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Foreword

“Getting it right” reflects the spirit of the OECD when identifying good practices in 

policy making for social and economic development. If “getting it right” is important for 

the most advanced economies, it is certainly critical for countries like Mexico that are 

aiming to reduce the income gap and achieve a higher level of prosperity and equity. 

Fostering economic growth requires a clear understanding of the context and 

constraints in which public policies take place. This understanding can be deepened 

through multilateral cooperation, which offers opportunities to learn from and share 

experiences with other nations. This was the underlying logic of the project that five 

international organizations started a year ago to provide policy references for the new 

government of Mexico. It was our contribution to support a constructive political tran-

sition in 2006. In my case, it was the extension of a very positive personal experience, 

having led the economic transition team back in 2000. 

The OECD joined forces with the World Bank, the Inter American Development 

Bank, the United Nations Economic Commission for Latin America and the United Na-

tions Development Program, to produce, share and compare facts, analyses and recom-

mendations on a number of priority policy issues in Mexico. This formed the basis of 

a dialogue with the incoming and outgoing administrations to discuss alternatives in 

such areas. Some of the OECD’s more specific inputs are documented in this publication. 

This successful effort is the result of a fruitful cooperation with the Mexican gov-

ernment. The openness and interest of policy makers contributed to the advancement 

of the process and the development of deeper dialogue on the most challenging issues. 

The OECD will continue working with Mexico not only by providing examples of evi-

dence-based public policies that have worked elsewhere and by helping design relevant 

programs, but also by supporting Mexico’s political economy of reform. 

The next step in this collaboration is the international Forum on “Public Policies 

for the Development of Mexico”, organized in February 2007 in Mexico City by all five 

international organizations and the Centro para la Investigación y Docencia Economica 

(CIDE). We hope that the conference discussions and this publication will become valu-

able tools for those taking the decisions to help Mexico further its development agenda.

Angel Gurría 
Secretary-General
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Introduction
Institutional setting and the OECD

agenda for growth in Mexico

Gabriela I. Ramos

The context

In 2006, the regional offices of several international organisations worked 
together on Mexico‘s economic and social policies. It was a timely exercise 
considering that elections were coming up and a change of government was 
foreseen. The interest of the WB, UNDP, ECLAC, OECD and IADB was to share 
our understanding of Mexico and to make our analyses on public policy issues 
available for the upcoming government.

This interesting exercise allowed us to strengthen cooperation and ex-
change our experiences when working with Mexico. I am not aware of previous 
such attempt bringing 5 international organisations together to address issues 
concerning one of their member countries. This cooperative effort is worth 
considering as an experience which could be repeated, when appropriate, to 
other countries facing government transition.

As the former head of the OECD office in Mexico for the last 6 years, I drew 
some interesting conclusions from this exercise.

International Cooperation to improve policy making.

First of all, we all agreed that the readiness of the Mexican government to 
work with international institutions during the last 6 years has been excellent 
and fruitful. Each of us has been able to propose specific agendas and support 
the government in building efficient policy options. Access to information and 
to high level officials has been the rule and not the exception. Furthermore, 
sharing the results of our work with the public at large was also not only al-
lowed but encouraged. This has to be praised because in a context in which 
the media plays a very critical role, presenting results that were not always 
encouraging required a strong commitment to transparency. 
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This willingness to work with international organisations has demon-
strated the interest of many officials to take advantage of all the elements 
available, in order to improve policy making in Mexico. The OECD, in particular, 
has received numerous requests for studies and reports attempting to show 
what works and what does not in other parts of the world. These demands 
have come not only from the executive but also the legislative branch which  
has gained relevant weight in policy making. 

The OECD contribution

The OECD was keen to respond to these requests. Designing, measuring 
and comparing public policy interventions is what we do best and therefore, 
supporting one of our member governments with specific inputs was part of 
our thrust. This publication presents an account of this work. Ranging from 
productivity to agriculture, innovation and labour market policies, the chap-
ters in this book present an outlook of the experience gained by OECD experts 
on specific policy areas in Mexico. It looks at Mexico, but based on the experi-
ence of 30 member countries, some of which being the most advanced econo-
mies in the world. 

One example of the latter is the analysis on the health system in Mexico. 
There is not an awful lot of additional information on Mexico that the OECD 
can provide to Mexican experts in that field. However, studying the system un-
der a common international framework providing a comparative analysis rela-
tive to other member countries has turned out to be useful. The framework’s 
focus was to determine how the system is performing, in terms of quality and 
equity, taking into account the resources invested in it. The study recognises 
the impressive results achieved in the last decades in terms of the Mexican 
population’s health conditions and living expectancy. However, it also analyses 
the challenges that the system is facing, highlighting the fact that on the one 
hand, Mexico still has, low public expenditure on health relative to GDP, while 
on the other, it faces some of the highest administrative expenses as a share 
of total health care spending (almost three times the average in the OECD, 
9.3%  compared with 3.6% in 2003 for the OECD) reflecting inefficiencies re-
lated to the fragmentation of the system into several institutions. 

Mexico, however, shares common concerns with other member countries; it 
is witnessing an increasing population without access to quality health care and 
therefore facing catastrophic pocket expenditures. The analysis has thus provid-
ed experiences on how other countries were addressing this problem, providing 
some ground to evaluate, if only in a preliminary way, the policy proposals of 
the Mexican government. These proposals were interesting (e.g. Seguro Popular), 
although it was too early at the time to draw definitive conclusions.
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The OECD also worked closely with the education authorities. Following 
the results of the PISA (Programme for International Student Assessment) ex-
ercise, regarding the poor performance of Mexican students in subjects such 
as literacy and maths, public officials got together with OECD experts to under-
stand how other countries manage to get better results. With strong increases 
over time, spending on education is now high relative to GDP (6.8% of GDP in 
2003, compared with the OECD average of 5.9%). However, expenditure per stu-
dent remains low by international comparison. The allocation of resources is 
not satisfactory, as the main part of the education budget covers salaries, while 
a small part only is allocated to other current expenditures (teaching material) 
and investment. Furthermore, incentives in the educational system are not 
conducive to good performance. To correct this bias in spending, he govern-
ment has introduced programmes such as Enciclo-media and quality schools, 
which try to increase investment in equipment and result in rewarding out-
comes. The real impact of both programmes, however, is still not conclusive as 
they face important implementation challenges.

In the area of education, one of the main achievements has been to share 
the results of student performance and discuss these openly with the public 
at large. The Education Ministry has a long tradition of evaluating, and there 
are several institutions involved in developing sound methodologies. However, 
these evaluations were rarely published or discussed openly before. Since Mex-
ico started participating in PISA, and especially after the creation of the Na-
tional Institute for Education Evaluation, this practice has become a day to day 
business. This is not a minor step. Efforts should continue to make more use 
of evaluation results to influence policy decisions and school management. To 
measure, compare and try to understand the results of policy interventions is 
at the core of good governance. Sound methodologies to build up reliable indi-
cators, comparable internationally, is an essential first step for policy making.

Mexico’s Achievement in the Public Policy Area

Policy making is now more open and more evidence-based. This is a big 
achievement over the last 15 years. In general government officials have an 
interest in obtaining reliable data and comparable indicators. There is also a 
clear interest to learn from other countries’ experiences. One great challenge 
is to bring governance closer to best practices, in certain regions, as some of 
them are lagging behind.

Civil society and other private institutions have helped in this regard. Ef-
forts as the one done by Fundación Este País are worth mentioning. The cre-
ation and consolidation of the Mexican Institute for Competitiveness is anoth-
er one. These two examples, alongside many others which cover a variety of 
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different topics and offer rigorous analysis and information, have contributed 
to create an incipient culture of evaluation. 

These advances are only a small part of Mexico’s achievements in recent 
years. There is no doubt that the democratic consolidation and the fact that 
changes in government are occurring without economic disruption represent 
a big step forward. The changes in the way power is exercised, with more ef-
fective checks and balances and real independence of the legislative, along 
with freer media are also part of the good news. The creation of the Institute 
for the Access of Public Information is an important pillar that has contributed 
making public functions a more responsive and increasing the role of citizens 
in the public sphere. 

In the economic field, macroeconomic stability is now part of the em-
bedded culture. Expectations about inflation rates of just one digit, close to 
Mexico’s main trade partners is an achievement that should not be taken for 
granted. As I had mentioned in other articles, the Banco de México’s autonomy 
has contributed to maintaining sound monetary policies, achieving its infla-
tion target and strengthening the institutional environment in Mexico. Fiscal 
policy has also been sound, although it fell short of further consolidating pub-
lic finances, including through a reform of the tax system, with a view to re-
duce distortions and provide the government with more resources to finance 
the necessary development expenditures.

There has been an effort to develop a regulatory environment that is con-
ducive to growth and development. The Federal Competition Commission has 
been an exemplary agency, working in developing a competitive environment 
in a challenging context. Reforms have taken place to strengthen the institu-
tion, but there is still much more to be done to achieve effective competition in 
all sectors of the economy.

There is also an incipient culture to evaluate policies according to their 
merits as opposed to political considerations. For instance, the main poverty 
alleviation programme, Oportunidades, has been not only kept alive but also 
strengthened, independently of the change of government, which has allowed 
its consolidation and delivered clear results. This highlights the democratic 
functioning from which the new government benefits by taking advantage of 
previous administrations’ well designed programmes.

The economic puzzle of poor economic performance

In short, Mexico has significantly advanced in the public policy agenda 
throughout the last years. However, a big puzzle remains to be solved as Mexi-
co’s growth performance has been disappointing and insufficient to allow con-
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vergence of living standards with more advanced OECD countries. It has been 
insufficient also to deal with poverty and backwardness of several regions in 
Mexico and a very unequal income distribution. 

When comparing the different OECD regions, countries like Korea stand 
out for having been able to turn round their economic status in just one de-
cade, when their initial standpoint had been similar to Mexico’s. The amazing 
growth performance of other catching up countries, such as China or India, is 
also a reference of what Mexico can do.

Unfulfilled reforms; unsatisfactory implementation 
and the institutional context

To try to disentangle this puzzle there might be two ways. One is to identify 
the unfulfilled reforms that have prevented Mexico from positioning itself in a 
much better position and to make specific recommendations to move forward. 
This is one of the main messages of this publication and the link between all 
the chapters below. Whether in the labour or the energy market, education or 
the rule of law, pendent reforms represent a drag for the economic advance-
ment of the country. The fiscal reform is a priority, as it would strengthen pub-
lic finances and release the necessary resources to invest in human and physi-
cal capital. 

Another way to shed light on the growth challenge is to look at the institu-
tional environment and the implementation capacity for dealing with reforms 
and policies. Approving structural reforms and maintaining sound macroeco-
nomic policies are necessary but not sufficient to foster development. Past ex-
perience shows that well designed policies at times fell short of delivering the 
expected benefits because of incomplete or faulty implementation. The priva-
tisation process at the beginning of the 90s was intended to introduce efficien-
cy and competition. This was achieved in many sectors, but not in all sectors 
even when privatisation took place. There are some other reforms that were 
good on paper, but their actual implementation is not adequate and therefore 
misses the intended objective. 

This leads me to highlight some impediments that prevent Mexico from, 
first of all, adopting needed reforms, and secondly, succeeding in the imple-
mentation of already approved reforms. It has to do with the socio-economic 
context, as well as with the institutional environment.

The socio-economic context

Mexico’s socio-economic context is characterised by widespread poverty 
and one of the most unequal distributions of income in the world. Even though 
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there were advances on the poverty front, the percentage of the poor population 
is still high —at 17.6%1— and income inequality continues to be unacceptable. 
Income distribution has not improved in past years, as measured by the Gini co-
efficient. The latest report of the World Bank in Latin America shows that there 
is not much difference between net income before tax and after tax in Latin 
America. In most European countries, by contrast, although income might be 
unequal before tax, the distribution improves, once taxes and benefits come into 
play. This suggests that the State can play a crucial role in rebalancing income.

Inequality does not have an economic dimension only. As Isabel Guerrero 
and Michael Walton have proven in their latest paper related to this topic, in-
equality is a factor that inhibits advances in the economic agenda, as there are 
powerful groups which block decisions that affect them, preventing progress in 
many areas. I am convinced that the political economy of decisions in a highly 
unequal country can be much more difficult. It can certainly lead to a capture 
of the State. Even in Mexico, which enjoys relatively strong institutions, inter-
est groups can play an obstructive role when policy options are presented. 

In other words, inequality is related to, and a consequence of, the political 
power that certain groups can exert. 

The institutional environment

Regarding the institutional environment, the failure of openness and de-
regulation to deliver their promises in terms of higher productivity and growth 
has increasingly led academic organisations and individuals to re-examine the 
development debate and to focus on the institutional context and the quality 
of institutions. This is not only related to the government, but can be equated 
to good governance in a broader sense. Institutions, as defined by North, are 
the “rules of the game”2  in which any economy operates. They are not the 
agencies or organisations that implement policies, but evoke the results of 
their works. it is sometimes difficult to get them right. The “rules of the game” 
are important because the ultimate objective is to build an environment based 
on confidence and certainty for investors and for citizens that will ultimately 
create and increase wealth.

A basic economic institution, the protection of the property rights, can be 
achieved through a mix of workings originating from several agencies, includ-
ing the judiciary system, the competition committee, and the quality of the 
bureaucracy. Contract enforcement is another important economic institution. 
It also relates to the rule of law and to certainty, which are relevant for any 
economy to flourish. Recent studies of the corruption phenomena have found 
that corruption affects certainty above anything else and therefore imposes a 
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high tax to anyone interested in investing. “Based on cross-country data for 28 
countries, Brunetti (1995) demonstrated that the uncertainty bred by regulatory 
instability, of which corruption is only one element, adversely affects investment 
more than does corruption itself ”.3 Transaction costs of any economic activity 
increase when there is no confidence and certainty regarding contract enforce-
ment, or the protection of property rights. The scale of the problem is difficult to 
calculate, but the fact that there is a significant spread between the open market 
rates in Mexico and what is charged to specific lending might be related to this 
lack of certainty on contract enforcement. Although it has diminished with the 
recent reforms in the financial sector, the difference is still high. 

Another area is the tax system. Tax evasion and avoidance are significant 
in Mexico. Although some of these problems reflect improper individual behav-
iour, some can also be linked to the lack of trust in some public institutions.

Institutional analysis is increasingly being placed at the upfront of devel-
opment economics, and the Development Centre in the OECD has addressed 
the issue at length. It has to do not with the design of the State, but with the 
results of the State actions. If we link it to issues such as productivity, it might 
be easier to identify the kind of institutional strengths required to foster pro-
ductivity growth based on the quality of the factors of production. 

The state’s capacity

As highlighted in the recent publication of the Development Centre “In-

stitutional Efficiency and its Determinants” (Borner, Bodmer and Kobler 2004), the 
analysis should take into account the institutional environment, but also 
the quality of institutions. The determinants of the latter could be defined 
as the strength and commitment of the State, measured by revenues and 
grants, but with clear limits derived from a democratic environment, open-
ness, free press and distributional conflict. 

The basic measure of the State’s commitment and strength, as referred in 
this work, is the size of it, measured as its capacity to raise revenues. “Only a 

State with sufficient resources will be strong enough to protect property rights against 

the demands of special interest groups”. This definition underlines an additional 
crucial requirement for the State - having enough resources to finance the es-
sential developing investments (education, health, infrastructure), but also to 
be able to counter the interest of certain powerful groups. This issue should 
be analysed in a broader context, as noted in some of the analysis done by the 
Economics Department of the OECD, in particular works by Bénédicte Larre 
and Isabelle Joumard related to spending efficiency and fiscal relations across 
levels of government.

On these accounts Mexico needs to move forward. In terms of the necessary 
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budget resources, the need for a comprehensive tax reform that will provide 
more room in terms of public financial strength has been documented in every 
OECD Economic Survey of Mexico since Mexico joined the OECD in 1994. It has 
also been identified as a major task to be addressed by the current Secretary 
General of the OECD, Angel Gurría, who also happens to be a former Finance 
Minister and has certainly ample experience in this field. Mexico’s ranking is 
fairly low in terms of its tax revenue over GDP, not only when compared with the 
rest of the OECD membership, which mostly includes developed economies, but 
also in comparison with countries having a more similar level of development.

Total tax revenue
As a percentage of GDP, 2003

Source: OECD, OECD Factbook 2006.

Increasing public revenues is a must not only to finance development 
expenditures, but also to strengthen public finances and reduce some of the 
dependence of public revenues to oil revenue. The fact that income from oil 
contributes to 30% of public finances places the government in a weak posi-
tion because of the volatility of oil prices and increasingly uncertainties relat-
ed to oil production (Economic Survey of Mexico 2005) It makes forward looking 
planning of public expenditures difficult and limits the capacity to finance the 
required infrastructure development on a stable basis. What is more, the sus-
tainability of oil production is also at stake, as paradoxically, this dependence 
has prevented the state owned PEMEx from making the essential investment 
to maintain its production capacity over the longer term.

0 

5 

10 

15 

20 

25 

30 

35 

40 

45 

50 

Mex
ico

Ja
pa

n
Ko

rea

Unit
ed

 St
ate

s

Ire
lan

d

Slo
va

k R
ep

ub
lic

Tu
rke

y

Can
ad

a

Po
lan

d
Sp

ain
Braz

il

OEC
D av

era
ge

Cze
ch

 Rep
ub

lic

Hun
ga

ry
Fra

nc
e



INTRODUCTION

GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007 1�

Considering the expenditure side, increasing the quality of expenditures 
and strengthening the State to counteract powerful interest groups requires 
decisive action. One of Mexico’s weaknesses is having limited budget resourc-
es; this is further compounded by problems related to the effectiveness of 
spending. A good example comes from education spending. During the last 
few years, the Mexican government was clearly committed to put education in 
the forefront of the development agenda. More resources have been dedicated 
to the sector, and in fact it has been the fastest growing social expenditure line 
in the public finances account “Between 1995 and 2003, spending on primary 
and secondary education in Mexico increased by 49%”.4 More recently it has 
jumped from 4.9% of GDP in 2000 to 6.5% in 2007.

However, most of all this expenditure does not compare well when looking 
at the composition. The majority goes to current expenditure and not enough 
to investment and equipment (2.8% compared to OECD average of 8.2% Ac-
cording to the current expenditures, almost of it is also dedicated to salaries. 
It is true that teachers should be well paid, but the recent increase in salaries5 
is not linked to performance. It is also worth noting that, even though in terms 
of volume, the level of teachers’ salaries is low when compared to the rest of 
the OECD countries, teachers in Mexico are better paid when measured by GPD 
per capita. After 15 years of experience in primary and in lower secondary edu-
cation at respectively 1.64 and 2.09, salaries are well above the OECD average 
of 1.30 and 1.32. The same results are obtained when looking at the Mexican 
minimum wage or the income from individuals with the same level of prepara-
tion as teachers.

As previously mentioned, there were some education programmes that 
tried to address some of the weaknesses in the composition of expenditures 
and to build an incentive system that rewards performance. However, there is 
still much to be done in terms of strengthening the capacity of the system to 
deliver results.

When comparing the expenditure per student by member countries with 
their performance in the OECD Programme for International Student Assess-
ment (PISA), two lessons can be drawn. The first one is that expenditure per 
student is low in Mexico. The second one, however, tells us that some coun-
tries, such as Slovaquia, obtained much better results with exactly the same 
level of expenditures. Even when focusing on Mexico only, the expected results 
from the regressions are much higher than what Mexican students obtained.
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Student Performance and National Income
Relationship between performance in mathematics and GDP per capita, in US dollars, 

converted using purchasing power parities (PPPs).

Source: PISA 2003 database, table 2.6

This should warn us not only about the necessity of having enough re-
sources, but also to spend it efficiently, to build an incentive system that re-
wards performance and to invest in teachers training and preparation. This 
is not the case today, where the teacher’s profession is still not focused on 
results, where the distribution of federal resources does not even consider the 
number of students per state and where decisions such as making the three 
years of pre-school education compulsory, should be revised.6

The latter is a good example. It is not to say that pre-school education is 
not important. Actually, it has been recognised as a very relevant tool for stu-
dents from different economic backgrounds in providing them with an equal 
start. However, there is no other country in the OECD where this level of educa-
tion should be rendered obligatory for three years. 

On the other hand, it is interesting to note that resources are dedicated 
to a level that will not experience the highest pressure when considering the 
demographic trends in Mexico. These pressures will be felt at the secondary 
and higher education level in the years to come, so the decision to dedicate re-
sources should be at least politically driven and follow the interest of powerful 
groups. As was mentioned by Stephanie Guichard in the OECD Economic Sur-
vey of Mexico 2005, the decision to make the three years of pre-school educa-
tion compulsory should be reconsidered to free up resources for more pressing 
needs in the sector. 
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Administrative capacity is also a way to measure institutional quality. Even 
with the most committed state, it is necessary to have a well prepared and 
responsible public service, capable of implementing reforms and to achieve 
desired results. In this area Mexico has also achieved obvious advances, and 
quality of the civil service has increased in many areas. But this is not the 
case with all the public organisations, and certainly not at different levels of 
governance.

Improving the quality of the public service is easy to say and more diffi-
cult to implement. The challenge of the task is similar to trying to improve the 
quality of the labour force. As long as the education system is not completely 
focused on providing quality education thanks to result-oriented programmes, 
this is going to be an enormous task. But it is an important one and the most 
pressing need for Mexico’s development. 

But there is also a need to consolidate an incentive system to deliver qual-
ity services and good policies in the public sector. A first attempt is to establish 
with the creation of a career public service, which had been attempted during 
the past administration. However, it is facing many challenges for a successful 
implementation. 

As found by many authors focusing their research on the “reforms of sec-
ond generation” it is not easy to have a clear measure of institutional quality. 
However, there are studies that help to shed light on this issue. The different 
surveys of Transparency Mexicana also help to clarify that acts of corruption 
continue to be part of the culture to do business or even to operate in many 
sectors.7 The interesting work done by the OECD on regulatory issues and com-
petition policy shows that there is still much to be done to build a truly com-
petitive environment in Mexico that would be conducive to innovation and 
growth.

The judicial system

The InterAmerican Development Bank has developed a set of indicators 
that can help assess how the judicial system performs in relation to commer-
cial transactions. It is true that the judicial system is not there only to protect 
business transactions and enforcement of commercial contracts, but the qual-
ity of results in these areas provides some indication about the overall perfor-
mance of the judicial system. The results are not encouraging. The time lag to 
solve commercial cases is still relatively long and uncertain when compared 
with advanced democracies. 

The burden that weak judicial system and uncertain application of the law 
impose on the economy is significant. An interesting example is provided in 
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the competition policy area. Mexico has one of the most advanced legal frame-
works in this area. It was developed back to back with the OECD experts in 
competition law and policies, taking into account international best practices 
in the field. The quality of public officials working in the Federal Competition 
Commission goes without doubt as well as their strong commitment to fulfil 
their mandate. However, one of the main weaknesses when implementing the 
Commission’s recommendations is related to the judicial system. Big players 
in the market, when facing charges of anticompetitive behaviour can rely on 
the protection of a mechanism known as ‘amparo’ whereby the application of 
a legal measure could be held back indefinitely. The company in question can 
request the protection of amparos from different court circuits and extend it 
through a long period of time. When the sentence is finally applied, the dam-
age caused to competitors is irreversible and there is no mechanism to redress 
such damage. This is widely documented in the latest OECD-IDB competition 
review on Mexico.8

After taking all these factors into account, we can conclude that the need 
to reform and strengthen the judicial system in Mexico is the most impor-
tant task that any government would face. At the OECD we have made some 
analysis of the quality of this area, but having a membership whose majority 
includes advanced nations, the effectiveness of the judicial framework is much 
more advance in other member countries. In Mexico, this is still not the case. 
Even without focusing our analysis on the corruption cases, and the fact that 
many deals can be made without due regard to the law, the efficiency of the 
system is still not operating as it should. As I mentioned before, the time spent 
to resolve a case, added to the uncertainty about the application of the law, 
imposes a big burden to the efficient operation of the economy. 

According to the recent surveys on competitiveness in Mexico, the rule 
of law seems to be one of the weakest areas that need to be revamped. In the 
World Economic Forum rankings, Mexico might not be doing that bad when 
considering the openness of the market or the macroeconomic management. 
However, its place among the same group of countries fell down when taking 
the rule of law into account. In other words, even though Mexico is regarded as 
a developing country, there are certain areas such as this one that could per-
form better considering the size and potential of its economy. 

This is not to say that the whole system has not been reformed. During 
the Zedillo Administration, the Supreme Court was given a high degree of in-
dependence, which was not always the case before. The quality and skills of 
the magistrates at this level is also excellent. And this has contributed to the 
democratic consolidation of the country. However, the improvement experi-
enced at this level has not been replicated at lower levels in the judicial system 
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and not in all the States. It would be necessary to focus in that field, taking into 
account the enormous importance of this framework for the operation of the 
whole society. 

Conclusions

To sum up, there are many areas where Mexico has achieved key advanc-
es. There are also certain sectors where the institutional strength has been im-
proved. However, to significantly improve the economic and social conditions 
in Mexico, it will be necessary to move in areas such as the improvement in the 
rule of law and the administrative capacity of the public service. 

The chapters that follow will concentrate in certain policy areas where 
there are clear policy recommendations advanced by the OECD. All these rec-
ommendations were discussed with the incoming administration and will 
serve as a basis of a Public Forum that will take place in February 2007 in Mex-
ico City. The aim of this initial chapter was to move one step back from these 
rich and varied policy analyses, and to say a word about the context in which 
policy design and implementation takes place. I am sure that moving forward 
on all these fronts will assure that Mexico develops its full potential to achieve 
a better growth performance and improve standards of living durably.

Footnotes
1  World Bank Report on Poverty, 2005.
2 Douglass C. North (1990), Institutions, institutional change and economic perfor-

mance,  Cambridge University Press, Cambridge.
3 No Longer Business as Usual: Fighting Bribery and Corruption, OECD 2000.
4 OECD Education at a Glance 2005.
5 “Since 1996, teachers in Mexico have seen the second steepest increase in salaries, 

with gains for a teacher with 15 years of experience of 34% over the period at the 
primary level and 40% in lower secondary education.” Education at a Glance 2005.

6 OECD Economic Survey of Mexico 2005.
7 75th place among 163 countries in 2006.
8 Competition Law and Policy in Mexico: A Peer Review, OECD-IDB, 2004.





Chapter 1

Boosting productivity and growth

Bénédicte LARRE
Economics Department

Although a wide range of reforms have been implemented 
since the mid-1990s in order to raise productivity and growth, 
more still needs to be done. Growth has remained insufficient to 
narrow the gap with more advanced OECD countries and poverty 
remains widespread. Increasing productivity and growth levels 
will require broadening and deepening the reform process. The re-
form strategy should involve all areas of public policy, particularly: 
improving framework conditions for business; improving the rule 
of law; strengthening competition; upgrading infrastructure; en-
hancing education and promoting lifelong learning; improving the 
functioning of the labour market. Targeted assistance to the poor 
should also be a priority. Finally, sustaining maroeconomic stabil-
ity with a strengthening of public finances is essential to ensure 
stable and predictable financing of spending in social and physical 
infrastructure, which are key to the growth process.
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Since the mid-1990s, Mexico has made substantial progress in terms of 
macroeconomic stabilisation, and important reforms have been undertaken 
to further open the economy, improve the functioning of product markets and 
strengthen the financial sector. This wide range of reforms should help raising 
productivity and growth, but more needs to be done. 

Maintaining macroeconomic stability over time is a necessary condition 
to ensure an improvement in standards of living. Positive results have been 
achieved over the years: GDP growth has been close to 4 % on average since 
the trough in 1995. Exports have been growing at an average 10% per year for 
10 years and the current account deficit is low. Inflation is moderate. Mexico 
has a good record in fiscal discipline and the headline fiscal position is good. 
However, the underlying situation of public finances is weak, because of the 
heavy reliance of the budget on oil revenue, part of which is volatile. There 
are increasing demands made on the budget to finance development priori-
ties and reforms are needed on both the spending and revenue side to ensure 
fiscal stability over the medium term. The following chapter deals with issues 
related to fiscal policy and tax reform. 

Growth has remained insufficient to significantly narrow the income 
gap with more advanced OECD countries, and, although it has fallen, pov-
erty remains widespread. Structural problems continue to weigh on potential 
output growth, currently estimated at between 3½ and 4%, which is barely 
enough to keep per capita living standards rising at the same rate as the 
OECD average. The main challenge is to raise growth potential and initiate 
a catching-up of GDP per capita towards countries with higher living stan-
dards. Even during the broadly steady growth period since 1996, Mexico’s per-
formance in comparison with successful catching up countries is not very 
impressive (Figure 1.1.). Convergence would require growth for many years 
well above 4% a year.

There is no shortage of labour in Mexico and utilisation of labour potential 
is not very different from the US level. The low level of labour productivity per 
hours worked, about a third of that in the USA, is the main explanation for the 
income gap vis à vis higher income OECD countries (Figure 1.2.). Raising poten-

Background
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tial growth will require improvements in the quality of labour, a higher and 
more efficient physical capital stock, and more innovation.

Part of the reason for the persistence of a large productivity gap may be 
that the implementation or depth of some reforms was incomplete. Another 
may be the failure to reap the benefits from strong complementarities between 
structural reforms, which OECD experience indicates is important for enhanc-
ing growth. If not enough progress is achieved in some areas, for instance edu-
cation, labour market reforms and the quality of law, then the benefits derived 
from more open product markets may not be fully realised. 

With the exception of the manufacturing sector, productivity growth has 
been mediocre despite the reform programmes of the past two decades. The 
evidence suggests that there are two main obstacles to increasing productivity. 
Firstly human capital levels are low in Mexico, with low educational attain-
ment even for younger workers and scarce adult training. Secondly, the pace 
of structural reforms has been slow in a number of areas including the labour 
market and some key network industries. Competition policy still confronts 
challenges and opportunities for improvement. Even when reforms have been 
legislated, implementation has often been patchy. The legal system offers 
many possibilities for long-drawn out appeals, and it can often be circumvent-
ed altogether by interference from pressure groups or corruption.

Figure 1.1. Mexico’s growth performance in comparison

Source: OECD, National Accounts database.
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Figure 1.2. The sources of real income differences, 200�

1.  Based on year 2002 purchasing power parities (PPPs).
2.  Labour resource utilisation is measured as total number of hours worked divided by population.
3.  Labour productivity is measured as GDP per hour worked.
*  In the case of Luxembourg, the population is augmented by the number of cross-border workers in 
order to take into account their contribution to GDP.
Source: OECD, National Accounts of OECD Countries, 2006; OECD, Economic Outlook, No. 80; and OECD, 
Employment Outlook, 2006.

Deepening the reform process 

Some Mexicans are disappointed and think that reforms are not paying 
off. But other country experience show that structural reforms are the only 
way forward to raise living standards. Mexico has the advantage of being close 
to the world’s strongest economy so that the benefits from reforms may well 
be higher than in some other countries. 
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To increase productivity on a sustained basis, the reform strategy should 
involve all areas of public policy, particularly: reducing the cost of doing busi-
ness; improving the rule of law; strengthening competition; enhancing educa-
tion and promoting lifelong learning; improving the functioning of the labour 
market. Finally, targeted assistance to the poor should also be a priority. Mac-
roeconomic stability and stronger economic growth are required for a more 
rapid reduction of poverty. But they have to be complemented by specific pro-
grammes for poverty alleviation in Mexico where poverty, including acute pov-
erty, is widespread.

Reducing the cost of doing business 

It is important to facilitate the creation of new firms and the exit of poorly 
performing ones. Mexico is among countries where the cost of doing business 
remains relatively high, both in relation to other OECD countries and in rela-
tion to other emerging economies. Steps have been taken over recent years to 
simplify rules and procedures and to reduce the complexity of the licence and 
permit system, notably through the development of “one-stop shops”, with a 
view to facilitate the development of the formal sector. Other countries have 
been making rapid progress as well in cutting red tape, so that Mexico’s rela-
tive attractiveness to business may not have improved a great deal despite 
recent reforms. 

Efforts made in the past few years to reduce the burden of regulations 
should continue. The new system to facilitate the creation of enterprises (SARE) 
should be applied more broadly. There is a need to extend regulatory reform 
broadly across all states, including those slow in implementing reform pro-
grammes. To this end, it would be helpful to promote exchange of established 
good practices across states and municipalities, particularly in areas that en-
hance competitiveness, such as starting a business, enforcing contracts, regis-
tering property and getting credit.

