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1. Intrcduction

Especially during the last fifteen years, several Mexican administra-
tions have made a vigorous effort to develop the country!s economy in order
to raise the people!s standard of living. In this effort, they have had
to contend with (a) small savings, (b) the inefficiency of the fiscal sys=
tem, (c) the spending and investment habits of both the wealthy classes
and small savers, (d) a traditional speculative environment which was not
conducive to long-term investments, (e) credit deficiencies that normally
plegue undeveloped economies, and (f) institutional deficiencies.

Savings

In a poor country like Mexico, savings are small, - They are perhaps
not as small as per czpita income figures would suggest, for great inequal-
ities in income distribution tead to compensate to a certain extent for
its absolute smallness; the zero or negative savings of a very large sector
of the population are somewhat offset by substantial savings by the wealthy
class. This, in turn, means that if development is to be carried out by
private enterprise in a country where the cverwhelming majority of the
people have a very low standard of living, it must te done by drawing on
the savings of the privileged wealthy group. If increases of income were
channeled exclusively to low income groups, the result would be an attempt
to increese consumption and not, to any extent, an increase of investment.

Svendine and Investment hHabits

In addition to the effects of small savings, private investments and
expenditures in general have not followed the lines which the Goverument -
has considere” more desirable. In the face of these difficulties, the de-
velopment of the country has dependad to a considerable extent on the creae
ticn of new money, spent on projects where private enterprise eould not,
cr would nou, enter. The resulting ronetary cxpansion proved inflationary
after a time, and action was teken at an early stage to slow dowm its rate
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by reducing the possibilities of expansion bty commercial benks and by attempt-
ing a selective control of their credit. This seiective control is verhaps
the mein feature of the Mexican banking policy» It has been attempted both
by intervention in the granting of credit by different types of institutions
and by creating specislized agencies. The results of these efforts, although
substantlal have been, hovever, far smaller than was desired or mlght have
been expected.

The people's belief, whether well founded or not, that political and/or
social and/er economic conditions were unstiable, tovether with the wartime
suprly situation, led to two extremes, hoarding and speculation both of
which habits are certainly not conducive to long-term investment. This at-
titude is being graduelly overcome, as some figures show, but too much of
it still exists and has proved a strong cbstacle to development. It aiso
provides a justification for the Government!s growing intervention in eco-
nomic life in an effort to fill the gaps left open by private enterprise.

The traditicnal speculative attitude of liexican businessmen is apparent
from their investment habits. They prefer commerce to industry and are
ready to invest in activities which are likely to return high profits in
the shortest time, the high returns which are expected from all but the
most conservative types of investments, and to engage in currency specula-
tion by holding bank balances abroad even at the cost of substantial inter-
est rates, et cetera, Because ef these habits, Mexico has a strcng money
market but an undeveloped capital market.

Wartins develepmerts

The savings of the Mexican vrivileged group during the wartime infla-
tion were greatly increased and tlieir possibilities of making investments
therefore enhanced, The general world situation also offered abundant op-
pertunities for speculation to those able to obtain scarce commodities.
There can be little doubt that Mexican production would have increased much
faster during the war yeers if the real capital and technical ability to
carry it out had been at hand, as the inducement was greater than at any
other time in recent liexican history, liexican capitel impcrts during the
war years continued at a very high level, or even increased, in comparison
with prewsr years. They did not increase, however, to the full extent that
Mexican private enterprise could have absorbed them and, accordingly, the
privileged position of those who were able to obtain products was corres~
pondingly improved. The already great differences of wealth which existed
before the war were accentuated,

-This situation had the following effects upon the formatioa of a cenital
market and upon development in general: (a) to the extent that it has
been possible to invest in inventories, furds have been withdrawn from other
uses; (b) new capital formation has been concentrated more than would be
desirable on industries suprlying goods for the wealthisr classes, among
which the building industry has been consnicuous; (c¢) the transitory na-
ture of the opportunity for atnormally high profits was realized, and this
affected the attitude of entrepreneurs with respect to the size of some in-
vestments and their quality; (d) the desire for liquidity in the expectation
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of highly profitable short-term investments or speculation was not conducive
te investrment in long~term securities or in capital goods with a slow rate
of emortization, or even to reinvest in the same indusiry,

In the absence of governmental control of investments and prices, and
censidering the difficulty of ottaining equipment, the conditions nf the
war years were not favorable to the creation of a capital market or the
charneling of private investment teward the most desirable activities. This
is not meant to imply that the private investments of this reriod have been
a net loss for the commmity, since meny of the activities started than will
no doubt continue and, it is hoped, on a less speculative basis, Some of the
high-profit privete investments were no doubt socially desirable. It only
means that a more socially desirable use could probably have been made of
the funds that were spent. Government intervention through publie works or
specialized credit aegencies has helped to create, side b side with private
investments, a substantial volume of other investments with a more direct
bearing on the social and economic welfare of the majority of the people,

Interest rates

In mest Latin dmerican countries, and in most under-developed countries
in general, the average rate of profits is high, if compared with industrial-
ized nations. This is most apparent in ccuntries with greater developmental
aspirations, like liexico. The means by which high profits are possible is
obviously the exransion of money incomes and the maintenance of a privileged
position for profit earners., The economics of the vroblem would certainly
warrant a detailed analysis, but for present purposes it is sufficient to
set it down as a generally recognized and all too obvious fact,

There are considerable geographical variations in the institutional
rates for loans, which depend also upon the nature of the transaction and
the time for which the lotns are granied. Generally speaking, the longer
the loan period the higher the rate of interest, which ranges between 8
and 18 per cent per yesr, after all charges have been added, The high prof-
its obtained by industrislists and merchants have permitted the payment of
these rates, as well as a rapid amortization of the original investments

(dividends of some well-known corporations may actually run as high as 40
per cent) .

In the securities market, the rates run from 6 to 8 per cent for fixed
interest bearing securities with three to ten years maturities; however,
except for a few securities, the market is very thin,

The pattern of non-institutional interest rates in Mexico presents
some peculiarities, The rates for short-term loans are higher than for
long-term investments. Private short-term credit rates for agriculture
may reach the level of 5 per cent per month or more, and 3 per cent per
nonth is perhaps an average for this type of transaction. The risk ele-
rent involved end actual defaults are frequently blamed fcr this situation.
in urben areas, private credit rates may run arouad 2 per cent per month.
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Capital and securities marke}

The creation cf a capital market has beeh a precccupation of the iexican
Government for many years, since It is »ealized that with it development ef-
forts would be far more successful and have less inflstionary implications.
The main apparent means used for that purpose has been the support given to
gevernment bonds by the Bank cf Mexico -~ that is, its readiness to, buy them
with a very small discount (one-half cf one per cent) at anv timei More pr
less the same policy has been followed by the Bank of liexico with other se-
curities issued by officisl institutions, suck as the mortgage bonds of the
Mationzl liortgage Bank of Public Works (Banco Nacional Hipotecario y de Obras
Fiblicas). At different times it has also intervened in the market to avert
wide fluctuations in privete securities, The same purpose, that is, to make
them so liquid that the public would buy them readily, has been sought through
the "certificates of participation"s¥ of the Nacional Financiera, the Govern-
ment development corporation. It was thought that once the public had ac-
quired cunfidence in this security the repurchase guaranty could be gradually
eliminated (perhaps by extending the period within which notice has to be
given before repurchase). A third link in the efforts to create a capital
market has been the establishment of the Securities Commission, with the
main purpcse of screening the securities handled by the Mexico City Stock
Exchanges :

It may be argued that some features of the Government's efforts, par-
ticularly in regerd to the certificates of participation, may have harmed
the building of a capital market. It is very doubtful whether paying 6 per
cent for money at sight during a period of maximum licguidity could create a
good atmosphere for long-term paper at a moderate rate., Obviously, it is
not possible to say what would have happened with the funds invested in
certificates of participation if these had not existed, It would seem,
however, that the offer of liguid industrial paper with high interest rates
and without any risk element may have delayed instead of promoted the for-
mation of a strcng capital merket in llexico.

Although total private investments in Mexico during the last ten years
have been very large, they do not show up to any substantial degree in stock
exchange transactions., Total transactions in Mexico City's Stock Exchange
almost never reach cne and a half million pesos (nominal value of securities)
in any cne week, and in most weeks they will be under the million mark, Total
transactions amounted to 13 million pesos in 1946 and to 30 millicns in 1947.
Transactions in securities are frequently carried cn outside the Stock Ex-
change, tut in general their totzl volume is very small in comparison with
the size of investments, Shares are frecuently not listed or witndrawn
from the market and kept within a closed group of original promoters to
avoid sharing with others the high profits of their investments. If these
securities are scld at all, the transactions vsually teks place within a
small group of people, No doubt many stocks and shares of successful ine
dustrial corpcrations would find a ready market, but corporations prefer
to finance their nceds in the money market rather than issue stocks,

1/  4n investment trust certificate redeemable at par on 30 days! notice
(although in practice it has been redeemed at sight) and bearing a
fixed interest rate of 6 per cent,
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Credit

Several methods have been tried for selective coatrol of credit. Théir
success has not always been apparent, (1) Commerciel banks have been
suthorized to invest up to 20 per cent of their liabilities in medium-tetm
paper znd 20 per cent in investment. However, in practice, these barks
have not used their capacity to extend sedium-term credit (one to three
years) to the full extent permitted by law; their investments in securities
represent mainly a shift to the commercial banks of the Baink of Lexice's
poertfolin of those securitiea,g/ that is, the purchase with thg banks' legal
teserve requirements of securities held by the Bank of Mexico. (2) The
Bank of iiexico has required commercial btenks to maintain a loan portfolio
represented at leaat €0 per cent by loans for production in order that the
paper thereby created may be eligible for rediscount, Although the per-
centage to be devoted to these loans is rather high, it has been found dif-
ficult to check the accuracy of the statements made by the commercial banks,
because when, after paying cut high dividends, businesses borrew for working
capital funds which might have been drawn from their own earnings, the bank
loan is in effect a consumption loen, (3) Banks in the states have been
pernitted to use part of thelr reserve requirements for loans to agricul-
ture and cattle-raising; in fact, however, they have not generally used
their aditicnal lending capacity to its full extent in this direction.

(4) Selective credit control has also been attempted by establishing spec-
lalized private institutions; some results have been achieved in this way,
but locphcles in the laws have permitted these institutions to diversify
their operations and provide ordinary commercisl credit, (5) Selective
control has been precticed even for rediscounts to official institutions -«
fer example, the refusal to redisccunt paper of agricultural banks which
dves not represent credit for certain specified crops.

In general, the whole credit and banking policy of lexico, the multi-
pPlication of speciaslized private and official institutions, msy be inter-
preted as an effcrt (&) to widen the small savings bottlieneck which hampers
eccncmic develerment, and (b) to prevent the misuse of available funds. On
the whole, the effort has not been as successful as was to be desired.

It is not possible to estimate the amount of non-institutional credit
in Mexico. It is known to be substantial still in the large tewns, both fer
consumpticn and for small-scale commerce, and it has been stated by several
Nexican euthorities that the agricultural credit granted by credit institue
ticns represents only about 25 per cent of total agricultural credit that
takes place in the country. Part of the private credit which goes on in
Liexico, and especislly in agriculture, however, is indirectly financed by
tenks, that is, @ bank may lend to the storekeeper in the village, who

2/ If government bonds, held as reserve requirements by the private
barks, ere omitted, it would reveal that protably less than half of
all private banks! investment pertfolio represents spontaneous long-
term investments. ’

3/ By this shift, the Eank of lexico has tried to soothe the banks' com~
plaints against high reserve requirements,



Table 1, Credit Tnstitutions and Auxiliasry Organizations in Existence
between December 1932 and 1947

Institutions 1932 1933 1934 1935 1936 1937 1938 1939 1940 1041 1942 1943 1944 1945 1946 1947

#
National Banks Moy 9 1 10 11 5 6 6 6 6 7 7 8 8 9 9 10
B, 6 5 5 5 5 5 5 5 5 6 7 7T 8 8 8 8

Deposit Banks (cr M, 32 48 5, 55 53 56 53 59 61 67 76 8 91 97 101 104
Commerciel Banks) B.- 49 49 48 50 56 57 57 53 60 69 81 104 127 156 172 209

Savings Barks M. 2 3 4 4 4 4 4L 5 7T 10 17 23 271 34 L1 5
Ba 33 32 32 32 37 37 37 38 33 L0 4L 52 59 83 92 125

Industriel Creditd M. 2 5 8 9 12 15 15

2 28 36 L2 5, 69 84 1C6 108

Banks (Financieras) B - = = -« - 1 1 1 1 1 1 2 3 3 3 3
Mertgage Banks Me 2 2 2 2 2 2 2 2 2. 12 12 13 14 20 22 2
B - - - o - o 22 272 0% T2 23T

Capitalizatibn Banks M, - 2 4 6 6 6 8 8 9 10 10 110 0 11 12 12
B, = = = = = e e e e - .- L TDY

Trust Companies M. 5 6 8 8 8 9 10 12 13 26 33 38 52 65 81 87
By = = = = - - - 2L oL T2 3 s 3

Warehouses M, 7 11 13 16 16 1 Y Y 13 13 15 17 17 17 19 20
B. - - < - 2 2 94 a1 2 2 2 o - oL -

Credit Unions2/ M - 1 3 8 8 11 9 5 22 35 40 28 2 3
B = = = = e e e e e e e e e e e -

Clearing Houses M 1 1 2 4 4 5 5 5 5 5 6 7 71 7
Stock Exchonge M. l 1l 1 1 1 1 1l 1 1 1l 1 1l 1 1l 1 1

1/Until Moy 1941 these institutions performed the functions of auxiliary credit organizations,

2/Until May 1941 these institutions were called Unions, Associations armd Societies of Credit with Nortgage
Functions, but with the enactment of the new law of May 1941, several of these societies vere converted
into mortgage banks,
) =
Source: Anusrio Financiero de Mexico, Mexico D,F,, 1948, g; ggégcgggice
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cffers sufficient guarantees, but it will not lend directly to the farmers
because, among other things, it is not equipped to collect large numbers of
small loansg.

The Government end the capital market

Through a series of specialized official credit agencies, the Govern-
ment has tried to offset the effects of both private investment Labits and
the policies of private credit instituticns. In crder to avoid as far as
possible the inflationary implications of governmental credit when super-
impesed upon private credit, the Ending capacity of commercial banks has
teen restricted to a grester degree than in any other latin American coun-
try, by increasing reserve requirements from 20 to 50 per cent of obligae
tions, on the one hand, and by a selective expansion of credit, sponscred
through the Bank of Mexico, on the other,

Although no quantitative estimate is possible, the Bank of Mexico!s
financing of government deficits in the last ten years may merely have off-
set private hoardings, and eredit expansion by specialized official institu.
tions with money created by the Bank of Nexico, therefore, has not exceeded
in any significant degree the mcnetary expansion which would have taken
place in any event if the commercial banks had had to maintain only 20 rer
cent reserves

The Gevernment is the Jargest single investor and gatherer of savings,
liany of its activities are fairly well knowm, but an adequate treatment of
the topie would require a paper of its own, which could not be adequately
dene in Washington and in a short time. The inadequacy of the published
fiscal and budgetary figures would make continuous consultation necessary
in its preparation. The Governmeat!s policy with respect to the capital
and money market, however, has been explicitly or implicitly stated through-
eut, ' ' ;

Banking and finaneial instituticns

The development of the present liexican banking structure is largely
an cutgrosth of the second world war (Table 1). This development, however,
has not been balanced, either geographically or functionally. Table 2
shows the distribution of the different types of institutions throughout
the country. It reveals particularly the abnocmwally large share of ilexico
City, and the fact that all the states with a greater concentration of banke
ing are on the U.S. border or on the northern part of either coast, If the
rescurces of the banks are taken into account, the unevenness of the distri-
bution is still more apparent,

As shewn in Chart I, the banking system of ilexico includes the central
tank, naticnal banks and private banks, It is supervised by the Ministry
ef Finance and the National Banking Cermission,

4/ WNo conclusion should be inferred from the foregoing that the actual
mcnetary expansion which tool: place in kexico during the last few
yeers was not excessive, fer it certainly was so, at least from a
balance cf payments pcint of view,



Table 2. Geogrephical Distribution of Credit Institutions
of Mexico as of December 31, 1947

National Deposit Savingsy Mortgage Capitaliza- Trust
Barks Banks | Banks Finnnciéras Banks tion Banks Ranks

State H.O.:2 1-3—.? H.0. B. AE:’] H.0, B. A, H,0, B, A, H.O0. B, A, H.,0. B, A. H.0. B, A.
Federal District 10 = = 19 60 11 20 41 5 67 - - 12 1 1 6 1 3 35 1 -
Coahuila - 1 8 19 2 2 11 13 5 « = - 1 = - - 2 5 - -
Taraulipas... - - 5 19 6 L 11 6 5 -« = - - - l1 - 3 i
Sonora - 1 5 10 10 511 5 2 1 - 1 - - l = - 2 1 -
Nuevo Leon - l 9 12 4 - 1 - g8 1 1 3 -~ 1 2 -~ - l - -
Sinaloa - 1 9 7 7 3 5 4 3 - - . e T 1 - -
Vaeracruz - - 4 12 4 6 15 4 l - - - - - l - 1 2 - -
Chihuchua - - 6 10 3 1 4 4 3 = - 2 - - - -1 L - -
Guanae juato - - 3 7 6 - - 3 2 - - - =1 - - - - - -
Jalisco - 1 6 5 7 5 4 7 2 - - - 1 2 1 -« 2 3 - -
Puebla - - b T 4 3 6 6 1 - = 1 - 1 1 - 1 - - -
Baja California = - 2 8 13 2 6 1. 2 - = 1 - - - -1 - - -
San Luis Potosi - - 2 3 6 2 2 5 2 - - - = 1 - - - 1 - -
Chiapas - 1 4L 5 1 2 5 - I - - - - = - - - 1 - -
hMichoacan - - 3 4 3 2 4 2 2 - - 1 - - - - - - -
Nayarilt - - 1 4 3 1 6 2 - - - - o - e - - - -
Mexico - - 1 5 2 = 3 1 = 1 = « o« = = = = = = =
Guerrero - - 1 4 2 = 1 1 « = =« e & « & =« « 1 - =
Durango - - 3 1 3 1 1 2 - - - - - - - - - - . -
Zacatecas - 1 1 2 2 - 2 1 - - - - e - - e - - m -
Yucatan - 1l 3 2 - 2 1 - - = - - . - 1 - - 1 - =
Tlaxcala - - - 3 1 9 8 4 - - o= - - = - - .- - - -
Colima - - 1 3 - - 3 - - - - - - - - o - - - -
Morelos - - 1 2 1 1 1 1 - e - - m - T
Hidalgo - - 1 3 - 1 2 = e . - - - - - - - - e -
Aguascalientes - - - 3 - - 3 - - - - - - - - - - - = -
Campeche - - 1T - 2 - - 2 - - - - - - - e - - - =
Queretaro - - 1 2 - 1l 2 - - - - - = = - = - - e -
Tabasco - 1l l - - - . = - o - - - - - e = -
Quintana Roo - - - = 1 - - 1 - . - - - - . - - - -

.-8—



Table 2, Geopgraphiecal Distribution of Credit Institutions
f Mexico as of Decemver 31, 1947
(continued)

T

1/ The four building associations are included smong the Savings Benks, Two operate in the Federal
District, one in Veracruz, and the other in Merida.

2/ Head Offices,

3/ Brenches

4/ Agencles

Source: Comisicn Nacfonal Bancaria, Bolet{n Estadi'stica, December 1947,
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BANKING SYSTEM OF MEXICO
* as of December 31, 1947

Ministry of Finance

(Credit Management Commission)

National Banking Commission

Banco de Mexico (Central Bank)

NATIONAL BANKI G INSTITUTIONS
I - I I I I I I I ]
National Bank| |National Bank| |National Bank| [National Bank Natlonal Nacional National Bank| [National Bank| [National Bank Natlonal
of of of of [Mortgage Bank] Financiera of of of the Warehousing
Ejidal Agricultural Foreign . Cooperative of Motion Small Army Bank
Credit Credit Trade Development Public Works Pictures Trade
PRIVATE BANKIN INSTITUTIONS
| |
Commercial Financieras Trust ( Mortgage Savings Capitalization
\ or Industrial Companies Banks Banks Banks
Deposit Banks N and
Credit Banks Departments
M 104 M 108 N 87 N 21 N 51 N 12
B 200 B 3 B 3 B 3 B 125 B 1
A 119 A 7 A 104 Al
AUXILIARY FINANCE AL INSTITUTIONS
Credit Stock Clearing Warehouse
Unions Markets Houses Institutions
Key: M= Main Offices
B = Branches
A = Agencies
: 30 1 7 20

* Adapted from Anuario Financiero de Mexico ~ Octavo Volumen 1947, Mexico, D.F. 1948
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The Bank of Mexico has been the main active infiuence with respect tb
credit and investment policies (Table 3). It has intervened by filling the
gavs left by the credit institutions, the corporations and the general pub-
lic, and by offsetiing the effects of their sctions cr lack of action. It has
taken about 90 per cent of the govermment bonds issued to finsnece expendi-
tures arising frem the public works program. It has backed Nacional Finan-
cierafs development program &t every stage and provided funds, directly or
indirectly, for all government credit agencies and for all private special-
ized credit institutions. The growth of its portfelio end a comparison of
the portfolio with total circulstion gives a clear picture of the extent of
its activities. Although the extent to which private instituiions might have
stepped into the investment and specialized credit picture if the Bank of
Mexico had not covered it cannot be determined, it may safely be stated that
Vexico!s industrial develspment would have been far smaller.

