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I. THE NATURE OF FORBIGH THVESTMUNTS IN BRAZIL.

- Foreign ihvestments have played a part in the economy of
Brazil since the early oineteenth oentury. 'Until the end:of the
century privete loehs*to'governmental'euthorities predominated,
Beginning with British investments in railvays and public :
~utilities around 1860, direct foreign investments becanme
increasingly important. Their gfowth continued until halted by
the depreseion of ‘the 1930's. During the last war and in the past
- few years direct ipvestments, largely_by Uhlted States enterprises
heve been resumed on’a 1imitedvsoale.g Investments in Brazil by
governmental agencies, in*the'fOrm'of'loansaby,theAUnited States
Ixport- Import Bank, and more reoently by the Internetlonal Bank |
for Reconstruotlon and Development flrst appeared around 1935

have predomlnated in recent years.

.A. External government debt

Brazil's external 1ndeotedness began wlth loans by Engllsh
prlvate banks LOL the account of Poltucal's Bra2111an colony |
early in the nineteenth century. -A portlon of this ‘debt was
assumed by the Brazilian ”Emplre" upon the llberation of the
Portuguese colony in 1825. ALtef the foundlne of the Republlc -
ih:3889 the éxternal debt of the federal government, states and
municipalities jrewv nine-fold to a maximum of $1,246 million
(E267'million)-ih l93i_(see Table i). The importanoe of
foreign borrowing in government finance is indicated by the fact

/that the external
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that the external debt was 61 per cent of the total publlb debt
in 1930 and that 1ts serv1ce absorbed 34 per cent of the total
federal government budget in 1931. The total volume of bonds
issued between 1889 and 193% was £343 million or T11lk miliion
more than the:inp;éase in debt, owing mainly to refunding .
issues to which resort was had in periods of financial
dlfflculty,lf The shrinkage sincb 1931 is largely the?esulb
of a series of adjustments negotiated with bondholders ;’f
followinr the defaults of the 1930's. Despite the increase in
dollar ob11g¢t10ns durlnv the twenties, sterling bonds |
constituted 56 per cent of the external debt in the hands of

the public in 1931 and 66 per cent in 1947, as 1ndlcateq_in
Talle 2, | |

1/ Boucas, Valentin, "Aspectos dg Do 1zl%a egconomica bra51le1ro"
0 _Observador Fconomico e Flnan01ero, bruary 19535

/Table 1
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Table l

thefnal Publlc Debt 01 Br321l !ﬂederal uov?rnment
.States. and Municipalities; 1825-1946 & |

- (In-millions of pounds sterling)

Fnd of Year T inount Outstanding
T R '"1{5' -
S183L o o s 0
850 ' | ' ' ¥.6 '
1860 . ' I PR . . - 5076 ) .
1870 | o o 12.3
1890 .. o 30,9
1900 .. . N © 45,6
1910 - | 129.3
1915 162.9
1920 _ 151.4
1925 | | 184.0
1930 267.2
1931 ‘ : 277.0
1935 259.8
1940 _ . 242, 3
19%5 ' 1764
1948 | 143.1

a7 Sources: For 1825 -1900, publication of Brazilian Ministry
of Foreign Affairs, Brazil - 194%9 (Rio de Janeiro: 1944),
Foi. subsequent years, Brazllian :finistry of Finance, Canseiho™
Técnico de FBeononid e financas.” The: debt is converted in
pounds sterling at the averazs exchange. rates ‘prevailing -
during each year spe01fled Loans from the United States
sxport-Import Bank are excluded

. /Before 1905 the
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'Before 1905 the external debt was almost‘entirely in the form of sterm=
.ng bonds, _vhich small amounts were held by Portuguese, French United
tates and other non—Brltlsh nationals, - Between 1905 and 1915 French ., .-
ranc bonds_al;;.pear'(-;‘d,‘;1 Thé_great;bu1k~of American;1énding and direct - o
nvestment. occurred in the period 1920731,‘dufing-which‘the therhal_ o
ebt increased by about 80 per cent. Several sterling and franc loans
ere floated during the 1920's and one Netherlands.loaniin¢l921, but
hese were largely for refunding, apart from a few small loans to states
nd municipalities, .The lagt issue of fpreign-bondS~was;soldwin~l93l,
nding over a century of continudus;expansiongof-external'indebtednesé.--"
uring;the\1930*s‘additional_governmenfal debis;of an eﬁergency nzture ..
ere incurred\whgn'arnears of mercantile credits were funded inﬁthe‘form*;
fﬂmedium—term loans. |

- The nominal purpose of a large part of the Brazilian governmental
nd issue;,ﬂothef than .refunding. issues, was -the financing of
roductive activities guch as the electrificétibn of railways and the
stablishment of port facilities, waterworks and other public utilities,

portion was devoted, howevér, to refunding floating debts arising

rom service duelqn_previous loang'or from?recurring-budgetary deficits,

1e foreignmexchaﬁge proéeeds of loans to finance budgetary deficits -
ight, of course, have served indirectly toc finance domestic investment,
3d governmental eébnomic~pblicyfbeen conductive to that end;.but”it :
opears probablethat.a‘gdrtiOnLOf the loans was not so Qtiiized,l/

t 1s notable that a- large part»of'théborrowiﬁg‘during thé_period |

920-29 was by stateé aﬁd'municipa;ifies withulittlQ direétiQn or co-

rdination oy the centralrgovernment3~ o

/ See Bragil ~ 1941, pages 619 623, Mlnlstry of Forelgn Affalrs, (Rio
de Janelro) o 7 ‘

’a

,Era21l has
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' Brazil'has experlenced recurrent difficulties in servicing her
‘external government oblloatlons. The debt service was substantlally .
ymalntalned up to October 1931 however, though often through addltlonal
Lorrow1ng and refundlng operatlons.l/ Follow1nCr the cessatlon of e g
lendlng by the Unlted States and other factors leading to severe
pressure on the Bvazillan balance of payments during the world ‘ )
deore551on, a perlod of defaults and adgustments of the external debt
began in 1931 whlch was termlnateo only by a maaor adaustment in 19%3 g/
{nder the settlement of 19@3, negotlated wlth reoresentatlves of
the”sterllné and dollar bondholders, two optlons were offered known as
Plan A and Plan B 3/ In the case of dollar tonds coming under Plan A the
nomlnal value of the outstandlne bonds remained unchanged, interest rates
between 5 and 8 per cent were scaled doun to 1 7/3 to 3 1/2 per oent “and
the maturlty dates were extended an addltlonal 22 to 8L years. Payments
of 1nterest and or1nc1pal remained the resnonsihility of the orlglnal -
1ssues, states and munlclpalltles as well as the Federal Government.

Plan B prov1ded for reductlons of -from 20 to 50 per cent of the nomlnal
Value of each 1ssue, repayment 1n cash of from 7 5 to l”.O oer cent of

that value as partlal compensatlon for the loss 1ncurred and the

issuance of new 23-year bonds carrylng‘lnterest at ‘3/% per cent.

1/ No amortlzatlon was oald during the oerlod .1830- 1850 but there does
does not appear to have been any large-scale technlcal default on
xternal public debf during the rést of the 19th century. In 1924
and 1929 two Brazilian states were unable to meet their interest
payments promptly on loans issued two years earlier amounting to
&h _m;ll;on, and. by 1929 were in complete default.

2/ Almost full contractual service on the external debt was maintained
until 1931, after which payments declined sharply to about 20 to 30
per cent of the amount due in most years until l9h3, except for
complete default in 1038 and 1939,

3/ At the time of the settlement a vmall portlon of the debt with a
nominal value of & 7.2 million in sterling and $2,0 million in
dellars was retlred agalnst cesh oayments of 12 per cent of the face

cvalyes o : : : _ -

/rm,\.-\. —
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The new securities became the direct obligation of the Braziliean
government, which aSsumedrresansibility for previcus state and
municipal obligationé.l/' Roughly similar adjustments were
offered to holders of sterling bonds. The Brazilian govermment
énnounced that bondholders not vbluntarily assenting to either
option wou1d'bé treated as coming under Plan A. In January
1950 an issue of Brazilian dollar bonds due in 1979 and'bearing
the adjusted‘interéét rate of 3 3/8 per cent'was guoted at a
market price of 54 5/8, yleldlng 7 13 per cent.

The effect of the adaustment of 1943 was to reduce the
homlnal value of the external sterllng and dollar bonds.by 26
per cent the proportlon belng sllvhtly higher for dollar than
for sté;liﬁg bonds. Annual debt serv1ce, whlch was $100 - |
milliéﬁ“in”l9291was'reduced by the adjustment to $32 mllllon‘in
19%3, -about one-third of the‘original'contfactual‘sérvice. of

the latter amount $20 million represents sums due in.sterling,.

17 The (United btates) borelgn Bondholders Protectlve Council
described the settlement as '"the maximum which could have
been secured"” and recommended it to the favourable '
consideration of the bondholders. The United States
Secretary of State characterized the proposal as a
"manifestation of Brazil's earnest desire to meet its
foreign obligations within the 1limit of its capacity". The
settlement of 1943 ended over a decade of negotiations
starting with the mission of Sir Otto Niemeyer in 1931.  In
1933 vwhen Brazil was on the verge of promulgating a debt
settlement which was considered discriminatory against
.American bondholders, who happened to hold principally -
bonds selected for least favourable treatment, the United
States Department of State reguested. recon51derat10n of the'ﬁn
plans {(See Lewls, Cleona, The United States and Forei n
Investment Problems, washlngton, D.,., 1948 page 223) .

. /Table 2
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. ‘uOmDOSlthq of Externel Fublic ébt 97 Brazil
e Belected Years, 1931 1911-8a
(In millions .o:i urrencies 1nd1cated)
Total Dt el e
ond 'of (doller and ste% ing Pounds . Pape; Gold
‘year eoulvalents) sterling Déllars francs francs. Florlns
% | i Y g . Fr..  _¥r., Fl.
T o ' N/ B
1931 . .1,021.5 277,07 1574, -363,187 o 1, 5hL 8,9
1038 S gl Lz 24307, 156,28 356,38/ 519.6° zog9.2 ¢ 6.k
l9zi o 928.8 2272 14,9 - 288,0 gl@;g- 220. . é.t
o4 © 760,0¢ o--190,C 119.5 239,9 19. 229.2 O,
948 grelk 143.1 96,58/ 184.88/. 1L/ L 6l

&QUfbeo" Brazilian llnlstrj of Finance, Sonselho. Técnico de
Deonomia e Finencas. R

o/ tonverted et exchange rates. for the year spe0111ed and valuan
gold franc bonds at theln £0ld value. B :

¢/ Of whlch Unlted oLates nat1on1¢s held practically all in 1931,
$120.0 million in 1939 and 598.2 million at the end of 1947,
. accord:mGr to the United btates Department of Commerce.

a/ “or Vhlbh E?r.O nll’ion was estlmated by Sir.dobert KIndersley
* . (Economic- Journal; 1939) ag beln* held by United Kingdom "
nationals in- 1938 Fortus uese ‘holdinzs of. Brazilisen.. bonds
apout 1934 were estlmated at £30-35 million according to a

e reporton Brazil. by the Unlfed Alﬂgdom Department of. Overseas
’ Trade, July 1032. T . . :

e/’ Some o the outstandln sterlln bonds are: in bra2111an hands.
" For example, during 104 the “Goverament spent B4 million for
the repurchase of outstandln“ steriing - bonds in addition to
‘normal amortization.. .Se€ fnnual ﬂeport\of the Banco,do Brasil
for: 1948, nabe 331, I e o S :

_2/;"L1quldated for the Ltan\ equ1valent of 19,0 mllllon pursuant
: to an agreewent made in 1"46 betireen the ¥rench and Brazilian
over'ﬂmentg3 as announced in the Digrig 0fficial, (Aio de

Janeiro, 30 April 1946), TFigure for 1931 1ncludes gold franc
debt in equivalent paper francs.

/A separate
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A separate acéount of the expellence of United btates
bondholders of Berlllan dollar bonds is of interest in view of
the dominent role‘of'doller‘loens during the inter-war period.
Betveen 1920 and 1931 thirty-one dollar loans vere 1loated with
8 par value of 394 million, although sales under par and
undefvrlters' comunission - yielded.the Brazilian government 5373
mllllon. Lo | S - : |

Vomlnal interest rates on.dollar bonds were mostly at 7 and
8 per cent, Ulth meturltles typicelly twenty to thlrty yeals.l/
Intefest pald up to the time of default in 1931 totalled mlé?
mllllon apd ‘principal repaid in cash- vas $73 mllllon.: The
market value of the outstanding bonds on. 31 December 1035 vas
7&73 mllllon, about 18 per cent of parity. On that date the |
comblned value of interest received, principal repaid, and
market value of outstanding honds was thus less than the or1 1nal
investment of“$373'millionlby 460 million, This calculatloﬂ of |
losz has significance only for bondholders as a group and not for
individuals. A considerable turnover in Jra21l’s dollar bonds
took “lace throuOhout the oerlod ol default from 1031 to 1943,

In 1946 the Gdévernment negotiated a settlement wlth the
French government éand the I'rench bondholders rege:diné the

outstanding zold and -paper franc bonds. The issues oi franc

1/ Prevar Intevest rates on British and French securities were
«'  lowver, averaging between 4 and 5 per cent with longer
maturities, rangin: up to 60.years. o

" onas
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bonds With-nominaljaﬁéunts of 229\million old flancs and lo
mllllon paper franﬂs vere to be redeemed from ihb pfoceeds of
ﬂrazlllan exports to brance Tor an amount equlvalent to’ about
519 million.%’ The nominal value of the‘franc_bond§ ouﬁStaﬁding.“
in 1946, converted at current exchange.rateé for‘thezfrénc,
émounted to less than‘;3 miliioh, compared with the settlement
price of ;19 million. Howevér, the gold value of fhe gold franc.
loans outstanding in 1946 was $75.2 million.

