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Foreign Branch Banks

In addition to reaffirming the regulations governing
foreign branch banks which were issued 1in the already noted (p.52 )
Presidential decree of day 19, 1932, the General Law of Credit
Institutions lays down one other important disposition which may
be translated as Tollows:

*In the case of branches Zfbf Toreign banks»7 the proper-
ly accredited representatives of the parent bank... shall express-
ly obligate the institutions which they represent to guarantee un-
limitedly with all of their reserves ( i.e. in addition to those
maintained within lMexican territory ) operations engaged in in the
Republic; and to submit themselves to Mexican laws and to Hexican

courts in all business carried on within the national territory.m”

Neatlonal Banking Commission

Undoubtedly one of the most importsnt steps taken in

the Law of Credit Institutions was that amplifying the powers of

the National Banking Commission. Before the new law, for all
practical purposes the Commission was restricted in its activities
to Mascertaining in purely formal menner" whether or not the banks
were complying with the law, Under the new dispensation the Come
misgsion 1s charged with the duby of "judging the state of solven~
¢y of the banks and of taking adequate measure [fincluding, when
necessary, placing a representative of the Commission in charge
of any given bank;7 to prevent or lessen the consequences of lyq-
uidation.®

The Commission is also given the power to determine

{ subject to the approval of the Winistry of the Treasury ) the
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amount which the vanks at any given Vime may be required to hold
as legal reserves against deposits with the understanding, however,
that these reserves will not be more than 30% against deposits
subject to withdrawal in thirty-one days or less, or more than 10%
for savings and long term deposits. ( This last item is signifi-
cant in view of the important part which the manipulation of bank
reserves is expected to play in the maintenance of monetary sta-

bility. See above p. 39 ).

TEE OUTLOCK

In the preceeding pages, an effort has been made to an-
swer three questions: What were the main features of the banking
and monetary system in Mexico before July 25, 1932 ? What were the
events in the development of the economiec and political life of the
country in the post-revolutionary period which made it necessary
to change the monetary and banking system? And, finally, what
changes were made? Two questions now present themselves for dis-
cusgion: What has been the coﬁrse of events since the program of
reform was inaugurated - i.e. what reactions in the economic life
of the nation have followed in the train of the reform ? And, what
is the outlook for the future ? Before seeking an answer to these
two questions, however, it may clarify matters somewhat to sum-
marize briefly the Government's accomplishment up to the present

date.

Surmmary of Monetary and Banking Reform

On the formal and lezal side the basic principles of the

Mexican monetary and banking system have been reconsidered and re-
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stated in three new laws and two amendments to these laws, to wit:
(1) the lionetary Law of July 25, 1931 ( amended March 10, 1932 );
(2) the lLaw Reorganizing the Bank of liexico of April 12, 1932
( emended May 19, 1932 ); and (3) the General Law of Credit Insti-
tutions of June 29, 1932. These three laws with their amendments
have, in turn, brought to pass three major reforms in the monetary
and banking structure: (1) the monetary system has been changed
from a nominal gold standard to what has been described as a "free
standard" or a "managed system" of currency in which the gold peso
is the theoretical standerd of value and the silver peso the actual
basis of wmonetary procedure; (2) the Bank of Mexico has been reor-
ganized to function primarily as a central bank of issue and redis-
count; and (3) the basic principles governing the organization and
funectioning of all banking and credit institutions have been re-
defined and "adjusted to economic reality and the needs of the
country" and the whole banking system has been brought in relation
with and to some extend under the control of the Bank of Mexico
and the National Banking Commissione.

On the side of practice, as opposed to the paper set-up
represented by laws and decrees, it should be noted, first, that
many of the reforms of organization dictated by the wvarious laws
have already been carried out. The Bank of lMexico has ceased to
carry on direct loan and discount operations with the public and
on June 28, 1932 all but ten of the important banking institutions
in the country had completed the necessary arrangements for "asso-
ciation® with the Bank.ﬁﬁ

In the second place, on the basis of rediscount operations

with its associate banks, the Bank of Iexico has proceeded with the
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business of issuing bills, The issus of bank notes, partly out

of caution and Tear that such action would "in view of certain

past occurrences in lexico produce alarm and displeasure® in the
public at large, and partly because of certain diffieulties attend-
ant to getting the rediscount mechinery in working order, did not
begin to take place for several months after the enactment of the
Monetary Law of July 1931. Finally, however, on December 2, 1931,
in response to bitter coﬁplaints on all sides over the "scarcity
of money", announcement was made of the first issue of bills to the
amount of a half million pesos.éé Contrary to the expectations

of many "experts", the bills were well received on the part of
everyone. Indeed, so anxious was the public to get hold of the

new paper money, for & time the bills carried a 10% premium in the
open market.

