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MEXICO

ISIDRO SOLOAGA *

Introduction

Mexico is considered an upper middle
income country with a per capita GNI of
USD 9 420 in 2011". However, poverty
levels remain high, particularly in rural,
with 61 percent of the headcount ratio
in 2010 in rural areas versus 51 percent
at the national level?. Migration flows
from rural to urban areas and from rural
areas to the United States continue to
be high.

Despite the substantial agricultural
reforms undertaken in the 1980s and
1990s, the Mexican agricultural sector
is largely unchanged. Production
remains polarized with a large share
of subsistence farmers (primarily in the
production of beans and maize) and
a smaller share of market-oriented
producers. There is also a strong regional
disparity, with the South characterized by
subsistence agriculture and low levels of

* Professor, Department of Economics, Universidad
Iberoamericana Ciudad de México isidro.soloaga@
ibero.mx
The author thanks the participants at a FAO-Chile
seminar in November 2011 and at the IAEA Meetings
in Foz do Iguazu in August 2013. Joana Mayorga
provided superb assistance in preparing information for
charts and figures used in this paper.

' World Development Indicators, The World Bank:
http:/databank.worldbank.org/ddp/home.do

2 World Development Indicators, The World Bank:
http://databank.worldbank.org/ddp/home.do

technology adoption, and the North with
a greater share of commercial agriculture
and more technologically advanced
producers.

Nevertheless, there have been some
important changes, including marked
growth in trade with the Unites States
and an increase in maize productivity,
despite concerns over rising imports
from the United States under the
North American Free Trade Agreement
(NAFTA). An increase in the production
of fruits and vegetables has also been
noted.

Although agriculture receives
substantial amounts of government
support, which in turn has contributed
to increases in productivity and growth
in agricultural production, in general
these programmes do not target poverty
reduction among agricultural producers.
There is a substantial body of evidence
that indicates that support to agriculture
in Mexico has been regressive (Scott,
2010). By 2008, 10 percent of the
biggest agricultural producers in Mexico
were receiving between 50 percent
and 80 percent of the country’s
agricultural subsidies. Ingreso Objetivo,
a programme run by the Agricultural
Commerce Support and Services
(Apoyo y Servicios a la Comercializaciéon
Agropecuaria — ASERCA) is even more
regressive: 10 percent of the top
producers received 80 percent of total
subsidies (Scott, 2010).
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Production, consumption and trade of
basic food products

Figures 1a, 1b, 1c and 1d present
consumption, production and trade figures
for the four main crops produced and

consumed in Mexico: maize, wheat, rice and

beans. It is worth mentioning that despite

Country case studies

initial fears that NAFTA membership would
result in the virtual disappearance of maize
production in Mexico, maize production has
actually increased.

The relative importance of imports in total
grain consumption is shown in Figure 2. Of
these four grains, rice, and to a lesser extent
wheat, show a relatively high share of imports

FIGURE 1A: MAIZE: PRODUCTION, TRADE AND CONSUMPTION
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FIGURE 1C: RICE: PRODUCTION, TRADE AND CONSUMPTION

000 Mt R ice Kg/head

1400 - 16
1200
1000
800
600
400

200

[ L] L] 1 L] 1 [ 1 1 [ . P J0
1985 1995 2000 2005 2010
Exports (X) o= |mports (M) eeeeee Production (Q)

e COnsumption: C=Q+M-X eeeeee Percapita (Kg/head)

FIGURE 1B: WHEAT: PRODUCTION, TRADE AND CONSUMPTION
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FIGURE 1D: BEANS: PRODUCTION, TRADE AND CONSUMPTION
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FIGURE 2: IMPORTANCE OF IMPORTS IN GRAIN CONSUMPTION
(IMPORTS/TOTAL CONSUMPTION)
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in total consumption. The share of imported

maize in domestic consumption fluctuated
between 22 and 27 percent in the period
from 2005 until 2010. In the case of wheat,
the share of imports in total consumption
decreased from 59 percent in 2005 to

42 percent in 2010. For rice, the percentage

increased initially from 72 percent in 2005
to 80 percent in 2008, but then reverted to
74 percent in 2010. Finally, in the case of
beans the share increased from 8-9 percent

during 2005-2008 to 14 percent in 2009 and

2010.

Poverty and food security in Mexico

Poverty remains high in Mexico. Although
poverty rates showed marked improvement
from the peak recorded in 1996 (after

Mexico's 1995 financial crisis) until 2006, poor
economic developments from 2007 onwards

have had negative effects on the various
poverty rates. In 2008 about 18.4 percent of
the population was below the so-called food
poverty line3 (Table 1), rising to 18.8 percent
in 2010. Other national poverty indicators
show a similar pattern.

