
THE MIHIMill( PRICE PROGRAM

1. Introduction Gordon Smith

This section deals with the minimum price program administered
by the Comissão de Financiamento da Produção. 29special programs .for

29 Products incTÜded in this program for the Center-South are cur­
rently cotton, peanuts, soybeans, rice corn, beans, manioc 
flou.r and sTu-ú'lower seeds (for translafor: girassol) 

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

a�� presented an.d adapted to the current possibilities in Brazil ... 
Then the past action of the program is described briefly, followed 
by an analysis of current policy and suggestions for change.We will

,, 

see that in spite of op8rational improvement in the system, it is-
still in critical need of overall policy definition if it is to have 
more -than marginal impact on Brazilian agriculture. 

2. � MinimlLm Pr�ces?·

The minimum price proôram, to the extent it reduces risk and
uncertainty in .f arming, ca:n be a sigi,..ificant stimulant to agricultural 
development and eff iciency. Ln�l by dampening supply and price flu,ç_ 
tuations, it can also raise corisumer welfare,diminishing the likeli 
hood of periodic 11 crises de abe.stecimento". 

Agrictµture is subject to sharp price swings, rooted primarily· 
in the insta.bili ty of output. A part of production fluctl.l,i...tions 
arises, of course, from uncontrolable climate factors. But the priee_

system operating under uncertainty in the atomistically competi tive 
structure of ag,ricul ture creates buil t-in instabili ty in output md 
prices. 

Farmers do not,when they decide to produce, know the prices 

\ 

they will roceive for their output. In thE!Se conditions -theytend.m 
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 following harvest, etc.30 Theoretically,- -·· 

30 Tochnically; a supply function of the following type (with sev­
eral possible variations)will apply: Planned Outputt

=f(pricet_1)
�-----.... -----------------�-:---------
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depending upon the supply and dcmand elastici ties, this structure 
will l0ad to dampened, constà.'1t or cxploding fluctuations in prices 
and planned output, the famous cobwed phenornenon. In practice, the 
intervention of random shocks and variables not included in the 
simple supplJr a.nd demand analysis usually avoid the explosive al­
ternative a.nd loads to irregularity in the fluctuations. But it is 
ele ar that unc0rtainty abou t future prices combined wi th � ootween 
the decision to produce and thc realization of production are a pri.n 
cipal source of output �d price instability. Table XXIII gives an 
idea of the ,magnituêle of real. price.fluctuations from harvest to 
harvest for four crops in São Paulo. 

Table XX.III 
Average Absolute Valucs of Harvest to Harvest 

Percentage Changes in Real Farm Prices, São 
Paulo State - 1949/1963 

Bcans 38.4% 

Rice 27.1% 

Corn 22.5% 

Cotton 12.8% 

Note: Annual avcrage prices were deflated by 
o.n index of 23 o.griqul turnl price ( ex­
cluding coffoo) in São Paulo. 

Source: Annuo..l pr:l.ces éilld price index:Divisão 
de Economia Rural da Secretaria da A­
gricultura �lo Entado de São Paulo. 

This structure has at le.: .. st two unde.Sirable consequences. 

First,in any given yen:r resources will tend to be misallocated wi thin 
agriculture. Output tends to fluctuate around the equilibrium level, 
nllocating al ternatiYely too mruiy and too few resources to any given 
product .se cond, the rislt of f arming is greatly increased through the 
very rE.! sponsivcness to producers to ( �wo wrong) price�1 Higher risk 

31 Supply functions estimatcd for the Center-South of Brazil have 
usually shown significant response to prices. ·see. for example, 
th0 several monographs by Sergio Brandt �t.al., df stributed by 
the Divisão de Economia Rural da Secretaria de Agricultura of 
São Paulo, estimating supply funct��ns for S�o_Paulo. �ee al.s6 
the forthcoming publication by ANPES on �raz1l1an agriculture. 
There is an accumulating large body of literature on the supply 
response of farmers in underdeveloped countries, generally show­
ing significa�t response to price. 



tends to reduc0 output, ceteris .:Q.�_p:ms. Perhaps even more im­
portnnt for incrcasing productivi ty in agricul ture, high risk 
and uncertainty mal:e f arme:rs less ·willing to use inputs r.equi.: 
ing money outlays and longer-term investment, and greatly reduce 
thoir access to credit. Put another way, a reduction in uncer. 
tainty and the risl<: of losses should prove a stimulant 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 fa.ct a reduction in uncertainty 
and risk coupled wi t h  a dampening of supply fluctuations to con­
sur.:iers. Subsidias to agriculture through the product price mecha 
nisr.1, i. e. income transf ers to agrlcul ture from consumers and . the
govçrnm.ent, are ussuned not to be a goat of policy at this time.32

32 This does not rule out, ç� course, selective subsidies to the 
use of modern inputs such as fertilize.r. 

3. Approaches to Minimum Price Policy

minimum pric0s, threel There are several app�oachos to 
which will be discussed hera: forward 
of production and floor pricing. 

equilibrium pricing, 

3.1' Forward Equilibriu.m Pricit:'� 

of 
cost 

The economically most appealing approach to minimum prices 
fixes thcm near their probablc 11 equilibrium 11 levels.An equilibrium 
price is onc ,,rhich leads f arr,10rs to produce a level of output which 
final consumers, through exports or in the internal market, will 
also value at that price. 

The goal of forward cquilibrium pricing is to predict for 
fa�ors future equilibrium prices and divulge them widely before 
pl�ting so that producers res:pond to them as probabl0 future mrket 
prices in their production decisions. Equilibrium prices are then 
_guarantced as minimum prices, co.npletely eliminating the producer I s 
doyrnward price risk and uncertainty for any single harvest. Minimum 
prices under this approach are fixed at the consurner I s valuation of 
output, thus avoiding unnecessary accumulation of stocks and sub­
sidies to producer from consumer and gov0rnment ulike. 
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3.1.1 Forward Pricing: Closed Economy 

] 

Oversimplifying somewhat let the demand and supply of a support 
commodity be as depicted in Diagram I, where 

Demand = � (priceJ and supply = f (pr1cet_1) or f (m1n1rm.nnpr.1.�

The subscript t refers to the year. For ease of exposition, we as­
sume that if farmers respond at all to preannounced minimum prices, 

-

tbay will do so in exactly the sarne way as they have to last year' s
morket price in the past.(33) To achieve equilibrium, the prieet-l

33 That is, output is the sarne function of guaranteed forward pr.ices 
as it is et lagged market prices. This is clearly not so, given 
the great reduction of uncertainty in the guaranteed price 

�aystem. Tbo probnble·relnt1oo between the two types of supply 
functions is given in the graph. The supply functi on of guar­
anteed price will cut the supply = f (pricet_1) curve from abo\e,
Supply will be higher for the guaranteed system at prices ab ove 
the intersection point and lower for prices below this point.It 
is likely that equilibrium output 

Price 

Quantity 

upplyt= f{euaranteed prlce)
t 

will be higher under the guaranteed f orward price system than 
un der free market operation. The basic conclusions of the ar�u 
ment are unchanged by the assumption of identical supply f\nctions. 

or the pre-announced minimum pricet of the supply function must 
equal the pricet of the demand function for the sarne quantities. 
Forward princing would fix minimum prices at AD and pre-announce tJle1n. 

polnt.lt
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DIAGRAM I 

Price
e 

(pric�) 
upply= f(pricet_1)

f(minimum pricet)

A E 
---------�-,;;;;_-

Q u a n t 1 t y
If farmers based their planting decisions on minimum prices rather 
than last years market prices, planned output would approach equi­
librium levels in any given year. Even if producers continued to 
respond mainly to past prices, equilibrium prices would tend to be 
estabilished in the market once the harvest was large enough to 
require government support. This can be seen from Diagram I. Let 
price of last year be AC, above equilibrium levels. Production 
this year will be AE, requiring government purchases at the equi­
librium price AB. From then on, planned output would be AD, the 
equilibrium level, abstracti�g from fluctuations in yields. 

