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DEMOGRAPHIC CBAMES AND THEIR E‘FECTS ON DEVEE.OPM?WI‘

Polmle.tion growth in the decade 19h0-19§

Acccrding to the prelminaw reaults of the geventh Genoral Census of
Population, taken in June 1950, the population of Mexico had risen to 25. 6 million,
i. . an increa.se of‘ 30 per cent over 1940, The absolute increase of population is
1688 mportant tha.n the chan.ges in occupational and geographical distribution which
occurred during the period and which are en indication of the remarksble vitality
of the Mexica.n econom in recent Jears. Although the changes in occupational ‘
diatri‘bution cannot be detemined accurately on the basis of the data at present

availabla the p:rincipal changea in spatial distribution can be esteblished.

k The geogra.phical changes that have occurred accentuate the seculer trend
to the displacement of population towerds Maxlco City and the northern border.
~In the first half of the twentie'bh centuz;v thia diaplacement has reached very
r'considerable proportiona vhiah are indicative of the magnitude of the agricultural
'and industria.}. transfomation of the Mexicen economy which has already twen.
achieved..

According to reaearch amied out ’by ths Gcmiasion the four princinal
ereas of dermog'aphic preaaure - the central region (writh the exception of the
‘seven ‘largest citiee ) the State of Oaxaca, the States of Yucatan and Campeche
end the Southern territory of Lower Ce.lifornia -~ accounted for 61.0 per cent of
the tot.al population of Mexico in 1900 but had fml,len to 45.4 per cent in 1950.

In contrast the ‘bhree main areas of demogrephic attraction -- ’che northern border
“aroas, , the seven largeat citi.es (including Mexico Cit,y) in Central Msxico end the
Territory of Quintarm Roo -~ which accou.n‘bed for only 17 0 per cent of the total
pulation in 1900 hed risen to 30 5 per cent in 1950, . The absolute figures are
equally significa.n’c' _ina fifty-year period while the four emigration areas
1ncreaaed from 8 3 to 11, 6 million, ’t.he areas of demographic attraction rose from
2.3 to 7 8 million. During the same period the remainder of the country doubled
1te population, rising f'rom 3 0 to 6 1 million, although the relative importancs,
22. 0 per cent in 1900 and 21L 1 per cent in 1950, remained approximately the seme,

This displacement raflects both a‘osor‘o‘hion of the rural population by
industry and services and a transfer within sgriculture itself frem regions where
the traditional economy prevails towards the new irrigated areas, situated for the
most part in the ,_zxorf;h of the country.
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The changes in occupational distribution, whicl; d.uring the 50 yeexr period
were less spectacular tha.n the gechﬂphical read.juatment have been greatly
accelerated in the last 10 years, On the basis of the popula.tion growth ‘of the
three main urban centres and essuming that the non-sgricultural population else-
where in the country has increased at ha.lf this rate and-that the proportlon of"

, employed to total population hes not changed in the last 10 years, it can be
estimated that the number of persons employed in agriculture is now only 55 to 60
per cent of the total population (65 per cent in 194%0) and that the number of
persons engaged in secondary and. tertiary: acﬁivitiee is already L0 to kj,fger cent
(35 per cent. Vin 19&0) In abéol’ute terms this means that 4.2 to 4.5 million
persons are now engpged in agxiaultura, as against 3.8 million in 1940, and ‘that
© 3.1 to 3.b million are engaged in other .activities, in comparison w:lth 2.4 million
" 'ben years ago.. . : e i
Migration abroad m the period ;,91&7 1950 - ;

In addition to. the process of internel: redietribution, the emigre.tion of
workers from Mexico to the United. States hag continued., This phenomenon is d.ue to
the same causes as the internmal readjustment; this is borne out by the fact that
the majorlity of the emigrants,. aeaeonal and. permanent come from the. ceritre, which
vas described in the previous section ap the main emigration aree.,

. The movement .of workers t0o the United Statee averaged more .than 3.00‘ 000
persons ennually in 194k and 1945 as & result of the shortage of labour in the
Up;tegi States during the war. From 1947 to 1949 the number of workers reached a
peak of only 72,600 in 1947 end repidly fell to 24,300 in 1948 and & minimum of
20,700 in.1949. This was due primerily to the partial unemployment experienced in
the United States in those years and secondarily te the restrictions imposed by
the Mexican Govermment to prevent workers £rom going to districts wvhere theére is
raclal discrimination against Mexicans. From August'l%f) %o August 1950, as a’ A
result of milita.ry prepara‘cions in the United States, emigration agaih rose and
reached a neak of 129,000 exceeding +the ‘average for the war ysars. . '

In addition to the emigration record.ed in official s‘ca.tisti:cs y the flow
of illegal emia'anta or wetbackﬁ has continued. ‘I‘hie type of emigration is -
estimeted to have more or less equalled, and 1n 191&8 and 3.91&9 tohave exceeded,
legal emigration.

~
L

/The miﬁ icance
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- The simificame of occupetional mpivillg in the develomen't of Me;ico

An attempt will now be made to ana&yze the aignificance of the popula-
tion movements descrided above in the recent eooni}mic develo;ment of Mexico.

Mention should first be made of the causes of mobility in éncluding
vertical mobility -- from less to more remmerative occup&tiona/within each occu-
pation from lower to higher positions ~- and. horlzontal mo‘bility from low to ’
higher income areas. The principal factor is the :lneq_uality in the distribution
of income whieh is attributable partly to the social structure of the countr:y but
is due principally to the difference of productivity between the traditionsl
economy of the rurel areas and the modern economy of the towns. A second factor
is the proximity of the United Sta.tes a.nd the resulting ease of access to techni
caJ. prog-esa and h:l.gher standards of living for large numbers of the population.
Finally the development of cormunications facilitates geogra,phical mobility both
in the interior of the country and towards the northern border.

The demogr%ghig mobi w%ﬁy i\é.]et*ém:; from these factors has verious affecm
In the first place, / it contributes to ths _\owering of. reel wages in all occupa»»
tions, as can be aeen from the following Tiguress from 1939 to 1947, resl wages
in industry fell 27 per cent, and only in 1948 and 1949 was some of the lost
ground regeined, with the recovery in 1949 of 5 per cent over the 1947 level. At
the present time the level is again felling. It should, however, be noted that
the averags real me of the working population has incr ase&,y because of the
shift from less to more remunerative occupations and of promotion to h:lg,her
rositions in each occupation.

y The following example shaws how it is possible for an increase 1n the welghted
averege real wege in all ocqupations to ocour even if the aversge for each
- uecupation declines. Assuming that there are only two occupetional groups,
agricultire and industry, that the average wage in industry is 8.5 times
higher then the average wage in sgriculture and that in the base year agricul-
ture absorbs 65 per cent of the employed population and industry 35 per cent,
the situation in the base year will be as follows:

Yoar A (base)

Occupational group Percentage of total employment Rate of wages Real Wages
T {agriculture=100)
Agriculture : 65 100 100
Industry ‘ B 850 100
Totals and averages 100 363 100

JIt should
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Tt should also be.noted that eXcesdive Hobility of- labour bends<tu create
seuaonal. or regional shorteges in some of the lcus well-pald occupations more
sub,ject for geographical or other reagons, to _oceupatichal transfers. Thig édecurs
in the ca.se of farm la’bourers in some border ‘areas, women engaged in domestie work
and also at a di:t‘ferent level techniclans emplcyed by the. State and 1n%ustzﬁr
Excessive mobility also tends 't;o reduce efficlency beceuse of the/re-adaption of
workers to new employment or to group work, There is also wastage of: productive
resources in the form of excessive transport and instellation costs, working days
lost on this account‘”etc._ There mey also.be physical losses of production, as in

Footnote oontimzed. the

. Assuming ‘that after 'a certain period./occupational distribution of the population
heg, changed, :so that only 55 per cent is engaged in egriculture, and that real
‘wages in agriculture have fallen 5 per cent and real wages in induatr:y 15 per
cent, the situation will be as follows:

: | Yosr B ;
" Occupational group Percentage of Rato of vades Real 'Wéges
- ‘ total employment . (agriculture in e e
» ' base year #100)
Agriculture . ‘ 55 o ?‘:‘5 95 - o : 95
Industry ok - T S
Totals and averages - 100 . 38 105 .

s,

It can be seen that in this arbitrary exemple the average real wage in all
occupational groups has increased by five per cent notwithstanding the
decline of five and fifteen per cent in each group considered separately. »
- The figures used in the example roughly reflect the chenges: :1n the occupa'bional
distribution of the Mexican population in the lagt ten yea:r‘s and the ‘differences
of productivity between agriculture and the rest of the economy. The declines
in real wages 'are, however, fictitious since the real declines camot be. .
, a.ccurat.ely detemined oving to a lack oi’ data. for propsr waighting‘ Lo

.

[the case
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. P o
the case of crops which cannot be hervested for lack of labour.

The proximity and easge of access to the United States afford large
numbers of the Mexican people an opportunity to learn new, although gtill rudi- .
mentary, techniques and new wqys of life. Many of the techniques learned ebroad
cennot be applied in Mexico owing to the peculiarities of ‘the geographical envirOn
rant, the insufficient development of other stages of the productive process of
which they form part and more esoecially, the 1ack of capital. The process of
readaptation to their old emﬁquﬂﬁnt ann even more, to former consumption habits
is such thet large numbers/of rural origin do not return to underemployment In
agriculture but Join the urban 1abour force. Whether this group is absorbed by
industry and services or Joins the ranks of the urban underemployed depends upon
the rate of capital formation, In addition, to prevent a decline in the stendard
of living in the areas of demographic attraction the rate of capital formetion
must be maintained at a ievel higher than that of the growth in population, the
magnitude of which was indicated in the first gection of this chapter.

It is not surprising therefore that some Mexican economists have
attributed the inflationary character of recent econemic development in Mexico
malnly to the need for inoreasing the rate of capital fornmtion.above the rate
of populstion’ increase and to the fact that domestic eavings and the flow of
foreign capital ere not eufficient to achieve this obJective. Inflation, in turr
has intensified occupational mobility to such an extent that the loss of productis
effort and the formation of bottlenecks are increasing the cost and inefficienoy ,
of infletionary development.

 fmmns o
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. TRENDS OF mmxm"m Paomcrx'oumcmm |
Natioral Income , R v o
The netional income at factor cost vas 22 ,800,000 pesos 1n 19#8 A
25,600,000 pesos in 1949 and about 30,000, 000 peso& in 1950 (preliminary estimate\
This increasse is only to a very slight extent the result of currency expansion
and for the mogt part reflects the increase in real 1ncome. If the figures given
are adjusted to allow for the rise in pricea, the 1ncreaae in real incoma vas,»
2.4 per cent in 1948, 2.4 per cent in 1949 and 6.8 per cent in 1950 ‘The Rg;
capita income at current places rose from 945 pesos in 1948 to 1,19% pesos_in 1950.
This means that the average rate of increase in real terms was 2 percent in the
period 1948-1950, In 1950 the real gg~ gita incoms ves 23 per cen@_higher than
in 1939, R

It 1s difficulﬁ to ‘egtimate the changes in the distribution of the ‘
national income during the ‘period under review. The relative ahare of labour has
probably remaindd atationary in view of the easing of 1nf1ationary pressure during
these years. As ‘regards: the distribution of income by activitiea, it is likely
that industry's share has substantially increased as the average rate of increase
of industrial production is almost twice the increase in real income, furthar,
the rise in industrial prices has been relatively greater than the general index.,
No estimate of the gross nationsl product is as yet available in Mexico.
The greatest difficulty is the lack of reliable date regarding the volume and
value of the output of gocds =rd gervices, as wiil be shGWQ in gre&ter
detail wheu the trends of agriiultural and industrial production are analyzed
In Mexico the money income of the various factors of production can epparently be
more easily determined than its equivalent in terms of goods and services. It
is also impossible to estimate the gross nationmal product on the bagis of income
at factor cost in the absence of an even approximate idea of the amnual
depreciation of productive equipment due to the lack of figures regerding the
depreciation charges of industrial undertakings and the fact that the value of the
capital goods existing in Mexico is not known, |

/It is also
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It is algo difficult to estimate Mexico's total gross annual investment,
The Department of Financial Studies: of the Nacional Financiers has prepared a
statistical series on the:value of gross investment. The figures may be underesti-
mated as they do not,include peyments’ to lebour on account of the installation and
placing in operation of - imported c¢apitdl goods. 'On thé'othéf’hand, some
duplication may result from the ‘inclusion of scme 1mpdrts“of"capita1‘éodds under
the heading of construction: Net investment cannot be ascertained since, as
already noted, the amount chargeable to annusl depreciation of existing equipment
is not known. It may, however, be saild with a fair degree of certainty that net
investment bears a high proportiocn’ to the total since the volime of new
investment . is large in relation to existing productive equipment. On the ofﬁér |
hand, the effects of the very rapid deprecistion of many imported goods such
as trucks, road-building machinery and the like, which in Mexico are subjected
to very hard use, must be teken into account.. It is estimated, for example,
that & truck used for the transport .of construction material in public works

schemes lasta only & year and & half o

A Subject to these reservationa, it may be said that total gross
investmepx vas 3,300 million pesos in 1948, or 1k.per cent of the national income,
Thé distributioﬁ of totai investment by activi{ies is not accurately known, It
cen be said, however, that public nveatments .represented 30 per cent of the
total gross investmant in 19&8 Public investments in 1949 were 675 per cent
of 1939. In comparison real investment in industry in 1949 was twice the level of
1939, In the case of 1ndustr1a1 investment, it is estimated that approximately
20 per ceptlwas used for the construction of factories to turn-out goods not
previoﬁsly produced in Mexico, 24k per cent for the construction of new plants for
the menufacture of goods already being made in the country and 56 per cent for

v

the expansxon of exlsting factories.‘

Mexico is gtill 1n a atage of development in which a very high
proportion ~- perhaps more than half ~-- of ennusl investments is applied to the
construction, eapansion and pgpqir of its transport and electric power systems,
which are‘pre;eqhisites of industrial development and the transformation of
agricultuié..‘ |

/The high
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. The high lével of' investmmnt was the determining factor in the rapid
expanston of tho raticnal inccme daacribed above,both rrom the point of view
of the resl i..reases in production, and more especially of the money payments
accruing to the factors of production and the changes in their share in total
income., - In this connexion, the volume cf investmsnts and the manner in which.
they have been Financed are equally important As will be described at greater
length in later sections of this report, the volume of dcmestic sa&ings continued,
in the first part of the period under review, to be insufficient to finance |
investment, However, in the most important sector of capital formation, the
State deficit financing ceased, Mexico has apparently now reached a stage where :
it-can meintain the rate of investment of the 1ast ten or fifteen years without
running the risk of inflation of’ domestic origin.

Trends in Agricultural Production. ; " : :

’ From 19&8 to 1950, acccrding to estimates made by the Secretariat of -
Agrlculture, the harvested area increased by 13 per cent to 8.5 million hectares.
The Increase was due to the opening up of new irrigated (25 per cent) and
non-irrigated (75 per cent) lands as & result of the completion of some of the
largest governmant irrigaticn schemes, the construction of roads and the-increase

in loans for land clearing. ‘ : L

' Agricultural production increasged substantially as a result of the
expansion of the ares under cultivation and higher yields. The greatest gains
vere made by export crops in Tesponse to increased foreign demands. In the
extreme case, cotton production doubled .from 1948 to 1950 to almost three times
the 1946 level. The production of foodstuffs for home gonsumption also increased.
The' production of maize,'for example, roge by more than 10 per cent during the:
two years, and that of wheat and beans“by more than 20 per cent,

The high level of investment and consequently of income stimulated
demand end consumption. There was & slight. change in the pattern of food
consumption, due in allﬁprobability to the displacement of farm workers from
agriculture to other employmentx So long as total investment is maintained at a’
high level and the changes in the pattern of agricultural production follow

/the present
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the~pres€ﬂt~trendstGWafdefthe‘expanéion“of{prodnction for- export rather than for
home consumption, the .increases will only partially solve the problem of supplying
the home market with certain foodstuffs., The stimulus recsived by agriculture far
export and the uncertainty associated with agriculture for local ccnsumption have
increased the need for imports of scme agricultural products (wheat, edible fats)

Agricultural prices showed a general,upwar& trerd which vas very marked
in the case of certein export crops.- In the case of foodstuffs, the relative
stabilization of income, the inelasticity of demand and increased producticn
prevented prices from rising at the same rate as the prices. of export products
or the general pricze index. -

Investment in agriculture for export wes much higher than investments
for the production of foodstuffs for the home market. -In the case of the former,
large sums were expended on irrigation works, the importation of machinery and
loans while the latter was .the object of relatively modest expenditure applied
mainly to the improvement and distribution of seed. The work of the Maize
Commission deserves particular mention in this connexion.,

The volume of loans grented by semi-official and private banks has
increased by approximately 150 per cent since 1948, Nevertheless, a considerable
propertion of agricultural credit is provided.by individuals who lend money
privately at usurious rates of interest, a circumstance which impedes capital
accumulation in traditional agriculture. Although the official policy 1s to
encourage credit for the production ef foodstuffs, the increase in demand end
the rise in prices on the world market have diverted the flow of credit,
(including credit furnished by official institutions) towards the finencing of
agriculture for export. ’

Trends”iﬁ Inéﬁstfia1 Mining and Production

o (e) Industgz From 1948 to 1950 the volume of industrial production
1ncreased at an average rate of 11 per cent a year, ‘and it is estimated that
in 19&9 1t had reached rather more than twice the 1930 lavel although the
avallable indices show an 1ncrease of a little over o per cent, In the same
period the productive capacity of manufacturin~ installations was approximately
quadrupled. This is & natural tendency in a repldly developlnﬁ economy in which
the rise in demand is fast and the most serious obstacle to progress 1is rather
the inadequacy of exlsting equipment in relation to requirements. The extent

/and distribution
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and distribitioh of' ifivestmetits th industry has alresdy been: discussed in the -
section on natiochal ificome. "As regerds employvient in industry, it is likely

that the population census for 1950 will show ah iihcrease in the number ‘of persons
engaged in industry of moreé than 50 per cent over the previous census although
the availeble indices show ah increzse of only 25 per cent over 1939,

Having noted the principal quantitetive aspects of the recent
industrial dévelopment of Mexico, we may now discuss ‘the gqualitative significance
of the process. ' E R '

Y Tt 1s evident thet manuPachturing processes are being greatly improved -
owing in large measure to the increase in the numbers and efficiency of the
technical staff, It is interesting in this comnexion to observe the steadily
increasing part being played by Mexican technicians in the management of industry
and in the addption and improviment of production methods. The progress achieved -
is naturally resulting in the improvement of the quality of Mexican products. -

Another important feature of recant industrial development is the
introduction of new lines of products. Mexico is now producing goods,’ such. -
as artificial’ silk, electrical equipment, numerous chemical products etec., which
five or Bix years ago had to be imported in their entirety. -The most “spectacular.
event in the introduction of new industries has perhaps been the development of. -
the meat packing industry since 1947, '

The appearance of new branchés of production has resulted in-better
integration of industry., At the present time, many industries producing tconsumer - -
goods which formerly imporisd tHeir raw materials are now supplied by newly
esteblished Mexican enterprisges; in many cases ‘also, Mexican raw materials are -
being used for the manufacture of consumer goods which were not produced previously, *
This trend towards integration may also be regerded from another point.of view,
as & process of orderly industrial growth, gince there does not seem touhave been
Any great -dlgproportion between the grgwth of.the,c9nsumer goods ihdustrigs and
the cepital goods industries. On the .other hand, the sources of finance fo; the
two types of industry have been fairly sharply differentiated since the capital

goods industries have been.developed by.the Nacional:-Financiera, making use of its .

own resources and International -credits, while privete investment has been

channelled towards the congumer. goods industries..

s v sl e years
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The years 1948-1050 were &lso marked by the consolidnxicn of‘war-time
industrial development, .  Investments and industrizl activﬁty no longer heve
the speculstive cliaracter which preveiled in the porioed 191&2-19%5. Industrialists
are steadily imprecving their knowledge of the markets and they rezlize the need
for resedrch regarding their pressat size and futuve pozsibilities. Pfoductive
capacity 1s beinz increusingly utilized in indusiiics established in previous
yeers, and the lnvestments now being made are being planned rore carefully. As
a result, the firancial position of Mexican industry is today fairly sound. The
process of consolidation hns been assisted by higher tarilfs, devaluation and
import restrictions which have protected Mexican industry from foreign competition,
In some branches of industry; however, the restrictions on the importation of
similar foreim vroducts have reculied in higher prices and proiits rather than
in the expansion of production, which is wudoubtedly due to the virtual mpnbpoxy
enjoyed by the industries concernaa. - B

(b) Mininz. In 1948 azd 1640, under the corbined stimulus of high
prices abroed and the devaluvation of the posgo, the production of industriél metals
continued the recovery vhich began im }3K7T efier the decline following the end
of the wer, Devaluation to a very great extent cushicned the shorp. fall in prices
that occurred in the second half of 1949, Foreign demand again revived in 1950,
especially -after events in Xore

Az regards volume, the indices for the period September 1949~
August 1650, the year of greatest production being taken as the base yearviﬁ“
each case, sre as follows: lead 67, zinc 10k and copper T75. ‘In 1946, the year
of lowest production in the post-war period, the indices were lead h9, zinc 64
and copper 76. . ‘
Among the various metals mined, silver has continued to present a
specilal problem, In the twelve month poriod September 1945-August 1950, the .
volume of production was 70 per cent of the 1940 level. During the period umder
review, the Bank of Mexico has followed a silver policy baded on the control of
exports and of non-monetary domestic consumption and the minting of silver to
meet domestic reguirements and Tor export to various Asian countries
(Saudi Arebia, Irag, Lebenon, Syria and China), Towards the end of 1950

A

/the Bank
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the Bank of Mexico had to reduce the volume of silver it offered on the
international markst. This actlon was a determining facforvin'thé subsequent
rige in the price of silver, which in early 1951 was quoted on the New York
market at 0,90 dollars per troy ounce,

Despite the rise in prices and producticn and the fact that mineral
exports have reccvered mucﬁ of their pre-war relatzve,importénce, the part
played by mining in the Mexican economy continued to decline during the peried
under review. ; '

(c) 0il, During the period covered by this shrvey 0il production rose
from 55.3 million barrels in 1947 to 60.9 .million barrels in 1949. The production
of derivatives was 50.5 million barrels in 1949, compared with 48.8 million
barrels in 1947, It should be noted that the vroduction of derivatives in 19&9
was 60 per cent higher than in 1938. Mexico rerines & very high percentage of
the oil it produces. In 19h9thezm@mortion was 83 per cent but had reached a

peak of 98 per cent in 1943.

