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The Central Bank withdrew from the exchange market on February 18,
1982, Prior to that date, the rate of exchange was 26.9 pesos to the US
In recent weeks the Peso 1s being traded around 46 to the dollar.
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MEXICO

POLLUTION CONTROL PROJECT

Loan and Project Sunmary

Borrower: Naclonal Finauciera, S.A.
Guarantor: United Mexican States

Beneficiary: Industrial Equipment Trust Fund (FONEL)

Anmount: US$60 m )2° 2n equivalent, including capltalized frounf.—end
fee.
Terms: Fifteen years, including 3> years of grace, at an interest

rate of 11.6 percent per annum.

Onlending
Terms: FONEL would receive loan funds at an interest rate equal to
that of the Bank loan. FONEI would retain the proceeds of the
lean as additiornal geovernment equity.
Project

Desz?ipt{gg: The project would:

(a) finance industrial enterprises' acquisition and installaticn
of pollution control equipwent, process changes or plant
relocation;

(b) firp.unce private automobile garages' acquisition of venicular
emission testing and diagnostic equipment;

(¢) finance local and federal authorities' acquisition and
installation of pollution monitoring equipment, laboratory
facilities, and emission testing and diagnostic equipment for
automobile inspection stations;

(d) train technical staff of implementing agencies, financial
institutions and industries, and automobile mechanics;

(e) support studies and technical assistance to help develop
long-term contro® strategies and emissions standards.

Project
Risk: The most important risk is inadequate monitoring and enforce-
ment of pollution contrel regulations. The high priority
attached by the government to this program and its commitment
on a project execution paper, with a detailed action progran,
suggest that this risk is not high.

This d‘ocumc'nt has. a restricted distrit ution and may be used by recipients only in the performance
of their official duties. Its contents muy not otherwise be disclosed without World Bank authorization.




Eg}imated~Cost:

Local Foreign Total
------- USS milliong—=—~—m—m
Air Pollution Control 91.0 39.3 130.3
Industrial Source Control 82.8 35.2 118.0
Automobile Inapection 5.8 2.0 7.8
Air Quality Monitoring #* 0.2 1.8 2.0
Training and Studies * 2.2 0.3 2.5
Water Pollution Control 35.9 18.3 54.2
Industrial Source Control 35.0 18.0 53.0
Training, Studies, and '
Monitoring Equipment ¥ 0.9 0.3 1.2
Solid Waste Control % 2.2 O.. 2.5
Industrial Solid Waste Inventory 1.8 0.2 2.0
Feasibility Studies 0.4 0.1 0.2
Health Impact Studies * 1.8 1.2 3.0
Front-End Fee - 0.9 0.9
TOTAL ) 130.9 60.0 19C.9

Financing Plan:

Local Foreign Total
——————— US$ millionsg~~——-

FONET. 84.3 - 84.3
Industries and Banks 38.0 - 38.0
Government 8.6 - 8.6
Bank - 60.0 60.0

TOTAL 130.9 60.0 190.9

Estimated Disbursements:

————————————————— US$ milliong——————————~
Bank FY 1983 1984 1985 1986 1987 1988 1989

Annual 2.4 10.5 15.5 15.1 10.0 5.0 1.5
Cumulative 2.4 12.9 28.% 43.5 53.5 58.5. 60.0

Rate of Return: Not applicable.

Staff Appraisal Report: Report No. 38165~ME dated April 28, 1982.

and 7 percent for 1985.

Costs of these items include physical contingencies of 5 percent and
price contingencies of 8 percent for 1982 and 1983, 7.5 percent for 1984



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

REPORT AND RECOMMENDATION OF THE PRESIDENT
TO THE EXECUTIVE DIRECTORS ON A
PROPOSED LOAN TO NACIONAL FINANCIERA, S.A. WITH THE GUARANTEE OF
UNITED MEXICAN STATES FOR A POLLUTICN CONTROL PROJECT

1. I submit the following report and recommendation on a proposed lcan
to Nacional Financiera, S.A. with tne Guarantee of United Mexican States for
the equivalent of US$60 million to help finance a pollution contrnl project.
The loan includes a capitalized front-end fee of US$0.9 million.
Approximately US$55 million of the loan would be onlent through the
Industrial Equipment Trust Fund (FONEI) for the purchase of pocllution control
equipment by industrial enterprises and for purchase of automobile em?’ssiouns
testing equipmeat by private garages. FONEI would receive these funds at an
interest rate equal to that of the Bank loan, and woculd retain them as
additional government equity. The final borrowers would recelve loan funds
at a variable interest rate not lower than three points below the cost of
funds to multipurpose banks (ACF). Subloans would have a maximum
amortization period of 13 years including 3 years of grace. The government
would assume the foreign exchange risk and the responsibility tu repay the
Bank loan. The loan would be repaid over 15 years, inecluding 3 years of
grace, with interest at 11.6 percent per annum.

PART 1: THE ECONOMY 1/

2. The Mexican ecounomic situation and major issues of economic policy
were analyzed in "Mexico: Develcpment Strategy - Prospects and Problems”
(3605-ME), distributed to the Executive Directors on August 31, 1981.
Country data sheets are attached as Annex I.

Background

3. For the last thirty years, the Mexican economy recorded a high rate
of growth: on average, GDP grew at 6 percent per year, in real terms,
between 1950 and 1980, allowing output per capita to increase by 3 percent
per year over the same period. Sustained growth brought about rapid
industrialization: especially after 1955, industry has been the most dynamic
sector of the economy, growing at an average rate of 7.5 percent per year,
while agricultural output grew at 3.5 percent per year;, thus, the share of
the industrial sector in GDP went up from 26 percent in 1950 to 38 percent in
1980. A similar change took place in the structure of foreign trade, with
manufactured products accounting for an increasing share of total exports
between 1950 and 1975. Finally, the last thirty years witnessed the passage
from a rural to a2 largely urban society: in 1980, the fraction of total
population living in urban areas was estimated to exceed 60 percent, while it
was less than 30 percent in 1950.

i/ This section is substanti.lly unchanged from the President's Report
for the Capital Goods Industries Development Project (P-3284-ME of
April 22, 1982). However some minor changes have been introduced in
paras. 10-15.
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4, Successful exploitation of profitable opportunities by a dynamic
private sector has been the main engine of growth in the Mexican economy; but
the market mechanism, left to itself, would have done little to correct the
effects of an uneven distribution of resources on the relative position of
the poorer segments of the population and of the less favored areas of the
couvntry; hence the government uas had to play a critical role in balancing
the neod to provide resources and !ncentives for growth against the demands
for a falr distribution of its benefits,

5. In the early seventies, the government sought to build up
infrastructure, expand basic industries, stimulate agricultural output and
implement massive social programs. The difficulties it encountered in
mobilizing enough resources to attain all these aims simultaneously led to
excessive public sector defieits, while domestic supply rigidities caused a
large part of aggregate demand to spill over into imports. Efforts to
redress financial imbalances by strengthening public revenues fell short of
their goal, and, in Septomber , 1976, the hitherto fixed parity of the peso
was abandoned, while the government imposed a strict stabilization program on
the eccnomy.

Economic Performance, 1976-1981

6. The Administration of President Lopez Portillo, which took office
in December, 1976, saw the control of inflation and the improvement of the
current account balance as its most urgent tasks; it succeeded in reducing
the rate of increase of domesti: prices by half between 1977 and 1978 while,
at the same time, the current account deficit decreased by over 40 percent.
In 1978, the economy resumed its path of rapid growth. One of the major
constraints on economic growth - the availability of foreign exchange - had
been greatly relaxed Ly the successful exploitation of Mexico's oil reserves;
these, which at the end of 1981 stood at 72 hillion barrels (with potential
reserves estimated at 200 billion baurvels), enabled the economy to finance
the purchases of raw materials and capital goods needed to sustain high GDP
growth, while the revenues from federal taxes on oll exports provided the
Government with resources, on a hitherto unprecedented scale, to pursue some
of 1its long-standing policy goals,

7. In 1978-1981, output grew at an annual rate exceeding 7 percent,
above what would have been needed to absorb the new entrants into the labor
force; open unemployment is estimated to have fallen to 4-5 percent of the
labor force in the modern sector although underzmployment is likely to remain
high in the medium run. The Administration succeeded in achieving investment
growth of over 16 percent per year, strengthenling its support to agriculture,
reversing the trend towards a worsenling trade balance on basic foods,
containing to some extent rural migration and providing small farmers with
access to more efficient production methods. Finally, a combination of
fiscal {incentives and administrative regulations “together wlth the increas-
ing costs of congestion) had a positive effect on spatial decentralization,
one of the major policy objectives of the Administration.

8. A marked increase in the size of the budget has been the first
result of the government's new commitments: the expenditure budget grew, in
real terms, 20 percent per year betswieen 1979 and 1281; furthermocre, actual
expenditures exceeded budget figures by. significant amounts (by as much as
12 percent in 1981). Revenues have grown more slowly, and, as a result, the
public sector deficit amounted to over 14 percent of GDP in 1981. Despite a
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high rate of mobilization of private savings into the financial system - made
possible by a scheme of adjustable rates on peso deposits - the government
had to resort increasingly to foreign borrowing. By 1580, moreover, the
side—effects of rapid GDP growth were making themselves felt; aggregate
demand - with total investment growing at over 16 percent per year, in real
terms, since 1979 - was exerting pressure on prices, and domestic inflation
reached 26 percent, while the nominal exchange rate had remained practically
stable since 1977; as a result, non—oil exports were decreating in real
terms, while imports - encouraged to some extent by a more liveral trade
policy - had grown by 30 percent per year since 1973. At the end of 1980,
the current account deficit amounted to &4 pevcent of GDP, as it had in 1976.

Recent Developments

9. In 1981, the need to bring dicmestic inflation under control and to
help restore the competitiveness of non-o0il exports becawe obvious. The
Administration opted for a policy of gradual adjustment, counting on slower
demand growth in 1982 - brought about partly by a deceleration of public
expenditures - to moderate inflation, and allowing a faster rate of float of
the peso to reduce the gap between domestic and foreign prices over a two-
yvear period., With a favorable ocutlock for oil exports, no major problems
were expected in the external sector, and a path of gradual adjustment to a
rate of growth of 6~7 percent appeared sustainable in the long run and was
considered to be less costly in terms of inflation and unemployment than more
drastic stabilization measures. Thus, the Administration attempted to reduce
the extent of public overspending, while at the same time reintroducing
import licenses on 80 percent of imports, tightening public procurement
procedures and allowing the float to proceed at a faster pace,

10. This program suffered a setback when, in the second half of 1981,
it became apparent that oil sales would not reach their target: actual oil
revenues, at US$14 billion, turned out to be 25 percent below what had been
forecast. The public sector had to increase its foreign borrowing by USS$4
billion, and the current account deficit reached an estimated USS11.3 bil-
lion, or 8 percent of GDP, at the end of the year. The exchunge markets
reacted by increasing the downward pressure on the peso, and, in early 1982,
two events combined to make a guided fleat increasingly costly to maintain:
on the one hand, it seemed likely that oil sales for the year would again
fall short of expectations; on the other, the 5 percent increase in domestic
prices in January - due in part to the rise in domestic fuel prices decreed
in December, 1981, and in part to a 34 percent raise in the minimimum wage
for 1982 - suggested that inflation, which had reached 28.7 percent in 1981,
might well accelerate further im 1982. Once more, the exchange markets
reacted unfavourably, and, in order to stop the steady drain on reserves
required for maintaining the float, the authorities withdrew their suppcrt of
the peso on February 18. Since then, the exchange rate has stabilized at
about Mex$46 to the dollar, amounting to an adjustment of 70 percent

(40 percent in dollar terms), Simultaneously, the Administration announced a
stabilization program whose main components are a 3 percent cut in the 1982
budget - which, at the current rate of inflation, shows a decrease in real
terms with respect to 1981 ~ the imposition of temporary price controls, the
liberalization of certain necessary imports (basic foodstuffs, raw materials
and capital goods) and the granting of financial support to firms affected by
the parity change. Finally, a wage raise of 30 percent for the lower



echelons of the Administration was announced, with higher employees receiving
increases of the order of 10 percent; labor has been urged to limit its
demands :co what would be necessary to restore the pre-devaluation real
purchasing power of wages. :

Praospects

11. The rate of inflation for 1982 has been forecast at 4C to 45 per-
cent, while output is expected to grew at 4-4.5 percent. Both figures are
slausible, but sensitive to unpredictable circumstances. A 45 percent rate
of inflation can be expected under a wage adjus’ment aimed at restoring the
pre-devaluation purchasing power of wage incone since, given the low import
coefficient and the still lower share of imports im consumption, such an
adjustaent could be significantly lower than the parity change. A 4.5 per-
cent tate of GDP growth is compatible with a slight fall in imports of around
5 percent which would bring about a substantial improvement in the current
account balance. But a larger wage increase may result in higher domestic
prices, and, if oil revenues fall short of their expected target of about
US§17 billion, an improvement in the current balance might require a sharper
fall in imports which would, in turn, force a lower rate of GDP growth,

12. The Mexican Administration has sought to minimize the disruption
caused by the stabilizatilon measures so as not to jeopardize the remarkable
growth of the past years. 1In doing so, it has opted for a policy of gradual
adjustment whose effects will be apparent only in the medium run. Inflation
may well exceed 40 percent in 1982, and this will offset pa:zc of the effects
of the devaluation on the competitiveness of non~oil exports. On the other
hand, the external sector can improve, in the short run, only to the extent
that imports show a substantial deceleration, since, even though the adoption
of a more realistic parity has removed a major obstacle to non-oil exports,
the stimulus to foreign sales is unlikely to have a significant effect on
aggregate exports in the next few months since oil accounts for three-fourths
of total export revenues, Finally, the Administration has little margin to
reduce its expenditures during this fiscal year. The only item in which
substantial cuts can he effected in the short run is public investment:
general expenses (38 percent of the expeuditure budget), debt service (21
percent) or transfers and subsidies are virtually fixed for the duration of
the budget. But if the Administration adheres to a strict budgetary policy,
thereby contributing to moderate the rate of domestic inflation, significant
improvements are likely to appear by the end of 1983: non-oil exports, led
by tourism and certain consumer goods such as clothing, footwear and
appliances, will probably grow substantially. A reduced public sector
borrowing requirement (new net foreign financing is scheduled at USS$11
billion for 1982, down from US515-~17 billion in 1981) will reduce the
pressure on the peso, and, by 1984, Mexico could reach a sustainable rate of
GDP growth of about 6 percent on average, while maintaining the current
account deficit within manageable limits. lastly, the Administration has an
cpportunity to overhaul the entire system of transfers and subsidies,
reducing their levels and improving their cost—effectiveness,

13. The country still faces structural problems in the years to come,
related mainly to poverty and unequal interpersonal and inter-regional
distribution of income. Efforts were made in the past to improve the living
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conditions of tie poorer segments of the population. A family planning
program started in 1972 brought the growth rate of the population to an
estimated annual average of 2.6 percent, down from 3.5 percent in the 1970s.
To tackle the problems of malnutrition and increasing dependence on forelgn
food, the present Administration launched the SAM (Mexican Food System)
Program, aimed at iuncreasing self-sufficiency in basic foods, providing for
minimum nutritional needs of the poor and increasing rural employment. The
Administration also placea greater emphasis on the promotion of small scale
irrvigation, rehabilitation »f underutilized existing irrigation works and
provision of credit and technical assistance for the development of rainfed
agriculture.

