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Introduction

This proposal lays out a philosophy of economic change and reform for Mexico, a nation emerging from one-party rule, corruption and stagnation. Vicente Fox is the candidate of Mexico’s largest pro-democracy party, the PAN, in alliance with the Green Party of Mexico. Our aim is to make Mexico a prosperous, free and democratic nation, proud of its past and confident of its future.

Goal: To achieve sustainable economic growth at 7% annually towards the end of the Fox six-year presidency, while improving the distribution of wealth and ensuring continued macroeconomic stability.

Problem: Mexico’s per-capita living standards today are where they were 25 years ago. Real wages for the vast majority have declined over this same period. Mexico has 40 million poor, and 26 million people in extreme poverty. Millions of Mexicans have had to emigrate to survive—both to the urban areas and to the United States. Income distribution is one of the worst relative to similar countries. The exchange rate has been repeatedly battered, and investment is below its potential.

Diagnosis: Populist economic policies, corruption, one-party rule, illegitimate governments, and a general disregard for the kind of policies that could help sustain long term growth and prosperity have sapped Mexico’s great potential for growth and prosperity. Mexicans are very hard working people, and the country’s economic problems are due exclusively to mismanagement by the existing regime.

Proposal: To establish the right partnership between the public and private sectors, in order to achieve real and sustainable growth of 7% towards the end of the Fox six-year term. Fox will lead Mexico’s first legitimate government in decades, which is the first step in ending the recurring macro-economic crises that have collectively erased many years of hard-won progress and wiped out the middle classes.

Role Models: There are examples of countries growing at 7% or more a year with the right policies. Not only the “Asian Tigers” throughout the last 40 years, but also other nations such as Poland, Spain, Argentina, Estonia and Chile. Our role models will especially be countries that made the successful transition from stagnant crony dictatorships to growing free and just market democracies.

The target growth rate is ambitious. But it is also the minimum required to make substantial progress in reducing Mexico’s unacceptable high levels of unemployment and poverty as we start the XXI century.

The Alliance for Change will replace the existing crony capitalism and kleptocracy with a genuine democratic free-market that will prepare Mexico for participation in this global economy.

Since Vicente Fox was governor of Guanajuato, the state’s achievements will be highlighted in order to provide a blueprint for the rest of Mexico.

How is this program different from what Mexico already has? A Fox government will:

1) make Mexico an economically free country and end the PRI’s crony capitalism,

2) invest aggressively in education and human capital,

3) make credit inexpensive and available,

4) make development ecologically sustainable,

5) reform the internal structures that will make Mexico a true free-trade regime,

6) institute incentives to increase the savings rate, plus make Mexico more attractive for foreign and domestic investors,

7) recognize that quality of life is as important as raw GDP per capita growth,

institute a legitimate and good government, which will re-define its mission from that of serving a one-party kleptocracy to that of serving the common people of the Republic.

Eight Principles of Prosperity …

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

…form a Virtuous Circle
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Principle One: Economic Freedom

Goal: To make Mexico an economically free country; to achieve a balanced, equitable, sustainable development where quality of life and human dignity are the guiding principles.

Problem: Mexico is not an economically free country. While Mexico for now has an acceptable macroeconomic environment and external creditworthiness (as did Communist Czechoslovakia and Ceausescu’s Romania), entrepreneurs not connected to the one-party state face an uphill battle to do business and create jobs. The conditions under which Mexican entrepreneurs are forced to work speak for themselves:

Table: Joe and Jan vs. José

	Micro-Economic Conditions
	United States
	Average of 6 Middle-Income Reforming Democracies*
	Mexico



	Licenses and procedures to open new business a, f
	1-2

(one day to complete)
	n.a.
	45

(one year to complete)

	Economic freedom rating (FH) a
	“Free”
	“Free”
	“Mostly Not Free”

	Economic freedom rating (WSJ/HF) c
	“Free”
	“Mostly Free”
	“Mostly Not Free”

	Economic freedom ranking c
	6th/161
	35th/161
	85th/161

	Small businesses with no access to credit g
	n.a.
	n.a.
	72%

	Freedom of information ranking d
	3rd/189
	58th/189
	182nd/189

	Press freedom rating a
	“Free”
	“Free”
	“Partly Free”

	Corruption ranking (inverted) h
	18th/99
	38th/99
	58th/99

	Competitiveness ranking (IIMD) e
	1st/47
	34th/47
	36th/47

	Cost of local call (U.S.$ per 3 minutes) b
	0.09
	0.08
	0.14

	Small business safety from crime ranking b
	n.a.
	32nd/65
	64th/65

	Ease of new business creation ranking b
	n.a.
	6th/65
	64th/65


Sources: a Freedom House, b World Bank, c Wall Street Journal/Heritage Foundation, d Universidad Iberoamericana, e International Institute for Management Development, f Consejo Coordinador Empresarial, g El Economista and h Transparency International.  *Poland, Czech Republic, Estonia, Hungary, Chile and Argentina. Except the competitiveness rankings (Estonia not surveyed), and the last two categories, where Chile and Argentina were not surveyed. Note: All six countries plus Mexico are classified as “Upper Middle-Income” by the World Bank.

In addition, Mexico is not free in labor rights. Workers are not fully free to unionize. The official “unions” serve as pillars of the party-state.

