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Foreword

The following study was commissioned by the International Labour Office as part of a set
of national privatization and training case studies in 1992. The purpose of these case studies
is to arrive at policy recommendations on how to formulate training policies and programmes
which can most effectively support privatization processes.

This report is organized into: a summary of the Mexican privatization programme and the
procedures used in carrying it out to help understand specific cases; two important
privatizations, analysed in depth — an aviation enterprise, Mexicana de Aviacion, and the
national telephone company, Telefonos de Mexico — with particular emphasis on how
training has been treated in their overall restructuring; a small section that makes some
comparisons among these two enterprises and four others; and some conclusions and
recommendations.

••



1. The Mexican privatization programme

1.1 Origins of public enterprises in Mexico

After the bloody revolution that occurred from 1910 into the twenties, Mexico pursued
a policy of selective public control of enterprises in strategic economic activities, such as
railroads, development banking, petroleum and electricity. Control was attained either by the
creation of new corporations, as in the case of development banking and electricity, or as

purchases or expropriations, as in railroads and petroleum. After World War II, although the

main thrust of economic policy was the development of a protected private industry oriented

towards the internal market, public ownership of other economic activities gradually

increased as a result of the following:

a) Strategic definitions that gave the state sole right to certain economic activities (uranium
mining, telecommunications).

b) Lack of interest or sufficient capital in some industries considered at that time to be very
important (steel, railroad cars).

c) As a result of the natural growth or expansion in vertical or horizontal integration of
former public enterprises (coal industry, petrochemicals, telephone directory publishing).

d) As a consequence of the failure of some private enterprises that frequently owed money
to development banks and to the state through these banks, the state decided to run them
instead of closing them (sugar, mines, textiles, etc.).

The process reached its maximum around 1982 when the government, with the peso
grossly overvalued, seized most Mexican banks and affiliate companies in an effort to
suppress demand for foreign currency.

During the next presidential period (1982-1988), the trend changed within a framework
of more market-oriented economic policies. First, a reasonable compensation was reached
with former bank owners. Most enterprises affiliated to banks, but not strictly related to
them, were sold off, to a large extent in exchange for the debt instruments that were used
for compensating former bank shareholders. These enterprises included insurance,
stockbrokers, bonding and bonded warehousing as well as large blocks of shares in industrial
enterprises. The initial steps for controlling the inordinate expansion of public enterprises
were also attempted, mostly dealing with the most desperate cases of economic infeasibility,
in many instances closing down the enterprises.

1.2 Main features of the privatization programme (1989-1994)

The current presidential administration has deepened the economic reforms set up in the
previous period towards market-oriented solutions. The main features of this programme have
been: more open foreign trade; elimination of subsidies; stricter fiscal discipline; and

privatization of public enterprises. The administration set up a specialized bureau (Unidad
de DesincoiporaciOn de Entidades Paraestatales, UDEP for short) under the aegis of the
Ministry of Finance to manage the privatization programme.

In October 1992, UDEP published an account of the accomplishments of the privatization

programme (UDEP, 1992) and much of the information in this section is taken from that
report.

•
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In December 1982, there were 1,155 public federal enterprises in Mexico and by October
1992, 961 had been privatized, liquidated or transferred to local government (Figure 1.1).
There were 57 enterprises in the process of privatization, whereas 221 remained public
enterprises.

UDEP had participated in the sale of 218 entities that included the following:

Table 1.1 Sales of public enterprises by UDEP

Type of enterprise Number

Majority-owned public enterprises 134

Minority-owned public enterprises 18

Sales of assets and industrial units 48

Banks 18

Total 218

Source: UDEP, 1992.

Some of these sales were to private groups or to "the social sector" that means groups of

workers, unions or cooperatives.

Figure 1.2 gives a glimpse of the pace of the privatization programme during the last two

regimes. Although the number of enterprises privatized was larger during the 1982-88 period,

those sold during the following period were far larger and more important.

The extent of the privatization programme, as first sketched, will be completed by the end

of 1993.

The characteristics of the privatized enterprises range far and wide. They include:

agribusiness, mining, metals, "refractories" ,1 pharmaceuticals, real estate, airlines,

shipbuilding, trucks, automotive parts, fish processing, movie theatres, hotels,

telecommunications, fertilizers and banking.

Probably just as important is the narrow focus of the remaining public enterprises that will

be kept in government hands by law: petroleum and a few petrochemical products,

electricity, railroads, airports, development banking, social services and research institutions.

Even within these activities there will be ways for private enterprises to participate in them.

For instance, the government will keep the distribution of electricity but private enterprises

will be able to generate and sell energy.

1.3 Method of privatization

In the preceding section the role of UDEP was sketched as the coordinating agency for

privatization. The general procedure (UDEP, 1992) was as follows:

These refer to the construction of refractory bricks and cements for kilns and furnaces.

••/



Figure 1.1 Disposal of public companies

Figure 1.2 Number of public companies
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1. Initial proposal by the Ministry in charge of the enterprise to be privatized to the
Financing and Budget Commission, a policy making panel composed of representatives
from several ministries.

2. The Commission decides if and how to dispose of the enterprise.

3. The Ministry of Finance (Secretarta de Hacienda y Credit° Pablico) ratifies the
decision to sell with the Presidency and proceeds to nominate a bank to undertake the
financial aspects of the transfer. The bank is chosen according to expertise and
workload.

4. UDEP and the bank design a selling proposal according to the specific conditions of
the enterprise to be sold. In all cases the procedure involves public announcements,
bases for proposals, a calendar, profiles, prospectus and deposit amounts.

