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he Washington Consensus, formulated

I by John Williamson in 1989 and pub-

lished in 1990, contains the economic po-

licy proposals agreed on by U.S. economists
linked to the U.S. political center.!

This series of political reforms can be sum-

marized in ten points: 1) fiscal discipline; 2) chan-
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neling public spending into health, basic edu-

cation and infrastructure; 3) fiscal reform; 4)
freeing up interest rates and, therefore, the fi-
nancial sector; 5) maintaining a competitive
exchange rate; 6) freeing up foreign trade; 7)
liberating the flows of foreign direct investment;
8) privatization; 9) deregulation; and, finally, 10)
security for property rights. This article will dis-
cuss each of these proposals in terms of its co-
herence and empirical implementation, both
in the United States and in Mexico.
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In the 1980s, the recommendation
of fiscal discipline gained political sup-
port given the fiscal imbalances in the
United States, but above all in Mex-
ico. State expansion was perceived as
a threat for individual rights and work
incentives. This perception was bol-
stered by the academic-political tri-
umph of free market ideas and the
critiques of the mixed economy head-
ed up by Friedrich von Hayek and Mil-
ton Friedman in academia and Mar-
garet Thatcher and Ronald Reagan
in the sphere of politics.? The decline in
the average rate of profit and of the
dynamic of the average rate of produc-
tivity in the world from the mid-1960s

on cannot be ignored either,® a mani-

basis for anti-cyclical fiscal disequili-
briums. That is why, in the case of what
U.S. monetary authorities recently
called the irrational exuberance of the
financial market, a fiscal surplus is re-
commended, and that is what hap-
pened during William Clinton’s sec-
ond term. On the other hand, if there
are recessive trends in the private sec-
tor, what is called for is a fiscal deficit
and reducing taxes for private inves-
tors, which is what has been done
during the current Bush administra-
tion. Of course, in an open economy,
we also have to consider the interac-
tion with external disequilibrium, the
exchange rate, and income and its dis-

tribution, among other factors.

The United Nations Development Program
has added its voice to the criticisms, saying that poverty in human
development and in Mexico's economic and social infrastructure compared
to, for example, Vietnam, is due to weak tax collection.

festation of the exhaustion of what dif-
ferent analyses called capitalism, the
mode of regulation, inward develop-
ment with import substitution, Key-
nesian economics, etc.* In the context
of the Washington Consensus, suffice
it to point out that Latin American
structuralist thinking in the Economic
Commission on Latin America (ECLAC)
led this body to propose Latin Amer-
ican economic integration as a way
around the obstacles to inward devel-
opment posed since 1949 which was
formalized in 1959 and spurred many
actions in the 1960s, unfortunately with
scant results.’

With regard specifically to fiscal
equilibrium, we should remember that
John Maynard Keynes established the
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Today, the U.S. recession has been
combatted, resulting in an approxi-
mate 7 percent external deficit in U.S.
gross domestic product (GDP), accom-
panied by a fiscal deficit of about 6
percent of GDP and a private deficit of
nearly | percent of GDP, at the same
time that the irrational exuberance ap-
pears in the real estate sector to the
degree that prestigious analysts fore-
see the possibility of a crack by mid-
2006.° Thus, the consensus’s first pro-
posal is only valid in conditions of
stable growth with equilibrium in pri-
vate savings-investment accounts in
light of economic theory and the U.S.
government’s fiscal practices.

It should be emphasized that the
rapid drop in Mexico’s fiscal disequi-

libriums in 1989-1994 under Finance
Minister Pedro Aspe Armella was so
admired by the United States and other
developed countries that because of
this and other achievements, the Fi-
nancial Times called Mexican econom-
ic officials the favorites of the World
Bank.”

We can say that the consensus’s
second proposal, redirecting public
spending toward health, basic educa-
tion and infrastructure, has not been
implemented in Mexico because pol-
icy has aimed at reducing public spend-
ing and privatizing health and infra-
structure. Thus, for example, education
makes up about 6 percent of Mexico’s
GDP, less than the 8 percent recom-
mended by the UNESCO. At the same
time, more money was used to bail
out the banking system than to build
infrastructure and, definitely, the Mex-
ican economy’s declining competitive-
ness in recent years is linked to defi-
ciencies in economic policy. This has
been recognized both by Mexican
authorities and the World Bank.® The
United Nations Development Program
has added its voice to the criticisms,
saying that poverty in human devel-
opment (per capita income, health and
education) and in Mexico’s economic
and social infrastructure compared to,
for example, Vietnam, is due to weak
tax collection, the rapid trade opening
in conditions of scant domestic inte-
gration of exports, a slight poverty re-
duction but with increased inequality,
and the lack of an industrial policy and
technological development and adap-
tation. That is, Mexico has failed to
promote economic development on the
firm basis of human development and
the commitment to productive devel-
opment with technological advance-