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

Fluctuations in yields would still cause frequent 
from such equilibrium levels. Complete stability in 

equilibriurn 
achieved 

departures 
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 cartied over a number of 
years would be much less than the Inftrginal costs of such stocks. 
Some 1nstab111ty, therefore, would have to be permitted 1n a closed 
economy. Given knowledge of the equ111br1um price, the time dis­
tribution of yield varations, storage costa, and 'the óecnand runc'-;1.or.s. 
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i t is conccptually possible to estima te the optimal level of 
stabilization stocks which ·would equate marginal social 
with marginal cost 

value 

3.1 .2 Forward Pricj_ng: 0pcn Economy 

In an opon economy the minimum price system under forward 
pricing is intimately com1octed with foreign trade policy and 
mus t be adapted to i t. 0ptimal trade policy :tor agricul tural 
products is beyond the scope of tho present discussion. 

Rather we assume a� export-import policy close to cur­
rcnt practices in Brazil. Exports of all products are assumed 
to be free, whereas imports are undertaken only if . production 
fails a..1d prices rise substru1tially above normal levels.34

34 This is approximately the present policy of trade in mininru.m 
price products. Exports have· been freed for the 1966/67 
harvest (Decreto nQ 58977, Aug. 3, 1966). Imports of these 
products, generally subject to tariffs 50.t 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 1s point of view depends upon 
the mobility and degrce of full employcent of resources within 
agriculture. If resources were fully employed and could he 
shifted to products i�1 which Brazil has a comparative ad.vantage, 
there would bo a net g�in from freeing imports. The basic 
assumption of past and prcsent policy is that imports of non­
competi tive domestically produced goods would result in a net 
reduction in the availability of goods a..�d services to Brazil. 

Annual equilibrium undcr thGse cxport•import ussumptions 
would require the ari.nounccment bofor& planting of expected.export 
prices or internal equilibrium prices, whichever are higher.35

' 

35 We assume here that world markets do exist for all products 
and that Brazil's sales in these markets have a negligible 
effect on world prices. If the second assumption is not true , 
somo adjustmont would havc to be made, c.g. guarantceing only 
90% of expccted world prices. 
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DIAGRAM II 

Demand = � (prici)Supply= f(pricet-1)
J /

Y Supply= f(minimmp price)Price 
r-------��---� . t 

e 

B 

A 

L 

Quantity 

When predicted export prices are above 
librium levels, -they become market equilibrium prices. 
II the total demand is HIJ, when the export price is 

interna.l equi 
In diagram 

AD, above 
internal equilibrium level (assuming Drazil's exports have no 
effect on world prices). If producGrs respond to minimum prices 
pre-announced at export levels, then J 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 1n diagram II, and imports are only permitted 
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.36 Demand is now HIKL, 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 last years market price. This over­
simplification does not affect the conclusions of the argument. 

If producers adjusted to pre-announced prices 
were correctly fixed, output would tend to annual 
either AG with exports of AF with no trade (see 

and these 
equilibrium, 
Diagram II) . 

Annual risk and uncertainty would be considerably reduced. The 
uncertainty of longer-term investment would be diminished to the 
extent that the fluctuations of export prices above internal equi 
11brium are less than of internal prices without trade. In addition, 
the production for export would be stimulated ei'btly when world 
prices are high. 
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The full succcss of such a program clearly depends on 
gotting producers to respond to pre-announced prices as the 
best estima.te of futur0 prices. Ev0n if farmers did not adjust 
to pro-announced pric�s, greater stability would be achivied. 
than under a complotoly free markot systom wi th nó foreign trade. 

The basic problem wi th this approach is that i t requires 
considcrable knowledge of domostic dcmand and su� conditions 
that cannot bc obtained from available statistical information. 
In pratice the domostic oquilibrium price is unlmown; and all 
estimates of it, say through past avorage prices, are subject 
to considcrable errar. The capacity of Brazil's minimum price 
system to buy and store is still not gr0at. . .Errors provoking 
large purchases in any year,could swamp the minimumprice system. 

On the other hand Brazil 1 s position for predicting world 
market pricos 1s very good. Hinimum prices are pre-announced in 
August, bcforo planting. By that time the size of harvests in 
the leading producing nations of the northern hemisphere i.!, fa:irly 
well knovm. 

The general principlo of forward equilibrium prices is 
valid and should bo applied to the greatest extent possible with 
current information. Sugcestions for this adaptation are made 
below. 

3.2 Cost of Production 

One policy goo.l of minimum prices frequently def ended in 
Brazil is to guaruntce produccrs th0ir 11 cost of production11

• The 
Estatuto ª-ã Terra requires that minimum prices should be fixed 
to cover cost of production plus a 30% profit for producers. The 
Instituto Rio Grandense do Arroz used cost of production plus 
profit as their price criterion until very recently, and the con 
cept plays a leading role in tho fixing of sugar prices. 

The principal problem wi th this. cri terion is i ts complete 
separntion from final consumer deman.d. There is li ttle reason to 
believc thnt a minir:ru.m pricc covering II costs" plus profi t whould 
lead fnrmors to produce at the level demunded by consurners A! 
that price. Without production or marketing controls,there coul.d 

inininiuinpri.ee
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well arise a tendency to chronic overproduction, since the gov­

ernment wotüd covor II costs of production!t wi th or wi thout a marlr..et. 

Permancnt subsidies would be the result. 

There are also serious practical problem in defining and 

measuring costs over large eccnomic regions with widely varying 

unit costs and production techniques. These pitfalls make "cost 

of production" an even less desirable cri terion and remove i t 

one step f arthcr from market equilibrium consm erations. 

Cost of production may be used supplemental information, 

but the cri terion by i tself cannot be applied in fixing minimum 

pr1cos. 

3.3 Floor Prices 

This approach does not attempt to cover cost of production 

nor indicate forward prices before planting. Rather it seeks to 

prevent cnly the grec..test declines in prices in the largest mrvests. 

These prices would be sonewhere between E:ither export or domestic 

equilibrium prices and the lowest prices verified 1n the past. Were 

exports free wi th sure world markets and the marketing process more 

or less sraooth, no governmcnt purchases would be required· under 

this system except in products without world markets. Purchases 

would be undertaken only boc�use of export limi tations pr bottle-

necks in the oxport sector. The philosophy of very low minimum 

prices-floor prices-dominatcd the minimum price program in Brazil 

until recently. 

3.4 Suggestion .(Q,.r, Policy Orientation 

As we shall see, current minimum price policy still lacks 

an overall set of policy goa.ls anda general orientation,leading 

to froquent n � decisions a.rid a general uncertainty withregards 

to the system. What follows is a tentntive suggostion for the f� 

ing of minimum prices, raainly for discussion and comparison wi th 

other policies. In Brazilian conditions,so�e compromise cf �orward 
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 nuninrum 

price products, while imports will b0 undertaken only during har­

vcst failures. 
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It is useful to distinguish three groups of products: 
(1) those usually or always competitive in the world market;
(2) those sometirnes competitive in the world market,depend:fng upon
fluctua.tions in world prices and the internal level of output;
(3) those usually ll.Q..t. competitive in the world market or without
a significant active interna,tional mark,e.:t,. Judging by past 
export behavior, the competitive category includes cotton,probably 
peanuts and soybeans, and perhaps mandioca. The sometimes 
competi tive group includes rice and corn •. The third class inéll.lde.s

beans and perhaps mandioca�7 A detailed analysis of price 

37 Brazilian mandioca is usually conpetitive and is exported, 
but in very small. quantiti.es :in relation to domestic consumption. 
Export promotion might put it in the same group as cotton. 
Beans is less frequently competitive and suffers a very small 
and uncertain world market. 

