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THE MIi'TIMtJM PRICE PROGRAM 

1. Introduction 	 Gordon Smith 

This section deals with the rainimum price prograni administered 
by the Comiss.o de Financiamento da Produço. 29Special programa for 

29 Products included in this program for the Center-South are cur -
rently cotton,.peanuts, soybeans, rice, com, beans, 	manioc 
flour and sunflower seeds (for transiator: girassol) 

coffee, sugar and other export crops will not be treated. 
First, several theoretical approaches to minimum price policy 

ar presented and adaptedto the current possibili.,ties in Brazil.. 
Then the past action of the program is described briefly, followed 

an analysis of current policyi.dsuggestions for change.We will. 
see that in spite of operational improvement in the system, it is.. 
still in critical need of overail policy definition ir it is to have 
mbre than marginal inipact on l3razilian agriculture. 

2. 	Minimum Pric? 

The minimum price program a  to the extent it reduces risk and 
uncertainty in farming,can be a significant stimulantto agricultuial 
development and efficiency. AnJ hy dampening sup.piy and price fluQ 
tuations, it can alsõ raise consumem welfare,diminishing the likeli 
hood of periodic "crises de abastecimento". 

Agriculture is subject to sharp price swings, rooted primarily: 
in the instability of output. A part of production fluctuions 
arises, of course, from uncontrolable climate factors. Butthe prie 
system operating under uncertainty in the atomisticàlly competi.tive 
structure oÍ' agriculture creates built-in in.stabilityinoutput aid 
prices.. 

Farmers do not,when they decide to produce, know the . prices 
they will receive for their output. In these conditions .theyt 
some degree to project current prices into the future: 	the higher 
current prices at the time of the decision to.plant,the higher the 
planned output for the foliowing harvest, etc.30 	Theoretica13y,T 

4 
30 TechnicaJ..ly, a supply function oÍ' the foliowing tpe (with sev- 

eral possible variations)will apply: Planned Qutputt=f(priceti) 
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depending upon the supply and demand elasticities, this structure 
will lead to dampened, constant or exploding fluctuations in prices 
and planned output, the famous cobwed phenonienon. In practice, the 
intervention of random t shocks and variables not included in the 
simple supply and dernand analysis usually avoid the explosive al-
ternativo and loads to irrogularity in the fluctuations. But it is 
doar that uncertainty about futuro prices combined withlags 'oetween 
the decision to produce and the realization of production are apri 
cipal source of output and price instability. Table )OCIII gives an 
idea oÍ' the magnituüe af r.eal price.fluctuations from harvest to 
harvest for four crops in So Paulo. 

Table OIII 
Average Absoluto Values of Harvest to Harvest 
Percentage Changes in Real Farm Prices, Sào 

Paulo Se - 19Lt9/1963 

Boans 	 38.4% 
Rico 	 27.1% 
Corri 	 22.5% 
Cotton 	12.8% 

Note: Annual avorage prices were deflated by 
an index of Z3 agriqiltural price (ex-
õluding cõffoõ) in So Paulo. 

Source: Annusi pricEs and price index:Divis.o 
de Economia Rural da Secretaria da A-
gricultura do Estado de S.o Paulo. 

This structure has at least two undeSirablo 	consequences. 

First,in anygivenyear resources wiU tend tobe misallocated within 
agriculture. Output tends to fluctuate around the equilibrium leve]., 
allocating alternatively too many and too few resources to any given 
product.Second, the risk of farming is greatly increased through the 
very responsivenees to producers to (twe wrong) pricè Higher risk 

31 Suppiy funetions estimated for tho Center-South of Brazil have 
usually shown significant res,ponse to prices. 'See 1  for exarnple, 
the several monographs by Sergio Brandt et.al., distributed. by 
the Divisào cio Economia Rural da Secretaria de Agricultura of 
Sào Paulo, estiriiating supply functions for Sào Paulo. Soe alsó 
the forthcoming publication by ANFES on Brazilian agriculture. 
There is an accumulating large body of literaturo on the supply 
response of farmers in undcrdeveloped countries, generally show-, 
ingsignificant response to price. 

4., 
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tends to reduce output, ceteris p.r bus. Perhaps even more ira-
portant for increasing productivity in agricultura, high risk 
and uncertainty make farmcrs less willing to use inputs requi 
ing money outlays and longer-term investment, and greatly reduce 

thoir access to credit. Put another way, a reduction in unce 
tainty and the risk of losses should prove a stiniulant to the 
use of modern inputs which require money outlays and/or con-
tractual obligations. 

We assume that the principal policy goal of the minimum 

price program in Brazil is in fact a reduction in uncertainty 
and risk couled with a dampening of supply fluctuations to con-
sumers. Subsidies to agriculture through the prõduct price mecha 

nism, i.e. income transfers to agriculture from consumers and .the 
32 govo'nment, are assuzied not to be a goal of policy at this time. 

32 T,h--*Ls does not ruia out, of course, selective subsidies to the 
Use of modern inputs such as fertilizar, 

3. A pproa che s to Minimum Price Pol i cy 

There are several approaches to minimum pricos, 	three of 
which will be discussed herc: forward equilibrium pricing, cost 
01' production and floor pricin. 

391 Forward Eguilibrium Pricing 

The economiaily most appealir1g approach to minimum prices 
fixes them near their probable t7 equiiibrium 1 ' levels.An equilibrim  
priõe is one which ieads farmers to produce a levei oÍ' output which 
final consumers, through exports or in the internal market, will 
alsb value at that price. 

Tho goal of 1' orward equilibrium pricing is to predict 	for 
1' armor futuro equilibrium prices and divulgo them widely before 

planting so that producers respond to them as probable future nrket 
prices in their production decisions. Equilibrium prices are then 
guaranteed as minimum prices, completely eliminating the producer's 
downward price risk and uncertainty Í'or any single harvest. Minimum 
prices under this approach are fixed at the consumer's valuation of 
output, thus avoiding unnecessary accumulation o1' stocks and sub-
sidies to producor from consumar and government alike. 
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3.1.1 	Forward Pricing: Closed Economy 

Oversimplifying somewhat let the demand and supply of a support 

comrnodity be as depicted in Diagram 1, where 

Demand = 4) (Pricet)  and supply = f (pricet_i)  or f (minimurnprtcQ 

The subscript t refers to the year. For ease of exposition, we as-

sume that if farmers respond at ali to preannounced minimum prices, 

tb.ey will do so in exa.ctly the sarne way as they have to last yeart  s 

market price in the past.(33)  To achieve equilibrium, the prieet_1 

33 That is, output is the sarne function of guaranteed forward prces 
as it is et lagged market príces. This is clearly not so, given 
the great reduction of uncertainty.in the guaranteed price 
system. Tle probable - relntíou between the two types of supply 
functions is given in the graph. The supply function of guar-
anteed price wili cut the supply = f (pricet_i)  curve from abo'.e. 

