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Gradual opening of the Mexican banking system to foreign investment

· First foreign bank in Mexico was Citibank
· After 1994, foreign banks were allowed because of the financial crisis in 1994.
· January 1st, 1994 – NAFTA is enforced
· Established rules for the participation of partner countries banks in Mexico
October 2, 1968, Mexico was going to hold the Olympic games, but the college students began to protest about tuition rates and money for books, there was a rumor that the college students were backed by communist influence, so the Mexican government used military force stop the movement.  This was the beginning and the end of the violent Mexican government reaction to protests.  

In 1994, the Zapatistas revolted, but the Mexican government could have brought military action against the Zapatistas, but they didn’t.  Mexican government did not fire one shot or use force against the Zapatistas.  This is a significant change from 1968.  Mexican government opted to enter into negotiations.

In the same year, in March, the presidential candidate of the PRI, Colosi was assassinated.  Earlier in the year, Greenspan raised interest rates and it affected the capital outflow of the country.   The Mexican reserve had only 6 billion, but it had to pay 40 billion in loans in the next 6 months.  So the Mexican government decided to devalue the currency by 15% but this was not enough.  There was speculation that the increase would not be sufficient so the next day, the Mexican government had no choice but to float the currency.  Floating the currency helped the Mexican government in the long run because the central bank didn’t need to back the currency everytime there was a shock economically.  

Mexican governmental balance sheet looked like a “tilted balance sheet”

It did not have equity to act as a buffer to offset the loans portfolio.  Therefore a decrease in assets let to a higher increase in liabilities.  So to make the balance sheet level, the government had to step in and inject capital into the system—approximately 90 bn dollars.  

Mergers of Mexican banking

Citibank & Confia (  Citibank  


Citibank & XX (  Banamex

Bital & Atlantic (  Bital 


Bital & HSBC (   HSBC

Bancomer & Promex & Union  (  Bancomer
Probursa & Oriente & Cremi  (  BBV


Bancomer & BBV (  BBV Bancomer

Banks have been unable to provide loans to the economy because they were under-capitalized.  They could not recover quickly because the judicial system and the laws prevented them to recover from the sheer number of bankruptcies.  The newly formed banks are still lending based on conservative meausures.  There is opportunity for the banks to lend by more.

There is an increase of non-banking loans such as equity financed non-banking organizations solely created to give mortgage loans to customers.  

BBV Bancomer (Spanish bank) & Banamex (Citigroup) account for over 50% of total banking assets in Mexico.   Despite not having national banks, Mexico still has good quality banks.  This is probably more important in the long run for Mexico.  
Herfindahl index – measures the concentration of an industry 

· From 1994 to 1996, there was a large reduction in concentration

· From 1997 onwards, there was increase in mergers and acquisitions which led to the increase in concentration

· Of the 8 largest banks, they account for almost 95% of the total loan portfolio market

Financial margains as a proportion of financial income in the Mexican banking industry has gradually come back since the 1994 crisis.   (From a high of 38% in 1994, low of 15% in 1996, and an increase to 30% in 2002)

Non-financial income has gradually increased.  Banks are relying less and less on financial margins for profits, therefore, banking fees have increased.  The concentration of the banking industry has propelled and facilitated this trend.

Structural changes has helped with these increasing favorable trends.  Opening to foreign trade in the 80s with the rest of the world and also NAFTA has also helped increase competition.  

There needs to be more reform though.   Fiscal reform is still needed.   Government income is still dependent on oil revenues.  30% of government expenditures is financed by oil revenues.  Energy reform may be needed to reduce government’s dependence on oil revenues.

There is an opportunity to build Mexico into a large international financial center.  The big global banks are here to serve the Mexican government, bring in capital.