5. The profile and the prospectus are both made by the agent bank and they differentiate
in the following: the profile is usually published in the press or can be obtained free
of charge. The prospectus includes more detailed data and usually requires the payment
of a deposit and the signing of a confidentiality agreement.

6. Based on all the information that it has received the bank makes a technical and
financial appraisal of the value of the enterprise. The methods used can be: assets
minus liabilities (accounting value), present value of future cash flows; liquidation
value; and market value. These evaluations are synthethized in a reference price for the
sale; however, the enterprise can be sold at a different — usually higher — price
depending on market conditions. Of all the public enterprises sold, 89 per cent were
sold at a price higher or equal to the reference price and only 11 per cent, mostly sugar
cane mills, were sold at a lower price due to uncertainties in those operations. Most
of these appraisals are made by local experts, but in some special cases foreign experts
and banks have been summoned to collaborate in the process.

7. According to the stipulated calendar, the bank receives the buying offers in sealed
envelopes and proceeds to open them in the presence of a public notary and an
overseeing committee. Afterwards the bank homogenizes the proposals to make them
comparable. Consideration is given to price, payment schedule, future projects with
respect to the enterprise in terms of personnel and future investments. But in the end,
price is a major factor.

The bank makes a recommendation to UDEP and, in the case that the highest bidder
does not reach the reference price, the sale is brought to the attention of the Financing
and Budgeting Commission, which has the last word on whether to accept or reject the
proposal. If it is rejected, the bidding process is repeated again.

8. When the sale is approved by the Commission, the Ministry of Finance authorizes and
notifies the winner.

9. A contract of sale is made to formalize the operation. A buying audit is usually made
and the discrepancies detected are submitted to the Ministry of Finance for a
reimbursement.
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10. When the payment terms are fulfilled, the enterprise is considered unincorporated.

11. The bank still has to fill a "white book" with all the documentation pertaining to the

sale that is sent by UDEP to the fiscal agencies in the executive and legislative

branches of the federal government.

2. Mexicana de Aviacion

2.1 Profile of the enterprise

This airline was founded in 1921 as a private enterprise and grew to be the largest

Mexican airline. At one time it was owned by Pan Am. When the American company ran

into trouble it sold its shares to a group of Mexican investors. One of them, in one of his

dealings, gave his shares as collateral to the industrial development bank Nacional

Financiera, owned by the government. At some point in time, Nacional Knanciera came in

control of the shares and, with a small block of stock that it previously owned, became the

majority shareholder of the company in 1982. This development bank already owned the

other significant Mexican airline, Aeromexico. At first it appeared that the government might

have merged the two, the government removed the president of the company that had run it

for several years and named the CEO of Aerome7dco president of Mexicana. This situation

only lasted for some months. That same year, there was a change of Mexican president and

the new president reinstated the entire administration that ran Mexicana when it was private.

This seasoned team ran Mexicana till 1989, when it was privatized again. Aeromexico was

kept as a separate entity that competed with Mexicana on some routes. When Mexicana was

privatized a new top management team was put in place. •

The government decided to privatize Mexicana because, although the enterprise did not

receive direct subsidies, its fleet was becoming obsolete. The investment required to

modernize it could not be financed given the enterprise's capital structure, and capitalization

by the government would have had to be diverted from other more socially desirable

allocations.

Around the same time, the government decided to dispose of Aeromexico as well. It

required even more substantial infusions of capital, had a great deal of redundant personnel

and a very uncompetitive cost structure. Under those circumstances the government decided

to let the enterprise go broke, operated the lines and the equipment of the company under

receivership and later on sold the assets to a group of private investors that hired only the

required personnel under a new labour agreement.

2.2 Mexicana's privatization process

The privatization scheme was a complicated one, given the leveraged financial condition

of Mexicana. The following steps were taken:

1. The government created a new holding company that controlled 49.9 per cent of its

shares.

2. The holding company declared a new issue of shares and through its bank invited new

shareholders who had to make the deposit mentioned earlier to obtain a detailed

prospectus. The prospective new shareholders had to bid for all or part of the new share

issue with a specified minimum of US$70 million for 25 per cent of the resulting holding
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company. The former minority shareholders of Mexicana were invited to trade their shares
for new shares in the holding company and the government traded the rest of its shares
in the operating company for shares in the holding. The bidders also had to present a plan
for the future operation of the. airline.

-3. The bank received seven bids for the company and after analysing the proposals decided
in favour of the Falcon group, that submitted the highest bid. This group acquired control
of the holding company by paying US$140 million for a 25 per cent controlling block of
shares of the holding company; the government remained with 40 per cent of the shares
and minority shareholders were diluted to 35 per cent. The government also made a

commitment to put enough of its shares in a trust to guarantee 50.1 per cent of the voting

shares in control of Falcon and gave them a warrant to buy those shares over a period of

three years at a 35 per cent premium over book value. The bid also included an

investment plan for US$3,000 million over the next ten years.

4. The winning bidder, the Falcon group, was composed of 51 per cent of individual

Mexican investors and enterprises and 49 per cent of foreign investors headed by The

Chase Manhattan Bank. The controlling block was held by the Brenner brothers,

prominent Mexican personalities. Although the group included some financial

heavyweights, very few of them had previous experience in running an airline.

In brief, the government released control of Mexicana on the basis of a commitment by

an important group of investors to capitalize the airline and make the necessary investments

to keep it competitive. The government received almost no money for the deal but kept 40

per cent of a more financially sound enterprise. Even more important, it was relieved of

making further investments.