The naticnal benks are credit institutions established and capitalized
by the Covernment, with specific purpcses, such as agricultural development
(National Bank of Agriculturel Credit and National Ejidal Bank), the devel-
opment of foreign trade (National Bank of Foreign Trade), the development
of cooperativism and small menufacturing industries (National Bank of Co-
eperative Development), the financing of public works ~- water systems,
schoals, paverents, low-cost housing, et cetera (National Nortgage Bank of
Public Works), the financing of the motion picture industry (National Benk
of Notion Pictures), the financing of smell credits for traders in the pube
lic markets of Mexico City and for small merchants in the same city (National
Bank of Small Trede of the Federal District), the eacouragement of savings
by the grenting of credit fzcilities to members of the trmy, in active
service or retired (National Bank of the Army), the furnishing of warehouse
facilities by finaneing the storage of merchandise and the issuance of mer-
chandise receipts (National Warehousing Deposit Corporation) and, finally,
the Nacioral Financiera, the Government development corporation.

The private banking system is made up of (1) commercial benks, (2)
savings banks (3) "financieras" (industrial credit benk), (4) mortgsge banks, .
(5) capitslization banks, and (6) trust companies. There are also various
other types of institutions that according to law are considered auxiliary fi-
nsndal organizations, euch as the stock exchange, clearing houses, werehouses
and credit unions.

- - e . -

If a critical attitude is taken in this paper toward the performance
of both government and private banking institutions, it is on the grounds
that not enough was done to direct credit and investment into the most de~
sirable channels, The purpose has been to point precisely to the weak spots
in the policy that has been followed. &t several points it has been stated
that perhaps the accomplishments have been &s great &s could have been ex~
rested, and the difficulties in carrying out the task are emphasized, In
the lexican milieu, with no domestic precedent on which to base a policy,
it prcbably could nnt be expected that government and vrivate instituticns

could embark upon a task as complex as economic development without meeting
with great obstecles. :
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Table 3. Banking System of Mexico

Main Accounts as of December 31, 1947
in millions of pesos)

s ettt é

National.Institutions
Private Bank of ‘ 1
Institutions  Mexico . Others Total—/

TOTAL ASSETS Ls 1646 3,271.9  1,545.0 6,996,7
LIQUID ASSETS 1,191,5 828,7 61,0 = 850.0
INVEST!ENTS 672,3 1,458,0  428,8 2,052,2

Federal Govt, (Domestic Debt) 161,9 78446 175.4 1,121,9
Short-Term - 94,0 —— 940
Long-Term 161.9 69006 175-4 1, 027;9

Federal Govt, (Foreign Debt) - 1339 - 133.9

Local Governments 2.1 4142 6,0 49.3

Nacional Financiera 56,7 - 35.7 92:4

Banking Bonds 142.1 34661 18,7 —

Commercial Bonds 1,7 - - -
General Bonds 23,8 216.4 0.8 -
Mortgage Bonds 2443 110,5 7.0 -
Other Bonds 0.1 - ~— -
Banking Stocks 92,2 19.2 10.9 -
Bank of Mexico 24,0 —— 0.3 -
Other Banking Institutions 68.2 19.2 10,6 -~
Industrial Securities 309.5 152,2 193.0  654.7
Mortgage Cedulas 10,8 3keb 1,0 4643
Mortgage Bonds 11,3 96.6 16,9 124.8
Stocks of Naticnal Corporations 221,5 1447 85,2 321.4
Stocks of Forejgn Corporations 0,2 6.3 - 6.5
Other Securities ' €5.7 0,1 89.9  155.7
CREDIT ' 2,094,0 817.7 936.5 3,548.6

To Government -— - 82.9 82,9

To National Banks - - 135,.8 86,5 —

To Private Banks 76,6 0,7 - -

To Private Institutions (also o

rediscounts) 2,017.4 €81.2 . 767.1 3,465.7

30 Days 38-5 5608 405 9908

90 Days 416.9 164.0 15,7 596.6
180 Days Tl.4 270.9 182,3 1,224.6
360 Days ' 337.1 189.5 158,5 685,1
More than 360 Days 453.5 -— 406.1 859.,6
OTHER ASSETS 206,8 167.5 118.7  505.9

TOTAL LIABILITIRS - 416446 3,270,9 1,545,0 6,996,7
Currency and Metallic Issues 1,894.2 1,757.2
Check and Sight Depocits 1,690,0 862,2 270,2 2,044.5
Saving and Time Deposits 285,1 —— 3.6 107.6
Obligations arising from issues of titles  700,9 - 255.5 571.9
Sight and Time Deposits and Cbligations '

in Foreign Currencies €65,.3 236,2 7748 514.1
Capital 4535 50,0 280.2  658,1
Reserves (Surplus) 70,9 139.9 46,8  257.6
Profits and Losses 57.8 -— 1.6 7244
Other Lisbilities 144,.4 89,4 127.4 LL6.5

1/ A1l interbank obligations have been eliminated,
Scurces Bank of Mexico, Vigesimosexta Asamblea General De Accionistas, 1948 and
inforzation supplied by the Bank of Mexico,
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loreover, no amount of criticism can blind us to the fact thet between
1920 and 1946, 1,200 million pesos were srent on the construction of highe
ways, 300 million on railways, 300 million on port facilities, public build-
ings and water systems, £00 million on irrigation. In 1940, the electric
power generated in the country was 160,000 h.p., as against clese to one
million at the present time, In the industrial field, development has not
been less substantial. This fact is sometimes not sufficiently obvious out-
side iMexico as a consecuence of the stagnation or actual decline in mineral
production for which ilexico is better knowa outside its own borders. Food
processing of all kinds, cement plants and building industries in general,
textiles, chemicals and pharmaceuticals, shoe factories, electrical appliances
and a variety of other industries have been created and are successfully
cperated,



.
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2. Eark cf lcxXico

(4]

Intrecducticn

Tho Brnk of Licrdcc is unausstionsbly tac bockbene of the entire fiaon-
cial structurc of Lexico. As a cuntrol btank it hos been the nost important
crzen in vhe Governmont's sccnosic development: pregrons,.. ilct oniy hove its
rescurces bacn marshalled for this purposc, bt its influines in toth the
beaking system and the securitics narket has alsy toon directed toward
supporting thc Goveramcai's objecctives. | %

The Logrl structurc of the bank places the Gevernment in 2 pos.;t‘ur‘. 0.
detcrmine the Bonk of Mexico's tanking and nonctary policics. It is,, thdc-
forc, Ciflisult to sce 2ny othcr course that the bank might have tiken curing
the wor and postwar periods. Althoush the management of the Bank of Hexico
has c"ntmavusly and encrgetically xou._,ht unsound and inflatienary governuent
pruct..\,e.,, it hos not buen able to check the undosirablc monetary arnd crecdit
expension rusulting from an amtitious 0ovornm.nt-ssonsorcd cco*'zonic develop-
nent prograne

Monctory and banking pelicics

The monctary and bar k:\.nD wcasurcs adopted to \.ort.rol c,rac.lt by the Bonk
of Mirico sinec 1941 arc in effcoct similar to those c*ployci by cthcr coun=
tricse They moy bo broadly clessificd as follows: sclcctive credit ‘rationing
incrcasce in rescrve regiroments, open markcet opora ulOI'lS, 'mi s..\lc of {,o*d to
the puolic, |

Scleetive croedit rationing According to the central bonk statute,
nodifiad in 1yLl, thc swnk of iexice —xay disccunt for member borks or associ-
ated credit unisns (a) paper which rcsults from trade, (b) papsr resulting
froa the purchase, marketing ani procossing cf industrial products or tihce
cultivation and marketing of egricultural precducts, ir.cludmg, catile, (c) -
all paper bearing the zignaturce of o dizcounting irstituiion or credit union.
In acddition to rudiscounts, it mey alsc mcike loans to momboer institutions
if guarenteed by cortain paper, and buy their shares to the limit of 15 per
cent of thuir eapitals It aay not grant credit wihich represcnts a pormanent
or scnl-pormonent investaent. Credit to the Govarmnment is rogvlated by the
same rules as crcdit teo momber instituticnse i

In goneral, the law gives the Dank of lexico as ruch anthority as is
nccessary to cxpuad and contract circulation throngh discounts and loans,
beth to memoer institutions and to tiac Gevernmont. In its cction in tais
respect and In cecordarce with tho Covernmment's attitude, tho Renk hos fole
lowed & sclective pelicy. The redisccunt rate was cut in 1943 0 3 per cont
for locns maac fer cgrisuliural purpcscs, Uhl-c. redisciunt rates on comcereial
loans were naintained at € per cont. In order to have cecess to contral boenk
credit, private barks were requircd to have a loan pcrt:"olio of vwhich at lcast
60 per cont rust e for specific preaucilve purposcs. How incffcctive the
low rediscournt rate, gualificd by this perefolio restriction, has becn can
b2 saun froa the Benk of iloxico's emucit opcrations (Tatle L), whizh show
that for tac pastethree years thore arc very fow rediscounts or loans out-
stornding to private banlis, After 1748, tac primcry rcascn was that, since
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Table 4. lain Accounts of the Bank of Mexico

(in millions of pesos)

1945 1946 1947  1948-June

TOTAL ASSZTS 3,416.8  3,205.9 3,271.9 3,162.9
LIQUID ASSETS 1,819.1 1,341.2 828,7 695.1
INVESTMEITS 835.8 1,176.1 1,458,0  1,370.7

Federal Govt. (Domestic Debt) 675.1 801.9 918,5 95944
Short-Term 621.8 5359 78406 820.0
Long-Term JA 53.9 9440 80,1

Federal Govt. (Foreign Debt) 53,3 133.5 133.9 129,4

Local Governments 17.7 3542 41.2 31.5

Banking Bonds 95.3 199.3 326,9 200.4
General Bonds 63.2 129.4 216.4 110.8
Mortgage Bonds 32.1 69,9 110,5 89.6

Banking Stocks 15,0 15.3 19.2 22,7

Industrial Securities 32,7 99.2 152.2 156.7
Mortgage Cedulas 3.8 9.3 345 26.3
Mortgage Bonds 15,0 25.1 96.6 100,7
Stocks of National Corporations : 1.3 28,7 147 23.4
Stocks of Foreign Corporations 3.3 36,0 6.3 6.3
Other Securities | 93 0.1 0.1 e

CREDIT 672.9 655.0 817.7 - 869,0

To Government 0,2 0.3 - 1,6

To National Banks 231,4 1461 135.8 140.3

To Private Banks - - o7 )

Rediscounts L41.3 5086 681,2 726.9
30 Days 4349 4301 5608 3608
90 Days : 7507 87»9 16400 1230.1.

180 Days 205,3 2974  270.9 303.2
360 Days 2644 80,2 189.5 263.8
OTHER ASSETS 89,0 58,8 167.5 228,1

TOTAL LIABILITIFS 3,416,8  3,205.9 3,271,9  3,162.9
Currency Issues 1,730,8 1,804.2 1,761,.8 1,685,0
Metallic Issues 553 65.3 132,4 184,1
Check Deposits 1,299,7 996,1 862,.2 €85.5
Time Obligations 47,8 57.1 167.9 204.3
Sight Deposits in Foreign Currency . 18,7. 70.9 63.4 59,9
Sight and Term Obligations in Foreign

Currency 7,0 5.4 4e9 3.3
Capital 50,0 50,0 50,0 50,0
Reserves (Surplus) 74,6 103.0 139,9 156.8
Profit and lo .ses 45,9 -— - 26.4
Other - 87.0 5349 89.4 107.6

Source: Bank of lexico, Vigesimuraxta hszrbles Ceneral 1 A Storistas, 1948
and information supplied by the Bank SF’EJZZZBfD' ' ’
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the domand for contral bank credit for productive purposcs by nationcl banking.
institutions is so iarge, *the Bak of iemico has actually rofused to lend to
private banking institutions, whether cr rot thoy cctuzliy comply with their
portfelic requiraments, During the war yoamsporcover, with the increzse in
Jepositsy private institutions had 1ittle nocd te rediscount peper with tae
central bark, Thirdly, sonc privete banks nave preferrcd fewer but much more
profitable locns by advancing short-torm commereial credit, rathcr than to
attezpt to quolify for rediscount privilcges by roestricting thoir leons to
vroductive purposcse :

Heserve requiroments By for the most immortant credit control nocsure
of the Zank of Joxico, in agreenent with the Einistry of Finance, has boun
the cxcreisc of rescrve requireaent powers {and for 2 time, thc impositicn .
of pertfolio ceilings)s Rescrve requirements hove beun reiscd from 20 per
cent on doposits carly in the war to 50 pcr cont at the presend timeg,. By
this pelicy the Sank has ncutrelized at least 22 per cont of the noncy sunply
of the country, the banking rcscrves held in the central bank new Being in
cxeess of 1,000 millicn pcsos.é By this rcstriction thc private banking
system has been kept in such a liquid position that coven 12 the nenoy supnly .
were substantially contracted, sufficicent credit could. still be .ande aveils
able to maintain essontial oreductive activitics by lowering tihe present high
rescrve requircments. C

\

In a furthor move to tighten banking credit, the Bmk of kexice has, cf=-
feetive Jamucry 1, 1949, incrcased to 24 per cont the penalty rate of 12 per
cent previcusly imposcd or the rescrve deficiencics cf private banks. Inas-
much as sume institutions have purposcly maintained deficlent rescrves, since
tncy wers apperently akle to, lend at rates of interest wrick afforded a good’
profit cven after poying the 12 per cunt penalty, they will now be foracd to
contract credit, since the douhled penalty does net cuapeasate for +he high
raics which they. had been accustoued to charge on cirtain commercial poper,
This mcasure is not likely to have a very irportant offcet on erodit inasimch
as actual bark rescrves arce enly 2 per cent shert of legal requircmentse

Oocn market oncrations Tho Bank of woxico early reccgnized the undc=
sirabiilty of uonetizing the growing public debt arnd cxerted cvery effort to
market Governmont sccuritics among private investors., Through open market
opcravions it wos alsc intended that the Bank of Mexico would be able to
rogulate the voluric of investacnts and determire the level of capital market
interest rates, ' '

A private market for “governaent bonds, hewever, friled to aatcrialize,
Bocause mere profitavle commcreial investacnts were availzble, and also be-
causc of foars of political instability thaot might cause defeult, neither
privaie benis ner indivicuals showed much irterest in gevernnent bonds.  The

o e e s s KT
;cr‘o?nur parts cf the Revublie, rescrve requircnents rose froa 15 per
cent in 1911 te 35 por ccat, the currcnt ratc,

2/ <Jirty por ccnb 1S LAG TOQAiToq TOSCrTo figurc for wexico City banks,

’ - s - s . . .

é/ tis figurce includes aprrexdmately 750 willion nesos of casn rescrves
u&d‘igo ;}l&ion;cf scturitios sold by th2 Zank of icxico to the banking
Sysvem, 1ne latier to be held in licu of roscrvese
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Bank of iicxico, incuccd ty the Joveramonl to et the financicl noeds of its
piblic woris pregrams, naticn2d d\,f,nu: and cccnomic dgvelepment, has had to
ceone the nrincipal holder of Covernmont scouritics,/ "bls developnent
preeinded the usc of such sceuribics fo" cepitel market regulating oporations,
E;nd, to o considerable cxtent, nallified other anti-inflat 10:18.1" moasures
adoptcd Lty the Banke . ‘

3csices purchasing gcvcrnm.n+ sccuritics, the Bank of Moxico hac nzd to
maintain o markct for the sccuritics of various other institutions. iost __‘
immortaat of these oncrations has been tho purchasas of general bonds Q'po;‘.o o
aenere) issucd by the "finoncicras" to firance long-term industricl credit, .
In the atscrce of purchosers for these tonds, the Bank has hod to become thelr
principal holdcr. Similar circumstances heve forced the Bank to *.cauir" the.
largost portion .‘Jf mortzaze beuds, croated by the Morigage Bank of Pabllc
Works, ;

Nearly kalf of the increcase in the monuy supply of Maxdiee sincc;l?hl can’
be traced te thesc scourity purchascs bv the Ceatral 3onk, : RN
Geld salics Anothier “nti-—imldmnax:,r measurc has bo o uhe sale of gold

to the public during the war ye¢ ars. Catering to tho hoarding impulscs of the
Moxican population, th: Sank sold LL7 million pesos werth of gold beiween
Decumber 1, 12L0 and Junc 20, 19u6 The offcctivencss of this operation | |
provid to ve limited sirce a comsideravle portion of the gold Wwas J.lnga ly
cxportade

An issuc of S-pcse silver coins was similarly placcd in circulation in. -
19L3 for noarding parpcscse : o

Structurc cnd oocraticns of the Pmlz of texico

The Government: controls 51 per cont of tie contral Sank's capitel of 50
nmillicn pesos. The adiministration of the Pank is in the hands of ninc mumbers,
fiva appeinted by the Government, and in all matters dealing wita banking and
monctacy policy the Mirister of Finance has full vcto powers. This conirol,
in »,ffs.ct, cnobles the Geverument e impose its ovm criteric for the issuc:of
currcacy, as well as to indicatu the type of credit pclicy that must be folw .
lowed, That the 3ank of Mexico has in fact btoen the instrumont through which
the Government has tricd to ceapeaszte Jor lack of private sudport 1n its
develonment prograas is clcarly revealed by its portfelio.

L .

Of the Bank of Lexdco's totcl asscts cf 3,165.9 million pesos in June |
19hC, 1,37C.7 millicn peses (L3 per cent) wers in investuonts and 869.0 mile
lion pusos {27 per cent) in loans. The balonce consisted of 655.1 million

1/ Through icgisiation, insurance companios and stvings banks have occin to
a limited extent fereed to maintain a cortain part of their assets in
the form ¢f govirmacni bonds. Ey this nc.r,hud, it has been rossible to
charnel 2 small anount of zovermment sccuritics to *hesc ins vitutions,
since the lattor have token the pare legel minimm,
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c59s in gold, siiver and forciza exchange and 228.1 million in other nmis-
céllarcous asscts (Tzble L)

Demestic and foreign debt toncs valued at 879.3 =million nesos ard
Treasury cortificates of 304l miliion comprised alaest tirco-fourths of the
Bark's investment portfolive. The bonds repruscnted approvimately 70 per ceat
of thcse outstonding long-tera Government cbligations, waile the certificates
corresponded cioscly to the mmount of the floating debt in circulation,

{

Yext in immertence in the investment nortfolio are the gencral tonds, -is<
sued by the "financicras," and of which the Bank hold over 216 million pesos,
“or 66 por cont of the amount cutstanding. In orcer to crcate confideree in
thesc bonds, the Bank hes guaranieed the maintenance of a price near par,
and hes thus cncouraged insurance cumoanics teo invest funds in this form.
Also, banks have be:n permitted to maintein vart of their required rescrves |
in the ecntral bank in the form of gencral bonds, This cxplains the sudden
drop in total holdings of thcsc bonds in the Bank of Hoxico's portfolic from
216 millions in December 1947 to 111 millions in June 1948, the differcnce,
having beea sihifted to private banks. (Tables L and 5.)