Supply wili be higher for tbe guaranteed system at prices above 
the intersection point and lower for prices below this point.It 
is likely that equilibrium output 

Price 

t= f(priceti) 

ply = f(guaranteed pre) t 	.ct 

Quantity 

will be hlgher under the guaranteed forward price sy$tem than 
un der free market operation. The basic coriclusions of the argu 
ment are unchanged by the asumption of identical supply fttctions. 

or the pre-announced miriimurn pricet  of the supply funetion 	must 
equal the pricet  of the demand function for the sarne 	quantities. 
Forward princing would fix minimum prices at P3 and pre-annource the 
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DIAGRAM 1 

upply= f(pricet_i) Pricej 	
Dd= 	

/UPlY f(minimum prlcet) 

A ZL 
Quantity 

If farmers basedtheir plantlng decisions on minimum prices rather 
than last years market prices, planned output would approach equi-
librium leveis in any given year. Everi If producers continued to 
respond mainly to past prices, equilibrium prices wouid tend to be 
estabillshed in the market once the harvest was large enough 	to 
requlre government support. This can he seen from Diagram I. 	Let 
price of last year be AC, above equilibrium leveis. 	Production 
this year will be AE, requiring governmcnt purchases at the 	equi- 
librium price AB. From then cm, pianned output would be AD, 	the 
equilibrium levei, abstractipjg frbm fluctuations in yields. 

In a closed economy the goals of stability and 	equilibrium 
under forward pricing are not in conflict and could be 	achieved 
simultaneously. 

Fluctuations in yields would still cause frequent 	departures 
from such equilibrium leveis, Complete stability in 	supply 	and 
prices could be obtained only with massive and costly 	government 
stocks to offset production declines in very poor harvests. 	The 
marginal social gains from such stocks carried over a number of 
years would be much less than the marginal costs of such stocks. 
Some instability, therefore, would have to be permitted in a closed 
economy. Given knowledge of the equilibrium price, the time dis-
tribution of yield varatioris, storage costs, and the demand funebions, 
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it is conceptuaiiy possible to estimate the optimal levei of 

stabilization stocks whlch wouid equate marginal social value 
with marginal cost 

3.1.2 Forward Pricig: Qpçn Econory 

In aia open economy tho minimum prico system under forward 
pricing is intimatoiy cornoctecl with foreign trado policy and 
must be adapted to it. Optimal trade policy for agricultural 
products is boyond the scope of tho present discussion. 

Rather we assume an exportimport policy dose to cur-
rent practices in Brazil. Exports of ali products are assurned 
to be free, whereas importa are undertakononly if .production 

falis and prices risc substantialiy abôve normal ievels. 3  

34 This is approximately the present policy of trade in minimum 
price products. Exports have been freed for the 1966/67 
harveat (Decreto nQ 58977, Aug.  3, l966). Imports of these 
products, generall3r subjet to tariffs 5O or greater outside 
of ALALC, have been undertaken only when domestic shortages 
have arisen through production failures. Whether or not this 
policy is rational from Brazil's point ofview dependsupon 
the mobility and degroe of fuli employent of resources within 
agriculture. If resourccs were fully omployed and could be 
shifted to products iri wh:Lch Brazil has a comparativeadvantage, 
there would bo a net gin from freeing imports. The basic 
assumption of past and prcsont policy is that imports of non-
competitivo domestically produced goods woifld result in a net 
reduction in the availability of gooda and services to Brazil. 

Annual equil±briurn undor these oxportimport asuniption 
wouTLd roquire the announcement bef'ore planting of expectedexport 
prices or internal equilibrium prices, whichever are higher. 35  

35 We assume here that world markets do exist for ali producta 
and that l3razil's saies in these markets have a negligible 
effet on world prices. If the second assumption is not true, 
óme adjustmont would havo to be made, o.go guarantoeing orily 

90 of expocted world prices. 
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DIAGRAM II 

1 	Demand = 't (Pr1c)pp1 	f(prlcet1) 

FrlceD L 	J J/SUPP13r= f(m1nimu price) 

/NK -- 

A 

Quanti ty 

When predicted export prices are above 	internal equi 
librium leveis, they become market equilibrium prices. 	In diagram 
II the total demand is HIJ, when the export price is AD, 	above 
internal equilibrium levei (assuming Brazil's exports 	have 	no 
effect on world prices). 	If producers respond to minimum prices 

pre-announced at export leveis, thenJ is the equilibrium 	point. 
DJ is produced, IJ is exported and DI consumed internally. 

When the predicted export price is below 	internal equi- 
librium, e,g. AD In diagram II, and imports are only 	permltted 
during harvest failures, the internal equilibrium 	price is also 
the market equilibrium price. If producers respond to it as the 

probable future price, supply and demand will be equated at that 
price. 6  Demand is now HIICL, which interests supply at point M. 

36 Again, let it stated that for ease of exposition 	we 	assume 
that producers respond to pre.announced minimum prices in the 
sarne way as they did to iast years market price. This over-
simplification does not affect the conclusions of the argument. 

If producers adjusted to pre-announced prices and 	these 
were correctly fixed, output would tend to annuai 	equilibrium, 
either AG with exports of AF with no trade 	(see 	Diagram II). 
Annual risk and uncertaínty would be conslclerably reduced. 	The 
uncertainty of longer-term investmênt would be dirninlshed to 	the 
extent that the fluctuations of export prices above internal equi 

librium are iess than of internal prices without trade. In addition, 
the production for export would be stimulated extiy when world 
prices are high. 
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The fuil succoss of such a prograxn clearly depends on 
gotting producers to respond to pre-announcod prices as the 
best estimate of futuro pricos. Even if farmers did not adjust 
to pro-announced prices, greator stability would be achivied 
than under a completcly free raarket systom with no foreign trade. 

The basie problom with this approach is that i.t requires 
considorablo knowlodge of domostic domand and suppy condition 
that cannot be obtained froin available statistical in.formation. 
In pratico the domostie oquilibrium prico is im1mon; and ali 
estimatos of it, say through past average prices, are subject 
to considerable error. The capacity of Brazil's mininiuni .price 
system te buy and store is still not great. .Errors provoking 
largo purchases in any year , could swamp the tainimum price sys tem. 

On tho other hand Brazil's position for predicting world 
market prices is very good. Minimum prices are pre-annõunced In 
August, bef ore planting. By that time the size of harvests in 
the leading producing nations of the northern hemispherei$fairiy 
well known. 

The general principio of forward equilibriurn prices is 
valid and should be applied to the greatest extent possible with 
curront information. Suggestions for this adaptation are made 
below. 

3.2 Cost of Production 

• One policy goal of minimuni. prices frequontly defended in 
Brazil is te guarontoe producers their"eostofproduction". The 
Estatuto da Terra requires that minimuni prices should be fixed 
te cover cost of prõduction plus a 30% profit for producers. The 
Instituto Rio Grandense do Arroz used cost of production plus 
profit as thoir price criterlon until very recently, and the co 
cept plays a leading role in tho fixing of sugar prices. 

The principal probiem with this.criterion isits complete 
separation from final consumerdemand. There is iittlerasonto 
believe that a miniinum prico covering "costs" plus profit whould 
iead farmers te produce at the levei demanded by consumers at 
that price. Without production or marketing controlsthere caúd  
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well arise a tendency to chronic overproduction, since the gov-
erriment would cover ucosts  oi productiõn" with or without a market. 
Permanent subsidies would be the rosult. 

There are also serious practical problem in defining 	and 
nieasuring costs over large economic rogions with widely varying 
unit costs and production techniques. These p.itfalls make "cost 
of production" an even less desirable criterion and remove it 
one step farther from market equiiibriuni considerations. 

Cost oÍ' production may be used supplemental information, 
but the criterion by itself cannot be appliod in fixing mininm 
pricos. 

3.3 Floo. Prices  

This approach does not attempt to cover cost of production 
nor indicate forward prices bef ore planting. Rather it soeks to 
pre,ent only the gcatest declines in prices in the largest 1arvests. 
These pr.ices would be somcwhere between either export or domestic 
equilibrium prices and the lowest príces verified in the past. Were 
exports free with sure world markets and the marketing rrocess more 
or less smooth, no governmont purchases would be required under 
this systoin exccpt in producta without world markets. Purchases 
would be undertaken only bocause of export ljmitations or bottle-
necks in the export sector. The philosophy of very low minimum 
prices-.floor prices-dominatodthe minimum price 

1 program in Brazil 
until recently. 

