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Tariffs and the
Plano Real in Brazil

Renato Baumann
Jossfina Rivero
Yohana Zavattiero

ECLAC Brasilia Office.

‘This article analyses the economic rationale of Brazil’s tariff
policy during the first two years of the Plane Real. To this end, a
study is made of the chanpes made in import duties for all the
products traded. The tariff reform process in Brazil was begun in
1988, after the old Tariff Act had been in effect for thirty years,
and represented a marked intensification in the process of trade
openness, with the definition of a schedule of gradually decreas-
ing tatiffs which was further speeded up as from 1990. The Plano
Real began in July. 1994 and had many effects on impott policy.
The trade liberalization process reached its height in the first
quarier of 1995 in terms of the average level of tariffs and their
degree of dispersion. Since then there have been several episodes
of taziff increases, differentiated by sectors, which have increased
the degtee of dispersion of the tariff structure, If two sectors with
special treatment (petrolenm and motor vehicles) are excluded, a
direct relation may be observed between the value of intports and
the nominal tariff level, with pronounced variations over the
period studied. At the same time, the fact that for some sectors
the tariff rate weighted by the value of imports was below the
average rate for a number of months indicates that there are
grounds for reviewing tariff levels in some cases. The article

concludes with some observations on the performance of import

policy.
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I

Introduction

The Brazilian econamy is often cited in the literature
on foreign trade policy. A number of studies have
also analysed the multiplicity of instruments adopted
as barriers to imports that compete with domestic
products {especially in the 1960s and 1980s), the
mechanisms used in practice to circumvent these
barriers through the application of special import
arrangements, the various export incentives, the
process of definition of import duties, and the
concern to neutralize possible skews in trade policy.

Not long ago, in 1988, Brazil embatked on a
process of reform of the tariff structure which had
existed for the past 30 years under the Tariff Act,
which underwent some changes in 1989 and many
more in 1990.

The adoption of the Plano Real in Iuly 1994 had
a number of effects on import policy. The income-
effects and price-effects of a successful stabilization
programme provide a natural stimulus for the de-
mand for imported goods. Moreover, the concem to
ease access 1o cheaper imported products had the
dual effect of exerting pressure on groups which
had an oligopolistic position in the domestic market
and promoting greater efficiency of the production
system.

In addition to the concemn for price stability,
there was the conjunctural matter of the proximity of

II

the date fixed for the entry into effect of the tariff
structure negotiated with the other members of
Mercosur: the Common External Tariff was due to
come into force on 1 Janwary 1995. The second half
of 1994 was therefore marked by continual changes
in import tariff rates.'

This question was already dealt with very effec-
tively by Kume (1996), while Nonnemberg (1996)
analysed other related policy measures; the first of
these authors deals with the evolution since 1988 of
the effective rates of protection given to the various
sectors of production, while the second author high-
lights the importance of financial arbitrage move-
ments as a stimulus for financing imports.?

In the present article, we will try to identify the
economic rationale of Brazilian tariff policy by ex-
amining the effect of each of the various changes in
import tariff rates for all the products traded. The
period covered is from July 1994, when the Plano
Real began, to the end of September 1996, which was
the latest month for which data were available at the
time of writing. All the decrees and decisions affect-
ing tariff rates were taken into account, thus permit-
ting a full description of the evolution of national
import policy in the first two years of the Plano Real.
The methodological annex shows how the primary
data were processed.

Evolution of the tariff structure

In the course of the present decade, Brazilian external
trade policy has evolved in the direction of reducing
trade barriers, which has been reflected in a comre-
sponding increase in the value of imports (tabie 1).

It may be noted from table | that although tariff
rates have tended to go down steadily (except for a

O This study could not have been made without the efficient
computational support of Decip Fialho of BCLAC. Equally im-
portant support was provided by André Bauer in processing the
data,

slight reversal in the last year) and that this has corre-
sponded to a rise in the total value of imports, the rate
of such tariff reduction displays variations which are
worthy of our attention. Thus, between 1990 and

It may be noted that the priorities laid down in the Plano Real
—in effect from 1 July 1994— also swongly influenced national
gulicy on convergence with the Common External Tariff.

For a relatively full description of the period preceding the
adoption of the Plane Real (1958-1993), see Pinheiro and
Almeida (1995).

TARIFFS AHD THE PLANG REAL M BRAZI.. *  RENATO BAUMANN, JOSEFINA RIVERO AN YOHANA ZAVATTERO
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TAELE L
Brazll: Import dutles and
value of Imports, 1990-1996

Simple average Valve of imports

Year rate (Millions of

{per cent) dollars FOB)
1990 212 20 66t
1991 25.19 12 042
1992 20,78 20 554
1993 16.49 22 797
194 13.97 33106
1995 1307 49 262
1996 (JanJ/Sep.) 13.10 49 619

Source: Bstimates provided by H. Kume and figures prepared by
the authors on the basis of primary dats,

1993 the simple average tariff rate went down by
half, whereas the most noteworthy increases in im-
ports tock place in the most recent period. Further-
more, there has been a relative stabilization of import
tariffs since 1994 but, as we shall see below, this
apparent stability actually conceals a varied set of
paralle]l reductions and increases in the rates for dif-
ferent products,

In order to explain the different rates of change
of import duties and of the increase in the value of
imports, it is necessary to take into account various
other relevant elements, such as exchange rate policy,
the income-effect of the demand for imported prod-
ucts, the existence of special import regimes, and
even an aspect which is usually neglected in most
studies: i.e., the process of familiarization of consum-
ers with foreign-made products which were not ob-
tainable on the domestic market for decades. This
latter element is a slow process which involves the
establishment and consolidation of domestic market-
ing channels for the imported goods, and it undoubt-
edly explains —at least in part— the time-lag in the
response of demand for these products.

