OUTLOOK FOR INFRASTRUCTURE

NORMAN F. ANDERSON

North America—the individual countries and the region as a whole—
is faced with the problem of steadily losing its competitiveness because
of low and inconsistent investment in the regions infrastructure. To
address this problem, which is an urgent priority, North America needs
to find a compelling vision for the creation of strategic infrastructure
projects for the future—a competitiveness vision—that can provide a
clear view of where the region wants to be in 2025 and also prioritizes
the projects that are critical for each country to achieve the goals set
for that future.

The region is in the midst of an infrastructure crisis. The problem of
deteriorating infrastructure (or nonexistent infrastructure) has been
a leading political issue for a generation and is a key cause of North
America’s lack of competitiveness, declining quality of life, and ugly
public policy debates (about such issues as shrinking wages and illegal
immigration). The way forward involves creating a new vision of how
the United States—along with the North America as a whole—should
address the opportunities presented by today’s globalizing economy.
The solution proposed in this chapter is evolutionary rather than
revolutionary, focusing on bringing existing expertise to bear in new
ways—most likely through newly invigorated institutions.

The problem is great, because without a clear vision—similar to the
one that gave rise to the U.S. Interstate Highway Act or the much ear-
lier American System of Henry Clay—the United States, Mexico, and
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Canada run the risk that they will continue to muddle through the
crisis into the future and fail to see, let alone seize, the great opportuni-
ties that exist for North America in a rapidly changing world. The new
vision must, for the first time, include Canada and Mexico as intimate
partners of the United States in developing an overall vision of North
American competitiveness. Creating this North American power-
house by stitching together the strengths of the economies of all three
nations, while mitigating their weaknesses, is a task that will require
a generation of sustained effort. The task will also require a robust fi-
nancing structure across three countries that only rarely think in terms
of the strategic economic advantages that a well-designed, optimized,
and well-maintained infrastructure system will offer to the 450 million
residents of the region.

This chapter will assess the infrastructure of North America and the
outlook from today to 2025. The aim is to present the current state of
North American infrastructure “by the numbers” and to use a series
of forward-looking scenarios to assess the strengths and weaknesses
in each of the three countries; to suggest a vigorous path forward for
North America, because globalization makes a noncoordinated ap-
proach both costly and self-defeating; and to set forth a set of con-
crete action items that should be taken to select, finance, build, and
maintain the kind of high-quality infrastructure that will allow North
America to create and sustain long-term competitiveness and eco-
nomic growth.

It should be noted that this analysis does not focus on North Ameri-
can integration, but on the critical strategic economic importance for
the region to build world-class infrastructure within each country and
to do so to such a degree that the region’s overall competitiveness im-
proves, new businesses are created, opportunities throughout the in-
come spectrum multiply, and overall global economic performance is
dramatically enhanced. Thus, the driving concept is not integration but
a vision of a North American system—consisting of the United States,
Canada, and Mexico—that works together for growth. Just achieving
the required levels of investment needed for infrastructure projects
will add nearly four million direct jobs and eight million indirect jobs
to the region each year for the rext 17 gars!
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THE CURRENT STATE OF NORTH AMERICA'S
INFRASTRUCTURE

Today the infrastructure systems in place in Canada, the United States,
and Mexico are generally thought to be inadequate to meet the de-
mands of the global economy. Rates of investment are no more than
one-third of the amount needed for critical requirements. What is
worse is that many of the investments made today are focused on the
upkeep of old systems that were designed and constructed when—in
the case of the United States—the economy was internally integrated,
rather than a “just-in-time” importer and exporter of goods and ser-
vices from around the world. Investments are too small, they are fo-
cused on the wrong projects, and there is no agreement about the way
forward and no agreement about priorities. Investments that are made
respond to political considerations and local political needs in all three
countries rather than to the more urgent demands of global competi-
tiveness. The region as a whole needs to reach a clear agreement on
how the three economies can complement one another to increasingly
seize opportunities to assume global leadership in the economic, po-
litical, cultural, and even social arenas.

The size of the problem is substantial and it compounds with ev-
ery year of underinvestment in the region’s infrastructure. For Canada,
Mexico, and the United States, it is generally accepted that there is a
yearly underinvestment in the range of US$250 billion; the region in-
vests roughly US$150 billion annually in infrastructure but should be
investing US$400 billion. Each country underinvests not only in new
infrastructure but also in the maintenance of existing infrastructure.
This lack of attention creates direct economic costs, examples of which
abound: US$54 billion for U.S. motorists because of poorly maintained
highways; US$2 billion in greater Toronto because of delays caused
by traffic congestion; and untold billions of dollars in Mexico, which,
among other crippling problems, processes only about 20 percent of its
wastewater and has to operate a modern economy with only 4 percent
of its cargo containerized (as compared with more than 40 percent in
the United States).?

Three facts stand out:

= All three countries show a tendency toward inaction. Despite the
crisis, there is no current sense of urgency about the issue and no
compelling argument for addressing it.
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® There seems to be no place at the table for Mexico. Mexico is
the odd country out. There is no consensus about, and little en-
ergetic discussion of, how Mexico might fit into a competitive
North America.

® The three nations are simply muddling through the crisis and are
doing so separately. None of the North American countries—let
alone the region as a whole—has a vigorous organizing vision for
the future. Canada is furthest along on this score, and Mexico
has announced a strong program, but none of the current argu-
ments will generate the tripling of investment that is required.

Any single one of these issues is what infrastructure project devel-
opers call a “fatal flaw;” and the presence of all three in the calculus sug-
gests the difficulty of building the infrastructure required for a North
America that urgently needs to become increasingly competitive.

From the point of view of North America’s infrastructure in 2025,
the most striking fact is the lack of any aggressive discussion of a way
forward. The old model clearly does not work, and a new model is
somewhere over the horizon. A substantial part of the solution lies in
the technical realm: (1) finding a financial arrangement robust enough
to mobilize an additional US$250 billion per year in new financing;
(2) creating a system that productively brings together all the critical
actors—engineers, financiers, public decisionmakers, business lead-
ers, and private citizens—to investigate and adopt a new model; and
(3) sustaining that system through the inevitable start-up problems as
it gets up and running. But the issue that comes before all of these
considerations is how to take the enormous expertise that is available
and—through evolutionary change—identify, finance, and build the
infrastructure projects that will result in a competitive North America.
After all, the talent is available and the funds can be found. But what
is the vision that will allow North America to close the gap, which has
left the continent with an accumulated infrastructure deficit greater
than US$1 trillion?

DEVELOPING A STRATEGIC COMPETITIVE VISION

A country’s—or a region’s—infrastructure is made up of discrete, well-
designed, clearly imagined, and quickly financed projects that have a
long life expectancy. The projects designed today will be operational in
2025 and, indeed, will be critical to the region’s competitiveness for at
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least 20 years—and perhaps for as long as 50 years. It is also useful to
combine the system-focused and project-focused idea of infrastruc-
ture with a global strategic approach, which might be called “strategic
infrastructure” This concept recognizes the unique economic nature
of infrastructure—that infrastructure is generally a public good that
can serve the region’s competitiveness interests for 20 to 30 years.