movements is necessary for definitivo classification. 
For cor:1petitive products (cotton, soybeans, peanuts), the 

forward pr1c1.ng system could be applied ui thout modification. 
Predicted FOB export prices net of port expenses would te announcsd 
More plant:ing and backed off into the interior by deducting freight 
and other expenses, 38 

In �rder to hedge against possible errars

38 See Section IV.5.3 below 

in predcting, requiring large eovernment purcha-ses, perhaps only 
90% of predicted n8t }:i'OB export priccs should be guaranteed, but 

f =+'l�•t· b f • t· �g It h ld with fuJl readjustment or i:tu..1.ct ian 0 ore narves ing .- • s ou 

39 Seo Soction IV.6 bolow 

be recalled that Brazil I s positi.cn in µ-edict:ing world market prices 
j_s excellent due to thc fact that planting occurs in Brazi.l during 
or soon after harvcsts in the major Northern Hemisphere producing 
countries. 

quantiti.es
postti.cn
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For the sometimas-competitive products (rice,corn)ptedicted 
export pricGs or internal equilibrium prices would ;�e fixed, 
whichever were highor, following the principles set .forth in 
scction rv.3.1.2. But we cannot determine internal equilibrium 
prices wi th any precision. As a rough approximation, p�st 
monthJy farm and wholesale prices should be analyzed thoroughly 
12 month and, where appropriate, ·cyclical moving averages af psst

prices should be calculated and deflated�O These averages would 

40 Some produ.cts, e.g. rice, show definite cyclical movements 
of output and price which should be taken into account in
fixing minimlrr1 priccs. 

then be a rough proxy for· the moving internal equilibrium pri­
ces. Lil Past a ver ages .could then be compared wi th past troughs

41. There would be some influence from exports in &lile years,thus
causing deviations from internal equilibrium. In addition, 
only if demar..d and supply had been shifting at the sarne rate
and had fluctuations around equilibrium been regular, would 
such a method give a precise estimate of future equilibrium.

in prices. Internel wi;1jJ;_a, instead of equilibria, would be set 
somewhere between troughs r._rid o.ver ages, ini tially near the Jatter. 
A clear formula is desirablG hore, e.g. 80% of average price :ln

the last 3-4 years. This would give internal minima a certain 
flexibility in reflecting nri�e trends,avoiding downward price 
rigidity in face of increascs in productivity. The exact pe� 
centaee to be uscd cen be deterrnined only after the analysis of 
probuble government purchnses in the past under different alter­
native rules. 

Thus either the prospective export price o� the internal 
"minima" would be pre-ennounced, readjusted before harvest� fcr 
inflation and maintained as a floor during the harvest. 

For products with little world trade (beans),the internal 
minimum price is indicnted. 

Stocks will sornetimes be accumulated by the government.This 
is�, per�, a sign that rninimum priCes should be lowered, 



since governmental purchases are in the no.ture of the program. 
purchase are Only if for E>.t least two consccutive years 

made, with little prospect for sales out 
large 
of stocks, should 

minimum prices be lowered for this reason alone. 
Concrete problems of price readjustment in this minimum price 

set-up are examined bclow in Section rv.6.

4 Minimum Price Policy in Brazil, !221.-12§1! 

The most salient characteristic of the minimum price policy 
in the past - and to some extent still today � has been the Jack 
of a clear·definition of policy goals ruid related to them, a set 
of operational guidelines. Until 1963, the minimum price program 
did not, in practice, gun.re.ntee even floor prices to producers, and 
its emphasis in government policy was practically nil. In 1963, 
policy orientation suddenly chnnged, and minimum prices were set 
aggressivcly to stimulate production, again, however, without 'a 
genaral definition of policy objectives. 

The minimum pricc progrn.m was ini tiated, for all practical 
purposes, in 1951 with Lei 1506, which reformed the Comissão de 
Financiamento da Produç5o .md plcced it tu1der the jurisdiction of 
thc Ministério da Fazenà;:/;-2 CFP was charged fixing minimum prices 

Ll,2 Comissüo de Finunciamento da Produção was created in 1943, but 
rernained practically inoper�tive tu1til 1952. 

nnd regulating the field operations of the progràm. The 
Brazil has been aL�ost the sole operationul agent of CFP 
field. 

Bank of 
in the 

In the Center-South minimum prices huve been 
rice, beans, corn, peanuts, soybenns, farinha de
sporadically, sunflower seeds, h3 the principal

f ixed for cottcn, 
mandioca and, 

storeable pro-

43 We will not deal here wi th the progrrun in the North and North­
east, which hD.s been limi ted primurily to financing ar export 
products. 

ducts not coverad by individual progrruns (coffee, sugar, etc.). 
There were two types of operntions - purchases at minimum prices and 
loqns on stocks in warehouses upproved by the Bunk of Brazil at 80% 
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of minimum prices (raised to 80, 90, or 100% in 1966,depending, 
upon whether market prices c:1.re above, equal to or below minimum 
prices). Subsequently in 1965, discount of promissórias rurais,41.l. 

44. This instrurnent is essentiully credit to the buyer, not to
the farrner.

when minimum prices ara paid, were brought under the program. UntiJ. 
1964, farmers, merch:mts and processors could all avail themselves 
of the progre.m. This was cr:a..Tfsed in 1964. Now only farmers and, 
exceptionally, processors at the discretion of CFP (through loans 
with sales 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 nre then calculated through a series of deductions incJtu 
ing freight to the nearest port or consumption center,commissions 
to the Bélilk of Brazil and other expensas, such as grn.ding. 

The system :functicned very p:xlr']yuntill964an:l gpve little protection 
to farmcrs. CFP wu� a small wealc organization of little technical 
assistance in the process of fixing minimum prices. In any cas� 
until 1963 the policy goal wá.s clearly to avoid purchases except 
in the mo st extreme condi tior�s. 

Prices were generally fixed below market prices even at their 
troughs, and usuê-.lly no goverr1ment support was gi ven to the market. 
Table XXIV gives real aver��e prices paid to farmers in São Paulo 
and real minimum prices fixai for the ports und consur:iE_tion centers. 
Farm prices are higher in almost every-.:case, even though freight 
has not boen deducted from the minimum price series�5

------------------

45 Gi ven the system of e qual prices in all ports and consumer 
centers, purchases were sometimes ma� ...... in re�ions far removed 
from theHmajor consumer centers of Rio and Sao Pau�o1 even 
though So..o Paulo prices almost ncvcr fell to the m1.n1.ma. 

