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WHY 0XFAM MEXICO FIGHTS INEQUALITY

FOREWORD

Oxfam revealed in 2014 that 85 people around the world hold the same wealth as half of the world
population. By January 2015, that number went down to 80. Since then, we have begun a global
movement through the EVEN IT UP campaign (IGUALES, in Spanish speaking countries) in order
to alert political leaders, businesspeople and the general population that extreme inequality is
hindering progress in the fight against poverty. Now, Oxfam Mexico is joining this call by asking a
prominent Mexican economist to shed light on the real extent of inequality that exists in Mexico.
What we found in this publication by Gerardo Esquivelis that in the last decades, Mexico has
experienced an increase in extreme inequality while the economy has stagnated. Economic growth
is low, average wages do not go up, poverty persists, but the wealth of a few is still growing.

Our country is immersed in a vicious cycle of inequality, lack of economic growth, and poverty. Itis
the world’s fourteenth economy and yet 53.3 million people live in poverty. Inequality has slowed
the potential of Mexico’s physical, social and human capital, making a rich country continue to
have millions of poor people. Where is that Mexican wealth? In terms of income and capital, it is
concentrated in a select group of people who have benefited from the little economic growth
Mexico has seen in the last 20 years. Thus, while the GDP per capita increases by less than 1%
annually; the fortune of the 16 wealthiest Mexicans is multiplied by five.

We are concerned about the excessive and wrongful influence economic and private powers have
on public policy and the impact this has on the rights of citizens. People living in poverty are the
most affected by this. The fight we must take on is for those people who are excluded, have no
voice or ability to participate in decisions that affect their lives and that of their children. Inequality
hinders the development of physical, social and human capital needed to improve people’s lives.

Hence, fighting inequality to reduce poverty is a task that involves all of us and benefits all of us.

This is the first report issued under Oxfam Mexico’s EVEN IT UP campaign. However, we know
that other dimensions of inequality such as race, gender and geography are interconnected and
are difficult to dissociate completely from the economic aspect. This report highlights some of

S
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these dimensions, but Oxfam Mexico will set up a long-term roadmap with other Mexican and Latin-
American experts to contribute to the public debate on inequality and understand the exit routes
and opportunities for change.

It's time to change the rules of the game, both economically and politically, that benefit only a few.
Inequality can be reverted through the collaboration between political players, civil society and the
private sector. Mexico needs a national pact for EQUALITY where people’s actions are key to building
a mare effective State. Mexico needs a State that works for the many, not for the few; where money
is spent sensibly on education, health and essential services; that promote policies to stop letting
people work hard just to remain poor; so that those who earn more pay more; and to make a more
transparent State.

Reducing inequality in Mexico makes sense to guarantee the future of us all.



In January 2014, Oxfam revealed that 85 of the richest people around the world controlled the same

wealth as the world population’s poorest half. By January 2015, that number had fallen to 80. The
worsening of ecanomic inequality is the most concerning trend for 2015, according to the World
Economic Forum. It is thus imperative to talk about this in Mexico, where over 23 million people
cannot afford a basket of basic goods, but is home to one of the wealthiest men in the world. Now,
this inequality that characterises Mexico not only has social consequences, political implications
play a major role.

One of the most serious aspects of this inequality is the distribution of income. Given the scarce
gathering of indicators, knowing how unequal Mexico is, compared to other countries, seems to
be a complex task. Nevertheless, the Standardized World Income Inequality Database informs that
Mexico is within the 25% of countries with the highest levels of inequality in the world.

The problem has worsened over time. Two databases have produced data for the last three
decades, namely the Socio-Economic Database of Latin America and the Caribbean (SEDLAC) and
the Income Distribution Database (0ECD), and the two results were that between the mid-1990s
and 2010, income inequality decreased, but inequality was greater then, than in the 1980s. We
are therefore faced with two contradicting events: income per capita has increased, but poverty
rates in the country have stagnated. The latter is due to growth being concentrated in the highest
spheres of distribution.

Obtaining official data on what happens in the higher classes is almost impossible, hence the
need to resort to tax returns. So, indirectly and through statistical methods, authors such as
Campos, Esquivel and Chavez (2014, 2015) have estimated what occurs in that ‘'unknown’ Mexico:
the wealthiest 1% of the populations gets 21% of the nation’s total income. Meanwhile, the 2014
Global Wealth Report states that 10% of Mexico’s richest concentrates 84.4% the country’s wealth.
Another report from Wealthinsight assures that the wealth of Mexico’s millionaires by far exceeds
that of others around the world. The number of millionaires in Mexico grew 32% between 2007 and
2012. In the rest of the world and during that same period, it decreased by 0.3%.
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The number of multimillionaires in Mexico has not increased much in recent years. To date, there
are only 16. What has increased is the importance and extent of their wealth. In 1996, it was an
equivalent of USD S25.6 billion; today, that figure rises to USD S142.9 billion. This is a reality: in
2002, the wealth of four Mexicans represented 2% of GOP; between 2003 and 2014, that percentage
increased to 9%. This is a third of the total income of almost 20 million Mexicans.

In order to give us an idea of the extent of the gap in Mexico, let us see this example. By 2014, the
four main Mexicans multimillionaires could have hired up to 3 million Mexican workers paying the
equivalent of minimum wages without losing a single penny of their fortune.

There are more than social consequences resulting from the aforementioned. Carlos Slim in the
telecommunications industry, Germéan Larrea and Alberto Bailleres in the mining industry, and
Ricardo Salinas Pliego in the telecommunications, media financial and retail industries [TV Azteca,
lusacell and Banco Azteca, to name a few). All four of them have made their fortunes in the private
sector, licensed and/or regulated by the public sector. These elites have captured the Mexican
state, either through lack of regulation or excessive tax privileges.

One of the big problems resides in that our tax policy favours those who have more. It is in no way
progressive and the redistributive effect is almost non-existent. By taxing consumption—over
and above income—poor families end up paying more taxes than the rich, since they spend a
higher percentage of their income. The marginal income tax rate—one of the lowest among 0ECD
countries—the fact capital gain in stock markets is not taxed and neither is inheritance, among
other things, are examples of how a tax system benefits more privileged sectors.

The constant inequality and political capture by elites have serious economic and social
consequences that are also excluding. The internal market is frankly weak. When facing the
scarcity of resources, human capital is curtailed and the productivity of small businesses is
jeopardised.

Similarly, social policy has experienced resounding failure. To the day, the logic that growth
filters from the top layers down to the lower ones simply has not occurred in Mexico for decades.
One of the painful examples is minimum wage: if a Mexican earns this amount and provides for
another person, both are considered to be in extreme poverty. Wage policy, which at some point
was conceived as a mechanism to contain inflation, has no reason of being. Today, the Mexican
minimum wage is below the accepted poverty threshold.

Other aspects that have detonated or are themselves the result of extreme inequality in Mexico and
are pending in the public agenda include:
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The indigenous population, whose poverty rate is four times higher than the general rate.
Private versus state education.