The strategic view leads to the conclusion that for a country to
achieve and sustain high levels of investment in its infrastructure it
is helpful to have a national consensus on a nation’s strategic priori-
ties. In the United States, the Interstate Highway Act reflected such a
consensus—that this is a requirement that involves vision and implies
a leading role for the central government, built around a clear sense of
a country’s immediate need to be competitive, such as low-cost broad-
band access, 33 percent reduction of traffic congestion in major cities,
50 percent fewer detentions of ships at ports, and so forth. The vision
also requires a consensus about the country’s future needs, including,
for example, developing world-class systems for transmission of elec-
tricity to support an increasingly high-tech manufacturing base, better
light rail systems to facilitate decentralized work and to reduce traffic
congestion, and the like.

Once infrastructure is viewed in terms of a country’s competitive-
ness—that is, as a strategic plan for the country’s success—and is no
longer considered a system that simply provides public services, then
there is a powerful logic in matching the value of that particular in-
frastructure (a power plant, a port, or a pipeline, for example) over
its projected life span with the term of the debt required to build and
maintain it. This way of thinking is critical for Mexico, where long-
term financing was not available in the past, but it is also important for
the United States and Canada, where pension funds and other institu-
tional investment enterprises would be logical investors in long-term
assets. Currently, nearly US$14 trillion is managed by U.S. pension
funds (60 percent of the world’s total), nearly US$500 billion is man-
aged by Canadian pension funds, and nearly US$50 billion is managed
by Mexico's pension funds.

DIAGNOSING THE PROBLEM AND MAKING THE RIGHT
CHANGES: CREATING INFRASTRUCTURE

The term “infrastructure” actually refers to a system of systems—high-
ways; railways; electricity generation, transmission, and distribution;
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digital systems; water and water treatment facilities; logistics; and so
forth—that creates the conditions for economic productivity, business
creation, and equity. These are not the only systems that lead to eco-
nomic success; less visible systems—taxation, education, justice, and
labor, for example—are just as critical, but infrastructure systems are
physically visible and symbolically important. If modern and opti-
mized, infrastructure systems allow firms as well as individuals to be
as productive and as creative as anyone in the world is; if the systems
are not modern and are not optimized, if they are crumbling or sim-
ply nonexistent, then these systems serve as constant—and invisible—
barriers to economic success.

This chapter deals with the infrastructure systems that North
America needs to have in place by 2025 if the region’s economy is to
be broadly competitive in terms of global leadership. The key to solv-
ing the problem does not involve bringing about any kind of creeping
integration of systems but developing and reaching a very high level of
complementarity—that is, designing infrastructure systems that lead
to regional competitiveness while generating increased global com-
petitiveness within North America’s countries over a life cycle of 20-30
years.

In this context, the questions Mexico, Canada, and the United States
must address involve how best to improve their own internal infra-
structure systems while identifying the specific projects—as well as the
types of projects—that will get North America moving. Given that the
countries’ resources are not unlimited, policymakers in the pubic sec-
tor as well as the market need to answer several questions:

® What projects should have priority? The answer to this ques-
tion lays the groundwork by explaining the financing that is re-
quired and the period of time that will be needed to bring about
a dramatic increase in the region’s competitiveness. Projects that
have priority are by no means limited to those that involve in-
terconnections between the countries. How quickly the United
States can build freight infrastructure projects matters as much
to Mexico as Mexicos own internal projects, like Punto Colo-
net, matter. And how quickly Canada can develop its petroleum
resources and transport networks is in the interest of not only
U.S. energy planners but also investors in long-term production
facilities (that rely on the North American price of oil, natural
gas, and electricity).
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® How should these projects be designed and sized? The answer to
this question determines where and how decisions are made—
at the local level, at the national level with local input, or at the
national level with an eye to North American competitiveness.
In a sense, this is the major question, involving the locus of the
decision, which is—in the case of infrastructure as in the case
of everything else—a dramatically political issue. One does not
need a central government authority making local decisions, and
one certainly does not need a transnational authority making
these decisions. At the same time, locating decisions that affect
the global capacity of Mexico, the United States, and Canada to
compete at the local level is a recipe for the kind of disorganized,
underperforming, and underfunded infrastructure project cre-
ation that is the case today. The challenge is to bring local knowl-
edge together with national financial and technical capacity in
order to build the right projects based on an overall vision of
competitiveness.

® How should priority projects be built? The answer to this ques-
tion describes the repertoire of financial options within each
country and across North America. The current model, at least
in the United States, is largely a municipal finance model, with
a shrinking level of federal transfers. On the highway side, ac-
cording to the National Chamber Foundation “between 2006
and 2015 annual Highway Trust Fund (HTF) revenues will fall
US$23 billion short of maintaining highway and transit systems,
and US$48 billion short of the federal share needed to improve
the systems”® Where will the additional monies come from?
Canada and Mexico are experimenting with public/private part-
nership models, allowing greater private participation in the
process, and the United States has recently had some success in
this area with the Alameda Corridor project, among others. The
challenge is to catalyze the evolution of a model that increases
both the capacity of federal funding and the role that private sec-
tor financing and management plays in the process.

Infrastructure forces decisionmakers to think in the long term. The
infrastructure projects designed today will be operational in 2025 and,
indeed, will remain critical to the region’s competitiveness for as long
as 50 years. At the same time, many of today’s investments are focused
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on maintenance of an old system that was designed and constructed
when—in the case of the United States—the economy was internally
integrated, rather than a just-in-time importer and exporter of goods
and services from around the world.

The magnitude of the problem makes it a first-tier policy issue in
terms of competitiveness, jobs, immigration, energy, growth, and op-
portunity. The United States needs to invest on the order of US$250 bil-
lion additional dollars annually in projects to improve roads, rail, water,
ports, logistics, digital systems, and the like. Mexico, whose investment
in infrastructure projects rarely exceeds US$10 billion annually and, as
a developing country, is in catch-up mode with the rest of the region,
must invest between US$35 billion and US$40 billion more each year.*
Canada invests approximately US$12 billion in infrastructure per year,
whereas a vigorous public debate suggests that this figure could be six
to ten times higher—and should be at least three times higher. In each
case, it is clear that the previous model through which infrastructure
projects were proposed, coordinated, and financed at the direction of
the majority in each nation’s central government direction is neither
strategically nor financially responsive to current needs.

MODELS FOR FUTURE ALTERNATIVE INFRASTRUCTURES
It is clear that North America’s future success in the global economy—
in terms of job creation, wage enhancement, technological leadership,
and quality of life—will depend on an infrastructure system that is
modern and well designed. It is also clear that creating that future must
begin now.

This section will look at three alternative infrastructure scenarios
for the countries of North America. The first scenario, called the “Busi-
ness as Usual” scenario, is a base case that assumes maintenance of
the status quo—continued problems with new investment and project
selection and design as well as financing of existing infrastructure. This
scenario describes the muddling through process that characterizes the
region. The second scenario, which might be called the “Spanish Gam-
bit,” assumes that the United States and Canada will continue along
the same path of project selection and infrastructure investment, but
that Mexico—the emerging market laggard, with an investment-grade
credit rating—will take advantage of available institutions in order to
generate new investments in infrastructure, tripling Mexico’s invest-
ment levels by 2010 and maintaining that pace through to 2025. The
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third scenario, called the “New Model,” focuses on building infrastruc-
ture in North America aggressively within each country, with an active
eye to complementarity, and creating a North American platform for
explosive growth. (The three scenarios are graphically depicted in fig-
ure 5.1; the graph in the lower right-hand corner shows the increase
in job creation under the New Model scenario, as compared with the
Business as Usual scenario.)

