CHAPTER 2

BRAZIL

Evaluation of policy developments

Brazil provides a relatively low level of support and protection to agriculture, reflecting its position as a
competitive exporter and a relatively open trade policy. While increasing in nominal terms, the level of
producer support has been relatively constant at 5% of gross farm receipts since 2000, with producer
prices on average only 3% above world prices.

Nevertheless, there is a wide range and growing number of agricultural policy measures. Price supports
have been used extensively, in principle to offer price stability (minimum guarantee prices are set at low
levels) and to provide localised support to smaller “family” farmers. There is also heavy state intervention
in the credit system, both creating access to credit and rescheduling debt commitments.

After a period of rising producer prices, there was a significant fall in 2005-06, due in part to the
appreciation of the Real, with farmers also struggling to cope with localised droughts, pest and disease
outbreaks, and rising costs. The government responded by expanding output support not only to family
farmers but to commercial producers too. In particular, the new PEPRO programme was used to support
coffee and soybean producers, products in which Brazil is the world’s leading producer and exporter. As
prices have recovered and boomed, with the result that support has been extended to producers whose
average incomes have, over a period of several years, been strong and rising.

The level of credit provided to commercial farmers continues to rise, with increases in credit limits and a
broadening of eligibility requirements. The government is also channelling an increasing proportion of
credit to family farmers who are less able to access commercial lines of credit. Furthermore, as part of
the relief package to producers, the government rescheduled investment and working capital credit
payments in both 2006 and 2007. These actions, while benefiting farmers in the short term, discourage
the development of a properly functioning credit market, and will lead to an increase in the level of
support if market interest rates rise.

The expansion of farm insurance programmes to cover a greater number of crops in both the commercial
and family farming sectors could, if successful, reduce the need for market intervention in the long run.
These programmes need to be carefully evaluated to ensure that farmers pay an appropriate premium
level.

Progress is being made on integrating small, subsistence producers into the market through targeted
government acquisition programmes. Market integration is vital to achieving a transition from traditional to
modern, commercial agriculture. Further attempts could be made to increase private sector involvement.

The new Programme for Growth Acceleration (PAC) has the potential to provide a much needed boost to
infrastructure development. However, it relies heavily on private investment, and the current financial
crisis may have a severe impact on the success of this programme. Significant investments in
infrastructure are needed if Brazilian agriculture is to continue to grow. Further, the government needs to
ensure that its investments are channelled into creating markets rather than managing and directing,
them.




Summary of policy developments

1. Market price support is provided through a number of programmes based on regionally
announced minimum guarantee prices. These prices remained the same over 2005/06 and 2006/07 for the
major crops but were increased significantly in 2008/09 to encourage production in response to food price
increases. New commodity programmes were introduced to support “family” farmers and commercial
producers, the later used extensively to support soybeans. The volume of subsidised credit available to
farmers continued to increase, and investment and working capital repayments due in 2006 and 2007 were
postponed. Farm insurance programmes were expanded to cover more crops, with the maximum
compensation level per farmer also increasing. Actions taken in response to rising food prices include
reducing tariffs and other forms of taxes on certain foods, the release of government stocks of beans and
grains, and actions to reduce domestic demand.

e Support to producers (%PSE) averaged 6% in | Figure 2.1. Brazil: PSE level and composition over time
2005-07, up from -5% in 1995-97, but well below
the OECD average of 26%.
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e Just over one-half (55%) of producer support in
2005-07 was provided through the most distorting
forms of support (based on commodity output
and variable input use), with the share increasing
over time.
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Table 2.1. Brazil: Estimates of support to agriculture

(BRL million)
1995-97 2005-07 2005 2006 2007p
Total value of production (at farm gate) 53,523 184,182 176,727 174,043 201,777
of which share of MPS commaodities (%) 73 78 78 78 78
Total value of consumption (at farm gate) 51,640 140,267 136,499 133,140 151,162
Producer Support Estimate (PSE) -1,775 10,674 11,651 10,333 10,038
Support based on commodity output -4,782 4,253 3,614 4,017 5,128
Market Price Support -4,857 3,412 3,446 3,109 3,680
Payments based on output 75 841 168 907 1,448
Payments based on input use 1,850 4,186 5,521 3,838 3,201
Based on variable input use 1,673 1,653 2,553 1,282 1,123
with input constraints 0 0 0 0 0
Based on fixed capital formation 43 2,278 2,589 2,212 2,032
with input constraints 0 0 0 0 0
Based on on-farm services 134 256 378 344 46
with input constraints 0 0 0 0 0
Payments based on current A/An/R/T', production

required 1,157 2,234 2,517 2,478 1,709
Based on Receipts / Income 1,157 2,234 2,517 2,478 1,709
Based on Area planted / Animal numbers 0 0 0 0 0
with input constraints 0 0 0 0 0

Payments based on non-current A/An/R/I, production
required 0 0 0 0 0

Payments based on non-current A/An/R/I, production
not required 0 0 0 0 0
With variable payment rates 0 0 0 0 0
With fixed payment rates 0 0 0 0 0
Payments based on non-commodity criteria 0 0 0 0 0
Based on long-term resource retirement 0 0 0 0 0
Based on a specific non-commodity output 0 0 0 0 0
Based on other non-commodity criteria 0 0 0 0 0
Miscellaneous payments 0 0 0 0 0
Percentage PSE -3 6 6 6 5
Producer NPC 0.92 1.03 1.03 1.03 1.02
Producer NAC 0.97 1.06 1.07 1.06 1.05
General Services Support Estimate (GSSE) 2,914 3,677 4,878 3,356 2,797
Research and development 483 391 787 188 198
Agricultural schools 192 698 1,492 305 297
Inspection services 109 137 139 162 111
Infrastructure 1,697 2,081 2,088 2,331 1,826
Marketing and promotion 8 86 85 99 74
Public stockholding 425 263 227 271 291
Miscellaneous 0 20 59 1 0
GSSE as a share of TSE (%) n.c. 24.9 28.7 23.5 21.4
Consumer Support Estimate (CSE) 2,959 -3,891 -4,678 -3,378 -3,618
Transfers to producers from consumers 3,059 -4,034 -5,454 -3,350 -3,299
Other transfers from consumers -129 -880 -1,249 -831 -560
Transfers to consumers from taxpayers 15 434 462 597 242
Excess feed cost 13 590 1,563 206 0
Percentage CSE 6 -3 -3 -3 -2
Consumer NPC 0.95 1.04 1.05 1.03 1.03
Consumer NAC 0.95 1.03 1.04 1.03 1.02
Total Support Estimate (TSE) 1,155 14,785 16,991 14,285 13,077
Transfers from consumers -2,930 4915 6,704 4,181 3,859
Transfers from taxpayers 4214 10,750 11,537 10,936 9,778
Budget revenues -129 -880 -1,249 -831 -560
Percentage TSE (expressed as share of GDP) 0.15 0.64 0.84 0.62 0.51
GDP deflator 1995-97 = 100 100 220 210 219 229

