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suvmary: [
I icx 1CO'S ECONOMIC SITUATION WILL
CONTINUE TO DETERIORATE. A MAJOR PROBLEM IS THE MEXICAN

4
PUBLIC'S LACK OF CONFIDENCE IN THE PRESENT GOVERNMENT, 1.3(a)(4)

IR s (ncc THE FLOTATION OF THE PESO.
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1.3(@)4)

I (' LT I0N 1S RUNNING £B0UT

3¢ PERCENT aND I ANOTHER DEVALUATION IS A POSSIBILITY

WiThIn THE NExT Two To ThREE vesRs. [

MEXICO WOULD UNGERGO A SEVERE ReceSSIoN IN 1977 anD R

PRESIDENT=-ELECT JOSE LOPEZ-PORTILLO PROBABLY WOULD BE ABLE

T0 DO LITTLE TO STOP THE RECESSION/INFLATION SPIRaL. [

CRITICIZED PRESIDENT LUIS ECHEVERRIA'S HANDLING OF THE

CURRENT SITUATION, B 70 ADDITIONAL MAJOR

PROBLEMS MEXICO WOULD BE FACING IN THE NEXT TWO YEARS:

INSUFF ICIENT DOMESTIC FOOD PRODUCTION AND SHORTAGE OF

WATER IN MAJOR- CITIES, END SUMMARY, 7
.

) - cucik PICTURE OF MEXICO!S CURRENT

AND LONG-RANGE ECONOMIC SITUATION, A MAJOR PROBLEM 1S

THE MEXICAN PUBLIC'S LACK OF CONFIDENCE IN THE PRESENT

covernkenT, NN s - e

31 AUGUST FLOTATION OF THE PESO,

BE NEARLY DOUBLE THE CAPITAL LOSS ESTIMATED DURING THE FIRST

“E1GHT MONTHS 0F 1976 BUT CORRESFONDS TQ OTHER INFORMATION
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AN AVERAGE OF USs168 MILLION
HaS LEFT THRE COUNTRY WEEKLY, [N COMMENT: THIS RATE WOULD
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—'or{“me TOPIC.) THIS AMOUNT WAS HIGHER DURING THE 1.3(@)(4)
MID=SEPTEMBER BANK RUN WHICH WAS CAUSED BY RUMORS THAT THE
GOVERNMENT INTENDED TO FREEZE BANK ACCOUNTS, BUT THE DAILY
AVERAGE OF USS2¢ MILLION CAPITAL OUTFLOW STILL KOLDS TRUE,
PEOPLE ARE CONTINUING TO TAKE THEIR MONEY OUT OF BANKS'
AND ARE EJTHER KEEPING IT AT HOME OR PUTTING IT INTO U.S,
sanks, [, < ce
THE FIRST OF THE YEAR, THE NET OUTFLOW OF U.,S. DOLLARS HAS 1.3(a)(4)
SEEN OVER THE USS1.2 BILLION LOAN MEX1CO WILL RECEIVE FROM
tve inTERNATIONAL MONETARY FUND (1#F), [N covveEnT: THE
US$1,2 BILLION IMF LOAN WAS REQUESTED BY PRESIDENT LUIS
ECHEVERRTI AALVAREZ TO SUPPORT THE FLOTATION OF THE
reso, I 1.3(2)(4
- |
2, N  :X P¢ C7 AT 10NS
THAT MEXICO CAN PULL OUT OF THE CURRENT ECONOMIC SITUATION ,:T?;E?E\

_ , f -
ARE SLIM, INFLATION IS RUNNING ABOUT 38 PERCENT ANNUALLY. 13
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AFTER THE DEVALUATION, MEXICO GAINED THEORET ICALLY ALMOST ~
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6¢ PERCENT O0F THE WORTH OF THE PESO (IN TERMS OF INCREASED

COMPET ITIVENESS), AT THE END OF ONE YEAR, THE NET GAIN WILL 1.3(a)(4)
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Bz ONLY 20 éERcENT; AT THE END OF TWO YEARS (AT 30 PERCENT
INFLATIONY, IT WILL BE MINUS 17 PERCENT; AT THE END OF THE
THIRD YEAR, IT WILL BE MINUS 4@ PERCENT, ETC. THUS: AT A
~cRTAIN POINT, THERE WILL HAVE TO BE ANOTHER DEVALUATION,
JUST TO KEEP EVEN,

3, ANOTHER DEVALUATION POSSIBLY COULD OCCUR IN THE
NEXT FEW MONTHS, BUT WILL CERTAINLY HAPPEN IN THE NEXT
TRREE TO FOUR YEARS IF STRONG ECONOMIC MEASURES ARE NOT

UNDERTAKEN BY PRESIDENT-ELECT JOSELOPEZ=PO0ORTIL L C.

wice TR ANOTHER DEVALUATION MIGHT 1.3(8)(4)

B2 THE BEST THING FOR THE COUNTRY IN THE SHORT RUN. ]
B 7 <iLL NOT BE UNDERTAKEN FOR A VARIETY 0F REASONS. FOR
ONE, 1T WOULD BE POLITICALLY UNWISE FOR LOPEZ-PORTILLO TO

