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Glossary

10-30 liters capacity containers.
Operation supervisot.

Mcchanic apparatus, furniture and other ariicles thrown away as
wastcArtifacts, menages and other goods thrown away.

Fees paid by large and medium waste gencrators.
Ferrous metal sheets and tin plate.

Waste-picker.

Tip paid by minor wasle generators.

200 liters drum container.
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Profile of the Study Area

Natural Condition

L.ocation

Mexico covers 1,958 thousand km?, which is the 14th largest of the world. [t shares a
border of morg than 3,100 km with the United States to the north. ‘The other neighbors
arc Guatemala and Belize in the south-cast with fronticrs of 940 km and 250 km,
respectively. The country faces Pacific Ocean on the west limited with a 7,400 km
coast ling, and have a 2,800 km shore on the cast exposed 1o Mexican Gulf and
Caribbean Sca.

Mexico City lics between 19°03° and 19°35 at noath latitude and between 99°22° and
98°57° at west longilude in the south west corner of Mexico Valley, which is in the
center of the country. It has an area of 1,505km? and borders the State of Mexico on
the west, north and east and the State of Morelos on the south.

Topography

The topography of the country of Mexico is complex: it possesses coaslal plains and |
highlands over 1,000 meters above sca level with volcanoes which are as high as
5,000m. The Mexice Valley, on which Mexico Cily is located, has an area of
0,600km? and the altitude of its central plain ranges from 2,240 10 2,390m above sea
level.

The western part of the country drains towards the Pacific Ocean and the castern part
towards the Gulf of Mexico and the Caribbean Sea. Since the Mexico Valley is
surrounded by volcanic mountains of 5,000m at extreme, however, there is no natural
outlets for surface waters from the valley. Thus the Mexico Valley forms an
independent watershed of iis own.

Loaking at the DF and its surrounding, there is a mountainous arca over 3,000m
altitude, called Sierea de Chichinaulzin, on the border of DF and the Siate of Morelos,
which also corresponds with the south edge of the Mcxico Valley. Mount Ajusco,
which is 3,898 meiers high and the highest in this area, stands in the middle of
Tlalpan delegation in the DF. For this reason, the DF is generally sloping toward
north. Another mountainous area, Sicira de Monte Alto, is found about 10 km away
10 the west of the DF making a gentle slope toward east in the west part of DF, There
are other two mounlainous areas of smaller scale: Sierra de Santa Catarina in easl of
the DF divides delegations of Izlapalapa and Tlahuac and Sierra de Guadalupe is on
the north border with the State of Mexico.

Climate

The climate of Mexico varics over the counlry duc to its diverse {opography: it has
arcas permanently covered with snow and areas of rain forests wilh abundant wild
lives.
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Although the latitude is relatively low, the outstanding topography of Mexico City
makes its climate temperate and dry. The annual average temperature typically ranges
from 10 to 25°C with an average of 15°C. The hottest month is May, the minimum
temperature being 12°C and the maximum temperature being 26°C, while the coldest
month is Janvary with the minimum of 6°C and the maximum of 19°C.

Table A-1 and Figure A-1 show the monthly temperature averaged for about half
cenlury at three meteorological stalions. Tacubaya is in the urbanized area, Ajusco is
in a mountain and Gran Canal is in the outskirts of the northeast of Mexico City.

Table A-1: Monthly Average Temperature

{Degree Centigrads)
Narne of _ Months
the Station { Period| Jan. | Feb. | Mar. | Apr. | May | Jun. | Jul. | Aug. § Sep. | Oct. | Nov. | Dec.
1921-
Tacubaya 1996 12.9 143 16.5 177 17.9 17.3 161 16.1 158 151 139 13.0
. 1952-
Ajusco 1987 9.1 10,1 1.9 131 | 135 128 1.7 12.0 1.6 11.2 10.2 9.6
1950-
Gran Canal 1990 13.4 14.7 7.1 187 193 19.0 18.0 18.2 17.9 168 151 137
Source: CNA
cemaea Gran Canal %
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Figure A-1: Monthly Average Temperature

That hard rain is secn only in a limited scason illustrates a tropical feature of Mexico
City. Its average annual rainfall is recorded at about 600mm, with a general trend that
northwest part of the DF has less rainfall than southeast mountainous arca. Mosl of
rainfall is concentraled in a period from June to September. February is the driest only
having 5 to 8 mm of monthly precipitation at average in the plateav. (Table A-2,
Figurc A-2)

A-2
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Table A-2: Monthly Average Precipitation
Mitimeters)

Name of the Annal Months
Preciptaton |\ T ren, | mar. | Apr. | May | dun. | su | Avg | Sep. | oot | mov. | pee.
7859 | 83 | 57 | 102 | 246 | 57.1 | 1357 ] 1729 | 157.6 | 1361 | 57.0 | 140 | 67
1 1738 | 178 | 327 | 132 | a78 | 053 | 2122 | 23a3 | 2ana | 2119 | 787 | 130 | 96
5009 | 74 | 78 | 106 | 223 | 504 | s99 | 1222 1116 024 | 432 82 | 49

Source: CNA. Monthly Rainfali Recerd.

250
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=
g e
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Figure A-2: Monthly Average Precipitation

A.1.4 Geological Condition

Geologically the DF can be classificd into five. The northeasl part of the DE, in which
the most urbanized area of the present city is included, is Lacustrine Deposits since
this part was within a single water body at the end of the ice age. This water body was
then divided into five lakes, namely Zumpango, Xaltocan, Texcoco, Chalco and
Xochimilco. The natural evaporation, withdrawal of lake shore and arlificial
reclamation have formed what they arc now. The center of Mexico City was in the
Texcoco lake until about the 18th century. Xochimilco drainage arca in the south cast
of Mexico City is the remnant and Lhe other four lakes are in the State of Mexico.

In the northwest lies the Tarango Formation. The Alluvial Deposits forms a corridor
beiween the Lacustring Deposits and the Tarango Formation, The south west of the
DF part is formed by tava of ancient fztaccihuatl. The fest is Andesite which is made
with lava of Chichinautzin mountains and extends the most south past of the DF.

A-3
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A2

A2.1

A2.1.1

Socioeconomic Conditions

Growth and Macro Management of Economy

Proposition

a. Growth and Macro Management of Economy

Mexico is now back on the track for steady progress and ¢conomiic recovery through
the unexpectedly rapid and robust accomplishment of four-years of slabilization and
reform initiated in FY 1995, Over the past four years, reform of the financial sector,
menelary, investment, exchange rate and trade regimes, and of the tax system have
initiated a quict cconomic revolution. With these reforms, Mexico has again joined
the growing group of countries that have gradually but persistently laken mcasures 1o
increase their integration with the globalized cconomy. Initiated with the outline look
at the economic front of global and the Latin American region recently in place, this
seclion overviews the country’s long and winding path where the macro management
of economy as initiated by. the government and the people of Mexico, and growih
took place in the past decades. For an easy and quick look at the economy, a
chronological changes in major macroeconomic indicators are illustrated in Table A-5
as attached.

a.l A Bird’s Eye View of Global and Regional Ouileok — 1997 and Onwards

‘The Asian crisis and a recession in Japan will lead to the weakest global performance
for the years to come, while a global slump is nol in prospect. With the carrent
estimate of 2.9 percent in 1998, which is cvidently sluggish by recent standards of 3.5
percent of the long-run average growth rate, world growth will recover somewhat in
1999 and would reverl to the pre-crisis rates in 2000'. In the North and Latin America
region, the Uniled State and Canadian economy continues (o expand very rapidly. The
short-term fiscal outlook in the US is the best in the G7. Owing lo strong revenue
growth in line with the economic expansion currenily in place and the fiscal
tighlening in the past six years, a small federal-budget surplus seems likely this year,
the first time the public finances have been in balance since 1969. Nonetheless, the
US economy will slow late in 1998 as the collapse in Asian demand would starl to
have a negative impact on US trade sector, notably, weaker exports to the region and
increascd penctration by import suppliers. By 1999 this outcome will be broadening
out into the non-tradable scclors as slower employment growth and softer equity
prices hit private consumption, while the more difficult domestic and external
enviconment slows investment growth., The policy response in Latin American
countries (o the onset of the Asian crisis was encouraging with the generally better-
regulated and morc robust banking seclors in the region. While Latin America
seemingly continue to have cconomic drawbacks, among others, a preponderance of
pegged exchange rates and large current-account deficits, the long-lerm growth
prospects are remaincd optimistic. After a slow-dowa in 1998, the economic growlh
is anticipated to accelerate towards 5 percent by the cad of 2002.

! This forecast is produced with the aid of the Global Eronomelric Model  (GIEM) developed and
maintained by London Business Schoo} and the London-based National Institute of Economic and
Social Rescarch. {Ref. E1U, Global Quilook, 20d Quarter 1993)

A-5
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al Mexico ~ Advent of Economic Crisis, 1995

Mexico, with Gross Nalional Products per capita (GNP p.c.) of about $4,420 (1997)
placing it currently amongst the lower middlc-income?, and severely indebted
countrics®, is at a cross toads requiring efficient management and long-term planning
of economy from the government. On the economic front during the most period of
the 1950s and 60s, the perforarance was well in shape in the wake of some substantial
econoimic turbulence that ended in large devaluation and fiscal adjustment in the early
1950s. With growlth, financial stability, and relatively robust external accounts that
took place during the two-decades, the period has conte to be known as the time of
“stabilization development”, while retaining real GDP growth rates of roughly 6
percent per annum. Economic policy during this period was mostly inward-looking
import-substituting industriatization with the state actively involved in regulation,
produclion and distribution. While the global economy was seriously affected by the
twice of oil crisis in the 1970’s, Mexico, an oil-exporter, under the administration of
President Luis Echeverria attempted to foster growth through cxpansion of public
sector expenditures, rising subsidies, protection of high cost domestic production, and
reducing unemployment by placing workets on government payrolls. Public sector
expenditures as a percentage of GDP increased by more than half between 1971 and
1976, arising from 20.9 percent to 31.9 percent. External deficits associated with
government borrowing and an increasingly overvalued exchange rate led to a large
increasc of the country’s forcign debts of $ 28 billion from $6.3 billien during the
same period.

Following the first financial and economic crisis in 1977 and a quick sccovery by o
increased oH revenue in the subsequen! year, Mexico cxpezienced in 1982 another <
economic crisis. Rapidly sising public expenditures unmatched by revenue growth led

to the unprecedented level of 40.1 percent of GDP, while fiscal deficit reached ncarly

18 percent of GDP. In February 1982, the Bank of Mexico stopped suppoiting the

peso, thereby leading to a 40 percent devaluation in US dollar term. As capital [Tight

intensificd, coupted with the nationalization of the Banks in September 1982 and the

mandatory conversion of US dollar deposils into pesos, the world banking community

and private sector lost confidence in commiiling new funds to Mexico in the amounts

required. As such, Mexico had to experience another devaluation of 35 percent in a

year and the suspension of amortization payments on most of the couniry’s external

public debts. Also introduced periain 1o exchange controls and quanlitative

resteictions covering all imports.

Meanwhile, there was considerable periodical vadation in performance on the
cconomic front, reflecting the uncertain course of maccocconomics policies and the
economy’s vulnerability to external shocks. Faced wilh the aftermath of the debt crisis
as noted above, lale 1982 began with a stabilization program under the Extended
Fund Facility from the International Monetary Fund {IM¥F). Combined with structural

’Lower middle-income economies are classified as those with 2 GNP per capita of more than $766 but
less than $3,035 in 1995,while upper middle-income economies ranging $3,036-$9,385. Classification
by income docs nol necessarily ceflect development status, Besides Turkey, Mexico is amongst the few
developing economics that are members of the Organization of Economic Cooperation and
Development (OECD).

