8 2 . 9 -6 . 8 -9 . 9 -19.8 32 . 3 -46 . 2 
·other 18 .6 1.6 -30.2 -3 . 6 -8.6 -31.6 4.6 -4 . 9 -49.6 

~ 

Total -17 . 1 1.8 -1.1 -6.9 -4 .8 -8 .0 o.a 4 . 7 -27.7 

Source : Table 2 



TABLE ◄: Nominal Ph~sical Public Investment b~ Sector 1 1982-89 
Actual and 1990 Budgeted 

(bi I I ions of current pei.os) 

S E C T O R 1982 1983 198◄ 1986 1986 1987 1988 1989 1990 

TOTAL 796.1 1,066.9 l,63fi.9 2,381.7 3,632.7 8, ◄ 39.6 l ◄ ,268 . 7 16,906. ◄ 22,990.6 

Rural Development 116. 7 160 . 9 236.9 318 . 1 ◄ 37 . 9 872.0 1,132.6 l, ◄ 70.9 , 2,713.7 
Fii.hing 7 . 7 ◄ .8 7 . 9 9 . 0 8. ◄ 18.3 16.l 26.6 68.6 
Social Servicei. 167.3 lH.6 309.6 ◄ 16.l 813.0 1,738.7 2,60◄ .9 3, ◄ 20.1 6,333 . ◄ 

Education 26.9 ◄ 3 . 2 6◄ .8 99.9 12◄ . l 279.1 6◄ 6.8 663.9 1,100.9 
Health 67.0 ◄ 2.1 80.9 112 . 6 276.2 661.9 1,066.7 1,22◄ .6 1,908.9 
Regional Development 70. ◄ 67 . 3 139 . ◄ 1 ◄ 3.1 273.1 3◄2.1 662.6 1,31 ◄ . 0 2,000.0 
Urban Development 13 . 0 21.9 2◄ .6 69.6 139.6 666.6 3◄9.9 217.6 323.6 

Communicationi. 1 Trani.port ◄◄ . 2 121.3 219.7 361.1 ◄80.1 1,190 . 3 1,976.2 1,866.1 2,360.0 
Trade and Commerce 6 . 7 6.6 2.9 23.6 26.2 66.3 33.0 6◄ .6 332. ◄ 
Tourii.11 0.6 0 . 1 0.1 6 . 1 ◄ .l l ◄ . 2 28.8 0 . 6 3.1 
Energy ◄03.9 626.2 730.3 1,013 . 2 1,661.9 3,614.7 6,99◄ .7 7,601.7 10,006.6 
lndui.try 28.9 67.0 93.7 ' 18◄.◄ 236 . 2 699.6 1,186.6 9◄ 2.6 1, ◄ 92.0 
Administration 22.2 16 . 6 34.8 61.1 66.9 226.6 386.8 1,623.6 700.8 

U1 

Source: Secretariat of Planning and Budget, General Directorate for Budgetary Policy . 



TABLE 5: Rea I Phlsi~al Public lnvestlll8nt Bl Sectors, 
1982- 89 Actual and 1990 budgeted 

(in bi 11 ions of 1980 pesos)!/ 

1982 1983 198◄ 1986 1986 1987 1988 1989 1990 
(budgeted)£! 

Rural Development 61.1 39 . 1 38 . 6 33 . 0 26 . 1 21.7 13.8 14.9' 23.1 
Fishing 3 . 8 1.2 1.3 0 . 9 0 . 6 0 . 6 0.2 0 . 3 0 . 6 
Social Services 82.6 46 . 1 60 . 4' ◄ 3 . 2 48.6 43.2 30 . 6 34.6 46 . 4 

Education 1a . a 11.1 10.6 10 . ◄ 7 . 4 6.9 6 . 7 6 . 7 9 . 4 
Health 28 . 1 10 . 9 13 . 2' 11. 7 16.6 14 . 0 12 . 9 12.4 16.2 
Regional D~velopment 34 . 7 17 . 4 22 . 7 14 .9 16 . 3 8.6 6 . 7 13.3 17.0 
Urban Development 6 . 4 6.7 4 .0 6 . 2 a . a 13 . 8 4.3 2.2 2 . 8 

Co111111un i cations Transport 21.8 31.4 36 . 8 36 . 6 28.6 29.6 24.1 18.9 20.0 
Trade and Commerce 2 . 8 1.4 0 . 6 2 . 6 1.6 1.6 O . ◄ 0 . 6 2.8 
Tourism 0 . 2 0 . 6 0 . 2 0 . 4 0 . 4 
Energy 199 . 0 136.3 118 . 9 106 . 2 93 . 1 89.9 86.4 76.9 86.1 
Industry 14 . 3 14 . 8 16 . 3 19.2 14 . 0 17. ◄ 14 . 6 9.6 12.7 
Adm i nistrat ion 10 . 9 4.0 6 . 7 6 . 3 3 . 9 6 . 6 4 . 7 16. ◄ 6.0 

Tot al 392 . 4 273 . 3 266 . 6 247 . 4 216 . 6 209 . 9 173.7 171.1 196 . 6 

l/ Deflated by the GDP def l ator. 

II Using the change in the DGP deflat or as sumed in the budget of 18 . 9% 
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TABLE 6: Changes in Real Phisical Public Investment bt Sector 
1982-89 Actual and 1990 Budgeted 

(annual percentage charges) 

Sector 1983 1984 1986 1986 1987 1988 1989 1990 1990fl982 

Rural Devolopinent -31.6 -1. 3 -1◄ .6 -20.9 -16.9 -36 . ◄ 8.0 66.0 ~ -69.6 
fishing -68. ◄ 8.3 -30.8 -◄◄ .4 -60.0 60.0 66.6 -86.8 

Social Services -◄6 . 3 ll.8 -1 ◄ . 3 12.3 -10.9 -29.2 13.1 31.2 -◄ 6.0 
Education -16.6 -6. ◄ -1.0 -28.8 -6.8 -2 . 9 ◄0.3 -29.3 
Health -61.2 21.1 -11. ◄ ◄ 1.0 -16.2 -7.9 -3.9 30.6 -◄2.3 
Regional Development -◄ 9.9 30.6 -3◄.◄ 9. ◄ -◄ 7.9 -21.2 98.6 27.8 -61.0 
Urban Develop1Nnt -10.9 -29.8 66.0 33.9 66.3 -68.8 -◄8.8 27.3 -66.2 

Co111111unications and Transport 4 ◄ .0 l◄ .0 2.0 -21.6 3.6 -18.6 -21.6 6.8 -8.3 
Trade and Collllllerce -60 . 0 -6◄ .3 ◄00.0 -36 . 0 -76.0 60.0 366.7 
Tourism N.C. N.C . -66.7 100.0 N.C. N.C. 
Energy -31.6 -22.8 -11.6 -11.6 -3.4 -6 . 0 -10.0 10.7 -67 . 2 
Industry 3.6 3 . 4 26.6 -27.1 2◄ .3 -16 . 7 -3◄ .6 33.7 -11.2 
Administration -63.3 ◄ 2.6 10.6 -38.1 ◄3.6 -16 . 1 227.7 -61.0 -◄ 6.0 

TOTAL -30. ◄ -2.6 -7.2 -12.6 -3.0 -17.2 -1.6 l◄ .3 -60.2 
--.J 

Source: Table 6 

N.C. - Hot calculated because expenditure in this year was virtually eliminated or followed a year of negligible outlays. 



TABLE 7: Pub I ic Investment br Sector, 1982-89 Actual and 1990 Budgeted 

(as a percentage share of GDP) 

Sector 1982 1983 198◄ 1986 1986 1987 1988 1989 1990 

TOTAL 6 . 1 6 . 9 6 . 6 6.0 4 . 6 4 . ◄ 3.6 3.4 a.a 

Rural Development 1.2 0 . 8 0 . 4 0 . 3 0 . 3 0 . 2 0 . 1 0.2 0 . 4 
Fi shing 0.1 0.0 0.0 0 . 0 0 . 0 0.0 0 .0 0 . 0 0.0 
Social Services 1. 7 1.0 1.1 0.9 1.0 0.9 0.6 0 . 7 0.9 

Education 0 . 3 0.2 0.2 0.2 0.2 0 . 1 0 . 1 0.1 0.2 
Health 0 .6 0 . 2 0.3 0.2 0 . 3 0 . 3 0 . 3 0.2 0.3 
Regional Develop-nt 0.7 O . ◄ 0 . 6 0 . 3 0 . 3 0 . 2 0 . 1 0 . 3 0.3 
Urban Develop111ent 0 . 1 0 . 1 0 . 1 0 . 1 0.2 0 . 3 0 . 1 0.0 0 . 1 

Communications and Transport 0.6 0 . 7 0.7 0 . 7 0.6 0.6 0.6 0 . 4 O . ◄ 
Trade and Collllll8rce 0 . 1 0.0 0 . 0 0.0 0 . 0 0 . 0 0.0 o.o 0.1 
TouriH1 0 . 0 o.o 0.0 0 . 0 0.0 0.0 0.0 0.0 o.o 
Energy ◄ .l 2 . 9 2 . 6 2 . 1 2 . 0 1.9 1.8 1.6 1. 7 
Industrial 0 . 3 0 . 3 0.3 0 . 4 0 . 3 0 . 4 0 . 3 0.2 0.2 
Administration 0 . 2 0.1 0.1 0.1 0.1 0 . 1 0.1 0.3 0.1 

No111inal GOP 9,797 . 8 l7 I 878 , 7 29 , ◄ 71.6 47,391.7 79, ◄42 . 9 192,934 . 9397 , 673.6 491,868.1 606,300 . 2 

I 00 
Source: Secretariat of Progra111111ing and Budget, .General Directorate of Budgetary Policy. 

. I 



TABLE 8 : Nominal Physical Public Investment by Major Se!nding Agenci 
1982- 89 Actual and 1990 Budgeted 

(bi 11 ions of current pesos) 

Se!nding Agenc~ 1982 1983 198-4 1986 1986 1987 1988 1989 1990 

Total Public lnvestaent 796 . 1 1,066.9 1,636.9 2,381.7 3,632 . 7 8,439 . 6 l◄ ,268. 7 16,906.4' 22,990 . 6 

Federal Govern-nt 297 . 6 ◄ 16 . 8 688.6 1,016.0 1,631.8 3,276.2 ◄. ,469.0 6,6◄ 7. ◄ 8,878.2 

Public Enterprises ◄ 98 . 6 639 . 1 9◄ 7. ◄ 1,366.7 2,100 . 9 6 , 163.4 9,789.7 10,368 . 0 14,112 . 3 
PEMEX 28◄ . 7 363.6 ◄ 72.3 616 . 6 9◄6.2 2,176 . 2 ◄ ,176 . 6 ◄, ◄ 10 . 2 6.,628 .0 
CFE 106 . 6 1 ◄ 7 .1 233.~ 363.8 666 . 0 1,318 . ◄ 2,669.7 2,763.3 3, 769~6 
CLYFC 12.6 16.7 2◄ .6 3◄ . l 60 . 2 10◄ . 8 221.2 ◄ 29 . 2 697 .0 
FERTIMEX 9 . 8 17 . 7 26.2 37 . 9 6◄ . 8 102 . 9 136.8 181.0 273.0 
SIDENA 0 . 3 0.1 0.1 1.1 1.2 2 . 3 1.8 
SICARISA 18.6 37.l 63 . 1 9◄ .6 117 . 8 467.6 919 . ◄ 473.9 626.7 
DINA 0.2 0 . 3 0.3 O. ◄ 2 . 6 3 . 7 
CONCARRIL 0.2 0 . 1 0.1 0.3 0 . 2 0 . 8 2.6 2.6 3.2 
FUMOSA 3.7 ◄ . 6 0.6 
AHMSA 8 . ◄ 11.1 16.7 61.2 6◄ .l 22◄ . 6 ◄ 86.;I 
AZUCAR 13.7 16 . 2 22 . 8 19.2 8 . 3 6.7 
PIPSA 0.1 0.1 0 . 6 1.6 1.8 3.3 '° FERRONALES 17 . 6 26 . ◄ ◄ 6 . 0 63.3 89 . 7 201.6 ◄ 98.7 692.6 760 .8 
CAPUFE 1.6 1.8 ◄ .8 10 . 6 28 . 7 107 . 7 180.6 209 . 9 368.6 
AEROMEXICO 0.9 1.6 13.3 19.6 27 .6 31.2 7.6 
ASA 1.8 1.0 2 . 8 6 . 6 9.0 33.2 67. ◄ 66.6 70.1 
CONASUPO 0.2 0 . 1 0.1 0 . 9 2 . 3 8.7 20.0 29 . 0 3-4.6 
IMCE 0.3 
INlilECAFE 0.2 0.3 O . ◄ 0.3 0 . 6 1.7 0.7 1.8 O. ◄ 
FOVIGRO 0.1 0.2 0.1 0.3 0.2 O. ◄ 0.3 0.6 0 . 7 
PROFORMEX 0 . 1 0 . 1 0.2 0.3 0 . 2 1.0 1.0 0.6 0.6 
PROPEMEX ◄ .O 2 . 1 ◄ .6 3 . 7 . 3 . ◄ 6 . 0 ◄ .7 
llilSS 21.1 ll.8 22 .0 62 . 6 86.9 287 . 7 631.9 633 . ◄ 661.l 
ISSSTE 16 . 6 13. ◄ 31.2 ◄ 1.6 83 . 1 21 ◄ . 3 366 . 2 ◄ 36 . 1 83◄ . 6 
LOTENAL 0.2 0 . 2 0.8 1.8 9.9 6 . 3 13 . 9 7.7 
INDECO 1.2 

Source: Secretariat of Programming and Budget, General Directorate of Budgeta ry Policy . 



TABLE 9 : Nomi na I Phrs i cal Public Investment br Major Se!nding Agenc,r 
1982-89 Actual and 1990 Budgeted 

(u a percentage share of GDP) 

Se!nding Agenc,r 1982 1983 1984 1986 1986 1987 1988 1989 1990 

Total Public Investment 8 . 1 6.9 6.6 6 . 0 4 .6 4 . 4 3.6 3.4' a ;9 

Federal Government 3 . 0 2 . 3 2 . 3 2 . 1 1.9 1.7 1.1 1.3 1.6 

Public Enterprises 6 . 1 3.6 3.2 2 . 9 2 .6 2.7 2.6 2 . 1 2 . 3 
PEMEX 2 . 9 2 . 0 1.6 1.3 1.2 1.1 1.1 0.9 0 . 9 
CFE 1.1 0 . 8 0 . 8 0 . 8 0 . 7 0 . 7 0 . 6 0 .6 0 .6 
CLYFC 0 . 1 0.1 0 . 1 0 . 1 0 . 1 0.1 0 . 1 0 . 1 o. i 
FERTIMEX 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 ,o .o 0 . 0 0.0 
SIDENA 0.0 0 . 0 0 .0 0.0 0 .0 0 . 0 0.0 
SICARTSA 0 . 2 0 . 2 0.2 0 . 2 0 . 1 0.2 0.2 0.1 0 . 1 
DINA 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 
C0NCARRIL 0 . 0 0 . 0 0 . 0 0.0 0 .0 0 . 0 0 . 0 0 .0 0 .0 
FUM0SA 0 . 0 0 . 0 0 . 0 
AHMSA 0.0 0 . 0 0 .0 o.o o.o 0.0 0 . 1 
AZUCAR 0 . 0 0.0 0.0 0 . 0 0.0 0 .0 
PIPSA 0.0 0 .0 0 . 0 o.o o.o 0.0 ....... 

0 
FERR0NALES 0 . 2 0 . 1 0 . 2 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 
CAPUFE 0.0 0 . 0 0 .0 0.0 0 .0 0.1 0 . 0 0 .0 0 . 1 
AER0MEXIC0 o.o 0 .0 0 . 0 o.o 0.0 0 . 0 0 . 0 
ASA 0 .0 0 .0 0 .0 0 . 0 0 .0 0 . 0 o.o o.o 0 . 0 
C0NASUP0 0.0 o.o 0 . 0 o.o 0 .0 o.o 0 . 0 0.0 0 . 0 
HICE o.o 
INMECAFE 0 . 0 0 .0 0.0 0 . 0 0 . 0 o.o 0 . 0 0.0 0 .0 
F0VIGR0 o.o 0.0 0 . 0 0 . 0 0.0 0 . 0 0 . 0 0 .0 0.0 
PR0FORMEX 0 ,0 0 . 0 0 .0 o.o 0 .0 0 . 0 0 . 0 0 . 0 0.0 
PR0PEMEX 0 . 0 0.0 0 . 0 0 .0 0 .0 o.o 0.0 
Il,ISS 0 . 2 0.1 0 . 1 C. l 0 . 1 0 . 1 0 . 1 0 . 1 0.1 
'ISSSTE 0.2 0 . 1 0 . 1 0 . 1 0 . 1 0.1 0 . 1 0 . 1 0.1 
L0TENAL 0 . 0 0 .0 0 . 0 0 .0 0 . 0 0 . 0 0 .0 0 . 0 
INDEC0 0 . 0 

Nominal GDP 9,797 . 8 17,878 . 7 29,471.6 47 , 391.7 79,442 . 9 192,934 . 9397,673 . 6 491,868.1 606,300 . 2 

Source : Secretariat of Pro9ra111111ing and Budget, General Di rectorate of Budgetary Policy, 



TABLE 10 : Real Ph)'.si ca I Investment b~ ~ajor Se!nding Agenc)'., 1982-89 Actual and 1990 Budgeted 

(bi I I ions of 1980 pesos)!/ 

Se!nding Agenc)'. 1982 1983 1984 1986 1986 1987 1988 1989 1990 

Federal Government 146.7 108 . 0 112.1 106.4 91.3 81.6 64.6 66 . 2 76 . 6 
~ 

Public Entererise Groues 246.8 166 . 6 164.2 141.9 126.2 128 . 6 119 . 6 104 . 8 120 . 1 
Oi I 140.4 94 .1 76.9 63 . 9 66 . 3 64 . 2 61.0 44 .6 47.9 
Power 62.6 38.l 38.0 37.9 33 . 7 32.8 31.4 27.9 32 . 1 
Fertl I izers 4.8 4.6 4.3 3.9 a.a 2.6 1. 7 1.8 2 . 3 
Steel 9.3 9.7 10 . 7 11 .6 8.1 13.2 12 . 0 7.1 9.6 
Rai I 16.8 11.1 12 . 1 10 . 2 10 . 1 10 . a 11.0 12.6 14.6 
Health and Pensions 18.6 6.6 8.7 9.8 10.1 12 . 6 11 . 0 9.8 12.6 
Other Ll Ll Ll Ll Ll 2.9 Ll Ll Ll 

Total 392.6 273 . 6 266.3 247.3 216.6 210.0 174.1 171.0 196.6 

Source : Table 19 

1/ Deflated by the GDP defl a tor . 
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Table 11: Total Expenditure in Infrastructure Sectors 1/ 
1981-1990 

Item 

Total SCT 
Exp . 2/ 

FNdeM 

ASA 

ROADS 

CFE 

TELMEX 

(In% of GDP) 

1982 1983 1984 1985 1986 1987 1988 1989 1990 

2 . 58 2 . 24 2 . 20 2.37 2.09 1.87 1 . 49 n.a. 

0.71 0.94 0.70 0.71 0.78 0.69 0.69 0.76 0.73 

0.10 0.05 0.04 0.05 0.04 0.05 0.06 0.06 0.06 

0.62 0.45 0.46 0 . 39 0.32 0.31 0.27 

2.64 2.43 2.49 2 . 37 2.37 2.45 2.35 2.53 3.42 

0.73 0.78 0.65 0.74 0.98 0.96 1.10 1.52 n.a. 

1/ Partial data was obtained. 
2/ Includes Central Government expenditure, and all controlled agencies 

(Telmex is excluded from this total). 

Source : SCT 
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Table 12: Key Trends in Investment and Maintenance 
in Selected Sub-Sectors 

1980-89 

Sub-sector Repercussion 

Water and Sewerage 

- Total water supply coverage increased only marginally above population 
growth. In urban areas, coverage lagged behind the population rate 
(1980-1986). See Table 1. 
- Insufficient network maintenance results in an estimated water losses 
level of about 1/3 of output. 

- Maintenance of treatment plants were insufficient: 65% of plants are 
not operating in 1990. 

Power 

- Reduced investment level during 1986-89 (0.76 % of GDP) did not lead 
to a shortage in supply due to over-investments made during the 1978-84 
period (see figure 4) . 
- The least cost investment program was not implemented. Instead CFE 
chose to build thermal plants (less capital intensive than hydroelectric 
plants), so as to be able to reduce capital expenditure during 1986-89. 
This allowed, without generating apparent unsatisfied demand, to cope 
with the financing constraints of the period. The consequence, however, 
will be higher operating costs during the life of the plants. 
- Inefficiencies reflect lack of maintenance and distribution 
investments. Main impacts were: increased energy losses (from 12.3 % in 
1982 to 13.7% in 1989), reduction of regerves, failures due to 
overloading of the generation system and excessive service interruption 
in some regions (see table 1). 
- Insufficient supply is expected for 1992-93 if the investment level is 
not boosted and electricity rates are not increased to curb demand 
growth. 

Sub-sector Repercussion 

Railways 

- The 1987-89 cargo traffic was 3% lower than the 1981-83 level (in ton
km . ). No repercussions in terms of traffic unattended. 
- New investments of doubtful efficiency, (electrification for about US$ 
122.0 million per year during 1983-85: still 39 new electric locomotives 
remain without usage; unnecessary purchases of paasenger coaches) 
crowded out maintenance expenditure, deteriorating NdeM performance and 
causing in-house personnel and facilities to be idle. (see table 2). 
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- Declining productivity (at least 10 % of cu rrent s t aff i s re d undan ~; 
low locomotive availability: 65 % in 1986-89 ) can be partly linked to the 
expenditure policy. However, low levels of customer satisfaction 
appears to be originated more in a • poor commercial policy than in the 
expenditure policy. 

Roads 

- The backlog in maintenance on the Federal Highway Network has 
significantly increased (see table 3). 
- Freight moved by road transport increased slightly at a yearly 2 % 
rate in 1982-89. Traffic in toll roads (1,000 km of total 45,000) was 
15% less in 1987-89 than in 1980-82, which might reflect significant 
increases in real toll charges. 

Ports 

-
- Current capacity is adequate due to the high investment level during 
1982-85 (yearly 2 . 5 times more than the 1986-9 period). Traffic grew 
slightly: tons moved at ports increased 11% between 1981-3/1987-89). 
Exception: insufficient specialized terminals and facilities . 

Airports 

- There appear to be no serious supply problems in the area of runway 
and airplane facilities. A previous sound selection on expenditure 
allocations provided sufficient capacity and facilities are well 
maintained. The air traffic recession, since 1982, contributed to the 
absence of bottlenecks. 
- However, the terminal capacity both for cargo (some airports) and 
passengers might require expansion (further identification is required ) . 
Passengers comfort level is unsatisfactory, due to lack of space, air 
conditioning, sanitary facilities, et c . And warehousing facilities are 
lacking in some airports (this requires to be identified) 
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Table 13: Reforms Adopted by Mexican Infrastructural 
Public Agencies and Departments 

1983-1989 

Actions: X 
Potentia1ities: P 

Types of Reform CFE NdeM ASA PM ROADS CAPUFE CNA TELMEX 

I) ACHIEVING MORE EFFICIENT USE OF EXISTING RESOURCES: 

1/Reducing costs 
2/Improving revenue 
mobilization 
3/Improve efficiency 
in new investments. 

p 

X 

p 

p 

p 

p 

II)MOBILIZING ADDITIONAL REVENUE: 

4/Raising user charges 
and prices 

· 5/Using tolls 
6/Using domestic 
capital markets 

X p 

p 

III) ADOPTING INSTITUTIONAL 

?/Delegation of respon-
sibilities to local gov. 
8/Establish autonomous 
public corporations p 

9/lnvolving the private 
sector. X X 

X ? 

SOLUTIONS: 

p 

X X 

p 

X 

X 

X 

p 

X 

X 
X 

X 

p 

X 

p 

X 

p 

X 

X 

X 

p 

X X 
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Tabl e 14 : Potentialities of Resource Mobilization 
Road Transport. Increasing Ownership tax 

and Diesel Price . 

Action 

Increase annual 
ownership tax from 
Mex$ 60,000 to Mex$ 
600,000 (b) 

Increase ownership tax 
to Mex$ 1,800,000 (c) 

Increase diesel 
price az from 
March '90 level (d) 

Increase diesel 
price by 12Z (e) 

Combination of tax 
ownership increase 
(to Mex$ 600,000) and 
diesel price increase 
by az. 

Sourc e: W.Bank 

Resources 
mobilized 

(Mex$ million) 

62,100 

200,100 

215,250 

376,900 

277,350 

Resources mobilized 
as a Z of 1990 
investments (a ) 

5.7 

18.2 

19.7 

34.4 

25.0 

(a) SCT and CAPUFE 1990 Investment program in Federal roads, amount to 
Mex$ 1,094,637 million. 
(b) Minimum hipotesis: average tax level set at a new medium-car level 
and affecting only the Federal truck fleet of 115,000 vehicles. 
(c) Medium hipotesis: annual tax level equivalent to a full 32 ton 
truck gross income on a 1200 km haulage. Represents US$ 631 per year 
and per truck, as compared to US$ 1,800 paid in France (axle tax) or US$ 
4,800 in Germany. 
(d) Estimated considering only the interurban diesel consumption of 3 
axle trucks (6,682 million liters per year). Price level 12% above its 
opportunity cost. 
(e) Idem (d). Price level 17Z above its opportunity cost. 



Table 15: 

Action 

POWER: CFE 

Energy tariffs 
increase by 5.5% in 
real terms from 
average '89 level. (b) 

Energy tariff 
increase by 9% ( C) 

TRANSPORT: RAILWAYS 

Tariff increase 
by 10% in real terms 
from 1990 budgeted level 

WATER AND SEWER.AGE 

Increase tariffs 
to reach SOZ of 
LRMC 
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Potentialities of Resource Mobilization 
· Price Increases 

~ 

Additional Resources mobilized 
resources as a % of 1990: 
mobilized Agency Federal 

(Mex$ milion) investments transfers 

538,400 11. 5 103 .l 

887,900 18.9 170.l 

223,500 29.4 30 . 4 ( d) 

595,700 21. 0 

(a) CFE 1990 Investment Program with a budget restraint hipotesis: Mex$ 
4,699,650 mill~on. 
(b) CFE stated policy for 1990. Quantities of energy refered to internal 
market sales and 1989 level. If 1990 sales are considered, 6Z of 
resources has to be additioned . 
(c) planned for 1991 by CFE. Same assumption on quantities. 
(d) Railways Federal transfers for all purposes. 
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Table 16: Water Subsector: 
Proposed Composition of 1990-94 Investments 

Water Supply Expansion 

Sewerage 

Treatment 

Composition of 
investment 

42% 

44% 

12% 

Rehabilitation/ 
total investment 

22% 

17% 

0% 

Table 17: Ports: Composition of 1991-94 Investments 
SGT and Bank Proposals 

In percentages 

Proposed by SGT Bank Proposal/1 

Construction 54.1 27 . 0 

Maintenance 10.0 16.0 

Drayage 5 . 4 8 . 0 

Equipment 21.5 35 . 0 

Signaling 8 . 5 14.0 

1/ Assumes a moderate private construction of US$ 174 million for the 
whole period mainly in berths and specialized terminals; freeing up 
public resources to be reassigned to maintenance, drayage, equipment and 
signaling. 
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Table 18: Roads: Current 1990 Budgeted and Proposed 
Expenditure for the Federal Highway Network 

Budgeted Proposed 1 /. 
Mex$ Billion i. Mex$ Billion i. 

Maintenance 278.5 39 377. 0 53 

Reconstruction 114 . 0 16 161. 0 22 

Modernization 199 . 0 28 96 . 0 13 

Construction 77 . 0 10 34.0 5 

Eng/Supervision 48.3 7 48.0 7 

---
Total 716. 8 100 716 . 0 100 

1/Assumes 75 % of total budget is reallocated to maintenance and 
reconstruction . See Road Transport and Telecommunication Sector 
Adjustment Loan, Technical report I, March 1990. 
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Table 19: Investment projections in the Infrastructure 
Sectors, 1990-1994. 

Sector Major Assumptions 

CFE 

TELMEX 

TELECOM 

WATER AND 
SEWERAGE 

RAILWAYS 

ROADS 

PORTS 

AIRPORTS 

Scenario I 

-Least cost program with 
budget restriction; i.e. 12% 
reduction from the proposed 
CFE's program. 

-Increase by 12% yearly the 
number of telephone lines with 
a 17% annual increase of 
investment. Its composition: 
local telephone services: 58%; 
long distance: 12%; 
special projects: 15%; and 
civil works and power 10%. 

-SCT projections. 

-Attain 90 % of coverage in 
water services for year 2000, 
and 80% in sewerage. 

-Assuming demand elasticity 
of 1, investments will grow 
by 10%.for a GDP growth of 
2.5% yearly (FNdeM 
projections) . 

-Growth of investments by 
5 % yearly. 

-SCT program for 1991-94. 

Same assumptions as ports. 

Scenario II 

-Based on scenario I and 
taking into account an 
increasing private sector 
financing from about 5% of 
the program in 1990 to 9% in 
1994. (Private participation 
at half the level expected 
by CFE). 

-Increase annual 
investments by 19%. 

n.a . 

-A more realistic scenario 
than I, taking into account 
fiscal constraints and 
implementation c apacity o f 
the operating agencies. 

-A more conservative scenario 
with an yearly investment 
rate of 5%. 

-Idem I with a 10% annual 
increase in private invest. 
starting from US$ 190 million 
in 1990 (20% of the proposed 
current program). 

-A more conservative 
scenario: 5% increase 
in investments, 
considering 50 % of 
private participation. 
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MEXICO 
Ta ble 20: Budget Al location by Sector a/ 

RHI 
Structure Growth Rat. 

