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ﬁcope 9£ th__,,greeant Q__l_yais & f' ot Vo enid sinr sy bRl e e B
e Sy oy, Bhe, etnd,y on ":Che Economic Demlvopment qf‘ Bmzil" ;/ gn, attempt was
+; made %o eluqidate the basic ﬁactor&yhich heve brought.about the changes which
. heye-taken plave.in the Brazillen economy during the -pest fwenty-five yesrs. On
the basis of the 'concl_u,siqns dravn the min,, -the predent analysis has ‘been made
wlth the object of extending reéearc’h into the problems which confront Brazilian
economy in its present phase of development.n i The period under considaxﬁtion ie
.. -charactenrized. by cortain features which are of great impor'tanca for ‘economic
. Analysis:... it cavers: the Amterval :between the- Pprevalence of & way- :sconomy, ending
in A9k, .and, the, beginning of /rearmement ecomomy in 1950, It can be divided into
;. thtes_steges, pamely, 1945-47,, 1948-49 end 1950, - The First (1945-47). 1s. merked
by a ..J'c‘lénsiderabla; expansion. of. intem&tiona),-:mra.dﬁ,'- & rise in the prices of raw
matarials and a general trend towards inflation. The following stags (l9’+8-h9)
exhi'bi'bs a- diaequ‘lli‘br‘ium in- the' "balance of pamnts of Beveral’ countries -
e includ.mg B‘razil ~en relation to the: dolla-r ared ‘caused’ by a- diminishing ‘rate
A ligg economic activity in"the-United’ Btaten and by the extenston of excha;nge ‘control
meaBtres, Thia ‘stage closes with the devaluation of the porund sterling, which
L wagirfollowed hy & .pumbey: of lmportant: monetary readjuatmsnts n hany countries,
.. Prazdl's. decision not to devalus its currency ‘is ‘linked with a.nother development
Wwhith took. place- towards the close of this stage, namely, the sharp riae in the
L prdice oﬁ cofTee on the world market, Th:ls lattar‘ phenomenon 18 not. dtie “bb a.ny
~"."=,change in: the configuration of :worldiprices, but to a modification in ‘t.he
structure of the coffee market, B e A Rt
Though the steady recovery which began in the second half- of 19&9 was
slow, its ‘pace vas strongly accelgrated. by political events in. the Far East in
1950, That,‘yea.r undoubtedly. marks the beginning of: & third stage: 1mpost-war '
economic development. Only brief reference 1s. made. to this; third. p}}ﬁlﬁe in the
S preaent studar, since 1t is still too early to ma.ke a.ny deta.iled amalyais. P
e However, the" problems which“will face Braz;lian economy in the next few years are
af.'tmady taki;ig shape. mey'x’n‘ai‘ i;é sumned up 1:1 a. questioh which arisea from

. ! L T it - B
.r Jl\ﬁ ot -,_" ‘ [ ; '{ P-'."‘ :'—"

l/ Economic Survey of Latin America 1949, Chapter VIII.
/enalysis of
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analysis of the facts: to what, axtent have the changes of the past five years
rendered the Brazilian economy , particularly the vclume of: invastmcnts, more '
independent cf fluctuations in. foreign mﬂrkbta? This questicn mist needs be
'answered before’ a reply can be made %o the: next; namely* what problems * for the
’econcmic developmant of ‘Brazil will be created by the changes 1n'the wﬁtﬁd
aconomic situation which began in 1950? SRR :

‘Intensity of economic davelonment

' " The first’ difficulty encqunterad in the analysis of Brazilian ecanomy
'is that due ‘to the inadequacy of the data regarding national income,: It may be
assumed , hcwever, that' the partial estimate of.'thé gross national product

*'-(production of gccda) used in the present study, . constitutes s Tair approximation

and ;" for the specific obJects enwisaged 1 an acceptabla instrument of

analysis ) C P

The concept of economic developbent a8 understocd in this atudy implies
the idea of an incremsnt of producttvity, ﬂhiqh preaupposes -elther an increase in
the amount of equipment per g&infﬁlly emplaye& person, the technical Amprovement
. of such equipment, or the raticnalization or the organization of preoduction. .
. - An increase in the pationel. income or in the: production of goods over a
. -short or medium pericd therefore, does not necessarily imply economic developmen
since it may be a puzely cyclical phenomenon and arise merely as & result of .
. better utilization of the already existing productive factors. ' :Development is a
structursl phenomenon, entailing an increase in productive capaecity per gainfully

employed person. 2 7 L e ;“:

l/ ‘See Chapter I, Appendix A, for & discussian of the limitations of this
estimate and the validity of ‘the index of the producticn of gcods in tha

analysis of economic davelopment :*". S LR ~‘”“’““‘”

2/ agontane uely
2 Clcarly, the cycle is the meens. by which capitalistic economy/ Justs ts

' atructure, but thia doea not mean that a change cf structure (mey not be a
historical phenomanon, projected beyond the cyclical period. L

/Since changes
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Sinc.e ohangé-u in productiv"e aapacity; whatever . their ortgin, express
themseltres in thahges in the quantmn of :produgtion == @rovided that capacity. does
not --remuih%fbartia,‘hy umised - --z‘;-_the...indax of the -quantun; of production must. -

‘ ’ilﬁﬁmﬁf’ﬁé'm&*‘conﬂﬂmte_,‘bhe‘ ‘vasic-elsment employed in assessing productive - -
-iEap&city';f = Hovwever, & pioture:of ‘the process of economic devblqpment:capnqt
be ottdined simply: by estimating ohanges in %,prqé.uotive«,. capacity. The snalysis
mist be ‘taken ‘e littls further; in order to.provide .enswers to the following two
‘querdiest'.a) To what extent weve the goods produced ava:lla‘olo for consumption and

-+ foricapitel formation within the. ¢ountry; and b). -Whab.proportion of the increased

supply of* goods ‘was- absorbed- by eonsumption and what ‘praoportion could be. set. aside
in order.to expand productive capacity? The first of these. questions 1s:. p.n%'erad

by the estimate of ;the total volume of availible goods;.and the second by computing
the rate of capital fomiation in relstlon to the avallability of goode. lat.us

- aaé‘ahw this: analypis may:be é«nplied X0 :Bi'az:ll during the . period. under rpview-

" The data contained in myter z, a.nd. sunmarized in Chart 1, .indicate. that
the- production of - goods conpidered, in. real teyme increased at.an aVaxage annual
rate of about. 5 .pér cent, - This .rate i9. miﬂam'bl.v highey-then that of the. .
growsh: of ‘the population, which ves ‘abqut 2 yer cent, The, total volumes of primary

- production: (egriculture, cattlerbréeding and exbractive. _ind,uatries) and of second-
: ary’prodnbtion;(mﬁhufaa'tur;ng-axié,-puuﬁng} are showri separstely in Chart l. - There
is: nothing. toindicate; that development in’ cpe. -sector. ook place at the- expense of
the other. This, however, is simply e camment, mot intended to imply any Judgment
_.as. to the- 1deal form of development Tor the, c.oxm'bry in its present stage, ... .

Goods produced are consumed either at homs or sbroed, and in the la.tter
event. terms -of treds. are of msteria) significance; . If ‘the new, goods produced are
exported in: a period of deteriorating terms, of tradey increased production win

- - mot cainclde with greater dqmoptin supplies of goods, In this case, & fmdamenta.l

condition withqut which. mcmased -production of goods caanot lsad to econmnic :

-+ development, will not have been fulfilled. ..

: *l-l'l‘ha irdek of por capite '1nd&ne-:'d.bés:r'not similarly ‘correspond to that of
Productive cayacity, eince it may fluctuate 'stﬁdtly:;tn’felétim ‘46 the 7
terms of trade,

S SR | /Betwsen 1945
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- Between 1945 and 1949, .the: terms of ‘trade: weTo relativsly stable,,
though there were sharp fluctuations frsm year to’ ysar. - In 1950,ﬂhowevsr,‘a,
steep rise occurred dve ' principally to the increase in. the price of coffee;
Chart 2 shows the' production of goods, the terms of*trade, and the availability of
goods, In 19h5 and 19h6 there was & considerable differsnceﬁbetween the total
of aveilable goods and that of productidn, owing to the’ abnormml foreign trade
situation, which led to the accumulation in Brazil of substantial monetary -
reserves.l/ The seme chart shows that the rising trend of curve 1 (produotion:of
goods), is atténuated by the: detericration of the tsrms of trade in 1646 and 148,
the effect being t*ansfsrred 't6 curve 2 (availability of“goods) - In 1947, 1949
and 1950 the opposite occurrsd "The effect of the terms ‘o trade was not:
positively felt wntil 1950, = In Tact, of the increase of 5,981 thousand
cruzeiros (1947) in the total value of goods availsble in that ysar, 2, 657
thousand cruzeiros -- th&t ta; Lh: per cent - were attributsble to the improvement

‘of the terms of 'trede, o : L o

The total of available gsods and on'& separate curve, the fraction
absorbed by consumption and that remaining for the formation of capitsl,
shovn in Chart 3, It will be noted fram cuf?e "W that the proportion of goeds.
set aslde for vapitalfzation incraassd consi&erdbl& until lgh?, and. that #here

- wes then a sharp drop, followed by = recovery, . though the'19h9 level has not
been overtaken, Between 1945 and 1946 the entire increase in'avallable goods
vas absorbed in capitel formation, in'addition to which pert’of-the goods
previously intendsd for consumption were diverted £oi “the same*pﬁrﬁbseti- During

l/ The Brazilien Government held & large proportion of these reserves to6
auarentee 1its currsncy and use psrt to' redeem the public debt. In both cases,
national assets were Ancreased by compulsory savings. However, this expansion of
assets 18 not included in the estimate of oapital formation. "In any case ve

have to ask whether an increase in national cspital resulting from the accumulatiox
of monetary reserves can be considered as/sign of econamic devslopmsnt 1t ve
define thls as above,: by reference to increased productive capaclty, The ansier
18 certeainly in. the negatiVe.. o i ;

/this peried
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this period of¢iitical:fuflation, the population possibly.suffered a reduction
" in constmption, ~ Sihce 194G, capital formation has egain been:intensified: 42.5
per’tent. of thé. snnualiincredde. in available goods. in 1949 and 32 per cent in
71950 hag: .goné totthe capital formatdon, ¢: > . 7 » v oo ' :
“o T s, iTking the: pertdd under review: ss’e wholey it will ‘be found that the
'a‘w'rérage ‘anmual raté of iheréase 1n the total ‘of -goods awvailable for the formation
of “cap¥tél has Been sbout 15,5 per cent, . If, howevéer, the year 1945, which.
constitutes dn extremely low base; -is.axcluded;:_fhe rate falls to 5.1 psr:aent.
« After -alldwing‘%’fdr the’increase 1n the-gainfully employed ¢population):-about. .
2 per cent per aﬁmmx, there remains a margin which:ihdicates the rate of expansion
of nvestments employed in incfeasing productivity. ‘I‘hef-ﬁignificance of these
flgures is naturally limited; -they only indicate that the total amount of fixed
capital vhich 'wae added to-that already’éxisting in Brazil, increased between
1946 and 19%0 st an’average annual fate of 5,1 per cent, or, allowing for: the
‘increaée in the population; at an annual-average raté of ‘3 per- cent, -Im order
o bb-tain‘ﬁore"-' accurate. ploture of. the rate-af.development , 1t would be necessary
to compare intensive invesimenss, that is, those investments wiiick increase-the
capital Invested per worker, with the total emount of capi‘tal al ma@y invested
in reproductive occupa.tiona 111 Brazil, = In thls way an ladex of tae increase in
the "productive capecity of -the general labour :force would ‘be chiained,
; An ammlyels of this type'lsfextremely difficult beceusv nodate:are
‘available on the emount of capital alreadydnvested in Brazil; - Using.the 1940
‘censie data as B point of reference , ' however, and:essuming, that investments.
‘between 1040 and 1949 were berely adequate to’cover depreciation and employ the
~bopulation’ incremsnt at the existing levél of: productivity, it will be found: that
_the investments made 1n71950% should have. iade possible anincrease of .7 per :cent

| | . . a9

. /1nthe
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in the capital investment pei“ gainfully employed person, as compared with
‘the 1940 level. s ,

. If the intensive 1nvestments made during the past ten years ralsed the
' capi£31 investmenx per gainfully employed verson by 7 per cent, and the. populatim
1ncreaeed by 25 per cént over the eame period it may be concluded that the
increase of population absorbed 78° per cont 'of nét capitalization, This compares
unfaveur&bly with the figure of 60 per dent in the United States during the latter
half of the vast century, vhen the’ population of that’ country was growing as fast
as or faster then that of Brazil at’ preeent However, 1t muet be borne 1in mind
~ that at its preeent etage of - development Brazil doee not engoy the advantage of
en 1nf1ux of foreien capital comperable to that whioh fell to the United States
during the aforosaid period. , ‘ ' ’ : _
' An eetimate of thle nature: can olearly be no more than a very summery
approximation. However, the trend and the magnitudo of the data 1ead to two
general conclusiona-‘ firetly, ‘that Brazilian economy is developing not only.
exteneively, ‘that is to eay, w1th the growth of ' the population, but also
1ntenaive1y, and eeconﬂly, that this lstter development, that ie the increaae
in productive capacity per gainfully employed pereon, ie not progreeeing at an
';exceptionally high rate. ‘ ‘ A ' :

-

Y According to the igho Census, agfibulture"(exélhaing 'the value of the land
itself), induetry and services absorbed 34,2 thoueand million cruzeiros in 1939,
In the sanme year, there vere about 14 million galnfully employed persons (pOPU18'

jtion census statistice). Hence the capital inveetment per gainfully employed

person was about .2, hho cruzelros which at’ 1947 pricee, représents about' 8,000
oruzeiros. In 1950 gross cepltal formation amounted to 25,176 million 1947

" cruzeiros (eee chapter I, Appendix C) Thus aeeuming, ‘that 50 per cent of this

"%'capital w&s abeorbed by re-equipment, and allowing for the increase of about 350

thoueand persons in the employeble populetiOn in 1950, it will be found that the
amount of cepital investment in increased productivity rose to 9,788 million
1947 eruzéiros, Given that the total labour force by the end of 1950 should
have stood at 17.8 million persons, the increase in the capital investment per
gainfully employed person would appear to be 550 eruzeiros, that is, a rise of
6.9 per cent as compared with the 8,000 cruzeiros referred to above.

[Factors restricting
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“.Faotoro rostrioting_eoonomic Qevelopmant.

- : Ip wqo pointed out in“the bpoceding.oection that economic development
:-proeqpposeq inoreaoing cagital io#oatmont in tho productive pronoos. Tne

: Aintenoifioation of oapital formotion ia thorofore tho esoentlai preCon,ition

o * s
RO OO g

of: & higher ratg of development )
. We sh&ll proceed to analyzo the throe principol obstoc*es to tho v
./ expangion of oapital formation in Brazil, viz.' a) tho lowﬁievol o¢‘%eal per
cepita incomsy - b) inadequato oapaoity to- import,r and c) inefficient
utilization of available capital. | o S
.The firot obotaole to tho aocelorotion of developing oopital formation

in Brazil is tho Jow levol of rool por ca@ita incomo,‘sinoo, a8 ia genorally
recognized, the vapocity to ouwe ia a function of tho lovel of roal inoomo.

.- However,. the ;ootrictivo influence of thio faotor ia to a cortain -oxtent’ offoet
“by the size of the domostio markot. If on tho one hand tho individual

. -capasity to, sewe is lim;i.tod on the othor, Bre,z.il's large popula.tion oﬂa"bles

the country to bonefit to oomo oxtont from tho oconomic advanxagos:of maoo
- production, We aro doaling hore witb a fundamon;hl problem of tho proceos of
. dpvelopment, that io to say, tho optimnm util;zation of teohﬁioal resources,
.~ The cepacity to ioot&ll and ooo productivo unito of an optimum oize*at & given
per capita inoomo and tho oizo of tho population.. Clearly, a countfy with a
- population, tyice &s. largo aa that of anothor but with ‘2 real per capita'
income onky, one—third of tho othor's 1s rolatively loss ablo £5 tako full
. advantaga £t the economic bonefits of maoo production. Othor thingo being

. 8gual, hovever,. tho siza of the population io undoubtediy a faotor of* 5

-+ qensiderable oignificanoe. It is true that o country moy omorcome tho
limiteations of the. domostio markot by eetablishing oxport 1ndustrieo, but such
e solution impliea relatively large “capital "aviiilabilfties, i - Wt

.+The sizo of the population is, . thoreforo a factor which to gome

: ”‘oxtont chocko the.nogatiye 1n£iuenoe of 1ow por cabita*i omo onuocmnomio
”%developmont. Héﬁéve% g, kertadh- rostriotive offecb doegirampin Bindo it may
equally’ be* angiied that low ‘Per.o8pdta. inoowe. mokos it impossihle to dorive full
advantage from a large population, " TR 35 JJ*

/The second
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| The aecond Jlimitation ariaea from inadequate oapacity o import. the
capital gooaa neceaaary for the transformation of aavinga into real investment,
The indices of groaa capital ‘formation and 6f the capacity to import are plottec
on Chert 4. ‘The relatively intensive development ‘of capital formation will be
noted, In order. to transform aavinga into capital goods, Brazil hés ‘been
compelled not: only t0 mtemﬁy domeatic production of* thaae gooda in relative
tertns }/ but alao ‘to modify the structure of it imports, Thus betweon 1945
.and 1950, importa of capi'bal gooda expandad &t an average “annuel rate of 25.9

. .-per cent, whilst imports of consumer goods, including fuel; increased at en

| . average rate of 10 3 par cent g/ Even 8o, the share of imported capital goode
”r'in th.e tota.l aupply of thia clasa of aoods (excluding building. mater:tala) ;

'fall from 68 8 per cen‘b in l9h7 to 50.9 'per cent in 1950. |

'I'ha capacity to import has baen 1ncrea5:lngly absorbed by other less
'elaatic 1mporta than ca;pital gooda ‘such as besic” chemicals and fuel, - A drestic
‘_read,juat.ment 1n the. structure of inrporta thus becomaa easential “the davelopmen'l
.of domeatic production of capital gooda more ursant ptill, '
_ _ In. certain aspect.s ’ howaver theao measures ‘¢oincids, since the ahort.a{
. of conaumer g:mds - a.nd aapecially of durable consumer goode - resulting from
‘the preferance for :lmports of capital goods t.enda to direct the suall capital
availa.ble towards the production of such consumer goods “to the detriuant of
mestmnt 1in the production of cepital gooda. ‘ Lo
. Wo arrive thus at the third fact.or vhich limits econom:lc development 1
,R'azil. the ipefficient utilization of available capital. Much, -of courss,
remaing to ‘be done in connexion with the organiz.ation and rationalization of
production. ' However , the rationalization of manufacturing methods is “in itself
one of the higher mmifeatationa of tachnique &nd ‘there can t.berefare ba no
rationalizat.ion wit.hout tha prior 1mprovemant of technique. R

,_1_-/ ‘ Domestic production of capital gooda 1ncreaaed at an annuel rate of
" 14 per cent between 1945 and 1950, wherees the rate of -increase of .
' the' production of consumer geoda was 3,9 per cent (see Chapter I, ta’bla 7).

gj ‘ "Wban fuala are excluded tha avaraga annual rate of expamion is ..
8.5 per cent, NP .

/This problem
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This problem hes’ important ecomomic consequences, some of = ¥Which have
- baen dealt with previously in thé reports. of the Economic Commission fer
Latin,Amaricaulj o ‘ T St
) A therough enalysis of the Brazillan cotiton textlls industry, carried.
‘out” in 1950 by the Commission's experts, once again brought to the fore the
problem. of the very low efficlency of labour,-resulting from the technical
wethode applied in the: indvstry. ~ At the same time, howsver, the analysls
stressed other:important aspects of the problem, Thus, there 1is an‘appafent
wastage of iébéur‘not only in facteries where the equipment -1s outworn and.
obsolete, but alsb in pleanis equipped with the most modern méchinery. ‘This
phenomenon is-of considerable importeance, and 1s connedtsd with the general

' problem.of productivity, some ‘aspects of which will be investigated beloﬂ%g
For the time being, it must be emphasized that low efficiency of labour should
not be confused with improper utilization. of ‘c.hé fixed capital available,

'In'fact, it 18 precisely whers efficiency ls lowesdt that the atteupt. is. very

often made- to obtain & higher yleld from fixed- capital then would be:usual
under normal conditions, In other words, 'the low.efficlency of labour in-
oountries'such as Brazll is one aspect of the problem of the shortege of. -.
capital, In such clrcumstances, the raising of efficiency by means of.

- rationalization; involving only & saving of labour, may offer swall, if not
infinitesimal, economic adventage from the domestic point of view,ﬁf unless the
labour surplus cen be put to use. From the point of view of ‘the enterprise
itgelf, there is little incentlve to the introduction of more rational manuface
turing wethode, since the” cost of the labour unit is relatively smell:-in
propoxrtion to the total cost of the product. The .report of the:Commission
-shows that the repercussion‘of a saving in labour on,costs.of’production'is

7 to.8.tlmss grester in United States textile. industry than in.that of Brazil,.
‘V-T'&king‘into,,acc_ount the fdct,that & substantial part of the apperent labour

1/ see Economic Survey of Latin Amsrice 12&9, Chapter Vo

2/ "See Chepter IV, below,.

é/ Rationaliza.tion might. entall certa.in disa.dvan'bagea when an underta.k:ing hag
been established with foreign capitel, since it would involve & reduction of
expenditure on wages end an. increese in profite, When proflte are not re-
Invested but rewmitted abroad, rationaelization will entail a loss to the

country in which the underteking is located..
[eurplus in



- Efen;1e/211/Ada. 2

Page 12

Ceurplts in-thé fector 1éal~:'cie}nntb§:‘ﬁﬁ?ﬁ_,iﬁca 8. the exceda~yield of..capital, it

q

beé%mﬁs’aﬁidént'tha$~thslredﬁéti@nﬂin*labwuﬁiccsts@&ccruing;?xom.ramional;zation
would be much less than might &t first be supposed. fi;wfﬁw‘ar'w-umi

L -0 Thé gresat significance:oftHe rationalizetion of labour in highly
industrialized countriesis due to tw high lével of wages and the shortage -of
labour, Whehithese twoifactors aré not both prement,  the reduction: of. industrial
employment by ‘moans- of ‘rationalization leads to the. formation’ of & labour: aurplus
which . uhless it can be abacrbed at the :Bame level of - productivify, exerts ::
préssure on weges, end in & country exporting primary products,/may. possibly
contribute to & deterioration in the terms of trade, On. the-other hand, the
ibwaring'of-reai wegés -(actual or virtual), provided it does mnot affect the,
price ‘of iMported equipment will modify the ratio of the cost of squipment to
iwages i#t"favour 'of the formsr ﬁhus discouraging Investment in fixed capital for
the raising ‘of productivity)iv Ll :

' " fhage ‘commsnte’are: dt’ intended: o prove.the uselessness of rationalize-
tion, which nacessarily'aGGOmpanies tHé teshnical ‘improvement end modernization
of equipment, : The. Hole purposé’ of thése observations is to show thet organizaticn
develops coﬂchrrehti&fwifh a country's economy a3 a whole, onl??ggftain
conditions of generel ‘development is it poseiblé to meke wse of all the
resourcea of the scieht1fib organization of labour, ‘which in turn makes possible
high levels of productivity. ' ' ‘ ' o

' / Nor should ‘it be mssumed from whet hes' been said that little cen be

‘doﬁﬁ in an economy such as -that of Brazil with &'view to the better utilization

of the capital available. ‘An ehdrmous emount remains to'be done a8 regards the
doQOrdination‘of iﬁ#éstments. Recently an ettempt was mede to draw 'up a
syatematic ‘general plan of Government: investwent, but tle. -problen of - integrating
“this with private investments 1s only.-now begihning to -be studieéd, —/ This -
task of integramion-will cortainly be Basisr once a general plan of develdpment
has been formula$edJ M

P Co. L . - .. ‘i, PR A
T SRS SN -7":-':' ’

l/ One of the tasks of the recently established National OOuncil of Economy
uqder its Statutea is to draw up a gsner&l plan of investment for Brazil
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‘In the fo,llowing secition, ,.pome of the outstanding -problems of the
*:,prosent phasd . of economio ‘developuent “Th Brazil will be: deolt with, The eolution

i of theee -will be faoilitate& by'consiﬂering thdm ‘2.4, whole on'the baeis- of a
gener&l plan ‘of-dsvelofment.: e A e

pobleins ar‘e1n f£ron”the. reeenx.'haee of ‘dévelopment ,
f.' The most eerioue problem connected with the preaent etage of eoonomic
development of Brazil ie probably that of intensifying inreetment in the baeic

WVSome

'”.'sectore, ﬁhat 19, tranaport power and baeic induetriea. There are in faot

ﬂﬂtwo eeparate problems here but their eolutione are interdependent. On the .
one hond the davelopment of tronaport and of power production during the poat
'two‘deceda- haa been relatively ret&rded' uﬁleee the preeeing problem of re-'

"feqUipment ie oolved &nd the need for'an improvement of the servicea rendered by

' thede two sectors is met, the presenit. rate of development cannot e maintained
or inteneifiod On the othor hond, p&st exyerience eeeme to Yiave adsquately
'prowed tha£ there 18 very littls pooeibilitg of solving thia problem withoyt first

JdaVéloping the basic industriea, thot ia, thoae which make poeaible the dogestic

production of port of the equipment which Ats eolution mokee necessary in f.

: increasing amounte. However the inﬁtallation and operation of these induetriee
presuppoaee power and tranaport avoilabilitiee._ To aohieve an optimum solution
from the economic point of view, therefore the two probleme must be ooneidered
as interconneoted. : 4. - . :

The fact that those 4o difficulties can Only be dealt with 1n
conjunction doeo not imply that they epring from the sams CaUEES, The need to
intensify 1nveetmont in transport and energy produotion derives .from the slow.
development in theee two sectors during the past twenty yeare whereae the
'neceasity to inteneify development of the. Dasic industries is a consequenoe
rather, of inadequate oapacity to 1mport. The.latter difficulty 18 therefore-
more deep-rooted, a faot which mns¢ bo kept in mind vhen a oommon eolution is
being sought., In fact if we seek to remové the formor diffioulty without |
taking into account the latﬁer, the lnadequacy of the oapaoity to import will
be aggravatedl On. the, other hand the gnovity of the firat diffieulty will be

Adiminiahed to. tne extent that progreee ia mode in eliminoting the eecond.
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IE Brazih 18 uriable /b mAILAd turs :partiof: the capital good.s whileh’ 1t
“ requiras in increasing quantities: far 4ta .development; the “1imi tatton of foreign
meens of paymeat will constitute & strong check on such. 'ﬂev'eiopment.’ “The. - ¢
e:qperience of the paat few Jears. 15 j,nqtruqtive in tl,;ia co:mexion. ) fme quantum
| _lot‘ imports ef capital goode decreased by 26’ Q per eent between l9h7 and 1950,
_ 1ncreaeqd from 37.9 per cent to hO per oent., The faet that the su.pply of capital
gooda (excluding building) ml abJ.e to overtake the lah'z 1eve1 by, 1950 yes. due
to the aubetantia.l ..nereale of domast.ic production, which rose by 58 .per. cent
over that period. ‘e Ihua ’ given that the delqand. for capital good.e riees more,,
rapidly than the capacity to import them, 1t 1s eeeentia.'l. that the prodnction of -
. euch goods should develop mpre 1.ntenstvel,v t'.han demand. for them, Hez_zge ypg.z.need
to stimulete investment in this sector. L e
" As, an exe.mple, lat ua conaid@r the q,ueation of transport, which 19 of

enomoul 1mporta:n,ce 1n tha present stage of IBrazil'l econom:l.c d.evelopment. Txae

re-equipment ef Brazil'e railroa.d. syetem at pmsent reg_uires some 120 t.o 150
__thousanrl tons of rai.ls » 5 or 6 theusa.nd. truoks and coaches, and. several hundred

" locomotives per ammm. The purchase of a.ll this mteria.l a.brca.d. bearing in

'mind a.iao mat 1ts :volume wi.ll tend. to 1ncrease - weuld constitute boo heavy a
" burdsh on the balande of payments, and would ontail reducing importa of other

goods which 1t may not be posaible to preduce at the present stage of the
count;ry'la developieht, - It 18 na.tura:). ’ therefore N that :Brazil ahou].d seek to

| prodnoe an increasing proportion of the” equipment required. But this problem
oammt Yo solved. iud.ependently of that of the poweér to ‘be used for the railwa.ya
and of‘ the prod.uct‘lve capactty of the domeatic iron and steel ind.ustry. '
v It ia well lcnown that in recent yoars the leading: Bra.zilian railwaya ‘
nave undsrtaken an exteneive programne of repla.cement of atezmx enginee by
diaael englnes.l-d | ese ohaixgea evidently i’ollcw the linea diotated by the |

) v

.- P FURT ..
I LT Ly T P L

i/ Batmen 19h5 ahd’ 19149, eoal- consm:nption oi‘ the dentral mnway o:f Brazil was
“yoduced from ‘516,569 to 17 ,899 tons;, ‘Whoreas’ ii.q_uid. fuel’ consumption in-
creased. from 5,461 to- 59,214 tons, The same consumption trends were recorded
on other main rai].way lines, such as the Sa.ntoanfundia.i and the Sorocabana,

[tinancial
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~ fipsnciel:yosition of the“"rhfhva*ya , efnce it 1s more econdnié to use thie liquid
- fuel, “However; the ‘Sath d&taﬁna’. coal which ‘is vised for the productidnwof

& netallurglcal” coke hye' “£0 be “dhibmittod’ to & procesa of washing which mvolvea the

- simltanediie poliotion of steanm coa.l &t & 'FAtIo of 4 tons of. stea.m cal. to
'.‘.\.i';:-:'e"very 3. t6nae. of metallurgical” ‘cokb's BetVee‘h 191&(:: gnd. 1949, the prbportim of
B : domeEtic .coal oonaitied by the Volte:Redonda aokery haa decmaeed. " Ope - of the
“s. TERBODE Ut forwa.rd. to explain thig’ dscraaee 18 t.ho.t. the nationa,l market for
. 'gteam coal. has' become sta.gm.nt or 18 1n & phase of contraction. The replacement

i of . pleam by dlesel 'lotomotives therefora not only 1mplies greatar foreign

~eXxehange etpenditure for ‘1iquid- fuel but will alec compel the 1ron an& ateel

L Tidnduitry totintredsd expendi’ture on rew ma.teria.la, which must be paid for in

foreéign eurrenci, - AR IR S

© Thete 18’ still another aspect’ of the prob’lem. It has been argued that
the: railwaya must-lower ‘their rates 1n ox‘der to canpate with motor- vehicles ,
‘which have 1ncrea.aed. tremendously in numbax‘s G.ur:lng ’c.he past few yearag. The very

-i; fact that the coste of - motor tranbport mcluding 1nveetment anq, running

.r:.z‘eacpenses .aye largely pald th f’oreigl excha.nge, means tha.t this form: of tranaport
hap been greatly benefited by “the exchange policy. Furt.hermora “the. subata.ntial
d:nveatnmnt made by the’ vaernment ih road building ‘during the pa.at few yeare
has. also-contridbuted to the: advaxxt,age of ‘this form of transport._l: TR

‘There 1s thus & whole chafn’ of iﬂterconnectad phencmena.' th;
- preferential development of motor traneport the rise of liquid fuel conaumption
on the rallways, ‘the fall in coal production énd the compara,tively reduced

v consumption of ‘demestic ‘coking ‘epdl; A prioblem such as this. must be conaidered

from. the point. ‘of view bo*ah ‘of the’ most economic utilization of the available
-capltal and-of present and prospectiv‘e foréi@ exchange reaourcea.- Obvieualy,
motor trucks. have 1ndieputa.ble sconomic aa\fantagas in a country auch as Brazil
vith & 1ow degree of traffic doneity over’ t!ie grea.tar part. of 1ts territory
chever . the expansicn of motor transport ie being carried out concurrently with
that of the mod.em railvaye serving areas of greater econcmic density; a fact
l.argely ‘due o’ the inadequacy of these railways, the capacity of which has not
kept up with the development of production. The problem, therefore, is not
necésaarily one of competitive transport rates; but thie need not prevent us
from considering the question of the comparative adventage to domestic econamy
of directing investments into. cne. or other of these forms of i{ransport.

[Even so
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poasibility -of & substantial ‘development Of domsstic petrolmm production or,

g

syatemauof the lerger .cities, trams are being rgp]_acgd ‘by bugee wit.h a i
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‘Bven so-far ag. thé coetr ih fdreufﬁi ‘eXchafgs” ié" coneemed it ahou.ld

be mmqmbepad 'bhat An. motm" LraBsport depre‘cia.’bion“ia fiote rapid and f‘uel

r'!r

coqeumption por freight: tom-is ‘groateyy -THe pi'eferential de?elopment of motor
-brenepoyt. thus tends ‘4¢: increase: . operating cobts 1n’ foreriga e:change more h
rapid.‘ly Ehn samé . mEy . be.-. mdcl’ ofF investénén% ex;nonditum H.n foraign exch&nge
eince ver:,r fov motor wshiclés arbisven . asbetbidd in Bi'azil whereas a. got:d deal
,;0f . the.. rollj,ng Aatock and ‘retlway materidl e’ ‘néw- ~produced by dcmes’oio 1nduetry.
.- Undoubtedly the 'problem would be radicall,v changed ‘4 there wene any

altema.t;lve]y, ;of in¢reasing.the cehsumptiorx of hydroelectric power on “the
‘xeilwvays t.o the necessery extent.: Givw“the exis‘bence ‘of petroleum dﬂpeﬁitﬁ
in the country, the development of petroleum production 15 primar:lly & métter

- of technique and of capital. “However, erperienée seems - to have: proved beyond

d.oubt that in. this sector: the: difficu.ltiea have not alwaya been éolvred by

application of gtrictly econchic” criteria. During the past’ few yea.rs soma

progrese has been made in. the! :eledtrification of ‘the ra.:tlwa.ya,» elecﬁric cher
. consumption in thie:Dbranch: of ;trassport ircreased” between 19h5 ana 19h9 rrom
-@23.miltlion to 313 mill:lm» ~The vagt: hydroelectric potentia.l of the’ araa.

. served by the leading railways suggeste: ‘great yoseibilities in this field. If

8 reasibla aolutiqn is.to e found in- thisvdirection s howaver, enlectric pbwen
1nstallat1m;s met be expanded at a conaiderably highe“r Tats than that recorded
. during thg past.twenty. years. " Moreover, this need to incr‘eaae the production
of hydroelegtric power-is: ‘tne of- the basic problems’ confronting Brazil 10 |

- 118 .present phase of development. -As will be ehmm below; the cmaumptim of
hxdrqelectric pover is.dsveloping mich’more alowl.y {han Brazil'a deVelopmant
mfmires. One, of the detrimental results of this 1s t.hat “in" the tranaport 7

1-1‘!',"

ccnsaquant rise 1n :Bm:eigm emha.nga ‘comtg, A B
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" ‘Prom'what has beeh aaid on “transport and ‘pover, ¥t will Ye seen that,
“'Quring the past fol yeara, operatiﬂg ‘conts ¥hith must be patd £or in forelgn
exchange’ havé ténded to" increasa ‘yather ‘thali- decresse in these two baslc sectors.:
Now, given that the” éapacity to 1mport ddes hoﬁ ‘Yncrease in step with the value
of investmsnt, a&nd that thb operating expenses in’ fonsign ex¢nangb entatisd by
1nyeeument inctease &t & more than proﬁartianate rata it {8 blear that without
expanding “the praduction of capital goods the rata oF davelopment muat perforce
*h& ruduced. a ' B
' " The production of capital goods cannot possiﬁly be 1ncreaaed without
firat expanding the capacity o tiie ircn and éteel 1ndustry..' In 1950, though
1t vas working at full capacity, tha 1nhustry was" undble o maet thrae-fourths of .
the market demand, The probléms ‘which depend for ‘the ¥ aolution on the
;‘oxpansion of iron’ and ateol production are numberiesa. one of the most
1mportant of thase 16" the' | mgse production of txansport material Domeatic
- production of raile alraady maeta a aubuﬁ&ntial part of Brazil e raquirements,
and the aama may ‘be aaid ‘of railway trucka. ’ The production of diesel motors of
" more then 1000 AP 18 now haing 1nveetigpted with & Hev to establiahing completa
'domastic production of this type of locamot1Ve.£/ bfngo howavar, steel production'
cennot, be 1ncreased over a short perlod the' expanslon ‘of 1nduetny will o
necessarily entail iricreased demand for fmports of this basic material. The samme
appliea to- the motor truck and ‘autcmobile induatry, in which considerabie develop-

£ _ SR T ey N

" hent 18 now ‘taking place.’ Thie explaihs ‘the efrorte whkich Brazil has been naking

since 1949 to augment appreciably the productive capacity of 1ta 1ron and steel

" indumtry. Naverthaleas ‘Finandial difficultiea and especially, Brazil' restricteq
"capacity to 1myort havs delayed euch expansion until 1951 S '

A

klf 'This 18 another aepéct ‘of the question of directing 1nVestments~ ‘wﬁéu'type
of aquipmant 'shduld ‘be QIVen priority of 1nyestment? Brazil does not yet
‘panufacture’ steam locomotivea, though 1t offers a greater market for ﬁhese
* (dospite the difficultias created By lack of ptandaraization) . ‘THe *
manufacture oft ﬁieeal luccmoﬁivas corraaponds to the ‘prospects of 1ncraased
7 demsnd Por’ ﬁhem 1n visw of the current plana 6f the leading railway
e co&npa.rxies. FEEY SRR SN e . ‘

et it i o i o /The consumptien
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The consumption of other products, among whibh tile moe£ important are

'basic chomicals, has teﬁded o emﬁ at 4 mcmqeing ra.te n the el of scohe!
: "developmnt. Some of theee preduota m uead 1:1 induetr;r a.nd otnere 111

'- agriculture. : I‘f they camjxot be supplied by domeatic production they tend to
[ -a.bsorb a growing propox"tior's of i’oreigx exchan@, cansing a riee 1n foreign
exchange expenditure for t.he ceﬁﬁfry e economy a.s ‘a whole. . It ie eaey, ﬁhere.
fore to aae whet epecial a.ttention 1s being given e.t the preeent etage oi’
" Brazil'e’ economic development %o the pmblem of the ‘basic chemicel 1nduatriee.

Same progress. has 'been made in the pericd umler review .- nefemnce ahould bo

“1iadé 1n' thid connexion to the' dar"bonization procees at the Volta Redonda gokery,

* 'and the establishmerlt df ssverel modern fastorish’for the production of sulphur

- :"""acid and electrolytic cauetic eoda. ' Homver, the problem of ‘the utflization of

coal-bea.ring pyritee haa not yet been eolved ’ though t.‘ne mnufactum of gulphuri
.acid depende ‘almost entirely on foreign sup:pliee of eul;ﬁ!!ur, nor hAB W progre
. ‘been made towarda the la.r@-sce.le production of eoda. a.sh a:;d ca.uetic eoda.. The

e ‘a.mua], coneumption of alkalls computed 14 tems of soda ash, Bms “ about

_""r’150 000 tone , a.nd ‘roveals u.n upwa.rd trend. , 'I'he fea.aibﬂity of esta.bliehing a
""'vsolve.y pla.nt of madium size; hes been’ proved, and the Bmzilian G-cvenment has
s ‘undertalﬂen *‘bo eet up auch a plant., Bem as in the cue of petroleum, the
,Pro‘olem of technique 15 at’. 1ee.et ae 'vito.l as that of ca.pital resourcee. ‘”i'_f‘
’eeohnicians ca.nnot 'be obta.ined from a.broad the ‘most- practice.l solution will be
tmin them 1n Brazil - a.gain a g:mve and perhapq 1neolub1e problem for a countr
aufrering from a shortage of ca.pital . . Iz S

L Before leaving the aubjeot of aotc ehemicel 1nduetry,. ve muet éavote

eome'a.tt.en‘bion to. the problem of i‘erbilizere. Consumption of theee has expande
considerably during t,he period under ;'eview, and will ha.ve to 1ncrea.se at an
. even grea.ter rate . 1n the future 1f Bra.zil intends, ,aa the ‘needs of 1ts. economic
-developmen'b demand s %o improve the efﬂciency of 1ts a.griculture. The i

-1tcree.eed coneumption of i’ertilizers 1n the 1331; twe 3ea.rs 19 dus to two malin
‘factora. - The firat 13 the fact that, efforts m 'being ma.de o mcluim increasl
| t.rea.a of the old 1a.nde exhaueted by exteneive cultivation.  Bome.of the
| colonizetion ex'perimente ce.rried out 11; Sao Pe.ule, for inat-anse have recent;!.y
shown the.t 1t may be more econcmic b mcover ‘the old coffes lands, for agricula
tural production (to mest locel demand and for dairy cattle bmeding) than to
-; Bove avay from the urben-cewtres in seerch of virgin soil. The second factor d
" the interest etimulated by the recent aeveaapemt of the large, semi.abandoned

coffee.plantattona.
/In addition
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e - In additlon to.thege two‘.iﬁﬁ,tora yhiich have led to.s eharp increase 1n
the cqgsumpt,ifm of’: fertilizers - o.vthera oi‘ B more @naml nature. muet also. be t&ken
into account amd wi:l,.‘; galm themsalveg fe;.t wixh ;lncrea.eing, ef;'ect. ‘ It 19
recognized Jhat tha marked, contraction. in t;;e,pricq of Braziliangagricultural
axport. products which ha.a bep ,dn. pxpmggﬂginpe\g;g gma& deproesion,. .hs.a led
farmera, who are anxicus to lower' thetr cogtg of prgducpio;; to, 1gnom totalIy the
N med for mmtaining soil fertg.li‘by e a conaidpration vhich 15 1argely diaregarded
. evan unﬂer norma.l qondit:lons peca.use of the vaqt t.racts of viggin qoil availa.ble.
'I‘he z'esult haa been 8 sharp decline in the y:leld 91‘ the .8o1l dpring the past
- decade;_,la graVe dg.ngar for Prazil }'Egiess invagtmspt in agriculture :I.a 1£craasad
ths coet of agricultgral l_tgrc:du,c1:,1.0;1 1n tams gf human 1ahour wnl tend to ;'1se.

, . :‘L‘ha recovery of, agricult.uml pricea ,‘m the eecond half of tha 140'5 led
| to substantial investment 1 agriguxture,,gna this 1n tuxrn, has 1nxensif1ea the
dema.nd for fertilizars. I..ike tha bp.sic chemical productp used An. 1nduatry,

fertilizers actually mprelent opexagipg cpets,,a.nd t@nﬂ to, ‘be mquired 1&

1ncreasing quantitiea. Um.eas Brazil succeads 3n bullding up 1&::39-3%1@
production of such gpoda ﬂxpenditum of foretgn excha.n@ fgr a,gric}glt,vum c,a.nnot.
., fail. to increase., i

. - R R oo
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©- Iy risa in the price of coffes_and-the: ca.;aacity 1o :[mport s g

' preaent phase o:f ite economic developmsnt gives particula.r lignificance 'bo the

rise In the price of coffae In the international market since the orid ‘of 1949,
During the past 'bwenty yaa.rs the impor'ba.nce of’ coffee's contribution to

%he na.tionai inccme haa heen substantially raduced. ' In Cha.ptar II'I “of t‘hie study

1t 1s eetmtea that betwben 1925 and 1929 ‘coffes Gontributed ‘more then i 20 ‘por

’ aent to the groes n&tional produc’t but that 'between 191;5 and 1949 "1t shave

' hed fallen to 11*91:.19 #ore “than’s ot hent' ~ In 1950, when" ‘bha price increaae
o0k glce, 1t contribiian slightly sore #heh BpF cent 7 "

tht PR : :.4-‘_-; ..N S e e “f. e R A T I L

/1t should
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" 2V should Wot beagsunkit mmmn,"th&tw’bhe mmﬁaﬁee of coffee has
deciimd propox*’dwiﬁtalyu Thé‘j:éeimem of:coffoe: 40 relation o Bmzu's
capacity to° Mport Han-veen 14Fesis atntatredis . 1925-99 4. gontributed
‘?2 r éenit *of"ﬁhe “clirront valus-sf exporto AnAQuB5ahgh1 .2 pe:é' dént dnd +1n 1950
’ §5.8 jper ettt " Thus “BreE{l e capacny %6 mport dapemiad ot 1tesc¢ffaa axport.s
A * atfiont 46" much 1n i950 as in: 1925-29. R O R T LR IOTIE s ST
As a mauit, "Brazil?h balance- of pAymsnte:iie.sow: Btill ms;mé Bdns‘l;tiva
K ‘Bo ‘Fuetuatiche 1n the qu"a.ntum and valie a3 1%e coffes' sxports;: einoo Whitle: i
haE’ suéceehed 1n éfadually fréeing dts mtibnal tricoms ‘Crom-ths 1nf1‘uenca of
oo‘ffeo production, i’ naa ot been ab:te to do"as much Por-ite capacity Ho mportx
II‘ the quantum or Yelua’ of" ooffes’ oxporta wore tiow to'be’ red.uced, the decksase
b would not e.ffect the’ ntional’ thoold’ to the "eame extent abiits would have done
e grmerdy. ‘so that Ehe' maulting declins 4z the damahd Por impoita Would be ¢
jpropbrtlona.tely Jewer. ' But suthi's THIL T4 coffee expom would: affect: the'
ce.pacity to ‘trport Juat aa ‘ghiongly ‘now as in ‘the past, and ‘{t& proasuny on the
beildrics ‘of payments ‘w014 “thes fore m fa‘ct te dreater, .In other words the
- offect of & change ‘tn the“price of coffeal on pational - Ancoms would now ‘ne four
times less than in the pertod 1925.29; thus any such modification would -*have
much less effect on ths dema.nd for 1mpor‘as. : Hewevar, ,chgngas An t.ha p}'iqe of
coffee continue t.o affeet. the capa.city *bo 1mport to the sems axtent now ag in the
pa.st. - Hence, 'hheir positiva or mga.tive 1nf1uance on’ the ba:.ance of ‘brade is
qu.tem . . - o e
. On the whole the riﬁe 1n ‘the price of coffee aince the énd oi‘ 5.91!9
k‘ mpresenta a cyclica.l recovery retarded by & variety of factors.‘ In Chart. 5 the
1ndex of coffea export pricea 15 cnmpamd with that of Bmilian mport pricas,
with a. view 'bo ﬂ.J.uetx:ating the fluctuatiam of corfee 'a purchqsing power in
the w.orld. marlmt. . =1t will ‘bé aeen from thia chart that 1n the cyclica.l ujpawing
of tha 30'g cof‘fee d,oee not appea.r to have made a.ny appreciable racovery, _&nd
in faot, the coffee deprsseion which bega.n 17,1 1930 las'bad for about lb yee&'a.

[The long
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The long -period of depressed coffee prices led to 8 fundamentel change
in the age-etructure of the plentatione, resulting 1n the progreeelve
predotiination of older treee.:3 In Chapter III 1t ie attempted to show that the
consequences of . the ageing of the coffee plantetione will be felt throughout the
whole of the. preeent decade, and that eubetential 1nveetments will be reoulred if
the present.level of production 1e to be meintained But even the maintenance of
present 1evele of produotion will mean e reduction of Brezil'e cepacity to export
coffes, since, ae mey be seen from Chert 6 domeetio consumption during the past
few years' hésbeen supplied by etocke accumulated durlng the preceding perlod.

There -are. no grounds to assume thet Brazil will be. able to raise the
level of: coffes production before 1955. During the next Pev years, therefore,
coffes exports will, probebly remain at ebout the 1950 level, which ves well below
the annuel-average for the preceding five-yecr period. _

.‘The :influence of coffee on the capaclty to 1mport during the neyt fow
years will ‘depend. essentially on the ratio of the price of coffee to import prices.
If the: prioe of ‘coffee remeins at the 1950 level, ‘the recent rise in Brazil' !
capecdtv to import will be graduelly cancelled eince 1mport prices tend to increar
If, moreover, the relative price of coffee~1e not maintained at a high level,;, dt
is herdly likely that coffee cultivation will attract the exteneive 1nveetments
necessary to maintain’or eurpeee,the present level of production. IT theee'
investmente: ere not made, the teadency of. the level of production to fall noted in
the pest twenty years will contdnue, owing to the.very low nrcportion of new trees.
In this case, dieequilibrium ‘between supply and demand will be aggravated with
gerious effects on the 1evel of coffee conlumption throughout the world. e

Generel Terms of the Problem | , :

Brazil'e cepeclty to 1mport remeined virtually etagnant between 19&5
and 19h9, end though it rose considerably in 1950 a8 a result of the improvement
in the terme of ‘trade, the contractual obligatione eeeumed in previoue yeare to
cover deficite in the balence of paymentel/made it 1mposeib1e to reoover 1n 1950

17 The rise in the price of coffee meant an influx of more than 300 million o
dollare to Brazil in 1950, but outetanding commercial debts which had to be paid

before the end of thet yeoax- amounted to scme 200 million dollars.