Weﬂotlatlons have also been 1n1t1ated to retlre the small
issue of government bonds denominated in Dutch LlOPlnS.

‘To complete the record it 1s necessary to mention the loans
received in recent years flom the Uﬂlted States Export-Import
Bank and the Internatidnal Bank for Reconstructlon_and Development.

The position bf;thésﬁkport—lmport Bank loans as of 28 February
‘1950'was as foliows:-

(Millions of dollars) |

Total authorized 287.5

Cancelled and expired : ‘ 111.67
Net available for use 165.9
" -Not disburéed | 849
Disbursed , _ | 157.0
Repaid . guo

Outstanding ' 92.8

"1/ Diario Oficial of the Government of Bra211, (JO April 1946),
The retirement was effected by the end of 1947, '

/Service due
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Service due on these iéaﬁs'has been remittedion schedule. The
annual payments due are cufrently about &13 million. |
| “From 1935 to 1940 credlts were extended by the Exportwlmport

Bank to Unlted States exporters for short perlods, carrying the
guarantee of the Br321llan government and absolv1ne the Unlted
States exporter of any llablllty in event of non- payment by the
Era21llen e enny puroha51n° the supplles. Bevlnalne in 19h0 the
loans Were malnly to the bra2111an government or agen01es of the o
government, or in a few cases to private Bra2111an corporatlons
Jlth a euarantee by the gOVernment. These loans vere of longer
maturity than the earller expo;teL oredlts end xere eenerally f'OI' h
spe01110 development progects. The two largest loans Were %45 |
mllllon in 19%0 to the uompanhla Slderurgla Nac1onal for eculpment'
for the new Volta nedonde stéel works and $38 m11110n to Lloyd o
Brasileiro 1n 1945 LOT the purchase of cargo steamers. Interest*r'
rates have been usuaelly 4 per oent;'with anortiZation payments
commenoinglseveral yeafs efter‘the initial'date and the‘rate‘of
repayment increasing witn the pessage of time.i/ In the‘case of-
the loan fOr_the Volta Redonda steel mill the bank received a.
first lien on the miil and the privilege of coneurring in the

selection of the managerial officers, the engineers, the

7 Export-import Bank loans for "economic development' authorized
after July 1946 are to carry an "average effective rate" of
3 1/2 per cent ''when guaranteed by foreign governments or
their agencies". See United 3tates Natlonal Advisory Council
on International lfonetary.and Financial Problems, Third Seml—
Annual Aevort, page 28,
/contractors
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wﬂfcontlactors and in the purchase of materlals.l/

In addition to Export-Import Bank loans Brazil received United
States government credits'for the purchase of war surplus property
totalling $16.2 million, Lend-lease aid to Brazil during the war

was valued at $331.l million, Of this amount $23.7 million

7J_appears to have consisted of comnodities not directly of military

character. / Accordlng to an announcement by the United States -
Department of State, the Lend- lease obllgatlons were settled in .
1948 for %35 million, | | | -
In January: 1949 the International BankﬁforiHeconstruction,and
Development granted a loan of %75 mllllon to the Canadian- .-
controlled Brazilian Traction, nght and Power Company,; Limited,
subaect to the guarantee of the Government of Brazil.. The .
purpose of the loan is- to. a351st in flnanc1ng the expansion of.
hydro electrlc power fac111t1es and telephone installations. The
total cost of the company's expanslon programme over five years 1§
estlmated to be the equlvalent of ahout o104 million of which
4about $120 mllllon. almost entlrely for local expendltures, is
belng flnanced with the company s own rescurces. The. programme
prov1des for increases of more than 50 per cent in the power—.‘
generatlng capacity in the Rio de Janelro and Sao Paolo. areas and

is expected to increase the country S hydro electrlc energy. by

1/ See statement of hr. Jesse Jones, Federal Loan Administrator,
as reported in, the New York Tlmes, (27 September 1%40),

2/ Unﬂted States Department of Commerce Foreign Transactlons of
the United States Goverrinent, (31 December 1946, part 2, page

138 | | o | - S /about
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aeeut 25 per cents sLocal telephqge service will be increased by |
about 40 per ceﬁt. |

| The ioan is for a term of twenty—five years and carries an
¢ﬂtefest rate of 3 1/2 per cent plus the International Bank's usual
comm;ss;on of 1 per cent. Amortization will begin in 1953. Payment
of interest and :epayment ef principal is gﬁaranteed by the
Coarwrrrmeai of BraZil. The International Bank :received bonds from
the company secured by the pledge of debentures of the company‘s
,prsnc1pal operating sub51d1ar1es and by a floatlng charge on the _
assets of the company,. The Bank is authorlzed to sell the bonds to 
prlvate 1nvest0rs. | 7 L G

To summarlze, Bra21l‘s external governmental debt at the end

of 19%5 1nclud1ng bxport Import Bank, and International Bank
obligations, had a nomlnal value of about $750 million and an
anﬁueleefviee charge of about $47 millionJA/ It may be added that
- in the course of 1949 Brazil purchased $US 37.5 million from the
International Monetary Fund, anremount equal to-the pertion_ef

Brazil's subscription to the Fund paid in gold.

T/ This excludes a .loan of $80 millicn from the Federal Reserve
' Bank of New York against full gold collateral.

/B. Direct
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B, Difect investmentel/

© - Untilthe late 1920's direct foreign investments in Brazil were

predominantly of British origin. The period after the first world
war . saw:.a rapid.growth?of:Unitedetates:direetiinVestMGntsVWhich,
ﬁcoupled.Witﬁ theniiQUidatidn&ofiﬁome'BritiShWiﬁterests*during1the”
'1ast war and the postdwa*“esum tion o Amer ioen investments on a -
11m1+ed scale, haJ placed Unlted states: dlrect 1nVestments in the‘
’ domlnant position. The. 1ndustr1a« ‘distribution of British and
United Stat.es direct investments in Brazil Has tendéd to'be i
complementary. - United States inve stménts Rave :béén*lafgel?ﬁiﬁ;”
public utilities, manufacturing and trade, whiTe British
investments have been concentrated in railways and the production
of .raw materials,
—Although-thefstatietics:of*direhﬂ?ihVéStments*éfe'Iecking“in‘
PreCiSionihthe‘drdér'effmegﬂitudeiOT9SﬁCHfinVeStmeﬁtsfiSWféirlyﬁe"
defiﬂitely’eetabli%hed:ifﬂ*deﬁsusﬁof*Toreiéh'aésetéiheid°by_Uhited‘

@
s -

1/ Direct investments .are defined as’ investments in business **
encerprises abroad in which the investor has a controlling
interest. Direct investments mav be in<the Fform of subsidiaries
incorporated abroad, branches and partnerships. For statistical
purposes the United States Treasury Department defines a
controlling interest os one Ixnvolving cwnership by one person or
by an affiliated group of persons of 25 per cent or more of the
voting stock of corporations and analogous interests in
partnerships and other organizations. Bxcept for United States
investments the avallable statistics of foreign investments. in
Brazil domnot distinguish sharply betweeh direct investments and
portfolio investments other than  external government debt. However,
gpert frem British minority interests, portfolio investments in
Brazil other than in government bonds are very small,-

/Table 3
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o o Table 3 .. ‘ | o

Unlted States dlrect 1nvestments in Br3211 19é2i§8§(“
- f(In mllllons b; dollars) ;:w- i‘if o
T ey

Cooh el 01929 1940 'fl9h3'ﬁ; 1948 19451 0%7
Industry - Ind of year ﬂ_ﬁ‘_rhﬂ.ipqlusivg

Publlc Utllltles

B arld tl'arlsportatlon -9699 11215 8708 o‘u‘ﬁo g 9 )

Manufaqturing' i S hBeP 6905 66T G i 2B L
Petroleum -+ -~ =7 23.0° - 3047 3042 Tghaos 577 38T
Trade - ¢ o o - 15,8 17,9 29.2. wa T a3

Agriculture X x 10,1 e F7FT ST nn
Finange .. .0 o ot St olexe o 3,500 pa e sl anpiiida
Mining-and smelting - - x 0 x ao 2u5e el o tougnie LERET.

cOther: Lo 0 l2i20 T L9.5 0 60 pLe o T DL nes e

Total “;“f.:"' 193;6"”é&0;1 2361 380 9%

a/ Sources  For 1929 and 1940, United-States'Departmént of
Commerce, American Direct Investments in Foreign
Countriess for 1943, United States Treasury, Census
of American-Owned Assets in Foreign Countries (1947)
covkpe o for other years, United States Department of -
‘Comierce, gurvey of Current Business (November 1949),
Data for capital inilow include reinvested earnings
of branch enterprises but not of subsidiaries. The. .
.. -figure for total investments in 1948 is an-estimate
‘ ;:Lgobtained;bK adding the-estimates - of capital- inflow
.+ during . 1944-19L8 1nclu51ve to the estlmate of total
:1nvestments at the end of 1043 R

/States
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States residénts-in519u3 revealed that United States direct
investments in Brazii in fhat year amounted to $236 million. On the
baeis of data relating to the inflow of capital after 1943 the value
of United States direct investments at the end of 1948 nay -be
estimatedetlaprrokimately”$380miliion.l/ In 19%3 United Stares
direet:inrestments were.in the form of holdingsﬁb% 157 corporations
and 57 1nd1v1duals in a total of 332 enterprlses, yrith the 1ndustr1al
dlstrlbutlon shown in table b, Slxty—three per cent of these
enterprlses were in the form of sub51d1aiy corporatlons 1ncorporated -
under the laws of Br321l, while 35 per cent were branch plants of
American corporatlons.' ; | | |
Although the bulk or Uhlted States diregt 1nvestments entered
Brazil after the first‘world_war United States interests were
represented as eariyzee 1890. Around the‘turn of “the century several
large United Stateslf;rms orened branches to providefservice”énd' 2
repair of equipmentmgeed in transport and public utilities. ALfter -
the firstvworld war a~large number of branch rlante-were sét up to
asse@ble or manufaefﬁre various wellekrown artielee of Uﬁited States
origin. » - | |

In reeent.years,.perrly under the stimulus of Brazilian national

7 hlS estlmate 1ncludes the relnvested earnln*s of branchés but
excludes” the reinvested earnings of. sub31d1ar1es during 1943— :
- 1948 and is therefore aa underestlmate. The reinvested earnlngs
- of subsidiaries in Bra211 4n 1946 and 1947 inclusive were 17
~million as reported by the United States Department of Commerce,
Balance of Payments of the Unlted utatesq 1946-48 (wasb1n~ton,

'f_195o)

- /economic
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economic ‘policies, ‘there has been some., shlft away from Unlted States
.branch plants toward partnership in Bra2111an-controlled concerns for
the manufacture of products under Brazilian trade names. Among ;
 instances of such joint‘economic ventures is one in which a United
States manufacturer contrlbuted ‘used machinery and technlcal
assistance in return for a 40 per cent 1nterest in a Bra21llan rayon
concern.‘ In another instance,; an American tire~ manufacturlng firm
agreed to slpply technical dlrectron for a Bra2111an-owned plant in
exchange for ‘a portion of the profits. An example of the effect of
specidl leglslatlon 1s the transfer 1n 1948 of madorlty ownershlp
;(52 per cent) of Panair do Brasil, a former Unlted States controlled
'lalr-transport concern, to Brazilian natlonals follow1ng the passage
of a law" reserving air service between p01nts w1th1n Bra21l to |
Brazilian aircraft. Reference may be made also to the Bra21llan'i
“‘subsidiary of the International Basic Economy Corporatlon, a private
.enterprlse organlzed In the United States in 1947 with a capltal of
;$7 mllllon. The sub51d1ary, with initial capltal of $3 mllllon, has
been organlzed to undertake a varlety of act1v1t1es for the
“"1mprovement of food productlon and dlstrlbutlon. It 1s the announced
‘ pollcy of the parent coraoratlon to 1nv1te partlclpatlon in the |
_sub51d1ary by Bra2111an capltal and ultlmately to transfer maJorlty
'ownershlp to such caoltal. | | |