14. The main urban-regional problems are: growing congestion, pollu-
tion, high cost of services (especially water) and other management problems
that stem from the continued growth of Mexico City (already the third most
populous metropolitan area in the world and moving rapidly to become the
first) and Monterrey and Guadalajara, located in the dry, densely populzated
central plateau, and retarded development, poveriy and great difficulty in
providing better jobs or adequate public services to the one-third of ail
Mexicans who live in small, scattered centers in rural areas. The present
government took many positive steps to confront these problems, including an
administrative reorganization and the elaboration of a comprehensive Natiomal
Urban Plan in 1978 and of & National Industrial Development Plan in 1979
which reflected the preoccupation of the present Administration with the
long-term prospects of the industrial sector and their implications for the
correction of the employment and regional imbalances probleus.

15. The high rate of growth experienced by the Mexlican economy in
recent years has provided the strongest weapon to tackle the long-term
problems mentioned above. At the present time, Mexico is in the midst of an
ad justment process which may bring about higher unemployment, albeit from
relatively low starting levels, thanks to the recent record of high GDP
growth. Lower growth, on the other hand, will afford an opportuniry to
reappraise many of the past years' goals and policy instrumeats, in
particular the level and structure of subsidies, and there is evidence that
the Administration after having adopted unpopular decisions ia a politically
difficult year, intends to carry out such a reappraisal.

16. Mexico's public and publicly guaranteed debt service ratio has been
increasing over the trecent past and peaked at 69 percent in 1979. This high
ratio reflected the still relatively low level of exports to GNP and the high
proportion of Mexican borrowing from commercial banks. The public debt
service ratio declined to around 30 percent in 1980, not only as a result of
rapid increases in petroleum exports,but also because some of the debt con-
tracted on the least favorable terms had been prepaid; but it had risen again
to an estimated 43 percent by the end of 1981. Debt service on RBank loans
amounted to about 3.2 percent of public debt service in 1980 this ratio is
prejected to remain about the same during the mid-1980s. The Bank currently
holds about 5.7 percent of Mexico's total medium and long-term public debt,
and this ratio is not likely to change significantly over the next few

years. Mexico i{s creditworthy for borrowing on conventional terms.
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PART II - BANK GROUP OPERATIONS IN MEXICO 2/

Bank Operations

17. As of March 31, 1982, Mexico had received 72 loans from rhe Bank
amounting to USS$5,218.1 wmillior net of cancellations and terminations; of
these, 44 loans totalling US$2,438,6 million were fully disbursed. The Bank
held US$4405.3 million, of which US$1,942.9 million had not yet been
disbursed. 3/ Some 46 percent of Bank lending has been for agriculture and
rural development, 14 percent for industry, 12 percent for power, and 15
percent for transportation; the remaining 12 percent has been for water
supply, tourism, urban develcpment and vocational training projects. Annex
II contains a summary statement of Bank loans as of Marck 31, 1982 and n-tes
cn the execution of ongoing projects.

18. Of the US$5.2 billion total lending, about US$2.5 billion was for
establishing or strengthening institutions for channeling credit to areas
where credit supply was deficient or unon-existent, and setting up in the
commercial banking system the agbility to carry out project-related appraisal
of investments in agricilture, industry and tourism, These credit programs
have faciliitated lendiry to low-income farmers and small- and medium~-scale
industrial enterprisce based on productive investment plans rather than
collateralized credit.

19. Implementation of most Bank-~Ifinanced projects was delayed during
the period of economic difficulties in the mid-1970s and during the period of
stabilization that follcwed the September 1976 devaluation of the peso.

Since then, the government has arranged adeguate budget financing and has
cignificantly improved project Implementation. Four projects which had
important stvuctural constraints were modified and rephased to accomnt for
the changed circumstances., Government and Bank officials have met periodi-
cally to review project implementation, and greater attention has been
focused in Mexico on project monitoring. As a result of these measures, Lost
of the Bank-assisted projects are being ilmplemented satisfactorily and dis-
bursements have risen from US$91 million In FY78 to USS$413 million in FY81.

IFC Operatiouns

20. As of March 31, 1982, IFC had made lvvestment comr tments in 23
companies in Mexico, Zor a total cof US$551.2 willion, of whic  US$404.1
million had been sold, repaid or cancelled, A summary statenent of IFC
investments 1s presented in Anmex II.

2/ This section iz substantially unchanged from the President’'s Report for
the Capital Geods Industries Development Project (P-3284~MF of April 22,
1982). However, some minor changes have been introduced in para. 23.

3/ These totals do not include a $180 million lean for agricultural
development approved in March 1982, but not yet signed.



Bank Strategy

21. The main OETEQines of recent Bank lending in Mexico have been to:
(a) support pelicles and pwggrams leading to a wider distribution of the
benefits of economic growth; %h) help finance projects that make, directly or
indirectly, significant contribi®™ions to output and employment; (c) help
reduce Mexico's urban-regional imba¥gnces; and (d) help break bottleunecks
nreventing rapid growth. e

*

22. Because of the difficult structural problems of agriculture and the
sector'’s crucial impountance for the one—third of the natilonal population
living in the rural aneas, the Bank has made agriculture the leading sector
for its lending. The iBank's agriculturar lending program in Mexico has four
goals: first, to inciiease productivity of presently cultivated lands;
second, to improve thej productivity of small farmers; third, to complemant
infrastructure investrniznts with support services, such as extension,
mark2ating programs and credit; znd fourth, to promote employment generating
investments in rural jreas. The Bank has made eleven loans in F¥Ys76-81
totalling US$1,466 million for irrigation, rural development and agricul-
tural, agro-industrial and livestock credit programs. A US$175 million loan
for a rural develupmen: project and a US$130 million loan for an irrigation
rehabilitation project have been apprcrsed by the Executive Directors in
IY82. Several proje.ts for raianfed agr’culture, rural development, irriga-
tion, fisheries, and support services are in preparation.

23. Bank lending for industry has aimed at: (a) reduction of the
balance of payments dcficit; (b) promoting greater employment; ani (c) decen-—
tralizing Industrial activities away from the major and increasingly con-
gested urban areas., A steel project which the Bank helped structure and
finance 15 now operating in a previously underdeveloped area on the west
coast of Mexico, and the city in which it is located, Lazaro Cardenas, is
developing into a new growth pole, Four loans for industrial projects to
promote the development of small- and medium-scale industrial enterprises, to
finance expansion of smali~ and nedium-scale mining, and to support an indus-
trial equipment fund (FONEI) were approved by the Executive Directors in
FYs78-80. They offer support te the private sector at a time of rapid expan-—
sion and are directed at all three gcals mwationed above. A loan for a voca-
tional training project was apprived by thlc Executive RDirectors ia July 1981;
it is assisting a program to incryase the supply of skilled workers amd tech-
nicians., A loan for a capital gools industries development project is under
consideration of the Executive Dirs\tors.

26, Bank lending for physical Anfrastructure has been focused on
regional development and strengthening of instituticns and sector policies.
A highway sector project (FY72) and ~he fourth railway project (FY81)
support these goals. The first and seégnd medivm size cities water supply
and sewerage projects (FY76 and 81) rzifBforce the planniung, management and
firance of specialized water supply and §gwerage institutions at the federal
ani municipal levels and contribute to tﬁi.establishment of tariffs more
clocely related to costs; a third project %as been appraised and is expected
to be presented tc the Executive Directors in the coming wonths.
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25. The government has adopted a National Urban Development Flan that
spells cut its regional development priorities in operational terms. A
project to assist in the development of the Lazaro Cardenas counurbation area
was approved by the Executive Directors in FY78, and a second project for

oll~-producing scutheastern Mexico was approved by the Executive Directors in

Fy81.

26. Tae Economlc Development Institute (EDI) is assisting CECADE (a
gimilar institute under the Ministry of Programming aud Budget) in training
Government staff in project preparation, monitoring and evaluation., EDI
assistance is directed at urban and regional development, agriculture, rural
development and agro-industries courses. The Bank has also assisted the
Mexlcan authorities in fraining personnel for managing water supply and
industrial credit projects.

27. The nter-American Development Ban« (IDB) is the second largest
source of multilateral aid to Mexico., The IDB has made loans to Mexico
totalling US$2,6397.1 million as of March 31, 1982. Over 60 percent of the
total has gone for agricultural and rural development projecte, and the
balance for transportatiom, industry, water supply, and tourism infrastruc-~
ture. The IDB and the Bank have coordinated their assistance on several
projects. TEZach has made loans for the nationcl integrated rural developmenr
program (PIDER), agricultural anl livestock credit, small- and medium-scale
industries development, and hotel development projects, The International
Fund for Agricultural Development (IFAD) has approved a loan of US$22 million
for a rural development project in the state of Qaxaca which was appraised by
the Bank's staff and for which the Bank is acting as cooperating institution
for auministering the loan.

28. Bank~supported power, steel, fertilizer and tourism projects in
Mexico have been co-financed by several bilateral export credit agencies and
commercial banks. The capital goods credit project, which will be presented
to the Exccutive Directors shortly, will be co-financed with commercial banks
and export credit agencies, In January 1982, Mexico borrowed US$500 million
to provide complementary finarcing for Bank-assisted projects where project
speclfic co-financing would be difficult.

PART TII. ENVIRONMENTAL. POLLUTIUN ANL ITS CONTROL

Background

29. Mexico's Jndustrial growth has averaged over eight percent per year
for the past three decades. Industrial growth, larger employment and market
opportunities and superior infrastructure facilities available in the urbun
centers, have led to high concentrations of populations. The Greater Mexice
City Area (CMCA) accounts for nearly one quarter of the country's total
population, mere than one-third of the industrial production, and about one
half of the country's estimated seven million motor vehicles. With estimated
populatiocn of nearly 15 miilion, CMCA stands among the thrce or four most
highiv poputated metvopolitay areas in the world, Rapid industriai aund urban
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growth have createll high levels of pollution of the alr, weter and land in
GMCA and some other urban areas. Corrective measures have assumed critical
importance. The Government has issued legislaticn tc regulate levels cof
contaminants from industrial, vehicular, and other sources and is now in the
process of implementing a comprehensive enviroanmental protection program.

Nature of the Pollution Problem

30. Air Pollution. Industrial activities and cowmbustion of high sulfur
fuel oil account for nearly ali of the particulate and sulfur dioxide
emissions in GMCA, abowrt one quarrer of the hydrocarbon emissions, ana
two~thirds of the nitrogen oxides. Motor vehicles account for most of the
carbon monoxide emissions and three quarters of the hydrocarbon emissions.
Very high levels of these pollutants have been observed in GMCA's atmosphere
in recent years. GHMCA's air pollution problems are intensified by its loca-
tion in a sheltered valley at a high altitude (¢ver 2,200 meters), with high
solar radiation, poor ventilation, and poor combustion conditions. The maxi-
num daily concentration levels of the four major contaminants substantialiy
exceed World Health Crganization (WHO) standards. f/

31. Other areas of the country with significent air polluticn problems
include Guadalajara and Monterrey, the next two largest urban and industral
centers in the country, and the Coatzacoalces-Minatitlan area which is the
home of the country's rapidly growing petroleum industry. Particulates and
sulfur dioxide emissions, predominantly from industrial scurces, represent
the major air quality problem in these areas, Air pollution levels for sus-
pended particulates at some locations in these areas exceeded even the
highest daily averages recorded in GMCA.

