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China, with 1.4 billion people and economic growth rates over 7% for the last
20 years, remains a powerful emerging economy, yet more multinational
corporations and investors are electing to move from across the Pacific to south of
the border. As someone who has spent a semester abroad in China and has visited
Mexico independently and on study tours, I wanted to dig deeper into some of the
observations I have made in both countries and see if Mexico really has what it takes
to “upset” China in the race for economic development. This “upset”, if found to be
possible, would not come in terms of size, but in terms of fundamentals, such as
infrastructure, governance, and trade policies.
My experiences abroad and those of my advisor, Rob Matteucci (who has
worked extensively in both countries), suggested that something is happening south
of the Rio Grande that is largely going unnoticed by the media and business world at
large. This provocative thesis challenges the assumption that China is the most
promising developing market by asserting that Mexico, with its geographic
advantage, trade policy, and recent apatite for meaningful reform, holds not only
greater potential, but the means to realize it.
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Introduction.
Ask anyone which country is the most impressive emerging economy, and chances
are, whether they are a business analyst, political scientist, or mechanic, they are
likely to mention China. Press them further, and they may mention Brazil, Russia, or
India, the other three of the populous and regionally powerful nations that make up
the acronym coined by Goldman Sachs Asset Management Chairman Jim O’Niell
(Magalhaes, “China Only BRIC Country Currently Worthy of the Title – O’Niell”). So,
unless you are talking to a well-versed economist or international trade specialist,
few are likely to mention Mexico. Despite its notable economic development, most
of the world continues to view Mexico as a crime-ridden land ruled by a
combination of a corrupt government and warring international criminal
organizations (“The Rise of Mexico”). Its growth rates and market size remain much
lower than China’s, making a direct comparison of the economic potential of both
nations seem atypical (World DataBank, worldbank.org).
Despite being in different parts of the world and having varying political and
economic attributes, an economic comparison between Mexico and China makes
more sense than it may appear. With wages in China quintupling and oil prices
tripling over the past ten years, many export-oriented industries have begun to
reexamine their commitment to investing in China (“The Rise of Mexico”). An
increasing number of manufacturers, be they in the automobile, electronics, or
information technology industries, have chosen to move their businesses from
across the Pacific to south of the Rio Grande (“The Rise of Mexico”). Proximity to the
United States, low wages, and free trade agreements with over forty nations, which
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include three out of four of the world’s largest economies, are frequently cited as
some of the main reasons why some investors are gradually choosing Mexico over
China (“The Rise of Mexico”).
On a personal level, as someone who spent a semester studying and working
abroad in China and who has visited Mexico both independently and on study tours,
I wanted to dig deeper and see if Mexico really has what it takes to “upset” China in
the race for economic development. This “upset” would not be in terms of economic
size or global influence, but in terms of fundamentals, such as growth model,
infrastructure, trade policy, and political stability.
To begin this comparison, it is necessary to analyze what factors attract and
dissuade multinational corporations from investing in China and Mexico. There are
many reasons why so many see potential in China. With nearly 1.4 billion people
and the world’s fourth largest land mass, this former communist country has been
boasting economic growth rates that since the early 1990s have far surpassed those
of most other nations on earth (World DataBank, worldbank.org). A vibrant and
growing middle class has emerged from the ashes of communism, trade agreements
as far away as Latin American and Africa are being drafted, and new businesses and
industries emerge within Chinese borders daily (Morrison, ”China’s Economic
Rise”). By growing just 7.5% in 2013, China’s slowest growth rate in nearly two
decades, China will add over one trillion dollars to the global economy (Magalhaes,
“China Only BRIC Country Currently Worthy of the Title – O’Niell”). Few
industrialized economies, let alone developing ones, wield that kind of power
(Magalhaes).

5

However, recent economic challenges, coupled with political difficulties,
demonstrate that this “strongest BRIC” is not flawless (“Xi JinPing – The man who
must change China”). The low cost of business advantage responsible for the flood
of foreign investment into China is lessening (Orlik, “How China Lost its Mojo: One
Town’s Story”). In addition, Beijing’s myriad of protectionist barriers and
reluctance to take on intellectual property theft has become increasingly irksome to
multinational corporations doing business in China (Orlik). While far from unstable,
China’s political future is more uncertain than it has been at any time since the
Tiananmen Square protests in 1989 (“Xi JinPing – The man who must change
China”). The concerning state of the environment, high unemployment rates for
Chinese university graduates, censorship, corruption, and liberal use of eminent
domain have angered great numbers of China’s middle class, while inequality and a
restrictive Hukou policy are causing increasing unrest among China’s urban and
rural poor (“Xi JinPing – The man who must change China”). Given the complexity of
these challenges and the urgency with which they will need to be addressed, it is
unlikely China will be able to do so without making significant changes to its
political structure and economic growth model, all of which are likely to disrupt its
development and delay its emergence as an industrialized nation (Friedman, Hot,
Flat, and Crowded 2.0).
On the other side of the world, Mexico has seen an influx of foreign capital
flow into its factories and maquiladoras (Flannery, “Mexico’s Economic Trajectory,
Onward and Up?”). With its proximity to the United States, liberal free trade policy,
low cost of labor and ambitious agenda of political and economic reforms, more
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investors and economists are reevaluating their previous attitudes towards Mexico
(“The rise of Mexico”). Recent years have witnessed many export-oriented
businesses succeed in Mexico, particularly in the automobile, electronics and
information technology industries (“The rise of Mexico”). Plans for reforms in
energy, telecommunications, and education show that Mexico is finally beginning to
tackle some of the key issues that have held back its economic emergence
(Wainwright, “A special report on Mexico – From darkness, dawn”).
However, Mexico also has its share of challenges and disadvantages
(Friedman, “How Mexico Got Back into the Game”). For example, even with the
government’s ambitious plans for new highways and railways, the country will still
lag far behind China in terms of infrastructure (Miroff, “Mexico aims to get trains on
track”). Mexican students at the primary, secondary, and tertiary level are some of
the lowest performing among the nations that make up the Organization for
Economic Cooperation (Schleicher, “Education at a Glance: OECD Indicators, Mexico”). Corruption, particularly at the state level, remains pervasive, and while
statistics show that Mexico’s infamous drug wars are beginning to wane, in parts of
the country crime remains stubbornly high (“The rise of Mexico”).
Therefore, Mexico’s disadvantages, just like those of China, must be
considered when analyzing the viability of each country’s future economic potential.
In order to assess the present and hypothesize about the future, I have researched,
analyzed, and compared each country in terms of economic indicators, economic
growth model, trade policy, infrastructure, education, innovation, and threats to
political stability. By comparing China and Mexico on these fundamentals, this
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thesis will prove that: 1) China is losing the foundation upon which its growth model
is based: doing business at the lowest costs possible, and will not be able to fully
address the profound and diverse set of problems it faces without slowing its
economy or weakening political stability; 2) Mexico’s liberal free trade policy,
proximity to the United States, and willingness to reform its economy and
government will help Mexico not only retain the manufacturing jobs it has gained
from China, but use them to fuel and sustain future growth; and 3) While Mexico will
never “upset” China in terms of size of economy or geopolitical influence, it has
stronger long-term economic growth prospects than China.

Economic Indicators
China. China’s meteoric economic rise has been heralded by many as one of the
great paradigm shifts of the Twenty First Century (Morrison, “China’s Economic
Rise”). Since Deng Xiaoping began liberalizing the communist-run country’s
economic policy following his rise to power in 1978, foreign investment has flooded
into China (Morrison). As a result, China has been one of the world’s fastest growing
markets, averaging GDP growth rates of 10% between 1990-2012 and reaching an
all-time high of 14.8% in the second quarter of 2007 (Orlik, “How China Lost its
Mojo: One Town’s Story”). In the face of this rapid expansion, Beijing has managed
to keep inflation around 2.5-3% through a series of government controls and
policies (Kazer, “China’s Inflation Rate Remains the Same”).
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China’s Yearly GDP Growth Rate
(World DataBank, worldbank.org)

By 2012, China had become the world’s second largest overall economy (with
a GDP of $12.61 trillion) as well as the world’s largest manufacturer, holder of
foreign currency reserves, and merchandise exporter (Morrison, “China’s Economic
Rise”). In the same year, China’s industrial output grew by 8.1%, allowing the total
value of its exported goods, destined predominantly for the United States, the
European Union, Japan, and South Korea, to soar to over $2 trillion, nearly $500
billion greater than that of the United States (World DataBank, worldbank.org). This
rapid economic expansion has been responsible for pulling nearly half a billion
Chinese out of poverty since the country liberalized its economy (Morrison, “China’s
Economic Rise”).
Just how well China has been doing at combating poverty within its borders,
however, remains open to discussion. China does not report many of its economic
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indicator statistics to the World Bank, and when it does it often uses its own
methods of calculation (“China’s Poor: World Class Poverty”). According to Xinhua,
China’s official media outlet, as of February 2013 99 million Chinese, or roughly
10.2% of the population, live below the nationally set 6.3 Yuan per day (roughly $1
per day) poverty line (“China’s Poor: World Class Poverty”).
Beyond this, there are other indicators that suggest China has room for
improvement when it comes to economic fairness. While China’s total GDP remains
the second highest in the world, the per capita GDP figure is only $9,300, falling just
behind Bosnia and Herzegovina, Albania, and Ecuador with the 92nd spot (World
DataBank, worldbank.org). Its Gini coefficient is 47.4, suggesting it has moderately
high inequality with the 29th highest ranking (World DataBank, worldbank.org).