Since 1992, rural poverty has been
considerably higher than urban poverty (on
average, about three times higher). Since
the 1995 macroeconomic crisis, urban and
rural poverty rates have followed similar
trends, decreasing until 2006 and then
increasing from 2008. The first spike in food
poverty occurred in 1996 when it jumped to
37.4 percent from 21.2 percent in 1994. After
decreasing from 1996 until 2006, the overall
food poverty rate increased again, from
13.8 percent in 2006 to 18.8 percent in 2010.

Poverty levels are not evenly distributed
and vary across the different regions of
Mexico. Poverty levels are relatively low in the
North and Pacific regions and in Mexico City,
but are much higher in the South, particularly
in the States of Chiapas, Guerrero, Oaxaca,
Puebla and Veracruz.

Two main events have driven the recent
rise in poverty levels in Mexico. The 2008-
2009 economic downturn—that resulted in a
GDP decrease of about 7 percent-negatively
impacted wages and the ongoing global food
crisis that began in 2006 (with a pause in
2010) has increased the cost of the basic food
basket. While nominal incomes have been
relatively steady since 2008, in real terms
incomes have dropped considerably, especially
when nominal incomes are deflated by the
cost of the basic consumption basket that
determines the poverty line.

A recent study by the National Council to
Evaluate Social Development Policies (Consejo
Nacional de Evaluacion de la Politica de

3 See Annex | for the definition of the different poverty
measurements in Mexico.



/

Policy responses to high food prices in Latin America and the Caribbean: Chapter 7: Mexico
Country case studies

TABLE 1: RICE, 2003-2009 TABLE 2: MARKET-ORIENTED REFORMS IN MEXICO'S AGRICULTURAL SECTOR
Food Food Food Capabilities | Capacity | Capacity | Patrimonial | Patrimonial | Patrimonial Main policy changes
poverty | poverty | poverty poverty poverty | poverty poverty poverty poverty Mexico joins GATT and food import e Substitution of import licensing by tariffs on agricultural  1986-1994
Total Urban Rural Total Urban Rural Total Total Total restrictions began to be reduced goods (tariffs ranging from 0% to 20%)
1992 21.4 13.0 34.0 29.7 20.1 44.1 53.1 44.3 66.5 Sale of State Food Enterprises ¢ Privatization of State Food Storage Facilities and State 1988-1989
1994 212 10.7 37.0 30.0 18.3 475 52.4 1.2 69.3 enterprises selling seeds and fertilizers at subsidized
prices
1996 37.4 27.0 53.5 46.9 36.8 62.6 69.0 61.5 80.7 « Abolition of State enterprises selling coffee, sugar and
1998 333 21.4 51.7 41.7 30.6 59.0 63.7 55.9 75.9 tobacco
2000 24.1 12.5 42.4 31.8 20.2 49.9 53.6 43.7 69.2 . . ' T
“Ejidal” Reform (property rights e End of agricultural land distribution to peasants 1992
2002 20.0 1.3 34.0 26.9 17.2 42.6 50.0 411 64.3 reform) e Liberalization of agricultural property rights
2004 17.4 11.0 28.0 24.7 17.8 36.2 47.2 41.1 57.4
2005 182 99 323 247 15.8 398 470 383 618 Elimination of price supports to * Domestic prices pf staplgs determined taking into 1989 to date
farmers producing food staples (in account international prices
2006 13.8 7.5 24.1 20.7 13.6 32.2 42.7 35.6 54.1 1990 the State Trading Enterprise e Creation of ASERCA in 1991, a marketing support
providing this subsidy was abolished) agency granting subsidies to commercial staple crop
2008 18.4 10.8 31.3 253 17.4 38.5 47.7 40.1 60.3 producers and buyers
2010 18.8 12.6 29.3 26.7 20.0 37.8 51.3 45.5 60.8 e Creation of PROCAMPO in 1994, a direct income

transfer programme to all food staple producers
Notes: Food poverty is defined as the inability to acquire a basic food basket. Capabilities poverty: Insufficiency of the disposable income to prog plep

acquire the basic food basket and make the necessary expenses for health and education. Patrimony poverty: Insufficiency of the disposable
income to acquire the food basket, as well as to make the necessary expenses in health, education, clothing, housing and transportation. See North American Free Trade Agreement e Prohibits the use of import licenses and applies tariff Jan 1994- Jan 2008
Annex | for more details on these poverty definitions. (NAFTA) principles
Source: CONEVAL (2009). e “Free” trade in 15 years. Sensitive agricultural products
were subject to Tariff Rate Quotas for a transitional
period of up to 15 years
¢ Interventions are allowed in the three countries for Ag.