32, The daily emission rates eof the various air pollutants will
increase in the coming years unless rigorous corrective actions are taken.
Installation of pollution control equipment, changes in industrial processes,
use of natursal gas (instead of o0il) as fuel, and strict motor vehicle inspec-
tion and maintenance programs are belng contemplated as corrective measures,

33. Studies in GMCA have indicated adverse health effects, icvcluding
signifi_.ant increases in the incidence of respiratory iilnesses (with
children showing a two—~fold increase), and increased carboxyhemoglobin levels
in the blood (which could cause adverse systemic effects, reduced maximum
work cepacity and visual impairments). Poor visibility conditions occur
frequently in GMCA, mainly due to the high levels of ozone and particulates.
Ozcne is known to. produce irritiation of throat, nose and eyes, and could
increase asthmatic attacks and pulmonary dysfunctions. TIncreases in respira-
tory ard cardiovascular diseases, adverge effects on the human nervous
systewm, loss in visibility and aesthetics, as well as damage to structures
and local vegetation due to atmospheric pollutants have been documented at
lower concentrations than those found in Mexico Civy.

4/ The contamination levels as a percentage of WHO prescribed limits
are: 600 percent for ozone, 490 percent for total suspended particu-

lates, 230 percent for carbon monoxide and 130 percent for sulfur
dioxide.
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34. Water Poilution. Industrial effluents are a major source sf the
country's water pollution; discharges of organic matter, ccalc chemicals,
detergents, heated liquids and other matter are recognized to have had
harmful effects, including contamination of drinking and other waters, spread
of water—borne diseases, and adverse lmpact on aquatic life. Such contamin-
ation can be particularly crippling in a water-short country such as Mexico.
Yater polluticon problems are made more acute by the fact that much of the
domestic and waste industrial waters are discharged without any treatment.

35. In 1973, the Secretariat of Agriculture and Water Resources (SARH)
began a study of the country's hydrological basins, with a view to establish-
ing priorities for water pollution control. The results of the study were
used to group the 218 water basins according to their priority for pollution
control action. The top priority group contains 11 basins containing 54
percent of the population and producing 77 percent of Msxico's GDP. These
include the water bodies counnected tc GMCA, the Toluca-Lerma urban industrial
corridor, the Guadalajara and Monterrey metropolitan areas, the Cuernavacca
valley, and the Ceoatzacoalcos-Minatitlan petroleum producing zone.

36. Solid Wastes Pollution. Mexico's rapid urbanization and industrial
growth has led to vast increases in the amounts of solid wastes generated by
its population and industry, as well as to significant changes in the charac-
teristics of such wastes. More importantly, the rapid industrialization has
led to generation of large quantities of toxlic and hazardous industrial <olid
wastes, which at present are simply discarded as part of municipal refuse.
Sach wastes if inadequately treated threaten to cause long-lasting damage to
the environment, primarily through the percolation of rain waters which carry
contaminants Into the groundwater table. At present no reliable information
1s available on the amount of toxic and hazardous wastes generated by Mexican
industry, their physical and chemical characteristics, location of sources
and disposal sites, treatment and disposal practices belng followed, and the
environmental and public health consequences. To correct this and provide
the basis for systematic monitoring and feormulation of strategies to control
industrial solid wastes, comprehensive studles would be undertaken under the
project.

Institutions

37. The Secretaviat of Health arnd Public Welfare (SSA) has the overall
responsibility for coordinating the environmental protection and regulatory
efforts of various government agencies. SSA has Jirect responsibility rfor
monitoring air and land pollution and formulating and implementing protection
and control measures for these media. Direct responsibility for water
pollution monitoring and control to a large extent lies with the Secretariat
of Agriculture and Water Resources (SARH). SARH collaborates with SSA on
issues involving public health formulation of standards and sanctions against
violation of the standards. The Secretariat of Public Works assists state
and local agencles in public works execution, including in executing or
supervising the construction of local water supply znd sewerage systems.

38. A Subsecretariat for Envivonmental Improvement (SMA) was estab-
lished within SSA in 1972 to be in chiurge of its environmental protection
responsibilities. SARH's satztr pollution monitoring and control activities
are organized under its Directorate General for Ecology Protection and



Management (DGEP). In -August 1978, the government also created, through a
‘Presidential decree, an Interministerial Commission 1 Environmental Improve-~
rent to facilitate coordination at a high level of . .e country's overall
pollution control strategies. Coordination at the operational level among
the a,2ncies would need to be strengthened in the future to overcome some
exlsting gaps and ambiguities,

Pollution Control Legislatien

39. The Federal Environmental Protection Law became effective in
February 1982, superseding a 1971 law. The new law retains emission
standards set in 1972-1973 under the former law, but substantially increases
the penalties for non-compliance and streamlines the enforcement process. It
‘s an important first step in the strengthening of Mexico's pollution control
efforts.

Pollution Control S+tandards and Enforcement

490, Indu. trial Alr Emissions. Ailr poliution regulations issued in 1972
speclfy limits on particulate emissionc from stationary sources such as
industrial and electric power plants. While these emission standards have
served to address some of the most critical dust and smoke emission problems
in Mexico they need to be refined to take account of the degree of congestion
in the respective areas, fraction of respirable particulates, and the toxic
content of particula®2s emitted. Also at present there are no prescribed
standards for gaseous emissions from stationary sources~—a critical gap since
some of the wost wmportant pollutants from industrial sources are gaseous.

As part of the pollution control activities undertaken to complement the
proposed project, the government 1s expected to issue modified emission
standards to correct the above gaps. Enforcement efferts have alssc been
hindered by lack of adequate air monitoring equipment and by deficiencies in
knowledge of the sources of emissions. In connection with the proposed
project, SMA would take steps to upgrade its air emissions inventory, develcp
its air pollution modelling capabilities and carry out a number of studies to
be able to refine stardards and emission control strategies in the medium
term.

41. Starting in 1977-78, SMA's staff has been carrving out an inspec-
tion program for particulate emissions from the major stationary sources,
particularly in GMCA., While a reasonably intensive procgram of 1Inspection
visits has been carried out, effectiveness of the enforcement effort has been
severely hampered by low limits on penalties for non-compliance., To help
correct this, the 1982 law raised the ceiling to 10,000 times the minimum
daily wage rate in Mexlco City (corresponding to abcut US$80,000 equivalent
presently) per offense, with doubling or further increases for repeated
non-compliance.

42, Vehicular Emissions. Starting in 1971, the government has been
implementing a program to control emissions from new motor vehicles which
has resulted in a 60 toc 70 percent reduction in hydrocarbon and carbon
monoxide emissions for tlie latest medel cars in comparison with the pre-1971
uncontrolled vehicles,
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43, The legislation provides adequate control autherity for vehicles in
circulation, as well as new ones., The govermment has announced < mandatory
vehicle inspection and maintenance program for GMCA. Implementation of this
program would be undertaken by the government in connection with the proposed
project which would provide financing and technical assistance to private
automobile garages and the government's inspection stations for the purchase
of emissions testing equipment.

4, Water Effluent Control. The law requires all industries to
register with SARH all liquid discharges. SARH has the responsibility for
setting discharge standards for each registered source so that overall
quality for a body of water can be maintained. Such discharge standards
apply to industries, municipalities, and agricultural users of water.

45, The regulations provide for discharge inspections and for fines and
other penalities, including plant closure, for violators. However, plant
inspecticns have averaged only atout 350 per year in the last 3-4 years.
Individual discharge conditions have been established only for about 3,000
discharge outlets out of about 93,000 registered with SARH. To date SARH's
strategy has been to focus on the largest water polluting sources or cn
situations where there is a strong public pressure for prescribing discharge
conditions. While this has been an effective initial scrategy, a more
systematic priority setting in terms of the water basins and type of dis—
charges {e.g., toxic substances), and an accelerated and consistent setting
of individual discharge conditions In the selected areas for priority action
i3 now needed.

46, The main reasons why enforcement of standards has not been very
effective are: (a) entitiles discharging into municipal sewer sgystems are not
supervised by SARH nor are municipalities enforcing water quality standards;
(b) effluent standards for municipal discharges have not been adequately
enforced by SARH; (c¢) maxinmum fines for pollution offenses were too low under
the old law (maximum of US52,000 equivalent); (d) control effort was con—
strained by limited staff and budget resources for inspection and enforca-—
ment; and {e) a medium term strategy in water pollution control was not
clearly defined.

47, Water Quality Control Districts. SAFH is establishing Water
Quality Control Districts (WQCDs) to facilitate the reduction of water pollu-
tion in priority zones. Common wastewater treatment plants would be con-
structed for groups of industries and mienicipalities within a given WQCD.
While SARH's proposal to establish WQCDs seems attractive, further experience
with the technical, organizatiouwal and cost recovery problems involved in
operating common wastewater treatment plants is needed. To facilitate a
decision on a national WQCD program which involves large investment costs,
the Goverament is considering construction of pilot common wastewater
treatment plants in one or two selected high priority basins and has sought
the Bank's assistance for this experimental program. A pilot project is
being studied for possible Bank assistance.

Incentives for Pollution Control Related Investments

48. As part of its strategy to reduce urban and industrial concentra-
tion, the Government is providing fiscal incentives to encourage location of
industry away from the most congested and polluted urban areas. The
incentives include 10 to 20 percent tax credits on investmente plus »»
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additionsl credit proportional to the number of incremental jobs created by
the investments. Similar tax and employment incentives are available for
industrial enterprises relocating out of the GMCA to other parts of Mexico.
T.ie Government has also established fiscal incentives equivalent to 20
percent of the investment cost plus additional employment incentives for
companies purchasing pollution control equipment, as well as those
manufacturing such equipment in Mexico. Pollution control equipment 1is also
eligible for accelerated depreciation.

Finance for Pollution Control Investments

49. The main source of fir-ncing for Mexican industry is its banking
system comprising private and _.xed public-private banks which offer a combi-
nation of commercial bankingf investment banking and cother financial
services. The Mexican goveroment has established trust funds to channel
additional finance through the commercial banking system for investment in
priority areas. The Industrial Equipment Trust Fund (FONEI) established in
the Bank of Mexico is the most important fund providing finance for pollution
control investment by private industries.

50. FONEI has had considerable experience in appraising and financing
iadustrial investments. It has maintalned high standards and has developed
sound relationships with major commercial banking chains in Mexico. TIn 1981,
FONEI approved loans totaling about US$300 million for 110 projects- Under
the Bank-supported Four:h Industrial Equipment Fund Project, FONEI began *v
finance pollution control investments. FONEI has gained useful experience in
pollution control finance, and its performance nas been satisfactory. So
far, about US$23 million (represeunting some 54 percent of total investment
costs of the projects) have been loaned to projects for control of emissions
from metallurgical, cement, textile and chemical industries. Industrial
enterprises have shown considerable demand for credit for pollution control
investments. In 1981, FONEI financed 12 projects totalling about US$18
million oquivalent as compared to 4 in 1980 and 1 in 1979. Pollution control
projects now account for 6 percent of FONEI's total leunding. Most of the
projects are in the GMCA, Monterrey, Guadalajara and Toluca. This growth in
demand 1s expected to continue as a result of the greater enforcement of the
law being undertaken by SSA and SARH.

Experlence under Prewvious Projects

51. The Fourth Industrial Equipment Fund (FONEI) project, assisted by
Bank Loan 1712-ME of July 30, 1979, includes an experimental pollution
control component of US$6 million (para. 50). The majority of the funds
provided to FONEI under the four Bank loans has financed investments in
export-oriented or import substituting industries. Execution of these four
projects has progressively improved (para 53); subproiects have been well
prepared and properly appraised. Most subprojects have been carried out
successfully with actual output, exports, and empioyment exceeding appraisal
projections. Appraisal estimates of economic rates of return for
subprojects, mostly in the range of 20 to 40 percent, appear to have been met
in practice in the majority of cases.

52. A Project Performance Audit Report (PPAR) of the First and Second
Industrial Equipment Fund (FONEI) Projects (SecM79-535) of June 1979
commented on two important aspects of FONEI's early operations:
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(a) TFONEI's lending mostly benefitted large and well-estak?Zshed
borrowers; and

{(b) FONEI made little progress towards achieving its objective, set
under the second Bank loan, of encouraging the intermediaries to
use project appraisals as a major input to their lending decisions,
rather than lending primarily on the basis of loan collateral.

At the same time, the report acknowledged that FONEI financed sound
investments that resulted in substantial foreign exchange savings.

53. The difficulties noted in the PPAR are in large part due to the
fac : that FONEI, in the period covered by the PPAR, was a new institution.
Eac - of these difficulties has been addressed in the Third and Fourth
prujects subsequently approved by the Bank. FONEI's onlending rates have

sir .e been increased and are now on a floating basis linked to the ACF index
(para. 61). Interest rate spreads to participating banks have been increased
to reasonable levels to provide an incentive for banks to assume greater
lending risks in the utilization of FONEI rediscounts and to participate more
actively in the appraisal and supervision of investment projects. Recent
evidence indicates that these measures, together with changes in the banking
law, bave helped to reduce banks' collateral requirements and to increase
appraisal-based lending. TONEI's leunding is also becoming increasiungly
diversified, with a lower preoportion of the subloans going to th.: largest
clients. FONEI's loan portfolio at year—-end 1981 was distributed among 270
companies of which 86 borrowed from FONEI for the first time in 1981.

PART IV. THE PROJECT

54. A report entitled "Pollution Control Proje t” (Wlo. 3816b-ME dated

April 28, 1982) 1s being distributed separately. Neg tiations for the Loan

took place in Washington, D.C. on April 15-23, 1982. The Mexican delegation
was led by Mr. Luls Nava of NAFINSA.

Objectives and Project Description

55. The proposed project is part of Mexico's long run program to reduce
pollution levels. The principal objectives of the project are to:

(1) introduce more effective pollutilon countrol strategles and
enforcement procedures; and

(ii) encourage and help finance investments by industrial firms
aimed at reducing a*mospheric and water pollution.

