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NATIONAL REPORT FOR MEXICO 

Mexico is currently undergoing a significant change in its political as well as in 
its economic situation which definitely will have a major impact in the future of the 
nation in the forecoming years. 

In his inaugural address on December 1, 1988, President Carlos Salinas de 
Gortari reiterated his commitment to turning Mexico into a modern state by 
strengthening democracy, securing economic recovery, and improving standards of 
living. In his first 9 months he has clearly shown signs of fulfilling his promises. 

Mexico's National Report is divided in the following four sections: 

1. Economic Situation 

2. Trends in Private Pension Plans 

3. Development in Insurance Practice 

4. The Actuarial Profession 

1 - ECONOMIC SITUATION 

From the beginning of his political campaign Carlos Salinas de Gortari showed 
a clear conviction that the nation should achieve a global modernization in order to 
retake the path for growth and world competitiveness. 

This transition implies basic structural changes in the nation, some of which 
have already been implemented giving optimistic results. Some of the changes that 
have taken place during the first nine months of his presidential period are: 

7 A more open economy integrated to the international markets 

7 A decrease in subsidies to government owned companies 

7 A greater participation in the industry by the private sector 

7 A relief on the external debt burden 

7 A reduction and control of inflation without recession. 

In the political scenery a change is also being felt in which basically two 
elements are of utmost importance: 

9 A greater and better application of the law by finally prosecuting corrupt 
political as well as business leaders, and 

¶ An increase in the citizenship consciousness of its political role tied to a 
more robust political opposition. 



INFLATION 

So far this year, the Salinas de Gortari government has been seeing even 
better results on the reduction and control of inflation through its Stabilization and 
Economic Growth Pact II (PECE) than it had originally estimated. 

The accumulated inflation for 1989 as of August 31 is 11.5 % and it is 
expected not to exceed 20 % by the end of the year. This would be the lowest 
annual inflation rate the nation would be having in the last 9 years. 

WAGES 
On January 1 there was an 8 percent rise in the minimum salaly which is 

currently $3.55 US dollars per day. However, the forecast for the average annual 
increase for 1989 is between 12-1 5%. 

On a compound basis, for the years 1981-1 988 the accumulated inflation 
has been 9656% vs. 4807% for the minimum salary increases. This clearly shows a 
critical salary-increase-lag versus the inflationary trend. 

Exhibit 1 

INFLATION RATES VS. MINIMUM SALARY INCREASES 
Percent 

Inflation Minimum salary increases 

As of August 31.1989 .. Estimated for year end 
Source: Banw de Mexico 



EXCHANGE RATE 

In order to achieve one of the most important PECE's goals which is to 
obtain a price stabilization some adjustments have been allowed for. An example of 
this adjustment is the daily devaluation of 1 peso to the dollar which has been taking 
place since January 1 and which has set the exchange rate at 2,581.20 for dollar as 
of September 18, 1989. 

Exhibit 2 

PESO VS. U.S. DOLLAR 
Exhibit 3 
MEXICAN PESO VS. 8 MAJOR CURRENCIES 
Exchange rates as of September 18,1989 
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POPULATION 

Mexico's current estimated population is 83 million people of which 63 % is 
under 25 years old, and 7.5 % is over 60 years. The population between 1982 
and 1988 had an approximate growth rate of 15 % which implies that one million 
jobs must be created annually from here to the year 2,000 in order to receive the 
incoming labor force. This means that the economy must grow at an annual 
average rate of 6 % for the next 10 years. 

The mortality rate is around 6.24 and life expectancy reaches 65 years. 

ExhibH 4 

1990 PROJECTED TOTAL POPULATION STRUCTURE 
Percent 

Source: InsUtuto Naclonal de Estadlstica. Geografla e lnformdtica 



A 1.5 % increase in real Gross Domestic Product (GDP) was at the 
beginning of the year the most optimistic scenario for 1989. However, a 2% 
increase now seems feasible in which case a better rate of growth should be 
expected for next year. 

The estimated GDP for 1989 is 198.9 billion dollars. For the 1988 official 
statistics the leading sectors in the economy were Commerce, Restaurants and 
Hotels, and the Manufacturing Industry totaling a 53% of GDP. Financial, 
Banking and lnsurance services were 7% of GDP. 