Diagnosis: If indeed 80% of new jobs are created by small- and medium-sized businesses in a healthy economy (as in the U.S.), then Mexico’s chronic poverty in part can be explained by its restrictive micro-economic environment. 

The one-party regime, while creating billionaires among its ranks, declared war on the Mexican entrepreneur

The lack of economic freedom is no accident. The political economy of the one-party system largely depends on special favors and concessions, and the ensuing cooperation and even complicity of economic actors. Economic freedom would weaken the PRI hold on power and resources. As many countries have proven, this situation could be corrected relatively fast if the political will existed. But the PRI has neither the legitimacy nor the will to create a free market, as it would decimate its “crony capitalism.”

Role Models: Spain, the Czech Republic, Estonia, Poland, Portugal and Argentina. These 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. Mexico on the other hand, enjoys today the same living standards it did in 1970. Not coincidentally, all the aforementioned countries rank far higher than Mexico in the economic freedom rankings. In fact:

According to World Bank data, new business creation is harder in Mexico than it is in Russia, Uzbekistan and Nigeria

Proposals: 

· Broad-based liberalization of new business creation. Mexico’s unnecessarily restrictive economic and business environment, which only serves to perpetuate dependence on special “favors” and “exceptions” so selflessly granted by the one-party state, will be swiftly reformed. That is why Mexico has a high proportion of its entrepreneurs working in the “underground economy.” Opening and running a business in Mexico should not be any more difficult than it is in the United States.
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    Source: Wall Street Journal/Heritage Foundation

· Streamlining and simplification of laws on investment, ownership and capital formation. As Tacitus said, “the more laws, the more corruption.” In Guanajuato, the PAN governments reduced the number of permits needed to open a business from 85 to a maximum of 36—but in 80% of the cases, only 7 permits are now needed.

· Support for small- and medium-sized businesses, making credit available not only to traditional corporations or qualified entrepreneurs, but also to honest and deserving communities and individuals that normally would not qualify for credit. The Micro Credit System of Bangladesh was of special inspiration to our program in Guanajuato, with thousands of women becoming successful entrepreneurs.
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Source: INFO, using data from the ENEU of INEGI [image: image24.wmf]
· De-monopolization and the granting of more choice (and therefore better prices and services) to the Mexican consumer. Monopolies and the granting of monopoly licenses has long served as a cash machine to finance PRI campaigns, while imposing a heavy tax on the whole economy, forcing Mexicans to pay more for the same service than Americans (or Czechs, Argentines and Spaniards for that matter). This is unacceptable.

· New partnership between the public and private sectors, where the latter acts as the main growth engine while the former ensures the framework for efficient market operations with clear and transparent rules. This includes updating the commerce, investment and trade codes and competition legislation, so as to minimize the discretionary powers of the regulatory agencies.

· The strengthening of property rights. In Mexico, the vagueness of property rights has traditionally been used to inspire fear and insecurity in those that occupy the land—the millions of campesinos that live in marginal conditions, for example. A Fox government will strengthen property rights so that citizens can have real ownership of their land, to secure more investment and to create a dynamic market without fear of confiscation or “redistribution.”

· Economy with a human face: The establishment of a genuine free market economy centered around the individual, not around the president’s friends and acquaintances. The PAN is unique in Latin America in that it has always believed that free markets are the best solution for prosperity. However, good management, targeted and temporary assistance for the most needy and human development must accompany any market-oriented strategy.
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· Spending the fruits of prosperity on the most needy. Instead of massive subsidies, which only tend to create arbitration and corruption opportunities among the police, bureaucratic and political classes administering such privileges, a Fox administration will use direct transfers and the creation of targeted programs to benefit the most needy without creating economic and incentive distortions.

· Reform labor relations laws, to protect the rights of Mexican workers while bringing labor legislation up to the standards of modern law-abiding nations and Mexico’s NAFTA trading partners.

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.

Diagnosis: No developed or newly-developed nation has achieved this status without an aggressive emphasis on education. The lack of education is perhaps the largest bottleneck in Mexico’s development today, stunting progress in everything from civil society formation to attracting foreign investment.

   Table: Years of schooling for average Mexican child today

	Region
	Years of schooling

	All Mexico
	7

	Chiapas
	3

	Northern Mexico
	8.5




   Table: Dropout Rate in Mexico

	Schooling level
	Dropout rate, year 1=base

	Elementary school (by 6th grade)
	26%

	Middle school (by 9th grade)
	46%

	High school (by 12th grade)
	90%


In other words, only 10% of children finish 12 years of schooling in Mexico.

Research by the Inter-American Development Bank concluded that education plays by far the largest role in reducing inequality.

The main reasons for the high dropout rate are financial: Families do not have the resources to keep their children in school. In addition, the opportunity cost of having those children in school is greater than the meager income the families derive from putting the children to work. This is the sad tale of most Mexican families. In addition, the “revolutionary” governments have simply not placed an emphasis on education—they had other priorities in mind.

Role Models: Singapore, Malaysia, Taiwan, South Korea, Costa Rica, Greek Cyprus. These are countries that placed an obsessive focus on education and emerged from poverty and into prosperity in just two generations.