1. General featurea of the trade openness
process

a) The products affected and the average tariffs
The first aspect to be noted when analysing im-
port policy in the first two years of the Plano Real is
that the vartations® in import duties affected 83% of
the total list and 28% of the products affected under-

* Note that it is a question of “variations" and not necessarly of
“reductions”.

TABLE %
Brazl: Incidence of changea In import dutles,
July 1984 to September 1986

Number of

products Per cent
Total number of products stedied 13 428 1000
Products which underwent a
change in rate 11183 83.3
Products with two or more
changes in rate 3830 285
Products with three or more
changes in Take 939 7.0
Products with five or more ,
changes in rale 148 11

Source: Prepared by the authors on the basis of primary data, -

went two or more changes in tariff rates in the period
between July 1994 and September 1996. In other
words, this was undoubtedly a time of marked redefi-
nition of the country’s trade relations with the rest of
the world.

The figures in table 2 indicate that in this period
there was heavy intervention in the import tariff struc-
mre, Some specific products (at the ten-digit level of
classification) even underwent several changes in the
nominal rate, In the case of 148 products there were
five changes or more, which —over a period of only
27 months— may have become a disturhing element in
the formation of expectations by the economic agents,

There was a similar picture of differences in the
1ates of trade openness and import performance over
this period (table 3 and figure 1),

Over the period in question there was an initial
spell (in the last two quarters of 1994) of marked

_reduction of import duties which -in conjunction

with other factors— resulted in a significant increase
in the value of imports. At the beginning of 1995
there was a stight increase in the simple average rate,
and from the second guarter of 1995 on this rate
reached a level of around 13% which has been main-
tained since then. The quarterly value of imperts
evolved differantly; it practically doubled between
the third quarter of 1994 and the second quarter of
1995, fell slightly in the following quarter, and
(subject to small fluctuations) has remained at that
level (arcund US$ 12 billion) since then, with a new
suxge in the third quarter of 1996,

The last three columns of table 3 give some im-
portant supplementary information. Before consider-
ing them, however, a brief methodological digression
is called for in order to highlight the importance of

TARIFFS AND THE PLAMO REAL N BRAZIL, + RENATO BAEMANN, JOBEFINA RIVERO AND YOHANA ZAVATTIERO
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TABLE )
Brazll: Quarterly value of Imports, rates of Import
duty, and number of products affected, 1954-1996
Value of imports Simple rate Number of episodes of changes in rates
Period {Millions of {per cent)
dollars CIF) Reductions Increases Total
1594 m 793 13.0 4738 2t 4759
™ 11 824 1.2 253 22 275
1995 1 12017 12.6 2462 5349 7811
I 13 656 13.2 468 40 869
m 11 916 132 84 BS 169
IV 12 30 13.3 63 97 160
1966 I 16 737 131 1738 303 2 04l
I 12 477 13.0 195 17 366
m 14 965 132 13 150 163

Source. Prepared by the authors on the basis of primary data.

FIGURE |
Brazil: Tariff rates and imporis
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including the indicator on the number of variations in
the rates.

If we take as an example what happened between
December 1994 and January 1995, we note that the

simple average import tariff rate suggests that there

was a generalized rise in import duty, which rose
from 11.19% in the first month to 12.62% in the sec-
ond, However, these figures are the net result of a
policy under which there were 5093 tariff increases at
the same time that there were 2691 reductions. In
other words, it would be desirable not to limit our
analysis to the general level but to take account also
of the data at a more detailed level,

Table 3 clearly shows that the changes in the
tariff structure were actually concentrated (judging

from the number of episodes of changes in rates) in
the third quarter of 1994 and the first quarter of
1995, and that this was not a continuous process.

Although the number of cases of tariff reduction
predominates over the period as a whole, there were
also tariff increases for a substantial number of prod-
ucts, especially in the first quarter of 1995 {particn-
larly for those products which had to adapt their tariff
levels to the Common External Tariff) and also early
in 1996 (although the increases, which were adopted
in order to comect the trade balance, were not so
marked on this occasion).

The global results of these movements (com-
pared with the “simple” rates) are shown in figure 2.

There was a clear downward wend in the average
tariff at the end of 1994, which actvally represents
the continnation of a process begun in 1990 (as
shown in figure 2), with relative stability around the
median as from the second quarter of 1995, The
most frequent rate reached its minimum level in the
first quarter of 1995 and stabilized at 18% as from
the second quarter of that vear,

Protection theory recommends that if the adop-
tion of import tariffs cannot be avoided, then the dis-
tortions introduced into the economic system will be
minimized if the rates of import duties and their dis-
persion are kept as low as possible, Thus, according
to this theory, a reform which reduces tanff levels
and also reduces the variance in the distribution of
the tariff rates is a step in the right direction.

4 With a little additionat variation in the first quarter of 1906,

TARIFFS AND THE FLAND REAL IN BRAZIL =~ RENATO BAUMANN, JOSEFINA RIVERO AND YOHANA ZAVATTIERO
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FIGURE 2
Brazil: Indicators of racent tariff policy
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However, analysis of the evolution of the tariff
siructure suggests that the behaviour was nneven, to
judge from the deviation pattern of the tariff rates:

1994 1995 1996

1]} v I H | I v | I m
80 79 72 94 %6 9B 90 B4 BY

These figures indicaie that initially, up to the first
quarter of 1995, there was a move towards greater
uniformity of the tariff structure (at lower rates), but
there was growing dispersion in the rest of that year,
followed by a lack of convergence throughout 1996,

b} The weighted rates

So far, the data have been presented on the basis
of sitple rates (i.e., measurements weighted only by
the period of validity) and in aggregated form. It is
known, however, that during the period in question
there were substantial changes in the country’s list of
imports. In 1993, for example, imports of consumer
goods represented 12% of the total value of imports,
but this proportion tose to 17% in 1994 and 22% in
1995.

This means that we must consider the tariff
structure in thé light of the effective weight of the
products concerned: i.e., we must consider the import
tariff rates weighted by the value of imports of each
product.