/the 1947
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the 1947 level of total impeorts, and eapecially of capital goods. )

An increase in. ‘the-captcity X5 ﬂmport during the period under review )
reeulting from en ‘increase in-the’ quantum oft’ exporte (had this been poseible)
would have involved reducing the: supply” of goods manufactured in: Brazil for |
domeetio ‘use.. This problem must Yo given careful conaideration in connexiem o
with the formuwletion of investment policy, eince the ebJective, in the 1e;t ’
rescrt, .is the . optimum utilizetion of' ‘the" soarce capital available. If ae has
been astated, one .of the :'most serious obsteclee to economic ﬂevelopment 15 the .
shortage of externel means of payment; 1t mist also be remembered that in the ey
post-war period Brazil's exports have been paid for to 8 large’ evtent in ‘
currencies heving: limited circulation, Tt has thus been impoeeible to obtain -’
the’ moet gultable imports for.Brazil in return for its exports. L
' An alternatlve path to increased capacity to import lies through
improved terms of trade.l/ The risé’in’+the price of coffee, together with
<" other factors, led to & -substantial improvement in Brazil'e capacitv to import E
during 1950, " Provided that theré 1s no fall in the. quantum of exporte, the’
‘present level of export prices should etimulate economic. development at least .
until it is overteken by import pricee, and aasuming that there are no ’
difficultiea in-obtaining capital’ gooda in the’ international market.

During the period under review,- operating costs. in Brezil im terms of
foreign exchange increased both abgolutely and reletively. - The country: now
‘requires relatively greater importe of fuel and dasic producte consumed bJ its J
'induatriee end agriculture e ) . S

' buring.the firat stege of its development, Brazil was able to ‘solve’
this problem by progressively modifying the structure of its 1mports, reduc{ng
the proportion of foodatuffa, light manufactures and other gOOds incre&singla .

:.‘,

7 Capac ty to import mey also be increased by the investment of foreign :
capitel and will then tend 0 aeoline in inveree proportion to the coﬂt of
eervicing of euch capital. '

s s (BYORUCOA Ly
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produced 1 Brazil. ~The possidilities of this method, howaver, heve to all
intents and purposes been exhausted‘; TIni'this connekion one further camment
should be meds;’ namsly, ‘thet the demand for the consumer goods impozted by
Brazil during the Pirst stage- referred to above 1ncreased in ‘step with the
growth of the population, but more slowly then real 1ncoma,2/ wherees. the
demand for the goods 1m@orted at present 18 incressing with the population,
but more rapidly than the expension of real income: .. Since these goods Bre
intended for prdductive processea‘(1ndustriai‘matals!-basic chemical products,
fuel etc.), demand for them tends to rise together with the volume of -~ -
in#estmpnts, which in its turn increages at & greater'rate than real income
during the process of econcmic dévalopmant. Tﬁus, Brazilian fuel imports
expanded between 1945 and 1950 et an average ennual rate of 26.7 per cent and
imports of- besic chemical products-at an average ennual rete of 24.8 per cent.
The products included in these two categorles, which in 1945 constituted

13.3 per cent of the total quantum of imports, had risen by 1950 to 23.1 per
cent, If steel imports developed at & much lower rate, this was duwe to the
substantial expansion of domestic production, as will be shown in Chepter II,
Thus, even if exports should rise at the same rate as reel income, ceteris
Eariﬁus, demand for Imports will always tend to exceed the capecity to import.
" However, past experience has amply proved that the cepacity to import does not
rise in step with real incoms, much less with the volume of investments: e
fact which mey be noted, in connexion with the recent period, from Chert I,

I/ Prezilian imports classified as "essential" by the Bank of Brazil,

" constituted 90 per cent of the total value of imports in 1949 and 92 per
cent in the firgt half of 1950. Durable consumer goods, such as passenger
automobiles, motor-cycles, refrigeratores, radiec recelvers etc. are mnot
considered "essential ", though there 18 little or no domestic production
of such articles.

2/ In countries vhere real per capite income is very low, the demsnd for
certaln consumer goods increases at & greater rate than real income; but it
rmust be remembered that this phencmenon 18 due to the exlstence of social
classes whose basic consumption is subnormal; and the coefflcient of
importe of such classes is very low. ‘

/It may be
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. .1t may be concluded .from the.above that in. order to continue its

, economic development Brazil needa .at 1t$ pressnt stage to lower or at legst
'check the rise in operating costs in terms of fcreign eXchange. Hence, the
urgent need to direct 1nvestm9nts into the basic sectors: the producbion_of
hydroelectric power, fuel, induatrial metals, chemical products etc. Only
when this hes been accomplished will the necessary conditions oxist for the.
establiahment of larga enginaering industries, enabling Brazil to ploduce the
heavy eauipment and modern vehiclea of every tvpe which 1t -will recuire in greet
cuantitles at a higher stege of 1ts development. If, however, en increasing
propertion of the capacity to 1mpcrt is used to cover operating costa, 1t wiil
become increesingly difficult to import the_apecialized‘ecuipment acd the

~ technicians eseential.for the 1nstailation cf auch'industries, and_fcr the
maintenance of others at the level of technjcal development . obteining in the
great industrial centres.

JCHAPTER I. .



E/cm IE/EIY/Add e
Page 25

CHAPTER Ti ' PRODUCTION OF GOODS AND"CAPITAL FORMATION ..

1 k.,a‘. 1

Production of goode

i During 1950, the producticn cf goode 1n Brazil increased hy 3 7 per ce~+
88 compared with the preceding yeer.‘ Thie rate of expaneion is lower ‘than p
pcat-war average, yhich wae about h 9 per cent per year. : Production cf ac ﬁa o
26.5 per cent higher 1n 1950 then nuring the laet year of the war, “but the per
capita increaae during the. geme. period wae only lh 3 rer cent,‘ that is, an annual
rate of inorease of 2. B per‘cent.ﬁ Thie may be taken as an approximate index of

PN

5the rate of expansion of real inoome during recent yea*e

P

:Table .. Brezil: Fluctuatione in. the_prc uctloq of; gouds ﬂuring the period

: Aowhly T e i -Eﬁﬁé 95 ir;n i z*.a S I
'Years Velue in * ‘Index . Amnusl . Index of 1 ., Annual
« smilliions. , .., fluctuation .. pevr capita‘ . fluctuation
of 1947 7 (a8 a per- proﬁuction’ “(ag g PETE i -
oruzeiros » - . .cenbags) 11 v v o fﬁ_,centeee)
1945 72,699 100 i 100 -
S A946 7 78,226 '107.6 76 20548 e 5.5
1947 . . 77,517  106.6 . - 0.9 BT S )
1948 - - 85,1607 117.1 . 9.8 T s 1o T - R LA S Y S
-1989° 7 BBy669 . - t122.0 . : k.2 .;,.112 - DR - 1T YOS
1950 91 993 .125 5., L 3.7 114.3 & 1.6

Note: For the calculaticn of the production of goode eee Appendix A,

g 7'

. Taken separately; both primary end secondary production 1ncrealed more
or lose to the ‘same extent between 19h5 and 1950-T which would euggeet that*
“during the post-war period Brazil maintained the structure of productlon which
'the epeciel conditione created by-the var hed enabled 1t to achieve.. There was
thus no repetivion of the proceee which followed.the first World War laftey which
the pre- 191h,economic etructureEWae largely re-established.

}/ The increase 1n real income may possibly heve been greater, given the s
tendency ‘for the production 'of gervices to ¢xpand at a gregter rate than that
of goods, © In Appendix A various aepecte pf thie problem characterietic of
under-developed countries sre discussed. ~ It must be borme in mingd,- moreover
that part of the goods_ produced eare _exported;. which accounts: for. the reper«
cueeions of fluctuatione in terms of trade on the lével of real incoms::

I E . R CL . - P

e,
poabran iy

. ooy . . o N L R T e LY
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In so far as the-production of goods.is cpncerned, . the period under
review may be divided into two stages. During the firet (1945-47}, significant
reedJuetmente took place ae & reeult of the return to normal foreign trade
‘conditione and of the accelerated expaneion of primary production. - During tle
. eecond (19&8 50), a greeter development of secondary production may be noted
' though primary production continued 50 aevelop uninterruptedly Lol ff
© The indicee of menufecturing production contained in'Table 3h R
:"Chapter ITI, demonstrate’ that the decline of industrisl production during the g
first stege refetred to above wae largely due to ‘the eituation in the cotton -
textlle induetry, which contributee ebout one-fourth of all induetriel prcduction,
and suffered e eherp fall in. exports beginning in, 19h6 Similerly, ‘there was a
sudden contraction in the production of vegetable oile, which hed expanded partly
to meet demand in the .export ‘market,: during the .war. Some foodetuffs. induetries
vere eimilarly affected a8 g reeulx of the inteneification of exporte of raw
products, or of the fall in- 1mporte of rav. materiele. The flour milling induetry
is a case in point. ‘

While ‘1t suffered the effecte of a contraction in the market for
seversl producte which during_the war enJoyed a privileged poeition -- for .
example, etrategic producte: -~ ‘primary production benefited by the etrong foreign
demend for agricultural and cattle producte which made iteelf felt in the yeare
immedietely following the var, ' ' ; E &

Teble,z.' Brazil: Fluctuatione in gﬂimg%y and eecondary E_pduction during the
T o ‘period 1045-1950 - -t - C

Yesrs  Index of ~_ Annual rise Index of Annual rige
S primary . - - (percentage). .. secondary . (percentage) G
production. .. - . ... production

1945 - 100.0 ST i 100,00 AT

1946 109.0 - - 9,0 : 106.3 - 6.3

1947 110.7 1.6 102.8 - 3.3

1948 - 1 . 116,0° b8 .12 15,0 .
Gk Tk T s S i116 v 0 2,97 :
1950 128 5‘;»ff;¢,Kag,5.O;' .12h T 2.5

(AveraseJ con e iy 52 LT

Note. Fbr the calculation of tbe indicee eee Appendix A.

There has been 1ittle change in the relative importance of the groupe
conetituting primary production. = Mining production, which represents less than
1 per bent .of the total production of gocds, suffered a slight decline in some

' /branches
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branches, corresponding to the contraction ‘of the’ merket for strateglc prodncte.
HOWever, the increeee 1n 1ron ore production during the foilowing years ensbled
the general ‘rate of! de?elopment to be maintaineda ?rod&ctioh 1 the: Vegetebie
extractive induetrwafell from 1 9 to 1. 6 per cent ' Of the various branches of
primary production, thie eeetor depends to the greateet extent ‘on tHe foreign
'market. During the period under'review the relative importance of esgricultural
H'end cettle producte underwent little chenge ee will be eeen from the dete |
1 contained in Table 3 e , o : CER R L
.Teble 3L Brezil: Relative importance of the veriogg_gggnchee of the gpode -
production during the period 19h5 1950 S e
(percentage-of totel production) R

Primary production _ S “ Secondary production
"~ Yeers ‘Totel Agricule Cattle Vegetable vﬁdning‘ Totel .Manufac- - Building
' ture breeding extractive _ turing

1946 4%2“”3h&’““9$:ﬁ*fkhﬁﬁ“; 0.6~ - 50.8 - 835 - T.3
1007 5ok 380 0% v L7 o086 k96 133 63
1L B8y 7 359 T 9.8 L7 06 . 519 467 .. 5.2
aoh9 - 48T 36:T . 9.8 . 6-. ;.06 - 5L3 oL b9
1950 k9.3 '37.3 9.7 1 6 . 0.6 5077 . 45.9 4.8
Note' FOr source and method of celcuietion see" Appendix A..

>~ "

Availabiliﬁg of goode . o f o
‘In the preceding eection 1t wae pointed out that the total production o

goods increeeed at en averege annual rete of ebout 5 per\cent. waever, only a

part of this produgtlon goes .dirsct.to. the domegtic. market._ The remainder is

i “exported end reechee the domeetic merket only 1ndirect1y, dn the form of 1mporte.

'H‘Since exports have 0 cover not only 1mporte but eleo the debit balance of
:eervieee and eince importe are 1n ecme caaee peid for hy 1oene and by 1mported
. or repatriated capitel the volume of goodﬁ available for coneumption and for
_;: capital formation doee not neceeearily equal the domestic productdon of goode
eupply of goode for domeetic coneumption widened the principalbreaeon being the
eubetantial debit and credit balancee of trade which Varied between a credit
balence of 5,201 million cruzeiroa in 19&6 and a debit of 1 610 million 1n 19h7

l/' This comprises vegetable products not cnitdveted.eyetemeticaily,'thet1ie,
’ yerba mate, carnauba wax, rubber, certain cil-seeds and hard fibres, etc.

/Apart from
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l

"« 7o Apartifrom-the direct: effecte of these factors, the availabillt;

goods may bé affected by fluctuatione in the terms of trade; .1.e. , 8 grgater or
smaller volume .of. godds may be. imported in prcportion tb the volume of exports.
Thus, Brazil's terms of trade.deteriorated to the extent of about; 10 per cent |
between 1945 and 1946, and improved to the same extent betweeﬁ-l@hs agd.l9h9.

The influence of the terms of trade on the availability of goods naturally verie:
with theiprcportion of exportefto total‘production., Now, in 1946 about 30 per ce
of all goods produced were exported vhereas in 1949 only about 20 per cent were
exported.“ This fluctuetion of 10 per cent 1n the terme of trade may have repre—
eented a net decreaee ‘of - 3 per cent in evail&ble goods in the first caee and a
net increase of 2 per cent in the: second

Table 4 shows that 1n the pcet-wer period the eupply of goode for

.domeetic coneumption expanded at a greater rate in Brazil than domsstic production

[PV

" of gocde
Table k. Brezil Production exporte importe apparent avallability of gcode
< ‘ and texms .of trads .

: ‘ Indicee Lt

Years Produc- Exporte Impcrte Availa- Produce . Terms of A?ETIEETIffﬁ?
tion. bilit tion ~ trade of ‘goods -

(in millions of 1947 cruzeircs*ﬂ S o o ‘

1945 72,699 18,610 12,625 66,605 106.0  100.0 - 100.0 .°

1946 78,206 21,153 14,676 7L, 7h9 107.6 89.7 107.6

947 77,517 19,265 22,789 81,0&1" 106.6 W0h.2. . 1215

1948 85 160 18,244+ 18,801 85,717 - - 117l - 96.5 128.5

1949 88,669 18,051 19,371 . 89,989 122.0 -  105.0 134.9

1950 91,993 16,738 20 JTL5 95,9710 126, 5 1T.b 1309
Hcte: _For method of calculating aVailable gcode eee Appendix B. T

. ‘The data contained in Table y have been partially corrected to allow forx
exports consisting of}etccke eccugglated_duringvthe war years‘,_ The real supply
of goods may possibly not have-dncreaeed.ee much as the index would lead one. to
suppose alnce the correction only covers ccttcn and ¢offee stccke. However the

. substantial expenditure of: monetaxy reserves after 1947 . and the aettlement of out-
. ptanding commercial accounts during 1948 and the first half of 1949 must . inevitabl
heve-led to an increase in the supply of goods in Brazil. v‘f _ f'_'ﬂ

‘ During the period under.review the average, annuel increaee 1n the ‘
production of goods was 4.9 per cent, and in the availability of goode for
domestic consumption 7 6 per.cent. "

/Table 5.
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Table 5. Brazili Annual ifitrease iﬂ pboduction.and in the apparent
availability of goods

(parcentage efuthé preeediﬁg year) EI

Years 7 Produetion ¥ Availabiiiqz
e TR f-"-*r~r,w,._h.i,h."~"--—- ,
19k7 e e QE9ras it s 1T 13,0‘ _ S
1948 . e e 98 5.8

1949 . AU - R 5.0

(Average): .. .- .. . 49 7.6

Source: See Table U,

" Theae data show that during the post-war:period consumption and
capitél.formbﬁibn in Brazil ﬁafe-greatsr then would have been poseible: by
the mere utilization of -domeatic preduction,  Until 1949, since. there was
no appreciadble change in the terms of trade, this greater availability of
'goods could only-have been due 1o the. expenditure of reserves (in money or
" goods) and”to’ financial obligations ‘comtracted ghread. - In 1950; the rise,
in the supply of goods wag- ‘primarily due-to’ the im@rovement in, the terms of

o traae. T Y P e
i i
4 N vaon ! .
+ t ¥ H .
. .,
» :
e
.
Lt
’ .

E + ¥ '.-.:'kh
. /Capital
: AL ol b

PR

.
i (
Mt
.
oy .
T el
N



E/CN 12/217/Ada g
‘che 30

' capital Fomgioh," e
{a) The ehange in the direction cf inveetmcnt ‘

In order to devalop ite economy, Brazil neede eubetantiel inveetment
_ﬂin practically svery branoh of . econOmic activity. he oyportunity for cuch
‘Qinveetmcnt ie restricted hy the limited extent cf previoue inveetmento, ref‘euteﬁ
“in & low rate of productivity and low per capita income, Economic devolopmunt
18 obstrictsd at the very cuteet by thie doubls barrier° the low inVeatment cf
eguipment per WOrker 1imitc per capita ihGOme and thie 1n turn limite the level
ﬂof new inveetment , _ _ . ' S ,"
: ‘ The queetion 18 hcw Brazil was able to eecape thic vicioue circle during
the twenty yecre following the 1929 crieie.l g was shiovm. in the' l9h9 Survey,l
-there & are -many 1ndicationa that during the period beginning}5930 Brazilian econcmr
developed by 1ts om reeouroea o : : ; :

The eccnty data availcble b not permit inVestigation of the manner in
which Brazilian development wae financeh during this period much leee an eetimcte
of the real volume of net invectment in the country. Of course production and
‘concumption Bxe indicee ‘of economic development but for short end medium periode
-they need to be corrected to allcw for decapitalization. It muet be asked for '
‘_inetance, to. what extent economic developmﬁnt ﬂuring the. 30‘3 and the war yeers
‘wce counterbalanced by the deterioration of the traneport syetem end public eer-
“vices the obeoleecence of textile equipmont the loee cf eome 1, OOO million
tcoffee trees and other eimilar developmente. o
| Statietics on the- Brczilian railwaye will give sonma idea of the extent
fof the deterioration which has taken place during the paet twenty years in the
fnaticnel tranepcrt cyetem.- Between 193k and l9h5 there wag.an 1ncroaee of L
:6 6 per cent An reilvay mileage in Erazil ‘whilst the number of locomotivee roce b-
8.6 per cent ‘end of trucke by- 23 7 per cent During the' same—period there was
‘an increaee cf 119 e rer cent in paecenger traffic reckoned in paecenger-kilc-
metres, end of 100. 6 per cent in freight traffic reckoned in tonrkilomctree. The
. state of the railway material in uee et the end cf the eecond world War provee
fthat,invectment since 1930 has laggedbehind;unmal_replacement,requiremcote.

Y Boonomie Survey for Latin America 1949, Chapter VIIT.

/The same
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The same applies to the most' important ¥ranch.of. Brazilian industry --
the bbfton textile induetry <. as tor the'railwaye. : Leas textile equipment wes
impor%ed by Brazil wetween 1930 ‘and~ 145 thep -during: 19h1/b9 Therg sxe many .
signa to show that dnring the foruey iperiod net investment . in the cotton textila
1ndustry erided With & neg&tive PAYABCS T Gl e SR TP S

_ Any study of net investment in Brazil during the past twenty years ;;
“ehould take into eccount’ thé” fastoy:of distnvestment, or the. Aosses | Bufferad by
1arge acale agricultural export industry,. It is known,: for.. instance, that the
bulk of imvestment’ in BraziI Tefore 1930 went to the.coffee plantations. At
the end of the 20"s ‘there were “aome 3,000 million ¢offee irges. in Brazil‘ ;;.-”
Aseuming a cost of 1 ‘éruzelpo- pexr tree, this ra@ﬁesantsxa totel inveatmsnt of '
3000 million cruzeiros which represents an.increaae of 20 ;per, cent ovar the o
1ndustry 8 capitalizafidn gecarding to.the 1920 census. . I we aegume the o
'average productive life of a taffeé freé to b forty . yeers. and, th&t of 1ndua—_,
‘trial equipmant o be 2% years$ 4% %111 Ye olear.that the”inveatment nscesaarv

ﬁfor tha maintenance ‘of 'the level of Hrofuetion aﬁaul¢ heve. been more. or leas
equivalent n- both cases, fluctuating between: 75 and. BOrmillion cruaeirqs. ,Bﬁi
aince 1930, there has been no invesiment for re-equipment. The extent of -
decaplitalization in this sector of egriculture has been revealed by the loss |
of one-third of the taotal number of coffee trgses. It is not possidble to
detexmine to what extent these losses have been real. or whether there has "~
aimply bean 8 prooeas of disinvestmdnt. cauged. by the.placing of cepital .
in othar aeotora of economic aotiviﬁy.. : Agriculture, 1tse;f =88 in the
case of cotton -~ 'would heve received part of the capital. withdrawn Nevertheleaa
it would be’ of 1nterest to agcertein how far this raplacgment of long-term
cultivation (in which' large sumes of capital are locked up) by annual crops has
rapreaented & process of disinvestment.- . L s e
The foregoing remarks are intended merely &s & general commentary,since
reasarch thus far carried out in Brazil is inadequate to 1ustify anything more
than conjecture in these matters. It may well be assumed, however, that aince
the 1929 crisis the Brezilian economy has undsrgone structural changes involving
transfers of capital among the various sectors of production, together with a
general Yedivection of investment. The economic progress of the 30's and L0's
uay lergely be ascrided to these developmentas, and possidly to the increase in
sevings which followed in their wake, . /b) Netional
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b) Natibnal indome &nd capital formafiﬁh P _
The" mﬁttere'touched on-in. this seation: are citqﬁ merely for purposea of

illugtration, and ere ifitended. ‘Bolely to Btress the importance of the problem

mder review, since the natiotinl income of Brazil hds not yet been studied .

aufficiently to Justify a more definite presbnfatioh ef ‘the problem of capital
formatian. ' ‘ o '

In Appendix @”‘an'estimate'has been made of.tha avaiiabilify_of.capital
goods in Brezil during the pericd 1945-50. It goos.wihout saying that en ,,;
anelysis of this nature should be baged on statigtics far more complete than \
those actually available. However, it is unlikely that the errors which may.t
have crept into the calculatlon are serious enoygh to invalidate aell the ,oon=
clusions drawn from it, ;/ o S T . o

" The index of the availability of, capital goods has shown two distinct
trends in the post-war pericd. ~ Until 947 it riees sharply, as a result of _
the substéntial increase in imports: of. capitel goods, which were in fact triplad
between 1945 and 1947, During the following pericd, the index declinﬁa sharply
in 1948, and though ‘It recevers im the following years, it.is qtillu;qur in
3950 than in 1947, |

7o

.:s--, “ L

"/ The United Nations Economic Commipsion for Latin America is carrying out J

“'more extensive research in this field. withwa view to egtimating the .

" formetion of cepital in Brazil on the basis of finmsnciel statistics. It
will then be poseible to calculate the invesiments actually madex_s§pgp: o
what ie attempted’ in the present report is to determine. the total.vglumgﬁin
of capital goode available to supplement fixed capital or stocks of

| such'05b1¥q1 during & given period.

. [puring the
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e e Durdng the earlier_stago
eoneidera'bly 1owex~_:; e Ahet of oa
fhibdrable balance of trade 'the aup _

"vith the preceding year.) N L a2 : :

“Tab;o 6= Brazil Indicea of the- availabilitv of cbhﬁumar and capital ‘goods .

: “1_ _the perdod 1945-1950..- .

:fléars . Congumer ﬁood ' : HCagital goods Tdtal‘

1he 4 ﬂa L; of couaﬂhsr gcods increases at &
n iIn I9h6 Ven’ Brazil hod o
‘ conaumer’goods diminiehed a8 compared

.
5

gk e 100000 TrE 100,09 gt 10,0

Igh6 T 916 b it 1968 07.6
TAghT e 109.9 0 1000 . 1863 100.0. 1205 200.8
1948 v 123.7 MRS . 1566 81 . 1285 105 8
gk 18,2 ._ms 6  169.2 909  13bg 1iib
: 1950,4,‘_,_, ST 135 7 123 ,‘ it prud 135‘1 gl g 1.18«)4

Note: See note to Table 7 ”“'57*““-“"'”"" e i,'}aQAu;g

R Importa of capital gﬂﬁﬂﬂ, ﬂ&&ch Ln.lyk? c0netituted 39 l par cent of
the-total. supply of such goode {8 aen&nat €ﬁ‘ﬁar cent 1n 19&5) fell to
31.8 per cent of the tofal in 1948, 28.1 per cent in 191;9 an,d 27, 7 per ceént

0 4001950, s In. the pericd 19%5-195@ imports. of Qapital gooda roee gt an annual

everage rate.of 25.9 per: cant, deepite the contraction which took placa in

¥9k7 .and 1948, . Imports of .qonsumer gooda for the period ag & whole ghoved an

* sunusl rate.-Of incremse. of enly 10.3 per cent, though in 19'48/50 when total

importe decreased in relatiom to 19&7, the declina in 1mporta of consumer goods

.. vae lesa than that of capital goods 5/

C e The production of capital goods ahowe the aame genaral trend as that of
| 1mpurts of such goods. ' Between 19b5 and 1950, the ﬁfoducfion of capitdl goods

‘exyanded at armuch greater rate than that of conguiey goods the ‘annual average
. 1ncreases being 1.0 per cent’ and 3 9 per- cent vespsctively. '~ In 1947 and 1G48,

77 however, domestic’production of eonsumsr goods developed more rapidly than that
of capital goods {12.4 ‘per-cent end 3 per. cent, raspeqtitely) It must be borne

- 'in mind, however, that the low rate of. expansion in the domastic production of
capital goods 1n 19&1 und 19h8 was due to’ %he ahafb daeline 1’ huildﬁng

—/ Those data do not neceaearily imply that fne ﬁblicy of Aiport control Flrgt

applied- in 1948 has failed tonchieve posttive resulis.: -A-reduction iu the
. .-capacity to import is first.felt in the more elastlc items which include
|“.oapital goods,  Consumer goods 1nclude a number of 1tams suchag fuel 'and
“wheat, -imports’of which-canuot be reduced.over ‘a short. period without serious
- consequences for Bragil!s geonomy: and. its population.‘w o /Table 7.

Ch
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"able 7. 'Brazilz Annua.l fluctua.t.:lone in the total evailabilitiee, production e’
- V-import‘e of ccneumer eml capital good.e during “the. pér:ldd 19h5_1950

‘odrte . Availebilities et Produetiems . . . I’mgoii-,a‘ o
* Condumer Capiw.l EI.‘o‘t;éa.l¢ Gehe\uneg‘ Cepita.l Total Obnqp.mer Capital 'go

o6 .25 56,8 76‘_ -5 3&6 7.6 =64 .99.8 ‘16..-’_

ok e 188 130 06 CF35.0-0.9 56,2 338 55

948 125 - 15.9 . 5.8 =_12..h- S o} 9.8 w07 - 294 7. 5
9k 3.6 81 5.4 21 . 188 b2 57  -.@8 3.0
1950 ° 58 9.5 6.6, 25 ‘102 %Y 65 9 T.0

Av_g;'-age' 6.4  15.5-: 76 3.9 "il';‘o L, 9f_ 10.3 '?25""9 12,8

Noﬁe: ' For the method of caleuidtion of the total production of goods eee
" Appendix A. The production of capital goods is the difference. between
the tetal suppiy"'ef tﬁxis class ef goods {method of celeulation ehcmm
in Appendix C) and imports of capital 'goods; the C.IF, price. of these
' being raised:'by 5. pe:; cent The @;Muction of eonemer gooda we,a
‘btatned Yy calculating. the diﬁ:erence between total froduction and
' production.of capital gopds., Deta.ile of :meorte of cepital -and’ constimey
- ‘goods are shown in, Table 37, . Chap’cer V. _Imports of consumer goods .-’
1nclude fuel apd. besic chemlcals, ' The method. of caleulation of the-.
total eupply of goode and. 1ts appertionment aanong consumer am'!. ce.pitel
" .goods i8 explain.ed in, Appendix B. : " o S

The la.ck of iriformation on replacemonte makes . :It. impossible to eetimate
the emount of net investment. Howsver, ‘there. 1 good reason to believe the.t much
of the equipment purchased between 1945 end 1947 vent to satisfy the pent..up o
' ‘eme.nd for replecemente poetboned 41’ the -foregoing. -yoars., Ina country where
_'.1evelopment is a8 uneque.i as ‘in 'Brazil, eny estimabe of. the ratio between net e.nd
aross investments is ex.tremely difficult On the-one hend, depreciation of,.

fiequipmem ‘1s dnown to.ba. very considere‘ble ewing to ‘bhe wnekilled labour,. employed
and o poor maintenance, the bad, state of the higlwaye etc. ) " On the other hamd
it muet be remenibered that the shortage of- fixed. capital end the low wage 1evele
provide 1ncentivee t.o the protraeted use of equipment end the postponement of

;-replacemente. Owing to thie ecntra&iction 1% ig 11kely that the level of net
investment 18 extremely 1ow ;u: '.Bra.zil d.:E' the tem :ls interpreted 1n 1ts -triet

. gense (1 e., grosg mvestmenh minus depreciabion a.nd J.ose) If however it is

understood to meen total gross investment minue actual rep&.acement»e, then the

rF . -
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level of net investment 1s relatively high. It should bé borne in mind, méreover,
that the structu}e"of"ﬂi?diili"a' Musﬁx‘f ‘and- eco‘iiom;*f 458 Whole «- cha.rao‘cerized
by & 11m1tod amount 6 Piked’ oapita]: per worker L L involvaa a lov rate of -

placement 'Ag'the Telatite’ im:pdr%anbé ‘of 1ndustry growa ‘4n relation to:-econown
activity aa a, whole dnd 88 heavy industry ‘éxpands In: relation to 1nduetry in,
general the rata of replacemént ‘ténds o incrsase.’ - 1 . .-

T In order to determine the real‘rate wf-capital: formation, we need, a-

far move | préolee serfes of date on”thé national income then 1s &t present:
_ava.ila.bla. The recen‘a estimate maﬁe ‘for the yea.r 191+7 by the Getulic Vargas
_Foundation refers to the nét nat.ional product without any ‘sgtimate ‘of ‘replacements
'lThe September 1950 1saue of the Boletim do Ccmaelho Tecnioo ‘de' Economia® -
If‘inancaa 18sued’ by the Braziltan Miniatry of Finance publiahaa an eetimate of-
grose product over a number of years, based en Lhe dusinese tex, ~ If-thess ' .
data a.re compared with thoae for the’ auppl;r of capital gooda, ‘shown in Appendix C,
'11:. will be seen that ovar the perioa, 1914»6 19&9 the ra.te of groas f:e.pit.al formation
stood between 15 and 20 per cent. SRS SE e e n

T_able 8 N Bre.zil. Rate of oapital formm;ion over the period 19451949

'S
t
-l

Years _Groes national . . Groes mvestmsnt - Rate of groee formation

product S R of capit-a.l
_. . (in.millions '_of._‘. 19k7 _cruzeiroa)'*,ﬂ. S |
ks 5.0 125900 . 13,602 -, o 5208
1946 “- 130,100 .. 21,330 R R % S
1947 /124,700 L 25,339 . 20.3
1948 134, %00 21,300 15,8
1949 L hoo ' 23,034 DR 16‘3 e
Note:  Investment figures do-not allow for fluctuations in net credite abroed

"in favour of Brazilien persone .or. 1nst1tntions. -~ Date. for. the na.tional
"_:_;,_,product have been deflated on the basis of the mdex of ‘the - cost of
‘ 11ving at Rio de Ja.neiro. g They constitute 3 rough approximaticm, and
. ave. computed on’ the baais of sa.les and consig:ment tax collections and
egtimated figurea Por production and servicoa far. the producer’s own
. 'benefit, The .e.vorage'.ahnual‘:increga_e.oﬂ the .gross.national product.
according to theee data would be 3,1 per cent ovér:-‘the period 19h5.19k9;
which 1s herdly likely in view of the fact that‘the production of goods
'di&ihg this period eapanded at an average annual rate of 5,2 per cent,

These date merely serve to indicate the trend.
: /Even if
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,“ Even if the data contained '{n Table 8 are treated with regerve, there
cen be ne doubt that the availdbility of capital goode “Inéreased eubetantially .
) between 19h5 and 19&9 _/ Evéh in periode of intenee econdmic activity it ie B
hardly 11kely, however, the rate of gfbsn capital fdrmation cen be much higher .
15 per cent of the national 1ncume " Taking into account ‘the growth of Brazil's
populatlen, and especially the changee in the employment pattern of the populatic:
neceeeitated by the requirements of economic development a rate of capital
formation of about 15 per cent 13 rather 1ow. Research carried out during ‘the
| rpaet few yeare hee ehcwn that at the more intensive phaee of ‘their development man,
‘countries achieved eubetantially higher ratea of capital fOrmation. Thus- 1n the
Uhited Statee the average decennial rate of gﬂosa 1nveetmant over the period
1880.1930 wag about 20 per cent. g/ ' ‘ ’ L
| _ In Appendix C an eetimate has been made of the proportion between -
fGovernment activity and private enterprise in capital formation. ~Table § ehows
 the ‘comparetive deta, calouatéd on the basis of that eetimate. EERE

Teble 9, . -Brazll: Relative importance of Government activity end private
S enterprise in gross capitsl formation

P : ‘ L1945 ,;L9h6 .- '19h7‘ 1948 -19&9 - 1950
. Government. . . . 12,7 6.5 1Lb 12.8 20, 204 o 13T
Private enterprise 87,3 935 88.6 - 87.2 79.6 -86.3
Privete bullding 56,4 8,2 34,5 37.4 33.7 31.5
Other investments 30.9 45.3 . 54,1 9.8 k5.9 54..8

Totel 100 100 .100 100 100 . - 100

Source: Sese- Appendix C,

i

:5/‘3”Strictly speaking, 1t cannot be etated that-the rate of investment increaeed
gince this would imply an increase of investment in relation to the national
-~ income. :Imports or repatriations of capital, and.also the liquidation of
... . bullion or forelgn exchenge reserves or the mere collection of outstanding
" commerciel debts, might lead to en increase in the aveilability of capital
goods in relation to the.-nationel economy. without necaeearily increaeing the
. rate of capital formation,.

2/ . However, the relative. 1mmortance of capital importe in the two cases should
be borna 1n mind "

S A TR T, RV B o T '/Deepite 1te
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. Despite ite’ sharp post:war: contmction, Govemmep’b 1nyentment - d.evelaoed
Wer the period es & vhole %o a much greater extent’ tha.n privite Anveatment,
hie average annval rate of: inoreaae of‘ the fomer ever the" perioa. 19%-1950
eing 25 P | eent. and of. the latier. 6.1 per cent CIE private builﬁinc is | -
Jubtracted, however, the rete of increase -of priva.te mvestment is much higher thr:
shat:'of Gavernmont: mveatment ‘pamely, 33, 9 pelr éent The . 1nveetmbnt of canltal
n building &eclined.’ eteaﬂily ‘Qver the whole perioé. drolaping frdm 56 h per cent
n-1945/t0" 31,5 per 'cent ‘dn 1950, O R ‘
The data" a.vailable do nots pemit moye - deta.iled. ana.lzraia “on the -allotation
£ :lnvestmant among the ‘vartous gectors. of the econom.v It would be of contslderatb.
nt.erest fcl' Anstance to determlne the -total investment in .industry, and ve-
.herefore offer some relevant. statlatios, wit.‘vxout placing much rellence oR their
ccuracy. S Ine 1950 1mports of! capita;l gOOde for lpdustry etood &t some i -
3,205 wiillion 1947 cruzeiros (c,1.f, prices) " Allowing for necesséry’ aﬁjustments
In the prices ‘of such good.s, and sssming that domStic product.ion of cepital °
wpods for industry (in¢luding building) was equal in value to imported equipment,
‘the ‘priobable -emount of gross investmsnt of fixed.capital in tndustry’ during 1950
is found to be & total of"9,.6‘lh' milllon 1947 cruzelros, . This wolld represent’
about 38 per cent of the groas totel investment.in fixed cepital in Brazil during
thet yeer, That is not & very high proportion i1f we consider the dynamic xole of
tndustry in a countty in proceps of development, with a repidly growing population,
wuffice 1t to recall that 1n Sweden, for example, vhere in 1949 industry no longer v
slayed o egsentlal a part, 1% nevertheless ebsorbed 38 per cent of gross
investment, And in France, where efforts are being mede to modify the structure
»f the gainfully employed populatiin, 46 per cent of gross investment wes placed

n industry dwripng the seme year,
These estimates are very vague; but even allowing for a wide mgin

.f error, they can hardly invalidate the concluaslons which ma.y be dravn fyom tham.
he first of these is that capita.l formation in Brazil is madequate to meet the
emands of economic development Secondly, the proporticm of new capital appliied
;0 Industry 1e lower tha.n would a.ppea.r desira‘ble 1f 1t is remembersd tha.t this ins
che only sector capable of absorbing the existing or potentia.l aurplus of
Jopula.tion Evidence to support this statement ray be found in Chapter IV,

7 However, thie high rate of investment was made poseible by agslstance obtained
under the European Recovery Programme, See the Economlc Survey for Europe
1949, United Nations Eccnomic Commission for Europe.

/ Whereip
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wheyein it is shéwn that during the. paat five_year period 1ndustry has
abgorbed vitually no new Jlabour; - i s : -

Some notion ofithe minimnm.net inveatment needed 1n Brazil will be
obtained when it ‘is remembered that, the la'bow-force 48 now growing at a.
rate of about 350,000 persons-per annum, - : - - :

* In 1950, had the normel rate of: expansian of employmant in industry
during the period 1920-1948 = ' bean- mainmained, 1ndustry would have absorbaa more
than 100,000 new workers, which'would imply & net 1nvestment of at least 6 OOO
million e¢ruzeiros. 3 - This total would. repreaent more than 60 per cent of
“the posaible gross ‘investment. in indusiry ﬁuring 1950 It is clear ‘that .
go great an expansion of. 1ndustrial employmant would have been possible only ‘
&s during the ver, at the:.cost of replacement raqqirements and . prcductivity. )
This expleins the fact that since 19&5, shen other factors. led to an improvement
in productivity end made it virtua.lly mpossible to postpone the replacemsnt
of outworn equipment, industry has. ‘been unable to continue absorbing_labour,A’

These remarks are only intended: to draw attention to the B L
1mportance of capital formation ine country like Brazil and to the deairability
of reseerch on methods whereby investment might be,incrqaeed and-the
optimum utilization of availeble capital ensured. |

= See 193+9 Survey.

On-the basis of the' Industrisl Census: of 1540, and. taklng into account

--the depreciation of the cruzeiro, it mey be assumsd that there was e
net inveatment of 60,000 cruzeiros per additional labourer employed '
in ind.uatry during l9l+9 - : ; .

thoe T I T L P T
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.c) GOVarnmenﬂ 1nveetment and the SALTE Plan

;a' In thé preceding eectian reference was made to the gubstantial
incrense 3 in c.ovenmnt. inveatment in’ 19l+9. 56 ‘far no details have been
publiehed for the fiscal year 1950 hut 1t -i8 very Probable that the 19h9
level of GOVernment inveetment was malntained. mhie increase in ‘Government
_}investment is priﬂarily attributable to the appllcation of the SALTE Plan.
| Total investment budgeted under this Plan should reach & total of
,21,300 000 million cruzeiros by 195k, After subtracting advance expendlture
in 1949, the annual inveetment betmeen 1950 and l95h gtill amounte Yo some
4,000 million cruzeiros. T Ib ds impoeeible to determine to what extent thie
_conatitutee a real 1ncreaee in’investment, or a mere eyetematization of
ordinaiy Government eXpenditure. HOWever' 1t is unlikely that the operation
of the Plan will have edvoree effects on priv&te investmenb elther owing to
the nature of the investument carvied out under the Plan or the form in vhich it
ie financed. One of the articles of the law approving the Plan states that
“in order to‘promote the national industry the Executive Power shall, the
technicel conditions being equal, grant preference to domsstic equipment, .@nd
should facilitate andldeéelop, whensver this is technically and eeppomically
desirable, the creation'oi‘neW'induetriee for the menufacture of such
equipment,” It is thus anticipated that investwents undexr the Pian will help
to consclidate and expand the rallway materials 1ndustry.‘hy4

Pert of the expenditure projJected under the SALIE Plan - abeut
' 10 per cent -- will not consbtitute real investment, but will consist of
indirectly reproductive eerVicea. . At vest, therefore, the anmual yleld from
the gross total investment ghould be about 3.5 thousand million cruzeiros,

It should furthermore be noted that net investment under the
SALTE Plan will amount to less than the total invegtment-fex,pospponeﬂ‘,

re-equipment., For axample moye than half of the totael expenditure will be

absorbed by the twransport system and will go to replace railway rolljng-stock
and harbour inetallations. L el

Ii investment for the 1mprovement of highways harbeura and airWaye
is added tQ: that abaorbed. by the railway system, we obtain & total of
11,346 million cruzeiros, which 1s equivalent to more than half of the total
expenditur% under the Plan. : A

K}
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Enerpy production 1nvolvee a relatively lower net investment. of
the totai of 3, lOO mllllon cruzelroe, 1 650 mulllon are. to .be, emnloyed to
increaee the electrlc power supply, and nearly all the rest for building
petroleum refineruee purcha31nuepeurol tankere and extending prospecting
operatlone Wlth a v1ew to the production of petroleum in. Brazil,,- Nuch of

"the 1nveetment budgeted for thle eector wes effected in.advance in 1949 and
1950. | e e e
x Ex@enditure for the development of agricultural produotion amounta
“to 2,733 million cruzeiroe. One of the principal achievements in this
séétor. will be “the bullding of a chain of refrigerator warghouses and silos
for the benefit of the domeetic market. In addition,..the Plan provides for
"eubeldiee to increaee the production of certain crops, such as wheat.. .
R The total expenditure for the whole pericd. covered by the Plen is
" allocated a8 follovs: _ S
' "',‘ _ o N(in milliene‘of-cruzeiros)
_ Traneport- E - '_ :":1Lj3;i ;;Lif a ”;;i' S S
B L e .
Cmgweys  C o e

o ‘f Rallways

Hexbours Y -+
 Other expenditwrs = -..j1.193u_ o
_Electniqity- e L A 1,650
; Petro]_emn o S . Lo .th95 T T
O°@i“:mn . T ' . ks o
TR 3,190
Agrieulture and stock: breedang~ .
- Andmal produetion T S 680 b
Vheat - v . Y
Mechenization of agriculture 250 -
Other expenditure . "'-l"rzhl"l;3?7‘-'.r‘ . e
Public Health _' N “i’tf S ;,f _f,ﬁj.____\ : gjéﬁg ;
Other expenditure ' L BOL.
Revolving Fund ' - Sap
Total: | | 21,300

/Tt ig
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Tt is intended to Tinance Gl expenditiwe largely out of budgetary
resources, which should contribute some 1k 300 million cruzeiros. In 1949
the budget appropriation for the SALTE Plan totalle& l 300 mlllion cruzelros, S
in 1950 1,900 million:and 1in:1951 2,200 milllon, ruzeiros. 1w 105h 'the Iunds
appraopriated undexr the hudget for, the plan ahould amount to 2 oOO million

Gruzeiros.’ s rac ioooia, L. g

© The Bxpenditure of. 21 300 million cxuzeiros is to be flnance& as

EN

4

followas. |
o T fo (in.nullions of cruZeiros)
Budset funds , o ST T w300
Bank of Brazil loa.n {in foreign excme) L -. 2,000

Fedorel uALTE Plan bonds .. . I _ '1‘ 1.":-‘ 5 606"

‘Potak - . . & - L ,;~;;. ; i iT _‘t 'jiiL:;;

0f these thres iteéms only the. third may be considered as constituting
a potential inflationary factor.: Fifty per cent of this loan nay be floated E
sbroad.  The total issue will -be made ir annual:portions of 1,000 millioq )
cruzeiros, yielding interest at the rate. of T per. cent per annum, to be
redeencd in ten years, starting in,1955. - The Bank of. Brpzil loen will o
advanced in annuel portions of - 300 to: 500° mllion cruzeiros, and Wlll he |
£inanced out-of foreign exchange- already in hend or to be acquired at a later
date. - o . - ' -
~ . The Government'ﬁ capacity to finence the Plan without reeortlng to':
inflation will deypend laxrgely -on the success: of its flacal pollcy. . The past
two budget yeara (1948 and 1949) have. closed wlth substantlal deficits,
However; 1t is récognized'that given the present siructure of Brazil‘s flSC&ll
systen Government financing might be even. further expanded without neceasarlly
leading to reduced investment in the private: ‘sector. |

¢ H - .
s . . ..
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CHAPTR 1. RECENT: CHANGES AND- DEVELOPMENT FLANS ' IN'BASIC SECTORS'

Introguction .;. L S T e et

., . Until the 1929 crisis investment in the. sectors connected directly”
or indirectly with exports constituted the principal dynamic factor of Brazil's
ecanomy. Since then invéstment for the domestic merket has expanded
increasingly,_anﬁzthe,countryts;@evelopnent'mere*andrmore'depends-on domestic
capaclty to save., This change will have to be taken into sccount in studyingéti
‘come of thie most importent-problems of Brezil's present day econonic position,
such as the deficiency of ‘investment in basic sectors vwhich are only indirectly
reproductive, - ' S , ' :
Net investment _which implies an increase in productive capacity
or productivity is dependent on the degree of utilization of existing fixed
capitel end on prospects of profitability, In en economy in which the principel
stim.uluq to growth comes from. outeide, the influence of those gdetermining -
factors shows a number of characteristic features., In the first place, the -
degree of utilizetion f existing £ixed capital must ‘be considered from &
broader standpoint embracing not only Brazil itself but algo all other
countries which’ compete in the market l Secondly, the prospsets of .
profitability in sectors turning out primary products ere dependent on. the level
of production in the manufacturing industries of the industrialized countries . -
rwhich consums these products.g{ In. other worde, prospects of. profitability in

the menufacturing industries themselves induce industrisl countries to. place ¢ -7

inveetments in the under—developed countries vhich produce industrial rew’
-materials. on the other hand, since increased economic activity-in the
industrialized countrie= (within the international ‘division of lebour -which -
prevailed up to the 20 s), presuppoeed Intensified production of. primary goods, -

1/ :Epenjlﬁvestments in the domestic market, the position of a product in the
international market is in most cases very importent, However, concider-
ations of this nature are generally relegated to a secondery plane where
cepacity to import is chronicelly subnormal.

