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Cross-border cooperation between the U.S. and Mexico in infrastructure development has been the topic of a vast number of conferences, discussion groups and reports for quite some time.
   But actual cooperation pales in comparison to the dramatic strides achieved in economic and business links between both countries.   

In Mexico, macroeconomic management over the past 15 years has been consistent and focused on making the country more competitive; politics, however, have not.   There is a need for the nation to refocus and attain a sense of urgency.   

Mexico has not fully capitalized on ten years of NAFTA, macroeconomic stability, and political modernization.   The country is fractured between those who have benefited from market-oriented policies and those who have not, between those who crave entrenchment and those who demand deeper reforms.   

There has been progress in reducing extreme poverty.
   But unprecedented economic growth during the past ten years has benefited the more affluent, resulting in even greater income inequalities.   Regional integration has not brought about convergence between the countries or within Mexico, and prosperity will not trickle down by virtue of open markets alone.   

There is clear evidence that infrastructure quantity and quality have a significant effect on productivity and social equality.   A recent report suggests that infrastructure insufficiencies account for about a third of the difference in output per worker between Latin America and East Asia.
    

Assessments conducted annually by organizations like the World Economic Forum and IMD’s World Competitiveness Center capture perceptions on the quality and availability of infrastructure or related factors.   Mexico has consistently ranked very low, but the most disturbing fact is the rapidly sliding trend. 

Despite progress in telecommunications, housing, and port administration, Mexico and Latin America in general lag behind in terms of overall infrastructure stock and quality.
   Addressing the financing needs for roads, power, clean water, sanitation, health, schools, and other investments would create the foundations for Mexico’s productivity and self-sustained growth in a way that would benefit the whole North American region.
   

Throughout the developing world, the public sector has retrenched for fiscal and policy reasons, but the private sector has not filled the void.   According to the World Bank, private investment in infrastructure in developing countries peaked at around $130 billion U.S. dollars in 1997 and dropped to $60 billion by 2003.
   Expenditures in operations and maintenance have also suffered.   Investments needed in Mexico are now over $20 billion per year, far from current levels.   

Time is of the essence.   The demographic bonus from Mexico’s age structure will last 20 years at most.   That is the timeframe to achieve radical improvements in productivity through sweeping reforms in education and infrastructure.    

How does the Mexico - U.S. relationship fit in this context, and what key ingredients should a partnership have in order to impact the infrastructure domain?   Will that require resource transfers?   Will that in turn call for new institutions?   Are both viable?   There is no clear answer, but some key tasks for a partnership to materialize are outlined below.

1. Ensure that macroeconomic fundamentals remain in place:   
Suffice to say, no real progress will be feasible in the area of infrastructure development in the absence of an open and stable macroeconomic environment.   
2. Insist on structural reforms in Mexico: 

Productivity and competitiveness are first and foremost a domestic task.   They require political coherence and a degree of consensus to build a setting that is conducive.   Fiscal, energy, judiciary, labor, and municipal reforms are lacking and vital.   Telecommunications is ahead of sector reform curves in Mexico, transportation and housing are at intermediate stages, and energy and water are lagging behind.

3. Craft a regional development strategy: 

Mexican states in the north are growing twice as fast as those in the south and already contribute three times as much to GDP on a per-capita basis.   But despite Mexico's greater urgencies in the south, the region prone to be subject to a real bilateral effort for infrastructure development is the one along the border with the U.S.     

At least for an initial phase, from a political and financial standpoint that would be the only option.   In any event, such an effort could help redirect domestic resources for investment in other regions in Mexico and could spur new approaches there too.   This would not preclude other type of development assistance for impoverished regions.

A new vision and a paradigm are needed for the border’s development that build on the maquiladora experience of the past 40 years.   Some border states are aiming toward a knowledge-based economy in a regional setting.   Clusters need to be identified throughout the region and development paths sorted out.   Plans for suitable levels of human capital and physical infrastructure will be the blueprint for any viable partnership effort.    It is important to note that this is a region that includes some of the poorest communities in the U.S.    