p: provisional. For the definition of OECD indicators of support to agriculture, see Annex A.1. NPC: Nominal Protection Coefficient.
NAC: Nominal Assistance Coefficient. Market price support is net of producer levies and excess feed costs. MPS commaodities for
Brazil are: wheat, maize, rice, soybeans, sugar, cotton, coffee, milk, beef and veal, pigmeat and poultry.

Source: OECD, PSE/CSE database, 2008.



Policy context: Brazil agriculture at a glance

2. Agriculture is an important sector of Brazil’s economy. Primary agriculture accounts for 5% of
GDP and 18% of total employment. Agriculture and agricultural-based products have grown rapidly since
2002 and account for 28% of exports, and with only 5% imports, is responsible for 97% of the country’s
balance of trade surplus. While the total area used for agricultural production increased by just 0.4%
between 1995 and 2006, the area used for crops increased by 84% while the area in pasture decreased by
3% to 172 million hectares. Over the same period the number of farms increased from 4.8 to 5.2 million,
leading to a fall in the average farm size from 72 to 68 hectares. These figures reflect the dualistic structure
of Brazilian agriculture, with producers (both large and small) that are fully integrated into markets
existing alongside many subsistence farmers.

Table 2.2. Brazil: Basic economic and agricultural Figure 2.4. Brazil: Shares of agriculture in GDP and
indicators, 2005-07 employment, 1995-2007
3(;}6
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Policy developments
Main policy objectives and instruments

3. The principal objectives of agricultural policy, reaffirmed in the latest Pluriannual Plan (PPA)
2008-2011, approved in April 2008, are to promote economic development, environmental sustainability,
employment generation and a more equitable income distribution, and reduce regional inequalities. These
broad objectives are implemented through programmes that often specifically target either the
commercially orientated agro-food sector or poorer farmers and other rural households that are less
integrated into markets.

4. Producers receive price support through a number of programmes including direct government
purchases at guaranteed prices, although greater use is being made of auction and tendering systems
involving the private sector. The primary purpose of these programmes is to reduce price instability rather
than to maintain high domestic prices, although some also attempt to support small and/or medium-scale
(“family”) producers who are considered to be at a disadvantage, either because their costs are raised by
the underdevelopment of infrastructure or because of locally depressed incomes. This is done by restricting
the terms under which price supports are applied and by differentiating prices between regions. Producers
receive input support through preferential credit arrangements including administrative requirements to
allocate credit resources to agriculture, controlled interest rates at below market levels, and debt
rescheduling. Intervention in the credit market is justified on the grounds that it offsets high market interest
rates that are the result of macroeconomic instability and provides access to credit for the rural poor who
would not otherwise be able to obtain credit.

5. The Programme for Strengthening of Family Agriculture (PRONAF) was introduced in 1995 to
provide long-term benefit to small holders — including subsidised credit, training and extension, and the
promotion of value-added activities. With the adoption of Zero Hunger Programme in 2003, support of
family farming became part of the broader objective of combating hunger and poverty in Brazil. The
current land reform programme, the Second National Agrarian Reform Plan (PNRA 11) was also launched
in 2003. Its broad aim is to assist the economic development of the poorest households through the
settlement of landless peasants on lands confiscated, purchased or reclaimed by the government; provision
of low interest loans to acquire land; and funding community and infrastructure-related investments.

6. Weak infrastructure is a significant bottleneck to agricultural development. Producers are
typically a long distance from their principal markets and face internal logistic systems that are relatively
underdeveloped. The policy challenge of developing the necessary infrastructure is made more difficult by
environmental concerns associated with potential destruction of natural ecosystems. The commercial
agricultural sector is largely export orientated. Consequently, there is considerable trade policy emphasis
on increasing market access/reducing international trade distortions through trade negotiations, an active
involvement in the WTO dispute settlement process and improving sanitary and phytosanitary standards.

Box 2.1. Food inflation in Brazil

In the year to December 2007, Brazil's annual CPI increased by 4.5% (3.1% in 2006) and increased further to
6.4% by July 2008. Food prices, which account for about one-fifth of Brazil's CPI, rose by 10.8% in 2007 and by 15.5%
in the year to July 2008, compared to an increase of just 1.2% in 2006 (Figure 2.7). Food prices fell in August 2008,
with the annual CPI for 2008 estimated at 6.5%. The government annual inflation target is 4.5% for the period 2006-09,
with lower and upper limits of 2.5% and 6.5%.

The increase in food prices during 2007 and 2008 is the result of both international market developments, with
Brazil well integrated with global agricultural markets, and increased domestic demand for food arising from a strong
economic performance (Brazil's real GDP grew by 5.4% in 2007 compared to an average annual increase of just 2.5%
over 1998-2006). On the supply side, while the planted area for the 2007 harvest had decreased by 1.5%, primarily




due to a reduction in soybean plantings because of low prices in 2006, favourable weather conditions resulted in an
increase in cereal production. It is estimated that the area planted in grains increased by 4.4% in 2008 to 47.4 million
hectares. Further, while farmers have generally benefited from higher output prices, particularly producers of beans,
coffee, maize, milk, soybean and wheat, they have also faced increased costs, particularly for chemical fertilisers and
farm labour.