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, a Fox government will:

· Render targeted financial assistance to families who keep their children in school. The main reason for the high dropout rate is the financial situation of families—and their opportunity cost of keeping their children in schools. The PAN in Guanajuato gave out 163,600 scholarships in four years. Again—60% of the budget went to education!

· Broaden the educational mantle to cover all children, regardless of where they are. In Guanajuato we pioneered “Video-schooling” to reach children in isolated towns and rural communities


Source: Projections of the Directorate of Evaluations,

with data from the DGPPP of the SEP

· Increase schooling infrastructure. Mexico has few and inadequate investments not only in physical assets but also in modern teaching methods. Though the population is no longer growing rapidly, many adolescents are turned away from higher education because there are simply not enough institutes to train and educate them.
· Pedagogic training for teachers. Here, Guanajuato also showed the way by pioneering training via satellite of more than 2,500 teachers

· Increase adult education and vocational training. Adults learn faster and are often more motivated to finish their degree. An Institute of Permanent Education will be established to not only provide a basic education to adults, but also to teach them skills and pair them up with businesses and industry

· Encourage the formation of Parent-Teacher Associations, PTAs. As a Fox government will rely more on the localities and municipalities to administer the educational revolution, the “oversight” mechanism to demand accountability and monitor progress will be not bureaucracy but civil society—specifically, PTAs. Guanajuato created 3,178 PTAs under the PAN administration

· Decentralization and empowerment of local communities. Specifically, the Fox government will delegate responsibility to the lowest competent level, and institute measurement and standardization mechanisms (“What gets measured, gets done” as W.E. Deming used to say) to monitor their progress and even introduce a measure of healthy competition among them

Sources: SEP, XI Census, National Institute for Adult Education
· Bring technology to the classroom. As mentioned, education via satellite was a success in Guanajuato—it can revolutionize education in Mexico as a whole too. In 1996, there were only 256 computers in the public schools in the state. In 1999, there were 10,000

· Nutrition in schools program. So that children of scarce resources can obtain the maximum possible benefit from attending school, a Fox government will provide free or subsidized meals to the poorest public schools.

A Fox presidency aims to spend 7% of GDP on technology investments and education

Principle Three: Credit and Micro Credits

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. The PAN does not believe that “trickle down” works in Mexico—making already rich people even richer. Development must come from the bottom-up—from the home, the craftsman’s shop, the farm, the rural community, small businesses and the barrio.

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. As a recent U.S. Senate report mentioned, Mexico’s economy is “running in place” essentially because credit is extremely hard to come by, and prohibitively expensive. Economists believe this restrictive credit system robs Mexico of two percentage points of potential growth annually.

Diagnosis: The banking crisis was a direct result of the PRI’s political economy. The Mexican banking sector never recovered from its (illegal) nationalization by the PRI in 1982. Its re-privatization in the early 1990s was conducted irresponsibly and with non-transparent, corrupted procedures. The banks then mutated into institutions that lent to political cronies and ghost companies, then President Zedillo and the PRI attempted to pass the resulting bad debts to the Mexican taxpayer (through a scheme known as “Fobaproa”). But the PRI unexpectedly lost its majority in the lower house of Congress, and the PAN and other parties thwarted this scheme (the cost of recovering the financial sector is 20-25% of GDP—equivalent to all federal government spending in 1999), and replaced it with a far more transparent and just system to save the banks (IPAB). The PAN and other opposition parties were commended for uprooting the seeds of another financial crisis. Deutsche Bank in particular commended the PAN for its “altruistic” work in the banking reform.

However, the de-capitalization of the banks, the PRI’s pre-IPAB “bailouts,” the 1994 financial crisis (which made the repayment of many loans impossible), and the continued lack of transparency has created a culture of impunity and non-payments. This translates into a reluctance to lend and the ensuing high interest rates.

Role Models: Spain, Italy, Bangladesh. The first two financed much of their development and launched many small companies through Social Banking programs. Half of their deposits are in savings banks. Bangladesh spearheaded an interesting program (which Fox emulated in Guanajuato) to give micro-credit to previously excluded entrepreneurs, and with great success.

Proposals:

· Launch Social Banking. 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. A Fox presidency will launch Social Banking in Mexico, so that all Mexicans can have access to savings, credit and capital. The Social Banking program will have the following components:

1. Communal Savings Banks, institutions where families, small businesses and the young can keep their savings. These savings today stay under the mattress instead of being used to finance expansion, job creation and progress in local communities. These Communal Savings Banks have existed for half a century but have not received an impulse for their development. They have been limited by the lack of a legal framework and oversight to ensure the safety of deposits. Fox is a firm believer in the Cooperative Movement for Savings and Credit, and will take it nationwide.

2. Micro-credit. There are millions of men and women who are self-employed to survive and to feed their children—who possess a few chickens, make tamales or sell used clothing. These energetic, frugal and hard-working Mexicans do not currently have access to any credit opportunities, and are often victims of speculators or loan sharks. Fox’s commitment to these restrained entrepreneurs is to create a National Micro-credit Program that will give them not only financing, but dignity. They have said so: They don’t want handouts, they want opportunities.

3. Regional Small-Business Finance Funds. State governments will have the task of promoting targeted regional development to the most impoverished parts of their state. A Fox government will launch in every state these Funds, which will include not only credit but also technical expertise and know-how to kick-start development and job creation in the most challenged regions.

