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ANNEX 1

SOCIO-ECONOMIC BACKGROUND FROM THE
~ NATIONAL AND INTERNATIONAL PERSPECTIVE

1 General Pfoﬁ!c of Brazil

The Federative Republic of Brazil, which is the largest country among Latin American
countries (ranked in the 5™ worldwide), covers an area of 8,512 thousand square
kilometers. The territory is located between 5°167 latitude North and 33°45 latitude
South ‘and between 34°47’ and 73°597 longitude West. The country’s climate is
classified as tropical forest zone (northem part), semi-arid zone (central part), and
temperate zone (southern part). In spite of its vast territory extension, the topography is
less variable: about 84% of the Brazil’s land is within 600 meters above sea level and only
3%is hngher than 900 meters. The D1 value for Brazil is estimated to be 0.796 (in 1993),
ranked in the 58" among 174 countries of the world. With this HDI value, Brazil is
classified as a medium human development country (HDI value: 0.5000 — 0.799),

The country has a population of 146.8 million (National Population Census 1991), of
which the urban population represents 76%; this population is distributed by group of
ages in the followmg manner: below 14 years (34.7%), 15 - 29 years (19.5%), 30 - 59
years (38.5%), and over 60 years' (7.3%). According to the Brazilian Institute of
Geography and Statistics (IBGE), Brazil’s population has been growing at a rate of 1.4%
per annum and is estimated to reach 159.9 miltion In 1997, IBGE projects that the pace of
the population growth in the country would decline to an average of 1.0%/year from now
on bringing about an expansion of Brazilian population over 200 million by 2020.
Anather demographic data of the country are life expectancy at birth: 67.6 years, infant
mortality rate: 42 per 1000 live births, and total fertility rate: 2.2, In addition, basic social
indicators such as primary school enrollment and adult literacy rate aged 15 and above
are 88% and 81% respectively.

The Federative Republic of Brazil is divided adminisiratively into the federal district of
Brasilia and 26 states and these federal district and states are integrated into five regions
- (North, Northcast, Southeast, South and Central-West). Economic predominance of the
country is concentrated in the South and Southeast regions where there is a higher level of
development in industrial, service and agricultural sectors. By contrast, the North and
- Northeast regions are under-developed in every socio-economic aspect, and hence
imbalance between the south and north has been made up as a major agenda to be tackled
by the ceiliral govcrnmcnt over decades.

[hc prumdu.nt of Braﬂl is cluctcd d:rcctly for a four-year term. Re- clection of president
had been prohibited up to the present term, but a bill to allow the re-election of the
pi‘t.,Sldt.nC) has been ratitied by the Congress. The present pl’t.bldCI]t Mr. Fernando
Henrique Cardoso, took office in January 1995 and is lmplcmcmmg various policies
under the Multi- annual Plan 1996-99.



2 Macro-economic Sector
2.1 Macro-economic Policy

While Brazilian economy was adtmrcd once with an achicvemcnt of a miraculous
developmem in the 1970s, the country had suffered from burden of external debt during
subsequenl decade as an outcome of enormous amount of public investment in
infrastructures which had been realized relying on international financing combined with
soaring of imported goods affected by oil shock, and confronted with the dark ecoriomic
period of the 80’called as “Lost decade™. At that period, deficit government bonds and
repayment of infernationat debt had caused chronic inflation.

After democratization in 1986, thé'admiuislralioh had madc every effort to restructure
domestic economy, with focus laid on depression of inflation and cutback of government
cxpcndnture bul these efforts resulted in dismal economic performance represented by

hyper~mﬂahon associated with indexization and debilitated competitivencss of Brazilian
products at international market.

Under the circumstanecs, the federal goveriment had laiinched an economic reform plan
call as “Real Plan” consisting of demonstration of the national curcency (July 1994), high
interest rate aimed to subdue chronic inflation, privatization policy to contribute to
incorporation of small government, etc. The most conspicuous effect of the Real Planisa
success in control of inflation, but some adverse outcomes were also brought about in
terms of the economic performance of the country like slow down of the GDP’s growth

and expansion of trade deficit attributable to deblhlatlon of the competitiveness of the
Brazilian exports. '

2.2 Recent Accomplishments

2.2.t GDP

As the table below indicates, the leading sector, which covers the major share of
contribution to the Gross Domestic Product {GDP) in Brazil, is the tertiary sector
followed by the secondary and the primary sectors, The secondary sector, \shlch is
closely related to the government pohcy tends to decline for the last threc years.

Share of Contribution' to the GDP b) Sectoi‘ (%) -

Sectars 1950 1994 19921 1993 | 1994,
Primary el 1s 121) 125 143
Secondary 42.2| 389 3811 382 37.3
Tertiary 46.3 496 | 49.7] 493 485

As it can be seen in thc Tablc I- 2 2(1), for the pcnod 1987 92, thc GDP s‘noued
extremely irregular behavior attaining altematdy positive and negative growth year by
year, but has stabilized from 1993 onward owing to iniplementation of the Real Plan with
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a continuous posnlnc annual growth supenor o4, ’i% on average. In so far as the growth
rate by sector is conccrned, a considerable dispersion is observed and it is signified,
Judging from the unique structure of industry in Brazil, a growth paltun that could hardly
be called a stable growth. Takmg account of the fact that the actual growth rate has been
remained very low during the 10 year period (16. 3% for the 10-y car-period and 1.5% per

annum) is an mdlcatwc of the process followed by the Brazilian economy during this
period.

Changes i_ndoi‘ne_stic investment rate against GDP had been dropping alter 1986 partly
due to lowering of savings rate caused by skyrocketing inflation rate although it has
recently been showing an upward trend.

23 Balance of'l’ayme.nt o

Brazil’s overall balance of payment remained under constant deficit from 1989 (o 1991
but it has been showing significant recovery since 1992 and the country is gradually
recovering its international reputation. Evolution of the nation’s overall balance of
payment for the period 1992 - 96 is shown in Table I - 2.3(1).

The point that raises concern with regard to recent changes in overall balance of paymen{
is the fact that trade balance, which had remained in surplus up to 1994 , had tuined to
deficit for years 1995 and 1996. This point, partly due to the influgnce of the exchange
rate of the Brazilian currency (real), would become the task of financial and industrial
policy in the future. In particular, it will become an important task for the agriculture and

livestock sector which contributes highly in increasing foreign exchange with exporting
its commodities.

2.4  External Trade
2.4.1 Changesin 'Am'ount of Imports and Exports

The trade balance that remained favorable aller 1985 experienced sluggish growth of
export by the influence of real cun"ency having reached the ceiling against the dollar after
implementation of the Real Plan in 1994. At the sanic time, the government is compelled
to take some kind of foreign exchange measures as increase in imports became
conspicuous and trade balance has turned to negative since 1995 (Refer to Table 1 -

2. 3(]))
2.4. 2 (,hanges in Amount of l:.xports b} Scctor and the anar} Sector
‘ Changes in amounl of exports b) sector in Brazit are shown in the Tabte [ — 2.4(1).

Products of the primary sector holds an important position in foreign exchange earning of
the country with share in the range of 32% - 39% for the period 1993 — 1996.



2.5 Interest Rate and Commodity Prices under Real Plan
251 lnterest Rate

& oilowmg the :,cttlmg doxm of mﬂauon resullmg from lhc 1mplemematlon of Real Plan,
interest rate has been shown a downward trend but still remains at a hlgh level,

Respective interest rates for the fiscal year 1995 after the inflation had bccn settled down
arc as follows :

Major Interest Rates (%) ' 1994 1995 . 1996

O» er/Selic : 56.4 3189 239
Poupanga { time debosii ). : o
TR 40.5 17.3 11.0
Long-'l‘érm Interest Rate (TILP) 26.0 17.7 11.0

{ Consumer Price Index: IGP~M) - 15.25 . 9.20

Thesc interest rates are pamcular!y problemaltc for the qgncu]lural sector because time
deposit interest rate, TR iaterest rate and TILP interest rate are apphed to agricultural
financing. The problem remains in the sense that these interest rates are always set higher
than the mﬂahon rate to promote savings trend of the people

2.5.2 Prmce Trends
Allhough mﬂauon settled down after implementation of Real Project, gap exists between
change of prices in respective sectors which is turning into a problem. Rate of price

increase between August 1994 and July 1995 for the major sectors is as follows,

Rate of price increase between August 1994 and July 1995

Category Index(%)
Consumer prices : 19.12
Construction materials prices 34.35
Farm-gate prices - ' 2.38
Agriculiural inputs prices _ 27.35

Labor cost v - 5 108.2

Judging from the above hb!c, farm-gate prices mcrcased only by 2. 38%, \vhllc pnccs of
agricubtural inputs went up by 27.35%. The problem with farm operation is that prices of
agro-products can not keep pace with the increase in gencral consumer priccs and that
farm inputs prices are going up at an even f'lSl\.l‘ rate.

