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. INTRODUCTION: .

Scope (of the present analysis

~In the study on "The Economic Development of Brazil" ;/ an attempt wes
~;made to elucidate the basic factors which have brought about the changes which
heve taken place in the Brazilian economy during the past twenty-five years. On
the basis of the conclusions drawn therein, the present analysis has been made
with the object of extending research into the problems which confront Brazilian
econony in its present phase of development., The periocd under,consideration is
characterized by certain features which are of great importance for economic
analysiS° i1t covers the interval between the prevalence of & war economy ending
in 1945, and the beginning of/rearmament economy in 1950. , It cen be divided into
~ three stages, namely, 1945-47, 1948-49 and 1950. - The first (1945-47) is marked
by a considerable expansion of international trade, a rise in the pricee of raw
materials end a general ‘trend tovards inflation. The following stage (1948-49)
xhibits a disequilibrium in the balance of payments of several countries =~
1ncluding Brazil -- in relation to the dollar ares caused by a diminishing ‘rate
- of economic'éﬁfivity in the United Btates end hy the extension of exchange control
'measures. Thia stage closes with the devalustion of the pound sterling, which
was followed by & number of important mmnetary readjustments in meny countries,
Brazil's decision not to devalus its currency is linked with anothe® development
which took place towards the close of this stage, namely, the shaip rise 4in the
price of Goffee on the world market, This latter phenomenon is not due to any
' change in the configuration of world prices, but to & modificatiod it the -
structure of the coffee market, ”

Though the steady recovery which began in the second half - of 1949 was

slow, ite pace was strongly accelerated by politicel events in the Far East in

“1950. : That yosr undoubtedly marks the beginning of a third stage in post-war
economic development.  Only brief reference is made to this third phase in the
_,preeent study, since 1t is atill too early to make any detailsd analysis..
“4Howaver, the problems which will face Brazilian eoenomy in the next few years are
already taking shape. They may be Summed up in a question which arises from

i/ Economic Survey of Latin America 19%9, Chapter VIII..
[enalyais of




E/CN.12/217 /8d4..2
Page 4 :

analysis of the facts: to what extent have the changes of the past five years
rendered the Brazilian economy, particularly the volume of investments, more
independent of - fluctuations im foreign markets? - This question must needs be
.anawéred before a reply can be made to the next, nemely: wkat prcblems for the
economic- development of Brezil, will be .created by the chugvs Lo iLe world

economic situation which bpegan in 19507

Intensity ‘of economic dsvelraucnt .

407 Swr Thefirst difticsite envountorad in theranﬁiysis of Brazilian economy
is that dpe to the inatequacy of sne -ha woiss votnonal dncowe, It may be

assumed, howewér, that thé parhici ui'mile of ths gries nabiznal proluct
(production of goods);used in tne Tresent shody, constiiuics g et ir approximation
and, for the specific objects envisagsd, is an acceplible .instrumsnt .of

-anglysis. i
The concept of eoonomic development as understood in this study implies

the idee of an increment of produc*ivify, which preeupposes either an increase in
the amount of equipment per gainfully emnloyed person, the - technical improvement

_ of such equipment or the ratiopalization of the organization of production.

) ' An increase 1n the national income or in the production of ‘goode over a
short 1>y medium period therefore does not necessarily imply eoonomic development
‘-since it may be a purely cyclical phenomenon and arlse merely as a result~of

. better utilization of the already existing productive factors.“ Development is a
structural phenomenon, entalling an increase in productive capacity per gainfully
employed person.

B

e See’ Chapter T, Appendix A, for a'discussion of the limitations of this
“estimaté and the validity of the index of the production of goods in.'the
lanalysis of economic development.

of “ Spontarioously
= Clearly, the cycle 1s the means by which capitelistic economy/ Just

structure, “but this does not mean that a change of structure may ot be a
“historical phenomenon, projected beyond the' cyclical poriod;’

/Since changes
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, Since changes in. productive capacity R whatever their origin, express
themeelvee in cha.ngee in the qua.ntum of production - provided thet capacity does
not remain partially umsed -- the index of the quantum of production mst
_ undoubtedly conetitute the basic element employed in a,eseasing -productive .
capacity.. ( However, a picture of the process of economic development cannot
be. obtained ei_mply by estimating changes in productive capacity.. The analysis
'muet be taken a little further, in order to provid.e ansvers to the follewing -two
queriee' ' ) To what extent vere the gooda produced. available for consumption and
- for capital fomation within the country, and b) What proportion of the increased
supply of goods vas abeor‘bed by consumption ‘and what proportion could be set aside
in order to expand productive capa.city? The first of these questiong is answered
by the estimate of the total volume of ave.ilalle goods , and the eecond. by computing
the rate of capita.l fonnation in relat:lon to the ava.ilability of goods. .Iet ue
8ee how this analysis may, ‘be applied to Brazil during the period under review,
| ‘The data contained in Chapter I, and eunmarized in Chart 1, indicate that
the production of goods considered in real terms 1ncreaeed at. an average annual
rate ‘of about 5 per cent. Thie mte is considerably higher than that of the
growth of the popula.tion , which was about 2 per cent, 'I'he total volumes of primary
}production (agriculture R cattle-breeding 2nd exbractive industriee) and. of secocnd-
ary production (manufacturing ‘and 'building) are ehown separately in. Chart. 1. There
is nothing to indicate that development in one sector took place at the expense of
the other. This Iy however, is simply a comment not intended to imply any Jud@nent
as to the ideal. form of development for the country in ite preeent stage.

Goods produced ere consumed either at homs or abroad ,.end in the la.tter
event terms of trade &are of material. eignificance, I the new goode producad are
exported in a period of: deteriore.ting terms’ of tra.de R incmaeed production will
‘not coincide with gree.ter domeetic suppliee of goods, In this caee ) 8 f\mda.mental
'condition without which increeeed production of goods cannot lead to economic
development will not have 'been fulfilled. ‘

5o

1/, : The index of per cepita income doea not eimilarly correspond to that of -
productive cepa.city, eince 1t my fluctuate Btrictly in relation to.the -
terms of trede,.

[Between 1945
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Between 19%5 and 19h9, the terms of trade were relatively stable,

though: there were eharp fluctuations from year £0" year. " 1950, However,. a
steep rige occnrred due principally to the increaee 1n “the prioe of coffee’ A
Chert 2 shows’ the production of goods, thS terme ‘of trede, ‘and -the availability of
goods. “In, 19h5-and 19k6 there was a considerable aifferonte’ between the: total
“of avellable goods’ and tbat of production, owing to “the ‘abnormel foreign “trage
isttuation, whtch 1léed to the accumnlation in Brazfl ot edbetantial torietary ¢
'reeervesuu/ The same chart shows that the rising trend of curve 1 (production of
‘goode), is attenuated by the deterionation of the té%ms of trdde in l9h6 and 19h8
~the ‘efflect “belng traneferred to’curve 2 (availability of‘ goods) In 1947, 1949
Tl 1950 the' opraite occurred. e effect of the terme of trade vas not
positively felt until 1950 Ih fact of the increase of 5 981 thousand ‘
”cruzeiroe (10h7) in the total value of goods available in that year, 2,657
;thousand cruzelros -« that’ie hh per cent =< were pttribitablé to the improvement
of the terms of trade.i,

s Ihe total of’available goods and, on & separate ourVe, the‘fréctidﬂ
abecrbed by coneumpticn and that remaining for the fommation of capital, are’
“‘shown in’ Chart 3 , It will be noted from curve h that the proportion of goode
set astde, for capitalization increased coneiderably untll l9h7, ‘and: that there
was: thesi’ a sharp drop, fallowed by B recovery, though the l9h9 16vel hae not
béen overtaken. Between l9h5 and l9ﬂ6 the entire increade 1n’ available goods
was abeorbed in capital formation, “in addition to Which part of ‘the goods K
,previously intended for consumption weré diverted for the same ﬁurpoeé During

l/ The Brazlllan Government held a large proportion of theee reeerves “to
guarantee its currency'and uee part te redeem the public debt : In poth casee,
'snational aseets were 1ncreaeed by compulsory savinge.x However; thie expaneion of
ass6ts 1s not' 1ncluded in the estimate of capital formation In any case we

have to ask whether an increase in national capital resulting from the accumulation
of, monetary reserves can be coneidered as/eign of econcmic development if we
define this,ae-above by reference tb increaeed productive‘capacity. . “The answer
1is certainly in the’ negatite.

/this period
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thie period of. criticel inflation, the ‘population pogsibly suff_ered' a reduction
inconsumption, " Since 1949, ocapital formation has again been intensified: 42.5
per icent of ‘the:annual Increase in.avallable .‘go‘ods in 1949 a.hd 32 per cent in
1950 hes gone to the ‘capitel formation. .

Telisig the period under review as a whole, 1t will be found that the
average annual rete of lncreese 1n the total of good.s,a.vqil_abie for the 'foijrna;tion
of ‘capital hes been abaut 15.5 per .cent. If, howefér, ,the" year 191#5, which
‘constitutes an extremely low base, is excluded, the rate falls to 5.1 per cert.
After gllowing for the increage. in the gainfully employed population, a‘bout
2 per cent per annum, there remains a margin whioh 1ndico,tes the rate of expan‘sion
of” investments ‘employed: in increasing productivity. The-'signifi‘oan'ce of these
figures is naturally limited; they only indicate ,tha.t the total amount of fixed.
cepital vhich was added to that already existing in Brazil, increased between
1946 end 1950.et-an average annyal rate of 5.1 per cemt, or,. allowing for the
Increase in the population, at-an amual average rate of 3 per cent, In order
to obtain/more’ accurdte picture of the rate.of ',development,' it ﬁouid ‘be necessa.ry
to compare intensive investmends, that 1s, those investments which ’increase the
capital invested per worker, with the total amount of capitel already invested
in reproductive occupations in Bra.z.il. In 'bhis way en 1ndax of the increase in
the productive capacity of the general labour force would be obtained.

1 An analysis of thie type 1s extremely diffiocult beoa.use ‘no; data are
avallable on the amount of capital already 1n.vested in Bra.zil Using the ;9&0
census date as a point of reference, however, and assuming that i,nvestments
between 1940 and; 1949 were barsly adequate to cover. depreciation and,. employ the
population increment at the existing level. of productivity, it will be found that
-the"investments maede- in 1950 should have made possible an 1x3cpeasa oi;' 7:94’91;\ oent

‘ /'in“ the
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in the capital investment per gainfully employed person, as compared with
the 1940 level.l

I the intensive investments made during the past ten years raised the
capital . investment per gainfully employed pergon by 7 oer cent and the populatian
increased by 25 per eent.over the same period it may. be concluded that the
increase of population absorbed 78 per oent of net capitalization. This compares
unfavourably with the figure.of 60 per. cent in, the United States during ‘the latter

. ‘half of the: past century,.when the population of that country was growing a8 fast

as or faster than that of Brazil at present, However, iv must be borne in mind
~that at its present stage of- development .Brazil does not enJoy the advantage of
an. influx of forelgn capital comparable to that which fell to the United States
~during the aforesald period, . \ ‘;. . | o

_ An estimate of this nature cen clearly be no more than a very summary
approximation. However,. the trend and the magnitude of the data lead to two
general conclusions- firstly,. that Brazilian economy is. developing not only
extensively, that is to. say, with the growth of the population, but also
intengively; and secondly,,that this latter development that is the increase
in productive capacity per gainfully employed person, 1s not progressing at an
-‘exeeptionally high rate.

1/ chording to the 19h0 Census, agriculture (excluding the value of the land
1tself), industry and services absorbed 34.2 thousand million cruzeiros in 1939,
In the:wame year, there were about 14 million gainfully employed persons (popula-
tion census statistics). Hence. the capital investment per gainfully employed
person was. about- 2,440 cruzeiros which et l9h7 prices, represents about 8 000
cruzeiross - In 1950 gross capital farmation emounted to 25,176 million 19h7

. - cruzeiros (see Chanter I, Appendix C). ‘Thus assuuing, that 50 per cent of this

.capiial was absorbed. by re-equipment, and allowing for the increase_of about.350
thousand persons in the employable population in 1950, it will be found that the
smount of capital investment in increased productivity rose to 9,788 million
1947 cruzeiros, Given that the total labour force by the end of 1950 should
have stood at 17.0 million persons, the increase in the capital investment per
gainfullyuemployod person would appear to be 550 cruzelros, that 1s, a rise of
6.9 per cent as compared with the 8,000 cruzeiros referred to above.

/Factors restricting
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uFactore rostricting economig deyelopment. . .
oo It was -pointed out - in the preceding section that economic development

SIc S

presupposes increasing. capital 1nveetment in the productive proc,, . fne .
. ,

Antensification of oapital formotion is therefore the eeeentiai p-ccaadition

of ,& higher rate,. of development.:
- We, shall proceed to analyze .the three prinoipal ObStﬂC‘ 5 to the"m
expangion of cepital formation in Bma%il,;vizg 1,) the low leve1 o reai per
capite incoye;. b) inedpauate capacity to import; end c) inefficient
wtiliza&ignwofmavailable capital
oy 1y,~mhe,firet -qbstacle to the acceleration of developing capital formation
in! Brazil s Y- the low. level of. real per capita income, einoe, as ie generally
recognized, the capacity to save ie a function of the level 5: real 1ncome.
Howeven, the restrictive, ipfluence of thie factor is to a certain oxtent offset
By the eize of .the domestic market..flf, on the one hand the individual
:capgeity, to save s limited, on theiother, Brazil'e large population enablee
the country to benefit to & ome extent from the economic advantages of mase
‘produgtion, Wo are. dealing here with a fundamental problem of the proceee of
;deyeXopgent, that is to,eay, the optlmum utilization of technioal reeourcee.
Phe:capaeity to inetall and . uge productive unite of an optimum eize at a given
~technicel level with a country 8 own reeourcee depende on the level of real
per caplita income and the size of the population.A Clearly, a~country with a
zpopulatidn. twice as. large as that of. another, but with a real per capitalk‘
, dnepme only one-third of the: ~other's, is relatively leee able to take full
vadvantage: of the. economic benefita of .mags production. Other thinge being
‘w.2iual . however, the.size of the. population is undoubtedly a factor of Hamer

NS s o TS

weonsiderable,significance, , It is true that a country may overcome the

limitations of the. domeatic market by eetgbliehing export industries, but such

N

SN i} Au*iifo‘-{ LB

e solution implies relatively large capital availabilitiee.
he; aize of the population is, therefore, a factor‘vhicn'tb*

,extent cheoks the negativeiinf&uenge,eﬁklow,per capita in e’ on gcong
development However 8 ceYtair restridt s ef oot does - @eﬁhdnfeincerit may

equally bo:argied that kow peri:espita.dpceme, mekes, It impossible to derive full
adventage from a large population,

/The second
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_ The second limitation ariseés frow - inadequate capacity to lmport  the
“capital goods necessary for the traneformation of sawinge into real investment.
The indices of gross cepital formeticn ‘and "ot the capacity to import are plotted
on Chert 4, The relatively inteneive development of capital formation will be
noted, In order to transform savings into capital godds, Brazil hes besn
compelled not only to intensify domestic production ‘of thess goods in relative
terms, —/ but alao ‘to modify the etructure of ite importe. Thus between 19h5
end 1950, imports of capital goods expanded at an average ‘annual rate cf;25 9
per cent, whilst imports of consymer goode, including fuel increased at &n

'.average rate of 10.3 per cent.g/ Even eo the share ‘of imported cepital goods
in the total eupply of thie claee of goods (excluding building materials),
fell from 68 8 per cent in l9h7 to 50.9 per cent in 1950, '

' The capacity to import has been increeeingly absorbed by other less
eleetic importe ‘then capital geode such ae beeic chemicale and fuel., A drastic
readJustment in the structure of imports thue becomes eeeential the development
of domestic production of capital goode more urgent still, '

L In certain aspecte! hewever, these deasures coincide aince the ehortege
,of coneumer goode .- and especially ef durable cofisumer goods - reeulting from
the preference for importe of capital goods tends to direct the small capital
available tOVerdl the production of such consumer goode to the detriment of
investment in the production of capital goods. ' :

wb arrive thus at the third factor which limite economie development in
Brazil: the inefficient utilization of available capital, Mich, of oourse,
remains to be done in connexion with the organization end rationalization of
production. Hovever the rationelization of menufacturing methods’ is in itself

, ons of the higher menifeetatiens of technique, end there cen therefore e’ no

‘rationaliZetion without the prior improvement of technique.

_/ Domeetic prodnction of capital goode increased at en annual rate of
"1 per dent between 1945 and 1950, whereas the rate of increase of » -«
the-production of consumer goods was 3,9 per cent (see Chapter I, teble 7.

‘;/ When fuels are excluded the awerage ‘annnel rate of éxpansion:is.
8.5 per cent,

/This problem
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”'<This”problém'H&s”impbft&hﬁlgédﬁaﬁic:éonseqﬁéncés; some of which have
- beeri dealt with previously in the réports of the Economic Commission for
Latin America.l ’ A ‘ '
: A thorough ‘enalysis-of the Bﬂaziliaﬁ‘cotton'textile'ihdﬁstry, carried

- out ‘im 1950 by the Commissicn's experts, once again brought to the‘fore-thé
problem of the very low éfficiency of labour, resulting from the technical
“methods’ applied in the industry., At the sams time however the analysis
stressed other important espects of the problem, Thus, there 16 en apparent
vastage Of‘iabouf*notfonly in factories where the equipment 18 outworn'and
obsolets, but alee in plants equipped with the most médern machinery, This:
phenomenon is of considersbls importance, and is connected with the general

- problem of productivity, some’ Bepscis of which will be inﬁéétigaied'below:g/
For the time being, it must be ecuwrasized that lov efficioncy of labour sHould
not be confused with improper uiilLizutior of the fixed cepitael avidlsble.

In fact, it is preclsely where efT=iléircy is lovwest that the atteupt is very
. often made to obtain & higher yis'ld frorm £ixed capital thaa would be” usmal

- gnder normal conditions, - In'O%hes wOrds 'tﬁa‘low efficiency of. labour in
oountries such a8 Brazil ia one aspect 'of the problem of thé shortege: of
capital, In such clrcumstances, the raising of efficlency by means:of* '
~‘rationalization, involving only a saving of labour, may’ offer emall, if not.
infinitesimal, economic adventage from the domestic point bfrviewgij unless the
- labour surplue cen be put to'use; Frow the point of vlew of the enterprise
Atself, there 1s little incentive to the iatroduction of more raticnal manufac-
turing methods, since the cost of the labour unit 1s relatdvely small in
proportion to the total coat of ‘the product. The report of the Comuissian
- shows that the. repercussion of a saving in labour on ‘costs’ of production is
7.%0 8 timas greator’ in United States text ile industfry than in that of Brazil,
‘Teking into account- the fact that a substantlal pert of the apperent Iabour

1/ Bee Economic Survey of Latin America 1949, Chapter V.,
‘2/ 'Bee Chapter IV belOW.

;/ Rationalization might entail certain disadventages when an underteking has
been established with foreign capital, since it would involve a reduction of
expenditure on wages and an increase in profits. When profits are not re-
invested but remitted abroad, rationalization will entail a loss to the

country -in which the underteking ls located,
/surplus in
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surplos in the facturies qounterpa}agceq the excess-yleld of capital, it
| becomes_eyident that the reductioﬁ,in labour costs accruilng from rationalization
would be much less than might at first be supposed, ‘ -

, The great silgnifiicence of the rationalization of laoour in highly
industrialized countries is due to the high level of wages. and the shortege of
lapour. _Whe_n these two f_actors are not both pres_ent , the reduction of industrial
employment by means of rationalization leads to the formetlon of a labour cwrplus
vwhich, unless it cen be absorbed at the same level of productivi?g, exerts
pressure on weges, and in a country exporting pripary'products, may possibly
qonxribute to & deterioration in the terms_qf trade, On.the other hand, the
lowering of real wages (actual or virtual), provided it does not affect the
price of imported equipment, will modify the ratlo of the cost of equipment to

. vages. In favour of the former, thus dlscouraging investiment in fixed capital for
the ralsing of productivity.

These comments. are not intended to prove the uselessness of rationaliza~
tion, which necessarily accompanies the technical improvement and modernization
of equipment, The sole purpose of these observations 1a to show that organization
develops concurrently with a country 8 economy as & whole, Onlu?certain
conditions of general developmsnt is 1t possible to make use of all the
regources of the sclentific organization of labour, which in turn makes possible
high levels of productivity.

‘ Nor should it be assumed from what hes been sald that little can be
done in an economy such as that of Brezll with a view to the better utllization
of the capital available., An enormous amount remeins to be done as regards the
co-ordination of investments, Recently an attempt was made to draw up a.
systematic general plen of Government investment, but the problem of integrating
this with private 1nvestments is only now beginning to be studied.l/ ~This

task of integration will certainly be easiler once a general plamn of development

has been formulated,

1/ One of the tasks of the recently established National Coun01l of Economy
under ite Statutes is to draw up a general plan of investment for Brazil,

‘[In the
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In the following eection, some of the outstanding problems of the
 present. phass of ecopomig development in Brezil yill.be dealt with. The solution
of -the szn;x&lle.bév;faeeil%ﬁm by qonsidering. them #8, 2 vhole, on ;the basis.of a
generel plan 0f develapment. - "

 Souigr Jrobleme ar¥ing from-the prevent phase ©f development *
&S W e mo#t -serious problem conhscted with:the ‘present stage ot edonémic
dgvélopment of Brazil 'ie probably that of intensifying {nvestment in the basic

. sebtors; that is, -transport ,'" power and basic industries. ‘There are ":in‘fe.'c't"}
“tio - sbparete ‘broblems Ners, but their solutions are: 'interdependent. ' “on the”
“ofe” haml the development of ‘transport and of pdwer ‘preduction during the pa.et
two-decade’s has been relatively retarded; urless ‘the pressirrg problem of o<
squlbient 18 solved and' the’ need for an- improvement of the “Bervices refidered by
thebd twd'Bectors 4s met, tHE present rate of development cénnot ‘be mAintdined
or intensified. On the other hand, pa'st experience seems to' have adeQua.tely

- provdd Hhat’ thers: 1s very little possibility of sélving this problem without first
i ievelépiig the" baslc’ industries , that is, those which make poesible the ‘domestic
pd-oduction‘ of''part of the equpment ‘which it8 solution makes necessary g
'irrcre’aeing amounte\ H0wever the ‘installation and’ operation of these industries
"‘preeuppoees power and transport availabilities.‘ T6 achieve an optimum soiution

frcm "ths econcmic pdint of view, therefore ‘the to- problems must be conei‘dered

“ag interconnected.

The fa.ct that theee two difficulties can only be dealt with in N
conJunction does not imply that they spring from the _same causee. ‘The need to
intensify inveetment in transport and energy production derives from the elow
development in these two eectors during the past twenty years whemes the }
necessity to intensify development of the basic industries ie a. consequence,
rather s of inadequate capa.city to import. The latter difficulty is therefore
more deep-rooted, ‘a fe.ct which must be kept in mind when a. common solution ie
being sought. In fe.ct if we eeek to remove the former difficulty without
taking into account the latter, the inadequacy of the capacity to import will
be a.ggre.ve.ted.: On the other ha.nd the gravity of the first difficulty wﬂl be

',diminished to t'he extent tha.t progress ie mede in elimina.ting the second.

o i prazal
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If Brézil is uRable td mEmufadturs pait ‘of the capltal geods which 1t
requires in.inereasing quantitlies f'ér 'its development, -the 1imitation of foreign
means of payment will constitute & strong check on such-devélopmént, :The -
experience of the past few yeoars 1s, instructive in this connexion.. The qua.ntum
of. imports of capital goods d.ecreased. by 26 0 per cen,t between l9l+7 emi 1950
'though:v_their ;rsylue in relation to the value of ell imports at current Plf,i".f’.?:
i‘ncree.eed‘ from 37.9 per cent.to hO por cent, . The fact that the su‘pply of capital
goods (exoluding building) was able to overtake ‘the, l9l|»7 level by 1350 wes.dpe
to the substantie.l ..ncrease of domestic production, which rose by, 58 .per, oent
»owrer tha.t period. Thus ’ given that the demend for capltal good.s rises more.
rapidly than the cepacity to import t'.hem, it 1s essential ‘that the produetion of
such goods should. d.evelop moxre intensivelv than demnd for them, . Hence the. need
to stimulate investment in thie sector.

4 As a.n example ’ let us consid.er the guestion of tra,nsport, which is of
‘enomous importance in the present stsge of Bra.zil's eoonomic d,evelopanent. 'Ihe
re—equipment of Bre.zil'e railroa.d system a.t present requires some. 120. to 150,
'thousand. tons of re,ils, 5 or 6 thouse.nd. truoks and coaches » ond eevere.l hundred
locomotives per annum. The purch}a.se 'of all this mteria.l e.broa.d. - bearing in
‘ mind also that 1ts 'molume will tend. o increase -- would constitute too heavy a
" burdén on the bslance of payments , and would entail reducing imports of other

goods which 1t may not be possible to produce at the present stage of the
country's develop‘ment It is natural ’ therefore , that Brazil Should seek to

produoe a.n increasing proportion of the equipment required. But this problem
cannot be solved independ.ently of “that of the power to be used. for the railways
e.nd of ‘the prod.uctive ca.pa.city of the d.omestic iron e.mi steel industry. '
It ie well inown tha.t in recent years the lead.ing Brazilian railways
héve undertaken an extensive programme of replacement of steam engines by
dlesel engii.nes.:l-'7f These cha.nges evid.ently follow the 1lnes d.ictated by the Py

1/ Betweon 1945 and’ 1343, coel. consumption of the Central Fallway of Brazll vas
' reduced from 516,569 to- 417 ,893. tons; Vhereas liquid fuel ‘consumption in-
creased fyom 2,461 to 53,214 tons, The seme consumption trends were recorded
on other main raellway lines, such as the Santosedundlal and the Sorccabana.

/fipancial
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afimmcial poaition of the ra.i;j,ways since it 1s more. ‘economic to use the liquid
.fuel, ., However, the , Sa.nta Cq.tarina coe.l which 1g used for the product.ion of
metallurgical coke hes, to 'Qe submitted tro & process of washing which inyolves the
.. ;simulta.neo:m produption of gleam coa.l at.a, ratio of 4 tons of stea.m goal to
every 3 tona of matallurgica,l cokgs - Between 191&0 and l9lb9, the proportion of
domestic coal consumed by . t.he Volta Redonda, cokary has d.ecreased.,; One of the

l reasons pu'g, forward to expla.m this decrease is  that,ihe.national market for
stqa.m coa.l has become st.agla,nt or. i“’ ;t,n & phase of contrgction. The replacement
..\of ataam by‘.diesel..locgmotives therefore npt only implies greater, t'OreAign
gxchang? expenditure for liquid f‘uel ‘but will also cqmpel tbe iron.and steel
1nduet.ry to 1ncree.aa :expenditure on raw materie.}.e ~which must be paid for in
foreign currency. y

There is still another aspect of .the problem. It has been -argued that

the rallways must lower, their ratee in ordqr to gompete with motor vehicles
_yhigh have 1ncrgased;,fc.m,me,néqual.x in numbers :duzfj,r_xg the . past few yearsg. - The very
fact that t.hg‘_,c‘osts "of motor iramsport, in.cblgdipg investment. and running
,eifpei}ﬁﬁeg’am‘i largely pa._id?iﬁn fgrqigp_ __9thgpgg ‘,.,Lx;()e‘a,ns‘.tp.at this form. of ;transport
has bgen greatly henefited by the 'exchanea policyq . Furthermore, 'the ‘substantial‘
investment made by ‘the Govqrnment in road building during the ‘past. few .years

ha.e also contributed t.o the adva.ntage of this fopn of transport. ' - -
. .~ There 1s thus a whole chain of 1ntercozmected phenomena: - .the:-

. pre;‘erentia.l davelopment of motor ‘traneport, the rise of liquid. fuel consumption

g the railwa.ys the fall in coal production and the comparatively reduced.

consumption of domestic coking coal. A problem such as this must be considered
from t.he point of view ‘both. of. the mpat economic utilization of the available
capital and of prasent. and prospective foreign exchange resources. - Cbviously,
m?'cqr tryclga ‘ha.\{'e .indisputable gconomic advantages. in & country such as Brazil
with a low d.agrée of traffic density over the greater part:.of its territory.
However, the expansion of motor transport is being carried out concurrently with
that of the modern railways serving areas of greater economic density; & fact
largely due to the inadequacy of these railways, the capacity of which has not
kept up with the development of production. The problem, therefore, is not
necessarlily cne of competitive transport rates; but this need not prevent us
from considering the question of the comparative advantage to domestic economy
of directing investments into one or other of these forms of transport.

[Even &0
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‘Even;go far as the cost in forei@ exchange is cmcbmed ib should
e, remembered ;that in motor tra.nsport depreciation is more rspid and fuel
-consumption per freight ton is. greater, The preferential development of motor
.tra.nsport thus tends to increase operating costs in i‘oreigi excha.nge more

| rapidly. The same may be said of investment expenditure in foreign exch&nge

' ‘since ‘very few motor vehicles. are even assembled in Brszil whereas a good deal
of -the rolling stock and re.ilwsy material is now produced by domestic industry.
. Undoubtedly. the prob}.em would be redioam changed if there were any
possibility of a substantial devei.opment of domestic petroleum prodnction or,
alternatively, of 1noreasing the consumption of. hydroelectric power on the
rallways to the necessary extent, Given the existence of petroleum deposits
in the country, the development oi‘ petroleum produstion is primaril.y a mstter
of. technique. and of capital.v{ Bowever, expexispce seems. to. ha.Ve proved beyond
_doubt that in this sector the d,ifficulties have .not alwa.ys been solved by
rapplication of strictly. ecmanic. criteris. _ During the past fev years some
Prograss has been- made in, the elect.rifice,tion of the railways, electric pover

: ¢ceneumption in this branch of. trsnsport increased between 19145 and- l9‘t9 from
223 million ta 313 million.:, .The vast hydroelectric potentlal of the aree

- served by the leading railways suggests grest possibilities in thise field, 1If
& feasible solution is to be found in this direction howevsr, electric power
installe.ticns must be expanded et a considerably higher rate. tha.n that recorded
during the past twenty years, Moreover, thie need to inoresse the production
of hydroelectric power is one of the basic probleme confronting Brezil in

1ts pregent phase of dsvelopment‘ As will be shown below y the consumption of

. hydroelectric power 1is developing much more slowl,y t.l;an Brazil 8 development
Treguires. Ome of the detrimental results of thie 1is that in the transport
-8ystems of the larger cities, trame are being repla.ced by buses with a,
consequent rise.ln foreign exchange costs. -

[From what
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* Prom 'whit Yas beon ‘8414 6 tranepdrt- and pdvet 48 will be seen that,

‘during the paat ‘fow yehrd spePattha costd iwhich migt e fnid for in forelgn
exchange ‘have tended tb Incredss ‘ratMorthah docroass in thee twd daelc’ sedtors.
‘Nowvi, ‘glven that the ‘capacity fo import dess tot. tncrease "1f step with the value

of ' investmont; and that the :operdtirigretperides. in- Porelgn oxchangs eritatlsd by
“Yrivestiiont “iricreass ata move thar proportisnate ratd; it 1d «clear that without
expanding the ‘production of capltal ‘gbods' the rate of ‘dovelopment must, pérforce
be ‘!‘educed.