The mortzage bonds, of which 89,6 millions were held in June, 1948, are
instruncrts of the Naticnal Wortgaze 3ank of Public Works. Thesc bonds can
be considercd for all practical purposcs as vart of the government debt since
the Nationzl lortgazc Banir primorily spoascrs idcxicc's highway construction
progrcms. Tho close link te goverament cbligations iz further shown by the
mennor in vhich interest on thesc vonds is scrviced. The Govermmont specif-
ically scts aside gasoline tax rovenue to mect interest payuents on and to
aportize bondse ' '

The 101 rillicn pescs af privede a.rigege b,ndsg' and the 26 nillisn
pes.s f arricage Yeudulas® _'i/ arc the nly types £ scevritics in the Bmkx -
o f dexielts portfllis that can bo said t: have ready markcetability, The binds -
arc instrunents £ privat. m rtgage banks, organized and sp mscred by the.
Government siice 1901 4o create the type .f paper +hat w uld be most appealing
‘to small investors.  The aarket for both bonds and Yecduias" has been far
botter thau for most othor private securiticss They heve beon purchased nut

nly by insurance c.mpanics and cavitalizati .n banks, but z2lso by th.us~nds”
oI osmall invostorse  Thesc sccuritics appear in the Bane of Eoxico's portf:lio
beeause thrsuch its open market cperations the Renk stabilizes the aarket for
the, . :

.re Fawile il ot ',.‘w I" T ] =] v
. -.~.='1fc.h r'\.-sgg..-ct, t. st.cks, the c.:ufh { MI\,JQ.(.‘:.-_ n:lcs €3, i1 a.poses in .
shares of na*ional irstvitutions 2ad 5.3 =illiens in shares of private concerns,
The Tormur r.prusvat .einly stocks of notional bonks which the Bank of dixico
is cuthiorized by law to acintein in its portfolic, ’ '

Inbudstenee, the investicnd pertlolio of ithe Bank of Mixico reveals the
varicus crforts madc by this institution to finoneu, or hilp finance, by

8/ Tae bonds arc scevred by tac prrirolio of the issuing coapamr, while the
"cudulas," or chaittol mortgage-certificotes, erc gusrantc.d by spesific
licn on = piecc of property. .
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aninteining 2 market for sccuritics, govermnont or gorermacatéspenscred
o

orograns;Z/ thot is, it has beun tn: instrunent through which tho qc*i'*rm(.nt
has tricd tc ccaounscte for a lack of per“td nrodictive investment, '

Althouzh *hc Bank os Hoxlee deos aot puulﬁsn d«.t‘.l*cd steti stics on its,
loans aad rediscounts, the availlabl: dnta (Tavle u) show ihat it has grante
very 1iaited Dorcoving facilitics te p"‘lV" te bonking institations in the past
fow years. In Jurce 1548 the only loans a:m.,arl::g in the Baak's porhol..o
were to the Sovermacat (1.6 miliZon pescs) and o n2 tional banks (1L0.3
;nillicn pesos)e  «nd although rediscounts are puhlmhc,d only as to o2 uritics
and not zs to dcstination of credit, detween LOC and 500 :dlliio: j.sosnrc
cnerally ¥nown to be rediscounts to the Buak of Foruign Irace. Tre
aper created by this institution roproscnts uainly shert-tern crualt to .
ricultural prodvctioa, cspecially for coports

(‘-‘ ‘ﬁUQ
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Tho balrnee of tlhe rediscounis is divided butween"Wacioanl “in::ncier:ﬂ:
and the lationwl agriculturel Barnks, prebably mainly the latter. . In thi
regara, ecntral k.n.& C"Odlt, althcurh substantial, has beun harddy sahlcmnt
considering thet over 65 per ceat of the nopuatlon is «.r\gawa in agriculturca
agriculiural credit has aiso been subject to a serics of qualitoiive controlss
In order to foster ircercascd production of cortain cor 1oditics s such as vhent
and svgar, the Bark of :ilexico has rudiscountid unly l ccns prenoting their pre~
ducticn,

Swranry comraunts

There are tiins three intimately r ,lu +cd aspeets of the Bank of lexico's
policy: (1) very substontial help %o *he ecpitol aarket, (2) scicetive:
cxpansion of credit thrcuzh official or specialized institutions, ,cg"tnc.r
with sclestive control of the eredii of vnrivate comrmorcial b:‘m:_,, cnd (3)
quantitative restriction »f tiie credit of privatc colmcreial bmkse -

Therc can be no doubt, as dovelopacnts have proved, the' this policy has
had on oveu-all inflationory effcet (£or quantitative restriction was insufw
ficiunt to ofisct thc wrpansicnary f-.cects of poinis 1 and 2), Wictier cor
not governacnt deficits firanced by the Bunk of Mexies nercly actehod the
hoaraing thet went on in tlic ..Aﬁ'lntll.tﬁ, and whether or not ercdit cxpansicn
by official institutions wcrcly iade up for croedit which would have been
created by comm r'rcnl ‘oum's if their resorve remuircacnts h2a been kopt at
2C per cent, Inflation was.a fact. Tacrs is also little doubt that the
nenelar, expansivn which weuld have teken plece in any etse, without Covermsunt

9/ Since 194, the cetual ogunt for tno uov-..r*nm\','s inaustrializr.,icn vificrts
has bocn thent *mon".. ‘\“im.nﬂic*'““ Bat wnile operations may be handled by
this institution, the sank of ‘fcxico reazins the real D"cn‘\onn of the
finaneial st:ucturu. t!lthoat this tacit support, taumN-cional fincncicraf
\"ou‘.i tave beon e2bic to corry ovt only 2 froction of ite findneini outla y

2 huncreds of milliions of pesos,

16/ he angritude of sueh cm.mtions 1's nct re?iicied in the balanes shect
of thc Bank of Fcrpi"x Irade (Taole 13), because nost of “his paper,
cerzated by othor 1 ni‘r‘g insti ~u’r,1 ons such as the nbruul..ur.l 3orks and

"h«.io 1rl Distribuidora} is carried ia tac®ucnta de Ordetl, 2 contra zccount
f tho Bark cf I‘on.lgn Tradce
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deficits ard vithout credit for cfficial instituticns, :.rculd (.lso have
“been excescive

The 2ank has bcen quite sucscessful-in expanding the woncy sudply, and
the priaary oxponsion was very uscful to the drxicon econemyy; it has been
ratzer the sceuadary exparsicns walch had a somewhat adverse infl irticnary
effects The Mnk's powers to control those secondary expansiors cpphrcatly.
couid not be used to their full extent. Its capacity to contract tho money.
supply, on the other hand, is very linited, as evidonced by the cumpositioer
of its portfeolio. Part of the pc“tfolio, goverrzmcnt paper, has a very slow
turncver and no market in idoxizo at the prescut time; g.not ler part, the
gencral pbonds, is at lcast in principle represcntative of onc-tcm invest~
ments; and a third part, rediscounts to cgricultursl banks, is intimctely
iinked with socicl and political censiderations. At best, this portfolio
can b2 contracted very slewly and never sufficicntly to have a significant
enti-inflationary effiecct, The Benk has morcover becn of the opinisn:thet a-
contraction of its lonn rortfolio would start a strong dci‘lation:.ry spiral‘." :

The pelicy of the Bauk of loxico has becn in "grcmtnt v'i’:h t‘m. Ccvern-— -
ment!s policy of developnent. Cna part of the Governnent's oo"“c tivé has
indeed boen actuclly achicved through the Bank, that is, the promotici. c“ i
specific ac'thitluS, but it is none the less true that its influcnco on the
erzation of a tal markes or on the ctiitudes of individuol savers and’
privace insti thtims kas no% been as great as would have been desirrble
--probcbly because thc wor years luave not been the rignt tine for iis Cfi‘orts i
to bear fruit in that dire:tion. The Bunk's “ctiw'it ¢s have, at tho sane.
tinc, Lecn deeisive for acvelopments in the ficld ofgprivate credit--prias .rlly“
by linmiting its voluae ond influcncing its c.lre tion.
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3.. The Private Bankinc System

Develapment

The revolution of 1913-1917 wiped out most of lMexicc's banking 'system,
0f the private banks of issue that survived the civil war, all but one were
crdered to licuidate, as they were unable to meet their obligationms; and
the note issuing privilege was reserved for the central bank by the pro-
visions of the 1317 Constitution. Private capital in the form of gold or
silver coins was hoarded or lent by ustrers at rates of interest running
as high as 4 and 5 per cent per month, With the creation of the Bank of
Mexice in 1925 and the establishment of several branches, all conducting
commercial banking sperations, confidence in the banking system was to some
extent restored.

Tith the passage of the 1931 banking law, the Bank of lexico withdrew
from the private banking field, turning meny of its branches, of which there
were 26 at the end of 1931, into private commercial banks, A4 central bank-
ing system was created whereby private banks were reguired to be members of
the Bank of Mexico, which was erpowered to regulate their credit operations,

This develepment can be said to be the origin of the present lexican private
~ banking system.

With the monetary expansion of the war years as a result of balsnce of
rayments surpluses and government spending, private banking expanded tre-
mendously, From 43 banks with 82 branches in 1932, the private banking sys-
tem has grown to 387 institutions with 344 branches at the end of 1947
(Table 1, p. €), with resources in excess of 4 billion pesos (Table 5).
Several factors had postponed most of this growth until the war years. By
far the most important was the lack of confidence in the banking system
carried over from the days of the revolution, i/ A second factor, which is
gradually being rovercome, has been the absence of banking habits among the
public. This is atiributeble primarily to the predominance of the large
agricultural population and the low educaticnal standard of the economy as
a whole,

The Gencral Banking Law of Mexico designates six principal groups of
private banks (Chart I, p. 10); these can be classified according to the
impertance of their resources as follows: (1) commercial banks (deposit
banks), (2) savings barks or savings departments of commercial banks, (3)
"financieras! (industrial credit banks), (4) capitaiization banks, (5) mort-
gage banks, and (6) trust companies., Other private auxiliary institutions
which form part of the financial structure of Mexico are the credit unions,
warehousing ceposit institutions, the stock market and the clearing houses.,

11 _/ The money supply gives evidence of this distrust. Banking deposits
for mery prewar years (1932-1939) were only helf as important in value
as the outstarding currency. Not until 1945 did deposits exceed cur~
rency in circulation, and then only by a small margin,
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Ccmmercial banks

The Mexican banking law stipulstes that commercial banks (or deposit
benks) operating in Kierico City must have a mirimum paid-up capital of one
million pesos and that thcse operating elsewhere in the Republic must have
not less than 250,000 resos. They are authorized to receive demand deposits
(payable at sight or in less than 30 days' nctice) and time derosits (pay-
able after 30 days)., Total deposits and other current liabilities of a
bank are not to exceed an amouat eguivalent to ten times its vaid-up capital,
plus surplus, A4ll commercial benks must be members of the Bank of lLexico
and keep all their legal reserves therein. These legal reserves have been
fixed at different percentages of bank liabllites, depending on whether the
benks are in the Federal District or in cther parts of the country, For
banks in the Federal District, reserve requirements are £0 per cent of demand
and time liabilities; for banks outside Mexico City but located where there
is an agency of the Bank of Mexico, they are 45 per cent; and for banks lo-
cated where there are no such agencies, they are 35 per ceat. In order to
meet the banks' demends for earning assels and to make possible an increase
in credit for certain selected activities, the banks have been given an op-
portunity to invest part of their reserve requirements in national securi-
ties and in agricultural and stockeraising credit,.(Table 6).

All Mexican barking laws have emphasized liquidity. The increases in
minimum reserve requiremerts, hcwever, are more in the nsture of anti-
inflstionary measures than liquidity deviees., To JInsure liquidity, the
law provides that at least 30 per cent of a bank's credits should be at no
more than 90 days and thut not more than 20 per cent of total commercial
bank liabilities may e kept in paper falling due in more than 180 days.,
Banks mey hold in lisu of reserve requirements only securities which have
not fluctueted mere than 3 per cent during the previous six months, 4 limit
of 250,000 pecos is placed on any one loan, whether to an individual or to
an institution. A1l lorans must mature in less than one year, with the ex-
ception of loans mage for the specific purpose of increasing agriculiural
production ox for livestock, which may have a maturity of 2 to 5 years, de-
rending on the nature of the operation., The total amount of these lonzer-
term loans must not exceed the combined value of capital and surplus. The
law was modified in 1946 to permit the Bank of Mexico to pass rart of its
portfolio of government and other bonds to commercial banks; these invest-
ments are not, however, *o exceed 20 per cent of the comrercia’ bank!s
liabilities, Commercial banks may rediscount commercia) paper with the
Bank of Mexico,

While the law emphasized liquidity for commercial banking institutions!
portfolios, these institutions are not, in any case, as interested in msking
investrents as in making loans, Mexican bankers show very little enthusiasm
for long-tern peper, particularly goverameat -bonds, and any of which they
have taken up have been as an investment in lieu of minimum reserve require-
ments. This is no!, surprising when short-term cormercizl loans provide a
much mere profitable return snd incure a greater portfoiio liquidity

12/ liexican bankers frequently insist on the lack of liquidity of govern-
ment bonds -- &n argument which 2:61ds true only as long as the tankers
themselves refuse to create a market for these bonds by substantial
purchases, loreover, central bank authorities have given government
bends considerable liquidity by repurchasing them almost at par,
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Teble &, Hain Accounts of the Private Banks
(in millions of pesos)

1945 1946 1947  1948-June
TCTAL ASSETS 3,765.5 3,939.2 4;164.6  hyh342
LIQUID AS3FTS 1,575.6  1,397.4  1,191.5 1,091.7
INVESTMENTS , 68,8 565 .7 672.3 858,3
Federal Govt. (Dcmestic Debt) 143.0 134.6 1619 170.6
Iocal Governments ' 9.5 2,9 2.1 2:2
Nacional Finenciera 4003 70,9 5647 87.3
Banking Bonds 277 42.1 49,9 15446
Commercial Bonds 0.5 1,0 1.7 1.1
General Bonds - 15,8 R3.3 23.8 128,4
Mortgage Bonds 11,3 17.7 243 25,0
Other Bonds 0.1 0.1 0,1 0cl
Banking Stocks 73.1 80,4 92,2 99.1
Bank of Mexico 21,2 22,6 24,00 23.4
Other Banking Institutioms 51.9 5748 68,2 7547
Industrial Securities 175,2 234.8 . 309.5 34die5
Mortgage Cedulas G 3.2 10,8 10.1
Mortgage Bonds 12.4 12.1 11,3 10,5
Stoclks of National Corvoraticns 122.7 162.4 221:.5 252.,2
Stocks of Foreigr Corperations 3.8 0.3 2 )
Other Securities <9.9 46,8 657 68,5
CREDIT 1,572.0  1,793.3 2,094.0 2,250.3
To Private Banks 50,3 86,2 76.6 83.7
To Private Individvals 1,521.7  1,707.1  2,017.4 2,166.6
30 D&ys 39»6 446 3805 3502
90 Days 376.3 339.0 4169 38442
180 Days BG4, 6/8.2 T 81,7
360 Days 211.3 2A438.5 337.1 509.9
More than 300 Days 330,2 406.8 45305 43546
CTHER ASCSEDS 149.1 182.8 R06.8 33,9
TCTAL LIABILTTTRC 3,763.5 3,939.2 4,164.6  LyA34.2
Check Deposits 1,850 5 1,705,1 1,672.7 1,778,6
Sight Depusits 20.6 0.4 17.3 23,0
Saving Deposiss 256.5 244,.2 280.0 314,7
Time Tepreits 127.2 109.4 105,1 105.4
Bonded Debt 474.2 588.3 700,9 733.2
Sight and Term Deposits and (bligations
in Foreign Currsnsies 178.8 241.6 21642 249.5
Capital 323.8 377.4 450.2 458.1
Reserves (Surplus) 4603 52 7 70.9 12,2
Profit ard loaces ‘ 19,7 5¢.,1 57,8 L4.s0
Other 1c2.1 120.4 ket 155.3

Source: Bank of Mexico, YVigesimoserta Assmblea Gareral Ne Acslonistas, 1948
arnd information supplied by the Pank of Mexico.
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Table 6, Main Accounts of the Deposits and Savings Banks#

(in millions of pesos)

1945 1946 1947  1948-June

TOTAL ASSETS 2490444 2485762  24883.5 3,045.0
LIQUID ASSETS 1,520.0  1,350.5  1,146.8 1,042.8
INVESTMENTS 2247 286,46 344,48 4983
Federal Govt., (Domestic Debt) 114.3 101.8 126,6 133.6
Local Governments 4l 0.1 -- 0.6
Nacional Financiera 29.9 63.1 47.6 73.2
Banking BOIﬁS 1099 20.6 2605 13232
Commercial Bonds 045 - 0.8 2
General Bonds 842 1.1 16.0 121.1
Mortgage Bonds 2,2 645 9.7 10,7
Banking Stocks 4747 53.7 59.1 60.6
Bank of Mexico 17.9 19.4 20,5 20.8
Other Banking Institutions 29.8 3443 3846 39.8
Industrial Securities 17.8 4743 85.0 98.1
Mortgage Cedulas 2.1 6.8 L6 4eb
Mortgage Bonds 1.5 1.3 1.6 1l
Stocks of National Corporations 10.3 319 5545 6he3
Other Securities 3¢9 7.3 23,3 27.8
CREDIT 1,068,9 1,128,2  1,301.2 1,399,9
To Private Banks 50,3 86,2 7646 8347
To Private Individuals 1,018,6  1,042,0  1,224,6 1,316,2
30 Days 3501 3900 3309 3201

90 Days 35749 314.1 379.3 358,0

180 Days 5115 56705 638,2 72847
360 Days 81,7 , 84e3 106,0 115.0
More than 360 Days 32.4 37.1 67.2 82.4
OTHER ASSETS 81,8 91.9 S0,7 104.0
TOTAL LIABILITIES 24904eh  2,857.2  24883.5 3,045.0
Check Deposits 1,841.8°  1,702,9  1,672.2 1,777.6
Savings Deposits 25645 %o 2779 310,5
Time Deposits 132.1 104,7 103,1 102,6

Sight Deposits and Obligations in Foreign

Currencies 156.2 210,6 183.5 209.9

" Capital 169.2 181,8 193.6 202,1
Reserves 32.4 39.1 46,3 55.1
Profits and Losses 28.8 3347 34,3 25,0
Others 61.1 68,8 82.5 89.1

Source: Bank of llexico, Vipesimosexta Asamblea General Dz Accionistas, 1948

and information supplied by the Bank of Mexico.

# Separate statistics for savings banks are not available, since for the most
part savings institutions ere mere departments of commercial banks,
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While investuents have increased from approximstely 5.8 per cent of demand
and time deposits in 1941 to 4.4 per cent in 1947, this increase is merely
the result of the Bank of Mexico's policy of permitting commercial banks to
hold a part of their minimum reserve requirements in securities.,

The major function of commercial barking institutions has been to pro-
vide short-term credit, both commercisl and industrial (Table 7). The for-
mer has been very much in demand during the war years because, with rising
prices, commodity speculation in building up and withholding commodity inven-
tories has proved very profitable. Both the Bank of lexico and the 'Wacionsal
Financiera' have repeatedly criticized, to little avail, commercial banks
for making these loans, which have helped to drive prices up.

Commercial banks have been willing lenders to selected industrial con-
cerns, This credit has not, however, gone directly where it was most needed
-~ namely, to small new industrial firms. In pre-revolutionary days produc-
tion eredit was extended almost solely to the large land owners ("hacendados™)
and this privileged position has now been inherited by the larger commercial
and manufacturing companies. For these, credit is no problem. The ease with
which they are able to bocrrow from banks has enabled many large commercial
companies to become, in turn, lenders to small manufacturing firms and mer-
chants, ’

There are several reasons why commercial and private banks in general
are discouraged from making agricultural loans. The average farmer in liexico
is poor and possessei very few resources, except his land which, by law,
carmot, be mortgagedv—z/ Therefore, in cbtaining credit he can only pledge °
his ecrop. Because of the technical backwardness of lexican agriculture,
the success or failure of a crop depends, moreover, mainly on weather con-
ditions. lNecessarily,the lender assumes great risks advancing credit cn
such a basis, and this is evidenced, although overemphasized, by the low
percentage of recovery un agricultural leans made by national banks. Other
reasons why private credit is not made available tc farmers arei (1) the
extreme division of property which increases collection difficulties; (2)
the erroneous opinion held by the uneducated farmer thst national banks are
charitable institutions; and finally (3) because of his ignorence of banke
ing habits the farmer himself turns to the merchant who purchases his crop,
even though the latter imposes the mostoppressive terms.

Commercial bank credit to agriculture was practically non-existent
until the Bank of liexico used its reserve requirement policy to promote
it by giving banks in rural districts the alternative of lending to agri..
culture er maintaining idle reserves, By this means 100 million pesos of
credit were granted to agriculture by commercial banks in 1947 (87 million

13/ The Agrarian Keform of 1910 expropriated large private estates and
divided the land into "ejidos" and small holdings. The "ejido" is
the smhunt of land sssigned to the farmers of a village, It may be
subdivided into parcels or exploited cooperetively. Even if the
"ejido" is subdivided into percels, it continues to be a unit for
purpeses of the igrarian Law, The "ejido" proverty is nonetransferatle,
and it is not subject to purchass or sale, nor can it be mortgaged,
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Table 7. Destination ef Credit of iexican Cormercial and Savinzs Banks

(annual monthly averages in millicns of pesos)

1944 1945 1946 1947
Total Credit (1) 76703 89503 99509 . 1,10209
Production Credit (2) 408.7 49549 595.8 553.8

Percentage (2) s (1) 53 55 51 51
Industrial Credit 282.4 3443 359,5 417.9
Agricultural Credit 92.6 112.3 12441 100,0
Livesteck Raising Credit 28.4 349 37.7 37.3
Mining Credit ‘ 5.3 43 b5 4:6
Commercial Credit (3) 358.6 399.5 48942 543.1

Percentage (3) : (1) 47 45 49 49

Seurce: Bank of Mexice, Mexieo D.F., 1948,
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being grsnted ty banks cutside the Federal District). In general, much of
the credit extended for productive purposes by commercial banks is a re-
sult of actien by the Bank of iiexico in granting this facility and requir-
ing that, to be eligible for rediscount, banks must have 60 per cent of
their credit portfolio compcsed of credits for productive purposes.