( i n bi I I I on• of Pe•o•) ----------------
1989 1990 1989 1990 I 

(Expected) (Projected) I I 

Total Budget 89 , 080 . 6 110,8-41. 6 100 . 0 100 . 0 -4. 7 

Social DeveloptNnt 31,29e.9 -41,916 . -4 36.2 37.8 . 12.6 

Urban DeveloptNnt 1,369.4 1 , 327 . 6 1.6 1.2 17.9 

l Ecology 

Phy•ical Inve•tment by Sector b/ 

Total Budget 16,906 . 4 22,990.6 100 . 0 100.0 14 . 4 

Social Development 3,420 . 1 6,333 . 4 20.2 23 . 2 31.2 

Urban Development 217 . 6 323 . 6 l. 3 1.4 25.1 
1 Ecology 

Source : SPP. •Presupue•to de Egresos de la Federac ion,• 1990 . Proyecto Tomo I, Mexico, Pa 
Total Progralllllled Expenditure . 

a/ pp . 26- 27. 
b/ pp. 146-147 



MEXICO 

Table 2 1: URBAN DEVELOPMENT AND ECOLOGY a/ 
"Expenditures 1983-89: Projections 1990 -94 11 

(in billions of current Pesos) 

- ----• -- ---- ---- - -- - -- - ----- - - -- - -Actual--- - - - ------------ - - -- ---- -- - - --- - ------ -- -------------------- -Projections- - - ---- - ------ -- - -- - --- - -

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 ~ 1993 1994 

TOTAL EXPEND ITURES b/ 21.2 69 . 1 77.8 154.2 272.9 445.6 433.0 

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

CURRENT 7. 5 38 . 5 37.1 56.6 104 . 7 164.7 178.1 

CAPITAL 13.7 30 .6 40.7 97.6 168. 2 281.0 255.0 1, 225.0 1,963.2 2,·547.6 3,386.5 4,698 .6 

DIRECT 6.2 12. 9 16 .8 17.9 37.3 44 .4 52.4 

Urban Development 4 .9 5 . 1 7.2 5.9 19. 0 21.0 23 . 8 223.0 583.0 991.2 1,585 .9 2,537.4 
Hous i ng 0.4 2. 1 3.4 2.1 4.3 5.2 6 .7 
Ecology 0. 2 3. 3 4 . 5 7. 5 7. 5 10. 1 16.5 41.2 88 .6 150.6 240.9 385 . 4 
Other 0.7 2. 3 1. 7 2.5 6.4 8.2 5.4 

Reconstruct ion 52.9 38.0 124 . 6 63.2 
Enterprises & Funds 7. 5 17. 7 23.9 26.8 93.0 111.9 139. 3 868.3 1,141.1 1,150.0 1,150.3 1, 120 .8 

Non-controlled 

Memo: 
Total Federal Govt. 4,246 . 1 7,141.3 10, 572.6 17,196.8 39,222 . 7 74,221 .8 90, 442 .3 

Budgetary Expenditures c/ 
Sector as Share(%) of Total 0. 5 1.0 0. 7 0.9 0.7 0.6 0. 5 

Source: Data provided to Economic Mission by SEDUE, Dept. of Progranming and Evaluation. 

a/ Data are for budget expenditures classified by acininistration. 
b/ Totals correspond with data provided i n SPP . "Pr imero Informe" 1989, Page 31, wi th exception of 1983, 1984 and 1989 . SEDUE data used. 
c/ SPP. "Primero Informe" , 1989, Page 31. Progranmed expenditures. 
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Table 22: Reper c ussions of Expenditure Reductions in 
Water and Power Se c tors 

Water se Gtor indicators 

* Water l o sses: about 3 0 7. o f 
bloc k water 

* Municipal 
treatment plants 
in operation : 

* Large and medium 
c ities with reliable 
chlorination system: 

* Population 
coverage: 

-total population 
-urban areas 

Power sector indicators 

* Energy l o sses ( %): 

* Service time interruption 
(minutes/month) 

Regions: 

Sourc e: CFE and CNA 

35 7. 

20 7. 

1980 

70. 2% 
82.9 7. 

1984-85 

12.7 

January 

-Golfo Centro 
-Golfo Norte 
-Centro Oriente 
:-Centro Sur 
-Baja California 
- Noroeste 

Average Country 

might be 407. in 
Mexico D.F. 

1986 

71. 0 % 
81.8 % 

1987-88 

13.5 

1989 

1396 
746 
644 
566 
218 
239 
521 

Brasil 1988 
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Table 23: Repercussions of Expenditure Reductions in 
Railways - Gaps in Maintenance 

Indicator Current 
level 

( 1) 

Track renewal 300-400 
(km/year) (1989: 

Strengthening of 
bridges (number/year) 

Yards, upgraded 

Loco reconstruction 
(number/year) 

Loco: major repairs 
(number/year) 

Loco 
availability ( % ) 

Source: FNdeM and W.Bank 
(a) By the W.Bank. 
(b) yearly until 1994. 

180 

1 

23 

164 

64 

355) 

Recommended Gap 
level (a) ( % ) 
( 2) ( 1) / ( 2) -

850 59.0 

400 (b) 55.0 

5 80.0 

36(c) 36.0 

400 59.0 

80 20.0 

1 

( c ) up to 40 locomotive reconstruct ions c an be done yearly, if the 
available c apacity of workshops and labor is handled in an efficient 
way. 
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Table 24: Repercussions of Expenditure Reductions in 
Roads - Gap in Maintenance 

Indicator 

Asphalt carpet 
(km/year) 

Seal coats 
(km/year) 

Executed level 
Average 1983-88 

( 1) 

1,484 

2 , 682 

Recommended Gap ( % ) 
level (a) 

( 2) (1) / (2)-1 

4,500 67.0 
Each 10 years 

11,250 75 . 0 
Each 4 years 

Age of 
Federal 
network: 55% is over 20 years old, and carries 70% of traffic. 

Source: SCT and W. Bank 
(a) By Bank staff 
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Table 25: Resourc e Mobilization in Railways 

Ac tion 

Shorten collection 
period with Fertimei 
from 75 to 45 days (a) 

Selling accumulated 
sc rap 

Labour redundancy 
reduc tion by 1 . 9 % 
annualy (b) 

Labour redundancy 
reduc tion by 3.7 % 
annualy (c) 

Sell or lease 
valuable urban land (d) 

Additional resources 
mobilized 

(Mex$ million) 

3 , 630 

50 , 000 

12, 800 

2 4 , 930 

-Res ources as 
a % of 1990: 

Agenc y Federal 
investments transfers 

0 . 5 0.5 

6 . 6 6 . 6 

1. 7 1. 7 

3 . 3 3.4 

n . a. 

( a ) 11 0 ,000 in ac count re c e i vables fr om Fertimex . 
(b) 10 7. in five years. Costs of layy off are roughly estimates as 50 % of 
all savings. 
(c) 20% reduction in five years . 
(d ) Huge resources might be obtained through this source. There's 
increasing demand from many municipali t ies for using Railway land. 
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Table 26: Resource Mobilization Methods and Potentialitjes 
Water and Sewerage 

Area Action 

Action upon commercial losses 

* Metering - Repair and/or replace meters that 
are not sensible to small quantities. 
Eliminate under-metering. 

- Diversify sources of meter supply 
(currently only two manufac~urers) 

* Undeclared - Identify industrial users that use 
wells their own wells. Incorporate them to 

a register and bill them. 

Actions upon technical losses 

* Losses in 
network 

* Losses in 
house 
connections 

* Losses in 
house 
consumption 

Source: CNA 

- Proper maintenance 
- Improve effectiveness of public 
gangs for repairs on streets 

- Selecting proper materials 
for connections. 

- Standardize toilet capacity up 
to six liters; replace existing ones 
(now up to twenty liters) with new 
design. 

(a) according to Monterrey experience. 
(b) according to Leon experience. 

Posssible 
estimated saving 

10-20 % of 
total water 

billed (a) 

- Mex$ 2,250 m. 
or 3 m. m3 /year 

( b) 

- Mex$ 500,000 
million per year 

( C) 

- 30% of total 

- affects 40% of 
total house 
consumption. 

(c) budgeted for 1990 to collect from national industry users. 
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2 
Table 27: Potentialities of Resource MoQjlization 

Power Sector: CFE 

Measure Resources to be mobilized 

Reducing costs 

Shorten the collection 
period of account receivables 
from 75 to 60 days (a) 

Unorthodox measures to 
increment supply 

* Energy imports 

* Interconecting PEMEX 
to the networ (b) 

* Utilization of 
hydroelectrric 
reserves ( c) 

Demand reduction 

* Savings in CFE energy (d) 
consumption 

* Savings in energy 
losses ( e) 

Source: CFE 

Mex$ 40,630 million 
(7.8% ~f Federal transfers) 

300 MW 

300 MW 

3,400 MW 

61 GWH Mex$ 6,917 mill. 

900 GWH Mex$ 102,060 mill. 

··self 

(a) accounts receivable from projected 1990 balance sheet, times CETES 
rate of interest (48%), equivalent to 3.3% per month. 
(b) .using current energy surplus from the southeast region. 
(c ) to be used during peak hours distributed along four years. 
(d) works will start in Januarr 1991. 
(e) introducing better tranasformers and c onectors might reduce current 
losses from 13% to 11%. 
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Table 28: Main Public Investments Programmed for 1990-94 In 
Infrastructural Sectors Scheduled for Privatization 

Sub-sector/Project 

ASA: Mazatlan(Delta/Alaska) 
Cancun terminal 
Tijuana parking lot 
SAM, Mexico area 
5 airports (a) : 

NdeM: Locomotive leasing 

Roads: Concession roads 

PM: Specialized terminals 
Tourist ship berths(b) 

CNA: Monterrey 
Guadalajara 
Aguascalientes 

CFE: Generation plants 
Generation plants 

Period 

198~ 
1990 
1990 

1990-92 
1990-92 

1990-94 

1990-94 

1990 
1990 

1990-92 
1990-92 

n.a 

1990 
1990-94 

Total amount 
US$ million 

0.4 
4-6 

20 
200 

50 

130 

1,890 

134. 6 
21. 6 

403 
631 
n.a. 

116 
2,105 

Source: SCT, ASA, . FNdeM, PM, CNA and CFE. 

Private 
share 

100 
100 
100 

25 
n.a. 

100 

25-65 

100 
100 

40 
40 

n.a. 

100 
100 

( % ) 

(a) Guadalajara, Pto Ballarta, Tijuana, Acapulco, and Los Cabos. 
(b) First bidding were opened by September 1989. 
Note: see documents in file for list of port and roap private projects. 
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Table 29: Airports: Composition of 1991-94 Airport Investments 
SGT Proposal 
Mex$ billion 

1989 1990-94 aver. 

New Inv. Mtce. Rehabil. New Inv. Mtce. 

Buildings 3 . 9 8.2 2 4 . 5 101.9 34.2 

Runways and 20 . 6 32 . 5 48 . 2 63.5 
platforms 

Equipment and 4 . 8 23.9 
machinery 

Reha. 

15.0 
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Box 1. 

Mobilizing resources in the Water Sector: Implementation 
is Crucial to obtain Significant savings. 

By 1990, 6.3 billion m3 of water will be needed annually for potable 
water supply. Thirty seven percent, or 2.3 billion m3, will be dedicated to 
Mexico city at a cos.t of Mex$ 400/m3, as water is pumped 800 meters up the 
mountains. According to current estimates, 40% of the water delivered to 
Mexico city is lost, at a cost of Mex$ 368,000 millon, due to system leaks. 

Water that reach its destination also suffers losses and is used 
inefficiently. In this context, some measures involving bathroom appliances 
and water metering could be an important source of savings. A toilet with a 
better design could serve its function while consuming 6 liters of water 
instead of the existing ones which consume up to 20 liters. Potential water 
savings are huge: about 30% of total residential usage was reduced in a pilot 
experience in a Monterrey zone (more than two thirds of wat~r used in Mexico 
city is for households). The technology is known and available (Swedish, u.s, 
others) and might be transferred to Mexico. Resources are also available: the 
D.F. municipality and the State of Mexico have started a program and assigned 
a budget for changing 2 million toilets each, mainly in public buildings. 
Constraints to improvement are, first, water charges are so low that they 
don't favor economies; and second, a significant number of households are not 
registered, much less metered. Huge savings might be obtained if greater 
political priority is given to this issue. 

In addition, important resources would be mobilized if meters are 
installed to the currently 70% of users not covered with them. (Monterrey has 
97% of metering coverage). Also additional revenue collection of 10-20% of 
water billed can be attained by replacing by sensitive meters, that avoid 
under-count of . small water flows, in the existing ones. Only two manufactures 
provide meters in Mexico and none of them produce the more sensitive types. 
In this case, it's a matter of policy decision and implementation. The 
Monterrey experience in efficient water use should be extrapolated to the rest 
of Mexico. An integrated and persistent policy was developed there with two 
main components: population awareness of the problem and pricing incentives. 



31 

Box 2. 

Railways and Road Transport: 
Traces of Hidden Subsidies 

Mexican Railways (Ferronales or FNdeM) is still burdened by previous 
public po~icies by which parastatals were an instrument for subsidies. The 
case of FNdeM illustrates how subsidies might be delivered to different 
economic agents through investment and finance decisions. Investment decision: 
Although its passenger traffic is not an agency priority, FNdeM is committed 
to purchase passenger coaches from another parastatal, CONCARRIL. The 
purpose: maintain employment and solvency of CONCARRIL. The effects: divert 
about 4.2% from FNdeM's investment program in 1989 and 1990 (Mex$ 24,400 and 
32,000 million respectively) to a non priority area. Finance decisions: (a) 
Railway rates for many important commodities are below long run variable 
costs. Only a nominal 5% increase for 1990 was granted, while annual inflation 
is expected to be 25%. Low tariffs are intended ~o be used as a subsidy 
instrument, now that road transport is deregulated. Specifically, low tariffs 
are used as an export promotion tool, to make final price of cement 
competitive in the U.S. As a redistribution tool, low rates received by 
CONASUPO are supposed to impact food products prices. As a means for cost 
reduction to other parastatals that use underpriced railway services 
(FERTIMEX, SICARSA, ETC) . (b) Furthermore, to ease other parastatal financial 
problems receivables collection is delayed: e.g. FERTIMEX is used to delay 
paying Mex$ 100,000 million by two to three months, causing FNdeM financial 
losses of Mex$ 8,300 million each quarter. 

Federal transfers are budgeted by Mex$ 465,000 million for railway 
investments in 1990 (total transfers Mex$ 735,500); trucks receive about Mex$ 
730 , 000 million in the under ·payment of road maintenance costs. However 
changes are possible. A gradual reduction of both subsidies is proposed, 
reaching their complete elimination in the near future. This should entail 
changes in FNdeM that go beyond its tariff policy, mainly the adoption of 
commercial objectives and a market oriented policy. Some progress is expected 
in tariff aspects from the conc l usion of a current study which reassesses the 
structure and also the charging modalities. E.g. tariffs for specific 
contracts would be adopted (taking into account costs, distance and cargo 
modalities) instead of the current ton-km approach. Concerning the trucking 
industry, the road cost recovery level is very low compared with other 
countries or even wi th the mexican automobile. Recently the sector has been 
made to pay taxes (V.A.T, ownership tax, asset tax, income tax) from which it 
was previously exempt, and even though these are not properly user charges 
they are being perceived by truckers as representing a significant effort. It 
is expected that incremental tax revenues from these changes will amount to 
about US$ 175 million in 1990. In addition, the GOM is considering to. 
increase the diesel price by 10% in real terms. 

Increasing railways tariffs by 22% (on average) and charging truckers 
according to the road use they made would ease public finances. By these 
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measures, an amount equivalent to 0.1 % of GDP of current federal transfers 
to FNdeM could be eliminated and 25% of additional resources can be added to 
the current road investment program. 

Box 3. 

Concession Roads: 
Exploring and Improving the Financing Approach. 

Private sector involvement in road construction started when, due to the 
budget constraint of the 1982-83 period, GOM interrupted ongoing projects and, 
in order to avoid contractors bankruptcy, Banobras took charge of their 
liabilities, mainly with foreign banks. Then Banobras sought to get 
additional resources and provide contractors with work continuity. 

The contractual arrangements adopted consist of an administrative 
concession for highway construction, operation and maintenance. The financing 
arrangements are based in a joint participation of contractors, state, federal 
government and venture capital using a widespread Mexican fiduciary scheme 
("fideicomiso"). 

The current role of the federal government, through SCT, is to identify 
the project, provide the final design and costs estimates, and then supervise 
the construction and future operation. Also the agency (or Federal 
Government) provides land and the traffic rights. This role differs from 
other sub-sectors mainly in the fact that SCT indicates where to build the 
road. Instead, for example in ports or airports, it is the private sector 
which decides and proposes where it wants to invest. 

A number of concerns, affecting the success of the operation has been 
raised in the beginning: the lack of private participation in the toll road 
design, not including a provision for the currency exchange risks, 
inadequate/insufficient pre-qualification of contractors, potential overrun in 
cost from contractors in their share, tolls to be charged were not well 
defined and also traffic estimates were not clear. By now, SCT officials 
consider that the scheme has been much improved: SCT takes into account 
private proposals before the final design of the project; foreign exchange 
risks might be transferred at a cost to an insurance company; SCT is demanding 
financial warranties from contractors including a US$ 1.0 million warranty and 
US$ 7 million in assets to be eligible for the bids; also SCT requires an 
economic feasibility study complemented by a financial evaluation. The 
possibilities of overrun in costs through the contractors share in machinery 
and materials are apparently minimum, as the "fideicomiso" has a technical 
committee which is responsible for supervising timing, quality and costs. So 
far there has been lack of international competition for these constructions, 
that generally are awarded to firms of the state where the project is located. 
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The last operation designed, the Cuernavaca - Acapulco highway, failed 
to attract the venture capital required due to (a) only one bank participate 
to issue quiue a large bond amount and (b) competition of high real interest 
return from CETES. For that 4 lane highway, venture capital was expected to 
provide 60% of total costs of Mex$ 1.7 billion. This was recently modified to 
40% and the number of participant banks increased to two (SERFIN and 
COMERMEX). The Federal Government increase its share in the venture: the 
proposed shares will now be: contractors 30%, CAPUFE 20%, Pemex 5% (in 
materials), the State of Guerrero 5% and private investors 40% 

During 1989, 221 km of concession roads were announced for construction 
at a base cost of Mex$ 1.2 billion, and with an investment recovery period 
that varies from six to fifteen years. From this proposed program, only 20% 
of works (Mex$ 0.26 billion) are currently in execution. A Mex$ 2.7 billion 
package of new projects is to be bid by June 1990. 

Certainly, the concession roads will provide benefits for users in terms 
of reduced vehicle operating costs (e.g. in the Mexico-Cuernavaca-Acapulco 
highway, total distance is shortened from 310 to 264 km) and for the system in 
general, as they should reduce congestion through redistribution of traffic. 
However the scheme entail the danger that the GOM might commit resources to 
project~ that in the future could prove to be uneconomic (insufficient traffic 
for the toll charge) and additional Federal resources -that . might be 
efficiently used elsewhere- would be required to support them. 

Box 4 

Private Purchase of Locomotives: 
Is this Convenient for the Railways and the Public Finances? 

New mechanisms for private participation are being . explored for the 
railways. Through one possible arrangement, the private sector would buy and 
lease 100 new locomotives at FNdeM selection, and delivering them from 
September 1990 to February 1991. FNdeM will pay a daily lease of US$ 600 to 
750 (under negotiations) including manufacturer maintenance supervision costs. 
After 10 years of leasing and US$ 2 . 5 mi l lion payments on a US$1.3 million 
worth locomotive, the property is transferred to the railways. FNd~M is 
subject to expenditure, foreign financing and tariff ceilings imposed by SPP, 
originated in macro considerations. The locomotive lease operation has been 
designed in this restrictive context . 

Is this a suitable arrangement for the Railways? Is the privatization 
policy pressuring for an over-incorporation of locomotives? Key 
considerations to take into account in this "investment" decision are to: (a) 
assess the capacity of motive power required relative to the existing and 
projected traffic, and (b) to analyze alternatives for capacity provision to 
new locos, as for example, rebuilding existing locos with available labor and 
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workshop resources (reconstruction level was 23 locos in 1989 compared with an 
existing capacity for 36 under present conditions, and 40 adopting effective 
measures). Both considerations should not be left out of the decision process. 
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Flow of funds between TEIJ:lEX and Government , 1987 

A. Frpm TELMEX to Governmcul 

Tax of tolecommunications bills LA 
Income t:AX .Lli 
Value -~dded tAX ~ 
Othu • t axes L,si 
Interest and dividends Lf1 
Tax element in domestic equipment 1.i,. 

Tu,tal to Government 

a . From covornment to 'rELH~ 

Equity coni:.ributlon 

Net from WTEU:\EX to Govarnment L.& 

US $ million 

213. 48 ./ 
62.79 v 
93,4 2 ./ 
59, 49 ✓ 
4l. 7l v 
50. 00 ✓ 

490,8,2 

149.87 

341,02 

L!A 22% on inte~national calls, 32-421 (residence-commercial ) on domes tic 
long-distance call$ and 60-721 on rental and local calls . Plus 15% value• 
added tax (IVA) over bill and tax, Also 15% IVA on installation charge , 

& Tax on TEI.MEX profits. Rate is changing from 42% unt il 1986 t o 351 in 
1991 , as the new definition of tax base is phased in (tak1n into account 
infh. ' n), 

~ Pa.id by TEL.MEX less collected from users. 

,6:1 Right& for spectrum U$ e , tax on new exchanges, retained inc om tax on 
dividends to private stockholders, duties on diract imports, and other 
ta. 'J • 

~ Intoraa t on govornment loans and dividends paid on goverrun nt shares. 

Li. EsHmnt~d. 

Li Equiva l ent to About 361 of TELEMEX gros s revenues (exc luding taxes 
colleet:ftd or reta ined for Government) . 
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OFFICE MEMORANDUM 
DATE: January 4; 1990 

TO: Mr. Kye ~ting Director, LA2DR) 

THROUGH: Mr. Ne.! , (Acting Chief, LA2TF) 
I ' . 

FROM: E. Mende .(LATTF) 

EXTENSION: 3-0779 

SUBJECT: MEXICO - PERL: Status Report 

1. The conditions for the release of the second tranche of the Public 
Enterprise Reform Loan (PERL-Loan 3086-ME) are set forth in paragraph 4 of 
the Loan Agreement and in Schedule 1 to the Guarantee Agreement. The 
conditions set forth in the Loan Agreement are (i) progress achieved in 
carrying out the program defined in the goverment's policy letter, (ii ) 
consistency of the macroeconomic framework with the program set forth in 
the goverment's policy letter, (iii) substantial progress by Mexico in 
obtaining adequate financing for 1989 and 1990 and over the medium term, 
and (iv) nine specific second tranche release conditions ( set forth in 
Schedule 1 to the Guarantee Agreement), In respect of the conditions 
referred to in (i) - (iii) above, pleast--,.x:.e-£6, to the draft memorandum from 
the SVPOP to the Board, attached as Annex 1. Of the nine conditions 
specified in the Guarantee Agreement, four had been complied with at the 
time of the second supervision mission (Supervision Report dated 
December 12, 1989), This note (a) makes reference to documents reviewed in 
connection with the remaining five second tranche conditions; (b) makes 
reconnnendations on how to deal with emerging issues, and (c) solicits your 
guidance on whether the Region should seek Board approval on a waiver of 
certain of the remaining conditions of second tranche. The draft 
memorandum from the SVPO to the Board on the release of the second tranche, 
covers comprehensively compliance with all nine second tranche conditions. 

2. Paragraphs 3 through 13 below describe the status of compliance 
with the five conditions not fulfilled at the time of supervision and 
conclusions are presented in paragraph 14. 

Issuance of Regulations, Satisfactory to the Bank, to the Public 
Procurement Law (Schedule 1, para 3 of the Guarantee Agreement); 

3, Public Procurement Law is defined as "La Ley de Adquisiciones, 
Arrendamientos y Prestaciones de Servicios Relacionados con Bienes Muebles" 
and "La Ley de Obras Publicas" (Article I, Section 1. 02, (n) of the Loan 
Agreement), Regulations to the Public Works Law have been finalized and 
are scheduled to be issued by January 10, 1990. Mr. Linder, LAC's 
Procurement Advisor found the regulations satisfactory. 

4. The regulations to the Procurement Law, however, are in draft 
and, provided that there are not unforeseable delays in the process, are 
only expected to be issued by January 31, 1990, at the earliest. The draft 
states in article 4, para III c) that SECOFI "is responsible for 
establishing the criteria for import authorizations for the public sector, 
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in a manner consistent with the Law". LAC's Procurement Advisor, found the 
draft regulations satisfactory provided that there was no inconsistency 
between the interpretation and application of the referred article 4 c) and 
agreements reached with the IBRD on trade liberalization. The 
interpretation and application of this article has been explained in a 
letter from Hr. E. Vilatela (SCHP) to Hr. Steckhan dated December 22, 1989 
(Annex 2J, indicating that: (i) there is only one list of products subject 
to import authorizations by SECOFI; (ii) such list, which has been 
significantly shortened during the past years, reflects agreements reached 
with the Bank under the two Trade Sector Loans and the Industrial Sector 
Policy Loan, and (iii) the list applies equally to imports by the private 
and public sectors. The interpretation and application of such article is, 
therefore, fully consistent with the agreements reached with the IBRD 
regarding the on-going re~oval of non-quantitative restrictions on imports. 
Consequently, I recommend considering the draft satisfactory. 

5. Regarding the delay in the issuance of the regulation to the 
Procurement Law, given (i) the overall progress in the implementation of 
all other second tranche release conditions of the PERL, and (ii) the fact 
that issuance of such regulations is not in the critical path of other PERL 
actions, nor does the expected delay in its issuance reduce the probability 
of success of PERL, a case could be made to consider the draft as 
acceptable evidence of compliance with this conditionality. This approach, 
however, would require a waiver for this condition, to be approved by 
Regional management or, more likely, by the Board. Alternatively, release 
of second tranche could be delayed until issuance of such regulations. 
Management's guidance on the approach to be followed on this matter is 
required. 

Issue the PE Regulations (Schedule 1 1 para 4 of the Guarantee Agreement) 

6. The PE regulations have been finalized and are scheduled to be 
issued by the 10th of January 1990. The contents of the regulations, 
reviewed during the supervision mission (memo dated 12/12/89), are 
satisfactory. Consequently, upon issuance of the regulations, this second 
tranche condition would have been fulfilled. 

Signed Performance Agreements (PAs) with the Five Selected Public 
Enterprises (PEs) and that Such PEs are Operating under the PAs 
(Schedule 1 1 para 5 of the Guarantee Agreement) 

7. A meeting to review the five signed PAs was held in Washington on 
Monday, December 18, 1989. The Mexican delegation included 
Messrs. A. Cervera (SHCP), B, Gomez Palacio (Intersecretarial Commission 
Expenditure and Finance), C. Mancera and L. Almeida (SPP). Hr. M. Dick 
(LATIE) and Ms. D. Babelon (ASTIF) joined me during part of the 
discussions; prior to the meeting, Mr. E. Mangan (ASTIF) provided me 
comments on the PAs signed with public enterprises in the steel sector. 

8, The PAs, though tailored made to the needs of each PE, have a 
common structure which includes the following group of indicators (weights 
in parenthesis): (i) financial ratios (30% to 40%); (ii) output level and 
operational input/output ratios (20% to 36%); (iii) personnel management 
and related ratios (10% to 20%); (iv) progress in the implementation of 
investment projects/restructuring programs (7% to 20%); and (v) other 
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indicators more specific to the PE (13% to 15%). The evaluation of 
management performance, on the basis of the progress made in achieving the 
agreed upon targets for each indicator, is graded at the end of the year. 
A bonus of up to three month salary is awarded to PEs which have 
significantly surpassed the annual targets. Based on detailed discussions 
of each one of the five PAs and on the comments provided by Mr. L. Jones 
(Consulta,nt), it was concluded that the structure and contents of such PAs 
are satisfactory and compare positively to the contracts in the first year 
of similar programs in Pakistan, South Korea or India. Consequently, this 
second tranche condition has been fulfilled. It was also agreed that the 
first of a series of progress review exercises with support from an 
international expert would take place in May 1990, at which time some fine
tuning of these contracts could be made. 

Satisfactory Progress in Restricting Operational and Investment 
Transfers to PEs dµring Fiscal Year 1989 to Levels Consistent with the 
Total Aggregate Transfers Contained in the Federal Budget for 1989 
(Schedule 1 para. 8 of the Guarantee Agreement) 

9. An updated estimate on transfers for the whole of 1989, furnished 
to the Bank on December 18, 1989, indicates that operational plus 
investment transfers to PEs for year-end would be 20% higher than the 
original budget. Notwithstanding the above-budget transfers for the year, 
the spirit of this condition, ~amely to reduce the burden PEs impose en the 
fiscal account and to force PEs to improve their efficiency, has been 
fulfilled. First, the above-budget transfers are more than off-set by 
higher than budgeted dividends paid by some PEs to the Government. For 
example, if the increased revenues to Pemex, the state oil monopoly, were 
accounted for, 1989 net transfers to PEs would be 18% below the budget. 
Mexico has, therefore, met all fiscal targets for September 1989 set forth 
under the EFF agreement with the IMF and, based on findings of a recent IMF 
mission to Mexico, it is expected that there would be no difficulty in 
observing most EFF performance criteria for year-end. Second, regarding 
the impact on PE efficiency, over three-fourths of the increment on 
transfers are allocated to social sectors, including programs mistakenly 
classified as PEs, to help alleviate the social cost of the economic 
reforms and, the remainder, to PEs which are implementing agreed upon 
restructuring programs with the Bank and/or which had to respond to higher 
than originally forecast growth in demand for their services. As detailed 
below, none of the individual cases where transfers above budget were 
granted originate in a reversal of the efforts to improve PE efficiency. 

10. Extraordinary transfers were allocated to eight programs/PEs to: 

(i) expand the "Pronasol", a national program to develop health, 
education, nutrition, housing, employment and productive 
projects targeted to the poorest groups located in marginal 
areas and disadvantaged states--the program, inaccurately 
classified as a parastatal (it is no longer classified as 
parastatal in the Federal budget for 1990), accounts for 25% of 
above-budget transfers to all PEs; 

(ii) finance salary increases to teachers in universities and 
educational centers--though a salary increase was foreseen at 
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the time of budget preparation, funds were included under the 
Federal budget account "non-sectorialized expenditures"; 

(iii) fund increased pension benefits under social security system, 
resulting from a Congressional amendment to the Social Security 
Law, made after their approval of the Federal budget--the 
amendme nt to the Law also raised workers' contribution to the 

.pension fund, thus maintaining constant the ratio of government 
transfers to total pension fund income; 

(iv) support the basic food marketing company -- the extension of 
the PECE prevented adjustment on consumer prices to reduce 
subsidies on wheat and soya; 

(v) allow the state fertilizer monopoly to clear outstanding 
arrears and finance severance payments related to reduction in 
personnel -- both actions supporting FERTIMEX's restructuring 
program, agreed upon with the Bank under the Fertilizer Sector 
Loan·; 

(vi) support investments by the national water company--these 
investments were implemented in partial fulfillment of a 
conunitment under the AGSAL to increase the 1989 investment in 
agriculture infrastructure by US$200 million; 

(vii) finance the transfer of the "Direccion General de Vias Ferreas" 
from the Transport Ministry to the railway state monopoly, and 

(viii) accelerate the investment program of the electric power state 
monopoly --in response to a significantly higher than forecast 
power demand growth in 1989. · 

11. Based on the overall macroeconomic progress in containing the 
public sector primary deficit and inflation, the meeting of fiscal targets 
set forth in agreements with the IMF and the satisfactory substantiation of 
the above referred cases where the excess transfers have been made, I 
reconunend that ~anagement accept the information furnished to the Bank as 
satisfactory evidence of compliance with the corresponding second tranche 
release. · 

Progress, Satisfactory to the Bank, in Carrying out the 
Implementation Program (Schedule 1 1 para 9 of the Guarantee Agreement) 

12, The program includes eleven dated covenants, mostly studies, due 
prior to December 31, 1989, Of these, eight have been satisfied. A ninth 
covenant, namely the initiation of a study on passenger tariffs for the 
railroad (para I.l,(i) of Schedule 2 to the Guarante~ Agreement), is 
expected to be met by January 12, 1990. One of the two remaining 
covenants, namely the initiation of a study for the definition of methods, 
procedures and responsibilities for the evaluation of public sector 
investments (para II.4.(b) of Schedule 2 to the Guarantee Agreement), is 
significantly delayed, partly because the Government, having serious 
reservations about the responsiviness of the consultant's technical 
proposals, declared null and void the consultant selection process; 
subsequently, and in consultation with the Bank, the Government decided to 

.. 
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seek assistance of individual consultants for this study. Though this 
study should have conmenced on October 15, 1989, given both, the 
unforseable delay associated to declaring null the selection process and 
the overall progress of the actions in the Implementation Program, I 
recommend that, in the event ·Of satisfactory compliance with all other 
second tranche release conditions, the Bank be prepared to deem this 
covenant ~atisfied upon selection of a consultant(s). 