ment and equity.”
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The consensus’s third recommen-
dation is fiscal reform. Mexico has
roundly failed in this fundamental mat-
ter. In the last 45 years, only two real
attempts at fiscal reform have been
made in Mexico: one in 1961 and the
other in 1971. Renowned Cambridge
economist Nicholas Kaldor was the in-
spiration for the first attempt, aborted
because of opposition from Mexico’s
Finance Ministry, which argued that
it would cause capital flight. For the
second attempt, an independent group
formed by President Luis Echeverria
(made up of Ifigenia Martinez, Fran-
cisco Gil-Diaz, Hermenegildo Anguia-
no Equihua and the author, led by
Jests Puente Leyva, with the enthusi-
astic support of Horacio Flores de la
Pefia, Minister of the National Patri-
mony, and Luis Enrique Bracamontes,
the Minister of Public Works) present-
ed a fiscal reform bill that overcame
the opposition of the Ministry of Fi-
nance and the Central Bank in debates
in the presence of President Echeve-
rrfa and Minister Flores de la Pefa.
But opposition kept the bill from be-
coming law. Looking back, it is no
exaggeration to say that this changed
Mexico’s economic history for the
worse. It is true that the current Fi-
nance Minister, Francisco Gil-Diaz,
headed up a fiscal reform proposal that
earned him the name Hood Robin be-
cause it countered universally accepted
fiscal standards by seeking to tax the
poor to benefit the rich.

Washington’s fourth policy propos-
al is freeing up interest rates. Recent
developments in the field of incom-
plete and asymmetrical information,
as well as regulatory and supervisory
domestic practices in the banking, credit
and financial sector of all countries show

that this liberation can only be relative.

All countries have a central bank
charged with issuing currency and run-
ning bodies to regulate financial activi-
ties precisely because of the peculiarities
of the sector, public goods, informa-
tion and asymmetrical powers, and be-
cause they are subject to irrational
manias and panics, as demonstrated
in numerous financial crises in differ-
ent parts of the world, including the
United States. Today, economists have
a consensus about control by mone-
tary authorities in developed coun-
tries of the short-term nominal inter-
est rate offered to bank depositors,
which influences the rest of interest
rates which, therefore, stop being to-

tally free.

sider a performative contradiction be-
cause the “liberation” of interest rates,
just like free market policies as a whole,
was not the product either of the free
market or of a democratic election, but
rather the result of coercion, the training
of elite Mexican economists using cri-
teria and objectives of the U.S. economy
and opportunist, ignorant imitation.!!

A competitive exchange rate is the
fifth policy recommended by Washing-
ton. Today there are doubts about the
competitiveness of Mexico's exchange
rates. Among other reasons, this is be-
cause the country has been incapable
of increasing per capita income since
the beginning of the free market re-

forms in 1983. That is, competitiveness

Current Finance Minister Francisco Gil-Diaz headed
up a fiscal reform proposal that earned him the name Hood Robin
because it countered universally accepted fiscal standards
by seeking to tax the poor to benefit the rich.

The same general perception exists
about Mexico. We should add that the
interest rate influences capital accu-
mulation and the income of future
generations. In addition, stakeholders’
freely picking the interest rate is im-
possible. Lastly the country risk re-
flects the spread between the interest
rates of government securities consid-
ered risk free. The significant decline
in the country risk in recent years has
been an important achievement by
Mexico that has pleased foreign in-
vestors; but up until now, this has not
meant that the Mexican economy’s
stagnation has been overcome in terms
of per capita income or any conver-
gence with income levels of developed

countries.!0 In addition we must con-

should be measured in relation to a
level of full employment with equity
and other social goals recognized in
Mexico's Constitution, such as decent
employment, sustainability and nation-
al sovereignty.

The discussion about the Mexican
economy’s loss of competitiveness under
the current administration, corroborat-
ed by three different competitiveness
indices, has included the participation
of Guillermo Ortiz, the governor of the
Banco de Mexico Central Bank, and Fer-
nando Canales, the minister of the econ-
omy. Ortiz only pointed out the need
for certain institutional reforms regard-
ing the central issues of the rule of law
and public security in general. Cana-

les represents producers and demands
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a Central Bank effort to lower interest
rates (understood as the lending rate,
charged loan recipients, which con-
tinues to be much higher than the sav-
ings rate paid to depositors) and a more
competitive exchange rate, instruments
managed by the Central Bank.!? In ad-
dition, we must take into account oil
revenues over and above those bud-
geted; transitory and uncertain, in the
last five years these have come to
about U.S.$30 billion, which overval-
ues the exchange rate and the balance
of payments.