Figure 5.1. Comparison of the Costs of Three Scenarios and Job
Creation, North American Countries, 2007-2025 (in billions of U.S.
dollars)
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It is important to recognize that the current infrastructure crisis is
real. There is little evidence, aside from political rhetoric, to suggest
that Mexico, let alone North America as a whole, will be able to break
out of the current approach. And there is mounting evidence—for ex-
ample, lower revenue from property taxes, rising costs of infrastruc-
ture inputs, overall lack of an alternative vision—to suggest that the
region could well be stuck in a Business as Usual scenario through to
2025 and beyond.

SCENARIO 1: BUSINESS AS USUAL
The Business as Usual scenario describes what North America will
look like in 2025 if it continues along the current path. This is a view of
the future in which existing infrastructure is barely maintained; new
infrastructure is occasionally built with substantial financial effort;
and the increasing problems that result—including congestion, public
health issues, and more expensive electricity—render North Ameri-
ca increasingly uncompetitive at an increasing velocity. The problem
would be particularly acute in Mexico; without new jobs, immigrants
would continue to flee to the United States and Canada looking for
opportunities in an economic environment in which wages are declin-
ing and hostilities are increasing. Under current conditions—in which
levels of investment in infrastructure have been declining in all three
countries for 25 years or more—the probability that the Business as
Usual scenario will prevail in 2025 is at least 60 percent

Under this scenario, no new guiding vision emerges—one whose
impact is similar to that of the U.S. Interstate Highway Act, the Clean
Water Act, or even Kennedy’s promise to land a man on the moon in
the 1960s. Instead, there would be occasional, and perhaps increasing,
problems that would cause loss of life and loss of income; there would
also be occasional increases in effort—such as crises to overcome or
Olympic Games to organize—that would lead to the creation of new
projects. In general, federal, state, and local officials would continue
to do the best that they can in an environment of artificial constraints
(an outmoded infrastructure investment model) and real constraints
(lower property taxes for funding projects following declining compet-
itiveness) as they work through a political Darwinian fight for scarce
resources. Under this scenario, well-managed and politically connect-
ed entities would thrive.
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Figure 5.2. Accumulated Infrastructure Deficit, United States, 2025
(selected sectors) (in billions of U.S. dollars)
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The Business as Usual scenario makes two critical assumptions about
the process by which major decisions are made about North American
infrastructure. First, there will be no “game changing” visions. The tra-
ditional system, which is highly political and dominated by the local
public sector, will monopolize the activity and resources needed for
the region’s infrastructure. Much of the private sector’s expertise will
continue to be used only on the margins of projects based on a fee-for-
services arrangement with public entities. Second, the traditional fi-
nancial system in Mexico, Canada, and the United States will continue
to have real trouble mobilizing resources, and this will affect the rate
and quality of project development. “New” projects would be more akin
to remedies to the old system than to major developments addressing
the opportunities presented by globalization. This measurable under-
investment would exacerbate existing problems; for example, annually
the United States would invest only US$11 billion for drinking water,
US$35 billion for highways, US$8 billion for mass transit, and US$19
billion for sanitation. Investment to “fix” old problems—such as con-
gestion at the Port of Long Beach, Mexico City’s wastewater problem,
and Toronto’s urban highway congestion—would consume most of
the region’s financial and professional resources. New projects would
be scarce and would be tied to legacy problems, with no resources
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available for competitiveness initiatives—for example, the logistics
projects required to tie ports to rail, or new natural gas import projects,
or even simple cross-border projects to alleviate trade congestion.

As shown in figure 5.2, according to the Business as Usual scenario,
in 2025, the United States would have an accumulated infrastructure
deficit of US$1.4 trillion. Canada’s accumulated deficit would be of a
similar magnitude, although it would have a smaller absolute value
(some sources calculate Canada’s currert infrastructure deficit to be
as high as US$125 billion). In the case of Mexico, this lack of perfor-
mance would be truly catastrophic. Continued investment at the levels
invested in 2001-2006—roughly US$10 billion per year—with virtu-
ally no new investments outside of the electricity generation sector and
occasional investments in highways would simply exacerbate the de-
terioration of an already fragile quality of life that Mexicans currently
find unacceptable.

For Mexicos poorer citizens, the situation would be unbearable.
Maintaining the status quo would lead to water and wastewater prob-
lems, which would create a massive drag on Mexico’s health care sys-
tem; wage erosion, which would result from persistent inefficiencies
in the transportation system; and general economic stagnation, which
would launch immigrants into the only labor market available to
them—the United States and Canada.

In short, Canada and the United States can muddle through at pres-
ent levels, but doing so would be costly in terms of competitiveness
and wages as well as lost economic opportunities. Continuing very low
levels of investment in infrastructure investment would be catastroph-
ic for Mexico’s citizens and could ultimately lead to the failure of the
Mexican state.

It should be noted that, under this scenario, the reigning public fi-
nance model continues to dominate the actions taken as well as the
outcome. That model has a number of obvious weaknesses, but three
are critical:

= Public-private confusion: Projects are often behind schedule and
result in cost overruns that must be paid by the public, indicating
a clear mismatch of public and private responsibilities.

®  Market weakness: The worldwide infrastructure market is weak
in terms of real market activity, and this is particularly true in
the case of the United States, Mexico, and Canada, where project
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design and finance are largely crowded out by the public sector’s
decisionmaking.

m Strategic drift: Aside from the lack of a strong thrust toward
competitiveness within countries, the public sector’s responsi-
bility for guaranteeing the best product for the best price is seri-
ously undermined by a system that both hides transaction costs
(such as the costs for project development) and is very slow in
initiating required innovative projects.

SCENARIO 2: THE SPANISH GAMBIT

The Spanish Gambit scenario describes what North America would
look like in 2025 if Mexico (like Spain in the 1990s) were brought up to
the developed world’s infrastructure standards. Beginning this process
is the stated goal of President Felipe Calderén’s six-year administra-
tion. According to this scenario, the United States and Canada—acting
in the interests of North American competitiveness, much as the Eu-
ropean Union (EU) acted in the interests of European competitive-
ness when making roughly US$100 billion available to Spain for its
infrastructure projects over the last 10 years—would facilitate the
creation of a robust, well-designed, and ambitious system of modern
infrastructure in Mexico. The estimated probability that the Spanish
Gambit scenario will be realized by 2025 is 25 percent.

According to this scenario, the overall objectives would be to qua-
druple investment in infrastructure in Mexico, to raise Mexico's gross
domestic product (GDP) to a sustained annual growth rate of 6-7 per-
cent, and to double the GDP per capita within the next 15 years. As
shown in figure 5.3, investment levels would go from roughly US$10
billion per year in 2007 (excluding investments in the oil and gas sec-
tor), to US$30 billion per year by 2012, and to nearly US$50 billion per
year by 2025. The regional aim would be to create a strong strategic
partner for the United States and Canada in terms of manufacturing
and labor absorption.

Replacing the current rather anemic vision of “border competitive-
ness” would be a hard focus on assisting Mexico in building world-class
infrastructure, which is designed to catalyze strong internal growth, a
rapid increase in global competitiveness, and creation of opportuni-
ties. This aggressive vision would ultimately complement U.S. and Ca-
nadian competitiveness. In this scenario, which assumes substantial
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Figure 5.3. Growth in Infrastructure Investment under the Spanish
Gambit Scenario, Mexico, 2007-2025 (selected sectors) (in billions of
U.S. dollars)
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investment in a specific number of highly competitive geographic re-
gions, the Spanish model, which is anchored by the globally competi-
tive greater Madrid region, is a useful guide for how the United States
and Canada might contribute to strong Mexican growth. It might even
be possible to build a series of superior national firms that specialize
in infrastructure projects in Mexico, as Spain did with its world-class
engineering/construction firms (such as ACS and OHL energy com-
panies (Iberdrola, Endesa, and Repsol), equipment firms (CAF and
Gamesa), and others.