13. Lastly, the remaining covenant in the Implementation Program 
refers to the initiation of a study to promote private sector presence in 
areas or activities currently being undertaken by PEs (it was agreed during 
negotiations that this condition would apply to FERRONALES). I beleive, 
based on the evid~nce furnished to the !ank, that the Government has 
complied with the purpose of the study and, therefore, recommend accepting 
the following information as satisfactory evidence of compliance with the 
referred covenant: 

(a) During 1989, FERRONALES: (i) contracted, with the private sector, 
the repair of 1,500 freight wagons. Payment will be in kind 
(i.e., allocating free use of such wagons for an agreed upon 
period of time) or through discounts on future freight tariffs; 
(ii) promoted the utilization, by Mexican companies exporting to 
the USA~ of USA trains which bring produce to Mexico and return 
unloaded (e.g., AHMSA!s agreement with a USA Train Co. for Koke 
exports to the USA); (iii) contracted, with 2 private and 1 public 
companies, repairs of 60 passenger wagons; (iv) contracted, with 
private sector, refurbishing of 500 freight wagons, and (v) rented 
40 locomotive engines from a USA railway company. 

(b) In addition, the following studies, also aiming to foster private 
sector presence in activities currently undertaken by FERRONALES, 
have been contracted: (i) on the feasibility of the purchase, by 
private sector, of 350 locomotive engines, to be operated by 
FERRONALES under a lease agreement; (ii) on schemes to promote 
private sector purchase of railway transport equipment, for their 
lease to FERRONALES, under novel methods of payments (e.g., 
reduced cargo freight tariffs); (iii) on methods to facilitate the 
interchange of locomotive engines with US railways transporting 
merchandise into Mexico, and (iv) on methods to have the 
electrification of some railway routes undertaken by the private 
sector. 

Conclusions 

14. Should management endorse the above recommendations, upon issuance 
of the regulations to the Civil Works Law and to the Parastatal Law 
(expected by January 10, 1990), all PERL second tranche conditions, other 
than issuance of the regulations to the Procurement Law, would have been 
fulfilled. Management's guidance is, therefore, required on whether to 
(i) accept the draft regulations to the Procurement Law as satisfactory 
evidence of compliance with the corresponding second tranche condition or 
(ii) delay release of the second tranche until issuance of such regulations 
(expected by January 31, 1990, at the earliest). Alternative (i), however, 
might require Board approval on a waiver of the corresponding second 
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tranche condition, as strict compliance with such condition would have not 
been reached. 

cc: Messrs./Mmes. R. Steckhan (o/r) (LA2DR); E. Segura (o/r) (LACVP); 
P. Knotter (o/r) (LA2TF); M. Martinez (o/r), 
S. van Wijnbergen, J. Varallyay (LA2CO); H. Binswanger 
(o/r), J Garci a -Garcia (LA2AG); R. Halperin, M. Dick 
(LA2lE); M. I skander (o / r } (LATTF); J. Collell, 
K. Mettala (LEGLA); E. Mangan, D. Babelon (ASTIF); 
M. Voljc (Resident Representative) 
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FROM: Senior Vice President, Operations 

I 

January , 1990 

ANNEX I 

DRAFT 
(1/4/90) 

MEXICO - Public Enterprise Reform Loan (Loan 3086-ME) 
Release of the Second Tranche 

I. As provided in Section 3.02 of the Loan Agreement for the 
above mentioned project, discussions were held in Mexico City 
during recent weeks on the progress achieved in carrying out the 
economic program assisted by the loan. This memorandum summarizes 
the recent macroeconomic developments and progress in the 
fulfillment of the criteria for the release of the loan's second 
tranche of US$ 250 million equivalent, as agreed during the 
negotiations of the loan. 

I . BACKGROUND. 

II. The public enterprise reform loan (PERL), as part of the 
Bank's support to the Mexican Government's objectives of 
stabilizing its economy and resuming growth, aims at assisting in 
the improvement of the efficiency of the parastatal sector. The 
PERL focus is on i) a "divestment" component to continue to reduce 
the size of the parastatal sector, selling or merging a large 
number of firms and liquidating non-viable ones, and ii) a program 
to improve the efficiency of the enterprises to be retained by the 
Government, including reforms in the policy and institutional 
environment for public enterprises (PEs). As a result, a reduced 
parastatal sector will be better positioned to allocate resources 
productively, as it will operate within a more competitive 
environment, with decentralized decision making and strengthened 
managerial capabilities and incentives. 

II. MACROECONOMIC DEVELOPMENTS IN 1989 

(TO BE PROVIDED BY THE COD) 

III. PROGRESS AGAINST TRANCHE RELEASE CRITERIA 

The reform program supported by the Public Enterprise 
Reform Loan is described in the Government's Letter of Development 
Policy dated May 12, 1989. Progress in complying with the second 
tranche release conditions, set forth in paragraph 4 of Schedule 
1 to the Loan Agreement, and in Schedule 1 to the Guarantee 
Agreement, is summarized below: 
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a) Consistency of Macroeconomic Program with the PERL and 
Progress by the Government of Mexico (GOM) in obtaining 
Externai Finance: Mexico's macroeconomic framework, as 
referred to in section II above, is conducive to stability 
and resurgence of growth, based on more efficient use of 
scarce resources. Within the context of the PERL, the Letter 
of Development Policy clearly defines the role of the state 
in the economy as that of a regulator and the provider of 
services and goods which are of strategic importance, as 
Constitutionally defined, or which have a significant social 
impact and, due to externalities or market imperfections, are 
not provided by the private sector. This environment is fully 
consistent with the PERL. Regarding external finance, as 
also referred to in section I I, substantial progress in 
obtaining adequate financing for Mexico's requirements over 
the medium term has been accomplished. 

b) ,Satisfactory Proqress in the implementation of the 
Divestment Program: Progress to date on the implementation 
of the PEs' divestment program (liquidation, sale, merger, ( 
transfer or extinction) has been satisfactory. Between , 
January 1 and November 30, 1989: (i) 75 PEs were divested, 
(ii) 167 were at different stages in the process, and ') 
(iii) the sector Ministries have proposed some 80 additional , 
parastatals as candidates for divestment. It is estimated 
that privatization accounted for about three-fourths of the 
aggregate asset value of the PEs divested during January to 
September 1989. Following numerous privatizations of 
industrial and mining operations during 1987/88, 
privatizations during 1989 have been more complex, including 
several agroindustries, especially sugar mills, and an 
airline; in addition, President Salinas announced on 
September 17, 1989, the decision to privatize the telephone 
monopoly in the nearest future. 

c) The Interministerial Commission Gasto-Financiamiento (CGF) 
has been empowered to make Recommendations for the Approval 
or Rejection of the creation of PEs: An interministerial 
decree issued on July 10, 1989, formally empowers the CGF to 
approve or reject, on a case-by-case basis, the creation of 
PEs and subsidiaries, thereby fulfilling this condition. 

d) Issuance of satisfactory Public Procurement Regulations: 
Satisfactory regulations to the Public Works Law and to the 
Procurement Law were issued on the of January, 1990 and 

of .•... , 19 9 O, respectively, thereby fulfilling this 
condition. 

[ALTERNATIVE PARAGRAPH: Satisfactory regulations to the 
Public Works Law were issued on the of January, 1990. 
Regulations in respect of the Procurement Law, however, are 
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in draft and only expected to be finalized, substantially in 
the form of the current draft, by ...... , 1990. Based on the 
overall satisfactory progress in the implementation of the 
PERL, thi contents of the draft, and on the fact that the 
formal publication of such regulations is not in the critical 
path of other PERL actions, nor does its expected delay reduce 
the probability of success of the parastatal reform program, 
the draft regulations have been accepted as satisfactory 
evidence of compliance with second tranche release.] 

e) Issuance of satisfactory Parastatal . Law Regulations: 
Satisfactory regulations were issued on the 31st of December 
1989, containing all essential elements to provide greater 
managerial and financial autonomy and accountability to PEs, 
including: definition of the role, operation and composition 
of Boards of Directors (BOD) of PEs; specification of the 
qualifications, experience, responsibilities and compensation 
of BODs members --non-civil servants are eligible as BOD 
members; definition of the role and operation of technical 
cornrni ttees for the support of the BODs; and the 
qualifications, experience and responsibilities of the Chief 
Executive Officer. 

f) Signed Performance Agreements (PAs) and have the selected 
PEs operating under the PAs: The first PAs, for the period 
January-December 1990, have been signed with the agreed upon 
five large PEs. The structure and contents of the PAs are 
satisfactory and the selected PEs are operating under such 
contracts. · 

g) Satisfactory Progress in the implementation of the 
Performance Agreement Unit (UDC) action plan and that UDC is 
operating according to its mandate: The UCD is fully staffed 
and is operating according to its mandate. Progress in the 
implementation of its plan of action is satisfactory. 

h) Evidence of Guidelines for Sectoral and Corporate Programs 
The recently issued National Development Plan 1989-94 (NDP) 
is fully consistent with the program of parastatal reforms, 
limiting PE's involvement to priority and strategic areas, and 
fostering their efficiency through changes in the regulatory 
environment geared to provide PEs with greater financial and 
managerial autonomy, based on evaluation of performance. The 
NDP also provides satisfactory guidelines for the preparation 
of sector plans and the Guidelines and Methodologies for 
Programing-Budgeting 1990, issued in August 1989, sets 
guidelines for the preparation of Sector and Corporate 
programs, consistent with the NDP. 

i) Satisfactory Progress in restricting PE Operational plus 
Investment Transfers during FY 89 to levels consistent with 
the Budget: Official estimates for investment plus 

l"i ' 



, 

4 

operational transfers for 1989 indicate a 20% nominal increase 
above budget. However, the rationale for the above-budget 
transfers is satisfactorily substantiated: ( i) over three
fourths of the increment on transfers is allocated to social 
sectors to help alleviate the social cost of the economic 
reform program (i.e. to health, education, nutrition, housing 
and employment programs targetted for the poorest segments of 
the population; to educational centers; to the social security 
system; to support basic food subsidies; to fund investment 
in water supply infrastructure) and, the remainder, to PEs 
which were implementing agreed upon restructuring programs 
with the Bank and/or had to respond to higher than originally 
forecast growth in demand for its services; (ii) the above 
budget transfers are more than off-set by higher than budgeted 
dividends paid by some PEs to the Government (for example, if 
the increased revenues to the state oil monopoly were 
accounted for, 1989 transfers to PEs would be 18% below the 
original budget), and (iii) Mexico has met all fiscal targets 
set forth for September 1989 under the Extended Fund Facility 
(EFF) program with the IMF and expectations are that there 
would be no difficulty in observing most EFF performance 
criteria for December 1989. Based on the above considerations 
and on Mexico's overall macroeconomic progress in containing 
the public sector primary deficit and inflation, the 
information furnished to the Bank has been accepted as 
satisfactory evidence of compliance with second tranche 
release condition. 

i) Satisfactory progress in carrying out the Implementation 
Program Overall progress to date in the Implementation 
Program has been satisfactory. The Program includes eleven 
actions which were due prior to December 31, 1989, including 
the provision of satisfactory terms of reference for studies, 
the initiation of studies, the preparation of an action plan, 
and the submission of evidence on implementation of agreed 
upon actions. Of these conditions, seven have been met as 
originaly agreed; another condition was met based on actions 
already implemented and on an agreed upon plan on 
complementary activities to be implemented throughout 1990s; 
in one additional covenant, though a study which should have 
been initiated prior to December 31, 1989 had not yet 
commenced, the dated covenant was extended to January 31, 1990 
and the agreed upon terms of reference and selection of 
consultants accepted as satisfactory evidence of compliance 
with the condition. Lastly, actions undertaken in relation to 
the remaining three conditions went beyond the requirements 
laid out in the Implementation Program. 

IV. CONCLUSIONS 
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Progress on the overall economic program has been 
satisfactory. The adjustment process remains on track and the 
medium term , outlook appears to favor growth. criteria for the 
disbursement of the second tranche of the PERL were met to the 
Ba,nk's satisfaction. The Government of Mexico has therefore been 
advised of the availability of the second tranche of US$ 250 
million equivalent. 

(Senior Vice President, Operations) 

• 
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RESTRUCTURING AND PRIVATIZATION CASE 
FERTil..IZANTES MEXICANA S.A. (FERTIMEX) 

COUNTRY: MEXICO 

LOAN: FERTILIZER SECTOR ADJUSTMENT LOAN 
(2919-ME) -

STAFF APPRAISAL REPORT (SAR): 1988 

LOAN AMOUNT WORLD BANK: US$ 265 MILLION 

PROJECT AMOUNT: US$ 346.4 MILLION (US$ 80.9 
MTTJ,ION (COUNTERPART FUNDS) 

LOAN TYPE: HYBRID--MIXED POLICY AND PROJECT 
LOAN 

POLICY AMOUNTS: US$ 200 MILLION IMPORTS OF 
FERTILIZERS AND OTHER RAW MATERIALS 
(QUICK DISBURSING FUNDS) 

INVESTMENTS: US$ 145 MILLION 

TECHNICAL ASSISTANCE: US$ 1.4 MILLION 

(PG.WSAR) 
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FERTIMEX 

BACKGROUND: IN 1985 MEXICO INITIATED A SERIES OF 
STRUCTURAL ADJUSTMENT INITIATIVES AND POLICY 
REFORMS FOLLOWING THE 1982 -1983 DEBT CRISIS AND 
THE SEVERE CONTRACTION OF ITS DOMESTIC ECONOMY 
THE MAJOR INITIATIVES LASTED THROUGH 1988. 

IN 1989 MEXICO BEGAN TO PRIVATIZE AND REPRIVATIZE 
MAJOR PARASTATAL (SOE) HOLDINGS AND SOUGHT 
REGIONAL TRADE INTEGRATION WITH THE US AND 
SUBSEQUENTLY CANADA 

MAJOR INITIATIVES OF THE REFORM : 

. TRADE REFORM AND TRADE LIBERALIZATION (1985-
1987) 

- ADHERENCE TO GA1T 

- REMOVAL OF QUANTITATIVE RESTRICTIONS TO 
TRADE 

- REDUCTION IN TARIFF DISPERSION 

- UNIFORM REDUCTION OF TARIFF RATES TO 
BETWEEN 0-20 %, WITH MOST TARIFFS 5-15 % 

. EXTERNAL DEBT REDUCTION/RESTRUCTURING 
INITIATIVES 
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FERTIMEX 

. EXCHANGE RATE POLICY DESIGNED TO STIMULATE 
EXPORTS 

. REMOVAL OF PRICE CONTROLS ON ALL PRODUCTS 
EXCEPT STAPLES--RICE, BEANS, TORTIL_LAS 

. CLOSURE/LIQUIDATION OF MANY SMALL SOES 

. RESTRUCTURING OF MAJOR SOES/SECTORS 

- STEEL (SIDERMEX) 

-SUGAR(AZUCAR) 

- FERTILIZER (FERTIMEX) 

- AGRO-INDUSTRY (CONASUPO) 

. CONVENIOS (CONTRACTS) WITH A NUMBER OF SOES 
TO RESTRUCTURE DEBT TIED TO PERFORMANCE 
CONTRACTS 
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FERTIMEX 

. RESTRUCTURING SUPPORT FOR PRIVATE SECTOR 
FIB.MS HIT BY THE ECONOMIC CRISIS AND THE 
CHANGING POLICY ENVmONMENT 

- SHOES AND LEATHER 

-AUTOS 

- TEXTILES 

- AGROINDUSTRIES 

• REMOVAL OF SECTORAL INDUSTRY PROGRAMS AND 
OTHER BARRIERS TO ENTRY IN MANY SECTORS 

. LIBERALIZATION OF LAWS GOVERNING DIRECT 
FOREIGN INVESTMENT 

• ANTI-INFLATIONARY PROGRAM INTRODUCED 1988 
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FERTIMEX 

KEY C~CTERISTICS: RESTRUCTURING PROJECT 
(1985- 1991) 

• PARASTATAL (SOE) ''MONOPOLY'' FOR PRODUCTION, 
PRIMARY DISTRIBUTION, IMPORT AND EXPORT OF 
FERTILIZERS. -

. GOVERNMENT OBJECTIVES UNTIL 1985: 

- MAXIMIZE NATIONAL PRODUCTION OF 
FERTILIZERS UNDER STATE CONTROL 

- DELIVER LOW COST/ SUBSIDIZED FERTILIZER 
TO THE FARMER TO SPUR AGRICULTURAL 
PRODUCTION 
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FERTIMEX 

FINANCIAL SITUATION: 

. 1986 REVENUES FRON SALES COVERED 54 % OF 
DffiECT AND ADMINISTRATIVE COSTS OR 44 % OF 
TOTAL COSTS WITH INTEREST 

. BUDGETARY TRANSFERS US$ 386 MILLION PLUS 
Dm.ECT SUBSIDIES FROM PEMEX ON AMMONIA OF US$ 
130 MILLION 

. PROJECTED BUDGETARY TRANSFERS 1986-1990 AT 
ESTIMATED RATE OF GROWTH US$ 2.5 BILLION 

• FOR EVERY TON OF FERTILIZER PRODUCED 
FERTIMEX RECEIVED US$ 71 IN SUBSIDIES OF WHICH 
US$ 43 WERE Dm.ECT FOR OPERATING COSTS AND 
INTEREST ON LONG TERM DEBT AND US$ 28 WERE 
INDffiECT 

• THE SUBSIDY COMPARES TO AN AVERAGE RETAIL 
PRICE BAGGED OF US$ 80 AND AN AVERAGE IMPORT 
PARITY PRICE OF US$ 130 

MAJOR QUESTION HOW MUCH OF SUBSIDY WAS A DIRECT 
SUBSIDY TO THE FARMER AND HOW MUCH WAS DUE TO 
FERTIMEX INEFFICIENCY? 
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FERTIMEX 

• FERTIMEX DEBT: US$ 1,032 MILLION AS OF 
DECEl\lBER 1987 

- LONG TERM US$ 896 MILLION 

- EXTERNAL (FOREIGN) US$ 855 

- DEBT SERVICE US$ 185 MILLION OF WHICH: 

-- INTEREST US$ 61 MILLION 

-- AMORTIZATION US $ 124 MILLION 

• OPERATING PERFORMANCE: 

- NET LOSSES BEFORE SUBSIDIES 1986 US$ 232.7 
Mll,LION 

- LOSS AT GROSS MARGIN LEVEL INCREASED FROM 
15.4 % 1983 TO 36.1 % 1986 

- ADMINISTRATIVE OVERHEADS HIGH AT 17 % OF 
SALES OR US$ 14 PER TON OF FERTILIZER SOLD. 

ANNEX IX SEE PAST AND PROJECTED FINANCIAL PERFORMANCE OF FERTIMEX 
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FERTIMEX 

I PRODUCTION 

. 56 PLANTS (APPROX. 50 % FINAL PRODUCTS, 50 % 
INTERMEDIATES) 

• PRODUCTION CAPACITY: 6.0 MILLION TONS OF 
FINISHED PRODUCT, AND 5.4 MILLION TONS OF 
INTERMEDIATE, 
(2. MILLION TONS OF NUTRIENTS) 

. OBSOLESCENT OR NON VIABLE CAPACITY: APPROX. 
28 % OF CAPACITY 1.7 MILLION TONS AND 11 %, 0.8 
MTTJ,ION TONS OF INTERMEDIATES, 
14 SEPARATE PLANT UNITS 

• MANY PLANTS SMALL SCALE AND OLD (PRE-1970) 

. MEXICO VIRTUALLY SELF SUFFICIENT IN 
FERTILIZER PRODUCTION 

. PRODUCT QUALITY: POOR, EG.COMPLEX 
FERTILIZERS 

. PRODUCT MIX: TOO MANY LOW NUTRIENT PRODUCTS 
(AMMONIUM SULFATE) (SEE GRAPH) 

. PLANTS INEFFICIENT USE OF RAW MATERIALS, 
ENERGY AND WATER 

.ENVIRONMENTAL CONCERNS 
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FERTIMEX 

,DISTRIBUTION 

. FERTIMEX OBJECTIVE HAS BEEN TO CONTROL 
DISTRIBUTION AS CLOSE TO FARM GATE AS POSSIBLE 
TO ENSURE DELIVERY AT CONTROLLED PRICES 

. DISTRIBUTION CAPACITY: 1,000 PRIMARY AND 
SECONDARY WAREHOUSES, ALMOST 4.0 MILLION 
TONS OF CAPACITY 

. DISTRIBUTION COSTS VERY IDGH--APPROX: US$ 45 
PER TON OF WHICH 1/2/ TRANSPORT (SEE MAP) 

. PLANTS POORLY LOCATED DUE TO IDSTORICAL 
LINKAGE WITH PEMEX 

• MANY WAREHOUSES OBSOLESCENT--LACK BULK 
HANDLING CAPACITY, BAGGING MANUAL, MIXING 
MANUAL--RESULTS IN LOSS OF MATERIAL AND POOR 
QUALITY 

• DISTRIBUTION NETWORK COMPLEX: (SEE GRAPH) 

- PUBLIC AGENCIES SUCH AS BANRURAL 

- STATE GOVERNMENTS 

-FARMERS COOPERATIVES 

-SOES 

- COMMISSION AGENTS 
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FERTIMEX 

. TRANSPORTATION COSTS: VERY HIGH FOR FINISHED 
PRODUCTS AND RAW MATERIALS 

- DEPENDENT ON VERY POOR INFRASTRUCTURE 
RAIL, PORTS AND ROADS (PACIFIC PORTS A 
PROBLEM) 

- POOR PLANT LOCATIONS (PEMEX-FERTIMEX 
TIES) 
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FERTIMEX 

INSTITUTIONAL STRUCTURE: 

• GOVERNMENT AS SHAREHOLDER DID NOT ALWAYS 
AGREE WITH OBJECTIVES OF VARIOUS LINE 
MINISTRIES, GOVERNMENT AS POLICY MAKER: 

. MINISTRY OF MINES AND P ARASTATAL INDUSTRIES: 
LINE MINISTRY RESPONSIBLE FOR FERTIMEX, 
REPRESENTED IMPORTANT POWER BASE, PROTECTOR 
OF STATUS QUO 

• MINISTRY OF AGRICULTURE: WANTED LOWEST 
PRICE DELIVERY OF FERTILIZER TO FARMERS 

• MINISTRIES OF BUDGET AND FINANCE: WANTED TO 
REDUCE SUBSIDIES AND UNILATERAL TRANSFERS TO 
FERTIMEX, REDUCE ITS LOSSES, REDUCE ITS DEBT 
AND IMPROVE OPERATIONAL AND ADMINISTRATIVE 
EFFICIENCY 
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FERTIMEX 

. PETROLEROS MEXICANOS (PEMEX): SUPPLIER OF 
NATURAL GAS AND FEEDSTOCK AMMONIA FOR UREA 
PLANTS 

- MORE POWERFUL SOE THAN FERTIMEX "STATE 
WITHIN THE STATE'', DID NOT WANT TO LOSE 
CONTROL OVER AMMONIA PRODUCTION, BUT 
PREFERREDTOEXPORTTHANSUPPLYFERTIMEX 
AT CONTROLLED PRICES, NON-INTEGRATED 
UREA-AMMONIA PLANTS SUI GENERIS AND A 
CAUSE FOR OPERATIONAL INEFFICIENCIES 

- NATURAL GAS PRODUCED AS BY PRODUCT OR 
ASSOCIATED GAS FROM OIL PRODUCTION, 
CONCERNS OVER SHORTAGE AND UTILITY PRICE 
FOR GAS 

- UNCOORDINATED DECISIONS BETWEEN PEMEX 
AND FERTIMEX ON LOCATION OF AMMONIA/UREA 
PLANTS 

- UNCOORDINATED CLOSURES FOR SERVICE AND 
MAJOR MAINTENANCE 

- NO COORDINATION ON FUTURE OF GAS 
PIPELINE 
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FERTIMEX 

MANAGEMENT/ ADMINISTRATION: 

. MANAGING Om.ECTOR OF FERTIMEX APPOINTED BY 
PRESIDENT OF MEXICO, EACH CHANGE GOES 3 
LAYERS DOWN INTO FERTIMEX 

. BOARD OF DffiECTORS ALL MINISTERIAL 
APPOINTMENTS, EXCEPT PEMEX WlllCH HAS A 
REPRESENTATIVE ON FERTIMEX'S BOARD 

• GOVERNMENT INTERVENTION: HEAVY DUE TO 
SUBSIDIES AND BUDGETARY TRANSFERS, FERTIMEX 
DEPENDENT ON GOVERNMENT APPROVALS OF 
INVESTMENT PROGRAMS, BUDGETARY 
EXPENDITURES, ETC. 

. EMPLOYEES: 13,000 OF WHICH 3,500 AT 
HEADQUARTERS IN MEXICO CITY 

. HEAVILY CENTRALIZED MANAGEMENT AND 
ADMINISTRATION 
PLANTS OPERATE AS COST CENTERS, 
13 REGIONAL SALES OFFICES/ PRIMARY WAREHOUSES 
OVERSEE REGIONAL DISTRIBUTION, LITTLE 
EXTENSION AND TECHNICAL SERVICES SUPPORT 

. SYSTEMS: POOR COST ACCOUNTING, MANAGEMENT 
INFORMATION AND REPORTING, LITTLE 
COMPUTERIZATION. 
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FERTIMEX 

ISSUES: 
I 

MONOPOLY STATUS: 

• INCONSISTENT WITH ECONOMIC REFORMS 

. PRECLUDED ECONOMIC IMPORTS (NORTHWEST 
CASE) 

• PRECLUDED PRIVATE INVESTMENT INTO THE 
SECTOR IN PRODUCTION OR DISTRIBUTION 

. NO INCENTIVE FOR FERTIMEX TO BE COMPETITIVE 

CONTROLLED FERTILIZER PRICES: 

. LARGE SCALE SUBSIDIES TO FARMERS IN NON 
TRANSPARENT MANNER 

• CREATES FERTIMEX LOSSES AND RESULTS IN: 

- UNILATERAL BUDGET TRANSFERS 

- DECAPITALIZATION DURING ECONOMIC CRISIS 

- OTHER FORMS OF SUBSIDIES-PEMEX AMMONIA 
PRICE 
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FERTIMEX 

ISSUES: , 

OBSOLESCENT/INEFFICIENT PLANTS: 

. RAISES COSTS OF FERTILIZER TO END"USER 

. POOR PRODUCT QUALITY 

. POOR LOCATION DRIVES UP COST OF 
DISTRIBUTIONtrRANSPORTATION 
AND BURDENS POOR INFRASTRUCTURE 

. ASSOCIATED PROBLEMS--ENVIRONMENTAL 

. PEMEX/FERTIMEX AMMONIA PROBLEM INCREASES 
PROBLEM --SCHEDULED AND UNSCHEDULED PLANT 
STOPS APPROX. 15-25 % OF CAPACITY OR 250,000 TONS 
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FERTIMEX 

ISSUES 

INFRASTRUCTURE: 

• MAJOR BOTTLENECK TO REDUCING DISTRIBUTION 
TRANSPORTATION COSTS 

• PACIFIC PORTS VERY POOR, UNION AND 
GOVERNMENT CONTROL MAKE THEM NON VIABLE: 
AFFECTS RAW MATERIAL AND FINAL PRODUCT COSTS 

• RAILWAY- GOVERNMENT MONOPOLY EXTREMELY 
INEFFICIENT 

• TRUCKS NO SOLUTION DUE TO PLANT LOCATION 
PROBLEM 

DISTRIBUTION/ SALES: 

. COSTLY SYSTEM OF FERTIMEX OWNED PRIMARY AND 
SECONDARY WAREHOUSES 

.CONSIGNMENT SALES SYSTEMS TO PUBLIC ENTITIES 
AND SOES LEADS TO SEVERE PROBLEMS OF 
ACCOUNrABILITY AND UNCOLLECTIBILI'IY, PRODUCT 
LOSSES, ''MYSTERIOUS DISAPPEARANCE'' 
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FERTIMEX 
ISSUES 

MANAGEMENT AND ADMINISTRATION: 

. LACK OF MANAGERIAL AUTONOMY EXCESSIVE 
INTERVENTION BY GOVERNMENT LEADS TO POORLY 
MANAGED FffiM 

- EXCESS PERSONNEL COSTS 

- POOR SYSTEMS AND CONTROLS 

- EXCESSIVE CENTRALIZATION 

- NO INCENTIVES IN SYSTEM TO BE COMPETITIVE 
OR IMPROVE 

GOVERNMENT OBJECTIVES: 

. MIXEO SOCIAL AND ECONOMIC OBJECTIVES FOR 
FERTILIZER SECTOR WITHIN FERTIMEX LEAD TO 
POOR PERFORMANCE WHICH IS NOT IMMEDIATELY 
TRANSPARENT 
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TH E WORLD BANK / IFC / MIGA 

OFFICE MEMORANDUM 
J) 

DATE: October 30, 1991 
J 

TO: Mr. Johannes F . Linn, CECDR 

FROM : Shirley, CECPS 

EXTENSION: 37483 

SUBJECT: Mexico Mission: Back-to-Office Report 

I was in Mexico from October 19-22 on a "privatization fact
finding trip" sponsored by the Carnegie Council on Ethics and International 
Affairs and ORT International. The Council arranged a full agenda of meetings 
(a list of persons met is attached as Annex A) and brought an interesting 
group of private businessmen and lawyers (list in Annex B). 

Overview 

Mexico is in a state that one observer aptly termed euphoric . The 
official party's (PRI) sweep of the mid-term electio~'is viewed by all--even 
t he opposition (PAN)--as a sign of consensus over the government's goals 
( despit e accusations of "hanky panky" in some local elections) . 

