MEXICO'S ECONOMIC PROBLEMS.

By

LUDWIG VON MISES

June 1943

TABLE OF CONTENTS
INTRODUCTORY REMARKS

4

1. International Conditions and Domestic Policies

4

2. Natural Conditions

5

3. Mexico and the War

6

4. Economic Freedom

7

I. AGRICULTURAL CONDITIONS

10

II. THE PROCESSING INDUSTRIES

15

1. The Two Ways Toward Industrialization

15

2. The Closed Door Method of Industrialization

17

3. The Open Door Method of Industrialization

20

4. The Transition from the Closed Door Policy to the Open Door Policy

22

5. The Political Consequences of the Open Door Policy

25

III. THE EXTRACTIVE INDUSTRIES

26

1. Mining

26

2. Oil

28

IV. SMALL BUSINESS AND DISTRIBUTION

29

V. TOURISM

31

VI. TRANSPORTATION

31

1. The National Railways

31

2. Roads

35

2

VII. PUBLIC UTILITIES

35

VIII. LABOR PROBLEMS

36

1. Trade Unions and Wage Rates

36

2. Social Security and Kindred Measures

41

IX. CURRENCY AND BANKING

44

1. Currency

44

2. Commercial Banking .

47

3. Foreign Capital

49

X. FISCAL PROBLEMS

51

1. Government Spending

51

2. Taxation.

52

XI. EDUCATION

53

CONCLUSIONS

55

3

the improvement of technical methods of production and of the productivity of labor.

2.

Natural Conditions
There was a time when people exaggerated in a rather fantastic way the natural wealth of

Mexico and the chances of its future prosperity. Today this unfounded optimism has given way to
a no less groundless pessimism. Mexico borders on one of the world's industrially most advanced
and richest countries, the United States of America. If one compares the economic conditions of
these two countries, the result is rather unfavorable for Mexico. But it is different if Mexican
affairs are viewed with regard to other countries, for instance, the other Latin American countries
or the countries of Southern and Eastern Europe. Mexico is still on the eve of the "industrial
revolution," and it is a mistake to apply to Mexican problems the standards of the predominantly
industrial countries.
It would be useless to deny that Mexico, as far as its economic conditions are concerned, is

a backward country. But history has demonstrated that it is possible to overcome economic
backwardness in a short time. Germany was, when compared with Great Britain, a backward
country about 1830. Some fifty years later, German industry was paramount on the European
continent and in a position to compete very successfully on the world market. Mexico's industrial
future is not hopeless, provided that the country adopts an adequate policy.
The geographic situation of Mexico is propitious. It lies in the center of the American
continent, it has access both to the Atlantic and to the Pacific ocean, it is midway between Europe
and West Africa on the one hand and Australia and East Asia on the other.
Climatic and geological conditions are less favorable. In the greater part of the country, the
soil is dry and barren.
A nation's main asset is the character and the gifts of its citizens. It is a common error,
especially of many entrepreneurs, to deny to the populations of not yet industrialized countries the
ability to work in modem plants. Experience has proved that these judgments were unfounded. It
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is beyond doubt that the Mexicans are endowed with the spirit of workmanship. The achievements
of the autochtonous craftsmen and artisans meet with the admiration of all experts. The workers in
the already existing industrial plants and in the mines are not less efficient than those of other
countries. It is true that the agricultural technique of the peons is rather poor. But one should not
forget that these people had to fight against many odds. We may wonder whether other races or
nations would have succeeded better on the rocky soil which they have to till.
It has been said that the Mexicans do not have the capacities required by modem

entrepreneurs. It is a fact that many important plants and shops are operated by foreigners. But
economic history has shown that, with the exception of Great Britain, all countries owe their early
industrial development primarily to foreigners and immigrants. Present-day chauvinism wrongly
tends to belittle the role played by foreigners or the sons of foreigners in the evolution of all
modem nations.
It is a very fortunate condition that Mexico is not menaced by racial and linguistic struggles.

Antagonism between the various political parties are deplorable. But they are not worse than those
of all other countries.

3. Mexico and the War
The war brings about special economic conditions which are apt to confuse a cool
appreciation of the country's situation. The increase of government expenditure caused by the war
is for Mexico only slight when compared with the enormous increase in Great Britain and in the
United States. Mexican territory is perfectly safe from invasion; the losses of its commercial
shipping are happily not great. On the other hand, the war means good business for mining, for
various branches of agriculture, and for some other branches of Mexican export trade and offers
many Mexican workers the opportunity to find well paid jobs in the United States. For Mexico,
the war is on the whole economically more advantageous than disadvantageous. But these
conditions will not last. With the return of peace, the nation will have to face serious economic
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problems.
It is an illusion to believe - as Brazilian coffee planters, Argentinean cattle breeders and

North American farmers do- that Europe will be able after the war to buy large quantities of
American products. The impoverished peoples of Europe will lack the means to pay for those
commodities. It is very unlikely that conditions for. the marketing of wheat, meat, wool, cotton,
coffee, rubber, and oil will be satisfactory.
The second World War will change the world's economic conditions in a much more
radical way than the first World War did. All countries will after the war suffer from poverty and
lack of capital. Decades will be needed for the reconstruction of the shattered apparatus of
I

production. Great Britain and France and the other predominantly industrial countries of Europe
will hardly ever be restored to their previous level of1productive capacity, wealth, and competitive
power. Their foreign assets are gone, the equipment of their plants and farms is used up, their
markets are lost. Nobody can foresee how conditions will be.
I

4.

Economic Freedom
Modem industry is an achievement of private business. Not the governments, but the
1

entrepreneurs and the capitalists have transformed the world of handicraftsmen and artisans, of
horses, sailing ships and wind mills into the world of ~team power, electricity and big-scale
i

production for the satisfaction of the needs of the masses. If business had not succeeded in freeing
''

itself from the tutelage of governments and from the rc:rstrictions imposed by old statutes and
privileges, by the operation of guilds and by traditional prejudices and fallacies, the masses would
not be better off than two hundred years ago. Capitali$m has poured a hom of plenty over all strata
I

of the population. It is an accomplishment of capitalism that there are living today in the advanced
I

countries many more people than in the centuries preceping the "industrial revolution" and that
every single citizen enjoys a much higher standard of living than the well-to-do of earlier ages.
Popular doctrines have badly distorted these facts. The stereotyped description of
capitalism is as inappropriate as would be the description of a motorcar as an instrument for the
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killing of pedestrians. All the so-called mischiefs of capitalism are the outcome of policies
I

designed to check its operation and to interfere with the working of the market and the price system
for the alleged advantage of the poor. Economic depressions are the inextricable outcome of the
endeavors to enforce easy money policies by credit expansion and inflation; such policies result for
I

a short time in the creation of an artificial boom, but must later end in a slump and in depression.
Unemployment is the effect of the attempts of governments and trade unions to fix minimum wage
labor market.
rates at a higher level than that formed on the unhampered
I
It is not true that Russian experience has proved the feasibility of socialism. The Soviets

try in a rather unsatisfactory way to imitate what the capitalist nations have achieved in the field of
technical improvement, and they use for their economic calculations the prices fixed at the markets
of capitalist countries. Without the aid of these prices, their actions would be aimless and planless.
'

The Russians themselves have contributed nothing to technical progress. Russia's soil is much
'

better endowed by nature than that of any other natiop. It offers the most advantageous conditions
for the growing of all kin~s of cereals, fruits, seeds, and plants. Russia owns immense pastures
and almost inexhaustible forests. It has the richest resources for the production of gold, silver,
I

platinum, iron, copper,.nickel, manganese and all oth~r metals, and of oil. But for the despotism
of the Czars and for the deplorable inadequacy of the bommunist system, its population could long
since have enjoyed the highest standard of living. ButI the Russian masses are much poorer than
those of any other European and American country. c:>nly a few years ago, many millions were
I

literally starved to death in the Ukraine, Europe's most fertile area. It is a fable that the Soviet
regime has improved the lot of the Russian people. A comparison of the description of Russian
1

economic conditions by Marxian authors published thirty and forty years ago and the reports on
I

present-day Russian affairs rendered by the admirers of the Soviet methods unmasks the fallacies
I

of these legends.
If history and experience could teach us anythirlg in the field of social organization, then
'

they would teach that capitalism is a more efficient method of economic management than is
'

socialism. It is an illusion to assert that the Russian experience has refuted the economic theories
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concerning the impracticability of public ownership of the means of production.
'

The most characteristic feature of the economic policies of all nations has been for many
decades hostility toward capitalism. We do not have to deal with the disastrous consequences of
this alleged "progressivism." Neither are we concerned with the problem whether these policies
will not lead to a manifest failure in a not too distant future. We have only to emphasize that their
application by the poorer and economically not yet developed countries is suicidal.
What Mexico needs most is capital, either foreign or domestic. The repudiation of the
'

national debt and the expropriation of foreign investments deter the foreign capitalist. The methods
of taxation prevent the accumulation of domestic capital. The total abandonment of such acts is the
first requisite of the country's economic regeneration.
It is hopeless to build up a prosperous industry in a country which considers every

entrepreneur as an exploiter and tries to penalize his success. A policy of shortening the hours of
work, of raising costs by forcing the entrepreneur to provide housing facilities for the workers,
I

and of fixing minimum wage rates either by direct government interference or by giving a free hand
to trade union pressure is vain in a country whose industrial production has still to be created.
It is a sad fact that a country in which the natutal conditions for production are less
'

favorable than in other countries and which suffers frdm a comparative shortage of capital - has but
one means to compete with countries better endowed by nature and richer in capital: A lower price
of labor. In a world without migration barriers, there prevails a tendency toward an equalization of
wage rates in different countries. In the absence of fre¢ mobility of labor, wage rates must needs
[sic] be lower within an area in which natural resource~ are poorer and capital is more scarce.
There is no means available to alter this state of affairs.! If the government or the trade unions are
I

not prepared to submit to the facts, they do not improve the conditions of the masses, they impair
them. They hinder the development of the processing ipdustries and force those people who could
I

find a more remunerative employment in plants to remain extremely poor peons.
I

It is indispensable to see things as they really are, not as one would wish them to be. The

allegedly progressive measures on the part of the Mexican government and the alleged blessings of
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'

trade unionism not only do not contribute to the wylfare of the Mexican people, they seriously
make their conditions worse.
The only way toward an improvement of Mexico's economic situation is economic
I

liberalism, i.e., the policy of laissez faire. It is a common weakness of man to envy the success of
'

luckier fellow citizens. But an honest patriot should not look askance at the wealth of efficient
entrepreneurs. He must understand that in the framework of capitalist society, the only means to
acquire riches is to provide the consumers in the cht:;apest way with all the commodities they ask
for. He who serves the public best profits most.
What Mexico needs is economic freedom.