Generating this increased level of investment is likely to require
something more aggressive than the current plan and budget strat-
egy. Spain, for example, did not build up its border with the European
Union but focused from the very beginning on the creation of a glob-
ally competitive economy within the EU. In this same sense, Mexico
would have to develop a strong set of policies that move the action
from the border to internal regions and from a maquiladora culture
(which has largely moved to China) to one in which Mexico competes
at an increasingly high level.

The Spanish Gambit scenario focuses on increasing investment in
Mexico’s infrastructure in all sectors and recognizes the time required
to ramp up investment levels, including the time needed to conduct
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feasibility studies for strategic projects, to develop the public sector’s
analytic and decisionmaking capacity,® and to create and incorporate
the private sector’s professional expertise (and, after nearly 15 years
of little demand, the required increase in the number and quality of
engineering and construction firms would be significant). Essentially,
a ramp-up in expertise would be required and, given the very local na-
ture of Mexico’s infrastructure market, this “expertise creation” would
be built on a Mexican engineering and construction base that was
largely decimated during the Tequila Crisis of 1995.

Projects—and the scarce but necessary resources to support those
projects—might be focused on economic competitiveness zones that
would, in effect, dramatically change the nature of the infrastructure
game. One frequently discussed idea, for example, involves developing
the agriculturally rich and economically depressed southern part of
Mexico through the twin developments of large-scale irrigation and
the classic arrival of a logistics system (road and rail, containerization,
and refrigeration) that would allow produce to reach Mexico City,
northern Mexico, and the United States rapidly (and could easily ex-
tend to Europe and Asia, thus resulting in Mexico’s joining the global
trade in long-haul fresh produce pioneered by Chile).® This type of
project would be a tremendous boon to the development of Oaxaca
and the surrounding states of Guerrero, Veracruz, and Tabasco. Other
key projects might include the following:

® deepening the development of the Guadalajara region as a first-
class technological center, combined with ready logistics to Asia,
the United States, and the rest of Latin America;

® supporting the further development of the Monterrey region as
a truly cutting-edge manufacturing center, thereby creating, as a
powerful by-product of the center, much-needed strategic man-
ufacturing depth for Mexico’s northern partners; and

® revolutionizing greater Mexico City’s infrastructure in terms
of roads, urban mass transit, water, sanitation, and so forth, so
that the centrally located city could develop and sustain its Latin
American leadership position in business, finance, and culture
(Madrid is an excellent example of this outcome, although Mex-
ico City is roughly a millennium older than the capital of its for-
mer colonial power).
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An approach of thiskind does not ignore other regions (or other sec-
tors, like water and wastewater). Rather, this approach selects strategic
projects based on a long-term vision of competitiveness and prioritizes
projects that are initially critical and then—as those projects get up
and running (in 24 to 30 months) and as the public and private sectors
develop expertise—allows projects in less economically critical regions
to develop more rapidly than would have been possible otherwise. The
outcome of efforts along these lines would include (1) massive invest-
ments and job creation in Mexico; (2) significant depth for the U.S. and
Canadian manufacturing and service sectors (as Mexico's economy
begins to complement those economies); and (3) a strong likelihood
of increased investment in logistics and digital infrastructure located
north and south of the Rio Grande, as the intensity and quality of manu-
facturing, service, and produce logistics systems develop.

For Mexico to achieve these goals to increase investment in in-
frastructure, four requirements would have to be met. First, Mexico
would need to develop a focused infrastructure strategy—one that is
built on global competitiveness, rather than on simple access to the
ever changing U.S. market. Second, North America would need to
recognize that bringing Mexico up to world-class infrastructure levels
is profoundly advantageous to the United States and Canada. Both of
these requirements involve political decisionmaking, leadership, and
risk taking, for which there is little alternative.

The next two requirements are somewhat more technical but no
less important. Something has to be done about the ineffectiveness of
the financial institutions that oversee and facilitate the creation of in-
frastructure projects. It is critically important to either re-tool these
institutions so that they can accomplish their missions or to create new
institutions that can get this job done. Mexico's two internal develop-
ment banks—BANOBRAS and NAFINSA—are bureaucratically run
and inefficient; they are incapable of lending the amounts needed to
bring Mexico’s infrastructure up to world-class levels. Between 2001
and 2006, for example, BANOBRAS provided only a bit more than
US$2 billion in loans for infrastructure projects, leveraging total in-
vestments in the range of US$7 billion (at a time when Mexico invested
US$60 billion but needed to invest an amount more on the order of
US$180 billion).” To achieve the goals assumed in the Spanish Gambit
scenario, Mexico would need to pursue aggressive funding for normal-
ly hidden transaction costs for project preparation, structuring, loan
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Figure 5.4. Diagnostic Model Used to Assess Creation of Infrastructure
Projects
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disbursals, and monitoring. This kind of new vision always requires
the development of new institutions.

Finally, a quick diagnosis of Mexico’s internal capacity to gener-
ate and support the creation of infrastructure projects identifies areas
that need rapid improvement.® CG/LA Infrastructure LLC, a firm that
focuses on infrastructure strategy and development, has created an
eight-point diagnostic model to assess a country’s capacity to develop
infrastructure projects, pinpoint a country’s weaknesses, and suggest
areas for improvement. (See figure 5.4.) On a 10-point scale (with 10
indicating the highest score), Mexico's performance in eight categories
has been rated as follows:

1. Vision: Mexico scores quite high on vision (7) because of President
Calderon’s decision to make this the sexeno of infrastructure.
(Canada would score at a similar level, and the United States’
score would be much lower.) The issue is a high priority and is
front and center in all areas of political discourse.

2. Public Sector’s Technical Capacity: Mexico scores extraordinarily
high (7) for its public sector’s technical capacity. (Canada’s score
would be as high or higher, as would the U.S. score, but, for a
developing country, Mexico has a capability that is extraordinary.)
The only country in Latin America that approximates this level is
Chile. Even though Mexico's capacity in this area is on a par with
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that of the United States and Canada, Mexico does not have the
number of technical experts that its northern neighbors have,
and talent falls off dramatically in the states.

Public Sector’s Strategic Capacity: This is an area of significant
weakness for Mexico (3). (Canada would score much higher,
whereas the United States, like Mexico, also lacks a bias for
action on the part of executives in the public sector.) Mexico’s
score in this category is low not only because of technical
professionals’ minimal experience in getting things done but
also because of the litigious nature of reactions to government
activity in Mexico. As one former official reported in a private
conversation, “The problem is that you are sued personally, even
one year after leaving office, for professonal actions taken while
you were in office”

Great Projects: Mexico is rated as very weak in this area (3), and
the lack of a well-prepared project pipeline is extremely harmful
for the country’s infrastructure. (Canadas score is in the 5-6
range, and the United States’ score is somewhat lower; apparently,
after years of underfinancing, government executives no longer
“think big”) An overarching vision of competitiveness would
address this weakness, because the vision would lend authority
to project development as a national priority.