2/ Naturelly the demand for primary food products does not vary with the level
© o of investment in the-industries of cowntries gonsuming thece products, but
their prices are: greatly affected by the level of income in such countries;
vhich to some extent means the game thing. /part of
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part of their ¥avings woild natufally . gsito:Pinkrice investment :in tountries: . .«
responsiblé'fdr*ﬁhé'pmimbfy étbgé“ofitﬁelfidductive-pro¢e§9¢&xyﬁ‘7“d Coatonn R
BuﬁaiﬁveéfmbﬁﬁJi%*fﬁ&iréétry“feprd&ﬁctiVECsectoﬁs:auch=a§ﬂha$bburg; T
installations, railﬁaysgfeiédttfc"ﬁbWeféétaﬁiﬁﬁsgretéf;fEreianfiniegrapranh @,“,g«J
of proéuétifeaiiﬁesﬁﬁéﬁf‘iﬁfékhmrtslvﬁ Tﬁé?ihfluxfofwéhpitalainthsuch bagic
sectors hes eometimes servéd to integrate "into:the:internationel economy units:
ar productlon Left etagnant 8t & pre-capitilist: etage: of ‘developments - And once
the Braallian export economy ‘ceased to expand, "the batic¢ sectors su.b\'-'“J.di.m::,rj“c,.i::,.~
1t cemged to' attract foreign capltalls oo T B e ety
) During the 4o’ Gechdes Tolkoiing the crisis, the domestic market .
assumed increa°1ng retative {mportence in Brazil's economy.’ However, during this
phase the chortage of domestic ‘savings made ‘it ilpos#ible for investment ip :“-{Jﬁ
besic sectors to be continued:. Similarly, 8:process.of: decapitalization took
place in railway transport ‘and harbour installatlons ‘since grose "investment -
Wag not sufficlent to Tover aepreciation. The. glectric . powér systeém, which: i¢M7-”
lese dependent on GXport ‘activity, ‘hot” only -did not euffer any loss but ‘wes: able
to continue gelf- fln&nClng ‘ot itc’development thotigh et a much lower rate than f~£,
in Previous decades. o “3“**3:“’7 Co T T s e c -Q'L%@.
“One of the' fundamental requlrem.en’cq of “4Hé bagic sectors of econbmy 1q§
that their capa01ty to’ pro&uce goodc and: servlces should-be greater,.at any glven
moment than the correqpondlng condumption of "suck. goods and’ services. The’ S
=aturation of any "of thé basic ‘sectore- greatly hiaders 1nve=tment in the
remalning branchec of the economy, since "the basic-eectols. work for the econdmy
as & Whole and must therefcre “be in‘e pogition to meet the demands of: any
brarch 1n “which a phaqe ‘of | development hag ‘been” 1n1tiated KRN .
s Any inadequacy of the- basic ‘eectors therefore nas e dec1=ively retarding
effect on the'” eCOnomy as- & whole. When trahsport and power Ere lacking, ar
certein bacic produc‘tq becoms - scarce, investients become’ much less attractrve. .
‘The alternatlve solutions alwaeys entsil a substantial rise in cogts, In Bra21l
for instance the sh&rtage anﬁ irregularity of railway: trahsport hae qtimulated
during the past few yEars a 1arge scéla devélopment*of 1and and.alr transpert‘

."‘l.- T R N~ . .
B EOTE LS % = ® B

1/ It is calculated, for instance, that ebout half the met British inveﬂtment
before the first World War wae placed sbroed.

/which uss
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vhich use' up equipment and fuel, both imported, et & much higher rate. In .
addition, the inadequate output of the hydro—electric gtations in Rio end Seo o
Peulo has. led many enterprises to instal power plants %o meet their own S
requirements, and in nearly every cese, ‘thece use imported fuel :

In certein industries, as economic development proceed g5 specielization
creates reatures characteristic of the basic sectors. Such industries supply |
products consumed on & 1arge scele hy large mannfecturing groups, or other i
brancheg, of the economy. ‘In the highly industrinlized countrie the productive '
‘capacity of the so-called basic industries’ neerly elwaye exceeds consumption '
requirements, and only at the peek of a c¢ycliceal upswing is this productive
_-cepecity cccesionelly absorbed in full. These industriee produce goodq for other_
1nduetries, require vast smounte of raw material,:and in almoet all case= - :
exhibit the same characteriﬂtics gs the’ heavy. industries.eg,

The yery. neture of the besic industiries! compel= them to meintain & eurplue
cepacity, in order to follow the filuctuations of demand.. Hence 1nvestment in
,these 1nﬁustriee must be mede with ‘a view to future demend, as f&r as thi“ m&Y e
;redicted over a medium period. The- poseubillty of'increases in the eupply of
baeic products in the immediste future affects lnveﬂtment in other sectors of
.‘industry,_ and it is. therefore frequently 1mpcs=ible to determine the soundness“
.of & beeic industry, on the‘besis of the level of coneumption et a given '
'mcment. As a. rule, when no 1ndustries of this type exiet, consumption of their
products ig low. _ When such indthriee are set up, consumption riees sharply
This has occurred in Brazil during the past five years in the irom end qteel '
1ndu=try. The consumption of steel rose 4 or 5 times more rapidly then
manufacturing production ‘as @ whole ‘or thén the totel production of goods._-There
. need not neceseerily be a fall in the prices of domestic producte for consumption
to rise. The decisive factor is the presumptive regulerity of suppliea, which
no longer depend on foreign exchenge resolirces, the.retefgf.exchange or the
-internetional eitustion. S, -T. - l'-'i

- We will now congider the prospects for: developmentin.some of the besic
=ectcr ; such as. treneport power, the iron end steel inductry, the cement
industry and some branches of the heevy-chemicel industriee.

Transport
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Transport
Since the crisis Brazil hes been deprived of the influx of foreign

capital'with which it had previously built 1ts reilwa; syetem, and the shortage
of foreign means of peyment hae mede it impossible to meet this deficiency out
of domestic sevings. If it ie'borne in mind that foreign exchange resources
were well belsw the level required for develo;nent -« the cause of the chrenic'__
dieequilibrium in the balance of paymente =-- it will he understood that in order.
to meet the replacement reQuiremente of the trensport system it would have been. » |
necessary to 1im1t devalopment in other sectors. Ag will be_eeep below, it was
impossible to solve this dilemmas until Brazil was in e position to;uhdertake
domestic specielized production of railway materiel.‘_ o .
The Brazilien.Government reeently took over e. suhsteptiel pert of
thoee of the coun‘bry 5 re.1lweyct which Were stil1 privately ovned. By the end
of 1949, only 13 per cent of Brazil's rgilweys were in privete hands, Some of
these servelfhe econoﬁically more ﬁighly developed ereaes of the Stete of
Sao Paulo. When the influx of foreign capitel came. to an end, the .Government
assumed most of the burden of finapcing the development of reilway trensport.
This, of__'eoure_e, is __e_yery far-reaching proble_m, vhich cannot be considered in . -
thzs'repoft in all ite multiple espects. Suffice it to note ‘that the
infletionery procese mede it _much Juore difficult for the reilway compeniee to-.
finence their ovn development ’

[Between 1945
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Between 1945 and 1949, as may dbe seen from Table 10, the Brazilian
railways appear to haVe increased their productivity.

Table 10. Bra211~ Indicee of railﬁay activity

Yearé o Paasenger'f tj  Ton¢kilometrea ;? ‘;:Monthly average  Power "‘:E/
_  Kilometres T ! ! .of employeas. .  consumption-
W5 ";'1o‘oﬂ S e T w60 T 0
T 110 3 | 02,5 0 T aend 0 1001
s me o cawmd T e e

a/ . See Table ‘15 for power consumption eﬂtimates. - , P
Source.A Departamento Nacional de Ebtradaa de Ferro (National Railway Department)

. _l.:

. The'tota1 load carfiadi%-fgoods-plue“pasaangers%-—l1ncraaaedgat an
annual raﬁe of 2.8 per cent,‘thoughythefnumberiof employees remained virtuaiyyd
unchahééd éﬁd fuel end power consumption decreaséd at an annual average rate :
of 2.1 per cent. This increase An productivity is probably due to; the same. .
causes ‘Wwhich led to the inteneified- 1ndustria1 troductivity, thet is, the return
to a normal rate of re-equipment and the increased capital inVaatment per
labourer reBulting from the modernization of~equipment or.the change in the
coat ratio of labour - squipment. : ) fhow o

In the period under reviev Brazilian railway tariffs declined sharply
in relation to both export iricees and the cost of living index. Thus between
1945 apd 1949, whereas the cost of living showed an increase of 52.8 per cent
and the index of export prices rose by 67.7 per cent, the index of railvay
tariffs increased by only 17.3 per cent. This low tariff policy 18 partly
due to the growing competition of road traneport, since during the war years,
vhen such competition had practically disappeared, rallway tariffs increased
at the same rate as domestic pricea -- or oven more rapidly. fIt may also be
the Government's intention to check the rise in the cost of living by“rédubing
the cost of transport of essential goods. At ell events, it should be

[remsmbered
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remembered that during a period of. inflation the railwaye have difficulty in
avoiding a reduction in their real 1ncome, and even - in greVenting a’ process of .
decapitalization While the railways may be ‘able” by maintaining low teriffs-

to reduce the incidencé of these tariffs on somd”of the basic -elements in the
cost of living, thia will make it necessary to frovide subsidies o ensure

their deVelopment Zi'and perhaps even their meintenance. - This 1§ shown in’
Table ll which containa deta on the’ financial position of gome of the ‘most
1mportant GOVernment railwaya. e e BRI . R

Table 11. Brazil: Income of. and 1nveetment in, five leadinglcovernment

railwaye—/ o _ '

Years ' Income Expendiw Balenée - Invest- d-c¢ 1004 . -100d  : 100e

e , ture - .- c~oment. ..o & . 0B . a

a b . c. d e 1 ' ’

S e '_.“" o (1n millione cf cruzazroe) o
1045 1,205 1,202, 2.8 616 619 511 512 5Lk
1946 1,280 1,554 .  -2h6.9 595 uB k6.2 383 27.0
1947 . 1,257, 1,618 -361.6_ 608 246 48 37.6 19,6
148, 1,218 1,725 . 507.5. . 964 k5T 79.1  55.9 35
1949 1,351; ..2,003 -651 8”_i ‘1;030"'378 768 s1h 280

Scurce' Degartamentc Nacional de Estrada de Ferrc (National Railway Department)
a/ Betreda de Ferro Central do Braail Rede v1a;ao Parapa-Santa Catarina,
E.F. Noroeste do Brasil V.F. Federal Leste Brasileiro and Rede Viagao
Cearense. - The 1nVestment figures 1nc1ude ‘the funds appropriated by the

Departamento Nacional de Esiradas & F@rro(National Railw&y Department) .
— — ‘ _Tﬂie

Theee data demonstrate clearly that since 19h5 the earninge of the
chernment rallweys in money terms have remained at a etandetill -~ which
involves a sherp decline in real terms, Invastment financed’ cut of tha
reilveys' own resources foll from 5.4 per cent of earnings in 1945 to
28 per cent in. 1949, If the Government had not granted them subsidies, the
railway companiee would ‘have been unable to carry out any pdﬁn of expaneion
and would’ probably have suffered decapitalization. In order te maintain

/in 1949
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in 19&9 ths 19h5 rate of {hvestuent (5L per dent of itotal expenditure) the
'companiss Wsre compelled t6" ghiow. defictts -equivalent to aa much as hB per. cent .
of thetr 1ncome, as’ agslnst a ‘small positive ‘balagce. fn 19h5 ‘ |
The policy ‘of cQVering railway investmént expenditure" by Government
subsidiss msy bs dssignsd té counteract the effects -of inflation on the - ,,.;
distrlbution of incoms “Tihe finsncing of railway development by- the rsilways'“
themselves psrticularly in the case of lines 8erving regions. of low traffic hf 
density, becomes much more difficult in periods of “inflation,.and uay make ths .
burden of -inflation on low- income groups. even heavier, '
'I'hs pro'blem of the maintensnoe and dsvelopmen't of BraZil's railway PR
aystem presents two distinct aspects, namsly, that of financing and that of ‘
covering forsign exchange sxpsnditurs. The expanaion-of the: iron .and steel
industry during the past ten ysars hss made possible the establishment of a
domestic railway rateriels 1ndust:y which is acquiring increasing importance. -
This deVelopmsnt has contributed to & solution of the sxchsngs problsm, and
renders’ the investment problem less- oritical, sinre in the. last resort Brazil's
difficulty in financing the development of 1ts railuays is & msnifestation of _
the fundemental problem of low income and weak capital formstion Indirect :
inveatment in the railways, by the. establishment of a railway materials 1ndust-ry,
has a much greater effect on national income than direct investment by 1mporting
nmsquipmsnt ‘8ince it leads to ths smployment of more lsbour with the uss of the
same amount of capital, In other words, tha same amount of oapital snd foreign
exchange, can be mads to yield a substantislly 1srgsr VOlHMB of rsllwsy msterial
provided that the initial.. 1nvsstmsnt dlfficulty can hs ovsrcoms éf . The
congegquent rise 1in‘employmend 1eads to a corresponding 1ncrease in nstional
income and in capacity to save.
- The gtatistios available on domsstic production of rsilwsy msterisl in
Brazil sre scanty, dbut 1t is known that, thera. has been an appreciable incresss

b

S v

l/r Ws w111 not ‘here go 1nto. the problsm, analygsd in ths 19h9 Survey, of an
altsrna’c.ive ‘solution by employing labour in- export activitisa with a .
possible “gain“in’ ¢omparative costs, -

fduring
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during the past five yesrs, . The country's basic rail and truck requirements.
are being largely supplied by, domestic production. , .Importe of rails Buring
the five-year period preceding the crieia (1925-29) amounted to more than
100,000 tons annually, &although the railm&y eystem expanded; very 1ittle over
the semé period, During the fifteen years which followed the. crisis desplte.
the aubstantial-expanaiqn of railmay traffic, annual jmports, of rails fell to.
little. more, than half of the average for the preceding five~year pericd. This
postponement of replacements i reaponsible for, the fact that in 19&5 about:
40 per cent of Brazil's railway track needed to. be replaced, and immadiate
rall requirements exceeded opp:million tong,é/- ‘Between 1945 and 19hi Amports
rose to an average anpualﬂf}gure of §Q;600»té§q,-but;thia;level has fallen.
sharply since 19L8., _R&ii‘peructiéﬁ_was ﬁégﬁn &ﬁqulta Redonda in 1947 and
between that year and 1950,;210,Qoofiﬂﬁsuwprehproduégd, rerresenting en annual
average production of 52,000 tona.'j‘Tﬁs totai‘supply-of rails between 1945 and
1950 was. about half a million tone, ‘of which. about two- thirds were 1mported
Re-equipment requirements, therefore, are 8till largely uneatiafied, since
wear and. tesr increases with riaipg”traffic, and in addition phrt'of:theaev
rails were used in laying new track, In any caae;.rgil production in Brazil,
in 1950, had exceeded thb‘BO 000 ton level, which hringe it close to thé normal
re-equipment requiramentl of - the. railway system as it now exiats. BOWever,
the supply of rails wili have to be stepped up, in order to cover the deficit -
of the period 1930-45, and .enadle the railway system to keep up with Brazil‘s o
general development. . , | : . : N
The rolling atock situation was no better atrthe close of hostilitias.-
I5119h5;therq were 54,294 railway cara, and it wes . estimateﬁ_that there was |
an immediate need for & further 20,408 new unite. . Between 1945 end 1947
about'7,000 cars of all typés were imported., - After 1948 thers was a sharp
decline in- forelgn purchasea, but domestic producttcn must undoubtedly hava
filled the gap in imporits. - Brazil now has four large undertakingp epecializing

1/ Figures on railvay mgterial requirements are taken fram the Tranaport ,
Section of the SALTE Plan. - L B SR ‘ .

/1n the
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in the produstion dfarailway-m&teni&l!&ndﬂtnéﬁéuane;ctharsﬁturqing@qut;partaﬂ‘
According t0 estimateafmade_by;the;pninqipal;manufacturerluxgqtallannual' v
productive capacity For cars of. all ‘types) amounts. to about 10,000 wnits.. This =
figure 1s much-higher then ‘the existingireal demand, and will be difficult.to.
maintain. in view ‘of the:daveilabie ‘upplies. of the basic products .-- primarily
iron and stéel; ~’In 1049, -the railway car m&nufacturers informed the B:pk of . .
Brazil . fhat‘they ‘wore in d.position to.meet the- _country's reguirement and they .
have subséquently been able “to: -eXport pars: of their output.. . .

. In 1045, there were 3,698: locomotiveslof vhich many vere antiquated .
and many under repair. Between'19h5 and.lgh9,|57h_new units and 15,891 tons of
gpare parte weré imported. Loénmotim'.,é,:éesie}!nply and . epare parts mannfacture
have likewise expanded. ' Two. large: #cale praject® in this. branch have recently ..
been announced, ) Theafirst.p}ans.the;constructioﬁ by-adv?nped-mathoda‘of a. L
steém'eﬁgiﬁe' and the second ﬁhe”building of’ﬁieael eﬁgines‘of over 1,000 HP, to
be used in- diesel electric “locomotives whiﬁh are to be-built partly in Brazil,

Tdfsum ‘up, 1t may be said thet’ ‘the .problewm. of .the re-equipment and .
even the extension of the Brazilian railway aystenm, -a8 a ;problem of foreign
exchanqe, is. becoming progressively-less acute. L -
' :Determined efforts are at. preSent being. wade to- improve Brazil'

highvay system From the . standpoint of general developgment, however, .
inveatment Ty this gector hag certein negative consequences, . -Since both
‘wotor vehicles and nearly all liguid fuel consumed must. be imported, . -
prefarcntial treatment of road tranaport an against the railmays will entail _
an increase’ in the foreign exchange cost of the national transport system, A —

typical example of the competition between. motoy transport. and the railways will .

be found in the 1949 réport of the National Iron and Eteel Works ( Qg&p&n}}}ﬁ o
Siderurgica Nacional). - Between 1948 and 1949 the numbgr of: moter truckslueed '_
in tran%porting the Volte Redonda. production increased from k4,303, o 17. 727,,1‘.
wherets the number 6f vailway cara employed declined from 4,903 -to 4,806, It_~ i'
is not yet clear whether this is due to better gervice or to lower costs. In

l/ From data in ﬁhe posseéeion 6fkthe Natibﬁél'Fedq¥§£i§pfpf'iﬁduétriéa,' )
Rio de Janeiro. T
' /the latter
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the latter: event, the influence of the exchamge rgte, ¥hich has been séable . .
since 1939, must be teken into account. ,The price of liquid fugl hae remained
at a relatively low leVel on the foreign market, end in Brazil thanks to the
stability of the rate of exchange, has tended to fall in relation to the

domestically produced fuel. ---that is, wood and coal .-- used by the. railwaya,

, “Another interesting aspect of the recent changea which have taken
place in the Brazilian. tranaport aystem:is the extraordinary devalopment of
civil aviation, In 1950 44,000 tons -of freight and 1,700,000 pagsengers were _
carried by plane -~ a volume of air traffic eurpassed only in the United Stgtes.,
9.2 times more freight and 5.9 times more passengers were carried in 1950 than
in 1945. In view of the physical characterisjicé of Brazil, the agrop}ane
golves i#Eny transport problems. - However, air tranaportlconstitumes Qﬁ_eVen
heavier burden on the balance of payments than road transport. . The high'fqe}l-
consumption and the rapid depreciation of equipment make flying an extremely N
costly meens of transport for a country like Brazil, which has only limited
éupplieavofuforeign»exchange~andlis compalled. to buy great qﬁantities‘of '
equipment abroad, g _ R

- The eXtensive - 1nVestments made in transport, which have been reinforced

by the SALTE Plan, and have included the execution of road building programmes
and the extension of the railway syetem, have improved communications between
the various regions of the country. Given the existing differences between
gtandards of living in these regions, it is likely thet population displacemenis
from region to region ‘will temd to increase. . In 1950 railway communications
were esteblighed between the Bouth*central and the north-sastern zones of Brazil,
and in the preceding year the Rio4Bahia highway was opened This 1 700 kilo-
metre road has greatly 1mproved communication between the entire north eaatern '
highways aystem ahd the central southern and western parta of the country..
One may therefore predict 1ntenaified migration of the population of northarn '
Brazil towards the south, and particularly to Séo Paulo, the north of Parana,
and the south of Goias. This movement may Ve partially checked if the '
Government reclamation plan for the Sao Francisco valley ie successful and if
the industrial development of the north-east 18 stimulated by the construction¥w )
of .the Paulo Alfonso hydro-electric pover station._ In any case, this regicn

/has a
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has a greater density of population, particularly in relation to amble land.

and. to the :present level -of technique » and & much higher birth-—rate than
southern Brazil; and in addition, capital per men both in agriculture and
industry ts ganerally speaking lower in the north than ,in the south.n The 3urplus
population of: the. north-eagt. therefore tends.to migrate, In propor‘bion ag
communications Improve, towards reglone with a lower mtml growt:h of population
and & Higher rate of capital formation. This migration of labour ‘from north

to south,.as was pointed out in the 1949 Survey, while 1t checks any further
decline -In the standard of living in the former, holds back real wages in the
latter région. This 1s a problem.of capital shortege, to which further reference
will be made in another part.of this .report, At all events, improved communica-
tions between ‘the porth and.the south.will hslp to prevent greater disparities
arising between the standards of living In these twe reglons,

ol T PR

Fusl a.nd power

" The comments ma.de in the praced.ing aaction on the d.evelopment of
transport are evidence of the Berigusness of the problem of fuel and power in
recent yeaxrs. The . generel terms of this problem were considered. in the 19’49
Survey and may be summarized as follows:

1. .Three-fourths of Brazil's total power eupply is derivad. from wood , most of
the more easily worked reserves having been exhausted.'

2. ‘The rate of growth of hyd.ro-electric power. capacity in the past t»wanty

. years was less than.the country's. egbnomic development required,

3+ Domestic coml producticn has been stagnant since 1943 end coal imports have

greatly diminished in comparison with pre-war levels; : -
4, The changes in the structure of the trensport system, the shorta.ge of hydro-
electric powar supylies , and the ‘decline: in the price of petroleum as compared
with tha't; of coa.l lod to & great'. increase In ths consumption of imported liquid
fuel. o

SR it ‘haé'béen realized in Brazil that the aolution-to the country's
powsr problem liés' in thélprogr.essiv'e utilization of 1its vast sources of hydro-
elécﬁric ﬁoWér.*'Fbr the purpose of achieving & eolution along these lines,.
the hydro-electric capacity will have to grow much more intensively than in the

/rast
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bast twenty yeare., If the potentiai merely expande ;gh__pgggv with the power
requirements of thercommunitiee euﬁpliei, not cnly will it be unable te replace
other ‘souroes ef energy but-. the d.eVelopment ef the region will ba hempered
The capacity of the basic Eectore ehould alwaye be higher than the demend ef o
consumers. If, from the euteet ) the electric power stations work e.t full
capacity, or even with an overload, ae is ueual in Brazil now; the economic h
sectors served by these etatiene eannet develep, alternatively, they will haVe ;
to increeee coste in erder to centinue expanding

. As the Brazilian Gevernment reelizee in 1te SALTE Plan, a eecend
solution to the pOWer problem liee in the development ef national petroleum .
production. The caneumption of this erl expanded during the paet fow years at’
a mnch greater rate than the general pewer ceneumption, as refleeted in the B
more dynamic elemente, petroleum, hydro—electric power and eoal o o

Table 12. Bﬁezii* Pertiel apparent gonsumption of energx
B : " (1n m1ldiéns of KNH) SRR S

' 3 Petroleum S % Ce&l : R '
Y - Toport tic ~Total - Index of
oare &gg;m T taetdon T D°$3;%im ot mes
1937 1892 et - sk 885 8056
1945 3k2k 2339 . .25 - 1173 . 2405, . 9366. - 100.0. -
1946 . 3707, bo2g | 22 175k 2201 11703 125.0
1947 ho76 6126 3 L5712 2319 15127 161.5
1048 © BSTO 0 FIT6 W7 ¢ 178 2349 16532  176.5
igkg 5075 .. 868 0 3B 1280 . 2428 . 17512 = 187.0

1950 6857 1016k gk 1831 2320 20666  220.6

Sources! TFor imports, the Eeonomic end Finencial Statietical Service of the
Ministry of Finence. For coal production, the Production Statistics’
Service of the Ministry of Agriculture., For petroleum production,
National Petroleum Board. For hydro-electric power production, the
Nationel Water and Electric Power Board.

a/ Produetian of the Brazillan Tnection, Light end Power 00 and of Empreeae -
Electricas Brasileiras. This constitutes about 80 per cent of the tetal
production.

b/ Including the coal used for: the manufacture .of :coke. .

Note. Fuele have ‘been- coneidered ag - of 20 per cent efficiency, the heating value
~ - per kilogramme being taken as 10, 600 calories in the. cage of petrolsum,
- T,200 calories ‘in the cass of. imperted ceel, and . 5,000 celoriee in the
1.case of domeetic eoal C O S o /The rete
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The rate of expansion of petroleum consumption between 1945 end 1950
wa.s merely .t.hree qimee that of Lthe total coneumption of power.‘ In 19&5, it is
true,. pet.roleum ooneumptioﬁ“*ﬁ%’. 'vfé” w‘ormal owing %0 ixpport diff‘icultiee. However,

if the year 1937 1e ueed ee a ‘baeie for oompe.rison Iy the moreaee 1n petroleum

coneumptiom even then ie neerly twioe ’1-;he 'bote.l ooneumption of power d.erived. =,
from the three sources 1n queetion. The importance of pel:ro).eum he.s therefét!eg o
tended to inoree,ee abeolutely 48 w'ell a8 relati‘voly If the preeent mate of '
1ncrea.ee of. petroleum coneumption were treated ae noml ’ t.h:le fe.ot e.lone would.
be & sufficient ressen for giving prompt cmeidemtion to the need for ohenging
the structure.of the oountry'e mporbe. ‘I‘hie factor would. contribute '”co a’
greater rigid.ity of 1mporte ) and ‘would make. the Bra.ziliah economy even more\
vulnereble to fluctuatione 1n the cs.}‘racity to mport. ' :

- If: Brazil doee not eucceed 4n: developing d.oxoeetic proddzc'&ion of
petroleum eubete.ntie.lly during the preeent d.ecede ’. the pOVer problem will require,_
other and more far-ree.oh:tng Measures for: 1ts solution. Theee include the ' §
preferential development. and alectrifioetion of ra.ilwa.y ‘breneport and e.leo the
electrification of urben tra.neport Ae pointed. out before 2 thie would. mea.n a
far greater expaneion of the 1netalla.tione ‘f‘or ha.ma‘eeing hydro- electrio power

""than took place* in the po-.eﬁ ﬁrenty yeare_, end. even d.uring the past five-,vee.r
period. S : ; e SR RS

. The annual rate of increase of the consumption of power d.er:lved. from )

t.he sourcee mcluded in Table 12 was 17.5 per cent in the period l9h5-l950.
But thie high ra.te pe.rtly reflecte the low level of coneumption during the
preceding f:lVe -year period.. in fact it is declining, for 1n 1949 1t was only
P 9 per cent Gn the other hand, the substantial increase ‘of fuel importe in
1950 were partly the result of the international situstion. An a.vera.ge e.nnual
rate of .’moreeee of 5 5 per cent can be re@.rd.ed as norma.l. If this growth
were £o: be parala.elled. by e like d.evelopmen‘b in domeerhic fuel prod.uotion
d.uring the next five-year period ’ thpn » with the propoeed ll per cent average -
ennual increeee for hydro-eleotrio po’wor .3'- the ehare of mported fv.ele in tot-al
supplies would decrease from 58 per cent- to o, 8 per cent s B8 may be seen f'rom
Table 13, : - -, jﬂ,};ﬂnﬁjy,;:;&fw‘iv- EERICRTIT |

., : ) .o,
R Voo ok LT =t

D
'
RO T

1/ The SALTE Plan contemplates. an apppal average increase of 11 per cent far tote,J..

.Installed hydro~electric gower durihg the ‘pericd 1047-1952. In view of the
relntive insignificance df thermic power, thie rate may be regarded as. ed,equa.te

forhhydro-electric powsy Metallationg.r EoweVBr, ik 31& poeei%le ;haﬂi; Ehg zu ply
ro r'm xpa.g& at & e remembere

l9h5yg'nd ]1391:9 An %%e Rio-8ao Baulgrgree deveiopez a;% an .average rate og eﬁ
per cent and’ that a great deal of work 19 now prooeed.‘.ihg in connéxion with hydro-
slectric power. g wia  a :
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Table 13_ Brazux -Relative importance, of:s . £ power in selected jeara
Yeara Hyd.vo eleétric *Domeatichcogl,'f.-.} Immrtec}. coal?_,:'f:l_ o To'ba.l ‘
Lo ayﬂ. ;etrolaum" . and. getraleum s

B RO I '-‘:‘; TR S ~“: 1‘ “ R
03 - ‘_'5’23~5 g " a0 66 R
PRI Y SR Coms e
1949 ,-29 0 Tk 1 sl e

1955 <, 39_.0 R .' .11._7 .‘.“_-‘- R _hg.._a S TE100

- ’ : I (

Sourcea: For importa Yy Eccnomic and Financial Statistical Service of the Ministry
‘of Finance; for cosl production, the Production Statistics Servige of.:

. the Ministry of Agricul,tura, for petroleum producticn, Natlmal e

Potroleum Board; for hydro- eleetric power, Na'hional Water e.nd fer -‘f"-' e

Elsctric Power Board; - W e

' The estimates contained in.Tsble 13 imply that coa.l product:lon 'would
mcrease from 2 million tons in 1950, to 2 6 million tons. in- 1955, though .. this

can only -be achieved if the 3‘00&1 induatry smerges from ite present phe.se of
stagnation. ‘Apart from the investments made by the Natlonal Iron and Steel )
Company, the coal industry lias attmcted little ca.pital d.uring the ﬁas‘b few e
years. ‘However, the achievemsnts of thia Gompaiw Pﬂint clearly to resulta '
which my be a.ccompliahed given adeguate capita.l investments.. The mec?.e:nized
methods receéntly introduced have raised. prod.uction per man-day five o aix timea .
| ebove the prevailing 1evels}'gxisting mines‘ ‘
It s estlmated that Brazills coa.l mdustry is ectually working at —
80 per cent of capanity, which means that a rate of: production of 2,6 million
tons gould be obtained by merely & more intenaive use of present. ca.pacit;r.,r The
coal washing plante are also working balow capacs.ty Transport: 1s. the most
‘serious obat.acle to expand.«ing production, partiqularly go. far as ha.rbour
Mstallationa and shipping are ooncerned. .. . - e )
‘Brezil's coal production developed under protective meaaums tha.t -
requirad. consumers to use 20 psr cent of domaetio coa.l The rate of expansion '
- of damestic coad production incressed during the war, ‘being further atimulated
by the efforlm of.- the Nat..tonal Irm _a.nd. E}_teel Compa.ny #o obtain coking coa,l ‘

cenir dw
RETSE

e o te
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for the leta Radenda pl&ﬁt. ﬁbaestic coal, naw poEts;e streng¢epmgetitiun from
peﬂroleum. The relatively law pribe ‘of impertéd fnsl, due partly to the exchahgp .
policy, canstitutes an. 1ncenb1ve fbr ‘the replaeemﬁnt off ‘coal; hy petroleum sub-
products, even on the railmaya, Consequently, the coal industry is attracting
less and less ‘private capitall/though the prdblem of coal suppliss’is exceedingly
important in Brazil, in view. of its prosent dependanca on fuel inmporte. In 1950,
a. Governmsnt-appointed Ccmmiaaion proposed a plan for the Investment of 700
millicn cruzeiros (35 milliun dollars) during tﬁe forthcoming fivesyear period.
The pl&n includes financing the mechanization of “the mines, the btuilding of a
fleet. of coal carrying ahips and the building of a new port at Imbituba, in the
State of Santa Gatharina, as’ well &s the standardization of the type of coal -
produced in this Stata. It 1s estdmated in this plan that a ona millian ton
increaae in productian vould be aasily absorbed by the domabtic market..
Even apart from the quastiun of coal, the estimata contained 1n Table 13

is iny of very relative validity, ‘gince the msre incraaae of - hydro-electric ,
power suppliaa could not bring about & redustion of fuel consumption. A part. of
the hydrg- elactric power will ceﬁtainly repléces ‘the:less efficient sources: of.
powsr, such as wood, particulariy 1f the plan fbr ‘the electrification of the . .
railwayg 13 prcceeded with " L ; S

o Thus, between 1945 and 1949, the share of wood among. the sources: of
energy consumed by the' ratiways’decressed “Prow 73.8 per cent to 67. 7. per cent,
in texms.of. energy, . while the 3hara of hydro-eYectric powser increased from. 2. 9
to 4.5 per cent. Hydro-eleétfié powar 18, of ‘coursé; the alternative to a
growth in’ t.he share of imported fusl. ' Between 1945 &nd 1949 the consumption of
1iquid fuel by the raiimayﬁ actually fncrebead ‘ten timse, dts sharb rising from
0.4 per cent to h 2 per cent. The total shire of imported fuels 1nnraaaed frum;
11.4 to 16 per cént between 1945 and '19k7, but later decreased with ‘the drop :n' |
coal 1mporte._ The consumption of woood on,the r&ilways aeclined -harply during the
whole period, as may be eeen from.Ihble lh R

- B e
o M

%
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. . .,' ". h ‘ b . X . . . o
/ The profits of the coal comganiea fell from 7 7 per cant £6" 3 6 per cunt of:

capital plus reserves between 1948 and. 19#9
/Table 14
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'J!S:'blglh. Brazil- Consﬁmptton of” p%"rfer on’ the ra.ilmyg LR
- ‘_.‘ ' Y (1n millisns of KWH) N
Yeurs wood Domestic - Imnorted. Pe’brolaum Efﬁro-elee’t.rie " To‘talz. E

. coal” " |- 0Bl Aoy gee o cPOWOY
1045 5,646 - 913 si-'--»Bl:‘ar-k’: R - SR 7,652 ..
1946 5,580 -« W6 i 862 ... 123 -225.32",§, 7,536
1947 56 L L 986 7 L kh . Lok L 7,666
1948 5,296+ gkg - b . 51 284 . 7,504
1949 N5 1,005 6607 25 .- .313 7,028

Source ‘I‘he Natlonal Department of Railways.
M; Fuels ha-ve been conaid.ered as. of 20 per cont efficiency, the heating
' | value per kilogramme being taken as 10, 600 calories in the case of
‘ petroleum, 7,200 calories in the case of imported coal and 5,000
ca.lories in the case of domeatic coa.l- - Wood has -been considered at
' 1+20 KWE per cu‘bic metre. ‘ L -

, 1t ’che wood burned on ‘the ra.ilwaya-/ 1s added to the data containecl m .f
'l‘a.ble 1.2 more approximate figuras of the total consumption of power in Bra.zil o
will be obtained which ‘at the same time offer a more a.ccurate 1m11ce.tion of thp
ra.te of :1;1crea.ae in the period under obaervation. Accor&ing to these figurea
the increase. between 191I-5 and 19149 was 18.3 per cen‘b, as against 87 per cenb |
shovn on Ta‘ble lh. It ia therefore evident that,. firstly » the increa.sa 1n the
demand for power 1s being mat by petroleum and hyd.ro-electr:lc power a.nd that, o
secondly ’ -these a.re more a.n:i more. superseding less efficient aourcee of povier.

If the. estimates contained in Table 13 ers- proved accura.te i‘uel imports
in 19h6 would np:l,y be LO.'T per cent higher than those in 1950. . Moreover in 1950,
Brazil a.cquired. 8. large fleet of 'bank:ers, some of which are already plying undsr
this country 1s. £lag; . .end 1n a.dd.ition, severa.l refineries are being established,
the capacity ¢f which should be. suff.’ncient to meet a. great cleal of i;he domestic
demand. - Foreign exchanae expenﬁiture qn petroleum Bhovzld therafore ‘increase at
a lover. ra.te Ahen total. dmports of this fuel. . The foreigx exchamge savings in
thie eector would be .of .great, mlua in augnenting purchaees of‘ material and
obtaining the tanhnical. aseist&nr;e rsquired to develop petroleum production.

y The: Wwood consumed on'the’ milwaye E213 'J,91!6 conetituted 15.9 per cent of the
total consumption of this source o:‘ DOVer, -
ROV /'I'hera soem
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‘Ihere seem to he goed prcspec‘ba for'developing the produot.ion of N
petroleum m Brazil Bven, tnogg_h thie expe.naion cannot be expectad o occur 1&
the imadia.‘oe m’mre. -, Hitﬁer;zo on.‘l,y amﬂl 1nveaments have been made m this
sector and the reglomns which 1t was intafided o0 ta.p are far too. extrenaive. The
aree of “fhe,Réconcavo; in the State of Bahia, is the, only one in productigq 2t
present,”and its total known reserves ave rather imited. In 1950, & mdééfn
reﬁnnry with a capacity of 2500 Tarrels & day began operationa there. It ie
hoped to double ite capacity shortly. - Last year, the Nationa.l Petroleum Board
the Federal agency reaponsi'ble for patrolaum de\relopmente -, bega.n dr:l.uing
experimental vells in three naw a:rea.s where geologica.l a,nd. geophysical aurv*eya
have been ma.d.e during the past few yea.ra. . These are ‘the re@.ons of Gameta.
in the State .5of Para , that of Ca.rolina in the State of Mara.nh&o, and .Ta.poata in
the State of- sengipe, all in the north of Brezil, . L. 0T

Furthermore ; Brazil has l.arge reserves of mxlphide—bit\minoue shale
which could. constitute a ﬁu‘ther source “of litmid f‘uel in ths future. At_present,
the -shale ‘{s belng. wo'rked on & suall scals in tho state of Sb. Pauld, Where &
private inclustrial underbe.king 1a uaing its owr pa.tente& Processas, . i’ca qquipment
being manufacturéd 11 the caunbry. » - In: 1950, - this c»ompamr announced‘ ita :!.ntention
of increaaing pnoduction to 100 -tons dailya A much niore ambitious plan was e
recently draw up by ‘the Institayo de Investisacces’ Tsenologloss’ (Technical
Research Instimte) of the State of Parani, which hes beer studying the uss of .
shale for some yeara. “According to this Tnstitute s findinge the petroleum
resources in the Arati region have been estimated at not lees tha.n J. 600 million '
tona, the' aVera;ge ‘y1eld of shala 011 being about 8 per cents ’ e plan contem— -“_ _
plates the establislmant of $ive shale diatilleriea in diffefent pa.rts s each e
plent to’ he.ve a ca.pacity “of 100" tone’ of pet:roleum d.aily, 120 000 litres of
eulplmr-bearing amonde waters, e.nd 50,000 cublé metres of fiel gas. . The
sulphlde ga.s can yield 21 tons ‘of aulphur and the armorila Waters g tons of aulphe.te
of amonia.. A uentra.l distillery ’ with a capa.citj of 2,500 barrels dail;v s would
gerve the five units. " The e8tAblistment of this industry wouli thus provide
Brazil with e substantia.l goures “of sulphur a.nd. a.mmoniwn sulphate ’ 6nd as &
congequence soms. preeaing problems in the basic chamiba.l 1ndustry would be
solved. It was announced in 1950 that: the Brazilian Governmsnt intended to . .
invest 350 million cruzeiros in the- expl_,oi‘tazt_io_n ‘of sulpl;;da.-biminous shale. T

o . LI Lo A . . i

/Eron and steol
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Iron and stesl 1nﬁuatg 1 sl B LR
In recent yeare tne 1rfm a.nd, B'bBQl mdust.ry experienced ita most
in‘wnniva flevalopment. Stael pro&uction increased from 206,000 to 774,000 tons
be tween 191i5 and 1950, The primipe.l factor in: this: expansion vas the' Volta
Redonda plent. - ‘HoWever, thé e.evelopment of iron and steel mduatries, based

on charcoal; contimued Hotively for betweeh 19115 and’ 1950 pro'duction vas atapped '

up 71.8 per cent, which isa h.ighor rate of expansion than that for the periocd

lgh'o'lghﬁo C o - - Lot

. The data contained in Table 15 showe mat by 19&8 Yolta Radonda ateel
production had auryaaaed the ateel production of all the other plants taken

togetlier which uea pig 1ron f:rcm blast. furna.ces fed My che.rcoal anﬂ. gorap. -

However, Volta. Redonde.'a production of pig 1ron and sheets in 1.950 vaeg below the .-

ag@e@te of other pla.nts. The decline in pig iron production at VOlta Radona.a.,
in 19h9, was caused by two atoppages 1n the blast furnace, 1nvolv1ng a total

hold-up of prodﬁct:lon Tor ’ohree months. The first interruption was neceasitated";

by normal cleaning operations and the. secon:l vas dus to a mia‘aap.
Table o_15. ‘Br&zil- Iron a.mi ateel production . B
-Plg 1ron _ Steel o _Rolled prodicts

Yoars 7.

Coke Charcoa], Total mta Other = Total Volta Other Total

ngﬁi?&a L Redonda plants: ‘Redonda: plante

e T (in thousands of t.one) | o o
1937 .. 9% 98 % 16 o on
s 260 260 206" 206 . 166 166 |
946 .96 215 371 8 258 343 13 a7 230 -
1947  .176 305 481 145 eh2 - 38 - 90 " 207 297

1948 2k 327 552 abh 239 M83 198 205 Lo
1959 193 315 5080 308 297 605 227 273 500

41-‘.‘ .

Sourcei Tho Production Statlstics Servics of the M:lnistmr of Agricultura.
In contraet with 1ts wgrtime_ trenﬁs the expansion of tha :l,ron and

steel 1nduetry during the' pa.at fow yeax:é dig not ‘result from the atimulus of any -

great. 1mreaee in the price of the prorluct. ; The resumpt.ion of mports, which
in 1946 and. 19347 had" aurpaeaed haif. a mill.’z.on tona a.nmally, a.ntl the increase of
domestic prod.uction, led to a relative‘atabnity 1n f\',he fa.ct.ory pricea for .

orprd RelivE Lot ticch

Brazilian steal and. to & noticeabla drop 111 the pricés for domestic rolled products .

on the markett /Table 16.

B
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Table 1l6s Brazill: Prices of domestic and imported steal
P R S durigg the geriod 191451949 _
19h5 19h6 19!17 th ‘a949
Index of f&ctonv Price of . domestic wolled ~ . 7T T L
products S m“‘ 100 9;,2ﬁ 96.0:122.6a128;7

Index Of the price of 1mported steel rqu (CIF) 100, 92.8 105k 8.7 14046
Index of the coagtvige trade price of N

domostic steel (FOB) . 7100 76,1 70,0 60.3 68,0
Percentage difference between the price of . '
coastwise trede and the import prite - +95,6 4,60.3 429 9 -1h.o -6 0

--q. t

Source: Hoomomtc and Financial Statiatical Service of the Miniatrx of Finanqe-v,,“

The relative decrea.se in the price of s'beal, in 'berms of.. the wholesale .
price index: and of ‘thé oost of living 1ndex, ;s &n 1ncentive .o the conaumption‘ -;.
of the product.  Between 1945 and 1950, appa.rent consumption rose from 562,000, ;.
tons to 1,096,000 tonss = The expansion of domestic steel(production, and the “ﬁj‘_
relative decline in ths price of the product arq‘factors of importance 1n the ”
read Justment of the mschanxcal 1nuustry to ﬁostwﬁdr conditions.

Table 17. Brdvil° Tha ahlre o; damns*icgproduction in the total

coSh e T e T supbly of steel

C SR o ' (1n thousands of tons) ;
Years m”“;Proauition._A _ J;gggrt L Totgl gugpky . Agg:&.
945 206 356. . 562 3647
96 . 33 R 40,0
1 O . 573 . %0 40.3
1948 ey _\ 300 . 783. - 61,2
why .. 605 2ot o902, 671
1950 " | N T . 3223./ L 1,096 . o 0.6

Source: _Production Statistics Service .of the Ministry of Agriculture and’ ‘the
Economic and E&nancial Statistical Sarvice of tha Ministny of Finance. .

af Partly estimateds | - -
Note: Imported rolled products have peen conxerted in tenma of ateel plus
'ao per cente o o ) »

" The development of iron and steel production in Brazil made it possible p
to step up 1mmorta of othbr capital goods more intenaivaly than those of’. iron and
atesl. In l9ﬁ7, 1ron and eteel 1mp0rta (ccmputed ab their current values 1n |

/terms of .
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torns c':f aouarb) shoved dn“irdretde 62 :31.5 per dent, aa’compared with 1945,

whilat importd of other oapi.tal goodsp increaaed by B3k, 8 per cents. In thede-

tio years, domestio prod.uct.ion of stedl” (calcula“te& at import’ prices) increaaed

170.5 per cant ‘86 "thet the aupply 'vode by 145 .7 per cent.- ' o
o Botween 1647 and 1949, - Aron and steel imports fedl from 977 million

to To mi 1101 ﬂ.ollara, whiYst ifiports of other capital goods increased from !

33942 millioh “to 3#5 million dollars, ‘Howsver, the value of domsatic production

of steel during’ t'«'r, tiro-year period rose from 66 million to 148 millicn dollars

80 tha.t “the sup“l; o»’ imn emt steel increased. at'a greater ra’oe than imports of

other’ ca.p:lta.. EOYrE - Ix~ Sntiy; beWeen i9hs ani 1,:49 ; imports of othsr capital.

good.s 1ncrea.se-... %;h timea$ whilah the supplar of iron and steel ‘increaaed 3;3 times,

both be:l.ng computed at their import prices.

Iable 184 Brazil- Su M of. steel and 1mports of other cagital good.

Yoars o Steel Ing)orts of - Supp;,y of Imports of other - .
R production—-/ ‘dron Bnd ' . iron and . - capltal goods ..
i ateel , steel ]

' | {(in m:!.llions of d.olla.rs) T
LS. Ak, k22 L 666 101,37

whe .. Mo 662 . woee e

bt 660 . gn . 167 . 3%

W8 . 96, . .58k . asks . 3B T

b9 W80, . ., 7.0 . 280 31‘5..'

a/ . A% 1mport prices | T B

Sources . Feonomic and Financlel. Sbatistical Service of the Ministry of Fina.nce,
- and the Production Sta.tist;.cs Servica of the Miniatry of Agricultura.

.. At preaent the iron and steel industry 13 worlcﬂ.ng at f‘ull capacity 1in
Braziio ' However,. the country 13 still importing 300 000 tons of stoel anmallys -
Cutrent consumption - a‘bout ons million tons -~ 1ip riaing sha.rply. If the rate .
of expansion of . the la.at ﬁve-year _peri.ocl 1s mainta.inad a.nnual consumption mey
bYe -expected . to reach & level. of one and a, haJ,f million tona by 1955. .

o f e f’:‘;:"?.‘ - R et ;'. :‘.‘»\__' ‘J,”l' B -_:'i'j"r: _ Lot .; . /Among 'bhe .

L R AT A T SR A e oy Lot
L T L T e T BT
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- Among the precent expeneion plens of the 1ron and steel induetry, thet ‘
of Volta Redonda 1e the most impertant.” The Namicnel Iron end Steel Company, which
owns this .plant, drew ap tw° expansion programme= in 19&9., The first of thege vas
baged on & 100 per cent utilizatlon of the existing blast furnace with ;] daily
capacity -of 1, OOO tons end on. the exteneion of the qteel furnaces up to a capacity
of 180 tons, the number  of theee furnecee heing increased from h to 5. By using
65,000 tone of scrap, thig pden wculd enable eteel pvoduction to be raised to more
then. h50,000 tons. The second plan involved the building of a second l 000 ton
blast furnace, which had previously been prqpoeed in the. originel expaneion plan
for the factory. Without ueing scrap, and by employing the two blast furnaces
of 80 per cent of cepacity, the production of steel could be incressed to more than
I600 000 ton The first of theee plane called for expenditure ebroed of _ ’
18 million dollars, vhereas the second celled for 27 millien dollars, The:
National Iron end Steel Company ¢trongly faVOured the second plen, in view of the
steep rise in demestic demand, and in July 1950 it succeeded in making arrangements
with the Export-Import Bank for finencing the fcreign-exchenge expenditure involved
in the lerger project. e T

The most important echeme for an iren and steel induetry, now in operation
and based on chereoel, ic that of the ACESITA‘Company (Ttabira Special Steel Ce.)-
which proposes to meet the country'e basgic epecial steel requirements, Thie
company, formed by privete capltel of domestic origin, received strong finencial
support from the Goverrmemt ‘and is at present controlled by the Bank of Brazil.
The ACESITA Project which was virtually completed by the end of 1950; Includes an
1ntegreted ‘iron end eteel factory, vith a produc%ive capacity ‘of 53,000 tong of -
finlqhed ‘products annuelly, and a hydro'electrtc plant geperating 28,000 X/

(of installed pcwer) " The irdn end Steel plant’ i& gitisted in the State of Minas
Gereie, on the railvey line to the port of Victoria, "100 kilometres from the iron
ore deposits of Itabira. The chercoel used in' the blast furnace) which Kas a- '
cepecity of 200 tons deily, ie to be menufactured by the ‘company itself in-the
vicinity of the plant, So far, 30,000 hectares of forest land have been purchesed
end half & million eucelyptus trees heve bsen plented. The charcosl will only be
used as a reducing agent, since mll the power consumed will be supplied by the
hydro-electric station loceted 17 kilometres awasy from the iron end steel factory.