4. Social Banking Institute. This public-private partnership will seek to operate in the most professional manner the Social Banking program.

5. Civil society organizations—NGOs. No government by itself can achieve the task that lays before us in Mexico. In the granting of credits to the previously excluded, a Fox government will seek to create not only public-private initiatives, but also work with new and existing civil society organizations to better supervise, recommend and implement solutions.

· Fully legalize and encourage foreign participation in the financial sector. Though some reforms were reluctantly passed by the Zedillo government to allow foreign participation in Mexico’s banks, the lack of guarantees, the remaining obstacles and the poor reforms have not attracted large amounts of fresh foreign capital into Mexico’s banking sector.

· End the impunity connected with Fobaproa. The PAN in the Congress led the replacement of Fobaproa with the IPAB, which also attempts to guarantee depositors but with more transparency to weed out the frauds and the cronies who took advantage of the chaos for personal profit. The PAN has demanded that the PRI return the funds that through Fobaproa were used to finance their campaigns—including that of President Zedillo.

· End the culture of non-payments. The main reason for the prohibitively high interest rates and the reluctance to lend on the part of the commercial banks, is the vague legislation that in effect rewards a culture of non-payments. In order to return the banks to their proper role, it is necessary to pass modern bankruptcy and re-financing laws in order to give banks the possibilities to be paid or “take-up” the guarantees, thereby reducing their risk exposure.

Principle Four: Sustainability

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.

Problem: As many other PRI policies, its political economy has been predatory, has damaged the environment, and has used the abundant natural resources of the country for the benefit of the few.

Diagnosis: The autarchic political economy of the past 70 years has placed natural resources in the hands of political appointees and not with genuinely productive sectors of the economy. 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. Mexico suffers today from de-forestation, air and water pollution, erosion, uncontrolled urban sprawl, disrespect for biological diversity, and inefficiency in natural-resource exploitation. For example, while Mexico enjoys a surplus of hydrocarbons, the Mexican consumer pays 70% more for a liter of gasoline than does the United States consumer, most of whose hydrocarbons are imported. 

Despite Mexico’s abundant natural resources, the Mexican people have the same living standard and a worse quality of life than they did in 1970

An additional curse of Mexico’s abundant resources has been the government’s dependence on their exploitation and commercialization at the expense of building a sensible and sustainable economy based on industry, trade and agriculture.

Role Models: Canada, Finland, Ireland, New Zealand, Costa Rica. These are countries that have achieved balanced and sustainable development, that have involved international organizations, NGOs as well as industry in pursuing a rational use of their resources, and whose exploitation of such resources has not lessened their focus on developing industry, trade and agriculture. Even while having the most trees per capita in Europe, Finland fully participates in the information age and hosts Europe’s second-biggest company, Nokia. Ireland jumped directly from a pre-industrial to a prosperous post-industrial economy, all the while conserving its “Emerald” status.

Proposals:

· Invite the World Bank, the FAO of the UN, and NGOs to observe, monitor, and recommend programs and solutions for Mexico’s current deforestation, desertification and erosion challenges. The PAN and the Green Party see these institutions not as enemies, but as partners.

· Place emphasis in inviting high-tech industries to invest in Mexico. Ireland proved that an emphasis on education, an open door, a privileged geographic position and sensible policies can result in rapid and sustainable prosperity—jumping in only one decade from an economic backwater to the Emerald Tiger, attracting such non-polluting companies as Microsoft and Intel, plus hundreds of service-oriented companies. Ireland today is almost tied with England in per-capita GNP—something inconceivable just a generation ago.

· Find alternatives for deriving power from sustainable and clean sources. The restrictive laws that prohibit private capital from entering the petrochemical and electric sectors has stunted possibilities to find more sustainable and clean sources of electricity for Mexico’s growing needs. President Zedillo’s shy attempts at reforms were cancelled after opposition from within his own party.

· Use market forces to assist ecological preservation. The development of “eco-tourism,” so successfully pioneered in Costa Rica, shows that market incentives and ecological preservation can be symbiotic. Other examples include allowing the sustainable use of non-timber resources from the forests, so that farmers will derive an income from preserving the forest and its trees intact. In fact, like Costa Rica, Guanajuato under Fox attracted resources from international organizations to develop ecological programs. We will work at the federal level in this direction as well.

· Begin an aggressive reforestation campaign. Guanajuato under Fox saw the planting of 23 million trees, by both government agencies and NGOs. This program will be expanded federally to cover all the forest states.

Principle Five: Free Trade

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.

Problem: While Mexico has been successful in signing many free-trade agreements, the benefits of what U.S. Senator D.P. Moynihan aptly called “free trade with an un-free society,” have been mixed. In the rush to negotiate deals for political stature, the one-party regime, which is essentially an illegitimate government, refused to compliment those formal international agreements with domestic reforms, in essence placing Mexico in an odd position of “neither plan nor market.”

Diagnosis: The most successful economies of late (Japan, South Korea, Hong Kong, Singapore) have become prosperous largely because they could not rely on natural resource exploitation for their development—leading them to adopt sensible policies based on foreign trade and export-led development. Mexico’s ruling elites for many decades followed a development strategy based on natural resources and autarchy. Natural resources indeed have become a curse for Mexico, since a predatory elite coalesced to limit the benefits of those resources to themselves, while denying the potentially productive sectors of the country the ability to benefit from those resources—all the while incurring debt for Mexico. This is what Kenichi Ohmae of McKinsey Japan has called “The illusion of resources.”