Once the ice had been broken, the issue of bills pro-
ceeded as rapidly as the terms of the law permitted - i.e. &s rap-
idly &s commercial paper was presented to the Bank of Mexico for
rediscount.,

By the en? of Harch, 1932 over 7 million pesos of bills
were 1in circulatignx5 and a month later the total had risen to
some 12 million.4b The latest report by the National Banking
Commissioh on the issug of bills by the Bank of Mexico as of June

47
23, 1932, is as follows:



.63
Pesos

Total rediscount 0peralionSessscvssseos 27,203,808.79

Total bills 155UGQ seveccsscocaecsasans 21,747,670.00
Tess bills returned to Bank of Mexico.. 1,698,930.00

Bills in eirculation 20,048,740.00

Cash on hand in Nationgl Currency
( Silver ) ® 6 5 0 8 % 0 e B P 9O T s S e s BE e 51,58{‘:,680.00

Less:
Deposits of Associated
Banks #9088 060 882 dees 8 1’4250’000000
304% of Deposits of less
than thirty dayse.... 14,901,109.,98 16,351,109.98

15,033,570.02

In addition to the issue of bills it will be recalled
that under the law of March 10, 1932 the Bank of Mexico was granted
the power to coin silver pesos in an amount Yabsolutely indispen-
sable to remedy the present insufficiency of currency™ with the
understanding that the seigniorage profits would be devoted solely
to increasing the legal reserves for the issue of bills and for
the building up of the Nonetary Reserve, No officlal report has
been published on the subject of exactly how many silver pesos have
been coined under the law of March 10. It is known, however, that
the Bank of Mexico purchased between March 10 and July 1, 1932
some 12,3 million ounces of silver. This would permit a coinage
of around 29 million pesos of 12 grams each of pure silver. Not
all of this silver, however, has been coined. A rough estimate
of how much has been coined may be obtained by multiplying the num-
ber of working days from March 12 ( when it is reported that mint-

ing operations began ) to July 1, by the daily capacity of the mint -
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i.e. 110 days ( the mint works seven days a week } X 200 thousand
( the daily capacity ); hence a total possible amount coined of
around 22 million pesos.

On March 31, the reserves of silver coins ( presumsbly
for the most part coined before the decree of 1927 prohibited fur-
ther issue ) in the Bank of Mexico were given in round numbers as
18 million pesos. If to this amount is added the estimated 22 mil-
lion pesos coined since March 1932, there results a total of 40
million pesos. But, as noted on page 62, on June 23, the Bank of
Vexico revorted its cash ( silver pesos ) reserves to be only 31
million pesos. This would seem to indicate that around 9 wmillion
silver pesos have been put in circulation since March 1932, If to
this figure:in added the 20 million pesos in bank notes which were
issued up to June 23, 1932, it would appear that in all a Total of
about 29 million pesos has been added to the circulating surrency
of the country since the new monetary regime was inaugurated. The
withdrawal of gold from circulation by the Monetary Law of July 1931
left the country with a monetary stock of probably not wmore than
197 million pesos.49 In other words, during the course of a lit-
tle less than a year, the monetary stock has been increased by
some 14.7%. Question: does this represent an undue amount of in-
flation? No categorical answer can be given to this question, It
would appear, however, in view of the restricted credit merket
since the enactuent of the Lionetary Law and in view of the fact
that the demonetizing of gold by that law withdrew a large ( if
undetermined ) number of coins from the total stock of money in

eirculation, that up to the present time ( July 1 )} there has been

no undue amount of inflation.
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So much for a summary of the reform and the way it has

been put into practice up to June 1932, How let us turn to a re-
view of the events which have transpired in the WMexican economlie
and financisl world since the beginning and during the course of

the reform,.