" he production of cap1tal gooda cantiet poss1bly bé increased without
flrst expa.naing the’ capa.city of the iron and steel industry In 1950 though
Eth vas working at Fill dapacity; the “1ndustiy vas unsble to-tieet thred-«foun*hhs of
the ma.rket demand. . The pr'oblems which depeiid- for thelr solution ‘on the
orpansibn of irod and steal production ‘are numberlesa. - One of tha meet
important of theea is thé znasa producf.ion of transport materia.l. Domestic '
and tha ‘sdma’ may ‘be seld of re.ilwe.y trucks’ ° The pro&uctibn 3 diesel motora of
'mére ‘theh 1000 HP is now being inveetiga.téd with a view to establishing complete
Homstic productioh & 'thie’ 'E.ype of ldcomotive.l Mneo ho'wever Btabl production
can:not be” increased fvera short period , the” expansion ‘of 1ndustry Mll
necessarily entail tncroased detnand for 1mports - of this basic material. * The samo
applies €' the moﬁor track’ and’ ' autbmobile 1ndustry, "in which* coneidera‘ble develop-
‘ment is now’ taking pla.cé This" explains the efferts which Brazil has ‘been making
since 1949 to sugment appreciably the productive cape.city of Tt& iron and steel
industry. Neverthelees i’inancial difficulties and,- eapbcially, Brazil's reatricted
cﬁpacity ‘ao 1mport " havé 'delaysd ‘8uch expénsion unt‘il 1951.

r_

y ”"'I’hia* fé‘ajnibthé‘i' :‘as‘f}bot of the' question of d1recting {nvestmente: what type
of* equipment ‘shislild be' given priority oF investment? Btrazil ‘does not yet
nanufactire ‘steahn locetiotives s though 1t offers a greater market for these
(adsbite the d1fficulties’ created by lack of standardization) The i’
Lmanui’actura of diesel 1ocbm0tivés coriwésponds to the’ pmspacts of: inbreaeed
demard’ for tham Un view 6P tHS Veurrent plens of the ‘Leading ‘ralivay. .
compantesi’

[The: gansumption
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The coneumptio@ of qther producte, .gmong which .the most important are
basic chem;cals, has tenoed o, expand at an. 1ncmaeing rate in the weke of economic
developmnt. Some of theee products are. ‘uesd 1n 1ndustry and othsrs in
'qgriculture. Ir they ca.nnot be eupplied by domeetic produgtion they tend to
absord a growing proportion of. roreign excha.nge caueine 8 rise in foreim ‘
.,exchange expenditure for the country'e econcmy &s a whole. . It 1s 988y, . there-
fo.re to see what epecial a.t'tention 1e being glven at the prasent etage of
Brazil g economic developmnt to the pro‘blem of the basic chemical industriee.
‘%Som{e progress has been made in the period under reviev -- reference should be
made 1n this connexion to the car‘oonization process a.t the Volta Redonda cokery,
‘and the eetabliahment of eevera.l modern factories for the production of sulphuric
'acid and electrolytic ce.ust:lo eoda. . Homver, the problem of the utilizaticm of
coal-.bearing pyritee has not yet been solved thcmgx the manufacture of sulphuric
acld dejpends almoat entirely on foreign suppliea of lulphur'. nor has any prqgrese
been mde towards the 1a.rga-aca.1e production of soda aah. a.ml ca.ustic aode.. _ The
armua.l consmnption of allmlia cmnputed 1n terms of aoda a.ah, atande at about
“ 150 000 tons ' and revea.ls an upwa.rd trend. ) 'l'he feseibility of estp.blishing a
"Solve.y pla.nt of medium size Hes beon proved ‘and the Brazilian Govermment has
underto.ken to set up auch a. pla.nt. ‘ Here, as in the case of petroleum, the
problem of technique 15 at 1ea.at ae vita.l ag tha.t of capital resources, If
technicians carnot be. obtained from sbroad, “the mogt practical solution will be to
_tra.in them in Brazil - again a grave a.nd perhape maoluble problem for .8 country
»euffering fmm a ehortage of capitalp o

N Bofore leaving the au’bJect of ‘ba.eic ehemical 1nduetry, wo must devo'be
Bome attention to the. pro‘olem of fertilizers. Consumption of these has sxpanded
considerebly during the period unﬂer review and will have to increase at an
even greater rate 1n the futum if Brazil intende , 88 the needs of 1ts econanic
development depand, to improve the efficlency of its agriculture. The
ncrea.sed consumption of fertilizers in the leat two Years is due to two main
factors. 'I‘he first ie the fq.ct that efforts e.re being made to recle,im increasing
h.reas of the old lande exhausted by exteneive cultivation. . Bome of the
colonize.tion experimnte carried out 1n Sao l’aulo . for inata.nce have recently
shown that 1t may be more econom:!c to recover the old cofTes lands for agricul-
tural production (to meet local demand and for dairy cattle breeding) than to
move away from the urban-cewtres in search of virgin soil. The second factor is
the intersst stimulated dy the recent devslopment of the large, seml-abandoned
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f4In adﬂitxon o these two fEctors Which have’ led’ to & sharp increase in
the eonstmtptimaf fortilizors, others’ oft & mefe gsherel nature must ‘a5’ be taken
into account, and will sike themdelwbs:felt vtk inéreasing effect. = It ie
recognized: that the #Arked. cohtrattion: {r the’ price of Brazilian egrituitural
export producta which hes beenin progiesk’since’ thié ‘great depression; has led
farmers, who are maxious to Yower their cowts of production to tgnore totally the
‘need. for maintaining sdil fortility - &"’bonaidér’atfon which ts’la.rgsly disregarded
aven. under noymal-gonditions because ‘of the vast: tracts of ‘vivgin o1l avanable.
The result /has been a sharp declins..in the yleld of the ‘801l during the past
_dacade; ' & grave dangsr for: lrazﬂ,,}’agien ‘investment in agriculture 1s i?xcroased
.vthe cost:of agricultural production in:terms’:of human Yabour will tend- ‘to ‘rise.
v .o ;. The recovery of agricultural pricés in the second-half*of.the 40's led
to. substantial investment in agriculture, &nd: this In turn'has ntensified’ the
depand for fertilizers. Liks the besic chemical products used 1r {ndistry,
fortilizers actuslly represent dperating costd, and tend to-be"requiréd {n-
Ancressing quantities. . -Unless Brazil ‘succeeds in bullding up‘larage.stals’
production of such goods, ‘expenditure of foreign exchange Pér‘agricul ture  ¢armot
fall. to- increase.

' ‘Ih ﬂae 1n the price of coffee md the ca;zgcity to 1mgort

The serﬂ.ous consequences of Brazil's 11m1tad ca.p&city %o Amport, .An the
present phase of Its economic developmnt, glves particular signifioanca tp the
riee in the price of coffee In the International market eince:the ond of 1949.

‘, ~ During the past tventy yoars thc impor’oance of coffeq’s conn'ibution to
the natione.l incom has been qubstantiany mduced. . In Chap‘ber III of this study
_1t 15 estima.ted that betveen 1925 and. 1929 coffee contributed more .than 20 per
cen'b to. the grou mtional pmduct but thet between 1945 and 1949 its. s};a.m
had fa.llen to 1fttle move than 5 per cent.. In 1950, when the price increase

" ‘bgok place, 1t contributed slightly more,. than & Yer cent

/It should
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% Bhould not 'be asbinned ’hovaver that the mporta.nc‘e of coffee has
declined’ proportionately The position ef coffee By ml&tion 'to Biwzil's
capacity to impox‘t hae been ”1a.rgely maintained “In 1925 29 "1t ‘contributed
72 per Gont ‘of the " cumnt velu‘e of ekporte “dn- 19h5-h9 hl 2 per cent ‘and 1n 1950
65..8 per cent. ‘ Thua Bmzii‘e capaclty ‘t0import deperided on ite coffes exports
almost aa much 1:; 1950 aa' in 1925..29
Ve Ae a reeult Bmul'e balance of paymente ie now etill more sensitive
£ fluotue.tione m the que.ntum ‘and ve.lue of 1ts’ coffee exporte einoe while it
‘hds sucoeeded 1n gradue.lly freeing ité natioiml inéoms from the' 1nf1uence of
ebffee production, 1t hae not been able to do a8 ‘much for 1te capacity to 1mport.
If the quantum or value of “coffes” exporte wene now 6 be reduced the decrease
would hot effect the na.tiona.l 1ncome to the sams exterit e.e 1t WOuld have done
formerly, 6o that thé result‘lng 'deciife” n’ the deme.nd ‘for “{mports’ would be’
proportioﬁately lévtei'. ‘But stch'a Pa1i th coffee exporbs would affect the
cdpacity to ‘mport Just ae etrongly naw ‘g 1n the’ paet end 1ts pmeeure on the
be.lance ‘of pamente wobld therefore I FAGt b6 greeter. " Th other wordé the
“effoct of & "¢hange 1n ‘the price of coffee on mational incoms would now 'be four
times less then in the peried 1925-29; thus any such modification would ‘have
much less effect on the demm!ln for- importa: HoveVer, changes’ in the »pﬁsde‘ of
coffee pontinue to, e.i’fed: the cgpegity to, import t.o the spme. extent now as in the
pa.et, . Eepce, their poe;tive or negp.t.ivo 1nf1uence on the bele.noe of trade 1s
gz;eater
| ' . On t.he whole y. the riee in, the price of, cpffee e@noq the ond of 1949
;cepreeent.e ‘a cyclical recover,y rete.;rdegl ky a ve.r;let.y of tactora. R In Chart 5 the
mdex of coffee export pricee 1e compared with the.t of 3re.zilian 1mport prices,
wi,th a view to uluatrating the fluctupticne of cpffee'e purchaeing power in
the world perket.) It will be seen from thie chert that 1n, the cyclical upawing
of the 30's coffes does not appear to have mde any a,ppreciable recovery; ,a.nd
in fact, the coffee depression which bega.n in 1930 asted for about 19 years.

/The long
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The long period of depressed coffee prices led to a fundamental change
in the age-structure of ‘the plantatiocns, resulting in the progressive
predomination of older trees.. In Chapter III it 1s attempted to show that the -
conseouences of the ageing of the coffee plantations‘willvbe felt throughout the
whole of the present decede, and that substantial investments will be reouired if
the present level of production is to be naintained. But even the meintenance:of
present levels of production will mean & reduction of Brazil's capacity to export
coffee, since, as may be seen from Chart 6, domsstic consumption during the past
few years has been supplied by stocks accumulated during the precedins verilod.

~'There are no grounds to assume that Brazil will be able to raise the
level of coffee production before 1955. During the next few yeers, therefore,
coffee exports will probably remain et about the 1950 level, which was well below
the annuel average for the preceding five-year periocd. -

The Influence of coffee on the capacity to 1ﬁ@ort during the next few
vears will depend essentially on the ratio.of ‘the price of coffee to import prices.
It ths‘price of coffee remains at.thé 1950 leével, the recent rise in Brazil's
capacity to import will be gradually .cancelled, since import prices tend to increa:
If, moreover, the relative price of coffee is not maintained at a high 'level, it
is hardly likely that coffee cultivation will attract ‘the extensive investments
necessary to maintein or surpass the present level of production. - If these
investments sre not made, the tendency of the level of production to fall noted in
the past twenty years will continue, owing to the very low proportion of new trees.
In this caée, disequilibrium between supply and demand will be aggravated, with
gerious effecte on the level of coffee consumption throughout the world.

General Terms of the Problem

| Brazil'e capacity to import remsined virttelly stagnant between 1945
and 1949, and- though 1t rose consideradbly 1n 1950 a8 a result of the 1mprovement
in the terms of trade, the contractual obligetions assumad in previous years to
cover deficits in the balence of payments}/made it impossible to recover in 1950

1/ The rise in the price of coffee meant an influx of more than 300 million
dollars to Brazil in 1950, but outstending commerciel debts which had to be paid
before the end of that year smounted to some 200 million dollars.

/the 1947
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the 1947 level of total imports, and especlally of capital goods. :

in Increase in the capacity to import durling the period under review
resulting from an increase in the quantum of exports (had this been possible)
would have involved reducing the supply of goods menufactured in Brazil for
domestic use: This problem must be given careful consideration in comnexion
with the formulaticon of investment policy, since the obJective, in the lest
resort, is the optimum utilization of -the scarce capitel avellable: .~If, as hes
been stated, one of the most serious abstacles to economic development i1s the
shortage - of external means of payment, it must elso be remembered that in the
post-war perlod Brazil's exports: have been pald for to & large extent in
currencles having limited cireulatien. It has thus been imposaible to obtain
the most sultable imports for Brazil in return for its exports. .

‘ An alternatlve path to increased capacity to import lies through
improved terms of trade.;/ The rise in the price of coffee, together with
other factors, led to a substantial improvement in Brazil's capacity to import
during 1950. . Provided that there 18 no fall in the quantum of exports, the -
pregent level of ‘export prices should ‘stimulate economic development, -at least
until it 1s overtaken by import prices, and assuming that there are no
difficulties in obtaining capitel goods in the internstional market.

During the period under review, operating costs in Brazll in terms of
forelgn exchange increased both absolutely and reletively. The country now
reqguires relatively greater Imports of fuel gnd bhaslc producte consumed by its .
industries and agriculture.

Juring the first stage of -1ts development, Brazil was able to solve
this problem by progressively modifying the structure of 1te 1mports, reducing
the proportion of foodstuffs, 1ight manufactures and other goods 1ncreasingly

1/ Cepacity to import mey also be increesed by the investment of foreign
' capital and will then tend to decline in inverse proportion to the cost of
servicing of such capital.

" Zproduced
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produced ‘in Brazily ' ‘The.possibilities of this méthod, however, have to all
intents and purposes been exhausted:} In this connexion one further comment
should be mede; nemely, that the demsnd for the consumer goods imported by
Brezil during the first stagse referred to above increased in step with the
growth of the population, but more slowly than realiincome,g/ whereazs the
demand for the goods imported at present is increesing with the populatici,
but more rapidly than the expension of: resl income. Since these goods ere
intended for prdductive processes (industrial metals, basic chemical products,
fuel etc,), demand for them tends to rise together with the volume cof
investments, vhich in 1ts turn increases at a greater rete than real inccme
during the process of economic development. Thus, Brazilian fuel imports
expanded between 1945 and 1950 &t an aversge ennual rate of 26.7 per cent and
imports of basic chemical products at an average snnual rate of 24.8 per cent.
The products included in these two categorles, which in 1945 constituted -
13.3 per cent of the total gquantum of imports, had risen by 1950 to 23.1 per
cent, If steel imports developed at & much lower rate, this was due to the
substantiel expansion of domestic production, as will be shown in Chepter IT.
Thus, even if exports should rise at the sames rate as reel income, ceteris
paribus, demand for imports will always tend to exceed the capacity to import.
However, past experience has amply proved that the capacity to import dves not
rise in step with real income, much less with the volume of investments: a
fact which may be noted, in connexion with the recent period, from Chart k.

1/ Brezilian imports classified as "essemtial" by the Bank of Brazil,
constituted 90 per cent of the total value of imports in 1949 and 92 per
cent in the first half of 1950. Durable consumer gcnds, such as pagsenger
automobiles, motor-cycles, refrigerators, radic receivers etc. are not
considered "essential ", though there 1s 1little or no dcmestic production
of such articles,

g/ In countries where real per capite income 15 very low, the demand for
certain consumer goods increases st a greater rate than real income; bdbut it
must be remembered that this phenomenon is due to the existence of social
classes whose basic consumption is subnormul; and the coefficient of
imports of such classes 1s very low,

/It may be
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It may be concluded from the above that in ordsr to continue its
economic develcpment, Brazll needs at 1ts present stage to lower or at least
check the rilse in operating costs in terms of -foreign exchange. Hence the
urgent need to direct investments into the basic sectors: the production of
hydroeslectrlic powsr, fuel, industrial metals, -chemical products etc. Cnly
when this has been accomplished will the necessery conditions exlst for the
establishment of large engineering industries, enabling Brazil to produce the
heavy ecuipment and modern vehicles of every type which it will reocuire in great
cuentities at a higher stage of its development. If, however, an increasing
proportion of the capacity to lmport 1s used to cover operating costs, it will
become increasingly difficult to Import the-specialized ecuipment and the
techniclens essential for the installation of such industries, and for the
maintenance of others at the level of technical development obtaining in the

great industrial centres.

JCHAPTER I.
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CHAPTER I, FRODUCTION OF GOODS AND CAPITAL FORMATION

Production of goods
Durjng 1950, the production of goods in Brazil .increased by 3.7 per cent

as compared with the preceding year. This rate of expansion is lOWer than the
post-war aversage, which was sbout 4.9 per cent per year. Production of gccds LEE
26.5 per cent higher 1n 1950 than during the last year of the war, but the per ,
capita increase during the same period was only .1k.3 per cent; . that is, an annual
rate of increase of 2v8'per cent. ~ This may be teken as an-approximate'index of

the rate of expansion of real ‘Income durlng recent years.

Table l. Brazil: Fluctuations in the_groduc ticn of_gocds curing the perilod

o ‘ 9&?--9) _
Years. Value in Index Annual “" Index of Annual -
" millions fluctuation:. - per capita . fluctuation
of 1947 .+ (as a per- production (as a per-
, cruzeiros , centage) ' o “centage)
1945 72,699 100 100
1946 . 78,226 107.6 7.6 105.5 5.5
1947 77,517 106.6 - 0.9 102.4 2.9
1948 85,160 - 117.1 . 9.8 110.2 ‘7.6
1949 .  BB,669 122.0 h.2 112.5 2.1
1950 91 993 126.5 3.7 c.o-11h.3 1.6

Note: For the calculation of the produetion of goods see‘Appendix A/

Taken separately, both primary and secondary production?increaeed\mqre
or less to the same extent between l9h§ and 1950 which would sugeest that )
during the post-war period, Brazil maintained: the structure ‘of production which
the special conditions created by the war hed enabled 1t to achleve. There was
thus no repetition of the procees which followed the first World War, after which
the pre- -1914 economic structure was largely re-established.

1/ The 1ncrease in real income may possibly have been greater, glven the
tendency for the production of services to expand at a greater rate than that
of goods, In Appendix A various aspects of this problem characteristic of
under-developed countries are discussed. It must be borme 'in mind, moreover
that part of the goods produced are exported; which accounts for the reper-
cussions of fluctuations in terms of trade on.the level of real incoms.

+/In o far
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In so far as the production of goods is concerned, the period under
reviev may be divided into two stages. During the first (1945-47), significant
readjustments took place as a result of the return to normal foreign trade
conditions and of the accelerated expansion of primary production. During the
second (l9h8;50), a greater development of secondary production may be noted,
though primary production continued to develop uninterruptedly.

The indices of manufacturing production contained 1n Table 3k,

Chapter 117, demonstrate that the decline of industrial production during the
first stage referred to above was largely due to the ‘situation in the cotton
textile industry, which contributes about one~fourth of all industrisl production
and suffered a sharp fall in exports beginning in.1946. = Similarly, there was a
sudden contraction in the production of vegetanle oils, which hed expended, partly
to meet demsnd in the export market, during the wer, Some foodstuffs industries
vere similarly affected, as‘a‘result of the intensification of exports of raw
products, or of the fell in imnorpsvof reg;materiels. Tpe flour.milling industry
is a case In point. o N “ h

While 1t suffered the effects of a contraction in the ﬁarket for
several products which duriné'the war enjoyed a privileged position -- for
example, strateglc products 4- primary production benefited by the strong foreign
demend for agricultural and cattle products which made itself felt in the years
immediately following the war

Teble 2. ~,Bra_zil. Fluctuations in;primary and secondary production during the

o ; period 1945- 1950
Years Index of Annual rise Index of Annuel rise

primary’ ' (percentage) gsecondary = (percentage)

:production . production

1945 100.0 : e © 100,0 -
1946 109.0 9.0 106,3 6.3
1947 110.7 1.6 102.8 - 3.3
1948 -116.9 . b.8 118.2 15.0
1949 .. 122k - 5.5 121.6 2.9
1950 128. 5 » . 5,0 124,77 2.5
(Average) : 5,2 k.7

Note: - For the calculation of the indices see Appendix A

There has been little change in the relative importance of the groups
constituting primary production. Mining production, which represents less than
1 per cént of the total production of goods, suffered a slight decline in some

/branches
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branches, corresponding to the contraction of the market for strategic products.
However, the increase in iron ore production during the following years enabled
the general rate of development to be meintained. Production in thévﬁegeféblé
extractive industr lvfell froq 1.9 to 1.6 per cent. of the:various branches of
primary production, this sector depends to the greateat extent on thé forelan
market. - During the period under review, the relastive importance of agrigultufal
and cattle products underwent little change, as will be seen from the data
contained in Table 3. B ‘ h
Table 3. Brazil: Reldtive importance of: the various branches of the goods

production during the period 1945-1950

(percentage ofrtotal~production) |

‘ : Primary production _ , . __Secondary production

Years Total Agricul- Cattle Vegetable Mining  Total Manufac- Building
ture breeding extractive turing

1945 . 48.5  36.4 9.5 1.9 0.6 51.5 45,6 5.9
1946 k9.2 37.4 9.4 1.8 - 0.6 50.8  L43.5 7.3
1947 50.4 38.0 10.1 1.7 0.6 49.6 43.3 6.3
1948 48.1 35.9. 9.8 1.7 0.6 51.9 46.7 5.2
1949 - 48.7 36.7 - 9.8 1.6 0.6 - 51.3 L6.4 4.9
1950  49.3  37.3 9.7 1.6 0.6 50.7 b45.9 4.8

Note: For source and method of calculation see Appendix A.

Availability of goods _ A ,
In the preceding section it was pointed out thet the total production of

goode‘increased at en average amnual rate of about 5 per ¢ent.. However, only a
part of this production goéé direct to the domestic market. The remainder is
exported, and reaches the domestic market only iIndirectly, 1in the form of importe.
Since exports have to cov;r not only imports but also the debit balance of
services, and since imports are in some cases paid for by loans and by impgfted
or repatriated capital, the volume of goods availsble for consumption and for
capital formation does not necesgarily equal‘the domestic production of goodé.

- In the post-war years the gap between the production of goods and the
supply of goods for domestic consumption widened, the principal reason being the
substantial debit and credit balances of trade, which varied between a credit
balance of 5,201 million cruzeiros in 1946 and a debit of 1,610 million in 1947T.

l/ This comprises vegetable products not cultivated systematicelly, that is,
. yerba mate, carnauba wax, rubber, certain oil-seeds and hard fibres, etc.

/Apart from
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Apart .from the direct effects of these factors, the avallability of
goods may be affected by fluctuations in the terms of trade; 1i.e., a greater.cr
smaller volume of goods may be imported in proportion to the volnme of exports.
Thus, Brazil's terms of trade deteriorated to the extent;of ébout 10 per cent
between 1945 and 1946, -and improved to the same extent between 19h8”end 1949.

The influence of. the terms of trade on the avallsbility of goods naturally varies
with the propertion of exports to totel produotion.‘:_Now, in 19h6;about 30 perwpe
of all goods produced were exported, whereas in 1649 only about 20 per cent were
exported. This fluctuation of 10 per cent in the terms of trade may have repre-
sented a net decreade of 3 per cent in. aVa*lable goods in the firet case and &

net increase of 2 per cent in the eecond o ,

-Table 4 shows that 1n the post-War period the _supply of goods for
domestic consumptlon expanded at a grea ter rate in Brazil than domestic production
of goods.

Table 4. Brazil: Production, exports, imports, apparent avallability of goods
~ and terms of trade

, Indices
Years Produc- Exports Imports Avalla-'- Produc-  Terms o1 Availabilify
~ tion . ~ Dbility tion . trade. - of goods

(in millions of 1947 cruzeiros) T '
1945 72,699 18,610 12,625 66,695 100.0 ° °100.0 100,0
1946 78,226 21,153 14,676 71,749 107.6 89.7 - 107.6
1947 77,517 19,265 22,789 81,041 106.6 104.2 S 121.5. . . .-
948 85,160 18,24k 28,801 85,717 117.1 9.5 128.5
1949 88,669 18,051 19,371 89,989 122.0 105,0 ~134.9

1950 91,993 16,738 20,715 95,970 126.5 177k 0 1k39 ¢
Note: 'For method of calculatlng ‘available goods see Appendix B. - o

The data contained in Table L have been partially corrected to allow for
exports consisting of stocke accumulated during the war years. The real supply
of goods may possibly not have increased as much as ‘the index would lead one to
suppose since, the correction only covers cotton and coffee stocks. However the
substential expenditure of monetary reserves after l9h7 and the settlement of out-
standing commercial accounts during 19&8 end the first half of 1949 must 1nevitably
have led to an .increagse in the supply of goods in Brazjl

Durlng the period under review the average annual 1ncrease in the
production of goods was 4.9 per cent, and in the availability of goode for
domestic consumption 7.6 per cent. o

/Taﬁle 5.
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"able 5, Brazil: Annual increase in production and in the apparent
avallabllity of gocds

(nercentage of the preceding year)

Years Productlon © Availability
1946 ' 7.6 7.6
19k7 “= 0.9 - : 13.0
1948 4 9.8 5.8
1949 42 "'5.0
1950 - 3.7 6.6
(Average) k.9 7.6

Source: See Table &4,

‘ - These (ata show that.during the post-war period consumption and
éapital formation in Brazil vere greater than would have been possible by
the mere utilization of domestic production.  .Until 1949, since there waé
no appreciable change in the terms of trade, this greater qvailability of
goods could only have béen-due to the expenditure-of reserves(in money or
goods) and to' financial obligations contracted ahbrosd. .. In 1950, the rise .
in the supply of goods was primarily due to the improvement in the terms of

trade.

/Capital
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Capital Formation

a) The change in the direction of investment

In order to develop its economy, Brazi] needs substantial investment
in practically every branch of economic activity. The opportunity fcr such
investment 1s restricted by the limited extent of previous investments, reflestod
in & low rate of productivity and low per capita 1ncome. Economio developmont’
18 cbstructed at the very outset,by this double barrier: the low investment of |
equipment per worker limlts per capita income and this in turn limits the level
of new investment, | o

The question 1s how Brazil was able to escape this vicious circle during
the twenty years following the 1929 crisis. As was shown in the l9h9 Survey,l/
there are many indications that during the period beginning}f930 Brdiilidnbecandmr
developed by its own resources. |

The scanty data availeble do not permit investigation of the manner 1n
which Brazilian development vas financed during this period much less an estimate
of the real volume of net 1nvestment 1n the country. of course, production and
consumption are indices of economic development, but for short and medium periods '
they need to be corrected to allow for decapitalization. It must be esked, for
instance, to what extent econcmic development during the 30's and the war years
was counterbalanced by the deterioratiom of the transport system and public ser-
vices, the obsolescence of textile equipment, the loss of some 1,000 million
coffee trees and other similar developments.

Statistics on the Brazilian rallways will glve some ldes of the extent
of the detericration which has taken place during the past twenty years in the
national trehsport system. Between 1934 and 1945 there wes an increase of
6.6 per cent in reilvay mileage in Brezil, whilst the number of loccmotives rose b;
8.6 per cent and of trucks by 23.7 per cent, During the same period there was
an increase cf 119.2 per cent in passenger traffic reckoned in passenger-kilo-
metres, and of 100.6 per cent in freight traffic reckoned in ton-kilometres, The
state of the rallway materlal in use at the end of the second World War proves
that investment since 1930 has lagged behind normael replacemsnt requirements.

y/ Economic Survey for Latin America 1949, Chapter VIII.

/The same
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The same applies to the most important branch of Brazilian industry --
the cotton textile inausfry'-- asg to the railways, Less textile eqﬁipmént was
imported by Brazil between 1930 and 1945 then during 1947/49. There sre meny
signs tb show that during the former period net investment in the cotton textile
industry ended with & negative balence.