Mexico. Mexico’s gradual yet noteworthy ascent has not been as impactful as that of
China. When many economists and politicians discuss emerging economies, Mexico
is rarely mentioned. When Jim O’Niell, a financial analyst for Goldman Sachs, coined
the term “BRIC” to represent the economic and political potential of Brazil, Russia,
India, and China, Mexico was excluded (“The BRICS Summit: Lacking Mortar). Even
when the group expanded to include South Africa, a much less populous country
with lower economic growth rates, Mexico was again overlooked (“The BRICS
Summit: Lacking Mortar”).
This lack of recognition does not mean Mexico has not cashed in on the flow
of investment from industrial to developing economies. Since 2009, Mexico’s GDP
has grown at over 4%, and is expected to do so again in 2013 (“The Rise of Mexico”).
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While this growth is not as rapid as China’s, it should be noted that most economists
pin sustainable target growth rates at around 3-4%, since economic growth that is
too fast can lead to inflation problems (worldbank.org). Moreover, Mexican
industries expanded production by a healthy 3.6% in 2012, producing $370.9 billion
in exports (World DataBank, worldbank.org). Nearly 80% of those exports went to
the United States, indicating a high degree of economic reliance on the United States
(World DataBank, worldbank.org). This leaves the country vulnerable to even the
slightest of downturns in the American economy, as was witnessed in 2008-9, when
Mexico’s economy contracted while the Unites States reeled from a housing and
financial market collapse (World DataBank, worldbank.org).

Mexico’s Yearly GDP Growth Rate
(World DataBank, worldbank.org)

Despite this slowdown, a few years ago, many corporations that once looked
to Asia and Brazil as their primary destinations for investment are taking another
look south of the Rio Grande (“The Rise of Mexico”). Mexico, with a population of
116 million, reported a per capita foreign direct investment figure of $108 billion in
11

2012 (World DataBank, worldbank.org). To put that into perspective, China, with a
population over 1 billion, reported a per capita direct foreign investment rate of $79
billion in the same year (World DataBank, worldbank.org). Furthermore, Mexico’s
2012 per capita GDP was $15,600, a figure higher than all of the BRICS except Russia
(World DataBank, worldbank.org).
Despite a relatively high GDP per capita rate for a developing country,
poverty remains a significant and chronic problem in Mexico, where nearly half of
the population lives below the national poverty line (World DataBank,
worldbank.org). Mexico’s social development agency sets the national poverty line
at around $6 a day in cities and $4 a day in the countryside (Cohen, “Mexico Poverty
Rate Eased to 45.5 Percent: Development Agency”). As of 2013, 45.5% of Mexicans,
or roughly 53.3 million people, fell below this line (“Mexico Poverty Rate Eased to
45.5 Percent: Development Agency”). This explains Mexico’s relatively high Gini
coefficient of 48.3, which, like China’s, indicates income inequality is a serious
challenge (World DataBank, worldbank.org).

Economic Growth Model
China. The high-speed economic growth responsible for substantial changes in
Chinese society has been based almost entirely on the country’s low cost of labor,
large work force, and strong government planning and intervention (Orlik, “How
China Lost its Mojo: One Town’s Story”). Under the rule of Deng Xiaoping, trade
barriers and economic regulations were gradually liberalized to assist in China’s
transition from a command economy to a mixed economy with free market
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mechanisms (Orlik). Foreign investment flooded into cities like Shanghai, Shenzhen,
and Yantian from Hong Kong, Taiwan, Japan and the United States (Orlik). Today,
around one hundred Chinese companies are listed as Fortune 500’s, while the
majority of others on the list have some presence in the country (Xinhua, “Fortune
500 list reveals need for structural reform”).

A comparison of Shanghai’s skyline in 1950 and 2000
(“The Skyscrapers of Shanghai’s Skyline”)

Substantial government planning and involvement with regards to economic
policy can be given the lion’s share of the credit for China’s current economic rise
(Morrison, “China’s Economic Rise”). When Beijing began implementing reforms
transitioning from a command economy to one with more free element markets, it
did so with a series of experimental trade barrier and economic policy reforms
(Morrison, “China’s Economic Rise”). The most notable of these policies was the
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establishment of special economic zones, where a larger degree of free market
autonomy and foreign investment was allowed than the Chinese interior
(Stoltenberg, “China’s Special Economic Zones”). Initially, these zones included
Shenzhen, Zhuhai, Shantou, and Xiamen, all on the coast of the Taiwan Strait
(Stoltenberg). When these economic experiments proved successful, Beijing opened
the economy further and encouraged more investment in other regions of China
(Stoltenberg). Most recently, it has applied one of the most liberal versions of this
model to an eleven square kilometer area of Shanghai, where the government has
agreed to reduce government controls on interest rates, investment, and currency
policy (“China Seeks to Repeat Den’s Shenzhen Success in Shanghai”). So far,
however, the progress seen in these areas has been slow to penetrate non-stateowned businesses or into the vast rural interior of the country (Morrison, “China’s
Economic Rise”).
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Comparative GDPs of China’s Provinces. Note the variation between the coast and interior.
(“Comparing Chinese provinces with countries – All the parties in China”)

While government liberalization of regulations and investment is a key facet
of China’s growth model, it should be noted that the cornerstone of China’s plan to
attract direct foreign investment was its large availability of cheap labor (Morrison,
“China’s Economic Rise”). In the 1970s and 1980s, the vast majority of China’s
population lived in poverty, which, combined with removal of trade barriers that
encourage foreign investment, made China an attractive destination for
manufacturing (Morrison). The success of this model has made China the world’s
largest manufacturer, surpassing the United States and Japan in terms of gross value
added by nearly 25% in 2011 (Morrison).
However, this strategy has been so successful in attracting foreign
manufacturing investment that it is beginning to threaten the very model upon
which this success is based (“Wage Increases in China”). In 2000, China’s average
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monthly wages were less than a third of those in Mexico, while in 2012, they grew
36.2% more than the Mexican average (Morrison). China is not just losing its cost
advantage to Latin America, but to its neighbors as well. Currently, its wages are
nearly 500% of those in Vietnam (“Wage Increases in China”). Coca Cola, a major
foreign investor in China, has announced plans to relocate some manufacturing to
Myanmar, citing costs as the main reason for the move (“Wage Increases in China”).
To prevent higher employee turnover and remain competitive in the Chinese labor
market, Taiwan based Foxconn, another major manufacturer in China whose clients
include Apple, more than doubled its wages in 2010 (“Wage Increases in China”).
Clearly, China is losing its cost advantage more and more each year. Whether or not
the economy is preparing to adjust this model, or preserve it with increasingly
protectionist policies, will be analyzed in following sections of this paper.

Mexico. For decades, Mexico’s greatest economic asset was its proximity to the
world’s richest and largest economy, the United States. Today, with the quintupling
in Chinese wages and tripling in fuel prices, many investors have begun to
reexamine Mexico’s geographic advantage, particularly following the
implementation of NAFTA (“The Rise of Mexico”). NAFTA, also known as the North
American Free Trade Agreement, simplified and expanded trade between the United
States, Canada, and Mexico, creating the world’s largest free trade zone, eliminating
all duties and quantitative restrictions between the three countries with a market
size of over $17 trillion and a population of 450 million people (Flannery, “Mexico’s
Economic Trajectory, Onward and Up?”). Since the signing of NAFTA, companies
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such as Fiat, Ford, Toyota, Foxconn and Telefonica have made substantial
investments in Mexico (Flannery). For example, in 2012, Mexico attracted 56% of
Americas $12.7 billion worth of direct foreign investment (Flannery).

US President Bill Clinton and Mexican President Carlos Salinas sign NAFTA in 1994.
(Malkin)

To entice manufacturers interested in investing south of the Rio Grande,
Mexico has promoted the development of large scale manufacturing facilities known
as maquiladoras (Villarreal, “US-Mexico Economic Relations”). The maquiladora
program began in the 1960s, promoting the development of export-oriented
assembly plants designed to attract investment from multinational corporations
(Villarreal). Automobile and electronics manufacturers took particular interest in
these facilities, and since 1993, when NAFTA was implemented, growth in the
maquiladora industry took off (Villarreal).
According to the United States Embassy in Mexico City, Mexico is currently
the world’s eight largest automobile manufacturer and the industry’s fourth largest
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exporter (“Auto Industry Factsheet”). Ford manufactures the majority of its Fusion
line at its Hermosillo, Sonora plant, which is one of its most productive (Trudell,
“Ford Considering More US Production After Fusion Boost”). General Motors and
Cadillac have begun manufacturing most of its popular Silverado and high end SUVS
in Mexico, while Audi is investing $1.3 billion on a plant in Puebla (Miroff, “With
Mexican auto manufacturing boom, new worries”). This will mark the first time in
Mexican history that luxury vehicles have been manufactured within its borders
(Miroff, “With Mexican auto manufacturing boom, new worries”). “North America is
becoming a new hub for export production,” remarked George Magliano, a senior
economist for HIS automotive, “and the bulk of it is occurring in Mexico (“Restoring
Manufactoring – Coming Home”).”