Meam\. hlle secking price slabllizauon of staple food such asrice by conslantly adjuslmg‘
supply and demand through import is a fcaturc of Real Plan which places emphasis in
terms of its policy on maintaining stable prlccs of fundamental requirements of life and is
believed to have had considerable impact en agricultural produetion activity. In addition,

fow international prices of exported agricultural products in the recent years, combmed
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wxlh the effeet of high real value of real currcncy against the dollar is considered as the
begmnmg ofa drfllcult pcrlod for c\(pori-orlcntud producers.

3 cheral Government‘s Policics
3.1 Multi-annual Plan

Stipulated by éonSlilutioh the Brazilian president is obliged to elaborate the multi-annual
plan which contains the national development program covering four years fiom the
second year of his term to the subsequent first year of the expiration of the term within the
first year of the presidential term. The present president, President Cardoso, formed his
- administration’s Multi-annual plan 1996 - 1999 (hereinaller referred to as “PPA™) in
September 1995,

The prinéipalldbject'ivcs of the PPA ar¢ as follows :

1. Fnscal ethbrlum larget as a part of the anti-inflation pollcy and coverage of social
debt

2. Growth target, as necesaary condition for corporation of vast scgmcnt of population
who are al present excluded from formal labor and consumption markets

3. [External target; to take account of the nccessity to maintain financing of the economy
on sustainable basis and to drive the country into the world market.

The above three objectives contemplate an accomplishment of balanced national
economy and re-construction of economic structure of the country with an eye laid on the
external economic circumstances.

Apart from the above mentioned objectives, the PI'A comprises of the following three
stratcgies for development, to which action programs are established.

[. Construction of modern and effictent nation

For atiaining budgetary equilibrium of the nation, it is a prerequisite to put administrate
reform into force and to reduce government expenditure by means of modernization and
rationalization to cover all of the government scctors. Promaotion of privatization and
reform of social security system is also necessary.

1. Alleviation bfspatial and social disparities

Socio-economic conditions of Brazil is featured by regional disparity between the
~ Regions of Southeast and South represented by the states of Rio de Janciro and Sao Paulo
and the Regions of North and Northeast in terms of per capita income and development of
infrastructures, and this regional disparity, in turn, brings out a social conflict which is the
- major social probl_cﬁ1 of the country. Bearing that the regional disparity is attributable in

. its greater portion to the degree of infrastructures development, the Government proposes
to accelerate development of infrastructures in less developed regions on the basis of the



consolidation of muonal axis for devclopmcnt (for 1mprovemcm of‘ inter- n,g:onal '
transport nct\\.ork) and “inter-continental axis {for opening new route to connecl
neighboring countrlcs) The present strategy conceives rational utilization of resources,
creation of more job opportunities and activation of productive sectors. In addition social

issnes such as fostering basic education system and improvement of public health

conditions is involved in lhe slrategy in an attcmpt to rcdressmg social and reg,lonal
dmparmcs

n. lmroduclion'of compéliliveness and produclivc modernization

Dynamlc economic gro“th is closelv assomated with an e\cpansmn of domcsllc market
and an increasc of exporlation. Necessary actions for lhls strategy are: modernization and
development of infrastructures, acceleralion of participation of private sector in
devclopmnnt investment and ratlonahzatlon of domesttc productl\m structure.

A tolal sum of R$ 45 9 mllllon shall be mvestcd 10 1mplcmem programs and project
contemplated in the PPA and this sum will be financed from federal goveminent’s fiscal
expenditure, foreign aid, private sector, focal govemmems fiscal c‘cpendlture and other
sources. The federal government’s fiscal arrangemem ‘will amount to R$ 31.8 billion and
will be earmarked to such social sectors which are not viable to mducc an investment
from the private sector. By contrast, close to 35% of the required fund for economic
infrastructarcs clevelopment will be procured from the private sector and the federal
government will share only 6.7% of the total investment. This ﬁnancmg proposal reflects
federal government’s policy to realize healthy budgetary system subletting mveslmcnt in
economic infrastructures to the private sector in licu of the pubhc scctor

As a premise in nnplemenlation of the PPA, the Cardoso administration p}aﬁs to embark
reforms of social sccurity system as well as taxation and administrative systen and the
bills on these reforms are submitted and discussed af the National Congress. Objectwcs

and strategies included in the PPA are strongly reflected in the pohc1es of different pubhc
sectors including the agmu]tural scctor.

A total of R$ 15.3 billion is eshmated as direct cost for mvcslment of the publtc W orks of
which the federal government’s fiscal cxpendllure covers 69.4%. The shar¢ of remaining
sources are: foreign aid (5.3%), private sector (8.6%), local governments fiscal
expenditure (3.8%) and others (12 9%). Among the dcvclopment projects, priority is
given to structural projects (enesgy, commumcahon science and technology, agncullurc)
regional disparity alleviation projects (transport), and poverly reduction projects
{education, public health, housing, secunly) and sectors with higher praportion of a
budget allocation are: energy (24.9% of the total investment), communication (22. 0%) )
lransport (8.7%), publlc health (6.3%) and housing (5.3%) .

The direct mvcstmcnt propos:d for lhc agncultural sector will bc RS 7 289 million,
equivalent 1o 4.8% of the total amount of the direct investment for the public works; in
addition to this amount, R$ 3,165 million will be earmarked to irrigation system
development projects. It is of Ll orth to md:catc that 34% of thx, dmct investaient for the



agriculture scctor is deemed to be covered by the federal govermncnl s fiscal
expenditure; Meanwhile, close to 90% of the same for the irrigation  projects is
anticipated to be procur;d by the foreign aid together with the pnvatc scctor. As
objeclives relevant to the agricultural sector, the PPA contemplates a modernization of
the 1rngauon and transportation systems, an expansion of crops cultivated area, an
enlightenment for producers by strengthening their education and training, and
enwronmenta! conservation.

Thc projccts‘ rel_ale_d '\Vi(h conSolidation of the transportation system of agro-products,
which is a critical factor for acceleration of the agricultural development of the Tocantins,
is included in the PPA; these projects are 1) Extension of the South-North Railroad, 2)
Improvement of the National Highway R 153 and 3) Construction of a Hydroway
Araguaina - Tocantms and an invesiment of R$ 2?9 million is proposed for these three
projects. :

32  Agricultural Policies
3.2.1 Historical Review on Agricultural Policies

The core part of the agriculiural policy in Brazil consists of rural credit, agricultural
insurance and minimum price program; the former two items are put into force through
the SNCR (Sistema Nacional de Crédito Rural = National system for Rural Credit) and
the latter one is implemented by CONAB (Companhia Nacional de Abastecimicnto =
Na‘tiohal Provision Company).

The rural credit was started in 1965 in the name of the SNCR and was supporting farmers
with an extremely low interest rate of 2.3%/year up to 1973. This low interest rate means
an intervention of the government in the form of subsidy and the rural credit system
contributed greatly to encouragement of the agricultural production at that time.
Nonetheless, under the circumstances of the higher rate of inflation of the country, the
rural credit system benefited by lower and fixed real interest rate had contradicted with
other economic sectors from 1974 onwards and financing institutions of the rural credit

had changed their policy in such a manner as to raise the real interest rate per year as high
as 38.8% in 1980. '

. The expansion of money supply for the rural credit had caused partially to accelerate
inflation, thus the federal government had decided to reduce total amount for the rural
credit in 1980 and repealed the rural credit program which had resulted in negative
interest rate in 1985, On the other hand, as measures to protect the agriculiural sector, two
~ systems were mtroduced PROAGRO (Agricultural Activity Guarantee Program) and
PGPM (Mlmmum Price Guaranlee Pohcy)

After that it was emba’rked' Ru'ral Banking Book-note Sysl'em in 19'96 Constitutional
Finance Fund in 1989 for supporting such regions as North, Northcas! and Central-west,
DER saving system, introduction of commodmes fund, ete.



Nevertheless, with an cnforcement of a higher interest rate in the realm of the basic
cconomic policy of the federal government aiming to depress inflation which was
considered as the principal factor of instability of the Brazilian economy for long period,
the agricultural sector began to show stagnating tendency being associated with various
negative factors The interest rate for rural credit had been fixed higher lhan the rate of
the consumers price mdex resulting in a number of producers who became defau!t of
repayment. Producers, who ‘once - had suffered from defaull of credit repayment,
confronted with further difficulties, because they had to pay retardation interest in
addition to normal interest. All these situations had brought about negative impact on
farm operation and stagnation of agricultural production stood out accordingly.

