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Chapter 8.

Conclusions and recommendations

This study provides an assessment of the effects of agricultural policy reforms in
Mexico since 1990 on the basis of the shared goals and policy principles of OECD
Ministers." These goals and principles constitute a framework of policies that address a
range of societal needs that can be met by the agricultural sector with the least cost and
least unintended consequences. Typical unintended consequences of agricultural policies
that fall short of these principles are distorted markets, economic inefficiencies,
inequitable redistribution of incomes, and unsustainable use of resources. At the
international level, unintended implications are distorted world markets and trade. The
focus of this study on the agricultural sector, and more specifically on production
agriculture, limits the scope of the conclusions and recommendations. Many further
reforms in agricultural policy must be taken in tandem with improvements in policies of
other sectors or nation-wide.

Directions of agricultural policy

The direction of agricultural policy reform in Mexico since the early 1990s is broadly
consistent with the shared goals and policy principles of the OECD Ministers. Highly
interventionist policies of the past have been curtailed, with objectives more effectively
met by policies that target better the intended outcome while generating fewer distortions
to trade and to resource allocation. However, there remains scope for further reforms.

The policies in place at the start of the 1990s clearly did not correspond to OECD
Ministers’ shared goals, nor did they effectively address the policy aims of Mexico.

e Import barriers and the government’s intervention in markets, chiefly through
CONASUPO, dictated prices and handled much of the distribution of commodities,
so pre-reform policies prevented responsiveness to market signals.

e Because they depended on barriers to imports, pre-reform policies did not
promote integration into the multilateral trading system, for most commodities.

e Pre-reform policies did not help consumers to access adequate and reliable
food supplies. Public expenditures to subsidise consumption were not well targeted,
and the rural poor — the majority of the poor — paid the higher prices prevailing in
rural areas due to the price support system.

e Pre-reform policies did not lead producers to improve efficiency, nor to
innovate, and failed to provide opportunities to improve their standards of
living. As support to agriculture was delivered through output and input prices, the
benefits were not available to subsistence farmers. Commercial producers were tied
to the narrow range of traditional commodities that were supported with little scope
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to diversify to other crops or activities, or to adapt directly to consumer needs. At
the same time, much of the benefits leaked away from producers, and the plight of
hired labourers was not much improved. The land tenure system limited efficiency
and innovation by disallowing renting and selling of land, therefore perpetuating
small-scale farming.

e Pre-reform policies did not contribute to sustainable management of natural
resources. As agricultural support was tied to outputs and inputs such that support
would rise with the level of agricultural activity, producers were encouraged to
over-exploit resources, exacerbating the pressure on water supplies, the erosion of
soil and the already alarming rate of deforestation.

e Pre-reform policies did not contribute to food security at the household,
national or global level. Mexico was disconnected from trade and thus prevented
from exploiting its own comparative advantage, reducing purchasing power in
Mexico and its trading partners. Higher food costs for poor people undermined a
critical element of food security. The failure to respect natural limits on exploitation
of the environment undermined long-run food security.

e The potential for agricultural policies to contribute to the socio-economic
development of rural areas including the generation of employment opportunities
is not a primary focus of this study. Nevertheless, the urban bias of many pre-reform
policies, including agricultural policies, the narrow focus of agricultural policies on
a few commodities, and the rigidities of the land tenure system hampered the
agricultural sector in contributing to broad economic growth in rural areas.

Mexico’s ambitious agricultural policy reform actually began in the 1980s, but the
most important steps were taken since 1990. Direct government intervention in pricing
and distribution processes was gradually eliminated. Commitments were made to bind
and reduce barriers to agricultural trade in the multilateral setting of the Uruguay Round,
and Mexico agreed to even steeper cuts in bilateral agreements — including the eventual
elimination of such barriers under the North American Free Trade Agreement (NAFTA).
By means of PROCAMPO transitional payments, however, the effects of these cuts on
the income and well-being of producers was at least partly offset. Mexico allowed
internal consumer prices to fall, while at the same time re-orienting poverty alleviation
measures towards the rural poor. Mexico adopted principles fundamental to good
resource management, namely “user pays” and “polluter pays” principles, and took steps
towards implementing them.