Savings banks

Savings banks must have a minimum paid-up capital of 100,000 pesos if
they are located in Mexico City and 50,000 if in other cities. Total lia-
bilities cannot exceed twenty times the capital and surplus, Savings de-
pesits, as defined by the barking law, are depusits bearing interest which
may be withdrewn within a time period (not less than 30 days, but running
up to 20 yeart) agreed upon between the depositor and the banking institu-
tion., Interest of 4 or 4 ;/2 per cent is paid on individual deposits only
up to 25,000 pes::s. No withdrawals of mere than 100 pesos, or 30 per cent
of the balance, whichever is lewer, can be made, and withdrawals are per-
nitted enly at intervals of 7 days or more. In addition to savings deposits,
savings banks may also obtain funds by issuing savings bonds, which hcwever
have very secondary impertance (Table 6, p.24).

, Savings banks assets more than tripled during the war, and by the end
of 1947 total savings deposits were in excess of 275 million pesos (Table 6).
Being for the most part mere departments of commercial banks, rather than
independent institutions, their financing habits are necessarily the same

as those of ccmmercial institutions. While in principle they are providers
of investment capital, in practice the larger part of time deposits has

gene into more profitable short-term lcans.(Table 7). The fact that time
deposits carry interest of only 4 per cent has, no doubt, also influenced
this policy., While maintaining considerable amounts in liquid form, a

large part of their portfolio is represented by discounts., In the middle

ef 1946 investments were only 40 per cent ef total portfolio; the rest were
shert-term loans. In 1946, 98 per cent of the credit granted was for less
than ene year!s maturity. In shert, it cannet be said that these banks have
adequately performed the functions of investment institutiens,

Industrial eredit banks

The "Scciededes Financieras" were legally authorized in 1932 to finance
industry but did not assume great importance until the change in banking
laws in 1941, in consonance with the industrialization program which per-
nitted these institutiens to extend their sperations,

The "finencieras" are intended to perform the following functions:

(1) To premote industrial enterprises by floating securities,

(2) Te purchase and held stocks,

(3) To issue their own bonds (called general bonds),

(4) To make 6-month to 30-year loans and, under special circumstances,
loans maturing in less than 6 months,

(5) To have rediscount privileges with the "Nacional Financiera."
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Legally, the "financieras" are thus designed to specialize along in-
vestment tanking lines. They are to promote and finance enterprises and
develop markets for their securities. In order to previde working capi-
tal for industry, they are permitied to make loans with & minimum maturity
cf 6 months, Although in principle the rate of interest on all loans and
credit granted by the "financieras" is officially estimated at around 12
per cent, it is actually often &s high as 15 or even 18 per cent, derend-
ing en market conditicns, the specific financial institutions concerned,
their connections with the debtors, the security offered, the destination
of the funds, et cetera.

Among private financial institutions, the "financieras"™ or industrial
credit banks have contributed most to the industridlization of Mexico, Their
growth (Table 1, p, 6) has been aligned with the Government!s industrializa-
tion efforts, which began in 1941 in the Avila Camachc administration
Like savings banks, the majority of "financieras" are subsidiaries of larger
cemmercial banks, rather than inderendent institutions. This fact hes un-
questionably influenced their investment and lending habits .12

The "financieras" have shown little interest in markesting the secur-
ities of enterprises which they premsote. Instead, they prefer to hold them
end issue their own bonds (general bonds) , using the stocks and bonds of
private business as ccllateral., The ultimate investor, therefore, through
the purchase of "financiera" bonds mekes an indirect investment in industry.
These operations have grown enormously, as may be seen from the table on
loans end investments outstanding (Table 8)., About half the "financieras",
however, do not use general bonds to obtain funds, but rely on their cwn

Table 8, MFinancieras" - Loens and Investments
(milliens cf pescs) '

Investments

Yesr Leans o in Securities
1941 63.8 39.7
1942 . 87.8 ’ 32.9
1943 139.6 71,3
1944 201.2 16,3
1945 286,9 128,2
1946 393.4 : 179.7
1947 524.0 213.3
1948 (August) 56,7 205,5

Seurce: BeletIn Estadisties, Cemisién Nacional Bancaria,

14/ Prior to 1941, the Cardenas administration made agricultural develep-
the keynate of its pregram.

15/ The General Banking law of 191 enables the "financieras" to make loans
ef less than six months' meturity in special cases. Through this loop-
hele, the "financieres" have made substantial short-term commercial loans,
thereby encroaching upon the commercial banking business. From another
point of view, and amounting to the same thing, it would appear that
comnercial banks have utilized the funds of their "financiera" subside

isries for shcrt-term commercial lcans, 1nstead of for long-term indus-
trial financirng.
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capital and on commercial credit (Table 9). Of tne more than one hundred
"flnahcieras,“'2é7e have issued about €0 rer cent ef all the general bonds
in circulation.d

The largest purchaser of the general bonds has been the Bank of kexico
(216 million as of December 1947). The private banking system, again in
December 1947, held cnly 22,3 million, the balance, 84&millicn, being in
the hands of insurance companies, private banks, and privete individuals
and businesses,

While the "financieras!" investment eperations have been substantial
(Table 8), they have been less than half as importsnt as their direct lend-
ing operations,

The "financieras" Lave been able to exvand primarily by means of two
devices, The more important of the two is ths privilege granted to them by
the banking law te use commercial paper created through lending operations,
in the same way as stecks and bonds of private institutions, as collateral
for the issuance of general bonds. The second source of expansion is de-
rived through rediscount operations at "Necicnal Financiera". The funds thus
acquired go ints additicnal loans and, in & system thirsty for credii, an
almost unlimited expansion is thus permitted, If this credit met the need
for which the supply was created, there would be little to criticize. In
practice, however, this hass not been the case.

The "financieras" have ured their resources to conduct a commercial
loan business on the one hend, and an investment buminess on the other,
The function for which they were established, that is, to promote indus-
trial development, has not been served as fully as intended. Whereas they
were created to meel the needs of small infant industries, they have been
more interecsted in extending credit to old and established commercial and
industrial firms,

4 publication of the official development corperation, "Nacional Fi-
nanciera," stated in 19,7 that, generally speaking, the "finamcieras! have
not tried to promete industries, if this meant incurring high ccsts for tech-
nicgl services of good quality; if technical investigations had been more
thorough, the leng-term prospects for their investments would have been
better, Most industries have been approached from the pcint of view of
imrediate prospects for high prices and high nrofits. The U"finencieras"
have bteen accused of unnecessarily financing objectionable consumption
industries and of neglecting capital formstion industries. In this, they
acted in response to certain types of demand arising from high money incomes.
At times, the industrial promotion carried out by the "financieras" aimed
net at {inancing, but at securing control of enterprises, a function which
is not within their score. Some "financieras" have done a good job, but
this is not the rule.

16/ This was the situation in 1946, the lstest date for which information
is available.
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Table 9, Main Accounts of the Industrial Credit Bonks (Financieras)
(in millions of pesos)

PIPEE

1945 1946 1947 19/8~-June

o
.

TCTAL ASSETS 468,0 6251  TThe5 858.7
LIQUID ASSETS , 26.1 29,5 22.3 2503
INVESTLE: TS 158,3 179.7 213.3 239.4

Federal Govt., (Dcmestic Cebt) 3.6 0.3 0,6 1.0
Lceal Governments 5.1 Re5 1.3 " 1.2
Nacional Fimanciera 422 2,1 0.5 a1
Bankinz Bonds 22.2 2.6 2642 20,4
Commercial Bonds — 0.4 0.6 063
General Bonds 4.6 5.8 2.3 1,8
Mortgage Bonds 0.4 0.6 1.8 1.2
Benking Stocks 17.2 17.8 21.5 26,0
Bank of Mexico 1.8 1,5 1.5 - 049
Other Institutions 15.4 1€.3 20,0 25,1
Industrial Securities 123.2 150,42 184..7 20%.7
Mortgage Cedulas 0:4 1.3 1.5 1.3
Mortgage Bonds 9,1 9.8 2.9 8.3
Stecks of National Corporations 94,7 - 112.3 14546 169,6
Stocks of Foreign Corporations 3.1 0,3 0.2 0,2
Other Securities 15.9 26,5 28,5 2643
CREDIT 68,3 393.4 504,0 553.0
To Private Institutions 268.3 393.4 504.0 55340
30 Days 2.4 3.9 2.7 0.7
90 Days 1814 24—-9 3704 2690
180 Days ) : 3914 6809 123.2 6004
360 Imys 82.7 117.9 144.8 297.0
More than 360 Days 125@ 17708 195.9 16809
OTHER ASSETS 15.3 2.5 3449 41,0

TOTAL LIABILITIES 468.0 625.1 77445 858,7
Check Devosits 8.7 2.2 0.5 1.0
Sight Dewnosits 8.2 6o, 3,0 3.1
Time Deposits 5.1 406 2.0 2.8
3ended Debt 18444 26,6 332, 348.2
Sight Cbligations 87.0  131.8 136,1 153,7
Sight and Term Deposits and Obligations

in Foreign Currencies 18.5 30.4 31.9 38,7
Capital 113.2 146.3 201,0 198,7
Reserves 8.9 12.7 15,8 5841
Profits and Losses 13,0 1.1 13,9 12.7
Other 21.0 30.0 3744 417

Source: Barnk of Mexico, Vigesimesexta Assmblea General De Pocionistas, 1948
and information supplied by the Bank of kexico,

Carrected: ngsgi?y 15, 1949,
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The fact that the "financieras" have not served their purrose to the
desired extent was officially recognized by President Aleman in his speech
of September 1, 19/.8, wheir he sald that in view of the failure oftfinan-
cierad . sther neans would Lave to be found to promote industrial develop-
ment,

Capitalization banks

The capitalizatirn banks are authorized to receive deposits repayable
cn e fixed dete, or in exchange for annuities, In exchange for depcsits
these banks offer either capitalization certificates or policies depending
upon the contract the depositor desires. 4t least ZQ'per cent of total de-
posits must be invested, as a reserve, in government bonds.

o more than 5 per cent of current liabilities may be loaned at less
than 180 days, and no more than 30 per cent of these same liabilities may
be pleced in loans in excess of 180 days. In no instance are direct loans
to be made in excess of five years., However, credit may be advanced fcr
longer periods where collateral such as securities cr warehouse receipts
is deposited, provided thai the loans do not exceed 80 per cent of the value
of such collateral. Credit up to ten years may also be provided forieal
estate and constructicn purroses,

Since 1940 these institutions have grown rapidly (Table 1). At that
date their total resources were about 56 million pescs. In 1942 they hed
grewn to 88 million, in 1946 they were 234 million, and in 1947, 278 million
(Table 10). Their capital has only been a subsidiary source of funds, the
main source being the premia paid by holders of capitalization securities,
which represent more than 90 per cent of total resocurces. The lottery feature
¢f these securities has probabliy made tnem more popular.

The same cuncentration apparent in other tyres of banking institutions
is found in capitalization societies: most of them are in liexico City., The
twe largest capitalization banks account for more then 55 per cent of all
the recources of the systam.

About half of the 84 million pesos of investments of capitalizaticn
banks are in government bonds, while their crecit to private individuals
and firms anounted in June 1948 to 169 million pesos., Two-thirds of this
last figure is represented by loans of less than one year.

Martgage banmin

These banks are not permitted to accept deposits. Their function is
to issue mortzage bonds and to guarantee mortgage "cédulas" (a variety cf
mertgage bonds). Both the bonds and the “cédulas" may bear maturities up
to 29 years. The bonds, however, in case of default have preference over

17/ as a psyechclogical appeal, these banks conduct a lottery several times
e year, and depositers holding winning numbers receive all the bene-
fits of their annuities cr lump payments withcut any further contribue
tion on their part,
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Tablo.1%s Main Atcouhts of Capitalization Banks
(in millions cf pesos)

—

1945 1946 1947 19/8-June
TOTAT, ASSETS 185.5 234.6 278.0 302,1
LIQUID ASSETS 3.7 5.2 Y 8.2
INVESTVENTS 59,1 €9.3 7944 8402
Federal Govt, (Domestic Debt 24,6 32.3 342 35.2
Local Governments . — 0,1 0.1 0.1
Nacional Financiera 2.6 bl 6.5 9.8
Banking Bonds 14.8 16,3 19,7 20,1
Commercial Bonds — 0.4 0.2 0.3
General Bonds A 1.0 2.3 25
Mortgage Bonds 7.3 7.9 9.2 8.8
Other Bonds 0.1 0.1 0.1 0.1
Banking Stocks 6.0 6.9 749 863
Bank of Mexico 0.4 0c3 0.3 0,3
Cther Banking Institutions 5.6 6.6 7.6 8,0
Industrial Securities 17.1 16,2 18.9 19,0
Mortgage Cedulas 0.3 0,3 1.3 0ok
Mortgage Bonds 1.5 0.7 0,3 0.3
Stocks of National Corporations 1467 14.6 16,7 17,1
Other Securities 0.6 0,6 1.6 1,2
CREZDIT 1011 131.6 1540 169.4
To Private Individuals 101,1 131,6 1540 169,.4
30 Tays 0.6 0.6 0¢5 0.4
90 Days — - 0.2 0,2
180 Days 134 11,8 10,0 12.6
360 Days [06c9 66 -3 86 q3 97.
More than 360 Days 40,2 529 5746 5843
QTHFR ASSETS ‘ A 21.6 285 36,8 4043
TOTAL LIABILITIES 185.5 2346 78,0 302.1
Time Deposits - 0.1 — -
Bonded Debt- 166.7 209.3 249.1 269.8
Sight Cbligations 2.6 5¢5 bok 563
Sight end Term Obligations in Foreign
Currencies — 0.3 0.3 0.7
Capital 833 908 110/0- 12.9
Reserves 1.8 2.3 2.8 3.4
Frofits and Losses : 2,1 2.0 2.6 2.5 -
Other 4.0 5@3 7.4 7:5

Source: Eark of Mexico, Vigesimosexta Asimblea General De Accionistas. 1948
and information supplied by the Bark of Mexico,




all ether c¢blizations of the mortgage banxs, while the'cédulag"have only
specific tacking, Canital for these operations is derived from paid-in
capital, &s well as from assets of other instituiions, when bonds are issued
for their benefit,

liortgage banks have specialized in building comstruction, which they
have effectively promoted. Aural development through mortgaze credit ec-
counts for less than 5 per cent of all morigage credit. (In 1944, in order
to avoid land speculation, they were prohivited from granting lozns on the
security of land). A field in urban construction which has scarcely been .
touched by mortgaze credit is low-cost housing.

Private mortgage bonds were first issued in 1942; in 1943 the amount
issued was 21 million pecos. A peak was reached in 1946 with 125 million,
decreasing to 116 million pesos at the end of 1947 (Table 11). MNortgage
certificates ("cédulas") have bad more success and have shown a steady in-
crease, although with a tendency to taper off. In 1937 the amount issued
was ¥7 million pesos; in 1944 it had gone to 11l million, in 1946 to 195
million, and in 1947 to 205 million. Both bonds and certificates have a
maturity of eight to ten years, although tney can be extended to twenty
years, and bear ' interest of approximately 7 per cent.

Most of the mortgage business is drmne in Mexico City; five institutions
in the capital together have as much capital as the other sixteen. Five
institutions out of twenty-one have issued almost 80 per cent of all out-
standing bonds, and the same is true of certificates, Many of the smaller
mertgage banks have had tn rely exclusively on their own capital for their
eperations, :

Trust companies

The functions of these institutions are very diversified. They receive
deposits consisting of all kinds of pereconal property, securities and rights,
and icsue certificates nf participation representing such prorerty. They
carry out trustee operations and issue trust certificates; they intervene
in issuing securities of other firms; they invest funds of private individuals
er institutions in accordance with terms agreed upon, and may invest their
own capital funds,

These institutions had a rspid development after 1941, when there were
only 26 of them, Of the 87 which existed at the end of 1947, 55 were in
liexico City (Teble 2, p. 8).

The distribution of their investment portfolio reveals that their most
favored securities are, in the following order: mortgaze paper (both bends
and certificates); bonds and other securities of "financierash snares of
credit institutions; securities issued by official institutions; shares and
bonds of industrial firms; government bonds (Table 12),

&s part of the general financial structure of liexico, trust compenies
are & small but important support of the security market,
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Table 11, lain Accounts of the ilortgage Banks
(in millions of pesos)

1945 1946 1947 1948-June

TOTAL ASSETS 179.6 195.6 192.0 191,8
LIQUID ASSETS 5.8 5e7 6.3 8.1
INVESTMENTS 12,5 13,6 13,6 13.9

Federal Govt, (Domestic Debt) 0.2
Nacional Financiera (cer. de par.) 0.2 — 0.1 0.1
Banking Bonds 0.3 0.6 0.9 0.9
Commercial Bonds - — 0.1 —
General Bonds 0.1 0,1 0,2 0.2
Mortgage Bonds 0.1 0,3 004 0.3
Banking Stocks 0,1 0s2 0s2 065
Bank of Mexico -~ 0,41 0.1 0,2
Other Institutions 0,1 0,1 0,1 0.3
Industrial Securities 12,0 13.0 12.6 12,7
Mortgage Cedulas ’ 1.7 1.6 0,8 0,7
Stocks of National Corporations 0.2 0.3 © 0.5 002
Other Securities 10,1 11,1 11.3 11,8
CREDIT 132,8 138,8 132,.1 125,.4
To Private Institutions 132.8 138,8 132.1 125.4
30 Days 1.5 1.,0 102 1.6
90 Days - — —~ —
180 DayS - - I -
360 Days — - - —
More than 360 Days 131,3 137.8 130,9 123.8
OTHER ASSETS 28,5 37.5 40,0 bl d,

TOTAT, LIABTLITINS 179,6 195.6 192.0 191,8
Bonded Debt 123.1 132.4 118.9 115.2
Sight Obligations ; 16,8 19.2 26,5 30.5
Capital 19.2 221.3 22,2 22.3
Reserves 2.7 3,7 4a7 59
Profit and Losses 2.9 3.9 3,9 2:3
Cther Liabilities 14,9 15,1 15,8 15,6

source: Bank of Mexico, Vigesimosexta Asamblea General De Accioristas, 1948
and information supplied by the Bank of Mexico,
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Table 12, Nain Accounts. of the Trust Benks (Fidueisrias)

(in millions of pesos)

o

——py

1948«June

1945 1946 1947

TCTAL ASSETS 28,0 26,7 32,0 2949
"TLIQUID ASZETS 11.0 6.5. 8.6 6.8
INVESTVENTS 142 16,5 17.8 17.8
Federal Govt. (Domestic Debt) 0.5 0.2 0,4 0,6
Local Governments 0.3 0.2 0.6 0.2
Nacional Financiera (cer. de par.) 3.4 1,3 1,7 1,8
Banking Bonds 49 6.7 767 7.8
Commercial Bonds — 0.2 — 0.1
General Bonds 1.5 2,3 . 2,7 25
lortgage Bonds 1,3 204 2,3 2.4
Banking Stocks 2,1 1.8 2.7 2.8
Bank of Mexico 1,1 1.3 1.6 1,2
Other Banking Institutions 1.0 065 1.1 1.6
Industrial Securities 5.1 8.1 744 T4
Mortgapge Cedulas 1.9 3e2 3.5 3,0
Mortgage Bonds 0.3 0.3 0.5 0.4
Stocks of National Corporations 2,8 3.3 2.7 2.9
Other Securities 0.1 1.3 0.7 1.1
CREDIT 0,9 1.3 2,0 A
To Frivate Institutions 0.9 13 2.0 A
20 Days - - 0.2 04

S0 Days - 0.1 - -
More than 360 Days 0,9 1.2 1.8 2,0
OTHER ASSETS 1.9 A 3.6 2.9
TOTAL LTARTLITIES 28,0 26,7 32,0 29:9
Sight Otligations 10,5 3.7 5.8 5.0
Time Deposits in Foreign Currencies 0.1 0.3 0,5 0.2
Capital 13-9 1892 19;9 2000
Reserves 0.5 0.9 1.3 1.6
Profits and Losses 1.9 2:4 3.3 1.8
Other Liabilities 1.1 1.2 1.2 1,3

Source: Bank of Mexico, Vigesimosexta Asamblea Generai De Accionistas, 1948

and information supplied by the Bank of Mexico,



suxiliary finaacial institutions

Credit unions are required to specialize in either agriculture, in-
dustry, or ccmmerce, except that associations whose memters deal with the
precessing of agricultural products and raw materials into finished goods
are permitted to engage in mixed activities. Their function is to provide
credit for their members by smell loans repayable in no more than five years,
They may occasiocnally perform other funciions, such as building and adminis«
tering property for members, purchase and sale of members' output, and may
even acquire securities of enterprises in the branch of industry in which
they specialize., No statistical data are available, but it is known that
the volume nf their credit transactions, except for the agricultural unions
discussed in the next chapter, is relatively small,

Warehouses assume importance in the eredit picture only insofar as
they are permitted to issue merchandise receipts, which are in turn used
in securing commercial credit.