Course of Tvents Since July 1931

Leaving aside for the moment any detailed consideration
of the question of ecasual factors, the following Tacts are present-
ed Tor what they are worth as the best iudication of what has hap-
vened to the economic life of liexico since July 25, 1931.

Silver FExchange

The average'of the month's selling snd buying rates quoted
for the silver peso in July 1931 was 20.3926. The new llonetary Law
went into effeect on July 25, Immedistely thersafter the nmarket was
completely disorganized arnd for a time silver pesos were selling for
around 30.25. After the first panic and confusion had passed, how-
ever, the peso recovered somewhat and the average selling and buying
rates for the first month after the enactment of the new law was
40,3033, {( Table 2 and Chart 1,) Apparently this figure represent-
ed "rock bottom"; for in the succeeding months the silver peso
climbed rapidly and for a time ( in November 1931 ) gquotations were
as good or better than before the introduction of the new monetary
regime. Thereafter, however, at first slowly and then with in-
creasing repidity the peso began once more to slide toward the a-
byss and in June 1932 & new low record was esbtablished with an av-
erage quotation for the month of £0.2702.

In a word, since the inauguration of the banking and mon-
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etary reform the silver peso has, on the average, lost about 15.7%
of its value - i.e. The average of the monthly quotations for the
eleven months preceeding the law ( September 1930-July 193l ) was
$0.4091; for the first eleven months ( August 1931-June 1932 )
after the law, $0.3445. As compared with its par value in U.S.cy.
the silver peso during the last eleven months has stood on the ave-
erage at a discount of over 304 whereas in the eleven months pre-
ceeding the lonetery Law the average discount from par was some-

thing over 17%.

What Happened to Gold

In the period of a little less than a year since the
enactment of the WMonetary Law two things have happened to gold.
First, although gold coins were legally demonetized theffgbntinueﬁ
to circulate to some extent and to be quoted in the open market,
And, as may be seen in Table 3 and Chart 2, the quotations, gener-
ally speakingt?}ollowed a course exactly opposite to those for sil-
ver, The discount of silver from gold rose from an average of 31%
in the open market ( 26% in the "official" bank market ) in June
to over 62% in August. Then as the silver peso began to recover,
the discount rate also dropped, reaching a low of 25.8% in January
1932, Thereafter, again following the silver peso, the rate began
to rise and in April, 1932 ( the last month for which figures are
available )} the average for the month was 47.7%.

In the second place, with the removal of export re-
strictions both gold coins and gold bullion began to flow out of
the country at a rapid rate, The total net export of gold coins,
Yexican and foreign, according to the official statistics, for 1931

was 33,759,035 pesos. Presumably, most, if not all of this gold
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left the country after the Monetary Law went into effect. Figures
for the movements of g01d since January 1932 are not available. The
known sharp decrease in imports, and the fact that the stock of
gold coins in lexico was rapidly being depleted before the export
prohibitions were removed, gilve some weight to the assumption that
the outward flow of gold has begun to slow up during the last few

months.

Business and Trade Heactions

As 1s usual in such situations the Tirst institubtions to
feel the effects of the drastic changes introduced into lexican
econonmic affairs by the Monetary lLaw were the banks. Indeed, the
banks weresglready Dbeing hard pressed even before the law was passed.
Banking transactions began dropping off raplidly beginning with the
first part of 193l. Clearing house operations ( Table 5 ) in Mexico
City for all important banks except the Bank of Wexico decreased
from 85.6 million pesos in March to 51,9 million pesos in June,
Deposits for all banks throughout the country ( except the Bank of
Wexico ) which at the end of Janusry totalled 174.3 million pesos
by the end of June had decreased to 142,929 millions. Crdinary loans
and discounts and loams against collateral dropped from 169,.2 mil-
lion pesos in March to 152.9 millions in June { Table 6 ).

As the rumors of the impending change in the monetary sys-
tem became more and more insistent something very near a run on the
banks in Mexico City took place. Liore than 20 million pesosBO were
withdrawn by frightened deposifors in the week which preceeded the
enactment of the lonetary Law.

