I NOVEMBER 1976 '~ RECEIVED 0123382
FROM: MEXICO CITY 38264 IN 086483

TO DIRECTOR
PACGEE

THE FOLLOWING IS ATTACHMENT TO 1 NOV MESSAGE FRDM MR, DONALD

" SYVRUD TO TRtA‘URY DEPARTMENT FOR ATTCNTION OF UNDER SECRETARY YEQ,

MR. SAM CROSS AND MR, F.L, WIDMAN.

SUBJECT: FOREIGN EXCHANGE DEVELOPMENTS IN
1976,

INTRODUCTI ON

.1, THIS PAPER TRACES THE BANK OF MEX1ICO'S KBDM) FOREIGN EXCHA NGE
) RESERVE POSITION AND INTERVENTION DATA FOR 1976, RECONCILES

CHANGES IN THE RESERVE POSITION WITH INTERVENTION DATAo AND PROJ
" THE BORROWING REOUIREMENTS AND FOREIGN EXCHANGE AVAILABILITIES

FOR THE REMAINDER OF 1976,

A1e1qry prog Y pIYED woyy A& wongg
payIssAsaq

.. FOREIGN EXCHANGE RESERVES
2, ~THE BANK OF MEXICO'S GR0OSS FOREIGN EXCHANGE RESERVES

AS OF OCTOBER 29, 1976, TOTALLED 778 MILLION, A BECLINE OF 797

MILLION SINCE DECEMBER 3g, 1975, THE COMPOSITION OF GROSS RESERVES

<

'\)‘}"“}'_DN THE BASIS OF PRELIMINARY DATA ARE: GOLD, 2643 1IMFs 0§ SDRS, 503
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EX» 444; US TREASURY BILLS, 19; ACCEPTANCES, 1; NET BILATERAL
PAYMENTS POSITION, 19i SEE TABLE 1.

(IF THE GOLD HOLDINGS ON OCTOBER 28 WERE VALUED AT A CONSTANT
PRICE OF $42.,22 PER OUNCE, THE SAME VALUE AS OF DECEMBER

38, 1975, THE CHANGE IN GROSS FOREIGN EXCHANGE RESERVES WoULD

AMOUNT TO $955 MILLION).
THE BANK OF MEXICO'S NET FOREIGN EXCHANGE RESERVE POSITION,

,
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TAKING THE U,S, TREASURY SWAP INTO ACCOUNT, WAS $436 MILLiON ON
-OCTOBER 29. THIS TREASURY SWAP WILL BE PAID ON NOVEMBER 5, 70
BE COVERED BY AN EQUAL DOLLAR AMOUNT DRAWN FROM THE iMF. (SDR
134 MILLION OF THE FIRST CREDIT TRANCHE AND SDR ig5 MILLioN OF
THE COMPENSATORY FINANCING FACILITY ON NOVEMBER 1 AND 3),

3, INCLUDING THE SWAP AS A LIABILITY (SWAPS BEING PESD OBLI-
GATIONS ARE NOT A LEGAL FOREIGN EXCHANGE LIABILITY OF THE BANK
OF MEXIC0), THE DECLINE IN THE_EEI_EQR&LQ&JQE&Ej@E‘PDSiTiON OF
THE BANK THROUGH OCTOBER 29 AMDUNTED T0_§;§gg§ﬂILLf0N, AN AVERAGE
OF $132 MILLION PER MONTH,

4, THESE GROSS AND NET FOREIGN EXCHANGE POSITIONS ARE CONSIS-

TENT WITH THOSE PROVIDED WEEKLY. | RN

NET FOREIGN EXCHANGE MARKET INTERVENTION v E’;}
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5, DURING THE FIRST TEN MONTHS OF 1976 - TO BCTOBER 29, THE
BANK OF MEXICO'S FOREIGN EXCHANGE OPERATIONS RESULTED IN NET
SALES OF $3408 MILLION, MONTHLY INTERVENTION DATA, SHOWING THE
NET PURCHASES AS SALES TO THE PRIVATE SECTOR AND T0 PUBLIC SEC-

i )‘,nqd

TOR ENTE?PRISES: ARE INCLUDED IN TABLE 2,
6. THE ACCUMULATED INTERVENTION DATA ARE CONSISTENT WITH

|-~ THOSE PROVIDED. ON A DAILY BASIS,
. o »
RECONCILIATION OF RESERVE AND INTERVENTION DATA
7. THE KEY TO RECONCILING THE DIFFERENCES BETWEEN CHANGES IN