I. AGRICULTURAL CONDITIONS
Out of a total of 5,351,800 gainfully employed, 3,626,000 or almost 70% (according to the
census of 1935) were employed in agriculture. Mexico is, therefore, a predominantly agricultural
country as more than two thirds of its population depend upon agriculture.
I

But things appear different if we consider the '\(alue of the annual output. While the total
value of the products of agriculture, cattle breeding, a~d forestry amounted to 723 million pesos,
the value of the products of processing industries, mining, and oil drilling was 1,365 million
I

pesos. It is true that the above mentioned figures do not include the agricultural products
'

consumed by the farmers in their own households. But it is well known that the standard of living
I

of these farmers is very low.
In 1939, the last year which can be considered a:s somewhat "normal" and "peaceful," the

country exported products of agriculture, cattle breeding, and fishing to the value of 116 millio~
pesos and imported such products to the value of 186 ~Ilion pesos. These export figures contain
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coffee 34 million pesos
henequen
fish

23 million pesos

13 million pesos

cotton

5 million pesos

bananas

17 million pesos

chicle 19 million pesos
ixtle

6 million pesos

together

117 million pesos

If we deduct these figures from the total export figures of 186 million pesos, a deficit of the

foreign trade balance in agricultural products of 45 million pesos results.
In order to understand the problem of Mexican agriculture, it is necessary to consider
I

separately the conditions of the lowlands and those of the highlands, the former producing "exotic"
crops, the latter products of the type grown and bred in the temperate zones of the earth.
Some parts of Mexico offer the opportunity for the production of coffee, bananas, and
cotton. It is very probable that it would be technically possible to expand further production of
these crops. But it is rather doubtful whether such an expansion would pay. World market
conditions will probably be rather unfavorable for these three crops. There are, on the one hand,
countries which can produce them under more favorable physical conditions than Mexico. On the
other hand, one has to expect a fall in the demand.

E~rope

will be too poor to buy the

quanti~ies

it

'

used to consume previously. With regard to cotton, one has, moreover, to realize that modem
I

technology has developed new textiles which can replace cotton goods.
Prospects are better with regard to henequen, ixtle, and chicle. It is even possible that these
three crops will pay much better in the future. But it is not possible to form a definitive opinion.
With regard to the products of highland agriculture, Mexico is rather an importing than an
exporting country.
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'

In 1939, Mexico imported 54,000 tons of maize and 51,000 tons of wheat. The quantities

imported of these two vital cereals change from year to year according to the crops harvested in the
country. In 1940, the imports amounted only to 8,271 tons of maize and 1,225 tons of wheat.
'

But the fact remains that Mexican domestic agriculture is even in good years not efficient enough to
supply the whole nation with its main diet.
This unsatisfactory state is the outcome of the agrarian reforms of the revolution. The
'

detrimental effects of these reforms become manif~st if we compare conditions of the years
preceding the reform with those of 1937. 1

Year

Cultivated Area
(Hectares)

Cr'pps

Average Output
Per Hectare (Kilograms)

(T~ns)

~
1907
1937

8,600,000
2,999,000

'

5,075,000
1,634,000

584
545

WHEAT
I
1907
1937

560,000
502,000

313,000
325,000

554
648

BEANS
1897
1907

978,000
507,000

198,000
104,000

202
177

The gloomy significance of these figures becomes
apparent if we realize that the country's
I
population increased from 13,545,000 in 1900 to 18,852,000
in 1936.
I
There is no doubt that the agrarian reform resulted in economic disaster.
The old hacienda system, which the revolution.brushed away, was certainly unsatisfactory
not only from the social and political viewpoint, but no. less from the economic viewpoint. But it is
'

necessary to appreciate things in an unbiased and sober1way in order to understand the main
problems of Mexican agriculture.

1

'

Cf. Sr. Antonio Manero (EI Economista, Nov. 1 de 1942.)
1
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'

The country's agriculture is primitive and backward. But it is inappropriate to compare it
either with conditions in countries whose soil is much more fertile (for instance Canada and the
United States) or with countries whose agriculture could enjoy the protection of high tariffs. The
former countries produce at much lower physical ·~osts and are, therefore, in a position to stand the
competition on the world market and to export a part of their crops. The latter countries could
compensate their physical inferiority by the high ppces obtained on the sheltered domestic market.
It is true that the agriculturists of the predominant!~ industrial countries of Europe (especially those

of Germany, Austria, and Switzerland, but also thqse of France and Great Britain) succeeded in
growing wheat, rye, and potatoes, in breeding cattle, and in dairying under extremely unfavorable
natural conditions. But we have not only to realize that natural conditions in these countries,
although unfavorable enough, are still better than those
of the greater part of Mexico. The main
I
factor is that these European farmers, cattle-breeders, and dairymen had the opportunity to sell their
'

products at a domestic market in which - as a result Of an excessive protectionism - prices were
much higher than on the world market. Agricultural 'expansion in the predominantly industrial
countries of Europe was essentially parasitic. It was based on a ruthless spoliation of the industrial
section of the population to the benefit of the agricultUral section. The high state of agricultural
'

technique, the intensity of exploitation, and the great returns
per hectare tilled were not
I
achievements of the farmers, but rather the outcome of an economic policy which heedlessly
sacrificed the welfare of the non-agricultural populati~n. The characteristic feature of Mexican
'

agriculture (and of the agriculture of other countries in a similar position, for instance Spain) is that
such a policy is unfeasible. Mexico's non-agricultural population is neither numerous nor wealthy
enough to bear the burden of such a system.
It is, therefore, a mistake for both Mexicans and foreigners to hold up European agriculture

in Western and Central Europe in the
as a model to Mexican farming. The evolution of agriculture
I
last decades was unsound and detrimental to the nation~' vital interests. Moreover, it will be
impossible for these countries to continue these policies 'after the present war to the disadvantage of
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an impoverished non-agricultural population. European agriculture is on the eve of an extremely
serious crisis.
'

The agrarian consequences of the MexicaJ?. revolution would have been much more
propitious if the statesmen had considered as the main goal of their interference the creation of a
class of free landholders, husbanding on soil whi~h is fully their own property and which their
'

children will inherit. The poorer a soil is, the mor~ important is it that the agriculturist is imbued
with the consciousness of full ownership. He must be made sure that every melioration will
improve his own material well-being and that of his children. A fanatical sense of property is the
main prerequisite of a peasant's devotion to his task. Free landholders are enthusiastic in the
'

support of private ownership. They are unflagging in their efforts if they know that they will reap
the fruit of their toil and trouble.
It was a mischief that the Mexican socialists'became fascinated by the Marxian doctrines

and wanted to imitate the Russian methods of collective farming. We do not have to deal with the
problems of Russia. But it is indispensable to realiz~ that natural conditions are different in both
countries. Russia's agriculture operates on the eart~' s most fertile soil in plains offering favorable
I

opportunities for big-scale farming. Mexican agriculture, on the other hand, is forced to utilize
barren soil in stony upland. Here mechanical devices are of little use. The essential factor of
production is the human one: The farmer's stubborn and fanatical devotion to his task. This
I

mentality cannot thrive within the frame of a collective farm.
I

The prospects of Mexican farming in the highlands lie exclusively in individual farming by
1

free landholders supported by farmers' cooperatives. The cooperatives have to organize on a
'

cooperative basis the buying of agricultural equipment, seed, fertilizers, and other implements; they
I

have to rent machinery and to market the products. They
have to provide the credit necessary. But
I
the individual farmer has to be the master on his own farm.
The various government agencies have done a good job in encouraging the formation and
the operation of cooperatives and in spreading technic~ education. If they pursue these endeavors
and abandon the spurious attempts to follow the Russian example, they will contribute a good deal
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to the improvement of conditions.
It is a very comforting fact that the volum~ of agricultural production was in the last decade

in a steady upward movement. It increased (Banco de Mexico, Vigesima primera asamblea
general, p. 34) from 1934 to 1942 by no less than: 46%. One can fairly assume that the disastrous
consequences of the revolution are now overcome and that agriculture will develop as much as
market conditions allow.
But let us not forget: The fundamental problems of Mexican peasantry cannot be solved by
'

measures limited to agricultural issues only. Mexican agriculture is overcrowded. The more the
technical methods of exploitation improve, the more it will become obvious that too many people
'

are employed in agriculture. A reduction of the natl.on' s agricultural section is indispensable.
This, however, can only be achieved by progress in' industrialization. The future of Mexican
agriculture depends on the expansion of the coun~'s processing industries.

II. THE PROCESSING INDUSTRIES',

1. The Two Ways Toward Industrialization,
The main economic problem of Mexico is the building up of processing industries. Mexico
is a comparatively overpopulated country. The opporqmities for the development of its I

comparatively poor - natural resources are limited. As 'emigration is almost impossible under
I

present-day institutional conditions, there are millions of
people living on the verge of extreme
I
poverty. There is but one means available to improve the lot of these poor peons: To give them
better paid jobs in the processing industries.
Conditions in Mexico for the processing industries are in many regards less propitious than
in many other countries. Most of the machinery, of the raw materials, and of the half-manufactured
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I

articles needed have to be imported from abroad.·, There is a lack of skilled workers and a shortage
of capital. But, on the other hand, there is plenty', of cheap labor.
We have to emphasize again and again that the comparative cheapness of labor is the only
condition which makes an industrialization of Mexico possible. But for this factor, it would be
hopeless for Mexican plants to stand the competition with those of the older industrial countries, as
all other items of the production costs are higher in Mexico. But what from the point of view of
North American industrial conditions has to be quaiified as cheap labor, has to be appreciated,
from the point of view of Mexican conditions, in a' different way. The workers of the Mexican
plants, even when earning not more than a fraction of what the North American workers earn,
would be much better off than in their present agricultural employments and would enjoy a much
higher standard of living than under present circumstances. The establishment of every new plant
brings about a tendency to raise the income of all Mexican proletarians. It improves the standards
of living both in agriculture and in all branches of hired labor.
It may be fairly assumed that there prevails unanimity both in Mexico and abroad with

regard to the urgent necessity for the nation to develop its processing industries as much as
possible. However, one may wonder whether people understand why only an expansion of the
processing industries can improve the conditions of the masses. Many Mexican patriots are
entangled in the neo-Mercantilist fallacies, today almost universally accepted. Yet, these popular
'

errors have resulted in a manifest failure of the endeayors of all predominantly agricultural nations
to raise the standards of living by the advancement of domestic industrial production.
The essential feature of modem industrial production is specialization. The farther
'

specialization goes on, the cheaper the products can be delivered. Specialized production requires
a broadening of the market. It is beyond doubt that the citizens of the United States of America
I

would never have enjoyed their high standard of living if each of the 48 states had tried to insulate
its own state's market from the markets of the 47 other states. Great Britain and pre-war Germany
I

were prosperous countries because conditions made it possible for their industries to embark upon
specialization.
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The goal of Mexico's industrialization has to be to acquire for the nation a place within the
international community of modem industrialism: and thereby raise the average Mexican's standard
''

of living. The mutual exchange of products betw,een Mexico and other countries has to be
intensified. Mexico has to be made ready to con~bute its share to the international division of
labor by producing more goods for which its national market is too narrow and which have to be
sold abroad, thus giving the Mexicans more means for buying foreign products. Mexico has to
play a greater role on the world market.
But the Mercantilist sees things in a differe~t way. In his eyes industrialization means the
country's withdrawal from the world market. He aims at national autarky. The realization of his
plans would not raise, but lower the domestic standard of living. The Mercantilist rejoices if he
succeeds in substituting a more expensive domestic product for one cheaper and better
manufactured abroad. He does not realize that his policy of economic nationalism makes his
countrymen poorer, not richer.

