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INTRCGDUCTION

During the recent years privatization of publag_enterprisés
has been widely suggested by the multilateral financial agencies
as a part of the structural adjustment programs. Thus, in the
implementation of their adjustment some countries of Latin
America and the Caribbean are now studying or starting to
implement a privatization program. -

The experience of some countries in the divestment of public
enterprises, mostly developed ones, like the United Kingdom and
France have been widely publicized. Less known have been the
results of the divestment of public firms in developing
countries.

Thus, it could be of interest for the economies that are
entering in a prbcess of disengagement of public enterprises, to
know what has been the experience of a country similar to them.
"It is in this light that this paper will present some aspects of
the - process and economic implications - of Eﬁe Mexican
privatization program.

The definition of privatization that is considered in this

lpaper is "all public sector reforms that 1lead to transfer to the

private sector the operxational responsibility of a public
enterprise. Not only through the asset divestment, but the
concession or subcontracting of serxvices to the private

sector."?

* This definition is used by Devlin (1891).
1
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The transfer of public sector activities to.the private
sector has been promoted on the following grounds:

1} pﬁblic enterprises are inefficient, since politicians
interfere with theix operations and they are inadeguately
monitored; managers are poorly motivated and badly paid. Labor
unions are very powerful.

2) The inefficiency of the entexrprises, in turn, leads to
increasing fiscal‘deficits, given the need to subiédize these
institutions,

3) Because of its contribution to the reduction of fiscal
deficits, privatization will help to stabillze the econony,
decrease inflationary pressurxes, and through the reduction of
private sector wuncertainty, it will contribute to increase
Investment and future output growth.

4) with the resources released from the dlvestment of public
enterprises, the government can satisfy better their compromises:
‘provision of pure public goods and help the poorest through

special social programs.

Generally, privatization is recommended on efficiency
grounds and because it\ will increase the possibility of a
successful stabilization, but one of the aspects that has not
been adequately analyzed is the impact that the divestment of
public enterprises will have or has had in the past on economic
policies being pursued by the government.

This paper will focus mainly on the impact; that the

disengagement of public sector firms may have on thé‘
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-implementation of the fiscal and monetary pellicles. For this
purpose the 1982-1991 Mexican privatization program is analyzed.
The paper 1is organized 1in three parts: th%__first is a
general framework of what is considered a successful divestment
program, and the problems it can face. In this context, the
rules followed wunder the Mexican program are analyzed. The
second part is the analysis of the‘éfivatization in Mexico and
its impact on the main economic policies. The th}gﬁ includes

final considerations and conclusions.



I- BACKGROUND

a) General framework

It has been considered tﬁat a successful =_._._g_arivatization
should transfer public ownership of the £firm to the private
sector, at a reasonable price that reflects the real value of the
asset, without incurring in any hidden subsidy to buyers, such as
absorbing net losses of the enterprise sold.=

This is so because the divestment of public querprises is
4unerxally undexrtaken to fulfill +two principal . objectives:
improve efficiency in the allocation of resources and heal
government finances. Thus, i1f the government takes the losses of
the firm on 1itself or 4gives any special subsidy, these costs
must be deducted from the f£inal price. In this way, it will be
clear what are the real proceeds from the sale of the flrm, and
in how much they are going to help in 1reducing the budget

deficit.

Regarding the market value of the enterprise, it 1is very'

difficult to know from the book value of the firm. Thus,
external evaluatlion has to be done previously. Anyway, sone
problems can arise glyen the small financial markets of

developing countries, and the existence of externalities in
almost all public entexprises.

It is important to implement the program when the econonmy is
stable or near so, especially when large firms are on sale. It

s s0 because an unstable macroeconomic environment can have a
=

,
~N

ZSee for example Devlin (1991), and Cordoba (1991).

3 -
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depressing effect on the price of the enterprise and on the
number of buyers that are going to bid for them. In general, it
has been found that economic stability is linked to h#gher prices
and more efficient outcomes from the sale of public
enterprises.”®

Other problems that must be taken into account when the
privatization program is analyzed befoxe its implementation, axe
which are the enterprises that . must be .deregulated prewiously to
its divestment and which arerthose that will need a special
regulation, assuming that tgey are natural monopolies or
monopolies in a relatively closed econony.

In these cases, experience in other countries shows that the
regulations have to be in place before the program is enacted,
and some trade liberalization has to be done, in such a way that
newly privatized enterprises face a more competitive environment.
Thus, there are several measures that have to be carefully

' planned and implemented before  or. at the _same <time the

privatization takes place. -

The above mentioned problems make a case for analyzing
independently each large enterprise before making any decision
for divestment, All the problems have to be seriously
considered, such as market imperfections, workers' productivity,
management, suppliers, protection the firm has enjoyed in the
past, and other problems it can face. It means that 1in the

]

“0n this regard see for example Valenzuela (1988} and

Cordoba (1991). \
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privatization of these 1important firms all relevant cost and
benefits must be taken into account.

