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Ethanol vs. Gasoline in Brazil: What to expect when sustainability is incorporated
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B uilding upon previous studies on consumer choice of ethanol, and taking into consideration recent data on fuel consumption,
prices and fleet characteristics in Brazil, this article develops an analysis of official price and consumption data, which has
not shown a clear relationship between price-elasticities of demand for ethanol and growth of the flex-fuel fleet in the country.
However, dispersion modeling of fuel choices has shown that as ethanol markets incorporate sustainability premiums, the
resulting higher prices for certified E100 could shift a significant part of ethanol demand towards gasoline. In order to support
national policymaking in making ethanol economically attractive, this article engaged in three quantitative exercises. The first is a
measurement of price elasticities of demand for ethanol and gasoline in Brazil. The second contribution takes form of a statistical
model describing how consumers have changed fuel preferences depending on relative prices between ethanol and gasoline. This
model then serves as a basis for a simulation which seeks to forecast how ethanol consumption would behave in a scenario where
sustainability certification costs are incorporated and transmitted to ethanol prices at the pump. The analysis indicated the fragile
price-dynamics of ethanol in Brazil. The biofuel is continuously promoted to play a role in decarbonizing transport in Brazil and
other countries pursuing ethanol as an alternative fuel. However, focusing only on ethanol is a difficult, myopic approach. As the
bioethanol industry takes steps towards sustainability, fair consumer choice can only take place if sustainability criteria is also
considered on gasoline prices. Given the limitation of policy tools to keep ethanol as a price-attractive fuel option, it is past the
time to consider correctly pricing of gasoline, echoing the recent regulatory push for sustainability in biofuel markets. Only then
externalities incorporated - level playing fields conducive of renewables can be achieved.
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