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FOREWORD 1/

This study forms part of an analysis of the experience of those
countries which have made most progress in respect of a development
policy for exports of manufactures. Its basic object is to transmit
this experience to other countries of the region that request the
Economic Commission for Latin America (Comisién Econdmica para
América Latina - CEPAL) for advisory assistance in the designing and
formulation of policies or strategies of this kindeg/ At the same
time, it is intended 25 a contribution to the elucidation of the
problems involved through comparison of the experiences of developing,
countries in different regions, at a meeting to be held under the
joint smonsorship of CEPAL and the International Bank for Réconstruaction
and Development (IBRD).3/

Of course, the analysis also makes some attempt to meet the
present requirements of the Brazilian economy in this field, as a
supplement to the vast stock of experience built up by the government
Planning and decision-making agencies and their intensive thinking
around events and policies, which is reflected in many publications.
Thus, the development of a common knowledge of the problems will
facilitate co-operation at a time when the difficulties of the
international situation are setting up formidable obstacles to the
continuance of the exceptional growth rate attained by Latin America's
exports of manufactures during the early 1970s. These exports are
already playing an important - and it might be said an irreversibly
important - part in the provision of current foreign exchange income

and in raising the level of internal economic activity, so that the

1/ Provisional text for comment, subject to changes of substance
and styvle.

2/  CEPAL/UNDP Project 3LA/?3/053: Export Develﬁpment Programme.
3/ Santiago, Chile, 5-7 November 1976,
/complexity of



complexity of development and industrialization policy is increasing,
and it is becoming clear that industrialization policies which place
the emphasis alternately on import substitution and export promotion
are inappropriate. At this more advanced stage of the industrial
development of the Latin American countries, mutual knowledge of
problems and exchange of experience will undoubtedly facilitate a
harmonization of policies whereby a better contribution can be made
to external equilibriun, to the determination of the degree of
openness advisable for each national economy and to the dynamization
of regional co-operation procedures. :

The analysis is based on the research carried out by the

Instituto de Planeiamento Econdmico e Social (IPEA), including some

[

studies prepared in collaboration with CEPAL. No attempt has been
made to up-date it in the sense of covering the same ground with more
recent information, since the effort required would be out of all
proportion to the new results obtained. Only in relation to the basic
objective has there been some re—exémination of aspects of the subject
with which the Brazilian experts are abundantly familiar, but which are
essential to a full understanding of the patterns followed by the
successful expansion of exports of manufactures during the past

ten years. ' |

The first step, thén, must be to break down export values in
order to analyse the differential behaviour of the various types of
products: the concentration or diversification of exports by products,
geographical destination and sectoral origin; their significance in
relation to industrial cutput; the participation of the various types
of enterprise; and the relative importance of exports of manufactures
in external accounts and international trade. All this is the subject~
matter of the first chapter entitled "The'‘development of exports'.:

A second chapter analyses the forms taken by the "Promeotion of
exports of manufactures"; It outlines the general features'bf»eCOnomfc
policy during the past decade (1964-197%), and then goes on to descrlbe
and analyse the development of industrial export pOllcy through the

instruments used and their effects.

Four annexes comprise a detailed list of main sources, a note on
the concept of "manufactured product™ and another on the group of
principal exporter enterprises, and 25 tables presenting the data used.

/1. DEVELOPMENT



I. DEVELCPMENT OF EXPORTS

1. Export expansion Ly

{(a) General observations

In 1974 the value of Brazil's total exports in current prices
amounted to 8,000 m11110n dollars, or nearly six times more than in
1964, having increased at annual rates of 10 per cent during the
period 1964-1969 and 28 per cent in the following quinquennium.
Although high rates have been maintained, basically as a result of
riging prices, the exceptionally dynamlc movements recorded in the
years 1972 and 1973 have slackened gilice 1974.

A major factor in so noteworthy an expansion was constituted by -
t@e radical changes that took place in the structure of exports, of
which maﬁufactures 2/ came to repreéent a steadily increasing
proﬁortion, although it was still primary commodities that made the
Bigéest'contributiOn to their growth. Thus, external sales of
manufactures attained the respectable sum of 2,300 million dollars
(see table 1).

(b) The effect of prices

The price index of total exﬁorts doubled in the course of the
decade 1964-1974. 1In other words, during that period exports almost
trebled in real terms.

Even more enlightening are the indexes broken down by category
of goods for the period in which export development policy assumed a
more organic form; i.e., taking 1968 as a benchmark, since towards the
end of that year the policy of minidevaluations of the cruzgiro was
introduced, and in 1969 a carefully-constructed set of tax and financial

incentives began to be applied in geood earmnest.

See Annex C, tables C-1 to C~4, in the Spanish text.

L/

5/ See the appended note setting forth the criteria adopted in the
present study for the purpose of defining the concept of
"manufactured product? {Annex B).

/Table 1
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Table 1

BRAZIL: IZPORT STRUCTURE AMD TRENDS, 196U-1974

1969/1964 1974/1969
. Contri- . Contris
Arnnual . Annual
1964 1969 1974 rato bution rate bution
. to to -
of ) of
grovth growth
grovth rate growth rate
Exports
Millions of dollars FCB 1 429,83 2 311.2 7 951.0
Percentage : , 10040 10040 10040 10.1 10040 28,0 1000
+ Primary commodities (percentage) 8541 iyl 60a4 8.0 633 21.7 5346
-~ Graen coffee {pevcuntage) 53.1 552 1049
+ Semimanufacturos’ (pevcentage) 8.0 5.1 3.0 1249 1049 M6 71
+ Yanufactures (peroantege) ' Ge3 1243 2942 2640 2308 5242 35f2
+ Others {persentages) 7 De3 0s9 244 3346 240 575 - 1.1

Sourse: CACEX, Relatlrio Anual, several years (see Annex € in Spanish bert, tables C-3 and Clf)e

/In the



In the first place, primary commodities whose prices showed
significant improvements at some time or other during the period .-
reversed the trend extending from the quinquennium-l96#-1969a These
commodities, together with increasingly large volumes of exports of
iron ore - at prices which took a definite turn for the better only
as from 1973 - safeguarded a rising income level which had been
jeopardized by the steady deteriorgtion‘of the coffee position in-
both relative and absclute terfms.

Semi-manufactures, in their turn, maintained their share in export
earnings by virtue of price increases from 1973 onwards, for while at
first they followed an upward trend, like manufactures, though at a
more moderate-pace, sales of these products dropped, along with those
of primary commodities, in 1971, and after a brief recovery, their
volume significantly contracted in 1974 and 1975.

In contrast, manufactures, which played an outstanding role in
the provigion of foreign exchange and in the diversification of the
pattern of exports, kept up a high annual growth rate in terms of
sales volumes (almost 30 per cent between 1968 and 1975), but at price
levels which rose at a lower annual fate, than those of primary
commodities (9 per cent as against 13 per cent) or those of the
deﬁeloped couhtfiés"ekporté of manufactures (10 per cént). Even so,
their prices cllmbed steadlly, w1thout the fluctuations typical of

prlmary commodltles°

(e) .Dlver51f1cat10n

- At the level of the major aggregates of the classification
prepared by the United Nations Conference on Trade and Development
{(UNCTAD) - primary commodities, semi-manufactures and manufactures = .
the diversification of fhe-structure of exports is remarkable, the
participation of semi-manufactures remaining fairly .constant and. the
importancg of manufactures increasing at the expense of commodities. :

Among the latter, coffee's loss of Ppreponderance is -worthy of note.

veg ot ie. . /However, primary.:



However, primary commodities still kept in line with the dynamic
behaviour pattern of exports, although their contribution to the rate
of expansion declined. External sales of semi-manufactures, which
during the quinquennium 1964-1969 expanded faster than total exports,
continued to increase over the next five years, but at a lower rate
than total exports, so that they too reduced their participation in ,
the overall dynamic trend. On the other hand, manufactures maintained .
rising rates of expansion throughout the.decade, thus greatly
enlarging their share in the aggregate growth rate of exports.

Accordingly, it would seem that the success achieved by Brazilian ;

exports in the decade 1964-1974 was based not only on the prior

existence of a broad and diversified structure of industrial production
which made it possible to implement = promotion policy for exports of
manufactures, but also on certain changes in the pattern of
agricultural production, since this sector was prompt to meet the

demands of an expanding external market.

2. Principal products §/

The structure of exports at the product level continued to show an
extremely high degree of concentration. During 1974, out of
3,665 eight-digit items in the Brazilian Trade Nomenclature for which
exports were recorded, 52 alone accounted for 75 per cent of the total
value of external sales. In 1968, however, a similar percentage.of
total exports had been represented by only 12 products, and duriﬁg
recent years manufactures and semi-manufactures have defini%eiy jbined
the group of major export items. A breakdown of this principal group
indicates that a significant diversification of the products exported
has taken place.

Notable as is the broadening and diversification of the universe
of products contributing three-fourths of Brazil's exports, no less -
striking are the maintenance of extreme concentration on primary

commodities and the highly diversified development of exports of

é/ See Annex C in the Spanish text, table C-5 and the explanatory
note thereto.

/manufactures. Almost
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manufactures. Almost all the 52 products that provided 75 per cent

of exports in 1974 were closely linked to primafy agricultural and
extractivq production. Only three of them fell under tﬁe head of
transppft equiﬁment, two under that of electrical equipment and one
under that of statistical maghines,'while three were préducts of the
iron and steel industry. That is, Oniy nine came from the more modern
and dynamic industrial activities, accountlng for 3.4 per cent of
total exports. Moreover, exports of primary commodities are included
almost in their entirety'(95 per cent) in this group of principal
products, as are 71 per cent of semi-manufaétures and 74 per cent of
manufactures; so that the remaining 3,613 items in the Brazilian Trade
Nomenclature (the largest representlng 20°, mllllon dollars and the
smallest 9 dollars) would seem to be an approxxmate indicator of the
extreme diversity of industrial products exported.z/ -

-In 1968,'green coffee, although the proportions it represented
were decreasing, was still indisputably in the lead with 41 per cent
of total exports, while the other 11 products accounted only for the
remaining 34 per cenf under consideration. The two semi-manufactures
included ~ sawn pinewood and cocoa butter -.were traditional export
items linked to equally traditional agricultural activities. Similarly,
the one and oniy manufacture - soluble coffee - was a traditional
agricultural product processed by manufacturlng 1ndustry, but only
very receuntly 1ncorporated 1nto the export patternu

’Durlng the next few years, to thls 75 per cent of Brazil's exports
were added & few:primary commodities - t:aditidhal,'more'récently
int;oduced, or rather more highly processed -; semi-manufactures and
manufactures based oh'the fransformation of natural resourcek and
traditional agrlcultural products; and, malnly 1n 1974, manufactires

from what are termed the dynamlc industries.

7/ It has of course been taken into account that thanks to the .
characteristics of the products themselves and of their production
processes, and to statistical requlrements, the nomenclatures in
common use in 1nternat10na1 trade need few items for prxmary
commodities and even for some seml-manufactures, -

B
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3. Destination of exports 8/

{(a) Diversification of markets

The decadefl964;l974 witnessed an appreciable diversification of
the geographicél destination of Brazil's growing exports, the opening-
up of new ﬁatiOnal markets and the restructuration of sales to the
countries members of the Latin American Free Trade Association (LAFTA).

. The first symptom of this diversification of markets is the marked
decrease in the relative importance of sales to the United States, as
against a small increase in that of exports té Western Europengf The
countries of Eastern Eﬁrope, with which Brazil's trade balances are
positive, also reduced their participation in its external sales. The
markets of Japan and of the African countries, for their part, galned
ground, concurrently with the adoption of a deliberate course of
diplomatic and commercial action; in conjunction, they corresponded
to 58 per cent of the Argentine market in 1964, whereas by 1974 they
slightly outweighted the LAFTA marketo‘ The countries of Asia and the
Middle East, with Australia-and New Zealand, in the aggregate, stepped
up their imports from Braéil at rapid rates. W1th1n the American
continent, Canada's share contracted a little in relation to 1964
whereas that of the Central American and Caribbean countries increased
at the highest rates of all. .

Throughout the decade Brazil's sales to the LAFTA countries kept
up growth rates slightly higher than those of total exports. But
this expansion of its exports to eacﬁ and all of its associates in
LAFTA coincided with a significant restructuration of markets during
the quinquennium 1969-1974. 1In the course of this perlod, the value
of Brazil's exports to its 1ead1ng buyer nearly doubled, but the
proportion of sales to LAFTA that thpy represented dropped from
67 per cent to 33 per cent. The national market in the area that was

§/ See Annex C in the Spanish text, tables C-6 to C-12.

9/ Western Burope includes all the European countries members of the
Organization for Economic Co-operatlon and Development (OQECD)
rlus Yugoslavia.

/second in
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second in importance in 1964 had become the seventh by 1974. With the
exception of these two countries -~ Argentina and Uruguay - and exluding
also that of least relative significance - Ecuador -, all the LAFTA

members increased their purchases from Brazil at significantly high

" annual rates: between 31 per cent and 84 per cent, as against an annual

growth rate of total_expofts of 28 per cent during 1969-1974. This

restructuration of buyer markets was reflected in the enhanced importance

of the couhtries‘of the Andean Group, which in the aggregate absorbed
nearly 40 per cent of Brazil's salés to LAFTA. Al
This diversification, however, did little to solve the prob;em of
bilateral disequilibria with the developed countries, aggravated as it
was iﬁ_1974 to a worse degree than could be ascribed to transactions

with the petroleum-producing countries.lQ/

{b) ZExnort structure by markets

The differences in the dynamic trends of exports‘of primary
cémmodities, semi-manufactures and manufactures described above are
reproduced in relation to the various markets of destination. Exports
of primary commodities were channelled mainly towards the developed
couﬁfriés, especially fhose of Western Europe. The same wés true of
semi-manufactures, although LAFTA's relative importance as a market
perceptibly increased and thét 6f the'United'Stafes iiproved,
Manufactures, on the other hand, were exported prlmarlly to tﬁe Unlted
States, the members of LAFTA and the countrles of Western Europe.

As regards the structure of Brazilian exports by primary
commodities (60 per cent), semi-manufactures (8 per cent) and
manufactures (29 per cent), the bias in favour of the first group was
strongest in those cdnéigned to Western and Bastern Europe, Africa and
Japan, and somewhat less so in the case of the United States market,

while the emphasis was definitely reversed in respect of sales to 1AFTA,

3

10/ Dercio Garcia Nunhoz, "Desequlllbrloa bllaterals, origen dos
problemas externos", in Coyuntura EconOmica, Vol. 29, N2 12,
December 1975, Fundagao Gethlio Vargas, Rio de Janeiro, Brazil..

/Canada and
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Canada and the Central American and Caribbean countries (primary
commodities 2% per cent, semi~manufaciures 9 per cent;‘and manufactures
66 Qér cent). |

" During 1974 the lion's share of exports (68 per cent) was shipped
to the countries of Western Eurdpe, the United States and Japan, which
purchased 7?4 per cent of the'priméry commodities and semi-manufactures
and 57 per cent of the manufactures exported by Brazil, so that the
resulting structure leaned mﬁre towards the products subject to less
processing (65 per cent primary commodities, 9 per cent semi-
manufactures and 25 per ceht manufactures).

- As stated aBove, exports to LAFTA increased at a moderate rate,
thus maintaining their relative importance, but within the framework
of a drastic restructuration of markets. In any case, the foremosf .
among the national markets was still Argentina's, both at the overall
level and at that of primary commodities (55 per cent), semi-
manufactures (68 per cent) and manufactures (19 per cent). The leading
markets for primary commodities (95 per cent) were the temperate-climate
countries - Argentina, Chile and Uruguay - and Venezuela; while
Argentina, Venezuela and Uruguay were the markets of destination for
90 per cent of Brazil's exports of semi-manufactures. In contrast,
the market for manufactures was more evenly spread over the ten
ten countries. -The countries signatories to the Andean Sub-Regional
Agreement, which acquired z gignificance exceeding that of the
Argentine market, absorbed about one-half of the manufactures exported
by Brazil, one-fifth of the semi-manufactures and 30 per cent of the
primary commodities. _

- The three temperate-climate countries together accounted for
one-half of Brazil's exports to LAFTA, with a structure by type of
product essentially different from that of total sales to the Areaul
Argentina's purchases were very evenly distributed among primary
commodities, semi-manufactures and manufactures, whereas those of
Chile and Uruguay showed a littlefmdré biag towards m;nufactures
(slightly under 50 per cent).: Veneduéla's were distributed similarly
to those of the Area as a whole, almost two-thirds being represented

/by manufactures.
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"by manufactures. In the case of the other six countries, manufactures

constituted proportions fluctuating around 90 per cent of their total
purchases from Brazil.

These variations to some extent.correspond to the differences
between the eleven LAFTA members as regards their degrees of
development and the natural resources at their disposal. Similarly,
the declining preponderance of Argentina and Uruguay was clearly a
logical consequence of trade expansion, since these two countries had
kept up a brisk trade with Brazil, by reason of the complementarity of
their traditional agricultural production and the relative ease of

communication between their ports. It must be noted, however, that

the impact of the above-mentioned restructuration of markets was felt

most strongly by manufactures, which showed growth rates substantially
higher than those of total exports, especially those consigned to the
six countries importing almost exclusively manufactures from Brazil:

Paraguay and the members of the Andean Group, with the exception of
Chile.

(¢) Export structure of manufactures by markets

Table 2 shows the structure of Brazilian exports of industrialized
products by their four main markets of destination. Although a littlg
more than one-fourth of these goods are consigned to the countries of
Latin America, nearly 60 per cent are imported by the developed
countries. Another point to note is that sales to the developed world
consist primarily of goods produced by the traditional industries; in
contrast, Latin America purchases essentially intermediate and final
products of the dynamic industries.

An analysis of Brazil's exports of chemical and metallurgical
products, electrical and non-electrical machines and apparatus, and
transport equipment, reveals that the participation of the LAFTA
members and other Latin American countries considerably exceeds their
share in industrialized products as a whole, and their resulting
preponderance is very marked. Furthermore, these four groups of goods
account in the aggregate for 443.7 million dollars and represent
two-thirds of exports of industrialized prodﬁcts to LAFTA.

/Table 2
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Table 2 ‘
BRAZIL: EXPORTS O IXDUSTRIALIZED PRODUCTS TO UNITZD STATZS, LAFTA, EEC, AMND JAPANE{ 1974

;’::::: LAFTA . EEC Japan
Total value (millions of dollars gt current - S
prices, FOB) 818.5 580.4 723.2 118.1
Percentags reprasented by: . .
Procassed food produsts 22,5 1.5 29.0 . . 5e7
Footwear il.7 Oul 1.7 Lz
Wood industry 4,0 T 8.7 " 348
011s and yaxes - 946 % 2.l 72
Natural and synthetic textiles . 949 S 96 17.0 1242
Chemical and related products (processed) 5.8 25 S Loy . 1.8
Iron and cteel products - 52 1043 2.11. ‘ . R
Maschinery end epparatus and slectrical N L . ' 7 ‘
equlpment 17,7 28,2 3.8 2546
Transport eqﬁpment 24 o e 1640 . RS A . 045
Cthers 11.2 19.4 1042 33.8

Sourece: CACEX, Relatdrio anual, 1974, ppe SH = 57

a/ The term "Inductrlalized products” as used by CACEX covers both senimunufactures and manufactures. The
United States, LAPTA and EEG in the aggrogate absorb 75.2 per seut of total exports of these goodsp if
Japan ia added to the group, the proportion rises to 79+2 per cente ’

" /The structure
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The structure of Brazil's exports of chemical products, whose
main source is the traditional chemical industry, is very similar to
that of manufactures as a whole, although with a higher degree of
concentration in the LAFTA countries, the United States and Western
Euroﬁe. LAFTA takes the lead only when menthol - a traditional export
product - is exluded. Exports of metallurgical produdts consist
eséentially of rolled steel products and, in lesser proportions, tin
and tools. In this case the structure by destination shows that the
greatest importance attaches to the LAFTA market and the United States.
The preponderance of LAFTA is intensified in the case of electfical
and nbn«electridal machines and apparatus, while the relative
significance of the European market is reduced, whereas the United
States, Canada and Japan increase their share.ll/ With respect to
transport equipment, the Latin American market reasserts its
leadership, with Africa coming second. Such exports are almost entirely
products of the motor-vehicle industry, a fact which still more clearly
highlights the relative importance of industrial activities connected
with motor-vehicle production in the exports of the two last-named
manufacturing sectors.

In consequence of the growth of exports linked to motor-vehicle
production and to the restructuration of sales to LAFTA described above,
the countries of the Andean Group have become relatively more important

as a market than the other larger countries (see table 3).

11/ 1In this context the following points are worth noting:
(a) approximately one-half of this sector's exports to the United
States consists of radio sets for cars, and parts thereof; and
(b) significant figures are recorded for internal combustion
engines {Canada and Germany, in particular), parts thereof
(United States), and statistical machines (Japan and Australial.

The recent growth of such sales is probably closely linked to
intra-firm operations.

/Table 3



- 14

Table 3

BR4ZIL: EXPRTS TO LARTA OF FRODUCTS OF THE DYHAMIC INDUSTRIES, 1974

T~ __Sector of origin

- M
\\\\ Chemioal Meﬁ a.chi:ery Transport rotal
T - industry woriang & equirment

Market of destination T industry apparatus
L4PTA (millions of doliars) 48,5 9543 19143 108.6 Lh3.7
Argentina and Mexieo (peréentage) ) 5745 87.6 45,3 2343 39+6
Uruguey end Paraguay 13.1 A4 14,0 11.6 154k
Grupo Andine (percentagze) 29.4 38.0 Lo.7 65.1 4.0

Source: CACEX, Relatdrio Anual, 1974 (sse Ammex C in Spanish text, table C-10).

/{d) LAFTA

Wt
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(d) LAFTA and export expansion

During the decade 1964-1974, Brazil's exports to LAFTA countries
expanded slightly faster than those cdnsigned to extra-Area markets.
Imports from LAFTA, for their part, increased at a slightly lower rate
than total imports. In this way, and through a restructuration of
supplier markets less striking than in the case of exports, Brazil was
able to maintain gome sort of overall balance in its trade accounts
with the Area.

In consequence of the differences in the dynamism of the exports
of the eleven member countries, those of Brazil represented increasing
proportions of intra-Area sales. Even so, intra-Area exports are now
relatively less important for Brazil than for the other ten member
countries.

‘With reference to. the 21 Complementarity Agreements signed within
LAFTA between 1962 and 1975, Brazil participated in 18 of then,
basically with the two largest countries -~ Argentina and Mexico - and
to a lesser extent with the other two countries in the southern zone,
Uruguay and Chile. Thege agreements cover 1,634 products of the
dynamic industries: chemical products (5 agreements), office and
statistical machines (3), electrical machines, appliances and
apparatus (9), and photographic equipment (1)}. It should be noted,
however, that none of them relates to transport equipment, which is
exported primarily to the countries of the Andean Group, and for which
the highest growth rates are recorded.

Although all members of the Association make intensive use of the
LAFTA Payments System, Brazil appears to do so appreciably less than

other countries, relying rather on its own financing mechanisms.l2/

12/ See Sintesis~ALALC, N9 115, January-February 1976, Supplement N2 12,
Operations transacted under the LAFTA Payments System increased
from 480 million dollars in 1969 to 2,290 million in 1974. The
swing credit agreements signed between the Central Bank of Brazil
and those of other countries totalled 59 million dollars, with a
second line that may amount to 40 million more; while the Banks
of Argentina, Chile, Peru and Venezuela joined the system with
agreements which in the aggregate represent significantly higher
figures.

/JLAFTA's trade
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LAFTA's trade liberalization programme and complementarzty
agreements cannot be said to have been direct determlnants of the -

expansion of Brazil's intra-Area exporis, since concurrently with them

other procedures were adopted to facilitate trade. - Outstandiag among - -

these seem to have been bilateral agreements between countries members .-

of LAFTA, and the inter-enterprise agreements of a barter type
endorsed by governments. S

‘The institutional framework of LAFTA and its instruments to
promote trade would appear to have proved insufficient in the

circumstances for the full utilization of the existing potential.

Inside and outside this institutional framework, the role played by the -

subgidiaries of transnational cofporations operating in countries of
the region has probably been an important determinant of Brazil's
growing exports of manufactures to LAFTA. It should be noted that the
corporations in question virtually control the industrial sectors
covered by the complementarity agreements and those that are most

dynamic, such as the motor-vehicle industry.

{(e) The Generallzed System of Preferences .

The Generallzed System of Preferences (GSP) came 1nto force
during the second half of 1971, so that as from the following year its
influence should have made itself felt in.the behaﬁiour pattern of
Brazil's exports of ipdgstrialized pfoducts to the developed countries
that agreed to join the system.l3/ Apart from the quantitative and,
time limitations applied, the complexity of the scheme sufficed to

prevent it from achieving such important initial resulis as UNCTAD's

original proposal might have bheen expected to_yield by 1974. The degree

13/ The six founder members of the European Economic'Commuﬁity'(EEC),.
Japan and Norway brought the scheme into force during the second

half of 1971; :Denmark, Finland, Ireland, New.Zealand, Sweden,
the United Kingdom, Switzerland and Austria did so ih the early

months of 1972. Denmark, Ireland and the United Kingdom replaced

their systems by that of the EEC in January 1974 - the same date
at which Canada brought its own into fcorce. ‘The United States'
scheme has Justcome into operatlon as from 1976.

