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COUNTRY PARTNERSHIP STRATEGY PROGRESS REPORT 
OF THE WORLD BANK GROUP 

FOR THE UNITED MEXICAN STATES 

I. INTRODUCTION   

1. Mexico is a creditworthy middle-income country (MIC) with strong ownership of its 
development strategy.  Poverty in Mexico has decreased since overcoming the effects of a 
financial crisis in the mid-1990s.  With the contested presidential election of July 2, 2006, the 
country continues to evolve from a hierarchical-corporatist system to one where power is shared 
and democratic consensus is critical.  Despite this progress, Mexico faces significant challenges 
to achieve its development goals. 

2. The 2005-2008 Mexico Country Partnership Strategy placed the country as an 
advanced MIC requiring a new relationship with the Bank Group.  Implementation of the 
strategy was to be through projects and programmatic analytical work in areas where the Bank 
could provide high-value-added expertise.  The partnership recognized the Bank’s relatively 
small weight in covering the country’s financial needs and focused on areas where learning and 
knowledge sharing were critical to help debate and reach consensus with regard to the main 
unanswered questions facing Mexico.  This was to be carried out within the context of four 
pillars designed to: (i) reduce poverty and inequality; (ii) promote environmental sustainability; 
(iii) increase Mexico’s competitiveness; and (iv) strengthen the country’s institutions. A lending 
range of US$0.8 to US$1.7 billion a year was proposed. 

3. This report assesses CPS progress, and guides the implementation of the strategy 
during the remainder of the CPS period.  While the current CPS remains valid, new lending 
commitments in FY07 and FY08 are expected to be near the low end of the CPS lending range 
given the federal government’s debt management strategy.  This assessment recommends 
concerted actions in two cross-cutting areas: (i) active and flexible engagement with the new 
government through discussions, workshops, and a series of Policy Notes; and (ii) an analysis of 
options for new and more efficient ways for the Bank Group to support sub-national 
governments in Mexico.   

4. The CPS was not results-based, as it was prepared prior to this requirement being 
put into effect.  However, it did include baselines and targets for achieving objectives in many 
areas.  Progress towards these objectives is discussed in the text and in appropriate annexes.   

5. The conclusions set out in this CPS PR were reached in close collaboration with the 
Government of Mexico, through a Country Portfolio Performance Review held in May 2006, 
and in discussions with key government counterparts and other partners.  The CPS was discussed 
by the Board of Directors in April 2004.  This Progress Report was prepared jointly with IFC. 

II. COUNTRY CONTEXT: ECONOMIC & POLITICAL DEVELOPMENTS 

6. Mexico has managed to achieve moderate average growth of 2 percent per year in 
per capita incomes from 1996-2005.  Recent growth has been relatively good, at 4.2 percent in 
2004, 3.0 percent in 2005, and 5.1 percent (year-on-year) in the first semester of 2006.  Aided by 
higher than budgeted oil revenues, the federal government has kept the fiscal deficit within its 
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annual budget targets and in line with its medium-term fiscal goals.1  Steady economic 
performance and responsiveness to poverty concerns have contributed to rising income levels 
and overall lower poverty, but poverty rates remain high, as does income inequality.  There are 
also substantial economic and social disparities across regions and groups. 

7. The favorable macroeconomic conditions are supporting Mexico’s efforts to replace 
foreign debt with local debt.  During late 2006, Mexico carried out a large prepayment of its 
debt to the IBRD and IDB, which reduced the country’s outstanding IBRD debt by 56 percent.2   

8. Mexico’s political system is now quite competitive.  Three political parties – PRD, PRI, 
and PAN – can now claim national clout, and multiparty competition is the norm in most states, 
and in the federal legislature.  These positive developments represent the continuation of 
Mexico’s democratization process; however, they present challenges in terms of carrying out 
policies and programs, including specific structural reforms needed for accelerated growth.  For 
a more detailed discussion of Mexico’s economic and political situation, see Annex A1. 

III. PROGRESS IMPLEMENTING THE PARTNERSHIP STRATEGY 

9. Mexico has achieved substantial progress in poverty reduction, with some specific 
challenges remaining.  In terms of the other CPS pillars, as discussed below and in Annex A8, 
there were numerous achievements but at the same time, many initiatives have not moved 
forward as fast as hoped.  In areas where parts of the CPS program or major policy reforms have 
not materialized, the Bank has remained engaged, contributing to the policy dialogue. 

10. The Bank’s Mexico team has worked closely with government counterparts to 
achieve one of the top performing portfolios in the region.  This has been done by focusing on 
a selective program underpinned by analytical work and strong client ownership. Annual 
Country Portfolio Performance Reviews (CPPRs) have been used to identify issues and make 
decisions to cancel underperforming projects and restructure others.  As of October 2006 only 
the Basic Health Care III project had been designated as a problem project. 

11. CPS flexibility and Actual Lending. The CPS allows for varying the Bank’s level of 
lending and the share of fast disbursing loans within a lending envelope of US$0.8 billion to 
US$1.7 billion a year, so that exposure is consistent with prudent risk management and remains 
within Bank guidelines.  Lending has fluctuated greatly over the past few years.  After relatively 
low lending levels in FY04 and FY05, in FY06 Mexico had the highest lending program in the 
Bank at US$1.8 billion.  Most of the variation is from policy-related loans, since new investment 
lending has been steady at about $500 million/year.  See more details in Annex A2. 

12. Non-lending Products.  In the CPS the Bank established a programmatic series of ESW 
in key thematic areas, combined with intensive dialogue and informal technical assistance.  
About 40 percent of the Bank’s program budget in Mexico has been invested in these areas.3  
The Bank’s approach to AAA has been complemented by the work of WBI, for which Mexico is 
a focus country.  Overall, the CPS’s flexible lending envelope, aided by a more focused approach 

                                                 
1 The traditional balance has moved into surplus territory, while the augmented PSBR is below 1.5 percent of GDP.  
The non-oil deficit would be larger by about 6.5 percent of GDP.  An analysis of fiscal impulse adjusted for the 
economic cycle shows that fiscal policy has been mildly expansionary in recent years. 
2 Based on a balance of US$9.1 billion in September 2006 and a prepayment of US$5.1 billion. 
3 The status of the AAA work, including in the four programmatic areas, is shown in Table B4. 
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to technical advice and lending, has contributed to a stronger partnership with the current federal 
government while also laying the groundwork for engagement with the new administration 
taking office in December 2006. 

Box 1:  Mexico as a leading Middle Income Country 

 

13. IFC had a historically high US$447.3 million program in FY04, followed by 
US$279.8 million and US$260.5 million in FY05 and FY06, respectively.  IFC strategically 
provided advisory and technical assistance in high impact areas.  As of June 2006, Mexico is 
IFC’s 6th largest committed portfolio, representing 5 percent of IFC’s portfolio worldwide.  The 
committed portfolio stood at US$1.529 billion, including US$1.093 billion for IFC’s own 
account and US$436 million for Participants’ account at the end of FY06.   

A. CPS PILLAR I: REDUCE POVERTY & INEQUALITY  
14. This CPS Pillar supports the objectives of the National Development Plan 2001-2006 to 
strengthen social capital and cohesion, improve education levels and well being and increase 
equity and equality of opportunities in order to meet MDG goals.  

15. The target in the CPS was to reduce the share of Mexicans in extreme poverty 
(measured using the Government’s food-based poverty measure) from 24.2 percent in 2000 
to below 15 percent by the end of the CPS period, while also having in place a sound 
monitoring and evaluation system linked to decision-making.  As discussed in more detail in 
Annex A8, poverty rates are now well below the levels reached before the crisis.  Extreme 
poverty for example, stood at 17.6 percent in 2004.  However, the preliminary estimates for 2005 
show that additional progress has stalled.  

16. The Government's Poverty Strategy attempts to integrate the multiple dimensions 
of well-being and public action into a life-cycle approach.  Social programs have been 
expanded to provide universal service and they have been made increasingly pro-poor.   

17. The Bank has been strongly supporting the Government’s poverty reduction efforts.  
The core instrument has been the Poverty Programmatic AAA, developed in collaboration with 
the country’s Social Cabinet.  The analytical component of this work began with a diagnostic and 

The Bank’s relationship with Mexico in recent years provides a good demonstration of the Bank’s 
current role in middle income countries (MICs).  On the demand side, as in the case of many other MICs, 
Mexico is interested in Bank support for addressing global priorities, including climate change, catastrophe risk 
management, and trade integration. The country also seeks to draw on the Bank’s international experience 
through high-level technical assistance, and to maintain its relationship with the Bank as a fallback financing 
option should private credit markets fail to provide sufficient liquidity at some future point. 

Mexico has been a leading consumer of many of the new or redesigned products and services that the 
Bank has developed.  It was the first country to use local currency products, which have eliminated foreign 
currency risk to financial intermediaries in subnational loans. Mexico is also a leading implementer of Global 
Environment Facility (GEF) grants and other products that help to counter climate change and environmental 
degradation.  Government officials have worked closely with Bank staff on efforts aiming toward the use of 
existing fiduciary and safeguard systems within Bank projects, both to reduce the cost of doing business with 
the Bank and to facilitate the development of the country’s institutions.  Mexico has been open to the Bank’s 
facilitation of dialogue on major development issues such as poverty and inequality, often through jointly 
sponsored conferences and workshops. Where Bank support could not be easily carried out through loan or 
grant-financed programs, various units of government have been willing to pay for the Bank’s unique expertise 
through fee-based services arrangements. 
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overview of GoM strategy (phase I), which was followed by a review of social protection and 
urban and rural poverty focusing on income generating activities (phase II).  A third phase 
reviewed social service delivery in the context of decentralization.  Through these and other 
efforts the Bank has become the reference of choice with regard to poverty issues in Mexico.   

18. IFC investment activities have supported Mexican companies that contribute to 
poverty and inequality reduction. IFC helped increase access to lower income housing by: (i) 
providing financing totaling almost US$700 million to leading mortgage lenders in FY04-06; 
and (ii) offering technical and advisory assistance on the housing finance framework to the 
government and institutions.  IFC’s direct financing support for the social sector totaled US$60.7 
million and included support to a private hospital and a technical university, as well as helping 
the development of a new SOFOL that targets private schools.  Other key examples are US$67 
million in financing for a leading microfinance institution and support to a certified door 
manufacturer, both of which help to create jobs among underprivileged, rural populations. 

B. CPS PILLAR II: PROMOTE ENVIRONMENTAL SUSTAINABILITY 
19. Pillar II supports national programs on Natural Resources Management, Water and 
Environmental Health included in Mexico’s National Development Plan of 2001-2006.  

20. Mexico has made steady progress towards achievement of its environmental goals 
and target 10 of the MDGs.  Conservation efforts have raised the area under protection from 
about 7 percent in 2000 to 9.15 percent in 2005, an important achievement, although this is still 
below the worldwide average of 11 percent.  The enactment of the Law for Integrated Waste 
Management provides the framework to manage sources of pollution.  Water and sanitation 
services are now reaching 90 percent of the population, and more than 34 percent of the 
municipal sewage is being treated.  More needs to be done in terms of water quality, particularly 
to ensure sustainability of the supply (55 percent of users still don’t have a continuous supply of 
the resource).  Mexico still has a high deforestation rate, 25 percent higher than the LAC average 
and four times that of richer countries. Mexico also urgently needs to introduce sustainable 
practices in the management of water resources.  

21. Among Mexico’s most successful accomplishments are policy reforms to 
mainstream environmental sustainability in various economic sectors and important new 
environmental legislation.  The design and implementation of the Agenda de Transversalidad 
de las Politicas Publicas para el Desarrollo Sustentable4 has allowed for the incorporation of 
environmental concerns in energy, water, forestry and tourism policies and programs.  New 
environmental legislation includes amendment of the Water Law in 2004, the enactment of the 
Sustainable Forestry Development Law and the Integrated Waste Management Law mentioned 
above.  This represents solid progress in achieving target 9 of the MDGs.     

22. IFC supported environmental sustainability under its focus area “Promoting 
sustainable environmental and social development and good corporate governance.”  IFC 
has increasingly integrated investment support with technical assistance.  A leading mineral lime 
manufacturer piloted water recovery technology with a grant from IFC’s in-house Environmental 
Opportunities Facility.  IFC also supported an innovative carbon finance project in Mexico with 

                                                 
4 Agenda to Mainstream Public Policies for Sustainable Development. 
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a US$15 million equity investment.  The company will sell the greenhouse gas emission 
reduction it achieves by containing farm animal manure that would otherwise be exposed to air. 

C. CPS PILLAR III: INCREASE COMPETITIVENESS 
23. This CPS pillar supports implementation of policy reforms to improve productivity for 
higher growth and mitigate the expected costs of adjustment to a more open economy.   

24. Comprehensive competitiveness measures show modest improvement in Mexico but 
important challenges remain and have been the focus of GoM efforts.  The World Economic 
Forum’s 2006-2007 Global Competitiveness Report ranks Mexico 58 out of 125 countries in its 
Growth Competitiveness Index, up one spot from 2005.  In the WBG’s Doing Business in 2007, 
Mexico was noted as the “third best reformer in 2006” thanks to improvements in starting a 
business, protecting investors, and paying taxes.   

25. Recognizing the importance of these issues, in 2003 the Fox administration declared 
competitiveness a priority, and progress has been made.  In April 2006, an anti-monopolies 
law was passed providing additional instruments to the regulatory authority.  The Securities Law 
passed in late 2005 strengthens corporate governance, as reflected in Mexico’s jump in the 2007 
Doing Business Report to 33rd place in the ‘Protecting Investors’ scale, up 100 slots from 2006.  
The Programmatic Competitiveness AAA supported the design of the Government’s 
Competitiveness Agenda and provided the analytical basis for GoM/Bank dialogue.    

26. Increasing the efficiency and accessibility of the financial sector has also been a 
particular area of focus.  The Finance and Growth DPL supported reforms including the 
Securities Law, which addresses market transparency and integrity issues and fosters the access 
of new firms to the capital markets. IFC complemented Bank assistance in areas such as housing 
finance, microfinance, and private equity funds.  IFC has supported Mexico’s savings and credit 
sector and specifically government owned BANSEFI in its transformation to incorporate private 
sector ownership.   

27. There is substantial demand for increased and more effective public infrastructure 
investment, both at the federal and state levels, and this may increase with the new 
administration.   The Bank’s 2005 Infrastructure Public Expenditure Review provided analysis 
of the effectiveness and efficiency of public infrastructure spending and a sound basis for 
rationalizing these expenditures.  Government has indicated that its demand for Bank lending for 
infrastructure has been constrained by the cost of administration of Bank safeguard policies.  
Building on the Environmental DPL and the DIRD project, the Bank will continue to support the 
strengthening of local capacity in order to simplify the administration of safeguard policies. 

28. Complementing public investment, IFC has provided direct financing for 
infrastructure, including two power generation plants, a port operation, and bus transportation.  
IFC has supported Mexico through the Public-Private Partnerships (PPPs) program, in 
coordination with the IBRD.  The first PPP project has been already launched with a US$12.4 
million guarantee provided by IFC.  To further maximize synergies and assure smooth 
coordination, the Bank and IFC have held a series of joint brainstorming and planning sessions 
covering issues including housing finance, utilities, transport and the business environment.5 

                                                 
5 Further details on actions within this and the other CPS pillars are provided in Annex A8. 
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D. CPS PILLAR IV: STRENGTHEN INSTITUTIONS 
29. The Institutional pillar is focused on institutional areas not covered explicitly in other 
CPS pillars.  While it is well known that major (e.g., fiscal and energy) reforms did not advance 
as anticipated during this administration, some aspects of this CPS Pillar did progress well. 

30. The Mexican government has continued to improve the transparency of government 
activity.  One clear achievement of the Fox administration has been the creation and subsequent 
strengthening of the Federal Institute for Access to Information (IFAI).  WBI has supported the 
Secretaría de la Función Pública in development and execution of “transparency innovation 
awards” which recognize government agencies and civil society organizations.  

31. The Bank worked intensively on both tax administration and core public 
administration with the Ministry of Finance.  A technical assistance loan to the National Tax 
Agency has helped the government to upgrade its systems for tax administration.  Core public 
administration reforms were focused on the Ministry of Finance with the objective of creating a 
“Ministry of Excellence.”  On the Minister’s request, the Bank provided advisory services on a 
fee-for-service basis.  However, expected follow-up lending for implementation did not advance 
because of difficulties in reaching internal consensus as to the best strategy going forward. 

32. There has been mixed progress in supporting institutional development at the 
subnational level.   Bank staff participated in the National Treasury Convention (Convención 
Nacional Hacendaria (CNH)) and provided technical support for the preparation of fiscal reform 
proposals.  While the CNH provided a useful blueprint based on consensus building, there has 
been little progress in effectively implementing these reforms.  WBI has provided training and 
capacity building at the subnational level, including programs on municipal management, public 
finance, and control of corruption. A State Judicial Modernization loan was approved but while a 
number of states have expressed interest, there have been substantial delays in implementation.  
Working in cooperation with both federal and state governments, the Bank supported the 
development of a set of public financial management indicators, and this work will be supported 
by an IDF grant with a particular focus on accounting harmonization across states. 

E. CROSS CUTTING ISSUES FOR BANK PROJECTS 
33. Country Systems.  The Mexico CPS proposed to move toward greater reliance on 
country processes in procurement, financial management and safeguards, in order to support 
capacity building of client systems within Bank-financed projects while also reducing the cost of 
doing business with the Bank.  To implement this approach, a study was carried out in FY05 to 
examine the possibility of expanding the use of Mexico’s public sector financial management 
and procurement systems in WB-financed programs.6  In safeguards, the DIRD project has 
attempted a new approach as a pilot for country systems in the State of Guanajuato.  The state 
has expressed its appreciation for the Bank’s determined efforts to work with state officials to 
bring their policies and practices to international standards.  This work is ongoing, and progress 
under this pilot was presented to the Bank’s Board in July 2006.  The Country Systems approach 
and its application in Mexico are discussed in more detail in Annex A5. 

34. Local Currency Financing.  The Bank’s Finance Committee has approved extending 
local currency financing to IBRD clients on a case-by-case basis. The first two of these 

                                                 
6 Review of Federal Government Procurement, Financial Management and Disbursement Systems Report # 33403. 
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operations in the Bank were approved for Mexico in June-July 2004, followed by an additional 
loan in 2005.  All three operations involve onlending to states.  These were the DIRD, Judicial 
Modernization and Tertiary Education projects.  By using financial swaps to eliminate currency 
risk to borrowers, the local currency products have proved valuable in reducing borrowing costs 
for BANOBRAS and the states involved. 