T © 011 ¢éontinues to be absorbed in increasing quantities by the home market,
Although the averaze consumption of the years 1947 -1945 was only 75 per cent of
total production and thus slightly less than the wartius average of a little over
80 per cent, this is due principally to the rapid increase 1n production and
to the improved export market. The per capita consumption of oil derivatives
rose from 1,2 barrels in 1938 to 2.2 barrels in 1949, an increase of over
80 per cent, The increase in’consumption is due pertly to industrial expansilon,
although the chief factors have been the development of communications and the
growing use of farm machinery and domestic appliances burning oil derivatives.

During the period under consideration, exploration and drilling o
operations continued over an area of more thanV185,OOO éq. kms, more th&n'

55 per cent of ﬁhich is situnted in the Gulf of Mexico region. 48 a resul£'0f
prospécting<b§erat10ﬂs, proved reserves in September 1950 were estimated at
1,270 million barrels, 81 per cent being accounted for by the Poza Rice and
three adjacent,fields. There are indications that there is a field in the

Vera Cruz.araa contgining larzer reserves than Poza Rica, which would radically
change the porspectives for the developmeht 6f the Mexican o0il industry, in view
of the fact that the present policy of Petroleos Mexicanos is to maintain a
safety margin of twenty reserve barrels for each barrel extracted.

/Two recent -
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Two recent events in the Mexican cit industry desgerve speciel mention,
The first is the discovery of natural-gas fields in the northeast near Reynosa;
these are being used to good advantage in the agricultural and industrial
development of the States of Nuevo Leon, Tamaulipas and Coahuila. The second
1s the completion of two nevw refineries, the Selamanca refinery, in the Bajio
agricultural region, which will meet the fuel needs of the entire central area
of the country; and the Reynosa refinery, situated near the oil and natural- gas
fields_alreaoy mentioned. The Salamanca refinery vas completed early in 1950,
and the Reynosa refinery was virtually_completedvtqﬁards the end .of the year.
Notwithstanding the discoverj of new‘natural-gas deposits, the Poza Rica
field still accownts for more than 80 per cent of Mexico's existing reserves,
These reserves will be more fully utilized with the completion“of the pipe line
connecting the field with the &t capotzalco refinery in the vicinity of Mexico City.

Trends in Energy Production . :
From 1948 to 1950, 6(? million pesos were invested in electric

generating systems. Of this amowmit, 51 per. cent vas obtained through loans made
by the Internntional Bank for Recoustvuction and Development and the Export-
Import Bank, in favour of the Federal Electricity Comuission and the Compania

de Luz y Fuerza Motriz, S.A. As a result, 1nstallea capacity wag incfeased
from 820,000 kilowatts in 1948 to 1,150,000 kilowatts at the end of 1950. Cutput
increased from 3,300 million kilowatt hours in 1948 to an estimeted total of

3,750 million kilowatt hours in 1950,
On the be31s of foreseeeble consumption trends, there must be &

considerable increase in the output of electricity during the next five years
if the development of the country is to continue at its present rete,

[ 3

Consequently, a high,proportienfof the country's investment in the next five year
period wiil have to be devoted to.the construction end,expansion of electric |
systeme. ‘ | ‘ . ! | | .

In the copsumption of power generaliy;"oil is becoming increasingly
important due.to the development of sea, land and air'trensport and_the gradﬁal
mechanization'of agriculture, According to a survey by the United. Nations
Economic Commissien for latin America now in preparation, 64 per centlof the

/mechanical
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mechanical euergy used in.1930 was derived from the combustion of oil and oil
derivatives; in 1940 the figure rose to 71 per cent and in 1950 to 75 per cent.
Coal, on the other hand, dropped from 18 per cent in. 1930 to 8 per cent in 1950.
The share of water pover increased slightly from 9 to 11 per cent but in absolute
terus was more than doubled during the. twenty year period. It is estimated in. -
the survey mentioned that the consvmption of mechenical energy rose from 10,645 .
million kilowatt hours im 1930 to 13,169 million kilowatt hours in 1940 and

21,660 million ‘kilowatt hours in 1950, . It is also estimated that the proportion
of mechanical to total eneryy utilized rose from 78 -per cent in 1930 to 82 per cent
in 1950.

Development of Transport

In recent years there have been several outétanding‘dévelopmenté in
the railways., The most important of these wés the construction of the Ferrocarril -
del Sureste which connects the Yucatan peninsula with the rest of the country.
In addition to its politicalimportance as a means of effecting the unification of
this important area with the national community, the new railway.is of very great
economic significance since it will make possible the utilization of the naturel
resources of Tabasco and.southern Campeche, which is perhaps one of:the richest
parts of the country, The region also.possesses the best system of navigable.

waterways in Mexico and the completion of the Ferrocarril del Sureste and of the *. -

Pan~-American Highway, to which reference will be made later, will make' possible
the intesration of a .system of land and.river transport in an:area where _
communications facilities were previously emong the worst in Mexico. In addition
to the completion of this railway and the opening of a new line between Sonora ‘

and Lower California,the narrow gauge track on the Ferrocarril Interoceanico

between Mexico City.and Vera Cruz and that of the line running between Mexico City -
and Acambare in the Bajio agricultural rezion has been widened to standard gauge.
The programme of railwey rehabilitation has.also been continued energetically

in recent years and includes the improvement of fixed installations, the
substitution of heavier rails for those now in use and the increesing employment

of diesel locomotives. . . : : :
/The volume
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The volume of ooods tx‘affic omied by the Ferrocarriles Nacionales
was 14.7 million tons in 19#9 and 15.5 mlllion tcns Iu 1950 e.s againat 9.8 million ,
tons in 1939, i.e. an increase of-60- péz‘ ‘sent. BRI ,
The most important development with regard to rda.ds was- thé completion
in 1950 of the Pan*American Highvay from Cifuda.d Juarez on the boréer wiﬁh the
United States to Ciudad Cuauhtemod or the ;Qrontier with Guatemala, : The: highvay
is 3,400 kilometres. long, and its southermcet section-has served to provide . v
communications with-most of the.State. df. Chiapas » Vhich at- the preaent time Is
one of the.most promising regiong in. Mezico: ,for the- “pwpoaes of tropical -and.
sub-tropical agriculture.. During the past@lmees ;!eam §here has been & change. of .
emphasis in the objectlves of Mexico's. hig-lﬁmyfvimlicyxi -;A1thoug}i€ the importance
attached to the huilaing-ofltrunk'h;ghwaysiisfﬁnaiminisheq, considerable attention
has been given to the Gonstructiod of 1ocal roads:which will serve torintegrate
even the smallest communities in the nationsl market and tl;e social life of the
country. A sum of approximately 70O million pesos sas’ épgpt fop road congtruction
during the period 1948-1950, - .f“, e e
LIt vas estimated that the ‘t;hearetical capacity of t.he motor ‘brucks
operating on Nexican highways in 19T was 22,000 tons & day and that it vas .
increased by approximtely 30 per cent during the following three years. The
extent to which this capacity is used, i.e. the tonnage transportad can not be ‘ :
estim&ted, even approxi.matelyﬁ, Jbecause of the multipl,icity of trangport undertakings
and thg diveraity angd irragularity of . the seryices they provide. .
 mn 191&9 the Mexican. end farelen. a.irlinaa operating demestic and inter- - .
national services carried morg than 900,000, passenge:‘s, or 10 5 times as many as
in 1940, In the same period the yolume 0f, alr freight increased six times.. . .
In order to facﬂitagte $he- Matribution of .0il and oil derivatives,.
pipelines were constructed fm Poza Rica to Sa’lamanca ané from Minatitlen to
Salina Cruz. during the period ,covegpd by this’ survey. Thq rxm 450 kilometres
long, will suppw crude oil .to the refinery mentionqd in the preceding section.
The second, 247 knometraa long, will cross tha Isthnms ‘of Tehuantepec and,
together with Pemex tankers,will help to meet the needs of jb,he. Pacific area.

st /FINANCING
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~ FINANCING OF DEVELOPMENT BEFORE DEVALUATION

Over-investment in 1947 and 1948 o _ ,

It was noted e&rlier that the ecencmic development of Mexico in recent -
yoarl s deen charncteruoa by an exeess of capital formation over savings, which

closely linked with the growth of the populatim. - In the years 1946, 1547 and .

191¢8 tlis tendency tecams pmuularly marked, ghp.difticulty vas not a dise
equilidrium betweon curreat sssings and iuutm; buﬁ,t!ﬁa inadequacy of the
resources aceupulated during \ls war years te m‘ the yegquirements for the
expansien sad yeplacement of preductive miM vhich Bad secumulated during
thege pears, This vas the case in etk the wiuto sal the . pudlic sectors,
although the latter vas probably more seriously affected,

Jost of the taungd sscumulated. lmu's? the war vere pepresented by ihe
incyease in the resewves of the Bank ef Mexieo, yh!ck t;a risen to. a peak ef
3190 million dollave at the beglmping ef I9L6 end fell 1n the sourse of the mext
tvo end 9 half yeara to 42 million dollars, :

Effects on money income ma. the dslence of pam__

‘The loss of reserves tended to contract the volume of money in eirculae
4ion, dut this vas to some extemt offset ¥y an ingrease in the velocity of eirevls-
fiom amd the relaxation of ereiit restpictions, '!‘ha volums of money im circulse -
sion fell from 3,%1% million pesos i December 1946 to 3,493 million pesos ia’
Decenbey 1947 and rose te 3,61k williom pesos im July 1948, This was reflected
ehiefly in the reduced aevivities of sertain imdustries, suchk as building, vhiek
declined stgnificantly 1 Mexiee €ity in late 194Y and early 1948, In additiom,
theve vas & falling off ef actisity in aewbals tadustries «v sush us textiles -«
which hed found forelign urhtg during the wop ead vhich vere faced by a sharp ;
fall in external iomnd tm Mal at & Vimd M iomuth demand vas also
falling, ‘ o : : '

This all toaﬁo'd wﬁtt’, %o svabtlice Yhe p’iﬁ ftlot ihroughout 19%?
and the firet eix mtht %hrouglou‘t 19'16, o Loelu : oo

-

- R /International
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International credits
One poesible BQIution of the balance of payments problem in these years

would have been to obtain a volumo of foroign cradits euffi¢1ent to compensate
the deficiency of domestic savings. A considerable flow of credit to the amount
of 35.6 million dollars in 1947 and 18 3 million dollers in 1948 was in fact
received principally from the Export-Import Bank in Washington. Thése credee,
however, were not large enough to correct the disequilibrium on current accOunt
~end to meet the neads of public and . private investment programmes. In order to

deal with this situation, 1oane amcunting to a little over 200 million dollars
were requested early in 1947 from the Export-Ymport Bank and the Internationel
Bank for Reconatructian and Developmant.“ By the middle of 1948, however, none
of the loan had been authcrized ~and 1t wae already clear that Mexico would only
be able to obtain a much emaller emount, as wtll ba described belOVv :

»
. H
oy

The devaluation of July 1648 o ?;" - SR

. The lose of reserves reaulting from the disoquilibrium on curreut
account - was accentuated in June and July 19&8 by ahort term capital movemsnts
of a speculative character. The combined effect. or theae tvo factors had by
July 1948 reduced Mexico's monetary reserves to’he million dollars, representing
a loss of more than 300 million dollars since February 1946,  In this situation,
the financial authorities had no choice dbut to devalue the peso on 22 July 1948,
From that tims on, the course of inflation in Mexico changed radically. - The
deflationary effect arising out of the balance of payrents during the two anﬁjg
half years prior to devaluation should have disappeared as soon &8 & new pafit}"
hed been ‘esteblished, as in fact happened in the second half of 1949, The
part played by domestic economic policies in dealing wjth thig new situation

18 analysed below

/THE ECONOMTC.
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THE -ECONOMIC POLICY.OF. AM{ETM*]NT TQ ﬁEVAIlﬂ\TIOI\I

R

Poll cy Befare Dev’aluation

. it may aaem strange that tbe public worka conﬂtruction programme, )
financed by means of the budget deficit shoubi ‘have; been continued and expanded
1n lok{-h8 at a time whsn the baLance of paymenta position seemed to call for e
balanced budget or e budget surplus. In fact & balanced budget would certainlj
have checkea although prohably not prevented the IOBB of reserves and devalwatm
might perhaps have been pcatponed, . On the other hand, e b&lanced budget might
possibly have strengthened the aeflationary effect of the lose of reaarves. .
Refbrence was‘made in the precedinq aection to the apparent paradox of partial
daflation in soue econnmic sectors whila 1nflationary pressures continued. It war
in fact becausa of signs of deflation in private building and other industries
that the public works programme was continued and acceibrated in order to o ‘
gtabllize the general level of economic activity. Totel government expenditure
(including ‘locdl euthorities) amounted to 2,543 million pesos in .194T and 3,050
million pesos-in 1948, OF these eums, capital expenditure accounted for 1,010
million pesos in 1947 end 987 million pesos in 1948, 1,e, 38 per cent and 32 per
.cent respectivedy. .The budget deficit :(Pederal Government only) amounted-to:
191 million pesos in 1947 end 278 million pesos in 1948 -- figures which ere. .
relatively léw in pmoportion to size of public investment,

Changed obgectives

B Aftar devaluation, and in particular after ths new rate of 8 65 pesos
had been esteblished, there was no longer any danger of deflationary Dressures of
external orlgin, A radical chenge in the direction of econonlc polley tyﬂnq
beceme necessary. Henceforwerd, the stabllization of income hed to be achieved
not so much by maintaining the rate of development as by trying, by means of a
budget swrplus, to creete a sufficlent volume of savings to offset inflationary
pressurea‘of damestic origin, OSteps had also to be taken to stabllize the
domestic price~level 1In order to teake advantege of the protectlve effects of
devaluation to the fullest possible extent and for as long as possible.
Mbreover, the success of & pollcy of stablilization would be incamplete If no
attenpt was nede partly to neutralise externsl inflationary effects by absorbing
a portion of the additional proflts accrulng to exporters from develustion,

_lastly, to ensure proper utilization of the additlonal savinge accruing to the

e
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country from devaluation,. it would be pecessary, at leest In the beginning, to

prevent the Increased reserves from.being used for purposes of consumption.

| mhe neasures taken to achieve these objectivee are 1isted belov. In L.
first place, it was planned to balance the budget and this was finalld accon
plished in 1949 when the financial year cloeea with a eurplus of 13h million
pesos., ihe surplus was obtained not by reductiOn of tne .public worke' progranre
but by means of a suostantial increase in revenue. '

Part of the increase in public revenue is associated with the achieve—
ment of one of tae other objectives mentioned - the absorption of part of the
profits. obtained by exporters ag a result of the chanbe in the rate of exchange.
This was agcamplished by the establiehment of a 15 per cent ad valorem surcharge
on the exports tax, calculatea to retain one half of the exchange profits which
would accrue to exporters if the peso vere stebilized at6.9 to the dollar, “When
the rate was stabilized at 8. 65 peaos, the proportion of uhe exchange profits -
absorbed by the surcharge .acted as an anti- inflationary instrument.in three ways:
-{a) by absorbing part of the increase in money income of foreign ariging (b) by
Increasing government revenue and thus contributing to the. budbeteurplne~ (c) by
preventing the prices of expory goods from rieing. in proportion to the change b
the rate of exchange. In the last four months of 1948, the 15 per cent ad valore
surcharze produced 60 million pesos., In 19h9.and 1950, recelpts fram this source
were 368 million and 390 million pesos,. respectively, 1.e., an average of 12 per
cent :of- federal revenue, a percentage exceeded only by income tax. L

A second highly effective means of achieving 2 budbe surplus was‘
provided . by -the excess profits”tax_establiebed in’' 1949 with the double purpose
of absorbing the profits of undertakinge;not liable to other.taxes and of
encouraiing the reinvestment of profita or, what_eﬁonnﬁs‘toAthe eame thing,.Qf
creating a large volume of private.saevings., The tax yielded 44 million pesos
in 1949 end 60 million in 1950. ' '

In addition to thé varilous measures. described Import restrictione were
also maintained in-order to, .ensure that the increase 1n regerves resulting from
develuation’was not dissipated by the' importation of luxury articles. ,

- As'a-result of these measwres, the balance of payments on current
eccount:ceased to be advérse in the second half of 1549, - '

summeTe e /ADJUSTMENTS AFTER
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ADRISTMTS AFTER DEVALUATION

ijel the balance of paﬂnente
In the second half of 1949 the balance of payments ceased to be adversec
end a surplus of 59. 5 million dollers was achieved. o
Thé' decisive factor ‘in the change in the balance of pa,yments pos:.tion
was the neduction of imports from 719 million: dollars in 1947 to 597 million
dollars in 1948, 520 million’ dollers in l9l+9 end 'approximately 500 million dcllar:
in 1950, The reduction was due to the combined effecte of devaluation and of
‘the maintensnce of import restrictions., )

"The stimmlus to exports‘ furnished by 'devaiuatim/:gseome' extent offset
by the decline in demand in the United States “in 1949, This was reflected in
the prices of.a number of products, in particular of industrial metals (lead,
zinc ‘and copper): In the case of lead, for example, the ""price foll from &
maximim of 0.21 dollars per pound in April 1949 to 0.12 dollars in Deceémber
1949, - (The downward trend continued to 0,105 dollers in March 1950, but was
rapidly reversed in subsequent months). 'The 15 per cent ad valorem tax, to the
extent that it accomplished ite 'internal anti-inflationary purpose, also reduced
the incentive given to-exporters by deveélumtion. As a result, increased exports
'd1d not begin to contribute to the improvement of the balance of paymente

position until 1950, . . e T : Sy ,

In contrast with' its delayed effect on exports, develuation immediately
resulted in & substantial rise in receipts of forefgn exchange from the tourict
trade. Beaically this was due to an lncrease in the amount spent by foreign
tourists in Mexico in 1948 and 1949 as compared with- 1947 (although the 1949
figure is below that for 1948): Further, the sums spent by Mexican travellers
abroad which reached a psek in 1948 dropped sharply in 1949 by elmost 50 per cent,
to approximately the 194k level.* As a result of the combined effect of tlie two
factors, riet receipts from. the tourist: trade rose from 82,8 million dollars in.
1947 to 104.1 million dollars in 1948 and, 133.7 million dollars. in 1949.. They
are 'estimated to have exceeded 150 million dellars in 1950.

As was. noted in the preceding section; in 1947 and 1948 Mexico had
applied for international loans to an amount slightly over 200 million dollars..
Credits granted in the second half of 1948, in 1949 and 1950 amounted to 180
million dollers, 75 million .do}lars-of which was used during ithe same period. -
Of this figure, 20 per cent is represented by loans, principally for electrifica-
tion, by the International Bank for Reconstruction and Development, and 60
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o T‘le devaluatim of July l9h8 and mora pwticularly t.he stabilisation
of the pesc i, J‘una 191;9, naturally put -an and to ehort-term speculative exmrta
of capital. '

Cha.ngea in tha composition of foreign trade , :

, Besides ‘the reduction in imports and the dele.yed Ancrease in exports

- following devaluation, the latter, in association with other factors, tended to

change the composition of both imports and exports. The prinoipal chenges in

19&8 end 1949 are described below.

' In the case of imports, devalu&tion not only aucceeded in reducing thelr

absolute volume, but, what is more important, in changing their composition

in favour of home production, Thus, while capitel goods and raw materials for

Andustry constituted 61 per cent by velue of all items imported in 1946 -and 1947,

the proportion rose to 69 per cent in 1948 end 1949. Consumer goods and food-

stuffs, on the other hend, dropped from 35 per cent in 1946 to 23 per cent in 1949,
In the case of exports, it shomuld be noted that in the period 19471948,

the wvartime trend towards e relative increase in exports of manufacture asg

_compared ;wit,h mineral products and oil was changed while industrial metals

and oil accounted for 26 per cent of all exports in 1946, but they had risen

to 59 per cent in the first nine months of 1950. Industrial products, on the

other hand, had dropped in the first nine months of 1950 to 11 per cent of all

expérts, as against 27 per cent in 1946, Throughout the period a.gricultgral

products accounted, on the average, for one-third of the total value of sxports.