The exceptional growth of trade flows in this
period raises the further difficulty of identifying the
most snitable import vector for this weighting. The
structure for the immediately preceding period does
not reflect the changes made, and the years 1994 and

1995 must be considered atypical because they reflect
import demand structures which were heavily influ-
enced by the initial phase of a stabilization process.

The most feasible alternative was —as described
in the preceding section— to weigh the vector of the
simple rates by the import structure in the 1990-1993
period (as the reflection of a minimom pattern} and
by the import structure in 1995 (reflecting a maxi-
mum pattern), complementing the analysis with esti-
mates of the rates as weighted by the current value of
imports: i.e., the value actually registered in each
quarter.

Table 4 and figure 3 show the differences in the
weighting criteria,

The thres estimates of weighted rates show a
sharp drop in tariffs in the last quarter of 1994, a
recovery in the next two quarters, a new reduction in
the second half of 1995 and a slight increase in 1996,

Analysis of these data and of the figure shows
that: i) the behaviour of the simple tariff is not capa-
ble of reflecting this movement; i) the changes in the
structure of the import list over the period were suffi-
ciently pronounced to give substantially different re-
sults when the data are weighted by the average for
the previous three years or for a period of markedly
high demand such as 1995; and iii) weighting by the
value of imports in the same quarter gives resulis
which are less skewed, with values intermediate be-
tween the results obtained with the other two weight-
ing methods.?

These results show the need to make the analysis
more detailed in order to take account of the move-
ments in each quarter —the relation between the value
of imports and the rate of duty— and the policies
applied in respect of particular sectors.

5 It should be noted that the import values are only parly a
response to the levels of impart duties: according to the Ministry
of Federal Revenues (data published in the Gazera Mercantil of
11 December 19948}, if we consider the relation between the
value of imports and the amount effectively paid in import duties
in the first wen months of 1996, then Brazil’s imports were
brought in at an average real rate of 7.1%, which is a good deal
lower than the average nominal rate of 13.6% estimated by that
Ministry. This is explained by the effect of “special import
regimes” which ensure differential treatment for some imported
products, In sectoral terms, the same study also reveals manifest
differences, as in the case of wansport equipment, where the
nominal rate of duny in 1996 was 19.78% but the real duty was
6.46%, or consumer goods, where the nominal rate was 24.38%
but the “real” rate was 11.12%.

TARIFFS AND THE PLARK-REAL W BRAZIL ® HENATO BAUMANN, JOSEFINA RIVERC AND YOHANA ZAVATTIERO
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TABLE4 : o
Brazll: Simple and welghted rates of import duty, by quarters, 1994-1986
Weighted rate (per cent)
. Simple raie
Period
(per cent} Average Corresponding
1090-1993 Current quarter quarter in 1995
1994 III 12.95 1345 14.36 14.85
v 11,19 952 13.68 14.02
1995 1 12,62 13.04 16.57 16.57
n 13.18 13.74 19.46 19.46
III 13.22 13.49 15.79 15.99
v 13.26 1344 15.49 1549
1996 1 13.13 12,10 13.51 18.39
I 1299 12.86 1547 19.72
I 13.18 13.03 16.45
Global average for the period
July 1994-September 1996 12.36 13.16 15.54 1675

Source: Prepared by the authors on the basis of primary data.
FIGURE 3
Brazdl: Weighted lmport tariff rates
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Before proceeding to make this detailed analysis,
however, some comments are called for on the rela-
tionship between the national tariff structure and the
Common External Tariff agreed with the other mem-
bers of Mercosur,

2. The myth of the advance adoption of the
Common External Tariff (CET)

It was thought that Brazil would bring forward to
September 1994 the couniry's adoption of the Com-
mon External Tariff (CET) agreed within Mercosur
and scheduled to come into effect in January 1995,
but closer analysis reveals that this assertion calls for
some reservations.

The belief that the CET would be applied three
months in advance was due to Resolutions 306 and
507 of the Ministry of Finance, both dated September
1994, In fact, three important resclutions were
adopted in that month: No. 492, which reduced the
import duties for a number of products to a uniform
level of 20%, and Nos. 506 and 507, which chanped
the specific rates for a list of products,

At the end of September 1994, however, after
the entry into force of the three resolutions, there
were still 124 products with import duties of over
20%.% and not all of them corresponded to the ex-
ceptions provided for in the case of the information
processing sector (only 48 products under item 84.71)
and the telecommunications sector (only & products
under item 85.17).

Furthermore, examination of the Brazilian tariff
structure at the end of September 1994 shows that
there were 2930 products with rates higher than those
of the CET, 5102 with rates that were lower, and 5396
with rates equal to those of the CET.

In other words, at the end of September the CET
tariff structure only applied to 42% of the total
mumber of products on the import list. Thus, Brazil
only partially applied the CET in advance.” The effec-
tive adoption of the Common External Tariff and the

& Compared with 452 products in Angust of the same year.,
T Combined with tariff reductions to levels below those Jaid
down in the CET, for the purpose of domestic price stabiiization.

TARIFFS AND THE PLAND REAL IN BRAZIL « RENATO BAUMANN, JOSEFINA RIVERC AND YOHANA ZAVATTIERO
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Common Nomenclature only took place as from 1
January 1995, through Decree No. 1343, This does
not mean to say that the convergence effort was not
appreciable; it is simply meant to show that the CET
was not applied in full before the scheduled date.

Another impeortant observation for understanding
the evolution of the Brazilian tariff structore in this
petiod concerns the lists of exceptions, Between
April and December 1995, in an effort to bring down
domestic price levels through competition from im-
ports, the government adopted Decrees Nos. 1433,
1471, 1490, 1550, 1678 and 1767, which established
lists of products temporarily subject to differential
tariff treatment.® In April 1996, Decree No. 1848
established another list of exceptions.