There are seven clearing houses, through which an average of over two
billizn pesos of checks is cleared menthly. Their facilities have undoubtedly
helped to expand the use of checks. It was not until 1945 that bank deposits
exceeded currency in Mexico,

The nature and cperations of the stock exchange are discussed in a
later chapter,

Referm

The endeavors of the private banking system in firancing industrial
developnent have been very disappointing. Even the "financieras," specif-
ically created to stimulate and prouote industry, have been more interested
in short-term lending than in long-term industrisl investments. To remedy
this situation, the Government is currently taking steps to crient the flow
of credit in the proper direction, The reform of the Banking Law of 1941,
which was submitted to the Mexican Senate in January 1949 and which is likely
to be adopted, is crncrete evidence of such intentions.

The reform purpcrts to accemplish two objectives:
l. To assure that a greater proporticn of rrivate banking resocurces
will be used in long-term loans and government end industrial

papere.

2. To create, cr perfect, a credit system to meet the needs of each
¢f those productive activities requiring credit,

The new amendments for each category of credit institutions affected
by the reform are as followss

l. Commercisl tranka

The 90-dey term for commercial loans, which was established by
the previcus law and whicii has always been burdensome to creditors,



has been extended to 180 deys. Credit may be grented for crcp advances
for a period of no more than 2 years nor less than cne year, &nd for
equipmeat, livestock and other medium-term improvements, for a period
up to 5 years,

Current obligations, which now may not exceed more than ten times
the sum of their capital and reserves, may be increased as high as 15
times that amount when mcnetary policy makes it advisable, which will
be at the discretion of the lMinistry of Finance,

Investments in tonds cannot exceed 15 per cent of current obliga-
ticns,and up to 80 per cent of deferred obligations may be applied for
the granting of crelit for 1, 2 and § years and for investment in
securities, "cédulas," bonds, stocks, et cetera, with 2-year maturity.

The Miznistey of Finance shall f£ix what percentage of the credit
eligible under the foregoing restrictions may be extended for crop
advances, for medium-term improvement loans and for securities invest-
ments, '

The Ministry of Finance shall pericdically announce, through
circulars, what general activities necessary for the economic develop-
ment cf the country shall be eligible for medium-term credit.

liedium~term crecit cannot exceed 50 per cent ~f the value of the
property posted as collateral by the borrower, ncr exceed 50 per cent
of the combined capital and reserves of the institution obtaining the
loan,

2. Sszvings banks

The credit advanced by these institutions shkall be apportioned as
follows: up to 20 per cent for 90-day loans; up to 20 per cent for
loans from 90 days to one year; up to 20 ver cent for crop advances
repayable in 1, 3 or 5 years; anc up to 30 per cent for mortgaze loans.

3. Industrial credit banks ("financieras")

The "financieras" can grant letters of credit for the purchase
cf machinery and raw materialsj subscribe to or contract public loans
(for no more than 30 years); issue financial bonds with specific back-
Ing; grant secured lcans and crop advance loans; grant credit of 5 to
10 years for agriculture and commerce and up to 15 years for industry.

L. Capitalization banks

The capitalization tanks must have a capital of not less than
cne million pesos, and their total capital and reserves must not be
less than 20 per cent of their totel liabilities} they must maintain
a reserve tn redeem capitalization securities and annuities when they
fall cue, and to sccomplish these ends they are authorized to invest
their liabilities in the folloming proportions: up to 5 per cent in
loans due in 60 to 180 days, up to 15 per cent in crop advance crecit
repayable in 3 yeers and mediun-term credits repayatle in 5 years; up
to 30 rer cent in bolds &nd listed securities and up to 20 per cent
in loans fer low-inceme housing,
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L. The lintional Senxing System

The private banking system is mainly engeged in short-term commercizl
finencing, To prowote productive activities, the Covernment of lexico has
had to crecate a nationzl systen of bonking institutions, which incluces
ten netional banks (Uluru I, p. 10), designed to provide selective ond long~
term credits. ' ' ! ‘ : o

WNacional Financiera®

By far the most importont national bank in terms of resources (Table 13)-
and achievements is the "Nacional Finmenciera.! Founded in 193k to creute"a
narket for zovernment, state aud wvnicipal tonds, it had nomgreat importanc
in the financial structure of uexico until 19ul, vhen it waes “eorgunlzhd
primarily as an iavestment bank.

The most important reason for its reorganization snd, therefore, the
main objective for its operction was the premotion of industrial auvelopmcut.
The New Organie Powr of 1941 alotted the folloving rfunctions to the "N:clon
Finocnecieras? G

(1) To develop private eaterorises that were unattr astive td private )
capitcl beczuse of tile lerge investment repired and the probablc alwvness
of the returns;

(2) To grant cssistunce if enlled upon, vhere priv“te ca itﬁl‘h d taken
the initictive; ' e

(3) To act as a central bork for the "financicras whon thoy werc in ,
need of 2dditional credit to finance their ovm industrizl undert “Kln§S' for
this purgose the "Nacional Fin~nciera% was cmowered to mwko sccurud ;oons
to the "Iinancicras,"

(L) To cct as intermediary botween persons or irstitut 1ons, domestic
r forcign (i.e., mort-Import Sani, Interniational Btnk for Recenstiruction
"nd Dovelopment, etc.), interested in plecirg canital in' dexicos

(5) As = furiher means to stimlatc 1nduatry& pronoting 1onb-tcrm

crudits by developing a btrocder sceurity markct und 1ﬂprov1nz the cxlstlng
stoct cxchange;

(6) And, finollry, to nct as cgont for the federal, state and loeal
governments ia the issug, conversion cnd retircment of public sacuritics,

To carry out chese extersive functicns the "lacionz) Fincncicra® was to
have an authorized cepitsl of 20 million nesos (irercascd in Deccaber 1947
t2> 100 aillion), 51 per cent subscribed by the Jovermmert, the bzlance to
to subscribed by nationnl ~nd private barking lastituticnse It was also
gronied power to obtoin funds by the szlc of its bonas, ricoirss to ridis-
counting privilegos with tie Banic of sduxice, o~nd sole of participatioa

certilicates backed Uy desipnated sceuritics in its portfclio,



Table 13, National Banking System - December 31, 1947
(millions of pesos)

Nacioml NoBo Of NcBa Of N.B.Ofl/N.B.Of N.B.Of NoB‘Of CO" NnBoOf‘i’Jare"
Finan~ Public Agricul. Ejidal Foreign ilotion operative housing N.B.
Total ciera Works Credit Credit Trade Pictures Development Deposits Army

Total Assets 1,500.4 732.3 240.2 72.7 293.7 77,5 343 2.7 143 13.7
Liquid Assets 74,0 14.8 3.8 5.9 14.3 31.9 0.4 2,0 0.7 0.2
Investments 435,6 401.3 7.1 4.9 1.2 2.2 16.6 1.2 - 0.2
Loans 716.9 186,0 196.4 55.0 220:4 29.6 13.1 13,6 T2/ 12.8
Other Assets 264.2 129.2 32,9 6.9 57.8 13.2 Le2 5.9 13.6 0.5

Total Liabilities.

Current Cbliga-

tions 148,6 70.5 4.6 12.7 24..4 32.1 0.8 2.1 1,1 0.3
Leferred Obliga- .

tions 636.9 496.5 2.0 5.7 117.9 6.3 - 2.9 0.3 5.3
Bonded Debt. . - 256.0 42.8 189.5 0.5 - - 23.2 - - -
Capital & Surplus 351.1 32,0 3842 82.5 151,3 32.9 10,1 15.9 12,7 5.5
Other Obligations 162,0  143,3 5.9 1.3 0.1 6.2 0.2 2,2 0.2 2.6

1/ Latest data available on the Ejidal Bank is for December 31, 1946,
2/ Consist rrimarily (11.4) of inventeiies.

Sourcet Adapted from the Anuario Financiero de Mexico, Bank of NMexico, Mexico D.F., 1948,
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Sincc only :2.7 millicn pesos had boun ru“"cr*ou ts capital by
Docauber 1947, 2nd oonds in circvlation amounted to 42,8 million, the scope
of Mdocicnal inarcicra" operaticns would hove beca indoed limited, if funds
na¢ net been roiscd from the s2le of approximately 300 millicn pescs cf
particination certificates, nnd through radiscounts with the Bonk of kexico
anounting to 68 nillion pescs in Deceaber 1947,

Particimation COTtlflC&ECS are backed by S”CC*ilb securitics, but in-
tcrest on the certificates is not tied to the vicld {rom the sceurity. The
certificates poy 2 straight intercest rate, regardless cf the earnings of
the cellaterzl sccuritics.  Furthermore, the cortificates usually have o
actarivy dote of frem two and 2 half Yo ten ycars, clthougn there hove boen
issuns without moturity dates, The purchasscer tckes little or no risk since
the "lacional Firanciera," bucked by the Bak of iexico's rcsourc;s, is
pledgoed to repurchase tbu certificates at par. The varticipation certificates
noy, 2s Was oxlvln“ll’ intended, bear & superficial rese mbl.ncy to investnernt
trust certificates in the Ualted Strtes, but in eflcct thoy roscuble mach,
nore fixed-=interest oblizations, redeemadle at sight and at par.

This detnilea descripticn of the certilicates is nccessary te cexpl-in
how for the WMacionzl Fintnelera® has had to go to provicde o market for its
issucs., Arnd, more Zmportont still, it also 1liustrates the safezuards it
ncs had to create to mrocurs swwvings from the dexican peeple, o tusk mode
very difficult, on the one aond, by the orientation of their investmernt
hatits toward saor,—turm COmALY Cl. investannt, and, on the ofheryeby their
desire for roal cstate proporty.

Tie extent to vhich uh’"\‘LlGPu~ Fireoncicera' has succeceded in the task
cf gatherinz savings is spccifically shown by the distribution of cortl icates
in the zarket, as Jf augustilohf:

Amcunt held
(thcuscnds cf oesos)

Private investors ' 106,952 32,0
Privatc credit instituticns 79,25 26.0
Commoreial and industrial firms 34,111 11.2
Iasurance and fidelity comnanies 18,405 €.0
soxico Social Sceurity Institate 12,h22 L.l
Lational credidl instituticas 1,350 oll
Other investors wh,991 i7.3
1 Qutstonding Crtiicatesit! 205,557 10C,0
The guaraatecd return ond fa. ropurchisc cliuss ad rar acke it possible
to argue that, ravher tann beirg oturccted to maiing dircet investaints in
inlustry, tac private investor has had uis 2tiention Jiverted to cortifiestes.

lz/ hrvolwar O eortiricitas in Airculdacion 1S somowhat less, since anonz
"Ciher Iﬂ"cstors‘ tiere arc substantizl apounts heid by "Macioncl
Finrnzicrn



Sirce tho noture of helder no 01¢ ity risk in

industry, it mey b L Tl ne investment psychologr of the privete inves-
tor is disterted by his boing led te cxpect guarontoes for supposedly venture
capital. Evidently thac M"iocional Firancieora," in tiis respoct, has not becn
o wholesons influcnse in the educaticn of {he dexiecan private invostor,

The primary function of tho Yeaciopal Fincuciura," on tho suooly side,

no
is to clcn“cl savings to uscs thot promote 1 Adusurynl ucvclopment in lexicod
This functicn has boun periormed by the "8czicnal Financicra through the
prirehase of sccuritics of industrizl comparies cond by dircet loons o industry.

In 1947, the "iacional Financiera" hnd cpproximately 252 nillicn pesos
in Soverrment sccuritics, ond 312 millions in private investnents. Total credit
for that yerr amovnted 5 883 million pescs (Table 1h).

4 rcvicy of the inwestment portfolio saows that "Kacional Financierz" has
invested in proctienally ell thoe large industriczl ceorperations of llexico. Funds
from this institution have made pessible the formation of the ionclava Malﬁing
slills and its many subsidieries, and the construction of the Chaocla Fydro-
clectric Plent, scvoral cumont plonts, twe royon plants, three large sugor
mills, ~various wmoticn picture s:;vlps, 2 large clectrical products cntorprisc,
a fortilizing plent, 2 paour pulp mill, 2 ginss factory, an cleetrolytic czoppor

nill, 2 gns pipeline and scvera’ other cnterpriscs.

T view of the investment habits of both orivete barking cnd non-bainking
investors in iexico tacre can be little doubt that those investmernts would not
have bewn nade without this type of finaneing, Investments hnve beon nede
by murchasing both stocks ond bonds o7 thcse lavgb conpanies, «lthough the
latter are more imporiant in value. dore often than not, "Raziznal Finoncieral
has acquired g/cvnuro;llag inudrubu in the onterprises *t has finenced. through
investuints =i

Londing, however, has boun tac mest imporient medium us
Fincneicre" in finarcing fndustry cnd cxtending credit to ot
Short-, mediwm- cnd long-term lcbnb heve been nede, with the
Ihe shert-term noture of these loans con be inferred froo the
rocovery yvear aftor year (Table 1),

Table 1l. Macioacl Finmneicera® Loans
(miliions or voesus)

Pcr cent of

Yiar Loans Hemovory
154T 2> JZ.2
1942 T 5l 82.2

1943 53. 58.3'
294, 18% 27
1955 39k 76,6
L0 53¢ 2.7
1947 533 e

lzf its WAI”LSu ILVeSLicns o0 pw,pOO 0G0 posus in Rnsusiria Eloctrica de

P ReTe

wexicis LS millions in Londs, Tac balinse of 4,500,00C pcsss held in
stocks constitutes only L por eent ¢

ohmaleH
j oS CRIPY
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Since ih: grocter sery o0 Miseicnal Fincreiorat londing has becn cn 2 sd
e tweive mouths' vast , it cppcars te hove cneriached upon the conmbtcial
bonking ficld, This type of cniing has been thought o be nocessaryy in-
Sl
» L

WVAL,“ as D¢*V3up baakiaz institubicns hove teun-reivetant to lond to new
industrial firas. as 1o g oS Sher could cxtead credit to the lomcl limdt to
cid CSle“lS“Cd firms witn whose busﬂﬂc~ﬂ activitics thcoy were quite rfamiliar,

rrﬂvacb bonkers have oot boon willing to acquaint thunsclves with the charace

icristics of now industrics, this ‘uccv‘*s for thie cnormous exponsicon cof
this natienzl credit institution, as a resuli of naking loons 2nd investe
rents thought to be nvsL Gesireble from & national point of view, the prefits
¢f WNacioral Financiora" have boen suall when c. zipared with thosc of privote
inrestrment institutions. 'Miacionil Finarncicra" hos attempted to climinate,
wherover possible, irresular przctices Uy its borrowcers., The most commion of
taesce practices hts Dan the habit of certain instituticns, wiho had cbtained
industri2l credit but hod invested only part of thelr funds in industria
opcrations, of cha nncl*nc credit not so used inte the more lucrative commer-
cizl tyne of cperaticn,  Irregulariticvs of this kind h2ve becen mirinizod in
the case of direct invostaonts, subject to close supervision by the "Nocisna
Financiera,™ but scme indircet credit, such as redisceunting cper atlons for
the "financicrns,” has lecked into the cemacreial ficld,

) O

althouzh by stetute "Pacional Finonciera" has not becn dirzctea to
finance only large incdustrial cnicrpriscs, this has in fact boun its policy,
To ﬂCLt the neceds of small or Pbdlun~51 ¢d industrizl firns with a capitali-
[ luss than 250,000 pesos, a law wxtending the operaticns of the
anci cank of uuuobrativc Credit was enzeted on December 31, 1546, Tais
nitoly designetes credit to large industry as the "Nue 1un\l Finrncicra's"

Through its ncthods in precuring capital, the "Hacional Financicra" has
failed in cducating the private ;nv\,smr_, o channel, savings dirccetly into
productive opurations, uu* through its own finoncing lt has made a substan-
ticl contrivution to industricl developments

The &gricultural banks

3

The nb»d for the tw cxlstlng banks for agricultural devclepment, the
Wiaticnal PaRk of agricultural Credit ("Baneo Nacional de Crodito .gricola"),
anc¢ theo Ejidal Ronk ("Banco Nacicnd.dc Credito Jlu&l"}, is best shown by
the lack of cven a singlc private benking institution cngaged solely in agri-
culteral londing, and by the rcluctoncce of commoreial banks to operate in
thls ficld, The shortage of ogricultural credit has been an important handi-
cap to cconcnic development and naticnal welfarc., Since the recstoblisiment of
a tanking system in post-rovoluticnary days, scveral attcmopts have be.n nmade
to rclicve the credit dreought vhich had plsgucd farming since coclonial days,.

The National Bank of .gricultural Credit w2s ercated in 1926 ic provide
crodit for small independent farmers, alnost simultoncously an attunpt was
made to develop a scries ol crodit instituticons for assistunc to the
"edidatarios,! the sua Ll farn.rs whose cconomle and social interests are
linked with the "ejicde" units. Mour sanll "ejiidal" banks were initiated in
1925, tut from the stert they £riled to achieve the objectives for which they
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were intended.  Lack ol sufficient capital limit.d thcir opcrations so
that th.y were wnable ve cope with cven thic aost pressing credit nccds of

~

the "ejidaterics." The situation was further aggravated by the role played
by.political influcnce in ths grenting of croddus, The type of councreial
poper thus cr.atud nroved te be the uwadeing of these institutions. The
great dopression of tne thirties frozoe their rescarces ond led to uhnzir

doonwhile the lzticnal 3onk of agricultura: Uredit had achicved such
poor results in its first four yeors of operations that 2 now law via
cnacted i 1930 replacing the 1925 stntute, ihersas lCﬂG*ﬁ" had formerly
been Girectly to the former, the new low speeilied that loans were now W0 be
mcde only through organized coooerative ”"rn*ng socictics, Thc Bank was
also capowered 4 intorvene in the control 2 produﬁtion, distribution,
nrocessing and morketing of the farn oroahvtu of the cntitics with which the
banl: was to be assoeiated, The crigincl agricwltural bank thus assumed the
positi.n of & cuntral bank for rgriculturel credit. The insolvent "ejidal"
baniks wer: temporarily tnken over by the Nationel Bank of agricultural
Crcdit ond regioral banks werc organized to broaden the operaticns of the
Hational Sonk of Agrlcultural b;Cd;t. Credit unions for independent formers
as wcll for "ejidatarics" were formed t5 decl witn the regi.nal banks,
The most imncdiate result of all thosc operations was thoe cstablishment of
several warchouses as subsidiarics to cither the credit unicns cr the re-
sional banks,

By the end of 1935, in viwr of tic cxtent of its operations and the
charges of discrimination levelled cguinst it by both the independent farmors
ond the "ojidatarins," the credit pr>blcms +£ the latter were again scparated
from the National Hank of agricultural Orcdit nnd assigned to a National Benk
of Ejidal Crodit. :

This dual divisi.n of agriculturcl credit has persisted, and the monncr
in which crzdit is chrnnelled te the ultimnte borrower by these institutions
is svmacrized in Chort I1.
The central principle of fodoy's agricvltural credit system is decen-
tralization, .n independent cr "ejidel” borrower applics to his producers!
society or credit union, which in turn nns neeess to credit from & central
creait unisn or coentral collective society cgency, which deals with the
naticnel agricultursl banks or their cgencicse

The principzl functicns of the »cr¢cuAturLl Bank are the followings
(1) t. encourage, regulaic znd watch cver the orgonization and functicning
¢f covperative agricultural sycivtics and l:ocal agriculturc credit banks;
(2) to purchasc stuck in the regionnl borks ond exteond credit to thoem by
alscounting thzir poper, guarantecine thoir mortznge bonds, sceuritics, ctce;
(3) to issue cashicr's binds ("bonss de casah), uuovntarbs and zertgagoe bonds;
(L) + org1w1zL and administer warchouscs ond comprnies for the transfcrnne
tin ang marketing of tnc “gr¢cul turcl products uf ncmbers 35 tne regisnal
banks uqd colperative socictics; (5) t crgrnize ond ~dninister o Farners!
Savings Juoartn nt; (6) &> ﬂ”lun;zu tha 1ands of the Fedoeral Government or
cf C\np»nlws °r pursons "when the project is of public intcrest ond the ox-
penscs are pzid by the proprictor ccncorncd; ond (7) tu toke chorge Jf 2
p'Hlic rozistry of agriculturl crodit,



NATIONAL SYSTEM OF AGRICULTURAL CREDIT
Sources and Means of Credit Open Directly or Indirectly to Agricultural Producers

Private Federal Bank of
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The princinel functizns . f the lscal mesber bonks (regioncl “onis)
the follorings “(1) to cnc.urage tho orgasizotion of and extend crodits to
cocperative socictics in bhp1r respeetive zones; (2) to create commercial
and irdustrial ecomponiss, warchousas, et ceterz, for the transfirmction and
moricctirg of the agricultural products of Auﬂbur sacicties; and (3) in

general, to coopcerate wita the Hatisn:l Song in its program for cconomic

f]

organizaticn «nd cducation of tovw smaal formers,
The Ejidal =enk's functions arc the foliowing}