56. To help achleve these objectives, the project would:

(a) provide credit to industrial enterprises undertaking
investments involving: (i) installation of equipment to
control air or water pollution from stationary sources; (ii)
changes in production process or technology to r=duce such
pollution; (i1i) relocation of plants from congested areas to
more decentralized locations; and (iv) conversion of fuel oil
combustion facilities to m1tural gas;
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(b) provide credit to private automobile garages for th: purchase of
vehicle emissions testing and diagnostic equipment;

(c) finance local or federal authorities for the purchase of
emissions testing and diagnostic equipment for the automobile
inspection stations mostly in GMCA, pollution monitoring
equipment for the major urban areas, and related laboratory
facilities;

(d) provide training for the technical staff of SSA, SARH, local
agencies, industrial enterprises and participating financial
institutions on air and water pollution, and for auto—
mechanics and automobile inspection staff in testing and
diagnosis of vehicular emissions;

(e) support studies, pilot programs, and technical assistance for
developing long term control strategies and refinement of
pollution standards, including: (1) on air pollution control:
research and pilot testing programs to examine the technical
and economic feasitility of ceonversion of wmotor vehicles to
alternative, less polluting, fuels (e.g., LPG, gasoline-
methanol mixtures); (ii) on water pollution control special
studies to analyze water pollution problems and ways to
address them in selected high priority water basins; (iii) on
industrial solid wastes disposal: a comprehensive study for
characterization, quantification and identification of dis~
posal technologies for hazardous wastes which are being dis-
charged by industries;(iv) on health impact of pollution:
strengthening of the data base, and carrying out studies of
the effect of air and water pollution on public health and
productivity; and (v) other technical assistance as needed to
implement the overall program.

Complementary Control and Other Initiatives

57. In order to couaplement the specific actions to be taken under the
proposed project, measures are needed to strengthen the regulatory framework
and the staffing and technical capabilities of the concerned agencles. The
specific Initiatives that the government intends to take during the course of
the project are detailed i1 the project execution paper being prepared in
connection with the proposad project (para. 68). The more important of these
initiatives are: (a) developument and adcption of modified particulate and
gaseous emission standards for major statlonary sources; (b) speedy
implementation of the mandatory annual Inspection for all motor vehicles
circulating 1n GMCA; (c) rigorous application of the unified water quality
control strategy in high priority basins to ensure consistent enforcement
across different source categories; (d) systematic gathering and updating of
emissions inveuntories in the major industrial-virban centers, and strengthen-
ing of methodology for standards setting; (e) agreements with the major
public sector enterprises on major pollution control actions to be achieved
by them; (f) measures encouraging the use of natural gas In new burning
facilities in congested areas, and conversion of selected large fuel
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oil burning facilities (particularly in GMCA) to natural gas; and (g) expan-
sions in staff and budgets of the key agencles involved in standard setting
and enforcement.

Project Cost

58. The total cost of the project (including the portions financed by
the participating banks, the own resources of the sponsoring industries, and
the front—-end fee on the Bank loan but net of all taxes and duties), is esti-
mated to be US$190.9 nillion. The project is expected to support 80 to 100
industrial investments for pollution control, equipping of 3G0 to 400 private
automobile~garages fcr emissions testing and diagnosis, and the purchase of
monitoring and laboratoryv equipment. This reflects the expected demand indi-
cated by SSA and SARH surwveys taking into account the impact of new enforce-
ment initiatives. About 62 percent of the total project cost is expected to
support air pollution control investments by industries and 28 percent weuld
finance industrial water pollution control investments. Equipment for
private auto-garages and automobile inspection statlons, studies. training,
technical assistance and improvement of monitoring and laboratory facilities
account for the remaining 10 percent.

Project Finance

59. The proposed US$60 million Bank loan would cover the estimated
foreign exchange cost of the project (including the front—end fee on the Bank
Loan). The loan would be channeled to private industries and automobile
garages through FONEL (US$55 million), or used directly by SSA and SARH for
the purchase of equipment (US$5 million).

60. Of the US$131 million of local resources required to finance the
project, FONEI would provide about US$84 million and the Geverument about
US$9 million. The balance (approximately US$38 million) would be provided by
the beneficiary industries and their banks.

Onlending Interest Rates

61. Sublcans to final bteneficiaries would bear variable interest rates
adjustable every six months. FONEI charges an Interest rate equal tc the ACF
for pollution control loans. This practice is expected to prevail under the
proposed project. However, because of the significant externalities and
social benefits involved in pollution control investments and their generally
non-productive nature, FONEI would have the flexibility to make subloans at
an interest rate not lower than three points below the ACF index (Section
2.02(b) of Project Agreemeut). The ACF tends to move in parallel with the
inflaticn rate and typically is above the inflation rate.

62. Bank funds would be provided to FONEI at an interest rate equal to
that oi the Bank-loan. The government would assume responsibility for repay-
ment of the loan as well as for the foreign exchange risk.

Eligible Investments

63. Since a major rationale for providing preferential financing is to
assist erterprises which made investments prior to the enforcement of
stringent pollutlcn control standards, subloans to industries would be
limited to the financing of investments for controlling pollution from
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facilities installed at least one year prlor to the submission of the
financing request to the Bank (Loan Agreemenc, Section 2.02(d)).

64. The final beneficiaries would be required to finance at least 10
percent of the investment costs. In case of investments to achleve pollution
control which are carried out in conjunction with expansions of productive
capacity, total financing provided under the proposed project would be
limited to the estimated cost of achieving the target pollution reductions
through an efficient control method. Similarly, financing of relocation
would be limited to the estimated cost of establishing a plant of similar
size and characteristics as the plant to be relocated. FONEI would require
subproject appraisals accompanying financing requests to demonstrate
compliance with these criteria.

65. Appraisals of subprojects would also present a full financing plan
for the investments being supported and an adequate economic and financial
analysis justifying the proposed investment following FONEI's guidelines.

It would be a condlf:ion of loan effectiveness that FONEIL's guldelines for
evaluation of pollution control projects, reflecting the points listed above,
had been issued (Loan Agreement, Section 7.01(b)). 1In addition, to avoid
undue concentration of Bank loan funds, Bank financing for a siagle
subproject would be limited to US$5 million in the case of Industrial
subleans and US$20,000 in the case of subloans for diagnostic equipment for
automobile garages (Loan Agreement, Section 2.02(d)).

Project Implementacion and Coordination

66. The main implementing agencies of the project would be SSA, SARH,
and FONEI. The project components involving strengthenling of monitoring and
laboratory facilitles, and studies. training and technical assistance would
be implemented bv SSA for air pollution control and solid wastes control
programs and by SSA and SARH for water pollution control programs, in
accordance with programs or terms of reference satisfactory to the Bank
(Guarantee Agreement, Section 3.01(b), Loan Agreement Section 2.02(d)). The
credit component ri the proposed project would be executed by FONEI.

67. The project would be coordinated by a steering committee chaired by
the Subsecretary for Environmental Improvemen! of SSA with representation
from other concerned agencies and financial institutions. This commit:iee
would set the overall strategies and would periodically review the prugress
achieved ou each of the project elements and complementary Initiatives.

This committee is a sub—group >f the government's Intersectoral Commission
for Pollution Control which aes as a high-level national body for establish-
ing and implementiang pollution control policies and initiatives. N
68. To help ensure that the various elements of the proposed project
are implemented in a timely and coordinated manner, a project execution paper
is being prepared by the government. The paper would include schedules for
implementing each of the project elements and would describe the complemen—
tary Initiatives to be carried out by the government agencies and other
implcmentation details. The government has provided assurances that it will
undertake the complementary measures for pollution control described in the
paper (Guarantee Agreement, Section 3.06). Submission of the paper, satis-
factory to the Bank, by the government is a special condition for loan effec—
tiveness (Loan Agreement, Section 7.01(b)). Changes in the paper would have
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to be satisfactory to the Bank (Loan Agreement, Section 6.01(b)). In view of
the complexity of the project and the need to monitor the progress in
implementing its various components on a continuing basis, the government,
the Bank, and the participating institutions would together carry out annual
reviews of the progress achieved in implementing each of the project elemente
and of the complementrary measures.

Disbursement Procedures

€9. Disbursements under the Bank loan for pollution control subloans
and for expenditures of SSA and SARH for gnhods and services (except
consultants) for carrying out proposed studies, training and technical
assistance activities would be made for: (a) 100 percent of foreign expendi-
tures for directly imported equipment and rvelated services; (b) 70 percent of
total expenditures for imported equipment purchased off-the-shelf in Mexico;
(c¢) 45 percent of the ex-factory costs of . >mestically manufactured equip—
ment; and (d) 25 percent of the costs of industrial construction and
installation.

70. Prior Bank approval would be sought for the first FONEI subloans
for industrial relocation, for change of production process, for equipping
automotive garages, and for all FONEI subloans involving more than US$750,000
equivalent in Bank financing (Loan Agreement, Section 2.02(c). These limits
are expected to result in the Bank reviewing between one-fourth and one-third
of subloans, corresponding to about half of the loan amount.

71. The loan is expected to be fully committed by December 1985 and
fully disbursed by December 1988.

Procurement

72, Procurement procedures for goods and services financed under the
subloans channeled to the private sector though FONEI would follow the
standard practice for FONEI's industrial credit operations. FONEI would be
responsible for ensuring the competitiveness of items procured in terms of
price and quality, and their sultability for the purposes intended. Items
purchasea by the executing agencies for their own use, which would mostly
congist of packages of goods and services estimated to cost less than
US$500,000 equivaleat, would have to comply with the government's normal
procurement procedureg, which have been reviewed by the Bank and include
comparative price and quality evaluation of at least three bids. In the case
of the automatic air monitoring network to be used by SSA which is expected
to cost about US$2.0 million equivalent in total, limited international
tendering with evaluations based on quotations frum at least three foreign
suppliers would be required.

Project Benefits

73. The proposed project represents an effort to tackle Mexico's most
urgent pollution control needs and to lay the basis for formulating mors
comprehensive pollution control strategies. Such strategies would help
Mexico achieve its ambitious targets for industrialization without serious
adverse effect on health, environment and ecology.
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T4, The project would help in controlling 80-~100 critical sources of
industrial pollution and in implementing an automobile inspectinn aand mainte-
nance program which would cover a significant part of GMCA's 2,5 mili:on
motor vehicles. The project's direct economic and social benefits are not
readily quantifiable, but are nevertheless considered to be substantial, as
evidenced by prior studles on the impact of pollution on public health and
the physical environment. Other benefits are also expected, irncluding
aesthetic improvements through cleaner air and waterways, associated
increases in tourism revenues, and reductions in structural damage attribut-
able to contaminated air or water. Recycling of inputs, byproducts and waste
heat, which is likely to take place in conjunction with some of the indus-
trial pollution control investments, offers potential financial benefits to
the individual firms.

75. The project would have a substantial institution building impact.
It would strengthen the ongoing programs of the concerned agencies by helping
to train staff, to develop and to provide important physical facilities. The
project would also promote coordination within and between the various
agencies involved in pollution controcl activities.

Project Risks

76. Inadequate monitoring and enforcement of pollution control regula-
tions and the complex coordination required between agencies are the main
risks associated with the project, However, the government has shocwn a
strong commitment to reducing pollution by establishing a new law and a
vehicular emissions testing program for Mexico City. The complementary
actions planned under the project, as described in the project execution
paper, and the joint annual reviews suggest that the risks are not high.

PART V —~ LEGAL INSTRUMENTS AND AUTHORITY

77. The draft Loan Agreement between the Bank and Nacional Financiera,
S.A., the draft Guarantee Agreement between United Mexican States and the
Bank, the draft Project Agreement between the Bank and Banco de Mexico, S.A.
and the Repoxt of the Committee provided for in Artiecle I1I, Section 4(iii)

of the Articles of Agreement are being distributed to the Executive Directors
separately.

78. The following additicnal conditions of loar effectiveness referred

to in the text and listed in Section III of Annex III are of special
interest:

(a) approval of the project execution paper in a form satisfactory to
the Bank; and

(b) approval of FONEI's Guidelines for Evaluation and Financing of
Pollution Control Projects in a form satisfactory to the Bank.