/of dynamzsm
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of dynamism of exports of manufactures from the developing countries
would seem to reveal the inadequacy of the preferences granted, both
quantitatively and as regards the ways in which the scheme is being
implemented. | ' ' ~ .

The information available is not up-to-date enough to be very
satisfactory, but it provides some indications of how little the GSP
has meant for Brazil's exports of manufactures, although the country
appéars to have made intensive use of the EEC.préferences; Btudiesi‘
begun by CEPAL show that up to 1973: (i) EEC's imports from Brazil
uhder the GSP scheme increased at a considerably lower rate than
Brazilian exports of manﬁféctures to thefcommunity; (ii) EEC imports
from Brazil comprlslng sensitive and sem1 -sensitive products not ‘
benefltlng under the scheme - i.e., exceedlng the stipulated quota -
grew exceptionally fast; and (iii) if the latter imports were added to
those covered by the scheme, the annual rate of expansion of the
resulting total would be similar to that of Brazil's exports of
industrial products to the Community. It would seem, therefore,
that increased access to the EEC market was based more on Brazil's
competitive effort than on the: GSP.1lk/

In the case of Japan, exports of iﬁdustrializéd products were

-less 31gn1f1cant, although their growth rate was hlgh. It.would seem

that here again the GSP had little 1nfluence on the development of
Brazil's exports of manufactures, especially in view of the action
taken in the diplomatic and commercial fields with the aim of stepping

up economic relations between Bragzil and Japan.

14/ In this context, a more detailed analysis should be made of
the 1list of non-sensitive products that are really imported,
since it would include significant operations between
subsidiaries of transnational corporations.

/4. Sectoral
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4, BSectoral origin of exports-15/

(a) General 'observations

As can be‘seen from table 4, exports of industrialized
products 16/ come mainly from what might be termed traditional
industries processing agricultural raw matefials.'.More thgp half
consist of food products, footwear, wood products, oils and textilés;?
while in addition most of the exports of the chemical industry are
assimilable to this category. Nevertheless, anofher feature that
should be noted is the increase in the participéfion of the machinery
and apparatus and transport equlpment 1ndustrles, with exports closely
linked to the productlon of maotor vehlcles, electrical apparatus and
office machines, and, generglly speaking, with a manifest predominance

¢of parts or components ovef final preoducts.

15/  See Annex C in the Spanish text, table C-13." For a satisfactory

analysis of export trends by sector of origip, the data for the
. numerous (8-digit) items in the Brazilian Trade Nomenclature

would have had to be brought into line with the Standard
International Trade Classification (SITC), Rev. 2. The resources
to hand made it materially impossible to tackle such a task.
Nor was there any similar classification available, with the
exception of those published by IPEA in its Relatorio de Pesguisa,
No. 14 (p. 125) and No. 22 {p. 94%), which, however, only go up to
1972 and are not homogeneous in the concept of manufactured
product adopted. Thus, in dealing with the subject recourse was
had to various arrangements of the information prepared by CACEX
‘and presented in its Relatorio Anual, as well as to the material
contained in several IPEA studies published in its Relatorio de
Pesquisa. Use was also made of a study by CEPAL's Industrial
Development Division entitled "Las exportaciones de manufacturas
en América Latina: Informaciones estadisticas y algunas consi-
deraciones generales" (E/CEPAL/L.128), 22 January 1976.

16/ The term “industrialized product", as applied by the Carteira
de Comercio Exterior (CACEX), comprises both seml—manufactures
and manufactures.

/Table &
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Table U

BRAZIL: EXPORTS OF INDUSTRIALIZED FRODUCTS BY SECTOR F (RIGIN, 1973 AXD 1974

(iiillions of dollars at eurrent prices, FOB)

1973 o <1974
Value Percentage Value Porcentage

Industrilized products a/ 19415 © 100.0 2 955.2 100.0
Food products b/ 352.0 181 5l 3 - 18.4
Footwear of 93.5 4.8 12043 Y1
Wood d/ | 203.2 10.7 222,7 75
0ils and wxes of 213.5 1140 27246 9.2
Naturel and synthetic textiles £/ 309.1 15.9 Lol,3 1%
Chemical products g/ ‘ ' o 7849 k.1 151.9 5al
Iron and steel products h/ ' s 118.3 : " Gal 165.2 546
Eleotrical and non-slectrical machinery

end epparatus i/ . : . 211.8 1049 hsh.6 154
Transport equipment j/ - - . 912 L7 , 151.4 6a5
Others k/. . - - _ 26541 1347 408.0 13,8

Source: CACE!, Rolatério Anual, 1374, pe 41 (see Annex € in Spanish text, table C-13)a

_/ Semimanufactures end manufacturess -

b/ Soluble coffee (21 per cent), cocoa butter and oil (18 per cent), praserved meat ard meat extracts {29 per
cent), refined sugar (11 per sent), contentrated orange juice (11 per cent) and others {10 per cent)..

2/ 24 miilion pairs in 1974. Durinz 1965 these exports totalled 165 million dollarss

4/ Sawnwood (60 per eent), pulp {16 per cent), vensers {10 per sent) and furmiture and others (14 per cent).

8/ Castor o1l (49 per cent), essentlal oils, babassu and ground-nut oils and carpauba wax (48 per cent)e

£/ Yarns, textlilos and made-up te:xtile articles of cotton (6B per cent), or of synthetic and nmn-made fibres
{18 par ceat}, silk and woollen yarns {4 per cent} and sisal cord nnd rope (8 per cent).

g/ Menthol (31 per cent).

b/ Iron alloys end cast-iren (50 per cent}, common steel non»fla:l: rollied products (18 per cent), stesl for
rolling (8 per cent), plates (6 per cent), stael elloys (4 per cent).

1/ Internal combustion engines for uotor-vehicles (9.per cent), typewriters {5 per cent), saloulating-machines,
cash reglstersy etoe, and parts thereof (7 per cent) p computer - equipnen.. and parts thereof (9 per cent) ’
radio sets (18 per cent), electronic valves (4 per cent)s electric self-starter for notor-vehicles, electrio
izo0lators, condensers, and other electrical appliances (5 per cef‘;‘t), telephonic apparatus (2 per cent),
electric generators, moters cid transformers (2 per qent) » household sswing-machines (3 per cent}y earthe
moving machinery (2 per cent), hoists and winches (2 per cent), mmchineetools (3 per cent), refrigerating
equipment (2 per cent ) » pumps and motor pumps for liquids (1 per cent)}s The products grouped undep
these generilc heads account 11 %oto for about 78 per cent of the sector?s estportse

4/ Parts and accessories for lwtop Vehleles (23 per cent), lorries ond stolion-wagsons (16 per cent), notor-
vehicles, complete and for asseubly (15 per cent), ommibuses end texibuses (8 per cent), tractors (7 per
sent); others (31 per cent).

lc/ Ineluding tin {5 per cent), tools and cutlery (5 per cent}; other non-ferrous metals (3 per cent), natural
and synthetic rubber (4 per cent), paper, board and manufactures thercof (8 per cent), printed matier (3 per
vent), glass and menufactures thereof (4 per cent), precious metals a3d manufactures thereof {7 per cen‘t),

petroleun products (11 par cent) and others (50 per cent).
-/There are
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There are two 31gn1flcant aspects of the behaviour pattern of
the various sectors durlng the decade 1964-1974 (see table 5).
the first place, it is noteworthy that the sales made by the sectors
providing about 80 per cent of foreign:exchange export earnings
expanded more slowly than total expofts, while the most dynamic trend
was shown by a miscellaneous group of other sectors of production.
The relatively least dynaqic aggregate is the agricultural sector
- including textile fibres - and the related manufactures, whose
participation gradually declined, although during the second
quinquennium external prices were more favourable and the goods
exported showed an increase in their value added. The group that was
relatively most dynamic included the other manufacturing industries
and mining, although a special individual trend was followed by the
transport egquipment sector, which was the only one to reduce its
exports in the course of the first quinquennium, but expanded them at
very rapid rates during the next five years. Secondlj, the behaviour
of the sectors whose participation in the export pattern increased
becomes mere dynamic with the addvance from primary activities to more
complex industries, coinciding with thé\well—known classifications
which place pfoduction sectors in order of dynamism. In other words,
what are commoniy called dynamic industries made their contribution
to the expansion of exports in the fashion proper to them. Lastly,
it mﬁst be repeated that the induétfial,component of exports whose

sector of origin was identified as agriculture substantially increased.

(b) Trends in main sectors 17/

Table 5 speaks for itself with respect to the essential role

played by the agricultural sector and its manufactures in the provision

of current external income, for although its participation in exports

hias decreased, it still accounts for more than half their growth.

1?7/ For further details see Annex C in the Spanlsh text, table C-13,
and the notes to table 4.

/Table 5
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Table 5

BRAZIL: DIFFERENTIAL EXPORT TRENDS BY SECTORS OF CRIGIN

v

Exports °

Millions of dollars at eurrent
pricas, FOB
Pergentages

Sectors of origin whoss
participation deteriorated

Agriculture and agriou_].tural
industrialized producis

Sectors of origin vhose
particlpation improved

Mining

Chemical industries, paper ~nd board,
printing; non-metalllc minerals and

othars

Basic metal—-workiﬁg, capital goods

and durable consumer goods

1974/1969

1969/1964
Annual Contri- Annual  Contri-
196k 1965 197}" rate bution rate bution
of to growth of to growth
growth reto growtk) rate
1 429,82 311.2 7 981.0 10.1 10040 28,0 7100.0
10040 10040 100,0
T 8746 B3.7 7246 9.1 772 P BN .8
745 843 10.1 124 9.0 _33'.1+_ 10
2.4 240 L.6 1541 4.0 9.k 5e3
2.5 ll‘.9 - 10.8 2509 5.9 50.0 13.9

Source: CACEXy Relatério Anunl, several years {see Annex € in Spanish text, Table C-13).

-+ /Noteworthy, too,
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Noteworthy, too, 15 the 1ncreaee recerded in’ the ‘proportion of

agrlcultural prcductlon which ‘has undergone some kind of -industrial

:. proce351ngu The mcst striking case is that of leather “footwear;

7f1wh1ch ‘has absorbed the increment in production of its raw material

g  and has almost entlrely replaced exports of raw and tanned hides.

This development has been supplemented by large-scale exports of
frozen, chilled and processed meat, though in the last few years the
'_ fam11;ar restrictions imposed by the major purchasers have been W;;;xh
‘advefsely affecting this branch of trade. Sales of soluble coffee,’
which began to acquire importance in 1966-1967, expanded Very'qﬁickif
up to 1970-1971, after which they remained in the lead: among : exporte: -
of manufactured products. The wood industry, in which the speclee E
used: were diversified and the value added of its exporte was. 1ncreased,
showed a less sxpansionist trend in the quinguennium 1969 1974. when e
its participation in total exportis deteriorgted, no doubt as the'ﬂ:ﬂ“c
consequence of the growth of the domestic market, the depletion of 4;
forest resources and the increasing tendency to replace wood by other
products. Another traditional export industry whose sales expan&ed
appreciably faster than total exports was oil productlon, herellA :
castor-oil retained its leadership and kept up a steady rate.of growth,
‘together wlth essential oils, carnauba wax,grOund—nut 0il and - a.

more recent addition - babassu eil. Orange juice and by-products of" "
the milling and processing of ground-nuts and goya beans for oil also
played an outstanding role; so did the sugar industry, which exported
increasing proportions of more highly-processed kinds of sugar, as
well as other products of milling and distilling (molasses).

The textiles sector -~ raw materiazls and manufactures ~, which

is heavily dependent upon cotton, naturally followed a behaviour
pattern similar to that described in the foregoing paragraph. In this
case the structural change in favour of manufactures was exceptionally
marked: during the five-year period 1964-1969 exports of textile
manufactures were virtually insignificant although increasing, whereas
by the end of the next quinquennium they had climbed to 69 per cent,

as against 31 per cent of raw materials.
/Among the
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Among the sectors that enlarged their share in exportsiwasithe

chemibal‘industql, which, with-its widely diversified 'output, did

pot'base this improvémént on the characteristically dynamic products.
It was preciselj théééIWhiCh figured largely among imports ‘of the
products of the chemical industries. '

' The mlnlng sector also kept the growth rate of its export values
‘slightly ahead of that of total exports. This trend was based almost

: gnfirely on the increasingly voluminous sales of iron ore, which rose
: :from'almost 10 million tons in'l964 to 21 million in 1949 and

59_million in 1974. " During 1975 this becaﬁe the foremost export
‘product, with 909 million dollars and 72 million tons.

Exports from the metaliupgical industry were somewhat unstable

ip their behaviour, althoughrfontihuing to pursue an upward trend.

~ This behaviour pattern'was‘homdgeneousIfhroughout the sector (steel~

‘ making, tln, tools, cutlery, metal articles and other non-ferrous
metals), in whlch steel products accounted for rather less than

80 per cent. The metallurgical sector could not of course increase
ité’eipbrts to a more notable extent, since it developed within a
framework ‘of booming domestic demand, which forced up 1mports of steel
" and nonwferrous ‘metals. ' ‘

Exports of machlnerv and apparatus and partg thereof reflected

the characterlstlc dlver51ty of the producer sector, but w1th some
_degree of concentratlon on electrical and office equipment and internal
combqstlon engines, while a considerable proportlon, which can be
estimated'at about 35 per cent, was destiﬁed for the motor{vehicle
1ndustry. A growth rate for these exports appreciably exceeding 'that
of total exports has been achiéved through a change in their. structure
by type of good. In 197% more than 50 per cent of exports were lumped
' tdgéther under the generic heading "Others", which now comprises
barély 30 per cent; Machines aﬁd equipment for office use achieved
their greatest dynamism in the first quingquepnium,  when they led:
expansion'in the sector, whiie.électrical‘machinery and apparatus

maintained their share, and markedly increaseﬁ it. .as from 1971, becoming

' /the biggest
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'the blggest 1tem (hO per cent) with the lhighest growth rate in the
‘second qulnquennlum. Road machlnery (machlnery for extraction,
'embanklng, excaVatlon or drilling), originally as important as office
"machlnes, kept up a high rate of external sales, but the proportion
they represented gradually dwindled. Machinery for lifting, loading,
unloading and shifting (winches, cranes, hoists) showed the highest
‘growth rate in the sector during the first quinquennium and the lowest
'_ durlng the second,‘so that its participation in exports is slightly
less at present than it was originally. A similar behaviour pattern
was followed by exports of pumps for 11qU1ds, while external sales of
machlne-tools, although they malntalned a high rate of growth, dropped
as a pr0port10n of the sectoral total from O to 3 per cent. The
diversity of the goods exported ghows that so far there are no signs
of specialization by line of ‘product in this sector, which includes
the manufacture of almost all capital goods. o

External sales of transport equipment were of very little

significance during the quinguennium 1964-1969, and even declined.
The most outstanding items were parts and accessories for motor
vehicles, together with gporadic¢ sales of omnibuses, as well as repairs
and minor construction works in the dockyards. Shipbuildihg lost
relative importance during the next quinguenniym, but gained in value
and significance in 1971 and 1972, when three freighters for bulk
cargo were exported to Liberia and Portugsi, and again in 1973, with
the sale of two smaller cargo boats to Liberia and Panama and

50 shallow draught vessels to the United States. The present
preponderance of motor vehicles and farm tractors and parts thereof
is due to the noteworthy expansion that took place during the second
half of the decade under analysis, particularly as from 1972. Parts
and accessories increased their relative participation, despite the
boom in sales of finished units and units for agsembly, which rose
from an average of 157 motor vehicles in 1964~1969 to 48,982 in 1974.
From what has been said in this and in earlier paragraphs on the
destination and‘type of goods exported, it can be inferred that the
external sales of the dynamic¢ industrial sectors were very largely
based on the motor-~vehicle industry.

/5. Exports
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5. Exports and production 18/

(a) Evolution and structure of the producf

During the 'last twenty-five years the Brazilian econbmy has
expanded steadily at rates much higher than the growth rate of the
population, aﬁd.fhe proportions of value added in the production of
goods and in that of services'have remained stable. Within the
latter sector an outstanding feature is the increase in the”
participation of basic services, while among the sectors producing‘
goods radical structural changes can be observed. Thus, mining seems
to have doubled its contribution to the gross domest;c product, and
its share in exports is still of little significance,'although it has
'iqcfeéseda The agricultural sector in its turn, whilélmaintaining
gfowth rates higher than that of the population; has gradually but
considerably reduced its participation in the gross ddmggtid product,
and likewise in total exports. In contrast manufaétﬁfiné iﬁdustry,
which on an average, grew at an anhual rate of 8.5 per cent betveen
1550 and 1975, increased its contribution to the gross domestic

product and to exports.

(b) Exports and industrial production

The coefficient expressing the relation between the real value
of exports and the gross domestic product has remainéd fairly stable
. throughout the last few years, hovering around ?sﬁer cent. On the
other hand, the relation between the real value of ‘exports of
industrialized products and the value added b& the iﬁdustriél sector
rose steadily from 5.5 per cent in 1968 to 8.1 per.cénf'ih 1975

18/ See Annex C in the Spanish text, tables C-14 and C-20.

/Studies carried
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Studies carrled out at a lower level of aggregation show that
in most sectors the partic1pat10n of 1ndustr1a1 exports in final
demand was still very slight up to 1971.19/ Subsequent trends give
no indication of a change in this state of affgirs, although for some
few enterprises exports may probably have c&hgtituted a sizable
proportion of their transactions. Such a sitiation is patently
complémentary to the above-mentioned diversification of expofts'of"
manufactured products.

. - To sum up, exports of manufactures have represented a modest
proportion of total productionﬂand of the output of each sector and
have not constituted a significant source of industrial growth,
despite the fact that they are now responsible for one-third of the
real-value of to‘tal-expor'i:s° Nevertheless, a stoppage or slackening
of their growth would havé a.definitely cramping effect on economic
"development, because df'their inc;easingly notable‘share in the

formation of the capacity to import.

19/  See IPEA/Research Institute (Instltuto de Pesguisa ~ INPES),
Relatério de Pesguisa No. 26, De 158t "(...) The high
proportions repregsented by some of the traditional sectors,
such ag wood, hides and skins, food products and tobacco are
basically attributable to exports of industrialized products
such asg sawnwood, tanned hides or crude leather and rolled
tobacco, in which the value added by industry is extremely

“small". Pp. 159 and 160: "(...) Despite the high growth rates
of exports during the period, it would be an exaggeration to
attach very much importance to the role played by exports as a
factor in the rapid expansion of the industrial secter from
1968 onwards. .In point of fact, the proportion of industrial

. output exported is significant only in the traditional sectors.
In the dynamic sectors, which are responsible for most of the
recent growth, it is still minute, and in the transforming
industry as a whole it did not exceed 7 per cent in 1971l.a/
What is more, many of the most dynamic exports came from the
traditional sectors, whose contribution to the recovery and
maintenance of industrial growth as from 1968 was, as has been
shown, of very little significance'.

a/ "Moreover, in view of the comprehensive concept of
industrialized products adopted here, this percentage may
be thought over-estimated."

/(c) Imports:
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(¢c) Imports: their evolution and comparative structure

The growth of the Brazilian economy is still intimately dependent
upon ‘certain imports of strategic value for its industrial sector.
Desﬁite the exceptional dynamism displayed by exports of manufactured
product, during the period 1964-1974 total imports expanded faster
than exports and with a relatively greater increase of speed during
the second half of the decade (see table 6). Thus, the development of
exports of manufactures is called upon to meet new requirements, while
at the same time fresh opportunities have been opened ﬁp for “import
substitution in respect of certain industrial inputs and capital goods.

Taking into account the high rates of economic growth, the period
under study seems relatively rather short for the structure of trade
relations with the rest of the world to have undergone substantial
modifications on the basis of radical transformations of the structure
of production, although some changes are obsefvable_ih the composition
of exports. |

Within the framework of export expansion, the most dynamic trends
corresponded to certain manufactures whose sectors of origin were
agricultural production and the metal-transforming industries. Thus,
appreciable changes took place in the structure of exports, although
the bulk of external sales continued to be linked to the agricultural
and mining sectors. This broadening of the market for the goods~
producing sectors also took place within the economy, and induced a
rise in import levels which pushed up import coefficients for the
manufacturing sector as a whole and for each of the dynamic industries.20
The value of new imports of goods from these dynamic industries was
several times greater than that of new exports of the same products. Thus
there was a substantial increase in the traditional heavy deficit on
external accounts for the goods in question, with no essential changes
in import structure.

20/ See IPEA/INPES, Relatdrio de Pesguisa, No. 26, pp. 133, 139 and
140. On p. 142 it is shown that the only sectors of origin of
gooeds which represent larger proportions in the structure of
exports than in that of imports are the wood, leather, textile,
foed and tobacco industries.

/Table 6
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. Table 6
BRAZIL: FOREIGN TRADE GROWTH RATES

1969 : 19
1964 o 1969

Annua.l percentage rate

. At ourrent prices

Totsl exports (FOB} . 10.1 . 28.0
‘Total imports (CIF) , 1249 L6
Exports of manufactures (PGB} 2640 522

At 1970 prices
" Total exports (FOB) B 1243 '. 33
Total tmports (CIF) ' 12,8 19.6

Sou'roe' CZPAL, on the basis of 1ts own data and Information supplied by C;LGEX (ses Annex C in.
Spanish text, tables C-4 emd C-15),

o o | o . . /During 1964
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During 1964 exports were concentrated in nqq»durableléonSumef
goods Qfoodrproducts)-gnd raw materials {foodstuffs, textiles, wood
énd-minefals),,whereqs imports consisted chiefly of raw ﬁaterials
(petroleum and wheat), capital goods and indust:iél,inputs (iron and
steel products and chemical products, fertilizers, noanefroﬁs metals
and-paper)' Ten years later, in consequence of the development of
etports of manufactures which included increasing volumes Of
industrialized agrlcultural products, and also because of coffee s
loss of relatlve 1mportance, the .sitructure of exports appre01ably
‘altered becomlng more dlverslfed the proportlon represented by non-
durable congumer goods decreased, and the products ‘that galned ground
were 1nputs (oilseeds and their by products, cocoa butter, 1ron and
steel products, cotton and synthetic yarng), capltal goods (transport,
.tglecommunlcatlons and offlce equlpment) and durable consumer gong
(radio receiving-sets and television sets, cutlery and hand tools,
jewelry and sewing-machines for household use). Imports ét;;}
comprised mainly capital goods and industrial inputs, as well as-
petroleum and wheat.2l/

6. Exporter enterprlses g;/

(a) General obgervations

The number of exporter firms increased during the decade under
review, ard by 1974 had reached 6,474. Only a few of these, however,
were responsible for the bulk of external sales: in 1974, the 10 leading

21/ In 1973, while two-thirds of exports consisted of primary

' commodities, more than three-quarters of imports were
industrialized products. Imports of primary commodities were
copnected with unavailable natural resourdes and with the
agricultural production typical of other climates. Thus they were
concentrated in crude petroleum and wheat, together with certain
-food products (apples, pears, cod) and ‘minerals (coal).
Industrialized products includéd -clilefly capital goods, products
of the steel-making and chemical industries, non-ferrous metals,
petroleum products and wood pulp for the manufacture of paper:
i.e., products of the go~called dynamic industries. It should also
be noted that during the period under gonsideration imports of
consumer goods increased at very high rates.

22/ Eee Annex C in the Spanish text, table €-21, and Annex D
' (also in the Spanish text).
_ /firms covered
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firms covered 30 per cent of exports, the next 10 accounted for
10 per., cent -and - Zk others, 1n the aggregate, for a further 10 per
centp In thls small group of enterprlses contributing half of
Braz11 s total exports, 1ndustr1a11zed products were of minor though
1ncrea51ng signlflcance. 1n 1972 only three firms belonged to the
-dynamlc 1ndustrial sectors, whlle in 1974 the corresponding number
was 7- A few Federal Goverhment enterprlses and several subsidiaries
of transnational corporati@ﬁé éccounted for a major proportion of the
exports of this group.23/ o

The greater ‘degree of homogeneity of prlmary commodities and
seml-manufactures was compatible with larger-scale marketlng and made.
for concentratlon in relatively few enterprises, In contrast, exports
of manufactures were effected through a much bigger number of firms.
This can be seen in table ?, which also shows how 85 per cent of the
exporter flrms were respon51b1e for only 4 per cent of primary
commodltles, 6.6 per cent of semi-manufactures and almost 20 per cent

of manufactures.