3.4 Suggestion for Pglicy Orientation 

As we shall soe, current niinimum price policy still lacks 
an overail set of policy goals and a general orientaion,leading 
to froquent ad hocdocisions and a general uncertainty withregards 
to tho system. What í'ollows is a tentativo suggostion for the fi 
ing of ininimum prices, mainly for discussion and comparison with 
other policies. In Brazilian conditions,some compromise d forwrd 
and floor pricing is probably indicated at this stage. 

In drawing the outlines of a practicable forward 	price 
system in Brazil, we continue to assume free exports of miniimim 
price products, while imports will be undertaken only during har-
vost failures. 
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It is useful to distinguish three groups of 	products: 
those usually or always competitive iii the world market; 
those sometirnes c ompetitive in the world market,depending upOn 

Í'luctuations in world prices and the internal levei of output; 
those usually not £jjitive in the world market or without 

a significant ace inte - at ional MUkpt. Judging by 	past 
export behavior, the competitive category includes cotton,bably 
peanuts and soybeans, and perhaps mandioca. 	The sornetimes 
cornpetitive group includes rice and com. . The third class in&ides 
beans and perhaps mandioca 7  Á detailed analysis of 	price 

37 Brazilian mandioca is usually competitive and is exported, 
but in very srnajl quantities iii relation to domestic consumption. 
Export promotion might put it in the smne group as cotton. 
Beans is less frequently competitive and suffers a very small 
and uncertain world market. 

movernents is necessary for definitive classification. 
For conetitive products (cotton, soybeans, peanuts), the 

forward prieirig system cõuld be applied without niõdification. 
Predicted FOB export prices net of port expenses would be announced 
1fore plmting and backed 0ff into the interior by deducting freight 
and other expenses. 38  In order to hedge against possible errs 

E3 See Section IV.5.3 below 

:Ln predcting, requiring large government purchases, perhaps only 
90% of predicted net FOB export prices should be guaranteed, but 
iAdth fuli readjustment for iní1atia before harvesting. 39  It should 

39 Seo Section iv.6 below 

be recalled that Brazil's posi iainpedicting world market prices 
is excellent due to the fact that planting occurs inBx1 during 
or soon after harvests in the major Northern Hemisphere producing 
coUntrjes. 
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For the sometimes-competitive products (rice,corn)predicted 

export prices or internal equilibrium prices wouid e flxed 

whichever were higher, foliowing the principies set forth in 
soction IV.3,1,2. But we cannot determine internal equilibrium 
prices with any proci.sion. As a rough approximation, past 

month]y farm and whole saie prices should be analyzed thoroughly 
12 rnonth and, where appropriate,, cyclical moving averages af past 
prices shõuld be calculated and def1ated °  These averages wouid 

!.i.O Some products, e..g. rice, show definite cyclical movements 
of output and price which should be taken into account in 
fixing minirnum pricos. 

then be a rough proxy for the moving internal equiiibriurn pri- 
ces.Past averages could then be cornpared with past troughs 

Li. There wOuid be some influence from exports in scne years,thus 
causing deviations from internai equilibrium. In addition, 
only if demand and supply had been shlfting at the sarne rate 
and had fluctuations around equilibrium been regular, wouid 
such a nethod give a precise estimate of future equilibriuin. 

in prices. Internal min, instead of equilibria, would be set 
somewhere between troughs and averages,initially near the ]atter. 

A clear formula is.desirab1c hore, e.g. 80 of average price in 
the last 3-4 years. This would give internal minima a certain 
fiexibility in reflecting r'rice trends,avoiding downward pricõ 
rigidity in face of increases in productivity. The exact pe 

centage to be used can be determined only after the analysis of 
probable governrnent purchases in the past under dií'ferent alter-
native rules. 

Thus either the prospective export price of the internal 
"minima" wouid be pre-.announced, readjusted before harvesting fcr 
inflation and maintained as a floor during the harvest. 

For products with little world trade (beans),the internal 

minimum price is indicated. 

Stocks will sometimes bo accurnulated by the government.This 
is not, i2er se, a sign that minimum prices should be lowered, 
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since governrnental purchases are in the nature of 	the program. 
Only if for at ieast two consecutive years largo purchase 	are 
made with little prospect for saies out of stocks, 	should 
minimuni prices be lowered for this reason alone. 

Concrete problems of price readjustment in this minimum price 
set.-up are examined below in Section Iv.6, 

L. Mnimuin Price Polie in Brazil, 1951-196L, 

The most salient characteristic of the minimuni price 	poiicy 
in the past .- and to some extent still today - has been the lack 
of a cleardefinition of policy goals and relàted to them, a set 
af (DperatiOflal guidelines. Tintil 1963, the minimum price prograni 
did not, in practice, guarantee even floor prices to producers, and 
its ornphasis in government poiicy was practically nu. In 1963, 
pol:Lcy orientation suddenly chaxiged, and minimum prices were set 
aggressively to stimulate production,. again however, without a 
general definition of policy objectives. 

The minimum price program was initiated y  for ali 	practicai 
purposes in 1951 with Lei 1o6, which reformed the Comisso de 
Financiamento da Produo ,  and placed it under the jurisdiction of 
tho Ministrio da Fazenda' 2  CFP was charged fixing minimum prices 

L2 Comissão de Financiamento da Produço was created in 1943, but 
remained practicaily inoperative until 1952 ,  

and regulating the field operations oi' the program. The Bank of 
Brazil has been almost the soie operational agent of cFP in the 
fie:Ld. 

In the Center-South minimum prices have been fixed for cottCn, 
rico s  beans, com, peanuts, soybeans, farinha de mandioca and, 
sporadically, sunflower seedsy 43  the principal storeable pro-

43 We will not deal here with the prograni in the North and North- 
east, which has been limited primarily to financing af export 
products. 

duct&not covered by individual programs 	(coffee, sugar, etc.). 
There were two t3rpes of operatons - ipurchases at minimum prices and 
Iga j.ls on stocks in warehouses approved by the Bank of Brazil at 80% 
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of Ininimum prices (raised to 80, 90, ar 100% in 19 661depending, 
upon whether rnarket prices are above, equal to or below minimum 

prices). Subsequentiy in 1965, discount of promiss6rias rurais, 44  

&This instrument is essentiaily credit tothe buyer, not 	to 
the farmer. 

when minimum prices are paid, were brought under the program.Ikitil 
1964, fariuers, merchants and processors could ali avail themselves 
of the program. This was cIng.ed in 1964.  Now only farmers and, 
exceptionaiiy, processors at the discretion of CFP (through loans 

with saies options) may participate in the system. 
Minimum prices were and are fixed at the ports of embark-

ation and selected "centers of consumption". Prices paid in the 
interior are then calculated through a series of deductions incliü  
ing freight to the nearest port or consumption center,commissions 
to the Bank of Brazil and õther expenses, such as grading. 

The systern ftrictLmed ir 1rJunti1964arx1 gave iittie protection 
to farmers. CFP was a srnall weak organization of little technical 
assistance in the process of fixing minimum prices. In any case, 
until 1963 tho poiicy goal wãs cleTaly to avoid purchazes except 
in the most extreme conditions. 

Prices were generaily fixed below market prices even at their 
troughs, and usuaily no governrnent support was given to the market. 
Table )CIV gives real average prices paid to farmers in So Paulo 
and real minimum prices f5xd for the ports and consumption centers. 

