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2024 Mexican Election Primer: What’s at Stake?

Mexico’s presidential election will finally be held this Sunday, after an almost year-long
electoral process; the formal campaign period kicked off in March 2024, but the pre-
campaigns and the intra party processes began almost a year prior. The election will not
only institute a new President (at this stage it looks like Mexico will have its first female
president), but also a full refresh of both houses of Congress, 9 state governors (including
the important Mexico City), 31 state legislatures, and close to 1,900 municipal
governments.

Despite lengthy campaigning, it’s been hard to sort through the content of the parties’
different platforms to garner what these are about, as the campaign has partly been
pitched as somewhat of a referendum on the current administration. To varying degrees,
the campaign platforms are scant on detailed proposals, but between the platforms and
the various campaign events it's possible to break down some of their key elements
proposed. The incumbent party’s platform (Sheinbaum’s) has mostly pledged continuity
with respect to AMLO’s government. The two main opposition platforms have pledged
continuity for AMLO’s social transfers, but have diverged in some important areas—
although here again specifics are wanting (table 1).

One key element which has been generally left out of discussion has been addressing the
fiscal deficit that the next administration will inherit, after the current government
budgeted a surge in the broad definition of the deficit to 5.9% of GDP.

At this stage in the game, voter polls and poll-of-polls suggest that Sheinbaum has a
strong lead in the election (20-30 percentage point lead in the Oraculus.mx and
Bloomberg poll-of-polls), yet several political analysts highlight that looking at recent
state level election results suggest that the contest is materially closer than polls suggest.
The margin of victory of the election will likely be closely monitored, particularly for two
reasons: 1) on the immediate aftermath because a tight margin is seen as more likely to
lead to post electoral conflict, and 2) the importance of legislative majority thresholds for
policy implementation. Some key thresholds include:

e The Expenditure Decree is approved by 50% + 1vote in the Lower House.

e The Revenues Law (which includes the tax bill and debt program) and Economic
Policy Guidelines (macro assumptions of the budget) is approved by 50% + 1 vote in
both the Lower House and the Senate.

e Passing legal changes requires 50% + 1 vote in both the Lower House and the Senate.

e Constitutional Amendments require a vote of >2/3in both houses, plus a majority of
State Legislatures.

However, there are arguments that in the case of a Morena victory, the importance of
reaching the Constitutional Reform threshold is heavily reduced by the so-called 4™

Supreme Court Justice argument (explained in local journal Nexos here). At the end of
2024, a seat will become vacant on the Supreme Court of Justice of Mexico. If Morena’s
candidate, Claudia Sheinbaum, wins, it would be her turn to designate who occupies that
chair. Depending on who is elected, if it is someone who gives unconditional support to
the Federal government (as the three ministers: Loretta Ortiz, Yasmin Esquivel and Lenia
Batres are considered to do), the government would have an unconditional block of four
justices in the Supreme Court. With this, this block would have the ability to block any
unconstitutionality ruling. This implies that, de facto, the government could carry out
reforms such as the proposed reform of the electoral, electrical and justice systems, and
ensure that they come into force, even if they do not obtain a qualified majority.
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Table 1: Mexico—Campaign Platform Summaries

Groups of
consumption

Galvez

Maynez

Sheinbaum

Economy

Security

Education

Healthcare &
Social Security

Energy / Infra.

Focus on fighting crimes that affect businesses, such as
extortion and theft.

Create a national agency to support entrepreneurs. Use
industrial policy to strengthen domestic supply chains.
Reduce the fiscal and regulatory burdens on SMEs.
Focus education efforts on enhancing productivity.

Return the armed forces to their traditional duties,
removing them from infrastructure construction and the
management of non-military government agencies.
Retract AMLO’s “hugs-not-bullets” policy of avoiding
confrontation with organized crime.

Actively fight organized crime and focus on security for
rural areas, logistics, etc.

Rewrite school textbooks after the current administration
removed close to 30% of mathematics content, and
involve parents in the process.

Extend school hours and expand internet coverage in
schools

Increase the number of teachers and gradually increase
their pay.