Violence caused by marginalisation.

THE AGENDA FOR THE FUTURE
The gap between rich and poor is hurting us. If we do not put a stop to it, it will hinder the fight

against poverty—and pose a threat to Mexico’s sustainable growth. But it doesn’t have to be that

way. We hold the solutions to make Mexico a fairer country.

1.

The creation of a genuine Social State and a change in focus from an assistentialist State to a
State that guarantees access to basic services while focusing on rights.

. If a progressive fiscal policy and a fairer distribution are created, we will be able to speak about a

policy more aligned to the medium and long term objectives.

. Expenditure should focus on education, health and access to basic services, on infrastructure,

on schools with services to reduce—not widen—the inequality gap.

. Employment and salary policies must also change. The purchasing level of the minimum wage

must be strengthened, urgently.

. Transparency and accountability: if corruption is to really be eradicated, tax returns of all civil

servants must be made public. Only then can a State under the rule of law be strengthened.
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The problem of inequality is increasingly important worldwide.* According

to the World Economic Forum, deepening economic inequality is the main
global tendency for 2015. Latin America is the second region in the world
with the worst effects from this tendency over the next 12 to 18 months
(World Economic Forum, 2014). Hence, we must discuss inequality in

Mexico. Although the topic has been avoided, the time has come to address
inequality for ethical, political and economic reasons. In this country,

one of the richest men in the world coexists with more than 23 million

people whose income is insufficient to even purchase a basic food basket.
Furthermore, this situation cannot be delimited to just a social dimension:
extreme inequality has strong political implications.2Economic power of
certain sectors of the population is increasingly reflected in public policies
that, by only benefitting a few, accentuate existing inequality in our country.
Nevertheless, the panorama can be shifted if we recognize the magnitude of
inequality that characterizes Mexico; for some time now, this is a burden that
has limited the country’s economic growth and has immersed our society in a

vicious cycle of poverty.

! For example, see the OXFAM report (2014a) and all references cited therein.
2 For this topic, see 0XFAM (2014b).



» An armehair in the middle of Viaducto Miguel Aleman

|. The magnitude of inequality in Mexico

INEQUALITY IN MEXICO FROM A COMPARATIVE PERSPECTIVE

Compared to other countries, how unequal is income distribution in Mexico? To answer this
question is not easy for three reasons. First of all, the data is not necessarily comparable. Second,
household surveys upon which measures are based are carried out with very different frequencies
between countries. Third, in reality, there are very few efforts dedicated to systematic gathering of
comparable indicators of inequality. However, the Standardized World Income Inequality Database
does exist, as does the World Bank’s database known as World Development Indicators.® Both of
these databases offer inequality data that is relatively homogenous for a recent period of time and
for a large sample of countries.

In the Standardized World Income Inequality Database, with data between 2008 and 2012, Mexico
has a Gini coefficient of 0.441, whereas the average is only 0.373. In other words, Mexico has
significantly more inequality than the average of all the countries in the sample. In fact, upon

For more information about this database, see Solt, Frederick (2014).
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organizing countries from lower to higher levels of inequality, Mexico is ranked 87 among 113
countries; 76% of the countries in this sample demonstrate lower income inequality.

The second data base—with 132 countries—confirms these results. Even though the data is spread
out over time, the most recent data is from the year 2000 to date. Here, using a slightly different
methodology, Mexico has a Gini coefficient of 0.483, whereas the average for other countries is
merely 0.404. In terms of percentages, the difference is similar to the first database. By organizing
countries according to increasing inequality, Mexico is ranked 107 of 132; that is to say, 80% of the
rest of the countries in the world have less inequality. In both cases, Mexico falls within the 25% of
countries with the highest levels of inequality in the world.

EVOLUTION OF INEQUALITY IN MEXICO

Chart 1 shows the evolution of inequality in Mexico over the past three decades. These figures
proceed from two alternative sources that have made an effort to obtain comparable estimates
over time: the database from the Center for Distributive, Labour and Social Studies (CEDLAS - Centro
de Estudios Distributivos, Labourales y Sociales), which together with the World Bank, maintains
the Socio-Economic Database of Latin America and the Caribbean (SEDLAC) and the OECD Income
Distribution Database of the Organization for Economic Co-operation and Development (OECD).

Although some variations exist, the level and trajectory of both of these alternative measurements
are very similar. This graph shows two well-known results: 1) between the mid 1990s and 2010,

Evolution of Inequality in Mexico

(Gini coefficient)

0,58 | .
0.54 |
CEDLAS-World Bank

0.52 |

0.50 |

0.46 |

0.44 |

0.42
1982 1984 1986 1988 1990 1922 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014
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income inequality diminished significantly in Mexico and 2) at least, based on OECD data, in 2012, the
magnitude of inequality in Mexico was slightly greater than it was at the beginning of the 1980s."

The recent reduction in inequality in Mexico has been attributed to three main factors: remittances
received by low-income Mexican homes [mainly in rural areas); greater focalization of some
governmental social programs (particularly Prospera, formerly called Progresa or Oportunidades);
and lower wage income inequality.®

While improved income distribution among households that participate in the National Survey

on Household Income and Expenditure (ENIGHs - Encuesta Nacional de Ingresos y Gastos de los
Hogares, in Spanish] is undeniable, to the extent that the surveys upon which these estimates are
based fail to correctly register personal income at the highest end of income distribution, these
figures will not accurately reflect the true state of total income distribution in Mexico.®

Another problem with these figures lies in the fact that the decreasing tendency of inequality does
not appear to be compatible with other well-known facets of the Mexican economy. In particular,
two dichotomous events have coincided in the past two decades: an increase in per capita
income and stagnation of the country’s poverty rates. This can only be explained if income growth
is concentrated at the higher end of income distribution, a situation that is incompatible with a
reduction in the economic dimension of inequality.

Thus, these discrepancies have given way to numerous demands for access to alternative
sources of information to have greater clarity about what really happens at the highest levels

of income distribution in our country. Given the lack of official information on this matter, other
paths have been sought: in other words, tax returns. In this way, in an indirect manner, using
statistical methods, estimates are obtained regarding what could happen within this swath of the
population—that is otherwise unobserved—in Mexico.’ This information is particularly important
for the purpose of this study: without a doubt, it is most relevant as a measure of the degree of
economic and political capture of the elites in this country. Campos, Esquivel and Chavez have
projected such estimates (2014, 2015) and below, we present two of their results.

THE TRUE SIZE AND EVOLUTION OF THE HIGHEST INCOME DECILE IN MEXICO

Campos, Esquivel and Chavez (2015) have reestimated income corresponding to the highest income
decile in Mexico for the period 1992-2002. The estimation method includes measures to correct the
increasingly high discrepancies between the data from household surveys and from the National
Accounts. This difference should be reassigned throughout income distribution. For this purpose,

“See Esquivel (2011) and OECD (2014), respectively. Campos, Esquivel and Lustig (2014) analyse the rise and fall of inequality in Mexico.
°See Esquivel (2011) and Esquivel, Lustig and Scott (2012).

