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FOREWORD

Privatization in Latin America is the fifth book of a series published under the
Centers for Research in Applied Economics Project sponsored by the LInter-Ameri-
can Development Bank. In keeping with the centers’ objective of addressing the
mujor economic and social problems affecting Latin Americaand the Caribbean,
this volume examines the elfects of privatization on efficiency, distribution of
ownership, and overall performance of Latin American economies,

This hook examines the diverse privatization experiences of Chile, Mexico,
Colombia, and Argentina. Each case study carries with it specific lessons on
transfer of ownership issues and the various costs and benefits of privatization.
Evident from all four studies is the need to combine privatization with other reform
measures such as price liberalization, openness 0 foreign investment, and
simplified regulatory procedures. Without a stahle climate for business and a
sound financial system, the benefits from privatizations cannot be achieved fully.

These studies ure most timely, Never before in the history of the region has
privatization been embraced so wholeheartedly or pursued with such vigor, Even
in such sectors as petroleum and mining. which traditionally have been protecied
as strategic and vital interests, the role of the state has come under senous scru-
tiny over the last few years. As a majority of state-owned enterprises continue to
mount enormous losses, it is becoming increasingly obvious that the drain they
exert on public finances is no longer allowable,

Yet privatization goes beyond mere fiscal considerations, as this book seeks
to show. In fact, although short-term budgetary relief can be expected from the
sale of public enterprises, policy makers would do well to resist the temptation of
reaping quick government revenues, focusing instead on the broader implica-
tions for the economy as a whole. When executed properly, privatization facili-
tates more efficient markets, better regulatory practices, greater productivity, and
healthier financial systems.

Whatever a country’s motives for privatizing might be, certain conditions
simplify the process and spread the benefits more equally among the entire popu-
lation, For example, experience has shown that the gears of divestiture turn more
efficiently when responsibility is consolidated within a single agency capable of
seeking potential buvers and making sales. Also, because labor’s cooperation is
vital to the eventual success of the restructured enterprises, including workers in
divestiture profits is important for ensuring a successful privatization process,



By divesting unprecedented amounts of public capital, Latin American anircly
makers are signaling their serious commitment 10 reform. Indeed, the me ssage Is
gelting through not only to their own populations. but also 1o the entire g_ll;?hul
community. By placing such an emphasis on private ownership ;u_ul competition,
governments are acknowledging openly that the key to economic progress 'I:L"s
within entreprencurship and the sound business prin{:lpl::r_; employed by tht:1 pri-
viite sector. The corallary to this policy approach is that 1_:1{'|'¢L1@ prlod}:cnm}-
and efficient management are the only realistic ﬁmﬂ!:gif_s for survival in increas-
ingly competitive global markets. And while priualmm-.m_a!nnc CANNOL guaran-
tee @ successful reform program, it is centainly an appropriate sicp toward com-
prehensive structural adjustment.

Nobira Rey de Marulanda, Manager
Economic and Social Development Department
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CHAPTER 3

THE PRIVATIZATION PROCESS IN MEXICO:
FIVE CASE STUDIES

Manuel Sinchez, Rossana Corona,
Ononiel Ochoa, Luis Fernando Herrera,
Arturo Olvera, Emesto Sepudlveda®

Introduction
Purpose and Organization

This chapter presents an empirical analysis of five cases that fully exemplify the
privatization experience in Mexico and provide specific lessons and recommen-
dations for future processes in the region. The cases analyzed are sugar mills,
Compaiia Minera de Cananea (CMC), Tereftalatos Mexicanos (TEMEX),
Teléfonos de Mexico (TELMEX), and Compaiiia Mexicana de Aviacidn
(MEXICANA), which differ from one another with respect to size, the tvpe of
good or service provided, the sector to which they belong, the industrial organi-
zation 1o which they are subject, the intersectoral relationships observed, and the
complementary policies established.

This chapter is organized as follows: the remainder of this section describes
the privatization context in Mexico and the macroeconomic assumptions of the
study. The second through sixth sections contain an analysis of cach of the five
cases of privatization, including background information and a discussion of the
privatization process, complementary policies, gains in efficiency, the fiscal and
macroeconomic impact, and lessons and recommendations for each case, Finally,
the seventh section contains the general conclusions of the study,

Thie wuthors are gratelul for the vahishle informarion providad by the Disincorporation Unit of the
SHCP {Secreturial of Fingnce and Public Credity, Mexico Mining Group, FINASA, Alfi Group,
ISEFL, Chase Monhatean Bank., and countless individuals sho shored with us their experiznce in
the privatization process,
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regulations governing the telecommunications industry as part ol the privatization
of TELMEX; reforms permitting free trade und the importing of sugar. in con-
Junetion with the privatization of the sugar mills: and reclassification of basic and
secondary petrochemicals, which expanded the number ol products in the latter
category that could be privately owned.