PaYIstR[3q

- REsééve DATA AND INTERVENTION DATA IS AN UNDERSTANDING THAT THE

ALBIQU] PO Y BIeI9D WOy A

_ MEXICAN ECONOMY OPERATES VIRTUALLY ON A TWO CURRENCY BASiS-DOLLARS
' Aﬁn PES0S, THERE IS COMPLETE CONVERTIBILITY BETWEEN THE TWO CURREN=
" CIES AT ALL STAGES. INDIVIDUALS AND FIRMS, FOREIGN OR DOMESTIC,
MAY HOLD PESO OR DOLLAR DENOMINATED ACCOUNTS IN COMMERCIAL BANKS.
COMMERCIAL BANKS IN TURN MAY HoLD PESO OR ‘DOLLAR DENGMINATED
ACCOUNTS AT THE BANK OF néxxco. THE ONLY LIWMITATION ON COMMERCIAL
SANKS IS THAT THEY ARE REGUIRED TO BALANCE THEIR FOREIGN EXCHANGE
POSITIONS EACH CAY. PUBLIC ENTERPRISES ALSO HOLD DOLLAR DENOMINA=-
TED AS WELL AS PESO DENOMINATED ACCOUNTS AT THE BANK OF MEXICO.
8. MOST OF THE DIFFERENCES BETWEEN RESERVE AND INTERVENTION
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DATA .ARE ATTRIBUTABLE T0 FREE CONVERTIBILITY AND THE RIGHT TO HoOLD
DOLLAR DENOMINATED ACCOUNTS IN THE BANK OF MEXICD, MANY OF THE
TRANSACTIONS OF THE-BANKS OR THE PUBLIC ENTERPRISES ARE MERELY
 WTRANSFERS"™ FROM THEIR PESO ACCOUNT TO THEIR DOLLAR ACCOUNT (OR

R ‘tqd

VICEVERSA) IN THE BANK OF MEXICO. SUCH A TRANSFER WOULD INVOLVE

A BANK DF MEXICO SALE OF DOLLAR FOR PESO (OR VICEVERSA) AND WOULD:
THUS BE INCLUDED IN INTERVENTIUN DATA., THE TRANSACTIDN WOULD ALSO
INCREASE (OR REDUCE) THE BANK OF MEXICO0'S DOMESTIC DOLLAR LIABILI~

" bivion WOy A
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TIES (7D THE BANK OR ENTERPRISE) BUT IT WOULD NDT AFFECT I7TS GROSS.H

1 P,

\FOREIGN EXCHANGE HOLDING, - | =
9, 1F THE COMMERCIAL BANK (OR PE) SIMULTANEOUSLY REQUESTED A §‘
TRANSFER FROM ITS PESO ACCOUNT T0 ITS DOLLAR ACCOUNT AND REQUESTED
“ PAYMENT OF THE DOLLARS TO A U.S. BANK, THIS TRANSACTION, WFOREIGN
'EXCHANGE DRAFTé AND PAYMENT ORDERS" INVOLVES BOTA INTERVERNTION
(A BANK OF MEXICO'S SALE OF DOLLARS FOR PES0S) AND A RESERVE LOSS
(A REDUCTION IN THE BANK OF MEXICO'S DOLLAR LIABILITY TO THE BANK
AND A SIMILAR REDUCTION IN THE FOREIGN EXCHANGE ASSETS).
10, 2 IF THE COMMERCIAL. BANK (OR PE) REQUESTS A TRANSFER FROM I7S
DOLLAR ACCOUNT IN THE BANK OF MEXICO TO A FOREIGN BANK:, THERE IS NO