But just as Russia suddenly replaced its communism with a “market Bolshevism” suffering the same pathologies, the PRI also suddenly replaced its paranoid autarchy with a crony-led trade agreement with little or no accompanying domestic reforms. President Salinas negotiated NAFTA and other trade agreements. President Zedillo added a free-trade agreement with Europe to the short list of his accomplishments. However, as seen earlier, the Mexican entrepreneur was still denied the tools to compete effectively, so the free-trade benefits accrued largely to existing corporations in Mexico, many owned by the political elite.


   Table: Anatomy of institutions of a successful free-trade regime

	
	Domestic
	International

	Formal
	Courts, political parties, judicial system, enforcement agencies, capital markets
	treaties, trade agreements, conventions, common markets, international organizations

	Informal
	Culture, values, perceptions, commonly-held beliefs
	codes of conduct, universal norms, non-governmental organizations




Source: Debora Spar, Harvard Business School

As is readily apparent to a Mexico observer, the PRI has largely complied with only one box of this model (Formal and International). However, all four need to be complied with in order to make a successful trade and investment regime work for the country. The PRI believed that doing things “half way”—by only signing free trade agreements—would make up for the lack of rule of law, corrupted institutions and traditions, repressed NGOs, and a one-party state. For example, the Japanese trade federation (Keindanren) recommended signing a free trade agreement proposed by Mexico only after the latter “carries out fiscal reforms, deregulates foreign participation in infrastructure and improves its public safety.” A Fox government will achieve 100% of a successful free-trade regime, not just 25%.

Mexico cannot be considered a free-trade country until all four squares above have been addressed

Role Models: Chile, Argentina, Hong Kong, Czech Republic, El Salvador, Spain, Portugal, Taiwan. These are countries that have greatly benefited from free-trade regimes because they also worked on all four boxes and strengthened their institutions, rule of law, and good government.

Proposals:

· Fulfill all the necessary domestic reforms to make trade work for Mexico. While the PAN has advocated free trade since its founding, we do not believe that free trade involves agreements alone. Aggressive domestic reforms, such as those presented in the Table above, are needed to make free trade work for Mexico and its people.

Source: INFO, using data from the General Directorate of Customs, SHCP
· Extend free trade agreements to Latin America and Asia. A Fox government will take free trade to its next logical step, and launch an initiative of Hemispheric Free Trade Agreement, not just from Yukon to Yucatán, but from Alaska to Argentina. In addition, Mexico will seek to negotiate with fellow members of APEC to exploit the untapped potential of win-win trade between Mexico and Asia.

· Deepen NAFTA. The free trade agreement has greatly benefited Mexican exports, some job creation and has made Mexico a slightly more attractive place in attracting FDI from Europe and Japan. However, it has not fulfilled its expectations fully and it is about to run its course as it is presently structured. Fox has suggested for the NAFTA partners 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.

Principle Six: Investment and Savings

Goal: To fulfil Mexico’s untapped potential in attracting quality investments—both domestic and foreign direct investments (FDI)—and increase its savings rate, in order to provide prosperity, income and hope to millions of families.

Problem: Domestic capital flight has been a curse for Mexico, largely defining the PRI’s political economy especially since 1970. 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, calculated at over 38 billion U.S. dollars by mid-1998.

In addition, Mexico has not fulfilled its potential to attract FDI. In 1999, Argentina attracted five times more FDI per capita than Mexico, despite its strong currency, its distance from the main markets and its lack of free trade agreements with the developed countries. Brazil also attracted substantially more FDI despite its 1999 economic crises.

   Table: Foreign Direct Investment, 1999. In U.S.$

	Mexico
	10 billion

	Argentina
	21 billion

	Brazil
	31 billion

	Chile
	9 billion




   Source: CEPAL

Despite its privileged geographic and trade position, Mexico was a relative failure compared to its potential in attracting FDI. And it was a great success in scaring off its domestic investors.

Diagnosis: Mexico is not an attractive country for investments because the present governments have consistently pursued policies incompatible with this goal. In 1997, the World Bank conducted its latest comprehensive global survey “to better understand the constraints imposed by government action that hinder development of private business.” 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 PRI has pursued policies that can be compared to those of African despots.

In a World Bank survey, foreign firms rated Mexico the worst country for new business creation

Role Models: Chile, Costa Rica, Mauritius, the Czech Republic, Hungary, Greek Cyprus, Ireland and Wales. These are countries that 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.

Proposals:

1) Investment

· 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. In that same World Bank study, foreign firms also ranked Mexico poorly in terms of safety, predictability of laws, corruption and arbitrariness. Singapore, a small country lacking natural resources and which used to be very poor, managed to attract enormous amounts of foreign investment thanks to a single-minded effort to create a world-class environment to foreign investors. In fact, despite restrictive federal laws, PAN state governments have been the most successful in attracting total investments to their states, both domestic and FDI. In fact, despite not being a border state, Guanajuato has more maquiladoras than Sinaloa, Baja California Sur, Mexico City, and the most populated state in the Republic—the State of Mexico. 