With regard to the products affected, in January
1995, when the CET was adopted, there were 1272
products on the list of exceptions (annex to Decree
No. 1343), and this figure rose to 1700 products in
December of that year, as a result of the adoption of
the two decrees already mentioned, which were
consolidated in Decree No, 1767 In April 1996, De-
cree No. 1848 consolidated a new list of exceptions
containing 1500 producits.

If we look at the whole set of movements ef-
fected in this period, in relation to the aumber af
times the rates were chanped (not the products
affected), we see that for the period from July 1994
to September 1996 this number was broken down ag
follows:

i) Partial adaptation of the Brazilian customs
tariffs 1o the CET in September 1994 accounted for
23% of the cases, all involving tariff reductions.

ii} The application of the CET in Janwary 1995
accounted for 47% of the total number of changes in
tariffs: 32% increases and 15% reductions.

iii) The adoption of lists of exceptions accounted
for 23% of the total: 16% reductions and 7% in-
Ccreases.

These data help us to understand the evolution of
the weighted average rate of import duties. Figure 1
shows that there was an initial dowaward movement

8 The changes made guring 1995 may be summarized as follows:
-a) Decree No. 1471 consotidaled the exceptions fo the Common
External Tadff {annex 1 of the Decres gives ihe national list
of exceptions and annexes 2 and 3 correspond to the so-called
Dallari list); b) Decree No. 1490 cstablished a new annex 1
which superseded the previous one; c) Decree No. 1550 cor-
recied and slightly amended the Common Extemal Tariff; and
d) Decree No. 1678 repeated the foregoing procedure. We are
indebted to Honorio Kume for this information.

FIGURE 4

Brazll: import duty rates and
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in the fourth guarter of 1994, reflecting the partial
advance application of the CET (and the additional
adjustment in the tariff structure), followed by an in-
crease when the Common External Tariff was applied
in full, reaching a peak in the second quarter of 1995,
Subsequently, up to the first guarter of 1996, new
reductions were made on three occasions, reflecting
the effect of the lists of exceptions, and thereafter
there was an upward trend in tariff levels.

Analysis of the menthly data on the “simple”
rate of import duties and the value of imports (see
figure 4) also shows three distinct periods:

i) Initially, in July and August 1994, the total
value of imports begins to rise, even before the
changes in the tariff structure: the most likely expla-
nation for this is the income-effect of the Plgro Real,
associated with the revaluation of the exchange rata.

iiy In a second period (between September and
December 1994) the level of the “simple” tariff rate
is reduced. In this period there is clearly an extra
stimulus for imports dne to the variation in the
“simple” rate and the persistence of the income-
effect and price-effect from the previous period.

iii) As from 1995 (especially as from March) the
“simple” rate stabilizes around 13% (while at the
same time the exchange rate changes again). The
fluctuations in the total value of imports persist, how-
ever. Altogether, this set of data suggests that as from

TARIFFS AND THE PLAND REAL N BRAZIL *
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the second quarter of 1995 the “simple” rate loses its
capacity to determine imports: its influence seems to
be limited to the level of the value of imports, but it
does not explain the variations in this indicator,
which tends to depend on other determinants such as
exchange-rate and other policies.

The behaviour of the weighted rate reflects these
three periods: it rises between July and August 1994
{even with a constant “simple” rate), remains stable
between September 1994 and Janvary 1995 (the re-
duction in the rate is offset by the increase in im-
ports), and thereafter it directly reflects the variations
in the value of imports,

This behaviour suggests that there are other fac-
tors that should be taken into account, especially
analysis of the behaviour at the level of the most
important sectors.

3. Tarifis by sactors

For this sectoral analysis, we selected 14 of the 97
chapters (two-digit categories) of the Nomenclatura
Brasileira de Mercadorias/Harmonized System on the
basis of two criteria; i} the number of variations in
import duties they underwent in the period studied,
and ii) their relative importance in the total vatue of
imports.

The 14 chapters selected in line with these crite-
tia accounted in 19935 for 749 of the total value of
imports and 67% of the number of variations in tariff
rates in the period in question. In other words, these
chapters accounted for the major part of the vari-
ations in import duties between July 1994 and Sep-
tember 1996, These chapters also account for 65% of
the total number of products (at the ten-digit level)
affected by changes in tariff rates.?

Table 5 summarizes the basic information. It will
be noted from it that —as in the universe of the import
list— the number of reductions of tariff rates amply
exceeds the number of increases in the period. In this
sample of 14 tariff chapters, there were increases in

? The chapters were: Chap. 11 - Milling industry products; Chap.
27 - Mineral fuels and minzral oils; Chap. 28 - Inorganic chemi-
cal products; Chap. 29 -Organic chemical products; Chap. 39 -
Plastics and products thereof; Chap. 48 - Paper and paperboard;
Chap. 54 -Synthetic or artificial filaments; Chap. 35 - Synthetic
or artificial fibres; Chap, 72 - Cast iron, iron and sizel; Chap, 73
- Cast iron, iron or steel, worked; Chap. 84 -Machinery and
mechanical equipment; Chap. B3 - Electrical equipment and
components; Chap. 87 - Motor vehicles and other land transport
equipment; Chap. 90 - Optical instcuments and equipment.

59% of the cases, whereas there were reductions in
72%. This reflects the sectoral dispersion of the trade
liberalization process. :

The fourth, fifth and sixth columns of table 5
also show that the “simple” rates for these' 14 chap-
ters were always higher than the rates for the total
number of products. .

This relation was maintained systematically.
Figure 5 shows a comparison between the evolution
of the raees in the sample and those of the whole 97
chapters during the period stadied. Both show a
marked reduction between July and September 1994
and relative stability as from May 1995. However,
the “simple” rate for the 14 chapters is systematically
higher than the rate for the totality of products, which
explains the above-mentioned difference between the
percentage shares of the sample group in the episodes
of reduction and increase of rates.