.,... The prospect of a North America Free Trade Agreement (NAFTA) helps 
fuel this euphoria, convincing many that Mexico is on the road out of the 
Third World. Further, NAFTA is rightly viewed as turning that road into a one 
way street. Mexico's commitment to policy reform has always been vulnerable 
to the vagaries of its highly centralized presidential system. The threat of 
a new Lopez Portillo (the President who almost single handedly nationalized 
the banks in 1981) replacing President Salinas is remote, but real. NAFTA 
will mean tha t presidential whims can no longer dictate policy. Once the 
agreement is in place, any government that strays too far from market friendly 
policies and fiscal restraint will face quick market disciplin'e. How close is 
the NAFTA to being signed? One outsider thought it was down to quibbles over 
technic a lities , but the deputy chief negotiator was unwilling to commit 
himself , even to the likelihood of a signing before the U. S. Presidential 
elections. 

There are some dark spots in this rosy picture. First , the ejido 
system of communal ownership discourages investment in agriculture, keeping 
the sector a drag on the economy and condemning much of the agrarian 
population (2 8% of the total) to abject poverty. There are ways around the 
limitations on private investment. Recently, a trust fund operated by an NGO 
has been created to channel private investment ($12 million worth) into ejidos 
and to broker contracts with foreign buyers for ejido produce. Such schemes 
should be welcomed, but their impact is likely to be limited. Agrarian 
reform, however, is seen as politically untenable: the ejido is enshrined in 
the constitution and the PRI depends on ejidatarios to garner votes in rural 
areas. 

P-1867 
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Second, the wide gap between rich and poor has certainly not 
narrowed, a lthough observers disagree as to whether (or how much) it has 
widened with the decline in real wages. (Some argue that the middle class has 

I 

borne the brunt of the reforms.) Everyone does agree that the benefits of the 
reform and NAFTA will need to trickle down fast if today's happy consensus is 
to be sustained. The Government's program of poverty alleviation and 
increased social spending (known as Solidarity) are the right steps to help 
this to happen (despite accusations that it's been used for vote buying). 
There are concerns that when Salinas leaves Solidarity will go with him. 

Third, the failure to privatize PEMEX (the oil company), or even 
to reduce its monopoly over oil and gas exploration and production is 
worrisome. ( Petrochemicals and other parts of the sector are being opened to 
private investment . ) Although oil's importance has shrunk, the sector is 
still responsible for 8% of GDP, 37% of exports, and in 1991 PEMEX supplied 
31% of government's tax revenues. Despite impressive improvements in 
productivity ( largely accomplished by lay offs of about 50,000 workers), 
industry analysts still rate PEMEX as one of the most inefficient oil 
companies in the world. Moreover, PEMEX may be underinv!liiting in exploration. 
The company defends its monopoly, arguing that foreign °investors would want to 
skim the h ighly lucrative Campeche oil field (it costs only $2.29 to extract a 
barrel the re compared to $9.42 in Louisiana). Foreign investors claim that 

.,....they woul d be interested in risk contracts in less promising areas that PEMEX 
is not exploring (a claim PEMEX dismisses as just wanting a foot in the back 
door to Campeche . ) 

The management of PEMEX has impressive plans for managerial 
improvemen t s, but maintaining efficiency in a public monopoly as large and 
opaque as PEMEX will be tough . PEMEX was the start and remains the symbol of 
the revolut ion ; its status is written into the constitution and unlikely to 
change soon (even free market Chile has yet to sell its symbol of sovereignty
- the worl d 's l a rgest copper company, CODELCO). Partnerships with private 
investors and close government scrutiny of performance will have to make up 
for the ma rket and keep the pressure on PEMEX to continue its reforms. 

Finally, the discrepancy between Mexico's increasingly open 
economy and closed political system was cited by all outside observers as 
incongruous and unsustainable. 

Privatizati on 

The privatization program got high marks from everyone. Between 
December 1982 and December 1990, the government merged, liquidated, 
transferred , or sold 822 (out of 1,155) enterprises; plans are to divest 
another 24 0 and close 46. By the end of the program (summer, 1992) total 
sales proceeds are expected to exceed $15-20 billion (or about 7% of GDP). 
One quarte r of a million workers will have moved from the public to the 
private s ector . 

Where do to things stand now? Mexico started with small firms, 
but moved on to sell the airline and phone company and is now selling the 
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banks ( 7 of 18 have been sold) . The next big hurdle will be the hugely 
inefficient steel holding, SIDERMEX. With a debt of $17 billion versus a 
sales v alue o f $1 billion , a labor force of 11,000 (down from a high of , 
22,000) t h a t should probably not exceed 7 , 000, outmoded technologies and a 
host of e nvironmental problems , SIDERMEX will be a hard sell indeed . The 
Mexican Government says it's ready to take the hit, as it has in other sales, 
closing the unsalvageable parts, laying off the redundant workers, 
restructuring the finances , and negotiating a reasonable price. Why not 
liquidate ? Since the Mexican demand for steel exceeds SIDERMEX's present 
c apacity, t he government is betting that a private investor may find the 
company attractive , even with increasing foreign competition. If not, they 
may liquidate . 

Downside 

Concentration o f Ownership. Observers were divided about the 
e xtent to which ownership was being concentrated in the hands of large groups 
a nd how much damage concentration might do . Ownership is not believed to be 
as concentrated as it was before the nationalization of tbe banks or as in 
Chile in t he early 1980s . The group that brought BANAMEX , one of Mexico's 
largest banks , included : 

30-40 large investors 
1 ,2 00 regional investors 
5 , 000 small investors with links to the bank. 

Each group put up about one-third plus 11,000 workers bought 4 . 5 percent of 
the shares. 

Nevertheless , t he fact that bids on banks have exceeded the asking 
price b y 2 to 3 times have led some to think that the groups are buying 
influence ra ther than making investments. This risk of market manipulation by 
groups owning banks and business could be quickly reduced, however, by opening 
t he banking s y stem to foreign banks, a move Mexico will only contemplate for 
the medium term. 

Lessons 

Start small. The Mexicans believe they learned a lot from the 
early sal e s of smaller companies. The price of mistake was low, and they 
could build credibility and educate the public as to why the same government 
which created these enterprises was now liquidating and selling them. Even 
more important, it gave the administration a chance to introduce its 
macroeconomic reforms . Those reforms built confidence--and hence raised the 
v alue of t he public enterprises. ( One week before Mexico renegotiated its 
external debt it had not received a single offer above its asking price for 
Mexicana Airlines. One week after the deal , i t had four offers well above its 
reference price.) 

Does this mean that Argentina was wrong to start with its largest 
firms? No , say observers . If you think , as the Mexicans do , of a 
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presidential te rm as a political window, then Menem started privatizing in 
earnest far farther into that window , with a far less helpful legacy from his 
predecessor , tpan Salinas did. So he doesn't have the luxury of moving slowly 
up the learning curve if Argentina is to privatize its economy before the end 
of his term. 

Centralize all parts of the process. The seven-person 
Privatization Office in the Finance Ministry has complete responsibility--and 
accountability--once the company is earmarked for sale . It presides over the 
board, can appoint the general manager, oversees the legal changes needed, and 
conducts the negotiations. Mexicans observing Poland think that the divided 
authority f or privatization in that country will inevitably slow and 
c omplicate the process . Their v iew is: you have so many critics from outside 
you can't af ford to be divided inside. 

Be transparent . The check on this highly centralized process is 
transparency. All the Mexican sales have been a type of auction, at least two 
bidders are required for every deal, and the company goes to the highest 
bidder. (Auctions will not always work in smaller, riskier markets in Africa 
or LAC, however .) 

Restructure first--both the company and the sector. The Mexican 
~Government took responsibility for rewriting labor and other contracts, laying 

off workers, and changing the legal and regulatory framework before sale. 
They say , re structure sector policy (sugar is one of the few sectors where the 
companies were sold without first changing taxes, contracts, or pricing and 
the buyers a re now opposing reform) and restructure companies (TEI11EX is a 
case where selling "as is" would have allowed the buyers to skim rents from 
the large differential between costs and rates on international calls . The 
TELMEX concession forces the company to apply those rents to new investment, 
comply with a price cap and efficiency indicators and face competition in 
l ong dist anc e in 5 ye ars .) Note that restructuring did not include new 
investmen t and aimed to insure that privatization was in s ync with policy 
reform . 

How was the Government able to deal with the powerful PE unions? 
Several obse r ve rs credit the decision to liquidate the airline ( 12,000 people 
were laid off) as key to its credibility in future labor negotiations. This 
is a must role for government , say the officials. Private buyers would have 
been weaker before the unions and the public, and the costly severance 
packages mandated by law (a t least 3 months plus 20 days pay per year of 
service) would have complicated the negotiations. 

Other lessons. less widely applicable . The Mexican Government 
insisted on sales only for cash. They view this as "breaking the umbilical 
cord" between the government and the new firm, showing that privatization is 
an irreversible process. Unpaid balances are feared as a possible source of 
blackmail . Smaller, riskier economies will not be able to apply this approach 
rigidly, however. 
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The Mexican Government used the proceeds of the sale to reduce 
debt and bu ild up reserves . The decision not to use once-and-for-all sales 
revenues to co~er current outlays is a very sound one (and one not followed by 
the U. K. or the U.S. governments) . But if a fiscal crisis drove the 
governmen t to privatize in the first place, it may not be so keen to sell if 
it can't us e the proceeds to buy some fiscal breathing space. (Is this a case 
of the best being the enemy of the good--or will wrong motivations lead to bad 
outcomes ? I'll leave that discussion to our forthcoming policy paper.) 

c c: Mess rs/Mmes : L. Summers, DECVP ; N. Birdsall, 
L. Squire , LA2Cl; R. Kanchuger, 
E. McCarthy, Mexico City 
CEC Division Chiefs 
CECPS Staff 
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OFFICE MEMORANDUM 

DATE: October 30, 1991 

TO: Mr. Johannes F. Linn, CECDR 

FROM: Shirley, CECPS 

EXTENSION: 37483 

SUBJECT: Mexico Mission: Back-to-Office Report 

I was in Mexico from October 19-22 on a "privatization fact
finding trip" sponsored by the Carnegie Council on Ethics and International 
Affairs and DRT International. The Council arranged a full agenda of meetings 
(a list of persons met is attached as Annex A) and brought an interesting 
group of private businessmen and lawyers (list in Annex B). 

Overview 

Mexico is in a state that one observer aptly termed euphoric. The 
official party's (PRI) sweep of the mid-term electio~ ' is viewed by all--even 
the opposition (PAN)--as a sign of consensus over the government's goals 
(despite accusations of "hanky panky" in some local elections) . 

.,..... The prospect of a North America Free Trade Agreement (NAFTA) helps 
fuel this euphoria, convincing many that Mexico is on the road out of the 
Third World. Further, NAFTA is rightly viewed as turning that road into a one 
way street. Mexico's commitment to policy reform has always been vulnerable 
to the vagaries of its highly centralized presidential system. The threat of 
a new Lopez Portillo (the President who almost single handedly nationalized 
the banks in 1981) replacing President Salinas is remote, but real. NAFTA 
will mean that presidential whims can no longer dictate policy. Once the 
agreement is in place, any government that strays too far from market friendly 
policies and fiscal restraint will face quick market discipline. How close is 
the NAFTA to being signed? One outsider thought it was down to quibbles over 
technicalities, but the deputy chief negotiator was unwilling to commit 
himself, even to the likelihood of a signing before the U.S. Presidential 
elections. 

There are some dark spots in this rosy picture. First, the ejido 
system of communal ownership discourages investment in agriculture, keeping 
the sector a drag on the economy and condemning much of the agrarian 
population (28% of the total) to abject poverty. There are ways around the 
limitations on private investment. Recently, a trust fund operated by an NGO 
has been created to channel private investment ($12 million worth) into ejidos 
and to broker contracts with foreign buyers for ejido produce. Such schemes 
should be welcomed, but their impact is likely to be limited. Agrarian 
reform, however, is seen as politically untenable: the ejido is enshrined in 
the constitution and the PRI depends on ejidatarios to garner votes in rural 
areas. 

P-1867 
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Second, the wide gap between rich and poor has certainly not 
narrowed, although observers disagree as to whether (or how much) it has 
widened with ;he decline in real wages. (Some argue that the middle class has 
borne the brunt of the reforms.) Everyone does agree that the benefits of the 
reform and NAFTA will need to trickle down fast if today's happy consensus is 
to be sustained. The Government's program of poverty alleviation and 
increased social spending (known as Solidarity) are the right steps to help 
this to happen (despite accusations that it's been used for vote buying). 
There are concerns that when Salinas leaves Solidarity will go with him. 

Third, the failure to privatize PEMEX (the oil company), or even 
to reduce its monopoly over oil and gas exploration and production is 
worrisome. (Petrochemicals and other parts of the sector are being opened to 
private investment.) Although oil's importance has shrunk, the sector is 
still responsible for 8% of GDP, 37% of exports, and in 1991 PEMEX supplied 
31% of government's tax revenues. Despite impressive improvements in 
productivity (largely accomplished by lay offs of about 50,000 workers), 
industry analysts still rate PEMEX as one of the most inefficient oil 
companies in the world. Moreover, PEMEX may be underinv~ting in exploration. 
The company defends its monopoly, arguing that forei.gn , fnvestors would want to 
skim the highly lucrative Campeche oil field (it costs only $2.29 to extract a 
barrel there compared to $9.42 in Louisiana). Foreign investors claim that 

..,-they would be interested in risk contracts in less promising areas that PEMEX 
is not exploring (a claim PEMEX dismisses as just wanting a foot in the back 
door to Campeche.) 

The management of PEMEX has impressive plans for managerial 
improvements, but maintaining efficiency in a public monopoly as large and 
opaque as PEMEX will be tough. PEMEX was the start and remains the symbol of 
the revolution; its status is written into the constitution and unlikely to 
change soon (even free market Chile has yet to sell its symboJ of sovereignty
-the world's largest copper company, CODELCO). Partnerships with private 
investors and close government scrutiny of performance will have to make up 
for the market and keep the pressure on PEMEX to continue its reforms. 

Finally, the discrepancy between Mexico's increasingly open 
economy and closed political system was cited by all outside observers as 
incongruous and unsustainable. 

Privatization 

The privatization program got high marks from everyone. Between 
December 1982 and December 1990, the government merged, liquidated, 
transferred, or sold 822 (out of 1,155) enterprises; plans are to divest 
another 240 and close 46. By the end of the program (summer, 1992) total 
sales proceeds are expected to exceed $15-20 billion (or about 7% of GDP). 
One quarter of a million workers will have moved from the public to the 
private sector. 

Where do to thin~s stand now? Mexico started with small firms, 
but moved on to sell the airline and phone company and is now selling the 
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banks (7 of 18 have been sold). The next big hurdle will be the hugely 
inefficient steel holding, SIDERMEX. With a debt of $17 billion versus a 
sales value of $1 billion , a labor force of 11,000 (down from a high of , 
22,000) tha t should probably not exceed 7,000, outmoded technologies and a 
host of environmental problems , SIDERMEX will be a hard sell indeed. The 
Mexican Government says it's ready to take the hit, as it has in other sales, 
closing the unsalvageable parts, laying off the redundant workers, 
restructuring the finances , and negotiating a reasonable price. Why not 
liquidate ? Since the Mexican demand for steel exceeds SIDERMEX's present 
capacity , the government is betting that a private investor may find the 
company attractive, even with increasing foreign competition . If not, they 
may liquidate . 

Downside 

Concentration of Ownership . Observers were divided about the 
extent to which ownership was being concentrated in the hands of large groups 
and how much damage concentration might do. Ownership is not believed to be 
as concentrated as it was before the nationalization ··of_ tbe banks or as in 
Chile in the early 1980s. The group that brought BANAMEX, one of Mexico's 
largest b a nks , included: 

..,..... 30-40 large investors 
1,200 regional investors 
5,000 small investors with links to the bank. 

Each group put up about one-third plus 11,000 workers bought 4 . 5 percent of 
the share s . 

Nevertheless , the fact that bids on banks have exceeded the asking 
price b y 2 to 3 times have led some to think that the groups are buying 
influence rather than making investments. This risk of market manipulation by 
groups owning banks and business could be quickly reduced, however , by opening 
the banking system to foreign banks , a move Mexico will only contemplate for 
the medium term. 

Lessons 

Start small . The Mexicans believe they learned a lot from the 
early sal e s of smaller companies . The price of mistake was low, and they 
could build credibility and educate the public as to why the same government 
which cre a ted these enterprises was now liquidating and selling them. Even 
more important, it gave the administration a chance to introduce its 
macroeconomic reforms. Those reforms built confidence--and hence raised the 
value of the public enterprises. (One week before Mexico renegotiated its 
external d ebt it had not received a single offer above its asking price for 
Mexicana Airlines. One week after the deal , it had four offers well above its 
reference price.) 

Does this mean that Argentina was wrong to start with its largest 
firms? No, say observers . If you think, as the Mexicans do , of a 
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presidential term a s a political window, then Menem started privatizing in 
earnest far f a rther into that window, with a far less helpful legacy from his 
predecessor , t h an Salinas did. So he doesn't have the luxury of moving slowly , 
up the learning curve if Argentina is to privatize its economy before the end 
of his t erm. 

Centralize all parts of the process. The seven-person 
Privatizat ion Office in the Finance Ministry has complete responsibility--and 
accountability--once the company is earmarked for sale. It presides over the 
board, c a n appoint the general manager, oversees the legal changes needed, and 
conducts t he negotiations. Mexicans observing Poland think that the divided 
authority f or privatization in that country will inevitably slow and 
complicate the process . Their view is: you have so many critics from outside 
you can't a fford to be divided inside. 

Be transparent. The check on this highly centralized process is 
transparency . All the Mexican sales have been a type of auction, at least two 
bidders are required for every deal, and the company goes to the highest 
bidder. (Auctions will not always work in smaller, risk_ieJ' markets in Africa 
or l.AC , however.) 

Restructure first--both the company and the sector. The Mexican 
..,..-Government took responsibility for rewriting labor and other contracts, laying 

off workers, and changing the legal and regulatory framework before sale . 
They say, r estructure sector policy (sugar is one of the few sectors where the 
companie s were sold without first changing taxes, contracts, or pricing and 
the buyers are now opposing reform) and restructure companies (TELMEX is a 
case wher e selling "as is" would have allowed the buyers to skim rents from 
the large differential between costs and rates on international calls. The 
TELMEX co nc ession forces the company to apply those rents to new investment, 
comply wi t h a price cap and efficiency indicators and face competition in 
long distance in 5 years.) Note that restructuring did not include new 
investme n t and aimed to insure that privatization was in sync with policy 
reform. 

How was the Government able to deal with the powerful PE unions? 
Several observers credit the decision to liquidate the airline (12 , 000 people 
were laid off) as key to its credibility in future labor negotiations. This 
is a must role for government, say the officials. Private buyers would have 
been we a k e r before the unions and the public, and the costly severance 
packages ma ndated by law (at least 3 months plus 20 days pay per year of 
service) would have complicated the negotiations. 

Other lessons. less widely applicable. The Mexican Government 
insisted on sales only for cash . They view this as "breaking the umbilical 
cord" between the government and the new firm , showing that privatization is 
an irreve rsible process. Unpaid balances are feared as a possible source of 
blackmail . Smaller, riskier economies will not be able to apply this approach 
rigidly, h owever. 
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The Mexican Government used the proceeds of the sale to reduce 
debt and build up reserves. The decision not to use once-and-for-all sales 
revenues to cover current outlays is a very sound one (and one not followed by , 
the U.K. or the U.S. governments). But if a fiscal crisis drove the 
government to privatize in the first place, it may not be so keen to sell if 
it can't use the proceeds to buy some fiscal breathing space. (Is this a case 
of the best being the enemy of the good--or will wrong motivations lead to bad 
outcomes? I'll leave that discussion to our forthcoming policy paper.) 

cc: Messrs/Mmes: L. Summers, DECVP; N. Birdsall, 
L. Squire, LA2Cl; R. Kanchuger, 
E. McCarthy, Mexico City 
CEC Division Chiefs 
CECPS Staff 
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Monday, November 25, 1991 

_ MEXICO SELLS STEEL MILLS, MINES. Mexico sold its "troubled" state-owned 
steel mills and various mines for a total of $340 million in cash to three 
separate bidders, the Wall Street Journal (p.A9) reports. "The long-awaited 
privatization of the companies, which produce more than half the nation's 
steel, symbolizes an end to Mexico's effort to compete with private industry 
in manufacturing, with only a few exceptions." Jwo of the bidders will assume 
a _total of $545 mjJJJ..~held by the auctioned firms, ~article says, 
and the winning bidders also pledged investment commitments of $585 million. 
The New York Times (11/23, p.46) carries a report. 

EC EXPANDS MARKET ACCESS. The European Community has initialed wide
ranging trade accords with Czechoslovakia, Hungary and Poland, the Journal of 
Commerce (p.5A) reports, ending 11 months of "difficult and often acrimonious 
negotiations". Talks will continue on several remaining problems, the article 
states, until a signing ceremony of the so-called association agreements 
scheduled for December 16. "The pacts pave the way for complete free trade 
between the EC and the three East European nations within 10 years, coupled 
with a phased liberalization of the former communist command economies. " The 
agreements give the three nations an opportunity to earn hard currency to help 
their transition to a market economy and to compensate for the collapse of 
trade within COMECON, the report states. The Wall Street Journal (p.AB) 
reports. 

KENYA'S DONORS MEET. A meeting of Kenya's principal donors, chaired by 
the World Bank, began today in Paris, Agence france-Presse reports, with the 
Nairobi delegation being led by Vice President and Finance Minister George 
Saitoti. "The amount of financial aid provided to Kenya has fallen steadily 
during recent years to $900 million last year and slightly more than $600 
million this year." Callisto Madavo (AF2DR) is quoted in the Guardian (p.9) 
as saying he expects "a candid and honest discussion". Related reports appear 
in the New York Times (p.A9), and Financial Times (pp. 3 & 15). 

RUSSIA TAKES CONTROL OF BANKING SYSTEM. Russian legislators on Friday 
adopted a resolution granting the Russian Central Bank the exclusive right to 
conduct credit, finance and foreign currency transactions on the republic's 
soil, according to news agency reports carried in the Washington Post (11/23 
p.A24). The action authorized the Central Bank to take over all operations of 
the domestic Soviet State Bank, or Gosbank by January 1 and also to register 
the Soviet foreign exchange bank as a commercial bank to help Russia service 
the -country's foreign debt, the article says. A report on the RusS'ian 
republic's economic reform plan appears in the New York Times (p.Al) and 
proposals to transform the Soviet economy, several of· which would involve the 
World Bank and IMF, are put forward in a commentary by Jeffrey Sachs in 
Sunday's Washington Post (11/24 p.C3). 



MEXICO 

The Sector in 1982 

As of 1982 there were 1155 PEs in the sector, contributing 14% of GDP, 30% to 
gross fixed capital formation, and 4.4% of employment. Government transfers came 
to more than 3% of GDP. 

Legal Preparation 

Mexico's divestiture program began in 1983, just after the government of M. de 
la Madrid took office. Two important legal reforms formed the "enabling" 
environment for the divestiture program: the 1983 reform of the Mexican 
Constitution regarding strategic and priority PEs (which allowed the Government 
to initiate the divestiture program by the simple administrative act of 
reclassifying a PE from the "priority" catagory to the "non-priority" catagory); 
and the new Federal Law on Parastatals in 1986. The new law involved a complete 
overhaul of the institutional and administrative framework of the PE sector. 

Institutional Arrangements 

No special unit was created to oversee the divestiture program and the process 
has been ad hoc: there was no classification exercise, no detailed discussion 
of objectives, and no officially published timetable of actions to be taken. 
PEs to be divested were essentially chosen at random. 

Prior to 1985, divestiture was carried out by each sector Minister. Once the 
sale was completed they sent a report to the Ministry of Budget and Planning, 
who formally removed the PE from the PE annex. This process stimulated much 
confusion and apparently a great deal of criticism from the political opposition 
and the press. As a result, the Inter-Ministerial Committee for Finance and 
Expenditure created a new process in 1985. 

The selection of firms works as follows : sectoral ministries send proposals of 
PEs to be divested to the Inter-Ministry Committee for Finance and Expenditure. 
If the proposal is accepted it is sent on to the Ministry of Budget and Planning, 
which then passes it on to the President . If the President accepts the proposal 
it is passed back to the Ministry of Budget and Planning which then instructs 
the Ministry of Finance to select a commercial bank (one bank handles each sale) 
to oversee the divestiture. The firms selected are administratively assigned 
to the Ministy of Finance, 3 staff members of which supervise the sale until 
delivery. 

The sales process works as follows: the commercial bank draws-up a prospectus 
and identifies potential buyers and receives and classifies bids. The commercial 
bank then sends its recommendations of the best offers to the Ministry of 
Finance, which negotiates a final price and makes a final recommendation to the 
Inter-Ministerial Committee (which usually approves it) . The firm is then 
transferred to the buyer. Overall, the process has been quiet, pragmatic and 
not very transparent. 



Valuation 

Valuation methods included: NPV of profits, NPV of cash flows, book value, and 
in some cases the arthmetic average of prices obtained from a mix of methods. 
Factors such as the financial and labor situation were considered in valuing the 
firms. In most cases at least two methods were used for each firm. 

Results 

As of December 1988: 250 PEs have been put up for sale and of these 188 sold; 
395 have been proposed for liquidation and of these 293 have been liquidated, 
for a total of 755 approved for divestiture and 491 actually divested. These 
included, among others: sugar mills (27), auto parts, tobacco, textiles, non
basic petrochmical and mining industries (Mexicana de Cobre copper mine), hotels 
(15 of them and 95% of the sector), soft drinks, steel (unsuccessful 3 times -
following up on case) and paper manufacturers. (Sugar, paper and auto parts 

enterprises generally suffered from financial and/or technical difficulties.) 

About half of the firms sold were previously private companies which had been 
nationalized, and about 30% had private partners when they were privatized. 
Proceeds are approximately US$ 1 billion, 60% of which went to clean up the 
balance sheets. The 755 PEs involved in the program to date represent only 10% 
of 1982 sector assets, revealing the fact that most of the firms sold were small 
or medium-size (competitive) firms and most of the liquidated firms existed only 
on paper; however, 5 of the firms sold were among the 100 largest in Mexico 
(including Aeromexico, Mexicana (1989) and 2 copper mines). 

As an example of the impact of the divestitures to date: SEMIP had 398 PEs in 
1982. Of these, 155 were sold, 114 liquidated and 37 merged/transferred as of 
Fall 1988. The remaining 92 PEs represent: 59% of the labor; 71% of total sales; 
75% of total liabilities; 81% of the assets; and 84% of Government transfers to 
SEMIP's PEs. 

Prices 

About 4 bids were received for each firm. The highest bid was accepted in almost 
all cases, except when an offer was made by a union or a group of workers from 
the same firm, in which cases exceptions were made. There have been no reported 
market, tax or duty concessions or guarantees. The majority of the sales in 
which the Government provided financing were in the sugar industry, which is 
subject to numerous controls. On average, prices received were 27% higher than 
the minimum bid. 

Buyers 

The vast majority of purchasers were Mexicans; foreigners were only involved in 
16 purchases, and in only 2 cases (auto parts) were foreigners the sole buyers. 
(One strange case: Renault of France was paid by Government to accept Vehiculos 
Automores Mexicanos (VAM) and its debt -- following which Renault liquidated 
VAM, the net result of which was presumably a profit.) Unions participated in 



about 20% of the purchases, primarily in the textile sector. Most sales have 
been to Mexicans entrepreneurs working in the technical field of the divested 
firm; i.e., half of the sales resulted in increased vertical integration in the 
sectors. Special concessions (in terms of price) have been made to unions and 
cooperatives in many cases; these are buyers which the Government apparently 
welcomes. 

Employment Impact 

Overall, public sector employment has been reduced by 660,000, and stood at 1 
million in 1989. Lay-offs from a survey of 62 divested firms were estimated at 
around 10% - - which, if generally applicable, would translate into 66,000 in 
total. (Another paper reports 5% lay-offs.) (Example from the auto industry: 
prior to divestiture (1983), the PE portion of employment in the auto production 
industry was 30%. By 1988 this was down to 7.4% - - mostly due to the sale of 
RAM to Renault in 1983 and the sale of DINA(?) in 1987. We know the employees 
at RAM lost their jobs as Renault later liquidated the enterprise.) The 
bankruptcy of AeroMexico resulted in at least 10,000 employees out of work. The 
same survey found that managers were removed in 22% of divested firms. 

A by-product of divestiture has been its use as a tool for changing Mexican 
unions' labor regime without requiring a sweeping reform of the labor 
legislation. Labor contracts are becoming more flexible as Government divests 
and threats of job losses soften union demands (see TelMex under Future Plans 
below). In the case of AeroMexico and Cananea copper mine (to be divested), 
bankruptcy was the critical first step in trimming the work force and cleaning 
up the companies for public auction. 

Fiscal Impact 

The public sector wage bill dropped 40% in 4 years . Government transfers to the 
PE sector at the end of 1988 represented 1.6% of GDP - a reduction of 50% from 
1982. Transfers saved were estimated at almost US$4 billion . 

The Salinas Administration 

Salinas came in 1989; 30 PEs divested his first year in office (no details), 
including Mexicana Airlines . 

Planned for the Future 

1. TelMex: Minister of Finance was named Chairman of the TelMex board, thus 
centralizing the divestiture in his Ministry. TelMex has been restructured; 
negotiations with the 48 , 000 member union brought salary and benefits increases 
in return for improved performance and flexibility in job descriptions. 
Management is considering a union call for an ESOP. 
2. Cananea copper mine (the world's 10th largest) has been allowed to go bankrupt 
and will be sold; 3000 soldiers were sent to prevent labor unrest after the 
bankruptcy was declared. 
3 . Several sugar processing plants 
4. An insurance company 



5. Real deMonte silver mine 
6. Possibly the SIDERMEX steel plant 
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TOTAL 

DES H,COR?OHACI ON DEL SECTOR PARAESTATAL 

Di c i embre 1982 - Septiembre 1990 

CONCLUIDAS EN PROCESO AUTORI ZADAS 

® 79 304 

139 15 154 

76 11 87 

29 2 3 1 

@ 95 294 

66 66 

734 202 9 36 

DESINCORPORACION DEL SECTOR PARAESTATAL 

Diciembre 1988 - Septiembre 1990 

CONCLUIDAS EN PROCESO AUTORI ZADAS 

51 79 130 

19 15 34 

4 11 15 

4 2 6 

43 95 138 

18 18 

139 202 341 

FUENTE: COMISION INTERSECRETARIAL DE GASTO FINANCIAMIENTO. 

UNIDAD DE DESINCORPORACION. 
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their assets. Banks, fearing bankruptcies, are reluctant to lend, and 
potential investors are unwilling to provide equity. The Economist, 
July 28, p54, reported a shortage of experienced managers is further 
complicating the task of Treuhandgesellschaft. 