The ”1nflow“ of Unlted States capltal 1nto dlrect 1nvestments
in Brazil since the end of the war 1ncreased from $23 million in
19#6 to $72 million in 1947 and then dropped sharply to $25 million

| | /in 1948.
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in 1948 1/ Close to .40 per cent of thls amount vas 1nvested in
petroleum dlstrlbutlon facllltles and about 25 per cent 1n | N
manulacturlnga\ It should be: empha51zed that tbe estlmates 1nclude a
substant1al amount - of felnvested earnlngs of branch plants and
unremitted ‘dividends .of subsz.d:.amesS althouoh not ”normal” relnvested
earnings of subsidiaries. ..The relnvested eafﬂlD”S Ol brench plants
and - the unremitted dividends :of sub51d1ar1es were approx1mately 75
per cent of the 1nflow of "fresh" capltal in 1947 and Sllehtly more
in 1948.2/ | | |
"Brltleh dlrect.inveetments began duriné the“railwaylboom-of the
'lBBbTé}“ahd‘railwaystcontinue to be the largest sinele categorynof‘.
British investments.s 3 - British investments in port fa0111t1es,
trolley llnes, and ‘other:public. utllltles vefe also promlneat. A'r
survey ‘of “British investments in 1939 revealed 1nterests 1n thlrteen
ﬁrailways, the maJor electrlc utllltles of the country, port fac111t1es,

five mlnlna ‘cofipanies’ and a number. of manufacturlne concerns. Some of

1/ United States Department of - ,ommerce, Survev of eurrent Busmess9
_ﬁf.(November 19 9)9 page 23 o

2/ .This . estlmate is besed on a compcrlson of exchange control- data
“published by the Banco do Brasil, which excludes reinvested
”,;Qﬁearnlngs, with the estinates by the United States Department of
"¢ "Commerce-of ‘the inflow'y including relnvested earnlngs. ‘

3/ According to the Sguth American Journal, 13 ﬂarch 1948, page 1#0,
. .68 per cent of British investments other than géverhment . bonds

" were in railroads in-1931 and-about 60 per cent in 1947 These

. .estimates are believed tc include portfolid as well as:direct

" investments. . It has been estimated that rallway investments

. accounted for over one-half of all British investdents in Latin

" hmerica; including- government securities, (See article by Sir

E-Robert Kindersley, Lconomic Journal, London, 1933, page 202.)

/thece investments
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these investments, howevery did not involve controlling interests in

the enterprises toncerned and were thus of the "portfolio"™ type.

Accbrding:fofestimatés*appearing in: the Scuth American.Jourpal,
(Londéﬁ)g”ﬁhe nomindl value ‘of investments in Brazil fepresented by
securi%ieé“qﬁotéd-on~ﬁhe London Stock*Exchange;(othgr'than.sterliné
bonds) dedlined from £103.5 million at the end of 1938 to 86,6
nillion at the end- of 1948, - It is doubtful; however, whether the
latter figure allows sufficiently for the disinvestment of British
holdings in Bf&Zil*ﬁhich has occurred in recent years. Furthermore;
it includes some portfolio as well as direct investments and
represents some holdinzs by investors of other than British
nationality. Since the end‘of the war, the rate of repatriation of
Eritish investiments in bBrazil has increased, {inanced by the
liéuidatibn of Sterling-balances accunmulated mainly during-the war and
estimatéd at B6L.6 million in March 1947. Pursuant to an agreement
with the Sritish Governuent in May 1948, Brazil was authorized to
liquidate'écCumdlated sterling balances for the purchase of imports
from the United Kingdom at the rate of T10 willion during fhe
following four years and to use. fhe remainder to ﬁurchase‘outsténding
sterling bonds and direct inv estments. During 1948 payment of 9.6
million was made for the purchﬁée of the bao Paolo Rallway Company
lelted and the Brazil Rallway uompany, and Tl million was utlllzed
;LOP ‘the purchase of sterlmc bonds. R -

?I“'allowance is made for’ tbase develonments, the nomlnal ‘value

‘-‘:l“'l .

of British direct 1ﬂvestﬂents in- Br321l at Lhe ead of 1949 may be

/estimated
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:estlmated at pelhaps EsO to 360 mllllon.lz |

oanadlan dlrect 1nvestments 1n 3r3211 are alhost entlrely in |
publlc utllltles, partloulerly in the Jf&lelaﬂ Tractlon9 nght and
:POEer Company, lelted., the lar est utlllty concern 1n Bra211. L
The book value oL thls enterprlse was p420 mllllon 1n 1946 of -
whlch the Canadlan share fepresented 40 pef oent oT 9170 mllllon. 
Other oanadlan dlrect 1nvestments, 1nc1ud1ng substahtlal benklhg |
1nterests, brlng the total to about »200 mllllon.. | _
| French, Belglan, German aad Portuguese 1nvestnents heve been
clmportant in Brazll, partlcularly before 1914 rfench oapltal was
pronlnent in ralluays, port iac111t1es, electrlc utllltles, behklng

and flnanoe, ahd agrloulture. One estlmete places the total value

of such 1nvestments in 1013 at the equ1Valent of 2 o2O mllllon

o francs @503na1110n at the 1913 rate of exohange), 1aclud1ng 1 390

mllllon francs ($267 mllllon at the 1913 rate) in ralluays. / The
rrench 1nvestments are estlmeted to have shrunk to the equlvalent of

1 OOO mllllon franos by 1938 ( O P IJf"n at the 103? rate of 7

o 1/ Accordlng to 1a¢ormatlon supplled by the Penco do Bra51l the
7 value of British capital rezistered with the Brazilian exchange
control authorities at the end of 1948 was T42 million. This
-figure is not directly comparable with the estimate given in
the text, howevet. '

2/ J. e Blppy ”rrench Investments in Letln America', Inter-

- American Economle Affairs (Autumn 1948). The aunthor states that
"1t i{s likely that most of the French capital invested in Latin
America ylelded scant returns after 1920 and especially after
1929," and cites three investments in Brazil to illustrate this
statement°‘ the Brazilian Hallway Company, port facilities in
Para, and port 1ac111t1es 1n Bahla.

/eichange).
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German 1nvestments, estimated to have been about #%0 mllllon‘ln
19387/, wereAsequestered duririg the war and have -been transfepred.to
Braziiian ovnership. Portﬂgue&%:investments‘othergthan in _
govefnnent bonds were estimated by one source at $75 million in the
early 1930’ 3/ but are now negligible, according to flgures of |

Portuﬂuese capltal reglstered with the Bank of Brazil.

II.  ECONOMIC SIGNISICANCE OF FCREIGN INVESTHENTS

A Industrlal Dlstrlbutlon

Transportatlon, communlcatlons and other publlc utilities have
'absorbed the major part of forelgn 1nvestments in Brazll. This 1is
all the more true.if con51deratlon is p:Lven to the large portlon of
the external publlo debt whlch has been 1ncurred for the flnan01ng
of public utllltles and rallway development.. On the other hand,
foreign capital has been. 1nvested at one tlme or another 1n every
major sector of the Brazilian economy,nnot least in manufacturlnﬂ

and distribution.

1/ ‘See (Cleona Lewis, The Unlted States and xorelgn Investment
Problems (Washington, 1948).

2/ See Cleona Lewis, op.cit. - The estimate is based on the 1938
. rate of exchange.

3/ United Klngdom Department of Overseas Trade, Bragzil, (London,
July 1932). :

/Publio
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Publiec utilities and transportation

~The” Bna21llan Tractlon9 nght and Power Company lelted, is the
largest publlc utlllty enterprlse in the country, supplylng over 60
per cent of the total power produced and about 75 per cent of ‘the
' telephones in serviCe.' Its operatlons also include street railways
and bas end water serv1ces.l Ownershlp 1s predomlnantly Canadlan
'(40 per cent) w1th 51gn1£10ant Brltlsh and Amerlcan part1c1patlon.
Anerlcan and Porelgn Power bompany (Unlted States) Supplles about 30
per cent of the electrlcal enerﬁy produced as well as . telephone N
service,. Internatlonal Telephone and Telegraph Corporatlon (Unlted
States) supplles about lO per cent of the telephone service. Thus
foreign investments presently account for about all the electricity
generated and all the telephone services:. - .

" Foreigh capital, almost entirely British, controls thirteen
railvay companies, which:account Tor about 24 per cent of the total
mileage. The recent sale“to.the’BraZiliankgovernment"of two
British-owned railways has been referred to. The railways
concerned- are smallg'th6~1arger‘being-only 153'mileS"in‘léngth,:bnt
it;has-been reported that discussions have been initiated regarding
the purchase of the two:iergest“Britishbowned railways with about™
3,000 miles of lines. French and Belgian investments in the

- railways were important before the first worlc wvar but are now

;/neg;igible,
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nevllglble.i/ It may be ooserved thet the ﬁra2111an government from
'"the start has owned and operated some rellways, and the trend toward
natlonallzatlon of thls sector of the economy is llkely to contlnue.
In air transport German end Unlted States capltal have played
a 31gn1flcant part in the past, although the amount 1nvested has
been snall. The uermdn-owned ondor'oomnany, a sub51d1ary of
: Luithdnsa, Was seouestered in 19%2. As noted prev1ously, Unlted :
Btates capltel 1nvested 1n Panclr do Brasil hes been reqd1red by a
law. affectlng all av1at10n operctlons to dlvest itself of maJOrlty
ownershlp and now . retains a 48 per cent 1nterest 1n the’ company.’
foreign capital is thus no lcnger a controlllng factor in air
trensnort;_' L o
.Manufacturing |
Anlofficial Brazilian source indicates that inVestments in
.manufecturing by "non-resident" foreign'nationals and enterprises

constituted about 7 per cent of the total-in 19419 while "resideant"

1/ See J. 7. Rlppy, "French Investments in Latin America', Inter-
American Lconomic Affairs (Washington, Autumn 1948), who cites
figures in A. P. Winston, "Does Trade Follow the Dollar°”,
American Economic neview, XVII (1927). Uinston states that
French and 3elgian 1nteﬂests represented about 36 per cent of
total Brazilian railiey mileage in 1913 and French interests
alone controlled another 10 per cent. These figures appear
high, but no independent check on their accuracy is available.

/foreign
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foreign enterprises represented about 11 per cent.l/ A‘someWhat
higher: proportion is indicated by aﬁ estimate of the UnitedStafes
Tariff Commission,‘according to which foreign cépitai, before the
war, represented.3Q pe:.centfof_total investmént in mdnuféqturing
iﬁléﬂe-Stété?bf SéoiPablo,'which accoﬁnted for about two-fifths
of:BpaZil's.inQﬁst?ia};prpducticn.g/. | -
.'”?fﬂéﬁﬁﬁbef'ofmaﬁufacturing establishments and the value of
ih&usfriai;prodﬁctionhasundergonea_rapid incfease'in Brazil in
recent jééysa ;Singefope;gn capital.has blayed a smaller role in
this exﬁansion fﬁan ﬁfeviéasly%_it,may be assumed that the N
Proporﬁion-gf'fo:eignlcapitai.in»manufacturing hasg dé01ihed,'ﬁThe
séQuestfatibn_oflGerman:investments and the répatfiatibn:df Britiéhu
owﬁed invesﬁmenté have accelerated this:trend,- Ahqthef factor
Opéréfing in the same.direction is.the establishiment of government
manuféétufiné projeéts'during the war, particularly the Vol#a : |
Redonda Steel Works and the National Airplane Motor Factory.. 
1/ See Relatorio do'Séercé-deﬂES£atiSticgfe.Pfévidencia do .
Irabalho, (194k), pages 82-83, as cited by Conselho Inter-
Americana de Comercio e Producao, ingvevits Contincn’al Sobre
Fomento e Cordinacao de Industrias, (Montevideo, 19%6) pagé
6l, This document is a reply to a gquestionnaire on economic
development in Brazil prepared undér the direction of Roberto

C. Simonsen, President of the Federation of Manufacturers, -
. State of Sao Paclo. - .. - o : o '

2/ United States Tariff Commission, Mining and Manufacturing
-Industries in Brazil, (Washington, 19%45),. Presumably the'.
proportion -of foreigh-owried .capitak in Sao Paolo was higher
than the average for the rest of the couwitry, as that
state is the leading industrial -area, - | '

/United States
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United States eeterprises predomjnate among foreign ineestments
‘in mahufaeturingaw,Leeding:Americanﬁproducers in manﬁ major branches
of msnufacturing are representeds 1nclld1ng meat packlng, the
 assefnbly- o automobllee;end‘toe”pnoduet;on o;_automoblle tires,
chemlcals, ‘pharmaceuticalsy - electric supplles and radlos. American
concerns have also partlclpated jointly w1th Brazilian 1nterests in
the wmanufacture-of rayen, . rubber ﬂoods and electrlc 11ght bulbs.l/
Horelgn oersonnel employed 1n these operatlons 1s small, excep+ in
“managerial-enditechnical. positionsg.. _ N ":;jﬂuuﬁ

" The- pro&ucts of DrltlSh Aanufgcturlng 1ntefests, whlch aTe a
"TEha11 portion of. British-dnvestments, include tobacco, metcheo,.j
paper, soap;ticement;,. alug inlng, | ;chemicals and plSSthS,lfefTHGd!