Furthermore, as a result of the import policy,
during the period in question there was a direct and
systematic relation between the rates of duty on im-
ports and the value of imports of the products in
question (see table 6).19 '

Analysis of table & reveals that on average the
products with the greatest weight in the total value of
imports were subject to higher rates. There is a direct
relation for each import value bracket,

Part of the explanation for these results must be
sought in the policy on the sectors to which these
products belong. The data indicate that the highest
rates for this set of products were observed in the
case of synthetic textiles, footwear, buses and utility
vehicles, which suggests concern about the effects of
imports on domestic producers.

For all the sectors studied, there was a sustained
reduction of import duties between 1990 and 1993, In
some cases, this reduction was quite marked, as for
example in the case of milling industry products,
where the tariff was reduced from 28.8% in 1990 to
9.9% in 1993, Other significant reductions were in
plastics and plastic products, machinery and me-

0 This table shows the average level of the “simple” rates in
effect during the period studied, by import value brackets. There
were two products with import values over a million dotlars in
1995: passenger vehicles and petroleum. As imports of petro-
leum are totally regulated in Brazil —this being a product with a
very patticular market- and as awtomobile import policy dis-
played extreme variations in the period, we decided not to in-
clude the data on these two products in the table, in order to
avoid distortions,

TARIFFS AND THE PLANO REAL IN BRAZIL + RENATC BAUMANM, JOSEFINA RIVERQ AND YOMANA ZAVATTIERO
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TABLE 5
Brazil: Selected chapters, by number of variations in
Impart duty rate andfor ralative importance in total imports
Value of imports in 1995 Simple average tales Total number of changes in rates in period  Number of
Selected products
chapiers of  Millions  Chapler as 1994 1996 Redue- . Incr- Chap.f affected
MBM/HS?  of dollars % of total 2nd 1995 Jan-Sep fions eases Total tatal -total for
imports half-yr. changes (%) period
1 1161 236 10.00 10,38 10.50 1] o 10 0.06 48
27 5 541 11,24 6594 9.95 8.34 H Y 34 144 0.87 93
28 583 1.18 396 549 5.62 68 384 452 272 578
29 2976 6.04 6.77 825 827 1524 1 565 3089 18.60 2210
39 1396 324 13.15 13.3¢ 13.85 226 160 386 232 285
48 919 1.86 9.50 12.02 12,71 38 286 i 195 220
54 531 1.08 12.89 12.30 16.46 455 203 658 396 215
35 284 (.58 13.31 14.52 1781 247 78 325 196 142
72 320 0.65 9.58 10.06 10.05 142 273 415 2.50 331
T3 3T 076 241 14 86 1497 g1 196 ¥) 173 282
84 799 16.20 19.31 17.98 16.95 2261 146 2 407 14.4% ()2
85 5705 11.57 18.07 22.01 12.36 861 184 1 045 6,19 845
87 5 560 11.28 22,46 34.72 37.65 69 259 628 378 220
%0 622 329 1714 16.10 15.59 638 83 2 4,34 508
Toral meunber
of chapters
selected 35 167 73.70 7030 3861 10 89! 65.57 7 256

Total NBM/HS 49 311 100.00 12.07 i13.07 13.10 1064 6 599 16613 100.00 1 183

Source: Tabulation prepared by the authors on the basis of primary data.
2 NBM/HS = Brazilian Nomenclature of Goods/Harmonized System.

FIGURE 5 Simple  rate. 1 The sectoral data for the period from July 1994
th:l:zli:;ugg:rs aﬁ\:la;:rg:etlzr;tedm;’a:trers to September 1996 also show that the “simple™ rates
(Per ceitt) displayed a varied trajectory.” Thus, for example, in

the case of mineral fuels, plastics and plastic prod-
ucts, paper and paperboard, inorganic chemical prod-
ucts, organic chemical products and moter vehicles,

B impart duties reached their lowest level in the fourth
i guarter of 1994, while in the case of synthetic or
1603 artificial filaments and synthetic or astificial fibres
1500 they did so in the first quarter of 1995. In the case of
1100 machinery and mechanical equipment, the “simple”
- rates display a systematic downward path,
What these different trajectories show is that
m -although the global indicators suggest that the first
1% quarter of 1995 was the motnent of greatest openness
L A O G P S I g g e g e g g g of the economy- the different forms of cvolut.ion of
2EyI 8RR FBIRLEEAAB 3558228 the sectoral rates also indicate that the policy of

greater economic openness did not corsespond o a
generalized uniforrn movement, as may also be seen
from the evolution of the standard deviations of the

chanical equipment, electrical equipment and compo- ‘ —
nents, and the motor industry, where the tariff went 1 Possible exceptions to this were the milling industry, cast

. jron, iron and steel products, and optical instruments and equip-
down from 63.6% to 32.2% over the same period. ment, where the variations in the nominal rates were very small.
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TABLE 6
Brazil: Relation between value of imports and tarlff rate applled
Value of imports Percentage share
per product. Number of products in total value of “Simple” rate, %
(millions of dollars) imports {1995)
Over 20 369 56.97 14.93
Over 50 132 42,62 27.88
Over 100 52 3106 36,43
Over [50 34 2688 i 50.01

Source: Tabulation prepared by the authors on the basis of primary data,

* Average rate between July 1994 and September 1996

tariff rates already referred to. In other words, a pe-
riod which is often associated in the minds of ob-
servers with trade openness actually covers a varied
range of types of sectoral treatment.

- A third aspect which emerges from analysis at
the sectoral level is the behaviour of the “simple” and
weighted rates. In some sectors, the weight of im-
ports of products subject to higher rates than the sec-
toral average was enough to bring about a systematic
rise in the weighted tariffs compared with the simple
rates, as occurred in the case of mineral fuels, syn-
thetic filaments (in 1994 and 1995) and automobiles
and other land vehicles. On the other hand, in the
case of inorganic chemical products, plastics and
plastic products, paper and paperboard, electrical
equipment and components, and optical instruments

1

and equipment, the opposite tock place because of
the predominance in the imports of products subject
te lower rates.)?