*Severely indebted means cither of the wo key ratios, vis-i-vis, present value of debt service to GNP
and present value of debl secvice to exporis is above critical level, while exceeding 80 pzreent and 220
percent respeclively. (Ref: World Bank, Treads in Developing Economies 1996, p.579)
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change that took place in several segments of the cconomy, inception of this progeam
turned out to be drastic contraction of domestic demand, through fiscal, exchange
rate, and the monelary policy, and the introduction of market mechanism in resource
alocation. The import substitution policy was replaced by an export oricntation, and
the preceding regulatory framework was substituted for a more market-oriented
cconomic cnvironment. While the stabilization effort for the succeeding years was
impressive, with public sector expenditure downsized to 33 perceant of GDP, nci
forcign reserves increased from a negative $2.0 billion to $6.5 billion by the end of
1984, and total net foreign borrowing declined about 4 percent in real terms,
stabilization in the absence of more fundamental restructuring could not restore
Mexico's creditworthiness nor put the country on the track of sustainable growth.
Despile tight fiscal and monetary policies, inflation rose (o the level much higher than
had been projected, the fiscal deficit leveled off, and GDP recovered only parlially in
the middle of 1980’s.

Mr. Salinas de Gortari who took office in 1988 promised a new cra of pluralism and
transparency in political life, while on the economic front being determined to
modernize the economy by opening it up to market forces. With this, the early 1990’s
began with the government’s new poticies of outward-oriented, private sector-ted, and
international infegration development strategy that set the basis for resumed growth.
The key elements in the success of the sirategy were, among others, fiscal austerity,
the opening of the economy and a changing role for the government. There was
deregulation in the finance, transport and communications, and agriculture, forestry
and fishery scctors. Inflation dropped sharply to less than 10 percent in 1993, down
from an average of 90 percent per annum during 1982-1988. Through expenditure
cuis, combined with revenue increase, the overall public sector financial balance went
from a deficit of 16.9 percent of GDP in 1982 1o a surplus of about 0.5 pcrcent in
1992. The govemmeal’s direct role in the cconomy was rcduced through the
implementation of sweeping privalizalion program that generated funds in excess of
US$ 21 billion. The governiment cut the number of nationalized baoks from 60 to 19,
of which the government privatized 18 banks in 1991-92°, Subsequently in 1993, new
domestic banks were allowed to establish in a bid fo improve the avaifabilily of credit
and drive intermediation margins dowa through competition. Banks operaling in the
US and Canada were granted licenses to its subsidiaries in the following year.

In the meantime, the trade liberalization initiated by Mr. Miguel de 1a Madrid, Mr.
Salinas’s predecessor, was consolidated and enhanced by the forging of free-lrade
pacts, inclusive of the North American Free-Trade Agreement (NAFTA) with the US
and Canada that came into force in 1994, While Mexico joined the General
Agrcement on Tariffs and Trade (GATT) in 1986, the country signed the Montevideo
Treaty for setting up the Latin America Free Trade Association, and subsequently,
puisued gteater regional integration by entering into free trade agreements with Chile
(1991), Costa Rica, Bolivia, Yenezuela, and Colombia all in 1994,

* From the outscl, the newly privatized banks had severe burden of non-performing loans. By
September 1995 the ratio of bad debis to the banking system’s tofal loan porstfolio had risen from 8.3
percent to 17.2 percent and consequently to a peak of 19.2 percent al the end of 1994 and in February
1996, respectively.
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A2.1.2

1994 External Debt Crisis and Recent Performance
a. 1994 Dcbt Crisis

Yei, the reforms of the mid- to late 1980s and the early 1990s did not deliver the
expected rapid growth, poverty reduction and improvements in social welfare. Lasting
macroeconomic stability was not achieved as reftected in the 1994 crisis. This was
largely due to a failure in structural reforms, though significant they were, to bring
about the necessary increase in domestic savings and associated capital accumulation,
and productivity, the fundamentals of growth. The rate of national saving dowasized
substantially to 16 percent of GNP in 1993 from an average of 24 percent during
1981-85. With the delterioration of internal saving as given, relatively high
performance in economic growth dusing this period took place at the cost of an
increase in net inflows of forcign debts’, thus ended in the peso crisis of 1994.95°

Slow productivity growth, lower domeslic savings, and an appreciated exchange ratc
altogether implied a large expansion of the current deficit, with 7 percent of GDP in
1992-1994 arising from 3 percent of GDP in 1989-1990. This order of magaitude of
current account deficits had been offset prior 1o 1994 by extremely high levels of
privatc capital inftows to finance. In 1993, net foreign capital inflows of $29 billion
over-financed the current account deficit of $23 billion, while leaving $6 billion of
reserve gains. In the meantime, growing investors concern about the increasing
vulnerabilily of the Mexican economy, coupled with political instability, notably, the
uprising in Chiapas and political assassinations, and the rise of interest rates in the US
shullered net capital inflows drastically down to $10 billion i 1994.

Difficulty was further encountered by the government which reckoned that the
stowing of capilal inflows and rising pressure were a temporary phenomenon. During
the period of mounting pressure on the peso and the losing rescrves in December
1994 and the initial two months in 1995, the interest rate policy adjustment
undertaken by the government came tao late and too little, thercby leading inevitably
to a loss of valuable time when the government could have increased the flexibility of
the exchange rate band with reserves at a rcasonable level. Capital ouiflows
intensified with the reserves downsized to around $6 bitlion in the ¢nd of 1994, less
than a month’s import, from $25 billion at the start of the year, Financial markets
continued to exhibit great volatility in January and February, with the peso continuing
to depreciale. What made worse was that the monetary auvthority shifled the
composition of domestic public debt from peso-denominated sccurities {cefes) (o
dolar-indexed securilies (fesebonos), transferring the exchange rate risk {rom
investors lo the government. Further, issuance of tesobonos created short-term, dollar-
linked liabilities of nearly $30 billion, thus accelerating the vulnerability of the
economy.7

At the oot of Mexico’s financial difficultics was that macro-management of

economy, though improved, had been inconsistent in maintaining fiscal and monetary

3 Net inflow of foreign debts surmounted in excess of 6 percent of GNP per annum during 1992-94,

® With this in view, World Bank undertook the study, nanely, AMexico: Stabilizing Savings for Growth,
in 1997 to examine the behavior of the Mexico saving rate in the ycar after 31987 and to cvaluate
several hypotheses that have been put forth to accouat for its decline.

T Reference: World Bank, Trend in Developing Economies, 1996, Financial Sector Restructuring
Program, 1995 :
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discipline, cxternal competitiveness, and prudent debt management. Financial
stability and efficient resource altocation were undermined also by weak banking
system, vis-a-vis, a deficient incentive regutatory and supervisory framework for
banks. Public institutional weakness undermining quality of governance blunted the
edge of expenditure programs aimed at poverly reduction. Consequently, high interest
rates, light monelary policy and a climate of uncertainly choked private investment.
Swinging fiscal cuts caused sharp falls in public investment and spending, as such the
urban unemployment rate surged to 7.6 percenlt. Fuelled by peso devaluation, another
chronic macro-discquilibrium, notably, inflation, croded wages, thus leading to a
collapse of privatc consumption. Real GDP in 1995 sharply downsized to 6.2
percent from the annual average rate of 3.9 percent during the period of 1990-94.
Domestic fixed investment plunged 30 percent and formal sector uncmployment rate
doubled. The only positive devetopment took place in the external sector with a surge
of exporis accompanied by a fall in imports,

b. ¥conomic Program in March 1995

Faced with this difficulty in economic management, the Zedillo Ponce de Lcon
administration responded with a strong adjusiment program on 9 March 1995 (o
alleviate the situation under the assistance of the international finance package. Those
include, among others, (i) a substantial tightening of monetary and fiscal policics, (ii)
a large exchange rate adjustment through moving lo a floating exchange rate regime,
(iii) steps to deal with the severe distress in the banking system, (iv) initiation of
further structural reforms in social securily, and deregulation and privatization, and
(v) mecasures to strengthen the social safety net to alleviate the inverse impact on the
poor. Consegquently, Mexico made substantial progress in a relatively short period of
time in restoring financial stability and paving roads for a resumption of growth.
Robust exports already in place since 1994, associated with improved
compelitiveness resulting from exchange fate adjusiment, have drastically cut the
current account deficil, while correcling a fundamental discquiriblivm underlying the
1994 financial crisis, With this, the country’s economy rcbounded in 1996 with real
GDP rising by 5.1 percent, reversing the decline of 6.2 percent in 1995. Inflation went
on a downward course, with consumer prices sctiling at respective of 35.2 percent and
20.4 percent in 1996 and 1997 as compared with 51 percent in 1995, The backsiide of
inflation allowed the peso to stabilize and interest rate to decline, with the annual rate
on the bench-mark 28-day cetes® falling from a peak of 48.24 percent during the crisis
to 3291 percent in 1996 and subsequently o 21.3 percent in November 1997°.
Improved investor confidence was reflected in progress in the country’s access (o
international capital markets, such that part of Mexico’s external obligatlions being
refinanced on more faverable lerms, and, together with the internationat assistance
package, rebuild foreign rescrves.

A.2.1.3 Performance in 1997, Short-term Outlook, and Medium Term Policy

Framework (PRONAFIDE)

In the course of 1997, considerable advance was attaincd in scries of aspects
regarding the domestic environment. Fconomic performance as borne out by the
major macrocconomic indicators is elucidated as follows. In 1997, the GDP at current

® Average inlcresl rate on 28-day peso Federal Ticasury Ceilificates
® Source: OECD, Econiomic Survey 1998, Mexico, February 1998
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price amounted to $418.1 biltion equivalent (P3,182.3 billion as per 1997 foreign
exchange quolation) strongly arising from $330.0 billion, and the GDP per capita in
nominal lerm increased in dollar term to $4,419.9 equivalent from $3,468
cquivalcnlm. GDP growth rate in real term was 7.0 percent arising from 5.1 percent in
the previous year. Infiation amounted to 15.7 percent, while the fiscal and curcent
account deficits remained at comfortable levels of -0.5 percent and —-1.7 percent,
respectively. With the aewly created 882,000 permanent jobs in 1997"" and a further
122,000 during January and February 1998, the open unemployment rate fell to 3.3
percent in November and 2.8 percent in December 1997, While the ligures are the
lowest ever since the first quarter of 1994, the portion of the labor force employed at
betow the legal minimum wage remained at about 14.5 percent.

Deputy Finance Sccrctary was quoted on 31 July £998 as saying that the country’s
GDP growth posted 6.6 percent in real terms in the first half of the year, while
excceding the government and most analysts’ projection of 4.5 to 5 percent. In his
address, he also indicated that the dip of oil price that inversely affecled government
spending has nol had an impact cnough on other cconomic sectors because of
currently meager share of oil standing at 6 percent of the couniry’s exporis. In the
meantime, the government downsized its growth owtlook for 1998 to 5.0 percent from

5.2 percent, following the announcement of the first of three budgel cuts. 2
Table A-3: Key Economic Indicators (1)
GDP {1997, eslimate) US$ 418.1 bitlion
GDP per capita (1997, estimate) UsS$4,4199
Annual Real Growth Rate of GOP (1997, estimale) 7.0% %
Consumer Prices % Change (1997)" 157 %
Exchange Rate (1897 average, Ps/$) 7N

Sources: EIU, Counfry Repoit, $s1 Guarler, 1593

. Short-Term Quilook

Resilience in the face of the spillover effect of the Asian financial crisis has
demonsirated the increasing strength of Mexican ecoromy and soundness of macro-
managemenl of cconomic policies adopted by the Goveroment, The impact of the
crisis was two-folded on the Mexican economy, inter alia, (i) through the trade
balance, and (ii) through the impact on the capital inflows into the country. Firsily, the
crisis has brought a substantial appreciation of the peso against those of the Asian
cuirencics, thereby leading to an undermining of export competitiveness of Mexican
products in the US market. Morcover, lowering growth in the indusirialized
cconomics due to the ceisis inevitably reduced demand for the Mexican producls
abroad. Sccondly, a worldwide asset deflation substantially squash capital exports

 For comparison, theweighted averages of GDP per capila at current price in 1997 for the werld and
Latin Amcrica amounted to $5,866, and $4,604, respectively. {Source: E1U, Globa! Outlook, 1998)

" Source: LU, Country Report, Mexico, 2nd Quarter. The figure supposedly includes the job creation
both in the formal and informal sectors.  Meanwhile, in the 1st Quarter edition, FIU indicates that
674,000 jobs have been created in the formal secior in the same year,

12 Source: The News, August 1, 1998. Official figures on economic growth will be released on 19
Aupgust 1998,

B For reference, another economic report figured out the inftation rate al 15.7 percent in 1997, (1IE,
Mexico Econoniic Report, 1'cb 1598}
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fiom industrialized cconomies, as such the intcrnational financial markets be more
volatite and the Mexico’s access to foreign resources not be easy as was belore.
Nonctheless, the financial shock from international markets was briskly absorbed by
providing macrocconomic stability in the cconomy, through a combination of
relatively higher domestic intcrest rates, a modesl nominal depreciation of the
exchange rate, and a $0.6 billion loss of international reserves', The conlidence is
also rooted in the facts as previously noted, vis-a-vis, the highest economic growth
obsceved in more than fifteen years, a subslantial decrease in inflation, private
cxpenditure reactivation, creation of job opportuaities of above 1 million, and a
noliccable contraction of real and nominal interest rates.

