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Mexico’s Banking System 
Driving Force or Brake 

On Economic Development?
Enrique Pino Hidalgo*
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O
ver the last ten years Mex ico’s
financial system has under-
gone a series of modernizing

changes that have transformed its struc -
ture, mode of operating, form of own-
ership, instruments for attracting sav-
ings and investment, source of profits,
etc. These changes have been guided
by the principles of economic liberal-
ism: opening the sector to foreign in -
vestment and deregulating financial
activities to let it be ruled by market
forces. The basic premise was that this
deregulation and opening would stim-
ulate technological modernization and
the diversification of financial instru-
ments.

At the time, the authorities dissem -
inated the image of a new Mexican
banking system that would appropri-
ately fulfill the functions of encourag-
ing domestic savings and channeling
credit to companies with truly com-
petitive costs using flexible criteria to
make financing accessible. In short, the
modernization of the banking system
would ensure the flow of sufficient
re sources to back up the growth of the
country’s industry and commerce.1 As
we shall see, things progressed along a
different road from the one promised.

THE LIMITS OF

ECONOMIC LIBERALISM

The financial reform, which included
stock market institutions, was not a
spontaneous initiative of the Mexican
government. The international context
marked by economic globalization and
the constant pressure of multilateral

financial institutions and the U.S. gov -
ernment played a decisive role. In the
negotiation of the Brady Plan in 1989
that dealt with Mexico’s foreign debt, a
demand was made that was never for-
mally admitted, but that was ap plied
de facto by the Mexican government:
the opening of the financial sector to
foreign investment. This com mitment
was concretized in three emblematic
measures:

• the elimination of governmental con -
trols on the savings rate, the suppres -
sion of credit segments (previously,
there had been percentage require-
ments by category of loan) and the
mandatory cash reserve;

• very flexible regulation of foreign in -
vestment; and 

• the opening of Mexico’s stock mar-
ket to foreign investment.

The reform, oriented by market
me ch anisms, began in 1988 and had as
its crosscutting axis the privatization
of banking institutions, nationalized
in the early 1980s by President José
López Portillo, and the gradual open-
ing of the financial sector to external
competition in accordance with the com -
mitments ratified in the North Amer -
ican Free Trade Agreement (NAFTA).2

In two decades of changes, the Mex -
ican banking system has gone through
traumatic episodes that include its na -
tionalization, its reprivatization, the

1994-1995 banking crisis and the gov -
ernment bail-out of bankrupt banks.
The cost of this operation is estimated
at over U.S.$75 billion in promissory
notes. The interest on this debt weighs
heavily on the public pocketbook with
negative effects on the yearly budgets
for education, health and government
investment. A little history would be
useful at this point (see table 1).

THE STATE BAIL-OUT

OF PRIVATE BANKS

The Savings Protection Bank Fund
(Fobaproa) was founded in 1990 and
was supposed to be funded by contri-
butions from the banks. This did not
happen, however, because the banks
were already de-capitalized. After an
unprecedented surge in bank credit

and the stock market in the beginning
of the 1990s, the banks and financial
institutions went into crisis in 1994
and 1995. In only two years, the crisis
sparked a more than 100 percent surge
in interest rates and the hyper-deval-
uation of the peso, both of which wors -
ened the problem of the banks’ bad
loan portfolio.3

Given the banking crisis and the
euphoria of anti-state liberal econom-
ic policies, the government did not
hesitate at all to launch a plan to save
the bankrupt private banks. Fobaproa
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immediately began to take action to
financially shore up banking interme-
diaries with state tax monies. In 1998,
Fobaproa was replaced by the Bank
Savings Protection Institute (IPAB),
which reaffirmed the federal govern-
ment’s substantive functions and fi -
nan cial com mitments to Mexico’s new
bankers.

At the end of that year, with the
ap proval of the conservative National
Action Party (PAN) and the Insti tu tio n -
al Revolutionary Party (PRI), then in
office, Congress fully recognized the
Fobaproa’s financial obligations. This
increased domestic public debt since

the promissory notes, originally docu-
mented as “contingency liabilities” (a
governmental guarantee in the event
that the banks did not cover their com -
mitments to depositors and investors)
were validated as “direct debt.” As a
result, these instruments were legalized
as an unavoidable government obliga-
tion for more than U.S.$75 billion.