In view of their weakened condition it is rather surpris-

ing that the banks held up as well as they did in the panic which
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followed the announcement of the new monetary regime., As a matter

of fact, however, only one bank in the Capitel had to shut its
doors, although, be it said, several other banks had to perform
hazardous feats of financial acrobatics to keep from following suit.
Even after the first excitement had passed, such was the general
feeling of instability and uneasiness, that the banks found it most
difficult ( not to say dangerous )} to carry on their business.
Clearing house movementis in Mexico City continued to decrease and by
November 1931 had resched a new low of 35.2 million pesos as com-
pared with 65,2 million in July. Deposits in all banks exhibited

a low of 90 million pesos in October, and although these was some
recovery thereafter the year closed with the banks showing total
deposits of 95.1 million pesos as compared with 142,.9 million in June,
The curve of ordinary losns and discounts and loans against collater-
al moved downward to a total of 96,9 million pesos at the end of
December as compared with 152.9 millions in June.

With these figures in nmind it is not surprising that
credit facilities in Mexico which before the lonetary Law were not
abundant, after the passage of the Law almost ceased to exist.

The banks not only had suffered from heavy withdrawals of deposits
as has been noted, but it must be remembered that the accounts
which were lost were practically all gold accounts. DBefore July 25
the banks had to pay out peso for peso in gold, checks drawn by
depositors against gold accounts, After the enactment of the Mone-
tary Law the banks were still required to pay 30% of all gold ac-
counts in gold, However, and this is where the banks were left
holding the bag, all debtors were, under the new regime, allowed

to pay the full amount of their previously contracted gold debts
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in silver.

But even after the banks had recovered somewhat from
having had their fingers burnt and had had a chance to readjust
themselves to the changed conditions, credit continued to be con-
spicuous by its absence and banking operations remzined in a de-
pressed state. In March 1932 ( the latest date for which the fig-
ures are available ) ordinary loans and discounts and loans against
collateral were still some 79 million pesos, or around 46%, below
what they were in, for example, the corresponding month in 19ZL.
Deposits also, although by March 1932 they had incressed some what
over the low of October 1931, still lageged about 35% behind the
total for March, 1931. Similarly, clearing house statistics in
1932 were slow to recover and the average monthly clearings for all
banks in Mexico City ( except the Bank of dMexico ) for the first
five months in 1932 was only 46.1 million pesos as compared with
75,5 million Tor the first five months of 1931.

Perhaps the most important reason for the comparative
inactivity on the part of the banks and the acuteness of what one
lMexican writer has called the "credit famine® since the inaugura-
tion of the monetary and banking reform is to be found in the be-
havior of the peso on the exchange market, Vith the value of the
peso fluctuating as much as ten and twenlty points within a single
day, the primary condition for credit operations - a stable unit
of measurement - has been lacking. Under these conditions when
even a very high interest rate ( profit ) might be wiped out in a
few hours, no bank can afford to make loans. On the other hand,
no business man in his right mind is willing to undertake to meet

future obligations to a bank in s currency the value of which in
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sixty or ninety days, or for that matter even two days, no one
can predict,.

All business has of course been seriously affected by
the lack of credit facilities, but for some businesses this has
been o minor matter compared with certain other 1lls which have
followed in the traln of the Monetary Law. Department stores,
automobile agencies, phonograph shops, drugstores - in short, all
the agencies whose business has mainly been the distribution and
sale of imported products have found themselves with their backs.
to the wall since July of last year. Obviously, importers and mer-
chants who have 1o buy dollar bills of exchange to pay for imports
have got to charge sufficiently high prices in pesos not only to
reimburse themselves for the dollars which they have spent, but also
prices high enough to leave a margin over and above profits to take
care of possible further depreciation in the peso., DBut if prices
are put too high people ( who receive their salaries in pesos )
cananot or will not buy. And this is one of the very good reasons
why Mexican imports in 1931 decreased over 38} as compared with
19%0 and why imports continued to drop on the average of about 64%
per month during January and February of 1932 as compared with the
same period in 1931l.