Farm prices are higher in almost everyucase even though freight 
has not been deducted from the minimum price series 5  

45 Given the system of equal prices in ali ports and 	consumer 
centers, purchases were sometimes main regions f ar removed 
from the major consumer centers of Rio and So Paulo? even 
though So Paulo prices alniost never feli to the minima. 

When market prices feli below ininima prices in cartain areas, 
the program usually failed in its support goai.Finaicial resources 
at the dispositicn of the program were insuficient.TneBank of Brazil 
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QUADRO XXV 

Compras efetuadas pelo Govrno através do Programa de Preços Mínimos de 
1952 a 1965 

ANOS MILHO .ARROZ FEIJ.O ALGODÃO CAFÉ AMENDOIM SOJA 
AtNHA 

DE 
MANDIOCA 

1952 - - - 14 717 12 399 - - - 

1953 - - - 421 741  
1954 2 362 - 12 151 590 - - 12 151 
1955 89 - 1 443 - 5 151 

• 	 1956 - - - 1 284 27 429 - - 

1957 - - - 195395 - - - 

1958 - - 114 21 - - - 

1959 - - 941 9 
1960 - - 

- 3 486  
1961 296 43 927 21 779 346 -. 5 - 

1962 6 - - - 

1963 657 573 - 23 981 8 224 - 69 048 - 46 810 
1964 61 1 738 64 000 2 373 - - 

- 24 101 
1965 24.22 008 1 695 io6 91 552 - - - 43 408 

1952/62 2 747 43 933 35 487 	1 443 105 235 163 - 5 17 302 

FONTE: Comissão de Financiamento da Produção - A Poltica Nacional de Preços MJnimos (1966) 
(1) 	Trata-se de aquisiç6es excepcionais, pois o Café constitui wn caso particular da re. 

ponsabilidade de outros programas.. 
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was badly organized foy the operation, and there were frequent 
bottlenecks in storage, grading and the sheer transactions 
capacity of the Bank. 

The insignificance of purchases under the prograrn can be 
seen froiu Table XXV. Total purchases of corn in thellyear period 
1952/1962 reached only 2,7147  tons of rico 143,933 tons of beans 
35,1487 tons and farinha de mandioca s  only 17,302  tons. Purchases 
oÍ' peanuts and soybeans were will nil. Only in cottcn wre acquisitions 
substantial q  but of the total of L143,105  tons bought 1952/1962, 

952 took place in 1953. 
Loans under the program went in great part to processors O± 

peanuts, rico but mainly cotton (see Table XXVI) as they still 
do. 

Table XXV'I 
Financiamentos Concedidos pelo Banco do 
Brasil atrav do Programa de Preços M 

nimosU) (1 5 000 Cr3)  

Val6res 	
(2) Val6res Constantes 

Correntes 1965 Cr$ 
1952 17!4925 8,879,018 
1953 166,157 71337, 1493 
19514 66,320 2,306,079 
1955 81,775 2214395921 
1956 28, 6141 7149536  
1957 69,728 1,524,324 
1958 1485,629 9,364,869 
1959 2,006,541 28 9 0141,140 
1960 2 , 0)40 ? 03)4 22,,13/4368 
1961 not available not available 
1962 not available not available 
1963 214,568,000 73,65)4,86)4 
19614 26 99959000 14291409,1145 
1965 314,078,000  314,078 ,000 

Excludes discounts of promiss6rias rurais. 
Irifiated by the general price index, No. 2 of Qtura 
Economi ca 

Source: Relat6rios do Banco do Brasil eCREAI; CFP, 
cional de PreQos Mínimos (1966). 	 - 
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In part, the ineffectiveness of tl'ie program was rooted in 

the very backwardness of the marketing and production sistem, the 
inability of producers to Í'ulf iii the requirements of the Bank of 
Brazil, the necessity of many producers to sell soon aí ter harvest 

in liquidation of debts to merchants etc. 
However, the principal reason for the marginal impact of 

minimum prices was the lack of policy orientation in the field. 

Little effort was nade to improve the program until 1962119 63. 
Af ter the "crises de abastecimento" of 1962, the government took 

seriously the possibility of using the minimum price progran to 

stimulate output, but in a very fashion. Extremely high 
stimulus prices were announced bef ore panting for rice, beans 

and corn in September, 1962, higher at that time in real terma 
than most previous market prices. These prices were not adjusted 
for inflation beÍore harvesting, but still were the highest mi-
nimum prices yet fixed for corn and beans and the second highest 
for rice (see Table XXIV). 16  

46 When announced in September, real minimuni prices in 	1965 Cr$ 
(using Conjuntura Economica's Index No. 2 	of 	prices) were 
13,382 for rice, 22,584 for 	beans 	and 7,220 for cõmn. Previous 
anual poaks of So Paulo 	famm prices were 16,957 	for rice, 
27,030 for beans and 6,325 for com, 	again 	in 	1965 (see 
Table OCIV). 

The fixing of minimum prices obviously above intemnal equi-
libriuin leveis, when not tied to exports, was a misuse of the mi-
nimum price program for the immediate goal of increasing output. 

Although these stimulus prices were not readjusted for infla - 
tion theffield apparatus and financial resources of the program 
were still inadequate to purchase the supply offered by farmera at 
the support prices1 

Thus the minimum price program bef ore 1964  was characterized 
by inactivity, indefinition, terminating in an ad hoe effort to 
stimulate output of certains products through high minimum prices. 
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5. Present Minimuni Price Po]4c 

Although the minimum price program has improved in several 
respects since 1964, most notably in its operational capacity,it 
still lacks long-run policy goals. The whole orientation of the 

program requires re-thinking in order to obtain a greater degree 
of output and price stability. We turn first to the oporational 
aspects of the program, with some suggestions for. improvement, 
and then to the program's overail policy definition. 

5.1 Current Organizationai Structure 

The present governmental structuro was created by Leis De-

legadas No. 2-7.of  Septomber 26 9 1962.  The diffusion of policy 
authority in abastecimento was rocognized as loading to frequeny 

contradictory measuros. As à result, overali policy authority in 
regulating exports,fixing minimum prices,enforcing ceiling prices 

and many other activities affecting food supply was given to SUNAB 
and its several Conselhos. The executory organs Íbr those policies 
are CFP (nõw transformed into an autarquia under SUNAB), CORAL 
(Cia. Brasileira de 1iméntos) and CIBRAZ4 (Cia. Brasileira de 
Arrazenamento). CFP is responsible for proposing minimum prices 
for the approval of the Conselho Deliberativo da SUNAB and for 
regulating and overseeing the administration of the prograni.COBLL 

is essentially the government's marketing company,rosponsible for 
maintaining regulatory stocks and intervening toppore1y11j  the 
market. CIBRA.Z4 is the warohousing arm of the federal governm ent, 
at the disposal of both CORAL, and CFPn thefr respectivo programs. 

It also seus storago services to private parties. The Bank of 
Brazil remains CFP's main operational agent in the field. 

The minimum price program cu.rrently acts through three Ins - 
truments: (1) purchases from producers at minimum prices(2)stoiage 
loans to producera and selected processors at 80 7  90 and i00% of 
minimum prices depending on whether markot prices are above,equal 
to or below minimum prices respectively;(3) discounts of promiss 

rias rurais by tho Carteira de Crédito Geral do Bancosilwhen 
minimum prices are paid.tm idea ofthe rve importance of these 
three instruments in recent nionths is given in Table XXVII. 