China joins Vietnam as an example
of countries that have surpassed Mex-
ico, confirming the need not only for
strategic institutional reforms, but pol-

icies different from the market fun-

for optimal economic equilibrium, it
can only be reached by separating one-
self from free competition conditions.
In other words, if there are imperfec-
tions in information, knowledge and
competition, partial liberation can af-
fect welfare and efficiency levels in an
indeterminate way (it can increase them,
lower them or keep them unchanged). '
In addition, the achievements of neo-
institutionalism in the last 20 years seem
to be massively ignored by the monoe-
conomics discourse of the market pop-
ulists or globalization supporters.!®
According to these propositions, mar-
ket equilibrium cannot be determined
independently of cultural and legal
norms or the role of the state for fos-

tering a country’s innovative economic

The “liberation” of interest rates,
just like free market policies as a whole, was not
the product either of the free market or of a democratic election,
but rather the result of coercion.

damentalism that has prevailed in of-
ficial Mexican circles since 1983.13

Freeing up foreign trade is Washing-
ton’s sixth proposal. It is surprising how
ignorant the economists in power are
of basic economic theory. Already in
1955, Professor James Meade put for-
ward the theory of second best, in which
he pointed to the changes that should
be made to the hypothesis of the “be-
nevolent invisible hand” of the market
given the existence of monopolies, econ-
omies of scale, external economies and
inequality.

One year later, Professors Richard
Lipsey and Kelvin Lancaster general-
ized the theory by demonstrating that
in the absence of one of the conditions
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performance. This refutes the unilat-
eral hypotheses about freeing up mar-
kets using the ideological argument that
it is for the benefit of all, an idea main-
tained in Mexico by the main economic
policy decision-makers over the last
22 years, particularly and very decid-
edly former President Ernesto Zedillo
(1994-2000).

The Washington Consensus’s sev-
enth recommendation is to liberate for-
eign direct investment flows. Mexico
did this very rapidly, including finan-
cial investments, in the context of free-
ing up interest rates and liberalization
in all spheres. Recent advances in mon-
etary theory, in conditions of incom-

plete and asymmetric information, have

generated a consensus among well in-
formed economists about somehow reg-
ulating international financial trans-
actions, while U.S. authorities continue
to hold fast to the dogma of unregu-
lated capital markets.!®

The arguments against neo-liberal
extremists also apply against privati-
zation, Washington’s eighth proposal.
Suffice it to add the severe judgement
of the father of neo-institutionalism and
1993 Nobel Prizewinner for Economics,
Douglas C. North, who wrote, “In fact,
the simple-minded notion that ‘priva-
tization’ is all that is needed to set fal-
tering and failed economies on the path
to growth is a travesty of institutional
reasoning that reflects the primitive
understanding of most economists about
economic history and growth. Creating
efficient factor and product markets is a
complicated process about which we
know all too little. But the one thing
we know is that formal rules must be
complemented by informal constraints
and effective enforcement to produce
such markets.””

Deregulation is the consensus’s next-
to-the-last suggestion. To the forego-
ing areuments, we can add that while
fostering freedom from interference
is desirable, neo-liberal dogmas have
caused increased insecurity and the
belief that formal or negative freedoms
must be accompanied by positive free-
doms to be and do what is thought can
be achieved as a decent human being, '8

Lastly, with regard to security for
property rights, we can say that the
problem with this recommendation is
that it does not take into account the
defense of property of those who have
none, thus perverting the thought of
the founding fathers of economics like
Adam Smith, Alfred Marshall, Leon
Walras and John Keynes, among oth-
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The Washington
Consensus's seventh
recommendation is to liberate
foreign direct investment flows.
Mexico did this very rapidly,
including financial investments,
in the context of freeing
up interest rates and
liberalization in all spheres.

ers, who never excluded justice from
their analyses or shared the extravagant
tenets of believers in an illusory har-
mony of markets left to themselves.!?
It would seem that most economists
are also unfamiliar with the contribu-
tions of welfare economics, particular-
ly those of A. Sen, which corroborate
old hypotheses about the need for a so-
cial welfare function and its feasibility as

the guide for economic policy.? MM
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