In view of the develomment of the cultivation of export crops, it may be asked

whether this trend will continue and whether mining rroducts and oil will in the

future be able to regain the important place they occupled in Mexican exports unti

,ten 3ears ago, -
o It has alrea.dy been pointed out that davaluation had little or no effect
in incraaaing the velue of exports which actually declined in 192&8 ~ 1949 as
- agalnst 1947; and which only began to regain the 1947 level in 1950. Similarly,
: V&eivéﬁlxiation was not a deéi‘@;;ve' factor in the chenges In ccmposition mentioned
eerlier except in so far *’a.é’"i‘.c;s;o“f’ceried~15he~1myact ‘of the #all in. metal prices
in 1949, ‘In the case of agritultural products, the decisive factor in'the
inorease 1n exports is the fact that prices ‘abrodd have risen much highey. than
those of otmr commodities.
/Changes
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Chenges in Prices

Until mid-1950, prices hed risen only 29 per cent above the level
of July 1948 in comparison with the 78 per cent rise of the dollar. The
slow adjustment of prices to the new exchange rate i1s due tc the factors .

analysed below,

From the point of view of’sdpply, some factors aﬁteé‘directly on-
prices while others affected them throzvn pa"ic‘ion cvsts. Arovz tae former,
mention should first bhe mads of thc acemal s iocks of ﬁmnor 23 NQOus which
had been acquiréd tefore the develuaticn af » M350 and weres in e¥ cess of

immediate market requiremscts, Fuw nu*, The wices of foadz 0 ffs == o which
a very heavy waig Mt 15 aleached in tne C”i“*F_ index «~foll sliga’ly as a
result of tie considerayle x“.vm@ﬂe in ag;iuu?taral product ori in l9h8 and the
low elas*i 1ty of derend Poye LU“‘Ttl

The accumuletsd sbauuo of 1mncrued raw materials and the acquisition
of machinery at the old reto of 4.65 aluc influenced yTudLL‘10n costs. Another
‘ factor was the fsll in jn¢uc5 Ste 28 prices which occurrad in the second half of
1948 and becems more y*ba(‘“ od in 1949 wad which was pey iduleriy merked iIn
the case of rew mat eriuls, »arrin@wy and equizment, The viriual freezing of
wages from the middle of 1918 until the end of 1949 also helped to keep costs
rel&tlvely low,

Another factor which influénced roduction costs ahd'delayed the
adjustement of prices to the new exchenge rate was the steadily incveasin&
utilizaﬁion of the p;oductive equlpment of many undsrtakings which had been
working far below capacity.

From the point of view of demand alao, & number of factors tended
to delay the adjuﬂﬂm?xs of priceé o the new ezchange rate, Among these, the
budget surplus referred to earlicr ﬂiv be regrrded as the most important factor
restraining effective demend. Frrwsher, as indicated eerlier, the 15 per cent
ad valorsm tax tended to narrow ths 11“?9*encm Petweea the domeatic and foreign
prices of export goods, to limit the effect of extesnal démand on the home market
and to reduce the effect of increased ex cports on the ezpansicn of money income.
Lastly, the freezing of wages which, from the point of view of supply, wes
effective in keeping dowm costs was en even more powerful force in the
stabilization of effective demand.

/M{Enm
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A‘ Ampanaim of external origin’ aince Jime 1 |
B The monetary expansion of external crigin thiat ‘oegan when the Yate of
exchange was stabilizad at 8, 6'5 pesos in bhe middla of 193#9 has been proceeding
at a mach faster pace since July 1950. While mmeta.ry mservas increaeed b:r
59.5 million dolla.ra in t-ho« secmd half of 191&9 and by 10.7 million dollars in

100 million dollars.' It may be useful to examins ‘the reasons- for this sudden
mcreaae in reserves -and to consider what effedt thia oxpemion will have on the
econom{e development of Mexico 1h the immediate future.. o ‘

' The racent mmaae of ‘reserves had been influenced by (a) the rise of
pricea in 'hhe United States, which his been particularly marked in the aase of
many Mexican exports,: such as metals, the prives of which' fell in® ‘1949 but have
returned ‘to or exceeded. the higdheat. 1evels veached at the begjming of 'bhat
year; (b) the ‘bcom in the tourtist trade, which accounted for 150 n;iilmn dollars
in 1950 and wes yar‘bicularly heavy in e summer and autum of that _yeer;

v (c) the resumption of the: flow of mimﬁary workeys -to the United Statea, -
especially ‘during the seccnd half ‘of 1950; .and (d) mest importans,.the
substéfitial influx ‘of short~term capital Principally for Bpecula‘cive reasons,
inoluding the hope of & poesible reveluation of the peso. The monbhlif average of
such capital movenents ToBe from 3 million dollars in the firat six months of
'1950 to over 10 millfon dollars in the Becond half-of the year. ~ . ..

A 'J?ho effect of the incredse in reserves .on. .money income is: -making itaelf
‘ ‘Polt fn. & - humber ‘of vays, One ‘of these is the new boom in private building

* oomparable to that ‘of 1G4h and 1946, The principal efféct,. however, of the-
1@01‘9&66"'of'money ‘income is on: prices, which, as explained in an earlief_“;.‘chapter,"
had besn rising relatively slowly since’ the sbandonment: of the. exchange rate .

of 4 .85 pesos in July 1948,  In. the second half of 1950 the wholesale price
index rose 31 points, or 11 per cent, as against the riee of l? per cent. durins
-"the} two m‘oceding yoars,. -1 . o RS SRR SRR

v ;7% It 18 obvicus that In the frosent situation the principel scurce of
iiﬁflatiohary preesm ‘18 ‘the favourabie belernce of payments position. Domestic
mivate 'investment and, to & .lesser extent, wages ave,. however, continuing to
axert an influence 1n thb same dirsctim. R I S VR VP S DU
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Programmes of mduatrial expmsien today call for relatively larger
sums, sgnce the cost of mported equiment he.s risen considerably and working
capita.l must be increesed in proportion +0: the gene!‘al rise in, p::icee and, c.psta.

The upward presaure of wages vhich, as noted in the preceding seotion,
remained latent after devaluation, haa been expraased in the form of i‘requent
and bitter 1abow dieputes. o T :

Ralativg efi’ectiyeness of va.rious anti-inflatim&ry measures. S ‘, B
Having noted the prinoipal gou:rces of. 1nf‘lationary pressure, we may

e

- examine the instruments used to deal with them.

In the first pla.ce 't.he policy o:f' budgat surpluses or’ ef public ;
-asvings, . has been oan’cinued a.nd seema lilsely ﬁﬁo become & i‘eature of Mexlco! s -
economic &eveloment at leas‘c in 1ts present pha.se. ’.I‘he efficacy of this
,.policy as an - anti-inflationary msasure has ’beep demonstrated* during the Qaat
two yeaxrs, but i,t can be aaid that under present cond:t'bims its’ pos,sibilitiea
© dre fairly limited. . Thia 18 apparent ir the size of the surplua in the
last financisl year (about 200 millim pesos) 16’ compared with the rate of
increase of the monetary reaerva. Ii‘ ‘hhe necesaa.ry steps were ‘ba.ken, ‘ '
public savings oguld be considerably 1ncrea.sad. either by a reduction of the
.public. works, Progremme or by f‘ar-reaching fisca.l reform.v Neither step seems
feasible .at the. present tima and a reduction of pu‘olic wcrrks is of éourse, :
regerded es. undesj.rable._ R o SRR PR A
The second anti-inflationary mea.aure that mnst be coﬁsiﬁered 18 the

' relayation of ‘import rest.rictiona Since the ba,lance of payments positim is

at. present ‘the main, fa.ctcxr making for exp&nsion, the g-ea,t mp(prtance of this
mothod ' ig -obvious, - Two limitations nmst however, be borne in mind, The i‘irat
18 the time at which &t ha,s been put into effec’c whioh coinc‘ides with a
périod of pre-war shortasee 1n the United Sta,tes and. Europe anid oonaequently
with-high prices,. prim'itias ” export licencea and o*bher obstacles.- The ~ 
* second is_the fact that while the ea.sing of import reetrictions has an .
anti-inflationary effect frcm the point oi‘ view of :lncome ’ the sa.ms cannot h
~be eald of its. effect on pr_ioes a.nd costs, psince (a) m 'hhe Qene?&l Bgrfcgona'
: little weight is attaghed o gbod:s subdect to’ impor’b prohibitions or/{'t;) in
‘most cases, thelr prices have risen. ‘o;y over 78 per cent (hhe differance between
the 4,85 and 8.65 rates of exohange), 1 e. by muchH’ more than the 29 per cent
rise.in the general index; amd (¢) United ‘States prices are risfig., Further,
/the relaxation
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the relaxation of quantitative import restrictions has been large}.y offset

by the tarif‘f increases resulting from the t-er'mmation cf the Tradse Agreement

betwaen Mexico and the United Statee. The Agreemen’s which had been 111

force since 1932, was denounced by hoth parties in the midﬁla of 1950 As

provided in the Agreement 'ehe dsnunciation became effective at. the end of 1950,

In view of the favourable aitnation with regard to roreign demand Me:cican

exports will probebly not be affaeted by the denuncation of the Agreement,
'I‘he most effeotive a.nti :Lnflationm'y measure nmr amimbm is perhapa/nsw

system of credit controls which were 1ntraduced towarda the end of 191&9 and were

given full effect in Januery 1951 In April 19‘}'0 the Bank of Mexico 1ssusd

circular No. 1108 bis to 411 deposit banks 1f theé country raising reserve

" requirements to 100 per cént in respect 6f all deposits over the level of

September 1949. The circuler’ providéd, however, that up to 70 per cent of the

increase in deposits might bs used for investments in public end private

securities, and even for agriculturel loens for térms exceeding one year,

and that a small percentage might be freely invested by the banks. In this

connexion, it should be noted that long-term credit and investment also heve

an expansionist effect on income, since to the extent that resources are

directed towards investment, & source of infleticnary pressure will continue

to exiat, In January 1951, a new regilation teme inte force under which -

the increass in bank deposits was almost completely frozen. Despite the

restrictions now in force, it is likely that the demand for credit by

" industrial undertakings will contimue to grow to the extent that operating

costs continue to rise, thus requiring inéréaéingly large working'cepitel;.

in eddition credit will be required for the expansion of undertakings and for

securing supplies of raw materia.ls in the present emergency situation. This

will certainly lead to & gradual relaxation of present restrictions (which

ere already flexible as regards the importation of raw materials and machinery).
Finelly, emergency legislation promulgated in December 1990 geve the

executlve authbrity power to intervene in the fixing of pricea and the

distribution of goods in order to alleviate the rise in the cost of living.

Under this legislation, the prices of & number of essential articles, including

milk, maize, flour, edible oils, soap etc. were frozen in Januery 1901, and new

distributive machinery (travelling markets, shops for public employees) was .

set up. Experience has shown thet price fixing which 18 not sccompanled by a
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system of rationing leads to the creation of black ma.rkets. o the other hand

any attempt to correct the deficiencies of ’che dist:ibution system involves ,
comparatively long-term measures. ‘since it presuppoees mnortant changes in the
structure of Production, the system. of tranqurt and store.ge s In the occupational
distribution of the population ete,. For these raasons y offorts to lower prices

by improvements :in the distribvution aystem a.re uaua.lly insffective. Moreover, oy
attenpt to influence distribution and prices direotly, especially by means of
subsidies, itends. to convert active 1nfla.t~ion Jnto latﬁn’s 1n:t‘lation. “Mhis ‘may

be desireble if effective measures are at *t:he same time ta.ken to deal with the
basic causes -of the: inflaticnary situa.tion. ©

Proba‘ble effects of the Internitionel aituatim on. domestic development

It wae pointe& out éarilier: that the mrincipal source of mfle.tionary
distur‘bance 18 external It 1s therefore desiradle to conaider the probable effects
of the present internationel’ situation on the immediate cowrse of developments
and its inflatienary ‘or non-inflationary character. It is in the first place
certain that the foreign demand for Mexican products will, co,nt'inue to increase.
It 1s also likely that the availability of ‘capital goods and of raw materiais
raquired far demestic industrial production will be affected by. the mobilizatim
of the Uni'oea States economy for defence., Moreover, as was noted in the
ea:rlier secticm, the demand for Mexican labour in the .United States will N
cer'bainly continue to rise and will help further- to improve the favotmable ‘
balance of paymsnts‘ In special oéses it will result in labour shortages. i
The presen'b internaticmal situation may to some sxtent leasen the possibility
of obtaining foreigx 1oa.ns, vhich would, however; be of less valne than
‘previously 1f the difficulties regarding the. importatio;; of equipment are not

reduced. : SO e
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lez,e “priné:‘lﬁ)al economic event in Mexiéo duiing the period between 1947 -
and the middle of 1950 was the términation of ‘the inflationary process which -
had lasted for more then ten years. At the seme time, the industrisl and..
agricultural development achieved during the ten year period was in large
meesure consolidated. In other wérds , the rate of growth of money income ,
vag adJustad to the rate of grcm;h of the real production of goods and services.
' The 1iquidation of inflation was brought about, on the -one hand, by factors which
tended to stabilize monetery income and, on the other, by & considersble increase
in real inccme largely resulting i‘rmn investments made diiring the years of
inflation.

The stabilization of money income occuryed when the factors thet had
caused its rapid expansion during the ‘ten preceding years ceased to operate,
'l’wo of these factors erose from the need to raise the rate. of capital
formaticn above the rate of populatim incréage, They were deficitefinanced -
public .mvestment and an excess of investments over savings {ex-ante) in the .
private eector. puring the w‘a.r the very favwable balence of payments was
a further factor. ' ‘ ‘ = :

. The expensicnist effect of the balance of paymenha wes the first

to diseppear when the balance of peyments position changed in 1946, leading
to the devaluation of thé Mexicen peso betwsen July 1948 and June 1949, The
fifteen percent ad valorem surtex én exports also operated as & factor neutralizh
expansicn of external origin. i R a L L

Domestic inflationary facters alsc dilsappeared when the equilibrium :
between savings and investment was restored in both the government and the
private sectoras, This occurred in the government sector as a result of the
policy of budget surpluses, established in 1948 and carried out in 1949 end
1950; in the private sector it was brought about by credit restrictions, dy
fiscal messures encouwraging the reinvestment of profits and by the reduction
of the consumption of imported goods obtained by direct restrictions and as
e result of devaluatioen,

/In the
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In the elimination of inflatiom, the increases in agriculturel end
industrial productien and  the progress made in the transportation and
distribution of goods were perhaps more importent than the neutraelization of
the factors making for monetary expansion. ‘ i ;.‘ A

Until mid-1950, Mexico seemed to have reached a stage vhere it
could maintain the .rate of development of the previous 15 years without running
the risk of inflation of domestic origin. : ; - |

However,.gince the middle of 1950 the Mexican economy has been subject
to new Inflationary disturbances of external origin as a result of events in
Korea. The. favourebls balance on ourrent transactions with foreign countries
has considerably increased and in addition there hés been & substantial influx
of short«term capital, ) ; .

'In ordsr to meet the new . 1nf1ationary sitnation, efforts ere being
made to offset the effect of the increase. in receipts of fbreign exchange
by meens of budget surpluses, the almoast complete ‘ﬁ;éezing of credit and direct
measures to ‘control prices end distribution. Since this new inflationary
situation is of external origin, it must be emphasized'that the Mexican economy's
ability to resist inflation and 1ts prospects for econdmic dﬁvelopmegt\wi}l_
be conditioned by: (&) the availlability of imports and the trends ofvimport
prices; (b) the extent to which productive resources are diverted yowexﬁorts;

(c) the extent to which the emigration of labourers. to work abroad and tpé
resulting receipts of foreign exchenge influence real national p?odnétipn

and the purchasing power of the population; (d) the posaibility of impcrting: 
equipment. B
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APPENDIX 1. - - - . Eov.
' AGRICULTURAL FRODUCTION B

National Incouwe and Ag-icultural Income

According to the figures of the Banco de Mexico S.A., the national
income in 1948 was 22, 800 million pesos of which 20 per cent or 1&,560 mllion,
was income derived from agriculture ) stockraising, fishing end forestry.
Agricul'bure g sha.re has thus increased, since in 1938 accorﬁing to the ectimates
of the Directorate-General of :'ba,tiatics, 11: weg only 17 per cent of ‘an incame X
of 5,323 millione, i. e 910 million ‘pesos, Whlle the national income {ncressed
L, 8 times during e 'ben-year period, ag:-icultural inccme :[ncreae-ed 5.7: tim,es. |

.Populetion engeged in s@*icul&ure in rela‘b:l,cn_ to the total gainf‘ully emgloyea
population - SR . . o
The 1940 census showed that apyroximately 65 rer oent of the gainfully
employed populetion was engaged in egriculture, stockraising, forestry, hunting
and fishing, The estimates available for 1950 indicete that during the- l\,asyt’
ten yeers the proportion of the. gainfully employed popqla'_bionAengagéd in
sgriculture and similer sctivities declined..to between 55 and 60 per cemt, 1/
‘- It 15 evident that the increege in the population engeged.in industry
and -gervices has been principelly achieved by the Qisplacemen'é of the
ga.gricultura.l populetion, : This indicates that the poliey of. industriel
development 15 beginning to.have an effect and that the country's economy is
decisively em‘barked on the paéocaas of transition tomrfls & more advarced k

structure, - ( G .o ‘
-On the basis of empirical information and of general observetions, an
epproximate ddea can be.obteined of the mrocess by means of which industry
absor'ba the additional labour. JE o

: ‘The shift of he agricultunql population to other activities mey be due
to the following causesi - Y . ‘ ‘
(e) Chenges dus to the 1ncrease in size of the rural family in relation to thze
econouy of the farmlng unit, . ('b) - The

1/ The previois estimatés are based on the study of urban gtﬂcwth and on the
"expansicn of certain ac‘tivitiea during the period under - reviem. LT
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(b) The attraction of urban centres.,
(¢) Beesonal migrations to other areas of a,gricultural employment, resulting in
chenges in employment. .
(d) The esteblishment of industrial enterpr;iaee in Tural. areas, -
(e) ' Increased demand for dezestic. services: .in urban centre&r@
(£) - Attraction of the UniteC Sietes of America, -
- As the. transition from agriculiure to industry‘is due to cauges which
act simﬂ.taneously, the foregoing class :if:.cation natarally cannot he applieél
in a hard end fast memmer. = - e o Xt RS
v Aa the rural femily increases in size ,-the Troblem of consumption and
the utilization of the additional labour cen be. ﬂolved i1 the following ways:
(a) Reduc'bion of the yer capite. coneum,p‘bion ‘'of the members of the famil:f.»_
‘ (‘b) Application of the evailable labour to the intensa.ve :E‘a.rming of ‘the..
agricu.ltural unit, . P . o
(c) Employment o:t' the surplua members of the rural family in other
ac‘bivities. Ry . R .

The first two solutions are characteristic of an under-developed
economy, vhere agriculture 18 of the subsistence tyre., Both lead inevitably
to & high density of population, with. 11tt1e capita.l end intengive methode
of agricul‘bure. The smell size of the agricultural unit (minifundio) among -
farmers w:.th a low income, the shortage end h.igh cost of credit and the rapid -
growth of po;mlation, characteris‘tic of this secto;o of. the econonmy, help to -
aggravate the situation. ‘ s : C e .

The third solution 1s possi‘nle only in en economy in the Trocess of
devaloment in which the rate of capitel. i’ormatien is greater than thet of
popula* ion growth » meking it possible for the. surp}.ue mpm‘bera of .the rural
family to obtain other typee of employment, o . . i'bself

.., Clearly, the effect, of the factors of. &emsruphis attraction makes/felt
only es the increase in size of the rurel family helps %o worsen the ratio.
between 'bhe availabla resgurces of the ferming unit end the number of people
living on i‘b. '

- The demand for agricultural workers in the United States also ,
contribute== towards the geograrhical and occupational displecement of the
popula.tion, The annuel average movement of labourgrs to the United Sta’oes vag |
over 100,000 in 194k and 1945, of this number, roughly 50 per cent were

[employed
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employed in agriculture, ‘and the remainder in industrial vork., After thé war :
the number of labourers legally admitted to the Unihed Stetes gradually '
declined end reached & minimum of 20,700 in 1949, In the period Auguet 19k9 -
to Auguqt 1950, emigration again increased end reacheé e total of 129,000 ﬁhuq
exceeding the average for the’ war yeare. : ‘ '
‘The sharp inctease in- employmant in the United States due to

re-armament will undoubﬁedly enCOurage emigration to that country. A hiéh
level of emigration of’ this kina can be utilized to relieve theé pressure of
population on resources in certain areas, and to facilitaxe the country g
Veconomlc davelopment generally, but 4+ could also ceuse serious dislocation if
it 1¢ cerrisd out precipi‘ta‘be]y and wi't:hout a programns “edjusted to gemeral ‘
developmsnt policy.

7 ime megnitude ‘of the changes in the structure of employment can be
epprociated by studying the displacement of the population during recent ysars.,

{

Demographic chenges end their effects on ecpnomic development
Traditionally, the population of Mexico has ‘been concentrated in the

Central Zone of the country, vhile the population density in the peripheral
areas (the coast and the borders) has been very low, The unfavourable
environmental conditicns in the peripheral areae (the unhealthy climate of the
coastel regions, the aridity of the northarn frontier area, 9nd their relative\ 
1naccessibility) made 1t difficult to bring their potential resourcee into '
productiva activity. . o

‘ The recent developmant of the economy hae changed this situation, 1
accentuating the attraction of the industrial and urban centres (and to en ‘
overvhedming degree, of the Federal District) and the drift of the population of
central Mexico towards b:?& éfw agricultura,l areas developed in the north.
In the firqt half of the/ century, the shift of population has been etriklng and
demonstrates the extent of the agricultural end industr*al transformation
already achieved by the Mexican economy.