Leadership: Mexico does not get a particularly high score in
this area (5). (Canada scores higher, but the United States is
famously inept in this area.) Aside from basic issues of vision,
technical capacity, and strategic capacity, a government must
have the simple ability to push decisions about infrastructure
along, and to do so consistently. The decentralized management
of Mexico’s infrastructure—much like the case in the United
States—is plagued by project delays and cost overruns. The lack
of a single agency with executing authority is a significant flaw
in this process.

Long-term Performance: Mexico gets a low score in this area
(4, which is a rough score, indicating both problems and
potential). (Canada and the United States would rank 8 and 9,
respectively, in this category—a tremendous advantage.) One
of Mexicos key issues in mobilizing high-level resources for
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investing in infrastructure is the spotty performance record
of those projects—particularly in the mid-1990s. Mexico is an
investment-grade country, but because of past performance
problems, it is difficult to give Mexico a generous score in this
area. (In CG/LA’s diagnostic model, virtually all eight categories
lend themselves to rapid improvement, but it is only in the long-
term performance category that improvement is a long-term
proposition. Mexico needs a majority of infrastructure projects
to perform well over a period of four to five years in order to
improve its rating in this key category.)

. Local Engineering Procurement Construction (EPC) Partners:
Mexico scores very low in this category (2). (Canada and the
United States, which are both weak internationally, are very
strong locally in this category, and would received scores of 8
and 9, respectively.) Local EPC firms tend to have a strong sense
of the design, sizing, and execution required for the creation of
first-class, long-term infrastructure; after all, these firms will have
to live and conduct business in the country for the term of the
projects (typically 20-30 years). Mexico's weakness in this area,
like that in the Long-term Performance category, stems from the
Tequila Crisis of 1995, when most EPC firms suffered mortal
financial wounds. Currently, Mexico does not have enough local
EPC firms that can put their balance sheets to work for strong
project initiatives. Mexico urgently needs to address the scarcity
of viable local EPC firms—much as Spain did with its national
champions project.

. Local Equity Participants: Mexico received a very low score in
this category (3). (Both Canada and the United States received
the highest score—10—Dbecause of the endless amounts of equity
available for good infrastructure projects.) It is critical to have a
strong group of local investors ready to invest in infrastructure
and to have projects structured in a way that allows these investors
to make those investments with relative ease. For Mexico, the
low availability of equity from local pension funds is a significant
weakness. Pension funds in Mexico hold roughly US$70 billion
in assets (10 percent of GDP, compared with Chile’s figure, which
is six times larger), and these funds are not significant players in
the project development market. At the same time, Mexico has
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an emerging class of infrastructure equity entrepreneurs who are
interested in this market and in the supposedly high returns that
can be captured through investments in infrastructure projects.

Given this initial assessment, if Mexico is to reach world-class in-
frastructure levels by 2025—and to achieve the kind of immediate and
abrupt increase promised over the next few years—not only will the
government need to make rapid conceptual and policy changes, but it
will also need to implement aggressive institutional reforms. The coun-
try could also benefit from significant support from the United States
and Canada—principally from the private sector in these countries but
also including assistance from the public sector in terms of risk miti-
gation and debt facilitation. Spain did not develop into a world-class
economy without strong institutional support and guidance from the
European Union (specifically in the form of the European Investment
Bank and its hand-in-glove relationship with Spanish public sector
project developers); similarly, dramatic increases in sound infrastruc-
ture projects in Mexico are not likely to happen without strategic, ag-
gressive, and patient support from its North American neighbors. The
Spanish Gambit scenario would triple infrastructure investment; sup-
port sustained growth in the range of 6-7 percent; and address the con-
tentious issues that cause friction between the United States and Mexico
and, to a lesser extent, between the United States and Canada.

SCENARIO 3: THE NEW MODEL

The New Model scenario focuses on addressing the backlog in North
Americas infrastructure—from deferred maintenance to visionary
new projects—and to do so within five years. Observers from other
countries now comment regularly on how “old” the U.S. infrastructure
is, and this is also a constant refrain in and about Canada. The U.S.
share of a robust North American infrastructure market would be a
little more than 75 percent.

The New Model scenario describes what North America could look
like if available expertise and resources could be reorganized in a way
that would enable the creation of cutting-edge infrastructure. The
New Model scenario describes the massive new investments needed
for infrastructure projects in the United States, Canada, and Mexico—
three times the level of regional investment. The timing is right for an
initial ramp-up through to 2012, given that the U.S. economy would
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Figure 5.5. Comparison of Infrastructure Growth Under Three Scenarios,
North America (in billions of U.S. dollars)
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be the motor for the New Model process (because heavy U.S. invest-
ments in infrastructure would improve the returns of similar programs
in Canada and Mexico). The scenario focuses on aggressive steps to
increase funding for infrastructure projects in the United States and
Canada while making the idea of bringing Mexico up to world-class
levels a specific objective. According to this scenario, by 2012, the
North American infrastructure market would be greater than US$400
billion—a level that would be roughly 25 percent of global infrastruc-
ture demand, as compared with the current level of 12-15 percent.’
(Figure 5.5 shows a graphic comparison of the growth that would be
achieved under all three scenarios.) The probability that the New Mod-
el scenario would be adopted by 2025 is 15 percent.

The driving vision behind the New Model scenario is that of U.S. in-
frastructure that not only propels growth regionally (that is, in North
America, specifically including Mexico and Canada) but also builds
the capacity to use technology, logistics, and services to drive a strong
and highly interconnected global economy. Under this scenario, the
tripling of investment in infrastructure in the United States is motivat-
ed by intense responsibilities at the local level combined with intense
recognition of global commitments and opportunities.

The New Model’s vision of more than an additional US$250 billion
invested in North American infrastructure also addresses a strong sym-
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bolic element of creating infrastructure in a number of ways—moving
from old and tired systems to young and vigorous ones. Infrastructure
that is consistently and efficiently designed, financed, and constructed
tells citizens a great deal about themselves and their public institutions:
it principally addresses the issue of competence but also relates to the
nation’s probity and vision. Conversely, infrastructure that is poorly
designed, slow to get financing and undergo construction, and prone
to cost overruns delivers a numbingly depressing message to citizens.
(Figure 5.6 presents a graphic comparison of cost overruns in North
America and Europe.) In this area of modeling competence, the Unit-
ed States and Canada send much the same message to their citizens as
does Mexico—particularly in terms of new projects but also in terms
of maintenance of existing infrastructure. In its best possible light, that
message is: “In this most visible area of our economic machinery we
are simply not very good at what we do” And, in the larger cities of
Mexico, Canada, and the United States, this message is drilled into citi-
zens in large and small ways—from power outages, to bridge collapses,
to traffic and transit congestion—day after day, hour after hour.

Another feature that this scenario takes into account is “high ar-
chitecture” The scenario is based on a model of a society’s view of
itself and of its ambitions and aspirations. In contrast, the model that
prevails today has a strong tendency to focus on systems that have
the lowest cost in terms of function—bridges, power plants, waste-
water treatment systems, and the like. These are systems that consis-
tently miss the opportunity to involve society and motivate its highest
ambitions and aspirations. This is not a negligible issue, because the
opportunity to build soaring, beautiful, and motivating infrastruc-
ture—compare, for example, the Golden Gate Bridge with the bridge
in Minnesota that collapsed in September 2007—is something that
defines a culture to others as well as to its own citizens. The term “old”
goes hand in hand with terms like “unimaginative” when describing
North American infrastructure. In fact, infrastructure is one of the
most imaginative of society’s physical products, symbolizing the am-
bitions and goals of citizens as well as their sense of the future and
their place in it.