2. The Closed Door Method of Industrialization
The predominantly agricultural nations have entirely misunderstood the meaning of modem
industrial production and the nature of the advantages which their own countries could possible
derive from a development of the processing industries.. They did not realize what they needed
was their incorporation into the community of the international division of labor and of the mutual
exchange of commodities and services. Their notion of industrialization was not production for the
world market, but, on the contrary, commercial insulati\)n of their own countries.
The policy which the countries of Southern and Eastern Europe and of Latin America
'

espoused was hyper-protectionism and prohibition of irrlports. They were anxious to promote the
growth of domestic production by barring access to the cpeaper commodities of foreign plants.
Thus, the policy which was designed as a method of improving the domestic standard of living
resulted in a considerable rise of domestic prices for manufactured goods. The consumers had to
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forego many goods because they were too dear f?r them.
Moreover, the outcome of this state of affairs was a drop in the exports of food stuffs and
raw materials. As the industrial nations of Western and Central Europe sold minor quantities of
manufactures, their means to pay for the imports Of badly needed food stuffs and raw materials
were reduced proportionally. Their own protectionism tried to substitute for goods previously
imported the dearer products of some domestic production. However, in dealing with the
problems of Mexico, we do not have to dwell upoq the inadequacy of the policies of the
predominantly industrial nations. Even if the European nations concerned had adopted a more
reasonable policy, a fall in the exports of raw mateliials and food stuffs on the part of the
~

predominantly agricultural nations would still have resulted from their own protectionist policies.
The politicians responsible for the protectioJist policies of the agricultural countries boasted
of the apparent success of their programs. They triu~phed when the statistics. of foreign trade
showed a fall in the import of various manufactured 'goods. But unfortunately the did not take into
consideration the drawbacks of their methods. They :did not realize that this system doubly hurt the
agricultural section of their own nation: By renderin~ manufactures more expensive and by
restricting the exports of their own agricultural produ~ts. It is true that many people could find
jobs with the sheltered plants. But what these people,•profited as producers was lost, on the other
hand, by the high price of all manufactured goods.
I

Thus, such industries artificially brought up in·, a hothouse, as it were, do not contribute
anything to the improvement of a country's economic prosperity. They rather impair the well,

being. Even if they succeed in exporting a part of theiF products, they are more or less parasitic.
Their exports are based on the fact that they are in a po~ition to sell the greater part of their output at
high prices on the sheltered domestic market.
Some countries have openly subsidized industrial
enterprises. This is a rather awkward
I
'

method. But its effect is not different from that of the rrlore current measures of protectionism. In
paying higher prices for the domestic product, the consumers forcibly subsidize the sheltered
industry.
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'

The closed door method cannot be justified by the infant industry argument. The weakness
of the enterprises concerned and their inability to.compete with the superior plants of the other
countries have nothing to do with their youthful age. They are due either to the fact that the natural
conditions of production are utterly unfavorable in this branch of production or that the domestic
market is too narrow to make big-scale productio~ pay. The protectionist believes that the fact that
in some branch of industry there are no domestic plants and that the total supply is imported from
abroad provides a justification for protection and for the establishment of a domestic production. It
does not occur to him to investigate whether condit~ons are not to such an extent unfavorable that
''

domestic production will never pay if not openly o~ indirectly subsidized.
The worst outcome of protection is that it raises the cost of production for all other
branches of domestic production, especially also in those branches which could, but for the checks
'

put upon them by the high price of some producer's' goods, successfully compete on the world
1

market.
What a nation which up to now predominantly produced food stuffs and raw materials
needs in order to raise its standard of living are processing industries which could export and
'
'

thereby provide the means for the payment of greater imports. Its citizens are eager to consume
'

'

more of those commodities which the highly specialized big-scale plants of the most advanced
countries are manufacturing. Their aim is to obtain

more of these cheap goods, but not to be forced

to content themselves with the dearer and less perfect g:oods of an artificially reared hot-house
production.

If Mexico or Hungary or Italy were parts of the Untied States or of Germany or if an
international statute were to declare tariffs as unlawful, nobody would believe that the best way to
make these nations more prosperous is to force their citi~ens to abstain from buying the goods
produced by the efficient plants of New Jersey or of Sm~ony. Everybody would understand what
'

these people need is to produce something which would enable them to buy more of these goods.
'

Their businessmen would be anxious to embark only upo,n such projects which could succeed
'

without the aid of protective measures.
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'

The closed door method leads a nation into a blind alley. It perpetuates the low standard of
'

living.

3. The Open Door Method of

lndustriali~ation

The inferences drawn from Ricardo's theory of foreign trade are irrefutable. All the
desperate attempts of would-be economists to refut~ Ricardo's statements have lamentably failed.
Even if all other nations cling to protection, every country serves best its own interests by free
!

trade.
It has been asserted again and again that conditions have changed since the days of Ricardo

and that under present conditions his conclusions ar~ no longer valid. This, too, is a fallacy.
Ricardo assumes that there is no mobility of ~apital and labor, but that, on the other hand,
'

there is some mobility given for commodities. (If there is no mobility at all for commodities, then
'

every nation lives in perfect autarky, and there is no question of any foreign trade.) The conditions
assumed by Ricardo changed in the course of the 19tq century. Labor and capital could, to some
extent, move from country to country. Millions of workers emigrated from the comparatively
overpopulated countries and immigrated into the comparatively underpopulated countries offering
more favorable conditions for production and thereby lii.gher wage rates. An international capital
market came into being. Today things have changed, apd the state of affairs is by and large the
same again as in the days of Ricardo. Migration is alm<?st impossible. The international capital
market had been disintegrated. The capitalists shun for~ign investment because discriminatory
taxation, expropriation and confiscation, foreign exchange control and repudiation of debts make it
too risky. The governments of those nations whose cap1~alists could consider foreign investment
are ready to put an embargo upon capital export because they view it as contrary to the interest of
'

the most influential domestic pressure groups, labor and farming.
In a world of perfect mobility of capital, labor, and products, there prevails a tendency

toward an equalization of the material conditions of all countries. Those parts of the earth's surface
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which offer more favorable natural conditions ofproduction attract more capital and labor than
those offering less propitious ones. There are more densely populated countries and less densely
populated. Freedom of migration and of investment tend to make the difference of comparative
overpopulation and comparative underpopulation disappear. They tend toward an equalization of
wage rates and rates of interest and concomitantly.of standards of living.
In a world of immobility of men, some countries are comparatively overpopulated, others
'

comparatively underpopulated. There are conspicuous differences in wage rates and in standards
of living. Of course, the productivity of labor must needs [sic] be lower in a country where natural
conditions of labor are less favorable. The restrictions imposed upon the free mobility of capital
intensify this outcome.
Mexico is such a comparatively overpopulated country. There is no doubt that with perfect
mobility of labor, its population would be lower than it is today. Mexico's economic policy has to
adjust itself to this fact. The country can successfully develop only those branches of the
processing industries in which wages form comparatively a greater part of the total cost of
production than in other ones. The expansion of such industries will raise the standard of living
within the country. However, wage rates and standards of living will never reach the level of other
countries, more favored by nature and comparatively underpopulated.
The advantage derived from foreign trade lies entirely in importing, not in exporting. The
increase in exports is only the means to increase imports. A reduction of imports is not a blessing,
but a calamity. What is needed is an expansion of exports in order to increase the imports. As
natural factors limit the expansion of exports of food and raw materials, and as world market
conditions do not favor the expansion of exports of cotto~ and the products of the tropical belt, the
I

exports of manufactured goods have to be increased. Indpstrialization for the increase of exports
has to be the goal of economic policy, not industrializatiol;l for the restriction of imports.
i

It is a fallacy to believe that exporting raw materials is an unsatisfactory state of affairs and

that it is especially so with regard to the extractive branches of production, e.g., mining. If
'

domestic conditions are unfavorable for the working up of these materials, it would be contrary to
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'

purpose to foster the processing industries concerned by protection.
It is highly probable that Mexico could develop its metallurgical industries without any

protection. It is not protection that is needed for ~his purpose, but the abandonment of policies
'

which consider every industrial establishment as a cow which can be milked even when badly
treated.

4. The Transition from the Closed Door Policy to the Open Door Policy
Although the open door policy best fits the interests of Mexico - as those of any other
country - we have to realize that a sudden change would do more harm than good. It would be
inexpedient to institute the reform by measures which, although beneficial in the long run, would
for the immediate future bring more hardship than benefits.
Some of the industries already existing in Mexico can be qualified as self-supporting.
Although founded and grown up under the shelter of protectionism, they will be able to do very
well under free trade, too. This is especially the case ~ith the textile and with the metallurgical
industries. The former are favored by the cheapness ~f labor, the latter by their proximity to the
I

mines. A third group of industries which will be left more or less untouched by free trade are
'

'

those producing mostly for local demand: The produc,tion of building materials on the one hand,
the plants producing beer and other beverages, bakeri~s. canneries, printing offices, and so on, on
'

the other hand.