------

When market prices f ell below minima prices in certain ureas, 
the program usually failed in its support goal.Finmcial resources 
at the dispositim of the program were insuficient.'lheBank of Brazil 
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1 963 3 598 2 998 . 3 163 3 118 8 215 7 :-95 15 799 8 113 j 16 849 13 692 

1 964 3 928 3 676 5 866 3 613 1 8 593 7 227 10 32�- 9 096 11 390 8 955 

_
1

_
9

_6s_,__
3

_su_.·º--J. ___ 3 __ 5_5_0 __ J.. __ 1.t._1_6_0 _ _.___3_60_0 --'-j __ s_º_º_º--�-1:'.J_1�: __ L.! 2�5 ________ 1_5º_º_1-:1.._,
0

_
3

_s __ s____. __ s_1_
0

_
0

__,_ 

EQNA�: Comissão de Financiamento da Produção � n!x.��§. MÍni�.!2§.ri (1965)

0BS: 
Divisão de Economia Rural (preços pa1:;os aos lav1�adores) 
Foram usados como inf'latores é,s Índices da c:Jluna 2 da
"Cnn i,w,+,,.,..a 'ti' ..... ono·"1·111· ":=!" ---., --· '-'�.L J.:.J\,,, '-"-

_./' --•W- -··-

.,;:- resentaclos sem classifi-:;açãc ou tipc especifico ,. O
í
s �reços pagos aos lavradores ,_ • .3.0 a

p ref;rem-se em ee!"'al à cl;:, ssj_ficação ma:;,,s comum ..
m nimos variou ao lone;o do tempo, mas 

Á classificação dos preços

5 614 

4 875 

5 284 

5 702 

3 917 

5 688 

5 187 

3 837 

4 949 

3 792 

3 293 

3 716 

3 664 

3 116 

3 255 

3 200 

4 271 

4 377 

3 613 

4 350 



Q U A D R O XXV 

Compras efetuadas pelo Govêrno através do Programa de Preços Mínimos de 

1952 a 1965 

(:tqne1  da,s) .,Ü--

1 

ANOS MILHO ARROZ FEIJÃO ALGODÃO 
FARINHA 1 

C.AFt .AMENDOIM SOJA DE 
:MANDIOCA 

1952 - - - 1/-l, 717 12 399 - - -

1953 - - - 421 741 - - - -

1954 2 362 
1 

12 151 - 590 - - -

1955 89 -

12 151

1 443 - - - - 5 151 
1956 - - - 1 284 27 429 - - -

1957 - - - - 195 395 - -

1958 - - 114 - 21 - - -

1959 - - - 941 9 - -

1960 - - - 3 486 - - -

1961 296 43 927 21 779 346 - - 5 
1962 - 6 - - - - - -

1963 657 573 - 8 224 - 69 048 - 46 810 
1964 61 1 738 2 373 - - - 24 101 
1965 422 008 1 695 106 - - - - 43 408 

1952/62 2 747 43 933 

23 981
64 000
91 552
35 487 443 105 235 163 - 5 17 302 

FOHTE: Co:nj_ssfio de Financi:;.'.Illento da Producão - A Política !fo.cional de Preços Mínimos (1966)
(1) Trt•.ta-se de aquisições excepciono.is, pois o CÉ'.fé constitui um caso particular da :re�

ponsabllic.r�de de outros programas.
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was badly org3.Ilized for the oper�tion, and there were frequent 
bottlenecks in storage, grading and the sheer transactions 
capa.city of the Bru1k. 

The insignificance of purchuses under the program can be 
seen from Table X.XV. Total purchases of corn in the ll year period 
1952/1962 reached only 2,747 tons, of rice 43,933 toris of beans 
35,487 tons and f�rinha de m�diocn, only 17,302 tons. Purchases 
of peru1uts und soybeans were will nil. Only :in oottan were acquisi tions 
substantial, but of the total of 4.43,105 tons bought 1952/1962, 
95% took plnce in 1953 . 

Loans under the program went in great part to processors of 
peanuts, rice but mainly cotton (see Table XXVI) - as they still 
do. 

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 

Table XXVI 
Finru:icirunentos Concedidos pelo Banco do 
Brasil atravé� do P rograma de Preços M! 

nimosll) (1,000 Cr$) 

ValÔres 
Correntes 

174,925 
166,157 

66,320 
81,775 
28,641 
69,728 

485,629 
2,006, 5lµ 
2 ,oL�o

7
034 

not o.vailo.ble 
not uvaila.ble 
2u,568,ooo 
26,995,000 
34,078,000 

ValÔres ,2)Constantes' 
1965 Cr$ 
8,879,018 
7,337,493 
2,306,079 
2,439,921 

714,536-
1,524,324 
9,364,869 

2s,041,410 
22,134,368 

not nvailable 
not uvailable 
73,654,864 
42,409,145 
34,078,000 

(1) Excludes discounts of promissórias rurais.
(2) Inflo.ted by the general price indcx, No. 2 of Conjuntura

Econômica

Source: R?latórios do func� �o Brnsil e CRE.AI; CFP, A Política�
cional de Fracos Minimos (1966), 
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In part, the ineffectiveness of the program was rooted in 

the very backuardness of the marketing and production sistem, the 

inabili ty of producers to fulfill the requirements of the Bank of 

Brazil, the necessity of many producers to sell soon after harvest 

in liquidation of debts to mercha.nts etc. 

However, the principal reason for the marginal impact of 

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

Little effort was made to improve the program until 1962/1963. 

After the II crises de abastecimento" of 1962, the government took 

seriously the possibility of using the m1n1mum price program to 

stimulate output, but in a very �. � fashion. Extremely high 

stimulus prices were announced before planting for rice, beans 

and corn in September, 1962, higher at that time in real terms 

than most previous market prices. These prices were not adjusted 

for inflation before harvesting, but still were the highest mi­

nimum prices yet fixed for corn and beans and the second highest 
for ric e  (see Table XXIV).46

46 When announced in September, real minimum prices in 1965 Cr$ 
(using Conjuntura Econômica' s Index No. Z of prices) were 
13,382 for rice, 22,584 for beans and 7,220 for corn. Previous 
anual peaks of São Paulo farm prices were 16,957 for rice, 
27,030 :for beans and 6,325 for corn, again in 1965 (see 
Table XXIV). 

The fixing of minimum prices obviously above internal 

librium levels, when not tied to exports, was a misuse of 

nimum price program :for the immediate goal of increasing 

Al though these stimulus prices were not readjusted for 

equi­

the mi­

output. 

infla -

tion thef:f ield apparatus and financial resources of the program 

were still inadequate to purchase the supply offered by f armers at 

the support prices. 

Thus the minimum price program before 1964 was characterized 
by inactivity, indefinition, terminating in an M b.,o__g_ effort to 

stimulate output of certains produats through high minimum prices. 
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5. Present Minimum Pr-ice Policy

Al though the minimlll!l 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 operational 

aspects of the program, with some suggestions for. improvoment, 

and thon to the program 1 s overall policy definition. 

5.1 Current Organizational Structure 

The present goverrunental structure wns created by Leis De­

legadas No. 2-7 of September 26, 1962. The diffusion of policy 

authori ty in abastecimento was recognj zed as leading to froqucntly 

contradictory measures. As a resul t, overall policy authori ty in 

regulating exports,fixing minimum prices,enforcing ceiling prices 

and many other acti vi ties uff ecting food supply was gi ven to SUNAB 

and i ts several Conselhos. The executory organs for these policies 

are CFP (now transformod into an autarquia under SUNAB), COB.AL 

(Cia. Brasileirn de .b.limentos) and CIER.1..ZEM (Cin.. Brasileira de 

i..r�azenruncnto). CFP is responsible for proposing minimum prices 

for the approval of the Conselho DeliberEitivo da SU}bB and for 

regulating and ov0rseeing the udministration of the program.CO:&.L 

is essentially the government 1 s marketing company,rosponsible for 

maintaining regulatory stocks and intervening "opportunely":f.n the 

market. CIBRAZEM is the w�rehousing arm of the federal government, 
at the dispo sal of both COBAL, and CFP in thcir respectivo progrruns. 

It also sells storage services to private parties. The ronk of 
Bruzil remains CFP 1 s main operational agent in the ficld. 