Brazil has also been directly affected by the policy actions of other governments, particularly with regard to
wheat. Brazil is the world’s largest importer of wheat, with 90% normally sourced from Argentina due to its proximity
and its advantages of being a Mercosur member, i.e. tariff free entry (MFN rate of 10%) and waiver of the merchant
marine levy (25% of freight cost). However, since March 2007 Argentina has imposed quantitative restrictions on the
export of wheat, requiring Brazilian importers to source wheat from the United States and pay higher import charges.

The government has taken a number of measures to stem the upward pressure on food prices. At the general
macroeconomic level, it has taken steps to reduce domestic consumption pressure by: (a) increasing interest rates
(through raising the inter-bank lending rate); and (b) establishing the Brazilian Sovereign Fund so that a greater share
of the increase in revenue from GDP growth is channelled into savings rather than consumption. In terms of
agricultural specific policies, it has (greater detail is provided in other sections of this chapter):

e Released government stocks of beans, maize and wheat, which have decreased by 91%, 76% and 99%
respectively from 2005 levels.

° Reduced tariff rates for wheat, sardines and palm kernel crude oil, and some chemical fertilisers.

e  Reduced other taxes levied on goods: (a) lowered the excise tax (CIDE) on petrol and diesel; (b) expanded
the range of products which benefit from lower social security contributions (P1S/Cofins) to include a number
of additional milk and wheat products; and (c) eliminated the merchant marine levy (AFRMM) imposed on
the freight using Brazilian ports for wheat and wheat flour between May and December 2008.

e  The 2008/09 Agricultural and Livestock Plan included a number of measures such as higher guarantee
minimum prices, increased access to credit and the expansion of extension services to expand farm
production, support food manufacturing and commercialisation, and build up public stock levels.

While predating the significant rise in food prices, the National Food Security and Nutritional System (SISAN) was
approved in September 2006 with the purpose of assuring the human right to appropriate food, taking into account the
environmental, social, regional, and economic dimensions. It establishes a definition of food security, and seeks to
provide the over-arching framework for establishing, implementing and monitoring policies relating to food and
nutritional security in all spheres of the government.

Figure 2.7. Brazil: Consumer price indices in 2006-08
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Domestic agricultural policies
Price and income support policies

7. The traditional market price support instrument, Aquisicdo do Governo Federal (AGF),
consists of direct government purchases from producers and producer co-operatives at announced prices,
which generally vary between major regions. Twelve commodities are covered, including staple crops
(mostly rice, maize and wheat), non-food crops such as cotton and jute, and a few processed products such
as manioc flour. Minimum guaranteed prices for the major commodities were held constant in 2005/06 and
2006/07 with the exception of maize and rice for which minimum prices increased by 4% and 10%
respectively (Table 2.3). There were also increases for a few minor crops (carnauba wax and jute). Almost
2.6 million tonnes of product was purchased through this programme in 2005/06 the highest level since
1996/97, although purchases fell back in 2006/07 (Table 2.4). Minimum prices were increased in 2007/08
for beans, and for most of the non-major commodities by an average of 20%. They were increased again
for the 2008/09 crop year, including for all the major commodities with the exception of cotton.

Table 2.3. Brazil: AGF minimum guarantee prices for main programme crops, 2005-09

2004/05 2005/06 2006/07 2007/08 2008/09

Crop Weight BRL uUsD BRL uUsD BRL uUsD BRL UsD BRL usD

Beans' 60 kg 47.00 19.31 47.00 21.59 47.00 24.12 48.42 24.85 80.00 41.06
Cotton® 15 kg 44.60 18.32 44.60 20.49 44.60 22.89 44.60 22.89 44.60 22.89
Maize® 60 kg 13.50 5.55 14.00 6.43 14.00 7.19 14.00 7.19 16.50 8.47
Rice* 50 kg 20.00 8.22 22.00 10.11 22.00 11.29 22.00 11.29 25.80 13.24
Soybeans® 60 kg 14.00 5.75 14.00 6.43 14.00 7.19 14.00 7.19 22.80 11.70
Wheat® Tonne 330.88  135.94 | 330.88 151.98 | 330.88 169.83 | 330.88 169.83 | 397.00 203.77

1. South, Southeast and Centre West regions and south Bahia.

2. The same minimum guarantee price applies in all regions in Brazil.

3. South, Southeast, Centre West regions (except Mato Grosso), and south Bahia, Maranhao and Piaui.
4. Type 1 (long, fine, husked) for the South, Southeast, Northeast and Centre West regions (except MT).
5. The same minimum guarantee price applies in all regions in Brazil.

6. Type 2, minimum ph 75, Brando, for the South region.

Source: MAPA, Agricultural and Livestock Plans, various years.

8. The other historical government purchase instrument is Contrato Governamental de Opgéo de
Venda, a public sell option contract system which guarantees the holder (a producer or an agricultural co-
operative) a future sale at a fixed “execution” price. Before the start of each season, CONAB announces
the products for which sell option contracts will be offered, the quantity, and the fixed “execution price” (at
least the AGF minimum price). Options are purchased through auction, with the National Food Supply
Agency (CONAB) responsible for purchasing the product once the option holder decides to execute the
contract. Since its inception in 1996/97 public option contracts have been issued on a regular basis for
maize, and on an ad-hoc basis for wheat, rice, sorghum, cotton and coffee. In 2005/06, the government
suspended the use of public option contracts in preference for the use of the recently introduced private sell
option contracts. However, this proved to be temporary, as it was reintroduced in 2006/07 for rice.