(1) T~ organizc szeictics of "Ejidatarios" as soun as thiy recelve
pussessizn of land;

(2) To grant crcdit to sccicties, to orgonize the productivn ond norket-
ing of crops, including the nurchase and reszle to members of those scelctics
of sced, fertilizers, and ogricultural implomentis;

(3) 7o 2ct as agonts for the members in ell administrative and fiscal
dcalings TL71 ed te agricultural matters with the local and Federal guvorn-

ments, wnd to carry out the develovment and cxploitatiun of the D””DurthS”
hcld in common by the "ejids" cormunitics

Every "eiidal" society is +o be oargonized on the basis of unlinmited
jeint responsibility, It is required vo establish a fund, the "fondo social)
te be crnstituted b setting aside 2 por cent of the valuc of the loans
nade to its members, 25 por cont ol tue net orofits derived from 21l opora-
tions, 2 per cent of the 1arvosts, ~nd all the cash profits derived fron
the exoloitation of the commorn londs, "&3idel" societics are to be closcly
controlled ty the Ejidnl P“n tn ugh loccl ogoncies and inspectors,

The credits ¢r lonns permitied by law s the s€veral institutions in
the systca of agricultural crecit ~re of five types:

’ e . 3 - L)
(1) "Pristanes de avie," or cron advonces for tho purchasc of sced, for-
tilizer, tools, ete., to run not merc than 18 months nnd not tc cxceed 75
per ceny of the velue of the crep; '

L4 (3
(2) "Pristancs rofoccionarios" for the purchasc of mere peraenont types
of cquipment ~nd livestock, and for investment in planting orchords ~nd other
slow-maturing crops not to cxcceud 85 per cent of the value of the ariicles

purchased or of the uwltinmatz value of the product ~nd with a moximum tera of
‘\" Py Yot »
21lve JeAY S,

(3) "Pristamos comercialesf? loans aode to fneilitate agriculturs
mzriketing cperations of not wore than 8C per cont of the value of th» product
involved ard i¢ run not mere than 180 doysg

1N . ) A . i s 2. 3

(7) "Prostomes dnmebilicrios" for the acquisiiion ~nd constructicn cf
v;rk; {(irrig2ti'n, ct ectora) of 2 permanuat charactor--such loans to ve
tmortized by cnautl payments and to ran not more than 25 yoorss
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Table 15, Losses Suffered by the National Agricultural Barks

(Mexican pesos)

Year Agricultural Bank Ejidal Bank
1935 9,552,000 -

1936 4 4105 ,000 4,669,670
1937 3,448,000 9,158,178
1938 744,000 8,687,052
1939 446,000 15,053,300
1940 3,588,000 14,576,484
1941 7,941,000 17,577,181
1942 ' 7,276,000 9,400,858
1943 ' 3,013,000 2,009,251
1944 3,748,000 1,022,167
1945 2,948,000 20,866,367
1946 1,376,000 16,394,369

48,185,000

119,414,879

Sources: Weekly letter, lMexican Bankers' isscciation, 19483
Annual Repert, Naticnal Bank of Ejidal Credit,

Mexico D.F., 1947.
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f5) wprestamys territorinles," or loans
amcunts not greater thoa uae f“lu“ of the lan
tcring of 25 yroars.

for *‘e PquhuSE of land in
i rcd and with moaxdisuas
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Q
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The rates of interest on leans to Credit Sccietivs arc 9 per cont in
th. wgricultural Bank (11 ner cent to ind 2ividusls) ond 8 per cont in the
Ejidal Pank, Thc Socictics tax thelr members an additivnzl 1 per cont for
operating cxpenses. Those rcceiving loans cre raaquired by law to subsceribe
to a ceria 110 amount uf stock in the 3ant from whicn they cbtain crwﬁit, 20~
cording to thoe type of loan involved, This asount is 1 per ccnb of tnc
comnoreial or the "avioM locn, 3 per cent of the "refaccionario” locn, ond
C per cont of the "inmobiliario" lean. «ctunlly, this is 2 surchnarge on the
intcrest, for the stocks have never yielded a dividend.. These interest rates
nay scun very high until thcy are compared with those of private lendors who
may cxtend erciit at o rete of 5 por cent ner montn or merc, and in additic
charge the differcnce in price butwecn the sced suvnplicd to the farmer at the
tine of the loan and the price of such seed av the time of tac harvest, that
is to say, betwoen the pericd of scarcity and maxinun demerd and thot of naxi-
mu supply.

Of the two banks, the agriculturzl Bank is considored to have beon the
more cfficiunt, duspite lcsces freom 1935 to 1945 of L8 millisn posos (Table 15).
There seums to be 2 teadency in recent yoars for rbDJVanus of cdvancos to
increcase as the Bank concentrates its oporatiuns in a smaller territory and
in fewcer crops, following the Govermment's policy of favuring the nroduction
of gouds of primc nccessity. Cotton, corn, sugar coanc, rice, and wheat have
been the five p oducts recciving larger "avio", or crop loans., The total
arca recciving Yevio" leans from the Lonk of Lgri cultaral Credit in 1947 was
122,307 hectarcs,  The moin vurposes of its "prdstamss de refeccisaM nave
beon the opening up of new land, purchasc of nachincry and tools, purchasc
of animnls for lnbor, irrigutlvn work ~nd irrigation equipmont, and the pur-
chasc ¢l livesteck for brocding, in that order (Tablc 16).

The Rational Bank of /griculturil Credit has-alsy made available eonsid-
croble comncreial credit, that is, credit for the ue recting of cgricultural
prcducts, using for thls purpese mainly funds provided by the Noticnal Bonk of

Forcign Trade ("3uinco Nacional de Comercio Exteriart),

' To. Ejidal Bank lost zround 119 aillion pesos from 1935 to 1946 (Takble 15),
in spite ol an alleged oflfort to rostrict its operztiuns to the most rcliable
o.rrowers.  Its transactions have buen much larger than those of the agricul-
tur" Sonke end it has had to deal with the pocrest and least dove loped scetor
Adoxicon agricultures In fact it is only recently that its functions have
bogun to be considered as sonethln* nurc than charitable, From 1936 to 1948
“xterdcd credit for 2 total of almost 1,300 nillion pesos, Its credit
cxpansicn was particularly great after l9~3 cnd especially in 1947 and 1943,
In lSh? the Bjidal Bank's creﬂlt anounted to 165 mllximn noesos, and it was
expected thct in 19L8 they would reach 257 million (Tcble 13, p. 39 ).

@

«3 a rosult of thc roestrictions imposcd by tac 3onk of mexics and th
T, 3 ey Neman e oo ’_\_. - Tis e o
daticnzl 3mak of Forzign Trade, the two insiituticns which rrovide the Ejidal
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Table 16, [Hational Acricultural Bank Loans

(in millions of pesos)

Production  Improvement Mortgace Loans with
Year Total Credit Credit Loans Collateral
1943 13.9 10.0 3.7 0.07 0.11
1944 19.9 13,1 5¢5 0.66 0.61
1945 25.8 15.2 7.8 0.42 245
1946 = 27.4 13.8 7.2 0.87 546
947 3.8 18.8 13.5 128 -

Sources Annual Report, National Agricultural Bank, Nexico D.F., 1947.
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Bank: wiin ruads, its crcdit has boon concentrated in mzris" and "refoccionh
loans, that is, the twe iypes with snorier terus.

In 19L7, the lost yoor for which fi ¢ availatle, 53 per cent of
Ejidal Bank eredit wias for the procdusiio ocds of first necossity, 39
per cent for ravw moterials Jor indusory and"ﬁ per cent for ug“iﬁqlturf} . O
nort giuds. In the first group, the nost inportant have been corn, 'wheatl
beans-and rice.

The resources of both the Tationel Lgricaiturcl end Ejidal Bunks nnve
proved far tou small (Table 13, p. 39) for th. tasks assigned to them. In
connarison with the hundreds of millions of pesos pourcd into industrinl
velepment, the credit granted by these institutions scums relotively SJull. /
Wailc it has beun argued that individuals con best tokc care of the credit
nceds of the farmer, it is alsu important 4o realize that the kich rote of
intcr . st which goos with this type of financing mekes it almost impossible for

the farmer to ;1n,n¢e caﬂitnl imp Qiyer»utq from his own savings. First of all,
because of the small forming unitfis worked by thae average farmer, ond also
boerusce of the prctcct en which the low affcrds te the "ejidos" {that is, the
inalicnability of "ejidos"), hu is in 3 vory poor bargaining position. When
he can oblain credit it is normaliy of a short~-term nature, and preclades its
use for fixecad investaents--such as iland, oullfAnvs, farn mach 1nery, ¢crchards,
ani other similar purposes--for which reparment camnot be made for scveral
years. Since there is also 2 slow turncver of working capital in agriculture,
the farmer con borrew only in the hope that his loan will be rencwed until
such time as he is able to recover sufficicnt profit frem kis investimont to
pry off the loan. Tne result has nocessarily boen 1ittle capital acewnulaticn
in llexican agriculture, '

While national ¢ gr-ca¢tu 2l banking fforts have produccd cnly limited
direct crod:t, farmers have gaired substontially from land rcedistriouticn,
irrigation and rocd constructicn, which arc also parts of the Government's
agricultural develepment program. It is indecd clecr that the imprevencent of
the nosition of the agriculturzl pooulaui@n depands woen coordinated acticn in
mony ficlds, oxtending far beyond asri culvurwl credit,

Natioral Barnk cf Forcign Trade

This bank ("Banco uwaciznal de Comereic Dxtorior") was ostaolished in 1937
to assist cxporters of Mexican products, The moin operaticas cuthorized by its
organic lawr are tac following:

20/ rnu Secretory of Finonce stated 138t Spbullolr Liat 5 DoT Colb Of he
crecit needs of the formcrs were handled by private merchonts cr indi-
viduals, wierets only 10 per cent were covered by the Yational Lgricul-
tursl Eanks,

gl/ “here are @ numoer of largs forms slong the coost vhich normally rave ne

Vlag

difficully in sceuring credit. Simiicrly, in some arcas of nortrorn

aixico, foming is mechanized to the sime uxtunt g3 in tac southern part
cf the V.S, Howover, in rclotion both to arcea culiiveted and.to farming
population, those greuwps do not represont a large properticn of wexicon
agriculturs.
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) Siurt~torn credit for production and nobilimation of oxvord goods,
liy sgriculiurcl preouuctss

(2) Disccunt of bil‘s criginating in oxport tronsactions, shipping
Gocumcnts 2ad graating of guarantces for future cxportss

(3) advences to cxperters for poyment of transpertaticn cosis, insurcnee
ond storage of oxport productss

(b) Insurance cf exporters 2gainst losses on acecunt of defaults, tlhe
ing of frroign exchange and fluctwaticns in internaiionel prices; ond

{(5) Orgonization of exports cn zcccunt of suall nroduccerss

The activitics of this bank have been concentratod on the financing of
cxpert creps, vuﬂh as rice, §1gar, chick peas ond cettons The finoneing of
thiese agricultural craps is carried out torough the National .agricultural
Bunks. In other words, ib discounts 2griculiural prper for such crops as
tne Gevernment is intercsted in crpanding ond, in turn, berraws funds from
the Bon% of ilexdico, sinee it does not issuc sceuriticss Thosce opuroticns
have node the koticnal Bank of Forciga Trade the largost borrewer from the
Brnk of Mexics (estimated ot 460 1o SOO niilfon poscs) (see footncte 1C, p. 19).
These credit uperatioms have been highly beneficial to agriculture, but de-
pendence on central bank credit has made the rrocess quite inflationary.

as o result of tae wartine uisruption °T tradey, the functions of the
bark were oxpanded from the prosotion of oxpeort trade to include uperations
in domestically-consumed goods and dmpiris. TLaport operati.ns arc carried ©
throuzh its very imporiant su05¢<1“rj "acional Distribaidore.” This b*nc,
with a paid-up ckpluel of 8.5 milli.n rcs\s, has cerned oxtracrdinary prc‘lts,
as noy be scen in the fellowing tablo, s dividends were only 7 por cent, the
surplus accumulated since 1937 is ncarly threc times its paid-up copital
( Tablic 17 ,\0

Table 17. Copitnl, Surplus and Profits of the Metionnl Pan's of Forelsn Trade
(miliicns of pesos)

antnorized Poid=up Dividaends
Tear Capital Copital Profits Surplus Prid
1937 20.0 6.1 .09 — 3
1938 20.0 6.4 1.18 2l 6
1939 20,0 7.0 1.00 1 6
1950 20.0 7.C 1.57 1.66 6
1951 20.0 7.0 1.34 2,36 6
1942 2.0 7.0 1,70 3.L9 5
19432 20,0 7,0 2.8l 5.53 7
19LL 20.0 8.5 L.8L 9.L3 7
1515 ; 20.0 8,3 6.25 1,72 7
15L6 20.0 £.5 .75 1.4k 7
1347 20,0 £.5 5.0h 244,29 7
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This institution ("3ane> Naciona2l Hipotcenrins y de Cbras Fublicas")
vias initicted in Februery 1933 cond is currvntly gaverned by the Orgrnic Law
of Dcc’”bur 1946, Its mein functicns arc (1) o proaote and dircct invest-
ments in public works and scrvices of general interest and (2) to invest its
own fdﬁu:. Credit is primarily given by this benk to federzal works, but it
is alsc advanced to state and locnl governacnts to purify drinking water,
censtruct saovercge systems, install clectricity, buila nuolic baths, marksts
and sloughter heuses, ond, witn tho aid of federal funds, cunstruct reads ond
rurcl schools. all projects arc subjoct to cnblnsur;ng ent ceunomic suwordics,
and the approval of the Department of Public wurks is neccssary oefdre crcdi
facilitics z2re provided, :

The Notiloadl iortgage Bank of Public Woriks advances crcdiJ with the un-
derstandirg that anortization will not cxceod 20 years, and orvar cly cxtend
betwecn 10 and 15 yearss In the casc of small cormunitics, the Banit will
underwrite the cost of an entire project, out vhen publie werks are for
importont citics, it has folleowed the pelicy of providing funds fer no more
than 50 per cent of the teial cost of a project.

In practice, municival works have “Jrnh,¢J been so waproductive as o
be uwnable to serviee the credits advoneced by thc uortg ge Banl Uliimately
wcarly 211 the credit advonced to local goverancats has been def-ulted and

LbCqu 2 complete losse .

The situation of federnl credit has preved mere satisfactory, Cavcrn«
ment nrublic werks financed by the sortgnge Dank han, by ond large, consisted
cf highwoy constraction, To scervice such creilt the Government has capowerced
the Bunk to vtilize all the rovenuc from gosoling toxes, Woere 14 not for
these fuads, this instituticn Wou*d long 2go hove beon wnable to scervice its
own obligotions,

The Bank is authcrized to issue its own mortgoge bonds, which are backed

by all its asscts. Though those sceuritics arc similar to the mortgege bonds
issued by private institutions, they have the poculiar characteristic that
tacy n2y be backed by differcnt types of loans, by public sceuritics and honds

[+
gurrantacd v "soc1vd wdes Jinancicras."  The reasca for such varied bockirg is
to provent lcans for puolic works frum being the only guaranty for the mort-
gage bends, and tacrcby to make the vonds mere attractive to private investors.
During its mony years of operation, the Bank has beon unabls to cttract oon-
siacroble savings (Inble 13, p 39). Even though new issucs have been markeic
Lvery year since 193%, most of its bonds (110 n*lll;n.prQS) have becn occ-
quired o the Zanc of doxdico.  The bonds, currcatly asmcunting to 190 aillion
pusss, bear intorest of frim & to 8 por cont, depeniing on the length of the
naturitr,

A2tional Brnk of iHoticn Ficturcs

This benk ("“"nL) Hoeiontl Cincmatogrefico) was srgrnizel first as a
S cicra™ in 1941, sut was tronsforned insoe o burk in 19L7, ~airly bocouse
the distressed eonditicns in the motion nicturz industry which followed

< n
tac wartine boem.  Its eovitnl was increasced ia 1247 to 1C millisn pusss; thc

(+ W
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bank lends up to 60 per ceat of the cost of production of motioﬂ pi&ture
films (Table 13, p. 39).

Natinna) Bank of Coonerative Development

This bank ("Banco Nacional de Fomento Cooperativo") was crganized in
1941. It performs the functions of a government investment bank for cocpera-
tives and credit unions. In 1946 its functions wers enlarged to permit loans
to ha§dlcrafts and industries with capital less than 250,000 pesos (Table 13,
Pe 39

National Bank of the Army

This ("Banco Nacicnal del Ejercito y la Armada") is the newest of the
national banks. Its law was published in December 1946, and it started
cperations on July 15, 1947. Its objective is to meke loans to members of
the Army in active service or retired, to receive deposits from them and
to stimulate savings and engage in all kinds of credit operations (mortgage,
trust and commercial) for the Army. The paid-up capital was 5.1 million
pesos on December 31, 1947 (Table 13, p. 39),

National Bank of Small Trade of the Federal District

This bank ("Banco del Pequefic Comercio") was established in 1942 as a
depositers! bank, primarily to assist the small traders of the public mar-
kets of Mexico City and secondly, the small merchants of the same city and
the credit unions formed by thems The local government of the Federsl Dis-
trict, the Bank of Mexico and the merchants are the shareholders, The paid-
up capital is 1.36 million pesos,

W W W W AN W e v e W

The national banking system has provided the basis for the development
efforts of the lMexican Government, It has performed valuable functions which
private instituticns have been reluctant to undertake, Especislly in the
field of industrialization, numerous enterprises have flourished through the
financing efforts of "Nacional Financiera® which would not otherwise have
been undertaken. The system may, howerer, be criticized for its inability
to influence to the necessary extent the savings habits of the people and
the channeling of those savings into productive uses. Very little has been
accomplished in educating private individuals and institutions to invest
in industry rather than real estate, ccnstruction or commercial ventures.
This failure to shift savings from the money to the capital market has made
the national banking system more and mrre dependent on central bank credit,
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5, The Securities Market

The relative unimportance of the securities market in Mexico is
rrimarily due to the structural characteristics of the econcany whereby
savings are oriented tcward the money rather than the capital market.

This preference for lending rather than investment may be attributed
to & desire for licuidity, but may be better explained by the prevailing
interest rates in tgnzyespective markets, While the rate fcr fixed interest-
bearing securities, with maturities of 5 to 10 years, fluctuates between
6 and 8 per cent, inflationary profits keep the rates for bank loans, nor-
mally running for less then & year, between 8 and 15 per cent, Obv1ously,
from a profit and risk point of view, there is no inducement to invest in
the securities market, There are, however, many cther reasons that condi-
tion the investment habits of the lMexican peopls,

Savings and investment habits

The savings of both rural and small to medium~size income urban groups
to a large extent take the form of hoarded silver and gold coins, In 1948,
the lMexican Government estimated such hoards tn be more than 800 million
pesos,ui/ The main reasons for this habit is the lack of banking habits or
the absence of confidence in banking, which dates back to revolutionary days.
Alse, the public, fearing political instebility, has limited confidence in
raper currencies, and as a hedge against depreciaticn prefer to maintain
their savings in metallic currencies. Finally, especially in rural aresas,
gold and silver coins are hoarded as insurance against contlngencies as
well as for future purchases of expensive durable articles,

The wealthier classes, es well as private businesses, are affected by
the same doubts about political unrest and currency depreciation, and by a
third factor arising from the need to maintain liquid working capital, In-
stead of hoarding precious metals, these groups may hedge against these risks
by sccumulating capital abroad, especially in the United States., In the ab-
sence of exchange controls, therefore, whenever liquidity increases there may
be sudden flights of capital from Mexicc, The fear of political unrest is .
distinctly reflected in increases of balances held abroad -~ it is a normal
feature of liexican capital movements that there should be withdrawals of
funds in pre-election days and a return of these funds when it becomes ap-
parent that the election is not goingz to be contested by force, Increases
of Mexican dollar balances in the U.S. during 1945 and 1946, however, are
explained as increases in working balances resulting from the greater avail-
ability of expert goeds in the U.5, In April 1948, Mexican residents had
over 3100 millivn in U.S. banks,

22/ As will be shown later in the chapter,equlty securities are very
rarely available in the market, since they are normelly retained by
those promoting the enterprlse.