The very important railroad industry in Mexico offers a
good illustration of the kind of hardships to which many industries
have been subjected by the depreciation in the peso. The National
Railroads consume large quentities of fuel oil and lubricants and
although these supplies are purchased within the country the prices
thereof are Fixed in the contracts which the oll companies have with

the railroads on the basis of dollar quotations. Also, allithe
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equipment and supplies for the repair shops, the maintenance of
way etc., & certain amount of which even under the strictest pro-
grams of econowy must be purchased abroad, are paid for in gold
or dollars. At the same time, it has been impossible for the
National Reilroads which, of course, receive their income in pesos
to raise either freight or passenger rates to any appreciable de-
gree, In view of these facts, 1t 1s obviouns that every point
which the peso drops in value increases by Jjust that mueh the
difficulties under wvwhich the railroads are operating.5l

It might appear at first glance that the decrease in the
value of the peso by, in effect, placing a very high tariff on
imports will have the desirable result of stimulating the devel-
oprient of industries within Mexico. To a certain degree such
development may take place. However, it must be remembered that
to the extent that this development depends upon the import of new
machinery)equipment or additional rew mabteriasl the advantages of
the protected market are definitely offset by the fact that these
imports must be paid for in gold.

A Certain industries, such as the great sextractive indus-
tries of oil and nmining and other industries whose products are
primgrily for export, have undoubtedly benefited by the decrease
in the +value of the peso. These industries are obviously ih the
advantageous position of being able 1o undersell the market due
to the fact that the returns ( in gold ) from the sales in foreign
markets have inereased to a very cmsiderable extent measured in
terms of pesos, whereas at the same time their fizxed charges -
taxes, wages, ete - in Mexico have remained the same or decreased.

It is this fact Which has prevented Mexico's exports from falling
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off more then they have in the face of disorganized world markets

for most of the products which the country has to sell.

The Man in the Street

How the man in the street has been affected by the condi-
tion prevailing since July 1931, is very difficult to say and de-
pends somewhat in which street the man in question happens to be
living. If he 1s living in the street of a lititle rural community
where about 75% of Mexico lives, he probably hasn't been affected
much in one way or the other. In such streets the wants of the in-
habitants are few and simple and the traditional prices of the few
articles which have to be bought are slow to vary. On the other
hand, if the man happens to live cn a street in lMexico City or one
of the other larger urban centers he has probably lost more than
he has gained; for his initial gains derived from being able to
pay his previously contracted gold debts in silver have been off-
set by the rise in prices. Many things ( imported ) are now out
of his reach altogether and others are costing more than they did,
Just how much to cost of living has risen in Mexico since July 1931,
it is impossible to state due to the lack of statistics in this
field, but that prices in general have risen there seems to be no
douht.52 At the same time wages and salaries have at most held

their own or, as in the case in a number of industries, have been

cutb «

Monetary and Banking Reform and Fconomic Recovery

The picture of economic conditions which has just been

sketched in the preceeding pages offers little indeed in support
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of the thesis that tlhe monetary and banking reform has been an
ungqualified success. It may be contended, of course, that is
nuch too early to draw any valid conclusions about the experiment
which the Government is making and that as soon as the new system
really begins to function properly conditions are bound to improve.
This may be true. Certainly it is possible to point out that a
number of more or less extraneous factors have been at work in the
general economic complex in Mexico to distort the picture which
night have been presented had, as the economists say, "other things
remained equal." Fach of these various complicating factors miti-
gating against the results which it was hoped the monetary and
banking reform would produce, will be briefly considered in the

following pages.

Federal Budget and Taxes

The state of the public finances in Mexico, as already
indicated in this study ( p. 19 ), have been far from.satisfactofy.
Not only has the budget never been balanced during the post-revolu-
tionary period in the sense of making adequate provision for all
government obligations, but public revenues have been steadily de-
'clining and in a number of years the Government has fallen short
of maintaining even a quasi-balance in the sense of keeping 1its
current expenditures within the limits of its current receipts.
From 1985 to 1931, the Federal reservses decreased from 318,9 mil-
lion pesos to 224,6 million pesos, a decrease of almost 30%.