This was a drastic budgetary change
because “contingency liabilities” do not
earn interest, while direct debt does.
Therefore, the banks’ private debt was
transformed into public debt. As a re -
sult, the federal government’s total pu b -
lic debt increased from 31.4 percent

to 43.3 percent of the gross domestic
product. The tax burden re sulting from
these government obligations incurred
by the bank bail-out continues to in -
crease and has be come a serious bud-
getary and political pro blem for Mex -
ican society.4 Between May 1999 and
December 2001, the IPAB’s debt has
in creased from U.S.$69.4 billion to
U.S.$78 billion, while its net assets
dropped from U.S.$12.1 billion to
U.S.$7.5 billion. 

LOSS OF NATIONAL CONTROL OVER

THE COUNTRY’S PAYMENT SYSTEM

Mexico’s old banking system has prac -
tically come completely under the con -
trol of large financial groups from Spain,
the United States, Ca nada and Great
Britain, which today manage almost
90 percent of its total assets through
Bilbao Vizcaya, San tander, Citibank,
Nova Scotia and Hong Kong Shan ghai
Bank (HSBC). The HSBC recently bought
Banco Bital, which was the third largest
credit institution in the country. There
are a few surviving regional banks still
controlled by Mexican investors: Ba -
nor te, Afirme and Inbursa have a mar-
ket share of about 10 percent, but only
with great difficulty will they be able
to resist the weight of the oligopolistic
competition in a market defined by the
country’s three main banks. Today,
Mexico’s two largest financial groups,
BBVA-Bancomer and Citibank-Bana mex,
dominate 50 percent of the banking
market.

It is significant in terms of the limits
of the banking reform that the pres-
ence of “new competitors” in the na -
tional financial market did not make
for an improvement in the credit supply
for production in the Mexican econo-

TABLE 1
FISCAL COST OF FINANCIAL BAIL-OUT PROGRAMS

MEXICO, 1997

PROGRAMS BILLIONS OF DOLLARS PERCENTAGE OF 1997 GDP

UDIs 2.85 0.9

Housing Program 3.92 1.2

FINAPE 1.58 0.5

FOPYME 0.78 0.2

ADE 0.50 0.2

Fobaproa 18.73 5.9

Capitalization Plans 7.74 2.4

Highway Construction 
Loans 1.88 0.6

TOTAL 37.98 11.9

NOTE: At an exchange rate of 10 pesos per dollar.

Key
UDIs: Investment Units Indexed to the Inflation Rate.
FINAPE: Financing for the Agricultural and Fishing Sector.
FOPYME: Financial Support for Micro-, Small and Medium-Sized Companies.
ADE: Bank Debtors’ Support Program.
Fobaproa: Savings Protection Bank Fund.

Source: Secretaría de Hacienda y Crédito Público, Criterios Generales de Política
Eco nómica (México City: Secretaría de Hacienda y Crédito Público, 1998).
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my. Bank financing is excessively ex -
pensive and scarce: on an average, in -
terest on loans is higher than 20 per-
cent, while interest on savings is even
lower than the inflation rate, which in
2002 will supposedly be under 5 per-
cent. In Mexico, small and medium-
sized depositors are losing with nega-
tive real interest rates.

The banking system does not en -
courage savings and, in fact, bank fi -
nancing for industry, commerce and
the service sector has disappeared.
From 1993 to 1994, Mexico’s banking
system provided 32 percent of the
money invested in the productive sec-
tor, while in 2001, this figure was bare-
ly 6.5 percent. Currently, only one-
fifth of established companies use
bank credit,5 and only 20 percent of
the population has access to banking
services. Today, the contribution of
private banks to investment and growth
is practically nil. More than a driving
force behind development, the bank-
ing system has turned into a brake on
overcoming the economic recession
the Mexican economy has been expe-
riencing since 2001. 

RECESSION AND NET PROFITS

IN MULTINATIONAL BANKS

It is a macroeconomic paradox that in
the midst of a recession and despite
its negligible contribution to financ-
ing production, in 2001 the multina-
tional commercial banking system made
spectacular profits of over U.S.$1.1
billion. For example, the Bilbao Viz ca -
ya Argentaria-Bancomer financial
group reported net accumulated prof-
it of U.S.$691 million, an increase of
245 percent over 2000. IPAB’s debt in
promissory notes to this financial group

comes to U.S.$12.6 billion (the equi -
v alent of 22 percent of the bank’s
assets). For its part, the Grupo Fi nan -
ciero San tander-Serfin made U.S.$522.7
million in net profits, a 133 percent
increase with regard to 2000. San tan -
der bought Bital bank and IPAB’s debt to
San tander is U.S.$6.8 billion, rough-
ly 40 percent of the financial group’s
assets.6

Just to confirm the profitability of
the multinational banks, we should con -
 sider that in the first quarter of 2002,
what was the Banco Nacional de Mé -
x ico (Banamex), bought by Citibank,
had profits of U.S.$280 million.