¢ See Alvaredo (2010), Székely and Hilbert (1999] and, in general terms, Piketty (2014).

" Another possibility is to obtain fiscal data. However, this option is not yet possible in Mexico since tax authorities have refused to make
this information public.

13
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some reasonable suspects are needed. In particular, the authors use countries where income and
distribution are relatively similar and for which information from both household surveys and fiscal
data is available such as Chile, Colombia and Uruguay.® An essential objective of this procedure
was to obtain a more realistic estimate of income distribution, rather than the one provided by
household income surveys. Chart 2 shows the data obtained.

Income Corresponding to the Highest Decile:
ENIGH vs. Adjusted Data, 1992-2012

(Percentage of national income])

60.0

55.0

50.0

45.0

40.0 -

35.0

30.0 -

25.0 -

20.0

T T T T T T T T T T T
1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012

—o— ENIGH — Superior adjustment —o— Middle adjustment — Inferior adjustment

The results are as interesting as they are revealing. Not only is the percentage of income that
carresponds to the highest decile much higher—around 60% versus an unadjusted participation
close to 45%—but the tendency is exactly the contrary to the results obtained from the original
data.’The percentage increases rather than diminishing. In fact, the size of the adjustment to this
tendency is of the same magnitude, although in the opposite direction: while income participation
of the highest decile fell 7.3 percentage points between 1992 and 2012 using the original data, with
the middle adjustment in the same period, the increase in this percentage is 7.7 percentage points
(5.9 in the case of the inferior adjustment and 9.5 with the superior one).

8 This data is used to estimate what part of the discrepancy should be assigned to the highest decile in order to reproduce the distribu-
tion obtained from fiscal data. The average of these three countries is 83%, which is a reference point that we call a “middle adjustment.”
Two other adjustments are calculated around this percentage: one in which only 78% of the discrepancy is assigned to the highest decile
linferior adjustment) and another that assigns up to 88% (superior adjustment).

°This result is similar to the one that Medeiros et al. (2014) found in the case of Brazil. The difference is that in that case, the comparison
was made between household surveys and fiscal data, whereas here this is survey data versus data adjusted using a statistical method
that reconciles those figures with National Accounts.
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TOP 1% OF THE HIGHEST INCOME

The other relevant result obtained using similar methodology is reported by Campos, Esquivel and
Chavez (2014). Their work, for the year 2012, shows an initial estimate of the percentage of total
income corresponding to the 1% of the population with the highest income in Mexico. This result

is shown in Chart 3 together with data from other countries. The information from other countries
comes from reported tax returns. Once again, the data reveals within this sample, that Mexico is the
country where 1% of the wealthiest individuals have a greater percentage of total income (21%].

In other countries, this percentage fluctuates at an average close to 10%. Once more, the exercise
reveals—or at least suggests—the serious degree of income concentration in the country.

Participation of the top 1% as a share of total income

(Different years, for Mexico estimates for 2012)
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Canada
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Mexico

0% 5% 10% 15% 20% 25%

DISTRIBUTION OF WEALTH IN MEXICO

Everything we have analysed thus far only corresponds to income distribution, because no official
data exists about wealth in Mexico, although we do have some unofficial estimates. The Global
Wealth Report 2014 from Credit Suisse (2014), for example, points out that wealthiest 10% of people
in Mexico concentrate 64.4% of the country’s total wealth.!® This percentage is close to the average
figure for the group of countries included in this report, although it is slightly higher than the

9 Wealth is measured as the value of the sum of financial and non-financial assets minus the value of debt. This definition does not
include human capital.
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percentage of income that corresponds to the same population, both in terms of the original figures
from the household survey, as well as from the adjusted data.

On the other hand, a report by WealthInsight (2013) reveals that there were 145,000 individuals in
Mexico with net worth higher than one million dollars (without including the value of their habitual
residence). Their combined wealth reaches a total of $736 billion dollars. These millionaires—who
represent at least 1% of the total population—concentrated approximately 43% of the country’s
total wealth this year. This Wealthinsight report indicates that the wealth of these millionaires
greatly exceeds the average wealth corresponding to millionaires in other countries, who barely
concentrate 29% of resources in their respective countries. The report also indicates that the
number of millionaires in Mexico grew by 32% between 2007 and 2012; this tendency shows a clear
contrast, in black and white, to the reduction of 0.3% at a global level in this same period.
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ll. The vicious cycle of inequality and
economic and political capture

THE RISE OF MEXICAN MULTIMILLIONAIRES

Contrary to popular belief, the overall number of Mexican multimillionaires has not grown
significantly in recent years.!* In 1996, according to the first list published by Forbes, at that time
there were 15 Mexicans with fortunes over one billion dollars. From 1996 to 2005—the first decade
of this well-known publication—the average number of Mexican multimillionaires was 11 each
year. Based on 2014 data, there are currently 16 Mexicans in this category, just one more than two
decades ago. What has changed, in fact quite significantly, is the importance and magnitude of
the wealth of our multimillionaires. While in 1996, the fortunes of these 15 individuals were equal

to $25.6 billion dollars, the wealth of the 16 wealthiest Mexicans in 2014 was equivalent to $142.9
billion dollars. What does this mean? Between 1996 and 2014, the average fortune of every member
of this select group of Mexicans grew from S1.7 billion to $8.9 billion dollars. Even if you deduct

'Here we refer to individuals with wealth of more than one billion dollars. This should not be confused with millionaires (individuals with
wealth greater than one million dollars) as previously mentioned.
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inflation, this is undoubtedly a very significant increase in their wealth. This situation represents

a huge contrast with what happened in the country between 1996 and 2014: the GDP per capita
growth rate has been slightly higher than a 1% annual average. During this period, the per capita
GDP only grew approximately 26%, a level of growth significantly lower than the growth rates of the
fortunes of Mexica’s multimillionaires.

Wealth of the Four Main Mexican Multimillionaires

as a Percentage of GDP

The four main
Mexican multimillionaires

Carlos Slim

Larrea + Bailleres +
Salinas Pliego

0 T T T T T T T T T T T T T T T T T T 1

1966 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: Several issues of Forbes magazine and the National Institute of Statistics and Geography (INEGI - /nstituto Nacional de Estadistica
y Geografia).

Note: Data for the Larrea+Bailleres+Salinas Pliego variable does not include information for Larrea and Bailleres during the 1997-1999
period, nor for Larrea in the 2002-2007 period.

To understand the recent evolution of the fortunes of certain Mexicans, Chart 4 presents figures of
wealth of the four main Mexican multimillionaires as a percentage of Mexico’s GOP during the 1996-
2014 period. Forbes magazine compiled data regarding their fortunes; here we only use figures in
regards to the four main multimillionaires in 2014, since they are the individuals who have remained
on the list in a more or less continuous fashion over these years.*2The chart shows how, up to

2 The four multimillionaires are, in descending order of wealth, Carlos Slim, German Larrea, Alberto Bailleres and Ricardo Salinas Pliego.
Slim and Salinas were multimillionaires during the entire period 1996-2014. Germén Larrea is absent from this list from 1997 to 1999 and
from 2002 to 2007, whereas Bailleres is only absent from 1997 to 1999.

