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Financiera Rural: 
The New Way to Finance Mexico’s Rural Sector 

To create an efficient rural finance system, BANRURAL was superseded in 2002 by a new institution whose structure and operations are based on a model that guarantees sustain-ability: that institution is Financiera Rural. It focuses on the development of agriculture, livestock, forestry, fisheries, and all other economic activities in rural Mexico. Its purpose is to promote the productivity and improve the quality of life of its citizens.
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One of its differences from BANRURAL is that FR promotes the inclusive development of productive projects. For this purpose, it has successfully promoted links with national and international Institutions. 
Objectives
Financiera Rural specializes in:
· Granting credit to medium-income and low-income rural producers directly or organized in informal credit organizations, as well as through rural financial intermediaries such as credit unions, thrift cooperatives, financial cooperative associations, and depository warehouses. Operations incorporate:
· Products, programs and services designed specifically for the rural sector 
· Six regional centers and 97 agencies (branches) throughout the country

· Commercial bank branches for loan disbursement and receipt of loan repayments
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· Promoting the creation, development, strengthening and organization of rural financial intermediaries (RFIs), providing  training, advisory and technical assistance services

· Providing training, advisory services and technical assistance to producers for more productive use of credit
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Achievements
During its first two and a half years of operations, FR’s initial endowment earmarked for credit has grown over 46%, guaranteeing the long term sustainability of its operations.
With a lower expense ratio than BANRURAL’s and its higher quality credit portfolio, FR has produced positive operating earnings and a 2% return on it assets and equity. 
FR’s net interest margin exceeds 7.2% and its expenses amount to less than 5% of its assets, compared to BANRURAL´s more than 20%.
FR´s non-performing loan ratio of approximately 2.8% is consistent with international standards. In comparison, BANRURAL had more than 50% of non-performing loans when it was closed. FR´s provision for non-performing loans is nearly 250%.
Staff benefits provided by the new institution are substantially lower than those of BANRURAL, removing this threat to sustainability.
These achievements were obtained with a relatively smaller and more productive structure than BANRURAL´s.
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Loan Disbursement

After two years of operations, Financiera Rural has supplied 15% of the total debt financing of Mexico’s rural sector. FR has attained these results using its own resources and applying its own interest rate policies. This has been possible because FR does not discount credit from other second-tier development institutions.

Financiera Rural has focused on growing the loan portfolio and also growing its quality. 
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FR has issued 348,649 loans, totaling 23,725 million pesos (USD 2,215 million), equal to 150% of its original fund. By maintaining this trend through the end of the Fox administration, FR will have issued credit amounting to twice the value of this fund. 

Most of these loans have benefited producers with annual incomes below 140,000 pesos (USD 13,072). In 2005, FR´s credit portfolio amounted to 11,225 million pesos (USD 1,048 million), representing growth of 282% since December 2003.  

Over 470,000 producers have benefited directly from these loans, which average 68,000 pesos (USD 6,349), the amount necessary to grow 9 hectares of corn.
Of total loans, 345,770 have been granted to small producers for a total of 22,129 million pesos (USD $2,066 million); this shows the FR´s efforts have supported large numbers of individual producers that did not previously have access to Mexico´s financial system. 
At the end of December 2005, over 5,477 million pesos (USD $511 million) were targeted toward highly marginalized municipalities. 

Furthermore, 7,441 loans amounting to a total of 3,936 million pesos (USD 368 million) have been made to producer organizations in the social sector, most of which have incorporated small producers, increasing their potential. These loans have benefited more than 67,136 organized producers. Their organizations may evolve into formal rural financial intermediaries (RFIs). 
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Through rural financial intermediaries, FR has disbursed 1,362 loans for an amount of 2,222 million pesos (USD 207 million), benefiting 20,083 members. This represents 9.36% of the total credit granted. Furthermore, FR has authorized operations with 41 credit unions, compared to the 18 supported by BANRURAL during the 1999-2002 period. Also, FR has promoted its services with another 55 credit unions. 58 additional credit unions are eligible for credit.
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Technical Assistance, Training and Strategic Alliances 
FR has helped nearly 800,000 producers through training and advisory services. Many of these producers are now involved in productive projects, rural enterprises, microfinance organizations, disbursement centers or rural financial intermediaries and are better prepared to take on the challenges of financing rural production.

In order to enhance its mission for the benefit of rural society, FR works jointly with important Mexican institutions such as: SAGARPA, BANSEFI, SECTUR, FIRCO, FOCIR, CONACYT and FONART, among others.

At the international level, Financiera Rural has established links with the Inter-American Development (IDB), the World Bank, OECD, FAO, the United States Department of Agriculture (USDA), the US Trade and Development Agency (USTDA), among others.
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Conclusions

Since its formation, Financiera Rural has demonstrated the efficiency of its model. Without the burden of BANRURAL’s liabilities, FR has focused on promoting the inclusive development of Mexico’s rural sector through credit and technical assistance for a variety of productive projects. FR’s efficient structure incorporates international standards for credit processing and risk management. 
In addition, it has supported the development of a rural financial system which serves millions of producers. 

These achievements speak for themselves. What used to be a very onerous system for all Mexicans has been replaced by an institution which, after only two years, has already become an important force for the country’s rural development. 
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Development bank focused on agricultural activities


Funding by Federal Government loans


Operated as a subsidy manager, with a high degree of non-performing loans


Inefficient cost structure: operating costs exceeded operating income


Defficient risk management 






























































Six Regional Centers


   


97 Local Agencies (Branches)





Corporate Offices in Mexico City





*Of the initial USD 1.6 billion, USD 46 million could be used for the acquisition of Banrural assets (other than loans). 


** Provided by Congress.
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New Development Agency focused on rural activities


Legally banned from taking deposits loans or market funding. Must maintain its endowment value to sustain operations 


Uses international best practice credit processes. Has created a repayment culture among clients 


Efficient cost structure 


Best risk management practices





Individual Rural Producers





Informal Rural Credit Institutions





Supervised Rural Financial Intermediaries





Financiera Rural





USD 49 Mill.


Technical assistance





USD 79 Mill. 


Start-up assistance 


expenses





USD 1,534 Mill.
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Initial Endowment of USD 1.72 billion** 
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              Financiera Rural’s Integrated Model
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