23/ linister of Finance Beteta, on April 23, 1948. Other estimates vary
frem 500 millicn pesos to over 2 billicn pesos,
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Savings and capitalization banks, as well as insurance firms, have
succeeded in absorbing a relatively large share of individual savings.
The liabilities of the first two types of institutions, and especially of
the second, are made up of a multitude of small accounts., This shows the
beginning of a trend towards saving through specialized agencies, althcugh
the lottery feature of capitalization banks may also have a bearing on the
increase in the liabilities of these institutions., It is also significant
that savings through capitalization banks is mainly by people in the high
and middle-income brackets, rather than in the low-income brackets, to whom
the capitalization banks were meant to appeals At the prevailing low standard
of living, the majority of lexicans cannot constitute an important saving
group,

Apart from hoarding, saving is primarily a function of a numerically
small wealthy group, whose high incomes create a strong propensity to con-
sume luxury goods but who also accumulate savings,which constitute a large
percentage of the national income. It is important, therefore, to look at
the habits of this wealthy group to understand the pattern that channels
savings into investment lines,

In llexico, as in all Latin America, there is a strong propensity to
Invest in land, Until the 4dgrarian 3leform of 1910, this habit was reflected
in Mexico in the formation of large estates., Since the revolution these
estates have been transformed into "ejido" units, with the result that two-
thirds o agricultural real estate has been withdrawn from the market. The
few estates that still remain do not find a ready market because of the un-
certainty as to their future status. The investmnent preference for real
property, however, still persists but has now shifted to urban real estate,

Real estate development around the principal Mexican cities;gﬁ/ bcth
residential and commercial, has become the typical private investment.
Average or large-sized investments in censtruction are considered as the
safest and soundest of all investment. This attitude is reflected in bank
practices which have provided the greatest incentive to real estate building,
While commercial banks will sel/om lend on machinery and equipment, they °
are always ready to advance credit on real estate security. Insurance com-
panles have invested 50 per cent of their reserves in buildings and hold
substantial sums in mortgage paper of different types. Investment in pri-
vate constructicn, stimulated during the war years (1940-1945) by increased
money incomes, increased bank credit, and a rapid growth in urban popula-
tion, has exceeded 1,300 million pesos.

Because bank credit, on the security of real estate, has been readily
aveilable, business profits whic: would normally be retained fer working
capital have been invested in building. The incentive for this diversion
is the fact that profits obtained from rents have been considerably greater
than the interest paid on resl estste secured loans, This movement of profe
its into construction, and the use of benk loans for working capital purposes,

has probsbly been the greatest inflationary force in Mexico during the last
ten yesrs.

24/ lexico City, Lionterrey, Guadalajara end Puebla,
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o estimate, nor even & gues, is possible as to the place occupied
by the reinvestment of profits in capital formation in Mexico., Almost
certainly, it is less important than in more developed countries. As stated
above, it has been a common practice to withdrew profits from businesses
and use bank credit for working capital to the greatest extent possible,
and, to the extent that profits have been retained in businesces, they have
been used for the expansion of plant, rather than for working capital,

The Mexican investor's preference for real estate investment has also
been reflected in the favorable attitude of private investors toward mort-
gages or mortgage certificates ("cédulas"). Of all medium~- and long-term
securities, this has enjoyed the best market. The market for all other
long-term securities among vrivate individuals has been very thin. The
reason for this is that opportunities for investments in speculative ven-
tures, such as real estate and commerce, have been plentiful, and the only
security investments in Mexico which are regarded as sound and conservative
are mortgage "cédulas." o

The lack of confidence in long-term industrial investment has been due
to some extent to the fear of bot.: private individuals and banking institu-
tions that peetwar foreign competition might destroy new industries. There
have also been fears of labor-management disputes in the industrial field
-~ mare than in any other sector of the economy -- and because of the in-
efficient security market and stock exchange, industrial securities, even
though listed, are very slow in finding a market. This is especially true
of fixed interest bearing securities, for common stocks are as a rule not
marketed. publicly

It is also believed that the "Nacional Financiera," the officiel de-
velopment corporation, has, by issuing "certificates of participaticn," -
been a strong obstacle to the develovment of a market for industrial se-
curities, "Certificates of participation" have found a relatively large
number of buyers, Successive issues have been taken up in a rather short
time. Although repayable upon 30 days! notice, in practice they have been
redeemed at sight end at par. They bear interest of 6 to 7 per cent,

Because the revolution caused the liexican Government to default on its
debt, private investors have lost confidence in government securities, even
though the Government has met its obligations since the marketing of the
first post-civil-war internzl bond issues in 1933. Consequeatly, for this
and other reasons referred to above, very few government bonds have been
purchesed by private investors,

The kexican private banking systen has had an ever-growing change to
help in developing the country, as the wartime favorable balance of payments,
government deficits and central benk financing of officiel crecit institutions
have increased its resources. All private credit institutions, however,
have shown a marked dislike for investments in government bonds and a pre-
ference for short-term credit. Commercial banks, on the basis of a falla-
cicus licuidity theory (that is, fallacious when the central bank's support
of the market is tzken into account), have resisted changes in the banking
laws which would permit them to imvest in lonc-term securities. Specialized
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institutions have deviated considerably in practice from the purposes for
which they were created, and for this reason, not even the meager resources
which private savers have put into the specialized banking system have been
used in the most advantageous way from the point of view of development,

but rather for the immediate short-run advantage of the imstitution to which
they were entrusted, in making quick-return speculative or seml-speculative
loans.

Insurance companies

Insurance companies should be one of the strongest influences on the
demand side of the liexican securities market. As of the end of 1947, their
total resources amounted to nearly 500 million pesos, and their technical
reserves were 327 million pesos. The amnual flow of savings into the in-
surznce companies as a result of the expension of incomes is large as com-
pared with orewar levels; while in 1938 total preriums collected by insur-
ance companies amounted to 36 million pesos, they had grown to 207 miliion
in 1947. Of all branches of insurence, life insurance has shown the most
progress. While in 1938 life insurance policies were valued at 121 million
resos, in 1946 they amounted to 1,167 millicn., This increase in the value
of insurance policies was not accompanied by a similar increase in the num-
ter of policies, which is an indication of the concentration of wealth in
a few hands. As of the end of 1946, 300,849 life insurance policies were
outstanding. This is a very small number for a population of around 22
million, especially when account is taken of the fact that many insured
persoas hold more than one policy.

After the two reforus of 1926 and 1935 in the insurance laws, the in-
surence business, which before 1326 was to a very great extent foreign-owned,
became an almost wholly Mexican activity, The displucement of foreign com-
panies was a result of their reluctance to abiue by the Mexican laws concern-
ing investment requirements for their reserves. According to the 1935 law,
at least 20 per cent of the technical reserves of insurance companies had to
te invested in domestic securities, a percentage which was increased to 30
in 1947. 1In 1947, they were also forbiddea to invest in bank acceptances,

a practice which they had followed up to that time. They are permitted to
invest up to 50 per cent cf their technical reserves in real estate, Insur-
ance companies! actual investments in domestic securities amounted to 2.4
million pesos in 1934, 18.4 million in 1933, and 129 million in 1948, Their
investments in buildings smounted to 10 million pesos in 1934 and 106 million
in 1947; Investments in mortgage loans were 5.5 million pesos in 1934 &and
26 milli=n in 1947, Of the totel portfolio of securities in 1947, only 60
millicn were in government bends, 5 million in general and commercial bonds,
5> million in stocks of credit institutions, 24 million in mortgage bonds,

10 million in certificates of participation, and 16 million in privete bond
issues. If to their investments in real property (106 million pesos) are
added the investments in several kinds of real estate mortcage paper (47
eillion vesos), insurance ccmpanies should thus be considered rather as
institutions specializing in the promction of construction activities, They

have not provided the capital market with all the help which they have been
in a prsition to give,
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Security instruments

The investment habits of the Lexican investor have unquestionably exerted
e decisive influence on the types of instrument issued for the security
market. To see what guarantees, privileges, and returns the borrower in
the capital market has had to provide to stimulate private investmeat, we
must loock at the principal security instruments now offered in the security
market. (Table 18).

General bonds

The general bond ("bono general') is issued by the industrial
credit banks ("financieras"). These bonds are guaranteed by specific se-
curities or loans2¥/which the issuing company has acquired in providing
credit to industrial and/or agricultural institutions, These bonds may also
be tacked by stocks and other securities belonging to the issuing "finan-
clera,"

Although general bonds may be issued with maturities up to 20
years, they have in practice been issued with maturities averaging less
than five years, probably three.

The intended purpose of the general bend was to permit private
investors to make an indirect investment in industry or agriculture. The
"financieras," when they were unavle to market the securities of the enter-
prises which they promcted, were permitted to issue these bonds, which it
was thought would be more appealing to the investor. In practice, this has
not been the case,

In the first place, the "financieras" have made little or no
effort to market securities cf companies which they promote or finance.
Because securities so acquired gave high returns, the "financieras" have
preferred to issue their own bonds at 7 to & per cent and pocket the differ-
ence, which often ran as high as 15 to 25 per cent, Secondly, the general
bonds have not enjoyed much of a market, since cirect lending or investment
in other securities have appeared more attractive to private investors, and
consequently the bonds have not absorbed substantial savings.

To overcome the reluctance of private investors to purchase these
bonds, beth the "Nacional Financiera® and the Bank of Mexico have been ready
te support the price at par. T» meXo them still mcre attractive, they were
exempted from taxation in February 1946,

The price-suppert policy has encouraged the "financieras" to issue
general bonds without meking much effort to market them, and there has been
an enormous expension of the volume. in circulation (Table 18), with prac-
tically a corresponding increase in the volume of bonds held by the Bank of
lexico (Table 19). Even though the large number of issues permitted a rapid
growth of the volume of zeneral tonds,the "financieras" have felt all along
that they were not expanding at a rate comasensurate with the industriel ex-
rension that was desired. For this reason, in December 1945, in view of

25/ Principelly long-term loans,



Table 18, Principal Issues in Mexico's Security Market
(millions of pesos)

National Private
End of Government Participation Firancing lMortgage General Comnercial Mortgage Mortgage Savings Bank
Year Bonds Certificates Bonds Bonds _ Bonds Bonds Bonds _ "Cedulas" Bonds Stocks
1941 528,7 7ok 1.5 17.9 247 12,8 - 9.5 - 130,2
1942 69645 41.8 2.7 21,0 23.6 8.6 %] 105.1 1.6 15.3
1943 825.0 14602 46 2742 7642 3e2 21,2 102.5 12,3 205.1
194 697.7 - 185.5 17.7 57.6 1168 2.2 63.3 1111 125 262.7
1945 829.3 2247 16.7 9.0  181,1 2.8 14,6 162,6 13.8 325.2
1946 1,063.5 2419 4345 130.6 240.9 5.5 125.4 194.8 9.1 378.2
147 1,162.0 2660 42.8 189.5 M6 9.6 116.5 2048 6.5  453.5

- Sources Adapted from the Anuvario Finenciero de Mexico, Bank of Mexico, 19%8.
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the weakness of the general bonds in the security market, "Nacionel Finane
ciera" was authorized to rediscount for the "financieras,"

As indicated above, the private investor has given the general bond a
very cold reception. hccording to the available figures (Table 19), a rel-
atively small amount (20 per cent) has been purchased by this group., In-
surance cempanies, preferring real estate investment, have alsc been reluce
tant to absorb many of these bonds., Their holdings at the end of 1947 were
only 4.3 million pesos.

The privete tanking system has made very small purchases, and its
holdings have averaged less than 10 per cent of the issues outstandirg. This
year, however, the Bank of Mexico has shifted over 100 million pesos of
these genersl bonds to the private banks.

It can be concluded, then, that in spite of the large amounts
vutstanding and their relative importance in the security market, the general
bonds have failed to attract large savings from the investment public neces-
sary for non-inflationary industrial promoticn.

Certificates of participation

The participation certificate ("certificado de participacién')
has already received attention in the chepter covering the operation of
"Nacional Financiera," the issuer of these certificates. 4dditional con-
sideration is necessary here because of the impcertance of this instrument
in the securities market of Mexico.

Between January 1, 1941, when the first issue of 8 million pesos .
was marketed, and December 31, 1947 (Table 18), "Hacional Financiera" put
in circulation sixteen series of rvarticipation certificates with an aggre-
gate value of 306 million pesss, Only three issues, amounting to 35 mil-
lion pesos, have matured, and 5 million of the original series have been
repurchased, The total value of the certificates in cireulation at the
end of 1947 was, therefore, 266 million pesos,

To repeat briefly, the participation certificate is en instrument
with a fixed rate of interest and a maturity date, although it is redeemable
at par and at sight or at 30 days' notice., While it has not induced private
investcrs to invest directly in industrial securities, it has been abls to
absorb a substantial amount of savings from the general public.gﬂ?

The original purpose of the certificates was to acquire funds te
be invested in industrial securities. Experience shows, however, that the

25/ Since "Nacionsl Financiera® has to rrovide a ready market at par for
1ts certificates, it may be argued that its financing operations may
Wltinately result, directly or indirectly, in the creation of new
monetary media,
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Table 19, Holders of Principal Securities
December 31, 1947
(in millions of pesos)
Bank Other
Types of Total in e¢*of National Private Insurance Private
Securities Circulation Mexico Banks Banks Companies Investcers
Commercial Bornds 9.6 ~= - 1.7 0.7 7.9
General Bonds 3233  216.4 13.9 22,3 4e3 66.4
Private Mertgage : :
Bonds &"Cédulas" 308.3 110.5 7.9 243 16.0 1.9.6
Participation
Certificates 256,92 - 35.7 56,7 9.5  164.1
Financing Bends 42.8 - - 1.5 1.3 40.0
Governuent Boends 1,162.5 609,0  231.6  162.0 60.0 99.0
Naticnal Ncrtgage '
Bonds 189.5 107.7 306 26.3 7.3 Mqé

Source: Bank of Mexico, 1948,
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purchaser of the first issues of certificates was actually making a# ihe
vestment in government bends, because of the predominance of the latter
i{n the portfolio of "Nacional Financiera" (Table 20). In the past two

Table 20. "Nacional Financierals" Security Holdings

1943 1946 1947
Government Securities - 84.6% 57.0% 45,62
Private Securities 15,.% 43.0% 5404%

years the ratis of government securities to private securities has been
reversed, signifying a more active channeling of savings into private
enterprises, :

Tha repurchase provision and the guaranteed rate of returKEZ/Lave
created & unique active market for the participation certificates. If the
significance of this point is emphasized, it is not difficult to understand
why the demand for other types of securities has slackened, or at least, not
improved. The criticism, then, that the "Nacional Financiera" has discouraged
direct private investment, especially of a long-term nature, appears to be
justified, for no other security instrument in the llexican market can offer
the liquidity and price guarantees that these certificates provide,

Finaneing bcnds

Another kind of bond issued Ly the "Nacional Financiera" is the
financing bond ("titulos financieros"), so named because it is intended to
finance industry. In 1937 the first issue was marketed with a total value
of 500 thcusend pesos. Since 1941 five dollar issues have been made, The
rate of interest is 3 and 5 per centgg/with a ten~year maturity (although
for sinking fund purposes trey are redeemable by yearly raffles). The is=
sues have been guaranteed 75 per cent by public securities and 25 per cent
by mortgege btonds and other marketable securities. On June 30, 1948, the
volume of "t{tulos financieros! issued by "Nacional Financiera® totaled 85
million pesus, of which 40.4 million were still outstanding. The object of
dollar issues was to enable the insurance companies to buy securities cn
the basis of their reserves against policies in foreign currencies. However,

21/ As the market for the certificates broadened, "Nacional Financiera"
was able to bring out issues at lower rates of interest, The first
issue bore a rate of 7.2 rer cent, the next four issues 7 per cent,
the seventh 6,75 per cent, the eighth 6,50 per cent, and the rest
have been at 6 per cent.

23/ The first four issues, worth $5 millicn, bore a rate of 5 per cent.

The last issue, hovever, valued at $10 million, carried a rate of 3
Fer cent,
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with the exceptiocn of about 3 million pesos held by insurance companies and
private banks, all these bonds have found their wey to private non-banking
investors (Table 19). These securities have been accepted by U.S. investors
and are peyable in Mexicc City or New York.

Mortcage bonds and "cédulas"

The mortgage bond, issued by private mortzage banks, is an instru-
" ment guarenteed by certain assets, usually representing mcrtgage loans or
credit of the issuing ccmpany.

The mortgage "cédula," also issued by mortgage banks, represents
a mortgage created by a borrower on a svecific piece of real property and
guaraanteed by the lending company.

With the prevailing orientation of the Mexican investing publie
toward urtan reel estete in mind, it is not difficult to understand why
these mortgege instruments have met with general acceptsnce by private in-
vestors.

Between December 1941 and December 1947, the fcédulas" in circula-
tion grew from 96,5 million pesos to 204,9 million pesos (Table 18); and
the growth might heve been even greater if the Ministry of Finance, through
the National Barking Commission, had not restricted their issue in the last
months of 1946, fearing a flooding of the market. The private mcrtgage bond
is a security of recent origin, having been introduced in the market in 1942
for the first time. Like the "cédula," however, it has achieved tremendous
growth, While less than a half million pesos cf these bonds were on the mar-
ket at the end of 1942, their value is now more than 116 millicn pesos,

The mortgage bonds of the Naticnal llortgage Bank of Public Works
were also issued in quentity during the war period. Frem 17.8 million at
the end of 1941, they have been brought out in such large amounts so as to
amount to 189 million pesos today (Table 18). Miost of these (108 millicn)
are held in the Bank of Mexico's portfolio (Table 19). The lack of market-
ability of these securities may be attributed to the tyre of backing they
have <. namely, large public works. The private investor feels that he
has practically no lien or claim on a dam or a road., In other words, he
prefers an individualized backing, such as a specific piece of real estate,
which the "cédulas" provide. One of the advantages which the public at-
tritutes to the "cédulas™ is said to be the belief that the value of the
tacking wculd not te subject to dewnward price fluctuations.

Commercial bonds

Cemmercial bonds, issued by the "financieras,! are securities
guaranteed by drafts or promissory notes resulting from the sale of mer-
chandise. Because of the high prices and scarcity of new goods which could
te sold cn aa installment system, in 1546 the !inistry cf Finance restricted
the issue of such tonds. The relative unizportance of this type of security
zay De seen from the amount in circulation (Table 18), waich has not ex-
ceeded 10 million pesos since 1941.



Savings bonds

In Mexico savings bonds are securities revresenting a time dé-
posit of six months to twenty years. These bonds are issued exclusively
by private saving institutions and, contrary to their intended purpose,
have been absorbed principally by the high-income classes.

While they are marketable, savings bonds do not appear on the
security market, since normally they are retained by the initial purchasers,
Since by law they can only yield 4 1/2 per cent annually, they cannot pos-
sibly compete in the market with other securities, the latter normally bear-
ing interest varying between 6 and 9 per cent.

Their main attraction, and the reason why they are concentrated
in the hands of high-income groups, is their exemption from federal, state
and local taxation. Since their inception in October 1942, about 14 million
pesos of these bonds have been issuel, with over half already withdrawn from
circulation (Table 18).

Government bon@g

The Mexican Government, especially in the last ten years, has
taken great care in the menagement of its domestic public debt. In issuing
governnent bonds it has beea careful to ses that the proceeds were allocated
spegafically to productive erds. Actually, the Government is obliged by
lawmu/fo invest funds obtained thrcugh borrowing only in such public pro-
jects as will produce increases in revenue. The purposes of government in-
vestment from bond issues are indicated by the names af the outstanding
issues: highway bonds, irrigation tonds, railrcad bonds, electrical in-
dustry bonds, public works bonds, banking debt bonds, agricultural debt
bonds, et cetera.

Government bends carry a 6 per cent interest rete and are exempt
from any federal, state or local taxes. Interest services have been punc-
tually met, and there have be:n no defaults on any post-revolutionary issue.

Becsuse of their tax-exempt feature, government securities yield
a better net return than other available private fixed interest bearing
securities, such as mortgage bonds and "cédulas," Tae public has, however,
been slow in absorbing government bonds, Because of a fear, dating from
the revolutionary experience, that the Government may default, plus a dis-
trust for anything that is government-sponsored, the public has refused to
support these securities. The Bank of Mexico and theNacional Financiera"
have, therefore, had to absorb the largest portion of government issues
(Table 19).

29/ Section VIIT of Article 73 and>Secticn VIII of Article 117 of the
Constitutien,

20/ To help further the market for these bonds, the bank of liexico in 1945
corpleted an agreement with the commercial banks whereby 10 per cent of
their required reserves in the Bank of liexico could be maintained in
governmernt securities,
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This develorment has precluded the use of gevernment securities
for capitel market regulating operations., Ccusequently, the Gevernment
has been unable, through its own security issues (althongh in value they
account for 25 per cent of the security market in Nexico) to regulate the
volure of investment, or to determine the interest rate, especially the
long-term rate,

Securities of nrivate institutions

The capitelization of private commercial and industrial enter=-
prises in MNexico is normally financed by a restricted investment group.
Because risk capital is not readily obtainable in the established security
market, corperations cannot rely on it for their capital needs. Entrepren-
eurs are thus compelled to turn to small financial groups, normally private
banking institutions which privately market the securities. In spite of
the stringent conditions placed on the entrepreneur by the financing insti~-
tution, this type of service is available only to individuals who are nor-
mally well known in financial circles. Other entrepreneurs, especially
those attempting to market long-term fixed obligations, ere forced to turn
to "financieras" or, if large enough, to "Nacional Financiera,”

Commen and preferred stocks are normally used cnly for the ori-
ginal cepitalization of ccmpanies., Because of the high return which these
securities yield, they are quickly abscrbed in large blocks by wealthy in-
vestors, Even equities quoted cn the stock exchange, 91 issues of indus=~
trial stocks valued at 446.2 million pesos (Table 21) are concentrated in
a few hands, and are very rarely traded on the exchange. Consequently,
thete is practically no distribution of stocks among large numbers of in-
vestors.