IV. THE COUNTRY PARTNERSHIP STRATEGY GOING FORWARD 

35. During the next two years the partners of this CPS will continue working within the 
flexible framework of the current CPS.  The four pillars are still considered to be the most 
relevant for Mexico’s development, although other priority areas of the new government will be 
central to the preparation of the next CPS in FY08.  For the near term, it is expected that the 
number of new projects entering the Bank’s portfolio will be similar to previous years; however, 
loan amounts are expected to be smaller.  While total new lending will likely be lower than in 
previous years, demand for non-lending products such as grants and fee-based-services is 
expected to remain strong.     

36. The impending change in administration and the importance of new types of 
engagement at the subnational level, suggest the need to extend the flexibility of the CPS 
going forward.  To do so, this Progress Report presents a Menu of Projects, instead of a typical 
Lending Program, for FY07-08.  This is reflected in Annex A2 and Table B3.7  The Bank is also 
building flexibility into its internal (e.g. planning and budgeting) processes to allow the Mexico 
program to be adjusted based on discussions with the new administration.  IFC will also maintain 
a flexible approach, by continuing to strengthen Mexico’s investment climate through technical 
assistance, particularly at the municipal level.  In addition, it will seek to: (i) deepen the financial 
sector, with emphases on mortgages, second tier banks, access to finance and financial services 
of the lower income population; (ii) support particular areas of private sector participation 
including subnational and PPP financing, renewable energy and the social sector; and (iii) 
promote sustainable environmental and social development and good corporate governance.  In 
implementing this strategy, South-South and frontier market investments will be given a priority. 

37. Two particular near-term actions are important for the implementation of the 
remainder of this CPS, and for preparation of the next one, as detailed below.   

38. Working with Subnational Governments.  Much of Mexico’s future lies with 
improving service delivery and governance in states and munipalities.  Most states have fairly 
low levels of debt and many are accessing the private credit markets.  Even with this market 
access, and with high oil prices providing substantial revenues, there is clear interest from 
subnational governments in obtaining Bank financing and technical support. Through onlending 
arrangements, the Bank has been able to indirectly finance several new projects at the state level 
and also deliver concrete results through technical assistance and studies.  Still, Bank 
engagement is below potential.  This is primarily because of the cost and administrative burden 
of working through the local financial intermediary.  Even for loans that have been signed, 
implementation has been very slow.  As part of the CPS PR process, the Bank is working with 
the federal and subnational governments to explore this issue and will discuss the ideas generated 
with the new federal administration.  Meanwhile, in conjunction with the Bank’s Infrastructure 
                                                 
7 The menu suggests projects where Bank support could be helpful. However, the Bank is open to consider projects 
outside of this menu, based on client demand, that are consistent with the CPS pillars. 
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Vice Presidency, IFC has continued to explore ways to support municipalities with innovative 
financing approaches.  Building on its first-ever municipal financing project that facilitated 
financing for the Municipality of Tlalnepantla in Mexico, IFC is supporting the creation of a 
SOFOM that would provide financing to medium-sized municipalities.  A US$2.5 million equity 
investment to support this SOFOM was approved by the Board in December 2005.   

39. Political Transition.  During the current political transition, the Bank has been working 
with its development partners in a process that led to the preparation of Policy Notes presented to 
the government and the presidential transition team in coordination with the IDB and OECD in 
November 2006.  The Bank will continue its dialogue with the government and other partners 
regarding Mexico’s developmental priorities.  The key issues raised by Felipe Calderon during 
the Presidential campaign are substantially similar to the CPS pillars, as shown below: 

Figure 1. CPS Pillars and Calderon’s Campaign Policy Proposals 
Calderon’s Key Themes8 Related CPS Pillars 

1) Rule of Law and Public Security Somewhat related to “Strengthen Institutions” 
2) Economic Competitiveness and Employment 
Generation Increase Competitiveness 

3) Equality of Opportunity Reduce Poverty and Inequality 
4) Sustainable Development Promote Environmental Sustainability 
5) Effective Democracy and Responsible Foreign Policy Strengthen Institutions 

V. LENDING SCENARIOS AND IBRD EXPOSURE 

40. As of June 30, 2006, Mexico was the Bank’s third largest borrower with US$9.1 billion 
debt outstanding.9  The GoM has subsequently carried out a substantial prepayment 
(approximately US$9 billion) of multilateral bank (IBRD and IDB) debt, drawing on central 
bank foreign exchange reserves, which reduced IBRD debt by US$5.1 billion (56 percent of debt 
outstanding). The prepayment reflects the government’s interest to replace foreign currency debt 
with locally issued instruments and as such it suggests a reduced appetite for foreign borrowing 
in the future.  In addition, the prepayment was meant as a signal to the financial markets of 
Mexico’s macroeconomic and fiscal stability.10  Mexico is thus well within the IBRD’s exposure 
guidelines and the single borrower exposure limit of US$14.5 billion.    

41. Lending in FY07 and FY08 is expected to be at or below the low end (US$0.8 billion) 
of the CPS range. Actual lending has been, on average, near the most likely lending scenario of 
US$1.2 billion per year during the first half of the CPS period.  Of the issues identified in the 
CPS that would move the Bank program to the lower end of the lending range—government’s 
choice to reduce exposure to the Bank, insufficient maintenance of sound economic policies, or a 
deterioration of portfolio quality—only the first has materialized, but it has emerged in a 
                                                 
8 “100 acciones para los primeros 100 días de Gobierno” (100 actions for the first 100 days of Government).  
Calderon’s Transition Team literature. 
9 See Annex A3 for the calculation of net transfers. 
10 The government’s press release in June 2006 also referred to fiscal savings to be generated from the prepayment 
transaction, but the amount published could not be independently verified.  In addition to possible small reductions 
in financial costs, cost savings may have also come from reduced financial agent fees, since these agents are paid a 
fee to service loans.  Timing is also a factor, as prepayment of multilateral debt is a relatively fast process because 
there are clear provisions in the loan agreements for doing so. 
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significant way, as evidenced by the large prepayment.  The conservative lending estimate 
therefore reflects the expected reduction in the federal government’s external financing 
requirements, taken along with uncertainties related to the lending demand of the incoming 
government.11 

VI. WORK OF OTHER DONORS 

42. The Inter-American Development Bank (IDB) has a large program in Mexico.  During 
CY2005, the IDB approved US$2 billion in loan and guarantee commitments to Mexico.  
Through September 2006, lending in CY06 was US$387 million.  As of September 2006, 
Mexico had US$7.6 billion in debt outstanding with the IDB.  The prepayment referred to above 
will reduce commitments by roughly US$3.6 billion however.  The IDB has faced similar 
challenges to the WBG in recent years, but has had some particular successes, including with 
some of its subnational programs and the Oportunidades conditional cash transfer program.  
There are numerous examples of effective collaboration between the WBG and IDB, including in 
education (CONAFE), social protection (with SEDESOL), training, procurement, project 
financial management, public administration and housing.  Annex A7 provides more information 
on Bank/IDB collaboration, and the activities in Mexico of other development agencies. 

43. Relations with the IMF.  Mexico has no Purchases and Loans outstanding with the IMF 
but maintains periodic bilateral discussions as part of the Fund’s regular surveillance program.  
The last Article IV consultation was concluded by the IMF Executive Board on September 6, 
2006.  The Executive Directors commended the Mexican authorities for the improvements made 
in economic policies, institutions and structures over the last decade, which have contributed to 
greater macroeconomic stability and reduced financial vulnerability.  Directors encouraged the 
authorities to move ahead with structural reforms to improve productivity and establish the basis 
for fast economic growth over the medium term.12  The IMF, partnered with the World Bank, 
carried out a Financial Sector Assessment Program (FSAP) Update in the spring of 2006.  The 
Update noted several key financial sector reforms that had been carried out since the 2001 FSAP.  
Key financial soundness indicators are strong and the Mexican financial system is considered to 
have increased its resilience to adverse shocks. 

VII. CREDITWORTHINESS & RISKS  

44. Mexico’s BBB credit rating is one level above the lowest investment grade, and the 
outlook of the rating agencies is either stable or positive.13  Consistent implementation of the 
public debt management strategy aimed at reducing vulnerabilities and long-term financing costs 
has led to a significant strengthening of the government’s debt structure.  The increasing use of 
longer term fixed rate peso bonds has contributed to an important increase in the average 
maturity of domestic public debt.  A gradual reduction of external debt, by at least US$500 
million a year, has also been part of the strategy to reduce the country’s exposure to potential 
market vulnerabilities and external shocks, and this process was highly accelerated by the 
repayment of over half of the outstanding IBRD and IDB debt earlier this year.  The fiscal 

                                                 
11 See Table B7 for Key Exposure Indicators. 
12 The Staff Report, the FSAP Update, Selected Issues Paper, a Public Information Notice and a statement by the 
Executive Director for Mexico were published in October 2006 and are available on the internet (www.imf.org). 
13 In the case of Moody’s, Mexico’s credit rating is two notches above the minimum investment grade. 
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consolidation envisaged in the government’s medium-term fiscal framework would reduce net 
augmented debt to 32 percent of GDP by 2009, from 41 percent in 2004.14 

45. Nevertheless, Mexico is exposed to potential risks of a sharp adjustment in global 
imbalances or a sudden decline in oil prices.15  If the former occurs, or for some other reason 
the U.S. economy stalls, the Mexican economy could be adversely affected.  A dramatic decline 
in oil prices would also have an immediate impact, affecting both the fiscal and external 
balances.  In addition, there is a medium-term risk that arises from the fact that oil production is 
already declining in the largest oil field (Cantarell).  Without additional investment leading to oil 
discoveries, there are about 10 years of proven reserves at current production levels. 

46. The status of the risks identified in the CPS are analyzed in Annex A6.  While some 
of these risks (e.g. non-additionality) represent continuing challenges of the Bank’s work in 
Mexico, most of the risks have not materialized during the CPS period.  The risk related to the 
difficulty of carrying out policy reforms16 has influenced the adjustments made in the Bank’s 
portfolio during the CPS period, especially in the case of DPLs which have been shifted to areas 
where policy reforms showed progress.  This remains an important issue given the change in 
presidential administration and the continuing existence of a divided Congress.  This risk will be 
mitigated through Bank/IFC engagement with the new federal administration.  In addition, 
projects supporting subnational governments are somewhat less affected by the federal transition. 

VIII. NEXT COUNTRY PARTNERSHIP STRATEGY 

47. The next CPS will be developed with the new government that took office in December 
2006 and other partners.  It will be presented to the Board in the Bank’s fiscal year 2008. 

                                                 
14 Negotiations are under way for a new Master Derivatives Agreement that would permit application of the Bank’s 
risk management products (e.g., currency and interest rate swaps) to Mexico’s non-IBRD liabilities. 
15 While there are other longer-term risks, these two risks are the most relevant for the remainder of the CPS period. 
16 The inability to achieve many policy reforms is being analyzed in the Bank’s Institutional and Governance 
Review (IGR).  
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Annex A1 

MEXICO: Country Economic and Political Context 
Mexico has managed to achieve moderate average growth of 2 percent per year in per capita 
incomes from 1996-2005.  After a strong rebound of economic activity in 2004—when GDP 
rose 4.2 percent—the economy expanded by 3.0 percent in 2005. Global economic growth, high 
oil prices and export revenues, favorable external financial conditions, and increased domestic 
credit have stimulated aggregate demand, raising economic activity and employment. These 
favorable trends continued into 2006, with GDP growing by a robust 5.1 percent (year-on-year) 
in the first semester. 

There are substantial disparities across regions and social groups.  Some southern regions 
have shown slow growth and were negatively affected by hurricanes in late 2005.  Social 
indicators for indigenous peoples lag behind national averages. For example: (i) the infant 
mortality rate among indigenous peoples stood at 38.5 in 2000, vs. 24.9 for the overall 
population; and (ii) illiteracy among indigenous women is 43 percent – far above the national 
average of about 10 percent (2000 census).  Inequality is discussed more generally in paragraph 
13 below.  

Mexico’s macro-economic fundamentals remain sound, aided by high oil prices.  Mexico 
has continued to manage inflationary expectations, with inflation of just over 3 percent in 2005.  
Monetary policy continues to follow an inflation targeting framework, under which the exchange 
rate is allowed to float.  Aggressive interest rate increases in 2004 lowered inflationary 
expectations and gave the Central Bank the leeway for rate reductions in late 2005 and during 
2006; however, the 2004 tightening may have contributed to the slower economic growth 
experienced during 2005.     

The federal government has kept the fiscal deficit within its annual budget targets and in 
line with its medium-term goal of fiscal consolidation.17  Higher than budgeted oil revenue has 
played an important role in achieving fiscal targets.  Oil-related budget revenue grew by a total 
of almost 2.5 percentage points of GDP from 2003-05, and provided nearly 40 percent of public 
revenue in 2005.  Non-oil tax revenues remain at the relatively low level of about 10 percent of 
GDP. 

Helped by strong oil revenue and workers’ remittances, Mexico’s external current account 
deficit has been modest throughout the recovery.  Remittances are estimated at more than 
US$20 billion for 2005, about 2.5 percent of GDP.  The value of external trade resumed a double 
digit percentage growth in 2004 after stagnating throughout the recessive 2001-2003 period.  
Mexican exports are closely related to U.S. industrial production but face increased international 
competition, particularly from China which now exports more to the U.S. than Mexico does.  A 
modest strengthening of the real effective exchange rate further complicates this situation; 
especially for the development of new export industries.  Within the inflation-targeting 
framework, the only way to impact the real effective exchange rate would be through more 
aggressive fiscal adjustment. 

                                                 
17 The traditional balance has moved into surplus territory, while the augmented PSBR is below 1.5 percent of GDP.  
The non-oil deficit would be larger by about 6.5 percent of GDP.  An analysis of fiscal impulse adjusted for the 
economic cycle shows that fiscal policy has been mildly expansionary in recent years. 
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The favorable macroeconomic conditions are supporting Mexico’s efforts to replace foreign 
debt with local debt.  During late 2006, Mexico carried out a significant prepayment of its debt 
to the IBRD and IDB, which reduced the country’s outstanding IBRD debt by around 56 
percent.18  This was done by drawing down foreign exchange reserves, which in August stood at 
over US$75 billion.  Following this prepayment, the federal government’s external debt, as a 
proportion of total outstanding debt, declined from its already historically low level of 32.5 
percent, to 28.5 percent. 

Steady economic performance and responsiveness to poverty concerns have contributed to 
rising income levels and overall lowering of poverty rates.  Mexico’s per capita income level 
reached US$7,150 in 2005 and its poverty rate (based on US$2 per day) is well below the 
average for Latin America (see Figure 2).  The reduction in extreme poverty can be explained by 
positive developments in rural areas in large part due to sustained macroeconomic stability, 
increased public and private transfers such as those done through Oportunidades and 
remittances, and income diversification into non-agricultural activities. 

Figure 2. Share of Population Living on less than $ 2 USD a day 
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Source: WB estimates based on household surveys.  In 2004, the US$2/day poverty line was 583 monthly per capita pesos. 

Poverty rates, nevertheless, remain high, as does income inequality.  Inequality in Mexico is 
still high and approximates the Latin American average.  Forty percent of total national income 
is concentrated in the top decile of income earners, while the poorest decile generates only 
around one percent of total national income.  Figure 4 shows that national inequality has lessened 
since 2000, but rural inequality remains worse than it was prior to the mid-1990s financial crisis.  
Inequality in Mexico has been attributed to a number of factors including education and 
insufficient internal competition.19 

 
Figure 3. Gini Index for Population 

  1994 1996 1998 2000 2002 2004 
National 54.3 52.4 53.6 53.5 50.8 50.0 

                                                 
18 Based on a balance of US$9.1 billion in September 2006 and a prepayment of US$5.1 billion. 
19 Gladys López Acevedo, in “Mexico: Two Decades of the Evolution of Education and Inequality” (WB Working 
Paper, August 2006), found that education was by far the most important factor explaining inequality.  Guerrero, 
Lopez-Calva, and Walton (“La Trampa de la Desigualdad y su Vínculo con el Bajo Crecimiento en México”) 
attribute the presence of suboptimal policies and institutions to unequal structures of wealth and influence in 
Mexican society, which were established over many years under the corporatist regime.  See this and other papers 
presented at the November 27-28, 2006 “Equidad y Competencia” Conference on www.bancomundial.org.mx.  



 

  13

Rural 43.7 44.7 48.8 53.2 49.5 47.0 
Urban 50.3 49.3 49.3 48.4 46.2 48.0 
   Note: Based on per capita income. 
   Source: WB staff estimates based on ENIGH data. 

Mexico’s political system is now quite competitive.  Three political parties – PRD, PRI, and 
PAN – can now claim national clout, and multiparty competition is the norm in most states.  At 
the federal level, all three major parties have substantial blocs in the Congress and presented 
viable candidates for the presidency in the July 2006 election.  These positive developments 
represent the continuation of Mexico’s democratization process; however, they present 
challenges in terms of carrying out policies and programs, including specific structural reforms 
needed for accelerated growth.  Such reforms are also challenged by the presence of powerful 
interest groups.20 

                                                 
20 The historical and current role of interest groups is explained in the in-process Bank report: “Mexico: Institutional 
and Governance Review” (IGR). 
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Annex A2 

CPS FY05-08  
FY05-06: Planned vs. Current 

FY PLANNED Ln $ CURRENT Ln $ 
     

Tertiary Education Financing II 200 State Judicial Modernization   30 
CONACYT II 200 Basic Development Education III 300 
Lifelong Learning & Training SWAP 200 Housing & Technical Assistance    8 
Water Resources Mgmt 100 Innovation for Competitiveness 250 
Highway Finance SAL 300   
Environmental SAL II 200   

2005 

TOTAL FY 2005 $ 1,200 TOTAL FY 2005 $  588 
 

Education Quality SWAP 300 Modernization Water & Sanitation Sector 25 
Access to Land for Young Farmers 100 Access to Land for Young Farmers 100 
Strengthen Public Finances TAL  50 Tertiary Education  180 
Property Rights Program 100 School Based Mgmt (ex Educ Quality) 240 
CONTIGO SAL 300 Environmental Services 45 
Housing & Urban Prog SAL II 100 ENVDPL II 201 
Strengthen Public Finances SAL 250 Afford Housing & Urban DPL II 201 
  Finance & Growth DPL I 501 

  Competitiveness DPL I 301 

2006 

TOTAL FY 2006 $ 1,200 TOTAL FY 2006 $ 1,793 
 

FY07-08: Menu of Projects21 
Investment: 
Indigenous Communities  
Integrated Man. Basins & Aquifers 
(CRL2) Rural Electrification Project. 
Savings & Credit Sector Strengthening (Additional Financing) 
Tertiary Education II 
DPLs: 

2007 

ENVDPL III 
 

Investment: 
Environmental Management 
Medium Cities Urban Transport II 
Water Rights 
Community Forestry III 
Decentralized Infrastructure II 
Community Access to Justice II 
DPLs: 
Social Development Policy Loan 
Competitiveness DPL II 
Water Policy Development 
Afford Housing DPL III 

2008 

Development Banks DPL I 
                                                 
21 The menu suggests projects where Bank support could be helpful. However, the Bank is open to consider projects 
outside of this menu, based on client demand for projects that may be consistent with the CPS pillars. 
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Annex A3 

Portfolio Performance & Financial Flows 
Among Latin American countries, Mexico has the second largest portfolio under supervision 

in terms of net commitments.  As of September 30, 2006, Mexico's active portfolio comprises 17 
projects in various stages of implementation, for a net commitment amount of US$2.3 billion of 
which US$1.4 million remains undisbursed. Additionally, Mexico has 6 GEF grants of about 
US$87 million.  In FY06, the Bank approved 9 projects for a total lending amount of US$1.8 
billion.   