In order to enhance the effectiveness of policies in several reform areas, 
problems in the underlying legal and judicial framework will have to be ad-
dressed. Instead of seeking to open more tribunals to deal with the high num-
ber of procedures, it is preferable to make legal procedures more simple and 
transparent. Precluding abusive use of amparo procedure is required to facili-
tate the application of good policies and laws, regarding in particular compe-
tition policy, the legal framework on bank guarantees and the application of 
regulatory measures.
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Lifting regulatory obstacles to private investment and FDI  
which still persist in some sectors 

Despite progress made in liberalizing trade and foreign investment, there 
are still barriers to foreign trade and restrictions on foreign investment, which 
in combination with regulations in network industries are detrimental to pro-
ductivity gains. Ownership restrictions remain on foreign investment in sec-
tors that are important for the economy at large, including electricity and 
also domestic transport for passengers, tourism and freight. These should be 
lifted to increase capital flows into - and competition within - the Mexican 
economy. 

The electricity and natural gas sectors, PEMEX and the oil sector

Although demand for electricity has been met and the frequency of power 
cuts has declined, prices for industry users are relatively high vis-à-vis other 
OECD countries (Figure 1.3. Panel A). In a broader international comparison, 
Mexico’s electricity prices are higher than in most Central American countries 
and China. Prices of natural gas for industry users are also relatively high in 
Mexico vis-à-vis other OECD countries (Figure 3.1. Panel B).

To meet expected demand, the electricity sector requires large scale in-
vestment for expanding and modernizing the transmission and distribution 
network. Legal obstacles to private investment in the electricity sector should 
be removed, a necessary condition for business and households to have ac-
cess to a low-cost and reliable energy source. Some projects for regulatory im-
provements have been undertaken by the Ministry of Energy in areas where 
legislative changes are not necessarily required. Guidelines were published 
in 2005. Action should continue to: make operative decisions of state-owned 
companies more transparent (CFE and Luz y Forza del Centro); improve regu-
lations; increase transparency and separate costs of generation, transmission 
and distribution; and provide information to the general public on the costs, 
the management, and the quality of public services.

There has been some progress in making electricity subsidies more trans-
parent for users and reducing their scale until 2003, they have remained un-
changed. As is the case with many other subsidies, reducing electricity subsi-
dies while using part of these funds for direct cash transfers to the poor would 
achieve several policy goals simultaneously: encouraging investment in an area 
of key importance for growth and living standards; increasing the progressivity 
of public policy; reducing poverty by directly augmenting the incomes of the 
poor; and increasing incentives for consumers to be more energy efficient.



1. BOOSTING PRODUCTIvITy AND GROWTH

GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007 2�

Figure 1.3. Energy prices in industry
In USD (PPPs)

1. Data for 2002.
2. Excluding taxes.
3. Data for 2003.
Source: IEA, Energy Prices and Taxes.
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There is also a need to change the way PEMEx the state-owned oil producer, 
is managed, with a view to reduce the Government’s participation in the day-to-
day management of the company. Restriction on PEMEx entering in joint ven-
tures should be eased, as this would help the company access the high technol-
ogy it needs and help manage better risk exposure. Fiscal policy issues related 
to Mexico’s oil revenue are discussed in the following chapter, while Chapter 4 
provides some discussion of corporate governance of state-owned companies. 

Airlines

In airlines, the on-going privatization programme limits foreign owner-
ship to 25%, which is at the low end of OECD countries and is well below the 
level required to ensure control by nationals. It implies that the Mexican air-
line sector is missing opportunities to benefit from spill-over effects usually 
associated with FDI. However, Mexican airlines can mitigate these restrictions 
to some extent as they have freedom to enter into various alliances and com-
mercial arrangements with foreign airlines. They can also use neutral shares 
(having economic but no voting rights) as a way to access more capital. The set 
of regulations governing the airline transportation sector should be improved 
to have clear rules and transparency in the execution of the rules. 

Imposing effective competition in other others

Greater competition would spur productivity growth by creating pres-
sure on firms to innovate by imitating and adapting foreign technology. Re-
cent OECD work shows that restrictive product market regulations slow the 
process of adjustment through which best practice production techniques dif-
fuse across borders and new technologies are incorporated into the production 
process. Increasing competition would also boost productivity and growth by 
reducing the dominance of monopolies (public or private) which provide key 
inputs to other industries, thereby resulting in price declines and improve-
ments in quality of those inputs.

There are areas which are in principle opened to competition, but where 
application of the law is impaired so that there is no effective competition. 
In the railroad sector, where regulations are weak, serious disputes between 
private concession holders are constraining the use of the rail. In the telecom-
munication sector, the problem of the dominance of the incumbent, TELMEx, 
remains.

Railroads

In the railroad sector, several private groups share the network and pro-
ductivity gains have been substantial since privatisation more than 10 years 
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ago, but disagreements related to interconnection fees impede traffic on some 
lines. Lack of clear and objective rules that give certainty to market partici-
pants in defining rights of way or interconnection services lends itself to anti-
competitive practices that drive prices up and make railway traffic less com-
petitive relative to road traffic. 

The private concession holders have been involved in serious disputes. 
Some concession holders have undertaken anti-competitive practices, setting 
excessive and discriminatory rates, limiting access conditions and refusing to 
provide interconnection and right of way. The Ministry of Communication and 
Transport has been unable to resolve the disputes between private railroad 
companies and to stop anticompetitive practices. The companies under inves-
tigation by the Federal Competition Commission CFC are using judicial proce-
dures (amparos) to avoid resolution. Enforcement of the competition law will 
not suffice to solve the problem. Because of the weaknesses in the regulations 
initially established, the regulatory framework should be reviewed across the 
board. Improving railroad transportation is important to maximise gains that 
Mexico can obtain from having an open economy, including within NAFTA.

The telecommunication sector

Despite large declines in telephone charges over past years, Mexico re-
mains one of the OECD countries with the highest charges (Figure 1.4.), and 
although the number of users has been increasing rapidly, the density of ser-
vices (for the combined fixed and mobile telephony) is one of the lowest in the 
OECD. There are problems in the mobile telephone market where TELCEL, the 
dominant firm (and a company from the TELMEx group) is using its market 
power to squeeze out other players by charging higher interconnection fees to 
other companies than what it charges to retail customers. Many of the difficul-
ties slowing the development of effective competition in the telecommunica-
tions sector stem from the abusive use of the amparo procedures, as firms too 
easily take advantage of dilatory and cumbersome judicial proceedings (“am-

paros”) to block the implementation of decisions by regulators and the Federal 
Competition Commission. A positive development is the introduction of a new 
legal status for COFETEL, which has become formally independent.

There are opportunities for further strengthening competitive forces across 
the economy. Chapter 3, below, discusses recent developments in competition 
policy and its application. It includes specific recommendations for reforms in 
order to strengthen the Federal Competition Commission and proposes that 
Mexico launches a wide-ranging review of government rules and regulations 
which impose unnecessary restraints on competition.
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Figure 1.4. Telephone charges in the OECD 
In USD (PPPs), August 2005

1. Excluding vAT.
2. Including vAT.
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Addressing the human capital shortage

Human capital in Mexico, as measured by average years of schooling 
amongst the working-age population, is the lowest in the OECD and there 
has been only limited progress over recent decades (in contrast with Korea 
or even Spain and Greece) (Figure 1.5.). Reducing the human capital gap be-
tween Mexico and other OECD countries is crucial to reap the full benefits of 
Mexico’s young and growing labour force at a time when competition from 
less-developed countries is putting pressure on Mexico to move towards more 
value-added and competitive products and services. This process would also 
help reduce income inequities by preventing them from repeating themselves 
from one generation to the next.

Figure 1.5. Educational attainment of the working-age population
Population with at least an upper-secondary qualification, 20031

1. Per cent of each age group. 2002 for Czech Republic, Iceland, Italy and Netherlands
Source: OECD, Labour Market Statistics Database.
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Average years of schooling are low 

While primary education has become nearly universal, Mexican enrol-
ment rates are still lagging at lower and upper secondary education levels 
(Figure 1.6.). About 20% of the population aged 12-15 has already left school 
and a quarter of those still at school have already repeated at least one class. 
The challenge to expand enrolment further beyond the primary level is com-
pounded by the demographic structure that will put increasing pressure on 
secondary education services over the next years. Furthermore, given the low 
educational attainment of the population, repairing the skills of those already 
in the labour force (including basic literacy) is necessary to increase labour 
force mobility and to remove unskilled adults from poverty traps. Despite no-
table progress over the 1990s, less than a quarter of the labour force has ever 
received some form of training from their employers and, among these, quali-
fied workers have been the main beneficiaries. Moreover, total spending on 
active labour market policy remains by far the lowest in the OECD.

Figure 1.6. Student performance and enrolment rate at age 1�

1.  Average performance across the combined reading, mathematical and scientific literacy scales in 
2003. Except for the United Kingdom, Argentina, Chile and Peru for which 2000 results are shown.
2.  Net enrolment rate at age 15. Public and private institutions
Source: OECD, Literacy Skills for the World of Tomorrow: further results from Pisa 2003 (2004); OECD, Education 
at a Glance (2004).
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And the quality of education is poor

The quality of education, defined as the impact of the education system 
on the academic, economic and social capabilities of students, is also low. Most 
indicators, including repetition rates, drop-out rates and students’ achievements 
tested at both national and international levels show that the average quality of 
education services is poor. Raising the quantity of education has been a policy 
priority for several decades, but only in the early 1990s did quality move to the top 
of the agenda. Although repetition and drop-out rates have decreased in recent 
years there has not been any improvement in international literacy surveys such 
as PISA. This could be just a short-term effect: Mexico’s success in lowering the 
less than 15-years old drop-out rate might have lowered average performance. 
However, other Latin American countries, such as Argentina, Brazil and Chile, 
achieved comparable results at PISA with a much larger enrolment (i.e. an even 
more diverse student population). And, examples in other OECD countries, such 
as Korea and Poland, show that it is possible to increase both quality and quantity. 
In any case, there should not be a trade-off between the two in the medium term. 

Measures are needed to improve the efficiency and the equity of the edu-
cation system 

Mexico is therefore faced with two major tasks in education: increasing 
further the coverage of secondary education; and improving the quality of 
services at all levels. Because human capital is a key factor to improve produc-
tivity and lift incomes, measures to improve the education system perform-
ance should not be delayed. Measures should be taken with a view to: first, 
seek a better balance in spending, notably giving more priority to lower and 
upper secondary education and improving the balance between wages and 
non-wage spending; second, ensure better value for money, by continuing the 
modernisation of curriculum and teaching methods; third, improve the way 
the education system addresses inequity problems. There are successful ex-
periences taking place in some states to improve quality, efficiency and equity. 
The federal government should ensure that these practices are shared with 
other states. Progress towards better quality education could be facilitated by 
pressure from civil society, including from those who have migrated to the 
US and already support Mexico’s development through remittances. This im-
plies continuing to enhance the evaluation system and dissemination of these 
evaluations. Chapter 6 reviews the education system performance, assesses 
on-going reforms, and makes specific recommendations.

Improving the functioning of the labour market 

Faster economic growth on a sustained basis is key for achieving faster 
employment growth; but it is also necessary to create an environment where 
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job creation takes place primarily in the formal sector and where labour pro-
ductivity increases. Research suggests that the combined effect of several em-
ployment-friendly reforms is greater than the effects of each of them taken 
in isolation, because policy changes interact with each others. Thus a com-
prehensive approach is required in designing employment friendly measures. 
The strategy should including a stricter application of tax and social security 
obligations, although this can only be a complement to a comprehensive ap-
proach aimed at reducing informality. First, measures are needed to reduce 
incentives to work in the informal sector; second, labour market settings and 
institutions should be modernized to facilitate the mobility of workers within 
firms, and across firms, sectors and regions; third, measures to widen access to 
training and improve the quality of training provided would make the labour 
force more adaptable, thereby facilitating re-employment of displaced workers 
in expanding - more productive – industries. 

Typically, there have been few disincentives to work in Mexico, participa-
tion rates are very low for women, but higher than average for workers aged 55 
and over and for workers with low qualifications. Open unemployment rates 
are low but there are pervasive informal activities. The Mexican labour market 
is characterised by the coexistence of a large, and largely tolerated, informal 
sector where workers have only rudimentary social protection and do not pay 
taxes and a formal sector where jobs are generally more skilled and protected 
by a strict legislation.

Improving the balance of incentives

Disincentives to work in the formal sector have increased over the years, 
because of the piecemeal approach which was followed in developing basic 
social protection. The rudimentary safety net that has been put in place gradu-
ally over recent years is interacting with labour market regulations, such as 
relatively high social security contributions for low-skilled workers and the 
existence of strict employment protection legislation, creating perverse incen-
tives, with some firms and workers often finding it more attractive to operate 
in the informal sector.

Labour taxation, measured by the average tax wedge, is relatively small. 
However, there are substantial contributions added for housing (Infonavit), day 
care, etc. and fringe benefits are generous, which raises non-wage labour costs. 
Furthermore, the social security contribution pattern means that employers’ 
contribution rates in relation to gross labour costs are higher for employees at 
the bottom of the earning scale, who are also those with lower-than-average 
productivity. Mexico’s tax arrangements also create an incentive for employ-
ers not to declare low wage earners. Because exemptions from income tax are 
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granted for low annual income, small scale entrepreneurs have no incentives 
to deduct labour income from gross revenue, hence to declare a worker. On the 
contrary, by not declaring they can avoid social security contributions. 

Reforming labour market regulations

Firms are now confronted with the need to be innovative and adapt to tech-
nological change in an environment of increasing competition from emerging 
countries in low-skill and more skill-intensive activities. But the current set-
tings for employment protection place emphasis on job stability. According to 
the broad indicators developed by the OECD, employment protection legislation 
(EPL) appears as relatively stringent in 2003. Severance payments are relatively 
high in case of unfair dismissals. Because of lengthy labour court procedures 
and uncertainties about outcomes, most dismissals are settled out of court, so 
that the existing regulations are not effective in protecting the workforce.

Labour market settings should allow adjustments in the number of staff 
or the number of hours worked, it should facilitate internal mobility as well as 
improvements in management, rewarding workers based on merit. Such flex-
ibility would facilitate the reallocation of labour to its most productive use and 
be conducive to stronger productivity gains and higher income.

Replacing severance payments by a more systematic form of job loss sup-
port (via the creation of individual savings account, for instance, which mini-
mise disincentives) could make the Mexican formal labour market more fluid 
and efficient and better able to adapt to new technologies. By lifting uncer-
tainties related to the cost of dismissal when hiring an employee on a regular 
contract it would be in the interest of employers and it would improve workers 
protection in practice. 

Helping the youth to get a better start

The youth unemployment rate is high relative to Mexico’s average unem-
ployment rate, but it is about half the OECD average. The most striking prob-
lem concerning this category is the high share of youth leaving school without 
having completed upper-secondary education. Policies that strengthen incen-
tives to work in the formal sector, as listed above, would contribute to im-
prove employment prospects also for the youth. On the other hand, specific 
programmes subsidizing employment of the youth would not be appropriate 
for Mexico since OECD experience suggests that they are costly and not very 
effective: there are substitution effects, as a particular group is hired in sub-
stitution for another, and there are cases where the people might have been 
hired even without the subsidy. In sum, besides improving the functioning of 
the labour market overall, the best approach to give the youth a better start is 
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to fight early school drop outs and to improve the quality of education. Some 
of these issues are discussed in Chapters 6 and 7 below. 

Upgrading competences of the workforce 

 Because of the very large deficit in qualifications of the workforce and the 
usual lags in improving outcomes in education, adult training has a role to play 
in providing opportunities to current workers to acquire new qualifications. 
Developing human skills is key to enhance the adaptability of the workforce at 
large, and allow it to take advantage of new work opportunities in the formal 
sector. The need to promote adult training is reinforced by the increasing com-
petition from emerging countries in both low-skill and more skill-intensive 
activities. 

Implementing a successful growth strategy

 To succeed in catching up to the higher living standards in some OECD 
countries, reforms should not be postponed. In order to make the reform pro-
cess successful, it will be necessary to reform on a larger front than in the past, 
improve the implementation of reforms, and communicate effectively to pro-
mote the needed reforms. The agenda for growth needs to be seen as a global 
package, with synergies to be drawn from taking measures on several fronts. 
Box 1 lists key recommendations in various areas. Separate chapters will dis-
cuss in more details some of the policies.

Box 1.1. Recommendations to achieve stronger growth 

Improving educational achievements of the young and training of the workforce

• Find a better balance in spending between wage and non-wage expenditure.

• Give priority to lower and upper secondary education, where quality does 
not match the needs of students and the labour market and where enrol-
ment is increasing.

• Ensure better value for money: improving the quality of teachers, continue 
the modernisation of curricula and teaching methods, devolving more 
responsibilities at the school level.

Lifting regulatory obstacles to private investment and FDI in some sectors…

• Reduce barriers to foreign direct investment that continue to prevail in 
services and infrastructure sectors..

• Put electricity reform proposal back on the Congress agenda and go fur-
ther, opening the sector to private investors and establishing a transpar-
ent, effective, non-discriminatory and competition-enhancing regulatory 
framework.
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Box 1.1. Recommendations to achieve stronger growth (cont.) 

… and imposing effective competition in others

• Review extensively the regulatory framework for rail freight transporta-
tion and work to resolve disputes among concession holders so as to im-
prove cost efficiency in the sector.

• Strengthen competition in the telecommunication sector.

Reducing administrative costs for business and investment

• Accelerate implementation of measures aimed at facilitating start ups 
– for instance the use of one-stop shops.

• Promote exchange of established good practices across states and munici-
palities, particularly in areas that enhance competitiveness, such as start-
ing a business, enforcing contracts, registering property and getting credit.

Improving the effectiveness of policies, by ensuring the enforceability of laws

• Tighten conditions for the use of amparo proceedings. This would con-
tribute to effective implementation of policies (application of the Com-
petition Law, enforcement of regulators decisions, application of judicial 
decisions for repossession of bank guarantees, collection of fines…)

Reforming labour market settings

• Promote privately provided training, and introduce new types of work con-
tracts, akin to apprenticeship, for initial training of workers. 

• Review social security contributions, with a view to reduce taxes on labour, in 
particular for low-skill, low-productivity labour which is abundant in Mexico.

• Ease overly strict regulation on atypical forms of employment (short-term 
contracts or part-time work); increase flexibility in working hours for 
workers with permanent contracts; Introduce probation periods.

• Improve the balance between labour market flexibility and protection of 
workers, replacing severance payments with a system of individual sav-
ings account to reduce dismissal costs and related uncertainties;

• Strengthen control on compliance to tax and social security obligations 
– although this can only be a complement to a comprehensive strategy to 
reduce informality. 

Paul Conway, Donato de Rosa, Giuseppe Nicoletti and Faye Steiner (2006), 
“Regulation, competition and productivity convergence”, Economics Department 

Working Papers No. 509, OECD, Paris

Further reading
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Mexico has shown responsibility in fiscal policy and its head-
line fiscal position is good. However, the underlying situation of 
public finances is weak, because of the heavy reliance of the bud-
get on oil revenue, part of which is volatile. As a consequence, fiscal 
policy is heavily influenced by the oil cycle. The budget is not only 
vulnerable to changes in oil prices, but also to the sustainability of 
oil production. Long-term planning is needed to adjust to changes 
in oil revenue that are durable but not permanent. There are in-
creasing demands made on the budget in the areas of education, 
health, population ageing, pensions and long-term infrastructure 
projects. Increasing the efficiency of public service delivery will be 
necessary but will go only part way to meeting the increased bud-
getary demands. Mexico’s tax/GDP ratio is one of the lowest in 
the OECD and wide-reaching tax reforms are needed in order to 
increase revenues.

Chapter 2

Fiscal policy and tax reform

Bénédicte LARRE
Economics Department

Christopher HEADY
The Centre for Tax Policy and Administration
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Mexico has shown responsibility in fiscal policy. Budget deficit targets are 
attained and its headline fiscal position is good. Even the wider definition of 
the deficit has come down to around 2% of GDP (Figure 2.1.). The structure of 
the public debt has been strengthened, by a reduction of foreign indebtedness 
and lengthening of average maturity of debt instruments.

However, the underlying situation of public finances is weak, because 
of the heavy reliance of the budget on oil revenue, part of which is volatile. 
Mexico’s tax/GDP ratio is one of the lowest in the OECD (Figure 2.2.). Non-oil 
revenue is low relative to GDP; even with oil-related revenue1 (about a third 
of the total), it is at the low end. The problem is that the tax base is narrow, 
reflecting numerous tax exemptions and special regimes and there is a high 
level of informality.

In addition part of oil-revenue is volatile. As a consequence, fiscal policy is 
heavily influenced by the oil cycle (and it makes it difficult to use fiscal policy 
to smooth the cycle). Furthermore, development priorities, including basic in-
frastructure, basic health, education, poverty alleviation do not have matching 
long-term stable financing.

In the recent years, there has been extra oil revenue because oil prices 
have been rising above the reference price. As a non-renewable resource, oil 
wealth should be used for investment (including human capital formation) to 
enhance growth potential. 

Fiscal policy was prudent. Rules were established (in 2005 in particular) to 
ensure that extra revenue would be spent wisely or saved. This objective has 
been broadly achieved. Some of the extra revenue created by high oil prices 
in 2005 and 2006 was distributed to the oil stabilisation fund, to PEMEx for 
investment and to states and local governments for infrastructure projects. 
But there are concerns about the actual use of resources transferred to sub-
national governments.

Background
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Figure 2.1. Public sector budget aggregates1

Per cent of GDP

1. The public sector comprises federal government and public enterprises under budgetary control 
(such as PEMEx). Financial intermediation by development banks is not included.

2. The primary balance is the financial balance less net interest payments.
3. Public sector borrowing requirement (PSBR) includes net costs of ‘’PIDIREGAS’’, inflation 

adjustment to indexed bonds, imputed interest on bank-restructuring and debtor-support 
programmes and financial requirements to development banks. Non-recurrent revenues 
(privatisation) are not included. Further adjustment to include the net non-recurrent capital costs 
of the financial sector.

4. Includes oil extraction royalties, vAT and excise taxes on oil products. 
Source: Ministry of Finance; Banco de México; OECD, Economic Outlook database 80.
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Figure 2.2. Tax revenue and the level of income in comparison1

1. 2004 or nearest year available. Government revenue including social security contributions.  
Unweighted average for OECD. Public sector for Brazil. Central government only for Chile.

2. Government revenue (including social security): with oil revenues of the federal government (x) 
and without this component (o).

Source: OECD, Revenue Statistics database; OECD, National Accounts; Mexico, Ministry of Finance; 
World Bank.

The main fiscal policy challenge is about preparing for the future. There are 
several areas of concern related to the large dependency of the budget on oil 
revenue. Oil revenue has been increasing, with large volatility, over recent years. 
But additional resources from high oil revenue are not necessarily permanent.

How large will oil-related revenue be in the longer run?

There are two sets of uncertainties prevailing. Typically, uncertainties were 
related to oil price levels. How durable is the high price environment? What is 
the appropriate reference price level for the budget? But the speed of deple-
tion of Mexico’s oil reserves has now become an issue. Oil production largely 
depends on the development of new projects. 

The budget is not only vulnerable to changes in oil prices, but also to the sus-
tainability of oil production. Production from the main fields already on stream 
has started to shrink. This has several implications. New production fields will 
have to be exploited, which requires new technology and the application of best 
practices. Measures to reduce the dependency of the budget on oil revenue can-
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not be postponed. Advertising prospects of a depletion of proven oil reserves 
could help the public understand underlying public finances weaknesses. 

The formula to establish the oil reference price in the Budget Law ini-
tiative is an improvement in principle. It should allow some smoothing over 
time. But stricter guidelines might be needed to prevent persistently high oil 
revenue from translating into (incompressible) higher current spending. Once 
a prudent long-term oil price reference has been established — and it might 
be appropriate to maintain it over several years — extra revenues arising from 
prices above the reference (i.e. revenue of a persistent but not permanent na-
ture) should be used in ways that improve public sector net worth: capitalising 
the Oil Stabilisation Fund, reducing the public-sector debt, financing pressing 
infrastructure needs at the federal, state and local government levels as well 
as PEMEx. (This is more or less achieved with the fiscal rules now in place). 
If additional resources are required to finance higher spending of a recurrent 
nature (basic education and health for instance), these should be obtained 
through a revenue-enhancing tax reform. This last point remains valid wheth-
er the decline in oil revenue comes from a decline in oil prices or from a decline 
in Mexico’s oil production.

Large-scale investment in PEMEX exploration 
and production is needed

Oil revenue has been extracted from PEMEx in a manner that is reducing 
the long-term return from this revenue source. Until now, raising investment 
in the oil sector has meant either fiscal policy tightening or issuance of public 
debt — through the PIDIREGAS. The new fiscal regime is an improvement and 
according to new fiscal rules, PEMEx will get a larger share of revenue windfalls. 
But more should be done. PEMEx should be fully separated from the budget and 
existing constraints on the way PEMEx is run should be modified, in particular 
to avoid Government’s participation in the day-to-day management of the com-
pany. Restrictions on PEMEx entering into joint ventures should be eased. This is 
important for the company to access the technology it needs and to help manage 
better risk exposure. In sum, the medium-term health of Mexico’s fiscal position 
requires a complete overhaul of the way PEMEx is run and introducing a tax re-
form that enhances revenue (by widening the tax base) and reduces distortions.

Efficiency gains in public spending are required 

Efficiency gains in delivering services at all levels of the public sector can 
go part of the way to limiting new funding needs. They would also contrib-
ute to improving the quality of services. Every OECD country is seeking ways 
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of getting more value for money. There is an on-going project in the OECD 
Economics Department aimed at drawing cross-country comparisons of effi-
ciency in the provision of public services. This project also attempts relating 
institutional and policy settings with higher efficiency of public spending. Two 
areas for reform on the spending side come to mind in the case of Mexico: 
i) the education sector, in particular, where measures are needed to increase 
efficiency (see Chapter 6 below); and ii) subsidies, which are in place in many 
areas: water, electricity and gasoline (where price at the pump did not rise in 
2005 and 2006 with crude oil prices). Subsidies distort incentives and are costly 
for public finances; they are usually regressive. They also are detrimental for 
the environment and long-term energy efficiency of the economy.

Removing subsidies and using part of these funds for direct cash transfers 
to the poor would achieve several policy goals simultaneously by: helping to 
reduce distortions in the economy and encourage investment in areas of vital 
importance for growth and living standards, including water and electricity 
infrastructure; helping to reduce poverty by directly augmenting the incomes 
of the poor; improving income distribution by increasing the progressivity of 
public policy; enhancing the fiscal position by reducing overall expenditure; 
and increasing incentives for consumers to be more efficient.

The need for a tax reform

Beyond what can be achieved to release some additional revenue through 
efficiency gains on the spending side, a tax reform is needed to both reduce 
distortions and increase revenue. Higher tax revenue is indeed required to pro-
vide stable funding for spending already committed and incompressible (e.g. 
increasing cohorts enrolled in secondary education, “social insurance” in health 
care, amortization of infrastructure projects already built). All political parties 
are aware of the need for a tax reform that widens the tax base and increases 
revenue. various options exist. The main issue has been, and still is, how to 
gather a consensus for the appropriate tax reform. The following points are 
relevant, and they can help to build a consensus on the tax reform needed. 

There are incompressible spending needs – present and prospective

There are development priorities in basic education, health, infrastruc-
ture, poverty alleviation. These recurrent spending needs have to be financed 
by permanent sources of revenue that are not affected by the volatility of oil 
prices. Spending for poverty alleviation for instance needs to continue on a 
large scale and its source of financing has to be stable. There is a long list of 
areas where additional spending is required, some of it having already been 
committed. The tax system does not seem to be robust enough to meet pro-
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spective financing needs. Efficiency gains in delivering services at all levels of 
the public sector can go part of the way to limiting new funding needs. They 
would also contribute to improving the quality of services. However, beyond 
what can be achieved through efficiency gains, there are increasing demands 
made on the budget, including the following:

•	 In education more children have to be enrolled and basic investment 
shortages need to be addressed.

•	 In health, implementation of the new " seguro popular" (system for social 
protection in health) has a substantial budget cost.

•	There are pressures from population ageing, resulting from government 
employees at both the federal and state levels.

•	 Even under the IMSS regime for private sector employees, the minimum 
guaranteed pension has a budget cost.

•	 The cost of amortising long-term infrastructure projects built under the 
PIDIREGAS schemes is already substantial and is likely to remain so for 
some time.

Mexico’s taxes in comparison with other OECD countries

Table 2.1. provides some comparisons of the Mexican tax system with 
those in other OECD countries. In 2004, Sweden had the highest tax-to-GDP 
ratio (50%) in the OECD and Mexico the lowest at 19%, a number that would fall 
to about 15% if oil revenues were excluded. Mexico’s tax-to-GDP ratio is well 
below that of the United States (25%) and the OECD average (36%).

Table 2.1. How Mexico’s tax system compares with other OECD economies

2004 2004 2004 2004 2005 2006 2005 2006 2006 
Canada 33.5 35.1 10.3 25.9 46.4 36.1 31.5 50.9 7 
United States 25.5 34.7 8.7 18.3 41.4 39.3 29.2 48.7 0 
Australia 31.2 40.2 18.2 28.5 48.5 30.0 28.4 46.5 10 
Japan 26.4 17.8 14.2 20.0 50.0 39.5 27.7 45.6 5 
Korea 24.6 13.6 14.3 36.3 38.5 27.5 17.2 48.7 10 
New Zealand 35.6 41.0 15.5 33.8 39.0 33.0 20.5 39.0 12.5 
France 43.4 17.0 6.3 25.6 55.9 34.4 50.1 55.9 19.6 
Germany 34.7 22.8 4.5 29.2 45.2 38.9 51.9 52.4 16 
Italy 41.1 25.4 6.9 26.4 44.1 33.0 45.4 44.8 20 
Spain 34.8 17.7 9.8 28.0 45.0 35.0 39 50.0 16 
United Kingdom 36 28.7 8.1 32.0 40.0 30.0 33.5 47.5 17.5 
Mexico 19 55.5 30.0 29.0 18.2 29.0 15 

VAT rate for Canada is the Federal Government Rate. Some provinces also levy a VAT 
PIT is personal income tax 
CIT is corporate income tax 
The tax wedge is the difference between the costs to an employer of employing an unmarried worker with no  
children and the net wage that the worker receives after tax, as a percentage of the employer's costs. 
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 Notes: Mexico reports a combined share of PIT+CIT 
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Since 1980 (the earliest year for which the OECD has tax data for Mexico), 
Mexico’s tax-to-GDP ratio has grown by about three percentage points, in com-
parison to an increase of the OECD average of nearly four percentage points. 
The growth in the OECD average, however, covers wide variations from a de-
crease of about five percentage points (the Netherlands) to an increase of about 
twelve percentage points (Spain). The United States has experienced a reduc-
tion of about one percentage point since 1980. Even if Mexico is compared with 
other significant countries in Latin America (such as Brazil, Argentina and 
Chile) its tax-to-GDP ratio is still low.

In terms of tax mix, Mexico has a relatively low reliance on personal and 
corporate income taxes (25% of revenue in comparison to 34% for the OECD 
average and 43% for the United States in 2004). It also has a low reliance on 
social security contributions (17% as against the OECD average of 26% and a US 
figure of 26%). To balance this, it has a particularly high reliance on taxes on 
goods and services – 55% of total revenue, the highest in the OECD – compared 
to 32% for the OECD average and 18% for the United States. This is mainly due 
to the inclusion of oil revenues in this category. Looking at vAT/general sales 
taxes only, the ratio for Mexico is 19%, about the same as the OECD average but 
still well above the US figure of 8%. The comparison with other significant Latin 
American countries is somewhat different. They have an even lower share of 
income taxes, but similar shares of taxes on goods and services.

Much of the tax reform debate in OECD countries is focused on the top 
personal and corporate tax rates. In 2005, Mexico’s top rate of personal income 
tax (30%) was lower than average for OECD countries (many of which have top 
rates of more than 40%) although the Slovak Republic had a rate of 19%. In 
2006, Mexico’s corporate income tax rate of 29% was at the middle of the range 
for OECD countries, which varied from 12.5% (Ireland) to 39% (Germany, Japan 
and the United States).