JAe at
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As at presen*t squipped; “tho hydrsvelectrie. plant- contains two 14,000, Kilmtctt uhits,
but it “ia intendad to' teiss this’ tora: tothl, of 60,000 kilowatig, The steel mill
at present has & 300 ‘ton mixer; ; ‘& 10 - ton Bessener. vccnvcrter,t 2 three-phage. electric
furnaces of 20" mid 5 tong respectively, andia- 500 kilogramme induction. furna.ce. In '
1949 the blast firnace ‘began rroduction ‘on & smel) scele, but after the steel .. 7
mill, the rolling plant and the power ataticn vere completed at the end of 1950,
the following yroduction schedule went into effect for the present yeer: - ‘black |
sheets - 10 000 tons; ; staiplesd-steel plates -.2,000 tons; high silicon plates -
20,000 tons, steel ‘springs {round and flet) - 2,000 tone; stainless stesl bers - -
500 tons, Be«semer steel bars'- 28,000 tons.. The ACESITA. Company intends ta use -
a large part of its producticn of" specia.l Bteels and has therefore e«tablished a |
large engineering plant next to its iron and steel mill,-It is ‘,expacted_that
production in this plam, for the current year, will amount to 2,000 tons of
agriculturel -implemente and 2,000 “tons of- -gpare parts for automqbiles cnd of tocls :
of various types. Dt ulatee I T . |

 With the plans now under way in Brazil an apnual 1ncrease of . ths iron -
and steel izﬁustry g capacity by some 400,000 tons :ls cxpected in the next few |
years, Three-fourths of this increasé will be accou.nted for by Volta Redcrn&a's
output, and the rest is to be eupplie& by the factories using ¢harcoal..
Furthermore, the present extension plans. cf' V’olta Redonda allow for a po;eible
future. increese of productive cepacity, invclving a small expenditure in foreign
exchange, The two blast furnaces working at 100 rer cent of capacity and employing
scrap-will meke an anmal production of more than 800,000 tons of ‘steel possi‘ole.
It should bs“pointéd out that the plant is in a pos:ltion 'to build the. meta.l
structure of the new steel blast furnaces required for the plant's expansion with
material of its OWn manufa.cture. SR R

: Taking 1ntc account the fact that the preaent capacity of the. Brazilian-l

iron end steel :lndus‘bry is about 800 000 tona annually, the aforemsntionsd’
expansion quggents that this capa.city can 'be ra:tsed, first, to 1 200,000 tons,
end to et least 1, hoo ,000 tons later. “‘j‘“* o SR

. Yet owing tc the marked increaee of ccnsmybion, which may rise to one
and & half million tons within five year's , as ‘Hae ‘béeh mentioned; it 1e hardly -
likely that in the near future, Brazil will be able to export’ appreciadble quantities
of iron and steel to other Latin American countries, 'I'here is much evidence to

indicate tha,t Brazil's englueering 1ndustry w:u.l develop intensively during the
/rresent decade,
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present decade, especially the manufacture of cgricultural equipment ond mmchinery,[
hnd transyort’ ‘equirment, These industriee will require ever increaaing amcunts of
fteel and will stimilate the develo;ment end specializotion of thc 1ron ond qteel {
induetry. As it expands,. end is stahilized the 1ndustry will be able to reduce o
its own costs progressively, end 80 . further encourage the development‘of)the
engineering industry, - | ‘

Cement 1ndustrx

The post-war period wos extremely favourable to the expansion of . the ‘
cement . industry. Demand hed been pent up during the preceding years, there ' ;'
was & better supply of fuel oil; equipment could be acquired abroad and - _
finally, - the price of 1mported cement was high, all of which contributed to the ’
increase-of .investments in thie industry. _

. During the war years, production practically stagnated 1ncreaeing
only 11 per cent from 1939 to 1945. This was followed by o phase of intensive
development, as may be.seen from the data contained in Teble 19, |
Teble 19. Brazil: Annuel increase of‘production and apparent coneumption of

cement » S

. 1046 1oh7 l9h5 1252 _ ngOE/f- Average
Production 7 o m e 15, 62 12.2
Appsrent consumption 1% . ¢ 7o 1T 7. 1.9 114

a/' Production estimeted or the baeie of -the first 9 months and importc on the
" basis of 11 months, . : ORI - . o
Source° Economic and Financial Statistical Service of the Mlnistry of Finance _
. - .and the Production Statistice Service of the Ministry of Agrigulture.,

The intense expanﬂion recorded in the last five—yeer perlod raised
production from 77# OOO tons in 1945 to 1,361,000 tons in 1950, ite rate of
development barely keeping pace with the rato of increase of ap@arent consumption.
Over the whole. period, therefore, little progreee ‘war made tovards reaching
self-sufficiency. Domestic production gupplied 75 ‘por cent of coneumption 1n :

11945 and 78 2 per cent: in 1950. ‘In 1950 ’ :hnports totallod 380 000 tons, as
againet 428, 000 tons in the preceding year, but thorc was a great ehortege of
cement. in the country. D ‘ ‘

[However,
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Hpﬂevex*, in vq.em of Yhe, 1arge smounte now ‘oeipg 1nyested. in this
indust:;y, 1% :L& reasona‘ole to ex;pact that by 1952 domestic pro&uc?;ion will be
able to mee{'. all the country s needs., .

The increaqe of cément imports took place deepa.te the gharp rise in
the price of the imported - proﬂuct‘ Between 1937 and 19&7, the price of imported
cement rose 336 per cent, _a rige three- times greater’ than that of the factory
price of the: domeatic prod,uct In 1937, the factory yr.ice of domestic ‘comsnt
wes b0 per. can‘b higher tha.n jb}:at of the 1mported. product (CIF) whereas in 1949
it ves b7 per cgnu Llower, - This véituation ves undoubtedly dué to‘ the, demands inade '
on the (tra.ditl sned Ly expor‘hing) European countries in connezion with their
reconstruction eifort, Howevsr, since 19&9, and especially since the devaluation
of Europe&*n currengles, there hes been s eharp fall in the price of- the mported
prod\ié‘%‘ Sl P e L g

' Th'addition to the favourable. fac:tors men‘tiomd above, enother faotor
wh“fé'ﬁ gtimilated development in the cement induetry was the introduction of & .. .
roa.&ibuﬁ&ihg‘plan‘which;; ‘tince 1945, whan ‘the. Rosd Fund was set up, has
.devél'o'j;\éﬁ!véi‘jr. actively,. For the ‘:.’-'ir-:st,,‘ti-mﬁ in nigtory 'paveq roads .gro' being
built on" é“’»iarge"scale in Breszil, Morsuvar, the SALTE Plan elgo contributes. .

1, 263 million cruzéires to be spent on road building untild 195k, o o

" In’1947, the productive capacity of the induetiry was 957,000 tone. o
Since then, various enterpriges ‘Hiave -ggrung -up in different parts of ,the; country,. -
raising capacity to 1,607,000 tons in 1950. .The yresent expansion and the new
Pactoriéd How 'Woing built will make it ‘possible to raise productive.capacity to
1 757;000 1'.<:nn°r in: 1951 and 2 28‘7 000 tonhe in 1952, . Lo

A J,arge pert of the new cepacity installed recently.is rapresented
by factories situated at a considersble distance from the Rio-Sao Paulo erea.
Until a short while ago, the cement industry was concentrated in this region,
since the small capacity of'cohsumption'in the rest of the country, and the lov ..
price of imported cement s offered no :I.ncentiv;e to the. demestic production.
of thig: comnodi’ty. ’ e gd e , .

" fuasts e0i
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L 2 eble gg, | Brazil ' The 'J]irq&ﬂétiv;ef “t:g‘.ip_a;*.‘itj* of ‘the cement ‘industiy
Aree of production - 12'&1 o 12' 50 o -1221“ A 12'2‘ g -t -
Seo Paulo . .. . 360 568 . s6h T TeT
Rio de Janeiro = = 7 73307 S B3 682 . TR
Minas Gerais c - 160 .. 302 .x-. 302 362 _
Noreste . 65 B y AR & v S .- (HEE
Rio Grende Do Sul - ~ 30 = . 60‘-:.-' o 1651 S -

Espirito Santo - s 12 e , o _ 12
szrca Proﬂ.uction Statiatic.a Serv:l.oe of tha Ministry of Agrioulture, anﬂ the
Naticnal Fodmtiom of Indnetriea, S | : '

R

" The production of cement in Mines .Geraie began in 1939; in 1946, 8
second plant was built in the region. In the northeast, & small pla.nt situated
in the Stete of Parziba hed begun operations before the war, During the var, a
plant of 65,000 ton'cepacity wes built in the State of Pernambuco, and later, the-
machinery 'in the Paraiba plant wee re-equipped and its capacity likewise rairsed
to 65,000 tons. A further expansion of this plant to a capecity of 130,000 tons
is contempleted, In Rio Grende do Sul, cemsmt production was first undertaken -
in 1947 and has made great strides since, Two factories were built in this area,
the second of ‘which began production inm 1951. A new plant, in the State of Rio
de Janeire , With.a cepacity of 150 000 tons, should also begin operating in
1951; 4t will employ the slag from the blast Purnace at Volta Redonda, o

" A remerkeble trend cheracterizes the -d_evelopment- of Brazil's q_a:_ne:xt'.“
industry during the past few years: ite decentralization, The two roduction
areas,‘ﬁ}iic'h' existed before the war, sre’ et111 adding to their capagity, but
this ha.'a not checked the industry's spreed: to other parts of the country. .

- One of thesé areds is the State of Bahie, where the:ersction. of a
plant of lOO 000 tons capacity was. recemtly begun The -foreign excha.nge _
expenditure for the- purchase of the equiyment and the. installation will be covered
by a 2,070,000 dollar loan, which hes already been granted by the Export Import
Bank. Among other undertakings of this neture ere the factcfr:les get up in the
States of Parena; Sante Catharina, A].a.goas, Ceara and Goliaz. It is therefore
likely thet during the next few yeare the whole country will be supplied with
cement prodiced .;,-d'ca.lly or regionally. In view of the country's ina&ecjuata
trensport facilities ,' and the enormous distances:to be covered, this a.ppeai's to
be the most economi¢al solution, even if it implies reducing the average capacity
of the factories and diminishing lebour sroductivity.
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. ;The :lrregular BupPly 0£ baaae spamical,p during, the.i swar yeara s hindered
the 1ndustrial development of BPrazil, The country depanded almost enti;rely on B
importe for. its supplies of alkalis: ‘end sulphwr.. This, create_q_l_qop_e@ide'z:able
anxietyfin thy Government, and Buong - the. lepdars of induetry., |
-Bince. no -sulphur deposits: have yet been..found ‘tn Brazil the uSe of .
uatural ami sarboniferous . pyrites has been. considered . The formar ocour in the .
States of Rio de Janeiro and Minas Gerais, but daposits are fairly emall and are'
already:baintg worked. . The. carboniferoua P.’fritea offer: grea.ter pcaswilities, '
since natural reserves gre.large and production of coal is tending.to increase. .
. During the past few years, .the Mineral Production Labcu'atory, an agency
of the Ministry of Agriculture, has given ruch attantion to research into the
. poseibilities of industrial utilization of car‘boniferous pyrites and early in 1950
it.vma announced that work om a eemi-industria.l scale had been patisfactorily
concluded. According to the Tegulta obtained from thia research, at the present
level.of, coal production 11:- will Yo possible to obtain a supply. of same 50,000 tone
of:sulphur domestically, an emount. sufficient to meet .the count.ry's minimum fieeds,
imports in 1949 swrpassing the 45,000 ton merk. '
" The problem of sulphux suppllies may also Ve solved by the: deVelopment of
the shale-distilling industry. - When the plan referred to in the section dealing
- with Fuel and power hes been fully completed, its first phase will aupply an.
additional 30,000 ‘tons. of swlphwr annually. . .
' The general- devalopment of industyial production also led in- recent years
“t0 the production of - ‘sulphuric acid from imported sulphur, . In 19148_, gyoductiqt_;_
begen at & new plant employing the. contact process. | 3 o
' © .In connexion with the production of:alkalis, great interest haa been
* shown in recent years in develdping the menufacture of caustic soda by the ‘
-electrolytic m-oceae.. <This is: partly due to the increased possibilities for 'bhe
use of chlorine, as a result of the development of other. sectors of the chemical
.Andustry and particularly of the production of Insecticides. In 19h8 the.
Industries: Qudmicas Electnocloro S.A. built a fagtory at Rio Grande, in the
‘State of Sao. Paule with an. &pnual production capacity of .1,100 tona of caustic
soda, In August 1949, the capacity of - this plent. wag inoreased to 1, 600 tons
and 1. 1950 extensione,. were bheing. mﬂe An order %0 raise; tpe plant'a production to
3 ‘{001 tona. Similarly, in 1950, B -new ; elactrolytic plant, belonging t0 the .
Matarazzo undertaking&, was hudlh withed deuption capacity of: nearl.‘r 3,700 tona
of cawatic ‘Boda annually.- As par & i‘t‘.a general mnufactwing operations, this
: oo gL ‘*'c 20 g S ST L ’ . /pmnt
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‘plant is also producing 1naecticidea and’ other chemical produotea‘- It may there-
fore be déduced’ that the: c&pacity for -producing electrolytic soda was’ tripled ‘
between 19&5‘and 1ghkg.” B LA SO R LSRN :
Yot Brazil {5 'still éssentially dependeny on foreign -supplies. of alkalia.

Caustic soda importse rose:from:'24,000 tons 1n .1G45 to 40,000 tons in l9h7 and
56,000 tons in*1949.  Imports’ of carbonate of . soda (2 product not yet manufactured
in Brazil) ‘Increased over the aame*pariod as: follqwsg 24 ,000. tons in. 19h5,
31,000 1n 1647 and’ 37,000 tond in 1949.. S : S

+ o The' steep rise in. theidemand- for these: ‘basic groducts points to. the need
for & broad and fundemental solution of: the-problem; probably the only remedy 18 .
t0 eréct a" Solvay ‘plant. i During: the past few years two’ axtenaivd resea;ch
programmes have been ‘Undertaken in this connexton: < .o . . oo .

o ‘An 1nternstional group, constituted by Imperial Chemical Industries of .
London and the Solvdy Compeny of" Bruseale ‘gtudied the possibility of utilizing the
rock salt deposits in the States of Alagoas and Sergipe,. After four years ofqr_q,
wcrk ‘the resulta of thié research were- publiahed 4R.2950. . It was proved that.
there Wers adequa%e reserves of pock aalt with. whioh to supply, & factory, with an.
output of 200 tons deily, for a period of Tifty years. - The limestone availgble_fs
18 of poor quality but 1e present 'in sufficient.quantities. _ There are no
_d1fficulties in ‘the ‘way of water supply, ever though the temperature of, tha vater .
is relatively high, Which-adds:to the cost .of production.. Based on theaa data, '
a plan wag dravn up for the building of a factory to- produce 85,000 tons of sodinm
carbonate, 500,000 of ‘vhich ‘Would be transformed. into. 35,000 tons of caustic soda
and 4,500 ‘tons: of refined sodium Bicarbonate. The investment required was
estimated at 500 million cruzeiros (25 million dollars). - The. group estimated
that'éf'alkali”ﬁricéa as prevailing in August.1949, the probable smnual return
would be 4,8 per cent.: -The plans. were suspended early in 1950, after
representatiVes of Imperial Chemical Industries and the Solvay Company had viaited
Brazil, It was then statéd that in view of the high cdéste.due to adverse .
conditiona of productior, and of the decline. in the.international prica of alkalis,
after the devaluation of the pound sterling, the price of the products would have.
to 1ncrease by 85 per cent before the umdertaking could be a paying propositidn.‘}
Still 1t was confirméd that the schems was feasible; e
' “The second investigation fnto: the possibvilities of building a Solvay
plant in Brazil wag carried out. by a’ 9em1-pub11c agency, the COmganhia Nacional
de Alcalis. In 1949, this. company’ concluded pnelimdnary iuvestigations
concerning the site .of the.factory: and, tha supply ot raw materials. . The factory,
which during its first phese will have a productive capncdty of 100 000 tons of -

/sodium
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sod{um ca:rbomta, wzn be aituatqd m *&h& catid Frio area 1w the State of mc de
Jeneiro. This. region haa large 1imeqwhé &eposita (shella) and. & reserve of some
10 million tona of washed shells :.l,:,gg ;8lready been found .and.is ready for
calcination . Sea ‘aalt mroduced: in- -the'fvie*ini'iy .of the plant; will be uded. The
fuel o1l will be carried ‘to the factory by -&'2,100 motre pipeline, connecting 1%
to the port nearby. ' Cooling vill be greatly facilitated by the low average
temperature of the seavater in thia area, Fresh ‘water wil]. be raised from the
subsoil or drawn from & neighbouring r:lver, though thie htter method will involve
.a greatar initial expand‘itm‘o The advantage of the Cabo Frio plant over the
Irother faotory previoualy mnmoned lioa in 1ower transport ooats for the finished
i m-oduct to;the min cenu-en of consumptien, 'I‘he_ manu_factux:i_ng cost does not . vary
greatly from one region to another. In Cabo Frio, there: would be lese expenditure
is obtaining the limestone, dut the cost of producing the sslt would be higher. : -
The Cabo Frio plan calls for an investment of 350 millionm cruzeiros, of which

200 minion crmeiros {1 mnion m; wm be payable in foreign exchange,

" I# the total 1nvestmenty f!ar ueh of the plante and their respective
productin capacities are cmnp&n‘, u W.M e Ileen t-hat the pro.ject of the inter-
netional group invoives a far hi“ 1mtmnt, The 1nvestmnt per ton of
sodium carbonate produced would 5, 8&3 wwm.-os , Vhereas in the Cuvo Frio
'ractary 39 would Ye 3, 200 druzeiroa. nm expla:lnaA \my the plan of t.he .
r.'omganhia Naeioml de Alcalia 48 considered as m-ofitable s even after allmring for
the lover m*:lce of alkalis since the devaluution of the pound sterling.

s CHAPI'IB III PRIMA‘RY FRODUC"I’IOH AND 'm; }?UREIGN Wm

Productiun and export of _grimr;_products

" The fo’reign mrket 18 the most important single factor inﬂuancing
prinD.ry In'Oduction, thou@x more than two th:!,rde of it 18 abeorbed by the domestic
market. ._ The domest:lc dannnd for primary products being relative]y Bta’ble, what
really, deteminos the general 1ncome in m imary . mﬁuction ia the fluctuation
of demand and trices in t.ha fbreign market,. In tha oase of esaentially expor'b '
commodities the foreign market affects the prices peld by the domestic consumer

and influencee the amount remaining for domestic consumption. However, 8 _
substantial rise in: @mastic‘ dem‘ntl haa ” 1n apme -cases,: J.sd to a contraction of' o
the expcrtable aurplua. RE , . ‘
'I'he depandence of primary pu:-oduction on the foreign mrket variea _
greatly ﬁ'om one grgmp of products to anot.her . and evan more: within each g-oup. T
Commodities of vegetable origin depepd moat he&vny on. the foreign ma:cket more
than half of the output being exported.,: . 'I:he position. is-the reverse in the case

of livestock of which only about 5 per cent is exported.
' R ] o Acrrmos
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The degree of depehdence varias even more widely within each aroup.
Some commodities, 11ke ritbber; are now pfactically independent of the foreign
market., Othere‘ 1ike “the’ Brezil nute ef Pera, carneuba we and- yerba mate depend
heavily on foreign ‘demeng’.” Even i the 1ivestock industry thers are sharp
contrasts: though ‘incat: experte do not conetitume more ‘than 4 per cent of
production, yet. the export ‘of hides: and skins. aceounte for more. than ho per cent,
Production of some minerals. depende entirely on forsign demand, whereas the
domeetie ‘market, for- others like manganeee, 1s developing. Still others, euch as
coal are produced entirely for domeetic coneumption.,.

OWiDB to these differences the effects of the fluctuatione of foreign
demand are more far—reaching than weuld appear from a coneideration ef primery
groduction as & whole. The degree of vulnerability ta the fluctuatione of foredgn
demand variea not only from one eector to another, in primary activitiee but. also
from one producing ares to another.-. The carneuba, ‘cacad and mete producing areas
are single -crop reglons and are- highly dependent on the fqreign market Therefore,
their receipts are.more likely to- euffer eudden contraetione than thoee of the
country 8 economy as a:whole¢ _-‘=- Ca L : T \

. The, development of -the domeatic marketa repreeente a, highly important _
etabilizing factor for these regiene.,. A geod example‘of this trend of evente 1e ’
found in the rubber induetry euer the paat fow yeeree ‘ Tnough fermerly thie ;
product wasg’ largely inten ed for t@e expeet market it ise- new entirely ebsorbed
by the domeetic merket FERE o S e S

“et The degree of dependence of primary production on the foreign market . donsx
not seem to have changed greatly in the poet-war period. calculeted on: the- baeie -
of producer: mrices; exeorte betwesn 1945 and 19h9 avereged 25.8 per cent ef
production. The sudden change between 1945 and 19&6 (8ee'Table 21), is 1argely
fictitious and can be attributed -to ‘the disposal abroad of - large stotks accumulaten
during the war. Cotton exparts, for {nstance, 1increased from 164,000 to 353,000
tons between 1945 apd 1946, wheress productiah remained ‘at-378,000-tons. - cacao
exporte 1ncreaeed from 83,000 to 130,000 tens, whereae production remained ‘
stationary at about 120 000 tone. The 1ar@e agricu;tural urpluses. were . heavily'
liguidated after 19&6 By 19&8 no cotton euszus remained and in 19h9 the sems - -
occurred with coffee. In 19'49,"despite the large expor’ts of coffee ou‘b of "
accumulated etocks, the percentage of agrieultural exporte receded to the 19h5
lavel, fn T R R R L BT A .

N .
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i/ The decline in the’ pricw ‘of rubber on the' internabional thrket after the war -
cut off exports of Brazilian rubber. However, the intense :expansion of ‘domestic’
menufacture, of rubber; goods. was: eufficlent to.abdeorb, the: Burp}ue which was

formerly exparted, (The. demestlc priceof yubber remained highér then that
obtaining on the internaticnal market, but e crisis was averted An the rubber
producing area which might'have led to the abandenment of the rubber plantetions.=
Later,. in,1950, the price of rubber in: the international hiarket recovGred ST
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: K ' ‘ ik Te 21 -




r/cN. 12/217/Add 2

Page T1

Tablevélga{: Braz&lt ‘Parcéﬂﬁagh 6% ﬁfﬁmﬁry proauctiun exported o

R T - (pr‘oduizér"p:ibgié}’f S

Yeais . “'”‘_:TTbtqiﬁ Agriculture Liveétock ) Mining . Commodities of .
—_— T T h,.mlﬂiflr .:' R s vegetablg crigin -
5 ¢ 2g0 0 29L;," 2?3”'83” st
191»6 B 29-.3'. 366 o j 60, o 6.4 _— 58.5
QhT - 26,6 3330 62 U5 Y UTBE3
k8 ,_._._26-'.;6,- 3h.L = 5.14“' BRI O “lgig
aho. T 233 a9k il 8.3 5’* 9
1950 0T L 228 ‘ N L

Note: Exports have been calculated at constant 1047 prices and the: production e
data used ‘are thosa .given in Apgendix A.

7

Durdng the years immediately after the wary foreign Qémand for~
Brazilian rrimary producta changed in some" respects. . Generally apaaking, there’
vas an increasy in demand far: agricultural and cattle products, whereaal? fall
oocurred ‘in the demand for mining nrodnction and vegotable commodities. ‘

f The gecline in forelgn. dumspd affected min3ng - proauction and vegetable;“
commoditiea. - In mining the areai. &enwease of exports. was offsat by the lh ‘
expansion* 1n the domeatic market,: The contragtion ip exporta of vegetable . -
ocomoditiés vae smaller, but owing to the greater relat1VG'1mportance of foreign
demand production wag mare sérivusly affaqteﬂa" Aftex 19&8,,thare was. 8. ., ... .
substantial reeovery‘in mineral_akporta, principally due 140 - the: 1ncreasa of’iron
ore exports which expanded from 64 ,000 to 900,000 tons “between Lok6-and 1950,

Table 22:i:”' . Prazily Indices of production -and-of éxports of:
T

R ”."' IR, ‘_ﬂgatable commodities: and minerals . - .
L Cee e o (ghsied00)
Years ' . ccmmoﬂities of vegetable ori | f"'" Minerala -

Lo "fibduction- {” - Exporta - Production hxpdrts &/
1%6,1;“fim6‘fkuj waif;””-fwy"“‘ ﬂhmuv
1948 ﬁ"'* SR L) R 37 9”:f‘ foge o 116 0 11940
o o8 o sk s L mes
Note: See notea 1n Table 21 ; ‘;. B L ;Ql ) ' 7ﬁ'tifbhn

a/ A% 19&7 producar prices.

1/ Timber 18 not mcruaee 0 tHese data ov.:’r;mg o "the. ack: of adequate
statistics regﬂrding 1tg production. :Howaver, 1t should. be. pointad out
that timber exports 1ncreased greatly during the eerly poSt-war years but
fell off 1n 1949.

/In contrast
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In contraat vith evenéé 1# hiﬁefhi ﬁrqduction and wdth the case of
vegetable commodities, foreign demanddféﬂ aé}ieﬁltﬁral pﬁddudts incressed greatly
as from 19#6' Equrte during,thatfyaar iricreased about %o Per cent, as compared
with the pmeceding year and: remained at & high level until 19168; -Phese eﬁtports ,
though @'eﬁtly dravn " from accumulated. Btocks , canstituted a strong incentiire to
production’ wﬁich sirice 1946, has been’ 1noreasing conatantly from year to yedr..
Table/a3 presenta the development of the pwoduction and export of agricultural and
livestock producte (at producer prices) during the’ pericd 19k5 igh9, 1In additibn,
an index of the residue remaining for domestic consumption was calculated ! During
the period 1946-1948 this 1ndex shows a slight diatortion caused by the llquidation
.of accumulated stocks. i
Table 23: Brazili Indices of production’ and export of agricultural '
: and livestock products and. residue remaining for
3y S domestic consumption af: , :

s P oo e (191\;5 - 100) o e
Years " Prcducﬁién 5 1¢. . Exports .. . - . Remainder -
U6 < . . 10683 .- :Ci?fj. '..'.-;1;_1‘.2.' oo 9941
Saght © 1045 0 Y3067 .-:..‘,1014.8 g
w98 15.8 ST 0946
949 ;. . 1220 . 'ﬁzi 18547 . 1 120.9

Note. The residue is- production less exports for . cne year, stocks formed or.
.~llquidated being disregardad.- For aourcea, see Appendix Ao

g/' At 1947 producer prices. S

If the fluctuations of foreign demand exerciae any basic 1nf1uence on
the level of primary preduction, fluctuatioha of‘domestic prices in turn affect
the formation of the exportable hurplus. The influence of domestic Prices is
felt both directly and indirectly. Directly, 1t createé an incentive to the
sale, within the country, of the surplus farmsrly placed on the foreign market;
Naturally thia only occure in the cased producta for which domestic demand is. l
far greater. than foreign demand. This is the case of rice, sugar, maize, wheat, |
beans etc. ' Indirectly, it 18 reflected in the rising cost of axportable gooda
resulting from the general rising of the price level. S S

& comparison between export and domestj.o pwicea eeemﬂ Lo indlcate that
‘the latter, unt1l 1948 at any rate, had not exercised any limiting inflvence on
exports, The 1ndex of . export Irices of ggricultural and cattle products has

risen more eteeply aince 19h5.than the 1ndex of domestic food prices.

* . o T T . T
‘ B " . . o

/‘féble o) s
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Table 2k: Brazil: 1Indices of exgg?é ﬁfiéee and domestic consumer
o . prices of agricaltural and IiVeStock
ORI 3 Qducts RO
100)
Years Exports - yw;;‘ bcmeétic mariket
Agricultural Products Cattle Products T Foodstufts
Index Anrual ‘Index  Annual Index Annual
o increase RS inerease ncgegae
- . (as %) e - (a8 %) : AN
1946 132.4 324 =8 28.7 16.6 . 16,51
19h7 176.1 " 33.0 1reh ~ 34,0 k2.0 * 7 21,9
1948 188.3 6.9 174.8 1.k 1k6.8 3.b
1949 196.0 4.1 - 182.8 4.6 153.0 2.
1950 303. b 5h 8 . 160 .3 = 12 3 17k.6 1h 1"

Note: The 1nd1ces of exparte pricee were calculated by dividing the value at
. cwrrent prices by the quantum, The domestic price index is that for
foodetuffs on the retail market as published by Conjuntura Economica.

In some cages, the distortion of domestic prices caused by controle has
contributed to & decrease of pro&uction and, indirectly, to the decrease of the
eXportable aurplue, -1nce a ehcrtcgp of the particular product may have led to .
export restrictions by means of diréct controla

In the case of the main export-products, ferelgn pricee 1argely determine
domestic prices, both producer anﬁ«coneuma~ pricee. Accordingly, they exercise
inflationary or else a defressive ﬂnfluenﬂc. In any case, fluctuations of -
domestic prices of these goods are senerally not ‘8o sharp as those révealed by

export prices. = In the case of products essentially linked to the domestic. market,
the domestio pr1Cee are 1ndependent and 1t is_ theee which offer the poaeibility of

placing the surplus on the foreign market. o . .

Table 25 shows eix products, the first three being typical export
commodities and the remainder rather more dependent on, the domestic market. In
the case of coffee E/ and of gotton, export prices 1n6reaaed toa greater extent’
than domestic prices. Cacao prices followed the same trend except that in 1949
they declined sherply, whilst the others continued to rise. Iit the c¢ise of
tobacco, Brazil is & regular exporter, but owing to the relative size of the
domestic market, export and domestic prices tend to be equivalent. Brazil is a
marginal exporter of . both sugar and rice and the prices paid by the 1mpcrter only
excepticnally eXercise any influence on the price pald by the aomeetic ‘consumer ,
It may be seen that in 1946-1947, when world demend for these products was very
high, export prices rose far more than prices on the domsstic merket, but in
1948-1949 there was. a complete change in the position.

1/ In 1949, domestic prices paild by coffee consumers rose well above the export
price index. However, this was due 1o the rise of coffee prices abroad.

[Pable 25
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Table 2 2: . u‘ e ‘:.'. na " ’ ‘ 1
seleoted e.&ioult Ep_duéﬁé
L eszme

Coffes B  ,3§&§ "&2&1 ¢ ~23§ 1949 1950
Froducer - 130.7 L1 -13%s7 0 178.k 182.0
Exporter , - 138.2  17h.0 171.5 199.4 352.8
Domestic conpumer &/ 116.3 . .2 187.2 202.3. .
Cotton o ‘ Lo L o
Froﬁucer v 155,6 ClTh2 202.3 223.7 = 223.8 -
Exporter - 130.5 168.9. 205.0 225.0. 222,0
Domegtic comsumer b/  116.9 151.2 168,9 211.8
Cacap - - . | L
Producer ... I . 186.4 ©360,2  351.2.. . 2h9.5 | . 250.3
Exporter ' ) 181.7 385,2 5414 265.3 395.0
Domestic consumer b/ 129.0 - . 290.6.. . .455.3 ..
Rice =~ C IR R ‘ Coe , |
Froducer _ © . 20L.6  0-113.1 0 k22 172 9 163 6
Exporter : 108.3 .+ 133.5 ,  148.8 135,8 ' 103 7

- Demestic, consumer 2/ 11025 ,1173; N 1,3 0 1985 -
Sugﬂr- - ' .I . .ll‘ ‘ :' ' . ; "‘“ - - ) T
P?EEueer‘g/ ob.b S iI3ch -0 1179 . 132.8 ¢ 132.8
Exporter . .- - S . 16k.k i 179.9¢ 96,1 0.3 .. 1310
Domeetic copswmer &/ . .. 127.5.. 130.4  123.7 Q475

. Tobacco . ,,:F IR ...;2 SV . N

- Producer _ , - 13,9 - .121.9 0 115.2 2l.2 . 125.0,
Exporter o ‘ 113.8 - 18,5 131.6 122.8 13744
Domestic consumer b/ 107.4 -12&.5 11746 “121.2 ..

_/ Retail price as an aVeraga for the state capitala, published By the IBGE
(Brazilian Institute of Geography &nd Statistics) | |

E/ Aversge price In the coastwise trede, based on date aupplied by the .
Economie: and Finsncial Statistical Service of'tho Ministry. of Finance. (SEEF) .

g/ 'Price paid to the sugﬂr cuné growers, basic data supplied by the -
. Production Statistics SerVica of the Minisbry of Agriculture (SEP)

funt 11 19&8,
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_ Until 191+8 with the exéapﬁibh of augr, i‘,he export price indices of
all these pmducta WBra conaié:o;ntly abmre the domest ic price ind.icaa. There
is nothing to. flndicate, therefore 5 tha.t the - exjgortable surplua wag diminished
by the pressure: of domstic prices; “In 19h8, ‘howevér, the,rise of.domsstic
prices was much greater than ‘that which ‘oocurred on-the foreign market.. In .

' the cage. of coffae, 1t s likely that atreng foreign demend.influenced the
" domeetic market; \a.nd in the case of cott;on 1. is '1ikely that .the liquidation
of ‘stocke end the earl:ler rise in producer prieee (caused by the smaller

--he.rvestq) ha.d. &aimila.r mfluence.

. .'Tab’le 26: | -Brazil: Increase oi‘ piices of salscted agricultural.’
oo e T products m 191%9 a,s compared wi’éh the pr(;ceding"
B T N (percentages) ‘ PR
Products : .- . I _Export;prices Domestic consumer }gricw
Coffee 2’(.9 S 55.1
Cotton ' 0.0 oL J. k2,9
Caceo - 176.1 )
Rice e .- 33.0 o pL I
Sugar o - 5.2 ‘ 13.8
Tobscco |, - 8.8 3.6 ;

Sources: See Table 25

It s possible thet after 1949, domestic ‘prices may have tended to °
curdb the export;a.ble surplus, at least in so far as those products &re concemed
which depend mainly on the d,omest;ic market. rise in the price of these
producte is necessarily followed by & rise In the cost of 1iving, which,
turn, affects the coat oi‘ exbért produc*s end -the" ehift of factors’of
production towam the favoursd sectors. L :raduct.ion 1n"tHo capac:lty to export,
for reEgons o th1s neture, , was partly avirted ‘in Brazil in 19560 by means of
'the introdt‘x;::"h‘ion of e ayategn ot subgidios to the éprrters most severely
‘ ‘.affected. ‘I‘hia aystem vad’ made poesible by the- ﬁam‘ber ayatem and. combined

'operatione. The sharp rise in the ‘prite of coffee during the' last few months

. of l9h9 ’ and tha gener&l rige 111 the price of ‘primary goofis ini ‘1950, curbed

. 'the expa.ne ion of theaen dieguiaed gubsidies R w;n:lch ‘Feridsd to' d18locats domestic
and forei@ pricea even more: It 18 hardl.v likely that *without 'thig" change 1n
the evolution of export prices, Brazil would have besn able: to' maintain the

parity of the cruzeiro, In view of the rising trend of its domestic prices.
[Prospects
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Prospects Pl the coffee. sconoiy

]

Coffee ay a‘source of inoomo'aﬁd’of’foréiéﬁ”éichéﬁgéi ‘Coffee remains one of the
predominating productc in tho Brazilian economy. “Though 1ts’ importance hes
diminished considerably during the past 25 years, g0 far as its share in the:
formation- of the national product is concerned, 1ts ‘position in 1950 ae & basic:
factor of the capacity to import ig very éimjlar to that in 1925-1929.

o During the period 19&5 1949 coffee contributed- little more than 5. per gcent
to the formation of the gross national prcduct, “wheYees in 1925-29 it accounted for
more than Eolper ccnt thereof. However, during these 25 years 1ts share in. the -
current valte. of Brazil's exports declined much less. In.1950 it accounted for
66 per cent of total exportl, though it can hardly have contributed more then
8 to 9 per cent to the formation of the gross natiopal prcduct.

Teble 27 . Brazil: ' Contributions of coffee to the formation of the

: R gross national product and- 1o the current value

of eggort ,
(a8 & percentage)

Years _ Gross national product o Exports ,
1925-29 22,8 S 72,0
1945 | 4,2 | 3k.9
1946 ' 5.2 o 35.3
1947 | 5.9 36.6
1948 © 5,6 | 1.6 |
1L - 5 B . 516
194549 s e e,
1950 85 s . 6.8
Nofoz The data for: the gross national product are. taken from those

contairied in Table 9, Chapter I, so far ‘as. the pcriod 19h5-h9 1a .
concerned. The total fog.1950 15 an eatimate. An qstimatc ror the
. periocd 1925-29 w&a made baaed on available goods (see Economio,Survey
for latin Amorica, 1959, Chapter VIII),. The value of the production
of coffee has been oonsiderad entirely at export prioes., The value of
~ the total grocs nctional product Tor 1925 29 was calculated 1n 19h9
. ;cruzeiros and the valuo of coffee produotion durlng the 1925-29 5-ycar

. .period was estimated at l9h9 export prices, but the necesaary oorract1on

was made in the terms of trade.;u e /Accordingly
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) Accordingly coffee hes 1ost mubﬁ of 1ts dynamic function as & source

of income end as an element productive of new capital Bowever, its position as
the‘primsry means whereby domeetic eevings are transformed into reel cepitel goods
has remained unchanged thet is, as e source of foreign exchenge.' At present a
.fell in the velue of coffee exports hcs a less depressiVe influence on the" level
of economic activity then in the pre-crieis period, however, such & fall would
probably exercise a nore depressing influence on the balance of peyments for,
firstly, imports cre much lees elestic owing precisely because they have been
limited by direct control and cre elmoet exclusively made up of essentisl goods.
Secondly a reduction of coffee exports now effects the fevel of domeetic ectivity
much less severely and hence the demend for imports would be 1ese sensitive to o
sucha.fall L | ) T ST
r;Pr duction and_export of coffeerin the eriod lﬁ?H-I' 6& :
'i:, . '“Vh Duriné tbc period of 19#5450 Branil's coffee production totaled 97 5
'ﬂmillion bags of coffee (of 60 kg), eﬁ thc same time, 1t exported 96 3 million e
and consumed 18 8 million bags. Tho defioit amounting to 17 5 million bags vag-
made np“from stocks cerried over frcm yecrs previously In other ﬁords,production
vas elmost entirely diverted to ex;orts, ﬂherecs domestic demand wae met out -
:of exie.ing stocks These, however, were virtuslly liquidated in 19h9 and'Brazil
vas therefore unable, in 1950 to maintain coffee exports at the 19&5-&9 level '

This position is 1ikely to continue during the next. few yesrs. ,

Table 26_,.n7.13razil' Production, exports and domestic consumption of coffee o
T ST oA (i thousands of 60 ki logramme bagsy

Yoars - - Production '-T*ExPOrte- Bomestic consumption dgﬁggiig Eoggnmption

k5 e 13,915 ToATR Cn 3,032 L T 17,208

191,6 Lo 15-,289 L la 11’5,505 e 3’-.090,-‘..-._ Pt e AT ’18,.595 .

w7 - 15,q914rs¢{'v:lgggggtcwu“' 3,150 i e 17,9800

1958 S i 8- CRAEIRE R & 68 N7~ LR 3,200 [Tl T 20,702 0 e

1949 e 21751980 Ce 19,369 7w e 32T N T T 22,939 . s

1950 17,805 14,800 3,300 18,100 .

Note: *‘-Pi-aduetion date’ suppliéd: by ‘the Production’ Statistica Service of

Ui ¥ the Ministry off Agriculture, ‘expoit’ detd- supplied by the Econemic
"t 'ahd’ Finshcial-Statistical Service ofthe. -Ministry ofiFinance; -
£ér ' domdstic’ consumption’ date” see'conjuntureaEconomice;{July'lQQO}?%

The' 1950 dofisuimption Qete Hré estimated: " = -

Lod gt AT

-'/T‘ne' | strong '

S A



. EfcN, 12/217/Add.2
Page 78

The strong recovery bf ddfoB ﬁéipes on the world market since the end
of 19#9 thus refleote the fundementel change 1n the etrhcture of the eoffee supplie=
which are partioulerly inelaatic over the short term.

The planting of coffee 1e a long-term inveetment, requiring from h to 5
years before yielding eny returne. Once the tree begins to beer fruit, it becomee
a form of cepitel inrestment which ehould e productive for eome ho-years. ’A o
large supply of labour is required in the production of coffee, but as wagés are
nearly alwaye paid in coffee, hervesting of the crop will always be ‘of advantage
to the coffee producer. In other worde, the loes incurred by not harvesting is f
always greater than that occurring.by eelling the product at the lowest price, o
provided labour ie evaileble. This is the reason for the marked inelasticity of
coffee supply in terms of priees. h . ' B

" A persistent fall of pricee such a8 that which occurred in the thirties
and forties may cause the planter to Iower hie coste oF- production.' This explains
“the discontinuence of plantetione end the progressive 1oee of the 8011'8 fertility
Moreover, the planter ie uneble to proceed with the eteady replacement of older B
,trees. Evan if he 1e in a poeition to eet up e pertiel deprecietion fund, the .
low return on thie cepital will induce hi;ito inveat this fund in. other crops _
or fielde of activity. There will therefere he a tendeney %o withdrew investments
and the eize of the plantations will tend to diminieh. Thie occurred between 1930
and 19&5 in Brazil when 1, 000 million coffee trees disappeered, that ie about S
one-third of ‘the plantations.1 - S

" 1f the price of coffee 18 meesured by, its purchasing power .on the’
yorld market, it will be seen that it has: euffered two unbroken depreasione
in1MB past. 20 yeoars, In fect if coffee prices are compered with 'those of

A

Bragiltian imports ; the reeulting index fluctuates eherply and showe. a markedly
wndulating curve. In 1913, 192& to 1929 and 1950 the index exceed the 200 merk,
though during the cyclicel: upswing of the thwrtiee it barely reachea 100, In. ..
other words, coffee did not recoyer between 1930 and 19#8 as may be geen in
Teble 29, ' : RS - ST

L dmeas Lt

1/ Together with the preyaiding-ldw.pricejlevelgjthe_fect tb&tugnoducfiﬁn .
constantly exceeded the market's eapagity to absorb supplies was a further h
irducement to disinvesting. . .During this period, in. ordervto-adjuet~world
coffee euppliee to depand, Brezil vas . compelled to -destroy more than.
8o million bags of coffee which, et averege 1950 export prices,: represented
more than 4,000 million dollars,
/Table 29
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Table 29 Brazil: Termé bf trede cf' Ediffego during the perlod 1930-1950
o B B ool T G l93r=1

Years - .. Coffee export -price index Brazilien imports - - ~ terms of trade "

price index - ..9f coffee

1213_ e L ‘_“25 T . -13_ S - 200

1914 22 _ . 157
1915 70 fE T e gttt T ag 87
1916 . - e 2By in L e 230 e o 0 B3
1517 2l ' 37 65

1918 26 42 62 -
1819 ... . o 83 e R e L 129
1920 L ke ... k8 88
1921 " e T - hs; . L 58'”? v . _79

1922 I . ...67 L Lo 50 . - . 13)4, .
1923 83 _ 60 S, 138

1924 ‘ 116 . .-52 : o3

1925 e . - .. 850 . - php -
1926 . % oLk 209
1928 . - .. . 118 .- . L8 e s w213
1929 L 18 ..o5 . 212

1930 S N <Y |- S P16

1931 ... 0 v T e el o0 BB o L 109
1932 86 Y > SO 'S S
1933 T P, .,.,75. P u,.‘; ' 63- R . T ‘119 .
193k oo L 8h . e e 66 - e
1935 R i} o R e 8T
19369, - - . 88 i I L ,97 - R c 91 ; .
1933 i . :100 A TR 1¢¢ EI  -ﬁ1{ o 2100 - -

1938 (- [ SR - B

1940 L oo T L e e 21820 e o Bl

1941 ... 103 . 13T T
143 - 156 o e L andBQ o et B
1944 . 161 166 9T
1946 233 . 215 ... 108

1914-7. S S .291"“;' s rwe .‘.:...,¢,.' PR ‘1.260..-'_4:.::.‘-,1;.:.; 11.3 -

1988 0 290 - B & S L1070
1949 i ”3313.wa__,w__‘ gm ,j\. 15

-]
oN
e

Sources: The coffee export price Indices are taken from the value in cruzeiros
. of the price per bag of coffee exported, for import price indices see
B f}] Economic Survey of Latin America, 1949, Cha.pter VIII L

/This'ldhgjj"
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This loﬁg:depression'6#9fﬂ§é%éféé eéoﬁoﬁ&lié—bounaltbyhé reflected in
the corfee producfion auring the whole‘of the pvs pen+ decud Sy Elnﬂefit;led to:a
radical Ch&ﬂgﬂ:in'tu& aze anructa.@ nf Lk p¢~ qtie Orily a mh ~rough knowledge
of thig sir tume would meke it pessitle to define sccurately the present problém
of corfee and to discuss the prospects for the near future. In any case, in
ordor to clarify the importance of this factor, we shall use data which are mofe -
or less hypothetical, k | f,

At the bsg;nning of the depression of the*thirties, Brezil had about ;
3,000 million coffee trzes, It may‘be assumed that oneeuh¢rd of these were leésfﬁ
ther five years old, ancther one-third less then fiftesn years old and the |
remairder more than fifieen years o&n. Since pracsically no coffes was planted
during the following fifteen years, by 1945 the ietter of these three groups of -
plantations must have been either entirely or aluwost entirely unyroductive. In -
fact, in 1945, there were only 2 078 million productive coffee trees. Half of
this number are today old trees and the greatelr proportion of them will be
wproductive before 1955, These, of course, were already about fifteen years old
in 1930. On the assumption that sinne 1946 planting has been proceeding at a -
rate of ebout 100 million coffee trees. a year, it will be found that by 1955
there will be aboutzl,ooo million thirty year old trees, 500 million aged from -
five to ten years and 500 million leéé than five years old. By 1960, there will_;i;
be perhaps 500 million old trees still producing,l1,000 milliop new trees and '
500 million lese than five yaars old..‘Considering thet an old coffee tree
which has been, weil cared for can produce 500 gremmes and that & new tree can
produce 1,000 grammes, provided it is equally well looked after, production
night be estimated ag follows:

1949 : 1955 1960

No, of Production No. of  "Preduction No. of Production -
coffee in 000's of coffes in Q0u's coffee in 000's
trees million tons trees “of million tons trees of million ton
(in mil- e (in mil- (in mil- .
lions) o . lions) ‘ . 1ions)

Old trees -, . ‘.'1 000 . 500 - 500 “ 250

New trees L 5007 500 G0 4, ébo hv' 1,000

Trees legs than L

5 years old . : . 500 - 500 -

Total 1,068 2,000 1,000 2,000 1,250

This estimate, though based onm hypothetical data should not be far off the
real position in Brazil, ThOUgh-it is true thet the life of the older trees may be
extended by careful attention, it is is no lgﬁa‘certain‘that-the'rate of plantation

‘ /assumed
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aasumsd hés not besn maintained since 106y - -~ If by 1955 there still remain

l 500 milllon productive old tiees and 1f in 1960 theie are 1,000 million
productiVe old trees, coffee prodnculon 1in 1955 would amount to 1,250,000 tons
and in’ 1960 to l-l/é million tong, If this second, more optimistic, forecast
is fuli‘llled then the coifee atirplus availlavle for export in 1955 would emount
to almost 17 000 million bags ‘that 18,'less’than 1948 -exports and much less
than l9k9 exports. ' ; I : :

'The failure 40 re-stock the cozfea plantations between 1530 and 1945
has therefore resulted in a great agelng of the plantations., Bven if the
necessary factors are available and pr;ces ‘aye ‘gufficiently high to attract
capital, it will be at least ten years before the present deficit can be :

: covered and it will raqulra an increaeing rate of investmant.,

Expansion poss;balities for coifee production

In the. preceding seution 1t was assumed, for the purposes of the
dlscuss¢0n that from 1946, 100 million coffee trees were planted annually in |
Brazil, . This is of course an excesglvely optim;st;c_assumptlon since tha,data
‘published. in 1949 reveal. that there were little more then 150 million qgffea
trees of less than Live years of age. , IR : .

_ However, it is certaln thatl since 1949 planting has increased greatly.
Though accurate data are not available, it may be assumed that by the end of
1950 the number of colfee trees less than five years old would have been about
250 million, and that planting is now proceeding at the rate of 100 million
trqes enmually. : . S

The question to ask is; What is Brazil's ability to continue
expending its coffee plantations? = But first a word of explanation is necessary.