{(b) Principal enterprises exporting manufactured products

The brisker growth of exports of manufactures was accompanied
by a marked increase in the number of larger enterprises covering
50 per cent of externmal sales (see table 8)9 lThis effect became clearly
apparent when the group was :joined and leading poéitioné were attaine@

by certain firms which expanded their external sales at ﬁery high

23/ During 1974, the following was the situation recorded with'
respect to the 4i-principal éxporter firms:

: _ Percentage
Enterprlseg . Number pf'ég?él exports
Federal Government L . 24,5
Transnational corporations 14 .. 11l.6
Local prlvate flrms B SRR 26 . 13.9

P T . 1Y 1 . 50.0

i eer aEr . /Table.7
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Table 7 .

nR.uIL: MISCELLAEOUS DATA ON EXPCRTER ENTERPRISES VITH SATIRNAL SALES EXCEEDING
ONE MILLION DOLLARS, 1974

Iyports {mlllions of dollars)

Bumber of firms that exported
= Up to 35 per cent of total
= Up to 50 per cent of total
~ Over 2 million dollars each
- Over 1 million dollars ecach

Porcentage of exports covered by firis
“that exporbed

« Over 2 million dolars esash

= Over 1 million dollars each

Average exports {in millions of dollars)
of emch of. the firms that exported
= Up to 35-per cent of total
= Up to 50 per cent of total
= Over 2 million dollars each
= Over 3 million dollars each

Primary Semi~ - Manue potal
comned~ menufactures  Ffactures o
1ties - : — . :
Y etz 63346 23205 - 795L.0
2 7 ’ 29 ) : 13
12 15 72 . ! . h4
25k 52 . 208 500 -
358 107a/ 382 '
~ 8% - : . :
9248 y 270 S < 71 S  83.8
9640 83.7a/ 8041
84042 317 28,0 2141
200.0 21.1 S 6 ¢ 90uk .
17.5 8.7 . 78 1343
12.9 540 bog-

Sourcet CMEX, Rela.td'rio Anual, 1574

_/ 93 firms exported between koo 000 ancl 1 million dollerss accounting for 9. 7 per cont of exports oi‘

senimanufacturess

. /Table 8
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BRAZYL: MAJOR FPIRMS THAT EXPORTED 50 PER CENT OF MANUFACTURES, BY SECTOR AiD TYPE OF ENTERP?ISE, 1971 O 1974
(Figures in brackets: mumber of enterprises; figures not. in brackets:s peroantage: of totzl munm‘actures exported)

1971 . 1974
10 ma jor Next 10 20 major | Noxt 26 46 ma jor 10 ma jor Noxt 10 | ! 20 major Next 52 72 e jor
| firms fiyms firms ~ -£irms firms firmg firms ; firms firms firms &

rotal 297 10.6 ety 35457 5016 21,23 2:000  30. 1599 s0.2]
By seetor of erlgin .

Food and beverages {6) 16.06 {{2) 3.07 i {8) 13.13 | (7) u.yai(l 5) 23.91 (k) 698 {(6) 5.3 (10) 12,11 {(11) %.19 {21} 1630

Textil d made- i ~ c : _

fextile antiales : B N £ B ¥ TV R P : (16)  &41i6) e

Footwear (1) 0-l+? (1) 047 j (1} 0439 § (1) 0.39

Wood industry ! {2) - 1.82(2) L3524 (3) 1. 59 (5) 3.21 o {4) .40 (W) 1.40

Paper and printing ! E(l) 0.614 {1} 061 o _ {2) 0.81; {2) - .81

Chemical, rubber :nd ! H . '

plasiics indusbries (1) 3090 {(1)  078[{3)  M88i(2) L9l (5) 57 () 3.3 (2) 3.230(6) 2321 (8)  5.55

Steslnaldng {2) 1.82 1 {2) .02 {2) 1,38, (W) 3420 {1) 0.881 (1} 0.881 (1) 0.4&% {2} 1.32

Eleotricel and non-slectrical sy : , !

m:ghii;iy and Eﬁgaﬁaiﬁs o {2) ko1 §{2) 2455 | {4) GeB6 I {5) 2496, (9) 9.52 {{2) 6.18 {(1) 0.80] {3) °  6.98 (9) - 3.37 {12) 10.35

Transport squipment {1) 0.78 1 (1) 0,781 (2) 1.05,; {3) 1.83 I(2) b8 |{2) 2.19 | (&) 7.03] (1) 0428 (5) 7.31

Others } ; | (1) 0.35; (1) 0.38
By type of enterprise b/ 1 1 i ' : :
i Federal or state govermment | i : : 1 %
{  enterprises (1) 2,22 i (1) 1.041 {2) 2260 (1) 04661 (3) 3.92 | {2) bty () - {2) 4 ug {1} o1 {3) 4,90

Transnetioral corporations (5)  11.09 f( 6.32 (11) 17,41, (10) 6.09i(21)  23.50 {5} 12,74 1(5) h.s?i(lo) 17.31/(19) 6.87 {29}  24.18

Local private firis ' i) 10466 f(,) 3.2 (7) 13,92.(15) 8.82;(22) 22,7k g(sl Y.00 . (5) u,usi {8) 8. hsi(sz) 12.71;(uo) 21.ﬂﬁ

Source: CACEN, Relatdrio Anual, 1971 and 1974,

a/ The next 312 Firms that e:ported over one million dollars accounted far 2949 per cent of exparts of me.nufs.ctm-as. The remaining 19.93 por cent was covered by &

numérous group of -enterprises.

b/ Of the firms that appesred in 1971 among the 20 leadins enterprises only B pemained in 1971-1-. One moverrment enterprise, 8 “‘transnational corporations and 3 local

se gajel/

firms dropped out of the proupand 1, 7and4, raspectively, Joined it. It should be noted that two of the transnational corporations figuring in the group in 1971
had undergons a merger by 1971; in other words, it wms really § corporations that left and Joined +thls principal sroupe The transnational corporations entering the
group belonged to the mashinery ~uid transpert squipment sectors, and the other firms ta the traditional 1ndust:'ies, with the exception of one privately-awned stesl
wille More precise data would doubtless have given o larger nuwber of subsidiaries of transnational corparations, uith the consequent loss of relative impertance
"for local private firmse The comcept of subsidiary includes both subsidiarics proper and agsoclated enterprises.
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rates as from 19?Oe§2/ Between 1971 and 1974, the participation of
goverament enterprises and'the gubsidiaries of transnational '
corporations was stepped up slightly, to the detriment of local
private firms. Nevertheless, it was the mase incorporation of: the
last-named that did most to determine the numerical increase in the

' group;'ana as the 20 largést firms came to represent a rather smaller
proportion, diversification occurred among the next of the enterprises
“making up 50 per cent of exports, and especially among the local
private flrmse Changes are. also observable in the comp051t10n and
order of 1mportance of the 20 leading firms that accounted in the
aggregate for 30 per cent Qf.expgrts,- Among these,>thqutransnat10na1
corporations maintained their greater relative importance, the

. participation of government enterprises rose, and local private_fi;ms
lost ground, notwithstanding that no essential modification took place
in the numerical distribution, and that the preponderance of .
transnational corporations and government -enterprises among the f%pst
10 firms increased. Another feature was the growing relativer
importance of the dynamic industries, both among thé 20 leading firms

and among those responsible for 50 per cent of exports of manufactures.

2t/  The most notable cases are those of the two firms of greatest
importance durlng 1974, as against the two leading enterprlses

ln lg?la
"Exports T S
1971 1974 lggflti3$4 ) . Product exported
(Millions of dollars) : :
C.1 : 89.2 - -a/ 1@ Radio sets of
S motor vehicles
_ . E and transistors
1.7 80,4 - 680 20 Motor vehicles
' - o ' and parts and
accessories
, . thereof
2h.9 31.5 1o . 8a . Soluble coffee
16.9. 204 29 . 150 . Beef

‘a/ Exports effected by the first 189 enterprises amounted to
over 500,000 dollars.

/In 1974




. In 1974 most exports from the sectors producing food (soluble
coffee aoc_meatl, chemical and rcbber_producte; (menthol egd ruboer
tyres), machinery and apparatus, and franeport‘eqoipmenr were 7 .
effected through the enterprises comprlsed in the group of ?2 major
,flrms. The other sectors, on the contrary, showed less concentratlon
in respect of enterprlses, a case in point is that of footwear, which
was exported by no fewer than 100 flrms, only one of them belng
included among the 72 leadlng exporters of manufactured productse25/

(¢} Contribution to ‘exports of manufactures. in relation to nature
and size of enterprise

The data utilized .do not alleow an exact gquantification of the
direct contribution to exports made by the various types of enterprise.
‘Only with reference to government enterprises can easily demonstrable
percentages be asserted: in 1974 they were responsible for about -

26 per cent of total exports and for 5 per cent of exporis of .
manufactures. Subgidiaries of transnational corporations, ip their
turn,gé/ seem to have accounted for not less than 20 per cent of
“total exports and 40 per .cent of external sales of manufactures. This
-makes ‘national private enterprises responsible.for over 50 -per cent

of exports: a result consistent with the repeated assertion that a
large group of local firms covered a major prcportion_ofAexportc of '

industrialized products°§Z/

”ng o In 197Q exports of footwear accounted for 5.2 per cent of externsl
sales of manufactures. Rather more than half were attributable

. to 26 firms, whose exports ranged from 9 to 1 million dollars'
worth each. The remaining 58 million dollars were distributed
_among firms exporting less than 1 million dollars' worth each.

gé/ © With 'reference to their numbzr and the extent of their activities
~ in countries members of LAFTA, see C.A. Givogri, R. Gordillo,

H. Palmieri, Empresas transnacionales que actuan en Argentina
¥ sus vinculaciones en paises miembros de la ALALC-1973, National
University of Cordoba, Institute of Economi¢s and Finance, Working
Matérial Series No. 15. Out of the %87 transnational corporations
that were operating in Argentina, with 768 subsidiaries, 309 did
80 in Brazil, with 660 subsidiaries. Cf these 551 were concerned
with industry and mining. .

27/ See IPEA/INPES, Relatorlo de Pesgulsa No. 29, P 72.
T /There is
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‘There is also a lack of background material for promotional
policy with respect to the minimum ‘Bize.for .an enterprise exporting
manufactures and to the relation between size of enterprise and
incentives required. However, the analysis of information on the main
éxporter firms places nationaliprivate enterprises of small and
medium size at the heart of the1COncerns whereby a policy te promote
exports of manufactures should be guided. The very fact that a major
proportion of exports of manufactures is.in the hands of .a considerable
number of natlonal prlvate enterprlses is 1nd1cat1ve of the great care
that will have to be taken in attemptlng to 1mprove the system of
incentives so as to meet the changing external market conditions or the
objectives of industrial development.

While the subsidiaries of transnational corporations have been
responsible for a sizable proportion of exports of manufactures, no
less a contribution to the formation of the capacity. to import has been
made by a large group of local private enterprises. . It is fairly safe
to assume that these would be the most severely affected by trade
regstrictions deriving from the falling-off in the developed countries'
rate of ‘economi¢ growth and from their anti~-inflation policies. These
external restrictions also affect the subsidiaries of tramnsnational
corporations, but as their transactions form pért of the parent firm's
plan of cperations, the Buccess of government promotional action is
largely conditioned by the extent to' which it is compatible with the
requirements for ensuring the corporation optimum profits at the world
level. Very often the price of sucdess is the extravagance of the
incentives or subsidies which countries grant in a sort of concessional
one-upmanship, egged on by project-makers. Government enterprises, in
their turn, derive their importance in export trade from their”
concenfratioh on certain primary commodities, while'their'ﬁarticipation
in manufactures, slight though it may be, buttressed by the 1arge size
of the firms or institutions’ concernedn If the growth 0f Brazil's
exports of manufactures is sustained, ‘they will ceasé‘tO'constitute
a marginzl proportion of international trade, and naﬁfénal ffivate
entérprises wil)l find themselves forced to accompany their trading.

/activities by
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activities by more and more investment abroad, either in marketing |
organizations or.in»orgénizaﬁions for the production of ‘goods. .This
is a further relative disadvantage viSré-vis.xhgwtransnatioﬁal@wq
corporation with subsidiaries in Brazil, which will contribute to. the
~concentration in such enterprises of a process of internationalization
.of capital that might weaken the goverhﬁent's capacity tp promote
.development. '

7. Exports and the balance of payments 28/ IR

(a) The deficit on ‘current account -

Since 1960 Brazil's balance of paymeants has.ghown a chronic
deficit on.current acpount,.financed primarily with. compensatory funds
,‘duringsthedearligr years of the period and with medium~ and.long-term
loans as from 1966-1967. Such loans also assisted in the building-up
of monetary reserves until the. year 1973.29/ .Concurrently with these
trends in external accounts, the growth:of the ecopomy was uninterrupted,
although fluctuating, as from 1955, and showed high annual rates from
1968 to 1974. More meticulous examination of the current account. .,
reveals that ih the first two years of the period 1964-1974: there was
a surplus which coincided with the appllcatlon of stabilization .
lelCleS and the consequent contraction of imports of gpods, acc0mpan1ed,
however, by an increase in exports. From 1963 to 1970 the value of
exports of goods stoodnhighgr than that of imports, and as from the;
following year a mounting deficit in FOB terms was generated. Thus,

the current deficit originating in services spread to the goods account,

- 28/. S8ee Annex C in the Spanish text, tables C-22 and Cr23. ...

32/ The net total inflow of external financing dropped to almost
nil in 1964, was negative during the next three years, and rose
from 431 million dollars in 1968 to 4,560 million in 1974. The
net contribution made by lcans represented 76 . per. cent of the
total inflow in 1960, reached 95 per cent in 1371 and fell to
86 per cent in 1994 in consequence of a slowihg-down in the rate
of increase of loans and a reactlvatlon of foreign dlrect
1nvestment.

/largely owing

L _
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largely owing to the forms taken by the rapid economic growth )
referred to above.30/ Movements in the services accounts, however,
also helped to aggravate the increasing imbalance on current account,
as is'eﬁiﬂenéed'by the' fact that the growth rate of purchases of non-
factor services was higher than that of sales., Although during the
' ’qﬁinquénnium5l969-l9?4 net payments of interest and profits on foreign
"cébital showed a lower' rate of expansion than exports of goods, the
increase in medium- and long-term‘external indebtedness means that
bigger deficits on-thig account must be expected in the future. 1In
other words, a growing imbalance on the gervices accounts has become
a fixture, since there seems little chance of its rgtrenchmeﬁtar
Hénce it ‘is on the goods account that a reduction of the current
déficit can be looked for, which will minimize the negative effects .
on economic growth and will be reflected in.the simultaneous .
¢ombination of import substitutionm in respect of industrial inpuis
"and capital goods with the development of exports of manufactures.

(b) The contribution of exports of manufactures to the formation
of the capacity to import

The .contribution made by exports to current foreign exchange
income has been. congiderable, as has been shown through the evolution
of their values in current prlces9 But the large-scale absorption
of external savings,.espe01ally in the form of 10ans, obscures the
significance of the role they played, from 1968 to 1973, in the’
formation of the capacity to import and 1n the accumulatlon of

international reserves. Current forelgn exchange income 1ncreased at

30/ Setting aside the repercussions of the rise in petroleum prices,
these increasing deficits on the goods account are one of the
indicators of the copening ¢f a new phase in the supposedly
exhausted possibilities of the import substitution process. This
has been recognized in the conduct of economic policy, but the
maintenance of a dynamic export policy has been reaffirmed.

Thus, on the supply side, new conditions seem to be taking shape
for the development of exports of manufactures, which will call

for smoother and more deliberate harmonization of industrial and
export promotion policies.

/an appreciably
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an appreciably lower rate than the inflow of exterpal non~gompepsatory
financing. ‘'In any event, the overall contribution of exports was also
‘reduced by price trends for certain primary commodities, by coffee's
losg' of importance and by the relatively modest expansion of semi-
manufactures. The same.is not: true of manufactures, exports of which
recorded the highest growth:rates of all and doubled their contribution
to thé formation of the capaczty to import during the decade 1964-1974
(see table 9). . .

‘The increasing use of foreign savings,vhitherto-essentially in
the form of loans, and the dynamic expansipn of. exports of manufaétureé
would seem to have been the cornerstones of the external equilibrium
which sustained the high rates of economic growth achieved from 1968
onwards. This is the characteristic feature of -a period of transition
which has made it possible to break through the vicious circle of the
supposed exhaustion of 'import substitution possibilities, and open up
new prospects for this process as a condition for continued growth on

the bases Just descrlbed°

8, Exports and 1nternatlona1 trade 31/

o The upsw1ng 1n the value of Brazil's exports durlng the past

’ decade took place w1th1n a framework of booming world trade. Thus,
although ‘the partlc1pat10n ‘of Brazil's ‘extéernal sales in total world
exports 1ncreased, it Was stlll of very little 51gn1f1cance '

(1 per cent). Some primary commodltles of course continued to be of
_outstanding importance in the internatiomal trade concerned. The -
.same could not be said of industrialized products, except in'a few’
1nstances very closely 11nked to certain prlmary commodities.

characterlstlc of Braz111an agrlculture. for example, cocoa butter,

]

31/ ‘;Sée Annéxfd,in the.Spéﬁish text, table C-2h.

/Table 9
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Table 9

L

BRAZIL: CAPACITY T¢ IKPORT, 1960-197%

- 1960
1964
1969
1973
197u"

1960
1964
1969
1973
1974

1963-1964
1973-1969
1974-1969

Current foreimn

Move- _ I,
exchange 1n°°"f° Sorvie- . ménts Errorg ' Capa- - ports
. Total . Export  ing of of non- and °i?. g‘;ﬁ da . Bal-
Total exports Of manu- foreign ocompen-  omis- in- . apd 90 _lg/
¥0B faoturing capltal satory ‘aions ‘port g/ serve '
. FOB funds .. ... loes
Mllions of dollars 7 B -
at ourrent pric&a )
1 s 1 269 - T 618 565 10 3437 1786 -379
1575  1u30 By .. &5 Lo3 oY 1116 1330 0 -217
2662 2311 288 980 1 lugh . =207 3156 2 602 507
7160 6199 1 M5 3209 5922 ° 3% Tlozy 7783 23k
9 589 7 951 z 321 3783 . B 165 - 82 1h olg 14 873 -957
Parcan_jz_e of the
' oa.pa.city to 1mpu:~t o
" 103.0 %6 e 43,2 3545 100 1247 ..
843 7342 " 9.0 21,0 4743 100 B2
70,0 60,6 143 A4 579 100 76.1
68.3 56.6 16.5 2740 ‘_58.1< 100 105,9.
Annual gero'.an.‘l_iga
growth rate
11.1 10,1 2640 8.7 30.0 23.1 14,b4
28.1 28,0 50,7 345 1.3 34,2 3145
2942 2840 5242 31.1 h0.5 4.8 41.y

Sources: CEPAL, Statistieal Division (2 June 1976).

g_/ Capacity to impert also ineludes allocatlions of Speclal Drawing Rights.

b/ Balanee = Capasity to 1mport - Impox-ts of gooda and services - priva.te transfers 2 grosa oompenage=
tory financing. :

/castor eil,
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castor oil, soluble coffee, and probably fruit juices and leather
footwear (see table ;p)ﬁzg/_“Agéinst some of these, indeed, the
developed countries are beginning to take p;pteqpionist measures.
If world trade had continued to expand oﬁ §he“same scale as up

to 1973-1974, the inéfgnifiéant pafticipatiéﬁ of Brazilian manufactures
‘and thelr w1de dlverslflcation would have 1mp11ed that neo major
problems of access to the markets of the 1ndustr1a11zed countries were
~.likely- to ‘exist. Of late, however, market restrlctlons have multiplied
in consequence of the fall in the growth ratéfof the-nndustr1a11zed
countries, of their anti-inflation pblicieé and of the resultantr
slackening of WOrld frade. These new external condltlons are of course
very different ‘from those that made it p0551b1e for Bra21l's exports of
manufactures to score 50 marked a success. ‘and are partlcularly
sensitive to 1ts contlnuance. As already p01nted out, contlnulty in
the growth of exports of manufactures is one Qf the.th;ee requisites
for the stabilézation of the balance of payments in conjunction with
satisfacﬁory réfes of econqmic development. Furthermore, restrictions
on accééé to markets are initially a threat to manufactures whoge-
sectors of origin are the so-~called traditional. jndustries, and bear
harder on local. prlvate enterpriseg than on the transnational
corporatlons, whose operations are concentrated to a.greater extent in

the chemical and metal- transformlng 1ndustrleso-“

ot

ég/-f~No up-to-date international trade flgures are aVallable at a

sufficiently low level of aggregatlon to permit of measuring
the participation of the principal industrialized products-

, expcrted by Braz;ln An approximate indicator of the proportion’

" they represent, however, is the relation between exports to the
United States and imports from that country, and between exports
to all markets of destination and United States imports and
exports. It should be recalled that the United States' external
trade represented one-fourth of world exports in 1973 and that
Brazil sold 20 per cent of its total exports of semi-manufactures
to this market and 30 per cent of its exports of manufactures.

/Table 10
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Yable 10

— BRAZIL: PRINCIPAL EXPORTS OF IND’JS'I;RIM{IZED PRODICTS TO ALL MARKETS OF DESTINATION AND 70 UNITED STATES,
" AND UNITED STATES POREIGN TRAZE IN THE sSalME ITEMS, 1973 i

(Mi1lions of dollars)

Overall total = ° .

Semi-menufactures a/ B o

Subtotal principal products b/

Cocos butter
Soye bean oil . .
Castor 011 - -

Manufactures _é/

d

Subtotal prineipal products o/

Processed meat

Frult Julce and pulsa‘s
Soluble coffes

Fenthol

Cotton yarns and textlles
Clothing -

Footwear

0ffice pachines

Elpcirical machinery, apparatus and

'applia.naea

Televigion sets

Radlo sets

Motor-vehioles for rosd use

' Exporta

i Explorté from Brazil Ex‘port: t::: United :  from ) Exporta
. : _ Brazil to = from
. N - Iaports: United * PBraztl
To all To all from. States,
Wk:ts U?:t d marl::ts To United Unttedl :nt::::
o nite . States -
degtin States dostie _ Brazil . States imporits
. A . imports. plus
pation .- nation ’ © exports
. Porcéntages
6199.2 11224 70.223.0 1_903.4 68 656.0 1.6 . kg
'475.2 - .92.9 LX) - e
194,.3 b246 “es ane e "
- 2308 - . 15001 - - - 1508 Ll
o 12‘?-08-,‘.' . 3“-0 2.8 ) - '-Fl.?- . 81,1 271‘-7 i
1 !365.3 B '”'3241 e - oa{n e
K 7‘50.8 ' 273.6 ‘aea " pas see .
8241 " bo.l 1745 - 54,0 74 1.6
6746 vl B7 o4 - PR 182 5e2
99.9° Ls.0 1,8 -, - 102.4 4349 8.5
28-7 : 16-2 ana mse .ve sre cas
97.6 1242 287-3' 0.2 32’7 N4 37 1,6
B2e3 16.9 28649 v 4.3 2 1675 08 0.3
93.7 7749 20,3 - 1 082.0 72 8.5
386 7.8 2 o844 ..'&.5.1 9146 d,.a 1.3
8.0 bz.1 5 03243 167.8 4 498,6 . 049 0.9
17.2 © 134 15846 - 7 LD 51,3 245 2.5
17.0 : 16.3 3703 - delt 767.5 2el 2.1
7049 7.9 6 030.0 __:_,?1.3 10 o46.0 - -

Source: CACEX, Anudrie do Coméreioc Exterior do Brasil ~ Exportagio, 1973 and United Nations, World Trads Annusl, 1973.

af Pﬁd&:‘:suggﬁgrmped ascording to the CACEX olassification (see annex & in %the Spanish text, note on she term "mamufacturss").

clagsification, o¢lls are primary commodities.
b/ Comprising 40.8 per eent of semi-manufactures sxported to all marksts of destination end U5.% per cent of thosme aonsi
o/ Comprizinz 5%.7 per cent of manufaotures .exported te all marksts of destingtion and 63.7 var cent of those eensicnmed

ed to the United § .
%g the Unlted Statasretea
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f . The first thought that occurs 1n con51der1ng the trends followed
by exports of menufactures 1s thet emphas;s ehould be~p1aced on support
for exports of products of tnﬂ aynamlc 1ndustr1ee, for 1oca1 pr1Vate
Enterprlee and for trade operations with developlng countrles,g
especlally those of, Latln Amerlca. Perhape the merldlan of the new
:efforte made should pass through a constellatlon of these three forms
of support, focussing especially upon the teehnologlcal questlons '

'ﬁlnvolveQ and the confllct of. objectlves 1mplled. Broadly speaking,

' ﬂthe pr0ducts of the: tradltlonal 1ndustr1es are technologacally similar

. to those procesSed in the developing countrles, so that the terms of -

'-competltlon are stlffer. The products of -the dynamic 1ndustr1es, on
the ‘other hand, besldee repreeentlng al much emaller propoptlon Lof |
international trade, incorporate what has come to be called a
p technological lag, and have access to marginal fractions of the
3'developed countrles‘ markets, endoylng fairer terme when they are ’
.con51gned to the developlng countrles¢ In the ‘tase of these products,
E,too, commercial differences of some 1mportanoe ex1st accordlng to
.fwhether they are 1nputs in widespread use, parts, assemblies or flnal
‘goods. While ‘the capac1ty for adaptation and creatlon of technOIOgles
:ls increa81ng, equally in ev1dence is its’ marked subordlnation to tlie
industrialized countrles' capacity for 1nnovat10n. which 15 transmltted
more dlrectly -to the subsidiaries of the transnatlonal corporatlons

than to local prlvate enterprlses° Moreover, suoh corponatlons play

“ a major role in the production and exporte of these more dynamlc

. sectors. Lastly, the expansion of trade with other developing
'countries, especially those of Latin America, is inconceivable on any
Eterms but those of multilateral equilibrium with the limitation
implicit in the common technological lag incorporated in the products
tradedo Nevertheless, the stepplng-up of such trade would 1ndoubted1y
Bustaln, with fewer requlrements in the way of imports from the :
1nduetr1allzed countrles, the aforesald simultaneous processee of ;
' 1mport substltutlon in respect of ‘inputs and capital goods on:the one
: hand, and, on the other, development of exports of manufactures,

' g ' /Export strategy,
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Export strategy, however, should not fail to heed the outstanding
'importance of the markets of the developed world for the expansion of
expdfts of manufactures: an importénce”that derives from the dynamism

" of thelr demand, from the chron;c trade imbalance and form the need to
alter the tradltlcnal patterns of trade.