It is also useful to look at the taxes that apply to average workers: personal 
income tax and both employer and employee social security contributions.  Av-
erage workers in Mexico paid a lower proportion of their income in personal 
income tax (8%) than any other OECD country in 2005 (OECD average 26%, US 
24%). When employer and employee social security contributions are added, the 
Mexican ‘tax wedge’ in per cent of gross labour costs becomes 18%, second-low-
est to Korea (17%) and well below the OECD average (37%) and the US (29%).

vAT has swept through the tax world with 29 of the 30 OECD countries 
now having vAT (136 countries worldwide). Mexico’s vAT rate of 15% is some-
what below the OECD average but Japan (5%), Switzerland (7.6%), Korea (10%), 
Australia (10%) and New Zealand (12.5%) have lower rates.2 Other OECD coun-
tries (with the exception of the US, which does not have a vAT) have rates of 
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up to 25%. Equally important, Mexico has the narrowest vAT base in the OECD, 
with tax paid on only 30% of consumption expenditures. This contrasts with 
figures of over 50% for most OECD countries and 96% for New Zealand. vAT 
has proved to be a buoyant source of tax revenues for governments and most 
have been able to deal with the perceived regressivity of the tax by means of 
multiple rate schedules (lower rates being applied to basic necessities such as 
food and clothing) or by using the revenues generated by the vAT to provide 
social benefits to the lower income groups. The comparison of Mexico with 
major Latin American countries in terms of statutory rates is similar: these 
countries have, on average, slightly higher statutory rates but it is only for vAT 
that Mexico is the lowest rate country.

What kind of tax reform is needed in Mexico?

The comparison of Mexico with other OECD countries shows that its 
tax-to-GDP ratio is well below other countries while its statutory tax rates 
are simply towards the low end of the range. The picture is fairly similar 
in comparison to other major Latin American countries. This suggests that 
the bases on which Mexico’s taxes are levied are significantly narrower than 
in other OECD countries, either because the legal definition of the base is 
smaller or because of weakness in tax administration. The tax reform should 
therefore increase revenue, concentrating on broadening the base and fur-
ther strengthening the tax administration. The main concerns are the pref-
erential regimes and deficiencies in tax administration (which are closely 
related). The preferential regimes, besides diluting revenue and complicating 
administration per se, create significant loopholes, distort economic activity 
and facilitate evasion. They also create a perception of unfairness, which re-
duces the willingness to pay taxes. 

Income taxes 

Regarding income taxes, measures have been taken in recent years to 
eliminate various preferential regimes both for corporate and individual tax 
payers. The corporate income tax rate has been cut and the top marginal rate 
of individual income tax is reduced (as well as the number of brackets). The re-
form of 2002-03 has made some improvement under the personal income tax 
regime, as income from all sources has become subject to the same tax rate. 
However the scope of tax expenditure has been broadened, and there are still 
exemptions, tax deductions and preferential regimes on a range of economic 
activities that create uneven incentives and complicate tax administration.
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Value Added Tax (VAT)

Regarding vAT, it has not yet been possible to broaden the tax base. Nu-
merous exemptions and a large proportion of zero-rated goods and services in 
the vAT system imply that only a small part of the potential base is actually 
being taxed. It also contributes to low vAT compliance, as some transactions 
are falsely attributed to the zero-rated base.

Each OECD country has a specific mix of rates, exemptions, thresholds. 
Among the wide diversity of ways in which OECD countries are implementing 
the vAT, Mexico stands out as the country with the lowest revenue raising ca-
pacity from vAT. An indicator of the performance of the vAT in raising revenue 
is the share of vAT revenue to national consumption as a ratio to the average 
vAT rate. A high ratio points to vAT bearing uniformly on a broad range of 
consumption combined with effective tax collection. The average ratio for the 
OECD is just above 50. Several OECD countries, including Canada, Japan, Korea, 
Luxembourg, New Zealand and Switzerland have ratios higher that 65. In that 
group Japan in particular has a high ratio with a low standard rate and no zero 
rate on domestic goods. The five other countries have a relatively low standard 
rate and a zero rate. Mexico at the other extreme has the lowest vAT efficiency 
(a ratio about 30 in 2003), probably reflecting the narrow tax base and poor 
collection capacity, while the standard tax rate is not particularly low. OECD 
experience shows that the complexity of vAT creates administrative burdens 
and reduces the compliance of taxpayers. Getting rid of exemptions3 and zero-
rating would bring in substantial additional revenue and reduce the scope for 
tax evasion. For example, increasing vAT efficiency to the OECD average would 
increase vAT revenues by more than 50% (around 2% of GDP).4

A key issue is the impact that a broadening of the vAT base would have 
on the progressivity of the tax system. Although zero rating and exemptions 
under vAT are often perceived as a way of reducing inequality, it is actually the 
most affluent households that gain most from them as they buy more goods 
in general, including goods that are zero rated. Given the distribution by in-
come deciles, high-income households are actually heavily subsidised by the 
non-taxation of many consumption goods.5 Calculations for 2005 show that 
the highest two deciles together capture close to 35% of the value of the im-
plicit subsidy, while the lowest two receive less than 10 per cent, although as a 
percent of income the subsidy is highest for low-income brackets (Figure 2.3.). 

It is important to note that about half of the increase in revenue from base 
broadening would come from the higher income categories (the 3 highest in-
come deciles as illustrated by Figure 3.2.). If some of this revenue was redistrib-
uted to the 3 lowest deciles, it would more than compensate them for the loss 
of subsidy on their food consumption and there would still be extra revenue 
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Figure 2.3. Distribution of implicit VAT “subsidy’’, 200�

1. The implicit vAT subsidy at each income decile is estimated by the corresponding expenditure on 
food multiplied by the standard vAT rate of 15 per cent.

2. The consumption of food and hous ehold income per decile (referring to total income) are based 
on the INEGI 2005 Household Survey.

Source : INEGI, ‘’Encuesta nacional de ingresos y gastos de los hogares 2005’’; OECD calculations.

to spend on social programmes. There are many options available to compen-
sate the poorest categories, including direct income transfers, which have been 
used successfully by other countries.

Box 2.1. Lessons on VAT reform from other countries

Mexico is not alone in finding it difficult to broaden the base of vAT. Although 
many OECD countries have increased their rates of vAT over the past thirty 
years, there are very few cases in which countries have broadened its base. 
This is partly due to the political difficulties that would arise, as is shown by 
one of the few examples of a country increasing its vAT base: the UK’s exten-
sion of the vAT to include supply of electricity and gas. It managed to apply a 
low rate to these supplies by a very narrow majority in parliament in the face 
of widespread opposition, but failed to get a majority to apply the standard 
rate. This was because it did not convince the population that its scheme to 
compensate people who would be most affected by the price increase would 
be sufficient to meet all cases of real need.

 Despite this lack of experience of broadening vAT bases, there is consider-
able experience of countries broadening the base of their indirect taxes: 
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Box 2.1. Lessons on VAT reform from other countries (cont.)

mainly in the process of adopting a vAT. As this process involves the same 
issue as broadening the vAT base, the concern that poor people would lose 
from extending taxation to goods that are seen as necessities, it also provides 
lessons that are relevant to Mexico’s efforts to broaden its vAT base.

 In many cases, countries have adopted vAT because of some over-riding 
political necessity. Many countries in central and Eastern Europe have ac-
cepted the vAT as the necessary price of joining the European Union, despite 
its perceived adverse effect on inequality. Many economies in transition and 
developing countries have adopted vAT systems because they are seen as the 
only way of raising sufficient revenues to finance development.

 Even when vAT is seen as a necessity, governments have taken steps to 
minimise any adverse effects that it may have on poor households. In the 
case of Canada, this was done by introducing a payable tax credit (which the 
household would receive even if they paid no income tax) into the personal 
income tax system for households on low incomes. More generally in devel-
oped countries, state benefits for the poor, the unemployed and the elderly 
have been increased to compensate for the price rises produced by vAT. In 
addition, most OECD countries apply reduced rates and/or exemptions to 
particularly ‘sensitive’ goods.

 In developing countries, these forms of direct payments have been more 
difficult to manage because of limited administrative resources and so there 
has been more emphasis on reduced rates and exemptions. There is a wide-
spread view that, in developing countries, exemption is a better approach 
than zero-rating (except, of course, for exports). This is because the exemp-
tion of sectors such as small-scale agriculture, as was done in Uganda and 
Zambia, can give favourable tax treatment to food consumed mainly by the 
poor at the same time as reducing the burden on the tax administration of 
assessing large numbers of small farmers for vAT.

 Despite the widespread use of zero-rating and exemptions, research in 
South Africa6 shows that many goods that benefit from reduced taxation give 
little distributive benefit. This study showed that maize was the only product 
considered which gave a worthwhile improvement in poverty reduction from 
reduced taxation, while a study by the 2000 South African Women’s Budget 
convinced the government to introduce zero-rating of paraffin because it is a 
good on which poor people spend a high proportion of their income, but rich 
people hardly buy at all. 

Taxing the affluent more

Another potential area for reform would be the real estate tax, which is ad-
ministered by the municipalities. The real estate tax, which has many attractive 
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features as a sub-national tax, accounts for the bulk of municipalities own rev-
enues (59% in 2004). However, its proceeds – at 0.2% of GDP in 2004 - much lower 
than in most other OECD countries (the OECD average is 0.9% of GDP, ratios of 
3.3% for the United Kingdom and 2.8% for both Canada and the United States). 
Real estate taxes are less easy to evade than taxes on financial assets and are 
generally regarded as having little distortionary effect. A main limitation has 
been the outdated land register (leading to undervaluation of property) and lax 
local administration and enforcement of collection. Upgrading the land register 
would allow to increase tax revenues in a fair way and it would increase tax-
ing powers of sub-national governments. With a sufficiently high lower limit, it 
would be possible to achieve a progressive profile, thereby contributing to tax-
ing the highest-income individuals more heavily, as rich people usually hold a 
substantial proportion of their wealth in the form of housing.

Related issues in fiscal federalism

Fiscal relations across levels of government can be improved. Two of the 
recommendations made by the OECD in its 2005 Economic Survey of Mexico7 are 
particularly relevant to the discussion above. First, on the revenue side, it is 
important that States and local governments share in the effort to raise more 
revenue nationwide; they should raise taxes to finance part of the new spend-
ing, so that the direct users face some of the costs. This would increase respon-
sibility. Second, on the spending side, there is little control on how the recent 
additional resources transferred to sub-national governments for investment 
are being used. Because the amounts transferred are substantial, increasing 
accountability at the sub-national level has become all the more important. It 
could help if taxpayers (hence voters) were better informed about the respon-
sibilities (and accountability) of the various levels of government in the provi-
sion of public services.

Tax administration: further improvements are possible

Today’s tax administrations face many challenges. In addition to implementing 
Government reforms, there are the day-to-day requirements of helping to achieve 
budget revenue targets and providing adequate services to taxpayers, against a 
backdrop of globalization and technological impacts, significant and diverse tax 
non-compliance issues, (for many) declining budgets, and the on-going challenge 
of developing a competent and trustworthy workforce, information technology 
services, and internal financial management). In some countries, tax administra-
tions are being given a range of non-tax roles, which only adds to the pressures of 
managing an organization performing a critical government function.
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Mexico faces some additional (but not unique) challenges. Tax revenue 
collection is seriously affected by weak compliance, even in the formal sector, 
and the existence of a large informal sector. The tax administration’s own  
estimates of tax non-compliance suggest overall revenue leakage equivalent 
to almost half the statutory revenue base. Related to this, the number of 
individuals registered with the tax administration is equivalent to less than 
20% of the labour force, complicating the identification of citizens who should 
be, but are not, registered for tax purposes. At the same time, Mexico has 
only one member of the tax administration for every 1,600 members of the 
labour force, as compared to the OECD average of about one to 600. Audit 
activities, which in many countries represent the primary response to tax non-
compliance, are relatively small in scale and have been on a declining trend in 
recent years. A related issue is the significant level of unpaid tax debts which, 
in relative terms, is very high compared to most OECD countries (over 50% 
of annual revenues, in comparison to less than 10% for Brazil and Spain and 
about 13% for Hungary).

At the end of the day, tax policies stand or fall on the efficacy of their 
administration. yet, for many countries, tax administration tends to be the 
Cinderella of tax reform.  It should go without saying that administrative fea-
sibility is an essential feature of any reform program. Across the OECD, tax 
administrations supported by their Governments have responded in a variety 
of ways but a number of common threads to tax administration reform over 
recent years can be identified:

•	 Establishing institutional arrangements for revenue administration that 
provide adequate autonomy and strengthened governance arrangements.

•	 Strengthening the organizational framework for tax administration 
through the creation of a single revenue body to collect both direct and 
indirect taxes — and increasingly social contributions — typically, these 
bodies are organized principally on a functional basis but with a dedi-
cated organizational unit responsible for the administration of its most 
important taxpayers (i.e. large businesses and non-profit bodies). Unlike 
in Mexico, there is no trend to administer tax and customs from within 
a single agency, only 6 of 30 OECD countries adopt such an approach 
(with Canada deciding in 2003 to separate the administration of tax and 
customs).

•	 Improving risk management and the management of audits.

•	 Setting the thresholds for vAT registration at a level which enables the 
tax administration to concentrate its efforts on collecting worthwhile 
amounts of revenue.
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•	 Strengthening the legislative framework for tax administration in order to 
provide adequate powers for the conduct of compliance-checking functions 
and enforced tax debt collection, and appropriate sanctions for tax offences.

•	 Adopting wider public sector reforms to strengthen organizational plan-
ning and accountability, including the preparation of a multi-year busi-
ness plan that provides a clear articulation of agency mission, vision, 
goals, strategies, and key performance indicators, and an end-of-fiscal 
period performance report that describes achievements against the plan.

•	 For strategic and operational planning purposes, a strong focus on the in-
dividual needs and behaviours of different segments of taxpayers/ clients 
(e.g. large businesses, small and medium-sized enterprises) through the 
increasing application of risk management techniques to identify major 
compliance risk areas (e.g. the informal sector) and to assist the formula-
tion of a balanced set of responses (i.e. service and enforcement).

•	 Increasing the use of modern technology for the delivery of services to 
taxpayers (e.g. information provision to taxpayers, electronic filing of tax 
returns, and the collection of tax payments, as well as for operational risk 
profiling purposes (e.g. for audit case selection and debt collection).

•	 Intensifying efforts to increase staff competencies.

Mexico’s tax administration has taken some steps in these directions but 
there is considerable scope for further progress.

How to gather a consensus for the appropriate tax reform 

The fact that there has been “generous” oil-related revenue over recent 
years (higher-than-budgeted oil prices every year from 2000 to 2006) reduced the 
pressure to raise more tax revenue. The recent decline of oil prices could help, 
but overall prices remain higher than a few years ago. A closer examination of 
Mexico’s oil sector - with backlogs in investment, insufficient production and re-
finery capacity; low quality of the Mexican oil export mix, and incipient decline 
in oil production - does not allow complacency on future trends in oil revenue. 

The experiences of other OECD countries suggest the following approach:

•	 A strong communication effort is required to promote a revenue-enhanc-
ing tax reform, including an explanation of its effects on progressivity. 

•	 The reform must be based on clear and well articulated principles so that 
taxpayers can understand what government is trying to achieve.

•	 There must be a package approach: reform must encompass income tax-
es, vAT and other taxes, and with the gains and pains intricately linked. 
This makes it more difficult for lobbyists to cherry-pick. 
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•	 The government should demonstrate that it is improving efficiency of 
spending before requiring the public to pay higher taxes. This could in-
crease the public's willingness to pay higher taxes.

•	 It should raise awareness on a number of concerns mentioned above: i) the 
need to meet commitments for the development of education, health care 
and pensions; ii) the depletion of Mexico's oil reserves. It should stress that 
no new spending can be considered with the existing weak revenue base.

 

What can Mexico learn from other countries about the implementation 
of tax reform? The OECD has looked at how other countries have succeeded in 
putting in place sound tax reform. ‘Best Practices’ include:

First, policy reform must be matched by administrative reform and 
this is particularly important in Mexico. 

Second, it is probably wise not to allow too much time between the 
initial announcement of the reforms and their implementation, since 
again, this gives lobbyists too much of an opportunity to undermine the 
reforms; on the other hand, there must be an intensive and well-resourced 
effort by the administration to implement the reform.

Third, considerable thought has to be given to the transitional rules.

Fourth, the tax administration must develop a comprehensive com-
munication and education package for taxpayers.

Box 2.2. Recommendations for strengthening public finances
Medium-term approach to budgeting

Mexico’s proven oil reserves are starting to decline, assessing the long-run 
price of oil is delicate and the costs of adjusting to lower revenue are large. 
The oil reference price underlying the budget should be based on deliberately 
prudent projections and remain unchanged over a period of several years 
(the number of which will have to be defined).

Guidelines for prudent fiscal policy

Oil wealth should be considered as belonging as much to future generations 
as to present ones. Prudent fiscal management requires that extra resourc-
es of a non-recurrent nature should be oriented to non-recurrent spending, 
to be saved or invested. Guidelines should ensure the following allocation: 
i) capitalising the Oil Stabilisation Fund; ii) reducing the public sector debt; 
iii) financing infrastructure investment by the federal government, states and 
municipalities as well as PEMEx. 

The implementation of a successful reform
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Pressures for additional spending

Over the short to medium term, there are needs for additional funding of core 
programmes in education and health in particular. Financing should come 
through durable and predictable revenue increases, i.e. as a result of a rev-
enue-enhancing tax reform or a mix of revenue-enhancing solutions.

The public sector employees’ pension system 

The public sector employees’ pension system (ISSSTE) reform should be 
passed and implemented without delay. The transition cost would be felt 
for a limited number of years. In the current context of high oil revenue, its 
financing would not squeeze other important spending. The reform would 
contribute to strengthen the underlying fiscal position, which is important 
because oil revenue abundance may not be permanent.

Increasing tax revenue while reducing distortions

The most promising option for tax reform is to widen the vAT base, so as to re-
duce distortions and facilitate tax administration. Compensation of low-income 
categories could be introduced at the same time, either through direct trans-
fers or by retaining zero rating or a preferential tax rate on a few basic staples.

Regarding direct taxation, there are still exemptions, tax deductions and 
preferential regimes on a range of economic activities that create uneven 
incentives and complicate tax administration. Their scope should be reduced 
to improve both efficiency and equity.

A reform of the property tax should be undertaken, with a view to increase tax 
capacity of municipalities and increase the progressivity of the tax system. 

Further improvements in tax administration are needed.

OECD  Economic Survey of Mexico, 2005.

OECD Consumption tax trends, 2006.

Guichard (2005), “The education challenge in Mexico: delivering good qual-
ity education to all”, Economics Department Working Paper, No. 447, OECD, Paris.

Joumard (2005), “Getting the most out of public sector decentralisation in 
Mexico”, Economics Department Working Paper, No. 453, OECD, Paris.

Footnotes

1.  It should be noted that some ‘oil-related revenue’ would still be collected even if 
Mexico stopped production of oil. In particular, vAT and excise duties on the sale of 
oil products to consumers would be collected even if all oil were imported.

Further reading

Box 2.2. Recommendations for strengthening public finances (cont.)
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2.  Comparisons of standard vAT rates are available in OECD Consumption tax trends, 
2006.

3.  In addition to standard exemptions for “social” purposes – education, health and 
charities – in practice in the majority of OECD countries, Mexico has exemptions for 
specific sectors: public transportation of passengers by land; agriculture, forestry 
and fishing activities (cf. OECD Consumption tax trends 2006). 

4.  Additional revenue could be expected from having a less complex regime to  
administer, hence closing loopholes that facilitate evasion.

5.  Zero-rated goods include all non-processed food, which is also the case in a few 
other OECD countries. For instance, caviar and smoked salmon are under zero 
rating. Cf. details in OECD, Consumption tax trends, 2006.

6.  See Alderman and del Ninno (1999) ‘Poverty issues for zero-rating value-Added Tax 
(vAT) in South Africa’, South Africa: Poverty and Inequality Informal Discussion Paper 
Series 19336, World Bank, Washington DC.

7.  See also Joumard (2005), “Getting the most out of public sector decentralisation in 
Mexico, Economics Department Working Paper, No. 453, OECD, Paris.
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The Federal Law of Economic Competition of 1993 formed a 
key part of Mexico’s reform process. But competition policy still 
confronts challenges and offers opportunities for improvement. 
Greater competition would spur productivity growth by creating 
pressure on firms to innovate by imitating and adapting foreign 
technology. There are areas which are in principle opened to com-
petition, but where application of the law is impaired so that there 
is no effective competition. In some sectors such as the telecom-
munications and railroad industries, efforts need to be made to 
increase competition. Lawsuits often delay or undermine actions 
and decisions by the Federal Competition Commission and other 
regulatory bodies. Improving the regulation and enforcement of 
competition policy is therefore also priority. Most importantly, the 
government as a whole should review laws and regulations which 
unnecessarily restrict competition.
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A key element of Mexico’s long-term reform program was the 1993 adop-
tion of the Federal Law of Economic Competition (LFCE), and creation of the 
Federal Competition Commission (CFC) to enforce it. The LFCE reflects a well-
conceived synthesis of contemporary economic principles, and the CFC pos-
sesses both strong enforcement powers and important authority to determine 
whether the absence of effective competition in a market sector warrants reg-
ulatory intervention by the government. 

But competition policy still confronts challenges and opportunities for 
improvement. The degree of general support for competition policy remains 
an open question, and deficiencies in statutory authority and judicial review 
processes constrain the CFC’s ability to address anti-competitive conditions ef-
fectively and efficiently. The CFC has also suffered from a decline in resources, 
despite an increasing workload. 

A long-standing promise, dating from a presidential address in June 2003 
at an international competition policy conference in Merida, to enhance the 
role of both competition policy and the CFC in Mexico’s national economic pro-
gram has gone largely unfulfilled. yet strengthening competition policy would 
promote Mexico’s economic performance and the international competitive-
ness of Mexican industries. Better integration of competition principles into 
public policies generally would entail:

•	 identifying and eliminating regulations imposed by federal and state 
governments that unnecessarily inhibit competition,

•	 assessing the powers, procedures, and performance of federal regulatory 
agencies, including sector regulators such as the Telecommunications 
Commission (COFETEL) and agencies such as the Unfair Trade Practices 
Unit in the Economics Ministry, and

•	 increasing market disciplines in airlines, railroads, PEMEx, and electricity 
sectors.

The need for pro-competitive reform in a number of key sectors was dis-
cussed in the previous chapter. This chapter will focus on broader issues re-
lated to the competition policy framework of Mexico and propose that Mexico 

Background
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consider launching a wide-ranging review of laws and regulations which im-
pose unnecessary restraints on competition.

Competition policy: improving laws and regulation

Implementing a broad programme to systematically reduce unnecessary 
governmental restraints on competition can substantially improve economic 
performance, increasing growth and employment. There is an increasing rec-
ognition that maximising the degree of effective competition throughout the 
economy is fundamental to the achievement of the broad objective of raising 
social welfare. 

Significant and unnecessary government-generated restrictions on com-
petition often develop unless there is a process that explicitly considers their 
impact or options for achieving the same policy objectives with less harm to 
competition. Such restrictions can lead to consumers paying higher prices than 
necessary for goods and services. They can also reduce growth and limit the 
flexibility of an economy to respond to external shocks. The benefits of taking 
central government action to reduce unnecessary restrictions on competition 
can be substantial. In Australia, in the mid-1990s, the government introduced 
a National Competition Policy that resulted in the review and modification of 
unnecessarily anticompetitive laws and regulations at the state and federal 
level. Since that time, Australia has enjoyed outstanding economic perfor-
mance, including well over a decade of non-stop growth.

In order to aid other governments achieve similar success, the OECD has de-
veloped the Competition Assessment Toolkit, a method for reviewing laws and 
regulations for unnecessary restraints on competition. The Toolkit is designed 
to be useful even for policy officials with no background in competition policy. 
The methods outlined in the toolkit will provide guidance to officials who are 
developing or evaluating laws and regulations in social and economic ministries 
and regulatory agencies, helping them to identify unnecessary restrictions and 
design less restrictive alternatives, while still achieving their policy objectives. 

As of January 2007, Australia and the UK have adopted the main element 
of the approach, a simple-to-use Competition Checklist. Other countries have 
committed to doing so. In Mexico, initial implementation will be by the CFC, 
which will use the Toolkit for its reviews of secondary legislation. (A Spanish 
translation of the Toolkit has just been released.) Mexico could go further how-
ever, and extend implementation to one or more ministries, and eventually 
the whole of government. To be most effective, such implementation should 
include restraints at the state as well as federal level. 

Key issues
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The Competition Checklist shown below helps to identify government 
rules and regulations that merit an in-depth review of their effects on competi-
tion. Such a review would consider different policy options and seek to identify 
the policies that would achieve the government objectives with the least harm 
to competition.

Competition Checklist
for the conduct of competition assessments

A competition assessment should be conducted if the proposal has any of 
the following � effects:

(1) Limits the number or range of suppliers

This is likely to be the case if the proposal:
• Grants exclusive rights for a supplier to provide goods or services
• Establishes a license, permit or authorisation process as a requirement of 

operation
• Limits the ability of some types of suppliers to provide a good or service 
• Significantly raises cost of entry or exit by a supplier
• Creates a geographical barrier to the ability of companies to supply goods 

or services, invest capital or supply labour

(2) Limits the ability of suppliers to compete

This is likely to be the case if the proposal:
• Controls or substantially influences the prices for goods or services
• Limits freedom of suppliers to advertise or market their goods or services
• Sets standards for product quality that provide an advantage to some sup-

pliers over others or that are above the level that many well-informed cus-
tomers would choose

• Significantly raises costs of production for some suppliers relative to oth-
ers (especially by treating incumbents differently from new entrants)

(�) Reduces the incentive of suppliers to compete vigorously

This may be the case if the proposal:
• Creates a self-regulatory or co-regulatory regime
• Requires or encourages information on supplier outputs, prices, sales or 

costs to be published
• Exempts the activity of a particular industry or group of suppliers from the 

operation of general competition law
• Reduces mobility of customers between suppliers of goods or services by 

increasing the explicit or implicit costs of changing suppliers
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Competition policy enforcement: amparos

Lawsuits often delay or undermine actions and decisions by the CFC and 
other regulatory bodies. An amparo action in a federal district court may be 
brought by any party based on very general grounds (for example, that a law or 
action is unconstitutional, arbitrary, unsupported by substantial evidence, or 
founded on reasoning that is illogical or contrary to general principles of law). 
In addition, a suit in the Tax Court may be brought to review any agency action 
that involves the imposition of a monetary payment obligation. CFC investiga-
tions and cases are routinely subjected to multiple amparos, leading to court 
orders suspending CFC proceedings. The judges are usually unfamiliar with 
competition policy issues. The OECD has recommended a specialized amparo 
court with economic expertise to hear cases from the CFC and other agencies 
that deal with economic issues, as well as legislation to prevent amparo courts 
from granting inappropriate stays of CFC orders during judicial review.

Sanctions to back up enforcement are ineffective. Collecting a fine re-
quires a separate proceeding, even after all amparo and Tax Court proceedings 
are concluded. Because of the procedural complexities, most fines are not col-
lected. This is a government-wide problem, as noted elsewhere, which affects 
other agencies as well as the CFC. The OECD has recommended that legislation 
be adopted to streamline the procedures for collecting fines.

Important amendments to the Competition Law approved in April 2006 
addressed many, but not all, insufficiencies of the former Law. It corrected leg-
islative gaps and shortcomings, clarifying the Federal Competition Commis-
sion procedures and streamlining merger notification; and

•	 it strengthened the Commission's powers; 

•	 it strengthened the compulsory nature of the Competition Commission's 
opinions on government action in regulated sectors and grants the Com-
mission the power to investigate restraints to local trade. 

A 2004 OECD-IDB assessment of Mexico’s competition law and policy 
recommended most of these changes. Some proposals endorsed by the 2004 
OECD-IDB report have not yet been adopted. These should still be implemented: 

•	 enhance the CFC’s budget autonomy;

•	 adopt a remedy for structural monopoly; and 

•	 authorise the CFC to investigate competitive conditions in an industry in 
a non-law enforcement context. 

Competition legislative proposals
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OECD-IDB (2006), Competition Law and Policy in Latin America: Peer Reviews 

of Argentina, Brazil, Chile, Mexico and Peru

OECD Journal of Competition Law and Policy

Further reading
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Better corporate governance of state owned enterprises would 
have a significant positive effect on economic performance and 
Mexican competitiveness. It would also have a positive impact on 
public governance more generally and would improve the state’s 
ability to serve as a reliable and effective provider of key infra-
structure services to private business and the general public. The 
key policy challenges are to improve transparency, ensure a level 
playing field with the private sector and empower SOE boards.
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While there are a number of State Owned Enterprises in Mexico, PEMEx 
dominates the scene by producing directly 7% of GDP, representing 15% of total 
exports and employing some 138,000 people. It has a monopoly in both up-
stream and downstream activities covering gas and petroleum products. It is a 
major source of finance for the budget (40% of revenue for the Federal Govern-
ment) and even acts as the borrowing arm of the budget, a reason for its high 
level of debt until recently. However, its is often claimed that legal restrictions 
and a lack of transparency and accountability in the management processes 
hamper the company’s development and affects its reputation. The need for 
improvement is also recognised within the company.

In line with the reform objectives around the world, it would be useful 
to address the state’s role as an owner and the corporate governance of state 
owned enterprises in Mexico. Drawing on the wealth of experience in other 
OECD countries, concrete reform proposals could be generated to improve ef-
ficiency, professionalism and value creation in Mexico’s state owned sector. 

Better corporate governance of state owned enterprises would have a sig-
nificant positive effect on economic performance and Mexican competitive-
ness. For example, PEMEx has under-invested in many activities such as refin-
ing and exploration. Allowing the entry of competitors into the sector would 
stimulate investment, including by PEMEx, and improve overall performance. 
Greater transparency in financing and management, i.e., less reliance on PE-
MEx to support the government budget, would allow PEMEx the resources nec-
essary for investment and also support the government’s case for general tax 
reform. Improved economic performance by PEMEx would also raise the tax 
and royalty base. More professional boards and management accountability is 
essential for improving performance. Better corporate governance would also 
have a positive impact on public governance more generally and improve the 
state’s ability to serve as a reliable and effective provider of key infrastructure 
services that are of critical importance to private sector competitiveness.

Background

Expected Impact
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In response to widespread concern about the efficiency of state owned en-
terprises, the OECD has agreed on a set of Guidelines for Corporate Governance 
of State-Owned Enterprises. A central purpose of the Guidelines is to provide 
practical advice on how to improve value creation in State Owned Enterprises. 
For this purpose they deal both with the regulatory framework and corporate 
specific practices.

The key policy issues addressed in the OECD Guidelines for State Owned 
Enterprises are transparency, the creation of a level playing field with the pri-
vate sector and empowering of SOE boards. In each case there are a number of 
models that could be followed. The Guidelines are not prescriptive and can be 
adapted to different legal, economic and political circumstances. For example, 
the Guidelines do not exclude political objectives for SOE’s such as preserv-
ing regional employment, but they do call for transparency if such objectives 
are an important factor. Likewise, the Guidelines do not mandate any specific 
composition of the board of directors in state owned enterprises. The empha-
sis is rather on the process for board nominations and appointments, which 
must be structured, transparent and skill-based. 

OECD/IFC (2006) Case Studies of Good Corporate Governance Practices: Compa-

nies Circle of the Latin American Corporate Governance Roundtable

OECD (2005) OECD Guidelines on Corporate Governance of State-Owned Enter-

prises

OECD (2004) OECD Principles of Corporate Governance: 2004

OECD (2003) White Paper on Corporate Governance in Latin America

The OECD Guidelines on Corporate Governance  
of State Owned Enterprises

Policy Options

Further reading
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While SMEs dominate Mexico’s business population, as in 
other OECD countries, their development remains hampered by 
fundamental weaknesses: unusually weak endowment of tangible 
and intangible capital and limited access to finance. This points to 
market failures and has important consequences for income distri-
bution, social cohesion and employment creation. Therefore, strong 
policy action, based upon a targeted, flexible and differentiated 
approach, seems to be warranted. But SME support policy needs 
also to take into account the overall framework conditions in which 
firms operate, including inadequate infrastructure and low human 
capital, budget constraints and the pressing need for public social 
spending (basic education, health care, poverty alleviation).
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Over the past six years, Mexico’s Federal Government has introduced com-
prehensive policy measures aimed at making the SME sector more efficient. 
SMEs account for the near-totality of Mexican firms in the formal economy 
and most of them are micro firms, which are weighed down by a lack of finance 
and skills. Only a few SMEs have been able to successfully compete at home 
and abroad.

Authorities have chosen a flexible policy approach to reduce barriers to 
entrepreneurial activity. Imparting a wide range of central policy impulses, the 
Federal SME Fund has put strong emphasis upon collective process innovation 
and efficiency, favouring decentralisation and network building. States, local 
authorities and intermediate organisations have contributed to policy design 
and implementation. 

The SME Fund has created and expanded a string of programmes accom-
panying SMEs at all stages of development. Based upon temporary public/pri-
vate partnerships, they comprise innovation laboratories, incubators, develop-
ment centres, business accelerators and export centres.