Ford plant in Hermosillo, Sonora.
(“Ford Invests $1.3 billion in Producing Fuel Efficient, High Quality Fusion and Lincoln MKZ Midsize
Sedans”)

Despite this success, a potential flaw in Mexico’s development strategy is its
over-reliance on the United States. 78% of Mexican exports are destined for the
18

United States, despite the fact the Mexico has free trade agreements with forty-four
nations, more than any other country in the world (worldbank.org). In 2008 and
2009, when the American economy nearly collapsed from a financial and housing
industry meltdown, the Mexican economy contracted by over 6% (worldbank.org).
To reduce this dependence on the United States and seek new markets for its
exports, Mexico has embarked on an aggressive free trade policy, one that recently
elected President Enrique Peña Nieto has vowed to continue (Villarreal, “Mexico’s
Free Trade Agreements”). The next section of this paper will go into greater detail
on Mexico’s free trade agreements, as well as their affect on reducing dependence
on the American economy.

Trade Policy
China. The progress China has made as a trading power over the past decade has
been strong. In 2012, it passed the United States as the world’s largest trading
power, and is currently the largest treading partner of Australia, Brazil, and Chile
(Araújo, “China’s Economic Empire”). As a large manufacturing hub but resource
poor nation, China has sought out trade with resource rich-nations like Australia
and Brazil to ensure its manufacturing base has the abundant resources it needs
(Araújo). Chinese state-owned and state-subsidized firms have been acquiring firms
and building infrastructure in places as far away as Africa and Europe (Araújo).
These infrastructure projects include oil and natural gas pipelines in South Sudan,
Myanmar, and Siberia, as well as hydroelectric dams on the Nile River, while
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Chinese state-owned firms have acquired Western companies like Volvo, Smithfield
Foods, and Club Med (Araújo).

Former Chinese President Hu Jintao and South Sudan President Salva Kiir Mayardit meet to
discuss a free trade agreement.
(“China, South Sudan vow to promote ties”)

At the same time, while China has been active in expanding its presence in
overseas trade, it has worked hard to prevent non-Chinese multinational
corporations from doing the same within its borders (Araújo). Despite joining the
World Trade Organization in 2001, China remains reluctant to open its domestic
economy and expose its state-owned enterprises to international competition
(“Trade with China: Now, Protectionism”). The New York Times reported that
China’s protectionist policies are so stringent that they make America’s “recent
efforts at ‘buy American’ protectionism look minor league (Leaonhardt, “The Real
20

Problem with China”).” One such policy, known as “indigenous innovation”,
requires that many products be not only made in China, but also “conceived and
designed” there (Leonhardt).
Chinese firms are not only sheltered by subsidies and tariffs in their home
market, but are also frequently afforded substantial legal protection in China’s
courts, even when the evidence against the Chinese firm is substantial (“Trade with
China: And Now, Protectionism”). One of the most well covered instances of local
favoritism in Chinese courts involves the Massachusetts-based American
Superconductor Corporation and its Chinese partner, Sinovel (“Intellectual Property
in China: Still Murky”). When AMSC sent technicians out to service some of Sinovel’s
wind turbines, it noticed they were running on a pirated version of AMSC’s software
(“Intellectual Property Theft in China: Still Murky”). So far, AMSC has lost in every
Chinese court it has sued Sinovel in, but the case is still pending an appeal from the
Chinese Supreme Court, which historically has sided with only Chinese companies
(“Intellectual Property Theft in China: Still Murky”). The Supreme Court’s decision
will have a profound impact on the fairness multinational corporations can expect in
China’s legal system. For the time being, though, “the idea that there was ever an
even playing field (in China) is increasingly not true (Roberts, “China’s New
Protectionism”).”
While in a regional sense, China appears interested in promoting the
integration of Asia’s economies on its terms, it remains reluctant to open its
economy to free trade with larger economies off the continent, particularly the
United States and European Union (Song and Yuan, “China’s Free Trade Agreement
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Strategies”). The most significant example of this is the Trans-Pacific Partnership
(TPP), which began with Brunei, New Zealand, Chile, and Singapore but has now
attracted the attention of several other Pacific nations, including the United States,
Canada, Japan, Vietnam, and Mexico (Song and Yuan). Many Chinese policy makers
fear that joining the TPP will ruin China’s own plans to integrate the economies of
East Asia, while serving as a tool for the United States to contain its rise (Song and
Yuan). Since the agreement will contain both developed and developing economies,
developed economies like Japan and the United States will have more of an incentive
to import from some of China’s strongest regional competitors, like Vietnam, who
will enjoy an increased cost advantage (Song and Yuan).

Mexico. While most developing countries tend to shelter their economies and
home industries from international competition with protectionist barriers, Mexico
bucks this trend by having one of the most open economies in the world (Friedman,
“How Mexico Got Back into the Game”). To date, Mexico has twelve free trade
agreements involving forty-four nations, encompassing nearly all countries in the
Western Hemisphere but also involving the European Union, Israel, and Japan
(Villarreal, “Mexico’s Free Trade Agreements”). The most notable of Mexico’s free
trade agreements is NAFTA, which provides legal protection of intellectual property
and tariff-free trade with the United States and Canada (“The Rise of Mexico”).
Mexico’s shift from a highly protectionist economy to a more open one came
predominantly in the 1980s, following a series of economic challenges (Villarreal,
“Mexico’s Free Trade Agreements”). During the 1980s, the Mexican economy came
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close to collapsing as the government struggled to meet its foreign debt obligations
(Villarreal). In order to generate more revenue, the Mexican government began
privatizing industries that were previously nationalized, while also working to
lower trade barriers to bring in more direct foreign investment (Villarreal). Mexico
signed its first free trade agreement with Chile in 1992, just before approving
NAFTA in December of that same month (Villarreal). Many economists attribute
Mexico’s recovery from its currency collapse in 1995 partially to NAFTA and the
export-driven growth opportunities it allowed (Villarreal, “NAFTA and the Mexican
Economy”). Mexican exports to the United States have expanded so much that by
2018, the United States is expected to import more from Mexico than any other
country in the world (“The Rise of Mexico”).
More recently, free trade agreements around the world have begun to shift
some of Mexico’s exports to other destinations (Flannery, “Mexico’s Economic
Trajectory, Onward and Up?”). Take the Mexican auto industry as an example.
While 68% of auto exports are currently destined for the United States, exports to
Asia have risen 61%, while exports to Canada, Africa, and Europe rose 25%, 61%
and 4% during the same time period, respectively (“Auto Industry Factsheet”). All
manufacturing tariffs on imports from Mexico to Israel have been eliminated, while
82% have been removed by the European Union (Villarreal, “Mexico’s Free Trade
Agreements”). “Each year,” reported The Economist, “Mexico exports goods to about
the same value as the rest of Latin America put together. Trade makes up a bigger
portion of its GDP than of any other large country’s (“Señores, Start your engines”).”
While Mexico may have a long way to go in reducing its dependence on the
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American economy, there can be no denying that its liberal trade policy has been
critical in driving export industry growth (“Señores, Start your engines”).

Map depicting countries with which Mexico has free trade agreements.
(“Economy of Mexico”)

Despite trade liberalization in manufacturing and agriculture, there is one
industry that remains highly protected by the state: energy (“The Storm that Swept
Mexico”). In 1938, Mexico’s populist President Lazaro Cardenas nationalized the
nation’s oil industry as a response to what many Mexicans perceived as foreign
exploitation of its energy resources (“The Storm that Swept Mexico”). Since then,
Mexico’s oil industry has been regarded as a treasured national institution, one to be
shielded from international competition and expatriation of its profits (Krauss, “Oil
Reforms by Mexico May Upend Markets”). In fact, the Mexican constitution
currently makes it illegal for anyone but the state, via its oil monopoly PeMex, to
own, refine, or sell its oil (Helman, “How Oil Reforms Could Trigger Mexico’s Biggest
Economic Boom in a Century”). Currently, the Mexican federal government relies on
PeMex for a third of its revenue, meaning the company has little access to the capital
it needs and is constantly subject to government quotas and mandates (Helman).
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This, combined with stringent protectionism afforded to PeMex by Mexico City, has
deprived the company of the technology and expertise it needs to fully exploit
Mexico’s fossil fuel resources, while sheltering the company from competition has
allowed it to become corrupt and inefficient (Helman).
To strengthen the nation’s energy sector, President Nieto has made
reforming Mexico’s oil industry a key tenant of his administration’s agenda (Fausset,
“Tens of Thousands Protest Mexican Oil Reforms”). Under President Nieto’s
proposed constitutional amendment, private companies would be allowed to invest
in and partner with PeMex in exploring, drilling, refining, and exporting Mexico’s oil
and natural gas reserves (Fausset). This reform is widely expected to pass, since
Nieto’s Institutional Revolutionary Party (PRI) and the National Action Party (PAN),
who both support the measure, have enough votes to pass the constitutional
amendment with the two-thirds majority required (Stevenson, “Mexican Left Slams
Oil Reform; Tax Reform Expected”). These reforms could hold great economic
potential for Mexico. Even PeMex’s current CEO Emilio Lozoya was quoted as saying
that if Neito’s reforms pass, “You will have industrialization in Mexico that didn’t
exist before (Helman, “How Oil Reforms Could Trigger Mexico’s Biggest Economic
Boom in a Century”).”

