Mexico: The Next Success Story of Our Times

Vicente Fox

It is a great honor to be here addressing the leaders of America's largest corporations. I know that most of you have a significant presence in Mexico, and perhaps you are planning to expand that presence.

Today, I want to convey to you a simple fact: Mexico will be different. Mexico in the next six years will lay the foundations for greater prosperity, a prosperity that combined with our democracy will finally create hope for millions of families that today are destitute. A prosperity that will resonate around the world.

Just as Lech Walesa and Felipe González once addressed a group of businesspeople on the coming development revolutions in their countries, I also hope to let you in on a piece of insider information: Mexico will be the next success story of our times.

Some ask, How can Vicente Fox improve upon the economic achievements of the PRI? After all, the PRI was a "pro-business" regime, just as the National Action Party and its president-elect Fox. Mexico under the PRI was a runaway success, Panglossian and out-of-touch economists insist on telling us -- the same economists that lauded the Mobutus, Suhartos, Ceausescus and Marcoses of the world for their meager accomplishments.

I hope to impress upon you all today, that much can be done with Mexico. And that there will be a radical, noticeable difference between my government and that of the previous regime. Our philosophies of political economics and wealth creation are diametrically different between my government and that one which the Mexican people decided to end on July second. All we have in common is our commitment to sound macroeconomics, low inflation and the opening of Mexico to the world.

How is my program different? Broadly, we will:

· We will go from crony capitalism, to economic freedom; 

· from environmental genocide to sustainable development; 

· from a policy of illiteracy to an Education Revolution; 

· from the rule of men to the rule of law, 

· from economic stagnation to broad-based prosperity;

· from a government that serves itself from the people, to one that serves the people; 

· from a one-party dictatorship to a multiparty democracy.

Indeed, these are the eight principles of my economic proposal. They can be summed up as:

1) Economic Freedom

2) Education

3) Credit and Micro Credits

4) Sustainability

5) Free Trade

6) Investment and Savings

7) Social Development 

8) Democracy and Good Government

I will proceed to briefly describe each one.

Principle One: Economic Freedom

Many believe that Mexico is a free country economically. The sad reality is that for Mexico, real progress has been elusive because it is one of the most restrictive and, consequently, restrained economies in the world.

Mexico for now does have acceptable, even laudable, macroeconomic indicators and creditworthiness. But so did communist Czechoslovakia and Nicolae Ceausescu’s Romania. Mexican entrepreneurs not connected to the one-party state face an uphill battle to do business and create jobs.

Of 65 countries surveyed by the World Bank recently, Mexico was the second most restrictive place for new business creation—all 23 African and 20 former communist countries in that survey, including Russia, fared better. The Wall Street Journal, Heritage Foundation and Freedom House all rank Mexico “mostly not free” on economic freedom, and one of the worst places in the Hemisphere to do business. It takes massive bureaucratic procedures and, according to a Freedom House study, one year to legally open a small business in Mexico. We can only call this "Crony Capitalism," not economic freedom.

Economic freedom has been demonstrated to not only grow the economy—but also leads to better income distribution as well as more opportunities for the poor to emerge from poverty and become independent, productive citizens. According to an IMF study, economic freedom also reduces corruption. Tacitus had said this two millenia ago: “The more laws, the more corruption.” Economic freedom and an unwavering support for private entrepreneurship and small businesses should be the first step in decimating the corruption that has defined Mexico in the eyes of the world and that has restricted our progress.

What we will do:

· Broad-based liberalization of new business creation. 
· Streamlining and simplification of laws on investment, ownership and capital formation. In Guanajuato, the PAN governments reduced the number of permits needed to open a business from 85 to only 7 permits in most cases.

· De-monopolization and the granting of more choice to the Mexican consumer. 

· New partnership between the public and private sectors where the first only ensures a level playing field, and the second creates the jobs and opportunities,

· The strengthening of property rights. 

· Economy with a human face: To establish a genuine free market economy centered around the individual, not around the president’s friends and acquaintances. 
Can it be done? Sure. Spain, the Czech Republic, Estonia, Poland, Portugal and Argentina are countries that made the successful transition from stagnant dictatorships to growing free-market democracies. All were in worse shape than Mexico is today when they began their transitions. For example, Argentina since 1982 has created 60% more real wealth per-capita. Spain is about 200 percent richer. Not coincidentally, all the aforementioned countries rank far better than Mexico in the economic freedom rankings.

Principle Two: Education

Goal: To aggressively invest in Human Capital by providing every Mexican child with the means to achieve a minimum of 12 years of schooling, and to institute programs for vocational, technical and other advancements for every meriting adolescent and adult.

Problem: Mexico has unacceptably high levels of illiteracy, unequal access to educational opportunities and lack of schooling infrastructure. As a percentage of GNP, Mexico has spent less on education than virtually all nations with a comparable economy.