'
~

There need be no fear that any plant will be forced to discontinue production. Some plants,
it is true, will have to rearrange their lines of production in order to attain a higher degree of
specialization.
A sound industrialization program for Mexico has to repeal all import duties. But as far as
products are concerned which are already produced withjn existing plants, the tariffs have to be
abolished only by a gradual process. Every year, a tariff. reduction of 10% has to take place.
Thus, the enterprises will be in a position to adjust their operations to the new system of free trade.
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It would not be necessary to make special provisions for the encouragement of the
I

establishment of new industries, if Mexico had not got a sinister reputation as an anti-capitalist
country. The mere fact that labor is cheap would be incentive enough for the capitalists. Only the
I

I

fact that the Mexican government is, not without some reason, considered as hostile to private
enterprise requires some definite measures.
I

The government, the parliament, and all political parties have to pledge themselves in a
solemn way to an unconditional policy of domestic free trade, private enterprise, and private
property. They have to promise
a) that they will never again expropriate capitalists and entrepreneurs, whether foreign or
native;
b) that they will not adopt methods of taxation designed to confiscate business profits;
c) that they will never take recourse to foreign exchange control or foreign exchange
restrictions and will not hinder the transfer of funds to foreign countries;
d) that they will neither directly nor indirectly interfere with the management of law abiding
private enterprise.
If these declarations are proclaimed in such a way that they inspire confidence in the

capitalists, the effects produced will be very satisfactory.
Of course, one cannot expect that large scale investments will be made immediately. In the
beginning, only those industries will expand which require comparatively small investments. The
garment industry, the production of leather fancy goods and of various small articles will be the
first branches to profit from the new system. Spinning and weaving mills, the production of
'
'

furniture and of stationery will follow. Mexico's industry will probably always consist rather of
medium-sized plants than of big-scale plants. But European experience has proved that medium1

sized plants can very successfully compete on the wot~d market.
';

The ambition of Mexico has to be the export of manufactured goods, not the prevention of
the imports of such goods. This is not a utopian goal. I Mexico has plenty of the most important
factor of industrial production: Labor. What it lacked in the past was only a policy which makes it
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possible for the enterprising businessmen to start and to develop promising projects.
Free trade means the absence of any import dhties with the exception of those collected as a
compensation for a domestic excise tax and not more burdensome than this domestic duty. All the
1

qualms concerning the feasibility and expediency of such a policy on the part of one country only
I

while the other countries cling to protection are unfounded and have long since been irrefutably
dispelled by the economists. However, one further e{(ception to this general rule of free imports is
indispensable.
i

If a protectionist country discriminates against the imports from Mexico, or if a country
which has nationalized its foreign trade, whether openly or by foreign exchange control, purposely
does not buy Mexican products or does not allot to importers the amount of foreign exchange
needed for the imports of Mexican goods, the Mexican government must have the right to retaliate.
It need be no fear that such a provision will result in a' rise of domestic prices in M~xico and be

equal to a disguised return to protectionism. Free importation of the merchandise concerned from
other countries will still be permitted. Moreover, the countries applying such an unfriendly policy
toward Mexico will probably very soon abandon their discriminatory procedures in order not to
lose their prospects on the Mexican market.
The law providing for such cases would have t,o run this way: "The administration is
empowered to prohibit the importation either of all commodities or of some commodities or to
penalize such imports by the imposition of import duties, whenever the commodities concerned are
produced in a country which discriminates against the imports of commodities made in Mexico or
sold by Mexican merchants or shipped on Mexican ships or planes in a more burdensome way than
against those made in or imported from other countries or imported on the ships or planes of
another nation. The administration is further empowered to conclude agreements with such
countries in order to abolish such discrimination against Mexican trade, shipping, and aircraft, and
I

to renounce in such agreements the exercise of this power of retaliation with regard to the
I

contracting nation for the duration of the agreement."

1

"The administration has the same right to prohibit or to penalize imports with regard to
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countries which have, whether openly or by other means, nationalized foreign trade or dealings in
foreign exchange, if these countries pursue in these transactions a policy detrimental to Mexican
economic concerns. The administration is further empowered to conclude with such countries
bilateral exchange agreements which entitle the contr~cting nation to import to Mexico, free from
import duties, a quantity of commodities corresponding to the value of Mexican goods exported to
the same country and to the services received from tht; Mexican mercantile marine and mercantile
aircraft."
In this way, Mexico will be in a position to secure for its trade the most-favored-nation

treatment and to fight successfully economic nationalism on the part of nations which have
nationalized foreign trade.

5.

The Political Consequences of the Open Door Policy
An industry which is sheltered by import duties is extremely weak in its dealings with

public opinion, government agencies, and the trade unions.
The public considers such an industry as parasitic since it charges high prices. If business
is profitable, people ask either for price ceiling or for the imposition of higher taxes. Trade unions
I

ask for higher wage rates. Government and parliament. are prone to solve every budgetary
i

embarrassment by putting additional burdens upon the entrepreneurs. They argue this way:
Business profits are the outcome of import duties imposed on the part of the legislature. It is fair to
allot a part of this income derived from privilege to the treasury.
I

In a protectionist country, the entrepreneurs do not
count at all on the political scene. The
I
President of the United States has assembled two groups which are his main advisers for all non!
I

military duties of the administration. These groups are Ips true cabinet, while the orthodox regular
cabinet, formed by the heads of the ten big departments of the Executive, has lost its former
importance. (Incidentally: There is nothing in the Constitution about this "regular" cabinet; it was
built up by custom and seems to have lost its status by custom again.) Now, these new
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I

presidential advisory boards are a labor group, consi~ting of trade union representatives only, and
a farm group, consisting of farmers' representatives bnly. The banks and the bankers, the
merchants and the manufacturers, they all are not in ~ position to advise the President; they do not
sit in his councils; they have not only no opportunity to influence the nation's policy, they do not
even have the opportunity to be heard regularly by th<;: man who determines the course of affairs.
Such are conditions in the country ofthe world's paramount industry. (Cf. "The New Republic"
of April 26, 1943, p. 565.)

It is different with unprotected industries. With regard to them, everybody is fully aware
that increasing production costs means impairing their, ability to compete. Its is obvious that with
higher costs, sales both on the domestic and on the foreign market must drop, that production must
shrink, and that workers will lose their jobs. Government will look twice before risking such
disastrous consequences. It will consider very carefully all the problems involved and will try to
I

avoid as much as possible disturbing the smooth operation of the plants. It will be anxious to get
advice from the entrepreneurs.

I

III. THE EXTRACTIVE INDUSTRIES'

i

1.

Mining
I

The main assets of Mexico's extractive industries are rich natural resources and cheap
I

labor. On the other hand, exploitation is fettered by the shortage
of capital and by the special taxes
I
imposed upon the entrepreneurs.

It is rather difficult to predict the post-war evolution of the country's mines and oil wells.
Technological improvements may alter conditions radical~y. Nobody can foretell how such
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\
'

changes will affect the profitability of Mexican mine~. At any rate, it is advisable for the
enterprises to accumulate reserves out of the good warume earnings in order to be in a position to
make investments if need be. A company which can 'finance investments without appeal to the
I

capital market is in a comparatively favorable position, especially under the conditions to be
expected for the first years following the peace.
I

Mining and oil drilling have always been very risky. There is but little doubt that they will
I

be exposed to chance in the future, too. It is a bad mistake on the part of public opinion to assume
that the operation of mines and oil wells requires only little entrepreneurial skill, foresight, and
practical ability. The outcome of this fallacy was the belief that no harm could be done by
'

nationalizing them or by singling them out for special taxation.
Government management of mines and oil wells has failed everywhere, not only in
Mexico. If there ever was a nation which had succeeded in training a staff of highly efficient civil
servants, it was Prussia in the time of the Hohenzollern. However, the operation of coal mines by
the Prussian government proved extremely unsatisfactory . The 1919 report of the German
I

Commission for Socialization, whose members were biased in favor of nationalized business,
provides a devastating description of the shortcomings of government mine management.
I

If Mexico wants to derive from its natural reso~ces all the advantages it can possibly get, it
I

will have to learn that only private enterprise is fit to exploit them.
I

A special problem is set by the silver mines. The silver market is today manipulated by the
I

purchases on the part of the United States Treasury. It is difficult to imagine what the world
I

market price of silver will be if the United States abandbns its policy of buying and hoarding large
'

amounts.
It is unlikely that the United States will continue its very costly silver purchases for a long
I
I

time; the denunciatory blasts directed against its pursuit become daily more vehement. But on the
I

other hand, it is probable that the U.S. will not sell thei~ enormous stocks of about 3,000 million
I

ounces in a manner adversely affecting market prices. the stopping of the purchases will make
many North American silver mines unprofitable and for~e them to go out of business. But this

27

' be affected, too. We must disregard
does not necessarily mean that the Mexican mines will
I'
I

conditions of the present moment. The purchase pric.e for Mexican silver was only half of the price
I

paid by the U.S. Treasury for domestic silver. It max be that this lower price will be maintained
on the world market even after a withdrawal of the U.S. government from the market. The
I

prospects for an increased silver demand for various industrial
purposes are not unfavorable. An
I
improvement of general economic conditions in ChinaI and in the East Indies will increase the
demand for silver for the coinage of silver token monby. There is no reason to be alarmed about
the future of the country's silver production.

I

2. Oil
I

It is not necessary to enter into a discussion of' the problem whether the unsatisfactory

conditions of Mexican oil production have to be charged exclusively to the expropriation of the
I

foreign companies and to the blunders committed on the part of the government controlled
management of the oil wells. At any rate, it is certain that Mexican experience does not disprove
the thesis that public ownership and operation of oil w!ells is inappropriate and results in mischief.
It is a sad fact that Mexico does not have enough domestic capital for a successful

exploitation of its natural resources. By violating forefgn property rights, the expropriation not
only harmed the evolution of oil drilling; it has injured the whole nation by frightening foreign
1
capitalists.

''
1

The conflict between the Mexican government lmd the expropriated North American
companies has been settled by the accommodating attitude on the part of the U.S. government.
I

But this does not solve the Mexican oil problem; it does not provide the country with the capital
needed for a better utilization of its oil deposits. What is needed is a system which makes it
attractive for foreign capitalists to invest in Mexican oil production. Nothing but scrupulous
''

respect for the rights of investors, whether foreign or domestic, can achieve this goal.
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debtors. Imponderables must decide the matter, circ~mstances which the stereotyped rules of a
bank's auditing department cannot take into consider~tion. Such a discretionary power cannot be
given to the manager of a bank's branch office. He i~ an employee who does not risk his own
money, but "I' argent des autres." Only a private banker,
who has to bear the loss, can embark
I
upon such deals. He alone can acquire the perfect familiarity with all the local and individual
!

conditions involved.
As in all other countries, in Mexico, too, the spirit of anti-capitalism has eliminated the
!

sound and correct local banker. Public opinion disparaged him as a parasitic exploiter profiting
from his fellow citizens' embarrassment. Thus, the decent money lenders went out of business,
and reckless usurers had the field to themselves.
Branch banking, mutual loan societies, and government credit institutions are no substitute
for the independent small banker. They cannot free themselves from the formalistic viewpoint.
They have to look at collaterals, guaranties, and pledges,
not at the debtor's personal character.
I
Of course, the rates of interest must be compar~tively high in granting credit to small
'

business. But so are the risks, too. To get credit at a cpmparatively high rate is still better than not
to get any credit at all.
Under present conditions, the only source of credit available to small business is the credit
granted by his purveyor. This makes him depend on the wholesalers and limits his independence.
'