Any study of net investment in Brazil during the past tventy year:
should take into account the factor of disinvestment, or the losses suffered by
largé sbéle agricultural export industry. It is known, for instance, that the
bulk of investment in Brazil bvefore 1930 went to the coffee plantations. At
the end of the 20'5 there were some 3,000 million coffee trees in Brazil.
Assumlng a cost of l cruzelro per tree, this represents a total investment of
3000 million cruzeiros, which represents an increase of 50 per cent over the
industry 8 capitallzation acoording to the 1020 census. If we assume the
average productive 1life of & coffée tree to be forty years and that.of indus-.
triql equipment ‘to be 25 years, it w11l be clear that the investment necessary
for the maintenance ef the level of prodiction should have been more or less
equivalent in both'caées, fluctuating between 75 and 80 million cruzeiros. But
since 1930, there has been no investment for re-equipment, The extent of
decaplitalization in this sector of agriculture has been revealed by the loss
of one-third of the total number of coffee trees. It is not possible to
determine to what extent these losses have been real, or whether there has
simply been a process of disinvestment caiused by the placing of capital
in other seotore of economic asctivity. Agriculture itself -- as in the
cage of cotton -- would have received part of the capital withdrawn, Nevertheless
it wbuld be of interest to ascertain’ hév far this replacement of long-term
cultivation (in which large sums of capital are locked up)4by annual crops has
represented a process of disinvestment. _ , )

The foregoing remarks are intended merely as a general commentary,since
research thug far carried out in Brazil is inadequate to Justify anything more
than conjecture in these matters. It may well be assumed, however, that since
the 1929 crisis the Brazilian economy has undergone structural changes involving
transfers of capital among the various sectors of production, together with a
general redirection of investment, The economic progress of the 30's and L0's
may lergely be ascribed tc these developments, and posgsibly to the increase in
savings which followed in their wake. /b) Netional
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b) National income end capital formation

The matters touched on in this section are cited merely for purposes of
illustration, and are intended solely to stress the imporfance of the problem J‘
under review, since the natiohal inmcome of Brazil has not yet been studied
sufficiently to justify a more definite presontation of the prcblem of caplt:.l
formation. b

In Appendix C, an estimate has been made of the availebility cf caplie!
goods 1in Brazil during the period 1945-50, It goes without saying that a&n
analysie of this nature should be based on statistics far more complete then
those actually available. However, it is unlikely that -the -errors wvhich mey
have crept into the calculation are serious enough to imvalidate all the con-
clusions drawn from it, ' ;

The index of the availability of capltal goods has shown tvo distinct
trends in the poat-war period,” Until 1947 it rises sharply, as a result of
the substantial increaee in imports of capital goods, which were in fact tripled
between 1945 and l9§7. During the following psriod, the index declines sharply
in 1948, and though”if reéovérs in the following yeers, it 1s still lower in |
1950 then in 1947.

l/ The United Nations Economic Commigsion for Letin Americe is carrying out
more extensive regearch in this field with a view to estimating the
farmation'of capital in Brazil on the basis of financiel statistics. It
will then be possible to calculate the investments actually made, since
what is attempted in the present report is td determine the tctal volume
of c&pital goods available to supplement fixed capital or stocks of .
such capital during & given period.

/During the
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During the earlier stage the supply of consumer goods increases at a
considerably lower rate then that of capital goods: - In 19h6 ‘when Brazil had «
favourable balance of trade! the supply of consumer goods dlmlniehed as crnm&rvd
with the preceding year.

Table 6.,;Brazii: Indices of the availabilltv of consumer and cap1tal goods
- ‘ durinp the pertod 1945-1950 B

Years Consumer goods ‘Capital poods ’ Total

1945 w00 1100.0 © 1000

1946 97.6 156.8 - 107.6

1947 109.9  100.0° 186.3 100.0 121.5. 100.0

1948 123.7  112.5 156.6  84.1 128.5  105.8
" 1949 1 128.2 ¢ 116.6 .169.2. 90,9 . . 134.9 111.0.

1950 135.7 123.4 185.1 99.k C1b3.9 . 1180

Note: . See-npte to Table 7

" Importh of capital goods, which in 1947 .constituted 39.1 per .cent of
the total- supply of such goods {e&s egeinst 22 per cent in 1945) fell to.
31.8 per cent of-theitotal in 1948, 28.1 per cent.in 1949 and 27.7 per. cent
in l950; * In the periocd 1945-1950 imports, of capital goods rose at an annual
‘average rate of 25.9 per cent, despite the contraction which téok.place in
1947 and 1948, . ‘TImports of consumer goods for thé period as a whole showed an
annual rate of increase of only 10.3 per .cent, though in 1548/50, when total
impor{é'&eoreased'invrelation”to 1947, the decline -in:imports of congumer goods
was less than that of capital goods. i

- The production of . capital goods shows the same general trend as that of
imports of such goods. _ Between 19&5 and 1950 the production of uapital ;0048

expanded at a much. greater rate. than that of .consumer goods: " the annual average
increases being. 14.0 per cent and 3.9 per cent respectively "In l9h7 and 1948,
however domestic production of consumer' goods developed more rapidly ‘than that
of capital goods (12.4 per cent and''3 pér-‘cent, respeotively). It must be borme

in mind, howevér, that the low rate of expansion in the domestic production of
oapital goods in 1947. and 1948 was due to the sherp decline in building.

—/ These data do not necessarily imply that the policy of import control first
applied in l9h8 has failed to achiéve positive ' results, A reduction in the
capacity to import .is firat felt in the more elastic items which' include
capltal goods. = Consumer goods include & number of items, such as fuel and
vheat, imports of which cannot be Tefuced ‘over-a short period “without. serious-
OOnsequencee Tor Brazil's economy and its . pepulation.. /mable 7
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“able 7. Brazil: Annual fluctuations in the total availabilities productﬂew en’
- imports of consumer and capital goods during the period 1ubs. lf‘t '

Years Availabilities Production Imports
Consumer .. Capital Total Conéumer Capital Total Consumer Capital Toir

146 . 2.5 56,8° ° 7.6 2.9 36.6 7.6 - 6.4 995.8  16.
1947 12.7 18.8 13.0 4 0.6 2,5 - 0.9 - 56,2 53.8 55.3
1948 12.5 - 15.9 5.8 12,4 3.0 9.8 10,7 - 29k .17.5
1949 3.6 8.1 5.0 2.1 15.8 k.2 5.7 . 2.8, 3.0
1950 = 5.8 9.5 6.6 2.5 10.2° 3.7 6.5 7.9 7.0
Average = 6.4 15.5 . 7.6 3.9 4.0 k9 10,3 25.9 12,8
Totes For the method of calculation of the total production of goods see

Appendix A, The production of capital goods is the difference between
the total supply of this class of goods (method of calculation shown

in Appendix C) and imports of capital goode, the C I.F. price of these
belng raleed by 50 per cent, The production of consumer goode wag
obteined by calculating the difference between total production and
production of capital goods. Details of imports of capital and consumer
goods are shown in Table 37, Chapter V. Imports of coneumer goods
include fuel and besic chemicals. The method of calculation of the
total supply of goods and its apportlonment among coneumer and capital
goods is explained in Appendix B. ’ B

The lack of information on replacements makes 1t impossible to estimate
the emount of net investment, . However, there is good reason to believe that nmuch
of thé equipment purchased between 1945 and 1947 went_tcxsatisfy the pent-up
demend for replacements postponed in the foregoing years., In a country where
development ls as unequal as in Brazil any estimate of the ratio between net and
gross investments is extremely difficult On the one hand depreciation of .
equipment is lmown to be very considerable owing to the unskilled labour employed
and to poor maintenance, the bad state of the highways etc, On the other hand
it muet be remembered that the shortage of fixed-capltal and the low wage levele
grovide incentives to the protracted uee of equipmgnt-and the poetponement of
replacements. Owing to this contradiction 1t 1s likely that the level of net
investment ie extremely low in Brazil if the term is interpreted in ite strict
gense (i e., groas investment minus depreciation and loss). Ir, hOWever, it 1s

e d madimdmnd b mansw bAdkAY dmnA e Jamera cbhimniad wmdawiien AndinT AT A mAarmanm - ham +ha



E/CN.12/217/Ad4,2
Page 35

-evel of net Investment 1s relatively high. - It should be borne in mind, moreover,
rhet the structure of Brazil's industry and economy as & whole . chaxacte ized
v & limited amount of fixed capital per worker -- involves a low rate of -
eplacement,:* As the relative importance-of industry grows in relation to econom!ic
wtivity as a whole, and as heavy indusiry expands in relation to‘inQQEtrjuin
general, the rate of replacement tends to increase. _ ) |

-In order to'determine the real rate of capital formation, ve‘neeiier
far more precise series of data on the .national income than 1e at present
avallable., The recent estimate mede for the yeer 1947 by the Getulio Vargas
Foundation refers to the net mational product,.without any estimate of repiacemonte
The September 1950 issus of the Boletim do Conselho Tecnico de Economla e
Financas issued by the Brazilian Minlstry of Finance publishes,an estimate of .
gross product over-a number of years, based :on the business tax, If these
date are compared with those for the supply of capital goods, shown in Appendix C,
it will be seen that over the period 1946-1949 the rate of gross capital formation
stood between 15 and 20 per cent,

Teble 8, Brazil: Rate: of capital formation over the- period 1945.1949

Years Gross national ' Gross investment Rate of gross formation
product ' . : of capital:
' - (in millions of 1947 cruzeiros) -

1945 125,700 13,602 10,8

1946 130,100 21,330 16,4

1947 - 121,700 25,339 20.3

1948 134, 400 21,.300 15.8

1949 141 400 23,03k ' 16.3
Note: Investment figures do not allow for fluctuations In net credits abroad

in favour of Brazilien persons or institutions. . Data for the national
product have been deflated on the basis of the index of the cost of
living at Rlo de Janeliro, = They. constitute a rough approximation, and
‘axe computed on the basis of sales snd consignment tax collecticns and
. estimated figures for production and services for the producer's own
benefit. The average annual increese of the gross national product
according to these data would be 3,1 per cent over the period 19h5.1GL9;
‘which 1s hardly likely in view of the fact that the production of goods
during this periocd eiapanded at an average annual rate of 5,2 per cent.
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Even if the data contained in Table 8 are treated with reserve, tkere
.an be no doubt that the availability of capital goods increased eubstantially
between 1945 and 1949.. 1/ Even in periods of intense economic activity 1t 18
nardly 1ikely, however; the rate of gross capital formation cen be much nigher t !
15 per cent-of the. national income. Teking into account the growth of Biezil'“
population and especially the changes in the employment pattern of the popul&blon
necessitated by -the requirements of economic development, a rate of capital '
formation of about 15-per cent is rather law, Research carried out during the
past few years .hes shown that at the more inteneive phage of their development man,
" couritries achieved- substantially higher. rates of capital fOrmation.' Thus in the
United Statés the average decennial rate ~of gross investment over the period
1880-1930 was .about .20 per cent.:
In Appendix C an. eetimate has been made. of the proportion between
Government activity and private. enterprise in capital formation. Table 9 shows
" the comparative data, calculated on. the basis of that estimate.
Table 9, Brazil: Relative Ilmportance of Government activity and private
enterprise in groes capital formation
1 1945 19k6  1gh7 - 19kB 19k9 . 1950
Government 12,7 6.5 11,k 12.8 - 20k 13.7
Private enterprise  87.3 93.5  88.6  87.2 79.6 . 86.3
Private bullding 56,4  48.2 34,5  37.4 33,7 31.5
Other intestments 30.9 45.3 54,1 49.8 45,9 54.8

Total ) 100 100 100 100 100 100

Source: éee Appendix C,

l/ Strictly speeking, it cennot be stated that the rate of investment increased,

- since this would imply an increase of investment in relation to the national
income. Imports or repatriations of capital, and also the liquidation of
bullion or foreign exchenge reserves or the mere collection of outstanding
commercial debts, might lead to an increase in the aveilabllity of capital
goods in relatlon to the nationel econdmy without necessarily increasing the
rate of capltal formation;

' g/ However, ‘the relative importance of capital imports in the two ceses should
- be borne in mind. ,

/Despite 1ts
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Despite ita sharp post-wer contraction, Government investment devel:.-
7ey the period as & whole to a much greeter extent than private Investinent, -
e average amnual rate of increase of the former over the period 1945.1950
eing 26 per cent and of the latter 16.1 per cent, If private bullding is -
ubtracted, however, the rate of increase of private lnvestment is much highe:
chet of Government investment, namely, 33.9 per cent, The investment of ce& .
'n building declined steadily over the whole period, dropping from 56.4% per cent
mn l9h5 to 31.5 per cent in 1950, ‘

The data available do not perutt pore deballed analyeis on the ellocation
»f invegtment among the various sectors of the sconomy. It would be of ‘consideratbl
‘nterest, for instance to determine the total investment in industry, eand we -
herefore offer some relevent statistics, without placing much relience on their
iceuracy. In 1950 imports of capltal goods for industry stood at some -
3,205 million 1947 cruzeiros (c.i.f, pricea) . Allowing for necessary adjustments
n the prices of such goods, and asswuing thet domestic production of cepital
;oods for industry (including building) was equal in value to imported equirment,
ne pi'o‘éable amount of grose investment of fixed capitel in industry during 1950
s found to be & total of 9,61% million 1947 cruzeiroe. :This would represent
Jbout 38 per cent of the gross total investment in fixed cepital in Brazil during
-het year, That 1s not & very high proportion 1f we consider the dynamic role of
ndustry in a country in process of development, with & rapidly growing population,
suffice 1% to recall thaet in Sweden, for example, where in 1949 industry no longer
layed so essential a part, it nevertheless absorbed 38 per cent of gross
-nvestment, And in Freance, where efforts are being made to modify the structure
>f the gainfully employed population, 46 per cent of gross investnunt was pleced
in industry during the same year, L

These estimates are very vegue; but even ellowing for a wide margin
o)f error, they can hardly invalidate the conclusions which mey be drawn ffbm them,
he first of these 1s that capital formation in Brazil is inadequate to meet the
emands of economtc development. Secondly, the proportion of new capital applied
;0 industry is lower than would appeer desirable, if it is remembered that this is
-he only sector capeble of absorbing the exlsting or potential surplus of
sopulation, Evidence to support this statement may be found in Chapter v,

However, this high rate of investment was made possible by assistance obtained
under the European Recovery Progremme, See the Economlc Survey for Europe
19k9, United Nations Economic Commission for Europe.

1
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where:ln it is shown that d.uring the past flve.year period industry has
absorbed vitua.lly no new la.bour. ‘

~ Some notion of the miriimum net ‘}rivestment needed. in Brazil will be .
obta.ined when 1t is remembered that’ ‘the labour- force 18 now. growing at &,
rate of about 350,000 persons per .annum, - S .

‘In 1950 ha.d the normal rate of- expansion of employment in Lz,dustx i
d.uring the period 1920 1948 -'/been ma.intained. indusfvy would have absmbed more
then 100,000 new workers , which would impiy & net investment of et least 6 000
: million cruzeiros. = 4 This total would represent more than 60 per .cent of
the possi’ble gross mvestment in industry during 199\ N is c‘,r: r that
ao gvea.t a.n expansion of industrial employmc—,nt woulcl hQVe bcan pc 33tble only !
as d.uring the wa.r “at the cost of- replauement regulirensnda. end productivity.
This explains the fa.ct that since l9h5 , When other factors led tu an improvement
in prod.uctivity a.nd. made 1t virtually impo'asi'b]e to pogipone tha ra L,l'mam' nt .
of ou'b'worn equipment 1ndustry ‘has besn v;ialle to cont Inwe avscriing luuour.

' These remerks are only intended to -drew attaifion Lo e 5 _
mport.ance of cepital formation in & comntry’ Mke Brazil, eni to the desiredility
of research on methods’ vhereby investment migh+ be Aoeresas 543 wha - k
optimum utilization of available’ capital ensurs

l/ - S;’? :1949 Survey

assount
ERA ’ T’» ] . a .
".;r'er c;np...o,y 58

On the basis of the Industrial Census of Johe; r—mi.twk':in'% Tt
the depreciation of the cruzelro, it may te auipod i
net investment of-60,000 cruzeiros per additicail laby
in industry d.uring 19h9

7'>c)' Géverh:}:éﬁt
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¢) Government investmont and the SALTE Plan

In the preceding section reference was made to the substantial
increase in Government investment in 1949. So far no details have been
published for the Fiscal year 1950, but it is very probable that the 1949
level of Government investment was maintained. This increase in Government
 investment is pripsrily attributable to the application of the SALIE Plan,

Total investment budgeted under this Plan should reach & total of
21,300,000 million cruzeiros by 1954. After subtracting advance expenditure

in 1949, the annual investment between 1950 and 1954 still amounts to some
4,000 million cruzeiros. It.is impossible to deteriine to what extent this
_constitutes a real increase in investment, or a mere systematization of
ordinary Government expenditure. However, it is unlikely that the operation
of the Plan will have adverse effects on private investment, either owing to
the nature of the investment carried out under the Plan or the form in which it
is financed. One of the articles of the law approving the Plan states that
"in order to promote the national industry the Executive Power shall, the
technicel conditions being equel, grant preference to domestic .equipment, and
should facilitate and de?elop, whenever this is technically and economically
desirable, the creation of new industries for the manufacture of such
squipment.” It is thus anticipated that investments under the Plan will help
to consolidate and expand the railwey meterials industry.

Part of the expenditure projected under the SALTE Plan -- about
10 per cent -- will not constitute real investment, but will consiet of

indirectly reproductive services. At best, therefore, the annualﬂyiéld from
the gross total investment should be about 3.5 thousand million cruzeiros.

It should furthermore be noted that net investment under the
SALTE Plan will amount to lees than the total investment for postponed
re-equipment, For example, more than half of the total expenditure will be
absorbed by the transport system and will go to replace railway rolling-stock
and harbour installations. .

If investment for the improvement of highways, harbours and‘airways
is added to that absorbed by the railway system, we obtain a total of
11,346 million cruzeiros, which is equivalent to more than half of the total
expenditure under the Plan,

‘ /Eneréyf
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oy Energy production involves a relatlvely IOWor net investment. of
the total of 3,190 million cruzelros, 1l opO mllllon are to be emmloyed to
increase the electric powver supnly, and nearly all the rest LOT bullQLng
petroleun refineries, purchasing peirol tankers and.extendlng prospecting

. operations with a view to the production of petroleum in Brazil.. Much of
the.iﬁ#estment budgeted for thié,sector,was efTected in‘adyapce in 1949 and
1950; |

» Expenditure for the .development of agricultural, production amounts
to 2,733 million cruzeiros. One of the pripcipal achlevaments ;n thls
sector will be the building of a chain of refrigerator warechouses and silos
Tor the benefit of the domestic market. . In addition, the Plan provides for
swbgidies to increase the production of certaln crops, such as wheat,

The:total expendituie for the whole period covered by the Plan is

allocated aé follows:

(in millions of ¢ruzeiros)

Tr&néport: ‘

Railways 74561,

Highﬁays 1,263

Airvays 937

Harbours | ‘:661;

Other expenditure | .93u ‘ o
Power: : _ ;113u6

Electricity 1,650
.. Petroleum 1,495

Coal . : s _

; 3,19

Agriculture and stock breeding:

Aninal production o ' © 680

Wheat = S 126

Mechanization of agriculture 256

Other expenditure 1,377
Public Health . 5 | | gjgigl
Other expendlture . 59% -
Revolving: Fund §L.1 )
Total: 21,300

/It is
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It is intended %o finance this expenditure largely out oi budgetary '
resources, which should contribute some 14,300 million crureiros. In 190
the budget auproprlatlon for the uALTF Plan totalled 1,300 million CruZLerS
- in 1950 1 QOO million and in 1051 2 200 mllllon cruzeiros. in l95h the funds
a))ronrlated under the budget for the plan should amounL to 2 ,600 million
cruzeiros.

The oxpenditure of 21,300 million cruzeiros is to be financed a8

follows:
‘ (1n millions of cruzelxos)
Budget funds R 14,300
Bank of Brazil loan (in foreign exchange) - 2,000
Federal SALIE Plan bonds | 5,000

Total . o o '21?30 '

O” these thiee 1tems only the third may be con51dered ag constitutlngu_

a potentlal jnflatlon&ry iactor. Fifty per cent of this loan may be floated
abroad., The total igsue w;ll be made in amual portions of 1,000 million
cruzeiros, yleldjng interesb at the rate of 7 per cent per amnum, to be
redeemod in ten years, starblng in 1955. The Banl of Brazil loan will De
advanced in annual poriions of 300 to 500 millon cruzeiros, and vill be
financed out of forei5n exchange already in hand or to be auqulred at a later
date, » » _ ‘ o

The Government's capacity to finance ﬁhe Plan without reebrtingvto
inflation w1ll depend laruely ‘on the success of ite fiscal policy. The past
two budget years (10h8 and 1049) have ulosed w*Lh substantial doficite.
However, it Is reGO5nlzed that given the present structure of Bra21l's Ilsval
pystem Government financing might be even iurther expanded W1thout necepsarlly
leadlng to reduced investment in the private sector.

/CEAPTER II.
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CHAPTER II. RECENT CHANGES AND DEVELOPMENT PLANS IN BASIC SECTORS

Introduction

Until the 1929 crisis investment in the sectors connected directly
or indirectly with etporte constituted the principal dynamic factor of Brazil's
econony . Since then investment for the domestic market has expanded
increasingly, and the country'q development more and more depends on domestic
capacity to save., This change will have to be taken into account in studying
some of the most importent problems of Brezil's present day economic position,
guch as the deficiency of investment in basic sectore which are only indirectly
reproductive, o | |

Net investment, which implies an increese in productive capacity
or productivity is denendent on the degree of utilization of existing fixed
cepital’and on prospects of profitability. In an economy in which the principel
stimilus to growth comes from outeide, the influence of those determining
factors shows a number of characteristic featureé.' In the first place, the
degree of utilizatlon of existing fixed capital must be considered from 8
broader <tandp01nt embracing not only Brazil itself but also all other
countries which compete in the market.~ Secondly, the prospects of
profitatility in sectors turning out mrimary products are dependent on the level
of production in the manufacturing industries of the industrialized countries
which‘consume these products.g/ In other words, prospects of profitability in
the monufacturing industries themselves induce industrial countries to biace '
investments in the under-developed countries_vhich produce industriel rew
materials, On the other hend, eince increased economic activity in the
induetrialized countries (witﬁin the‘international division of labour which
prevailed up to the 20's), presupposed intensified production of primary goods,

;/ Even/%ﬁvestments in the domestic merket, the position of & product in the
international market is in most cases very important. However, consider-
etions of this nature are generelly relegated to & secondary plane where
capacity to import is chronically subnormal.

g/ Neturally the demend for primary food products does not vary with the level
of investment in the industries of countries consuming these products, but
their prices sre greatly effected by the level of income in such countries;
which to some extent meang the same thing. Joart of
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part of their gavings would naturally 80 to finance investment in countr1e<
responsible for the primary etage of the productive proce !}/ "

But investment in, indirectly reproductive cector -guch as harbour |
installations, railways, electric “power =tations, etc., are an integral pert
of productive investment in export « The influx of cepital 1nto <uch bacic
sectors has sometimes served to 1ntegrate into the 1nternat1onal economy unltq
or production left utagnant at a pre—capitaliqt ctage of development And once
the Bra41lian export econony ceaeed to expand the basic <ector" sub<1d1ary to
it ceaged to attract foreign capital

‘During the two decades following the cricis, the domectic market
assumed jncreaging relatiVe 1mportance in Brazil'e economy. However, durlng thic
rhese the shortage of domestic qavinge made it impo ssible for 1nvestment in
besic sectors to be continued. Similarly, . procese of decapitalization took
place in railvay transport and herbour inﬁtallataone gince gross 1nve=tment
was not sufficient to cover depreciation. The electric’ power gyetem, which is
lese dependent on export activity, not only did not <uffer any loss but was eble.
to continue self- financing of its development though at a. much lower rate than
in preyiouq decade

. One of the fundamental requirements of the basic sectors of economy 1s

that their capacity .to’ produce goodc and services chould be greater, at eny given
moment, .than . the corresponding copsumption of such goodq and eervices. The
saturation of,anyoofhthe‘ba31c eectors greatly hinders 1nvestment in the'
remainingfbranChes of the econony, since the basic sectorETWOrk«for tne,economy' .
ac a whole and.must, therefore, be in & position to meet the demands of any
branch in. which a phase of development hac been 1n1tiated ,

‘ Any inadequacy of the: ‘besic cector< therefore nas a dec1=ively retarding
effect on the economy as-a whole. When trensport and power are lacking, or
certain‘basic products become“scarce; inveetments become much less attractive.
The alternative solutions always enteil a substantial rise in CO“tS. In Bra21l
for 1nstance, the =hortage and 11regularity of railway: trensport hes: stimulated
during the.past few years, a large- ecale.deveiopment of lend and air transport,

1/ It is celculated, for instence, thet about half the net British investment =
before the first World War was placed sbroed.

/which uee
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which use up equipment and fuel, both impcrted, at a much higher rate, In
eddition, the inadequate output of the hydro-electric stations in Rio and Seo
Paulo hes led many enterprises to instal power-plants to meet their own
requirements; and in nearly e#ery case, fhese use imported fuel.

In certain industries, as economic development proceeds, specialization
creates features characteristic of the basic sectors. BSuch industries supply
producte congumed on a large scale by large mﬁhufactufiﬁg groups or other
branches of the economy. vIn the highly indﬁqtfialized countries, the productive
capacity of the so- called basic inductrleq nearly always exceeds “consumption
requirements, and only at the peek of 8 cyclical upcwing is this ‘productive
capacity ocg¢asionally ab<orbed in full Theqe industries produce goods for other
industries, require vast amounts of raw materxal and in almost all cases
exhibit the same characterietics aq the heaVy industries.

The very nature of the dYasic industries ccmpelc them to maintain e surplus .
capacity, in order to follow the fluctuatlons of demand. ' Hence investment in
these industries must be mede w1th & view to future demend, as far as this may be
predicted over a medium period. The pcssibility of increases in the supply of
basic products in the immediate future affects investment in other sectors of -
industry; and it is therefore frequently‘impcséible to determine the soundness
of & besic 1ndustry, on the basis of the level of consumption at a given -
moment. As a rule, when no industries of this type exist, consumption of their
products is low, When such industrlcs are set up, consumption rises sharply.
This has occurred in Brazil during the past five yecrs in the iron and steel
industry. The consumption of steel rose 4 or 5 times more rapidly than

.. manufacturing producfion as a whole or than the total rroduction of goods. There
need not neceesarily'be a fall in the prices of domestic products for consumption
to rise. The decisive factor 1= the presumptive regulerity of supplies, which
"no longer depend on foreignlexchange regourceé, the rate of éxChange or the
international situation. , . o ‘

We will now consider the prospectc for developmentin -some of the basic
sectors, such as transport, power, the iron and steel industry, the cement -

industry end some branches of the heavy chemical industries.

Trans port
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Transport ,
Since the crisis Brazil hes been deprived of the influx of foreign

cepital with which it had previously builb'its railwey system, and the shortage
of foreign meens of beyment has mede it impossible to meet thies deficlency out
of domestic savinge. If it is borne in mind that foreign exchange resources
were well below the level required for development -- the cause of the chronic
disequilibrium in the belance of payments -- it will be underetood that in order
to meet the replacement requirements of the transport system it would have beén
necessmEry to limit development in other secters; As will be seen below, it vas
impossible to solve this dilemma until Brazil was in a position to undertake
domestic specialized production of railway material, ‘

B The Brazilian Government recently took over a substantial part of
those of the Country s railways which were still privately owned, By the end
of l9h9, only 13 per cent of, Brazil‘l railways were in private hands, Some of
these serve’ the economically more highly developed areas of the State of
Sao Paulo. " When the influx of foreign capital cameé to an end, the Government
aseumed most of .the ‘burden of" flnancing ‘the development of reilwey transport.
This, of couree, is a very far reaching problem, which cannot ‘be considered in
this report in all its multiple aspects. Suffice it to note ‘that the
infletionary process mede it much more difficult for the railway companies to
finance their own development.

/Between 1945
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Between 1945 and 1049, as may be seen from Table 10, the Brazilian
railways appear to have increased their productivity.

Table 10. Brazil: Indices Of railvay actiyity

Years _ PaSSenger- Ton-kiloﬁetres "Monthly average Powerv_ a/
_ ' Kilometres Lot . of employees ~ consumption-~
9% . . 100 100" 100 100 -
1946 | ;06;5 . 100 102,7 98,4
1047 10.2 102,5 1011 100,1
1948 . 109.7 112.7 1100,0 - 98,0

1949 1.2 111.2 - 99,5 - 91.8

)

a/ See Table 15 for power consumption eetimates. ‘
Sourcet Departamento Nacional de Eetradas de Ferro (Nationaerailwaj DepartmentL

The total load carried - goods plus passengers -~ 1ncreased at ‘an
annual rate of 2.8 per cent, though the number of employees remained virtually
unchanged and fuel and power consumption decreased at an annual average rate :
of 2.1 per cent. This increase in productiyity is probably due to the same
causes which led to tlie intensified industrial productivity, that is, the retwrn
to a normal rate of re-equipment and the increased capital 1nvestment per '
labourer resulting from the modernizatlion of egquipment or the change in the
cost ratio of labour - equipment. | |

In the period under review Brazilian railway tariffs declined sharply
in relation to both export pricee and the cost of living 1lndex. Thus between
1945 and 1949, whereas the cost of living showed an increase of 52.8 per cent
end the index of export prices rose by 67.7 per cent, -the index of railway
tariffs increased by only 17.3 per cent. This low tariff policy is partly
due to the growing competition of road transport, eince during the war years,
when such competition had practically disappeared, railway tariffe increased
at the same rate as domestic prices -- or oven more rapldly. It may also be
the Government's intention to check the rise in the cost of living by reducing
the cost of transport of essential goods, At all events, it should be

/remembered
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remembered that during a period of inflation the raillways have difficulty in }
av01ding a reduction in their real 1ncome, and even in preventing & process of
decapitalization. While,the railways may be able by maintaining low tariffs
to reduce the incidence of these tariffs on some of the basic elements in the
cost of living, this wili make 1t necessary to provide subsidies to ensure
their devslopment -- and perhaps'éﬁén their maintenance. .This is shown in
Table 11, which contains data on the financial position of some of the most.

important Government railways.

Table 11. Brazil: Income of and investment in. five leading Government ,

railvays®/,
Years Incbme Expendi¥ LBalance Inveat- dsc - 1004 1004 1066
o o tdre . 0 menbd a8 | b a
a b c 4 a

- . 7 (in milliahsxéf gruzeiros)
1045 © - 1,205 - 1,202 2.8 616 619 51.1 512 51.4

1946 - 1,289 1,554 26,9 595 348 k6.2 38.3 - 27.0
1947 1,257 . 1,618  -361.6 608 26 L84 37.6 19.6 -
10487 . 1,218 . 1,725  -507.5 964 457  79.1  55.9 37.5
19%9 © -.1,35% - 2,003  -651.8 1,030 378 76.2" 514 28.0

-

Source: Departamento Nacional de Estrada de Ferro (National Railway Department)

a/ Estrada de Ferro.Centrai do Brasil Reds Vliagao Darana~8anta Catarina,
E.F.Noroeate do Brasil, V.F, Fedeval Lesce Pras:leiro and Rede Viagao
Cearense. -~ The investment flgureg include the fundstappropriated by the
Departamento Nacional de Estredas {guggzsg(national'Railway Department) .