PESO-DOLLAR TRANSACTION AND THUS NO INTERVENTION, BUT THE BANK COF MEXI~

. | | §/§;¢j5%?77
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CO AGAIN DRAWS DOWN ITS FOREIGN EXCHANGE RESERVES TO MAKE THE PAY-
MENT ABROAD = AGAIN REDUCING ITS DOLLAR LIABILITY T0 THE MEXICAN
BANK, THE BANK OF MEXICO REFERS TO THIS TRANSACTION AS "TRANSAC=

=~ TIONS IN U.S, DOLLARS ONLY",
11, COMPARISON OF CHANGES IN NET FOREIGN EXCHANGE RESERVE PO=

i )‘,!‘qu

- SITION THROUGH OCTOBER 29 (31322 MILLION PER PARA', 33 WITH NET
_INTERVENTION DATA ($3488 MILLION PER PARA, 5) RESULTS IN A DIFFE-
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. RENCE OF $2,882 MILLION. PRECISE DATA TO RECONCILE THIS DIFFERENCE:
-'FOR THE ENTIRE YEAR ARE NOT READILY AVAILABLE, BUT WITH A MAJOR

-

EFFORT COULD BE PULLED TOGETHER FROM DAILY WORKSHEETS. 1IN RECOG=-

AIRIQUY piog

NITION OF THE NEED TO BEGIN RECONCILING RESERVE AND‘{NTERVENTION
bATA THE BANK OF MEXICO INITIATED ON SEPTEMBER 16 A DAiL? SUMMARY
WHICH FACILITATED THIS RECONCILIATIO&. THESE DATA FOR SEPTEMBER
16 TO OCTOBER 19 ARE INCLUDEb IN TABLE 3. -

12, FAIRLY ACCURATE DATA ON NET CHANGES IN FOREIGN EXCHANGE
RESERVES OF THE BANK OF MEXICO ARE AVALLABLE.DAILY THROUGH CAL=-

CULATION OF THE THREE TRANSACTIONS DESCRIBED IN PARAGRAPHS 8-1p

ABOVE,
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BOTH THE COMMERCIAL BANKS AND THE PUBLIC ENTERPR]SES ENGAGE
IN ALL THREE OF THE TRANSACTIONS DESCRIBED ABOVE¢
13, ANOTHER APPROACH T0 EXPLAINING THE DIFFERENCE BETWEEN

payIsce[aq

INTERVENTION AND RESERVE DATA IS TO EXAMINE THE OPERATIONS OF THE
 COMMERCIAL 3ANKS AND PUBLIC ENTERPRISES SEPARATELY, THE COMMERCIA
BANKS ARE REQUIRED TO DEPOSIT IN THE BANK OF MEXICO AN A \ERAGE OF

Brerary iy o pyesen Woy ui iy

75 PER CENT OF THEIR DOLLAR LIABILITIES, THE BANK OF MEX]CO RECORDS
THESE DOLLAR DENOMINATED DEPOSITS AS FOREIGN E XCHANGE LIABILITIES

TO THE COMMcRCIAL BANKS, THRQOUSH OCTOBER 28, THESE LIABILITIES
_INCREASED BY $782 MILLION (Faowlw ON DECEMBER 32, 1975

———— =
TQ 728 MILLION ON OCTOBER 28), ASSUMI NG THI S AMOUNT AS A BANK OF

——

MEXICO FORE]GN EXCHANGE LJA3ILITY, NET FOREIGN EXCHANGE RESERVES-.
DECLINED $2,239 MILLION (FROM 51567 MILLION ON DECEMBER 33, o
A NZGATIVE 5295 MILLION ON OCTOSER 29, INCLUDING A $177 MILLION
AQJUSTMENT FOR THE CHANGE. IN THE GOLD VALUATION SYSTeﬁz.