QUADRO XXVII 

OPU.ÇOES DE SUSTENTAÇ2O DA POLÍTICA DE "PRÇpsMNIMOS" 

SALDOS OBSVLDOS - EM BILHOES DE CRUZEIROS 

1964 
	

1965 	 1966 
D I S C R I M I N A Ç1O! l Dezembrol  Março Juníter IDezembro114arçoiiunholJulho 

5 9 2 1 	10 7 6 81,7 2252 229 2 2 178,14 115,0 108,14 

16 914 12,9 15,2 l99 14,8 12,5 237 39,8 
21,6 23,5 96,9 245,6 2144,0 90,9 138 7 7 148 9 2 

- 0 9 8 24,3 38,1 26,4 4893  122,6 158,9 
0,8 24,3 38,1 26 914 48,3 122,6 15879 

21,6 24,3 121,2 28337 270,4 139 9 2 261,3 307,1 

Carteira de Crdito Agrco1a e Industrial 

1 - Cornisso de Financiamento da Produço 
de produtos agrco1astt 

±1 - Financiamento da.produçoagrco1a 

Total Parcial 1 . • . . • • • • • • • • • • • • • ' 

Carceira de Credito Geral 

III ..Desconto de promiss6rias.rurais 
ri 4- 	1D, 	1 TT 1. O u&i. 	 .L.1 • • • • • • . . . . . . , , . . . . . . . 

Total Geral 

FONTE: Comisso de Financiamento da Produço - A Poltica Nacional de PreR Nnimos 
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5.2 Operational Lspects oÍ' the Mininrnm Price Program 

The operational effectiveness of the prograrn has improved 
considerably since 1963.  The Bank of Brazil now supports the 
grarii more actively than in the past and is much beter equipped 
to carry out field operations. With the incorporation of CIL.ZEM 
and better coordination betweon the several government 	organs 
involved, storage of purchased output has becone much lesa of a 
bottieneck. Lnd in apite of its possible short-run inflationary 
impact fuli financial support has been given the progi'am to buy 
the quantity offered at the minimum price. 

There are still severai fronts upon which operational eff i-
ciency could be substantiaiiy improved. First, the reporting and 
tabulation of financial and quantitative infor;ation on the 
grani is very slow and incomplete. CFP generaily does not know 
its total stock position and its location,and informationaritotal 
purchases filters through with considerable delays. This makes d 
cisions on saies and exports froin CFP stocks much more difficult. 
It has also ied to considerably inófficiency lxx storing and cros. 
transporting in the interior and between the interior and major 
consumer centers. it is impossibie to coordinate effectively the 
storage and transport operations of the program without such 
information. Total stocks and purchases should be tabulated ra-
pidly and at ieast monthiy and published ao that market partï-
cipants may better judge the market situation and future prospects. 

Second, as proposed in the section above ou storage, in many 
areas private banks and warehouses should be integrated into the 
program to irnpro#e ita coverage and expand its operational capacity. 
Now oniy the Bank of Brazil may niake such agreements with private 
organizations. This should be changedto permit CFPto operate di-
rectly with such banks and warehouses, thus avoiding possible 
conflicta of interest detrirnental to tho program. 

Third, lack of information by producera on the prograin has 
iimited its acape. Speciaiists estimate that perhaps 10 of Br, 
zilian farmers are aware of its existence. It is clear that the 
program reaches primarilynlarge f armers, ref lected inthefact that 
average purchases by CFP in 1965  were inuch large than the average 
output por establishraent producing the products in question (see 
Table )VIII) .The total number of acquisitlons was about Voof the 
total number of agricultura establishments in the Center-South 
shownbythe 1960 census.The program shouldbe more widely divulged 
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Tabie XXVIII 

Purchases 	CFP, 10,65 

No. of Acqui- 	Total Purchases Average Purchase 
Product 	sitions 	(60kilo_sacks)_ 160 kilo sacks) 

Beans 	6,427 	 115041918 	234 
Rice 	66,492 	3055232057 	 459 
Corn. 	14,679 	 71210,043 	 491 

Source: CFP, Reiat6rio de 1965 9  pp. 22.-23 

and expiained. One effective method would be large billboard.s on 
ali roads ieading to towns with buying agents of CFP. The signs 
could give in the simpiest terms first the alternatives of the prQ 
gram, then minimum prices for produts produced in the region. 

Farmers could be referred to the agency for fu.rther information. 
Fourth, although greatly irnproved over previous years, the 

technical asLstance given by CFP in detemmining prices could still 
be substantially improved. CFP has not sufficiently analyzed the 
economicoonsequences oÍ' different altemnative measures in thepr 
gram. It has little notion of the cost oí' the program,and has not 

profitted from the experience of other countries to axiy great ex-
tent. Nor has it profitted from world market information avaiiable 

for predicting world market prices. 
Finaily, at present the gains from later. price rises aí' 

goods purchased by CFP accrue to the government. Loaxis tbrough 
penhores mercantis involve a rather .formidable inountain of paper 

work, much more than in purchases. One rather simpie change could 
probably increase operational efficiency whiie at the sarne time 
transferring to farmers gains from price rises after they have 
sold to CFP. Ali farmers would sell to CFP with the option of me-
purchase at the minimurn price pius storage, intcrest and other 
expenses within a period aí', say 180 days. This is equivalent to 
180 days bana with saies option to FP at the minimUm price less 
expenses (the nõw current loan procedure). Paperwork for farmer is 
reduced, in addition to giving ali producers tho loan equivalent, 
albowing them to postpone the decision of whether to sell or not. 
Ali price ri.ses in the 180 day period could then be absorbed by 
farmera, while CFP wouid still cover costs. The dosirability of 
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this change along with its exact implomentation is now being stu-
died by CFP. 
5.3 Current Âpproach to Minimurii Prices 

Lei Delegada No. 2 (26/9/62) requires that mi.nimum prices be 
set "nOS centros de consumo ou nos portos, FOB, e levando em conta 
os diversos fatores que influem nas cotaç6es dos mercados interno 
e externo". This clause does not define any real policy of minimum 
prices. In practice, the orientation of the program is determined 
administratively by the Conselho Deliberativo da StJNAB (SU1JAB.0). 
As a result, policy direction itself has been unstable varying 
between agressively high minimum prices, e.g.rice, corri and beans 
in the 1965 harvest, and the much more cautious fixing of minimuni 
prices below current export prices. 

The current minimum price policy has little positivo effect 
on price and supply stability, except insofar as its storage loans 
and promiss6ria rural discounts avoid eredit bottlenecks and reduce 
seasonal price fluctuations. Aithough minimum prices now are tied 
looseiy to the world mar1et (with the possible exception of beans, 
they are of marginal assistaxice to producers in guiding their pro--
duction decisions. First, they are not publicized sufficientiy. 
More importantly, pre-announced minirnuni prlces liave little content 
either as indicators of futuro real minimum prices or as prodicbrs 
oÍ' future real market prices. There is no guaranteo of price 
readjustment for subsequent inflation before the harvest. Thus the 
farmer is kept guessing about what the real minirnum prices in fact 
will 

47 Decreto No, 514 294  (18/9/64) promised readjustment accõrding to 
"indices de correço rnonetaria" 30 days  béfore harvest. Actuài 
readjustments were smail and in nec nu. Decreto No 56 822 
(1/9/65) promised readjustment but loPendent also upon Inter-
national and domestic pnice quotations. Decreto No. 58 977 
(3/8/66) for the 1966167 harvest no longer contains any refer-
ence to readjustment. 