The marked progress Mexico has made in the course of its reforms to agricultural
policies is evident, though so too are some remaining problems — policy areas where
OECD principles could be more rigorously applied. Major programmes can be ranked
from those that correspond most closely to the OECD Ministers’ shared principles to
those that correspond least.

e The use of payments based on historical entitlement, PROCAMPO, as an income
transfer programme during the transition period of NAFTA ranks well. Relative to
market price support, this programme performs particularly well by increasing the
sector’s exposure to market prices and integration with multinational trade,
efficiency and sustainability, and contribution to development. However,
PROCAMPO falls somewhat short of the ideal: land prices would be affected in the
event that a land market was developed, and it provides an incentive to increase
production. PROCAMPO is transparent, particularly in contrast to tariff-generated
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market price support. PROCAMPO is better targeted than previous policies, even
though it has two different objectives: commercial farmers are provided adjustment
assistance during the implementation period of NAFTA as reflected by the
requirement that one of the crops whose prices were likely to be affected was grown
on the land; and subsistence farmers’ needs are addressed because they are not
required to have sold commodities, as well as by the minimum payment.
PROCAMPO also provides greater flexibility, as the land-owner is permitted to
engage in any one of a long list of agricultural activities or even to leave land idle as
long as it is in an environmentally friendly condition. PROCAMPO is the least
regressive of the major agricultural programmes, and is actually progressive relative
to income.

e The array of programmes to facilitate access to financial markets address
objectives that were formerly addressed using BANRURAL, a government agency
that intervened directly in rural finance. They offer innovative mechanisms to
encourage farmers to invest to improve productivity and efficiency. These
programmes also offer substantial improvements in transparency. Equity, though,
may vary widely among programmes. Many of the largest programmes target
commercial producers of varying sizes whereas poorer applicants cannot provide the
required matching funds. Another government effort at direct intervention continues
in the form of Financiera rural. Finance programmes that are limited to the
agricultural sector or even to a specific commodity, may not be sufficiently flexible,
thereby discouraging diversification of investment and activities in rural areas.
Finally, although seemingly well targeted and tailored in terms of recipients and
their needs, the real target would seem to be the under-developed private financial
sector in rural areas, and agricultural programmes are unlikely to be the best
mechanism to address this fundamental deficiency as compared to financial sector
policies.

e  Agricultural policy reform has addressed certain institutional arrangements with
success, chief among these being the decentralisation of decision-making and policy
implementation. Decentralisation has brought about greater transparency through
rules that require public notices of the planned uses of funds and of bids sought and
bids won. Basing allocations of federal funds among regions on formulae that use
observed data also increases transparency, as well as targeting, tailoring and equity
because the amount of money available to a region depends on its measured needs.
But deficiencies in the institutional arrangements governing policy design remain.
Even decentralised decisions may lead to over-investment in areas that benefit
relatively few, such as large irrigation projects, at the expense of investments that
offer greater but more dispersed benefits, such as investments in roads or schools.
Priorities and responsibilities among Ministries and across levels of government
could be more clearly enunciated, co-ordination of policy design and
implementation improved, and management, administration and information
systems enhanced.

e The performance of policies addressing the use of natural resources in
agriculture is also beginning to improve, although the goal of sustainable
management of these resources remains distant as water is overused in some areas,
soil erosion continues, biodiversity is threatened and deforestation persists.
Targeting and flexibility have been improved in the case of water, for example, as
the CNA and locally organised bodies that focus on a particular water catchment
area or river have been given increasing responsibility and authority. Tailoring and
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equity, too, are being improved as the “polluter pays” and “user pays” principles are
starting to be applied. However, implementation is still in progress, leaving scope
for further improvements, and water property rights for agricultural users often
remain ill-defined and poorly enforced even in areas where water is used at
unsustainable rates.

e The land tenure system has been significantly improved since the early 1990s,
although problems remain that continue to put a break on structural change and
therefore threaten long-term viability of the sector and rural development. The
certification process has allowed ejidatarios to exercise some degree of ownership
over their parcels, thus increasing transparency in land rights. Equity has improved
in the sense that claims are more secure and there is some flexibility with respect to
land uses, including some potential to rent or trade land or to use land as collateral.
This allows ejidatarios’ greater access to non-agricultural labour markets. However,
progress is constrained by continued disincentives to privatisation of ejido land,
residual authority and power of the ejido structure, the uncertain status of the two-
thirds of ejido land that remains communal, and Constitutional limits to private
ownership of land. These rules hamper privatisation and are preventing much
needed farm consolidation and adjustment from occurring.

e  Many features of Target Income deficiency payments fall short of agreed policy
principles, particularly with respect to the role of market signals but also by limiting
the scope for innovation. In terms of transparency and equity, Target Income does
represent an improvement over the market price support generated by the import
barriers in place in the early 1990s as the costs are no longer borne by consumers
but instead by taxpayers. They are therefore more easily measured and less
regressive. Limits to individual payments may help to mitigate in part the short-
comings of the policy. However, the programme is not well targeted: the poor
transfer efficiency of payments based on output means that only a small portion of
the benefits is captured by producers. Target Income is not tailored to observed
deficiencies in producer income, as the basis of payment is the quantity sold and the
payment rate is based on prices. Only a restricted list of crops is covered, and
guaranteed prices are set at a national level without respect to regional comparative
advantage. Target Income benefits accrue to agents involved in commercial
agriculture, and only those producing the crops covered. All these features result in
significant distortion of market signals. In addition, the narrow range of crops
covered, by excluding many producers, also makes the programme inequitable.