Desarrollo Social = CONEVAL, 2010) measures FIGURE 3: PER CAPITA LABOUR INCOME (NOMINAL AND REAL TERMS) Subsidies, import restrictions on phyto-sanitary grounds
the number of people with insufficient access D and rules of arigin and for packing
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on what is set forth in FAO (2006) and 1500 FIGURE 4: FOOD INSECURITY IN MEXICO, % OF POPULATION
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general and the agricultural sector in particular, by an increase in social expenditures to Il 25-35% O sares
has experienced important market-oriented combat poverty. However, as a share in the

reforms. A summary is provided in Table 2. total budget, the expenditures for anti- Source: CONEVAL 2010b.
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TABLE 3A: ACCESS TO OPORTUNIDADES BY THE BOTTOM 1ST AND 2ND INCOME QUINTILES

_ 1st income quintile 2nd income quintile

Share of population with access to
Oportunidades

Share of population without access to
Oportunidades

Source: Yunez-Naude, 2010.

poverty programmes are still rather low at
12.5 percent of GDP in 2008-2009, compared
to the average of 18.4 percent in Latin
America and the Caribbean in 2008-094.

Mexico has only recently applied targeted
anti-poverty programmes with broad coverage
and documented positive impact (Skoufias,
2005). The main programme, Oportunidades
(previously known as Progresa), was
developed in 1997 and is a conditional cash
transfer (CCT) programme. It reaches about
5.8 million households (plus an additional 0.7
million from the Food Support Programme,
Progama de Apoyo Alimentario — PAL) and
has a presence in all Mexican municipalities.
In 2011, its budget was about Mex$7 billion,,
some 0.5 percent of GDP.

A study by Scott (2008) analyses public
spending on education, health and social
security, energy and agricultural subsidies®.
According to this study, of the nine
programmes analysed, only four effectively
target the poor, and only two (Oportunidades
and the Temporary Work Programme —
Programa de Empleo Temporal) allocate more
than 50 percent of their transfers to the lowest
income quintile. The rest are either neutral
(Microregiones), or regressive, favouring
middle-income groups over the poor (Liconsa,
Vivienda, Crédito a la Palabra and Habitat,
Scott, 2009). Targeted programmes account for
less than 20 percent of what the government
spends on all subsidies. Table 3a shows the

4 Source: “Panorama social de America Latina” (ECLAC, 2010).

5> The total of these expenditures represented 60 percent
of public spending, 10 percent of GDP and 15 percent of
disposable household income in 2006.

%
80

20

coverage of the Oportunidades programme
within the two lowest income quintiles.

As shown, the government has the
capacity to reach 63 percent of the population
in the first income quintile and 80 percent of
the population in the second income quintile.
This has been critical to the government's
response to the food crisis, as it enabled a
monthly transfer of an additional Mex$120 to
each household in the Oportunidades and PAL
programmes when food prices increased (see
next section).

Unlike Oportunidades and PAL, agricultural
sector programmes are not specifically designed
to reach the poor. In fact, several studies
have argued that Ministry of Agriculture,
Livestock, Rural Development, Fisheries and
Food (Secretaria de Agricultura, Ganaderia,
Desarrollo Rural, Pesca y Alimentacion —
SAGARPA)® programmes are characterized by
their regressive nature. For example, according
to Scott (2008), the richest 10 percent of
producers (in terms of land endowment)
receive 45 percent of all the transfers in the
Procampo programme, 55 percent of the
Rural Development Programme (Programa
de Desarrollo Rural-Alianza para el Campo),

60 percent of energy and hydrological subsidies
(proxy through the distribution of irrigated
land), and 80 percent of Ingreso Objetivo’.

6 SAGARPA stands for Secretaria de Agricultura, Ganaderia,
Desarrollo Rural, Pesca y Alimentacion, which is the Ministry
for Agriculture, Livestock, Rural Development, Fisheries and
Food http://www.sagarpa.gob.mx/English/Pages/Introduction.
aspx

7 See also Fox and Haight (2010) and Yunez-Naude (2010).
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The study also shows that the poorest
50 percent of the rural population are
excluded from non-targeted, input- or output-
linked support programmes, because they are
landless or have plots which are too small to
be eligible for such programmes (except for a
decoupled programme like Procampo).

Policy reactions to the 2006-2008 food
price crisis

In 2008, the government of Mexico
announced a series of measures in response
to rising food prices. Three main goals

were set: to facilitate supply and access to
food at international prices; to encourage
domestic food production and increase farm
productivity; and to provide support to poor
households’ incomes. To achieve these goals,
Mexico relied on both existing policies and
programmes and new measures designed
specifically to influence price formation in
domestic value chains, in particular in the

maize sector®®. The main instruments utilized
were cash transfers to poor households and
state support for agriculture, agreements
with producers and food industry on prices to
consumers and the elimination of tariffs on a
number of basic food products.