Sources: Economic Development Secretariat, Guanajuato state government
· Broaden the list of sectors where private investment can participate. Namely, the financial, energy, transport, telecommunications and agricultural fields. These sectors are badly in need of investments, but the present governments have stalled in opening them up because that would weaken the hold of their cronies on these sectors as well as a secure cash cow for the PRI and its campaigns.

· Aggressively seek out FDI. In this tough world market with many competitors, Mexico and its government cannot be complacent and believe that signing trade deals will magically translate into attracting the Intels, Microsofts and Sonys of the world. There have been many cases of successful lobbying for FDI, such as Costa Rica attracting Intel Latin America, or the wonderful work of Pro-Chile. Mexico will emulate these successful pioneers. Our embassies and consulates abroad will have a new and more dynamic mandate. Actually, Guanajuato under Fox 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.

PAN state governments have by far been the most successful in attracting FDI

· Incentives and support for quality investments. Mexico can afford to provide quality incentives for industries and companies whose activities have a “ripple effect” throughout the economy: mainly, in educating workers, in sourcing from Mexican suppliers, and in providing well-paying, meaningful and fulfilling jobs.

2) Internal Savings

· Tax reform and incentives. The current complicated and arbitrary tax system is not designed to encourage savings nor investments. The proposed tax reform will aim at simplifying the rates and deductions, favor taxes on consumption and provide incentives for investment and savings, both by people and corporations. The goal is to increase collected non-petroleum taxes in proportion to GDP from the current 9.5%, to at least 15%. This is a modest but attainable goal, as Brazil, Chile and Argentina are at levels of 18, 19 and 21 percent, respectively. The second goal is for private-sector internal savings to increase from 22% of GDP to 25%, by the third year of a Fox presidency.

· Reform the pension system. Currently, only 14 million of the 39 million economically active Mexicans are in the SAR, the Pension Savings System. The successful countries have 90% of their economically active population in their savings systems. The potential is enormous. In Guanajuato, the goal is to attain that 90% level this year. Chile has financed much of its impressive growth through a commonsensical and ultimately successful Pension System reform.

· Increase government savings. Public-sector savings can increase from their current 2% of GDP to at least 3%, contingent on our goal to balance the budget by the fourth year of the Fox presidency.

3) Investment Productivity

Increasing investments and savings is not enough—capital or investment productivity also needs to be improved. In broad terms, the investment/GDP growth ratio in Mexico today is at 5 to 1 (25% savings for a 5% GDP growth). 

This ratio is unacceptable compared to both better historical ratios in Mexico and to other nations in Latin America today that have grown 7% a year. Our goal is to improve this ratio at 4 to 1. This ratio will allow Mexico to grow at 6% annually with the current savings rate. If we achieve the desired savings rates under the Fox presidency, growth could reach 7.5%. Proposals to increase investment efficiency:

· Private capital for strategic sectors. As previously mentioned, the current governments have not instituted needed reforms to attract private (both domestic and foreign) investment into the financial, energy, transport, telecommunications, biotechnology and other fields. Instead, they continue to waste precious government resources to compensate for these sectors’ inefficiencies. A Fox government will finalize the reforms needed to attract quality private investments into these sectors.

· Increasing operating efficiency of the public sector. Benchmarking studies find that Mexican state-owned enterprises, such as the oil company Pemex and the electric utility CFE, are poorly managed even in comparison with equivalent state-owned monopolies in other Third-World countries. Basic investment in management improvements, which have long been postponed by the current governments, can increase the efficiency of these state-owned companies.

Principle Seven: Social Development

“Many of us in the diplomatic community have seen the impressive boom in Guanajuato; and the statistics bear it out, such as literacy, child mortality, nutrition, employment and social well-being.”








—Amb. Robert Hamilton

Ambassador of Australia








Mexico

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.

Problem: While calling itself a “social democratic” government, the PRI has in practice been neither, presiding over not only economic hardship, but also one of the worst income distributions in Latin America and theft of state assets destined to the poor.

Diagnosis: 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 (after the U.S., Germany and Japan) while 40 million Mexicans languish in poverty. Mexico’s real poverty rate would have dramatically increased had it not been for the emigration of millions of impoverished Mexicans to the United States. In fact, sending millions of Mexicans abroad has permitted the PRI from postponing the real reforms it would have been forced to adopt had those demographic pressures been present inside Mexico.

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 by the “revolutionary” governments. A good way to demonstrate the PRI’s skewed priorities and failed social policies, is to compare Mexico with South Africa—a nation emerging from dictatorship with many challenges that nonetheless has a comparable economy per capita to Mexico’s.