Beginning with December 1930 when it was revealed that
actual receipis were 22.4 million pesos less than the estimated

revenues for the year ( 293.2 million pesos ) conditions began to
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grow steadily worse. Although the estimated income for 1931 was
reduced by 29,5 million pesos over the estimate for 1930, by the
middle of 1931 receipts had fallen so far behind estimated income
that the Government was threatened with a deficit of 80 million
pesose. In a frantiec effort to make up part of this deficit, a
few days after the enactment of the Monetary Law of July 235, the
Government dealt another body blow to the economic life of the
country by slapping an extraordinary tax of 1% on the preceeding
yvearts gross income of all commercial, industrial and agricultural
establishments and a tax of 2% for the remeining months of the
current year on certaih other types of income. Figures are not
available %o show whether this extra burden on business achieved
its purpose or not. In any case, the year closed with a nominal
deficit in the FTederel budget of some 39.1 million pesos and with
business houses under the burden of the new taxes ( especially
those engaged in the distribution and sale of imported products )
closing risght and left, or at the most hanging on by the skin of
their teeth,

Conditions with reference to public finances have shown
no tendenecy to improve in 1932. Although the total estimated re-
ceipts for 1932 were only 222.5 million pesos ( 41.3 million less
than in 1931 ), for the first four months of the year income was
17.3 million pesos less than estimated revenue., What this may
portend in the way of additional tax burdens remains to be seen.
What may be seen at the present Tinme, however, is that the gen-
erally unsatisfactory state of the public finances and the imposi-
tion of extraordinary btaxes has been one of the most important

factors in undermining public confidence and making it difficult
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for the monetary and banking reforms to achieve the ends for which

53
they were desligned.

Bxpropriation Laws

Another large nonkey-wrench was thrown into the machinery
set up by the new financial laws in lexico by the Governors of sev-
eral of the Wexican states ( ITidelgo, Vera Cruz and Michoacdn )
when those estiwmable gentlemen in the spring of 1932 signed what
have come 1o be known as the expropriation laws. The Hidalgo law,
for example, provides that whensver the welfare of the publiec or
of the workers 1s threatened, the Governor is empowered to eXpro-
priate any business, industry or planation by the simple process
of paying down 4% of the declared capital and the balance over a
period of 20 years. At the end of a year, however, if the enter-
prise proves to be unprofitable, it may be returned to the original
owners with a 4% refund but no payment for the trial period.

No argument 1s needed to show, as ng less a person than
the Kinister of the Treasury has pointed out,dé that the effect of
these laws on an unstable economic situation was about as bad as
could well be imagined. Business operations in the states in ques-
tion as well as in other states were further curtalled. There was
a rush to convert pesos into dollars with the inevitable result
that the peso dropped in value. Banks sought to call in their loans

and in general business received another set-back.

Speculation

A factor whieh is constantly operating in Mexico to upset

the best laid plans of the Covernment's Tinancial experts 1s the

" cessant

coxnslaxnt speculation on the part of the general publie, and to some
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extent on the part of the banks, in foreign exchange, notably the
dollar, Due to the fact that the momey market is not organized

and to the fact that the market 1is for all practical purposes
limited to Hexico City, operations with even limlited amounts of
money produce effects all out of proportion to the amount of money
involved., It 1s generally stated that with even as little as fifty
thousand dollars it is possible at any time %o run exchange rates
up or down, by selling or buying pesos, as much as ten points in

a single day. Obviously, the state of affairs greatly accentuates
the instability of the peso and serves to embarrass banking, credit

and business operations of all types.

Antiguated Banking and Commercial Practices

Perhaps the most serious obstacle in the way of the
successful working of the new methods and procedures which have
been introduced intc the financial system is the stubborn persist-
ence in Vexico of traditional banking and commercial practices
and the general ignorance ( or disregard ) on the part of the pub-
lic of what constitutes a legitimate business operation. The ,
President of one Mexican bank has stated the matter as follows:55

"It is the general public which must bear the greatest re-
sponsibility for our vicious practices in banking, for without
exagperation I can assure you that there is not a single individ-
val who presents himself to a bank seeking a loan or some other
banking service who does not think solely in terms of the necessity
which has brought him to the bank. He never gives the remotest
thought to whether or not it is within the legal possibilities of

the institutioh to satisfy his request, or to whether or not he can
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offer the proper security, or whether or not he will be able to
meet the obligation which he proposes to assunie,.."