Annual lending has declined since the late 1990s from a 3-year moving average of US$1.3 
billion to US$1.0 billion during FY04-06.  In recent years, Mexico has had negative net 
transfers with the Bank, as shown in Table 1 below.  Mexico’s IBRD exposure has experienced 
a decrease of 14 percent since FY03, and this has been accelerated by the loan prepayments 
carried out in September-November 2006. 

Table 1. Mexico’s Monthly Statement of Commitments, Disbursements and Repayments 

    FY07 
HISTORICAL DATA    TO DATE 
 FY04 FY05 FY06 (SEP 06) 
     
Commitments During Period  1/ 666.23 587.77 1,793.04 0.00 
Undisbursed Balance at End of Period 2,357.04 1,531.13 1,817.22 1,377.59 
Base Exposure at End of Period 10,168.65 9,069.78 9,172.79 9,140.62 
Percentage Exposure at End of Period 9.36% 8.47% 8.97% 8.84% 
     
Disbursed During Period (Cash Value) 865.47 818.13 1,505.91 439.62 
Principal Repayment During Period (Cash Value) 1,388.03 1,924.70 1,411.94 477.03 
     
Disb. Net of Principal Repayment (Cash Value) -522.56 -1,106.57 93.97 -37.40 
Interest and Other Charges (Cash Value) 567.71 466.13 461.45 66.64 
     
Net Transfer (Cash Value) -1,090.27 -1,572.70 -367.49 -104.05 
     
Cancellations During Period 121.68 595.55 1.04 0.00 
     

As of September 30, 2006 

IEG’s outcome ratings for FY00-06 show 74 percent of projects with satisfactory 
outcomes, compared with 78 percent satisfactory projects for LCR.  For the rated projects, more 
recent operations were generally rated higher than older ones, e.g. four of the unsatisfactory 
projects had been approved during the 1994-95 crisis. 

The Bank’s performance has resulted in 100 percent of project supervision rated 
satisfactory in projects evaluated by QAG. As of June 2006, only the Mexico Basic Health 
Care III project has been designated as a problem project, but based on decisions reached in the 
May 2006 CPPR, the restructured project is expected to soon be on sound footing. See Table B2 
for additional data on portfolio performance. 
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CPS Annex A4 (Page 1 of 4) 
Mexico - Country Development Objectives and WBG Partnership Strategy Monitoring Matrix 

Country 
Development 

Objectives 

WBG Partnership 
Strategy 

WBG Instruments Applied 
 

Medium-term Indicative Country Targets     
(by end of CPS period) 

Status in 2006 
 

Long-term MDG Targets (by 
2015) 

 
Manage the 
economy in a 
responsible 
manner 
 

Disseminate 
international best 
practice and policy 
analysis to expand 
macroeconomic and 
sectoral policy 
awareness 
 

Public Expenditure Rev AAA 
(FY04) Infrast Public Exp Rev 
AAA (FY05)  
 

PSBR deficit remains below 3%; inflation 
level remains within the central bank's 
medium-term band of 2-4%; augmented stock 
of public sector debt remains below 50% of 
GDP 

During 2005, the PSBR deficit decreased 
to 1.6% of GDP.  The country has 
continued to manage inflationary 
expectations, with inflation of just over 
3% in 2005. Augmented stock of public 
sector debt reduced to 39% of GDP in 
2005. 

Target 15.  Deal 
comprehensively with debt 
problems through national and 
international measures in order 
to make debt sustainable in the 
long term 

CPS PILLAR I: REDUCE POVERTY & INEQUALITY 
Strengthen social 
capital and social 
cohesion 
 

Support to design, 
monitor, and evaluate 
social protection and 
poverty related 
programs under Contigo 
framework 

Poverty in Mexico I AAA (FY04)  
Poverty in Mexico II AAA (FY05)   
Rural Poverty Analysis AAA 
(FY05) 
 

Share of population within the official 
Mexican food based poverty measure falls 
below 15% (24.2% in 2000); a sound 
monitoring and evaluation system linked to 
decision-making is in place. 

The share of population within the 
official Mexican food based poverty 
measure has fallen to 17.6% in 2004, 
from 24.2% registered in 2000.  
 

Targets 1 and 2.  Halve the 
number of people in extreme 
poverty, and  number of people 
who suffer from hunger 

Net primary enrollment of children 6-12 in 
rural areas increases to 96% ( 91% in 2002); 
primary terminal efficiency increase to 97% 
(90% in 2003); secondary terminal efficiency 
increases to 88% (from 80% in 2003) 

Net primary enrollment of children 6-12 
in rural areas increased to 95.3% in 2004. 
Preliminary estimates from SEP of the 
secondary terminal efficiency illustrate a 
reduction to 78.8% in 2004-2005. 

Target 3.  Ensure that all 
children, boys and girls alike, 
will be able to complete a full 
course of primary schooling 
 

Support to increase 
access to and quality of 
education 
 

Basic Education Dev III (FY05)  
School Based Mgmt Proj (FY06)  
Tertiary Educ Assist (FY 06)          
Training Mechanism AAA (FY04)  
Educ Quality I AAA (FY05) 
IFC Tertiary Education Operations 
Quality of Educ II AAA (FY06) 

Gender gap for all levels of education is 
maintained below 5% 
 

The medium-term country target 
indicator was achieved. During 2005-06, 
the primary enrollment ratio between 
boys and girls is 95.2; the secondary 
education enrollment ratio increased to 
98.9; and the higher education 
enrollment ratio increased to 99.7 

Target 4.  Eliminate gender 
disparity in primary and 
secondary education preferably 
by 2005, and in all levels of 
education 
 

Under-five mortality rate falls below 15 per 
1,000 (from 25.0 in 2003). 
 

The infant mortality rate decreased to 24 
per 1,000 births in 2004, from the 25 
registered in 2003.  

Target 5.  Reduce by two-thirds 
the under-five mortality rate 
 

Maternal mortality rate falls below 45 per 
100,000 births (from 63.9 in 2002). 
 

The maternal mortality rate decreased to 
62.4 per 100,000 births in 2004, from 
65.2 registered a year earlier.  

Target 6.  Reduce by three-
quarters the maternal mortality 
rate 
 

Improve levels of 
education and well 
being 
 

Support to include the 
poor in social services 
both on the supply and 
demand sides 

Poverty in Mexico III AAA (FY06) 
 

HIV prevalence for females (ages 15-24) is 
maintained low at 0.05-0.08% and for males at 
0.17-0.26%; malaria morbidity rate remains 
below 4.9 per 100,000; tuberculosis morbidity 
rate remains below 2 per 100,000. 

The HIV prevalence for the young 
population (ages 15-24) is 0.01% in 
2004. The malaria morbidity rate is 3.7 
per 100,000 in 2003. Tuberculosis 
morbidity rate reduced to 2.5 per 
100,000 in 2004. 

Targets 7, 8 and 17.  Halt and 
begin to reverse the spread of 
HIV/AIDS, and the incidence of 
malaria and other major 
diseases.  Also, provide access 
to affordable, essential drugs 
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Support efforts to 
provide broader access 
to low-income housing 
and land ownership 

Affordable Housing & Urban I 
(FY04) 
Housing and Urban TA (FY05)  
Access to land for Young farmers 
(FY06) Affordable Housing & U II 
(06) 
IFC Housing Strategy 

Housing solutions increase to 750,000 per 
year; 50% of States establish property rights 
modernization programs 
 

During 2005, housing solutions increased 
to 678,343. For 2006, CONAFOVI 
expects to reach the medium-term goal 
of financing 750,000 mortgages. 

Target 11.  Achieve significant 
improvement in the lives of slum 
dwellers 
 

Support to increase 
equity of public 
spending at Federal and 
State levels. 

Poverty in Mexico III AAA (FY06) 
 

Oportunidades and Red Alimentaria programs 
achieve 100% coverage of food-based poor 
families 
 

Oportunidades Program achieved 39.9% 
coverage of food-based poor families in 
2004.  

Increase equity 
and equality of 
opportunities 
 

Support efforts to 
facilitate inclusion of 
indigenous groups, as 
well as women 

IFC Microfinance Operations Primary school enrollment of indigenous 
children 6-12 increases to 80% (from 71% in 
2000) 

Primary school enrollment of indigenous 
children 6-12 increased to 80.8% in 
2005. 

See Targets 1, 2, 3 and 4 above 
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CPS Annex A4 (Page 2 of 4) 
Mexico - Country Development Objectives and WBG Partnership Strategy Monitoring Matrix 

Country 
Development 

Objectives 

WBG Partnership 
Strategy 

WBG Instruments Applied 
 

Medium-term Indicative Country Targets     
(by end of CPS period) 

Status in 2006 
 

Long-term MDG Targets (by 
2015) 

 
CPS PILLAR II. PROMOTE ENVIRONMENTAL SUSTAINABILITY 

Support to integrate 
principles of sustainable 
development into 
country policies and 
programs 

Environmental DPL II (FY06) Final transfer of at least one or more 
environmental management functions from 
federal government to at least 25% of states 

During 2005, there was final transfer of 
environmental management functions 
from federal government to six states 
(18.75% of states). 

Support to address air 
pollution, solid waste 
management, promote 
clean energy 
technologies, and green 
house gas emissions 

Waste Mgmt & Carbon Offset GEF 
(FY05)       
Large-Scale Renewable Energy 
GEF (FY06)   
Wind Umbrella - La Venta II GEF 
(FY06)                                          
Methane Gas Capture TF (FY06)       
Integrated Energy Serv TF (FY06) 

Increase renewable energy capacity to 1,700 
MW; at least ten projects for carbon financing 
under Clean Development Mechanism (e.g., 
renewable energy, forestry) under 
implementation; levels of installed capacity for 
handling solid waste increases to 20% (over 
2001 levels) 

Renewable energy capacity increased by 
964 MW in 2005. There are nine projects 
for carbon financing under Clean 
Development Mechanism which are 
under implementation. Two are 
developed with World Bank involvement 
and signed by ERPA. 

Community Forestry II (FY04) 
Irrigation & Drainage 
Modernization (FY04)                        
Modernization Water TAL (FY06)     
Environmental Services (FY06) 

Natural Protected Areas with sufficient 
administrative capacities increase to 90 (from 
8 in 2001); percentage of forest inspections 
that detect total compliance with legal 
standards increases to 35% (from 10% in 
2001) 

In February 2006, 83 out of the 155 
federal protected areas had personnel and 
an annual budget from CONANP. These 
83 protected areas cover 14,746,669 ha 
or 79% from the total area with a federal 
decree (CONANP, 2006). 

Target 9.  Integrate the 
principles of sustainable 
development into country 
policies and programs, and 
reverse the loss of environmental 
resources 

Promote 
development in 
harmony with 
nature and the 
environment 

Support to address 
water scarcity problem 
and high rates of 
deforestation, as well as 
to promote sustainable 
natural resource 
management Rural Water Rights AAA (FY04)       

Economic Ass of Policy Interv 
Water I AAA (FY05)                   
Economic Ass of Policy Interv 
Water II AAA (FY06)                         
Water PER AAA (FY06) 
WBI capacity building support to 
national association of municipal 
water utilities (ANEAS) 

Number of participatory water basin councils 
operating increases to 25 (from 1 in 2001) and 
number of groundwater committees operating 
increases to 40 (from 4 in 2001); total revenue 
from water abstraction and pollution charges 
increases by 15% (over level of 6,150 million 
Mexican pesos in 2001); number of overdrawn 
aquifers is reduced from 100 under this 
situation in 2002; share of people with access 
to safer water resources increases to 88% and 
to sewage services increases to 78% (from 
80% and 74% in 2000, respectively) 

Number of participatory water basin 
councils operating increased to 16 in 
2004. The number of groundwater 
committees operating increased to 41 in 
2004. Based on the revised figures from 
CNA, total revenues from water 
abstraction and pollution charges 
increased 6.9% on average for the 2001-
2004 period. These revenues increased to 
7,827 million pesos in 2003, but 
revenues contracted to 7,751 million 
pesos in 2004. The number of overdrawn 
aquifers increased to 104 in 2004 from 
102 in 2003. The share of the population 
with access to safer water resources 
increased to 87.8% and to sewer services 
increased to 84.8% in 2005. 

Target 10.  Halve the proportion 
of people without sustainable 
access to safe drinking water and 
basic sanitation 
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CPS Annex A4 (Page 3 of 4) 
Mexico - Country Development Objectives and WBG Partnership Strategy Monitoring Matrix 

Country 
Development 

Objectives 

WBG Partnership 
Strategy 

WBG Instruments Applied 
 

Medium-term Indicative Country Targets     
(by end of CPS period) 

Status in 2006 
 

Long-term MDG Targets (by 
2015) 

 
CPS PILLAR III: INCREASE COMPETITIVENESS 

Support efforts to 
enhance market 
efficiency and increase 
competitiveness 

Competitiveness & Trade II AAA 
(FY06)    
Competitiveness DPL (FY06) 
IFC Infrastructure Operations 
FIAS/Doing Business Mexico 
Report and follow up TA work 
 

50% of the 150 largest municipalities 
implement single-point business registration 
systems; average number of days required to 
register a new business falls below 45 days 

According to Doing Business 2006, The 
number of days required for starting a 
business is 58 days. The numbers of days 
required has not decreased in the last 
three years. Moreover, the number of 
days required to register property are 74 
days. 
 

Target 12.  Further develop an 
open, rule-based, predictable, 
nondiscriminatory trading and 
financial system (including 
commitment to good 
governance, development, and 
poverty reduction) 

Support efforts to 
develop financial 
markets, improve access 
to financial services, 
and expand property 
ownership opportunities 
 

Savings & Rural Finance 
(BANSEFI - FY04)                             
Finance & Growth DPL (FY06) 
IFC Financial Sector Operations 
IFC Partial Credit Guarantees and 
Structured Finance products 
 

Number of "popular banking" accounts 
reaches 9.2 million 
 

The number of "popular banking 
accounts" increased to 7.2 million in 
2005 from 6.6 million registered a year 
earlier. BANSEFI accounted for the 
46.3% of the total popular banking 
accounts, the rest are banking accounts 
from SACPs (Sector de Ahorro y Credito 
Popular).  

Support to promote 
good corporate 
governance and social 
responsibility 

WBI Courses on Corporate Social 
Responsibility & Sustainable 
Competitiveness, Government-
business dialogues on CSR 
IFC Operations (case-by-case) 
 
 

Number of firms who have instituted 
Corporate Social Responsibility strategy 
(and/or code of conduct) increases by 20%; 
number of individuals (corporate programs 
and university/business school programs) who 
receive training in corporate social 
responsibility and business ethics increases by 
50% (from 2002 levels) 
 

10 training events on CSR, including on-
line courses and face-to-face seminars 
and dialogues. 2,700 participants 
including business executives, 
government officials, and academic sector 
representatives. Union Social de 
Empresarios de Mexico (USEM) 
provided CSR training courses to 687 
participants during 2003-2005. 

Non-MDG Target.  Increase 
economic growth rate of Mexico 
to levels comparable to its main 
trading partners 

Increase and 
expand country 
competitiveness 
 

Support to integrate 
SMEs and rural sector 
into the global economy 
 

IFC Microfinance Operations 75,000 new SMEs perform electronic 
transactions 
 

 Target 17.  Make available the 
benefits of new technologies, 
especially information and 
communication 

Promote balanced 
regional 
development that 
includes all 
segments of 
population 

Support efforts to expand 
coverage, improve 
quality, reduce cost of 
basic services and 
infrastructure, as well as 
addressing regional 
develop and market 
disparities 

DIRD (FY04)          
IFC Infrastructure Operations 
 
 

Over 6,300 km of highways are constructed or 
modernized in the 2000-2006 period 
 

The road network increased to 352,072 
km in 2004, from 333,912 recorded in 
2000. Unpaved roads increased by 5,312 
km and paved roads increased by 12,848 
km during 2000-2004 period. 
 

Non-MDG Target.  Greater 
dynamism in States and local 
communities in expanding 
Mexico's competitiveness and 
poverty focus 
 

Promote education 
for the development 
of personal 
capacities as well as 
individual and 
collective initiatives 

Support to improve 
work force skills, 
innovation and product 
quality 
 

Innovation & Competitiveness 
(FY05) 
IFC Tertiary Education Operations 
 
 

Share of 15-19 year-olds that have completed 
lower secondary reaches 75% (from 67% in 
2002); number of researchers in national 
system further increases from 10,000 in 2003 
 

The number of researchers in the 
national system increased to 10,904 in 
2004. 
 

Target 16.  Develop and 
implement strategies for decent 
and productive work for youth 
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CPS Annex A4 (Page 4 of 4) 
Mexico - Country Development Objectives and WBG Partnership Strategy Monitoring Matrix 

Country 
Development 

Objectives 

WBG Partnership 
Strategy 

WBG Instruments Applied 
 

Medium-term Indicative Country Targets     
(by end of CPS period) 

Status in 2006 
 

Long-term MDG Targets (by 
2015) 

 
CPS PILLAR IV. STRENGTHENING INSTITUTIONS 
Establish a new 
framework of 
democratic 
governance 

Increase dissemination of 
WBG's analytical work 
and knowledge sharing 
with all branches of 
government and civil 
society organizations 

Strengthening of IFAI (FY05)  
Institutions & Governance Rev 
(FY06)                                                 
Support to Convencion Nacional 
Hacendaria (FY05) 
IFC E-Government study. 