START HIS TERM WITH SUCH A CONTROVERSIAL MEASURE &S HE WQULD
LOSE THE PEQPLE'S ALREADY SEVERELY SHAKEN CONF IDENCE AND X

CAPITAL FLIGHT WOULD INCREASE BEYOND WHAT IT IS NO W,

o comvent e on Te revarks 1.3(8)4)

THAT MEXICO WOULD HAVE TD LIVE THRQOUGH TWO YEARS OF AUSTERITY,

N < X1 CO COULD NOT MANAGE SUCH 4

. PROGRAM AS IT IS ALREADY FACING A SEVERE RECESSION IN 1977,

wainvr (Ananyonr Y

o e vnawea

e

P

>

*,
\/

1.3(a)(4)




e

IN. 0743710

' 5.7 A
* PAGE = OF © PAGES o 3(e)4)

_ FURTHER DISSEMINATION AND USE OF THIS INFORMATION SUBJECT TO
CONTROLS STATED AT BEGINNING AND END OF REPORT.

(classifcation)

MAJOR INDUSTRIES OF THE PRIVATE SECTOR IN MEXICO ARE LAYING
OFF PERSONNEL IN LARGE NUMBERS. THE MOTdR INDUSTRY 1S
PARTICULARLY HARD HIT, THIS SITUATION HAS COME ABOUT BECAUSE
7 THE VICIOUS CIRCLE CREATED BY THE DEVALUATION, ALL VEHICLES
WILL HAVE TO BE INCREASED IN PRICE BECAUSE OF THE NEWYPARITY
WITH THE DOLLAR, THUS, prwprPEOPLE WILL BE ABLE TO PURCHASE
THESE VEHICLES, FEWEKSALES MEAN FEWER PROFITS. ALSO, THE
COMPANIES WILL HAVE TO SAVE MORE MONEY BECAUSE THE PESO IS
WORTH LESS WHILE LABOR COSTS HAVE INCREASED, COMPANY SAVINGS
AND LESS PROFITS AND FEWER SALES MEAN FEWER JOBS. FEWER JOBS
MEAN MORE PEOPLE OUT OF WORK WITHOUT MGNEY. THIS, IN TURN,
ME ANS THAT A L ARGER SEGMENT OF SOCIETY WILL NOT B ABLE TO
AFFORD TO BUY OTHER ITEMS WHICH MEANS FEWER SLES OF OTHER
MERCHANDISE, THE GOVERNMENT WILL HAVE TO PUMP MORE MONEY INTO
THE ECONOMY FOR MORE JOBS AND SALES. MORE MONEY MEANS MORE
INFLATION, HIGHER INFLATION MEANS THE PESO 1S WORTH LESS,

I L0Pcz-PORTILLO WiLL BE ABLE  1.3(@1A)

T0 DO LITTLE TOQ STOP THIS RECESSION/INFLATION SPIRAL AND

PRODUCE THE DESIRED OR NEEDED RESULTS, i é
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5, R " ¢ PRESENT 1.3(8)4)
GOVERNMENT 1S HANDLING THE SITUATION POORLY, THE MAIN
CAUSE OF THE PROBLEM IS PRESIDENT ECHEVERRIA WHO REFUSES

To TAKE THE ADVICE OF HIS ECONOMIC ADVISERS AND WHO CHANGES
H1S MIND ON ECONOMIC POLICIES FOR THE COUNTRY FROM DAY J0
o+v. | o7 FRECZING BANK
ACCOUNTS OR ADOPTING POLICIES TO RESTRICT CAPITAL FLIGHT AT

1.3(a)(4)

THE TIME OF THE PESO DEVALUATION WERE TWO MAJOR BLUNDERS
COMMITTED BY ECHEVERRIA,

s, [N 0 OF ECHEVERRIA'S
ECONOMIC ADVISERS SAID THAT IN TWO YEARS MEXI1CO WILL BE FACED
WITH TWO ADDITIONAL PROBLEMS OF MONUMENTAL PROPORTIONS. FIRST,
MEXICO WILL NOT RAISE SUFFICIENT FOOD FOR ITS GROWING POPULATION,

IT WILL THUS HKAVE TO0 IMPORT FOOD PRODUCTS WHICH wWwlLL INCREASE

= - : 4.3(@)4)
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IMPORTS AND WORSEN THE BALANCE 0OF PAYMENTS PROBLEM. SECOND,
MEXICO CITY AND OTHER METROPOLITAN AREAS WILL FACE A WATER
CRISIS BECAUSE RURAL SECTOR PQVERTY WILL DRIVE TKE PEOPLE

TO UREAN CENTERS, PRIMARILY MEXICO CITY, THEREBY COMPOUNDING
AN ALREADY DEFICIENT WATER SUPPLY SITUATION. SUCH CONDITIONS
WILL INCREASE THE ILLEGAL IMMIGRATION OF MEXICANS INTO THE

UNITED STATES,

7. 134a)4