Infrastructure
China. China is the world’s leader in infrastructure investment, boasting arteries of
transportation that, at least on its eastern coast, few developed nations, let alone
emerging economies, can duplicate (Barreda and Wertime, “China’s Great
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Infrastructure Binge, in Charts”). This investment has risen nearly seven hundred
percent since the late 1990s, with the largest percent increases taking place during
the 1997 Asian Financial Crisis and the Global Recession in 2008-9 (Berreda and
Wertime).
In terms of hard infrastructure (roads, railways, and airports), China has
made substantial improvements over the past decade (Vanderney, “China: A nation
on the move”). During that time, “China has built 31,000 miles of expressways.
That's about two-thirds the length of the entire U.S. Interstate Highway System.
Today China boasts 49,000 miles of expressways, and some 2.6 million miles of
roads, more than double the amount in 2002 (Vanderney).” In 2012, highway
projects alone produced 710,500 jobs worth $12.3 billion, while facilitating
movement between the Chinese interior and coast (Vanderney). This is increasingly
important for the Chinese economy as more manufacturers move further inland in
China to take advantage of lower labor costs (Vanderney). Despite this progress,
however, China is still catching up to developed nations in terms of roads and
highways; with around one fifth of the world’s population and its largest car market,
China has only 5.6% of the world’s roads and highways (Vanderney).
Beyond advances in highways and roads, China has made strong progress in
high-speed railways (Vanderney). Before 2007, China lacked a high-speed rail
network, while today, it boasts the world’s largest network of over 5800 miles
(Vanderney). While living in China, I witnessed the benefits of this network first
hand. When my sister visited me in Shanghai, we were able to visit the nearby cities
of Suzhou, Hangzhou, and Nanjing. By car, Suzhou, Hangzhou, and Nanjing are about
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one hour, four hours, and six hours away, respectively, but by taking a thirty-dollar
round-trip bullet train ride, the trip times were reduced by more than half. China’s
bullet train network allowed my host mother to attend a one-day business
conference in Beijing, and still make it back to Shanghai for dinner the following day.
Driving to Beijing would have taken her thirteen hours, while riding a bullet train
took only five. More tier two and three cities on China’s coast are expected to
benefit from high-speed rail connections soon, as China plans to add over 5400
more miles of high-speed rail by the year 2015 (Vanderney).

Train from China’s Guangzhou – Beijing high-speed rail line, currently the world’s longest.
(“World’s longest high-speed rail line opens in China”)

To give people in the urban areas serviced by China’s high-speed rail easier
access to their cities’ train stations, the government has also embarked on a subway
construction spree (Richburg, “China is pulling ahead in the worldwide race for
high-speed rail transportation”). In 2010, China was working on around sixty
subway construction projects in over twenty cities (Richburg). Today, China
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accounts for around half of all the world’s subway projects and Beijing and Shanghai
boasts the world’s longest subway systems (Bradsher, “Speedy Trains Transform
China”). China also announced plans this year to add eight hundred more miles of
new subway track, or “the distance equivalent to building a network from Dallas to
Chicago (Holmes, “China Racing Ahead of US In Subways and Smog”).”
While all this construction has been benefiting China in terms of economic
growth, facilitation of trade, and reductions in pollution, many economists have
wondered if it is sustainable (Bradsher, “Speedy Trains Transform China”). The
Chinese government has more than $500 billion in rail debt alone, most financed
with short-term debt left vulnerable to hikes in interest rates (Bradsher). The
overwhelming majority of these projects have taken place in the eastern third of
China’s territory, where most Chinese reside, while rural parts of the country often
lack basic roads, water, and electricity (Bradsher). Furthermore, many economist
postulate that China has been spending too much on infrastructure while neglecting
to expand domestic consumption, without which China will be able to continue such
projects in the future (Bradsher).

Mexico. Throughout much of the 1990s and early 2000s, Mexico was infamous for
its substandard infrastructure, including its lack of rail service and crumbling
highways (Miroff, “Mexico aims to get trains on track”). Rails, which had once been
responsible for moving the majority of Mexico’s people and goods around the
country, declined significantly when the government privatized its rail network in
the 1990s (Stargardter, “Trains, planes, and automobiles: Mexico rail freight comes
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of age”). Over the past fifteen years, Mexico has not operated a single passenger rail
line, while the value of goods moved by rail in Mexico declined to all time lows
(Miroff, “Mexico aims to get trains on track”). Additionally, the country’s insufficient
highway network largely isolated manufacturing hubs in northwest Mexico from the
commercial power of the central valley, where the majority of Mexicans live
(Whitfield and Hulse, “Mexico’s Evolving Network of Modern Interstate Roadways”).
Lack of adequate infrastructure has limited economic growth, making it difficult to
connect Mexico’s domestic markets, let alone allow it greater access to foreign ones
(Whitfield and Hulse).
However, Mexico has made and is planning to make substantial progress in
improving its infrastructure (Miroff). Reforms began with Felipe Calderon in 2007,
when the then-president implemented the National Infrastructure Program, which
began projects to build and update “new highways and rural roads along with a
wide scope of projects across other sectors of the economy (Whitfield and Hulse,
“Mexico’s Evolving Network of Modern Interstate Roadways”). This program, which
operated between 2007-2012, allocated $230 billion to infrastructure projects,
including two north south highways to complement the already existing NAFTA
highway (Whitfield and Hulse). Projects currently underway include highways
connecting the port of Mazatlan, which plays a key role in auto and agricultural
exports, to interior cities like Durango and Monterrey (Whitfield and Hulse). A
highway connecting the Pacific and Gulf coasts via the Tampico-Manzanillo corridor,
as well as another running down the entirety of Mexico’s Pacific coast, are also
nearly complete (Whitfield and Hulse). These projects have been completed with a
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combination of private and public investment and will facilitate travel and trade
between Mexico’s ports and commercial and industrial centers (Whitfield and
Hulse).
In addition to highway development, President Nieto announced during his
inauguration that he would present congress with a multi-billion dollar
infrastructure plan that would include the revitalization of railways and
construction of bullet train lines (Miroff). The two proposed high-speed rail lines
would connect the Yucatan’s largest city, Merida, with the tourist resorts of the
Mayan Riviera, while the later would link Mexico City with Quertaro, a bustling
aerospace and manufacturing center (Miroff). In the longer term, this line would be
extended to Guadalajara, Mexico’s second largest city (Miroff). Both lines are
expected to be completed by 2016, and will use the same public-private fundraising
model that helped build Mexico’s newest highways (Miroff).
While some Mexican citizens have doubts about the government’s railway
proposals, foreign investors and multinational corporations seem to have largely
bought into Nieto’s ambitious new railway plan (“Mexico to tender $7.4 billion in
passenger train projects in 2014”). The world’s largest train manufacturer,
Bombardier, is bidding on all of Mexico’s rail projects, while Grupo Mexico and
Union Pacific are investing $536 million in their rail businesses in Mexico this year
(Stargardter, “Trains, planes, and automobiles: Mexico rail freight comes of age”).
Mexico’s auto and aerospace manufacturers are also throwing their support behind
freight railway expansion, citing it as a faster way to move their products to port or
into the United States (Stargardter). While it takes trucks an average of over two
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hours to cross the border into the United States, trains average less than an hour
(Stargardter).
While it remains to be seen just how well these infrastructure projects will
play out, these recent infrastructure projects and reforms constitute the most
ambitious change in the way Mexico’s people and goods get around in several
decades (Miroff, “Mexico aims to get trains on track”).

Education.
China. Education in China has made progress since the days of Mao Zedong (Gao,
“The Education System that Pulled China Up May Be Holding it Back”). In 2011,
Shanghai took the first place spots for performance in math, science, and reading
when it participated in the Organization for Economic Cooperation and
Development (OECD)’s Program for International Student Assessment for the first
time (Sharma, “How China is winning the school race”). Hong Kong, a more
developed Special Administrative Region of China that retains a large amount of
autonomy from Beijing, claimed the fourth place spot in reading, third place in
science and second place in reading (Sharma). There are many factors that have
contributed to the success of these cities in education. For example, the OECD’s
study reported “that 80% of Shanghai’s older secondary students attend after school
tutoring,” while spending “another three to four hours each day on homework under
close parental supervision (Sharma, “How China is winning the school race”).”
China’s youth literacy rate is one of the highest in the world, with 99.4% of Chinese
between the ages of fifteen and twenty four able to recognize 1,500 – 2,000
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characters (Shen and Johnson, “Unbelievable Facts About How China is Winning the
School Race”). The typical urban Chinese begins schooling at age three in a
preschool, while the curriculum they are exposed to from elementary school
through high school includes Chinese, English, math, physics, and chemistry, making
it one of the most rigorous in the world (Shen and Johnson).
However, critics are quick to point out one major flaw in this study: the fact
that it only includes Shanghai and Hong Kong, accounting for less than 2% of China’s
population (Sharma, “How China is winning the school race”). Shanghai boasts the
nation’s best school system, and migrant worker schools, which non-Shanghainese
are forced to attend, were not included in the study (Sharma). China’s Hukou
system, which restricts access to education, healthcare, and other services to those
with ancestral ties to the given locale, prevents migrant workers from sending their
children to schools in cities, forcing them to attend poorly staffed and funded
migrant worker schools (Kristof, “China’s Winning Schools?”). The results for
Beijing, mainland China’s second wealthiest city, were not released, but the OECD
stated that they were “not quite as spectacular” as those of Shanghai (Sharma, “How
China is winning the school race”). Since the study was not conducted on a national
level, where quality of education varies greatly, it is hard to really compare the
results to entire nations, be it the United States, Finland, or South Korea, which all
ranked below Shanghai (Sharma).

