POLICY BRIEF
FOREST CODE AND RURAL CREDIT:
LEVERAGING RURAL CREDIT FOR THE IMPLEMENTATION
OF THE BRAZILIAN FOREST CODE
One of the world’s biggest challenges today is increasing agricultural production to
address the growing demand for food and raw materials while protecting natural
resources and promoting environmental regularization. In this context, Brazil has
relevant large-scale public policies that target the rural sector. One of them is the
National Rural Credit System (Sistema Nacional de Crédito Rural - SNCR), which aims
to support agribusiness through the transfer of subsidized resources to cover the
production costs, investment and trading of agricultural products. For the agricultural
year 2016-2017, the amount made available for medium and large producers and for
family farmers totals R$233 billion ($68 billion). The new Forest Code, which mandates
the preservation of native vegetation on private lands, constitutes the other main policy
targeting the rural sector.
As Brazil seeks to reconcile how it increases both agricultural production and
environmental protection, small adjustments in the provision of rural credit could better
integrate SNCR and the Forest Code and help the country meet its goal. On one hand,
the code obligates rural producers to preserve or restore native vegetation on their
properties. On the other hand, rural credit can boost the private resources needed to
increase restoration and reforestation. Thus, the integration of these two public policies
would use public resources that are used to support the rural sector to simultaneously
encourage environmental preservation. From an economic point of view, this would
help bring Brazil’s rural credit program closer to meeting what is socially desirable as
well as provide a stronger justification for public subsidies.
While the federal government plans to integrate these policies in 2018, at present they
remain separate. In this brief, Climate Policy Initiative (CPI/PUC-Rio) analysts, under
INPUT, recommend immediately linking the provision of rural credit to compliance
with the Forest Code.

PROPOSAL
CPI/PUC-Rio researchers recommend increasing credit limits for rural producers under each
rural credit program. However, to receive this benefit, producers must: (a) be enrolled in the
Rural Environmental Registry (Cadastro Ambiental Rural – CAR; and (b) demonstrate compliance
with the Forest Code by either proving the existence of Permanent Preservation Areas (Áreas de
Preservação Permanente – APP) and Legal Forest Reserve (Reserva Legal) on their properties, or
by presenting an environmental recovery plan approved by legal authorities. Such efforts have
previously been undertaken by the federal government through Brazil’s Central Bank Resolutions
4.106/2012 and 4.226/2013. These resolutions should be reinstated and strengthened in order to
fortify efforts for Brazil’s environmental conservation.
1

PUBLIC GOOD
Environmental conservation is a typical case of what

not consider all social gains. Thus, as the preservation

economists call a public good. The preservation of

of forests falls short of what is socially desirable,

forests and the climate change mitigation benefit

government intervention is necessary to increase the

society as a whole. However, it is difficult to enforce the

well-being of the population. The integration between

voluntary provision of public goods by private actors.

rural credit and the Forest Code suggested in this

By privately calculating the costs and benefits of

proposal will ensure the public resources directed to

conserving forests and choosing how much vegetation

the rural sector be used to encourage environmental

to maintain on their land, rural landowners generally do

preservation that benefit the whole society.

In this proposal, researchers outline several advantages that increasing credit
limits based on environmental compliance offers. Those advantages are appealing,
compared to simply making registration in the CAR a prerequisite for credit, which
is the policy effort currently slated for 2018.
First, from a socio-environmental point of view, this proposal to change credit
provision emphasizes rural producers’ compliance with the Forest Code. Integration
between the Forest Code and rural credit is expected to happen in January 2018,
the deadline for registering in the CAR (the first step to comply with the law).
However, the current vision only makes producers’ access to credit conditional on
their property registration.¹
CPI’s proposal innovates in that it requires rural producers to do more than
simply register in the CAR to receive credit – it incentivizes them to demonstrate
environmental compliance.² By reinstating Resolution 4,106/1012, policymakers
could reward rural producers who prove the existence of APP and Legal Forest
Reserve on their properties. For these producers, the credit limit for production
costs could be raised. Presenting an environmental recovery plan approved by legal
authorities would be another way to receive the benefit.