The preservation of the present number of productive coifee trees
-implies a certain amount of expansion, since ﬁhe:néwﬁt:ees cannot be planted in
soil which hae been exhausted by previous plantings. In Brazil, because of the
traditional methods of coffee plantation, the lapd on which trees have once
boen grown becomes practically useless for replanting. Hence plantations are
.eonstantly shifting. , : ; -

In order to maintaln the country 8 present prodnctive potential, it is
therefore necessary to litilize ‘néw: lands constantly. -Hence ‘the decisive

factor i8 vhethor new land iﬂ available.
coL o - /The land -
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The land best éuited for the plenting oif coffee is the so-called
“terra roxa' (red soil) deritednfrqm;ﬁha'vaaring ewey of diabasicAroqu; it
is found principally inaSag'Paulo,_in-the;ndrthigf the State of Parana and
in southern Matto Gross, and Boy&z5i{ ‘In 1920/the State of S8d Paulo,

52 per cent of the coffee,plantationa wers situated on this type of land,

. whereas in 1945 only 22 per cent Were‘thus'Situated.- Onée_the better soil
had been used, plantations spread to the less fertile areas and it may
therefore be said that present plantations in. the State of .Sad Paulo will
progressively spread to poorer spils."‘It hag been estimated that in
Seo Pauld there are nOW no. more":tha,n 200 million coffee trees actually-.
standing in "terra roxa' ‘ o .

The reservesof land for coffee in Brazil are principally sltuated
in the northern parts of the State of Parana and in the sourhern part of
Matto Grogs and Goyaz. The reserves in the two areas last mentioned h&ve
not yet been fully 1nveatigated but’ they do not seem to be vary extensive,
Furthermore, they &vpear to be scattered areas a fact which adds to the
“trensport difficulties which for the prosent make the utillzation of 'this

- land & remote poasiblllty. " Attention is now concentrated on the northern
part of Parena vhere abundant land suitable for coffee growing exists,

" though not all of the soil is "ferra roxa., The more optimistic estimates
snggeet that as many as 1,000 million coffee trees could be planted in this
'reglong/ Official data reveal that in 104} there were 150 million |
productive cofi'se trees in this area, 50 million being less than five years
old. There is, therefore, the possibility of a substantial expansion of
plantations during the current decads, even adcording o more modest
estimates., The estimate of production Betweén 1955-1560 contained in the
preceding section was based on this possibility.

However, the existence of available land, though essentlal is not
enough for growing coffee. This type of cultivatiOn requlres a 1arge '
amovnt of labour. The great coffee expansion which occurred during th last
decades of the jast century in the State of 56 Paulo, coincided with &
strong current, of European immigration. The present situation is of course

1/ Precise data are not available concerning the location of all the
"terra roxa". In 1950, it was reported that tﬁig kind ot soil hed heen
discovered in the State of Para in the northern part of the country.

2/ Boletim da Superinteéndencia dos éervicos do Cafe, Sa8 Paulo, July 1950

/dissimilar
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diasim¢l&r1 since 1t 48" not & quqatﬁon offexpanding cultivation but of
replacing existing plantatiéﬁs by new ones. But owing to’ “the great industrial
developmenm of the State of ao Paulo, displacad lahour 18 haing absorbed by
other occupations 1nfthe aame region.\ There are, hevertlieless, other areas
"in the country. whera the rate of developmant is less 1ntansive and the rate of
natural increase of the poPulation higher, and theee ragions would therefore
be in & position to supply & large pert of the necesaary labour. This
vopulation shift &8 between regions thousands of miles apart ie taking place
not according to any plan but by 1nﬁividnal inltiative with the mare
. encouragement of orgenized or unorgmnized publ city.
o That is why temporary ahortages of Labour recur Trequently in | 1‘1
. :{certain ﬁreas, a ciroumstanne whiah helpu to increase the general imprassion
' ;¢that the problem s insoluble.‘ Tha aituation also calls for the introduction
of - mgre rational WOrk methoda tending to raduce the employmant of labour in the
produotion of coffee. ;n certain special cases, in ‘the State of Sao Paulo it
ﬁ#has been possible to reduce the use of labour vy 30 or 40 per cent.
- Land being availabla and the problem Of . labowr not. belng inaoluble,
-1t 1s evident that Brazil. will be able to maint&in or even raise its present
level of coffee production, on condxtion that sufficient capivel cen be
attracted. . The guestion of capital is certainly the most complex issue before
;‘the coffee industry. oo ' ST

It has beenfofficiai;y4astimated that in 1950 thé:expehditbre;investe
in forming & new coffee plantation emounted to 8.5 cruzeiros per tree, the
value of the land and of the intersst on the capitel being disregarded. The
expenditure can be broken down as follows:

Cruzeiros per tree

Clearing, preparation and plantation of the land : 3
Maintenance end cultivatien over 4 years : 5.5
Total - : ‘ : 8.5

The planting of 100 million treee per year thus represents an
investment of 850 million cruzeiros, apart from the value of the land and the
interest payable on the capital. Accordingly, it may-be sald without
exaggeration that Brazil at prosent requires an annual investment of about
50 million doliars in order to majintain the level of -its coffee production.

o /The position
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The poﬂitldn'df‘édfféé'cultivaﬁion-in tha Brazilian;ecoppmy;iﬁ,npw
vary d.if;erent from that wh:.ch it heid.: d.urlng 't.he twenties. -Opportuniiies.
for 1nvestment have ‘becomé diversified..: ..Qther erops. present equally
attractive investrment. prospects.; ’Cotton, for instance, has & more stable
-Jmﬂrket beinb less dependent on exports, has enjoyed:& rise in price comparable
to the ribe in coffee and .does not: involve: tying up such. great funds. - -In-.
addition, the rapidly- expandlng manuiacturing industry is- attracting. the
capltal’ derived Trom agl:'lculture. P L > . BTN

Conaequently, unless the prospects for- the malntananae,of present
relative prices improve, over & certain per;odl.it is hardly likely that.the.
oultiyﬁtibnvof coffee will. attract all the capital required for expanding and
maintéining the present level of b#oduotibﬁ; ~-It ought to be remembered: thet
coffee cultivation has Dbeen on the decline 'in Bragzil for practically 20 yesrs,
and .that the large.iep left by earlier.disinvestﬁént mist be £illed.. - It is
pertinent to enquire:what the future effects would be of an artificial -
lowering of the price.of coffée_by,institutionaLAmeansb and how far this ...
_.would hamper.the recovery of the@prOGQQt in Brazil.. In such an event, there
;18 the risk of the progressive ageing of-the plamtations, .or;_;a.t; least of- .
production pof expanding &s much ‘as would be desirable. If prices were freed
.in the future, the rise would tend to be even sharper than the rise during
1940-1950, since the effects of the étructural factors which led to this
- increase would be even stronger. - It would them be difficult to maintain the
position of coffee as a popular beverage throughout the.worlri.

- JoHAPTER TV
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Employment and Prodnctivxty

It has been pointed out earlier that during the perioa 194521950
ﬂecondary production increased at an annual rate of almost 5 per centsy This .
increase, though sufficient to prevent induetry frcm losing “the position 1t had
pained in the Brazilian economy during the wer yeara, neverthelesa did not
enable 1t to continue to absorb. labowr from primary activitiea. '

Owing to the -inadequacy of Brazilian induatrlal statistics” it is
impossible to do more than give a.pproximate eetima-tes in this ieid, ‘and
hence ‘any conclusions drawn should be received w;th great réserve. The
existing data-relating to employment 1n irdustry, cbtained from social’
security sources, suggest that during the period under gtudy indudtry es a’.
Cwhole did not.absorb any labour. The inpraase of production must therefore
be-ascrived to better productivity.l ~ This is borne out by Table :30.

Table'30 T ‘Brazll: Indices of industrial production, emplqymsnt in
Ll e, 1ndustry and nroductiv1ty ‘ L

(1945 = 1.90,) :

Yeers ~ Industrisl Employment’ ' Productivity .

B * production - in industry ‘ l
W6 1063 T T 99,9 S 106.
297 128 0 986 - 10h.3
1988 118.2 g1 ) 121.7

o 1ghy 2.6 99.3 . .. 122,35

19508/ 1250 95.6 - - - ... 130.8

a/ Partly estimated.

Soﬁrce- 'Cohjuntura'ﬁconbmica. For commsnts on -the index of
industrial yroduction, see first part of Appendax €+ This does not include
building. A

' ;/' .Production per workers,, - . There are no datae yitﬂ‘Whiéh to reasure
production per men-howr. ' A |
o /Duxring
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During the war years, the difficulty of obtaining new equipment led to
the intensive utilization of existing equipment. The-imcrease of production
was therefore largely due to the greater number of houne.uerked-and to the
increase 1n the application of labour per unit of fixed capital. It has been
estimateod that between 1940 and 1945, employment in industry increased 50 per
cent more than 1nduetrial production The readjuetment made during the follow-
ing five-year perlod 1s therefore a correction of the fall in productivity.

Under special conditions, such as those prevailing in Brazil during
the war, it may have been profitable to transfer labour into industry even at
the expense of its average productivity, eince prlmary production remafned ‘..'
gtagnant during this perxod end therefore the gurplus of labour which could not
be absorbed by industry, or services, would otherwlse have remasined unemployed.

There ig evidently a limit beyond which the value added to the product
is lower than the wage of marginal labour, but this limit tends to shift when
inflationary preeeune‘caueee the price per unit produced to rise more rapidlﬁ
than the wvage level. - The same may be said with regard to the intensive use of
equipment. If the sxpenses by way of degreciation were to abgorb the whole of
the lncrement in the value of the product not absorbed by wages, multiple ghifts
apparently would not prima facie offer any sconomic advantages.

| However ; the rate of depreciation of a substantial part of invested .
capital is hardly affected by the number of hnurs of labour per day Further*'
moxe, 1t shéould be remoembered that in certain cases, from the economic point of
view, it is essential to etep up production over the short. period. This short
period increase of production in certain.industries became vital during the‘war,
in order to meintain the level »f actlvity of other industries or other economic
activities Beeidee, industries such as the textile industry, for instance,
took advantage of the position created on the forelgn market by the withdrawal
of the usual’ suPPliee In these caeee;*there wes, in fact, an economic advant-
age to be gained from inteneifying the utilization of equipment even though
woar and tear Increased more than proportionately. - Perhaps the solution of
the problem of the ehortege of capital in underdeveloped countrlee mey be found
in the full-tims utilization ‘of the equipment installed. In the textile industry
for example, where there 1e_very little depreciatipn_of machinery, one is led to

/enguire
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eﬂquire whether there e ey Juetifioaﬁion for the' incroeee 1 the nuiber of -
factoriee when thoee already built and producing the eeme type of": goode rexain
1dle for oight or sixteen hours oaily ‘ o el -

- Though the reduction in productivity did fot involve economic losses
during the wer, it did creete the need ‘for eubetantial replacements duringethe
eerly poetwar period Theee replacements account For the eubetantial 1ncreaee
of productivity durin5 the pagt fow years. ' BRI

'_ It should be kept- iz mind that in Brazil the Fate of repla.cement ‘has'.
elwayl been very low owing to’ the rapid growth of the population and the small-
amount of cepitel inveeted per gainrully omployed person in the country. There
are, furthermore, other factore which have in the- paet contributed to these
reeulte. ‘ For 1netence, 1t 18 generally rocognized that one of the basic factors
of economic developmenx 18 the chenge -in the eoBt’ ‘ratic betwsen the unit of -
equipment and ‘the unit of labour, Thie chénge leads to an increase 1n ‘the
amount of cepital 1nveetod per worker and thorefore makes an increase in produc-
tivity posaible Thie in tim lowere the cast; In terms of labour, and leads
to a riee in the etanderd of oonsdmption, or to a Purther increase in the forma="
tion of capltel. | R . | o

In the case of Brazil equipment -was, and for thet matter atill ie, :
largaly purchaeed abroaa.. *herefore the rate of exchange and the terms of .
trado obviouely represent factors edditional to the price of" 1abour and the
Aprice of oquipment. _ A devaluation of- Brezillen currency, for Instance, .increases
the. cost of replecieg equigment in terme of lebour " A deterioration in the
terms of trede, on the other hand, raises the cost of equipment in relation %o
income from primary ectivitiee. In view: of the ‘gecular trend . An these "two.
factors it may'be agsumed that fhey have' alvays’ ‘contributed to the prevalence
of a low rate of replacement and ‘been reeponeible for the slow or non-existent.
advance in productivity, both belng features of the earlier phaeee of Brazilian
" industrial development. ' ' S

The high rate of inoreaee of productivity revealed by Brazilﬁan industry
.eince 1945 13, therefore, & new ‘phenoménon and” represents a départure; from the
country's historical tren&s.'? Tn addltion to the .heavy vear and tear of former

[years
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years there-ays” gther: factors which ﬁﬂﬁt Bé takan into _agcount in any attempt
to expldin’ this*phenomenon. . '_gVArgu;-ﬁr', TR | . ﬁ'l
The special position of the textile 1ndustrw An the post*war period .
serves’ wall .to illustrate; thisy: t After. acqulring subatantlal foreign marketa,
the industry et wlgh aharp compe tition from former suppliers who tried to .
retrisve their lést. pasition on the, 1nternatiopal market._, On the other hand,,l_h
after e reduction iIn its exports, the 1ndustry found itself with 8 lO to 15 per  e
cent surplus production on the. domsstic market I8 wag thua compelled to faceL
a situation of. intensive’ ‘competition both ab homa end abroad. In qhese cir—
cumstances the main. ‘precccupation of the: textile induatry was how to atep up
productivity, - Imports ‘of textile aquipment 1n l9h8 1949 amountad to gn average
of more than ‘550 million. cruzeiros annually, which suggests that the rate of .
gross investment in fixed oapital.reached\la te 15 yer. cont of _Eross pr9§uction,
a rate/ggwgﬁggg; of that -prevai}ing in. manufacturing 8s. & whole. _Ig‘lghéqugi;,m
reserves of-the textilé industry - totalled 2,757, million cruzeiros, 1ite capiféiww
being 4,626 million cruzeirns. Total imyporte of textile. machinery end equipment&u
(inCIuding equipment. for fibres-other. than cottqn) rose. to. 1. 515 million cru-’_ _
zeiros during the period 1946-19h9. As domestie production of text;le machlnery
1g substantial and since equipment accounts for 1ittle over one-half of the fixed
capital investments in the’ industry, It is very. likely that for . 1ts re'equinment‘
the textile'industry-used all the reserves accumnlated in the preceding phase )
TRe ‘total value of equipment as existing in 19h6 conveys some 1dea of the suin _
involvéd by re-equipment: -4t was estimated, in the 1946 census, that the value  "
of fthe equipment then Installed was 1 »T73 million cruzeiros ag, against the -
industry*s ‘total Besets of 3,481 million cruzeiroa Theae flgures are evident—
1y very 10w,‘whether compared with the oapital invested in the, industry or with
the"data published after the 1940. census. However, even. though they are ‘
| accepted ‘with redervetions and -the ‘exceptional rise in the price of textile
equipment ie taken into account these data glve some idea of .the relative ~
magnitude ‘of dmports of equipmsnt. I P _—
=g ifcd  1olE ‘eguipment: for. the. textlle industry has figured prominently
in thé “total of Brazil's Importes of 1ndustrial equipment

/Teble 31
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_the period 1945-1949

T e mllibhs*’of eruvaires ‘gt 1048 prices):;

19M+ 1945 20b6.- . gphy.. . 10B8 . 1949 . . 1950
Textile induetry & 29,923.. 82.136 leh 937 aaa,ss; 5u1 731 580, 596 453,968
) Metallurgical anﬂ

fron and steel 223 828 261+ 237 73:895 97,162 58,035 6(),14.11 __ : ;2'.0,080
industries . W, HAROE ¢ 22030 BIIRR,
Metal pzrocessing

industries 5,96;_ | ‘3.5,‘3';_*4. 56 107 76 972 ) 38 85h 30 5&3 133 303
Machine tools = 34,237 29,990 . 92 W‘ 103, 302 61 863 103 265 123 763
Totall - . 895,866 922129 20133,23.1- 3577,312 2990,279 322k, 1;2@-»3205 000

-S.,

Source: Economia and Financial Statistical Service of tha Ministry of Finance

.N - o 3! b

The renewa.l»of equipmem: in the texb:lle industry ({in e, pha.se during
which it wae impracticable to inc.rease wrofuction fe;' the above-mentioned reasons)
vould, of course, necessarily mea.n ‘the. reduction of employment ) BS wil;l. be jgeen
from the data .conteined in Table 32,.

Teble 32 - Brezil: "Lndiceé' of production, smrioyment and productivity in the
ST textile industgx during the p_e;;ioa 19451949

| (1948.#" 100} o

Yeare M1 ¢ Produgtion ... . . . Employs Ant'

: o Proﬁugt;vi‘bg

1946 oo 06 102.9 103.4
Bt SR 99,1 . S ke ok,6
oe o 104" CUeks 1082

1949 105:9 | 9.7. . 168

Sources: For mroduction: CETEX, Ministry of Lebour} for employment: .date

. » published mlndustriarios (official orgen of +4he Pensions and
' Retirement Inatitute for Industrial: Workera) &ugua’é 1950, pege 42,

Accordingly the haavy imports of textile equipment ‘aftér 1947 had their
- Oouhiterpart in the:redugtion of, vemployment during the years thereafter.l :
- Between. 1047 ‘and 19#9, when a g'eat effort wae made to rensw equipment, textile
production expended elmost & per cent, , Wheresas employment in the industry decreased
by about 14 per cent, thue indiceting an increase in productivity of ebout 23
per cent, . The increase in productivity for. :Lndustry ag & whole was 17 per cent
during this period..

_/ The 1’9717 drop In production, which: in Brezil ig known as the "textile erisis”,
18’ & phenomenon of a different nature; having been.caused by the export ban
of 1946 which had led to a heavy accumulation of stocks. The fact thet.
smployment &1id not decline in 1947 seems to indicate thst the industry expected
to resume exporte on a lerge seale.. . /The index
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“The 1ndeéx ot industrial . emplwht 8. given: An Teble: 30& 1g therefore
| ﬁtronelar ﬂffec‘hed by the deciine: :ln aﬁplmt -Hn thb ‘toitile’ industry, ow:lng

- to the relative :lmportance ot thin group. ;.

T _~The' high rate aﬁ‘a‘baorption of capital vh:lch is making 1t P°551b1°'

. for m'oductivity In the textile tndustry to increase 18 most importan'b ;" bacauge
" since 1930 the ‘industry had been practically atagmnt end the ‘capital  formed

.. dn 1t vae diverted tovards other industries, “Under preaent conditioﬁs the'

textile industry is no longer a source of capital Yo be invested 1n’ other
sectors; in fa.ct, it absarvs a lares p'opou:"l:{on of the foreign e‘rcne,nge

-7 guatleble’for the import of equimmsit, The capital now being absirhad By the

v Table ,4,433., Brazi.;,. .

- textile: lodustry 1s.pot increasing employmnb 'but rether reducing it in thig
seetor or 1nr1ustry, In any case ;'thase mvaetments vrill ma.ke it possibla to
achieve s better balance betvoen the: level of productivity in the textile
1nﬂuatrw a.n& that 1n other branﬁhea of 1ndustry which developed arter it,

o Anether factér of importence ETY 1nerea.aing p'aductivity during the -
& ﬁae‘ﬂ foir yesrs hag beeri the exchangs stability, Since vages rose more steapl,v

during this period than the mrice of !mporbed. equiment, the ratio of cost of -

- equipment 0 labour hes stimuleted the investmnh in fixed ca.pitnl yer worker.
Between 19'&5 and :L950, ve,gea An inﬂ.ustry rose 1&5.’1 perqent in ‘velation to the

Sy

P "”'12&5(191*5 = 100)

*A,, Vages in industry - 122,5 +e8 isg?ﬁ %%5" %%(2?
By Index of prices of o o
. inmportea tndlistrial - B I e
. equipment 99.2 110 6 125".6 :'130.9 123
) e Relation &/ Caegsto 123..9_ 1079 ks 1

Note” '.I'he wage mdex was o'b&:ained f‘rom Co"",

imPOI‘tG .

Y, ::{.
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'i'he éh&h@s m tim Mhid of tho coet of equipnent to .Laboux‘ are, LR
said before,- & basic factor of qconomic de\l'élﬁzjment. In the industi‘ialized.
: countries, this change results from the J.omg-term incraase of productive Lo
~efficlency, .The-intensive and rapid, change which has taken place in Brazil during
the papt -few years is a phenmnenon of & different nature énd- is dua to the
exchenge stability during a peripd of d.omatic depreciation of currenc;r. In fact,
.what we are desling. with is a form of aubaidy given to industr:r by means . ot'
exchange stabilitw. : R
Now, what has been the erfact of ao mmd. a cha.ngs 1n tha ratio Of
the coat. 6f equipment to the coat of 1a.bour 1n the Spacific example of Bk'azilian
economic development?. One firet z*e:mlt is, of cmrae, ;hat 1mresment. in real
property is discouragsd, owing to. the relatiwh' prcenineht p&rt ‘of wagep 1n
. the building.industry. .To ment:lon only one 1tem: ‘the cost of tuilding 4n -
-R10" de.-Janeiro roee by 55.11» per cent betwaen 19145 and 19149, whiclx ie & great
dsal more than the 30.9 per cent increase in the price of :meorted :l.ndustrial
. equifment. over the eame.period.. In fact aince 191&7 » there has'been & definite
dscline in building in Brazil., As cmpared with 19h6 there was & decrease of
17 per. cent An-19%7, 27 per cent in 19h8 and 29 per cent in 19#9. 1/ Othe;:'.,
factors should clearly . a.lso be taken mt.o account in explaining t.he aha.rp
- reduction. Ammg these are t.he res'orict.iona which haVe been placed. on credit
facilitiee. However, this does not :l.nvalidate the argument prav‘ionsly Bet
forth,
' A furthar result would be. that 1nveatmepts 1n heavy 1ndust.ry where
a high rate of capital densit.y per man preva:lle would. be stimulated, at the
same- time industrial conq:entratim would be encouraged. Finally light
Andustry will andeavour to attain a highor rate of productivit:f 1n preference
to extensive. growth. - - : o
In Brazil, all theae cha.ngea have becomo more or lesa evidant though
the statistics ava.ila.ble are ineufficient to estimate thelr scope and thaugh no
causal relationship can be established between the .changes and tﬁa aforementicned
factors. It 18 also necessary o keep in mind the poseible ‘unfavourable

1/ See index in Part I, Appendix C.

/conssquences
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mof one of iﬂduatrst moat important funotions. the ‘Bb111ty - td dbasorb the -
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. oonsequences of so rapid & change in the relation of wages to the price of
equipmeni. -In the firet‘place, thie situation fondd to ‘exsrt presure on the

L O A U A bl £ LA W W e il S S i S P I (I PO S

balance of paymentl.and may require the introduotion ‘of periodio réadjustments
in the rate of exohange or "the maintenance of a strict THport sontrol. - Secondly,

L-it disoouragel the productioﬁ of equiﬁmept in ‘the cOuntrj. HowBVer, in BrEZil

the’ moet important aepeot of the problem io ‘thet conilacfed’ with “tHe I1md tation

labour aurplus. In a oountry where” the population is incfeasing'rapidly, ‘At
is the function of 1nc1ustry to absorb this increment; thie will be the onlyf

\way of avoiding the ooncentration of the damog,opﬁi" pfeEeure in primary

e activities, which would 1éad to the deuevio;aulon of" +he ‘terme’ of tadd. " he

Lo N
R T A

':optimum expansioﬂ of 1ndustry ehould ﬁHe:eFofe combine an incréade of

E
R AR RE W o

pro&uotivity with greater utilization of labour.
" A viae lhown in the preceding eectlon the formation of‘oapitar'in

‘zbraZil falle ehort of the requiremenﬁe of* development. L If ﬁhe relationéhip of
f tho o8t of equipment to th&t of labour dhangee very fapidly, 48 11 'has done
' ;:in recent yeare it'is possible {hat” the deslxé to ralse produciﬂvity will be

80 great that the total net {nveetment applied 16" industry ‘ag' & whold" ﬁiil fail

_to create new openings for employment. Induetry would thus be failing 4o

exercise’ one of 1ts’ baeic funotione in development which is to absorb the

'exiating or potential 1abour surplue in "the primary sectors where the external

Stimulus to expaneion has Weakened or disappeared. = - ‘ BERRERE
Produotion indices in some branches of induetry
The defta for induetrial production publiehed “in Brazil are very

AT

“incomplete, eo that & detailed analyeie by groupe “of induetries cannot be made
However, ‘8 “data exiet relating t6 the quantum ‘of productidn of oertain -

branches, the relative tmpériance of which 1s sufficiént to serve ae a beeie
for a few general ooncluelone. These data have therefore been collated 15

- Ta.ble 3!+ RS * S o e s L 3.‘“.-' Lo
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Teble. 3 .-... , mzi 3 8, | ruantum of production of qzrtain

Sl e oo Ui si o industries during the period 1945-1950

R P }'_Zf;‘._z: pidc i, (191;5 #2000 .. -

Indugtrtes v s arel; e e AOME o047 1948 - 1ok 1g50®/
. Stesl pla'neq : {166 000: tone) oo 130T 178 8. 2432 .303,5 - 355.0
“Pig tran - . {260,000 .ma). L. ARiE11BS,0 2046 195 b 2755
"fébmqp{ . (7Th,000 toms) . . . 106,6.. 117. 9 143.6 - 165.3 : 175.8
Reyon (yern) - (8,645 teme)- . . 120 W92 9.2 163.1. 190.9

Rubber (manuface« . T
tured goods) (15,700 tons) S ..oMa7.3 0 122.6° 13,0 156.3  185.6

Peper . (142,000 tons) 10,5 120.6 1321 13,8
Hides and Bkins (201, 000 't.ona) 158 1038 137.6 140.6
Pinewood o )

(procesgecl) (319,000 cub:lc mat.res) " 108_;9‘ 11,8,7 11,0 121& 3

'Sugar (from the * - et e : R ‘
‘mills) e €920,000 tons) ) . 1.17.0 239 1533 l&O.Iz-‘ 152.4

Alcohol ;- (208 mi2lion. J.itres) © 06,7 116:7 155.6  138.9  125.0
 Vegotable o;ls__ (152,000-tone) - --. . 83.7. 83.0, 1147 116.0
Meat (720,000 tons) 113.0 119.9 .133.9 139.9.-
Animal fate {243,000 tons) - .106.2 102,9 1049  105.3

' Dafry products - (183,000 toms) - - . 90.7. 104, ‘106.6 122.h -

Cotton textiles (173 million metma) - +106.4: . 99,1 1044 205, 9;1 106.1

.‘]v‘;hnufagturmg' o . S o o .
production | © .., -106.2  102,7 118.1 121.5 125.0

SOur'ces':, ‘i‘he ‘;ndice's for manufactured goods are taken from the .an,}ggtura
| _\_‘g‘cbncmica.; the rest of the indices ware computed on the basis of
. official Brezilian statistics with the exception;of rayon yarn, which
was suppliesd by Organum, ﬁew York, The index for rubber’ goods
ralatas to the. 1nduatria1 consunption of ‘rubber dy induatry.

a/ Pa.rtly eatmatea. _

' . AS prew'ribuel,y' pointed. fout there ie-a tendency ‘to intensify investments
+'in fixed capital.. For merufacturing as &’ whole, this tendency ias- reflected in a
‘more ‘intensive inereass of ‘hebvy 1n&ust.riea_, whereag in the J.ight. induetries it
“takes 'thé form of an increase of prpduct‘ivilty.

[The expension
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conatruotion, in gao Paulo, of a new aluminium factory with a capacity of 8,00¢
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The expansion of heavy industry 1s undoubtedly the most important

AAAAA

rolled ateel has incraaaed\255-pef‘cenb ﬁ#@r the perlod l9h5 1950 whilst the-

- of cement has increased 76 per cent. The relative importance of these two
* induetries should continue o fhicrease, since plans at progent bedng: carried ow

in theée two aectora will enable steel and cemﬂnt prodnction £0- 8" double& in
the course of tha nsxt few years. The number or factories producing camsnt
increaaed over this period fram '6 to 11 in the ‘samsé’ time, which made’a fiore
economic distribution of the product over the: country 8k a whole poss1ble.

In other immortant indnstriee such as rubber and phper, devslepmant

.....

hne mainly taken place in the heavier eectore.i Thus the manufacture of rubber

gooda a8 a whole increased 56. 3 per sent between 19&5 and 1949, whereaa
production in the heavy rubber industry - inner tubes and tyrag for autumotive
vohicles -- increased 100 per . .cent. .Development of. the: paper inﬁnatry,.during
thie period 1s marked by tha eatabliahmsnt of the first large newsprint and
wood-pulp plant. In the rayon industry, thﬂ number of factories decreased but
productivity 1n¢reased. Tha productive capacity of ‘this industry has perhaps
double& between 19ks5 and 1950 and has already surpassed the 20, 000 tan per yee
mark. ‘ o

Another significant factor in Brazil's recent’ 1ndustrial &evelopmant
is the introduotion of 'a heavy engineering induetry, particularly the m&nufacﬁ&

" of railway material to which ‘reference Las already beeri made.,

An 1mportant davalopment in the non-ferrous metal industry is the

“tons annually, which may begin productian next’ year. Production ‘of aluminium
in Brazil began in l9h5, in "the St&te of Minaa Gerais, where a factory’was: buil
with a capacity of 2 000 tond annually * But owing to the fall in. sluminium
prﬂces during the postwar period ccmpetition with the" imported article becams
impoesible and conaaquently production was stopped. In 1950 the rise in the
price of aluminium leéd to the resumption of productiqn in” the Minas Gerais
factory. . : ‘ -
These statistics clearly show that the structure of Brazilian 1ndust1
is changing significently, Investment In dbasic- irdustries, & part of which ar
turning out capital goode. and. ‘other consumer goods. +-. produsticn of which brin
-about.a saving. in foreign exchangp ~=. &t présent absorbs.ths bulk 'of:the: capit:

P

‘.-;_y_s PR PO
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placed in industry.” In this inftiali ‘stage of Breziljan industrial development,
investmente nearly alvays 71“"" to an incraaee of employment. On the other hand,
investments: in. :Light mdugtries a}ready e:;ist.ing m ‘the country generally
mvolve t.he mplaoement of. pqui;pmept apd the increaaa or productivit.y._

ct Under normal aonditiona of replacemnt., tha growt.h of industrial
prOduption is inveriably accanpanied by higher productivity. Onl,y the abnormal
conditions which preveiled during the war cen account for the expansion of
production accompanied. by a8 decline in productivity. However, this does not
apply to all industries, nor to all phaaaa of their devélopmant‘. The cement
industyy, for inetance during-1ts present, phase of 1n.tensive growth showa a
decline in productivity. Be tween .19h5 and 1948, productim in this industry.
increased 43.6 per cent, whereas productivity fe.u about 5 per cent; thia can
"be accounted: for by ‘the eata‘blishment of plan‘be w:l.th emeller capacity,. Since
freight is a determining factor in Yhe price of cemont, and since distances in
. Brazil are erormous and transport ie unrol.ta.ble it is not always econamical to
set up plants vhich are technica.lly at optimmn size, The solution a.dupted in
previaus yoars was to supply certain regions of the country with 1mported
cement s dut the high post-war price of this product- Justified the building of
low capa.city factories in consumer areag of lesser importance.

JCHAPTER V
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.Thaicaggcity ta import an& thé quantuﬁ of imports E o .
AR puring the post-w&ije3rs Brazilian tmports,, fluctuated sharply,
et until 191+7 they expanded great‘hy, Bt declined. in 1,9&8 and then roie again in
| ";A,19h9 and 1950, though they did 1ot recover thetr. 19&7 level. In 1947, the

=qquantum of 1mports vas 88’ per’ cent above the 19&5 level and 9 per cent above
Llfthe 1950 1eve1. o 31'7‘ ‘5"‘ E ‘r; 3ai Co
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5o Until 191L9J tha capacity to 1mport flnctuated 1ass qharply and the

‘ii{awerage annual rate of expanﬁion was mnch lgwsr then that of the quantum of
,_EimportS-“ However a radical change occurred in this trend in 1050 as Table 35

ST shows., i ! :*i? Sl g s
c Table 35 : qugil° Rélatiﬁé snmial: changce 1n'the auantumfof importe
e ~ Teidew. L andadn the cap&ciﬁy to import iﬂ the pariod 19&5 to
b ol ;lzozo. ; ! S L e '
T =1*F‘ *(in per oent) L 'ri ‘;,
' ',Years  '_ ‘, S ggantum ofégmports L  Cepacity to import
LR 1gk6 P T R P 0 B
19k7 R T 28 S 1 2
1948 . T /L O o U w88
19k9 - . 3,00 N r o= a2
Average 1946-ho .2 T L3
1950 7.0 43.8
Average 19L6-50 12,8 9.8

Source: For the vasic data, see Chapter I, Appendix B.

The capacity to import is an index derived from the quantum of exports
and the terms of trade;/. ‘The positive Influence of one of theee two factors
is very often nullified by the negative position of the cther. Thus, in 1946
the quantum of exports increased 26,2 per cenbt as compared with the preceding
year, but there was a deterioration of 10 per cent in the terms of trade and
therefore import capacity rose only 13.2 per cent, In 1950, on the contrary,
the gquantum of exporta-decreased 15 per cent as compared witkh the preceding

y9gr!,but the terms of trade Improved 68;9 ver cent and therefore there was a

| 'fiééibfTHB.B per cent in the capacity to import.

1/ See Economic Survey of Latin America, 1049, Chapter III.

[Between 1945
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. Betweoen 1945 .and 1950 these two factore ‘nearly : always had dlvergent

-influenees but over the. period ag & whele theterms of trade alone exsrcised

. -

a positive 1nf1uence, -a8-may Yo seen. from Tabls . 36

Table 36.H‘r‘ .Brazil: Relative annual chenges in: the quantum of expgrts

[V

‘and_in;the terme o]

kg%ﬂg the period, 1911-5-1950
Fexd :

Tat

Years o mhERsmesT Quantum of exports :”“Sﬂﬁrﬁl',Terum of trede
aghe T b e Sl gty o ST 0400
1947 N T '3;12;5‘ e e Tl e 6.3
CUAGES -t e e Tt ff“i.5"‘;”‘”fe‘ T A
A“1J.91i-97 . _; Lo L RTEN _..9_;2 -‘-_.'_';{ R SRR ;__l"a,“Bv_
Average 1OUG:LD S 0.8 Ea e oy
Tagsor o T s S o e 685?5
| -‘Mbrag'e 19&6 50 LT -::}21-1{-:‘,.‘-.' B - 5
‘ Source° “For baﬂic deta, see. Chepter I.- A@pendix B.«a‘, T ﬂfg.ueﬁ« “

: The. great improvement. in the index for the terme of trade in 1950 can

decline in import prices, The rise of export pricee reflects the Jump in the

: :‘price of coffee, since the exporﬁ price’ 1ndex for this preduct Bhowe a rise of

llh per cent between 19h9 and 1950. The. contragtion of import prices is 8
complex phenomenon ‘nartly due to the devaluation at the end of the preceding
year ‘of the ‘currencies of a number of countriee with which Brazri*cerriee on
a eubetantial trade and partly to & 31.5 per cent decline'in the price of _
wheat. For the purpose of assegging the Importance of the. fluctuationa 1n %he
price of wheat it 1s sufficient to recall that it aecounts for almpst 10 per
cent of the’ total value of Brazilian imports. .

‘ Durable coneumer goode meke up the group of imports which expanded
moet in the early pogt-var period* thia can be explained by the fact that they
had praotically dieappeared from international trade in the preceding period.
In order of importance, they were followed by capltal goods, fuel .and chemical
producte. Tt should be néted that food inmports dee#eésed during this period.

Vo s 0 h
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" Agter l9ﬁ7, a5 hed “beol’ pointed out importe ‘décréased, capital goods

'being the most’ severely affected though (aa will be ‘Shovii ‘below) this did not

mean that their sharé in the current valus of  imports f&zled to increaee

- steadily during theae years.‘ Ehe relati#e increaée in the price -of *éapital

goods explains this apparenx contradiction. Imports of capital goods diminished

..29.k per cent between 1947 and 1948, and: 26 per cent between 1947 and 1950.

Howsver, the reduction in imports of industrial equipment was 16.4 per cent
and 10 per cent respectively over these two pericds. A

‘ Imports of non-durable consumer goods fell 13.3 per cent between 1947
and 1948 and 46 per cent between 1947 and 1950. Imports of wood-pulp,.paper
end ite by-products revealed e contraction of 49.6 per cent between 1947 and
1948, but bty 1950 had practically recovered their 1947 level., Foodstuffs,
which had declined in 1946 and 19L7 .from earlier years, expanded again between
1948 and 1950. The onLy two groups which show any esignificant increase in 1950
as compered with 19&7, ‘ard fuel and chémical and” pharmaceutical producta. The

T"follow1ng data show the trend &£- Brazilian imports in the post-war years.

Table 37 Brazil. Quantum of imports
R - (in'miliions of cruzeiros at 19&8 prices)

Years : Total TFoodr © Textiles: Baper-& -Durable - .Chemicel Fuel & Capital goods

. b/ stuffe . Wood~ ~ conpumer = & pharma-Iubri- Total ~ Indus-

B ' © 7 pulp goods "+ geutical cants” Y " trial

W e : - products . . i . equip-
— " g e S S et . i — R ment'
Ik 13000, 535... 36 551 M3 .., 911 8. oo 896
A5 13386 5368 . 38 . 652 20 ok 10B3 a5y oo
1946 163573057 ... 522 772 ok . 968 153 . 7095  oou3
1947 25182 4286 ;922 1089 , 2367 1386 . 235k 10916 3577
1948 | 20985 3926, . 1168  sh9 . 2053 | 1268 2565 770k 2990
1949 21636 4530 100 687 . 1778 . 182k 2673 7488, 3224
19502 23125 s03%6 | 63 9% 1255 | 23 0h . sops 3205

)
s

r.-aj/ ‘Estimated on'the basis of January to November, . ... -

b/ 1Includes other imports.

Note: 1948 prices were used in the welghting, -

Source! “The basic data are supplied by the Economic and Financial Statistical
Service of the Ministry of Finance,

/The structure
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The atructure of imports

Leewd g .“.. Lol i

Tha sf}uctgre of impor%s during'the war was influcnceﬁ by the
reatrictionp Qn international supplies of goods and on transpor£ Aftar ‘1946,
48 supplies cf mhnufaccured coﬁﬁumaﬁ goods incfeased ahd ahipping graéually
- returned to ncrmal certain domeetic factcrs, Buck as the lifting of import
‘ restrictions helped to stimulate 1mports of manufacturad consumer gbc&sa'
;LFinally,‘after 19h8 the re introduction of exchange restrictions and other
"' forms of diract ccntrcl once again stimnlated the imyort of’ the sc-callad
essential goeds for development “at"the’ eipense ‘of imports of manﬁfacburued
‘ _.consumer goods. . o ,
s ‘;‘_ In so far aa priceﬂ &re concerned espacially 1n ‘the earlier period,
',‘a considerable rice 1n the price cf foodstuffa will be noted ag compared with
_:,prices of mﬂnufactured gocds as a whcle amcng which textiles show the greatest
': rise." Batween l9hh and 19h7, the ganeral indax of import prices ross 7.7
per cent Whereas the 1ndek foi importe& foodstuffs rose 199.1 per’ “cent ‘and thet
for textiles 77.9 per cent as will be seen frcm the following table, ‘
Tabls' 38 ‘Brazil: Indicea cﬁvxm 'T pmices durigg_gge period 194h-Igh7
Ye&ra ~Total - Food- ' ' Textilos Paper & Durable- - Fuel & . Chemical & ... Gapital

stuffe’ Pl ﬂbo&pu%p gousumey lubri- pharmaceutical .goods
—, b i i £9988., gonts | producte
- oM “100 100 . 100 100 160 . . 100 200 100
S04 1077 127,7, 11 T100.6° 990677 646 T 97.6 - " 105.8
1986 1544 258.3°0  143.0  10k:k  105.0°° 93.5 - 12,5, ° 107.0

9T 1777 2991 1719 17 k24 109.7 1308 ., 119.8

Scﬁrce.; See. Table 37.1£;
Still the effect of prices during thia pariod was largely offaet by
other factore, especially pcnt-up demand, In the case of focdetuffs supplies
" were normal during the war and onLy demand for seccndaxy products such as
codfish olive oil, quality beverages, etc. was repreaaed.- Tha sharp rise of
”*prices thus contributed to reduce the #olumc of imports.l/ In the case of
_textiles thers ves a great‘unsatisfied demcnd for high quality goods, particu-
| Iarly lineh and wodllen goodd, which are traditionally bought in Europeen
countriea. However, the strongest pressure of pent-up demand was felt in .the
durable consumer goods sector, demestic production of which is still insuffi-
cient to meet more than a smell fraction of the population's requirements,
Similerly the presgure exerted in the aeoter of fuels and capital goods wase
very great.

1/ The decrease in imports of this cetegory was not only caused by the effect
of the price trends, but also by the difficulty in obtaining wheat from
ebroad. ~ /The principal
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- The principal cﬂange dh %he cempeeition of imperte dnring the eerly
poet~War years coneieted of a reduction in the relatiVe importence of foodstuffs
and ah increase 1n the propcrtion cf durable consumer goods and of capital ‘goods.
Foodetuffe, which in lth conétituted 22.9 Der cent of the current velue o6f import
and which in 19&5 reeched 26 1 per cent thereof by 1gh7 had fallen t6 18.3 per
cent, deepite the great price increase elready mentioned. Durable consumer
goods 1ncrealed,from 1 =3 per cent to 37.9 per cent. ‘The relative importance of
fuele'herdly changed, on eccount of ﬁhe relative reduction in the price of theee
producte.‘ ' : , : : '

o After 1947, the trends in import pricee varied, The'generél'index, whicl
in preceding yeere hed ehown an annual rate of ‘increase of 20 per cent, in 1948
-;roee cnly 13 per cent and in 1950 dropped “Prices of foodstuffs and of consumer

goods, which had expanded extreordinerily 1n the preceding period, showed the
greeteet contraction. Cepital goede, on the contrary, 1ncreaeed markedly, ‘ae may
be seen in the following t&ble. ) ‘ ' o

Table 39 Brazil: Indicee of import pricee during the pericd 19h7~19§0

Ieare Total Foodetuffe Textilee .Paper & Durable Fuel & lu- Chemical Cepite
C. s ‘ PP woodpulp ‘consumer bricants & phearma- goode

’ goods ceutical
o proiwts
| % 1000 100 i 100 ¢ .r'iO.,C""'_"l'f’"" 200 100 0 100 0 100
) 19!+ 12,2 - 10k,2 100,k " 129.,3 ° 100.4 ne2b4 98 .4 126.9
Caghe  106.2 83.6 - 98,6 - 105.3 - 101.k% 99.8 k.7 133.5

1950 .88.0. S 90 1. . 87.8. . ..90.9. . 96,0 . L ThA L 1130

o Soﬁrce:“‘ ‘See Table 37°

In thie period too, chengee 1n pricee were influenced by other fectore,
'1nc1ud1ng en import control policy introduced in May 1948 as a consequence of
exchange difficultiee and of the Government'e plan to protect certain eectors of -
domestic preduction that had been developing 1n the preceding years, The relativ
prqminence of importe of cepital continued to- become mcre merked-: for iﬁetance,

Lo
VN

L emioows L [frem:37.9
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frgm 37:9. per cend:in 19‘!7 tlw}f M%&a&a 1‘:0 hol per cent 11; 1950. . The eame
occurred.in the.case of-Tuel and §ham1¢a14pmducta. . Ameng consumer goods,

mports of foodatuffs and., :hextile,s*rmined more or less stationary, a.nd thoae ‘

ot durable. goodd ishawed a. drop from.11.5. per. cent to 6, é per. qpnt. , Autbmobile
t- ,,mports, for: ingtance,- ,- declined frém 6,9 per cent to. 3, 6 per, cent, i}hilet rlomeatic
electrical appliamee contracted. from 3 2.1 2.3 per. cent, .

. - In-short, it my be sajd that, during the years. im:ad,iately a.fter the
war, the datermining factor of the changes which. occurred in the Btructure of

# imports wae pent-up demend,, and in the subsequent pariod == from 19&8 ommrds -

1t was ‘the . geleptive .contriol applied by the Government. The. following table
¢ sunmarizes the changes in the relative impor'bance of thke various goode throughout
. thig period, .

Table 40, Brazil: Tha atructure of 1m rta at_curr ent _ericas during the
P A perio% 195E.i950 ' o

: "'Yea.ra Total - Fcodatuffs Textileg Paper & Durable Fuel L lu- Chemical Capital

af - woodpulp consumer bricante & pheyma=" goods
B w0 - goods. T o ~eeutical.:
(percemage of the *ba‘bal valuef of- 1mports)Pr°‘1u°'bﬁ
N L s SR 9 2.7 hﬁ =Y 3. 89 “31,E - 30.7
> T19M5 Tye0 0 0 26,1 848 Had R 9.5 .. 8.2 - 33,3
M6 d00 a0z 3B hE &9 ok 1 369
| 19118”‘ Lo '100" .: 18 rd E.& { 2.6 9_,8 2R ey .'6_-0- T 36-7
oy 1989 3000 T ATN6 B 27 . 6,3 115 8.0 - ko.2
S r::«‘lgﬁg Lo 300 15, Q. 3.3 _3},1? 68 15;3»7'_ ' 9.2 3907
| _/ Includea other mports.‘.f-; AR L Wk «

*“;'7"“':Source- See 'I‘a,ble 37. ‘ LR S a N

e

oy iﬂhe da.ta oontained in !Ehble %0 convey sn 1dea of ‘the hennér in which
arazil ma.de use of its foreign exchange but 115 does not accurately reveal ‘the
changaa -which ha.ve taken place m the real stuctuve of qurts, because of the
effects of the cha.nges in the relative prices of ‘variocus items, and, &8 shown
earlier, these changes have been fer-reaching, Betiéen 193+h and 1947, for
irietance, food prices incremsed ten times more then t_hose of capital goods end -
twenty times more then fuel prices, ﬁowever, between 1947 end 1950 , food prices
-decreased 45, 6 per cent, whilet those of fuel remained pra.ctioally constant and
those of ca.pita,l goods increased 13.1 per cent.

