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FOREWORD

Foreword

Tlis Review of Agricultural Policies in Brazil was undertaken as part of an initiative to provide
analyses of agricultural policies for four major agricultural economies outside the OECD area, the others
being China, India and South Africa. The study measures the extent of support provided to agriculture
using the same method that OECD employs to monitor agricultural policies in OECD countries. In
addition, it focuses on key interactions between Brazil and OECD countries, including the impacts of trade
and agricultural policy reforms. The aims of the country study is to strengthen the policy dialogue with
OECD members on the basis of consistent measurement and analysis, and to provide an objective
assessment of the opportunities, constraints and trade-offs that confront Brazil’s policy makers.

The study was carried out by the OECD Directorate for Food, Agriculture and Fisheries. The
principal authors were Jonathan Brooks and Olga Melyukhina, who received valuable
contributions from Darryl Jones, Andrea Cattaneo, Hsin Huang and Garry Smith. Research and
statistical support was provided by Florence Mauclert and Adriana Verdier, and technical and
secretarial assistance by Stefanie Milowski and Anita Lari.

The study benefited from the substantive input of a range of Brazilian experts. Information on
domestic policies was provided by Guillerme Leite da Silva Dias from the University of Sdo Paolo (USP);
Gervasio Castro de Rezende and José Garcia Gasques from the Institute of Applied Economic Research
(IPEA); Antonio Salazar Branddo from the Federation of Industries of the State of Rio de Janeiro; and
Vicente Marques from the Centre for Agrarian Studies and Rural Development of the Ministry of
Agrarian Development (NEAD). Information on trade policies was provided by researchers at the
Institute for International Trade Negotiations (ICONE), including Mario Jales, Antonio Neto, Joaquim da
Cunha Filho and Marcos Sawaya Jank. The analysis of changes in incomes, poverty and inequality was
provided by Steven Helfand and Edward Levine from the University of California, Riverside (USA). A
database and framework for assessing the prospective impacts of global trade and agricultural policy
reforms in Brazil was provided by a research team at the FIPE/USP, including Carlos Azzoni, Fernando
Gaiger, Joaquim Guilhoto, Eduardo Amaral Haddad, and Tatiane de Menezes. This was complemented
by modeling work undertaken by Scott McDonald (University of Sheffield, UK).

The study benefited greatly from the support of the Brazilian Ministry of Agriculture and
Food, the Ministry of Agrarian Development, and the National Treasury, whose experts provided
essential information on the functioning of agricultural programmes in Brazil as well as comments
on the draft report.

The study was made possible through voluntary contributions from Germany, the
Netherlands, New Zealand, Spain, Switzerland, the United States, as well as funding from the
European Union.

The study was reviewed in a roundtable with Brazilian officials and experts in Brasilia in
March 2005. Subsequently, Brazilian agricultural policies were examined by the OECD’s
Committee for Agriculture in its 141st session in June 2005, bringing together policy-makers from
Brazil, OECD member countries and some non-OECD countries. The report is published under the
authority of the Secretary-General of the OECD.

Stefan Tangermann, Director, Directorate
for Food, Agriculture and Fisheries
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Highlights and Policy
Recommendations

Brazil provides relatively little support to its farmers. Producer support, as measured by
the PSE, accounted for 3% of the gross value of farm receipts in 2002-04 — a rate comparable
with that of New Zealand (2%) and Australia (4%), and far below the OECD average (30%).
The highest support levels are for import-competing staples (wheat, maize and rice) and
cotton, ranging between 6% and 17% for these products.

Support to farmers accounts for about three-quarters of all support to agriculture, with the
remaining quarter delivered as general services to the sector, such as research and
extension, training, and the development of rural infrastructure. These general services
include important long term investments, but have been declining in relative terms at the
expense of credit subsidies, about half of which stem from the restructuring of farm debt
accumulated over the period of macroeconomic instability in the late-1980s to mid-1990s.

The low level of producer support reflects the radical transformation of the Brazilian
economy that has occurred over the last 15 years. The abandonment of import substitution
policies has enabled agriculture to grow rapidly. Livestock output rose particularly quickly in
the 1990s, while more recently there has been a boom in the production of soybeans, driven
by high prices and a low exchange rate. These effects have since dissipated, so it is
unrealistic to extrapolate current growth rates. Agricultural growth has been mostly
attributable to improved productivity and lower prices for imported inputs, with increases in
agricultural area a more recent factor.

The recent boom in Brazil’s agricultural exports has been associated with a change in the
composition and direction of trade. There has been a shift away from traditional tropical
products, such as coffee and orange juice, towards soybeans, sugar, and meats, notably poultry
and pigmeat. Although OECD country markets are still very important, with more than 40% of
agricultural exports destined for the European Union, the fastest export growth is with countries
outside the OECD area, notably China and Russia. Even so, the majority of agricultural
production in Brazil serves the domestic market. The share of agricultural production exported
has typically averaged around 25%, although that share climbed to 30% in 2004.

Having substantially liberalised its own agricultural policies, the main source of future
benefits to Brazil is reforms in other countries, where access to OECD country markets is the
most important issue. Brazilian exporters are impeded by high tariffs in key markets, tariff
escalation according to the degree of processing for several important commodities,
unfavourable treatment under trade preference schemes and tariff-rate quota systems, and
significant non-tariff measures (notably for livestock products).
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At the domestic level, sectoral growth could be further supported through improvements in
infrastructure, changes in the credit system (notably on the treatment of outstanding debt),
and a simplification of tax policies.

At the same time, there is a strong need for effective social policies. Although rural poverty
has fallen significantly in Brazil, the situation for the poorest of the rural poor has actually
deteriorated, and poverty has become increasingly concentrated in the North and North East
regions. This calls for targeted measures to upgrade the farming skills of smallholders, and
to facilitate income diversification and the exploitation of non-farm opportunities.
Investments at the individual level, for example through education and health expenditures,
are important, as are policies that foster rural development, such as infrastructure
development.
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1. Reforms and their impacts

Brazil’s economy has undergone radical reforms that have provided a more stable
investment climate and stimulated agricultural growth

Brazil is a major player in the global economy, with a population of 180 million and a
GDP of USD 1 300 billion (in PPP terms) that places it among the ten largest economies in
the world. The country is endowed with vast natural resources, and has an agricultural
area that is exceeded only by China, Australia and the United States. Primary agriculture
accounts for 8% of GDP, while agricultural products account for about 30% of exports.
Agriculture thus plays an important role in the overall functioning of the nation’s economy.

Over the past 15 years, the Brazilian economy has undergone a radical transformation.
Following the abandonment of import substitution policies in the late 1980s, the
government embarked upon a wide range of reforms. These included macroeconomic
stabilisation, structural reforms and trade liberalisation. Macroeconomic stability was
achieved in the mid-1990s when, following several unsuccessful stabilisation plans, the
Real Plan invoked the budgetary restraint necessary to bring inflation under control.
Structural reforms included the privatisation of state-owned enterprises, the deregulation
of domestic markets, and the establishment of a customs union, Mercosur, with other
South American countries. Policy changes included deep tariff cuts and the elimination of
non-tariff barriers to trade.

Agriculture both contributed to these reforms and benefited from them. Through
the 1990s, there was a scaling down of expenditures on price support and subsidised credit;
the markets for wheat, sugar cane and coffee were deregulated; and trade was liberalised
not just on the import side, but also for exports, notably with the elimination of export
licenses, quotas and taxes. Agriculture benefited in overall terms from the change in
development paradigm, as it removed the discrimination against the sector that was
implicit in the support for manufacturing industry, and helped establish a more stable
investment climate.

The Brazilian economy is now much more robust than it was ten years ago, but it remains
vulnerable to outside shocks, as evidenced by contagion from the Asian crisis in 2001, and the
effects of weak market sentiment in the run-up to the presidential election of 2002.

Macroeconomic stabilisation, by removing the regressive effects of inflation, led to a
substantial reduction in the level of poverty, which fell by 10 million in just two years
(1994-95). But reforms also induced adjustment stresses, including within the agricultural
sector, where producers of importable commodities (such as wheat) were suddenly forced
to compete. Moreover, reforms have not resolved Brazil’s social problems. The incidence of
poverty remains high, at more than 30% of the population, while the distribution of income
is among the most unequal in the world.

Agriculture has grown rapidly since the abandonment of import substitution policies,
and this growth has accelerated in the last few years (Figure 0.1). A large share of this
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Figure 0.1. Output indices for crops and livestock products, 1990-2004
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Source: IBGE/SIDRA.

expansion has occurred in the Centre West of the country, where, through the 1990s,
livestock output rose particularly rapidly. More recently there has been a boom in the
production of soybeans and complementary crops (e.g. second crop maize). Much of the
recent boom is attributable to the combination of a short term strengthening of world
prices and a low exchange rate. These effects have since dissipated, so it is unrealistic to
extrapolate current growth rates.

Agricultural growth has been mostly attributable to improved productivity and lower
prices for imported inputs, with increases in agricultural area a more recent factor

The growth in output has occurred despite falling long term prices for most
commodities. One reason is that output prices fell more slowly than input prices through
most of the 1990s, as the opening up of trade allowed access to imported inputs (notably
machinery). Allied to this, productivity improved substantially, with a 40% improvement in
total factor productivity between 1990 and 2004. The productivity of importables (wheat,
dairy) improved more than that of exportables, as the former were exposed to foreign
competition while the latter were competitive anyway. In fact, some crops that were
formerly imported have recently become net exports (e.g. maize and cotton). Yields have
improved substantially, thanks largely to agricultural research tailored to climatic
conditions in the Centre West, while big improvements in labour productivity (77%
between 1990 and 2004) reflect the release of farm labour from the sector. However, with
high real interest rates, access to capital remains a problem for many farmers, and
continues to dampen overall productivity growth.

Until recently, it was productivity growth rather than the mobilisation of new factor
resources that underpinned agricultural growth. Total agricultural area remained more or
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less constant through the 1990s, as increases in the Centre West were offset by reductions
in the South and South East. However, between 2000/01 and 2003/04 the area planted to
crops increased from 52 to 61 million ha, with soybean area alone increasing by 50%. The
rapid expansion of soybean acreage in the Centre West can be seen as a precursor to more
balanced agricultural development in this region, as infrastructure development catches
up and producers stand to benefit from external economies of scale. The shift in the locus
of agricultural production has also led to an increase in the average size of farm operations,
as land in the Centre West offers greater economies of scale.

The growth in soybean area and rising demand for pasture from livestock farmers
threatens the Amazon rainforest. In addition there are concerns about the environmental
impacts of agricultural development in the Cerrado grasslands. Since 1990, Brazil has lost
an area of forest equal to the size of the United Kingdom. Large scale commercial ranchers
are responsible for the majority of this deforestation, ahead of logging and the migratory
slash and burn practises of many subsistence farmers. Some argue that soybean farming
has contributed indirectly, by causing the migration to the forest frontier of displaced cattle
ranchers and subsistence farmers. The trade-off between the economic benefits of
agricultural expansion and the environmental benefits of forest preservation is a difficult
domestic policy decision facing Brazil, while the choice of instrument to achieve the
desired balance needs to take account of the difficulties of policing such a vast area.
Deforestation would be more limited if more integrated farming practises with higher
livestock stocking rates were adopted in the Cerrado. Current research in Brazil is oriented
towards this objective.

The recent boom in Brazil’s agricultural exports has been associated with a change
in the composition and direction of trade

Despite rapid export growth, the majority of agricultural production in Brazil serves
the domestic market. The share of agricultural production exported has typically averaged
around 25%, although that share climbed to 30% in 2004. This share is similar to that of the
United States (which also has a large domestic market), but lower than that of other
agricultural exporters such as Canada, where 40% of production is exported, and Australia,
where the exported proportion averages about two-thirds. The domestic market is likely to
continue to be the main outlet for production. On the supply side, the recent production
boom is likely to fade with weaker prices, a higher exchange rate, and the exposure of
infrastructure bottlenecks. On the demand side, there is considerable scope for poorer
Brazilians to consume more products with relatively high income elasticities (such as meat
and fruit and vegetables).

The recent export boom has been driven primarily by soybeans and soybean products,
but supported by other products, such as sugar, poultry and pigmeat. In the last few years,
Brazil has become an exporter of maize and cotton (both of which can be rotated with
soybean production). More generally, there has been a shift in the composition of exports,
away from traditional tropical products, such as coffee and orange juice, towards soybeans,
sugar, and meats, notably poultry and pigmeat.

The direction of agricultural trade has also changed. Although OECD country markets
are still very important, with more than 40% of agricultural exports destined for the
European Union (Figure 0.2), and exports to most OECD countries are increasing in absolute
terms, the fastest export growth is with countries outside the OECD area, notably China
and Russia (Figure 0.3).
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Figure 0.2. Brazilian agro-food exports by destination region, 2000-03 average
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Figure 0.3. Changes in export shares of Brazil’s major export destinations
between 2000 and 2003
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Shifts in the scale, composition and location of production have been associated with
profound structural changes within the agricultural sector. These changes have had important
implications for the level and distribution of incomes, and the incidence of poverty.
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Figure 0.4. Poverty in Brazil, 1991 and 2000
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Although rural poverty has fallen significantly in Brazil, the situation for the poorest
of the rural poor has actually deteriorated, and poverty has become increasingly
concentrated in the North and North East regions

In general terms, per capita income growth has led to a substantial fall in the incidence
of poverty and extreme poverty. For Brazil as a whole, real per capita incomes rose by 29%
between 1991 and 2000, reducing the proportion of the population living in poverty from 40%
to 32% (Figure 0.4), and the share living in extreme poverty from 20% to 15%.*

The incidence of poverty is higher in rural areas, but because 80% of the population
live in urban areas the number of urban poor exceeds the number of rural poor. In
the 1990s, rural incomes rose more rapidly than urban incomes (32% versus 23%
between 1991 and 2000). This enabled rural poverty to fall from 72% of households in 1991
to 61% in 2000, and extreme rural poverty to decline from 45% to 36% over the same period.

However, the improvement in rural incomes has not been principally attributable to
agricultural incomes, which grew by just 2% between 1991 and 2000, compared with non-
agricultural income growth of 38%. Moreover, agricultural income became more
concentrated among richer households (although it remains less concentrated than non-
agricultural income), and so made little contribution to poverty reduction.