79. I am satisfied that the proposed loan would comply with the
Articles of Agreement of the Bank.



PART VI - RECOMMENDATION

80. I recommend that the Executlve Directors approve the proposed loan.

A. ¥. Clausen
President
Attachments

May 4, 1982
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Page 1 of 5
TABLE 3A
MEXICO - SOCIAL INDICATURS DATA SHEET
HEXICO REFERENCE GROUPS (WEIGHTED AV aGES
LAND AREA (THOUSAND SQ. KM.) — HOST RECENT ESTIMATE)—
TOTAL 1972.5 HOST RECENT MIDDLE INCOME MIDDLE INCOME
AGRICULTURAL 977.2 1960 /_b 1970 _[_p_ ESTIHATE /_b LATIN AMERICA & CARISIEAN EUROPE
GNP PER CAPITA (USS) 400.0 750.0 1640.0 * 1616.2 2609.1
ENERGY CONSUMFTION PER CAPITA
(KILOGRAMS OF COAL EQUIVALENT) 769.2 1i41.0 1672.7 1324.1 2368.4
POPULLATION AND VITAL STATISTICS *
PGPULATION, MID-YEAR (THOUSANDS) 36369.0 50313.0 65509.0 . .
URBAN POPULATION (PERCENT OF TOTAL) 50.8 59.0 65.9 64.2 53.2
POPULATION PROJCCTIONS
POPLs 'ION IN YEAR 2000 (MILLIONS) 108.9 - .
STATIC 1ARY POPULATION (HMILLIONS) 138.0 e .
YEAR § "ATIONARY POCPULATION IS REACHED 2075 . .
POPULATION DENSITY
PER SQ. KM. 18.4 25.5 33.2 34.3 30.6
PER SQ. KM. AGRICULTURAL .aXD 36.0 52.0 65.1 3.5 133.9
POPULATION AGE STRUCTURE. (PERCENT)
0-14 YRS. 45.6 46.5 45,3 40,7 30.1
15-64 YRS, 51.0 50.0 51.2 55.3 61.5
65 YRS. AND ABOVE 3.4 3.5 3.5 4.0 8.3
POPULATION GROWTH RATE (PERCENT)
TOTAL 3.1 3.2 2.9 2.4 1.5
URBAN 4.9 4.8 4.2 3.7 3.1
CRUDE BIRTH RATE (PER THONISAND) 45.0 42.3 36.0 31.4 22.9
CRUDE DEATH RATE (PER THOUSAND) 12.0 9.0 7.3 8.4 9.1
GROSS REPRODUCTION RATE 3.4 3.2 2.6 2.3 1.6
FAMILY PLANNING
ACCEPTORS, ANNUAL {THOUSANDS) . 25.1 842.0 . .
USERS (PERCENT OF HARRIED WOMEN) .e .. 40.0 .. .o
FOOD AND NUTRITION
INDEX OF FOOD PRODUCTIOU
PER CAPITA (1969-71=100) 97.0 100.0 101.0 108.3 119.8
PER CAPITA SUPPLY OF
CALORIES (PERCENT OF
REQUIREMENTS) 110.0 112.5 114.0 107.6 125.7
PROTEINS (GRAMS PER DAY) 65.0 (AN 56.0 65.8 92.5
OF WHICH ANIMAL AND PULSE 27.0 ) 27.9 34.0 39.7
CHILD (AGES 1-4) MORTALITY RATE 13.0 8.8 5.7 1.6 3.4
BTALTH
LIFE EXPECTANCY AT BIRTH (YEARS) 53.3 02.4 66.0 64,1 68.9
INFANT MORTALITY RATE (PER
THOUSAND) 78.¢ 74.0 0.0 70.9 25.2
ACCESS TO SAFE WATER (PERCENT OF
PGPULATION)
TOTAL 23.5 $4.0 62.0 65.7 .
URBAN . 71.0 70.0 79.7 .
RURAL ) . 29.0 49.0 43.9 .
ACCESS TO EXCRETA DISPOSAL (PERCENT
OF POPULATION)
TOTAL .. . .. 59.9 ..
URBAN .. .. .. 75.7 -
RURAL .- 13.0 14.0 30.4 .e
POPULATION PER PHYSICIAN 1798.0 1480.6 1815.Q 1728.2 973.3
POPULATION PER NURSING PERSON .. 1612.2 1398.0 1288.2 896.6
POPULATION PER HOSPITAL BED ko
TOTAL 577.6 828.1 851.0 471.2 262.3
CRBAN .. 1151.2 758.0 558.0 191.8
RURAL . 1350.9 1077.0 .e .-
ADMISSIONS PER HCSPITAL SED . .. ‘e e 18.2
HOUSING
AVERAGE SIZE OF 1OUSERGLD
TOTAL 5.4 5.7 .. - .
URBAN 5.7 5.7 . . -
RURAL 5.2 5.8 . - .
AVERAGE NUMBER OF PERSONS FER ROOM
TOTAL 2.9 2.5 . .
URBAN 2.6 2.2 . .o
RURAL 3.4 3.2 .. . .
ACCESS TO ELECTRICITY (PERCENT
OF DWELLINGS)
TOTAL .. 58.¢ .. ..
URBAN .. 8.7

RURAL . 27.8
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TABLE 34
MEXICO - SOCIAL INDICATORS DATA SHEET

MEXICO REFERENCE GROUPS (WEIGHTED AV’ERAL}ES

- MOST RECENT ESTIMATE) —

MOST RECENT MIDDLE INCOME MIDDLE INCOME
1960 /b 1970 /b ESTIMATE /b LATIN AMERICA & CARIBBEAN EURCPE
EDUCATION
ADJUSTED ENROLIMENT RATICS
PRIMARY: TOTAL 80.0 104.9 116.0 101.7 105.9
MALE 82.0 107.0 119.0 103.0 109.6
FEMALE 7.0 102.0 114.0 101.5 102.2
SECONDARY: TOTAL 11.0 22.0 3%.¢ 35.3 55.3
MALE 14.0 27.0 42,0 34,9 73.2
FEMALE 8.0 17.0 36.0 35.6 53.5
VOCATIONAL ENROL. (X OF SECOKDARY) 24.0 27.0 9.0 30.1 28.4
PUPIL-TEALAER RATIO
PRIMARY 44.0 46.0 41.0 29.6 26.8
SECONDARY 13.0 14.0 7.0 15.7 23.6
ADULT LITERACY RATE (PERCENT) 65.0 74.2 82.4 80.0 75.4
CONSUMPTION
PASSENGER CARS PER THOUSAND
POPULATION 14.0 24.5 42.4 42.6 83.9
RADIO RECEIVERS PER THOUSAND
POPULATION %0.7 278.4 306.0 215.0 181.6
TV RECEIVERS PER THOUSAND
POPULATION 17.9 5%.5 88.7 83.0 131.1
NEWSPAPER ("DAILY GENERAL
INTEREST™) CIRCULATION PER
THOUSAND POPULATION i3.0 .. 66.6 62.8 123 8
LINEMA ANNUAL ATTENDANCE PER CAPITA 10.0 5.0 4.2 3.2 5.7
LABOR FORCE
TOTAL LABOR FORCE (THOUSANDS) 10990.9 14488.8 18965.4 . .
FEMALE (PERCENT) 15.2 17.4 1%.3 22.6 32.9
AGRICULTURE (PERCENT) 55.1 45.0 36.38 35.0 34.0
INDUSTRY (PERCENT) 19.5 23.0 25.7 23.2 28.7
PARTICIPATION RATE (PERCENI)
TOTAL 30.2 28.8 29.0 31.8 42.3
MALE 51.1 47.4 46.5 49.0 56.5
FEMALE 9.2 10.1 11.2 14.6 28.5
ECONOMIC DEPENDENCY RATIO 1.6 1.7 1.7 1.4 G.9
INCOME DISTRIBUTION
PERCENT OF PRIVATE INCOME
RECEIVED BY
HIGHEST 5 PERCENT OF HOUSEROLDS . .o o
HIGHEST 20 PERCENT OF HOUSEHOLDS 6l.l/c 60.7 57.7 .
LOWEST 20 PERCENT OF HOUSEHOLD% 3.47c 3.3 2.9 . .
LOWEST 40 PERCENT OF HOUSEHOL .S 9-87_75 9.9 3.5 B
POVERTY TARGET GROUPS
ESTIMATED ABSOLUTE POVERTY INC(ME
LEVEL (US$ PER “IAPITA)
URBAN . . 270.0 .. ..
RURAL . o 216.0 187.6 .-
ESTIMATED RELATIVE PLVERTY NOME
LEVEL (US$ PER CAPITA)
URBAN . . 471.0 513.9 .
RURAL . . 471.0 362.2 385.1
ESTIMATED POPULATICON BELOW ABSOLUTE
POVFRTY INCOME LEVEL (PERCENT)
URBAN o ..
RURAL N B
Not avallable
Not applicable.
NOTES

/a  The group averages for each indicator are population-weighted arithmetic means.

among the indicators depenis on avallabiliity of data and i{s not uniform.

nverage of countries

/b Unless ortherwise noted, data for 1950 refer to any year between 1959 and 1961; for 1970, between 1969

and 1¥71; and for Most Recent Esticate, between 1976 and 1979.

/e 1963,

May, 1981

The updated 1980 GNP per capita and population estimates shown in the
the 1981 World Rank Atlas are $2,130.0 (at 1978-80 prices) and 67,458
thcusand.

%% - Total includes specialized hospitals not included in urban/rural figures.
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OF SOCIAL INDICATORS

rationslly couparable becauee cf the leck

Alchough the data sre dravn fron scurtes generslly judged the mowt auchorizative ana re.

le. it 4hould also be noted that they day not be inter-

arcized definftions and concepts used by diffcrent Iountvies 1n ccllacting cke data. The data are, nona~

theleas, useful to describe orders of mayaizuze, fodicata trerds. snd characterize cartain major differc..e’ ,etween countiice.

The refereacy groupr are (1) the same countrr greup of the subject country sod (2) a country group with somewhat higher #verage income than the couatry group

of the sudject country {except for al s
scefo-cultural sffinitiaw). In the refezes
zatoriry of the countries tn - grrr:
and {s act unifore, cautfon t < exerised I
one inclcatcr at a time smang courtry aad

eference groups.

LAMD AREA (thousand sq.ica.)
Total - Total aurface arca tozpriaicg land arsa sné Inlend vaters.
Agricultural - Eatlasace of sgricultural ates rorarily or permanently
Tor crops, pastures, earket and Ritck <36 or to 1le fallow: 1973 data.

ONP PER CAFITA (USS) ~ GNP per capits estizates at current werket prices, cal-
culsted by seme conversion method as World Bazk Atlaw (197778 baste); 1960,
1925, 4nd 1979 data.

UMFTION PER CAPITA - Annual cotsuz;iisze of commercial energy (coal
. muclest and gecthermal elec-
coal equivalent per zapiza; 1960, 1970, snd 197¢

te, petrclesa, natural gxs and byd
trlcuy) {n kilograme
data.

POPLLATION AND VITAL STATISTICS
Total Population, Mid-Yesr (theusands) - As of July 1; 1960, 1970, and 1§79
Zata.
Urbea Population (percent of total) - Ratie =f ufian to total population;

d1fferent definitions of urban sreas may af
among countries; 1960, 1970, and 1979 Zata.
Population Profecticrs
Fopulstion in yeir 7000 - Current popuistiz prsjectiors are based on 1980
Totsl popui-tion by age and sex and their meriality and fereilixy vates.
Projecticn parameters For mortality vazas zcmprise af three levels sapum
1og 1ife exprctancy at birth increasing vizh country's per cazpits income
level, and female 1ife expectancy stad The »
meters for ferctility vate alsc have three levels assuming cecline in
fereility according to income level and zase [axily planning performence.
Esch country 18 -hen wealgned one of these zize combinatfons of mortality
and fertility trerds for prolection purss

Staticnary populatfen ~ In & ataticrary passlsszion there !s no grovth mince
The oirth rete is #qual to the Cemth Taze and alsc the age stfucture re-
maina conatant. is 1s achieved only afier fertility rates decline to
the replacement level of unit net reproésccion rate, whan each genaration
of wosen replaces ftself exactly. The statizuary population ize veas
estinaced on the bssis of the projected charscteristics of the population
1a the ysar 2000, snd the tate of declice of fartilicy rate to veplacas
wert level.

Year statfonsry population is Teached - The yaar vhen scationary fopulaticn
size has bean reached.

Popuistion Dessity
Fer <. km. - Mid-yesr population per square ciloseter (100 heceares) of

totel srea; 1960, 1970 and 1979 data.
Per sg. m. sgricultural lsnd - Coaputed arx adove for agricultural land
only; 1560, 1570 and 1978 dats.

Populition Age Structure (percsat) - Childres {3-14 years), workieg-age (15-
64 years), and retired (K5 years and over) ms jerceatages of mid-year popu-
lacion; 1560. 197G, and 1979 data.

Fopulaticn Growth Rate (percent) - total - Anmual growth retes of rotal mid-
year populcziont for 1950-60. 1960-76. and 13$70-75.

Populetion Growth Rats (percent) - urban - Aczmal grovih rates of urban popu-
laticns for 1950-60, 1960-70, and 1970-79.

wal live Zlcths por thousina of mid-yaar

Cruﬂe Desth Rate (pec thousand) - Annual destie zer thousands of wid-yeer
population; 1560, 1370, und 1979 data

Gross Reproductfon Rete - Average number of dazgiters a wowan 211l baar {n
her normal reproductive pericd If she experiesces presenc age-epecific faz-
tility racen; ususlly [{ve-yesr avarages esiizg in 1960, 1970, asd 1979,
Tamily Plaonfag - Acceptors, Annual (thoussnis) - Anaual number of acceptors
of birth-coatrol devices under suspices of raticeal family planning progr

Tam(ly Plenaing - Usars (percent cf smarrfed woees) - Percentage of married
vomen of child-bearing age (15-41 years) whe bivth-control devices to
411 matr(ad women iu ease sge §roup.

ceeperabilicy of data

Iodex of Yood Produciion per Capita (1989-7i=i2} - Index of per capfte annual
production of all food comeodities. Production axcludes zeed and feed and
{s on zalender year basie. Commoditles cover primkry goods (e sugarcans
insteed of sugar) which are ecible and coztata cutrinnte (r.g. coffes and
tes are axcluded). Aggregate sroduction of sach country is based on
nationel averaga producer pric vaighce; 1961-45, 1970, and 1379 data.

Par capits supply of cslories percart of reg.iresenta) ~ Cvaputed from
enezpy equivalent of nec food supplfes svailadle (8 country per capita
per day. Avaflsble supplies comprise doseatic production, impotts les
exporte, snd changas fn stoch. Net »pplies exclude animal faed, seedn,
quantities used tn food proctesing, and lceses in distribution. Ke uire-
mentd ware estimated by FAO tedzed on phvef:zizglcal needs for rorma. scti-
vity and hesith considering envizonmental tespsrature, body weigh's, age
end sex distribution of poepulstion, and silewing 10 percent for saste ot
housahold level; 1961-65, 1973, and 1977 date.