0. The government makes direct acquisitions from family farms under the Programa de Aquisicdo
de Alimentos (PAA) which began in 2003/04. These purchases are made at market prices, with the product
either going into stock or distributed as part of a food programme. Changes were made to expand and
improve the operation of this programme, including an increase in the acquisitions cap limit from
BRL 2500 to 3 000 (USD 1 300 to 1 500) per farmer in August 2006. Acquisitions under this programme
increased from 2% of all government acquisitions in 2005/06 to 11% in 2006/07. Under the milk
production and consumption modality, the average daily distribution increased from 0.65 to 0.78 million
litres of milk between 2006 and 2007, with the number of producers increasing from 19 000 to 29 000.



Table 2.4. Brazil: Expenditure and volume of product by output support instrument, 2005-07

2004-05 2005-06 2006-07
Support Value Volume Value Volume Value Volume
Instrument (BRL million) (1 000 MT) (BRL million) (1 000 MT) (BRL million) (1 000 MT)
AGF 504 1690 613 2581 132 373
Beans 0 0 2 3 38 36
Cotton 13 5 1 0 2 1
Maize 127 637 452 2224 53 273
Manioc 0 0 0 0 0 0
Rice 196 567 134 308 28 62
Soybeans 0 0 10 15 0 0
Wheat 168 481 13 32 0 0
Sisal 0 0 0 0 11 1
Public Option 169 352 0 0 437 858
Beans 0 0 0 0 0 0
Cotton 0 0 0 0 0 0
Maize 0 0 0 0 0 0
Manioc 0 0 0 0 0 0
Rice 168 350 0 0 437 858
Soybeans 0 0 0 0 0 0
Wheat 1 2 0 0 0 0
PEPRO 0 0 558 6 028 1200 8 563
Beans 0 0 0 0 5 38
Cotton 0 0 154 462 545 729
Maize 0 0 4 100 171 3753
Manioc 0 0 0 0 0 0
Rice 0 0 0 0 0 0
Soybeans 0 0 401 5468 290 3743
Wheat 0 0 0 0 0 0
Coffee 0 0 0 0 190 300
PEP 362 2150 689 9144 103 1428
Beans 0 0 0 0 16 87
Cotton 72 198 1 2 0 0
Maize 60 760 226 3248 71 1183
Manioc 0 0 0 0 0 0
Rice 0 0 58 460 17 158
Soybeans 0 0 360 5195 0 0
Wheat 230 1192 44 240 0 0
PROP 178 944 322 3956 139 1611
Beans 0 0 0 0 0 0
Cotton 135 272 0 0 0 0
Maize 7 114 192 2238 0 0
Manioc 2 76 5 189 0 0
Rice 20 328 27 239 0 0
Soybeans 0 0 98 1290 139 1611
Wheat 16 153 0 0 0 0
TOTAL 1215 5135 2182 21713 2013 12 833
Beans 0 0 2 3 59 161
Cotton 220 475 156 464 547 730
Maize 194 1511 874 7 810 295 5209
Manioc 2 76 5 189 0 0
Rice 384 1245 219 1007 482 1078
Soybeans 0 0 869 11 968 429 5354
Wheat 415 1828 57 272 0 0
Coffee 0 0 0 0 190 300
Sisal 0 0 0 0 11 1
% of production
Beans n.a. 0.1% 5.0%
Cotton 12.9% 16.0% 18.9%
Maize 4.3% 18.3% 10.1%
Manioc 0.3% 0.7% n.a.
Rice 9.4% 8.7% 9.7%
Soybeans n.a. 22.8% 9.2%
Wheat 39.2% 10.9% n.a.
Coffee n.a. n.a. 13.8%
Sisal n.a. n.a. 0.0%

Source: MAPA/SPA, 2008.



10. A new programme providing price support to family farms, the Programa de Garantia de Precos
para a Agricultura Famililar (PGPAF), was established in December 2006. It is closely linked to
PRONAF, covering the many of the same crops and regional groupings. There are two aspects to the
programme. First, it ensures that farmers receive a guaranteed price (based on the average regional
production cost) for their product in the event of either a credit transaction amortisation or liquidation. The
objective is to reduce the risk of indebtedness and capital impairment, thereby fostering an increase in
production and income. Second, it provides a bonus to farmers if the state average market price for a
commodity falls 10% below the guaranteed price. The cap limit for this bonus is BRL 3 500 (USD 1 800)
per beneficiary for each crop. During 2007, bonuses were only paid for cashew nuts.

11. Another relatively new scheme is the Prémio Equalizador Pago ao Produtor (PEPRO)
programme, introduced in 2005/06. It operates like a deficiency payment (classified under payments
based on output) by paying the seller, whether a producer or an agricultural co-operative, the difference
between the guaranteed price and the price received at auction. It has been primarily used to support
soybean and maize producers, and is being extend to support other producers such as coffee beans.

12. The government operates two programmes which support purchasers of agricultural
commodities. Historically, the most important of these instruments is Prémio para Escoamento do
Produto (PEP) which pays commercial buyers the difference between the minimum guaranteed price and
the price the buyer is willing to pay as determined by regional auctions organised by CONAB. Since its
introduction in 1996, PEP was traditionally used to support cotton, maize and wheat; covered on average
0.8 million tonnes per annum over 1996-2002; and was inactive in 2002/03. However, it was reactivated in
2003/04; expanded to cover beans, rice and soybeans; and in 2005/06 supported 9.1 million tonnes of
crops, predominantly soybeans and maize. In 2006/07 there was a considerable drop in the volume of
product covered, almost all for maize. Prémio de Risco para Aquisicdo de Produto Agricola oriundo de
Contrato Privado de Opcéo de Venda (PROP), introduced in 2004/05 works in the same way as the public
sell option, except that private agents take the role of CONAB and the government pays these agents a
“risk premium” if the market price falls below the “execution” price.

13. The government has also taken steps to involve the private sector in the distribution of its buffer
stocks. The Valor de Escoamento Produto (VEP) programme pays a subsidy to a defined consumer group
(poultry raisers, cattle raisers, fee industries, pig raisers and others) for purchasing government stock and
transporting it to a specified consumption region. An auction system is used to determine the subsidy
value. During 2006, 386 000 tonnes of maize was sold with a premium of BRL 8 million (USD 4 million).
In 2007, this increased to 700 000 tonnes of maize with BRL 83 million (USD 43 million) paid out.