These data demonstrate clearly that since 1945 ‘the earnings of the
Government railways in money terms have remeined at & standstill -- which
involves a sharp decline in real terms, Inveatment financed out of the
railways' Own resources foll from 51.4 per cent of earnings in 1945 to
28 per rent in l9h9  If the Government had not grented them subsidies, the
railway companies would have been unable to carrvy out any plan of expansion
and would probadly have suffered decapitalization; . . In order to maintain

/in 1949
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in 1949 the 1945 rate of 1hves£méﬁ£‘(5i'pér cent of total expenditure), the
companies were compelled to show deficits equivalent to as much as 48 per cent
of thelr income, as against a small 9051tive "balance in 1945,

- The policy OvaOVering railway inVestment expenditure by Government
subsidies .may be desiéned to counteract the effects of inflation on the
distribution of incoms. The financing of railway development by the railways .
themselves, particularly in the'caée of:lineé‘serving regions:of low traffic:
density, becomes much more difficult in periods of ‘inflation, -and.may make the
burden of inflation .on ldw income groups even heavier.

The problem of the maintenance and deVelopment of BraZ1l's railway

Bystem presents two distinct aspects, namely, that of financing and that of
covering foreign exchange expendithre.: The expansion:of the iron»and steel
industry during the past ten years has made possible the establishment of &
domestic railway materials"industry vhich is aoquiring increasing importance.
This:dévelopﬁeni has contributed to a solution of the exchange problem, and
renders the investment problem less critical, since in the last resort Braiil's
difficulty in 'financing the development of its railways is a manifestation of
the fundamental problem of low income and weak capital formation, Indirect’
investment in the railwa&s, by the estadblishment of & railﬁay materials induStry,
has a much greatér effect on national income than direct investment by importing
equipment, since it leads to the employment of more labour with the use of the
same amount of capital. In other’ words, the ~same amount of capital andbforeign
exchanbe can be made ta yield a substantially larger volume of railway material,
prov1ded that the initial investment difficulty can be overcome i/ "The
consaquent rise in employment leads to a corresponding increase in national
income and in capacity to save. '

o The statistics available on domestic production of railway material in

Brazil are saanty, but 1t is known that there has been an appreciable increase

e - ———

1/ We will not here go into the problem, analyged in the 1949 Survey, of an
alternative solution by employing labour in export activities, with a

possible gain in comparative costs.

/during
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during the past five years. The country'’s basic rail and truck requirsments
are being largely sﬂpprfed by domestic production, Imports of rails during
the five-year period preceding the crisis (1925-29) amounted to mors than
100,000 "tons annually, although the railway system expanded very little over
the same period, During the fifteen years which folldwed the crisis, despite
the substantial expansion of reilway traffic, ennudl imports of rails fell to
little more than half of the average for. the preceding five-year -period.  This
postponement of replacements is responsidle for the fact that in 1945 about
40 per cent of Brazil's ratlvay track needed to be replaced, and inmediate
rall requirements exceceded one'million”tons.l/" Between 1945 and ‘1947 imports
rose to an average annual figure of 90,000 tons, but this level has fallen |
sharply since 1948, Rail production was begun at Volta Redonda in 1947 and
between that year and 1950, 210,000 tons were produced, representing an annual
average production of 52,000 tons. The total supply of rails between 1945 and-
1950 was about half a million tons, of which about two-thirds were imported.
Re-equipment requirvements, therefore, are 8till largely unsatisfied, since
wear and tear increases with rising traffic, and in addition part of these
rails were used in laying new track. ' In any case, rail production in Brazil,
in 1950, had exceeded the 80,000 ton level, which bringe it close to the normal
re-equipment requirements of the railway system as it now exists. - HowéVer,
the supply of rails will have to be stepped up, in order to cover the deficit
of the period 1930-45, and enable the railway aystem to keep’ up with Brazil's
general development, - ;

The rolling stock eituation was no better at the close of hostilities,
In 1945 there were 54,294 railway cars, and it was estimated that there was
an immediate need for a further 20,408 new units, Between 1945 and 1947
about 7,000 cars of all types were imported. After 1948 there was a sharp
declineg in foreign purchases, but domestic production must undoubtedly have
filled the gap in imports. Brazil nov has four large undertakings specializing

>

1/ Figures on rallway materlal requirements are taken from the Transport
Section of the SALTE Plan. '

/in the
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in the production of railway material and there are others tnrning out parts.
According to estimqtes made by the frincipal manufactirers’ total annual _
productive capacity &or cars of all types) amounts to about 10,000 units. ~This
flgure is much higher than . -the existing ‘real demand, and will be difficult to
ma1ntdtn 1n view of the available supplies of the basic products -- primarily
iron and steel In 19%9, the réilway car maniifacturers informed thedB nk of
Brazil that they were in a position to meet the country's requirement and they ;
have subsequently been able to export part of their output.

In 19h5, there were 3,698 locomotives of which many were antiquated
and many under repair. Between 1945°8nd 1949, 574 new units and 15,891 tons of
spare parts were, imported Locomotiﬁe'assembly and spare parts manufaoture ‘
have. likewise expanded r Two large scale project® in this btranch have recently
been announced. "The firet plans thé" construction by advanced methods of a
steam engine, and the second the buildlng of diesel engines of over 1,000 HP to
be used in diesel electric locomotives which are to be built partly in Braz1l.

To sun.up, it may be said that the problem of the re-equipment and
even the extension of the Brazilian railway system, as a problem of foreign
exchange, is becomlng progre851Vely less acute.

Determined efforts are at present being madde to 1mprove Brazil'
highwey sygtem. From the standp01nt of general development, however,
investment in this sector has certain negative ctonsequences.. Since both
motor vehicles and neariy all liquid fuel consumed must be imported,
preferontial treatment of road transport as against the railways will entail
an increase in the foreign exchange co8t of the national transport system. A
typical example of the competition between motor transport and the railways will
be found in the 1949 report of the Netional Iron.and Steel Works (Companhia
Siderurgica Nacional). -'BetWeen'l9h8‘and'19h9 the number of motor trucks used
in transporting the Volta Redonda”production increased from 4,303 to 17,727,
whereas the number of railway cars employed declined from 4,903 to §;806. It

is not yet clear whether this is due to better service or to lower costs, In

o

l/ From data in the possession of the National Federation of Indnstries,
"Rio de Janeiro, ‘
[the latter



E/oN.12/A7 uskir

Page 51

the latter event, the influence of the eXBfiahge rdte, which has, been stable
since 1939, pust be taken into account., The price of liquid fuel has remained
at a relatively low level on the forelgn market, and in Brazil, thanks to the
stabllity of the rate of exchange, has tended to fall in relation to the
domestically produced. fuel -- that is wood and coal -- used by the railways.
Another interesting aspect of the recent changes which have taken
place in the Brazilian transport system is the extraordinary development of
civil aviation. In 1950 4y 000 tons of freight and 1,700,000 passengers were
carried by plane -- 8 volums of air traffic surpassed only in the United States.
9.2 times more freight and 5.9 times more passengers were carried in 1950 than
in 19#5 In view of the physical characteristics of Brazil the aeroplane
solves many transport‘problems. HOWeVer, air transport constitutes an even
heavier burden on the balance of payments than road transport. The high fuel
consumption and the rapid depreciation of equipment make flying an extremely
costly means of transport for a country like Brazil, which has only limited
supplies of farelgn exchange and is compelled to buy great quantities of \
equipment abroad.. | . ' f i“‘ ‘ | | '

. The extensive investments msde in transport vhich have ‘been reinforced
by the SALTE Plan, and have included the execution of road building programmes
and the extension of the railway system, have imprOVed communications ‘between ’
the various reglons of the country. Glven the existing differences‘bethen
standards of living in these regions, it is likely that population displacements
from region to region Willwtend to increase, In 1950 railway communications
were established between the south-central and the north-eastern zones of Brazil,
and in the preoeding fear the Rio-Brhia highway was opened, This 1,700 kilo-
metre road has greatly 1mproved communication between the entire north-eastern
highways aystem end the central southern and western parts of the country.

One may_thersfors predict intensified migration of the population of northern
Brazil towards the south, and particularly to S&o Paulo, the north of Parana,
and the south of Goias. This movement may be partially checked if the
Government reclamation plan for the Séo Francisco valley is successful, and if
the industrial development of the narth-east is stimilated by the comstruction
of the Psnlo'Alfonsovhydro-electric power station. In any case, this region

/has a
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has a greater density of population)’ particuwlarly ih reldtfon to ardble land
and to the present level of technique, and & much highér bitth-raté than
southern Brazil; and in addition,’ capital per men Both in agriculture and’
Industry is generally speaking lower in the horth than in the south. Theé surplus:
population of the north-east therefore tends to- migrate,” in proportion as
communications improve, “towards Tegions with a lbwer naturel’ growth: of populdtion
and a higher rate of capital formation.” This migration of labour from north

to south, ad was pointed out in'the’ 1949 Survey, while ‘it checks any further
decline in the standard of living in the ‘former, 'holds back-iesl wages in the
latter region. This is a problem’ of capital shortage, to which' further: reference
will be made' in another part of this report. At all ‘events}’ improved communica-
tions between thé north and’the south will help to preveut' greater disparities -
arlsing between the Standards of living' th'these’ two regiotis.’

Fuel and power

The comments made in the preceding section on the development of
transport are evidence of the seriousness of the problem of fuel and power in
recent years. The genseral ‘terms of this problem Were considered in the 1949
Survey and may bo summerized &8’ follows:'

1. Three-fourths of Brazil's total power supply 1s derived from wood, most of
the more easily worked reserves ‘haviag been exhausted; :

2. The rate of growth of hydro-elsctric power capadity In: the past twenty
years was less than the country’s economic -development required s

3. Domestic coal production has been stagnant since l9h3 and coal imports have“

greatly diminished in comparison with pre-war levels,

k., The changes in the structure of the transport system, the shortage of hydroi
electric power supplies, and the decline in the price of petroleum as compared
with that of coal led to a great increase in the consumption of imported liquid
fuel.

It has been reallzed in Brazil that the solution to the country's
power problem lies in the progressive utilization of its vast sources ‘of hydro-
electric power. For the purpose of achieving a solution along these lines,
the hydro-electric capacity will have to grow much more intensively than In the

[past
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past twenty years. If the potential mereiy experids ‘gg___ 29-9;5- with the power
requirements of the commmnitles suPPlied. ’ not only w:lll 1t be tmable to replace
other sources of energy but the development of the region will be hampered.
The capacity of the ba.sic sectors should always be higher than the demnd of
consumers. If, from the outset, the electric power stations work at full
capacity, or even with an ovarloa.d. as 1s usual in Brazil now, the economic
sectors served by these statione ce.nnot d.evelop, alternatively, they will have
to increase costs in ord.er to continue expanding

As the Bre.zilia.n Govarmnent ree.lizes in 1ts SALTE Plan, a second
solution to the power problem lies yin the deVelopment of national petroleum
production. The consumption of this fuel expand.ed d.uring the past few years et
e much greater re.te tha.n the genere.l power consumption ’ as reflected in the
more dynemic elements, petroleum, hydro—electric power and coal. ’

Table 12,  Brazil: Partial ajiiei'ent coneump'tion of energy
' ' (in millions of KWH) '

Potroleum - _Coal

Years B§H - Imports Domestic rte  Domestic < Total . Index of

elg%%‘%)ic P Prod.uc% ion Tepe Pr%?njtion total

a b

1937 1892 ' 2732 - 25kt 885 8056
1945 3424 2339 25 1173 2405 9366 100.0
1946 3707 k029 a2 1744 2201 11703 125.0
1947 Lo76 T 6126 0 3@ 2572 2319 © 15127 161.5 °
1948 4579 - TTT6 bt o 1781 . - 2349 16532 176.5
1949 5075 - 8685 35 1289 . 2428 17512 187.0
1950 6257 = 10164 ol 1831 2320 20666 220.6

Sources: For imports, the Economic and Financial Statistical Service of the
Ministry of Finance. For coal production, the Production Statistice
Service of the Ministry of Agriculture, For petroleum production,
National Petroleum Board. For hydro-electric power production, the
' Netional Weter and Electric Power Board.

a/ Production of the Brazilian Traction, Light and Power Co. and of Empresas 4
Electricas Brasileiras. This constitutes about 80 per cent of the total
production,

b/ Including the coal used for the mnufacture of coke. . .

Notet: Fuels have been considered as- of 20 per cent- efficiency, the hea.ting velue
- per kilogramme being taken as 10,600 calories in the cass of petroleum,
7,200 calories. in the case of imported. coal, and 5,000 calories in the
case of d.omestic coa.l o /‘I’he rate
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The rate of expansion of petroleum ccﬂsumption between 1945 and 1950
was merely three times that of the totsl coﬁBUmption of power. In 1945, it is
true, . petroleum consumption was sub-norual owing to import difficulties. However,
if the year 1937 is used as a basis for comparison, the increase in petroleum
consumption even then is nearly twice the total consumption of power derived
from the three sources in question The importance of petroleum has therefore
tended to increase absolutely as well as relatively. If the present rate of
increase of petroleum consumption were treated as normal, this fact elone' would
be a sufficient reason for giving prompt consideration to ‘the need for changing
the structure of the country 8 imports . This factor would ‘éontribute to a
greater. rigidity of imports, and would make the Brazilian 6CONOMy even more
vulnsreble to fluctuations in the capacity to import

JIF Brazil does not succeed in developing domestic “production of -
petroleum substanthally during the present decade, the power problem will require
other and more far-reaching measures for its soluticn. These include the
preferential development and electrificaticn of rallway transport and also the
electrification of urban transport. Ag pointed out before, this would meani a
far greater expansion of the installations for harnessing hydro-electric power
than took place’ In the past twenty years, and even during the past five-ysar A
period.

The annual rate of increase of the consumption of power derived from
the sources included in Teble 12 wag 17.5 per cent in the perlod 1945-1950.

But this high:rete partly feflects the low level of consumption during the
preceding five-year period; In fact it is declining, for in 1949 it was only .
5.9'per cent; On the other hand, the substantial increase of fuel imports in
1950 were partly the result of the international situation. An average annual
rate of increase of 5. 5 per cent can be regarded as normal. If this growth
were, to be parallelled by a like development in domestic fuel production )
during’ the next five~ year period, then, with the propoeed ll per cent average
annual increese for hydro-electric power.l/the share of: imported fuels in total
supplies would decrease from 58 per cent to ko .8 per cent, as may be seen from
Table 13.. -

l/‘I'he SALTE Plan contemplates an annuel average:increase of 1l per cent fa total.
installed . hydro-electric. go er during the period 1947-19 g In view of the
relative insignificance of thermic power, thls rate-may be regarded as adequate.

for hydro-electric power installations However% 4t 1s possible that the supply

of hydro or- mi a_greater-rate, If it is remembered that betwe
ygfn.d PShe 1n %ﬁe R10- aulgﬁarea 1% dedoloped &t an average rate ot 10.4

per cent and that a great deal of work is now proceeding in connexion with hydro-
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Table lj Br;‘a.zil‘: Relative i._;gorta.nce of aome sources of powar 1n selected years

Years Hyﬁ.ro-eleotric - Domestic coal Tmported coal Total
S : - grd_petroleun ‘and ‘petroleum —_—
1937 2355’ 10.1 664 100-
19k5° 6.6 5.9 37,5 100
1949 29.0- 1k .1 56.9 100
1950 303, 1.7 '58.0 100
1955 . 39.0 n.7’ 9.8 1100

Sources: For dimports, Economic and Finsnicial Statistical Service of the Ministry
' of Finance; for coal -production, the.Production Statistics Service of
the Ministry of Agriculture; for petroleum production, National
Potroleum Board; fo¥ hydro-electric power, National Water and
”Electric Power Board.

" The eatinates contained; :Ln Table 13 imply that coal production would
increase from 2 million tons in 1950 t0.2. 6 millicm tons in 1955 ’ though . this

can only be a.chieved. ir the coo.l induBtry eme ges from its preaent phase of
stagnation Apar-b from the inveatmt;a md.e by the National Irop a.nd $teel
Compe.ny, the coal industry ha.s &‘b‘bmctod. little capital d.uring the past fow
years. However, the achievements oi‘ this comyany point clearly to results
which way beé accomplished ‘given adequate capital investments. 'I'he meclw,nized
method,e recently introd.trced. ha.ve radised prOd.uction per mn-d.ay five to six times
a.bove the prevailing levels?nxisting mines

It s sstimtad that Brazil's coal industry is actually working at
80 per cent of oa.pa.ci’cy, which mea.ns that a rate of production of 2 6 million
tons could. be o'btained. by merely a more intensiva use of present capaoity The -
coal, washing plants are a;lso working below capacity. Transport is the moat
sérious obstacle to axpanding production, particularly 80 far as harbour
finstallatione amd. shipping are concerned.

Brazil's cosl production d.eveloped. under prouective measures That
required consumers to use 20 per cent of domsstic coal. The rate of expansion
of domestic coal productlion increased during the war, being further stimulated
by ’ohe efforts of»t&:o;Na_etiopal-Iron and Steei_Compapy $0 obtain coking coal’

/ for the
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for the Volta Redonda plant. Domeltic coal how meets st.rong competition from
petroleum. The relatively low price of 1mported. fuel , d.ue partly to the exchange
policy, constitutes an incentive for the rep}aeemant of coal by petrolewn sub-
products, even on the rallways. Consequently, the coel industry 18 attracting
less and lese private ca.pital}-/ though the yroblem of coal supplies is exceedingly
important in Brazil, in view of its present dependence on fuel imports. In 1950,
a Government-appointed Commission proposed a plan for the investment of 70O
million cruzeiros (35 million dollars) during the forthcoming five-year period.
The plan Includes financing the mechanization of the mines, the building of a
fleet of cosl ca.rrying ships and the building of a new port at Imbituba, in the
State of Santa, Catharim., as well as the standardization of the type of coal
produced in this State. - .I_t, is est;@mated. An this plan._tha.t a one million ton
increase in production would be easily absorbed by the domestic market.

, Even apert from the question of cosl, the estimte contained in Table 13
is only of very relative va.lid.ity, since the. mere increa.se of hydro-electric
power supplies could not bring about a. :ed.uctiqn ;qf. fuel cor;mgnptiox; A part of
the hydro-electric power will certainly replace. the less effic‘ient sources of "
power, such as wood, particularly if the plan ft":r the electzfif‘icatic;n of the
railways 1s proceeded with. : -

Thus, between 1945 and 1949, the share of wood. among the sources of
energy consumed by the railways decreased from 73.8 per cent to 67.7 per cent,
in terms of energy, while the share of hydro-electric power increased from 2.9
to 4.5 per ¢ent. Hydro-electric power ig, of course, the alternative to a
growth in the share of imporied fuel. Between 19&5 and 1949 the conamnption of
liquid fuel by the railways actuelly increased ten times . 1ta sha.re .rising from
0.% per cent to 4.2 per cent. The total share of imported. fuels increased from
11.4 to 16 per cent between 1945 and 1947, but later decreagsed with the drop in
coal imports. The consumption of woood on the .ra.ilmys decllined sharply d.uring the
whole period, as may be seen from Table 14, - ' o

¥/ The profits of the coal compenies fell from' 7.7 per cemt to 3.6 per cent of .
capital plus reserves between 1948 and 1949.

/Table 14
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Tgble 14. BPBrezil: Consumption of power on the railweys
.(1n mi)llions of KWH)
Years  Wood Domestic Imyorted . Petroleum Hydro-electric Total

coal ' coal : pover
945 5,646 913 g 29 223 7,652
1946 5,580 Th6 862 123 225 7,536
1947 - 5,hk6 5 986 bl kg 7,666
1948 5,296 Sho T2 251 284 7,50k
aghg o b,Ts 1 005_ * 660 295 313 7,028

Source. The National Department of Railways.

Note: Fuels havs been considered as of 20 per cent efflclency, the heating
value per, kilogramme belng taken as 10,600 calories in the case:of
petroleung 7,200 calorles in the case of imported coal and 5,000
calorles in the case of domestic ¢oals . Wood has been considered at
420 KWH per cﬁbic métre. :

If the wood . burned on the railwaye-/ is added to the data contained in

Table 12, more approximete figures of the total consumption of power in Brazll
will be -obtalned, which, at the same time offer & more accurate indication of the
rate of 4rgrease in the period under obgervation. According to theee figures,
the increase between 1945 and 1949 was 48.3 per cent, as against 87 pérfcent
ghown on Table 1he It is therefore evident that, firstly, the increase in the
demand for power 1s being met by petroleum and hydro-electric’ power and that,
secondly, these are more and more supersedlng less efficlent sources of power,

. If the estimates contained in Table 13 are proved accurate, fuel ilmports
in 1946 would only be 10.7 per cent higher than those ih 1950. . Moreover in 1950,
Brazil acquired a large fleet of tankers, some of which are already plying under
this countfy's flag; and in addition, several refineries are being establiéhed;
. the capacity of which should be.sufficient to meet a great deal of the domestic
demend. Forelgn exchange expenditure on petroleum should therefore inérease at
a lower réte’than total imports of this fueli: - The foreign exchange savings in
this sector would be of great .value in sugmenting purehases of material.and
obtaining the-techhical‘assistande required to develop petroleun productions

1/ ‘The vood consumed on the railways 3n 1946 constituted 15.9 per cent of the
total consumption of this source of power.

/There seem
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There seem to be good prospecta for developing the production. of
petroleunm in Brazll, even though this expanzion cannot be expected to cccur in
the immedlate future. = Hltherto, only small investments have been made in this .
sector and the regions which 1t was intended to tap are far too extensive, The
aree of the Reconcavo, in the State of Bahla, 1s the only one in ‘production at
present, and its total known reserves are rather limited. 1In 1950 a mpdern
refinery with & capacity of 2500 barrels a day 'began operations theres If is
hoped to double ite capacity shortly. last year, the National Petroleum Board =--
the Federal agency respomsible for petroleum developments -- began drilling
experimental wells in three new areas where geological and geophysical surveys
have been made during the past few years.  These aré the reglons of Cametd
in the State of Parda, that of Carclina in the State of Maranh#e, and Japoata in
the State of Sergipe, all in the north of Brazil. ; S

‘Furthermore, Brazil has large reserves of' sulphide-bltuminous shale
which could constitute a further source of liquid fuel in the future.  At.present,
the shale is being worked on a small scale in the State of 5'56 Paulo, where a
private industrial undertaking 15 using 1ta own patentei processes, its gquipment
being manufactured in the .country.‘ In 1950 this company announced ite intentlon
of 1ncreaéing ﬁrqduction to 100 tons daily., = A much more ambitious plan was
recently drawn up by the Ihstituyq de Investigacoes 'I?cho_j,qgicas (Technical y
Research Institute) of the State of Pareni, which has been studying the use of
shale for éome years. According to this Institute's findinge the petiroleun
resources in the Aratl reglon have been estimated at not less than 1,600 million
tons, the everage yleld of shale oll being about 8 per. cente The plan contem=-
plates the establishment of five. shale distlilleries in different parts, each
plent to have a capaclty of 100 tons of petroleum daily, 120,000 litres of
sulphur-bearing amonla waters, and 50,000 cubic metres of fuel gase The .
sulphide. gas can yleld 21 tons of sulphur and the ammonia waters 9 tons of sulphata
of ammonia, A central distil.le;'y, with a capacity of 2,500 “barrels daily, would
serve the five units. The establishment of this industry would thus provide
Brazil with a substantial source of sulphur and emmonium sulphate, and as a ..
consequence some pressing problems in the bésic .chemicel industry would be
solveds It was announced in 1950 that the Brazilian Govermment intended to
Invest 350 millilion cruzeiros in the exploitation of sulphide-bituminous shale.

" [iron and stesl
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Iron and steel 1nduetr1

~ In recent years the 1ron and steel 1ndust.ry experienced its most
intensive devalopment. Steel production increased from 206,000 to 774,000 tone
between ‘19’45 and 1950. The princ.ipa.l factor in this expansion was the Volta
Redonds, pla.nt. Howevar, ‘the development of iron and steéel industries, based
on cha.rcoa.l continued actively for between 1945 ‘and 1950 prod.uction vas etepped'
up T1.8 per cent, which is a higher rate of expa.nsion tha.n that for the period
1940-1945, . R .
~ The data contained in Ta.ble 15 shows that by 19h8 Volta Redonda dteel
production ha.d eurpassed the steel production of all the other plants taken
together which use pig iron frmn bla.et furnaces fed Yy charcoal and 8CTap. |
However, Volta Redonda *s production of pig iron and sheets in 1950 was below the
a.ggregate of other pla.nts. The d.ecline in pig ivon production at Volta Redonda,
in 19h9, was caused by two etoppagea in the blast ﬁlrnace, involving & total
hold-up of production for three monthe. ' The first interruption wae neceesi tated
by normal cleaning operations a.nd the second was due to a mishap.

Table 15. Bra.zil-‘ Iron and stesl production

Years ___ Plg iron Steel Rolleggdducts
Coke Charcoal 'I'otal Volta. Other Total Volta Other Total
R‘ergiﬁa " Redonde plants Redonda plants
o | » (in thousands of tons) ,
1937 * 98 98 ; -6 76 71 T
1945 260 1 260 206 206 166 166
1946 96 275 371 85 258 343 13 - 217 230
%7 176 305 481 ks 242 387 90 207 297

1948 224 327 552 2kl 239 483 198 205  Lo3
1949 193 315 508 - 308 297" 605 227 273 500

10 339 377 76 koo 35k T 287 <303 590

Source: The Production Btatietics Service of the Ministry of Agriculmre.

In contrast with 1ts wartime trenda the expansion of‘ the iron and -
stesl induatnr during the past few years d1d not result fron the stimrlus of any
.great increase in the price of the product. The resumption of importa, which
in 19h6 and 19147 had surpa.ased ha.‘l.f a million tona ammally, and the increase of -
doanestic production, led to a relative st.abilif?y in the factorzr prices- for
Brazilian steel a.nd to & noticeable drop in the prices for domestic rolled prod.ucte
on the markete b an ar
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Table 16, Brazil:; Prices of domestic and imported stesl
durd the oriod 1 -191%
1545 1946 1@q 19@ 19@

Index of fa.ctory price of clomsstic rolled _
products 100 91.2 98.0 122.,6 128.7

Index of the price of imported steel rods (CIF) 100 92,8 105 B 1h8.7 140,6
Index of the coastwise trade price of ‘ ‘

domestic steel (FOB) : o - 100 T6.1 T0.0 60.3 6840
Percentage difference between the price of v
coastwise trade and the import price - $95.6 }60.3.1)29,9 <1440  -6.0

Source: Economic and Financial Statistical Service of the Ministry of Finance,-
. The relative decrease in the price of steel, in terms of the wholeeale
price index and of the cost of living index, is an incentive to the consumption
of ithe product. Between 1945 and 1950, epparenmt consumption rose from 562,000
tons to 1,096,000 tons, . ‘The expansion of domestis: steed: production, and the
relative decline in the price.of the product, are factors of importance in the
read justment of the mechanical industry. to post-war conditions.
Table 17+ Brazil: The shere of domsstic production in the total
~supply of steel
(in thousands of tons)

Years Production Imports Total sup 2& 100 A
—— A e B . C.. . c

1945 206 356 562 36,7
1946 343 51k 857 40,0
9h7 387 573 960 40.3 -
1948 483 300 783 61.2
1949 605 297 ' 902 6741
1950 T 322—/ ' 1,096 . 70.6

Source: Production Sta.tistics Service of the Ministry of Agriculture and the

Eeononilc and Financial Sts.tistical Service of the Ministry of Finance.
a/ . Partly eetimated.
Note: Imported rolled products have bsen converted 1n terms of steel plus

" 20.per cente ‘

 TFhe development of iron and steel production in Brazil made 1t possible
to step up imports of other capital goods more interisively than.those of.iron and
steel. In 1947, iron and steel imports (computed: at their current values in

[terms of
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terns of dollars) showed an increass df 131.5 per cent, &g compared with 1945,
whilst imports of other capital goods- increased by 234.8 per cent. - In these-
two years; domestic production of etesl. (calculated at import priceg) increased -
170.5 per cent, 80 that the supply rose by 14547 .per cent.. C

Between 1947 and l9h9, iron and steel lmports fedl from- 977 million :
to 70 million dollars, whilst imports of other cepital gocds increased from
339.2 million to 345 million dollars. However, the value of domestic production
of steel during this two-year peried rose from 66 million to 148 million dollars
g0 that the supply of iron and steel increased at & greater.rate than imports of
other capital goods. In short, between 1945 and 1949, imports of other capital
goods increased 3.4 times, whilst the supply of iron and steel increased 3.3 times,
both being computed &t their import prices.

Table 18, Brazil: Supply of steel and lmports of other ¢apital goods

Ye&rs‘ ’ Steel a/ Imports of . - Supply of  “.Tmports of other -
: production~ iron and iron and ~  capltal goods
— — -8teel steel '
: ~ : , (1n millions of dollars)
1945 2l ha.2 . 66.6 1003
1946 k.0 66.2 © ' 110,2 1742
1947 . 6640 97«7 = - "163.7 ' 33942
1948 9%6.1 58k 15k © 348,7
k9 . 1hkB.O . - 700 218.0 | 1345,0
g/ At import prices C ' ' ‘

Source; Fconomic and Finencial Statistical Servicé of the Ministry of Fimance,
and the. Production Statlstics Service of the Ministry of Agriculture.
At present the iron and stéél industry 1s working at full capacity in

Brazil. However, the country 1s still importing 300,000 tons of steel anmally.