MEXICO TO SELL PART OF STATE PHONE COMPANY BY DECEMBER 20. AP-DJ 
reported from Mexico City that local press reports said the 
government will sell part of its controlling stake in the national 
telephone company, Telefonos de Mexico, by December 20. Control of 
the company will remain in Mexican hands but foreign firms will be 
invited to take equity. The agency said El Financiero quoted 
officials as saying the government intended to sell 10.4% to domestic 
investors and 10% to foreign buyers for a total $1.4B-l.8B. The 
government will sell the remainder of its stake, which is currently 
about 50%, within a year. Terms of the sale, which will be by 
auction, will be released August 13. 

BRAZIL SAID TO HAVE LOST CONTROL OVER GOLD PRODUCTION. AP-DJ reported 
from Brasilia that a report from the National Department of Mineral 
Production said the government has lost control over gold production 
i n the Amazon, and more than 100 tons of gold left the country 
illegally last year. The report said 152.2 tons of gold were 
extracted at 1,180 mines between January and July in the so-called 
legal Amazon. However, most of the gold was sent abroad illegally 
because of the lack of state control over clandestine mining. 
Official production last year was 39.1 tons, and a further 100 tons 
was smuggled out of the country. 

CRISIS TALKS BETWEEN IRAQ AND KUWAIT COLLAPSE. Rueters reported from 
Jeddah that a Kuwaiti official said Wednesday that talks on defusing 
the crisis between Iraq and Kuwait collapsed when Kuwait refused to 
concede Iraqi demands for money and territory. 

U.S. LEADING INDICATORS UNCHANGED IN JUNE AP-DJ reported from 
Washington the U.S. index of leading indicators was unchanged in 
June, while the index for May was revised to an increase of 0.8%, 
from an increase of 0.7%. 

SPAIN SEES BIGGER TRADE DEFICIT IN 1990. News agencies reported from 
Madrid that Deputy Finance Minister Apolonia Ruiz Ligero told 
reporters Tuesday Spain's trade deficit this year will widen to 3.5 
trillion pesetas, from 3.1 trillion in 1989, adding that the 
stabilization of foreign trade would occur in 1993. In the first half 
of the year, the trade deficit was 2.7 trillion pesetas, compared 
with 2.5 trillion in the year ago period. 

ALBANIA LEGALIZES FOREIGN INVESTMENT. Reuters reported from Vienna 
that ATA said Albania Tuesday legalized foreign investment. Measures 
approved by the presidium of the People's Assembly include investment 
guarantees and the right to repatriate profits. 
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Southwestern Bell, 2 Others Win R~h~.t~ NCR May Seek 
ToAcquire51% Voting Stake~~ elmex oldman's Help 

By RANDAl.L SMITK 
St,uf .R~ of TH• WALL STllasTJCJUIINAL 

A group of three companies lncludlnf 
Southwestem Bell Corp. won an auction to 
acquire a 51% voting stake In Telefonol de 
Mexico, the Mexican national telephone 
company, for Sl. 76 billion. 

southwestern Bell's partners in the ac
quisition, announced yesterday In Mexico 
City, are France Telecom Inc., the French 
national telephone company, and Grupo 
Cano, a mining, man11facturtng and to
bacco concern based in Mexico City, led by 
financier Carlos Slim. Southwestern Bell ls 
a regional phone company based In St. 
Louis. 

The transaction provides the same 
group a 20.4% economic Interest In the 
Mexican company, which Is known as Tel
mex, giving the entire concern an lmplled 
value of SS.5 billion. The group outbid an
other group comprising GTE Corp., of 
Stamford, Conn., Telefonica de Espana 
S.A. of Spain, and Acclones y Valores, a 
Mexico City Investment house. That group 
bid $1.69 billion. 

The Telmex sale Is one of the biggest 
examples in recent days of a world-wide 
trend of national governments selling 
state-owned companies In transactions 
known as privatizations. Telmex Is the 
largest Latin American privatization yet. 

The wave of privatization has been 
sweeping Europe and Latin America as 
governments seek funds to finance their 
own budget deficits, and to obtain outside 

Eighteen Hostages 
Arrive Back in U.S. 
After Long Ordeal 

* * * 
Nervous Preparation Involved 

Some Hasty Paper Work, 
Iraqi Bureaucratic Delay 

By PAT!UCIA ANN McKAN1c 
Sta.JI .Repcwtn of TH& WALL STRJErr Jout1NAL 

HOUSTON - A cold, Texas dawn 
greeted 18 passengers stepping from a 
jumbo jet at an airfield just south of here 
yesterday, back In the U .s. again after 
more than four months of hiding and cap
tivity In Iraq and Kuwait. 

'Tm elated," said William Mllls, whose 
first request was to see his two-month'.:Old 
grandson, born while Mr. Mllls and- his 
wife Khadijah were In hidi!II Jn KuwalL 

That elation capped· four days of ner
vous preparation-Including a scurry to re
place lost documents and secure exit 
visas-and frustrations such as having 
Iraqi offlclall airee to the release only to 
set up bureaucratic barriers that delayed 
the takeoff. 

The contusion surroundln,- tll6 depar
ture of these hostages will liQly be,, re-
peated many time■ over th:rx:e 

' ·--i:Qr~I: ' . 
to their tlomt countries. · " · · 

"The procedure Is kind of a mess:·.· said 
John Connally, the. Conner treasury secre
tary who Is now, a director at C1asta1 
Corp., a. Houstoa•t;ued enel'I)' concem 
that OWIII the bing 707 aircraft tie hoe-

• taps came baca on. "I WU amazef. For
etiners over there didn't even have tbe 

. proper passports or the proper documenta-
tion." ' 

That's because th-ON papers were left 
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capital Investment In aq e fort-to 
economic growth. 

The privatizations also represent a rela· 
tlvely new source of fees for Wall Street 

Against AT&T 
securtltles firms hurt by a dearth of under· By RANDALL SMITH and JOHN R. WILKE 
writings, mergers and acquisitions. S taff Reporters o/Tu,: WALLSTRF.F:TJO URNAl 

In the Mexican telephone sale, the Mex· NCR Corp. is likely to add Goldman, 
ican government was advised by Goldman, Sachs & Co. to its lineup of lawyers and in-
Sachs & Co.; Southwestern Bell was ad· vestment bankers battling a S90-a-share, or 
vised by Salomon Brothers Inc. and 56.12 billion. takeover bid by American 
France Telecom was advised by Wasser· Telephone & Telegraph Co., according to 
stein, Perella & Co. people familiar with the situation. 

After this sale, the Mexican government NCR won 't formally retain Goldman, a 
has said It will sell the rest of its stake in Wall Street securities firm. until the Day-
Telmex through a series of stock offerings ton, Ohio, computer maker's board meets 
on world markets. for the first time since the New York tele-

In this transaction, Grupo Carso will communications concern launched the hos-
contribute S859.6 million for a 10.4% stake tile bid Thursday. NCR's board, which has 
in Telmex, and France Telecom will con- 10 business days to respond to the bid, is 
tribute S412.2 million for a 5% stake. South- expected to meet sometime this week. A 
western Bell, which will gain both a 5% Goldman spokesman wouldn 't comment. 
stake in Telmex and an option to acquire But the people familiar with the situa-
an additional 5%, will contribute a total of lion said NCR officials have indicated the 
$485.8 million. The option alone Is valued at company Intends to select Goldman to join 
S75 million. the securities flnn Dillon Read & co., a 

Last June, Ameritech Corp. teamed up Travelers Corp. unit, and the law firm 
with Bell Atlantic Corp. to win an auction Well Gotshal It Manges to work on the de-
of New Zealand's state-owned telephone fense. 
company with a bid of $2.46 billion. Goldman, which has extensive interna-

The purchases of foreign phone compa· tlonal ties, could help NCR find a "whlte-
nies by both southwestern Bell and Amert- knight" acqulrer. Specifically, Sumitomo 
tech give the regional Bell phone compa- Bank of Japan holds a $500 million equity 
nles, which are barred from the long-dis· Investment for 12.5% of Goldman's profits. 
tance business under terms of the 1984 Two influential outside NCR directors, 
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breakup of American Telephone & Tele- Ford Motor Co. Chairman Harold A. Pol- ~-----
graph Co., another avenue Into long-dis• Ing and USX Corp. Chairman Charles A. 
tance revenues. Corry, both are Goldman clients. 

Indeed, only last week a U.S. judge ad- If NCR can't nnd a white knight wlJJ1ng 
ministering the AT&T breakup granted to try to outbid AT&T and outrnuscle the 
Southwestern Bell a waiver from the de· telecommunications company politically, 
cree that broke up the Bell companies. The analysts and stock traders are trying to de-
waiver allows the company to participate termine how long NCR could hold out 
In. International long-distance traffic for against AT&T. 
the purpose of this acquisition. The answer seems to be about nve 

For Southwestern Bell, the purchase months. That's how long It could take for 
also offers lonr-term growth prospects be- AT&T to obtain a special meeting of NCR 
cause Its regional territory, which Includes shareholders to vote to oust the board. 
Texas, borders on Mexico. Royce Caldwell, That tlmetable coincides with NCR's next 
Southwestern Bell's senior vice president annual meeting, scheduled for April 11. 
and chief of corporate develpment, said his Neither vote likely would give AT&T an 
company is seeking "the potential for outright victory. A steep 80% vote of NCR 
rapid-growth businesses." While he said shares is required to oust the directors, 
that U.S. telecommunications "Is a rela- and only four of NCR's 13 directors are up 
tlvely mature market," Mexico has "a lot for election at the annual meeting. But a 
of people, but not many telephones." heavy vote in favor of AT&T in either vote 

Mexico has fewer than 10 telephones would make it more difficult for NCR's di-
per 1,000 inhabitants, one of the worst ra- rectors to hold out. It also could persuade 
tios of any country Its size. The Southwest- a judge to compel NCR to drop its poison-
ern Bell group will be required to under- pill anti-takeover defense. 
take an expansion program ensuring an- In the meantlme, NCR directors also 
nual growth In lines of 12%. The new op- must consider the damage that could be 
erators will also be required to reduce done to NCR's business during a prolonged 
turnaround oil service calla to days, from period of uncertainty. If NCR can't find a 
the months It takes now. rescuing suitor, such factors could add to 

Telmex Is rou,tlly one-third the size of pressure on NCR Chairman Charles E. Ex• 
Southwestern Bell's domestic telephone op- ley Jr. to negotiate with AT&T. 
eratlons In assets, revenue and telephone Mr. Exley showed no sign of weakening 
lines served. Telmex last year had revenue on Friday, when he issued a statement that 
of S2.2 billion. NCR's asking price of $125 a share "Is not ( 
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Mexican government. offlclall said tbly a nerotlatlng tactic. The full and fair value 
were lmpressed wttb Grupo Carso's- expe- hu been set by the board at S125 per 
rtence In operatlni a wide variety of bua-, share-not S124.50 or anything less. " He re
nesses. ItJ rival bl<kler;;Accl- y VII· • peated that he wants AT&T to "go away," 
lores. In contnst. "IIU a- narrow niche In and that " the company Isn't for sale." An L====== 
tbe Mellicall 9loelr mar-ket.· llomt lfeldclut · NCR 91)Qkesw~aa said -Mr; ExJiv. spote-
offlclall ,allk> wrrled dlat GT1f ~ to ciuUy matteu.,atter IOffll ueJysts ID, 
ment would~ too busy consolldatlhr the terpreted NCR's autn, price as lmplyinf 
company's recent S6.2 blillon merrer with that the company Is for sale. 

M 0 

Conte! Corp. to devote the ene11Y neces- In an Interview etven Friday and put> 
sary for- a mume turnaround at Tet- llshed yesterday in the Dayton Daily News. 
mex. Mr. Exley alsa lndlcated he hopes~ wa,e 

-Matt Moffett cOlltrtlnlted to tllt& arti· a protracted battle. " I believe we are 1n a 
cle-. Pleaie Tamr to Page Al; Col.-rut I '_.·, .. 

- AS 

seq 



Development News-Daily Summary 

This summary is prepared by the Information & Public Affairs Division of the World Bank. All material is taken 
directly from published and copyrighted wire service stories and newspaper articles. Accordingly, external distribution 
or reproduction in any form is prohibited. 

Tuesday, August 27, 1991 

GORBACHEV GIVES GREEN LIGHT TO BREAKING UP OLD SYSTEM, CREATING MARKET 
ECONOMY. Acknowledging that the Soviet Union has become a "different country " 
as a result of the failed coup by Communist hard-liners, President Mikhail 
Gorbachev has given the green light to the breakup of the old Soviet empire 
and the dismantling of the Communist system, the Washington Post (p.Al) 
reports. Gorbachev also told the Soviet legislature that all remaining 
barriers to creating a market economy in place of the present command system 
should be swept away. Meanwhile, British Prime Minister John Major flies to 
the United States today and diplomats said he would try to narrow differences 
in the G-7 on how best to help rescue the Soviet economy, Reuters reports. 
Brit ish officials, according to the report, continue to say a big infusion of 
cash will not help until reforms are in place. Major is likely to back three 
G-7 measures: emergency food aid, a quicker flow of technical know-how to help 
the key petroleum and wheat-growing sectors, and full Soviet membership in the 
IMF and World Bank. Separately, ministers of Boris Yeltsin's Russian 
republican government were appointed on Monday to run key Soviet federal 
economic ministries and the central bank temporarily, according to Reuters. 
Andrei Zverev now acts as governor of both the Russian and Soviet central 
banks and Igor Lazarev will head both finance ministries. Reuters also 
reports that Hungary has offered to act as a channel for Soviet aid from the 
West. Minister of International Economic Relations Bela Kadar told G-24 
representatives that Hungary was ready to supply food, medicine and other 
goods to the Soviet Union if the West helped pay for it. U.S. President 
George Bush said separately he is making $315 million in agricultural credit 
guarantees available immediately to help the Soviet Union replenish its food 
supplies. And, Agence France-Presse says that the Netherlands, which 
currently holds the rotating presidency of the European Community, will 
propose hosting an extraordinary European summit in The Hague in mid-September 
at an EC meeting in Brussels today. In a separate report, Reuters says 
European Commission experts said today that the Baltic states of Estonia, 
Latvia and Lithuania might need between $2 and $3 billion a year in assistance 
from the West to help transform their economies. In an op-ed piece in the 
Washington Post (p.A23), Harvard faculty members Graham Allison and Robert 
Blackwill said there are a number of things the U.S . and its Western partners 
can do inunediately to help the Soviet Union, noting that "the scheduled G-7 
meeting late this week in London is a good start. After that, Prime Minister 
Major, as current chairman of the G-7, should visit Moscow, taking with him 
the heads of the IMF, World Bank, EBRD and OECD to demonstrate dramatically a 
Western commitment to vigorously help the reform cause." All major newspapers 
carry various reports on the latest developments in the changes occurring in 
the Soviet Union. 

SOVIET UNION SEEN AS COMPETING WITH ASIA FOR AID AND MARKETS. Reuters 
reports from Manila that a Philippine official said today a reformed Soviet 
economy will become an unwelcome rival for scarce aid funds and a tough 
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c9mpetitor for developing nations in Western markets. Allan Ortiz, deputy 
ahief of the National Security Council under President Corazon Aquino, told 
reporters that "the investment flows will be diverted from us to the Soviet 
Union and Eastern Europe. The democratization of the Soviet Union is not 
always good news for us. We should be gearing up for this keen competition." 

IMF DELAYS LOAN PAYMENT TO PHILIPPINES. The IMF, warning that Manila's 
economic recovery program could be blown off course, is delaying payment to 
the Philippines, due to the financial troubles of the state-owned National 
Power Corp. (NPC), of part of a $900 million loan, Reuters reports. The IMF 
was to have paid the tranche of $49.2 million to the Philippines after a 
scheduled review of monetary and fiscal targets in August, but central bank 
officials said the Fund had agreed to postpone the review until October to 
allow the country to adjust budgeted revenues to meet the targets. The 18-
month stand-by credit, designed to underpin the economic recovery of the 
Philippines after a series of natural disasters, was agreed last February. 
Finance Secretary Jesus Estanislao, according to an AFP report, said earlier 
this month that the World Bank has warned that it will suspend all loans to 
the NPC unless the company's deficit was kept down. The World Bank has 
recommended a power rate hike this year to offset the forecast. The Financial 
Times (p.5) and the Journal of Commerce (p.2A) also report. 

MEXICO SELLS LARGEST BANK. In a dramatic show of confidence in the 
~ ) exican economy, a group led by the country's pre-eminent securities 

~ xecutive--Roberto Hernandez, president of Mexico's leading brokerage and 
of a group of some 800 investors--yesterday paid the government $2.3 billion 
for a controlling 50.7 percent share of its biggest bank, the New York Times 
(p.Dl) reports. For the entire 70.7 percent of the bank in government hands, 
Hernandez's group said it would pay $3.2 billion, or 2.62 times the book 
value. But they are unlikely to receive that large a stake. The Washington 
Post (p.DlO), the Journal of Commerce (p.2A), the Wall Street Journal (p.A2) 
and AFP also report. 

ARGENTINA TO NEGOTIATE IMF MEDIUM-TERM LOAN. The Financial Times (p.4) 
reports that Argentina is preparing to negotiate a medium-term loan with the 
IMF. No details were given. Meanwhile, the New York Times (p.Dl) carries a 
report headlined, "Argentina approaching recovery," noting renewed confidence 
by the IMF, the World Bank and others in the country's economy. 

WORLD TRADE HIT RECORD $6.79 TRILLION. _World trade climbed to a record 
$6.79 trillion last year, up from $5.92 trillion in 1989, but trade with the 
Soviet Union dropped and would have fallen further if oil prices had not 
increased, according to the IMF, AFP reports. 

EBRD FAILS TO MATCH UP TO EXPECTATIONS, reports The Guardian (p.8). 
"After nearly five months," according to the article, "the EBRD still has to 
announce any meaningful achievement ... Extraordinary events in the Soviet Union 
underlined how little influence the EBRD wields bver world events." It is 
failing for three reasons, according to the report. First, there is a lack of 
money. Second, its influence has been damaged by Jacques Attali's inability 
to delegate and his domineering management style. Third, it has become 
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MEXICO SELLS STEEL MILLS, MINES. Mexico sold its "troubled" state-owned 

steel mills and various mines for a total of $340 million in cash to three 
separate bidders, the Wall Street Journal (p.A9) reports. "The long-awaited 
privatization of the companies, which produce more than half the nation's 
steel, symbolizes an end to Mexico's effort to compete with private industry 
in manufacturing, with only a few exceptions." Jwo of the bidders will assume 
a total of $545 million .i1,l debt held by the auctioned firms, tne a rtic l e says, 
and t e winning bidders also pledged investment commitments of $585 million. 
The New York Times (11/23, p.46) carries a report. 

EC EXPANDS MARKET ACCESS. The European Community has initialed wide
ranging trade accords with Czechoslovakia, Hungary and Poland, the Journal of 
Commerce (p.5A) reports, ending 11 months of "difficult and often acrimonious 
negotiations". Talks will continue on several remaining problems, the article 
states, until a signing ceremony of the so-called association agreements 
scheduled for December 16. "The pacts pave the way for complete free trade 
between the EC and the three East European nations within 10 years, coupled 
with a phased liberalization of the former communist command economies." The 
agreements give the three nations an opportunity to earn hard currency to help 
their transition to a market economy and to compensate for the collapse of 
trade within COMECON, the report states. The Wall Street Journal (p.A8) 
reports. 

KENYA'S DONORS MEET. A meeting of Kenya's principal donors, chaired by 
the World Bank, began today in Paris, Agence france-Presse reports, with the 
Nairobi delegation being led by Vice President and Finance Minister George 
Saitoti. "The amount of financial aid provided to Kenya has fallen steadily 
during recent years to $900 million last year and slightly more than $600 
million this year." Callisto Madavo (AF2DR) is quoted in the Guardian (p.9) 
as saying he expects "a candid and honest discussion". Related reports appear 
in the New York Times (p.A9), and Financial Times (pp. 3 & 15). 

RUSSIA TAKES CONTROL OF BANKING SYSTEM. Russian legislators on Friday 
adopted a resolution granting the Russian Central Bank the exclusive right to 
conduct credit, finance and foreign currency transactions on the republic's 
soil, according to news agency reports carried in the Washington Post (11/23 
p.A24). The action authorized the Central Bank to take over all operations of 
the domestic Soviet State Bank, or Gosbank by January 1 and also to register 
the Soviet foreign exchange bank as a commercial bank to help Russia service 
the country• s foreign debt, the article ,says. A report on the Russian 
republic's economic reform plan appears in the New York Times (p.Al) and 
proposals to transform the Soviet economy, several -of which would involve the 
World Bank and IMF, are put forward in a commentary by Jeffrey Sachs in 
Sunday's Washington Post (11/24 p.C3). 
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GATT IMPASSE. The deadlock between the European Community and the U. S. 
over farm reform can only be resolved "at the highest level", according to EC 
officials, the ?inancial Times (p.4) reports. One idea under consideration is 
to put fresh negotiators in charge , the article says. quoting a trade diplomat 
who said the agricultural bureaucracies on both sides had been too rigid. A 
spokesman for the GATT is quoted in the International Herald Tribune (11/23-
24, p.13) as having said on Friday that the Uruguay Round of trade talks was 
on track despite the agricultural dispute. The Group of 77 developing 
countries, at the end of a ministerial conference in Tehran , issued a call for 
an end to protectionism by the industrialized nations, AFP reports. 

VIET NAM LAUNCHES PRIVATIZATION CAMPAIGN. A Viet Nam Growth Fund will be 
announced today, reports the International Herald Tribune (p.11), in 
connection with a campaign to sell state-owned companies. Fund managers hope 
to raise between $50 million and $75 million ~y mid-December and make its 
first investment when companies are put up for sale in March, the article 
says. Hanoi is also planning to set up a stock exchange in three to five 
years, the report states. 

sr11r le::--', t1s. Marv M. 
CECPS 
N 9051 
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Mexico) 
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Telefonos de Mexico S.A. de C . V. (Telephones of 
Mexico) (Mexico's telephone company, 51 percent 
publicly owned) 
Telegrafos Nacionales (National Telegraph) 
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MEMORANDUM AND RECOMMENDATION OF THE PRESIDENT 
OF THE INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

TO THE EXECUTIVE DIRECTORS ON A PROPOSED LOAN 
TO BANCO NACIONAL DE OBRAS Y SERVICIOS PUBLICOS, SNC 
FOR A TELECOMMUNICATIONS TECHNICAL ASSISTANCE PROJECT 

1. I submit the following memorandum and recommendation on a proposed 
loan to Banco Nacional de Obras y Servicios Publicos, SNC (BANOBRAS) for the 
equivalent of $22.0 million to help finance a telecommunications technical 
assistance project. The loan would be repaid over 17 years, including 5 years 
of grace, at the standard variable interest rate . The proceeds of the loan 
would be on- lent to the Government for its Secretaria de Comunicaciones y 
Transportes (SCT) . 

Background 

2. Mexico's present telecommunications system is a major constraint to 
economic growth. There are over 1.5 million applications for telephone 
service awaiting installation and many more potential subscribers that do not 
bother to apply given long delays in obtaining service. Telephone service is 
also of poor quality, unreliable, and the network is heavily congested with 
the result that it is virtually impossible to get through during peak business 
hours . In the recent past, Telefonos de Mexico S.A. de C.V. (TELMEX), which 
has a monopoly in the provision of telephone services, has installed about 
230,000 lines per year, which barely keeps up with the growth of demand. More 
advanced services (e.g . , data transmission, cellular telephony, access to 
time-shared data processing and data banks) are only starting to develop. 
Given Mexico's drive to open its economy, it is becoming increasingly 
important to ensure that business firms operating throughout Mexico have 
access to state-of-the-art telecommunications and information services, and 
that households gain access to markets and business activities through a more 
effective basic telephone infrastructure. 

3. Until 1972 , TELMEX was controlled and managed by the private sector 
and still today 49 percent of its stock is publicly traded, while the other 51 
percent is held by the Government. TELMEX is run as a government enterprise. 
Its tariffs, investment decisions, finances and management are constrained by 
the same factors as in other parastatal enterprises. A government ministry, 
the Secretaria de Comunicaciones y Transportes (SCT) is responsible for 
telecommunications sector policy and regulation. The latter includes 
licensing of telecommunications networks, approval of customer premises 
equipment, and planning, administering and monitoring the use of the radio 
spectrum. Until late 1989, SCT also had direct operational responsibility for 
the provision of some services (mainly telex and data transmission), and 
operated a sizeable but antiquated microwave network, a modern and 
underutilized domestic satellite system, and a network of maritime coastal 
stations. These operations are now undertaken by the newly credted state
owned, commercially oriented entity , Telecomunicaciones de Mexico (TELECOMM). 

4. Government Strategy . The Government has decided that a major effort 
to step up the pace of telecommunications development is required and has set 
as a goal an investment program of $10 billion over 6 years (1989-94) . This 
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would allow increasing the telephone density from about 5.3 lines per 100 
inhabitants (end-1988) to 8.4 in 1994. To achieve this objective, the 
Government is initiating a far-reaching program of reforms of the telecommuni
cations sector involving privatization of TELMEX, commercialization of 
remaining government telecommunications operations and creation of a modern 
regulatory framework that promotes competition in the sector and protects the 
public interest from potential monopoly abuses. 

5. Rationale for Bank Involvement. This proposed technical assistance 
loan is linked to the telecommunications component of the proposed Road 
Transport and Telecommunications Sector Adjustment Loan, which is being 
processed in parallel. Together, these two loans will support the 
restructuring of the Mexican telecommunications service sector. In 
particular, once TELMEX is privatized, technical assistance will be required 
to support a regulatory capability to promote competition in the sector and to 
control potential monopoly abuses in pricing and the provision of service. 
Further, the loan will support the modernization of SCT's management and 
monitoring of the radioelectric spectrum. Finally, the loan will support the 
business development of the newly created TELECOMM, which could become an 
important player in the development of competition in the sector. As a result 
of the Bank's involvement in the design of the sector adjustment program and 
the important policy commitments under it, the Bank is in a unique position to 
provide assistance in the areas outlined above. The proposed project will be 
the Bank's first operation in the sector. The Interamerican Development Bank 
(IDB), which would co-finance the adjustment program, would also collaborate 
to meet technical assistance needs by funding urgently needed short-term 
experts from a non-reimbursable project preparation facility which it 
administers. 

6. 

7. 

Project Objectives. The proposed project will: 

(a) assist SCT's Direccion General de Politicas y Normas de y 
Comunicaciones (DGPNC) to strengthen its capability to regulate # 
telecommunication services and networks; / 

(b) assist SCT's DGPNC in (i) modernizing and improving its 
administrative and technical capability to plan and control the use 
of the radio spectrum, and (ii) establishing a computer-assisted 
radio-frequency spectrum management and monitoring system; and 

(c) assist TELECOMM in developing its business activities as a 
competitive entity in a restructured environment. 

Project Description. The project consists of three components. 

(a) Regulation of Services and Networks (29 percent of total costs). 
This work would be undertaken in three stages. In Stage 1, already 
under way, short-term experts on telecommunications pricing and on a 
regime for authorizing different categories of networks and services 
are helping the Government to finalize the draft TELMEX license and 
the regulations for competitive services. In Stage 2, a consulting 
firm would prepare a program to strengthen SCT's capability to 
regulate telecommunications networks and services and help prepare 
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initial implementation. In Stage 3, experts, training, equipment 
and other technical support to SCT required to implement the first 
two years of the program would be provided. 

(b) Regulation of the Radio Spectrum (69 percent of total costs). This 
work would be undertaken in two stages. In Stage 1 (already under 
way), a short-term expert would prepare an assessment of existing 
capabilities and ongoing work, write terms of reference for 
consultants and provide a tentative estimate of the composition and 
cost of a modernization and improvement program. In Stage 2, a 
consulting firm would prepare a plan for the modernization and 
improvement of SCT management and monitoring of the radio spectrum, 
prepare a detailed specification and costing of equipment and 
training required, and assist with the procurement of equipment and 
its installation. The consultants would also provide technical 
support to DGPNC during the first two years of implementation of the 
modernization program. 

(c) TELECOMM--Business Development (2 percent of total costs). This 
project component would provide assistance by consultants in 
planning the expansion and modernization of TELECOMM's satellite 
system and other transmission facilities, assessing the market 
potential of new services, and exploring opportunities for joint 
ventures. 

8. The total cost of the project is estimated at about $24.3 million. 
Two components of the project (i.e., (a) regulation of services and networks 
and (b) regulation of the radio spectrum) will be administered by DGPNC. The 
third component of the project, TELECOMM business development, will be 
administered by TELECOMM . The project would be completed by December 31, 1993 
and the closing date of the loan would be June 30, 1994. Retroactive 
financing as from February 28, 1990 would be provided. Procurement and 
engagement of consultants would follow Bank guidelines. The detailed cost 
estimates, methods of procurement, and disbursements are shown in Schedules A 
and B. A timetable of key project processing events and the status of Bank 
Group operations in Mexico are given in Schedules C and D. A detailed project 
description is given in Annex 1. The proposed chronology for the project is 
provided in Annexes 2 and 3. Terms of reference are provided in Annex 4. 
Organization charts of SCT and TELECOMM are provided in Annexes 5 and 6. 
Background documentation available in the project file is listed in Annex 7. 

9. Actions Agreed. At negotiations, final agreement was reached on the 
terms of reference for the consultants that would assist SCT to strengthen its 
regulatory capacity and its effectiveness in planning and controlling use of 
the radio frequency spectrum (Annex 4). SCT also agreed to furnish quarterly 
reports on the execution of the project and to hold annual consultations with 
the Bank on the progress achieved in developing its regulatory capacity, 
which, if necessary, could lead to a reformulation of its plans and of the 
staffing needs. Effectiveness of the sector adjustment loan is a condition of 
effectiveness of this loan. Execution of satisfactory on-lending arrangements 
between BANOBRAS and the Government is also a condition for loan 
effectiveness. 
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10. Benefits. The proposed technical assistance loan will assist the 
development of a regulatory capability at SGT which is critical to the overall 
success of the TELMEX privatization and the Government's efforts to develop 
competition in the sector. Further, it will improve SCT's ability to monitor 
and contrQl use of the radio spectrum and, thereby, expedite increased use of 
private user networks and improve the utilization of the limited radio 
spectrum. Finally, the technical assistance will contribute to the necessary 
rapid development of TELECOMM's strategic business development, which in turn 
would contribute to the development of competition in the sector and spur 
TELMEX to improve its performance. 

11 . Risks. Project-related risks would be very limited, given its 
nature. However, the breadth of the policy reforms that are being undertaken 
does entail risks. First, it is important to ensure that the divestiture of 
the Government's controlling interest in TELMEX is "well" handled, since this 
is the largest parastatal to be privatized and all aspects of the operation 
will be particularly scrutinized by opponents of the Government's 
privatization policies. Errors in this respect could jeopardize attempts in 
other sectors. Second, the Government does not now have staff with adequate 

C:.·· experience to regulate public utilities, and the regulatory framework is still 
in an inception stage. Third, there are practical and financial limits to the 
pace at which investments in telephone services may proceed, even under 
private ownership. These risks seem manageable. They are alleviated to some 
extent by this proposed technical assistance project and are outweighed by the 
potential benefit of the reform process that is under way. Evidence of 
government commitment is strong and is reflected in the important policy 
decisions already undertaken under the sector adjustment project . 