2.3 New government air transportation policy

The policy framework in which Mexicana had to operate was one of deregulation. The

price of turbosine, that another government enterprise PEMEX sold to Mexican airlines, was

30 per cent below international prices for a long time. By the end of 1988 this subsidy had

been almost eliminated by raising internal prices and a fall in international prices for

turbosine. •

Other indirect subsides were given to Mexicana by Aeropuertos y Servicios Auxiliares

(ASA), the airport monopoly authority. The tariff ASA charged for its services was raised

to international levels in 1990.

One important aspect of the business was kept regulated until 1991. The tariffs and prices

that Mexicana charged for its services were regulated by the Ministry of Communications

and Transport. From July 1991 on, there was no regulation in routes where there was a

competitor, only on those routes that were served by one airline would the Ministry approve

a maximum price for the service. At the same time the Ministry abolished exclusive rights

on some routes.

One last change in regulation that affected Mexicana considerably is that prior to 1989

most of its employees received their salaries in two parts, 50 per cent as a taxed salary and

50 per cent as a tax free benefit package. The fiscal reform of 1989 reduced the amount that
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could be paid tax free considerably. The new enterprise had to adjust the taxable salary
substantially to compensate for this effect.

2.4 Personnel

During most of its life, Mexicana personnel belonged to one of three unions: the pilots
union, the steward's union or the land personnel union. The administrative staff was not
unionized. The personnel prior to privatization was 13,500. Privatization implied a sudden
reduction of about 1,000 people and phased attrition of another 1,000. Most of the reductions
fell on the stewards, the land and administrative personnel. The pilots were barely touched
at all. According to Mexican law, dismissed personnel receive an indemnity that ranges from
four months to two years of salary, according to seniority. This relatively generous
compensation inclined several employees to actively promote their dismissal. After this first
step of adjustment the company has gradually increased its productivity by negotiating
changes in work rules with all its unions. The increase in productivity and the turbulent state
of the airline's business worldwide has relentlessly pushed the number of employees
downward to 7500 programmed for 1993. Table 2.1 below, shows the trend in the number
of employees.

Table 2.1 Changes in staffing in Mexicana

1987 1988 1989 1990 1991

Employees 14 052 13 027 13 003 11 796 11 165

% change prior year 2% -7.3% -0.2% -9.3% -5.4%

Source: Herrera, 1992.

2.5 Mexicana's efficiency

The following table (2.2) summarizes the operational indicators for Mexicana during the
transition period:

Table 2.2 Operational indicators of productivity

1987 1988 1989 1990

Passengers (000s) 7 857 8 439 8 338 8 821

Passengers-km (000s) 10 004 11 259 11 006 11 906

% change 12.5 -2.2 8.2 -

Occupation factor (%) 62.0 69.3 67.0 68.0

km flown (millions) 93 86 92 100

Seat-km (millions) 16 146 15 927 16 350 17 497

Seat-km per employee (000s) 1 157 1 249 1 257 1 567

Passenger-km per employee 717 847 933 1 009

Source: Secretarfa de Comunicaciones y Transportes.

It should be noted that the number of passengers grew almost 8 per cent from 1989 to
1990. The occupation ratio was similar to that in Aeromexico in those years. The number
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of seat-km per employee and passenger-km per employee grew during 1990 as a consequence
of the reduction in personnel and the greater number of planes.

Relative to other airlines Mexicana had a lower real resource productivity, but lower
operating costs as is shown in table 2.3

Table 2.3 Productivity indicators by employee in 1990

Company Employees
per plane

Passenger-km per
employee (US$)

Operating cost per Seat-km per
employee (US$) employee

MEXICANA 236 1 009 79.5 0.0012

Aeromexico 142 1 228 104.0 0.0016

Alaska 87 1 232 n.d. 0.0023

American 155 1 440 127.3 0.0019

Continental 175 1 879 162.0 0.0025

Delta 146 1 464 139.0 0.0024

Northwest 115 2 316 207.0 0.0023

United 152 1 741 153.0 0.0016

Source: ICAO: World Civil Aviation Statistics, 1990.

The full impact of deregulation that affected Mexicana during its privatization is seen in
table 2.4 which analyses expenses in 1989 and 1990. Fuel and airport charges, an indirect
effect of privatization, were the items that increased uncontrollably.

Table 2.4 Mexicana's expenses (US$ millions)
Expense item 1989 1990 • 1989-90

Amount % of total Amount % of total % increase

Tickets/reservations/sales 150.1 20.3 163.8 18.3 9.1

Fuel 119.4 16.1 199.4 22.3 67.0

Maintenance 117.5 15.9 132.9 14.9 13.1

Airport charges 107.1 14.5, 158.2 17.7 42.7

Airplane staff 43.4 5.9. 50.9 5.7 17.3

Total 537.5 72.7 705.1 78.9 31.2

Source: Herrera, 1992.

These increases in total costs were not matched by increases in revenues, due to internal
tariff regulation and the airline traffic crisis induced by the Persian Gulf War. Table 2.5
shows the financial results for the airline during its last year as a public enterprise, 1988, and
the following three.
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Table 2.5 Mexicana's financial statements (billions of pesos)

1988 1989 1990 1991

INCOME

Sales • 2648.0 2444.1 2525.2 2331.3

Operating expenses 2 391.9 2408.5 2 714.0 2 436.7

Operational income 256.1 35.6 (188.8) (105.4)

-Financial and misc. expenses (363.5) 27.5 100.3 . (14.2)

Tax and employee profit sharing 126.8 29.6 8.2 4.7

Net income (loss) 493.2 36.3 (112.1) (103.4)

BALANCE ,
Circulating assets 428.7 354.7 398.5 449.2

Fixed assets 2 570.3 2 211.0 1 886.1 1 860.3

Total assets 2 999.0 2 565.7 2 284.6 2 308.3

Short-term liabilities

Long-term liabilities

Total liabilities

904.0

• 664.7

1 568.7

856.1

287.1

1 143.2 •

1 042.4 930.7

188.9 409.6

1 231.3 1 300.3

Shareholder's 1 430.4 1 422.6 1 053.3 1 001.0

Total liabilities plus shareholder's 2 999.0 2 565.7 2 284.6 2 308.3

Source: Herrera, 1992.