The situation for the bottom 20% of rural households, who are well below the extreme
poverty line (more than a third of rural households), has actually deteriorated. A trebling of

* The poverty and extreme poverty lines are set at % and % respectively of the August 2000 minimum
monthly wage per person (BR 151). At the contemporaneous nominal exchange rate, this translated
into a poverty line of approximately USD 1.33 per person per day and an extreme poverty line of
USD 0.67 per person per day.
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government transfers between 1991 and 2000 helped poor households in general, but
many of the poorest missed out because they fell outside the remit of the formal economy
and the coverage of pensions and other programmes.

These national averages mask important regional variations. Income growth in the
Centre West has been strong enough to reduce rural poverty, even though inequality has
increased. Rural poverty has fallen more slowly in the North East and actually risen in the
North (where the rural population has actually grown), meaning that rural poverty is
increasingly located in these regions.

Structural changes at the farm level have been reinforced by wider developments
along the food chain. In particular, the increasing share of retail sales accounted for by
supermarkets carries important implications for farm structures. The associated growth of
contracting offers opportunities for some producers, who may, for example, see their credit
constraints eased through the forward supply of seed. However, it poses a threat to many
smallholders who may not be able to meet the standards set by downstream purchasers,
yet find it increasingly difficult to find local outlets.

The opportunities for smallholders also depend on the success of land reform
initiatives and associated credit programmes. So far, the scale of land reform has not been
sufficient to make a significant dent in the overall poverty figures, and it is likely that its
ultimate potential will depend on how well it is complemented by broader investments
(e.g. in education) that improve households’ income earning potential both within and
outside agriculture.

2. Current agricultural policies

Brazil provides a relatively low level of support to its agricultural sector; most of that
support goes to producers in the form of preferential credit

Brazilian agricultural policies have been broadly liberalised, although there continues
to be an array of policy interventions. Total support to the sector, as measured by the Total
Support Estimate (TSE), averaged BRL 8.2 billion (USD 2.7 billion) per year in 2002-04, or
0.5% of GDP. The cost of support to the overall economy is low relative to most OECD
countries, and is roughly comparable to that in Australia (0.3%) and New Zealand (0.4%).

Most of this support is delivered to producers, as opposed to general services to the
sector. Indeed, producers received about three-quarters of total support to agriculture
in 2002-04 (Figure 0.5). Producer support in Brazil, as measured by the percentage PSE,
accounted for an average of 3% of the value of gross farm receipts between 2002 and 2004
- arate of support that is comparable with that of New Zealand (2%) and Australia (4%), and
far below the OECD average of 30% (Figure 0.6).

The highest support levels are for import-competing staple crops (wheat, maize and
rice) and cotton (Figure 0.7). These commodities receive minimal border protection, but
producers are effectively compensated for having to compete with other Mercosur
partners, as the value of domestic assistance is approximately equivalent to Brazil’s
current extra-Mercosur tariff.

Producer support is provided mostly through taxpayer transfers associated with
preferential credit to the sector (Figure 0.8). Brazil’s official credit system, which accounts
for about 28% of agricultural borrowings, confers special treatment on the agricultural
sector, through the administered allocation of credit resources and controlled interest
rates. This system has been justified on the grounds that it offsets high market interest
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Figure 0.5. Gomposition of the Total Support Estimate in Brazil
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Figure 0.6. Producer Support Estimate in Brazil and selected countries,
2002-04 average

As per cent of gross farm receipts

58%

34%
30%

22%

17%
8%
5%
3% 4% l
2% .
L .

> & & S & &@ D 3‘5@\

Note: 2002-03 average for China and Russia.
Source: OECD PSE/CSE databases 2005.

OECD REVIEW OF AGRICULTURAL POLICIES - BRAZIL - ISBN 92-64-01254-0 - © OECD 2005 17



HIGHLIGHTS AND POLICY RECOMMENDATIONS

Figure 0.7. Brazil’s Producer Support Estimate by commodity, 2002-04 average
As per cent of gross farm receipts
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Figure 0.8. Composition of Producer Support Estimate, 1995-2004
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rates that are a legacy of macroeconomic instability (from which agriculture suffered
disproportionately). A further rationale for special treatment of the sector emanates from
social goals, where affordability of production credit is seen as a crucial element of
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supporting income generation among the rural poor. The preferences are to some extent
eroded by the practice of banks imposing additional requirements on rural borrowers (such
as the purchase of insurance) as a condition for receiving reduced interest credit.

Approximately one half of the overall benefit from credit support stems from the
restructuring of large farmers’ debt accumulated over the period of macroeconomic
instability in the late 1980s to mid-1990s. Debt rescheduling was unavoidable, given the
need to renew the flow of liquidity into the sector. However, successive rescheduling has
created “moral hazard” and led to defaults that are likely to continue in anticipation of
further concessions. This may impede fresh lending. Also, to the extent that debt
rescheduling involves budgetary support, it may crowd out more productive public
spending (e.g. for infrastructure development).

Aside from preferential credit, Brazil employs several mechanisms to support
producer prices, such as intervention purchases and commodity loans. However, these do
not result in broad, sector-wide price distortions. Indeed market price support has tended
to be close to zero in recent years.

The purported aim of price support policies is to reduce price instability, as well as to
provide a limited subsidy to producers who are considered to be at a disadvantage, either
because their costs are raised by underdevelopment of infrastructure, or because of locally
depressed incomes. Insofar as these policies are locally targeted to keep potentially viable
farmers afloat until they become profitable - either as infrastructural development catches up,
or as investments to improve semi-subsistence farmers’ competitiveness take hold - they have
the potential to correct market failures. On the other hand, they also have the potential to
retard adjustment among farmers whose best prospects lie ultimately outside agriculture.

To summarise, Brazil provides little support to its agricultural sector, yet it has become
more distorting and less oriented towards long-term development. The share of support
provided to producers, mostly in the form of credit subsidies, is increasing, while
expenditures on general services are becoming less important. However, the latter category
includes important long-term investments for Brazil, in areas such as research and
extension, training, and the development of rural infrastructure.

3. The future benefits of policy reforms

The benefits to Brazil from multilateral reform will come mainly from reforms in
agricultural policies, where access to OECD country markets is the most important issue

Given that Brazil has broadly liberalised its own agricultural policies, most of the
future benefits to the country from multilateral agricultural policy reforms are expected to
come from the removal of protectionist measures in other countries. Indeed, Brazil is
expected to be one of the biggest external beneficiaries from reforms in OECD countries
and elsewhere.

For Brazil, agricultural reforms matter more than reforms to any other sector, and the
majority of the potential gains derive from reforms in OECD countries (Figure 0.9). It is
estimated that a 50% cut in tariffs and export subsidies globally and for all sectors, together
with a 50% reduction of domestic support to agriculture in OECD countries, would provide
a welfare gain to Brazil of USD 1.7 billion, equating to about 0.3% of GDP. Of these gains,
59% would come from tariff reductions on agricultural products by OECD members. The
gains to Brazil from agricultural policy reforms in OECD countries account for more than
half of all the gains to developing countries.
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Figure 0.9. Welfare gains to Brazil from multilateral reform
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There are two reasons why OECD reforms matter most: first, a large share of Brazil’s
agricultural exports go to OECD countries (notably the European Union), and protection in
these markets is relatively high; second, OECD countries account for the majority of
support that undermines Brazil’s competitiveness in third country markets. That said, a
rising proportion of Brazil’s exports is going to non-OECD country destinations, notably
China and Russia, which makes policies in these countries of increasing importance.

Among the areas in which an agreement on reforms is being pursued, market access is
paramount for Brazil, as for world markets overall. Brazil faces a range of difficulties in gaining
access to foreign agricultural markets, especially among OECD countries. These include:

e High tariffs in key markets (notably sugar, poultry, orange juice, beef and pigmeat, and
tobacco).

e Tariff escalation according to the degree of processing (notably in the soybean sector,
and for processed food products and coffee).

e Discriminatory import regimes, such as country-specific TRQ allocations, and
preference schemes, which typically do not favour Brazil. These mechanisms for
controlling imports tend to be relatively important in the sugar, beef and cotton sectors
and are applied most by those countries which represent Brazil’s biggest overall markets,
i.e. the European Union, the United States, China and Russia.

e Non-tariff measures, such as sanitary and phyto-sanitary regulations, which,
irrespective of their legitimacy, impede market access. These are a particular problem for
meat products, where several countries do not accept Brazil’s contention that specific
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regions should be considered as free from foot-and-mouth disease, even if this is not the
case for the country as a whole.

Reforms in these areas, and accompanying reductions in domestic support promise
gains to Brazil that are expected to be widespread among different groups of households:

e Commercial agricultural producers with links to foreign markets are expected to reap
most of the benefits that derive from higher international prices. Potential losses to
import-competing sectors are less of a threat, since these sectors have already been
opened up to imports from low-cost Mercosur members (e.g. Argentine wheat).

e Non-commercial “family” farms are also expected to benefit, to the extent that they are
integrated with markets. This does not rule out the possibility that some households will
lose, for example because they are net consumers of agricultural products, or because
land rental payments are forced up by more than any increase in farm receipts. But on
balance this is not expected to be the case - even for the poorest farm households.

e Non-agricultural households are also expected to gain from multilateral reforms, with
the benefits from higher profits and wage payments in the agro-food sector and
elsewhere exceeding the losses to consumers from higher food prices.

e Wage-earning agricultural employees should be a major beneficiary from the
expansion in commercial production and exports; most likely from an increase in
employment (i.e. a brake on the structural decline) rather than higher wages, given the
high rate of unemployment (and underemployment) in Brazil.

In the case of the reform scenario described above, real incomes are expected to
increase between 2% and 4% for agricultural producers, by around 3% for agricultural
employees and by about 1% for urban households. These income gains lead to a modest
decline in the incidence of poverty. Because commercial farmers gain more than
smallholders, inequality among producers is expected to increase. But the wider gains to
agricultural employees and urban households (who account for about 80% of the population)
imply that the overall effect on income inequality is likely to be broadly neutral.

In any event, these impacts are much milder than those induced by market changes,
including global demand growth and declining real agricultural prices. Indeed, it is
important not to confuse all the enhanced opportunities for exporters, or the adjustment
stresses facing farmers (often operating on a small scale) whose productivity cannot keep
pace with price declines, with the more limited impacts of multilateral reforms.

4. Policy challenges

Brazil’s agricultural policies seek to reconcile the pursuit of agricultural growth with
social and environmental objectives; sectoral growth can be supported domestically
through improvements in infrastructure and the country’s credit and tax systems;
while internationally the biggest need is for improved access to key markets

Agricultural policy design in Brazil involves reconciling multiple objectives. These
objectives include the promotion of agricultural growth and competitiveness within the
constraints of environmental objectives, and the design of specific policies that are tailored
to the needs of poor farm and rural households.

Weak infrastructure is emerging as a significant bottleneck to agricultural
development. Producers in Brazil are typically a long distance from their principal markets,
and face internal logistics systems that are relatively underdeveloped. For example, only
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10% of all highways in Brazil are paved, compared with 29% in neighbouring Argentina.
Moreover, transport costs are relatively important for Brazilian exporters, as a relatively
large share of the country’s agro-food exports tends to be in the form of bulk commodities.

The upgrading of rural infrastructure need not be detrimental to the environment, but
nor is it likely that an unregulated expansion of agricultural area will provide sufficient
protection to environmentally important areas. Brazil’s policies need to take account of the
implicit trade-off between the economic benefits and environmental costs of agricultural
growth in the Amazon region, while their design needs to reflect the difficulties of policing
such a vast area.

For many agricultural producers, the terms and availability of credit are also a major
constraint. Commercial agri-businesses typically receive their payments in hard currency
(mostly US dollars), which provides evidence of creditworthiness to lenders. In many cases,
these companies do their own lending to agricultural suppliers, either by providing credit
or financing inputs (such as fertiliser) directly. In Brazil, for example, soybean farmers
often find it cheaper to obtain finance from the crushers.

The greatest difficulties arise for businesses that are obliged to borrow on the
domestic market. Although the economy has stabilised in recent years, macroeconomic
uncertainty still has a disproportionate effect on less well-established companies without
easy access to overseas lenders. High real interest rates mean that access to credit from
banks is almost prohibitive, despite government subsidies. General credit subsidies risk
crowding out non-agricultural investment more than targeted subsidies to land reform
recipients and smallholders under the PRONAF programme.

Tax policies also have an important effect on producers’ opportunities. Under Brazil’s
ICMS (value added) tax system, each of the country’s 26 states imposes its own taxes and
exemptions. This distorts producers’ incentives, while the system’s complexity places an
additional burden on taxpayers.

The shadow that hangs over attempts to improve competitiveness, and to build
successful agri-businesses around a core comparative advantage in agriculture, is trade
protection in important markets and subsidised production and exports by rival suppliers.
Some of the adverse impacts can be cushioned by moves into products where effective
demand is less constrained (e.g. tropical products), but these policies nevertheless impose
an important constraint on the agro-food sector’s growth prospects. With supply-side
improvements likely to continue, the need for further liberalisation of trade in agricultural
products becomes more important.

The social challenges presented by agricultural development call for targeted
adjustment policies and effective safety nets

In addition to the need to continue improvements in agricultural competitiveness,
Brazil also faces a number of social challenges associated with agricultural development.
Agricultural employment fell by 14% between 1992/93 and 2001/02. This decline is not
exceptional by international standards, but it indicates particularly strong adjustment in
the labour market, given that the sector’s share of national income was more or less
constant over the same period.

Moreover, agricultural growth has made little impact on the problem of rural poverty.
More than 60% of the rural population has an income below an absolute poverty line of half
the minimum wage, while income inequality in rural areas has gone up over the last
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decade and the poorest have become poorer. Out-migration from rural areas may have
helped reduce rural poverty, but to a large extent this has shifted the burden to urban
areas. Rural poverty is increasingly concentrated in the North and North East, where there
is a heightened need for effective development policies and social safety nets.

Poverty rates are influenced by two competing forces. On the one hand, economic
growth at the national level helps raise incomes, and generates demand-linkages
throughout the economy. On the other hand, structural change poses a threat to poor
producers who are progressively less able to compete. The competitive pressure may come
from imports or from domestic pressures. Given that Brazil has little tariff protection, the
major challenge to less competitive producers comes not from further liberalisation, but
rather from structural change within the country, where traditional producers (often
operating on a small scale) have experienced long-term price declines but not shared in the
cost reductions that generated them. Indeed, Brazil is becoming increasingly competitive
in a number of products that have been important to small scale farmers (e.g. dairy, maize);
a positive development, but one that nevertheless puts pressure on smallholders.