Create an integrated social security network, where
citizens can seek coverage at any public or private
network hospital, similar to some countries in Europe. To
operate the system, a healthcare ID card (Mi Salud) would
be established.

Create a National Care System with universal coverage.
Increase social transfers to single working mothers. Bring
back public childcare centers.

Tax benefits for low-income workers.

Environmental / Reverse AMLO’s push for passenger trains and focus on

cargo by rail.

Invest in technology in agriculture to free up hydric
resources (agriculture consumes 75% of Mexico’s water).
Focus on implementing the 2013 Energy Reform.
Promote the establishment of 2 million solar roofs.

Set up a plan for Net Zero by 2050.

Re-establish the natural disaster funds eliminated by
AMLO.

The campaign has also discussed the possibility of Pemex
focusing on profitable activities, potentially exiting
downstream activities.

Increase rural roads and infrastructure.

Establish a benefits program for companies that properly
fulfill their tax obligations.

Gradually eliminate social security contributions and
establish a universal social security system.

Establish a national registry of public sector suppliers.
Create a universal pension system.

Create an autonomous agency to design the
government’s revenue and spending policy.

Take the army out of police duties and give the task of
confronting organized crime back to civil agencies.
Strengthen the autonomy of the judicial branch and the
attorney general’s office.

Regulate the market for cannabis, as well as its
consumption, production, and distribution.

Eliminate the current administration’s public-school
textbooks and add technical skills and professions to the
curriculum.

Include financial education in the curriculum from
secondary school.

Increase scholarships for tertiary education.

Make the CONACYT (the council for science and
technology) a constitutionally autonomous body.

Establish a healthcare network focused on looking after
vulnerable citizens (e.g., elderly, children, teens).

Create a universal healthcare network focused on primary
care. Increase the minimum wage to MXN 10k monthly
(~USD 600).

Create a National Care System with universal coverage.
Reduce weekly working hours from 48 to 40 hours.
Institute temporary unemployment insurance.

Spend at least 4.5% of GDP on infrastructure, prioritizing
environmentally friendly transportation.

Build 100 waste treatment plants and increase the
budget of the water commission (Conagua) by 15%
annually. Strengthen the National Council for
Implementing the 2030 Agenda.

Focus on energy transition.

Improve fiscal incentives for social housing.

Pledge to maintain AMLO’s fiscal discipline. She has
promised not to use the presidential plane and travel on
commercial airlines.

Proposed to focus public spending on social equality.
Broaden social transfer programs, launch scholarships for
students, and provide additional pensions for women
aged 60-64.

Pledge to establish minimum wage increases above
inflation on an annual basis, protected at the
Constitutional level.

Continue AMLO’s policies, including strengthening the
national guard.

Create a new autonomous entity to run the judicial
branch, independently of the Supreme Court.

Keep young people out of crime through engagement.
Supports AMLO’s Supreme Court reform proposal, which
includes the selection of justices by popular vote.

Offer scholarships to all primary, secondary, and tertiary
students.

Increase the number of hours that students spend in
school, and a greater focus on physical and art education.
Provide students with dental, nutritional, and
psychological care.

Grant access to social security from birth to all Mexicans.
Continue the current administration’s health sector
policies and continue the integration of the private sector
into the government’s model.

Seek a gradual convergence of the IMSS (private social
security hospitals) towards the ISSTE (the public sector
hospital network).

Introduce a pension for all women aged 60-64, equivalent
in amount to half the pension for citizens over 65.
Increase the minimum wage to 2.5 times the basic
consumption basket (close to USD 660 currently).

Stand behind AMLO’s proposal to overturn the 2013
Energy Reform at the Constitutional level and set up a
46% ceiling for private participation.

Strengthen the Conagua.

Grant citizens greater control over the use of water
resources.

Modify Infonavit law (public housing fund acting as the
biggest mortgage lender in Mexico) to create public social
housing. Finish and consolidate current infrastructure
projects.

Increase the number of passenger trains.

Sources: Scotiabank Economics, direct campaign platforms, el Pais.