The financial results have been a disappointment for the new shareholders and for the
Mexican stock market which has clubbered Mexicana's stock to half its book value.

2.6 Training in Mexicana

The airline business requires very specific skills that have to be pursued regardless of who
owns it. Mexicana is no exception and throughout its life has developed specific training
activities for its personnel. The airline business has become an international endeavour and
several international organizations, like the International Civil Aeronautical Organization
(ICAO), the International Air Transport Association (IATA), the Asociacion Internacional
de transporte Aereo Latino-americano (AITAL) and the corresponding regulating agencies
of the countries an airline flies in, set up standards and norms that an airline has to comply
with. Each functional area had its own training courses.

The Operations Division has a training centre in charge of training pilots and stewards.
Pilots require continuous recycling by the company in order to pass the rigorous periodical
exams that are required to renew their flying licenses by the Direccian General de
Aeronautica Civil (DGAC), the Mexican supervisory agency, equivalent of the FAA in the
USA. Within these training programmes, Mexicana has had to make substantial investments,
like the purchase of simulators for the DC 10 and for the Boeing 727, which comprised most
of its fleet when it was a public enterprise. Now that it is acquiring Airbus 320s it is getting
another simulator for that type of plane.

The new administration was also eager to raise the pilots' awareness of fuel efficiency and
required that this form part of their training.
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Stewards are also licensed by DGAC and they receive intensive training before getting the
job.

The Maintenance Division has another centre to train its technicians and balance operators
are also certified by the DGAC and have to be proficient in some specific skills. A telling
piece of data of the kind of capability that an airline of Mexicana's size has to develop is that
for the new fleet it is acquiring, comprising .A 320s and Fokker 100s, Mexicana is sending
instructors who will be responsible for training the rest of the specialized personnel to
Toulouse and Amsterdam.

The Cargo Division introduced a new computerized system for tracking packages two
years ago and set up a training course for all its personnel to get acquainted with the new
system.

The Commercial Division had its own training centre for sales clerks, land personnel and
even travel agents. The centre is also responsible for diffusion and updating within the
company of all the regulations that the company must comply with in commercial issues.
This centre dates back to 1950 although in 1990 it was given a new status within the
division. The division specifies that all its personnel has to take at least two training courses
a year. These are taught in one of the three training facilities that the Division runs in
Mexico City, Guadalajara and Los Angeles. The courses range in length from a one-day
refresher to a twenty days' immersion course for new recruits. The training programme is
thoroughly documented and planned. A summary of the plan for 1993 is offered as an
example in table 2.6.

It can be seen that 36 per cent of the training is offered to people outside the company,
namely travel agents. It should be noted that the courses are targeted towards entry level
personnel, secretaries, sales clerks, supervisors and managers. The centre also publishes
quick reference guides for the operation of the company's systems. It is staffed by 28 people
and the instructors have been recruited from the operational ranks of the Division and given
pedagogical training.

One area where the company lagged behind when it was government-owned was
computers. The scarcity of foreign currency in Mexico during the 1982-88 period inclined
the government to impose heavy regulations on all its enterprises in the acquisition of
imported equipment, especially computers. The experienced management and staff that ran
Mexicana at that time decided they would rather do without many of the proposed
microcomputers than go through the hassle of getting their petitions approved by the Finance
Ministry. When the enterprise was privatized, new emphasis was placed on automation and
consequently, in some cases, the object of specific training programmes to automate
administrative and operational controls. The training centre in the Commercial Division has
been responsible for training in a system called Centaur°, introduced in 1991, that controls
reservations, tickets, boarding passes, luggage and frequent travellers in one network. For
this purpose the centre has a "virtual" system that emulates the real one on remote terminals.
The system has been growing in modules and is scheduled to acquire new functions in the
future.
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Table 2.6 Training programme for the commercial division, 1993.
Sub-programme Courses Times Target Hours of

taught offered participants training

Commercial and administration 3 60 883 1 036

Traffic and sales 9 104 873 3 120

Airport operations 2 30 362 774

Travel agencies 4 89 1 443 2 670

Total 18 273 2 561 7 600
Note: The courses taught in Los Angeles are not included here.

Source: Direccion Comercial, Gerencia de Capacitacion y Difusion Normativa: Mexicana de Aviacion. Programa de capacitaciOn,
Jan. 1993.

Within the Administration Division, an Organizational Development Group was created
in 1991 to coordinate the training courses that encompassed the whole company and were not
related to specific divisional activities. The content of these courses was of general
administrative skills (efficient use of time, basic administration, transactional analysis),
personal improvement and training of instructors. A basic platform course was developed in
20 hours of training to give employees a basis for further administrative training. This
specific course was taught to over 2,000 employees in a period of year and a half. This
centre has a staff of 20 employees and utilizes some outside help for certain courses, such
as that leading to like a Diploma in Airline Administration which it is coordinating with a
private Mexican university, Universidad LaSalle.