The onus is on the subregions and on governments at the state and local levels along the common border.   In an increasingly decentralized environment, the dynamic processes and initiatives happening in San Diego - Tijuana, Sonora - Arizona, El Paso - Cd. Juarez and Texas - northeastern Mexico will be the building blocks.   

A needs assessment is required -- one that identifies investment priorities on a sector-by-sector basis, with measurable ways in which both sides can participate.   Maximizing use of current infrastructure and addressing mismanagement should be a starting point.   

Each subregion needs to identify the major deficiencies that limit competitiveness and the best ways to resolve them.   This could be done under the stewardship of the ten border state governments through the Border Governors’ Conference structure, with a specific task force or secretariat being highly advisable.

4. Pick the right sectors as priorities: 

Some sectors are more amenable than others to bilateral cooperation.   Water and environmental infrastructure in general have been a must in view of the strategic importance on both sides of the border of shared resources and their growing complexity as an issue.  Among other sectors, energy and telecommunications should be included.   Logistics is also a natural choice: fostering the corridors concept, linking inland port projects and facilities on both sides, resolving the NAFTA cross-border trucking issue, promoting jointly bridge and road projects. 

5. Make better use of public funding: 

Public spending in Mexico in infrastructure has fallen in the past 25 years from 12% of GDP to less than 3%.    This will not change in the absence of a fiscal reform that bolsters revenue well above the current level, a tax revenue of 11% of GDP and total fiscal proceeds equivalent to half the OECD average.   

There are socially critical areas of infrastructure that provide sound foundations for competitiveness but will not be profitable anytime soon and will continue to require strong government intervention.    Governments should apply more strict “additionality” criteria to their limited investment:  concentrate where others cannot, focus on making a difference.   

Subsidy allocation needs to be greatly improved, making sure it reaches the poorest segments of the population and achieves better capital to output quotients.  There are benchmarks available that suggest the maximum poor households should spend out of their median income on public services, which can serve as a guideline for affordability and tailored subsidies.   Revolving funds should be the vehicle in order to make better use of scarce grant funds, and U.S. experience in that regard is relevant.   

Privatization mechanisms have not been successful in most of Latin America over recent years.   Private companies owning or operating utilities have often made good scapegoats for political frustration.   The debate over asset ownership has taken a great share of the private sector participation discussion of the past ten years.   It has polarized the dialog to little avail.   The real issue should not be asset ownership, but the potential sources of funds that could be available and under what conditions.

Private-public partnerships (PPPs), successful in the U.K., are the new promise in private sector participation.  Once again, in the absence of better regulatory and contractual frameworks, the transfer of risks and the agreement on returns will continue to be a difficult balance to strike in highly political sectors.   

6. Tap the domestic capital markets as much as possible: 

Recent literature on financing issues in infrastructure is abundant.  There is no shortage of innovative instruments at the World Bank -- which revamped its Infrastructure Action Plan in 2003 --, the Inter-American Development Bank (IDB), and other institutions.  

But it is crucial to find even more creative ways to mitigate risks, foster long-term financing in local currency, and leverage funds from different sources.    A key challenge consists in connecting needs with private financial markets where long-term funds in a multi-year programming context might be available.    

Mexico’s capital markets have witnessed spectacular growth.   Pension funds, insurance companies, and mutual funds now hold sizable assets -- over $40 billion by Afores alone -- and are growing at a significant rate.    Considerable progress is being achieved in creating a secondary mortgage market and a real estate investment trust scheme, as interest rates remain low.   

Recent credit ratings and bond issues by subnational entities are encouraging.    Among other, Tlalnepantla’s issuance for a wastewater treatment facility and Nuevo Leon’s issuance to finance Monterrey’s subway expansion and other infrastructure works based on the Cadereyta highway tolls pave the way for new financial structures. Development banks can play a crucial role as guarantors and market makers to encourage this trend.