Gauging the effects of Mexico’s new SME policy at this point in time is 
difficult, policy lead times being long. A few encouraging signs have already 
emerged, though. The number of SMEs receiving policy support has surged. 
Improved access to finance is evident in lower risk premiums and lower trans-
action costs, smoothing the entry of SMEs into the formal economy. Finally, 
administrative lead times for firm creation have shrunk, while survival rates 
have improved.

While the scale of policy impulses has been impressive, there is room for 
improvement. The SME policy framework can be refined, with efforts needed 
to improve co-ordination and exploit synergies among SME-related expendi-
tures by different federal agencies and by states and local governments. More-
over, the take-up of programmes has been uneven across regions and between 
different firms. This calls for strengthened efforts to enhance the capacity of 

Background

First results and need for further action



5. SME ISSUES AND POLICIES

GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007 �1

states and local authorities to absorb federal policy initiatives and for expand-
ed tailor-made initiatives in favour of micro firms.

The financial resources of the SME Fund, though stepped up over time, 
have remained small and are still inadequate given the scale of the SME sec-
tor’s weakness. New resources should be primarily used for both spreading 
existing programmes and creating an efficient evaluation culture, which is 
essential for using scarce resources more efficiently. Finally, micro economic 
framework conditions need to be improved as there is a clear link between 
them and SME policy requirements. Despite some improvement due to SARE 
(Rapid-Enterprise Opening-System), the climate in which SMEs operate is still 
distinctly less favourable than in other OECD countries. Accompanied by better 
credits conditions, stronger implementation of fiscal and regulatory simplifica-
tion measures should speed up micro-firms’ entry into the formal economy.

Size and Structure of the SME Sector

Small and medium-sized enterprises (SMEs) play a vital role in Mexico’s 
economy. They account for an estimated 99 percent of all enterprises, generat-
ing more than one half of GDP (52 percent in 2006) and nearly three fourths of 
total employment (72 percent in 2006). 

There are nearly 4 million SMEs in Mexico, each firm employing on aver-
age, seven to eight persons (See Box 5.1.). Compared to small and medium-
sized enterprises, the number of large firms is tiny (6700), accounting for 0.2 
percent of economic units and 29 percent of total employment. The average 
large firm employs around 700 persons. 

Box 5.1. Defining Mexican SMEs

Micro enterprise: between 0 and 10 employees in manufacturing, re-
tail and services;

Small enterprise: between 11 and 50 employees in manufacturing 
and services and up to 30 employees in retail;

Medium-sized enterprise: between 51 and 250 employees in manu-
facturing, 31-100 employees in retail and 51 and 100 employees 
in services.

Most SMEs (95%) are micro-firms, implying a degree of predominance 
which exceeds that observed in most other OECD countries. Table 5.1 shows 
an international comparison of the number of enterprises and employment by 
size class in the manufacturing sector. 
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Table 5.1a Percentage of Enterprises by Size Class 
in the Manufacturing Sector (200�)

	 ���� ������ ������� ��������	 ������	 �������	 ����

Mexico	 ���.86	 6.��	 �.��	 �.��3

Czech	Republic	 ���.�7	 7.�3	 �.��	 �.�7

Hungary	 86.��	 ��.�8	 �.8�	 �.7�

France	 8�.8�	 �3.�7	 3.��	 �.8�

Italy	 8�.63	 ��.�3	 �.��7	 �.�7

Portugal	 7��.77	 �6.�8	 3.��	 �.��

Spain	 78.�3	 �8.68	 �.83	 �.�6

Netherlands	 7�.���	 ���.�8	 �.���	 �.�3

Austria	 7�.��	 ��.63	 �.3�	 �.��

Denmark	 7�.67	 ��.���	 6.��	 �.��

United	Kingdom	 7�.�7	 ��.��	 �.���	 �.37

Germany	 6�.��	 ���.6��	 8.�3	 �.�7

United	States	 �8.�7	 33.67	 �.�3	 3.��

Table 5.1b Percentage of Employees by Size Class 
in the Manufacturing Sector (200�)

	 ���� ������ ������� ��������	 ������	 �������	 ����

Portugal	 �8.6��	 ���.37	 3�.3�	 ��.6�

Mexico	 �8.��	 ��.�8	 ���.���	 ��.�7

Spain	 ��.77	 33.��	 ��.��	 �7.��

Italy	 ��.6�	 3�.�7	 ��.76	 �6.�6

Japan	 ��.63	 �8.���	 ���.��7	 ���.��

Korea	 ��.3�	 3�.8�	 ��.���	 �8.8��

Hungary	 ��.3��	 �7.��8	 ��.�8	 �6.3�

France	 ��.�6	 ���.3�	 ��.��	 �7.����

Netherlands	 ��.��	 ��.67	 ���.7�	 37.�7

United	Kingdom	 8.76	 ���.��	 �6.7�	 ��.3�

Austria	 7.8�	 ���.��	 �7.���	 ��.�7

Denmark	 �.��8	 ���.���	 �6.��3	 �7.���

Czech	Republic	 �.��	 �7.��	 �8.��	 �8.�8

Germany	 �.�7	 ��.���	 �3.8�	 ��.��

United	States	 �.�3	 ��.7�	 �7.���	 �7.���

Note: For the United Kingdom and the United States data comes from 2002. Size class discrepancies: 
United States: 20-99, 100-499, +500; Mexico: 0-10, 11-50; Korea: 50-199, 200+. Size classes for all countries 
but Mexico have been merged from 10-19 and 20-49.
Source: OECD Database Business by Size Class. Data for Mexico is from INEGI.
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Micro firms in Mexico employ around 8 million persons (38.3 percent of 
total employment), or little more than two persons on average. In 2003, micro 
firms employing up to two persons accounted for two thirds of Mexico’s to-
tal enterprise population. While the number of small enterprises (139 000) and 
medium-sized companies (32 000) are fractions of the SME population, they ac-
count for one third of total employment and a relatively large share in overall 
output (Figure 5.1.).

Figure 5.1. Distribution of Employment and Enterprises by Firm Size (200�)

Source: CANACINTRA and INEGI.

The data points to a fragmented production structure and a highly polar-
ised profile of employment and productivity levels. The typical micro firm is 
tiny even by Mexico’s own definition. Many micro firms are unable to generate 
profits, reflecting over manning and related negative levels of total factor pro-
ductivity. Their contribution to overall output is weak. In contrast, the typical 
small and medium-sized company is ‘large’, employing a number of persons 
close to the upper end of the respective SME employment definition. Their av-
erage level of labour productivity is comparatively high. 

Micro firms are mostly family run and family owned, their output being 
oriented towards local markets. About nine tenths of these firms are located in 
retail, services and agriculture. Only a small share of micro firms (about 300 000 
enterprises) are located in manufacturing (Table 5.2).
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Table 5.2. SMEs by Sector (200�)

	 Percentage o�� �nterprisesPercentage	o��	�nterprises

Sector	 Total	Number	 Micro	 Small	 Medium	 Large

Manu��acturing	Sector	 3�8	7�8	 ���.��	 6.�	 �.�	 �.��

Food	 ��3	3�8	 ���.3	 3.�	 �.�	 �.�

Textile	 �7	���	 86.��	 8.�	 3.�	 �.3

Wood	 �7	7���	 ���.7	 3.�	 �.8	 �.�

Paper	 �7	�6�	 88.�	 8.�	 �.8	 �.8

Chemical	 7	7�6	 ���.7	 �8.7	 �6.6	 �.�

Non	metallic	minerals	 ��	�37	 ��3.�	 �.�	 �.�	 �.�

Basic	metallic	 �	���	 6�.8	 ��.�	 ��.�	 �.6

�quipment	and	machinery	 77	373	 8��.��	 6.�	 �.�	 �.�

Other	industries	 ��	73�	 8��.�	 7.�	 �.�	 �.�

Retail	Trade	 �	�8�	�87	 ��7.�	 �.�	 �.6	 �.�

Services	 �	��3	7�3	 ���.7	 �.3	 �.�	 �.�

Source: CANACINTRA and INEGI.

The Informal Economy

As in many countries, official statistics understate the importance of SMEs 
and, especially, that of micro firms. Furthermore, there may be a low-produc-Furthermore, there may be a low-produc-
tivity/high-informality trap at work: to further expand (and move into higher 
value-added activities), micro enterprises and small businesses would have to 
register and, declare workers, thereby becoming liable to pay taxes (see Chapter 
8). The statistical office, INEGI, has started to produce a strictly defined meas-The statistical office, INEGI, has started to produce a strictly defined meas-
ure of the informal sector, which considers employment (and output) of “non-
structured” sectors, such as street vendors or micro enterprises. Employment 
in the informal sector defined as such was estimated at 10.5 million people in 
2002, representing about a quarter of total employment.1

Regional Disparities

Regional disparities of economic development are reflected in the geo-
graphical distribution of SME categories. For each of the three major economic 
sectors (manufacturing, retail, services), the regional pattern shows a particu-
larly dominant presence of micro firms in the South and the South-eastern 
regions. By contrast, large and medium-sized firms display a relatively strong 
presence in the more prosperous Northern regions.
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Insufficient Know-how and Low Level of Technology

As in most other countries, Mexico’s smaller firms often produce exclu-
sively for local markets. Their products generally suffer from outmoded design, 
outdated tools of production, low quality and inadequate marketing. Micro 
firms do not participate in ‘association networks’ and suffer from low levels of 
human capital, inadequate use of technology and limited access to finance. In 
contrast, there is a small segment of internationally competitive SMEs (mainly 
located in the metropolitan areas of Mexico City or Monterrey) endowed with 
modern equipment and a strong culture of innovation. 

Mexico faces major challenges to improve its performance in the diffusion in the diffusion 
of information and communication technology (ICTs) (see chapter 15). The 
advance of globalisation has greatly increased adjustment requirements for 
Mexican SMEs. There is a pressing need to improve human capital and the use 
of ICTs for innovative activity.

The technological gap is partially linked to the weakness in product and 
process innovation, reflecting insufficient R&D efforts, particularly in the pri-
vate sector. In 2003, Mexico recorded by far the lowest share of R&D expenditure 
out of GDP among OECD countries (0.4 percent of GDP as against 2.3 percent 
for the OECD area as a whole). Private R&D spending was particularly subdued, 
accounting for only 35 percent of the total R&D, compared to the OECD average 
of 65 percent. Financing, including venture capital, for innovation and R&D has 
been in short supply, delaying the diffusion of new technologies.

Innovation surveys conducted in the mid-1990s showed a low overall rate 
of product and process innovation for Mexico compared with Argentina, Brazil 
and Uruguay. This was mainly due to a lack of process innovation for all cat-
egories of SMEs and large enterprises.

Limited Access to Financing

Lack of financing at reasonable cost constitutes another major impedi-
ment to SME activities. SME financing in Mexico is marked by sharp asymme-
tries with larger companies in tradable sectors having access to bank credit, 
while SMEs rely mainly on costly suppliers’ credit, with adverse effects on in-
vestment and innovation activities. In 2005, suppliers’ credit accounted for two 
thirds of finance for small enterprises (Table 5.3.). Overall, Mexico’s direct bank 
credit to enterprises only started to record positive growth in the latter part of 
2004, after a protracted period of decline and stagnation. Bank lending to the 
private sector (which includes mortgage and consumer credit) as a percentage 
of GDP is among the lowest in the OECD area. 

Fundamental Weaknesses of the SME Sector 
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Table 5.3. Sources of SME Finance in Mexico (200�)
(in percentage)

	 CompaniesCompanies

Source	o��	finance	 Small	 Medium	 Large	 AAA

Suppliers’	credit	 66.7	 �7.�	 ��.3	 ��.8

Commercial	Banks		 �3.7	 ���.8	 ��.�	 3�.�

Foreign	Banks		 �.��	 �.��	 3.�	 6.��

Development	Banks	 �.7	 �.�	 3.�	 �.�

Other	Sources�	 �7.� �8.�� ��.� �3.8�7.�	 �8.��	 ��.�	 �3.8

Total	 ���	 ���	 ���	 ���

1. Includes head office and other companies of corporate groups.Includes head office and other companies of corporate groups.
Source: CANACINTRA and Banxico, 2005.

While progress has been made over the past few years, most SMEs contin-
ue to face acute difficulties in obtaining bank credit and equity finance. Overall, 
the supply of bank credit to the business sector and SMEs, in particular, has 
been mainly limited due to the longstanding lack of adequate rules for recover-
ing guarantees and to the remaining uncertainties about the application of the 
new legal framework following the 2003 reform. Shortcomings in the applica-
tion of the bankruptcy and credit guarantee law and in credit assessment affect 
smaller firms more acutely than larger firms, creating important asymmetries.

Improve Policy Co-Ordination

•	 Conduct a methodological review taking into account best practices

•	 Review programmes in action routes one and three with a view towards 
harmonisation

•	 Use the natural sequence of support units as a guide for simplifying and 
harmonising communication and networking among support units

•	 Conduct an inter-institution review 

Better Communicate the SME Policy Framework

•	 Issue a succinct policy statement (White Paper) on SME policy, explaining 
in simple terms the essence of each action route

•	 Conduct regular surveys of SMEs’ views on different policy options

•	 Simplify the technical language of different types of support units and in-
troduce ‘policy disseminators’

Major Policy Recommendations
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Enhance the Capacity of States and Local Authorities to Absorb Federal 
Policy Impulses and to take Policy Initiatives

•	 Expand the scope of programmes for reinforcing capacity building in 
states and local governments

•	 Strengthen states´ capacity to issue effective guidelines for the use of 
SME Fund resources

•	 Support states and local authorities in their efforts to draw up tailor-
made programmes of institutional-capacity building for less privileged 
regions

•	 Build further synergies between federal, state and local programmes

Create an Efficient Evaluation Culture at all Levels of Government, 
Support units and Intermediate Organisations

•	 Develop an effective evaluation methodology

•	 Undertake a formal gap analysis

•	 Make best-practice evaluation procedures an integral part of each policy 
programme

•	 Establish an independent evaluation agency

Increase Micro Firms’ take-up of programmes

•	 Create and extend institutional networks making use of mobile business 
development centres 

•	 Enlarge the presence of micro credit institutions making use of mobile 
micro banks 

•	 Develop new tailor-made financial products to micro firms

•	 Encourage micro firms to join associations, to help in the design and im-
plementation of tailor-made policies

Increase Resources for SME Policy

•	 Increase financial resources available to the SME Fund

•	 Use incremental resources for spreading existing programmes and creat-
ing an effective evaluation culture

Other Recommendations

•	 Improve data collection on SMEs to help policy analysis

•	 Lighten the administrative burden on businesses

•	 Facilitate regulatory compliance by SMEs
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•	 Review inheritance tax policies to ease procedures for change in SME 
ownership

•	 Improve and broaden entrepreneurial education in schools and universities

OECD (2005) OECD SME and Entrepreneurship Outlook

OECD (2006) The SME Financing Gap (Vol. 1): Theory and Evidence

Bonturi, M. (2002), Challenges in the Mexican Financial Sector, OECD Economics 

Department Working Papers No. 339, Paris

Footnotes
1 Estimates of INEGI, based on quarterly National Employment Survey, in accor-

dance with ILO methodology. OECD (2004). OECD Economic Survey. OECD Publica-
tions, Paris.

Further reading



Chapter 6

Education and human capital

Bénédicte LARRE
Economics Department

Paulo SANTIAGO
Directorate for Education

Mexico has made enormous progress in education provision, 
with almost universal primary school coverage and 60 per cent 
enrolment rate for secondary education. However, Mexicans spend 
comparatively few years in formal education, and the quality of 
the education they receive is lower than in other OECD countries. 
Spending on education per student is also low in comparison with 
other OECD countries, with teachers’ salaries absorbing a dispro-
portionately high proportion of expenditure. Furthermore, there are 
strong inequalities in enrolment and outcomes, with students’ so-
cio-economic background explaining a large part of drops-outs and 
difficulties at school. At all levels of education, efforts to increase 
efficiency and reduce inequality must take priority.



6. EDUCATION AND HUMAN CAPITAL

80 GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007

Mexico’s education system has experienced a true revolution by growing 
from less than one million students in 1950 to more than 30 million students 
in 2000. This growth continues in a context of tight budgets, rapid growth of 
the school age population, great linguistic diversity, sizable internal and cross 
border migration, and a considerable proportion of the population – 15 per cent 
– living on less than US$2 per day. The net enrolment rate is now 99 per cent for 
primary and 60 per cent for secondary education, which is at the average level 
of upper middle-income countries (91 per cent and 68 per cent respectively). 

However, adult educational attainment continues to be low when com-
pared to the OECD average. In addition, the quality of education, defined as the 
system’s impact on students’ academic capability continues to be disappoint-
ing. This is illustrated by indicators such as repetition and dropout rates, as 
well as the results of national and international achievement tests such as the 
Program for International Student Assessment or PISA (see Figure 6.1).

The education system does not perform well enough to reduce the lag at 
an acceptable pace. Mexicans children still spend comparatively few years in 
formal education, and do not profit from it as much as they should, so that 
poor educational attainment is reproduced from one generation to the next, 
and with it poverty. Low educational achievement has deep social roots. Ac-
cording to the PISA 2000 survey, 70 per cent of students at the lowest level (level 
0) have mothers who did not go to school or at best finished primary school, 
while 59 per cent of those who achieved between levels 2 to 5 have mothers 
who completed basic education. 85 percent of those who spoke an indigenous 
language were at level 0 and none achieved level 4 or higher.

Despite strong increases over time and relatively high levels of spending 
on education relative to GDP (6.8% in 2003, above the OECD average of 5.9%) , 
expenditure per student remains low by international comparison. Raising the 
quantity of education has been a policy priority for several decades, but only in 
the early 1990s did quality move to the top of the agenda. Although repetition 
and drop-out rates have decreased in recent years there has not been any im-

Education expenditure
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Figure 6.1. Spending per student up to 1� years old 
and PISA results, in 200� 

Source: OECD, Learning for Tomorrow’s World: first results from PISA 2003; OECD, Education at a Glance (2004).
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provement in international literacy surveys such as PISA. Experience in other 
OECD countries, such as Korea and Poland, show that it is possible to increase 
both quality and quantity. Mexico is therefore faced with two major tasks in 
education: first, increasing further the coverage of secondary and tertiary edu-
cation; and second, improving the quality of services at all levels.

Increasing spending on education will not guarantee better outcomes. 
Weaknesses in efficiency need to be addressed before spending more. With 
the same or only slightly higher spending per student, eastern European coun-
tries achieve much better results than Mexico in PISA. Mexico’s lag also reflects 
weaknesses in the allocation of resources and the productive use of these re-
sources. Against the background of limited additional financial resources, ef-
ficiency gains are essential so as to spend more in areas where it is needed 
without increasing the total cost of public education by the same amount.

Improving the allocation of resources
Teachers’ pay absorbs a high proportion of education spending at primary 

and secondary levels in comparison with other OECD countries, while capital 
expenditure and of other current expenditure, such as teaching materials, have 
a very small share in total spending. Although low in absolute terms, teachers’ 
wages relative to GDP per capita are already among the highest in the OECD 
and among the highest in Latin America. Furthermore, only the youngest gen-
eration of teachers have an adequate level of education themselves. For exam-
ple, only 60% of primary school teachers have a university-level qualification.

 The average size of classes in Mexico is somewhat larger than the OECD 
average. In some of the best performing countries at PISA, there are more 
teachers per student than in Mexico, but this is not always the case (e.g. Korea 
has on average as many students per class as Mexico). 

It is important that additional financing to education per student be allo-
cated in priority to non-wage expenditure. This implies, in particular, resisting 
pressure for rises in teachers’ real wage and taking advantage of changes in 
enrolment patterns to decrease the average size of classes. 

The allocation of federal grants across states, and of spending within 
states, should be more closely related to numbers of school-age children in 
each state (or municipality). As a minimum, new teachers’ positions should 
only be created in states that have the largest enrolment lags.

The on-going compulsory generalisation of preschool raises concerns. Pre-
school is a powerful tool to address learning inequities due to children’s social 
background, but the legal obligation to provide 3 years compulsory pre-school 
education may well divert scarce resources from secondary education, where 
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the number of students is rising rapidly, and where attainment standards are 
unsatisfactory. Therefore, either resources are diverted from tertiary education, 
or the scope of the programme should be limited, targeting the areas where 
preschool is most needed i.e. for children from low-income (and generally low-
education) families.

Making the use of resources more efficient 
There are several examples of cost-efficient programmes, such as Oportun-

idades, helping to reduce drop-out rates for children from low-income families. 
On the other hand, an obvious example of inefficiency in Mexico is pervasive 
teachers’ absenteeism in some areas. Overall, several improvements could 
help achieving better outcomes for the same money spent.

The reform of curricula and teaching practices launched by the previous 
administration for lower secondary education goes in the right direction. Fur-
ther efforts are nevertheless needed, in particular in upper secondary educa-
tion, which has been neglected up to now. Concrete actions are yet to be taken 
so as to offer more and better services to coming cohorts. 

The value of school is not obvious to students and their parents, and de-
spite high private education returns, drop-outs due to dissatisfaction with 
the school system are frequent. To facilitate the school-to-work transition, 
the attractiveness and quality of technical and vocational education have to 
be improved. Apprenticeship, which is almost nonexistent in Mexico, should 
be developed. And, at all levels, interactions with the business sector should be 
sought to ensure relevance of education programmes for the labour market. 

For other reforms to be effective it is necessary to establish efficiency-en-
hancing mechanisms. This concerns, in particular, the devolution of responsi-
bilities within the system and the setting up of appropriate evaluation and ac-
countability schemes.To reap the benefits of evaluations which are being done To reap the benefits of evaluations which are being done 
in Mexico, results must be used broadly to influence policy decisions, school 
management and users’ choice. 

Decisions related to education are taken mostly at the central level by 
the federal government or the state authorities. Despite modest steps taken 
to give them more responsibilities, schools still have very limited autonomy 
in planning and structure - and have none in personnel management and re-
source allocation. There is no common model in the OECD: in most, but not 
all, countries that performed well in PISA surveys local authorities and schools 
have substantial autonomy to adapt educational content and/or allocate and 
manage resources. For devolution of responsibilities to be effective in Mexico, 
management capacity will need to be strengthened, with training for school 
principals and greater accountability.
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Addressing inequalities in education 
The education system is central to reduce income inequalities and reduce 

poverty in Mexico. Equity in education is a wide concept that covers both equi-
ty in access to, and ability to stay in the education system, as well as equity in 
treatment while there (including in terms of quality of the education services 
provided) and of opportunities when finished. There are strong inequalities in 
enrolment and outcomes, students’ socio-economic background explaining a 
large part of drops-outs and difficulties at school. 

There are several major ongoing initiatives aimed at correcting inequities 
related to social background (Oportunidades, telesecundarias, bilingual primary 
schools). They have achieved some results, but only slowly. Some progress ap-
pears at the state level: terminal efficiency, drop-out and repetition rates in rich 
and poor states have converged over the past 10 years. Here again, progress 
was concentrated in primary education and differences in achievement and 
enrolment remain large from one state to the other in secondary education. 

A fundamental issue remains the allocation of financial resources in the 
system, which should be more based on needs. Currently there is still very un-
even distribution of inputs to schools, with schools in low income areas being 
characterised by poor public infrastructure and less qualified teachers. It is also 
important to address needs of low achievers. Apart from scholarships for low 
income students via Oportunidades, there are no clear mechanisms in Mexico to 
take care of low achievers and prevent repetition and drop-outs. The reduction 
of repetition rates would increase the number of places available in schools to 
meet demand and it would result in more efficient spending. Increased devo-
lution of responsibilities to schools, as recommended above, should also help 
them to adapt to diverse environments, and thereby reduce some inequities.

Today, higher education is conceived as one of the principal ways by which 
Mexico is to be modernised – a national enterprise to create human capital and 
greater social integration to stimulate and ensure long term economic growth and 
greater youth participation in education. Indeed in the last half century the higher 
education attendance rate has increased from 1 to 26.2 per cent of the 19-23 age 
group. Despite increases, university-level attainment in Mexico, at 16% among 25-
34-year-olds and at 7% among 55-64-year-olds, is lower than the OECD average.

At the tertiary level, educational spending rose significantly between 1995 
and 2002, by 72% (most of it due to an increase between 2001 and 2002 as 
spending increased by 22% between 1995 and 2001). However, since tertiary en-
rolment rose quite fast (by 42%), spending per tertiary student only increased 

Higher education
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by 21%. This has diminished somewhat the gap between spending per tertiary 
student and spending per secondary student in Mexico. Nonetheless, spending 
per student in tertiary education is still more than 3 times the level in second-
ary education, the largest gap among OECD countries. Taxpayers pay for most 
of national expenditure on higher education. This raises important equity is-
sues, since a large amount of spending benefits a small share of the popula-
tion which tends to be relatively wealthy. Public support is, however justified 
to facilitate access to the less affluent, through student loans and scholarships 
– which should be granted to the needy. .Therefore, reforming the funding of 
tertiary education should include the following actions: first, re-assess wheth-
er the current cost-sharing balance is sustainable and appropriately reflects 
the relative importance of private and societal benefits of tertiary education; 
second, improve the transparency of the allocation of funds to institutions and 
make it more consistent with the tertiary education strategy; and third, signifi-
cantly expand the student support system 

Challenges and opportunities in higher education
Higher education institutions have a high potential to contribute to region-

al and national development For example, through participating in research 
and development programmes, by establishing linkages with regional busi-
nesses and industry, or including entrepreneurial education on the curricula. 
However, effectively realising this potential calls for a coherent strategy. As the 
tertiary education system grows in size and complexity, public policy has to 
face the challenge of creating a governance mechanism which meets the goals 
of: first, expanding student numbers with equity; second, improving quality 
and relevance while, third, managing the system in the context of national 
development goals. Moreover these goals require policy instruments that take 
account of a highly differentiated and heterogeneous institutional base, itself 
composed of different subsystems. The most important task for policy mak-
ers will be to forge a consensus over priorities and devise a common strategy 
between the different actors in the tertiary education sector.

Guichard (2005), "The education challenge in Mexico: delivering good 
quality education to all" Economics Department Working Paper no 447, OECD. 

OECD (2005), OECD Economic Surveys: Mexico, Paris.

OECD (2006), Thematic Review of Tertiary Education: Mexico Country Note, Paris 
(available from www.oecd.org/edu/tertiary/review)

OECD (2006), Supporting the Contribution of Higher Education Institutions to 

Regional Development, Peer Review Report: Nuevo Léon, Mexico, Paris.

Further reading





Chapter 7

Employment challenges

Raymond TORRES
Directorate for Employment, Labour and Social Affairs

Mexican employment growth has averaged 2.5% over the past 
10 years and the employment rate, at about 60 per cent, is still 
well below the OECD average of over 65 per cent. A significant 
improvement in Mexican labour market performance is crucial to 
achieving a higher economic growth rate. Key challenges will be 
increasing labour market participation and productivity. Improv-
ing opportunities in the formal economy should also be a priority: 
the informal economy accounts for over 40% of total employment 
and is part of a low-productivity trap. Indeed, the high incidence 
of informal employment reduces the tax base for funding growth-
enhancing programmes. Areas for reform will be: restructuring so-
cial security and tax contributions in order to address the dispro-
portionate burden on the poorest workers; rethinking employment 
legislation which is among the most restrictive of all OECD coun-
tries in Mexico; and increasing human capital investment through 
training and adult education schemes.
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The estimated potential output growth of the Mexican economy is be-
tween 3 1/2 and 4 per cent (see Chapter 1). yet, this rate of growth is just 
enough for Mexico to keep per capita living standards rising at the same rate 
as the OECD average. Closing the gap on the OECD average would require a 
higher growth rate that could be sustained over a prolonged period. A signifi-
cant improvement in Mexican labour market performance is crucial to achiev-
ing this objective.

Firstly, raising potential growth will require higher labour market partici-
pation. While employment growth has averaged 2.5% over the past 10 years, 
the employment rate at about 60 per cent, is still well below the OECD aver-
age of over 65 per cent (see Figure 7.1.). This mainly reflects the relatively low 
employment rate of Mexican women – 42 per cent, compared with an OECD 
average of 56 per cent. Indeed, 80% of men of working age have a job, which is 
one of the highest rates among OECD countries. Secondly, labour productivity 
stands at about a third of the OECD average and its growth has been mediocre 
over the recent years (see Chapter 1). One factor is that, despite some recent 
reform efforts, educational attainment remains the lowest among OECD coun-
tries and, unlike in most other OECD countries, younger workers have only a 
little more schooling than their older counterparts. The quality of that educa-
tion (as judged by PISA scores) is poor. Thirdly, the incidence of employment 
in the informal economy is significant by OECD standards. Estimates suggest 
that almost 18 million persons are employed in the informal economy, or 43 
per cent of total employment. The high incidence of informal employment 
reduces the tax base for funding social programmes such as education and 
health, which build human capital and sustain long-term economic growth. 
More fundamentally, there may be a low-productivity/high-informality trap at 
work: to further expand (and move into higher value-added activities), micro 
enterprises and small businesses would have to register and declare workers, 
thereby becoming liable to pay taxes. However, the perceived incentive to do 
this is not high enough in view of the costs, thereby maintaining many workers 
in low productivity jobs.

Background
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Figure 7.1. Mexico has a relatively low employment-population ratio
Percentages, persons aged 15-64, 2005a

a 2004 for Austria, Germany, the Netherlands and Sweden.
Source: OECD Labour Force Statistics Database.
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Figure 7. 1. Mexico has a relatively low employment-population ratio 
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High social security contributions on low wages

Social security contributions on low-wage employment are relatively high 
in Mexico which, other things being equal, may inhibit job creation and/or dis-
courage employers from declaring low-skilled employees. For workers who earn 
the minimum wage, social security contributions represent about 27.5 per cent 
of total labour costs. The system is regressive and the burden of labour taxes 
tends to decline as earnings grow – at the average production wage (more than 
four times the minimum wage), social security contributions represent less 
than 20 per cent of labour costs (see Figure 7.2.). This can be explained by the 
fact that some contributions are capped. A shift to a flat structure or a moder-
ately progressive system would help reduce the cost of formality for low-skilled 
labour – the abundant resource in Mexico. Other OECD countries have adopted 
this approach with a certain success. Importantly, more progressive labour tax-
es would also facilitate transitions of low-wage workers to formal employment.

Figure 7.2. Social security contributions by income level  
(from employers and employees)
Per cent of gross labour costs, 2004 (1)

1. Gross wage plus employers’ contributions, for a single worker.
2. Includes contributions made by employers to the retirement Fund (SAR) and the housing Fund 
(INFONAvIT) as well for discharge and old age insurance.
3.  The first left point on the scale refers to the minimum wage. The APW line is the income received 
by the “Average Production Worker”.
Source: OECD Tax equation database 2000-2004.
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Reforming tax arrangements that affect employers’  
incentives to declare employment

In Mexico, taxation of distributed profits for small businesses is light com-
pared with labour taxes on low-wage employment. For instance, for people car-
rying out commercial activities (i.e. small entrepreneurs), earnings up to four 
times the minimum wage are exempt from income taxes. And for higher earn-
ings, taxation ranges from 0.5 per cent to 2 per cent (up to a threshold). This 
means that a small entrepreneur who employs a worker at the minimum wage 
has no financial interest in declaring the worker: if the minimum wage is unde-
clared, it becomes part of the business profit, which is untaxed; by contrast de-
claring the minimum wage entails the payment of a 25 per cent social security 
contribution. Therefore, small businesses in Mexico can increase their sales, 
while at the same time hiring employees paid in cash (or whose earnings are 
partly declared and partly paid in cash), without facing a significant tax burden.

Reforming social security contributions on low wages, in the direction in-
dicated above, would be one way of reducing the gap between taxes on prof-
its of small businesses and labour taxes. More fundamentally, greater efforts 
to strengthen tax and labour inspections are needed, since undeclared work 
among employees is to some extent explained by the weak tax assessment 
regime for the self-employed. A “carrot-and-stick” approach may be envisaged 
in this regard, bearing in mind that this is a long-term process. This would in-
volve not only more investment in greater enforcement on the part of tax and 
labour inspectorates, but also greater incentives (or fewer disincentives) for 
both firms and workers to formalise employment relationships.