Mexico's ranking on WBI Governance 
Indicator "Voice & Accountability" rises to 
70th percentile (from 56th percentile in 2002)* 
 

Mexico's ranking on WBI Governance 
Indicator "Voice & Accountability" 
decreased to 54th percentile in 2005 
from the 56th percentile recorded in 
2002. 
 

None 

Mexico's ranking on WBI Governance 
Indicator "Government Effectiveness" rises to 
75th percentile (from 64nd percentile in 2002); 
likewise, Mexico's ranking on WBI 
Governance Indicator "Control of Corruption" 
rises to 65th percentile (from 49nd percentile 
in 2002)* 

Mexico's ranking on WBI Governance 
Indicator "Government Effectiveness" 
decreased to 57th percentile in 2005 
from the 64th percentile recorded in 
2002. Mexico's ranking on WBI 
Governance Indicator "Control of 
Corruption" decreased to 43.8th 
percentile in 2005 from 49nd percentile 
recorded in 2002. 

Support to improve 
macroeconomic 
forecasting, budgeting, 
fiscal reporting, and tax 
administration 

Improving SEDESOL's inst. 
Capacity & Building M&E system 
TF (FY05)                                           
WBI training programs on Open 
and Participatory Government      

Proportion of federal bidding processes carried 
out through COMPRANET increases to 75% 
(from 40% in 2003) 
 

Proportion of federal bidding processes 
carried out through COMPRANET 
increased to 42% in 2005. At the end of 
May 06, the proportion recorded was 
51%. 

Increase citizen 
confidence in 
its institutions, 
reduce the level 
of corruption, 
and give 
transparency to 
public sector 
management 
and 
performance 

Support the 
professionalization of the 
civil services 

On going TA & policy dialogue 
provided by WBG staff 

*Increase in the number of institutions 
accredited to provide training to civil servants 

The number of institutions accredited to 
provide training to civil servants rose 
from 9 in 2004 to 18 in 2005 

None 

Promote a new 
federalism with 
the transfer of 
functions and 
responsibilities 
to state and 
municipal 
governments 
 

Support to strengthen the 
capacity of subnational 
governments 

State level TA, Proc, PE, & FM 
(FY06)                                               
WBI training program on 
municipal mgmt, finance & 
administration; workshops on 
lessons of international experience 
with fiscal decentralization 

Share of revenue collected at subnational level 
increases by 1/5 (over 2002 level); subnational 
debt remains below 60% of participaciones 
plus own revenue; credit ratings of at least 
25% of states and the 20 largest municipalities 
increases by one level (from Dec 2003 levels) 

Share of revenue collected at subnational 
level remained at around 9.6% in 2005. 
Subnational debt remained below the 
60% of participaciones.  The subnational 
debt as percentage of participaciones 
decreased to 50% in 2004, from 57% 
registered in 2002. All state governments 
have a credit rating in 2005, compared to 
31 states in 2003. In 2005, at least 9 
municipalities increased its credit rating 
by one level from 2003 levels.  

None 

Guarantee an 
expeditious and 
efficient 
judicial system 

Support to provide access 
to justice for the poor and 
improve commercial courts 
performance 

State Judicial Modernization 
(FY05) 

Mexico's ranking on EOS "Judicial 
Effectiveness" rises to 60th percentile (from 
40th percentile in 2003) * 

Mexico's ranking on EOS "Judicial 
Effectiveness" is at the 30th percentile in 
2004. 

None 

*NOTE: The medium-term country target of increasing the work areas certified with international standards ISO-9000, established in Mexico’s CPS, was removed in this annex of the CPS Progress Report due to the 
ambiguity of the target. 
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Annex A5 

Use of Country Systems in Bank-Financed Operations:  
Mexico’s Experience 

Background – Country Systems in the 2005-08 CPS 
The Mexico Country Partnership Strategy proposed to move toward greater reliance on 

country processes in procurement, financial management and safeguards.  Doing so would allow 
the Bank to support capacity building of client systems within Bank-financed projects while also 
reducing the cost of doing business with the Bank. 

Starting especially with NAFTA’s signing in 1996, Mexico has been working on 
upgrading its safeguards in order to bring its norms and regulations to international 
standards.  Building on this effort it was considered possible to start shifting towards Mexican 
systems for environmental and social safeguards during this CPS period. The transition was seen 
to involve several years of preparatory work, starting with analytical due diligence work in close 
collaboration with key counterpart institutions at both the federal and subnational level. 

Application of the Country Systems Approach 2005-06 
During FY05 a study was carried out to define the steps for implementing the use of 

Mexico’s public sector financial management (FM) and procurement systems in WB-financed 
programs. The quality and performance of existing systems was analyzed and more efficient 
processes in WB-projects were designed.  As a result, Country Systems are already being used 
in most areas of project financial management.  For example, all projects are funded through 
normal government budgetary procedures and government auditors supervise project audits in 
collaboration with the Bank FM team.  The Bank is continuing to work with government 
counterparts, and with the Inter-American Development Bank (IDB) to harmonize FM 
requirements around existing country processes.22 

In procurement, for several years Bank-financed projects have partially employed the 
government’s systems, particularly for small purchases.  The Government has also agreed on a 
common set of bidding documents with the World Bank and the IDB for national procurement 
and international procurement to facilitate the implementation of the Bank financed projects.  In 
the Federal Systems review referred to above, the Bank team concluded that Mexico is an 
excellent candidate for piloting country systems to the extent that Bank policy should allow 
for this in the future.  The IDB is also working closely with the Bank to evaluate government 
procurement performance and determine the extent that country systems can be used in projects 
that it finances. 

A fuller implementation of the Country Systems approach in procurement would 
allow Bank-financed projects to make greater utilization of the national control and complaint 
systems that have been the focus of numerous capacity building activities in recent years, an 

                                                 
22 Most federal level projects use country systems for financial management in similar ways.  This is fully analyzed 
in a Bank analytical product, Review of Federal Government Procurement, Financial Management and 
Disbursement Systems Report # 33403.  At the state level, the DIRD project uses existing systems and processes in 
the State of Guanajuato, to a large extent.  These systems include use of the state’s sophisticated information system 
for project reporting, and the state’s private sector auditor for project audit. 
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example of which is the Compranet Plus initiative to bring Mexico to the next generation of 
electronic tendering.  A new procurement law passed in 2005 also represented an advance in 
the right direction, although the version ultimately passed by the Congress was not as strong as 
that originally proposed.   

The Mexico Decentralized Infrastructure Development (DIRD) project was the first 
to pilot a Country Systems approach to Safeguards.  During project preparation, the Bank 
undertook a thorough evaluation of the safeguard rules, procedures and institutional capacities of 
the State of Guanajuato and presented to the Board a comparison between Guanajuato’s and WB 
safeguards, clearly stating the differences.  This has been a very intensive and process which has 
added to already-high preparation and supervision costs of the project while also extending the 
time required for the project to become effective, but the process has yielded many benefits. 

Using safeguards country systems in the DIRD project called for the creation of 
environmental management tools and procedures for all civil works – not just those funded 
by the DIRD.  These tools and procedures include the application of state-of-the-art strategic 
analyses, screening and scoping of all projects, sector-specific environmental and social manuals, 
consultation of stakeholders and the creation of environmental units in sector agencies to oversee 
safeguards management.  State environmental and social agencies work with sectoral agencies 
and Bank experts to build capacity and oversee the application of the framework.  This is leading 
to mainstreaming of environmental and social issues in state infrastructure planning, design, 
execution and operation.  The lesson has been that while building the necessary technical 
capacity and institutional mechanisms to improve and mainstream existing state safeguard 
systems takes time and effort, the results can extend beyond the individual Bank project and be 
sustained after the project finishes.  The State is already applying the improved standards and 
practices to the totality of its US$290 infrastructure program, including works financed by the 
federal government and with state’s own resources.  Still, it is recognized that problems have 
been encountered and the borrower, with Bank and BANOBRAS support, must continue 
working to resolve them. 
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Annex A6 
Risks of Implementing the CPS in FY05-08 

Risks in 2004 CPS Actual Outcomes 2005-2006 Risks for 2007-2008 Risk Mitigation 2007-2008 
Difficulty implementing pending 
reforms because no single political 
party has a majority in Congress 

A number of reforms have indeed been 
difficult or not possible to implement.  
These include key areas such as taxes, 
labor, energy, and intergovernmental 
fiscal reform. 

Substantial. This situation is expected to continue 
to represent a substantial risk to policy reform and 
policy-based lending. It is hoped that the newly 
elected federal administration can move quickly to 
win majority support in Congress for particular 
reforms. 

Bank can help to provide a forum for the 
sharing of ideas and consensus building.  
Also, support reforms that appear to have 
majority political support 

Mexico economic recovery could be 
stalled by various factors  

Mexico has maintained economic 
stability and low growth.  The country 
has an investment grade credit rating 
from all the major international rating 
agencies.   

Moderate. This is not a likely scenario, but does 
represent a moderate risk.  If the resolution of 
global imbalances were to result in a sharp 
slowdown in US growth, there is a risk that the 
Mexican economy could be adversely affected. An 
oil price shock would have an immediate impact on 
both the fiscal and external balances (see below). 

Continue working with partners to 
provide macroeconomic advice and 
assistance to the Government of Mexico.  
Partner with the government to help the 
country be prepared for economic 
(including trade-related) changes. 

Structural problems in State 
governments could result in a sub-
national government entering into 
fiscal difficulties. This risk is 
especially acute in the poorer southern 
States. 

Supported by revenues transferred federal 
government, resulting from oil prices 
exceeding the budgeted amount, states 
generally have not faced fiscal 
difficulties. 

Moderate. A drop in international oil prices could 
cause fiscal strain in the states.  States are still 
highly dependent on federal transfers (less than 
10% of state revenues are generated locally) and 
many have expanded their bureaucracies such that a 
slowdown in transfers would necessitate fiscal 
adjustment. 

Continue working with states and 
state/federal associations to support their 
efforts to establish sound and transparent 
public financial management at the state 
level.  Ensure that projects involving 
states pay sufficient attention to debt 
sustainability issues.  

Non-additionality of Bank financing 
from the point of view of line 
ministries presents a challenge to the 
Bank’s ability to develop the proposed 
lending program. 

This has remained a challenge, and in 
some cases sectoral ministries or other 
entities have been less willing to receive 
Bank financing for their program since 
they do not receive additional budget for 
doing so. More common, however, is that 
the benefits of Bank involvement have 
been viewed as outweighing the 
administrative cost of meeting Bank 
requirements. 

Moderate. Non-additionality remains the 
government’s policy and is expected to continue to 
be a challenge to new investment lending. 

Ensure that the value added of Bank 
support is high enough for it to be 
valuable even when it does not result in 
additional budgetary allocations for the 
implementing agency/ministry. 

An overt strategy of emphasizing AAA 
could backfire, jeopardizing the Bank’s 
reputation as a politically neutral 
advisor and reducing its effectiveness. 

Bank teams have managed to stay 
politically neutral while delivering advice 
and assistance on important themes. 

Low. This remains a risk, but a minor one.  The 
Bank will continue to have a strong emphasis on 
studies and technical assistance. 

Frequent communication to Bank staff to 
ensure that Bank advice is politically 
neutral 
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If some operations are dropped, this 
could result in a significant reduction 
in Bank’s lending to Mexico 

Bank lending has remained as planned in 
the CPS.  Lending in FY06 was 
especially high at $1.8 billion. 

Substantial. No lending operations are expected to 
be dropped, but volume of lending in the remainder 
of the CPS period will depend on a number of 
factors, especially the plans of the new federal 
administration in terms of the volume of external 
financing.  While the number of new loans may be 
similar to prior years, loan amounts in FY07-08 are 
likely to be lower. 

Bank and government to agree on an 
approach to future projects that allows for 
high levels of Bank support, but within 
an overall lower lending envelope.  This 
includes the use of nonlending products, 
and in some cases, using smaller loans 
that are leveraged with other support 
including government funds. 

Risks Added for CPS PR Status as of October 2006 Risk Level and Explanation Mitigation 
Decline in Oil Revenues – if oil prices 
fall, or production declines, there 
would be a serious impact on public 
finances and Mexico’s balance of 
payments. 

Oil production and international 
petroleum prices have been at historically 
high levels.  PEMEX had record sales in 
2005 of US$86 billion and production 
increased from 3.0 million barrels/day in 
2000 to 3.4 million in 2004, with similar 
production in 2005-06.  However, there 
are warning signs that production and the 
high price of oil will not be sustained at 
such high levels. 

Moderate in the near term (within this CPS period) 
but Substantial going out a few more years.  
Production has fallen in Mexico’s largest oil field 
and new sources are being sought; meanwhile, 
world oil prices fell about 20% from their summer 
2006 highs to their price levels of October 2006. 

Bank can support government efforts to 
seek alternative and sustainable sources 
of government revenue. 
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Annex A7 

Activities of Other Donors 
The Inter-American Development Bank (IDB) is the most active development partner 

of the Bank and the Government of Mexico.  IDB is allowed to lend up to 10 percent of its 
capital to the private sector.  Unlike the WB it does not have a separate institution to do 
guarantees and loans without sovereign counter-guarantees.   

During CY2005, the IDB approved US$2 billion in loan and guarantee commitments to 
Mexico.23  As of May 2006, there was US$7.6 billion in IDB loans outstanding to Mexico.  
However, Mexico’s planned prepayment is expected to reduce that by about US$4 billion.  The 
IDB has faced similar challenges to the WBG in recent years, but has had some particular 
successes, including with some of its subnational programs and the Oportunidades conditional 
cash transfer program.   

There are numerous examples of effective collaboration between the WBG and IDB in 
various sectors, including education (CONAFE), social protection (with SEDESOL), training, 
procurement, project financial management, public administration and housing.  During the CPS 
period, specific collaboration has included: 

• Joint work to standardize bidding documents for project procurement in Mexico, as 
well as collaborating on the evaluation of federal government procurement.  

• Joint support for financial sector reforms with complementary policy-based loans. 
• Coordination in financial management, to harmonize auditor selection, audit TORs, 

and other aspects, by jointly working with the Public Administration Secretariat 
(SFP), which supervises project auditing by government auditors or private firms. 

• In both procurement and financial management, collaboration in analyzing the 
performance of public sector institutions. 

• Participation by the Mexico Bank and IDB teams in regional collaboration efforts, 
such as (i) MECOVI24: a 10-year region-wide program aimed at strengthening 
statistical institutes which is a joint undertaking between WB, IDB and ECLAC; and 
(ii) Joint launching of Country Network on Monitoring and Evaluation. 

The following table compares Bank and IDB new loan commitments as of September 
2006. 

                                                 
23 The majority of the new commitments were for the Oportunidades Program. 
24 Program for the Improvement of Surveys and Measurement of Living Conditions in Latin America and the 
Caribbean (MECOVI) 
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USAID continues to implement its Innovación México program, a US$30 million effort 

to support innovation and strengthen institutions.  The program includes numerous small 
interventions in a variety of areas, including recognition of particular public sector innovations, 
financing of events to bring together policymakers on innovation-related topics, and training for 
state-level auditors. The Bank and USAID have collaborated in some areas, especially within the 
Institutional pillar.  An international consultant worked closely with the Bank team to provide 
technical advice to the Convencion Nacional Hacendaria (National Finance Convention) which 
concluded in 2005.  In the AAA to establish public financial management monitoring indicators, 
the leader of the Accountability unit of the Innovación initiative joined the Bank team in visits to 
pilot states, in workshops, and a number of meetings.  This was followed up with a series of 
“Subnational Public Finance Breakfasts” which brought together important actors on this topic, 
including those that the Bank team had worked with during the AAA exercise. 

WBG operations funded by donors:  
 Investment in the amount of US$22 million in a leading Mexican lime manufacturer was 

supported by a complementary TA funded by Environmental Opportunities Facility, funded 
by Netherlands and administered by IFC.  The TA tested innovative pilot system to enhance 
water recovery from a lime manufacturing plant (approval FY04).   

 IFC undertook a study in the technology sector to enhance the public-private partnerships, 
and analyzed the rapidly growing e-Government sector and investment outlook with a view 
to identifying areas IFC could further support.  The study was supported by Spanish trust 
fund. 

 The FIAS's Doing Business study was funded by FIAS & USAID. COFEMER, the Mexican 
regulatory improvement agency was the local partner and provided contribution in kind. 

 FIAS follow-on study with 31 states, 22 are co-financed by FIAS and the SME fund 
managed by the Ministry of the Economy on behalf of AMSDE (the Mexican Association of 
State Secretaries of Economic Development).  The 9 South- Southeastern states are co-
financed by FIAS and the "Plan Puebla-Panama" funds managed by the Foreign Affairs 
Secretary (Secretaria de Asuntos Exteriores).  COFEMER is again the local partner and 
provides contribution in kind. 

 

Mexico Commitments (million US$) 

Calendar 
Year 

World 
Bank IDB Total 

2001 860 1,100 1,960 
2002 1,322 1,000 2,322 
2003 888 510 1,398 
2004 621 410 1,031 
2005 1,196 2,058 3,254 
2006 847 387 1,234 
Total 5,734 5,465 11,199 
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Annex A8 

Progress Toward CPS Objectives by Pillar and Plans for FY07-08 
Pillar I: Reduce Poverty & Inequality  

This CPS pillar supports Mexico’s objectives under the National Development Plan 
2001-2006 to strengthen social capital and cohesion, improve levels of education and well being 
and increase equity and equality of opportunities in order to meet MDG goals of halving the 
number of people in extreme poverty by 2015; ensuring complete of primary education for all 
boys and girls, reducing gender inequalities in education, reducing infant and maternal mortality, 
halting and reversing the spread of HIV/AIDS and the incidence of malaria and other major 
diseases, and achieving significant improvement in lives of slum dwellers. 

To help Mexico strengthen social capital and social cohesion, the Bank’s 
collaboration has been to support to design, monitor and evaluate social protection and 
poverty-related programs.  The core instrument has been the Poverty Programmatic AAA, 
which has been developed in collaboration with the Social Cabinet.  The three phases have been 
completed, including an initial diagnostic and overview of GoM strategy, followed by a review 
of social protection and urban and rural poverty focusing on income generating activities, and the 
third phase reviewing social service delivery in the context of decentralization and the 
effectiveness of institutional framework involving the federation, states and local governments.  
Through this instrument the Bank has become the reference of choice for poverty in Mexico, 
with the reports being unveiled at the presidential level in public sessions.  While the poverty 
programmatic work is now largely completed, the Bank will continue to support government 
efforts to measure and monitor poverty during the next two years.  The Bank has also provided 
support through technical assistance, an IDF, and WBI activities to evaluate social programs and 
to strengthen institutional capabilities for M&E.   