The key need is for targeted adjustment policies. For some households, programmes
to upgrade farming skills (e.g. through extension) may enable them to become competitive
within the sector. At the same time, it is important to recognise that the long-term (inter-
generational) future for most semi-subsistence farm households lies outside agriculture,
so there is a parallel need for measures that facilitate income diversification and the
exploitation of non-farm opportunities. Investments at the individual level, for example
through education and health expenditures, are important here, as are policies that foster
rural development, such as infrastructure development.

Many of the policies that improve competitiveness, or facilitate adjustment, fall within
the general services element of the calculation of total support to agriculture. Yet this
component of support has been falling at the expense of producer support, mostly
provided in the form of credit subsidies and debt reduction. Moreover, the majority of
producer support has not been targeted at poorer agricultural households, while the
poorest of the rural poor are outside the scope of several economy-wide social policies,
particularly pensions.

Policies to improve commercial competitiveness and address social objectives need to
take account of the macroeconomic constraints that bind policy makers. Neither
improvements in competitiveness nor long term poverty reduction are attainable without
economic growth and stability, which in turn require fiscal discipline and hence the
adoption of well-targeted measures. Such policies have the potential to create a virtuous
circle, with improved competitiveness and enhanced human capital supporting faster
economic growth.

In overall terms, Brazil has pursued essential policy reforms that have benefited the
agricultural sector and helped raise incomes and reduce poverty. A shift of support towards
longer term investments in areas such as infrastructure, and research and extension
should further enhance competitiveness, while better targeting of agricultural and
economy-wide social policies could enable agricultural development to be more fully
inclusive than it has so far been.
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Chapter 1

The Policy Context

Over the past 15 years the Brazilian economy has undergone dramatic structural
reforms and achieved much greater macroeconomic stability. The agricultural sector
has both contributed to these reforms and benefited from them, with production and
exports growing rapidly, particularly in recent years. Yet although economic growth
has helped reduce the incidence of poverty, low incomes remain a concern, especially
in rural areas, and there has been little progress in reducing income inequality. This
chapter describes the main changes in the macroeconomic and policy environment
since Brazil switched from import substitution to open market policies at the end of
the 1980s, and assesses their impact on the agricultural sector. As such, it provides
context for an evaluation of agricultural policies in Brazil (Chapter 2), and an
examination of the impacts that multilateral trade policy reforms will have on the
level and distribution of incomes (Chapter 3).

The chapter is structured as follows: Section 1.1 describes the agricultural sector’s
strategic importance to the Brazilian economy, while Section 1.2 considers the ways
in which macroeconomic, structural and policy reforms have influenced the
economy, including their effects on the allocation of resources between sectors.
Section 1.3 then focuses more specifically on the impacts that policy reforms and
structural change have had on the agricultural sector. In the light of this analysis,
Section 1.4 sets out the main challenges confronting Brazilian policy makers.
Essentially these relate to the need to sustain agricultural growth, while
simultaneously making faster progress on reducing poverty and curbing inequality.
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1.1. Agriculture’s importance to the Brazilian economy

Brazil is among the world’s ten largest economies, with a GDP exceeding USD 1 trillion
(in PPP terms). It has the fifth highest population (now over 180 million) and the fifth
largest surface area. With a GDP per capita of USD 7 600 in PPP terms Brazil qualifies as an
“upper middle income” country (Table 1.1). Yet poverty is prevalent and income inequality
extreme, with 8.2% of the population living on less than USD 1 per day, and 22.4% on less
than USD 2 per day (Table 1.4).

In recent years, Brazil’'s economic growth has been disappointing by international
standards. Real GDP grew by an average of 2.5% per year between 1990 and 2002, which is
slightly lower than the average for Latin America and the Caribbean (2.7%), and not much
faster than population growth (1.6%). These growth rates are much lower than those
achieved in Asia, especially East Asia (7.5%) and China (9.7%) (Table 1.2). However, growth
in 2004 was 5.2% and the macroeconomic fundamentals are in place for sound growth
in 2005 and 2006 (3% to 4%).

Brazil is endowed with vast agricultural resources. The country’s agricultural area is
exceeded only by China, Australia and the United States (Table 1.3). About three-quarters
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Table 1.1. Income and population: comparative indicators, 2000-02 average

GDP, PPP GDP, PPP GDP GDP Population, Population,  GDP per capita,
(current USD)  (current USD)  (current USD)  (current USD) total total PPP
0, 0, 0,
USD billion ofICVO/:Id USD billion of”\:vo/:ld Milion Wﬁ?ld/ototal Current USD
1 United States 9953.9 21.28 10 055.0 31.75 285.3 4.66 34 883.3
2 China 53775 11.50 1174.2 3.7 12716 20.76 4230.0
3 Japan 3365.1 7.20 4311.0 13.61 127.0 2.07 26 496.7
4 India 2632.6 5.63 482.0 1.52 1032.3 16.85 2 550.0
5 Germany 2197.3 4.70 1902.6 6.01 82.3 1.34 26 683.3
6 France 1550.5 3.32 1353.4 427 59.2 0.97 26193.3
7 United Kingdom 1504.0 3.22 1478.0 4.67 59.1 0.96 25463.3
8 Italy 1487.0 3.18 1117.0 3.53 57.7 0.94 25776.7
9 Brazil 1309.9 2.80 521.0 1.65 172.3 2.81 7600.0
10 Russian
Federation 11193 2.39 305.4 0.96 144.8 2.36 7730.0
South Africa 438.0 0.01 115.5 0.36 447 0.01 9790.0

Source: World Bank (2004), World Development Indicators.

Table 1.2. Relative economic growth

1991-1993 1994-1996 1997-1999 2000-2002 1991-2002
Brazil 1.9 4.3 1.4 2.4 2.5
China 12.3 10.9 7.9 7.8 9.7
India 3.7 7.5 5.9 4.6 5.4
South Africa -0.6 3.6 1.8 3.1 2.0
Sub-Saharan Africa -01 3.6 2.8 3.1 2.3
Middle East and North Africa 4.2 3.0 2.8 35 34
Latin America and Caribbean 3.9 3.4 2.4 11 2.7
East Asia and Pacific 9.7 95 4.3 6.5 7.5
South Asia 3.9 6.8 5.4 4.4 5.1
Europe and Central Asia -6.8 -23 1.7 47 -0.7
OECD 25! 43 49 47 41 45

1. All OECD countries except Czech Republic, Hungary, Korea, Poland and Slovak Republic.
Source: World Bank (2004), World Development Indicators; Quarterly National Accounts database, OECD.

of this land is devoted to permanent pasture, and it is estimated that agricultural
production could rise significantly through the conversion of this land to arable cropland.
Indeed, the government estimates that there are 90 million ha of potential cropland in the
Centre West region that could be exploited without encroaching on the Amazon rainforest.

There are essentially two distinct agricultural areas. The first, comprised of the
southern one-half to two-thirds of the country, has a semi-temperate climate and higher
rainfall, better soils, higher technology and input use, adequate infrastructure, and more
experienced farmers. This area produces most of Brazil’s grains, oilseeds and export crops.
The other area, comprising the drought-prone North East region and the Amazon basin,
lacks well distributed rainfall, good soil, adequate infrastructure, and access to capital.
Although most farmers in the latter area produce for their own consumption, exports of
forest and tropical products are increasingly important. Central Brazil contains substantial
areas of grassland with only scattered trees.
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Table 1.3. Land use patterns, 2002

Million ha
Arable and Agriculture,  EMPIoyment
Total Agricultural ~ Permanent Arable Permanent g " inagriculture
permanent value added
area area pasture land crops 1 (% of total
crops (% of GDP) 2
employment)
Brazil 851.5 263.6 197.0 66.6 59.0 7.6 8.8 20.6
China 959.8 554.0 400.0 154.0 142.6 11.3 15.4 46.9
India 328.7 181.2 111 1701 161.7 8.4 22.7 66.7
South Africa 121.9 99.6 83.9 15.7 14.8 1.0 3.8 10.9
Argentina 278.0 177.0 142.0 35.0 337 1.3 10.7 0.4
Chile 75.7 15.2 12.9 2.3 2.0 0.3 8.8 13.5
Australia 7741 447.0 398.4 48.6 48.3 0.3 3.8 49
New Zealand 271 17.2 13.9 34 15 19 7.0 9.1
United States 962.9 4119 233.8 1781 176.0 2.1 1.6 2.4

1. 2001 data for Australia and United States; 1998 data for New Zealand.
2. 2001 data for Argentina, Australia, New Zealand and United States; 2000 data for China; 1999 data for South
Africa; 1995 data for India; Brazilian GDP data from IBGE.

Source: UN-FAO; FAOSTATS; World Bank (2004), World Development Indicators; IBGE.

Table 1.4. Poverty and income inequality: comparative measures

A% of population .% of population Income share held Income share held Gini
living below USD 1 living below USD2 = "L et o0 by lowest 20% Coefficient!
a day in 2001 a day in 2001
Latest year Latest year
1993 PPP 1993 PPP available 1;;5—2002 available 1 9);75—2002 2001
Brazil 8.2 22.4 63.2 2.4 0.59
China 50.0 4.7
Rural 26.5 71.0 0.36
Urban 0.3 6.5 0.33
India 41.6 8.9
Rural 41.8 88.4 0.28
Urban 19.3 60.5 0.35
South Africa 10.7 341 66.5 2.0 0.58
Korea, Rep. <2? <2? 375 7.9 0.322
Mexico 9.9 26.3 59.1 341 0.55
Turkey 1.2 12.8 46.7 6.1 0.40

1. GiniIndex is a measure of inequality between 0 (everyone has the same income) and 1 (richest person has all the
income).
2. Data are for 1998.

Source: POVCAL; World Bank (2004), World Development Indicators; Brazil data obtained from PNAD.

The country’s geographically varied climate has led to a diversified agriculture of both
temperate and tropical zone products. Brazil is the world’s biggest supplier of sugar cane,
orange juice, citrus fruits and coffee, the second biggest in soybeans, and third in tobacco
and poultry. It is also a major producer of corn, rice and beef.

Even though Brazil has abundant natural resources, agriculture’s share of GDP is, at
8.8%, no more than one would expect given its level of development (Figure 1.1). On the
other hand, the sector’s share of employment is, at 20%, considerably higher than is typical
for a country at such an income level (Figure 1.2). The implied low labour productivity
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Figure 1.1. Agriculture’s share of GDP versus GDP per capita, 2000-02 average

Agriculture (% of GDP)
70

65
60 p —»- Guinea-Bissau
55
50
45
40 Mali
35 P Nigeria
30
25 | Cote d'lvqire i Vietnam
20 | ﬂ» Indonesia__ (ohina
o s BRAZ”_VArgemma United States
10 | Mexico France
. 4 * Japan *
51 . A
Il Il L ; £
0 South Africa Korea, Rep.
0 4000 8000 12 000 16 000 20000 24 000 28 000 32000 36 000

Source: World Bank (2004), World Development Indicators; IBGE.

GDP per capita

Figure 1.2. Agriculture’s share of employment versus GDP per capita, 2000-02
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reflects the dualistic nature of farming in Brazil, where a small share of the sector accounts
for the majority of output (and exports), but there are many more small-scale, relatively

unproductive, producers.
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Figure 1.3. Shares of GDP by sector, 1990-2002
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Agriculture’s share of economic activity has changed little in the last ten years
(Figure 1.3). This runs counter to the general tendency for agriculture’s relative importance
to diminish with economic development. Partly this reflects weak economic growth, but
another important factor has been the reversal of import substitution industrialisation (ISI)
policies which discriminated against agriculture. The successful mobilisation of new
resources, notably in the Centre West, has also stimulated agricultural growth, while in
recent years production and exports have been boosted by a lower real exchange rate and
higher prices for key commodities.

Agriculture and its associated industries are especially important to trade, accounting
for nearly 30% of total exports. These exports, which exceeded USD 20 billion in 2003, are
of considerable macroeconomic importance, as they tend to partially offset trade deficits
elsewhere. Brazil’s economic growth has often been circumscribed by balance-of-payments
constraints, with rising per capita incomes leading to higher demand for imports that are
not matched by export growth. One difficulty arises from the relatively low share of exports
in national income compared with similarly large countries. Exports of goods and services
accounted for 15% of Brazilian GDP in 2002, compared with ratios of 32% in Mexico, 27% in
France and 31% in Germany.! There are several possible reasons for this low ratio. One is
the considerable distances to Brazil’'s main markets (notably the European Union and the
United States), with relatively high transport costs acting as a form of natural protection,
particularly for low value products. Another is formal trade protection applied to Brazilian
exports, particularly of agricultural products. Relatively high agricultural tariffs tend to
discriminate against Brazil, given its comparative advantage in this sector. A final factor
may be the historical legacy of import substitution policies.
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At the same time, Brazil struggles with significant absolute poverty, with more than a
fifth of the population living on less than two dollars a day, and one of the world’s most
unequal income distributions (Table 1.4).The country’s population is relatively urbanised,
and the majority of the poor are located in urban areas. However, the incidence of poverty
is more than twice as high in rural areas. There is therefore a need to reconcile policies
promoting commercial growth with those tailored to the needs of poorer households. This
implies a clear vision of the prospective role of smallholder agriculture, and of how labour
released by the farm sector can be absorbed. Policies evaluated in Chapter 2 include those
designed to transform small-scale (semi-subsistence) agriculture into commercially viable
enterprises, those promoting income diversification (notably through off-farm
employment), and measures aimed at non-farm job creation in rural areas. Insofar as it
takes time to develop the rural economy, a further issue concerns the design of effective
social safety nets.

Moreover, it is important not to overlook the impact that agricultural policies can have
on poor households in urban areas, given that these households spend a significant share
of their income on food, and may seek seasonal employment in agriculture. The economy-
wide effects of agricultural policy reforms are explored in Chapter 3.

1.2. Economic policy reforms in Brazil

The Brazilian economy began a significant process of restructuring in the 1990s. Trade
was liberalised, state owned enterprises privatised, domestic markets deregulated, and a
customs union with other South American countries (Mercosur) established (Helfand and
Rezende, 2004). The extent of the reforms was profound. For example, average industrial
tariffs were reduced from over 100% in the late 1980s to 13% in the 1994-97 period (Rossi Jr.
and Ferreira, 1999). Agricultural policies were no exception to these general moves towards
greater openness and less state intervention.