[The relative
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, The reletive changes in tﬁé ﬁﬂié@é ef iﬁported ‘gubdsthave: mnltiplep
repercueeicne on &d&eetic productien, et&mhletingacertein ‘Hectors and alec °
ST influencing the pclicy ef domeetic &eveiepmeht'7 ‘The ‘Yise: in ‘the price, of 1mported
.;.pl wheet, :or instance, encouraged tHe &cmeetlc ‘produictich of this cereal, with:

: etrong Government support Nor doee & eubeeguent #811 1in the price of &n imported
,product inveriably lead to the restoratidn. of. thestatus: quo, The -greater or
1eseer elasticity of producti?e ectivitlj constitutes the determining fector in
thie caee, o Uhen capital 1nreetmente ) eubetantial and 1t 18.d1fflcyly ko
reedjuet their distribution, the décline in tﬁe price of an imported product can
herdly affect the volume of trade.j In eny ceee, the changee prodyceéd in the
structure of domestic pro&uction by the fluctuaticne of ‘the. reldfive: ‘prices. of
imports, which ueuelly oceur 1n ebnormel periode of* international trede, ¢an only
pertiy and enly very elowly be revefeed. gf“:- EREA . o |

o . If imports are ccmputed at coﬁetant pricee, the chengee in their
structure became even more significant then theee previouely'mentioned - Food~
etuffe ﬂecreeeed from 40.5 per cent to 17 per cent between 1944 and 1947, and
capital £oods 1ncreeeed frcm 22 to ha-h per cent‘ - The share of dureble consumer
goode inoreased from 0.9 per cent te 9 L per cent over the eeme period Theee
redical changes reveal. the great ehcrtage of dnreble manufectured goede 1n Brazil

o in the etrly post-war yeere, and are evidencé ‘of the depressive effocts of - ‘the

'7 extreordinery rise in food prices on fcod 1mporte. Between 19h7 end 1950,

’ there vas & revereal in the trend,‘which shows that the vest accumulated demand
.. for durable goods hed been largely met 1 The ‘share of foodetuffe in total’ import:
increaeed frem 17 per cent to 21, 8 per cent, and that of capital goode decreaeed
from h3 4 per cent te 34,9 per cent, Yet the proportion cf Amporte; of equipment
for. indusiry remained practicelly conetent The proportion of chemicel ‘products

-~end fuel showed 1§rge reletive increasee which euggeete thet the period unitl
19h7 was merked by replacement ena exPeneion ef equipment, the effecte of which
.on 0roduction became ngticeable frgm 19h8 onwaraa,' The follcwing teble

‘ eumm&rizee theee chengee.:
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'1T;Taﬁ19 gl-f_eﬁfézii* The structure ‘ot 1meprt5fat constent prices during the
..jl_A-_.,;_.,.:? L *. ' '. ‘,“.-_. oy -‘\-.tf_;ii' pe!‘i@d. 19!*#-*1950 ! BAERE
. ﬂJff::h_" f ff (ae a‘percentagﬁ of the total Falue at.l9h8 prices).,.;

Years Total Food= | Textilaa Papgr & Durable Fuel; ;; Chemical Capital goods
_/ t'; stuffs S woodpuln consumer & lu- ** & pharma~ Totel industrial
) Sy T T i goods bricants ceutical - equipment

o 'h S products

9k 100, 405 2.8 k2l 09 64 69 220 6.8
9h5 .~ 100, ko 24 9.l 1.8 T8 5.6 26.5 6.9
W6 100 1E.7 . 3.2 BT - BB L 9Lk 5,9 h3.b 12,5
1947 100 1700 3,7 b3 ok 9.3 55 43k ke
1948 - 100. 18,7 5.6 2.6 9.8 12:2° 6,00 36.7 1,2
1949 - 100 20,9 - k. . 3.2 8,2 12,k 8.4 3.6 k9 .
1950: . 100 21,6 2.8 Lo 55 13.9 9.2 3.9 - 139
Y Includé§7other'impqrtal |

.sourpe:.;See Tablé 37. .::“. o ‘ o A ,;?w;}

A compariaon of the data contaﬁnad in @ablea 40 and hl, ‘shows the great
1nfluense of the changes in the relative prices of various iteme. For 1nltance,
the 'ghere of canital goods at constant prices decreased batween 19h7 and 1950 but
at current pricea their chare 1n total importa 1ncreaeed In order “to maintain
Importa of capital goods (computed at conatant prices), at the same relative level
&8 in 1947 (about k3 per cent), it would have been necessary o increase the quota
. of exchange for this ‘1tem not frcm 37.9 per cent to ho por cent but to 47, h per

cent, L
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CHAPTER VI, THE STRUCTURE OF PRGDUbTION THE PBESSURE OF INFIATION AND THE -
. FGRMATION OF CAPITAL

H

. In’tho firet scction the - prOduction of goods wag divided into. two groupe
more or 1css equivalent according to the value of tho product markoted"l primnry
activities znd secondery ‘activities (manufacturing and 'build.ing) As ghowri by
" the data set forth earlier, & part of primary production - varying between
25 and 30 per cent, vhen' calculated at ‘producer ‘prices -- 1g expcrted ~ On the
other hand, almost all of secondery production remﬂins within the country and 1t
.may. be roughly estimated that the dogwoe of 1its depende?co on the foroign market
is ten timaa omaller than that of primary production. - .

The fluctuations of the foreign market for primnry gpoda therefore only
affect manufacturing indirectly: through fluctustions in total incomo.‘

’ The indirect dependence of secondary activities on the.foreign mﬂrket
for primary products is contingent on: a) the relative importonce of ‘that market
for primary activities, and b) the relative importance of primary occupationa '

. in. the formation of total income. If 1t ia agsumed that 30 per cent of. primary
production ig ebaorbed by the foreign markot and that the ‘share of primary
activitiea in the formation of the gross naticnal product is 40 per cent,’ é/it will
be geen that the dependence of secondapy activities on the fluctuatione of " foreign
demand for primery prcaucta is two-and .a half times amallor than that of the
primary aoctor itself. Thua a reduction of so'por cent’ in exporte . of primﬂry
products would moan -1 controcticn of 15 per cernt in income from primary activities
and of 6 pexr cent in total income., This 1s, of oourse, a rough approximation
since a contraction of demand in orie sector does Aot neceeaarily imply & .
corresponding proportionate ‘contraction in total income., Our’ oola purpose ip to
'indicate thct the relative development of aocondary activities may render ah
increasingly largo proportion of the nationol incéms independent of the fluctuatione
of the foreign market for primary products,

}]r A part of farm productiom, vwhich remains in the rural areas for local consump.
ticn, was not included in thls estimate. Furthermore, the statistics do not
inclvde the whole of this sector's production, It may be assumed that the
date availeble for farm’ production actually include eabout 80 per cent of
roal total production.

gf A colculation made in 1947 showed that the net value of oxportod manufactured
goods &1d not exceea 3 per cent of the net valus of total manuracturing
production, :

§/ There is no estimate of the national incomo acoording o sectors of production

owever, in the light of past regearch the distridution is probably as follovat
footnote conbinued on mext page)
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i S . . .
Oni the GbHer hahd, iz thé'éy9 sectors, or productian are considered from
- the ‘ottit. of vigw of. the, acmastie ;;quet aéona&:*sr bEsivatiisn yovoal &, .
consid.erably greatex: deg-ae of‘ depen&enéer. ST may A)B &Bst&med 4o dbe. praemcally

© 100 per cent whereas that of the ;pr;.mary aector doog not: pxosed. 70 per tent.

- In practice ; thls means, the.t. primary act,:tvitias ara more adaptable-to. fluctuations
1n domestic Qemand, . .. Fop. 1nstance, in tha evant 8F an’'expansfon. ih:moans. of peyment

' of domestic origi,n, primary activities may react quickly by reducing the exportable-
- aurplua. .Sugh a reactm .'m obvioualy limited b;r the nature. of the production
and there will not -always. he & aurplus 3.n those sectora mogt -under pressure from
. dbmestic demand.: " 'Bowever, smoe part of :Lta ﬁroduction is not’ consumed by the
S domegtic market, primary activity gso faoto offara a margin of adaptability oither
over the short term, by & reduction in surpluses or- o*mr the medium term, by the
rediatributian ‘of the factors. of production. :

{ The  secondary: activit:lea, and especiall,v manufaoturing, fow greater
rig&dity vxa.aavis fluat.uﬂtions in domeetic demand , Doms’oic expensicn, of money
“gupplies carnot be offset by tba absorption ‘of expartable surplilses,.since
“produition s normally wholly abaorha& 'by tho country 1tself - Moreover; the 1ncreass
of productive capacity d.apenda cn zlmpcn‘ts of equiment “on the incresse of power
“*ipgaciuroes; et . -;_\«An increase . af grodunuon mrer the 9h0rt teyi 1s neerly alvays

' 'obtained %y 4néreasing the amount of ;abour pér unit of fixed capitel @nd implies
u- pubstantlal {ncreede of. coaﬁ R N P :
BRI ¢ 8 practice, ‘1t happens hhat m axpanaion of incoma in the manufacturing
pector-résults 1n q peductisn of the axportable aurplua in the' mrimery ssctor, and :
: that ‘af - expansion of- tncome in the privary seotor lerds to an “inecretge. of
manuraoturing prices. Ha.turally thies 18 a aimplifj.e:i sr:hematic explanation,
slnce 1n both cases- there is an nwrease of" pr:.ces in the manufacturing sector _
dnd domeatic absorption or 'hhe éxpor‘bable aurplue. X Nevertheless, t.he manu:t‘acturim
sector i—s more riaid via-a-via a.n expa.nsion rpf mcome 1p. t-he pr:l.}mny apptor
" than vice versa. : Thus L 10 per cen’o increa.as in t’he “Ineoms’ of the piv:hmry gector
'  will result o a b gor cent mcraase m total 1ncome a.nd an eq_uiva.lent rige. in
t".ha dema.nﬂ. for mq.nufactured, goods. , On t.he other‘ ham‘i a. 20 per gent ihacrea.se in

,_‘._‘,

| ( footnote continued fraﬁ praviaus* paga)

:"‘ - ser
other activities 35 per cent, See i ‘5 D ﬁerkpen Comp&ra’bilidade
~Inteynacionel das Bstetistices da Renda. Nacional pummevista
Eraeileira de Economia June 195'0.

/the ixncome
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the income. of the eeeondary seztor.will reault 1n a 5 per ‘cent. increass: 1n total
- incoms and & 3.5 per cent riee 1n the deman& for primary producte.l
‘Thees facts are relevant to the stuay of the manner 1n which
1nflationary preaeura epreade . Whert! 1nf1at1on 1e due to an external eounce its
.. pressure. 1s initially- reflected in the riee of inceme 1n the primary_eector. ,In

’t-' view of .the: rigidity of: the manufacturing induetry, this preesure laade to & riee

in the priee of manufactured goode or, altérnatively, to an increase in importe of
theee goode‘= During the laat war, importe not only could not expand but Were
. greatly reduced, - The Pressure, theﬁefore, wae concentrated on the domeetic
manufactnring 1nduetry, which. becans even more inelastic owing te the difficulty
of 1mporting equizment and ‘edme of‘the baeic raw materiale._z‘__, PRI

. -The menner in’ which 1nf1ationary preaaure acte upon:- Brazil'e economy
s & factor: er 1mpertance in the proceee of capital formation. : Inflationary
preaeure due to external causes hae in’ the. paet taken two typical forma a) ‘under
normal-conditiona of' foreign trade 1t has lod to~an 1ncrease of importe and 8o to
. higher standards of Gonsumpticn: b} undey: abnormal conditiona of foreign trade,
1t has-led to an inorease in the price of demestic manufacturea goode, to an’
‘increase. of - ‘pProfits, -and, coneequently; o the development of Internal manufacturi
- production,  .This 1s, naturally,. a mere 1ndication of the general trend since
in the former caee, the pressure of inflation may. cauee the development of cartain
- dndustries for which favourable conditione exiet within the country,_whereae in
- the second case, the standerd of individual coneumption or of group coneumptian
.- may be raiged at the expense of ether individuale or groupg,:__,What‘iegimppptant

l; on the vasie of the dietrmbution of the national incoms according te sectors,
- ap ghown above, -~ In:reality, it does not work out like this eince the increa
~ of income modifiee—the structure of ccneumption. . ‘However, thie detall ‘does
? not invalidate the argument set fcrth, but rathey tende to confirm it,. since
. the consumption of menufactured articles expends gt.a greater rate when incom
ie 1ncreaeed than doee the coneumption of primary goode

2[1 We Q. not propose. to define herein which 1e the better policy whereby to
increase the formation of capitel &nd: gulde investment. - We only wish to
- indicate what occurred in Brazil in the past, The fact that inflationary
preaeurs, ‘allied to restrictions on foreign trade, caused an intensification
. of capital formation and channelled investments towards . the industrial sector
does not neceeearily im@ly that that .1s. tha beat meane of obtaining this
obJective.. : _ o L o .

3i-ff{?*«&,t{‘f‘f‘“efi.ﬁltbﬁsérééé
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to stireds ib‘%ﬁE% uhﬁéf*horﬁal*dbnaitﬂenﬁ*af~tr3&é; Ahe-inflvence .of en:expansion
of iricoms cauibl by ﬁiternal gUiinld of ‘the ‘process .of  capltal formation le
Bma-ll l/ CESHRLig AR T o i P
There:is” ampleﬁevidence to: indicaté that: the forpeation ot capital became
more 1nmensivey&uringm§he.two.mare;andﬁdmringwhhem!hhixtiea, when. forelan euppl}es
“yof manufdotired conbumer goods guffered: either. from shorieges.or the introductien
‘of direct control, A selective import policy such as.that adopted by Brazil:.
AR OhE b neteksery "Pé gult.iof! 1ts exchangs - difficulties, also affests the
ﬂ-yroceeufbfaéapibalyformation‘."wThe liwport reatrictiona;onuconeumpn;goaﬁe,ereate
._%ﬁﬁ%mbéﬁﬁvliqdi&it#'which’exerteLpreaeﬁfe'on"domeetic*producers; thie attracts.
‘1hveeﬁﬁente t¢"the esctors which' profit directly or indivectly. . Whether the .
1nf1ationary preseure Wwill be -absorbed Astuin into reel inflation depsnds on::
thoigreatenr or leseer elasticity.of domestic industry. - The time required by}.b
donestic induatry?mewexpenﬂfita-yroductiveﬁcepacity-ia therefore & fzctor of- ..

- Pundemental: 1m@ertance. 'Aé 1t expends, the dndustrial sector. becomes more, .- -
elagtlic and- 1nf1ationary Pressure may' be: abeorbed more rapidly. -..dn: other words,
f*thefslower the formation of:. ;mgﬁmgqnuxﬂ,reqyiredwfem,the development cf productive

eapacity,‘the longer the period necessary for the absdiﬁtion of inflationary

L'preaeure and, ‘conversely;- the fitre rapidly emvings can be transform:d iato. fixed
qapital’end gk1lled labour the -ghortep the pericd-required for this process,

The dependénce dﬁTiﬂrbr%eaﬂequibment-cenEtituteerawfactor.inf1nelasticity.- :
During ‘the last war thig factor cams to bé of peramount importance and 1t is .
largely responsible for the  fact that during this peried inflationary preeeure

' weg trepsformad_into ‘re&l inflation, The capacity to-convert savings into: = -
purchaging pover in a given area, that 15; the ﬁareignfexchangb-meeourcee with+

- ‘whilch to purchése ‘equirment, isa:fector which controld the degfeé of :inelastigity,
fburmng tﬁeﬁﬂthirtieef-thib”fecto:wwas-of‘areet inpoitance ‘1n Brazil, « Finally,
the eoun,ﬁrir* 8 resources of techrdcal skill and of -‘akilled: labour st also bei

- taken-ito accowdt, - In ‘the epedific case of Brezil, the need for treinihg of .
WOrkere 1e‘g§ﬁeraxly rvecognlzed; this involves an initial outley which lncreases

. 1n direct proyortian to the deficienciee in primary educetion, nourishment 7

heelth. and houeing of the maes Qf,the population Teehnicel akill must be

el RIS T AT RIS O -
’._{/ ‘*Historicalil.y, an’ mprmrement m foreigx cﬁffee prices ha.s meant e.n iinprovemext
' in the stenderd of 1iving of :cébtain. ghoups of- the -population. - Bécause

congumsr gpoie, demand for which 1ncrease& were principally of forelgn

origin, ‘the fiow incomss soon melted away., The coffee industry iteelf, the
_beneficiary of the price inereages, tended to attract new investments, which
in twn produced the well.knovn effects on the supply and prices of the

product,

/1drgely imported
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.=1ergely imported and experte eﬁ& ergpnizere have to be trained abroed, which
'xinvolvee eupplementery inveetmente for fhe éntréﬂreneure end greater foreign
exchange expenditure for tre country R L el
o . The mere lieting of theee factore ehowe that ewing to ite rigidity,
i tuan under-developed econom& eannot eaeily ebeerb inflationery preeeure and that
,‘;the entrepreneure in eueh &n ecenomy have difficulty in turning available eavinge
' finto reproductive inveetmente. ' : )
_ ‘ When deeling with the epreed of infletionary preeeure ve. obeerve& thet
the manufacturing eection 18 affected firet becauee of ite greater rigidity.u.
'However, rrimayy activities connected vith the domeetic merket end eervieee alao
:tend to resct if the preeeure pereieta, . The riee in pricee therefore beeine in
the manufacturing eector and tende to epread to the other aectore connected with
the domeetic market, But primary activitiee connected with ‘the foreign merket
cannot follow this’ generel trend and are therefore com@elled to transfer ‘thelr .
income to the other eectere of econemic activity There is,- in feet a generel
_..trenefer of income from the more eleetic to the nmore inelaetic eectore, manu-
'3*'fecturing receiving the greateet edventage in’ thie mevement and exporte euffering
;the moet gerious d&mege.ll . C e ? 3 : ,“ ! .
' The tranafer of inoome caueed by the form in which inflationery
':preeeure epreede net only takee plece ee between the various eectore of ‘.
economic ectivity, but aleo as between the different ecgnomic regione.,, in
Brazil. there ere areas which are. almeet entirely engaged in primary export
activitiee and. there are othere, eimilarly, which are eeeentiall& manufacturing
: areae." The reletive increase. in the pricee of producte of the domeetic induetry
impliee e trenefer of 1neome fram regiene of:. primary export occu@atione to the
) rinduetrielized ereee. Naturelly thie tranefer will not oCCur er, alternetively,
"1t will ocour on a much emaller ecale, under normal.conditione of'foreign trade
HGWever in thie caee eleo the poeeibility of'diverting the demend for coneumer
goode to the foreign merket would hemper the procese of cepital formetion. :

;7 UEvIouely, if inflationery preeeure ie oaueed hy 8 eherp riee in the export
- prices of the primary sector, this sector will only trensfer a pert .of = -
1ts added income If the riee in export prices leads to higher domestic

- - Pprices of the respective products, .the primary sector will. he able to. retein
'i . ;a 1erger proportion of the initiai eddition to ite income 2 &,x~_ T

/Unden,preeent
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Mder present cond:ltlons of- rés‘brlé'bed foraign. trads, 1t i aimplﬁ té
ostimads the ra‘ca of mafér af moma 85 botwass - t‘-heae zome8s”  Fot us,, far
fnatande, take the ammple b2 pine wood and carpaubs vax.  Ia 1949 the per unib
export prices for thegq uct.s stbod” pract.ica.ny at.the aa:na 1evel &g 1:: 191*51

because v’irmally ﬁhe enttre production .ta e;cported. 'l’hs ma.mfac“cm“sd articles
constmed 1n these areas are prin.cipally supplied by Rio aad Sao },’a.uls, vhire -

the prides 6f industria.l producta increased a,t least 58 per cent between 19h5
and 191+90-;l‘;} Moreo#ar, the foreign excha.nge derived from prigary exports is
largely a.beor@ed by ﬁhe mduetrial area.s , where 1t 1a en:ployed 119, mpartias

equipment, fael e.nd 1ndustr1a3. ra.w ma.terials. o o o wrla L

These t.ranafers of incame as batwaen areae, r:mﬂ B8 befﬂfaan aectora
of economic a.ctivity, have certainly contributad twarda tha cmentmtion of**
savings and. the imreaee f::f‘i capital fornatiqn in Brazi'i.. In view of. tha

low level bf na.tiona.l 1ncoma, economic developmont would, but for theae forces, ‘

s b 1li

naturally hmre to be slower.

1] There are no ind..mes for .the *_pricas of, clomastic m&mﬁ‘astured artisles;.
but the’ cost of living indices for a worlma.nls famlly. in.the eify of
Seo Paulo show ax inorease of 50:per cent for textilss ayd tobacec, apd
an even greater: insrease.in the cost of furrtiure am’l ~housahu.u1 cleaniﬁg
gooda 3, beﬂween 191&5 aml 191&9. e ..

2/ e truna"ermay “tike place oven whpn the 1ndsx of' export priuea rigesn

pard phrew with ‘the index:of Homestie matmfactured goods, since tha latmr
may beuetrat from the ferms. pfitrade thruiilgh'imparts of: e}n;:,ui,'{r*ﬁsa3 -
y Pr mry

metorials or semi manufanmred goods, ard fuel. ..On the othe

activitiea: in the' inﬁustriﬁli?.ed ‘areas of “the mntﬂ are in a Yetior .
position: to defend the; level, of: their income, - Hanee, what 1s newddd j.- ‘
a gtudy a.ccording ta regions 'bef gs'%‘thp extent of such 'tra-nafare cau

bo gaugeds a3 e i ‘

; / ‘,‘-nrm

*

' . carna.uha wa,; 1s even more eharactar},me 1_‘ o i-_:; |
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Wt s APPERDIX, A% ing T g e
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emmwxom OF El,’HFJ ,P;zowcnon OF GOODS DUBING, THE PERIOD 19&5-35950

The_groiucﬁion of gooda g an. indek’ of ecnnnmic deVequmanta “f*fi‘*‘

. Before the ‘growth of an ‘sconchy can be msaaurea, a more. exact and
more detaflsd caleulaticrn of the national inoome . than that. 8o far made for FRNR
Brazil is required,y In fact,: the Firet: scientifioaﬂly pﬁbpared calculation *f?”f
of Brazilts matforal facome was that for igk7, andieven this nas Hot yot. ‘been

finally worked cut. * Howeve, ral.a.tivel:f full data have ‘boen published 1i: " - Fants
Brazil for nearly all the branches of tHe production of genda, and henca a .- e

partial oalculation of the grose national product 1s posaible.. Tha ‘total of ~"" M
goods produced muist not, of courae, be ﬁonfused with ‘the : ﬁahional proﬁuct, since
the latter algo includes services. Still, in calculatimda ‘welng marely T
approximata ‘dats QOVering relatively short perioas, the ervor entailed 4n -~

using the changes in the production of : gocds £nstead Of the changaa in tha
national product would ‘not necesaarily be gre&ter than the error implicit in

a rough estimate” of the natfonai‘incemes < . cur o - :

It 18 a possible oblection to using the data relating to the
production of goode as & measure of the c¢hanges in the total of the national
product that the production of services does not always expand on a par with
the production of gaodsy Experience in the indugtrialized countries shows that,
for instance, during the development stage the production‘of servicas expands
at a much higher rats than that of goods, However, 1t wolld be a misteke to
‘assume this-to be the general rule..; On the contyrary, it would be; Batier: to
distinguish between cyclical and. long-term phenomena. Aslreal per capita _
income increaees, frqm the historioal atandpoinx 1ta rate of expansion tends
to be lower than that of demand for certain servicés, and higher than that of
other services. “Yhe- services, phe demand for which 1ncreasea at a‘higher
rate than real 1ncome, are, those hanefited by ﬁhe &evelopmen$ of technical
sI111, Ehat 18" to sey, thbee Which reduce thetr ooste in- terins of wagess " -
But there .are. a. number of" ather servicea which draw little or no adyantage from‘
the inoreass’ of pro&uctivity and the ooat of- whiah tende ﬁo hecome grsa er with
the increase of real Ancome « o

YL
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. In :h;lgh-imome eountx;eé&*aemees of thq rormer caoeaory prevaifl.
owing to a protractéd select:lve procecs whepeby individucl cervices are.
prog'eaei‘&*el,y rp,placad by colxoci_:ive servicea a.nd, during which persona.l,
labour s gradual.w eu;rerseded. o;;'mcha.nical laboqr In under-ds‘mloped« '
countries;" ‘hc;w;var, 1t may happen that the second class, of BerVicea acquirea\ .
‘great importance. In thess oircumstances, during ths firat sta@e of development
many personal eervicec may disappea.r and the d:emand for goods: :(nereale
'pf*oportionately. Bt el eventa, when- 1nd1v1dua}. incomses exceed & ceroain
level, :I.n an ad'vanced etage of’ d&velopmsnt, the demand for' ccrvices 1ncreaoes H
more tha.n tha.t for gdod.c. o o Ct R
i hei that as "1t may, ’i"n the présent stage of cconomic reeearch 1n
Letin America, 1646 AtFFIbult o Yénbure beyond the ‘realn or conaecture
when aealing W1tH ‘thtn queatton. SR e . ~*J AR i
R ?hsre 1y however, ‘oné" o“thsr pcint which is’ or conaidera'ble
sigufica.nce HE since "the o'b.ject 18 "£% mehsire cconom:lc devalopmonﬁ what 13 the
best 1mlcx £ - *use, thaf; of ‘the prodtiction” of ‘gooda 3r thit of the‘mticnal
prcductf What 1h'féet,’ ﬂb & -seekding ' £d measube with ‘the index of ‘the mtioml
product; or Bettér still, with? "Ehat oF national 1ncome, 18" the degrea of eqoiai
_vgel}.-being. “Yet an mprovement« 1h FHocldl &?ell-,vbeing, .at least over the Bhort
pericd, 18 not ezactly synonymiond with sconomic davélopments Economic
,idsﬁclcpment impliea & notion of increassd’ Produc%ivity, which 1n turn 1avols 35

[P PR

Freye b € s

4

the 1ntrcduction of 1nmnoVed. technique or of more rational methods of production.
It is poetsi‘n],e that In a country which 153\:111 in an early stage of deVBlopmant .'.
aocial well--being may lmprove from one year to the next, as a reeult of non~ . ..
productive goverment services financed out of higher taxes, though in fdct- ..
no real economic development may have occurrecl. Since a part of the mcome'
chaorbed. by the new taxes would ha.va been 1nVasted in productive cctivitiqp, ‘
there may be a falling off in the rate of development which will be ref;actea .
in the index of production of goods but not in thet of the national product- '
Thia is obviously a 1:)a*:v:'‘I:i:ciu_:l..:a:xtI i{tq.mglc !?‘om which it wou]‘.d. be. unfa.ir to
genera..uze. Like other problems connected wit.h econcmic dev.elopmsnt, t.hic
requires, miry dotailed investigation,

:1"

/Another dtfficulty
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- Apothar difficulty’ ih mﬁﬁaur:tng the rate of Brazil'e economic
deVelopnex;t 13 1511% ‘existence of aki it;pbrta.nt Bector beybnd the. soope of the
monetary economy. ' Several attempts have been made to-estimate the relative

importance of this sector, but Yo admit then a8 fact _would e Yo widen the
margi of efror 1A what 1o ln’ a.n;y' “case & st T T = astiato. . ;Still,, the
pector which hég’ not s yat ’been imorporated m the moneta.ry economy 1a
neverthelase being proyes‘ai*m];,r a.baorbed by 1!; which suggaats tha.t a. pa;-t
(though 1t 1a hardly percapti‘ble from :rea.r to yea,r) of the increa.se 1n ;the

f

product.ion of good.a is fictdtfoua. N . e '.

T SR T T Eot AP AP P AP A e

ICa.louJ.ation of the production of @_gg_ e i }.- T "..;;c. .
- Tha value of the ;production of goctls in the following seotors has been‘

calculated at conatant pricea. (a.) a@-:lculture , (b) Alventaerck; {(c): forest -

products other than wood (a) mining and (e) manufacturing:and bulldings

The seriea of va..mea at constant prices vere obtainm} -by multiplying the

valuea of the hase Jeur. (191&7) by the respective quentum indigegs. = ... ... '

(a) Ag:iculture - The index for the quantum of Sericultural proﬁuction m

vweighted by the J,9’+7 Jproducer prices.and 1nclu¢ee the. following 30 products- ‘

pineapplea ’ a..’l.f'a.lfa - gloned cott.on, garlic,ground muts, rice, osts, bananaa, i<

oveet, patatoes, potatoes, oacap, coffee,: sugar cane, ‘cotion eped,. barley, rye,

tea., coconuts, broed beans, beans, tobacco leaf, franges,: castersoll seeds; . |
' manioe, maiza, tomatoea, _wheat, tung oil, and. sra.pes.l -The following. Index -
showe the quantum and the va.lua ef agricultural.- :groduct,ioa at constant pricea-'

oo sheriewlturel produgtien. ?‘, b s
Yoars - .‘ Lo . -uentum 1ndex-13/ :: Vﬁlue tne milliona of
o e ‘_cruzeiros-at. U7 prl
CAGE T T T T geys T 29,233
g8 T o | 103'9 30?.5:85;?’]
1949+ . e ' llOoll- ' : ] 32,502 ?
19502:1 : ¢ 116.7 ’ 34,356

a/ Provisional Gitas U
b/ Weighte& by 19147 producer prices. P

_/ Besic date’ suppliea. by 'bhe Productio"ﬁs-bafbiauqsz Service of ‘bhe Minigtry
of Agricu}.turéy A PR

"'i'«;f',(b) = Live_a_tock K
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(b) - Livestock. « . The guantum index fqr anizsl produce was sjmilarly ‘we:lghted
bty 19h7 producer prices and 1ncludea tha following pro&ucta-" Eeef, pork,

+ lamb, goat, flesh, cattle hid,es, pigskina, goat ald.na, J.ard,' e.nimal fat - bagon,
“+1allow, dairy. produce a,nd others. It vas estimted that 30° per cent of- tha
gross, value of anipal produoe was dar:lved. ﬁ'om the inﬂuetrialization thereof,
and therefore omly 70 per cent of thia value wa.s taken 1nto account mder .
1ivestock. o S
| "{_ Anim‘.u:_oduce

Ye.-a;l.a_‘ U ,' "7 “Gross value  Yalue add.ed.by Value 67
' 1nd:lcos-—/ ' irdustrialization cattle
producte

. {:ln mi],.uons of cruzeiros at 191+7 prices)

19k5 88.6 9,867 . 2,960 6,907
1946 | T 10, 513 ,..:3,15?* 7,359
1947 100.0 11,137 L33 1,796
1948 _ 107.3 13,%0 . - o 3,585 ' 8,365
1949 111.1 12,373 3,712 o 8,661
1950J Comso a2 3,83 8,9

a/ Welghted by 1547 producer pmices.
b/ Eetimated, ;

(c) Forest products other than wood:.- The qu&ntum index for foreat products
_ other’ tha.n wood vas caloulated in the seame manner as the preceding. indices and
includes -the follow:lns producta* sigal (apave), ’ ‘tabasst, rubber, caroé, Pard
_ mu'ts, ‘oarnatba vax, mta ‘guarend, guaxinas), vagetable 1vory, Juta Icurt . (wax) ,
' licuari (ahelle) oiticica., piassava, timbé roots. - - ‘

' Fores __products other than wood

Ye,aré Que.ntum 1ndicea—[ Value in millions of
A crusetros at 1947 prices
W5 e e  105,6,_ o 1,830 .
T S s 1,376
-19#7“ Co L 100600 - 1,335
e e T L,k30
SRt 191;9-/ S 10747, R Ly 1:h38 |
195 108,5 - C1,b49

-8 Wei&htaﬂ bty 1947 producer prices. -
b/ Estimated.

(4) Mining
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(d) ' Mini; .-- The indez for mining pmduqtion was calcsula.ted aa p.bove and
_:mcludes the following producta' Mineral waters, as‘oeatos _arsenic, bauxite,
'beryllium, conl, cassiterite, tdn, graphite, marble, mica,. ir:on ore, mangmmese
ore, salt and. Jaiilmar.N Gold prnduction vas not imluded though during the pemoc
under obsemtion it represants 20 per cent of the tptal value of . mining

production. ' ; BT RN A

r Minig& production

Eggge_l ‘ 'Q.uantum ind.iceg 8 - 1 ; Value in milliona of 19147 sruzeiros -
l9h§ ol 96 8 i . - B . ll»'Tl

191+5 BNCER-", ey ko

19#“7l e 100 o ] P ' * c h8§

1948 12,7 B 548

19 ¥/ 11742 S 510"
1950 Y 29 e 502

_j Weigh’ced ty 1947 producer pricea. st e

_/ Estinated. o )

{e) Manufacturina a.nd building =~ Statis'bical 1nformation in this branchof
production is more incomplete than for other sectors. Tha inclex o:f' industrial
production which the Economic Commission for Jatin America of the United Nations
hes employed in previous surveys and which are also,.used herelin, is that of
Cén.jmtur’a"'Eg&?némica. This indéx intlhdes the pi-oduction of el_l.e"ctriciﬁy and

of coal but.does not include building, It cannot therefore’ strictly be cdnsidere(
either ag an 1ndex of industrial production or of mamai‘acturing_., production.
chever , 1f 1t is nesumed that electnc powey -and ‘coal aré con’cained in the ‘index
as indlrect indjcators to make'up for the shortage of data relating to importe,nt

| isevtors of manufactwing production, ‘this index mey be accepted as a rough :
approximation of changee in the quantu.m of menufacturing production: On 'bhe che
hand, th'.le 1ndex gives undue 'orominence to the share of the textile 1ndustry '
{50 por cent) though the industry has ramaineu practically staticnary during the
pest few years , Or may even have declined since 1945, It is therefore possible
that fl:ha index in question underestimates- the growth of_‘ menufactur ing prqqﬁqu,on
in théﬁatrict sense cf ‘the term, I:E' this 18 the.caee, the indox used; hé;.aa,

=

&
" N ' PR
. - . .
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will fairly closely reflect fhe changea yhich: ‘haye: mﬁm-ed in manufacturing
and building togather gince during the past five years the latter has, to B
certain extent Mfgipa;f ﬁha trand of the textiid"indﬁétry. Bt

The valus of mnufacturing production a.nd building -- treated as
secondary production 1n thia context ~- was calculated on the basis of an  ‘,
estimate made in l9h7, based on data obtained by the Bbate Statistic&l i
Departments and by the I¥§?§I1§°3 s Econémicos” of the Brazilian Institute of
Geography and Sta.tiqt 1cs. = From this total which relates to the groes value -
of industrigl production iﬁ ite widest sense, the following have been deducted':

1., the gross valne of forest products other than wood;

2, the gross value of mining production, including gold and

. 3. the gross value of animal produce.

s FrGQ the xemainder, the value ‘added waa calauiated thie betng taken
at 45 per cent of the gross value,' Finally, 30 per ‘cent 6f thé' gross value of
animal produce w&a added to this result, tha details or the calculation
are given below: :

In millions pf gruzeiros

Gross value of industrial prcduction of 19&7 91,113
Minus R S
Forest products othsr than wood o 1,335
Mining production " ' S 598
Animal produce . ‘ S 11,137
Balance : . 78,043
Value: added (L5 por- cent) e e e .o3/09
Pl S P S G
Valna addad to animal produce '; JL}‘;'Atrh | :,;;fj ‘ .3;3§1;_3 S
motal | il el oo Uaguggl
T e

B U R SR PR

1/ Estudios Econdmicos,-¥ol. 1, No. i, ..
7 National Feaeration of Inﬁustry, Rio ds Janﬁiro, March 1950.
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‘Manufﬁct&?ﬂ "b.hi *bliildmg industries”. < oo Tk

._}': L

'Years Quantum h;dex Tatal value’ 1n 'milliond of
AR * gruzelros &t IOWT. prices

191+5 s 3"" T U e

.u;519h9 L e g e ha,h985“ ﬂ
50 @ #/ St ~hf"”_‘412},3”f_’“ & “f‘:‘ —a‘:‘ ZHHS;EEQ' R

8/ Partly estimated o
..»-Baged on the qa.lculation of the a.d,d.ed va.lue of building which is

coaninad in Appendix G,.the followmg braakdom can be made:

‘Years . . Bullding " Manufactures
— (vaiue added) 0 (vyalue’ ad&ad)

(1:1 milliona of cruzeiros
“at 1947 prices)

946 5,748 | | 34,020

1947 ' 4,901 o ohel 33,559 .o
1948 4,455 -39, TTH -

1949 . k,3h2 - 41,156

1950J : 4,435 ' 42,217

Va.lua of the production of goods - The total value of the production of goods
is obta.i-ned by adding the preceding sectors, shown above: i

Years Manu~ Building Agri- = Live-  Forest - 'Minjﬁé""‘Totgl
facturing . culture - stock  products L
' other than
woof

(in millions or cx'uzeiroa at 19&7 prmes)

1945 33,124 h,298' 26,489 6,907 1,510 k7L 72 699
1946 34,020 - 5,758 29,203 ~ 7,359 1,376 470 78,226
1947 33,559 L5901 . 29,4k 7?96 11,335 w86 17,517
1948 39, 77k h,hﬁs 30,588 8,365 1,430 548 85,160
1949 4 hl,lﬁélﬁ.“.’; thooy3ka 32,5020 8,561 1,438 570 88,669
1950 % uzle1r 0 W35, 34,356 8,94k  1,kk9 592 91,993

a/ Provisional daba . - .
/APPENDIX B
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The apparent volums of available gooda 15 the algebrdio eum Of the
value of- tha total: préduction of gooda (see Appendix A) plus the adVeree “balance
of trade.- “Thie 1s natiaily an approximation, since the vaiue of production vas
calculnted at producer prioee whareas exports have been estimated at £.0.b,
prices an& imports at 0.1.f. prices. - Moreovar exporte are partly drawn fyom
stocks carried over rrom preceding yaare, and, on tha other hand part of the -
production is used to form stocks to’be used within the country or abroad in’
later years,- Accerdingly, +hie figurea of the voluma of available gooda have
to be corrected to allow fbf the mnvement of stoaks.' We' have attempted to make
this correotion n the caae of two principal export” products coffee ‘and "cotton.
The daka ror production, domestic conaumpticn ‘and export as well as those ralmdng
to atock movemants of these two producta, are aontainad in, the fcllowing tabla

Preduction conaumptiﬁn. equrta and atock movemsnte gf coffee

7 and cotten uver the eriod l L -; 0
Coffae o k

T Progue- conpump- . -n,'ﬂ K. P
. tion tiom o hents ; N -

"(thousands of 60 kilo vags) . (Thousands of toms) . - .
1945  13,515... 3,032 14,172 .w 3,289 .~378-. 13k 163 ., 8L
1946 15,289 3,090 15,505 -~ 3,306 378 143 353 -~ 118
1947 15,791 3,150 .14,830. - 2,189 . 347 . 133.. . .285 . ~'T1
1948 © 37,291 .- 3,210-. 47,492, - 3,431 320 .Ak0 . 259 .0 79
1949 17,805 - 3,270 . 195369 - B,834 .. 396, -.3b2 o 2k ATh
1950 9/;17,977- 3,300, 1k,B00. - 123 ;b2 . Ab5.. . 125 .o 152 .

. R PO T S S L LD PN
L o TR e e s T e T e

E/Partly egtimated
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Egﬁgi Data ielating-to production supplied by the Production Statistics
" Service of the Ministrylof Agriculture, ‘and export date by the Economic
pnﬁ Financial St&tietical Servics, ‘of the Finence Miniatry.
for the conaumption of coffbe were obt&ined frcm on;gg&ura Econamica,
. July 1950, and those. for cotten censum@tion were estimated on the baeief
. of cloth mepufacture. . ; et ;o -
. "w In ealculating the volume qf available geods, coffes and cotton
_ exporte made from atocke were ignored and the increase in these atocka 'was ;;' i
added to the valne of expopte for the reepeetive year. ‘ ‘ :
| | Va.lue of coffee_and cotton exporte during the per:lod 19&5-1950

The data

(in millions of cruzeiroa at’ 19hT pricee)

Noté: The total value of: exporte nas" besn weighted by 19h8 prices.

_ S Goffee : : _CGotton _
.Te_Yeare Exporte Stock< Balance E;ports Stoek Balance :Tetel‘ . Tetal -
AN "Move= - < mioves . exports” cerrectiqne
i ee st mOREE S L mente it
1945 7,307 - 1,697 5, 610 ' 2 152 1 060_7-1 3,212 19,899 19,262
1946 7 7,99 = 1,706 . 6, 388 y j ' 1,840 3072 25,324 21,87h
1947 7,646 -.1,130 6 516" 292,806 | 21,982 19,923
191;85'.;;59 019 - ,760 7,859 3 385 --1 036" 2,351 21,654 - 18,860
' 1949...9,986.. - 2 u91+ 7,492 - 1,829 kg2 .3, 321 19,668 - 18,666
1950 7,637 - 1,831 1,636 1,989 3, 625 716,738 13,119

The total correctsd value of exporte'hee been. adjﬁeted to the level
of" 1947 pricee for the purpoee of calculating the' volume of available goede.i?
For this purpoee we used the current valus of ‘total 1947 exports minus. - '
exporte_drawn ‘from cotton and coffee etecke, and & quantum index ef,expprte‘

corresponding to the corrected totel ghown in thé preceding table,

/Total volume
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Total Yolume: of: avau.a.'m RoodE:. -
(1n millima of’ cru.zoiros tat xplrr priees)

Years  Production Inmports Exports 9_/ Axaila'bilitx
945 .0 172,699 .63 18,629 66,695*,.: L
Iou6 - 78,286 . 14,676 . Canss L Ty
by 77,537 22,789 19,265 T BL,0ML
1958 85,160 ‘18,801 U182 - 85,717
19k 88,669 19,37 “"18,051 89,989 -
1950’/ 91,993 20,735 16,738 1 7 95,970

8/ Corrected to allaw for Ohanaea in come and cott.on stocks,
‘ _/ Provisional data,

on the besis of the totals of availsble goods snd of the series of .

avallable capital goods, particulars of the calculation of which are given in

Appendix C, en estimate was made of the volume of available consumer goods.

Availsble consumer: t : riod 19%5-1950
(1n willions af muirog at 191;7 pricea)
Years Total a.va.ila‘ole goods Capit ods Consumer goods
1945 66,695 1a,esh 5k, 441 |
1946 71,749 - 16,637 53,112
1947 81,041 21,18 59,843
1948 85,717 18,377 67,340
1949 89,989 - . 20,193 69,796
1950 95,970 22,110 - 73,860

Note: Imported capital goods were estimated at c.i.f. prices, which explaine
the difference between this series and that contained in Appendix C,

The quantum indices of imports and exports were celculated on the
basis of 1948 prices, tut the totals were adjusted to 1947 prices. The
following table includes the besic 1ndicas used in the calculations relating
to foreigm tra.d.e ‘ '

[Indices
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| i
Indices of thé ouahtum of iﬁpbﬁﬁﬁhaﬁd exports and of
the terms of trade end the capecity to import - Besis
C of the weighting 1940 prices .
Quantum : )  Prices -

Years Importe~,- Exports E ;.imports . rExports - T:igzéqf tgafigiii_
1945 100.0 - ' 100.0 . 7100.0 . . 100,0 100.0 100.0 .
1946 116.1 - 126.2 . 131.5 ~118.0 89.7 113.2
1947 180.5 - 110.b - 149.7 - 156.2 k.2 115
1948 ws.8 © -108.8  169.h4 0 163,6 96.5 105.0
1949 153.3 - 98.8 - .159.6 167.7 105,0 103.7
1950 g/ 6.0 ook S0 133.1 L 236.2 S ATTe 149.3
L Provisionel date

Note: ‘Basic date from the Economlc and Financial Statistical Service of the
Ministry of Pinence . . _

/APPENDIX C
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. wn PPEND,IX c ;‘:',_ ‘ Kt . J . B e
- CALCUL» TIOI\T or THB qU'PPLY ov (;A};}m h? G{)QDsj_ AURING ’19;”5_,&950 IR

L o ew W e
3 T

The valua (at sonaﬁant pricea)'of'the voline of" availéble goods forf'“"
the formation of capitel wes calewlated as described belows: - R
a). Building. - The grogs value-ofi eiviliam building has beert estineted. ‘by the
Fnuipe d.a Rende Necianal .of the Fundeceo Getulis Varpes at 8,7 51 thoudend -
cruzeinoa for the-yean 1947, —/ “The- cuantum:indices for duilding were IR
calculatad ‘by the. Econcmic Commisslion for Letin Amerdcsof the United Netiong ~
on, tha ba,sis of the.dats velating to fleor .space |(buflding licenses) in the * oo
ten leading cltlies .of Brazil —/ A 1 wasmassumaﬂ,pfurthérmafe;‘thht*ﬁGTpér cent
‘of hhe gross-value. 18 value -added in the process of construction; * This figure
wag, obta:lnsd . by wedghting. the index . of the cogt of bullding prepared by
Conjuntura.Foonomics. 3/ end although the proportiscn is lower than that which
emerees from the: dete: of : the: 19%0" industrial census, 1t woub& appear to’ b6 more ¢
in keepint_, with gotual-fact, .. . oo oo S R T
wil® ey Betimete of the value. of 'bnildinu. : "
pCL - R ﬂuantum indices : v Gross value - ¥alue' added"

B S T T A ST SN S (1n militons of cruzeiros ‘8t
N L e - ¢ pricGS)
WS T B T, 6’75 o k4,208

rohG iy '”11%'5f" : ”‘ 10 26;'“"_ l":ih'il;v15,7h8‘;
why T Two T ,-8 751" b SO
19h8 i R ‘. 90 9 B N | S ‘V 7 955 4. | ER T - h’h55 -

. .
E . b [

) . - Yaa i, F KA R ",* . .. e TRy n L
a AR A PP . : _ , 7 N
.._/ Partly estimg.tpd,. o T IR I

. . T . '_~ BT B

l/ Eatimativa aa Rende Nacional do Brasily ‘Rio, June 1950, page 63.

2/ “Boletdn Eetétistice (IBGE), Je.nuary to March 1950, page 128 It 13 _
. estimated that the -ereavdetually built up Is 2040 30 per: cént lower thes
that for which licenses have, been 1ssusd,. but.as the-data -is<only used:for:
comparat‘ive p‘urposes ’ “the error is of lit‘t.le signif’icanca._‘

s R kY b
Mo e A R ¥
J'

ERE AR

3 Con,junturai Eoonomica, Max'éh 1950, page 13 Loty T St

v 3

Py 5 /b) Product:lon

RO DT O T
M i .
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b) Production of other cqpital goods. The value of other capital goods wes
calculated on ‘the baeie of" suppliaa of 1ron, steel, cement and ot¥er basic
materiale required in the production of capitel goods, subject to-deduction of
the proportion absorbed by building. S o o

. The first great diffioulty encountered in s caloulation of this kind
is that of estqblishing 8 criterion for prices, since the data releting to.
domestic produotion of atsel and cemont are given at producer prices and &t

import prices, and other semi-manufaotured products ere quoted st c,i.f. prioes. -
Since the value of building Jdg.given at market prices; the use of producers and
c.i.f. pricea naturally lesd to unﬁ@rvestimatea.‘ T waa therefiore decided to - -
take domastic production of. Bteel &and ‘cemont &t prices quoted in'ooastwise trade,
which should be more or lesp equivalent to wholesele prices. doreover, 20 per
cent was added to. the ¢.1,f. price of imported ceméht end 50 per cent to the

0.1.f. prices of semi-manufactured metgls.. :In-this wey it was attempted to .
cover the {ncrement inVOIVed by customs. teriffs, lmport and consumer texes, ’
transport from the port to the diatributor and ths 1atter‘a profits, Tha‘

result is naturally & aomawhat arbitrary average which mey posgibly be exaggerated
in the case of the goods imported: by large companies snd by the State. However,
in the case of 'a large number of products which are handled sucoessively by &
distributor and & retailer end which.become 1isble to sales taxes more then once, .
the result ls possidly an underbestimgte.j‘ The tex levied on qement is lower .
because of the import privileges granted for this product andibébause of the

price control to which 1t has been subjscted, As there ers no direct dste L
relsting to the consumption of iron, steel and cement in civilisn building, this.
consumption was estimeted on the basis of the aforeseid ‘cost of building index.,
Acoording to this index, the cost of cement acocunts for 6 pér cent of the =
final value of the vuilding (minus the lend) and iron fgr 4 per cent. - Bathroom
installations account for 6 per cent an& kitchen f£ittings for 8. per cent, For.
the purpose of estimating the use of iron and steel in thssa 1nsta1lation8, 1t
was sasumed that the proportion of thsse materiala ountained in ths rinal value
of building 1n Brazil is &bout 10 par oentuA. The following eetimata of the use
of irom, steelaand»cemsnt in. buil&ing also oontains figures qf the total suyply
of theas products and the remain&er thareof available for use in other 1ndustries
producing capital goods' T S a '

/ ron EEQ
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S Iron erd Steel 'fﬁits"f:“7:i“"‘ L eent
Years fotal E—namnpﬁion Remainder Total ~ Consumption Tmainder '

‘ 'aupPIY A eividian. TR AT eupply win duilding © RO

eogd o budlding s ‘ :

A S in.millions of cruzeiros at l§ﬁ7 Prices) _ ‘ _
1945 ,1 252 768 ". w7 e gyt ”é85 TR
1946 2 082”f 1 ,027 1,055 86k . 636 - o kB
1947 2, h95 875 . 2, 620 - 920. -, 525 .. . ..39% . . )
1948 . 2.282 796 . 1,486 1,069 477 . 8592 '
19k C 28k T7rs T ttt2ig e L2k - - s oy --»;
meﬁwﬁv7mﬁﬁaw AT O N )

_/ So far as importa ‘avre concerned, only iron and, gheel for dbuilding purposes have
been included,

:If ‘the 1mporbs of 1ron a.nd gteel not- 1ncluded herein, anﬂ ‘8180 imports
of other basic metals .aye’ added to the: remain&er of the ‘iron end steel shown
above plue the remainder of the supply of cement the t.ota.l velue -of semi- s
manufa.ctured ‘basic products used 1n cap:ltal goods industries other than civilian |
building will be obtained. Fmally 1t wes sssumeéd that the price of iron and
steel is doubled with procesaing , end that the price of cement. is trebled in.
public works. It wae thus possible to estimate the value of the production of -
capital goods other then dullding.