In many ways the banking system which has recently been
introduced in Mexico is of the most modern and up-to-date type,
but all of this will be of no avail if the rest of the economic
system does not fall into line., A% the present time, according to
the Mexican economis?s, Sr. Sdnchez de Tagle and Sr. Espinosa de
los Monteros, MexicobG *is absolutely lacking in technical and
commercial organization. Ve need markets; there is not a single
market in the whole country except one badly organized stock mar-
ket where the amount of business transacted is so small as 1o be
scarcely worth mentioning, We need produce exchanges where it is
possible to obtain rationally established prices. We do not have
negotiable paper because our commerce 1ls characterized by vicious
practices which impede the development of eredit., Our finsnecial
procedures are equally defective and primitive... In a word, «e.s
our business system is mired down in customs outmoded a hundred
years ago.”

As long as this state of affairs continues to exist, as
long as lMexican business men adopt the attitude that their notes
should hot be disposed of by persons with whom the original credit
obligation is contracted because they "do not wish to suffer the
ignominy of having their signature passed from hand to hatnd",f)'7
it is obviocus that Mexico will encounter the greatest difficulty

in building up a system of credit founded on the principle of

negotiable paper and rediscount operabtions.

Intelligent Direction and Control

It is stating a trulsm to say that the success of a "man-
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aged system® of currency and eredit will depsnd in very large part
on the éffleiency and good sense with which the system is managed.
So far as the present writer is able to judge, the legal framework
in the field of momey and banking which Mexico has recently erected
compares. very favorably with that of any other netion. But it must
be remembered that this is nothing more than the structure setting
the limits within which banking and credit operastions may be trans-
acted; what actually takes place within these limits will inevitebly
depend upon the wisdom and sincerilty of those placed in positiomsof
respousibility. Shall the Bank of Mexico expand or restrici the
number of silver pesos in circulation? raise or lower the redis-
count rate? increase or decrease the bank reserves? By the an-
swers glven from time to time to these and other similar questions
the new system must inevitably stand or fall. But to give wise
and statesmanlike answers to these questions requires something
more tham good laws and good intentions; it requires intelligence
based upon accurate factual knowledge of the internal economic
conditions and the external economic relations of the whole country.
The sad truth at the present time is tlat knowledge of
the type just referred to is unobitainable in WMexico for the simple
reason that there are no adequate agencies, government or private,
dedicated to the study of prices, wages, the international balance
of payments, production - and the whole host of other economic and
socecial problems upon an understanding of vhich successful banking
practice must inevitaebly be based. Even the simplest types of
banking statistics are often difficult if not impossible to obtain,
The present writer, for example, spenit sonmething over a week irying

to find the statistics on exchange rates used in making the two
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charts in this study - and in the end had to be content with patch-
ing together figures obtained from a number of different sources.

No:t%egrettable fact - and a fact which undombtedly ex-
plains some of the difficulties which have been encountered in put-
ting the new monetary and banking laws into operation - is that in
econonic matters Mexican authorities at the present time must per-
force work in the dark, or at best with only a vague and shadowy

58
apprehension of the forces with which they are called upon to deal.

Prospects of FTconomic Recovery

It is possible to argue with a very good show of reason
that, when all is seid and done, monetary and banking laws, however
well they may be framed, are simply "permlssive means®™ in the eco-
nomie 1ife of a country and not "impelling motives™, HEven a bad
legal system of Tinance will work if conditions are prosperous.

The final question, accar ding to this logic, is then: what are the
chances for economic rescovery and & return of prosperity to lexico?

To give an adequate and well documented answer to this
question would require nothing less than a complete analysis of
the whole soclal, political and economic complex which is lMexico.
Such an undertaking cannot be attempted in the limits of this mono-
graph.