Protection theory notes that in some siteations
the tariff level established may be excessive, giving
rise to what is known as “tariff dilution”(a rate which
exceeds the desirable level of protection). The same
theory also notes that tariff levels may be so high as
to make international trade inviable.

If the calculations show that some weighted tar-
iffs are below the average for the sector, this may
indicate that —taking account of the import structure
and despite the generalized process of increased
openness— i some industries there may have been
some degree of excessive protection during, the pe-
riod studied.

Factors conditioning tariff policy

The first aspect to be highlighted in the analysis of
tariff policy in this period is the concern displayed, in
the design of this policy, to stabilize the level of do-
mestic prices in the broad sense. This concern is
clearly reflected both in the preparation of the lists of

12 With regard to other sactors ~such as milling indusiry prod-
ucts, organic chemical products, cast iron, iron and steel prod-
ucts, and machinery and mechanical equipment— the degree of
dispersion of the rates for the various products is only small, so
that the structure of the weighted rates is similar to that of the
“simple” rales; in view of the relative homogeneity of the rates
for the different products in these sectors, the estimation of the
weighted rates does not suffer from the influence of the import
valve, which appears both in the numerator and the denominator
of the formula used for calculation.

exceptions' and in the diagnosis underlying the
whole process: it is based on the idea that access (o
products (especially inputs} at prices close to interna-
tional ievels helps to improve the efficiency of the
entire production process, the competitiveness of do-
mestic production, and the sustainability of the stabi-
lization process itself.

Global data show a clear movement towards a
generalized reduction in trade barriers, one of the
most significant resulte of which has been an increase
in the imported component of domestic supply:

13 1t may be noted that these were prepared after the adoption of
the Common External Tariff.
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TABLE 7
Brazil: Some examples of products with
five or more varlations in tarift rates
Chapter Mame - Number of products Number of varialions
15 Oils and fats i 6
29 Organic chemical products 1 7
6 5
34 Cleaning products 12 6
54 Synthetic filaments 7 6
5 7
76 Aluminium 2 6
83 Base metal products 1 3
84 Machinery and mechanical equipment 1 &
2 5
85 Electrical machinery and equipment 1 5
87 Motor vehicles 61 3

Source. Preparzd by the authors on the basis of primary data.

according to estimates by Moreira and Correa
(1996), the share of imports in the apparent consump-
tion of manufaciuring industry rose from 9.4% in
1993 to 15.5% in 1995, especially imports of capital
goods, whose share rose from 28% to 42% in the
same period.™

Equally important was the decisive influence
exerted on customs policy by the political decision
to consolidate the process of formation of Mercosur.
This factor —unprecedented in the country’s economic
policy —undoubtedly affected the results in late 1994
and early 1995. _

Finally, this period is marked by a new approach,
compared with Brazil’s experience in recent decades,
regarding the process of determining import duty
rates, Traditionally, the tariffs for Brazil’s imports
were determined —since the 1957 Tariff Act- on the
basis of negotiations between producers, marketers
and the government authorities. This is a feature
which has very few parallels in other countries; it
might be maintained that this practice could have
helped avoid the crises caused in other Latin Ameri-
can countries by the rate of trade reforms. At the
same time, however, it must also be acknowledged
that the influence of different interesis could often
have slowed down the desirable (or economically
advisable) rate of changes in import duties.

14 As Moreira and Correa (1996} note, this oceurred without any
parallel increase in exports. For manufacturing as a whole, the
exportdouiput ratio remained almost constant: 14.5% in 1993
and 14,9% in (995,

However its actions may be interpreted, the fact
is that the existence of a customs policy committee
made up of representatives of government and of the
private sector (including representatives of agricul-
ture, industry and trade} played an important part be-
cause it promoted transparency and joint definition of
criteria for changes in the tariff saucture.s

This mechanism disappeared in 199G (its ab-
sence is therefore one of the special features of the
period studied), and the definition of tariff rates be-
came the responsibility of a sectoral ministry (the
Ministry of Industry) and the Ministry of Finance.

It may be noted in this respect that the back of
such a policy-making instrument may involve costs.
For example, if we analyse the rate of import duty on
some specific products over a period of time we note
that its evolution during the period in question does
not display the stability recommended by protection
theory as an important element for defining expecta-
tions and, ultimately, facilitating the action of the
economic agents. Table 7 illustrates several such cases.

Protection theory suggests that the expectations
of the economic agents —both producers and consum-
ers— are influenced by their hope of deriving benefits
from a given tariff structure. The more homogeneous
that structure is, the fewer skews there will be in
terms of added value,' and hence the fewer distor-

15 For a description of the features, procedures and actions in-
volved and some of the results obtained, see Baumann and
Morais (1938} and Baumann (1993).

16 For an analysis of the levels of effective protection in recent
times in Brazil, see Kume (1996).
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TABLE §
Brazil: Examples of varlations in tariff rates for selected products
Product Evolution of import duty (percentage levels)
29.26.90.02.00 Adiponitrile
711994 9/1994 1211994 5/199% 1141995 211996 41996 8/1995
15 14 2 4 8 10 2 12
34.01.19.03.00 Industrial soap
/1994 1/1995 571995 1111995 2/19%6 411996 8/1996
10 i 4 1 & 2 18
54.02.49.02.01 Acrylic dyes
711954 9/1994 1141994 471995 5/1995 211996 4/1996 871996
20 16 2 Q [ 10 6 . 16
54.02.49.04.01 Polypropylene dyes
711954 9/1994 1141994 4/1995 571995 2/1996 411996 8/1996
20 16 2 Q & 10 6 16
84.22.40.99.00 Goads packaging machines
T994 11/1994 1/1995 6/1995 71995 1/1996
20 0 19 0 19 18
85.17.10.99.00 Telephone apparatus
71994 141995 311995 5/199s 1419956 41996
30 19 70 63 56 30
87.03 Passenger cars .
1994 9/1994 1/1995 2/1995 171996 4/1994
35 20 32 70 62 T0

Source: Prepared by the authors on the basis of primary data.

tions will be caused in resource allocation. Further-
more, the more stable this structure is over time, the
longer will be the planning horizon of the agents and
the greater the efficiency of resource allocation.
Long-term projects need stable rules.