~

Years' ~Pesic metals absorbed. Value &dded to . Cement ::. Value - = Total
by engineering . metale by = . used in added to
1ndustries angineering' o public cement
< : mduatries works - . . o S
(1n millions of cruzeiros at. 191+T rices) .
s ;,309 . L39 e T 570 3,463
9% 2,365 7 2,365 Y o288 T Theg T 5tk
w7 2,829 & 2,829 T 395 790 6,843
1918 T 2,07 - 2,071 T 592 1,184 5,918
1949 3,300 - 3,300 o781 1,562 8,945
1950 3,860 Y 3,860 9 1,558 10,057

_/ According to the Industrial Census of 191&0 the value added 'by the

engineering industyy was 90 per cent "of the value of ra.‘w ma.tei*ials ho‘b
including sources of power, .

gty Al el e
“ 1k /C) _mcl_r_t_g .

s PR JE
1 . LRI Lo, A
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c) Imports ot capital gpods.‘ The~qnantum of 1m@orted cqpital gooda wap N
welghted by 19L8 prices byt the grand,total was calculated ‘at 19h7 prices.
Durable consime? goods ‘are’ not-included in this category.. The c.i T prices of
finished capital goods have been inoreased by 50 per cent for the reasona given
above, Imported capital goods which enter the country in the form of building
materials are regﬂrded 88, having been included 1n the category of "building and
those imported in the form of other- semi-manufactured or r&w materiale are f_
_treated ag included in the categpry of "domestic production of other. capital
goods Below are shcwn the-data for 1mporte of -the three groupa .of capital goods
1mports, at c.1, f. prices to whiah no 1ncrement has been added.. :

Years - Finished . - Bullding fjﬂ ' Semi-manufactured |
—_— products materials and raw materjials- -.Total
S (ianITTEEEE of :cruzlercs at 194 prices) . _
o5 - . 1636 - 519_.~_a;;..-ﬂ ooeBS0. 2,696
1946 - 3,728 o too85 - oy ?“;_»mv,873'a S .. 5,386
IWT. o 6yM9T. o w979 - . 806 . .. 8,280
19487 7 L,B85 5T 5 - 390 : 5,846
1549 L, 214 680 .78 5,682
195 b, 799 B 78 6, 131

\a) Total supply of capital goode, The total aupply of capital goods 15 made up
of the. following thres iteme: (a) building, . (v) domestic production of other
capital goods, and (c) imports of finlshed capital goods aa ghown below:

. Grose value ~ Production of . Tmports of .

Years .. of bullding . other capital.  finished capital

T ' goode _ . goodsa ‘ ' . Total

' (in miITions of cruzeircs at 194| prices) .

1945 - 1,675 3,463 L 2,458 13,602
1646 10,265 C L 5,hT f 5,591 o 21,330
9k 8,751 . 6,843 9,745 . 25,339
1948 7,955 5,918 ‘ 7,327 21,300
1949 / L. T3 8,945 6,321 . 23,019
1950 2 Coms0 T w00 s 2576

s/ C.1, f. prices increased by 50 per cent.“
b/ Provisional data. '

- do
&/ Brazilian 1nmort statiadicaf not include the total of. the capital goods

entering the country but only those which pases through the customs, Many ships
and aeroplanes acquired abroad are thue not included in these data,
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On the basis of the'comprehenei%ejdeté;gan attempt has been made to
gstimate the distribution of these goods among private and official investors.
In the budget message submitted by the Executive Power to Congxess 1n 1950 an .
estimate 1s made of the total Federal Government 1nveetments durlng the peraoﬁ' '
1939-1950," Thess £igures ‘were scaled down.by the, ‘use of 8 combined index of
wholesale prices &nd the cest of . 1iving (weights 2 and 1 respectivel*)

GoVernment investments

;Yeers:' oAt current ‘prices - Price index At 147 prices.
T o (miIX1ions of feruzeiros) . L —_—

vighs - 1,003 S M- L L,m2
1946 1,121 825 .. 1,358
1947 2,800 . 100.0 ‘ T o2,8%
1948 3,06 T bt T Te,136
1949 5,694 O Az T 4,69k
1950 o 4 707 / .136+3 | o 3,453

.fa/ Budget estimate )
1 o Private investments were calculated by subtraction, as have investments
frem private sources -in "other ectlvities .

C Total ﬂ,. Government a/ | Private Investmeuts
Years investments - 1nvastment Total " "Building Other”
o T ‘ - activitios

: (in millions of cruzeiros at 1947 prices) 3
1945 13,602 o L,T3T 11,870 1,675 4,195

1946 - 21,330 1,358 19,8712 10,265 9,607
1947 25,339 . 2,89 _e2,ub9 8,751 13,698
1988 . 21,300 . 2,736 18,56k . 7,955 10,609
1949 23.019 4,69 . 18.325 7,753 10,572
1950 25.176 3,U53 21.723 7,920 13,803

g/ This does not include investments by state gerernments and municipal
authorities which however, are much. smaller than those of the federal
Government. It should be remembered that these data relate to “investments
which ave made hy the Government during the  year, but.which eometimee _
:mﬂterialize only two or three years later, a8 in the case of 1mports of BthS.

_i_%_These therefore are financial date which are not etrictly compsrable with the

SR total-sinceuthe.latter relates to the real supply of capital goods dsr;ng the
year.. | S
JFINANCIAL
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" FINANCIAL AND MONETARY TRENDS

1. ‘Public Finance .

B (a) ‘Structure of the fiscal system |

Taxation and ‘the national revenue. * Public firance is one of*tﬁe mgst

1m@ortant factors in Brazilien economic life. The central and local governments
(States and municipalities) probably- ggntr;butqwggre than 20 per cent of the
national prqduct.l However, this share does not appesar ﬁo have 1ncreasqd:to gny
significéﬁf éxteﬂt during the five-year period'lghﬁ-h9;‘at least, not 1f tax
revenue 16 accepted as an 1ﬁdex of Government activity end the production of goods

2
as an Index of the netional product.=

Table 1. Brazil: Government Revenue from Taxation ccmpared
with the Totsl Froduction of Goods, 1945-49
(in millions. of cruzeiros at 1947 prices)

Yesr - Total Tax " Annual Production of Anruel
Revenue Increase SQOdB . Increase

1945 17,400 - - 72,699 .

1946 19,800 - 13.8 78,226 7.6

1947 19,700 - ~0.5 77,517 . - 0.9

- 1948 19,900 1.0 | 85,160 9.9

1949 21,800 - 9.5 - 88,669 b1

Average : : 6.0 - 5.2

Source: Teax revenue data were supplied by the Ministry of Finance and have
' been deflated on the basls of & comhined index of wholesale prices

and the cost of living. Data for the production of goods are glven
in Chapter I.

1/ The dsta on the grose netional ﬁroduét‘givéh in Chapter I are not strictly
applicable in this case, since they are based’ principally on tax revenue
flgures. Aoccording to that estimate the groes mational product rose in _

‘1949 to e sum of 173,600 million cruzeirds, Government activity having
contributed 22 per cent &f.this samount. :

. g/ The. relative 1mportance of Government- revenue from &ther sources is unlikely
. to have increased, eince in 1947 end 1948 there were budget surpluses, as
ageinst, the aubetantial deficits in the preceding years. On the other hand,

" the national product mey have expanded at a graater rate than the production
of goods. _

/In 1947
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In 19&7 and. 1948, the, Government‘s eh&re in the formation of the natiorel
1roduct would.eppear to have decreased but, ih 1949 it recovered ite 1945-h8 '
goeition, 2 cenclueion confirmed1by the fect that 1947 and 19h8 were the only ye&ig
iuring thie period showing budget. eurpluees. S ' o L

Tax Jurisdiction. .One, of- the charadterietice of the Brazilian fln“P
Aeyetem ie the eubetentiel ghare.-of the Statee in total revenue, which increesed )
from 33 ‘Per . centzin 1940 to 36 per. cent in 19h5 and 39 per -cent in l9h9 : So far r
ag tax revenue 1s concerned, ‘the. share of the Statee and municipalitiee ie -
practidelly a8 1arge ‘a8 that of the Federal. Government

' ' Tax Juriediction 1s etrictly regulated by . the Federal Oonetitution of
1946, For inetence, the export tex, which had formerly ‘been one of the Statee'
principel sources of income was limited to &, maximum of 5 per cent ad valorem,ghA
whicéh could: be reised 1o 10 ‘per. cent only in excePtional caeee, and.with the prior
and epecific authorizetion of the Federal Senate In fact the State of Sao Paulo
the: Pederal Dietrict and gome-- of - the leeeer‘federal units heve aboliehed thie tax,
the totel yield from which: amounted to. Yarely 2: per cent of the value of Brazil’e
exports. However -the States, whose autonomy was appreciably etrengthened by the
1946 Conetitution, heve the right. to £ix’ the rates and other aepecte of thé taxes
within their Juriediction, end it will be shown below that they have made emple uee
of this prerOgative, during the past few yeare, particularly in connexion w1th the
:taxee on’ ddmeetic trede. _ : .' S o '

Municipal budgets are relatively emall - repreeenting barely 10 per cen1
of total public expenditure -- &nd their eﬁere in fiscal revenue ie even emaller.

- The :fiacal powers of the munilcipalities are eubstential]y 1imited to

fixing taXee on real property -and ‘the exerclse of certain profeeeione, and taxes
of ‘a local nature. In addition, the - municipalitiee receive & share, fixed by the
-Conetitution of ‘the total revenue accruing. to the Federal Government, particularly

from the inceme tax. e ’ -

Budgetary end extra-budgetary financee and financee of ‘autoriomous
institutions.’ Budgetery procedure 1s leee etrictly defined. " The Federal
CQnetitution ‘fiow in force, like. thoee of 193h and 1937, providee ‘that the budget
should be universal, eingle annual end epecific, in conformity with the Four”
clagglc rules of French budgetary law. These same principles are appiied t6 the

[State end
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State and municipel budgete, all of which ere eubdected to & fairly substantial
degree of uniformity In practice, however, it 1s found that the first two
principles -- particularly thet of universality -- are fer from being rigoroueLV
observed; that is to- eay, the eo-celled General Budget of the Union doee not cover
all the revenue. and expenditure of the Federal Government, end the seme applies to
& number: of States end municipalitiee. Thie, of course, ie not a peculierly '
Brazilien characteristic. Similay deviaticne frdm the standard procedure may be
noted in other latin American countriee end, in fact4 throughout the world, since
the mltiplicity of* governmental economic end finencial activities and the veriety
of ways in which these activities are organized meke it difficult to meet all
expenditure out of a common fund of revenue (principle of universality), and to
-cover all typee of revenue and expenditure in a eingle budget (principle of unity)
~ Reports on the execution of the Federal and Stete budgete ere published
with remerkeble ‘pramptitude -- .the Federel reporte eppeer four or five months efter
the close of the finenclal year -- and offer a peneral picture of budgetery and
extre-budgetary finences. They indicete thet Federel extra-budgetery expenditure
normally constitutes ebout 15-20 per cent of the total Federel expenditure, except
when the budget proper shows 2. deficit, that ie to say, when it 18 found neceeeery
to resort to loans -- which are considered in nrinciple -ag extra-budgetery sources
of revenue. The greater pert of extre-hudgetery expenditure 1s made up of
. Government credits. for finencing crops, eepecielly of cotton.' The Government meete
this temporary expenditure by eelling the produce ecauired. Wheat Imports are
financed in & similar menner, . . - -
o . In addltion to these operatione, which are coneidered to be extre-
budgetary, there is & substantial volume of public revenue and expenditure |
connected with, the autonomnue inetitutione, each of which ls required to draw up
its annual budget in advance, ‘end on the basis of & etanderd pattern. The Federel
administration alone now includes ebout fifty of theee»eutonomoue bodiee soms of
vhich are industrial (the railweys, Lloyd Braeileiro etc }, others financial
(Savings Banke), others ¢onnected with soclal services (Social Security )
Inetitutione), othere concerned with economic activities (sugar,. eelt pine end
other inetitutionﬂ and, finelly, cthers concerned with cultural actlyities
(univereitiee) ' : ‘

Tk

/s & rule
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“ Ap-a rule theeereutonomeus bodiee-have_their"own:funds gélindustr;ql .
earnings, members' contributions etc. -- which are adequate to cover theirlnp o
expenditure. Many of. them are eble to ghow eubstantial eurpluees, but where )
deflcits occur, they are obliged to turn to the Covernment which hes appropriated
budgetary funds amounting to seVeral hundreds of millions of cruzeiros for such
items over the past few years. In the 1951 Budget, for 1netance, 300 million
" ¢rnzelros have been earmarked for this purpoee.l

(b) Federal finances T
The four principel taxes. The Federal Government'e finances reflect
Brazil's econcmlc evolution with a reaeonable degree of accuracy. Until 1939,

- half of the Federel fiscal revenue were derived from cuetams dutiee on 1mporte,
but the tariff on which these were impoeed ehowe them to have beén intended rather
as revenue taxee, deeigned o provide the Gove“nment with funds for budgetary
purposes, then ag protective duties. Moet menufectured products ~- voth" capital
and consumer goods. -- were imported and 1t was belleved that dutiee on them would
Provide the most convenient and fair meens of meeting public expenditure. After
& sharp decline during the wer (ceueed by the fall in 1mporte), revenue from this
gource has begun te rise again, though it hee not yet recovered 1ts former level.
During the past five years it has supplied fram 12 to 15 ‘per cent of the fiscal-
revenue- and about 10-12 per cent of total revenue. ' ’ o
Singe. before the war, thenke to the aevelopment of induetrial production
in Brazil and to ‘the expension of the domeetic merket the moet importent tax 'in
the Federal fiecal eyetem.has been the coneumption tax, which deenlte 1ts gomewhat
misleading designation is e charge on the manufacture of industriel products,
" levied at the factory iteelf according to the quanti ty end, pertivularly, the value
of the merchendlse, only expert goods being exempt Goverriment Yevenue from this
source at present exceeds 6, OOO mlllion cruzeiroe annually, that is, about = °
40 per cent of the tax yield and mere then 30 per cent of the total budgetary

revenue. ’

_/. Preeidentiel Meeeape to rhe Nc* .onea. a0 F‘ugrees on the Bu 2get for Jgﬁ;. '

Supplement to Disrio 4o L“ngrfneo Waoicnal gCongreeeional Reeo de),
No. 83, page IXI.. . =

[Since the
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| Since the early years of the war, direct taxation hes been of the utmost

1mporteﬁoe in the Federal finanCes. Income tex, which wes first levied in 192h
and yet in 1939 contributed no more than 10 per cent of budgetary revenue, todey
produces a yleld of 5, 500 million oruzeiroe, énd is one of the principal sources
of revenue coming next 1n 1mportence efter the consumption tax._

Private incomes and corporate profits oontribute to the total revenue |
frem income tax in more or less equel preportions

The effect of the tax on caplital formation 1s;attenuated by the fact that
income derived from bearer securitles is subject.not_to.the-progreeeive tax but
to fixed charges, namely, 6 per cent.on governﬁent bonds end 15 per cent on ghares
and debentures. This tax relief enjoyed by bearer securltles has undoubﬁedly :
- contributed. substentially to.the development of corporations in Br&zil.f_81m11erly,
‘the tax on business earnings is comperatively moderate. Until 1947 it wes leyled
at a flat rate of 8 per cent but einge then progressively graduated rates have .-
-been introduced, with a,maximnm of 15 peyx: cent. Distrihuted company profite are
taxed only once.

The fourth important gource of Federal revenus is & mixed tax, paid in.
various weys, for elther. aﬁministrative or campercial transactions by means of a
stemp. - It 1s therefore lmown as the Stamp Tex (Imposto do Selo). All documents
lieble to texation must be¢ stamped with a speclal stamp, and . the revenue-thue_ .
obtained goes to Public Heelth and Education. More than 200 million trensactions
a yeer are texed in this way.  Though these fees are for the most part quite
moderate, they produce & substantial yield, amounting-in 1950.to more then 1,600

million cruzeiros, or about 8 per cent of the totel budget revenue.

- In view of 1ts importance, which 1s econcmic rather tham financial,
reference should.-also be made to & fifth tax: that on tranefers of funds abroad.
This tex, instituted Just.before the war, was suspended in 1946 but reintroduced
goon after. It conslstes of &2 5 per cent ad valoren cherge on purchases of forelgn
exchenge for import purposes, the payment of services and the settlement of
finencial transactions. Certaln essentlal goods, such as coal, petrolsum, wheat
etc. carry exemption from this tex, which 1s intended primarily as a supplement to
the import duty. It should be remembered that the Brazilian customs tariffs are
specific, dutles being levied eccording to quantity,; not velue; which.meane that
in periode of rising prices its ecopomic effects and financiel importance are
Inevitably reduced.

' /Another tax,
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. ‘. Another tax, of lesser significance, 15 kncwn as the Social Security Tax,
since the yield from 1tlis used for that purpose. It i 1eviad at a rate of
2 per cent on imported goods, which are thus subject to'a tax of 7 per cent e
ad valorem over and above the cistoms dnties properly so-called '

. )

-Revenue from industry and property. Despite the Federal Government's
extenasive economic interests i1ts revenue from industry end proporty is quite
limited, representing in all barely 5 per ‘cent of budgetary revenue. Since 16L5
revénue from industry has increased at a slover rate than taxes.

At least one of the reasons for this is the fact that many Government
operations (1ncluding the most profitable, ‘like the financing of the cotton crop
during the early post-wer years) are axtra—budgetary.

However,‘the favourable -develomment. of a numbey.of mixed éhterprisés:in
which the Federal Government has large ‘holdings is beginning to provide an importent
;Bource of revenue. For instence, esrnings from the National Iron &nd Steel Company
(CQmpanhia Siderurgica Nagional}, which in 1950 paid a dividend of .8 per cent on
its ordinary sheres, have steadlly increased.,

/Adg;nistrative
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Administrative Costs! . Between 19h5 &&A 19h9, deeral expenditure doubled
but effective revenue followed “the expenditure curve very closely, as may be seen
from the. following table: - . . '
Table 2, Brezil: Federal Revento. and Egganditure B

{in milliona of cruseiros)

Years =  A - Revenue "% . -7 Expenditure
ags s, B2 980 T
1946 B F O C 0 ikeo3

g7 . . 13,853 - 13,393
1948 S 15,699 15,696
1949 SR 1 A A

Sourcet The Department of Economic and. Financial Statistics of the Brazilian
Ministry of Finence, | -

- Expenditure is carefully olaseified -ascording to purpose; € .&. perasocrmel
(an avéraga over the past five years of 38 per cent of total expenditure) and
materials (12 per cent). The remaining half is shered emong sérvicea end
cherges (26 per cént) -~ 8 compleX category, including contractual services and
certain Govermment services propsr -- subsidies, public works appropriations
and the purchase of buildings (i.e. the bulk of investment) end the service
of the nationael debt, The -two last items will be studied in detall below,

Owing to the form in which the Brezilisn budget ig drewn up, it is not

alveys possible to determine the expenditure of a given service with the desirable .
accuracy. In most cases expenditure on a particular item coincides with the
approprletlion budgeted for the Govermment deparfment concerned, so that the
appropriations for each Ministry or other Govermmental orgen reflect, at least in
1ts general outlines the functional distribution of public expenditure, It will
thubvbe hoted that national defence very regularly absorba 30 per éent or, if the
cost of intermal security (police and the Judiciary) 1s added, one-third of total
Federal expenditure, Another third goes to the Ministrles concermed with
-ecénomic'mattere-(agriculture, trengport and communicetiong)}, and the remaining

/third
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third to a variety of eervicee Expenditure on“culturel and social items
conetitutee only 10 per cent of the totel, while government edminietrction o
proper -- perticulerly finencisl e.dminietretion and the service of the Public
Debt -- accounts for 18 per cent i ; e i
Investment _ In a oountry like Brezil which ie undergoing e pheee of intenee
economic development Government expenditure on capttel goode muet inevitebly
be high, even if the Government limite iteelf to providing the eeeentiel
minimum of meene of transport end other fundamental eervicee-for the uee of
private enterpriee._‘,

N A recent eetimete of Federel expenditure in thie category from 1939
to the preeent ehoved that over the paet decade apout 20 per cent of tota.l '
expenditure hee been applied to purpoeee whioh could be defined ag investment
In public adminietration cleerly, 1t 1s impoeeible to 1ey dowmn & preciee
dividing line between operating expenditure and inveetment Meny buildinge and
durable goode'intended for military purpoeee (for exemple airfields and A
Ieeroplanee which may at any given mement be turned to productive civilian uee)
’might be cleeeified ae inveetment ' ‘ ' -

B Undoubtedly, however, there hae been & eubetantiel increeee in i'w B |
government inveetment of a etrictly economic order during the past few yeare. :
In 1949, inveetment e.mou.nted to 27, 5 per cent oi’ total expend.iture, ! etriking
contraet with the figu.ree for 191+5 and. 191&6 (ll 3 and 8 per cent reepectively) A
The expaneion of government inveetment in l9h9 wee d.ue to e.dvance implementation )
of parts of. the SALEE Plan o
c) Statg_and Municipel Fineneee , .
Sales. Tax. Much of Brazil'e public expenditure eg has already been noted
1s effected through the Stetee, which aleo benefit by an extremely productive )
sowrce of revenue, the Impoeto do Vendes o Coneigneeees (Selee end Coneignmente
Tax).“' Thie ig 2 generel turnover tax on ell,commerciel. induetriel and _
egricultural undertekinge with the exception of agricultural emellholdinge.:
Meet producte are thue taxed e number of timee.

~ - e s Ve e A
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Statea ha.ve the mght to iEvy the ta.x on “the value of eny product
the rate being uniforn wthin stioH Hthts, TUp to 1947 the rete applied in the
pri.ncipal States varled between 1.k and 2 per cent but owing- “to the steady
incresse in expenditure during the past few yea.re, it has almost everywhere o
besn raised eppreciably, vith the result that in 191;9 the average for Brazil -
astood a.t ebout 2.5 per cent, In view of 1te ne.ture ’ thie ta.x repreeente a reel
burden of ‘between 5 and 6 per cent on eny finiehed product - For certain
categories of goods, gucki ag textilee which are texed : up to five times at the
various phases of production and dietribution, the fisce.l burden 1s considerably
greater. '

Tt 1e certain that the Sales Tax not only helpe $0 ralge the d.omeetic :
price level but also weigha heavily on axport pricee. ' It has been estimated |
thet in l9’+9 1te effect on the pricee of export good.a amounted to & total
‘increase. of 877 mil 11ion cruzeiroe, thet ie, about 4.3 per cent of the total
value ofmexporbe. 1 Effor'be made to reduce the tex have a1l been maucceeafui
since 1t constitutés one of the Statee' rieheet gources of yevenue, contri'buting
about half of their total revenue. In l9h9, the Salee Tax producad e yield
of 7 ,000 m:ll].‘lon cruzeiroa, more than any other eource “of revenue in Brazil,
Preperty ta.x As in most’ other countries, property taxes in Brazil are 7
levieﬁ. by +the ll.oeal govenmente. Thanke to the e.ctiv:i.ty of the prepert.;,r
market they prov:l,de the States’ a.nd munioipal:lties with coneiderable revenue

' The most productive of these sources of revenus is & sales tax
known s "the tex on the trenafer of lmmovable property inter vivoe“ * {Imposto
de trenemissao de propriedsde imobillaria inter.-vivos), During -the’ poet..mr "
period, in epite of soms Qeclins in the volume of ‘braneactions, thie tax hae
brougm'-the States en apnual yield. of some 800 million eruzelros,

' Thie yield correepond.e to a ‘total value of property sales amounting to
some 10,000 millim cruzeiroe, a ver:,r high Figure due to the fact the.t most -
of the transactions taxed sre sales of new a,partmente, general.w made before
. the building is fully campleted. Coneequent.ly the ‘sales tax is to sume extent
at least a form of tax on the duilding industry., Since 1947 profits from the

rqeale‘ of buildings have béen gubject to a Federal Tax of as much es 36 er cent,

-71 Gonguntura'Ecmamice; October 1950, page 17

/48 againet
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Ag sghihist-the Telutively nigh thxed Yevied o tie transfer of lmmavable
property inter vivos, the ‘t&Xon “transfers mortis cangd o 1,e, the - succession
Cvak .o is stilt ccmparativaiy Zow,”/ This ‘aleo 4e devied by the Stataa, but
yiélds only-a little more than 200 million cruzeiros-enntally,
Expend.itura, par’cicularly for: investmant * 8ince.the end of the wer, local
gevernmsnt expenditure -hay increeased much more rapidly than that of the Federal
T Govermment, Thig iteregase ie to some extent due to: the expansion.of-
administrative - services  but ite'main cause ‘11ea in the: developmsnt of public

- “works by the States and municipelities. A S IR L
P . Ome of the most lmportent ‘activities of the local governmants is
road building, In addition to the.funds-aliocated to .therm for this Turpose
'-out ‘of @ %Ex on the importation of petrolem products -- 60 per cent of the
yield of this tex-goes -to the' looal govemmente, the ‘remainder. being retained
by the -Federal Government su:‘thé State and munic¢ipal authorities have disbursed
1arge suns ‘in - the: past-few: years for ‘the improvemént. of . road transport the
ﬁtate ‘of Bao Paule ‘being particularly prominenitin thig respect. P PR
w © Some States algos parﬁieipate a.ctively in- economic ‘affaiis, - though as
g rule guch-operations; 14ke’ thogs76f the Pederal Governmsiit; are effected
“through’ the - Ingtitutos: - -Capep:in point are the Btatéa’'of Bahia {cacao) -and .
-Rto"Crande ds - St‘xJ. (r:lce atc 1, and there‘ are. othey similar autonomous agancies.
viacd) - Publiofdebt g e e e e Lo
rForeigx debt. - ~;Ever "airice ithe Declaration oft Independencef»the public debt
" hasi¥eéen ors-6f: Brazil'e’ mést critical ‘problems, . - For long pericds: durclng”the
r< + in@ticentury; and’ lhdeed up to very recently, foredign crédite provided-the'| -
i Ol meais of meeting extracrdinary, and in soms -c&ses evéﬂ."nermal--aofémms#t N
redilyenents of . Piridg'owing €0 the shortage of domestic capltal’ end ‘the abeénce
of & well.organized domestic market Pfor Goveimment securitiss, ~ Om :t'ﬁe'éve; of
* ‘the 'second World War, Brazil's forelgn debt stocd: 88 foﬁows, 156 million pounde
gtexling, 356°milifon:U.8, dollﬂrs, 521 . million h'ench francs ‘(paper), 229
millien French- france“(#old) and 8 'miyllicn Dutich. flcrms. " The' annGal 1nterest-
on this enormous debt wes about 100-million dollars, , tint 1s about-20 per cent
of Federel and local government expenditure.

In addition to the preasuwre which 1t exercised on the balance of .
peyments, this position hed very adverse effects on Government finences. Sinc'”?
interest__ on the foreign debt had to be pald In forelgn exchange, the frequent .
“-fa1i 4n-the rate of exchenge of the milreis was sguivalent to an inoresse in
Government expendlture.

W
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After & mmber of shténpts, & sitiafactiry solution to.this problem
was finally achieved during the wer, :fm:November, 1943 the Brezilian Coyvernment
signed an agreement with ite:British and United Stetes-creditors under-which 1t
offered holders. of Brazillan bonds immediate redemption.of a' substantial’part
of tlieir holdings in return for which'the‘tqtél.abb@ﬁtiﬁfﬁtﬁb debt wae . writien
down e;nd. the'»ra.ﬁa of interest reduced, The redemption period for holdings -

- of. areditors who would not. accept thisa. prOpoap.l vas extended to thirty :,rears,
" end the retes of interest drestically reduced, . Meny c_reaitor- opted: for-

the former solution, known ag "Plan B", with the result that the total amount
of the Brazilian foreign debt was reduced by &bout one-third and the. cost of.
service of the debt by about, wo-thirds. . s e S

‘ © In 1946, by agreement with the, French cred,itors, t.he franc debt was
,redeemed. immediately. end in full by payment of 19,3 milljon dollars, . -

. As 8 result of ‘these agreements, Government azpenditure ‘for serv1¢e
of the foreign debt (mterast and amortizat;ton) waa reduced to about 33 million
dollara (some 600 willion cruzeiros) 'I.‘he dsvga.luation of .the pound esterling was
-another favourable development for Brazilian Goverrmlan’o finances, -end to add
to this, the improvement in trade has emblqu the, Government to effect repeated

unscheduled amortizations. - The most. ;i,mporrtant such tranaaction took place
in April 1950, vhern the Brazilian Government used 15 2 million poumis out of
its blocked sterling reserves to pay off at par fora:!-,@ bende in that currency.

; . As & result of these operations, the foreign debt now. atahds a.t less
than one-hglf of its 1939 flgure. . .On December 31, 1949, the ‘totel value of
bonds in circulatian ampunted to 72.5 million pounds sterling, and’ 16% million
\dollars -- that 1e, 6.8 thousant million. cruzeiros.T Avout 60 per cent of ‘this
,total repregents Fedeyal debt, and in addition the Federal Goveynment:has.
.gnaranteed all bonds undex "Plan B“ . Cae e S

Foreign debt service accounted for A total of 320-million eruzeiros
in, the. 1950 Federal budget &nd 120 million cruzerios in the State budgets; -

‘ rapresenting 1.k per. cent of the totel budgeted FBderal expenditure ‘and - lses
. than 1 per-cent of total State e;penditurQ::

o . . e . N A I
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Consolidated ihternalﬁdebt.- +The’ congolidated - ihﬁera&l debt has- ‘never presented

g very great’ problem for Brazil's.public. finavces, since the fall in the :

K pﬁrchasingqpoher of -the national currency has reduced the .cost.of debt service,
Whichf;nfaﬁy'caéefis“limited;fﬁé fay as the Féderal debt. is .concerned, to
“péyment of interest, Moreover; the very restricted capital ‘market for . .. -
Government bondd, hae prevénted any excessive intrease in the-dedbl. '

In 1940 the Federal consolidated intermal debt gmounted,tc €.2
thouégnd million cruzeiros. K With the War Bond issue --- totalling 4.3 thousand
million cruzeiros =-- the debt had reached a total of 10 thousand million
‘cruzeiros 1n 1946, avd has since remained -.at about this level, Oun the eve of
“the ‘war the coneolidated intermal dedt.was équivalent to L0 per cent-of the
‘Federal Midget, whereas in 1949 1t represented scarcely more than 50 per cent.
"However, the relatively high rates of. interest -- from 5 to 7 per ceut.per. annum-
involve a budgetary”appropriation of aome 600 million cruzeiroa (3 per cent .of

©. total expenditure). s

"The position. of the local. gdveruments 1n thile connexian is.legs .

‘ ‘favourable. The internal cofisolidated debt of the State Governments.incressed

from 6.5 thousand millfon cruzeiroe in 19%5 to 9.1 thousand million in 1948, the
iast ‘year foyr which full dats are availablé,. -This increase has probvably.
continued in the last two years}~deapite:vhich the totel amount- of the debt is
almost’ certainly etill less than the- total amount of the annual State budgets,
and: the coet of gervice 1s generally lees than 8-10 per ceut of total expenditure.
Floating Debt. - The Federal floating debt: shows marked . fluctuations, caused
primarily by extra-budgetary aperations pre-fimanced by the Bank: of Brazil,

At 'the end of the war; it stood at about 10,000 million, cruzeiros, principally
‘&84 tesult of Bank of Brazil finahcing of, gold purchases by the Federal

' Government’s, It subsequéntly fell to. less than 2,000 miliion-cruzeiroa, but.

' has apair shovn an appreciable rise! in’ recent years thanks to the expamsion

of commercial transactions-(fivancing of ¢rops, wheat tmports, etc,), so that
by 1949 1t stood at about the same level as at the clogse of hostilities.
However, the Bank of Brazll has concluded a number of agreements
which have dongtderabdly’ reduged the coet to the Government of deﬁt'aer§1ce. As
a reeult this: 1tem,swhich amounted- to €70 million cruzeires-in 1946, had fallen
t0:.250 millions in l950 USRI SRV o -

b ;‘ ‘_‘- U .,h
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dompﬁiédrjpldaﬁqs{ On a‘nﬁ&héﬁ*ﬁﬁ“h&cdéione;*the_;badegugcy‘of‘phqlopgpu~;”
capital-ﬁﬁrkét has compelled thé!'Federal Government to resort to oompuisory»loans.
A pajor part of ﬁhe”ektradr&inary experditure ‘¢aused by the war was flnaunced by
this meana, Compulsory subscription to War Bonds was closely linked with the
income tax, but it was far from coustituting a form of supplementary tax, since
War Bonde bear 1nterest at the rate of 6*per-cent per 5nnum~and-are;freely-

ne got iable. o . :
Audther form of compulsory loan was- 1ntroduced in 19h6 when the
balance of trade left a large surplus. In order to-ledsen the inflationary
effects of the developmeut, exporters were reguired to purchase treasury bonds
up to 20 per cent of the 'value of their sales; that :is; on compulsory sale of
“the foreign exchenge accruiva: from their exporta to the Bauk of Brazil, they
'recelved one-fifth of ite cruzeiro equivalent-in the {orm of short-tern noteé
(120 days); bearing interest at the rate of 3 per cent per annum.

The conditione which led to the issue of thede .notes .rio longer: obtain,
but exporters are still required to’ swbscribe to them; since any final
" gettlement would involve thé Covernment 1ﬁ‘donsiﬁerable expenditure. The total
amount of notes in circulation varies with the totel 'volume of exports, but
fluctustes efound 1.2 thousand mf1lfén cruzeiros. A mimber of plans for the
: solution of thie problem ere urded éonsideration. ,
" Market for governmen# bonds. The various difficulties connected with the public
debt\may'in fact be reduced to a single problem: that of findivg a means to
expand the open market. for government bonds,: ' ‘
i It is true that there 1s a regular tra&e in Federal bends and bonda
- issued by the principal States ‘on the Brazilian stock axchauges, particularly
that of Rio de Jameiro,”  In'fact, the volume of” suchiirénsactions even exceeds
the trade in debentures and shares., Howevel, the. public shows little interest

in this catepory of investmeént, and the high réturnaroffered . on the real estate
‘markeét, and in other bravches of the capitel market; meke it practically
impoesible to place mew issues of Covernment bond s, except at terms’
1ncompatible with' Sound public finances.- : .

‘Ag & result of this weak demand, the bulk of government. bonds are ' -
quoted on’the sto¢k market at well under par. -Market quotations are
virtually independent of the Government's financial poeltion; 'a fact which

would seem. to indicate that the causes are peyghelOgical and traditional.
~ /Since 1945
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‘ 31ncé 19&5 ) Government agency the querintendencia da Mbéda e do
| rgdit (Board bf Mbney anq credit) has heen authcrized to ‘conduct open .
: market operationé. &n.praétice, however, the Governmant does not ‘enter the
._mar&at. ?bry recently, a number of attempts have been made to improve the narkﬁt
for Govarnmsnt bonde, but 1t 19 etill £60° early to ascertain whether these
,.efforts are liknly to bring abouﬁ a radical change “' |
B Monl a‘ﬂ creditf-‘.'-.ﬂ RN .‘ R A
{a} Monetary policy I
+ . Issue of paper Surrency,. . - th 1nfrequent1y the Brazilian Government has been
' induced to resort to the 1ssue of paper currency 1u order to overcomp the
difficulties it has encountered: EXY covering the budgetary deficit and financing
extraordinary exnenditure by loans, :
" The chyonic inflation which 1mepena.ent/¥ﬁﬁ§r}ted from 1ts colontal
periad is due to the disparity between Federal expenﬁiture and revenue; but it
would be inaccurate to attribute the expansion of the monetary lssue to ‘

'financial policy alone. Glearly, 8 sountry with an annual population growth
o2 per cent and & steadily increasing per capilta income requigea a
‘Eéffesponding expansion in ite means of payment. The developmeﬁt of a market
- econony in Brazil and especially the decline in barter and. 1ts replacement by
'”ffmonetary trade have exerted’ pressure ‘{n the same direction.
. A further factor hae also been mertioned =- ‘especially during the_
;'whr'é--in explanation of the {ssies of paper currency; namely, the credlt
“balence of foréién trade, the need to finance the exporﬁ éﬁrplua by  Government.
 op Bank of Brazil’ oﬁedits ‘ati.’ bhe: Towerhinent; ‘purchase, through the Bank, of
the foreign exchange derived from such exports. The extraordinary accumulation
of gold Feserves aud foreign exchange during the war was'alhbut'entifeiy'financed
by Bank of Brazil credits, and the neceaeary neans of payment. weve. created
"largely by 1s8u6 of paper currency. In this way 11,000 milliou cruzeiros in
foreign excha.nge were acoumuisted “Td the period, 1941~ 191&5 B and ‘of . thess funds
"'56 000 million cruzeiros weré reconverted- to gold.
o " In'the post-war ‘period- there hae again been a certain parallelism
‘tétween the balauca ‘of trade position and the - ‘{ssye -of p@per currency, whenever
the budgetary deficit ‘has not exerted too great a pressure waever, the
:\' tnadequacy of the -datd on.the- balance of. payments mekes 1t impossibla to.
o "‘-a.nalyse this problem with at\v degree of accuracy.-]-'- I :

f 1[ The aata on the balance of payments cover only 19h7 and 19&8, ?ﬁg below,
‘ ilet.
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Uhiist the ather sapaee of, mpnetary expansioq should not be over-
looked ‘1% tugt be récngized*that Government financial policy continues, to be
the furdamental’ f&ctor., The,follcwipg table ie sqmewhat 1nstructive 1n th&s
" tomnexion. It aives .comparative, date:, for the budgetary position; the balance
of trade and. the: paper currency. lssue during the poet-war period A
Table 3. Brazil: Budgetary Position Balance of Trade, and Issues of Paper .

, ‘Cmmmmx ‘ i 1
(in millions of cruzeiros) O :

.Years Budgeta{y surplus (ﬁ_ : Balance of Trade 'InCreaqe or decrease 1
hasher Sne oY deficlit @aj’ S R o paper currency iseue

1946 *J"'I" 2,633 »fl”L?" 5, 201;“'r;~:!-- - : 2 2959 -
"1947 R < o LS ;5 Al,SlOf Reee ; ..:éhl‘g§hw :

1948 | 3 ARt e -‘--1,297-_..,;,,-.;.
9hy T w2810 i e B L PO L RO .
IMEMY 4,080 e u aas 2,380 o 6 ,510. . .

Sources: For the ‘budget, Contadorfﬁ geral’ oz Republica (Federal Government
' Auditing Offtce); ‘For the balance of: trade Economic. and Financial -
Statistics Service of the: Ministry ©of. Finance; for naper currency
* iesue, Ambytization Fiwd : ‘ : L

It should be noted ‘that theve. have been budget surpluqes twice during
the firet four years of the post-war period; thus making it poesible to ;maintain
the‘papér-currency'iesue practically unaltered over a period of. 22 monthes
(fromTJanuéry 1947 to Sctober 1948).-- a somewhat vare, achlevement in Brazil's
mongﬁary and. Tlnancial historyi The yesr 1950 is @imilar in more then one respec
S to 19&6. When the budget-waé presented to Congreszopapprovalgit‘Bhoweim _
8 éubstantial deficit,:which was later reduced- by introducing. economles. At..
the.eame time, the balance of trade-was clearly positive; _thetfirat,si;;moﬁtha
showing a Ereﬁit balance of 1,131 million cruzeiros. . Thege” two. factors,1e§ teo
1ssues amounting to over+780 million eruzeiros from January to June. 1

 Between 30 Jume 1945 and 30 June 1950. the paper ¢urrency. issue rose

from 15, h38 million to 2k ,825 million cruzeiros: an increase of €1 per. cent:,-
“which undoubtedly exceed.e the riee in: production and. the. expangion.in ° the
=.<:l.t'l‘t'.e:c"mail. market iover: the game, pericd . o S T U T
‘ _gposit Money." The upe: of denosit money had.: inoreaQedfin Brazil at a relativel;j
high rate. - Before the uar }t constmtuted two-thirds of .the: total momey supply,
and this proportion has incréased during the past! decade, as may. be esgen from

by

the followmrf ta‘olex PR T PR -
. ot L /Hable 'S
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c. ‘Démand" dapbsi”ta D, Tofal? Ratio-
" exoluding intér- RoNey D .
i, . bapk deposits .- suppl, A
— N . — B ¥C)
1939-XI1 h,97 3,84 ,380-" o a,es . 2008
WhoXIT - 5,485 ™ h,095 > T,U7h v 11,569 . 2.23.
IGh1-XTT ;6,647 5 310 o 9,713_.‘ . 15,023 - 2.26
1942-XT11 8,238 ' ,130 12,595 © 18 725 ° 2.27"
1943=X1T . .. 20,98Y 8,542, .. oo 29,895 . . ﬂ28 ha'f . -~ 2,60,
194U-XIT 14,462 "11,662 S gh,odT U 35,709 - 241
IG45-XIT" - 17,535 ‘i 1&,321‘-~.~ e L7169 - n:'-;_.n 90 it 2,36
14E-XTT - 20,89k - 16,8800 .. v 29,837 46,657, 2,28
1947-XII 20,399 16,862 33,256 50,138 2.46
JAUBXIT- - 21,696 - 17,733.» 36,186 ;-_--53,919 2,49
Agh9-VT, ... 21,610 .- 1T,B6F . ... he.093-,..; e _»7,;60 | 2.66 .
19&9-3(11 24,045 3.9,361. A 99 1'% 1 760,568 - T 252
1950<vI . 24,825 ':20,‘1-’{5 ---s-‘--..=‘:---k6_,651 _. ~-.-.66 826 .« .. 2.69"
'8/’ Exclpding eold, - BT e cal Dneo L L ‘e
Notezi Breztlian statistics on demand. depaaitb, mlika the Inﬁemational Monetery
oo Fund-statistics, . include Federed Government. deposits, - On the tasis of the
o IM.F. classifica ion, the rabs,n D-A rose from 2.3 in’ ,,_939 to 2,33 in Jumne
1950 (see Intermational F: 1 Stetisties, October 1950) )
Source: Benk of Braril, ;_3 eoenhe ]jconomiga (Bconomic Smnmary), Febrdary and Septem~-
'bBI‘ 19500

, Demand depoeits aro not mceasarily used aa a means @r pament ) parbicularz
'ly 1n a countm' like Brazil, whexva they yield a8 much as 6 per cen"' per annm in
o 1nterest. Many daposit aooounts, especially the ama].'l.er ones, are in fact a fom
" of aavings and remain untouched ovar lang perioda. Since the war, _hwever, f.he use
. of chequea haa apread greatly. In the wholeaale trada they ara v:lr'bually the sole
méana ‘of paymant used, on tho other hand, 1ittle use is made of them in’ the ratail
trede and for payment of wages., - : o

Avallable deta on payments by cheque meke 1t possible to estimete approxi-

mately the rete of circulation of geposit money.. At present some 25 to 30 thousand
million cruzeiros An ohaquee are. hendled monthly by the Clesring Houses, Assuming
that long-term deposita have an aversge 'snnual rate of tuwrnover of l.5 == the
statistics do not distinguish between the varicus types of deposits -~ it will be.
found thet the snnual rate of turnover of demend, deposits ig now 4 to 5, as compared
with 3 to 3,5 before and during the way, The following teble ghows the post-war
trends | \
/Tedble 5,



E/CN. mfel?/m é
Page 1k 2

.ab 2 ."‘ BI‘&Z.:U." ' L
| Mill:lona gf gruzeiros - ‘--Amnual. M:ly_:ions of cguzeiros Annua.l

Total ' rate of Damand. . g/ , rate ofe
Yeaxr deposits sguee. ., . turmover - Qameﬂta CMues turnoz
1945 45,286 129;850f5‘”5.iu{£2.9 30,748 106,9h3' 357
1986 48,768 . 165,86 3u 33,486 142,893 b3
1947, 51,809. . 18 275" U6 3T,uTe w772 3
W8 57,287 20k,128°¢ . 3.6 41,057 179,886 ,;’-_u.u.
1943 64,021 . ebbMs - 3.8 k6,392 218,000 R

_/ on the asamptian of an annual rete of tumover of 1.5 for long-term doposits.
Sourge: For bank deposits, Eccnomic end Financial Statistics Service of the . "’
- Ministry of Finsnce; for chegue clearings, Bank of !Brazil ' .

’ ‘ The date conteined in the above table. cover only chsque clearings ‘py the
fcmx:tean O.l.earing Houses which operato in conszction with the *Banlc of Brazil, in-
the principel commerciel centres of Brazil. clearing is purely local, and, only .
selected banks may make use.of the svallable facilities, Howsver, .as large nwnber
of cheques are cleared. by the banka thsmselvoa, dndependently of the Clearing
Heusas - partioularly 1n the case of banks having a coneiderable number of branche.

.ok e g

LR ~ P A B

(b) Baniting Policy. ] ,_,,:'.‘L_; e o

-Depesits end loens, gank;tng legislation campels commarcial banks to maintain a.

regeyve,. ei’cher in: qurrency or in tho form of deposita m the Benk of Brazil
equivalent 40 15 per cent of the. domand. deposits and 10 per cent of the long-tej:m

. deposite held by thair customera. The Bank ot‘ Brazil is exempt from this’ condition
and mey use funds depoaitad. by other banks to make loana to the Governmént to
business undertakings » Or %o privata persona Hence the erbraordinarily high ratio

of loans to deposits,

TR |
O

[RTEATINN ¢
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TR (m nillions. of oruzeiroa) -

=:Year end .».'- ﬁ. Dopoeigs neiiow wBe Loans -l Percentage rétio

month‘ L mpmmin 4 e ‘ _@__Bltog '

who-xrz 1_3,66#"’“ DUTRUS -0 B " 93,9
Cdghimmms T 3653 w0 9sa
Cageemr’ O Tesh 0 18206 L Bk3
AGh3AIT 1 R - X - LR b 3

194 -XI1 39,703 7 w07 0 1010

wks-xIT . k5,286 . 43,860 . 969
Q9u6-xTT - k8,768 . W26 . %8

whr-xt’ . 51,809 . k6,539 . . 88

948X . 57,28 .. 54,309 . 897

whov 6,70 . . . SLA6 . 92,7
aghoxTr . G026 ele 9T

mmf-ﬂ_ﬂ@_f _®mf@Qwﬁw,

. Bo gr_g 3 Economic:end Fingnciael Statistice Service of the Ministry of Finence .

" The decline in the ratio of 10&118 tor dagposite which may beé noted aftar
-19115 waa pxincipally due to the craation in Februsry 1945 of the Money and" crad.it

* Boa ; - Mo@ ydiito), a government agency responsible’

for regulating and supsrvieing the credit policiés of the commercial banks,- Trume~

diately following its estahlishment, the Board compelled ‘a1l banks to depoeit'ﬁ'ith

it, 1nd.epand.ently of their existing statutory reeerves ’ ‘amounts eguivalent’ to 8 per

; ‘cent of" ‘the demand depoaits and.- 1& per cent of the 1ong-term deposits held b;r their
1cust0mers. As, however, these restrictions proved 1ncompati‘ble with the demand for
credit, the rates of these compulaory daposita were latey yeduced té 3 per- c.ant and
2 per cent respectively, of which half might be made in government btonds,

A8 in other countries, there is s tend.ency in Brezil for demsnd deposits
to expand;;' The ratio of demsnd deposits to long-term deposite;, after subtracting
- Govamment. and. interbank depoai'ba » voss from 1.7 in 19h5 to 2. 2 in 1950. '

" /Rost ':tibig



oa;;;onfof the gank of B;gzi An; unugusl, feeture of the Brazilien: banking syatem
ia the pecullar position of'the,Bank of'Brazil. Though fram & strictly formaﬂ

- standpoint it is a commercial bank, organized a8 a8 Joint~stock company in. which
55.73 poxr cent ‘of the capitel is held by the-Government y in prectice it enjvdeﬁ-
many privileges snd fulfils a variety of functione --'sueh as’ exchange’ control -
which in other countries are diacha;ged by the central benks. It is not, however,
a bank of issue, It operates as a state bank in regpect of both assets end\li<

~ bilities, about one-third of its deposits being made by, end about one- hali il ite
loans issued to the Federal Govermment. '

The bulk of these governmental credits and. debits, however, repreeant
foreign exchunge transactiops. As of 30 June 1950, Government deposits accounted
for only 1.8 thousand million cruzeiros and Government; loene for 6.9 thousend
million crugeiros of the Bank's total deposite of 33 5 thouaand million cruzeiros
and total loans of 3h 3 thoueand ‘million cruzelros,

A comparative anelysie of these figures shoys thut the Benk of Brazil's
~ commerclal activities are extremely extensive, fay exoeeding those of any other
| Brazilian bank, As there are no apecialize& inetitutione practically all agricultu-
_ral credit, for instance, ig handled by the Benk of Brazil. Despite the marked.
development of prﬁvate banking during the peet ten years, the Bank of Brezml has
maintained and even atrengthenad ite position 88 & éradit establishment serving the
national aconomy., Tt does, in fact, handle about & quarter of all bank credite
mads to commercial undertakinga and private parties,. '

. Teble 7.  Brazil:  Banik losns to the' public.
S T . {in millions of cruzeiroe)

. Bank of Brazil's por-

"Year "Bank of Bragzld ‘..Otheg banks Potal ; centage of total loane
" 19ko 1,693 - . 8,735 10,418 | : 16.3 ‘

“1g4s 8 ,830 31, 32h ©Lko,154 7 0 22,0

1946 - 8,922 30,889 SR * 123 5 S L. 22.h

1047 ' 9 517 - “'31,99)¢3 : &1,512 ) o 22,9 .
A9K3 . . 10,653, . . 35,04b . 45,697 o 23.3\:'
1949 . 12,918 39,081 51,999 - 2.8

Note: The credits granted by banks other then the Bank of Brazil include a, emall
part: of the loans granted. to public authorities,. particulerly local govern=-
ments (by the.end of 1949 the 78 principsl Brazilien banks had granted loans
of this type to the value of 1,346 million crugeiros).