Current consumption =-- about one million tons -=- is rising sharply. If the rate .

of expansion of the last five-year- period 1s maintained, annual consumption may

be expected to reach a level of one and a half million tons by 1955. v

/Amohg the
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., Among the ypresermt expansion plane of the iron end steel induetry, that
of Volta Redonda is the most 1mportant The Natlonal Iron and Steel Company, which
owns this plant, drew up two expancion programmes in l9h9 The firet of these was
based on a 100 per cent utilization of the exi<ting blact furnace with a dally
capecity of 1,000 tons -and on the extension of the <teel furnace< up ‘to a capacity
of 180 tons, the number of these furnaces belng increaced from h to 5. By ueing
65,000 tons of gcrap, thie plan would enable steel production to be reiséd to more
than 450,000 tons. The second plan 1nvolved the building of a gecond 1,000 ton
blast furnace, which. hed previously been propoeed in the original expansion plan
for the factory, Without u<1ng scrap, and by employing the two blast furnaces
.of 80 rer cent of capacity, the production of eteel could be 1ncreased to more than
600,000 tons The first of these plans called for expenditure abroed of
18 mlllion dollarr, whereas the second called for 27 ‘million dollare. Thé
National Iron and qteel Company qtronglf favoured the seCond plan, in view of the
steep rise in domestic demand and in July 1950 it succeeded in making arrangements
with the Export-Import Bank for financing the foreign exchange expenditure involved
in the larger project,

,fne most important'schema for an iron and eteel industry, now in operatlon
and based on charcoal, is that of the ACESITA Gompeny (Itabirs Special Steel Co.)
which pronoeeé to meet the country's basic speeisl steel requirements, .'Thie
comparny, fsiﬁéa by private capital of domestic origin, received strong financiel
support fromlthe Govermment and' is at vregent controlled by the Bank of Brazil. :
The ACESITA Project which was virtually completed by the end of 1950, includes an
1ntegrated 1ron and cteel factory, with a” productive capacity of 55,900 tons of :
finlched products annually, ‘and a hydro-eléctric: plant generating 28, 000 - KW
(of 1nstalled power). The iron and steel plent: 1. situated in the State of Minas
Gerai , on the railway line to the port of Victoria, 100 kilometres from the iron
ore depoclts of Itablra. The charcosl  ufed 'in the blast: furneee, whlch has &
capacity of 200 tons daily, is to be manufactured by the company iteelf in the
vicinity of the plant So far, 30 000 hectéres of forest land have been purchased
and half e million eucalyptus trees have been plented. The charcoal will only be
used as a reducing agent, since all the power consumed will be supplied by the
hydro-electric station located 17 kilometres away from the iron and steel factory.

[As at
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As at préaant equipped, the hydro-electric plant conteins two 14,000 Kilowatt units,
but it is intended to raise this to a total of 60,000 kilowatts. The steel mill |
at present has & 300 ton mixer, -a. 10 ton Bessemer converter, 2 three-phase electric
furnaces of 20 and 5 tons respectively, and a 500 kilogramme induction furnece. 1In
1949 the blaﬂt furnace’ began production on a small scale, but after the steel

mill, the rolling plant and the power station were completed at the end of 1950,

the following production schedule went into effect for the present year: black
gheets - lO,bOO tons; ‘stainless’ steel plates.- 2,000 tons;: high silicon plates -
20,000 tons; steel springs (round and flat) - 2,000 tone;: stainless steel bars -
500 tons; Besfemer steel bars - 28,000 tons, - The ACESITA Compeny imtends to use
a large partféf its production of special steels and has therefore established a
large engineering plant next to its iron and steel mill. It 1s expected that
production in this plant, for thé current year, will emount to 2,000 tons of
agricultural implementﬂ and 2,000° tons of spare ,parts for automoblles and of tools
of various types. S S e

w1th the .plans now under way. in Brazil an annual increase of the iron
and steel industry's capacity by some 400,000 tons is expected in the next few
years, Three-fourths of thie increase will be accounted for by Volta Redonda's
output, and’ the rest is to be supplied by the factories using charcoal,
Furthermore, the present extension plans of Volta Redonda allow for a possfble
future increase of mroductive capacity, involving & smaell exp_en@iture in foreign'
exchange, The two blast furnaces working at 100 per cemnt of'caﬁacity and employing
scrap will make an annual production of more than 800 ,000 tons of steel possible.
It should be poimted .out that the plant is in & position to build the metal .
structure of tha new steel blast furnaces required for the plant's expansion with
material of 1ts own manufacture. ‘ S '

Taking into account the fact that the present capacity of the Brezilien
iron and steel industry is about 800, OOO tons annually, the aforementionsd
expansion suggests that thi< capacity can be raised first, to 1, 200,000 tons,
end to at least 1,%00, 000 tons later, i

Yet, owing to the marked increace of consumption, which may rise to-one
and a helf million tons W1thin five yeare, as ‘has been mentioned, it is hardly .
likely thet in the near future, Brazil will be able to export appreciable quantities
of iron and steel to other Latin American countries, There is much evidence to
indicate that Brazil'es engineering industry will develop intensively during the

/present decade,



E/CN.12/217/Add.2
Page 64

present decede, especially the manufacture of Biriduliural equipmbnt and mechinery
and trahspoft‘equipment; These induetries will-require ever increasing amounts of
steel and will stimulate the developmert and specislizetion of the iron and steel
industry, As it expands, ard is stabilized, the industry will be able to reduce
ite own costs progre531vely, end so further encourege the development of the
engineering 1ndustry.

Cement industry

The ;net-var pericd wes extremely~favourable-to,the expansion of the
cement industry. Demend haa'been pent up during the preceding years; there
was & better supply of fuel 0il; equi;ment could be acguired ebroad and
finally, the ;uice of imported cement wae high, all of which contributed to the
increase of investment= in this industry.

During the war years, production prectically stegnated, increasing
only 11 per cent from 1939 to l9h5. This was Tollowed by & rhase of intensive
development, as may be seen from the data contained in Teble 19.

Table“l9.  Brazil: Annuel increace of production-and epperent consumption of

cement S
foh6 1947 1948  1oko  1950% Average

Production ST ii 22 15 6.2 12,2
Apperent consumption T 7 17 17 1.9 o1k
"a/ Production e=timated on the basis of the first 9 monthe and imports. on the
basis of 11 months.
Source: Economic and Financiel Stetistical Service of the Ministry of Finance
apd the Production Statistics Service of the Ministry of Agriculture,’

The intense expansion recorded in the last flve-year period ‘raised
production from 774,000 tons in 1945 to 1, 361,000 tons in 1950, its rate of
development barely keeping pace with the rate of increase of apparent consumption,
Over the whole period, therefore, little progress wes made towarde reaching
self-sufficiency. Domestic production supplied 75 per cent of consumption in
1945 and 78,2 per cent in 1950, . -In 1950, imports totalled 380 OOO‘tons, ag :
egalinst h28 000 tons in the preceding yeer, but there was a great shortage of
cement in the country.

[However, -
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" However; in view of the large amounts now being: fnvested in this
industry, it 1is reasonable to expect that by 1952 domestic producﬁipnnﬁill be
able to meet 811 the country's needs. | R

The increese of cement importe took plece despite the sharp rise in
the price of the imported product. Between 1937 ard 1947, the rrice of imported
cement rose 336 per cent, & rise three times greater than that of the factory
price of the domestic prpduct, In 1937, the factory price of domeétic ceﬁcﬁtl‘
was 40 per cent higher than that of the imported product (CIF) whereas in 1949. .
it was 47 per cent lower., This situation veas undoubtedly due to the- demands made
on the (traditionally exporting) Europegen countries in connexion with their
reconstruction effort. However, since 19&9, and especially since the devaluetion
of European currenc1es, there has been & sharp fall in the price of the imported
product.

" In addition to the favourable factors mentioned ebove, another factor
which stimilated development in the cement industry was the imtroduction of a
roédlbuilding plan which, since 1945, when the Road Fund wes set up, has
developed very actively. For the firet'time in history paved roads are being
built on a large scale in Brazil. Moreover, the SALTE Plan alfo contributes
1, 263 million cruzeiros to be spént on roed Wiilding until 1954,

" In"1947, the productive capacity of the industry was 957,000 tons.
Since then, ‘various enterprises ‘have sprung up in aifferent parts of the country,
reising capacity to 1,607,000 tons in 1950. The present expansion and the new
factories now‘being built will meke it possible to raise productive capaecity to
1,757, OOO tons in 1951 and 2 287 000 tons in 1952, '

A large ypart of the riew capecity installed recently 1§ represented
by factories situated at a toneidersble distance from-the Rio-Sao Paulo area.
Until & short while ago, the cement industry wae concentreted in this region,
gince the small capacity of consumption in the rest of the country, and the low
”price of imported cement offered no incentive to the domestic production
of this commodity. ' '

/Teble 20,
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_ "ggp;g;gg,' Brazil: The produttive capacity of the cement industry
Area of production = k7 o 1920 ' 1951 1952
Sao Paulo 360 564 © 564 776
Rio de Jeneiro - 330 . 532 682 CTTh
Minas, Gerais 160 302 302 362
Noreste 65 137 137 197
Rio Grande Do Sul 30 - . 60 165 - 165
Espizy‘,i;to Santo 12 12 12 12‘_
%7 1-,%7 1.B’E§ 2,78

&

Source: Productlon Statisbica Service of the Minietry of 'Agrioulture, and tho.
Na*ional Foﬂoration ot In&untrioaa

. The production.of cement in Minas Gerais began in 1939;. in 1946, &
second plant was built in the region. In the northeest, & smell plan£ situated
in the State'of Paraiba hed.begun operations before the war, During the waf, a
plant of 65,000 ton'capacity was built in the State of Pernambuco, ani later, the
machinery in the Paraiba plant was re-equipped and its ceﬁecity iikewise reised
to 65,000 tons, A FTurther expension of this plant to e capacity of 130,000 tons
is contemplated. In Rio Gramde do Sul, cement production was first undertaken
in 1947 and has made grest strides since. - Two factories were bullt in this ares,
the second of which begen production in 1951, A new plant, in the State of Rio
de Jeneiro, with a capacity of 130,000 tons, should also begin oﬁerating in
1951; 1t will employ the slag from the blast furnace at Volte Redonde.

A remarkable trend characterizes the development of Brezil's. cement
industry during the past few years: its decentralization. The two production
areas, which existed before the war, are still adding to their caPaei?y, but!
this has not checked the industry's spread to other perts of the cognfry,e

One of these areas is the State of Behia, where the erection of'a
plant of 100 000 tons capacity was recemtly begun. The foreign exchange
expenditure for the purchase of the equipment and the 1nstallation will be covered
by a 2,070,000 dollar loen, which has already been granted by the Export Import
Bank., Among other undertekings of this nature are the factories set up in the
States of Parana, Santa Catharina, Alagoas, Ceare and Goiaz, It is therefore
likely that during the next few yeare the whole country will be supplied with
cement prodqeedv;ocally or regionally. In view of the country's inedequate
transport febiiiéleé; and the enormous distances to be covered, this appears to
be the most economical solution, even if it implies reducing the average capacity
of the factories and diminishing labour productivity.
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Basic chemical industries:

The Iirregular supply of basic chemicals during the war.yeaxs,_hindéred '
the industrial development of Brazil, The country depended»a;moat:ént;rely on
imports for its supplies of alkalis and sulphur. This created.cgneideféble
anxiety in the Government and among the leaders of- industry. , |

Sinee no sulphur deposits have yet been found in Brazil the use of
natural and sarboniferous pyrites has been considered, The former occur in the
States of Rio de Janeiro and Minas Gerais,<buﬁ.deposits are fairly smell and are
already being worked. - The carboniferous pyritee offer greater possibilities,
since natural reserves are large and production of coel is tending to increase.

During the past few years, the Mineral Production Laboratory, an agency
of the Ministry of Agriculture, has given much attentipn_io reﬁégrch into the
possibilities of industrial utilization of carboniferous pyrites end early in 1950
it was announced that work on & semi-industrial scale had been satiefactorily
concluded. According to the resulta obtained from this research at the preeent
level of coal production it will be posesible to obtain a supply of some 50, 000 tone
of sulphur domestically, an amount sufficlent to meet the cpuntry 8 minimum needs,
imports in 1949 surpassing the 45,000 ton wmark. B

- The problem of sulphur supplies my. also be solved by the development of
the shale-distilling industry. VWhen the plan referred to in the aection dealing
with Fuel and power has been fully completed, its first phase will aupply an
additional 30,000 tons of sulphwr annuvally. ﬁ

The general development of industrial production also 1édvin recent years
to the production of- sulphuric acid from imported sulphur. In 1948, production

began at a new plant employing the contact process,

In coonexion with the production of alkalis, great intereet has been
shown in recent years in developing the manufacture of caustic soda by the
electrolytic process, This is partly due to the increased possibilities for thé ;
use of chlorine, aa & result of the development -of other sectors of the chemical
industry and particularly of the production of insecticides. In 1948 the
Industrias Quimicas Electrocloro S.A. built a factory at Rio Grande, in the
State of Sao Paulo with an annual production capacity,of,l,loo tons of caustic
soda. In August 1949, the capacity of this plant was increaséa to 1,600 tons
and in 1950 extensions were being made in order to raise thq‘piﬁnt's mroduction to
3,700 tons. Similarly, in. 1950, & new electrolytic plant belonging to the
‘Matarazzo undertékings was built with a production:capacity of nearly 3,700 tons
of caustic soda annually, ‘As part of its general manufacturing operations, this

/plant
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plant 1a also producing insecticides and other chemical products. It may there- .
fore be deduced that the capacity for froducihg electrolytic ‘soda was' tripled
between 1945 and 191»9.

Yet Brazil is still essentially depehdent on foreign supplies of alkalis.
Caustic soda imports rose from 2k, OOO ‘tons in 1945 to k0,000 tons. in 1947 and
56,000 tons in L9h9 Imports of carbonate of soda (a ‘roduct hot yet manufactured
in Brazil) incrmased over ‘the eame period as follows " 2k,000 tons in 1945,
31,000 in 1647 and 37 OOO tons in 19h9

The steep rise in the demand far these basic products points to .the need
for arbroad and fundamental aolution ‘of the problem; Trébably the only remedy is
to erect a.Solvay plantf Dnring thefpaet'fev years two extensive research
programmes have been undertaken in this connexion.

An international group, constituted by Imperial Chemical Industries of .
London and the Solvay Company of Bruseels studied the possibility of utilizing the
rock ealt _deposits in the Statea of Alagoas and Sergipe. After four years of
vork, the results of this reﬂearch ‘were published in 1950. It was proved that
there were adequate reserves ‘of rock salt vith vhich to supply a factory, with en
Noutput of 200 tons daily, for a period of fifty .years. The limestone available
is of poor quality but is present in sufficient quantities. There are no
difficulties in the way of water aupply, eVen though the temperature of the water
is relatively high, which adds to the coet of production. - Based on these data,
a plan was drawn up for the building of a factory to produce 85,000 tons of sodium
carbonate, 200, 000 of which would be ‘transfarmed into 35,000 tona of caustic soda
and 4, ,000 tons of refined sodium bicarbonats. The investment required was
estimated at 500 million cruzeiros (25 million dollars). The group estimated
that at alksli prices as prevailing in August 1949, the 'probable annual return
wopld be 4.8 per cent The plans vere suspended eariy in 1950, after.
representatives of Imperial chemical Industries and the Solvay Company had visited
Brazil It was then’ gtated that in view of the high-costs due to adverse
conditions of production, and of the decline in the international price of alkalis,
after the devaluation of the pound sterling, “the price of the products would: have
to.: increase hy 85 per cent before the undert&king could ve a paying proposition.
. Still, it was confirmed that the ‘scheme was feasible, -
‘ The aeccnd investigation 1nto the possibilities of building a Solvay

plant. in Brazil waa carried out by a semi-public agency, the" Companhia Nacional

- Qe Alcalis.‘: In l9h9, this company “concluded preliminary investigations
concerping the aite of ‘the factory and the supply of raw waterials. The factory,
which during its first phase will have a mroductive capacity of 100,000 tons of
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sodium carbonate, will be situated in the Cabo Frio area in the State of Rio de
Janeiro. This region hee 1arge limeetone deposits (shells) and a reserve of some
10 million tonejof waebedﬂsnelis,heevelreedy been found and is ready for
~calcination. = Sea seit produced in the vicinity of the plant, will be used. The
fuel o011 will be carried ‘to- tHe factory. by a 2,100 metre plpeline, connecting it
to the port nearby. Cooling will be greatly facilitated by the low eVerage
temperature of the seawatsr in thie area. Fresh water will be ralsed from the
subgoil or drawn from a neighbouring river, though this latter method will involve
a greater initial expenditure." The advantage of the Cabo Frio plent over the

" other factory previously mentioned lies in 10Wer transport coste for the finished
product to the main centres of consumption. The manufacturing cost does not vary
greatly from one region to another. In Cabo Frio, there would be less expenditure
in obtaining the limestone, but the cost of ‘producing the salt would be higher.
The Cabo Frio plan calls for an investment of 350 million cruzeirod, of which
200 million cruzeiros (10 million dollasrs) will be payable in foreign exchange.

If the total investments for each of the plante and thelir’ respective
productive capacities are compared, it will be seen that the project of the inter-
national group involves a far higher investment. The investment per ton of ‘
sodium carbonate produced would be 5,882 cruzeiroe, whereas in the Cabo Frio
factory it would be 3,500‘cruzeiros. This explains why the plan of the
Companhise Nacional‘de Alcalie is coneidered as profitable, even after allowing for
the lower price of alkalin since the devaluation of the pound eterling.

YCEAPTER III. PRIMARY PRODUCTION AND TEE FOREIGN MARKET

Production and\export of primary products

The forelgn market is the most important single factor influencing
primary production, though more than two thirds of it is absorbed by the domestic
merket. The domestic demand for Frimary’ nroducts belng relatively stable, what
really determines the general income in pr“mary production is the fluctuation
of demand and prices in the foreign market. In the case of eeeentially export
commodities the foreign market affects the prices paid by the domestic consumer

and influences the amount remaining for domestic consumption. However, a
substential rise in domestic demend has, in some.cases, led to a contraction of
the exportable surplus.

- .The dependence of priiary production on the foreign market varies
areatly from one group of . products to another, and even more within each group.
COmmadities of .vegetable origin depend most heavily on the forelgn market, more
then helf of -the output being exported. ‘I'he position 1s. the reverss in the case:

Af Yiveatnnk AP whirh Anlv abhant & new rant 18 avynavtad .
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The degree of deperdence varies even more widely within each group,

Some commodities, like rubdbber, are nc#"praqtically independent of the foreign
market. Others, like the Brazil nuts of Para, carnauba wax and yerba mate depend
heavily on foreign demand., Even in the livestock industry‘there are sharp
contrasts: though meat exports do not constitute more then 4 pér cent of
production, yet the export of hides and skins accounts for more than 40 per cent.
Production of some minerals depends entirely on foreign demand, whereas the
domestic market for -others like manganese, 1s developing. Still others, such as
coal are produced entirely for domestic consumption.

Oving to these differences the effecta of the fluctuations of foreign
demand are more far-reaching than would appear from a consideration of primary
production as a whole. The “egree of vulnerabllity to the fluctuations of foreign
demand varies not only from one aector to another, in primary'activities but also
from one producing area to auother. The carnauba, cacao and mate producing areas
are single crop regions and are highly dependent. on the foreign market. Therefore,
their receipts are more likely to suffer sudden contractions than those of the
country's economy as & whole.

The development of the domestic markets represents a highly important
stabilizing factor for these regions. A good example of this trend of events is
found in the rubber industry over the past few years.  Though formerly this
product was largely inten?ed for the export market, 1t 1s now entirely absorbed
by the domestic market. :

The degree of dependence of mrimary production on the foreign market does
not seem to have changed greatly in the poat-war period. Calculated on the basis
of producer prices, exports between 1945 and 1949 averaged 25. 8 per cent of

production.’ The sudden ¢hange between 1945 and 1946 (see Table 21), is largely
fictitlous and can be attributed to the disposal abroad of large stocks accumulated

during the war, Cotton exports, for instance, increased from 164,000 to 353,000
tons between 1945 and 1946, whereas productiou remained at 378,000 tons. Cacao
exports increased from 83,000 to* 130,000 tons; vhereas production remained
stationary at sbout 120,000 tons. The large agricultural surpluses were heavily
liquidated after 1946. By 1948 no cotton sw'plus remained, and in 1949 the same
occurred with qoffeq. In 1942, despite the la. ge exports of coffee,out of
accumulated stocks, the percentage of agricultural exporis receded to the 1945
level.

1/ The decline in the price of rubber on the 1nternational market after the war
cut off exports of Brazilian :ubber. However, the intense expansion of domestic
manufacture of rubber goods was sufficlent to absord the surplus which was
formerly exported. The domestic price of rubber remained higher than that
obtaining on the international market, but & crisis was averted in the rubber
producing area vhich might have led to the abandonment of the rubber plantations,
Later, in 1950, the price of rubber in the international market recovered.
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Tab;e 2l: - - Brazil:  Percentage of primary production exported
{Producer prices) .
‘Years " Total - Agriculture - ILivestock . Mining  Commodities of .
. , . vogetable origrn
1945 -23.0 o291 2.3 8.9 51,5
1946 29.3’ - 36.6 6.0 R . 58.5
1947 26.6 333 6.2 6.5 56,3
1648 26,6 341 5.k 9.1 k9.9
1949 ; 23,3 294 4.6 8.3 " 5h4.9
1950 . 22.8

Note: Exports have been calculated at constant 1947 prices &nd the production”’
data used are those given in Appendix A,

During the years 1mmed1ately after the var, foreign demand for

Brazilian primary products changed in’ ‘some respects. Generally speaking, there
wag an lncrease in demand for agr1Cu1tural and cattle products, whereas a fall

occurred in the demand for mining production and vegetable commodities.l

 The decline in foreign demand affected mining production and vegetable
commodities., In mining the great decrease of exports was offset by the
expansion in the domestic market. The contraction in ‘sxports of vegetable
commodities was smaller, but owing to the greater relative importance of forelgn
demand production was more seriously affected. After 1948, there was a
substantial recovery 1n mineral exports principally due to the increase of iron
ore exports which expanded from 64,000 to 900,000 tons betWeen 1946 and 1950.

Table 223 * Brazil: - Indices of production and of exports of
' ' vegetable commodities and minerals

, : {1945 = 100) , :

Years Commodities -of yegetable origfg ' ' Minerals
: ~Production - Exports Proﬁucmion ‘ Exports a/

1946 97.6 99.3 9.9 71L.4
947 ok ,7 Q2.7 103.3 76.2
1948 101.4 - 879" 116:4 - 119.0
1949 ' 98.8 " ok ,2- 125.9  116.6

' Note: Seée notes “in Table 21,
a/ At 1947 producer prices.

1/ Timber is not included in these data owing to the lack of adequate\
statistics regarding ite production. ~However, it should be pointed out
that timber exports increased .greatly during the early post-war years but
fell off in 1949,

/In contrast
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In contraet with évents- in mineral production and with the case of _
vegetable commodities, foreign demand for agricultural products increased greatly
as from 19h6 " Exports during that yeer increased about 40 per cent, as compared
with the preceding year and remained at a high ‘level until 1948, These exports,
though greatly drawn from accumulated stocks, constituted a st;ong incentive to
production which, since 1946, has been increasing constantly from year to year.
Table 23 rresents the development.sf the producfion and exporﬁ of agricultural snd
livestock products (at producer prices) during the period 1945-1949, In addition,
an index of the residue remaining for domestic ccnsumption was calculated. During
the period 1946-1948 this index shows a slight dietortion caused by the liguidation
of accumulated stocks.

Table 23:  Brazil: JIndices of production and export of agricultural
S ' and livestock products and residue remaining for
domestic consumption 57’ :

(19h5 = 100)
Years Production Exggrts Rema inder
1946 ©108.3 __1u1 2° £ 99,1
1947 : 110.5 130.7 ., 10k ,8
1948 115.8 _ 137.7 - 109.6
1949 122,0 C125.7 - 120.9

'Nofe: The residue is production less exports for one year; stocks formed or ‘
liguidated being disregarded For scurces, see Appendix A.

a/ At 1947 producer prices.

If the fluctuations of foreign demand exercise any basic influence on
the level of‘primary production, fluctuations of domestic prices in turn affect
the formation of the exportable surplus.- The influence of domestic prices is
fel;‘both directly and indirectly. Diractly, it creates an incentive to- the
sale, within the cpuntry, of the surplus formerly placed on the foreign msrket.
Naturally this only occurs in the cased producte for which domestic demand 18
far.greater than foreign demand. This is the case of rice, sugar, maize, vheat,
beans etc. Indirectly, it is reflected in ihekrising cost of exportable goods,
resulting from the general rising of the price level.

A comparison between export and domesticiprices seems to indicate that
the latter, until l9h8 at any rate, had not exercised any limiting influence on
exports. The index of export prices ‘of agricultural and cattle prcducts has
risen more steeply since 19k5 than the index of domestic food prices.'

fTable 24:
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Table 2k Brazil: Indices of export prices and domestic consumer
pricee of agrlcultural and livestock
. g et "‘ ducTtS :?j,, O _’\,.»":
| . (19 0= 1oo)
Years ‘Exports e Domestic market
Agricultural Products — Cattle Products . Foodstuffs
Index Annual Index Annual Tndex Annual
increase . increase inoregse
~ . (as %) - (as %) (as. %)
1946 132.4 32.4 128.7 28.7 116.6 16.5
1947 176.1 ©33:0 172.4 - 3b.0 2.0 -~ 21,9
1948 188.3 6.9 174 .8 1.h 146.8 3.
1949 - 196.0 b1 182.8" }.6 153.0 4.2
1950 . 303.4 54 8.- - 160.3 - 12.3 174.6 ERLIS

Note; The indices of exports prices vere calcu a~(4 hy dividing ‘the value at

current prices by ke guanir., The dnmoni:v ')x ice inln~ is that for
foodstuffs on the rololl w-k '3t, as gl L Ly Cun’wr i Feonomica.
In some"caees, the ¢ictortton of fomestic pricea cazasod by controls hés
contributed to & decresso of prrilirifcoi mad, irdliectly, to e decrease of the
exportable surplus, since a criuhi; ot s ngticular proc¢ucc may have led to

export restrictions by means of d-zaoh, coutirols.

In the case of the main export Luoducts foreign prices largely determine
domestic prices, both producer and cons ume: prices.  Accordingly, they exercise
1nf1ationary or else a depresaive 1nf1uenve In any case, fluctuations of
domestic Prices of these goode are generally not so sharp as those revealed by

export prices. In the case of products essentlally linked to the domestic mgrket,
the domestic prices are independent and 1t’1s these which offer the possibility of

Placing the surplus on the foreign market..

Table 25 shows six products the first three being typical export
commodities and the_remainder rather more dependent on the domestic market.. 1In
the case “of coffee x and of cotton, export prices 1ncreased to a greater extent
than domestic prices. (Cacao prices followed the same trend, except that in 1949
they declined sharply, whilst the others continued to-rise, In- the case of
tobacco, Brazil is a regular exporter, but owing to the relative slze of the
domestic market, export and domestic pricee tend to be equivalent Brazil is a
marginal exporter of ‘both sugar and ‘rice and the prices paid by the 1mporter only
exceptionally exercise any influencé on the price paid by the domestic consumer.
It may be seen that in 1946-1947, when world demand for these products was very
high, export prices rose far more than prices on the domestic market, but in
1948-1949 there was a complete change in the position.

bt ———-
1/ 1In 1949, domestic prices peld by coffee consumers rose well above the export
price index. However, this was due to the rise of coffee prices abroad,
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Tapls 25: Brazil: Iniices for foreign and domsstic prices of
gelected agricultural products

(1845 = 100)

Coffes - Aok6 3951 948 1949 1950

Produger 130,7 3.1 139.7 178.4 182.0
Exporter N 138.2 174,0 171.5 199.4 352.8 -
Domestic consumer 3/, 116.3 1.2 k7.2 202.3
Cotton gt
Producer - 155.6 17h.2 202.3 223,7 223.8 .
Exporter L 130.5 168.9 205.0 225.0 222.0
Domeatic consumer b/ 116.9 1512 163.9 211.8
Cacao , ‘
Froducer 186.4 ' 360.2 351.2 2kg,5 250.3
Exporter 181.7 385,2 5h1.L4 265,3 395.0
Domestic consumer E/ 12G.0 290.6 455.3

" Rice -
Producer. , . 101.6 113.1 1k2.2 172.9 1163.6
Exporter . ‘ B 108.3 133.5 148.8 135.8 103.7
Domestic consumer a/ 110.5 117.1 1hk,3 198.5 =
Sugar o ’ co
Producer cf o : 104,  113.4 117.9 132.8 132.8
Exporter 164 .4 - 179.9 9641 101.3 131,0,
Damsstic consumer &/ 127.5 . 130.4 123.7  147.5
Tobacco : ' . .

" Producer h 113.9 121.9 - 115.2 121.2 125.0
Exporter 113.8 118.5 ° " 131.6 °  122,8 137.4

Domestic consumer b/ 107.k 24,5 117.0 121.2

g/ Retail price aa an average for the state capitals, published‘by the IBGE
' '(Brﬁiilian Ihstitute of Geography end Statiatics)

3/ Average price In the coaatwise trade, based on data supplied by the
Economic and Financial Statistical Service of the Ministry of Finance. (SEEF)

of  Price paid to the ‘sugar cane grovers, basic data supplied by the
Production Statistics Servica of the Ministry of Agriculture. (SEP).

funt1l 1948,
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Unt il l9u8 with the exception of sugar, the export price ind1ces of
all these products were consistently above the domestic price indices. Th re
is nothing to indicate, therefore, that the exportable surplus vas diminished
by the pressure of domestic prices._ Ih l9h8 however, the rise of domestic !
prices was much greater than that which occurred on the foreign markct. ‘In
the case of coffee, it is likely that strong foreign demand influenced the |
domestic market, and in the caee of cotton it is likely that the liquidation
of gtocks’ ‘and the earlier rise in producer prices (caused by the smaller
harvests) had a similar influence.