ST

sugar, -Lloury woollen jzoeds, :shoes, and 1ndustr1al machlnerye

L L

G Yigdenth- and ‘Belgian igyestors. formerly controlled Belgo~M1ne1re,
the lorgest prlvate iron- and steel mlll, representlng 59 per cent of

of the total privately-owned productlon. Bra2111an 1nterests have

recently acqulred 52 per cent of the voting stock of thls enterpﬂlsea‘
“'The rebent ‘establishment : 'of the goverpment- owned Volta Redonda mill
W111 ‘Fedude - greatly .the -proportion . o; forelgn owned productlon in
‘;1ron and - steel, ‘pertiaps to-less than 15 -per cent.. French 1nterests
- also own thE ! ‘largest - -tannery. in. Sao Pao‘loa the 1afgest prlntlne-lnk

PR S S S I P T T T )

Lot

...........

uestern blectrlc.Internatlonal Companyg a Uqlted state concern,
_,and Lletromar, a Brazilian-ouwned - enterpflseg The lestinghouse

Compaﬁy will provide -patents.and. technlcal a551stenee in the

. construction and operation of plants in Brazil and will train

' Brazilien’ ‘dersonnei:-in.-the, United States. No capital 1nvestnent

by the Unlted States enterprise is involved, however, - : ‘/concern
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concern in Brazil a large linen mill,,and important chemical, rayon,
perfumery and pharmaoeutical 1nterests. -“ |
Much of the German manufacturing capital was scattered in small

‘amounts, but, the more important products included ehemicals, beer

i;*and pencils.

| Several other foreign countries are still represented in )
menufaeturing. Swiss nationals own a large tannery and a condensed
milk factory, _Argentine capital is:plaeed in flour’and cotton—seed
oil mills;lcotton gins and compressors; a cement plant,ha-ehocelate
Afactory and a variety of smaller enterprises.. Netherlands-interests
own g vegetable oil plant erected in 1935. &n anhydrous aloohel |
.- distillery is reported to be owned by Czechoslovak interests. Canada
. 1s represented by a large cement plant. Before the var Italy Kas
,represented by the Pirelli Company, produeing cables, tires angd
~other rubber goods.
| | United States, British, brenoh and German interests have been
promlnent in the wholesale and retail trade. To the United States
investments in trade valued at $30 million in 1943 there should be
added a portion of United States investments in petroleum (a total
of $30 mlllion in 1943) which represent mainly distribution
: operations.r The recorded inflow of United States oapital for direct
1nvestment in the petroleum industry during 19k5—19h7 1nc1usive was
o $38 million, greater than 1n any other oategory, a 1arge part of
this represented investments in petroleum distribution facilitles.

/Two large
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V;:Two;ierﬂe‘reteiijeetehiiehmehts have'recently been opened in .Brazil
by Sears, doebuck and Company, a Unlted States. enterprises Owing to
zlmport restrlctlons, much of thelr merchandise is presently being
Awmanufactured locally. The dlstrrbqtlon of many leading American.
manuf actured products, particularly dﬁrable cohspmer goods and
machinery, is handled.largely through selling branches or
subsidieries of ﬁanufactering concerns in the United States, British
1nterests control two of the main mercantile. establishments in the. .
country, Anglo-Bra2111an Stores, Limited, and Mappins's -.German -
 interests were exten51ve before the war, particularly 1n‘the form of -
sales representatlves of leading German manufacturers of chemlcals,
rdruﬂs, optical and other precision instruments.

| In general however, it appears that foreign inveetments have
played a decrea51ng part in trade in recent years.. -The~tote1'
1nvestment other than in 1nventor1es 1s relatively small,
-representlng mainly the premlses of the retall or wholesale
establlshment. There has been a tendency in Brazil to regard forelgn
1nvestments 1n dlstrlbutlon somewhat crltlcally, in view of the large
rproflts Whlch have been earned 1n recent years, with corresponding

remlttances abroad.

Agriculture and extractive industries .

rorelgn lnvestments 1n agrlculture and extractlve industries:are
relatlvely small. ‘horelgn banks and other lendlng institutions have -
played an important part, however, in‘financing'agricultural.
production by native Brazilian ihterests.,

/British
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i BritiSh'intereSts-appearto heve been the most important in this
sector of the eoonomy;l Among the prinecipal British concerns in
agriculture is the'bambuhj Coifee abd Cotton Estates, Limited, which
owns about 139, 000 acres. |

The Brltish-owned Bra21l Land, Cattle and Packing Gompany held
déveral mllllon acres but these were sold to the Brazilian government
in "19%0. ‘In l9h3 l9hh a large agriculture proaect, Parana |
e Plantatlons, lelted, 1nvolv1ng resettlement of agrlcultural labour,

was taken over by a group of Bra2111ans w1th the financial -
assistance of the government. Brltlsh 1nterests connected-with‘

grlculture 1nclude Ilour mllllng and the flnanc;ng of cofiee and.
-cotton growin Durlng the era of natural rubber exports from Brazil
British hOldlﬂDS in rubber estates were 1mportant.gﬁ, _

Apart Fron some llvestock ralslng, Unlted States dinterests +in
'9‘agr1cu1ture proper have.beeome.negllelble, following the .sale- to the
‘“Brazlllan Government in 1946 by the Ford %otor_”ompany for the
cruzeiro equlvalent of ¢250 OOO of rubber plantations. in Para
‘valued at olO million in 1943 Uhlted States sub51diar1es operated
in coffee and cotton grOW1n~ to a llmlted eytent and in processing |
and packln aerlcultural products and as mlddlemen. Reference has
been made above to the Internatlonal Ba51c Economy Corporation,. . the
activities of whlch 1nclude stora 2e and transportatlon facilities-
Tor agrlcultural and Llsherles products,

German—owned'ranches,were numerous before the war but these
were operated primarily by German-residepts, not by absentee OWNners.

/German
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German iatorosts were also dctlve in flnan01ng local.planters of
coffee and cotton. | | |

Mining'nééhattraéﬁed'primafiiy British‘nnd Frénch.napital to -~ 7
" Brazil, especially during the nineteenth century. The . rise and

'dec11ne of Brltlsh mlnlng 1nvestments are shown in the follow1ngQwﬂ*“"’

"tabulctlon “/

“Year _ Number of enterprises Capital paid up

1500 . .. o1 ‘1 510.,,000

191 18 3, 120 000
1913 o Lo uen 260 o 2 510 000
1929 | . 10 . 3, 620 000
1945 . T 30 850,000

‘United States investnents:in-mining have'never*been large,
"_an:cmntlnfT %0 onlv $2.5 miliion in 1y43, Recently, hOwévéf;‘the
possibility of obtaining up to 40 per .cent of {ts annual manganese
requirem=nts from Brazil.2/
The 1moortance of Porejﬂn banks hﬂs decllned sharply in recent
yeérser ihe number OL Lorelgn ownsd bankq and thelr branches dropped -
frnm ?9 to ht between 1938 and 104 the'lﬂutﬂv‘f_gure 1urresentlngﬁf”
ten head offices. : In the:same period'tne‘number of domesticfbﬁnks

1/ J. F. Rippy, "The British Tnvestment 'Boom' of the 1880's in
.Latin~Amsrican Mines,' Inter-American BEconomic Affairs,
{Wnshington, March 19u87.

2/ See New_York Times, (17 November 19%8),

/and branches
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7°and ‘branches rése’ from 864 to 2 7#0. / The reduced ‘importance of

forelgn banks is rerlected 1n the decrease or the prop0¢tlon of

'”'dep031ts represented by uhem Irom about 80 to 45 per cent begween

1938 -and 1948, " Both the rapﬂd Crrow»h of domestlc benklnq facilities
r'-"--c'smd the llquldatlon or‘uerman, Itallan and Japanese banks contrﬁbuted

uo thl% reaulu.

The magor lorelgn oanks at present are Amerlcen (Yatlonal CltY

‘\”Bank of Hew York and Flrst L»Iatlone[l ‘Bank of Boston), British. (Bark of

ﬁ;Lendon and South America), Portuvue e (Banco Nacional Ultramarlno)9
QQCanadian (Royel Bank of “anada)g and Dutch (Banco Holandes Unvdo).
?ﬁf??@ ?h@:fiagt;Werd var French.banking investments were large -but
nare b goue negllelble. / American’ capltal invested in bajklng in

_21043 was . g3 5 million, Since then “the Tirst Yatlonal Benk of Boston

‘jwhhas been authorized to eperate, ojoe condltlon that it bring in 100

million cruzelros, the eqalvalent of “§5. 4 million at the current
lbuylng rate. British capital in Danklng was estimated at 6,3 mlllier
. (#25,2 millien) in 1939.3/

T

_N;“7r‘fﬁfﬁffrom "Bancos -nstrangelros do Brasil®, uon;_mntura Ecoriomica -
e (Rio de Janeiro, March 1949)q pages 23~ 26.

/A J:‘Fl“Hippy,'“Frencl n"estwente in Latln Amerlca“ Inter-
Amsrican Fconomic Affairs {Autumn 1948). French investments in
Latin American banks are glven as 11 million francs 1n 1902 and
900 million.in 1913, . -

3/ T r. Rlppy, "Brltloh Investments 1n Latln Amerlca, 1939”
Journal of Political Economy (February 1948). The ilgures are
based on . aggregate paid-up capital stock,- excl_udlnCr TEServes,

: and hence are minimum estimates,

/foreign
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-Foreign banks have been subject to a measure of opposition and
restrlctlon 1n brazll for ‘some years. The principal Objeetion has
been that forelgn banklnr, llke foreign investments in trade, does
.ﬁot involve suﬁstantial capital 1mponts,bUt-operates‘largely;w1th
':Brezilian caﬁital and temittaﬁce of pfofits abroad. The

Constitutions of 1934 and 1937 (irticle 117) in fact envisaged:the
_progressive elimination of foreign banking and in'April 1941 a law
twas enacted providing for the liquidation. of all foreign banks within
five years. However, this law,waslln—effect-superseded by-the
Constitution of 1946 which does not prpvide‘fer ehy'"naturalization”“
of benking institutions.. Since 1946 both the Natienal City Bsasnk of

New York and . the'First National Bank of Boston have established

‘branches 1n Bra211, and the operations of several Luropean- owned

t‘baﬂks have expanded.

_B;‘,borelgn 1nvestments and_economic development =

The 1nLormatlon available doeb not afford an adequate basls for
atpralslng in quantitative terms the contribution of foreign |
investments to the volume of capital in Brazil.  The indications
 ete§uhoﬁever,'that_while from-the widdle-of the nineteenth century,
when the foundations of modern Brazil began to be laid, the amount of
foreign capital invested increased in aBsolute terms at least up to
the end of the 1920'5, the relatlve importance and economlc f
;51gn3flcance of such capital for the economic development of Brazil
’tended ﬂradually to decline., This is due to the passage of the
Brazilian economy throuﬂh three succ9551ve phases which overlapped

. /and thus cannot



B/CN, 12/166/hdd 2 SR T i
.- Fage 32 - o ._h U T L T

,cand “thus cannot be clearly separated from.each- other, but whlch 1mply

% Shift to economle act1v1t1es 1n wnleh there Wes gn’ 1ncreas1ng

dependence & domestlc capltal. | e
There can be no doubt that rorelgn capltal Dlayed 3 very .

. gubstantial part in. the development OI rallways,rport fa0111t1es and

"publlc utilltles end the estebllshment 0r comqerelal and flnan01al

%llﬂks with’ theuout51de world Uhlch eharacterlzed the perlod Trom

.- .about 1850 to the establlshment of the Republic ‘in 1889, 'In fact, it

‘fwls thls klnd of act1v1ty whlch has absorbed the: major part of the

, lerelgn capltal enterlng 1nto Brazil either as egquity 1nvestment or
in. the form of bovernmental loans. Foreign. investment has thus been
very'important in preparingnthe ﬁaY_lP?;%ﬁ;}ﬂcreaseflﬂ domestic
production, A o

' The establishment of the Kepublic in 1889 initiated a period of
rapidfeebhomic'érewth invwhich,fqreignﬂinvestments”were’iﬂﬁbrtant,'

theugh:pértlﬁ-in:the ferﬁ of a reinvestment. of ‘earnings by foreign

- enterprises.= v Once the trahsportatlon network -and-other rac111t1es

";aidlng the export of raw materlals and agricultural products had been

‘establlshea however, Bra21l's resources vere absorbed to En

1ncrea51ng extent 1n the productlon of primary goods.- ad Brazil

v beén ~an’ 1mportant source of mlnerals for export, forelgn 1nvestnents

'mlght have’ played a greeter part in the country s hlstory, since

Lk See George Wythe, Industry in Latin America, (New York, 1945,)
paze 138. '

/mineral
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mineral production (including petroleum) has been a favourite object
for foreign investments in Latin America. The development of the
economy has beeﬁ characterized rather by a sequence of
agricultural export crops - sugar, cacao, rubber, coffee and cotton.t/
Foreign investments were made 1in plantations, but the amount of
capital involved was relatlvely small, and the capltal wWa.s
‘frequently brought in by 1mu1grents, not constltutlng foreign |
1nvestment in the usual sense., 1t was in the enolllary f30111ties
developed for Llﬂ&ﬂClﬂ@, traﬂsportlng, proce551ng aﬂd selling these
staple_crops that foreign investment oontlnued to flnd more )
significant outlets. Thus, the failway network was ‘designed with a
view to moving the cfops to seaports. |

The third stage of>economic development in Brazil is
characterized by the growth of the manufacturing industrquoﬁking in
large_part for domestic consumption. This industry began to grow in
"the late part.of the nineteenthcentury, expanded particularly during
‘tthe two'world wars and is estimeted to have oontributed'as much as 17
per cent to the national income in 1940,2/ The‘extent to which
foreign capltal has been engaved in this development has varied.