e Policy reforms have not yet been applied in full to input subsidies, particularly
energy subsidies so that this highly distorting category of policy intervention
continues to be important in the overall policy mix. Limits on payments to
individuals notwithstanding, subsidies to energy use influence producers in their
production choices and induce more energy use by the sector, results that cannot be
considered desirable from the point of view of good policy practice. Any positive
effects of energy subsidies on farm income are small and regressively distributed.
For similar reasons, subsidies to expand irrigation systems, whose costs are not
recovered by higher fees to water users, significantly reduce efficiency and
sustainable resource management.

In conclusion, the overall direction of Mexico’s policy reforms from 1990 to 2006 is
to be commended. The programmes initiated as part of the reform tend to conform well to
the OECD Ministers’ shared policy principles and clearly perform better than the regime
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in place before reforms began. The reform process is not yet complete, however, and
some recent policy initiatives diverge from these principles. Further policy improvements
are possible and desirable.

Achievements of the reforms

Mexico’s agricultural policy reform since 1990 has helped the country to achieve
lower rural poverty, lower costs of food consumers and higher quality products, greater
benefits to subsistence producers and more flexibility for commercial producers, but not
all policies work in this direction, and others could be improved. Land reform has enabled
greater participation of ejidatarios in the wider economy, but achievements here remain
limited. The delays in actually implementing “polluter pays” and “user pays” principles
have likewise postponed the benefits these principles could bring; resource depletion
remains a problem. While the importance of agricultural policy is recognised here,
agricultural policy alone does not determine all these outcomes. Other factors, such as
wider economic growth and policies in other sectors, may play a more important role.

Mexico’s agricultural policy reforms have probably helped to lower rural poverty,
which is lower than in the early 1990s in relative terms. Moreover, the rate of poverty has
fallen more quickly in rural areas than in urban areas. Reforms in agricultural policy have
also reduced the urban bias of pre-reform policies. Some elements of Alianza are less
regressive than most other agricultural policies and, more importantly, PROCAMPO’s
benefits are shared by the poorest farmers. The reduction and even elimination of tariffs
associated with multilateral and bilateral agreements has reduced food costs to consumers
which, along with the elimination of guaranteed prices that once prevailed in rural areas,
allow the rural poor to buy food more cheaply — even without considering the
contribution of anti-poverty programmes that are not part of agricultural policy, such as
PROGRESA/Oportunidades. The reforms to the land tenure system have allowed more
ejidatarios to participate in labour markets, facilitating higher and more diversified
incomes from wages that have now replaced agricultural income as the largest source of
rural income overall.

The effects of agricultural policy reform on subsistence farmers have been positive,
often for the same reasons that these policy changes have helped to lower poverty.
Subsistence farmers have clearly benefited from the re-orientation of support away from
market price support which affects the revenues of only those producers who sell their
goods, to PROCAMPO payments based on planted area irrespective of sales. They have
also benefited from the later amendment to increase the smallest PROCAMPO payments
to a farmer up to a minimum amount even if the actual land holding is less. Moreover,
ending market price support lowered food prices in rural areas to the benefit of
subsistence farmers who, as a group, are net food buyers. The introduction of
PROGESA/Oportunidades represents one of several steps to remove the pre-reform
urban bias, so that subsistence farmers are more likely to have access to poverty
alleviation programmes. Land tenure reform has allowed subsistence farmers in ejidos a
formal process for renting or even selling land, and thus permitted more of them to seize
opportunities for wage employment, often outside of the agricultural sector. However,
neither Target Income nor input subsidies bring much benefit to subsistence farmers; also,
both forms of support tend to be regressive.

