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Foreword

This review of Mexico’s innovation policy is part of a series of OECD country reviews.a It was requested by the Mexican authorities, represented by the National Council for Science and Technology (CONACYT), and was carried out by the OECD Directorate for Science, Technology and Industry (DSTI) under the auspices of the Committee for Scientific and Technological Policy.b It took place concurrently with another study, OECD Reviews of Regional Innovation: 15 Mexican States; the two are complementary and provide Mexico with a coherent package of recommendations for both national and sub-national levels to work together effectively to support sustainable innovation-led economic growth throughout the country.

This study draws on a background report commissioned by the Mexican authorities,c and on the results of a series of interviews with major stakeholders in Mexico’s innovation system. The review was drafted by Daniel Malkin (consultant to the OECD), and Gernot Hutschenreiter and Michael Keenan (Country Review Unit, DSTI, OECD), with contributions from and under the supervision of Jean Guinet (Head, Country Review Unit, DSTI, OECD).

The review owes much to officials from National Council on Science and Technology (CONACYT), particularly Leonardo Rios Guerrero and Victor Reyes Peniche, and members of the Mexican Association of Directors of Applied Research and Technological Development (ADIAT), particularly Leopoldo Rodríguez Sánchez, for providing guidance on the issues to be examined, organising interviews, presenting interim results in Mexico,d and feedback on early drafts of the review.
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Overall Assessment and Recommendations


Fostering innovation to boost Mexico’s socio-economic development

Over the past decade, Mexico has made significant progress towards macroeconomic stability and has launched important structural reforms to open the economy further to trade and investment and improve the functioning of markets for goods and services. However, potential GDP growth remains much too low to bridge the wide gap in living standards with wealthier OECD countries and reduce widespread poverty. Mexico increasingly struggles to compete with many other large emerging economies, which are building their capabilities to harness the benefits of globalisation at a much faster pace.

One important reason is that Mexico’s public and private decision makers have been slow to realise the importance of investment in innovation as a driver of growth and competitiveness. Losing competitiveness in knowledge-based activities can become a self-reinforcing process that is increasingly hard to reverse because weak innovation capabilities limit the opportunities offered by international spillovers from competitors’ rising investment in knowledge. To provide the Mexican economy with stronger, sustainable growth, renewed efforts at reform are needed on a broad front, motivated by a sense of urgency and vision and backed by strong political commitment and leadership.

The current global economic crisis should not preclude or weaken these efforts. “Strong innovation performance is more important than ever in the current context. Stimulus packages should be designed in a way that supports innovation” (“OECD Strategic Response to the Financial and Economic Crisis: Contributions to the Global Effort”, OECD, 2009).

To create an innovative Mexico able to meet citizens’ growing needs and aspirations (higher standard of living, improved health, better security and environment, enriched cultural life, etc.), the government should commit to setting its policies in line with this objective. It should back business strategies and civil society initiatives in order to stimulate all forms of individual and collective creativity and innovation. Boosting investment in human capital, particularly in education, and fostering innovation in the business sector will be crucial to achieving this goal. The recently approved Special Programme for Science, Technology and Innovation (PECITI) is a positive initial step in that direction. It needs to be consolidated, supported by adequate budgetary commitments and complemented by governance reforms in the institutional setup that shape the design, funding, implementation and evaluation of policies.


Recent economic performance and new challenges

Mexico has benefited significantly from reforms undertaken over the past two decades to liberalise its economy and improve macroeconomic management. It has made considerable progress in achieving macroeconomic stability. Since the 1995 peso crisis Mexico’s GDP growth has averaged a reasonable 3.6% a year. Yet, in recent years growth has been weaker than that of Latin America’s more dynamic economies, such as Brazil and Chile, and economic growth has not been sufficient to help move per capita output to the level of the more advanced OECD economies. In fact, Mexico’s labour productivity growth has been one of the lowest among OECD countries since 2000. A key objective of Mexico’s economic policy is therefore to foster productivity gains and put the economy on a sustainable path of higher growth.