32

Average number of years in school by province. Note disparity between coast and interior.
(“Average Years of Received Education, 2000”)

In fact, in rural communities parents often struggle to find the money to put
their children through school (Roberts, “China’s Education: The Truth Behind the
Boasts”). Even though China implemented the Compulsory Education Law in 1986,
which forbids charging tuition at public institutions, rural families are often forced
to pay up to half of their income in school related costs, which can include expensive
commute fees (the average student in rural China faces a five kilometer commute to
school), boarding fees, and even a fee to get students desks closer to the teacher
(Roberts). The return these families receive on their investment in education is also
declining, with many class sizes exceeding 130 students (Roberts). This number is
expected to grow as more schools close their doors in rural China following the
relocation of migrant workers and their families to China’s urban areas (Roberts).

33

Yang Dongping, an education expert at the Beijing Institute of Technology, reported
that “in 1997, China had 630,000 primary schools, in 2011, it had 254,000, with
average class sizes soaring (Roberts).” The Central Government appears to be doing
little to tackle this divide, providing the average Beijing middle-schooler in 2010
with ¥20,023 worth of support, while those in the poorer province of Guizhou
received ¥3,204 (Roberts).
Even in wealthier cities with more advanced school systems like Shanghai,
students still face a curriculum dominated by standardized testing, which many
Chinese fear hampers creativity and forces students to memorize enormous
amounts of information rather than develop problem solving skills (Kristof, “China’s
Winning Schools?”). Many Chinese parents, including my host parents in Shanghai,
feel that China would do well to adopt a more “Americanized” system, which loosens
emphasis on testing and encourages students to become more self reliant and free
thinking (Kristof). While forcing students to memorize math and science has been
effective in helping China turn out millions of “engineers and accountants,” it has
failed to produce the entrepreneurs and innovators China needs to stimulate
domestic consumption and to produce globally competitive products (Gao, “The
Education System That Pulled China Up May Now Be Holding It Back”).
For high school students, teachers focus the majority of their time on the
Gaokao, which decides where students can go to college and what they are allowed
to study (Gao). Students who fail this test are often regarded as failures by their
peers (Gao). This is despite the fact that once students pass both tests, they are put
into a national university system that is widely regarded as underperforming (Zhao,
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“What has gone wrong with the Chinese university system?”). In 2013, only two
Chinese universities, Tsinghua University and Peking University, made Times
Higher Education’s list of the world’s top one hundred universities, while those
same two schools slid in research company QS’s report, Asian University Rankings
(Zhao). Much of the blame falls on Chinese universities using the same test-centric
method that dominates its primary and secondary schools, which may work in
getting students into national universities but is not as useful in finding graduates
jobs (Zhao). Lack of research and innovation are also persistent, with even
university researchers and lecturers plagiarizing content (Friedman, “China’s
Plagiarism Problem”). This low level of preparedness for the workforce, combined
with China’s ever-larger number of college graduates, has left China with a
significant youth unemployment problem (Zhao, “What has gone wrong with the
Chinese university system”). While wealthy Chinese will always have the option of
going abroad for school, unfavorable exchange rates and international travel costs
make this out of reach for the vast majority of Chinese (Tao, Berci, and He, “Study
Abroad”). To truly prepare its college graduates for employment, China must
reform the way its university system works.

Mexico. Reforming Mexico’s education system was a key part of President Neito’s
campaign for election (Zabludovsky, “Mexico Passes a Weakened Bill to Evaluate
Teachers”). Mexico’s current literacy rate is 86.9%, with only around 62% of
students reaching secondary school and 47% graduating secondary school
(Schleicher, “Education at a Glance: OECD Indicators – Mexico”).
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While these statistics compare favorably to most developing nations and the
majority of Latin America, they are less impressive when the size of Mexico’s
economy and education expenditures are taken into account (Schleicher). Mexico is
the world’s fourteenth largest economy, currently spending around 5.6% of its GDP
on education, roughly the same percentage as the United States (World DataBank,
worldbank.org). Still, its high school graduation rate remains 28% lower than the
United States, while its student to faculty ratio’s for pre-primary, primary, and
secondary education are all over ten students higher than the OECD average
(Schleicher, “Education at a Glance: OECD Indicators, - Mexico”). In the same OECD
Program for International Student Assessment that ranked Shanghai first in math,
science, and reading, Mexico was ranked fourth-ninth, fifty-first, and forty-sixth,
respectively (“Factbox: Facts about Mexico’s Education System”).
With such a fast growing economy and significant level of investment in
education, how has Mexico managed to underperform? The most widely cited
reason is the country’s powerful and corrupt teachers union (“Education in Mexico –
Schooling the Whole Family”). Currently, 80% of Mexico’s non-capital education
expenses go to teacher salaries, a figure much higher than the OECD average of 64%
(“Education in Mexico – Schooling the Whole Family”). Corruption is also
widespread, with positions constantly bought, sold, gifted, and inherited
(“Education in Mexico – Schooling the Whole Family”). In one instance, a teacher
Chihuahua was able to make a salary of over $66,000 per month, while a 2008 audit
discovered irregularities in over 90,000 of its payroll and benefit recipient records,
with some of the files belonging to teachers who were either dead or did not exist
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(“Education in Mexico – Schooling the Whole Family”). Mexico’s 1.2 million strong
teachers union has done everything it can, from campaign donations to mass
protests, to ensure politicians oppose, block, or water down education reform bills
that threaten their power (“Education in Mexico – Schooling the Whole Family”).
The result has been a teaching corps in Mexico that is largely based off of political
favoritism and not merit (Zabludovsky, “Mexico Passes a Weakened Bill to Evaluate
Teachers”)
To begin to address these issues, former President Felipe Calderon was able
to implement several reforms that have helped make Mexico’s education system
Latin America’s second best, behind Chile (Schleicher, “Education at a Glance: OECD
Indicators, - Mexico”). In 2009, Mexico made pre-primary education mandatory,
giving Mexico the OECD’s fourth highest pre-primary enrollment rate (Schleicher).
During this same time, Mexico also achieved a nearly 100% enrollment rate for
children between the ages of 5-15, which, with the number of students multiplying
tenfold between 1950 and 2011, is no small achievement (Schleicher). Even upper
secondary enrollment, which remains low on a global scale, has nearly doubled over
the past five years (Schleicher).
While improvement in enrollment rates under Felipe Calderon was an
important step, it did not address the fundamental issue of low performing teachers
as a result of a selection and evaluation process largely rigged by the teachers union
(Argen, “Politics at play in Mexico’s ongoing teacher protests.”) To continue to move
forward with reform, in September of 2013, Mexico’s congress passed a bill
proposed by President Neito, which chips away at some of the teachers union’s
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power and implements merit-based hiring, promotion, and pay policies (Argen).
The reform bill prohibits the practice of buying and inheriting posts, and also
requires teachers to periodically undergo evaluations (Zabludovsky, “Mexico Passes
a Weakened Bill to Evaluate Teachers”). It also open up more teaching positions to
better-qualified college graduates, while allowing officials to terminate teachers for
poor evaluation performances (Zabuldovsky).
While this law is one of the first major challenges to the teachers in union in
modern Mexican history, protests and pressure from the union removed some of the
muscle President Neito hoped the bill would retain upon passage by Congress
(Zabuldovsky). The revised version of this law allows terminated teachers to appeal
their firings in court, while keeping the results of their evaluations private
(Zabuldovsky). Just how well the law will be enforced at the state level also remains
to be determined (Zabuldovsky). Still, few can doubt that, in the words of Marco
Fernandez, research director of public policy research organization México Evalúa,
“it’s a first step in trying to dismantle a corrupt system (Zabuldovsky).”
Mexico’s challenges with tertiary education are just as significant a challenge
as those with primary and secondary (Schleicher, “Education at a Glance: OECD
Indicators – Mexico”). Only 34% of Mexicans are expected to attend college, with
only 21% expected to graduate (Schleicher). Of the national universities they have
the opportunity to attend, none of them were ranked in the world’s top 100
universities by QS (Felsen, “Higher Education in Mexico: The Quest to Become More
Competitive Globally”). Mexico’s National Autonomous University (UNAM), the only
university in the country that does research in science, remains understaffed and
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overpopulated with students (“Higher education in Mexico – A doctor takes
charge”). UNAM currently has a student body of over 180,000 students, making it
the largest university in Latin America and one of the largest in the world (“Higher
education in Mexico – A doctor takes charge”).