-The faster it is done, the largex the probabiliﬁ;'of mak ing
serious mistakes that could lead again to an involuntary
nationalization of the firm, like some of the first privatized
Chilean entexprises. Furthermore, the faster khe transaction of
the firm is done, the cheaper the final sale price; since buyers
will demand a .discounted-price, decreasing-“the ‘incoﬁé of the

government.

b) The Mexican experience

In this context, the Mexican divestment program fulfilled
most of these requirements, For example, it was not made in a
very short period of time. The privatization process started in
1983 with the sale of some small firms, to gain some experience
and. understanding, at a 1low cost, for the sale of .larger
leﬂterprises. It was consdidered that an -accelerated program could
improve efficiency and resources allocation but at the éost of a
decline in potential income to the Government from the sale.

At the beginning of the process, between 1383 and 1985 some
enterprises were liquidated, since they were not viable, and only
were in operation because of Government transfers. Others were
merged, to take advantage of a larger scale capacity, as well as

of complementarity in production systems, and to save 1in

distribution and marketing techniques. Besides, a few fi%ms wvere ,

\\
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transferred to local governments when they were considered
important for regional development.

The sale of the largest-enterprises started in %388: Some
mines and steel industries have been sold, as well as the
airlines, the telephone company and now the commercial banks.

The experience with the sale of these large firms were not
all successful. For example, the privatization process of
"Mexicana de Aviacién, is not very clear. ..The divestment was
made with an increase in the capital stock of the £firm. The
proceeds from the sale were 149 milllon dollars, that were used
to buy the new planes required by the airline, and none of them
vent to the Government Treasury. Thus, the Government gifted the
major share of the Alrline and its administration to the private
sector, keeping a minor participation.

This 1s a speclal case. The process of divestment of almost
~all the other enterprises was dgenerally well managed. In this
régard, special mention deserves...the..sale - -of the -commercial
banks, that have been transacted at prices far above ' their book
values.

It is important to polnt out that in some of these larger
enterprises, such as the telephone company, the Government has
kept a minoxr participation in their capital. The idea is to sell
these shares in the future at a higher price than the one

received from the sale of the first stock package.
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Some features of the mexican program desexrve to be
highlighted as valuable tools for the implementation of a program
of this kind: -

a) To avoid internal and external pressures on the
divestment of the enterprise, as soon as its privatization has
been decided, the Minister of Finance, is designed President of
its Board of Directors. On the other hand, the responsibility of
.the divestment process -is given to a commercial bank .

n'b) In response to the xecpmmendation of an external and
independent accounting firm the book wvalue. of the asset is
. adinsted to its market value, previous to the privatization. The
prices and tariffs of the firm's products are adjusted,
eliminating the subsidles they enjoyed.

Besides, in general, all the problems faced by the
enterprises have been clearly specified in the sale contract and,
ii‘-it is possible, solved before the transaction takes place. In
Mexico, a specific.capital share --of ‘some privatized ‘firm, around
4 or 5%, has been-sold"® to-their workers with specfal loans
granted to them on an individual basis, particularly it was done
in the case of the Mexican felephone Company.

There is an experience with the‘selling of a copper mine
(CANANEA), where the wunion was too powerful, and the labor
problems were not solved prior to the privatization. Thus, the
selling price was very cheap according to the copper reserves

(1,700 million tons) and assets of the firms, but until Tov since ,
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the dlvestment of the mine it has suffered contlnuous strlkes and
it is practically not operating.

.e) A bidding system 1is -used to ensure thd&t everyone
interested in an enterprise has been informed of the sale, as
well as to ensure that the sale price of the £irm is the best
that can be obtained in the market.

For concerned investors, a brochure is available with all
the relevant information about the firm. upon:requeist and a
previous deposit,

All bidders concerned are ;arefully screened to guarantee
that the firm will be entitled to a reliable investor, besides of
being the highest bidderx. For example, with this method, the
Government ensured that some commercial banks were bought by
regional groups, hence not all bank owners were in Mexico City.