Reviewing employment protection legislation and ensuring efficient 
protection of workers against employment loss

Employment protection legislation (EPL) in Mexico is amongst the strict-
est in the OECD (see Figure 7.3.). Indeed, the Mexican Labour Code allows dis-
missal in very limited circumstances – for example, redundancy and poor per-
formance are not alone legal grounds for dismissal – and compensation in the 
even of unfair dismissal is rather high. Besides, Temporary Work Agencies are 
not allowed to operate in the country. These and other strict provisions relat-
ing to collective dismissals make it very difficult for employers to adjust their 
formal workforce to changing demand conditions. While such regulations aim 
at protecting workers against dismissal, they often fail to do so. Indeed, the le-the le-
gal settings are costly; labour court procedures are lengthy and there are large 
uncertainties about the outcomes. In practice, most dismissals are settled out 
of court. In short, the regulations in place are not effective in protecting the 
workforce, while also tending to inhibit hiring of the most vulnerable groupsalso tending to inhibit hiring of the most vulnerable groups 
and slow down job mobility.
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Figure 7.3. Employment Protection Legislation (EPL), 200�
Index scale of 0-6 from least to most restrictive

Source: OECD, ELS database.
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Strict EPL may help explain employers’ reluctance to “formalise” employ-
ment arrangements, since regulations are not applied in the informal sector. 
International experience offers guidelines on how to reform EPL:

•	 There is a clear need for reducing the scope of unfair dismissal legislation 
and related high levels of protection.

•	 Notice period and compensation in the event of lawful dismissal are very 
light in Mexico –among the lowest in OECD. While this low protection in 
the event of dismissal does not pose a problem in a context where practi-
cally no dismissals are carried out under the lawful regime, notice period 
and severance pay could be strengthened if the scope of unfair dismissal 
is reduced, as is clearly needed.

•	 Evidence from other OECD countries shows that employers evaluate the 
difficulty of dismissal well beyond its simple financial cost. Indeed, com-
plex and uncertain administrative and legal procedures may impose a 
higher burden than direct cost. As a result, a simplification of dismissal 
procedures is essential for facilitating recruitment into formal jobs.

•	 Increasing the possibilities for recruiting under fixed-term contracts and 
widening the scope of temporary work agencies may be beneficial –if 
combined with the preceding measures. Also, a relaxation of the rules 
governing part-time employment would be timely as the experience of 
other OECD countries suggests that part-time employment can prove es-
pecially useful to promote the labour market participation of women.

Parallel to reforming its Labour Code, Mexico could put in place a mod-
est system of unemployment insurance (UI). While this would serve an equity 
objective, it could also help workers and unions accept reforms to the Labour 
Code. For a UI system to be effective, it would be essential to ensure that ben-
efit recipients be activated through appropriate job-search requirements and 
that the fight to promote transitions to formal employment is carried out vig-
orously – so as to create a sufficient number of regular jobs, without which 
any attempt to “activate” benefit recipients is problematic. Admittedly, this is 
a complex and costly task, but international experience suggests that it is pos-
sible to implement it over time and the up-front public investment could yield 
high social returns. Such a system would have the added advantage of creat-
ing a direct incentive for workers themselves to work in the formal economy 
– currently many employees see little benefit in having a declared job. Though 
employers (as well as employees) would have to contribute to a new social in-
surance fund, this labour cost would be offset to some extent by the fact that 
they would pay less financial compensation in the event of lay-offs.
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An alternative approach, perhaps more applicable to a country such as Mex-
ico, would be to reform severance pay and UI jointly by transforming the current 
system of severance pay into individual saving accounts, as has been done in 
Chile and Austria. In such a system, employers and employees would contribute 
a given percent of the wage into individual accounts that workers could use in 
case of separation from the firm. Replacing severance payments with a systemReplacing severance payments with a system 
of individual savings account has the advantage for the employer of lifting the 
uncertainty related to the specific cost of dismissal when hiring an employee 
on a regular contract. It would also improve workers protection in practice. would also improve workers protection in practice. also improve workers protection in practice.

Enhancing human capital…

Improving the coverage and quality of initial education and upgrading the 
skills of the workforce rank high among the policy priorities of Mexico. Con-
siderable progress has been made in recent years in this regard. The Progresa/
Oportunidades programme, which provides financial assistance to poor families 
who send their children to school, is a good programme that reduces the op-
portunity cost for poor families of sending children to school.

… through renewed emphasis on fighting early school drop outs and 
better educattion…

yet, the education system is still not able to prevent poverty from repro-
ducing itself from one generation to the next and many children, especially the 
poor ones, still drop out before completing compulsory education (See Chapter 
6, Education and Human Capital.). Mexico stands out in the OECD on school at-
tainment, with two-thirds of young adults having completed less than upper 
secondary education (see Figure 7.4).

Targeted programmes on their own are not the answer to giving the youth 
a better start. As long as overall employment in the formal sector is limited, it 
would be unrealistic to expect that employment of the youth in formal activi-
ties is high, since youth employment is closely related to overall employment. 
What is needed is to design and implement policies that reduce obstacles to 
employment in the formal sector overall, rather than to target subsidies to one 
group or another.

Specific labour market programmes might also be running against other 
policy objectives: in Mexico, for instance, scholarships are provided to students 
from low-income families so as to reduce the opportunity cost of staying in 
secondary education. Subsidizing youth employment would go against this 
objective. The fact that the vast majority of young adults left school without 
qualifications points to the need to improve education levels.
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Figure 7.4. Share of youth leaving school without a qualification, 200�
Percentage of out-of-school persons aged 20 to 24 with less than upper secondary education

1.  For Iceland, Italy, the Netherlands and the Unites States, data refer to 2002. For New Zealand data 
refer to 2001.
Source: OECD Employment Outlook 2006.

The most promising lines of action to help youth employment should seek 
to prevent failure at school, and ensure that those who complete schooling are 
employable.

… and well-designed training policy

Training for the adult population is also important. Trained workers tend 
to be more productive and enjoy better employment and wage prospects than 
their non-trained counterparts. There is also evidence that, to realise the pro-
ductivity gains embedded in new technology, it is essential to upgrade workers 
skills. This is a major challenge for Mexico, where almost half of all persons 
of working age left school at primary education or did not receive any initial 
education at all. Despite this, only 10 per cent of the adult population received 
training in 2001 (latest data available), compared with around 20 per cent in 
Chile, Poland and Portugal and about 30 per cent in certain high-income OECD 
countries.

The recent creation of a system of certification and recognition of skills 
(CONOCER) is a step in the right direction. Mexico has also set up a compre-
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hensive system of information on learning opportunities and guidance on job 
vacancies and training opportunities (including through the internet).

Promoting the involvement of enterprises and trade unions in the defi-
nition and management of training requirements would also help. If Mexi-
can firms wish to raise their productivity game, they will have to devote much 
greater priority to training their workers and to utilising them more effectively. 
Moreover, there are many players involved in adult learning, both in policy 
design and implementation, and responsibilities are shared between levels of 
government. Increased coordination is needed to avoid programme duplica-
tion and create synergies. In particular, there is a clear need for integrating the 
strategies defined in the distinct ministries involved. Evaluations of training 
programmes should be strengthened. And, to stimulate demand, the govern-
ment’s priority should be to improve information about training opportunities, 
ensure portability of acquired skills and provide guidance, while public sup-
port to training should be targeted on disadvantaged workers.

How can OECD help?

•	 The Restated OECD Jobs Strategy provides a comprehensive set of guide-
lines for labour market reform. It can be implemented in a way that takes 
into account both economic and social objectives. Recent reform experi-
ences – e.g. reform of labour codes in Spain and Korea, the introduction of 
UI in Turkey – may be especially relevant to the Mexican reform process 
(see www.oecd.org/els/employmentoutlook).

•	 High labour taxation on low-wage employment, the tax treatment of 
business profits, strict employment regulations and red tape seem to cre-
ate obstacles to the transition to formal employment. The OECD should 
look into specific barriers to transitions to formal employment.

•	 There is widespread agreement that, in order to tackle the problems of 
low productivity growth, it is essential to upgrade human capital. In this 
regard, interesting innovations can be found in Employment Outlook 2003 
and Promoting Adult Learning.

•	 The OECD is undertaking a Thematic Review centred on the labour mar-
ket performance of youth. The review, which will be carried out between 
2006 and 2009, aims at identifying best practices and solutions to the em-
ployment problems faced by youth when leaving school. Mexico would 
benefit from participation in the project that could address some of the 
country’s most relevant labour market weaknesses: the quality of edu-
cation, the large number of school drop-outs and the difficulties facing 
youth in entering formal employment.
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Chapter 8

Health policy

Howard OXLEY
Directorate for Employment, Labour and Social Affairs

Key indicators of health status such as life expectancy and 
infant mortality rates have improved dramatically since the 1950s, 
yet are still below OECD averages. Health expenditure is much 
lower in Mexico than in other OECD countries, and is character-
ised by a relatively low level of public spending. The health system 
is fragmented and access to health care, insurance coverage and 
health outcomes vary considerably across regions. A new reform 
plan has been introduced to deal with these efficiency and equi-
ty concerns. However, administrative and budgetary challenges 
 remain and must be addressed to ensure successful reform imple-
mentation.
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Mexico has seen dramatic improvements in life expectancy and a steady 
reduction in infant mortality rates since the 1950s. But it remains below the 
OECD average for indicators of health status (Table 8.1.). The fertility rate is the 
second highest in the OECD area after Turkey while its maternal mortality rate 
is much higher.Mexico has a comparatively low supply of inputs to the health 
care sector by OECD standards. For example, Mexico had 1.5 practising doctors 
per 1000 population in 2002, about half the OECD average, while its equivalent 
ratio of acute care hospital beds was about a quarter of the OECD average.

Mexico spends considerably less on health than other OECD countries. 
While total per capita spending on health is near to what might be expected 
given the level of income, Mexico spends less than other Latin American coun-
tries with similar levels of economic development.

The Mexican health-care sector is characterised by a relatively low level 
of public spending. While the share of public health care spending rose from 
40% in 1990 to 45% of total health expenditure in 2002, Mexico remains well 
below the OECD average of 72%. The United States and Korea have similarly 
low levels of public funding. Most of private spending in Mexico is financed by 
out-of-pocket payments, as in Korea but unlike the United States (i.e., there is 
little private health insurance). The high burden of out-of-pocket expenditure 
as a share of household consumption (4.5% in Mexico versus the 3.0% OECD 
average) suggests that the systems falls short of providing adequate insurance 
coverage, particularly for pharmaceuticals, where a full 90% of spending is fi-
nanced directly by patients out-of-pocket.

A fragmented health system

The Mexican health care system is, organisationally, quite different from 
that of most other OECD countries. The public sector is characterised by the 
presence of several public purchasers that are vertically integrated with provid-
ers and serve different parts of the population with little connection between 
them. In addition, there is a very large, and mostly unregulated, private sector.

Background

Key issues
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Table 8.1.  Indicators of health status in OECD countries

	 Li��e	expectancy	Females		 Li��e	expectancy	Males

	 years	 years	 In��ant	Mortality	 Maternal

	 at	bir	th	 at	6�	 at	bir	th	 at	6�	 rate	 mortality	rate

Australia	 8�.6	 ��.�	 77.�	 ��.�	 �	 �.8

Austria	 8�.7	 ��.�	 7�.8	 ��.�	 �.�	 �.6

Belgium	 8�.�	 �3.��	 7�.�	 ���.6	 6.�	 8.6

Canada	 8�.�	 ��.��	 77.�	 ��	 �.�	 7.8

Czech	Republic	 78.7	 ��.�	 7�.�	 �7.3	 �.�	 3.�

Denmark	 7��.�	 ��.�	 7�.8	 ���.�	 �.�	 �3.6

Finland	 8�.�	 ��	 7�.��	 ���.�	 3	 �.�

France	 83	 ��.8	 7�.8	 ��.8	 �.�	 6.�

German	 8�.3	 �3.��	 7�.6	 ���.8	 �.3	 �.��

Greece	 8�.6	 �3.�	 7�.�	 ��.�	 �.��	 6

Hungary	 76.7	 ��.��	 68.�	 �6.�	 7.�	 8.3

Iceland	 8�.3	 ��.�	 78.�	 ��.8	 �.�	 �

Ireland	 8�.3	 ��.��	 7�.�	 ���.�	 �.�	 ��.6

Italy	 8�.��	 ��.8	 76.8	 ��.�	 �.7	 �.7

Japan	 8�.�	 �7.�	 78.3	 ��.��	 3	 7.3

Korea	 8�	 ��.8	 7�.8	 �8.�	 6.�	 ��

Luxembourg	 8�.�	 ��.�	 7�.��	 ���.6	 �.8	 �8.6

Mexico	 77.4	 22.3	 72.4	 20.4	 21.4	 76.1

Netherlands	 8�.7	 �3.�	 76	 ���.�	 �	 ��.��

New	Zealand	 8�.��	 �3.��	 76	 ��.3	 6.3	 8.8

Norway	 8�.�	 ��	 76.�	 ��.�	 3.��	 �.3

Poland	 78.7	 ��	 7�.�	 �7.�	 7.�	 �.�

Portugal	 8�.�	 �3.3	 73.8	 ���.�	 �	 �.�

Slovak	Republic	 77.8	 ��	 6��.��	 �6.�	 7.6	 7.��

Spain	 83.�	 ��.��	 7�.7	 ��.3	 3.�	 �.�

Sweden	 8�.�	 ��.3	 77.7	 ��.��	 �.8	 �.�

Switzerland	 83	 ��.3	 77.8	 ��.�	 �.�	 6.�

Turke	 7�.��	 �8.�	 66.�	 �6	 ��.6	 ���.�

United	Kingdom	 8�.�	 �3	 7�.7	 ���.�	 �.3	 6

United	States	 7��.8	 �3.�	 7�.�	 ��.�	 6.8	 ��.��

O�CD	Average	 8�.7	 �3.�	 7�.8	 ���.�	 6.�	 8.�

Standard	deviation	 �.6	 �.8	 �.��	 �.6	 7.�	 8.8

Source: OECD HEALTH DATA 2004, 2nd edition. MOH, 2004 for Mexican data.
IMR: deaths per 1 000 live births; MMR deaths per 100 000 live births.
All data refer to early 2 000’s except for Greece which refers to 1999.

Social security institutions, which were first established during the 1940s 
and 1950s, cover salaried workers in the formal sector. Individuals entitled to 
coverage by social security institutions (including those paying a contribution 
and their dependents) are estimated at around half of the population, although 
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estimates vary depending on sources reflecting the absence of an official reg-
ister of insurees. The Ministry of Health (MoH) has decentralised most care for 
those not covered by social insurance to the states that operate their own State 
Health Service (SHS) systems of public hospitals and clinics. Each institution 
– whether state or social security – provides health services at all levels of care 
in their own facilities. The State Health Services are considered as providing 
care of lesser quality than the social security system in many states, although 
this partly reflects the fact that the resources per household allocated to the 
social insurers are roughly two thirds greater than those allocated to the SHS. 
Doctors and nurses are salaried workers in all institutions. However, a large 
proportion of doctors are also engaged in private sector practice, where they 
receive payments on a fee-for-service basis. The private hospital sector pro-
vides around one third of all hospital beds in the country. Nearly half of private 
hospital facilities are concentrated in Mexico City, while richer states have a 
larger availability of private sector facilities than poorer ones.

Major challenges

Mortality and morbidity patterns in most Mexican states are no longer dom-
inated by communicable diseases, and the share of chronic and lifestyle-related 
illnesses has increased. Nonetheless, a considerable epidemiological backlog re-
mains in states with lower levels of socio-economic development and in rural areas.

Mexico is one of the few OECD countries that have not yet achieved uni-
versal or near-universal insurance coverage. The system remains profoundlyThe system remains profoundly 
unequal in terms of access to health care, its financing, and health outcomes. 
There are large disparities in insurance coverage, public expenditure and 
health status between the northern and the southern States of the Federation, 
reflecting differences in levels of economic and social development, education 
and epidemiological problems. Differences in resource availability and quality 
also exist across institutions. While those not covered by the social security 
system can access care at government facilities, significant access barriers re-
main for those relying entirely on MoH and SHS facilities. A large proportion ofA large proportion of 
individuals without access to social security protection belongs to the poorest 
segments of the population and a higher share of households in lower-income 
quintiles face catastrophic and poverty-creating health-care expenditures.

The intensity of use of inputs is relatively low in the Mexican health care 
system. Low intensity of use could signal either low demand from a still young 
population, or inefficient use of resources. However, considerable variability 
exists across institutions and across states in the intensity of use, suggest-
ing there is scope for increasing efficiency by raising the performance of the 
weaker states and institutions. Moreover, the fragmentation of the health care 
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system has likely raised administrative costs by creating duplication of admin-
istration. Plausible factors that might explain low efficiency levels include: the 
coexistence of numerous vertically-integrated insurers and the absence of any 
separation between purchasers and providers; difficulties in coordination of 
policies in a decentralised environment; underdeveloped management capac-
ity across decentralised institutions; and weak financial incentives associated 
with payment systems that do not reward productivity and quality.

While Mexicans appear to be largely satisfied with the care they receive, 
the high share of private spending raises concern about the quality of care 
and the responsiveness of the public health-care system. Lack of capacity toLack of capacity to 
serve the health care needs in the public sector has led to demand spilling over 
into the private sector where there is little insurance cover. Budgetary con-
straints have limited both the quantity and quality of care to the poor, leading 
to significant implicit rationing throughout the system, for example availabil-
ity of most drugs in the SHS is extremely poor. There is also wide variability in 
quality across and within both the public and the private sector.

In addressing these challenges, policy makers are confronted with a num-
ber of policy constraints. The country is going through a demographic and epi-
demiological transition, which is putting greater pressure on health care sys-
tems. The absence of fiscal reform severely limits the scope for increasing gov-
ernment financing of the health care system. Furthermore, the social security 
sector is facing pressures from within as a result of increasing pension pay-
ments for its own workers, although recent reforms are expected to attenuate 
the longer-term effects. Finally the fragmentation of the institutional arrange-
ments combined with the decentralisation of provision makes it more difficult 
to build a coherent health-policy strategy and to create a consensus for change.

The 2001 – 2006 National Health Programme: new opportunities  
and new challenges

Over the 1990s, the Mexican authorities established a Reform Plan for the 
Health Service 1995-2000 and put in place several changes aimed at widening 
access of the uninsured population to health care services. The financing of 
IMSS was also reformed and the decentralisation of health care services for the 
uninsured to the States, which had been started in the 1980s, was completed.

Subsequently, the current administration presented the 2001-2006 National 
Health Programme (Programa Nacional de Salud, 2001-2006, PNS), which stressed 
equity concerns both with respect to financing and access to health care. The 
key reform of this ambitious health-sector reform programme is the System of 
Social Protection in Health. This initiative aims at improving financial protection 
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for those without social security coverage, injecting new resources into the sys-
tem, and re-balancing the financial transfers from the Federal government to the 
States. The design of the reform has been supported by and grounded in analysis 
and available evidence on the performance of the Mexican health system. For 
example, Mexico has implemented the OECD framework “A System of Health 
Accounts”, an international “public good” that supports health policy making 
by providing detailed data on sources and uses of funds in the health system.

The new system aims to provide progressively the population outside the 
social security system with a voluntary health insurance option (so-called “Se-
guro Popular”, Popular Health Insurance). The Popular Health Insurance sche-The Popular Health Insurance sche-
me covers affiliated families with a package of essential interventions and se-
lected catastrophic treatments. At present, this package is estimated to cover 
more than 50% of the demand for health care. The system is financed through 
a combination of existing and new financial resources. For each affiliated fa-
mily, the Federal and State governments each pay per family contributions, 
which are topped up by a small income-tested premium paid by the insurees. 
The Federal and part of the State contributions represent new money added 
to the system, which is directed to those States currently receiving fewer re-
sources from federal transfers. The introduction of a mechanism that allocatesThe introduction of a mechanism that allocates 
more resources to poorer states (which are also those with the largest shares 
of the population not covered by social security), is intended to offset gradually 
the current inequitable federal health allocations to the States. A separate fund 
is also established to finance public health and community health services, in 
order to ensure that public health services are not sacrificed during periods of 
budgetary restraint.

Enrolment into the Popular Health Insurance scheme remains voluntary, 
although states have an incentive to affiliate as many people as possible as the 
allocation of new federal resources is contingent on the number of affiliated 
families. As providers’ payments will go where patients are actually treated, 
health care services can be potentially provided by any provider operating in 
the Mexican National Health System (which includes social security as well as 
MoH and SHS providers). The principle of “money follows the patients” is in-
tended to be a first step towards breaking the silos-style link between insurers 
and providers, although, at least in its initial phase, only State health facilities 
are likely to operate as providers of services to enrolees of the Popular Health 
Insurance in most states. With money eventually following the patient, it is 
also hoped that providers will be encouraged to improve the quality and ef-
ficiency of provision.

However, despite the well-devised design of the new reform, there remain 
challenges for its successful implementation:
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•	 The availability of fresh resources to finance the expansion of the system 
is endangered by the current fiscal constraints facing Mexico. While a real 
increase of resources was authorised in 2004 and also budgeted for 2005, 
in the absence of tax reform, it will be difficult in the future to free re-
sources from existing entitlement programmes. Nonetheless, the federal 
budget for health – both for its own spending and transfers to the states 
– has increased in recent budgets, possibly reflecting higher oil prices 
and associated increase in government revenues. This progress needs to 
continue to ensure that fuller coverage for the uninsured is achieved.

•	 As regards the financing of the social insurance system, the Law on Social 
Security has been recently modified with respect to the generous pen-
sion arrangemenhts of its own workers. Nonetheless, financing problems 
for IMSS will remain during a medium-term transition period. Improving 
the cost-effectiveness of IMSS and ISSSTE can help ease these financing 
constraints.

•	 As the System of Social Protection in Health only covers a well-defined 
set of basic services and offers limited protection for catastrophic risks, 
pressures to expand such benefit coverage may arise from the users. The 
appropriate definition of a standardised packaged may also change as 
new technology and drugs modify the cost-effectiveness of treatment. In 
the event, the basic package has been widened in recent months to cover 
a range of additional catastrophic illnesses.

•	 While the enrolment process starts with the poorest families, the new 
insurance system risks creating incentives for providers to give prefer-
ence in treatment to the new enrolees vis-à-vis those not enrolled in 
the new insurance scheme, especially during the transition period from 
2004 to 2010.

•	 The Seguro Popular covered 30 per cent of families not covered by social 
security at the end of 2005 and seems to be on track for full coverage by 
2010. Expanding enrolment in the Seguro Popular will in part depend 
upon improvements in the quality of provision and physical access to 
care in SHS facilities, particularly in poorer States with weaker capacity 
and in rural areas. Given new demand for public sector services, SHS 
providers will face the need to increase efficiency. Improving incentives, 
management and provider efficiency at the state level remains a key 
policy challenge. There is currently little information as to how the state 
authorities and providers are responding to the incentives built into the 
new financing system and whether the states are using the new federal 
funds most effectively. More oversight in this area may be needed.
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•	 There appears to be considerable scope for improving efficiency in sup-
ply of services. Administrative costs – which appear to be high by in-
ternational standards – need to be reduced. Current methods of paying 
providers provide few incentives to improve productivity: virtually all of 
the Mexican institutional providers are financed through capped budgets 
while workers are paid on a salary basis. International experience sug-
gests that some shift to payment on the basis of output would encourage 
providers to search for greater efficiency.

•	 In the longer term, the success of the System of Social Protection in Health 
will hinge upon its ability to move towards a more integrated system by 
creating a single insurance arrangement for the whole population. This 
will require eliminating differences in coverage between the existing so-
cial insurance arrangements and the Seguro Popular, breaking down cur-
rent barriers to access to care among the various provider institutions 
(SHS, ISSSTE amd SHS) and improving quality and efficiency throughout 
the system.
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Chapter 9

Poverty alleviation

Marco MIRA D’ERCOLE
Directorate for Employment, Labour and Social Affairs

Despite a reduction in the national poverty rate of around 80% 
since 1986, poverty and income inequality in Mexico remain high 
by OECD standards. Public social spending is only around half of 
the OECD average and tends to benefit disproportionately those at 
the higher end of the income distribution at the expense of those 
most in need. The limited availability of jobs in the formal sec-
tor has led to a high level of informal employment, estimated to 
account for over 40% of all employment in Mexico, and of pov-
erty among workers. Efforts to improve the efficacy of welfare and 
employment programmes for the poor should be accompanied by 
improvements in policy implementation. This will entail setting 
clear poverty reduction targets and strengthening the statistical 
infrastructure for evidence-based policy making.
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Poverty alleviation is one of the greatest challenges for Mexico and is a 
key concern for policies in all areas. According to the World Bank, 4.5% of the 
Mexican population lived on less than 1 USD per day in 2002, and 20.4% on less 
than 2 USD. Despite a reduction in the national poverty rate of around 80% 
since 1996, more than 40% of the Mexican population declared in the early 
2000s that they occasionally lacked money to buy food, clothing and health 
care in the previous year. Absolute poverty contributes to other poor social 
outcomes: infant mortality rates in Mexico are three times higher than the 
OECD average and (according to OECD/PISA test scores) around 40% of Mexican 
15-year-olds in 2003 had literacy skills below the minimum levels required for 
normal functioning.

OECD data on relative income-poverty confirm this gloomy picture. 
Around 20% of the Mexican population in 2002 had an equivalised disposable 
income of less than half of the median income, and more than 25% had less 
than 60% of that level (Figure 9.1.). A composite measure of relative income 
poverty, which combines information on both the frequency and intensity of 
low income, was highest in Mexico among 25 OECD countries. Children ac-Children ac-
count for around half of all the poor. This implies that poverty has more lasting 
consequences in Mexico than in other OECD countries, as the development 
prospects of children (in terms of their health and human capital investment) 
are affected by low parental income.

In most OECD countries, most people have incomes fairly close to the me-
dian of the income distribution. Mexico, however, has a pattern found in otherMexico, however, has a pattern found in other 
middle-income countries, especially in Latin America. Most people in the mid-
dle class have income that is closer to the bottom than to the top, while the 
distribution “hollows out” in the middle. This is evidence of a ‘dual economy’This is evidence of a ‘dual economy’ 
– people employed in the modern part of the economy have incomes which ap-
proach those of the rest of the OECD, but most people with jobs in the less-de-
veloped part of the economy enjoy much lower living standards. While trends 
from 2000 to 2004 — stronger income gains at the bottom than at the top of 
the income distribution, and a reduction in the relative poverty rate (based ona 

Background
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50% threshold) from 22% to 18% — have lowered income inequalities and pov-
erty in Mexico, the policy challenge is to accelerate this tendency in a context 
of stronger growth in per capita income.

There is no single policy lever which, if pulled, can sustainably reduce po-
verty. OECD experience suggests that a large range of policies are needed.TheseOECD experience suggests that a large range of policies are needed. TheseThese 
include growth-oriented macro-economic policies, infrastructural investment, 
education and health. This brief focuses on what a more narrow range of socialThis brief focuses on what a more narrow range of social 
policy priorities could achieve: upgrading welfare programmes targeted to the 
poor; increasing access to productive employment opportunities for the poor; 
and improving policy implementation.

Expanding welfare programmes targeted to the poor

Despite progress, the social protection system in Mexico continues to be 
limited and inequitable, leaving most of its vulnerable citizens unprotected. 
Gross public social spending, as a share of GDP, has risen from less than 2% in 
1985 to 6.3% in 2003 but is only half of the OECD average. The share of Mexico’s 
public expenditure on social programmes in GDP is low not only in absolute 
terms but also in the light of the per capita GDP of the country, especially for 
non-health expenditures. More critically, most of this expenditure benefitsMore critically, most of this expenditure benefits 
people at the higher end of the distribution: the bottom 20% of the popula-
tion gets less than 10% of public transfers. As a result, social policy in Mexico 
achieves little in reducing income poverty. The social security system needsThe social security system needs 
to become less regressive and this requires it to have a broader coverage. The 

Figure 9.1. Relative income poverty in OECD countries, early 2000s

Source: OECD income distribution questionnaire.
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main obstacles in meeting this goal are represented by Mexico’s limited tax 
base and by the high contingent liabilities on existing public pensions.

The challenges confronting the Mexican administration are daunting, 
both with respect to the working-age population and to the elderly. With res-
pect to the former, the programme Oportunidades is one of the most innovative 
and successful programmes targeted to those living in extreme poverty or just 
above this threshold. But it excludes moderately poor households and a range 
of social risks confronting them. Also, (until recently) its coverage was limited 
to rural areas. As a result, outlays for this programme — which reaches more 
than 20 million people — represent only 10% of total public spending on social 
purposes (based on the OECD classification).

Public spending on active labour market programmes is also negligable. 
While labour market programmes may not have been a priority in the past 
— as macroeconomic shocks have traditionally affected the Mexican labour 
market in the form of lower wages rather than higher unemployment — this 
may be changing, at the same time as Mexico’s exposure to external shocks is 
rising. Housing programmes are quantitatively more important (with public 
expenditure of more than 1% of GDP), but need to be better targeted to the 
poor. Invalidity programmes are virtually non-existent.Invalidity programmes are virtually non-existent.

With respect to poverty among the elderly, OECD data suggest that the main 
problem is among the oldest of the old. In 2002, the poverty rate among people 
aged 65 to 74 was 24%, with a differential relative to the rate for the total popu-
lation (around one-fifth) that was similar to that of most OECD countries. Con-
versely, the poverty rate among people aged 75 and over (at 36%) was almost twice 
as large as the overall rate. This implies that many more people will be exposed 
to risks of poverty in old age as the Mexican population ages rapidly. According 
to national demographic projections, the old-age dependency ratio (the ratio of 
the population aged 65 and over to the populated aged 20 to 64) is projected to 
increase from less than 10% in 2005 to 35% by 2050. The move since 1997 to indi-
vidual pension accounts for private-sector workers has been a success in several 
respects, but it risks reproducing existing income inequalities in old age. Less 
than 4% of public transfers paid to the elderly go to people in the bottom quintile 
of the distribution, and more than half to elderly people in the top quintile. This is 
because the Mexican pension system provides benefits to higher-income groups 
in the public and formal private sectors while leaving most vulnerable people 
unprotected. Only around 5% of the rural elderly receives a pension, as compared 
to 22% in urban areas; but, again, the pension system does not reach those most 
in need, with less than 7% of the urban extremely poor (and less than 1% of the 
rural extremely poor) covered. The lack of old-age income security means that 
many older people continue to work, particularly in the countryside.
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A range of transfer programmes helps some of the elderly poor (Procampo, 
Oportunidades, Liconsa, Acuerdo Nacional para el Campo, and Programa Alimentario). 
A particularly interesting initiative has been the Programa para Adultos Mayores, 

which covers 98% of people aged 70 and over in Mexico City, paying all of them 
a flat-rate benefit. Proposals to extend this programme to all states have veered 
from the financially ruinous to its current state: largely ineffectual. While the 
legislation currently in Congress would allow social-assistance recipients to 
save part of their benefit for retirement, with the government matching this 
peso for peso, take-up of the new programme is unlikely to exceed a handful of 
people. A national scheme more closely modelled on the Programa para Adultos 

Mayores could be a powerful tool in the fight against poverty; however, because 
of its fiscal costs, such a measure would require significant reforms of existing 
pension programmes targeted towards higher earners.

Increasing access to productive employment opportunities for the poor

Around 95% of all the income-poor in Mexico live in households with wor-
kers, rather than in households where no one works. In other terms, poverty 
does not reflect a lack of jobs, but of jobs in the formal sector and (in rural 
regions) outside subsistence agriculture. Informal employment is estimated to 
account for over 40% of all Mexican employment. Work in the informal sector 
is part of the coping strategy adopted by poor people, but is associated with 
social costs (lower opportunities for human capital accumulation, career de-
velopment, tax evasion, etc.). Furthermore, even among those employed in theFurthermore, even among those employed in the 
formal sector, evasion of social contributions by low-risk groups reduces the 
effectiveness of social protection in reducing poverty.

Direct policy measures can help reduce informal employment (adminis-
trative requirements, tax provisions, temporary reductions in social security 
contributions and support services for firms and workers that emerge from 
the hidden economy) but evidence of their effectiveness is mixed. Expanding 
job opportunities in the formal economy is a long-term process. Beyond mea-Beyond mea-
sures to sustain the accumulation of human capital among the poor, it re-
quires strengthening local development in those areas where poverty is high-
est through measures that take into account the heterogeneity of situations 
and the differences between rural and urban areas.

Around one-quarter of Mexico’s population lives in sparsely populated 
communities lacking access to a wide range of basic public services. The Stra-

tegy for Micro-regions, introduced in 2001, has improved ministerial co-ordina-
tion to assist a selected number of rural regions characterised by high levels 
of marginalisation (in around 3 000 Strategic Community Centres) to achieve the 
critical mass necessary for the efficient delivery of public and private servi-
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ces such as health, education, electricity and water. The programme involves 
a mix of measures that combine social emergency relief and support to the 
competitiveness of local activities. The OECD study,The OECD study, Place-based Policies for Rural 

Development, assessed this programme and recommended giving more weight 
to economic competitiveness in the mix of interventions and reinforcing part-
nerships among the actors involved.