Mexico’s upper secondary education rate compared to other OECD nations.
(“Soaring student numbers pose funding and quality challenges for universities in OECD countries”)

Underperformance at UNAM has led Mexico’s wealthy and middle class to
more costly private institutions, weakening the social mobility public universities
like UNAM can facilitate (“Higher education in Mexico – A doctor takes charge”).
Some of these private universities are picking up the slack left by public institutions,
although only in niche sectors (“Higher education in Mexico – A doctor takes
charge”). One such example is Technologico de Monterrey, which boasts Latin
America’s only ranked MBA program and promotes entrepreneurship and
innovation through its network of incubators and technology parks (“Higher
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education in Mexico – A doctor takes charge”). While private universities like Tec de
Monterrey are beginning to generate more of the innovation and graduates Mexico
needs, high tuition costs make these institutions largely inaccessible to the majority
of Mexicans who still live in poverty (“Higher education in Mexico – A doctor takes
charge”).
Higher education in Mexico is not without its signs of progress (Friedman, “Is
Mexico the Comeback Kid?”). The number of public universities in Mexico has
doubled over the past ten years, helping to relieve the pressure felt by highly
populous universities like UNAM (Friedman). When it comes to jobs directly related
to manufacturing, such as engineers and architects, UNESCO reported that Mexican
universities are producing 8 graduates per 10,000 people, compared to 6 graduates
per 10,000 in the United States (Friedman). This figure is up from .4 per 1,000 in
Mexico in 1999, while the figure north of the Rio Grande remained constant at .6 per
1,000 during the same time period (Friedman). This has helped turn Monterrey, a
crime-ridden city in Mexico’s northeast, into a regional information technology hub,
enabling Mexico to become “one of the largest exporters of information technology
services in the world, approaching the likes of India, the Philippines, and China
(Friedman).” If Mexico can do more to push reforms that sustain these positive
developments, it could be of great benefit to its middle class and economic
development.
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Tecnológico de Monterrey campus in Hermosillo, Sonora, which I visited in September 2012.
(Tecnológico de Monterrey)

Innovation
China. When people talk about China’s future potential as a source of innovation,
one of the first companies that comes to mind is Beijing-based Lenovo, the world’s
third largest PC company (“China’s First Global Capitalist”). The company’s current
CEO, Yang Yuanqing, has been noted for his combination of Chinese and American
management styles that helped put the company in position to acquire IBM’s PC
business in 2005, the first time a Chinese executive led the takeover of an American
business (“China’s First Global Capitalist”). Yang is well known for valuing merit
over age, promoting the talent he feels will make Lenovo most competitive in the
future (“China’s First Global Capitalist”). In addition to securing over 35% of the
Chinese PC market, Lenovo has leveraged its acquisition of IBM’s PC business to gain
market share in developed markets as well (“China’s First Global Capitalist”). Many
refer to Yang as the “Bill Gates of China,” while Chinese Premier Wen Jiabao has
cited Lenovo and its CEO as a model China could use to transition towards a more
innovative economy (“China’s First Global Capitalist”).
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Lenovo headquarters in Beijing.
(Qingfen)

While the progress Lenovo has made as a globally competitive firm is a great
success story for innovation in China, the reason it is so well know is that it is the
exception rather than the rule (“China’s First Global Capitalist”). Despite
government attempts to facilitate innovation, the majority of China’s economy
remains dominated by state-run enterprises that compete on cost rather than
quality (“Innovation in China – From brawn to brain”). Beijing maintains a complex
set of protectionist barriers designed to shield domestic firms, particularly state
owned ones, from international competition (Leonhardt, “The Real Problem with
China”). While this gives Chinese firms an upper hand in cost over multinational
corporations, it makes them less competitive internationally as well as among
middle class and wealthy Chinese who are willing to pay more for a premium
product (Leonhardt). Consider that not only are Chinese cars rarely seen on the
streets of Shanghai and Beijing, let alone in other parts of the world beyond the
Middle East and Africa, but also that even with a population exceeding one billion,
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not a single Chinese citizen has received a Nobel Prize for scientific achievement
(Leonhardt).
Protectionism is not the only reason for China’s struggle to innovate
(“Innovation in China – From brain to brawn”). Despite having laws on the books
that make intellectual property theft a crime, lack of enforcement in China has
created a cultural of intellectual property theft that is so pervasive that it even
occurs within the government (“Innovation in China – From brawn to brain”). This
helps explain that why China is the world’s second largest market for sales of
computer hardware, but only the world’s eighth largest for computer software,
which is frequently pirated (Leonhardt, “The Real Problem with China”). Companies
victimized by international property theft, particularly foreign ones, have little legal
recourse (“Intellectual Property in China: Still Murky”). Favoritism in Chinese
courts remains so high that most foreign firms will simply write off their losses and,
if necessary, exit the market rather than take their cases to court (“Intellectual
Property in China: Still Murky”). If it is cheaper, easier, and without consequence for
Chinese firms to steal and copy, rather than truly innovate, it will be difficult for
them to grow beyond China’s borders and market to an increasingly demanding
Chinese upper and middle class (Leonhardt, “The Real Problem with China”).
Beijing is well aware that if it does not begin to transition from growth model
based on low-cost exports to one that is truly innovative and quality-focused, it will
not be able to sustain its growth (“Innovation in China – From brawn to brain”).
Why, then, has it been so hard for China to change? There are many reasons, one
being the need for China to continue to produce high growth rates to keep problems
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with unemployment and social instability from rising (Friedman, Hot, Flat, and
Crowded 2.0). The other has been China’s reliance on a top down policy to spur
entrepreneurship and creativity rather than a grass root one (“Innovation in China –
From brawn to brain”). Recently, China has begun pouring billions of dollars into its
five-year plan called “indigenous innovation (“Innovation in China – From brawn to
brain”).” Under this policy, the government hand picks industries it feels have the
most future potential, such as telecommunications and alternative energy, and
supports target businesses with capital and intellectual property (“Innovation in
China – From brawn to brain”).

A Sinovel wind turbine. The Chinese company has been widely accused of having pirated
software from its US-based partner, American Superconductor Corporation.
(“Legal firms biting at the heels of Sinovel Wind Group”)

So far, the results of “indigenous innovation” have been disappointing
(“Innovation in China – From brawn to brain”). The Economist reports that while

44

heavy government planning and direction may have been successful “when the aim
was to copy and adapt to other people’s ideas in the cheapest way possible,” it is
unlikely to be effective in spurring innovation (“Innovation in China – From brawn
to brain”). “Elsewhere, governments have tended to run into two problems: the
state is not a good innovator, and it gets in the way of others who are (“Innovation
in China – From brawn to brain”).” So far, much of the billions of dollars Beijing has
invested in research and development has gone to development rather than
research, while well connected firms end up taking the majority of the funds at the
expense of less connected ones (“Innovation in China – From brawn to brain”). If
Beijing does not try something new to stimulate innovation, China will likely remain
a place to manufacture new products conceived in other parts of the world.

Mexico. With free trade agreements including forty-four nations and one of the
world’s most open economies, Mexican companies are exposed many of the
pressures felt by international competition (Friedman, “How Mexico Got Back in the
Game”). As a result of these policies and the intellectual property protection they
afford, one of Mexico’s greatest success stories in recent years has been its
technology industry, which has grown at triple the pace of the global average over
the past decade (Uribe, “Mexico’s Tech Startup Look To Overcome Barriers To
Growth”). The success of companies like Softtek, a global Fortune 500 company,
combined with liberalization of the hi-tech industry through free trade agreements,
has helped Monterrey, located in northeast Mexico’s Nuevo Leon state, emerge as a
regional tech hub (Freidman, “How Mexico Got Back in the Game”). With over half
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of Mexicans under the age of 29, Monterrey has been particularly effective at
harnessing their energy and knowledge (Friedman). Some of Monterrey’s startups,
such as Publish 88, have won notable foreign clients like Cosmopolitan Magazine
and National Geographic, while others help American multinational corporations
like Coca-Cola and Wal-Mart with tech support for their Mexican operations (Uribe,
“Mexican Start Ups Look To Overcome Obstacles To Growth”).