Table 26 Brazil: Increaee of prices of selected agriculturel
e ———" - T ms————

producte in 1949.as compared with the pr.ceding
year
. o R (percentegee)

Products Export: prices g Domestic consumer prices
Coffee ;A'iné » 55.1

Cotton 20.0 42,9

Cacao - 176.1

Rice - 13.0 54.2

Sugar - 5.2 13.8

Tobacco 8.8 3.6

Sources: See Table 25

It is possible that after 1949, domestic prices may have tended to
curb the exportabls surplus, at least in so far as those products are concerned
which depend mainly on the domestic merket. A rise in the price of these
products is necessarily followed by a rise in the cost of living; wﬁieh, in
turn, affects the cost of ¢xport products and the shift of factors of
production toward the favoured sectors. A reduction in the capacity to export,
for rsasons of this nature, was partly averted in Brazil -in 1950-hy mesns of
the introductien of a system of subsidies to the exporters most severelyi
affected. Tﬁis system was made posslble by the berter,system,end combined
operations. The sharp rise. in the price of coffee during the last few months
of 1949, and the general rise in the price.of primary goods in 1950,. curbed
thewexpension of these disguised subsidies, which .tended to dislocete,domastic
‘and foreign prices even more. Tt 18 herdly likely that:without this change in
the evolution of export prices, Brezil would have been abls to waintain the
varity of the cruzeiro, Iin view of the rising trend of its domestic prices.
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Prospects: for the coffee economy

Coffee as a source of income and of foreign exchange: Coffee remains orie of the
predominating products in the Brazilian economy. Though its importance hes
diminished considerably during ‘the past 25 years, so far as ‘its share in the
formation of the national product is concerned, its position in 1950 as a basic
factor ‘of the capacity to import is very similar to that in 1925-1929, -

" During the period 1945-1949 coffee contributed little ‘more than 5 per cent
to the formation of the gross national product, whereas in 1925-29 it accounted for
more than 20 per cent thereof, However, during these 25 years its share in the
current~value of Brazil's exports declined much -less, In 1950, it acqounted for
66 per cent of‘totaifequrts, hough itmcan,hézdly have contributed more than
8 to 9 per cent to the formatiun of the gross natiomal product.

Table 27 Brazil: - ééhﬁﬁi:gﬁ@uns of coffes to the formation of the
- ‘ © gross gational product and to the current yaluye .
of exports
(as & percentage)
Years ~ Gross natlional product . Exports
1925-29 22,8 ‘ 72.0
1945 ,2 3.9
1946 5.2 35.3
1947 5.9 36.6
1948 5.6 41.6
1949 S 5.9 - 57.6
1950 8.5 65.8
Note: The data for the gross mational product are-taken from those

contained in Table 9, Chapter I, so far es the period 1945fh9§is;.
concerned. - The. total for 1950 is an estimate. . An estimate for the
periocd 1925-29 was made based, on available goods (see Economic Survey
for latin America, 1949, Chapter VIII). The value of the production-
of coffee has been considered entirely at export priées., The value.of
the total gross national product for 1925-29:waes calculated in 1949
ceruzeiros and the Valueéof coffee preduction during the 1925-29 5-year
pericd was estimated at 1949 export:prices, but the necessary correction

was made in the terms of. trade. /Acéordingly
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Accordingly coffee has lost much of 1ts dynamic function as a source
of income and ‘as an element productive 6f new capital. However, 1ts position as
the primary means whereby domestic savings are transformed into real capital godds
has remained unchanged that is, as ‘& source of foreign exchange.' At presert e
fall in the value of coffee exports has & léss deprassive ‘influence on the level
of economic activity than in the pre- -crisis period, however, such a fall would
probably exercise & more depressing influénce on the balance of payments for,
firstly, imports are much less elastic owing precisely because they have been
limited by direct control and are almost exclusively made up of essential goods.
Secondly a reduction of coffee exports now affects the level of domestic activity
much less severely and hence the demand for 1mports would be less sensitive to
such a fall, ' |
Production and export of coffae in the period 1945 -1950

During the period of l9h5-50 Brazil's coffee production totaled 97 5
million bags of coffeé (of 60 kg); at the came time, it exported 96,2 million
and consumsd 18.8 million bags. Thé”deficit'emounting to 17.5 million bags was
made up from stocks carried over from years previously. In other words production
was almost entirely diverted to exports, whereas domestic demand was met out
of existing stocks. These, however, were virtually liquideted in 1949 and Brazil
. Was therefore unable, in 1950, to maintain coffee exports at the 19&5 h9 level,
This position is likely to continue during the next few yedrs.

Table 28 Brazil: Production, exports and domestic consunption of coffee
; e " (in thousands of 60 kilogramme bags)
Years . Production ' Exports. - = Domestic consumption' dgﬁggtig B%HEumption
1945 - 13,915 - 14,172 3,032 17,204 - :
1946 15,289 15,509 3,090 18,595
1947 15,791 - 14,830 3,150 17,980
1948 -17,291 - 17,492 3,210 20,702
1949 17,192 19,369 3,270 22,939
1950 17,805 14,800 3,300 18,100
Note: - Production data supplied by the Production Statistics Service of

the Ministry of Agriculture, export data supplied by the Economic .
-and Financial Statistical Service of the Ministry of Finance;

for domestic consumption date 'see Conjuntura Economica, July 1950,
The 1950 donsumption data are estimated.: /The strong"
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The strong recovery of coffee prices on the world market since the end
of 1949 thus reflects the fundamental change 'in the structure of the coffee supplies
which are particularly inelastic over the short term.

The planting of coffee ie a long-term investment, requiring from 4 to 5
yeers before yielding any returns Once the tree begins to bear fruit, it becomes
a form of capital investment which should be productive for some ho yeare. A o
large supply of labour is required in the prodactiOn of coffee, but as weges are
nearly always paid -in coffee, harvesting of the crop will always be of adventaae
to the coffee producer. In other words, the loss incurred by not harvesting 1s
alweys-greater than that occurring by selling the product at the lowest price,
provided labour ig evailable, This is the reason ‘for the merked inelasticity of
coffee supply in terms of prices. C '

A persistent fell of prices such as that which occurred in the 'thirties
and forties may cause the planter to lower his costs of production;t Thisﬁexpleins
the discontinuance of plantations and the progressive loss of the soil’s fertility
Moreover,. the planter ig unable to proceed with the steady replacement of older
trees. Even if he is in a position to set up a partial depreciation fund, the
‘low return on this capital will induce him to invest this fUnd in other crops o
or fields of activity. There will therefore be a tendency to withdraw inveetments
and the size of the plantations will tend to diminish, This occurred betveen 1930
and; 1945 in Brazil when- 1,000 million coffee trees dieappeared that is about
one-third of the plentatione.l

- If the price of coffee’ is measured by ite purchasing power on the
world market, it will be seen that it hes euffered two unbroken depressions ‘
in the past 20 years, In fact, if Coffee prices are compared with those of
Brazilian imports, the resulting index fluctuetee sharply and shme a markedly
undulating curve. In 1913, 192k to 1929 aud 1550, the index exceed the 200 mark, .
though during the cyclical upsying of the thirties: it barely reaches 100, In
other words, coffee did not recover between 1930 and‘l9h8, as may be seen in
Table 29.

1/ Together with the prevailing low price level, the fact that production
constantly exceeded the market's capacity to absorb supplies was a further
inducement to dieinveeting. During thie period, in order to adjust world
coffee suppliee to demand,. Brezil was. compelled to destroy more than -
80 million bags ‘of ‘coffes which,’ at average 1950 export prices,. represented
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Table 29 Brazil' Terms of trade of coffee during the perlod 1930-=1950
. - : '1937=100 -
Years Coffee export price 1ndex Brazilien imports ==  terms of trade
prlce 1ndex of coffee

1913 26 _ 13 . 200
1914 22 14 157
1915 20 23 : 87
1916 . 25 .. - 30 . 83
1917 2k 37 65
1918 26 ho 62
1919 53 1 S 129
1920 “he L8 - 88
1921 46 58 19
1922 67 50.. . 134
1923 83 60 138
1924 116 52 - 223
1925 . 121 50 242
1926 96 L6 209
1927 .96 56 171
1928 115 5L 213
1929 108 51 212
1930 67 56 120
1931 Th 68 109
1932 86 61 141
1933 (¢ 63 119
1934 8k 66 . 127
1935 79 9 87
1936 88 - ‘97 91
1937 100 100 100
1938 5 105 71
1939 CT6 108 - 70
1940 T 122 61
1941 1103 137 5
1942 152 156 97
1943 156 159 98
19k4 161 166 97
1945 169 182 93
1946 233 215 108
947 29k 260 113
1948 290 - 271 107"
1949 337 270 125
1950 - 597 ook 26T

Sources: The coffee export price indices are taken from the value in cruzeiros
of the price per beg of coffee exported; for import price indices see
Economic Survey of latin America, 1949, Chapter VIII

/This long
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‘This long dépressién of thefcoffee‘écdnbmy is bound to be reflected in’
the coffee production during the whols of the present decade, since 1t led to a
radical change: in the age structure of the plantations. Only a thorough knowledge
of this structure would make it possible to define accurately the present problem‘
of coffee and to‘diecuss the prospects for the near future. In any case, in .
order to clarify the importence of this factor, we shall use data which are more
or less hypothetical, ' |

At the beginning of the depression of the'thirties, Brazil had about
3,000 million coffee trees, It may be assumed that one-third of these were less
then five years old, another one-third less than fifteen years old and the
remainder more théh'fifteen years ald, Since practically no coffee was planted
dwring the following fifteen years, by 1945 the latter of these three groups of
plantations must hgve been either entirely or almost entirely unproductive. In
fact, in 1945, there were only 2,078 million productive coffée trees. Helf of 1
this number are today old trees and the greater proportion of them will be
unproductive beforefi955. These, of course, were already ebout fifteen years old
in 1930, On the assumption that since 1946 planting has been proceeding at a
rate of about 100 million coffee trees a year, it will be found that by 1955
there will be about 1,000 million thirty year old trees, 500 million aged from
five to ten years and 500 million less than five years old. By 1960, there will
be perhaps 500 million old trees still producing,1,000 million new trees and
500 million less than five ysars old. Considering that en old coffee tree
which has been well cared for can produce 500 grammes and thét'a new tree can
produce 1,000 grammes, provided it is equally well looked after, production
might be estimated as follows: '

1949 1955 1960

No, of Production No. of Pr.cuction No. of Production
coffee in 000's of coffee in O0U's coffee in 000's

trees million tons trees . of million tons trees of million tors
(in mil- (in mil- (in mil-

lions) lions) S - “lions)

0ld trees . 1,000 500 - 500 ... 250

New trees - 500 500 1,000 = 1,000

Treea leass than

5 years old 500 - 500 -

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

This estimate, though based on hypothetical date should not be far off the
real position in Brazil, Though it 1s true that the life of the older trees may be

mtediamAnd Uer Anmafnl adtbantian 4+ 1o {0 na loece naviadn that tha rate of nlantation
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assumed has not bPeen maintained since 1946, If by 1955 there still remain
1,500 million productive old trees and if in 1950 there are. 1,000 million
productive old trees, cofiee yproduction:in 1255 would amount to 1,250,000 tons
and in 1960 to 1-1/2 million tons. If this second, more optimistic, forecast
i fulfilled, then thé coifee surplus &vailable for export in 1955 would amount
‘to aanSt 17,000 million bags, that'ie, leéss than 1948 exports and much less
than l9h91expofts.

o “The failnre to re-stock the' coffee plantations between 1530 ,and 1945
has therefore resulted in a great ageing of ‘the plantations.. Even. if; the
necessar&‘factcrs'are'available?snd~priceséare-sufficiently'highcto attract
capital 1t will be at least ten years before the present deficit can be

o covered and it Wlll requlre an. 1ncreasing Yate of investment.

Expan51on pos31b llbles lOT coifee nroduction

In the precedlng sectlon 1t was assumed ior the purposes of  the
dl;CuSS on, that from loho, 100 nllllon .coffee trees Were planted annually in
Brazily Thls 1s 01 course an exce531vely optlmlstlc assumptlon snnce ‘the data
: puhllsheq in lkh‘ reveal that there Were little more than 150 million coere
trees of less. Lhdn five years oi age..

However, 1t lS certain that since.lSk9 planting has increased greatly.
Though accurate data are not available, it may be agsumed that by the end of
1950 the number of coifee trees less than five years old would have been about
250.million, and that planting is now roceeding at the rate oif 100 million
. trees annﬁallj.
The questlon to ask ls: What is Brazil's ability to continue
, expamﬁng its coffes nldntatlons? But first a word of explanation is necessary.

The preservatlon of, the present numbervof‘productive ccffee trees
implies a certain amount o; expan51on since the new trees cannot be planted in
coil Whlch has been exhausted by brevious plantlngs. ‘ In Bra21l _because of the
: tradltional nethods - of 001fee Pplantation, the lend. on Wthh trees have once
been grown becomes prgctically useless for replanting. Hence plantatlons are
constantly shiftinggﬁ
, In order tc maintain the country's present productive potential, it is
_ therefore necessary to” utllize nev'lands constantly. : Hence the decisive

‘ factor is whether new land is available.®
/The land



E/Ci 2/217 /add.2 .
Page 82

The land best suited for the planting oi coffee is the .so-called
"terra roxa" {red soil) derived Irom the wearing away .ol diabasic rocks; it
is found principally in Sas'Paulo, in - the northigf the State of Parana and
in southern Matto Gross and Boyaz i[ - 1In 1920 /the State of 45 Paulo,

52 per cent of the coffee plantations were situated on thise -type of land,
whereas in 1945 only 22 per cent were thus situated, Once the better soil
had been used, plantations spread to the less fertile areas and it may -
therefore be sald that present plantations in the State of SaS Paulo will

' progressively spread to poorer soils. It has been estimated that in
'Sao Paull there are now no more than 200 million coffee trees actually
standing in "terra roxa"

‘The reservesof land for coffee in Bra21l are principally situated
in the northern parts of the State of Parana and 1n the sourhern part of
Matto Gross and Goyaz. The reserves in the two areas last mentioned have
not yet been fully investigated but they do not seem to be very extensive.
Furthermore, they appear to be soattered areas, a fact which adds to the
transport difficulties which for the present make the utilization of this
land a remote possibility. Attention 18 now concentrated on the northern
part of Parana where abundant land suitable for coffee groving existe,

~ though not all of the soil is "terra roxa". The more optimistic estimates
ksuggest that as many as 1,000 million colfee trees could be planted'in this
'regiong' ' 6ffioial data reveal that in loh) there were 150 million
‘produotive coiiee trees in this area, 50 million being less than five yoars
old. . There 1s, therefore, the p0551bllity of a suostantial expension of
plantations during the current decade, even according to more modest
estimates. " The estimate of production between 1055-lﬁ60 contained in the
precedl ng seotion wag based on this possibility.

HOWever, the existence of available land though essential, is not

"enough for growing coffee. This type of cultivation requires a large

"amount of labour. The great coffee expansion which occurred during th last

decades of the past century in the State of Sad Paulo, coincided with a

strong current of European 1mmigration. The present situation is of course

l/ Precise data are not available concerning the location of all the-
"terra roxa". In 1950, it was reported that this kind of soil had been
discovered in the State of Para in the northern part of the country.

2/ Boletim da Superintendencia dos Servicos do Cafe, Seo Paulo, July 1950

/d1gsimilar
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diésimilar;"since’it is not a question .of:expanding cultivation but of
replacing existing plantations by new ones. Butzbwingztg the great industrial
development»of'the State of &ao Paulo; displaced lebour is being absorbed by
other occupations ‘im the same region. There are, nevertheless, other areas
'in the country where the rete of development is.less intensive and the rate of
natural increase of the popukation higher, and these regions would tﬁerefore
be in a position to supply & large part of the necessary labour. This B
population shift as betwoen regions thousands of miles apart is taking ‘place
not according to any plan but by-lndividual initiative with the mere
encobragement of orgenized or. unorganized:publicity. o PR
That is why téwporary shortéges of .labour recur. frequenxly in -
':cértain'areas, a ¢ircumstance which helps to increese the general 1mpressioh

*  that the problem is:ihsoluble. ' The-situation also calls for the introduction

“of more rational work methods tendihg to reduce the employment of: labour in the
production of coffee. - In certein special cases, im. the State of Sao Paulo it
has‘Baen'possible to. reduce ‘the use of labour by 30. or 40 per. cent, -

" Land being available and the problem of labowr not being insoluble,
it is evident that Brazil will be eble to maintain or even raise -its present
level of coffee production, on condition that sufficient capital can de.
attracted. The question of cgpital is certainly the most complex issue before
the coffee -industry., =~ : . B

It has heen off'icially estimated that in 1)50 ‘the expendlture 1nveste.
in forming a new coffee plantation amounted to 8.5 cruzeiros per -tree, the
value of the land and of the interest on the capital being disregarded. The
expenditure can be broken down as follows:

Cruzeiros per tree

Clearing, preparation and plantation of the land 3
Maintenance and cultivation over b4 years 5.5
Total 8.5

The planting of 100 million trees per year thus represents an
investment of 850 million cruzeiros, apart from the value of the land and the
interest payable on the capital. Accordingly, it may be saild without
exaggeration that Brazil at present requires an annual investment of about
50 milliqn dollars in order to maintain the level of its coffee production.

' | /The position
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.The'bosiﬁioﬁ”of eoffee‘culbivation in'the .Brazilian economy ié“now
very difierent from that which it held dur ng the twenties. : Opnortunitiee
for investment have. become diversifled. _ Other crops nlesent equally
;- attractive 1nvestment prospects. .,Cottoﬁ{_fer ingtance,’ has -a more stable
market, being less‘dependent on‘eXports; hes enjeyed a8 rise in price comparable

to the ¥ise in coifee and does not involve tying up such great funds. - In-:
addition, the rapidly expanding menufacturing industry is attracting the
capital derived from agriculture.

“Consequently, unleas. the prospecue for the maintenance of present
relative prices improve over a cerbajn neriod it ‘is haydly llkely that the
cultivation of coffee will attract all the capital required for expanding and
vmaintain:ng the present level of produciion. It ought to be remembered .thet
coffee cultivatlon has been on the decline in Brazil for praﬂtically 20 years,
and ‘that the large gap left by earlier dlelnvestment must be Filled. - It ise
pertinent to enquire what the future efiects would be of an artificial
lowering of the price of coffee by institutiocnal meens, and how far this -
wouid'hamper_the recovery of the pfeduct in Brazil. In such an.event, there
is the‘risk;of the progressive ageihg of -the plantations,‘br at leasgt of
production po¥ expandinb as mnch'as would be desirable, - If. prlces were freed
in the future, the rise would tend to be even sharper ‘than the rise during
1949-1950, since the effects of the structural factors which led to this .
increase would be even stronger. It would then be-difficult to maintain the

~position of coffee as a popular beverage throughout the world.

JCHAPTER IV
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CHAPIER IV - CHANGES IN STRUCTURE OF INDUSTRY

Employment and Productivity

It has been pointed out earlier that dwring the period 1945-1250
secondary productibn inCredsed at an annual rate of almost > per cent. This
increase, though sufficient to prévent 1nduétry'frqm losing the position it har
gained in the Brazilian econOmy'durihg the war years, nevertheless did not
enable 1t to continue to abecrb labour from primary activities. "°

Owing to the inadequacy of Brazilien industrial statistics it is
impassiblé t6 do more than give apyroximate estimates in this fleld, and
hence any conclusions drawn ghould be received with greatlreseer; The
existing data relating to employment in industry, obtained from éocial,v‘

* security sources, suggest that during the period~under‘study_industry as‘a
whole did not absorb any lebour. - .The increase of production muét therefore
be ascribed to better productivity.i/ ’This’is borhe out by Table .30,

" Table 30 . Brazﬁl: . Indices of indusﬁrial production, employment in
‘ . : . industry and. productivity B

C (1545 3 100)

Years ‘Industrial Erployment . Productivity -
‘ production ‘in industry " )
1046 106.3 9.9 1061
1947 102.3 N R ' 104.3
1543 182 B S 121.7
L19%9. 1216 99.3 122.5
195 8/ . 125.0 95,6 130.8

‘a/ Partly estimated.

‘cource: Conjuntura Economica. For comments on the index of

industrial production, see firsp'pért of Appendix C. This does not include
building,. B |

1/ Production per worker. There are no data with which to measure
production per man-<hour.
' ' /During
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During the wer yeafs; the difficulty.of obtaining new egulyment led to
the intensive utilizatlon of existing equipment. The increase of production
wag thersfore largely due to the greater number of hours w0rked end to the
increase in the appllcation of labour per unit of fixed capital. "It has been
estimated that between 1940 and 1945, employment in industry increased'50 per
¢ent more then industrial production. " The read Justment made during the follow-
ing fiveeyear period ie‘therefore a oorrection of thé fall in productivity.

Under epecial conditions, such a8 those prevalling in Brazil during
the war, it may have’ been profitable to transfer labour into industry even at
the expense of 1ts average productivity, since primary production remained
stagnant during this period and’therefofe"the'surplus‘of‘labonr which could not
be absorbed by.industry,'or services, would otherwise have renained unemployed.

There 1s evidentl&ta limit oeyond which the value added to the product
is lower than the wage of marginal 1abour,;but this limit tendsito shift when
inflationatry preeeure causes the prioe per unit produced to rise more rapldly
than the wage 1level. The same 'may be said with regard to'the intensive use of
equipment. If the expenses by way of depreciation were to absorb the whole of
the increment in the value of the product not absorbed by wages, multiple shifts
epparently would not prima facie offer any economic advantages.

However, the rate of depreciation of a substantial part of invested
capital is hardiy effected by the number of hours of labour per day. Further-
movre, it should be remembered that in certain cases, from the economic point of
view, it is eeeential to step up pfoduction over the short perind. This short
period increaee of production in certain industries oecama vital during the war,
in order to maintain the level of activ*ty of nther industries or other economic
activities. - B651des, industries. such as. the textile industry, for instance,
took advantage c¢f the position created on the foreipgn market by the withdrawel‘/
of the usual eunplies In these, .cases, there was, in faot an economic advant-
age to be vained from, intensifying the - utilizatlon of equipment even thoygh .-
wear and tear increassed more than proportionately. Perhaps the solution_of‘_.
the problem of the shortage of capital in underdeveloped countries may be found
in the full-time utilization of the equipment installed. f Tn the teéxtile "industry,

for example, where there is very ‘little depreciatﬂon of machinery, ons is led to

/enquire
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enquire whether there is Any‘Justification for the Increase in the number of
factories when those already built and producing the same type of goods remain
idle for eight or sixteen hours daily.

Though the reductlon in productivity did not involve econiomic - -losses
during the war, it'did create the need for substantlal replacements during the
early postwar period. These replacements account for the substantial increase
of productivity during the past few years.

It should be kept in mind that in Brazil the rate of replacement has
always been very low owing to the rapid growth of the population and the small
amount of capital invested per gainfully employed person in the country. There
are, furthermore, other factors which have in the past contributed to these
results. For'instance, i1t is generally recognized that one of the basic factors
of economic develomment is the change in the cost ratic betwsen the unit of
equipment and the unit of labour. | This change leads to an increase in the
amount of capital invested per worker and therefore makes an increase in produc-
tivity possible; This In turn lowers the cost, in terms of labour, and leads
to a rise'in the standard of consumption, or to a further increase in the forma-
tion of capital.

" In the case of Brazil equipment was, and for that matter still is,
largely purchased abroad. Therefore the rate of exchange and the terms of
trade obviously represent factors -additional to the price of labour and. the
price of equipment. A devaluation of Brazllian currency, for instance, increases
the cost of replacing equipment in terms of labour. A deterloration in the
terms of trade, on the other hand, raises the cost:of equipment in relation to
income from primary activities. In view of the secular trend In these two
factors it may Ye assumed that they have always contributed to the prevalence
of a low rate of replacement and been regponsible for the slow or. non-existent
advance in productivity, both being features of the earlier phases of Brazilian
industrial development.

The high rate of 1Increase of productivity revealed by Brazilian industry
since 19&5 is, therefore, a new phenomenon and represents a departure from the

country's historical trends. In addition to the heavy wear and tear of former

/years
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years there are other factors-which must be taken into account in any attempt
to explain this phenomenon. N

The special position of the textile industry in the post-war period
serves well to illustrate this. - After acquiring sybstantial foreign markets,
the industry met with sharp competition from former suppliers who tried to
retrieve- their  lost position on the 1nterpational market; On the other hand,
after‘a reduction in 1ts exports, the Industry found itself with,a,lb‘to 15 per
cent surplus production on the domestic market. It was thus cé@pelled to face
a sltuation of intensive competition beth at home and abroad. In these cir-
cumstances the main preoccupation of the textile industfy was how to step up
productivity. Imports of textile equipment in 1948-1949 amounted to an average
of more .than 550 milllon cruzeiros annnally, which suggests thaf the rate of - '
gross investment in fixed capital reached 12 to 15 per cent of gross production,
a rate/%gngcess of that prevailing in manufacturing es.a whole. In 1946 the
reserves.of the textile industry totalled 2,757 million cruzeires, its capital
being 4,626 million cruzelros. Total imports of textile machinery and equipment
(including equipment for fibres other than cotton) rose to 1 ,515 million cru-~
zeiros during the period 1946-194LO, As domestic nroduction of textile machinery
is substantial and since eguipment accounts for little»over‘one-half of the fixed
capital investments in the -industry, it is very,likely tﬁat,for 1ts re-equipment
the textile industry-used all the reserves accummlated in the preceding phase.
The total value of equipment as existing in 1946 conveys some idea of the sum »
involved by re-equipment: 1t was estimated, in the 1946 census, that the value
of the equipment then installed was 1,773 million éruzeirOS as agalnst the
industry's total assets of 3,481 million cruzeiros. These figures are e#ident~
ly very low, vhether compared with the capital invested in the industry or with
the data published after the 1940 census. However, evgn‘though théy are
accepted with reservations and the exceptional rise 1n the price of textile
equlpment is taken into account these data give soms ldea of the relative
magnitude of imporits of equipment.

Since 1946 equipment for the textile industry has fipured prominently
in the total of Brazil's imports of. industrial equipment.

/Table 31
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- Teble 31 Brazil: -Imports ef industris]l equipment during the period 1945-19k

(in millions of eruzeiroe at 1948 prices) -
1ok 1945 . 1946 - 1gA7 1948 1949 . 1950
Textile industry 29,923 82,186 184,037 465,565 5U1,731 580, 526 453,968
-Metellurgical and
iron and steel 223,828 264,287 73,805 97,162 58,035 60,411 20,080
industries - '
Metal processing

industries 5,961 15,324 56,107 76,972 . 36,854 30,543 138,303
Machine tools 34,237 29,990 \92,1h8 »103’392,v 61, 863 103,265 123,763
Total - 895,866 922,129 2053,211 3577,312.2990,279 322h~h20v3205,000

Sourcq: Economic and Financial Statistlcal Service of the Ministry of Flnance

The renewal of equipment. in the textile indu*try (in g phese during
which it was impracticeble to increase production for the above-mentioned reasons)
would, of course, necessgerily mean the reduction of employment, as will be seen
from the dats contained 1u Table 32,

Table 32 Bfazilz" Indices of production, emnloyment: and product&vity in the
o ' ' textile industry during ke period 19L5-10k g
(19454 100)

Years Production - - Employment Productivity
1946 1064 - -102,9 103,k
1947 99,1 104,8 ok 6
1948 10k b " 9645 108,2
1949 105.9 90,7 , 116.8

Sources: For production: CETEX, Minlstry of lebour; for employment: daia
published in Industriarios (official organ of the Pensions and
Retirement Institute for Industrial Workers) August 1950, page 42,

Accordingly the heavy imports of textile equipment after 1947 ?ad their
Counterpart in the reduction of employment during the years thereafter.
Between 1947 and 1949, vhen & great effort was made to rensv equipment, textile
production expanded almost 6 per cent, whereas empioyment i the industry decreased
by about 1li per cent, thue indiceting an increase in productivity of about 23
per cent, The increase in productivity for industry ae a whols was 17 per cent
during thie period,

Ve The 107 drop in production, which in Brezil is known as the "textile crisis",
' 1s & phenomenon of & different nature, having been caused by the export ban
of 1946 which hed led to & heavy acoumulation of stocks. The fact that
employment did not decline in 1947 seems to indicete that the industry expected
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- The index :of industrisl émployment as given in Teble 30, 1s therefors
strongly. effected by the decline in employment in the textile industry, owing
to the relative importanca nf this group.

The high rate of a‘bsorption of capitel which is making it possible
'for productivity in the textlile industry to increase is most important, because
gince 1930 the industry had been mactically stagnant and the capital formed
in 1t wvas diverted towards other industries. Under present conditions the
tgxtile industry is no longer a source of caplital to be invested in other
sectors ; in i’a.ct ,-'it gbserbs a lérge' proporfio'n’of the foreign exchange’
available for the import’ of equipment. The capital now being ebscroed by -the
‘textile industry is not increasipg-employment but rether reducing it in this
sector of industry. In any case, these irxvestments vill make 1t possible to
achieve a better ba.lance betveen the 1eve1 of prroducuivity in the texiile
industry and that in other branches of ‘industry which developed after it.
o " Another factor of importance in increasing yroductivity during the
lpast few years hag been the exchenge stability. Since wages rose more steeply
during this period than the mrice of imported equipment, the ratio:of cost of.
‘equipment to labour has stimulated the mestment An fixed capital per worker,
Between 1945 and 1950, wages in ind.ustry rose l1'5.7 percent in reletion to the
price of imported industrial equimnt.

“Table 33. Brezil: _Zrend of wages paid in industry and of tre index
of prices of imported industrial equipment

| ) 2_.2_1_-}_6_(19!‘.5 - lg-ga_'l _]_-,214'9, | 1911-9 s 1950
‘A Wages in industry 122.5 134.8 135.5 163.5  180,5
"B. Index of prices of ' '

" 1mported industrial
. equiment. 99.2 1106 | 125.6 1309 123.6
C.. RelstionA/B . 1235 129  107.9  12k5 1457

Note: ™ Tha ‘wage index was obtained from Conjuntura Economica, The price ix;dpx
‘was obtained by dividing the value at current prices by the quamtum of
-importe. ‘

/ i‘he changes
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.- The changas 1 the ra'bid or the .cost of* equipment to la’bour are a.e
eaid. before & 'basicr factor of ecmdm?tb‘ &evalqpment, In the induatrialized
.countries, . t.his .changs' pestlts: frbmm img-tbrm increase of productive .
efficiency. The intensive &nd Papld- chdnée Whith has taken place in Brazil during
the. past few years is & phenamenon of'&%ifforent mture a.nd is due to the '
exchenge., atabilit.y during & period of At gtic depreciation of currency. In fact,
what we are daaliug with is & fbi‘m of subdidy given to induatry by means of
egtgk_xgngp stability. ,

o : Now, what hase been the : pffect of sQ rapid 8 change in the re,tio of
the. cqat of. pquipment to the coet of - labour in the specific example of Brazilian
economic. development? . One first result 18, of cairse, that investment in ree.l
property is-discoursged, owing to, the mlatively praminent pa.rt of wagea in
.the -building industry, To mention. only one item the cost of building in
Rio de Jeneiro rose by 55 h Ror ‘cent between 19‘+5 and 19&9, which is a. great
-deal more tha.n the 30.9 per cent increass in ‘the price of imported 1ndust:oial
‘equipment over, the same period. In fa.ct since 1947, there hes been a definite
~decline in building in Brazil As ccxnpared with 19)46 thera wag & decreaee of
17 per cent in 1947, 27 per cent, in 1948 a.nd 29 per cent in J.9h9. / “ Other
factore shpuld clearly also be taken into acootmt in explaining the sharp
mduction. . Amcng t.hase a.re the réetrictione vhich have bEen placed on. cr,edit
facilities. However, thie does not invalidate the argument previously set
forth,

A further result would ‘v t.hat investmenta in heavy industry vhere
& high rate of capital denait,y per man prevails would e etimulated, at the
same time industrial concentraticm would be encouraged.. Finally light.
.induatry will endaavour to atte.in a higher rate of productivity in preterence
o extenaive growth. "

In Bmil all these changes have become more or less evident, though
“the statistics available are insufficient to estimate their scope and though no
causal relationship can be established betwesen the changes and the aforementicned
factors. It 18 also neceasary to keep in mind the possible unfavourable

1/ Bee ‘index in Part I, Appendix C.