14. Table 2.4 indicates the support paid and volumes associated with various programmes, and shows
the contrasting market conditions that existed in 2006 and 2007. There was a significant increase in market
price support for soybeans and maize in 2006, with almost one-quarter of the soybean harvest directly
involved in price support programmes. There was a reduction in the quantity of product purchased during
2007, although the level of funding provided for the programmes remained over BRL 2 billion
(USD 1 billion). Maize and soybeans again account for the lion’s share of support, with more than
5 million tonnes purchased in each case. While there were no intervention activities for wheat in 2006/07,
action was taken to support coffee. Purchases made in 2006/07 have some effect on the 2006 PSE
estimates, but are mostly reflected in the 2007 calculations.

15. In order to reduce inflationary pressure, zero duties under the PIS/PASEP (Social Integration
Programme Tax) and COFINS (Social Security Contribution) were extended in June 2007 to include skim
milk powder, fermented milk, drinks with milk and milk compounds, infant formula, certain cheese, and
whey for human consumption. In May 2008, wheat, wheat flour, common bread and mixes to make bread
were also excluded until December 2008.



Input subsidies

16. The provision of bank credit to agriculture in Brazil is dominated by the national rural credit
system, Sistema Nacional do Crédito Rural (SNCR). The majority of lending to the sector comes from
non-bank sources such as domestic agribusiness and international lenders which are typically unavailable
for smaller agricultural producers without established links to markets. The major source of funding for
SNCR comes from compulsory resources, under which banks are forced to choose between either
(a) holding 25% of their sight deposits as obligatory reserves at the central bank at zero interest, or
(b) lending to agricultural borrowers at below market interest rates. Other important sources of funding are
the rural savings of co-operative banks, the national development bank BNDES and constitutional (state)
funds. The interest rate charged to the borrower varies from programme to programme, depending on the
source of the credit, the purpose of the borrowing, the income level of the borrower, etc.

17. The SNCR system provides directed credit at concessional interest rates under a range of
programmes that fall into three categories: (i) marketing and storage credit; (ii) working capital; and
(iii) investment credit. These last two categories can be further differentiated by two broad groups of
beneficiary: (a) medium and large-scale producers and their co-operatives (referred to here as the general
system) and (b) small agricultural producers — beneficiaries of PRONAF, agrarian reform settlers and
family farmers, who comply with certain criteria.

18. The level of credit provided through SNCR continued its upward trend through 2006 and 2007,
rising to over BRL 50 billion or one-quarter of gross agricultural output (Table 2.5). The largest increases
were for working capital which accounted for 60% of SNCF credit in 2007, with investment taking a share
of 21%, and marketing and storage 19%. The share of SNCR credit that is distributed through PRONAF
programmes has shown a steady upward trend over the period. During the last two years market interest
rates (SELIC) have fallen from 19% to 12%. While concessional interest rates have also dropped, reducing
farmers’ repayment requirements, the preferential margin provided by the system has decreased.

Table 2.5. Brazil: Annual credit allocations in SNCR, 2003-07

(BRL million)
2003 2004 2005 2006 2007

Total SNCR credit 31103 40 446 41976 43 766 51 165

Marketing and storage 5038 8 235 9404 9 268 9 653

Working capital — General 16 596 19 694 19 672 20 351 24 175

Working capital - PRONAF 2 365 3567 3602 4015 6 428

Investment — General 5672 6 756 6 496 6 605 8 041

Investment — PRONAF 1442 2194 2803 3526 2 868
Selected interest rates

SELIC 23 16 19 15 12

Investment — General (average) 10 10 9 9 7

Investment — PRONAF (groups C and D) 4 4 4 4 3
PRONAF as share of in Total SNCR (%) 12 14 15 17 18
Total SNCR as share of GAO (%) 18 22 24 25 25
Source: MAPA.
19. In addition to a large increase in the amount of credit available and a lowering of interest rates, a

number of other adjustments were made to the programmes, including the following:

o Allow the purchase of used harvesting and tractor machinery through MODERFROTA, the
largest of the investment credit lines operated by BNDES.

e The addition of a new BNDES credit line called PROLAPEC (Programa de Integracéo Lavoura-
Pecuaria) to fund investments in farming and livestock integration to reduce environment
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degradation. This was merged in 2008/09 with the credit line provided through MODERAGRO
for soil erosion and conservation to form a new credit line PRODUSA (Programa de Estimulo a
Producéo Agropecuéria Sustentavel), the Program for Fostering Sustainable Farming specifically
targeted at sustainable farming, especially on degraded soils.

e  Merged three BNDEC credit lines (PRODEFRUTA, MODERAGRO and PRODEAGRO) into a
new programme MODERAGRO Il for the purpose of improving their performance, and
expanding the repayment term for this new programme from five to eight years.

e Increased credit limits for working capital, investment and marketing credit financed from
controlled resources.

e Increased the income limit for producers to qualify for credit through the PROGER RURAL
programme.

20. A number of adjustments were made to the PRONAF programme for the purpose of increasing
its scope and efficiency. Most importantly, as from the 2008/09 fiscal year, the criteria determining the
eligibility of “family farms” was both rationalised (e.g. from three different types down to one) and
expanded (e.g. the maximum income level was increased), with fisherman and people working in the
extraction, forestry and aquaculture industries. Two new special lines were added: (a) Renewable Energy
and Environmental Sustainability Investment in 2007 —to fund the introduction of renewable energy
generation technologies, environmental technologies such as effluent treatment, and soil conservation; and
(b) “More Food” in 2008 — to finance maize, beans, rice, manioc, vegetables, fruits and milk products, with
the aim to reach an additional 300 000 farmers with BRL 6 billion (USD 3 billion) in credit.