He cannot freely change his suppliers as he may want to do.
It is doubtful whether the business of small local bankers could be revived. Such a reform

cannot be achieved by the intervention of the government or of the banks. It could only be the
'
'

outcome of a change in the mentality of all groups concerned. There is little hope that such a
change could be attained in a not too distant future.
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V. TOURISM
The post-war prospects for Mexican tourism are excellent. Traveling abroad is the most
popular luxury of our age. The citizens of the U.S. are anxious to visit foreign countries. It is
I

obvious that the country which will attract them most is Mexico.
I

The public investments needed for an expansion of tourism are comparatively low. The
establishment of airfields and the construction of more and better motor-roads cannot be considered
as investment for tourism. They are indispensable frclm any point of view. The main investment
which tourism requires is modem hotels.
The example of some European countries (S\\fitzerland, France, Italy, Austria) proves what
an important role foreign tourists can play in economic evolution. Backward districts were
I

transformed in a few years into most flourishing area8.
I

It is a mistake to assume that only the hotel business profits from tourism. In the districts
concerned, all branches of craftsmanship, retailers, ana farming are no less furthered.
No special government interference is needed for the encouragement of tourism. What the
government has to provide in this field is simply the elimination of frictions which may hurt the
popularity of Mexican resorts and places of interests. ItI is advisable to make a sufficient number of
police and customs officers familiar with the English h,mguage, as linguistic misunderstandings are
I

the main source of these frictions and incidents. All the rest can be left to private initiative.
I

VI. TRANSPORTATION
1.

The National Railways
i

The poor state of the Mexican railways is one of the most serious handicaps to a
I

satisfactory evolution of economic conditions. Putting the railroad system into more perfect shape
'
'

would necessitate the investment of a huge amount of capital. As a consequence, the capital
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available for other urgent employments would be perceptibly curtailed.
These financial considerations necessitate recourse to a step of very decisive importance.
I

The evolution of motoring and of aviation has reduced the role played by the railways in the
field of passenger traffic. In a not too distant future, the railways probably will be done for as
passenger carriers and will, for the most part, act onj.y as freight carriers. Mexico should anticipate
this evolution and reorganize its railways accordingiy.
But for the two main routes Mexico City-Vera Cruz and Mexico City-Nuevo Laredo, no
money should be wasted for expensive investments designed to improve conditions for passenger
traffic only. All other already existing lines and those to be built or rebuilt in the future should be
operated mainly as freight lines. They should not neglect the transportation of passengers entirely.
But they should avoid expensive outlays which serve only the improvement of passenger
transportation and are not required from the viewpoint of carrying-trade.
!

The investments and the operating costs of a railway line destined mainly for freight traffic
are much lower than those of a line whose ambition it is to compete successfully with planes and
motorcars in passenger transportation. These considerations have to guide all plans for a reform of
the Mexican railways. The money saved by this policy
will be spent much more advantageously in
I
the construction of new roads and airfields.
A large and comparatively sparsely populated country like Mexico is especially qualified to
anticipate such a reform, which sooner or later all other countries will adapt, too. No drawbacks
i

are to be feared. All those traveling for business or for pleasure prefer the motorcar, the motorbus,
or the plane.
Only technical experts can decide which railway lines should be operated by electric power
and which by steam power. On those lines which acpording to the above developed suggestions
!

should primarily be operated as freight carriers, passenger traffic could be best served by rail
'

motorcars (either Diesel or gasoline).

i

There is unanimity with regard to the inexped,iency of the present system of the
management of the National Railways. All the experiments tried failed lamentably.
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The best solution of the problems involved would be provided by the sale of the whole
system to a corporation. This company would first have
to come to an arrangement with the
I
creditors and bondholders, which would have to go into effect on the day of the actual transfer of
'

the system on the part of the present management. The arguments once brought forward in favor
of railway nationalization have long since lost their power. In this age of motoring and aviation,
no transportation monopoly has to be feared. Expe$ence has proved that the governments and
their agencies are completely unfit to cope with the tasks
of railway management.
I
However, a realistic appreciation of current prejudices must recognize that public opinion is
not ready to endorse such a plan. In view of this fact, a less ambitious reform must be suggested.
The ownership of the National Railways reJains with the nation. Only the management is
handed over to a corporation. This corporation has no obligation toward the creditors whose claims
originated before it took over the management. Its only task is to operate the property of the
"Corporaci6n publica descentralizada" for the accoupt of this Corporaci6n and the Mexican nation.
In order to avoid confusion, we may call this

sugges~ed corporation the "manager" and the

Corporaci6n publica descentralizada the "system." :
The government and the manager fix by agreement the value of the total system for the first
day of the operation of the new scheme and the met~ods of calculating depreciation to be applied to
I

this asset and to all future investments. All investm6nts have to be paid by the government, but the
manager has to provide the capital needed by lending the money to the government at interest rates
I

and yearly repayment installments fixed in advance. · The manager has a free hand in the operation
of the system; he alone has to decide how much is tQ be invested; only the construction of new
i

lines requires the consent of the government. He is free to hire and to dismiss the personnel. The
salaries and the wage rates are to be fixed with due regard to the salaries and wages paid for a
I

similar type of work in other branches of Mexican industries. The manager has the obligation to
insure all members of the staff against illness and acCidents and for pensions with a Mexican
I

insurance institution to be nominated by the government. The premiums have to be deducted form
the individual employee's salary or wage.
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The financial result of every year's management has to be determined according to a
scheme elaborated in a accordance with sound principles of railway accountancy. The government
and the manager have to agree upon this scheme before the beginning of the operation. The
interest on the capital provided by the manager for the current conduct of business, fixed in
advance by an agreement between the government and the manager, has to be considered as an
operation cost; the same is valid with regard to the iJterest to be paid by the government for the
investment credits received form the manager.
The corporation capital of the manager has to be equal to the amount required for the
current conduct of business in the first year plus the amount required for the investment of the first
two years; it has to be fixed in advance by an agreement between the government and the manager.
A profit obtained by a year's management has to be distributed in this way:
The first 3% - to the manager.
I'
I

The next 3%- in equal parts to the manager and to the employees as a bonus.
I

The surplus - in equal parts to the manager, the employees, and the government.

Moreover, for the first three years, the government has to guarantee to the manager a profit of 3%
of that part of his capital which is destined for the conduct of the current business.
This is, of course, only a tentative scheme, in; order to give a picture of the financial
construction. The concrete arrangements will depend on capital market conditions at the time of the
realization of the plan.

,I

The manager has to be exempt from any taxahon and from any restrictions regarding foreign
exchange transactions. The equipment imported frqm abroad is not liable to any import duty.
The government is free to rescind the contract with the manager on a three months notice; in
that case, it has to pay back to the manager's account with a New York bank all its debts and the
whole amount of capital employed by the manager ~n the conduct of current business.
All disputes between the government and the manager have to be settled by arbitration.
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2.

Roads
Under present conditions, the construction of modem motor-roads is more important than

the improvement of the railways. Mexico's achievements in making mountain-passes practicable
are admirable, but there is still a lot to be done in the future.
Some European countries have had some success with highways, whether built by the
government or by private enterprise, for whose use[motorists (but not horse drivers or pedestrians)
are charged a toll. The method may prove expedient in Mexico, too.

3. Aviation and Shipping
'

The progress of aviation will revolutionize tlle country's economic, social, and political
I

conditions. It will not only promote business, it will, moreover, facilitate the operation of the
government's apparatus and further the spread of equcation and enlightenment. One can hardly
I

overrate the moral, intellectual, and political importlince of a change which will make it possible for
the citizens to reach within a few hours the remotest parts of their country.
It is highly probable that maritime freight rates will be low in the post-war years. This will

encourage foreign trade.

I

And as modem methods of germ fighting remove the plight of tropical diseases, the
'
.
'

country's coastal regions will offer rather favorable bpportunities for the location of processing
industries. It is not unlikely that Vera Cruz may become an important industrial center.

VII. PUBLIC UTILITIES
One of the major problems of Mexico is the better utilization of its water supply both for the
irrigation of the arid soil and for the generation of electric power. The problem is not so much a
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I

technical one, as modem engineering has developed~ methods of dealing with the task in a perfect
way. It is rather financial, as the capital available is 'scarce.
In view of the fact that the agricultural population is very poor, the main burden of irrigation
I

rests on public funds. But it is different with the construction of power-works. The consumers
are in a position to pay for the electric current. There is no reason to subsidize them by selling the
current at prices which do not cover the total costs of production.
I

Whether the power plants are operated by the,govemment or by government subsidiaries or
by enterprises in which the government holds a large portion of the capital and shares the
management with the stockholders or by private enterprise, prices should not be fixed at a level
I

which makes the operation unprofitable. Mexico cannot do without the aid of private capital in the
development of its hydraulic power. If the progress of electrification requires sacrifices on the part
of the Treasury and is not profitable for private capitltl,
it will be delayed, and the country will be
I
harmed.
As soon as the war is over, the electric plants of the U.S. will be anxious to resume their
I

regular production and to find new customers. They lwill provide the capital needed for the
construction of new power plants, regardless of whether such plants are built by the government or
by free enterprise. It would be a mistake to lose this opportunity by fixing the prices at too low a
level.

VIII. LABOR PROBLEMS
1. Trade Unions and Wage Rates
The basic idea of trade unionism is the belief that it is possible to raise the income of all
wage earners permanently by forcing the employers ~nder duress to pay higher wages and to
I

spend more money for the benefit of the workers, fon instance for housing. Trade unionists
I

consider entrepreneurs and capitalists as parasitic drones whose income - profits and interest - is
I
I

derived from the exploitation of the wage earners. They aim at a reduction or total annihilation of
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the unearned revenue.
It is a mistake to confuse trade union doctrin~ and practice with Marxism. Karl Marx did

not believe that trade unions could improve the

situ~tion

of wage earners within the framework of

capitalist society. He was convinced that the inherent tendency of capitalist evolution is to lower
more and more the workers' standard of living and that trade unions are not able to counteract this
tendency. He, therefore, recommended to the unions that they change their policies. They should
not embark upon futile endeavors to raise wage rates, but should fight for the abolition of private
I

enterprise and the wage system as such:
I

From the viewpoint of economic doctrines, Marx was consistent in asserting that trade
unions cannot raise the standard of living of the wage earners. But he was not consistent in asking
the trade unions to fight for socialism. For, according to the Marxian doctrine, there is but one
i

way to bring about the substitution of socialism and communism for capitalism: The evolution of
capitalism itself. "Capitalist production begets, with the inexorability of a law of nature, its own
negation." It is of no use to speed up this process by political action. For "no social formation
1

ever disappears before all the productive forces are developed for which it has room, and new
higher relations of production never appear before the material conditions of their existence are
matured in the womb of the old society." It is contrary to purpose to check the evolution of
capitalism by government or trade union interference~ Such "nonsense" is the characteristic feature
of "petty bourgeois" policies. The proletarians, enlightened through their class consciousness, will
never embark upon such policies.
Like all other forecasts of Marx, this, too, proved to be erroneous. The workers espoused
trade unionism, and their Marxian leaders, unaware of the incompatibility of Marxism and trade
I

unionism, supported this policy.
Wage rates, the price paid for labor, are a marl(et phenomenon. On the unhampered market,
1

prices are set at the point at which the amount of the c?mmodity which the buyer will take is equal
to the amount which the sellers will sell. Everybody who is prepared to pay the market price can
buy as much as he wants, and everybody who is prepared to take the market price can sell as much
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as he wants.
The same is true for the market price of labor;, for wage rates. There is always some amount
of voluntary unemployment because there are workers who do not want the jobs which are offered
I

to them and are waiting for better opportunities. But, on the unhampered market, unemployment is
more or less a transitory phenomenon. There is no serious problem of unemployment; there is no
mass unemployment prolonged year after year.

