
Financial
Development and

Competition in 
Mexico



Financial Develpment and Growth
Empirical research has supports a simple 

and clear conclusions:
Financial development causes economic

growth
Financial development causes growth

through its effect on productivity and
innovation

Financial backwardness constrains growth



Banks or Stock Markets ?
Answer: both
Common law countries have a more 

favorable environment to stock market
development than civil-law countries ?:

Civil law countries can adapt their practices
Financial development depends on politics ?
Yes. Political democratization will eliminate
crony capitalism



Competition or Financial Stability ?
Both, there is no dilemma
Coordination between competition authorities and

regulators is indispensable but have to agree on
the merits of competition

Financial competition induces competition in non 
financial markets

Financial market imperfections restrain growth and
induce concentration in non financial markets



How to achieve competition
Reduce barriers as much as possible and

level the playing field
Competition through more bank entry is not

enough. It might have anticompetitive
consequences

Expansion of stock markets is indispensable 
to achieve competition in banking



The Case of Mexico
Both the banking sector and the stock 
market are small
Bank credit to consumers is larger than
credit to business
The banking market is highly concentrated
Retail banking is expensive and lacks
transparency
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Depósitos Bancarios en Varios Países



Stock Market Capitalization in
Various Countries

Market Value / PIB x 100
(2001)
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Mexico: Total de Activos de la Banca Comercial 
y Valor de Capitalización del Mercado Bursátil
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México: Número de Acciones Listadas en 
la Bolsa de Valores
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Mexico: Crédito de la Banca Comercial / 
GDP
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Participaciones en los Activos Totales de 
la Banca Comercial

Mexico, diciembre de 2006
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Utilidad después de Impuestos/Capital

0.0

5.0

10.0

15.0

20.0

25.0

Brasil
Perú

Méx
ico

Corea d
el S

ur
Reino Unido

Chile
Canad

á
Esta

do
s Unidos

Ja
pó

n
Esp

añ
a

Austra
lia

Alem
an

ia

Utilidad/Capital



TheThe Case Case ofof MexicoMexico (2)(2)

TheThe stock stock marketmarket has has increasedincreased in in sizesize as as 
thethe numbernumber ofof sharesshares listedlisted has has decreaseddecreased
VeryVery fewfew participantsparticipants a a highhigh proportionproportion ofof
sharesshares are are listedlisted by by largelarge corporationscorporations andand
theirtheir subsidiariessubsidiaries
MostMost ofof thethe sharesshares listedlisted do do notnot havehave
votingvoting rightsrights oror votingvoting rightsrights are are diluteddiluted



ThereThere isis SomeSome ProgressProgress
TheThe newnew lawlaw forfor thethe securitiessecurities marketmarket goesgoes in in thethe rightright

directiondirection::

ItIt isis guidedguided by by thethe principleprinciple ofof ““oneone shareshare oneone votevote””

ItIt isis base base onon thethe principleprinciple thatthat transparencytransparency andand
informationinformation willwill allowallow investorsinvestors toto determine determine thethe meritsmerits ofof
sharesshares

ItIt providesprovides forfor thethe creationcreation ofof newnew incorporatedincorporated firmsfirms toto
enterenter thethe marketmarket andand increaseincrease activityactivity



SummarySummary

MakeMake more more effortsefforts toto expandexpand thethe stock stock marketmarket
ItIt willwill induce induce competitioncompetition in in bankingbanking
ItIt willwill breakbreak thethe barriersbarriers createdcreated by by largelarge familyfamily
corporationscorporations

CoordinateCoordinate competitioncompetition authorityauthority andand regulatorsregulators
underunder thethe premisepremise thatthat competitioncompetition isis goodgood forfor
growthgrowth
Do legal Do legal researchresearch toto designdesign lawslaws adaptedadapted toto thethe
needsneeds ofof financialfinancial marketsmarkets



SummarySummary 22

CarryCarry out legal out legal researchresearch toto designdesign lawslaws
adaptedadapted toto thethe needsneeds ofof financialfinancial marketsmarkets

ConvinceConvince CongressCongress thatthat barriersbarriers toto financefinance
are are oneone importantimportant cause cause ofof stagnationstagnation

ProvideProvide technicaltechnical andand legal legal supportsupport toto lawlaw
makingmaking in in thethe financialfinancial sectorsector



““BetterBetter toto havehave loanedloaned andand
lostlost

thanthan nevernever toto havehave loanedloaned atat
allall””