Proposal: A Fox government will make education its first budgetary priority—as it did in Guanajuato, where 60% of government expenditures were invested in education. We called this the Education Revolution.
Specifically, our government will:

· Render targeted financial assistance to families that keep their children in school. 
· Broaden the educational mantle to cover all children, regardless of where they are. 
· Increase schooling infrastructure. 

· Increase adult education and vocational training. 

· Encourage the formation of Parent-Teacher Associations, 

· Decentralization and empowerment of local communities. 
· Bring technology to the classroom. 

· Nutrition in schools program. 

Can it be done? Sure. We not only achieved a dramatic increase in enrollment in Guanajuato, but also extensive programs in adult education and efficiency in running the schools. Other nations such as Greek Cyprus and the East Asian tigers emerged from dire poverty and into stunning prosperity by placing education as their number one national priority.

Principle Three: Credit and Micro-credit

Our Goal: To make credit cheap and available for entrepreneurs as well as existing corporations, and to extend credit possibilities to individuals who have never possessed them. Our objective is for every Mexican regardless of social class, income, background and place of residence, to be able to start a business, provide jobs and participate in Mexico’s coming development revolution. Development must come from the bottom-up—from the home, the craftsman’s shop, the farm, the rural community, small businesses and the barrio.

The Problem: Mexico’s banks do not lend to entrepreneurs, project-based finance is practically unheard-of, and the interest rate (around 30% for the average entrepreneur) simply discourages any rational lending. 

While the Mexican governments of the recent past choked the Mexican entrepreneur, they engaged in Soviet-like "gigantism", building large white elephants that created few jobs, wasted many resources and failed to bring prosperity.

The Mexican economist Gabriel Zaid recently calculated that a dollar invested in a small business in Mexico produces twice as much output and six times more jobs than a dollar invested in a large government factory. Ironically, the factory can get credit but the small business cannot. The prestigious daily El Economista discovered that 73% of all Mexican businesses, large and small, do not have access to credits.

The solution lays in commonsensical laws and policies to re-establish credit and the incentive to grant cheap and available credit to businesses and entrepreneurs.

The foundations to ease the banking crisis have already been laid, such as the new bankruptcy law, the opening up of the banking sector to foreign participation and a sensible regulatory framework which should prevent another crisis.

However, to that we must add the creation of social banking in Mexico. Commercial banking is a necessary but insufficient ingredient in providing credit to small businesses and entrepreneurs, especially those that had not previously qualified for it. This initiative will include Communal Savings Banks; Micro-credit programs such as the ones pioneered in Bangladesh and later emulated successfully in my state government in Guanajuato; Regional Small-Business Finance Funds for temporary, targeted regional development assistance to the most impoverished areas; and a Social Banking Institute, which will be a public-private partnership to operate the Social Banking program.

Principle Five: Sustainability

Our Goal: To ensure that Mexico’s growth and prosperity do not deprive future generations from enjoying the quality of life, the environment, and the natural resources; and to lessen the government’s dependence on natural resources to finance expenses.

The Problem: Crude corporatism cloaked in nationalist appeals has provided the ideological mantle for corrupted, predatory and short-sighted exploitation of the abundant national resources of the nation. The U.N. and the World Bank rank Mexico as one of the most dramatic cases of de-forestation, air and water pollution, erosion, uncontrolled urban sprawl, disrespect for biological diversity, and inefficiency in natural-resource exploitation.

What we can do: Invite multinational and non-governmental organizations to help us design and monitor our progress in ecological policies: Unlike the previous regime, we will encourage whistleblowers, not throw them in prison.

We can also use market forces to assist in ecological preservation, such as the development of eco-tourism and encouragement of the exploitation of renewable, non-timber forest resources, coupled with an aggressive re-forestation campaign.

Can it be done? Sure. Canada, Finland, Ireland, New Zealand, Costa Rica demonstrated that balanced and sustainable development can be achieved. Ireland for example, became a prosperous post-industrial economy whose GNP per capita rivals England's, while conserving its “Emerald” status.

Principle Five: Free Trade

Our Goal: Consolidate past free-trade successes while broadening the scope and scale of new trade deals, building institutions and pursuing aggressive domestic reforms to make formal agreements work for Mexico.

The Problem: While Mexico has been successful in signing many free-trade agreements, the benefits have been mixed. 

People soon learned that free trade involves much more than the pomp and circumstance of signing agreements with other nations. You must also reform and strengthen contractual and property rights, courts, capital markets, the availability of credit, and the rule of law. As you saw, small businesses in Mexico got a very raw deal, since they were expected to swim in the rough seas of free trade tied to the shackles of excessive regulation, no credit, no freedom of information and a hostile, predatory bureaucracy.