The recovery of the Mexican economy has gained momentum with monetary policy
committed to further disinflation and prudent fiscal policy firmly undenwvay. While the
external constraint remains a concein for the medium-term outlook, foreign dircct
investment and other long-term capital inflow would finance the current account
deficits as long as it remained moderate. Additionally, higher domestic saving is
needed to avoid oo heavy reliance on foreign borrowings and ditect investment. With
this in view, sustaining income growth with low inflation, coupled with further
cnhancement of the effectliveness of taxalion and public speading are on the top linc
of the policy agenda for the government.

Numerically, real GDP growth rate in 1998 would slow to substantial level of around
4.3 percent, while a robust export performance would lift the aggregate supply back to
around 5 percent in 1998 and 1999, respectively. In a mid-term outlock for the
o, Mexican economy as a whole, the annual growth rate of real GDP per annum over the
% period of 1998 through 2002 is forecasted to outnumber the entire world and Latin
America with 4.4 percent as against 3.7 percent for the latter. Utility tariff increase
and an associated high inflation in the early 1998 drew some altention and worries
that year-end inflation rate would be far beyond the target of 12 percent, while
reaching at around 13.4 percent in 1998, and subsequently falling around 4 percent
down to 9.1 percent in 1999. Should the peso weaken abruptly in the years ahead, the
outlook for inflation would be bleaker, accordingly. While cxports will continue to
risc in the years to come, stronger domestic demand would also increase the pace of
imporl growth. With this in view, the deterioration of the trade balance would widen
the current-account deficit to 2.7 percent of GDP and 3 percent in 1998 and 1999,
respectively'. Mexico’s total external debt stock will grow in line with the increase
of indebtedness of the private sector. External debt to refinance a large proportion of
repayments falling duc 1998-2000 will reach $186.3 billion and $192.7 billion, or
alternatively 160.4 percent and 1499 percent of export values in 1998 and 1999,
respectively. As regards the evolution of exchange rate under the influcnce of capital
gﬁ . flows, and goods/service flows in pari, year-end currency quotations of the peso

" In Scptember and October 1997, the nominal exchange rate depreciated more than 2.0 percent during
the first half of the previous business day, thereby leading 1o an automalic implementation of a built-in
stabilizer of the Mexican floating exchange rate regime. Bank of Mexico intervened in the foreign
exchange market to moderate the pressure on the peso.

3 Mexico’s trade deficit swelied 22 percent to $530 mitlion in June 1998, expanding for the 12th
montth in a row, largely due to the dynamic drop in ofl price, an incicase in agricullural imposts, and the
45-day General Motors strike and plant closing in the US. With this, imports totaled $10.8 billion, a
jump of 7.4 peicent from May 1998. In the meantime, the countiy’s exports increased by 9.8 pereent
over June 1998, growing 10.5 percent for the first half of this year, lotating to the figure of $10.3
billion. (Ref: The News, July 23, 1998)
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againsi the US$ are anticipated to go downward to respective of 8.98 and 9.54 per
unit of greenback, or 10.2 percent and 15.3 percent of deterioration from 1997 level,
in 1998 and 1999.'°

A.2.1.4 National Development Program and Recent Peso Plunge 1998
a. National Program for Financing Development 1997-2000 (PRONAFIDE)

Meanwhile, the government announced a macrocconomic scenario in November

1997, namcly, the National Program for Financing Development 1997-2000
(PRONAFIDE), thus setting fosth the policy framework for the remaining period of

the administration cuirently in place. While ¢laborating on the government’s broad

strategy as reflected in the “National Development Plan 1995-20007, the program

arliculated an explicit stalement of principles, coupled with a quantitative baseline

scenario, for policy makers to adopt over the 3-4 year period ahead in a bid to

mainlain a stable macrocconomic environment in the country. While stressing the

importance of domestic saving to finance investment, the program aimed to reduce

the economy’s vulnerability to changes in foreign investors” sentiments. The baseline

scenario envisages a gradual return of GDP growth rate of 5.6 percent at the end of

the period, led by exporis and investment, whilc consumption picks up at a leisurely

pace. Inflation is targeted to keep on a declining path, while falling to 7.5 percent by

2000 from 5.7 percent in 1997, In linc with the increasc in foreign savings to 3.2

percent of GDP, gross domeslic saving is eavisaged to reach 22.2 percent of GDP in

2000, both arising from 1.6 percent and 20.6 percent of GDP in 1997, respectively.

Current account deficit in 2000 is presumably benchmarked at US$15.3 billion arising

from $6.0 billion in 1997, whereas the public sector deficit downsizes to 0.3 percent
of GDP from 0.5 percent during the same time framework.'’ '

Table A-4: Key Economic/Social Indicators (2)

Public Expenditure as per GDP (1997, estimale} 231 %
Central Gov. Fiscal Deficit as per GDP {1997) -0.5 %
Gurrent Account Balance as per GDP (1997) 1.7%
Debt Service Ratio (1997, eslimale) 313%
Population Growth, (Annual Average 1993-97) 252%
Population Growth, (End of Period, 1987) 1.7%
Compensation of Employees as % of GBP {Current, 1895) 31.1%
Unemployment Rale (December 1997} 28%
Income Share of Richest 20% (1892) 55.6 %

Sources:  EIV, Country Profile, Dec 1997, Institute of International Finance, Mexico Economic
Report, Feb 1998, Wond Bank, Counlry Assisfance Stralegy, Nov. 1836, OECO,
Economic Survey 1938, Mexico, February 1898, Banco de México, The Mexican

Economy 1998 g

18 81U, Op. cit., 1st Quarter 1998

Y7 -¥o be noted thal macroeconomic variables as given in PRONAFIDE ate presented not as forecasts
but rather as trend evolutions that serve as a benchmark, while developments from one year lo another
could fluctuate around the baseline. {(Ref: OECD, Economic Surveys 1998, Mexico, 1998, Banco de
Mexico, The Mexican Economy, 1998, Junc 1998)
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b. Peso Plunge in August 1998

With jitters over Russia and fears that Venezueta coutd be forced to follow Moscow’s
lead and devalue against the US currency, the shock wave swept Mexican and other
Latin American markels in the end of August 1998. The Mexican peso, battered 1o a
new historic low of 9.78 per dollar on 21 August 1998, was being quoted at a sliver
under 10.0 1o the US cursency al the international airport foreign exchange booths
over the weckend, while culminating in a sharp oulflow of funds and raisiog the
prospect of further hemorrhaging. Provided that the trend in the finance markets liners
for somclime to come, impotis become costly, forcing local prices upward. With this
in view, few analysts foresee inflation coming in below 14 percent for 1998, while the
government has thus far declined (o revise the country’s inflation target of 12.0
percent for the same year. In the financial market, the benchmark 28-day government
treasury ceitificates (cefes) rose to 36,94 percent, a dramatic 978 basis point leap, on 8
September 1998 to a 28-months high, while the stock market (Bolsa) IPC index rose
for a second day and the peso remained unchanged at 10.26 per US dollar.'®

In the meantime, the government seems currently not ready for market intervention by
way of injecting more dollars from the reserves to support the exchange rate. Also,
the government has already been forced to cut $4 billion in spending from its 1998
budget duc to the 10-year lows of crude oil prices. Oil prices have not yel recovered (0
the point that would allow Mexico to avoid further budget adjusiments. Nonetheless,
Under-Secretary for Revenue is quoted as saying that the Ministry of Finance has
virtually ruled out further budget cuts this year because the 1999 budget has to be sent
to Congress by mid-November.

'® Source: The News, 9 Seplember 1998
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A.2.2 Reglonal Economy, Federal District

The United Mexican Stales is divided into five major rcgional groups, vis-i-vis,
Noith, Central, South, East, and West, with the numbers of states therein ranging 10,
cight', six, four, and four, in that order. Administratively, the Federal District (DF) is
a part of the Central region with other seven states inclusive of Stale of Mexico,
Guanajuato, Guerrero, and the remaining.

A.2.2.1 Macroeconomlc Indicators

As is well aware of, the DF is the center of national aclivilies, of government, of
indusley and trade, of finance and commerce, and of education and culturc. On the
economic front, the nominal Gross Regional Product (GRP) was $ 97.0 billion in
1997 while accounting for 24.1 percent of the apgregate supply of the country, Of
this, the largest chunk emanated from the service sector with 23.1 percent followed by
other major scclors, vis-d-vis, the manufacturing, Trade, Finance and Insurance,
Transporlation and Communication, Construction, Mining, and Agriculture and
Livestock sector while each of which accounting for 21.6 percent, 21.3 percent, 16.7
percent, 10.8 percent, 6.1 percent, 0.3 percent, and 0.1 percent, in that order.”® As
shown above, little contribution has been made to GRP from the primary sector that
pertains to the Agriculture and Livestock, and the Mining sub-sectors thercin in DF.

With the total population of a little less than 8.5 million (9.3 percent of the country’s
lotal population), the nominal Gross Regional Product {(GRP) per capita of DF was
about $11,426 in 1997 which stands at around 2.6 times higher than the aggregate
national products per capita. Annual average rate of growth in GRP for DF over the
period of 1990 through 1996 was 2.1 pereent, whercas that remained 3.5 percent
during the period of pre-currency crisis in the end of 1994,

Viewed in this light, productivity of human resources, as borne out by the GRP per
capita, in DF was placed well above the national average, whilc reflecting an extreme
supremacy in the economy. State profiles in numerical and visval informalion are
attached as Table A-6 and Figure A-6, respectively.