14, TAKING ALL KNOWN ITEMS INTO AGCOUNT, WE CAN EXPLAIN S$2,820 MIL=
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LION OF THE $3,4@8 MILLION NET INTERVEWTION LOSSs MOST OF THE
REMAINING $1,382 MILLION IS ATTRIBUTABLE TQ THE BANK OF MEX]CO!S

TRANSACTIONS WITH THE PUBLIC ENTERPRISES, WHEN A PUBL IC ENTERPRISE

BORROWS DOLLARS FOR THE SPECIAL TRUST FUNDs THE PROCEEDS ARE
REPOSITED IN A DULLAR ACCOUNT IN A FOR=IGJBANK TO TH ACCOUNT OF

g

. THE BANK OF H:XICD (AS A TRUSTEE)y TO THE EXTENT THAT THE GOVERN-
% 'MENT OF MEX]CO AUTHIRIZES DELIVERY OF THOSE DOLLARS TD PUBLIC ENw
TITIES, FOR PAYMENT OF IMPORTS QR DEBT SERVICES:s THE TRANSACTION

PILJISTRIO(

:-IS'A "W DOLLAR ONLY"™ TRANSACTION, WITH NO INTERNENTIDN INVOLVED,
‘TU THE "XTcNT THAT THE GOVERNMENT OF MEXICO AUTHORIZES DEL IVERY
GF THE DOLLAR PROCEEDS FOR EXPENDITURES IN MEXICO:y THE DOLLARS

AIRIQUT paog Yy PIvIdD Woly Ai:

ARE CONVERTED INTO PESQS AND ARE INGLUDED IN THE INTERVENTION
DATA AS A PURCHASE OF DOLLARS. FOR PESOS, To THE EXTENT- THAT THE
DOLLARS REMAIN ON ACCOUNT AT THE BANK OF MEXICQs THEY REMAIN

AS A LIABILITY, ALL THESE TRANSACTIONS FROM BEGINNING TO END,

ARE SIMULTANEOUSLY REGISTERED IN MEMORANDA AGCOUNTS,

15, DATA ON BANK OF MEXICO TRANSACTION WITH PUBL JC ENTERPR JSES

N sttt —ma e

ARE NOT READILY AVAILABLE: A MAJGR EFFORT WOULD BE REQUIRED Tp
- P

SUMM AR 12 E THE INCREASE [N BANK oF MEXICU USE OF TRUST FUND DOLLAR

RESOURCES, A : ,3*' "gg
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16, [N SUM, NET FORZIGN RESERVES HAVE DECLINED BY $3,408 MILLIoN—

DURING THE YEAR T0 QCTOBER 29, GROSS RESERVES HAVE DECLINED BY
$955 MILLION» AND FORZIGN :XCHANGE LIABILITIES HAVE INCREASED

BY THE DIFFERENCES, OF HHICH 365 MILLION SNAP T0 THE U.S; TREA=
SURY: 37 82 HILL&UN LIABILITY To THE COMMERCIAL BANKS AND $1,382

St tb——

A )J'l(_‘d

MILL ION LIABILITY 70 Tr: PUsLIC ENT:RPRIS:S

g

_PROJECTIONS FOR NOVEMSER AND DE CEMBER .
17, THE CRITICAL UNKNOAN IN PROJECTING THE BANK OF MEXICO!'S Fpw

-
]

p3yscepoq

- REIGN EXCHANGE REQUIREMENTS AND AVAILABILITIES FOR THE REMAINDER
OF 1976 IS THE LEVEL OF SPECULATIVE CAPITAL OUTFLOW RESULTING.

ATRIQIT p1dg g pIvIen woyj A

FROM A LACK OF CONFIDENCE, ON THE ASSUMPTION OF NO SPECULATIVE

- "CAPITAL OUTFLOW ANU, BASED ON THE BEST AVAILABLE DATA ON THE
TREND OF THE CURRENT ACCOUNT AND REAS.ONA'BL‘E ASSUMPTIONS REGARDING
CAPITAL ACCOUNT MGVEMENTS, THE BANK OF MEXICO PROJECTS A $204

" MILLION NET INFLOW FOR THE FINAL TWO Mmrﬁs OF 1976, THé PROJEC=
nons AND THE ASSUMPTIONS ON WHICH THE PROJCCIIDNS ARE MADE ARE
SHONN IN TABLE 5 | |