Can it be done? Sure. Chile, Argentina, Hong Kong, the Czech Republic, Spain, Portugal and Taiwan have greatly benefited from free-trade regimes because they worked not only on signing free trade deals, but also strengthened their institutions, rule of law, and good government, and gave their small businesses every opportunity to compete in this Brave New World.

Principle Six: Investment and Savings

Our Goal: To fulfil Mexico’s untapped potential in attracting quality investments and increase its savings rate.

Problem: Domestic capital flight has been a curse for Mexico, largely defining the previous regime's political economy. Domestic investors seek safe havens for their capital outside the country. According to the U.S. Federal Reserve, Mexicans surpass all other Latin Americans in terms of deposits in U.S. banks.

Despite Mexico’s geographic proximity to the booming U.S. economy, Mexico attracts a relative pittance of foreign direct investment (FDI) compared to its potential. Last year, almost $10 billion in FDI flowed to Mexico, whereas Argentina attracted twice as much—five times per capita—despite its distance from the developed world, strong currency and no NAFTA. Brazil attracted over three times more than Mexico, and Chile, over six times per capita. 

In a survey conducted by the World Bank to rank countries in terms of the ease of new business creation, foreign firms ranked Mexico 65th out of 65 participating countries (which included 23 African and 20 former communist countries).

If Mexico suffers Africa-like conditions, it is because the previous regime pursued policies that can be compared to those of African despots.

What we can do, is finally make Mexico fully attractive for investors. This can be achieved through basic policies Mexico currently lacks: rule of law, de-monopolization, confidence, certainty, guarantees and safety. This will reduce the costs and the uncertainties of doing business in Mexico.

And we have the record to prove it. Despite restrictive federal laws, PAN state governments have been the most successful in attracting total investments to their states, both domestic and FDI.

· We will Broaden the list of sectors where private investment can participate. Namely, the financial, energy, transport, telecommunications and agricultural fields. 

· We will simplify and streamline the laws on investment and property rights
· We will Aggressively seek out FDI. Our embassies and consulates abroad will have a new and more dynamic mandate. Guanajuato under my government was the only state to have trade offices abroad. The Guanajuato Trade Offices are located in New York, Dallas, Los Angeles, Chicago and Hong Kong.

· We will implement tax reform and incentives. The current complicated and arbitrary tax system is not designed to encourage savings nor investments. 

· And we will Reform the pension system. Currently, only 14 million of the 39 million economically active Mexicans are in the Pension Savings System. Chile has financed much of its impressive growth through a commonsensical and ultimately successful Pension System reform.

Can it be done? Sure. Chile, Costa Rica, the Czech Republic, Hungary, Greek Cyprus, Ireland and Wales have not only pursued open economic policies and have succeeded in keeping in domestic capital, but have also aggressively sought out foreign investors with assertive, commonsensical and innovative approaches. And none of them had the privileges and the potential Mexico enjoys today when they began their successful quest.

Principle Seven: Social Development

Our Goal: To judge economic progress with the Quality of Life Index as much as by raw GNP per-capita data; to make literacy, nutrition, healthcare, housing and community as imperative as job creation, investment, economic freedom and infrastructure creation.

The Problem: Mexico fares poorly in many Quality of Life Indexes when compared with countries of its same economic standing. In fact, Mexico’s crony socialism of 1929-1988 to its crony capitalism from 1988 onwards has produced the fourth largest amount of billionaires in the world while over 40 million Mexicans languish in poverty. 

Mexico’s schooling, healthcare, environment, access to clean water, nutrition and transportation services for the poor are woefully inadequate, having suffered from neglect, apathy and poor administration and outright deviation of resources. A graphic way to demonstrate the severity of the problem is to compare Mexico with South Africa.

While having a comparable income per capita to Mexico's, South Africa invests more in health, in education, on rural development, basic infrastructure and on credits to small businesses. The result is that South Africa has, incredibly, almost half of the child malnutrition rate of Mexico, according to the World Bank.

What we will do: Generally, our social development strategy will have three core principles: 1) An increase in the quality and coverage of services, 2) An increase in investments for social development, and 3) Creation of mechanisms to include in development previously excluded sectors.

Can it be done? Sure. Costa Rica, Uruguay, Botswana, South Africa and Antigua are developing or newly developed countries that measure their progress through the well-being of their citizens, and that see good social development policies not as expenditures or charity, but as investments.

But of course, all these investments cannot be made until we take care of the waste, the leaks, the corruption and the excesses. This will allow us to finance a new social policy without deficits.

And finally,

Principle Eight: Good Government

Our Goal: To create for Mexico an honest, efficient, limited government that fulfils the aspirations of its citizens without obstructing their progress

The Problem: Mexico today has one of the most corrupt and inefficient governments in the world, according to unbiased and academic sources such as Freedom House, the World Bank and Transparency International. In the latter survey, Mexico tied Belarus, the People’s Republic of China and Senegal in corruption levels. 