To enhance the incomes of poor consumers,
Opportunidades was expanded to include

8 http://www.oportunidades.gob.mx/Portal/wb/\Web/
did162008 26052008

® On 7 January 2009 the government launched a framework
to deal with the impact of the international economic crisis.
This new set of policies known as the National Agreement
in Favour of Household Economies and Employment for
Better Living (Acuerdo Nacional en Favor de la Economia
Familiar y el Empleo para Vivir Mejor — ANFEFE) had five
pillars (employment, household economics, competition in
SME, infrastructure and transparency). Despite an announced
10 percent increment in supply credits for the rural sector, the
plan did not contain any other measures for the agricultural
sector (Presidencia de la Republica, 2009).

TABLE 3B: CASH TRANSFERS FROM OPORTUNIDADES (NON-RELATED TO SCHOOLING) IN MEXICAN PESOS PER MONTH

Component of the Oportunidades programme

Food support Support to the
(Apoyo elderly (Adultos
Alimentario) Mayores)
Jan - Jun 2011 225 315
Jul - Dec 2010 220 305
Jan -Jun 2010 215 305
Jul - Dec 2009 210 295
Jan - Jun 2009 210 295
Jul - Dec 2008 195 275
Jan - Jun 2008 195 270
Jul - Dec 2007 185 260
Jan - Jun 2007 185 260
Jul - Dec 2006 180 250
Jan - Jun 2006 180 250
Figures for Jan- 12.5 17.6

Jun 2011 as %
of the monthly
minimum wage

Source: SEDESOL, 2011.

energy expenses

Support for Support “Vivir Support “Vivir

Mejor” Mejor” (by child)

(Componente (by household)
Energético)

60 120 105

60 120 100

60 120 100

55 120 0

55 120 0

55 120 0

50 120 0

50 0 0

50 0 0

0 0

0 0 0

33 6.7 5.9


http://www.sagarpa.gob.mx/English/Pages/Introduction.aspx
http://www.sagarpa.gob.mx/English/Pages/Introduction.aspx
http://www.oportunidades.gob.mx/Portal/wb/Web/did162008_26052008
http://www.oportunidades.gob.mx/Portal/wb/Web/did162008_26052008
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an additional subsidy to compensate for

rising prices. Those households already
enrolled in the programme were given an
extra Mex$120 per month through a new
programme known as Live Better (Vivir
Mejor), bringing the average transfer up to
Mex$655 from Mex$535 per month for a
family of five (SEDESOL, 2008). The Live Better
programme was expected to reach about 5.3
million households, equivalent to almost 26
million individuals. Beneficiaries of two food
assistance programmes, Nutrition Programme
for Marginalized Zones (Programa Alimentario
para Zonas Marginadas — PAZM) and Nutrition
Programme (Programa Alimentario — PAL)

also distributed an additional Mex$120 per
household to compensate for rising prices,
bringing the PAZM average to Mex$365 per
month from Mex$245 and the PAL average to
Mex$302 per month from Mex$182.

Following the trend in international markets,
domestic maize prices began rising quickly in
mid-2006, this in turn impacted tortilla prices.
In January 2007, the government established
an agreement with the main flour producers
and about 5 000 tortilla producers (which
is a relatively small number given that there
are more than 100 000 small-scale tortilla
producers in the country). The agreement set
a maximum retail price of Mex$8.5 per kg of
tortilla. The agreement was renewed twice (in
April and August 2007), although in August
consumer prices in the agreement were
increased to Mex$9.5 per kg. The agreement
also established a maximum wholesale price
for maize flour at Mex$5 per kg. The price
paid for maize by the maize mills was set at
Mex$3.5 per kg. Thus, all prices along the
value chain were controlled by the agreement.
The last agreement ended in April 2008.
Figure 5a shows maize and tortilla price
index levels for the Consumer Price Index
(CPI) and the Wholesale Price Index (WPI)
(base January 2005=1). The graph also shows

the duration of the two main government
interventions in these markets: the tortilla

price agreement lasted from January 2007
to April 2008, and the support program to

FIGURE 5A: CPI AND WPI INDEXES FOR TORTILLA AND MAIZE
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FIGURE 5B: TORTILLA PRICES (IN TORTILLERIAS)
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the maize-tortilla value chain (El Programa de
Apoyo a la Industria Molinera y del Nixtamal —
Promasa), in effect from January 2009
onwards.

From January 2007 until September 2011
the prices to consumers in Diconsa, the state-
run network of retail shops in rural areas,
were fixed at Mex$3.5 per kg of maize and
Mex$5 per kg of maize flour. Diconsa is an
important instrument that helps to even out
basic food prices for the rural poor. Although
market prices increased, Diconsa maintained
the prices of corn flour and milk, for example,
at the same level as in 2006. Diconsa also
increased its strategic reserves of white maize
produced domestically from 100 000 tonnes
on average prior to 2007 to over 350 000
tonnes in 2008, maintaining the same level in
2009, in order to guarantee sufficient supply
to marginalized areas.