One of the main drivers of economic growth has been Mexico’s opening to international trade and investment. Largely owing to the opportunities provided by the North American Free Trade Agreement (NAFTA) and the Maquila/Pitex programmes, Mexico has recorded high growth in manufacturing exports, mainly to the United States. The share of trade in gross domestic product (GDP) has doubled over the last 20 years, with the share of manufacturing rising from 20% to about 85% and an increasing export specialisation in sectors or products integrated in global value chains. However, in spite of the sizeable initial positive effects induced by technology imports and factor reallocation within and across sectors related to trade integration and increased foreign direct investment (FDI), Mexico’s recent trade performance can be attributed more to comparatively low labour costs than to high and rising productivity and innovative capacity.

At the sectoral and firm level, the preference for imported technology over the development of domestic innovation capacity – and a resulting lack of absorptive capacities in Mexican firms – has limited technology diffusion and transfer through increased intra-industry trade and FDI flows. In Mexico, industries classified as high-technology do not invest significantly more in research and development (R&D) and innovation (in relation to their value added) than those in lower technology categories. Accordingly, they do not play a driving role in the dissemination of knowledge and technology throughout the business sector or in the formation of technology-based value chains.

The absence of robust productivity growth and the low overall innovative performance of the business sector (as measured, for example, by innovation inputs and outputs as well as the creation of technology-based firms), along with the rise of Mexico’s relative unit labour costs since the late 1990s, have tended to erode Mexico’s international competitiveness, especially vis-à-vis emerging economies such as China which, as of 2003, overtook Mexico as the United States’ second largest trading partner after Canada and has significantly boosted its investment in science, technology, innovation and human capital over the last decade.1




An increasing role for innovation and innovation-related policies in achieving sustainable high growth

Achieving higher growth of GDP per capita is the key policy challenge and a necessary basis for alleviating the high incidence of poverty. Innovation can play a leading role by boosting productivity growth. It is also necessary in order to maximise the benefits of Mexico’s integration in the global economy by increasing Mexican firms’ capacity to absorb and adapt technologies developed abroad and raise their international competitiveness.

OECD countries’ experience shows that the performance of innovation systems does not rest only on dedicated policies aimed at fostering science, technology and innovation. It is predicated upon various factors or conditions that are far from being met effectively in Mexico



	political recognition of the importance of knowledge-related investments along with appropriate budgetary allocations;

	sound governance arrangements that ensure the involvement of stakeholders in the definition of policy orientations and priorities as well as efficient management of policy implementation;

	a policy mix that fits the challenges faced by the innovation system and institutional flexibility that allows adaptive policy responses;

	existence of framework conditions for the business environment which affect positively firms’ incentives and capacity to innovate (e.g. access to capital, competition and intellectual property regimes);

	physical and ICT infrastructure which facilitates the location and development of knowledge and innovation investment platforms;

	a well-educated workforce and sustained to develop skilled human capital.



Mexico has to advance on all these fronts to ensure that increased public and private investment in knowledge will actually contribute both to raising the innovative capacity of its economy and to meeting the main social challenges faced by its population.






Mexico’s innovation system: main policy challenges

With the adoption of the 1999 and 2002 science and technology (S&T) laws, the new CONACYT Organic Law and the approval of the 2001-06 Special Programme for Science and Technology (PECYT), a number of initiatives were taken to improve the design and implementation of Mexico’s science, technology and innovation (STI) policy. While some positive achievements must be recognised, overall the goals set have not been reached and structural weaknesses continue to affect the performance of the innovation system. Drawing upon past policy successes and failures the 2008-12 PECITI constitutes a welcome effort to address these structural weaknesses by taking advantage of untapped opportunities offered by Mexico’s social and economic endowments (see the following table).