‘ According ‘to ‘reséarch darried out by the United Natione Economic
Commission for Latin Americe, the four principal regions of demograrhic
pressure -~ the Centrel Zome (with the exception of the 7 mincipal citisg in
the zone), the State of Oexaca, the States of Yuceten and Cempeche, and the
Southern Ter¥ibory of Lowér California -~ accounted for 61 per cent of the total

/population




E/ON,12/217 /Aéa 8
Page 3L

In contrast “the thrae pwincipal regione of demographic attraction == the
frontier areas in the north, the seven principel cities of the centre (1nc1uding :
Mexico City) end the territory of Quintape Roo == which together accounted for
barely 17 per cent of the total population in l900,r-urose_tox30 per pent.in o
1950. The ebsolute figures are equally significant: while thequpr emigration
zones rose’ from 8,3 millions to 11,6.millipns during the half century, the three,
immigretion zones rose from2,3.millions to 7.8 millions dyring the ssmwe period,
The remainder of the natienal territory doubled its.population during this . .
period, rising from 3,0.millions tq;‘6‘lamillion§,,but.remained,ep,aaproximately
the same .relative level ~- 22 per.eent in 1900 end 2% per cent.in.1950,. .

This displecement reflects both en absorption of rural population by '
industry end services end e transfer within egrigulturs:iteelf, from the regions
of treditional economy to the: npew irrigated regions,.for {the most:part located.
in the north of the national territory. e

. The changas in occupational distributioﬁ - which during the fifty~
year pericd are nat so spectacular as the geographical shift - have heen
'graatly accelerated in the last ten yaars.  On the %asia of the populatbn ,
Increage in the three pwinclpal urban cenﬁres, and assuming that elsewhere in |
the country tha non~agricultural population has increased at half thia rate, and
that the retio of employed to total population has nat changed in the last )
~decede, it cen be estimated that the population engaged in agriculture ncw :
represents only 55 to 60 per cent of the total populstion (65 per cent in l9h0),
while the population engaged in secondary and tertiary activities 13 between Lo |
and 45, por cent (35 per cent in 19#0) In absolute terms, ‘this means that ‘
agriculture now employs from , 2 to L 5 million paople, as againat 3 8 millions
in 19&0, while other activities employ from 3.1 to 3. h millione, as against 1 o
two millions tan yeare ago. |

DR

B LT Sooos S . *

Areas harvested

" According to-the statistics of the aireqtarate of Rural: Econemy, the
aree harvested rose steadily during the peried. 1948-1950, This increease was .

B T U R - .
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due to the ploughing up of newly-cleared 1and, the expension of the area under
irrigation end the gredter volume: of credit. Figures for the .areas harvested
are glven 'below-

1948 \ 17,131,615 ‘4 100
B YRR .51 295 105
1950 - 1 8,128 829 L 113

It is estimated that the progreme of irrigetion works. carried. out .
in 191+8 increased ‘the cultivable. area./approximate,ly 93,000 hectares of new land,
and impl oved h3 0Q0 hecteres, Given the totel .increase in aresa, it cen be
ectimated- that aprroximaetely 300,000 hectares of new seasgonal lands were made
a.va.ila.ble for cultiva.tion. The utilization of these lands was made . possible
by the construction of roads and the avallability.of loene for finaneing the

clearing of the lands and the current expenses of cultivation.

'\ "The lande made avelleble for cultivation in 1949-50 exceeded those
mede available in the previous year by 400,000 hectares, Of these, 54,000
(13 per cent) have been irrigatéd by means -of "wells,. chain pumps, end .small
virriga.tion works; 102,000 (25 per cent) have been cleered, colonized end
"prepared for cu‘ltiva.tion, 97,000 {24 per cent) have been brought under =
"cultivetich by privete individuals and irrigdted by means of artesien we]_ls.
| 11.L7,OOO (37 per'cent) are seasonal lands, e

During the same perisd, 1949 to 1950, the total area under cultiva.tion
exceeded 8 million hectares. In the case of irrigated land alone, 90, 813 hecta.res
more were brought under cultivatibn than in the previous yeer.

Vol of g&‘icultursl production .

: While the area ha.rvested ‘showe & constant upward trend, the volume of
agrlcultura.l rroduction fluctuates a.nnually ‘due to the influence of factars over
vhich there is no comtrol. ) . C ‘ ' :

The general index of the volume of agricultural ptroduction compiled J
by tﬁe ‘Eeonomié Berometers Section-of the Sacvetardat of the Nationa.l Econo:ny *
‘(See 'l‘a.ble No, 1) showe that during the lest thres "years the physical yolume
of production Hes'risen stéadily.  This is due, however, to the faot fhet the
increéée'd volude 6f industrial and Fruit .crops ds sufficilently lerge to
conceal the decrease in food crops which-occurred in 1949, While according to
the index industrial crops rode ‘ll:poimbe:and fruit, 3 points from 1948 to 1949,
food crops fell 6 points, /eble Moo 1
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" " Mexico:  In ;_ex of Volume of Agriculturéal Produdtion:
Bege: 1929 = 100 T
YEARS GENERAL - = Food crops - Indg«igial gggég Eg%gg@e
1929 w2k 127,00 - 117.k4 156.6 . 92,6
19k0 118,5 116,28 . 123,b 41,5 T 9L.T
1941 W6 - 139.210 1560 W7,0 - 96.3
k2 1527 ¢ 155,330 ¢ L 1T5.% 153 952
1043 T absg7 128,35 0 188,30 162,68 1 10k.Y
1k 1575 0 T 156081 - a8l - 0 167.9  108.6
145 15355 147,17 © 167 L7640 112,00
1946 Tase2 T - 158,34 0 0 T177.6 - - 188,3 1238
1947 01684 T 16kas T 1810 b 1ol 113 ¢
1948 185,2 « - 183,67 - ¢ AGETY 0 19932 139,90 L,
19ho 2/ ° 192,8 T3 00T T 05 - 203,3 0 122.2
./ Trend by least squares - B

SOURCE:" Secretariat of the National Econery : :
The volume of prodiuction of the folldWing crops -increased subst&nti&lly
in 1948 in relation to the previcus yéar: pineapple b per cent, rice 18 per cent,
wheat 18 pér cent, beans 1B per: cemt, suger cene 16 per cemt, cotton 13 per oent,
maiza 13 per cent, chickpeas 7 ver cent, end henequen'5 per cent. T
In l°h9 there were increases over the previous year in the volume of the
’ follewing crops. cotton 83'per cent, rice 13 per cent, coffes 1l per vent; . .-
peanute 9 per cent, sugar chne 5 per cént and linseed 4 per ¢ent, In-the same .
year, there was & decrease of approximately 10 per sent in. maize and beqns,
L per: cedt in-‘seseme, 5 per cent in tobacco and 5 per csnx in pineapple,
- 'In 1950 there .were increases in the volume of production<9figgtt9n,g,
coffee, maize, vwheat and beans, {See Table No, 3),; / |

Agriculturai rrices, EEETE .

7 'In vecent years there has been & goheral upwerd trend in the prices-
of agricultural products. (See Table Nos &%)+ In the case of industrial crapﬂ‘
and’ fruits, the rise hes been steadler then in the ocase ‘of food crops. Industrial
crops have follmfe& the fluc'hue.’bions of prices ‘on-the workd/merket, while food
crops, ae a result largely of the low slastiéity of demand for foo&stuffs, réact
to the increeses or contractions ‘of ‘domestis’ productions - ’f . /in 19#8
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" In 1948, as a result of the increase in egricultural production, the
wholecale rrices’ oi’ry the main food cxyops for d:mestic consumpiilon levelled off
end in some cascs fell, In 1949 the prices of the "grainz" group fell an average
of 5 per cent ag comperad with 1948; the yrices of maize and beens fell 6 and
17 per cent res;zctively}‘ . ‘

The foil in prices in the United States in 194G partially offset the
incentive to an increased volume of exports given by devaluastion, According to
the report of the Secretariat of the National'Economy, the velue of dollar sales
of the 16 mostyimportant agricultural producte rose by 31.per cent in relation
to 1948, but the rise was due to increased exports of cotton end coffee, the
dollar value of which rose by 127 and 58 per cent respectively; the value of
cales of the reﬁaihing 14 articles declined 31 per.cemt, while the volume
export%& ves i2 rer cent less, |

\ACoffee exports rose from 31,200 toms in 1948 to 49,000 tons in 1949,
end in the period Jamuery - September 1950 alone the volume exceeded that for
the whole‘of:l9h8.f There was also & eﬁbéfantial~increase in cotton exports
which rose from 48,000 tons'in,1948 pé»lea,soq fons in 1949 and 170,000 in
1950, " In the éase of cotton, the rise in pricer has fortunately coinclded with
substential increasee in Mexican preduction, thus ful7illing the hopes of those
farmers who ha?e recently turned to this crop. In the case of coffee, however,
total\production;ﬁas tehdeﬁ to decline in spite of “he oiight increase in the

ares under cultivation end the rise in yrices ou the 'rorid merket,

/Table No, 2



Teble No. ‘i‘2. o
Agricultural Produc‘tion of t"le uIexican Republic during

Mexicos®
' - " the period 19&8 ~ 1950..
. , ’ igh8 ~_1chkg ‘ 1950
Annual Crops 'A}:‘Pa«cultlvated Produc“tlon Area cultlvated }roductlon Aren cultivated Production

in hectares i ’;P_QI_n_i Cin hectareé - Tons in hectares Tons a/
Maize 3,721,770 2,831,937. 3,. 2 90& 2 859,928 4,071,800 3,130,000
Beans 788,109 209,629 835,522 . 231,122 930,000 250,000
Wheat 576,950 477,156 . 53k, 868 503,244 690,000 567,300
Cotton Lok, 678 119,668 . 548,786 - 207,500, 630,000 23k ,370
Barley, 202, b1k 40,000 © 215,000 . 160,000 230,000 168,000
Suger cane . © 173,b06 9,558,810 201,278 10,431,567 200,000 $, 000,000

 Chickpeas 143,866 110,643 133,611 96,995 120,000 8%, 000

Seseme 139,309 72,850 146,79k f 89,969 160,000 80,000
Henequen 138,711 S122,657 ° 139,793 10k, 056 141,000 113,000
Coffee. 135,541 '1&A;721 5¢,027 145,000 60,000

‘53,165

Note: 2/ . Prelininacy esbimate.
Source

L
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Table No. 3.

Volume of Principal Agricultural Products for Export

Mexico:
1049 - 1950 .

Froducts ‘Thousands of Tons Thousands of Tons a/
Cotton ';%%§%j ‘ £%%€
Coffee " 49,0 - 45,3
Henequen 43.8 - 75.5
Raw Sugar gl,6 k2.0
Rice h1.2 24,3
Henequen products o - ohoo ' S 21,2
Tomatoes 102.8 i L 86,5
Refined sugar 9

k3,86 B N

a/ Volume for 1950 ie estimated

Source: Dirsctorate of Rural Econory,

Table No. k4

Index of prices of agricultural nroductioh.

Mexico:

Base: 1929 = 100 o
Years ' General Food crops Industrisl crops Fruit Crovs "Fg%‘?g%ge
1939 128.0 136.4 +,128,6 105.6 . 80.9
1940 S 1123.5 . 131.0 . 119.2 109.8 ~9k,0
w4 -130.7 ©138,9 . 126.2 15.3 96.2
9k2 < 151.7 147.6 J172.1 146,6 103.1
1943 - 7 207.4 209.7 . 215.7 209.1 147,12
1544 - 1255,5 . 273.8 - 237.k4 - 257.1 166,5
1945 ~ 285,8 305.3 . 256,2 328.8 232,6
19k6 ' 333.0 347.5 299.5 1395.6 254,3
1947 367.6 379.9 350.9 42,3 262,9
1948 353.3 349.5 36h4.1 4e8.2 2724
1949 a/ %06.9 409,2 389.7 484,9 307.8
1950 |

a/ least squares

Source: - Secretariat of the Nationel Lconomy.

/Diversification
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Diversification of crops

The general index of the - volume of agricultural production, compiled '
By  the  Eccnomic Karometers Office, shows thet production rse to 193 in
the year 1949 (Yase year 192¢); mainly se a rosult of the increare in industrial
crops (20%) end fruite (203), end to a lesser degree, 1u food crops (177). The
index 180 shows that the tendemcy of frult and industrial orops to rise
reletive to food crops, hes been constant during the last ten years. The
reletive decline in the produstion of foodstuffs ia the more lmportent in view
of the fact that the heaviest increases in the indices of food preduction occur
in the case of export products (tomatoces: 306; rice, 226, chickpeas 179).
This indicates that the proportion of reacurces used for the production of
foodstuffe for domestlie consumption 1s decliping, in spite of the fect that
the areas avelleble for such crope have been extended.

Table Ro. 5
Mexico: TIndex of the value of Agricultural Production
. Base 1926 = 10,
Year Gemeral Food Crops  Industrisl Crops  Fruit Crops  Forrege Crops
1939 159.7 173.19 - 150.9 1654 a9
1940 146,14 152.28 BURSE 155 .4 86.2 .
941 185,0 193.35 - 196,7 169.5 ' 92.7
1942 2385  229.27 301.9 226,1 98.2
1943 . 302.3 269,19 . L4o6.2 . 338,9 154.1
1944 - Lo2.h 412.92 %30.6 - 431.6 . 180.9
945 . 439,0 546,22 428.1 578.7 26646
1946 - 530.3 529.40 531.9 7hk.9 288.3
1547 - 694.2 627.40 635,2 793.3 267.5
1948 . 654 .2 641,91 708.2 - 853.0 ' 329.9

1949 n/  Tol.d 701,48 TR LD 9h2.,7 361.9

Source: Secreterisat >f the Natlonal Economy

g/ Leest squares

/Table No. 6
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Mexicb- -Value of" Mexiean AgfichlﬂarEI”Prciwation in the -Pertod: 19h8 #1950 -

" R

Annual Qropgf R 12h8 S léﬁé

St e ey B

FLET T T

v 1950

" Yaliie of productiofi ' Valub of- productivh Value of: productiau* v
riavsi s ot 1l DEBOB | ... s ,win,pgaps;,fﬂl;. n_pesos &/, . ..
1. Malze'® <" " -858;086,382 - T 1,002,050,000 ' ~<1,080,ooo;oeo.»:3»f
2. Beems v nih,193;993 ¢ - 0 +70159,11%,831 o 1785750,000 - -
3. Wheat T U2Yy,056,209 - -t 237,317,895 eeiv.t 352,380,000 - -
4, Cotton ' - 387,481,545 ¢ - - TB2K;589,386 ¢ ™t 14,019;000,000- 5 .-
5. Barley ™' - it ' 387683,681 - ¥ 48,000;000 - = o7 4B;60Q,000
6. Suger Camng" ° -~ 254,793,303 - - - 289,199,814 -~ - - . 252,000,000 ..
7. Chickpeas 418,676,076 o 48,847,489 % . -, - 43,680,000:.
8. Sesame """ 4,048,349 - - - 64,401,582 -~ - - 65,600,000
9. Hemequen™ ™~ 135,543,729 . 118,2063319 - = - . 135,700.000
10. Coffee' - 114;051,000 v - - < - 152,922,000 . -210,000;000--

oy

Source : Directorame oi Rural uconomy
e/ Est imates

A substantial proportion of the. lands where the risks of cultiggtion
/

are less are used for ipdustrial crops for domestic consumption ‘and for-export, . -

and for the production of foodstuffs for export, while the production 5f
foodstuffs for domestic consumption-is still dependent on lend where the risks:
are consldérable owing to the uncertainties of the climate. The reduction of
natural riske by means of irrigation, pest control, mechanization etc¢. requires ::
conelderable “investment, but makes it possible ‘to introduce commercial farming.

Ae investments 1n agricultui® incresse and -the 1tilization of worke carried out. -’ " .

by the Govermment reducé the Tisks end” provide 'sdsler ascess to merkets, the-: i
sensitivity of farming to prices and ‘detiend‘ increases’. ~ At the same time it ts: -
possible to achiéve Incréases ih productivity per men employed,”and-reductions .
in the labour forece. |
Self-sufficiency in foodstuffs has alweys been an ideal of\Mprqqn*   -
agricultural policy.  Its‘désirability is unquestivved; dut in prectice- . -
tho countyy sesus td méve Bteadily Farther away from-1t: < This problem merita .
examination in relmtlon to the recent -dsvelopent of* the economy and will gerve

as a basis for diecusaion of. the., conditions under which the future expansiqn of RO

. e

agricultura must he carried out.:» Py T ey e
- S E #r-fﬂ*',zuﬂﬁﬁiﬁ %Tbe drveraificatiODJgﬁ




S %, »_\:'_
e %
*

E /cn 12 /217 fm& 8
Page 42

~
\a,-y

The dtversisfoation of produ f%‘iéﬁ 1% ‘wpossible without the introduction
of & more edvanced techniquej - The teehuique which bas besn used .in the case of .
inaustrial &nd export ero?a»is, bouever, different from that applied to production"
for domeatto consumptidn. Incraaeea in the producﬁion or export and cesh crops '
bave fo1 tho most part been obtained by the opening up ot new 1rrigated launds,
mechanization, the use of fertilizers and, 1in 3enera1, by meane of & technique -

requiring’ heavy cepitel inVBatments in limited areas. - On the other hend, in .

order to achieve &n increase in the production of foodatuffs for domestic
consumption, the principal methods used have been improved va:ieties of seed and
the development of hybrid varieties with high yialda and resiatance to pestas, -1ip

other vorda ," lmprovements of a biological nature whose effects meke themselves
felt only indirectly through 1ncreased yields, ~/ R e .
The wesults of these types of investment on the economy are very .
different; while the first radically chengee the place vhere it is carried out
and 1ts effects are felt throughout the economy as soon &8 1t is applied:.the:

3

second type of lmprovement in agriculture is effecﬁed 1n an increese 1o ‘
egricultural ylelds, and has only long term and indirect rapercussione on the
rest’ of the economy.: , N ‘

‘Defects in planning and exacution may, 1n the first case, have @
disastrous effects on the economy genarally, end even 1f the policy 13 o
successful 1in.the long. rum, . the size of the Anvestments . required “1n- relation v
to total svailable - resources ‘may. have 1mmediate 1nf1ationary effects. A

- -The intro@uctiqg‘pf;oommercial agriculture‘isvneverthalesa a nécsééary'
step’in -economic development, eince at » higher level of ecomomic ectivity, the ' * -
geberal‘éeoﬁamy 5 demend for'agriéultural produéfe 13‘1ﬁcreased and agriculturel
effiolency and productivity. must therefore be higher ~Bech of the’spééial"«“
factord which have ~led to the development of commercial agriculture ara
exadinéd belaw, but .in the mesntime 1t is ‘desireble to comsider the methods

used to increase the produotioa and yields of - cropse for domesxic‘consumptiOn.

¢ WS I
.‘, DES

Improvememt of aeed

il

2

The possibillty of. 1ntroﬁucing 1mprovemente 1n thia ‘type of agriculture

bhad been conaideiad Gn~mapy occasiona and leading _experts” hed expressed the

opinionlthﬁt “the @hole economic etructure of Mexico could be altered for the .
g g

1/ The. qxpaqsion of aren of seasonal 1&nds by means of clearing, in 1ts initial"
stageg, does hot represent & chenge in technique since it 18 generally due to
the opening up of rceds providing sccess to lands previously'uncultivated



r/cn 12 /21:{/&.& 8
Page 43 =

better if some orgenisation would: agsist the agrdcultural tlprovement‘Of the
country". L T C e R . R
L oo B e

On.the ;yvitation of the Mexican Govarnment tbe Rockefelter
Foundation began its programme of wbrk m 1943, ‘after signeture of an egreement

between the'Minister of Agriculture of Mexico ‘and” the President of the Foundation. .

The principal activity of the Foundation vas defined &s fundamental
researdh into methods and matardalsAof value in 1ncraasing the production of
Mexico's basic food cropa and as i eécondary obaective 1t wes ‘agreed to’ carry
out: & training programme far halected Moxican acientistd, ‘86 that in the future'f?'

LT o ptes

the programme could be carried outfby Mexico alone.
Ao 19&7, the favourable results ‘of “the praliminary work*c&rried out

by the Rockofaller Foundation made it peesible to Bet up. 2 new body, the

Maize Commiseien with the function of promo@ing prachfces to enaure “the better .

supply of meize tbroughout ‘the country. “The Governmént set up aTtrust'with the c

Banco Nacional de Credito Agricola 3”Ganadern S .A. to enable the Bank 2w
trustes to. administer h million ‘pesos annually 'for the Malze Commiasion.j ‘

Originally four experimental flelds of a totsl erea of 320 hectares L
vere esteblished and in addition tha COmmiesion wade use of individuel farmers.
who sowed par% of their land wit& iﬁa Baed under the Bupervision of one pf its
experts. L . ~ . ;

It 18 now éefimatedfﬂgaétihe Mélzg”boﬁﬁfésiéb‘distributes 3,0001tbns
of improved seed a year, Whiuh 1nd1cates that approximately 8 per cent of the
total mairze sowing 18 recaiving the benefit of the work of these bodies.