At the center of the multinational
banking system’s profits are specula-
tion with the resources of third par-
ties, the depositors, and the interest
on the IPAB promissory notes from the
government bail-out. 

The three aforementioned finan-
cial groups benefited from the interest
on the IPAB notes from the government
bank bail-out, which came to more
than U.S.$75 billion. The internatio n -
al banking system has reinforced the
oligopolistic trend. This means that
the market is controlled by few finan-
cial groups and is the key to ex plain -
ing the wide gap between the interest

TABLE 2
SAVINGS DEPOSITS IN MEXICAN BANKS (2001)

DEPOSITS IN SAVINGS PERCENTAGE CUMULATIVE

ACCOUNTS, IN U.S. OF TOTAL PERCENTAGE

DOLLARS ACCOUNTS OF ACCOUNTS

$100 or less    51.70 51.70   

$100 to $500    17.35 69.05  

$500 to $1,000  9.36 78.41  

$1,000  to $5,000 14.20 92.61  

$5,000  to  $10,000 3.70 96.31  

$10,000 to $25,000 2.14 98.45  

$25,000 to more than $100,000 1.53 100.00  

NOTE: At an exchange rate of 10 pesos per dollar.

Source: Comisión Nacional Bancaria y de Valores y Banco de México, July 2002.

Mexico’s old banking system has practically 
come under the control of large financial groups from Spain, 

the U. S., Ca nada and Great Britain, which today 
manage almost 90 percent of its total assets.
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rates paid to depositors (on the aver-
age, lower than the inflation rate) and
the rates applied to loans, which are
three to four times greater. None of this
takes into account the government
tax breaks given through the “Tax Pay -
mentDeferment” program that is equi -
valent to a virtual exemption for the
bank ing system to the tune of almost
U.S.$4.5 billion. 

After the 1994-1995 financial crisis
and the virtual technical bankruptcy
of most of the re-privatized banks and
the development banking system ma n -
aged by the federal government, the
idea that modernization and normal-
ization of the sector re quired the pre  s -
ence of foreign banks to “bring in
fresh resources to help recapitalize Mex -
 ico’s fragile banking system” came into
vogue. 

With that began a wave of merg ers
and acquisitions of local banks by
large financial consortia with world-
wide presence, the results of which I
have attempted to point out. How ever,
the supposed contribution of fresh
resources has been neither substan-
tial nor evident if we consider that of
all the bank assets controlled today by
foreign in vestors, 22 percent is held
in the promissory notes emitted by the
old Savings Protection Bank Fund
(today called the Bank Savings Pro -
tection Institute) as part of the bank
bail-out.

Under these circumstances, every-
thing seems to indicate that the inter-
national banks’ real interest in invest-
ing in Mexico is not to play the role of
financial intermediary and promoting
bank credit in the Mexican market,
but rather to get at the juicy yields
generated by the promissory notes for
bank recapitalization operations car-
ried out by the federal government.

Finally, some preliminary observa-
tions should be formulated about the
current performance and structure of
the banking system. In the first place,
it should be pointed out that in a ma c -
ro economic environment of price and
exchange-rate stability, loan rates have
in effect gone down. 

However, they continue to be in
the two digits, which does not stimu-
late investment in production, at the
same time that interest rates on de -
posits are insignificant, thus not stim-
ulating increased domestic savings.
Passive interest rates urgen tly need to
be reset to create in centives for po ten -
tial savers to increase the mass of money
in the banking system and, as a con-
sequence, open up the possibility for
bolstering the amount of credit avail -
able, the banking system’s most im -
portant social function.

In the second place, in the context
of a recession with low growth rates
for both output and investment, more
decided government action in favor of
financing investment in production is
needed through development bank and
social banking credit (the latter for
micro-financing of micro-, small and
medium-sized companies). 

Also needed is a search for new re -
sources that can come out of a rene-
gotiation of the terms of the financial
bail-out that would free up funds that
are now earmarked for a banking sys-
tem currently dedicated to specula-
tion. Lastly, the loss of national control
of the country’s system of payments,
today in the hands of multinational
commercial banks, carries with it unde -
 niable risks, such as less room for de ter -
mining monetary and credit policies.

From the point of view of financ-
ing production, it can be said that the
neoliberal financial reform has failed

to the extent that the banking system
is not fulfilling its function as an in -
termediary and reducing the cost of
money for encouraging investment.
In this sense, Mexico’s banking system
does not justify the tax and social bur-
den that ensuring its financial health
has meant.
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