This bidding system has heen very successful 1ln getting very
at;ractive prices for the 1largest enterprises, such as the
felephone company and commercial banks. .. . . : - |

d) To avoid speculation-and ensure-lonq—term commifment from
buyers, a clause is introduced 1in the sale contract specifying
that the investor can not s®ll the company before a given date.

e) Regarding the regulation of natural monopolles specific
measures have been implemented. For instance, one yéar before the
privatization of the Mexican telephone company, the Bylaw of the
concession of the company wvas mwodified fo favor a more
competitive market structure, since it originally stipuldted that
this corporxation was the single provider of public telephone

1



10
services. Besides, authorization was given to operate advanced
telecommunications eguipment such as . telefax, switchboards,
multilinear units, etc. without previous authorizatiom
Furthermore, the concession specifies detailed for standaxd
services that should be met by the buyers, and regulations
regarding the tariffs which have a ceiling in real. terms related
to a basket of Dbasic telephone serxrvices. It also includes
details about the investment .program .to.:-be.followe& by “the
Company the next 10 years.

Similarly, before the privatization of commercial banks, the
regulatory framework for financial services was adapted to the
new conditions under which banks are going to operate. Thus, a
package of six laws for commercial banks and "credit auxiliaries"
wvas enacted on July 1990.

£) To guarantee that the major share of capital remains with
ﬁexicans, the participation of foreigners is 1limited. =~ For
éxaﬁple, foreign participation in a multiple . banking institution
is 1llimited to 30 per «cent, and control must- - be exexrtised by
Mexican shareholdexs.

g) One unintended by pyoduct of the divestment program has
been an increase in market imperfections and skewed income
distribution, since most of the enterprises have been acquired by"
private conglomerates that were previqusly operating on the
fields of the newly privatized enterprise. Hence, privatization

has complemented oligopolies or monopolies helping <%hem to
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integrate vertically ox horizéntally. Only thirteen enterprises
has been sold to "soclal sectors"™ {unlons and cooperatives).

The maln measure adopted to force competitioffi-into the
market and avoid undesirable monopolistic practices is trade
liberalization. Since late 1987, the average tariff rate was
reduced to less than 10%, and the maximum impoxt tariff is 20%.
On the other hand, approximately 3% of the import tariff is

-
e

- subject to quantitative:control.
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IT - EVOLUTION OfF THE MEXICAN PROGRAM

al) Evolution of the program

-The public sector in Mexico expanded very gquickly=during the
1970s, from 391 enterprises in 1970 to 1155 in December 1982.
Nevertheless, the share in GNP of these enterprises was only 17
per cent in the lattexr year. At the outset of the financial
crisis, Mexico shifted 1its priority regarxding the Iinvolvement

-l

that the public sector should have in the ecenomy.. =

EVOLUTION OF PUBLIC SECTOR ENTERPRISES
DEGEMBER 1982 - QGTOBER 1991

Major St Part,
744 g

Divestad

TRy
BBT s
s ’;3\&"3@ <%

Prlv, Prooess
nt

8t Trust Funde
28

PubUDpE“L Minor SL. Part, 7 Pubilo Ent.
10z 78 047
(1165 Firms) 1982 (247 firms) 1981
CHART 1

The Government decided to implement a divestment program

that has been very drastic. The npumber of firms in the®hands of

N
the Government was reduced from 1155 in 1962 to 247 in '

1
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October 1991, Chart 1 illustrates the magnitude of the reductlon
in public administration.

Table 1 presents details of the evolution ~of*the public
sector from December 1982 to December 1990. It is worth noting
the sharp zreduction in "Firms with Minor State Participation® in
1586. This drop c¢an be attributed to the 1legal disposition
included in the 1986 Law of Parastate Enterprises, which
‘specifies that .the enterprises with minor:state participation are
not longer included undex tﬁe public administration, even if the
State participates in their capital.=®

Table 1

MEXICO: EVOLUTION OF THE PUBLIC SECTOR
December 1982 - December 1990

1982 1983 1984 1985 1986 1987 1988 1889 1990

Decentralized
Institutions 102 97 95 96 94 54 B9 88 82

Firms with Majozx E
State Particip. 744 700 703 . 629 528 4317 252 229 14%F

State Trust -

Funds 231 199 1173 147 108 83 11 62 51
Firms with Minor
State Particip. 78 78 78N 69 7 3 0 0 0

TOTAL 1155 1074 1043 941 737 617 412 379 280

Source: Unidad de Desincorporacién de Entidades Paraestatales.

&

’

) ~
*40 firms and 8 State trust fund were not included anymore

as public entities because of this resolution.
3
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On the other hand, in Table 1 it is also noticeable that at
the beginning of the process, it was not clear what were the main
objectives of the Government with thg privatization, since 61 newv
public enterprises weree created, mostly on social areas (health,
education, culture, and entertainment}.