21. Credit support is also provided to producers through debt rescheduling. Major debt rescheduling
occurred during the later 1990s and early 2000s for both commercial and family producers (OECD, 2005).
During 2006 and 2007 new debt rescheduling was provided in response to the financial difficulties faced
by producers as a result of climatic events, the appreciation of the Real, pest and disease outbreaks and
increased production costs. In 2006, the government announced the deferral of all investment credit
instalments (capital and interest) due in 2006 for a period of 12 months, and a further 12 month extension
for working capital credit that had already been granted a one year roll-over in 2005. Producers whose
main income comes from cotton, rice, maize, soybeans, sorghum or wheat were eligible to apply for this
deferral without the requirement of formal credit analysis. In addition, soybean, cotton, rice and maize
producers who had taken out working capital credit for the 2005/06 season benefited from a partial four
year extension of their borrowings. The one year extensions granted in 2006 were rolled over for another
year in 2007. Further, a new law in 2007 authorised the use of the obligatory funds made available for
agriculture from rural savings accounts and cash deposits as a credit line to farmers who were unable to
renegotiate working capital debt owed to input vendors for the 2004/05 and 2005/06 crop seasons.

22. As a result of the on-going concern about the indebtedness of the sector, limiting the capacity of
producers to borrow, an extensive assessment of the rural debt situation was conducted in 2008. It found
that around one-third of the sector’s total debt balance of BRL 88 billion (USD 45 billion) was held by
producers who were in default of their repayments (just under 30% of producers). In order to deal with the
accumulating debt problem, a range of measures have been introduced including reductions in default
burdens, debt balances and interest rates; extension of repayment terms; and discounts for payment.

23. Because of the lack of private sector involvement, the government operates a range of farm
insurance schemes. The traditional General Agriculture Insurance Programme (Programa de Garantia da
Atividade Agropecuaria — PROAGRO) has been dwarfed in recent years by schemes specifically targeting
“family” or commercial farmers. The most significant of these is Seguro da Agricultura Familiar (SEAF),
a sub-programme of PROAGRO. Established in August 2004, it assists family farmers enrolled in
PRONAF to borrow working capital from commercial banks by guaranteeing full redemption of the
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liability in the event of a 30% or more drop in gross revenue caused by drought, flood, hail, wind, disease
or plague. In 2007 the number of products covered by the programme increased from five to twenty, and in
2008 the limit on net earning compensation was increased to BRL 2500 (USD 1 300). The number of
farmers enrolled in the programme increased from 553 561 in 2004/05 to 601 854 in 2006/07, with the
value of credit and net earnings covered rising from BRL 2.4 billion to BRL 2.8 billion (USD 1 to
1.4 billion). While producers contribute to the programme by paying a premium equivalent to 2% of the
loan value, it is mostly funded through ad hoc extra-budgetary allocations.

24. The crop guarantee programme (Programa Garantia Safra), which began in 2002/03, is available
to family farms enrolled in PRONAF who are located in arid areas and are producing non-irrigated staple
crops and cotton. Participating farmers, who each contribute BRL 5.50 (USD 2.80) per annum, receive a
payment of BRL 550 (USD 113) if they suffer a loss of at least half of their anticipated output through
natural calamity. The number of farmers enrolled in the programme increased from 177 839 in 2004/05 to
346 327 in 2006/07, with the total value of payments to farmers through the programme increasing from
BRL 39.3 million to BRL 185.5 million (USD 16 million to USD 95 million).

25. The rural insurance premium programme (Subvencéo ao Prémio do Seguro Rural — SPSR) grants
a subsidy to commercial producers who establish contracts with insurance companies listed by the
government. Since it began in 2005, the value of support has risen from BRL 2.3 million to
BRL 61 million (USD 1 million to USD 31 million) in 2007. While initially covering only eight crops, it
was extended in 2006 to cover all agricultural and livestock activities, as well as forestry and aquaculture.
The share of the insurance premium covered by the subsidy was increased for the original eight crops from
between 30%-50% to between 40%-60%. The maximum subsidy per product was increased to BRL 32 000
(USD 16 000), with the annual ceiling per producer increasing from BRL 26 000 to BRL 192 000
(USD 13 000 to USD 98 000), i.e. producers are eligible to receive this subsidy for more than one product.
The area covered by the programme has increased from 68 000 hectares in 2005 to 2.3 million hectares in
2007, with soybeans accounting for 73% of the area covered and 47% of the subsidy value in 2007.

26. In order to increase private sector involvement in the agricultural insurance market (there are
currently only four companies listed in the SPSR programme), the government made a proposal to
Congress in 2008 to replace the Rural Insurance Stability Fund with a Catastrophe Fund. The objective of
this new Fund is to protect private insurance companies against financial losses due to catastrophic events,
with the anticipation that this will encourage growth in the private insurance market. The Fund will receive
financial support from MAPA, with guarantees backed by the National Treasury.

Environment

217. In addition to introducing lines of credit specifically designed to recover soils that have been
degraded, the new PROLAPEC and subsequent PRODUSA programmes also include technical assistance
to producers, training for technicians, field visits, creation of demonstration units and sustainability
modelling. While standards for the production, classification, processing and packaging, importation,
distribution, identification and certification of organic products were first published in 1999, it was only in
December 2007 that a Presidential Decree formally established them. There are approximately
1 200 certified organic farmers in Brazil, and commercial production, estimated to be growing by 20% per
year, is mostly in grains and vegetables.

28. As a result of a greater policy focus, including stronger enforcement of existing regulations,
annual rates of Amazon deforestation declined from over 27 000 km? in 2004 to a low of less than
10 000 km? in 2007. In December 2007, further laws were enacted to prevent, monitor and control
deforestation. Finally, after several years of development, the Brazilian government launched the
Sustainable Amazon Plan (Plano Amazonia Sustentavel — PAS) in May 2008. SAP includes a variety of
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initiatives including an extensive research network to develop forest and aquatic products, mineral
resources, biodiversity and ecosystem services, and the Amazon Fund to receive donations from the
international community to finance actions to prevent, monitor and fight against deforestation, and advance
the sustainable use of the Amazon forests.