Sadly, the corruption is not the result of lack of training, expertise or worldliness of the leaders—as is the case in many poor countries. Relative to the level and quality of education of the top leadership of the last 18 years, Mexico is perhaps the most corrupt nation on earth. The corruption, in other words, is deliberate. This will abruptly end in the coming years.

What we will do: A thorough reengineering of government, reorienting its philosophy from that of serving an official party to serving the people. Specific steps include:

· Democratization and genuine political reforms. 

· Separation of powers. 

· Federalism and “municipalización” or the empowerment of local government: 

· Openness and transparency: In a recent study, Mexico almost tied Libya and North Korea in terms of freedom of access to government information

· Elimination of censorship and self-censorship as the best guarantee against government abuse

· Elimination of excessive restrictions: As mentioned earlier, excessive bureaucratization breeds corruption. Streamlining of government laws, reduction in unnecessary regulations and standardization of procedures leads to more honest government.

· Benchmarking and Total Quality Management of government services
· An NGO-friendly government. The PAN and the Green Party have always seen non-governmental associations as the lifeblood of democracy
Can it be done? Sure. Mexico can aspire to other countries that today have democracy and good government thanks to efficient and aggressive leadership, but who had recently lacked it. These include Estonia, Argentina, Spain, Poland, Slovenia, El Salvador, Chile and South Africa.

But my party, the PAN, has also achieved it in the states it governs in Mexico. According to an independent study by Mexico’s prestigious Tecnológico de Monterrey university, the six best-managed states in the country are exactly the six states the PAN governs. Those states today enjoy social and economic indicators that approximate the aforementioned model emerging economies of the world. For example, those PAN-run states attract twice as much foreign investment per capita than the Mexican average, and have growth rates to match. Our secret is simply good government and commonsensical policies aimed not at exploiting, but at serving the people.

**********

So, is there a difference between the previous regime and the PAN in terms of how we look at economics? You bet!

The previous regime belongs in the same chapter as Suharto of Indonesia, Mobutu of Zaire, Ceausescu of Romania and Ferdinand Marcos of the Philippines -- what economists call "Crony Capitalism", regimes broadly defined by:

· High barriers to entry into the economy for entrepreneurs

· Lack of judicial and legal guarantees

· Connections rather than enterprise associated with economic well-being

· High proportion of wealth concentrated into few hands

· Corruption at all levels of government

· Widespread monopolies, duopolies and oligopolies

· Laws apply unequally to different groups and individuals

· Credit difficult to obtain by non-connected players 

· Excessive and unclear regulations and laws

· Lack of transparency in government finances and information

My role models, and the role models of the new Mexico that emerged on July second, are the Czech Republic of Václav Havel, the Estonia of Mart Laar, the Chile of Patricio Aylwin, the Spain of Felipe González. These are nations that made the successful transition from stagnant dictatorships to growing free-market democracies. All were in worse shape than Mexico is today when they began their transitions. And all surpassed the pessimistic expectations of foreign countries accustomed to the old stereotypes of these nations. 

Entrepreneurs in those growing economies are not burdened with unnecessary restrictions, and the government acts as their partner. Laws and opportunities apply equally, and reward enterprise rather than connections. If an entrepreneur in Spain or the Czech Republic wants to open a business, she can do so within the week. I remind you of that Freedom House study -- for the Mexican entrepreneur, it takes a year if she wants to follow the existing sea of laws and regulations. This is simply unfair and unacceptable.

Will all this reflect itself in foreign investment? Absolutely. If Chile attracted last year over six times more Foreign Direct Investment per capita than Mexico, being so far away and with no NAFTA, imagine what a well-managed Mexico with a good government can do.

The NAFTA partners also have to begin thinking long-term about a common market, so that goods, capital and labor will be freely exchanged. For this, we want Mexico to deserve this standing so as not to burden our trading partners. Hopefully, Mexico can grow enough in the next 20-30 years so as to close the massive disparity that would make a common market today absurd. After all, Spain and France 25 years ago had wide income disparities, and today share a very successful Common Market. Poland, the Czech Republic, Slovenia, Estonia and Hungary today have similar per-capita incomes than does Mexico, yet they are scheduled in the next five years to join the European Union, which has per-capita incomes similar to the United States.

Will we make progress towards making Mexico the next Chile or the next Poland? We certainly will. However, let us remember that Mexico today is in poor shape. I see my presidency more than anything as the beginning, as a transitional government that will lay the foundations for future prosperity. However, as the Chinese proverb says, every great journey begins with one step. My government will be that first step.

My commitment is to jump-start a new “Mexican miracle” of growth and employment.

Mexico will be the next success story of our times.

¡Viva México!




