The commission B vwork 19 carried out with modest resources and its
staff consists of 1? technioiana spnd 19 other employeea In 1949 the
Comnisgion becama an indspendant agency with an annuel budget of
b million pesos, wbich waa 1ncreased to T million in 1951
o Tha CQmmisaion 's experms have estimatad that, geoorally epesking, the
uge of iﬁprovad Beed will reeult 1n - 20 per cent increase over the yields
obtained from native meize.

e . P .
- e LA e w
. - s S RS S

IV A . s ;
' : & i . . . . “piv

W B,

1/ Ses 7. G- Hamr,‘ "m ngmma «Agrtcola Msx‘.lca.n&; Raakefeller Founaation,,, )
Mexico, 1950. ' - % Lo .

. Jioeigsbion.
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The most serious factor umi’oing sgrieultuyel. erp&aaion 1a the .
shortage of water.l{ « This:obatacle is.being.ovsreome by thq{_gonatmgt,iongg‘.’
1migati®n-w&rks which convert waier into a utilizable reSQUICe . The mam .
objective of Mexico's irrigation policy hes been to utilize water resources. in
order to 1ncxr~ease the aree of. irrigated land. ; AR e

In & very-complete ‘study of irrigated land in Mexioo, Mr. Alanis Patiﬁo
describes- the relative importence of -these.lands in Mexican sgriculture in the ,
following berme:’ “In-1940, of every 100 heéctayes cultlysted, epproximately 25.. . .
were 1rrigated. Ium the seme year, approximetply ome~third of. the. total value = .
of the lana was- +agoounted for by 1rrigated lend.. By .the end of 1950 approximately

42 per cent of ‘the total: I&nd under cultivation ves lprigeted.” . . The taqgi.b}e L
results of . the ‘works completod are shown in.the increaae,‘in egricultural .. .

productio‘n RN S T S PP A VT A
The dcale:of. 1nveatments in 1rrig@stion worksa uis apparent from the fect

that recent Go.vernments inveated: 2,206 milliopn. pesos in.irrigation works bqtﬂ,eend ,k
1946 and 1950.. .. The financing :of. these works has. for the most part depended on A
the Fedération, with .the excepiion of .1hT.million pesos obtained by an intermal |
loan (Irrigation: Bonds) and 20 .millions. appropriated by . State Governments., gj
In 1948-1949 and 1950 the Secretariat of Bydraulic Resources spent o
1,052.4 mtllion pesos S T T T AE U Pw U

Ag tho imrication nmoluicy bsgen to pro&uce resylts, and a8 experience ..

was galned of the- toriil ) | so-nyitc and soc;i,a.L;{proble;gs.which, have to be .

A

solved in oricr %o el sewwr-loof ~04 obtain. the maximw return from the - .-

lnvestnente male, <tz Louwiieien wis reached. thet the plenning and execution of

]

worke whowid ned he wedeatelsrv.n isolatian, bt should -take into eccount. "1n G
compraheonsive aud balanced feshlomy all the natural resources of. a valley, w;th“
8 view to the material, economic &nd social improvement of the: zgegjzpn .. Apart

1/ "Irrigation is essential In 52 per cent of our territory; 1im Ll per cent it
is necessary; only In 7 per cent cen the farmer work without irrigation,
end even then he needs drainage work, ditches and the regulation of stivams
which we have only recently been able to begin." Marte R. Gomez: "Los
Risgos. en México", Problemas-Agricclas e Jodustrigles de Mexico, 1950, P 35, e
No. 2, Vol. II Mexico. . R

2/ Alanis Pa\tiﬁp,}p. elt. p. 57.
FE /from the
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from the direct results of the investment ip the expanaion of the cultiveted
area, its 1nd1rect effecte must contribute to tha buildihg up of the ragion
Only in this way ocan’ the waximum roturn be obtained from the 1nvestment
Application of this comprahenalve &evalopment policy has been begun ip the
valleys of Tepalcatepec and Papaloapan. f"‘ e ' R

The valley of Tapalcatepec cdmprises 1 total area of 18 000 aquare
kilometres, for the most part mountainous. beké‘in the region are diracted _
by the Tepeloatepec Commission, set up in 1947, It is estivated that when the -
vorks are completed they will" 1rrigate {1 304 hectares The;population of the
valley was 255, OOO in 19&0.5' “_ : o B “ } ," S

The Papaloapan ‘Commission wes also set up in 19&( The total area of
the valley 18 45,540 asquere kilometres. In 19h0 the valley had 879 000 .
inhebitants It 18 estimated that an “Invedtnment of £57 million peaoe at 19&6
prices will be required to cerry out exist;rg plens. The vorke plenned will
wake possible the irrigation of 208,205 bectares and 2;0 ooo KW will be produced
in 4 hydro elsotric plants. N . ‘ o :

The 1mport8nce of the constrncuion of 1rrigation works is such that -
the atudy cited sarlier states in 1ts oonclueiona- ”Qhe netiondl irrigetion
plen. has taken firet place in the’ covntry‘ kyigultural polley, zeplacing the
agrarian campaign which destroved 'tho greatvesyaiée;’and which for meny yeers '
received the preferential attention of the é*éfe. Taree, querters of the plan
heve still to be ccmpleted et Ll futura cost wnich cen be estimated at
approximetely 20,000 million pesos, at” 19h9 prices " B

Mechanisation of Agriculture
The 1ntrocuction of commercial agriculture must be preceded by the

existence of & network of efficient communicatione and accompanied in 1ts

developwent by en increasing level. of mechanisetion.

~ In the case of Mexico, it i probabxe thet the order of Amportance
of 1nvastments'1n machinery in relation t0 total investment 18 as follows:
Northern Reglon,: Northern Pacific, centre Gulf of. Mexico and South Pacific. . °

ks the
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Ae tha shartagé of whtér ceasao to ope:«ake hs a limltidg factor; thé -
shortage of agricultural machinery beaomea ‘the principal berrier to ferm
developmant and 1nvestmenta in machinery takb prebedence over any other type
of investment. wnen agricultura 18 consolidatad fn ‘thess tew aress, invest-
ments are first mada 1o raal estate, buil&inga, granariee and stables and only
aftervards (except in specific 1nstancea o2 plantation typo agriculture) in
land improvemants, the planting of orcharda ete. ‘ R

In subsiatence farming the procese geﬁorally begins with the con- -
struction of dwellings and 1nvestmbnts in maobinery, 1f any ‘are mads, are
of only minor 1mp0rtance 1n the 1nvestments oharacteristic of this type of
farming. ' )

_The growing demand for ggricultural machinery i met meinly by 1mports,

although Mexican industry is slready producing macbinery and implementa for the
‘ wenufacture of which heavy 1nvestment is not roquirad 4 ’

There are now 12 agrﬁcultural machinory ractories 1n Mexico, and 1t
is eatimatad that they represent e total inveatment of approximately 4,557,000
pesoa. The groes value of salea of their praducts in 19h9 was 7,099,000 peeoe.

. Most of the plantes are situatod in the north, vhere late in 1948 °
International Harveater esteblished o plant which producos 65 per cent of the ’
total production Qf agricultural implements in Msxico. ‘

It 18 eatimated that the follcwing units were produced in 19&9:

Mechenical and animal drawn mouldbo&rd ploughs - 3,8k0
Plenters for meize apd cotton 1,910
Cultivetors . 11,658
Seed meparators, ineluding threshers \ . | 2,066
Mechenical aod animal drevn spike-tooth harrows 1,800
Mechanical end animal drewn dlsc harrows - 14550
- Heulage carts with metal and tyred whesls | 666

- In eddition, yokes, whippletreea,szing-bars, chains for harness
and other easily mabufactured articles are produqed 1n Bmaller unspecified x
guantities.

According to nanufecturers of equipment existing plants are working
at only 5h per cent of capacity, which 18 attriduted partly to the competition

of imported products,

/Imports
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During the last ten years, imports of agricultural ma.obimry vere -as
followgsi. 0 17 s g s R T T

- £
P

N AL i ¢ i . - .
Imported for the Bought in ’
: vhole country free zongd - - S
1GROTI bt oB,BML - 796 ST ozt
194t v . ... 18,842 . 1,919 .- . Cooa 19,461,
1942 e P AL51BT s e o 539, . o oy 12,050 .
1983 o TILSBA . iSRG . 18,308,
1945 27,32k 1,906 . 29,231 -
WG e 38,8767 w2 W93 a5 rew - . h3,669
1947 61,536 4,782 Lo . 66,318
1948 S 1T 116,233 o o ’17,968 123,301
1949 © 138,602 : 13,6&2 152,245

Since l9h3 the number of tra.ctors imported has risen considerably under
the stimulua of economic deve lopment policy. In 1938 278 tractors were lmported
vhile ip 1948 the number. rose to. 6 89h and in 19h9 s ,363 excluding those 1n:ported
in free zones. A siniler trend was shown by other typea of farm ma.chimry, but
vas not so pronounced. |

-Agricultural credit .
- The redistribution of the land a8 a rosult of the Agrarian Reform cree.ted

two types of agricultural holding, the __,]}g_o‘ and the sma.ll hold:lng The economio
behaviour of the two types has been atudied only superficially, ‘but 1t 18 '
possidble to aasesa some of their a.dvantages and limitations, From the point of
viev of iis cperation as & productive enterprise, the ¢ jido hes serious limitations,
one of the most importemt being the swall size of the ojidal holding, which

* preventa. the: max:lmum utiliaation of the eéida.tario 8 la.bour end haumpers the

- introduction of mechanisntion. ; The fineming of eJidal farming conaequently
raises serious problems end as a result official credit 1s only pa.rtly a 1oa.n &nd
met to some extent be regarded as a form of subsidy to subeistence farming On

. the cther ha.nd, the loans made by private individuals in this type of farming are
/in most cases

. - . .
! A A A Ce NI
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in most. cases- usmﬂom & Wr&ws of frcnlo to 20 par eoxit & mofith m
commonp, - " _ e 2 ; ,;‘;,,, R . C g

The amall holﬂing isiin & mudh batto:g ponition a8 an enterprise since
1ts erea pomits more emctive ntiliaution of tha avaﬂa.ble resources s but it
aleo suffers from & shortage of credit. R :
Total volume of agricultural cred:lt in Maxico

Thexre is little mmtioiz regarding the tota}. volum of agriculwral
credit in Mexico., The estimates vhich have boen made are ba.aad -on-assumptions
vhich give very different and often contradictory results; depending on the
person nmking them, It is genera.lly accepted that the aggregate of crop loans
granted aurmg the farm year carrosponda to appreximetely 50 per cent of the
total velus of the harvest, -

It is estimatsd that the cron loans made during [ farm yeer are derived
from the folloving sources: Lo S :

Source I’erceixtage of total . Rate of

snnual lending  interest .
Semi-official benks 304 ’ & annually
Private banks 15 ‘ 12% v.
Individual lenders ' 55 10 to 20% wonthly

The diﬂprﬂportion bewaen the bank loans at relatively low rates of
_ :I.ntarest end rural moneyleuding is an indication of the difficult financing
position in which the farmer finds himself and emphasises the need for. mprmd
credit conditiom as an esaenbial step towards increased farm :u:colm. '
The available data regerding losns gremted show that . the volnma of
crodit ‘hes steadily increased during ths last three years, largely ae a result of
" the expansion of the cultivated area, During the veriod undar mviaw, tbe volume
of agricultura.l credit ves a8 fcllowe. : Coe

 Year © Millions ‘ef pesos -+ Index
a8 51 Lo 100
1949 L 589,5 | 5
"1959’ T q0000 . 4 156

I

This eatimate covara 3.mm mede’ by the following Banks: Banco' Nacional
de Crodito Ag-icola Banco Naciona.l da (:eedito E‘}idal Banco de COmarpio Exteriar
aml private hank:s

/Benco Necional de
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Banco Nacional de Credito Ejidal 6. A, ‘ :
It is estimated ‘thet this Bank deals with approximately 55 perbcent of

the country's organised e;idatarios . In 19h9, ‘out of & ‘total of 501 188 organised
edidatario At dealt with only 272 h3&. The operations ‘of the Banco EJidal
covered roughly one quarter of all the ojidal lands. In 19&9, 168'millione vere.
lent’ 1n the form of crop 1oans and 12 million or 6.7-per cent of the total in the
form of improvement loans. In l9h9 a total of 202 millions (82 per cent) was
lent in the form of crop 'loans and 28 millions (lh per cent) in the form of
fmprovement “loans, * The lbens granted for ‘Glearance and’ irrigation, to a value
of 14 million pesos me,de possibie a.n increase of BO 000 hectares in the rea
of clesared lend, ' - R . ,

, Cotton received the largest volume of loans. A compariaon of the
1oans granted for cotton loans for the pro&uction of maize and. wheat is given

b°1°V- I St T ovop Yoans for -

}ggg" 1 Cotton crop loana } % of total | maizzb;ggnggeax >‘$L#£QEEQ§L
1948" | $hh 119,720 o 19.8 '_ T 75 3 : hoh
19k MB5T9.988 2681 T 192 36

Dotails of the types of losns effected by the Ba.nco de Credito Ejidal '
in 1948 end 191;9 ere given in the Table in the Appendix.' - :

Ta.ble Wo, T
l Nﬁiioe: Operaxions of the Benco Egidal by txpes of loan
1948 - 1949
(in thousands of Pesos)
Type of loan 1948 1949
Amount % Amount, %
Crop 168,389 90.9 167,351  82.6
Improvement 12,366 6.7 28,613 14.1
Mortgage 31 3,119 1.5
Collateral 2,071 1,1 1,901 0.9
Direct 2,296 1.3 1,845 0.9
Total 185,092 100.0 202,829 100,0

Source: Report of the Benco Nacional de Credito Ejidal. 194871949,

/Banco Nacional
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Benco Nacional de Credito Agicalay(}anaééf‘ol Bifiy e
The *Benk’s reports show thet in. 1948 1t lent & t.ozal of 115 1 mil}.ion
pesos, 73.6 millions in the form of improvement loans and 41.5 millions in the .
form of crop loans,. In 1914-9 the: total rose. to 178 mill&ons 85,6 beine 1nrprovement
and 61.7 cvop loens, - . s.of L

In 1948, approximtel: k5 per cent of. the. improvamant J.oans vere, uaed
to cleer land t6-en ered of 55,92k hectares; - 3Q per cent vas used for w:;rks
and aquipmnt For frrigation which 18 most cases ingludes the -drilling of . ;
wells and the installetion of pwnping units; - 2k per cent was-used for 1;"he,‘V ,
purchase of tractors. In 1949, the proportion for land cleering declinsd
(31 per cent) ; vell drilling absorbed 30 per cent end 2k per cent was used
for purcbasing tractors. R T . ‘

In ‘the' case Gf crop loens during the yeara uxw&ar review, loans to
finence the growing of cotton. tqok firsy rlace, being respectively 39 per cent
and 58 per.cent of the total. '.m firancing of wheat. e.nd medze took second pla::e,
thoir combined percenteges beins 35.1 per cent and 25,1 per cent« reapectively. \
Thus 1t cen be seen that.vhile loans for gotton production show & constant upwai‘d
trend, ‘the relative importance:of loans for, maize end whest production is
tending to diminish, (See Tables 7, 8 &md-9), , ,

The report of the Bencp Naclonal de Credito Agricola y Ga.nadero
for 1948 givas the ,foll,gq}g_g»-p;p;matigg&qgghg; importance of the loans to

/:ifgble No, 8 -
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'l‘a:blo No. 8
Moxiedd»'s; - -Total Crop loans arent &‘ﬁy_ the Banca K&cional de Credito
Crops and other ‘Loana granted o A
investments (in thousands of pesos) - . - Arees Finenced
loho ... 1948 1649 1048,
Totals ©.6L,7hO. . h1,541 271,247 222,728
Cotton . 36,407 . 16,080 84,097 50,778
Malze 8,126 e 5,516 . 80,060 63,395 .. .
Wheat T, 1666 .. 8,926 : 58,997 - .57,406. .
Beans o ,958 © 1,123 18,473 10,839
Rice . 1,533 co ,961 _ 8,286  4,kes
Sesame © 1,328 S 1,635 S L,k58 . . 8§ 834;,
Potatoes . agy . 790 1,510 1,284
Chili o 609 388 2,593 1, » 155
Alfalfe L 5L6 L2 1,13k ’ gl
Rehabilitation of pasture '
lands 29 - 2,454
Peanuts . ... - 3y : 369 1,002 1, 112
Chickpeas s L T 18 P | h91. "166
Fruit trees =545 U <} 63 153
Barley - - - . . . 128 . 157 _ © 1,601 2,740
Linseed o 120 g : 117 14
Coffee = -~ =~ 118 . 66 .. 518 320
oats .. . WS 121 o e,072 1,5
Fertilisers = g - - 7 o S
Coconut palm N T - | . 253 /293
Tomatoes CioL T » 43 ' Co36 95
Sugar cane ' 60 - 82 P 208 209
Poultry feed - om0 55 - ' -
Banenas S - 36 - 353
Grapes _ 25 93 - ... 128 602
Stramberries~“"' - B - - L0
Flowers. : N - i1 : - T
Sweet Potato ' 8 e e 200 -
Onions S .13 L 9 33
Tentils 6 ok | -2 . 206
cerlic 5 8 o 27 - 28
Cocol ) 2 - - A
Other (&) - . ... . 562 - . ' - T
ae e cTS e - el

(a) Refers to 1nrestmants which could not- be specified B8 they covered severai
“dtemg. o . . .

R

(b) Loana granted with formalities and requirements pending at 31 December 19&8.

.....

R . . . ¥
" ok e e e e w e -
T B

. [Table No. 9
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~ Mexico: Imgyovement Loans gransed in 19&8 and 1949 bg tha Banco Nacional
T e Creaito f.g." co_r.a ‘,y G“"a.dero

(in thousands of pasos}

Ivems - = - ) Totals
} o ; <1948 194L9..
Totals e o L 13,663 - 85,689
Land Clearence o . 33,kah .- 20,534
Works and equipwent for irriga.tion - 15,501 " 26,061
Other - ‘ . 8,3 1, lwl
Tractors - : ' . .9,028 _ 23,18’{
Other agricultural mahinery and mplements 2,95k © 5,58l
Plentations® 1,278 . 940
Trucks o . 688 TTh
Buildings \ A : 562 297
Draught animals . o 534 286
Poultry breeding A 540 ' 93

finence cotton growing: "This Council appfbvad the grantinggof crop loens with
pricrity for creps ccnsidered to be essentinl fcr the nntrition of tho Mexican -
people; it also tried to limit the ereas under cotton in order to restrict the
crop, without prejuﬁica to clients vho hed been growing cotton for meny years;
but when a larga area endnently suitable for cotton wes opened up to cultivation,k |
therewas no other course but to grant credits; it is for this reason that cotton
oontinues'ﬁé’occupy first plece,” 1/ In fact, the heavy loans granted for cotton
carmot be Justified by the size of the ioans for clearing cotton lend since
technically such land ie highly suitable for whea& and other products for' »
domestic coﬁéumption. The prospective trend of world merket prices hes taken
precedence in economic decisions and the poasibilitmes of developing the n&tional "
economy ara largely dependent on the conditions of world trade, o

It can be said that most of the oredit granted by private banks was
used to finance exyort crops,. ,

Agriculture which does not raceive loans from the ej1dal and privame
banks depends for its fznancing on usurious loans made by tradesmen in the
smell rural villages, These usuriaus loans eeriously aggraxate the precarious
conditlions under whilch this type of agriculture is carried on and’ prevent c&piﬁal
accumulation, thus contributing to the stagnation of preductivity and the lack of
technical progress, This type of financing is based on peraonal &cgu&intance since

the existence of cultural barriers impedes the introduct.:ton of credit aa &
Jeommercial

1/ Report op. oit. page
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commercial operation and makes possible the exploitation of the peaeants in the
poorest: ere&s: whigh are still.not. incorporated 1nto the monetary economy.,f ) i
Apricultural merkets PR e | -
- -Eittle can- be sald. regarding the development of agricultural markets “:
during recent years, Direct and indirect inrestments in agrlculture have ‘ -
helped to develop. the market,.but.es in the cese of credit the a.dva.nces have
been made by export crops. and Andustrial crops. for consumption in Mexico.
In contragt, werket conditions for. food crops ere still marked by serious ff"
dofects of .an jnstitutional economic character which place the producer in 8 fy
very disadventegeous poeitlon. . ) a
The opening up of. new communication and transport routes will help »
to create more favowrable conditions for the organisation of the market for:"‘h
agricultural products, as will the building of storage facllities &nd the
establishment of plants for conserving perishable agricultural products.
Forelgn.trade . , .
During the last throe yoars the export trade in agricultural products’
has increesed, -The rise in dewand and prices vag particularly marked during
the lest wmonths.of 1950, ecpecially m the caae of cotton, coffee a.nd henequen.
Table Nq.:1Q, shows. the oxports of agricnltural produrts. - /i '
In:the,cage of. importe wheat the conuumption of whivh increases
each year, %ook.first. place, Imports of tractors, plouéhs and tractor spares
took second place. and accountcd for a substantial proportlon of total imports. o
As long &8 the United States of America mainteins a high level of |
employment, Mexlcen producers will be. eble to take“advantage of the high

prices of the Americen merket, . . _
Teble No, 10
- Mexico:. Importe

Value in millions of .pesos of the principal imported apriculturel,products ‘ '
and by-products and agricultural equirment s

Products oo oL 19&8,v . lghg { Januarzﬁto October ‘1950 -
Wheat 2 7 173 o . oS f_.;_-
Tractors of all types | 56 0 B T - | AR

Wool of all .cetegories = ...2L . .. . k2 30

Rubber, raw o synthetic };32 C 30 e T e gge

Lard B ¢ L Rk VTR DRI L= R

Ploughs of any types . ....15,; - . . .21 . . .19

Spares for tractors 13 ' R ¢ I - o IR
Powdered milk 2l 16 12

Hops .« .- . - 6 1h 9

Berbed wire = - 22 14 3
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SIPMARY AND coNOpSIONS T oo
The increese in direct end indirect investment In egriculture is the
standing charactaristic ef the period 193¢8-1950. It ig to this that the
spectacular expansion of the e.rea under cultivation is due end the mcceleration
of the trs.nsition from Subsistence to commsrcial agriculture. ’
This expe:nsion hes been ca:cried out by means of the uwost varied

teclniques; t.ha opening up of nev seasonal lends, which ere worked as soon
as the construction of new mea.ns of connnxmicatim makes them eccessible; the
establishmsnt of agricnltural enterprises with heavy investment per unit of
erea which make use of a very adva.nced technigue and a high degree oi’ ‘
organisation and coordina.tion of the factors of production.