The previous model of import substitution enabled Brazil to develop quite rapidly after
the Second World War. Between 1945 and 1980, GDP grew by more than 7% per annum,
with average growth reaching 8.8% per annum in the 1970s. Strong growth led to a
substantial decline in poverty levels, from 68% of all households in 1970 to 35% in 1980.
However, this growth came at the expense of high inflation, large external deficits and the
accumulation of a substantial foreign debt burden. Import substitution helped diversify the
economy'’s productive base, but it also shielded the economy from competition, which,
with time, reduced competitiveness. Moreover, while poverty levels fell, income inequality
rose and regional development was unbalanced.?

By the 1980s, the ISI model was exhausted. Throughout the decade, as elsewhere in
Latin America, inflation and the fiscal position were persistently out of control. Brazil
became less attractive to foreign investors, growth faltered, and there was not enough
saving (either foreign or domestic) to finance investment. Following the 1982 Mexican debt
crisis, the 1980s became known as the “lost decade” for Brazil, and Latin America generally.

It took eight years and six plans to achieve stability, as successive governments froze
prices without tackling the fiscal position or restoring external credibility. Only in 1994 did
the last of these plans, the Real Plan (1994-98) bring inflation under control, with annual
price increases falling from 500% in June 1994 to 7% in June 1997 and 3.5% in June 1998. The
Real Plan gave special attention to the country’s fiscal position. A constitutional
amendment in 1994 gave the Treasury more control over expenditures. Together with an
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Figure 1.4a. Real effective exchange rate
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Source: IPEA.

increase in tax revenues this resulted in primary surpluses in 1994 and 1995. Trade
liberalisation was accelerated, which kept a lid on inflationary pressures and, with
domestic interest rates much higher than international rates, led to capital inflows. As a
result, the real appreciated after its introduction in mid-1994 (Figure 1.4a).

Macroeconomic stabilisation had several important economic effects. First, it removed
the regressive effects of inflation, thus leading to a substantial reduction in poverty. In
contrast with previous stabilisation plans, this improvement was sustained, with an
estimated 10 million people being taken out of poverty in two years.? Second, in
conjunction with greater openness, it had a profound effect on economic incentives in
different sectors. Industrial employment fell, as the manufacturing sector was hit by the
higher exchange rate, although the process of adjustment was eased somewhat by
employment creation in the service sector, and by net job creation by small and medium-
sized enterprises. Many of these new jobs were in the informal economy. In overall terms,
“open” unemployment rose from 5% in 1993 to 9% in 1998, while total unemployment
(including hidden unemployment) rose to 18% (IPEA, 2000).

The impacts on agriculture were complex. Macroeconomic uncertainty had reduced
the attractiveness of financial assets. This caused the prices of land, cattle and
commodities to rise, which increased borrowing and investment in agriculture. The Real
Plan, like the plans that preceded it, caused resources to return into financial assets, and
prompted an asset price cycle that led to increased indebtedness. When combined with
high real interest rates and currency appreciation, the effect was a severe financial crisis in
the sector. On the other hand, land prices stabilised at about half their level in the 1980s.
This facilitated access to land for competitive producers, and lowered the costs of the
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Figure 1.4b. Real interest rate
Per cent

60

40

30 |

=30 |

- 40 Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il Il
O S S I N e I N e T S I R e RN ARSI
WeR PR R R R R R R R P R P R R RS R WP RS e RS e R e

Note: Interest rate — SELIC; inflation rate — IPCA.
Source: IPEA.

government’s land reform programme. Moreover, with low inflation, investment started to
recover. The adoption of modern machinery and equipment, which could now be imported
more freely, had an immediate effect on productivity.

In broader terms, the agricultural sector benefited from the abandonment of ISI
policies. Reduced industrial protection improved agriculture’s terms of trade, and the
sector benefited from the 1996 Kandir Law, which exempted raw materials and “semi-
manufactured” products destined for export from value added taxes. While greater
economic stability reduced the incentive to hold land and other physical assets, it
nevertheless established a more attractive investment climate over the long term. The
macroeconomic effects of reform were complemented by sector-specific reforms that were
introduced either as part of the overall reform package, or to meet specific sectoral
objectives. These included trade liberalisation, a reform of price support and credit
policies, deregulation of several key markets and an ambitious agrarian reform
programme. These policy initiatives are discussed in Chapter 2.

As part of the stabilisation policy, the government decided in 1995 to keep the
exchange rate within a narrow band. This required high real interest rates, which
prompted capital inflows and restored foreign reserves (Figure 1.4b). However, a
subsequent lowering of real interest rates was prevented by sub-national (state and
municipal) governments missing their fiscal targets. High real interest rates in turn
harmed the fiscal position, with the public sector deficit rising from 4.5% of GDP in 1997 to
8% in 1998, largely due to higher interest payments. Combined with the disappearance of
the primary surplus, the public debt grew dramatically.
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A higher real exchange rate from 1995 onwards, together with low domestic savings,
led to a deterioration of the current account and an unsustainable accumulation of foreign
debt. By 1998, the ratio of foreign debt to GDP was as high as before the 1982 Latin
American debt crisis. Economic growth stalled, and in 1999, with contagion from the Asian
crisis a major factor, Brazil experienced its own foreign exchange crisis. This time, with a
sufficient consensus to consolidate fiscal adjustment, the subsequent depreciation of the
currency did not stoke inflationary pressures. This has enabled monetary policy to be used
as a tool to target inflation directly.

From a structural standpoint, there has been some widening of the tax base, but the
country remains dependent on overseas finance and continues to be vulnerable to
overseas shocks. Indeed, a string of adverse supply shocks have hit the Brazilian economy
since the floating of the real in 1999. At the international level these shocks included the
slowdown in the world economy in 2001-02 and heightened geopolitical uncertainty; while
at the domestic level an energy shortage in 2001 was followed by a deterioration in market
sentiment in the run-up to the presidential election in 2002. In such a context, exports
have been the main engine of growth, with agriculture and agribusiness exports at the
forefront. However, the long-term sustainability of such prodigious agricultural export
growth is questionable. Commodity prices have slipped back from their recent peak, and by
the end of 2004 the real exchange rate had climbed back to a level higher than that
preceding the 1999 devaluation (Figure 1.4a).

1.3. The effects of economic reforms on Brazilian agriculture

34

Output

The superior growth of agriculture relative to manufactures in the 1990s conceals
important structural changes within the sector. Producers of exportables benefited from
the reduced implicit taxation of exports and the elimination of quantitative restrictions on
exports, producers of importables now had to compete, while those in regulated markets
(notably wheat, milk, sugar and coffee) faced lower prices and higher competition,
irrespective of the net trade position.

Figure 1.5 shows output indices for crops and livestock products from 1990 to 2004.
Trade liberalisation and deregulation of the markets for several importables led to a
contraction of crop output in the early 1990s, as domestic production was replaced by
imports. This effect was eventually overwhelmed by higher output of exportable crops,
where growth was relatively rapid from 1993 and has accelerated sharply since 1999. A
substantial share of this growth is attributable to soybeans and complementary crops
(e.g. second crop maize).

A striking feature of the 1990s was the growth in livestock production. The
appreciation of the exchange rate through much of this period was less of a problem for
livestock than for crops because a smaller share is exported, and because it lowered the
domestic cost of maize and soybeans, which are the main ingredients for feed, as well as
genetic material for breeding.” The biggest growth has been in poultry production, which
has trebled since the beginning of the 1990s. More recently, production of beef has
increased rapidly, with the share of production exported jumping from 10% to 20%
between 2000 and 2004. This increase is driven by rising global (and domestic) demand.
Exports have also been boosted by the gradual elimination of foot-and-mouth disease in
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Figure 1.5. Output indices for crops and livestock products, 1990-2004
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most Brazilian states; and by BSE problems in Europe, and more recently in the United
States and Canada.

Agricultural output has continued to grow despite falling real producer prices for most
agricultural commodities. The real prices of all the main agricultural products fell
considerably between the mid-1980s and the end of the 1990s (Figure 1.6). In 1999/2000,
real prices for the major crop products were less than 40% of their average levels
between 1980 and 1985, while for livestock products the fall was even more pronounced.
On the other hand, output prices have risen slightly relative to the prices of purchased
inputs over the same period. The relaxation of exchange rate controls in 1999, and the
subsequent depreciation of the currency, has led to some strengthening of crop prices over
the last few years, but, as noted, this exchange rate effect has since dissipated.

Land allocation

The liberalisation of agriculture has also led to a shift in the geographical location of
production away from the South and South East to the Centre West (see regional map on
page 37). Total agricultural area remained more or less constant through the 1990s, as
increases in the area planted to soybeans and complementary crops were offset by
reductions elsewhere. However, in the three years between 2000/01 and 2003/04 total planted
area soared from 52 to 61 million ha (Table 1.5), with the area planted to soybeans increasing
by 50%. The expansion in soybean area has in turn boosted area of crops that are rotated with
soybeans, notably second crop maize and most recently cotton. More generally, the rapid
increase in soybean area can be seen as a precursor to more balanced agricultural
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Figure 1.6. Real producer price indexes for main agricultural commodities
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Regional map of Brazil
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development in the Centre West, as infrastructure development follows and producers
stand to benefit from external economies of scale.

Increasing soybean area in the Centre West, and rising demand for pasture from
livestock farmers, have heightened concerns arising from the expansion of agriculture in
the Amazon forest and the cerrado savanna, the world’s greatest remaining tract of
accessible potential farmland. The nature of these concerns, and policy options are
discussed in Box 1.1. The fate of the Amazon rainforest is just one environmental issue
linked to agriculture, albeit the one that attracts the greatest international interest. The
broader linkages between agricultural activity and Brazil’s environment are complex and
vary considerably within Brazil. For example, commercial farming in the southern states of
Rio Grande do Sul, Sdo Paulo and Parana is highly input intensive, with fertiliser use in
these regions comparable to rates in Japan and Korea (between 250 and 300 kg per ha).
Farming systems in these areas have led to a number of specific concerns regarding, for
example, the impact of agricultural water use on resource levels, and pesticide use on
water quality. In the Centre West, on the other hand, farming systems are more extensive,
and farmers in this region increasingly use direct planting, which avoids erosion and
protects the soil, and, by sparing machinery and equipment, reduces fuel costs.
Furthermore, the cattle industry is mostly pasture based and does not generate the same
degree of environmental problems associated with animal manure (e.g. impact on water
quality, ammonia emissions) that are a major issue in many OECD countries, where
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Table 1.5. Land allocation by region

Accumulated change
Flaried area Between 1990/91 Between 2000/01
Products (100t and 2000/01 and 2003/04
1990/91 2000/01 2003/04 1000 ha % 1000 ha %
Soybeans 9743 13970 21 244 4227 43.4 7274 52.1
Centre West 2 946 5760 9568 2813 95.5 3808 66.1
South/South East 6507 7156 10 006 649 10.0 2850 39.8
Maize 1st crop 12 652 10 546 9457 -2106 -16.6 -1089 -10.3
Centre West 1519 1206 758 -313 -20.6 - 448 -37.2
South/South East 8000 6482 5573 -1518 -19.0 -909 -14.0
Beans 1st crop 1881 1285 1371 - 595 -31.7 86 6.7
Centre West 40 55 61 16 39.7 6 11.2
South/South East 1473 859 896 -614 -7 37 43
Cotton 1939 868 1069 -1070 -55.2 200 23.0
Centre West 171 542 605 371 216.9 64 11.8
South/South East 935 173 167 - 762 -815 -6 -3.2
Rice 4233 3249 3598 -984 -233 349 10.7
Centre West 777 631 862 -146 -18.8 231 36.6
South/South East 1821 1326 1392 -494 -271 66 49
Total of crops above 30 446 29918 36738 -528 -17 6 820 22.8
Centre West 5452 8193 11 854 2741 50.3 3660 447
South/South East 18 736 15996 18 034 -2740 -14.6 2038 12.7
Maize 2nd crop 800 2426 3668 1627 203.5 1242 51.2
Wheat 2146 1710 2727 - 436 -20.3 1017 59.5
Beans 2nd and 3rd crops 3624 2594 2 886 -1030 -284 293 1.3
Total for winter crops,1 7 447 7929 10 525 482 6.5 2595 32.7
Total for all crops 51 800 51 600 60 640 -200 -04 6781 13.1

1. “Total for winter crops” includes: maize 2nd crop, beans 2nd and 3rd crops, wheat, barley and other minor crops.
Source: CONAB; IBGE.

animals are predominantly raised indoors or on feed-lots. However, there is a trade-off
between the environmental costs of adopting more intensive livestock systems and the
benefits that derive from reduced pressure to exploit new farmland. In overall terms, any
agricultural production cannot fail to have an impact on the environment, and Brazil faces
the difficult challenge of reconciling its environmental objectives with its ambitious
agenda for agricultural growth, which includes the development of new agricultural areas
in the Centre West.

Agricultural trade

Policy reform enabled both exports and imports of agricultural products to increase.
Between 1990-94 and 2000-03 the value of agro-food exports increased by 73% from
USD 9.8 billion per year to USD 16.9 billion (Table 1.6). The substitution away from
domestically produced importables initially led to a rise in agro-food imports, but this
effect was reversed in the late 1990s so that, overall, agro-food imports increased by just
19% over the same period, from USD 2.9 billion to USD 3.5 billion. There was a decline in
exports at the end of the 1990s, caused by a recession in world agricultural markets which
coincided with the Asian and Russian financial crises. Since then, there has been a boom,
with Brazilian agro-food exports increasing sharply between 2000 and 2003. With imports
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Box 1.1. The impact of agriculture on the Brazilian Amazon

The Brazilian Amazon, together with the surrounding Cerrado, contains the largest portion
of the world’s terrestrial biodiversity. Deforestation of the Amazon is therefore a major
concern, both nationally and internationally. Using the OECD’s driving force, pressure, state
and response framework, this box examines briefly the extent of deforestation (state), the
role of agriculture in the process (pressure), the main factors explaining agriculture’s role
(driving forces) and what policy actions have and could be done (response).