11. Recommendation. I am satisfied that the proposed loan would comply with 
the Articles of Agreement of the Bank, and I recommend that the Executive 
Directors approve it. 

Attachments 

May 3, ]1990 
Washington, D.C. 

Barber B. Conable 
President 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Estimated Costs 
($'000) 

I. SGT: Regulation of Networks 
and Services 

A. Short-term (February-April 1990) 
experts in the fields of: 

price regulation 
(3 wks, IDB) 

Licensing regime 
(3 wks, IDB) 

B. Consulting firm to prepare 
SCT's detailed strategic 
plan with detailed specifi
cations and costing of TA 
(4-6 mos) 

C. Implementation (includeds regu
latory policy; price, costs & 
financial analysis; service qual
ity, investment program, techni
cal standards & terminal equip
ment; administrative, legal & 
information systems) 

Experts (330 months) 
Training (138 staff-months) 
Equipment 

Subtotal A 

Local 

40 

400 
160 

20 

620 

Foreign 

15 

15 

400 

4,000 
570 
200 

5,200 

Schedule A 
Page 1 

Total 

15 

15 

440 

4,400 
730 
220 

5,820 
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B. SCT: Regulation of Radio Spectrum 

A. Short-term expert to assess the 
plan and write TOR (5 wks, 
3-4/90, trust funds) 

B. Consulting firm to prepare 
modernization plan & detailed 
system specifications, and to 
supervise implementation 
(67 expert-months) 

C. Implementation 

Training (18 staff-months) 
Equipment 

Subtotal B 

C. TELECOMM: Business Development 
(15 man-months, mid-1990 to end 1991) 

Total of A, B, and C 

Price and physical contingencies 

Total 

Local 

27 
1,240 

1,267 

350 

2,237 

Foreign 

17 

1,000 

100 
11,530 

12,647 

500 

18,347 

3,700 

22,047 

Schedule A 
Page 2 

Total 

17 

1,000 

127 
12,770 

13,914 

500 

20,234 

4,050 

24,284 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Financing Plan 
($'000) 

Local Foreign Total 

Bank 22 , 000 22,000 
Grant funds ~ 47 47 
Government 2,237 2,237 

Total 2,237 22,047 24,284 

~ Bank's trust funds and IDB .Technical Facility. 

Procurement Arrangements 
($'000) 

Procurement method 
Project Element ICB LCB Other~ N.A. 

Consultant services 7,643 
(7,074) & 

Training 1,024 
(802) 

Equipment 13,110 2,007 500 ft 
(12,110) (1,514) (500) 

Total 13,110 2,007 7,643 1,024 
(12,110) (1,514) (7,074) (802) 

~ Contracting of consultants in accordance with Bank guidelines. 
iJ2 Figures in parentheses correspond to IBRD financing. 
ft Local or international shopping. 

Schedule B 
Page 1 

Total 

7,643 
(7,074) 

1,024 
(802) 

15,617 
(14,124) 

24,284 
(22,000) 
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Disbursements 
($'000) 

Category Alnount Percentage 

Annual 
Cumulative 

1. 

2. 
3. 

4. 

Consultant 
services 6,500 
Training 700 
Equipment 12,800 

Unallocated 2,000 

Total 22,000 

Estimated IBRD Disbursements 
($'000) 

FY90 ~ 

3,100 
3,100 

FY91 

14 , 710 
17,810 

2,370 
20,180 

~ Includes special account . 

100 
100 
100 

85 

percent 
percent 
percent 
percent 

FY93 

1,320 
21,500 

Schedule 
Page 2 

foreign, 
local 

500 
22,000 

B 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Timetable of Key Processing Events 

(a) Time taken to prepare 8 months 

(b) Prepared by SCT with Bank assistance 

(c) First presentation to the Bank July 1989 

(d) Departure of appraisal mission January 1990 

(e) Negotiations April 1990 

(f) Planned date of effectiveness June 1990 

(g) List of relevant PCRs and PPARs Not applicable 
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STATUS OF BANK GROUP OPERATIONS IN MEXICO 

Credit/ 
Loan No. 

Fiscal 
Year 

82 loans fully disbursed 

A. STATEMENT OF BANK LOANS 

(A• of March 31, 1990) 

Borrower Purpose 

Of which SECALa, SALa, and Program Loans•> 

Ln. 1929-ME 
Ln. 2428-ME 
Ln. 2882-ME 

Subtota I 

Ln. 1706-5-ME 
Ln. 1858-5-ME 
Ln. 2281-ME 

• Ln. 2331-ME 
Ln. 2428-ME 
Ln. 2450-ME 
Ln. 2516-ME 
Ln. 2546-ME 
Ln. 2559-ME 
Ln. 2575-ME 
Ln. 2612-ME 
Ln. 2658-ME 
Ln. 2665-ME 
Ln. 2666-ME 
Ln. 2669-ME 

• Ln. 2745-ME 
Ln. 2746-ME 
Ln. 2747-ME 

• Ln . 2777-ME 
Ln. 2824-ME 
Ln. 2837-ME 
Ln. 2858-ME 
Ln. 2859-ME 
Ln. 2875-ME 
Ln. 2876-ME 
Ln. 2916-ME 

• Ln. 2918-ME 
• Ln. 2919-ME 

Ln. 2946-ME b> 
Ln. 2947-ME 

• Ln. 3047-ME 
Ln. 3083-ME 

• Ln. 3085-ME 
• Ln. 3086-ME 
• Ln. 3087-ME 

Ln. 3101-ME b) 
Ln. 3115-ME b) 
Ln . 3140-ME 
Ln. 3141-ME b> 

Total 

1981 
1984 
1988 

1979 
1980 
1983 
1983 
1984 
1984 
1985 
1985 
1985 
1985 
1986 
1986 
1986 
1986 
1986 
1987 
1987 
1987 
1987 
1987 
1987 
1987 
1987 
1987 
1988 
1988 
1988 
1988 
1988 · 
1988 
1989 
1989 
1989 
1989 
1989 
1989 
1990 
1990 
1990 

BANOBRAS 
BANOBRAS 
BANC OM EXT 

NAFIN 
NAFIN 
BANOBRAS 
BANCOMEXT 
BANOBRAS 
BANPESCA 
NAFIN 
NAFIN 
NAFIN 
BANOBRAS 
BANOBRAS 
NAFIN 
BANOBRAS 
BANOBRAS 
BANOBRAS 
BANCOMEXT 
NAFIN 
NAFIN 
BANCOMEXT 
BANOBRAS 
NAFIN 
NAFIN 
NAFIN 
BANOBRAS 
NAFIN 
NAFIN 
NAFIN 
NAFIN 
BANOBRAS 
BANOBRAS 
NAFIN 
NAFIN 
BANCOMEXT 
NAFIN 
NAFIN 
BANOBRAS 
NAFIN 
BANOBRAS 
NAFIN 

Of Which has been repa i d 

Rei lway IV 
Highway Sector II 
Trade Plcy Ln II 

Irrigation 
Irrigation 
Third Water Supply 
Export Development 
Highways 
Ports 
Chiap•• Agric. Dev. 
Sm/Med Mining II 
Vocational Educ 
Rei lways V 
Low Income Housing I 
Proderith II 
Earthquake Rehab 
Municipal Strength 
Solid Waste Pi lot 
Trade Policy Loan I 
Industrial Recovery 
Technology Dev 
Export Dev II 
Urban Transport 
Agricultural Credit 
Sm/Med Industry IV 
Agric Extension 
Highway Maint 
Manpower Training 
Steel Sctr Restruct 
Agric Sector Loan 
Fertilizer Sctr Loan 
Ports Rehab 
Housing Finance 
Industrial Restruct 
Hydroelectric Dev 
Financial Sctr Loan 
Public Ent Restruct 
Ind Sctr Policy 
Water, Women l Dev 
Forestry Dev 
Low-Income Housng II 
Agric Mktg II 

Bank 

7,489.58 

149.88 
200.00 
500.00 

849.88 

81.80 
64.40 

100.30 
350 .00 
200.00 

38,25 
58.00 

105.00 
81.00 

300 . 00 
150.00 
88.30 

400.00 
40.00 
25.00 

500.00 
150.00 
48.00 

250.00 
125.00 
400.00 
100.00 
20.00 

135 .00 
80.00 

400.00 
300 . 00 
265.00 

50.00 
300 . 00 
250 .00 
460.00 
500.00 
500.00 
500.00 
20.00 
45.50 

350.00 
100.00 

15,420.13 
3,639.19 

Total now held by the Bank 11,780.94 

Amount so Id 92. 34 
Of which has been repaid: 92.34 

Total Undisbursed 

•> Approved during or after FY80. 
b) Not yet effective. 

• SAL, SECAL, or Program Loan 

EBArevalo:LA2CO 
Fi le:MXC0390 (al.075) 
20 April 1990 

2,701.74 
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Amount in USS mi I lion 
(less cancellation) 

IDA Undisbursed 

14.28 
12.51 
19.02 
0 .67 

66 . 80 
20.00 
40. 71 
17.10 
13.79 

135.61 
4.10 

69.36 
U.74 
36 .18 
18.57 

7. 22 
19.74 
31.32 
12.48 
91.23 
10.10 
85.00 
16 . 51 

125.00 
54.57 

264.31 
1.99 

109.01 
50.00 

188.19 
224.98 
413.48 

15.00 
1.14 
6.54 

20.00 
45.50 

324.99 
100.00 

2,701.74 

2,701.74 



Flacal 
Year 

1968/69 

1968 
1961 
1962/6/8/1 
1963 
1963 
1964/M 
1970 
1971 
1972 

1973/79 
1974/81 
1976/78 
1978/81/81 
1978 
1979/81/88 
1979/83 
1979 
1980 
1980 
1980 
1980 

1981/88 
1983 
1984/87 
1984 
1984 

1988/88 

1988 
1988 
1987 

1987 
1987 
1988 
1988 
1988 
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MEXICO 

B. STATEMENT OF IFC INVESTMENTS 
A• of March ao, 1990 

(USI Ml I I Ion) 

Obi Igor Type of Bualn••• 

Induatrl•• Perfect 
Circle, S.A. I• Induatrlal Equlpaent 

Brlatol de Mexico, S.A. I• Aircraft Engine overhaul 
Acero• Solar, S.A. I• Twlat Ori Ila 
Fundldora Monterrey, S.A. I• Steel 
Tuboa de Acero de Mexico StalnleH Steel Pipe• 
Qul ■lca del Rey, S.A. I• Sodlu■ Sulphate 
Induatrl• del Hierro, S.A. Conatructlon Equlpaent 
Miner• del Norte I• Iron Ore Mining 
Cel•n•• W.xlcana, S.A. I• Text I IN 
Pro■otora Papel Perlodlcoa, 

S.A. de C.V. I• Pulp and Paper 
c-nto• Veracruz, S.A. c-nt 
Cancun Arlatoa Hotel TourlM 
W.xlnox, S. A. StalnleH Steel 
Papel•• Pondero••• S.A . Pulp and Paper 
Tereftalato• Mexicano•, S.A. Petroch-lcal 
Hotel Ca■lno Real Ixtapa, S.A. TourlM 
E■pr•••• Tolteca, S.A. c-nt 
Conductor•• Monterrey, S.A. Electrlcal Wire l Cable 
Induatrl•• Realatol, S.A. Particle Board 
Vidrio Plano de Mexico, S.A. Flat OIHa 
Miner• Real de Angel••• S.A. Mining 
Corporaclon Agro-

Industrial S.A. Agrl-8ualnHa 
Celuloalco• Centauro, S.A. Pulp and Paper 
Capital Cooda Facility I• Capital Cooda Financing 
MetalH, S. A. Auto ChHla 
Protelaon, S. A. de C.V. Agrl-8uain•H 
Pro■oclon•• Induatrl•I•• 

Mexican••• S.A. de C.V. Petroch-lcal 
Celulo•• y Papel de Durango, 

S.A. de C.V . Pulp and Paper 
Agr-x Ph••• I (AESA) Veg and Fruit Proceaaing 
Cle••• Conatr Cuar Fae Conatr Guarantee Facl lity 
Induatrl•• Sulfex, 

S.A. de C.V . Che■ lcal l Petroch-ical 
Sealed Power de Mexico Auto Aa-'>ly 
Creacent Market Aggregatn Conatructlon Material 
Spaaco, S.A. de C.V. c-nt 
Salu■ l, S.A. de C.V. Food and Food Proceaaing 
Poll .. r (ABS), A.S. de C.V. Petroch-lcal 

Schedule D 
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-----Orlglnal Approvala---------
Loan Equity Total 

0.80 0.00 0.80 
0.60 0.00 0.60 
o.30 0.00 o.30 
2.80 21.40 23.70 
0.90 0.10 1.00 
0.70 0.00 0.70 
0.00 2.00 2.00 
1.60 0.00 1.60 

12.00 0.00 12.00 

0.00 /b /b 
16.90 0.00 16.90 
1.00 o.30 1.30 

12.00 3.20 16.20 
10.70 6.00 16.70 
19.00 0.00 19.00 
0.00 4.20 4.20 

188.00 7.90 176.90 
18.00 0.00 18.00 
26.00 0.00 26.00 

114.90 0.00 114.90 
110.00 0.00 110.00 

11.ao 3.oo 14.30 
69.60 0.00 69.60 

100.00 0.00 100.00 
8.00 1.40 9.40 
2.00 0.80 2.80 

18.40 0.00 18.40 

10.00 3.10 13.10 
1.60 0.60 2.00 

20.00 20.00 

2.00 0.60 2.60 
9.00 0.00 9.00 

37.00 0.00 37.00 
48.10 0.00 48.10 
20.40 2.00 22.40 
14.60 0.00 14.60 

1989 Crupo F-••/VI•• Conau■er Oooda Congla■orat 80.00 21.80 101 .80 
1989 Banca S.rfln Developaent Finance 80.oo 0.00 80.oo 
1989 c-ntoa Mexicano• c-nt l Conat Material• 88.oo 0.00 88.oo 
1990 Condu-x Electr-nufacturing 60.00 60.00 

--------- ---------- ---------
Cro•• Total Co■■i~nt• 1129.20 ea.oo 1212.20 le•• Cancellation•, Ter■lnationa, 

Rep•y-nt• and Sal•• 782.IO 39.60 821.80 
--------- ---------- ---------

Total c-i~nta Now Held by IFC 348.90 43.60 390.40 
::-zrsrsr ====== ---=--z-

Total Undlaburaed (Including Participant•) 130.14 0.08 130.22 
---==---= ==--==-==-= =--=== 

-------------------------------------------------------------------------------------------L-------------/a Inv••~nta which have bNn fully cancelled, ter■lnated, 
written off, aold, or repaid. 

/b USl26,000. 

EBArevalo :LA2CO 
IFC Inv••~nt:MXC90.WK1 
May 2, 1990 
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MEXICO 

TECHNICAL ASSISTANCE LOAN FOR THE 
TELECOMMUNICATIONS SECTOR 

TECHNICAL ANNEX 

A. Background 

1. Overview. The program of technical assistance for the 

ANNEX 1 
Page 1 

telecommunications sector to be financed by the proposed IBRD technical 
assistance loan is closely linked to the telecommunications component of the 
proposed Road Transport and Telecommunications Sector Adjustment Loan (Report 
No. PE-5254-M, dated April, 1990). Together, these two loans will support 
far-reaching reforms in the Mexican telecommunications sector involving 
privatization of the dominant telecommunications service provider, TELMEX, 
commercialization of remaining government telecommunications operations, and 
creation of a modern regulatory framework that promotes competition in the 
sector and protects the public interest from potential monopoly abuses. The 
program of technical assistance would cover three areas: (a) SCT regulation 
of telecommunications networks and services, (b) SCT regulation of the radio 
spectrum, and (c) TELECOMM business development. Following preparation 
assistance in early 1990, the bulk of the program would be implemented from 
mid-1990 to December 1993. Up to $22 million would be made available for this 
program under the proposed loan. Chart 1 summarizes the program in schematic 
form. 

2. Telecommunications Sector Reform. In September 1989, the Mexican 
Government published its "Programa de Modernizacion de las Telecomunicaciones" 
for the period 1989-94, aimed at achieving major improvements in telecommuni- .t, 

cations services. Objectives included under this program are to (a) improve 
service quality to approach international standards, (b) expand service 
coverage in urban and rural areas, (c) modernize and diversify services, 
(d) establish competitive rates at the international level and achieve 
financial self-sufficiency of telecommunications providers, and (e) promote 
greater private investment and competition in the sector. Specific 
initiatives towards these objectives are (a) the planned privatization of 
TELMEX, (b) the creation of the state-owned, commercially oriented TELECOMM 
with a mandate to operate the Morelos satellite system and to provide a range 
of telecommunications services to businesses including some in competition 
with TELMEX, and (c) promotion of increased competition in the provision of a 
wide range of data, value added and other services and terminal equipment. 
These initiatives will require the development of a different and greatly 
improved regulatory capability in SCT's Direccion General de Politicas y 
Normas de Comunicaciones (DGPNC) and, where appropriate in the Instituto 
Mexicano de las Comunicaciones (IMC), in the following areas: (a) regulatory 
policy, (b) monitoring and regulation of TELMEX and other service providers in 
respect of their monopoly power, (c) authorization of the operation of 
different categories of networks, and (d) development and approval of 
technical standards. 
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Chart 1 

TECHNICAL ASSISTANCE FOR THE TELECOMMUNICATIONS SECTOR 

SCHEMATIC SUMMARY OF THE PROGRAM 

PRICING 

Short-Term Consult. PROGRAM IMPLEMENTATION 
TO OF THE 
STRENGTHEN PROGRAM 
SCT'S FOR SCT 

AUTHORIZATIONS FOR REGULATORY 
NETWORKS & SERVICES - CAPABILITY 
Short-Term Consult. 

SPECTRUM PLANNING MODERNIZATION PROGRAM FOR 
AND CONTROL - PLANNING AND CONTROL OF THE RADIOELECTRIC 

Short-Term Consult. SPECTRUM IN SCT 

TELECOMM BUSINESS DEVELOPMENT 

April-May 1990 May 1990 December 1993 



- 14 -

B. Project Description 

ANNEX 1 
Page 3 

(i) Regulation of Telecommunications Services and Networks 

3. Need. The need for regulation of the telecommunications sector 
arises primarily from the significant level of monopoly power that can be 
exercised by TELMEX after the Government of Mexico (GOM) gives up ownership 
control of the corporation . Given that TELMEX, the largest telephone company 
in Latin America and one of the largest companies in Mexico, has access to 
large resources and is the origin of most sector information, the Government's 
regulatory capability must be strong, technically capable and credible in 
order to be effective. Regulatory intervention may be required to promote 
competition in the sector, by policing conditions for competitors to access 
TELMEX's monopoly facilities, and to control potential monopoly abuses in 
pricing and the provision of service. 

4. Objective. The objective of this component of the technical 
assistance project is to assist SGT's DGPNG to strengthen its capability to 
regulate telecommunications services and networks, including the development 
of systems for approval of technical standards fo r telecommunications 
equipment. The work will be undertaken in three stages , as shown in Annex 2 
and described below. 

5. Stage 1. Short-term experts on (a) methodologies for pricing 
basic telephone service, and (b) the classification of the different types of 
networks and services and their regulation in a competitive environment, would 
provide inputs that help the Government finalize the draft TELMEX franchise 
and the regulations for competitive services . A total of up to six weeks of 
individual experts would be available to SGT and other participating agencies 
between April and May 1990, financed by project preparation funds administered 
by the IDB. 

6. Stage 2. A consulting firm, selected under the IBRD's procedures 
for the engagement of consultants and on the basis of satisfactory terms of 
reference, would prepare a program to strengthen SGT's capability to regulate 
telecommunications networks and services and help prepare initial 
implementation . The work would include preparing a detailed specification and 
costing of technical assistance required for the first two years of 
implementation of Stage 3. $400,000 out of a total estimated cost of about 
$440,000 would be financed under the proposed loan . The work would be 
undertaken over five to six months beginning in the first half of 1990. 

7 . Tasks. The main tasks to be undertaken during Stage 2 are: 

(a) assessing the implications of recent government policies (in 
particular, the new TELMEX franchise and the regulations for the 
provision of competitive services) for the emerging regulatory 
regime, reviewing with DGPNG the bases of its regulatory 
authority, identifying problem areas and proposing changes that 
may be considered by SGT, and reviewing with DGPNG other options 
still open for decision. Th i s is likely to i nclude 
(i) consultation with officials in other government agencies, 
TELMEX, TELEGOMM and major users, (ii) organizing a series of 
consultative seminars including invited foreign regulatory 
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officials and experts, and (iii) providing written conclusions 
from these seminars; 

(b) preparing, in close consultation with DGPNC, a written description 
of a proposed regulatory regime with respect to (i) pricing of 
services, (ii) quality and conditions of service, (iii) network 
interconnection, (iv) provision of leased lines for resale, 
(v) approval of network facilities, (vi) approval of resellers, 
(vii) application of technical standards, and (viii) sale of 
terminal equipment; 

(c) identifying and describing in detail the regulatory tasks of DGPNC 
that correspond with the proposed regime. Regulatory tasks 
include ensuring compliance of service providers with laws, 
authorizations and regulations with respect to prices, quality and 
conditions of service, interconnection arrangements and 
competitive behavior; 

(d) identifying the procedures, activities, functions and information 
necessary for DGPNC to undertake the above regulatory tasks; 

(e) based on the findings of items (c) and (d) above, developing and 
proposing a revised or adapted organization structure for DGPNC, 
to the extent necessary, that will enable it to carry out its 
responsibilities in an efficient and effective way. This will 
include a description of the roles of organizational units, 
staffing requirements, and necessary administrative and 
information systems; 

(f) preparing a detailed implementation program for the strengthening 
of DGPNC along the lines determined by SGT. Particular attention 
will be given to the development of human resources, establishment 
of procedures, and implementation of regulatory tasks of 
particular importance in the transition to a competitive, 
privatized sector structure; 

(g) preparing a detailed specification and cost estimates of technical 
assistance,proposed to be financed by the IBRD, including 
(i) experts and consultants, (ii) secondment of experienced 
personnel, (iii) training, and (iv) equipment, computers and 
software; and 

(h) assisting DGPNC in the initial implementation of the recommended 
program, in terms of recruitment of staff and experts, procurement 
of equipment, and firming up arrangements for training. 

I 

8. Stage 3. Technical assistance will support DGPNC in undertaking 
regulatory activities by providing experts, on-the-job and off-site training, 
and equipment. The technical assistance will focus on building up a minimum 
core of expertise in four areas, namely, (a) regulatory policy, (b) price, 
cost and financial analysis, (c) quality of service, investment program, 
technical standards and terminal equipment, and (d) administrative, legal and 
information systems . 
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9. Regulatory Policy. DGPNC must build up a capability to develop 
and implement regulatory policies with respect to: 

(a) lic,ensing of telecommunications networks facilities, 

(b) licensing of resellers and other competitive service providers, 

(c) provision of leased lines, 

(d) anticompetitive or unduly discriminatory behavior by facilities
based service providers, 

(e) network interconnection and revenue settlement arrangements, and 

(f) other regulatory issues. 

The minimum number of initial DGPNC professional staff is estimated to be 
three. One expert would be needed for a total of about 30 months over a 3-
year period. An average of at least 2 months of training per year would be 
needed for each DGPNC professional staff member, for a total of 18 staff
months in 3 years. 

10. Price. Cost and Financial Analysis. DGPNC must build up a 
capability to: 

(a) monitor, analyze and approve or reject tariff proposals, 

(b) review financial projections of service providers and develop an 
SGT financial model of TELMEX to forecast rates of return and 
other financial indicators, and 

(c) review methodologies and estimates of the costs of providing 
telecommunications services. 

The minimum number of initial DGPNC professional staff in this area is 
estimated to be six. Three experts would be needed for a total of about 90 
months over a 3-year period. An average of at least 2 months of training per 
year would be needed for each professional staff member, for a total of 36 
staff-months in 3 years. 

11. Quality of Service. Investment Program. Technical Standards and 
Terminal Equipment. DGPNC must develop a capacity to: 

(a) establish performance indicators and systems to monitor results, 

(b) assess TELMEX's investment prograffi, depreciation and procurement 
policies, and 

(c) establish, monitor and enforce technical standards for networks 
(including national fundamental technical plans) and terminal 
equipment. 

The minimum number of initial DGPNC professional staff in this area is 
estimated to be six. Three experts would be needed for a total of about 
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90 months over a 3-year period. An average of at least 2 months of training 
per year would be needed for each professional staff member, for a total of 36 
staff-months in 3 years. 

12. Administrative, Legal and Information Systems. DGPNC must develop 
a capability to: 

(a) operate modern administrative systems for both externally oriented 
needs (e.g . , processing of license applications, regulatory 
proceedings) and internal requirements (e . g., personnel, finance, 
supplies), 

(b) provide in-house legal advice and undertake legal actions in 
support of its operations , and 

(c) establish and maintain information systems to support the 
operations of DGPNC. 

The minimum number of initial DGPNC professional staff in this area is 
estimated to be eight. Four experts would be needed for a total of about 120 
months over a 3-year period. An average of at least 2 months of training per 
year would be needed for each professional staff member, for a total of 48 
staff-months in 3 years . Equipment, including computers and standard software 
would cost about $220,000. 

(ii) Regulation of the Radio Spectrum 

13. Need. The following problems have been identified in the process 
of allocating and licensing the radio spectrum in Mexico: 

(a) procedures for granting licenses for the use of radio frequencies 
and the installation of telecommunications equipment are mostly 
manual and take several months to process; 

(b) this slow processing encourages illegal use of frequencies and 
results in loss of revenue to the Government; 

(c) coordination with foreign networks, particularly with the USA, 
cannot be adequately studied within the prescribed time because of 
its large volume; 

(d) in several areas of the country, the radio spectrum is saturated; 

(e) the data base for concessions and permits is inaccurate and 
fragmentary; 

I 

(f) monitoring stations must be modernized or replaced by mobile units; 

(g) organizational changes aimed at substantially improving the 
attention of the public and shortening the processing of 
applications, at the same time assuring that multiple networks can 
operate under conditions free of harmful interference, are urgently 
required. 
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14. Modernization of the Mexican telecommunications network and 
specific government initiatives toward the privatization of TELMEX, the 
creation of the state-owned commercially oriented TELECOMM, and the promotion 
of competition in the provision of services require the strengthening of SGT 
regulatory capability in several areas, including the control and monitoring 
of the radioelectric spectrum. 

15. The radioelectric frequency spectrum (10 Khz-300 Ghz) is recognized 
as a natural resource that must be fairly, efficiently and economically 
allocated and exploited. Both national and international radio communications 
would degenerate in chaos without a coherent and integrated system for 
allocating and managing the finite number of places on Lhe spectrum among the 
growing number of services and users. The International Consultative 
Committee for Radio (CCIR) has stated that "with the increasing complexity of 
spectrum management, due to growing demands on the spectrum, administrations 
may find it desirable to employ computer-assisted analysis techniques to 
achieve more efficient spectrum utilization," and that "a substantial range of 
spectrum utilization problems encompass data storage, retrieval and analysis 
and are consequently amenable to the application of computer-based methods." 

16. Solutions to the problems outlined above through the proposed 
technical assistance will result in improved attention to the public, and 
effective planning and control of revenue collection, effective and timely 
reaction to coordination requests, fair use of the radio spectrum, and orderly 
development of the telecommunications infrastructure. 

17. Objective. Technical assistance to SGT for the regulation of the 
radio spectrum has the following objectives: 

(a) to modernize and improve SCT's administrative and technical 
capability to manage the use of the radio spectrum; 

(b) to establish a computer-assisted radio-frequency spectrum 
management and monitoring system in the country. 

The work would be undertaken in two stages. 

18. Stage 1. A short-term expert would prepare a background assessment 
of existing capabilities and ongoing work, write terms of reference for the 
Stage 2 consultants, and provide a tentative estimate of the composition and 
cost of a modernization and improvement program. The expert would be made 
available to SGT for about one month between April and May 1990, financed by 
consultant trust funds administered by the IBRD. 

19. Stage 2. A consulting firm would prepare a program for the 
modernization and improvement of SCT's control of the radio spectrum, prepare 
a detailed specification and costing of equipment and prepare for its 
installation. The consultants will also provide technical support to DGPNC 
during the first two years of implementation of the plan. The estimated 
consulting cost of about $1 million would be financed under the proposed loan. 
Tentatively, up to $12 million could be allocated for the proposed loan for 
equipment and training required for implementation. 

20. Components. The project will comprise the following components: 
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(a) organization of the units under DGPNC that will manage the radio 
spectrum; 

(b) development of computer-assisted administrative procedures for 
every step in the analysis of systems, granting of licenses, and 
collection of revenues; 

(c) assistance to update or develop regulation on the use of the 
spectrum; 

(d) assistance to update or develop enforcement procedures; 

(e) development of propagation models and computerized systems for 
interference analysis and frequency assignment; 

(f) development of a topographic data base and other documentation 
necessary to perform spectrum management; 

(g) procurement and installation of a system for the purpose of 
automating radio-frequency management and monitoring, including a 
computer network linking Mexico City and the state capitals, 
specialized operative application software, fixed monitoring 
stations, and mobile spectrum monitoring vehicles; 

(h) implementation of the new administrative and technical systems; 

(i) on-the-job training and specifications for foreign training of 
DGPNC staff; 

(j) evaluation of the new systems some time after their implementation. 

21. The main tasks to be undertaken by the consultants provided through 
the technical assistance and a chronogram of activities are shown in Annex 3. 
Consultant-month estimates and approximate consultant, training and equipment 
costs are contained in Schedule A. 

(iii) TELECOMM Business Development 

22. Need. As already noted, TELECOMM is a new, government-owned, 
competitive telecommunications entity which has inherited the Mexican Morelos 
satellite system, an old and increasingly obsolete microwave network and 
responsibility for providing the dying telegraph service. It is also 
aggressively competing in the provision of very small aperture satellite 
terminal (VSAT) private networks to large corporate customers and provides 
telex and data communications services. In these ways TELECOMM provides a 
valuable element of competition in the sector. However, given the limited 
experience of the entity and its management in operating in a competitive 
environment, it can benefit significantly from technical assistance. 

23. Objective. The objective is to provide highly specialized expert 
advice to TELECOMM management in developing its business activities as a 
competitive entity in the restructured environment. This would include 
assistance in planning the expansion and modernization of TELECOMM's domestic 
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satellite system and other transmission facilities, assessing the market 
potential of new services, and exploring opportunities for joint ventures and 
other modalities of private investment. 