The net effect of agricultural policy reform on commercial farmers is more difficult
to assess. Whereas subsistence farmers who tend to be net food buyers benefited from the
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elimination of market price support, commercial farmers of protected goods did receive
higher revenues in the pre-reform period. This widely observed result must be assessed
carefully: whatever the effect of market price support on commercial farmers’ revenue
may have been, the effect on net income was much smaller as much of the transfer
associated with market price support in any case slips out of their hands in the form of
higher costs. In addition, transitory PROCAMPO payments linked to land, with benefits
transferred more directly to farmers, were also part of the reform. At the same time,
payments based on output were re-introduced in the form of the Target Income
programme, although with effects on net income no better than for market price support.
Moreover, like market price support, these subsidies are associated with only a limited
range of traditional crops, thus discouraging innovations that might favour Mexico’s
comparative advantage, such as planting tropical crops, fruits and vegetables. The
subsidies to inputs also continued. Over the course of the reform period, transfer
efficiency — the share of every dollar spent that shows up in farmers’ net income — rose,
implying that more of the support, whether from taxpayer or consumer, reached farmers.

Agricultural policy reforms have benefited consumers overall. Increased integration
with world markets through the reduction or elimination of barriers to imports, allowed
Mexican consumers to buy foods at lower prices. Moreover, while subsidies to consumers
provided by means of agricultural policies have largely been phased out, the introduction
of better targeted subsidies such as PROGRESA/Oportunidades have permitted the
poorest consumers to continue to receive support. The reforms have benefited poor rural
food consumers most, a group missed by the earlier consumer subsidies and penalised by
price guarantees in rural areas. Consumers have also benefited from the greater emphasis
placed on food safety and food quality, as voluntary standards at the federal level have
provided the opportunity for foreign and domestic consumers of Mexico’s agricultural
output to choose to buy better quality products.

Land tenure reform has relaxed the constraints on land use, but serious limits and
disincentives continue to restrict the evolution of a private land market. The certification
process achieved important adjustments: certification established property rights on the
basis of claims, often conflicting, to community-held areas; the link between
PROCAMPO and area was used effectively as a lever to encourage certification; certified
land may be rented and sold within the community; and land can be privatised completely
under certain conditions. These achievements, however important, represent only a partial
step towards liberalisation of land as there remain substantial procedural barriers and
disincentives to an individual seeking to privatise land. The most obvious procedural
barriers are the requirement that two-thirds of community members support privatisation,
even of an individual’s certified plots, and the uncertainty surrounding the area that is still
communally held, and which accounts for two-thirds of total ejido property. Apart from
outright obstacles, some policies also generate disincentives as exiting the ejido cuts
access to a variety of programmes and exposes the individual to greater tax liabilities. In
the absence of any social safety net policies, this represents significant costs for those
seeking to privatise. Thus, the achievement of land reform falls short of full privatisation.

The over-exploitation of natural resources has been reduced, although overall the
net effect of the policies in place is still to exacerbate depletion of these resources and
pollution of the environment. The improvement in policy targeting, particularly the
replacement of market price support with PROCAMPO during the NAFTA transition
period, reduces the negative unintended consequences of agricultural policies. By de-
linking support from current production, there is less incentive for producers to increase
production and, as a consequence, they are less inclined to over-draw scarce water, to
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apply polluting chemicals or to cut further into forests. At the same time, these benefits
are offset by policies that encourage further production in much the same manner as the
market price support associated with the trade barriers of old. These include Target
Income, and subsidies to energy which clearly encourage greater use of irrigated water by
reducing electricity costs. Subsidies to infrastructure mostly take the form of irrigation
projects which also facilitate increased water use, but may not improve efficiency. While
the achievements of agricultural policy reform in this area have been to reduce the
harmful environmental consequences through the re-orientation of policy, there are only a
few, small programmes that actively promote better resource management. As in the case
of poverty alleviation, however, another achievement of the reforms has been the
recognition that non-agricultural policies address better many of the effects of the sector
on the environment. The gradual implementation of “polluter pays” and “user pays”
principles by means of new bodies, such as the CNA and regional bodies governing water
use, and the collection of data — albeit slowly — with which to judge the state of
environmental resources are important achievements, even if not the result of agricultural
policy.

These achievements validate the difficult decisions that were made to initiate the
reforms and the associated period of transition and uncertainty. In any case, the pre-
reform policies were unsustainable in a fiscal sense as noted in Part I. The changes that
have been implemented constitute a distinct move away from the old ineffective and
inefficient policy set, towards the shared policy goals and principles of the OECD
ministers. A more demanding test of Mexico’s reforms is to ask how much further
Mexico needs to go in the reform process in order to achieve the ideal implied by those
shared policy goals and principles.

Priorities for the agricultural sector

Any recommendation for further adjustments in Mexico’s agricultural policy should
be framed by a vision of Mexico’s agricultural sector in the future. Specific
recommendations can then be tailored to the achievement of the objectives expressed for
the sector. In line with the OECD Ministerial principles, the agricultural sector of Mexico
should:

e contribute to overall economic growth;

e develop beyond subsistence, while leaving room for profitable small-holders and for
part-time workers in the sector;

e be the equal of other sectors in its ability to attract workers and investors, and other
resources, without dependency on government subsidies;

o reflect the societal benefits and costs of impacts on the environment in the decisions
of its agents; and

e respond to consumer demand, domestic or foreign.