According to the Brazilian National Space Research Institute (INPE), the total area of
deforestation of the Amazon increased from 15.2 million hectares in 1978 to over
60 million ha by 2001 and is rapidly approaching 70 million ha.! This represents over 16%
of the Amazon forest. Since 1990, Brazil has lost an area of forest the size of the United
Kingdom. While the annual trend has been variable over the period, with a peak in 1995,
the increase in the rate of deforestation since 1999 has caused a great deal of publicity.
Deforestation is concentrated in three Amazonian states: Mato Grosso, Para and Rondonia
- the so-called “arc of deforestation”.?2 These states’ share in the annual rate of
deforestation has risen from around 75% in the early 1990s to 87% in the early 2000s.

While logging can be a major cause of deforestation in tropical rainforests, it is not a
major direct contributor to deforestation of the Amazon (Kaimowitz et al., 2004). However,
it can damage the forest, as the selective logging practice of most operators makes it easier
for forests to catch fire and the creation of access roads by foresters facilitates the
movement of farmers into the forest areas. In numerical terms, the largest group of
farmers in the Amazon region is subsistence farmers. An estimated 600 000 subsistence
farmers clear on average 600 000 ha of forest each year to cultivate crops (Shean, 2004).
These farmers practise a migratory slash and burn policy, farming the cleared land with
staple crops like manioc, rice and beans for 2 to 3 years before moving on.

Although fewer in number, large-scale commercial ranchers account for the largest share of
deforestation, felling approximately 1.4 million ha every year. The number of cattle grazed in
the nine states that comprise the Legal Amazon doubled between 1990 and 2002, accounting
for 80% of the growth in the total Brazilian herd. Cattle numbers have increased most
dramatically in the three states that have experienced the greatest rates of deforestation.

Anecdotal evidence suggests that the recent expansion in soybean area has largely taken
place on idle, unproductive or less-profitable pasture land. While some argue that there
are agronomical difficulties and economic costs associated with turning virgin rainforest
into crop land (Brandao et al., 2005), others argue that this is in fact happening, either
directly, or indirectly, through the migration to the forest frontier of displaced cattle
ranchers to clear new lands and re-establish their operations (WWF, 2003 and ISA, 2005).

In addition to the Amazon, concerns have also been raised about the environmental impact
of agricultural expansion in the Cerrado. Extending over two million square kilometres, this
savannah area is home to a large and unique biodiversity (estimated as high as 10 000 species,
of which 45% are found only here). While agriculture has expanded rapidly in this region since
the 1960s, it is estimated that there still remains approximately 650 000 square kilometres of
undeveloped Cerrado land with agricultural potential (Brandao et al., 2005).

So what have been the main driving forces behind the expansion of agriculture into the
Amazon forest? A number of studies carried out in the late 1980s focused on the stimulus for
pasture conversion and cattle ranching provided by government subsidised credit via the
regional development agency for the Amazon (SUDAM), and by various tax breaks (Norton
and Alwang, 2004). These incentives were terminated or phased out at the beginning of
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Box 1.1. The impact of agriculture on the Brazilian Amazon (cont.)

the 1990s. However, recent studies continue to highlight the influence on agricultural
expansion of government agricultural credit programmes [e.g. MODERFROTA, a credit
programme for agricultural machinery and equipment, (Brandéo et al., 2005)] and research
programmes, e.g. the development of high yielding tropical soybean varieties (Shean, 2004).

The basic explanation for the expansion of cattle ranching is that it is a low-risk, highly
profitable business for those involved, with rates of return on the “arc of deforestation” that
are much higher than elsewhere in the country (Margulis, 2003). In addition to cheap land
and favourable climatic conditions, a number of external developments have made
Amazonian cattle ranching profitable. Urban income growth in Brazil, coupled with the
emergence of processing facilities and marketing channels created a strong impulse to
expand beef production into the Amazon during the early to late 1990s (Mertens et al., 2002).
Since then, the development has been export led, driven by the 1999 devaluation of the real
and the gradual elimination of foot and mouth disease (FMD) in most Brazilian states which
provide access to markets in Europe, Russia, and the Middle East (Kaimowitz et al., 2004).

Another important driver has been the development of roading systems as transport costs
have a fundamental impact on the profitability of agricultural options in the Amazon (Ferraz,
2001; Chomitz and Thomas, 2003). In this respect, it has been predicted that the Brazilian
government’s plan to pave approximately 6 000 km of highways cutting through the core of the
Amazon will lead to 120 000 to 270 000 km? of additional deforestation and forest impoverishment
through logging and fires over the next two to three decades (Nepstad et al., 2001).

Finally, deforestation has been undertaken by farmers because it facilitates land
appropriation (Cattaneo, 2001; Fearnside, 2001). Brazilian legislation recognises the right
de posse, which is a first step towards ownership, obtained by the land occupation and use.
As a result, ranchers have considered themselves “obliged” to clear forests to guarantee
their tenure because any landowner who did not clear would, in practice, lose the land
either to expropriation or to invasion.

The trade-off between the economic benefits from agricultural expansion and the
environmental benefits from forest preservation is ultimately a domestic policy decision
that pertains to Brazil. The difficulty in making this trade-off is perhaps most clearly
illustrated in the case of roading, where there are clear economic gains and environmental
losses associated with the improvement of the transport network. At the same time, any
environmental policy needs to take account of the difficulties of policing such a vast area.
For that reason, some have argued that regulated farming in the Amazon may result in less
destruction than an outright ban (e.g. Brandao et al., 2005).

Given that part of the incentive to clear forest for agriculture is due to institutional and
market failures, it may be in Brazil’s own interest to put in place policies that limit these
distortions. In this regard, the Action Plan for Deforestation Prevention and Control in the
Amazon, launched in March 2004, can be seen as a positive step. The plan includes the
introduction of a unified land registry system, improved enforcement of laws concerning
deforestation and the illegal occupation of government land, reviews of public investment
projects, and greater control over agricultural credit.

However, significant obstacles are likely to prevent a quick solution. Regulating access to
areas of the forest that are not meant for agricultural development is unlikely to occur in
the near future due to the financial resources required for monitoring and enforcing of
such an operation. In addition, implementation of the Plan has been delayed because of
bureaucratic problems and the difficulties in co-ordinating among the 13 ministries
involved. The need for clear priorities, deadlines and precise goals would also be helpful.
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Box 1.1. The impact of agriculture on the Brazilian Amazon (cont.)

The Amazon forest’s suitability for livestock production could be limited if Brazilian
agricultural researchers’ vision of the future farming system in Brazil (especially in the
Cerrado region) comes to be. This would involve an integrated farming system which
combines crops and pasture into one enterprise. Producers could reduce pasture acreage
by 75% while also increasing their stocking rate by 190% (going from 1.1 cattle per hectare
to 3.2 per hectare). Even if these schemes do take hold, an implicit trade-off exists between
protecting biodiversity in the Amazon or in the Cerrado.

1. INPE defines deforestation as the conversion of areas of primary forest by human activities aiming at the
development of agriculture activities as detected by orbiting satellites.

2. These three states fall within the “Legal Amazon”, an administrative region that comprises nine states (the
other six are Acre, Amapd, Amazonas, Roraima, Maranhdo and Tocantins) and covers five million square
kilometres — more than 50% of Brazil’s total land area.

Table 1.6. Brazil’s agro-food trade,’ 1990-2003
USD million

Per cent change
1990-94 1995-99 200003 2000 2001 2002 2003 2000 to 2003
1990-94 1995-2000

Agro-food export, f.0.b. 9764 14812 16889 12915 16288 17073 21281 73 14
Agro-food import, f.0.b.2 2915 5563 3469 3915 3226 3230 3505 19 -38
Agro-food trade balance 6 849 9249 13420 8999 13062 13842 17776 9% 45
Coverage rate of agro-food import
by export, % 335 266 487 330 505 529 607 - -
Share of agro-food trade in total
trade, %

Export, f.0.b. 27 30 27 23 28 28 29 - -

Import, f.0.b.2 12 10 7 7 6 7 7 = =

1. Agro-food trade as defined in Annex 1 of the URAA.
2. Brazilian import data are officially reported on a f.o.b. basis.

Source: MDIC - ALICE.

more or less constant, this caused Brazil’s agro-food trade surplus to almost double over
the same period, reaching a record USD 17.8 billion in 2003 (Figure 1.7).

The rapid increase in the value of Brazil’s agricultural exports in the past ten years
reflects mostly a physical expansion of trade, and to a lesser degree the impact of price
increases.® A substantial rise in the export volumes was observed for almost all the
country’s major exportables in recent years (Figure 1.8).

The export boom has been driven primarily by soybeans and soybean products, but
supported by other products, notably sugar and meats. In the last few years, Brazil has
become a significant exporter of maize, and regained its net export position in cotton. As a
result of these changes, there has been a significant change in the composition of
agricultural exports (Figure 1.9). The export shares of soybean products, sugar and alcohol,
and meat have increased, while the shares of orange juice and coffee have declined. In
overall terms, however, agricultural exports remain concentrated on a few commodities.
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Figure 1.7. Evolution of Brazil’s agro-food trade, 1989-2003
USD billion

I Agro-food exports [ Agro-food imports — Agro-food trade balance

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Source: MDIC - ALICE.

Figure 1.8. Changes in export volume of Brazil’s major agricultural exportables
between 2000 and 2003
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Figure 1.9. Commodity shares in Brazilian agro-food exports, 1990-2003
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Primary and processed exports of soybeans and products, sugar, meat, coffee, orange juice
and tobacco account for three-quarters of agricultural export earnings (Annex 1.A1,
Table 1.A1.1). Within the soybean sector, exported volumes of unprocessed soybeans
increased considerably in the second half of the 1990s, following the removal in 1996 of
ICMS taxes on exported primary products, and in response to the emergence of the large
Chinese market for uncrushed beans. Brazilian exports of soybeans to China surged from
15 000 tonnes to 6 million tonnes between 1996 and 2003.

OECD countries account for more than half of Brazil’s agro-food exports, although that
share is declining. In 2000-03, the European Union alone accounted for 41% of agro-food
exports (Figure 1.10). The most important individual markets are, in order of size, the
European Union, China, the United States, Russia and Japan. Since 2000, the European
Union, the United States and Japan have been accounting for a declining share of Brazilian
agro-food exports, at the expense of China, Russia and other rapidly growing markets
(Figure 1.11 and Annex 1.A1, Table 1.A1.2). Argentina was also an important export
destination until its financial crisis in 2000, but its share of Brazil’s agro-food exports
almost halved between 2000 and 2002, causing it to fall from 5th to the 13th position. This
appears to have been a temporary decline, as in 2003 sales to Argentina started to recover.
Other major importers from Brazil are South Korea and several Middle Eastern and North
African countries, such as Iran, Saudi Arabia, and Egypt.

The longer term geographical shift in Brazil’s agro-food exports is apparent from
regionally aggregated data (Annex 1.A1, Table 1.A1.3). Western Europe’s (mostly the
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Figure 1.10. Brazilian agro-food exports by region of destination, 2000-03 average
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Figure 1.11. Changes in export shares to Brazil’s 10 major export destinations
between 2000 and 2003
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European Union’s) share of agricultural exports declined from 53% in 1990-94 to 43%
in 2000-03, even though the value of exports rose in nominal US dollars. Similarly, the
share of the North America (the United States and Canada) fell from 15% to 8% over the
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same period, even declining in nominal terms. On the other hand, the share of agro-food
exports going to the Asia-Pacific region increased from 13% to 18%, while that going to the
Middle East and North Africa increased from 8% to 12%, and that going to Central and South
Eastern Europe and the Former Soviet Union rose from 3% to 9%. The proportion of sales to
Latin American and Caribbean countries rose by just 1%, from 6% to 7%, as depressed sales
to Argentina were offset by increased exports to other countries in the region.

Imports

Agricultural imports currently account for only 7% of Brazil’s total import
expenditures. For the majority of agro-food items, Brazil is self-sufficient or only
marginally dependent on imports (Table 1.7). The main exception is wheat, where imports
cover more than half of domestic needs.

Table 1.7. The share of imports in total domestic consumption of main
agricultural commodities in Brazil

Per cent
Average 1990-92 Average 1995-97 Average 2000-04
Wheat 55.0 68.7 55.5
Maize 2.7 2.1 1.2
Rice 1.6 6.2 7.8
Beans 3.4 5.1 3.0
Sugar 0.7 0.3 0.0
Milk 0.0 0.5 0.0
Beef and veal 3.9 4.4 1.2
Pigmeat 09 0.4 0.0
Poultry 0.0 0.0 0.0
Eggs 0.3 0.2 0.0

Source: FAO; IBGE and OECD.

Wheat alone comprised 26% of all Brazilian agricultural imports in 2000-03
(Figure 1.12). Over this period the country purchased abroad about 7 million tonnes per
year, making it the world’s second largest wheat importer after Italy. Other major
importables are soybeans, malt, rice, cotton, and whole milk powder. Together with wheat,
these commodities account for 45% of total Brazil’s agro-food imports (Annex 1.A1,
Table 1.A1.4). The significance of soybeans among Brazil’s imports is due to the fact that
crushers located in the regions bordering Paraguay often find it cheaper to import soybeans
than to transport them from inland areas.

Latin America and the Caribbean provide over two-thirds of Brazil’s total agro-food
imports, with most of these imports coming from the three Mercosur partners: Argentina,
Paraguay, and Uruguay (Figure 1.13 and Annex 1.A1, Table 1.A1.5). These countries are
Brazil’s main suppliers of wheat (about 88% was coming from Argentina), soybeans (all
imported from Paraguay), maize (99% from Argentina and Paraguay), rice (78% from Uruguay
and Argentina) whole milk powder (all supplied by Argentina and Uruguay) and malt (over
one half imported from Argentina and Uruguay). Argentina alone accounts for almost 46% of
Brazil’s agricultural imports (Annex 1.A1, Table 1.A1.6). The European Union and the United
States are the other significant partners, providing about 14% and 8% of total Brazil’s agro-
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Figure 1.12. Brazil’s agro-food imports by product, 2000-03 average
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Figure 1.13. Brazil’s agro-food imports by region of origin, 2000-03 average
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food imports respectively. The European Union is an important supplier of malt and wheat
flour, while the United States is one of the main exporters of rice and cotton to Brazil. The top
five partners account for over 80% of agro-food products purchased abroad, implying that
Brazil’s agricultural imports are considerably more concentrated than its exports.