Infrastructure

29. The Programme for Growth Acceleration (Programa de Acelerac¢ao do Crescimento — PAC) was
launched in January 2007 to foster private investment and improve public sector investment in
infrastructure. The goal of PAC is to see BRL 500 billion (USD 250 billion) invested over the five-year
period 2007-11, with 87% coming from state owned companies and the private sector. The proposed
transportation projects that are of importance to agriculture include: the renewal, paving, maintenance and
construction of highways (especially in the centre-west): the construction of locks on hydroways (in Pard);
the expansion of the railway network (such as the 2 258 km extension to the North-South railway); and
dredging to increase the capacity of important ports (e.g. Rio Grande do Sul, Parana, Santa Catarina, Sdo
Paulo, Espirito Santo, Bahia and Maranhdo). Under PAC an additional BRL 3 billion of public funding
will be spent on irrigation. Consequently, irrigation expenditure increased from BRL 236 million
(USD 108 million) in 2006 to BRL 687 million (USD 350 million) in 2007. A total of BRL 12.7 billion
(USD 6.5 billion) of investment is foreseen under the Light for All Program, which has a goal to provide
electricity to an additional 5.2 million persons by 2011. PAC also foresees a total public/private investment
of BRL 17.4 billion (USD 9 billion) in biofuels, with 70% spent on building ethanol plants, 25% on a
multi-fuel pipeline between Goiés and S&o Paulo, and the remaining 5% on biodiesel plants.

Biofuels

30. This continues the strong government focus over recent years on developing the biofuel market.
Actions have included a substantial increase in BNDES lending to construct purpose built ethanol plants
and modernise mills; excise tax incentives to encourage the purchase of flexi-fuel vehicles; mandatory
biofuel blending rations for both petrol and diesel; a public auction system to distribute biodiesel; trade
agreements; and the establishment of Petrobras Biocombustivel, a subsidiary of Petrobras, to increase the
government’s involvement in the market. Ethanol production increased from 15 billion litres in 2004 to
22 billion litres in 2007, while biodesel production (80% from soybeans), which only commenced in 2005,
reached 402 million litres in 2007. To accommodate the increase in supply, the blending ratio of biodiesel
in diesel, which only became effective on 1 January 2008 at 2% (target of 5% by 2013), has already been
increased to 3% beginning 1 July 2008.

Biotechnology

31. As a result of recent regulatory changes, biotechnology products are once again being approved
for commercial use in Brazil. The National Technical Commission on Biosafety (CTNBIo0), established in
1995, had up until the enactment of the Biosafety Law in 25 March 2005 approved the commercial use of
three biotech products: one each for corn, cotton and soybeans. The Law expanded the membership of
CTNBio from 18 to 27 persons and established a two-third majority requirement to approve a product for
commercial use. These changes created a major deadlock for the approval of biotech products for
commercial use as enough members were opposed to their introduction, with a backlog of over
500 product requests, although approval for field testing continued to be given. After much debate,
amendments were made in March 2007 to the Biosafety Law requiring just a simple majority in CTNBio
for approval of biotech products for commercial release. In 2007 CTNBio approval for commercial use
was given to three biotech corn varieties (Liberty Link, MON 810 and Bt 11), all of which have been
subsequently approved by the National Biosafety Council (CNBS) in 2008. Although approval was given
by both bodies, there was not unanimous agreement among government ministries and Ministers. It is
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estimated that biotech products will account for 58%, 10% and 8% respectively of the 2008/09 soybean,
corn and cotton crops. Surveys show a much greater acceptance of biotech crops by farmers than among
food processors, retailers and consumer groups.

Land reform

32. Progress continues to be made in achieving the objectives of PNRA 11, whose targets have been
extended by subsequent PPAs. During 2007, 67 500 families were settled on approximately 6.4 million
hectares of land confiscated, purchased or reclaimed by the government. Since PNRA Il began in
November 2003 almost 450 000 families have been settled on 38 million hectares. Legal changes were
made to increase the maximum area of land for deed granting or use in rem from 100 to 1 500 hectares.
The National Program for Land Credit (Programa Nacional de Crédito Fundiario- PNCF) was
consolidated, leading to an increase in the number of families and the area of land purchased through low-
interest loans.

Agro-food trade policies
Import measures

33. The centrepiece of Brazil’s import policy is the common external tariff (CET) applied by
Mercosur. The simple average MFN applied tariff for agriculture (WTO definition) was 10.3% in 2007,
compared with an overall average tariff of 12.2%. Applied tariffs are generally well below WTO bound
tariff levels: the simple average WTO bound tariff for agriculture is 35.5%. Brazil meets its two WTO
tariff-quota obligations by applying MFN tariffs below the scheduled in-tariff quota rates.

34. Brazil has a number of exceptions to the CET. In some cases, including fertiliser and pesticides,
zero rates are applied; in others, notably several dairy products and rice, higher rates are levied (27% for
milk powders, whey and cheese, and 18% for rice). In March 2006, the MFN applied tariff on garlic
increased from 14% to 35%. In December 2007, the Mercosur Common Market Counsel authorised the
extension of exceptions until December 2010, although the maximum number of exemptions in the case of
Brazil must be reduced to 100 tariff lines by January 2009 and further to 50 tariff lines by August 2010.

35. In order to reduce inflationary pressures on the domestic market, three temporary tariff
reductions have been established: sardines —2% tariff for 80 000 tonnes between 16 April 2008 and
15 April 2009; wheat — 0% for 2 million tonnes registered by 31 July 2008 and imported by 31 August
2008; and palm kernel crude oil — 2% for 72 500 tonnes between 1 August 2008 and 31 July 2009.

36. Brazil did not reserve the right to apply the special safeguards (SSG) for agriculture set out in the
Uruguay Round Agreement on Agriculture (URAA), although it can and does impose standard trade
remedies. No new antidumping or safeguard actions were taken on agricultural products during 2006 and
2007. Of the 12 in force in 2005, the measures imposed on milk powder from Argentina and Uruguay and
canned peaches from Greece have been removed, although in the latter case there has been a substantial
increase in the MFN applied tariff (from 14% to 55%). The antidumping measure imposed on Chinese
gliphosate was reduced from 25.8% to 2.9%, while that imposed on Chinese garlic increased from
USD 0.48 kg to USD 0.52 kg.