18
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2002, this group’s wealth alone represented approximately 2% of Mexico’s GDP. However, starting
in 2003, this sum began to rise and in the 2011-2014 period, it reached an average of 9% of GDP,

in other words 4.5 times what it represented during the initial years in this same period. Such a
significant increase in the wealth of these Mexicans is not only due to what happened with Carlos
Slim’s fortune (who, by the way, during this period, moved from number 18 on the global ranking

of multimillionaires to the first two slots as of 2010J. The size of his fortune grew from a little more
than 1% of GDOP to almost 6%. However, the same thing happened with the fortunes of the other
three. Their fortunes grew from half of a percentage point of GDP in 2003 to almost 3% in the 2011-
2014 period.

Despite how intriguing this information is, it does not tell us very much about the impact of the
rapid increase of the fortunes of some Mexicans in relation to inequality in our country because

it does not clearly show the evolution of the income of these multimillionaires compared to the
income of specific population groups. Therefore, the following chart shows an alternative indicator:
the real yield of the wealth of the four main Mexican multimillionaires as a percentage of the annual
income of 20% of Mexico’s poorest households. This figure is not obtained on an annual basis,
rather every two years, when the National Survey on Household Income and Expenditure (ENIGH)

is carried out. However, there is a noteworthy exception between 2004 and 2006, a period during
which the survey was applied each year. The real yield of the wealth of these multimillionaires was
surmised to be equal to 5%.%*

Chart 5 shows this indicator for the 10 years for which we have figures to make this calculation.
Income from 20% of the poorest households comes directly from the ENIGH data and no adjustment
was made for possible underreporting of income, primarily because 1) probably the majority of
underreporting occurs within the highest spheres of distribution*and 2) more than the exact
relation between the yield of wealth and the income of the poorest households, what we are most
interested in is the tendency.

In this chart, we see relatively stable behaviour during the first years of the period and an upsurge
in more recent years. In this case, we can clearly observe how Carlos Slim’s wealth escalated
significantly beginning in 2004. In the case of the other three multimillionaires, this does not occur
until after 2006. In any case, the magnitude of the increase in this variable is surprising: while in
2004 it was 8% by 2012 it reached 33%. In other words, currently the real yield of the wealth of 4
Mexicans is approximately one third of the cumulative income of almost 20 million Mexicans. Once
again, we see the same story: the income of an extremely small group of the population has no
relation whatsoever with that of the largest part of the Mexican population. Moreover, this is also
true upon comparing the evolution of the yield of the wealth of these multimillionaires with the
income of the smallest part of income distribution in Mexico.

Y This rate is not exaggerated and is even less than the observed rate of real growth of the wealth of four Mexican multimillionaires. It is
also below the yields observed in other similar fortunes. See chapter XIl of Piketty (2014].
1“See Campos, Chavez and Esquivel (2014] for a discussion on this topic.
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Real Yield of the Wealth of the Four Main Mexican Multimillionaires

as a Percentage of Income of 20% of Mexico’s Poorest Population
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Source: Forbes magazine, several issues and ENIGHs, several years (INEGI).
Note: The data for the Larrea+Bailleres+Salinas Pliego variable does not include information for Larrea and Bailleres during 1998, nor for
Larrea during the 2002-2006 period.

Now then, besides their extreme wealth, what do these four people have in common? A significant
portion of the fortunes of all four of these individuals is derived from sectors that have been
privatized, concessioned and/or regulated by the public sector. Carlos Slim massively increased

his fortune by controlling Telmex, the Mexican landline telephone company privatized around 1990.
Telmex was a preliminary step for expansion towards America Movil. Germéan Larrea and Alberto
Bailleres have similar stories; among other things, they are owners of mining companies that exploit
concessions granted by the Mexican government. Both of them have greatly benefitted from the
recent boom in the price of commodities. Finally, Ricardo Salinas Pliego, who obtained control of a
national television chain through acquisition of the public television station Imevision—today TV
Azteca—has been the owner or partner of lusacell, in addition to owning Banco Azteca.

In their condition as multimillionaire businessmen who are constantly supervised and/or regulated
by the State, it is within their highest interest to intervene as much as possible in the instruments
or organisms responsible for regulation, supervision and surveillance, that is to say, to politically
capture the Mexican State. The challenge is to avoid that from happening.
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PRIVILEGED SECTORS

The lack of economic competition and a weak regulatory market constitute the ideal scenario for
company abuse through certain monaopoly or aligopoly power. The case of Carlos Slim is emblematic,
a magnate par excellence of Mexican telecommunications. Slim, who gained control of Telmex

in 1990, has openly and systematically exploited monopoly power of the national telephone
system, as established by this previously state-owned company. For years, the control of the
national telephone network allowed him to set very high interconnection rates, compared to his
competitors. Not only did he obtain extraordinary income from this process for his company, in
addition, he made his competition even less competitive in comparison. This process allowed him
to consolidate his position as a telecommunications giant both nationally and internationally,
and later, to almost naturally become one of the richest men in the world. But his rise was at the
expense of Mexican consumers who, for years, paid higher telephone rates than those that would
have been paid in a competitive or appropriately regulated context.

Recently, an OECD study (OECD, 2012) concluded that between 2005 and 2009, monopoly behaviour
by Carlos Slim’s telecommunications companies resulted in a loss of wellbeing of more than 129
billion dollars for Mexicans, approximately 1.8% of the annual GDP. According to this study, weak
development of telecommunications infrastructure in Mexico was the result of two phenomena: a)
the lack of competition and b) high market concentration in the context of an openly dysfunctional
legal system. It is evident that the weakness of Mexican institutions worsened already prevailing
inequality in the country. The entire Mexican population paid exacerbated rates thanks to the
monopoly power of Mr. Slim’s companies.

Now, let’s look at the field of mining. This sector has been specially and greatly privileged in
Mexico. Mining production is based on the exploitation of mines granted through concessions
from the Mexican government. This sector has expanded dramatically in recent years. As a prime
example, gold extraction in Mexico during the 2000-2010 period equalled more than double all of
the extraction carried out over 300 years of the viceregal age in Mexico (Gonzéalez, 2011). So, taking
advantage of the boom of mineral prices at the beginning of this century, accelerated mining
exploitation in Mexico permitted rapid accumulation of wealth by dedicated businessmen in this
field, including two of the aforementioned Mexican multimillionaires. Having said that, privileges for
this sector are not limited only to its rapid expansion. In our country, mining has revelled in fiscal
privileges. Until 2013, for example, Mexico was one of the few mining countries where no taxes or
royalties were paid for on run-of-mine production. This encouraged accelerated extraction and
also disproportionately favoured Mexican mining concessionaires at the expense of depleting the
country’s mineral wealth. In clear terms, the entire nation’s natural resources have benefited a
handful of individuals.
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FISCAL POLICY THAT FAVOURS INDIVIDUALS WITH LARGER INCOMES

The design and structure of the tax system is one of the aspects of public policy in which

the Mexican economic elite have exercised predominant influence. Our fiscal policy does not
correspond to an unequal economy, in which tax instruments are designed to significantly reduce
income gaps between the rich and the poor; in other words, we lack a progressive fiscal policy. To
the contrary, it seems to be designed in such a way that the redistributive effect turns out to be
minimal, if not to say non-existent.