The rapid expansion during the two world wars depended however

1/ ﬁeoently exports have become more dlver51f1ed, 1nc1ud1nv rice,
fresh fruits, meats, vegetable oils, lumber, mica, marnganese and
iron ore. | :

‘g/;'See L.i¥. Dominguez, "National Income Estimates of Latin American
Countries," studies in Income and - ealth (Vol. 10), (Wew York,
1947). The flgure has probably 1ncreased somewhat 51nce 1940,

/largely on
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largely cn domestic financing whlle forelgn capital vas more actlve

in’ the early years of the Republlc end durlnﬂ the prosperous perlods

'“f;l906 1912 and 1926 1930. bome non-transferable earq1nos of iorelgn

capital durlng the depre551on of the 1930‘5 undoubtedly lound their

‘*ﬁfway-lnto the manufacturlng 1ndustry. On the whole, however, the role

of forelgn direct investmerits in manufacturlng has beea 11m1ted. It
will be recalled5 h0wever; that‘government projects such as the Volta

Redonda steel mill have recehtiY‘ebsorhed'cohsiderable amounts of non-

Vprivaterforeigh'cetitei. o

While these rather vague conclu51ons 1ndlcate that a decllnlne

proyortlon of the capltal 1nvested in Braz1l 15 forelgn, the role of

“such’ capital even 1n recent decades should not be bellttled. In

partlcular, in manufacturln 5 in whlch thls capltal appears to

represent only a small percentace of tke total amount 1nvested, it is

~Iikely to be active in’ relatlvely new types of pr008531ng end involve

ithe transm1551on of technlcal knouledwe ahd ‘the tralninﬂ o; personnel

Jm‘ -

the ultlmate 1mportance of which 1s dlfllcult to fauge and 1s not

necessarlly “1ose1y related to the amount of the lof@l ' capltal

involved.

 C. Foreign 1nvestments and the balance of payments
Jurlng the last few decades of the nlneteenth century and
throughout inost of the present century Brazil has had a surplus of
exports over 1mp0rts, even . vhen foreign capital was flow1ng 1n at a

substantial rate. Thus there appear to have been large payments

.fabroad on account of 1nV1s1ble items in the balanoe oI payments9 an

/1ndlcatlon
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indication that the yields of foreign capital were large, particularly
in the early part of .the period, ... i i oo

‘ Iﬁ‘anaaverage year.duringuthe'1920'S.B¥azil.financed.her:large net
payments due abroad on account of debt service, yields.of direct

investment end other invisibles only partly by a favourable balance

- . oon trade account. clore than half -of the net balznce on account of

'invisiUIQS'was met by other sources, primarily through government
‘borrowing and the invlow Qfﬁ@irect.investments.“ Aecurate data on the
magnitude of -this capital inflow during the period 1920531 are‘not
available but it would appear to have averazed about 465 to w75

© million annually.l/

The 'balence of ‘payments position was rendered precarious Dboth by
.wrthe'relatively large recuirements for debt service and by the reliance
on coffée exports, which accountéd for almost two-thirds of the total
value oi. exports during the 1920's and three-fourths in 1929. With
the decline in-c@?feerpfioes and the reduction -of capital-imports in

the eprly 1230's there followed the loss of the country's-zold: .

.1/ " Net receipts from the sale of dollar bonds during -1920-31 isere
%373 million. Direct investments by the United States were valued
at $19% millions in 1929, a large part of which represented. the
inflow of capital during the period 1919-31. A4All other foreign
investments may have accounted for $250-$300 millions. An
independent estimate (J. ¥. Normano, Bragzil, 1935, page 215)

vt glves. the "yearly ‘increase in. foreign-ecapital®™ for 1916~30 as ;68

"o million cof which 36 million is attributed to the United States.
4+ ABrazilian source estimated the average annual increase during
1908=1% at 131 million. See J. P. Calogeras, pelatorio do_
- iinisterio da Fazenda 1915,. (Rio 'de Janeiro, 1915), .cited by
Hormano, ops cit., page 215, - ... . .

~ /reserves,
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‘”“”fégéfVes;*&ﬁfréﬁéy depreciaticn and the. imposition of severe;exchange
“controls, inciuding‘the virtualrprohibition off transfers. of yields of
" forelgn investhentss ¢ . e
 During the last war' Bra21l enjoyed a Tavoyrable trade balance
ufllﬂlent not -only to-meet the deficit:on:account of invisible. items
’L”bﬁi“aiéé‘Eb‘permituaébumulatibnlOE:a“substantialhreserve of gold and
;fofeign éxéhangé; resgltiﬁg in a.relaxation offeﬁchange,coﬁtrols and
“%h%ﬁ‘%héifﬁiftﬁal-abolitidnwby'19hé-i/- This developnent ves .
facilitated by the debt adJustment of 1943 Uhlch reduced. the noz mal
service oh the*tota&‘externalwpubllcﬁdebt to about one-third of its
1929 level., The service chargé under the original;gqntracts would
'"hayekbééhfabout‘$75 millioh annually in the immediate post-war years,
.‘és°66mpéred_with'ﬁ32 million after.the debt_édjustment;,-
| “In“1947 thé situation changed as the expansion of inports and the
‘-P“acdﬁﬁﬁiation of iﬁcdnvertible%éurrencies-inu@Xchange,for.exports to
:tEﬁroﬁefdraihedLthe'cauntf&'s-reSérves.eﬁ_ctheftible,exchamge.. The
iﬁtfoduétién of severe exchance contfolS“foilowedHin~June.19%?.
Although contractual service on the external debt was maintained, a

Substahtial‘feduction obcur:edﬂinfthe'transfer of ylelds;of direct

17 Total gold and forelgn exchanﬂe holdlngs rose from q67 million in
01939 to $787 million at the end of 1943, and declined to $697
“million at the end of August 1949, . (Unlted Natlons rvionthly
_ bulletin of Statistics, tarch 1950). ~Of the 757 million, 5354
‘“ million was in thne  form of gold held by ‘the Treasury. Of the
j remaining 403 million, over. half, 1t is reported;. was - in blocked
" sterling and’s “substantial part ol the remzinder must have been
1nconveru1ble Europeail currency accuqulated under varlous payments
and credits agreements.

/investments.
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investments. Toward the end of the year it was reported that no
nonvertlble eurreaoy vas belng allocated for the re11ttance of income:
or Cepltal ol dlrect 1nvestnents. .

In 1943, however, an effective control-on imports was established
and ﬁhe position with respect to remittances on account of foreign
invesinments Was‘considerably easeds. The amount transferred abroad on
account'oflincome of direct investmente is repeftedlto have risen from
HOO‘miliion cfuzeiros (22 million) in 1947 to 705 "aillion cruzeiros
(338 million) in 1948;§/ According tc a preliminary estimate such.
traheferslduring the first nine wmonths ofll9%9 Qere at the annual rate
of 768 million cruzeiros (s41 million).a/ | | |
- These data relate enly to sums actually trensferred_through the
foreign exchanges and exclude feinvested"earnings ef-both foreign
branches and subsidiaries. The reinvested eernings ef branches and
the untfaneferred dividends of subsidiaries are estimated to have been
300 million cruzeirosi(§16 million) in 1947 and 746 million cruzeiros

(40 million) in 1948.%/

1/ -Bank OL Manhattan Company, Foreign Notes, (ew York, Januery 1948 )«

2/ Data from Banco do Brasil as reported in Sonjunturas Economica (Rio
de Janeiro, July 1949); pages 30-36.

'3/ Conjuntura Economica (February 1950), page 12.

l/ The estimate for 1947 is made by. the International :onetary Fund.
See Balance of Payments Yearbook, 1938, 1945, 1947 (Washington,
19497, page 89. The estimate for 1948 is made on the assumption
that the relationship between the remitted and unremitted profits
was approximately the same as in 1947,

/Estimates
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Estlmates of the relnvested earnlngs of subsidairies are n0t

avallable for 1947 and 1948 but in 1945 and 1946 they were 9.1 and
$17.9 million, about 45 and ‘55 per cent of total earnlngs of such
renterprlses.l/

An illustration of the recent p051tlon of forelgn enterprlses in
Brazil with respect tolremlttances abroad is-afforded by the
‘snbsidiaries~of the'American and.Foreign Power chpan§, a United
States enterprlse.m/ The company reported that on 30 September 1949
:'1t had not. yet recelved dollar exchange for #$2.5 million of the $5 e 8
mllllon earned by its Bra2111an subsldlarles during the prev1ous
akptwelve months. It may be noted that the company reported an 1ncrease

-~ of 23 per. cent in. net operatlne revenues over .the prev1ous twelve
months' peried. Income of the parent company after all taxes vas 3. L
per eent of. total assets.' At the end of September 1949 the
sub51d1ar1es had. "approved" appllcatlons for a total of o#., million -
01 1nterest d1v1dends,‘and service fees awaiting remittance to the
Unlted States. Approval involves a determination by the exchansev~'
control authorities of the rate of exohan ze at which remlttances will
be made, thus prov1d1ng pxotectlon a3 zainst p0581b1e fluctuatlons 1n

the exchangerrate.;nln Beptember 1949 the company expressed the

7 United States De artment of Commerce The 3alance of Internatlonal

Payments 1946-1.948 (lashlngton, 19505 ‘Tage 262. The figures
exécluded leldends 01 su031d1ar1es unremltted beoause of transfer’
dlfflcultles. :

2/ See American and Foreign Power Company, Incorporated Financial
Report (¥ew York, 30 September 1949).

/expectation
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.e"pectat1on that because oz the more severe control..of 1mports ‘ahd
the rlse in the prlce of coffee exports, the delays. encountered in
eflectlng reglttances uould be,leduced.or eliminated within a short
_tlme. | | |
Future trends in the volume and compos1tlon of Brazil's external

trade_will largely.determlne her eb;llty to attract new 1nvestments
and to transfer earnlngs on both old and new investments. In
eonnectlon with 1ts loan to Bra21l in 1949 the International Bank
favourable prlces currently recelved for DP&lelan exports are
llkely to contlnue for at least ‘the next fey years.l/‘ The -
Internatlonal Bank also expressed the view that in the 1ong run
1urther development of evrlcultural and mineral resources, as uell=

as growlng manulectur;ng industries, should improve earnings both -

17 Internatlonal Bank for Reconstruction and Development Press -
“Release lio. 126, 27 January 1949.

- The rise in the value of Bre21l1an exports from the equlvalent
of 319 million on the average in 1937-41 to &l, 016 million in
1947 was-due largely to price increases. In 19&7 the price of
coffee was almost three times as high and of cocoa between six
and seven times as hiegh as the 1937- Hl average. The price of
raw cotton almost, tripled over the same peried, and in this
case the volume exported also increased substantially. Brazil's
terms of trade have improved since.the outbreak of the war, but
are not so favourable as 1n 1929,

Brazil's balance on merchandise account shllted from a dellCIt
of 1.0 billion cruzeiros in 1947 to a surplus of 2.4 billioen
cruzelros( 30 million) in 1948. The recent further increase
in the price of coffee will further increase the country's
foreign exchenge e*rnlngs, 3art1cularly of dollars.

/throughrinorease
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through"inéréased‘exports-and through reduced imports of certain
essential commodities (inclﬁding coal, steel, o0il, vheat and some
‘manufac;uredvgoods);which nowr reguire substantial expenditureé of
foreign.exchange. While these’tendencieé will ease the presswre on
.,the;balahqe:of international payments, the inconvertibility of the

currencies of Eurdpeanmdountries, which normally take about 50 per

-_ cent of Brazil's exports, w1ll remaln an oostacle.a Expansion of

hBra2111an exports to the United 3tates, wlth the possible exceptlon
of menganese ore, appears unlikely.to contribute much to'a solution
in. the near future. ‘

According to inéomplete:dataafor the-pre~war -years; the service
of thgﬁextergalertpginclﬁdingjamortization)gand;the.yield5ﬁof"other
foreign inyestmentsﬁgmqunté@ito~about;35 per-cent. of the value of
equrﬁs_infl?a9 and .in.1934%-1936. - In 1947 and 1948 comparable .
3%%ur?$'%3@i93?95¥h%ﬁﬁd?@t service and earaings on.direct foreign :
inyg&t@%ggsﬁ$appgseq§ed;2_an@ 1l.per cent of exports respectively. |
If the comparison is restricted to amounts actually transferred on
account of, Iorelgn 1nvestments, excludlag relnvested earnlnﬂs “of rall
types, the transfers in the two years mentloned were 4 and 6 per cent
of the value of exports.1 These flgures 1nd1cate that the amount of
Brale‘s current forelgn exchange earnlngs requlfed for the transfer
of 1ncome of addltlonal lorelgn 1nvestments might not be excessively
'fburdensome, w1th1n 11m1ts. Por‘example,‘the‘annual-serv1ce charges
of a loan of $100 millien - assumlng an 1nterest rate cf L 1/2 per

cent and a ﬂaturlty of tuenty flve years - would be less than l per

/cent_OLKthe value
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cent of the value of exports in 1948, although somevhat over 2 per
cent of the value of exports to.the United States in that year.