Furthermore, in 2008 the government
signed an agreement with food producers
to freeze the retail price of 150 processed
foods. The list includes beans, canned chilies,
cooking oil, flour, preserves, sauces and some
beverages. The agreement was implemented
in June 2008 and kept until the end that year.

The tortilla and maize flour price agreements
were complemented by a new government
programme called Mi Tortilla' established

in August 2007. By the end of 2008 the
programme reached about 4 000 tortilla
producers, providing funds for the acquisition
of new machinery as well as technical
assistance and training to introduce cost-
saving practices. The total programme budget
was Mex$350 million in 2007. By 2011 its
annual budget had increased to Mex$500
million. In addition, a new programme

© The programme was named the National Programme to
Modernize the Corn-Dough and Tortilla Industry (Programa
Nacional de Modernizacién de la Industria de la Masa y la
Tortilla).

(PROMASA) was established in 2009 to
provide direct subsidies to corn dough
producers: Mex$500 per tonne of dough
for small firms and Mex$600 per tonne of
dough for bigger producers, equivalent to
approximately 10 percent of the sale price.
The programme budget amounted to Mex$65
million between January and August 2009
and Mex$135 million September 2009
and June 2010). In the first half of 2011
the programme disbursed approximately
Mex$227 million in subsidies.

The dual challenges of rising food prices
and the global financial and economic crisis
that started in the second half of 2008 had
profound effects on the Mexican economy,
causing the government to expand public
expenditures, including subsidies to the
agricultural sector managed by SAGARPA
(Figure 6).

Table 4 analyses public expenditures in
the agricultural sector by programme. It
shows that the budget managed by the
Ministry of Agriculture (SAGARPA) expanded
from Mex$48.8 billion in 2006 to Mex$57.1
billion in 2007 and Mex$67.1 billion in

FIGURE 6: ANNUAL EXPENDITURES: PUBLIC SECTOR TOTAL AND
SAGARPA, 2000-2010

000 Million of Mexican pesos 000 Million of Mexican pesos
3000 =80
=70
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2000 =40
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e Public Sector, total (left axis)
e Sagarpa (right axis) about 3.1% on average

Source: Own, based on Presidential Report, 2010 and Banco de
México, 2010.
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TABLE 4: ANNUAL BUDGET IN MILLIONS OF MEXICAN PESOS. PUBLIC SECTOR (TOTAL) AND SAGARPA FROM 1995 TO 2010

Annual budget in millions of Mexican pesos

Public Agric. Pro- Alianza

Sector Sector campo Contigo

total total

(SAGARPA)

1995 290 424 15128 5 864
1996 403 450 19 653 6 800 1203
1997 528 124 21262 7 533 1575
1998 600 583 22 286 8492 1914
1999 711228 21062 9372 2 497
2000 855 286 24714 10 379 2 656
2001 937 214 32 405 11 005 4046
2002 1078 861 34299 11851 6438
2003 1241853 40170 13111 6 555
2004 1326 952 41 456 13812 7 059
2005 1477 368 46 279 14 168 7234
2006 1671175 48 779 15 025 6270
2007 1911 321 57 118 15520 8729
2008 2229155 67 061 14 198 14 405
2009 2459610 68 053 16 643 15 775
2010 * 2425553 72 924 14 929 12416

Supportto  Fishing Incentive Strategic  Credi- Other
marketing sector to rural Program  Fertiliz
(ASERCA) finance for Food
(INFIDER)  Security
(PESA)
807
642
2163
1991
1699
3050 8629
5235 199 11920
4440 411 11159
5699 784 14 020
5 549 313 14722
6331 233 18314
7119 235 20 130
7 446 229 561 24 634
9143 573 2571 1100 82 24988
9350 226 2 946 1560 125 21429
10 499 191 4858 1750 N/A 28 281

Source: Author’s calculations based on Presidential Report 2010 and Banco de México 2010.

2008, corresponding to an annual increase
of 17 percent in both 2007 and 2008. Public
expenditure for agriculture included support
for irrigation expansion and improvement.
ASERCA' is the government agency
responsible for supporting farmers’
marketing activities. It is one of SAGARPA's
main programmes and its budget has been
increasing steadily since 2000. In 2008,
the ASERCA budget rose by 22 percent
relative to 2007. Recent changes to the
programme include the switch from income
support to subsidies to farmers to help
them participate in the options market,
reducing their exposure to price risks. Table
5 analyses the change in the composition

" ASERCA stands for Apoyo y Servicios a la Comercializacién
Agropecuaria (Support and Services for Agricultural Trading)
http://www.aserca.gob.mx

of ASERCA's expenditures. It shows that the
share allocated to providing incentives for
participation in the options market doubled
between 2007 and 2008.