In October 1991 there were 984 parastate enterprises
authorized to.be liquidated . or privatized, and in 867 Zcases the
process was totally completed. As it is shown in Table 2, only
268 figms vere sold, most of the cases are liquidations and
extinctions,

Table 2

MEXICO: PUBLIC ENTERPRISES DIVESTMENT PROCESS
October 1991

No. of Firms

Sold 268
Liquidaled 263
Merged 82
Transferxed ) 32 - -
Extinguished 151
Firms with minor State participation¥* 1 - C =
Total disassociated 867
\

Actual Public Enterprises 247

In Process of Privatization 117

TOTAL 1231

*These enterprises were disengaged according to the Bylaw of
" Federal Parastatal Enterprises, that exclude from the Public
Sector the firms with minor State Participation..

¥

Source: Comisién Intersecretarial de Gasto-Financiamiento,

Unidad de Desincorporacién de Entidades Paraestatales, Secretaria
de Hacienda y Crédito Pdblico (SHCP).
1

A\
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b) Impacts on macroeconomic variables

Regarding the impact of the privatization on the main
macxroeconomic variables there are two perioda=— clearly
differentiated, one from 1983 +to 1988, and the second from 1989
until the present. In the first one, the path was very slow,
thus the impact on the economy was dguite moderate. On the
contrary, the second period has been characterized by the fast
Stéps that have been : undertaken; and. the structural modification
of ‘the public sector, affecting the whole economy, mainly £fiscal

and monetary policies.

b.1) Period 1983-1988

According to Secretarfia de 1la Contraloria (1988) during’the
first period (1983-1988) public enterprises 1in the process of
privatization accounted for a very small sharxe of public sector
GDP, only 2.9%, and 1i1f the production of PEMEX (Mexican
Petroleum) is not included,. this share Increased .to .10.5 per
cent.. =

On the other hand,’ the decline in public entefprise GDP from
1984 to 1988 was only 4.5 ber «cent in real terms, but all the

fall should not be attributed to the divestment process, since

1986 and 1987 were years of severe recession in the country.

Nevertheless, the impact on sectoral accounts of the
divestment process is gquite considerable,  for example: the mines

and extractive operations other than oil and gas are reduced in
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29.6 per cent;.in manufactures other than oil, the reduction is
31.5 per cent, including the total withdrawal of the Government
from the production of durable consumer goods, as- well as from
some non~durables, such as non-alcoholic beverages, processed
food, textiles and medicines. It also withdrew from the
production of automobiles, some intermediate inputs and capital
goods, such as turbines, metallic structures and non-electric
machineries. -+ Besides .it.considerably reduced -its pax®icipation
in~the tourism sector.

According to the classification of the Mexican Industrial
Census, until November 30, 1988 the Government withdrew from 22
economic branches, and was in process of retiring from another
four.

The impact on employment of the privatizafion has not Dbeen
so high, since the firms that were closed down were relatively
smgll in size, except three big ones: a steel industry
(fundidora Monterrey) with nearly . 9,043 . _enployees;. Uramex
(Mexican wuranium) with- 2,549; and a textile industry (Ayotla
Textil) with 1,690 workers.

On the other hand, actording to the Production Accounts of
the Public Sector published by INEGI, from 1984 to 1988 there was
a decline of 25,200 workers from public enterprises. This
reduction was mostly in employment in manufacturing industries
that declined by 32.7 per cent, which means a reduction of 77,618
employees in 4 years. This £fall can be mostly attributed to the
divestment process. Furthermore, there were only two additionalt\

%
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sectors where‘ employmeht decreased in the public sector during
this period, finance, insurance and real state that fell 3.5 per
cent, and agriculture that had a marxginal decline- (0.26 per
cent).

It should be pointed out that the reduction in public sector
employment does not mean a decrease in total employment in the
economy, since most of the enterprises were sold to the private
sector, .that have kept. the f£irms in operation. - Hence, fhere have
unl? been a transfer of workers from one sector to the
other.

Regarding the impact of the privatization on the government
budget, the reduction from parastate sector annual income was on
average 0.39% from 1984 to 1988, while according to President De
la Madrid (1988) the subsidies to the public industries vere cut
from 2.5 pexr cent of GDP in 1983 toe 1.3 per cent in 1988, due
malnly to the privatization process. According to those figures
thére has been‘a net gain in efficiency and savings in the public
sector .from the dlvestment of: firms. . ) =

On this respect, Casar and Perez (1988), found that up to
1987 around 75 per cent™ of privatized enterprises or in
divestment process were created by the private sector and later
transferred to the public sector because of financial problems.
They  also found that axound 60 per cent of the liquidated firms
were created by the public sector.

It is shown in Table 3, that the proceeds from the sale have

had very little impact on the Government budget during the period

\
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analyzed, since it was only during the year 1988 that the income
accounted for 2.8 per cent of the economic fiscal deficit
(including payment of nominal interest on the public debt). From
1983 to 1987 the proceeds were below one percentage point of said
deficit, thus its contribution to the improvement of the budget

imbalances was almost negligible.