‘the government, in du¢ consideration of extremely grave situation, has launched new
line of rural credit introducing onece again a fixed interest rate. This new credit line was
applied for the crop year of 95/96 and for such staplc crops as paddy, feijio beans, maize
and wheat. Furthermore, in an attempt to support defaulied producers, a relief program

which enables defaulted producers to postpone repayment off their debts was put into
force. ' '

In general, the federal government’s basic policy is to slim functions of the central
government and thus to reduce governmental intervention in the field of rural credit.

3.2.2 Agricoliural Policies under the Present Government

The federal government is well aware that an encouragement of import substitution
industrialization with h:gher tarifis and customs together with government intervention
on cconomic activities, which had been a central policy for decades, had enforced
negative impacts on development and strcnglhcnmg of dynamic economic activity, in
paricular, in the fictd of modemization and diversification of traffic and port
infrastructure.  This dlsadvamageous situation - had charged lransportmg agencies
extremely elevated transportation cost which is notorlousiy called as “Brazilian cost” and
had debititated the competitiveness of Brazilian products at international market.

The federal government, with an eye on strengthening the compélilivencss of the
country’s agricultural commedities at the international market, intends to prioritize
modernization and rationalization of infrastructure.  As for nwderm/aum\ and
rationalization of infrastructure, particular attention will be paid to promotion of
privatization of railways and ports operation, realization of fluvial transportation system
as measures to market farm products under joint operation system taken mmatm. by lhe
private sector, reduction of taxation on mporls and capitals, etc.

323 Agricultural Policy Rcform Proposals

As for agricultural pohcy, thc fcdcral goumment has oncuvcd t\\o proposals a
transitional proposal and a long-term proposal The tormcr propomi intends to adjust

prevailing agricultural policy to the actual macro-economic performance attained as a
consequence of stabilized economic situation and shall lay focus on alleviation of
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governmental intervention to cconomic activities and on encouragement of market-
oricnted agricultural production. Meanwhile, the laiter proposal shall have target of
reconstructing agricultural scctor for frce compctition of the 21* century from the
viewpoint that the agricultural sector plays slrategic role in expanding the share of
Brazilian products at the international market.

(Transitional proposal)

This proposal is composed of reforms regarding 1) Minimum price program (PGPM), 2)
Rural credit, 3) Crops storage system presided by government, and 4) Rural Insurance
System.

(1) PGPM

This program, started to be effective in the 1930, had contributed in the past to
stabilization of farm income as well as strengthening producers” capacity in determining
their farm products. The program, on the other side, has a function to store farm products
purchascd by the public sector and the same function which cntails troublesore jobs on
the public sector. In this connection and in view of aitaining an open cconomy, the PGPM
is faced with an opportunity for reform. With an objective (o alleviate public scctor’s role,
‘the federal government established the Option Sales Contract system in April 1997 and
intends to diffuse this system in lieu of the PGPM.

{2y Rural..Cll'edit

Taking account of decreased dependence of Brazilian agriculture sector on public finance
together with accomplishment of economic stabilization and progress of regulation
relevant to introduction of external funds into agricultural sector, it is predicted that
public funds earmarked to the rural credit would decline drastically from the next year
onwards. This prospect would hasten the negotiation of rural credit between commercial
banks and farmers, although the government would persist on supporting sociatly-
handicapped small farmers through PRONAY.

Note: The federal government’s intention ¢n the reformy of the rural credit is supposed to have been judged to be
rudimentary in view of the prevailing perfonnance of the agricultural sector in Brazil. The rural credit system for
the agro-year 1997/98 has shown asignificant improvement in the realm of distursed amount and foterest rate,

3 Crbps Storage System

Public-oricnted crops storage system is out of fashion under open cconomic

~ circumstances. With progress of economic liberalization and improvement of access to

external market, there is no doubt that the importance of crops storage system would
diminish. This reform, nonctheless, does not imply that the public sector would cease all
of their functions refated with crops storage, but would continue it for such crops which
are deficient at international market and are mainly supplied to the domestic market.



(4) = Rural lrisu”ranéc

Since the farm output is affected greatly by nataral conditions, rural insurance system is
indispensable for realization of stable farm operation. it is worthy to review on prevallmg
rural insurance syslem in respect to an clevated rate of premium, which is closely
associated with higher production cost. At prcscm EMBRAPA is in charge of zoning of
productive regions for the purpose of encouraging crop cultivation according to land
capabllity assessment by region. This zoning task witl serve low ering insurance premium
if crop cultivation is carried out according to land capability asscssment. In addition,

small farmers benefited by PRONAF and PROC]*RA are expeeted to be apphed
c‘ccluswely discounted premium.

(Long—torrh proposal)

This prﬁ}iosal shall aim at improvement of agriculture-retated activitics, reduction of
public intervention on marketing activities, etc. Special atlentmn shall be paid to the
following four ficlds. -

I. Reconstruction of research and technology extension system

Despite private sector’s participation in the field of crops and livestock, research is
conspicuous in these days, and public organizations still play an important role in
devclopment of advanced technotogy. The proposal in this field fatls on sliming and
streamlining of administration department of the research systems which is in charge
of EMBRAPA so that specialization and crops for research may be fruitful. Actually,
it is delineated to orient the Brazilian agricultural sector toward intemationally
efficient and competitive sector through rationalization of nation-wide land use
according to specific characteristics of respective region of the country. In this
context, it is a prerequisite to conduct an agronomical survey on the national land so
as to elaborate land classitication map to be used for'cm[i eligibi}ily. ‘

2. Expansion, modernization and diversification of pon facnl:ues aud transponauon
network

The critical issue on development of port and land infrastructure is to identify the
most economically viable route in marketing agriculture-based products under the
initiative of the private sector and to find out the most promising financing source.
The federal government has proposed two transportation sy stems - by railroads and
hydroway - and the tollowmg four routes ace prioritized in preference to other routes.

n Nonhwcel Axis (lhc route conncclmg Porto Vulho of the Rondoma State \\1111
ltacoauarla of the Amaroma Stale) ‘

n ( enter- north Axis (The route connectmg Araguaina - ’Iocamms H)dmua) wnlh
Carajas Railroads and South-North Rallroads)
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M Fastnorth Axis (The hydroway of the San Francisco River connecting Pirapora
of the Mato Grosso State with Petrolina of the Pernambuco State)

m  Center-east Axis (The route connceting Porto de Tubardo of the Espirito Santo
State with Belo Horizonle of the Minas Gerais State through Vitéria Minas
Railroads and from Belo Horizonte to Pirapora through RFFSA Railroads)

3. Renovation and intensification of animal and plant disease control system

~ The standardwat:on to control animal and plant diseases is at present of much
concern at the mtemal:onal markel. As for the plant discase control, an immediate
action is required and more sophisticated tasks arc essential in this ficld of research.
It is a worldwide fashion to take up frequently an issuc of disease control in an
attempt (o prolect domcstlc products and the Brazilian government is well
comprehended that it is a matter of public concern to tackle with the issue of discase
control so as to lay foundation stone for facilitating public sector’s participation in the
international market with improved efficiency and quality. Priority in disease control
shall be given to solving any items relevant to agricultural production which may
cause to impede national products’ access to the international market.

4. Institutional arrangement for promotion and expansion of private sector’s
partlc:patmn in marLetmg field

CONAB \\«hlch is a governmental agency responsnble for marketing of agro-
products, shall centralize their intervention in supporting small farmers and in taking
necessary measures in case of extraordinary circumstances. Besides, CONAD shall
take charge in improvement of market information provision system on farm-gatc
and expert prices of agro-products and shall take cfforts in opening market and price
formation process to public.