In particuler, the following changes and trends may be mentioned:
1. Agricultural income: Agricultural incoms increased more rapidly then the
national incotie during the last dacade, vhile the relative proportion of the
population epgaged in agricultureﬁgqlined. This clearly indicates an increase -
in the productivity of agrisultuz*e; | | ' '
2. Arves harvestsd: In 1948-1950, the erea harvested increased by 13 per cent.
This increase was due to ths Government's irrigation policy, to the incresse in
sgricultural credit and the e“cpansion of mesns of cowmunication and travﬁport.
3. Volume of sgriculturel production: This showed & constant upward trend,
notably in the case of cotton and other axport crops, The physical volume of -
food cro;zs for domes’cic consunption fluctuated from year to year but tended

to rise.
4. Devaluation and production costs: The 1948 devaluation improved the position
of exporters who received & net exchange profit of 29 per cent on the hslling

Y price. The increase in their costs was eadily aebsorbed, leaving thew with a
‘mergin of profit. The increases in the production costs of articles for domestic
aonsumption could not be compensatea rapidly or were compensated only to &

vsser degree, o ‘
5o Agricul‘curé for ejcpor'!:, and for domestic consumption: Comerciel farming is
mainly directed towerds production of rav meterials and for export. The
rroduction of foodstuffs for dowestilc ponéﬁmption is large’ly dependent on
traditional ferming, which accentuates the veriastions from year to year and
resulte in uncerte.inijr regarding the eupply of food products.

/6. _Supply and
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6, Supply and demand: The high leve 1 of,vinvestient, and consequently of incoms,
resulted in increases in demund and consumption, There wes a slight change in the
compogition of the food consumption, which undoubtedly reflects ‘BUifts from
farming to other activities. As long as total investuent continuee at a high
level, ‘entd the changes 4n the éomposition of agriéultural production follow the
prosent trend iricreases in. prodﬁctien vill only partially solve the problsm -

of “thé domestic supply ‘of cértath’ foodstuffa. e incentite given to agriculture
for export and the’ unoertainty(through natural causes)assbciated with farming

for consumption, vwill intensify the need for imports. ' ’

T Agricultural prices~- Agricultural'prices showed k- marked general upward trend
in the caBe of certain export crops, -In th& case of foodstuffs: the relative ‘
stabilisation of income and-the 1nelasticity of “demand : preventcd their prices
from’ rising ot ‘the semd ‘réte as ‘the pricos of eyport products and the general
price index. When hervests were good, as “in 19h8 prices fell or remained stable,
8. “Improvements in agricultuze. The proportion of -investments in agriculture

for export 18 very muéh higher thm that of Investments in the production of '
foodstuffs for domestic condumpticn, While in the former case thers have been
heavy investments in irriga+icn vorks, machine“y and lcens, the latter hag -
absorbed rela ively small Tesources which bawe veen useld nainly for the fmprove-

ment end distribution of seod.

9. Agricultural credit: The volume of credit offered by the semi-official and
private banks has increased by approximately 150 per cent since 1948,

In spite of this about 50 per cent of the credits to agr*culture is derived
from indiv*dual lenders chdrginb exorbitant raves of interest. This hampers
the accumalation of canital in farming In spite of ‘the fact that official
policy tends to encourage loans for the produ +tion of foodstuffs ~the increese
in demand and the rise in prices on the world merket heve changed the flow of
credit -- including that of official institutions - towards the financing of

agriculture for export,

/1II., FPUBLIC FINAICE
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Beckground (19§9—1+§) )
Tne ateaﬁy exyansion of tha money eugp&y'whioh begpn 1n 193h aonttnued
without 1nterruption until l9h54 The ax@ansion vaﬁ 8t fireb moderate and did
not exceed an average of 100 xnillion peaos a year. From 1942 onwards, hovever,
the process gathered momsntum and the expans&on wae well in axceae of
500 million” peeoa annuallyo ‘ : :
Metallic currency which twenty years 880 acoounted for two-thirds of
all the money 1n circulation gradually declined in importance to less than f f,
2 per cent in 191&5. This fact is essentially. to be axplained by the oonstant
upward ‘brend. in ’ohe price of silver on the intarnational market which has le& to
the. demonetization of such coinagp at various times.

: Before .1935 notes vere of little Bigz;ificance in the. money supp:.y but
since 1935 haVe acncunted for more than one~third of the total, partially and
to an 1ncreaeing extent comgenaating for the daol}.ne in the circulation of
sllver currency.

An.other virtually new alemant has been the expansion of bank d.epoeits
in recent years (a fact’ revealing obvious progress in the d.evelopment of the f
habits of the public) to such an e:c*'ent that in 1945 they accounted foi more
then half of the tota;l money supplye.

Turing the Jiate wo,hld war, the money supnly was sub;ect to powerfnl

expansion forces == the large surpluses in the ‘balance of paymants, on the one i .
hend, and, on the other, the adoption by the Government of an extensive - o
prograrme of pu‘blic works and industrial development. To these factors was add‘ed o
the emansion of bank credit. ‘ ( o o

3 Sﬁudy of the data relating to Mexico!s mternational traneactione from
1939 to 3.91&5 shovs that - during the period ‘there was & apectacu.’lar rise in the
monetary reserve of approximately 335 million dollars.

The trade balance was adverse during most of the period, since,

although there was & steady increase in the value of exports, a large volume of
imports was required to meet the needs of internal econcmic growths,

, / During this
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Dm-i,ng this pexiod, in, asd.dition te the. foreign axchange obtained from \
the export of camuodities, the fevourable baletide" on account of‘ tnvisibles, '
consisting. priroipally. of: tourist expenditure in Mexico, and the remittaﬁces
sent. by. mig'ant wquars to the:!.r famnias s and the va:l.ua of gnld aml silver o
prqduction wera emploxed tc cdver thae cost of’ Mexico’e 1mports ‘of merchandise.k '

" g 'these 1tems was a.d.ded a substantinl ‘amount of capiterl :tntroducad,
into the ooun.try tluring the pariod, ~owing to ite peculisy mtur‘e » thia flight
ocapitel brdugﬁt littla or no advantaep to the produotive yrocesa,'aince ell. .
that 1% sought 1 Me:xico vas greatex' aecurit;o' and, f'avwrable fiecal ‘Breetment
than that a,fforderl 1;1 the belligeren‘b ur mtral nations from whiah it was
e:@ort:ad. L i e .

It would. lmve been poasible to ease the preseure on. the money supply
exerted by the favourable balange of payments; this 1nflationary factor vas,
hwever ’ ‘etrengthar;ed by - the lsck of an adequate fiseal poiicy anﬂ. the \
determination Rt to slow down the piiblic vorks ;programm -

Table 1 ‘Mexico: Ceuses of variationa in the cs.irculatiag mediu;m

. origirated by banks. .
~Tin mdITTobs ? pesoe)

Anmxal variations in L o Oa.uses of variation

¢

Yoars
the circulating medium o Externa?.l. origin - Taternal origlr

1939 . N UCH I % D -
1980 e a9y L CoooT1aks T 6542
CAGhLe oo 2ok o k2 o 1999
1942 5h1,5 e 218, 325.8
1943 867.8' D 62,5 - ¢ 205.3
19)'"1} ! o 629. A v S - 205.6 S SN ’4‘2305

Sgurcg‘ &ncq de Maxico, S.A.

In fact » between 1939 and 19&5 ;8 'bud.get deficit of ‘more” than
800 million peses ‘vas adcunulated and hed to be financed by ‘bhe 4abue of Internal
Funded Pablic Debt" bonds and Treasury Certificates. o e '

The def}'icj}.t Inctirred by the Federal Government can be explained by the
fact that ordinary revenue increased relatively slowly, since 1t was maintained'
at more or less the same proportion to mational income, while éxpendituré
increased more repidly, especially in the last two years of the period.

The fall in receipts from import duties wes not compensated by a
corresponding rise in receipte fram export texes, with the result that, while in
the early years of the war taxes on exterpal trade accounted for one~thiri of
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total federal ra’vanue they mcmnted for 11‘btle ‘more tlmn a quar'bor in thb
closing yeare of the war, B ’ Ve T o

" The yie}.d of taxes on m&ustry . which aeélined in rela'bivé tarma e
during the closing years of the war ) follovod. a sim:llar, althou@x 1955 msrke&,
treid, as 413 #he XiAwp tess ocﬂum,, mm tas: ﬁ.msd an mhtﬂe Field
mm the sare pericd. g ¥ -

“ ' In esck of these yeara, budget expenditure exceaded revanua ' e.s g
result of the 1mreasmgly large a;:propriaiions for tho prmotiqne of e&ucation,-
ag-icu.}.ture and ccummnications. ' SR -

At the ‘same time, State grénts and subsidles (1939-19&5) ‘and iutérost
and amortization paymente on the public dbb't toaet«her required more than; one~ -
third of the total budgst expenditure, |

In e.ddition to theeo faetors ,‘ the mvesmenta 1n seouritiee and loans ,
and rediscounts eff‘eetéd. by the Bank of Mexico, ylayed an impo'rtan‘b par‘b ‘4n the 3 “
expansion of the money supply. The Bank invested 330 million pesos under these
heeds in 1944 and 270 million in 1945, . T

More than 40 per ceut of the Bank of Mexico‘a investments in 191&-‘145
were applied to the purchase of bank shares ‘and bonds, mort@ga bonds ’ and
. sharpa ami other securities fyrom companies and individ.ua.le.

. In 19h3+ %5 per cent of the credit grented was represented by short-
term pa;:er and radieccunts, and 5 per cent by loans to hanks. In 1945, loans to
banks -accounted for 80 per cent, short-term loans and rediscounts for 17 per cent
end loans to the Federal ‘Qovernment for the remaining 3 per zent.

- While the favourable balances on international. traneaotiona and the
Federal Goverrment deficits were acting together to expand the money supply y the
Bank of Mexico.decided to use the measns at ite disposal to prevent the
gtimalation of the inflatlomary tendenciéa of the Mexican etonomy by an overa
expansion of credit. The pol;qy of using reserve requirements as & more - - T
effective means of regulating bank credit was therefore adopted. . =

.

/ As & _
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. o ] A; 8. fii*sj: stap; 1% ma&acae& oo J..Au,azw 3.93&0 to raise the reserve
' f’r@quixpments to m por c;em‘. .And mﬁu m wl”thoy Hore a@i’n reised ’co 15 per
' cant,. Aof,ing ynder the. Aot, of .31 Hay 19&1, ‘e Back of Mex106 contitued to.
‘ ra:lse reeem requirmnte qntﬂ, 1n 19&5 1t ma 50 .per_ceitt for deposit banks in
| ::'"tha Paderaf. District, 40 per cent for banks in ci‘bioa where thers was 3 branch
, _'of tha Bank cf‘ Mexiao, a_nd. 35 Y ! caat for banks dn cities vhere there Wwes no

B _’_‘branoh efﬂ:a oantral bem):;.t '.('ho mg&aﬁm a:l.ae applie& Q. aavinge binks, but

. 1n t;ioir ease tho msximm cqmm;,uory reserve req\ugementq wae J.O LR T
| Reteretzca vul he mdo below to. recgnt regulations ‘on. the, auh‘}ecth Y
o The voluma of credits erband.ad by the htnka in 2,33.9 ond TGH0 exoeeq,ed
the total amount of their cbli@tiona R but aftar the ragulaticna re@rding B
resarve requireme:rba qame into force tho proportion of credita to obngatiom
7 vogat to fall unx-.n in 19h5 thby éjre & Iitua brer wo-thira.a of totaa. »
obfigtionsy Y o HE R g

The annual rate of turnover of m;rrent accounts fa.u mpidly ‘Prem 1939
R 19#5%&1& reache& {ts lweat pa;nt in tha J,atter year. - R
AR caupariecn «af‘ the figims for “thb ompulsom resewe and rar ﬁ’he"‘i\

& sutpius’ of reserves Lnoveasing tu & peak in 1945, o
The banking eystem increased 11:.9 lig,umity'; $his - wes l&rgéiy\dua‘ %o
the ‘Pact that it was :tmposeible to emp}.oy %be ﬁmde _vhich were 'be.’mg depoaited
m :anraasing Bmounte ‘by tha public, sime, except for oertain types of ‘
‘speoulative invea{zmn’c 1n cmrcial papor and real eatate ). operaticns m other
gectors were almost cunplately auspended a8’ a. ré‘sult of pbstaoles created by ‘the
war, The sudceseive increases in ‘thg reserve requiremente also iaelpod to -
‘Treoze a‘donsiderable po&*bion of ’eho fuw.a held by banka. . «
T pufses begam to riae in an unéven rate as early 86 1937 , but the ‘

. greatest imoreases undoubtedly’ muurred. 1:1 the var years ¢ ¥n particulsr in 19’#3
and 194k when the aumal rate of 1doragse ves between 20 énd 22 per cent’, _'-;;

After the deprecistion of the peso “in 1938, prieaa ’bo@n %o rise "
slowly until 1941, after. which ’bhere vas a Bharp upswing which roaohed its peak
-4in 1943194, Although pricaa contmuad to aaVance in l9h5, the mta of advaace
wvas less.than in" tho ‘WO Preaoding yeara. R S =

4-‘,";),~
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The behmiaur of prican m'lght be oxplaimd hv tha steady expension of

" Honey: incanes cou“pled VeitH" tha relativa decraase. i’n f.he eupply of goads oving to
 the coiibined eftict Gt hea%r xpo:«es s e’ m&xmion of imports, This
t.ts.’L‘c,u,erl'.icm Vaé ‘whde ' more’ acmte {:vy“tile changee 1n the distribu‘ticn of monay

“Intomas rbsulting i’rom infla.tion, which greatly favcured certain groups af the
,poau.ta‘biau. ]

IR T

’ The workera obtained sote’ imppovamenta ih ’cheir nommal wages ﬂ"au;s te
“the’ cmbined effa(s’t ‘of tha progrems made By the natienal economy ’ highar prices ,
the protective actiou of tHe Stato and ﬁradé-.union prasaure , nevertheless 88 a
result of ‘the" staad.y *rise :ln the uéat of iiving, wkich hai. ;anreased more a
' rap:ldly thau no'miml wagoa all real wages fell aharply, eepeeially in 3.91&2-?&3}.

Thejraﬂont sﬁuaﬂon (19h6~50) R SRR

, T}m end pf the sacond yorld War mrk@l the beginn:mg of & m @haae the
principal characteriatics of whic-h, from the monetary point of viev, will Dbe,
oonsid.ered below. e S U e

In the first etage , Qoverin& t:ua yaars 191&6 ami l9h7 ’ jbahe expansion of

the money supply, wpich had- bean euetaimsd for ovar ten years,.vas 1ntempted
and repiacea, by a, conxrac?ion origj,mting in the balanca of, paymentss this :
movement wasg, however, largely offset by the interpal ex_panaion resulting from
8 aubatantial budget det‘;luit. A S e e s
.. Demana Seposits fell Ty, apprcximtely 200 million pesos,. while. the
volme uf notes docraaseﬁ. by only 35 mllion. On :the other hand, the qa}.mpe of

,,,,,,

| to replace ;pa.rt of the 1&50 millian poepa worth ot‘ silver currency the
d.emonatization of which was, a.ec:yaed in 1945, .
As the causas of. the shcrtage of . imports ﬂ.iaappea.rad, yhich ha.d been
deferred. fc;' a long time gatr.ered meoma'ltum, the reault:.ng aisequilibrium in
,‘ the be}.ance of trade was 8o -great thet in the tvo yeer periocd 194647 alons the
emess :;f 1mports over exports was almost twice as great a8 the accmulatod: ‘
adverse belance from 1939 to 1945, .. - SRV SN
.The favourablo results of gold.and silver produc‘bion -aud invitﬁblea,
’ Hprinciyal),y tourist emenditum and workers! remittances werne nab . sufficient to
' offset this adverse belance, desplte the.fact that sourist expenditure and -
remittances were much higher than in any previoue year. The exodus of short~term
capital, which began in 194k, continued, although its effect on the money eupply
was. paz-tly noutralized by receipts of’ other, and particularly long~term, ca.pital.
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For the two years, 19% &n& 1911:?, the adverse balance of payments was
250 million doliars. PR i
. With the cxp’anaion of creéit to f‘imnea Lhe. haavy importe, the priwfate

wﬁm bo@n to. Ioea liquidity rapidly, Eitice the Bank ot Mexico maintained
reservo requirsmenta o.t & high level, and at the .same time adopted a selective
cradit ‘poliey dea:!smd to chennel oredit tmr@ pmductive activities, m
partxcmr agrioultirs and industry. : o

t Circular No, 1043 of 24 December 191;6 suthorized deposit and disoouat
banks and savings banks to invest up to 15 per cemt of the leml deposits m
certificetes or prcmiso:w notes issued by tho Nacional l?imnciam, Banco
""Naoioma. ds Jomeroio Exterior and :!!amso Neoioual de Credito Agricola,

v ( HETER S !

3

Bariks established in the more inmcmtant Btook-raiaing areas ma '
permitted to inveet part of the la@l depos:l‘hs !m 1oana to cattla farmers.
In smial cases, . they were authorized to make 1nvastments, sub,ject to tha seqe
‘" 'connitim, in credits ng'ioulture and related industries,

77 on the othar ha.nd, the nank. of Mexico ex;pressly recmnaea tmt .
depoait and &1scount banka ahoulﬂ cm uo aocount mnt commemial credits f;or
the mmﬁtion of motor cnrs A refrigemtors, furs, ) wine and similar artica.eaa
| Io 191??, thore waa Y remrkable norease. 1n the value of impar‘bs to..

;‘93 yor cent above the 19*#5 leval,. In the aame psriod, however, loans granted,
by private ’nanka roea by on].y 29 per cent 'y a fact wh;ch is tn be explained by",’
the utilization of 1dle funds accumu.ated during the ‘War. o

. In ord.ar to prevent the balance of payments doﬁcits fmm leading to
B daflationary Bitnation, the Governmant acoeleratad ita investmen‘bs in pu’blic .
vorks, for which 36.4 per cent of the total net; axpanditare was appropr:iated

in 191&6 and 38 2 per cent in 1947,

' Although a eurplus of 1&5 million pesos vas obtained in 19#6 the
next fiaéal year cloaad with an ostimtad deficit ef ayproxﬂmetely 191 milliou;
peaoe, which waa mst by 1sauing Internal ?ublic Debt Bonda. o

/ Table 2



Table 2  Mexico: Causes of varietion ip the circulating medium originateﬁ

- R . . ba B8 " L e
B R LD T R HR s oy -l-.%v [N
KR S SRR L e N .

(milliona of peeoa) S
Years v~ Cevsas of varletion
- “External . Intermal
e LR , origi B ~§§ﬁf
191‘6 LT T e e T s e 78:’? S P e e uﬁ(}? h gy I“:‘)B 7
19’47 / - 22.1 R S O A - ‘531“;-2 L - 5152 1
1948 05.1 o -104,3 €09,k
- !19)49 e e e 61“0.‘.. .-a—",“f’ TR, Lo he3 oo 38 5
1950 T T
Source- Benco de Mexico, .A. C - o S,

Priees, the. upwan& mdvnment of which hegan to slacken 10 l9h5 regained
impetus in 1946, and from 19&7 on rell Very elowly owing to the continuing “effect
of hoabtary fators, . .

! In 1§h8 the expanaian of tbe money aupyly was resumed although the‘ -
‘ annual rate of 1ncrease did not reach the level of the war years, nevertbelees,
by September 1950 %here were 1, hoo million mora pasos ip circulation than 1n
1948, of thie amoﬁnﬁ, 10 per ceut oonaisteﬂ of metallic currﬁncy uhile the
remainder ves divided blmost aqually betwaen uotaa and ‘eurrept accounta.
-l At the &1sequilibrium in the halance of payments continusd in 1948,
the money supply might raaadnhbly baVe been expected to cogtract but the .adoption
of enékgetic measures tO correct ﬁhe disequilibrium, the expansion of credit apd
the substential budget defiolt of tﬁat year wbolly neutralised this force and
even lad to monetary eipansion. ' .