Exhibi 5 
GROSS DOMESTIC PRODUCT 
1988 

100 % = 176.7 billion dollars 
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Note: Total does not add up to 10Wo due to Imputed Banking Services which are - 1% 
Soune: Banco de MBxia 



2 -TRENDS IN PRIVATE PENSION PLANS 

The estimated total assets of the approximately 5,000 pension funds in 
Mexico is 1.5 billion U. S. dollars of which most of it is invested in Bonds and 
Treasury Bills. 

The majority of the retirement plans are under a defined benefit scheme, 
however a trend is being felt towards complementing them with defined 
contribution plans. 

Around 80% of these funds are expected to have a return 20-30% higher 
than this year's inflation rate. These high returns have made those companies 
having a surplus in their funds to think about the following key issues: 

n 

n 

n 
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Exhibit 7 

To increase the benefits of the plan in order to give a better 
replacement income to the employee instead of only giving what the 
law establishes which is around 40-50% of his last salary 

To optimize operating costs by adding to the Pension Plan other types 
of benefits 

To implement a long term investment strategy focusing more in stocks 
than in fixed interest rates instruments 

To analyze in greater detail the convenience of giving to the retiree 
periodic payments versus lump sums. 

PENSION ASSETS COMPOSITION 
1989 

100 % = U. S. $1.5 billion 

3 % Own company stocks 

60 % BOI 
Treasury 
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Source: Interviews 



3 -DEVELOPMENT IN INSURANCE PRACTICE 

1988 was definitely the worst year in history of Mexico's insurance 
industry: despite premiums increasing by 128 percent, industry losses are 
estimated at 155 million dollars. 

The industry had operated with technical losses for four of the five years 
previous to 1988; however due to the high interest rates that used to prevail at 
the time, the effect of the claims exceeding the premiums was diminished. 

Some of the most relevant issues happening that year were: 

7 The first time ever a Mexican insurance company (Panamerican de 
MBxico) declared bankruptcy 

7 3 to 25 percent 31 employees were laid off in several companies 

7 Three companies were required to increase their capital reserves 
because they had fallen too low 

7 The most affected sector was the automobile one which amounts 24% 
of total market. This was because of the high increase in cars and parts 
prices as well as in the theft rates. 

Exhibn 6 

NPES OF INSURANCE COVERAGE 
1988 

2496 Automobile 

24% Group Insurance 

- 
18% Fire 

Source: Asociadbn Mexicana de k Industria de Segums (AMIS) 



Due to this difficult situation, the industry is pushing for new government 
regulations which will hopefully enable a recovery. Among these regulations, the most 
important are: 

¶ Freeing premium rates from government control 

'I Making health, life, pension, and individual property insurance policies tax 
deductible 

7 Making auto-insurance covering civil responsibility mandatory 

7 Liberalizing regulation of insurance company investment, to eventually allow 
them to make loans 

1 Focusing government regulations on financial measurements to make sure 
companies remain solvent 

¶ Eliminate rules forcing public companies to buy insurance only from state - 
owned insurance companies 

4 -THE ACTUARIAL PROFESSION 

There are currently 7 universities in Mexico giving undergraduate courses in 
Actuarial Science which bestow the title of "Actuary". 

There are approximately around 1500 Actuaries who are mainly working in the 
Insurance industry and in Pension and Employee Benefits Consulting. However, the 
Actuary in Mexico has entered into other related areas such as Commercial and 
Investment Banking, Statistics, Operations Research and Strategic Planning. 

The official professional body is the "Colegio Nacional de Actuaries" (CONAC) 
which holds an annual conference in which several important topics of the profession 
are discussed. The CONAC also publishes a magazine which is the link of 
communication between its members and sponsors an annual Award for the best 
investigation works relative to any Actuarial field. 

The future the nation is now facing definetely is going to be a challenging one 
as we have seen that several important economic changes will be taking place. 

This transformation certainly will be impacting the professional role of the 
Actuary and therefore he will be having a greater social responsibility in the years to 
come. 