Privatization and the subsequent changes in policy and management first raised
unwarranted expectations about salary increases that could not be fulfilled. In a second
round, induced concern about job security and uncertainty about specific responsibilities in
the end affected employees' morale. As a consequence, service to customers declined,
adversely affecting the image of the company. To cope with this problem the company
introduced a motivational training course in 1992 called "Mexicana, nuestro orgullo", that
roughly translates as "Mexicana, our pride", which eased some of the fears and clarified
policies. With the benefit of hindsight, this campaign should have been introduced earlier on
to maintain higher morale. The course lasted 16 hours and was taken by almost 60 per cent
of the staff at all levels and all divisions throughout the network of offices of Mexicana
within the country and abroad. It was developed and taught by an outside consultant and
administered by the Organizational Development Group.

3. Telefonos de Mexico
3.1 Profile of the enterprise

Telefonos de Mexico (Telmex) was founded in 1947 as a private enterprise that acquired
the assets and concessions of an Ericsson affiliate. In 1950 it merged with its main
competitor, Compalifa Telefonica y Telegrafica Mexicana, an ITT subsidiary. This merger
gave Telmex 95 per cent of the Mexican telephone market. Telmex stock was traded in the
Mexican stock market and the enterprise gave priority in new lines to customers who
purchased a certain amount of the company's stock and debt. At the same time the
government created a telephone tax that supported the growth of the telecommunications
infrastructure. In 1958 a group of private Mexican investors acquired majority control of
Telmex. government investment in the company began in 1963 as a capitalization of the
telephone tax credit for 12.4 per cent of Telmex preferential stock. By 1972 further
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capitalization of the tax credit had raised government participation to 49 per cent of stock
ownership and the private Mexican group that exerted control over the company had been
diluted to 24 per cent. Furthermore, the telephone concession was up for renewal in 1976,
so the private group decided to negotiate with the government for majority ownership. The
government traded its preferential shares for special common shares and increased its
investment in the company to 51 per cent of stock ownership. Up to 30 per cent of the shares
were dispersed through the Mexican stock market where Telmex shares were much traded
and in demand with a dividend yield of more than 10 per cent per year up to 1974. By 1978
Telmex bought two other regional telephone companies and merged its operations, becoming
the sole telephone company in Mexico.

3.2 Telmex privatization

In 1989, when the government announced its decision to privatize Telmex, it held 56 per
cent of the shares and the balance was held by telephone users, mutual funds and stock
brokers. As a preparatory measure, Telmex issued 1.5 new type L shares with a limited vote
for every fully voting share, and the government switched part of its ownership to these new
shares. Figure 3.1 shows the proportions of fully voting shares and limited voting shares that
the government held by mid-1990.

Figure 3.1 Share structure before privatization
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The objectives of the privatization were clearly stated as follows:

a) Guarantee government control over telecommunications policy.
b) Improve telephone service radically.
c) Expand the service at a high and sustainable rate.
d) Strengthen the technological level of the service.
e) Guarantee workers' rights and give them a share of the enterprise.
f) Maintain control by a private Mexican group,

The government made a public bid for the selection of a banking agent in charge of the
privatization and chose Banco Internacional, a public Mexican bank. One of the reasons for
the sale was that the five year investment plan for Telmex required US$10 billion that the
government could not disburse without sacrificing other more basic social services.
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The government's intentions posed one problem: the enterprise's market valuation by the

Mexican stock market exceeded US$6 billion by June 1990, and there would be very few

Mexican groups with enough resources to purchase the company. Hence a leveraged financial

plan was proposed by the banking agent.

1. Although it only represented 20.4 per cent of the total shares, the government would sell

to the highest bidder 51 per cent of the fully voting shares it owned to a consortium

controlled by Mexicans, but that could include foreign investors through a trust fund. The

government encouraged foreign telephone companies and telephone equipment

manufacturers to associate with Mexican groups and provide the technical know how

necessary for Telmex's growth objectives. Hence a Mexican group could control the

enterprise with a minimum of 10.4 per cent of the shares.

2. The government also was willing to give the winning group a purchase option for 5.1 per

cent of additional limited vote shares (L shares) at a fixed price plus additional interest

according to the date the option was exercised.

3. Later on, there would be a secondary offer for another 15 to 18 per cent of the company

in L shares.

4. The government would keep another 9.5 per cent of Telmex for a further sale.

At the end of 1990 the bid was held and only three consortiums presented firm bids. The

winning group was headed by Grupo Carso, a Mexican conglomerate with interests in

tobacco, mines, insurance, commerce, metal processing and stock trading. It was associated

with France Telecom and Southwestern Bell as foreign partners. The winning consortium had

to hold together and vote in block till 1995.

Through a development bank, the government lent the workers' union US$325 million

long term so that they could buy 4.4 per cent of Telmex and put it in a trust fund. These

shares were prorated between active workers (3 per cent) and retired workers (1.4 per cent).

The enterprise created another similar trust fund for non-union personnel with an option to

acquire 150 million shares (around 1 per cent) of the company.

The public offering mentioned in item 3 above was completed in the Mexican and

international financial markets by the middle of May 1991, with considerable success. Most

of the offer was placed in foreign markets including Belgium, Canada, France, Japan,

Switzerland, United Kingdom and USA.

3.3 Efficiency and productivity

When Telmex became a public enterprise in 1972 the new board of directors clearly stated

that profitability was not the foremost objective. Nevertheless, the company remained

reasonably profitable overall. In table 3.1 there are summary financial coefficients that show

Telmex's financial condition.
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Table 3.1 Telmex's profitability ratios

Net profit/

Shareholder's net Total assets Operating revenues

1985 4.1 2.0 8.4

1986 5.9 2.8 13.5

1987 6.7 2.8 14.4

1988 20.1 11.1 42.2

1989 11.7 6.9 23.3

1990 20.3 11.6 29.2

Source: Corona, 1992.