Summary table: SWOT analysis of the Mexican national innovation system




	Strengths
	Weaknesses



	• A set of top-quality universities (both public and private) and public research centres
	• Inefficient governance of the National Innovation System (NIS)



	• A sizeable pool of qualified scientists
	• Unbalanced policy mix



	• A relatively large domestic market
	• Low budget allocation and weak political commitment to STI policy



	• A set of globalised, internationally competitive firms



	• Regional and sectoral clusters of excellence
	• Bureaucratic management of support programmes



	• Attractiveness for FDI inflows into specific sectors
	• A very low level of public/private co-operation; low mobility of human resources in S&T low



	• The accumulated experience of some public agencies for the promotion of STI and economic development
	• Poor performance of the education system; low qualification of the labour force



	• Good natural resources endowment
	• Insufficient technological infrastructure



	• Cultural diversity as a source of creativity
	• Low technological absorptive capacity of the vast majority of small and medium-sized enterprises (SMEs)



	• Weak IPR culture



	• Little competition in some sectors; barriers to enterprise creation; deficient corporate governance in the publicly owned industrial sector



	• Premium on imported technology



	• Financial markets ill-adapted to innovation-related investment



	Opportunities
	Threats



	• A young population
	• Growing competition from emerging economies



	• Geographical proximity to the United States
	• Accelerated expansion of the scientific and technological frontier



	• Incipient development of a significant pool of engineers



	• Growing demand for knowledge-intensive social goods
	• Intensifying global competition for talent



	• Insertion in global knowledge networks and technological platforms
	• High economic and technological dependence on low-growth economies



	• Diversification of production and trade towards goods and services with higher knowledge content
	• Poor linkages with dynamic emerging regions experiencing rapid economic, scientific and technological development



	• Engagement of SMEs in more innovation-driven strategies
	• Regional concentration of innovation capabilities



	• Technology diffusion around multinational enterprises in line with the development of innovation-based global value chains



	• Biodiversity as a potential economic asset







Institutional and structural weaknesses continue to affect the innovation system

Efficient governance practices have not developed as anticipated, and this has hindered a clear policy focus on the priority actions defined in the PECYT. The coordination authority formally entrusted to the National Council for Science and Technology (CONACYT) in the 2002 S&T Law could not be effectively exerted in the preparation of the S&T budget and the definition of policy orientation. The distinction between political bodies responsible for policy design and administrative bodies in charge of policy implementation has remained blurred. Moreover, the multiplication of poorly funded support instruments catering to various constituencies and burdened by bureaucratic management has diluted government action, so that a de facto policy mix has had limited impact on the performance of the Mexican innovation system.

Resources devoted to R&D activities have fallen short of stated objectives. In terms of innovation inputs and outputs, Mexico’s STI system lags that of other OECD countries and some important emerging economies. The ratio of R&D expenditures to GDP is the second lowest among OECD countries and, despite growing R&D investment by industry, most R&D is still performed by the public sector. Patenting activity per capita or unit of R&D is among the lowest in the OECD area. The technological balance of payments shows a very large and persistent deficit, with exports covering less than 10% of imports, and technology licensing agreements among Mexican institutions are extremely rare.

Despite recent progress, the training of human resources for science and technology remains insufficient, and the low propensity of firms to hire such resources discourages their further development. This adversely affects the diffusion of knowledge and the innovative capacity of the business sector.

Notwithstanding valuable efforts to strengthen the technological infrastructure and improve access to technological services, the vast majority of Mexican small and medium-sized enterprises (SMEs) still lack the capacity to introduce and manage innovative activities, owing in part to the low level of qualifications of their workforce and their management.

Finally, industry-science relationships are very weak both in terms of knowledge flows – including those embodied in human capital – and of collaboration on innovation projects which draw on academic knowledge.




Positive but limited impact of some recent policy initiatives

In recent years, a number of policy initiatives have been developed or tested with some – albeit limited – success. Some have had a relatively positive impact on innovation performance and need to be pursued. The management and/or financing of those that have contributed to strengthening innovative capacities need to be reviewed with a view to increasing their impact.


A more proactive role for public research centres

In recent years two parallel changes in the governance and financing of public research centres (PRCs) have led them to take a more proactive approach to strategic decisions. The institution of “performance agreements” established a governance mechanism that includes appraisals and accountability to increase transparency and induce the centres to give priority to research and technological activities or programmes with acknowledged social or economic relevance. Concomitant changes in funding allocations have driven most PRCs to increase the share of self-financing in their overall budget.2

These changes have led PRCs to change the orientation and organisation of their activities with a view to increasing their co-operation with the private sector and other entities to which they provide R&D and technological services. Another factor that has favoured this evolution has been the priority given to projects involving co-operation between PRCs and enterprises in submissions for financial support to CONACYT and other funding bodies such as the Ministry of Economy.