Thus, new requlrements will have to be met by export and
industrialization policies, by action in the context of regional
economic intengtiﬁn,'aﬁd by'co-operation“betwéen'develbping countries,
as well as by negotiations to improve condltlons of access to the

markets of the 1ndustr1a11zed countries.
" II. ‘PROMOTION OF EXPORTS OF MANUFACTURES

l. Econom1c policy (1964 19?4)

(a) General outllnes

During the early 1960s a slowing-down of the rate of economic
growth coincided with high rates of inflation and a severe external
bottleneck characterized by the stagnation of exports and smaller
inflows of external cépitala The administration of economic policy
became increasingly complex in such conditions, aggravated as they
- were by structural disequilibria and socio-political conflicts. Then,
in the new political and institutional framework established as from
1964, a start was made on the application of a set of measures designed
to create conditions which, once consolidated, would give fresh
dynamic’ impetus ‘to development. These requisites were as follows:

(a) control of inflation; (b)rglimination-of distortions‘in the price
structure; (c) modernization of the capital market; (d).qonstruction
‘of" systems of incentives whereby investment could be channelled into
essential areas and sectors; (e) iarge-scaie inflows of exterpal
capital; and (f) intensification.of public investment in infrastructure
projects and 'in the basic industries controlled by the
Federal'Government.

/To begin
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~ To- begin with, emphasis was placed on the first three aspecte
of the problem.. Stringent cuts were made in public expenditure,
although investment resources were not reduced, and. the deficit was
-financed with adjustable loans. The tariffs of public utilities,
which were mainly government services, :were drastically increased, and
revenue was augmented by means of a reform which made -for more
efficient tax collectian., Restriction of credit to the private sector
-wWas accompanied by authorization to contract external loans for working
capital. ' Wage policy was no less -severe, implying a heavy reduction
in the real value of wages which has not yet been recouped. Exchange
policy, in its turn, sought to aveid overvaluation of the cruzeiro.
As regards the wodernization of .the capital market, mopetary adjustment
was introduced into government securities, and was extended to other
financial instruments, while machinery was established for reassessing
the assets of enterprises. Legal regulations aﬁd tax incentives aimed
at strengthening the stock market. Alongside the.aiVGfsification and
specialization of financing institutions, credit machinery was set up
to encourage domestic demand for those goods which could be produced
with the exlstlng wide margins of idle capacity. o
A beglnnlng was also made On the construction of systems of -

incentives to regional development (Nordeste and Amazonas), tourisu,
" exports of maﬁﬁTéﬁtures,'réforéstation ﬁfogrammes} ‘etc. With the
support of external public¢ financing, work was continued ox
1nfrastructure pro;ects already under way and others were programmed
and launched, especially in the fields of electric energy production,
construction of port facllltles and road-building, urban infrastructure,
‘and steel- maklng, mining and the petrochemical industries. In
addltlon, the very lzberal leglslatlon ‘promulgated to attract forelgn
investment yielded its effects as antl-lnflatlon-pcllcy gave evidence
of success and the rate of develuopment began to recoverd

T The first step in the drive towards stabilization was to encourage
utiligation of the wide margins of idle installed capééify. By the’
late 1960s, with the control of inflation, the dynamization of

development called for a stronger emphasis on investment incentives.

/The application
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The application of tax incentives was generalized and the policies
already pursued were 1mproved in many respects; cases 1n p01nt,
towards the end of 1968 were the flexlble éxchange rate and the
price control system,_“/ Thus, with decrea51ng rates of inflation
and real wages slowly recovering, a dynamic process of economic
development took placé, eésentially on the basis of public-sector
investment and productlon, the expanS1on of production of durable

' gonsumer ‘goods (especlally motor vehicles)’ and, complementarlly, the
'dlver31f1ed growth of "~ exports and a few reglonal development
programmesb N :

The redynamlzatlon of growth was of course conditioned by the
extent to which the external bottleneck was relieved. To6 meet this
requisite, development strategy aiméd at securing the Brazilian
economy a firmer footing in international trade. It contemﬁlated the
expansion and diversification of exports, the transfer of real
resources from abroad through a marked increase in imports, and
facilities for the tapping 6f extérnal savings in the form of loans
and direct invéstment;"‘Thué, it wés based.on a neutral exchange ‘
policy, on the grantiﬁg‘df”taX'and finandial incentives conditional
upon the export of manufactures, on a generallzed reductlon of tarlff
protectlon, and on regulatlons which provided ample guarantees to
forelgn investment and flnan31ng. In short, an attempt was made to
speed up the rate of economic growth By the creatlon of condltlons '
approPrlate for substantlal 1ncreases in the capac;ty to 1mport and
for its full utilization. '

A brief analysis will next bé made of‘imﬁbrt and industrialization
policiéa, which are directly linked'with:ﬁrombtional policy for exports
of manﬁfactﬁres. The developméht of such éfpﬁrté‘was favoured by the
neutral exchange policy whose evolution ahd‘significahce'ﬂill also be
analysed at a later stage. '

33/ The Inter-Ministerial Council on Prices was not empowered to’
fix prices, but its monitoring faculties were extensive and it
possessed, 1nd1rectly, consxderable capac1ty to penallze
enterprises.

PR
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(v) Import pollcy

From mid- 1964 unt1; the early months of 1967 1mport pollcy was |
based on the ad valoreh‘tarlff appr0ved 1n 1957 (0 to 150 per cent), but !
with the ellmlnatlon of the prlor deposrts on exchange eperatlons, the
auctlons of 1mport 11censes and the multlple exchange rates by whlch
it had been supplemented. Thus, the flrst step towards import
11bera11zatlon was the gradual ab011t1on or moderat1on of protectlonlst
1nstruments other than the customs tariff. The exchange simplification
Process once completed, in March 1967 new regulations came 1nto force
respecting the criterion of similarity to domestic production and the - ‘
import duty, which underwent an across—the-board reduction of about
28 per cent (duty rates d1d not exceed 100 per cent). Furthermore,
protectlon was lessened by ‘the exchange overvaluatlon whlch took place
between the very w1de1y-spaced adJustments of the rate of exchange.

By the end of 1968 w1th the mlnldevaluatlons of the cruzeiro,
protectlon had come %o be based solely on the customs tarlff, although
it was a good deal lower than that der1v1ng from the nomlnal rates. There
was a prollferatlon of systems of 1mport duty exemptlons or reductions
with varlous aims 1n view: drawback for exports of manufactures was
combined w1th the beneflts included in 1ncent1vcs to 1ndustr1a1
develoPment, 1mport quotas for certain 1nputs proportlonal to theA
volume purchased on the domestlc market and the power of the Councll
for Customs Pollcy (Conselho de Polltlca Aduanelra - CPA) to halve

the duty rate on capltal goods w1thout domestlcally produced
counterparts. The mlnldeValuatlon (or crawllng—peg) mechanlsm also
operated in the same dlrectlon, 1nasmuch as the adjustments of the
exchange rate lag ed behind the rise 1n prlces and sometimes thelr
amount represented less than the domestic or international 1nf1at10n
'differentiaio 7 | : - | l

This liberalization of imports formed part of the whole set of
anti-inflation measures, and was aimed at maklng domestlc industry
face up to the need for an 1mprovement in product1v1ty and for more
rational investment decisions.’ Import formalities were also simplified

/and anti-dumping
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and anti-dumping measures wefe'imﬁlemented {("standard of minimum
value™ and‘"refereﬁce prices"); In these conditions, and concurrently
with the recovery of the growth rate of the economy as a whole and of
the industrial sector, imports of capital goods, industrial inputs and
certain other manufactures ekxpanded to a marked degree. Accordingly,
"in March 1973 tariff duties were iﬁcieased, with the exception of those
; appiied to fuels and Iubricants, which underwent a further reduction.
The rise in the overall average level was a little over 25 per cent,
so that the nominal rates remained lower than in the 1957 tariff,
except in the case of consumer goods and metalic intermediate
products.34/ (see table 11). -

‘The increeeing use of incentives to industrial exports and
development based on exemptlon from import duties or their reduction
meant that less protectlon was provided, especially for capital goods
and 1n@ustr1al 1nputs¢jL/ This has severely affected the development
of certain 1inesnof production, but makes the present customs tariff
levels more con51stent with the need to increase exports of

manufactures. e . : : : .
Recently, the big trade deficits shown in 1974 and 1975 have
made it necessary to apply controls and limitations in the granting

of the tax incentives described.

34/ The latter, in fact, to ensure the satisfaction of demand for
steel products, were exempt from import duty in 1973 and up to
1975. Imports were concentrated in the three State steel mills
and major purchasers were authorized to import one-half of
their requirements directly.

35/  See IPEA/INPES, Relatbrio de Pesquisa, No. 22, p. 135. For
capital goods, real tariff rates would seem to have been 40 per
cent lower than the nominal rates in force between 1967 and 1973,
a difference which has apparently increased. Furthermore, the
similarity régime does not always constitute effective protection
for the domestic producer.

/Table 11
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oo S L ‘_Ta.ble 11 _
BRAZIL: -JMPORT TARIFFS. NON-WEIGHTED A‘FEU&GE§ OF ROMINAL IDPCRT DUTY RATES

{Percentages)

. -

w3 3

Ty

1964/ 1967 1973 | 964/1966 1967

‘1966

Percentage variation

Total imports =~ - * : ' 75 SRS ‘ e -9.3 2546 ¢
Non-durable consumer goods: - . N T - T8 STt RN 7% SR 556 ;..
Dureble consumer goods =~ . B0 . . L 83 3.8 - 29,7
Puels snd lubricant® 65 48 25 o Bl5 M
Metallic intermediate produsts - T S e
Non-metalli¢ intermedfate produsts > - : 37 . . 27 oo SBel : L. 259 -,
Construetion materdals. - N & SR JEEIRETNE * VIR % T 1
Capital gobds far agiloulture’ S 82 CoLonam 31 . <361 - 2la0
Capital goods for ‘industry T % - ll1+ . o o=10e2 2242

Capitsl goods for transport i o .85 : 42 R ‘.-1l_.;,5 e - 1le3

Source: IPEA/INFES, Ralatdric de Pesoulsa N® 22, page 134 and NO 26, pe B8,
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(¢) Industrial development policy

Without ﬁnder—rating earlier initiatives and méésures, it may
be asserted that only in 1957 was a deliberate industrial development
policy formulated, of which the bases may be summed up as follows:
() an effectivély protectionist customs tariff; (ii) an exchange
system 'which subsidized imports of capital goods and'basic industrial
inputs and liberalized financial transactlons, thusg faC111tat1ng
returns on ‘foreign capital; (iii) attraction of forelgn capltal for
direct investment; (iv) an expansionist tax policy; (v) prov151on of
incentives to regional development; (vi) a monetary pollcy whlch
permitted the rapid expansion of bank credlt and the 1ncrea51ng use
“of short-term éxternal funds.' In'a setting so favourable to |
invegtment a broad and'diver51f1ed“structure of 1ndustr1a1 prdduction
took shape, although with’noticeablé‘lééé'in‘importzéubStitution in
respect of dapital goods-and basic 1nputs, among other 1nter- and
‘intra-sectoral distortions. o

' This industrial development pattern necessitated the fbrmétidn
of an increasing capacity to import to which the industrdal sector |
itself did not contribute. Qbviously, the favourable exchange.:
treatment accorded to exports of manufactures between 1955 and 1959
was not compensatory bndugh for investment and produétion'décisiqns to
include the external market. | “ ' o

During the early 1960s investment and industrial production

slackened their pace considerably, while at the same time a
substantial change of policy took place. The liberalizégion of 'the
exchange rate reduced import subsidies and the real raté of exchange
for exports of manufactures dr0pped below the figure corresp0nd1ng to
primary- commodltles,% The expanslon of publlc expendlture was
restnicted'and bénk‘credlt was reduced with a view to controlling
inflation.  After a v1gorous spurt of fqrelgn investment in certain
dynamic industries whose productlon capac1ty was .far from being fully
utilized, the 1nf;ow of external capital diminished concurrently with.
the passing of legislation which éstablished gtricter controls over
remittances of dividends. '

- /As from
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As from 1964, industrial development policy wag based on the

liberal grantlng of across~the-board tax and financial incentives.
,To these must be added others deslgned to encourage exports of
manufactures, which, although conditional upon sales abroad, -had some
effect on the aggregate operations of the beneflclany firm. Exchange
pollcy dld no more than prov1de a neutral framework, particularly .
from the end of 1968 onwards, SIDCe 1mport pollcy -wa&s based on the

ad valorem tariff and export policy on tax and financial incentives.
The reorganlzatlon of the financial market, in its turn, provided.
larger supplles of resources through monetary adjustment,
d1vers1f1catlon and speclallzatlon of sources of financing and.
authorlzatlon to obtain forelgn loans for flxed and.worklng_capltal.éé/
Long-term financing for flxed investment 1n the industrial sector was
prov1ded solely by the Varlous speclal funds through publlc.agenc1es
and OfflClal banks. Tax 1ncent1ves sought to cheapen :the cost of.
capltal. Purchases of goods from abroad were wholly or partly exempted
from import duties, from the tax on circulation of merchandise (IICM)
and - since 19?0”— from the.tax.on industrialized products (IPI).
InVestors buylng domestlcally produced capital goods, enjoyed the
beneflt of some of the. 1ncent1ves to exports of manufactures, in the
same way as forelgn purchasers, as well as of an accelerated
amortization régime for income tax purposes.. A large proportlon,of

industrial investment_uas covered by these benefits.37/

jé/_ At first enterprises were authorized to borrow foreign currency
‘in order to finance working capital. A large proportion of
such funds were used to finance the production and sale of
consumer goods. Later the authorization was extended to banks.
to ‘enable them to refinance invéestment in fixed assets and
working capital. The!cost of obtaining and using such funds
was lower than that of domestic credit, but tended to level up
in consequence of certain restrlctlons on the 1ncreas1ng
external -indebtedness. ’

37/ -See IPEA/INPES, Relatdrio d¢' Pesquisa, No. 26, p. pe )

/The steel-
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_The steel-making, petrochemlcal, shipbuilding and motor-
vehicle industries were the only ones whose expansion was under the
control-of the Federal Government, and for the first three specific -
programmes and incentives were established. The.only other elements ,
in the limited sectoral selectivity of industrial development policy . -
were ‘the 1967 Housing Programme, the tax. incentives for certain
regions and the network of national, regional and state development
banks. Regently, in consequence. of the large-scale imports of
capital goods, non-ferrous metals.and fertilizers,38/ the Economic
Development Council (Conselho de Desenvolyimiento Economico - CDE)
adopted measures, to channel financing. into capital formation in the
equipment and basic.inpqtg;sectors. Inter alia, incentives to the |
purchase of domestically-produced equipment were increased,. and so
were the resources of the National Bank for Econqﬁic Development
(Baneo Nacional de Desenvolvimento Econdmico - BNDEJ. _ _

To summarize, industrial development policy was characterized
by its breadth of scope and general applicability,. except in the case
of a few activities in which the public sector plays an important
part. Essentially, it consisted in a permanent blanket subsidy to
capital formation. Both characteristics are common to the phases of
industrial development through import substitution and of promotion
of exports of manufactures.  Undoubtedly, the building-up of an
internationally competitive industrial production structure will call
for greater intra« and intersectoral selectivity in the érantiﬁg of
inéentives, as well as their progressive reformulation; '

2e Development of a policy for exports
of manufac‘tureS' '

{a) General observatlens
Aa will be seen later,fup’to 1964 industrial. export policy was
based on the implementatiqnfoﬁ'exchange'policy;’wﬁich'was.déf;niﬁely

favourable to it between 1955rahd 1959, since the real,ekchangefrate

38/ As early as 1972 the Naticmal Steelmak:l.ng ‘Plan had to be
reformulated since the domestic steel supply was manifestly
lagging behind the growth of demand, as was later to be
reflected in large volumes of imports.

/was appreciably
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was appreciably higher  for manufactures than for primary commodities.
On many occasions, however,. economic measures primarily designed for
the attainment of:other objectives became deterrents.to. the initiation
and maintenance of  exports of manufactures. At the same: time, while
intensive ‘import substitution was being carried on and promoted, the
Governinent showed keen 'interest in- the development of such exporis
as ong” of the means of increasing'the.economy'e.capacity‘tqaimportoég/
Probably, during the initial phases of. the installation of.the
dynamit industries, the compensation required to induce .entreprensurs
to include external markets' in .their investment and production :- .-
decisions would have been unduly high..” Thus, the. coexistence. of -i:
heavy subsidies to capital formation for import substitution:with- the
conpensation necessary to promote exports would have led to transfers
of income which would have been economically, socially and: politically
intolerable. At more advanced stages of industrial development,- with
& Lower Level of tariff protection, with broader and more diversified
finantial markets and with a higher degrewe: .of efficiency in government
activities and functions}ra'situation'can;hécbuilt-up in which
incentives to production and exports .constitute: a subsidy to capital
formation more ‘supportable for therceconomy- as & whole. _Such a
situation, in which exports of imanufactures .could develop and their
contribution to .the formation of the .capacity to import could increase,

39/ - Reference should be made here to- the Working Group on _Export.
Development (Grupo de Trabalho de Fomento as Exportacoes - FOEXP),
which in 1957 represented a first step towards formulating an
export promotion pollcy, although its suggestions do not seem to
have found expression-in praetlcal measures, Much the same
happened in the case of development plasn which did not fail to
underline the need for export expansion and diversification.

The drawback régime was approved in 1957 and régime was approved

in 1957 and regulations for it were established. in 1961. These
and other measures, in many 1nstances, had regulatlons which
made them inoperative. ~Current -export policy has taken up most
- of the suggestions of a working group created by the Federal
Government in May 1963, and formed by industrial entrepreneurs,
with the aim. of ana1351ng expan31on prospects for exports of
manfufactures.l_

AL
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seem to have begun to take shape with the consolidation of a broad
and‘diversified structure of industrial production, whose development

" had been marked by sevére intra- shd intersectoral distortions
resulting in the mainténance of ‘wide margins of idle capacity: On
these bases, and condurrently with favourable internatjonal trade
trénds, from 1964 onwards instruments for the enbour&gemenﬁ of exports
of manufactures’were approved and implemented, becoming more extensive
and more elaborate as the growth and diversification of 'the new exports
- raiged freésh problems."” ' ‘

(b) The 1nst1tut10nal pattern

In this connexion, the designing and 1mp1ementat10n of policy

- measures was based on the simplification and standardization of
administrative procedures and on a relative decentralization of
decision-making. Although the traditional Ministries still existed,
with the same areas of competence as before, economic policy decisions
were taken by specialized coﬁncils, preside&“d#éf:and:formed by the
Ministers-themselves, their representatives, or other government

officials: Thus, the National Monetary Council {Conselho Monetéirio

Nacional % €MN) was responsible for exchange, external borrowing and
foreign c¢apital poYicy;-the Council for Customs Policy (Conselho de
Polltlca Aduaneira - CPA) for tariff policy; “the Forelgn Trade Council

et A

(Conselho de Comérgio Exterior -« GONCEX) ‘for forelgn trade policy, etc.

The executing agencies of the foreign'trade policy laid down by
CONCEX are basically the Foreign Trzde Department (Carte}rgmgg‘gggqggag
Exterior = CACEX) of the Central Bank of Brazil and the Trade Promotion
Department of the Ministry of Foreign Affairs. With the exceptlon of
a few specific functions pertalnlng to other public agen01es,
incentives ‘to the export of manufactures are- hindled almost exclusively
by CACEX, while diplomatié‘a¢tion in connexion with the expansion of
trade is conducted through the ‘Trade Promotion Department of the
Chancellery. - E

/In sddition
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-In addition to the functions proper to them, both the executing
agencies, mentioned above do an enormous amout of work in the field of
trade promotion and information (market studies, publications, fairs
and exhibitions, etc.), thus providing a service of great use to-.

. Brazilian exporters...Analysis of this important infrastructural
feature is beypnd,the scope of the present study, and so is digcussion
of the large-scale.public investment in transport, communication, ports
and- other basic services, essential for dynam;c export behaviour.
Attention must be drawn here, however, to the notable role played
in many respects by diplomatic azaction con51stent w1th the guiding
principles of economic policy. Slmllarly, it may be noted that the
essential’ executing agenéy for measures of the incentive ‘type was not a
bureauctatic body but's Banking institution, in close touch with the
practical problems of export activities and supported by a vast network

of agenc1es and finahcial rescurces.

(c) Broad outllne of forelgn trade_pollcy

With the creatlon of CONCEX in 1966,. the broad outllnes of trade
strategy were establlshed, with the followlng basic almS
(i) .to increase the external competitive capacity of productlon
in general and to step wp participation in international trade flows,
. by .the granting of warious incentives; . - -
- (ii) to diversify the structure of exports, espe01ally w1th a v1ew
to increasing the proportion represented by industrial products, and,
in general, those with greater value added;
(111) to dlver51fy external markets and gain access to new ones;
and | o
(iﬁ) to ensure regular supplies, at stable prices, of the imported
inputs and.capifal goods required for economic devélopment.
- The only general limitation to the expanszon of exports would
seem to have been the priority accorded to the domestlc market: a
fact which is reflected in the provisions adopted by the Government
towards the end of 1973 in face of the rise in international prices.of
raw materials .and the need to control internal inflation.
/Thus in
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Thus: in the granting of incentives manufactures were accorded
markedly prefefeqtial treatment, although traditional.exports were
in no way, discouraged.

(d) ‘Instruments a applied by promot10n policy for exports of -
manufactures

The instruments for pfoviding incentives to the export of
manufactires were based on the granting of tax and financial benefits

within the framework of an exchange policy de51gned to safeguard the

' stablllty of the real eXChange rate.’

-

These instruments were very generally applied in favour of all

" industrial enterprises exporting manufactures, since the regulations

governing their use contained very feéw explicit elements of
selectivity by sectors or products. Implicitly, the tax incentivés
did accord greater benéfits to manufactures incorporating a higher

value ‘added and/or showihg a higher coefficient of imported inputs.

In the case of both types of incentive, the formalities involved were

quite simple, although dué consideration was given to the varibus
characteristics and modalities of each operation, as well as to other
ancillary act1v1t1es whome efflclency .and scoPe it was desired to

increaseé, * o S

The. tax instruments eliminated or reduced internal taxation on

manufactures for export, on presumed earnings from such exports, on
imports of the necessary inputs and capital goods for the producdtion
of ‘the ‘goods concerned, and on' the associated financial operations.
Thé§°élso'inclﬁded'reductions'bf ihﬂirect“taxés on internal
operatlons by amounts representlng varlable pr0port10ns of the values

exported°

The financial instruments ensured the availability of increasing

official resources at low costs to fihance the following: the working
capital of industrial enterprises exporting manufactures; sdles of
capital gobds and durable consumer goods to developing countries;
exports on consignment and technical'éervibes, expenditure'bn
commercial promotlon abroad; and transactions between producers and

tradlng companlesa

/Once the
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"Once the rates for exports of manufactures were ach1ev1ng

steady and dynamlc growth, new overall instruments for

providing incentives were implemented, which, in amplifying and
combining the existing tax and financial incentives, attempted to
link them more consistently with an industrial and.economic .

development policy of which the‘mainspripgrwagfthe;internationalization

of the economy. These incentives were granted to special export

programmes submitted by enterprises or formulated for given segtors
by the economic authorities, to transfers of complete industrial plants

to Brazil, and to trading companies. They sought to establish

favourable conditions for -the maintenance of the .growth rate of exports

of manufactures which ~had to-make a major contribution to the
stabilization of ‘the external trade balance, by .channelling them into
the most dyrnamic branches of international trade: industrial inputs,

parts:rand. assembly kits produced by the metal-transforming and

- electrical industries, and capital goods. Furthermore, the granting

of: the incentive was made conditional upon the generation of certain

effects in the domestic-market.

¢« ., The approval, implementation and improwvement of the foregoing

instruments marked characteristic and clearly differentiated stages.

‘in the:development of industrial export policy. Between 1964 and 1968,

‘the .exemption of exports from internal taxes was approved and

implemented,; together with drawback, and a start was made on the
granting of some financial incentives. These instruments. operated in
conjunction with an exchange policy which was not very satisfactory
because of the.great variations in the real exchange rate that took
place in the course of each year, although the exchange rate in force

for manufactures improved. Furthermore, the-economy underwent a severe

.recession as the result of the application.ef anti-inflation policies,

¢ that producers had wide margins of idle capacity.which were used
for export purposes, even if costs were only just covered.