Ali minimum prices stipulated in the ports and centers of coa, 
suption for the 1966/67 harvost are well with the FOB export prices 
net of port expses current wbm the prices were fixed(see Table XXIX). 
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Table XXIX 

FOB Export Prices Net of Port Eipons.es 
and Minimum Prices Fixed in Augu.st,1966 

for the 1966/67 Harvost 

FOB Price Net of 
Port Expenses(60 
kilo sacks except 

P r o d u c t 	gsindicated) 

Algodo em carôço Cr$ (arr6ba de 
15 quilos) 

Amendoim industrial Cr$ 8,492 (sack of 25 
idios) 

rroz(1)gro médio US$ 144 (July) (ton) 
Farinha de mandioca Cr$ 3,700 (sack 0±' 50 

kilos) 
Feijão Cr$15,462-26,600 
Milho semiduro e mistoCr$ 5,439 
Soja Cr$123660 

Minirnum Prices 
in the Ports 
1L7 

Cr$ /4.,500 

5 9 430-59 800 

US$ 148 

Cr$ 3,700 

Cr$18 ,000 

Cr$ 6,000 

Cr$ 8,700 

(1) The equivalent in milled rico of thé rough rico price. 
Aliprices are for identical grades, 

Source: CFP, Preços Wfnirnos para a 	Centro-Sul do País: 
Safra 	6/67 (1966). 

taking into account a probabie exchange devaluation before the 
1967 harvest months) 8  However, littleeffort was madetopredict 

48. The sarne was true of prices fixeci for the 1966 harvest* 

export prices for the coming year. Given inflation and aprobable 
devaluation before the 1967 harvost, aliof this risk and un-
certáinty is still borne by the producer. A forward pricing system 
has not been achieved. 

Expórts of minimum price products have been freed for the 
1967 harvest. 49  Minirnum prices are fixed well below prospectivo 

49 By decrees 58 9 975 (cotton), 58,976 (girassol) and 58,977(other 
products)(3/8/66).Given the past performance o± CACEX in gran 
ing export licenses, this general policy may be thwarted mdi-
rectly under the almost certain pressures from industries proce. 
sing cotton, peanuts and soybeans. 
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export leveis and will not subsequeritly be raised above them while 

no real attenipt is nade in fixing rainimum to pre.dict future real 
export prices. What, then is the role oÍ' the minimum rrice 'oam? 
Presumably market forces would maintain internal prices near export 
leveis (net of marketing expenses) in any case. 

Admitting that market imperfectionsbottieneQks in the export 
proeess, including the difficulty of finding markets rapidly, do 
exist, one function of the program is to gurantee the producer 

price near current export leveis at the port less freight and other 
expenses. Its second, and perhaps more iinportant,function is as a 
source of eredit for storage and marketing (penhores mercantis and 
promiss6rias rurais). 

This is a modest prograxn, with marginal impact on price and 
supply stability. Operationally it is equivalent to fixing minimum 
prices soon before harvest somewh2t below the eurrent net export 
price leveis. Pre-.arinounced prices have little real contentin gui 1  
ing farmers and, within the context of the present system,could be 
discontinued.without changing farmer behavior significantly. Ali 

that is necessary is a guarantee that minimum prices will be fixed 
near export leveis soon before harvest. 

There are statistical indications that producers have not re 
ponded significantly to pre-announced prices, even when accanpanied 
by promisses of reajustment. Data appropriate for testing this 
hypothesis are sparse, and limited mainly to So Paulo State. 50  

50 Production and arca data funished by SEP are too aproximate 
for exact statistical axialysis, Only So Paulo Staté has price 
and production statisties sufficiertly accurate for this pur-
pose for a broad range of products. The statistics on rice in 
Rio Grande do Sul published by the Instituto Riograndense do 
Arroz are perhaps the best of their kind. in Brazil. However 
production has long been influenced by this autarquia?s aggre. 
Sive minimuni price program. 

In September, 1964 high pr ices were announced for rice, corn 
and beans, for the first time with the promise of readjustment for 
inflation. Had the promise been fUifilied, 51  minimum prices during 

51 Rice prices were not readjusted, corn and beans price not by 
thefuil rate at inflation, 
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the harvest would have been the highest in history for rice ard QOl't, 

the second highest for beans, and near rnarket prices for the 1964 
erop (see Tablo XXX). For rico, com and beans in So Paulo State 

Table XXX 
Real Minirnum Prices, 1965 Harvest 
Assuniing Fuil Adjustrnent for Iii- 

flation in March, 1965 (1) 
(Cr$ of 1965) 

	

Real Min 	Previous High 	So Paulo Farm 
Product 	muni Price 	Minin-iurn Price 	Price, 196L. 

Rice 	 io,16o 	9,096 (1964) 	107321 
Com 	 4,377 (1963) 	49949 
Beans 	 10,681 	13,692 (1963) 	11,390 

8,955 (1964) 

(1) Prices fixed in September, 1964 were inflated by the relative 
Increase in Conjuntura Econrnicais price index no.2, September 
to March and deflated by the ratio of this sarne index in March 
to the annual total. This converts readjusted prices into 1965 
cruzeiros making the prices comparable with those in Table 
XXIV. 

Source: Table XXIV, CFP, Conjuntura Econtmica. 

an attempt was made to test the hy-pothesis that farmers p1antedme 
becauseof the high preannounced minirnuni prices for the 1964V'65 
harve st. 

Supply functLons were estimated by EPEA for rice and beans 
in So Paulo during years in which miniLium prices were of little 
irnport, 1949-63 (64). For com, a function previously estirnated 
by SÇrgio Brandt, et a]awas used. (soe Table XXXI for the functions 
and Table XXXII for the supply elasticities). 52  

52 The cornsupply function is au atteinpt to apply the Nerlove 
distributed lag supply model, whichierrnits the estimation of 
long-run static supply elasticities. The reduced form of the 
model is essentially as foliows: 

Productiont = aB + EB (Priceti)  + (1-.B) Productiont_i 
The coefficient of the lagged dependent variable supposedly 



represents (l..B) where B is the elasticit7 or 	coefficiont 
ar expectations and the coofficient of the iaggõd prïce 
is the product of the long-run elasticity, E, and B. This 
model does poorly for com, in spite of the reasonabie R 2 , 
since only the coefficlents of tho lagged dependent variable 
(production) are significan.t even at the IO% levei. Fõr both 
rice and beans, the lagged dependent variable gave highly 
insignificit coefficients,and vith beans, a negative coeff i-
cient, which irnpiies thatthe elasticity of expectations is 
greater than 1 1  an absurd result in this contoxt. 
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Table XXI 

Farni Supply Functions Estimated for 
S5o Paulo State 

(Prices: 1948/52  Cruzeiros) 
(Área : 1,000 hectates) 
(Production: mililon sacks oÍ' 60 kilos) 

Arroz 

Ln Área Plantedt  5.651 + 
357(2) Ln lioo( 	Pricet1\ - 

L Corn Pricet_i) 1 
.294 	Ln (Corn Price 

= .78( 2 ) 

Years included: 1950-63, excluding 1954  and  1957. 
Fei.10 das kuas 

Área Planted = 2)48.12)4 + . 197(2) (Average Beans Price May-Aug. :)... 

- .178 	(Rico Price 	) 	1.208 	(Com Price 	)" 
= .92(2) 	

tl 	t-1 

Years included: 195)4..6)4 
MIlho  

Productiont = 10.6)4)4 .112(Comn Pricet ) + 9)43.. ( 2 )(productior  

- .515 	Year 
R2 = .83 (2 ) 

Years included: 1949-63 

Notes: Coefficients were roimded for case of presontation. 
Prices for tho rice and beans functions wore deflated 
by the index of prices reóeived by farmers inSo Paulo, 
less coffee (23 products). The corn function prices 
were deflated by the saiie iMex but including coff co. 
Significant at the 1% 1evei 
Significant at the 5% levei. 