Two important considerations on the prices that the company charged are in order.
Different telephone services were priced so that some were heavily subsidized (toll phones,
local long distance) and some were extremely expensive (installation charges, international
long distance). Furthermore, they were taxed at widely diverging rates. For instance,
international long distance calls were taxed at a 22 per cent rate and local commercial service
carried a 72 per cent tax. All these taxes were the base of calculation for the value added tax.
These distortions affected decision maldng within the company, giving priority to those
services which were more profitable for the company regardless of their real social cost. The
government received important income from Telmex through the service tax, the value added
tax, income tax and its share of profits, making up close to 1 per cent of total government
revenue.

Efficiency and productivity did not increase at the pace that new technologies permitted
in other telephone companies; inadequate labour relations increased the size of the labour
force by an average of 6.2 per cent per year and labour rules concessions surpassed those
of any private enterprise in Mexico. Dismissal of an undesirable worker was particularly
difficult. An international comparison of productivity per worker is shown in table 3.2.

Table 3.2 Telephone productivity: International comparison, 1988

Company Number of Workers/ Revenue/line Revenue/worker
workers 1,000 lines (US$) (000s US$)

Bell Canada 1 400 n.d. 608.0 n.d.

Northern Telecom 48 800 n.d. n.d. n.d.

Nynex 97 400 5.18 849.7 130.0

Southwestern Bell 64 000 4.84 748.0 130.2

Telef6nica Espailola 66 100 6.02 744.4 123.6

TELMEX 49 200 10.46 383.2 31.6

U.S. West 69 800 n.d. 733.2 132.2

Source: Corona, 1992.

The revenue indicators reflect some subsidies in local services, but Telmex's international
long distance rates were amongst the highest in the world and were the main source of profits
for the enterprise. Nevertheless it can be seen in the table above that Telmex lagged behind
international companies of comparable size.
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In terms of effectiveness, although the number of telephones and lines per 100 habitants
grew throughout the 1980s, it still compared unfavourably with other countries, as is shown
in table 3.3.

Table 3.3 International telephone comparison, 1988
Country Lines per 100

inhabitants
GNP per capita

Argentina 9.9 2 640

Brazil 5.8 2 280

Chile 4.9 1 510

Colombia 6.8 1 240

Costa Rica 9.0 1 760

Spain 28.1 7 740

USA 52.7 19 780

France 45.6 16 080

Japan 41.7 21 040

Morocco 1.2 750

Mexico 5.6 1 820

Poland 7.8 1 850

Portugal 17.8 3 670

Uruguay 11.3 2 470

Venezuela 7.8 3 170
Source: Corona (1992), based on Siemens AG Int. Telecom Stat. and International Bank for Reconstruction and Development.

3.4 Personnel

Telmex is one of the biggest employers in Mexico. Most workers (82 per cent) belong to
a single union, Sindicato de Telefonistas de la Republica Mexicana (STRM); 18 per cent are
non-unionized employees and executives. During privatization the union and employees did
not oppose the process itself, since the company discarded the possibility of big attritions in
the labour force. Furthermore, the union was taken into account as a partner of the acquiring
group, as was mentioned earlier. However, an important step prior to privatization was the
renegotiation of 57 sectoral labour agreements that the company had to set up with the union.
It was replaced by one single contract which reduced the worker categories from 1,000 to
140, specified broader scope for each job description, and gave the administration more
leeway for reassigning personnel among sections and departments. Table 3.4 gives a
breakdown of the assignment of workers to different functions. During 1990 and as a part
of the agreement mentioned above, the working areas or functions were changed to five.

Table 3.4 Number of employees in each function

Function 1984 1985 • 1986 1987 1988 1989

Traffic 11 288 12 008 12 444 12 693 " 13 421 13 019

Commercial 2 365 2 716 3 322 3 805 4 343 4 473

Maintenance 12 868 14 417 15 748 17 744 20 494 19 817

Client serv. 1 143 907 1 078 1 216 1 329 —

Administration 2 894 3 049 3 252 3 688 4 170 7 699

Projects 4 139 4 390 4 818 5 548 6 238 —

Engineering and
construction — — — — — 4 195

TOTAL 34 689 37 487 40 662 44 700 49 995 49 203
Source: Corona, 1992.
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Although a similar breakdown could not be obtained for more recent dates, table 3.5
shows the Telmex personnel during the first two years after privatization. As can be seen,
personnel reductions have been insignificant compared to the number of workers.

Table 3.5 Number of employees since privatization

Type of personnel Dec. 1990 Dec. 1992 Difference

Absolute %

Unionized 42 102 41 725 (377) 0.89 .

Non-union 7 810 7 212 (598) 7.65

Total personnel 49 912 48 937 (975) 1.95

Source: Telmex, 1993.

3.5 Training in Telmex

Training has been a regular activity at Telmex for a long time. For instance, training
courses are compulsory prior to taldng up a lot of jobs in the enterprise. These courses take
from two to six months according to the specialty. Most promotions require proficiency
exams that are regulated by the union contract. Before privatization there was a staff division
for training that coordinated all training efforts in the different operational areas.

The technological developments in telecommunications during the last twenty years
squarely challenged Telmex's ability to keep pace with the industry. Digital switchboards and
optical fibre were rapidly becoming the standard and Telmex management made ambitious
plans for using them extensively. But the pace was the issue. Its privatization was justified
so as to accelerate the company's growth and its technological advancement. These objectives
were very clearly stated by the government and committed the new private administration
into achieving them or otherwise incur in higher taxes. Henceforth the privatized company
has proposed a very important investment plan, in the neighbourhood of US$10,000 million
for the next seven years.

This intense investment programme required a concomitant training programme that
covered technological advance and other training needs that arose from the organizational and
administrative changes.