** Correctly, the Cealral tegion comprises seven states and Distrito Federal.
kY .
Source: thid,, p.127
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Figure A-5: Industrial Structure of DF, 1997

A.2.22 Mexico Valley Metropolitan Zone (ZMVM)

In the meantime, DF conslitules part of the Mexico Valley Mctropolitan Zone
(ZMVM) with a geographical scgment of the Statc of Mexico. In aggregate, ZMVM
has a geographical area of 9,600 sq. kilometers at the altitude of 2,240 metess from
the sea level. Population in the region was around 17 million while accounting for
18.9 percent of the country’s aggregate in 1995,

As regards the labor market in ZMVM, around a quarter of the workforce in the
country’s secondary and the tertial scctors are in the region in 1995. Specifically, the
manufacturing and the commerce sub-sectors registered respective of around 2.1
million (24.5 percent) and 5.1 million (27.0 percent) oul of the total workforce of 34.3
million in Mexico in the same year.”! The lawful minimum wage in the region during
the period of Janvary through March 1998 was P30.2 per day, whereas the national
average remained 7.3 percent lower at P27.99.%

2 References: Pan-American Health Osganization, “Analisis Sectorial de Residuos Solidos en la Zona
Metropolitana de Valle de Mexico™, #14, Febrvary 1998, and International Monetary Fund (IMF),
“faternational Financial Statistics ", 1997

2 Source: INEGH, Mevican Bulletin of Statistical Information, 827, Junc 1998, p.124
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Table A-6: State and DF Profiles, 1997

Aclual Figures Percenlage Shate
L?Sr;f me‘ P‘:'Fgéag;"" fg&‘; Land Aff__Popu?eimJl Fims | GNP

Noith (10 States} 1,119,437 20,812 489] 57.3% 22.8%]  223% 24.5%
Baja California 69,921 21129 47.2 3.6% 2.3% 2.2% 25%
Baja Califoinia Sur 73,475 375.5 109 3.8% 0.4% 0.5% 0.5%
Coahuila 1499821 2,173.8 54.0 7.7% 2.4% 2.5% 2.8%
Chihuahua 2449381 2,793.5 64.1 12.5% 3.1% 29% 2.9%
Durango 123,181 1,431.7 294 6.3% 1.6% 1.3% $.2%
Nueve Leon 64,924 3,550.1 89.9 3.3% 3.9% 4.1% 6.5%

| _Sinaloa 58,328 2,4256 4%.4 3.0% 2.7% 23% 2.2%
Sonora 182,052] 2,085.5 48.0 9.3% 2.3% 2.2% 2.6%
Tamaulipas 79,384] 2,527.3 65.8 4.1% 2.8% 3.0% 2.6%
Zacatecas 73,252 1,336.5 29.8 3.7% 1.5% t.4% 0.8%
Central (7 States & DF) 257,802 33,2771 838 13.2% 36.5% 38.3% 45.8%
Aguascalientes 5,471.0 862.7 24.7 0.3% 0.9% 1.1% 0.9%
Dislrito Federal 1,479.0) 8,489.0 303.8 0.1% 9.3% 13.9% 24.1%
Estada de Mexico 21,335.0| 11,7079 226.0 1.1% 12.8% 10.3% 10.5%
Guanajuato 30,451.0 4,406.6 105.9 1.6% 4.8% 4.5% 3.5%
Guerrero 64,2810 29166 60.2 3.3% 3.2% 28% 2.0%

| Morelos 59.928.0 1,442.7 427 3.1% 1.6% 2.0% 1.6%
Queretaro 11,749.0 1,250.5 21.0 0.6% 1.4% 1.2% 1.4%
San Luis Polosi ~ 63.,068.0 2,200.7 47.9 3.2% 2.4% 2.2% 1.6%
South {6) 332,858 11,465 252 17.0% 12.6% 11.5% 9.2%
Campeche 50.812.0 §42.5 17.3 2.6% 0.7% 0.8% 1.6%
Chiapas 74,211.0] 3.584.8 65.5 3.8% 3.9% 3.0% 1.8%
Qaxaca 93,952.0 3.228.9 £9.2 4.8% 35% 32% 1.7%
Quitana Roo 50,212.0 703.5 18.1 2.6% 0.8% 0.8% 1.3%
Tabasco 25,267.0 1,748.8 27.8 1.3% 1.9% 1.3% 1.5%
Yucatan 38,402.0 1.556.6 53.7 2.0% 1.7% 2.5% 1.3%
Easl {4) 130,430 14,358 323 6.7% 15.8% 14.8% 10.3%
Hidalgo 20,8130 2,125 39.1 1.1% 2.3% 1.8% 1.6%
Puebla 33,902.0] 4,6243 123.6 1.7% 51% 5.7% 3.2%
Tlaxcala 4,016.0 883.9 22.8 0.2% 1.0% 1.0% 0.6%
Veracruz 71,699.0] 6.737.3 137.6 37%|  7.4% 63%  49%
Wes! {4) 112911 11,247 285 5.8% 12.3% 13.6% 10.2%
Colima 5,191.0 488.0/ 15.5 0.3% 0.5% 0.7% 0.6%
Jalisco 20,813.0f 5,991.2 151.8 1.1% 6.6% 6.9% 6.6%

| Michoacan 59,928.0f 3,8706 9590 3.1% 4.2% 4.3% 2.3%
Nayarit 26,979.0 896.7 229 1.4% 1.0% 1.0% 0.7%
Total 1,953,436 21,158 2,187 100% 100% 100% 100%
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A.2.3 Administration

The Federal District is where the Powers of the Union reside and the capitat of the
Mexican United States. 11 is a legal enlily, owns patrimony and bears legal capacily
to acquire and to own all type of goods which can be necessary to execute aclivilies,
functions and public services within its responsibility.

The Department of the Federal Disteict (DDF) had been characterized for more than
55 years (1941 to 1997), unlike the other 31 federative enlitics, for being governed by
a Government Delegate who was appointed by the Republic president.

During this period, government competencics for both federative and municipal
entitics were equally undertaken by the DDE.  Probably this is the main political
fcature which differentiates the DF from the rest of the country.

From December 1st, 1997, the Federal District has a Govemor who is elccted through
popular election.  The current Governor will be in office until 2000.

Each Delegate of the 16 Political Delegations who are currently proposed by the Head
of the Government of the DF and ratified by the Legislative Assembly, will be elected
through an election process by the cod of the year 2000. Consequently, delegations
witl function as municipatitics in a federative cality.

What was described above is shown in the following table:

Table A-7: DF Government Evolution within the National Organizational
Framework

From 1947 to 1997 From 1997 1o 2000 After 2000

31 Federative Entities integrated
Politically, Administralively and
Tegritorially by Free and Sovercign
Municipalities

31 Federative Entilics integrated
Politically, Administratively and
Territorially by Free and Sovercign
Municipalities

31 Federative Entitics integrated
Politically, Administratively and
Territorially by Free and Sovereign
Municipalities

A Federal District consisting of 16
Political Delepations whose
exceolive heads are appointed
through the direct political
intesvention by the Republic
President.

The Federal District Governor is
elected threugh popular election
who also appoinis Political

Delegates for the 16 Delegations.

A Federal District integrated by
16 Political Delegations which
execulive heads will be elected
through a democralic election
process.

It is nccessary (o point out that the governmenlal functions, which will be assumed by
the DF and the 16 polilical delegations beginning in 2000, should be clearly defincd
by the Congress of the Union. [t should establish whether it will have a style which
is typical of any other federative entities with its municipalitics or it will have a

different structure.

The new doctrine, refated to the changes in the DF government, from December 1st
1997, arc proclaimed in the decree published in the official Paper of the Federation
on the samc date. ‘This decree reforms the Internal Regulation of the Public
Administration of the Federal Disirict which is sustained by Government Statule of
the DF published on 22nd of April, 1998 in the DF Official Gaceta. This
regulaiory instrument establishes that the Head of the Federal District Government
will be in charge of the local execulive organs; public administration will be under the
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responsibility of just one person who will be elected through free, direct and seceet
universal voling following the regulations and the elcctoral law issucd by the DF
legislative Assembly.

On the other hand, the Government Head clection will take place every 6 years on the
samc day with the election for Constitutional President of the Mexican United States.
Furthermore, it is established that the Governmment Head could be removed by the
Senators Chamber within the Conggess of the Federation; additionally, a person who
will reptace the Govemor and finish the term could be named {following a proposal
from the president of the Republic). Meanwhile, the DF Legislative Assembly
appoints him/her.

Moreover, regarding the DE’s political administrative structure, the following should
be pointed out:

The DF government is in charge of the Federation Poweis and the local Legistative,
Executive and Judicial powers; these are:

¢ The DF Legislative Assembly.
* The DF Goverament Head.
¢+ The Justice Supetior Court.

The DF Legislative Assembly (ALDFE) has the {fundamental function of legislating
nmatlers for the DF in areas that are specifically conferred to the assembly by the
Political Constitution of the Mexican United States. Among the most important
powers refated to urban cleansing, the ALDF has responsibifity for:

* Issuing legal precepts (o organize public treasury, major accounting and budget,
accounling and public expeaditure of the DF.

* Lepislating to preserve the environment and ecotogical protection.
v Regulating the provision and concession of public services.
* ]egislating for cleansing services.
The Head of Government in the DF, regarding Urban Cleansing, has the power to:

* Siga coordination agreements with the Federation, States and Municipalities
and also concilialion agreements with social and private sectors.

* Sign coordinalion agreements regarding hazardous waste which are considered
of tow hazardousness respecting what is established in the General Law  of
Fcological Balance and Environmental Prolection.

¢+ Agrec with the Federation, bordering States and Municipalities on the
constitulion, integration and operation of “Metropolitan Commissions for the
collection, treatment, and disposal of solid waste”.

* Sign agreemenis with the Federalion, bordering States and Municipalitics,
respeciing what is established by the Metropolitan Cominissions, in order (o
define territorial and funclional scopes regarding the provision of public
services,
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The main task of the DI Justice Court is to apply the judicial function in the tercitory
of that entily, following what is established by the Organic Law.

To execule the Public Administration task, the DF headquarter is supporied by scveral
Centralized Administrative Units as well as some decentralized organs. The
main Centralized Administrative Units are the following:

* Secretariat of Government.

* Sceretariat of Urban Development and Housing.
* Secrelariat of Economic Developmeat.

* Secretariat of Envitonment,

* Sccretariat of Works and Services.

* Secretariat of Finance.

* Secretariat of Transportation and Roads.

* Secretariat of Public Security.

* Main Officer.

* (General Controllership.

The decentralized administrative organs over which government management is
sustained arc called Political Delegations which have functiopal aulonomy over ils
territory,

The DI Public Administration has, within its respoasibility, public services
established by the law, regacding administrative and financial management. Public
services could be given as_concession, in case where it is required by the general
interest and the nature of the services can allow this to take place. Concession could
be given (o those who meet the requirements as stipulated in the Law, but only after a
declaration were issued by the Government head.

Population
a. Population T'rend in the GDF

The National Census, which started in 1895 in Mexico, has been implemented cvery
10 years since 1930. The tast one was the 11th National Census, conducted in 1990.
Besides, an extra census focusing on only popufation and the number of households
were carried oul in 1995,

Population and average annual population growth rate of the DF, State of Mexico and
the country from 1930 to 1995 are presented in Table A-8.
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Table A-8: Population and Population Growth of the DF, State of Mexico and

the Country
DF State of Mexico MEXICO
Year Population | Average Anual]l Population | Aversge Anvall Population | Average Annal Ratio of
Growth Rate Growth Rate Growth Rate |BF 1o MEXICO
_persons (%) persons (%) peisons {%) (%)
1930 1,229,576 - 990,112 16,352,722 - 74
1910 1,757,530 16 1,146,034 1.5 19,652,552 1.7 8.9
1950 2,050,412 5.7 1,392,623 20 25,179,074 28 118 %{;
1960 4,870,876 48 1,897,851 34 34,923,126 31 13.9
1970 6,874,165 35 3,833,185 7.3 48,325,238 33 142
1550 8,831,079 25 7,561,335 70 66,846,813 33 132
1590 8,235,744 0.7 9,815,795 26 81,249,645 20 1ot
1995 8,489,007 06 14,707,964 36 91,158,290 23 23

Source: Estadisticas Historiales Mexico, INEGE, DGE

In the table above, the average annual population growth rate was calculated using the
formula shown below.

r = (Pp/Pb)"™ - 1

where r : Population growth rate per year
Pp: : Population at time p
Pb : Population at time b, i.e. n years easlier
n : Period from time p lo lime b expressed as the number of ycars

‘The annual population growth rate of the DF varicd from 2.5% to 5.7% duting the 50
years from 1930. The population of the DF had accounted for more than 10 % of that
of whole country froim 1950 to 1980. The growth rate of the DF during 1930 - 1990
was less than zcro. It has been recovered from 1990 to 0.6%, which is, however,
lower than the growth fate of the State of Mexico and the country.