(Li.) Significant at the 10% levei. 
Significant at the 20% levei. 
1949 = 1. 

Sources: Thé corn supply function was taken frorn Seprgio,Brandt et 
ai Estrutura da Oferta de Milho no Estado de So Paulo Mk), a monograph distributed bythe Divisão de Econo - 
mia Rural da Secretaria da Agricultura do Estado de S.Pau-
lo. 
The beans and nec runctiõns were estimated by EPEA using 
data supplied by the D±viso de Economia Rural da Secreta-
ria da Agricultura do Estado de So Paulo. 
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Tablo X)0II 

Spp1y Elasticities to Price So Paulo State 

Variable 	Elasticitj 

Ri e e 
RicePrice 

Cotton Price 	 .357 

Corn Price 	—.294 

Beans 
Bean Price 	 .284 
Rice Price 	—.200 
Com 	 —.550 

Com 

Corn Prico - Short-run 	.398 (2 ) 

Long-run 	3.235( 2 ) 

For corn and beans, elasticities were calculated at the means 
of the observations. 
Significant only at 20 levei. 

Source: Table X)OC.I 

1±' pre-announced prices influenced producer behavior,we would 
expect realized area or production in 1965 to bo significantly 
larger than predicted by supply functions exciuding the minimum 
price variablo, because oÍ' high pre-anriounced riiniuum prices for 
the 1964J1965 harvest. 

	

PredictionstT for 1965 wero made through supply 	functions 
or arca planted ia rico and feijo das guas of cern 
These were then compared with reaiized arca and production. 53  

--- 

53 In sipp1y functions, the dependent variable shouid be panned 
output since farners cannot control yieldvariations arlBlflg 
from the weather. Área planted is a proxy for plannedoutput and 
assumes constant plannedyieids. Actual output realized isaless 
satisfactory proxy for planned output 7  because rdom influences 
on yield are more important in detemnuning õutput tIan systematic 
responses in yields to price.. The production supply function 
was used for corn because of its ready availability. 
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Actual corn production was 3.8% loss than predicted bythe supply 
functions, Arca planted in feijo das guas was only 1.8% greater 
than predictod, while that of rice was 4.2%  greater than forecast 
by the supplyfunctions (see Table XXXIV). 

Table XXXIII 

Data used for Supply Predctions of Rice 

Corn and Beans, 1965 

Deflatd Pricest 1 (1964) (Production1(196/4)(2)year 

(rnllhion sacks of 
(1948/52 Cr$) 	60 kilos) 

(Rice/cotton) 100 	262.800 
Corn 	76.160 
Com (for com 
function only) 	78.730 	 36.795 	 17 

Beans 	196.954 
Rice 	158.849 

Notes: (1) See Noto (1) of Table XXXI, 

(2) This is the average yield iií 1963 and 1965  multiplied 
by the area planted in 1964. Yield were very 10w in 
19645 1 9 120 kilos/hectare as compared with 15709  in 
1963 and 15753 in  1965, and realized productionnthat 
year was f ar below planned output. This widediigence 
in yelds would cause substantial errors in prediction 
in the particular model used for com. 
Data rounded for case of presontation. 

Source: Diviso do Economia Rural da Secretaria da Agricultura do 
Estado de So Paulo, 



Table 	XXXIV 

Predicted and Realized Area and Production,  

S a"o Paulo 	1965 

J.rea Productiõn 
(1,000 Hectares) (1,000 sacks of 60 kilos) 

Percentage Percentago 
Differonco DiíTerence 
of Realized of Realized 

Predicted Realized from 	Predicted 	Predictod 	Realized from Prodicted 

Rico 	962 1,004 4.2 
Foi10 das 

guas 	167 170 1.8 
Milho 42 ,340 	40,800 3.8 

Source: Tables XXXI, XXXIII. Diviso da Economia Rural da Secretaria da 
Lgricultura do Estado de Sao Paulo. 
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Ali the differoncos betwc-en variables predicted ignoring rninirnum. 
prices and those actually realizcd, zre statistically negligible. 
Although a one yoar analysis is not uÍficient, serious doubt is 
cast on the hypothesis that preannounced prices infaet stmu1ated 
planned output. It would have been interesting to tost also for 
the influence of lower minirnuríi pri,cos in 1966, but the necessary 
price and production data were not available at the time Of 
writing. This analysis is not conclusive for other products,and 
particulariy cotton may be influenced by pre-announced prices. 
But the data do not support the idea that pre-announced prices 
have been aix iriiportant factor determining output in the past. 

Throe facts.account for the apparent ineffectivenesS oÍ' pr. 
announced prices: lack of information on the Ininirilum price 
program and of confidence on it coupled with i.incertainty about 
the future real value of minimum prices. The pre-announceriient of 
minimuni prices is of little utility under the present systern. 

Thus the minimuni price system today mainly çQMpensates for 
deficiencies in export and marketing structure, althoughfts loan 
program to producers and processors is of considerable irportice. 
But little risk or uncertainty iii farning is recluced cr transferred 
to the government in this system. 

In fact, the spatial pricing systen in the rilinhrnurn price 
program niay introduce serious distortions into rnarketing. In 
spatial price equilibriuni, differonces in prices betweencl±LTerent 
locations rnust be related to transfercosts over space. Thus in 
3 point space, with 2 producing points and one consuming point, 

Producer. 	 Producer 

Consumer 3 
the difference in prices between the consumer point and 	each 
producer point is the cost of transfer and between the two 
producing points the differencez in the cost of transfer to the 
consurner point. Thus in diagrain III tho price in region 2 is 10 
higher than in region 1 7  but 10 lower than in region3(consurner). 



(32) 

With many point space in equilibriun, the differences in 
spatial prices are greater than or ecjual to transfer costs when 
shipments occur and less than transfer costs when no shipments 
take piace. This system also minimizes transport cost for any 
spatial pattern of deraand and production. 

If distortions are not to be introduced by the program in 
storage and shipping patterns, niinimun prices should differ over 
space is a fashion roughly approxiLlating spatial 	equilibrium. 
Normal coinmodity fiows for each product and tronsport 	costs 
between the 1:iajor points should bo determined >  and spatial VIce 
differences fixed according to the direction of the f low and the 
cost of transer. 	Perfection is impossible but the 	broad 

54 The problemis complox conpliatec1 by different b'vest times 
in different regions õf Brazil. Thus, for example, Bahia may 
both ship to and receive beans from the South in any given 
year* 

pattorns oÍ' spatial equilibriuni prices should be aimed at. 

	

The current system of spatial pricing under the 	minimum 
price prograni introduces distortions into the shipping 	and 
storage patterns when harvests are large enough 	to 	require 
significant government purchases. Iclontical prices are now set 
in the "portos de escoamento" and in several "centros de consu - 

— Brasilia, Belo Horizonte, Curitiba and So Paulo. Prices 
paid outside theso cities are calculated by deducting freight 
from nearest (i.e. lowest freight) consumer center or port. 

The choice of consumer centers and ports bear litere1ation 
to actual producta fiows. Gois, for exaniple is a net surplus 
area in nec and beans q  yet Brasiliats mininiuna price is the sarne 
as So Paulo's, a city receiving frori Gois. In general thê 
current system fixes mininiun prices as high is surpius areas f ar 
removed from marginal ultimate consuniption points - e.g. Gois 
and Rio Grande do Sul - as in areas nearer the consuinption 
centers - e.g. So Paulo State. 