The new management teams' answer was the creation, in 1991, of the Institut°
Tecnologico de Telefonos de Mexico (Inttelmex), a separate subsidiary of Telmex responsible
for training. Most of the training activities that were dispersed throughout the enterprise were
concentrated there. Table 3.6 gives an overview of Inttelmex's first year of activities versus

the previous two years.

Table 3.6 Training statistics in Telmex
1990 1991 1992% change 1992/1990

Campuses 9 9 13 44.4

Classrooms in campus 116 116 174 50.0

Classrooms in Telmex 67 107 119 77.6

Switchboard simulators (CBT) 8 9 13 62.5

Courses offered 4 647 4 829 10 266 120.9

Trainees 46 280 46 074 96 546 108.6

Average trainees per course 9.9 9.5 9.4 —

Source: Inttelmex, 1993.,
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Inttelmex has three academic divisions: Engineering, Information Systems and Business

Administration. It offers training courses that range from one day to 50 days of full time

participation. For example, the Engineering Division offers more than 150 different technical

courses several times a year in different locations. In 1992 all divisions began offering some

graduate level diplomas for the college graduates that work in the company.

Another innovation that Inttelmex has introduced has been the way training courses are
designed. Previously training needs were obtained from surveys of supervisory personnel.
Inttelmex introduced a methodology based on task analysis and job descriptions for diagnosis
of training needs. An educational planning department is helping each academic division in

redesigning its courses. Another important contribution for planning training throughout

Telmex was a human resources census that was completed in 1992.

The organizational changes in Telmex have gradually reduced some job specializations.

Three have already disappeared: janitors, telephone repair shop operators and commuters.

The personnel in these departments have been retrained and reassigned to other departments.
But probably the biggest redeployment of personnel is going to take place in the next three
years. Nearly 5,000 switchboard operators out of 10,000 are going to be replaced by the new

digital switchboards. The company has made a commitment to these workers and the union
to retrain them and keep them. Inttelmex has designed a specific training programme for
these workers, who are mostly women. This programme has two stages. The first part
combines some specific skill training that is needed throughout the company, like
microcomputers (24 hrs) and word processing (40 hrs), with some attitudinal workshops that
facilitate change (32 hrs). In a second stage, these displaced workers will be given
Inttelmex's menu of training courses so that they can choose to specialize in maintenance,
commercial or secretarial activities.

A lot of the initial technical training in new equipment is usually provided by the supplier
as part of the purchase price or in a separate contract. Inttelmex's relatively higher status in
the new organization has given them more clout with the purchasing division so that those
provisos are adequately negotiated for Telmex. Telmex's new international technological
partners, France Telecom and Southwestern Bell have also contributed to Inttelmex's
activities. Both have contributed with methodologies for designing training activities that have
been incorporated into Inttelmex's. France Telecom has helped in designing all the new
training courses for transmission equipment through optical fibre. Southwestern Bell has
contributed in designing new courses for some of the new digital switchboards.

Most of the courses mentioned above are taken during working hours on time paid by the
enterprise. Each department head makes a training programme for employees and, as can be
seen in the statistics in table 3.6, employees take two courses a year on average. Inttelmex

also offers "free courses" off working hours for employees who are interested, regardless of

their assignments.

Although Inttelmex is designed as a captive audience institute for Telmex's employees
(they include construction subsidiaries), it exceptionally helps train personnel from outside
contractors. Furthermore, it is planning some training activities for the second part of 1993
for customers of a specialized digital network purchased by heavy telecommunications users
(banks, airlines, stock brokers, etc.).
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A company as big as Telmex can recruit new employees from very different sources and
with different educational backgrounds. For recruits with some basic telecommunications
knowledge, Telmex has relied on the technical vocational schools financed by the federal
government and for college graduates in technical positions on the Institut° Politecnico
Nacional for Mexico City and the Institutos TecnolOgicos Regionales for the provinces.
Although the intensity of Telmex's training activities bears witness to some deficiencies, the
fact is that overall their training is considered adequate.

4. Comparative analysis
The Mexican government developed a strategy by trial and error, over the years, for

privatization that was very flexible and adaptable toward the specific circumstances of each
enterprise and industry. It took into account their market conditions, their regulatory
environment, their technological status, the dynamic requirements for their services and
products, their financial condition and their labour force. In each case an ad hoc route and
package was designed for their privatization. This very particular design is amply illustrated
by the way they dealt with the required adjustments in the labour conditions of the cases
analyzed by a team of researchers that considered six privatized companies (Sanchez, 1992).
These researchers focused on financial and business strategy. The following comments on
labour and training policy are based on their observations.

As can be seen from the examples given below, the Mexican government, on a case by
case basis, decided how important labour force adjustments had to be to reach successful
privatization. Not only was the size of the reduction relevant; in the two more drastic cases
trade union labour rules were a major obstacle for productivity improvements and the usual
collective bargaining process was not responsive enough for the changes that were perceived
as necessary by government officials. In those cases the whole labour relations framework
was changed. In Cananea's case it involved drastic reduction in work categories (from 400
to only 6), continuous work shifts for all production areas, reduction of paid leave and
promotions based on merits, not on seniority. Also, the bankruptcy procedure was a
necessary step for ending the company's responsibility as a provider of basic urban services
to the city of Cananea. The annual cost of those services had piled up to five times the
company's net income.

In the case of Aeromexico, the working conditions changed were shift length, paid leave,
free tickets for relatives, and simplification of job categories with the consequent job
enlargement of the remaining categories.