The U.S. tax-exempt municipal and revenue bond markets have had continued success and very low rates of default.   The key is the significant firewall that exists between electoral politics and city or utility management.   That separation is still a crucial challenge in Mexico for any market mechanism to work in the less developed sectors.

7. Unlock other domestic funding sources in Mexico:  

In order to keep up with the rest of the world and to complement any progress on the fiscal front, Mexico needs to think outside the “sovereignty box.”   Sovereignty issues that seemed a thing of the past during the passage of NAFTA have come back to haunt key policy initiatives.   Structural reforms have stalled and the debate in that regard is reminiscent of rather autarchic and insular times.   

Mexico’s vast oil and gas reserves continue to be sacrosanct, when a more assertive use of their current value -- with government control unscathed -- would make sense in light of the urgent need to finance health, education and infrastructure for future welfare and competitiveness, not to speak of the investment challenges Pemex itself faces.   Mexico needs to make better use of its energy dividend.

8. Develop opportunities for joint funding: 

All in all, the bilateral relationship over the past ten years has been better than ever before.   However, cooperation has not and will not evolve naturally; it needs to be enhanced.  How does Mexico persuade relevant players in the U.S. to expand binational efforts in the midst of dire fiscal and current account deficits and protectionist trends, when improving the standard of living of a developing nation is not a priority for the average American?  

A first task is to find common ground and opportunities for joint gains.   Trans-boundary issues and impacts will help identify those mutual benefits and build shared commitments.   

The Partnership for Prosperity agreement launched in September 2001 by Presidents Bush and Fox is a positive step and a good framework.   It recognizes that infrastructure, transportation, logistics and security are pillars of a competitive North America as a whole.   It supports studies and financing vehicles for new ventures, but a review of its performance renders rather modest achievements so far.   More needs to be done under that framework, as well as under the 22-Point U.S.-Mexico Border Partnership Action Plan.

The Border Environment Infrastructure Fund, appropriated through the U.S. Environmental Protection Agency and managed by the North American Development Bank (NADBank), is a precedent that should be preserved and increased.   It is funding over $500 million in water and wastewater infrastructure relevant for both sides of the border, making projects affordable for communities by combining tailored grant funds with loans.   

Initiatives for a North American Investment Fund linked to performance are being discussed in different forums, as evidenced by U.S. Senator John Cornyn’s Bill S. 2941, introduced on October 7, 2004.

Mexico achieved a significant presence in the U.S. during the negotiation of NAFTA, gaining a respected voice in government, business, academic, and civic circles at different levels.   That lobbying capacity -- in its broadest connotation -- has dwindled since.   It needs to be rebuilt judiciously.   The linchpin for that effort should be the joint gains that could derive from greater cooperation in security, market expansion, energy, and demographic matters.

9. Consider other assistance needs:   
Infrastructure finance in the developing world is beset by challenges in design, groundwork tasks, procurement, administration, and control.   Oftentimes, a project’s constraint is not financial.   Conditions to fund and disburse are frequently lacking.   This calls for institutional strengthening and technical assistance.    At the Border Environment Cooperation Commission and the NADBank, this has become an effort of substantial importance to financing along the border.   

The NADBank is striving to transfer successful experiences in the U.S. to the Mexican side regarding city and utility management and municipal finance.  It is engaged in over 100 border communities, assisting with utility and project development and providing training.   Its Utility Management Institute is enhancing the managerial, financial and leadership capabilities necessary to operate a successful utility.   The curriculum focuses on day-to-day issues faced and articulated by border utility professionals, with the additional goal of developing a binational network with them in order to plan together, cooperate, and consult with one another as issues arise.   

