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s CONCLUSIONS

Subsidies on investment credit for commercial farmers: why Article 6.27
“‘De minimis” is binding Brazilian agricultural policy;
Debt rescheduling program, although non-specific, is capable to

influence farmers decision in medium-long run: risk aversion reduction
effect

= Transparency issues? Data are not public because level of indebtedness is
measured in the household level.

= 2006 Agricultural Census, recently released, will help us to measure that
hypothesis.

Is or is not included on the notifications the Government direct
expenditures with preferential credit programs?

= Resources transferred to the banks to cover operational costs;

= |nterest rate equalization when the resources are funded by the government.
Projections and economic implications: two concerns

= Income support programs;

= Debt rescheduling program.



Institute for International

Brazilian Fuel Ethanol History
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Incentives, mandatory
blends, new technologies

Deregulation,
Sugar Exports

Flex
Fuel

Global
Market?
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ETHANOL CRISIS at the end of the 80s
Oil prices down. Brazilian government cuts support.
Higher sugar prices affect ethanol production and
sales of E-100 cars went down rapidly
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1973 Fiscal incentives and tax exemptions for ethanol 2003 FLEX FUEL

Oil crisis & low
sugar prices.

production and E-100 fueled cars. All gas stations
must obligatorily sell ethanol. Low ethanol prices
(65% of gasoline’s) guaranteed at the pump.

Source: Datagro, 2006 (dados). Elaboration: ICONE.

Flex fuel vehicles
begin to be sold.
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Ethanol Current Policies in Brazil

= 20-25% mandatory blend of anhydrous ethanol in
gasoline A (pure gasoline), making the gasoline C;

= Tax exemption of CIDE (0,28 R$%/liter ~0.165
U%/liter): only hydrous;

= Differential levy on the State Tax (ICMS).

= Subsidized credit for ethanol storage (preferential
rates).

* Vehicles: partial exemption of the IPI (tax on
industrialized products) on flex-fuel cars
= 1 liter cars: 7% gas/hydrous/flex;
= >1-2 liter cars: 13% gas and 11% hydrous/flex
= >2 liter cars: 25% gas and 18% hydrous/flex



Ethanol Current Policies in Brazil
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Hydrous Anhydrous Gasoline
PIS/Cofins 3.65% (sales) 3.65% (sales) n.a.
Mills
CIDE zero zero n.a.
Federal tax
Blender/ P1S/Cofins 8.2% (sales) 8.2% (sales) 8.2% (sales)
Distributor |, n.a. 0.28 R$/liter 0.28 R$/liter
State tax ICMS 12%-30% (at the pump) | 25% (at the pump) | 25% (at the pump)
Tax value
assuming the
(R%/liter) Price | Taxes (A) Taxes/price same proportion ?:le)l:;?nviilgr? (OI_;:-t,z)e
of tax charged P
(45,3%) (B)
Gasoline C 2,391 1,083 45,3% 1,083 -
Hydrous |4 196 | 0,263 22,0% 0,542 0,279
ethanol




Ethanol Current Policies in Brazil
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{*} Margem de Distribuicao inclui todas as despesas de frete (coleta, transferéncia e entrega)
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~==_ Debt Rescheduling (to be concluded)
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