Despite the recent boom in exports, the majority of agricultural production is destined
for the domestic market. Agricultural exports accounted for 31% of agricultural production
in 2004, compared with shares of 41% in Canada and 74% in Australia, two other major
agricultural exporters. On the other hand, the share is higher than that of the United
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States (22%) which, like Brazil, supports a large internal market. As Brazil is self-sufficient
in most commodities, imports are small relative to domestic consumption (less than 5%).
As noted, however, agricultural trade has is of considerable macroeconomic importance to
Brazil, as a major source of foreign exchange earnings.

Some of the recent acceleration of export growth can be seen as a temporary effect
attributable to the coincidence of the devaluation in 1999 and a period of relatively high
commodity prices. In the longer term, a major question mark hangs over the sustainability
of these growth rates. Land availability does not seem to be a major issue, notwithstanding
environmental concerns. However, there is some uncertainty over the speed with which
permanent pasture can be utilised for crop production, given underdeveloped physical
infrastructure. Real cropland prices, having been more or less constant between 1996
and 2002, jumped by 30% in 2003. The OECD’s Outlook for temperate zone commodities is
summarised in Box 1.2.

Productivity improvements

Reforms have also had a beneficial effect on productivity, which, following a period of
stagnation, improved significantly in the 1990s. Figure 1.14 shows the evolution of total
factor productivity (TFP) since 1975, by component. It is important to notice that the
productivity of labour has increased dramatically, while land productivity has increased
significantly too. The productivity of capital has increased more slowly, meaning that the
sharp improvement in yields overstates gains in TFP.

Improvements in yields reflect several factors: improvements in plant technology
(notably due to state-sponsored research by Embrapa), the withdrawal of less productive
land and the increased use of more productive land in new areas (again linked to new
technology), the exit of less efficient producers, and a shift to more productive regions.
Technical change and economies of scale have led to the development of very large farms
in the Centre West. Gasques and Conceicao (2000) estimate that total factor productivity
grew more rapidly in the Centre West than elsewhere. Productivity gains were especially
important for milk, poultry and pig production, where rapid modernisation took place.

In most cases, yields of importable crops increased more rapidly than those of
exportables. This trend was already apparent under the umbrella of trade protection, as
research was more geared to import substitution. With the exception of maize and cotton,
which can be rotated with soybeans, reforms led to a shift of resources out of import-
competing crops and declines in harvested areas (Table 1.5). This in turn had a beneficial
effect on yields. Cotton yields increased dramatically, as production moved to the Centre
West, with this product becoming a net export in 2001. The impact of reform on
exportables was more modest, as these products were already competitive anyway. The
major exception is soybeans, where the adoption of new technologies in the Centre West
enabled yields to increase by 22% between 1989-92 and 1995-98.

On balance, improvements in yields more than made up for the decline in area planted
to importable crops (Figure 1.15). The notable exception is wheat, where production fell
accordingly. The expansion in livestock output is largely due to increases in the number of
animals slaughtered, although productivity of the beef herd has increased.

Capital intensity varies considerably by region. Commercial farming in the southern
states of Rio Grande do Sul, Sdo Paulo and Paranad is highly mechanised, and facilitated by
good infrastructure. It is also highly input intensive, with fertiliser use in these areas
comparable to rates in Japan and Korea (between 250 and 300 kg per ha). On the other hand,
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Box 1.2. The outlook for commodity production and trade in Brazil

According to the latest OECD-FAO Agricultural Outlook, world market prices for most
agricultural products are expected to continue to decline in real terms to 2014. This
reflects the fact that the forces that strengthen agricultural product supply (largely
productivity gains) tend to outweigh the forces that drive stronger demand for these
products, such as income and population growth. The price outlook faced by Brazilian
producers will, to some extent, be improved by the expected further depreciation of the
real against the US dollar and domestic economic growth of around 4% per year that
should boost domestic demand. In response to this price outlook, and with emerging
infrastructural bottlenecks restraining supply, production growth in Brazil for most
agricultural products is projected to increase, but less rapidly than over the last decade.
Supply and demand adjustments will, in turn, affect trade in agricultural products,
boosting imports of some products and slowing the export growth of others. Commodity-
specific information on the production and trade prospects for a range of agricultural
products in Brazil are shown in Box Table 1.8 below.

Table 1.8. Brazil agricultural commodity projections

Production Net trade
i Average % growth Average % growth
commodty 1999/2300— 2004/05 ’ 1999/2300— 2004/05 g—
2003/04 et 11993-2003 2004-14 | 2003/04 et 11993-2003 2004-14

Soyabeans mt 39.2 57.0 7.8 3.1 13.6 23.0 15.2 4.0
Soyabean meal mt 18.5 247 49 2.4 1.4 16.0 3.8 2.2
Soyabean oil mt 4.6 6.1 5.0 24 1.7 3.4 16.6 2.3
Maize mt 39.6 49.0 4.6 1.6 -0.9 -05 -94 1.3
Wheat mt 383 5.7 0.5 0.3 -6.6 -45 -1.0 5.0
Rice mt 7.2 6.2 0.2 0.8 -0.6 -08 71 -0.9
Sugar mt rse 21.9 29.4 8.7 3.0 121 18.4 14.0 8.2
Beef mt cwe 6.9 7.8 45 1.6 0.8 14 12 15
Pigmeat mt cwe 2.5 2.4 74 4.0 0.3 0.5 25.6 3.1
Poultry mt rtc 6.6 8.3 8.3 2.1 1.3 2.5 15.5 1.7
Milk mt pw 21.4 23.8 34 2.0

Butter kt pw 72.0 80.0 44 2.3 -5.0 -1.0 -15.2 21.0
Cheese kt pw 454.0 498.0 3.7 2.3 -11.0 -9.0 -0.9 -3.1
Skim milk powder kt pw 65.0 74.0 7.8 0.5 -23.0 -10.0 -10.5 -3.4
Whole milk powder kt pw 279.0 318.0 6.7 0.3 -72.0 -37.0 41 43

Est.: estimate.
Source: OECD-FAO (2005).

A consistent feature of the Outlook is the continued ascendance of Brazil as a leading
agricultural trader. Strong demand for oilseeds in traditional importing countries is
projected to lead to an expansion in the global oilseed market with exports from Brazil
virtually dominating the expanding marketplace. As a result, Brazil may even surpass
the US as the world’s leading oilseed exporter over the projection period. In addition, Brazil
features as a large player within the Latin America region for exports of soybean oil.
Despite expectations of continuing low world sugar prices, Brazil is expected to remain the
world’s largest sugar exporter, with combined sales of both raw and white sugar projected
to increase by nearly 44% over the next ten years. In addition, Brazil is expected to become
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Box 1.2. The outlook for commodity production and trade in Brazil (cont.)

the world’s largest beef exporter over the same period. Likewise, additional supplies
needed for a growing global market for pork are expected to be met by Brazil expanding
its investment in the sector. Similarly, Brazil is positioned to further expand poultry
production and to maintain its role as the largest exporter of poultry meat. Finally,
Brazil belongs to the group of countries that are expected to increase their share of
global milk production over the coming decade and this is reflected in changes in dairy
product trade.

Figure 1.14. Total factor productivity in Brazil, 1975-2003
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Source: Calculations by Gasques, Bastos and Bacchi.

the less developed north eastern part of the country, where most of the traditional farms are
located, suffers from basic deficiencies in access to capital. Gasques and Concei¢ao (2000)
suggest that one reason for the weak performance of capital is the general lack of access to
investment and working capital among small and medium-sized farmers. This raises the
question of whether these farmers are inherently uncompetitive, or whether some have the
prospect of being competitive if failures in capital markets are corrected. This question is
taken up in the following discussion of farm sizes.

Trade liberalisation and the associated reduction in protection for industry, together with
an appreciating real exchange rate prior to 1999, increased the demand for tradable inputs. A
further factor was a substantial increase in agricultural wages, with the minimum wage
increasing from BRL 70 per month to BRL 100 in May 1995. Fertiliser consumption more than
doubled between 1990 and 2000 (a period over which planted area was constant), and was a
major contributor to increasing yields in the 1990s (Figure 1.16). Although real tractor prices fell
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Figure 1.15. Changes in production, productivity, area and slaughtered
livestock numbers
1999-2002 compared to 1985-1989
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Figure 1.16. Trends in input use
Domestic sales 1990-2002
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during the decade, sales of tractors and combines were as much dependent on the availability
of investment credit, which was severely curtailed in the mid-1990s. The peak in 1994 was due
to the sharp appreciation of the real, which lowered the prices of imported goods.

Employment

Higher real wages exacerbated pressures to reduce the farm labour force. The
mechanisation of sugarcane production in Sdo Paulo state is an example of this, as is the
development of mechanised cotton production to the Centre West (and the phasing out of
manual cotton-picking in the South). Agricultural employment fell by 13% between 1992
and 2002, with relatively rapid reductions in the share of employment in both the South East
(where the share of production declined) and the Centre West (where the share of production
rose). Over the same period, the share of the North East in agricultural employment rose
from 45% to 50%, reflecting the lack of development in this region (Table 1.9).

Table 1.9. Agricultural employment

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Agricultural employment in million 18.50 18.25 .. 1815 16.65 16.77 16.34 17.37 .. 1553 16.14
of which: employees, % 27 27 .. 26 27 26 26 25 .. 27 27
of which: self employment, % 24 24 .. 25 25 26 27 26 .. 26 26
of which: North East, % 45 45 .. 48 48 50 50 50 - 50 50
of which: South East, % 26 26 .. 24 25 23 23 24 .. 23 23
of which: South, % 21 21 .. 20 20 19 20 19 - 20 21
of which: Centre West, % 7 7 .. 7 7 7 7 7 .. 6 6

Note: People 10 years or older, employed in the reference week. Rural data excludes the North which is not covered by
the PNAD survey. No surveys were conducted in 1994 and 2000.

Source: PNAD survey.

Farm sizes

Structural changes within Brazilian agriculture have tended to result in larger
operations. As a consequence, there has been a fall in the total number of farms in Brazil,
although the extent of that fall is disputed.” The main force behind this development is the
expansion of production in the Centre West, where land is cheap and farms benefit from
substantial economies of scale. This puts small-scale producers, most of whom are located
in other regions, under increased competitive pressure. As recently as 1995, this change
was not evident in the structural data (Table 1.10). There are several possible reasons for
this. One is that policy reforms in the late 1980s and early 1990s, including the elimination
of subsidies for land clearing in the Amazon region, reduced incentives for land
concentration. Another is that lower inflation took away the incentive for speculative
landholding. A further factor is that a decline in number and total area of small farms
between 1985 and 1995 offset significant growth between 1980 and 1985. In the case of
larger farms, the most important explanation is probably that pasture has simply made
way for soybeans and other crops.

The shift toward production of exportables, coupled with the shift in the location of
production, has nevertheless led to the adoption of technologies that favour larger
operating structures. Even in traditional areas, and for crops like corn and beans, which
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Table 1.10. Structure of landholdings

1980 1985 1995
Total area (ha) Number. of Total area Number' of Total area Number of Total area
properties properties properties
% % % % % %
0 - less than 10 50.35 2.47 52.83 2.66 49.43 2.23
10 - less than 50 31.49 10.18 29.68 10.52 31.20 9.97
50 — less than 100 7.58 7.50 7.55 8.04 8.24 7.76
100 — less than 500 8.33 23.74 7.89 2413 8.47 23.57
500 - less than 1 000 1.12 11.01 1.03 10.92 1.20 11.36
1000 - less than 10 000 0.87 28.67 0.83 29.24 0.97 30.59
More than 10 000 0.04 16.45 0.03 14.49 0.04 14.51

Source: IBGE - Agricultural Census from 1980, 1985 and 1995.

feature in the production portfolios of small farms, large farms have been increasing their
yields more rapidly, placing pressure on smaller operations (Table 1.11 and Figure 1.17).
One exception is rice, possibly because yields were already considerably higher for
medium-sized farms, but even here yields in the Centre West have been increasing more
for large farms than for small ones.®

Table 1.11. Percentage change in yields by farm size, 1985-1996

Farm size (ha) Beans Corn Cotton (SSLC‘[EV (S\Ilfl; Wheat ~ Cocoa  Coffee  Oranges Scl;?;r Soybeans
0-5 15 14 18 72 1 -10 -36 -2 -23 -18 50
5-10 11 24 -4 68 1 -9 -35 -4 -24 -18 24
10-20 21 29 -6 56 6 -6 -38 5 -23 =) 29
20-50 19 38 -6 43 12 -3 -4 13 =22 -7 25
50-100 29 55 12 21 17 -4 —-44 17 -16 -6 24
100-1 000 81 73 44 13 50 13 - 45 16 -13 -2 25
1.000-10 000 164 95 49 11 56 35 -40 9 10 7 29
10 000 and more 107 108 31 -1 45 - - - 42 -1 24
Total 34 63 24 19 45 6 -43 12 -12 2 28
Number of farms

in 1985 (1000s) 2946 3 461 438 228 140 143 112 526 889 403 420

1. The data for the South refer to the states of Rio Grande do Sul and Santa Catarina. CW is the Centre West region.
- There were fewer than 50 farms in each of these cases, and they had an insignificant amount of production.

Source: Helfand and Rezende (2004) based on data from the agricultural censuses, IBGE.

In the case of the Centre West, Helfand (2003) estimates that technical efficiency first
falls and then rises with farm size (the converse of what is normally believed). He finds that
differences in efficiency across farms are further explained by ease of access to institutions,
credit and modern inputs, and argues that easier access in these areas would make small
and medium-sized farms (around 20 to 200 ha) more efficient, and raise the relatively weak
productivity of capital noted earlier.
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Food chain linkages

A further feature of the post-reform period has been the much higher concentration of
the downstream sector, particularly at the retail level. By 2000, supermarkets accounted for
an estimated 75% of food retail sales, compared with less than 20% at the beginning of
the 1990s (Reardon and Berdegué, 2002). This has potentially important implications for
the farm sector, as supermarkets start contracting directly with producers and specifying
strict quality and other standards. This development offers advantages for producers who
are able to obtain a contract, and may, for example, see their credit constraints eased
through the forward supply of inputs such as seed. However, it causes increasing
difficulties for those farmers who cannot meet demands from downstream purchasers, yet
find it increasingly difficult to find local outlets for their products. This is a particularly
important issue in sectors such as fresh fruit and vegetables and dairy, where one would
naturally expect relatively good prospects for small and medium scale producers, due to
fewer economies of scale compared with grains and livestock products, and relatively high
opportunities for increasing the value added of the product (Reardon and Farina, 2004). In
short, the rise of supermarkets is likely to accelerate adjustment at the farm level, and the
shake-out between those households with a future in farming and those whose best
prospects lie in other sectors.