324 .Institutiona! Re—orientation Project of Ministr}' of Agriculture (PRIMA)

This project has a primary objective of mlroducmg advanced methodology (institutional
arrangement) into the agriculture and livestock sector in such manner as to facilitate an
‘enhancement of quality and competitiveness which enables to produce substantial
benefits to agriculfure-based industry. The essential orientation of this project is to target
conxprehenswely all kinds of sub-sectors related with agricultural production; cimphasis
will be laid on collecuon of advanced technology and information, intensification of
proﬁtab:ht) and competitiveness, improvement of animal and plant disease conirol

~ system and grading up of quality on produces and services.
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3.2.5 Supplementary Explanalioh on the Agricultural Policy
(1)  Rural Credit

1 hc detailed descrnpuon on thc subject is gwen in lhe Annex VI, Section 4, thus thc

description hereinafler is limited to a bnef explanation related with the secuon 43 of the
present annex. - -

1) Credit to cover production cost of crops and livestock

(i)  This is the most representative rural credit line cstablished by the federal
government for the respective agro-year and is a synonym for the rural credit,
Banking institutions in Brazi} are obliged to earmark a fixed proportion on 90%
of the amount of their ordinary deposit for the rurat credit. The total amount to be
carmarked to rural credit, the proportion of credlt amount by crop, the interest rate,
ete. are determined by the federal government takmg into account of the national
economic condition, agricultural production circumstances, agricultural policies
and so on. lncludcd in this credit line is some ponion of the fixed investmenl.

(i)  Inlinc with the policies of the mulh-annual plan 1he federal gcvemmenl m!ended
to cut down the rural credit system, but, due to unfavorable accomplishment of the
agricultural production, the rural credit for the agro-year 97/98 has been improved
both in disbursed amount and in interest rate in comparison with the agro-year
96/97. With regard to the “cerrado” regions represented by the Central and
Northwest Regions including the State of Tocantins, the credit amount for
cultivation of soybeans has hiked from R$ 30,000 to R$ 100,000. It is supposed
that this hiked amount reflects the importance of soybean as an exportable crop.

(ili)  New credit ling — pre-custeio (investment prior to farming) - has been established
for the agro-ycar 96/97. This credit line is proposed to support farmers or
associations of farmers who wish to sow intentionally obtaining the required fund
carlier enough. This is a welcomed improvement because there had been not a few

Farmers who failed to sow at optimum oppertunity due to delay in disbursement of
credit.

2) Other credit lines

The credit lines proposed by the federal government other than that cited in the 1) above
arc the credit for the PRONAF (the program for encouragement of family-based
agriculture intended for small farmers) and the credit for beneficiaries of the agrarian
reform programs of INCRA such as PROCERA, ete. In addition, a specilic credit line is

proposed by 'NO for the 1.egal Amazon Arca. lnformahon on these credit lines is g,n on
in the Annex VI,
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Relicf Mcasures {o Rural Debtors - SECURITIZAC[\()

Considering the _incréasiﬁg number of heavily indebted producers, affected by the

‘extinction of government subsidies in mid 80’s, besides the Cotlor Plan in which a

43% price adjustment was applied to products, against 81% of debts, the
government took the decision of saving the producers with resources of RS 7
b;ll:on

The deblors objcct of :hls measure, with debts up to R$ 200,000 accounting for
35,000 producers are going to be benefited with the following conditions:

n,paymc.nt period of 7 to 10 years, grace period of 2 to 3 years and interest rate of
3%/ycar payabic with equivalent products

The debtors out of the range of this measure, wuh debts over R$ 200,000, shall
negotiate directly with the banks. The beneficiaries of this measure are, in
majority, medium scale producers, who are effectively the responsible for the
Brazilian agricultural production. Nevertheless, they don’t count on patrimony or
sufficient negotiation strength to freely ask for resources in the financing market,
as clearly demonstrated by the necessity of this salvation measure.

National Program of Strengthening Family-based Agriéulture- PRONAF

The PRONAF’s principal objective is enhancement of living standard among
family-based farmers, through an increase in agricultural production. These
farmers represent nearly 75% of the agricultural and livestock production units
accounting for 5.8 million in total. This program, which constitutes the core
program in the rcalm of the federal government’s supporting policies for small
farmers, have the following components, namely:

* Reorient the regional public policies in order to benefit the familiar agricolture

¢ Financing to municipalitics, in infrastruclure and services improvement
projects

« Education to familiar producers aiming to raise their technical level,

(The PRONALI was founded by the Decree - Law no. 1946 of June 28, 19906)

Financing conditions for family-based agriculture are as given below.

. Crop farming for individual farmers or associations : R$ 5,000/beneliciary
. Rural investment for'individual farmers: R$ 15,000/beneficiary

. Rural investment for associations: R$ 75 OOOIbcneﬂmary _

*  Intcrest rate for crop farming: 9%z’ycar {96/97); 6.5%/ycar (9"/98)

. Interest rate for rural i investment: 6%/year + T.J.L.P wilh discount of 50%

(96/97); 6.5%(fixed)(97/98)
* PROAGRO 2%, and 1.7% in Ehc lmgqtcd areas
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For the agro~ycar 96/97, a total sum of R$ 1 bitlion was ﬁllocated to thls program
of which R$ 200 nn!hon was for crop farming and the remaining R$ 800 mitlions
for rural investment. General credit for crop farmmg is negotiated belween
farmers” and b'mkmg institutions - without intervention of public agencies,

- meanwhile public agencics heavily intervence in this program in view of

supporting financially d:sadvantagcous small farmers. A total sum of RS 1,605
million has been financed as source of this progmm for tht., agro-year of 97/98.

As explained in t_hc 1) above, statc\an’d municipal govcmments also bcn_cﬁl from
this program for their' support in such activity as construction of dairy plant.

Agricultural Insurance - PROAGRO

The importance of rural inswrance is unquestionable;: taking into account the
necessity of reducmg inherent risk to agriculture which highly depends on natural
factors, However, the rural i insurance was always regarded as one of the factors to
increase the production costs, due to the high premium values. On the other hand,
EMBRAPA is camrying out a research about rainfall distribution,; occurrences of
haitstorm and white frost and the composition of soi! in several Brazilian regions,
in order 1o elaborate the agricultural aptitude zoning with information of all
appropriated species selected according to the reality of each region.

The government establishes a reduced aliquot, as presented below, aimihg to
promote the cultivation of products indicated in the zoning.

PROACR()'S Premlum by 7omng

Types Without adhesion | With adheseon
o 1 to the zoning = to the zoning
Feijdo beans {without Imrigation) 11.7% 6.7%
Com, Saybean {without Irrigation) 7.0% - 1.9%
Sugar cane {without trrigation) ' 7.0% 3.9%
Others (without Irrigation) 7.0% 3.9%
Irrigated crops 4.7% 1.7%
Livestock - - 1.2%
PRONAF/PROCERA 2.0%
(INCRA setilements) '

Policy for Guarantee of Minimum Prices - PGPM

Hitherto, the policy adopted by the government was the promotion of production
through purchases carried out by the government, in case the effective price was
smaller than the minimum price which was fixed at a relatively high level. The
continuation of this pol_icy became, hd\)'c_\'cr, difficult due to the liberalization of
external commerce represented by the MERCOSUL, and due to the lack of
financial resources. At present, the government is changing the policy in order not
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to comniiit intenscly with the production, even continuing to [ix minimum prices.
In paratlel, the govemment is trying to minimize the storage volume.

In April of ihis year, the system “Optionat Contract” was introduced, in w hich the
producer can acquire the government contract record, presenting the period and
amount of setling. For example, if the effective price in September is R$ 8.0 by
bag, agamgt R$ 7.5 of the minimum price, the producer can cancel the contract,

carrying out the selling to third party. In case the effective price is R$7.0/bag, the

producer can carry out the selling according to the government contract, who will
assume only the R$ 0.5 difference, less than the necessary amount to purchase the
total product, altaining the political objcctive of raising the right of choice of
producers. This system, applied only for corn this year, can be useful when
applied, with priority, in destitute regions, differed from other regions.

The organism responsible for the operation is CONAB, fact which shows the
government policy of reducing its own size. The contract record can also be used

as bank financing guarantec.

Rural Products Bili - CPR

" The CPR is a representative bond of rural products deliver promise, which can be

issued by the producers or their assoctations, including cooperatives. It can be

negotiated in stock markets, being possible to be used in payments to financial

institutions, since registered in a record and liquidation systein managed by
institution authorized by the Central Bank.

This system is a legal instrument for the beforehand sclling of production, which
is being spread as “Contract of Selling” among several Brazilian regions, mainly
aiming to obtain resources to finance the cultivation and inputs. The Bank of
Brazil and other banks start to concede authorization to CPR issuers, by charging
a commission,

The green prqduct selling system was a marginal way to obtain resources adopted
- by the producers excluded from the bank financing systen. The fact of this system

being authorized and legalized by the government and financial institutions can be
considered one of the unforeseeable facts of this Country.