About thg‘same additional burden would arise:from additional‘direct.
investment of $10C million with an average transierrved yield of about
9 per cent.

D. Exchange control

As already indicated, the transfer of income and capital of :
foreign investments in Brazil has been subject since September 1931
to exchange control, the form and severity of which has varied with
‘ithe shifting balance of payments position. This control has been
excercised through the establishment of priorities‘for various
categories'of fbreign exchange requirements, maximum limits on
remittances and differential rates of exchangse, In 1937 the following
order oi. priorities for the allocation oftfofeign exchange was
Vestablisheds

1. Government reguirements

2+ erchandise imports

3. Lxport lLelght charges

L., .Requirements Tor public utilities

. 5. Dividends and proiits '

6. Other exchange obligations

Barly in 1946 the exchange control regulations were modified with
a view to attracting pfivate foreign capital.l/ The objective of the
change was to offer assurance to investors that remittancés up to a .

épecified maximim amount would be permiﬁtéd; Actual remittances have

7 The changes wefe embodled in Decree Law Mo, 9025 of 27 February
- 1946 and subsequent regulations,.

/freguently
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frequently Lallen short of the prescrlbed celllng, however, ow:Lnb to
the establlshment of a higher pllorlty for other payments,
partlcularly essential 1mports and the serv1ce of the oovernment _
aevt. . ; ‘. '“”H;
| Under the regulations introduced in: 1940 remlttances abroadpﬁay
be made only on 1nvested capital which is reglstered Wlth the
authorltles.i A max1mum of 8 per cent of the redlstered capltal may

be transxerred each year as interest, dividends, or profltsa capltal
repatrlatlon is limited to 20 per cent of the value of the 1nvestment
annually. The yleld transferred may exceed 8 per cent per annum, but
the w1thdrawal of capltal permltted 1s then reduced by an equivalent
amount. Thus, in effect, 28 per cent of the orlglnal capital invested
 Day be remitted annually over flve years, prov1ded exchange 1s
&“avallable. Reglstered 1nvestments are expressed in the currency of
the couﬁtry of origin and are defined to include feinvested_earhings.
The former arrangement provides some protection against_the‘effects of
possible devaluation of the Brazilian currency, eiece the maximum
remittances permitted are expressed in the eurreney of the coﬁnfry of
origin of the investment. -

With the development of adverse pressure on the balance of
“payments in 19%7 the anounts actually transferable were restricted
firther by regulations introduced in June of thet year, according to
which all remittances became subject to a new system of priorities.;/

Under this arrangement, which remains in effect, first priority is

1/ See Directive o, 25 and 27 of the Banco do Brasil, 4 June 1947.
. _ /given
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given to imports of "essential articles' and to foreign exehange
reguired to meet'goternmental obligations, including the service on
~  the external debt., In the'second'category are yields on registered
capital up to the 8 per cent limit, freight payments, royalties, etc.,
and transtfers of capital up to the 20 per cent. iiﬁit'huthofized;t |
LraHSLers of 1nterest, profits, dlvldends and capital above these
| 11m1ts are 1n the fifth-category. It 1s reported that toward the end
of 19#8 the authorltles wereallocating 10 per cent of current forelen
exchanve recelpts to second category requlrements, an arran~ement
_,“ whlch appears to have permltted a large part of the traQSter of
) curreﬂt yields de51red by foreign 1nvestors. This 51tuatloﬁ resulted
M”largely Lrom the tlghtenlne of" controls: on. "non- essentlal"‘lmports |
from 1931 to 1946 Brazll had multiple rates of exchaage and a 5
per cent. tax on remittances‘for most purposes, under whiehlexehange
rates for remittances on Iorelon 1nvestments ‘'was less ;avourable than
that applicable. to most 1mports. Belore 1946 there were six rates of
“exchange- Yraryions. from 2. buylng rate of 16 50 cruzeiros per-dollar to

“a ‘selling rate. of. 21 cruzelros for eertaln non-trade transactlons.

“In l946-the;relaxat;ogpqﬁwexchange controls resulted in the. abolition

7 It is.of 1nterest that’ the J01nt uraz1l Unlted States Technlcal
omm1551on, a body app01nted in 1948 by the governments of the-
" two ecountries.to examine various aspects of the Brazilian
economic situaticn, recommended the maintenance of well-co-
ordlnated import end exchange controls over a substantial period
to assure the allocation of exchange to foreign investments., See’
the Report of the Brazil-United States Technlcal Commission
(washlngton, June 195497Y,  page 176. -

T

:/of these
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of - these multiple rates, and the establlshment of an o”llcial buying

o rate of 18.5 cruzeiros per dollar whlch has 51nce been maintained.

Af'ter the re- establlshment of exchan i€ prlorltles in June’ l9h7 the 5
per cent tax was_qe-lgtroduced, but remlttances for the serviceé of th
official debt and for all private capltal transactlons except profits
of foreign branches were exempted tog ether with those for essential

'1mports.

III. GOVERWMENT POLICY AND FOREIGN INVESTMENTS
Prior to the 1930's‘the question of a comorehensive palicy towar:

forelgn 1nvestments does not appear to- have arlsen in Bra21l. Foreig:
:_enterprlses were generally subject to the sane pollcies as domestlc,

:except in instances in which they received p051t1ve encouragement
uﬁthrough such measures as subsidies, loans of local funds at low
interest rates, guarantees of minimum return of invested capital (as

" in the case of the Britlsh—owned ralluays for a time), and specific
- exemptlon from taxes and import dutles on certaln products ~o/

' FolIOW1ng the revolutlon of 1930 the so-called "Nove Lstado"
(new state) programme inaugurated a changed policy expressed generall

in the provisions of the Constitutions of 193&*and 1937 and

T/7 MiS Exaiples may be meutioned. By a law of 1375 the iederal
government'authorized ’uaranteed returns up to 7 per cent of the
capital invested in suzar factories, 3y 10 L fifty Tactories vit
a capital. of I31 millions were established under this law, wost o

~rthe investment origzinating in Great Hritain. &85 late as 1933 tax
exemption by spe01flc leelslatlon was accorded a United States-
ovmed coitcern establishiag = celent -producing plant.

l'/specifically
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specifically in various laws and administrative measures haring the
effect of limiting direct foreign investments in partioular,branches
.of industry. This trend was reversed by the more liberal provisions
of the Constitution of 1946 and subeequent legislation. The legal
status OL ruture forelgn 1nvestments in several flelds of act1v1ty is
rendered somewhat amblguous, however, by the fact that some d’
restrictlve leglslatlon, enacted under the Constltutlon of 1937,
remalns formally in force. Thls relates particularly to forelgn
1nvestments in mlnlng, commer01al banklnc and insurance, although
admlnlstratlve action has been taken in the first two instances to
secure conformlty with the pr1nc1ples of the Constitution of 1946
Whlch eliminated dlscrlmlnatlon between domestlo and foreign natlonals_
as recards entry into these fields. |

The controls applled since 1930 to forelgn equlty 1nvestments

have fallen 1nto “two groups: (1) general regulatlons appllcable to
all such 1nvestments,‘concern1ng such matters as natlonallty of |
ownershlp, natlonallty of personnel employed, taxatlon and exchangeo

ontrol, and (2) controls llmltlng forelgn 1nvestments to speclfled‘
areas of economlc actlvity and establlshlng the condltlons of
operatlon w1th1n these areas. - o

A. Entry of foreign enterprisesl/

AltHough the entry of foreign capital into a few fields of

1/ Detailed descriptions of the laws and regulations affecting foreign
investments in Brazil have been published by the United States"‘ :
Department . o? Commerce (Establishing a Business in Brazil, X
International Reference Service, Vola VI, No. 9 January 1929) by
. the Inter-American Development Commission - (The Laws of Brazil, =
Washlngton, 1948) , " Jactivity is.
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' act1v1ty is restrlcted, as descrlbed below, in General there are no
_ restrlctlons llmlt:l.nb forelgn partlcipatlon to mlnorlty 1nterests or
otherW1se restrlctlne the natlonallty of ownershlp of rorelgn concerﬁst
operat ng in Bra211 o; of the shareholders of Blaz111an corporatlons.":
One general rule, of streteglc rather than econotiic sivnlrlcance, is
the prohlbltlon aealnst the acqulsltlon by forelgners of land Vlthln
150 kllometers of the country s frontlers. ”f |

The Constltutlon of 19H6 (Artlcle 141) embodles a general
"ouarantee that Bra2111ans and forelgners (1nc1ud1nd corporatlons)
re51d1ng 1n the country shall be equal before the law, 1n practlce, h_,:V
thls eouallty also applies to non-resident Iorelgners engaeed 1n
business act1v1t1es in Braz11. however, the charters of all rorelgn
corporatlons (not establlshed under the laws of Br3211) must bec;”:
approved by the executlve authorltles. Thls prov1des a legal ba31s
for admlnlstratlve control of the entry 01 101e1gn capltal., Forelgn ;_}‘
enterprlses or~a31zed as sub51d1ar1es under the laws of Bra21l like
Bra2111en~owned enterprlses, must obtaln the approval of the _ o
authorities in conformlty wlth ex1st1ng 1aws. It may be recalled also ff
that the exchange control 1eg151at10n requlres reglstretlon or foreign
capital upon entry 1n order to establlsh ellglblllty ror ruture .
reimittance ebroad.' Uhder a Decree Law of 19%0 the authorities may o
reqiiire:a ;orelen enterprlse de51r1ne to 1qvest 1n Bra211 bO transferul

to the country forelgn exchange 1n aﬂ amount “adequate” for the purpose

/of its
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of its operatlons.1/ The significance of this provision appears te he
that it might prevent the enterprise from_raieing'capital in Brazil to.
financeithet ﬁart of its investment requiring local currency
expeﬁaifureand woula thus tend to relieve‘thgeinflationary pressure:
whichmigﬁt arise from such local {inancing. |

The,Censtitﬁtion of 1946 assures foreign individuals and.
corporatlons r951dent in Brazil inviolability of rights relatlng to-
_property on the same basis of domestlc nationals.  In the event of
| exproprlatlon for "publlc necessity' or 'social . 1nterest” the

onstltutlon provides that prior and just compensation shall be pald
in money (Article 1kl). -

Two-thirds of the salaried or wage-earning . employeeseof-all_ R
commerc1a1 and 1ndustr1a1 concerns. operating in Brazil must be
Bra2111an natlonals or allens whe have resided.-more. than ten years 1n
the country and are married to Brazilians or have Brazilian children.
Slmllarly, the proportlon of the payroll paid to Brazilians must be at. -
leastfwo-thirds. lBranchrplanfs,are considered as separate units from o
theiflparent plants for theﬂpurpoees_of these requirements. -An
exceptien ie.made_for foreign."technieians", proVided the government
deﬁermines that there is a shortage of eligible Braéilians, and in
"speclal clrcumstances" the government may authorize exceptions: to the
two- thlrds rule for other reasons. ' _

Managers of foreign flrms (those not ineorporated in'Bfazil) must

have legal residence in Brazil and foreign enterprises must also ‘assign

1/ Decree-Law No. 2627, Article 64, 26 October 1940. _
- /administrative .
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admlnlstratlve pover (power of attorney) to a Braz1llan nationals The
law protects Brazilians oy proV1d1n~ that thelr wages must equal those
peld to Iorelgn nationals for similar work, apart from seniority. A4n
1nd1catlon of the attltude toward foreign economic act1v1ty in the
conntry prevalent durlne the 1930's was the prov151on of the 1937
Constltutlon restrlctlnb the. praotlslncr of profe531ons to Brazilian.
01tlzens. The 1946 oonstltutlon,,honevep? provldes-that the practice.
of any profession ie open.to‘ell nationalities, sunjeot'to rezulation
by specifié legistation (4rticle 141, paragraph.ihj. |

Existing restrictions. on foreign personnei nanefnot occasioned
serious objection from existing or potential foreign investors. Many
of the teohnlcal personnel. in Bra21llan 1ndustry have been” foreign, -
both in 1ore1gn end in 3razillan concerns, but quallfled local '
technicians and managers are gradually replaoing-aliens,'foréexemple,
in teitile miiléi"InWl940y-aocording to one estinete,ﬁ"on the average
_not more than 1 per cent. of the personnel oI 1ar ‘e American concerns in
2Lat1n Amerlca [}ere/ American ClulZEﬂS.”‘/ isome recent government
‘authorlzetlons for the establlshment of forelgn ouned enterprlses ‘have
 st1pulated a llmlt on the number of foreign employees and require’the

enterprlse to give technloal and admlnlstratlve trainlng to Brazllians

w1th a V1ew to eventual replacement of’ ;oreldn natlonals.