/consequences
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consequences of 80 rapid a change in the relation of wages to the price of
equipment. In the first plage:; thig aituatiep tagds to exert prassure on the
balance af .paymente. and may. nqgnicﬁ -tle.; introductign of periodic readgustments
in the rate of. exchange oY ths.mﬁintenanoe of‘a strict 1mport oontrol.‘ SeGOndly,
1t discourages the: production.of eqy&pment 4in, the cqurtrx BoweVer,41n BraZ1l
‘the most important aspect ; o£ tha=yroblem s, th@t connepted with the limitation
.of one of industry's mogt - impartant functiOBB. the. abilitw to ahsorb the
labour surplua. -In & country - where the.. pqpulation is increasing rapidly, it
is the function of industry to absordb this increment; this will be the qnly
way - of av01ding the concentratian of the demqgraghic gresaure An primary
wuﬁﬁu,muhwudhmtomehwnwmmnwtmtamofﬂ%m‘
optimum expansion of industry should therefore ‘combine &n incredse of
productivity with greater utilimatien of l&bour.-

, . As was shown in the preceding ﬂection, the fommation of capital in
Brazil falls short of the reqpiramants o£ devalopment. If. the relationship of
the cost of equipment to that of labour’changea very rapidiy, 'ag it has. -dore
in recent years, 1% 18 possible that the.desire to.’ raise productivity will ‘be
80 great that the. total net: investment applied to industry as. 8 whole will fail
to create new openings for employmsnt._ Induetny would thus be failing to
exarcisa one. of At basic functions. in developmant ~which 1s to. abaorb thek
existing or potential labour surplua in the primary sectors where the external
stimulus to expansion hes weakened. or disappe&red,

ProductiOn indices in some branches of industry

‘ ‘ The data.for industrial prodnction published in Brazil are very
inccmplete ‘80 that X: detailed analysis by grpups of induetries cannoﬁmbg hade .
However, some data exiat relating to_the quantum oﬂ‘production of ¢ertain
branches the relative 1mportance of . ‘which i sufficient to 86YVe 88 aabasis
for a faw general conclusions. These data have thereford .béen collated.in:

. Table 3k.. . | |

/ T-.;—«-—»'i-é‘??e" -;’r'.'i
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Braz;{l ;_ndices of the quantum of production of certain

. ind.ustries during the period l)hf) -1950

Econanica, the rest of the ind,icee were computed on the basis of

(1945 2°100) .

- Industries S 1946 ;'19)'*7 }_91*,_8_ }ilﬁ | 5229.2/
Steel plates, (166,000 tons) 138.7 178.8 2h3.2 301.5 .355.0
Pigiron, (260,000 tams) 12,7 185.0 2046 1954 275.5
Cement ,; " (774,000 toms) 106,6 117.9 143.6 165.3 1758
Rayon (ya.m) (8,645 tons) 120.4  149.2  149.2 163.1 190.9

- Rubber (manufac- - ' ' : '

 ‘tured goods) (15,700 tons) 117.3 122.6 134.0 156.3 185.6
‘Paper (142,000 tons) 110.5 120.6 132.1 ~150.8 "
Hides and skins (101,000 tons) - 115.8 123,8 137.6 - 1k0.6
Pinewood B

(processed) - (319,000 cubic metres) 108.9 118.7 111.0 124,3

Sugar (from the } ‘ Tt

mills) (920,000 tons) ©117.0  123.9  153.3 ,150 1 152.4
Alcohol - (108 million litres) = '106.7 116.7 155.6 138,9 1250
Vegotable oils (152,000 tons) 83.7  83.0 11k.7 116, °,'-:

Meat (720,000 tons) 113.0 119.9 133.9 '139 9
Animal fate (243,000 tons) 106.2  102.9 10,9 105.3

Dairy prod.ucts : (183 000 tone) | 90.7 104.9 ]'.06.6\ 122.)

Cottan textiles (173 milllen metres) 1064 99.1 10k 1059 106.1
mnufacturing | , |
" production 106,2  102,7 © 118,1 121.5 125.0
Sourcea: The ind.icee for manufactured goods are taken from the Conauntura

officilal Brazilian gtatistics with the exception of rayon yarn, which

was supplied by Raxon gr_,@um , New York.
»rela.tes to the industrial conamption -of rubber by indust.ry.

a/ Partly estimated.

The index for rubber goods

- As previously poinbed qu.t there 18 a tendency to Intensify investmsnts
Ein fi.xed capital., 1Eq)r manufactnrihs as a, whole this tendency 1a reflscted in a
more inbenaive increage. of heavy, industniaﬁ whereas» in the light industries it
" takes the form of an increase of productivity.

/The expansion
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"The expansion of. heavy: Undustry 1§ undcubtedly the most important
event thet has occurred in the Brazilisn econmy in ‘recent yéars. Production of
rolled steel has increased 255 per cent over ~he per od 1945 - 1950, whilst that
of cement has increased To perlcent. The ‘rele tive importance of these two
industries should dontinue to increase, sirce plens.at present. being carried out
in these two sectors will enable steel and cenent produrction to be. doubled in
the clurse of the next few years. The number of factories producing cement
increased over this period from 6 to 11 in the same time . which made & more
economic dietribution of the product over the country as « whole possible.

) In other important industries, euch a3 rubber ani.paper development
hae mninly taken place in the heavier sectors. Thue the ma mfacture of ‘rubber
goods as a whole increased 50 3 per cent between 19#5 and 19h9, whereas:
production. in the heavy rubber industry -- inner tubes ani +2 s#» for automotive
vehicles -- increased 100 per cent. Devélopment.of thc puper industry, during
this period is marked by the establishment of the first largm newsprint and
wood-pulp plant. -In the.rayon industry, the- nusber of factoriss .decreased, but
prodﬁctivitj*increaSed.i The'productiVe capdcity of this industry has perhaps
doubled between 1945 end 1950, and has already surpassed the 20,000 ton per year
mark. ‘

Another &ignificant factor in Brazil's:recent industrial development
18 the introductionvof a heavy engineering‘induétry; particularly'the manufacture
of railway material to which reference hae already been made.f

- An important development in the non-ferrous metal industry is the

- construction, In’ gey Faulo, of & new aluminium factory with a capacity of 8,000
tons annually, which may’ begin production next year.’ Production of aluminium

'in Brazil began 1n l9h5, in the State of Minas Geraie where a factory ‘was built

'with a capacity of 2 OOO tons annually. But owing to the: fall in aluminium
\prioes during the postwar period competition with the imported article became
inpoBSible and,oonsequently production wap stopped. In l950, ‘the rise in the
price of aluminium led to the reeumption of producticn in tﬁe:Minee Gerais
factory.

These‘etatietics clearly show that the structure of Brazilian industry
is changing eignific&ntly; InVestment in basic induetriee a pgrt of whioh are
turning out capital goods and other conaumer gO0ds - produotion of. vhich brings
about & saving in foreign exchangd .-- at ‘present -absorbi th@~bulk of 'the capital

" fpladed in
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placed in industry. 1In this initial stage of Brazilian industrisl development,
investments nearly always lead to an increa.se of employment. . On the other hand
investments in light industries already existing in the country generally
| involve the repla.cement of equipment and the increase of productivity
Under normal conditims of replacsment the growth of industria.l

, production is invariably acccmpanied by higher productivity. Only the abnormal
| conditions which prevailed during the war can account for the expension of
_producticn acccmpanied by a qecline in productivity. However, this doee not
apply to all industries, nor to s.ll pha.ses of thelir development. The cemsnt
industry, for instence, during ite present phase of intensive growth, shows a
decline in productivity. Between 1945 and 1948, production in this industry
increased l&3 6 per cent, vhereas productivity fell about 5 per cent; Athis can
be &ccolmtad for by ‘the establishment pf plants with emaller capacity Since
freight is a determining factor in the price of cement, and since distances in
: Brazil are enormous and tra.nspcm't is unreliable it 1s not always econamical to
set up plants vhich are technically at optimum size. The solution s.dopted in
pretious years was to supply certa.in regions of the country with imported
cement, but the high post-war price ‘of this product justified the building of
lm{ capacity factories in consumer areas of lesser importance. |

JCHAPIER V
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CHAPTER V.CAPACITY TO IMPORT -AND THE STRUCTURE OF IMPCRTS

The capacity to import and the dianbum' of imports -

' During the post-war years, Brazilion“imports fluctusted charply;
until 19h7 they ‘expanded greatly, ‘but declined in 1948 and then-roee ,again in
19h9 and 1950 thnugh ‘they did hot recover thetr 1947 level. In 1047, the
guantum of 1mnorts was' 88 per-cent abové the 1945 Ievel and 9 per cent-above
‘the 1950 1ével’

Until 1049, the capacity to “mport fluctuated loss “harnly and the
FAVerage annusl ‘raté of expension was much Yower than that of.the quantum of
imnorts.” HoWevef,“a'radidal?6héngé’dccurféd'in £his trend in 1950, as Table 35
‘shHows., =

Table-35°  Braziii’ Pelative-anhusl ‘changes. in.the guantum of imports

- e _and in the capacity to import in the period 1945 to
1050 O AMLIE L A2 e
TET i (4n per gent)

“Years ' . Quantum of immorts Capacity to imvort
1946 16.1° '13.2°
1947 554 £ 1.8
1048 -17..5 - 8.8
1949 . 3.0 - 1.2
Average 1946-49- - “1k,a 1.3
1950 ;-2 43.8
Average 1946-50 12.8 9.8

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

The capacity to import is en index derived from the quantum of exports
and the terms of tradel . The vositive influence of one of these two factors
is very often nullified by the negative position of the other. Thus, in 1946
the quantum of exports increased 26.2 per cent as compared with the preceding
year, but there was a deterioration of 10 per cent in the terms of trade and
therefore import capacity rose only 13.2 per cent. In 1950, on the contrary,
the quantum of exports decreased 15 per cent as compared with the preceding
year, but the terms of trade improved 68.9 ner cent and therefore there was a
rise of 43.8 per cent in the capacity to import.

1/ See Eccndmic Survey of Latin America, 1949, Chapter III,

[Between 1045
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Between l9h5 and 1950 these two factors nearry ‘always had divergent
finfluenceu, but over the period as a whole the terms of trade alecne exércised
a positive influence, ag may be seen from Table 36,

Table 36. ‘Brazil'" Relative .annual changes in the quentum of exports
~ and 1n the terms of trade during the Jeriod 19&5 =1950
{in per cent)

Years - Quantum of exgort Teris of trade

1946 - 26.2 | ‘ -10.0
1947 L 12,5 16.3°
1948 - 1.5 - 7.4
1949 | - 9.2 8.8
Average 1946-49 - .08 < 0.3
1950 -15.0 - 68.9

;A'verage 19&6 50 e 2k 15.3

_ Source: For baaic data, see Chepter I. Appendix B.

7 -The great improvement An the index for the terms of trade in 1950 can
be ascribed to a 40.8 per-cent. increaae in ex;ort prices and to a 16, 7 per cent
decline in import prices. The rise of export prices reflecte the Jump in the
.pricerof coffee since ‘the export ‘price index for this product showe a rise of
, llh per cent between l9h9 and 1950. The contraction of import prices is a
complex phenomenon, partly due to the devaluation at the end of the preceding
year of the currencies of & number of countries with which Brazil carries on
a substantial trade and partly to a 31.5 per cent decline in the price of
‘wheat. For ‘the purpose of aessessing the importance of the fluctuatione in the
price of wheat it is sufficient to recall that it accounte for almost 10 per
cent of the’ total value of Brazilian imports.

‘ Durable coneumer goods make up the group of imports ‘which expanded
‘most in the early post-war period; thiszcan be explained by the fact that they
had practically disepgeareq from international trade in the preceding period.
LIn erder.of71mbortance;vthey.were‘followe@'by~capital‘goods,;fuel and chemical
rroducts, It should be noted that food importe decreased during this period.

~ [After 1947,



EfeN.12/217 /Add. 2
Page 98

After 1947, ds has béen’pointed out) imports decreaseéd, capitel goods

‘being thé most’ seversly affected; ‘though (as will be shown below) this did not

mean that their share in the-ctrrent valus of“imports failed to' increase

“steadtly- during ‘these ‘years.: ‘The relative. Angreage. dn the price of capital

goods explaine this apparent dbntradiction. Imports of capital goods diminished

29.1 h per cent between b9h7 and l°h8 and 26 per cent between 1947 and 19)0

However, the reduction in imports of induetrial equipment was 16, 4 per cent
and 10 per cent respectively over: these two periods.

Importe of non-durable consumer goods fell 13.3 per cent.betwéen 1947
and 1948 and 46 per cent between 1947 and 1950. Imports of WOod-pulp; paper
and 1ts by-products revealed a contraction of 49.6 per cent between l9h7 and

1948, but by 1950 had practically recovered their 1947 1evel, Foodstuffs
vhieh had declined in 1946 end 1947, from ecarlier yeers,. expanded again between
1948 end 1950, The only two groups which show any significent ;nérgase in 1950,
as compared with 1947, are fuel - and chemical and pharmaceutical prpoducts. The

‘following data show ‘the trend of Brazilian imports in the post-war yeors.

Table 37 ° Brazil: ° Quantum of imports’
(in millions of cruzeiros at 1948 prices) .

.Yeara Total TFood~ Textiles Paper & . Durable . Chemical Fuel &_ Cépital goods

b/  stuffs Wood-  congumer & pharma-Lubri- Total Indus-
o T '~ pulp - goods ceuticel cante’ . ' trial
. . o - .. - products . equip-
i _ ' ' ‘ ‘ ) " ment
10k 13200 535 376 551 113 9L T8k g0k 896
1945 13388 5368 308 652 200 Th 1043 s gee
1046 16347 3057 522 772 Oy 968 153k 7095 2043
1947 25182 4286 922 1089 2367 1386 2354 10916 3577
1948 20985 3926 1168 sk 2053 1268 2565 7704 2990
29k9 21636 L4530 1010 €87 1778 182k 2673 7488 3224
ngsoé/ 23125 5036 635 o3 1275 2135 320k 807k 3205

'._gls-Esbimated an the B&sia-of January to November,. .

_b/ 1Includes other imports.

Note: 1948 prices were used in the weighting,

Source: - The' basic data are supplied by the Economic and Financial Statistical
Service of the Ministry of Pinance.

/The structure
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. The structure of imports

The/structure oft imports during the war was influenced by the
restrictions ‘on international gupplies .of goods and on transport After l9h6
ag sunplies of manufactured. congumer . goods increased and shipping gradually
returned to normal ‘¢ertain domestic factors, such as the lifting of import
restrictions, helped tq-stimulate imports of manufactured consumer goods.,
dvFinally, aftar l9h8 the re- introduction of exchange restrictions and other
' forms of direct .control once ‘egain stimulated the import of the so-called

esgential goods for development, at the expense of 1mports of manufacturued
consumer goods.
| ' In so‘far es. brices are concerned especially in the earlier period,

‘ a considerable rise in the price of foodstuffs will be noted as compared with
f;prices of manufactured goods as a whole, ameng which textiles show the greatest
;rise. Between lth and l9h7, the general index of import prices rose 7.7

per cent whereas the index for imported foodstuffs rose 199 l per cent and that
for textiles 77.9 per cent, as will be seen from the following teble, '

Teble 28" Brazil'u“ Indicss of ;ggg; g;ices durigg the period 19hl- lgh]

Years Total Foed- Textiles Paper & Duradle Fuel & Chemlcsl & - Capital

stuffs .. Woodpuly consumey lubri~ pharmaceutical goods
: e 0008 cents _  products
194k 100 100 (100 0100 . 100 - 100 . 100 .., 100
1945  117.7 127.7 114.1 100.6. 99.6 . 9h.6 976 105.8
19t6 154 .4 258.3 143.0 10k, 4 105.0 - 93,5 12,5 - 107.0
1947

'l77.7 299:1 177.9 117.7 124.2 109.7 130.8 119.8

_Source: ‘See Table 37,

Still, the effect of prices during this period was largely,offset by
‘ other factors, especially pent-up demand. In the case of foodstuffs supplies
were normal during the war and only demand for secondary products such as
codiish olive oil quality beverages, etc. wes repressed. The sharp rise of
jprices thus contributed to reduce the volume of imports l/ In the case of
toxtiles there ves & great unsatisfied demsnd for high quality goods, particu-
flarly 1ineh and woollen goods, which” are traditionally bought in European
countries, However, the strongest pressure of pent-up demand was felt in the
durable consumer goods sector, domestic production of which is still insuffi-
cient to meet more than a smaell fraction of the population'e requirements.
Similerly the pressure exerted in the seotor of fuels and capital goods was
very great. ‘

1/ The Joorease in imports of this category was not only caused by the effect
of the price trends, bdut also by the difficulty in obteining wheat from
ahvene A /he vrincival
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The princlpaY change. in the compoeition of 1mports during the early
post-war years consisted of a reduction in the rel&tive 1mportence of foodstuffs
-and an increase in the proportion of durable consumer goode and of capital goods.
: ;Foodstuffs, which 1n l9hh constituted 22 9 per cent of the current value of imporis
and which in 1945 reached 26 1 per cent thereof by 19&7 had fallen to 18.3 per
-cent, despite the great price 1ncreaee already mentioned. Durable consumer
goods 1ncreased from 1.3 per cent to 37 9 per cent. The rel&tive 1mportance of
fuels hardly changed, on account of the relative reduction in the price of these
products,

© After 1947, the trends in import prices varied. The general index, which
in:preceding years had shown an annual rate of increase of 20 per cent, in 1948
rose only 13 per cent and in 1950 dropped Prices of foodstuffs and of consumer
goods,. which had expanded extraordinarily in the preceding period, shcwed the
: greatest contraction. Capital goods, on the contrary, increased markedly, as may
be seen in the following table,
- Table 39, Brazil: Indices of 1mport prices during she period 1947-1950

| Years Total Foodstuffs Textilee Paper & Durable Fuel & lu- Chemical Capital
‘ S ; woodpulp consumer bricents & pharma- goods

goods , ceutical
o ' produots
' 19hg 100 © 100. 100 100 00~ 100 100 100
1948 112,20 10k.2 100.4% 2129.3 100,k m2.k 98k 126.9
1yk9  106.2 83,6 98,6 105.3 101,k 99.8 847 133.5
1950 88.0° T sk vt gp,1v - B7.8 "90.9 96,0 CThd o 113,11

Source: See Teole’37

In thise period,too, changss in pricee were influenced by other factors,
1nolud1ng an import centrol policy introduced in May 1948 as a conseqnence of
exchange d*fficulties end of the Government's plan to protect certain sectors of
' dcmestic production that had been developing in the preceding years. The relative
prcminence,of,imports.of cepital continued to become more marked: for instance,

| /from 37.9
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from.37.9 per cent. in: 191;7 they increased .to. 40 por. cent, in 1950. The same
occurred 1n the case of. fuel and chemical products.,é Amo fooonTImey gccns,
‘1mports of fqodstuffs and textiles remained more or lees Hﬂﬁ%{juﬁny‘&ﬁ;»JnOse
aof durable goods showed a -drop from 1. 5 per cent to 6 6 per cent. ‘Aut wcblle
z{imnorts, for inqtance, declined fram 6 .9 per cent to 3 6 per cent whilst domestic
electrical acplignces contracted from 3. 5 to 2, 3 per cent

; In short "1t may be naid that, during the years 1mmediately after the
war, - -the determining factor of ;the changes which occurred 1n ‘the structure of
‘importe: was pent-up. demand and in the subeequent pericd -- from 19&8 onwards -
1t was the selective ccntrol &pplied by the chernmcnt The follcwing table
summaylzes the changea in the relative. 1mportance of the various goods throughcut
,thishperiod.

Table 40, Brazil: The structure of :;gorte at_current prices during the
’ Eﬂ od 19 fk9

Years ‘Total Foodstuffs Textiles Paper & Durable Fuel & lu- Chemical Capital

a/ ' woodpulp consumer ‘bricants ~ & pharma- goods
’ ' goods. .. . . ceutlcal:
(pefcanm of the total valte of mports)pmducts
19hk © 360 52 9 T ed 4 6 1,30 %8,9 11,1 30,7
~1945 - 300 "6 e 250 0 %) «);5 21 . 9.5 B 852 33.3
1ok6 100 202 . 3.5 . ke . 69 . 9.k 7.1 369
TIG4T- 1 100 18.3 RO 3T L5 o9k * 6.9 37.9
1948 300 - 187 +.5,6 26 . 9.8 :-12.2 6.0 36.7
1989 100, . 276 ., kB8 27 - 63 11.5 8.0 = ko,2
S0 100, 15.0 3.3 34 v 6.8 157 9.2 39.7

R ol
. W

A ol TR

’{_/cIﬁcludééccther-tmpcrts.'
" Bourcei ‘Ges Tebls 37,

N ff The data contained 1n Iable 4o convey &n idea ‘of *the manney in which
“Brazil made qSe of its foreign exchange “but 1t does not accurately reveal the
;’changes which have “taken ‘place in the real structure of “imports, because ‘of the
effecta of" the changas in the relative pricea or various i1tems; - and as ‘shown
earlier, these changes have been far-reaching. Between 1944 and 19h7, for
instance, food prices lncreased ten times more than those of capital goods and
twenty times more than fuel prices, However, between 1947 and 1950, food prices
decreased 45, 6 pér cent whilst those of fuel remained practically constant and
those of capltal goods increased 13,1 per cent.

/The relative
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The relative changes in the prices of imported goods haéé multiple
repercussions on domestic produciion, stimulating certain sectors and also .
influencing the pollcy of domestic development, The rise in the price of imported
 ~wheat, for instance, encouraged the domestic production of this éereal, with
gtrong Government support. Nor does a subsequent fall 1n the price of an imported
product inveriably lead to the restoration of the status quo. The greater or
lesser elacticlty of productive activitiy constitutes the determining factor in
this case. Vhen capital investments are substantisl and 1t is difficult to
read just thelr distributieon,-the decline in the price of an imported product can
“hérdly affect the volume of trede. . In any case, the changes produced in the
structure of domeatic production by the fluctuations of the relative prices of
imports, which msually occur in abnormal periods of international trade, can’only
partly and only very slowly be reversed,

If imports are computed at constant prices, the changes in their
structure become é&en more significant tham those previously menticned. Food-
stuffs decreased from 40,5 per cent to 17 per cent between 1944 and 1947, end
cébital goods increased from 22 to 43.4 pér“éent. The share of durable consumer
goods 1néreased from 0.9 per‘cent to 9.4 per cent over the seme period. These

radicaluchanges reveal the great shortage of durable manufactured goods in Brezil
" in the ea&ly post-war years, énd are evidence of the depressive effects of the
extraordinary rise In food pricea on food imports, Between 1947 and 1950,
there wes a reversal in the trend, which shows that the vast accumulated demand
for dureble goods had been largely met, The share of foodstuffs in total imports
increased froem 17 per cent to 21.8 per cent, and that of capital goods decreased
from 43,4 per cent to 34.9 per cent, Yet the proportion of imports of equipment
for industry remained practically constant, The proportion of chemlcal products
and fuel showed large relative increases, which suggests that the periocd unitl
1947 was marked by replacement and expansion :of equipment, the effects of which
on production became noticeable from 1948 onwards, The following table
summerizes these changes.

/Table 41,
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Table 41, Brazil: The structure of imports at constant prices during the
. - period 1944-1950.
(as & percentage of the total value at 1948 prices)

Years Totsl Food- Textiles Paper & Durable Fuel  Chemical Capital goods

a/ stuffs - woodpulp consumer & lu- & pharma- Total Indusirial
goods . bricants ceutical ... eauipment
‘products ‘
194k 100 40,5 2.8 -3 0.9 6.4 6.9 22,0 6.8
S loks. . 100 ko1 2.k b9 1.5 7.8 5.6 26.5 6.9
1946 100 1C.7 3.2 L7 5.8 RS 5.9 43k 12,5
1957 100 17.0 3.7 4.3 9.4 9.3 5.5 43k 1k2
1948 100 18,7 5.6 2.6 9.8 12,2 6,0 . 36,7 14,2
‘19k9 100  .20.9 k.7 3.2 82 . l2.b 8 b 34,6 - 1.9
1950 100 21,0 2.8 L,0 5.5 13.9 9.2 k.9 13.9

.....

a/ Includes other imports -

“'Source: See Teble 37,

A comparison of the data contained in Tables 40 and’ 41, shows the great
influence of the chenges in the relative prices of various items, For 1nstance,
the ‘share of capital goods at constant prices decreaséd between 1947 and 1950,’but
at current prices their share in total imports increased, In order to maintain
imports of cepital goods (éomputad at constant priéeb), at the seme relative level
as in 1947 (ebout 43 per cent), 1t would have been necessary to increase the quota
of exchange for this 1tem not from 37.9 per cent to 40 per cent, but to h7 h per

cent.