This vision is of an agricultural sector that is no longer the only recourse for unskilled
labour in the absence of a social safety net; no longer a low-technology, low-wage
industry; no longer dependent on subsidies from taxpayers and consumers; no longer
permitted to over-exploit and deplete natural resources; and no longer the exclusive
provider of — and exclusively a provider of — staple crops for domestic use.
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Many of the changes needed to bring about this change in the role and structure of the
agricultural sector do not come within the remit of agricultural policy. It is not the goal of
this study to identify the causes of economic development. Yet some general lessons from
OECD work point to contributions that may be made by non-agricultural policies.
Macroeconomic policy is critical: the negative effects of the currency crisis in the middle
1990s show the vulnerability of the poor, whereas the growing role of non-agricultural
activities in rural income shows the potential for broader economic growth to alleviate
poverty. The need to improve education and natural resource use extends throughout the
economy, and requires nation-wide action. Agricultural policies to address limits in rural
finance and high energy prices are attempts to fix the consequences of deficiencies in
other sectors, likely an inconsistency of effects brought about by poorly targeted and ill-
tailored policies. Agricultural policy is not the best instrument to address widespread
poverty concerns. Social policy is much better suited to this purpose. Considering a sector
specific response would only be appropriate if society-wide income support systems are
inadequate and the prevalence of poverty is directly linked to farming. Improvements in
institutions and governance that could offset the negative effects of the six-year political
cycle by providing for greater continuity in the public service might be best addressed
directly, not by re-designing programme implementation to generate transparency and
long-term support.

The agricultural policy regime that will bring about the vision defined here is one that
recognises the potential for private markets to work, while finding the correct points of
insertion for subsidies and taxes that will align private and societal benefits and costs.
Economy-wide effects would be positive: market allocation favours improved resource
use relative to demand, domestic and foreign, raises value-added and, thus, GDP.
Agricultural policies that attempt to increase producer income or to improve growth in the
sector using subsidies on output and inputs of a crop based on its historical role as a staple
food, could have the opposite result. Such policies can penalise long-term development
and delay the eventual achievement of this vision for Mexico’s agriculture by failing to
exploit, or even undermining, its own comparative advantage. Conversely, agricultural
policies will help to achieve this vision if they work to improve the operation of the
market, or to increase access to human and financial capital, or if they are directly
targeted to societal benefits and costs not normally reflected in price signals.

This vision of agriculture depends critically on further evolution of the entire policy
regime and economy of Mexico. As such, realistic recommendations for further policy
reform must reflect the context; agricultural policy may offer an alternative for meeting
important objectives that would otherwise be left unaddressed. Nevertheless, based on the
achievements to date and taking into account the broader context, Mexico is well placed
to make further reforms in agricultural policies in the direction of the vision given above.

Actions for further reform

The existing array of policies can be amended further to consolidate and strengthen
what has already been achieved by the reforms undertaken to date, and to optimise the
role of the government in the realisation of the long-term vision for the sector.

Immediate improvement in agricultural policy would result from reform to Target
Income, the deficiency payment scheme, which could be re-instrumented or replaced.
The programme has very low transfer efficiency, so most of the benefits do not go to
producers, and the effects on net farm income are much smaller than the cost to
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taxpayers. Moreover, the benefits are tied to output and, although there are some limits on
individual payments, the effect is to encourage excess production of the eligible crops,
distorting resource allocation. Incentives to expand production indirectly encourage
natural resource use, even in areas where these resources are already strained. As Target
Income is linked to commercial sales, it does not reach subsistence farmers, and the
programme is not progressive. A better mechanism should be found. The first steps in this
process would be to define better the objectives of the programme, and then to target
explicitly those objectives. For example, a better way to handle income risk would be to
link payments to income in the form of a net income insurance scheme, which would
recognise that both prices and yields determine crop revenues, and that input cost
variability can also play a part. Moreover, such an insurance scheme could be linked to
total agricultural net income, rather than prices of a few crops, so there would no longer
be a bias in the programme towards the limited list of eligible crops. Of course, such a
programme would still focus on agricultural income when, in fact, the real concern is
probably overall income, including labour income from non-agricultural activities,
implying that the long-run solution to income risk lies in a more general social safety net.