Fostering business investment in innovative activities

From 2000 to 2006, the period covered by the PECYT, several initiatives involving direct and indirect support measures helped to foster business investment in innovation-related activities. These initiatives have led to a significant increase of both the volume of business R&D and the shares of total R&D financed or performed by the productive sector which still remain low by OECD standards.

Among these support measures figures prominently the fiscal incentive put in place by CONACYT in 2002, which represented more than 75% of total support in 2006. However, beyond its noteworthy quantitative effect on innovation-related business investment, this measure raises questions relating to the efficiency of its management, the distortion effects linked to the concentration of beneficiaries, and the disproportionate role of fiscal incentives with respect to other, more direct, support measures.

With some exceptions, direct support measures implemented by the Mexican administration in order to enhance business investment in innovative activities have met with limited success. As in the case of sectoral funds, their efficiency has too often been hampered by a limited focus, a multiplicity of eligibility criteria, burdensome management and co-ordination problems. Among the exceptions are the programmes managed and funded by a single institution: the incipient CONACYT AVANCE programme for new technology-based firms, the PROSOFT programme, funded by the Ministry of Economy, for ICT applications, and the SME Fund of the Ministry of Economy’s section on innovation and technological development which supports entrepreneurial initiatives backed by intermediary institutions acting as brokers.

In the most advanced states of the Federation local governments have also played a dynamic role in promoting the development of specialized clusters and strengthening their scientific and technological infrastructure. In most instances successful programmes have benefited not only from good co-ordination between federal and local governments and institutions, but also from strong participation by business associations and intermediary organisations, including provision of funding.




Supply of highly skilled human resources for science and technology

Mexico still lags most other OECD countries and emerging economies such as Brazil, Chile and China in the production of highly skilled human resources for S&T (HRST). However, in spite of Mexico’s unstable STI policy over the last two decades, CONACYT has maintained its efforts to develop these, at least in terms of the share of its budget.

The postgraduate scholarship programme started in the early 1980s is currently the most important source of funding for Mexicans interested in pursuing postgraduate studies either in Mexico or abroad. It has benefited more than 150 000 students to date.

While overall efforts to promote the supply of these resources need to be maintained, they need to be complemented by measures to support demand from the private sector, as envisaged by the PECITI’s IDEA programme. Moreover, in light of the evolving structure of demand for highly skilled resources, more discipline-based criteria should be introduced for awarding scholarships.




Scientific and technological infrastructure

The development and maintenance of advanced scientific and technological infrastructure has long suffered from low priority and limited sources of funding, in part owing to severe budgetary restrictions. In comparison with more advanced OECD countries, Mexico under-invests in S&T equipment and infrastructure per unit of R&D expenditures or number of qualified researchers.

Only recently has this situation begun to be addressed, with a doubling of federal investment between 2002 and 2006. This investment has helped to facilitate the decentralisation of S&T capacities; in a number of instances, state governments have added their funding contribution to that of the federal investment effort.3 Outstanding challenges

In spite of the positive results of some institutional reforms and other policy initiatives in the PECYT framework, only limited progress has been made in overcoming the chronic structural weaknesses of Mexico’s innovation system. These continue to hinder the emergence of a virtuous dynamic in which the production of knowledge and its diffusion and use are mutually reinforcing and yield benefits in economic growth and social well-being. Overcoming them represents outstanding challenges for the design, governance, funding and implementation of Mexico’s S&T and innovation policy in the coming years.




Raising public investment in S&T and R&D activities

No country has advanced decisively up the ladder of innovative economic performance without sustained public investment in tangible and intangible S&T assets. In Mexico increasing the volume of public resources devoted to R&D and developing the absorptive capacities to put them to use efficiently are a prerequisite for engaging in a virtuous dynamic in which public and private investment in innovation complement each other to ensure rising social returns to investment in knowledge.