The exact consequences of this rather arbitrary method of 
fixing minimum prices over space are inipossible to predict 5  In 

55 In a perfect market over space, such a system would lead to a 
new equilibrium conditioned by the ininimum price constraints. 
This equilibrium would be less'efficient is shipping output 
to points of final consump.tion. 
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addition to a probable decline in shipping and storage efficiency, 

thero are two general undesirable consequences of the system. FP 

purchases tend to be concentrated in the arcas farthest removed 
frou the marginal final consumption areas 6  Thus over 2/3 of rice 

56 i.e. deficjt arcas farthcst removed from the surpius area in 
que stion 

pu.rchases in 1965 wero nade in Rio Grande do Sul and Gois 790 aí' 

57 CFP, Relat6rio de 1965 

the gaicho rice harvest was bought by CFP, Concentration 	of 

purchases in distaxit arcas puts on merchants in these 	arcas a 

disproportionate bu.rden of the recluction in private trade provoked 
by governnert purchasos. In addition, the capacity oí' the minimuni 

price progrxa is itself taxed much more through the spatial 

concentration of its purchases. 
Thus the spatial differentials in rainimun prices should 	be 

set on the basis of normal product fiows and transport costs, and 
not as presently upon a rather arbitrary definition or consumption 
centers. Thorough studies Õf conmodity fiows and transport costs 
should be made by cFP end reciiiendations nade for improved spattal 
pricQ fixing. 
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6 Suggestions for 	intho APProach of tho Program 

L.s we have se•en,the current program succeeds oniy nargin&Ily in 
reducing uncertainty and risk in agricultura. Alternative poliey 
approaches should be studied, to be introduced as the operational 
maturity of the prograni lncreases.The systein couid be inprovo4, for 
exampie,through a forward pricing system such as outlined above 
(Section IV.3.4). The first prerequisite of this system would be co 
siderabie improvement iii publicizing niinimun pr'ices so that producers 
may adjust their output to thon. In competitivo and sornetins comp 

titive products (wheii export prices are above internal equilibrium 
leveis), the program would assume most oÍ' the risk in predicting 

vorld price leveis and exchango ratos. Forecasts would be nade of 
probable FOB doliar export prices net of port expenses for the next 
harvest 8  Thesowouid bo converted into cruzeiros at the current 

58 Careful attention must be paid here to the seasonality of world 
prices. 

exchange rate. Since such forecasts are approximate,it may be desi 
abio to discount predictions by souefactor,say lO, as a nÍargin of 
security for the govornniont. These priôes wõuld be announced in 
advance of the planting as tho bost Iossible ostimatos for the coxg 

year oÍ' market pricos in the pQrts and wouid earry a guarantee 0±' 

readjustment for inflation boforo tho harvest. Indicative,although 
not binding prices couid also be announced for the principal inte 
nor raarketing centers by doducting estimates 0±' curront expenses 
and freight from the ports te the interior 59and an acceptb3e profit 

59 But obeying spatial equilibrium cniteria, 

margin for private trade. 6°  Soon before harvest these port prices 

60 1±' this is not done and the govcrnnent is correet in its price 
predictions, it will and nïarketinU most of the crop at cost, 
eliminating privato trade. The 210 Bank 0±' &azii coission may 
be sufficient to cover private net profit nargins. 

would be fully adjusted for infiation, and Í'rom them interior prices 
would then be calculted net of expenses. These should be dose In 
real value to indicative prices preannounced in the interior before 
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planting, since most oxpenss should accorílpany general 	inflation 
fairly closely. 

If the exchange rato accompanies inflation,readjustment before 
harvesting should not make exports unprofitabie. Exchange rate 
readjustments may, however, be f ar apart. In this case temporary 

export subsidies may be necessary to be offset by temporary export 

taxes af ter exchange rate devaluation during the sarne crop year.Su 
sidies and later taxation transfer some of the windí' ali gain of hol 
ing stocks ol' exported crops from cominerce to fariners. Presurnably 
futu.re policy will not permit an "undervalued" export rate for a 
period of several months, given a probable.tendency towards a ba-
lance oÍ' payments bottleneck in the future. Thus the subsidy- 

61 Àccording to the EpEAmacro.-planning model, 

taxation systern should be necessary only infrequently and should 
always be self-liquidating. 

This system of forward export prices fuliy adjusted for in-
flation before the harvest removes the risk of losses in predicting 
future market prices from the producer to the governnient, and gives 
the producer a price floor near the expected marginal value of his 
output. If done well,there isrioneod for permanent net expeziditures 
by tho governmont, whereas the security of planting is increasedeoU  
siderably, stimulating the use of rnodern inpiits requiring money ou 
lays.Production for export would be stimulatcd when thew'ld market 
appears good and reduced when tho world market is poorer. 

E' predicted FOB export prices are significantly belowiriternal 
minima estimated through past moving averages and troughs1nternal 
prices2 the internal minima shoulcl bo fixed and readjusted fully 

62 See Section IV.3.4 above 

for inflation before harvesting. For products with a small world 
market, like boans, the internal minima are indicated.It.is certain 
that stocks will bo accumulated in some years tbrough use of the 
internal minimum price, since farmers will not adjust their output 
fullyto it. This is to be expectod,andgovernment purchases up to 

4'  
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a certain point are a sign that the program is functioning properly. 
Reduction in mininiuni prices solely ln response to stock accumuiation 
should probably not be undertaken without the experience of at ieast 
two years'consecutive adding to stocks with little prospect of saies 
wjthout subsidies. 1±' minimum prices are manipulated up and down 
annually mainly in response te current internal market conditions, 
little stability is to be gained through the program. However, the 
necessity for tbough analysis of past price and production 
behavior cannot be overestimated. 

The proposal of forward pricing is tentative and will no doubt 
need te bemodified in practice. In addition.other systems may be 
more considered more desirable in the Í'uture. However, analysis of 
policr alteinatives is now critical for the future of the program,if 
it is te make a substantial contribution to Brazilian agricultural 
development. 

Summary and Conclusions 

Thus we have seen 110w uncertainty and risk may play axi im-
portant role in retarding agricuitura development and provoking 
misaliocation of resources.The minimuni program could substantially 
red.uce uncertainty and risk, aithough today it still has stnafl impact 
on price and suppiy stability. 

Cost of production criteria in fixing minimuni prices 	were 
rejected as not related cieariy to equilibrium prices, te consumers' 
valuation of output produced in response to minimum price covering 
"cost of production". Á modified system of forward equilibrium 
pricing was suggested as a desirable direction for future policy. 

The efficiency of the CFP-Bank of Brazil - COBAL - CIBRaZ 
operation in minhmum prices is an improvement over the past, but 
still could be substantially bottered. Á series of general recom-
medations was made on this problein. 

We also saw that the present program is chiefiy a source of 
marketing and storage finance coupled with the attempt te compensate 
internal marketing inefficiencies. If lt is te have the effect it 
øould the program should be rethought and redefined perhaps along 
the lines of a modified forward eciuilibriuin system 

We have not analyzed the desirability of including other pro-
ducts under minimum price policy. Green veget'ables and fruits are 
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not appropriate for such program a  while such semi-perishables as 

meat and eggs could perhaps profit from price supports. The de-
sirability of support for these products in the future should be 
studied. 

But the two priority arcas today are (1) improving 	the 
operational capacity and efficiency af the prograin and (2) a 

general redefinition of minimum price policy. 