One way to appreciate this is, for example, to look at the structure of fiscal income. While the
average OECD country obtains 32.5% of all of its income from taxes on goods and services (which
includes taxes on consumption and special taxes), Mexico obtains 54% of its income this way.*
This implies that fiscal structure in Mexico is aimed to tax consumption more than personal or
corporate income. It is well-known that taxes on consumption are regressive in nature because
relatively poor households tend to spend a higher percentage of their income than relatively
wealthy households. In such an unequal economy like the Mexican economy, the result is that,
despite exemptions on some products, poor households can end up paying more taxes than the
wealthy ones. Other aspects of the Mexican tax system seem to favour individuals with greater
income. An example is the marginal rate of Mexico’s income tax (ISR - Impuesto Sobre la Renta),
which is one of the lowest rates among all OECD countries (see Chart 6).1* Even after the increase of
2014—which raised it to 32%—it continues to be lower than the average (50%]. Although this rate
has tended to fall in almost all 0ECD member countries (to date the reduction totals approximately
25%), the reduction in Mexico was over 40% between 1981 and 2013.*7 Another example is the

way in which income is taxed for dividends. The sum of corporate and personal taxes is a total
combined rate of 30%. The personal rate is 0%. The combined rate, once again, is far below the
OECD’s average (42%). Only rates in Estonia and the Slovak Republic are lower than in Mexico (see
Chart 6b).

Finally and until just recently, there were no taxes on capital profit from the stock market in Mexico
and those existing today are subject to numerous exemptions. There are also no inheritance taxes.
In several states, (the exception is Mexico City and some tourist zones) there are no vehicle taxes,
(tenencia) and the annual property taxes (predial)*® are insufficient.

15 0ECD (2014), Revenue Statistics, Table 6.

This chart does not include some Eastern European countries for which 1981 data was unavailable.

7The ather countries where the rate was reduced by mare than 40% are Japan, Korea, Norway, Turkey and New Zealand.
8"Tenencia” refers to an annual vehicle property tax. “Predial” is an annual property tax on real estate.
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All of the previously described elements make up a scenario in which the person who brings in
more income receives greater benefits from the tax system, which also tends to tax consumption
more than income. Based on these parameters, the possibility for a progressive taxation scheme is
severely limited.

Highest Marginal rate of tax income, 1981 and 2013
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Tax Rate on Dividend Income
(personal rate + corporate rate, in percentage)
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CAPITAL-LABOUR DISTRIBUTION

Over past decades, Mexico has systematically and gradually tended to modify income distribution
between what corresponds to capital and what corresponds to labour. Chart 7 shows functional
distribution of income in Mexico from 1970 to 2012, as recently calculated by Samaniego (2014).
This distribution does not refer to the distribution of the product or the income between the part
corresponding to Salary compensation—payment of the labour factor—and the balance—0perating
balance (or the payment of the capital factor).

It is assumed that this distribution remains stable over time. However, this chart shows that during
the last 30 years there has been gradual growth of capital participation in national income, yet,

with time, a corresponding decrease in the participation of the labour factor. Beginning in 1981

and 2012, capital participation rose from 62% to 73% and labour capital diminished from 38% to
27%. Together this fostered nationalincome in favour of capital and at the expense of labour by 11
percentage points. The explanations of this phenomena can be anchored in a considerable increase
of the size of capital in Mexico or instead, in an increase in the ability of capital owners to negotiate
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Product Distribution among Production Factors, 1970-2012
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and take ownership of a larger portion of added value. Hence, it becomes evident that this
colossal functional redistribution of income in the period mentioned (1981-2012) at least partially
explains increasing income inequality as shown in Chart 1. It could also explain the rise of Mexican
millionaires and multimillionaires. As we can see, the exacerbated concentration of economic and
political power leads to a cycle that perpetuates already accentuated inequalities.
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lll. Economic and social consequences of
inequality and political capture

In this section, we will focus on some of the negative consequences of both inequality and political
capture. We will especially discuss the negative effect of inequality on economic growth, how
economic growth in Mexico has been exclusive, how it has done everything but reduce poverty,

and how it has contributed to the deterioration and stagnation of the minimum wage. Furthermore,
we will see the implications this has on exclusion and economic discrimination for very specific
sectors of the population such as women and indigenous peoples, as well as existing differences
between public and private education. Finally, we will see the influence of inequality on the crime
and violence that we are suffering today.

INEQUALITY AND GROWTH

Growth of an economy can be truly disparaged when income is distributed unequally, and this
inequality acts in several ways. One is the weakness of the domestic market which affects, at least
potentially, individual decision making about consumption or investment.
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Capacity for investment in small businesses—even highly profitable ones—is seriously disrupted
by an economy that offers an imperfect financial market, in which the privilege of savings is only
for a minority. Then, decisions to accumulate human capital are disrupted by inequality: to the
extent that an important segment of the population cannot allocate resources to this capital,

not only is low income perpetuated, but there will also be a serious tendency for this model to

be repeated. The lack of investment in physical or human capital not only reduces a key factor of
production, it also corrupts allocation: investment in physical or human capital will not necessarily
occur for those who have greater business talent or better aptitude for learning, investment will be
targeted to those who have resources to make investments. Thus, we are facing a second effect,
one derived from poor allocation of resources when they are scarce. Of course, what is at stake is
productivity itself.

In thearetical terms, inequality affects growth through other channels. But these channels are
based on the supposition that there is such a demand for redistribution that it will open the door
to policies that harm investment decisions or, instead, that will create certain political and social
instability that will eventually influence investment decisions.

Empirical evidence on this topic has increased significantly although results still do not offer
necessary clarity. Nevertheless, a recent study by Cingano (2014] is particularly interesting for this
work since he carried out an econometric exercise to study the effect of inequality on growth in
OECD countries. Cingano found three particularly relevant results: first, that the inequality that most
affects ecanomic growth is the one occurring on the lower end of the distribution; that is to say
inequality that occurs in the income gap between poor people and individuals above that threshold.
Second, he found that the most important channel is the low accumulation of human capital by
people at the lowest part of the distribution. Finally, he showed that for the specific case of Mexico,
between 1985 and 2005, the increase in inequality reduced GDP growth by a cumulative amount of
10%. We must mention, of course, that Mexico, together with New Zealand, was the most harmed
country by this factor. Beyond theory, the high level of inequality that prevails in Mexico is already
beginning, in reality, to significantly limit possibilities for its economic growth.