Consumption

Despite rapid export growth, the vast majority of agricultural production in Brazil
remains destined for domestic consumption. Brazilians consume on average about
3 000 calories per day, a figure which is considerably higher than the developing country
average, and exceeds the averages for China, India and South Africa (Table 1.12). As per
capita incomes rise, this number would be expected to approach the developed country
average of 3 260. However, Brazilians consume about 20% less protein than their
counterparts in developed countries, so the most significant changes would be expected to
come from a diversification of the diet among poorer households.

Table 1.12. Food consumption patterns, 2000-02

Brazil China India South ) enting  Mited  Developed  Developing

Africa States countries countries
Total calories per day 3010 2958 2420 2917 3075 3794 3300 2 657
from vegetable sources 2353 2 360 2229 2 559 2120 2757 2 436 2304
from animal sources 657 598 191 358 954 1037 864 353
Protein (grammes/day) 81.3 82.2 56.4 76.1 100.1 114.2 99.7 68.4
Fat (grammes/day) 92.3 86.9 50.6 75.2 105.8 156.7 122.0 64.4
Meat (kg/year) 80.0 51.2 5.1 39.8 96.0 121.8 78.0 27.9

Source: FAOSTAT.

Incomes and poverty

The implications of reform for incomes and poverty are explored in more detail in
Chapter 3. At this juncture it is instructive to note that per capita incomes rose by 29% in
real terms between 1991 and 2000. This reduced the share of people living in poverty by
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18%. The pace of reduction in poverty was about the same in rural as in urban areas,
although extreme poverty declined more rapidly in rural areas. On the other hand, as
shown in Chapter 3, the situation for the poorest of the poor in rural areas actually
deteriorated, with rural poverty becoming increasingly concentrated in the North East and
North regions. There was a very slight increase in income inequality across the economy
as a whole, with the Gini coefficient rising from 0.63 to 0.65.

The immediate welfare of the poorest households depends on whether or not they fall
within the ambit of social policies. The current structure of Brazil’s social programmes is
described in Box 1.3. The poverty gap, i.e. the wedge between a poor person’s income and
the poverty line (in this case the one adopted by IPEA and the Ministry of Planning, Budget
and Management), is relatively low in Brazil. This implies that a sizeable reduction in
poverty could be achieved by devoting relatively few budgetary resources to income
transfers to the poor. Thus OECD calculates that, based on indicators for 2002, perfectly
targeted transfers totalling 2.7% of GDP would suffice to bring the income level of the poor
to the poverty line (OECD, 2005). In contrast, federal means-tested income transfers
currently amount to 1.5% of GDP. The need to maintain public spending over a sustained
period is noted, as are some of the difficulties of targeting payments in Brazil.

1.4. Policy challenges

Agricultural policy design in Brazil involves reconciling multiple objectives. These
objectives include the promotion of agricultural growth within the constraints of
environmental objectives, and the design of specific policies that are tailored to the needs
of poor farm and rural households.

Sustaining agricultural growth

Agriculture and its associated industries are strategically important to Brazil, owing to
their sizeable contribution to output and employment, and their even more important share
of exports. Accordingly, it is important that growth be maintained, subject to its consistence
with environmental and other objectives. The agro-food sector as a whole has benefited
from macroeconomic stabilisation, structural reforms and agricultural policy changes. These
developments have progressively enabled resources to be reallocated to those agricultural
sub-sectors in which the country has a comparative advantage. More recently, production
and exports have boomed on the strength of a weakened currency and high commodity
prices. As these more transitory phenomena pass, it is important that the fundamental
structural changes that have helped boost agricultural development are consolidated.

Brazil’s comparative advantage in agriculture stems from an abundance of actual and
potential farmland. The low cost of farmland is to some extent offset by higher variable
costs, notably for transport, fertiliser, machinery and through interest on capital. Insofar as
these costs are a function of relatively low economic development and weak
macroeconomic fundamentals, they should come down over time. This would further
enhance Brazil’s core comparative advantage in agriculture.

Weak infrastructure is emerging as a significant bottleneck to agricultural
development, as other constraints to competitiveness subside. The costs of getting
products to overseas markets are a particular concern, since most producers are a long
distance from their principal markets, and face internal logistics systems that are
relatively underdeveloped. For example, 10% of all roads in Brazil are paved, compared with

OECD REVIEW OF AGRICULTURAL POLICIES — BRAZIL - ISBN 92-64-01254-0 - © OECD 2005 55



1. THE POLICY CONTEXT

Box 1.3. Social programmes in Brazil

Government spending on social programmes in Brazil — including education, healthcare,
housing, social security (pensions) and unemployment assurance - accounts for one-quarter
of GDP. This share is high given Brazil’s income level, and on a par with the OECD average.

The composition of social spending is shown in Figure 1.18 below. Spending on pensions
accounts for nearly half the total, with a share of 11% of GDP. This proportion exceeds the
OECD average and is similar to that of several OECD countries with much older
populations. Despite reforms, spending on pensions is likely to rise with the ageing of the
population. Yet with only about 40% of the labour force covered, the Brazilian social
security system fails to protect many workers in the informal sector, who typically receive
lower wages and less protection from social safety nets. In addition, spending on
education and healthcare is low in comparison with OECD countries.

Figure 1.18. Composition of general government social spending, 20021
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1. The numbers refer to spending levels in per cent of GDP.
2. Includes active labour market and unemployment insurances.
3. Includes family allowances, incapacity and related benefits.

Source: Reis and Rocha (2004), and Ministry of Finance.

The 2005 OECD Economic Survey of Brazil points to a number of ways in which the
targeting and equity of social programmes could be improved. These include ensuring that
the social security system becomes fiscally sustainable over time; shifting the composition
of education spending towards the primary and secondary school level; and focusing more
on preventative healthcare. The diversity of social programmes, coupled with
decentralised service delivery, often results in an overlap of initiatives and mandates, thus
raising delivery costs. Greater emphasis on internal co-ordination in the design and
implementation of social programmes - at the federal, state and municipal level - is
recommended as a way of improving efficiency.

Source: OECD (2005).

29% in neighbouring Argentina. Moreover, transport costs are relatively important for
Brazil, as a large share of the country’s agro-food exports tend to be in the form of bulk
commodities.
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This source of cost disadvantage is gradually being reduced. The southern states are
well connected to the main ports of Parana, Santa Catarina and Rio Grande do Sul, while
investment in the Cerrado region, including development of the Amazon'’s tributaries, is
bringing transport costs down sharply. In the case of soybeans, completion of the North
West corridor project is expected to reduce shipping cost to the coast from USD 45 to
USD 15 per tonne. Such cost reductions can create a virtuous circle of agricultural
investment and development of supporting infrastructure, with a considerable proportion
of the latter being paid for by the private sector (as is happening in the cases of the
Ferronorte Railway and the Madeira Waterway).

In general, the yields for major crops are lower than in the most competitive suppliers,
so it is low costs rather than high land productivity that drive competitiveness. There are
several reasons for relatively low yields, including relatively extensive farming systems,
the practice of double cropping, and a small technology gap. In overall terms, however, the
soils are similarly fertile, and the gap in yields is closing, largely on the strength of the
increased chemical inputs and the use of improved seeds. Brazil estimates that its soybean
yields exceeded those in the United States for the first time in 2001, largely as a
consequence of research and extension tailored to local climatic conditions. This closing of
the gap may be delayed by the expansion of acreage in the Centre West, where soils are less
fertile than those in southern part of the country. However, this region possesses other
attributes that should nevertheless help maintain yields, including good water filtration
and drainage and a suitability for large-scale mechanisation. A more general impediment
is that Brazil’s production base is becoming more diversified. This changing production
mix calls for new research, and the benefits may take time to feed through.

For many agricultural producers, the terms and availability of credit are also a major
constraint. Commercial agri-businesses typically receive their payments in hard currency
(mostly US dollars), which provides evidence of creditworthiness to foreign lenders. In
many cases, these companies do their own lending to agricultural suppliers, either by
providing credit or financing inputs (such as fertiliser) directly. In Brazil, for example,
soybean farmers often find it cheaper to obtain finance from the crushers.

The greatest difficulties arise for businesses that are obliged to borrow on the domestic
market. Although the economy has stabilised in recent years, macroeconomic uncertainty
still has a disproportionate effect on less well-established companies without easy access to
overseas lenders. High real interest rates (see Figure 1.4b) mean that access to credit from
banks would be almost prohibitive but for government subsidies (see Chapter 2).

Smaller, but potentially competitive, agricultural businesses, also face a structural
problem in demonstrating creditworthiness. For many of these producers, “asymmetric
information” between borrowers and lenders means that there is likely to be an under-
provision of credit. There are two options for resolving this dilemma. One is government
intervention. Indeed, Brazil has a range of policies designed to increase the availability of
credit within the agricultural sector (discussed in Chapter 2). The other possibility is
alternative financing arrangements (such as the provision of credit or direct inputs by the
purchaser). This may be a viable possibility for some producers, but many farmers with
only weak integration to markets are unlikely to be able to meet the exacting demands
from food manufacturers and retailers.

Tax policies also have an important effect on producers’ opportunities. Under Brazil’s
ICMS (value-added) tax system, each of the country’s 26 states imposes its own taxes and
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exemptions. This distorts producers’ incentives, while the system’s complexity places an
additional burden on Brazilian producers.

The emergence of large food retailers in Brazil has created a demand for differentiated
commodities as well as for processed food products. The tendency of big supermarket
chains to invest not only in big urban areas, but also in smaller cities, is having a significant
impact on the role played by the farmer within the food chain. Agricultural supply is
increasingly demand driven, through supermarkets and/or importers, requiring of farmers
a new business oriented approach, and the capacity to react to information signals coming
from the consumer via the retailer.

The capacity to export more differentiated and diversified products faces
international and domestic constraints. At the international level, tariff escalation is a
significant obstacle (see Chapter 3). At the domestic level, shortcomings in areas such as
logistics, access to credit, and R&D investments may be eased by public sector
involvement, including partnerships with the private sector. The scope for entering
international production and distribution networks often depends on the capacity to
attract FDI. Good co-ordination across the food chain is a further condition for benefiting
from technology transfers and up-grading product quality.

The shadow that hangs over attempts to improve competitiveness, and to build
successful agri-businesses around a core comparative advantage in agriculture, is trade
protection in important markets and subsidised production and exports by rival suppliers.
Some of the adverse impacts can be cushioned by moves into products where effective
demand is less constrained (e.g. tropical products), but these policies nevertheless impose
an important constraint on the agro-food sector’s growth prospects. With supply-side
improvements likely to continue, the need for further liberalisation of trade in agricultural
products becomes more important.

Social challenges

Notwithstanding agriculture’s continued importance to the national economy,
agricultural employment fell by 14% between 1992/93 and 2001/02. This decline is not
exceptional by international standards, but indicates particularly strong adjustment
pressures, given that the sector’s share of national income actually increased slightly over
the same period. Moreover, it has put a significant strain on social programmes. The
combination of aggregate growth on the one hand, and resource reallocations including
the shedding of labour, as well as the withdrawal of land in less productive areas, makes
for a complex policy environment.

Moreover, neither economic growth in general, nor agricultural growth in particular,
have solved the problem of poverty and hunger. More than 30% of the population has
incomes below an absolute poverty line of half the minimum wage, while inequality has
gone up slightly over the last decade. Out-migration from rural areas may have helped
reduce rural poverty, but to a large extent this has shifted the burden to urban areas.

Poverty rates are influenced by two competing forces. On the one hand, economic
growth at the national levels helps raise incomes, and generates demand-linkages
throughout the economy. On the other hand, structural change poses a threat to poor
producers who are progressively less able to compete. The competitive pressure may come
from imports or from domestic pressures. Given that Brazil has little tariff protection, the
major challenge to less competitive producers comes not from overseas, but rather from
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structural change within the country, where traditional producers (often operating on a
small scale) have experienced long-term price declines but not shared in the cost reductions
that generated them. Indeed, Brazil is becoming increasingly competitive in a number of
products that have been important to small scale farmers (e.g. dairy, maize). The relative
strength of demand linkages to the poor, and adjustment pressures is discussed in Section 1.3.

The difficulty confronting Brazil (and other developing countries) is the asymmetry of
development. Developed OECD countries went through a gradual period of adjustment
which enabled labour to be shed from agriculture over a relatively long period. This was
possible because productivity improvements were relatively gradual and the differences
between the least and most efficient were less marked. Nowadays, however, poor semi-
subsistence farmers coexist alongside farmers using highly efficient modern practices,
implying a technological spread of several decades. This places intense adjustment
pressure on smallholder agriculture. Accordingly, it is not sufficient to simply assume that
economic growth alone will lift poor farmers and rural households out of poverty.

While land reform can help, receiving land and credit is not likely to be enough. If such
policies are linked to viable business plans then they may achieve some success. However,
it is clear that the force of adjustment pressure is so strong that the long term future of
most of these households lies outside agriculture. Hence there is a need for policies that
facilitate adjustment, and provide social assistance for those who cannot adjust. The role
of agricultural policies in the context of adjustment stress is discussed in Section 1.2.

1.5. Conclusions

Brazilian agriculture has undergone a radical transformation since the abandonment
of import substitution policies in the late 1980s. Agricultural growth has been particularly
rapid in recent years, and while current growth rates are unlikely to be sustainable, the
sector is nevertheless expected to benefit from a relatively stable macroeconomic
environment, supply-side improvements and reduced trade protection in overseas
markets. Butitis clear that agricultural growth itself will not reduce poverty and inequality.
Indeed, it is likely to put greater pressure on less competitive producers. For this reason,
agricultural policies need to be integrated with economy-wide policies to ensure that those
whose prospects lie outside agriculture can adjust as smoothly as possible, and that
contingencies are made for those who cannot.

In 2002, a new government, led by Luiz Indcio Lula da Silva of the Partido dos
Trabalhadores, was elected with a mandate to address the country’s wide social divisions.
The government pledged to tackle poverty and one of its manifestations — hunger.
Accordingly it introduced a number of direct programmes under the auspices of the flagship
Zero Hunger initiative. The agricultural elements of this initiative are examined in Chapter 2.