. ‘Substential changes 18 the tariff system, put 1nto effect in, 19&?;:
prohibited ‘the 1mportation of goods classed ae luxury 1tems and reﬁuced other
non-esgentiel imports to a minimum, & , S

The effoctivenese of the measures previously adopted vae greatly
atrﬁngthened by the &evaluation of the beican Peso op 22 July 19&8, ¥hen the
Benk of Mexico withdrew from tbe foreign exchanga market.,a_ o

The restoration of “the equilibrium of the balance of payments was
achieved less by increased exports then by a marked drop in the velue of imports.
The reduction from the 1947 level is ebtimated at 17 per cent in 1948 and
28 per cent in 1949,

/Greater
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- Grektarsedvences night perbaps bave ‘béen made ‘in the-velue of exports,
under‘the protection of devsluation, 1f in the Tirst h&lf of 1949 -there hed not
bean fax1_~ih the United States prices of ftems, such’ ssindustrisl metals and
agricultural products; which. coustitute the bulk-of Mexicen ﬂfexport,é»,.i : E
.o ke A resnlt of:the ohanges in foreigm tiwmde: & favourable belance of
peyments -wes obtained 1u 1949: - Ae 1iv previous. jears, the most-importemt .= °
surplus items in the balance of payments weres gold apd silver produci:ion,
touriat sﬁmnditm and workers' remittemces. -« o . ¢ TdgieEl e

3 In the spcond. half of 1950; events in Korea brought an impmmment in
the. -huair;ess situation. Bank reserves rose. to war-time levels. as-the result of
& heevy -inflow of capital which wha: exported. to Mexico in-an a%ttamp*t to. avold::-
the new regulations necessitated by the existing emergency. .~ .~ . ot

- - Tmport prohibitions and restrictions beceme: less rigid in+the second
helf of 1950 because of the strengthened position resulting from the:dncressér.
in reserves, .end -shortly afterwards the avthoritiss announced the complets . ..
withdrewsl of the regulations in .view of the fact that .the situation which Yed.
to their imposition no longer existed. T T R

Srw oo Thare was -8 merked. increase in the demand:for slmost all export
products. and in. their prices on the internetional merket, The rises were most’
marked: in the case of minerals, cotton, coffee and ather. agriculturai and lives
stook prod.ucte. - A e A R :

, : The wvoluihes of goods exported, whieh were rising rapidly from January
to September 1950, ere & further expression of . the sems phenomeuqn reaumme
from the intermatiopel:gltuation.. - - o ue Tl aede F 0 rive [

. Phe ‘inflationery tendemcy: of the national economy ‘could not bave been
eliminated ‘horely by correcting the disequilibrium in the :-balance of.payments; t
At wan-aleo esdential to 8d Just the public Tinances to ensure that there: would”
not be & deficit 4in moet finemcial years and to wontrol benk credit in order to"
ddrect 1t into nonsspeculative activities. - .« - R NREES

It way be Baid thet the Govermment's tax poncy from 1939 to. 19&6
- hed insufficient impect.om: the  consumption and investment cepdeity of the
private economy’to elldw the public works progremme to be carried.out without
resortivg to-deficit apending. DR DU AT r- U NI T A R IR N &

F

[in re_cént
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In recent yeors (19&7-1950) goterumant Pevenue haa)oonstitnteﬂ an

~1acraaulngly large proportian of the national 1ncdme 1n terms of maney, having

"‘1" -«t,;\

rigen, frnn‘Sigaper gent 1n }939 to 11,2 éer aent aa~m9b9 Q ?his~v§8 ade’ i
poesible by/éfforte mado, with vory saxiafactoxy reaulta, té imprbve metho&a
of . tax collection au& admintatration., NQW‘80u§UQG of-ravenua wara establisbed
end en atmosphera oondugive to better relationa betéeen the Statevand,taXPayene
vas craate& N . , : ?“’.i.%f | ':‘ff e
h Among "the numerous tax reforms, tba most 1mportant vexa %he)maaauresi
~eatabliahing tba 15 per cent ed valorem valorem tax on exporte, ﬁhe Excous Profita Tax
Aot the. amendments to the Iacame Taz Act the Bt ranpecting tax on’ the'¢ncame'
of automobile aesembly plants, end the raglacement of tha Stamp and Purchaae- *
Sales Tax by the BusineeaAIncame Tax.” : ' ~r‘ e ,-:~«;~~~E *7% SRty
: ‘There ves & remarkable riseAin government revenue when the fiscal
roforms deaeribed hegan to- take erfect, tax rsceipts 1ncrea3ed 6 per ‘cent
from 19&6 to 1947, 10 por cent frcm x9h7 to 19&8 end. 38 per cent from 19&8 to
1949. It 13 eatimeted that tha parceatage vill oontiqua to xncraaee 1n tha
1950 fiscal year. P C e T i‘l ‘; C
During tbeae years, foreign trade contiaued to. contributa one-fourth

\z

of: taﬁal Ebderul revenue,~ taxes .on 1nduatry and ‘dncome accOunted for'over ene-~
third of the total the reﬁainaer being derived from the business tax, grofits
and other taxes, proceeds epd duties. | : S
L -The Joternal Public Debt, which bad risen: considerably from 19&6 to
19%8 momained atationary in l9h9 end 1950, and, 1n tbe case of the damastlc :
floating debt, decreaaed aa amortizatioua exceeded new borrowings.;." R
¢ - Brior to 1949 the Government hed not. realized 1ts obaective of
halancing the budgat at a level at which it would be unneceaeary to reduce ite -

1gvaatmenta 1n communicationa, educetion and the utilization of water resourcea.
In that‘yagr, howevar, & surplue of 133 million pesos waa obtained ana 1t 18 {7
eatimated on the baels of the preliminary figumes qvailable, that in 1950 the*

s1,~

surplus will be not 1995 than 20w million POBOB.:
. In the laat tvo yaars, the public«fiuance& have'ceaaed t

oty et k?

the traditional. 1nflationary forees thraatening the Mexican econcm and their fi
resources are being used with 1ncreasing efficiency to soften thﬁﬁ}qppct of ‘

monetary devaluetion and to correct the effects of the balance of paymente
pQg&%ion.,

/The Bank
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AL

Ihe B&nk of ngico 8 credit policy bas ‘beon deaignod to maintain the
quﬂntit&tivs restrictions alread§‘i§;5$33 on Yhe' private‘banks end the earlier
regulations have been eupplemented by others intended to chapnel: bank credit
towards the development of agricultural and industrial yroduction. V

~Brior to.30. September 19&9, the private baﬁka were aubject to tha
following regul&tions'\ ' V «

(2) In the case of banks in the Federal Dlstrict, the compulsory
deposit wes, 50 per cent. Of thie amount, up to 10 per cent oould be invested in
Government. . securities, Nacional Financiara participation certificetes and
mortgege. bonds of“the Banco Nacional Hipotecario bonds, banke were ‘authorized
to invest a further 10 per cent in finamcial bills and other securities, 8o that

the actual compulsory deposit wag only 30 per cent,
() In the cese of banks 1n pleces ‘where ‘there wes & brench of the
Bank of Mexico, the cqmpulsory legal &apnsit wag 45 per cent, but bavks had the
right to invest up to 7 per cent of this amount in Government securities,
Necional Financlera participation certificates and bonas of the Banco Neclopal
Hipotecarlo; in addition, up ta 8 per oaat could be invested in financial bills
or other anthorized securities and up to la per cent fn agricultural loans. The
actual compuleory deposit was thus cnly 20 per cent. g L ’
~.{¢) In the case of benks ip pleces whera there was no brench of the
Bank of Mexico, the compulsory legal deposit was 40 per cent, up to 5 per. cent
of which could be invested in Government eecuritiee, Nacional Finenclers -
prarticipation certificatee and bonds of the Bapco Nacional Hipotecario. Auf
edditional 5 per cent could be iovested in financial ‘bills or other authorized
securities, and = further 10 per cent in agricultural loans. A8 1p- the preceding :
case, the actual compulsory deposit wes only 20 per cent. ‘ a
With & View to. preventing undue axpansion ‘of bank credit following tha
devaluation of the peso in July 19&9, the Bank of Mexico eatablished that as
from 30 September l9h9 deposit banka muet constitute & reserve of 100 per cent .
of their depoaits and obligations in national currency, in excess of those held
on that date.. It was further providea that reductions of the'legal .deposit
of up to 70 per cent would “be permitted provided equivalent amounits were
invested -in. aquip@ent OF crop loans for terms of not’ lesa than ons. ‘or more than
two years, in improvaments loana or oredits for terme of not more then five
years, or in securities not maturing for ét least two: yoafs.

[

/As & reaﬁltﬂ
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Ae a result of %bese méasures} tha 1ﬁv0stments Tn' sscurities of the
deposit snd sévings banks incfease& by mdre thﬁn 5h per’ cent between 1647 apd
1949; 1nvestments in fivancial securdéiea rose most sharply, the volume in
1949 being four and: éne~half times greater than ‘the 19&7 figure. 7

The total volume of credit granted by deposit and savings inetibutions
also rose from 1,224 milliom pesos 1n 19&7 to 1 699 million pesos 1in 19&9, R
an increese of 29 per cent. . :

The volume of the 1nvestmenta in securiﬁies made by the deposit and
savings banks, compared vith the total’ volume of cre&it granted by them, shows
a marked advance, having risen’ from only 1. 6 per cent in l9h7‘to 30 7 per cent
in 1949, S , R . o
The Bank of Mexico for ite pert helped to 1mpr?ov&e the fipencial
position of the,private'banks by 1nc%easiﬁs‘its 1ﬁ§éé%mént’in bank, ‘1nduatr1a1
and private securities; ‘since IOWT"it has devote& more than four-fifths of 1ts
credits to shcrt term paper and rediscounts.

 The annual velocity of damand deposits vhich began to incraaaa 1in -
velocity in 19&6 continued to do 80, during the following yeers, reaching ‘the
peak for the whole pertod im T9kg- 1950 a fact whioh hélped to 6ffset the
effecte of the restriction of credit. ‘ o o

Examination of the figures for clearing transactions may be of value
in bringing out some of the présenmt trends in bank credit. ' ‘

Between 19&6 end 1949 both the number and the value of 1tems
presented for cleering increased visibly (by about 28 per cent during the
period). The Mexico City olearing house cle&red 73 per cent of all items,
representing B3 per cent of the total value, the remeinder being cleared by
clearing houses outside Mexlco City. o

In l9h9, as a’ result of the Bank of Mexico 8 regulations concerning
deposit requiremente, there was an’ incra&ae in the activity of clearing houﬁee :
outside Mexico- city and ‘the total number ‘and value of the' 1itemé cleared
increaseéd” by 24 and 25 per cent, respectively, ovar the previous year. °

The foregoing description of monetary deveiopments between 19&6 and
1950 may be summeiized es’ follows~ ' ‘ R ~ o

" At the end of the late world wér;‘thefe wes & marked disequilibrium in
the dbalance of ‘paymerite as a result “of the heavy imports effected in l9h6, 1947
and 19h8 e co REIRIRE AL SO

/Thie fact
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Thia faet would cartA1n1y have led to &' serious- contrection of the money
supply if 1t had not besr 1argely offaet by extensive government investment in.
public worke. o et I : ‘ b

In 19&8 the expansion ‘of the money supply wes resumed as e result of
tbe reductiou of imports, eoupled with the devaluationiof the peso in July 1948.

’ Bank credit, although subject to quantitative contral by the Benk of
Mexlico, neverthelass contributed to- monetary expansion through its investwents

in agriculture, stock-raising and 1ndustry.

gable 3 ’ Mexico- Distribution by purpose of credits granted by depcsit banks
| S ' (Percentages}

Yearsgfk Totel Industry Agriculture Stock- Mining ' potal  Commerce

(millizns = S " -yaising ¥ Production. ‘

~.of pesos) . .. - S - e

198 824 - . k07T . 13.07  3.92  0.75 . 58,51 4149
1945 97k 32.05 11,74 3.8 0,58 "'53.21 0 46,79
986 - 1 ,009 - . g5 0 0 3LTL - 0.7 . 50,02, 49,98
1947 . 2,081 41.62 . 5.38 . 2,00 . .2,16, 51,16 48,84
1948 2,591 . 41,53 . 5.84 - 2.53 1.68™ 51.58 48 .42
19h9-/ 3,100 - 36.45 S I5,91 - - .R.ST. -1.53 b6 4& . .53.54
1950 3,442 . 36.68 T7.16 2.2 . .0,k2 h6.?8 53.22

Source: Comision Necional Bemceria: Boletin Estadistico (Figures supplied by
o' . the’ Banco de Mﬁxtoo} I T U 1 o,

Note: &/ Balances for December of each year
b/ June

When & favourable balance of.paymentakwas achieved in 1959, the
GOVernment get itself the task of countering 1ts 1nflationary effects by avoiding
budget deficita, it was thus posgsible . to absorb some. of the money in circulation
originating in tha~increase 10 the reeerve,resulting from the 1mprpvement in
external ‘trede reletions. | (k A . | )  u,

On the outbreek of hcstilitiea 1n Kbrea in June 1950 the economic o
repercussions of the conflict began to meke themselves felt in Mexico. ‘k _

In the first place, there was & very substantial incresse in the demand-
for products regerded as strateglc, accompenied by a rise in thelr prices on the
Intermational merket.

While the export trede was being stimulated by these developments,
importérs; fear1ng restrictions on the production and sale of certein essential
articles, which were glready belng snnounced in the United Stetes, hurried to
place their orders in good time, in an attempt to cover themselves ageinst any
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At ‘the.same time, Mexieo .begen to receive 1arge amounts of capital
vhich wers. attempting to-escape.from the new conditions 1mpose& by the 1nter-
national situatlon in their countries of origin. .

‘Faced by-these developments, the Mexlcan authorities decided to take
all possible steps "to prevent fundamental, dieturbanoes 1n the factors of the |
Mexican economy surh es excessive end unwarranted price risas, to check as far e
as poselble or otherwise to deal with shortagea in the supply of rav materials \
for industry or of articles for general consumption, and to eliminate the danger ‘
that ‘the present abnormal situation, which ‘may deteriorate, mey cause grava loss B
to the people and to’ 1mportant Bectora of the ‘Mekican economy." ° ‘

An Act approved by Congreas 1n December 1950 empowered the Executive
to 1ntervené 1n 1ndustr1a1 or commercial operationa concerning articles the
production or distribution of which wes of great importance to the,egonomy of
ﬁhe‘oéuntry;, In addition to fixing meximum Prices, the Government may order the
freezing of prices, prevent the cofneringlofﬂbommodities;'and order the sale of '
goods'at prices not exceeding the authorized cellinge,; rev meterials end 1
materials held by manuf&cturera to supply their factories for not more than one
year are excepted. ’

. The Government mey also institute rationing, establish prioritias and
specify the use to which commodities should be put. It 1a authorized to reduce :
imports or exports if the conditions of the national economy 8o requlre, and
may decree the temporary taking over of industrial establishments in order to .
maintaln or 1noraase production, '

In virtue of this Act, the Federal Executive issued a decree of
2 January 1951 which provides thet the prices of a number of articles may not be
raiseg by producera or merchents., The list includes. staple foodstuffs, wid@ly, .
ussed éftibies Of‘clothing, raw peterials essential to Mexlcan industry, produgté‘
of basic 1ndustries and articles produced by important brenches of Mexican
industry.

[In view |
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In view of the improvement in tHi fehé?#e, external trade restrictions.
vere gradually relaxed from the second half of 195(), ahd 1h early 1951 all
prohibitions end restwictions were<w1thdrawn, the protection of natural induatry
being ensured by en apmropmiate tariff system.' S ' )

Iater, in the middle of January 1951, the Secretary of Finance
announced an anti-inflationary programue which contains "the followihg 'measures
designed to diminieh the detrimental effects that might arise frbm the excess
of money 4n circulation™; - : : . - ’

~ (a) As from Friday, 12 Janwary 1951, any increase in bank
deposits must be deposited in full with the Bank of Maxico to ensure its complete’
starilisation, ‘thus. avolding further monetary expansion.

" 2a. .To ensure the continuing availabdility of inereasingly ample
credit for agricultural and induetrial productidn, the following regulations
have been 1ssued: .. = . Corpe e T AR

(a) . A benk'whose deposits have not reached & éum equ&l to tén )

times the amount of ite capital, will continue’ to be governed by
the preseht syatem until that ratio 1s reaohed. e
(b)Y The Bank of Mexico will rediscount for privata bankse any
loan for a term not exceeding one year granted for imports neédé&
"by industry or agriculture or any merchant specializing in such
imports. g S : o
(c) The Nacional Financiera will rediscount for private banks -
any improvement credits for a term exceeding one year that such
banks may make for the importation of machinery or equipment,
3, {a) To facilitate importe required by the Government, the
- Bacional Financiera will open éredita for the account of official departments or
décentralized agencies to enable them to obtein immediately any imported goods
required by their programmes and provided for in their budgets,

4, (a) The Secretariat of Finance hes instructed the Bank of Mexico
and the National Banking Commission to require banks 1o enter into prior
consultations regarding any operation of this type to ensure that approval
is given only tocperations which are not preJjudicial to the pational economy
in the present situation,

/Comnclusion
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Conclusion . = ¢ 5; :;‘. Lo
R . ;A‘: ot S . _,.}A-,,n‘w

Ny Maxico has in recent yeara acquired valuable,experience 1n dealing with
angd solving its monetary problems, which are- not graatly different. from those,
of the majority of. undgr-develaped cnuntries which are aeeking to promote their
econouic development with all possible speed. T e

. The measures.adopted to. control,the 1nflationary process proved to be
effective, especially having regard to the enarmous pressure exerted by factore
of foreign aqrigin, combined with the almost 1nvariable deficits of the(
Government . budgets.} ) e . o . .

Suecessful steps Were taksn by the Bank of- Mexico to regulate bank
credit, quantitatively and qualitatively, by maans of aﬂJustmanta in reserve
requirements._ , ; : . : . -

The instruments uaed to aeal vith emergency situationa in the past
have shown their value in reducing to reasanable proportions the negative
effects normally asgociated with Buch deVelopments. .

The Mexican monetary aubharities took guick .ang. timely eotion to -
rrotect the national economy frcm the shock yroduced by the outhreak of
hmﬁhﬁ%im@mah&mem%. ) L . :

At the date of completian of the present report 1t 1s»still too early
to estimate what effect recent regulations may have on the normalisation of
trade or their. repercussions 1n. the monetery sector.. .

4L

III, ©PUBLIC PINANCE
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Y 5 PUBIIG FINANCE L
The influence of public finance on the netional income

In Mexico, ) ‘a8 in othe¥ I.atin American countries, Government financial
activity hae a preponderating nfluence ‘on econcmic development and a most
tmportent’ influence.on the general situdtion. The lack of statistics does not
permit an accurata quantitative valuation of the aggregate share of the govern-
ment sector (Federal: Govermnent, state govermnments, municipalitiee end official
decentralized organizations) in the naticnal income,. but comparison of the ex-
penditures of the Fedsral Goverrment, States, Federal District and Municipalities
with the nationsl income shows that between 1946 and 1949 they alone represented .
from 1l to' 13 per cent. (Table 1), The figure would be higher if a Gonsolidated
account inelﬁdi’ng the decentraliZed egencies was availabls, although the compar-
ison ehould Ve made not with the natioral income but with' the gross. national
product, figuree for which are not yet avallable.,

" The influence of public expenditure on national income is possi'bly
more important, howsver, on naticmal ea.pital formation than on consmnption,
According to recent estimates, the Federal Goverrment and the Governments of
the Federal Disirict, States, Territories and Municipalities allocatad between
31 per cent and 38 per gent of! their expénditures in 1946-1949 to grose capital
formation tarried out by the Govermnents themse lves directly or, indirectly,
through various credite, investments and contributions to the cepital expendi-
ture of other public and privatdé bodles. (Table 1.) According to avallsdle
estimates this gross investment of public funds during the perilod represented
from &9 per ocent to. 36 'por .cent of the cou.ntry's totaJ, grqss capita]: formation
which indicates the degree to which the country's economic development depends
on public investment, particularly in view of the ,i"e,qt that & 'hi,g_h,v proportion
of the remainder (64 - T1 per cent) 1s accounted for by‘residentialmconstruction.