1/ George Nythe, "Outlook for Latln Amerloen Industry” Inter-American
- Quarterl (Aprll 1940), page 46,7 L , .

Tleeso T y o '_/B.' Control of
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B Control of investments in particular 1ndustr1es

The mostu51gn1flcant'controls over orelgn investment in Bra21l
nave been concerned with particular industries, of which the most
important are mining, petroleum,*hydro-electrié‘pdwer;'banking and
insurance, shipping, and air transport. The Génsfitﬁtion ofti§§7
(Article 1h%4) provided that “"The Law will rezulate the progre331ve
nationalization of mines, mineral deposits and waterfalls or other o
sources of power, as well as those industries conSidered basic or
essential to the economic or military defense of the‘ﬂation.”u”ﬁﬁia;Liﬁﬁ
general measures vere taken to carry this Artiéle:infdeffeég; however,
and- it has no counterpart in the Constitution of 1946; R
Mining.

' Under the 1934 Constitution nggfnmenﬁalyauthoriZation was
reguired to engage 1n mineral prOductioh, and'reguiations pfomulgated":
under this general rule~pr0vided?that*authdriZation'Would:bé granted
only to Brazilian nationals;'aithough compaﬁieS'in existence befors
193% were exempted from this provision.. Some relaxation of fhis pélich
occurred in 1944 when a law was enacted permlttlng foreign natlonals tqﬂ
own up to 50 per cent of the capital of domest1cally-lncorporated
mining companles, prov1ded spec1f1c authorization was granted. Such
authorization was subject to a serles o; ‘conditions speclfled in the
Mining Code of 1940, under whlch the government reserved the right to
determine whether the_Condifions had been.fulfilled and to terminate
the authorization‘for failure tco comply. The Mining Code does not state
what rights the concessionaire possesses in case the authorization is

/declared:
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declared void, but some authorities belleve that 1t implies a right
to recelve “Just compensatlon.“l/ Tie Mlnjﬁg Jode Jof 1940 elso
prov1ded that mlneral dep081ts not’ exp101ted before ﬁoveﬂber 1937
belong to the government not to the ownér of theé 1and's. surlace.
urther relaxatlon of the 193% reeulatlons was embodied. 1n the
Jonstltutlon of 1946 whlch piov1des that - authorlzatlon for. ithe
exp101tatlon 01 ﬂlneral resources may "be Jranted “to ‘goneerns - | . _
1ncorporateo in Br321l as well as to Bra21llan uatioaals (Artlcle 153),
thus remov1ng the llmlt on the extent of forelge ownershlp. A'new
mining code comormlnb to the eonstltutlon has not yet: heen enacted,
however, eithough the Department of Mlnerel Pfoduction has. authorlzed:
foreign mlnlng enterprlses to operate pursuant “to thils: policy.
Petroleum_/ . o e
The Lonstltutlon of 1937 and a law ‘of” ‘1938 reserved productlon OL—
petroleum from domestlc 011 reserves to concerns ouned: exclusively. by
natlve-born Braz111an natlonals. Ownerehlp\oiwreflnerles was. also. .
3restr1cted to 5132111ens and a government lloenee was regulired forri ;
ﬂlmportatlon and tranSportatlon of petroleum ‘and its &erlvatlves. The‘
1946 Constltutlon, as 1n the case of” nindnzy relaxed ‘the:previous .

prov1510ns, permlttlng conce551ons to exploit petroleum Fo-be. D’ren,ted

ta. corporatlons orbanlzed under the laus of 3¢8211 88, well. a8 to o ;};

. PR

;/ua Inter—Amerlcan Development bommisalon, ‘Taws of. Brazil (Uashlngton,
1948) ' page 3. . - .
' _/ For-a more-detailed account of the status of 1eglslatlon relatlng
. to the petroleum industry see Report of the Joint. Brazil- Unlted
States Technical . Commission, paees 307 321. )
C e u/Braz;llen
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‘Brazilian natlonals. _

The status of future 1ore1gn investments in this industry is
undetermlned, pendlng the enactment of specific legislation, for
whlch a draft 9111 was presented to Congress by the President in :
‘February 1948 Under thls blll wholly rorelgn enterprises would be,
ipermltted to engage in exploratlon and production of crude oil, but _
.conce551ons 1or rerm:l.nfr and for 1nland or coastal transportat
would be granted only to "mlaed” corporatlons rormed by State and

_prlvate capltal or to. corporatlons in which at least 60 per cent of.
the voting shares are owned by Brazilian natlonals. Forelgn‘
‘1nterests may ehgage in the reflnnng and traasportation of oil for
export howeverﬁ The restrlctlon of foreign ihyestments;primariiy to
productlon 1s reported to be opposeu by foreign oil interests. on the‘
grouhd that 1t Uould conflne their operatlons to the ‘more. risky
sector of the 1ndustry,‘wh11e excltdlnf them from the more. profltable
branches of transportatlon and refining for domestlc consumption l/:j
The blll also llmlts concesgsalons Ior exploratlon and productlon to
_forty years, after whlch they may ke taken over by the government at
llts optlon, subgect to compensatlon acco;dlng to ”economlc value”
.Forelgn—owned produ01ng companles would also be reguired to. hold
reserve stocks of crude petroleum equal to three tlmes the natlon's
annual consumptlon and to contrlbute 10 14 per .cent of the value of
thelr annual p““hrr oo to a Mational Petroleum Fund. - The draft bill

is stlll under conslderatlon by parllamentary commlttees.,”o

17 See Journal of Commerce (lew York, 30 March 19#8).
: \ , _ , . '-zopih;pn
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Oplnlon in Lr3211 is reported.to be d1v1ded on the role of :
‘ forelgn 1nvestment in petroleum development.. 4 Bub- Commission of - the:
J01nt 3ra211-Un1ted btates Teﬂhnlcal Commnission, composed of Bra2111an
representatlves has expressed oeneral approval of the draft Petroleunm
Statute as amended by the Committee in which it is now belng_ |
considefed. Itvexﬁressed the view that;fofeign co-operation, whether
bﬁxtechniciansﬁof in the foru of capital or equipment,.would be of
gfeet'benefit'in carrying on thetcoﬁntry's petroleun activities., It
also stated that to conclude only contracts with foreign technicians
| féf ebeEialized services and:to obtain the capital reguired through
foreigﬂ'leens rather than eqpity.investments by foreign enterprises
would add an undesifable burden. to the fe&eral government's budget
aed,'ihlviewﬁof the high risks involved in petfeleum activities,
Would serve'to delay further the eolution of the‘probiem.l/

' In the meantime exploration by foreign concerns_is permitted and
a subsidiary'of the Standard 0il Company of New Jersey has acquired a
1arge tract of land in the state of Coias.2/ Atrthe same tiﬁe
aprlvate United States technlclans ‘have been hired- by ‘the. Brazilian~ B
government to undertake expldration and drilling operations. The |
government has also proceeded_to establish a national oil refinery
with half of its capital to be offered ultimately for public

subscription. A United States firm has been awarded the contract to

1/ See Report of the Joint Commission, page 310.
2/ South American Journal (22 December 1947).

/construct
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construct this'tefinery. In addition cemplete equipment for g
petroleum refinery has been receutly.purchased by the goverhment from
France with accumulated franc balances equivalent to $22 mllllon. Two
other reflnerles are also reported in- process of establishment the
equlpmeht.for one,to betpurchased from Czechoslovakia, The government
is also planning to purchase from Spaiu,_Belgium aud Holland, tankers
withVe‘cegae;ty,of'ISQ,OOO tons. The so-called SALTE Plan ror ecenomic
' developmeutﬁfor 1949-53 (see below) contemplates a large expenditure
for exploration, production, construction of refineries, and purchase
of tanuere.with the objective of reducing the cost of petroleum imports
by 50 per cent below current levels.. .Thenimportauce for the balance of . -
payments'ef Brazil of increasing domestic refining of petroleum is;-;
indicated,byrthe fact that if all petroleumrimpotted in719H7 had been . ...
refined,domeetically_there_wouldihave been a saving in Toreign exchange
of %00 million cruzeiros (about $20 million).= /

Hydro- electrlc power

As 1n the case. of mlnlng, the 1934 and 1937 uonstltutlons limited . -
operations in the hydro-electric. power industry to. Brazilian nationals,V:
exceptjwith respect . to inVestments_alfeady made. A law: subseguently .
relaxed this restriction somewhat by permitting new foreign ipvestment-
1ﬁ theﬂindustry at.thelgoye;nmeut‘s discretion. ‘The 1946 Constitution -
took account of this legisletion by authorizing the. granting of
concessions for the production of hydro-electric energy to foreign
~ concerns estab;tehed.under Brazilian laws as uell as.tovBrezilian

1/ SeetRegggt_of'the Jointvcemmission, page 307, _
_ , , /nationals
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nationals (Article 153). As the bulk of the power industry is foreign-
owned, it is erident fne%-eﬁecific legislation and administrative
action- concerning the 1ndustry, particularly 1n respect of retes, mayl
dlrectly affect ioreiﬂn investments. One such measure was the water
-Code . of- 1934 amended Jn 1938, requiring rev151on of ex1st1ng powver
contracts and, pendinv such rev131on, prohlolting the power companies:.
from-expanding 1nstallatlons9 increasing rates,uor enterinb into new
contracts -to suppiy power; The prohibition on faté”inavéase5'~-~
continued until 19H3 when a decree -law: prov1ded for rev131on ‘of rates
by bhe companles9 subJect to government rev1ew. R 7

The p081t10n of public utility enterprlses in Bra21l has been.
affected by the rise in prices and costs which has occurred over-a
long period9 but particularly by the'tripling and quadrupling ofmprlcee
Between,1939_and‘i948;é/ Since:cnanges in utility rates have-laggedeﬁw
greatly behind these'nrice movements, the yieios on investments»inp;
these industries have been”affecred accordingiy.. In the past some:; - .
public utiiipyJenterprises arranged with the governnent for a '"gold -
. clauee"!.inl‘_t_hei_r.fra;nchises9 linking utility rates;nith theaexchange
rate..of the cru;eiro. 'For example, .the Brazilian-subsidiaryfofithe
-*American‘end Eoreién Power Company obtaineq‘an agreement that 501963,

“dent of its rates should be adjusted in accordance'with'variétions;in

1/ The index of "working-claes”'cost of 11v1ngl1n Sao Paole rose from

- 100 in 1939 to 364 in 1948, and the index of wholesala prices rose
From %O? in 1939 to 423 in 1948. (See ueport OL Joint Comm1551on,
page 40). . Do _

:E/the‘encnenge
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the exehangerrate-(which.ﬁas assumed‘te be likeiy to vary more or lessr
inversely with weheral price movehents) In practlce, however, thls |
type of arrangement has been of 11ttle effect oWing to popular
re31stance t0'changes in utlllty rates. The Report of the. J01nt |
Br321l~Un1ted States Technical Pomm1551on has stressed the fact that
the impairment of;the-earn1n5 power_0r electrlc utlllty and railway
enterprises in Jrazil resulting from the recent inf;ationary trends
has made difficult the private financing of new investments in these
industries, vhether from iorelgn or domestic Sources.l/
Qther industries L 7 o

As already observed, the Constitution of 1946 eiiminated’previeus
general 1imitations?0n foreign investments in mineral extraction,
hydro-electrie pdwer and bahking. Certain restrlctlons of mlnor:a
importance remained, however., Coastal shipping. 15 reserved
exclu51vely to erazillan—owned Vessels, except 1n case of "publlc
| nece331ty” (Artlcle 155). The nubllcatlon 01 newspapers or 7
perlodlcals and I'adlo broadcasting are reserved to concefns wholly"
owned by Br321llans (Artlcle 160) : he Gonstltutlon imposes no |
restrlctlon on forelgn enterprlses in 1nsurance, but under an ex1sting
law (Uecree Law No. 2036 of March 1940) no new ferelgn 1nsurance o
company may be establlshed in Bra21l, although companles in operatlon
prlor to 1937 may contlnue, and present p011c1es contlnue to be 1 |

r“overned by thls leglslation.' The trend toward llberallzatlon of the

ij_-See;ReﬁerE'ef the Commission, page 12,

" Jprovisions
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provisions :of the 1934 oonstltutlon relatlnf to forelgn banks has been
described above. otatutory llmltatlons also exist on foreign
enterpflses in av1at10n and the manulacture of pharmaceuticals. .-
Av1et10n companles operatln W1tn;n tne:country”nuatwoexorganized;in‘
Bra211 under orazlllan management and\with}at}leaat.one-third of the -
ahares ownedhby fesident_ﬁrazilian citizena; Under a Decree—Law-of

i946 EOmpanies nanufactufing pharmaoeutical products must have a
quallfled ora2111an pharaac1st as technlcal manager who is to receive a.
mlnlmum salarJ spe01lled by the law.