Mexico vs. South Africa

	Key Social and Economic Indicators
	Mexico
	South Africa

	GDP per capita (Atlas), U.S.$ a
	3,700
	3,210

	GDP per capita (PPP), U.S.$ a
	8,110
	7,190

	Public expenditure on education, % of GDP a
	4.9
	7.9

	Health expenditure, % of GDP a
	4.7
	7.9

	Health expenditure per person, U.S.$ PPP a
	361
	542

	Child malnutrition, % of underweight children a
	14
	9

	Average annual deforestation, % change a
	0.9
	0.2

	Tractors per thousand agricultural workers a
	20
	69

	Credit to private sector, % of GDP a
	15.3
	135.7

	Domestic credit provided by banks, % of GDP a
	30
	160.3

	Tax revenue, % of GDP a
	12.8
	27.5

	Paved roads, % a
	37.4
	41.5

	Telephone mainlines, per 1000 people a
	96
	107

	Cost of local call, U.S.$ per 30 minutes a
	1.40
	0.70

	Ease of new business creation ranking a
	64th/65
	43rd/65

	Political freedom rating b
	“Partly free”
	“Free”


Sources: a World Bank, b Freedom House. Note: World Bank figures are from 1997, the last year in which the PRI controlled the lower house of Congress and passed laws unchallenged.

Role Models: Costa Rica, Uruguay, Greek Cyprus, Botswana, South Africa, Antigua. These are developing or newly developed countries that measure their progress through the well-being of their citizens, and therefore merit a closer look by Mexico and the Alliance for Change.

Proposals: 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.

Specifically, the Fox government will institute Five Guarantees of Social Development, that will assist in the establishment of self-sustaining opportunities. Our Five Guarantees have as their objective teaching citizens how to fish, not in giving them fish. Namely:

· Access to Education Guarantee. So that all children will attend 12 years of schooling, and that all adolescents and adults that want an education can obtain it.

· Health Guarantee. Needless to say, health is the most precious human asset, and no Mexican citizen should have to go unattended. In Guanajuato and other PAN states, access to basic healthcare is guaranteed.


Source: Death certificates, Guanajuato Health Secretariat, state government


Sources: State Population Council, National Population Council
· Housing Guarantee. So that every citizen that wants to own a house, can. Here, the Fox government will emphasize the granting of credits for self-construction, for home improvement, for acquiring land and to purchase finished homes. In Guanajuato, 22,700 loans were given for self-construction, home improvement and land acquisition. 44,600 loans were given to purchase a finished home. The establishment and strengthening of property rights will also be a priority.

· Basic Infrastructure in Rural Areas Guarantee. Within a three-year period, a Fox government will provide all communities with over 100 people with drinking water, electricity and telephony. Infrastructure is the lifeblood of economic development, and the main legitimate role for government in economic policy.

· Access to Resources for Entrepreneurs Guarantee. Entrepreneurs need a friendly regulatory environment, reasonably priced and available credit, honest and good government and free trade to succeed.

Chart: How social policies affect income distribution and economic growth
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Sources: Adapted from U.N. World Health Organization and Inter-American Development Bank charts

Principle Eight: Democracy and Good Government

“Though the PAN is anything but radical, its objectives—honest elections, decentralization of power, the rule of law—are nonetheless revolutionary in a country accustomed to authoritarianism, centralization and one-party rule.”

—Dr. Andrew Reding

Director, Americas Project

World Policy Institute, New York

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

Problem: Mexico today has one of the most corrupt 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. In addition to corrupt and predatory, the one-party government has sapped Mexico of untold potential.

Mexico has the most corrupt government in the world relative to the educational attainment of its top leadership

Diagnosis: 70 years of one-party rule has sunk Mexico into lawlessness, crime, corruption, impunity and the illicit enrichment of high officials. It is difficult to exaggerate the severity of Mexico’s situation, especially when compared to what Mexico could have achieved with good government. 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 PRI leadership, Mexico is the most corrupt nation on earth. The corruption, in other words, is deliberate.

The PRI legacy includes:

— Massive corruption and theft of government assets, widely estimated at between 80 and 200 billion U.S. dollars since 1970

—Poverty and impoverishment

—Contradictory and destructive economic policies

—Impunity of most corrupt officials 

—A war against entrepreneurship

—No rule of law, but rule through law

—Treating all loyal opposition as criminals and enemies of the state

—Perpetuation of a one-party dictatorship through fraud and violence

—Using state resources for party purposes 

—Heavy and illegal indebtedness and a reduction in sovereignty

—The betrayal of the 1910 Revolution, which was liberal and democratic

Role Models: 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.

Proposal: 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. The PAN is Mexico’s largest and oldest pro-democracy party, founded specifically to oppose the PRI’s corporatism and one-party rule. The PVEM was recently founded to oppose another legacy of the regime—predatory and unsustainable exploitation of nature. The Alliance for Change will uproot all the practices, institutions, philosophies and legacies that have no place in a democratic Mexico.

· Separation of powers. Something that other nations take for granted, a Fox administration will institute as a priority. Mexico will regain its sovereignty only when the legislative and judicial powers are not only legitimately constituted, but also regain their power and independence.

· Federalism and “municipalización”: Municipal empowerment, turning over responsibility for public works (water, construction of schools, paving of roads, etc.) to the lowest possible administrative level. This will be accompanied by reversing the present centralization of budget expenditures, so that 80% will be administered at the local level, and 20% at the federal level.

· Openness and transparency: Informing the citizenry of all expenditures, goals, methods and results. At the federal level, transparency takes on a macro significance. The 1997-98 crises in Asia and Russia unequivocally demonstrated that globalization and the markets punish the lack of transparency. The only countries so spared from these crises were the most transparent in their economic policies, credit distribution, and business-government relations. In fact:

According to a Harvard Business School study, globalization rewards transparency
Mexico has suffered deep economic crises in every presidential transition beginning in 1976. These so-called “sexenio crises” (in 1976, 1982, 1988 and 1994) are a direct consequence of the lack of honesty and transparency of the PRI governments.