General Electric’s Tech Center in Querétaro, an emerging technology hub in central Mexico.
(Freidman)

Despite this progress, remarked Guillermo Safa, who has worked in Mexico’s
tech industry for forty years, “there is no version of Silicon Valley in Mexico – at
least not yet (Uribe).” Mexican banks remain reluctant to provide start-ups with
capital, while most of Mexico’s increasing number of engineering graduates find
work in the more profitable manufacturing sector (Uribe). Internet access, whose
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unreliable service is delivered by the monopoly Telcel, remains expensive and out of
reach to many Mexicans, while the high tuition of Mexico’s Tec de Monterrey, which
produces the majority of Monterrey’s entrepreneurs, prevents many from taking
advantage of its business incubators and prestigious academic programs
(“Monopolies in Mexico – Compete – or else”).
Other industries outside of technology remain highly restricted due to the
power and influence of large monopolies in many sectors of Mexico’s economy
(Agren, “Mexico’s president tries to loosen country’s monopolies”). Pemex, a stateowned oil company, rules Mexico’s energy sector and provides the Federal
government with around forty percent of its revenue, while Telcel and its CEO
Carlos Slim, the world’s wealthiest man, dominate telecommunications and Internet
access in Mexico (Agren). Even the beer industry is shaped by monopoly
domination, with Cuauhtemoc Moctezuma and Grupo Modelo controlling all the
liquor licenses for Mexican restaurants, bars, and liquor stores, restricting those
who obtain a liquor license from them to only selling their company’s products
(Agren). This forces microbrewers like Cerveceria Minerva to sell only to foreign
owned retailers like Seven Eleven and Wal-Mart (Agren). Many economists,
including a report from the World Bank, cite monopolies and their lobbying power
as the main reason why Mexico as failed to produce the economic growth rates it
was expected to following the implementation of NAFTA and free trade agreements
with Japan and the European Union (Malkin, “Are Monopolies Holding Mexico
Back?”).
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Despite these challenges, Mexico has made progress in chipping away at the
power wielded by monopolies, and is expected to pass bills that would open up its
oil and telecommunications industries to further competition from within and
outside of Mexico (Agren, “Mexico’s president tries to loosen country’s
monopolies”). In 2011, Mexico fined Telcel one billion dollars for charging
competitors excessively high rates for Internet connection (“Monopolies in Mexico –
Compete – or else”). The government also brought in legal experts from abroad
with experience in antitrust cases to help enforce Mexico’s existing and new
antitrust laws, expertise which is believed to have helped lead to the nation’s
Supreme Court upholding Telcel’s fine on May 3, 2011 (“Monopolies in Mexico –
Compete – or else”).

Carlos Slim, the world’s richest man, will see his dominance over the telecommunications
industry in Mexico lessen thanks to new antitrust laws.
(Egan)
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In addition to increased enforcement of existing antitrust laws, Mexico City
has passed and is expected to pass several new reform bills aimed at liberalizing
monopoly-dominated industries and increasing the availability of capital for small
and medium sized businesses (Agren, “Mexico’s president tries to loosen country’s
monopolies”). The federal government’s “Pact for Mexico,” which comprises all of
Mexico’s three major political parties, has made reforming energy,
telecommunications, and banking key parts of its political agenda (Friedman, “How
Mexico Got Back in the Game”). In June, President Nieto signed a
telecommunications reform bill that opened industry to increased competition by
lowering barriers to entry and regulating dominant firms like TV Azteca and Carlos
Slim’s Grupo Televisa (Harrup, “Mexican President Signs Telecommunications
Reform into Law”). The law also created a regulatory agency called Ifetel, giving it
the ability to regulate the practices of firms in the telecommunications industry and
force dominant firms to sell off their assets (Harrup). In addition to providing
opportunities for new firms to enter the telecommunications market, the reform is
expected to give more Mexicans Internet, television, and mobile phone access when
more competition leads to lower rates (Harrup).
Just a month before approving telecommunications reform, Mexico’s
congress began working on a banking reform bill that would loosen lending policies
and allow startups and small businesses increased access to capital (Alper, “Mexican
government unveils bank reform bill to spur lending”). The bill would make it
easier for banks to seize assets held up as collateral for a loan, which currently
remains difficult and makes banks reluctant to lend to smaller, riskier businesses
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(Alper). Lack of access to capital has been a key factor in limiting the success of
Mexican startups (Uribe, “Mexico’s Tech Startups Look To Overcome Barriers TO
Growth”). According to Augustin Carstens, Governor of Mexico’s Central Bank, if the
reform is implemented as written, it “could add around 0.5 percentage points to
growth in two or three years (Alper, “Mexican government unveils bank reform bill
to spur lending”).
The last, but perhaps most critical and controversial, reform proposed by
President Nieto and the “Pact for Mexico” has been liberalization of the country’s oil
industry (Friedman, “How Mexico Got Back in the Game”). Mexico’s proposed
reform of its oil industry, which will require a constitutional amendment, is widely
expected to pass by the end of the year (Helman and Fontevecchia, “Mexico’s
Enrique Peña Nieto is Leading an Oil Revolution Worth Billions”). Currently, Mexico
boasts one of the world’s largest oil reserves, but the Mexican constitution restricts
ownership of this oil to all but state-owned Pemex (Helman and Fontevecchia). This
restricts the industry’s access to foreign capital and expertise, leaving five hundred
trillion cubic feet of natural gas and thirty billion barrels of oil untapped (Helman
and Fontevecchia). If passed, the reform will allow foreign companies a stake in
Pemex, giving them exploration, drilling, and refining rights over Mexican oil
(Krauss, “Oil Reforms by Mexico May Upend Markets”). While reform will not
develop a largely open oil industry like that that exists in the United States, it will
model Pemex along the lines of the state-dominated yet highly open and profitable
oil industries of Brazil and Norway (Helman and Fontevecchia, “Mexico’s Enrique
Peña Nieto is Leading an Oil Revolution Worth Billions”). If it succeeds as planned,
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says Duncan Wood, director of the Woodrow Wilson Center’s Mexico Institute, “It
will be the most significant change in Mexico’s economic policy in 100 years
(Helman and Fontevecchia).”

Threats to Political Stability
China. While China’s economic growth rates soared, most Chinese felt that their
government was competent and legitimate (“Xi Jinping – The man who must change
China”). Now that the nation’s economy has slowed to its lowest expansion rate in
two decades, problems in nearly every facet of Chinese society have become more
pronounced, causing former Premier Wen Jiabao to deem China’s economy
“unstable, unbalanced, uncoordinated, and unsustainable (Davis, “Map Done, China
Faces Reform Roadblocks).” These problems, the most striking of which are
corruption, pollution, and urbanization, are causing increasing numbers of Chinese
to question their government’s competency and call China’s future political stability
into question (“Xi Jinping – The man who must change China”).
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Cover photo of an issue of The Economist focusing on the problems facing China’s new
president, Xi Jinping.
(“Xi Jinping – The man who must change China”)

Public opinion polls repeatedly show that government corruption, which has
straddled Chinese municipalities and taxpayers with unnecessary debt, concerns
more Chinese than any other issue (Lewis, “China indebted to corruption”). When Xi
Jinping assumed the presidency, he made combating Beijing’s deep culture of
corruption a major promise of his reform agenda (“A Chinese power struggle –
Hunting tigers”). This year President Xi arrested Jiang Jieming, who oversees many
of China’s state run enterprises, and Bo Xilai, an official administering a large
territory in southwestern China, on allegations of corruption (“A Chinese power
struggle – Hunting tigers”). He is also rumored to be targeting Zhou Yongkang, who
is in charge of China’s internal security forces (“A Chinese power struggle – Hunting
tigers”). If President Xi were to arrest Zhou, it would mark the first time that a
sitting politburo member prosecuted another for corruption (“A Chinese power
struggle – Hunting tigers”). While it may appear the President is taking a big stand
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against corruption, it should be noted that arrests of prominent officials on charges
of corruption are nothing new in recent Chinese history (Zhang, “Author: In China,
‘everyone is guilty of corruption’”). Typically, they are used as a guise to remove
political foes from power, and given that all of the high-profile arrests Xi Jinping has
made so far have all been among his political adversaries, there is little reason to
suggest that the government is mounting a full campaign against corruption
(Zhang).
China is currently the world’s largest investor in alternate energy, spending
nearly one fifth of the world’s total investment on renewable energy sources
(Perkowski, “China Leads the World in Renewable Energy Investment”). At the
same time, it is the world’s largest polluter and gains the majority of its electricity
from coal-fired power (Rosenthal, “China Increases Lead as Biggest Carbon Dioxide
Emitter”). This, combined with the economy’s reliance on heavy-polluting
manufacturing, has led to an “extremely grave” environmental situation in China
that shows few signs of abating (Phillips, “China is facing ‘extremely grave’
environmental crisis”). Severe air pollution has kept residents of northern China
indoors out of fear from breathing toxic air on many occasions, while water
pollution threatens the country’s already paltry and dwindling supply of water
(“Water in China – Desperate measures”). With the economy slowing, increasing
numbers of Chinese are skeptical that the government will be able to keep its
promise to clean up the environment after the country established a manufacturing
base, and are expressing these concerns openly in previously taboo forms like public
protests and editorials (“Xi Jinping – The man who must change China”).
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Promises of economic opportunity have brought hundreds of millions of
rural Chinese into cities (Larson, “China’s New Migrant Workers Want More”). This
has created a lopsided economy in China, where cities swell with economic
opportunity and young workers while the countryside retains third world standards
of living and an increasingly elderly population (Larson). While these migrant
workers have played an important role in the completion of construction projects
critical to China’s urban economy, they are denied access to city school systems,
healthcare, and other services as a result of China’s Hukou system (Qi, “Is Hukou
Reform the Key to Reviving China’s Economy?”). The Hukou system defines all
Chinese by the place of their birth and their parents’ birth, preventing Chinese from
accessing services in anywhere but the place listed on their Hukou file (Qi). This has
created a situation where the countryside has seen its economic potential whither,
cities have become overcrowded, and the migrant workers in China’s cities have
become increasingly agitated with their status as second class citizens unable to
access the most basic of services (Browne, “All for One: China’s New Deal”).
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Chinese migrant worker at an urban railway station.
(Johnson and Batson)

The hopes for initiating the reform process to begin to address these threats
to China’s social stability rested largely on the ruling Communist Party’s Third
Plenum, held in November 2013 in Beijing (Browne). When the meeting ended, the
document that emerged made clear that China had few plans on moving towards
democratic reform; and while being short on details on how China would address its
social challenges, was clear on the government’s plans to centralize greater national
security power around President Xi (Browne). For example, the Hukou reforms it
promises will provide migrant workers greater access to services in Tier Two and
Three cities, but does little to improve conditions for them in Beijing, Shanghai, and
Shenzhen, where most of the country’s economic opportunities are concentrated
(Browne). China needs to decisively push for reforms on multiple fronts to
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strengthen its political stability, but the details that have emerged from the Third
Plenum’s sixty-page directive have given little indication as to if, how, or when
Beijing plans to address these issues (Davis, “Map Done, China Faces Reform
Roadblocks).