Source: Bahk of Brazil, Resénhe Econdmica, September 1950; Economic and Financiel
Statistics Service of the Ministry of Finsnce, Bank of Brazil.

1/ Banco do Braeil, S. A,, Memoria de 1949, page 110.

-/ Plans Lo
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Plans ggy tHe ¢reat”' _ Tha 1asue of mnnay, formerly a preroga-
“Yive of the' Bank of Brazil, 13 at preaent the axcluaive responsibility of the -
Federal chernmant, which ia fully liable for all moneyhin circulation, #ncluding
the old banknotea, a amall proporticn of which (32 millian cruzelros in 19h9j are
*“still 1n circulation. Brazilian mcnay tharafora ia legally Btata currency. “9
B ' Tha technical procesa of 1eaua ia effectad through various channala, the
principal of thaaa being the ¢ arﬁe;ra de- Radeacontog (Radiacount Office} and- tha
Caixs de’ Mchiiizagac gancég;a (Banking Mobilization Fund)a Yoth of which.operate in
**conjunctton with the Bank of Brazil.. 25 par cent of tha iasua 1s backad by|gol&
and foreign’ exchange held by the Faderal charnmant. Moat or the 1aauea made during
the past few yenrs ‘have' baen effacted at tha raquest of the ¢ a;ﬁe;ra de BedesccntOS,
and are’ tecked by’ commercial seeurm,ea, bub recently (August-Saptamber 1950}, as
durihg tha war, they wara backa& by Traaaury Bonds, The Governmsnt itaelf does not
1eate’ currancy for ita awn benafit, when need arises it applies to ths Bank of Brazil
which, if ite funds prove 1nadequata, draws on the Qa;&eigg de Redeacontos. This
agency in 1ts turm’ applies to tha National Traaaury ( 830Ur0 ugciona ), the. only
:tforgan authorizad to iacue paper ourrency.; . "@‘ = D e
| The oomplextty of this procedure has led to the fomulation of & project
P6r the evteblishment of ‘@ benk of issue, - Saveral ei‘forba in this direction had
already been made before the recent Hbrld,war, but. none. met with success. The need
< ;for, moxe. efficiant contral of tha expaneion of oredit gave new: 1mpatus to thaae
. . plens, and 1n l9h7 the Gavarnmant placed bofore the National Ccugress 8 bill pro-
' widing ¢ for. the radical refomm of the benking eystem,  In saditlon to the Gentral
',Bank, thia prqjact anwiaagas fiva other banka, namely a mortgage bank, 8 rural '
Yank, an. 1nduatr1al bank, en 1nvestment ‘benk, and an expora/import Varik. '-50 por
‘cant of the capital of these banks would be contributed by the charnmant. ThOugh
this plen met with public support, its execution has proved difficult, partly owing
to the scope of the programme 1#591:, Several countar*prOposal woxre presented to
Cengress, and discuseion continued until the end of 1950 without leeding to any

o -
N

;/ The text of the Government project. and of the principel countar-proposala
presented to the Chamber of Deputies will be found in 0 ¢rédito e o sistems
bancério no Brasil (Credit and Banking System in Brazil), Imprensa Nacionals
Rio de Janeiro, 1948, See algo in this comnexion the Report of the Joint ~
Brazil/United States Technical Cemmission (Abbink mssion)

/decision
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decision, ‘Bince, ‘however, the need:for a Centrel, -Benk is. 843 Telt, it would
appear ueeful to eummerize ‘the essential previeions ef the pr0poeele under review.

Under the Goveyrment's plan,:the Central Bank's operations would be
_limited to the seme functions as those discharged. by the federal reserve banke 1n _
the United Statee._ ‘Save in exceptional ceses, 1t would not deal direct with\p;ivete
perfiee ox undertakirigs other than banks or cenduct transections with the deverhmen'
for Tte ohm ‘accouits However, the Government would be credited annuelly with 8.
curvent account of up to g5 . -por .cent.of the totel budgeted revenye == 8 limlt fer
higher than that at present in force. The plan embodies no epecial conditions w1th
‘ regerd %o the issue of: money, except thet the Central Bank would be requirea to
‘eecure not- less than’ 25 per cent’ of the. paper igsue by gold, reserves.

The’ Central ‘Bank's ‘tredit control powors would -be wide, and would eleo ;
_ cover investments by social security inetitutiene snd savings banks. The Bank
hﬁwould be’ authorized to fix the rates of interest on depogits, discounte, loane,
mortgage notee, rurel and: iridustrial’ debentures and exchahge operetions. : .

‘The proposals sutmitted by .the members-of Congress tend to give the “;
private banks and other economic groups greater weight in the administretion of the
Centyal Bank. In the main, hoWever, they.follow the. general lines of the Goverrmen
pleh. THaze 1s thus general: agreement on the need for reasonebly wide end etrict

‘control of tha mone%ary and benking gyetems. . : " _—

Limitation of the rates of intereet. One of the mnet delicate ﬁroblems in Brazilte
credit system is the very high prevalling ratee of intereet. In the ‘case of oxdine
bank loans, theee vary between 7. and 10 per cent per annum, though the legal meximL
of .12 per cent is often reached.. These ratee ere due not only to the great demend
for credit, but also to. BOmS exﬁent, to infletion and, the frequent develuetioﬁs of

' Brazilian curpency in the past,

WA ’ . . 1
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In Angust™i950, antichpating the future Central Bank legislation, which
" 18 to regulate these matters:in full detail, the Government introduced. ax
dmportant measdre,  Under Instruction No. 3& iﬁsued by theleney and Credit
Board, rates of interest for the verious types of bank deposits wore limited to
a scale of 3 to 6 per cent+per annum -- representing a very appreciable reduction
of " interest on many accounts. Daepite the yartial nature of this measure »= due
6 “the Board's limited povers ew 3t constitutea an 1nnavation which ma, heve
far-reaching effects on the credit market. .. ’

(¢) Long~term credit. .
.Qgpital issues, The repercussions of the chrenic 1nflation are particularly felt
An the long-texm credit market. - The problems encountered in floating Government
. losns and in finding a mayket for debentui-'es ara similar. Qudatations on the
" Rio de Janeiro end Seo Paulo stoek exchangpa show that the amnvel yleld of fiyst-
cless debentures fluctuates around. 8 yer cent, yet even at this rate it 1s
_di1fficult to place nev issues., On the donestio capital merket, shares have
‘virtuaslly eclipsed debentures, sihoe variabla;indoma securities offer the holder
the dual advantage of sharing tha pgorita of a process. of extreordinary develop-
ment and of ‘enjoying the mogt cqnyeniant form of protection against the riskas of
" monstary depreciation, ,

The following table showe the capital 185ue8 of corporations with
heedguarters at Rio de Jeneiro,

v .

Corporate Ca ital Issues in. Rio de Jepeiro-

Conjunturs Economice,

Source:

and, February 1950,

Table 8. Brazil:
e , 11ione of cruzeiros)
'Year Shaves Debentures Total Parcentage ratio
- : N debeutue3 tg total
ke 879 311 1,150 26,1 |
1943 1,033 15k W 1,187 12,9
19M4 1,920 113 | 2,033 5.6
1945 2,029 67 2,096 3.2
1946 1,947 356‘-9-/ 12,303 BhE
1947 2,115 117 2,132 , 55 .
1948 2,499 21l 2,70 ;0 9B
1949 1,u48h Tk koa 0.3
:5[1 ,Iﬁcluding‘eoolmillian'cfuieiros 1esued by aimortgégp bank,

November lQh?}-January‘l9h8, Fehruary 1o49

/The real



E/Clw: 12/217/Am a
Page 148 el

“7Theirbal estats hapiet.. <:%he principal- avenue far fixed . ang@e investment in
Brazil 1s ‘urban ‘real estate, !’ This market .bas been. stimulated Ty the intensive

new building; both of offices and. dwellings ¥hich Sook ;#auahtvfpyﬁlanﬁnﬂ

*1mmediately after the wary: g' . T ﬂ T

LS

S Thiw ‘Yranch -of ~the capita¢ market . Lﬂ financed in w2 ways i'ehlﬁﬁr‘
mﬂrféage tf‘ts the Price Table . Gfabe;a Price or instalment. system. Rates of

inﬁerqgt oni- mortgaged are:-high, for the .game. ;reasen ag, in. the cagg of d~b= jr;q,
end mortuage terms relatively qhortt It hay heen shown that n"u40 wnﬁ t :rﬂ

of the new mortgages raiged in Rio de Janerro were for ahor+ oerwodq -- ag & rule
Cfor: only one year. Generallj,speak1ng rategﬁgih:nterest on sherb-tern mcrugapes
'L. fact

that in the former case the mortgago}s-aré;praﬁomjnantly p:ﬁva!e,sﬁgywjf‘w%ereae

" pre h:gher than those en long-term wortgages, au-appaven’ uaraﬂck}Q$ ft{;
l'ﬁn the latter they are”mértgégsfbanks5.ﬁnsuranceacompanjes, B hEaks §QQ$T
social ‘security *nst+tutions.-w-Thé3avefaga nate- of intereatkf-Viﬂ# ‘nA.1¥‘,.
Rlo de Janeiro vas 9.7 per cent“& 5:'L~"71J5Jw't g ‘ ”n_:__.

The ££l£§ 232}5 system g’ the mustroémmon method ‘;Hcfc 2 éjﬂftmeﬁ%s.
'kwormally the vurchasér pays 50° per cent Jof: the prics erjlﬁ.LLﬁﬁ;'hff; tne ;
K remalning half being paid in monthly. instalments’over & per:od of up to flfteen
years at 9 per cent interest, However, the system has a number of Jo;ms, ygrylng
with the gensral s¢onomic’ situatmon. S R | |

The number of persons In a pOSlthﬁ to purchass ou rent. UeW apartments
1s limited, firstly, by the.cost of bulldlna - now abous f?ir LA nlgher than
before the ver, and secoﬁdly, by the freez1ug of rents .- -3 buildings. iﬁ-mhough
saturat:on pount haa by nc means been reached,. demand neve . “egs fell off .
slightly from l9h7, rﬁsing again wzth the general - expan91o; 22 waginess injlgﬁot

Insurance and savings companies. Desplte the many|gapa wiioh st11l exist in the

orgenization of long-term credit, particularly in regard to agricultural mortgage
loens, the capital market is solidly backed by the inéuranoe and savihgs é6mpaniee

(cgmganhias de pqgitalizagﬁo) These latter opara+e along o’milar 111@3 +0 the

inéurance compaples, with which somﬁ of them are cLosely associatud ' ‘
At tha end of 1%&9, uotal-lnvestmbnt by these two tyros of 1nsuwtution

amounted to scme 5,000 wiilion cruzeiros,  The followwng tabls snows tne i’

ZBXPEHS]OH and. dlstrlbuﬁlon of suvh 1nvestmsnt from 14h5 t‘i:yfjaﬁ
. !“..f- _‘-‘-‘1_‘_.‘. B . i g

I

1/ Conguntura Ecbﬁgﬁicé;yiaﬁu£f§"1950 JE N A T

': ‘ s Nl /Table E_&
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Table8es Brazil: Investment by insurence and savings companiss

(milliong of cruzeiros)

" Year -Guarahteeﬁl ‘Fixed or variable Real  Cash  Total
_ loans income aacuritiea property - depos:ts ,

ws 631, oself: sk 620 2,915
1946 1,219 818 893 587 3,517
1947 1,121 1,289 1,061 563 . k,03%
1948 1,%5 . 1,3% 1,286 691 b, 8o
1949 1,728 CL,3%0 1220 700 5,038

Source: ConJunturé'Economica ‘March and September 1949, Aprfl 1050.

The trend of -nvestment B*ﬂ@é 1945 has increasingly been towards real
"ﬁronprty and loams secured ewther by real property or by ﬂnsurance nolicies and
savlngs bonds Investment in aecur*tnea negotiable on the ctock exchange
varticularly Government secur; ties const; tuted only 27.6 per cent of the total
inveatment in l9h9 as aaainst ?6 4 yer cent 1n 1945 and k0.4 per cent ‘n 1943.
To sote extent thig’ trend ig shar@ﬁ by the ga-atal market ae 'a whole,

3."Excﬁange felcy and the Balance of iayments

“

(a) Gold and fore gn exchanﬁc

Prcduct-on and jrice of g0ld. Whereas two centur es agc Brazil sunclied ahout

40 per cent of the world'e Jold srcduct on, v new f gures aweng the lesser
producers. HOWever Jrnﬂuctmon ‘s fa rly rey ular vary-ng hetween 4 and 5 tons
annualli. N'ne~tenthe of th's cutput -e Irom a at nsle m ne at a denth ¢of 3, OOO
metres which has been worked for more than a century by a Br-tosh company
Between 1933 ann l9h5 the 3Braz:lran Government had a mcno)cly of the
demestic purchase of 5old resell’ ng a small part to process ng “nougtry and
::u:cum.ula‘c.iWy & ressrve oOf 52 tone. However, the necul: ar Ctnﬂ tions of oroduc-
tion, together with the rwse of Wﬂaes anﬁ other coste led to a serions orce
sroblem. The Gcvernment was o:l ge to way a much b’ ”her T ce for gr.1d mwnen
‘n Braz:l than the current )r“ce of qold of foreign origin. Tn 1945, ﬁherofore/ he
menocly was abollshed and ‘n the follow: np vear G- vernment 2014 nurchases
ceased entirely. This measure also had ants -‘nflaticnary effects. since 'n

order to buy gold the Governmment was obliged to iesue ™aper currency.

'0o1R was
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_ Gold was fhéﬁ"piéééd on the obeﬁ’mgfket;-rfut pffﬁes Qere'fjxeéfﬁy the
Government. In corder to eﬁéble dbﬁeetic prdduét'on to conﬁ:nue, the price of
domestic gold has been raimed several t mes, reaching the figure of 28 cruzeiros
per gramme, that is, about 35 pef‘cént more fﬁéﬁ‘tﬁé‘prrce»at wr. @b the Bank of
Brazil buys gold at the curreut rate of exchange of the druzairo. - Fven thig -
orice, however, has been insufficient to offset the consﬁant increase in the cost
of pfoductﬁon, '

In Pecember 1948 control of gold prices was abdlished completely S
then, the mines have besn authorized to sell 80 per centfof their out ut at free
market prices, but are required to gell the remarning 20 per cent to the Bank of
Braz:l at the off: cial wrice of 20.B176 cruzeiros, Uo to 31 Oc¢tober 1950;_the[
Benk of Brazil had in th s way vurchased 1,142 kilogrammes of gold. The export
of gold by-pr?vate persong 18 still prehibited.,

Gold reserves and foreignfexchange, The improvement ‘n foreign trade during the
war enabled the Government to méke'substantialladditrons to 1ts gold reserve.
wh'ch unt: ] then had been accumulated almest exclusiVely out of the domestic
cutput. The gold reserve expanded from 35 tong “n 1939 to 315 tons “n 1946
258 tons of th’s increase of 280 tons having been bought abroan The “‘ncrement
would have been even greater, however Jf the Provisional Government of November
1645 had not decided t¢ offer 20ld to a value of 300 million cruzeiros for wubl c
sale at a price of 25.25 cruze:ros ver gramme, thus reduciny the Government
reserve by almost 12 tons. | '

But for th's transact:on, the recerves accumulsted during the war
have. been ma?ntéﬁned‘*ntact, the only reduction being Aue to the transfer to
the International Monetary Fund of 25 per cent of Brazil's quota, an.Operatfon
which, 'n September 1948. involved a decrease ‘n the gold reserve cf some 33,312
kilogrammes, at a value of 37.5 million dollers (694 mill:on cruzeircs).

Since then the Government gcld reserve has not changed. A total of
281,570 kilogrammes s depos:ited “n the Bank of Brazil, figuring in the balance
shest at & value of 6,403 million cruzeiros. The foreign exchange reserve has
also varied little between 1945 and 1949, The fcllowing table shows the

variations in total zold and foreign exchinge resgerves since 1G40:
i

/eble 9
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Zgble 9. B;azil' Gold and “féi

e .“' T the National'Treaaury .

Ybar (end "?f | (ﬁilliona of cruzeiros) "J,"f o
"of Decembar S ggég o Foraigg Excﬂéﬂﬁ& qotal’ ¢ -
1940 - P e '“'92K R 95 S 1;0i9' AT R
1S e U0 S - R SRS Y- "
whe g, aun' ST 85 U hky
oW ‘3,6‘28 T 0 TS T - S R
gust o 7'1i5, ST Uisesa T aB3er

Toagky 17,096 S eE T 13120
wis T gmoy 0 k0 12,8730

”ﬁﬁéth' | | 'jﬁghoj'_' S 63097 .' "!ll12’712:'h1 S

sourcé:‘*-sﬁnk*orfarazil -

The foreign holdinga of all Bruzilian'banka but the Benk of Brazil have
' dgclined in the past few yeara, Rising from 100 million ¢ruzeiros esrly in
19kh to 600 million cruzeiros bj tha end of 19h5, the deposit balance fell to
50 million in 19&9 " Thie decraasa 13 due to “the moasures adopted by the -
Brazilian monetary authoritiea ‘with & view to concentrating foreign axchange
reaourcea in the Bank of Brazil. o

T 1950 provad to be an evantful year for foraign axchange acaounta
The advance emortization of & larga part of the foraign sterling debt’ and the '
settlemant of the trade dollar dabt cauaad a sharp contractiod during ‘the first
five montha of the year, ihe National Treasury reaervaa felling from 6,309
million cruzairoa in December 19h9 to 3 Ry million cruzeiros by the end of -
May 1950 Thanka to the favourabla trend in the balanca of trede, howaver, ‘-
half thia loaa was recovered,in the following five mpntha. By the end of e
Octdber, tha Governmant's foraign axchanga reaarve "had risen to b ,237 millton v
cruaeiroa vhile bank fareign exchange holdinga reaéhed 500 wiilions, ' The -
foraign trada poaition suggeata that this recovery of forelgn axchange reperves
is 1ikely to continue.

/The problem
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The problem of the rate of exchadgég . Gi@ﬂh a free market this rapid increade
in gold reserves and foreign exchange during the war would prdbably have led to
a rise in the value of the cruzeiro‘ However Brazil's cbntractual dbligations
to ite alliea, together with exchange controls, checked. any such trehd . The
exchange rate of the cruzeiro remained at virtually the aame levei ab the free
market rate of 1940 (19,80 cruzeiros per dollar and 79. 90 cruzeiroa per péund
sterling) As & result of a slight adjustment, effected gr&dually and in vefy
small fraoctions; the dollar rate was reduced in 1945 to 19 50 cruzeiros.
' - Thanks to the excellent balance of payments position, no change in the
rate of exchange vas necessary. ' Immadiately aftexr the end of the war, however,-
much lively debate took place with regard to the problem of the rate of exchange.

Faced with conflicting‘opinions, the Government ;ixed ths cruzeiro
exchange rate, in accordarice with the' Articles of Agreement of the Internatiomal
Monetary Fund, et 18 50 cruzeiroe per dollar, the rate atfll in force (buying
price 18.38; selling price 18,72 eruzeiros, to- which, for many ceopmercial-and
Pinancial transactioms, & tax of 5 per cent is added). Otyiaially_thle Yato .
came -into force on- % July 19%8. Lo t

I:- the foliowing year..the devaluatlion of the poqnd sterling gave rise

to renewed debete on the problem of thée rete of .exchange.. -Some thought was.
gliven to the iﬁtﬁoduction-of & multiple rate -of exchange, with the object.of
facilitating the export of Brézilian products to those couniries which had | _
devalusted their currency; an srgument strengthened by the unfavourable position=
of Brazil's balance of trede at the time.
' The Government decided, howéver, to maintain the rate of exchenge of

the cruzeiro, on'the ground thatrthe'bulk'of Brazil's exports went to countries .
_which‘had'no%‘de?éluated fheir:currenniea, and that devaluation of. the cruzeiro
would be likely to endanger the favourable state of: the coffee market.-;. -
coffee contributing more than half of the velue. of Brazil's total exports. At
the same time a aystem of combined cperations vwas introduced which had the
effect of redu¢ing the pressure-of ‘the rate of. exchange on certain marginal
exporta. ' e AU Lk -

i ‘*."Vb) Exchgnge contro;;
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o {t) Exchangsoongpolan. (.o re o~ Lm0
ﬁbnvertihin*andfiqgﬁﬁ&ertiﬁle.euﬁrﬁhcigs.a,;In,;ha paat-féﬁﬁ§éﬁfd'¥faaéﬂﬁdlicjf
hasviBn.fﬁcreasingly dominatédlbyktha problem of. the moﬁeyféupﬁlyt‘ The
difference-betwaen‘ponvertibléﬁéhd_1nconvert1ble»foraignﬂéxchange hag fre-
quently exerted & declsive influence .on imports,. particulerly dn tﬁp placing
of orders in certain countries,and has likewiae~affected-exporfa.l -

So. far as BraZil's foreign trade is concernsd, thia aituation haes
been unmistekebly hermful. . If the foreign exchange reserves which had been.
accumulated by -the end of ‘the war hed heep frogly aveilable for use, an un-
favourablé tmlancs :of trage could heve bosn borne without 4ifficulty for a
felrly: long period. -However, TS5 per. cent of this reaarq -/ (90 per cent
- by December 1947) censisted of Iinconvestidle currency and more than half of
-1t wes held in blocked accounts and was therefors not available.fox current
trade trangections. . . - . - CL . ; i

“The bulk of thevdssets in this latter category consiated of aterling
eerned by credit exports by Brezil to Great Britain during the war and in .
1946.7 . In 1947, -Brezil's;blocked agsets im Great Britain amounted to 65 million
pounds steriling. . L

" Commercial .loans’ to France Belgium -Sweden, Denmark, Czechoslovaki&,
Argenting and other couni“ies had enableﬁ Brazil to accumulate reeerves of
unblocked foreign currenciles, but genarally speaking these can Pe used only
for the purchase of goods in the debtor countries (compensated currencies).

- " However, Brazil Has been able to use a'substagtial part of these

funds for acquiring capital goods, Thua the supplieé essential for the L
public worka projected in the SALTE Plan -- petroleum refineriea and tankers"-i
locomotives, etc. -~ were purchased principally in countries whers compeneated
currency. accounts were available. By virtus of an agreement signed with tha
United Kingdom, & large pert of the blocked aterling account hes been used’ for
the advance amortization of Brazil g forelgn dedt and the purchase of four"
railvays ‘owned by British GOmQ&nies, The release of another part of the
blacked . pound. sterling. accoqpt enabled Brazil to place an ordsr for sevaral A
tankers “in British- dhipyar&s.--rraTﬁ'u;H&;&P;;ﬁr;»; L em B

PR Ty
PIRE T A

%/ Bank‘éf'ﬁ&ézil Memoria - 19h8 -~ page 40,

~/ Report of the Ministry of Finance to the Finance Commission of the
Brazilian Chamber of Deputies, May 1950. fOutstending
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Qutstending indebtedness. In i@ﬁ? s ibiiar éﬁb&fage.in Brazil, s in most
other ¢countries, began to become critical, The urgenit need for indﬁStriallgoods
{which had béen difficult to obtain during the wer) and the freezing of: sterling
balancea led immediately after the war to heavy Brazilisn buying in fhe

United States., Brazil's trade with the United States in l9h? closed with &
debit balance of 5,761 million cruzeiros. - | .

’ The balance of trade deficit not only reduced dollar resources, but :
also led to delays 'in the: payment of 1mporta. " A loan of 80 million dollers
granted by the Federal Reserve Bank of New York (and repaid in full in 1948/49),
provided a {emporary golution to these difficulties, and strict control measures,
to which further reference will be mads, made 1t possibléfto reduce the purchase

of less essential goods. Despits these measures the disequilibrium continued,
and towards the middle of 1649, outstanding accounts totalled 175 million dollars.
The solution of this problem was greatly facilitated by the rise in the price of.
coffes, exports of which since the second half of 1949, have brought Brazil
substantial doller surpluses. | ' - ,
?gble 10, Brazi;; Balance of Trede between Brazil and the United States
| e ' . {millions of cruzeiroa)

Period Brazilian exports Brezilian imports Balance
: (F.0B) (CIF) .
1946 763 18 . e a0
w97 g2tk . 13,975 . - 5761
1948 T 9,387 o . 10,876 .- ~ 1489
ighe ' - 10,117 - b .8,770 Lo 1347
lst quarter 1949 1,984 S - 1093
2na;qﬁgrter "o 1,970 o 2,060 - 90
jrd quarter " 2,502 2,170 S x wez
bth quarter " S35 1,463 4 2108
1st quarter 1959- | ‘Q;LOH ' 1,186 4+ 1218
2nd quarter " 2 523,>" ' f 1’3%55 o 4 1150

Soure o: Econcmic and Financial Statiatics Service of the Brazilian Miniatry
- of Finance, . ,

/Thanks
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S Thanke “to. the: iﬁ@ro#eﬂbnt fin- itS tfade Yalance with the United States,
which" fbr‘the period 1 July*~1949¢fo /30 Tuns ‘1950 cloeed with a credit of
Y 898 nmillion’ Gruzeiros, Brazil Tas' beeri able not only to settle 1te outstanding
accounts but also to acclimulate substantisl dollar reserves. i g

Foreign exchagge budget . One of the most effective meeeuree epplied,for the
9urpoee of reatoring balance of trade, perticularly with the convertible currency
ereae, vee the introduction 1n July 1948 of & foreign exehange budget :"i '

: The term'"budget” 1e perhepe not the most epprepriete one, eince in .
ectual feet a complete budget ehowing receipte and peyment in foreign exchenge _
is not compiled Whet is done ie eimply to drew up &n advence plen of expendir‘
ture 1n convertible currencies. ) Peymente in dollere, eecudoe and Swiee frence,
.which account fow between 60 end 70 per cent of Brazil's total. 1mporte, are .
budgeted eemi-annuelly on the beeie of eatimated eerninge in conmertible currency}
The figuree are ‘then readaueted.as neceeeary 1n eecerdence with the development
of exporte. A certein quote 48 sot agide for Government expenditure and B
the reet eppertioned between eaaential im@erte and eervicee. '

' '_ In 19h8 and 19&93 the ;1m1tatione of this budget proved far too’ |
_raetrictive Non—governmental imperte ran &t 30 million dollare monthly, R
“that 1is, 1eee then half the correepending expenditnre in 19h7 The fevpurable
trend of the balenee or trade in 1950 made it poeeible to expend 1mporte in '
conwertible currency.

__4port 1icencing gyatem. Exchenge control hee exieted 1n ‘Brazil since before -
the var, but making due allowence for the reetrictione of & war economw, it has
been exercieed with 11tt1e rigeur or coneietency For the finet_twb yeere-efter
the var 1mporte vere virtuelly unreetricted _ ',“ e -
__The deterioretion of the balence of trede and the dollar ehortege
brought about 8, need for reform The firet attempt mede wag to reduce 1mports

of less essentlal goods by restricting the corresponding foreign exchenge; but
this method met with little success, Since February 1948, however, all-foreign
trade has‘1n theory been. subléct to a dystem of.import Yicencés. ' In the case ..
of exports, restrictions are limited to exceptional ¢ases, detefminﬁﬂfhlzﬁomﬁstic
market iequiremente. In 1949, for instance, the exportation of rice; one of
Brazil's normal) exports, wae temporerily prohibited, All imports, with the
expeﬁtion'of ceftein bagic and eeeentiel products, ars pubject to licence.

[Goode
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Goods are divided into. three. grohtdi highiy essentinl; relatively essentihl and
marginal. - The grenting sf import iicenses for goods 1n this lakter category
frequently dependd on Bxports bf oeﬁtein produﬁts, 1.e.- on compensation trade,
- which in the recemnt past ‘has pesumed . considerable importance.
. J;J!z Zc) Foreign oapitel - R ”‘-ﬂﬁﬂ B
Legelh;rovisions. ) From the standpoint of exchange, foreign capitel invested _
in Brezil is in practice subJect to the same provisions ag imports of highly e

essential production goods.: The trensfer of dividends and’ interest up toe
msximum of 8 per oent per ennum, is given priority over ell other payments in
foreign exchange, end ie exampt from the 5 per oent tax 1evied on most imports

i‘ The Constitution of 19k6 a1d awey with most of the former reetrictions"
on foreign oepital and the epeoiel legislation enected th ‘thet year is,
aooording to the Report of the Joint Brezil/Uhited Stetes Technical Commiasion s
( Abbink Mission) relatively liberal“ and ”1iberelly edministered” Y

Cepital which enters Brazil 1egaliy, end is registered therein, may |

be fresly returned to its oountry of origin in ennuel quotes of 20 pér” cent.
Other foreign cepitel is subject to the generol exchange eontrol regulations.
It Would appear that the purpoee of this differentiel treatment 1s the prevention:
of pseudo-investments of "hot money , the sudden and substentiel outflovs of

which heve sometimes seriously endangersd the stability of Brezilian currency

Recent investmsnts Despite the favourable economio oonditions there has been
noe greet influx of foreign private cspitel sinoe the war _ ' ' f
. Nevertheless privste inmestments have increesed substentielly thsnks
to the reinvestmsnt of profits of companies elresdy established in Brazil
Moreover, investments by United States end internationsl public credit insti-’
tutions have pertly oompsnseted for the ebsenoe of new investmsnt of privete
oapital T '

SR

i A

y ‘Report of ‘the Joint Brazil-United States. Technicsl Commission Department
: of‘Stete Weehington 19&9, pilT6, RTINS SN '

+ i A

.

e ,‘_;,i. SR n e e F e, e e /The moat
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7 g nioet " tmportant 6F ‘48 bifllroud tivestuetits 1n this éat,e'ng;;ygé Lo
the 75 milifon d613s¥ loat grented ‘n To49 Ty ‘the Intermetionsl Bank for -
Reconstristion asit' Dévelopemst Yo the Biazilian’ Tractian, Light and: bewer- Company,
the '#inst” iﬁxior'b&n‘h 6lectits: power suppliey in Brazil. A By 30 Septembor 1950,

40 1it12¥on ‘dbllars of this Iédn HAQ been used'to buy mBtertals for Brazilian
Traction plénts ) locabéd In"the'vieinity of Ric de’Jefiefro and'in the Btate of
Seo Paulo; A emell pE¥t of this ¢xpenditive was in Swigs francs, Gamadlans -
dpllars dnd ‘pounds sterling. In 1950 the Intematicma) Bank for Reoonstmction
and’ Devalomsnt mnted. & furthey léan of 12.8 million dollars to the R
' fpolec rencisco (Sa.o Francisco River Valley Hydro-
eleatric Cotipany); & new *eleot.rxo ‘powar plant owned by the Federel Goverrmemt. -
The Export-Import Bank in Washingttm has also invested large suma in’
Bra.zii Referenca m;r ﬂ,rst be made %o & loan of 25 militon dollaxs granted to

1y : Bactomal (mts.qnal Tron’ and. Stéel Worke), the owners
of"the Voltd Red.onda plant, vtilch had previcusly réceived two other loans
smounting to'a total of 45 «minim doliars fhm the ‘Bank. 'Recently the" ‘E:port-
Import Bank announced & lden to the Braaﬂm grqup of.-the. Electric Bond and
Share ‘Company -which ‘owns 1b aleotric powér donpanies, another to the C_orgm_
Nacgtonal 4¢ Alcalls, @ govemmmt mdamklng, angther to a Bahla cemenf. /udmmny -:‘*
a.nd another to a Saeo Paulo miluay company . ) : : S

Aft,er ex ‘abdence-of ten years, Burdpean investment -~ particularly of
Fraach, Belgia.n ‘end Swiss ‘capital -~ has reéappesred on the Brazilian market.’
¥ Though the edmot afiounts of ‘these investments are ‘ot Jmown, 1t -seems.
probable that foreign capita)l investments if Brezilien aconomw ‘dwring the -past
o years have reaohed 5 a’,ﬁﬁ. perhaps ‘overi exsoeded s 'botal of 200 mi.'l.liqn dollsre.

. .
-y v b

- .

-,-,.‘1‘, .

-/ In 1:551 this loan was i;ﬁcraased. t.o 96 m:l.llion dollare.
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Tote.l foreign ce.pital A number of e_ft‘@’i“eﬂf ﬂhve ‘been made to ce&culate the
'botal amount of fpreign ce.pita.l inves%ég 'iﬁ ﬁrazn. '.thé estimates arrived at
natureuy vary e.ccording 'to 'hhe criteria. and the ‘oechn‘lciai methods employed. |

" Kedotdidy to ihe 'Brézilian Consis of Y5K0,  foreldn cepital tnvestmerit
in the ve.r:lous bra.nchee “of tﬁe he{'.ione.l economy a:nounte& k. 5 T thousa.ﬁd mﬂl‘ion
cruzeiroe (358 million dolla.rs) dietri‘bbtéd &s follewe. 3,500 milliom cruzeiros
in mduetry, 1 6 thoueand millien in comnerce and 2. l thoueahd hillion 1n ‘
agriculture. Thie eetimate d:ld not 1nc1ude tra.neport and communicetiohé
undertakings though foreign capita.l wee &t that time prominent in tb,eaee sed&orea
Eowever, in view of the :E‘e.ct that the present velue of most of the enterprieea |
covered ‘By the oeneue 18 muth hi‘gher than 1n 191!0 the genera.l total muet agree "
: fairly well with former eet{mhee. - 7 : ‘

mfhe United States Goverrment’ census of 19143 ehowed that Untied States o
nvestiente. in Bmzﬂ. then amounted to 335 millicm dolle.re of which 236 millio‘hs
consleted of d1rect investments. ' Of ‘these,. 58 iilllon dollare wers in 1ndustry,
59 nil1ions 1n trade (1nc1uding petroleum dietribution) 88 millions in public o
utilitiee a.nd transport and only 10 ni:lllione 1n agriculture, o

| It has been ca.lculataﬂ tha.t Britieh in‘veetment whicii 1s fa.lling away

markedly in Bre.zil ‘emounted to 75 million pounds eterling in 1939 'but probably
' not more than 60 millione in 1947,

- A recent 1mvestigetion-/ showed the.t at the end of. 19?48 foreign capital )
controiled 366 firms, with capital and reserves a.mounting to k. 5 thousand L
million oruzeiroe (781& mﬂlion dollare) However ’ theee figurea do??.ndioate t;he
actual emount of foneign oa.pita.l sinoe very often & compen:,r 18 controlled by o
holders of & ama.ll maJority, or even a minority of the stock. ' Furthermore, there ’
are undou’btedls‘ many undertakings in Brazil financed by foreig;n capital “but
sdministered by Brazilian citizens,

Despite differsnces of detail, the various estimates agree by and large
that the total forelgn investmsnt in the Brazilian economy varied betwesn 750 and

1000 mi1lion dal1are? ot alloving for the' recént nationalization of the Britiéh

v

| 5/ -‘COnJuntura qunomioa, March, April, May snd. Jnne 1950.

" 2/  To obtain some idea of the relative importance of this total, 1t 1a
' sufficient to note that the capital end reserves alone of :Brazﬂian
‘1iwited companies amounted in 1949 to :53. thoueand- million cruzeiros
(2.9 thougand nillien dallars), :
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railwaya and ‘61 the" Gelrthah; Ttalian ard Japaheee--eabawriéea gequéstrated during
* thewar, -aome -of: which have been;&efini‘bely transforrsd to the: oVnerﬂhip of
domestlc. cupit.al B T I D At
2" {a) + Bakance: of :Paymenter-. Tl s s TR SIAR R
Movament of" Gooda- anf Sexvicesy. ¢ ‘The techiical study of. the Mm&tional
"-._'bﬂlanc? of Pay‘men?;s 40’ & yew branch.of research inm Bmi&. +.+0f course, +he
actue.l h&lancing of forelgn exchange incomings and outgoings has a.lways Yoen-a
’J‘mamr of . congérn to:4ie’ Govermment, and its importence £or the national economy
.r’has boeh. .regarded ms funddmeritel.: .But the-prdblem hde been bver-simplified. by
* yeduting the balance’ to two ftems, pamsly, the credit or debit. balence of-
“ frade afid"the: service of “the forelgn public debt,.private capital movements and
the geriice of direct foreign irveshishits being left out of account, -- But ...
thess’are ‘precialy*the’ two: faotors which -have frequently upsat the balance,
“Jdespits tﬁU ‘alnodt ihwariuhly favourable trade’ poBitio&s- . B,
. ~"Th-the absénce of any other current. forelgn: exchange earnings, the
*frade’ balance ‘1 St111 the méat jmportant ftem in Brazil's balance of payments.
" Thée emount of the credit 4réde belance ig ‘somowhat uncertain, owing to the: ' -
. Present. manner of  publlcation of tyads" .gi;ﬁti'sts,;:m;ain‘ Brazil, wheve as In most -

sk

. -pther' countriss;- 1the ‘export values &xe shown F,0,B. and import velues C,I.F.. .-

However, : the balances 'of ‘payment ‘¢ompiled by .the intaﬁmtioml'ﬁomm Fund
shovw impdrt ivalues F.0;B., thus ‘clearing up this point. . Both*-gyet,_em&- of
ce.lculafiorl Are . employed it the "following tables =~ .« in . .- © P

r

Phee o teorcoTable AYsr o Brazdls - Balance of Fomign Me
" (@IITIons of cruzeiTos) .

Yoars ' Forsign ‘trade statfetics  TGoods" ttem of balsnce of  paymsnts
e Exporte : "Imports Ba.lb.nce : Credit “Pebit Bala.dce
' .i§h7:‘_" | 179 22 ,789 S 1 610 Y 21,400 19,317 g agyt
a8 T 2,697 _-'20' '§8‘5‘ B A - L s 15T
jis_‘?i;lé-’ o 20,153 20 61;8 ) gy R A ;‘»gf‘ gf

o ye Pu " - — w — "~ ‘.__;‘-;r. o _".7_,

Source' “For-foreidn trads; ' Edsnomic ‘and ii'inanéial Btatistice Sarvice ‘of the '

~ Miniatry of Finance;:'»for-balance of. paymente: - International Monetary
.. Fund, Balance of Paymonte Yearbook 1?148 and Preliminary 19)49, e
Pa.gea T3 et_a_eg. AT SR

ys ” See Digeato Economico (séo Paulo) y May 1930, for pre.war balances of
paymants - wbich, however, are technically very imperfect.

/The balance
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‘1{1‘16 'Bhlhﬂaé of‘ ﬁamnte data. ﬁ&% been q,dJus'bad w aJ,low for the .
purchess of ships, a1fPorvrides: {n oxchangd ra{:es trade iiacounts etoi- but ‘the
discrepency betwsen the foreign irade and balance of paymen'hs figbres ia '
‘fundeméntally attributable to costs of ‘transportation of ‘inportsd:goods. I8
1s calvulated thet in 1947 this’{tem stood at 3,465 niilion &nd- in 1948 at -
4,109 million cruzeiros , or 18 and 25 por. cent raﬂpoctively of thﬂ F;O.B. vaiue
of 1mporte. ' F e o T
‘The &ost of maritime tmnsporb <= in practice the soie twans of
‘transport used in Brezil's’ forei,@ trade - 15 a factor af’ ftmdamntal importanco
in Brazil's balance of payménte. Brazil hae not lost si@t of this fact, fnd
-has uade efforte in the course of the last few years to expand and modernize 1te
own werchant fleet, in- particular by “the forma.tion of a 1arge ﬂeet of ofl
tankers. It may therefore be hoped that within a’'few years’ the very hoavy ‘
pressure of thig iiem on Brazil'e 'ba,la.nca of paymntrs ey be- allevia.ted. coats
of other non-flnancml aervices have 'been reduced by excha.nge controls. Thus,
‘expenditire on Porelgn travel was ‘reduced from 680 mill‘ion cruzeiros in 19k‘7 to
only 198 miltons in 1548, Tt should Ye noﬁad, however, that , this ﬂéum reflocts
only the foreian exchange: grantsd ‘for this purpoaé by ‘the Bank of Brazil, In ,
fact &- 1arge part of actual téurist osipénditure ‘has Bebn financed by otheyr means,

© %+ " ‘Finnelel services continue to ocoupy. a predominant place ‘in the

belance of payments, and ‘11ike other services show a substantial defictt, In
1948, esrvice of investments closed with a debit halancé of 1 ,906 m'iilion .
cruzeires, whilet the. interest paymrifs on. the fomi@ det. muma to only

*

-+ »311 million. cruzairoa« g Clearly the actual 'burden of the service of‘ yrivate

“ Minveetmenta 19 reduced ‘oy t.he minvestmant of a considerable portion of the
profite a.ccruing\trom these investments. ~ In 1948, for instance, TH0 million
cruzeiros of a total of 1 »443 milldlon cruzeiros in profits vere thus reinvested.
Hcmfavsr, 700 mmion cruzairos were a.ctually' tmnefomd abroad, to which must

- bs-added the 661 mil)ion éfuzeiros required for thé dmortization of the pudlic
debt and other contmc‘bual paymsnte, - Though . these lat'ber do in fe.ct constitu'be
odipital movoments tboy oonstituta 8 hurden similax', from tha ata.ndpoint of
foreign exchanga to thht ﬁ;volved in “the payment of mﬁemeta and- dividends.

/ Cgpit_ol
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Capita.l Hovements. Capital mé?ehéhﬂa closea with & debit balance -- 1.9. ‘
net nward movement s of 3,883 n11110h biizeirod 1h 1947, atid 342 mt2iion
cruzei_ﬁ:e 1n i9h8. " this t\'&ria‘bion‘ 18" considerably grea'ber then that of the
ba.lanc‘e of ti-ade which ¢losed with a deficit of 1, 610 millfon cruzeiros in
19ls7 and 8 cradit of 'né muuona in 1948, ; -

© Thie d1fforence apringa not only ‘from finmancial services, which in
1948 vera higher than in 191#"7, "dut also from goveral extraondinary -transactions,
auch as the redemption oi' part of the 80 mi11ion dollar loan granted to Brazil
in the precad_ing year.” Theve 19, neverthelass, a conslderable difference which
st111 remains to be accounted for, and 18 cowsred’ in’ the ‘balance of payments by
"Ervors and (mieelone”. In 1947 thits item ehowed a debit balance of 586 million
cruzeliros; which mea.na fhat app&mntly the ‘net inward movemert of capital
exceeded the currant tranaactidna dﬁﬁcit vhereas fn 1948 the net inwa.rd
mavement of capital ra.iled to cover this defici'b leavmg a gap of 739 million

:)_. -

cruzeiros. ' ~ :
Public and Private Tmnaactidné. Govermment operations fnvolve J.a.rgé smounts
in, ‘the ba.lance of paymnte bt in fect thoms’ opemtiom are morely intermediary
| tra.nsa.ctione on 'beha.lf of pr‘.l.mte bueinesa. S
According o ‘Bank of Bmail exchanga atatietice 1/ Govermmestht
depar'anents imported goode to the ¥mlue of 2 070 ‘million’ cxuzeiros in 1948 and
2,084 millions in .191l9. Theae substa.atial gums «» z¥ous 10 per cent.of the
¢I..F. ve.lue of totnl 1mports - cover not only materials purchased by the
Govermnbnt to maet 1ta om requixements but also certa.in primary producte -
lﬁm wheat ve ’oou@t ror yesale. : )
| ‘ According to the same source, the Govermmont d1sbursed fomign exchanga
. to the'value of 1 856 mi.LLmn cruzeiros In 1948 end 3,766 millions 1n 1949 for

‘unspscified servicee. ""he more detmled ana.],vsis of the balance of paymsnte

 wade by the Intema.t‘.lonal Mone*bary Yund ehows' thet Governient expenditure in
1948 on apecific aervices, excluding the service of the public debt and
relatir;g ta:S "1em1 1ea.ee" i:aymant operations, amun*bed to only 305 milllon

) cruzeiroa s ag againat revenue of 1113 million cruzeiroe. R

. - VoL B
o L PP - ) :

1/ Benk of Breatl, Memorts 1949, pagee LB6.209. .0 . iU,
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\ . In the Bank of Brmal, emhm atﬂtiqtics the Gowmnt'a
substantial expsnditums on, "eervicba" are. ﬂmsifml in the*ba:ianc nr? N
reyments, principany ag. capltal transactiona. ,‘I'hose 1mluds 1:1 m*ticpla.r,d
the purchase of the reilroads and the mdemption of. pub;;c debt vhich, a8 hea
been pointed out, were effocted ’by/the Govex'mont's s*benl!.ns a.aaet.s. y Theee ’-
therefore, ere essentially. canpenaa'bed tmsactim S :

, Private capital transactions brougzt s not. hward mmamnt of 2,331
‘million cruzeiros in 19T and of 2 »197 million cruzeiros 1n 19118. Ip both .
+years short-term trensactions predominated, thouah in 19138 1nvas'tmanta and
reinvesiments amounted to.more then 1,000 ;nillion nruzeimﬂ- . |
Summary and Prospects,. The ],9&7 and 19148 current tmnsactione accounta
closed with deficita. 'l‘heae led to cermin dirﬁcultias, since foz'eiga
capital .':.nvestment- was mau,fficient to f‘ill the aap. ~In order tomeet
outstanding commercial ﬂajbte 11:. was: therefom necesaary to miee ahort-t.erm
'ba.nkloans. ' ' - T

. It may be. conaidamﬁ, ho.waver, tha.t these d1fficulties pave voon . .
Glimimted- ., The. favoumhla develomnept of fomign tre.de i’mm the ascond half
of 19119 has made it ‘possidle to ropay. the come;cia.l dolla.r debt anﬂ Ahe
temporary. shortage of .other currﬂncies is not a serious problem.: On tzhe
contrary, Brazil holds reserves of conver’tihle currencies. IR o

<~ - . Though the 'ba.lance of pa;mants ‘briefly. e.nalyﬂed above do not "
reflect. the pregent position, they nevertheless yoInt to 1 numbar of fa.ctora
of importance both for the present and for the 1mediate future. - :

At the present s’cage of 1ts economy, 1ts ‘bachnical developnant emd
- 1%s standard of 1iving, Brazil requires an active trada balance vith an a.nnual
orediy of esome 1.5 to 2 thousand mil}.ion cmzeiros to onable 1% *bo covar without
':difrioulty the mavita'ble deficit in the 'na].a.nca of services. . If th:l.s minimum
credit balance cannot be achieved, foreigz inveshnents \rill be qeaential' o

-+, It 1s clear that large mvesimnta en*ber:lng Brazil 1n the form of
goods xeduce the omdi‘h trade balance, Save in the caae of :goa.ns which are |
purely financial 71n-bended aolely for thg paymnt of aervioee, all mwshnenta
- of foreign ca.pital are prima.rily reflected in 1mports and even 1f such '
investmonts are of a highly productive nature it rwquenﬂy mkee ma.ny yea.ra
bafore theyhavemeffect on exportss . . ., e ] '

[
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