Despite the reductions in tariffs following multilateral negotiations and the gradual
elimination of certain bilateral tariffs, Mexico continues to protect producers by means of
market price support — barriers to trade that raise domestic prices relative to border prices.
Market price support shares all the failings of the deficiency payment system described
above. In addition, however, the cost of market price support is borne by consumers,
including poorer people who spend a higher proportion of their income on food; market
price support is therefore regressive. Market price support should be progressively
eliminated.

The stated purpose of energy subsidies is to offset the higher cost of Mexico’s
energy regime, particularly the costs imposed by the state-endorsed monopoly.
Regardless of their justification, energy subsidies to producers encourage excessive use of
natural resources, particularly water, and distort production practices in favour of those
activities that receive greater subsidies. If a secondary objective is to raise producer net
income, then the very low transfer efficiency of this type of input support — the small
effect on farmer net income — must be taken into account. The objective of the
programme should be defined clearly and addressed: the best solution may lie in a reform
of the energy regime.

PROCAMPO was intended to facilitate the transition period of NAFTA, which ends
in 2008. PROCAMPO has widespread support likely due to the great improvement in
transfer efficiency that it has brought about, the coverage of both subsistence and
commercial land-owning farmers, and the reduced pressure on the environment resulting
from the programme. As the transition period ends, the objectives to be met must be
defined in the light of what has already been achieved and in light of developments in the
agricultural sector and the economy more widely. If income support is the objective, then
the payment should be linked to income, not land, and available regardless of the
potential recipients’ agricultural activities. The “income” objective to be tackled must be
carefully defined: a programme that aims to alleviate poverty would be quite different
from one that aims to smooth income variability. If encouraging environmentally
sustainable practices is the objective, then the payment should reward producers for
adopting such practices, retaining forests and soil for example, and complement the
application of the “polluter pays” and ‘“user pays” principles. Payments could be
contingent on whether or not producers report their water use. The payment could be used
to reward the planting of varieties that protect a certain level of biodiversity, or the idling
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of marginal land that is vulnerable to soil erosion. If the objective of future support is to
facilitate the privatisation of land, as discussed below, then it must cease to be an area
payment as soon as possible. As 2008 approaches, the precise nature of the desired
objective should be explicitly stated so that programmes can be carefully targeted and
tailored.

The institutional structure within which policy formulation takes place is an
essential element in good policy design and implementation. A clearly stated
development strategy, supported by well articulated, adequately resourced and
appropriately targeted policies, would do much to improve the productive capacity of the
sector. It is important that an appropriate balance be found between responding to
unexpected developments in the sector and providing a stable environment in which
businesses can plan and invest. In many OECD countries, framework legislation covering
a multi-year period attempts to achieve such a balance, and this approach might usefully
be considered, adapted of course for the specific circumstances in Mexico. Governments
should also resist the temptation to replace appointed officials in the context of the
political cycle, so as to build an independent and professional civil service to advise upon
and to implement its priorities. A simple and useful step forward would be to put in place
routine and long-lasting policy planning processes, with the obvious first choices relating
to data collection and analysis. Data collection should be institutionalised; for example, a
regular agricultural census is needed so that the sector can be better understood and
decision-making improved. This would be preferable to current practice which depends
on various other sources, which are often ad hoc and partial.

Care should be taken that programmes that are put in place in response to market
failures of different types do not crowd out needed private development. In particular,
direct or indirect public provision of financial services or cost-sharing on producers’
hedging strategies should be transitory mechanisms to alleviate existing deficiencies, but
should not compete with or crowd out private firms. Staged withdrawal from some of
these activities could be built into programmes, allowing private provision to take over as
and when defined benchmarks are reached. For example, programmes that are intended to
overcome deficiencies in private services could be set on a declining budget, with
safeguards in place to return to a previous level in the event that public services were not
eventually replaced by private services. Alternatively, such programmes could be
restricted to only those regions where market failures are clearly evident. The absence of
an active private sector does not indicate that the private sector could not carry out the
functions currently undertaken by the government, as it may simply be the case that the
activities of public agencies have eliminated the scope for profitable private sector
involvement.