EXCLUSIVE ECONOMIC GROWTH

One of the most unfortunate consequences of the pattern of high inequality and political capture
by elites in Mexico is not only that our country has incredibly low rates of economic growth, but
that this low growth is also exclusive. This is seen by analysing the marginal relation that exists
between per capita income growth and the evolution of poverty rates in our country. We can look
at a specific case: between 1992 and 2012, per capita income growth in Mexico was 26%; in other
words, the annual growth rate was 1.17%. Meanwhile, the rates of asset poverty, capabilities
poverty and food poverty practically remained constant over these two decades (see Chart 8).
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Poverty Rates in Mexico (1999-2012]
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This is even more surprising when we consider that poverty thresholds in Mexico are defined in
absolute terms. What does this mean? That if per capita income growth would have occurred at
this same rate throughout the income distribution, we could expect poverty rates to decrease.
Actually, we are not only facing the failure of social policy as an instrument to reduce poverty in our
country, we are also facing the concentration of the benefits of growth among the most privileged
segments of the population. However, we also see a failure of the vision that supposes that growth
should precede redistribution, under the logic that the first will eventually benefit the poor through
a trickle-down effect from the highest layers of income to the lowest. This simply has not occurred
in Mexico over the past two decades.
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Minimum wage

Over the past three decades, the minimum wage policy in Mexico has been used as part of a
strategy to contain inflation. After a brief period in which inflation rose in real terms (1969-1976),
the generalized rise in prices during these years was partially faced through a strategy that always
contained salary increases below the level of price limits. During the 1970’s, 1980’s and through the
mid 1990°s, this was the trend. This strategy did not change until 1996, although salary increases
have been limited to keep the minimum wage constant (See Chart 9). The strategy has had its
effect: minimum wage purchasing power has diminished drastically over recent decades. By 2014,
purchasing power was a little less than one fourth of what it was at its highest peak (1976) and
represented little more than a third of what it was 45 years ago (1969).

This minimum wage policy greatly explains the boom in inequality that Mexico experienced between
1984 and 1996 (see OECD figures in Chart 1). The study by Bosch and Manacorda (2010) reaches a
fundamental conclusion that can be seen as a variation of this event. The authors analysed the
impact of minimum wage policy on wage inequality and, particularly on the compression of wage
income on the lower end of distribution, as it occurred during those years. For them, the evidence is
indisputable: the largest part of the increase in wage inequality for urban workers in Mexico can be
explained by the evolution of minimum wages during those years.

Beyond its effect on increasing inequality, minimum wage policy to date continues to impact
people’s lives. One of the hardest aspects is that the current level of minimum wage in Mexico is
below the welfare or the poverty line and, moreaver, it also falls below double the minimum welfare
line or extreme poverty line. In simple terms: a Mexican who works a full formal work day and
receives a minimum wage is still poor. If s/he must sustain an additional member of the family, both
of them are living in extreme poverty. This salary is not even close to enough to acquire a basic food
basket that provides a family with the indispensable minimum nutrients to live healthy lives. This
situation is so serious that it contravenes what is established in the Constitution: a minimum wage
should guarantee a dignified life. This is a unique situation in all of Latin America. There is no other
country on the subcontinent that has such laggard purchasing power for its minimum wage as
Mexico (see Secretaria de Desarrollo Econdmico, 2014).

This salary policy, in summary, not only explains the rise in inequality in Mexico in the past, to date
it continues to limit the possibilities of all minimum wage workers. This policy that was conceived
as a measure to control inflation, no longer has a reason for being since there is not a single piece
of evidence that demonstrates that increases in minimum wage have inflationary effects as they
did in the past. Thus, the fact that a policy of this nature continues to prevail cannot be explained
except as aresult, once again, of political capture by an economic elite that continues to impose
rigid control over minimum wages, even though they have dropped drastically over past decades
and they are even lower than accepted poverty thresholds.
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Box 1. The wealth of Mexican multimillionaires and minimum wage

One way of analyzing individual wealth is using a variation of an exercise originally suggested by Branko
Milanovic (2012). This exercise is based on a definition that Adam Smith, in his day, developed about the
concept of wealth in his famous book An Inquiry into the Nature and Causes of the Wealth of Nations;
Every manis rich or poor according to the amount of external labor is available or the amount he finds
himself in conditions to acquire (paraphrase).

Thus, the following chart shows the number of minimum wage workers that the four Mexican
multimillionaires could have hired each year during the 1996-2014 period, using only the actual yield of
their wealth, supposing that their wealth grows at a rate of 5% per year. In other words, this exercise
assumes that Mexican multimillionaires would not lose a single cent of their wealth in real terms since the
only thing they would be doing is assigning the real growth of their fortunes to hire workers at the current
minimum wage.

The observed tendency is similar to other prior charts and, if anything, it is even more pranounced.

The magnitudes, on the other hand, are truly surprising. This chart reveals that through 2003, the four
main Mexican multimillionaires could have hired half a million Mexicans, paying them the equivalent of a
minimum wage; by 2014, they could have hired up to 3 million Mexican workers in these same conditions.
To give us an idea of what this means, we can recall that at the end of 2014, a total of 2.3 million people
were unemployed in Mexico. This means that the true yield of the wealth of the four main Mexican
millionaires would be more than sufficient to provide all of the currently unemployed people in Mexico with
a minimum wage job. Surprisingly, this could occur without any of these millionaires losing a single peso
of their real wealth. In the case of Carlos Slim, this Mexican businessman alone could hire approximately

2 million Mexican people under the aforementioned circumstances and conditions. It is important to point
out that the ascending tendency for Slim began a few years prior to the other three cases but both groups
present the same increasing tendency in recent years.

Minimum Wage Workers that could be Hired by the Four Main Mexican Millionairies
with the Real Yield of their Wealth (5%])
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Source: Several issues of Forbes magazine and data from the Comision Nacional de Salarios Minimos (National Minimum Wage
Commission] and INEGI.

Note: Data for the Larrea+Bailleres+Salinas Pliego variable does not include information for Larrea and Bailleres during the 1997-1999
period, nor for Larrea during the 2002-2007 period.
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INEQUALITY, MARGINALIZATION AND EXCLUSION OF THE INDIGENOUS POPULATION

As mentioned, the consequences of income concentration and political capture are disastrous.
Another consequence is that broad segments of the population are living completely marginalized
and excluded from future progress in terms of their economic and social well-being. No case is

as evident as the situation of indigenous language speakers (in 2010, 6.8 million Mexicans). This
segment of society has been systematically discriminated and excluded from the development
process. While some progress has been made here, it is minimal.