C. Government paftlclpatlon in the €Cconomny.

Pvlor to the late 1930 Sy governmental 1ntervent10n in .the
Br32111an economy took the form primarily of various plannlng and
regulatory bodies for specific 1nduetr;es,l/ . An exception was.the
railwayegra eteadily inoreasinrr proporticn of which was ownedtano |
operated bv the federal and state governments._ Prior. to the
acqulsltlon of the Sa.0 Paolo Railway in 1946 the iederal government -
ownedj62 per cent_of the rallway mileage and operated 38 per cent,
while?the'state'aovernments oWned about 9 per cent and'operated 31 oer
cent.. A 1arge scale pfogramme for the Lehabllltat}on and exXpansion of

the rallways, malnly throuah dlreot government operatlon9 i.s

1/ flelds in whloh offlClal regulatory oodles have operated included
electric power, petroleum, coffee and meat packing. Other products
regulated by official or semi-official trade associations included
frult milk, flsh, manioc, sugar, timber, mate, salt and rice. In
eddltlon to performing normal trade association functions, these -
bodles in some cases operated schemeo for the restrlotlon of output.

/contemplated.
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contémplated..,“

In'recenﬁ years government-sponsored deﬁ@lopment_projects have
embraced a variety of activities.r The most-important are the National
Steel Company, the Rio Doceralley”Compény fd?Amining iron ore, the San
Francisco Hydro-electric Sompany‘(not yet in operation), the Natibnal

Alkall Company s ‘and ‘the Wational Motor Engine Factory.;/

The National
Electrification Plan established at the beginninz of 1947 contemplates -
expanded1goVernmentalAparticipétiom in hydro—glecfric projects. These
concerns are in the form of .soscalled “mixed” compaﬂiesiiﬁ-Which‘the=‘
goverhment holds the:majority Stoék iﬂﬁérésﬁ éﬁd the remainhder is held
by of is to be-sold\to.nafionals of—the country. They havé been '
assisted by exemption from taxes and import duties and'inﬂéther ways.
Government-opefations in petroleum refining have already-béen-méntioned.--
Other important government ventﬁres-include threerindusfrial aleohol i
distillefies, twofcehentbplantsraﬁd”the5largest"steamship company”in“-iflf
coast-ﬁise trade, Lloyd Brasiliero.-

In May 1948 the President of Brézil submitted to the Congress a
five~-year programme of econonic éévelopment; embracing a number of
publlc and private pTOJectS, Uthh has come to beknown as the SALTE

Plan. 2/ This nale. 1s derived from the scope of the progects

1/ For .a deser 1pt10n of these enterprises see United Wations, Fconnmic
Development in Selected Countries (1947), pages 85-92,

2/ For &- full deﬂcrlptlon of the SALTE Plar .ee Begort of the Joint
‘ Comm1551on, pages 182-190, s .

/contemplated
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contemplated in the following LleldSe‘ health (saude)9 food (alimentos),

transportatlon (tfaasporte), and hydro—electrlc power and petroleum-

(enerzia). Total expendltures contemplated under the programme are
estimated at 28,575 million cruzeiros ($1,543 million) of which some
7,000 miliion cruzeirosA(¢378 million) represent imports. The bulk of N
the outlays contemplated ete‘to oe'made by the~federa1,government.
Private inveétments iooiﬁded io'the'sbove figures,are‘confiﬂedeto“
electric power. genefation, for which an amoﬁnt'of 6,822 cruzeiros
(368 million) is allotted DVef the five-year period. The plan
includes no pfov131on for amounts expected to be, 1nvested by prlvate_
forelcn petroleum 1nterests9 the amount budg eted for 9ovefnmenta1
outlays ;ojthemexploratlon for petroleum9 the bu11d1n5 o;ﬂretlnerles-
and the purchase of'tankers is 2 500 million cruzéiros (%140'million)-
The largest 51n :le. 1tem of  the prograqme is transportation,. wlth 6
million cruzeiros (>351 mllllon) allotted to railways alone. - It is
,estlmated that the addltlonal expendlture under the SALTE Plan 1n excess
of the. normal budgets of the federal and local Dovetnnents Uould be
about 3 per cent of tﬁe”oational 1ncome.;/f7«‘“ .
The scope of overnmental outlays under”the=SALT Plan 1ndlcates
that 1s is contemplated that the expsnsion of manutacturlng and of “
electric pOWEL‘gEﬂe?athﬂ in Brazil are to be,undertaken bylprlvate

enterprise. Some of the outlays'fof"railwgys-include outlays for -

1/ See George wYtheé_BraZii, (Wew York, l9h9),?page_357.

/the benefit
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the ﬁenefit of privatedyfewned railways for which reimbursemeni would
" be thained_under:agreemerpshto.be¥negot;eted,'MAs_noted,ne.amount i
budgeted. lor privete enterprises. in petroleum, which reflects the
uheettled state of policy. It may be observed that the J01nt Comm15510d
..expréesed the v1ew that "financing of industrial and mineral developmea
- should be prlmarrly e%prlvate 1un¢t10nﬁatrghe’presentrstege of Brazil's
eccnemic development (although the government will continue to operate
eertain_;argefscele eﬁterprisee)",l/ |

D.“Texation ii;‘;uﬁ'r

In beneral forelpn enterprrses are subgect to the ‘same ra"eq a:z
dowestre CONCerns. .- Tgreezpn‘bu51ness,1p¢ome$iere_relgt;yely_low,
ranging from 10 per cent to a¢max%mum.qf_15”ﬁer;cent on incomes.in
. exgess. of 500, OOO_eruzeiroe ($25.000).‘ Public utility Qempanies are
w'taxed et bhe more favourable rate of 8 per. cent on. proflts whlch are

_lesg{than 12 per. cent OL caplbal rnvested. In addition to the normal

,,tax on bugrness 1ncomes all leldends on bearer shaies (1nclud1nu

_sharee;oﬁi1Qre;gn;owned_egbeldlerles)_are_eubaeet ;era,tax of 15 rer
eant, withheid_erﬁthe source. Thelgrezi}ian income of”foreignﬁbranch
pll,an’_cs.‘or individuals domiciled abroad is also taxed at the source at
the rate of 15 per cent, in addition to the normal tax on business
_iﬁcpmee._:Prpfitsugfjprapches reinvested in the expensipn_of their
enterprrse;dg_ﬁrazil_are exempt rremuphieﬁwdphholding,tax, howevera

Thus far, Brazil has not entered into any international treaties

1/ See Reporf of the Joint Commission, paze 189.

/Tor the noeidanng
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for the avoidance of dodbié”teiatien.i In the case OL United States
enterprises, however, taxes pald to Bfale may in veneiﬁl ‘be off'set
“agalinst tax: llabllltles to the Unlted States.' Dhe xeport of the d01nt
‘Brazil- Unlted States Technlcal uomm:Lssmn9 to whlch rexerence has
already been made, expresaed‘the view that even thou"h present tax laws
in the tnitead btates largely,ellmlndte dqnbleltexetlon of income derlved
from foreign'in%eetmente:in.dfezii, the-seaiedef tanetion.in_the.United.‘
S;etes is such as to reduce materially‘the net feturn'from-snch
investments and hence to reduce the incentive to assume-the risn5~
involved.l/ ihe Com41331on recommended that con51derat10n of this
matter should be supplemented by a conventlon designed Lully to
eliminate double taxatlon of income., ‘ :

In the- Regort of the J01nt uomm1551on, a Sub Comm1351on establlshedﬂf
to consider p011c1es relatlnﬂ to iorelgn 1nvestments in Brazil also .made -
several observatlons of 1nterest in eonnex1on w1th the taxation of such -
investments., 2/ The Sub—Comm1551on recommended that some tax conce551ons
might be . graitéd to favoured Iorelgn 1nvestments in specilic fields,
provided that.-such proceduLe vas not unfalr to ex151L1nfT 1nve3uments and .
on the understandlng that no exemptlons Lrom the 1ncome tax. should be -
granted., The Sub- Commission also recommended that ura2111an taxes should
‘be maintained at a level belov taxeo 1n capltal exportlng countries to

stimulate the reinvestment of earnlngs of forelgn investments.

l/ See Report of the Joint Comm1551on, page 179

2/ See -Report of the Joint Comu1551on, pa@es 288 306 The Sub-
Comnission was composed of Srazilian representatives only.

/E. Tariffs
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Ry Tariffs

dhlle malntalnlnc'a protectlve tarii? on 1mporbs.or most -

_ manuraotured goods w1th nore noderate rates on raw materials and semi-
-manulactures, Bra211 has pursued a polloy 01 erantlne conoessions:on
import. dutles 1n partlcular industries wnlcn the governnent wishes to
encouraae.%/ 3oth the protectlve tariffs and the concessions
thereUnder may have encouraeed foreign as well as domestic 1nvestment—'
in the sheltered 1ndustr1es.d Many 1ndustr1es have been dependent upon
the protectlon thus alforded the most notable being the manulacture

of cotton textlles.—/ It is reported, however, that in Oeneral the
Brez1llan Government does ot at present seeh to rOSter the developmeru
of 1noustr1es throueh erantlnb new enterprlses exemptlon from ‘duties on
1mports requlred ror thelr operatlon.a/ Protectlon has also been

' kaecorded by ”lelng regulatlons" requiring. the use of a mlnlmum o

g,proportloo of domestlcally produced: commodltles 1n oertaln products.

ry o

.{Q{\,Thls pollcy was embodled in Decree~Law No. 300 of February 1938.
'~ Some ‘concession contracts with utlllty companies and other

- enterprises providing exemptions irom duties pursuant to this law
~are still in eriect.a

"g/* See Uhlted States Tariff Commission, nconomlc oontrols and -
Commercial Policy in Brazil, (Jashlnbton, 1945), page 8. DBctween
1930 and 1940 customs revenues vere equivalent to between 20 and

30 per cent of the total value of 1mp0rts, 1nelud1ng those [ree
of duty. .

3/ ©See United btates Jepartment of Commerce, Establishing a Business
: in Brazil, (‘ashington, January 1949), pa e 12.

/F. Other aspechs
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fs QOther aspects of DOllCV - ' .

The prov151ons of the oonstltutlon or 1040 and related laws-
establish a 1egal f1 emework uhlch9 w1th the exceptlons prev1ously
neted does not dlscrlmlnate between domestlc and LOLelgn private
investment, Jn recent months uhe Jra2111aa government has given
further. ihdication of a de51re to attract forelgn direct 1nvestments.

In Hay 1948 the &overnment JOlned u1th the government of the -
United States. 1n establlshlog the J01nu Brazil-United btates Technlcal
Comm1351on to whlch rererence has preV1ously been made.' This body,-
composed of representatlves of the two governments, Jas authorized to-
rlnvest;gate varlous aspects of the Iuture economlc oevelopment of ..
Brazil. Its terms of rererence 1ncluded, amon” other thlnus, “The
con51dera 1on of measu es ce510ned to encour z& the flow of private
capital to Brazil. uome or the views of the Commission have been.
mentioned previously, but it appears usefulrhere to sumrarize:tne.
chief recommendations relating te private foreign investments submitted
by a spe01al Sub=-Comnission of the 301nt Commission, composed entirely
of - razlllan representatlves.l/ rphe,Sub-Comm;Leelon suggevted that
foreign 1nvestments should be classigied into “o dlnary“ and "favoured"
anvestments. ravoured 1nvestments are defined. as those wnlch would
1ncrease exports or permlt the reductlon of 1nports, would contrloute
substantially to natlonal product1v1ty_and? in partlcular, would-

proﬁide‘téchnieel knomledge‘noicotherwise;availeble.

1/ The report of the Sub-iomiission is contained in sppendix C of the
Report of " the Joint Commission.

/While endorsing
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While endorsing the present policy of establiéhihg”ﬁéximum
limits on the t:ansfef df earnings aad capital of forelgn investments,
the Sub-CommissiéﬁLfecomméndgd thaf‘preferential treatmentlin this
respect be extended to favoﬁred investments.: Other condéssions,
including tax concessions, were also recommended for such investments,
- but exempticnsfrom the income tax were specificaily excluded. It was
recommended_that_in granting privilezes to‘favou?ed investments,
consideration should ﬁé given to the extent to which such investments

afford facilities for training Brazilian technicians}

| The Sub-Commission recommended that a comprehensive law be
enacted embodying the main features of the policies recommended. It
also expressed the view that ekisting Brazilian'legislatioﬁ is
generally consistent with the provisions of the draft Economic
Agreement of Bogoté (sizned at the Ninth International Conference of
Americen States in May 1948) relatiné'to foreign investments.\ It may
be observed that Brézil did not enter any formal reservations with
respect to these provisions, iﬁcluding those relating to compensation
~~in,the“eygnt‘of patiqnaliZatiOn or expropriation of foreign
'investméntéf B o o |

"Fbllowing coﬁpietioh of;fhe repbrt'of the_inntféommission, the

Governments of Bfazii éndithe United Stétéé-aﬁnaﬁﬁbé& in May 1949 their

intention to begin negotiation of a bilateral treaty to stimulate the

/flow of
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Tlow of private foreign investment to Brazil.l/

1/ Such a treaty was concluded between the United btates and Urubuay

. on 23 November. 1949,  TFor a discussion of the main features of this
treaty see a report by the United Nations Secretariat entltled
Survey of Policies Affecting Private Forelgn Investment,
(E/lél%/nev l, 8 uarch 1950), pages Lh5-49,