Population growth in the DF until the 1980s is presumably attributed to immigration
from other citics and rural arcas for more job opportunities and beiter living
standards. The population trend since the 1980s reftects the recent urbanization in the
entire Metropolilan Zonc which covers the DF and surrounding municipalities in the
State of Mexico.

Table A-9 shows the demographic essence of the DF extracted from the 1990 Census.

Table A-9: Key Population Indicators of the DF {1990 Census})

Total population 8,235,744
Mate population 3,939,911
Female population 4,295,833 %
Average household size 4.58
Annual average poputation
| growth rate 1980-1990 0.70%
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b. Population Prajection Method for the DF

The projection of DI’s population is allempted by several instilutions including
PAHO, whose study results arc shown in the PAHO’s report.

The DGSU calculates the population for ecach year using the results of the 1990
Census and the predetermined population growth rate of cach delegation (sce Table
A-10).

The predetcumined annual growth rate was officially teporled by the Department of
the DF (DDF) in 1996. On the other hand, PAHO’s population estimation was based
on different growth rate bascd on their own study, Accordingly, there is a disparity in
the result of population cstimation by the DGSU and PAHO. Annual population
growth rate used by PAHO was 0.59%, which was applicd to all delegation.

The present study will follow the method of the DGSU to cstimate the DF's
population.

Table A-10: Predetermined Population Growth Rate for Delegations

Delegation 199G - 1985 1996 - 2000 | 2001 - 2010
Alvaro Obregon 1.22 0.44 0.47
Azcapotzalco -1.64 Q.25 0.28
Benito Juarez -1.68 0.25 0.28
Coyoacan 1.71 0.45 0.58
Cuajimalpa 353 1.72 1.76
Cuauhtemoc 213 0.30 0.33
Gustavo A.Madero 0.82 .10 0.13
izlacalco -1.59 0.03 0.41
{zlapalapa 2.65 0.53 0.68
M.Contreras 2.05 1.28 0.61
Miguel Hidalgo 213 0.30 0.33
Milpa Alta 3.00 1.39 1.43
Tlahuac 4.46 1.40 1.71
Tlalpan 3.97 0.98 1.01
V.Carranza -2.04 0.26 0.29
Xochimilco 322 1.40 0.99
Totalin the DF 0.60 0.50 0.57

Source: Programa General de Desarrollo Urbano del Distrito Federal Version 1996, DIARIO
OFICIAL 15 de julio de 1996.

C Estimated Population

The result of population estimation for the whole DF and delegations for 1997, where
poputation data of the 1990 Census and predetermined population growth rate shown
in Table A-10 were used, is presented in Table A-11 together with data of the 1990
and 1995 censuses.
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Table A-11: Estimated Population of the DF for 1997

Poputation{persons)
Delegation 1990 1995 1597
{Census) {Census) {Estimated)
Alvaro Obregon 642,753 676,930 688,923
Azcapotzalco 474,688 455,131 433,188
Benito Juarez 407,811 369,956 376,576
Coyoacan 640,066 653,489 703,086
Cuajimalpa 119,669 136,873 147,340
Cuauhlemoc 595,960 540,382 538,315
Gustavo A.Madero 1,268,068 1,256,913 1,214,625
lztacalco 448,322 418,982 414,048
lztapalapa 1,490,469 1,696,609| 1,717,259]
M.Contreras 195,041 211,898 221,463
Miguel Hidalgo 406,368 364,398 367,495
JMﬂpa Alta 63,654 81,102 75,866
Tlahuac 206,700 255,891 264,349]
Tialpan 484,866 552,516 600,703
V.Cairanza 519,628 485,623 471,241
Xochimilco 274,151 332,314 326,658
Total GDF 8,235,744 8,489,007 8,567,135

As seen in the table, total population of the DF in 1997 is estimated at 8,567,135. This
and the poputation data of the 1950 Census give an average annual population growth
rate of about 0.6%.

The figures shown in Table A-11 are 10 be used in the present study.
d. Population of State of Mexico

Wastes discharged in part of the State of Mexico are brought to the S/Ps andfor the
final disposal sites run by the GDF, and it might not be expected in the current
situation that a substantial change of wastes import from these municipalities takes
place in the near future. Thus, it is imporlant to estimale future population in those
municipalities as well. For this purpose, the survey results of the 1995 census and
average annual population growth rate used in the PAHO’s report were applied.

Table A-12 listed the names of 11 municipalities which bring their wastes to the DI’s
SWM system and shows the 1995 census data and population estimated for 1997,

Average annual population growth rate from 1995 to 1997 for those municipalities is
calculated to be 5.7%, which is much higher than that of the DF.
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Table A-12: Population of Selecled Municipalities in the State of Mexico

N Population

Munscspalst|e§ of Average Annual

State of Mﬂco 1995 (persons)| 1997 (persons)| ~ o lo e (%)
Atenco 27,988 28,078 0.16
Chalco 175,521 179,120 1.02
Chiautla 16,602 16,636 0.10
Chiconcuac 15,448 15,476 0.09
Cuatitian lzcalhi 417,647 438,191 243
Ecalepec 1,457,124 1,714,099 8.46
Ixtapaluca 187,690 191,804 1.0%
Nezahualcoyotl 1,233,868 1,417,413 7.18
La paz 178,538 182,271 1.04
Texcoco 173,106 176,620 1.04
Valle del Chalco 287,073 286,741 1.67
Tota! 4,170,605 4,656,449

Industrial Structure of Mexico

In respect of the industrial structure, there has been considerable annual variation in
performance by sectors on the economic front, reflecting the uncerfain course of
macrocconomics policies and the cconomy’s vulnerability to external shocks. Mexico
is predominantly a service-producing counley with the (ertial seclor accounting for
about 68.3 percent of the aggregate supply in 1996, whereas the primary and the
secondary sectors contributed 5.4 percent and the balance 26.3 percent in the same
year, respeclively. Descgregating the aggregate supply in the economy by sectors, the
largest chunk emanates from the manufacturing sector while accounting for 19.6
percent, followed by the commerce/restaurants and hotels scetor, personal services,
financial services, transport and communications, agriculture, construciion, mining,
and electricity/gas and water scctor with 19.3 percent, 19.3 percent, 16.0 percent, 9.7
percent, 5.4 percent, 3.9 percent, 1.7 percent, and 1.1 percent, in that order. Of this
construclion, commerce/restaurants and hotcls, manufacturing, and transport and
communications were, among others, the faslest growing sub-sectors during 1997,
with the average output growlh rates of 10.2 percent, 9.9 percent, 9.8 percent, and 9.5
percent, in descending order. It would be noted that contribution of the sectors that
have high linkages with manufacturing activilies, vis-a-vis, (ranspori and
communicalions, construction, and electricily/gas and waler, is somewhal moderate
comparing to manufacturing.

As regards the manufacluring sector, the metal products, machinery and cquipment
sub-sector holds the largest share wilth 5.9 percent of GDP, followed by food,
beverages and tobacco sub-sector, the chemical, petroleum products, rubber and
plastics sub-scclor, the clothing and footwear sub-sector, the non-mictallic minerals
except oil sub-sector, and the others, each of which accounting for 5.0 percent, 3.0
percent, 1.7 percent, 1.4 percent, and the balance 2.6 percent of GDP, in that order. OF
this, the annual growih rates of the metal products, machinery and cquipment sub-
sector, the printings, the basic meltal, and other industries were above the sectoral
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average of 9.8 percent, with 16.9 percent, 13.7 percent, 12.9 percent, and 12.6
percent, respectively.”

O Manufaciuring

Ml Commerce,
Restaurants&Holels

{ Pessanal Service

B Finance and Insvrance

M Transporiation

E¥Apriculivre

B Construciion

O Miaing

B Electricity and Gas

Figure A-7: Industrial Structure in Mexico, 1997

A.2.6 Education

The correlation between the cducation of population and public cleaning leaves no
room fo doubl. In gencral terms, the higher the education level of the population is,
the greater environmental and ecological consciousness will be, as well as better
personal hygicne and cleaning customs for their housing and public areas.  Besides,
it will be beiter prepared to take part in the management of ils urban services,
including public cleaning.

Iltiterate population aged 15 years and older in the DF amounted to 182,000 people in

1995, which is the last information, and represented 3.0% of the 6,122,000

inhabitants, This illileracy rale is very low if compared with that at a national tevel

(10.6%). On the other hand, and as in the rest of the country, illiteracy ratc among

women (2.2%) is almost three-fold of that of men (0.8%). Wilthin the 16 delegations ‘
that form the DF, Benito Juarez (1.3%) is the onc with the lowest illiteracy rate, and %
Milpa A}ta has the highest (5.7%) (Table A-13).

2 Source: Banco de Mexico, The Mexican Economy 1998, June 1998, Table 11
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Table A-13; liliterate Population Aged 15 Years and Older in the DF, by
Delegation and by Sex Group (Nov. 1995)

Tolal | _ liiterate poputation
Delegation population iterate % % %

—— (000) poputation (000} | Total Men Women
Federal District 6,122 182 3.0 0.8 22
Azcapoltzalco 3| 8] 23 0.6 1.7
Coyoacén 493 11 2.2 0.6 1.6
Cuajimalpa de Motelos . 93 4] 38 1.1 2.6
| Gustavo A. Madero ooo| er| "B0f es 22
lztacalco . 07| 8 26 0.7 1.9
lzlapalapa 1,160 42 36 1.0 26
| Magdalena Conlreras, LA 150 6 4.0 1.3 2.7
Milpa Alla 53 3 5.7 1.9 3.8
Alvarg Obregdn 485 16 33 0.8 25
Tlahuac 170 7 4.1 1.2 29
Tlalpan 394 i3 33 1.0 23
Xochimilco 228 ¢ 3.9 1.3 2.6
Benilo Julrez 297 4 1.3 0.3 10
Cuavhtéroc 408 g 2.2 0.5 1.7
Miguel Hidalgo 282 & 2.1 0.4 1.8
Venustiano Carranza 357 g 2.5 0.5 2.0

Source: i:;epared by the Study Team, based on INEGI's “Anuario Estadistico del Distrilo Federal’, year
997.

Regarding the schoo! level of the population aged 6-14 years, the “1996 Population

and Housing Counting” shows that in 1995, 97.3% of this age group altcnded schools;

this represented an increase over 1990, when the altendance rate was 95.1%. This

percentage also shows that the DF is in better conditions than other states in the

country, taking info account that the mean altendance rate is 92.2%.

‘able A-14 shows the number of pupils that registered in the different educational
tevels, teachers, schools and classrooms in the DF for the 1995-96 period.

Table A-14: The Number of Pupils Registered, Teachers, Number of Schools
and Classrooms in the DF (1995-96)

Educalional jevel j Pupils regisiered Teacher staff Schools Classiooms
1. Preschool 307,808 12,026 2,513 11,885
2. Primary level 1,105,368 32,421 3,338 41,945
3. Training for work 183,269 4,710 524 3,447
4. Secondary 522,634 34,582 1,279 13,247
5. Intermediale Professional 62,030 6,481 151 1,844
6. High school 325,103 21,697 506 8,820
Total DF | 2,506,212 118,917 8,379 81,268
Soutce: Prepared by the Study Team, based on INEGI's "Anuario Esladistico del Dislrilo Federal’,

year 1997,

‘The cducation plans and programs for primary level schools, elaborated by the
Secretarial of Public Education and applied Lo the country as of September 1993,
stipulates as onc of their objectives that children acquire “the basic knowledge to
understand natural phenomena, specially those related to the preservation of health,
the protection of the environment and the rational use of natural resources”.
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According to the aforementioned, the subjects known as Natural Sciences - to a
greater extent- and Civic Education - to a less extent - went through some issues
rclated (o the use of drinking watcy, air, water and soil pollution, origin and fate of the
wasles generated by houses and the community, organic and inorganic garbage,
although these topics account for only 1)% of the total issues in Natural Sciences.