The New Model scenario focuses on three areas: renewing existing
infrastructure, revitalizing the infrastructure base, and revolutioniz-
ing the North American infrastructure matrix. According to this sce-
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Figure 5.6. Average Cost Overruns in Transportation Infrastructure
Project, North America and Europe, 50-Year Sample
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nario, the largest and most important portion of new funds— roughly
US$175 billion annually (targeted at US$100 billion for the United
States, US$35 billion for Mexico, and US$40 billion for Canada)—
would be dedicated to radically transforming the North American in-
frastructure matrix. The focus in the United States and Canada would
be on next-generation infrastructure—projects that are not even con-
sidered today, not only because of the difficulty of conceiving and fi-
nancing them (not to mention the increasing difficulty of containing
cost overruns) but also because of the depressing weight of existing
requirements. Projects might include fast-track development of high-
speed rail systems (to relieve airport congestion and to provide for
an alternative mode of transportation in the event of a crisis); new
electricity transmission systems; massive upgrades to the nation’s wa-
ter and sanitation systems; and a new system of electricity generation,
specifically including offshore terminals that receive natural gas as well
as safe small-scale nuclear power plants.

The New Model specifically treats Mexico as part of the North
American system and sets a high priority on catalyzing Mexico's devel-
opment of a fast-growing and internally healthy job-creating economy
by 2025. Essentially, the New Model scenario adopts the European
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Union’s approach to Spain—as the Spanish Gambit scenario does—
and modifies that according to North America’s political realities. The
assumption is not made for purposes of stealth integration; rather it is
designed to optimize North America’s utilization of Mexico’s resources
(much like North America uses Canadian and U.S. resources) to create
strategic options and opportunities that, given current low infrastruc-
ture capacities and low levels of investment, cannot even be glimpsed
today.

Of the new funds that would be made available under this sce-
nario, roughly US$50 billion would be targeted for Mexico’s needs.
An annual amount of US$35 billion would be used for new infra-
structure projects in Mexico, preferably next-generation projects, in
order to allow Mexico to bypass old infrastructures and use the funds
for the projects (irrigation systems, rail systems, knowledge cities, and
logistics corridors, for example) that would supercharge its economy.
Mexico might target US$5 billion of the total funds for rebuilding and
maintaining existing infrastructure and another US$10 billion for de-
veloping the kind of traditional infrastructure that is not currently in
place—that is, the “missing” infrastructure that hobbles most devel-
oping countries, especially systems for water and sanitation as well
as highways used for long hauls. (Figure 5.7 depicts the breakdown
of funding allocated to each country for old and new infrastructure
projects.)

The scenario assumes the same rough breakdown for Canada and
the United States. Under the New Model scenario, the overall result
would be a significant increase in North America’s competitiveness by
2025. In addition, according to this scenario, North America would be
placed in a position that would allow joint development of new tech-
nologies and new productive systems. If the New Model scenario were
to be realized, by 2025 North America will have created nearly 40 mil-
lion new, high-paying jobs that would be directly and indirectly related
to investment in infrastructure.

FINANCING NORTH AMERICAN INFRASTRUCTURE
THROUGH 2025

For the New Model scenario to be realized and the required im-
provements to North American infrastructure—in both concept and
design—to be made, the New Model would need to be powered by
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Figure 5.7. Allocation of Funding for Repair, Maintenance, and
Construction of Infrastructure under the New Model Scenario, North
America (in billions of U.S. dollars)
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a financing model that would couple the enormous engineering and
financial expertise available with new ways of thinking about project
financing, ownership, and management. This section discusses mecha-
nisms for building the New Model scenario through 2025.

There is an infrastructure crisis in North America: the region’s ob-
viously “crumbling” infrastructure is a hindrance to competitiveness,
and a series of other issues, including undocumented immigration and
weakening wages, are attributable to the region’s weak and economi-
cally ineffective infrastructure. Critically, one peculiar reality about in-
frastructure is that the effects of crisis in this area will unfold over time;
however, because projects take so long to conceive, finance, and build,
the results of current inaction will be felt for a generation. Therefore,
action must be taken now to address this issue; this demands strong
political leadership.

Dealing with the infrastructure crisis in North America requires a
new model for infrastructure investment. At the same time, nothing is
more challenging than creating a new and, for the sake of argument,
“more modern” model for financing the infrastructure investments
that North America needs. In the absence of a clear crisis, wrenching
change is politically difficult. This is another issue that requires politi-
cal leadership.
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A successful model that would be capable of consistently supporting
North American investments in infrastructure in the range of US$400
billion per year would need to have four characteristics:

® The model would need to be motivated by an overall vision of
global competitiveness; local advantages, pork, and earmarks are
political realities, but they do not add up to the visionary leader-
ship that is required.

" Project selection along with a significant financing component
would need to be organized—planned and overseen, but not
managed—by the federal governments of the United States,
Canada, and Mexico.

® The financing mechanism for each country would need to be
“strategic”—that is, substantial enough to support massive finan-
cial investments and visionary enough to support those projects
that would generate sustained competitiveness.

" Very significant decisionmaking power, along with risk capacity,
would be assigned to the private sector, whose role would be that
of a linchpin in the process: structuring, executing, and manag-
ing projects (with significant financing coming from firms that
put their balance sheets to work for these projects).

The key to the success of this model is recognition not only that
enormous expertise is available but also that it is necessary to gradually
experiment with new ways for the private and public sectors to partici-
pate in infrastructure project conception, development, and mainte-
nance. The model traced out below is not designed to tilt power from
either the private sector or the public sector, or from the state level to
the national level; rather, the model is designed with an eye toward
North America’s need to rapidly build the right infrastructure for a
rapidly globalizing and interdependent world.

NATIONAL VISION

The key requirement for achieving the New Model scenario is a na-
tional vision of the specific infrastructure requirements needed to gain
sustained competitiveness. The vision needs to be developed within
the three countries and—what is even more challenging—it needs to
be developed across the three countries in the context of competitive
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complementarity. Thus, if Mexico were to build a major new port—
for example, Punta Colonet on the Pacific Coast, which would double
Mexico’s container capacity—the United States would need to se-
quence an investment in the logistics systems required to make that
new capacity successful.

The vision that underlies the New Model provides a blueprint for
action that results from a discussion among the citizens and political
leaders in each North American country that clearly recognizes the
need for massive new investments in the all three countries’ infrastruc-
ture. At the same time, the discussion must also set forth a sense of
how those projects will address critical issues of both global competi-
tiveness and local quality of life.

While searching for their own vision, however, Canada, Mexico,
and the United States cannot lose sight of the fact that the region needs
an overall North American vision about its infrastructure and its effect
on regional competitiveness. This quest for a regional vision is not a
smokescreen for integration. It is increasingly clear that the driving
concept in each country must be the aggressive development of its own
resources (natural, human, imaginative), vision, and standard of excel-
lence. Moreover, it is inevitable and fundamental that the direction for
the New Model come from each national or federal government. The
model requires coordinating decisionmaking—not initiative. Never-
theless, without an overall vision of how the three countries of North
America will be competitive, there is little chance of creating and sus-
taining an aggressive infrastructure model.