The analysis in this chapter underlines the fact that these programmes do not exist in
a policy vacuum. In the first place, long-term poverty reduction requires economic growth
and stability, which is not obtainable without sound macroeconomic management and
fiscal discipline. Under such constraints, ambitious social programmes can only be
sustained if they are well-targeted and cost-effective. Second, given agriculture’s role in
underpinning economic performance in general, and easing the country’s balance of
payments constraint in particular, it is important that agricultural policies targeted at
poorer farmers are not themselves detrimental to further improvements in the
productivity of the sector’s more competitive elements.
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Although the rapid growth of commercial agriculture poses a threat to less
competitive farmers, there is no need for a conflict of interest over policy. First, there is
scope for a range of policy initiatives that would benefit both groups. Most obviously, these
relate to the elimination of market failures which arise from weak domestic infrastructure
and malfunctioning of the agricultural and rural credit system. It is likely that many small
and medium-sized farms could in fact be competitive if these market failures were
addressed. Second, adjustment and effective social programmes have the potential to help
uncompetitive farmers find higher returns outside the agricultural sector. Finally,
agricultural growth need not be detrimental to the environment, but nor is it likely that an
unregulated expansion of agricultural area will provide sufficient protection to
environmentally important areas.

Within this general context, Chapter 2 reviews specific agricultural policy
developments in Brazil, while Chapter 3 examines in more detail the links between policy
reforms and the distribution of income. In describing the links between structural change,
policy and the generation and distribution of income, the aim is to arrive at conclusions on
how the policy mix can be designed to reconcile rapid agricultural growth with faster
headway in reducing poverty and inequality.

Notes

1. Brazil has a higher ratio than the United States, which is the word’s largest economy and can
accordingly support a high degree of specialisation.

2. The Gini coefficient increased from 0.50 to 0.59 between 1970 and 1980 (Rocha, 2000).

3. The stabilisation plans were the Cruzado Plan (1986-87), the Bresser Plan (1987-88), the Verao Plan
(1989-90), Collor Plans I and II (1990-91), and the Real Plan (1994-98). For a discussion of these plans,
see OECD Economic Survey of Brazil (2001).

4. According to the household survey PNAD, the share of the population in absolute poverty declined
from 41.7% to 33.9% between 1993 and 1995, a reduction of 10 million persons. This proportion has
since stabilised with an estimated 50 million people still living in absolute poverty. There was no
survey in 1994.

5. Helfand and Rezende (2001).
6. For some important groups, such as coffee and pigmeat products, export prices declined.

7. Estimates of the decline in the number of farms vary from 8% to 16% over ten years, depending on
the data source used (Helfand and Brunstein, 2001).

8. Changes in yields for all major crops are given in Table 1.11. Cocoa and orange yields were
adversely affected by plant diseases.
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ANNEX 1.A1

Brazil’s Agricultural Export and Import Data 1990-2003
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Table 1.A1.1. Brazil agricultural exports by commodity, 1990-2003

1990-94 1995-99 2000-03 2000 2001 2002 2003
# NCM Commaodity
USDmn % oftotal | USDmn % oftotal | USDmn % of total | USD mn % of total | USD mn % of total | USD mn % of total | USD mn % of total

1 1201.00 Soybeans 886 9.1 1603 10.8 3059 18.1 2188 16.9 2726 16.7 3032 17.8 4290 20.2
2 2304.00 Soybean cake 1675 17.2 2133 14.4 2129 12.6 1651 12.8 2 065 127 2199 12.9 2602 12.2
3 0901.11.10 Green coffee 1348 13.8 2199 14.8 1316 7.8 1559 121 1208 7.4 1195 7.0 1302 6.1
4 1701.11.00 Raw sugar 450 4.6 1189 8.0 1156 6.8 761 5.9 1401 8.6 1111 6.5 1350 6.3
5 2009.11.00 Frozen orange juice 1046 10.7 1200 8.1 903 5.3 1019 7.9 813 5.0 869 5.1 910 43
6 0207.14.00 Frozen broiler meat cuts 213 2.2 416 2.8 802 47 445 34 790 4.8 881 5.2 1092 5.1
7 1701.99.00 Refined sugar 219 2.2 642 43 772 46 438 34 878 54 982 5.8 790 &
8 2401.20.30 Tobacco (Virginia) 506 5.2 696 47 698 44 581 45 681 4.2 737 4.3 792 3.7
9 1507.10.00 Soybean oil 386 4.0 707 4.8 608 3.6 300 2.3 415 25 675 4.0 1042 49
10 0202.30.00 Frozen boneless beef 171 1.7 196 1.3 517 3.1 333 2.6 501 3.1 508 3.0 726 3.4
11 0207.12.00 Frozen whole broilers 243 2.5 373 25 483 2.9 359 2.8 502 3.1 454 2.7 617 2.9
12 1005 Maize 1 0.0 30 0.2 287 1.7 9 0.1 497 3.1 268 1.6 375 1.8
13 1602.50.00 Beef preparations 247 25 277 1.9 285 1.7 252 2.0 252 15 299 17 338 1.6
14 0201.30.00 Fresh and chilled boneless beef 49 05 62 0.4 276 1.6 170 1.3 237 15 268 1.6 428 2.0
15 0203.29.00 Pigmeat (other) 51 0.5 119 0.8 265 1.6 144 1.1 225 14 289 1.7 404 1.9
16 2101.11.10 Instant coffee 189 1.9 327 2.2 192 1.1 202 1.6 186 1.1 167 1.0 214 1.0
17 2106.90.10 Beverage preparations 7 0.1 53 04 177 1.0 294 2.3 214 1.3 98 0.6 101 0.5
18  2401.20.40 Tobacco (Burley) 81 0.8 127 0.9 150 0.9 138 1.1 142 0.9 150 0.9 171 0.8
19 0801.32.00 Cashew nuts 117 1.2 151 1.0 132 0.8 165 1.3 112 0.7 105 0.6 144 0.7
20 2207.10.00 Ethyl alcohol 46 0.5 7 0.5 110 0.7 35 0.3 92 0.6 166 1.0 147 0.7
Top 5 items! 5405 55.4 8324 56.2 8563 50.7 7178 55.6 8212 50.4 8406 49.2 10 455 49.1
Top 10 items! 6899 70.7 10 981 741 11 960 70.8 9274 71.8 11 476 70.5 12190 71.4 14 898 70.0
Top 20 items! 7932 81.2 12 572 84.9 14317 84.8 11 042 85.5 13 935 85.5 14 453 84.7 17 837 83.8
Other items 1832 18.8 2241 15.1 2573 15.2 1873 14.5 2354 14,5 2619 15.3 3444 16.2
Total 9764 100.0 14 812 100.0 16 889 100.0 12915 100.0 16 288 100.0 17 073 100.0 21281 100.0

1. Ranking based on 2000-03 period.
Source: MDIC - ALICE.
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Table 1.A1.2. Brazil agricultural exports by partner, 1990-2003

1990-94 1995-99 2000-03 2000 2001 2002 2003
#  Country
USD mn % of total USD mn % of total USD mn % of total USD mn % of total USD mn % of total USD mn % of total USD mn % of total

1 European Union 43814 49.3 6599 445 6976 413 5833 452 6794 417 6875 40.3 8403 39.5
2 China 230 2.4 733 5.0 1211 7.2 645 5.0 889 5.5 1273 75 2037 9.6
3 United States 1380 141 1338 9.0 1158 6.9 1112 8.6 935 5.7 1124 6.6 1462 6.9
4 Russia 123 1.3 583 3.9 1031 6.1 411 3.2 1083 6.7 1208 71 1421 6.7
5 Japan 534 5.5 823 5.6 730 43 644 5.0 711 4.4 764 45 804 3.8
6 Iran 120 1.2 279 1.9 455 2.7 247 1.9 391 2.4 436 2.6 745 35
7 Saudi Arabia 157 1.6 244 1.6 387 2.3 265 2.1 398 24 385 2.3 500 24
8 Argentina 218 2.2 430 2.9 351 2.1 448 35 433 2.7 204 1.2 318 15
9 South Korea 76 0.8 138 0.9 265 1.6 118 0.9 294 1.8 298 1.7 349 1.6
10 Egypt 95 1.0 199 1.3 223 1.3 107 0.8 296 1.8 259 15 231 1.1
11 United Arab Emirates 24 0.2 101 0.7 218 1.3 145 1.1 226 1.4 233 1.4 268 1.3
12 Chile 46 0.5 82 0.6 203 1.2 134 1.0 194 1.2 225 1.3 259 1.2
13 Nigeria 86 0.9 163 1.1 184 1.1 114 0.9 228 1.4 213 1.2 181 0.8
14 Canada 107 1.1 117 0.8 163 1.0 123 1.0 135 0.8 168 1.0 226 1.1
15 Morocco Il 0.7 110 0.7 147 0.9 89 0.7 140 0.9 193 1.1 165 0.8
16 India 96 1.0 103 0.7 144 0.9 82 0.6 162 1.0 191 1.1 140 0.7
17 Romania 28 0.3 53 04 119 0.7 56 04 149 0.9 86 0.5 185 0.9
18  Norway 37 04 62 04 112 0.7 136 1.1 96 0.6 102 0.6 112 0.5
19  Thailand 51 0.5 83 0.6 109 0.6 84 0.7 78 0.5 118 0.7 155 0.7
20 Indonesia 31 0.3 118 0.8 104 0.6 53 04 62 04 121 0.7 180 0.8
Top 5 partners? 7081 72.5 10 076 68.0 11106 65.8 8644 66.9 10 411 63.9 11243 65.9 14127 66.4
Top 10 partners? 7747 79.3 11 366 76.7 12787 75.7 9830 76.1 12 222 75.0 12 826 751 16 271 76.5
Top 20 partners? 8323 85.2 12 358 83.4 14 289 84.6 10 847 84.0 13 692 84.1 14 476 84.8 18 142 85.2
Other 1441 14.8 2 455 16.6 2600 15.4 2068 16.0 2596 15.9 2596 15.2 3139 14.8
Total 9764 100.0 14812 100.0 16 889 100.0 12915 100.0 16 288 100.0 17 073 100.0 21281 100.0

1. Includes Mainland China, Hong Kong and Macao.
2. Ranking based on 2000-03 period

Source: MDIC — ALICE.
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Table 1.A1.3. Brazil agricultural exports by region, 1990-2003

1990-94 1995-99 2000-03 2000 2001 2002 2003
USDmn % oftotal | USDmn % of total | USDmn % of total | USDmn % of total | USDmn % of total | USDmn % of total | USD mn % of total
Western Europe’ 5129 52.5 6916 46.7 7261 43.0 6104 473 7095 43.6 7160 419 8685 40.8
Asia-Pacific? 1251 12.8 2477 16.7 3108 18.4 2132 16.5 2815 17.3 3223 18.9 4261 20.0
Middle East and Northern Africa® 749 7.7 1453 9.8 1976 1.7 1228 9.5 1968 12.1 2094 12.3 2613 12.3
Central and South Eastern Europe and Former USSR* 273 2.8 861 5.8 1433 8.5 682 5.3 1484 9.1 1565 9.2 2001 9.4
United States and Canada® 1502 15.4 1477 10.0 1344 8.0 1255 9.7 1090 6.7 1318 7.7 1712 8.0
Latin America and the Caribbean® 619 6.3 1256 8.5 1218 7.2 1236 9.6 1311 8.1 1060 6.2 1265 5.9
Sub-Saharan Africa’ 187 1.9 372 2.5 550 343 277 2.1 525 3.2 653 3.8 745 315
Total 9764 100.0 14812 100.0 16 889 100.0 12915 100.0 16 288 100.0 17 073 100.0 21281 100.0

1. The European Union, EU territories, Cyprus, Iceland, Liechtenstein, Malta, Norway and Switzerland.

2. Australia, Bangladesh, Bhutan, Brunei, Cambodia, China (including Hong Kong and Macao), Fiji, India, Indonesia, Japan, Kiribati, Laos, Malaysia, Maldives, Micronesia, Mongolia,

Myanmar, Nepal, New Zealand, North Korea, Pakistan, Papua New Guinea, the Philippines, Singapore, South Korea, Sri Lanka, Taiwan, Thailand, Tuvalu, and Vietnam.
3. Afghanistan, Algeria, Bahrain, Egypt, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Libya, Morocco, Oman, Qatar, Saudi Arabia, Syria, Tunisia, Turkey, United Arab Emirates, and Yemen.

4. Albania, Armenia, Azerbaijan, Belarus, Bosnia-Herzegovina, Bulgaria, Croatia, the Czech Republic, Estonia, Georgia, Hungary, Kazakhstan, Kyrgyzstan, Latvia, Lithuania, Macedonia,

Moldova, Poland, Romania, Russia, the Slovak Republic, Slovenia, Tajikistan, Turkmenistan, the Ukraine, Uzbekistan, and Yugoslavia.
5. The United States, its associated commonwealths and unincorporated territories, and Canada.
6. South America, Central America, Mexico, and the Caribbean.
7. All African countries, except Algeria, Egypt, Libya, Morocco, and Tunisia.

Source: MDIC - ALICE.
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= Table 1.A1.4. Brazil agricultural imports by product, 1990-2003
]
E 1990-94 1995-99 2000-03 2000 2001 2002 2003
g # NCM Commaodity
S USDmn % oftotal | USDmn % oftotal | USDmn % of total | USDmn % of total | USDmn % of total | USDmn % of total | USD mn % of total
bar ]
2 1 1001 Wheat 554 19.0 844 15.2 906 26.1 865 22.1 872 27.0 878 27.2 1010 28.8
% 2 1201.00 Soybeans 75 2.6 197 3.5 169 49 133 34 138 43 175 5.4 231 6.6
E 3 1107.10.10 Non-roasted malt 112 3.8 210 3.8 165 4.8 156 4.0 183 5.7 165 5.1 157 45
2 Non-carded and non-combed
- 4 5201.00 cotton 244 8.4 360 6.5 154 44 323 8.3 95 2.9 64 2.0 134 3.8
% 5 0402.21 Whole milk powder 57 1.9 218 3.9 121 315 197 5.0 84 2.6 145 45 58 17
&= 6 1005 Maize 112 3.8 119 2.1 87 25 