Table 3
MEXICO: PROCEEDS FROM THE SALE OF PUBLIC ENTERPRISES

1983-1988 : = |

gy {Billion8 of Mexican Pesos])

Year Sale Econeonic % of Economic

Proceeds Deficit Deficit

1983 4.85 1,455.0 0.33

1964 0.21 2,105.8 0.01

1985 29.18 . 3,808.9 0.717

19386 61.59 11,804.8 0.52

1987 229,06 29,060.6 .79

1588 1,180.81 42,475.3 2.8

Source: Data from sale proceeds: Unidad de Desincorporacién SHCP,
Economic Deficit:. Nacional.Financiera, La.Economia Mexicana
en Cifras 19930.

b.2) Period 1989-1991

As it can be seen in Chart 2 below, the divestment process
from December 1988 to October 1991 has disengaged from the public
sector 272 enterprises, 31.4 per cent of the total (867 at
October 1991).

-

Nevertheless, it has represented 96.4 per cent of the totalk

income from the proceeds of the sale, 41.95 trillion mexican
: 3
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1

pesos, since the process started in 1982. The huge amounts that
have been collected from the sale of 8 commexrcial banks and the
Telephone Company has meant to the Government approximately a net
income of 11.3 billion US dollars, enough to have a surplus 1in

the budget in 1991.

In Table 4 the value of the receipts from the sale of the

—
public firms from 1989 to October 1991 are displayed. They are

compared to some economic indicators, in such a way to get some
. .
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notions about the magnitude of the privatization during these
three years.

It is evident from the. table, that 1990 and 1981 were the
two years where the income . from the process was big enough to
have important repertussions on economic policies. For example,
in 1990 (the first time the proceeds from the sale were an
important part of the reduction in the economic fiscal deficit),
it .amounted Lo roughly. 35 per cent of the.financiallreﬁuirements
‘Qf the public sector. Precisely, because of the size of the
revenue collected in 1990, this deficit declined to 2.3 per cent

nt GDP from 4.9 per cent in the previous year.

Table 4
HEXICO: SALE OF PUBLIC ENTERPRISES AND SOME ECONOMIC INDICATORS
1889 -~ 1991
{Billions of Mexican pesos)
1989 1990 1591
Sale Proceeds 1,798.56 9,017.2 29,630.7
GDP 516,710.4 668,691,1 819,146.61
Financial Requirements of : _
the Public Sector 29,37%.0 25,395.0 '
Economic Deficit 25,268.0 15,529.0 -17,24%.0=
Sales as % of GDP 0.34% 1.35% 3.6
Sales as % of Fin. Requirements 6.1% 35.5%

LY
"r

! Estimated taking the rate of grovth of GDP as 4.5% and inflation as 18%.
2 Burplus January-June 1991.

Sources: Unidad de Desincorporacién de Enmpresas Paraestatales, Bank of
Hexico, and Secretaria de Hacienda y Créditc Piblico.