As the table shows, there are different
lines of support provided by ASERCA. The
first one targets income (Ingreso Objetivo),
which functions as a price support with an
administered price that takes into account
production and transportation costs as
well as the international reference price. As
international prices increased, this subsidy
effectively disappeared.

Currently, the main share of ASERCA
subsidies are incentives to farmers to
participate in options markets. ASERCA
underwrites the entire cost of the derivatives
position seeking to protect sellers and buyers
of agricultural goods at the moment that

Chapter 7: Mexico

TABLE 5: ASERCA’S BUDGET FOR STRUCTURAL PROBLEMS AND SUPPORT TO TARGETED INCOME AND TRADING, IN MILLIONS OF MEXICAN

PESOS IN JANUARY 2007

2005 | NI T
Targeted income (Ingreso Objetivo) 4620.8 961.7 258.0 610.9

Market functioning (Ordenamiento de mercados) 1 606.5 3857.7 2794.0 2031.7 32499
Contract agriculture (Agricultura por contrato) 88.7 878.1 724.7 527.8 1166.3
Subsidies for access to options markets (Cobertura) 936.0 2 2535 5536.0 5712.4 6 576.0
TOTAL 7 163.3 7 073.0 8 587.9 8355.0 9826.8
Item, as % of total budget

Targeted income (Ingreso Objetivo) 65 14 3 % 0
Martket functioning (Ordenamiento de mercados) 22 55 33 24 33
Contract agriculture (Agricultura por contrato) 1 12 8 6 12
Subsidies for access to options markets (Cobertura) 13 32 64 68 67
TOTAL 100 100 100 100 100

Source: Author’s calculations based on Presidential Report 2010 and Banco de México 2010.

a transaction is made from future changes
in prices. The programme also aims to
counteract the short-term market power

of buyers as opposed to farmers. The main
products supported through this mechanism
are maize, sorghum and wheat.

There has also been an expansion
in lending to agriculture through the
development banking entity Banca de
Desarrollo: Credit to the rural sector increased
by 4 percent in 2007 and by 21 percent in
2008, decreasing markedly thereafter. On the
other hand, the share of lending to the rural
sector in total decreased from 18 percent in
2006 to 12 percent in 2009 (see Table 6).

A special credit programme (Credi-Fertiliza)
for smallholder farmers to purchase fertilizers
was also created. The programme provides a
loan of up to Mex$500 per hectare to finance
the acquisition of fertilizers at discount prices.
The budget was Mex$82 million in 2008 and
Mex$125 million in 2009, reaching 63,000
smallholder producers. The programme was
administered by FIRCO™2, which in addition
to Credi-Fertiliza operates a large fertilizer

2. A parastatal enterprise that operates within SAGARPA to
support agribusiness projects and provide technical assistance
to farmers http://www.firco.gob.mx/firco/Paginas/Quienes-
Somos.aspx

programme with an annual budget of about
Mex$1 billion. Moreover, a special credit line
to purchase tractors and other machinery was
expanded in May 2008.

On the trade policy side, the government
sought to lower domestic prices and increase
supplies by relaxing import restrictions. A set
of provisions reducing or eliminating tariffs
was introduced in May 2008. The provision
eliminated import tariffs on basic food
products such as white and yellow maize rice,
sorghum, soy paste and wheat. A tariff-free
guota of 100 000 tonnes was introduced for
beans for imports from 1 July until 31 October
of each year. The out-of-quota tariff for
imports from outside NAFTA was 125 percent.
At the same time the tariff for powdered

milk was reduced from 125.1 percent to

63 percent and tariffs on some chemical
inputs and fertilizers were eliminated.

In summary, starting in early 2007 the
government implemented a number of
measures to counteract the impact of
rising food prices on the poor—at a time
when the government was already heavily
involved in the agricultural sector. The prices


http://www.aserca.gob.mx/subhomes/AboutASERCA.asp
http://www.firco.gob.mx/firco/Paginas/Quienes-Somos.aspx
http://www.firco.gob.mx/firco/Paginas/Quienes-Somos.aspx
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TABLE 7: SHARE OF THE ADDITIONAL CASH TRANSFER OF MEX$120 AS % OF THE MINIMUM WELL-BEING LINE FOR A FAMILY OF FIVE

TABLE 6: DIRECT CREDIT OF BANCA DE DESARROLLO (MILLIONS OF MEXICAN PESOS AT MARCH 2011 (BY SECTOR 2006-2011))

Firms 98 220 115 401 163 175 200 064 184 894 213 835 The cost of Increase in Share of the The cost of Increase in Share of the

**Nafin 63 447 84317 112 902 152 630 141 649 166 393 minimum the total cost additional cash minimum the total cost additional cash
consumption relative to transfer in the  consumption relative to transfer in the