I

It is different if- either by government deere~ or by trade union pressure and compulsion -

wages are fixed at a higher rate than that which the unhampered market would have fixed. Then,
the demand for labor shrinks, and permanent unemployment of a part of the potential labor force
results.
The concept of "full employment" is a demagogic slogan if it does not refer to a definite
wage rate. There is but one means to obtain full employment: To abstain from the enforcement of
minimum wage rates higher than the potential markh rates. Mass unemployment is not, as the
I

socialists would have us believe, a phenomenon inherent in capitalism. It is, on the contrary, the
result of the endeavors to sabotage capitalism by go~ernment or trade union coercion.
'

In a country which - like Mexico - is at an eatly stage of its industrialization, the inextricable
II

outcome of trade unionism is disguised. Mexico's l:inemployed are that rural excess population
which could find jobs in industrial plants if trade union action did not put a check on the further
progress of industrialization.
I

It is, of course, a sad fact that market wage rates in Mexico are much lower than in the

United States and in Canada. But neither trade unions nor government interference can brush
'

away the conditions keeping wage rates low. There is but one means to raise Mexican wage rates:
Industrial expansion. Every new plant improves thl standard of living of the Mexican masses by
creating an additional demand for labor. But industry cannot allow higher wages than such as
safeguard the conduct of business. If trade unions are anxious to enforce higher wages, they
prevent the establishment of new plants and the expansion of existing plants. They succeed, it is
true, in raising wage rates for a comparatively small group of workers; but they force, on the other
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hand, hundreds of thousands to remain in agricultural occupations, in which their income is
extremely low, i.e., much lower than it would be if they could find industrial jobs.
Mexican trade unionism is led by men familiar with labor conditions in the United States.
They cast glances of longing at North American wage rates and are convinced that the comparative
exiguity of Mexican wage rates is a proof of the soundness of their endeavors to force upon the
I

employers higher wage rates. They do not realize t~at the only result of their activities is to delay
or to hinder the country's industrial progress and thereby to deprive the greater part of their fellow
citizens of the only means of material improvement;
It is paradoxical that North American labor leaders lament the lowness of Mexican wage

rates and encourage Mexican trade unionism. If the North American trade unions were sincere in
their sympathies with their Mexican "class comrades," they could very efficiently contribute to their
well-being. If they were prepared to abolish the immigration barriers and to permit Mexicans to
compete freely on the labor market of their own coJntries, they would create a tendency toward an
I'

equalization of wage rates between their own count#es and Mexico. Low wage rates in Mexico are
a corollary to the raising of wage rates in the United States and in Canada through immigration
barriers.
It is impossible to industrialize a country in which trade unions have the power to dictate to

the employers the amount of wages to be paid. A businessman planning either a new plant or the
expansion of an existing plant will desist from investing if he has to expect troubles with trade
unions.

'
I'
I

Cheap labor is the only factor which can render Mexican industries profitable. Cheap labor
has to compensate for the country's natural disadvJtages and the scarcity of domestic capital. But
wage rates which are to be considered as very low when compared with North American
conditions are high when compared with the present income of the bulk of the country's
agricultural population. This is what the supporters of Mexican trade unionism do not realize. A
true friend of the Mexican poor should oppose every attempt to impose burdens upon an industry
which is still in its infancy and which will never develop if menaced by the dictation of demagogic
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trade union leaders.
The same is valid for the endeavors of the MeXican government to burden the employers by
II

forcing them to provide housing facilities for the employees and so on. Such measures can benefit
those already employed in the existing plant. But they hinder both the expansion of the already
existing plants and the establishment of new ones. The capital available for investment is scarce.
If a part of it has to be used for the construction of workers' homes, it is lacking for other

purposes.
I

From the viewpoint of the interests of the MeXican masses, both the government's labor
policy and the methods of trade unions must be qualified as detrimental. They constitute the most
serious check on the expansion of domestic production. He who pities the unsatisfactory
economic conditions of a good deal of the nation hllii to endorse a quite different system. Only if
the government and the workers themselves realize that the best way to improve the worker's lot is
not to interfere, by decree or by violent pressure, wifu industrial relations, a change toward better
I
I

conditions can be expected.
Low wages, poor housing, long hours of work, and so on are gloomy things. Every
Mexican patriot and every foreign friend of Mexico ;must deplore this state of affairs. However,
!

there is but one means to obtain an improvement: The progress of industrialization. Only
profitable business can pave the way for a more sati~factory future. What Mexico needs most is
I

the accumulation of domestic capital and the import bf foreign capital. The present policies hinder
both.
This is not at all a plea for the abolition of unions or the curtailment of the right of workers
to organize associations. What is required is the ab~donment of violence, coercion, and threat on
the part of labor leaders. Nobody who is willing to lwork should be prevented from doing so. He
who wants to go on strike may go, but he who wants to work should not be hindered either.
It is the first duty of government to protect the life, the health, and the property of

everybody against any attack and infringement. If the government neglects this obligation,
anarchic disorder arises. It was the most serious failure of almost all governments that they denied
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protection to the entrepreneurs, the executives, and those workers eager to continue their work
I
I

whenever a union decided to go on strike. This weakness on the part of the police power was the
main cause of the deplorable decay of civil liberties and democratic institutions.
Neither should governments resort to arbitrat~on of labor disputes. Recourse to arbitration
is alright in cases which have to be settled according to the provisions of a law or of a customary
I

law. Then the court has to decide in accordance with a general rule; it has to apply this general rule
to the merits of the case in question. But if the workers ask for higher wages than those which the
employers are ready to pay, there is no such general rule available. The decision has to be made
I

according to quite arbitrary standards.

!

In a labor dispute, there are only two parties represented: The employers and the

employees. But there is in Mexico still a third party which, although essentially interested in the
outcome, is not heard at all. This is those Mexicans' who could find jobs in expanding industries
I

and cannot find such jobs if the progress of industrialization is jeopardized by a rise in wage rates
!

above the level which they would attain on an unhampered labor market. They are the forgotten
people.
As a rule, the members of the arbitration court nominated by the employers and those
nominated by the unions disagree with regard to thelcase, and the final decision is made by the
chairman appointed by the government. Arbitration thus amounts to fixing of wage rates by the
I

government. In its further evolution, it results in cohiplete government control of industrial
relations, in freezing employment, and in limiting th~ mobility of labor. The example of the United
!

States and still more that of Germany may be a wariting to labor.

2.

Social Security and Kindred Measures
The pubic discussion concerning social security, housing provisions, and similar subjects is

misled by erroneous assumptions. People believe that a law forcing upon the employer additional
expenditure for the benefit of the employees adds something to the real income of the beneficiaries
I
I
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without any disadvruitage to them. This is, however, a bad mistake.
What counts for the employer is not only money wages paid out to the employee, but the
'

whole cost of employ~ng a man. In calculating and accounting, he must consider all the outlays
'

incurred by hiring lab()r, i.e., not only wage rates, but all other payments required. The
I

contributions for social security, the cost of housing, medical treatment, and so on are for the
I
'

employer parts of the price to be paid for labor. If he cannot reimburse himself for these outlays in
I

selling the products, brtsiness becomes unprofitable and has to be restricted or discontinued
altogether. Workers ar~ discharged; unemployment results.
'

If the law forces ':the employer to make such outlays, the outcome does not differ from that
'

of a decree forcibly

rais~ng

wage rates. It comes to a virtual raise of real wage rates. If this raise

'

goes beyond the level which the unhampered market would have fixed, unemployment results,
industrial expansion is restricted,
and people who could find jobs in industry must remain poor
I
'

peons.

:
I

'I
I

It is, therefore, not: very important whether the employer is entitled to deduct his
'

contributions from the amount to be paid out in cash to the employee or not. The real burden
'

reverts at any rate to the employees. The advantage of the first method lies entirely in the fact that it
'

makes it easier for the em~loyees to grasp the pith of the matter.
I

Social security doe$ not increase the total amount of wealth available for consumption. It
does not add anything to the employee's real income. It only restricts his freedom to spend his
I

earnings ad libitum. It forbes him to provide for illness, disability, and old age, to spend a
minimum for housing and so on.
I

The Beveridge plan ts no remedy against the lowering of the British worker's standard of
;

'

living which will result frorp this expensive war. It only decrees how the wage earner should
I

spend his reduced income. :
I

What is needed is to rbake the public understand these facts. It can be left to the decision of
the wage earners themselves':. whether they wish to be forced by the law to spend a part of their
income for social security.

'
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I

But the legislators have to realize that to force additional expenditures upon the employer,
I

without giving him t~e power to reduce correspondingly the amount of wage rates paid out in cash
'

'
to the worker, only b~nefits
a part of labor. Those discharged on account of the fall of profitability

are injured; so are tho~e who cannot find jobs if industrial expansion is prevented.

3. Cooperative Societies
There was a time when reformers considered cooperative societies as the most appropriate
means to supplant capitalism and to eliminate the profit motive. The most radical advocate of
cooperative combination was Ferdinand Lassalle. He suggested industrial production by
cooperative societies aided by government credits. Other reformers were more cautious. They
recommended cooperative stores and farmers' cooperatives; but not workmen's cooperation in
industrial production.
I

Experience with cooperatives
in the field of production
have proved utterly unsatisfactory.
I
.
No serious economist believes that a cooperative society could successfully compete with private
enterprise. The experiments have resulted in complete failure.
'

In some European bountries, consumers' cooperative succeeded fairly well. But this

success was frequently du7 to open or disguised assistance granted to them on the part of the
'I

treasury to the disadvantag~ of the tax-paying public. While the competing private firms -chain'

stores, department stores, and so on - were heavily taxed or even singled out for discriminatory
!

taxation, the cooperatives ~,njoyed tax privileges. In many cases, the cooperatives could do
'·

business only because the trade unions employed pressure, forcing their members to purchase in
I

these stores.