Export measures
37. While Brazil is one of 26 WTO countries that have reserved the right to subsidise agricultural

exports under the URAA, it has not used this right since the signing of the URAA in 1995. However,
agricultural exports do benefit from two general, economy-wide, export measures: duty drawback and
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export finance. Unfortunately, there is only a limited amount of information indicating the benefit provided
to agricultural exports through these general measures.

38. The duty drawback system, established in 1966, reduces the various taxes paid on imports that
are subsequently used in, or as capital good for, the production of exports. Since its inception, duty
drawback has been claimed on 10%-15% of imports. Moves were made during the period to streamline the
electronic administration of the system.

39. Brazil has three main export financing measures: BNDES ExIm; Programa de Finanicamento a
Exportacdo (PROEX); and the Fundo de Garantia a Exportagéo (FGE). Disbursements under BNDES
ExIm, the largest of these programmes, fell by one-third between 2006 and 2007, from USD 6.4 billion to
USD 4.2 billion (after increasing from USD 5.9 billion in 2005). Disbursements to farming exports
represent just a small fraction of this total, USD 13 million in 2006 and USD 19 million in 2007, 0.2% and
0.4% respectively. In July 2007, BNBES reclassified the products able to be funded through this export
credit programme, increasing the range of eligible agricultural products. Interest rate subsidies provided
through the PROEX Equalisation modality also fell between 2006 and 2007, from BRL 449 million to
BRL 383 million (USD 200 million to USD 197 million), a drop of 15% (BRL 609 million
(USD 250 million) in 2005). Between 1991 and 2005, approximately 18% of support provided through this
modality went to agricultural products.

40. In addition to these programmes, the federal government allocated BRL 1.8 billion
(USD 0.8 billion) to states in 2006 for the purpose of export promotion, with a further BRL 0.98 billion
(USD 0.5 billion) in 2007. Two new export financing programmes were created in 2003, Proger
Exportacdo and FAT Exportar. The former focuses on micro and small Brazilian companies (annual
revenues of less than BRL 5 million) while the later is open to all firms but in this case the exported
product must have a local content greater than 60%. Between 2005 and 2006 Proger Exportacdo and FAT
Exportar disbursed BRL 15.2 million (USD 7.8 million) and BRL 4.9 billion (USD 2.5 billion)
respectively.

41. In December 2006, the export tax of 9% applied to hides and skins was established for an
indefinite term, reversing an earlier decision (December 2005) to progressively remove the export tax by
January 2008. A comprehensive programme to revitalise the shoe, leather products, timber processing,
ornamental stones, furniture, textile and clothing industries was launched in June 2007. Measures include
new lines of credit, export support, tariff increases for final products (textile, clothing and shoes), and tariff
decreases for inputs (caprine and ovine skins).

Trade agreements

42. In the absence of substantive progress in WTO negotiations, Brazil continued to pursue a range
of bilateral and regional trade agreements, and, less formally, to promote South-South dialogue on trade
policy issues. At the Mercosur level, agreement on the inclusion of Venezuela as a full member was
reached in 2006, with accession occurring in 2008. During 2005-07, Mercosur was active in 26 different
negotiations with other countries. Among the most important was the first Mercosur Free Trade
Extra-Regional Treaty which was signed with Israel in December 2007, with tariff reductions taking place
either immediately or over four, eight and ten year periods. Improvements were made to the agreements
with Chile and Bolivia which will achieve Mercosur preference rates for all products by 2011 or 2014,
depending on the product. Special agreements for the establishment of Free Trade Areas were signed with
Pakistan in 2006 and with Jordan and Turkey in 2008. Progress was made in the Mercosur-SACU
(Southern African Customs Union) preferential trade agreement (conclusion was reached on the market
access component) and with the Mercosur-ASEAN (Association of South East Asian Nations) agreement,
but there was no substantial advancement in the Mercosur-EU negotiations.
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43. As the world largest exporter of ethanol, Brazil has placed great emphasis on developing trade
opportunities for biofuels. In December 2006, a special working group for biofuels was established within
Mercosur. In March 2007, a Memorandum of Understanding (MOU) was signed with the United States to
foster private investment in the sector and set forth uniform standards and norms within the global market.
In the same month, the major producing and/or consuming countries of biofuels (Brazil, China, EU, India,
South Africa and the United States) launched the Biofuel International Forum (FIB) to foster the
international market for biofuels, for example by co-ordinating initiatives for product technical
standardisation. MOUs were also reached with South Africa and India, Mozambique, Chile, Panama,
Mexico, Sweden, Denmark, the Economic and Monetary Union of West Africa, and the Netherlands.

Dispute settlement

44, Brazil is an active participant in the WTO dispute settlement process. During 2006 and 2007,
Brazil sought action on two agricultural issues, both against the United States. In August 2006, Brazil
formally expressed dissatisfaction with the extent of US policy changes in response to the March 2005
WTO Dispute Settlement Body instruction to bring upland cotton subsidy measures into compliance with
WTO obligations, and requested the establishment of an Article 21.5 Compliance Panel. In
December 2007, the Compliance Panel found that the US actions were inconsistent with most, but not all,
of its obligations. Both the US and Brazil appealed this decision. In June 2008, the Appellate report upheld
the Panel’s findings that the US measures were still inconsistent with its WTO obligations, opening the
way for sanctions to be imposed on the US.

45, In 2007, Brazil initiated another complaint against the US, this time arguing that it had exceeded
its domestic support commitment ceiling levels during 1999 to 2002 and from 2004 to 2005, and that
export credit guarantees are made available on terms more favourable than those which are otherwise
available in the market. After a period of consultation, a Panel was established in December 2007 at
Brazil’s request.
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