In this regard, and in spite of the 1% objective of the R&D-to-GDP ratio for 2006 set by the 2002 S&T Law, Mexico’s performance only reached 0.49% in 2007, the second lowest among OECD countries.4 Worse, while this ratio increased moderately from 0.4% in 2002 – mainly owing to the business sector – federal budget expenditure on S&T has remained practically unchanged in constant value over the past six years. This has meant a reduction in the share of the federal budget and of GDP. Indeed, by international standards, the government devotes very few resources to its public research system. Yet international comparisons show that in better-performing countries, the business sector’s share in total R&D expenditures does not increase sustainably when absolute public R&D expenditures decline.

The evolution of private and public expenditures is certainly an impediment to the strengthening of Mexico’s innovation system. More articulation and collaboration between the private and public sectors requires interaction between two dynamic partners. It cannot be achieved if the volume of resources allocated to one of them stagnates or decreases.

Against this rather gloomy background, the budget appropriations for S&T increased by 16.2% in 2008 over 2007. This is a welcome and encouraging signal.5




Consolidation of support programmes and policy co-ordination

Despite PECYT’s well-meant efforts to better focus the objectives of STI policy and implement support measures more coherently, the management of direct support programmes has too often suffered from major governance weaknesses, notably problems of co-ordination, dilution of responsibilities and fragmentation. Indeed, during the period covered by the PECYT, support programmes were organised less according to policy objectives than as a result of compromises between CONACYT and sectoral ministries regarding management and funding responsibilities. This has resulted in the development of an unusually large number of poorly endowed support programmes, with many eligibility criteria and very cumbersome decision-making procedures. Alone or in coordination with other federal government or state bodies, CONACYT manages over 60 funds or support programmes. This leads to significant inefficiencies due to transaction costs, administrative rivalries and bureaucratic delays.

A striking example of these inefficiencies is the 17 sectoral funds jointly financed and operated by CONACYT and sectoral ministries to promote STI capabilities according to the “strategic needs” of the participating “sector”. Their budgetary endowments are quite small, averaging less than USD 100 million a year. Moreover, the selection criteria often define granting priorities at a very detailed level;6 this distorts the selection process.

Rejection rates are high. Possible reasons include strong demand for relatively limited available funding, poor qualifications of applicants, weak project relevance, bureaucratic conflicts, and/or unclear criteria. Given the amount of support these funds can offer individual proposals, high rejection rates are likely to mean very high administrative costs for project selection.

For the sake of efficiency, there may be a case for replacing sectoral funds focused on applied research7 by sectoral priority programmes with increased ex ante contributions from S&T budgets of sectoral ministries funded on a competitive basis. This would be in line with practices increasingly observed in other OECD countries, in which the definition of priorities is accompanied by the setting of a budget of pooled resources allocated competitively by a “means agency” with oversight responsibility.

The 32 mixed funds, jointly administered by CONACYT and state government bodies and progressively developed since 2001, were meant to foster research and/or innovation capacity at the regional level and to help articulate federal and regional STI policies and support programmes.

Although they constitute in principle a valuable means of federal/state co-ordination, the present record of mixed funds is not wholly satisfactory



	In many cases they have suffered from a lack of well-defined demand on the part of the states owing in part to inefficient co-ordination among stakeholders, especially in less developed states. On the whole they have been of greater benefit to the narrowly defined S&T interests of locally established research centres and higher education institutions (HEIs).

	The amounts allocated have generally been quite small8 and have supported a narrow base of projects with limited spillovers to regional innovative capacity9.

	Their management and effectiveness have often suffered from lengthy selection and disbursement processes and from a number of states’ weak capacity to develop and submit adequate R&D and innovation projects.



Countries that have implemented funds that are co-financed and managed by different government bodies have more often than not encountered implementation problems. Mexico is no exception and, apart from more substantial resource requirements, it needs clearer and more efficient rules for managing the schemes. Among beneficiaries there seems to be widespread consensus that, in addition to their limited endowment, sectoral and mixed funds suffer from inefficient management and delayed disbursement of funds to selected projects.