By the end of the CPS period, the target is to reduce the share of Mexicans in 
extreme poverty (measured using the Government food-based poverty measure) from 24.2 
percent in 2000 to below 15 percent and to have in place a sound monitoring and 
evaluation system linked to decision-making in place.  Based on the performance of the last 
few years, the longer-term MDG target now appears more reachable than previously thought.  As 
explained above, the reduction in extreme poverty can be explained in large part due to sustained 
macroeconomic stability, increased public and private transfers, and income diversification into 
non-agricultural activities. Sustaining the achievements and reducing poverty particularly in 
urban areas, is likely to require more pro-poor growth and efficiency of social spending.  More 
vigorous growth is now essential for further gains in poverty reduction, and over the medium 
term, there are a variety of microeconomic reforms and improved service delivery for the poor 
that could increase the poverty reducing impact of growth. World Bank (2004 and 2005). 
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Figure 4. Extreme (Left) and Moderate (Right) Poverty Trends 
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Source: WB staff estimates based on household surveys.   

Factors that have contributed to the reduction of poverty (particularly extreme rural 
poverty) since 2000 include sustained macroeconomic stability, low inflation, increased targeted 
government transfers, and income diversification into non-agricultural activities.  Social 
programs such as Oportunidades, Procampo, and, to a lesser extent, remittances from abroad 
have contributed to this reduction.  On the other hand, poverty rates in the urban sector have not 
improved significantly because of low labor returns (in self-employment and wages) and high 
under-employment. 

In urban areas, real wages for the extreme poor have declined since 1991, and even 
though pay levels have recovered since 1996, the improvement was not sufficient enough by 
2003 to regain the value lost since 1991.  However, real wages for the poor are recovering 
above pre-crisis levels due in part to the positive growth of the economy in the last year in 
several sectors of the economy, including maquila processing and services.  In rural areas, lack 
of sufficient dynamism in the small-scale farm sector, concentration of growth in the more 
commercial sector, and limited access to high-return jobs in the rural non farm sector are key 
factors in explaining stagnant income growth for the rural poor. 

The present administration has emphasized demand-side measures that combine 
transfers with incentives for income-poor households to send their children to school and 
attend health clinics.25  These measures have been supported by an impressive expansion in 
social spending since 2000, by 23 percent in real terms and 57 percent in nominal terms, 
especially for education, health, and poverty reduction programs.  The introduction of the Ley de 
Desarrollo Social and the National Evaluation Council were important actions to institutionalize 
social development strategy and provide more continuity in social programs. 

To help Mexico to improve levels of education and well being, the Bank is focusing its 
support to increase access and quality of education, include the poor in social services 
through both supply and demand side instruments, and broaden access to low-income 
housing and land ownership.  In education, the core support is the Education Quality 
Programmatic AAA, including policy notes and seminar, conferences.  For the First Phase 
                                                 
25 Oportunidades is the flagship program for these transfers. 
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reports and activities have focused to determinants of learning to identify what contributes to 
quality, disseminate findings and support public dialogue, including further analysis of the 
performance of states, which are responsible for providing basic education.  The second phase 
reviewed has reviewed the federal programs designed to reach difficult populations and to 
support quality, and innovations at the state level.  The analytical findings support the continued 
Bank assistance for hard to reach populations through the long-term APL in Basic Education, 
which now covers 25 percent of schools, targeting those in poor rural areas.  The findings also 
underpin, the Bank’s recently approved School-Based Management Project, which support 
Mexico’s Quality in Schools Program that now reaches 10 percent of schools and seeks to 
improve quality by enhancing school autonomy, accountability and assessment.  Support for 
access in higher education includes Bank assistance (Higher Education Access Loan) for a 
scholarship program for poor students, and specific interventions to support promising 
indigenous students at secondary and higher levels to stay in school.  Finally, with important 
progress in access at the primary level, the GoM is putting quality at the top of the agenda, with 
the creation of an independent evaluation institute, continuing participation in international 
testing and a recent decision to extend national testing to all schools to provide assessment so 
that they might design and implement local quality enhancement activities.   Among the targets 
for the CPS period, that for increasing the net primary enrollment in rural areas to 96 percent has 
already been achieved.  Indeed, with MDG targets close to being attained, the GoM has recently 
added quality targets to its MDG+ in education. 

Access by the poor to health has also been supported through the Bank’s longer-
term series of basic health operations, with supply side intervention targeted to poor rural 
areas that are linked to the GoM’s new demand side instrument of Seguro Popular, which now 
provides for coverage for 3 million families.  The Basic Health III Project has been restructured 
to improve poverty targeting, facilitate implementation, strengthen state-level health service and 
enhance monitoring and evaluation of the program.  CPS targets include under-5 year old 
mortality below 15 per 1,000, maternal mortality at 45 per 100,000, and maintaining progress in 
HIV, malaria and TB rates. 

Efforts to provide broader access to low-income housing and land ownership are 
being pursued under a three phase Housing and Urban Programmatic DPL and TAL operations, 
Land Reform AAA and an operation to enhance access of young farmers to land.  All are being 
implemented on schedule, with CPS targets to increase new housing solutions to 750,000 per 
year, and to have half of the states establish property right s modernization programs. 

To help Mexico increase equity and equality of opportunities, Bank support has 
focused on highlighting equity in public spending, and targeted activities for women and 
indigenous people.  The Public Expenditure review, the first that the Bank has conducted in 
Mexico, has become a document of reference for the SHCP.  However, efforts to move on the 
operational side with the ISSSTE Reform operation has been delayed by the lack of pension 
reform for public employees.  CPS targets to reach 100 percent of the food-based poor through 
Oportunidades and Red Alimentaria programs are ongoing.  Support for vulnerable groups are 
proceeding under the IDF INDESOL; IDF CONADEPI, Indigenous Outreach and Gender LIL 
all underway.  Finally, to increase support, the Bank is preparing an Indigenous Community 
Development Project with CDI to provide basic infrastructure to target poor communities to help 
reach CPS target of increasing primary enrollment of indigenous peoples to 80 percent (from 71 
percent in 2000). 
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Figure 5. Pillar I: Reduce Poverty & Inequality – Lending Program & AAA FY05-

FY08 
FY AAA Lending US$ Millions 

2005 Education Quality I Basic Education Development III 300 
 Poverty Programmatic II Housing & Technical Assistance 8 
 Rural Poverty Analysis   

2006 Quality of Education II Tertiary Education Student Ass I 180 
 Poverty Programmatic III Afford Housing & Urban DPL II 201 
  Access to Land for Young Farmers 100 
  School Based Mgmt Project I 240 

2007-08 Health for the Poor Tertiary Education II  
  Social DPL  
  Indigenous Communities  

  Afford Housing & Urban DPL III  
Grants  SEDESOL Monitoring and Evaluation IDF  
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Pillar II: Promote Environmental Sustainability 
The CPS pillar to promote environmental sustainability supports the national programs on 
Natural Resources Management, Water and Environmental Health included in the National 
Development Plan 2001-2006, whose objectives are to enhance environmental governance and 
decentralized environmental management, regulate and enforce environmental legislation, 
improve management of natural resources and promote the valuation of environmental services, 
support the sustainable and equitable use of water resources, and address global warming and air, 
water and soil pollution aspects which affect human health.  As such, the National Development 
Plan acknowledges significant potential linkages between environment, competitiveness and 
economic growth, aiming to achieve “growth with quality” (in harmony with nature and the 
environment).  

To enhance environmental governance and decentralized environmental management, 
Mexico’s environmental policies have recently made very good progress in mainstreaming 
sustainability principles in various economic sectors. This was achieved through the design 
and implementation of the Agenda de Transversalidad de las Politicas Publicas para el 
Desarrollo Sustentable, a best practice program worldwide.  The core Bank’s instrument to 
support this agenda has been the Programmatic Environment Development Policy Lending 
Program. The first phase of this program has been completed (the second is under 
implementation), supporting important actions to (i) mainstream environmental concerns in 
energy, water, forestry and tourism, and (ii) improve the efficiency and effectiveness of local 
environmental management processes in the country.  More specific achievements include (i) the 
establishment of inter-institutional coordination mechanisms between SEMARNAT and other 
sectoral secretariats, (ii) the development of environmental fiscal instruments for municipal 
water fees and exploitation of national tourism resources, (iii) the improved disclosure of 
information and processes in selected environmental management functions to enhance 
participation and transparency and (iv) a timid attempt to decentralize environmental functions to 
six States.  Challenges for the third phase include the strengthening to de decentralization 
process, the enhancement of legal and regulatory frameworks in solid waste, water and forestry, 
and the adoption and implementation of key strategies and action plans in the four sectors 
involved.  This pending agenda is however already well underway with the amendment of the 
Water Law in 2004, the enactment of the General Law for Sustainable Forestry Development 
and the passage of the Ley General para la Prevencion y Gestion Integral de los Residuos 
ensuring solid progress in achieving target 9 of the MDGs.    

To support the sustainable and equitable use of water resources, Mexico has made progress 
in launching a number of participatory basin councils and groundwater committees, 
almost reaching the targets established in the CPS.  Progress has been good in improving 
access to water and sanitation, where the country has reached levels among the highest in Latin 
America. However, this was done at the expense of very heavy investments to expand the 
network, with less emphasis in improving service quality and operating efficiency. As of today, 
less than half of the population has continuous access to water throughout the day. In addition, 
the expansion in coverage and use of water for irrigation continues to affect the sustainability of 
the resource, and very little progress has been made up to now on this front. During the CPS 
period, for example, the number of overdrawn aquifers has increased 4 percent, as well as the 
competition for the resource between the different users. Regulatory/institutional measures to 
address this, such as enacting the regulations to implement the Water Law, defining the scope, 
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form and timing of the decentralization of CONAGUA, solving the over-allocation of water 
rights, achieving effective stakeholder participation and decision making and balancing the high 
use of water resources for irrigation purposes,  remain all as important challenges. Actions to 
promote the sustainable use of water are critical and urgent, and this is probably one of the most 
challenging areas to be addressed during the remaining part of this CPS.  

The Bank has accompanied the water sector progress primarily through a programmatic 
AAA package, which has contributed in improving the understanding of the potential 
implications of policy interventions, and in enhancing the public awareness on the 
seriousness of water issues in the country through studies on Water Rights, Economic 
Assessment and an Analysis of Public Expenditures.  During the remaining period of the CPS, 
additional analytical support will provide information to further understand the implications of 
water quality. Accompanying this programmatic AAA package, a series of coordinated water 
loans was also planned for this CPS period in collaboration with CONAGUA and SEMARNAT.  
Progress here has been slower, and as of June 2006, only a technical assistance loan for the 
modernization of the WS&S sector was approved. 

To improve the management of natural resources, Mexico has made good progress during 
this CPS period in enhancing the management of protected areas and in promoting 
programs to address conservation outside of the National Parks.  In 2005, more than 35 
Protected Areas had a completed management plan (from 8 at the beginning of the CPS period).  
In addition, the payment for environmental services program (which supports the payment for 
environmental externalities to the providers of environmental services) has been strengthened 
and expanded.  The enactment of the General Law for Sustainable Forestry Development has 
been a breakthrough event to promote the active participation of communities in forestry 
practices.  The Bank has supported these efforts with the Payment for Environmental Services 
Project (blended grant) approved in 2006, new disbursements into SINAP II and preparation of 
the Sacred Orchids medium size grant.  In addition to this, the Community Forestry Project is 
making solid progress in improving the livelihood of the poor through forest management 
investments. A follow up operation to scale up implementation to the national level is planned 
for FY08, together with a stocktaking exercise of community forestry policies.  

In Mexico, global warming and pollution have been identified as a very significant poverty 
and security issues. Although Mexico contributes to 2.6 percent of the global GHG emissions in 
the world (ninth largest greenhouse gas emitter), these emissions are growing.  Its main CO2 
emission sources (excluding land related emissions) are energy combustion and industrial 
processes.  The national CO2 emissions from fuel combustion increased by 23 percent in the last 
decade, and are expected to increase by 69 percent by 2010.  Because of this, Mexico is 
considered a key country in climate change adaptation and mitigation.  During this CPS period, 
Mexico has made progress in the institutional setting for Climate Change, as well as in initiating 
programs to address emissions from the transport sector (the highest contributor in the country).  
To complement this, Mexico has a growing portfolio of CDM grants in both the electricity and 
hydrocarbon sectors, which will enter the carbon finance business in the near term. To help 
Mexico in these challenges, the Bank has initiated a broad program of grants to support clean 
energy technologies, energy efficiency, renewable energy, environmentally friendly transport, 
and sustainable waste management. This includes GEF and carbon finance operations to improve 
the disposal of solid waste (Landfill Methane Umbrella Project), the pioneer Mexico Transport 
Corridors Project for Mexico city, and other grants still in preparation to promote clean energy 
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such as the Renewable Energy Project, the Wind Umbrella project, the rural electrification 
project, and the Solar-Thermal Hybrid Project.  The Bank has embarked on a new partnership 
with PEMEX and CFE, including more than a dozen carbon finance projects and is partnering 
with Banamex to develop local capacity for project development and carbon credit sales.  While 
the direct impacts of all these initiatives in reducing green house gas emissions by the targets 
established in the CPS are still to be seen as implementation progresses, these are indeed 
innovative projects which offer good opportunities for scaling up, and which have captured the 
attention not only of the Mexican society and private sector, but of other countries as well.  

Figure 6. Pillar II: Promote Environmental Sustainability – Lending Program & 
AAA FY05-FY08 

FY AAA Lending US$ Millions 
2005 Policy Intervention in Water I   
2006 Policy Intervention in Water II Environmental DPL II 201 

 Water PER Modernization Water & Sanitation Sector 25 
  Environmental Services 45 

2007-08 Energy Security and Climate Change Integrated Man. Basins & Aquifers  
 Water Programmatic III Environmental DPL III  
  Water Policy Development  
  Environmental Management  
  Water Rights  
  Community Forestry III  

Grants 
& 

Others 

FY05: Waste Mgmt & Carbon Offset Project. 
FY06: Large Scale Renewable Energy, Environmental Services, Enabling Activity on Persist Organic. 
FY07: Hybrid Solar Thermal, Rural Electrification, Sacred Orchids of Chiapas, Wind Umbrella Carbon   

Offset.  
FY08: Land for Young Farmers, Mesoamerican Coral Reef System, Seawater Agro forestry, Adaptation 

to Climate Change, Chihuahua Landfill Carbon Fund, Bundled Gas Recovery Project. 
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Pillar III: Increase Competitiveness 
This CPS pillar supports implementation of policy reforms to improve productivity for higher 
growth and mitigate the expected costs of adjustment to a more open economy, in areas such as 
textiles and agriculture.  From 2000 to 2002 Mexico’s exports slipped and the ‘maquila sector’ 
shrunk more than 15 percent, in part due to the economic slowdown in the U.S. but more 
worrisome due to the increased competition from other countries.  In 2003, China surpassed 
Mexico as the United States’ second largest trading partner after Canada.  Traditionally growth 
in Mexico was been driven by labor market growth and (to a lesser extent) capital accumulation, 
but Total Factor Productivity contribution was minimal during the last decade.  Increasing 
private sector labor productivity, in the face of rising external pressures, required reduced costs 
of financing accompanied by greater access to financial services, infrastructure, logistics 
services, and skilled labor; less cumbersome government regulations; greater dynamism at sub-
national levels; enhanced corporate governance; improved products and services; and better 
integrated supply chains. Finally, special emphasis is needed to improve and transform the 
agriculture sector since agricultural performance has been lagging since the 1980s and will face 
greater competition in the coming years. 

Growth has picked up somewhat in recent years in Mexico.  However, growth continues to 
be below that necessary to significantly generate jobs or reduce poverty, and below that of 
similar income countries in East Asia.  Comprehensive competitiveness measures show a recent 
modest improvement in Mexico.  The World Economic Forum’s 2006-2007 Global 
Competitiveness Report gives Mexico a rank of 58 out of 125 countries in its Growth 
Competitiveness Index, moving up one spot from the previous year and after a decline in 2004.26  
Mexico climbed in the overall rankings in the WBG’s Doing Business in 2007, up to 43rd out of 
175 countries on the publication’s “Ease of Doing Business” scale.  Mexico was noted as the 
“third top reformer in 2006” thanks to improvements in starting a business, protecting investors, 
and paying taxes.   

Recognizing the importance of these issues, in 2003 the Fox administration declared 
competitiveness a priority.  The GoMs Competitiveness Agenda sets out key areas of policy 
action chosen on the basis of their impact on Mexico’s competitiveness, the feasibility of 
implementation, the horizon for implementation, and their limited impact on public sector 
finances.  The areas include: (i) strengthening innovation, education, and training; (ii) improving 
the investment climate; (iii) reducing logistic costs and facilitating trade; (iv) improving the 
energy sector; and (v) financial deepening.  This represents a comprehensive and well crafted 
plan.  While significant steps within this plan have already been undertaken and are beginning to 
show modest impact, the overall impact of these actions will be shown in the countries 
competitiveness indicators over the medium term.  

The Bank has been a close partner in these efforts, with a strong role in bringing the 
Competitiveness issues to the fore in Mexico and in laying the ground work for the medium 
term strategy.  That partnership has spanned a wide range of financing and technical assistance 
instruments, tailoring Bank response to this middle income client’s needs.  The Programmatic 
Competitiveness AAA supported the design of the Government’s Competitiveness Agenda and 

                                                 
26 Two countries (Qatar and Kuwait) that were not ranked in 2004 placed ahead of Mexico in 2005, accounting for 
part of Mexico’s fall.   
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bringing related issues into the public dialogue.27  While a specific Competitiveness DPL was not 
envisaged in the CPS, the work on the AAA built the analytical base and partnership between the 
GoM and Bank team that made the DPL program possible.  The Competitiveness DPL helped to 
strengthen competitiveness programs, promote a holistic, cross-governmental approach and lay a 
solid foundation of competitiveness programs in advance of the next administration.  The DPL 
supports the broad scope of the GoM’s program on innovation and training; business climate and 
competition; trade facilitation and logistics; and energy.  As such, the DPL series provides policy 
support backing many of the Bank’s investment programs in specific areas.  A second phase of 
the DPL is expected for FY08.  As the dialogue has now matured into a broad range of Bank 
activities, the third phase of this AAA will not be carried out and those resources dedicated to 
areas in which knowledge and dialogue are lagging.   