Potential key elements for investors:

e Energy: The opportunity that the reindustrialization of the US economy and the consolidation of regional production chains represents

for Mexico also entails some challenges among which is rising power shortages (Mexico’s idle capacity in electricity generation is at its

lowest level since 1980). Part of the electricity generation problem is due to the uncertainty that the sector currently faces in its

regulatory framework, which has put the brakes on investment in both transmission and generation. Before the reform of the sector in

2013, private players increased their participation in generation to around 30% of capacity, mainly under the figure of PIDIREGAS PPPs.

Subsequently, with the 2013 reform, private generation and ownership in generation opened, and the participation of the private sector

rose to more than 50% of the installed capacity, with a strong boost to renewable energy, including that financed by funds from

Canadian pensions (CDPQ, OTPP, PSP, etc.) and companies (TransCanada). However, after the victory of Lépez Obrador in 2018, he tried

to reverse the 2013 constitutional reform, but failed, leading to absence of certainty over the legal framework that regulates the sector.
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Given the delay that has accumulated in both generation and transmission capacity, this issue has become critical in the electoral cycle.
Candidate Galvez’'s campaign has suggested that, if she wins, she will return to the application of the 2013 reform, which is very likely to
see a significant recovery in private investment in the sector. On the other hand, Sheinbaum’s campaign has suggested that they would
formally seek to end the 2013 reform at the Constitutional level, but that the sector would not be closed to private investment and that
a 46% ceiling on the percentage of generation is likely to be applied to the private players. We interpret Sheinbaum’s message as
suggesting that some form of PPP scheme will be introduced, possibly under the build-operate-and-transfer modality. This could lead
to a significant recovery in private investment in the electricity sector—as long as her administration is willing to seek middle ground

with private players.

e Fiscal: As we noted earlier, the incoming administration will inherit an important fiscal challenge, as the outgoing government’s broad
definition of the deficit (the PSBR) is budgeted to close at 5.9% of GDP. As is typical in a Mexican electoral process, neither campaign
has been willing to speak about the potential introduction of new taxes (in Mexico that is seen as political suicide). Looking at Mexico’s
tax collecting structure its apparent that corporate tax collection increases would harm the country’s competitiveness (corporate tax
collection is already high, even more so taking into account close to 50% informality). Sales & goods tax collection is low, but rising VAT
in Mexico has proven extremely hard politically in the past. Social security contributions, although low as a share of GDP are already
rising substantially due to AMLO’s pension reform, through which employer contributions will rise from just over 2% of worker’s salaries
to 11%. This leaves Mexico’s very low property tax collection, but in the country that is a municipal tax, and hence there is some
speculation that the Federal government could introduce asset taxes (potentially only on real estate holdings, but it could also apply to
broader assets/wealth). Finally, last week the FT reported that the government is considering introducing taxes on bank’s profits. Given
the lack of formal discussion of this issue, this is but speculation at this point, but some form of tax reform could become necessary to
stave off threats to Mexico’s credit ratings (table 2).

Table 2: Mexico—Tax Collection by Component as % of GDP (2022)

Taxes on Social Taxes on Taxes on
Total Tax . Property
Country Income & Security = Corporate Goods &
Revenue . Taxes .

Profits Contribution Profits Services

Canada 33.2% 16.9% 4.7% 4.2% 3.5% 7.3%

Chile 23.9% 10.5% 1.0% 5.7% 1.2% 11.5%

Colombia 19.7% 6.6% 1.6% 5.0% 1.5% 8.8%

Costa Rica 25.5% 5.5% 8.9% 2.7% 0.5% 8.3%

France 46.1% 12.9% 15.0% 2.9% 3.7% 12.2%

Japan 34.1% 11.0% 13.3% 4.6% 2.7% 7%

Mexico 16.9% 8.0% 2.4% 4.0% 0.3% 5.3%

OECD 34.0% 12.0% 9.0% -- -- 10.7%

UK 35.3% 13.3% 7.1% 3.1% 4.0% 10.8%

USA 27.7% 14.3% 6.1% 1.8% 2.9% 4.3%
Sources: Scotiabank Economics, OECD.
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