plans covered by the language in §1129(a)(11). It is important to note

further that fhe Case doctrine survives and Is applicable only to a
dissenting class.

[f a plan proponent cannot meet the test of §1129(a)(8) and a party
petitions the judge to confirm the plan under §1129(b)(25, other parts
of Egig_are resurrected, but in a very limited fashion: +that is, only
as to cover the rejecffng class.. As fo that rejecting class, the Judge

must be convinced that the plan Is fair and equitable under the language
of §1129(b).

Obviously, in a complex corporate reorganization case, there will
be occasions where plans must be resolved through the Judicial process
rather than through acceptance by the majority holders of each class of
claims. Chapter 11 provides a judicial standard to solve such problems.

«

-—Walter Ray Phi ips

1V, NORTH AMER{CA

ECONOMIC DISLOCATIONS [N THE U.S.-MEXICAN BORDER REGION - This is
the most dynamic period along the U.S.-Mexican border since the raids
and alarms of the 1910 Revolution in Mexico. While a new Pancho Villa
or Emiliano Zapata has yet to appear, and while no grito has announced
the beginning of a new revolution, the conditions along this 1200-mile
frontier have been so exacerbated by the worldwide economic recession
and by Mexico's and the United States' own: particular brand of economic
woe, that rumors of revolution and of economi¢ raids have become stan-
dard items of periodic border gossip.

The background for this genera! tension has been widely publicized.
The U.S. economy is .in the worst position of nearly two-and-a-half gen-
erations. Mexico, during a brief period of oi! prosperity, enjoyed an
equally brief but massively publicized a++emp+ to meet the promises for

social change made during the 1810 and 1910 revolutions. Then the




Mexican economy was staggered by recent reversals when its oil revenues
fell drastically short of earlier projections. Results were an infla-
tion rate estimated at nearly 100%, the inability fo meet commitments on
$80 billion in foreign debt, two separate and disastrous peso devalua-
tions, the nationalization of the country's banks, and a necessary but
bitterly resented agreement with the International Monetary Fund which
kept the country solvent but clearly pointed out that the promises for
social reform had once again been set aside for the foreseeable future.

The conditions existing in either Mexico or the U.S5. are sufficient
to cause serious problems in local economies, such® as high levels of
unemp loyment, business fallures, and other personal dislocations. How-
ever, when the conditions of both economies are combined, as is cur-
rently happening on the U.S.-Mexican border, the situation becomes even
more complex and potentially grave. Recent news releases provide a

summary of some of the economic complexities of the region.

In a recent Wall Street Journal article entitled "Mard Times at
Home Cause More Mexicans to Enter U.S. 1llegally," border patrol deten-
tions for the past two to three months were reported up as much as 70~
90% over the same period last year (Wall St. J., 11-17-82, pp. 1+).
Interviews with detainees indicate that economic conditions in Mexico
are a significant push-factor towards illegal immigration. Estimates of
unemp loyment in the immediate border region run as high as 25% on the
U.S. side and 40-45% in Mexico. More layoffs and restrictions of work

hours appear imminent. While many individuals crossing the border unof-
ficially are aware that the United States is going through difficult
economic times, théy feel conditions cannot be nearly as bad as those at
home, and point to the widely publicized 10% unemp loyment rate in the
U.S. as an indicator of relative prosperity as compared to their own
positione.

in another release, the Commerce Department indicated that the
Mexican economic situation may be partly responsible for the record U.S.
trade deficit this year, because of the significantly reduced purchases
by Mexicans of goods from the U.S. (J. of Commérce, 11-29-82, p. 3A).
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An example of the complexity of this condition is the border import-

export liquor business. Thousands of dollars of liquor (Scotch, Vodka,
and Drambuie) are imported from overseas each month by custom brokerage
houses along the U.S. border and sold, duty-free, to the hunﬂreds of
curio shops In Mexican border towns. U.S. tourists then cross the bor-
der to purchase this Iiquor. Some high-prestige beverages cost from
one-~third to one-half less than the U.S. price. When the bottles cross
back intoc the United States, a nominal state tax is collected for each
bottle. A profit is made at each stage of the transaction (U.S. to
Mexico to U.S.), and the tourist gets a bargain buy on liquor. However,
current economic problems, especially the freezing of dollar accounts
and the restriction on the use of dollars to purchase import goods, have
caused havoc with this back-and-forth trading system. Lack of dollars
to replenish their stock has caused the closure of some of the Mexican
curio shops, which in turn has caused increased inventories, reduced

cash flow, and in certain cases, closure of U.S. brokerage businesses.

The retail trade and real estate markets along both sides of the
border are also sensitive indicators of current conditions. During 1980
and 1981 the retail trade and the real estate markets along the U.S.
border were in an enviable position compared with those markets in the
U.S. as a whole, and this prosperity was mirrored in the retal| business
of the Mexican zona frontera. The retail trade of any U.S. border town
ran as high as 50-60% trade with individuals crossing over from Mexico.
The most popular items were clothing and electronics equipment, both of
which could be taken back into Mexico fairly easily in ways that circum-
vented the high import tariffs or other restrictions attached fo pur-
chasing these items in Mexico. The dealers with the highest sales vol-
umes in the United States for such electronic equipment as Sony, Hita-
chi, and J.V.C. are located in relatively small border towns.