I
I

Conditions are quite different in agriculture. Farmers' cooperatives are not institutions
I

designed to eliminate private ownership and enterprise. They are, on the contrary, auxiliaries of
independent farmers managing their own or rented soil. They are an expedient device for the
I

promotion of the system of ppvate initiative.
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A liberal government has to maintain strict neutrality with regard to cooperatives. It must
give the cooperatives', a fair chance. It must neither hinder their operation by discriminatory
measures nor grant tliem any privileges. Let them compete freely. The consumers, the public, the
'

nation may decide. H;e who thinks that it is more advantageous to buy in a cooperative store may
'

do so. But the govem,ment should neither further these stores by subsidies or tax privileges, nor
tolerate pressure again,st those who shun the cooperative store.
The economic ~ackwardness of a part of Mexico's agricultural population justifies
I

intervention on the part of the government. It is alright for the government to advise the peons
how to establish and to ,run cooperatives. Even small subsidies for newly formed cooperatives
1

may be advocated. But: it would be a mistake to subsidize them permanently or to grant them tax
'

privileges. It does no good to mask the failure of any institution by such measures. Mexico is not
!

rich enough to indulge ip the luxury of waste.

IX.

CURRENCY AND BANKING
I

'

1.

Currency
Mexico's monetary', history is, like that of all other nations, a record of failures and
'

disasters. But these events of the past do not in any way restrict the country's freedom to adopt in
I

the future that policy whicl\. best serves its interests.
i

I

Monetary troubles af;e never the inextricable outcome of conditions beyond the control of a
I

country's government. They are always the result of a deliberate policy. This policy is sometimes
'

the result of erroneous mon9tary doctrines. But sometimes even a government which is imbued
I

with perfectly sound ideas may prefer monetary troubles as the lesser evil.
Let us recapitulate some fundamental facts concerning currency and credit:
'
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1) Every country, whether rich or poor, can enjoy the advantages of a stable currency and
I

of stable foreign exchange rates. Every country is free to stabilize its own currency system with
I

respect to gold and to' maintain permanently the gold parity of its monetary unit, provided that it
I
I

abstains from

domest~c

credit expansion and inflation. Those backward countries which never

succeeded in launchin'g a circulation of paper money and of bank notes and never tried coinage
debasement never exp~rienced any monetary worries. Monetary troubles are a disease affecting
only nations enjoying '~orne credit.
2) An unfavorable balance of trade or of payments never brings about a monetary impasse.
'

The outflow ofmoney:which they effect is self-liquidating. A domestic shortage of money tends
I

to lower domestic prices and to raise domestic interest rates. The former increases exports and
restricts imports, the laher attracts short term funds from abroad and stops the withdrawal of funds
from the country.
'

3) A permanent,~not self-liquidating outflow of money is always the result of the working
ofthe forces which Gresham's Law describes. If a government endows money of different value
with the same legal tender, the overvalued money drives the undervalued out of circulation.
I

All means for hintlering a rise of domestic prices and foreign exchange rates are useless. If
I

there is no inflation and eredit expansion, they are superfluous; if there is such a policy, they
remain ineffective.

''

5) In the years between the two World Wars, inflation and credit expansion became very
:

popular. (This popularity ',was mostly due to the fallacious doctrines of Lord Keynes. But Lord
Keynes has changes his nl.ind; he nowadays no longer considers stability of foreign exchange rates
as an evil, but as a blessing; the proof is his proposals for an International Clearing Union.) Ageold errors, long since unmksked as such in an irrefutable way by economic science, were revived
and publicized as "modem! approach." The advocates of inflation, credit expansion, currency
I

devaluation, and foreign exchange control arrogantly ridiculed all the supporters of monetary
'I

stability by calling them "o~hodox" and "economic royalists." But they never made any serious
I

attempt to refute the theories which they disparaged.
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The simple tnith was that these allegedly new doctrines were but a rationalization of policies
to which governments were forced to take recourse on account of their political weakness.
'

Powerful pressure groups had succeeded in making prices of many items rigid. This rigidity
paralyzed the workin~ of the market mechanism and thereby brought chaos into the economic
system. The outstand~ng case was that of wage rates rigidity. Trade unions frustrated all attempts
to adjust wage rates toI the amount which would make it possible to employ all those anxious to
find jobs; their intransigent attitude resulted in mass unemployment prolonged year after year. The
governments lacked bbth the courage and the might to attack trade union policies. They preferred
to employ cunning. T4ey expected that currency devaluation would result in raising prices of
consumer goods witho~t raising nominal wage rates, i.e., in reducing real wage rates. Devaluation
'

I

was considered as a means to do away with mass unemployment in spite of the resistance of
I

unionized labor.
I

A government, Vl\eighing in its mind these five fundamental principles, would never have
any doubts concerning its monetary and credit policy. It would resist all temptations to evade
'

monetary embarrassments by inflationary measures. It would unswervingly cling to the gold
I

standard and would not venture to strive after illusory advantages by reducing the gold content and
I

the purchasing power o(its currency unit.
However, the cour;se of world's events has brought about peculiar conditions which require
I

a special policy and raise ~he question whether it is not expedient to take recourse to measures
which would have to be q:ualified as detrimental under other circumstances.
I

The world's paramount nations- the United States and the British Empire- have sold
I

themselves to an inflationl)TY policy. In dealing with Mexican problems, we do not have to
I

question the expediency o~ their procedure; we have simply to acknowledge the fact and to ask
'

what its consequences for Mexico are.
I

On account of the strategic situation, the United States is at the moment the only big and rich
country with which Mexico can do business. Mexico's foreign trade is today mostly with the
United States. This situation changes the aspect of the monetary problems.
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If Mexico keeps to a policy of monetary stability, the exchange ratio between the two

currency systems will result in a continuous appreciation of the Mexican peso and in a
'

corresponding fall of 'the price to be paid in pesos for one dollar. The Mexican exporter will obtain
!

a smaller amount of pesos for the dollar than previously. It is true that he will profit from the rise
i

in North American prlces and earn more dollars than before. But the time lag between the rise of
I

domestic prices (in the U.S.) and the fall of the dollar price (in terms of pesos) may result in a
I

reduction of the amount of pesos obtained for the unit sold and exported. This would bring
'

hardships on an important part of Mexican production.
'

Faced with this problem, the Banco de Mexico has decided to maintain the exchange rate of
'I

the dollar stable. (The slight
fall of the dollar price from 4.859 pesos in December 1941 to 4.851
I
'
1

pesos in December of 1942 is of no consequence.) This means that Mexico joins in North
I

American inflation. Conditions being as they are, it would be preposterous to adopt another
I

policy. But it is obvious that this procedure can only be continued if the United States succeeds in
checking its inflation in a not too distant future. It would be absurd to expose Mexico to the
I

pernicious consequences of a catastrophic inflation. But fortunately there is no danger of such an
I

inflation in the United States.
i

The announcement that the Banco de Mexico will soon allow the free purchase of gold is the
!

proof that the responsible; men are fully aware of the advantages of monetary stability. If Mexico
1

I

reestablishes domestic go~d circulation, it will not only further effectively the evolution of its
1

national economy; it will, :at the same time, set a good example to the rest of the world.
I
I
I

2.

Commercial Bankihg
I
I

I

The main task of coQnnercial banking is to stimulate saving and the accumulation of capital
and thus to provide the funds for an expansion of business. This process is in progress in Mexico.
I

Nothing but an inflation could wreck it.
I

47

Monetary stalJility is, of course, an indispensable requirement for the formation of capital.
Saving is discouraged if the thrifty man realizes that the purchasing power of his savings is
I

shrinking and if the spendthrifts contracting debts are constantly favored by the alleviation of their
burden.
A lot of nonsense has been written about an alleged propensity of some nations for
prodigality. The truth!is that the immense majority of all peoples are ready to turn toward
parsimony if conditions are such that they can expect to enjoy the fruits of their saving. The
I

I

Swiss, the Germans, the English, the French, and other Europeans became thrifty because their
!

countries did not experience any inflation in the course of the 19th century or, if there was
!

temporary inflation (as' in Great Britain during the Napoleonic wars or in France in 1871 ), the
I

country very soon went back to the gold parity of the pre-inflation period. The Austrians, the
'

Russians, and the Balk;}.nese were less thrifty because they had to go through inflationary
I

experiences. If Mexicd clings in the future to the sound monetary policy it has inaugurated, it will
i

promote domestic saving and will not be harassed by "capital-flight."
I
I

Commercial ba~ng in Mexico is rather sound. It will expand in a very propitious way and
I

play a very important ro~e in the building up of a prosperous industry.
I

Under present co:qditions, the Mexican exporter earns North American dollars which exceed
'

the amount of Mexican tiuying in the U.S. It is rather difficult today to import from the U.S.
I

producer's [sic] goods needed for the country's industrial e~uipment. The replacement of
I
I

industrial equipment useq up and new investment have often to be postponed for the post-war
period. This involves coAsiderable risk as the future evolution of the dollar's purchasing power is
I

uncertain.
I

The obvious soluti0n for this problem is provided by the announced changes in the
I

'
country's gold policy. If ~he
Mexican businessman is in a position to keep his funds in gold coins
I
I

or in bullion or in gold balances with Mexican banks, he is safe against a further fall in the dollar's
I

I

purchasing power. Of co*se, funds of this type do not bear interest. But this does not count very
'

much under present money market conditions.
'

'
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It will be verY' advantageous for Mexico to own large gold reserves at the time of the return

to peace.
I

It would be ad'yisable to make this mode of saving accessible to the Mexican workers, both

to those at home and to
those working in the U.S. In their activities on North American farms, the
I
Mexican agricultural workers become familiar with more advanced methods of management than
'

those they knew. They will be anxious to apply similar procedures in their own country, to buy
'

modem tools, to utilize fertilizers, and so on. Their savings will facilitate such plans.