Mexico. Mexico made a significant shift from one-party rule towards parliamentary
democracy in 2000, when its first truly democratic election replaced seventy-one
years of rule by the Institutional Revolutionary Party (PRI) with National Action
Party (PAN) candidate Vincente Fox (Krauze, “Furthering Democracy in Mexico”).
Since then, it has witnessed two more presidential elections, the most recent of
which returned power to the PRI and current President Enrique Peña Nieto (“The
Rise of Mexico”). Despite Mexico’s ability to transfer power between rival political
parties smoothly, the country faces two notable threats to its long-term stability:
government corruption and high levels of crime caused predominantly by warring
drug cartels (“The Rise of Mexico”).
Corruption has been a widely acknowledged part of many facets of Mexican
life and governance for years (Morris, Political Corruption in Mexico: The Impact of
Democratization). Before my first trip to Mexico, friends who had traveled there
before told me that if I was pulled over by a police officer to just hand him a two
hundred peso note and I could avoid the hassle of getting a ticket. While I never
encountered such a situation, many Mexicans do during their daily lives (Morris).
During 2005, over 30% of Mexicans paid bribes, a value worth around 9-12% of
Mexico’s GDP that year (Morris). This has led to the development of the widely used
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saying, “Corruption is not a characteristic of the system in Mexico…it is the system
(Morris).”
This “regime of corruption,” largely associated with the PRI’s rule of Mexico
for most of the Twentieth Century, began to weaken following the rise of the PAN
and President Fox in 2000 (Morris). Since President Fox was not a member of the
PRI, he had few interests to protect within the existing power structure and was
able to direct a much more aggressive anti-corruption campaign than his
predecessors did (Morris). During his presidency, Fox signed a UN anti-corruption
treaty and oversaw reforms that introduced a merit-based civil service system, a
stronger independent judiciary, and increased public access to government records
and information (Morris).
Following President Nieto’s election in 2012 and the PRI’s return to power,
many worried that the government would begin a gradual shift away from the anticorruption policies of the PAN (Zabludovsky, “Official Corruption in Mexico, Once
Rarely Exposed, Is Starting to Come to Light”). So far, this has not been the case
(Zabludovsky). Defying many in his party’s “old guard,” President Nieto’s multipary “Pact for Mexico” has been pushing more reforms aimed at taking on
corruption (Zabludovsky). Education reform and a more aggressive stance towards
the power of monopolies have done much to reduce once abundant corruption
within the private sector and education (Agren, “Mexico’s president tries to loosen
country’s monopolies”). Former Quinta Roo Governor Mario Ernesto Villanueva
Madrid is just one of several high ranking government officials to be prosecuted for
crimes like embezzling funds that Mexico City once turned a blind eye to
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(Zabludovsky, “Official Corruption in Mexico, Once Rarely Exposed, Is Starting to
Come to Light”). Mexico’s stable transition between political parties has eliminated
the PRI’s “unspoken pact” that other government officials would not be prosecuted
for accepting bribes or embezzling funds (Zabludovsky). While Mexico still has a
long way to go in combating corruption, as long as it remains a stable, functioning
democracy it is likely that progress will continue (Morris, Political Corruption in
Mexico: The Impact of Democratization).

Mexico’s current president, Enrique Peña Nieto, on inauguration day. Nieto has built a “Pact
for Mexico” that has passed needed reforms few though possible under previous
administrations.
(Villagran)

The only negative connotation Americans more strongly associate with
Mexico than corruption is crime (“The Rise of Mexico”). In 2006, then-President
Felipe Calderon initiated a violent crackdown against drug cartels like the Sinaloa
and Zetas infamous for their power and corruption in many parts of the country
(“The Rise of Mexico”). Since then, over 60,000 Mexicans have died in the conflict
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that has ensued between warring cartels and government forces, prompting the
United States government to issue a travel warning against Mexico and a Pentagon
report arguing that Mexico risked becoming a “failed state (“The Rise of Mexico”).”
Despite the negative image many Americans have of Mexico as a dangerous
warzone, there is increasing evidence to suggest that violence in Mexico is both
highly regionalized and abating (Friedman, “How Mexico Got Back into the Game”).
The State Department’s travel warning on Mexico makes region-specific advisories,
mostly involving Mexico’s border regions that do not include Mexico City, the
Yucatan Peninsula, and much of the south, where the majority of Mexicans live
(“Travel Warning: U.S. Department of State, Bureau of Consular Affairs – Mexico”).
About one third of Mexico’s states are safer than Louisiana, while cities like Tijuana,
Monterrey, and Ciudad Juarez, where much of Mexico’s violent crime occurs, are
witnessing drops in crime (“The Rise of Mexico”). President Nieto has made a
renewed effort to continue fighting crime in Mexico’s most violent areas by
providing social services, such as improving education, quality of life, and security
(“Crime in Mexico: Out of sight, not out of mind”). By providing these services,
centralizing Mexico’s security forces under one department in Mexico City, and
cracking down on corruption, violent crime in Mexico has fallen 18% (“Crime in
Mexico: Out of sight, not out of mind”). In fact, much of Mexico’s foreign direct
investment has come to border states like Sonora, Chihuahua, and Nuevo Leon,
showing that the perceived threat of crime has not deterred investors from doing
business in Mexico (Friedman, “Is Mexico the Comeback Kid?”).
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Murder rate by Mexican state and a country with a similar rate. Note the regionalization of
violent crime and relative safety of Mexico’s south and central regions.
(“Comparing Mexican states with equivalent countries – Murderous matches”)

With a largely stable democracy, Latin America’s highest economic growth
rates, and a renewed commitment for reform across Mexico’s political parties, the
Pentagon’s assessment that Mexico risks becoming a “failed state” appears
misguided (“The Rise of Mexico”). Few other countries have an equivalent of
Mexico’s “Pact for Mexico,” which has kept many of its promises to pass reforms on
energy, market competition, and education in just one year that few thought
possible under previous administrations (Friedman, “How Mexico Got Back in the
Game”). Mexico still has many challenges to address, with corruption and drug-
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related crime far from gone (“The Rise of Mexico”). Still, Mexico has shown it is a
functioning, stable democracy that is willing to confront its most urgent problems
through reform by forming alliances across party lines (Friedman, “How Mexico Got
Back in the Game”).

Conclusion
There is no doubt that China, with its massive size and rapid economic
growth rates, is the most visible emerging economy (Magalhaes, “China Only BRIC
Country Currently Worthy of the Title – O’Niell”). This size will mean that China is
and always will be a nation with enormous influence over the global economy, but it
does not guarantee that it will be able to sustain its growth and overcome the
challenges it faces. Strong infrastructure, low wages, one-party rule and heavyhanded government intervention represent the core of China’s economic growth
model (Orlik, “How China Lost It’s Mojo”). This model was successful in
transforming China from an underdeveloped communist country to a global
manufacturing center (Morrison, “China’s Economic Rise”). However, so far it is
failing to transition China towards the more open and innovative economy it needs
to maintain political and social stability (“Innovation in China – From brawn to
brain”). Combine this with the country’s enormous problems in every facet of
society, and the government’s lack of urgency to take them on, and it is unlikely that
China will continue to sustain its economic growth rate (Orlik, “How China Lost It’s
Mojo”).
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Mexico is not without its own set of problems, which include crime,
corruption, and a subpar education system (“The Rise of Mexico”). However, its
economy is one of the most open in the world, its geographic position makes it an
ideal place to access the United States and Latin America, and its government has
shown an ability to implement critical bipartisan reforms (Friedman, “How Mexico
Got Back in the Game”). The result has been the emergence of globally competitive
Mexican industries with liberal access to the world’s first (if the European Union is
counted as a single economy), second, and fourth largest economies (Villarreal,
“Mexico’s Free Trade Agreements”).
On balance, based on findings from extensive research and my own personal
observations: 1) China is losing the foundation upon which its growth model is
based: doing business at the lowest costs possible, and will not be able to fully
address the profound and diverse set of problems it faces without slowing its
economy or weakening political stability; 2) Mexico’s liberal free trade policy,
proximity to the United States, and willingness to reform its economic and political
systems will help Mexico not only retain the foreign investment it has gained at
China’s expense, but use it to fuel and sustain future growth; and 3) While Mexico
will never “upset” China in terms of size of economy or geopolitical influence, it has
stronger long-term economic growth prospects than China. During the 1990s and
2000s, the world marveled at China’s rise and dreamed about its potential
(Morrison, “China’s Economic Rise”). Perhaps in the 2010s, it’s time for the world to
start thinking more about Mexico.
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