While the retail trade of a year or two ago reflected the compara-
tive prosperity in Mexico, the real estate trade presaged current condi-
+ions. Rumors of devaluation and stricter economic controls in Mexico

caused many Mexican nationals to purchase homes or property in the U.S.,

and real estate sales in the border region boomed at the same time a




general slowdown was occurring elsewhere in the U.S. The price of con-

dominiums in border resort areas, such as South Padre !sland, rose
rapidly and triggered the construction of new projects.

In August the new monetary situation turned both retail and real
estate sales around 180 degrees. The first devaluation, on August 5,
merely slowed down both processes. Memories of successful business
recoveries from the 1976 devaluation kept the genera! business climate
in a guardediy optimistic mode by encouraging the belief that conditions
were temporary and would adjust. But the second devaluation, the cur-
rency restrictions that accompanied i+, and the nationalization of the
banks turned optimism to pessimisme The effect of these conditions has
been extensive layoffs in nearly all U.S. border town retail stores, as
well as in Mexican border stores. In the real estate market, there is
now a glut of houses and condominiums for sale, since many Mexicans who
were purchasing condominiums could not get dollars out of Mexico to make
their péymen'l's- Some beach property is available for the price of a
token cash payment to the owner and the assumption of monthly payments
on the existing loan. Some real estate brokers report not having sold
any houses above the vatue of $30,000 for the past three months. And
even such relatively broad-based retail stores as Sears and J. C. Penney
(with significant sales to local, as well as Mexican, customers) Indi-
cate that pre~Christmas customer volume may be as much as 70% below that
of a year ago, showing the combined effect of the reduced trade from
Mexico and consequent layoffs and reduced trade from the U.S.

Perhaps the best indicator of current border economics is the over-
night creation of hundreds of casas de cambio (unofficial entrepreneur-

fal dollar/peso exchanges) in all the U.S. border towns. The major
impetus behind these enterprises has been the divergence between the two
fixed exchange rates of 50 and 70 pesos per dollar maintained in the
interior by the Mexican government and the free~dollar trading rate that
has hovered around twice the fixed 70-to-1 rate (Wall St. J., 10-12-82,
pp. 1+). I+ has been widely speculated that the free-dollar exchange
rate along the border will soon ciimb to 200-to-1. This situation has

made it possible for a large number of entrepreneurs to set up a highly




prafitable exchan:

ge business with a very l|imited capital Investment.

the hoods of cars or on small aluminum picnic tables, but the suecessful

enterprises are now likely to occupy "respectable" portable metal sheds
or, in some cases, even more portable recreational vehicles. And while
price wars and volatile rates distinguished the early stages of this
system, the situation has recently become more stabilized. Most of the
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rather than by established financial institutions -- a situation that
creates nearly endless di§cussion and rumor about both the economic and

the poliﬂcallconsequences of a nearly archetypal local free enterprise
system.

On the positive side, the peso speculation has helped a number of
border businesses in both the U.S. and Mexico that might otherwise have
failed. The manipulation of exchange rates in order to turn a profit
can be quite complex. For example, some businesses in Mexico continue
to be able to sell products for dollars. These dollars are taken to the
U.S. and sold for pesos in a casa de cambio. The pesos are then
recrossed, carried into the interior of Mexico, and used 1o purchase
goods for sale at prices reflecting the fixed peso rates that obtain in
the interior. These goods are transported to the border and, to com-
plete the cycle, are sold either for dollars or for pesos at black-mar-

ket prices available in some border regions.

As this article Is going to press on December 20, the peso has just
undergone another serious devaluation. The Mexican government has now
established a three—-tier system of 50-to-1, 95-fo-1, and a legal free-
floating rate, reportedly now at 150 or more pesos to the dollar. While
the consequences of this latest devaluation and exjchange system cannct
be predicted with precision, certain conclusions may reasonably be
drawn. Most immedia‘fély, the retail business on the U.S. side of the
border, with but five days remaining before Christmas to salvage the
year ~from economic disaster, has surely been dealt a devastating blow.._
This will contribute to the negative psychological impact of the devalu-
ation on border business generally, the effect of which is likely to be
felt far info the new year. The expectation of a 200-to-1 exchange rate
will probably be moved up from six months to perhaps a few weeks away.
With the floating rate now legalized, U.S. banks may decide to move back
into +he exchange business, thus eliminating the entrepreneurs.
Finally, those businesses that manage to survive and prosper will become
increasingly reliant on .exchange-rate speculation and manipulation o
turn a profit, and their well-being will most likely come at the expense



af Tndividuals in the Interior of Mexico, who must pay the price faor
that manipulation.
|

Chvious |y, the potentia for protit and for disastrous loss +had

{Fal

comas from manipulating the current situation eon the border or tailing
to do so Is enormous. For all practies| purposas the Mexican border

reglon == fa frontera, as 1t is called in Mexi — and the border zons
—ml e T

In ways often unknown

of the United States are Inextricably Intertw
to or Tgnored

by policymakers of both nations. Most of the policiez and
selutions to financial preblems In bath nations are directed at the
conditiens Tnhsrent in their respective central regions. Becauze border
conditions differ markedly and are generally left out of the declslion

process, The policies adopted offen exacerbate existing problems. This
situation should not be allowsd +o persist. In %he future, policymaskers
must address the different dynamics in the bordar regicns In order +o

implement remedial actlons that will reduce the serious problems present

there today.