Caipira 63

The caption is a secu'lz_ir name indicating the Centeal Bank’s Decree No. 2148
dated March 16, 1995 and is a policy for promoting finance from foreign banking
institutions in provision of credit for crop farming, rural investment and marketing

- of harvests. In this connection, forced by the Central Bank, commercial banks are

obliged to collect ﬁxed amount.or more from foreign banking institutions to
carmark for this program. Should the interest rate be fi xed at 6% at monetary
market of lhc world, it shall be converted to 10% takmg account of Braxil's
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country risk, and Brazitian banking institutions ave supposed to impose, in -

compliance with prevailing practice in Brazil, the interest rate of 16% on their

credits to farmer, Debtors of this credit ine are cxpectcd to bear risk relatcd with
_ ﬂucluatlon of exchangc rale.

2) This credlt tine is’ mtended for manufac(urers and sales agents of agrlcultural

 fertilizers and chemicals, so farmers benefited by this line remained as low as 10%

in terms of disbursed amount of credit. chenheless the said manufactures and

- sales agcms will credit farmers with prowswn of fcmlwcrs and chemicals,

therefore the propomon of the disbursed amount comnbmmg to crop producnon

becomes higher. This kind of practice is at present very common among

manufactures and sales agents, in particular for production of soybeans and other

exportable commodities. Thus, the more common becomes this practice, the more
amount of credit under the Caipira 63 program is disbursed.

(8)  Tribulary Reform

The Brazilian government had imposed duplicated taxes on agricultural commodities
accounting for 20% of their retail prices. This kind of taxes had been imposed on
exportable commodities, which had abated their competitiveness at international market.

Starting 1997, the federal government had decided not to impose the ICMC on exportable
commedities. The ¥ICMS is a state tax. In Sao Paule State, the major exporting state, this
measure has reduced the fiscal revenue by some 20%, whﬂe the state government of
Tocantins suffers scarcely from this tributary reform.

9 Multi-modal Transploriation Corridors

1) This program aims 1o oplimize the investment in transportation infrastructure,
including the private sector investment, for the flowing of agricultural product:-
and their inputs, through the integrated utilization of highways, railways and
hydroways. By means of executing this program, the government intends to

deeply reduce the transportation costs and, consequently, (o raise thc mlcmauonal
competitiveness of products

2)  The four main corridors are:

¢ Northwest Corridor
Center-North Cornidor
Northeast Corridor
Ceiter-East Corridor

-

Of the above- mentioned four corridors, the Center-North Corriddr is directly
related with the State of l"ocamms and has the following salient features: the
corridor is designed to connect the waterways of the Tocantins and the Araguaina
with the seaport of 530 Luis through the North-South railroad and the Carajas
Railroad. Development of this comdor comprises the whole area of the Slatc of

- 16



Tocantins and some part of the states of Pard, Maranhio, Piaui, Goias and Mato
Grosso covering an area of 80 million ha in total, of which optimum lands for
grains cultivation cover 35 million ha.

3) Despite the level difference in the Tocantins river between the drought and rainy
seasons, this corridor will bring a great advantage in convenience and cost of the
transportation towards the Northeast region and for exportation, when the North-

South railway starts its operation unul Estreito, linking the federal highway to the
railw ay.

4 | Ch ar_actériiation of the Agricultural Sector

Although the agricultoral sector contributed as low as 14% (1994) of the Gross Domestic
Product, it plays an important role within the context of the national economy; about
one-quarter of the nationat populatlon live in rural area, 27% of the economically active
population are employed by the agricultural sector, and close lo 25% of the country’s
exporis carning arc represented by agro-products.

The performance of the agricultural sector nowadays is stagnated, being highly affected
by the government policy in pursuit of the “Real Plan” and, conscquently, a few small
and micro farmers have given up agricullural activily leaving from their lands. This
phenomenon associated with the movement of landless farmers is reckoncd as one of' the

social conflicts of the country, and thus the solution of the problem has become a major
agenda of the central government.

4.1 Land Use énd Land Tenure

Brazil has a national territory of approx. 846 million ha, of which it is predicted that only
76.8 million ha (11%) is used for crop farming purpose. Land vsed for farming purposc is
further divided into that for perennial crops (85%) and for permanent crops (15%). in
addition, irrigation land accounts for 2.8 million ha in total. Meanwhile, land used for
grazing represents about 167 million ha and three quarters of which is covered by natural
pasture. Land occupied by forests is estimated roughly to be 569 mitlion ha.

The latest avaitable figlre (the agricultural census in 1985) indicates the status of land
ownership in Brazil as follows: owners (61%), renters (9.4%), sharecroppers (7.3%) and
squatters (17%}), squatters are conccntratcd in the Northeast Region with a share of more
than 60%. The average farm sizes by type of producers are: owner (90 ha), reater (20 ha),
sharecroppere. (11 ha) and squatters (17 ha) It is worth while to point out that the farm

- size of squatters is larger than that of sharecroppers. Like most of the South American

countrigs, a highly skewed fanmland distribution is conspicuous phenomenon in Brazil;

15% of the total extension of farmland is occup:cd by “fazenda” owners with a fand size
farger than 10,000 ha, white the total land area of small and micro farmers with a holding
smaller than 10 ha represents as small as less than 3% even though their number accounts
for more than half (53%) of the total number of farmers in Brazil.
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4.2 Farm Economy ‘

Slarlmg in !985 the’ prefcrultial rural I' mancing system (at ﬁxcd lo“u mtcrust r'm,) has '
been ruled out and interest rates to reflect real terms at market have been applied to the
rural ﬁnancc Furthcmmru, prices of staple foodstulls have been depressed within context

of the Recal Plan. And these circumstances lead the agncullural sector to a
disadvantageous posmon :

Aler the implcméhtation of Real Plan, farm operation shows trénd of doi\nsidc shide,
because rise of farm inputs is much higher than that of farm products and the relative
appreciation of real against US dollar has exerted negative mﬂuunc; over produccrs of

staple crops (rice, feijio beans, maize) and hvestock produci> as well as producers of
exportable products.

4.3 A'gricultu.l.'él Outp'ut- |

'l he chart shmm below mdlcalcs evolullon of outpul (in lom) for major crops in Branl
during 1984-1995.

Evolution of Grains Qutput
40000 :

35000 - - - ool e e L
30000 1 - oo ~—a R
25000 - A—p—0_ .. .. - ‘——Rice
20000 &~ - .. - i—ea—Feijao Beans;
15000 © - . . A Maize
10000 | % Soybeans |
5000
0 - - :

86 87 88 89 90 91 92 93 94 95

Year ' |

Output {x 1000) -

As for changes in production by crop, staple crops such as rice and feijao beans increased
stightly (increased by 25% for the former and by 10% for the latter), while exportable
crops such as maize and soybeans have shown significant increase (mcrgasccl by 70% for
maize and by 65% for saybcans). So far as the change in cultivated area is concerned,
there is a slight decrease for rice and feijao beans and small increase for maize and
soybcans. This evolution implies that an increase of oulput is attributable to an
improvement of productlvlly rather than to c.xpansnon of cultivated arca.

4.4 Prices of Farm Producls and Production Cost

The prices of agricultural produces had been increasing at the same pace as the increase .
rate of average price increase before the implementation of the Real Plan. After the
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implemientation of the Real Plan, however, relative prices of farm produce have been
declining and this trend i is most noilceablc in ln estock products.

In lhc “Cerrado” fcgions' the main farm produce priccs had bs.c'h remaining nearly stable
from 1990 to 1993, but they have declined for all items except coflee since the Real Plan
was pul into force in 1994, The decline in staple crops represented by rice and feijio
beans is significant, -

The behavior of agricultural production cost in recent years is resumed as follows:
although the cost had been increasing at a lower rale in comparison with the average
commodity prices and farm produce prices until July 1994, following the implementation
of the Real Plan, it has increased over farm produce prices mainly due to jack-up in labor
cost. '

45  Tradeof Agro-products
4.5.1 Changeé in Amount of Major Agricultural Exports

The changes in the amount of major agricultural exports for the last 4 years is shown in
Table I ~ 4.5(1). Coffec had been the leading export among agriculture-related
commodities for a Jong time, but has been substituted by soybeans recently; in the year of
1996, soybean accounts for about 35% of the total amount of the agricultural exports,
followed by coffee, tobacco, sugar, concentrated orange juice, beefl and {ruits. Among
them, tobacco, concentrated orange juice and sugar are on the increase while coffee and
beef suffers from stagnation, It is worthy while to remind that the amount of soybean,
coffee and sugar fluctuates largely year by year according to the behavior of price at
international market.