**Bancomext 34773 31084 50274 47 434 43245 47 411 basket, in $ 2006 total increase, basket, in $ 2006 total increase,

Infrastructure 1/ 73 651 79 207 108 809 130 676 127 221 135 725 per month (*) % per month (*) %

Housing 2/ 156 611 150 507 174 031 263919 259313 230 681 2006 2679 3831

Rural 71733 74304 89916 84 282 79 691 78 853 2007 2863 184 4075 244

**FIRA 56 636 56 480 70 201 65918 62 034 62 545 2008 3053 373 32.1 4349 519 23.1

**Financiera Rural 15 097 17 824 19715 18 364 17 657 16 308 2009 3368 689 17.4 4761 930 12.9

Other 3/ 4536 6701 8 568 11 481 11 831 13 305 2010 3490 810 14.8 4954 1123 10.7

Total 404 750 426 119 544 500 690 423 662 950 672 397 Source: Own, based on CONEVAL, 2011.

Total w/out 248 140 275612 370 469 426 504 403 637 441716

housing

**Memo items: helped to contain the effect of high food do not target the rural poor. For example,

Rural/total, in % 18 17 17 12 12 12 prices on the budgets of the poor, especially the poorest producer decile receives only

Rural/Total w/out 29 27 24 20 20 18 when taking into account lower prices for 0.1 percent of the total budget of Ingreso

housing, in % basic food products (beans, maize flour Objetivo, a similarly insignificant fraction

Rural, 2006 =100 100 104 125 17 111 110 and oil, among others) in the Diconsa retail of energy and irrigation subsidies, and only

Source: Author’s calculations based on Presidential Report 2010 and Banco de México 2010.

of tortillas and maize flour, very important
for food security in Mexico and at the same
time most affected by rising international
prices, received the most attention with the
government signing price agreements with
tortilla producers and marketers. The price
agreements with producers and agro-industry
and the outreach of the Diconsa network
among poor consumers in rural areas also
helped to soften the effects of the rising
international prices of basic commodities on
domestic markets.

Policy outcomes

As indicated above, through the
Oportunidades programme the government
was able to reach at least 63 percent of the
population in the bottom income quintile
and 80 percent of the second to last income

quintile. The additional Mex$120 per month
allocated to these families was equivalent
to 32.1 percent of the increment in the
cost of the basic basket for a family of five
between 2007 and 2006 in rural areas and to
23.1 percent of the increment that occurred
in urban areas (see Table 7). This implies that
at least for 2007, the transfer offset between
a quarter and one third of the increase in
the cost of the basic consumption basket for
about 31.7 million people in poverty's.
Although the importance of these
measures for overall poverty reduction has
probably been low', they almost certainly

13 Considering that there are about 21.2 million in each
population quintile, and that Oportunidades covers about
63 percent and 80 percent of the first two quintiles
respectively, in addition to about 1.5 million people covered
by PAL.

A study by Valero-Gil and Valero (2008) finds that the
increase in cash transfers to the extremely poor combined
with the reduction of tariffs on milk and maize produced less
than a two percentage point reduction in poverty rates.

chain. The Diconsa distribution network

is important to maintaining food security
because some poor households that do not
receive cash transfers are still able to obtain
food products at lower prices. The tortilla
price agreement and the agreement on retail
prices for processed food products have also
benefited poor consumers independent of
whether or not they received income support.
The agreement with retail chains probably
had a limited impact on food security,
however, because the prices were fixed at
June 2008 levels, when international prices
were peaking, and also because the products
covered by this agreement accounted for
only 2 percent of the total food consumption
basket.

Although the budget allocated to
agricultural programmes has increased, not
all of them have benefitted poor producers. A
study by the Wilson Center (Fox and Haight,
2010) reports that many programmes have
benefitted relatively well-off producers. Since
the subsidies are tied to either area or level
of production, large farms received a greater
share of the funds. Thus, these programmes

2-3 percent of the total Procampo budget.
On the other hand, producers in the top
decile receive 42 percent of all Procampo
funds, 55 percent of Alianza PDR, 60 percent
of energy and irrigation subsidies, and

85 percent of Ingreso Objetivo (Scott, 2010).

The evolution of domestic prices

This section describes the evolution of the
domestic and international prices of the main
food products consumed in Mexico. Figure

7 shows the evolution of international prices
(those of Argentina and the United States)
for yellow maize and domestic retail prices
for maize dough, maize flour and tortillas,

all based on white maize'. The graph shows
that the domestic prices of these products did
not increase as much as international maize

15 Studies show that only about half of an increase in maize
prices is transmitted to tortilla prices (INFP, 2010), indicating
that part of the shock is absorbed by the production chain.
Moreover, Barceinas and Yunez (2005) show that changes
in the international price of agricultural commodities are
transmitted to the Mexican market after about two years.
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FIGURE 7: MAIZE FLOUR, MAIZE DOUGH AND TORTILLA PRICES FROM 2007-2011 IN MEXICAN PESOS
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Source: FAOSTAT (FAO), and SNIIM Sistema Nacional de Informacion e Integracion de Mercados (Secretaria de Economia), and Banxico.