One of the figures that best expresses the marginalization and exclusion of this segment of the
population is composition based on their multidimensional well-being (see Chart 10). While 38% of
the indigenous language speakers live in extreme poverty, the percentage of the total population
living in extreme poverty is less than 10%. This means that the extreme poverty rate for the
indigenous language speakers is almost four times as high as the rate for the general population. If
we add moderate poverty to this analysis, we find that three out of every four indigenous language
speakers are living in poverty. This figure conspicuously contrasts with the situation of the general
population, where less than half of it is considered to be poor.

The process of marginalization and exclusion is not always due to a lack of labour opportunities;
more than once, it is a result of pure discrimination. Some examples of this can be seen in the
income of agricultural workers. While the general population receives an average income of S1,961
pesos per month, indigenous language speakers scarcely receive $886 pesos monthly (CONEVAL,

Distribution of the Population According to their Situation of Multidimensional Poverty in 2012
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2014). Many of these workers are daily farm warkers, who do not own their own land and who
must travel or walk long distances. These workers tend to live and work in very disadvantageous
situations.

Box 2. Gender Inequality

Gender inequality in Mexico has yet to be mentioned in this document. Of course, this omission is not
because the topic lacks relevance. In fact, this is one of the country’s most noteworthy inequalities that
continue to burden and delay progress in the country. This problem is so serious that it requires an ad hoc
study and recommendations. Below, we provide some figures that highlight the importance of this topic.

According to the Global Gender Gap 2014, Mexico is 80th among 142 countries in regards to gender dispar-
ities. The category in which Mexico demonstrates one of its worst behaviours is precisely in reference to
women’s participation and economic opportunities, for which it was barely ranked 120. Within this catego-
ry, Mexico received its worst results in regards to labour force participation (118th place), wage equality for
similar work (survey results, 116th place) and estimated earned income (114th).

In terms of labour force participation, 48% of women are actively engaged in the work force, compared
to 83% of men. In regards to wage equality, this category is based on perception of people interviewed in
response to the following question, “In your country, for similar work, to what extent are wages for women
equal to those of men?” To estimate income, the report draws from methodology developed by the United
Nations used for the Human Development Index. This estimate combines information regarding non-agri-
cultural wages for men and women, as well as the respective rate of participation. In the case of Mexico,
women'’s income was scarcely 46% of men’s income. Note that this gap has two components: one that is
strictly related to wages and the other attributable to the differential rate of participation.

In general, these results are confirmed by studies. For example, a CEPAL report (2013) on “Decent Work
and Gender Equality” indicates that average monthly work income for women in Mexico in relation to men’s
income fluctuates from 67.2% for people over the age of 55, to 84.4% for people between 15 and 24 years
of age. Although this would suggest lower wage inequality for younger people, the differences are still very
noteworthy.

Likewise, a study by the National Institute of Statistics and Geography (INEGI, 2014] reveals that the level
of wage discrimination for women in Mexico fluctuates significantly depending on the kind of employment.
For example, wages for women employed in industrial activities or transport operators are 30% and 24%
lower than men’s wages, respectively. Whereas for economic activities such as merchants, professionals,
civil servants or office workers, the gap oscillates between 17% and 10%. Lastly, for agricultural activities,
protection/security or education workers, there does not appear to be any wage gap between men and
wamen. In the case of persanal care services, the gap favours women by approximately 9%.

Finally, a recent study by Arceo and Campos (2014) estimated the gender pay gap based on economic cen-
sus information from 1990 and 2010. According to their results, the wage gap in Mexico in 2010 between
men and women was 26%.
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PRIVATE EDUCATION VS. PUBLIC EDUCATION: UNEQUAL TREATMENT

Table 1 shows the distribution by income decile of different personal deductions from the 2012
fiscal exercise. In all cases, we can observe a very high concentration of personal deductions in
the highest income decile, ranging from 80% in the case of funeral expenses to 98% in the case

of donations. The fact that these percentages greatly exceed the percentage of income in this
decile illustrates, once more, how the fiscal system tends to disproportionately benefit people with
higher levels of income. Nonetheless, we would like to underscore two relatively recent factors that
demanstrate the harmful effects of political capture by the economic elite: personal deductions for
school tuition and obligatory school transportation. These deductions correspond to expenditures
in private education mainly by people in the two highest deciles of Mexico’s income distribution
(96% and 98% respectively).

Table 1. Distribution of personal deductions by income deciles, 2012

(Percentage of the total of each concept]

[ to VIl IX X
Funeral costs 8.6 11.2 80.2
Realinterests on mortgage credits 6.2 13.3 80.5
Tuition 4.1 7.5 88.4
Medical, dental and hospital costs 4.4 6.9 88.7
Health insurance premiums 2.8 S 92.2
Obligatory school transportation 1.5 el 96.4
Special savings accounts 0.8 2.4 96.8
Voluntary contributions to retirement funds (SAR) 0.6 2.3 97.1
Donations 0.8 1.1 98.1
Source: Secretariat of Finance and Public Credit (SHCP, 2014): Tax Expenditure Budget 2014 Table VI.

This contrasts the regrettable physical and material state of public schools in Mexico, as
documented in the recently developed Educational Census. According to this census, 48% of
public schools lack drainage systems, 31% lack access to potable water, 12.8% lack bathroom
facilities and 11.2% do not have electricity. On the other hand, in 61.2% of public schools,
students do not have access to working computers and 80% of students lack access to internet.
Thus, the disadvantage of these students towards the majority of students in private schools

is clear. If we add that public schools in some parts of the country also lack basic services such
as electricity, potable water, bathrooms or sewage systems, or basic infrastructure like chairs,
desks or blackboards, it becomes evident that students who attend school and study under these
conditions are starting out at an absolute disadvantage. Educational infrastructure does not seem
to help reduce initial inequalities, rather, it expands and perpetuates them.
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The fact that people with higher levels of income receive tax deductions for sending their children
to private schools at the same time that public schools lack the most elementary capacities is

a clear reflection of the capture of public policy formulation by a minority to the detriment of the
majority of the population. In addition to the original inequality of purchasing power, this fiscal
inequality accentuates and perpetuates original inequalities to the detriment of cognitive and non-
cognitive knowledge and abilities for students with lower purchasing power.

INEQUALITY, MARGINALIZATION AND VIOLENCE

We are all familiar with today’s reality: in recent years, violence in Mexico has grown quickly and
dramatically. The number of homicides for every 100,000 inhabitants has risen from 9.3 in 2007
10 19.81in 2011, although it later dropped to around 15 in 2014. While the generalized increase

in violence can be explained, at least partially, by the so-called War on Drugs in Mexico, begun
during the administration of President Felipe Calderon, a recurring hypothesis is that inequality,
marginalization and/or poverty could be playing roles in the increasing violence. This hypothesis
has been underscored in light of the very regrettable incidence of September 2014, when 43
students disappeared (and were presumably murdered) in the state of Guerrero, one of Mexico's
poorest states. Existing empirical evidence seems to support this hypothesis.