The Government made progress on the innovation and education agenda to make the 
workforce more competitive.  In efforts to address low levels of domestic research and 
transformation of research and development into commercial applications, the Government has 
begun to more efficiently use its fiscal resources and strengthen collaboration between 
researchers and the private sector.  Building on the 2002 legal framework, Mexico has 
established 25 state science and technology councils, with 7 more on the way.  Though public 
resources for science and technology have not increased significantly, they have been reoriented 
to better focus on productive sectors (supported by the Innovation for Competitiveness APL 1).  
The Bank has a number of education-related lending programs in Mexico, which will boost 
competitiveness in the long run via a more skilled workforce (School-Based Management 
Adaptable Program Loan (APL), and Tertiary Education Student Assistance APL).  In addition, 
WBI provided assistance on the mobilization of highly skilled emigrants to support trade, 
investment and innovation. 

Government has undertaken various actions aimed at regulatory improvement.  In April 
2006 an anti-monopolies law was passed, providing additional instruments to the regulatory 
authority – stiffening fines, closing loopholes, protecting whistle-blowers and making the 
Federal Competition Commission's rulings binding on other regulators.  The GoM has also 
established mandatory Regulatory Impact Assessments (RIA) for all new regulation that imposes 
costs on citizens (400 issues assessed since 2005).  Mexico is well on its way to meet the CPS 
goal of one stop shop business registries with SARE Rapid Business Opening Systems easing 
new business entry in 74 municipalities, though the number of days to register has not come 
down for the country overall.  Supporting these efforts, FIAS carried out Doing Business 
analysis in twelve cities in Mexico in 2005, and in 31 cities and states in 2006.  State level 
programs to simplify municipal regulation and licensing are scheduled to be implemented in 
Guerrero later in 2006.  The Bank will support investment climate reforms in the Federal District 
through a fee for service contract, and in the federal government through the upcoming Property 
Rights Project.  Other states have expressed interest in similar support to strengthen their 
business climate and overall competitiveness.  Complementing the regulatory reform, the WBI 
has facilitated dialogue among over 500 business representatives via their Corporate Social 
                                                 
27  The first phase of the AAA supported the design and implementation of the Mexican Competitiveness Agenda 
through separate pieces of analytical work at the request of the Government. It also included advocacy presentations 
and advisory assistance.  This included, for example, the analysis of costs and benefits of tariff reduction, which 
supported the Government’s tariff harmonization and reduction for a number of products.  Phase II included 
additional pieces of analytical work (studies on quality infrastructure, telecommunications and information 
technology, and agricultural competitiveness), as well as consolidates the findings of Phase 1 into an overall report). 
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Responsibility and Sustainable Competitiveness Course.  Notwithstanding these achievements, 
important challenges remain in Mexicos’ sectoral regulatory agencies, in particular for the 
energy (CRE) and telecommunications sectors (COFETEL).   

Infrastructure.  There is substantial demand for increased and higher impact infrastructure 
investment at the federal and state levels.  While the Government of Mexico spends about 1.2 
percent on investment and maintenance in these infrastructure sectors plus 0.7 percent of GDP 
on untargeted consumption subsidies for the electricity sector in 2003, other OECD and fast 
growing East Asia countries are spending 3 percent of GDP on average in recent decades.  
Private investment in infrastructure in Mexico also lags behind its Latin American peers.  Since 
1994 private sector participation and financing in transport, electricity and water and sanitation 
in Mexico, while growing substantially over the period, remains lower than that of regional 
leaders (Argentina, Brazil, Chile and Colombia). 

Mexico has made steady progress in increasing the coverage of roads, electricity, and water 
and sanitation over recent decades, though gaps in access persist, notably in poor, rural 
and indigenous communities.  With regard to Mexico’s indigenous communities, the Bank is 
preparing a project supporting basic infrastructure to these communities. The Bank is also using 
a variety of instruments to support energy diversification and renewable energy, including 
ESMAP, GEF and CF support.  Complementing public investment, IFC has provided direct 
financing for infrastructure, including two power generation plants, a port operation, and bus 
transportation - all in FY04 when IFC played a counter-cyclical role amid investor retreat from 
the region.  Government has indicated that its demand for Bank lending for infrastructure has 
been constrained by the cost of administration of Bank safeguard policies.  Building on the 
Environmental DPL and the DIRD project, the Bank will continue working with government to 
strengthen local capacity in order to simplify the administration of safeguard policies. 

Improving infrastructure service quality and operating efficiency are an important 
challenge.  The Bank’s 2005 Infrastructure Public Expenditure Review provided analysis of the 
effectiveness and efficiency of public infrastructure spending and a sound basis for rationalizing 
these expenditures.  Large industrial users ranked the average quality of Mexico’s infrastructure 
somewhat below that of most major Latin American and East Asian economies in a World 
Economic Forum survey (2004).  Logistic costs are still high, and investment limited, partly due 
to the unfinished fiscal reform. Logistic costs in Mexico are estimated at over 20 percent of product 
value, while the OECD average is 9 percent.  Energy and telecom continue to be important hurdles 
for business.  Business opinion surveys give Mexico the lowest rank of any OECD country in 
terms of energy infrastructure adequacy and efficiency.  Despite impressive ICT growth during 
the 1990s, Mexican investment in ICT lags behind other Latin American and OECD countries.  
Moreover, though privatized early compared to other countries in the region, Mexican telecom 
services are not showing results due to lack of effective competition in the sector and a 
dysfunctional regulatory environment.  Though gaps in coverage in poor, rural and indigenous 
communities are small relative to other countries in the region, they represent an important 
challenge given Mexico’s need to address inequality, poverty and territorial cohesion problems. 

Projects such as the recently completed Federal Highway Maintenance Project are 
advancing in this direction through institutional strengthening of the Secretariat of 
Communications and Transport, and assisting the Government in already surpassing the CPS 
target for this area.  Even greater scope for impact in infrastructure is at the subnational level.  
The first DIRD is underway in the State of Guanajuato – providing financing to the state to 
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strengthen its infrastructure strategy and planning – and a follow-up operation is planned for 
FY08.   

The Bank carried out technical assistance related to highway finance reform and is 
continuing that work with further technical assistance for institutional reform of toll roads 
management, though without the support of Bank financing as originally envisioned in the CPS.  
In FY08, the Bank will support improved urban transport for business and citizens through the 
Urban Transport II project.  Energy is also a critical factor of production and the Bank is 
supporting energy alternatives as discussed in the previous section (Environmental Sustainability 
Pillar).  Through the Competitiveness DPL, the Bank is supporting increasing transparency and 
accountability in the energy sector, as a first step toward increasing sector performance.  The 
Rural Electrification Project will increase access to the rural poor where it is financially not 
viable to connect to the network – as such it will introduce and build capacity in the federal and 
state governments on new cost effective technologies for increasing rural access to energy 
services. 

Complementing the Bank program, IFC’s direct financing support in infrastructure 
included two power generation plans, a port operation, and bus transportation.  These 
investments all occurred in FY04 when IFC played a counter-cyclical role amid investor retreat. 

Financial Sector.  The Bank is supporting the Government's agenda to increase the efficiency 
and accessibility of financial services.  The Finance and Growth DPL supported reforms 
including the recently approved Securities Law which addresses market transparency and 
integrity issues and fosters the access of new firms to the capital markets.  The impact of this law 
is reflected in Mexico’s jump in ranking in the 2007 Doing Business Report to 33rd place in the 
‘Protecting Investors’ scale, up from the 133th place the previous year. The 2006 update to the 
Financial Sector Assessment Program (FSAP) provided important analytical support for 
additional recently enacted reforms, particularly the Banking Resolution Law.  Bank assistance 
for housing finance has been instrumental in strengthening and expanding private mortgage 
markets.  While the Fox administration is likely to meet its target of 750,000 new units per year 
by 2006, important work lies ahead in increasing the access to housing for the poor.  IFC 
complemented Bank assistance in a variety of segments including housing finance, microfinance, 
and private equity funds.  IFC has supported Mexico’s savings and credit sector and specifically 
government owned BANSEFI in its transformation to incorporate private sector ownership.  In 
the remaining CPS period, the Bank will continue to focus on increase access to finance and 
financial flows for infrastructure investment through development bank reform.  

Efforts to more fully integrate micro and small enterprises and the rural sector into the 
economy have included the transformation of BANRURAL into Financiera Rural, a 
financial institution in charge of developing rural financial markets and lending to rural activities 
(Financiera Rural SAL), and through the BANSEFI projects which promote access to financial 
services among low income groups through the development of popular savings and credit 
institutions.  The E-Business Loan closed prior to effectiveness, as Government agencies 
changed and the program was scaled up ahead of time.  Looking forward, Bank assistance will 
continue to focus on increasing financial access, as well as increasing flows of financing for 
infrastructure through reform of BANOBRAS. 

The IFC complemented Bank assistance in the financial sector in a variety of segments, 
including housing finance, microfinance, and private equity funds.  IFC has been working 
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with IBRD and playing a key role in the development of housing finance market, using its 
experience elsewhere in the region.  Furthermore, IFC supported private equity funds, including 
one fund in Mexico and two regional funds which would invest in Mexico, with the aim to 
broaden financial products, especially risk capital, available to the private sector.   

Housing.  In housing, the Bank continues to support the strengthening and expanding private 
mortgage markets through the recently closed FOVI loan, the ongoing Housing and Urban DPL 
and related TAL and the new SHF Fee for Service Contract.  SHF second tier operations 
(banking, insurance and guarantee products) also aim at improving the accessibility for lower 
and informal income households.  A notable achievement as the GoM is well on its way to meet 
its targets of 750,000 for new housing starts per year.  The focusing for the rest of the CPS 
period is increasing on bringing private housing finance further down market.   

Agriculture.  Concerns over the loss of market share of Mexican food and agricultural exports to 
the US persist.  In contrast to other products, competition in the agricultural sector comes from 
other LAC countries.  This competition is likely to intensify as new free trade agreements are 
signed between other LAC countries and the US.  Mexico may also be affected by the 2008 end 
of NAFTA transition period quantitative and tariff restrictions and the scheduled discontinuation 
of the PROCAMPO program. To support the GoM efforts in this area, the Bank’s assistance has 
focused on understanding the bottlenecks through the Competitiveness Study and another study 
on Rural Income.  The Bank will undertake additional AAA on Agricultural Trade in FY07. 

Subnational Level.  To address substantial differences in competitiveness across states, the Bank 
Group has spearheaded work at the subnational level.  The FIAS analyzed the subnational 
business environment, as presented in the Doing Business in Mexico studies, which covered 
twelve cities in 2005 and 31 cities in 2006.  These analyses suggest regional priorities for 
reforms, to complement federal efforts. State level pilot programs to simplify municipal business 
registration and licensing are planned and the IFC will expand coverage of the Municipal 
Scorecard to include Mexico in 2007.  The Bank, with a subteam from IFC, is providing fee-
based services to the Federal District to improve its business climate, with other states expressing 
interest in similar assistance.  Yet important challenges remain in Mexico’s sectoral regulatory 
agencies, in particular for the energy and telecom sectors.   

Figure 7. Pillar III: Increase Competitiveness – Lending Program & AAA FY05-
FY08 

FY AAA Lending US$ Millions 
2005 Infrastructure PER Innovation for Competitiveness 250 
2006 Competitiveness & Trade AAA II Competitiveness DPL I 301 

  Finance & Growth DPL I 501 
2007-08 Agricultural Trade Competitiveness DPL II  

  Savings & Credit Sector Strength (Addit 
Financing) 

 

  Medium Cities Urban Transport II  
  Decentralized Infrastructure II  
  Rural Electrification Project   
Grants 
&  
Others: 

FY06: Large-scale renewable energy, Mexico Transport Corridors CN 
FY07: Hybrid Solar thermal GEF, GEF-Rural Electrification Project,  
FY08: Iride & Samaria II Methane Recovery CN, PEMEX Cogeneration Project CN 
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Pillar IV: Strengthen Institutions 
Over the past 15 years, multiparty political competition at all 3 levels of government has 
activated a democratic federal system, replacing the single party system that had been in place 
for decades.  Making the new system fully operational, however, requires further institutional 
reforms.  The outgoing administration, like the previous, seeks to leave an institutional legacy of 
transparency, accountability, and federalism that will hinder prospects of future political 
monopolies.  The external opening of the economy makes institutional strengthening more 
urgent, because good institutional software seems to be the most important contributor to 
sustained competitiveness and per-capita income growth.  Also, the economic opening makes 
institutional reform less vulnerable to reversal, as the benefits of international linkages increase 
the numbers of people favoring the better institutions that make Mexico more competitive.  
While the theme of institutional strengthening could touch on most of Mexico’s development 
challenges, the discussion here focuses on what could realistically be undertaken and on what is 
not covered elsewhere in the CPS Progress Report. 

Mexico is now transitioning towards a democratic governance framework. Competitive 
and transparent elections are the cornerstone for this transition. In this context, with the 
support of the regional management team and the approval of the current administration, the 
Mexico CMU is piloting a new way to interact with a wide range of actors during election times. 
This political transition initiative has the following 3 objectives: (i) promoting the incorporation 
of important development issues in government plans discussed during the campaign, (ii) 
stimulating the inclusion of these issues in the public agenda and political platforms, and (iii) 
building a close relationship with political and technical actors to be serving in the next 
government. 

During the recent political transition, the Bank worked on a number of activities, including: 
(i) consultations with political leaders and technical teams for the definition of a series of policy 
notes, and (ii) the presentation of key pieces of analytical work (e.g. Regional Flagship on 
Poverty and Growth, the Mexico Programmatic Poverty Study).  Worth mentioning is the 
coordination with other 4 multilateral agencies (UNDP, CEPAL, IDB, and OECD) to carry out 
part of this agenda.  

Transparency and Anticorruption.  The government has advanced many reforms to improve 
transparency and reduce corruption, especially in the customs and procurement areas.  However, 
progress regarding government procurement is uneven.  In most agencies procurement practice 
still emphasizes following complex procedures rather than getting the best value for money for 
the public sector.  One of the actions to improve transparency was to open to civil society the 
monitoring of government procurement processes for very large contracts.  Another important 
action was the creation of the Federal Institute to Access Information (IFAI) and the enactment 
of the new law that makes disclosure of certain information mandatory.  The Bank has been 
supporting this initiative through an IDF grant that continues under implementation. 

A major improvement in procurement processes was introduced with the electronic 
procurement portal (COMPRANET) that allows for electronic management of bidding 
processes—the next generation of COMPRANET will also include shopping—although the 
system is not yet used at the State level.  Likewise, financial management is strong in some 
areas, but weak in others, again leaving too many opportunities for corruption.  More and more 
government agencies have been making information public, but the quality and coverage are 
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uneven and until recently people had little chance to dig deeper with any inquiry.  The Bank was 
the first multilateral institution to use COMPRANET for procurement related to Bank-financed 
projects. 

Government Personnel—Civil Service and Pensions.  A new Law was recently passed to 
implement civil service in government.  The civil service should, while not promising life-tenure, 
certify professional capability and achievements and define reasonable career paths for public 
employees.  It should also provide job security for talented professionals that want to pursue 
fruitful public sector careers without the need, as in the past, to affiliate to a particular political 
party.  Also, rapid growth of public employment in the past resulted in the use of a pay-as-you-
go pension system for public workers, with generously defined benefits for some sectors.  With 
retirements accelerating and public employment stalled, the system is now going into deficit.  
More public employees are interested in employment opportunities in the private sector, but they 
do not want to lose accumulated pension benefits.  A few years ago a reform of the pension 
system for the private sector, giving employees individual portable accounts, took care of most 
of these problems for the formal private sector, and the government is considering a similar 
reform for public pensions.  This strategy could also help address the problem of subnational 
governments’ employee pension systems.  The latter will be analyzed through ESW in the 
coming fiscal year. 

Mainstreaming accountability and good governance across sectors.  New opportunities for 
mainstreaming public sector and governance work emerge as the Bank moves towards a multi-
sector approach in its operations. Client countries demand integrated solutions to complex issues. 
Other sectors need to deal with difficult institutional dimensions across their portfolios and 
governance issues are at the core of many policy dialogue processes in the region and in Mexico 
in particular.  Some potential areas for future work include: (i) anti-corruption and transparency, 
(ii) change management and innovation, (iii) applied institutional analysis, (iv) participation and 
social accountability; and (v) institutional development and strengthening.  An IDF to support 
accountability, improved management and institutional development related to youth programs is 
planned for the end of FY07. 

Fiscal Policy Institutions.  Mexican fiscal policy has improved greatly in keeping sustainable 
fiscal balances, even in the face of recession.  There is, however, still room to improve the 
efficiency of taxes (including contributions to social security, housing, etc.) to raise revenue, as 
well as of spending to better allocate resources to nation-wide priorities.  Congressional 
mandates and past concessions to special interests have put so many rigidities in the budget that 
adjustments to revenue shortfalls or changing priorities tend to affect the most flexible part of 
public spending, investment; and VAT and income tax bases remain too narrow, with too many 
exemptions. 

Intergovernmental Fiscal Relations.  The 1990s witnessed major expansions in the transfers and 
spending responsibilities for the subnational governments, but federalism needs further reform to 
complete the transformations underway to achieve the outcomes desired.  Although a lot of 
money now flows through State coffers (mostly to pay teachers and health workers), not all 
levels of government have ownership of the decentralization process, as unclear roles, strong 
links between unions and their federal sector ministries, and lack of political will by State 
governments lead to ineffective management of key public services.  States also lack substantive 
tax bases, and the development bank BANOBRAS has to strengthen its function in order to get 
the SNGs access to international financing at competitive rates. 
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Strengthening Capacity of SNGs.  Along with the SNGs’ problems of inadequate authority over 
their finances and spending, most of them lack management capacity to do more (there are a few 
exceptions, among the economically stronger States and municipalities).  Areas of weaknesses 
include strategy design and investment planning for economic development, results-based and 
efficient expenditure management to improve services provided to the poorest population, 
procurement and financial management, tax administration, crime and violence prevention, and 
justice administration. 

There has been mixed progress in supporting institutional development at the subnational 
level.  Bank staff participated in the National Treasury Convention (Convención Nacional 
Hacendária) and provided technical support for the preparation of fiscal reform proposals.  
While providing a useful blueprint based on consensus building, there has been little progress in 
effectively implementing these reforms.  A State Judicial Sector Development Loan was 
approved, as expected, but there were substantial delays in effectiveness.  The loan was declared 
effective only recently, but there are hopes for a successful implementation, as the loan has 
generated substantial interest amongst the states.  In addition, through a sequence of AAA, the 
Bank supported the development of a set of public financial management indicators.  These 
indicators have been developed in cooperation with both federal and state governments.  Looking 
ahead, the Bank could provide additional support for the implementation of these indicators as 
performance monitoring system, since this work has generated substantial interest among 
numerous state governments. 