The reaction of both the selling part (the government) and the buying part (private
investors) to training needs arose from the general business strategy sketched and the
consequent personnel considerations that were discussed above.
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REASONS FOR THAT APPROACH

No substantial attrition of
the labour force

Subtotal

Tereftalatos Mexicanos
(Chemical ind.)

Telefonos de Mexico

2 cases

Reasonable productivity

Very high unfulfilled demand for its
services. Low productivity could be
improved through new technologies and
redeployment of the labour force

Moderate reductions in
the labour force

Subtotal

Mexicana de Aviacion Operational costs comparable or better
than major competitors although labour
productivity lagged behind them

Sugar mills (52 mills) Although the government did not adjust
the labour force prior to privatization, it
did deduct a provision from selling for
the cost involved

2 cases

Liquidation of the total labour force
prior to privatization with selective
rehiring under new conditions

' Subtotal

Campania Mexicana de
Cananea (copper mining)

Aeromexico (airline)

2 cases

Two failed attempts at privatizing the
company without making the necessary
adjustments in labour relations forced
the company into bankruptcy

Low labour productivity and dire
financial condition led to bankruptcy

Total cases analysed 6 cases

Source: Sinchez, 1992.

TRAINING POLICIES ENTERPRISE COMMENTS

Slight adjustment of training
policies

Tereftalatos Mexicanos

Mexicana de Aviacion

Aeromexico

Technology would remain basically
the same and productivity was
adequate

Training was driven by regulatory
and competitive conditions and only
some motivational and economical
training was deemed necessary

Same as above

Introduction of a new
productivity culture

Sugar mills Low productivity and degraded
labour relations led to frictions and
low morale that have interfered
with training efforts. Communities
highly dependent on a single
industry aggravated adjustments

Campania Minera de Cananea Although the industry is different,
the conditions are very similar to
the sugar mills

Important redeployment of the Telefonos de Mexico
labour force within the company
to accommodate fewer workers in
some departments and growing
staff in other arms

Substantial intensification of
investment and introduction of new
technology was supported by the
company's large training experience
and a higher profile of training in
the corporate hierarchy
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5. Conclusions and recommendations

5.1 Mexicana's case

1. In Mexicana's case very little provision was made in the sales contract for training of
retained personnel. The adjustment in staff was made gradually and with personnel that
had marketable skills: trained mechanics, sales agents, accountants; hence, there was no
specific action to retrain them.

2. Most of the training needs arising in Mexicana were imposed by the inherent conditions
of the industry, regardless of ownership. New planes required new training, international
and national regulations imposed norms and qualifications that the staff had to meet,
competition with other public and private airlines raised the standards of quality and
service that the employees had to achieve. For all these requirements the company had a
long history of training skills and specific organizational units that undertook it. In
general, the quality of the inherited staff was more than adequate.

3. Some very specific training needs arose from privatization and the conditions in which it
took place:

a) Training the administrative and sales staff in new software and in computing. A
combination of new recruits, informal and formal training was implemented throughout
the company; unfortunately, no global programme was followed that could be reported
in this document. Only the new Centauro reservations and ticketing system has been
accompanied by very specific training activities. Most of the training in the first two
sub-programmes mentioned in table 2.6 were done on the new computers and with
Centauro software.

b) Training pilots in fuel efficiency. This was achieved by incorporating new training

within the regular recycling that pilots have to go through each year.

c) The public to private transition and the ensuing reorganizations generated some morale

problems that were addressed belatedly. In retrospect, this training activity should have

been done earlier.

d) Privatization sacrificed the top echelons of the enterprise that had accumulated very

valuable experience. Although new management brought along some new skills, quite

a bit was lost in the transition.

5.2 Telmex case

1. The negotiated strategy of accelerated growth between the government and the new private

owners precluded considerations about personnel retrenchment. No provision was made

for it in the sales contract.

2. The intensification in the use of new more productive technologies, digital switchboards

and optical fibre, required a substantial redeployment of the labour force in new tasks.

This is an ongoing process, where training plays a major role in making a smooth

transition, but no definitive conclusions on the success of the programme can be given at

this point in time.
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3. The programme mentioned above plus a higher emphasis on service and productivity has

underlined the need for further training. The enterprise has decided to create a separate

training institute, with more autonomy and higher status. Although no specific numbers

can be given it also translates into higher expenditure on training.

5.3 General conclusions and recommendations

1. In the cases analysed, each privatization was a particular case where some specific

business conditions pertaining to the market, technology, regulation, finances and

personnel, were taken into account to develop a privatization strategy. In some cases they

have been more successful than others. One outstanding feature of the Mexican

privatization programme has been a clear commitment by the government to it, regardless

of its ups and downs. This has meant that the government has been willing to go to

extremes, like going bankrupt in some enterprises, in order to set the right conditions for

privatization.

2. In the Mexican case, privatization is only a part of a general economic strategy that

comprises liberalization of trade, deregulation, fiscal and monetary discipline. Within this

framework, productivity and competitiveness become a must for public or private

enterprises. Hence, personnel adjustments and redeployments, however painful or

uncomfortable, have been grudgingly accepted by employees and unions.

3. The companies analysed, although they lagged behind other international companies in the

same industry in productivity, had paid attention to training for a long time. If the cases

analysed were of backward enterprises another very different trahfing strategy would

probably have had to be designed.

4. Most of the training needs detected were a consequence of environmental or technological

conditions and changes within a particular industry. Only a few can be traced back to the

change in ownership.

5. The answers given to these training needs were diverse and were articulated by the new

management team in most instances.

6. These environmental and technological changes plus the change in ownership introduced

uncertainty among employees. Even the most technologically oriented training programme

would have to cope with the motivational and social aspects of change, as Telmex and

Mexicana did.
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