A After the original capitalization, financing is normally accom-
plished by borrowing or marketing bcnds. There is a limited market “er
this type of security, and these bonds have to te marketed thrcugh private
channels. Of an estimated 250 million pesos of industrial bonds issued
between 1941 and 1946, more than 50 per cent were offered through six greups
of investment undervriters, '

Much of this capital has been employed in the purchase cf machinery,
the construction of plants, and the expansion of vrnduction, In scme cases,
however, it has gone to relenish working capital depleted by large withe
dravals of profits by the equity holders,

Stock exchange

There is only one stock exchange in Mexico, located in the capital.
It has already been mentioned that for the most rart security transactions
are effected through private channels. The ineffectiveness of the stock
exchange is indicated by the limited volume of operations transacted theres
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(thoust - pesos)
1941 ® % & 8 ¢ 6 8 5 @ 5 6 0 & » o » 10 ,876
1942 L * L] ] L] L] L L [ ) . * L] . L[] * L 9 ,652
194-3 e 8 32 9 6 8 ®» 8 8 2 8 ® 8 ® a @ 12 ,1&19
1944 s @ L] .. . L L] . . L * L] . L] * L] 8 ’041
1945 s 6 0 0 8 8 & 0 8 @ 6 @ o o ¢ @ 17 ,46[’
1946 L] L] [ ] [ ] L] ¢ @ [ L] . * L] L » L [ 4 13 ’179
JOLT o ¢ ¢ s o s ¢ 6 o v ¢ 0 ¢ ¢ o0 30 ,153

The volume of transactions appears even smaller when compared to the 2
billion or more pesos of listed securitles (Table 21). :

National Security Commission

To remedy the deficiencies of the securities market, a National Security
Ccnmission was created by law in February 1946, with the following functions:

1, To approve the public offering of Mexican securities in foreign
countries;

2. To determine the securities that the insurance companies may
purchase with their reserves;

3. To approve or veto the registration of securities in a stock |
exchange;

L. To give its cpinion, when requested by the National Banking Cem-
mission or "Kacional Financiera" on the admission of new members
¢f the stock exchange, or to suggest to those institutions the
exclusion of members;

5. To approve the public offering of securities not registered in
the stock exchange;

6, To approve the maximum and minimum interest rates for the issuance
of mertgage bonds or "cédulas," "benos generales,” "benos comer-
ciales," and bonds imsued with the guaranty of "sociedades finan=-
cieras;" '

7. To keep a national registry of epproved securities,

During the short period of time in which the Commission has functioned,
it has engaged in several important activities., It has approved several
rules specifying the conditions to be fulfilled by enterprises whose se-
curities are registered in stock exchanges so that they may be included in
the nationsal registry. It has slso established rules that stock exchanges
must follow when applying to the Ccmmission for approval of the registration
of securities, It has defined the standards that securities must meet to
beceme legal investments for insurance companies, It has created require-
ments to he met before entrepreneurs can make public offerings of securities
not registered in the 8tock exchange. It has set maximum end minimum in-
terest rates cn certain securities,



Table 21, Securities Listed on the Stock Exchange of Mexico City,

B e e B S

June 1948
Number Value
Types of Securities . of Issues (millivns of pesos)
Strcks
Industriasls 91 L4642
Credit Institutions 98 352.,8
Insurence Companies 32 67.6
Fidelity Companies 8 13.0
Mining Ccmpanies ' _ 8 8.1
Tetal Stocks 237 887.7
Bends
Industrials 34 125.6
Nortzage 20 216.8

General Commercial Bonds
and Participation Certifi-

cates 42 469.9
Mortgage "Cédulasgh 23 LAB2.4
Total Bonds 119 1,29447

TCTAL SECURITIES 356 2,182.4 '

Source: Anuario Finanefera, Vol. VIII, Mexico D.F., 1948, -
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In short, the Commission has sought to increase public confidence by
supervising activities in which certain private interests may injure the
interests of the community., Its operations have covered the organization
and operation of the Stock dxchange, the supervision of security flotations
and the inspection and approval of literature relating to securities.

Other market limitations

Besides the structural weaknesses of the security market, other factors
also affect investments in lexicn, whieh may be briefly recapitulated.

National savings not only are very low, but they are badly distributed.
A limited wealthy class, with high propensity to invest in real estate,
accounts for the greater part of savings.

The capitalization of enterprises is normally effected through the
sale of securities to a limited financial group, with no recourse to the
security market.

liany industrial enterprises have no asccess to the securities market
inasmuch as they are not incorporated, or, if they are, their paid-in capital
is less than the legal limit -~ 200,000 pesos -- required for a public
offer of securities,

When the business cycle is on the upswing, profits from commercial
short-term ventures make investment in securities unattractive.

4 certain group of individuel investors has traditionally placed its
savings in mortgage securities, To this gioup, industrial securities,which
are guaranteed by mechinery eand other slowly amortizing property, do not -
appear sufficiently safe.

The funds offered oﬁ tre Stock Exchange are insufficient to finance
all the securities listed there. This has forced many entrepreneurs to
place their securities in small private investment grcups.

The securities of the most desirable or preofitable ccmpanies, especially
stocks, are privately held, so that there is very little stimulus for in-
dividuals to take such securities as the Stock Exchange can offer, since it
is assumed that those which are available have not interested the big inves-
tors,

Banking institutions, which in other countries are large purchasers
of privete and government securities, have failed to supnort the iexican
security market, Industry has, therefore, been forced to borrow on a shorte-
tern basis, when long-term credit wes the type of financing that most en-
terprises needed. To facilitate and stimulate transacticns in securities,
1t is necessary that they should be accepted by tanks as collateral security
for edvances, and so far no benking system has extended credit on this basis.

and finally, the securities market has been very volatile, since a

few influential groups can artificially control price movements in certain
securities. ,
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Fereign investment

This paper is intended primarily to analyze the domestic finanecial
institutions of liexico, and extensive treatment here of foreign investment
would go beyond its proper scope. 4 brief comment on this subject should,
however, bte added, in view of the obvious importance of foreign investment
for the Mexican econcmy as a whole,

In the last few years, and particularly since the balance of payments
began to show the effects of inflation and of the increased availability
of foreign supplies, the Mexican Government has repeatedly expressed its
interest in foreign investments. It has not abandoned its decision to
control foreign capital or changed its restrictive legislation on the nmatter,
maintaining the reserved attitude which it has adopted in international
conferences on the question of guarantees to foreign investments. The Gove
ernment has emphasized that the guarantees which its legislation provides -
are as ample as can be desired and that the misgivings of foreign capital~-
ists with respect to Liexico's nationalistic policy are unjustified. It is
clear that Mexico wants foreign capitel but wants it on its own terms, nov
without qualifications. The establishment of the National Security Commise
sicn, for example, is as much an effort to create a foreign market for in-
dustrial securities as to create & domestic market., Even in the field of
0il, in spite of its political implications, ne:otiations have now been go-
ing on for scme time to renew the flow of American capital.

In some cases, what Mexico has sought has been technical know-how,
rather than capital, and several important corporations have receutly been
created in which technical ekill has been the main foreign contribution to
industrializaticn. At other times, foreigu know-how has come with.the
capital and has joined with Nexican capital, official and private, This
form of foreign investment is the one which both foreigners and lLexicans
have favored most, although there are certainly differences of opinion On
the proper location of control; it is also the form most in keeping with
Mexicen legislation. Foreign funds have rarely teen imported to buy bends
of existing lMexican corporations or other securities in the market in order
to benefit from the relatively high rate of interest that can be derived
from them, It would seem that there is scarcely any inflow of capital inp-
duced by high fixed interest rates, in spite of the absence of exchange con-
trols. Safety considerations have had mere influence than the nrofit apreal,
so that the net movement of funds has been rather from Mexico, a high-interest
country, to the United States, where interest rates are low. The inward

ilow of foreign funds has usually been for investment in specific new ac-
ivities,

Although in recent years foreizn direct investments in lMexico have
not been large in absolute amounts, they were substential as compared with
these made in otier Latin american countries. The total figures, however,
are still a matter of controversy, A4ccording to the Bank of Mexico, total
outstanding direct investments in lexico in 1945 were 2,900 miliion pesos,
compared with 2,590 millions in 1940.(See Table 22). Balance of payments
estimates for 1946 and 1947 give total U.S. foreiga investments in Lexico
in those two years as 68 million pesos. There has been a sharp change in



Table 22. Foreien Direct Investrents in Mexico
(in thousards of pesos)
1938 1939 1940 1941 1942 1943 1944 1945
Agriculture and
Iivestock 69,191 71,785 74, ,208 76,014 8,317 103,469 102,045 109,745
Commerce L9 41,065 47,238 65,054 92,612 81,498 92,519 116,075
Industry 81,031 92,966 107,598 122,255 146,150 166,522 190,121 246,682
¥ining 1,000,568 996,122 1,006,949 1,044,488 1,051,611 1,082,077 1,034,514 1,024,555
Fublic Utilities &
Trensportation 1,313,019 1,346,781 1,326,864 1,320,314 1,331,106 1,330,390 1,412,421 1,332,185
Otherd/ 20,33, 23,082 27,7M, 3423 L1486 55735 65,489 70,666
Total 2,526,057 2,571,001 2,500,571 2,666,248 2,747,282 2,819,690 2,897,109 2,899,908

1/ Includes publicity and propaganda agencies, resl estate, movies, financial societies, hotel, insurance
companies end others,

Source: Vipesimosexta Asamtlea General de Accionistas, Bank of Mexico , Mexico D.F., 1948,
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the direetion of thes investments, mining and public utilities shewing
either no increase cr decrease, and manufacturing registering the largest

rise,

The largest single foreign influence in liexico's development in the
last few years has been the Export-Import Bank. Totsal loans authorized by
this U,S. agency to liexico from 1941 to June 1948 amount to $154 millionm,
of which $93 million had been used to the latter date and $24 million had
been repaid (Table 23).

Comments

l.exican savings are now primarily criented toward real estate orera=-
tions, commercial transactions and short-torm speculative dealings. The
‘reason why these savings are not moving into productive investments at a
rate commensurate with the needs of lMexican economic development is in
large part to be found in the lack of a wellw-organized securities merket.
The ineffective ties between investment houses, brokers, stock exchange
and investors make it difficult for securities to change hands rapidly.
As long as this continues, investors desiring relavive liquidity will be
reluctant to enter the market, To remedy this situation, the lexican Gov-
ernment, primarily through the National Securities Commission, has reorgan-
ized and strengthened the stock exchange in an effort to tempt private in-
vestors to put funds into industrial securities. -While limited success has
been achleved, the volume of hoped-for direct privete productive invest-
ment has been disapreointingly small. This result is, however, not to be
explained exclusively in terms of faulty institutions. The investment habe
its of the liexican public have also not yet been adjusted to the changing
investment requirements of the liexican economy. Ipstituticnal and psycho-
logicel factors are indeed interdependent, and the parallel and simultaneous
improvements which are needed in both fields are also made more difficult
by the distortions imposed upen the economy by continual inflationary pres-
sures, In the circumstances which have prevailed in recent years, the Gov-
ernment has not only failed to educate the private investor, but by the more
attractive offer of certificates of participation in "™Nacional Financiera®
has, in effect, discouraged the investor fron making direct investments in
industrisl securities.

iIf further industrial development is to te promoted, it will be most
important to make more effective use of private savings. If the view pre=
vails that reliance can be placed on central bank credit or foreizn investe
ment alone, the problem will only be postponed and aggravated. The iiexican
advance toward industrialization might indeed be slowed down if it had to
await tne gradual education of the private investor and relied exclusively
on the resources which a more effective use of domestic savings would make
available, A shift of emphasis tcwards the efficient use of domestic sav-
ings could, however, be made without serious or costly distortion of the
econcmic and social structure of the country,



Table 23. Statement of loans ard Credits to Mexico Authorized by the Export-Import Bank as of June 30,198

(in thousands of dollars)

Credits

Balance Not Yet Amouit Disbursed

Principal
Outstand-

Cancellations __Disbursed By commer- Principal ing an
Commodity or Authorized end Expiry By cial bank repaid on Loans
Purpose Date Amount  Expirations Amount  Date Exirbank at EIB risk loans
Highway construction
equipment and
sérvices 8-12-41 304426.,9  4,000,0 —_— —  26,426.9 — 6,327.4  20,054.5
n ' 8—12’41 9,573.1 —— — _—— —— 9,573.1 6,695.2 2,87709
Steelmill equipment '
-Altos Hornos de
Mexico 4-10-42 8,000.0 500,0 ——— — 7 y500,0 — 1,%2.0 6,138.0
Vexican Handicraft  5-18-42 871.2 65.0 5.7 12~21<48 ——— 800.4 721.2 79.3
Gasoline Refinery
Equipment - Petro~ 1-31-44 540.0 ——— N e 540.0 i 140.0 400,0
leos Mexicanos 1-31-44  9,460.0 50,0 — o e 9,410.0 4,810.0  4,600.0
Railway equipment
Natlonal Railways
of Mexico ' 3-21-45 19,000.0 —— - ——— 19,000.0 —— 2,450.0 16,550.0
Steelmill Equipment 5-16-45 8C0.0 ——— 500,0 12-31-48 300,0 e e 300.0
Electical Equipment,
mterials ard
supplies 3-21--45 20,000.0 - - 11,000.0 12-31-49 9,CC0.0 -— 435.6 8 4564 .4
Equipment, facilities .
and services 2-13-46  3,0C0,0 1,500.0 1,500,0 6-~30-50 ——- —— - e
U.S,. equipment,
facilities and
services 4=30-47 10,500.0 —_ 10,500.,0 12-31~49 == — o —



Table 23. Statement of Losns and Credits to Mexico Authorized by the Ixport-Import Pank ss of Jine 30, 1048°

(in thousands of dollars) -

continued

Balance Not Yet

Amount Disbursed

Principal

Credits Cancellations__ Disbursed By commer~ FPrincipal Outstand-
Commodity or Authorized and Expiry By cial bank repaid on ing onm-
Purpose Date Amount _ Fapirations Amount Date Eximbank at EIB risk _ loans Joans
Naterials,equipment
and services--Nueva
Cia, Electrica
Chapala, S,A. 1C-1-47  3,500.0 — 3,500.0 12-31-49 === ——— — ——
dgricultural Equip~
ment 11-12-47 5,C00,0 — 5,000,0 6~30-49 = -— — —_—
Equipment for beef- '
canning plant 12-3-47 1,000.0 — 1,000,0 0-30-48 = -— - —
Materials and equip~
ment for west-coast
highvay construc~
tion 12-10-47 12,000.0 . ==m 12,000,0 3=31-52 === - —— —
Materials and equip—
ment for ammonium
sulphate plant 2-11~-48 6,0C0,0 ——— 6,000.0 12-31=49  ==m —— e e
Railvay equipnént 12-3-47  7,000,0 —— 2,710.0 9-30-48 4,290.0 —e — 4,250,0
Equipment for 2 . :
sugar mills 12-3-47  5,000.0 — — — 5,000,0 e — 5,000.0
Total 154 671 2 6,115.0 53,715.7 72,056.9 '19,783.6 22,986.4  68,854.0
154,103.8  7,498.3 53,715.7 73,106.2 19,783.6  24,035.7 68,854.0

Source?

Expert-Import Bank of Washington, Sixth Semi-Annual Report to Congress, January-Jure 1948,
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6, Conclusion

1. Because of the inflationary coaditions which have prevailed during
and since the war, enhancing the traditional speculative attitude of Mexicen
investors, the small savings of the ilexican people nave not always been used
in the manner which would have helped mest in the long-run develepment of
the country. Comnerce and real estate construction have been the favorite
investments of private investors. In both these fields there has been a
etreng boom during this period, which has provided such opportunities for
quick high profits that there has been little inducement to invest savings
in long-term, low-interest-bearing securities. Government efforts to pro-
mote a capital market have, as a result, been rather unsuccessful. The
Governmeat , nevertheless, has gone ahead with its efforts to promote de-
velopment, using central bank credit to fill the gaps left by private in-
vestors, By so deing it gave a further stimulus to the speculative tenden-
cies of private individuals, thus adding to the existing inflatiorary pres-
sures.

No position has been taken in this paver &s to whether the ill effects
of inflation have been more or less comnensated by the favorable effects
of the development which has been actually achieved, However, it is con-
tended thot the Government has not exercised sufficient control over the
activities of private banking institutions and that scme of the measures
used to chanuel savings to leng-tem investments may even have had an ad-
verse effect. The process of educeting the private saver should have in-
cluded both the provision of inducements for private savings to flow into
more appropriate clannels and the elimination of opportunities for invest-
ments which do not contribute to a sound long-term development, The Gove
ernnent!s activities have not been effective in either direction.

2, The Bank of liexico has been used by the Government both to finance
its deficit and to promote that part of its development program which is
carried out through official credit institutions and specialized private
agencies. Although strongly influenced by the Government in its expansion-
ary activities, the Bank has also exercised a considerable tempering in=-
fluence. Its anti-inflationery credit policy in its relations with the
commercial banks has placed them in a highly liquid and strong positicn.
But its own policy of purchasing government bonds and, on & smaller scale,
other securities, accounting for over half of the increase in the money
supply, has left the central tank in a basically unsound position. The
composition of its portfolio is such that it would be extremely difficult
for it to follow a contractionist policy. The attitude of the Mexican
public toward government obligations and towards long-term and fixed
interest-bearing securities in general, means that onee the Bank of lexico
atsorbs these unmarketable securities, it cannot reverse the process in
a short time. 4nd while the originel expansion might be thought desirable,
the problem has been to aveid its becoming the tasis of a secondary exvan-
sion by the private banking system, In this respect, the Bank of Nexico
has gone further than eny other Latin hmerican central bank, but its ac~
tion has been insufficient to avoid inflation,
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3, The private banking system has expunded greatly since the beginning
rf the war. Because of the limitations imposed by legislation on the commer-
cial banks restricting them to short-term credit operations, the Government
has had to develop, as well as to channel, private savings tcward government
securities. Although some success has been achieved, the over-all results
have been very disappointing, These institutions have been more concerned
in realizing the high profits which the inflationary situation permitted
than to carry cut a long-range program which might have been of more lasting
benefit to the country. It is questionable whether a private corporution
endeavoring to maximize its profits can be blamed for follewing the policy
most conducive to that purpose, that is, in the lexican cese, short-tcrm
lending at high rates, Certainly the Government is more to blame than
private institutions for not having taken all the necessary precautions
for insuring that the funds obtained by the latter from savers and national
institutions went into the right types of investment. However, while the
Government has no doubt been lenient in this respect, the leniency does not
excuse the industrial credit banks from embarking on activities cther than
those for which ihey were specificslly created.

4s The national or official banking system, created by the Government
to carry out its development rrogram in different fields, has compensated
in part for the savings and investment habits of the Mexican public and
Mexican private banking institutions, in the sense that it has entered into
fields which these had scarcely touched. Their work in those fields is ex~
tremely difficult to appraise, and perhaps a distinction should be drawn
between the resuits achieved by the industrial and the agricultural institue
tions.

The first, that is, "Nacional Financiera," has had great influence
and has participated in all.najor industriel corporations which sterted
or expanded during recent years, In some cases, it may have gone to the
extreme of supporting firms which would better have been left to disap-
pear, but its over-all benefiéial effect in increasing production seems
evident. The agricultural banks, on the other hand, have covered only a
small part of the field assigned to them, snd there are deubts about the
effectiveness of their work, because they have not sufficiently concen-
trated their operations in arder to make the best possible use of their
resources, Although the policy of spreeding their loans over a large area
and in small amounts may have sore merit from a social viewpoint, it seems
that it might have been more desiratle economically fer the agricultural
banks to give adequate credit to fewer borrowers,

A general criticism of official eredit institutions is that they have
net sufficiently influenced the savings and investment habits of the public,
and accordingly heve had to depend increasingly on centrsl bank credit for
their operations.

5 ?here is a disequilibrium between the liexican money and securities
merkets which favors the former, This is mainly a consequence of the higher
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rate of interest which prevails in the mcney market. The capital market,
hoewever, is further restricted by (a) the lack of a well-organized security
market; (b) distrust of the Gevernment; (c) an inflationary situation creat-
ing doubts about the long-range profitability of investments and about the
currency; (d) the smallness of the wealthy saving class; (e) the lack of
suppert from banking institutions; end (f) the inability of small investors
to procure equity securities,
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