4.5.2 Changes in Amount of Major Agriculture-related Imports

Change in amount of agricultural imports including fertilizer is given in the Table I -
4.5(2). Grains and grain products are represented by rice. While supply and demand of
rice is currently balanced in Brazil, importation of the grain is made in terms of price
stabilization policy. While imported amount of wheat is increasing by reflecting
diversification of diet among Brazilian people, the drop in amount for 1996 is the result of
statistical aggregation and does not seem to indicate the reality.

453 Supply 'a.m De:ﬁa:nd of Rice in Brazil

fhe recem changes in producuon consumpuon import and stock of rice tn Brazil is
shown in Table I - 4.5(3). As for the relauonshlp bemcen production and consumption,
the need for import is pr«,senlly recogmzed as consumption exceeded production shi ghily.
However, it appears that the policy is to maintain 1.5 to 2 million tons of stock at the
beginning of the year in an cffort to stabilize the price of rice since it is a staple food.
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5 Socic-economic Pos‘itioning of the State of’Focantins in Brazil -

lhc state of ’locannns is lhe most rt,ccmly csnblnhed state in Brazil, accomphshmg
independence from the state of Goids in 1989, The extension of the state is 277,322 km’,
which represents 3.3% of the national territory, but its populahon (920,116 in 1591)
accounts for only 0.6% of the country’s population. Hence, the slate of featured by scare
population densily equivalent to one-fifth of the national average. Although the
population growth in Tocantins had been relatively dull (nearly 2. 0% per annum, which
was almost the same as the national average) for the period 1980-91, it has become
burgeoning rnccmly with an annual rate of 3.3% since 1992, whlch is far higher than the
national average of 1.4% of the same pcrlod

The leading cconomic sector in the State of Tocantms is lhc agncultural sector
represented by cattle farming conlnbutmg to the formation of the Gross Regional Product
(GRP) with an approximate share of 60% in 1994. Considering the agricultural sector’s
parlicipation in the GDP is around | 4%, itis clear that the industrial structure in the state
is heavily specialized in the agricultural sector leavmg the remaining sectors in the state
of under-development (in particular, the manufacturing sector of the state is
consplcuously less dev eloped with its comnbullon to the GRP formatton as small as 4%)

The socm—t;conom]c dcvclopmcnl of thc State o_f Tocantins has been behm'd in _arr_eas of
the most of the state in Brazil. The GRP per capita is an indicator which highlights an
economic capability of each state, and the Applied Economy Research Institute (IPEA)
cstimated the GRP per capita in Tocantins to be R$ 993, which is the lowes! value among
27 states of the country except for the State of Piaui; the value is cqual to 13% of that of
the State of Sao Paulo and 30% of the natlonal average respecuvely

The Human Development Index (HD!), which is an indicator which is invented by the
UNDP, is commonly used to capture some aspects of the socio-economic development .
The 11DI for Brazif was calculated as 0.796 for the year of 1993 and with this vatue Brazil
is ranked in the 58" among 174 countries of the world being classified as the medium
human developed country (HIDI value in the range of 0. S00--0. 799) Pursuant to UNDP’s
methodology IBGL had calculated BDI value for each statc of the country in 1991;
according to this calculation, the HDI for Tocantins was 0.540, in the 220 among 27 state
of the country and is equal to 121%, if reference is made to the countries’ ranking of the
world (incidentally, the state which recorded the highest HDI value was Rio do Sul with
0.871 being cqual to the 39" in the countries’ rankmg of the x\orld)

In so far as two componcnts (tife expectancy at birth and adull literacy) used in
caleulating HDI value is concerned, the State of Tocantins, although its GRP per capita is
the lowest except for the State of Paui, is ranked in the 14™ for the former and in the 17"
for the latter. All this unphcs is that the State of Tocantins is situated’ on the least

developed state of the country in term of economic dev elopmcm butisa mcdlum or a
slightly inferior medium state in social qspccl
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Another indicator to be used for assessment of the cconomic capability of csch state is a
revenue stemined from thc ICMC. The State of Tocantins collected in 1996 as the
ICMC-related revenue ihc amount of R$ 138,757 thousand, which accounted for only
0.25% of the country s total sum, rankcd in the 24™ among 27 state of the country, while
per capita revenue was R$ 140 boosting the state’s position to 21%. This per capita
revenue from the ICMC was approximately 20% do the State of Sao Paulo, the highest
state of the revenue, leﬂcchng rudimentary economic aclivity of the state.

The federal govemment of Brazﬂ w:th an eye to Laqmg ncgaiwe impact of economic
imbatance among state on 1mplemen’(ahon of devdopment programs/projects, has been
realizing the transfer of the fund of from the National Treasury to each state of the country
in such manner as more fund is dlstributed to states which have less per capifa income.
- The State of Tocantins received in 1996 a transfer amount for the sum of RS 521,042
thousand representing about 2.5% of the federal government expenditure in the reatm.
The said amount is converted into R$ 526 per capila, which is ranked in the 4™ largest
amount among states of the country. Furthermore, the said per capita transfer was ten
times as much as that of the State of Sao Paulo (R$ 49). From this fact, it may be
concluded that different to financiatly affluent states of the Southeast and South Regions,

the financial operation in the State of Tocanlms is heavily dependent on the transfer of
fund from the National Treasury.

6 Outlook of Food Supply and Demand in the Word

6.1  Recent. Forccast of World Food Sﬁpply and Demaund by Celebrated
Organizations

In Noxember 1996 the World Food Summlt was hc!d for the first {ime at the Food and
Agriculture Organization of the United Nations { FAO ) Headquarters in Ronie and was
attended by leaders and cabinet ministers of countries around the world to discuss about
food securlly The Rome Declaration adopted at this meeting set out as pledge of
governments the rcducuon of the malnourished population by half from the present level
of 840 million by the year 2015. In addition, the Action Plan for subslantiating this pledge
demanded mainly the developed countries to appropriate 0.7% of their Gross Domestic
Product (GDP) to Ofticial Development Assistance { ODA ), although the concrete
scenario for rcalizing the Declaralion is yet to be seen.

Forecasls on world food supply and demand were announced by numerous organizations
immediately before and after the World Food Summit and were followed by various

evaluatlons and dlSCUSblOHS after the mcclmg These forecasts are compllcd inthe Table
= 6.1(1) | '

‘Acco'rding to the table in‘ question, the status quo scenario of the Japanese Minislry of
Agriculture, Forestry and Fisheries as well as the forecasts made by FAQ, the World bank
and USPDA all have conie to the conclusion that, although numerous problems of disparity
will exist among countries and regions, the world food demand-supply balance will be
maintained until 2010 (2005 in USDA forecast).



However, the World watch Institute has presented the forecast result that serious shortage
of supply will occur in 2030. In addition, the restricted produchon scenario of the
Japanese Ministry of Agmultun I oresiry and Fisheries suggests that demand- supply
will bccamc ught by 2010, possubly accompamcd by sllght supp!y shomgc

1 hcsc conlradlclmg forecas{ rc,sulls appear to orlgmale from the dlf tcre,ncc bcw. een two
views: one expects that the increasing trend of world food producuon in the late 80’s will
continuc despite somc fluctuations originating from circumstantial conditions that may
arise from year to year {e.g. climate, prices) while the other predicts that the stagnanl
production trend from 1995 onward will contmuc into the future owmg to nUMErous
hmnmg factors and became mcreasmgly serious.

DiscuSsions are éum.nlly taking placc among rcsearchers and research institutions of
various countrics and no clear international consensus has been reached wnth regard to

long-term outlook. The World Bank i is atso launching a new forccasl aclivily by taking
these discussions into conmderahon :

6.2 Reccni Treads of \Vorld Food Production
6.2.1 Changes in Grain Production

Outbut of World Grains
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World G rainé P"roduc't:ion
Total world grain producuon nearly lrlplcd in 40 years from 631 rmlhon lons in 1950 to
1,780 million ton in 1990. However, the rate of i increase has slowed doivn since 1990 and

has started to decline in terms of per capila productlon for the entire world, signifying that
increase in production has not been able to keep pace with the poputation growth.
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6.2.2 Changes in Cultivated Land Area

Crops cultivated area in the World is shown in Table 1 - 6.2 (1). The cultivated land area
per capila for the world as a whole declined by nearly 20% from 0.342hain 1975 10 0.272
ha in 1990 and continues to gradually decline. Main factors behind this decline are said to
originate from increasing trends of desertification, drying, soil degradation,
industrialization and urbanization.

6.2..3 Use of’Chemic.al Fertilizer and Production of Grains

App!icé;tion _e_f‘ﬁciency'of chemical fertilizer in 1984 showed an increase in yield by 9 tons
for additional | ton of feﬂilizcr. In 1989, however, increasc in vield for additional { ton of
fertilizer fell sharply to 1.8 tons and the volume of fertilization has been coniinuing to

because of its towering efficiency (see table shown below).