Par cepits suppiy of protein {grems per 4ay) - Prctetn content of per capita
net supsly of food per day. fet supp fcod 13 defined xs sbove. Fa-

-
quirements fur ell countrier tstablished by CS34 provide for minimm
#liovance of 60 grams of toza: protein paz 4ay and 20 grams of animil ard
pulee protein, of which 10 grims ghould be acimal protein. Thesa stand~
ards are lover than those of 'S grams of iozsi protetn and 23 grams of
animel protein as an average “or the worid, propesed by FAO fn the Third
Worid Focd Survey; 1961-65, 1470 and 1977 Taze.

Par cspita protedn supply from snimal a~¢ yutse - Protetn supply of o0, de-

rived from animels #nd pulses In grams per Lay; 1961-65, 1970 and 1777 data.

Child (ages 1-4) Mortalily Rate £t thousand) - anual desths per thousard 1n
age group 1-4 yesrs, to childre this rge group; for wost developing coun-

tries date derivad frox 1{fe taties; 1960, 19°C sad 1979 data,

HIALTE

Life Expectancy st 3rih {years} - Avarage ausber =f yesra of (ife remaining
2t birch; 1960, .970 and 1979 data

Iefaos Morealiry Rate (per chousard) - Anual Ceacds of {nfents under one year
"Tof ige par thoussnd ilve birt

Accews to Safe Water (percent of gopulation)- totel, wrhan, and rursl - Hum
ber of people (t-1ak, urban, und Tural] vith resscorole access to safe
weter supply (facludes trested w rface wates
watwr auch es tha? f:om protectd boreholes, o ngs, and sanitary we AT}
percentages of their raspective jopuletlons. T: an urban oTea & public
fountain or standpost located not mcre than 2.5 meters from s houte may bde
conatdered as baing withia ressvruble access of tret house. In rurel sress
Toasonadle accias would Leply that the hovsewife of meabers of the hossehold
do not have to apend a dlaproportionste var¢ of the day in fetching the
famfly's vater needs.

Accews to Zrcrers Diepoasl (percant of populatios - tctel, urban, sod roral -
Penber of paople {tctal, urban, an4 rurel) served by excruta dispcasl is
percestages of their respactive pipulations. Zxcrers Cleposal mey tnclude
the callsction and dispasal, vira or vithou! trestzant, of humsn sxcrata
#nd wazta-ater by watar-borne systems ot the see of pit privies sod simi-
lar toetxllatfons.

Populstion pet Thycician - Popuistlon divided by wmabar of practicing physt-
cfans queliffad frow a mediral nchool st university level.

Fopulatfon per Yitsjng Paryon - Populetion ¢ivice¢ 37 number of precticing

#aie aod fenals praduscs sur Practical nursss. and aselstant aute

vatresied bul unconiamiceted

Q11 Ixparters™ group where “Middle Income Nerth.Africs a
coup data lhe averages zre population weihted arithzetic sea
baa dats for that ipdicator, Since the coverage of countries smang

tedle Eaxt” fs chomen because of weronger
for esch indicater and shovn only when
ie inZifators depends on the availapility of data

telating sversges of ora tndfcator to another. Theae sverages ate only vseful in compating the value of

Fopulatfon per Heapstal Bed - tctal, N
urban, and rural) éivided by thier tespective number of hespitel beds
avallable in public #nd privace general and shecialized beapital wod re-
habilitactcn centers. Hospitals are estatlishments permunently staffed
by 4t least cne physician. Estatlfshments previding principally custo-
¢ixl care ate not included. Rural howpitalr, howevar, inciude health
and medical centers not persanently statfed by 2 phyzicisn (bot by a
medfcal etc.) which offer tn-patient accommo-
4etion and provide 4 limited range of medical facilities. For mtatis~
tical purposes srdan hospitsls tnclude WHOe principal.general hospitals,
and rurai bospitals local or tural hospitals ané medfcal sad materniry
canters, Specfslizred hospitals are fnciudod oaly under total.

31 Bad - Total number of admissions to or discharges

Trom hospitals dividsd by the nuzber of beds.

~ Pepularion (total,

HOLSING

Average Size of Housahold (persors per heusehold) - total, urban, and rural -
A houtehold consists of a group of individuais vho share 1iving quaters
and their main ceals. A boarder ot lodger may or mey not be included i
the househcld for statistical purposes.

Average rumber of persons per_room - totsl, urbs d rutas - Average num—
ber of persons per room fn all urdan, ard rutal occupled conventlonil
dvellings, vespectively. Dvellings exclude non-permsnent meructures sad
unoccupled parts.

Azcesw to Electricicy (percent of dvel'ings) - total, vrban, and rural -
Conventiornal dvellings with elertricity ia 11ving quartars 4s rarcentage
of total, urban, snd rural évellings tespectively.

EDLCATICN
Adtusted Enroliment tion

Primary schocl - total =ale and fesale - Gross total, male and fezale
enrollment of a1k ages at the primery level as percentages of Teapective
primary school-age populations; normally fncludes children aged 6-1%
years but adjust. ' for different lenzths of primary ejucation; for
countriea vith urisereal aducaticn snrollaent mey enceed 100 perceat
since sone pupils are balow ot sbove the officiel school age.

Sscondary pchocl - zotsl, male and feaale - Compuied as sbove; Becondary
education requires at least four years of spproved primary fmetruction
provides geserai, vocational, or teacher training instructions for pupil
waually of 12 to 17 years of ege; correspondence cournes are generally
axcluded.

Vocations] enrollment (percent of aecondsry) - Vocet{onal fmerftutions
Inclode technical. industrial, or other proBrams vhich operers independ-
ently or a4 departments of secondary fasrftutfons.

Pupti-tescher ratfo - primary, i1 sccondary - Total students enrolled ic
Primary and secondacry levele divided by numbers of teachars ia the
corresponding levels.

Adult lfteracy rate ‘p-rcent’ - Literate sdults {eble to resd and write}
ws # percentage of total 4fult population sged 13 years snd over.

CONSUMPTION

Passengar Cars (per thousas . population) - Pusieuger cars compriss
zate seating less than s ght pero.ne: exciudes smbulances, hasr
military vehicles.

Radio Racefvers {per thot sand population) - All types of receivacs for redio
br. ta to geaeral ,ublic pot thousand of population;: axcludes un-
licenssd receivers ir countrtes and in years vhen registration of radio
sets wes 1n effest; ata for recent ysars may not be comparable since

Bost countries sbol shed lfcensicg.

TY Raceivers {per th gsund populerion) - TV receivers for broadcset to
general public per thousand population; excludes uuiicenaed TV recaivers
in countries and i years when registration of TV sets vas o iffect.

Newspaper Circular,on (per thousand population) - Showa the averags cir-
culation of "¢r.ly genar~l intersst newspapcr”, defined as 1 periodical
publicaticn deoted primarily to recording general neve. It 1a coasidersd
to bs "dafiy” tf {c appears at least four i a vesk.

Clusme Annusl cttendapse per Capita per Year - Bawad on th. nusbar of
tickate so) 4 durlng the yaar, including sdafssions to drive-in cinemss
and wobi{ls units

aad

tocluiing

and uremploysd but excluding housevives, studants, vic.,

covering popularion cf sll sges. Definftions in verious couscries are

nor comparable; 1960, 1970 and 1979 date.

wie (percant) - Temele labor forca sa percentage of total lsoor force.

“culture (percent) - lador force in (avates, forestry, hunting end
(Tebing a8 parcentags of cotal labor force; 1960, 1970 and 1979 date.

Tadustr ercent) ~ lakor force {p wining, construction, Janufacturing
end electricity, vater and gas au percantsge of totsl labor force; 1960,
1970 and 1979 data.

Perticipstion Rate {percent) - totsl, wale, rod femalc - Participatior ot
activily rates sre computed su totsl, sale, «nd female labdor force as
percentagee of total, male snd fexale populetion of ail sges respectively;
196G, 1570, «nd 1979 data. Thesa are based on IL0's participation retes
reflucting age-sex structure of the populstion, s74 loog ¢ima trend, &
fev aetinaces are from national source

Lconomic bependency Katfo - Ratfc of population vmdar 1S snd 65 and over
ta the totel lsbor force,

INCOMY DISTRIBLUTION
Percontage of Private Inc.me (both ip cash and kind) - Received by richest
S percent, richeat 10 percent, joorest 20 percent, &nd paoTast 40 percent

of households.

FOVERTY TARGELT CROUPS

The following estivater are very approxisate messures of poverty levels,
and should be tnterpreted with cons{dersble caution.
fotimsted Abeolute Poverty Income Level (USS per capita) - urir. and curel -
Absolute poverty ‘ncome level is that income ievel below whii: & minimal
sutritfonally sdvguate diet plus esmential non-food requirements Ig rar
fordstle,

Estimeted Relative Poverty Income Level (US$ ser cspita} - urbac and rural -
Rucal telative poverty income leve]l 15 one-thitd of average per capita
persoral fncowe of the country. Urban level a derived from the rural
level with adjustsent for higher cost of 1iving {n urban are

Eatinsted Population Below Absolute Poverty Incowe Level (percest) - urban
and tural - Petcent of populstion (urban t.d rutal) vhe ace Tavsclute
poor”

Economic and Soctel Data Divisfon
Economic Analyels and Projections Depsrtment
May 158%
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([CO = ECONOMLC DEVELOP