18, THE BANK OF MEXICG IS PROJECTING A CURFENT ACCOUNT DEFICIT

FOR THE LAST TWO MONTHS OF 5452 MILLION, THIS 1S BASED oN A FORE~ "

B
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CAST D 5FICIT F OR 1976 OF 52,997 BILLIgN, oF W ICH 524183 MILLION
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IS A PRELIMINARY ACTUAL THROUGH AUGUST. FOR THE FINAL FOUR MONTHS

THE BANK OF MEXIGO EXPECTS A SMALLER ($225 MILLION) MONTHLY DEF]e«

CIT THAN DURING THE EARL JER EIGHT MINTHS (263 MILLION , BUT STILL
'BIGGER THAN THE FIRST QUARTER (5212 MILLION),

19, PUBLIC SECTOR CAPJTAL ACCOUNT TRANSACTIONS ARE PRO JEC TED av

. THE FINANCE MINISTRY To RESULT IN A NEW INFLOW OF S654 MILLION,

b A i

. WLTH AMORTIZATIONS OF $5¢2 MILLION AND BORROWING OF S 4454 MILL]ON

Iy, hl_k]
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THIS LATTER INCLUDES AN $8828 MILLION CREDIT ARRANGED BY THE BANK'

. OF AMERICA FOV LATE -NOVEMBER OR EARLY D:CEMBER-
28, " PRIVATE SECTOR CAPITAL ACCOUNT TRANbACTIONS Bnn+ LONG AND

AreIqUy prog -y p1efSo Woy A

" S{ORT TER{, ARE ASSUMED T0 BE IN BALANCE FOR THE REST OF THE YEAR |
WITH AMORTIZATIONS OF S$577 #ILLION OFFSET BY BORRIAING OF A SIMIe

e RIS

LAR AMOUNT,, GIVEN THE EXCEPTIONALLY TIGHT MONETARY SITWATION, 70
BE DESCRIBED LATER, THIS ASSUMPTION SEEMS REALISTIC,

21, FINALLY) THE U,S, TREASURY SWAP IS DUE FOR REPAYMENT ON NQw
VEMSER 5, T BE COVERED BY DRAWINGS FROM THE. IMF OF A SIMILAR |
AMGUNT ON NOVEMBER 2 AND 4,

THE KEy UNKNOWN 1S THE AMOUNT OF SPECULATIVE CAPITAL FLIGHT
BASED ON THE CONFIDSNCE FACTOR, | L
LIST OF TABLES | f“
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FOREIGN EXCHANSEZ RESERVES

DECy 1975 - 0CT, 284 1976+ BY MONTH

(MILLIONS 0F US DOLLARS)

NET FOREIGN EXCHANGE INTEFWENTlﬁN

4d

FROM END OF DEC, 1975 T0 OCTy 295 1976, BY MONTH, NITHiBREAK'é

DOWN OF NET PUBLIC SzCTOR AND PRIVATE SECTOR ORPERAT IONS,

(MILLIONS OF US DOLLARS)

RECONCfLIATION OF FGREIGN EXCHANGE RESERVE CHANGES AND NET

INTERVENTION

(MILLIONS OF US DOLLARS)

. DATA SEPT, 17 TO 0CT, 29, 1976 (TO BE POUCHED)

BALANCE OF PAYMENTS 1976,BY QUARTER

ATRIqU] prog Y pivien WolJ. 1.

ACTUAL TO FIRST SEMESTER 1976 AND PROJECTIONS FOR.

SECOND SEMESTER 1976,
(M LLIONS OF US DOLLARS)

PROJECTED FOREIGN EXCHANGE -
REQUIREMENTS AND AVAILABILITIZES, NOVEMBER AND

(MILLIONS GF US DOLLARS)
FORE]GN EXCHANGE RESERVE

SEPT, 17 » 02T, 28 1976

s .
»

(TO0 BE POUCHED)
SECRET

DECEMBER 1976,

————— —
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