¹ The Cadastro Ambiental Rural (CAR) is an innovative Brazilian database and environmental management tool, which
provides a way to monitor and control deforestation in private landholdings.
² For an in-depth analysis on the new Brazilian Forest Code, see Chiavari and Lopes (2015a, 2015b): http://www.
inputbrasil.org/wp-content/uploads/2015/11/FORESTCODE_policybrief_PartII_CPI-1.pdf and http://www.inputbrasil.
org/wp-content/uploads/2015/11/FORESTCODE_policybrief_PartI_CPI-1.pdf.
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In addition, resestablishing Resolution 4,226/2013 that was repealed in 2015
would offer rural producers already enrolled in the CAR the benefit of a substantial
increase in their credit limit for production costs. Thus, for borrowers who legally
proved the existence of APP and Legal Forest Reserve on their properties and
enrollment in the CAR, the ceiling amount available could be raised even more.
If put into practice, this proposal would, in effect, significantly boost financial
resources for the implementation of the new Forest Code. For example, if rural
producers are able to increase their credit limit from R$1 million to R$1.5 million per
year, they will benefit from an additional government subsidy of around R$50,000³.
This additional subsidy provides a crucial incentive for producers to direct
resources to reforestation or restoration.
Moreover, this proposal can already be implemented in the Agricultural Plan (Plano
Agrícola e Pecuário – PAP) and in the National Plan for Family Farming (Plano Safra
da Agricultura Familiar) that will be launched in 2017. In other words, rural producers
in compliance with the Forest Code, or who have already formally initiated the
process of environmental regularization, will be able to take advantage of the
policies’ benefits.

³ This subsidy is generated by the equalization of the interest rate in the rural credit programs. Through equalization,
the government covers the difference between the interest rate in the financial market and the rate that is actually
paid by the rural producer.
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Policymakers can already implement the proposal in 2017 since it would not cause
interruptions in credit flows for rural producers who have not yet registered in
the CAR. The proposal calls on policymakers to target subsidized resources and
prioritize those producers who are more committed to protecting native vegetation
on their properties.
This proposal offers another advantage – it guarantees that even if obstacles
emerge in the implementation of conditioning credit on CAR in 2018, increasing
credit limits in 2017 for those in compliance with the law will already start to
incentivize the implementation of the Forest Code. It is important to mention that,
despite the high number of CAR registrations, it is likely that a certain amount of
small and medium rural producers will have not yet registered in the CAR by 2018.4
Finally, this proposal supports a policy alignment already adopted by other
countries, as it requires the provision of environmental services in exchange for
the provision of public resources or goods (e.g., the conservation of the nation’s
natural resources). The European Union’s Common Agricultural Policy (CAP),
which anticipates additional payments to rural producers if they comply with
environmental conservation rules on their properties, serves as a relevant example
of this kind of policy.

Law 13,295 from June 2016 postponed once again the deadline for rural producers to register in the CAR – the last day
to register is now December 31, 2017. As of May 31, 2016, approximately 91% of the areas have not been registered.
(Source: http://www.florestal.gov.br/cadastro-ambiental-rural/numeros-do-cadastro-ambiental-rural).
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Figure 1: Evolution of the volume of resources available in the National Rural Credit System.
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Source: Agricultural Plan (PAP) e National Plan For Family Farming (PRONAF). The values are updated for May 2016 Broad Consumer Price Index (IPCA).

Note: For the agricultural year 2015-2016, the government announced a total of R$216.6 billion to finance
the harvest (R$187.7 billion for PAP and R$28.9 billion for PRONAF). This amount, which represents a 20%
increase compared to the previous agricultural year, is sizable when compared to the Gross Agricultural
Production Value in 2015 (R$498.5 billion). In other words, the amount available for rural credit corresponds
to approximately 43% of the production value.
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Examples from European Union and United States
Examples of measures adopted in the European Union and in the United States, serve
as a model for potential Brazilian agricultural policies. Both the European Union and
the United States have interesting rural policies intended to protect the environment.
The Common Agricultural Policy (CAP), European Union’s main rural policy, focuses
on the environment’s protection and rural development. Direct payments to rural
producers, constituting 73% of CAP’s budget, are conditional on the conservation of
forests and biodiversity, and the maintenance of good soil conditions. In addition, at
least 30% of these direct payments are made up of Green Payments, which possess
stricter requirements and include maintaining permanent pastures, creating areas of
ecological interest, and diversifying crops.
In the United States, several public-private partnerships contribute to the agribusiness
development in the credit, insurance and research sectors. Regarding environmental
conservation, the Regional Conservation Partnership Program manages the
implementation of environmental projects through agreements between rural
producers and partner groups such as local governments, private companies, higher
education institutions and non-governmental organizations. These public-private
partnerships rely on technical and financial support from the US Department of
Agriculture (USDA). The private sector is responsible for the creation and maintenance
of environmental conservation activities in areas selected to receive support.
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The Land Use Initiative (INPUT – Iniciativa para o Uso da Terra) is a dedicated team of specialists who work at the forefront of how to increase
environmental protection and food production. INPUT engages stakeholders in Brazil’s public and private sectors and maps the challenges for
a better management of its natural resources. Research conducted under INPUT is generously supported by the Children’s Investment Fund
Foundation (CIFF) through a grant to the Climate Policy Initiative. www.inputbrasil.org
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