Justice System.  Mexico’s judicial system is not meeting its objectives to secure property rights, 
facilitate stability in commercial and financial interchanges (contracts, bankruptcy, etc.), foster a 
respect for cultural diversity, and provide security against crime and violence.  The state level 
loan mentioned above should provide assistance, once current implementation delays are 
resolved.  There also is the need for strengthening the functioning of courts at the federal level. 

 
Figure 8. Pillar IV: Strengthen Institutions – Lending Program & AAA FY05-FY08 

FY AAA Lending US$ Millions 
2005  State Judicial Modernization  30 
2006 States Fiduciary Indicators   

2007-08 Institutions & Governance Review Community Access to Justice II  
 Growth, Jobs and Poverty Reduction Development Banks DPL I  
 State Pension Survey   
 Mexico Policy Notes   
 Public Financial Mgmt Program III   

Grants & 
Others: 

FY05: Fee-Based-Services with Ministry of Finance, Strengthening of IFAI IDF, Support to 
Convención Nacional Hacendaria, Youth IDF. 
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Latin Upper-
POVERTY and SOCIAL America middle-

Mexico & Carib. income
2005
Population, mid-year (millions) 103.1 546 576
GNI per capita (Atlas method, US$) 7,310 3,580 4,770
GNI (Atlas method, US$ billions) 753.4 1,952 2,748

Average annual growth, 1999-05

Population (%) 1.1 1.5 0.8
Labor force (%) 2.5 2.2 1.4

Most recent estimate (latest year available, 1999-05)

Poverty (% of population below national poverty line) 18 .. ..
Urban population (% of total population) 76 78 73
Life expectancy at birth (years) 74 72 69
Infant mortality (per 1,000 live births) 23 27 23
Child malnutrition (% of children under 5) 8 .. ..
Access to an improved water source (% of population) 91 89 93
Literacy (% of population age 15+) 92 89 94
Gross primary enrollment  (% of school-age population) 110 121 106
    Male 111 123 107
    Female 110 119 105

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1985 1995 2004 2005

GDP (US$ billions) 184.5 286.7 683.5 768.4
Gross capital formation/GDP 21.2 20.0 22.1 21.8
Exports of goods and services/GDP 15.4 30.4 29.6 29.9
Gross domestic savings/GDP 26.3 22.6 20.0 20.2
Gross national savings/GDP 22.5 19.4 21.0 21.1

Current account balance/GDP 0.4 -0.5 -1.1 -0.7
Interest payments/GDP 5.5 3.8 1.6 1.3
Total debt/GDP 52.5 57.7 23.0 20.9
Total debt service/exports 43.7 27.0 22.9 12.7
Present value of debt/GDP .. .. .. ..
Present value of debt/exports .. .. .. ..

1985-95 1995-05 2004 2005 2005-09
(average annual growth)
GDP 2.6 3.4 4.1 3.0 3.7
GDP per capita 0.7 2.1 3.1 1.9 2.2
Exports of goods and services 7.9 7.9 11.6 6.9 4.8

STRUCTURE of the ECONOMY
1985 1995 2004 2005

(% of GDP)
Agriculture 10.1 5.7 3.9 3.8
Industry 35.3 27.9 26.3 25.9
   Manufacturing 24.0 20.8 18.0 17.7
Services 54.7 66.5 69.8 70.2

Household final consumption expenditure 64.5 66.9 68.1 68.3
General gov't final consumption expenditure 9.2 10.4 11.8 11.5
Imports of goods and services 10.3 27.7 31.6 31.5

1985-95 1995-05 2004 2005
(average annual growth)
Agriculture 0.9 1.8 3.2 -1.5
Industry 3.0 3.2 4.2 1.6
   Manufacturing 3.3 3.1 4.0 1.2
Services 2.7 3.6 4.2 3.9

Household final consumption expenditure 3.3 4.2 4.1 5.4
General gov't final consumption expenditure 2.2 1.1 -0.4 0.5
Gross capital formation 4.1 5.5 7.4 -0.2
Imports of goods and services 14.2 10.4 11.6 8.7

Note: 2005 data are preliminary estimates. Group data are to 2004.

* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
    be incomplete.

CPS Annex B1 - Mexico at a Glance

-10

-5

0

5

10

15

00 01 02 03 04 05

GCF GDP

Growth of capital and GDP (%)

-5

0

5

10

15

20

25

00 01 02 03 04 05

Exports Imports

Growth of exports and imports (%)

-10

-5

0

5

10

15

00 01 02 03 04 05

GCF GDP

Growth of capital and GDP (%)

-5

0

5

10

15

20

25

00 01 02 03 04 05

Exports Imports

Growth of exports and imports (%)

Mexico

Upper-middle-income group

Development diamond*

Life expectancy

Access to improved water source

GNI
per
capita

Gross
primary

enrollment

Mexico

Upper-middle-income group

Economic ratios*

Trade

Indebtedness

Capital 
formation

Domestic
savings

43



CPS Annex B1 - Mexico at a Glance (Cont)

PRICES and GOVERNMENT FINANCE
1985 1995 2004 2005

Domestic prices
(% change)
Consumer prices 57.7 35.0 4.7 4.0
Implicit GDP deflator 56.7 37.9 7.4 5.4

Government finance
(% of GDP, includes current grants)
Current revenue 32.4 22.8 23.0 23.3
Current budget balance -2.5 3.0 3.1 3.1
Overall surplus/deficit -7.1 -0.2 -0.3 -0.1

TRADE
1985 1995 2004 2005

(US$ millions)
Total exports (fob) 26,757 79,542 187,999 213,711
   Oil 14,767 8,423 23,667 31,895
   Agriculture 1,409 4,016 5,684 6,127
   Manufactures 10,071 66,558 157,747 174,521
Total imports (cif) 18,359 72,453 196,810 221,328
   Food .. .. .. ..
   Fuel and energy .. .. .. ..
   Capital goods 3,165 8,697 22,597 26,216

Export price index (2000=100) 108 95 117 127
Import price index (2000=100) 77 98 108 114
Terms of trade (2000=100) 140 97 108 112

BALANCE of PAYMENTS
1985 1995 2004 2005

(US$ millions)
Exports of goods and services 31,552 89,207 201,911 229,289
Imports of goods and services 23,741 81,454 215,372 242,079
Resource balance 7,811 7,753 -13,460 -12,790

Net income -8,997 -13,290 -10,763 -13,402
Net current transfers 1,985 3,960 17,044 20,484

Current account balance 800 -1,577 -7,180 -5,708

Financing items (net) -3,529 -725 11,241 12,881
Changes in net reserves 2,729 2,302 -4,061 -7,173

Memo:
Reserves including gold (US$ millions) 4,997 16,870 64,204 74,102
Conversion rate (DEC, local/US$) 0.3 6.4 11.3 10.9

EXTERNAL DEBT and RESOURCE FLOWS
1985 1995 2004 2005

(US$ millions)
Total debt outstanding and disbursed 96,867 165,379 157,028 160,281
    IBRD 4,034 13,823 9,564 9,184
    IDA 0 0 0 0

Total debt service 15,293 26,110 51,291 32,274
    IBRD 597 2,372 2,440 1,781
    IDA 0 0 0 0

Composition of net resource flows
    Official grants 78 31 .. ..
    Official creditors 796 10,354 -1,190 561
    Private creditors -818 5,159 -1,608 4,375
    Foreign direct investment (net inflows) 491 9,526 18,244 17,805
    Portfolio equity (net inflows) 0 519 .. ..

World Bank program
    Commitments 928 1,877 621 1,196
    Disbursements 840 1,732 767 997
    Principal repayments 335 1,411 1,917 1,390
    Net flows 505 321 -1,150 -393
    Interest payments 262 961 523 390
    Net transfers 243 -640 -1,673 -784

Development Economics 10/31/06
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Indicator 2004 2005 2006 2007
Portfolio Assessment
Number of Projects Under Implementation a 24 23 23 22
Average Implementation Period (years) b 3.2 3.3 2.6 3.0
Percent of Problem Projects by Number a, c 12.5 4.3 8.7 9.1
Percent of Problem Projects by Amount a, c 21.2 12.3 13.7 15.4
Percent of Projects at Risk by Number a, d 12.5 4.3 8.7 9.1
Percent of Projects at Risk by Amount a, d 21.2 12.3 13.7 15.4
Disbursement Ratio (%) e 20.0 28.3 32.6 9.7
Portfolio Management
CPPR during the year (yes/no) Yes Yes Yes Yes
Supervision Resources (total in US$'000) f 2130 1869 1762 2302
Average Supervision (US$'000/project) f 82 72 80 92

Memorandum Item Since FY 80 Last Five FYs
Proj Eval by OED by Number 149 23
Proj Eval by OED by Amt (US$ millions) 28,179.2 4,320.3
% of OED Projects Rated U or HU by Number 26.2 19.0
% of OED Projects Rated U or HU by Amt 17.9 15.4

a.  As shown in the Annual Report on Portfolio Performance (except for current FY).
b.  Average age of projects in the Bank's country portfolio.
c.  Percent of projects rated U or HU on development objectives (DO) and/or implementation progress (IP).
d.  As defined under the Portfolio Improvement Program.
e.  Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the 
     beginning of the year: Investment projects only.
f.   Averages are based on the Business Warehouse Supervision Effort report and reflect actuals.
*   All indicators are for projects active in the Portfolio, with the exception of Disbursement Ratio,
    which includes all active projects as well as projects which exited during the fiscal year.

CPS Annex B2 - Mexico
Selected Indicators* of Bank Portfolio Performance and Management

As of September 30, 2006
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Fiscal 
year US$(M) Strategic 

Rewards
Implementation 

Risks

2005 Basic Education Development APL III  300.0 M L
State Judicial    30.0 H M
Housing & Urban Program TAL I   7.8 M M
Innovation for Competitiveness   250.0 H M

Result 587.8

2006 Access to Land for Young Farmers  100.0 M M
Modernization Water TAL  25.0 M L
Tertiary Education Student Assistance APL I 180.0 M L
School Based Mgmt. Project  240.0 M M
Environmental Services (IBRD+GEF)  45.0 M L
Environmental DPL II  200.5 M L
Housing & Urban Program SAL II  200.5 H H
Competitiveness DPL 300.5 H L
Finance & Growth DPL I  500.5 H M

Results 1,792.0

2007(i) Tertiary Education Student Assistance APL II H H
Rural Electrification Project (IBRD+GEF) 15.0 M L
Indigenous Community Loan  120.0 H M
Savings & Credit Sector Strengthening (Additional Financing) M L
Integ. Ma of Basins & Aquif (Water Res. Mgmt Project II) M L
ENVDPL III M L
Results 800.0

2008(i) Decentralized Infrastructure Development II H M
Medium Cities II M M 
Environmental Management M M
Community Forestry III M L
Water Rights M M
Community Access to Justice II M H
Development Banks DPL II H M
Competitiveness II H L
Water Policy Development SAL H L
Afford Housing & Urban III H M
Social (CONTIGO) Development Policy Loan H M
Results 800.0

(i) Note: As explained in the main text of this CPS PR most lending amounts are being left as flexible and will be 
          defined with the incoming federal administration.

CPS Annex B3 — Mexico
IBRD/IDA Program Summary - Actual FY05-06 Lending

Proposed IBRD/IDA Base-Case Lending Program for FY07-08
As of September 30, 2006
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FY Project US$ (M) GEF US$ (M) PCF

2001
Indigenous Community Diversity 7.5
Mesoamerican Biological Corridor 15

2002
Consolidation of Protected Areas (SINAP II) 18.3

2003
Introduction of Climate Measures in Transport 5.8

2005
Waste Management Project 0.9

2006
Environmental Services 15.4
Enabling Activity on Persitent Organic Pollutants 0.5
Large-scale Renewable Energy 25.4
Mexico Transport Corridors 2.4

Total Under Supervision 87.9 3.3

2007
Hybrid Solar Thermal Project (Approved) 49.0
Rural Electrication Project 15.0
Sacred Orchids of Chiapas (GEF-MSP) 1.0
Wind Umbrella 12.3

2008
Adaptation to Climate Change 4.5
Land for Young Farmers 5.0
Mesoamerican Coral Reef System 1.0
Seawater Agro forestry 2.6
Chihuahua Landfill Carbon Fund 3.5
Mexico Bundled Gas Recovery Project 6
PEMEX Cogeneration Project 8.3
MX Iride & Samaria II Methane Recovery 28.8

Total GEF in Pipeline for FY07-08 75.5 61.5

163$                   65$                    Overall Results
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CPS Annex B3 - Mexico
GEF/PCF in Supervision & Proposed Program FY07-08

As of September 30, 2006
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2001 2002 2003 2004 2005 2006

IFC commitments (US$m) 92.1 78.6 111.0 447.2 279.7 260.5

Sector (%)
Accommodation & Tourism Services 0 0 36 0 0 0
Chemicals 0 8 0 0 0 0
Collective Investment Vehicles 0 13 0 0 0 8
Education Services 7 0 0 0 5 12
Finance & Insurance 14 2 45 26 95 50
Food & Beverages 0 1 0 0 0 0
Health Care 33 0 0 0 0 2
Industrial & Consumer Products 17 17 16 0 0 0
Information 0 8 0 0 0 0
Oil, Gas and Mining 0 13 0 5 0 0
Plastics & Rubber 16 0 0 0 0 0
Pulp & Paper 0 0 0 18 0 0
Transportation and Warehousing 13 0 0 18 0 15
Utilities 0 1 3 32 0 0
Wholesale and Retail Trade 0 38 0 0 0 12
Total 100 101 100 99 100 100

Investment instrument (%)
Loans 67 74 79 82 77 69
Equity 31 16 9 1 10 29
Quasi-Equity 2 9 9 14 9 0
Other 0 1 3 3 4 2
Total 100 100 100 100 100 100

MIGA Guarantees (US$m) 0.00 0.00 0.00 0.00 0.00 0.00

CPS Annex B3 (IFC & MIGA) for Mexico
IFC Program, FY 2001-2006

As of September 30, 2006
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FY Product Cost (US$000) Audience (a) Objective (b)

2005 Poverty Programmatic II - Income Generation & Social Protection for the Poor 136 G, B, PD KG, PD
Education Quality I - Determinants of Learning Policy Note 271 G, B, PD KG, PD
Economic Ass of Policy Intervention Water I 251 G, B, PD KG, PD
Rural Poverty Analysis 185 G, B, PD KG, PD
Infras Public Expenditure Review 322 G, B, PD KG, PD

2006 Poverty Programmatic III - Decentralized Delivery (Delivered) 602 G, B, PD KG, PD
Water PER (Delivered) 235 G, B KG
Economic Asses of Policy Intervention Water II (Delivered) 110 G, B, PD KG, PD
Quality of Education Programmatic II (Delivered) 143 G, B, PD KG, PD
Competitiveness & Trade Programmatic  (Delivered) 153 G, B, PD KG, PD
PFM Programmatic:  - State Level TA, Proc, PE & FM  (Delivered) 90 G, B, PD KG, PD

2007 Agricultural Trade 180 G, B, PD KG, PD
Institutional Governance Review 176 G, B, PD KG, PD
Energy Security and Climate Change 190 G, B, PD KG, PD
Growth Jobs & Poverty Reduction 160 G, B, PD KG, PD
Water Programmatic III 212 G, B, PD KG, PD
Policy Notes 157 G, B KG
PFM Programmatic II - State Pension Survey 160 G, B, PD KG, PD

2008 PFM Programmatic III 160 G, B, PD KG, PD
CPAR Update 90 G, B, PD KG, PD
Health for the Poor 160 G, B, PD KG, PD
Country Assistance Strategy 250 G, B KG

  (a) G = Government; B = Bank; PD = Public dissemination
  (b) KG = Knowledge generation; PD = Public debate; PS = Problem solving

CPS Annex B4 — Mexico
Summary of Nonlending Services FY05-08

As of September 30, 2006
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Social Indicators

Latest single year Same region/income group

Latin Upper-
America middle-

1980-85 1990-95 1999-05 & Carib. income

POPULATION  
Total population, mid-year (millions) 75.5 91.1 103.1 551.4 598.7
    Growth rate (% annual average for period) 2.2 1.8 1.1 1.4 0.6
Urban population (% of population) 69.6 73.4 75.8 77.2 72.0
Total fertility rate (births per woman) 4.2 2.9 2.2 2.5 1.9

POVERTY
(% of population)
National headcount index .. 21.4 17.6 .. ..
    Urban headcount index .. 10.1 11.3 .. ..
    Rural headcount index .. 37.0 27.9 .. ..

INCOME
GNI per capita (US$) 2,180 3,810 7,310 4,008 5,625
Consumer price index (2000=100) 1 42 127 139 126
Food price index (2000=100) .. .. .. .. ..

INCOME/CONSUMPTION DISTRIBUTION
Gini index .. 54.3 50.0 .. ..
Lowest quintile (% of income or consumption) .. 3.3 3.7 .. ..
Highest quintile (% of income or consumption) .. 60.6 57.5 .. ..

SOCIAL INDICATORS
Public expenditure
    Health (% of GDP) .. .. 2.7 .. ..
    Education (% of GNI) .. .. .. 4.3 4.6
Net primary school enrollment rate
(% of age group)
    Total .. 99 99 95 93
        Male .. 100 99 .. 94
        Female .. 98 100 .. 93
Access to an improved water source
(% of population)
    Total .. 80 91 91 94
        Urban .. 90 97 96 98
        Rural .. 54 72 73 82
Immunization rate
(% of children ages 12-23 months)
    Measles 64 90 96 92 91
    DPT 40 92 91 91 94
Child malnutrition (% under 5 years) .. .. 8 7 7
Life expectancy at birth
(years)
    Total 68 71 74 72 69
        Male 64 69 71 68 66
        Female 71 75 77 75 73
Mortality
    Infant (per 1,000 live births) 56 30 23 27 23
    Under 5 (per 1,000) 74 36 28 31 28
    Adult (15-59)
        Male (per 1,000 population) 216 187 180 219 286
        Female (per 1,000 population) 135 117 101 124 150
    Maternal (per 100,000 live births) .. .. 83 194 91
Births attended by skilled health staff (%) .. .. .. 88 95

CAS Annex B5. This table was produced from the CMU LDB system. 10/31/06
Note: 0 or 0.0 means zero or less than half the unit shown. Net enrollment rate: break in series between 1997 and 1998 due to
change from ISCED76 to ISCED97. Immunization: refers to children ages 12-23 months who received vaccinations before one
year of age or at any time before the survey.