A recent study by Enamorado et al. (2014) in fact demonstrates that inequality has played an
important role in increasing violence in Mexico in recent years. In particular, the authors show
that a one percentage point increase in the Gini coefficient at a municipal level is associated with
anincrease of 5 deaths for every 100,000 inhabitants. Moreover, when the effect of inequality on
different types of crimes is disaggregated, the authors found that the effect is even higher for
crimes related to drug trafficking (an increase of 10 homicides related to drug trafficking for every
100,000 inhabitants].

On the other hand, Corona-Juarez (2014) shows that at a state level, levels of criminal activity and
homicides in Mexico are significantly associated with low levels of education among youth and
high levels of youth unemployment. This reality is even more evident in urban areas where there

is a concentration of young people with limited opportunities for continuing their schooling or for
warking, which tends to result in greater levels of violence and criminality.
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IV. A program to combat inequality and
an agenda for the future

In general, we know how to reduce inequality in an economy. Other countries have achieved it

in the past. The instruments are already so well-known that we know which ones have worked

and which have not. Some of the policy proposals mentioned here have never seriously been
discussed in Mexico, perhaps because the problem of inequality has also never seriously been
discussed. Some of these proposals were only vaguely announced or sketched out and thus, were
discarded, as if they were odd, demagogical or even arbitrary or expropriated. It was not taken into
consideration that, in fact, these are very common policies in many parts of the world, which have
helped to curb inequality, as well as to achieve greater economic development.
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1. Creation of a genuine Social State

The conception of social policy in our country must change. It is more than evident that current
social policy has failed. Over two decades of innovations in social policy, together with continuous
change to social programs and strategies, have transpired, and yet poverty rates are the same as
they were two decades ago. Based on the increase in population size during this interval—over
30%—, the number of people living in poverty has grown in similar proportions. Hence, we should
change our conception of what we are doing in this arena now. Instead of continuing with multiple
social welfare programs that merely seek to mitigate the breadth and depth of poverty, we should
shift to a rights-based approach to social policy: the right to food, education, health, etc. A change
in approach should change our thinking about the State: from a State that gives to one that
guarantees.

This implies the construction of a genuine Social State, which is a broader concept than the
outdated Welfare State. The State must ensure that its citizens, for the simple reason of being
citizens, have real access to a minimum of social rights, which should be guaranteed from the
beginning to the end of their natural lives. What does that mean? Access to quality education in
installations with appropriate infrastructure; access to health from infancy to old age, with the
provision of healthcare in adequate installations and with a guaranteed, appropriate supply of
medication and access to minimum hospital services; the right to sufficient, nutritional food; etc.

2. A more progressive fiscal policy

Fiscal policy in Mexico is insufficiently progressive. In the case of income tax, more progressive
tax rates are required for the highest range of income distribution. However, in addition, new taxes
are needed to tax the most common sources of income of people who receive the highest levels

of income. For example, this implies taxing income from capital gains, dividends and interest. In all
these cases, tax rates should be equivalent, at least, to those applied to labour income. Currently,
some of these taxes are nonexistent and when they do exist, they have lower tax rates than those
imposed on labour income. Here, horizontal inequality is accentuated among individuals who
obtain their income from different sources. Moreover, income inequality is also enhanced since tax
structure design tends to favour people who earn more and whose sources of income are taxed at
lower rates than low-income or middle-income individuals who earn most of their income from their
employment.

Property taxes should also be more progressive. In a great number of municipalities, property taxes
are practically non-existent or inoperative. In order to guarantee effectiveness, the way in which
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this tax works needs to be changed. Perhaps the possibility of a centralized administration for
state governments should be considered, that could then return or funnel collected taxes back to
municipalities.

On the other hand, vehicle property taxes disappeared in several states or high subsidies are in
place. Undoubtedly, a change is needed since this is one of the most progressive and easiest taxes
to enact, thus making its restitution desirable.

In addition to the aforementioned, the possibility to establish two other types of taxes on assets or
wealth: one for inheritances and the other for total wealth. In both cases, this tax could be applied
based on a high enough threshold to exclude the majority of the population yet a sufficiently low
enough threshold to influence a significant portion of the population (we are referring to between
1% and 5% of the population). These taxes could contribute additional taxes to the Mexican
Treasury but—and even more importantly—they could help provide greater and better information
about income distribution and wealth at the highest peak of income distribution. Hence, eventually,
more appropriate fiscal policy could be designed according to mid and long-term goals.

The relevance of some personal deductions should also be reconsidered. A large part of these
deductions disproportionately benefit the highest decile of the population. Donations, tuition and
additional voluntary contributions to retirement funds (SAR) are clear examples of these kinds of
deductions.

3. Improved focalization of expenditures

Public spending should be better focused both in sectorial and regional terms. Spending should be
allocated to priorities in the fields of education, health and access to basic services in accordance
to the population’s needs. Spending should also guarantee that these services have minimum
levels of quality. At all times, public spending should consider not only the magnitude of potential
social benefit, but also an element of redistribution.

Therefare, public spending could be aimed, initially, to qualitatively improve the living conditions
procured by education and health services, as well as seek to guarantee a minimum, desirable
threshold for the provision of those services. This simple occurrence could have noteworthy effects
on certain regions and communities that would be benefitted, maximizing social and economic
impact. The fact that Mexico’s public schools lack the most elemental pieces of infrastructure in
the middle of the 21st century is abominable and inadmissible. This reality significantly helps to
perpetuate and widen pre-existing, initial socioeconomic gaps.

Another important component of public spending should be focused on creating basic
infrastructure that can eventually trigger other complementary private investment projects. In
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particular, spending should be concentrated on the promation of supra-state projects, particularly
in zones with lower levels of socio-economic development (in the south and south-eastern part of
the country, for example). This type of spending tends to have high economic and social impacts
and, thus, can noticeably contribute to triggering or strengthening growth in the country.

4. Wage and labour policy

Changing the minimum wage policy is essential in nature. Continuing with the current wage policy
focused on containing inflation when inflation is no longer a relevant problem is almost shameful.
In this sense, beginning a comprehensive process to recuperate the purchasing power of minimum
wage must not be deterred. This policy change will have an initial positive effect: to increase and
strengthen purchasing power and the quality of life of minimum wage workers. Strengthening the
domestic market is just one of the benefits that will follow this initial effect.

In addition to this change in wage policy, in the same way, labour reform should be carried out

to rebalance negotiating power between workers and employers. This could imply improvements
in mechanisms for union representation but also the elimination of political and administrative
obstacles that currently contribute to the existence of fictitious union representation. This policy
change could indirectly contribute to improving workers’ negotiating capacity and, in addition, it
could eventually help revert observed tendencies in functional wage distribution.

5. Transparency and accountability mechanisms

In order to diminish problems associated with political capture, transparency and accountability
mechanisms must be strengthened. What would be a simple measure and first step? To make the
statements of wealth of all members of the three branches of government—Executive, Legislative
and Judicial—public. This very simple measure would reveal potential and/or real conflicts of
interest that public servants may incur while in office and would help to combat corruption and
strengthen the Rule of Law.
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