This much may be said, however: prosperiiy in Wexico
means lncreased production and incressed exports of such raw mate-
rials as 01l and minerals and such agricultural products as hene-
guen, bananas, coffee, cotton, fresh vegetables, cattle, etc.;
increased production and exports partly depend upon the prices

offered in the world market and partly upon new capital investment;
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new capital investment whether in old industries ( i.e. 0il and
mining )} or new industries ( e.g. the tourist trade or the devel-
opment of new ‘tropical products ) in very large part turns upon
the restoration of publie confidence both within and without the
country; and, finelly, public confidence is based upon political
stability and economiec certainty.

Or, to put the matter in the words of the preamble vo
the Fonetary Law of July 25, 1951:59

"ot all things should be expected from a monetary re-
rform. The lack of balance in our imports and exports will be per-
manently remedied whenever, as the result of better economic con-
ditions, our exportable commodities will find ready markets and
reasonable prices; and whenever the new forms of political and
economic organization Whicﬂ have been in the process of creation
for the last twenty years in our country are stabilized, thereby
strengthening and developing domest ic production, increasing the
public wealth, and meking possible a beltter and more equitable
distribution of that wealth. Also when / this new stability is
achieved~7 the emigration of capital will cease and give place to
a contrary movement of iumigration...

"The monetary reform and in general all similar financial
reforms, important as they are ... will be absolutely fruitless
if they are not accompanied by a serious and resolute effort to
achieve true political and economic stability in the country, in
such fashion as to restore public confidence; and to maintain in
equilibrium an organization based on a just distribution of the Dbur-
dens and the profits of our national economy."
Eyler N. Simpson,

Senior Associate in Mexico,
Institute of Current World Affairs.
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TABLE 4

1
MEXTCAN FOREIGN TRADE

( 000's of Pesos )

Balanee in

Year Imports Exports favor Mexico
1920 396,682 855,094 458,412
1921 493,162 756,824 263,662
1922 308,500 643,550 335,050
1923 315,109 568,471 253,363
1924 321,318 614,713 293,395
1925 390,996 682,170 291,174
1926 381,264 691,754 310,490
1927 346,387 627,485 281,098
1928 357,762 592,444 234,682
1929 382,843 590,633 207,790
1930 350,178 (2) 458,674 (2) 107,496 (2)
1931 216,585 399,711 183.126

1

Annual publications of the "Departamento de Estadistica
Nacional®,.

2
Five year average 1926-30 was: imports 363,686; exports
592,198; balance in favor of Mexico 228,311.



TABLE 5

xi

1

CLEARTING HOUSE FIGURES MEXTICO CITY 1930-32

Jan,
Fe b »
March
Lpril
E’z&y
June
July
Aug.,
Sept.
Oet.
Nove.
Dec.

( 000ts of Pesos }

1950(2)

91,529
80,791
100,011
81,573
84,242
79,677
89,547
83,074
84,000
88, 489
84,929
80,971

1931(3)

85,836
79,400
85,588
84,285
62,701
51,951
65,227
44,058
43,296
45,034
35,2582
57,491

1932(3)

42,945
44,135
48,597
46,114
48,918

Bolet{n Tstadistica de la Comisidn Naeional Bancaria.
Statisties cover all gmportant banks in Mexico City
except the Banco de Keéxieco,

Total movement of gold and silver checks.

Total
July;
only,

movement of gold and silver checks Jenuary to

August to December and for 1932 silver checks

because of withdrawal of gold from circulation
by Monetary Law of July 1931.



xii
TABLE 6

1l
BANK DEPOSITS, LOANS AND DISCOUNTS 1931-1932

( 000t's of Pesos )

1931 1932
Ordinary Loans Ordinary Loans
Sight Deposits & Discounts &  Sight Deposits & Discounts &
or not more Loans Against or not more Loans Against
than 30 days Collateral than 30 days Collateral
Jen. 174,354 168,451 93,516 90,222
Feb. 169,375 163,937 99,792 81,510
March 162,975 169,268 105,620 90,157
April 161,559 160,878
May 144,844 160,755
June 142,959 152,989
July 115,245 141,614
August 95,976 126,475
Sept., 95,201 123,591
Oct. 90,078 112,404
Nov. 91,795 100,487
Dec. 95,157 96,913

1l
Quarterly reports: Boletin Estadistica de la Comisidn
Nacional Bancaria,