Poverty in urban areas is lower than elsewhere but trends have been less 
favourable. About 60% of population in Mexico City’s metropolitan area live 
in poverty, with a trend towards increasing spatial concentration of the poor. 
While public transfers represent close to 20% of the income of the bottom 
quintile in rural areas, they account for less than 5% for those in urban areas. 
Earnings are the main income source of the urban poor, and evidence suggests 
that, in 2003, these urban poor worked more hours but earned less than in 
1991 (World Bank, 2006). The OECD review of Mexico City, while praising some 
recent programmes targeted to reduce urban poverty (SODESOL’s Habitat pro-
gramme, which now targets around 200 cities), argued for better co-operation 
among administrations and stronger implementation frameworks, alongside 
interventions to improve the competitiveness of the whole region.

Improving policy implementation

Improving implementation of poverty alleviation programmes calls for a 
combination of approaches. At the top policy level, the credibility of the go-
vernment efforts to reduce poverty would be strengthened by the setting of 
explicit targets for policy reduction. Implementation could be strengthened 
through the adoption of tools and structures to ensure that all policies are 
assessed ex ante for their effect on poverty — and that different interventions 
are effectively co-ordinated within the federal government — such as those 
implemented in other OECD countries (e.g. Ireland). Improvements need to be 
made in the co-operation between local and federal authorities, so as to allow 
greater decentralisation in the design and implementation of anti-poverty pro-
grammes.

Another priority is to upgrade the statistical infrastructure so as to allow 
greater use of evidence-based policies. This includes regular evaluations of 
existing programmes but also the development of new tools that would allow 
assessing the effects of social protection programmes on incentives to work 
and income adequacy. Also important is to improve existing household sur-
veys to allow a better assessment of changes in the living conditions of those 
at the bottom of the income distribution. For example, the bi-annual INEGIFor example, the bi-annual INEGI 
income survey covers only around half of household income, as opposed to 70-
80% that is typical in most other OECD countries; in addition, this survey does 
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not provide information on the tax payments of different households – thus 
limiting the understanding of the combined effect of tax and social transfers 
in supporting the conditions of those in greater needs.

OECD (2005), Extending Opportunities – How Active Social Policy Can Benefit Us 

All, OECD, Paris.

OECD (2004), "Informal Employment and Promoting the Transition to a 
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Chapter 10

Encouraging rural development

Mario PEZZINI
OECD Public Governance and Territorial Development

Rural regions make up over 80% of Mexican territory and 
contain a population greater than many individual countries. Yet, 
together these regions generate only a quarter of national GDP, at 
most. There is a significant urban-rural divide in terms of stan-
dards of living, with much higher poverty levels and lower quality 
of infrastructure and services in rural areas. However, ‘rural’ is not 
necessarily synonymous with ‘poor’ and there are many emerging 
opportunities to boost rural development. Rural policy in Mexico 
has evolved from an interventionist agricultural policy towards a 
multi-sector, bottom-up policy with an increasingly territorial per-
spective. To further encourage rural development, this multi-sec-
tor approach should be continued and consolidated. From a policy 
standpoint, priorities for Mexico’s rural policy include: poverty al-
leviation; provision of basic public services; strengthening and di-
versifying the rural economy; and, better exploiting and preserving 
untapped cultural, natural and energy resources.
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In absolute terms, Mexico is the country with the largest population in 
predominantly rural areas in the OECD. ‘Rural’ comprises more than 80% of 
the Mexican territory and is home to an important share of the population (be-
tween 23% and 37% according to various definitions), but contributes a small 
share of the economy (between 10% and 26%). The contrast is particularly high 
for the dispersed rural localities (of less than 2,500 inhabitants) where close 
to 24 million people live which have an estimated contribution of only about 
2% of national GDP. The dispersed character of rural population in Mexico in-
creases the difficulty to establish a critical mass of infrastructure, and public 
and private services (see Table 10.1.).

The standards of living in rural areas are significantly lower than in urban 
ones. Whereas the average GDP per capita in urban municipalities was 141% of 
national average in 2000, in dispersed rural and rural semi-urban municipali-
ties it was respectively only 27% and 43%. In fact, with the exception of certain 
areas in the north, almost all predominantly rural regions have a GDP per cap-
ita lower than 50% of the national average (the average among OECD countries 
for rural regions is 82% of national GDP). Despite the recent reductions in pov-
erty levels since the peak reached during the 1995-1996 crisis, 56% of people 
in rural localities live in poverty and 28% in extreme poverty. Extreme poverty 
is mainly a rural phenomenon: 61% of the population in extreme poverty lives 
in rural areas.

Table 10.1. Social and public service delivery indicators 2000

	 Rural	dispersed	 Rural	semi�urban	 Urban	intermediate	 Urban	metropolitan

Living	conditions	 	 	 	
Houses	with	solid	floor		 68.3�%	 7��.6�%	 87.6�%	 ��3.���%
Houses	with	sanitary		 73.��%	 7��.8�%	 87.��%	 ���.6�%
Houses	with	water		 68.��%	 8�.��%	 8�.8�%	 ���.6�%
Houses	with	drainage	 ��.��%	 6�.��%	 78.6�%	 ���.3�%
Houses	with	electricity		 87.��%	 ��3.���%	 ���.7�%	 ��8.��%
Houses	with	telephone		 ��.7�%	 �6.��%	 �8.8�%	 ���.��%

Background
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Table 10.1. Social and public service delivery indicators 2000 (cont.)

	 Rural	dispersed	 Rural	semi�urban	 Urban	intermediate	 Urban	metropolitan

Skills	 	 	 	
Population	(��>)	literate		 8�.��%	 8�.��%	 8��.���%	 ���.���%
Population	(��>)	with	secondary	school		 ��.��%	 �6.8�%	 �8.��%	 ��.��%
Population	(��>)	with	higher	education		 ��.6�%	 ��.7�%	 ��.8�%	 3�.6�%
Average	schooling	years		 �.7	 �.8	 6.8	 7.8
Per��ormance	in	reading	(points	/6��)		 3��	 383	 ��6	 �3�
Per��ormance	in	math		 33�	 368	 38��	 ��7
Per��ormance	in	sciences		 36�	 388	 ��7	 �3�
Per��ormance	in	problem	solving		 3�7	 36�	 3���	 ���

Health	 	 	 	
In��ant	mortality	rate	(per	�	���	births)		 3�.�	 ���.6	 ��	 ��.7
Li��e	expectancy	at	birth	(years)		 7�.�	 7�.7	 7��.�	 8�.�
Hospital	beds	per	���	���	inhabitants		 ��.7	 3�.6	 ��	 ����.�
Physicians	per	���	���	inhabitants		 ��6.��	 ��7	 ���.�	 �7��.��
Population	with	social	security		 ��.��%	 ��.��%	 37.��%	 ��.���%

Accessibility	 	 	 	
Distance	in	minutes	to	closest	city		 ��.6	 3�.3	 �8.��	 7.�
Aggregate	measures	 	 	 	
Index	o��	human	development		 �.6�	 �.7	 �.76	 �.8�
Index	o��	marginalization		 �.�7	 ��.�8	 ��.7��	 ��.6�

Source: INAFED with data from INEGI and CONAPO (2000), OECD PISA (2003).

Rural population in Mexico has been declining in relative terms for a long 
time. Since 2000, it has also declined in absolute terms in dispersed rural local-
ities. Migration of young people to middle-sized cities and abroad is the main 
cause of this decline, which in turn has multiple economic and social effects, 
including an early increase in the population dependency ratio of some states, 
the division of families and the growth of remittances as a source of income. 
However, the rural population remains predominantly young; the median age 
is 20 years. This is part of the labour force in the next decade, is part of the labour force in the next decade, is part of the force in the next decade, is part of the 
demographic bonus that Mexico is experiencing as result of its demograph-
ic transition. It could contribute to an increase in production and economic 
growth as it has been the case in other OECD countries. Moreover, although the 
average schooling indicators of rural areas remain significantly low (because 
they include the adult population as well), the access and completion rates of 
secondary school of the young generation show that this generation is better 
prepared than previous ones. Numerous studies also highlight that Mexico’s 
rural youth is often highly entrepreneurial and more familiar with markets 
opportunities and technological advances.

The transition from agriculture to other activities is happening at a fast 
pace in rural areas. Two facts are evidence of this phenomenon. First, there has 

Key issues
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been growth in the share of income of nonagricultural activities (to the point 
of representing more than half of income). Second, the growth of non-agri-
cultural employment was higher in rural regions (5.2%) than in urban regions 
(3.5%) in the period 1999-2004. The diversification into different manufacturing 
activities and services, such as tourism, contributes to the improvement of so-
cial conditions in rural areas. However, there are still scarce opportunities for 
well remunerated and formal jobs.

Rural poverty contrasts with the richness of the natural resource endow-
ments present in rural areas. For a long period, incentives of a growing rural 
population were not aligned with conservation of these resources contribut-
ing to the extension of area used for agricultural and livestock activities in 
detriment of forest and jungle land. Despite improvements in the control of 
environmental degradation, erosion of soil, pollution of soil and water, illegal 
fellings, forest fires, and depletion of water reserves are important threats to 
the environment in rural areas.

There is not one but many rural Mexicos. There is the ‘rural poor’, but it 
cannot be generalised that ‘rural’ is ‘poor’. There is a part of the rural economy generalised that ‘rural’ is ‘poor’. There is a part of the rural economy that ‘rural’ is ‘poor’. There is a part of the rural economy 
that is strongly linked to the agriculture, forestry and fisheries sector, and there 
is a part that is diversified into manufacturing industries and services. There 
are rural areas with significant tourism, and others that contain untapped nat-
ural, cultural and energy resources that could contribute to their own develop-
ment, and the development of the country as a whole.

The Mexican approach to rural policy has been shifting in the past decade 
from an interventionist agricultural policy towards a multi-sector, bottom-up 
policy with an increasingly territorial perspective. In this process, Mexico has 
taken innovative steps such as the creation of co-ordination mechanisms be-
tween the different ministries involved in rural policy at the federal, state and 
municipal levels, and the inclusion of civil society in the discussion and plan-
ning of their respective rural policy. These aspects have been institutionalised institutionalised 
in a specific Law for Sustainable Rural Development (LDRS). Another significant 
innovation is the legal requirement of having a concerted rural development 
plan and the identification of a ‘rural budget’, the Special Concerted Program 
for Rural Development (PEC), which integrates the programs of the different 
ministries oriented to rural areas.

Social policy, which involves poverty alleviation, education and health pol-
icies, has acquired an increasingly relevant role in rural policy, to the point of 
becoming its largest component. The PROGRESA/Oportunidades program con-

Current policy practice
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stitutes the core program of an integrated and institutionalised strategy. Basic institutionalised strategy. Basic strategy. Basic 
and productive infrastructure policies, which rely heavily on decentralised re- decentralised re- re-
sources, are closely linked to social policy.

Productive support policies, the second most important group of policies, 
have mainly an agricultural focus and are undertaken by the Ministry of Agri-
culture (SAGARPA). This ministry also has a significant role in the rural policy 
of the Mexican government through a program oriented specifically to rural 
development. SAGARPA’s Program of Rural Development (PDR) is one of the 
most decentralised programs of the federal administration. It supports pro- decentralised programs of the federal administration. It supports pro- programs of the federal administration. It supports pro-
ductive investments for agriculture, livestock and non-farm activities with a 
demand- and project-driven approach. Two other complementary components 
are technical support and organisational support. This latter component has organisational support. This latter component has support. This latter component has 
been instrumental in the construction of the institutional architecture of de-
fined in the LDRS.

The Micro-Regions strategy is a multi-sectoral effort, led by the Ministry of 
Social Development (SEDESOL), which specifically targets the most marginal-
ized rural regions and is oriented to generate ‘micro-poles of development’. 
The specificity of its scope allows it to monitor the advances and deficiencies 
in each of the areas of support through objective and socially shared validation 
mechanisms called banderas blancas (white flags).

Mexico should consolidate the advances in framing rural policy as a multi-
sectoral policy. An important challenge resides in the coordination mecha-
nisms within the context of the new legal framework for rural policy and par-
ticularly between the two most relevant actors: SAGARPA and SEDESOL. The 
governance of rural policy could be significantly enhanced by providing the In-
ter-Ministerial Commission for Sustainable Rural Development with stronger 
institutional leadership, exploiting synergies between SAGARPA and SEDESOL 
and strengthening the process of decentralisation. decentralisation..

The Special Concerted Program (PEC) constitutes an important effort to 
have a coherent rural policy strategy. In order to take full advantage of this 
innovation, efforts should be devoted to defining clear criteria for program in-
clusion into the PEC, improve transparency regarding the portion of such pro-
grams which can be considered as being directed to rural areas. This will allow 
for identifying and strengthening synergies between programs.

From a policy standpoint, priorities for Mexico’s rural policy include:

•	 poverty alleviation;

•	 provision of basic public services;

Priorities for rural development policy
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•	 strengthening and diversifying the rural economy; and

•	 better exploiting and preserving untapped cultural, natural and energy 
resources.

For rural policy to fully address these priorities, the involvement of min-
istries that do not have a rural focus is important. Among them are the min-
istries of Economy, Transportation and Communications, Finance, Tourism 
and Energy. Their involvement could strengthen investments in human and 
in physical capital, the diversification of the rural economy and the develop-
ment of specific sectors that might enable rural areas to exploit employment 
and income opportunities. There is room for improvement in the effectiveness 
of the policies explicitly targeting rural development. Despite having grown in 
importance and budget in the past years, these policies constitute a relatively 
small share of the budget of their respective ministries.

SAGARPA’s Program of Rural Development should strengthen its compara-
tive advantages which lie in the complementarities between investment and 
training support and grow in the direction of supporting marginalized regions, 
low income producers and non-agricultural activities, where it shows higher 
investment returns. Orienting efforts in that direction could result in a better 
focus of resources than the one presently in place. The achievements in terms 
of decentralisation and building capacity constitute an important example for decentralisation and building capacity constitute an important example for and building capacity constitute an important example for 
other federal programs.

SEDESOL’s Micro-Regions strategy should build on its institutionalisation institutionalisation 
as a multi-sectoral strategy and orient its efforts to include a broader micro-
regional economic strategy. Despite the advance in the completion of its tar-
geted banderas blancas (close to 60%), significant variation exists among them, 
which argues for efforts for broader advancement. The potential impact of the 
strategy could be enhanced through greater integration with other social and 
economic strategies, with particular attention to the Oportunidades program 
and in general with the rest of public resources transferred to the relevant 
states and municipalities.

The challenges of Mexico’s rural areas are significant but the potential of 
these areas is also high. Their vast (and young) human resources, and their 
natural, cultural and physical assets should be enabled, through a more diver-
sified economy, to contribute to national development and to integrate them-
selves into the dynamics of the world economy. The challenges and potential the world economy. The challenges and potential. The challenges and potential 
of rural areas are spatially differentiated and therefore require a place-based 
policy approach. There have been significant accomplishments of the Mexican 
government in framing a multi-sector, rural policy. Some of these advance-
ments represent a best practice for other OECD countries. Continuity and in- in-
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stitutionalisation of these advances constitutes a priority. In addition, efforts of these advances constitutes a priority. In addition, efforts 
should be devoted to improving the efficiency and effectiveness of rural devel-
opment programmes and to guarantee coherence with other major sectoral programmes and to guarantee coherence with other major sectoral and to guarantee coherence with other major sectoral 
policies. This will contribute to addressing the major territorial and individual 
inequalities existing in the country and transform rural regions in a source of 
national development.

OECD (2007) OECD Rural Policy Reviews: Mexico (forthcoming)

OECD (2006) OECD Territorial Reviews: The Mesoamerican Region: Southeastern 

Mexico and Central America

OECD (2006) The New Rural Paradigm: Policies and Governance

OECD (2005) OECD Regions at a Glance

Further reading





Chapter 11

Agriculture and fisheries

Wyatt THOMPSON
Anthony COX

Trade and Agriculture Directorate

Agriculture and fisheries policies have experienced significant 
reform, which have brought important economic, social and envi-
ronmental gains. However, further efforts are needed to consolidate 
this progress. In the agricultural sector, necessary reforms include: 
removing trade barriers and replacing subsidies; re-structuring 
the institutional arrangements of policy-making; and improving 
the measurement of resource use. In the fisheries sector, the key 
areas for reform concern: the vision for the sector; management 
of fishing effort; stock recovery; controlling the artisanal fisheries; 
better targeting of support programmes; and strengthening insti-
tutional arrangements to more effectively undertake management 
and enforcement. Overall economic management, including public 
services such as education, safety net provisions and health, must 
be improved in parallel with further reforms to agricultural and 
fisheries policies.
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Agricultural and fisheries policies have experienced significant reform in 
Mexico during the last 15 years. This reform occurred in the context of a wider 
move towards a more open and market-oriented economy, as shown by Mex-
ico’s participation in NAFTA, WTO and OECD. The reforms have reduced the 
degree of commodity market distortion; improved the effectiveness of income 
transfers to producers; reduced consumer food costs; reduced the bias against 
rural areas in social programmes such as food aid; reduced the extreme re-
gressivity of agricultural transfers; improved transparency of policies through 
decentralisation; have begun to recognise the mis-alignment of private and 
public incentives as regards use of land, water and other resources; and re-
duced the cost of agricultural policy in terms of total support in GDP, and the 
share of producer support in farm receipts. In the fisheries sector, the high 
value commercial tuna and shrimp fisheries are sustainably managed and the 
aquaculture sector is flourishing. There has been a marked success in reduc-
ing bycatch in the tuna and shrimp fisheries, and the negative environmental 
impacts of aquaculture have been significantly reduced. Transparency of stock 
assessments, resource status and management measures have continued to 
improve, together with the extent of fisheries surveillance. However, further 
efforts are needed to consolidate the gains from these reforms, in both agricul-
tural and fisheries policy.

A common theme is to target government support more directly to objec-
tives that are better defined as a way to improve policy effectiveness and trans-
parency, while at the same time reducing the severity of unintended negative 
consequences.

Trade barriers and subsidies

Remaining trade barriers should be eliminated, and target income and en-
ergy subsidies should be replaced. Mexico should delineate clearly the objec-

Background

Agricultural policy
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tives of these policies and target those objectives. Current practices create dis-
tortions that bias production towards historically planted crops, are not very 
effective as income support, are regressive, and provoke over-exploitation of 
natural resources.

PROCAMPO

The agricultural program that best symbolises the reform in domestic ag-
ricultural policies in Mexico is PROCAMPO. It was launched in 1994 with the 
intention of supporting the income of farmers and facilitating adjustment in 
a defined period of reducing price support and tariff reductions under NAFTA. 
The objective of PROCAMPO needs to be clearly defined and targeted. This tran-
sitional programme represents a substantial improvement over pre-reform 
policies, if measured by its transparency and its effectiveness at transferring 
income with fewer distortions to production practices, but we recommend fur-
ther improvements. Four possible objectives could be achieved more effectively 
by a better targeted programme as PROCAMPO expires: alleviate rural poverty, 
transfer income to producers, reward sustainable natural resource use, or fa-
cilitate land privatisation. The appropriateness of PROCAMPO as a poverty al-
leviation mechanism is questionable compared to non-sectoral, more targeted 
programmes, so this objective would be better served by a revised programme. 
Further producer income support tied to land continues to neglect the needs of 
landless labourers, and will eventually be capitalised in land rents and prices. 
Recipients are currently permitted to maintain land in good environmental 
condition without production, whereas a programme that targets sustainable 
resource use would reward producers for such practices — or, better still, their 
outcomes — rather than passively permitting sustainable resource use. Land 
privatisation is necessary, and could be supported by investment assistance, 
but requires that payments be delinked from land. It is for Mexico to choose 
what objective to target, and to re-orient PROCAMPO expenditures to achieve 
that objective.

Institutional arrangements of policy-making

The institutional arrangements of policy-making should be restructured. 
The formulation of agricultural policy is perceived by at least some observers 
as unpredictable and non-transparent. Mexico should consider reforming in-
stitutions to delineate responsibilities clearly among Ministries and levels of 
government, to co-ordinate among all public actors involved in a sector or a 
topic, to design programmes that establish clearly the environment in which 
investments and business plans can be made, and to assess or review policy 
effectiveness. Specific steps towards better institutional arrangements of pol-
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icy-making would include reducing the impact of political cycles, such as the 
six-year federal cycle, and initiating regular processes – of which we propose 
agricultural censuses and environmental data collection as priorities – instead 
of the ad hoc arrangements currently in place.

Measurement of resource use

Having adopted “polluter pays” and “user pays” principles, it remains for 
Mexico to implement them fully. The first challenging steps are improved 
measurement of resource use, and enforcement of property rights. Agricul-
tural policies could encourage water user associations, distribute water me-
ters to farmers exploiting private wells and further help producers learn to 
use resources sustainably. The consequences of other government policies on 
resource use should be better recognised: communal land tends to be poorly 
managed, policies that encourage production also encourage over-exploitation 
of natural resources, and support to expanding irrigation systems encourages 
excessive water use.

Land privatisation

Shared ownership of land under the remaining elements of the commu-
nal land system is intended to serve certain societal needs in the absence of 
broader social safety nets that exist in other OECD members. As social policies 
are developed to meet these needs, Mexico should move towards eliminating 
communal land ownership, remove limits to private ownership of land, and 
help ejidos to privatise. Land privatisation might be facilitated by a bond-type 
payment that is not linked to land, and thus not capitalised immediately in the 
land value. Such a payment would provide capital as land markets developed, 
as well as providing an alternative to the social policy functions behind limits 
to private ownership of land.

Support the development of the sector as a whole

Further development of Mexico’s agricultural sector requires public in-
vestment. Public investment could improve inspection services, information 
about markets and information technology, and research and technological 
development. Continued infrastructure spending may prove useful, but should 
be directed to the sector as a whole and not biased heavily towards irrigation, 
or towards a particular commodity or commodity group.
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Reform needs to be undertaken if the fisheries sector is to remain on a 
sustainable path and generate long-term net economic and social benefits for 
Mexico. The key areas for reform concern: the vision for the sector; manage-
ment of fishing effort; stock recovery; controlling the artisanal fisheries; better 
targeting of support programmes; and strengthening institutional arrange-
ments to more effectively undertake management and enforcement.

Developing a vision

A major priority for Mexico is to develop a higher-level, long-term vision 
for the future of the fisheries and aquaculture sector in order to provide a 
sound basis for achieving a balance between industry development, resource 
sustainability and coastal poverty alleviation. A clearly articulated vision will 
ensure that the sector’s regulatory framework can transcend political adminis-
trations and reduce long-term uncertainty. The need for a stable policy frame-
work is particularly acute for the fisheries sector where management policies 
should be geared to enable long term, sustainable utilisation of common pool 
resources.

Tightening controls

Further management reforms are required to control the effort that can 
be brought to bear on stocks in key fisheries. The heavy reliance on limited 
entry, technical measures, and closed seasons and areas is unlikely to be ef-
fective in the longer term due to input stuffing and effort creep. Market-based 
mechanisms, including transferable effort quotas and community-based man-
agement, should be introduced for those fisheries where feasible. Altering the 
economic incentives faced by fishers, and harnessing the power of the market 
to efficiently allocate resources, will improve the economic viability and ad-
justment capabilities of the sector. The use of decommissioning schemes could 
be extended, although considerable care needs to be taken in the design and 
implementation of such schemes to ensure they meet their objectives without 
creating perverse incentives for fishers. It is essential that decommissioning 
schemes be introduced together with other measures that will effectively pre-
vent capacity and effort re-entering a fishery.

Management plans

While a few fisheries have management plans in place, these have gener-
ally been ad hoc, fragmented and effective in only some cases. Mexico should 
introduce a system of legally enforceable, integrated fisheries management 

Fisheries policy
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plans building on the current system of Normas Oficiales Mexicanas and the 
National Fisheries Chart, and the consultative framework that is already estab-
lished and functioning for a number of fisheries. Stock recovery programmes 
for overexploited species should be an integral part of management plans, and 
should include measurable goals for stock recovery based on scientifically-
derived reference points. Stronger enforcement of existing regulations for re-
maining fishers should be an integral part of stock recovery plans.

Artisanal fisheries

The continued use of artisanal fisheries as a social safety net will only 
exacerbate existing problems of resource conflict, stock degradation and rural 
poverty in the coastal regions: it is both poor fisheries policy and poor social 
policy. This is especially evident in the shrimp fishery where conflicts over ac-
cess between different fleet segments continue unabated. Fisheries and rural 
development policies need to be mutually supportive. While broader social 
policies are necessary to address rural poverty and development concerns, 
fisheries policies can be part of the solution. A necessary first step is to deter-
mine the size of the artisanal fleet. The use of local co-management initiatives 
may be effective for localised stocks and area-based fisheries (such as abalone, 
oysters, and lobster), particularly if cooperatives and coastal ejidos can be in-
corporated into the management arrangements.

Target support

Overall, Mexican support to the fisheries sector is very close to the OECD 
average (see Figure 11.1.). Subsidies to the sector have increased as part of a 
general push to develop the sector. While these have improved short-term 
profitability in some fisheries and helped to support some poorer fishing com-
munities, many of the programmes will adversely affect the sustainability 
and economic profitability of the sector, and create a culture of subsidy de-
pendence eroding flexibility and resilience. The majority of Mexico’s financial 
transfers are directed towards direct payments and cost-reducing transfers 
and this should be reduced and better targeted. In particular, Mexico should 
examine the regional and fleet destinations for subsidies in order to ensure 
that they effectively meet their objectives and target populations. Cost recov-
ery for a range of fisheries services provided to the commercial sector should 
be considered.
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Figure 11.1. Comparison of government financial transfers (GFTs)  
as a proportion of production for marine harvest sector  

for OECD countries, 200�

Source: OECD Fisheries Statistics database.

Institutional reform

Mexico should examine the establishment of CONAPESCA as a functional-
ly independent agency within SAGARPA, with an independent budget line, de-
volved decision making powers on fisheries issues, and a direct line of report-
ing to the Secretary for Agriculture. The decentralisation and regionalisation 
of institutional arrangements should continue. At the moment, this process 
is haphazard with no clear guidance as to the government’s intention. A clear 
plan and appropriate commitment to funding is required with the aims of in-
creasing transparency, accountability, and stakeholder participation and em-
powerment. A key component in any change in institutional arrangements is 
the pressing need to unify fisheries enforcement functions under CONAPESCA. 
Enforcement efforts are currently hampered by a poor institutional structure 
and a lack of resources. The split in enforcement functions between govern-
ment agencies and the inability of CONAPESCA to enforce its own regulations 
without referring them to the National Prosecutor significantly reduces the 
effectiveness of fisheries enforcement. Enforcement of regulations within the 
artisanal fisheries and many of the small scale fleets is virtually impossible 
with current levels of resources and without having a significant impact on the 
livelihoods of the poorer fishers. Plans to extend the use of vessel monitoring 

0 

20 

40 

60 

80 

100 

Ne
th

er
la

nd
s

Tu
rk

ey
Ice

la
nd

Be
lg

iu
m

Ne
w

 Z
ea

la
nd

Po
rtu

ga
l

Un
ite

d 
Ki

ng
do

m
Au

st
ra

lia
De

nm
ar

k
Ita

ly
No

rw
ay

Ko
re

a
Fr

an
ce

Po
la

nd
M

ex
ico EU

OE
CD

Ja
pa

n
Ge

rm
an

y
Sw

ed
en

Ire
la

nd
Sp

ai
n

Ca
na

da
Un

ite
d 

St
at

es
Gr

ee
ce

Fin
la

nd

Po
rc

en
ta

je
 



11. AGRICULTURE AND FISHERIES

1�0 GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007

systems to small scale and artisanal vessels and observer coverage to parts of 
the shrimp fishery should be pursued.

Aquaculture

At present, there are too many overlapping and contradictory regulations 
governing aquaculture developments. A “one-stop shop” would be a useful 
innovation to reduce red-tape and streamline the approvals process. Further 
work is also required to develop a coherent, transparent, risk-based set of envi-
ronmental parameters for aquaculture operations in order to reduce the costs 
and uncertainty that currently exists in relation to environmental compliance.

Agricultural and fisheries policy reforms are difficult to undertake in isola-
tion. Reforms are probably more readily launched in the context of multilateral 
agreements. More importantly, overall economic management, including public 
services such as education, safety net provisions and health, must be improved 
in parallel with further reforms to agricultural and fisheries policies. It may 
appear premature to restrain agricultural and fishery policies that serve func-
tions relating to rural poverty alleviation or which offset high costs imposed 
by finance or energy policy until and unless these objectives are met by other 
policies. However, the reforms outlined here are critical steps towards a regime 
that would support agricultural and fisheries sectors that contribute to overall 
— including rural — economic development, respond to consumer demand, 
compete effectively for inputs such as labour and capital without subsidies, are 
modern and productive, and draw on natural resources at a sustainable rate.

OECD (2007) Agricultural and Fisheries Policies in Mexico: Recent Achievements, 
Continuing the Reform Agenda

OECD (2006), Water and Agriculture: Sustainability, Markets and Policies

OECD-FAO (2006), Agricultural Outlook - 2006-2015

OECD (2006) Financial Support to Fisheries: Implications for Sustainable Development

OECD (2006) Using Market Mechanisms to Manage Fisheries: Smoothing the Path

OECD (2005), Agricultural Policies in OECD Countries: Monitoring and Evalua-

tion (2005)

OECD (2003), Agricultural Policies in OECD Countries: A Positive Reform Agen-

da (2003)

Agricultural and fisheries reform: necessary steps 
for growth and development

Further reading
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Managing the supply and safety of water 
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Environment Directorate
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Mexico has made good progress in the management of its 
water resources in recent decades, but many challenges remain. 
Increasing access to clean, safe water for Mexico’s population is 
an issue of pressing importance. Over 11 million inhabitants lack 
access to piped water and over 21 million to sanitary drainage. 
Treatment of wastewater in Mexico is the second lowest amongst 
OECD countries. Achieving this key policy objective will require ef-
forts to improve water management on multiple levels, including: 
infrastructure investment; financial and operational reform; full-
cost recovery pricing, addressing social concerns; enhancing the 
institutional and legal framework; and international co-ordination 
to tackle the risk of water-borne disease outbreaks.
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Mexico is one of the OECD countries where significant gaps still exist in 
connections to water supply and sanitation. In 2000, 88% of Mexico’s popula-
tion had access to potable water and 61% to public sewerage services. The rates 
for rural areas were significantly lower, at 68% and 37% respectively. Over 11 
million inhabitants lack access to piped water and over 21 million to sanitary 
drainage. Treatment of wastewater in Mexico is the second lowest amongst 
OECD countries. Only about 23% of the wastewater produced was treated in 
2000. The environmental and public health costs of poor treatment are high, 
with annual costs in Mexico City of diarrhoeal diseases caused by water and 
soil pollution estimated at USD 3.6 billion in the mid-1990s. The 2001-2006 Na-
tional Water Programme aims to increase water supply coverage nationally to 
89% and in rural areas to 71%. While these targets do not seem challenging in 
percentage terms, they amount to an additional 1.5 million people connected 
each year given the rapid population growth. Where access to water supply 
and sanitation already exist, in some cases the quality and reliability of the 
service may be low. System deterioration has contributed to significant water 
loss through leakage, about 40% of water supplied. Much of the existing infra-
structure is in relatively bad condition, and in need of replacement or upgrad-
ing. Mexico has particularly acute water safety problems with a high incidence 
of gastrointestinal disease. But at the same time Mexico has the technological 
capabilities to use efficient methodologies to detect contamination rapidly and 
to react. The key challenges are organisational planning, the ability to share 
costs of detection and description of outbreaks across an internationally net-
worked reference system, and political will.