During the period 1969-1972, economic and industrial development

recovered and exchange pelicy maintained the real value of returns on

exports by virtug of frequent periodical adjustments. Incentives to
/exports of




exports of manufactures then came inteo full force, since the o o
:profltablllty of such cperatlons had also to be safeguarded. . It was
at this point that the system of tax crédit (reduction of 1ntefnal
taxes for exporter firms) was introduced, fogether with financial
incentives based on increasing resources, and the regulations for the
various‘instruments providing incentives were improved and amplified.

As from 1973, the new overall instruments came into‘nperation,
through which the granting of 1ncent1ves to exports was more closely
tied to investment in the industrial sector. h

In consequence of the heavy trade deficits incurred in the years
19?4 and 1975, various measures were adopted to restrict imports and
encourage domestic production of capltal goods. Tax incentives to the
export of manufactures became more flexible aznd more liberall'snd
financial resources for the same purpose were increased. The
application of import duties as a stimulus to exports was tightened up.

A Commlsslon on Export Incentives (Comlssao de_Incentivos as,

Exggrtaqoes - CIEX) was set up to make suggestlons for the 1mprovement
of incentives, and a Foreign Trade Study Centre Foundation (Fundagao
Centro de Estudos de Comércio Exterior - CECEX) was estdblished, whose
first task was to analyse the existing system of tax incentives and
| propose amendments. |

Tables 12 and ‘135 sum uplthe insﬁruﬁents used'and'theif direct
effects on sales prlces, productlon costs, capital requirements and

proflts°

/Table 12
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Tabla 12

BRAZIL: SUMMARY OF INSTRUMENTS OF PAGMOTION POLICY FOR EIPRTS (P MANUFACTURES

Across—ihewboard instruments

Tax instruments: - - N i :

Fihanoial ingtruments

New overall instruments

,

1. Exemptien from internal taxes for 3,1._ Finaneing of production for export

manufactures for export

a) IPI: Federgl tax_on industri-1-

(a) BITzed produsts levied on a%.l
goods produced in the wcountry
and imported

(b} 1M:State tax on eirculation
%Them(IagInhandisa, similar - to

5

{c) Others: All other taxes, du~
Ties or specifiec contribue
tions affecting manufactures
for export

2e Import dutics-

{a) Drawback: Suspension of pay-
ment or exemption for impora
tod inputs lzlx.e:l'(‘.lfm.lt; domesti~
cally.produced countérperts)
Intended for preduction of

mamufactures fo rte
Inciudes tﬁe oo;rgjstggndim

suspension or. exempiion fram
payment of tife IPT end I
loports of capital gpods: .
Reduction or exemption fron |
poyment of taxes on imperts |
of capital goods intended fop

Industrial enterprises |
assumirg export comnitments

(v)

=;3. Reduotion of internal taxes

(a) IPY tax oyedit: Reductiom of
 -amount due on domestic maprket
operations by a proportlon of
the F0B valus of manufaciures !
axported . :

{b) IM tax credit: Ibideme

He Reduction of income tax

{2) Reduetion of taxable profits
by a proportion squivslent
to the percentage_ofthe
enterprise?s total sales
represented by exporis of
mamifactures

(v) !

remlttances abyoad for royal-

ties, technical %ssister.ce

%mﬁ Interest on 0ang, condim

onal u;t)on an annual’ inetrease
in exports

Exemption from taxation ot the

Bource on remlttances abroad

for ent of agentst

ocommlssions

Domestic enterprises can

compute expenditure abroad on

sales promotion as part of
their costs, and are a:enpted
]

from tax on remlttances
road under that head

(e)

CY)

on fironeinl operaticns - -

Exenpiion for all £inancial
end lnsurance operations
relating to exports of
mnnprac ures

energy i

Full relmbursement of tai
paid vhen 1t exceeds 2 per
oent of the FOB wvalue of
exports of manufactures

!
i
{7‘,
|

(2)

(v

2+ Finanoing for exports

Up to 180 days: The Central Bank
allocates rediscounts to tle
commeroial banks geared to the
financing of the working eepltal
gf entoy ﬁis%s eXporting manuufa.c-
5w e terms_are eception=
alu{y favourables '.'Ig adgitilo)n, the
Banco do Brasll allccates increas-

*ing resources by means of revolv-

ing oredits_on_current account,

at relatively.low egst. The Bahco

Naclonal de Desenvolvimento -
onomico BNDE also makes the

B
g.;,laca.tion of 1ts loans condition

upon their use for the forma=
tion of working capital

aver 180 ddys: The Bancoe do Brasily

. using s;iecial funde, finances the

productien of capital goods 1Ath
a high unit valui and a procuction
cycle excecdins 100 doys

|

Reduction or refund of tax onl: ' -

{a) Short-term: Normal finaneing for

(v)

3e Export eredit irsursnce

90 and 100 days provided by tie
comnereclal banks authorized to
hancdle foreign eXehzhge
Modium- and- long-term:..
Administered by tie Baico do

Brasil :bhrouﬁh CACEX with speelal
funds and JTDB resources

Capital goods and durable

ognsumer goods: Teras of 1 to 5
gaars_ and over, aad.intendad for.

eveloping countries
Exports on consigmaent: Un to 1
Yoar

Exports of services: Over 180
days, with priori*%}: for oner=

e

atlong includin, 8y, of
razilian. pmdu%ta ppiy .

Trade promotlion abroad:
Including merikat studies, publice

it{, par ici%:‘tion in industrial
fairs, dispateh of samples, eto..

‘Trading Companies: Special ”

rediseounts Tor the financing of

transastions between: the producser
and these compahles, covereing the
periad during which the goods are
on deposit under a spscial customs
rqgime

1%,

o mid-1%72 the .fax and finan-
“Anstriflents were very widely
applled to sll ind_xéstri;abl entor-
pr}ises salling part of their

production sbroade At aliout that
date regulator¥ grinci es were -
implemented sliichy vhile ineluding

AR e Rl
noentive
hata gn% ranted theid inpcon;ju.tm-

tion, seeking:
{a) To induce subsidiaries of
transnational corpozation to
step up thelr exporis
{b) To attract to Brazil existing
‘means of groduction which
uld be internationally mebl-
ized in quest of the eXploi~
tation of comparable advane

. tages ‘

{e) To induce national entrepre=-
! neur to set up trading compa-~
! %ljies fog tlgie masy gﬁgg{t of

O on of -
me&%-sggle industrialistse
. s inst elts were
ﬁinﬂ%é %%Sgew invgg'l‘ment
the Federal Govermment wms

empawored_to enploy them
seleetive 8¢ g8 ‘to br

ing
$§§¥ 5«1:&{03' é?i%f%iggyelop'

le Special expori prograniles
(BEFLEX)

These may be subliftted by one
! g!t; moreaqnduﬁrg.aﬁ gﬁn%x&grisga.
oy enjoy a ene. eriv:
el Lt and Finencial T
instruments used in the .
. promotion_of exports, as well
as _the folloving rivilege
Inports of capital goo gz:}o
necessarily new) for ini %a
1ng§stx.g§nt and of inputs Ogr
rodustion purposes are i
guh,ject to I%hept'(-x:;ui'ﬁ_1.‘t:f of
non-existence of 4 sinilar
domestie product
Imports to ragl&ce capltal
goods can be brought. in
wunder the aezis of similar
regulations 1n other indus=
tr§a1 romotion reglmes
] ef%eu 8 o0

redud-
ticns (IPI end income tax}
are anplified
It 1s possible to ensure
that vax instrusents fo‘i
promotionzl purposes will
renain in foree for a given
minimum perioed

Political and special risks ~re
assuned by the offielial insti-
tution on behalfl of the “sdsral
Governments The cost 1s rela-
tively low

7. Transfer of entire industrial

plants

To Brazil, on eondition that
the¥ were in operation in
thelr country of orlilin a.xiui
that their productionn would be
}sisentia. iy &tggegrggrim
ey were et

Aty and, ineddition, entiried
to benefit by other incentives|

3+ Trading companies i
Establishnent of a speclal cus:
tems reglme to allow nerchan—
dise to remain on deposit with
benefit of the tax and financial
incentives to export

Liberal exemption froi: income

Amplification of finuneial
[ era‘tiong [ g’tc froi.. the
[ rresgnn ing
Facilities for compmercial benls
to meke up the espltal of such
snterprises
Specia,% r'énancing for thair
era) Tl
095ibi .glities -fop :I.nter-oompaxg
sales of meruhi.ndis ol deposli
under & epecial customs prégzime
| Reduction of taiies
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Table 13

BRAZIL: DIRECT CFFECTS CON INDUSTRIAL ENTERPRISES OF INSTRUMENTS OF
PROMOTION POLICY FOR EYPORTS OF MANUFACTURES

Direct effeots

Aorogs-the~board instrumsnts

Tax instruments -

‘ -I«‘inanuial instruments

New overall
inatruments

Reduotion of sales
Priee abroad

fnaduetion of produc.
tion cest

1. Exemption from internal

exports
IPI, ICH and others.

3. Reduotion of internal taxes;

IPY and ICH tax credits

l 5. Exempticn from tax on

! financiel operations -

Y24 Suspension, redustion, or
i, exemption frow puyment of

i lmport duties

1 54 Exemption from tax on'

| tinano#a_l oparsgtions

I 6. Refund of single tax on

H

Redustion of capital
reguirements

¥
|2. (a) Drawback.
(work:lng ocapital)

2. (b} Redustion or exemp-

tion from peyment of
duties on imparts of
sapital goods
(fixed os,pital)

|
|
i

taxes on manufactures for ;

2+ Finanoing for exports

9+ Export oredit insurance

1.

3

Speolal export programmes
(BEFIEX) =~ .

Trading Companies

« Financeing of production
. ; For expart

!
|
i
8
!
~ et m et e
| 3
|
i
!
!
E

{ fuelz and eleotrio energyi

o e e

i,
]

2.

Speeia.l export programas
(BEPIEX)

franefer of completie
mmqtrigl plants to Brazil

FRTI

1. Financing of produte
tien for export

i (vorking cepital)

2+ Financing for exports
{working capital)

Inorease in profits

L, Redustion of inuoma ta.x

1
L]
T
3
i
?

;lﬂ

2

Speoial export programmes
{BEFIEX )

Transfer of somplete
industrial plants to Brazil
Trading Companieg

{working capital)

- BEFTEX )

Specisl export progra.mea

Trading Companies

" /3:. Exchange
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5+ -Exchange policy

:(a)- Background .data

From the post-war years uﬁ'fo11964'éxchange_policy-underWentv
many and various changes, export policy being impiémented almqsf
exclusively through its rulings. Oﬁ the one hand, .the growing
importance of coffee in the structure of exports always ensured that
it was-accorded special exchange treatment.40/ On the other hand, the
primary concern of exchange policy was to maintain low i@port cests

for capital goods and inputs required for the installation and

" development of the iridustrial:sector. :Thus, the changes in .policy and

its paramount objectives made it hnlikeiy that an exchange rate would
be established which could afford sufficient compensation to potential
exportérs.of those goods in respect of whibh‘import substitution was
being promoted. Nevertheless, while on many occasions the export
exchahge:rétecwas lower for manufactures than for primary commodities,
during a number of years ;'éspecially between 1955 and 1959 - exchange
regulatlons were de01dedly favourable to the former.__/ Three
dlfferent perlods are observablee

' From the post~war years to Janaury 1953 a fixed exchange rate
was ma1nta1ned together with strict controls, ‘whence the constancy

of the nomlnal exchange rate in force.42/ As internal taxes were

'&Q/~-“Inml952-coffee came to represent .74 per cent of total exports.
Its participation fluctuated sharply during the next ten years,
but pursued a downward trend (53 per cent in 1962-1964) which
has contained up to the present time (10 per cent).

41/ BSee the estimates prepared by the Central Bank on the nominal
and real exchange rates in force during the period 1949-1969,
for exports of raw materials, food products {(excluding coffee),
minerals, and industrialized products (IPEA/INPES, Relatorio
de Pesquisa No. 1%, pp. 32 and 33).

L2/ What is meant by the nominal exchange rate is the current value
of net income in domestic currency per dollar returned, and it
is defined as the algebraic sum of the official exchange rate,
the bonuses granted by product and the tax, exchange and port
duties affecting exports. To obtain the real rate of exchange,
the nominal rate was deflated by the appropriate internal price
indexes.

/applicable to
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applicable to the products exported and.their incidence was less on
primary commodities than on manufactures, for the latter the nominal
exchange:rate was about 10 per.cent lower than for raw nmaterials, foods
and minerals. Naturally, the real exchange ,rate was gradually reduced
to half its original value in consequence of domestic price trends.
For these reasons, in conjunction with rising coffee prices, exports
in general:suffered.a:discouragement-which was . reflected in coffee’s
increasing participation aad"a:d?aﬁtiﬁ.#ed“@ticniinﬂthe value of
external sales of other products., . .. + - vt

The. year 1953 witnessed two radical changes:in exchange policy.
The first of thesey in Januaryy :was the institution of a free exchange
market with a system of mixed.rates, such that returns on coffee,
cocoa, and some other traditiomal products had to be goverted.entirely
on.the official market, instead of only partially as . in: the case of
other goods. Towards.the ggdygfaﬁh;iyear,‘the second change referred
to introduced a system of multiple exchange rates. These were defined
on the basis of the official .rates.in force since 1946, with surcharges
for imports and bonuses for -exports, frequently altered ip order to-.
make allowance for.the effects of rising.internal, prices or " o
fluctuations .in those quoted on the external market.43/  Although as’
a result of these modifications exchange rates increased in nomipal.
terms, in real terms they continued to fall durlng 1953 and 1954

During the years 1955 and 1959, the nominal’ exchange rates for—
manufactures ‘wére markedly (up to 4o per cent) higher than those for
primary commodities. Real rates redovered their 1950 levels for raw

materials, £00ds and mineral's, whilé for manufactures the rate ‘¢limbed

higher than #n the years immédiztely 'following the war. This was

because the excliange bonuses ‘granted to industrialized products

13

43/  Between 1953 and’ 1964 the exchange system also had to meet the
need to attract- forelgn capltal and its complexity increased with
the regulations that facilitated frequent switch-overs from one
set of norms -to another. All that will-be done here is to attempt
to indicate the role played by exchange-policy in relation to
manufactures.

" /considerably exceeded
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considerably exceeded those assigned to primary commodities. In

October 1958, moreover, the conversion of foreignh excharige earnings
on exports of manufactures was transferred to the free market.44/

Between 1960 and 1964, on the other hand, nominal éxchange

rates once again dropped about 10 per cent lower for manufactures
than for primary commodities. For the latter, real rates continued

to risey: while for manufactures they were stabilized at 'a level a

little higher than that attained in the period immediately following

the war. The relative advantages of industrialized products began’

to dwindle as financial incentives were granted to exports’ of minerals
and exchange rates for primary commodities -~ except coffee, cocoa,

and castor oil ~ entered the free market. During 1961 returns on

- thegse products also became negotiable in the free market, although
they were subject.to retentionsaﬁé/‘ These changes, which were aimed
at. unifying:the exchange rate and making it more flexible, were in

. force for only a siort period,:since, during the next two years, social
conflicts, inflation and economic stagnation gave rise to new forms of
exchange control. Towards the:end of 1963, a special bénus for '
exports of manufactures-was established. A few months later, the new
Government, with'its- policy of economic stabilization, gradually

LA

returned to.a unified/and: felxible exchange system. .=~ - I

(b) The‘perlod 1964 1968

As from 1964 l965,_export policy began to Operate through tax
and f1nanc1a1 1nstruments. As the 51mp11f1cat1on of exchange rates
proceeded, the 1mplementat10n of export policy hecame quite distinct
from that of exchange pollcy. _The latter was.conducted up to. .

27 August 1968 on a basis of fixed exchange rates with abrupt and

&&/ During these years a process of exchange simplification. was
started. As from 1957 imports were subjected to an ad valorem
tariff (0 to 150 per cent) which partly replaced the exchange
surcharges under the system of multlple rates.

Lo/ ‘Imports also were transferred to the free market, w1th the
oonsequent increase in-:industrial costs. © - - :

/widely—spaced




widely-spaced adjustmentsa These ad;ustments were aimed at making
allowances for internal 1nflat10n, and keeplng up the level of the
‘real exchange rate.h The 1nterval between exchange adjustments
j- approximately one year - was sufficiently long in relation to the
growth rate of domestic prices to 1nvolve-Var1atlons ln the real
‘exchange rates that caused a high degree of seasonal instability in
.1mports and exports, as well as in movements of capltal, which
speculated in the consequent changes in real interest rate differentials.
_ The lifting of internal taxes on exports of manufactures allowed.
the nominal exchange rate for these products to rise again above the
rate for‘primary commodities., Real rates:deteriorated, although much -
more moderately for manufactures than for primary commodities. Thus,
exports-of manufactures would seem to havVe been-essentially supported
- by the new instruments of export policy and by wutilization of the wide

margins of idle -eapacity.

S (e) Sfabilitﬁ{ef the realrexciaﬁge rate

_ The lengthy intervals between exchange adjustments, betweenmwhich
_-there had been gaps of almost a year up to January 1968, were reduced
..on. 27. August of the same year, and 28 days later a succession.af . .
adJustments ‘began whlch ‘o' 'an average represented a’ deValuatlon'af the
cruzeiro in relation to the dollar bt 1.5 per Cent every Lo days,46/
The new exchange system sought to obviate the,problems deriving from.
the wzdely spaced and steep adgustments° Thus, a stable real’exchange
_rate began to be maltalned By means of small and frequent devaluatxons

of which the amounts and spacing were always variable (see table 14).47/.

46/ On 14 February 1973 the adjustment conesisted in a revaluation
(3 per cent). The buyers' rate closed at the end of 1973 at the
same figure as at the beginning of the year, thanks to four other
adjustments in the opposite direction.

47/  See the updated analysis of the Brazilian exchange system in
Antonio Carlos Lemgruber, "0 sistema cambial bragileiro e as taxas
flutuantes", ("The Brazilian exchange system and its fluctuating
rates"), Conjuntura Econdmica, vol. 30, No. 5, May 1976, Fundagao
Getilio Vargas. See also in earlier issues articles by
Adroaldo M. da S8ilva, "A politica de minidesvalorizagoes" ("The
policy of minidevaluations™), March 1975, and by
Carlos von Doellinger, “*Inflagao e balango de pagamentos -
implicagoes sobre a politica cambial™ ("Inflation and the balance
payments - implications for exchange policy"), January 1976.

/Table 14
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N Table 4
' BRAZIL: EXCHANCE ADJUSTMENTS, 1965-1375

it

' Number of days " Exchange rate sdjustment - Ov:::zl
Humber - A‘::"::t::::é " (peroentage) _ . Exchange iidex b/
- 9f L — — - . rate &/ {annual
| ;di“:f Lowest Highest pti:::; . };:f};:::‘_ . annual Cr,/US$ peroent-
" bumber number T ' - . age
. age . nee . . incresse)
From 1 January to ~ - - | . S , . L e Ty
41 Deoember 19565.: CLoccochsl L Bsh o 216k, 21.6W . - 2188 - 2.2
31 December 1966. 0 _ ) 0L ! L0 e 242 < 38e2
31 December 1967 i 325 325 . - 22.30 22430 22.30 . . 247 . 25.0
31 December 1968 5. 20 - - 57/ . 1w - 1.89s/ - 18,90 .. - 3.805 255 . . .
31 Deasmber 19569 .8 g 55 S Le22 2461, 13466, - We325 . 20.1
31 December 1970 9 14 56 . .. 065 . 191 L1375, . W92 o 19.3
31 Desember 1971 7 38 80 1.59 2436 . 13.82. . 5.6 - 19.5 .
31 December 1972 8 23 €9 0.82 2466 10,36 6.18 15.7-_
31 December 1979 5 48c/ 85 0Ny .2._§a§/ o0 68 155
31 Deoember 1574 1 i 855 103 v 2402 19,66 70395 S
31 Desember 1975 L

12 B3 - g9l L9200 2l 9402 - 29k

Sourge: Banso do ‘Brasil, Bolet{m, lay 1976; -Gonjuntura Egoncmica, Rundspde Getiilio Vargas, Rfo de Janelre,
several issues; Internationa.l Finaneisl statiatica_. Intemational Monetary Fund (IMF‘), Washingtnn,
May 1576,

8/ Buyer® exchange rate as st 31 Deoember each years

b/ Internal supplies. : . o .

¢/ The biggest interval was really 236 days (4 Januﬂ.ry to 27 August). The devaluation on 4 January was 18,60
per cent and that of 27 AUgust was 13.35 per ent; 28 days later the first mninidevalustion was introduseds

g/ The biggest develuation was 1. 1‘6 per cents . . ... \ L _ P

I S PP o -/The: adjustments
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The adjustments took into consideration the evolution of internal and
external inflation, as ﬁell as other factors such as export prices,
interest rate differentials, the reserves position and overall balance-
of-payments trends. There was, of course, no established formula for
.calculating the amounts and timing of the minidevaluations. Besides
”preveﬁting speculation, the propedureifortce;ep}etipgﬂthe.adjustments
had to take into account the effects on trade produced by differences
in the behaviour patterns of inflatien and by the external value of the
currencies of thos¢ countries which Were mqstdiqportaﬁt{in Brazil's
-external transactions, as well as.the internal.repercqssdqnstgf changes
1s“the cruzeiro . Value of the swelllng external dehto__Theﬁgxshange

ad justment procedure adopted as from 1968 was complementary to the
monetary adjustment systems which-were used internally.. ..

‘This procedure - .small and- frequent adjustments of the exchange
rate, pegglng the cruzeiro to the dollar ~ was in line with the
conditions prevailing in the international monetary system in 1968.

But the latter has undergone appreciable modifications, since the
developed countries are at present clinging to a system of fluctuating
rates, and their rates of inflation have increased. In these new
c1rcumstances, the minidevaluation (or."crawllngnpeg") procedure finds
itgelf, under heavy pressure as regards 1ts pace, 1nten51ty and

' SOphlSthatlon-‘ Thls pressure has been still farther strengthened in
recent years by adverse trade-balance trends, by the growlng ‘external
debt,. by the fact that the dollar to which the rate is pegged is
def1n1tely recoverlng, by an 1nternat10nal sltuatlon unfavourable to
the expans;on of exports, by a structure and level of 1mports that it
would be difficult to reduce or alter, and by the already manifest
slowlng-down of economlc growth. _ ,

The growth rate of domestic prices, whieh-had pursued a declining
trend up to 1973 and had cushioned the irflatibnary impéét of the
devaluations, speeded up during 1974 and 1975 much faster than in

1967-1969. Moreover, as long as the terms of trade improved - as they

/did up
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did up to'1973 except in I9?i ~448/ it was possible to neutralize
thé unfavourable effects of internal inflation on the trade balance
By Slowiﬁg down the minidevaluations. During 1974% and 1975, on the
other hand, the terms of trade underweht a marked deterioration.
Thus, although the equilibrium of the external sector was not based
only on exchange.policy; it necessitated more frequent and intensive
minidevaluations. S e
_Giventheincreasing complexity of the implementation of
exchange policy, exchange adjustments naturally lagged behind price
variations, and the amounts they represented were often smaller than
the differences between“ihterﬁal and extefhal;inflatidﬁ. Nevertheless,
estimates of the average real exchange rate in"relation to the
currencies of United States, the European Common Market” and Japan

show a measure of atablllty up to 1972 and an 1mprovement in 1973.49/

&§/ It should be recalled that, startlng from an exchange rate
which stabilizes the balance of payments, devaluation by an
amount similar to the difference between the increase in
internal and in external prices maintains the parity of
purchasing power only if the terms of trade remain unchanged.

L9/ See the estimates prepared by Adroaldo M. da Silva, op. cit.
The cruzeiro/dollar crawling-peg had kept the real .dollar
exchange rate somewhat lower than that in force during the
months in which this exchange policy was first applied. Thus,
broadly speaking, real exchange rates for the European Common
Market countries and Japan gradually improved. In any event,
it is unlikely that this differential incentive was the main
determinant of the disparities in the dynamism of trade flows
towards these developed countries.

/During 1974
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During 1974 no major changes took place, and the probable subsequent
deterioration will doubtless have been offset by the benefits
resulting from the recent amplification and improvement of certain
incentives to the export of manufactureso50/ .

' _ Thus, from 1968 onwards exchange pollcy prov1ded a. satlsfactory
framework for the development of exports of manufactures by
malntalnlng an approximately stable real exchange rate; although
durlng the last two years of the perlod 1t had to rely on import
restrlctlons to mltlgate the rece551ve and 1nflatlonary effects of
external factors unfavourable to the contlnulty of economic growth.

Attention should also be drawn to the. approprlate condltlons
afforded by exchange pollcy for the tapplng of external savings, since
the 1nterest rates dlfferentlal adjusted by the inflation differential

was kept p051t1ve, w1thout the seasonal fluctuatlons recorded in
earl1er perlods 51/

RIS

50/ - ‘The sound reservés position and the maintenance of attractive

.conditions for the inflow of foreign savings enabled economic
pelicy to palliate the severely depressive effects of the
-deteridbration in the external situation which began to make
itself felt as from the last quarter of 1973. In this context,:
in face of the alternative of recession plus inflation, the
fall in the real excharge rate - offset in some instances by~

.. - lincreased incentives - does:-not seem to have constituted a

' very burdensome sacrifice for exporters. On the other hand,
utilization of the new import substitution 0pportun1t1es calls ~
for direct incentives to .capital formdtion in the appropriate

sectors, if they are not’ ‘to operate through the reduction of
the real exchange rate.,

51/ 'Real rates’ of interest were higher in Brazil than abroad.
. External interest rates, in their turn, did not always reflect
* the rate of world inflation. Moreover, devaluation continued

to fall short of the interest rates differential. This
incentive seems to have contracted during 197% and 1975, .
concurrently with a slackening of the inflow of loans and. an
increase in direct investment. It should be recalled that the
inflow of foreign-capital enabled stabilization of the balance
of payments to be combined with: hlgh rates of economlc growthe.