Relation between Grains Production and Use of Fertilizers

: Grains (10° tons) Fertilizers {10° tons) Increase in output/
Yeér : ‘ Inerease in application
‘ Qutput Increase Application Increase
1950 631 i 14 ; i
1984 - 1649 1018 126 11 9.1
1939 1685 36 146 20 1.8
1993 1682 -3 120 <20

Source: Full House, Lester R. Brown

~Observation of the above Chahges_ shows that some physical restricting factor is being
~ added to the circmnstantial conditions involved in food production of the world. On the

other hand, the impact of changing sociocconomic conditions on the world food
* demand-supply cannot be overlooked as signs of major changes in the pattern of world
geain trade has started to appéar in the recent years. For instance, China, the country with
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largest population in the world, was a net exporting country that exported 8 million tons
(mostly maizc) in fiscal 1994 changed to net importing country that imported 16 million
tons (mostly wheat) in fiscal 1995. It goes without saying that this shift of 24 million tons
over a period of 1 year had siguificant impact on the world’s grain balance. Partly owing
to this shift, international prices of grain continued to increase at an unprecedented rate
from 1995 to 1996 and drasticatly lowered the level of year-end stock.: |

[?urlhennore, 180-degree shift of the agricultﬁ‘ral law in lhc U.S. that had been playing the
role of practically adjusting the world’s grain demand-supply is likely to become one of

the factors that further destabilize mtematlonal demand-supply and amphfy ﬂuctuatlons
of grain prices.

Note; Fsscncc of the revision of the Agncultura! Lawin lhe U.s. Dlscontmuauon of food

supply management system including abolition of shortagc payment system (a kind of
subsidy) and abandonment of policy to reduce planted area.

6.3 Ftiture Restricting Factors of World: Food‘Pro'd.l.lction'

As menlloned earlier, it is almost apparent that overcommg its reslnctmg factors is the

key to future world food production. The restricting factors that may arise in the future are
discussed below.

63 C llmatlc ﬂucluatmns and food productton

According to the results of analysis on the global greenhouse effecl“ n.ported in 1990 by
tPCC, which is an intergovernmental panel on climatic fluctuations established through
assistance from the World Metcorology Organization (WMO) and United Nations
Environmental Program (UNEP), the world’s temperature will increase by 1.5 degrees
Celsius by 2050 and by 3 degrees Celsius by 2100 under the most likely scenario in which
world’s population and income continue to increase at the present rate. Several points
were discussed to determine the effect such temperature change would have on the world
foed production. These points were:

1. Warming in hlgh lahtude regions .
2. Shifting of monsoon precipitation CIOSCr to the poles
3. Lowering of water usc cfficiency for crops

The first point, warming in high latitude regions, would i.nci'ea'se Ihe‘pdltehtial for
production in high latitude regions but would not make up for the lowering of production

potential predicted in mid-and low lalnude reglons and lm\. er pmductmly for the world
as a whole.

The second point, shifting of monsoon precipitation closer to the poles, would mean that

increased precipitation form shlﬂmg of monsoon precipitation to northern regions woutd
cause downpours during a ehorter ram) season. As a ru:uil the potenual tor agnculiural

T



preduction will be reduced as the period suitable for grdwing crops becomes shorter
while Ihc intensity of prccipitalidn is lowered by intensified flood and sail erosion,

The third pomt louermg of water use cfficiency for crops, would increase the actual
evapolransplratlon through higher climatic and soit surface temperature, causing

significant increase in lose of water content from plants and soil and lower the potential
for agricultural production.

Furthermore, increase of the world’s average temperature by 3.0 degrees Celsius is
predicted to raise the average sea surface by 65 cm and sink 3% of the world’s fand area
under the ocean: This includes low-attitude farmland that produces one-third of world’s
crops and habitat for | billion people.

If this was the case, devoﬁng alt the intelligence in the world in an all-out effort to prevent

global warming will be an essential task for not only world food production but survival
of humamly

6.3.2 Sbi! and Unused Land as Place for Food Production

The world’s cultivated area amounted to 1,447 million hectares in 1993 and has been
declining from yedr to year owing to deterioration and erosion of soil that have occurred
thereafler. In addlt;on 6 million hectares of grasstand is furning into desert cvery year.
Sahmzatlon and su]phahzallon of soil caused by excessive use of walter are said to be the
main causes of deterioration and erosion of soil.

Unused land in the world that can be cultivated is in arid and semi-arid regions that have
the potential of becoming highly productive farmiand through adequate use of water and
soil improvement. In this sense, securing the required water resources and their efficient
use would be an important key to food production.

673.3 .Lil_nitation of Water Resources and its Efficient Use

The present volume of water resources utilized in the world has tripled since 1940 and the
water used for agriculture is said to account for 70% of freshwater used throughout the
world. Furthermore, it is said that water resources are being used close to its limit.

Therefore, all-out efforts must be devoted on a global scale with regard to effective use of
water resources by taking into consideration of trends such as population increase,
urbanization and industrialization.

634 Poten!ial for !n'creziséd Production through Biotechnology
lmprovcments havc becu made in areas such as somng penod fertilization control

suitable for different types of soil, cultivation contro! for crops that are being grown and

~ improvement of timing and method for harushng in an cffort to maximize produciion
from certain arca ofcultwatcd land.
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As a result of remarkable progress in modem science, however, the crop itself has
become the key factor in its cullivation and its productive capacity is unconditionally
determining the results of its yield. In particular, improvement in productivity of crop
cannot be e\pected without genctic superiority. If a crop is genetically inferior, it would
be impossible to increase the yield ‘:uﬂmcnlly even il the culnvaung method were
perfect.

In this sense, much hope lics in the development of genetically superior crops. However,
development of genetically superior crop will not producc full results unchs the .
environment that allows manifestation of its genes is macle avallablc '

T heu forr.,, lhc top prloruy lies in conservation of natural emuronment such as weat'ner
and climate and in improvement of production base such as securing of water resource
since the development biotechnology atone will not solve the problem.

6.4 Outlook of World Food Supply and Demand ﬁnd Agriculture m Brazil

Lester R. Brown of the Worldwatch Institute who warns about the world’s future food
demand-supply has note, “Brazil is one of the countries that have the most potential for
increasing production. Ho“ever the counlry mll still have trouble mamtammg its self-
sufficiency of grains even if considerable expansion of grain production is achicved. In
fact, Brazil has not been able to maintain self-sufliciency of grains in thc recem ycars and
has become the largest importer in the Westcm Heqmsphere ?

Moreover, Brazil’s population is predlcled 10 increase by nearly !00 mllhon by the year
2025 and rcach a total of 252 million, meaning that the country will have the population
close to that of the U.S. All sorts of agricultural resources Brazil can mobitize will have to

be utilized to support an additional 100 million people while the people move up in the
food chain and consume more animal product_s.

In fact, Brazil has vast arid and scmi-arid reg:ons lhat can be com'ertcd mto hlghl)
productive farmland if the aforementioned adequate use of water and soil improvement
arc put into practice. The development and utilization of these lands is therefore a top

priority item not only for stable food production in Brazil but for stabilization of the
world’s food demand- supply in the future.

For this reason, much is expectcd in the developlmm of agncultural pohcy that will
arouse the willingness to produce among farm “orkcrs
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"TableI-2.2(1) Growth of GDP by Sector

Gny ~ Annual Growth Rate by Sector GDP per capita

Year | (RS x 10%)* :
s Agriculture Industry Scrvices GoDp Amount Growth

S S (R$)* Rate (%)
1986 625,080 -8.0 11.7 8.1 1.5 4,641 54
1987 - | 646958 | 150 10 3.1 3.5 4,713 1.6
iosg | 646311 | 08 - 26 23 -0 4,624 19
1989 666,993 2.8 29 35 3.2 4,687 1.4
1990 638311 | -3.7 - 82 -0.8 - -4.3 4,408 -5.9
1991 640,227 28 - 18 1.6 0.3 4,353 -13
1992 635,105 54 -38 | o0 0.8 4,251 23
1993 661,779 -1.0 69 3.5 4.2 4,364 28
1994 701,486 93 7.0 4.2 6.0 4,561 4.5
1995 730,949 5.1 2.0 6.0 42 4,692 29
1996 752,877 30 23 34 3.0 4,766 1.6
“Note: ¥ Conslant price of 1996

Souice: Boletim do Banco Central do Brasil, Agosto 1997

Table I - 2.3(1)

Balance of Payment

Unit: USS x 10°

ftem/Year : .