· Tax reform. Mexico’s excessive and complicated taxes must be reformed. The Fox tax reform will have as a goal to increase tax contribution to 15% of GDP (excluding petroleum revenues), which is the average for Latin America. The tax reform will be structured to 1) simplify the rates and the deductions, 2) stimulate savings and investments of both people and corporations. Mexico’s current “tax efficiency” is about 32% (only 32% of taxes due to the government are collected). Mexicans intuitively know what the PRI does with their taxes, and perhaps that is why Mexico has a low tax efficiency. A legitimate government is the first step in any serious tax reform.

· Elimination of censorship and self-censorship. As the best guarantee against government abuse, Mexico must have a free press. A Fox government will end the PRI practices that muzzle the press, and will welcome a free, aggressive and independent press that will be the eyes and ears during this historic transformation.

· 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.


Source: Guy Pfeffermann, Chief Economist, International Finance Corporation
· Benchmarking and Total Quality Management: In order to achieve continuous improvement and world-class government, it is necessary to compare our practices with the best ones available in the world. Government agencies will be subjected to rigorous testing by oversight bodies, and will have to comply with ISO-9002 within three years of a Fox administration. The Mexican people deserve nothing less from their government agencies.

· Judicial reforms: To end the present palsied state of the law, a Fox government will embark upon the slow, tedious yet crucial task of reforming the inadequate and arbitrary judicial system. The first step is making it truly independent from the other branches of power, increasing the pay of the judges to reduce temptation, and granting it more resources to impart justice. As Martin Luther King, Jr., said, injustice to one individual is injustice to all humanity.

· Information technology and telecommunications: One of the features of PAN governments throughout Mexico has been to build the technological infrastructure in order to provide officials with the tools to respond with more agility, efficiency and opportunity to the citizenry. For example, Guanajuato’s internet page (www.guanajuato.gob.mx) for two consecutive years was voted Numero Uno of all the state web pages in the country. Finland made it a priority to connect even the most isolated communities to the Internet, and today has one of the most “wired” populations in the world. That is our goal.

· Debt repayments. Mexico today spends more on servicing its debts than on vital social programs. A Fox government will continue the manageability of existing debt, while using surplus funds to pay down the obligations. It will also ensure that legal, judicial and administrative locks are instituted so that the political elite will never again incur debts illegally, as the PRI has done since 1970.

     Table: Most heavily indebted developing countries, 1998 figures

	Country
	Debt

billions of U.S.$
	Debt as

% of GDP

	Brazil
	232
	31

	Russia
	183.6
	69

	Mexico
	159.9
	42

	China (PRC)
	154.6
	16

	Indonesia
	147.4
	173

	Argentina
	144
	49

	South Korea
	139.1
	44

	Turkey
	102
	50

	India
	98.2
	23




Source: World Bank

· Police reform. The police in Mexico exists not to protect the citizens from crime, but as a tool for the personal enrichment of its members and their political patrons. According to World Bank data, Mexico is the least safe place for small businesses of 66 countries surveyed. No nation can prosper without an honest and effective police.

· An NGO-friendly government. The PAN and the Green Party have always seen non-governmental associations as the lifeblood of democracy, unlike the present regime which perceives them (rightly) as a threat to its power and impunity. A Fox government will welcome all NGOs, including foreign ones, to help it do its job of justice, compliance and rule of law.

· The building of infrastructure, in order to reduce the transaction costs for the private sector, the foreign investors and even public corporations. Mexico’s system of telecommunications, roads and ports are insufficient to successfully compete against other emerging countries that have made infrastructure-building a priority. Infrastructure building should be a public-private enterprise, and a Fox government will institute aggressive reforms to make infrastructure development attractive for private investors.

The PAN is known for honest and can-do governments

Conclusion

A victory by Vicente Fox of the Alliance for Change in the July 2000 presidential election will present a radical opportunity to break Mexico’s cycle of poverty, one-party rule and corruption, and begin a virtuous cycle of prosperity, hope and freedom.

Many examples around the world show that economic development, growth and social well-being are not brain surgery. All it really takes is the will and the desire by the top leadership to help their fellow citizens. Despite their impressive résumés, the current government has neither the will nor the desire to help Mexicans—and they have demonstrated this through their actions.

The goal of the PRI governments was not the betterment of Mexico, but power for its sake. What is our goal? To make Mexico a free, sovereign, prosperous nation; proud of its past and confident of its future.

The PAN, the Green Party and Vicente Fox have the knowledge, the proven skills, the team and the capacity to make Mexico a governable, stable and prosperous democracy.

But most important of all, we love Mexico and we have the will to make it succeed.

¡Viva México!
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Mexicans have not seen their standard of living increase in 25 years in part because the PRI has made Mexico “Mostly Unfree” in economic freedom.





Commonsensical policies create jobs, and the PAN has proven it in the states it governs.
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Some think economic freedom leads to inequality. Actually, the opposite is true, both in the world …





… and in Mexico. Guanajuato is a free state with better income distribution.





An obsessive focus on education pays off … Spending 60% of the state budget on education
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