/4, Tax



L, Tax instruments

{(a) ' General observations

Tax instruments to encoutrage exports ‘§f manufactures 0perate

. through &ll the Fedéral and thé most 1mportant of the state taxesoéz/
They consist in exemption from payment or reduction of taxation on
imports of capital goods and essentiazl ‘inputs, proauctlon for export,
related finsncial operations and presumed export earnlngs. An
additional incentive is the reduction of the most important inteérnal
taxes by a varying proportion of the values exported. | S

Although the benefits granted are generally'applicable fo.

. manufactures as a whole, ‘they embody ‘certain potentialréiemeﬂﬁé of
selectivity whieh gre makiﬁg‘tﬁemselves‘mbre éffonglyifelt as the
incentives in quéstibn are modified, updated and 1mprovedc Méfédver,
while simple enough to apply, these: 1nstruments 1ncorporate a Varlety
of procedures adabted to!the different’ charécterlstlcs of productzon
and external marketing operations, as well as to those of comnlementary
activities which it is also sought to encourage. The importance of

the incentives is based on a reformulation of the tax structure which
has considerably increased the efflclency of tax collectlon, and has
thus made it possible to forgo some: nart of thls larger reveneu,

In tne case of 1mport dutles, the ‘incentive dlrectly subsidizes
_capital formatlon by mahlng 1nputs and machlnery chedper, while at the
same time production costs are reduced _2/ ‘It seems to have been very
intensively used in connexion with exnorts of manufactures having a
high imported input content. Tne fact that exemptlon from payment of
taxes is accorded to exports of manufactures in general places them on

an equal competitive footing, so that price formation is based on input

52/ See Annex C in the Spaﬁish tekt,-tablefcéaﬁ;

53/  The across-the-board application of exeuption from import duties,
as a means of encouraging industrial development and exports of
manufactures, obviously has deterrent effects on the growth and
progress of the more complex sectors such as.that producing capital
goods. To offset this result among other promotion measures,
export incentives are granted to certain domestic. market sales of
capital goods.

/and factor
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and factor costs:and on productivityy irrespectively of the criteria .
by which inte¥nal tax policy is guideds: This exemption might be
considerediiot' so much an incentive to export as the elimination of

an obstaéleplsinbﬁhaﬁ”thq international level the devgloping countries
could hardly offer manufactures at competitive prices if they transfered
the payment of their own internal taxes.to the foreign purchaser,
Moreover, such exemptions are in widespread use-in international.
trade. In so far as indirect taxation tends to be concentrated on ...
certain items - luxury goods, beverages, etc. - the relative importance
of the exemption decreases; a case in point.would seem to be the
Federal tax oh indtstrialized products (IPI).54%/

On the other hand, tax credit on the two principal taxes - that
on industrialized products (IPI) and that on circulation. of merchandise
(ICM) -, which consists in reduction of the tax payments really due
‘on domestic mariet operations by a proportien of the value of exports,
constitutes ‘a blaniet subsidy to enterprises exporting manufactures.
Compara51vely Yittle advantaze has been taken of the pOSSlbll@tl&§*Q£
imbuing it with a deliherastely selective character related to-policy -
priorities, sincé -the tariff rates determining the amount of the
benefit granted are dictated more by internal taxation criteria than .
by the necd to erncourage exports. . ,

The other imporiant incentive is constituted by the reductlon of
tax payments due on entrepreneurial profits: Initially, it was the
only oné-established for a limited period of validity,.a characteristic
which it has retained, despite repeated extensions. In this type of

subsidy too the degree of selectivity is very low.

B4/  The IPI ‘at present provides 41 per cent of Federal tax revenue,
and income tax 29 per cent. The importance of the former has-
décreased and that of the latter has increased since 1969. The
tax on circulation of merchandise (ICM) levied in the states of
Sao Paulo and Rio de Janeiro, in the aggresate brings in much the
same amount of revenue as the Federal IPI.

/{b) Import
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(b} Import dities

The taxes’ payable on imports are. the ad valorem 1mport dutles
and "the' corre5pond1ng propoytion of the-tax on 1ndustr1a11zed products
(IPI).__/ The general régime establishes:that imports are not eligible
for tax exemptions or reductions if similar domestically-produéed

goods exist in specified conditions (similarity r&gimel.56/ In many

cases, however, incentive régimes for production and exports not only
comprlse éxemption from or reduction of tax payment due on imported
capital gdods and inputs, but also waive the similarity regulations
for such imports. ’ | -

The use of the two forms eof taxation on imports as ah incentive
to the production of manufactures for export was essentially based
on threeiprdCédures: (i) drawback; (ii) ‘tax-exemptions-or reductions
for 6apita1 goods; conditional on’'a.commitment .to cxport; and
(iii) exemption for capital goods and inputs, in terms of the increase
in external sales. _

Drawback. What is meant in Brazil by. the drawback régime is the
partial or total refund, suspension, or exemption from payment of
import duties on raw materials, inputs and packing materials used in
the production of other goods intended for export.

The 1957 Tariff Act instituted this system, for which the
regulations were not formulated until 1961. Very little use was
made oflit, since it entailed the presentation of export plans or
programmes.

Towards the end of 196k and of 1966 new regulations were drawn
up, establishing the three possible forms it might take, as listed

above.

55/ It should be noted that the IPI acts as a multiple-rate value-
added tax. Consequently, it increases the real protection for
domestic production deriving from the import duty; the more
highly-processed the good imported the greater the increase in
the protection provided.

56/  The similarity (similaridade) régime dates back to 1930.

/The refund
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: The refund of the duty paid - drawback proper - is effected.
after shlpment of the merchandise exported; and has proved to be
the most sultable procedure for sporadic Operatlonso
Suspension .of payment. - a form of temporary admission .-
necessitates the'ppesenﬁetipn and approval of an import-export: plan,
and can be used only by enterprises with supply contracts on credit
terms; by\hebitual‘exporters or by, subsidiaries of {ransnational .
corporations in ipt:a—firm transactions. .The most flexible procedure
for hebitgal exporters seems to be exemption from payment, siace it
implies the‘replacementzqi.inpute equivalent in quantity and-quality
to fhat:qegd in the prgﬁuction.oizgoodsualready.exportede; L
'Oﬁee.edmitted.tgrﬁhe régimeg_importe& éoeée alse enqu the -
benefit of exemp?iop ﬁrom the taxes on industrialized products (IPI)
and circulatien of merehandise,(ICM) from the Denewal of the Merchant
Marine and Port Improvement . lev1es, and any others not-corresponding
to, serv1ces actually rendered. ,
The.drawpack provisions themselves establish the. régime of the
“qigbsitq induetrial” (ﬁindqstrial depositi) which allows. the enterprise

importing the goods concerned to transform them under customs coptrol,

and that of the "depéséto aduaneiro". (Ycustoms deposit’. or honded

warehouse), where zoods . imported or for export can remain far: periopds
of 1 to 3 years with suspension of tax payment. N

Although an endeavour was made to.simplify &ll the red. tape
required for recourse to.the instruments of export promotion, the
formalitiesIrelating_to,the dregbaek'pégime retain a measure¢ of
complexity basically needed to prevent the proliferation of fraudulent
.operations, _ AecordingiyL some axperperehabstain from using the.system
when fhey fin& it more bhurdensome than importing directly. . This
must undoubtedly happen in the case of occasional and small-scale
exports, and goods in which the imported input coefficient. is very low.

Save in a few exceptlonal caues, drauoack 1s granted on condltlon
that no similar domestlc product exlsts. .o ,

Data relating to the apnllcatlon of the rég me durlng the period
1969~ 19?5 show the following trends: (1) in terms of value; ‘duty-free

/imports increased
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imports increased much faster than imnorts of industrialtinput§:§2/
(ii) the value of exports programmed on the basis of duty-free imports
for use in their production rose at a much higher rate than that of
total exports of manufactures; (iii) the duty-free import content

in exports of manufactures followed an upward trend; and (iv) exports
programmed under the drawback régime represented - though with some
fluctuations - more than half the total exports of manufactures

(see table 15). Conseguently, the implicit bias. in favour of those '
manufactures with a high imported input content would seem to have
been accentuated by the intensive utilization of the drawback régime.

Imports of capital goods. During the yéar 1969 the economic

authorities were emmowered to 1ift or reduce taxation. on imports of
capital goods intended for the . installation, expansion and re-equipment
of industrial enterprises assuming import commitments. This franchise
was granted in the form of suspension of payment, and:-on condition
that no similar domestic product  existed. During the first two years
of utilization of these conditional incentives, 253japplicatipns
were approved, involving impprts to-a value of 47.4 million dollars,
tax exemptions amounting to 16.9 million and export commitmerts for
$9.8 million.58/ These data indicated a 27P~per-cent reduction in the
cost of the imported component of the beneficiaries' fixed investment.
In point of fact, this form of subsidy to capital formation has
always been one of the investment incentives provided by the Industrial
Development Council. - In the programme of export incentives .initially
formulated, it was the only one that acted on fixed assets, although-’
in an inchoate and generalized fashion. Later, under the system of
Special Export Programmes (BEFIEX), it took on a broader, more selective

and more integrated character.

E?f The value of dﬁty free ihborus under the drawback régime
represented 2 per cent of total imports of industrial 1nputs,
¢limbing to 7 ver cent in 1574.

50/ See CACEX, Relatdrio Anual, 1971.  Quantitative data were
published for the years 1970 and 1971,

/Table 15



=73

Table 15

DBRAZIL: USE OF. DRAWBLCK REGLIE

. Duby«free Programmed - ‘duports L is - : o
Year - Numher of ’JflP“f“hs - Sperte manu:thures v ?/c
' _~9perat'_iunsl A B G K
o Millions of dollars at current pricass Percentages _
1969 19 11.5 5.4 28,2 2503 1640
1970 627 2.8 197.8 415.9 21, 47.6
971 992 660 3504 561,3 8.8 60,9
1972 1159 1110 496.9 | 911.7 2243 51,4
1973 1wy 23447 992.8 1165.3 236 67.8
197Y 1 200 33348 1 101.8 2 321.5 5043 7.5
1975 1 063 5593 Ll 1 55,7 2 §3049 " 35,0 6046
Annual. percentage
- 19741969 96.1 89.2 52,2
19751974 67.6 4.8 1343

Source: ‘CACEX, Relatério Anual, several yearse
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- b .

Incentives to expansion of exports. Towards the end of 1971

a new incentive was introduced which was to remain in force over the
next three years for enterprises that expanded their exports of
manufactures.59/ Thus, exemption from tax payments on new capital
goods, inputs and packing materiazls was granted to an amount not
exceeding 10 per cent of the annual increase in exports of manufactufes;

this benefit was not subject to the similaridade régime, and could
be carried forward to the following fiscal years, up to the end of
1974. In exceptional cases, too, advantage could be taken of the
incentive in advance, on the basis of an export commitment.

This was a circunstantial incentive, and, although no data on
its utilization are available, the imports actually effected do not
seem to have attained significant figures;60/ in a few special cases
however, it may have constituted z substantial premium.

(¢) Tax on Industrialized Products (IPI)

In actual fact, from 1960 onwards exports of industrialized

products and their inputs were exempt from payment of the tax on
consumptioh;i This principle was not established as a fegﬁiatibh unﬁi;_
the end of 1962, but the formalities involved were so troublesome as
to curtail its use and effectiveness. Towards the end of 1964, the
new consumption tax legislation reaffirmed the exemption, and, with
the 1965 reform the tax was converted into the IPI, which is levied

on all industrialized products, whether domestically-produced or
imported. Reductions and exemptions from payment of the IPI, as well
a8 its proportional rates, are deltermined by criteria relating to

essentiality, value added and price- and income-elasticity of the

5%/ It should be recalled that during 1971 exports of primary
: commodities and semi-manufactures declined and those of
manufactured products slowed down.

60/ During the three years in question they probably did not amount
to 150 million dollars in all, assuming total utilization and
an increase in the external sales of all exporters.

/product.6l/
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product.6l/ It:also acts:'as a value-added tax’of whic¢h the raté is
not uniform, since the taxpayer can claim credit for  the amount of
the IPI includéd in the value. of the rawwmateriélgl-inputsfand
packing materials. The corresponding. exemption: for. exports 62/
began to produce-its full effects. towards . the end of 1967, whén its
regulations were established, and shortly afterwards it was made
"more flexible by a system.of  tax suspension whiéh facilitated thew
operation of'trading companiés.in their function as middlemen.§3/.
As‘from-l969g‘exports of ‘manufactures entitled the manufacturer

or exporter-‘to the. so-called crédito fiscal (tax credit), i.e., &

reduction of the IPI payment due on domestic market sales, dor-of other
Federal tax liabilities if that proved insufficient.6h4/ Later on,
authorization was granted. for.the transfer of this tax erédit ‘to.

- subsequent fiscal years; to-other establishmeﬁts pertaining to the
same firm, to associated firms, to.other firms in paymént for raw
materials, “or; should all these possibilities have been exhausted, to
the acquisition .of an "Export Tax Credit Certificate" for the payment

. of Federal taxes.§2/ The amount of the reduction or tax credit was

61/ Production of cigars and cigarettes, for example, accounts
for almost one-thrid of amnual IPI revenue; while food,
pharmaceutlcal and veterinary products contrlbuted less ‘than
1 per cent during recent years.

- 62/ For tax purposes the definition of exports also covers:

(i) sales on the domestic market to residents abroad (tourists)

paying with travellers' cheques issuéd in cruzeiros abroad; and

(ii) supplies of consumer goods to foreign aircraft and shipping
at Brazlllan portsn,

63K'- ThlS is a matter of 1nterest in relatlon to occaslonal exports
-~ and for small-scale producers who can obtain the benefit of the
exemption by operatlng through tradlng companleso

64/ This deduction from a tax payment due is termed tax credit
' because of the way it is put into effect; out of tax payments
already made, an amount equlvalent to the deductlon is re=c¢credited
to the taxpayer°

65/ Edict N2 491 (5 March 1969) defines the beneflt granted as a
: tax incentive :in compensation for .other.interral taxes paid.

.[ﬂetefﬁfned by
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determined by applying to the FOB value of the exports the IPI
tariff rate corresponding to the product, limited to a maximunm
of 15 per cent.66/ The economic authorities were also empowered to
.eétablish for credit purposes the tariff rate for produdﬁé-on which
the IPI was to be reduced or lifted, to fix differentizl incentive
levels lower than 15 per cent, and to alter the ceiling in the case
of metallic products, machinery and equipment (chapters 82 to 89 of
the Brussels Tariff Nomenclature - BTN), and,. exceptionally, on account
of changes in the IPI percentages or market conditions. The systems
excluded from its benefits proceé?éd ppffeeﬁ_éawq, lumber, and, later
‘c1garettes, | |

The faculty of the econonic authorltles to use thelr discretion
in operating on tax credit rates obviously tended to convert the
system into a selective export incentivé, since tpe‘IPI“tariff rates
were based on eriteria guided by domestic market requirements. Thus,
many provisions were established to determine the tariff rate for
products liberalized, to raise it in some cases (though it was always
kept below the celllng), and, lastly, to maintain the prevailing rates
for mass consumption goods, or which the tax was reduced as a means of
controlling price increases on the domestic market.

Because of the definition adopted for the base value on which
the IPI tax credit was calculated, during the first,tﬁree years of
application of tﬁe Systeﬁ it afforded greater encouragement to goods

with a bigger imported input content. This situation has been

66/ The incentive is really more significant, since the tariff

rate is applied to the CIF, C&F or C&I value, accordlng'to
how far Brazilian 1nsurance and/or transport services are used.
In addition, when the exports are consigned to subsidiaries or
associated firms abroad, and once the corresponding foreign
exchange earnings have been determined, the base mentioned can
be increased by the amount of the liquid profits accruing from
the marketing of the product in the importer country. It is
explicitly stated, moreover, that the tax credit is maintained in
respect of the IPL on the use of raw materials, inputs and packing

. materials to which it is applicable. Lastly, apart from normal
export operations, the incentive covers exports without exchange

- coverage representing Brazilian investment abroad, shipments to
~industrial fairs and exhibitions, and exports remitted on
consignment. Only since July 1972 has the base value excluded
inputs imported under the drawback régime.

/reversed, since
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reversed, since the tariff rate de%ermiﬁing the amount of the credit
is applicable only to the value that has not benefited by drawback.

" Tax exemptions and credit enable-the producer to cut export
prices considerably. But, with the marked reductions .in the tax
rates applicable to mass‘bonSumption_goods,hthe:IPIfis becoming a tax
on specific formé of consumption: .tobacco, motor-vehicles, alcoholic
beverages and luxury goods in general. Exeamption is not an. incentive,
since it places all goods in a position for the‘formation-qf their
export pricés to be uninfluenced by-internal taxation. Tax credit,
in its turn; calls for modification of its selective character, still
largely deriving from the criteria by which taxation is guided; a
fact which will doubtless induce the -authorities to revise the 5
structure of tariff rates with the aim of increasing the efficacy of
the incentive and limiting its cost to strictly essential levels,

(d) Tax on Circulation of Merchandise (ICM)

Up to the beginning of 1967 exports were subject to a sales and
consignment tax which fell within the competence of the states and of
which the incidence was multiple when the product had to cross several
state frontiers. However, the more developed states-had long before
exempted exports of manufactures from this tax. During 1966 export
taxes were placed under Federal jurisdiction ard provision was made
for a system of inter-state agreements to harmonize tax:policies with
‘the aim of-establishing uniform tariff rates. The 1367 Constitution
laid it down that states should be coupetent to institute taxes on
circulation of merchandise with uniform tariff rates for internal and
inter-state operations, while the Federal Senate was to fix the ceiling
rates for these and for export operations., Moreover, only under inter-
state agreements could. exeuptions be granted and revoked. The .
Constitution established that exports of industrialized products
should not be subject to this tax on operations relating to circulation
of merchandiée (ICM)°§Z/ As the ICM is not cumulative, the taxpayer
can claim credit for amounts paid in the same or another state on raw

materials and inputs.

67/ Under the Comstitution of 2k January 196?1 non-1n01dence of the
. ICM can be extended by law to other productsa o

- /Taﬁafds the-
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Towards the end of February 1967, the industrialized products
eligible for exemption were defined as those subject to the Federal
tax on industrialized products (IPI). At the same time, equrtkl
operations were~facilitated‘inasmuch as merchandise was also . .
considered as . .remitted abroad when it was delivered to trading
companies, bonded warehouses and customs deposits. The maximum rate
for export operations - from which manufactures were exempt - was
fixed at 15 per cent.

In January 1970, the states sgreed that they could grant
exporter-taxpayers a reduction of the ICM (tax credit), which was
implemented by the same method as had been approved a year and a
half before at the Federal level for the tax on industrialized
products (IPI). The tariff rates for tax credit were also the same
as those of the IPI, with the ceiling set at 15 per cent, and were
calculated on the basis of the FOB value reduced by that of imported
components brought in under the drawback régime. Initially, the
products ineligible for the tax credit were the same as those mentioned
in the case of the IPI, plus sugar-cane, edlble molaBSes, vegetable
oils (except ground-nut, cotton and soya bean oils) and cocoa paste
~and cocoa butter.68/

The harmonization of tax policies and exemptions allowed the
export process to flow more smoothly, but the exporter-taxpayers
piled up more and more tax credits, especially in the less developed
states or those with fewer resources. Thus, after adopting a variety
of provisions aimed at making the ICM credits effective, the Federal
Government decreed that they could be used for the payment of the IPI
and empowered the Ministry of Finance to formulate other measures.
Thus, part of the burden of the state incentive is being carried by
the Federal treasury.

Here again, the ICM exemption and tax credit, with much the same
characteristics as in the case of the IPI, permitted a significant

reduction of the export price.

68/ Cocoa paste and cocoa butter were admitted to the tax credit
régime during 1972. Individual states excluded other products
according to the special conditions prevailing in each.’

 /(e) ' Income -
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(e} - Income tax G . ,

From mid-1965 the taxable nroflts of enterprlses exportang
manufactures were reduced by law in the proportion represented by the
value of eéxports of such.products in relation to the firm's .total sales.
The products which entitled.exporters to this bonus were gpecified by
the authorities in terms of the;desirgbility¢qf_promoting.the}r
-penetration into the international market.  .While this principle
permitted selectivity by preduct, the list.in force embraces a very
wide range of goods.69/ Originally,.the provision was.intended to.
remain operative only until 31 December 1968; but one year after its
~approval it was extended- to.the same‘dqte,in 1971, and this deadline
has been successively put forward for‘}, g and 4. years, so that the
-tax reduction will be appligable up to- the end of 1980. o

.. This deduction from the 1ncome,tag:payable.by.f;rmg exporting
manufactures may be -increased in four different ways. In the first
place; since-1969, these enterprises have been allowed to include in
. the computation of production costs. expenditure abroad on, promotion,
propaganda. and market studies, renting of premises for commercial -
exhibitions, fairs, and ;nstallation and maintenance of offices, agencies,
stores and warehouses,?O/ Furthermore, as from the following year
remittances of forelgn exchange under the heads mentloned above were
- entitled to reduction of or. exemptlon fron income tax 71/ on

transfers abroad. Subsidiares of foreign firms are not eligible for

63/ A decree of the Mlnlstry of Flnance (Portéiria do Ministro dé
Fazenda GBn’OB, 17 June 19?1) includes all the hroducts comprised
5 of the 99 chapters of the Brussels Tariff Nomenclature
(BTN), and in 97 h-digit items, out of the 208 included in . |
another 19 chapters, entirely’ excludlng ‘only 15 chapters.‘ Up to
December 1973 only three insignificant changes had been recorded
in this connexion.

29/ Between 19?2 and 19?& CAC X approved ;86 drafts of e ante’
expenditure programmes, amounting to. approximately 5 million
dollars. :

71/ Under the regulations exemption is granted..

/these two
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these two benefits. Likewise since 1969, enterprises-exporting
manufactures have enjoyed the right to reduction or refund of .tax
payments on financial transfers abroad under the head of royalties),
technical assistance and interest on loans. Such payments must be
recorded in the Central Bank, the benefit obtained is variable, and is
conditional upon exports being larger than in the preceding year and
upon the maintenance of a given ratio ~ equal to or higher than 1 -
to the amount of the remittances. Nor has income been taxed at source,
since 1969, in the case of financial remittances in payment of
comuissions to agents abroad, and of interest and commissions abroad
on the discounting of export bills of exchange and on credits obtained
in connextion with pre-financing, financing and refinancing of exports.
(f) Tax on financial owverations

This Federal tax, instituted at the end of 1966, was levied on

"all credit, exchange and insurance operations and on mobile bonds and

- gecurities. The National Monetary Council, authorized by law to make
proportional tax reductions, gradually accorded exemption to operations
in respect of export insurance and credit, insurance on international
transport of merchandise, reinsurance and advances on exchange
contracts, with the result that the export process became chedpsr :

and simpler. '

(g) Single tax on fuels, lubricants and electric energy

Since 1966 the legislation in force has provided for the refund

of the whole of this tax to exporters of manufactures and extractive

. products eligible for the benefit, if the tax exceeds 2 per cent of the
FOB value of the goods exported. It also exempts shipping under the
Brazilian flag plying on international routes and obtaiping supplies

at Brazilian poris. This exemption was extended to foreign shipping
in 1969 and to the Brazilian fishing fleet in 1970. | )

“The exemption is obviously an important one fof international

transport costs, but its scope is limited in relation to production of

. manufactures for export.?2/

zg/ Revenue from this tax is based mainly on retrol.

/(h) Other
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(n) Other taxes

Under legislation in force as from mid-1966, merchandise for
export was exempted from all faxes, dues, emoluments and specific
contributions to which it was subject. The provision excluded the
export tax reégulated by special Iegislétion, é@ecific exchangé
retentions (coffee and other products) and port dues payable for-

' services actually rendered. It also established that storage rates
should be waived for a maximum period of 15 dayé in the case of
merchandise intended for export and deposited in areas under port

Jurisdiction,

5« Financizl instruments

(a). General observations

The Foreign Trade Department (Carteira de Comércio Exterior

- CACEX) 6f the Banco do Brasil was established towards the end of
1953 for the purpose of financing exports. 'During 1961, CACEX was
authorized to license, finance and refinance exports of capitél goods
and durable consumer goods against medium- and long-term payments in
convertible currencies. It was only in the course of 1966, however,

- that financial instruments began to operate effectively as incentives
with the creation of an Export Financing Fund (Fundo de Financiamento
a Exportagao - FINEX) administered by CACEX. At the end of the

following year rediscounting by the Central Bank was put into. effect

for the purposes of financing the working capital of enterprises
exporting manufactures. Thus, by 1968 a system of financial incentives
to preoduction for exports and exports proper had taken shape, and was
improved and expanded during the following years. It was complemented
by a system of export credit insurance noted. for its”low cost.