b.2.1) Main efferts on Economic Performance

P
1991 has been a record year in terms of the divestmeny

~~~rmoaa. At October the income perceivéd from-.-the sales amounted

—
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to 29.63 trillion Hexlcan pesos (around 9.87 billion US dollars),
which is equivalent to around 70 per cent of total receipts from
the . disengagement of public firms. For the Government finances
it has meant a historical surplus in the budget during the first
semester of the year’amounting to 17.2 trillion Mexican pesos.

Thus, the contribution of the funds from privatization to
the good economic performance of the current administration has
been very important, mostly helping to restore private sector
confidence in the Government economic program. Furthermore, this
nev source of funds to the Government allowed a reduction of its
presence In the financial market, contributing to a decline in
interest rates, and an increase in the availability of credit to
the private sector. The lower interest rates, in turn, have
created a virtuous cycle, reducing the pressure on the public
domestic debt service and helping to reduce inflationary
pressures.

Chart 3 .shows the decline 1In .Government Treasury bills
(CETES) and in annual average-inflation, by quarters, starting in
January 198S5. It is clear that the decrease in Cetes' interest
rates accelerated since the* second quarter of 1990. The effects
of this fall is more important, if it is taken into account that
this is the leading interest rate in the country. Inflatiﬁn, in
turn, started to decline again since the first guarter of 1991.

To relate the drop in inflation and the recovery of private
sector confidence in the economy to the divestment process, Table

5 below will be used. This table exhibits the causes of changes

1
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MEXIGO: INFLATION AND INTEREST RATE
1289-1681

%2r qant

B0 fr e X

—~ Inflgtlan {avsragh)  —— QRTES (28 dnys) —% DBTES {8 dayel

Goysed  Bank of Maxlgd

CHART 3

in' M1 by quarters for the period 1985-1990.

It shows that during the first quarter of 1989 -the main
cause of the variation of M1l were changes in the monet;ry base.
In turn, the principal moaive leading to the fluctuation in this
latter aggregate was the "financing to the public sector" that
accounted for 155 per cent of this movement. The importance of
this financing for the wvariation of M1l declined very rapidly
during the remaining period and, at the end of 1990, it was
reduced to a minor factor in the fluctuation of this monetary

aggregate. This reduced Government demand for financing hs\

largely attributed to the proceeds of the privatization.
. y
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Table 5

CAUSES OF CHANGES IN M1

(Changes in Percentage relative to last year)?®

23

1969 QUARTERS

1930 QUARTERS

L 11 111 1 11 111 IV
Changes in M1 41.2 23.2 23.3 30.6 40,1 50.5 44.8 64.6
Due to:
Multiplier 11.2  36.% 32.7 22.5 38.0 24.2 16.7 25.6
~Changes in Cuxrency
ratio 6.0 -0.5 0.0 0.8 2.3 4.4 3.8 3.3
~Changes in Checks/
Total Deposit ratio 2.1 -3.2 -3.3 -3.3 -1.5 6.3 1.7 14.6
~Changes in effective
. banking reserves 9.2 39.5 33.0 23.¢6 44.5 15.0 11.5 8.4
~Residual ~0.1 1.1 3.0 1.4 -7.2 =-1.% -0.3 ~0.7
Monetary Base 31.6 -12.6 -7.1 7.0 -1.1 26.6 28,9 37.1
~Financing to the
Public Sector 155.2 142.3 84.9 48.4 46.5 66.0 33.8 14.0
. -Financing to the
Financlal Sector 6.t -0.3 -1.2 -3.1 -4,1 1.2 5.4 9.2
-Other domestic
financing -4,5 =-20.9 -32,1 -46.1 ~57.8 -65.6 ~-45.9 -38.6
~-Net Foreign _
Assets .=-118.2 -133,7 -58.3 7.8 14.3 .25.0 35.6 52.5

after a

-

! Weighted average, based on current balance at the end of the month.

NOTE:

Source:

Bank of Mexico, Informe Wnual 1990,

A negative sign indicates a contracting effect on the aggregates,

Two comments should be made before further analysis. First,

the checks/total

low,
than

future value.

in domestic

period of high inflation

deposit ratio

currency,

of the

given

the currency ratio

their expectations

multiplier must

as well as

be very

reflecting that people prefer to save in other assets rather

about its ™
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Besides, in a couuntry with a heavy foreign debt, where the
Government has to make large external transfers in payment of the
debt service, the uncertainty about the future wvalue of the
exchange rate is very high. Given the risks of devaluation it
could be expected that people Kkeep their money in foreign
currency and, therefore, .that net foreign assets should be very
low and declining.

~Both ot the above mentioned factors were 'atfecting the
Mexican economy during the period 1982-1988. Thus, after a
situation of high inflation and great macroeconomic uncertainty,
an increase in the three wvariables: currency and checks/total
deposit ratlos and 1in net forelgn assets should be taken as a
positive sign of recovery in private sector confidence.

Retdrning fo Table 5, it is easily apprecliated that the
Lhree mentioned variables during the four guarters of 1989 had a
depressing effect on the changes of both the multiplier and the
monetary base, reflecting .the lowv confidence of. the public in the
domestic currency. - But 'in 1990 they changed dramatically to be
the leading factors 1in positive variations of Ml. Hence, the
rapid growth of these variables during 1930 and in 1991 can be
