FOOD AND AGRI CULTURE SECTOR RESTRUCTURI NG PROGRAM

BORROVER

GUARANTOR:

EXECUTI NG
AGENCI ES:
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SOURCE:

MODALI TY:

FI NANCI AL TERMS
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OBJECTI VES:
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EXECUTI VE SUMVARY

Naci onal Financiera, S.N. C. (NAFIN)

Uni ted Mexican States

Mnistry of Finance (SHCP) and Mnistry of
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IDB: Odinary capital US$400 mi |l lion

Fast - di sbursing sector |oan, two tranches.

Anorti zation period:

Di sbur senent peri od:
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I nterest rate:

| nspecti on and supervi si on:
Credit fee:

To inprove the efficiency and
conpetitiveness of the food and agriculture
sector, to support the restructuring of the
sector's production system and to
facilitate the adjustnent of |owincone
producers and consuners. The operation is
al so ained at inproving the targeting of
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DESCRI PTI ON:

ENVI RONMENTAL
CLASSI FI CATI ON:

BENEFI TS:

fiscal spending for food and agriculture and
reversing the negative effects of price

di stortions on the preservation of Mexico's
natural resources.

On the basis of these objectives, the
operation focuses on support for: (i) the
lifting of price controls on food and
agricultural products, particularly basic
grains and their by-products; (ii) the
consol i dation and/or devel opnent of direct
food- and/or income-support nmechanisns to
reach over five mllion |owincone producers
and consuners and their famlies; (iii) the
divestiture of the State-controlled grain
storage infrastructure (11 mllion tons of
Installed capacity), with a viewto
encouragi ng the transfer of bulking

war ehouses to farmers' alliances; and

(iv) the devel opnent of private farm
comodi ty markets and private instrunents
for financing inventories and risk
managenent .

The Environnent Committee, at its neeting of
Cctober 4, 1995, classified this as a
Category Il operation.

The programw ||l help to establish a
sust ai nabl e foundati on for Mexico's
participation in the North American Free
Trade Agreenent (NAFTA) by encouraging the
real | ocation of resources on a conpetitive
basi s and maxi m zing the contribution of the
food and agriculture sector to the national
econony. Inplenentation of the policy
supported by this operation will ease the
pressure on fiscal spending for food and
agriculture, increase its transparency,



enhance the degree of certainty concerning
its execution, and pronote its soci al
targeting while gradually elimnating
generalized price subsidies in order to
strengthen the subsidies ained at the
poorest segnents of the popul ation.

Finally, the elimnation of price
distortions and sector incentives wll

di scour age expansi on of the agricultural
frontier into fragile environnents, thus
hel pi ng preserve the country's natura
resources. This bal ance between social and
production-rel ated aspects is a distinctive
and instrunental feature of this program

Rl SKS:

The risks of the operation are related to:
(i) inplenentation of the governnent's

macr oeconom ¢ program and (ii) possible
opposition fromprivate or political

i nterest groups to the inplenentation of the
proposed neasures. The nmacroecononic
recovery program has strong gover nment
support, and its progress is followed very
closely by the International Mnetary Fund.
Wth regard to point (ii), all of the
proposed actions for the first tranche have
al ready been inpl enented by the governnent.

| mpl enent ati on of the pending actions
(second and final tranche) wll be bol stered
by the action plans and technical support
activities, which are ainmed at strengthening
t he executing agencies for inplenentation of
the remai ning policy neasures.

THE BANK' S COUNTRY AND SECTOR STRATEGY:

The proposed operation is part of a
coordinated effort by the international
community to support the economc
stabilization and recovery program of the
Governnent of Mexico. The programis
conpatible with the strategy outlined in the
country paper for Mexico, which seeks to



pronot e sustai nabl e econom ¢ growth t hrough
prograns ai ned at inproving agricultural
productivity and easing the social inpact of
the recent economc crisis.
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