24. 
technical 
of 1991. 
proposed 

~- About 15 staff-months of senior corporate, marketing and 
experts would be made available to TELECOMM from mid-1990 to the end 
The estimated cost of about $500,000 would be financed under the 

loan.1/ 

C. Project Administration and Implementation 

25. Project Organization and Administration. DGPNC, located within SGT 
(see Annex 4), is responsible for regulation of the telecommunications 
services sector including regulation of TELMEX, licensing of networks and 
services, and management and control of the radio frequency spectrum. 
Suitably qualified international consulting firms, possibly in joint venture 
with local firms, would be hired by SCT/DGPNC to assist in strengthening its 
capability to regulate telecommunications services and networks, and the radio 
spectrum. Two components of the project (i.e., (a) regulation of services and 
networks, and (b) regulation of the radio spectrum) will be administered by 
DGPNC which, for that purpose, will assign the required counterpart staff to 
the consultants. DGPNC would have relative managerial and administrative 
autonomy, under the general guidance of SGT, to undertake the actions needed 
to produce the expected results according to recommendations from the 
consultants. 

26. TELECOMM will administer the third component of the project 
(TELECOMM business development), will hire qualified international experts for 
short-term assignments, and will assign an appropriate counterpart group. 

27. Project Coordination and Reporting. SGT and TELECOMM should 
appoint project coordinators who, in addition to the normal coordinating 
functions, would prepare documents containing the information on project 
outputs and would explain their contents to the concerned Mexican authorities, 
for comments and approval. These documents, after approval by the Government,' 
may serve as the basis for the final project reports. Special emphasis would 
be placed on the selection and assignment on a full time basis of DGPNC 
personnel to serve as counterpart staff. The counterpart groups required by 
the various activities of the project will be integrated with senior profes
sionals, to ensure that consideration is given at an appropriate level to the 
recommendations emerging from the project, but newly graduated professionals 
would also be employed as a nucleus of the future regulatory organization. 
The groups, assisted by the consultants, will prepare quarterly reports on 
progress of project implementation. 

28. Procurement. The goods and services to be financed under the 
project, as summarized in Schedule B, would be procured in accordance with 
procedures satisfactory to the Bank. Contracts for the procurement of 
equipment, supplies and maintenance items to cost the equivalent of $250,000 
or more would be awarded through ICB. Local manufacturers would be eligible 

1/ This includes a significant amount of travel costs in order to bring 
experts to TELECOMM for a series of short-term visits. 
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for a 15% preference. Contracts for smaller items of equipment and supplies 
would be procured through LCB when valued below $250,000 equivalent and up to 
an aggregate amount of $2 million equivalent; and (if required) through local 
or international shopping by requesting quotations from at least three 
eligible suppliers, when valued below $20,000 equivalent and up to an 
aggregate amount of $500,000. Consultants for technical assistance and 
training services under the project would be selected in accordance with Bank 
guidelines and under terms of reference satisfactory to the Bank. 

29. Disbursements and Retroactive Financing. In order to facilitate 
payments under the loan, a special account will be established in the amount 
of $3.0 million. For amounts below the ICB thresholds, expenditures will be 
disbursed against statements of expenses (SOEs), for which detailed 
documentation evidencing expenditures would be retained by DGPNC and made 
available for the required audit and also for supervision by the Bank. The 
Bank will require prior review of all contracts awarded under ICB and of the 
first two contracts awarded under LCB. All other contracts would be subject 
to ex post review by the Bank. The loan would provide retroactive financing 
of up to $2 million for expenditures made after February 28, 1990. 

30. Accounts and Audits. Separate accounts would be kept for all 
expenditures made under the project. DGPNC would maintain records and 
accounts for all project activities. The accounts and statements of 
expenditures would be audited each year by auditors acceptable to the Bank in 
accordance with the Bank's Auditing Guidelines, and the audit reports would be 
submitted to the Bank no latter than six months after the close of the fiscal 
year. 
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Mexico 
SECRETARIA DE COMUNICACIONES Y TRANSPORTE (SCT) 

REGULATION OF TELECOMMUNICATIONS NETWORKS AND SERVICES 
Proposed Tasks and Timetable 

1990 1991 1992 1993 
Activities IJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDI 

_____________ ,_:_:_:_I_:_:_:_,_:_:_: __ :_:_:_ 

SHORT TERM CONSULTANTS 

1.0 PRICING 
1.1 Procure Expert 
1.2 Undertake Assignment 

2.0 AUTHORIZATIONS FOR NETIJORKS AND SERVICES 
2.1 Procure Expert 
2.2 Undertake Assignment 

II SCT PROGRAM 

1.0 PROCURE CONSULTANTS 

2.0 REGULATORY REGIME 
2.1 Assess Authority and Alternatives 
2.2 Make Proposals 
2.3 Describe Proposed Regime 

4.0 REGULATORY ACTIVITIES AND ORGANIZATION 
4. 1 Identify Regulatory Tasks 
4.2 Identify Procedures and Activities 
4.3 Proposed Revised Organization 

5.0 IMPLEMENTATION 
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5.3 Assist Initial I~lementation 
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Mexico 
SECRETARIA DE COMUNICACIONES Y TRANSPORTE (SCT) 

TECHNICAL ASSISTANCE FOR MANAGEMENT OF THE RADIOELECTRIC SPECTRUM 
Proposed Tasks and Timetable 

1990 1991 1992 

Annex 3 

1993 
Activities IJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDIJFM:AMJ:JAS:ONDI 

_______________ :_:_:_1_:_:_:_1_:_:_: __ :_:_:_ 

SHORT-TERM CONSULTANT (Stage I) 

II ENGAGEMENT OF CONSULTANTS (Stage II) 

1.0 ORGANIZATION 
1.1 Review of Existing Organization 
1.2 Organization to be Adopted 

(a) Description of Activities, 
Responsibilities, and Functional 
Units. 

Cb) Personnel Requirements and 
Qualifications. 

(c) Development of Internal Procedures 
(d) Development of User Procedures 

2.0 MANAGEMENT OF THE SPECTRUM 
2.1 Regulation Proposals 
2.2 Systems for Interference Analysis 

and Frequency Assignment. Data Base 

3.0 RADIO FREQUENCY MONITORING 
3.1 Monitoring System 
3.2 Proposals for Enforcement Systems 
3.3 Equipment and Software: 

(a) System Design and Specifications 
(b) Procurement 
(c) Installation and Testing 

4.0 TRAINING 
4.1 On-the-Job Training 
4.2 Foreign Training 

5.0 IMPLEMENTATION OF THE NEW SYSTEMS 
5. 1 Internal Organization 
5.2 Spectrun Management. License System. 
5.3 Control and Enforcement Systems 
5.4 Supervision of the Iq>lementation 

6.0 EVALUATION 

I I 
:== : I I 

I I 
:===: I I 

I I 
I 

:===: I 
I 

:===I= 
I 
I 

==!===:= 
I 

==!===:= 
==I===:= 

I 
I 

==:===!= 
==:===!= 

I 
I 
I 

==:= I 
==:===!= 

I 
==:===!= 

I==:===:= 
I ==:= 
I 
I I 

.===:===1===-===:===:===1===:===:===:===1 
I :-------:---1 I 
I I I 
I I I 
I ----------1- I 
I : ==I===:= I 
I : ==I===:= I 
I ==:===:===1===:===:===:===1 
I I I 
I I I ==: 



- 24 -

MEXICO 

TELECOMMUNICATIONS TECHNICAL ASSISTANCE PROJECT 

Terms of Reference for Technical Assistance 

A. Pricing of Telecommunications Services (Stage I) 

ANNEX 4 
Page 1 

B. Authorization of Telecommunications Networks and Services (Stage I) 

C. Preparation and Initial Implementation of a Program for the Regulation of 
Telecommunications Networks and Services (Stage II) 

D. Regulation of Telecommunications Networks and Services (Stage III) 

E. Regulation of the Radio Spectrum (Stages I and II) 

F. TELECOMM Business Development 
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A. TERMS OF REFERENCE: 
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SHORT-TERM EXPERT ON PRICING TELECOMMUNICATIONS SERVICES (STAGE I) 

1. Introduction. The Government of Mexico has decided that a major 
effort to step up the pace of development of the telecommunications sector is 
required. To achieve this objective, the Government is initiating a far
reaching pr~iram of reforms of the sector involving privatization of TELMEX, 
commercialization of remaining government telecommunications operations and 
creation of a modern regulatory framework that promotes competition in the 
sector and protects the public interest from potential monopoly abuses. The 
development of a suitable regulatory framework involving both price regulation 
of basic telecommunications services provided by TELMEX and a regime for 
authorizing telecommunications networks and services is critical to the 
successful privatization of TELMEX and the development of competition in the 
sector. Furthermore, progress in the development of the regulatory framework 
is sought under the proposed World Bank and Inter-American Development Bank 
sector adjustment loans that are supporting reform of the sector. 

2. Objectives. The objectives of this assignment are to assist the 
Mexican authorities: (a) in elaborating, reviewing and assessing alternative 
methodologies and approaches for the regulation of TELMEX's tariffs; and 
(b) in specifying the mechanics of the recommended alternative . 

3. Tasks. The expert will : 

(a) Review with officials of SGT, other government agencies and TELMEX 
the report "Regulation of Telecommunications Prices in Mexico" 
(February 1990) and other options (not included in the report) for 
the regulation of telecommunications prices . This work will also 
include consideration of approaches to regulating TELMEX's 
performance with respect to quality and quantity of service, and 
considerati_on of other associated regulatory issues. In reviewing 
alternative approaches with Mexican officials, the expert will 
help develop a common understanding of their merits and weaknesses 
and, thereby, contribute to the development of a consensus amongst 
Mexican officials . 

(b) Drawing on experience in other countries, on known data sources 
and professional statistical techniques, assist Mexican 
authorities in specifying and defining the mechanics of a 
recommended price regulation approach, in particular with a view 
to contributing to the drafting of wording that may be included in 
the TELMEX franchise and, possibly, in a document that supplements 
the franchise in specifying the mechanics of the price regulation 
regime. 

4. Conduct of the assignment . In undertaking this assignment, the 
expert will visit Mexico City on two occasions for approximately three-four 
days each time, with an interval of approximately two weeks between the 
visits. During the approximate two week interval, he will stay in close touch 
with his Mexican counterparts by telephone and fax to promote follow-up on 
items identified at the end of the first visit . Further , on return from the 
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first visit, the consultant will review progress on the project with the Task 
Manager or his designate. At the end of the assignment, within two weeks of 
the return from the second visit, the expert will provide the Task Manager 
with a reporting letter outlining activities undertaken, results achieved, 
remaining prob~ems and issues to be resolved, if any, and appending drafts of 
documents that the expert contributed to during the assignment. 

B. TERMS OF REFERENCE: 

SHORT-TERM EXPERT ON AUTHORIZATION OF 

TELECOMMUNICATIONS NETWORKS AND SERVICES (STAGE I) 

1 . Introduction. The Government of Mexico has decided that a major 
effort to step up the pace of development of the telecommunications sector is 
required. To achieve this objective, the Government is initiating a far
reaching program of reforms of the sector involving privatization of TELMEX, 
commercialization of remaining government telecommunications operations and 
creation of a modern regulatory framework that promotes competition in the 
sector and protects the public interest from potential monopoly abuses. The 
development of a suitable regulatory framework involving both price regulation 
of basic telecommunications services provided by TELMEX and a regime for 
authorizing telecommunications network and services is critical to the 
successful privatization of TELMEX and the development of competition in the 
sector. Furthermore, progress in the development of the regulatory framework 
is sought under the proposed World Bank and Inter-American Development Bank 
sector adjustment loans that are supporting reform of the sector. 

2. Objective. The objective of this assignment is to assist the 
Mexican authorities in the timely drafting of regulations that will govern the 
authorization of telecommunications networks and the provision of services, 
and that support the policy of the Government of Mexico to promote competitiort, 
in the sector. 

3. Tasks. The expert will: 

(a) review the existing draft "reglamento" in the context of the 
Government's "Plan de Modernizacion de las Telecomunicaciones" of 
September 1989, and review other relevant documentation on the 
Mexican Telecommunications sector; 

(b) develop a preliminary revised framework for drafting the 
regulations; 

(c) discuss with officials of SCT, other government agencies, TELMEX 
and TELECOMM: (a) outstanding issues concerning the regulation of 
telecommunications networks and the provision of services, and 
(b) the preliminary revised framework for drafting the 
regulations; 

(d) in light of these discussions, revise the framework, propose 
solutions to issues and problems and propose an outline of the 
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(d) in light of these discussions, revise the framework, propose 
solutions to issues and problems and propose an outline of the 
finalized "reglamento" including recommendations on the different 
categories of authorizations, the main conditions of authorization 
under each category, and the criteria for allocating service 
providers or network operators to each category, bearing in mind 
the need to minimize the administrative burden on both SGT and 
applicants, as well as SCT's human resource constraints; 

(e) review and comment on subsequent drafts of the "reglamento" that 
are prepared by Mexican officials. 

4. Conduct of the assignment. In undertaking this assignment, the 
expert will work closely with, and advise and guide the designated counterpart 
staff. He will visit Mexico City on three occasions for approximately three
four days each time, with an interval of approximately two weeks between the 
visits. On return from each visit, the expert will review progress on the 
project with the Task Manager or his designate . During the intervals between 
visits, he will stay in close touch with his Mexican counterparts by telephone 
and fax to promote follow-up on items identified during the previous visit, to 
provide advice and guidance, and to propose solutions to problems. At the end 
of the assignment, within two weeks of the return from the final visit to 
Mexico City, the expert will provide the Task Manager with a reporting letter 
that outlines activities undertaken, results achieved, that critiques the then 
current draft "reglamento",identifies problems and issues to be resolved, and 
proposes solutions where possible. Drafts of documents that the expert 
contributed to during the assignment and copies of correspondence with Mexican 
officials are to be appended to the reporting letter. 

C. TERMS OF REFERENCE: 

PREPARATION AND INITIAL IMPLEMENTATION OF A PROGRAM FOR 

REGULATION OF TELECOMMUNICATIONS NETWORKS AND SERVICES (STAGE II) 

Background 

1. In September, 1989 the Mexican government published its "Programa 
de Modernizacion de las Telecomunicaciones" for the period 1989-94, aimed at 
achieving major improvements in telecommunications services. Some of the 
objectives included under this program are to (i) improve service quality to 
approach international standards, (ii) expand service coverage in urban and 
rural areas, (iii) modernize and diversify services, (iv) establish 
competitive rates at the international level and achieve financial self
sufficiency of telecommunications providers, and (v) promote gr~ater private 
investment and competition in the sector. 

2. Specific initiatives towards these objectives are (i) the planned 
privatization of TELMEX, (ii) the creation of the state-owned, competitive 
TELECOMM with a mandate to operate the Morelos domestic satellite system and 
to provide a range of telecommunications services to businesses including some 
in competition with TELMEX, and (iii) promotion of increased competition in 
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the provision of a wide range of data, value-added and other services and 
terminal equipment. 

Objective 

3. These government initiatives will require the development of a 
different and greatly improved regulatory capability in SCT's Direccion 
General de Politicas y Normas de Comunicaciones (DGPNC) and, where 
appropriate, in the Mexican Institute of Communications (IMC), in the 
following areas: 

(a) regulatory policy; 

(b) monitoring and regulation of TELMEX and other service providers in 
respect of their monopoly powers, 

(c) authorization of the operation of different categories of 
networks, and 

(d) development and approval of technical standards. 

4. In this context the consultants, in close consultation with DGPNC 
and other relevant organizations, will prepare a program for the development 
of DGPNC's telecommunications regulatory capability, including an 
implementation plan and specification of technical assistance requirements 
until mid-1993. The consultants will assist DGPNC in the initial 
implementation of these plans . 

Tasks 

5 . The following are the main specific tasks that the consul~~nts 
will undertake: 

(a) 

(b) 

Assess the implications of recent government policies (in 
particular, the new TELMEX franchise and the regulations for the 
provision of competitive services) for the emerging regulatory 
regime, review with DGPNC the bases of its regulatory authority, 
identify problem areas and prepare proposals that may be 
considered by SCT, and review with DGPNC other options still open 
for decision. This is likely to include (i) consultation with 
officials in other government agencies, TELMEX, TELECOMM and major 
users, (ii) organizing a series of consultative seminars including 
invited foreign regulatory officials and experts, and 
(iii) providing written conclusions from these seminars. 

Prepare, in close consultation with DGPNC, a written description 
of a proposed regulatory regime, with respect to: 

(i) pricing of services , 

(ii) quality and conditions of service, 

(iii) network interconnection, 
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(iv) provision of leased lines for resale, 

(v) approval of network facilities, 

(vi) approval of resellers, 

(vii) application of technical standards, and 

(viii) sale of terminal equipment. 
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(c) Identify in detail the regulatory tasks of DGPNC that correspond 
with the proposed regime. Regulatory tasks include insuring 
compliance of service providers with laws, authorizations and 
regulations with respect to prices, quality and conditions of 
service, interconnection arrangements and competitive behavior. 

(d) Identify the procedures, activities, functions and information 
necessary for DGPNC to undertake the above regulatory tasks. 

(e) Based on the findings of items (d) and (e) above, develop and 
propose a revised or adapted organization structure for DGPNC, to 
the extent necessary, that will enable it to carry out its 
responsibilities in an efficient and effective way. This will 
include a description of the roles of organizational units, 
staffing requirements, and necessary administrative and 
information systems .. 

(f) Prepare a detailed implementation program for the development of 
DGPNC along the lines determined by SCT. Particular attention 
should be given to the development of human resources, 
establishment of procedures, and implementation of regulatory 
tasks of particular importance in the transition to a competitive 
privatized sector structure. 

(g) Prepare a detailed specification and cost estimates of technical 
assistance, proposed to be financed by the IBRD, including 
(i) experts and consultants, (ii) secondment of experienced 
personnel, (iii) training, and (iv) equipment, computers and 
software. And 

(h) Assist DGPNC in the initial implementation of the proposed 
program, in terms of recruitment of staff and experts, procurement 
of equipment, and firming up arrangements for training. 

D. OUTLINE TERMS OF REFERENCE: 

REGUIATION OF TELECOMMUNICATIONS NETWORKS AND SERVICES (STAGE III) 

1. In Stage III, technical assistance will support DGPNC in 
undertaking regulatory activities, by providing experts, on-the-job and off
site training, and equipment. The technical assistance will focus on building 
up a minimum core of expertise in four areas, namely (a) regulatory policy, 
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(b) price, cost and financial analysis, (c) quality of service, investment 
program, technical standards and terminal equipment, and (d) administrative, 
legal and information systems. Tentative estimates of the minimum requirements 
of DGPNC professional staff, and of the requirements and costs of experts, 
training and equipment for the initial three years of development of these 
areas , are summarized in the Attachment . 

Regulatory Policy 

2. DGPNC must build up a capability to develop and implement 
regulatory policies with respect to: 

(a) licensing of telecommunications networks facilities, 

(b) licensing of resellers and other competitive service providers, 

(c) provision of leased lines, 

(d) anticompetitive or unduly discriminatory behavior by facilities
based service providers , 

(e) network interconnection and revenue settlement arrangements and 

(f) other regulatory issues. 

3. The minimum number of initial DGPNC professional staff is 
estimated to be 3 . One expert would be needed for a total of about 30 months 
over a three-year period. An average of at least 2 months' training per year 
would be needed for each DGPNC professional staff member, for a total of 18 
staff-months in three years. 

Price, Cost and Financial Analysis 

4 . 

(a) 

(b) 

DGPNC must build up a capability to : 

monitor, analyze and approve or reject tariff proposals, 

review financi.al projections of service providers and develop an 
SGT financial model of TELMEX to forecast rates of return and 
other financial indicators, and 

(c) review methodologies and estimates of the costs of providing 
telecommunications services. 

5. The minimum number of initial DGPNC professional staff in this 
area is estimated to be 6. Three experts would be needed for a total of about 
90 months over a three-year period. An average of at least 2 months' training 
per year would be needed for each professional staff member, for a total of 36 
staff-months in three years . 

Quality of Service, Investment Program, Technical Standards and Terminal 
Equipment 

6. DGPNC must develop a capacity to : 
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(a) establish performance indicators and systems to monitor results, 

(b) assess TELMEX's investment program, depreciation and procurement 
policies, and 

(c) establish, monitor and enforce technical standards for networks 
(including national fundamental technical plans) and terminal 
equipment . 

7. The minimum number of initial DGPNC professional staff in this 
area is estimated to be 6. Three experts would be needed for a total of about 
90 months over a three-year period. An average of at least 2 months' training 
per year would be needed for each professional staff member, for a total of 36 
staff-months in three years. 

Administrative, Legal and Information Systems 

8 . 

(a) 

(b) 

(c) 

DGPNC must develop a capability to: 

operate modern administrative systems for both externally oriented 
needs (e . g., processing of license applications, regulatory 
proceedings) and internal requirements (e.g., personnel, finance, 
supplies), 

provide in-house legal advice and undertake legal actions in 
support of its operations, and 

establish and maintain information systems to support the 
operations of DGPNC . 

9. The minimum number of initial DGPNC professional staff in this 
area is estimated to be 8. Four experts would be needed for a total of about 
120 months over a three-year period. An average of at least 2 months' training 
per year would be needed for each professional staff member, for a total of 48 
staff-months in three years. Equipment, including computers and standard 
software packages would cost about US$ 200,000 . 
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Summary of Minimum Human Resources Requirements 

SGT Prof . 
Staff 

Regulatory Policy 3 

Price, Cost and 
Financial Analysis 6 

Quality of Service, 
Investment Program and 
Technical Standards 6 

Administrative, Legal 
and Information Systems 8 

TOTAL 23 

Cost Summary 

Experts: 330 months@ US$ 15,000 per month 

Training: 138 months@ US$ 5 , 000 per month 

Equipment 

TOTAL 

Total Months in 3 Years 
Experts Training 

30 

90 

90 

120 

330 

18 

36 

36 

48 

138 

$ thousand in 
three years~ 

4,950 

690 

200 

5,840 

ANNEX 4 
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Attachment 

~ These values include the contingencies shown separately in Schedule A. 
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E. TERMS OF REFERENCE: 

REGULATION OF THE RADIO SPECTRUM (STAGES I AND II) 
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Objectives 

1. Technical assistance to SGT regarding the regulation of the radio 
spectrum has the following objectives: 

(a) to modernize and improve SCT's administrative and technical 
capability to manage the use of the radio spectrum; 

(b) to establish a computer-assisted radio-frequency spectrum control 
and monitoring system in the country, taking account of ongoing 
work. 

Project Justification 

2. The following problems have been identified in the process of 
allocation and licencing of the radio spectrum in Mexico: 

3. 

(a) procedures for granting licenses for the use of radio frequencies 
and the installation of telecommunications equipment are mostly 
manual and take several months to process; 

(b) this low processing encourages illegal use of frequencies and 
results in loss of revenue to the Government; 

(c) coordination with foreign networks, particularly with the USA, 
cannot be adequately studied within the prescribed time periods 
because of its large volume; 

(d) in several areas of the country, the radio spectrum is saturated; 

(e) the data base for concessions and permits is inaccurate and 
fragmentary; 

(f) monitoring stations must be modernized or replaced by mobile 
units; 

(g) organizational changes aimed at substantially improving the 
attention to the public and shortening the processing of 
applications, at the same time assuring that multiple networks can 
operate under conditions free of harmful interference, are 
urgently required. ' 

Modernization of the Mexican telecommunications network and 
specific government initiatives towards the privatization of TELMEX, the 
creation of the state-owned commercially oriented TELECOMM, and the promotion 
of competition in the provision of services requires the strengthening of SCT 
regulatory capability in several areas, including the control and monitoring 
of the radioelectric spectrum. 
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4. The radioelectric frequency spectrum (10 kilohertz-300 gigahertz) 
is recognized as a natural resource that must be fairly, efficiently and 
economically allocated and exploited. Both national and international radio 
communications would degenerate in chaos without a coherent and integrated 
system for allocating and managing the finite number of places on the spectrum 
among the growing number of services and users. 

5. The CCIR has stated that "with the increasing complexity of 
spectrum management, due to growing demands on the spectrum, administrations 
may find it desirable to employ computer-assisted analysis techniques to 
achieve more efficient spectrum utilization," and that "a substantial range of 
spectrum utilization problems encompass data storage, retrieval and analysis 
activities, and are consequently amenable to the application of computer
based methods." 

6. Solutions to the problems listed in para. 2 above through the 
proposed technical assistance will result in improved attention to the public, 
an effective planning and control of revenue collection, effective and timely 
reaction to coordination requests, fair use of the radio spectrum, and orderly 
development of the telecommunications infrastructure. 

Project Scope 

7. The Project will comprise the following components: 

(a) organization of the units under Direcci6n General de Politicas y 
Normas de Comunicaciones (DGPNC) that will manage the radio 
spectrum; 

(b) development of computer-assisted administrative procedures for 
every step in the analysis of systems, granting of licenses, and 
collection of revenues; 

(c) assistance to update or develop regulation on the use of the 
spectrum; 

(d) assistance to update or develop enforcement procedures; 

(e) development of computerized systems for interference analysis and 
frequency assignment; 

(f) development of a topographic data base and other documentation 
necessary to perform the spectrum management functions; 

(g) procurement and installation of a system for the purpose of 
automating the radio-frequency management and monitoring 
functions, including a computer network linking Mexico City and 
the state capitals, specialized operative application software, 
fixed monitoring stations , and mobile spectrum monitoring 
vehicles; 

(h) implementation of the new administrative and technical systems; 



- 35 -

(i) on-the-job and abroad training of DGPNC staff; and 

(j) evaluation of the new systems some time after their 
implementation. 
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8. The main tasks to be assumed by the consultants provided through 
the technical assistance are summarized in Table 1. A general chronogram of 
activities is shown in Annex 3. 
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Table 1. Consultant Tasks and Outputs 

-----------------------------------------------------------------------------
Tasks Output 

---------~-------------------------------------------------------------------
1.0 

1.1 

1. 2 

2.0 

2.1 

2.2 

Organization 

Review of existing organization 

Organization to be adopted 

Management of the Radioelectric 
Spectrum 

Regulation 

Computerized systems (hardware 
and software) for interference 
analysis and frequency assignment 

3.0 Control of the Radioelectric 
Spectrum 

3.1 Type of control to be adopted 

a) 

a) 

Report on findings 

Description of activities, 
responsibilities,and 
functional units. 

b) Recommendations on personnel 
requirements and qualifica
tions. 

c) Development of internal pro
cedures (flow diagrams, forms, 
manuals). 

d) Development of user procedures 
(instructions, forms). 

a) Recommendations on regulat
ions to be established 
(Networks, services). 

b) Draft documents of proposed 

a) 

a) 
b) 

c) 

regulation. 

Specifications of systems: 
computers, analytical tools, 
computer programs, selected 
textbooks and manuals (e.g., 
CCIR). 

Development of alternatives. 
Specification of the alter
native adopted by SCT: type 
of installations (fixed, mo
bil, zones, organization and 
personnel requirements). 
Cooperation with other agen
cies (e.g., spectrum control 
and coordination for the 
satellite network, with 
Telecomm's technical means). 



3.2 

3.3 

4.0 

5.0 

6.0 

Tasks 

Enforcement 

Equipment and software 

Training 

Implementation of the new 
systems 

Evaluation 
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Output 

a) 

b) 

a) 

b) 

a) 

b) 

a) 
b) 

ANNEX 4 
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Proposals on enforcement re
gulation. 
Draft documents of proposed 
regulation. 

Monitoring stations, 
computers, instruments. 
Software: computer programs, 
procedures, instructions. 

On-the-job training and 
seminars. 
Recommendations on foreign 
training and visits to other 
administrations. 

Internal organization. 
Spectrum management. License 
system. 

c) Control and enforcement 
systems. 

d) Supervision of implemented 
systems. 

a) Evaluation mission and final 
recommendations. 

F. OUTLINE TERMS OF REFERENCE 

TELECOMM BUSINESS DEVELOPMENT 

Terms of reference for the prov1s1on of specialized short-term 
expert advice to TELECOMM management in developing its business activities as 
a competitive entity in the restructured environment in the areas of 
(a) planning the expansion and modernization of TELECOMM's domestic satellite 
system and other transmission facilities, (b) assessing the market potential 
of new services and (c) exploring opportunities for joint ventures and other 
modalities of private investment, will be developed as required. 
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TECHNICAL ASSISTANCE PROJECT 
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Secretary 
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Telecommunications Radio and TV Development of 

Policy and Standards Policy and Standards Telecommunications 
and Informatics 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Organization Chart of TELECOMM 
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Director 
General 

Director Legal 
Telegraph 
Services 

Director Controller 
Technical 

Director 
Commercial 

Director 
Administration 

and Finance 

31 State 
Managers 
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MEXICO 

TECHNICAL ASSISTANCE PROJECT 

Background Documentation 
(Available in Project Files) 

A. Telecommunications Sector Technical Report (February 1990) 

Table of Contents 

I. Introduction 

II. Sector Background 

(a) SCT Regulatory Functions 
(b) TELECOMM 
(c) TELMEX 

III . Sector Policy and Reform Program 

(a) Issues and Options (October 1988) 
(b) Implementation of Sector Reforms (September 1989) 
(c) Comments on September 1989 Modernization Program 

(December 1989) 

IV. Privatization 

(a) TELMEX Financial Statements 
(b) TELMEX Transfers to Government 

V. Competition 

(a) Comments on Proposed Networks and Systems Regulation 
(December 1989) 

VI. Regulation, Tariffs and Taxes 

(a) Telephone Tariffs and Taxes 
(b) Tariffs Adjustment Mechanism 
(c) Tariffs Regulation Act (January 1990) 
(d) New Telecommunications Tariffs 
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(e) TOR for Technical Assistance for the Telecommunications 
Sector 

VII. Divestiture of SCT's Operations 

(a) Creation of TELECOMM 
(b) TELMEX-TELECOMM Relationship 

VIII. List of Other Documents Available in Project Files 
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ANNEXES 

1. New Rules for the Provision of Terminal Equipment 

B. List of Other Documents Available in Project Files 

Government: Secretaria de Gomunicaciones y Transportes 
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1. Secretaria de Gomunicaciones y Transportes. Programa 1989-1994. Julio, 
1989. 

2. Programa de modernizaci6n de las telecomunicaciones. September, 1989. 

3. Terminos de referencia para la realizaci6n del estudio: Planeaci6n 
estrategica de la Direcci6n General de Politicas y Normas de Gomunicacio
nes. Octubre, 1989. 

4. Terminos de referencia para la realizaci6n del estudio: Planeaci6n 
estrategica de la Direcci6n General de Politicas y Normas de Gomunicacio
nes. Noviembre, 1989. 

5. Instructivo para integrar la solicitud de concesi6n servicio de 
radiotelefonia m6vil celular. Noviembre, 1989. 

6. Programa de desregulaci6n econ6mica. Proyectos de desregulaci6n 
econ6mica del subsector telecomunicaciones - Asistencia tecnica e 
inversion privada en infraestructura. Noviembre 6, 1989. 

7. Reglamento de servicios telematicos, complementarios y de comunicaci6n de 
voz, datos y videoconferencia por satelite o por redes superpuestas. 
Documento preliminar. November, 1989. 