Community Structure

The DI consists of 16 political delegations, which are divided at the same time into
colonias, manzanas (blocks) and calles (strcets).

In semi-rural delegations such as Milpa Alla, Cuajimalpa, Magdalena Contreras,
Xochimilco and Tlahuac, there exist pueblos (villages) or barrios (neighborhoods),
apart from the calonias.

Up to March of this year {(1998), the structure of the delegation was the following:

In the DF, there exist 16 residents’ associations, one per each political delegation.
Each association is represented by a president, who coordinates the colonia heads and
the latter coordinate the manzana leaders.

‘The residents’ associations have the task of represeating the neighbors in the demand
of their needs and community concerns. They play the role of managers and
advisors, as they are the official representatives of neighbors before the Government
of the Federal District, which is in turn represented by the political delegations.

Prue to political reasons, the residents’ associations do not have great influence on the
communily for many years, as they moved aparl {rom their supposed positions and
lost initial commitments to the population they represented,

The paslicipation of the residents’ associations, the colonia heads and the manzana
leaders will be priceless for the education of the population and its succeeding
participation in the improvement of S\WM for the DF.

Squatter Settlements

Marginal sctilements of squatters, which are known in Mexico as “colonias
populares” emerged in 1940,  Estimations from the year 1976 showed that almost
50% of the metropolitan zone population lived in “cofonias populares”, which
accounted for 64% of the urbanized area of the city.

The general condition for the emergence of squalter seltlements is the free or low-
price availability of land in the peripheral areas, which can be owned or even squatled
on by families that demand housing. The features of these sclttements are due 10 the
presence of acutely adverse environmental conditions, no public services at all or a
limited access to them, or there exists a problem as regards to the land tenute.  In
rost cases, some or all of these faciors are combined.

The increasing number of “colonias populares” at ihe northern and northeastern zone
of the DF has been fostcred by the urbanization and growth of the municipalities in
the State of Mexico that surround the DF; as a consequence, the DF has been enclosed
at the northern and northeastern zone by the co-urbanized municipalities. In the
DF’s southern and southwestern zone, that corresponds to the delegations Alvaro
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Obregdn, Milpa Alta, Cuajimalpa, Magdalena Contreras, Xochimilco and ‘Tlahuac,
the squalter sctilements are limited due to the special attention by the GDF to preseive
the so-catled “ecological preservation zones”, therefore the “colonias populares”
cannot casily constitute in those limits.

Neverthetess, the expansion of squatter settlements in the Metcopolitan Zone (co-
urbanized municipalities of the State of Mexico) still continucs, yet at a slower rate
than in previous decades, due to the following reasons:

* Urban and rural migration.

* Precarious economic and concrete deficiencies conditions.

¢ Migration from other zones in Mexico City because of deteriorated housing
which has turned uninhabitable.

* Excessive housing costs.

Duting the 70’s, the governmental bodies starled considering sonie programs aimed at
regulating land tenure and the introduction of public seivices in squatter sctilements.
The organizations involved in this matter for the Metropohitan Zone are;

¢ The Urban Action and Social Integration Institute (fustituio de Accion Urbana €
Integracion Social fAURIS]) of the State of Mexico, created in 1969;

¢ The Federal Districi Office’s Atorncy General’s Colonias Populares Office
{Procuraduria de Colonias Populares det Departamento del Distrito Federal),

* The Housing, Social and Urban Development Teust (Fideicomiso de Vivienda,
Desarollo Social y Urbano),

¢ The National Institute for the Development of Rural Communitly and Popular
Housing ({ustituto Nacional para el Desarrollo de la Comunidad Rural y de la
Vivienda Popular [INDECOV}); and

* The Commission for the Regulation of Land Tenurc (Comision para la
regitlacion de la tenencia de la tierra {CORETTY).

It is cstimated that there exist more than 300 “colonias populares” in the DF,
specially in the following delegations: Alvaro Obregdn, Coyoacan, Iztacalco,
Iztapalapa, Tlalpan, Azcapotzalco, Gustavo A. Madero, Cuajimalpa, Magdalena
Conlreras, Xochimilco and Tlahuac; most of them originated in communal land
(ejido) or ravines and former mines.

Besides, there exists a variant type of squatter setttement which is knowa as civdad
perdida (“tost city”). This only means small groups of houses thal are built with
wasted materials or cardboard, with an absolute lack of public services in nost of the
cases. These “lost cities” are located on federal lands, adjoined to the railways, on
former dumping sites and non-occupied pieces of land, although it is estimated that
the total population of such seitlement is less than 1%.

According to the INEGI (1995 Population and Housing Counting), in November 1995
houses in the DF without drinking water installations represented only 2% of the total,
and those houses whose sewerage was not connected wilh the public network nor to
seplic pils accounted for 3.6% of total houses. From the aforesaid, it can be
conctuded that the “colonias populares” rcgularizalion process was developed
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signilicantly. QGn the other hand, this group of people - almost 400,000 persons - do
not have a solid wastes collection service.

Besides, according to the publication “Orientation of the management of solid wastes
in Mexico city, July 1992” (Gricntacion del manejo de tesiduos solidos en la ciudad
de Mexico, Julio 1992), the nomber of squalter seltlements receiving deficient waste
collection service reached 42 (most of) which were in nine delegations.

Public Health

The institutions by which the DF atlends to public health and renders social security
services ate grouped as follows:

* Goveromental bodies such as the Secretariat of Health and Assistance (SSA)
and GDF’s Medical Seivices;

* Social Security Institutions, formed by the Mexican Social Securily Institute
(IMSS), the Institute of Sccurity and Social Services for State Workers
(ISSSTE) and the services rendered by Petréleos Mexicanos (PEMEX),
Ferrocarriles Nacionales de México (Mexican National Railways), the
Secretariat of National Defense (SDN) and the Secrelariat of Navy (SM); and

. The private sector,

Table A-15 shows the infrastructure and the resources of the health scctor in the DF
in 1995, which is the first place among the States at a national level, with the
exceplion of exteraal consultation units.

The population with insurance (o access to medical services accounted for 52% of the
DF’s population in 1995. The remaining 48% is altended to by governmental
institutions, whereas GDF’s Medical Scrvices covered 29% in that year.

A-32




The Swudy on Solid Waste Management JICA
of Mexico City in the United Mexicon States i KOKUSAI KOGYO CO., LTD.

Table A-15: Infrastructure and Resources of Health Sector in the DF, 1995

Place of order amon
Types DF {Nos.) federative entities °
General Hospitals 66 ___tirst place
Specialized Hospitals 47 first place
External consuitation unils €67 gth place
Medicat staft . 23450 fisstplace
, Paramedics 47,544 first place
£ Counted beds 18,207 first place
Doctois’ offices 7.018 first place |
Clinic analysis laboralories 286 first place
Surgery rooms 611 first place
Note: Notincluding private seclor
Source: Secrelaria de Salud. Boletin de Informacidn Estadistica N> 15, 1995, Vol 1 Recursos y senvicios.
México 1996.

It is difficult to establish a direct relation between the inappropriate management of
solid wastcs and health, since there are scveral causes for discases such as paveity,
malnulrition and a lack of basic sanitation services, besides lack of or deficient
management of solid wastes. However, according to the morbidily and morlality
statistics of population in general terms, some infectious discases are detected that
may be prevented or reduced with proper environmental sanitation, including the
appropriale management of solid wastes,

"able A-16 shows Lhe morbidily and morlalily rates due to diarrhea discases (onc of

% the causes selected) in the DF delegations in 1991; these figures confirm that the

’ delegalions of low socio-economic conditions with deficient sanitation services, such
as Milpa Alta, have the highest morbidity and mortality raics.

Table A-16: Morbidity and Mortality due to Diarrhea Diseases in the DF - 1991

Delegation Morbidity rate Mortality rate
A. Obregdn 1,592 9.0
Azcapolzalco 563 7.8
Benilo Juarez 942 7.5
Coyoacén ~ 1,589 6.7
Cuajimalpa 2,180 13.8
Cuauhlémoc 1,050 7.3
G. A. Madero 503 8.7
lztacalco 951 82
{Zlapalapa 533 9.8
Magdalena Contreras 1,226 B.6
Miguel Hidalgo 1,257 93
’ 3 Milpa Alla 6,574 23.2
Tidhuae 3,333 10.3
Tlalpan 1,196 8.4
V. Cairanza 1,238 9.3
Xochimilco 1,547 11.2

Source: SSA-QPS  Rales based on per 100,000 inhabitanis.
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A3

A3.1

A3.2

Urban Structure

General Situation

The civilization of Mexico Cily dates from 1325, the year in which the Aztecs
founded their capital, Tenochtitan. The capital was built on an island near the west
shore of Texcoco Lake and covered an area of about 10 km” The Aztec Empire
extended its power aver a wide area which covered present Yeracruz, Puebla, Oaxaca,
Morclos and Guerrero for about two centuries.

On the other hand, the Aztecs were under the constant threat of flooding due to the
geographical feature of the capital. While coping with the natural menace, they had
created a beautiful and rematrkable city, as described by the Spanish conquerors, with
a highly sophisticated network of canals and dikes.

It was when the Aztecs capital, with its poputation of 100,000, was at the height of its
prosperity that the Spanish laid siege to it. As a result, it fell under the colonization of
Spain in 1519. The Spanish took over the construciion works of hydrotogical
infrasteucture to overcome the problems of persistent inundation and sanitation.

It required almost three centuries for Mexico to achieve independence. During the
colonization and also after the independence, the arca where Tenochlitlan was
flourished and the present Mexico Cily is developed has always been a ceater of
politics, economy, science, information and arts of the country. Consequently, the
Cily, allracting every human aclivily, has been urbanized at the outstandingly high
rate to become one of the world biggest metropolises.

Land Use Conditions
a. General Structure of Land Use

‘The major land use of the country is grassland and/or pastures, accounting for 39% of
the land area. 'The second largesl is forest and other wooded land, 30%, followed by
arable and permancnt crop land, 13%. (OECD, Eavironmental Performance Review,
p.38)

Land use of the DF can be roughly divided into two. The south half is an area which
has high ecological value, corresponding to the delegations of Tlahuac, Milpa Alta,
Xochimilco, Tlalpan, Magdalcna Contreras, Cuajimalpa de Morelo and the south of
Alvaro Obregon. The other half is an urbanized area where human habilations,
commercial activilies and offices are concentrated. Delegations of Cuaushtemoc,
Benito Juarez, Iztacalco, Coyoacan and Iztapalapa are thosc particularly densely
populated, Delegation of Gustavo A. Madero, located at the north end of the DF, is
also highly populated, bul also enjoys natural environment of the foot of Sicira de
Guadalupe in its north.

In the DF, there are totally eight National Parks, six areas designated as ecology
protection arcas and one forest protection area. Their distribution, shown in Table A-
17, agrees with what is stated above; the majority of thosc environmentally valuable
areas ar¢ in the south of the city, especially in Magdalena Contreras where nearly haif
of the {crritory is tich in natural resources.
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Table A-17: Surface Area of Nature Proteclion Areas by Delegation
{as of 31 December 1936)

Nabonatparks | oottt T et o
{ha) Argas (ha) | Areas(ha) Territory (e
Faderal District 3,705.0 4,874.6 3,100.0 1.2
Coyoacan 4329 - -L 7.5
Cuajimalpa de Morelos 1865.0 - - 24.6
Gustavo A. Madero 302.0 687.0 - 11.1
| Iztapala 80.0 576.4 - 55
Magda'ena Contreras 86.0 - 3,100.0 452
Tlatpan 940.0 727.0 - 55
Xochimilco - 2,657.0 - 209
Miguel Hidalgo - 227.2 - 4.8

A33

Source: Secretary of then DDF; Commitiee of Natural Resources
b. Issues of Ejidos

Apart from the general outline of the land use described in the previous section, one
must not overlook the issuc of gjidos (communal land), where is the peculiarity of
Mexico’s land use.