Thc minimura price progrrun currently acts through three ins -

truments: (1) purchases fDom producers at minimum prices ;(2)storage 

loans to producers and solected processors at 80, 90 and 100% of 
minimum prices depending on whether m[l.l'kot prices are above,equal 
to or below minimum prices respoctively;(3) discounts of promiss� 

rias ruro..is by the Carteiro. de Crédito Gerv.l do Bnnco d:> Br-usil wri..en 

minimum prices are paid .lm idca of the rc.lative importance of these 
three instruments in recent months is given in Table XXVII. 
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QUADRO XXVII 

OPERl.COES DE SUSTENTL.Ç.7:0 Dl. POLtTICil. DE "PREÇOS M!NIMOS" 

S1.LDOS OBSERVLDOS - EM BILHOES DE CRUZEIROS 
-----

S C R I !Yi I N A ç Jt
Dezembro Março Junho Setembro Dezeabro Ho.rço Junho Julho 

--- ---·- _______ , ________ , __ -+-----.....---...._--·-.--------------·--·---+---

Cexteira de Crédito Agr!cola � Industrial 

. I - Comissão de Financiamento da Producão 
111 .. quisição de produtos agrícolas" 

II - Financiamento da.produção agrícola .. 
Total Parcial I •·•·····•••••·•••····•• 

po.rtcira � Crédito Gcr�l 
III - Desconto de proruiss6rius ru�ais. 

Total Pa.rcial II •••••••••••••••••••••• 

Total Geral •·•··•••···••••·•··•••·•·•• 

5,2 

16,4 
21,6 

o,8 

o,8 

24,3 

81,7 

15,2 

96,9 

24,3 
21.t,3 

121,2 

225,2 

19,9 
245,6 

229,2 

14,8 
2Ll4,o 

178,4 115,0 108,4 

12,5 23,7 39,8 

90,9 138,7 148,2 

48,3 
48,3 

122,6 158,9 
122,6 158,9 

270,4 139,2 261,3 307,1 

FONTE& ComissB:o do Finruicirunento da Produção - A Político. Nacional E-.ê. Preços Mínimos 
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Operationa.l .Lspects of the Hinimum Price Pro'7ram 
- ------ - - --- --- b 

The operational effectivcness of tho program hus improved 
considero.bly since 1963. The BMk of Brazil now supports the PI:Q. 
gram more actively thun in tho past and is much beter equipped 
to carry out field operations. Wi th the incorporation af CIBRJ.ZEM 
and better coordination between the several government organs 
involved, storage of purchased output has b0cone much less of a 
bottleneck. Ln.d in spite of its possiblc short-run inflationary 
impact fu.11 financial support has been given the progrrun to buy 
the quantity offered at the minimum price. 

There are still several fronts upon which operational effi­
ciency could be substnntially improved. First, the reporting and 
tabulation of financial and quanti ta tive information on the pr.Q. 

gram is very slow and incomplete. CFP generally does not know 

i ts total stock posi tion and i ts location,and information cn total 

purchuses filters through with considernble delnys. This makes d� 

cisions on sales and exports from CFP stocks rnuch nore difficult. 

It has also led to considerably ineíficiency 1n storing �nd cros� 

transporting in the interior and between tha interior and major 

consumer centers. It is inpossible to coordinate effectively the 

storage and transport operations of the program wi thout such 

information. Total stocks and purchases should be tabulated ra­

pidly and at least monthly c....id published so that market parti­

cipants muy better judge the marke:t situation and future prospects. 

Second, as proposed in the section above on storage, in many 

areas private banks and warehouses should be integrated into the 

program to improve its coverage and expand i ts operationnl capacity. 

Now only the Bank of Brazil may make such agreements with pri vate 

organizations. This should be changed to permit CFPto operate di-

rectly wi th such banks and warehouses, thus avoiding 

conflicts of interest detrimental to the program. 

possible 

Third, lack of information by produccrs on the prograra has 

limitcd its scope. Specialists estim�tc thnt perhaps 10% of BrA 

zilian farmers are awaro of its oxistonce. It is clear th�t the 

program reaches primarily:::il..arge farmers, reflected in tho fhct that 

average purchases by CFP in 1965 wcre much large tha.n the average 

output per cstablishnent producing tho products 1n question (see 

Table XXVIII) .The total number of ncquisitions wn.s about 5% of the 

total nu.mber of agricultura establisrunents in the Center-South 

shown by the 1960 census. The program should be r.iore widely di vulged 



Product 

Beans 

Rice 

Corn 
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Table XXVIII 
_____ ......, 

Purchases p_x f!:.!: 1 1,265 

No. of Acqui­
sitions 

6,427 
66,492 
14,679 

Total Purchases Average Purchase 
(60 kilo sack�l (60 kilo sacks) 

1,504,918 
30,523,057 
7,210,043 

234 
459 
491 

Source: CFP, Relatório de 1965, PP• 22-23 

and explained. One effective method would be large billboards on 

all roads leading to tm-ms with buying agents of CFP. The signs 

could give in the simplest terms first the alternatives of the pr2 

gram, then minimum prices for products produced in the region. 

Farmers could be referred to the agency for further information. 

Fourth, :il though greatly improved over previous years, the 
technical assistance given by CFP in determining prices could still 
be substantially improved. CFP has not sufficiently analyzed the 

economic consequences of different alternative measures in thePI'2, 

gram. It has little notion of the cost of the program,and has not 

profi tted from the experience of other countries to any great ex­
tent. Nor has it profitted from world market information available 

for predicting world market prices. 

Finally, at present; the gains from later. price rises of 

goods purchased by CFP accrue to the government. Loans through 
penhores mercan.tis involve a rathcr formidable mOUi."1.tain of paper­
work, much more than in purchases. One rather simple change could 
probably increase operational efficiency while at the same time 
transferring to farmers gains from price rises e.fter they have 
sold to CFP. All fn.rmers would sell to CFP with the option of re­

purchase at the minimtL� pricc plus storage, intcrest and other 
expenses within a period of, say 180 days. This is equivalent to 
180 days loans with sales option to CFP at the minimum price less 
expenses ( the now current loan procedure). Paperwork for f armor is 
roduced, in addition to giving all producers the loanequivalent, 
allowing them to postpone the decision of whether to sell or not. 
All price rises in the 180 day period. could then be absorbed by 
farmer�, while CFP would still cover costs. The dosirability of 
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this change along with its e:xact implernentation is now being stu­
died by CFP. 
5.3 Current Anproach to Htnimum Prices 

Lei Delegada No. 2 (26/9/62) requires that minimum prices be 
set "nos centros de consumo ou nos pcrtos, FOB, e levando em conta 
os diversos fatores que influem nas cotações dos mercados interno

e externo". This clause does not define any real policy of rni.n:Lmum 
prices. In practice, the orientation of the program is determ.ined 
administratively by the Conselho Deliberativo da SUNAB (SUNABÃO). 
As a result, policy direction itself has been unstable, varying 
between agressively high minimum prices, e.g.rice, corn and beans 
in the 1965 harvest, and the much more cautious fixing of minimum 
prices below current export prices. 

The current rainimum price policy has little positive. effect 
on price and supply stubility, except insofar as its storage loans 
and promiss6ria rural discounts avoid credi t bottlenecks and reduce 
seasonal price fluctuations. Although minimum prices now are tied 
loosely to the world market (with the possible exception of beans), 
they are of marginal assistance to producors in guiding their pro­
duction decisions. First, they are not publicized sufficiently. 
More importantly, pre-announcéd minimum prices have little content 
either as indicators of futuro !cal minimum prices or as predici:Drs 
of future real market prices. There is no guarantee of price 
readjustment for s-:ibsequent inflation before the harvest. Thus the 
farmer is kept guessing about what the real minimum prices in fact 
will be.47

47 Decreto No. 54 294 (l8/9/6a) promised readjustment according to 
"Índices de correção rnonetJria" 30 days before harvest. Actual 
readjustments were small and in rice, nil. Decreto No 56 822 
(1/9/65) promised readjustment, but dcpendent also upon inter­
national and domestic price quotations. Decreto No. 58 977 
(3/8/66) for tho 1966/67 hc.rvest no longer contains any refer­
ence to readjustment. 