Apart from the influence of public spending in iteelf,‘the marked
fluctuatione in the.finencial pesitlon.of the Mexican Govemment in recent yeers
nave affected the general monetary situation in various ways,  While in 19&6
Federal Government Operations ehowqd 8 qoneiderable eurplue thez_:e were heavy
deficite in 1947 end - 1948, other faetore which had 1n¢reaeed the nominal nation-{

al 1income contriduted to. bring a.'bout ‘the marked dieequilibrium in the balance
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1. TO'IIAI.. NET EXPENDI'I’URE ’ ( in millions of pesos) ) |
“OF THE GOVERNMENT SECTOR ‘2, 192 £ 2, 61;2 8 3,049.7 3,1;’_(8'.1; o/
‘Fodoral Government j 1 652 9 2 ,084,6 2 ,35T.5  2,700,0 /.
'Foderal District’ Ih2  120.68/ 2012 2483
| States and Territories g/ T 2835 329, 377.9 . %00.0 .p/
“Municipilities g0 .2 1131 130.1
2, DIPENDITURE ON PUBLIC o o A
WORKS AND DEVELOPMENT | j_g{_ﬁs_ 1,;0‘10."1' 98,8 1,143.5 p/.
Federal Goverrment 692 0 o 903 5 . 850,3 1:‘000'0.:«_ h-TANE
Federal District b/ 261 124 .30.2 31,0
States end Territories o 5.3 89. 100.6 . 100.0
Municipb.lities y A 1' . 5.0 5.7, . Ba5L
3, NATIONAL INCOME | : 1 - (in thousands of millions of pesos)';
R A X X 228» 25,6
L, CROSS INVESTMENT - e
b g ' "'27‘ 2.8 3,3.  nad
1/3 2 J LR E R (Pferﬁént) 134 136
Ce T EeT 32 3l 32,9
o 295 36,0 29,9 . . .-
Soux"c'e" Diractorate of Fmancial Stud;les .Seeretariat of Finence- amd Public
Credit . The f;gunas are. taken from & new. statistical analysic -
. carried out 'by this Department and are not oomparable with others  : = .
vpu'blished hitherto. A o
2/ Preliminary figures s - R T _
a/ Excluding amortization of. debt- .other date under these heads include .1t.
p_/ Provisional estimatee R .
¢/ Data from. Bank of Me;ice, Department of Economic .Studtes
a/ Data from ‘the Nacional Finanoiere, Department ‘of Flnanclal Studies™:

TABIE. 1 » Mexico
= HJ_ZBIIQ.‘EX‘PE;NDI"I;fJi?E; ,AN'-.D ';imxomx, THCQME -

/of payments
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of payments in those years, which resulted In the devaluation of the peso. On
the other hand, the stabilisation of the peso in 1949, was greatly assisted

by the budget surplus achieﬁédlin that year, end maintafned during 1950. In
turn, the improvement in the balanee,of -payments in 1949 and the gradual
recovery of industrial end commércial aetivity after devaluation had a marked
influence on‘the‘improvement of publiq finances. In short, beginning in 1949
the financial operstions of the Federal deernment ceased to apgment the
deficit in the balence of payments, and from the end of 1949, had a neutralising
"effect on the creatien of income, which greatly facilitated currency

regulation and credit operations‘as a regult of which thse general situation

vas étabilkised on smmaf‘line‘&

Finencial pOsition of the State
. During the years 1946-1949 there vas a steady rise in public
expenditure as a result of the public works and development programmes of the

Federal Government and other public bodies, and of the normsl growth of
administrative services The increase in tHe ordinary revenue of the State
was less flexible and was affected from 1946 to 1948 by read justment in
numerous internal activities, ‘the deciine in foreign trade and the uncertainty
brought about by the exchange crisis which was then imminent. As can be seen
from Teble 2, in 1946 there was a budget surplus of $145.0 million, although it
wés pertly due to extraordinary revenue during that year. In 1947 and 1948
there were considerabls deficits =~ $190.8;énd $278.3 millions respectively -=
and only in 1949 was it possible to increase tax revenue by meana of nrajor
réforms, which resulted in a surplus provisionally estimeted at $133.5 million.
At the same time the execution of the budgel was better definmed and controlled.
In 1950 1t is estimated that there will be another surplus of $200. or more
millions. ‘

The Government's real influence as a purchaser of goods and services
has not been diminished by the rise in prices during the period under review,
or by the effects of devaluation up to and including 1949. In terms of
constant purchasing power, the total public expenditure of the Government sector

(including State, Municipal and Federal District organs) increased from 100 in

TABLE 2 - Mexlco

In this appendix, the sumbol $ has been used to indicate beican pesos; United
States dollars are indicated by the symbol US $,
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_ TABIE 2 - Méxiéo‘

' Federal Government Budget Results

(in millicns of peaos) ' |
1946 1047 1988 19k9 1950 of

1. NET EXPENDITURES ‘ -
EFFECTED a/ f - 1,652.9 vz,oah.G, 2,357.5 2,700. o;y ———

. Less: payment pending ~57.8 vh8;9 47.6 33, 5 -
2, NEI;PAID:EXPENQITURESg/i 1,595.1 2,035.7 2,309.9 .2,666.53/ 3,100.0¢e/
3. NET REVENUE 1,750.1 1,844.9 2,031.6 2,800.0p/ 3,300.0e/

DEFICIT OR SURPLUS . - . - R B
IN CASE (3-2) 4 145.0 - 190.8 - 278.3  133.5p/4 200.0g/

Source: Directorats of Financial Studies, Secretarist of Finance and Public -
Credit. The figures are taken from a new statistical anaIysis and
are not comparable with other ‘data published hitherto, -

a/ Fxcludes debt amortisatlon

o/ Preliminary figures
e/ Provisional estimates

/1945
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1945 to 122,1 in 1949 (Tabdble 3).. Pederal Government expenditure rose from
100 in 1945 to 128.3 in 1949 and 133 3.1n 1550. - Public -works and other,:
development expenditure which, as'noted earlier; accopnt for more than 30 per
cent of total expenaiture have also expanded; 1. o, ‘the Govermment hes” increased
its purchases of good7in ra§I %ezﬁw (24,4 per cent more in 1949 than in. 19&5)
In order to continue to maintain the real rate of axpenditure on construction,
and development, the Government would have annually to increase expenditures of
this kind by a percentage not less than the increase in prices. o
The effects of devaluation and of the increase in the public debt can
be seen in the item covering 1nterest on the Federal Government public debdbt, .
which rose from $51 8 million in 1946 to $85 8 million in 191&8 end to $87 2
million in 1949. Even so, this is less than h per cent of total expen&zturef
and consequently represents a small burden for the budget. o
The total intermal public debt rose substantially in 1947 and 1948 as
a result of the budget deficits and the specific objective of financing
development projects., Bonds were issued for $438, 8 millions in l9h7 and
$410.0 millions in 1948. At the same time previous 'issues of $86.7 and $94.0
millions respectively were redeemed, leaving net increases of $352.1 an.dl
$316 millions. A part of the new issue in 1948 consisted of InduStrial'
Development Bonds to the value of $75,000 OOO -= which hed no direct monetary
effect, dbut which served to incremse the capital of National Financiera S.A.
Becauge of the changed budgetary position in 1949, the only bond
issuea made were to replace bonds redeemed that year, and in fact the- redemptions
ware greater than the issue. An issue of $151. millions was authorised for
1950; 1t was used.to compensate redemptions, with a slight increase of the’
debt by $5.6 millions. According to data supplied by the Banco de Mexico S, A,
the flecating interral debt was also considerably reduced in 19&9 and 1950, in
contrast with 19h7 ‘and 19&8 The net redemption of the internal funded and
floating debt amounted to $59.6 millions in 1949 and $140.8 in 1950.

JTABIE 3 - Mexico
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W . L.TABLE 3 ~Mexieo - o T 0
Public Revenue and Expendlture axpregsqd in eonstanm puroha*ing power .’
(Tndjoes' A5 = JOO)

Tndex cf wholssa}_e. _' 1946 * 19&7 19h& j191’39{}.’7] A0
prices ; "t * ll& 5 121 3 . 130 l ‘A;k2.5 157.7

Nominal figures

Total expendlturas of ) S A Piiew

the Government sector 109.7  132.2 l52*6» 17h.1 - -
Expenditures of the N - o -
Federal Governmefit . - ---112.0° - 141.2° '159.7~ - 182.9%9 - 210.0-

Total sxpenditure of S, Lo

the Gevernment.sector ., . oo el L .y o o
in public works and ” S ‘ o
development 123.7:  “156.6 153 0 S177.3 0 < -

‘Total revenue -Of . I R <o REEER
the Government sector.. .130.9 . 51&;.3 15? 8 2072 - e
Revenus of . the i S TS N T S S S A - . S S
Federal Government © 7 137.0 5.2 159.9 = 220.4k  259.8

Ao, b

Deflated figures

Total expenditures Y : \ o
the. Government -sector : 45.8 ° 100.0 ° 117.3 22,1 - o

Fxpenditures of the Lo . . . .
Federal Government - . 97.8 ~ 116.4 . 122.8  128,3  133.7 -

Total exPenditure“of‘n

the Government sector o

in public works and T : o ' st
development . . .. 108.0 . 129.1.  117.6.  lakh .. -
Total revenue of e . o e Do

the Government sector  11h.3  116.5 121.3 145k - -
Revenue of the o B S ‘ L
Federal -Government: - 119.6 119.7% 122.9  A5h.7 < 16h,7

L

e
f e

[ L

Source: Indices of wholesale prices of 210 articles (Bank of Mexico).
The 1949 figures are preliminary; the 1950 figures are based
on estimates.

/The Mexican
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The Mexican Government's direct external debt obligations have been
met regularly in recent years 1n accordance w1th %he 19&2 agreement which
fixed the principal at a total’ cf $230 6 millions. The.l9h8edevaluat10n
increased 1ts value in pesos to $320.1 millions, and in 1949, with the inclusion
of the railway debt guaranteed by the State and subject tc payment in
accordencd With the 1946” agreement, the total external debt was $809.3 millions.
Prior to 1948 only payments of {nterest had been effected, but im: that year and
in l9h9 emortisation: paymenxs of $5 0 and $7. 1 millions respectlvely were made.

Through the Nacional Financiera, the Government has_ received long
and medium term external credits from the Export-Import Bank, the International
Bank: for Reconstruction end Development end other foreign agencies The net
increase of these dehts (sums received less amort1sation) was US $31 2 milllon
in 1946, US $15.5 million in 19h7, Us $8.9 million in 1948, US $17.3 million
in 1949 end US $12.5 million in 1950, In addition a nev line of. credit of
150 million dollare was obtained in 1950 Moet ‘of these credits do not pass
through the Federal Budget, Put‘are granted to decentralised agencies or
private organisations;throagh the Nmcional Flpanciera. They are however
contingent obligations of the government. -

In 1949 a special operation wss carried out which had no monetary
effects but which substentially modified the total of the internel debt. The
Government tock over the unpaid balances meintained in the Bank of Mexico as a .
result of redliscounting in previous years by official agriculthral cfeditf ‘
institutions. The Covernment gave the. Bank of Mexico for thn Tavelopmont: of
Agricultural Production Bonds tO/'amount of $536. millions, and increased by an
equivalent amount the capital of the banks concerned. There were otHer

non~-monetary debt issues amounting to $97.9'hillions.

Revenue and taxation policy

The net revenue of the Federal Govermment, state and municipel organs,
and the Federal District increased from $2,267.7 to $3,590.2 millions between
1946 and 1949; this represents from 11.7 per cent to 14.0 per cent of the
national income end the State's tax capacity is therefore still low (Table L).
According to the price indices, its real value varied from 100 in 1945 to 145.4

in 1949 (Table 3). Taking into asccount only Federal Government revenue, fhe ‘
real increase was from 100 in 1945 to 154.7 in 1949 and 164.7 in 1950, fromwhich

it can be deduced that there is an increasing tendency for the Mexican fiscal".
system to share in rises in prices and the national incoms. This can be A

regarded as one of the reascns for the budget surpluses in 1949 and 1950.
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‘TABIE h ~ Mexico . | ‘
' ?ublic Revenue and National Incoma
. R 196 19u7 R 1:Y: 1949
1. TOTAL NET REVENUE B Q {in millions of peeos) . ,
ormmmmwmmm - o -
Fedsral Governmemt © 1,7&0.1 1,8&&.9 ~ 2,031.6 2,800,0 p/
‘ Federal District 1741 179.9 . 226.8 257, 5
States end Territories -  267.8 323.4 360k 100.0 R/
Municipalit1es SRS 85,4 S 99.37  114.8 « 132 7
2. NATTONAL TNCOME (1a thousends of millions of pesos)’
Y . U - 20,9 - 22,8 25.6
' ‘ - {per ‘cent) ' o
3. 1/2 ' B - 11.8 1.7 12.0 1k.0

Source: Directorate of Financial Studies, Secretariat of. Finance and *
Public Credit., . These figures are taken from a new statistical .

»gaqglysia,anﬂ'aga-npt comparable with other date published hitherto,

v/ Preliminary figures
a/ Data of the Benk of Mexico Department of Fconomic Studies

IR B _‘v . ' /The Fedérgl
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The Federal Government'sfméih ﬁdﬁrges§b§it§xation have been income
texes, taxes on foreigm trade, on metel mining production and other natural
resources,’on commarcial sales, and on 1nduatry and- treneport. The shares
contributed by these different sources to total revenue have varied as shown in
Teble 4, Incoms tax &1elded 7 per cent of the net revenue In 1939 and over 20
per cent-inql9h6 to. 19%0. Taxes on foreign trade declined in 1mportance, ee did
taxes on industry and transport; taxes derived from.commercial gales on the e
other hand acccunted for a higher proportion of totai fiscal resources.

Federal revenue could also be clessed under the heads of direct énd'
Indirect taxation, and other sources of revenue. . The same trend to incéeased ‘
reliance on taxes on the community'e income: rather than on taxes on expenditure
is shown, (Table 6).

The improvement in ‘the results of the budget in 19&9 and 1950 is
largely to be attributed to tax reforms end to 1mproved tax administration, |
a8 well as to a bgtter understanding between the state and the taxpayer.

The main tax reforms effected during the period 1946-1950 were as
followa: , : ‘ ‘
a) Commercial incoms The Third National Fiscal Convention wes convened in

1947 to improve the co-ordination of the federal and local tax systems with the
object of inereasing the fiscal resources of the Federation and of the States.
One of the recommendations wés that the Federstion should repiace the

traditional system of stamp taxes and sales texes by a general sales tax tob

be known as the tax on commercial income and that the States should diecontinue
local taxes on trade (generally on fixed bases) and enter into en agreement with
the Federation accepting the Federal tax on commercial incoms, of which they would
receive a share. The recommendations were put into effect in 1948, with a

tax on gross sales of 1.8 per cent for the Federation and 1.5 per cent for the
units of the Federation ‘(later reduced to 1.2 per cent). Sales of essential
articles were exempt From‘the tax, a¢ were first-hend ssles and various activities
subject to other special taxés. = At the same time a mechanised system of tax
collection, which was simpler for the taxpayer, was established. Tﬂe Federél
District and three States had accepted co-ordination by the end of 1950, with the
congequent lmprovement of revenue, and one state set up the same system
independently with the seme results. The yi6ld of the tax on commercial income

to the Federation was $180.1 million in 1948, $247.9 in 1949 and an estimated
$316.0 million in 1950 (compared with equivalent taxes of $173.0 millions in

10L7) . The vield ia now svproximatelv 1 ver cent of the national income,
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TABﬁE 5 Mexico R A
;abrincipal oources of Income of the dearal Govarnment
L o In millic ne of eSOS) ‘ : ?
Totel net’ 1939("“%JL MU o . agky 1950
revenus © . . - 578.6 L 7&0 11,849 2,031, 6 2 800.0 p/ 3,300.0 ~/
" Incéme ‘

texes - . - . *a;,grf  371 " ia h79 3 _“f%S}QQ B 386.06 o 755.0 T
Texes cn foreign 8 N S

trade 188.9 320k '356:2 T kell5 " t803:8 % B7H.O

" Taxes on mining e T S T
and “othe¥ natural ' - - : R . D o
resources . . k2,0 88.7 137.9 162.8J1 151.0°  320.0
Sales taxes 43.5 esh .2 9.95. 0 281.1 29%.5) S
Taxes on industry . .~ . . . . o ; ’ ';
end transport 125.3 200 9  1k6.3 - - 151.3 “256.7)' i

o | (Percentaﬂes) s

Total net

income  300,0 1000 . 100,0  100.0  100,0 100.0
Tneoms T T T T T
texes g 1 3" 96,0 22.2° 7 20,9 - 22.9
Taxes on foreign B » : , a
trade . 3209 18, h - 19.3 20.7 28.7 26.5
Taxes on mining o ; L
snd other natural C ’ : o o
resources’ 7.3 5.1 - 1.5 ~ 8,0 5.4 9.7 .
Sales taxes 8.6 16,3 .., 16,0 13.8 . 10.4)

- Taxes on’ industry - U UV o )

and transport . 21.8 1.6 1.9 7.4 9,2)
Other revenue 22,2  271.3 | '23.3 27.9 .”'“25.h). 4.9

Source: Directorate of Financial Stuiles, Secretariat of Finance ‘and -
- ' Publlc Credit "The " fiéﬁfes are taken from a new statistical
, anﬂlyszs and are not comparable with other data pabllshed hitherto.
g/ Preliminary figures | ‘ . e D
;/ Estimated figures ‘ R S o
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TABLE 6 - Mexivo -

" Direct and Indirect Taxes of ﬁhé‘FederalﬂGovpfnmégﬁ

1939

1946 - 1947 . 1948 1949 1950
“ (11 millions of pesos) ‘
Total met - - = ‘ o : L, e o
revenue 574.6 1,740.1 1,84k.9  2,031.6 2,800.0 p/ 3,300.0 3/ .
Direct taxes : . .49.9  37k.2 k92,5  U469.9 S T65.0 ‘
Indirect. taxes: 413.1  926.6  968.6 1, 72.2 . 2,002.0
Other revenue 111.6  449.3  383.8  489.5 533.0
- (Percentages)
Total net S R |
revenue - 100,0  100.0 - 100,0 ~ .100.9¢  100,0 .  100.0
Direct taxes - 8.7 21, 2.7 . 23, . . . 23,2
Indirect texes 71.9 . @ 52.7 52.% . - 52.8 . . . . 60.7

Other revenue 19.4

25.8~L 20.8 s 2’-},1 . ‘. . l6ul I

Source: Directorate of :Financial Studies, Secretsriat of Finance and

Public Credit.

- The, fizures are taken from a new statistical

-analysis and are not comparabls with other data published hitherto.

p/ Preliminary-figures
e/ Estimated figures

/v) Surtax
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Lot

b) Surtax of 15 per cent ad valorem'éﬁ éiborté ‘As a result of the devaluation

of the peso in 1948, the Federal Government, following the precedent of the
12 per cent tax on appraised value, established after the 1938 devaluation,
establishéd an additional 15 per cent tax on exports intended to abeord
50 per cent of the exchange profit between tha previous exchange rate of
.85 to the dollar and the ,rate of approximately 6.90 to the dollar prevailing
in the free market during the early months of devalustion. The tax 1s based
on the official export values pudblished regularly in the official gazette,
partial exemption being granted in cases where costs are shown to have risen.
Later, when the rate fell again and was officially stabillsed at 8.65 to the
dollar, the tax absorbed only 34.1 per cent of the exchange profit,  This iax,
besides helping to insulate internal from external pricesy during the periocd of
ad justment to devaluetion, and in fact delaying the adjustment, has provided a
very important gource of revenue Wthh perhaps more than any other, made if
possible to balance the 1949 and 1950 buégeta and to meet the increaeed
expenditures resulting from the fall of the peso. The yield of the 15 per .
cent ad valorem surtax in l9h9 the flrat complete year in which it was apvlied,
wags $367.5 million and in 1950 $390.0 millions, 1.e. 13.6 and 11.8 per cent
respectively of the total ordinery revenue of the Federation. o o
One special feature of the tax is worth noting. It has to some
extent taken the place of a tax on income, since an income tax would also
theoretically have absorbed the sudden profits occasioned by devaluation
although it would have acted more slowly than the surtax, and its éoverage‘
would have been lems since 1t would have been limited t0 purely internal
activities,

¢} FExcess Profits Tax In 194G, the income tax wos revised in order to

introduce a counterpart of the 15 per cent surcharge on exports -- which had no
direct incidence on profits derived from internal industriel, commercial and
agriculturel operetions -- in the form of 2 tax on excess profits which were
deemed to be profits in excess of 15 per cent of the texpayer's working
capital, The tax was levied on & sliding scale ranging from 13 per cent on
profits over 15 per cent but under 20 per cent of working capital to 25 per cent
on profits exceeding 50 per cent of working capital. Besides encouraging

/companies
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companies to re-invest profite the tax has éeveloped into an important source
of revenue for the Treasury. In 1949, the first year it was in force, it
yielded $43.7 millions (as against $695. millions from ordinary income taxes.)

d) Other taxes During the period 1946-1950 no changes were made in the rates
or methods of collection of the other taxes of sufficient importance to have
any apprecliable effect on total federal revenue. In 19h9, a new téx was
introduced of 10 per cent on the first-hand sales of cars zssembled In Moxico,
and of 4 per cent on first-hand sales of freight vehicles assembled in Mexico;
the tax ylelded $14.7 millions in 1949 and $20.0 millions in 1950, as a result
of the increased output of the assembly plants and the rise in the prices of
vehicles. In 1950 postal rates were raised in order to eliminate the loss
which was being incurred by the postsl service, Mentlon should also be made
of a gradual improvement in the methods of tox collecticn,

Conclusion

During the last four yesrs, the Mexlcan Treasury has undoubtedly
strengthened its position as an instrument for directing a part of the natlonal
income into government works. It may nevertheless be true to say that 1t has
not achieved sufficient taxable capacity to meet the heavy cost of development
and public works required for the economlc development of the country, while at
the same time maintaining and improving the salary levels of public employees,
and expanding admiristrative services. The balanced budgets of 194G and 1950
achieved partly by tax reforms and partly by more strictly controlled execution
of the budget were perhaps the chief intermal factor in ending the balance of
payments dlisequilibrium of former years, and preventing the development of new
inflationary pressures as a result of theldevaluation of the peso. Nevertheless,
Mexico's tax aystem is not yet sufficiently flexihle to be used as an
instrument of general economic policy or to ebsorb rapidly any inflationary
price increases which might occur. The decided improvemeht in public
finences in the last two years geems, however, to indicate a sound trend which
will make it possible to co-ordinate the requirements of economic development and

fiscal and budgetary policy.