1993

1992 1994 | 1995 1996
Current transactions 22431 1,686 2,588 3,974 2,899
Trade balance 15,2391 13,307 | 10466 -3,352| -5,539
- Exports 35,793 | 38,563 | 43,545 | 46,506 | 47,747
- Imports . 20,554 25256 33,079 | 49,858 | 53,286
Services ( net ) -11,339 | -15,585 | -14,743 | -18,594 | - 21,707
- Interest 7,253 | -8,2801 -6338| -8,158| -9,840
= Qthers . 4,086 | -7,305] -8405| -10,436| -11,867
Unrequited transfers 2,243 1,686 2,588 3974 2,899
Capital - - 2527t 10,1151 14,2941 29,359 | 32,391
Invesiment 2,972 6,170 | © 8,131 4,663 15,558
Reinvestment 175 100 83 384 447
Financing 13,258 2,380 1,939 2,834 4,302
Amortization - 8,572 -9,978] -50,411 | -11,023 | -14,423
Long & medium-term loans | 14,9751 10,790 | 52,893 | 14,736 | 22,802
Short-term Capital - 2,602 869 909 | 18,834 3,995
Errors and Omissions -1,386 ¢ -1,119 334 2,693 G713

Source; Bolelim do Banco Central do Brasil, Agosto 1997
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Tal)_lel_—z.si (N | ExpoﬁsAmouﬁt’_by.Sector . B
I e R - Unit; US$ x 10°
1995 1996

Sectors 1993 1994

Primary _ , 12,620 15,564 16,787 | 18,071

R (32.7) | (357) (361) | (37.8)
Sccondary . 25,935 27981 - 29,720 - 29,676
S (67.3) ©4.3) | (639) | (62.2)
- Semi-manufactured 4,226 4660 - | 4,259 - 4,750
- Manufactured : 19,008 - 20,245 21,988 24,415
- Others - 2,701 - 3,076 3,473 - 3,51
Total - 38,555 43,545 46,506 47,747
1 (100) ¢ (100) - (100) {100)

Source; Boletim do Banco Centrat do Brasil, Agosto 1997

Table I — 4.5 (1) Amount of Major Agricultural Exports :
) ' : ' ' "~ Unit FOB inmillion of USS

Produts 1993 (%) 1994 (%) 1995 (%) 1996 (%) " Growih Rate (%)

: : o o ‘ 0393 |- 9495 | 956
Soybeans 3,06% (36.5) | 4124 (366) | 3,795 (32.0) [ 44300319) 344 19 165
-Giounds | 1815 1,980 1991 . R 77 B 91 09 - 365
-Soybeans | 96 . |1316 710 . 1,018 39.) -415 21 .
- Oit o306 828 103 685 | 1m0 I -335
Coffc | 12820152) | 2558(227) | 2.462820.4) | 2,095 (165} 99.5 52 | -1
-Beans | 1,065 | 2219 190 il I 108.4 -112 128
- Instant coffee nr Mo | a6 376 o) sea 341 125
Sugas me | e | wsngsy iy 27.2 3138 - 180
Meat S esasey isauy [ ngen | 120300 1S 33 160
- Beef 272 268 [F1 . 194 -15 .325 S 15
-Processed beel | 324 300 02 33 N 07 2227
- Chicken 569 £09 637 840 s i 16 kYR
- Pig 83 6 £ 122 ] -5 273 452
Fruits 21533) | 26802.4) wsen | omwsen .25 37 66
Consenir. Juice 827106y | o587 | niosedn | 139201000 19.1 122 259
Tobacco 890 (10.6) | 1031 @2y | 1175000) {151503.6) 158 150 290
-Cigar 897 694 % 1029 -04 10.8 338
-Cigarette 193 328 027 481 ' 69.9 26 197
[ “rosal g410 [zl nsn 12,693 339 54 69
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Table l 4. 5(2) Major Agrlculiurc-rclated Imports
Unit: FOB in million of US3
Growth Rate (%)

Products | 1993 | 1994 | 1995 | 1996+

. ‘ o T . = 93/94 94195 95/96
Grains 1,229 | 1,408 1,665 1,920 14.4 18.3 25.8
Wheat | 726 | 749 909 343 32 21.4 -59.8
Fertilizer | 51l 634 661 794 2441 4.3 28.3
Total 12,466 |2,791 3,235 3,057 13.9 159
Note:¥® Jan-Nov. ‘

Source: Ministry of Finance

Table I - 4.5(3) Supply and Demand of Rice

Unrit: In thousand tons

T Produstion Total Consumplion |
Year Storage o Import Supply Balance Expont Balance
198950 44729 7.961.6 nwe | o 131884 11,0000 2,158 108 21473
1990:91 2,147.3 9.995.8 12566 | 134407 11,2200 22207 2.1 22186
1591/92 2186 14,1028 7323 13,053.7 11,3322 17218 C3) L7164 |
199293 1,716.4 95028 88091 1250011 1 L4455 1.054.6 57 10489
1993/94 10489 10,522 .8 15655 | 13,1372 11,560.0 1,577.2 39 1,573 3
1994493 15733 11,2313 978.6 13,7892 11,6178 2114 347 21367
199596 2,367 10,061.6 100001 13,1983 11,7340 1,4613 30 14593

Scurce: CONAB

Table I -6.1(1) Forecast of World Food Supply and Demand

Unit: In mittion tons

Organizafions

(Target Year) Industrialized Countries Developing countrics World in Total
Co Prod. | Cons. | Balance | Prod. | Cons. | Balance | Prod. | Cons. |Balance
[Japa's MAFF2010) | yo57 | 024 | 134 | 1331 | 1465 | -134 | 2388 | 2388 0
- 1059 | 856 | 203 | riar | 1349 | -208 | 2200 | 2205 -5
FAO (2010) 1028 | 866 | 162 | 1318 | 1480 | -162 | 2396 | 2346 0
World Bank (Z010) 1045 | 829 | 216 | 1261 | 1459 | -198 | 2306 | 2288 18
TEPRI(2010) 1159 | o930 | 17e | iz | 1300 | <179 | 2370 | 2370 0
USDA (2005) 2121 | 2105 16
Worl_d\-.'atch {2030) 2149 1675 -526

Reference:

1) japan’s '»hms{r} of Agmuhure Poresu) and Fisherics (\{AH) *Present Situation and Outlaok of Food Supply and Dxmand in the
. World', 1996); Has forccast for 1wo seenarios; the status quo seeaario and the restricied production s¢enario (upp-,: column is the

staius quo scenario and the lower column is the restiicted peoduction scenario). :

2) FAD: "World Agricufture: Toward 26107, 1693; Makes the forecast for majot lam produ»e by using a model, using this as the

basis for making the forecast by taking into conmderauon the past trend of demand and supply on a countey and region basis.

3)1he Woirld Bank: “The World Food Quilook™, 1993; Mak‘.slh-: forecast by vsing a world grain madel by country, by region and by

grain {wheat, rice, coarse grain},

4} Tntemational Foed Policy Research Institute (IEPRJ) Globar and Reolonal Peod [Demand, Supply and Trade Prospects 0 20107,

1994; Makes the forecast by using a food demand-supply equitibrivm model by country. by region and by item.

5) United States Depaniment of Agriculture (USDA): “Long Term World Agiicultaral Comuhiodity Baseline Projections™ 1994, Mokes

the forecast according to anticipated policy model by country that combines detaifed models efre~p-.«.l|\e countrics with emphasis en
the American market,
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6} Wortdwatch Institote: “Tough Choices: Facirg the Chaltenge of Yood Scarcity ™, 1996; Makes the forecast accordinz to food
demand-supply by taking into consideration various timiting conditions in futere agsiculiural production with the purpose of giving
warning.

Table I -6.2(1} Creps Cultivated Area in the World

Cultivated Arca (in million ha) % to Total Land Extension
Regions
1980 1990 1992 1980 1990 1992

Asia 4350 456 459 16.3 16.3 16.6 |
China 100 97 96 10.5 10.1 10.0
Africa 173 182 183 5.7 6.0 6.0
Europe 141 139 137 289 28.5 28.0
N.&C. America 274 274 271 122 12.2 11.9
USA (191) {(190) (188} 203 20.3 15.1
S. America 101 114 113 5.7 6.4 6.3
Oceania 46 51 53 54 59 6.2
Ex-Soviet Union 232 230 n.a. 104 10.2 n.a.
World Total 1417 1444 1444 10,6 10.8 10.8

Source: FAO Production Year Book 1991, 92, 63
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