However, the data in table 7 show that for
some products (in a ten-digit classification) the
period between July 1994 and September 1996 was
one of instability, with marked fluctuations in the
rates of import duty. There is no set rule for know-
ing what the time interval between tariff changes
should be, but it seems reasonable to assume that
producers (and consumers) of a product which un-
dergoes six or more changes in its rate of duty over
a period of 27 months must have some difficuity in
programming their activities with any degree of pre-
ciston, especially when those variatiens are both
upward and downward and are of considerable
magnitude. Table 8 shows some examples of

products where these fluctvations were quite
marked and where the process of fixing import
duties did not follow. any clear line, whether in terms
of establishing greater trade openness or creating a
more autarkic system, Nor is there any clear sectoral
rationale. Producers in such widely different sectors
as the manufacture of ¢leaning products, machinery,
yarns and automobiles all suffered marked variations
without any apparent direction: fluctuations which
amounted in some cases to as much ag nineteen
percentage points in one or the other direction
within a period of six months,

The most likely explanation of this is that import
policy pursued multiple objectives which were not
always compatible with each other, such as giving
broader access to impotted goods and contributing to
the price stabilization programme while —in some
cases— reducing the costs of domestic producers of
those goods.
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Summary and final remarks

In this article we have sought to analyse the evolu-
tion of import tariffs in the first two years of applica-
tion of the Planc Real (July 1994 to September
1996), by examining the whole structure of tariff
rates. The period studied coincided with a marked
intensification of the process of greater trade open-
ness of the Brazilian economy, which began in 1988
and was stepped up as from 1990 with the definition
of a downward movement of tariff rates.

In this period there was a process of trade liber-
alization —reflected in the average level of tariffs and
the degree of dispersion of their structure— which
reached its peak in the first quarter of 1995, After
that, there were various increases in tariff rates, dif-
ferentiated by sectors, which led to greater dispersion
of the tariff structure. At the same time, these events
suggest that the average level of nominal import du-
ties remained relatively constant since the second
quarter of 1995, so that the behaviour of the total
value of imports was determined by other elements.

This process affected practically 90% of the
Brazilian import list and took place in stages which
were associated with a process of openness in the
broad sense, the partial advance application of the
Mercosur Common External Tariff structure, and the
adoption of lists of exceptions.

Analysis of the process by sectors of production
reveals (if we leave aside the particular cases of pe-
troleam and automobiles, which received differential
treatment and had significant weight in imports as a
whole) that there was a direct relation between the
nominal tatiff rate and the value of imports for each
product {which indicates 2 concern for specific sec-
tors of production) and that there were marked vari-
ations during the period studied. Furthermore, the
fact that in the case of some sectors the weighted rate
(weighted by the value of imports) was below the
simple average rate for a number of months indicates
that there is room for reviewing the tariff levels in
SOmE Cases.

These observations give grounds for some re-
flections on the design of import policy. In principle,
this design should reflect a clear target function for

the economic agents so that investment decisions
may be based on the largest possible amount of tnfor-
mation. This clarity stems not only from the identifi-
cation of purposes but also from the manner of
achieving the objectives. The Braziliah experience is
unique and valuable in the sense that there wasia
collegiate body for this task. There are pros and cons
with regard to this manner of operation, as a decision
on goods mannfactured by only a few domestic pro-
ducers may not be efficient if it is not based on ample
information,

Moreover, protection should not be an aim in
itself, nor should it be maintained without taking ac-
count of its alteration of the basic economic relations.
In other words, there should be some degree of flexi-
bility for making adjustments, either by using a prac-
tice which is common in other countries (the
application of non-tariff mechanisms) or by making
corresponding changes in the exchange rate.”” How-
ever, fluctuations in nominal tariff rates which exceed
a certain level in a relatively short space of time are
certainly not desirable, because taniffs represent only
one of the price signalz (aleng with the exchange rate
and other factors) which are important for the agents
concerned, and the direction of variation is not al-
ways immediately identified. Thearetically, the ideal
is indeed a single, uniform rate maintained in time,
but this is not always feasible. One possibility that
might be explored is the definition of possible mar-
gins of variation for given periods of time, as a way
of reducing the excessive instability which marked
the perjod studied.

{Original: Portuguese)

17 This method was typical of Brazilian practice in the 1970s and
1980z, but its use should be viewed with caution in the light of
the growing importance of external financial flows for the Bra-
zilian economy and —in the period in question- the whele ra-
tionale of the stabilization process, which requires a relatively
low and constant exchange rate.
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ANNEX 1
Methodology used

The aim of the study was to describe the policy followed in defining the rates of import duties in Brazil during the
period from July 1994 to September 1996 and analyse the resulting structures. It was therefore necessary to work with the
universe of products in the Brazilian Nomenclatre of Goods, Harmonized System (13,428 products in the 10-digit classifi-
cation) and examine all the documents published in the Official Gazette which involved changes in those rates.

The second step was to organize and harmonize the information on import duty rates according to the data of the
Brazilian customs tariff {products classified at the 10-digit level under the Harmonized System) and the Common External
Tariff (8-digit classification of the common Mercosur nomenclature), This process was carried ocut on the basis of the
common, root for each product (6-digit classification), using the compatibility scheme prepared for the Common External
Tariff and published in customs reference works.