All minimum prices stipulated in the ports and centers of con 
suption for the 1966/67 harvest are well with the FOB export prices 
net of port ex:pEnSes current wh:n the p:ices were fixed(see Téble XXIX). 
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Table XXIX

FOB Export Prices Not of Port El:pcnscs 
and Hinimum Prices Fixed in August,1966 

for the 1966/67 Hnxvcst ------

P r o d u e t 

Algodão em carôço

Amendoim industrial 

.Àrroz (l) grão médio 
Farinha de mandioca 

Feijão 

FOB Price Net of 
Port Expenses(6o 
kilo sacks except 

as indicatec:Ll__ 

Cr$ 8,492 

US$ ll.l4 

(arrÔba de 
15 quilos) 

(sack of 25 
kilos) 

(July) (ton)

Cr$ 3,700 (suck of 50 
kilos) 

Cr$15,462-26,600 
Milho semiduro 
Soja 

e mistoCr$ 5,439 
Cr$12,66o 

Minimum Prices 
in the Ports 

1966/67 

Cr$ 4,500 

5,430-5,800 

US$ )48 
Cr$ 3,700 

Cr$18,ooo 
Cr$ 6,000 
Cr$ 8,700 

(1) The aquivalent j_n milled rico of thé rough rico price.
All prices are for identical grades.

Source: CFP, PrGços M:Ínimos parn .é. Regiã_� Centro-Sul 3-9. País: 
Safra 1966/67 (1966). 

taking into account a probablc exchango devaluation before the 
1967 harvest months. 48 Howevsr, li ttle effort wo.s lllade to prodict

48. The same was true of prices fixcd for the 1966 harvest.

export prices for the coming yoa.r. Given inflation and a probable 
devaluation bafore the 1967 harvost, a.11. of this risk and un­

certainty is still borne by the producer. A forward pricing systcm 
has not been achieved. 

Exports of minimum price products ha.ve been frecd for the 
1967 harvest.49 Minimum prices are fixed well below prospective

--------------------------------

49 By decrees 58,975 (cotton), 58,976 (girassol) nnd 58,977(other 
products)(3/8/66).Given the past performQilce of CACEX in gran1 
ing export licenses, this general policy moy be thwarted indi­
rectly under the alraost certain pressures from :irrlustries proce� 
sing cotton, peanuts and soybeans. 
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. 

export levels and will not -subsequently be raised above them while
no real attempt is rnade in fixing w�nimum to predict future real
export prices. What, then is the role of the minimum price program?
Presumably market forces would maintain internal prices noor export
levels (net of marketing expenses) in any case.

Admitting that market imperfections,bottlene�ks in the export 

process, including the difficulty of firiding markets rapidly, do 

exist, one function of the program is to guarantee the producer 

price near c�rrent export levels at the port less freight and other 

expenses. Its second, and perhaps more important,function is as a 

source of credit for storage and marketing (penhores mercantis and
promissórias rurais).

This is a modest program, with marginal impact on price and

supply stability. Operationally it is equivalent to fixing minimum

prices soon be·rore harvest somewh ... it below the rurrent nct export
price levels. Pre-announced prices have li ttle real content in guid

ing farmers and, within the contcxt of the present system,could be

• discontinued without changing farmer behavior significantly. All

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

• There are statistical indications that producers have not re�

ponded significantly to pre-announced prices, even when accanrenied 
by premisses of reajustrnent. Data appropriate for testing this 
hYPothesis are sparse, and li�ited mainly to São Paulo State. 50

50 Production and area data. funished b)r SEP aro too aproximate 
for exact statistical analysis. Only São Paulo State has price 
and production statistics sufficiently 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 beGn inf luenced by this autv.rquia I s aggre.§. 
sive minimum price program. 

In Septembor, 1964 high prices were annotmced for rice, corn 

and beans, for the first time wi th the promise of readjustment for 
inflation. Had the promise been fulfilled,51 minimum prices during

-------------------------·---------

51 Rice prices were not readjusted, corn and beans price not by 
the full rate at inflation. 
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the harve st would have been thc highest 1n history for rice an1 OOl"I1,
the second highest for beans, nnd noar raarket prices for the 1964
crop (see Tablo XXX). For rice, corn ar1d beans in São Paulo State 

Product 

Rice 
Corn 
Beans 

Table � 
Real Minimum Prices, 1965 Harvest, 
Assuming Full Adjustment for In­

flation in M�ch
2 

1965 (1) 
(Cr$ of 1965) 

Real MinJ. Previous High 
mum Price Minimum Price 

10,160 
4,541 

10,681 

9,096 (1964) 

4,377 (1963) 

13,692 (1963) 

8,955 (1964) 

São Paulo Farm 
Price, 1964 

10,321 

4,949 

11,390 

(1) Prices fixed in September, 1964 wero in:flated by tho reJz tive
increase in Conjuntura Econôrnica 1·s price indcx 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 compnruble with those in Table
XXIV.

Source: Table XXIV, CFP, Conjuntura Econômica, 

an attempt was made to test the hypothesis that farmers pJ.znted more 
because of the high pre-announced min�num priccs for the 1964/65

harvest. 
Supply functi.ons were estimated by EPEA for rice a�d beans 

in São Paulo during years in which mininurn prices were of little 
import, 1949-63 (64). For corn, a function previously estimated 
by S�rgio Brandt, et al. was usod ( see Tt..ble XXXI for the functions 

nnd Table X.XXII for the supply el�sticities).52

·--------·--------------
52 The corn supply function is un attempt to ap!)ly the Nerlove 

distributed lag supply model, which pcrmits the estimation of 
long-run static supply elastici ties. The rcduced form of the 
model is essentially as follows: 

Productiont = nB + EB (Pricet_1) + (1-B) Productiont-l

The coefficient of the la�god dependent variable supposedly 



represents (1-B) whero B is tha olasticity or coefficient 
of expectations and the coofficient of the laggód price 
is the product of the long-run olasticity, E, and B. This 
model does poorly for corn, in spite of tho rcasonable R2, 
since only the coefficients of the lagged d�endont variable 
(production) are significant even at the 10% level. For both 
rice and beans, the lagged depondent variable gave highly 
insignificant coefficients,and with beans, a negative coeffi­
cient, which implies that the elasticity of expectations is 
greater than 1, an absurd result :i.n thj_s context. 
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Table XXI 
Farm Supply Functions Estimated for 

São Paulo_9_tt;-ª-��e ___ _

(Prices: 1948/52 Cruzeiros)(l)

(Area : 1,000 hectates)

(Production: million sacks of 60 kilos) 
Arroz 

r 

Ln Arca Plantedt = 5.651 + .357 <2) Ln oo(Rice Pricet-1
\ -

l 
• 1 

\ Corn Pricet-1'

.29Li(4) Ln (Corn Price t-l)

R2
= .78(2)

Years included: 1950-63, excluding 1954 and 195i, 
Feijão� Águas 

Area Planted .. _ = 248.121J. + .197< 2)(Average Beans Price Muy-Aug._,_ 
1
·)-L 

, 2 , L-
- .178 (Rico Pricet 1) - 1.208 J(Corn Pricet 1)

R2 
= .92<2) 

- -

Years included: 195h-64

Milho 

Productiont= 10.644: .112 <5) (Corn Price. 
1

) + .941 < 2) (Productio!\,.:r
-.515<5) Ycar(6) �-

R2 
= .83(2)

Years included: 1949-63 

Notes: Coefficicnts were rotmded for ensc of prescnte.tion. 
(;! .. ) Prices for the rice end beans functions were deflated •. 

by the index of prices roéeived by farmers in São Paulo, � 
less coffee (23 products). The corn function prices 
were deflated by the sarne indox, but including coff0e. 

(2) Significant at tho 1% lcvel�
(3) Significant ut the 5% lcvo1.·
(4) Significant at the 10% level�
(5) Si�nificant at the 20% level.
(6) 1949 = 1.