The financial incentives consist..in the priority given to
allocation of credit on very advantageous terms to finance the
production of enterprises.exportiﬁg industrial. products. To a lesser
extent, and for terms of up to more than 5 years, financing is
accorded to exports of durable consumer goods and capital goods
consigned almost exclusively to Latin American and other developing

countries. Direct financing for exports also covers sales on

/consignment and



- 82 -

'cbnsiénﬁent and the provision of technical services abroad. The
ééheﬁe is bompleted by an.extensive system of eprrt crédit insurance.
fhe official resources applied have increased, and real interest

rates are largely negative. The allocation of credit include some
elements of selectivity by product and size of enterprise, and, apart
from being conditional upon the effecting of exports, is based on
hgnk criteria. It is worth noting that the motor-vehicle industry
has absorbed‘incréasing volumes of direct financing for exports.

It will be seen that the channelling of financial resources is
more favourable to production than to salés, as regards both the amount
of the resources allocated and their lower cost for the exporter.

In other words, the incentives are primarily aimed at financing the
caﬁital formation of enterprises preducing for export, and, in the
second placé, at facilitating sales of those products - such as
capital and durable consumer goods - which are competiti#é in terns
not only of prices but also of payment dates. 7

(b) TFinancing of production for export

Outstanding among the operations designed to finance the working
capital of enterprises producing manufactures for export was the
special rediscount granted by the Central Bank for that purpose to

commercial banks authorized to deal with foreign exchange. As

from 1 January 1968, the Central Bank provided such resources to
an amount which initially represented 10 per cent of the normal
rediscount and was afterwards gradually raised until it reached
€5 per cent. Thus, allocation of the rediscount was increasingly
oriented towards the finandiﬁg of firms selling their products
abroad. The operation was characterized by its flexibility and
simplicity, by low rates of interest - actually negéfive in real

"terms - and by a discretionary elemenf which enabled CACEX to channel

/funds towards
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funds towards specific productsfzz/‘.In‘view of such favourable
financial terms, intensive advaﬁfagé'was taken of this incentive,

‘to which recourse was had. for'alﬁdst half thé"iﬁdustriaiized“

products eXported, Thus, this rediscount mechanism flnanced during

the productlon phase over ?O per cent of the value of the 1ndustr1alized
 products exported (see table 16). a

" Bince mids 1969, the Cart91ra de Comerclo Exterlor (CAC“X) ‘of the

- Banco do Brasil has used 1nternatlonal FINEX resources to provide

'.‘flnan01ng for the productxOn of capltal goods with a hlgh un1t value and
productlon cycle eXCeed1ng 180 dayse_“/ Loan terms are advantaweous
because the cruzeiro value of the product is fixed 'at the time when the
credlt is granted, and’ becausa'lt is virtually nossible to make sure of
financing for the whole of the merchandise to be exported. The amount
represented by such operations has steadily increased, and attained very

. substantial figures during the years 1974 and 1975. The number of
operations has naturally been small, but the last year of the period it
had climbed to 10 (see again table 16).

Zé/ On the basis of an export commitment on the part of the enterprise,
and in the light of its previous record and of the allocation
criteria in force, CACEX authorizes it to negotiate financing in-
whitever bank it prefers. Periods of up to 180 days are covered
- or 240 in special lines - and the interest rates and commissions
‘charged must not exceed § per cent per annum (in cruzeiros and
without monetary adjustment). The rediscount rate charged by
the Central Bank amounts to 4 per cent yearly. The sum . to. be
financed is limited to a maximum of 80 per cent of the FOB value
concerned. The special lines have been applicable to cotton
textiles and footwear since the end of 1970, to small- and
medium-sc¢ale enterprises since mid-1971 and to cocoa:and cocoa
products as from September 1972. Subsequently, to meet

- conjunctural difficulties, other industrialized agriculitural
products were also included (01trus frult juices, castor oil
and soya bean oil, etc.).

74/ In this specific case the financing covers about 8C per cent of
. the cruzeiro equivalent. of the CIF value invoiced as at the date
" of 'the lean, at an annual interest rate of 8 per cent. Its
duration varies from one case to another, and CACEX can increase
the proportion financed if regulations in the buyer country
stipulate advances of less than 20 per cent. An account will
. later be given of the FINEX operations directed essentially to
the financing of export activities proper.

/Table 16
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Table 16

BRAZIL: FINANCING OF PRODUCTION OF TIDUSTRIALIZED FRADUCTS FOREXP(RT w« SFECIAL CENTRAL
o ' BANK REDISCOUNT (RISOLUTIOH i° 71/67) ~

Banco do Brasil b/

" Special Centpal Dank rediseoount (Resolution N® 71/57) (£inancing. for .‘_E‘in.;.ncing
Finan-—. goods with a or
Exports licensed by CAGEX oing a/ production cyele of) " ‘production
3:::3 Expor-t; .- . Hore Less Exports
1 —e s o than
Teor Humbey To.:a Ave:age,_' “Exporta of than 180 of
of (m:;:e (thVa. ue 1 of fnduse “industri~ 180 deys industri~
licences ¢ ons Ouian s triglized - allzed - deys (oun alized
o o
issued products  products (PINEX) products
dollz 1 funds
ollzars) dollers) {percent~  (perocent- ) (percent-
ags) . age) - M11lions of dollars age)
1968 7
1969 o
1970 ‘ : 20 244
1971 , 385 L7 22 35 57,8 29
972 1 259 580 bs1 48 25 42 8543 32
1973 1 592 871 547 bs 22 549 - 103.5 27
1974 1 599 1 104 £50 37 18 4.7 131.6 L2
1975 2 118 1995 gl 2 61c/ 28 8846 1664 36

Source: CACEX.

;_a/ The amount financed was estimcted by taldng the sud of the balahces -as at 30 June and 31 December in each
Yoar- of the refinancing granted by the Central Bank to the commercial banks in accordance witir the neshandsms
esteblished in its Resclutfon N® 71 (1-11.-1967)e See Banco do Brasil, Boletfm, March 1973 and 1975,
Conversion inte dollars was based on the averags annusl exehange rate published by Conjuntura Econcmicas

. Pundago Getfilio Varges, Morch 1976. : ' a

_13/ The data supplied by CACEX in millioms of eruzeiros were converted imte dolla_;rs at current prices for the sole
purpose of estimeting the fmportoiice of the firancing of production foar sxpert undertuken by the official bank
systenms '

E/ In actual faoty the coefficlent, wes probably about Y5 per centy as nearly 30 per cent of the total value
licensed was covered by speclal finoncing for experts of olls, orange Julce and soya-milling by-productse
Thuss if the same proporiion were mu:lnta',ined' in the finaneing allocated to these produsts, the coeffielent for
axports vwould fall to about 20 per cents

/The Banco
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. The Banco do Brasil, using its own resources, and operating

through its General Credit Department (Carteira de Crédito Geral

- CREGE) finances production of”manufactures for exporf bj means

of revolving credits on curfept,account=2§/ 4 greaf deal of use was
made of these-résources duriné the period under review, and their
volume inereased at high'ratesl while the large number of operations

-~ from 500 to 840 yearly - shows how widespread was their application
(see again table 16). With its own resources, too; the Bank

- through CACEX - finances the production ofhgoods for export by means
of industrial credit certificates and credit on current account.76/
The same official institution also provides indirect financing

through its Exchange Department (Carteira de Cambio) - in the form

of advances on exchange contracts - and through CREGE, using the
resources of a Fund for Democratization of Capifél of Enterprises

(Fundo de Democratizagao do Capital das Empresas - FUNDECE).77/

Lastly, the National Bank for Economic DgﬁeioPment {Banco Naciona;

de Desenvolvimento Zcondmico - BNDE) provides basic industries and small-

and medium-scale enterprises with financingﬂfglmeet their working
capital reguirements for the production 6f maﬁufacturés intended for
the external market. These afe'medium-tefm oPérations and the
allocation of the funds is genefally linked té_fi#ancing of fixed

investment.

75/ Periods of up to 180 days are covered, the resources being
replaced with exchange ‘ligquidations, which makes new drawings
possible. The maximum amount is the equivalent of the book value
of liquid net worth at the date of the last balance, and the
annual rate of interest is 18 per cent.

76/  For periods of 180 to 360 days, which can be extended if the flow
of exports is maintained, and at an annual cost of 16.8 per cent
(interest plus commissions).

ZZ/ In this case periods of up to 36 months were covered, with
180 days of grace, at adjustable interest rates of 12 per cent
per annum. Although these funds are not as advantageous as
others that have been described, their allecation is facilitated
for export enterprises. Approximately half of the FUNDECE
resources are administered by the Banco do Brasil, and the rest
by the regional and state development banks for the same
puUrposes.

/As has
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As has been shown,,flnan01ng of productlon for export is
characterlzed by an ample sunnly of offlclal credlt, relatlvely .
easy of acceSS, “and granted for perlods approprlate to each type of
0perat10n, at rates‘of interest whlch are lower than the market rates
and may even be negatlve 1n real terms.' Furthernore, the allocation
of these f1nanc1a1 resources has been progre551ve1y geared to the ,
effectlng of exportsa Thus 1n the perlod under con51derat10n over
one~ fourth of the value of exports of 1ndustr1a11zed products was
financed on these terns durlng the proce551ng pnasee'

(c) Export financing

-

Short term export f1nanczng is normally handled by commerclal
banks authorlzed to conduct forelgn exchange operatlons and the. ,
Exchange Department of the "‘Banco’ do Bra511. Tt con51sts 1n advances
on exchange contracts for terms of up to 90 and 180 days at varylng

annual 1nterest rates (about 18 per cent)

FIN“X and Inter-Amerlcan Development Bank (IDB) funds and. a spe01a1
redlscount for tradlng companies. T T o
As already stated, in 1966 an Export F1nanc1ng Fund (FINEX) was
set up in the Central Bank wlth the a1m of supportlng external eales
of durable consumer and cap1ta1 goods.“ These funds were admlnlstered
by CACEX and were allotted in dollars for terms varylng from one to
five years and at interest rates of 7 per cent. 78/ From the tlme of

its establishment, FINEX was supplied by IDB with a revolv1ng credlt

2§/, They were also granted for terms of 1ess than one year and more

; than five.:: Flnanclng could not exceed 85 - _per cent of the
invoiced value and covered 1nsurance and. freight contracted
.with Bra2111an companles,-_

/line, against
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line, against which funds allocated to Latin America were rediscounted.
This form of financial support wa51expanded,$evera1 times over until

it amounted to about 20 million dollars; but the domestic resources
furnished by'tﬁe-éeptral Bank steadily increased,.and came to
constitute the bulk of the finaneing provided. In this way,

growing perp}tions of exports of capital and durable consuﬁer goods
were financed;zg/ almost all were consigned to the Latin American
countries ~ especially members of LAFTA -, and, to a lesser extent,

and in line with the orientations of fﬁéeign policy, to the non-oil-
exporting countries of Africa. The main flows of financing to

IAFTA were channelled into countries that imported chiefly manufactures
from Brazil.ﬁg/ A noteworthy feature was the increasing and
preponderant share éf the motor-vehicle industry in the total

financed with FINEX resources (see table 17).

79/ During 1973 and 197% this proportion of course decreased,
despite the expansion of resources and loans, since the
vigorous growth of exports of the goods in question was combined
~with the slow pace of reimbursement of loan funds resulting from
the accumulation of long-term financing. It may be estimated
that in 1975 the proportion of exports financed exceeded 20 per
cent. For the same reasons - duration of lecans, incweases in
domestic resources and growth of exports - IDB refinarzing lost
some of its relative importance, although the aggregate amount it
represented was maintained.

80/ Financing for the Latin American countries was facilitated
inasmuch as it was based on credit lines which CACEX allotted,
using FINEX resources and its own modus operandi.

/Table 17
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" . Table 17 -

" BRAZIL: MEDIUM-iND LONG-TERM FINANCING OF EXPORTS

(CACEX, uging FINEX resocurces)
{14

Value financed by CACEX - Value
_ finanoed
WO of ':,::-;d 01}: ::-.. Conaigned to. Motor- -:::':i Exports of
Yeor ., .cpera- lions ation vehloles narigeq | CoPitel aad
tion of dol (thou- Latin atel and parts T durable
2 ms),_ sz.r;‘ds Amerida rlea thareof S aonswmer
. dollars) goods (per-
' Percéntage of total - sentage)
1968 125 1.9 15.0 3.8
1969 238 8.2 34.0 113
1970 L1g 18,0 Lo 9347 1.8 10,0 6243 16,7
1971 591 25.4 §3.0 ' 83,1 15,68/ 11,0 ho.z 16,0
1972 620 66.0 106.0 7heb Oe28/ 38.0 16.8 26,1
1373 717 bs.0 60,0 9845 0s6 %o.0 904 117
1974 1 z06 90.5 75.0 9140 Ba2 43.0 1042 11.9
1975 2 o4z 236.6 116.0 85.9 10.6 5240 25

Source: CACEX,

a/ The figures for the year 1971 include the financing of shipments to Liberia, and in 1972 24.6 per

sent corresponds to shipments to Portugals

/As from
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As'from 1971, FINEX resources were also applied to the
financing of exports on consignment, sales of services and
commercial promotion abroad. In the first instance, the credits
covered 180 days and vere renewable for the same period, and
could zmount to 80 per cent of the CIF value. Between 1972 and
1975 thirteen operations were conducted, totalling approximately
1.5 million dollars. Financing of the sale of services abroad 81/
was granted for periods of over 180 days, priority being given tb
operations including supplies of Brazilian products for the execution
of projects. Only two operations were actually carried out: one in
1971, for a paper mill in Southern Korea and another in 1974 for the
Andean Development Corporation. Lastly, financing for commercial
promotion of Brazilian products ebroad lost its initial importance,
no doubt because of the depressive intermational trade prospectso§§/
Although the operational volume of these three financing lines was
of little significance in relation to total FINEZX operatiens, it
seems very important in respect of its own objectives.

From 1973 onwards, with the regulation of the activities of
trading companies, credit facilities were extended to transactions
between the producers and such companies, covering the period during
which the merchandise was deposited under a special customs régime

until it was marketed abroad.

81/  Techrico-economic and engineering studies and projects,
inspection of execution of works, and assembly services.

§§/ Including market studies and analyses, dispatch of samples,
propaganda material, publicity programmes, participation in
industrial fairs, etc. During 1972 and 1973, 66 operations
were conducted, amounting to 4 million dollars, whereas during
the next two years the number of operations dropped to 27 and
the amount financed to 1.4 million dollars.

/It should
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It should be noted that export financing covers a-considerably
smaller preoportion of external sales than financing allocated to
production, and that its cost is higher. The flow of resources
available, however, is large and increasing, and covers all commercial
sales procedures. Moreover, it benefits the developing countries of
Latin Anerica and of Africa.

{d) Export credit insurance

The year 1965 witnessed the introduction of a system of export

credit insurance which protected financial institutions and exporters
. against possible risks attendant upon the sales financed. For political
" and épecial risks liability was assumed by the Brazilian Reinszurance

Institute, (Instituto de Reaseguros do Brasil) on behalf of the Federal

Government, while commercial rislks were taken on by the private companie
authorized to operate in thisg Dbranch of activity. DNegotiations are
currently under way for the constitution of a Brazilian Credit and
Guarantee Insurance Company (Companhia Brasileira de Seguros de

Crédito e Garantia) which will specialize in accepting this and other

kindred types of insurance. The number of operations has risen rapidly
since 1963,83/ and this is the form of guarantee that predominates in
IDB's refinancing of CACEX based on FINZX resources. Costs under the
Brazilian system, moreover, would seem to be among the lowest in

comparison with other countries.8i/

83/ 196 in 1968 and 9,603 in 1975, according to data supplied by the

— Brazilian Reinsurance Institute. See also Brasil BExportagao, 1974
Lditora BANAS, S.A., for data showing that the sum of the
liabilities assumed for peclitical risks rose from 3.9 million
dollars in 1968 to 30 million in 1972.

84/ See Brasil Exportagaoc, 1974, op._cit.

/6. New
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6. New overall instruments

(a) General observations

Up to mid-1972, promotion policy for exports of manufactures
was characterizéd by the granting of across-the-board tax and
financial incentives to industrial enterprises selling such goods
on the external market. From that year onwards, while the blanket
incentives were maintained, they were amplified and granted as an
integrated whole as a means of inducing a more dynamic trend in the
exports of transnational corporations proposing special export
programmes in branches of activity-determined b& the economic
authorities. At the same time an a%tempt waé made, apparently
without success, to channel towards Brazil the international
reassignment of existing means of production which would be mobilized
to exploit comparative advantages. The amplification of incentives
vas also directed towards persuading domestic enirepreneurs to set
up trading companies for mass export of the production of small- and
medium~-scale industrialists. Lastly, for the first time, incentives
were granted and programmed for specific sectors of industrial
activity: the metallurgical, motor~vehiclé and shipbuilding
industries. Furthermore, quantitative restrictions were imposed on
the export of inputs of agricultural origin incorporated in manufactures
whose external sales were vigorously expanding.

The incentives provided by these néw'instruments were based on
those already existing - and almost universally applied -, granted
as an integrated whole with some additional features and special
requisites, such as long-term export programmes, domestic content
coefficients in produciion, etc. Their concession on broader lines
and in the aggregate was naturally more closely linked to fairly
important investment projects, and, therefore, to industrialization
and economié development policy. Hence their effects cannot be fully
appreciated until several years have gone by.

While these incentives were primarily designed to influence
the transnational corporations, the formulation of measures to

facilitate the development of trading companies represented an atfempt

/to strengthen
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to strengthen the export activities of private Brazilian firms, in
particular those of smaller size. In the initial stage, owing to

the slowness with which trading companies of ithis type were
esteblished;'those constituted by government agencies and enterprises
expanded so‘dynamically that it was possible to maintain some degree
of external bargaining power for certain products. In addition, the
incentives to the §r0poeal of special export programmes by interested
enterprises were used to establish sectoral programmes, sorthat the
promotionel effort was oriented with greater pll'ecision° Neveptheless,
the objectives of the promotion drive represented by these newv,
incentives are still stated in overall terms, although they leave

the economic authorities plenty of room for selection of the products,
sectors and firms to be benefited.

(v) Special export programmes (BEFIEX)

During the early months of 1973 the Committee on Concession of

Tax Benefits to Special Export Programmes (Comissido para Concesséo

de_Beneficios Fiscais a Programas Especiais_de Exportagfio - BEFIZX)

entered operation. Legislation passed during the preceding year made
provision not only for the establishmernt of BEFIEX, but also for a
new and expanded scheme of incentives to the export of manufactures.
‘ Incentives could be granted under this new scheme to
manufacfufiné”enfernrises or groups of enterprises which submitted
special export programmes in line with the follow1ng purposes:

(i) to stimulate expansion of exports of manufactures through the
exp101tat10n of favourable opportunities afforded by the international
situation and resulting in increased liguid profits for Brazil;

(ii) to improve industrial productivity by modernizing their plant
and adopting new technologies: (iii) to ensure economies of scale in
domestic industry, thus permitting access to external markets on
competitive terms, with favourahle repercussions on the level of
domestic prices; and (iv) to take full advantage of the priorities
established for those sectors with the greatest potential for gaining
a foothold in external markets or best adapted to the requirements of

the Federzl Government's economic policy.

/The programmes
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" The programmes approved by BEFIEX, which had to bYe of sufficient
duration to establish themselves in the international market, enjoyed
all the ekport incentives applicable to any export enterprises, plus
the following:

(a) Exemption from the import duty and IPI on imports of
'capital goods for initial investment and inputs for the execution
of the'programme approved. These imports are not subject to the

similaridade régime, and in the case of inputs are limited annually

to a maximum of one-third of net average annual income from the
exports programmed;85/ -

(b) Inclusion of used capital goods in the imports admitted
to this régime. Imports intended for the replacement of equipment
and tools under these export programmes can enjoy similar franchises

administered by the Council for Industrial Development (Conselho de

Desenvolvimento Industrial - CDI);

{¢) Possibility of transferring to other participating
enterprises amounts of IPI tax credit that have not been usedi86/

(d) Exemption from income tax on the proportion of profits
attributable to exports of manufactures, amplified in three ways:

(i) the supplementary income tax on remittances of profits abroad,

§§/ Although imports under the programme are eligible for tax
exemptions even when similar domestic products exist, this
concession has to be approved for each individual product by
the Ministry of Industry and Trade (capital goods) or by the
Council for Customs Policy (inputs). DMoreover, total imports
of inpute benefiting under special régimes (BLFIEX, drawback,
etc.) must not exceed one-half of the FOB value exported. Net
‘average annual income is defined as the difference between the
FOB - value and those imports of inputs which benefit under
special régimes. This system maintains the incentive to the
contracting of freight and insurance in Brazil, by allowing
the total sum they represent to be added to the FOB value for
tax.penefit purposes.

86/ TFor the purposes of calculating the IPI and ICM tax credits,
the tariff rates are applied to the FOB, CIF, C&F or C&X
value as appropriate, after deduction of the imported inputs
favoured by special régimes.

/after deduction,
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after deduction, can be used for the payment of other Federal taxes;
(ii) losses in cne fiscal year can be deducted from profits during
the next six fiscal years; and {(iii) iastallation expenditure can
be amortized during the first ten years of operation and in the fiscal
years chosen by the enterprise;

(e) Possibility of ensuring a minimum period of maintenance

of the tax incentives to exports of manufactures in force at the

“date of approval of the programme, conditional upon a minimum amount

of new investment to be determined in each individual case.

As can be seen, this amplified version of the existing blanket
incentives bases their sclectivity on tho discretionary powers of the
economic authority to grant them on lines broadly designed to
strengthen its industrial development policy. The basic objective
of these programmes is to dynamize the export potential of transnational
corporations already operating in Brazil or encouraged to do so by
this and other replmesoo7/ The system of 1ncent1ves to these special
export programmes allows of a virtually free flow of goods subjected
to some form of industrial processing in different countries, thus

facilitating association for production purposes with other firms

or subsidiaries operéting abroad. To complete the scope of the

incentive, the cost of fixed investment is lowered and taxes on

profits from international operations are lifted.
The very nature of the scheme, inasmuch as the incentives are

linked to 1nvestment, means that it must be in force for a sufficiently
long period befare its resuits can be analysed;.fhe inﬁequl since it
came into operation is still veéry short, although it may be placed

on record that under this systemléome of the most dynamié export
operations injthg last few years have been‘sét afoot, as well as

other major iﬁﬁestmeﬁt projects at an advanced stage of execution

872/ In this context, the text of the regulations is non-committal:

but thus it was officially established. ' See José Maria Vilar
de Queiroz, Brasil, exportasfio ¢ importagfo, APEC Lditora S.4.,
Rieo de Janeiro, 1975, 2nd edition: and Brasil exportagio, 1974,
Editora BANAS S.A., Sio Paulo, p. 188. =

/or recently



or recently launched.88/ But, here again, it will be several years
before judgemeht can be passed on the success of this promotional
procedure, esPécially as regards the gaining of a firm foothold in
the international market.

(e) Transfer of industries to Brazi%

More or less simultaneously with the establishment of BEFILX,
it was decided that exemption from import duty and from the tax on
industrialized products (IPI) should be accorded to imports of whole
industrial plants - even if their composition included some products
with similar domestically-produced counterparts - which had been in
full operation in their country of origin and which, once established
in Brazil, would produce essentially for export. The authorization
of the transfer would specifically determine the possible use of
other incentive instruments.

The objectives of this new incentive to production for export
were related to those underlying the creation of BEFIEX, the aim
being to channel towards Brazil international allocations and
reallocations of means of production motivated by changes in. the
panorama of comparative advantages on which the existing international
division of labour is partly based.

In response to the objections raised in Brazilian entrepreneurial
circles, the original legislation was amended on stricter lines and
the regulations sought to make it certain that output would be '
essentially destined for the external market. In any event, .the -

incentive seems to have produced no effect.89/

88/ The Jornal do Brasil (5 fugust 1976} recently published a foreign
exchange balance - provisional and from an entrepreneurial
source ~ of operations under BEFIEX which shows in three years
gross exports amounting.to 587 million dollars and a net foreign
exchange income of 457 million. Imports under the drawback
régime (inputs) would seem to have represented 23 per cent of
gross exports, while the other imports henefiting by drawback
totalled 8.5 per cent. The same information was also published
by the Gazeta Mercantil of Sdo Pzulo.

39/ According to press ihformation, an initial operation has taken
place in 1976, consisting in the transfer of a Portuguese plant
manufacturing bale twine (see Jornal do Brasil, 8 July 1976).