DATA SHiET 2NNFX 1
Taes % of §

Prelimi-
A ¢ T U AL na
E‘”i;"[?" PROJECT1I0¥ . .Crowth Rates = _ _ _As {of O
1976 1975 1977 1379 1980 1s81 1982 1983 1983 1970-75  1975-30  19u=s> 970 1980
BATIONAL ACCOUNTS . Constant 1972 Frices, US$ Nillions
) R . . £n,071.4 72,110.7 78,335.4
cp? 36,9717 48,508.4  50,966.2  58,836.1  63,119.3  67.12.9 Y o) , 6.7 5.4 4.3 99.7  on.
Gains in terms 120.1 88.5 352.2 82,5 2,040,5  l.A6Ld 1.706.5 b7et.s Ll - - 0.3 3.3
of trade . 68,974
oY 37,091 ¢ 49,196.9  51,318.5 $9,628.7  65,168,9 8,974.0 71,578.3 73,852.2 80,196.8 6.2 5.8 3.7 100.0
Imports (Inck.NFS:  4,411.3  6,661.0 4,819.6 7,677.8  10,087.6 13,108.4 12,851.0 13,016.4 15,135.9 , 11.0 3.9 4.3 11.9
Exports 3,213.0  3,762,8 4,419 3 5,932.4 7,029 ° L7192 ey ey 13,173.3 15,124.7 1.8 13.6 8.5 8.4
Reciurce Cap 1,138.3  2,898.2 400.3 1.745.4 3,058.. 1,383.2 1.199.5 -156.9 (12 g7 1 -24.0 3.1
Coasumplion 30,535.2  40,878.7  41,999.5 47.8063.%  51,358.5 51,401.9 52,690.9 53,203.8 57,786.6 6.1 P 2.3 83.4
Tnvestment ?7,176.8  10,527.9 9,367.0  12,777.%  14,819.1 17,503.2 18,380.0 18,750.0 20,620,0 9.4 7.5 5.8 19.3
Cross Doa. Savings 6,156.6  8.318.2 9.327.0 11,8235 13,810.4 17,572.1 18,8874 20,6648.4 22,410,2 6.9 10.4 9.3 16.6
Cross Rat. Savings 5,820.4  7,541.7 8,478.4 10,391.9  12,265.2 11,032.8 17,896.4 19,973.2 21,090.1 6.2 10.0 5.8 15.7
TRADE IN GOOUS AND LFS Current Prices, Uss ¥illons as %
IMPORTS, TOTAL 3,416.9 8,636.7 7,855.0 17,0329 25,556.3 32,714.9 , 3n.881.2 33,727.0 45,149.5 23.5 25.4 ' 10,3 100.0 100.0
Consumptien 4724 549.7 779.2 1,838.2 4,085.6 5.246.8 " 5,295.8 5,251.C 9,210.7 2.2 36.8 13.3 13.8 15.9
of which: Food (77.63 1/ 459.3 475.1 1,086.3 2,956.2 3,65403 3,005.3 4,38%.0 5,242.6 - 21.7 1.4 2.3 1.y
Petroleunm & Froduct 35.0 269,1 107.5 239.2 299.4 - . - - 39.7 25.1 - 1.0 1.2
Non-Factor Sevvices 1,064.7  2,022.9 1,934.3 4,215.5 6,962.2 9,484.1 9 147.3 9,483.3 11,858.8 13.7 29.0 9.1 3.2 2.2
Other Goods 1,864.8  5,395.0 5,034.0 10,035.8  14,249,1 17,983.9 16,438.1 18,992.1 24,080.0 17.8 17.2 9.4 54.0 $5.7
EXPORTS. TOTAL 2,745.4  6,081.7 7,295.1  15,285.9  23,563.7  23,049.% 28,946.5 35,260.2 46,4641 19.8 30.8 14.2 150.0  100.0
Selected Agricul-
tural Goods 421.2 814.8 1,439.1 2.153.% 1,941.6 1,786.1 2.021.0 2,309.8 2,965.9 6.5 20.2 10.2 22.6 8.2
Petroleum & Product 38.4 4801 1,029.4 3,976.2 10,422.5 14,651.9 12.990.0 15,000.0 19,526.6 61.0 87.8 1.5 L 462
Mirerals 244,13 423.4 466.9 805.2 1,346.5 -1,197.8 1,367.2 1,560.9 1,987.2 16.9 25.0 9.8 8.9 5.8
Manufactures 443.9  1,186.9 1,611.0 2,351.7 2,437.3 2,177.6 * 2,587.0 1,352.8 4,325.2 26.3 8.5 14.8 16.2 0.3
Other Goods * 115.3 79.9 1.7 3.2 4.8 7.1 11.6 24.5 . 19.5 * * ¥
Non-Factor Services 1,397.7 3,077.2 3,190.8 5,993.7 7,418.6 9,229.3 19,954.2 13,025.9 17,634.7 - 19.3 20.5 19.7 5C.9 11.5
TRADE INDICES (1972~100) Average 72-100
Erport Price Index 88.2 161.4 175.2 262,48 367.0 392.4 399.3 416.3 469.3 16.6 25.5 4.9
Import Price Index ¥1.0 1648.0 164.1 187.% 207.9 229.1 220.3 237.3 273.1 32.% 8.1 5.1
Terms of Trade 95.9 100.1 106.3 149.9 176.5 171.3 a3 175.4 171.8 2.5 12.4 0.3
VALUE ADDED BY SECTOR Constant 1§72 Prizes, £S$ Millions -
Primary 4,139.1  4,483.% 4,771.6 4,955.7 5,227.9 6.547.3 . 6.628.6 6,893.7 7,456.2 1.7 3.4 4.1 1.2 8.3
Secondary 12,417.3  16,948.7  13.245.7 22,0846  23,878.6  25,920.8 26,469.7 27,1£7.9 28,588.5 7.1 3.4 3.4 33.6  37.8
Terciary 20,415.3  22,0%6.3  27,943.9 31,795.8 34,0136 35,044.7 36,773.1 38,059.1 42,350.7 5.8 4.8 5.0 55.2  53.9
Total GOP 36,971.7  48,308.4 50,966,2 58,836.1 63,119.3 67,512.8 55 871.4 72,110.7 78,395.4 6.0 5.6 4.3 100.0  100.0
CONSOLIDATED PUBLIC SECTOR FINANCES Klllions 1972 tS§
Current Receipts 5.953.3  9,519.9  10,605.5 13,6719 15,867.9 16,218.7 -
Current Expend. 4,30.1  9,016.4 9,202.9 10,850.5  12,481.4 13,978.7
Pyblic Savings 1,533.1 503.6 1,402.7 2,821.3 3,386.5 2,240.0 ‘
Iavestment 2,227.7  4,883.7 4,426.5 6,820.3 6,893.2 7,3996.1 Y
Leffcit (Net) 666.1 4,308.8 2,927.0 3.958.2 4,997.7 5,756.1"
Domest{c Prices
General Price Tndex  90.4 159.7 233.4 331 618.2 538.2
{1972=100)
Exchange Rate 12.49 12.49 22.58 22.8F 22.95 26.22 2/
)CATICN OF CPOSS _ Growth Rates As 1 of Total
" . — IE]
. .
Energy 5,369.1  6,474.1 7.7365.9 10,548.5 noa. noa. 8.4 3.3
Transport and Com— ; 25,4 “.4
munications 1,75k.1 1,503.3 1,537.4 1,403.2 n.a. ned 6'0 16.9
Social Ecpenditures 6,220.9  4,602.0 4,771.8 $.338.3 n.a. n.a. 6.0 -2
Industry 1,640.0  °1,455.6 1,392.4 1,828.5 oa. a.a. 30 R
Agric. & Rural Dev. 1,977.1 1.617.5 1,562.7 1,676.3 n.a. f.a. . o
Cen. fdmlnistration
&4 Defense 3,290.8  5,160.8 5,552.2 9,384.2 n.a. n.a 9; zzg
Commerce 1,531.7  1,436.9 1,785.2 1,654.0 n.a. rea L8 52
Tourism 63.2 73.5 53.9 £0.0 n.a. n.a ul 100.0
Total 19,843.3  22,323.7  24,392.% 31.633.0 n.a. nea . =
1973-75  1973-80
SELECTED I%DICATORS , —_— T
1COR 2.62 2.60 5.94 2.50 4.31 3.37 3.98 3.66
laport Elasticity 2.60 0.60 4.6 3.39 4.61 4.30 1.64 z.fn
Marginal Savings Ratio  2.61 0.23 2,17 a1 9.17 0.16 0.16 0.24
LABOR FORCE . Askof Tetal
l ~ 3 1978
Agriculture .5 29.2
Industry .7 2.0
Services .7 48.g
21 9 100.9
YALLE AODED PZR WORKZR 1972 Prices ——
T 1950 1370 1980
Agrirulture 608.0 915.8 31.6
Industry 2.468.9 4,588.9 167.9
Services 3,222.8 4,582.5 1il.t
Totat L,735.6  2,865.9 490.2

;. i i 1y e wmarme C 2 s ver the years.
1/ The classification for *his svries has teen changing therefore the figures might not represent exactly the same criteria ave ¥

- @
2/ Decemner 30, 1aR]

*  Neeligible

April 1yu2



Summary Balance of Payments

Exports (includirg NFS)

Imports (including NFS)

Resource Balance

Interest, net

Nirect Investment Incooe

Workers®' Remittances

Current Transfers, net

Current Account Balance

Piivate Direct Investmwent

Piblic Med. & Long Term Loans, net
(Disbursements)
(Repayments)

Other Capital

Change in Reserves (- = {ncrense}

Grant _and Lear Commitwents
Public Med. & L,T. Loans

1BRD

ba

Other Multilateral

Governments

Suppliers

Banks and Financial Institutions

Debt and Debt Service

Public Debt Outatanding &
Disbursed {end of period)
Interest on Public Debt
Repayment on Public Debt
Public Debt Service

Burden on Export Barnings (X)
a. Public Dedt Service
b. tublic Debt Service &
Direct Investment Lncome

Average Terms of Public Debt
a. Interest as X of prior year's
D.0. and D.
b. Amortization as X of prioe
year’'s D.0. and D,
IBRD Exposure
a. IBRD D.O. & D. as X of
Public D.0, and D,
b. IBRD Debt Service as 3 of
Public Debt Service

* Debt and Debt Service figures for 1981 are estimated on

April 1982

- 25 -

BALAN .. OF PAVMENTS EXTERNAL /SSSISTANCE AND DEBT

{UsS$ Millfor; Currenc Prices)

Prelis,
[ T U A L Zstimates

1970 1973 1577 1579 1960 1951
7.765.4 6,081.7 7,795.1 14,965.9 23,199.7 19,049.5
3,416.9 8,636.7 7,855.0 17,052.9 25,596.3 32,714.9
~671.4 -2,555.0 -59.9 ~2,087.0 ~2,396.6 -3,665.4
-307.0 -1,266.5 -1,811.0 -3,029.4 -4,416.0 ~7.576.5
-267.5 ~657.5 4016 -590.9 ~772.3 -781.6
122.7 174.6 251.0 320.0 370.0 423.3
55.3 123.4 168.5 223.9 268.2 uom.m
-1,067.9 -4,181.0 -1,852.8 -5,163.4 ~6,94A,7 .:.Nwm..
322.8 748.8 555.9 971.9 1,313.0 1,419.0
258.6 1,565.3 +,872.4 3,166.7 4,058.5 11,148.2
821.3 4,018.6 §,232.3 10,615.0 7,771.1 ﬁwwww
~ .7 - P -2.295. ~7,285.9 ~3,723.4 =2 .
wmw.m MWWM |~.oww.m 1.463.7 2,72601 -1,201.0
~102.1 ~165.1 -504.2 ~418.9 -1,150.9 -65.0
146.8 116.2 162.0 527.0 625.0 645.0
Ha2.4 165.4 122.0 274.5 358.0 379.6
8.8 291.6 274.2 694.6 a.a.
69.7 230.5 705.9 26.0 58.6 390.C
4643.5 1,050.5 8,370.2 12,000.0 4,996.2 19,000.0

*

3,238.0 11,561.7 20,420.7 28,901.7 34,612.7 56,601.2
218.0 850.4 1,327.7 2,901.2 3,589.4 4,695.8
475.6 76%.6 2,333.1 7,826.8 3,867.7 5,059.9
693.6 1,612.9 3,660.3 10,728.0 7.457.1 9,755.7
24.2 25.8 45.5 69.1 30.4 33.6
33.5 . 36.3 50.5 72.9 32.8 36.3
7.4 10.2 8.3 11.5 12.4 1.0
6.3 9.2 4.6 311 13.4 10.7
18.0 9.7 6.7 5.0 5.9 4.5
7.7 7.2 4.2 2.1 3.2 2.0

the basis of Jan.-Sert. data.

Annex

Page 5

182 1983 1985
28,9456.5 35,260.2 46,4641
30,881.2 33,727.0 45,149.5
-1,934.7 1,533.2 1,314.6
-8,441.8 -9,328.4 ~10,330.0
-750.9 -8u0.4 -519.8
484.2 5354.0 725.0
356.7 410.2 542.4
-10,326.5 -7,631.4 -8,567.8
1,461.6 1,508.5 1,639.9
10,256.9 7,688.0 8.,761.9
14,604.3 12,191.7 18,405.0
4,347.4 -4,503.7 -9,623.1
~1,392.0 -1,565.1 -1,854.0

Externsl Debt
Qutstandin;

on Dec. 31, 1980

Public M & LT § Millicns
Loans

18Ry 2063.3 B
Cther Off.

Sources 2377.3 i
Other Private

Sources 29238.0 13
Total 33678.6 10¢
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ANNEX II
Page 1 of 8
THE STATUS OF BANK GROUP OPERATIONS IN MEXICO
A Statement of Bank Loans (as of March 31, 1982) 1/
Loan i o Amount less Undis-
No. Year Borrower . Purpose Cancellations bursed
44 loans fully disbursed 2,438.6
970-5 1974 NAFINSA Irrigation 47.0 4,2
1022 1974 NAFINSA Airports 25.0 0.2
1053-5 1974 NAFINSA Integrated Rural
Development 38.0 15.2
1111-5 1975 NAFINSA Irrigation 50.0 21.3
1186 1975 BANOBRAS Water Supply 40.0 11.8
1420-5 1977 NAFINSA Tourism 42.0 3.0
1462-5 1977 NAFINSA Integrated Rural
Development 120.0 25.1
1552-5 1978 NAFINSA Industry 47.0 1.0
1553-5 1978 NAFINSA Agriculture 56.0 36.8
1554 1978 BANOBRAS Urban Development 16.5 9.2
1560-5 1978 NAFINSA Industry 100.0 4,9
969-6 1979 NAFINSA Irrigation 25.0 1.2
1643-5 1979 NAFINSA Small~scale Agri. 60.0 51.7
1671 1975 BANOBRAS Highways 120.0 80.8
1686~5 1979 FERTIMEX and NAFINSA Industry 80.0 36.6
1706-5 1979 NAFINSA Irrigation 92.0 82.7
1712-5 1979 NAFINSA Industry 175.0 97.4
1820-5 198C NAFINSA Small and Medium
Scale Mining ~ 40.0 36.1
1858-5 1980 NAFINSA Irrigation 160.0 159.2
1881 1980 NAFINSA small and Medium
Scale Industry 100.6 54.7
1891-5 1980 NAFINSA Agricultural Credit 325.0 262.1
1908 1981 NAFINSA Irrigation 23.0 21.0
1913 1981 BANGBRAS Water Supply 125.0 117.4
1929 1981 BANOBRAS Railways 150.0 118.3
1945 1981 NAFINSA Rainfed Agri. 280.0 249.3
1964 1981 PRANPESCA Port Development 14.0 14,0
1990 1981 BANOBRAS Urban Development II 164.0 164.0
2042 1982 NAFINSA Technical Training 90.0 88.7
2043 1982 NAFINSA 2/ Integrated Rural
Development _175.0 _175.0
TOTAL 5,218.1 3/
0f which has been repaid to the Bank _812.8
Total now outstanding ,405.3
Amount sold 92.3
of which has been repaid 92.3 0.0
Total now held hy Bank 3/ 4,4605.3

Total undisbursed 1,942.9

1/ Loan 2100, for $180 million, made in FY1982 to NAFINSA for an Irrigation
Project, was approved by the Executive Directors on March 16, 1982, but
has not yet been signed.

2/ Loan not yet effective.

3/ Prior to exchange adjustments.
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ANNEX II
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B. STATEMENT OF IFC INVESTMENTS (as of March 31, 1982)
Fiscal USS Million
Year ~~ 0Obligox Type of Business Loan Equity Total
1958/59 1Industrias Perfect
Circle, S.A. 1/ Industrial Equipment G.8 - 0.8
1958 Bristol de Mexico, S.A. 1/ A.C. Engine Overhaul 0.5 —= Jde5
1961 Acero Solar, S.A. 1/ Twist Drills 0.3 - 0.3
1962/65/ Compania Fundidora
66/68 Fierro y Acero de
Monterrey, S.A. Steel 2.3 21.4  23.7
1963 Tubos de Acero de
Mexico, S.A. 1/ Steel 0.9 0.1 1.0
1963 Quimica del Rey, S.A. 1/ Sodium Sulphate 0.7 - 0.7
1964/66 Industria del Hierro, S.A.l/ Construction Equipment -~ 2.0 2.0
1970 Minera del Norte, S.A, 1/ Iron Ore Mianing 1.5 — 1.5
1971 Celanese Mexicana, S.A. Textiles 12.0 - 12.0
1972 Promotora de Papel
Periodico, S.A. de C.V.1/ Pulp and Paper 2/ 2/
1973/79 Cemento Veracruz, S.A. Cement 15.9 15.9
1974/81 Cancun Aristos Hotel Tourism 1.0 1.3
1975/78 Mexinox, S.A. Steel 12.0 15.2
1978/81 Papeles Ponderosa, S.A. Pulp and Paper 9.0 12.5
1978 Tereftalatos Mexicanos, S.A. Petrochemicals 18.0 19.C
1979 Cementos Tolteca, S.A. 3/ Cement 100.0 100.0
1979/81 Hotel Camino Real
Ixtapa, S.A. Tourism - 3.1
1979 Conductores Monterrey, Electrical Wire
S.A. 3/ and Cable 18.0 18.0
1980 Industrias Resistol, S.A. 3/ Particleboard 25.0 25.0
1980 Vidrio Plano de Mexico S.A.2/ Flat Glass 114.9 114,¢
1980 Minera Real de Angeles,
S.A. de C.V. 3/ Mining 110.0 -~ 110.0
1981 Celulosicos Centauro S.A. 3/ Pulp and Paper 59.5 - 59.5
1981 Corporacion Agroindustrial,
S.A. Agri-Business 11.3 3.0 14.3
Total Gross Commitments 514.6 36.6 551.2
Less Cancellations, Terminations, Repayment
and Sales 382.0 22.1 404.1
Total Commitments Now Held by IFC 132.6 14., 147.1
Total undisbursed (including participants) 35.4 1.5 36.5

1/ Investments which have been fully cancelled, terminated, written off,
sold, redeemed or repaid.
US$25,000.