PROJECT SELECTION: THE LOCUS OF DECISIONMAKING

The New Model requires an overall level of planning, coordina-
tion, and strategic action that is currently absent. In the area of in-
frastructure, decentralized decisionmaking is not practical, because
the power of arguments for national competitiveness is weak when
lined up against the immediacy of local needs. This is particularly the
case when an increasing amount of financing is generated locally. A
national vision—and the discussion surrounding that vision—requires
coordination, prioritization, and action. There is no doubt that local
voices in Mexico, Canada, and the United States will remain powerful,
but organization on a national level is fundamental if new investments
are to drive competitiveness systematically.
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What is required is an institutional focus on the aspects of infra-
structure that are related to long-term competitiveness. In this sense,
North America’s current governing machinery has not caught up with
globalization; the mechanisms are based on the old logic and lan-
guage of public works, public finance, and short-term construction
contracts. Canada seems to have moved the fastest in terms of mod-
ernizing its governing machinery and establishing a ministerial level
department—Infrastructure Canada—in 2002 as a way to coordinate
the country’s infrastructure initiatives. (It is important to note that In-
frastructure Canada publishes its own budget.) In Mexico, President
Calderdn’s government established a presidential-level infrastructure
coordinating position when the president took office at the end of
2006; the administration has given that office the power to organize
the priorities of each of the cabinet-level agencies focused on Mexico’s
infrastructure: the National Water Commission and the powerful En-
ergy and Transport and Communications Ministries. In contrast, the
United States has had no similar recognition of what might be called
the strategic importance of infrastructure; rather, each government de-
partment has its own budget, its own priorities, and its own congres-
sional constituency, and each department bureaucratically engages in
full-scale battles against its rivals for attention and funding.

PROJECT FINANCING: BRINGING FEDERAL GOVERNMENTS
AND THE PRIVATE SECTOR INTO THE EFFORT

Money is the critical component in the New Model scenario, and or-
ganizing the kind of strategic effort that is required is clearly a national
function. In fact, the linchpin of the New Model for each of the three
countries would have to be a centralized infrastructure bank that has
the sovereign backing required to raise money from the capital mar-
kets and to invest in projects and systems that are a priority. This is not
a particularly radical idea; entities to carry out this kind of function
have always existed in the central governments of the three countries
and have been used to transfer revenues. For example, in the United
States, the Federal Highway Administration carries out this function
under the U.S. Interstate Highway Act; in Europe, the European Union
chartered the European Investment Bank to raise funds for, and to
invest in, infrastructure projects that were considered a priority for
member countries as well as for the EU as a whole.
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Given the sums required for infrastructure investments it is essen-
tial that an infrastructure bank be established.!® In each country, this
bank would be tasked with four functions:

® raising funds;

® generating a robust and systematic pipeline of projects consis-
tent with increasing the country’s global competitiveness;

= disbursing funds to priority projects; and

® monitoring the design, construction, and especially long-term
performance of these projects.

Establishing an infrastructure bank would not require the creation
of large bureaucracies in each country for two reasons: (1) Many of
these functions are already well staffed in various departments in
Canada, Mexico, and the United States, thus duplication would be
eliminated. (2) The private sector would perform much of the actual
work, as it does now, and there would be increasingly venturesome
experiments with public-private partnerships. The challenge would be
to take on the leadership that is needed to inject a sense of the urgency
of the mission to make the specific investments the New Model re-
quires and especially to achieve performance goals nationally as well
as regionally.

PRIVATE ACTION: GIVING RESPONSIBILITY TO THOSE

WITH EXPERTISE

If financing is the linchpin of the New Model, then a gradually ex-
panded role for the private sector would be the motor not only for
increased investment in North America’s infrastructure but also for
improved decisionmaking on projects and better management of pub-
lic investments. Currently, the private sector in Mexico, Canada, and
the United States participates in infrastructure projects mainly on a
risk-free, fee-for-services basis. This arrangement creates a fairly limit-
ed role for the private sector as well as for the market in terms of initia-
tive, risk-taking, and responsibility. In fact, responsibility is simply not
aligned with expertise: the public sector develops projects, generates
financing (through tax-exempt bonds, federal government transfers,
and the like), and structures bidding processes; private firms respond
to requests, are awarded contracts, and submit invoices (with multiple
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change orders) as the work is completed. The fairly sterile division of
labor walls off infrastructure investments from free market energy, ini-
tiative, and creativity. (Given that cost overruns, which characterize
the current system in all three countries, averagebetween 10 percent
and 40 percent of the original amount of contract awards and plague
the operation and maintenance of projects after they have been com-
pleted, it would make sense that new ways of doing business need to
be explored).

The new model for financing infrastructure projects would experi-
ment with redistributing fundamental tasks between the private and
public sectors, improving the velocity of project creation, making
funding available for projects, and working vigorously to ensure the
efficient execution and management of projects. Moving toward this
approach—broadly termed a public-private partnership—the public
sector would ideally focus on what it does best: conceive of long-term
projects and care for the public’s interest. The private sector would do
what it does best: find ways to develop, finance, and execute projects
efficiently and within strict (and strictly monitored) guidelines that are
established by the public sector. (Figure 5.8 graphically compares the
way responsibilities for financing infrastructure tasks are distributed
today with the way that the New Model proposes.)

The firms in the private sector that have healthy balance sheets
would be given a level of responsibility that is not typical in the pro-
tected public infrastructure market that is in place in North America
today. Executives of firms in the private sector would be responsible for
initiating projects; guaranteeing costs (on their balance sheets); raising
funds, based on the project’s value and on their balance sheets; and,
in some cases, operating those projects for a period of 20-30 years.
The basic trade-off is that the private sector would play a much big-
ger role—and assume much more risk—while taking responsibility for
significant new monies injected into the system as well as for making
sure that projects are executed and managed quickly and profitably.
Thus, private stakeholders would receive reasonable returns on their
contribution to what is, in essence, massive public value creation.

In sum, under the New Model, authority for creating and com-
pleting infrastructure projects would remain with the public sector,
whereas tasks would be rationalized and shifted to the private sector.
As a result, there would be a very strong set of public sector executives
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Figure 5.8. Distribution of Financing Responsibilities for Infrastructure
Tasks, Current Model versus New Model
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who would think through the country’s future and a very restless and
innovative set of private sector executives who would balance aggres-
sive business development with a long-term appreciation of risk and
reward.

CONCLUSION: MAPPING THE WAY FORWARD

If infrastructure is a system of systems, then it is clear that North
America needs to create a new model for developing and maintain-
ing its infrastructure. The New Model proposed in this report has two
urgent strategic purposes:

® The New Model will finance efficient, modern, and robust infra-
structure projects in all three countries.

® ]t will oversee rational and consistent decisions on infrastructure
projects that have a high priority not just by financing projects
but by financing the right projects to ensure that the systems in
each North American country generate internal competitiveness
as well as a rapid increase in competitiveness for the region as a
whole.

Creating a new model for selecting infrastructure projects and fi-
nancing them is an extraordinary challenge that will require real lead-
ership in all three countries. The biggest problem—and one that is
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likely to be most deeply manifested in the United States—is resistance
to change on the part of the many people who have substantial exper-
tise in the current system. This group includes chief executive officers
of construction firms, who have spent their entire careers in a rela-
tively risk-free, fee-for-services environment; financial officers in mu-
nicipal bond investment firms, who benefit from an essentially captive
US$70 billion annual market; and executives in the public sector as
well as those in public sector unions, who exercise enormous control
(one might easily call it a stranglehold) over the nation’s infrastructure.
The situation is not very different in Canada and Mexico. As figure 5.8
clearly shows, the challenge lies in transitioning public sector execu-
tives from responsibility for action along the infrastructure value chain
to responsibility for management throughout that chain and for action
mainly at the point when the project is designed and the contract for
its completion is put out for bids. At the same time, the private sector
will need to increase its sphere of activity in a number of areas—specif-
ically in the areas of finance and project delivery guarantees.