In contrast with these mixed outcomes, the Mexican administration has developed other instruments to support R&D, innovative activities or technological development which have proved more efficient in terms of management and co-ordination, and more successful in terms of outcomes. As noted above, prominent among these are the CONACYT AVANCE programme and the PROSOFT programme and the SME Fund financed and managed by the Ministry of Economy. With important nuances, there is also the R&D fiscal incentive system managed by CONACYT in co-ordination with the Ministries of Finance, of Economy and of Education.




Enhancing the performance of the academic research system and fostering public research linkages with industry

Over the last decade, in a context of nearly stagnant resources, the productivity of Mexico’s science system, as measured by scientific performance and relevance, has improved notably. The volume of scientific production has increased significantly10 and its quality has also improved to some extent.11 This is largely due to the National System of Researchers (SNI). Since its inception in 1984, it has played a positive role in the development of a community of qualified researchers selected, promoted and rewarded (with non-taxable complements to their remuneration) according to criteria based on the volume and excellence of their scientific production.

However, public research in Mexico’s higher education institutions continues to present weaknesses which limit their capacity to generate knowledge and train an adequate supply of highly skilled personnel able to contribute efficiently to addressing social challenges and strengthening the innovation capacity of the productive sector. Moreover, as academic research remains highly centralised, this hinders knowledge spillovers.

The SNI’s reward system is biased towards the evaluation of individuals and published scientific results; it acts as a disincentive to undertake long-term projects and multidisciplinary research on challenging problems that offer potential benefits in terms of innovation. Technological achievements are not recognised on a par with published scientific results. This hinders co-operation with industry and institutional mobility of researchers between academia and industry. In addition, the combined effect of the SNI’s remuneration and pension systems on retirement decisions is likely to be an ageing of the scientific community. This could dangerously affect its future productivity in terms of output, novelty and quality.

A major factor in the coherence and dynamism of an innovation system is the depth and breadth of knowledge exchanges between science and industry. In recent years, a number of PRCs and some HEIs have stepped up their co-operation with the enterprise sector via joint research activities on product and process development and the provision of technological services. Similarly, there are successful, albeit limited, initiatives by enterprises or social sectors to source knowledge in research institutions to strengthen their innovative activities. Yet, one of the major weaknesses of Mexico’s innovation system remains the low level of knowledge exchange between science and industry. Various factors account for this:



	On the demand side, the scarcity of highly skilled labour in a large majority of firms and the weakness of technology transfer schemes lessen possibilities to absorb knowledge from, and effectively interact with, research institutions in the initial stages of product or process innovation. In this context the recently introduced IDEA programme to encourage the insertion of highly skilled S&T personnel in enterprises is certainly a valuable initiative. The programme should be extended and its implementation be made more flexible and decentralised.

	On the supply side, given the SNI’s bias towards rewarding scientific publications, researchers lack incentives to engage in collaboration with firms and restrictions on inter-institutional mobility reinforce existing disincentives. At the institutional level co-operation is increasing slowly, as the move towards more self-financing by research centres drives them to seek opportunities for collaboration. The growing importance of science-based innovation is starting to define the research agendas of PRCs and advanced HEIs such as Cinvestav and to foster collaboration with enterprises with research capabilities. Strengthening public research institutions’ capacity to develop, protect and manage intellectual property would also contribute to that objective.

	On the institutional side, despite initiatives by public or private intermediary institutions, such as Infotec, Cenam, Impi, Fumec or Produce, technology diffusion mechanisms remain weak and access to technological information and services poorly supported. The scarcity of private intermediary institutions and certification bodies also hinders technology diffusion and collaboration.



An apparent paradox is that most current policy instruments in support of R&D, innovation and technological development include collaboration by public and private institutions as one criterion of project selection. Unfortunately, this has not yielded the expected results, which suggests that a more direct approach or incentives specifically focused on strengthening science-industry linkages are in order.