Implementation of the ‘“polluter pays” and ‘‘user pays’ principles to agriculture
involve actors outside the agricultural sector, such as local associations that are formed to
manage water in a particular locality. Nevertheless, there is scope for contributions from
agricultural policy. Agricultural policy, instead of subsidising further extensions to the
irrigation network, might contribute better to overall societal needs by, for example,
encouraging creation of and participation in water user associations, and distributing
water meters to farmers exploiting private wells. More programmes could educate, train
and disseminate information to Mexican farmers on sustainable farm management
practices that are beneficial both from an economic and environment perspective.
Communal land ownership could be ended to help align private and public incentives for
that land. Re-orienting existing policies to end subsidies that encourage production would
represent a substantial contribution to environmental sustainability. Where agriculture
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generates positive or negative environmental effects, then subsidies and taxes might be
introduced to so that private decisions take societal needs into account. If possible,
systems that reward the provision of environmental services with direct payments and
grants for environmentally-beneficial investments, or charges and regulations in the event
of negative effects, should be considered rather than linking the payment to an
agricultural production activity. For example, the ecological services provided by forests,
such as soil and water conservation, might be rewarded with public support, while
unsustainable forest management would be penalised. Another mechanism is to impose
cross-compliance requirements by demanding that producers who receive benefits of a
programme engage in environmentally sustainable activities. Examples of cross-
compliance exist, as some programmes do require that producers obey certain restrictions
or adopt methods that are intended to improve the quality of land, but programmes with
cross-compliance requirements account for a very small share of total expenditure.

The allocation of property rights for water must be clarified, completed, and
enforced. The current practices of granting concessions in areas where the level of
sustainable water use is not yet estimated is too permissive. In any case these concessions
seem to be exceeded frequently. The status of water supplies must be established,
requiring scientific surveys of aquifers and water catchment areas to determine their
capacities and also the drawdown on these supplies already in progress. Concessions must
evolve into property rights that are enforced. Once established, owners of concessions
should be permitted to rent or sell their property rights, so water can be distributed more
efficiently now and be re-distributed by market processes in the future as needs change in
different areas and sectors of the economy. Agricultural policy is not the primary
mechanism to clarify property rights for water, but there is scope for agricultural policy to
play a supportive role. As noted, continued agricultural policy reforms help by reducing
incentives to increase production and draw more water in areas where extraction already
exceeds the sustainable rate, and may also help by imposing cross compliance
requirements: access to agricultural programmes — and certainly to any support for
irrigation — could be contingent on a producer respecting limits imposed by water
property rights.

Constraining migration from rural areas is an objective that seems to underlay many
agricultural policies. This reflects a widely held perception that migration from rural areas
to urban areas within Mexico, which is more common than migration abroad, is bad for
the rural areas themselves, for over-crowded urban areas and for society as a whole.
However, as the net effects of migration are quite complicated, the premise on which this
objective is formulated should be subject to more critical assessment. Migration from
rural to urban areas might be seen as a sign that economic processes to distribute the
gains of growth are at work, as labourers opt to move to areas where real wages are
higher. It would be damaging to long-run economic growth to prevent workers from
responding, even more so if other policies tie them to small plots of land that can only
provide a subsistence standard of living. If one reason to limit migration is to minimise
taxpayer costs, then the costs of providing public services must be assessed by comparing
the costs of providing public services in urban areas to the costs of providing the same
level of services in rural areas. If the result of such an assessment is that costs of public
services per inhabitant in rural areas is less than in urban areas, this may be an indication
that there is scope to expand the provision of services in rural areas. Conversely, if the
opposite result is found, then this objective of agricultural policy should be reviewed.

Further land tenure reform will be crucial in the achievement of the goals that have
been outlined for the sector. Small and often scattered plots of land suffice for subsistence
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farming, but are no basis for a viable economic activity. Small plots will not attract
investment: banks cannot cover loan-related costs, individual land-holders cannot reap
enough additional rewards to justify investment in machinery, technology or human
capital. Tying millions of people to small and scattered communities in rural areas makes
it extremely difficult for them to access public services, such as education and health, or
to increase their incomes. On the contrary, recent improvements in living standards in
rural areas appear to be associated with growing wage income from non-agricultural
activities.

Land privatisation is therefore an urgent need. The current rules governing private
land holdings should be relaxed, communal land in ejidos that has escaped certification
must be assigned and all ejido land should be converted into a tradable and rentable asset.
The continued prevalence of communally held land generates the “problem of the
commons” — overuse and uncertain distribution of benefits. This should be ended by
defining property rights clearly. Whereas the most recent agrarian reform gave to the
many ejidatarios land which was once concentrated in the hands of the very few, by
disallowing land trading it prevented them not only from getting the full benefit possible
from this asset, but also from rationalising land distribution and use. Ejidatarios would
benefit from the development of a land market by having options to rent or sell land to
people not in the ejido, with the greater number of potential buyers likely leading to rising
prices that would compensate the ejidatarios who choose not to own land. They would
have the option not to sell, as well. Further reforms to land tenure are controversial; the
process must be carefully considered. So, too, must the overlapping effects of various
policies. For example, continuing land-based payments as land is privatised would lead
the expected payments to be capitalised in land prices, with the dubious long-term effects
of creating an asset — a perceived right to subsidisation — that, experience shows, leads to
protracted intervention in the sector and costly compensation packages. At the same time,
however, converting the existing land based payment into a one-time grant or a bond with
an associated payment stream that is granted to current land owners, but not contingent on
their keeping the land, might facilitate land privatisation by infusing some financial
capacity into rural areas.