FIGURE 8: WHOLESALE PRICES OF WHITE MAIZE RELATIVE TO INTERNATIONAL PRICES OF YELLOW MAIZE FROM 2000-2011 (NOMINAL
PRICES) IN US DOLLARS
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prices during 2007 and 2008. In addition,

the retail price of maize started to increase
substantially after April 2009, whereas the
price of tortillas increased steadily over the
whole period, but by a lot less.

Figure 8 shows that that the situation has
been similar for the domestic prices of white
maize.

The evolution of the domestic prices of
beans and rice followed a similar pattern. As
the international price of beans experienced
steady growth during 2007 and 2008,
the prices of domestically produced beans
increased only slightly. The largest increases
in Mexico were registered in the beginning of
2009 when international prices stabilized.

In the case of rice, domestic wholesale
prices were actually declining from 2005 until
the beginning of 2008; a price spike in the
domestic market occurred in the second half
of 2008, when international prices started to
fall. Domestic prices continued to rise during
2009, implying that there is a substantial
lag in the transmission of international price
changes to domestic markets.

FIGURE 9: BEANS, LOCAL VS. INTERNATIONAL MARKETS
JANUARY 2007

Conclusions and policy recommendations

The government response to the food-price
crisis that started in 2006 had three goals:
first, to facilitate supply and access to food
at international prices which was achieved
by eliminating tariffs on basic food products;
second, to boost domestic food production
and increase farm productivity; and third, to
improve the purchasing power of the poor
by providing support to poor households’
incomes through cash transfers.

The direct impact of the government
measures to improve the food security
situation are difficult to assess given that in
September 2008 additional measures were
implemented to offset the negative effects
of the international financial crisis. Following
sluggish growth in the early 2000s, Mexico’s
GDP dropped by almost 7 percent in 2009,
real wages declined and unemployment
increased, contributing to the increase in
poverty rates. As a consequence of rising food
prices and poor economic performance, food
poverty levels increased markedly in Mexico

FIGURE 10: RICE, INTERNATIONAL AND DOMESTIC WHOLESALE
PRICES
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Source: Author’s calculations based on GIEWS (FAO), Infoarroz and
Banco de Mexico data.
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from 13.4 percent in 2006 to 18.4 percent
in 2008, increasing slightly to 18.8 percent
by 2010. It is difficult to assess how much of
this deterioration is attributable to the rise in
international food prices.

One of the main lessons that can be drawn
from the policy reaction to the food crisis
in Mexico is that a well functioning social
protection system is needed to reach the
poor population quickly when the economy
is bearing the consequences of external
shocks. In the case of Mexico, although
the Oportunidades programme was not
designed to respond to the needs of the
poor associated with rising food prices, the
existence of such a programme and the
institutional arrangements in place helped
address the problem, almost instantaneously
reaching about three quarters of the most
vulnerable population.

Additional policies targeting the main
actors in the maize flour-dough-tortilla value
chain were successful in maintaining relatively
low tortilla prices, the main staple of the
Mexican diet, for more than a year. Again, the
implementation of this policy was facilitated
by the strong presence of the state in the
agricultural sector prior to the crisis, providing
support though a number of agricultural
programmes.

Measures to secure enough public reserves
of maize for domestic consumption, in
particular for the poor areas serviced by the
Diconsa chain of stores were also instrumental
in preventing a deterioration of the food
security situation given high world prices
and poor crop yields due to bad weather
conditions.
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A person is considered to be in an income
poverty situation whenever his/her income

is below the minimum amount necessary to
satisfy his/her essential needs. This threshold
is called the poverty line and is expressed
based on the monetary value of a basic goods
and services basket. According to the Poverty
Measurement Methodology elaborated

by the Technical Committee for Poverty
Measurement, the income employed for this
measurement is the Total Current Net Income
Per Capita (INTPC) and the poverty thresholds
are defined in three levels:

1. Food poverty: Incapability to acquire
a basic food basket, even if the entire
income available to the household were
used just to buy said basket of goods.

2. Capabilities poverty: Insufficiency of
the available income to acquire the food
basket value and make the necessary
expenses in education and health , even if
the total household income were devoted
solely to these purposes.
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. Patrimony poverty: Insufficiency of

the available income to acquire the food
basket, as well as to make the necessary
expenses in clothing, education, health,
housing and transportation, even if the
entire household income were used
exclusively for the acquisition of these
goods and services.
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