/(a) Irading
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() Trading companies
Towards the end of 1972 and during the following year a system

of incentives to trading companies was instituted with the object of
encouraging the mass marketing of manufactures and facilitating the
external sales of small- and medium-scale producers. _ _

In the first place, the provisions laid down ensure the producer
the right to avail himself of the incentives in force for exports of
manufactures when he sells to companies of this kind enroclled on a
special register of exporters. Thus, the trading company purchases
the goods at a price appreciably lower than that quoted on the
domestic market and sells them abroad with a margin of profit which
will depend upon its bargaining capacity, while the producer has
nothing to do with the external nmarketing process. Secondly, to the
orginary customs régime for exports, which confers the right to leave
goods on deposit with suspension of taxation, is added a special
custons régime for exports under which the goods can be deposited
and tax incentives can be enjoyed before they are actually shipped
abroad. Thus, for tax purposes, a manufacture on deposit in a
trading company's bonded warehouse is taken as exported.gg/

On the basis of these operational conditions, the trading
companies can deduct from their taxable profits — up to the year
1977 inclusive - an amount equal to the difference between the FOB
value of the exports {plus freight and insurance contracted with
Brazildian firms) and -the value paid to the producer. In practice,
that is, if a trading company exports exclusively manufactures it
will be exempt from income tax, and the larger the proportion of its
import and eiport transactions that relates to manufactures, the less
it will pay. Hxemption from the tax on financial operations is also

granted to all credit operations guaranteed by merchandise on deposit,

90/ The trading company is liable for all the tax benefits enjoyed
by the producer, plus interest and monetary adjustment, if it
resells the goods on the domestic market or if they are not
actually exported within one year from the date of deposit.

/as well
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as well as to those connected with the estsblishment, leasing,
management and maintenance of bonded warehouses. The systein of
basic incentives is supplemented by the p0551b111ty of inter-trading
company sales of goods on deposits - - ’ B

The trading companies had to be set up in the form of
companies with registered voting stock primarily under the contrel
of Brazilian capital. The minimum capital was originally fixed at
the equivalent of some 3 million dollars, and at half that sum wvhere
it was desired to encourage initiatives of acknowledged local or
regional interest. With the aim of creating incentives to the
majority participation of national groups, the commercial banks were
authorized to use half a point of their cash reserves for subscribing
shares in the trading companies and two points for financing national

trading companies. With the same end in view, a special rediscount

‘line was opened (about 100 million dollars) to finance purchases of

manufactures, and the Banco Nacional de Deuenvolvimento Econdmico
(BNDE) was authorized to use resources (about 30 million dollars)

in support of trading companies based on domestic capital. So

little recourse was had te the speclal rediscount that in nid-=-1975 its
cost was reduced and the duraztion of loans was extended. At the

same date and for the same reasons the two points of the cash
reserves were replaced by a specific rediscount (some 200 million
dollars) on favourable terms.

By the end of 197%, 27 trading companies were registered with
CACEX, many of which were firms that had long been engaged in foreign
trade and conformed to the terms of the system. The development of
these companies' export operations during 1974 and 1975 reveals the
great dynamism and outStanding importance of the recently-created
companies under State control, and shows that four firms alone

accounted for 85 per cent of the externmal sales of the whole group.91/

91/ The Banco do Brasil, through CACEX, set up the Companhia
Brasileira de Entrepostos e ComerC1o (COBEC), in association
with 5% state and private banks: this has become the principal
trading company, with a vast chain of offices and warehouses.

/These operations
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These Operations amounted -to 200 and 364 million dollars, respectively,
in the two years mentioned, '‘but most of them did not relate to.
manufactures. The firms thet concentrated most on manufagtures.
accounted for relatively small volumes.92/ .

The development of trading companies and their establishment
in the market is a characteristically slow process. lioreover,
subsidiaries of transnational corporations producing and exporting
manufactures naturally do not reguire the services o¢f such companies,
since they have their ovn marketing channels. Hence, significanf'
short~term results cannot be expected in the field of manufactures,
since the suppliers of these trading companies are limited to the
small- and medium-scale dndustrial firms. Hence, too, the official
interest in encouraging Brazilian entrepreneurs to embark on this
activity.

The incentive to induce trading companies to operate in connexion
with the export of manufactures was considerably amplified during
the early months of 1976, when it was decided that they should be
eligible to benefit by the IPI tax credit system. As internal
taxes are- not levied on exports and these companies also effect
imports, advantage can be taken of: this new‘incentive by using the
credit in payment of import duties and the IPI, as well as incone:.
tax on profits accruing from non-exempt operations. Thus the
incentive assists the overall expansion of the company, provided
that it exports manufactures under the aegis of the tax credit
system.

(e) Sectoral export programmes

It was not until 1972 that the first sectoral incentives to

exports of manufactures were implemented. In the first place,
incentives relating to income tax were extended to mining companies
controlled by domestic capital which processed minerals abounding
in Brazil and exported half of their output at a minimum FOB value

50 per cent higher than the value of the crude ores.

92/ See Jornal do Brasil, 2 May 1976.

/Secondly, rules



Secondly, rules were established for motor-vehicle manufacturing
and export programmes enjoying incentives granted by the Industrial

Development Council (Conselho de Desenvolvimento Industrial)} and

the BEFIEX system. Export programmes were to provide for attaining

a minimum annual average of 40 million dollars over a period of

10 years. Manufacturing programmes, in their turn, were to reach
specific domestic content indexes conducive to an industrizl structure
horizontally integrated with the producers of parts. Imports from
LAFTA brought in on a reciprocal treatment basis were allowed to be
included in the domestic content index up to a maximum of

5.percentage points. Ag already stated in connexion with BEFIEX, some
of the dynamic export operations transacted in recent years were

based on these incentives, and several programmes have been launched
whose results and implications it is much too early to anzlyse.

(f) Restrictions on exports of agricultural products

During the year 1973, as a result of rising international
prices, quantitative restrictions were imposed on exports of
agricultural commeodities with a view to controlling internal
inflation and ensuring supplies for consumers and industrial users.
Some exports were even banned, a case in point being leather, the
raw material for the footwear industry, which is among those that
have shown the most dynamic export trends in recent years.

These restrictions, rather than fitting into the framework of
export incentives, reflect reliance on trade policy measures,
however extreme, rather than on the traditional discriminatory
exchange rate; exchange policy thus maintained its neutral character.

7. Aggrerate effects of instrunents used by industrial
export promotion policy

(a) Characteristics of the instruments as a whole

1t is usual ~ and ah intérnationally accepted practice - for
countries to exempt exported products from the payment of internal
taxation, so that export prices are normally lower than those in
force on any domestic market. Lxports of manufactures from developing
countries could hardly have been initiated and maintained without

/some extra
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some extra compensation, the need for which ~ within certain margins -
“should be sctepted as a trade practice to compensate for the

relative disad#antéges of the industrial séctor in the developing
countrles v1s -3~vis that of the developed world.

‘ Durlnv the past decade, the instruments of Brazil's promotion
policy for exports of manufactures were designed to provide
compensation for the difference between domestic prices and the
export prices in force in world tradé, the level of which is determined
by the developed countries. This compensation supplied By'ﬁolicy
instruments consisted of a usual and accepted pari, which was the’
more important, and another additional part which constituted the
subsidy or incentive to exports.

The usual and accepted compensation was essentially based on
exemption from internal taxes and other forms of taxation equally
applicable to all products and to their sale and purchase on either
the domestic or the foreign market. While it had some secondary
effects on the internal structure of production, the drawback régime
for inputs not produced by domestic industry also formed part of
the usual and accepted compensation. This kind of compensation in
no way implied a sacrifice of revenue.

Additional compensation was implemented through the reduction
of tax payments and the allocation of financing out of public funds
at less than market cost. It consisted mainly in reduction of the
taxes on industrialized products (IPI) and on circulation of
merchandise (ICHM) due from enterprises on their domestic market
operations. A smaller part was plaved by exemption from income tax
on presumed export earnings. Financial incentives, whose quantitative
importance was slight, were concentrated méinly in financing for the
working capital of exporter enterprises, rather than for eiports
proper. This was an across-~the-board éoﬁcession grahted virtually
without reference to any criterion of selectivity by products and
sectors, except that indirectly deriving from the use of the IPI
tariff structure to guantify deductions from internal tax payménts
(IPI and ICM). WNor, in practice, was any limit set-to the term.for

/which these
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which these incentives were to remain in force. Thus, the additional
compensation meant that the states waived a portion of their tax
revenue and that the profitability of the official banking system
was reduced. This kind of indirect subsidy to industrial enterprises
exporting manufactures was not entirely a fiscal sacrifice, thanks to
the dynamic growth of the economy and the fact that Federal income
has represented increasing. proportions of the gross domestic product.
In consequence of the tax reform and tﬁe increased efficiency of tax
collection, the Federal Government secured a groving supply of
resources which enabled it, in practice, to base the promotion of
exports - as well as that of certain types of investment - on the
easing of the tax burden for industrizl-exporter enterprises instead
of for all tax payers.

The usual and accepted component of the total compensation
places all producers alike in a position to form their export prices
in relation to their input and factor costs and to their productivity.
The additional compensation indirectly introcduces an element of
selectivity by products, contained in the internal tariff structure;
so0 that the resulting sum total of the jincentive does not necessarily
neet the requirements of foreign trade policy, generating undesired
transfers of income and reactions in buyer markets, or understimulating
potentially dynamic products or sectorsegé/ Further undesired
effects are generated by the instruments of promoticon policy through
the lack of selectivity in the allotment of benefits which is
determined by their primary objective: the expansion and diversification

of exports. The wide application of the drawback régime 94/ would

93 The amount whereby IPI and ICM payments are to he reduced is
determined by applying the IPI tariff structure, with a
maximum rate of 15 per cent, to the walue of exports ¥OB Brazil.
The corresponding income tax deduction is uniformly applied to
all products. In the case of financial incentives the
institution granting them exercises some degree of selectivity.

9/  Bee table 15.

/suggest that




- 12 -

suggest that at the present stage of industrisl development, the
promotion instruments in the aggregate have especially encouraged
products with high coefficients of imported inputs.

As has been shown, the instruments used by promotion policy
provide compensation by acting directly on the process of export
price formation - both in production and in marketing -, on the
capital reguirements of enterprises and on theirprofits (see table 13).
Most of these instruments exert their influence directly through the
cost of production and the formation of the external sales prices, and
to a lesser extent through working capital requirements. There were
virtually no policy instruments designed to act through investment
until the approval of the incentives to Special Export Programmes,
for which the regulations were not really brought inte fortce until
1973 and which had little influence during the period under
consideration in the present study. It was precisely up to that year
that the instrumentation of industrial export promotion appears to
have been divorced from industrizl development policy. The new
overall instruments implied 2 lesser degree of indiscrimination in
promotional policy, since they linked the granting of benefits to
investment-export projects submitted by industrial enterprises and
trading companies, although they were still based on the same tax
and financial instruments.

It should be recalled that in addition to their great lack of
discrimination, the tax incentives do not represent =z real disbursement
on the part of the Federal or state treasuries, so that the granting-
of their benefits encounters nod specific guantitative limitations.
This kind of subsidy - widely applied in Brazil and other Latin
American countries - militates against the more efficient utilization
of fiscal rescurces, since it establishes virtually no budgetary
controls or limits for their allocation. This is not the cése with
the'financialfihcentives, which have been subject to the ex ante
limitatioﬁs of.monefary and finéncial programmihg that specifies the
amount of resources to be earmarked for the Central Bank's rediscount

operations and for the Export Financing Fund (FINEX).

/The paramount
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The paramount objective of the policy pursued has been the
expansion and diversification of exports, and its implementations
has been subordinated to this end. Its instruments have been almost
indiscriminately applied to all industrial products and sectors, and
the granting of their benefits has been facilitated inasmuch as no
limits are set to the hypothetical sacrifice of revenue. Nor were
these benefits made directly conditional upon the attainment of
other important objectives of Brazil's economic policy, such as
increased employment and regional development. It was decidedly
unlikely that export promotion policy would be of any efficacy in
relation to those objectives, especially in view of the very mocest
participation of exports of manufactures in the total and sectoral
industrial product.

Although the character of the instruments has not been altered,
during 1975 and 1976 their quantitative impact was modified in some
respects. The sharpening of the upward trend of prices, .the
international situation - unfavourable as it was to the expansion
of sales ~ and the rezction of some buyer countries in the developed
world prompted these changes. Thus, the IPI rates affecting
essential and mass consumption goods were reduced or eliminated.

At the same time, the former rates were maintained for the purposes

of calculating internal tax reductions. Later, to forestall the
application of compensatory duties in developed countries, the gradual
abolition of the system of deductions from internal taxes (IPI and

ICM tax credit) was programmed in respect of enterprises exporting
footwear;, leather handbags, soya bean oil aﬁd leather. The incentive
was increased, on the other hand, for exports of motor-vehicles.
Import conditions too underwent a change, with the improvement of
levels of protection in 1973 and the import restrictions imposed in
recent years. ‘

Thus, a transiticnal situation has grown up which will no doubt
evolve towards progressive modification of the system of promotion
policy instruments, with the aim of adapting them to the new

requirements faced by the development of exports of manufactures.

/In view
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Iﬁ view of these new requirements, importance will probably bhe gained
by measures directly bearing on capital formation, which will assist
the industrizl sector to take its place on a competitive footing, in
the most dynamic international trade flows.

(b) Quantitative aspects of the instruments question

The ratio between the price of Brazilian manufactures on the
home market and the export price of the same goods in international

trade is an effective measure of the minimum level that must be reached

by the compensations which export policy instruments provide in order
to place Brazilian production in a position to compete.95/ '

According to estimates for 1970, the domestic price of Brazilian
manufactures had to be reduced by 39 per cent in order to make their
export prices ¥OB Brazil equivalent to export prices FOB-other |
countries. In the case of manufactures that were really being
exported, the reduction necessary was only 28 per cent. These
hypothetically necessary minimum compensations recalculated on the
basis of export prices TFOB-Brazil would be 65 and 39 per cent,

respectively (see tables 18 and 19).

95/ In other words: &

(i) Domestic price Brazil - compensation = external price
FOB-Brazil;

(ii) Domestic price other exporter countrles - compensatlon =
external price FOB other exporter countries;

(iii) External price FOB Brazil + freight, insurance'and other
expenditure = CIT price buyer cbuntries = external price
FOB other exporter countries + freight, insurance and
other expenditure. '

/Table 18
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Table 18

BRAZIL: QUANTITATIVE ESTIMATES OF SELRCTTD EXPORT INCENTIVES, 1970

1970
{percent
5.2%)

Porcentage relation between the estimated amount
represented by seleoted export inocentives and

the FOB value of exports of manufzctures 17 0 2%
IPI tax oredit 587
ICK tax oredit 5440
Exception from payment of inccms tax 2472
Financing of production 3417
Finanoing of exports 0.08

ICY Estimated average proporitional rate 17.00

IPI Estimeted average proportional rate 6400

Percentage relation between averaze internal prices
of axportablg industrial production and prices of
the same products in international transactions g/ 12492

Ibid., fer total industrial produstion g/ 148,00

Seurca: IPEA/INPES, Relatério de Pesquisa, N° 14, ppe 136, 183 and 18k,
a/ Thie is really an approximation to the relationship in question, estimated
: on the basis of average tariff protection percentages. "Prices' in interna-
tional transactions would thus include cogts of transport ito Brazil

/Table 19
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Table 15

BRAZIL: HYPOTHETICAL COMPENSATION RECUIREMENTS FOR EXPCRT COF
MANUFACTURES AND EFFZCTS OF SELECTED PRUMOTIONAL- THSTRUMENTS

(Poroentages of export valuss FOB - Brazil, 1970)

- Indusirisl
Total for N ”du o
4] G
industrial pr s
oduots actually
Br exported
Hypothetical perbentage reduction of domestic prices of Brazilian
manufactures requirad to place export prices FOB-Brazll on @
level with export prices FOB-othor countries s/ a9 28
Percentage reletion between hypothetical price reductlon required ] )
and ezport prigs FOB-Brazil a/ 6% 39
Impact of maln incentive instruments, as a percentage of value
FOB-Brazil of exports of marufgotures a/ ko
Exemption from internal taxes {IFI and ICHN) 23
Reduetion of taxes (IPI and ICH tax oredii and incoms tax
reductions) AL
0ffielal finanoing 3

Note: Domestio prices of manufectures exported T 1:2491 external prices CIF Brazil =

higher domestis priae (24.91) + externzl prise CIF Brazil (100) =

higher demestio price (Z4¢91) + external price FOB country of origin {90)

freight and other expenditure {10) = 1,7878 external price FOB country of origin.
0472056 domestio prices of sxported menmufactures & external price FOB country of erigin
Similarly: o '
Domestic prices of Brazllian msnufactures = 1«48 external prices CIF Brazil
Domestio prices of Brazilian manufactures = l.6H4 external prices FOB country of origin.
0.,60812 domestic prices of Brazilian manufacturss = euternal prices FOB gountry of origin.
In both cases freight, insurance and other expenditure were estimated on the basls of thelr
incidence on the CIF value of Brazilian imports from all markets of origin, petroleum excepted.
See Anudrio EconGmiso =~ Flsoal, 1974, Minlstry of Plnance, Federal Revenue Department, CIEF.
The minimum compenssiion iz besed on the assumption that transport and marketing expsnditure has
the same incldence on Brazilian exports and on exports from other oountries. Probably, 1te
incidenae 13 greater on Brazilian sales to developed countries than on exports from cne developed
eountry o another. Possibly, therefore, the necessary level of cozponsation.should be higher
thon the estimete suggestse On tho other hends 1t npay be somewhot less, sianee_it . was calculated
on tho basis of avernge tariff protectlon of videh full ndvantage ic never teoken by locel

. producers. '
2/ Ses tcble 18

H n

/In quantitative
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In quantitative terms, the estimated effect of the main
instruments for promoting exports of manufactures in 1970 attaineqd
a similar proportion: 40 per cent. The other instruments, whose
repercussidns-on the export-price were meore indirect and more
difficultrto.ﬁuantify; doubtless added very little to this proportion.
It may therefore be said that in the sggregate manufactures really
exported received the compensation they hypothetically needed in
1970. A major part of the incentive derived from internal tax
exemptions, and the 1mp11clt fiscal cost amounted to only 17 per cent
of the FOB value of the manufactures exported. )

But the tax and financial instruments in forcé afforﬁed a level
of compensation higher than was actually utilized by the manufactures
exported in that year. It was precisély the products to which the
biggest incentives were available that expanded their exports most
dynamically between 1970 and 1974. They included products of the
traditional and of the dynamic industries; of sectors essentially
transforming local raw material and of sectors with high imported
input coefficients.fﬁ/ An estimated measurement of the hypothetical
effects of the tax incentives,; based on the assumption that the sane
rate of return was maintained for internal and external sales,
establishes the possibility of an average reduction of 36 per cent
in domestic prices (see table 20). If in addition the effect of the
official financial incentives were taken into account, the level of
compensation hypothetically reguired for the industrial sector as a
whole would be attained. Thus, it may be considered that during
the first half of thé 19705 the tax and financial instruments of
industrial export policy afforded the requisite compensation for the
industrial sector.97/

96/ The level of compensation and incentives to the sectors producing
machinery was not one of the highest; nevertheless, their exports
showed rapid rates of growth.

97/ The inclusion of tobacco manufactures leads to over-estimation of
the effects, since shortly afterwards this sector was excluded..
from the additional internal tax reductions (IPI and ICIU tax
credit). It may be assumed that this over-estimated figiire
allows for the effects of the financial instruments.

/Table 20
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Tabls 20
BRAZIL- HYPOTHETICAL EFFECTS OF TAX INSTHUMENTS F‘UR PROIDTION op
TYPORTS OF MANUFACTURES, 1971

Percentages of )
Total tax ., Taxz

: : Reduction conpens inoen-

Product _ of setion B/ tive o/

domestiis/ Export ) _ff—‘fizzt

prices a e Ve
value OB . FOB
1 Canned and preserved foed products 32 4 . 16
2 " Sugar 30 Ty 13
3 Confectlonery 32 Y 17
b lleat, dairy produce, cereals and other food products 25 " 33 9
5 Beverages . ] 58 158 39
6 0ils and fats 29 I 13
i Tobtacoso products d/ & . - 525 kY
8 Thread and yarn 32 o uy 13
9 Textiles 1 69 77
10 ¥nitwear 1 ‘ 69 27
11 Clothing ] ko . 67. 26
12 Sacks, bags and linen goods 29 41 13
13 Footwear  -. L3 75 : 3
U Lumber 26 35 11
15 Wood: products and furniture ¥y - 89 : 39
16 Woed pulp 29 41 N
17 Paper and: paper products 43 . 75 ) 32
18 Printed matter and publicatlons 39 ) 6l 27
19 ' - Leather 2y 16
20 Leather produsts {envept rootwea.r) 6 85 »
21 Rubber products Ly 82 33
22 Plagtics L4 85 95
2 Synthetis products 35 : sl ) 13
2 Chemisals 29 iy . 13
25 Chemical products 45 g 82 30
26 Petroleun produsts - ' 20 25 6
27 " Non-metsllic mimerals @ o ‘ . /A 99 24
28 Glass and glass products _ ) 3% 54 21
29 Iron and steel . - o oot e mp 56

30 Nen~ferrous metals 28 39 11
3 Metal castings 29 &1 © 13
32 Lietal products 35 56 21
3 Agricultural machinery - S "51 U5 17
33 Non-elestrical machinery o 36 6 22
35 Eleotrical machinery - 33 9 3
36 Household appliances . h1 69 7
ki Shipping 36 56 Vil
38 Ratlway rolling-stock 28 39 »
9 Moteor-vehicles Lé 85 22
0 Bioycles and motorcycles ks 8 B
41 AMroraft ' 29 41 1%
Lz Presision instruments , 45 82 38
L3 ' Mlscellanaous 48 . 92 39
Average 36 56 20

Souroce: Propared by (EPAL on the besls of estimates by Helmut Hesse, '"Promotion of Manufactured Exports as
Developrent Strategy of Semi-Industrlalized Countries: The Brazlliilan Case" Weltwirlsohaftliches
Archive Journal of the Kiel Institute of World Economics, 1972

g/ Hypothetical proportion by vhich domestic prices were reduced through the application of all tax instru-
ments, on the assumption that domestie market operaticns and exports wmaintained the same margins of profit.

_/ Hypothetieal proportional relationship ‘between the reduction—e!‘reot of demegtio pricea deriving from the
application of tax instruments and the resulting external pt-ioe FOB Brazil,

g/ Hypothetloal proportionsl relaticnship bestween the reduction-offeoct of domestis prioes deriving from the
utllization of IPI and ICH tax credits and the reducticn of income taxy in other words, the relation
between "sacrifice of revenue" and the FOB value of exports of mamifectures.

d/ Since July 1972 tobacco products have been excluded from IPI and ICH tax eredits, bringing down the aver-

age Flgure.
/In short,
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In short, the first estimate shows that the impact of tax and
finsncial inst:uments in the ageregalce offeset the higher internal price
of domestic products which were really being exported. The other
establishes that the'regulations in force determined a scmevhat
higher level af compensaticn, covering the whole of the industrial
sector: a benefit of vhich ample advartage would seel to have been
taken during the early 1970s. Approxizately two-thirds of the total
compensation corresponded to exemption from internal taxes: i.e., to
its usual and accepted compeonent. Only the remaining third constituted
an implicit subsidy which the authorities provided by waiving part
of a vigorously growing tax revenue. That is, the hypothetical fiscal
sacrifice apparently amounted to only 20 per cent of the FOB value of
exports of industrialized products: a proportion far lover than the
import tariff rates. The annual value of this additional compensation
was more than absorbed by the annual increase in exports, and
represented C.4 per cent of the total gross domestic product, 1.6 per
cent of the value added by the industrizl sector, and less than 4 per
cent of the revenue from Federal taxes and the state tax on the
circulation of merchandise (ICM).

Another point to note is the wide variety of incentive and
total compensation levels, vhich did not derive from a deliberately
selective policy but from the use of the IPI structure as a quantitative
yardstick for tax incentives. Tor a more satisfactory evaluation of
promotion policy in relation to the development of the industrial
sector, these different incentive levels should be weighted by some
appropriate index which would measure the comparative disadvantage
at which each sub-sector of production was placed. In any event, it
is a striking fact that the tax incentive granted to footwear, leather
manufactures and furniture should be appreciably higher than that
received by machinery, motor-vehicles and precision instruments.

This manifestly inconsistent policy of giving more encouragement to
traditional sectors - presumably the most competitive w; is beginning
to be rectified by means of progressive reductions of certain
incentives, although they are motivated by the reaction of some buyer

countries in the developed wvorld.
/Just as
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Just as the instrunente that provided the ususzl forn of
compensation directly influenced export price formation, most of the
inpact of the incentive inutruments was channelled clong the same
lines. By no means negligible, however, were their effects on profits
and on working capitzl regquirements.

A comparison of trends in exports of manufactures with the
general outlines of foreign trade policy reveals a high degree of
success in the attainment of the objectives proposed: the increased
diversification of exports and the expansion of external sales of
manufactures were notable. The cost to the Treasury does not seenm
to have been particularly high as loag as exportis maintained rapid
rates of growth. The changes that took place during 1975 and 1976
have undoubtedly reduced the level of total compensation and of its
. components, and together with the increased influence of the new
ocverall instruments, make a substantial difference to the picture

of quantitative effects that has been presented here.38

58/ The changes on the import policy side also influence, although
indirectly, the total sum of quantitative effects. The rise
in nominal tariff rates in 1973 constituted an scknowledgement
of the low level of real protection provided by the 1967 tariff
structure in conjunction with across-the-board application of
exemptions from import duties. The restrictions imposed in
1975 and 1976 are of a conjunctural type, and form part of the
measures designed to reduce the big exteranal trade deficit.
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