The Revolution, which started in 1910, culminated to the very innovative Constifution
of 1917. “Land for the Landless” movement, one of the driving forces of the
Revolution, then resulted in the requisition of the large land estates for the federation.
The Constitution vested the right to use such land with local comununities. The land
commonly owned is called gjido and the owners are ejidatarios. The conversion of
the tand use of cjido was strictly regulated by the federal laws and brought lengthy
delay to the spatial city growth.

The amendment to the Constitution in 1992 gave the ¢jidatarios the right to privatize
or sell the land at their discretion with an objeclive to facilitate the land use
conversion. The land demarcation and property rights in ¢jidos are, however, still so
vague that their effective utilization, with purposes of either urban development or
natural resource management, is still often hindered.

Although there are timited ejidos within the DF itself, many of them can be seen in
the outskirts of the metropolitan areas. It is necessary, therefore, to pay allention lo
the prescnce of ejidos and the uncertainties of their legal setlings when urban
developmient plans arc to be considered.

Population Density

Using the 1990 Census and population data estimated for 1997, population density in
the DF and in each delegation were calculated. The result is shown in Table A-18.

‘The DF’s population in 1997 is estimated at 8,567,135 and its surface area is 150,552
ha, thus the population density comes to 56.90 person/ha. This is considerably high
compared to the population density for the whole country, which is rcported by
PARQO to be 0.46 person/ha.
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The auvmber of delegations whose population density is higher than the DF average is
10 out of 16, The delegations of Iztacatco, Cuavhtemoc and lztapalapa are the ones
which are particularly densely populated.

Table A-18: Population Density in the DF by Delegation

1990 1997
Celegation %:g;l Poputation Pg‘::::il;}?n Population P%%l::z;";) n
{persons) {peisons/ha) (persons) (peisonsha)

Alvaro Obregon 8,586 642,753 74.86 686,923 80.24
Azcapotzalco 3.451 474,688 137.55 439,188 127.26
Benito Juarez 2,750 407,811 148.29 376,576 136.94
Coyoacan 5,540 640,066 115.54 703,086 126.91
Cuajimalpa 7,700 119,669 15.54 147,340 19.14
Cuauhlemoc 3,309 585,960 180.10 538,315 162.68
Gustave ANMadero 8,700 1,268,068 145.75 1,214,625 139.61
Iztacalco 2,306 448,322 194.42 414,048 179.55
lztapatapa 11,940 1,490,499 124.83 1,717,259 143.82
M.Conireras 7,004 195,041 27.85 221,463 31.62
Miguel Hidalgo 4,764 406,868 85.40 367,495 77.14
Milpa Alta 27,820 63,654 229 75,866 273
Tlahuac 9,300 206,700 2223 264,349 28.42
Tlalpan 31,200 484,866 15.54 600,703 19.25
V.Carnranza 3,442 519,628 150.97 471,241 136.91
Xoctimitco 12,740 271,151 21.28 326,658 25.64

DF Total 150,552 8,235,744 54.70| 8,567,135 56.90

A.3.4 Transportation

The transport of the DF heavily depends on ils extensive road network to such an
extent that it suffers from nolorious air potlution.

There are two main ring road called Circuitlo Interior and Periferico. The former goes
around the most urbanized arca of the DF while the lafter runs in the outer arca some
seclions of which are in State of Mexico.

Principal road which runs from north to south is Insurgentes, which links Pachuca
Hidalgo and Cuernavaca via Mexico City. Principal roads which run from cast to west
include Reforma, which leads to Toluca; Ermita Iztapalapa, to Puebla; Occania and
Via Tapoa to the ¢asl; and Mexico Tacuba, 1o Queretaro.

A numbes of axes roads (called Ejes) form a latticed road web throughout the
urbanized city ceater {(i.e., north part of the DF). Ejes Sur and Ejes Norte go in a
latitudinal direction in the south and north halves of city center, respectively, while
Ejes Ponicnte and Ejes Oriente are in a longitudinal direction in the west and east
halves of city center, respectively. Then they are linked with secondary and tertiary
roads extending to the suburban arca. Roads in the south part of the DF are distributed
sparsely, which indicates that the area is undeveloped and rich in natural environment.

Besides the road transport, the subways (or here called Metro) provide a great number
of people with another essential means of travel within the city and between the city
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A.4.1 Public Finance of DF Governmen
Ad.1.1

and the Statc of Mexico. The use of the subways has been facilitated by the restriction
of the use of vehicles in the city to improve air quality and the intention of the people
not 1o be involved in the traffic congestion. Stace the open of the first line in 1968,
there have been developed nine fines and they are being fucther extended.

The other type of transport includes railways run by the National Railway
(Ferrocarriles Nacionales). There is a cenleal station in the Delegation Cuauhtemoc,
but the railway is not used for daily activitics but used onty for long-distance travels.

Financial Conditions

t24

Budgetary Revenues and Expenditures of DF®

While weakening financial base of the DF and state governments, in the remote area
in pariicular, and subscquenl unbalanced regional growth becoming a growing
concern for the Federal government, economic management of the government of
Federal District {DF) has been somewhat volatile to external factors, and internal tax
fundamentals as well. The DF goveraoment budget coinciding with the calendar year
comprises recurrent revenue and expenditure with no “development budget”™ being
stipulated explicitly in the official documents. Current revenue sources for the DF
government pertains to (i) own reveauc and (ii} contribution from the Federal
government, with the line items of the former including (a) Taxes (Impuestos), (b)
Service Fees (Derechos), (¢) Contribution not included from Federal Government
(Contrubuciones no Comprendidas), (d) Products (Productos), (€) Good Use
{(Aprovechamientos), (f) Debt Carry-Forwards from Previous Year (ADEFAS), and (g)
Others (Otros Ingresos). The lalter pentains to (a) contribution for improvements
(Contribuciones de Mejoras), (b) auxiliary items of contributien {Accesorios de lus
Contribuciones), {c) federal tax revenue share (Parcipaciones en Ingresos Federales),
and (d) share due to coordination aclivitics (Participaciones por Actos de
Coordinacion). Of the funds transferred from the Federal government, tax revenue
shares (participaciones) transferred from the Federal government constitules the
major source of income for DF government and other local (state and municipality)
governments as well.

* With a paucity of reliable and consistenl data and numerical information limely available, it makes
mos! likely that the issue of public finance in Mexico is limited to the budgets of the Federal
governnent and public entities (PEs) included in the Fed budget. These PEs included in the Fed budget
or upder budgctary control pertain (o Pelrdleos Mexicano (PEMEX), Comisidn Federal de Electricidad
(CFE), Luz y Fucrza del Centro, Ferrocariles Nacionales de Méexico (FNM), Compania Nacional de
Subsistencias Populares (CONASUPG), Productora ¢ Imporladora de Papel (PIPSA), Accopucrtos y
Servicio Auxiliares {ASA), Cantinos y Puentes Federales de Ingresos y Servicios Conexos (CAPUFE),
Loleria Nacionzl para Ia Asistencia Publica, Instituto Mexicano del Scguro Social (IMSS), and
Instituto de Seguridad y Servicios Sociales de los Trabajadores del Estado {(ISSSTE).

B References: Gacela Oficial del Departamento del Distrito Federal, December 1994-1998, National
Statistics, Geography and Informatic Institute (INEGY), Kl fugreso y El Gasto Publico en Mexico,
1997, DF, XI¥ Censo industriad, Xt Censo Comercial y XI Censo de Servicios, 1995, Finazas Publicas
Estatales y Municipales de Mexica 1990-1995, V997, Sistea de Cuentas Nacionales de Mexico, NF,
Clasisicador por Objeto del Gasto, 1995, WACIENDA, Informes Sobre la Situacion Economica, las
Finanzas Publicas y la Denda Publica, first quartes 1998, Cuarderno Estadistico Basico de las
Finanzas Publicas del Distrito Federal, 1991, Cuenta Publica del DF, 1995-1997, Presupuesto
Autorizado para DF, 1995-1997
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One of the salient features of the budgetary processes at DF is its treatment of canty
forwards over fiscal years. The budget deficit at the end of fiscal year is (o be carricd
forward as an opening batance for the following year, and be subject to the
assessment by the Secrclariat of Finance at DF if the deficit be complemented by new
money in March or April. In the fiscal years of 1997 and 1998, budget deficits carricd
over from the preceding years were P.500 million and P. 600 millian, accounting for
1.6 percent and 1.5 percent of the total budget, rcspeciivciyz"’. On the other side,
budget surplus or unutilized budget is not to be carricd forward to the next fiscal year,
In the normal fiscal practice, budget adjusinmcat would take place in prior 1o the last
quarter of the year, while considering realignment of budget inclusive of realtocation
among and/for cancellation of projects. Any adjustment of budget would not take place
after October or November in the year.?’

Inclusive of all sources of funds as noted above, gross revenue of DF for the fiscal
year 1998 is set at P, 38,712 million asising from respective of P. 31,105 mitlion, P.
25,097 miltion, and P. 18,153 million in 1997, 1996, and 1995, with the average
annual growth rale of 28.7 pereent in nominal term.”® The share of own revenue has
slightly been dowasizing over the same period from 60.3 percent in 1995 to 55.4
percent in 1998. Amongst the sources of own revenue of DF, Taxes dominates with
21.0 percent of the gross revenue, followed by Others, Products, Service Charges,
Debt from Previous Year, Good Use, and Contribution not Included with 13.2
percent, 9.2 percent, and 9.1 percent, 1.5 percent, 1.4 percent, and 0.0 percent
respectively. Tax revenue sharing transferred from the Federal government accounts
for 34.9 percent in 1998 and has been somewhat declined from the highest 42.2
percent share in gross revenue in 1996, The balance amongst the transfer items is g
shared by Share duec to Coordination, Auxiliaries, and Contribution for
Improvements accounting for 7.7 percent, 1.6 percent, and 0.4 percent, in that order.

Ovcrall expenditure of DF comprises three paris, vis-a-vis, expenditures of DF
government, transfer expendilures to Delegations, and expenditures for semi-stale
catitics. In 1998 gross fiscal expenditurc was P.42,574 million of which DF
government, Semi-state Entities, and Delegation accounted for 60.6 percent, 23.9
percent, and the balance 15.6 percent, while arising from P.33,566 million, P. 27,664
miilion, and P.19,865 million in respective of 1997, 1996, and 1995. As regards the
expenditure attributed solely to the DF government, it grew annually 28.9 percent in
nominal terms with P.17,682 million in 1995 to P.25,784 million in 1998. Budgel
deficit of DF of P. 3,862 million, or around respeclive of 0.47 percent and 0.1 percent
of GRP and GDP in 1997, was financed by public borrowings (deuda publica), as
detailed in the ensuing sub-section.

in the meantime, the financial position of local goveinments is, as previously noted,
weak on account of volatile tax base and the central government regulations that
constrain self-cfforts (o raise funds through financial markets. DF and other local
governnienls manage the cconomy to date, the cureent financial position confined
government aclivities to a limiled extent. Governmenl intervention in market

% Source: Gaceta Qficial del departamento del Distrito Federal, December 1996, 1997

7 Hearly thanks are due lo Lic. Rosalba Cruz Jimencz for her precious and the most relevant
information on the issue.

DY revenue in real term is declining while considesing the high level of inflation during and post-
Peso crisis period of 1995-1998.
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economy, as measured by the share of public consumption out of aggregate demand,
remained very low with 1.0 percent in 1997 and 6.0 percent in 1995 for DF and all the
state goveraments, rcspectivclyzq.