Investing in water supply and sanitation infrastructure

Substantial new investments are needed to expand connections to fill 
“first-time” gaps in service, as well as to upgrade existing infrastructure of low 
quality. Under the conservative scenario of the 2001-2006 National Water Pro-
gramme, the amount of investment needed to meet the established goals in the 
water and sanitation sector between 2000 and 2025 amounts to about USD 1.6 

Background
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billion per year, not including operation and maintenance costs. Mexico’s level 
of investment in the water and sanitation sector is very low when compared 
with other OECD countries, and even with other Latin American countries. 
Given the level of investment needed, a worrying trend over the 1990s was the 
dramatic decrease in investment levels in real terms, from 0.3% of GDP in 1991 
to 0.1% in 2001. Total investments plus current public and private expenditure 
on water-related pollution abatement and control amounted to about MxN 10 
billion in 2001 (about 0.2% of GDP), well below that of most OECD countries. As 
a first step, ensuring the efficient use of existing resources is essential. Invest-
ments which could support greater cost recovery and help to reduce exces-
sive water consumption, for example investments in water metering capabil-
ity, should be a priority as they can reduce the long-term investment require-
ments. Investment in better treatment of drinking water could help both to 
reduce the costs to society of diseases linked to poor water quality, and help to 
convince users to pay higher water charges for the increased service received. 
Increasing levels of stable investment finance is also important. The Federal 
Law on Water Fees enables the earmarking of revenue from abstraction and 
pollution taxes for investment in water infrastructure. The Programme for the 
Modernisation of Water Utilities (PROMAGUA) is also working to increase the 
collection of water charges while promoting investment by municipalities, for 
example by recycling back consumption fees to municipalities and enabling 
preferential loans with the National Bank. Increased user charges will be an 
essential party of any long-term stable investment strategy. Public budgets will 
have an essential role to play in financing capital investments and facilitating 
access to credit. Scarce public funds need to be strategically prioritised and 
used efficiently. Transfers from central government to local authorities should 
contribute to the more efficient and effective delivery of water services.

Financing operation and maintenance – aiming progressively  
at full cost recovery pricing

The construction, operation and maintenance of existing water supply 
and sanitation systems requires stable financing. OECD recommends applying 
water charges that cover the full marginal costs of water services provision, 
with charges linked to the levels of water actually used as established through 
metering of individual households, in order to ensure adequate financing for 
water services provision. Full cost recovery water pricing can also provide in-
centives for more efficient water use, which can help to manage water de-
mand, thus reducing new investment costs and the environmental impacts 
of water withdrawals. A vicious circle exists in Mexico whereby customers are 
unwilling to pay for poor quality water services and utilities do not have the 
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means to improve their efficiency. Revenues collected by water service provid-
ers in Mexico cover very little of the costs of provision. For 1995-2001, revenues 
collected amounted to 50-82% of the budget of the National Water Commission 
(CNA). It is estimated that water utilities would have needed to charge MxN 5 
per cubic meter for water in 2001 to cover the full capital and operating costs, 
but instead they charted MxN 1.73 per cubic meter on average. The agriculture 
sector – which is responsible for around 75% of water use in Mexico – has been 
benefiting from a zero use fee on water, although this is under review. One of 
the main tasks for governments is to establish an incentive structure within 
which finance from various sources can be mobilised in a complementary way 
to achieve objectives at least cost. The OECD and the Danish Government have 
developed a computerised decision support tool, FEASIBLE, to assist govern-
ments to develop financing strategies for environmentally-related sectors in-
volving costly public infrastructure, such as the water supply and sanitation 
sector. FEASIBLE is available free of charge on the OECD web site at: www.oecd.
org/env/finance

Addressing social concerns about water pricing

There is often a perception that poor households cannot afford higher wa-
ter charges. In fact, the majority of households that are not connected to the 
public water supply and sanitation system are in rural or poor areas. These 
unconnected households have to adopt informal and often very expensive op-
tions for the provision of water services, such as direct withdrawals or pur-
chases from water vendors or bottled water for water supply, and pit latrines 
or drainage canals for sanitation. Studies indicate that in Mexico City, families 
with no access to piped water spend between 14.5% and 28% of their income 
on water, generally purchasing it through vendors. In comparison, households 
connected to public supply spend between 0.73% and 3.84% of their income on 
water supply. Many international financial institutions use 4% of household 
income as a rough benchmark of water services affordability. Increasing water 
tariffs would not only allow for the better operation and maintenance of exist-
ing infrastructure, but could also support its expansion to unconnected house-
holds at significantly lower cost than their current water-related expenditures. 
These households are able to (and currently do) pay more for piped water than 
is currently charged, as their expenditures on private water provision in the 
absence of piped water services far exceed the piped water charges. However, 
an important issue identified in OECD work on water pricing is public accept-
ability of water charges. Often the public will be willing to accept an increase 
in water tariffs only if it is accompanied by or follows a notable improvement 
in the quality of service. In order to break-out of the vicious circle described 
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above of low levels of financing and erratic service, the timing and phasing-in 
of tariff increases should be considered carefully in water sector reforms. A 
number of OECD countries have adopted increasing block volumetric water 
charges, whereby households are charged higher per unit amount for each suc-
cessive block of water used. These provide incentives for water conservation, 
and enable poor households to access relatively low-cost initial blocks of water 
for essential use, while richer households pay higher amounts for additional 
quantities at higher-cost blocks (e.g. for garden watering). Affordability can be 
ensured also by the capping of total water bills for low-income consumers, in-
come assistance, tariff rebates and discounts and “no disconnection” policies 
to ensure access to water for essential use.

Developing a sound institutional and legal structure

CNA is the federal authority for water management for standard setting, 
specialised technical support and construction and maintenance of strategic 
water infrastructure. State water commissions provide the technical assist-
ance and build, operate and administer infrastructure services. Municipalities 
are responsible for water and sewerage services. Autonomous water utilities 
set tariffs and operate the services and on behalf of municipalities. Overall, 
responsibilities for water management and water services provision are quite 
fragmented and in some cases poorly co-ordinated. As a result, incentives are 
not in place to ensure the efficient provision of these services at least-cost. 
Municipalities face practical challenges in discharging their responsibilities, 
including: insufficient technical capacity, conflicting priorities (i.e. to provide 
more and better services, but at less cost), budget constraints, inadequate pric-
ing policies, and lack of continuity in policies and programmes. The relations 
between municipalities and these operating utilities should aim at a clear de-
lineation of functions, with municipalities setting priorities and establishing 
the policy and regulatory framework, and utilities concentrating on the core 
business of water services delivery. Many countries have used performance 
contracts that specify the relative roles and responsibilities of the two parties 
to hold each accountable for their performance. Increased transparency re-
garding the respective roles and contract conditions, as well as regular public 
reports on performance, can help increase accountability. Establishing more 
financially and operationally autonomous utilities could also create a basis for 
assessing the merits of private sector participation. Some private sector par-
ticipation has taken place, mostly in medium-large cities and tourist centres. 
However, private sector participation is more likely to be a source of manage-
rial and technical know-how than capital for the foreseeable future. In prin-
ciple, Mexico recognises the ecological needs for water and the Ley de Aguas 
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Nacionales (LAN) makes it a responsibility for the government to provide an 
“environmental flow” when allocating water. But it does not specify how, so in 
practice, when there is competition from agricultural, industrial or household, when there is competition from agricultural, industrial or household 
water demand, the ecosystem tends to lose out.

Risk reduction

The delivery of safe and secure supplies of drinking water needs to ad-
dress how to reduce health risks associated with contamination of drinking 
water supplies and ensure preparedness for water-born disease outbreaks. 
International coordination could facilitate and strengthen national capacity 
to handle public health emergencies. Common approaches need to be devel-
oped for emergency response systems, including risk communication between 
countries, and as a means to deliver interoperability of plans. The way risk is 
communicated between emergency response authorities should be improved. 
Sharing of up-to-date information about public health emergencies will be es-
sential for both learning lessons about outbreaks and, in the case of deliberate 
release, for neutralising threats. The development of international protocols for 
rapid sharing of such information about epidemiological findings, the agents, 
and water engineering issues could be facilitated by the OECD.

Mexico has made good progress in the management of its water resources 
in recent decades, but many challenges remain. The priorities for further prog-
ress include:

•	 An urgent need to increase financing for the expansion and upgrading 
of water supply and sanitation infrastructure, and for better treatment 
of drinking water.

•	 Clarification of water management responsibilities between the differ-
ent levels of government and for private operators, and better co-ordi-
nation in managing water resources at a river basin level. Water supply 
and sanitation provision usually fall under the responsibility of local 
authorities, but co-ordination with and assistance from other levels of 
government is necessary.

•	 Reduced subsidisation of water use for agriculture, and increased edu-
cation and training to encourage efficient water use in irrigation.

•	 Application of cost recovery water pricing, and better collection of water 
charges, as over the long-term user charges will be the main sustainable 
source of financing. To encourage public support for full cost recovery 

Policy recommendations
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pricing, charges should be phased-in and accompanied by improve-
ments in the quality of service and the water provided.

•	 Cross-subsidies and flanking measures should be introduced to ensure 
affordable access to water services by the poor, but these should be tar-
geted to those who need them, not across-the-board low water prices 
for all.

•	 For reduced risk of water-borne disease outbreak, the key challenges 
are: organisational planning, the ability to share costs of detection and 
description of outbreaks across an internationally networked reference 
system, and political will.

Mexico can draw on the lessons learned and success stories in other 
countries, including in OECD and Eastern European countries, in reforming 
the water sector and applying cost-recovery water charges to ensure sustain-
able financing of the operation and maintenance of the systems as well as any 
needed infrastructure investments.

OECD (2006), Environmental Performance Reviews: Water.

OECD (2006), Water and Agriculture: Sustainability, Markets and Policies

OECD (2006) Infrastructure to 2030: Telecom, Land Transport, Water and Electricity

OECD (2005), OECD Environmental Data Compendium 2004.

OECD (2003), Financing Strategies for Water and Environmental Infrastructure.

OECD (2003), Improving Water Management: Recent OECD Experience.

OECD (2003), OECD Environmental Performance Reviews: Mexico.

OECD (2003), Social Issues in the Provision and Pricing of Water Services.

Further reading
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Mexico and international migration
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Mexico is by far the most significant emigration country in 
the OECD zone, with the vast majority of expatriates heading to 
the United States. The high presence of Mexican workers in the 
U.S. labour force and the importance of remittances from expatri-
ate workers to the Mexican economy are indicators of the strong 
economic interdependence between the two countries. The Mexican 
government needs to deal with some important migration issues, 
whether on its own or bilaterally with the United States. These 
issues include: more effective management of Mexico’s northern 
and southern borders (as Mexico becomes an important transit 
country for other Latin Americans, en route to the United States); 
the development of methods to control unauthorised migration and 
to direct workers into legal work programmes; and maximising the 
economic and social benefits from remittances.



13. MExICO AND INTERNATIONAL MIGRATION 

140 GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007

With over ten million persons born in Mexico living in other OECD coun-
tries (largely in the United States), Mexico is currently by far the most sig-
nificant emigration country in the OECD zone. If native-born children of im-
migrants are included, the estimate rises to over 18 million, or over 6 percent 
of the population of the United States. Much of the migration is low-educated 
(relative to receiving country educational attainment) and unauthorised. In-
deed, Mexico is one of only two OECD countries (the other being Portugal) for 
which the expatriation rate of the low educated exceeds that of the highly 
educated (see Figure 13.1.). It was expected that with the NAFTA accord in 1994, 
the significant irregular movements observed during the 1980s would subside 
as the Mexican economy was expected to move to a higher growth path as a 
result of the liberalisation, but this has not materialised.

Out-migration is a widespread phenomenon in Mexico, with 96% of com-
munes recording outflows. The prospect of employment in the United States is 
a powerful drawing card with some 25% of the general population and 45% of 
job-seekers indicating in surveys that they have considered or are considering 
going to the United States to work in the future. Mexican migrants, authorised 
and unauthorised, send back significant sums in remittances to their families 
and villages, which contribute to enhancing the welfare of persons in Mexico.

Background
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Figure 13.1. Expatriates as a percentage of all native-born, OECD countries
Total population and highly skilled

Source: Trends in International Migration 2004.

The current migration debate in the United States, concerning the fate 
of the 11+ million (2005) unauthorised immigrants in that country, tends to 
revolve around unauthorised border crossings at the southwest border (with 
Mexico). The reason for this is clear: unauthorised migration is estimated to 
consist largely of Latin Americans (78%), in particular Mexicans. The total 
number of annual entries is estimated to be some 850K per year, while the 
population of Mexicans in the United States, both authorised and unauthor-
ised, has grown by an estimated 500K per year over the past decade. Persons 
born in Mexico account for almost one third of all immigrants in the United 
States. It is estimated that 80 to 85% of Mexicans in the United States for less 
than 10 years are unauthorised. The number of unauthorised arrivals seems to 
be accelerating since the early 1990s despite increased expenditures on border 
control. Entries of legal permanent residents into the United States from Mexi-
co, on the other hand, are running at about 200 000 per year, with an additional 
70 000 temporary workers, both skilled and unskilled, admitted.

By contrast with its status as an emigration country, Mexico itself has few 
immigrants (an estimated 435 000 in 2005). Seasonal migration of Guatemalan 
agricultural workers amounted to less than 50 000 admissions per year from 
2000 to 2005. On the other hand, Mexico has been serving as an important 
transit zone for other Latin Americans en route to the United States, with close 
to 300 000 detentions at the southern border in 2004.
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Mexican immigrants in the United States labour market

Given the extensive migration flows to the United States, migration policy 
is understandably focused on out-migration and the conditions of Mexican 
nationals abroad. The high migration movements and the widespread pres-
ence of Mexicans in the United States economy and labour market, coupled 
with the significant remittance amounts being sent back to Mexico, in addition 
to trade and financial flows, have created a strong economic interdependence 
between the two countries.

Over 87% of Mexican men resident in the United States are in the labour 
force, but only 46% of Mexican women. Both percentages exceed those of Mexi-
can men and women living in Mexico by some 10 to 15 percentage points. 
Mexican workers are especially concentrated in building cleaning and main-
tenance, food serving and preparation, construction and manufacturing. One 
third of Mexican women in the United States work as maids and housekeepers 
and one fifth as cooks. Given the nature of these occupations, their low pay 
and the low unemployment rate in the United States, it is likely that many of 
these jobs would not exist or would be vacant were it not for the presence of 
Mexican immigrants.

Contributing to the management of migration flows  
to the United States

Although migration movements from Mexico to the United States are 
heavily determined by political and economic developments in the US, it is 
clear that the Mexican government cannot stand idly by as events unfold. Bi-
lateral discussions with the United States on migration issues, which included 
a specific agenda on migration set by the Presidents of both countries in early 
2001, were derailed by the events of September 2001 but have resumed in the 
context of the trilateral Security and Prosperity Package of 2005. This initia-
tive includes spheres of action involving movements of people, including spe-
cial clearance for pre-cleared border residents, co-ordinated visa policies and 
fast-track lanes and is a renewed step towards joint management of migration 
movements. But is a substantial step back from the earlier agenda, which in-
cluded regularising undocumented Mexicans in the United States, establishing 
a jointly managed guest-worker programme, increasing the number of immi-
gration visas provided to Mexicans, strengthening border security through co-
ordinated actions and promoting regional development in Mexican regions of 
high migratory intensity.

Although 9/11 is partly to blame for this, the realisation in the United 
States of the magnitude of the unauthorised resident population and of con-
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tinuing unauthorised movements has complicated bilateral discussions. Al-
though progress on the situation of unauthorised foreigners in general and 
of Mexican nationals in particular in the United States and on the control of 
entry and stay are domestic issues in that country, there are a number of ar-
eas where the Mexican government may have some room for manoeuvre and 
where it would be useful to show positive developments.

The first concerns the increasing use of Mexico as a transit country for 
other Latin Americans en route to the United States. This has transformed 
Mexico’s southern border into a matter of importance for the control of unau-
thorised flows to the United States. Until recently, there was a policy vacuum 
in this area. A number of recent forums, however, have resulted in an integrat-
ed migration policy proposal for Mexico’s southern border which calls for the 
facilitation of documented migration flows whose temporary and final desti-
nation are the states along Mexico’s southern border while ensuring effective 
migration flow management and control and verification of legal stay.

Although the aim is eventually to demonstrate that effective border man-
agement under conditions of significant local flows is possible, the ultimate 
destination of many potential migrants at the southern border, however, is not 
Mexico but the United States. Many of the flows at the southern border are not, 
and will not be, local in nature. Thus, it seems likely that stronger entry control 
at the southern border will be necessary, as well as measures to prevent the di-
version of movements into irregular channels, as has occurred at the northern 
border. The implementation of effective policies in this regard for the southern 
border would be a positive step.

Second, although the development of a guest-worker programme is no 
longer on the bilateral agenda of Mexico and the United States, some form of 
joint or even Mexican-designed initiative, if necessary, for redirecting unau-
thorised movements into legal channels needs to be reconsidered and devel-
oped, even if any eventual implementation depends on the approval of the U.S. 
Congress. The issue of low-skilled migration to OECD countries and of the link 
between this and irregular movements is a general one across OECD countries, 
but nowhere is it quite as manifest as it is between Mexico and the United 
States. The current largely irregular nature of the flows is an unhealthy situa-
tion, both for reasons of international co-operation and for the sake of Mexican 
immigrants themselves.

The likelihood of increased labour needs as a result of population ageing, 
the geographic proximity of Mexico and the United States and the already high 
frequency of circular movements of Mexican migrants would seem to make 
a guest-worker programme a viable initiative, even if it is likely that not all 
low-skilled needs can be satisfied through temporary migration. The question 
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of what types of jobs can be filled through this kind of migration, the neces-
sary recruitment procedures, the means of ensuring or increasing the likeli-
hood of return need to be examined, so that the general features of a workable 
programme can be identified. Replacing the current unauthorised movements 
by an orderly legal programme will require adequate preparation and strong 
involvement of U.S. employers.

Maximising the benefits from remittances

Immigrants in the United States have become an important source of 
money transfers to Mexico over the past fifteen years From 2.4 billion US dol-
lars in 1990, they rose to almost 15 billion in 2003, a little over 18 billion in 
2004 and were expected to reach a historical peak of 20 billion dollars in 2005 
(Figure 13.2.).

Figure 13.2. Workers’ remittances and compensation of employees received
Mexico (Million US $)

Source: IMF

The number of Mexican immigrants in the US increased by more than 16% 
between 2000 and 2004 (to 10.6 million persons) and the number of homes that 
receive remittances increased by about 15% (to 1.4 million in 2004). In 2004, 
almost six million people lived in homes receiving remittances. In other words, 
remittances per person in receiving households were about $2500, or about 
25% of Mexican GDP per capita. 95% was dedicated to family consumption with 
the balance for small family investments. Without ignoring or underestimat-
ing the importance of remittances, it would be useful to (i) properly measure 
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the flow of this resource; and to (ii) carefully evaluate some of its effects, par-
ticularly on poverty. It is useful to recall that only about 5.8% of poor homes in 
Mexico receive remittances.

Many “social” projects in Mexico have been financed by remittances and 
they are important in some regions for infrastructure development. The initia-
tive “Tres-por-uno” initiative is playing an increasing role in this context but 
there is an insufficient emphasis on economic growth. However, economic de-
velopment is not the responsibility of the migrants. Remittances are neither a 
substitute for ODA or FDI flows.

Under the U.S.-Mexico Partnership for Prosperity initiative, launched in 
fall 2001, Mexico and the U.S. have worked together to promote competition 
among private providers, expand financial literacy, and improve the payment 
systems. Already the average cost of transmitting money in the U.S.-Mexico 
remittance corridor has been cut by 60 percent, but the goal for the Summit of 
the Americas-sponsored effort is to halve the cost of sending remittances in 
the Americas by 2008.

The experiences of some of the former emigration countries in the OECD, 
such as Italy, Portugal, Greece and Spain suggest that policy should facilitate, 
rather than impose, channels or uses of remittances, notably through a sound 
banking system, with low transfer costs and a modernised formal fund trans-
fer system. Information on remittance channels and opportunities for in-
vestments should be distributed widely, through one-stop shops, in order to 
provide information on all stages of migration and remittance. Support and 
accompaniment should be provided for those migrants who wish to engage 
in entrepreneurial activities. But if special incentive schemes are put in place, 
they should be designed for everybody, and be open to migrants and non-mi-
grants alike. Particular attention should be given to some social aspects of de-
velopment, and in particular, the impact of remittances on the reduction of 
poverty and the improvement of education and healthcare.

OECD(2006) International Migration Outlook

OECD, recent years, Trends in International Migration

OECD (2005) Migration, Remittances and Development

OECD (2004) Migration for Employment: Bilateral Agreements at a Crossroads

OECD (1998) Migration, Free Trade and Regional Integration in North America

Further reading





Chapter 14

Fostering innovation 
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Innovation is central to economic growth and competitiveness 
and should be a key policy focus for Mexico. However Mexico’s 
spending in research and development (R&D) lags non-OECD 
countries such as Argentina, Brazil, China and Russia. Strengthen-
ing innovation will not be just a matter of increasing expenditure, 
however. It will require focusing on many different areas includ-
ing: improving the business, investment and legal environments 
for innovation; integrating research institutions and industry more 
closely; designing effective human resource policies; and fostering 
an entrepreneurial culture. Participating in OECD work on innova-
tion and related topics could help Mexico to design appropriate 
strategies to achieve these goals.
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Innovation remains the key driver of sustained economic growth. Most of 
the rise in living standards since the Industrial Revolution has been the result 
of innovation. Globalisation is forcing all OECD countries to move their eco-
nomic activity further up the value chain to ensure that they can continue to 
compete and prosper in the global environment. The process of upgrading is a 
continuous one; products and services that are currently regarded as among 
the most innovative and experimental ultimately end up as commodities that 
can be produced anywhere and by many producers. Staying ahead thus im-
plies a continuous process of change and innovation.

The importance of innovation is broadly recognised. The importance of 
innovation is realised across the OECD. For this reason innovation was high-
lighted in the recent Structural Stocktaking exercise that produced the OECD 
report Going for Growth. The European Union launched policies in 2000 to be-
come the most competitive knowledge-based economy in the world; the US 
is discussing legislation to improve its innovative capabilities in the face of 
growing international competition, and Japan and Korea are seeking ways to 
improve their innovation capabilities across a broad spectrum of areas. Even 
non-OECD countries, such as China, are highlighting innovation as a key part 
of their strategies to strengthen long-term economic growth.

Strengthening innovation is a key area of policy action for Mexico. If China 
is undertaking efforts to become a more innovative economy, can Mexico af-
ford to stay behind? Mexico lags considerably in the innovation area, however. 
It has the lowest spending on research and development (R&D) as a ratio of 
GDP of all OECD countries, due to both low business investment in R&D and 
low government spending (Figure 14.1.). Mexico’s spending on R&D even lags 
that of non-OECD countries such as Argentina, and is considerably lower than 
R&D spending by Brazil, China and Russia.

Innovation is an important key to better health as well as wealth. The 
OECD countries face a common problem in overcoming the productivity prob-
lems with health technologies. Changing the way health innovation is deliv-
ered – and drawing on technology to drive that – will be key to solving these 

Background
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problems and key to improving public health. Mexico is seeking to improve 
the way it uses innovative health technology but must do so with an eye on 
the developing models of delivery of innovation, not with its eye on the past.

Figure 14.1. Research and development as a % of GDP, 200�1

Note: 1) Or latest available year. 2) Includes R&D performed by government, higher education 
institutions and private non-profit organisations.
Source: OECD, Main Science and Technology Indicators 2006/2, December 2006.

Improving the business environment

Well-functioning markets are essential for innovation, as this will help 
move resources from firms and industries that are no longer able to compete 
in the global market with firms that are successful and innovative. Moreover, 
well-functioning markets help get the incentives right for firms, workers and oth-
er institutions. Firms need incentives to invest in innovation and competition can 
induce it. However, entry of new firms into some Mexican industries, e.g. elec-
tricity and telecommunications is too difficult, limiting competition and the 
pressure on companies to innovate. Restrictions on foreign investment also 
reduce competition and limit the diffusion of technology. Moreover, a recent Moreover, a recent 
OECD report also recommended enhancing the effectiveness of the judiciary 
and enforceability of contracts, in order to improve the climate for investment. 
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However just getting the fundamentals right is not sufficient; there are other ar-
eas where government action is needed.

The role of universities and scientific institutions

Universities and scientific institutions make a major contribution to re-
search and innovation by creating new knowledge through scientific and tech-
nological research and by training skilled workers via its educational mission. 
In many countries, though not in Mexico, its contribution to innovation is larg-
er today than in the past, as reflected in its increasing R&D expenditures, rising 
graduation rates, increased patenting and the growing number of references to 
scientific literature in patent applications. Changes in governance and funding 
structures can make universities and scientific institutions more responsive to 
economic and social needs. This includes changes in the mix of project fund-
ing and institutional block grants, selective increases of funding for research 
fields that are linked to social and economic needs, and new organisational 
structures, such as centres of excellence, that concentrate expertise and foster 
research at the nexus of several disciplines. It also requires a greater commit-
ment to evaluating researchers and research organisations, as well as changes 
in the way such evaluations are conducted.

Human resource policies

Human resources are the key to strengthening the contribution of higher 
education systems to research and innovation. Attracting and retaining talent 
in higher education institutions may require the development of differentiated 
personnel management and pay scales. Management policies such as flexible 
working hours, parental leave and merit-based performance criteria can en-
courage more women to pursue research careers. More industry-oriented de-
grees can help make higher education more relevant to the business sector. 
Moreover, it will be important to raise workforce skills in Mexico. OECD com-
parisons show that educational attainment in Mexico is lagging other OECD 
countries. Improvements in education will also raise the capacity to absorb 
innovation.

Strengthening the links between science and industry

Innovation increasingly draws on scientific research, in particular in new in-
dustries such as biotechnology, information technology and nanotechnology. But 
the growth in science-innovation links has not been equally rapid in all OECD 
countries. Regulations on dual employment or restrictions on participation in 
entrepreneurial activities by public researchers are being removed in many 
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OECD countries. Centres of excellence and fellowships are also being used to 
foster the mobility of researchers. Mexican universities are not yet sufficiently 
connected to business and regulations still hold back the interaction between 
scientific researchers and business.

Increasing openness

As the cost and multidisciplinary nature of research at the scientific fron-
tier increases, countries will increasingly need to draw on ideas generated 
abroad. Policy can help increase foreign participation in national programmes, 
support international partnerships between universities, or engage in global 
public-private partnerships. Openness goes beyond cooperation in science, 
however, and also entails learning from other countries via mobility of human 
resources, engaging in international innovation networks, recognising that the 
establishment of R&D facilities in foreign countries can have domestic benefits 
(and vice-versa). Mexico can do more to open to global ideas and technologies.

Effective policy making to support innovation

Governments usually also stimulate innovation in business, by providing 
tax credits for R&D or by providing direct support. Business R&D in Mexico as 
a percentage of GDP is among the lowest in the OECD area. Government sup-
port for innovation should focus on areas with high social and economic ben-
efits that push out the technological frontier. Partnerships between the public 
and private sector, competitive funding mechanisms, and regular evaluation of 
support are some ways to make such funding more effective and help focus it 
on the right areas. Mexico will also need to do more to assess the effectiveness 
of public support for private R&D, i.e. in improving the effectiveness of mea-
sures to promote private R&D (mostly tax incentives), in particular with a view 
to improving access for SMEs.

Fostering entrepreneurship

New firms are of great importance to innovation, particularly in areas 
where radical changes to existing markets and production processes are fea-
sible. Giving room to new firms while building on the existing strengths of 
countries can help in creating a business environment that is sufficiently dy-
namic to move into new areas.

Building on local strengths

International and local firms may be attracted to very specific activities 
and skills that only exist in some regions and locations. These may be linked 
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to scientific or educational institutions, historical heritages, natural resources, 
geographical location and so on. Policies aimed at the development of clusters, 
poles of excellence as well as regional policies may help capitalise on these 
strengths.

Attracting investment

Making a country an attractive location for certain economic activities can 
help attract foreign direct investment and new areas of economic activities. 
Factors that determine attractiveness may include the quality of infrastructure 
and communications networks, the science and innovation system, the qual-
ity of the workforce, the regulatory and tax climate, the size and quality of the 
domestic market, as well as social factors.

All OECD countries are faced with the same challenge; how to foster in-
novation in a time of growing international competition. OECD is supporting 
OECD member countries in this task by providing a platform to share policy 
experiences, benchmark performance and develop good policy practices. In 
the field of science and technology policy, this platform is the OECD’s Com-
mittee for Scientific and Technological Policy (CSTP), which brings together 
delegates from Ministries carrying responsibility for science and technology 
policy. CSTP’s work on health innovation also draws in delegates from health 
departments. An active involvement of Mexico in CSTP work can help develop 
science and technology policies that are suited to Mexico’s circumstances and 
needs, and that will help strengthen innovation performance in Mexico.

Last but not least, Mexico could ensure a thorough and timely dissemina-
tion and analysis of data and information on its innovation environment by 
actively participating in the work of the relevant OECD bodies such as the CSTP 
Working Party of National Experts on Science and Technology Indicators (NES-
TI), the Working Party on Statistics of the Committee on Industry and Business 
Environment (SWIC), and the Working Party on Indicators for the Information 
Society (WPIIS) of the Committee on Information, Computer and Communica-
tions Policies.

OECD (2006), OECD Science, Technology and Industry Outlook 2006

OECD (2005), OECD Science, Technology and Industry Scoreboard 2005

OECD (2005), Governance of Innovation Systems, Volume 1: Synthesis Report

OECD work on innovation

Further reading



14. FOSTERING INNOvATION  

GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007 1��

OECD (2005), Governance of Innovation Systems, Volume 2: Case Studies in In-

novation Policy

OECD (2005), Governance of Innovation Systems, Volume 3: Case Studies in 

Cross-Sectoral Policy





Chapter 15

The Information Society
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Graham VICKERY

Dimitri YPSILANTI
Directorate for Science, Technology and Industry

Information and communication technology (ICT) is an im-
portant driver of productivity, growth and employment. Mexico’s 
change in government and growing engagement with the inter-
national community provide an opportunity to continue pushing 
ahead with reforms and policies that help Mexico grow and ad-
dress many of the policy challenges that will confront the new 
administration. Priority areas for policy makers include: build-
ing user trust in the global digital economy; pushing ahead with 
telecommunications regulation; and developing a more coherent  
ICT-related business policy framework to enable ICTs to help 
achieve overall policy goals by improving economic performance 
and increasing competitiveness.
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Information and communication technology (ICT) is an important driver 
of productivity, growth and employment. Mexico faces major challenges to im-
prove its performance on all of these fronts to increase GDP per head of the 
rapidly growing population and to tackle related issues including the very large 
share of informal employment and low levels of education. ICTs can contri-
bute to improvements in all of these, by improving business efficiency, raising 
the level of growth, increasing the effectiveness of government and helping 
to improve the quality of human capital. Mexico’s change in government and 
growing engagement with the international community provide an opportu-
nity to continue pushing ahead with reforms and policies that help Mexico 
grow and address many of the policy challenges that will confront the new 
administration. The extent of Mexico’s technological gap is clearly illustratedThe extent of Mexico’s technological gap is clearly illustrated 
in Table 15.1., which shows large gaps in the diffusion of information and com-
munication technology. Although macroeconomic indicators and performanceAlthough macroeconomic indicators and performance 
have been good over the last few years, the population growth combined with 
low labour productivity means that Mexico has been running fast to stand 
still. Fundamental to addressing this problem is the need for Mexico to exploit 
information and communication technologies and more broadly an “informa-
tion society” which enables economic growth, societal inclusion and full par-
ticipation in the global economy. This is a multi-faceted issue where relevant 
policies span many policy domains.

Table 15.1. Diffusion of Information and Communication Technology

	 Mexico	 Poland	 Turkey	 �U���	 US	 Japan	 Korea	 O�CD

Standard	Access	Lines		 ��.��	 ���.6	 �6.7	 �3.�	 ���.�	 ��.�	 �7.7	 �3.6
Access	Channels		 �8.��	 3�.��	 �7.�	 �8.��	 6�.3	 ��.�	 �8.�	 ��.�
Mobile	Subscribers		 ���.3	 ��.�	 3��.�	 8�.8	 ��.�	 67.��	 7�.�	 6�.�
Internet	Subscribers	to	fixed	networks	 �.7	 �.3	 �.6	 ��.�	 33.�	 ��.6	 ��.8	 ��.�
Broadband	Access	�	 �.�	 �.8	 �.�	 �.��	 ��.7	 ��.7	 ��.�	 7.��.

Per 100 inhabitants in 2003.
2. "Other" broadband technologies include satellite broadband internet, fibre-to-the-home Internet 
access, ethernet LANs, and fixed wireless subscribers (at downstream speeds greater than 256 kbps).
Source: OECD Communications Outlook, 2005.
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Mexico is one of only two OECD Countries without a privacy law. Two pri-
vacy bills were introduced during the last legislative session, but neither passed 
before the session ended in advance of the upcoming elections. The passage ofThe passage of 
privacy law would help implement the 1980 OECD Privacy Guidelines, as well 
as more recent work in APEC and enable international cooperation to address 
challenges related to ever increasing cross-border information flows and data 
breaches. Mexico could better participate in the cross-border enforcement co-
operation work now underway at the OECD.