The third stage in the work was to determine the rates applicable to each product in July 1994 and then tabulate, for-each -
succeeding month, the changes made through resolutions or decrees. Of the 13,428 products, 11,183 underwent some type of
change in the applicable rate and 939 underwent three or more changes in the period.

On the basis of this information, vectors of the rates applicable in each month to each product were then constructed.

In order to facilitate the analysis, the monthly data were grouped in quarters. The basic criterion used for this grouping
was the assumption that the representative rate for each quarter was the rate which was in foree for the longest period of time,
On the basis of this assumption, we then calculated what we have called the “‘simple rate”, which is actually the average of
the rates applicable to cach product, weighted by the period of applicability of the rates in each quarter.

This estimate enabled us to identify the sectors most sirongly affected and the number of cases of increases or
reductions in rates, and alse o calculate the generic descriptive statistics: the mean, mode and standard deviation of the rates.

However, the evaluation of a tani{f structure also requires that the estimated representative rate should reflect the relative
importance of the various products in terms of their share of the total value of imports. A structure in which the tariffs are
weighted by the value of imports of each product has more economic significance than a vector of simple nominal rates.

This raises the problem of defining an import structure which can be used as a reference for the weighting process. In
the period studied a marked influence was exerted by the income-effects and price-effects deriving from the process of
stabilization of domestic prices, as well as the effect exerted on demand by the process of greater external trade openness.
Conseguently, the composition of Brazilian imports in 1994 and 995 was very different from the structure in previous years,

In order t¢ overcome this problem, we considered three aliernative weighting structures:

i) a8 & structure “representative” of the period immediately before the adoption of the Plano Real we used the i;i\pmt_
structure observed in 1990-1993 (average import values for each product);

ii} as a reference value for testing substantive changes in import structure, we used the 1995 import structure;

iii) we assumed that a) changes in tariff rates have helped to change import values and also, because of the effect of this
on certain products, that b) variations in the valve imported affect decisions to change the levels of import duties. We also
assumed (in a consciously arbitrary manner) that ¢) these effects took place with a lag of not more than one quarter. This
gave rise to a third weighting criterion, in which the rates for a given quarter are weighted by the cuurent value of imports in
that quarter.

Special care was taken in the tabulation of the data for the fourth quarter of 1984, which is considered by various
analysts to be the period of greatest intensification of the trade openness process. As we had a very detailed Imowledge of
the whole regulation process, it was possible to follow up closely, among other things, the effective relation between the
Brazilian tariff structure and the Common External Tariff, leading us to make some reservations with regard to some
conclusions frequently found in studies of this peried.

The data on import duty rates were compiled from an analysis of the resolutions and decrees published in the Official
Gazette of the Union during the period studied, as well as the foreign trade legislation published in customs reference works,

The data on the monthly value of imports of each product were ebtained directly from the primary processing carried
out by the Ministry of Federal Revenues, which enabled vs to calculate the weighted rates (weighted by value and by period
of applicability) and 1o group the data by chapters (two digits of the Harmonized System) and by sub-periods.
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ANNEX 2

Brazil: Nominal percentage Imporl duty rates for selected ssctors, 16901996

Period  Chap,11 Chap.27 Chap.28 Chap.29 Cbap.39 Chap.d8 Chap.54 Chap.55 Chap.72 Chap.73 Chap 84 Chap 85 Chap.87 Chap.S0

1990 2875 500 1355 2421 3226 2631
1991 15 148 T 171 B9 15
1992 1208 053 7.07 1569 2186 1204
1993 990 057 510 1303 1628 1049
1994 248 041 452 1230 1474 1048
1995 1040 995 549 825 1335 120
1996

(jan./sep) 10.50 834 562 827 1385 12N
199411 1000 7.4 435 941 1403 9.50
19941V 1000 665 366 413 1228 9.50
19951 1038 995 544 823 1324 1273
199518 1038 995 546 826 1335 1202
19951 1038 996 548 827 1352 1187
19951V 10.38 996 3.57 826 1346 1167
1996 L 1050 832 5.60 827 1385 1246
199511 1050 8.35 560 827 1385 1246
199610 1050 8.35 5.65 8.27 1385 1321

25.53
24,37
21.17
21.21
18.06
12.30

16.46

16.37
940
.13

10.76

15.04

16.26

16.42

16.34

16.62

30,00 2199 2695 3656 3889 6357 2997
000 1643 2273 2890 319 4872 2563
2500 1398 1878 2472 2084 4063 2124
2426 1109 1729 2029 2211 3218 1934
1907 1020 1335 1937 1901 2139 1777
1452 1006 1486 1798 2200 3472 {610
1781 1005 1497 1685 1936 3765 1559
18.06 1022 1278 1937 1834 2499 1745
1255 954 1204 1924 17.80 1993 1677
1038 1066 1492 1763 187 2652 1628
1335 595 1480 1834 2352 3749 1628
16.59 968 1484 1797 2290 3744 1610
17.57 Q95 1487 1797 21290 3744 1574
1781 1004 1497 1729 2178 3425 1547
17.31 1004 1457 1680 1816 3905 1567
1781 1005 1497 1678 1813 3964 1564

Source: Tabulation of primary data {ses 1en8).

Chap. 11 - Milling industry products; Chap. 27 - Mineral fuels and minetal oils; Chap. 28 - Inorganic chemical prexiucts; Chap. 29 - Organic
chemical products; Chap. 39 -Plastics and products thereof; Chap. 48 - Paper and paperboard; Chap. 54 - Synihetic or artificial filaments;
Chap. 55 - Synthetic or artificial fibres; Chap. 72 - Cast iton, iron and steel; Chap. 73 - Cast iron, iron or steel, worked; Chap. 84 - Machin-
ery and mechanical equipment; Chap. 85 - Electrical equipment and components; Chap. 87 - Molor vehicles and other land transport

equipment; Chap. 90 -Optical instruments and equipment,
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