Rather than being a secondary objective of support programmes with different primary objectives, industry-science relationships would be more efficiently fostered in the framework of well-funded dedicated programmes or instruments designed with the involvement of all relevant stakeholders. A prominent example is the public/private partnerships for research and innovation which have been set up in a number of OECD countries. Mexico has recently emulated this approach with the launch of the Strategic Alliances and Innovation Networks for Competitiveness (AERIs) which constitute an improvement over the Consorcio programme launched at the beginning of the decade.

Other types of actions, which do not necessarily require funding, are based on incentives provided by institutional reforms, such as those concerning the mobility of researchers and the development of technology transfer or licensing offices (TTOs and TLOs) in research institutions receiving public funding. In this respect the IMPI/ CONACYT Fund is a welcome initiative which should facilitate the development of such offices.






Policy mix and programme implementation

Against the general background of limited budgetary resources devoted to S&T, governance issues concerning the respective roles of CONACYT and various ministries and their co-ordination in the design and implementation of STI policy have strongly affected – and to a large extent distorted – the policy mix of programmes and instruments in support of STI. This is reflected in



	the multiplicity of poorly funded programmes;

	a mismatch between the level of resources allocated to various instruments and the nature of the problems or type of market or systemic failures they are meant to address;

	the frequent multiplicity of eligibility criteria attached to funding instruments, which may hinder the attainment of their stated priority objective;

	the problems posed by the dilution or conflicts of funding and management responsibilities among co-ordinating agencies which often result in inadequate design and complexities in the implementation of some instruments.




Support to business R&D and innovation: an unbalanced policy mix in need of reform

Until very recently Mexico stood out among OECD countries in terms of the very high share of fiscal incentives in total support to business R&D and innovation (about 75%). This imbalance was compounded by the high level of tax relief provided through this incentive when compared with other countries with similar schemes. Moreover, in Mexico, fiscal incentives were poorly adapted to supporting the innovation projects of the vast majority of firms. Many do not engage in R&D activity in order to innovate and therefore cannot, in principle, benefit from this type of support. Instruments that should address the needs of such firms, such as matching grants or subsidised or conditional loans, were much less well endowed than fiscal incentives.

It is clear that a streamlining of support programmes, a rebalancing of their respective endowments, and a simplification of management structures was in order



	
Fiscal incentives. On the basis of the experience of the other 20 OECD countries that have implemented fiscal incentives, there still seems to be a rationale for this type of support instrument in Mexico, provided its design, management and eligibility criteria are revised in line with best practices in other countries. The changes should of course be envisaged in the light of the new corporate tax reform instituting the single rate corporate tax (IETU). They should reduce the budgetary costs of fiscal incentives, raise their efficiency and facilitate a transition to a more balanced policy mix.

	
Promoting innovation in SMEs. The Economía-CONACYT Technological Innovation Fund is the main instrument for fostering innovation in SMEs. Beyond its relatively small endowment, its impact is limited by excessive eligibility criteria and co-ordination problems which complicate its management. In other OECD countries, as well as in advanced Latin American countries such as Brazil, Argentina and Chile, funds involving matching grants to SMEs are usually better endowed and managed by dedicated agencies, which are distinct from, but accountable to, financing ministries. In Mexico another factor that weakens the management efficiency of the Economía-CONACYT Fund’s operation is its relatively weak capacity to assess the potential return on investment in R&D and innovation of the project proposals submitted for funding.

	
Stimulating innovation in strategic areas. In spite of the explicit identification of strategic priority sectors and technology areas in the 2001-06 PECYT, no fully fledged dedicated programmes to foster relevant research and innovation were implemented. Projects supported by the sectoral funds do not really fill this gap. The 2007-12 PECITI also includes sectoral and technological priorities that should be pursued through specific dedicated programmes, notably in terms of support to public/private co-operation. It is to be hoped that the PECITI will be able to deliver what the PECYT did not.

	
Support to new technology-based firms. This is another weak point in the Mexican policy mix. Only AVANCE and, to a lesser extent, the business accelerators initiative funded by the Ministry of Economy, support the development of research-based innovation activities in high-technology firms. These programmes fulfil an important mission but are underfunded and provide few opportunities for researchers from public research institutions to create high-technology firms or spin-offs. In this regard, more...
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