Sources: The corn supply function wr.s taken from Sérgio Brandt et 
al. l Estrutura da Oferta de Milho no Estndo de São Paulo 
(1964), a monograph distributcd by the Divisão de Econo -
mia Rural da Secretari� da Agricultura do Estado de S.Pau­
lo • 

. The beans and rice functions were estimated by EPEA using 
data suppliGd by the Divisão de Economia Rural da Secreta­
ria da Agricultura do Estado de S�o Paulo. 
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Tablc XXXII 
Supply Elasticities to Price, São Paulo State 

Variable 

Rice 
Rice Price 
Cotton Price 

Corn Price 

Beans 
Bean Price 
Rice Price 
Corn 

Corn 

Corn Price - Short-run 
Long-run 

(l) For corn nnd beans, elasticities
of the observations.

(2) Significant only at 20% level.

Source: Table XXXI 

Elasticity (l)

.357 

-.294 

.284 

-.200 

-.550 

.39s < 2)

3.235 < 2) 

were calculated at the rn.eans 

If pre-announced prices influenced producer behavior,we would 
expect realized exea or production in 1965 to bo significuntly 
larger than predicted by supply functions excluding the minimum 
price variable, because of high prc-announced minimlm prices for
the 1964/1965 harvest. 

"Predictions" for 1965 werG mado through supply functions 
or area plnnted iYl rice and feijão das �guas of corn productign. 
These werc then compared wi th reo.lizcd arca and production. 53

53 In su.pply functions, the dependent V&riable should be plrumed 
output, since farmers cannot control yield variations urising 
from the weather. Area planted is a proxy for plunned output and 
assumes constant plnnned yields. Actual output realized is ales s:. 
satisfactory proxy for planned output, because random influences
on yield are more important in deternuning output than systematic 
responses in yields to price. The production supply function 
was used for corn becuuse of its re�dy availability. 
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Actual corn production wus 3.8% loss than predicted by. the supply 
functions. Ju-ea planted in feijno d ns 5guas was only 1.8% greater 
than predictcd, while that of rice was 4.2% greater than forecast 
by the supply functions (see Table XXXIV). 

Table XXXIII 

Data used for Supply Predctions of Rice 
Corn and Beans, 1965 

Deflated Pricest_1(1964) (l)Productiont-l(1964) (2 )yeE!I'

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

(Rice/cotton) 100 
Corn 

262.800 
76.160 

Corn (for corn 
function only) 78.730 

196.954 

158.849 

17 
Beans 

Rice 

Notes: (1)

(2) 

See Noto (1) of Table XXXI, 
This is the average yield in 1963 and 1965 multiplicd 
by the nrea planted in 1964. Yield were very low in 
1961.i., 1,120 kilos/hectare as compo.red with 1,709 in 
1963 and 1,753 in 1965, and realized production :inthat 
yenr was f ar below planned output. This wide di\a'gence 
in yelds would cause substo.ntial crrors in prediction 
in the particular model used for corn. 
Data rounded for ease of prescntation. 

Source: Divisão do Economia Rural da Secrctnria da Agricultura do 
Estado de São Paulo, 



Tabl0 XXXIV 

Predicted and Renlized Area élild Production, 

São Pc.ulo, 1965 

A.rea 

(1,000 H13ctares) 

Percentago 
Diffcrence 
of Reulizcd 

Production 

(1,000 sncks of 60 kilos) 

Prcdicted Rcalized from Prcdictcd Predictod Rcalized 

Percent�ge 
Difference 
of Realized 

from Predicted 

962 Rico 
Fcij5:o das

Qguas 167 
Hilho 

170 1.8 

42,340 40,806 

Soure e: Tablos XXXI, XXXIII. Divisão d ::i. Economia Rural da Secretaria da 
�gricultura do Estado de Süo Paulo. 
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All the difforonces betwcen vnric.blos prcdictcd ignoring minimum 
prices and those cctually renlizod, �re statisticnlly negligible. 
Juthough a one yoar ru1alysis is not suSficient, serious doubt is 
cast on the hypothesis that pre-announced prices in :C.rl stlmuluted 
planned output. It wauld have been interesting to test also for 
the influence of lower minimum prices in 1966, but the necessary 
price and production data were not nvnilablc at thc time of 
writing. This a.nalysis is not conclusive for other products,and 
particularly cotton may be influenced by pre-annoW1ced prices. 
But the data do not support the iden that prc-announced prices 
have been an important factor determining output in the past. 

Three facts.account for the apparcnt ineffectiveness of pr� 
aJ1.nounced prices: lack of informn.tion on the mininum. 
progrrun and of confidence on it coupled with uncertainty 

price 
about 

the future real value of minimum prices. The pre-annou.�cement of 
minimum prices is of little utility under the present system. 

Thus the rr.inimum price system todny □ainly çonpensates for 
deficiencies in export and marketing structure, althoughfts loan 
program to producers and processors is of considerable :inp:::>rtance. 
But li ttle risk or uncerto.inty in farming is rkduced cr transferred 
to the governnent in this systen. 

In fact, the spntial pricing systen in the rainimum price 
program may introduce serious distortions into rr:c.rlrnting. In 
spe.tial price equilibriun, differcnces in prices batwoendif'ferent 
locations must be rel�ted to tronsfer costs over sp�ce. Thus in 
3 point space, with 2 producing points :-.nd one consurning point, 

Produce1i Pro�ucer2

Consumer 3 

tho differcncc in prices betwcen the c�nstlI:ler point ruid ench 
producer point is tha cost of trwsfer and betwcen the two 
producing points the differences in th0 cost of trnnsfor to thc 
consuner point. Thus in di�grmn. III tho price in region 2 is 10 
higher thun in region 1, but 10 lower thnn in region 3( consumer). 
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Wi th 1í12.ny point spo.ce in equilibrium, tho diff erences in 
spatial prices are Brco.ter thn.n or equal to transfer costs when 
shipments occur and less than transfer costs when no shipments 
take place. This systera nlso nininizcs transport cost for any 
spatial pattern of tle□and and production. 

If distortions are not to be introduced by the program in 
stornge nnd shipping pntterns, �inimun prices should differ over 
space is Q fashion roughly approxinating spatiul equilibrium. 
Norraal co:onodi ty flows for euch product and transport costs 
between the r::iajor points should bc deter□ined, o.nd spatial p.1.ce 
differences fixed nccording to the diroction of the flow and the 
cost of transfer.54 Perfection is impossible but the broad

54 The problera is co8plox, conplié2ted by differentharvest times 
in different regions of Brazil. Thus1 for exan.ple, Bahia may 
both ship to D.nd receive beans from the South in any given 
year. 

patterns of spatial equilibriun prices should be aimed at. 
The current system of spatial pricing undcr the rainimum 

price progren introduces distortions into the shipping 
stornge pQtterns when ho.rvests o.re ln.rge enough to 
significant governl!lent purch.t.-.scs. Idcntical prices nre 

and 
require 
now set 

in thc 11portos de escoo1:1cnto 11 and in several "centros de consu -
�.10 11 - BrusÍlia, Belo Horizonte, Curitiba and São Paulo. Prices 
paid outside th0sc cities are co.lculated by deducting freight 
from neur0st (i .e. lowest freight) consumcr center or port. 

The choice of consurncr centers und ports bear litUe relation 
to actual products flows • Goi�s, for exa.I!lple is o. net surplus 
area in rice Qnd ben.ns, yet Brasiliu 1s mininu.m price is the same 
as São Paulo's, a city rcceiving from Goi;s. In general the 
current system fixes mini□un prices as high is surplus are�s far 
renoved from narginnl ultinate consumption points - e.g. Goiás 
and Rio Gra.."1.de do Sul - as in areas neurer the consurnption 
centers - e.g. São Pnulo State. 