Macroeconomic Assumptions

To quantify the fiscal impact and social implications of privatization, we ysed
historic observations and macroeconomic projections (Table 3.1).

Table 3.1 Macroeconomic Assumplions

{Percentages)
1982 1993 1494

Raal GDP growth 5.1 5.6 5.1
Reai GNP growih in the U.S. 1.0 27 g
LIBOR interest rate (3 months) 58 6.7 7.8
Real CETES interest rate {1 month) 30 4.0 a7
Inflation 12.8 a0 54
Awerage exchangs rate (pesosidaliar) 3113 3,148 3,148

Sowree: Authoe's caloubalions,

Ingenios Arucareros
Backeround

During the privatization period, the Mexican sugar industry was the largest
igromdusiry in the country. Its share in the GDP had grown considerably since
1974, reaching about 0.9 percent in 1990, The sugar sector was one of the largest
ources of employment in the country and in some states the main source of
:miployment. Moreover, Mexico is the eighth largest producer of sugar in the
varld and the fourth in the Western Hemisphere, after Brazil, Cuba. and the
Inited States.

The sugar industry raised the living standards of the people in the rural areas
ecause the unions (Asociaciones de Cafieros, the Sindicato de Trabajadores de
i Industria Azucarera y Similares de la Repiiblica Mexica na}, the owners of the
nills, and the public sector had provided schools, hospitals. and other public
iealth and welfare services,
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Table 3.2. Sugar Producer Equivalent Subsidy, 1985-88
(Millions of LLS. dollars)

—

1885 1985 1587 1984
Australia 16.00 85,93 B8a.20 B7.28
Austria 102,68 62.83 44.52 12.66
Canada 583 19.16 4,93 4.99
EC 3,269.02 3,885.20 3,708.70 3,383,850
Finland EDg2 94.48 68,78 11182
Japan T43.05 604.44 673.61 Ry
Swadan B4.75 B3 88.52 52.95
.S 1,216.00 1,191.00 1,384.00 1,029.00

Sawes: Crganization far Econcmic Coaparation and Development (OECD), Apriculnical Poicles, Markals snd Track:
Menitsring and Qutieak 1983, (Paris: DECD, 1963)

Internationally, the relationship between the production factors of this in-
dustry is strictly regulated by the setting of guaranteed domestic prices since the
grower’s only customer is the sugar mill nearest his plantation {(monopsony ), and
the mill is in a similar situation since it must depend on local workers to stay in
husiness. At the same time, governments have protecied domestic producers by
imposing import controls, heavy duties on f oreign sugar, or a combination of the
two. One way of determining the degree of government intervention is the “sugar
producer equivalent subsidy,” which is the difference between the income actu-
ally received by producers and the value of their production at world prices (see
Table 3.2). The existence of considerable. generalized subsidies makes it un-
likely that countries will be motivated by comparative advantages in the produc-
tiom of sugar.

Protectionism and subsidies throughout the world have caused international
prices to full below production costs, which in Mexico has caused the sugar mills’
aperaling margins to contract sharply. Consequently, although in the early 19705
the private sector owned approximately 75 percent of the sugar mills in Mexico,
10 years later most of the mills (75 percent) were owned by the federal government,

The government policies that have shaped the sugar sector in Mexico have
included subsidies for the growers of sugar cane (raw material), agricultural in-
SUrance premiums, and irrigation project subsidies to guarantee minimum prices
for sugar producers and control the amounts sold. In addition, final consumption
Of sugar has been affected by price controls and subsidized prices,

In the 1983-90 period, the state-owned company Azicar, S.A, de C.V,
(AZUCAR) coordinated the development of the national sugar industry, direct-
ing and controlling the operation af the state-owned mills and marketing the
f".dusrr}r‘s products and byproducts. AZUCAR functioned as a monopsony and a
Monopoly, buying all of the sugar produced by the mills at liquidation prices and