8. Decreto que reforma el Reglamento Interior de la Secretaria de Gomu
nicaciones y Transportes. Agosto 20, 1986. 

9. SGT: Redes y servicios de telecomunicaciones. 1986. 

10. Secretaria de Gomunicaciones y Transportes. Ley de vias generales de 
comunicaci6n y Reglamentos. Ley del servicio postal mexicano. 1987. 

11. SGT. Direcci6n General. Memoria Sexenal 1983-88. 

12. SGT. Proyectos a financiarse por el BID. Mayo 16, 1988. 

13. Secretaria de Gomunicaciones y Transportes. Ley de adquisicfones, 
arrendamientos y prestaci6n de servicios relacionados con bienes muebles, 
y material normativo complementario. Julio, 1988. 

14. Mexico y el Grupo de los Ocho: Comunicaciones y transportes. 1989. 
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15. Direcci6n General de Normatividad y Control de Comunicaciones. 
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Instructive para la presentaci6n de solicitudes de concesi6n para prestar 
el servicio de localizaci6n de personas. 

16. SCT. Telecomunicaciones nacionales. Programa 1989-1994. Documento 
preliminar. Julio, 1989. 

17. Direcci6n General de Fomento a las Telecomunicciones e Informatica: 
Estrategia de fomento a la calidad de los servicios en el sector de las 
comunicaciones en Mexico. Noviembre, 1989. 

TELMEX 

1. Telmex. L.D. en cifras 1988. 

2. Telefonos de Mexico. Informe anual 1988 . 

3 . Estrategia de desarrollo de Telmex 1989-1994. Junio 30, 1989. 

4. Telmex. Desarrollo y perspectivas. Septiembre, 1989. 

5. Telmex. Implicaciones de la cartera tarifaria construida con base en los 
precios de las administraciones telef6nicas norteamericanas. Octubre 23, 
1989. 

6. Modificaci6n al titulo de concesi6n de Telefonos de Mexico, S.A. de C.V. 
Octubre 25, 1989 . 

7. Plan de modernizaci6n de Telmex. Edici6n 1989. 

8 . Telmex: Plan de 45 dias para el mejoramiento del servicio telef6nico. 
1989. 

9. Telmex: Decision 1991 y Plan Sexenal 1989-1994. 

10. Telmex. El proceso de planeaci6n de filiales. Lie. Alfonso de Garay 
Arellano. 

11. Cambio estructural tarifario de Telefonos de Mexico, S.A . de C.V. y de 
Telefonos del Noroeste, S.A. de C.V. December 18, 1989 . 

TELECOMM 

1. Decreto por el que se crea un organismo descentralizado denominado 
Telegrafos Nacionales . Agosto 20, 1986. 

2 . Telegrafos Nacionales. Estados Financieros. 1987. 

3. Telegrafos Nacionales. Estados Financieros. 1988 . 

4. Telegrafos Nacionales . Manual de organizaci6n. Mayo, 1989. 

5. Telegrafos Nacionales . Estados Financieros. Agosto, 1989. 
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6 . Integraci6n del organismo publico descentralizado Telecomunicaciones de 
Mexico. 

7. Propuesta del cambio estructural del organismo descentralizado Telegrafos 
Nacionales. 

8. Telenales. Programa de mediano plaza 1989-1994. 

9. Telecomunicaciones de Mexico. Programa de trabajo 1990. 

Internal Reports 

1. Informe Misi6n Orientaci6n - Aspectos Tecnicos. Proyecto de Ampliaci6n y 
Mejoramiento de las Telecomunicaciones. SGT - Mexico. 

2. November 8, 1989 Request for Bids for Cellular Telephone Systems and 
Related Documentation. Robert R. Bruce. December 22, 1989. 

3. Observations on Proposed Draft License (December 1989) 

4. Outline Terms of Reference for Regulation of the Radio Spectrum. 
January 28, 1990. 

5. List of Persons Met. January 1990 Mission. 
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RELACION DE EMPRESAS PARAESTATALES VENDIDAS POR 
BANCA SERFIN, S.N.C. 

EMPRESA 

GRUPO GARCI CRESPO (7 EMPRESAS) 

NUEVA SAN ISIDRO 

MANUFACTURAS ELECTRONICAS 

GRUPO ANAHUAC DEL GOLFO (4 EMPRESAS) 

PORCELANAS EUROMEX 

CONCRETOS PROCESADOS 
CONCRETOS TAMAULIPAS 

CERAMICAS Y LADRILLOS 

MECANICA FALK 

PRODUCTOS QUIMICOS E INDUS
TRIALES DEL BAJIO 

PERFILES Y ESTRUCTURAS DE DURANGO 

GRUPO TEXTIL CADENA (5 EMPRESAS) 

CLORO DE TEHUANTEPEC 

METALURGICA ALMENA 

BARITA DE SONORA 

SOSA TEXCOCO 

ATISA ATKINS 

ACEROS TOURNE 

HOTEL CHULAVISTA DE MONCLOVA 

FUNDICIONES DE HIERRO Y ACERO 

CARROS DE FERROCARRIL DE DURANGO 

TEREFTALATOS MEXICANOS 

FECHA DE VENTA 

SEPTIEMBRE 27, 1985 

ABRIL 30 1986 

MAYO 28, 1986 

JUNIO 25, 1986 

DICIEMBRE 18, 1986 

ABRIL 6, 1987 

ENERO 16, 1987 

OCTUBRE 14, 1987 

DICIEMBRE 22, 1987 

FEBRERO 15, 1988 

ABRIL 8, 1988 

EN ERO 25, 1988 

SEPTIEMBRE 12, 1988 

SEPTIEMBRE 15, 1988 

SEPTIEMBRE 20, 1988 

SEPTIEMBRE 23, 1988 

OCTUBRE 25, 1988 

NOVIEMBRE 25, 1988 

NOVIEMBRE 25, 1988 

OCTUBRE 24, 1988 

NOVIEMBRE 29, 1988 



GRAFITO DE MEXICO 

MEXICANA DE AUTOBUSES 

HOTEL EL MLRADOR 

MACOCOZAC 

MOTORES PERKINS 

REFRACTARIOS HIDALGO 

MOTO DIESEL MEXICANA 

AHMSA INGENIERIA 

CAFES Y CAFETERIA DE MEXICO 

DINA CAMIONES 
DINA MOTORES 
DINA AUTOBUSES 
PLASTICOS AUTOMOTRICES DINA 

COMERCIAL DE TELAS 

PLANTA DESVENADORA LAZARO CARDENAS 

EXPORTACION DE TABACOS MEXICANOS 

TABACOS AZTECAS 

TRANSPORTACION MARITIMA MEXICANA 
(SERIE "A") 

TRANSPORTACION MARITIMA MEXICANA 
(SERIE 11 B11

) 

ARRENDADORA BANPAIS 

NOVIEMBRE 29, 1988 

OCTUBRE 17, 1988 

DICIEMBRE 5, 1988 

MARZO 8, 1989 

MARZO 17, 1989 

ABRIL 24, 1989 

SEPTIEMBRE 26, 1989 

SEPTIEMBRE 22, 1989 

OCTUBRE 2, 1989 

OCTUBRE 27, 1989 

EN ERO 12, 1989 

JUNIO 4, 1990 

JULIO 25, 1990 

SEPTIEMBRE 28, 1990 

AGOSTO 13, 1987 

AGOSTO 24, 1988 

JUNIO 5, 1988 
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SERFIN 

DESINCORPORACION 

DE 

EMPRESAS 

PARAESTATALES 

FONLYSER, S.A. DE C.V. 

Septiembre, 1990. 



Una de las polfticas econ6micas de mayor trascendencia que se esta 
instrumentando por la administraci6n del Lie. Carlos Salinas de Gortari, es la 
desincorporaci6n de empresas del Sector Publico, con la finalidad de 
modernizar la estructura econ6mica del pafs y fortalecer la capacidad rectora 
del Estado. , 

El proceso tiene origen en el Plan Nacional de Desarrollo 1989-1994, en 
el cual se definen las polfticas generales relativas a la Administraci6n Publica, 
posteriormente en el Programa Nacional de Fomento Industrial y Comercio 
Exterior, precisandose los alcances de dicho proceso. 

Las Dependencias Coordinadoras de cada sector productivo en el que 
participa el Gobierno Federal, llevan a cabo un analisis profundo y concretan 
propuestas de las Entidades a desincorporar, tomando en cuenta sin 
embargo, las areas estrategicas, en las cuales por mandato constitucional, 
debera el Estado mantener su participaci6n directa; las Coordinadoras de 
Sector proponen entonces a la Secretarfa de Programaci6n y Presupuesto 
las empresas a desincorporar, basandose en dictamenes que emite la 
Comisi6n lntersecretarial Gasto Financiamiento. 

La Secretarfa de Hacienda y Credito Publico durante los procesos de 
desincorporaci6n funge coma coordinadora, supervisora y es la que ejecuta 
la venta. Dicha dependencia asigna un numero de empresas a diferentes 
Sociedades Nacionales de Credito, como Banco Agente responsable de 
llevar a cabo el proceso de enajenaci6n, bajo su aprobaci6n y resoluci6n. 

BANCA SERFIN, S.N.C., es el tercer banco mas importante de Mexico, 
contando con 624 sucursales en todo el pafs y con 8 oficinas en el 
extranjero, dando empleo a mas de 20,000 personas. 

Al inicio del proceso de privatizaci6n de empresas, en 1983, el propio 
Gobierno decidi6 apoyarse en los bancos mas grandes del pafs, debido a 
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que contaban con la infraestructura y con las recurses humanos para hacer 
frente a tal tarea. 

En un principio el Gobierno Federal asign6 las empresas en venta en 
forma equitativa, sin embargo, posteriormente, con base en las resultados 
que se fueron obteniendo cada Sociedad Nacional de Credito recibi6 mayor 
o menor numero de empresas. De esta forma BANCA SERFIN, S.N.C. , se 
coloc6 desde el principio y hasta la fecha, coma el banco l1der en numero de 
empresas vendidas, acumulando a diciembre de 1989, 53 empresas, 
algunas de las cuales anteriormente hab1an sido asignadas a otros bancos 
que no pudieron completar el proceso de venta. 

A lo largo del tiempo en que BANCA SERFIN ha participado en la 
privatizaci6n de empresas, se ha logrado conformar un destacado equipo de 
trabajo, mismo que a partir de 1989 se encuentra trabajando en FONL YSER, 
empresa filial de BANCA SERFIN; entre las integrantes de ese equipo se 
cuenta con directives que participaron en el diserio de la estrategia de 
privatizaci6n dentro del propio Gobierno; asimismo, el personal es altamente 
calificado, contando con experiencia de trabajo en las empresas mas 
importantes del pars. 

La privatizaci6n de empresas ha permitido a BANCA SERFIN 
incursionar en mercados internacionales, tanto con grupos de inversionistas 
coma en instituciones financieras de primer1simo orden en Estados Unidos y 
en Europa tales como: Citibank, Morgan Guaranty Trust, International 
Finance Corporation, DEG, etc. 

La participaci6n de BANCA SERFIN como agente en la venta de 
empresas paraestatales comprende el analisis del procedimiento mas 
adecuado, desde el punto de vista econ6mico-financiero y la formalizaci6n 
de la operaci6n de compra-venta, cuidando todos aquellos aspectos de tipo 
legal, que aseguren y garanticen la transparencia y buena realizaci6n de 
cada operaci6n. 
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BANCA SERFIN nunca ha reintegrado al Gobierno empresa alguna, lo 
cual habla del profesionalismo y del interes que existe en vender cada 
empresa que se le ha asignado. 

La venta de las empresas paraestatales propiedad del Estado, le ha 
reportado a BANCA SERFIN un cumulo de experiencias invaluables, 
destacando su participaci6n en las sectores petroqufmico, qufmico y 
automotrfz, entre otros. 

BANCA SERFIN ha intervenido en la desincorporaci6n de empresas 
con importancia a nivel nacional, tal es el caso de: Tereftalatos Mexicanos, 
Grupo Dina, Transportaci6n Maritima Mexicana, y en ultimas fechas se 
encuentra participando en el proceso de desincorporaci6n SIDERMEX, S.A. 
de C.V., CODESSA, filial de Pemex y adicionalmente esta por formalizarse la 
venta de Tabacos Mexicanos, asimismo se nos asign6 la venta de la 
empresa Aseguradora Mexicana (ASEMEX), que dentro de poco tiempo 
iniciara formalmente su proceso. 

El proceso de venta que BANCA SERFIN lleva a cabo es una de las 
actividades de lngenierfa Financiera que requiere de alto grado de 
creatividad y experiencia ante la situaci6n particular de cada operaci6n, ya 
que es necesario definir un rango de valores determinado por factores 
cuantitativos y cualitativos, par lo que las expectativas de venta van mas alla 
de una intermediaci6n mercantil. 

Basicamente dicho proceso queda englobado en las siguientes 
actividades, las cuales se muestran en el diagrama de la pagina siguiente: 
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PROCESO DE VENTA: 

1.- D,EFINICION DE LA VENTA. 

2.- ACEPTACION DE TERMINOS Y CONDICIONES. 

FORMALIZACION DE LA INTERMEDIACION FINANCIERA. 

3.- SOLICITUD DE INFORMACION. 

4.- ELABORACION DEL PERFIL INFORMATIVO. 

5.- ESTRATEGIA DE VENT A. 

6.- ANUNCIO DE VENTA. 

7.- ELABORACION DEL PROSPECTO INFORMATIVO. 

ASPECTOS JURIDICOS. 

ESTRUCTURA ORGANIZACIONAL. 

ASPECTO COMERCIAL. 

INFORME CORPORATIVO DE LA EMPRESA. 

REPORTE DE CLIENTES, PROVEEDORES Y COMPETIDORES. 

EMPRESAS ASOCIADAS O FILIALES. 

8.- DISTRIBUCION DE INFORMACION. 

9.- EVALUACION TECNICO-FINANCIERA. 

10.- RECEPCION Y HOMOLOGACION DE OFERT AS. 

11.- FORMALIZACION DE LA OPERACION. 

CONTRATO DE COMPRA-VENTA. 

12.- ENTREGA DE LOS RECURSOS. 

13.- AUDITORIA DE COMPRA. 

14.- DESINCORPORACION. 
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1.- DEFINICION DE LA VENTA: 

Esta etapa se lleva a cabo en la entrevista inicial, comprendiendo: 

0 lnteres real por vender. 

0 Acceso a toda la informaci6n disponible. 

0 Orientaci6n o Selecci6n de Compradores Potenciales. 

0 La Forma de Promoci6n. 

0 Definici6n de fortalezas, potencial, recurses humanos, 
tecnicos y mercado de la empresa. 

2.- ACEPTACION DE TERMINOS V CONDICIONES: 

Desde el inicio de las negociaciones deberan establecerse las reglas y 
condiciones del proceso de desincorporaci6n tales come: 

a) La informaci6n es estrictamente confidencial. 

b) La informaci6n, base del estudio y sus conclusiones, son 
responsabilidad del accionista y vendedor. 

c) La responsabilidad del agente vendedor cesa cuando se 
formaliza la compra-venta y se da posesi6n a los nuevos accionistas. (una 
vez celebrado el Contrato de Compra-Venta y realizada la Auditorfa de 
Compra) 

LAS CONDICIONES SON: 

a) La promoci6n debe tener un lfmite de tiempo razonable 
dependiendo de la complejidad de la empresa y los posibles compradores. 
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b) La concesi6n de venta debe ser exclusiva. 

c)La informaci6n para las estudios de valuaci6n e integraci6n de 
las documentos la debe proporcionar el vendedor. , 

d) La informaci6n complementaria, o consultas que requiera alg(m 
interesado, sera proporcionada y facilitada par el vendedor. 

e) Los honoraries al Banco Agente deben cubrir el reembolso de 
las gastos en que este haya incurrido, inclufdos las gastos de promoci6n. 

f) Las polfticas de porcentaje mfnimo y maxima a cobrar par el 
Banco Agente, sabre el valor de venta, seran variables y negociadas entre el 
vendedor y el Banco Agente. 

2.1. Formalizaci6n de la lntermediaci6n Financiera: 

A traves de un mandate o contrato de Comisi6n Mercantil asf coma el 
Oficio de Asignaci6n de la Secretarfa de Hacienda y Credito Publico. 

3.- SOLICITUD DE INFORMACION: 

Una vez que se tienen bien definidas las condiciones de venta, se 
precede a solicitar al vendedor la informaci6n de la empresa (ver anexo), con 
el objeto de preparar el perfil y el prospecto que sirva de base a los 
compradores al realizar los estudios necesarios para presentar su oferta de 
compra. 
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4.- ELABORACION DEL PERFIL INFORMATIVO: 

Breve documento que permite definir el interes real de los 
inversionistas, sin dar exceso de informaci6n que ponga en riesgo la 
confidencialidad de la venta de la empresa. 

5.- ESTRATEGIA DE VENTA: 

Para establecer la estrategia a seguir se debe considerar 
primordialmente las recomendaciones del Gobierno Federal, las cuales son: 

0 Evitar la formaci6n de monopolios u oligopolios. 

0 Asegurar que se cumplan con los requerimientos de 
operaci6n en algun sector determinado, pudiendo sugerirse 
que se mantenga alguna participaci6n accionaria minoritaria 
que vigile los compromisos fijados a los compradores. 

Se deben considerar ciertas restricciones legales tales como derechos 
de preferencia por estatutos y lo serialado por la Ley Federal de Entidades 
Paraestatales. 

Se deben considerar todos aquellos aspectos que de alguna u otra 
forma influyen en la venta misma, los cuales quedan englobados en los 
siguientes: 

0 De tipo Legal (Estatutos, conveniencia de vender acciones, 
constituir otras empresas a partir de la empresa en cuesti6n). 

0 De tipo Financiero (necesidad de alguna reestructuraci6n 
financiera previa a la venta, etc.) 

° Conveniencia de solicitar Dep6sito de Venta a los interesados 
(dependiendo del numero de participantes, asf como del 
interes que pueda existir en adquirir la empresa), para obtener 
el prospecto informative, y tener derecho a participar en dicho 
proceso . 
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0 Revision del programa de actividades y su calendarizaci6n. 

Revision de las bases de licitaci6n que se entregaran a los 
interesados. 

6.- ANUNCIO DE VENTA: 

En la venta de empresas paraestatales, es necesario publicar un 
anuncio de venta en los principales peri6dicos del pars para asegurar la 
participaci6n del publico y la transparencia del proceso de venta. Dicho 
anuncio debe contener informaci6n tal como el nombre de la empresa, 
participaci6n accionaria en venta, giro de la empresa, agente financiero y 
perr odo para presentar la oferta. 

7.- ELABORACION DEL PROSPECTO INFORMATIVO: 

Una vez definido el interes de los inversionistas, su prop6sito es brindar 
los elementos necesarios que les permitan determinar el valor de la empresa. 

El prospecto informative debera contener los siguientes aspectos: 

A) Aspectos Juridicos. 

0 Acta Constitutiva y sus modificaciones. 

0 Poderes Notariales. 

° Contratos Mercantiles. 

° Contratos de Arrendamiento, Marcas, Juicios. 
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B} Estructura Organizacional. 

0 

, 
0 

Consejo de Administraci6n, nombres, puestos y facultades. 

Principales Directivos, funciones especfficas y currfcula. 

C} Aspectos Financieros. 

0 

0 

0 

Estados Financieros Auditados de los ultimas 5 anos, 
Ejercicios Fiscales y sus relaciones analfticas. 

Estado de Resultados desglosado de los ultimas 5 anos. 

Estados Financieros completos internos, con antiguedad no 
mayor de 3 meses. 

D} Aspecto Comercial. 

0 Participaci6n en el Mercado. 

° Comercializaci6n. 

° Comportamiento de la Demanda. 

E} Situaci6n Industrial. 

0 Materias Primas. 

0 Proceso de Fabricaci6n. 

0 Equipo e lnstalaciones. 

0 Asistencia Tecnica. 

F} lnforme Corporative de la Empresa. 

G} Reporte de Clientes, Proveedores, y Competidores. 

H} Empresas Asociadas o Filiales. 
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8.- DISTRIBUCION DE INFORMACION: 

La distribuci6n de informaci6n se realiza mediante una carta de interes 
formal y confidencialidad en la cual las interesados al recibir la informaci6n 
se comprofneten a no revelarla o distribuirla. 

La distribuci6n de la misma debera tener un l1mite de tiempo, ya que 
dentro de esta etapa las interesados tendran derecho a visitar las 
instalaciones con el fin de conocer f1sicamente la empresa y en algunos 
casos a petici6n del interesado se realiza una pequeria sesi6n de preguntas. 

9.- EVALUACION TECNICO-FINANCIERA: 

Para elaborar la evaluaci6n tecnico-financiera deberan tomarse en 
cuenta aspectos en torno a la empresa: 

0 Analisis macroecon6mico del giro de la empresa. 

0 Analisis de las aspectos sectoriales para determinar sus 
fuerzas y debilidades: proveedores, clientes, competidores, 
productos substitutes, competencia. 

0 Analisis financiero hist6rico y proyectado; analisis de 
crecimiento en terminos reales, costos, gastos, estructura 
financiera, etc. para estimar ventas, precios, costos, capital de 
trabajo, inversiones en actives fijos, etc. 

0 La valuaci6n de una empresa es un instrumento cuantitativo 
que permite establecer desde un valor minima de venta, hasta 
una estrategia de ranges de negociaci6n en el precio de la 
empresa, en el caso de las paraestatales s61o se utiliza el valor 
minima y unicamente se toma en cuenta cualquier oferta par 
arriba de este. 
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10.- RECEPCION Y HOMOLOGACION DE OFERTAS: 

Los interesados realizan sus ofertas en la fecha establecida, de acuerdo 
con las reglas y normas marcadas con anterioridad, posteriormente de la 
recepci6n tje ofertas, el Banco Agente realiza el analisis de las ofertas con el 
prop6sito de compararlas entre sf y con respecto a su evaluaci6n previa, 
para efectos de hacer una recomendaci6n al vendedor (Gobierno Federal), 
sin embargo el vendedor es el que se reserva el derecho de asignar al 
ganador. 

11.- FORMALIZACION DE LA OPERACION: 

Cuando el vendedor autoriza la venta en favor del Banco Agente 
elabora el contrato de compra-venta para formalizar la operaci6n, tomando 
en cuenta las condiciones y el precio de venta autorizado. 

12.- ENTREGA DE LOS RECURSOS: 

Una vez formalizada la venta, el Banco Agente hace entrega formal de 
las recursos correspondientes a la venta, descontando las gastos en que 
incurri6 durante el proceso, asf coma su comisi6n. 

13.- AUDITORIA DE COMPRA: 

En algunos casos el comprador solicita se efectue una auditorfa a la 
empresa en cuesti6n, para establecer si existen contingencias no reflejadas 
en las Estados Financieros, siendo el Banco Agente, el encargado de 
coordinarla asf coma de analizar la procedencia e improcedencia de las 
contingencias. 
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14 .- DESINCORPORACION: 

Por ultimo el Banco Agente solicita a la Secretarfa de Hacienda y 
Credito Publico, para que esta a su vez solicite a la Secretarfa de 
Programad6n y Presupuesto se de de baja a la empresa del Registro de la 
Administraci6n Publica Federal Paraestatal. 
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INFORMACION REFERENTE AL PROCESO DE VENTA 

1.- CAflACTERISTICAS GENERALES. 

1.- Razon Social 

2.- Descripci6n de las actividades de la empresa. 

3.- Aspectos relevantes de su historia. 

4.- Empresas filiales y/o subsidiarias con las que esta ligada. 
Porcentajes de participaci6n. 

5.-Localizaci6n ffsica de sus medics productivos y comerciales. 
Descripci6n de sus propiedades. 

6.- Forma en c6mo esta integrado el Capital Social, accionistas y series. 

II.- COMERCIALIZACION. 

1.- Descripci6n de los productos que se estan fabricando y los que se 
piensan fabricar. 

2.- Mercados que se atienden. Panorama regional, nacional y mundial. 

3.- Marcas comerciales que se estan usando, (son propias o con 
licencia). Presentaci6n, precios. 

4.- Competencia: localizaci6n, productos, capacidad instalada, 
participaciones de mercado (ultimas 5 anos). Proyectos conocidos. 

5.- Consume nacional aparentre de cada ano para cada uno de los 
productos en volumen y valor en los ultimas 5 anos y estimaci6n en los 
pr6ximos 5 anos. 

6.- Ventas del mercado domestico y de exportaci6n en volumen y valor 
de las principales lfneas en los ultimas 5 anos y pron6stico para los pr6ximos 

Pagina 14 



r 

5 arias. Principales clientes, volumenes que representan y su localizaci6n 
geografica cuando sea posible. 

7 .- Pron6stico del crecimiento y tendencias de la industria que genera la 
demanda de las productos. 

8.- Competencias de productos importados, situaci6n arancelaria, 
productos complementaries y sustitutos. 

9.- Exportaciones que realiza la empresa o se realizaran, compromises 
de exportaci6n, restricciones a la exportaci6n. 

10.- Polfticas comerciales con distribuidores y clientes, canales de 
distribuci6n y ventas, polfticas de credito y de precios, situaci6n de la 
competencia. 

11.- Controles de precios gubernamentales. 

Ill.- MANUFACTURA. 

1.- Esquema descriptive de las procesos de fabricaci6n. 

2.- Capacidad lnstalada para cada tipo de producto, que ha tenido la 
planta en las ultimas 5 arias, asf coma capacidad actual; volumenes de 
produci6n logrado en las ultimas 5 arias. Turnes de trabajo involucrados en 
la capacidad. 

3.- Planes de ampliaci6n en su caso. 

4.- Problemas de obsolescencia tecnol6gica de equipos y/o procesos, 
previsibles a corto plaza. 

5.- Antiguedad promedio estimada y condici6n de las principales 
actives fijos, avaluos, gravamenes existentes. 

6.- Descripci6n de la tecnologfa empleada en las principales lfneas. 
Ventajas y desventajas sabre otras tecnologfas competidoras. 

7 .- Principales materias primas que se utilizan, volumenes, su 
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procedencia y principales proveedores, situaci6n de precios. 

8.- Grado de integraci6n nacional, compromises de integraci6n. 

9.- Problemas de contaminaci6n que se han presentado y la forma 
coma se han resuelto. Compromises. 

10.- Situaci6n de servicios auxiliares. (agua, gas, electricidad, vapor, 
etc.). lnfraestructura. 

11.- Descripci6n de la actividad de investigaci6n y desarrollo en la 
empresa. Caracterfsticas de calidad de las productos. 

12.- Concesiones y autorizaciones especiales de producci6n, estfmulos 
preferenciales nacionales y estatales. 

IV.- ORGANIZACION Y ASPECTOS LABORALES. 

1.- Organigrama con las nombres de las funcionarios de las 3 primeros 
niveles, e integraci6n del Consejo de Administraci6n y las comites ejecutivos 
si existen, incluyendo filiales (en su caso). Datos de currfcula. 

2.- Numero total de empleados y trabajadores par las ultimas 5 arias. 
Grado de especializaci6n. 

3.- Currfcula del cuerpo de direcci6n, antiguedad en la empresa y en el 
puesto. 

4.- Historia de las relaciones obrero-patronales, huelgas, sindicatos a 
las que estan afiliados. 

5.- Acuerdos especiales con directives y sindicatos. 

6.- Pasivo Laboral Contingente ( personal sindicalizado y de confianza). 
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V.- SITUACION FINANCIERA. 

1.- Estados Financieros Dictaminados par las ultimas 5 arias, ultimo 
cierre del ejercicio preparado par la empresa y el ultimo parcial. 

I 

2.- Detalle del Balance del ultimo aria en lo que se refiere a: cartera 
vencida, evoluci6n de las creditos bancarios y sus intereses a partir de enero 
de 1982 y aquellos otros rubros que puedan afectar significativamente. 

3.- Detalle de Estado de Resultados del ultimo aria en lo que se refiere 
a costos, contribuci6n marginal par lfnea de productos, gastos y aquellos 
otros rubros que puedan afectar significativamente. 

4.- En caso de que la empresa haya contratado con FICORCA, definir: 
tipo de contrato, opci6n tomada para amortizaciones (con o sin 
financiamiento adicional) , polftica contable para aplicaci6n de intereses, 
restricciones de los Bancos Acreedores. 

VI.- PROYECCIONES FINANCIERAS DEL NEGOCIO. 

1.- Balances, Estados de Resultados, Flujos de Efectivo detallando 
ampliamente las bases que sirvieron para su elaboraci6n. 

A) Presupuestos para el ejercicio actual. 

B) Proyecciones para las siguientes 5 arias. 

2.- Calendarizaci6n de las inversiones propuestas (en caso de existir 
proyectos de expansion). 

VII.- SITUACION FISCAL. 

1.- Regimen de la empresa, descripci6n de gravamenes a que esta 
sujeta (federales, estatales, municipales). 

2.- Estfmulos fiscales, excenciones o beneficios obtenidos o par 
obtener y compromises contrafdos, par ejemplo: mexicanizaci6n, 
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exportaciones, relocalizaciones, etc. 

3.- Litigios fiscales pendientes. 

VIII.- SITUACION LEGAL. 

1.- Juicios y reclamaciones relevantes que pudieran afectar 
significativamente la marcha del negocio. 

Valoraci6n y opinion de riesgos. 

2.- Manifestaci6n de la empresa de que cuenta con los permisos 
necesarios para su operaci6n. 

IX.- DOCUMENTOS Y CONTRATOS DE LA EMPRESA. 

1.- Proporcionar los documentos y contratos, tales como: 

A) Escritura constitutiva y sus modificaciones. Poderes. 

B) Contratos de asistencia tecnica y sus registros en su caso, 
compromisos. 

C) Contrato Colectivo de Trabajo, reglamento interior y 
comisiones existentes. 

X.- TECNOLOGIA. 

1.- Ultimo reports anual del socio que participa en la empresa 
proporcionando la tecnologfa. 

2.- Descripci6n de otras inversiones que tiene o ha tenido el socio 
tecnologista en Mexico y en otras partes del mundo diferentes a su pafs de 
origen. 
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3.- lndicar para los principales productos que fabrica la empresa 
quienes son sus principales competidores a nivel mundial. 

4.- Problemas de obsolescencia del producto. 
I 

5.- Descripci6n de las actividades de investigaci6n y desarrollo. 

6.- Apoyos que puede proporcionar el socio tecnologista a la empresa 
mexicana. 

7 .- Comparaci6n de la Capacidad lnstalada de la operaci6n en Mexico, 
ver sus capacidades instaladas en otros pafses. 

XI.- CARACTERISTICAS DE LOS SOCIOS. 

1.- Giro o actividades de los socios que participan en la empresa. 

2.- Descripci6n de otros negocios relacionados con los socios que 
participan en la empresa. lnforme anual. 

3.- Antecendentes relevantes de los socios. 

XII.- ESTRATEGIA. 

1.- Plan Estrategico de la empresa. 
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