It would also be noteworthy that in relation to population and budgetary revenue at
the central level, where population in DIF was 9.3 percent of the total population with
24.1 percent of the aggregate supply of the country, respectively in 1997, 6.2 percent
equivalent of DF government revenue to the Federal government in the same year™
scems to be obviously lower than those proportional figures. The size of the budget
expenditure of DF in terms of that of the Federal government seems also extremely
low with the ratios of 5.7 percent and 5.0 percent with regard (o gross expenditurcs
and programmable expenditures®, respectively. With this in view, it would be
considered reasonable that the cffort to higher revenue gencrating capacily of the local
authorily be further encovraged to meet pressing challenges in socioeconomic
development of the region. Number of employees at BGSU was 436 in 1997 (Cucenta
Publica del DI 1997, p.202). Change in financial position at DF government during
the recent four ycars of 1995 through 1998 is summarized and given below as Table
A-19.  Further, a table of revenues and expenditures at cach level of the governments
at the central and subordinates, with the budget allocation for SWM, is attached as
Table A-20. ‘

Table A-19: Change in Financial Position of D Government, 1995-1998

(P. million)

1995 1996 1997 1998 Anualo ?%‘3'
Revenue 18,1536 250073 31,1054 38,7120 28.7
Of which Own Revenue 10,9447 13,980.6 17,0601 21,464.6 252
Expenditure 193863 27.6642 335666 425744 20.9
Debt Service 2219 15994 18604  2.609.4 127.7

Soutce: Gacela Oficial del Distrito Federal, 1994-1997, Cuenta Pdblica del DF 1993

Table A-20: Public Revenues, Expenditures and Budget Aliocation for SWM,

1995-1998
{P. million}
1995 1996 1897 19938
l. Revenue )
1. Federal Government 283,195 392,600 503,300
2. DFF Government 18,163 25,097 31,105 38,712 |
Of which Own Revenue 10,944 13,980 17,060 21,464
H. Expenditures
1. Federal Government *' 293,800 | 580,700 | 730,400
2. OF Govarnment (Aggregate) 19,865 27.664 33,566 42 574

? Sources: Banco de Mexico, op cit, p.249, INEGI, op cit., p.29

¥ Excluding the budgetary revenues of P.227.2 million from public caterprises and eatities (PEMEX
and others) from gross budgelary revenue of the Federal government thal sfands at P.730.4 mitlion, or
23.0 percent of GDP in 1997, Provided that the gross revenue of the fedesal government be applied as a
denominator, the fraction of DF goveroment revenue against the Federal government downsizes
drastically to a little mose than one over 235, or 4.3 perceat equivalenl. (Source: Banco de Mexico, The
Mexican Economy 1998, 1998, p.281)

' As regards DF expendilere, expenditures for DF administrative bodies, or P. 25,784 million in 1998,
has been taken into account.
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_ﬁ 1995 1996 1997 1998
~__Ofwhich Gastode Capilol (%) ¥ | 31.2 35.9
| 3. Of which Debt Service 222 1,668 1.860 1,908
4, Secrealriat of Works and Services 3,693 5,967 6,888 8,850
5.DGSU ¥ 787 1,220 1,051
6. Delegations ** 3,529 4,795 6,102 6,629
. SWM Budget Allocation ¢ | V4 ]
1. SEDESOL _ - - - 70.0
2. Local {DGSU+Delegations) 950.2 1,092.9 1,481.9 1.560.4 N
3. DF-DGSU 742.% 987.9 %
3.1 Administralion 641.2 9353
3.2 Development _ 100.9 5246
Developiment Budget Share (%) ) 13.5 5.3
4. Delegalions 739.8 5725
4.1 Administration 667.1 557.2
4.2 Development 72.7 15.3

“ Source: IMF, IFSfor 1995 and Bance de México, Mexican Economy 1998 for 1996-1897
*2 Source: Cuenta Piblica del DF de los afios 1980-1996

*3 Source: Cuenta Piblica del DF 1996, tomo | p.101

*4 Source: Cuaderno Estadistica Basico de fas Finanzas Publicas de! Distrita Federal, 1997,
*5 Source: Eslrategia Programatica Sectorial 1996 for 1996, DGSU data for 1997-1898.

A.4.1.2 Public Debt of DF Government

Futther concern over the District’s sound management of public finance would be its

external borrowing and associated financial obligation to cover the debt services.

Volatility in sector growth would depend on this factor outside the control of the DF
goverament and would place greater pressure on its financial mancuverability in the '
years o come. '

As of the end of fiscal year 1997, the aggregate amount of external debl of DF
government was P.11,786 million which was equivalent to around 0.36 percent of
GDP. In a bid to round out the fiscal gap in 1998, the Congress of the Union
authorized DT, as per the Asticle No.2 of the Income Law for the Federation and the
Income Law for the District of Federal {DF), to exercise a net borrowing of P. 7.5
billion al maximum.”>  With this, the consolidated debt has since the end of 1997
grew by 1.97 percent reaching 1o a total figure of P.12,019.9 million, or would be 0.35
percent of GDP?. Of this, borrowings for DF administrative bodies and scmi-state
cntities account for 77.3 percent and the remaining 22.7 percent, respectively.
Difference in aggregate debt over the two period in time is made in line with the new
borrowing of P. 317 million and amortization of P. 83.8 million, with the nel
borrowing of P. 233.2 million.

3 peference: Instituto Nacional de Estadistica, Geografia, ¢ Informética (iN£G1), Report on the status
of public debt of the Federal District government is to be submiitted to the Congress of the Union three
times a year in compliance with what is set foith in anticle No. 73 scelions Vil and 122, Lelter C of the
second base, and Letier I of the Constitution of the United Mexican States; in article 67, section XV of
the Statute of the Govesnment of District of Federal; in article 23 of the General Law on Public Debls
of ithe DF Government. Also, SHCP has a judicial obligation to submit a report, inler alia, Informes
sobre o Siuadeion Feondmica, las Finanzas Piblicas y la Deuda Piblica, to Congress for review on
the evolution of the economy, public finance and public debts thal contains statistics regarding income
and expendilures 1aken place over the quarler within 45 days after the end of a quarter. Annual report of .
Embl ic account (Cuenta de la Hacienda Pablica Federal) is also due for review by Congress.

3 Assuming 5 pereent of GDP growth io 1998 in nominal terms.
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A.4.1.3 Debt Service Ratio

9

Financial healihiness of entities is a function of an expense accrued each year but also
the sharc of debt scrvices out of the funds generated in a year. Viewed in this light,
debt scrvice ratio (DSR) is highlighted as a proxy index to represent soundness in
financial management. Numerically defined, DSR is as follows.

(AnnualDebtService)

DSR = —— =
Revenue

(AmumlDeb{Service)
Chwn Revenue

With P. 2,609.4 million of debt service authorized by Congress for the year 1998,
DSR in terms of the whole revenue and own revenue worked out 6.7 percent and 12.2
percent, respectively, Of the authorized debt service, P. 1,907.9 million™, equivalent
to 73.1 percent of the aggregate, is set forth to mect interest payments in the year.

DSR, = where t denotes any year during the project period.

Over the first quarter period of time in 1998, the total debt service borac out by DF
government was P. 507.5 million, with amortization and intetest payment of P, 83.8
million and P. 423.7 miltion respectively. This accounts for 83.9 percent and 194
percent of the programmed amount for the first trimester and the authorized for the
year 1998.

Of the sources of funds for development projects as retained within DF, the largest
chunk emanates from the transportation sector, in connection mainly with the Line B
of Metro and auxiliaries, with 61.1 percent, followed by the hydraulic system, public
works and services, environmental improvemenl, cconomic development, and
technological upgrading of the Atlomey General’'s Office while each of which
accounting for 30.5 percent, 3.7 percent, 2.3 percent, 1.2 percenl, and 1.2 percent. As
regards the hydraulic system, the resources will be channeled, among others, for the
commencement of the Cicansing Program ior the Mexico Valley, zeplaccinent of
wells, paramelrical aquedici, the construction of collectors, deep drainage, and
hydraulic strengthening.

In the meantime, most of states had since the end of the 1980s expanded their current
and capital cxpenditures while enjoying access o domestic financing by the banking
system, thus leading to an increased fiscal deficits of P.3(,904 million in aggregale, or
about 1.7 percent of GDP in 1995, These deficits have been reflected in the growth
of outstanding debts, which has increased by about 84.7 percent in nominal terms
during the fiest half of the 90’s (1991-1995). While Statcs and municipalities do not
have the authority to issue sccurities in the domestic capital market, the (ederal
government is only the one being entitled to borrow abroad. State debt instruments
are generally issucd through national development banks. 7

Consclidated Balance of Public Debt as of March 31, 1998, and debt service as of 31
March 1998 are given in Table A-21 and Table A-22, herewith.

¥ Source: HACIENDA, Informies sobre la Situacion Economica, las Finanzas Publica y Deuda
Publica, Acciones y Resultados del Primer Trimesire de 1998, May 1998

* Source: Cuenta Publica del DF 1998

* Source: INEGY, Finanzas Publicas Estatales y Municipales de Mexico 1991-1995, 1997, p-29

37 Reference: Teresa Ter-Minassian (ed), Fiscal Federalisus in Theory and Practice, IMFE, 1997, p.591
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Table A-21: Consolidated Balance of Public Debt as of March 31, 1998

(P. miltion

CO&!CEPT Bgéaén;:g 9:?‘.' Positions | Amortization bor:?w:'i ng 3?;%?\639%18 |
TOTAL DEBT 11,786.7 317.0 838 233.2F 120199
| CENTRAL SECTOR 9,133.6 230.3 78.2 1524 9,285.7
BANOBRAS - Fronch protocol 407.9 209 -20.9 3870
BANOBRAS - BIRF 2824 — ME 86 ~ 86
BANOBRAS - 10B 1222 122.2
BANOBRAS - QECF 336.7 246 246 361.3
BANOBRAS - BCH — CAF 747.6 40] 440 703.6
BANOBRAS — LINE *B" 8027 4393 . 439.3
BANCOBRAS — Public invesimenis 73.0 730
BANOBRAS - UDI 8028 re-stiucluring 4700 470.0
BANOBRAS - UDI 8032 te-slruciuring 470.0 470.0
BANOBRAS - UDI 8030 re-slrucluring 3717 371.7
BANOBRAS - UDI 8031 re-struciuring 464.8 133 -13.3 451.5
BANOBRAS - UDI 8037 re-stiucluring 500.1 500.1
BANCQO BILBAQ VIZCAYA 530.0 530.0
BANCOMER - Public safety 606.4 606.4 |
IANCONEHATE. GIALS o2
ggl‘;r(;(;MER - Waler metering 4215 4215
BANCA PROMEX 249.0 2490
BANCA IXE 199.4 199.4
BANCOMER - Public investments 1,724.5 1,7245 i
BANOGRASLine Brovil& 3320 2057 205.7 537.7 &
BANOBRAS — Cieansing Program 1.0 1.0
NACIONAL FINANCIERA — Eximbank 320 32.0
NACIONAL FINANCIERA - BIRF 23.8 238
COORDINATED BODIES 2,653.1 8671 56 81 2,734.2
Public Transporlation System 1,885.2 50.7 56 45.1 1,930.2
Electric Transportalion Seivice 66.4 36.0 | 360 102.4
Tansgration Systers 7015 701.5

Source: Reporl of the Government of the Federal Districl.

Table A-22: Consolidated Public Debt Service as of March 31, 1998

(P. million)

Concept Authorized P"Og"i';mfd 0 | March so far
Central sector 1.883.0 487.3 459.3
Ampoirtization 393.0 90.0 78.2 €5
Interests, commissions and expenses 1,500.0 397.3 381.1 %
Bodies and enterprises L 716.4 116.9 48.2
Amortization 308.5 16.6 5.6
Interests, commissions and expenses 407.9 $100.3 42.6

TOTAL 2,605.4 604.2 507.5

Source: Report of the Government of the Federal DistricL.
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