The exact consequenccs of this rather arbitrary mothod of 
fixing ninimum prices over space ure impossible to predict�5 In

55 In a perfect nnrket over space, such_a_systen would lead to a 
new equilibriun1 conditioned by tho_m�nimill:1 pric� constraints.
This equilibrium would be lcss·efficient is shipping output 
to points of final const�ption. 

---------------
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addi tion to n probo.ble decline in shipping nnd storage efficiency, 
therc are two genorc.l undesirable consequences of the system. CFP 
purch�ses tend to be concontrated in thê arcas farthest rernoved 
fron thc narginal final consunption areas�6 Thus over 2/3 of rice 

56 i. e. deficit areas fnrthost renoved from the surplus area 1n 
question 

purchuses in 1965 wero made in Rio Gr2J1de do Sul und GoiJs�7 90% of 

57 CFP, Relatório de 1965

the gaúcho rice harvost was bought by CFP. Concentration of 
purchases in distant nrcas puts on merchants in these areas a 
disproportionate burden of the reduction in private trade provoked 
by governncnt purch2.scs. In uddition, the cnpacity of the ninimum 
price progro.r.1 is i tself tnxed r1uch more through the spatial 
concentration of its purchases. 

Thus the sputial differontials in 0ininun prices should be 
set on the basis of norrc1nl product flows and trnnsport costs, and 
not as presently upon n ruther nrbitr�ry dofinition of consurnption 
centers. Thorough studics of cor.-:r;1odi ty flows and trnnsport costs 
should be r.1.nde by CFP ú.Ild rcc�1Dr:iendations nade for iiilproved spatial 
price fixing. 
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Suggostions for Chnnge in � Íl.PP.!Eo.ch .Qf 1h,Q Progrrun 

.As wc have seen,the current progrua succeeds only narg:inally in 
reducing uncertainty ond risk in agriculturc. Altornative policy 
approaches should be studied, to be introduced as the operational 
maturity of the program incroascs.The system could be inproved, for 
exanple, through a forward pricing systen such as outlined above 
( Section IV .3 .h) • The first prerequisi te of this system would oo con 
siderable improver,1ent iIJ. publicizing lilinimun prices oo that producers 
may adjust their output to then. In conpetitive and somet:imas comp� 
titivo products (when export prices are above internal equilibrium. 
levels) , the program would assur,1e most of the risk in predicting 
world price levcls and exchange rates. Forecasts would be made of 
probable FOB dollar export prices net of port expenses for the next 
harvest�8 Thcse would be converted into cruzeiros at the current 

58 Ca.reful attention nust be paid here to the seasonality of world 
priccs. 

exchange rate.· Since such forecasts are approximo.te ,i t may be desi,.: 
able to discount pred.ictions by sm:1e fa.ctor, say 10%, as a oargin of 
securi ty for the govcrnnont. Those prices would be announced in 
advunce of the plé?.Ilting as tho bost possible ostinntcs for ttie coml.ng 
year of market priccs in tho J:?..Orts and would carry a guarantee of 
readjustment for inflation bcforü thc harvest. Indicative,although 
not bindin_g prices could also bo o.nnounced for th0 principal inte­
rior □arkoting centers by dcducting cstimntes of current expenses 
and freight fron the p0rts to the interior59and an acceptàble profit 

59 But obeyin6 spatinl equilibriun criteria. 
---------------

na r g i n for private trude.6O Soon before harvest these port prices

60 If this is not done and the govornnent is correct in its price 
predictions, i t will end r,mrketin§ r.10s t of the ?rap at. . cost,.
elir1innting private trade. The 2�a Bank of Braz1.l comoiss1.on may 
be sufficient to cov0r privo.te net profi t r:1argins • 

-----------

would be fully adjustod for inflation, and from them interior prices 
would then be calculited net of expenses, These should be close in 
real value to indica tive prices pre-announced in the interior before 
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planting, since nost expensas should Qccorapany general 
fairly closely. 

inflation 

If the exchange rate a.ccor,1panies inflation,rcadjustment before 
harvesting should not make exports unprofitnble. Exchange rate 
readjustraents mny, however, be fnr upart. In-this case temporary 
export subsidies may be necessary to be offset by temporary export 
taxes after exchange rate devaluation during the sarne crop year.Su� 
sidies and la ter taxation transfer some of the windfall gain of holg_ 
ing stocks of exported crops from commerce to farmers. Presumably 
future policy will not permi t an "undervalued n export rate for a 
period of sevoral months, given a probable.tendency towards a ba­
lance of payments bottleneck in the future.61 Thus the subsidy-

61 According to the EPEA macro-planning model. 

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

This system of forward cxport prices fully � adjusted 

should 

for in-
flation before the harvest removes the risk of losses in predicting 
future J?arket prices from the producer to the government, and gives 
the producer a price floor ncr.r the expected marginal value of his 
output. If done well, there is no necd for permanent net expendi tures 
by the governrnGnt, whcreas the security of planting is increase:l oon 
siderably, stimulating the use of modorn inputs requiring money ou1 
lays .Production for export would be stimulatcd when the warld market 
appears good and reduced whcn tho world market is poorer. 

If predicted FOB export prÍces are significantly below :internal 
minima ostirnated through pust moving avorages and troughs ci: :internal 
prices�2 tho internal minima should bo fixed and readjusted fully

62 See Soction rv.3.4 abovo 

for inflation before harvc stj_ng. For products wi th a small wor ld 
market, like boans, the intornal minima aro indicated.It is certain 
that stocks will bc accurJulated in some years through use of the 
internal minimum pricc, sincc farrners will not adjust their output 
fully to it. This is to be expectcu,and goverr.unent purchases up to 

indicated.lt
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a certain point are a sign that tho program is functioning properly. 

Reduction in minimurJ prices solely in response to stock accumulation 

should probably not be midertaken without the experience of at least 

two years•consecutive adding to stocks with little prospect of sales 

without subsidies. If minimum prices are manipulated up and down 

annually mainly in response to current internal market conditions, 

little stability is to be gained through the program. However, the 

necessity for through nnalysis of past price and production 

behavior cannot be overestimated. 

The proposal of forward pricing is tentative and will no doubt 

need to be modified in practice. In addition.other systems may be 

more considered more desirable in the future. • However, analysis of 

policy alternativas is now critical for the future of the program,if 

it is to make a substantial contribution to Brazilian agricultural 

development. 

Sumrnary ª11-ª. Conclusions 

Thus we have seen how uncertainty and risk may play an im­

portant role in retarding agricultural development and provoking 

misallocation of resources.The minimum program could substantially 

reduce tmcertainty and risk, ulthough today it still has snall. impact 

on price and supply stability. 

Cost of production cri teria in fixing rninimum prices were 

rejected as not related clearly to equilibrium prices, to consumers 1

valuation of output produced in response to minimum price covering 

equilibrium "cost of production 11• A modifiod system of forward 

pricing was suggested as a desirable direction for future policy. 

The efficiency of the CFP-Bank of Brazil - COBAL - CIBBAtii!

operation in minimum prices is an improvement over the past, but 

still could be substantially bottered. A series of genePal recom­

medations was made on this problem. 

We also saw that the present progrum is chiefly a source of 

marketing and storuge finance coupled wi th the attempt to compensate 

internal marketing inefficiencies. If it is to have the effect it 

oould the program should be rethought and redefined, perhaps along 

the lines of a modified forwurd equilibrium system. 

We hav0 not anulyzed the dosirabili ty of including other pro­

ducts under minimum price policy. Green vegetables and fruits are
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not appropriate for such prograra, while such sem.i-perishables as 

meat and eggs could perhaps profit from price supports. The de­

sirubility of support for these products in the future should be 

studied. 
But the two priority 

operational capacity and 

areas today are (1) improving 
efficiency of the program_ and (2) 

general redefinition of minimum price policy. 

the 
a
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