CPS Annex B5 - Mexico

As of September 30, 2006
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Actual     Estimate Projected
Indicator 2002 2003 2004 2005 2006 2007 2008 2009 2010

National accounts (as % of GDP)
Gross domestic producta 100 100 100 100 100 100 100 100 100
   Agriculture 4 4 4 4 4 4 4 3 3
   Industry 26 26 26 26 25 25 25 24 24
   Services 70 70 70 70 71 71 72 72 72

Total Consumption 81 81 80 80 79 79 79 79 79
Gross domestic fixed investment 19 19 20 19 20 20 21 21 20
   Government investment 4 5 5 4 4 4 4 4 4
   Private investment 15 14 15 15 16 16 17 17 17

Exports (GNFS)b 27 28 30 30 31 31 30 30 30
Imports (GNFS) 29 29 32 32 32 32 32 32 32

Gross domestic savings 19 19 20 20 21 21 21 21 21
Gross national savingsc 19 19 21 21 22 22 22 22 22

Memorandum items
Gross domestic product 649076 639110 683486 768437 840965 895029 937471 977560 1019362
(US$ million at current prices)
GNI per capita (US$, Atlas method) 6010 6370 6930 7310 7740 8210 8620 8950 9250

Real annual growth rates (%, calculated from 93 prices)
   Gross domestic product at market prices 0.8 1.4 4.1 3.0 4.5 3.5 3.5 3.5 3.5
   Gross Domestic Income 1.2 1.0 3.8 4.2 6.0 2.8 2.9 3.0 3.0

Real annual per capita growth rates (%, calculated from 93 prices)
   Gross domestic product at market prices -0.2 0.4 3.1 1.9 3.4 2.5 2.5 2.5 2.5
   Total consumption 0.3 1.0 2.5 3.8 3.7 1.8 1.6 2.1 2.0
   Private consumption 0.6 1.2 3.0 4.3 3.7 2.0 1.7 2.1 2.2

Balance of Payments (US$ millions)
  Exports (GNFS)b 173738 177299 201911 229289 257842 273186 284656 295296 307325
      Merchandise FOB 161046 164766 187999 213711 241316 255485 265786 275220 285965
   Imports (GNFS)b 185419 187680 215372 242079 268889 288174 301923 314410 327428
      Merchandise FOB 168679 170546 196810 221270 246235 263786 275971 286799 298052
  Resource balance -11681 -10380 -13460 -12790 -11048 -14988 -17267 -19113 -20103
  Net current transfers 10268 13858 17044 20484 23765 26780 30517 34603 38089
  Current account balance -13524 -8621 -7180 -5708 -2783 -7133 -8218 -8844 -8902

  Net private foreign direct investment 17300 12946 18244 17805 15704 15648 15961 16599 17263
  Long-term loans (net) -3386 -3517 550 142 4220 8298 10944 14364 8259
    Official 246 -331 -1189 561 -9161 494 276 -610 362
    Private -3632 -3186 1739 -419 13381 7804 10669 14974 7897
  Other capital (net, incl. errors & ommissions) 6986 9025 -7554 -5066 -17730 -11131 -15841 -18225 -12625
  Change in reservesd -7376 -9833 -4061 -7173 589 -5682 -2846 -3895 -3996

Memorandum items
Resource balance (% of GDP) -1.8 -1.6 -2.0 -1.7 -1.3 -1.7 -1.8 -2.0 -2.0
Real annual growth rates ( YR93 prices)
  Merchandise exports (FOB) -0.7 -2.5 2.1 5.0 5.8 5.0 4.5 4.1 4.4
    Primary 10.9 18.5 12.2 19.7 2.3 2.2 2.2 2.2 2.3
    Manufactures -2.1 -5.4 0.4 2.2 6.6 5.6 4.9 4.5 4.8
  Merchandise imports (CIF) 0.6 -1.3 9.3 7.1 8.7 4.3 3.4 3.2 3.2

CPS Annex B6 - Mexico
Key Economic Indicators

As of September 30, 2006
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(Continued)

Mexico - Key Economic Indicators
(Continued)

Actual     Estimate Projected
Indicator 2002 2003 2004 2005 2006 2007 2008 2009 2010

Public finance (as % of GDP at market prices)e

  Current revenues 22.1 23.2 23.0 23.3 23.4 23.2 22.8 22.3 21.8
  Current expenditures 20.1 21.0 19.9 20.1 20.2 19.8 19.2 18.8 18.3
  Current account surplus (+) or deficit (-) 2.0 2.2 3.1 3.1 3.2 3.4 3.6 3.5 3.5
  Capital expenditure 3.2 2.9 3.3 3.2 3.2 3.4 3.6 3.6 3.6
  Foreign financing -0.4 -0.2 -0.2 -0.6 0.1 0.3 0.1 -0.1 0.2

Monetary indicators
  M2/GDP 29.1 28.3 28.0 28.9 29.4 29.5 29.4 29.4 29.4
  Growth of M2 (%) 8.3 7.1 10.7 12.0 11.8 9.2 8.4 8.5 8.3
  Private sector credit growth / 90.9 -49.9 51.8 87.8 81.6 86.3 69.5 58.6 69.3
  total credit growth (%)

Price indices( YR93 =100)
  Merchandise export price index 120.7 126.7 141.6 153.2 163.5 164.8 164.1 163.3 162.5
  Merchandise import price index 110.8 113.5 119.9 125.9 128.9 132.5 134.1 135.1 136.1
  Merchandise terms of trade index 108.9 111.7 118.1 121.7 126.8 124.4 122.4 120.8 119.4
  Real exchange rate (US$/LCU)f 61.2 71.9 77.4 74.5 72.8 72.8 72.8 72.8 72.8

  Real interest rates
  Consumer price index  (% change) 5.0 4.5 4.7 4.0 3.4 3.5 3.5 3.3 3.1
  GDP deflator (% change) 7.0 8.5 7.4 5.4 5.3 5.2 5.0 4.8 4.7

a.   GDP at 
b.  "GNFS" denotes "goods and nonfactor services."
c.  Includes net unrequited transfers excluding official capital grants.
d.  Includes use of IMF resources.
e.   Consolidated central government.
f.  "LCU" denotes "local currency units." An increase in US$/LCU denotes appreciation.
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Actual     Estimate Projected
Indicator 2002 2003 2004 2005 2006 2007 2008 2009 2010

Total debt outstanding and 160434 160308 159183 162806 147860 147398 152045 159733 160915
disbursed (TDO) (US$m)a

Net disbursements (US$m)a -4012 -564 -2798 6689 5577 7191 12288 19052 16217

Total debt service (TDS) 43535 42163 51291 32274 43563 28721 36732 37729 35349
(US$m)a

Debt and debt service indicators 
(%)
   TDO/XGSb 81.4 79.7 70.2 63.1 50.8 48.4 47.5 47.7 45.9
   TDO/GDP 23.5 24.3 23.0 20.9 17.3 16.5 16.2 16.3 15.8
   TDS/XGS 23.5 22.5 23.8 13.3 16.2 10.0 12.2 12.0 10.8
   Concessional/TDO 0.8 0.8 0.8 0.9 1.0 1.0 0.8 0.7 0.6

IBRD exposure indicators (%)
   IBRD DS/public DS 10.9 8.9 9.9 11.8 31.2 7.0 4.9 8.0 4.6
   Preferred creditor DS/public 15.0 14.3 14.6 17.1 53.6 14.5 10.6 15.5 11.3
   DS (%)c

   IBRD DS/XGS 1.1 1.0 1.1 0.7 2.4 0.3 0.2 0.4 0.2
   IBRD TDO (US$m)d 10797 10717 9564 9184 4072 4394 4826 4892 5475
      Of which present value of
      guarantees (US$m)
   Share of IBRD portfolio (%) 9 9 8 8 9 4 5 5 5
   IDA TDO (US$m)d 0 0 0 0 0 0 0 0 0

IFC (US$m)
   Loans 430 556 617 761
   Equity and quasi-equity  /c 24 66 76 91

MIGA
   MIGA guarantees (US$m)

a.  Includes public and publicly guaranteed debt, private nonguaranteed, use of IMF credits and net short-
     term capital.
b.  "XGS" denotes exports of goods and services, including workers' remittances.
c. Preferred creditors are defined as IBRD, IDA, the regional multilateral development banks, the IMF, and the
    Bank for International Settlements.
d. Includes present value of guarantees.
e.  Includes equity and quasi-equity types of both loan and equity instruments.

CPS Annex B7 - Mexico
Key Exposure Indicators

As of September 30, 2006
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Closed Projects 197

IBRD/IDA *
Total Disbursed (Active) 951.89
          of which has been repaid 54.91
Total Disbursed (Closed) 31283.62
          of which has been repaid 25400.01
Total Disbursed (Active + Closed) 32235.51
          of which has been repaid 25454.92

Total Undisbursed (Active) 1368.08
Total Undisbursed (Closed) 0.00
Total Undisbursed (Active + Closed) 1368.08

Active Projects

Project ID Project Name
Development 

Objectives
Implementation 

Progress Fiscal Year IBRD IDA GRANT Cancel. Undisb. Orig.
Frm 

Rev'd

P065988 GEF MX Consolidat.Prot Areas (SINAP II) S S 2002 18.31 3.48 2.01
P059161 GEF MX-Climate Measures in Transport S S 2003 5.80 1.94 1.80
P066674 GEF MX-Indigenous&Community Biodiversity S S 2001 7.50 2.03 1.76
P060908 GEF MX-MESO AMERICAN CORRIDOR MS MS 2001 14.84 10.85 8.07 2.91
P085851 MX  Basic Education Dev Phase III S S 2005 300.00 1.61 44.06 -84.34
P085593 MX (APL I) Tertiary Educ Student Ass S MS 2006 180.00 180.00 36.18
P088728 MX (APL1) School-Based Management Prog S S 2006 240.00 240.00 50.67
P087152 MX (CRL1)Savings & Rurl Finance(BANSEFI) S S 2004 75.50 0.38 20.31 -22.15
P088732 MX Access to Land for Young Farmers S S 2006 100.00 0.75 80.54 13.43
P035751 MX Community Forestry II (PROCYMAF II) MS S 2004 21.30 12.87 4.87
P080149 MX Decentralized Infrastructure Developm S S 2004 108.00 56.13 2.79
P087038 MX Environmental Services Project S S 2006 45.00 45.00 3.33
P089171 MX GEF Environmental Services Project S S 2006 15.35 15.26 0.91
P077717 MX GEF-Large-scale Renewable Energy Dev. S S 2006 25.35
P049895 MX HIGHER ED. FINANCING S S 1998 180.20 10.61 10.61
P088080 MX Housing & Urban Technical Assistance S S 2005 7.77 6.91 4.04
P035752 MX Irrigation & Drainage Modernization S S 2004 303.03 113.54 -33.49
P091695 MX Modernization Water & Sanit Sector TA S MS 2006 25.00 0.19 24.75 7.60
P070108 MX Savings & Credit Sector Strengthening S S 2003 64.60 11.38 9.18
P074755 MX State Judicial Modernization Project S S 2005 30.00 30.00 7.00
P077602 MX Tax Admin Institutional Development S S 2002 52.00 3.18 2.25
P089865 MX-(APL1) Innov. for Competitiveness S S 2005 250.00 223.38 15.78
P066321 MX: III BASIC HEALTH CARE PROJECT U U 2001 350.00 265.42 240.12 54.12

Overall Result 2332.40 87.15 2.92 1401.64 282.43 57.03

a.  Intended disbursements to date minus actual disbursements to date as projected at appraisal.

CPS Annex B8 - Mexico 
Operations Portfolio (IBRD/IDA and Grants)

As September 30, 2006

Supervision Rating Original Amount in US$ Millions Disbursements a/

Difference Between
Last ISR Expected and Actual
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FY Approval Company Loan Equity Quasi Partic Guar. RM Loan Equity Quasi Partic Guar. RM
1998 Ayvi 2.14 0.00 0.00 0.00 0.00 0.00 2.14 0.00 0.00 0.00 0.00 0.00
2001 BBVA-Bancomer 6.63 0.00 0.00 0.00 0.00 0.00 6.63 0.00 0.00 0.00 0.00 0.00
2006 Banco del Bajio 0.00 45.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1995/ 1999 Baring MexFnd 0.00 1.70 0.00 0.00 0.00 0.00 0.00 1.70 0.00 0.00 0.00 0.00
1998 CIMA Mexico 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1998 CIMA Puebla 3.25 0.00 0.00 0.00 0.00 0.00 3.25 0.00 0.00 0.00 0.00 0.00
2005 CMPDH 14.50 0.00 0.00 0.00 0.00 0.00 14.50 0.00 0.00 0.00 0.00 0.00
2006 Carlyle Mexico 0.00 20.00 0.00 0.00 0.00 0.00 0.00 8.44 0.00 0.00 0.00 0.00
2001/ 2004/ 2006 Compartamos 9.87 0.66 0.00 15.64 0.00 0.00 0.00 0.66 0.00 15.64 0.00 0.00
2002/ 2005 Coppel 23.57 0.00 0.00 0.00 0.00 0.00 23.57 0.00 0.00 0.00 0.00 0.00
1999 Corsa 2.79 0.00 0.00 0.00 0.00 0.00 2.79 0.00 0.00 0.00 0.00 0.00
2005 Credito y Casa 21.09 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2004 DTM 14.91 0.00 0.00 0.00 0.00 0.00 14.91 0.00 0.00 0.00 0.00 0.00
2001 Ecomex 4.00 0.00 0.24 0.00 0.00 0.00 2.00 0.00 0.24 0.00 0.00 0.00
2000 Educacion 3.54 0.00 0.00 0.00 0.00 0.00 3.54 0.00 0.00 0.00 0.00 0.00
2005 FINEM 14.89 0.67 0.00 0.00 0.00 0.00 4.70 0.67 0.00 0.00 0.00 0.00
1998 Forja Monterrey 3.71 3.00 0.00 0.00 0.00 3.71 3.71 3.00 0.00 0.00 0.00 3.71
2001 GFNorte 95.63 0.00 0.00 0.00 0.00 0.00 45.63 0.00 0.00 0.00 0.00 0.00
1991/ 1996 GIBSA 5.41 0.00 0.00 0.00 0.00 18.19 5.41 0.00 0.00 0.00 0.00 18.19
1996/ 2000 GIRSA 19.29 0.00 0.00 0.00 0.00 25.71 19.29 0.00 0.00 0.00 0.00 25.71
2005 GMAC Financiera 64.67 0.00 0.00 55.74 0.00 0.00 11.53 0.00 0.00 20.98 0.00 0.00
1998/ 2004 Grupo Calidra 22.46 6.00 0.00 0.00 2.00 0.00 22.46 6.00 0.00 0.00 0.00 0.00
1989 Grupo FEMSA 0.00 0.02 0.00 0.00 0.00 0.00 0.00 0.02 0.00 0.00 0.00 0.00
1992/ 1993/ Grupo Posadas 0.00 0.66 10.00 0.00 1.60 0.00 0.00 0.66 10.00 0.00 0.00 0.00
1998/ 2005 Grupo Sanfandila 4.02 0.00 0.00 0.00 0.00 7.70 4.02 0.00 0.00 0.00 0.00 7.70
2005/ 2006 Grupo Su Casita 0.00 14.76 0.00 0.00 0.00 0.00 0.00 14.76 0.00 0.00 0.00 0.00
2006 Infologix BVI 3.50 0.00 0.00 0.00 0.00 0.00 3.50 0.00 0.00 0.00 0.00 0.00
2000 Innopack 0.00 12.81 0.00 0.00 0.00 0.00 0.00 12.81 0.00 0.00 0.00 0.00
2004 Interoyal 0.00 0.01 0.00 0.00 0.00 0.00 0.00 0.01 0.00 0.00 0.00 0.00
2006 Irapuato 0.00 0.00 0.00 12.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2005 La Bene 5.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2003 Lomas de Real 45.46 0.00 20.00 0.00 2.00 95.22 45.46 0.00 20.00 0.00 0.00 95.22
1998 Merida III 24.24 0.00 0.00 0.00 0.00 49.65 24.24 0.00 0.00 0.00 0.00 49.65
2003 Mexmal 0.00 0.00 0.80 0.00 0.00 0.00 0.00 0.00 0.80 0.00 0.00 0.00
1995/ 1999 Mexplus Puertos 0.00 0.80 0.00 0.00 0.00 0.00 0.00 0.80 0.00 0.00 0.00 0.00
2003 Occidental Mex 24.90 0.00 0.00 0.00 0.00 33.20 24.90 0.00 0.00 0.00 0.00 33.20
2004 Occihol 0.00 9.99 0.00 0.00 0.00 0.00 0.00 9.99 0.00 0.00 0.00 0.00
2003 POLOMEX S.A. 4.59 0.00 0.00 0.00 0.00 0.00 4.59 0.00 0.00 0.00 0.00 0.00
2002 Puertas Finas 8.13 0.00 0.00 0.00 0.00 0.00 8.13 0.00 0.00 0.00 0.00 0.00
2000 Rio Bravo 44.10 0.00 0.00 0.00 0.00 48.26 44.10 0.00 0.00 0.00 0.00 48.26
2004 SSA Mexico 44.25 0.00 0.00 0.00 0.00 0.00 44.25 0.00 0.00 0.00 0.00 0.00
2000 Saltillo S.A. 31.16 0.00 0.00 0.00 0.00 34.89 31.16 0.00 0.00 0.00 0.00 34.89
2000 Servicios 5.92 0.65 0.00 0.00 0.00 5.07 5.92 0.65 0.00 0.00 0.00 5.07
2001/ 2004/ Su Casita 176.46 0.00 0.00 0.00 0.00 0.00 108.57 0.00 0.00 0.00 0.00 0.00
1997 TMA 1.02 0.00 3.29 0.00 0.00 3.52 1.02 0.00 3.29 0.00 0.00 3.52
2005 UNITEC 30.02 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

2003 Valle Hermoso 48.68 0.00 20.00 0.00 2.00 103.49 48.68 0.00 20.00 0.00 0.00 103.49
2006 Vuela 40.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2002 ZN Mexico II 0.00 7.07 0.00 0.00 0.00 0.00 0.00 5.51 0.00 0.00 0.00 0.00
1998 ZN Mxc Eqty Fund 0.00 1.69 0.00 0.00 0.00 0.00 0.00 1.69 0.00 0.00 0.00 0.00
Total Portfolio: 873.79 125.50 54.32 83.39 7.60 428.63 584.59 67.37 54.32 36.62 0.00 428.63

Statement of IFC's Held and Disbursed Portfolio
CPS Annex B8 (IFC) — Mexico

(In US Dollars Millions)

Held Disbursed

As of September 30, 2006
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