Implicit in this discussion is the notion that a similar model would
emerge in all three countries. This need for congruence is probably
a requirement, because the vast increase in necessary funding would
come from a “grand bargain” between the public and private sectors.
On the one hand, new investments would be catalyzed by a new fund-
ing source located at the heart of each country’s central government;
on the other hand—the piece that makes the whole idea work—the
private sector would complete the equation by providing both equity
and debt financing for projects. Getting the model right and creating
a relatively similar structure across the entire continent will have the
added value of creating shared learning across all three countries as
well as a shared set of the rules of the game that will theoretically allow
the most efficient infrastructure-related companies to work in each
country.!

As North America moves forward in the face of the current infra-
structure crisis, perhaps the key requirement is for the three countries
to begin to think in terms of regional competitiveness, tripling the
annual investments in infrastructure that the United States, Mexico,
and Canada currently make while keeping a sharp eye on competitive
complementarity. Although the Business as Usual scenario seems to be
the most likely outcome for the future of North America’s infrastruc-
ture (which would be catastrophic for Mexico) and the Spanish Gam-
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bit scenario offers a minimal way to secure North America’s future,
it is the investment targets proposed in the New Model (an annual
investment of US$300 billion in new funds) that should galvanize the
attention of North America’s political leadership.

The road forward needs to begin with a rapid ramp-up, similar to
the one provided by the U.S. Interstate Highway Act or even by Presi-
dent Kennedy’s stated goal to put a man on the moon. The current
situation, with North America simply muddling through the crisis,
presides over the festering of old problems and the creation of ugly
new ones. Mapping the New Model involves a series of changes—in
terms of vision, institutions, financing, and the roles of the private and
public sectors—that recognizes the enormous availability of expertise
and merely experiments with rearranging that expertise in a way that
will rapidly meet the challenges and opportunities of globalization.

Creating world-class infrastructure is a strategic measure, which
defines and describes a country’s ability to compete; decisions made
today generate results over a 20-30 year period. Including—or simply
viewing—the challenge in terms of the North American map builds a
capacity for adopting a deeper strategy in depth, moving away from
the export/import and high wage/low wage paradigms and beginning
to think in terms of new possibilities. And those possibilities—for ex-
ample, southern Mexico’s production of food for the world, northern
Mexico’s ability to host world-class manufacturing enterprises, the ca-
pability of U.S. and Canadian markets to power regional competitive-
ness, or the ability of US$14 trillion in U.S. pension fund assets (60
percent of the world’s total) to increase North Americas value—are
feasible.

If the region is to have the capacity for world leadership in 2025—in
terms of world-class industry, services, and quality of life—it is critical
for Canada, Mexico, and the United States to accept the strategic chal-
lenge and to quickly and intelligently build world-class infrastructure
throughout North America. In so doing, in 2025, North America—
a region consisting of three sovereign states and nearly 500 million
citizens and one that has the ability to invest US$400 billion annually
to design, build, and manage first-class infrastructure—should be the
most competitive region in the world.
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NOTES

1. The World Bank uses a figure of 15,000 jobs created for each US$1 billion
invested in developing countries’ new infrastructure, with a total figure for
jobscreationthreetimesaslarge;thus,foreach US$1billioninvested,roughly
45,000 jobs are created; see World Bank, World Devdlopmert Report 1994:
Infragructurefor Devdopmert (New York: Oxford University Press, 1994).
For developed countries, the Massachusetts Infrastructure Investment Co-
alition estimates the investment of 57,400 new jobs for each US$1 billion
invested in infrastructure; see “Infrastructure Status Report: Massachu-
setts Drinking Water,” May 2007.

2. William D. Eggers and Tiffany Dovey, “Closing America’s Infrastruc-
ture Gap: The Role of Public Private Partnerships,” A Deloitte Research
Study, Deloitte Development, LLC., Washington, D.C., 2007, http://www
.deloitte.com/dtt/cda/doc/content/us_ps_PPPUS_final(1).pdf; Toronto
Dominion Bank Financial Group, “Minding the Gap: Finding the Money
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to Upgrade Canada’s Aging Public Infrastructure, Toronto, May 2004,
http://www.td.com/economics/special/infra04.pdf; author interview
with Oscar de Buen, Undersecretary, Secretariat of Communication and
Transportation, Mexico City, August 3, 2007.

. National Chamber Foundation, “Future Highway and Public Transporta-
tion Financing, Phase II” Washington, D.C., 2005.

. Asan emerging market, Mexico needs to make investments in infrastruc-
ture that are equivalent to about 5 percent of its gross domestic product.
Currently the country’s annual investment rate in infrastructure is about
1.5 percent of its GDP (when the oil and gas sector is excluded); whereas
China invests 9 percent of its GDP in infrastructure each year, and In-
dia and Chile invest in the 5 percent range. CG/LA figures taken from
Norman E Anderson and Patricia Pietravalle. “Infrastructure Rankings
in Latin America,” Second Annual Report, Washington, D.C., November
2007.

. The requirement for using expertise in infrastructure projects is signifi-
cant. In Spain, for example, the public sector entity that drove this pro-
cess, FOMENTO, was headed by a group of highly qualified—and even
visionary—professionals from the moment of Spain’s entry into the Eu-
ropean Union, and this was further facilitated by a very tight relation-
ship (based on expertise) between these professionals and the European
Investment Bank.

. The initiative bears no resemblance to the ill-fated Plan Puebla Panama,
which was simply an integration scheme without economic substance.

. Private communication with Arturo Olvera, formerly of BANOBRAS
and currently working for Hermes Infraestructura, a local private equity
firm, Mexico City, July 13, 2007.

. The diagnostic for both the United States and Canada shows significant
overall weakness on a par with Mexico’s; all the areas of strength and
weakness differ.

. CG/LA Infrastructure estimates that the global market demand for in-
frastructure is US$1.1 trillion per year; Macquarie, an infrastructure
investment firm, estimates a slightly larger global market of US$1.3 tril-
lion annually; and two other studies, which focus on demand rather than
historical performance, see the market requiring nearly US$2 trillion per
year, according to the study published by Viren Doshi, Gary Schulman,
and Daniel Gabaldon (“Lights! Water! Motion! Strategy + Business,”
Booz, Allen and Hamilton, McLean, Va., May 2007) or US$3 trillion
per year, according to the Organization for Economic Cooperation and
Development in “Infrastructure to 2030: Mapping Policy for Water,
Electricity and Transport” (Paris: OECD, August 30, 2007). The global
infrastructure market is large and demand is robust, but there is signifi-
cant debate about how investment matches demand, particularly in the
areas of water and wastewater.
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10. Felix Rohatyn and Warren Rudman have called for a National Infrastruc-

11.

ture Corporation to exercise this catalytic investment role; see Felix Ro-
hatyn and Warren Rudman, “It's Time to Rebuild America: A Plan for
Spending More—and Wisely—on Our Decaying Infrastructure,” Wash-
ington Pog, December 13, 2005.

This will also allow North America to create infrastructure champions
who would be capable of operating in the rest of the world. Currently,
there are no North American local engineering procurement construc-
tion firms with the ability to develop large infrastructure projects around
the globe; in effect, the North American infrastructure model excludes
North American firms from leading major efforts in the global market
that is worth an estimated US$41 trillion (through 2030).