Agricultural policies could support investment in a variety of general services that
would support a productive agriculture and food system, such as the physical
infrastructure of the sector; plant, animal and human health systems; inspection and
certification services; agricultural schools, training and extension services; research,
development and technology transfer; the provision of environmental services and control
of environmental degradation, when not addressed by broader policies; and perhaps
insurance against unavoidable risks not covered privately or by other policies. Whereas
historical spending on infrastructure has focused on irrigation, this support could be re-
oriented towards infrastructure necessary for trading agricultural goods, and perhaps
allowing markets for water to develop, as well. Spending on information and
communication technology, inspection services that ensure the quality of the product, and
the human capital of the sector would have a place, if carefully defined not to displace
private initiatives. Very practical measures are possible. For example, a technician might
be provided in areas that are characterised by high rates of illiteracy — a practice that is
used to improve many technology programmes of Alianza now. Nationally recognised
inspection services help support the development of national markets, and also serve most
the poor who are otherwise more vulnerable to low quality or unsafe foods. Programmes
to address systemic risks could be used to provide insurance to producers, perhaps based
on their net income. Likewise, consequences of agricultural activities for the environment
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that are not recognised in broader environmental policy could be addressed by taxes and
subsidies that align private incentives and societal needs. Agricultural policy should also
help to establish and enforce property rights.

Agricultural policy reforms must not be considered in isolation. The subsistence
farming that characterises many rural communities provides a safety net that, in the event
of misfortune, limits human suffering. Likewise, inherent in the land tenure regime,
including limits on private ownership of land, is the objective of a more equitable
distribution of wealth. These objectives may be better met by other mechanisms. An
economy-wide safety net is subject to less risk, does not limit opportunities in the way
that subsistence farming does and also extends to all people. Similarly, a progressive tax
to address wealth, or income, distribution directly would be more effective. The time path
of evolution towards these policies is not clear, nor is it a matter of agricultural policy;
progress towards an improved regime of agricultural policy should be made in parallel
with progress made in other sectors, and in macroeconomic policy more broadly. Thus,
while clearly the best policy initiative to address the absence of a social safety net is to
construct such a programme and the best programme to address income distribution is a
progressive programme based on all income, it may be within the scope of agricultural
policy to achieve second-best solutions until these better alternatives are designed and
implemented more broadly.

Government has an important role to play in the long-run, even after economy-wide
reform is complete and an economically and environmentally viable, competitive
agricultural sector is achieved. A functioning market requires that property rights are
established and enforced. Even with a well functioning market, the provision of public
goods will still require government intervention. Natural resources provide public
benefits while at the same time the effects of many activities on those resources are
reflected in price signals only if property rights and policies have been carefully
constructed. Information services are needed to facilitate public and private decision-
making. Government activity in the area of inspection services is a public good that
protects the health and well-being of all, but especially of the poorest who may otherwise
be vulnerable to unscrupulous providers of unsafe goods. Public subsidies, too, may have
a part; the success of PROGRESA/Oportunidades has demonstrated the potential for
carefully crafted subsidies that help simultaneously alleviate poverty and meet long-run
objectives of equity in development.

The actions recommended here represent steps toward an agricultural sector that is
healthy, independent, sustainable and productive. These actions are continuations along
the path towards liberalisation along which Mexico has already made great strides since
the early 1990s. To date, these steps have resulted in some reductions in rural poverty,
less damage to the environment and lower societal costs for raising producer welfare, as
well as some improvements in financial markets and inspection services. It remains for
Mexico to define the kind of agricultural sector it would like to have in the future, to
translate that vision into specific objectives and to act to put in place the agricultural
policies needed to achieve them.
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NOTE

1. See box in Introduction to Part II for the relevant passages of the OECD Council at
Ministerial Level, April 1998. In summary, the shared goals are an agricultural sector
that is characterised as responsive to market signals; efficient, sustainable and
innovative; integrated with multilateral trade; provides adequate and reliable food that
is safe; consistent with good environmental resource management; contributes to rural
development; and contributes to global and national food security. The operational
criteria for policies instruments put in place in pursuit of the shared goals are that they
should be transparent, targeted, tailored, flexible and equitable.
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Annex IL.B. Detailed programme information — 191

Annex IL.B. Detailed Programme Information

(as relevant to Chapter 3)
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