10. Require performance covenants in all financing:  
All development bank financing should be used to encourage institutional reforms and efficiencies under common guidelines.   Mexico’s National Bank of Public Works and Services (Banobras) has linked access to its IDB-funded lending to accountability and the adoption of best practices by subnational governments.   NADBank’s grants and lending also have strict covenants in that regard.   

11. Strengthen the bilateral institutional base: 

NAFTA’s institutional structure is rather thin.   While Brussels bursts with a cumbersome institutional base, North America seems anemic in comparison.   

Only an institutional setting trusted by all, with a mandate on both sides of the border, and subject to bilateral oversight will allow for further resource transfers and productive interaction.   Clearly, current political junctures and federal budgets are not propitious for the creation of new institutions.  Those in existence must be used to their utmost potential and expanded as justified.   Furthermore, alliances must be made with any groups that favor a partnership for infrastructure expansion.

12. Deepen municipal reform in Mexico: 

One of the most salient trends in Mexico and Latin America over the past 15 years is the rapid devolution of functions to subnational entities, with a dramatic impact on the way public spending and local affairs are run.   That, in general, is a commendable development.   However, decentralization by itself is no guarantee for improvement in public services.   

Over the past decade, municipal reform in Mexico has concentrated on the transference of public funds and key responsibilities, leaving management structures and practices unchanged in many instances.   Inadequate legal and contractual frameworks, board configurations, pricing practices and tariff structures, billing and collections systems, transparency, and staffing continue to encumber the performance of local structures and their access to financial markets.

Municipal reform is, by and large, absent in discussions regarding national priorities in Mexico.  That needs to change.   

13. Develop new models to manage border resources and infrastructure:  

The longest border between the developed and the developing world, where many issues and challenges do not recognize political boundaries, requires a new way for governments at all levels to respond to a reality of complex, varied and far-reaching integration processes taking place.   

An essential step toward a true bilateral partnership and region building is the improvement of border management.   There are many examples of productive border collaboration around the world.   The compromises achieved between sovereignty and arbitration issues at the Canada - U.S. International Joint Commission (IJC) are worth exploring.   The experience of regional utility districts for water, sewage, garbage, power, gas, telecommunications and other services in the U.S. should also be examined.   

14. Explore experiences in other regions: 

Useful leads for infrastructure development cooperation can be found in the European experience, despite its different origin and nature as well as its marked preference for institutional over market schemes.   Structural and cohesion funds continue to impact the infrastructure base throughout the continent, narrowing disparities and bolstering integration and competitiveness in a remarkable way.   The role of the European Investment Bank is worth exploring.

For reasons of history, heritage and cultural affinity, Spain’s experience is particularly relevant for Mexico.   If better known in Mexico, it would emphasize the requirements and hard work entailed in Spain’s accession and integration process.    

Improved governance and modern institutions at all levels, a reformed judicial system as the basis for rule of law, a revamped education system, and increased infrastructure investments were prerequisites for Spain’s notable evolution, and they are a constant in all rapid-development processes.   It is very telling that Spain and Mexico had similar levels of GDP per capita fifty years ago, whereas today, Spain doubles that of Mexico.

15. Create consciousness of “North America”: 

Only 5% of U.S. students abroad are in Mexico; only 2% of foreign students in the U.S. are from Mexico.
   This is symptomatic of how little emphasis is being placed on sharing experiences and knowledge of one another.

There is a very low public consciousness of shared “North American” interests.   A stronger and more fruitful integration calls for greater awareness and diffusion of the North American experience and its prospects and opportunities, as a basis to articulate a broader vision and to build constituencies to pursue it.

Regardless of one’s assessment of NAFTA, and no matter how we view trade integration as a necessary requirement for development and social cohesion, it was never meant to be a sufficient condition.   Narrowing income gaps between countries, lifting standards of living, and bolstering competitiveness should be at the core of pending structural reforms and a new partnership that goes beyond NAFTA.   Mexico has the more urgent needs and must therefore take the lead in proposing a strategy and creating the domestic conditions for a true North American partnership to prosper.
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