I

I

3. Foreign Capital :
I

Like all other na~ions, Mexico, too, embarked in the last decades upon a policy of fanatical
anti-capitalism. Like J:ith all other debtor nations, this hostility was in Mexico principally directed
I

against foreign capital. \
It is usual in LatibI America to brand foreign capital as a variety of "colonialism" and to view

its expropriation as a continuation of the glorious fight for national liberation and independence.
I

'

However, this way to view things is quite inadequate. It has done a lot of harm to Central and
Southern America.
I

The colonial system of Mercantilism as applied by the European powers to their American
I

possessions in the three ttrst centuries after the discovery was a political scheme of monopolistic
I

I

exploitation. The mother! country enjoyed monopolistic privileges in trade and shipping. The
colonists were second class citizens. The government did not care for their well-being, but for the
I

•

maintenance of their subjugation. The colonies were considered as a source of revenue for the
motherland and its citizen~. The merchants of the motherland derived profits from the sale of
I

colonial products which t~e colonists were forbidden to sell directly to the European consumers.
I

None of these featu~es are present in foreign investments and foreign loans. International
capital transactions are reg4lar business; they benefit equally both parties.
I
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The development of the international capital market was one of the most admirable
'

achievements. Thanks to this enormous capital transfer, the nations which had been slow in
accumulating domestic capital were provided with the means necessary for the exploitation of their
natural resources and \their industries. But for foreign capital, neither Germany nor the Untied
'

States would have succeeded in developing, in a few decades only, their marvelous industrial
I

systems. The capitalists of Western Europe- and later those ofthe United States, too- supplied all
I

other nations with the means
needed for the adjustment of their apparatus of production and
I
'

transportation to modem standards.
I

The repudiation' of foreign debts and the expropriation of the foreign investors on the part of
I

the debtor nations was ,a serious blunder. Its sinister consequences are today and for many years
to come a check for the' development of the countries' material well-being.
I

The pace of MeJdco's economic progress would be slowed down sensibly if the country
would not be in a positipn to get foreign capital. The most advantageous way to import capital was
the system of bonds and of investments on the part of foreign capitalists. It did not interfere with
!

the nation's sovereignty and did not bring the country into dependence of foreign governments.
Mexico had, in the sixties of the 19th century, a very unfortunate experience. But the
1

invasion was not truly motivated by the interests of foreign capital. The adventurous emperor of
'

France could not keep the peace; he was anxious to attack every country which seemed to offer the
opportunity for the acquillition of military glory. He chose Mexico because he expected erroneously, of course - that it would be easy to conquer it.
All the arguments brought forward for the justification of the repudiation of foreign debts
and for the expropriation pf foreign investments would justify confiscation of domestic capital,
'

too.
Mexico needs badly capital for the industrialization and for a more intensive exploitation of
its domestic resources. It pas, therefore, to abstain from measures which could deter the foreign
of capital by its own citizens.
capitalist and hinder the accumulation
I
'
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X. FISCAL

P~OBLEMS

1. Government Spending
The fallacious aoctrine maintaining that heedless government spending is a blessing can
I

easily be disposed of.!

I

With a balance~ budget, the government can only spend what it has collected by way of
taxation. Government expenditure does not add anything to the means available. What the
government spends mbre, the individual citizens spend less. The poor have to restrict their
I

consumption; saving apd capital accumulation on the part of the well-to-do is curtailed.
With an unbalanced budget, additional government spending means either inflation or
borrowing from the capital accumulated by the citizens. We can abstract from the first eventuality.
The second curtails the citizens' capacity to invest to the same amount to which it increases the
I

government's capacity 1to spend.
If some Mexican' capitalists prefer to invest a part of their funds abroad or to deposit it with
I

foreign banks, the nation's interests do not suffer harm. The income derived from these funds
I

increases Mexico's cap~city to pay for imported merchandise.
The government has not the power to repatriate these funds forcibly. The capitalists
concerned avoid an expansion of their domestic investments because they are frightened, whether
rightly or wrongly, by t~e government's anti-capitalistic measures. If they are prevented from
'

investing abroad, they will increase their consumption. A man believing that he will not be free to
'

reap the fruits of his fortUne sees no fault in consuming the principal of his capital.
I

If the govemment;is anxious to induce its citizens to invest all their means at home, it must
I

inspire confidence. It must avoid open expropriation and confiscatory taxation.
If a government has a good reputation, it can borrow money abroad. A foreign loan
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increases temporarily its spending capacity. But borrowing abroad is only a sound policy so far as
'

the government uses the proceeds in a way which increases, for the future, the citizens' earning
I

capacity and thereby 'their ability to pay taxes.
I

2.

Taxation.
The rich nations, foremost among them Great Britain and the United States, have espoused

the principle of confi~catory taxation. Income taxes absorb in some countries 80%, 90%, and
more of high incomes; inheritance taxes, in the higher brackets, absorb the greater part of the
I

estate.
I

Such a policy cannot last. It must be abandoned altogether either by a return to reasonable
rates or by a wholesalb nationalization of private property. It works for the moment because the
entrepreneurs and capitalists believe that it is only a make-shift, and that a radical change will occur
as soon as the war is over.
I
These taxes paralyze the spirit of entrepreneurship. No capitalist embarks upon a risky
!

undertaking if he cannot expect sufficient compensation for the risk of losing. The system of
private enterprise cannot work if there is no reward for success, only a penalty for malinvestment.
It would have been impossible for Mr. Ford to build up his factories if the government had
appropriated the greater part of his yearly earnings. Modem taxation expropriates the rich and
prevents newcomers frpm acquiring wealth. It is an obstacle to economic progress. It
disintegrates the structure of industry and trade.
I
I

A country suffering from an insufficient supply of capital like Mexico must not adopt such
I

suicidal policies. The fj.rst principle of Mexican taxation has to be the aim not to discourage saving
and capital accumulati~n. Incomes taxes have to be kept, even in the upper income brackets, at a
moderate level. Besides, that part of a man's income which is not consumed, but invested, has to
I

be subject to a lower rate
only. Moderation should be applied with regard to all other taxes, too,
I
I

especially to the taxatioh of corporations and of inheritance.
I
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After the war, competition on the world market will be very sharp. It will probably be
impossible for Mexico to levy special taxes on industrial production and on mining. Prudence
would require anticipating these conditions and avoiding any unnecessary increase in expenditure
in order to be able to balance the budget when the abolition of these taxes becomes unavoidable.
It is an obvious fact that the burden of public expenditure must revert to the bulk of the
population. Confiscatory taxation of the wealthy citizens- a small group in every country, a very
small group indeed in Mexico - and of corporations by preventing capital accumulation does more
harm to the masses than good.

XI.

EDUCATION
'

Mexico is a country of an old civilization. Its universities are notablb seats of teaching and
of research. It has succeeded in the last decades in the establishment of an bmcient system of
primary education for the masses. It is anxious to further vocational and tlhnical schools. All
foreign experts are unanimous in the praise of Mexican achievements in thi\s field.
I

However, the economist must warn of the dangers of some trends i4 contemporary
'

education. Germany and France were paramount in the development of tdching and instruction.
But the results did not come up to expectations. Germany is today a nation of barbarians; the
'
'

Germans, once styled as the nation of poets and thinkers, are now a nationi of gangsters. The high
I

state of French education did not prevent a moral and political collapse.

i
I
I

The truth is that the French and the German schools instilled in their; pupils a pernicious
I
i

mentality. The students were imbued with the religion of etatism. They were taught that the state is
I

God, that nothing counts but its power, greatness, and glory. They learneq to despise and to hate
'

all other peoples. The graduates looked down upon the business of private' citizens. Their only
!

aim was to get jobs in the service of the government. The ideal of the Frenchman was to be a
"fonctionnaire," that of the German to be a "Beamter." They were not eager to work; they wanted
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to give orders and to be paid out of funds collected by taxation. They preferred the parasitic life of
a bureaucrat to the industrious life of a plain citizen. They did not care for bything else than for a
career in the daily increasing body of state employees.
i

Corrupt politicians and unprincipled civil servants have ruined the glorious civilization of
Western Europe. The institutions of learning and of education were instrumental in creating the
'

'

vicious mentality which led to the disaster. It is a characteristic fact that mcp1y of the most eminent
harbingers of the new barbarism were professors of the German universitiys or members of the
Acadernie Fran\!aise. Intellectuals have built the houses in which Hitler, Mussolini, and Laval
I
'

lived at their ease. It was a real "trahison des clercs," as Julien Benda has stigmatized it in his
well-known book.
I

A nation which would guard itself against such a catastrophe has to watch its educational
institutions. The youth have to be protected against the arrogant self-conceit which makes them
disparage ordinary business activities. It is true that one of the goals of higher learning is t~ train
people for the correct fulfillment of duties in the civil service. But the first requirement of a
government employee is regard for the individual citizen, for the man wh9se work produces the
means of supporting the nation and the state.

i
i

The worst outcome of the etatist superstition is the habit of consideiiing the "state" as a

I

mythical being commanding inexhaustible treasures, out of which it can spend lavishly. The
i

"state" should do this and this, they say; it should pay more and more for ~arious purposes. It
never occurs to the etatist mind that the state cannot spend except by collJting taxes or by
'

incurring debts or by embarking upon inflation. They do not realize that ~e state which pays is the
citizens themselves and not some mythical Midas.

I

The problems of a balanced budget and of an equilibrated economicI system are not political
'

and technical; they are rather moral and intellectual. If public opinion is cdnvinced that the state has
I

never failing sources of income and that the only decent way to make a living is to get salaries or
I

'

subsidies from the treasury, even a well-intentioned government and parlikent cannot succeed in
making both ends meet.

I
I
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One of the main purposes of education must be to dispel the superstitions of etatism.

CONCLUSIONS
It is a common mistake of our contemporaries to view a country's e9onomic problems
i

I

primarily as a matter of "material" factors and of technical changes. The main issue is intellectual
I

and moral; the spirit is supreme in this field, too.

·

It is necessary to realize the following fundamental principles:

1) A nation's civilization depends on its material well-being. The ribher a nation is, the
easier it becomes for its most gifted sons to achieve great things in every fi,eld of human activity.
The richer a nation is, the more it can spend for an improvement of education and for the fight
against disease.
2) There is but one means to make a nation richer: The increase of production. A man who
i

succeeds in producing more, better, and cheaper renders his fellow citizens a more valuable service
than all promoters of spurious plans for utopian reforms.
3) The accumulation of private capital is not a mischief, but a bless,hlg for the community.
I

The greater the amount of capital available, the greater - other conditions being the same - is the
'

productivity of labor and thereby wage rates. A policy resulting in capital ;consumption or in
II

preventing or delaying the accumulation of capital hurts the interests of the wage earners seriously.
4) Private ownership of the means of production and free

enterpris~

are the foundations of

'

our civilization and of political democracy. The profit motive is the vehicl~ of progress. Modem
science and engineering and modem capitalism are linked together. Neitht:1r aprioristic reasoning
nor historical experience can justify the assumption that a totalitarian system of economic
management could initiate technical improvements.

I

'
The acceptance of these principles in the 19th century made Great Britain
and the U.S. the

richest nations of the world. Mexico has no other way open.

I
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I

The task of civil government is to provide the security needed for th6 steady and continuous
operation of private business. The British and French 18th and 19th century liberals were not
secluded armchair doctrinarians when they recommended laissez faire. It ~as unhappy experience
I

with authoritarian direction of business which prompted their teachings. Today, after half a
century of government interference with business and public control, we c</.nnot help approving
I

their free trade principles.
The German socialist and harbinger of National Socialism Ferdinand Lassalle sneered
'

disparagedly liberal government as a "nightwatchman" and proclaimed "T~e state is God." It is
this superstitious belief in the omnipotence of government which brought l\bout the present crisis
of civilization.
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