More active participation in OECD work on information system and net-
work security would help. The increasing dependence of OECD economies on 
the Internet elevates the need to address the information security issues that 
threaten its growth. Mexico did not participate in an assessment of efforts to 
implement the 2002 OECD Security Guidelines, in current comparative stud-
ies of policies to protect critical information infrastructures or in efforts to 
address the increase in malicious software undertaken in cooperation with 
APEC. So it is difficult to assess the effectiveness of Mexican efforts to address 
pressing online security challenges.

Good progress has been made in developing Mexico’s consumer protec-
tion regime. Recent amendments to the “Ley Federal de Protección al Consumidor” 
imposing increased penalties on fraudsters have helped implement the 2003 
OECD Cross-border Fraud Guidelines, and the 1999 eCommerce Guidelines. 
Mexico has been actively developing international co-operation arrangements 
to protect consumers in the cross-border context, including against spam. In 
2005, the US FTC and Mexico’s Procuraduria Federal del Consumidor (“PROFECO”) 
signed a Memorandum of Understanding on mutual assistance in consumer 
protection matters. Mexico is a member of the London Action Plan on interna-
tional spam enforcement cooperation and actively participated in the OECD’s 
Spam Taskforce, including the development of a new Recommendation on 
Cross-Border Co-operation in the Enforcement of Laws against Spam. PRO-
FECO has noted that further practical measures, such as increased resources 
and specialised training would help its officials to become more active in ta-
king enforcement action in cross-border cases.

An independent telecommunications regulator is necessary, that can over-
see the unbundling of the local loop (competitive access to the last-kilome-
tre copper telephone connections that lead into homes) and encourage more 
competition in the sector through new anti-trust legislation, removing foreign 
ownership restrictions and facilitating the entrance of new firms into markets.

Telecommunications regulation

Building user trust in the global digital economy
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Mexico is far behind in terms of putting into place best practice regulation 
and institutional frameworks although some progress has been made in its 
telecommunication regulatory framework. As a result, competition is relatively 
weak, relative prices area high (see OECD comparison below) and the devel-
opment of the market and diffusion of new technologies has been slow. Per-
haps the greatest challenge for Mexico is to create an independent regulator 
which has the authority to impose strict asymmetric regulation on dominant 
market players. Under present conditions COFETEL has insufficient indepen-
dence and has been subject to political pressures and to industry pressures. 
The recent reform aimed at addressing convergence still maintains separate 
laws for broadcasting and telecommunications and will likely create regula-
tory difficulties related to convergence. It also provides advantages to existing 
incumbents in both markets which implies that reducing dominant positions 
in those markets will become more difficult.

Mexico may soon be one of only two countries in the OECD that does not 
allow competitive Internet providers access to the last-kilometre copper tele-
phone connections that lead into homes. The competition stemming from lo-
cal loop unbundling has led to better connectivity, lower prices and faster In-
ternet speeds for users throughout the OECD. Unbundling has also facilitated 
competition in the voice market, in particular by providing an incentive for the 
provision of voice over Internet protocol (voIP). COFETEL, unlike many other 
OECD regulators who are trying to facilitate the provision of voIP or taking a 
light-handed approach, has required that voIP providers follow the same pro-
cedures as existing telecommunication companies and have recently closed 
down voIP providers.

Mexico needs to strengthen the independence of the regulator by sepa-
rating it from the ministry. The vitality of the telecommunications sector is 
largely dependent on the level of competition in the market, the regulatory 
environment and strength of the regulator. The telecommunication and broad-
cast regulator COFETEL should be shielded from political influence in order to 
make unbiased decisions regarding the communications market. COFETEL is 
not independent of SCT and does not have full budgetary autonomy from SCT. 
This lack of budgetary independence could create an unfavourable channel for 
political influence to taint telecommunication and now broadcasting policy.

Mexico should make use of the new anti-trust legislation to control anti-
competitive behaviour in the telecommunications and broadcasting markets. 
In particular, the government should make use of the new provisions in the 
antitrust law that allow the Antitrust Commission’s rulings to apply to other 
commissions, such as COFETEL. If COFETEL has not had the tools necessary to 
foster competition in the market then the Antitrust Commission’s new powers 
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could be used to tackle anti-competition behaviour and ensure markets func-
tion properly.

Foreign ownership restrictions in telecommunication firms should be re-
moved. Such restrictions could limit the inflow of capital that could be used 
to further build out Mexican telecommunication networks. Foreign ownership 
restrictions should be lifted, as they have been in a majority of other OECD 
countries, to allow for new investment.

Mexico should re-examine the new telecom/broadcasting laws and con-
sider new converged legislation. Recent changes in both the broadcasting and 
telecommunication laws in Mexico still treat cable and telecommunication 
firms differently. While COFETEL now seems to have the authority to regu-
late both networks it must do so using different legislation. In an era of con-
vergence, the distinction between cable television and telephone networks is 
quickly eroding and OECD member government should be examining ways to 
converge regulations for services that are becoming perfect substitutes. As a re-
sult, the Mexican government should consider re-examining the newly passed 
legislation to find a way to harmonize the regulation of both networks.

The entrance of new firms into markets should be made easier. Existing 
telecommunication and broadcasting firms should be subject to the same 
bidding processes for spectrum and voice licenses as new entrants. Recent 
changes to the telecommunication and broadcasting laws seem to give prefer-
ential treatment to existing firms in the marketplace and put new entrants at 
a disadvantage. This disadvantage could create market distortions that block 
competition and future telecommunication investment.

COFETEL should apply asymmetric regulation against Telmex. The incum-
bent telecommunications operator Telmex dominates the market for telecom-
munication services in Mexico and should be regulated differently than other, 
smaller firms struggling to co-exist in the market.

Mexico has made improvements in its policy for business and wider house-
hold use of ICTs, but its overall business policy framework remains fragmented 
despite recent improvements, and there is a tendency to have too many pro-
grammes with too many government actors which dilutes both the delivery of 
policy and the “ownership” of it.

Mexico needs to strengthen and simplify policies for ICT use in business. 
Mexico has many policies in place and many of them are pointing in the right 
direction. However they are often too confusing, have complex funding struc-
tures and have overlapping goals, e.g. CONACyT has some 70 different pro-

A more coherent business policy framework
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grammes and funds for similar purposes, multiple digital signatures with vary-
ing levels of security have been developed by different government agencies.

Mexico needs to improve its secondary and tertiary education (including 
ICT education and training) and improve its quality. Fundamental for improv-
ing business performance is to improve the quality of human capital. This is 
in part being attempted by investing in new ICT-based learning tools (Enciclo-
media) but such initiatives need to be better supported by ICT-related training 
of teachers.

More attention needs to be paid to the shift from manufacturing assembly 
to services in the environment where China and India are major competitors in 
the NAFTA market. Mexico has a continuing comparative advantage and trade 
surplus in ICT assembly for export (mostly in maquiladoras) and FDI in this 
sector has revived recently following years of decline. However, Mexico can-
not continue to rely on this kind of labour-intensive ICT assembly and needs 
to shift from “assembled in Mexico” to “developed and designed in Mexico”. 
Furthermore the services sector and services exports (via offshoring of vari-
ous business services from the US and/or from Latin America) are relatively 
weak. Government policy has started to address this through programmes to 
strengthen the software and IT services industries, but there remains an over-
reliance on foreign firms and the major lack of venture capital in Mexico ham-
pers indigenous IT service firm growth.

OECD (2006), OECD Information Technology Outlook

OECD (2006), Infrastructure to 2030: Telecom, Land Transport, Water and 

 Electricity

OECD (2005), OECD Communications Outlook

OECD (2006), ICT Diffusion to Business: Peer Review Country Report, www.oecd.
org/dataoecd/45/0/37605826.pdf 

Further reading
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OECD in Figures – Focus on Mexico

Basic statistics on Mexico

Selected charts based on OECD in Figures 200�-200�

Total population
Healthcare spending
Gross domestic product
GDP per capita
GDP growth
Total labour force
Self-employment rates
Standardised unemployment rates
Gross domestic expenditure on R&D
Education expenditure
Tax revenue
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BASIC STATISTICS OF MEXICO

TH�	LAND

Area	(sq.	km):			 �	��6�	37�	 Inhabitants	in	major	metropolitan	areas	(millions,	����)

Agriculture	area	(sq.	km)	(������):		 3���	���	 Mexico	City:	 �8.�
	 	 Guadalajara:	 3.7
	 	 Monterrey:	 3.3
Population:	(July	���6	est.)	 ��7,����,���	 Inhabitants	per	sq.	km	(����):		 ���.6
Age	Structure:	(���6	est.)
����	years:		 3�.6	 %	 �mployment�	(����):	 ��,�7�,���
��6�	years:		 63.6	 %
6�	years	and	over:		 	 �.8	 %

Annual	population	growth	(�����������):			 	 �.8�	%

PRODUCTION

Structure	o��	production,	����	(percent	o��	total,	�����3	prices)	 GDP	in	����		 �	��6.6
	 	 (US$	billion,	current	prices	and	current	PPPs)

Agriculture	 �.�
Industry	 �6.�	 GDP	per	capita	in	����		 ��	8�7.�
O��	which:	 	 (US$,	current	prices	and	current	PPPs)	
Manu��acturing	 ���.�
Services	 68.�	 Gross	fixed	capital	��ormation	in	����	 ���.8	%

	 	 (percent	o��	GDP,	�����3	prices)	

TH�	GOV�RNM�NT

	 Composition	o��	Parliament	(September	���6)

Public	sector	indicators	(percent	o��	GDP,	����)	 Senate	 Chamber	o��	Deputies

Total	expenditure		 �3.�	 PAN	 ��	 PAN	 ��6
Total	revenue		 �3.�		 PRD	 ���	 PRD	 ��7
Net	debt	(Dec.	��)	 �3.�	 PRI	 33	 PRI	 ��7

	 	 Other	 ��	 Other	 6�
		 	 Total	 ��8	 Total	 ���

FOR�IGN	TRAD�

�xports	o��	merchandise		 	 Imports	o��	merchandise	
(percent	o��	GDP,	����)		 �7.8	%	 	(percent	o��	GDP,	����)		 ���.�

Main	export	products	(percent	o��	total,	����)		 	 Main	imports	(percent	o��	total,	����)
Manu��actured	 8�.3	%	 Intermediate	goods	 7�.6
Petroleum		 ��.3	%	 Capital	goods	 ��.�
Agriculture		 3.�	%	 Consumer	goods	 ��.��

TH�	CURR�NCY

Monetary	unit:	Peso		 Currency	unit	per	US$,	average	o��	daily	figures:

	 ����		 ��.�8�
	 ����		 ��.8���

1. People economically active according to results of the Quarterly National Employment Survey
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OECD Publications on Mexico 1���-200�

Review of SME Issues and Policies in Mexico
Agricultural and Fisheries Policies in Mexico: Recent Achievements, Continuing the Reform 

Agenda
Competition Law and Policy in Latin America: Peer Reviews of Argentina, Brazil, Chile, 

Mexico and Peru
OECD Territorial Reviews The Mesoamerican Region:  Southeastern Mexico and Central 

America
Challenges to Fiscal Adjustment in Latin America: The Cases of Argentina, Brazil, Chile 

and Mexico
OECD Economic Surveys: Mexico - Volume 2005 Issue 18
OECD e-Government Studies Mexico
OECD Reviews of Health Systems Mexico
OECD Reviews of Regulatory Reform Mexico: Progress in Implementing Regulatory Reform
OECD Territorial Reviews Mexico City
OECD Economic Surveys: Mexico - Volume 2003 Supplement 1
OECD Environmental Performance Reviews Mexico
OECD Territorial Reviews Mexico
OECD Economic Surveys: Mexico Volume 2002 Issue 7
OECD Economic Surveys: Mexico 1999/2000 Volume 2000 Issue 13
OECD Reviews of Regulatory Reform Regulatory Reform in Mexico
OECD Economic Surveys: Mexico 1998/1999 Volume 1999 Issue 10
Development Centre Studies Education, Migration and Productivity: An Analytic Approach 

and Evidence from Rural Mexico
OECD Environmental Performance Reviews Mexico
Decentralisation and Local Infrastructure in Mexico: A New Public Policy for Development
OECD Economic Surveys: Mexico 1997/1998 Volume 1998 Issue 3
Regional Development and Structural Policy in Mexico
National Policies and Agricultural Trade Mexico
OECD Proceedings Biotechnology for Water Use and Conservation:  The Mexico ‘96 Workshop
Reviews of National Policies for Education Mexico: Higher Education
Main Economic Indicators - Sources and Methods: Mexico
OECD Economic Surveys: Mexico 1996/1997 Volume 1997 Issue 3
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Review of SME Issues and Policies in Mexico 
Forthcoming 
ISBN 92-64-03178-2

Although SMEs in Mexico comprise the near-totality of firms 
in the formal economy, they are weighed down by a lack of 
finance and skills and only a few are able to compete success-
fully at home and abroad.

This book assesses the comprehensive SME policy measures 
introduced by the Federal Government over the past six years 
with the aim to increase the efficiency and competitivity of 
Mexican SMEs by reducing barriers to entrepreneurial activity.

The Review examines the SME policies and programmes that 
have been put in place, and makes practical policy recom-
mendations on how to improve policy co-ordination, create 
an efficient evaluation culture at all levels of government and 
strengthen the entrepreneurial business environment.

Agricultural and Fisheries Policies in Mexico: Recent 
Achievements, Continuing the Reform Agenda 
Publication date: 10-Jan-2007 
ISBN 92-64-03024-7

This report analyses the effects of Mexico’s ambitious reforms 
to agricultural and fisheries policies since 1990 and makes rec-
ommendations for further reforms. The evaluation is based on 
criteria for good agricultural and fisheries policy as agreed to 
by OECD countries. Such criteria, if implemented, would sup-
port economically healthy sectors that contribute to the wider 
economy, respect natural resources and use inputs effectively 
without resorting to distorting subsidies.

Forthcoming in Spanish.
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Competition Law and Policy in Latin America:  
Peer Reviews of Argentina, Brazil, Chile, Mexico and Peru
Publication date: 09-Nov-2006
ISBN 92-64-01498-5

This book contains the results of peer reviews of the competi-
tion law and policies of Argentina, Brazil, Chile, Mexico, and 
Peru. Each review provides information on the history and eco-
nomic context for competition law, an outline of the provisions 
of the current law and policies, a review of institutional issues, 
a review of competition policy in specific regulated sectors, a 
review of competition advocacy, and a set of conclusions and 
recommendations.

Forthcoming in Spanish.

OECD Territorial Reviews
The Mesoamerican Region:  
Southeastern Mexico and Central America
Publication date: 16-Mar-2006
ISBN 92-64-02191-4

Mesoamerica is a region characterised by high poverty levels, 
large urban-rural disparities, and a large informal economy, 
but also having a strategic location, rich natural and cultur-
al resources, and light manufacturing. This pioneering study 
the OECD examines how Mesoamerica could better exploit its 
economic potential. It shows how the region could improve its 
competitiveness and social cohesion and strengthen gover-
nance through a comprehensive development agenda.

Forthcoming in Spanish.

Challenges to Fiscal Adjustment in Latin America:  
The Cases of Argentina, Brazil, Chile and Mexico
Publication date: 23-Feb-2006
ISBN 92-64-02207-4

This volume discusses progress made to date in Argentina, 
Brazil, Chile and Mexico in putting their finances in order and 
points out the challenges ahead. It provides an overview of 
trends and highlights the diversity of fiscal adjustment pro-
cesses in Latin American countries. It also describes the finan-
cial market perspective and role of sovereign debt ratings. The 
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chapter on Argentina debunks the view that fiscal manage-
ment in the 1990s was irresponsible, arguing instead that the 
financial crisis was caused by a confluence of costly pension 
reforms, Brady debt restructuring and the recognition of fiscal 
“skeletons” in the closet. The chapter on Brazil makes a case 
for a more entrenched culture of fiscal austerity to make the 
current achievements sustainable. The Chile chapter describes 
the role of political cohesiveness following the return of de-
mocracy in driving the economy to fiscal rectitude. Finally, the 
chapter on Mexico discusses different scenarios for debt dy-
namics and the country’s efforts to contain expenditure pres-
sures.

OECD Economic Surveys
Mexico - Volume 200� Issue 18
Publication date: 16-Nov-2005
ISBN 92-64-01340-7

This 2005 survey of Mexico’s economy examines key challeng-
es faced by Mexico including delivery of education services, 
improving business conditions, strengthening public finances, 
and getting the most out of public sector decentralisation.

Special features:

•	 Public sector decentralisation

•	 Education

Also published in Spanish and French.

OECD e-Government Studies
Mexico
Publication date: 24-Aug-2005
ISBN 92-64-01071-8

This review is the first study that undertakes an in-depth 
analysis of e-government in Mexico from a whole-of-govern-
ment perspective. Mexico completed the initial phase of set-
ting up and delivering e-government services successfully, but 
the continuing public demands to improve government have 
made the country realise the importance of refocusing the 
strategy to find a way of making e-government improve 
the overall quality of government. This report analyses and 



ANNEx B. OECD PUBLICATIONS ON MExICO 1997-2007

GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007 1��

assesses these challenges and provides a set of proposals for 
action to deal with the most actual and pressing questions of 
e-government in Mexico. It systematically looks at the struc-
ture and context for e-government, the case for e-government, 
external barriers to e-government, planning and leadership, 
organisational change, collaboration fostered by e-govern-
ment, making government more customer-focused through 
e-government, and monitoring and evaluation. This book in-
cludes case studies, a statistical annex, and a bibliography.

OECD Reviews of Health Systems 
Mexico
Publication date: 18-Jul-2005
ISBN 92-64-00892-6

This book describes the strengths and weaknesses of the 
Mexican health system in terms of access to health care, 
quality of care, efficiency of supply of services and the fi-
nancial sustainability of the system. The report also evalu-
ates reforms to the system with particular emphasis on the 
recently-introduced System of Social Protection in Health 
(“Sistema de Protección Social en Salud”) and assesses re-
maining policy challenges facing the Mexican Authorities.

Also published in Spanish.

OECD Reviews of Regulatory Reform
Mexico: Progress in Implementing Regulatory Reform
Publication date: 02-Nov-2004
ISBN 92-64-01750-x

This comprehensive review of Mexican regulatory policy out-
lines progress made by Mexico since the 1999 review conduct-
ed by the OECD, and makes recommendations for further re-
forms aimed at promoting investment and boosting productiv-
ity and competitiveness. In particular, the review examines the 
government’s capacity to assure high quality regulation, the 
extent of market openness, and the performance of regulatory 
agencies for energy, water, financial services, and telecommu-
nications. A special chapter looks at electricity, for which OECD 
recommends important changes.

Also published in French.
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OECD Territorial Reviews 
Mexico City
Publication date: 12-Oct-2004
ISBN 92-64-01831-x

Mexico City’s spectacular growth into one of the world’s larg-
est metropolitan regions is giving way to new development 
dynamics. The OECD Territorial Review of Mexico City highlights 
the region’s great potential for further growth, which is linked 
to the concentration of headquarters, educational establish-
ments and research facilities, as well as high levels of FDI and 
rich cultural resources. However, it also reveals that this growth 
is constrained by low levels of human capital, inadequate in-
frastructure and widespread, acute poverty. The current gover-
nance framework, characterised by modest co-operation, also 
remains a sticking point for the region’s development.

The review recognises that these issues are metropolitan in scale 
and need to be handled with a more inclusive strategy. To enhance 
metropolitan competitiveness internationally, action is needed 
in the fields of business development, skills development and 
urban regeneration. As regards governance, a strong political 
commitment should be built around a new metropolitan vision.

OECD Economic Surveys
Mexico - Volume 200� Supplement 1
Publication date: 27-Jan-2004
ISBN 92-64-01981-2

What stops Mexico growing faster? How should a tax reform 
increase revenue and why is that necessary? How can work in 
the formal sector be more attractive? What are the economic 
benefits of migration to the United States?

Special feature:

•	 Migration

Also published in Spanish and French.
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OECD Environmental Performance Reviews
Mexico
Publication date: 31-Oct-2003
ISBN 92-64-10499-2

This book is part of the OECD Environmental Performance 
Reviews Programme which conducts peer reviews of envi-
ronmental conditions and progress in each member country. 
It scrutinises efforts to meet both domestic objectives and 
international commitments. The analyses presented are sup-
ported by a broad range of economic and environmental data 
and lead to recommendations for further environmental and 
sustainable development progress.

Topics Covered 

Environmental Management  
Air, Water and Waste Management  
Nature and Biodiversity Management 
Economy, Society and Environment 
Sectoral Integration: Agriculture  
International Co-operation

Also available in Spanish and French.

OECD Territorial Reviews
Mexico
Publication date: 10-Feb-2003
ISBN 92-64-19934-9

This review of Mexico evaluates emerging territorial develop-
ment strategies as well as relevant changes in governance, 
such as new horizontal and vertical co-ordination mecha-
nisms, being introduced in conjunction with improved federal 
arrangements. The review focuses on three policy objectives 
that are considered as having greatest priority in confronting 
and redressing Mexico’s stark regional disparities: alleviating 
poverty, fostering competitiveness and enhancing connectiv-
ity. The review is for academia, policy makers and economists, 
NGOs and independent think tanks.

Also published in English.
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OECD Economic Surveys
Mexico - Volume 2002 Issue �
Publication date: 29-Apr-2002
ISBN 92-64-19149-6

Special feature:

•	 The financial system

Also published in Spanish and French.

OECD Economic Surveys
Mexico 1���/2000 - Volume 2000 Issue 1�
Publication date: 19-Jul-2000
ISBN 92-64-17540-7

Special features:

•	 Public spending: How to enhance its effectiveness

•	 Structural reform: What remains to be done

Also published in Spanish and French.

Regulatory Reform in Mexico
Publication date: 21-Dec-1999
ISBN 92-64-17100-2

Regulatory reform has been key to the transformation of the 
Mexican economy over the past 15 years. Formerly inward-
looking and heavily regulated, the Mexican economy today is 
relatively open and market-based. The rapid pace, broad scope, 
and depth of regulatory reforms exceed those of most OECD 
countries. These reforms have already produced major ben-
efits for Mexico, not least by increasing economic flexibility so 
that Mexico rebounds more quickly from economic crises. But 
benefits of reforms have been slowed by the macroeconomic 
crises of the 1990s. Sustained attention is needed now to com-
plete and implement reforms to establish conditions for vigor-
ous market competition and entry, while strengthening the ca-
pacity of the Mexican state to use high quality and transparent 
regulatory instruments in carrying out public policies. A multi-
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year period of policy stability supportive of market-led growth 
could produce enduring and broad-based benefits for Mexican 
consumers and businesses. Mexico was one of the first OECD 
countries to request a broad review by the OECD of its nation-
al regulatory practices and domestic regulatory reforms. This 
report – the result of intensive assessment by the OECD and 
review by its Member countries – is unique in that it presents 
an integrated assessment of regulatory reform in framework 
areas such as the macroeconomic context, the quality of the 
public sector, competition policy and enforcement, and inte-
gration of market openness principles in regulatory processes, 
and in sectors such as telecommunications. The policy recom-
mendations present a balanced plan of action for both short 
and longer-term based on best international regulatory prac-
tices.

Also available in Spanish and French.

OECD Economic Surveys
Mexico 1��8/1��� - Volume 1��� Issue 10
Publication date: 29-Apr-1999
ISBN 92-64-16981-4

Special features:

•	 Enhancing tax revenue

•	 Strengthening the banking system

Also published in Spanish and French.

Development Centre Studies
Education, Migration and Productivity:
An Analytic Approach and Evidence from Rural Mexico
Publication date: 26-Apr-1999
ISBN 92-64-17033-2

This book challenges the assumption that the major benefits of 
investment in rural education accrue to traditional agricultural 
activities, such as staples production. Indeed, rural economies 
are much more complex than such an assumption would allow 
and the benefits from education are, therefore, rather dispersed, 
and vary significantly according to the level of educational at-
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tainment achieved. The authors have carried out a survey of 
rural households in Mexico, taking into account educational 
levels, not only of the head of household, but also of the other 
members of the family. Their overriding purpose is to present 
an approach for analysing education-migration-productivity 
interactions, to test this approach using real-world data, and 
to draw relevant conclusions for educational and development 
policy. The result is an analytical tool of great practical interest 
for policy makers, as well as for specialists who might wish to 
extend the technique to other societies and situations.

Also published in French.

OECD Environmental Performance Reviews
Mexico
Publication date: 01-Apr-1998
ISBN 92-64-16045-0

This report is part of the OECD Environmental Performance Re-
view Programme which conducts peer reviews of environmen-
tal conditions and progress in each Member country. It scruti-
nises efforts to meet both domestic objectives and internation-
al commitments. Evaluating progress in reducing the pollution 
burden, improving natural resource management, integrating 
environmental and economic policies, and strengthening in-
ternational co-operation is also central to these reviews. The 
analyses presented are supported by a broad range of econom-
ic and environmental data.

Also published in Spanish and French.

Decentralisation and Local Infrastructure in Mexico:
A New Public Policy for Development
Publication date: 13-Feb-1998
ISBN 92-64-16049-3

This publication sheds light on the issue of decentralisation in 
Mexico. It shows that decentralisation can make decision-mak-
ing more efficient and increase local participation in develop-
ment issues. Decentralisation can provide a better framework 
to improve local infrastructure and to channel the necessary 
finance from public and private sources. The modernisation 
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of infrastructure systems in Mexico’s cities and regions would 
improve the quality of life and stimulate economic develop-
ment, thus fostering entrepreneurship and employment. The 
initiatives being launched in Mexico in this direction consti-
tute a major change of the country, one better adapted to the 
opportunities of the global economy and to the country’s in-
creasingly pluralistic system. Over time, Mexico will make bet-
ter use of its own natural and human resources, reducing in-
equality and broadening opportunity throughout its territory.

Also published in Spanish and French.

OECD Economic Surveys
Mexico 1���/1��8 - Volume 1��8 Issue �
Publication date: 09-Feb-1998
ISBN 92-64-15983-5

Special feature:

•	 Health care reform

Also published in Spanish and French.

Regional Development and Structural Policy in Mexico
Publication date: 10-Dec-1997
ISBN 92-64-15687-9

Mexico is a multi-faceted country. Given the geographi-
cal and ethnic diversity of Mexico’s regions, as well as their 
particular cultural and historical traditions, each of the re-
gions making up the Federation calls for a specific devel-
opment policy. At the same time, economic, political and 
social equilibria are going to be affected by the trend to-
wards a greater decentralisation of political structures. 
Mexico is faced with two major challenges. How can consis-
tency of government action be maintained in conjunction with 
a firm resolve to decentralise? How is it possible to reconcile 
regional and national development while striving to achieve 
the country’s integration within the world economy? This 
study, which includes many tables, maps and figures as back-
ground material, makes it possible to define these challenges 
more clearly and therefore to clarify regional policy options for 
the coming decade.

Also published in Spanish and French.
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National Policies and Agricultural Trade 
Mexico
Publication date: 4-Nov-1997
ISBN 92-64-15486-8

Mexico’s agricultural policies have been radically reformed in recent 
years as part of the opening up and deregulation of the economy. 
This provides a challenge for Mexico’s agro-food sector to improve 
its efficiency and competitiveness. But it also offers opportunities 
to help the agricultural sector and the rural economy to adjust to 
market conditions, raise productivity, and alleviate rural poverty. 
Drawing on the OECD’s well-established method of calculating 
support from agricultural policies using Producer and Consumer 
Subsidy Equivalents, this study is one of the most comprehen-
sive analyses and assessments of the rapidly evolving develop-
ments in Mexican agricultural policies.

Also published in Spanish and French.

OECD Proceedings
Biotechnology for Water Use and Conservation:  
The Mexico ‘�� Workshop
Publication date: 15-Sep-1997
ISBN 92-64-15594-5

Also published in Spanish.

Reviews of National Policies for Education
Mexico: Higher Education
Publication date: 18-Mar-1997
ISBN 92-64-15423-x

Mexico asked the OECD to undertake a review of its higher edu-
cation policy even before it became a Member of this Organisa-
tion in 1994. Higher education in Mexico has witnessed an im-
pressive expansion. The number of enrolments compares with 
many other OECD countries, and institutions are spread across 
the country. A central policy issue is whether higher education 
provision now meets the needs of society and serves further 
economic development. This review focuses on higher educa-
tion, but its scope was extended to cover the broader range of 
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education and training courses and institutions for students 
who complete basic education, in line with the particular struc-
ture of the Mexican system. The team of OECD experts found 
that these structures, designed at a time when participation 
was much more restricted, are now too rigid and complex. The 
OECD diagnosis presented in this respect leads to a number of 
recommendations concerning quantitative priorities, equity, 
quality and relevance, differentiation and flexibility, as well as 
staff development, financing principles and the steering and 
governance of the system and institutions.

Also published in Spanish and French.

Main Economic Indicators - Sources and Methods: Mexico
Publication date: 24-Jan-1997
ISBN 92-64-15453-1

This publication provides a detailed description of the sources 
and methods used in the compilation of the indicators pub-
lished for Mexico in the monthly Main Economic Indicators 
publication.

The Main Economic Indicators publication is the essential 
source of short-term statistics for OECD Member countries. 
It provides a complete and timely picture of the most recent 
changes in the economies of the OECD countries and puts 
them in an international context. The indicators selected cov-
er national accounts, industrial production, business surveys, 
money and domestic finance, deliveries, stocks and orders, 
construction, domestic trade, labour, wages, prices, foreign 
finance, interest rates, foreign trade and balance of payments.

OECD Economic Surveys
Mexico 1���/1��� - Volume 1��� Issue �
Publication date: 30-Dec-1996
ISBN 92-64-15412-4

Special feature:

•	 Labour markets and policies

Also published in Spanish and French.
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This book contains a CD with the following 

selection of OECD publications and papers

Agricultural and Fisheries Policies in Mexico: Recent Achievements, 
Continuing the Reform Agenda

Agricultural Policies in OECD Countries:  
A Positive Reform Agenda (2003)

Boosting Jobs and Incomes: policy lessons from reassessing  
the OECD Jobs Strategy

Challenges to Fiscal Adjustment in Latin America: The Cases  
of Argentina, Brazil, Chile and Mexico 

Competition Law and Policy in Latin America: Peer Reviews  
of Argentina, Brazil, Chile, Mexico and Peru, Competition Law  
and Policy in Mexico: A Peer Review

Development Centre Studies: Education, Migration and Productivity:  
An Analytic Approach and Evidence from Rural Mexico

Getting it Right: OECD Perspectives on Policy Challenges in Mexico

Improving Water Management: Recent OECD Experience

Migration, Remittances and Development, Chapter 14: Social Learning 
as a Productive Project: The Tres Por Uno (Three for One)  
Experience at Zacatecas, Mexico

Migration, Remittances and Development, Chapter 3: Mexico: 
International Migration, Remittances and Development
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OECD Economic Surveys: Mexico - Volume 2005 Issue 18

OECD e-Government Studies: Mexico

OECD Employment Outlook, Chapter 2: Employment Protection 
Regulation and Labour Market Performance

OECD Employment Outlook, Chapter 5: Informal Employment and 
Promoting the Transition to a Salaried Economy

OECD Environmental Performance Reviews: Mexico

OECD Guidelines on Corporate Governance of State-Owned Enterprises

OECD Principles of Corporate Governance: 2004

OECD Reviews of Health Systems: Mexico

OECD Reviews of Regulatory Reform: Mexico:  
Progress in Implementing Regulatory Reform

OECD Reviews of Regulatory Reform: Regulatory Reform in Mexico 

OECD Territorial Reviews: Mexico

OECD Territorial Reviews: Mexico City

OECD Territorial Reviews: The Mesoamerican Region:  
Southeastern Mexico and Central America

Placed-based Policies for Rural Development:  
The Micro-Regions Strategy, Mexico Case Study

The New Rural Paradigm: Policies and Governance,  
Chapter 2: Rural Policy: New Approaches

Thematic Review of Tertiary Education: Mexico Country Note

White Paper on Corporate Governance in Latin America



THIS BOOK CONTAINS A CD WITH THE FOLLOWING SELECTION OF OECD PUBLICATIONS AND PAPERS

GETTING IT RIGHT – OECD PERSPECTIvES ON POLICy CHALLENGES IN MExICO – © OECD 2007 1�1

“Challenges in the Mexican Financial Sector”, OECD Economics 
Department Working Papers No. 339

“Getting the most out of public sector decentralisation in Mexico, 
Economics Department Working Papers No. 453

“Regulation, competition and productivity convergence”, Economics 
Department Working Papers No. 509

“The education challenge in Mexico: Delivering good quality education 
to all”, Economics Department Working Papers No. 447