/
3/ Gross commitment including amounts sold tc participants.
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C. Status of Projects in Execution (as of March 31, 1982). 1/

Ln. No. 970 Rio Sinaloa Irrigation Project: US$47 Million Loan of
Marck 1, 1974; Effectiveness Date: May 29, 1974.
Closing Date: June 30, 1982.

Project authorities have rephased construction; a substantial
reductien in project scope was approved by the Executive
Directors {(R79-51 of March 13, 1979). Progress is now
satisfactory and the project will be completed on scheaule.

Ln. No. 1022  Airport Development Project: US$25 Million Loan of June 28,
1974; Effectiveness Date: September 16, 1974. Closing
Date: June 30, 1982.

Although behind schedule, this project is proceeding satis-
factorily. Project components that have been completed are
achieving higher rates of utilization than envisaged at time
cf appraisal because of greatly increased air traffic in
Mexico. Four of the six project airports are completed, and
the other two will be finished by mid-1982.

Ln. No. 1053 = Papaloapan Integrated Rural Development Project: US$50 Million
Loan of November 15, 1974; Subsequently reduced to US$38 million;
Effectiveness Date: January 27, 1975. Closing Date:
December 30, 1982.

Project implementation experienced delays mostly due to management
difficulties and inadequate budget support. At the borrower’s
request USSi2 million of the loan were cancelled on March 5, 1981.
A reprogramming of the project and extension of the closing

date to December 30, 1982 were approved by the Executive Directors
on January 4, 1982 to allow completion of the modified project.

Ln. No. 1111 Seventh Irrigation Project — Bajo Rio Bravo and Bajo Rio
San Juan: US$150 Million Loan of May 8, 1975; Subsequently
reduced to US$50 Million; Effectiveness Date: July 30, 1975;
Closing Date: December 31, 1982.

In view of the project’s size, complexity and high cost, the
Government and the Bank agreed to phase project development
over a longer period of time and substantially reduce the scope
of the project to be financed under the Bank loan (R77-305 of
December 13, 1977 and R79-56 of March 19, 1979). Progress cn
most components of the revised project is now satisfactory.

The project is expected to be completed ahead of schedule.

1/ These notes are designed to inform the Executive Directors regardiag the
progress of projects in exccution and, in particular, to report any
problems which are being encountered and the action being taken to remedy
them. They should be read in that sense, and with the understanding that

they do not purport to present a balanced evaluation of strengths and
weaknesses in project execution.
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1420

1462
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Medium—-Size Citles Water Supply ard Sewerage Project: USS40 million
Loan of January 13, 1976; Effectiveness Date: April 26, 1976.
Closing Date: January 14, 1984,

Subloan agreements have been signed with all cities included
in the project, fully committing trhe loan. Five out of seven
subprojects have been completed and works are progressing
satisfactorily.

Baja California Tourism Project: US$42 Million Loar of
July 5, 1877; Effectiveness Date: June 28, 1978;
Closing Date: June 30, 1982,

After extension of the closing date by one year, due to
difficulties in internal coordination, the project is
progressing satisfactorily.

Integrated Rural Development Project — PIDER II: US$120 million
Loan of July 5, 1977; Effectiveness Date: October 28, 1977;
Closing Date: July 31, 1982,

The project is proceeding satisfactorily; major efforts to
decentralize project planning and execution have been made.
The result is increased beneficiary participation and
better coordination between executing agencies at the field
level. However, decentralization, reprogramming of micro-
region investment plans, and several changes in management
have resulted in delay in project execution; the closing
date will have to be extended.

Small— and Mediun—Scale Industrial Development Project;
US$47 million Loan of May 4, 1978; Effectiveness Date:
January 12, 1979; Closing Date: June 30, 1982.

After some initial delays, the integrated program to assist
industrial enterprises is making rapid progress. Forty-eight
extension agents have now recelved full training and have been

assigned to 14 regicnal offices. The loan has been fully
committed-

Tropical Agricultural Development Project: US$56 Million Loan
of September 27, 1978; Effectiveness Date: January 12, 1979;

Closing Date: December 31, 1983.

The six pilot projects have been approved by the Bank. Project
authorities are making good progress in th: agricultural
development program of each pilot project The applied

research programs are proceeding on schz.ule. Disbursements
are improving.
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Ln. No. 1554 Lazaro Cardenas Conurbation Development Project: US$16.5
Million Loan of September 27, 1978; FEffectiveness Date:
February 14, 1979; Closing Date: June 30, 1982.

The shelter-related component and the training centers are
progressing satisfactorily. Progress has slso been made 1in the
production credit component, but delays still remain in the
implementation of the industrial premises and river control
components and the studies. A request from the Borrower for
v:allocating funds to the shelter-related components is
expected soon.

Ln. No. 1560 FONEI III: US$100 Million Loan of September 27, 1978;
Effectiveness Date: Januaxry 12, 1979;
Closing Date: June 30, 1982.

The loan has been fully committed.

Ln. No. 969-6 Rio Panuco Irrigation Project; USS$25 Million Loan of
September 27, 1978; Effectiveness Date: January 12, 1979.
Closing Date: June 30, 1982.

Major project civil works are on schedule and expected to

be completed by the closing date. Progress in agricultural
development has been slower than infrastructure construction.
The technical assistance program has beeun strengthened to
emphasize better water utilization and intensive agriculture.

Ln. No. 1643 Small Scale Agricultural Infrastructure Project: US$60 Million
Loan of February 6, 1979; Effectiveness Date: April 13, 1979;
Closing Date: June 30, 1983.

Most livestock and irrigation subprojects to be included in
the Project have been approved by the Bank, and the Government
is accelerating preparation of withdrawal applications.

Ln. No. 1671 Highway Sector Prject: US$120 Million Loan of August 23,
1979; Effectiveness Date: October 12, 1979; Closing Date:
June 30, 1984.

Cormitments are ahead of schedule but disbursements are behind
schedule because of budget cuts in 1979 and because of delays
in submitting reimbursement applications tc the Bank. The
authorities have agreed to increase budget allocations and
speed up disbursement requests.
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Se:ond Fertilizer Project — Lazaro Cardenas: US$80 Million
Loan of May 18, 1979; Effectiveness Date: September 21, 1979;
Closing Date: October 31, 1982.

Orders for most of the equipment have been placed and about
30 percent of the construction work is committed witn about
22 percent completed. The project is now about 17 months
behind schedule and runs the risk of further delays unless
implementation arrangements are improved. FERTIMEX s manage-
ment is considering steps to improve implementation.

Rio Fuerte/Rioc Sinaloa Irrigation Project: US$92 Million Loan
of July 30, 1979; Effectiveness Date: October 5, 1979;
Closing Date: July 31, 1986.

Project implementation is on schedule.

FONEI IV: US$175 Million Loan of July 30, 1979; Effectiveress
Date: October 5, 1979; Closing Date: June 30, 1984.

Demand for industrial financing continues to be strong, and
most of the loan has been committed.

Small and Medium Scale Mining Development Project: US$40
Million Loan of August 18, 1980; Effectiveness Date:
December 4, 1980; Closing Date: June 30, 1684,

Project execution is being initiated. Demand for credit
has been less than originally anticipated due to softening
of mineral prices.

Apatzingan Irrigation Project; US$160 Million Loan of
September 29, 1980; Effectiveness Date: December 19, 1980;
Closing Date: June 30, 1987.

Contracting for the main civil works is progressing satisfactorily
and a strengthened technical assistance program is underway. How—-
ever, disbursements are lagging behind due to delays in processing.

Second Small and Medium-Scale Industry Development Project;
US$100 Million Loan of September 29, 1980; Effectiveness Date:
December 22, 1980; Closing Date: December 31, 1984.

About ome-third of the loan has been committed. The program
is making satisfactory progress.

Seventh Agricultural Credit Project: US$325 Million
Loan of August 15, 1980; Effectiveness Date: November 17, 1980:
Closing Date: March 31, 1984.

No major problems in implementation are foreseen. The review
panels in the regional offices for speedy loan processing have
been established.



- 32 - ANNEX II
Page 7 of 8

Ln. No. 1908 Ocoroni iIrrigation Project: US$23 Million Loan of March 2, 1981;
Effectiveness Date: July 1, 1981, Closing Date: June 30, 1986,

Project implementation is on schedule.

In. No. 1913  Second Medivm-Size Cities Water Supply and Sewerage Project:
US&125 Million Loan o! January 23, 1981; Effectiveness Date:
June 23, 1981; Closing Date: December 31, 1984.

Subloan agreements have been signed between BANOBRAS and seven
cities, and investment proposals amounting to 88 percen: of
project costs have been submitted to the Bank. Completio.. of
works 1s ahead of schedule in Toluca and Queretaro, but overall
the project is one and a half years behind schedule due to
delays in completion of final designs.

Ln. No. 1929 Fourth Railway Project: US$150 Million Loan of February 12, 1981;
Effectiveness Date: June 9, 1981; Closing Date: June 30, 1984.

Project execution 1is proceeding on schedule.

In. No. 1945 Rainfed Agricultural Development Project: US$230 Million Loan
of March 7, 198l; Effectiveress Date: July 1, 1981; Closing
Date: June 30, 1986.

Project implementation has begun on schedule. Staffing of the
ten nroiect distrirts is near comnletion. and district onerational
committees have been established.

In. ¥o. 1964 Ports Dzvelopment Preparation Project: US514.0 Million Loan
of May 7, 1981: Efrfectiveness Date:; August 24, 1981; Clesing
Da'2: Decembar 31, 1984.

Project implementation is on schedule; about 40 percent of the
loan has been committed.

Lu. No. 1990 Second Urban and Regional Development Project: USSi64 milldien
Loan of August 13, 1981; Effective Date: January 12, 1982;
Closing Date: December 31, 1986.

Signing of subsidiary loan agreements is still proceseding. Good
progress is taking place {n the shelter-related compenent in
Tabasco, but the remalning components are suffering delays.

Ln. No. 2042 Technical Training Project: US$90 Million Loan of July 31,
1981; Effectiveness Date: November 25, 1281; Closing
Date: June 38, 1984.

Project {mplementation is proceeding rapidiy.

La. No. 2043 Integrated Rural Development (PIDER IIT): USS$175 Millisxw
Loan of November 6, 1981; Effectiveness Date:
Clasing Date: September 30, 1965.

The lc ' m 1s not yet effective.
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Bajo Rio Bravo/Bajo Rio San Juan Irrigation Rebabilitation

Project II: US$180 million Loan of

Effectiveness Date: ; Closing Date: December 31, 1984.

This loan, approved by the Executive Directcrs on March 16, 1982,
has not yet been signed.
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Bajo Rio Bravo/Bajo Rio San Juan Irrigation Rehr bilitation

Project II: US$180 million Loan of

Effectiveness Date: ; Closing Date: December 31, 1984,

This loan, approved by the Executive Directcrs on March 16, 1982,
has not yet been signed.
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MEXICO

POLLUTION CONTRQL PROJECT

SUPPLEMENTARY PROJECT DATA SHEET

Section I: Timetable of Key Events

(a) Time to prepare project About 2 years
(b) Project prepared by: SSA/SARH

(¢) Tirst presentation to Bank: April 1981
(d) Departure of Appraisal Mission: June 1981

(e) Completion of Negotiations: April 1982
(f) Planned date cf effectiveness: August 1982

Section II: Special Bank Implementation Actions

Litanyl s

Section L3T:  Specisl Conditions

Zonditdions of Loan Effectiveness

{a} sstisfuctory operating guidelines for FONZI’s pollution contrel
ioans had been issued (para 63);

{7 ‘tpproval of zhe project implementation pager in a form satlsfactory
vo the Bank {para 68);

SLher

{c) Tuterest vates to beneficlaries would range from ACF-3 to ACF
z %
inava &1}

{37 Pfank Yinsuce for a single subproject would be limited zo USSS5 mil-
Lion in the case of loanz to industries and 1§§20,000 in the case
of iegus to automobile gsrages {para 653);
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Prior Bank approval would be required for:

(i) the first FONEI subloaus for industrial relocation, for

change of production process, and for equipping automotive
garages; and

(i1) all FONEI subloans involving more than US$750,000 in Bank
finance (para 70); and

The project components involving strengthening of monitoring and
laboratory facilities, and implementation of studies, training, and
technical assistance would be done in accordance with progiams or
terms of reference satisfactory to the Bank (para 66).,
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