taken as a demonstration of recuperated confidence of the private
sector in the economic program. To this confidence recovery and

the reduced demand for Government financing can be attributed the

= The data for 1991 axe not included 1in Table 5, but the
trend in the currency and checks/total deposit ratios and in net
foreign assets has continued until the third guarter of 1991.:
The international reserves in Mexico has climbed to unprecedented\

levels $16.7 billion US dollars.
kY
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dampening in infiationary pressures in the economy, despite the

rapid increase in M1l.

b,2.2 Policy measures

Two main policy measures have been undertaken by the Mexican
Government to prevent some undesirable effects on the economy
from the huge amount-of money provided by the privatization
program during the last three years.

The first one has been to deposit in a contingency account
in the Bank of Mexico all the mwmoney from the proceeds of the
sale. FProm this measure some meaningful effects have been
derived:

1) Buyers were allowed to hand out to the Bank of Mexico all
the Government bonds they had, and obtained in return the pesos
demanded to make the payment to the Treasury of the enterprise
bought. The Treasury, in turn, took the pesos and deposited them
in the contingency account.. .Thus, reducing the money supply and
also the amount of Government bonds 1in'circulation, inducing a
decline in their interest rate. 1////

2) Buyers were also allowed to pay part of the value of the
firm in US dollars. Thus, encouraging the return of capital
£light, avoiding at the same time its monetary impact.

The second measure implemented by the Mexican Administration
was to purchase public bonds in the hand of the Bank of Mexico
for a value of 20 billion Mexican pesos, with money -from the,

contingency account. This 1resclution had twoe main objectives:
1
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One was to reduce the money base, restraining the inflationary
pressures caused by the inflows of capital and the rapid increase
in net foreign assets, which, as can be seen in Table-5 1is the
main factor affecting the growth of said aggregate; The other
was to diminish the huge domestic public debt, and hence, 1its
service, in such a way to match the reduced string of revenues
the public sector will have after the privatization with a lower
flow of financial commitment.

This latter measure was closely relatgd to a more structural
monetary resolution taken by the Bank of Mexico, at the outset of
the disengagement of the most important commercial bank, Banamex.
At the end of August there was an excess demand for Government
bonds (CETES) because commercial banks were being pressured by
the Bank of Mexico to comply with their liquid asset ratio, given
that there was the feeling at that time that banks were doing
exgessive lending, Besides, because of 1its reduced need of
financing the Government was issuing a reduced.amount .of bonds
and the buyers of Banamex were pressuring the market 'too,.since
they had to gather in a short period of time a huge amount Af
Governmgnt bonds to make the first payment.

The result of the excess demand for CETES in the financial
market, was a hiqher interest in the secondary market for bonds,
while it was declining in the primary one. O0f course, there was
a lot of speculation among the financial 1investors during few

days at the end of August.
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The reéponse to this short term crisis was a decision by the
Bank of Mexico to eliminate the 1requirement of a 30 per cent
liquid asset ratlio to the new financial savings deposited at
commercial banks, and reduce this coefficient to 25 per cent of
the balance in banks at the end of August, converting them tc 10-
year public bonds.

The real motives behind this resolution was a dilemma faced
by the monetary authority to promote long term financial savings.
Tﬁé liquid asset ratio requirement has created a captive demand
for shoxrt term Government bonds, since it forced the banks to
demand that type of bonds, and hence, the Government had to issue
them. On the other hand, in order to stabilize the economy a
change in the term structure of the domestic Government debt was
required, since a large volume of public 1liabilities were in
short term. Thus, an enlargement of the terms was necessary for
having a ionger term planning horlzon.

This structural measure solved the .short texm cxisis and
contributed to change the  maturity of ‘the public débt. The
problem it raised is that now, when the financial system has been
liberalized and the commerc¢ial banks are being privatized, the
monetary authority is 1left without any instrument, besides an
attractive 1interest rate, to control the money supply through
open market operations, since there is no reserve requirement or
liguid asset ratio to force the financial institutions to buy

Government bonds.
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On the other hand, with banks that have no obligation +to
satisfy a preventive reserve even to avoid problems of liquidity,
there is not guarantee that they will be conservative-—- enocugh to
establish one by themselves to avoid problems when thexe arxe

deposit withdrawals larger than normal.



ITI - FINAL CONSIDERATIONS AND CONCLUSIONS

In the Introduction of this paper four main reasons were
mentioned that support the recommendation to inelude the
privatization of public enterprises within the measures to adopt
in a structural adjustment program.

In the analysis of the Mexican privatization experience it
has been found that these explanations are in general valid,
since the program had contributed to stabiliie the economy,

Jﬁelped to strenghten public finance, restored private sector .
confidence through a reduction in macroeconomic uncertainty, and
encouraged domestic real investment through the offer to national
entrepreneurs of a new range of business possibilities to
develop.

Nevertheless, some considerations should be made: For
example, in relatlon to the first argument used about the
inefficiency of public fizms. In this case the public¢ sectox
cannot be blamed for the inefficiency of all the enterprises,
since as it was mentioned-in' - the paper most of the firms sold
during the first part of the program were owvned by the
government, because it tooR them over from  the private sector
given the financial problems they were confronting.

Regarding the fourth explanation, in Mexico the divestment
process has not improved income distribution, on the contrary it

has worsened it, since most firms have been sold to

conglomerates, increasing their social influence. Furthermore, N
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until now the proceeds of the sale have been used more for
stabilization purposes than for income redistribution.

On the other hand, among the lessons that can be learned
from the Mexican program, one is that the most publicized,
homogenous and clear are the rules and practices followed in the
divestment process, as well as in their results, minimal are the
possibilities of wrong doing and highest the probabilities of a
vell managed program, resulting in higher income for the
Government from the proceeds of privatization.

In the latter =result, for obtaining the highest poqsible

'
price from the sale of the enterprise a bidding system,4i§ very

R
important, where several investors can compete freely for the

acquisition of the £firm.

Another point from the program analyzed is that even though
some savings can arise with the divestment, from the reduction in
subsidies previously going to inefficient enterprises, it is also
true that most of the firms that are privatized were producing
revenues Lo the Government. Thus, the public sector will face a
reduced string of income following the privatization, .so it will
be wise to make up some reskrves for this eventuality.

Finally,-in the last two years the successful disengagement
of the largest public enterprises in Mexico shows that it will be
prudent to undertake preventive measures to avoid undesirable
side effects on the macroeconomic environment, when large sum of

money are expected from the sale of firms.
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FERADAINLRA ACTICANA, §.B,
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FENEF, O FRUTAS CITRICAS 1 TROPICALES DE SUESRERD 13-Jan-01 LLbh COAMLJORCARON, EDQ, D6 GOERBERD 1,025.00
INGENLD CALIFAR, 3.4, DE C.v. V2-daasi? CONSORCID (dusTATAL E3COSPLGR, §.4, B C.W, 35,000.04
INGENT FLBN UE Sm WIS, .0, O G.Y. 1i-dan-89 (OR30RCIG INCuSIRIAL T3COPION, §.5, BE €.V, .
LORERCIAL DE TELAS, 5.4, 1-dan-69  QNRESQS SINDTCALIIADOS DE LK EAPRESK 2,259
INGENID GUESERIR, 3.E. 13-2an-@1 GhukD BETA Shx AIRKL, 5.4, B Cov. 04,500, 00
INGEN[O PONCIANG ARR{AGH, §.4 t3-den-81 GUPQ BE1A SAx Ajkete, Sk, M L., . —_
IWBENTD ALVARD OBKEEGN, 5.4, 13-Jun-3t  GhuPD BEVA SAN BIEL, 5.0, M C.V. ‘
FOREN, BluCALDEL LENTAD, 5.4, VINEENID FCO,AMECA) 13-Jan-B3  SEUPQ BETA Sam RIGWEL, 5.5, B C.v. :
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REFRACTAAIGS BLDALGO U-Ror-§9  IADUSIRIAS FEANEE, .0, OF C.V. 1 405.00
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< OIm GUTORUSES, S8 DE C.v, U-Det-11 ERFQ R, 5.A BE LV, . WL 6.9 "
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fADcRAS TadusTRIACIRDAS DE QUINTANA K00, $.A.
SOAOCAL, §.4,
FRODUCTCS PESRLLROS BE EAWTA DE TORTUBAS, §.A. DE C.v.
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UNILEVEL, §.4,

COMERCTALITACORR FORTLNES, S.k, BE L.V,
WIDRDBERADDRA MALICRAL, S, A ¥ LY.

Jab0nid 1 D 1ERstniES, 5.4, O (¥,

FAOTEIRAS LnDuSTRTAES LA LAGUNA, S0 BE L.V,
Aok INDUSTHIRS fRILRRADAY DEL ®0&1E, S.A. Bt L.V,
MOLERCAA, § b BE C.Y.

TRASFONTRIBO, 5.8, O£ .Y,

IAUEILES RagaR, S, 0E .Y,

HIBROGERADINA NACI0NAL, S.h. BE LY,

KHORRTMT, 5.4, DE L.V,
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BRURD CIERYD, 5.4,
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K10d0 WAKEG 0610 CG. L10. 1 SOmiTnG COkFORAL[DN
FRCAOCIONES TURISTICAS JAMANEL, %4, B L.V,
CIGARRERR LA TABACALEAA AELICARA, 5.0, BE L.V,
OPERADCRA RETROPOL] TANA BE LACTEDS, 5.h DE L.¥.
TRDUSTRIAS 1CA, 5.4, B LY,

MELE IES DMVE] MYME]D Y70 SAIAL LOPED RONCRO
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SERTEL, §.h M L.V, .
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CORPORM 100 NET{CHA BE Wy [ACIDN
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1108 BESCUERDS DE TOPGLUSANFG, 5.A. O C.¥. 11-Ngw-10
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135 EX DIKECTORICS, 5.4. 13-Pag-50
1340 i0nE5 AEFICANAS, 5.h. BE L.V, 13-Gec-i0
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K0S DEL NOROESTE, S.A. BE £.¥. 13~bec-50
{0 DE LR3A3AND LA ABEJR, S.A, i 11-3ec-50
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