. JCHAPTER VI,
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CHAPTER VI, THE STRUCTURE OF PRODUSTION; MHE PRESSURE OF INFLATION AND THE
FORMATTON OF CAPITAL

"In the first section, the production of goods ‘was .divided into two groupa
more or less equivalent according to the value of the product marketed: L primary
activities and secondary activities (menufscturing and bullding). As shown by
the date set forth earller, a part of primary production ,-.va;y;ng,between
25 and 30 per cent, when calculated at producer prices .; is exﬁoftéd. On the
other hand, almost all of secondary production remsins within the country amd it
may be roughly estimated that the degree of 1its dependg7ce on the foreign market
i1s ten times smaller than thet of primary production, -~ _

The fluctuations of the forelgn market for primary goods therefore anly
affect menufecturing indirectly through fluctuatioms in total income, |

The indirect dependence of secondary acotivitiea on the foreign market
fo#{brimary products!is contihgpnt on: a) the relative importance of that market
for ?rimary activities, and b) the relative importance of primery occupations
‘iri"the formation of total income. ~ If it 18 apsumed that 30 per cent of primary
production is absorbed by the forelgn market and that the share of primary .
activitles 1n the formation of the gross national product is LO per cent, 2/1t will

be seen that the dependence of secondary actlvitlies on the fluctuations of foféign
demand for primery products is two and a half times smaller then that of the
primary sector itself. Thus a redustian of 50 per cent in exports of primary.
products would mean & contraction of 15 per cent in incoms from primery activities
anﬁ.of‘6:per cent in total income, This 1is, of course, a yough approximation
- since a contraction of demsnd in one sector does not necaesar11y imply &
corresponding proportignata‘cqntréction\in total income, Qur sole purpose is to
indicate that the relative development. of secondary activities may render an
increasingly large proportion of the national 1ﬁccme independent of the fluctuatlons
of the forelgn market for primary products.

lf’ A part of farm production, which remains in the rural areas for local consump-
tion, was not included in thls estimate, Furthermore, the statistics do not
include the whole of this sector's production. It may be assumed that the
data available for farm production actually include about 80 per cent of
real total production,

E/ A calculation made in 1947 showed that the net value of exported menufactured
goods dld not exceed 3 per c¢ent of the net value of total manufacturing
rroduction.

i/ There 1s no estimate of the national incame according to sectors of produstion,

?owever, in the light of past research the distribution is probedbly as follows:
footnote acontinued on mext page)
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On the other hand, if the two sectors of production ere considered from
- the polnt of view of the domestic market sscondary activities revoal a
consglderably greater degree of dependence. It may be assumed to be practically
100 per cent whereas that of the Primary sector does not exceed 70 per cent,
In practice, this means that primary activities are more adaptable to fluctuations
in demestilc demand,  For instance, in the event of an expansion in means of peyment
. of domestic origin, primary activities may react quickly by reducing the exportable
surplus. Such a reaction 1is obviously limited by the nature of the production
. end there will not always be a surplus in those sectors most under pressure from
domestic demand. However, since part of its production 1s not consumed by the
domsstic market, primary activity ipso facto offers a margin of adaptability elther
over the short term, by a reduction in surpluses or over the medium term, by the
redistribution of the factors of production. .
. The secondary activities, and especially manufacturing, ghov greater
rigidity vis.a.vis fluctuations in domestic demand Domestic expansion of money
supplles cannot be offaet by the absorption of exportable surpluses, since
production 1s normally wholly ahsorbed hy the country 1teelf. Moreover the increes
of productive capeclty depends on imports of equipment on the increase of power ‘
- resources, etc. . . An increase of production over the short term is nearly always
.Obtaimed by increasing the amount of labour per unit of fixed capital and implies
-a substantlial increase of cost \ . . ‘

In practice it happens that an expansion of incoms in the manufacturing
sector results in a reduction of the exportable surplus in the primary sector, and
- that an expanslon of income. in the primary sector 1eads to, an increase of _
manufacturing prices, Naturally this 18 a simplified schematic explanation
since in both cages there 1s an increase of prices in the manufacturing sector

Lf_and domestic absorption of the exportable surplus. ‘ Nevertheless, the manufacturing

sector is more rigid vis.a.vis ‘an expansion of income in the primary sector

than vige, verse, Thus a 10 per cent inorease in the Ancome of the primary sector
will result in a b per cent increase in total income ‘and -an equivalent rise in
.the,demand for manufactured goods. .On‘the other hend, a 20 per cent increase in

t

( ‘footniote continued from previous page)
1/ primary activities %0 per cent manufacturing and building 25‘per cent, and
' other activities 35 per cent, See J.B,D, Derksen Comparabllidade
Internacional das Estatisticas da Renda Nacional publighed In the Reviste
BrasIleIra de Economia, June 1950,

/the income
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the income of the secondazy aector will result in a5 per cent incresse. in total
income and a 3 5 yer cent riee in the demend for primary producte.1

B ' These facts are relevant to the study of the menner in which
:inflationary preesure spreade ’ When inflation ig due teo an. external gource, 1ts
pressure ig initially reflected in the rise of income in the primary sector. In
‘view of the rigidity of the manufacturing industry, thie pressure leads to a rige
in the price of manufectured gooda or, alternatively, to an increase in importe of
these goods. During the laet war importe not only could not expand, but were
greatly reduced The pressure therefore was concentrated on the domestic
manuracturing 1nduetry, vhich became _even morg inelastlc. owing to the difficulty
of importing equipment and some of the baeic raw materiels,
’ ' The manner in which inflationary pressure acts upon Brazil's .economy

is a factor tf importance in the prooess of capital formetion. . Inflationary
‘preesure due to external causes has in the past taken two typical forms: -a) under
normal conditione of foreign trade it has led to an inorease of importe and so to
higher standards of cqnsumption. b) under abnormal conditiops of foreign, trade,

1t has led to en increase in the price of dcmegtic manufactured gooda, to: an
increage of profite, and, consequantly, to the development of internal menufacturin
productiOn. ' Thia ie, naturally, a mere indication of the general trend, since

in the former case, the pressure of inflation may cause the development of certain
industries for which favourable conditions exiat within the country, whereas in
‘the second caee, the standard of individual consumption or of @roup consumption
may be raieed at the expenee of other individuale or groupﬁ_zv What is important

_I; On the basis of the distrﬁbution of the national income according to sectors,
‘es ‘shovn ‘above, In reality, it does not work out like this since the increas
‘of income modifies the structure of ccnsumption, However, this detell does
not invalidate the argument set. fcrth,. but rather tends to confirm it, since
the consumption of manufactured’ erticlee expande at.a greater rate when income
is increaged than does the consumption of primary gooda.

g/"'We do not propose t6 define herein which is the better policy whereby to
. 'increase the formation of capital and guide investmernt, We only wish to
indicate what occurred in Brazil in the past, The fact that inflationary
pressure, allied to restriotions on foreign trade, ceaused an intensification
of capital formation and channelled invegtments tow&nis the industrial ‘sector,
does not. necessarlly imply thet .thet .is -the best ‘means of obtaining this
objective. |

 /to stress
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to stress 1s that under normal conditions of trade the: influence of .en. expansion
of income caused by external stimuli on the process of capital formation isg;
small 3_-_ :

; There 1is -ample evidence‘to'indicate that the formation of capital became
‘more intensire duringpthe two uars;and during the 'thirties, vhen, foreign supplies
of manufactured consumer goods'auffered elther from shortages'or-the introduotion
of direct, control, A selsctive import policy such as that adopted by Brazil ﬁ
in 1948 as @ necessary result of its exchange difficulties, also affects the
process of capital formatlon, ‘ The’import réstrictions on consumer_goods create
an excess liguidity which exerts pressure on domestic producers; this attracts
investments to the sectors which profit direotly or indirectly. . Whether{the
inflationary pressure will be absorbed or turn into real inflation depends on
the ‘greater or lesser elastidity of domestic industry., - Thehtimevrequired,hy
domestic industry to expand its productive capacity 1s therefore a factor of
fundemental importence. As it expands the industrial sector becomes more
elagtic and,inflationary pressure may.be abegorbed more rapidly. . In other WOrds,
the slower the,formation of now capifalzrequired for the development of productive
capacity, the longer the period necessary for the absorption of inflstionary
pressure, -and. ‘conversely, the more rapidly savings can be transformed into fixed
capital and gkilled labour the shorter the pericd required for this process, .
The dependence on imported equipment constitutes a factor in inelasticity.
During the last var this factor ceme to be of paremount importance apd it. is
largely responsible for the fact that during this period,inflationary pressure
wag transformed into real 1nflat10n The capacity to convert savings into
purchasing power in a given area, thet is, the foreign exchange resources with
which,to purchase equipment;‘is,a factor whioh controls the degree of inelasticity.
During the 'thirties, this factor was of"great'inportance'in Brazil, Finally,
the. qountry's resources of technical skill and of skilled laboir myst &8lso be
taken into account, In the specific cage of Brazil, the need .for training of
workers ls generally recognized; +this involves an 1nitial outlay which increases
in direct proportion to the deficiencies in primary education, nourishment,
health, and housing of the mess of the population.. Technical skill mmst be

l/ : Historically, an improvement in foreign coffee’ prices hassmeant an improvemen:
- in the standard of living of certain groups of the population. Because
~consumer goods demand for which increased, were principally of foreign
origin, the new incomes soon melted away, The coffee industry itself, the
beneficiary of the price increases, tended to attract new investments, which
in twrn produced the well-known effects on the supply and prices of the
product,
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largely imported and experts and organizers have to ve trained abroad vwhich:
involves supplementary investments for the entrepreneurs and greater foreign
exchange expendlture for tko country.

, ‘ The mere listing of these factors shows that, owing to ite rigidity,
‘an under developed economy cannot easily absorb inflationary pressure and that
the entrepreneurs in such an economy have difficulty in turning available savings
into: reproductive investments. /

When dealing with the spread of inflationary pressure we observed that
the manufacturing section is affected first because of itas greater rigidity,
However primaxry activities connected with the domestic market and services- alsc
tend to react if the pressure persists., The rise in prices therefore begins in
the manufacturing sector and tends to spread to the other sectors connected with
the domestic market, But primnry activitiee connected with the foreign market
cannot follow this general trend and are therefore compelled to transfer their
income to the other sectors of econcmic ‘activity. There is, in fact, a general
transfer of income from the more elastic to the more inelastic: sectors, manu.-
facturing receiving the greatest advantage in this movement ‘and exports suffering
the moat serious damage.l/

," The transfer of income caused by the form in which inflationary
pressure spreads not only takes place as betWeen the various sectore of
economic actiwity, but also as between the different economjc regions. In
Brazil there are &areas vhich are almost entirely engaged in. primary export
activities and there are others similarly, which are essentially manufacturing
areas, The relative increase in the prices of products of the domestic industry
implies a tranefer of income from regions of primary export occupations to the .
'industrialized areas, Naturally this transfer will not occur or, alternatively,
1t will occur on a much smaller scale, under normal conditions of foreign trade.
However, in this case also the poseibility of dlverting the dfﬂn” for consumer
goods ta the foreign market would hamper the procees of capital zo:mation |

17 Obviously, if inflationary pressure 1g’ cauged by & sherp rise in the export
prices of the primery sector, this sector will only trazsfa- a part of
its added income, If the rise in export prices lealis wo ligher domestic
‘prices of the respective products, the primary sector will be ‘able to retain

" & larger proportion of the initial addition to its income,

/Under present
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Under present conditions of restrioted fsreign trads, it 1s simpls to
sstimate the rate of transfer of income: a3 betweer these zous‘- " Let ua, 'fer
instance, take the example of plne wood and carmaube wax. In 1949 “the per unit
export prices for'these products stood practically a.t, the same level as in 1945,
Two large areas in the country obtain most of their insoms from thy expert ef
these products. The exemple.of carnaube wax is even more characteristic
because virtually the entire productioni is exported. The marmfeatured articles
consumsd in these areas are principall,y supplied by Rio and Sas Pauls, Where
the priﬂas of 1nduatrial producta 1ncreased at least 5C per.cent between l9h5
and 1949.% Moreover, the foreign exohange derived from primary exports is
largely absorded by the industrial areas, where it 1s employed im imporiing
equipment fuel and industrial rav. rmn;er:mloa;.-"3

These trensfers of income as between areas, and as betweon sectors
of economic activity, hav:a certainly contributed toward.a the eoncentration of.
savings and the increase of capital formation in Brazil._ In view of the
low level of national incoms, econnmic deVelopment would, but for these forces,
naturally have to be slower.

There are no indices for the prices of domesti¢ mamufactured articles,
but the cost of living indjces for a workman's family in the city of -
Seo Paulo show an increase of 50 per cent for textiles aad tobaoco, and
en even greater inerease in the coat of furniture and haueehald c¢leanizg
goods, between 1945 and 191L9. .

2/ The trana*‘er may take place even when the izdex of export pricee risas .
paril pucen with the index of domestic mamfactured goods, sinco tha lattor
may benetit. from the. terms -of-  trede through imperts of equipme; t
materials or semi-manufactursd geods, ard fuel. On the other primary
activities in the industrinlized areas of the cmmtry ares in a bet‘ter
posltion to defend the level of their income. * Hence, what is needed is
a study according to regions before the extent of such. transfers can
1.5 gauged »

/APPENDIX A
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APPENDIX A
GAI.CUI.ATION OF TEE PRODUCTION OF GOODS DURING FEE.PERIOD 1945-1950"

Thg_g&d.uction of goods as an index of econdmic development

; .-Bafore. the -growth of an economy can be measured, & more ‘exact and
nore q.otad.led calsulation of the national income ‘than that so far made for A
Brazil 1s required.. ~In-fact, the first scierrtifically prepared ca.lcula.tion
of, Brazil's natiopal incoms was that for 1947, and’ even this has not yet been
fivally vorked out.. However; relatively full data have ‘been publiehed in :
Bmzil for nparly all the branches of the production of goods , a.nd hence a ’
,partia.l daloulation of the gross mational product is possibles | The tota.l of “ )
goods pro&ytoed lmxat not, of course, be confused with the na.tional product sinee '
the latter also includes services. - 8til1, in calculations using merely
approximate data.govering relatively short periods, the error entailed in
usins ‘tha thanges 1in-the produétion 'of goods instead of the changes 1in the
national product would: not necessarily be grea.ter than the error implicit in
a rough estimate. of the national fhcoms.

It 1s a poseible obJection to using the data relating to the
production of goods as & measurs of the changss in the total of the natlonal
produst that the production of servic‘es does not always expand on a par with
the production of goods. Experlence in the industrialized countries shows that,
for instance, during the development stage the production of services expands
at a much higher rate than that of goodss However, it would be a mistake to
essume this to be the gemeral rule. On the contrery, 1t would bo better to:
distinguiah be tween cyclica-l and long-term phenomena. As real per capita o
income 1ncrea.saa from the historical standpoint its rate of expansion tends
to be lower thzm tha.t of demand for certain services, a.nd higher than that of 4
other services. - The services, the demand for which inbreases at-a higher

m‘ce ‘than ree.l 1ncome s Bre. thoae benefited by the. development of: technical‘
ekt),; that.de %o eay, those which reduce thelr costs inm terms of wages. |
But there esx‘e a. num‘ber of other services which d.raw littla or no ajven’ Pge fmm
the inaraasa oi ‘productivity and the:cost of which tends to becomc grsater with
the lnorease of real income,
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e In high-inecme countriee,'services of the: fcrmen category preveil
owlng to a protracted selectiVe process whareby in&ivtdual services are '
progressiVely replaoed by aollectiVe servioee and during which’ peracnal
labour, is gradual],v superseded by mechanical “labours’ Ih unde:‘-da‘mleped
countries, however it may happen that the second : ¢labs . cf 5ervicee acguires
great importance. In these circumstances, during ;the. first stage of deVelopment
many personal services may dieagpear and. the demand for goode 1ncreaee
proportionately.:i’Atrall events, when individual incomes exceed a certain
level, in an advanced etage of deVelopment, the. demanﬁ for servicee increases
more tha.n that for goods. ‘

Bewthat ae it may, in the present stage of economic research in
Latin.America it ie difficult to venture beyond the realm of conJecture
when dealing’with this queation.

There ia, hOWever, one otner point which is. of ooneiderable.
eignificance,‘ since the object ie‘to neasure economic development what 1s the
best index to use, that of the production of goode or that of tha national .
product?” What in fact we are seeking to meaeure with the index of the national
prc&uct o better atill with that of national income, 13 thc degree of social
weIl-being.- Yet an’ imprOVement in social well-being, at least over the short :
period, ia not exactly synonymous with economio d.evelopment. Economic .
deVelo:pment 1m_'piiee & notion of increa-sed productivity , . Which in turn inVOlVeB
o either‘increased utilization of equipment per gainfully employed person, or f_ ,
the 1ntroduction of improved technique or of more rational methods of production.
It is posaible that in a country which iedull in an sarly stage of development
social Well-being may lmprove from one year to. the next, ae a result of non- '
productiVeegoVernment services financed out of higher taxes, though in fact.
no real economic development may have occurredo Since a part of the income
abeorbed by the new taxes would have been inVested in productive activities,
there may be a falling off in the rate of development which will be reflected
in the index of production of goods but not in that of the na.tional product. .
This is obvicusly a particular example from uhioh 1t would be unfair to ' '
generalize. Like other problems connected with economic deVelopment ‘this

requings nmore detatled investigation.
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. Anothpr d1fficulty in measuring the rate of Brazil's economic
‘development i’s:'ﬁh‘e existence of an lmportant sector beyond the scope of the
monetary economy, Several attempts have been made to estimate the relative
mporta.nce o:‘ thia sectar, but to admit them as fact would ’oe to widen the
margin of error in what ;ls in a.n;v case a mere rough estimate. Still the
sector which ha.s not as yet been imorporated, in the monetary economy 15
nevertheless being progressivel;y' abaorbed by 1%, whioh sv..ggests that a part
(though it is hardly perceptible from year to year) of the increase in the
- production of goods 1s fictitious.

Galculation of the production of goods

=~ The value of the production of goods in the follwing sectors has heen
calculated at constant prices: (a) agriculture, (b) livestock, (c) forest
products other than wood, (d) mining and (e) manufacturing and building. .
The series  of values at constant pricea were.pbtained by multiplying the
values of;the base year (L947) by the respective quantum indicess |
(a) Agriculture - The index for the quan’cum‘of_.ggriéuli;ural production vas
welghted by the 1347 producer prices and includee the following 30 products:
pinea.pples, alfalfa, ginned cotton, gerlic,greupd mute, rice, oats, bananae‘,;
sweeL-potatoes, potatoes, «cacao, coffee, sugar cane, cotton geed, barley, rye,
- tew, cocomuts, broad beans, beans, tobaccd leaf, oranges, .caster-oil seeds, . .
f‘ma;on,-mj’;Ze, tomatoes, wheat,. tung oil, and grape-a.-]-fﬁ " The following index
ghowa the quantum and:the value of agricultural production at constgnt prices

- Agricultural production

Years- _Quantum 1ndex-/ . Value in millions of
— — .gruzeiros,at 1947 prices
1945 R - T 26,849
A6 99.5 29,293
1947 £ 100.0 ) ég,m@
148 | 103.9 30,588
1949 110.4 32,502
19562/  u6y 34,356

a/ Pro\risional d.a.ta.
b Weighted by l9l+"{ producer prices. \

1/ _Basic data supplied by the Production Statistics Service of the Ministry
' of Agritulture.

fb)~'L1ve§tbqkf-
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(b)  Livestock = The. quaniz:m index for .anipal prodw.;ce wag similarly velghted
by l9h7 producer prices and 1ncludes the following products. : beef pork, o
lamb, goat flesh, cattle nides, piggkins, goat skins, lard, animal fat, ba{:o,n,
“ta.llcw, dairy produge and othere. It vas estimatad tha.t 30 per Cent of the
gross value of animal prod.uce va.s der:wed from the ind.uetrialization thereof,
and therefore only 70 per cent of thie value was taken into account u.nd.er .
livestock.
Apiyal produce

Years - Qu.ant.um / | " Gross value Value 'agdjc.led by Value of
indices- industrialization cattle
— products
- (in millions of cruzeiros at 1947 prices)
1945 8846 9,867 2,860 - 6,907
1946 Gl ol 10,513 3,154 1,359
1947 100.0 11,137 3,381 7,796
1948 107.3 11,950 3,585 . 8,365
1949 111.1 12,373 3,712 8,661
1950-/ S 5.0 L 12, TTT 3,833 8,5uk

&/ Weighted by 1847 producer prices.
b/ . Estimated.

(s) Forest products other than Wood - The quantum index for forest products
other than wood was calculated in'the same manner as the preceding indices and
includes the following products: sisal (agave), btebasst, rubber, carocd, Pard
mts, cernaGbe wax, mite, guerand, guaxinaa, vegetable ivory, Jute, licuri -(wax),
" licuari (shells) oiticica, piassava, timbé roots.

' | Forest nroducts other than wood

Years - " QuBntum ind.ices-/ ' Velue in millions of
 eom— , cruzeiros at 1947 prices
1945 10546 1,40
1946 1031 1,376
AT 100.0. - 1,335
- 1948 107.1 . 1,430
'- 25'19“93{ 1077, 1,438 -
1950P-/ 108.5 1,449

__'/ Weighted by 1947 producer prices.
_/ Estimated.

() Mining
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(a) g;gg;g:-- The index: for mining production waed calculated .as above and
includes‘the following prodiucts: * Mineral waters, asbestos, arsenic, bauxite
beryllium, coal; cassiterite, tin, graphite, marble, mica, iron ore, manganese
ore, enlt and silver.  Gold.production was not.included though during the ‘period
under observeticn it représents 20 per cent of .the total value of mining
production,

Mining production

Years Quantum indices = : jf?&lue in millions of 1947 criuzeiros
k5 96,8 S o

a9vT o 100,0 486

1048 12,7 548

1946 ¥/ 11742 570

1950 ) 121,9 592

8/ Weighted ty l9h7 groducer prices., ' / -

b/ Estimated.

(e)  Menufecturing and building -- Statisticel information in this branchof
production 1s more incomplete than for other sectors, . The ipdex‘of,industriai
production which the Economic Commission for Iotin America of the ﬁnitod Natione
has employed in previous Burver and which are also ased herein, 1s that of )
Conduntura Econémica. This index includes thb‘production of elactricity and

of . coal but does not 1nc1ude building. It cannot therefore strictly be considered
either as an index of industrial production or of manufacturing production.’
However, 1f it is assumed that electric pOWer and coal are contained in the index
ag indirect indicators to make up for the shortage of data relating to 1mportant

. sectors of nanufacturing production, this index muy be accepted as a rough
approximaticm ‘of ‘changes in the quantum of manufacturing production, On the other
hand, this index gives undue nrominence to the share of the textile industry

(50 per cent) though the industry has remained practically stationary during.the
past few years, or may even have decyr.ined since 10k5, It is therefore posoible
that‘ﬁhefindex in question underestiﬁates the yrowth of menufacturing producﬁion
in the -strict sense cf the .term‘;J',If' this 18 the case, the index wsed. Loraia.

&11Y fairi&,
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will fairly closely reflect the changes which have otclrred in manufacturing
and building together since Aduring the past five -years the latter has, to &
certain extent followed tha trend: of the textile Industry.

The value of manufacturing production and building -- treated as
secondary production in this context -- was ca.lcul'ated on the basis of an
estimate made in 1947, based on data obtained by the State Statistical
Departments and by the "Ipg .08 Econdmicos" of the Brezilian Institute of
Geography and Statistice. =~ From this total vhich relates to the gross value
of Industr4al production in i1ts widest sense, the following have been deducted:

1. the gross value of forest products other than wood;

2. the gross valus of mining production, including gold; “and

3. the gross value of animal _produce.

Fmﬁ the mmamder, the valus added was caloulated, this being: taken
at 45 per cent of the gross va.lue. Fmally, 30 per cent of the gross value of
animal produce was added to- this result; ; the details of the caloulation
are given below:

In millions of cruzeiros

Gross value of industrial production of 1947 - 91,113
Minus ‘
Forest products other' than wood 1,335
Mining production 598
Animal produce 11,137
Balance ' 78,043
Value added (45 per cent) 35,119
Plus | - Lo
 Value added to animal produce 3,341,
CTotal o 38,460
SRR

1/ Estudios Economicos Vol, l, No." 1,
Wational Federatlon of Industry, Rio de Jamiro , March 1950.

- /Menufacturing
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Years

19&54

1946
1947
1948
19kg

1950

8/

2

Manufacturing and building ‘industries

Quantum index -

97.3 .

1034

Partly estimated .

100.0
115.1

121.3.

Total value in millions of-

cruzeiros at 1947 prices

37,422 -

39,768
38,460
Lk, 229
45,498
46,652

- .. Based on the calculation of the added value of building which is
contained in Appendix C. the following breakdowh can be made:
“ " Building

Years

S —

1945
1946
1947
1948
1949
1950

(value added)

Manufactures
(value added) .

(in millions of cruzeiros
at 1947 prices)

4,298
5,748
4,901
b, 455
L4,3k2
b,435

33,12k
34,020
33,559
39,774
41,156
k2,217

Yalue of the production of goods - The total value of the production of goods

is obtained by adding the preceding sectors, shown above:

Years Manu+ . Building Agri- Live- Forest - Mining Tthal
facturing culture stock products S
other than
wood
(in m1llions of cruzeiros at 1947 prices) " o
1945 33,124 4,298 - 26,489 6,907 1,410 WTL 72,699
1946 34,020 5,748 29,293 7,359 1,376 470 78,226
1947 33,559 4,901 29,4L40 7,796 1,335 486 77,517
1948 139,774 L,b55 30,588 8,365 1,430 548 85,160
1949 41,156 4,342 32,502 8,661 1,438 570 88,669
1950 &/ k2,217 4,435 34,356 8,944 1,449 592 91,993
&/ Provislonal data

/APPENDIX B
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APPENDIX B
‘ CAIDUEATION oF THE‘AVAIIABILITY OF GOODS

) The apparent volume of available goode ie the algebraio eum of “the
Value of the total production of goode (eee Appendix A) plus the adverse balanoe
of trade. This is naturally an approximation, since the value of production wasg
calculated at producer pricee vhereas: exporte have been estimated at f£,0.b,
prices and importe at ¢.1 f prices., Moreover, exporta are partly drawn from '
stocks carried over from preceding yeers, and, on the other hand, ‘part of the :
production is ueed to form stocks to be uaed within the country or abroad, in
later yeare. ' Accordingly, the figuree of the volume of available goods have
to be corrected to allow for the movement of stocks, We have ‘attempted to make
thig correction ‘in the case of two principal export producte,‘coffee and cotton.
The: ‘date for production, domestic consumption and export, as well &as those relaung
to stock’ movementa of these two produote,=are contained in the following)table.

oK exports and stock movements of coffee
and cotton over the period 19h5-19§0

, Coffee “Cotton :

¥ears . Froduce . Consump=. ’ _<.P533ﬁc- Tansump- pores ., 9%_

- . tlon - tion s tion tion . . o ents

. { thousands of 60 .kilo bagse)- o (Thousands of tomns) = :
1945 13,915 3,032 1h,172 <+ 3,289 - ‘378 . 13k - - 163 . . 81
1946 15,289 3,090 15,505 =~ 3,306 378 143 33  ~-118
947 15,791 3,150 . 14,830 - 2,180 347 133 . 285 - 71
1948 17,291 -3,210 17,bk92 =~ 3,Lk11 320 . 1h4o 259 .= 19
1949 17, 805 3,270 - 19,369 - 4,83k 396 12 . 1ho - 11k
1950 &/ 17,977 3,300 14,800 - 183 k22 . 145 - 125 . 152

E/Partly estimated

- [Note:
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Note: Data relating to production supplied by the Production Statistics
Service of thefMinistry7offAgriculture,”ahd‘expoft~data by the Ecanomic
and Financial Statistical Service of the Finance Ministry, - The data
for the coneumption of coffee were obtained from Conjuntura Eccnomica, =
July l95o end those for cotton consumption were estimated on the basis
'of cloth manufacture."/

In calculating the volume of availeble goods, coffee and cotton
exports made from atocks were 1gnored and the 1ncreaee in these etocke was
added to the value of exporte for the respective year.

Value of coffee and cotton exports during,the period l9h5—1950

(in millions of cruzeiros at l9h7 prices)

S | boffee‘ — . Cotton »

Yéars ‘Export Stock Balance Exporte Stock Balance Total . Total
S - " Move= - ¢ 3 ‘move- . exports  corrections

T e - ments . s ooy oments . T s
1945 7,307 -1 697 - 5,610_ 2,152 1, 060 3 212 19,899 .. ' 19,?62
1946 7,99k - 1,706 6,288 4,616 - 1,§lm 3,072 25,12k 21,874
1947 7,646 - 1,130. 6,516 3,735 < 9297 '2,806 21,982 19,923
19487 ‘9,019 - I,760 7,259 3,385 - 1,034 2,351 21,654 18,860

1949, 09,986~ 2,b9% 7,492 1,829 1,492 3,321 19,668 18,666
1950 7,637 - 6 7,631 1,636 989 13,625 16,738 13,119
Note: The total value of exports has been weighted by 1948 prices. ‘

: The total torrected’ value’ of exports hes been adJusted to the level
of l9h7 prices for the purpose of calculating the volume of available goods.
For this purpoee ve used the current value of total 1947 exports minus ©
exports,drawn from cotton and coffee stocks, and & quantum index of exporteA
corresponding to the corrected total shown in the preceding table.

/Total volume
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Total volume of availeble gbods in the period 1945-1950
(in millions of cruz.eiroé at 1947 prioés)

Years.  Production - Imports Exports a/  Avallability
1945 . 72,699 12,625 . 18,629 66,695
1986 1 78,2026 14,676 21,153 - T1,749
987 77,517 22,789 19,265 81,041
1948 85,160 -18,801 18,24k 85,717
1949 88,669 £ 19,371 18,051 89,989
1950 b/ 91,993 -20,715 16,738 95,970

&/ Corrected to allow for changes in coffee and cotton stocks,
o/ Provisional data,

On the basis .of the totals of evailable goods and of,the.series of
avallable capitel goods, particulers of the calculation of which are given in
Appendix C, an estimate was made of the volume of available consumer goods,

Available consumer and cepitsl gbods during the period 194541950
(in millions of cruzeiros at 1947 prices)

Years Total availlable goods Cepital goods Consumer coods
1945 66,695 12,25k 5k ,441
1946 71,749 18,637 53,112
1947 81,041 21,198 59,843
1948 85,717 18,377 " 67,340
1949 89,989 20,193 69,796
1350 95,970 22,110 73,860

Note: Imported capital goods were estimated at c.i.f. prices, which explains
the difference between this series and that conteined in Appendix C,.

The quantum indices of importse and exports were caleulated on the
basis of 1948 prices, but the totals were adjusted to 1947 prices, The
following table includes the basic indices used in the calculations relating
to forelgn trade. -

/Indices
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Indices of the cuantum of imports and exports and of
the terms of. trade.and the capacity.to import. - Basis
of the weighting: . 1948 prdces. - - ‘
 Quantum EE : Prices

Years = .LV ; C L . Terms of Capacity

Eﬁfortg Exports ‘ Imports .AExports trade  to gmport
1945 100.0 100.0 100.0 " 100.0 100.0 100.0
1646 116.1 126.2 131.5 . '18.0 89.7 113.2
1947 180.4 110.4 149.7 - 156.2 1ok.2 115.1
1948 148.8 108.8 1169.4 1163.6 96.5 105.0
194k9 153.3 98.8 159.6 | 167.7 105.0  103.7
1950 & 164.0 84.1 133.1 236.2 177k 149.3
&/

—

Notes: .-

Proyisionel date

,’Be';-sic‘, dete from the Toonomic end Financiel Statistical Service of the
‘Ministry of Finence :

/APFENDIX C
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‘ - U PPENDIY C
CALCUL: TION OF THE SUPPLY OF CATIT' L GOODS DURING 19%5-1950

The velue (at constant prices) of the vclume of aveilable goods for
the Termation of capital was calculated as described below: o
&) Duilding. The ‘gross value of civilien building has been estimeted by the
l~uipe de Rende Nacional of the Fundaceo Getuliojvargas at 8;751’thdusand
crugeiros for the year 1947 ;Z The -~uantum indices for bullding were
celculated by the Fcomomic Cormission for Datin Lmerica of the United Nations
on the basls of the date relating to flcor space (buildiﬁg licenszes) in the
ten leddding cities of Brazil-g/. Tt was agsumed, furthermore, thet 56 per cent
of- the gross value 'is ‘velue added In thé“pfocéss‘of construction. Thils filgure ‘
wae obtained by weichtlrg “the ‘fndeéx &F the cost of building orepared by
Conjuntura Econcmice 3/ and elthouch ‘the proportion 1s lowér than that which
emerges  from the daté of the 1940 Industriel census, 1t would eppeer to be more
in keeping with agtual fact. -

Eetimate of ﬁhe*value of buildine,

Yeare - Nuentum indices . Gross value Velue sdded
" (4in'millions of cruzeiros at
S . o 1947 vrices)
1945 ° 87.7 1,675 | b,298 .
1946 117.3 10,265 - 5,7h8.
1947 '~ 100.0 8,751, 4,901
1948 190.9 7,955 b, 455
1949 83.6 7,753 4,3u2
1950 &/ 90.5 7,920 4,435

LY, Partly estimated,.

LRI

3/ Estimetive da Renda Necional do Brasil, Ric, June 1950, page 63.

2/ Boletsn Estatistico (IBGE), Jenuary to March 1950, page 128. . It is .
estimated 'that the area actually buillt up is 20 to 30 per cent lower than
that for which licenses have: been igsued, but-as the data is only used for
comperative purposes, the error is of little significence.

3/ Conjunture Economica, March 1950, page 13.

/o) Production
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b) Production of other capital goods. The value of other capital goods was
calculated on the basis of supplies of ifon,'steel cement and oﬁﬁér basic
materials required in the production of capitel goods, sub Ject to deduction of
the proportion absorbed by buillding.

The .first great difficulty encountered in a calculation of this kind-
is that of establishing a criterion for: prices, since the data relating to
domestic production of steel and cement are given at producer prices and at
import prices, and other seml-manufectured products are aquoted at c}i.f.'pfices.
Since the value of building is given at market prices, the use of producers and
c.1.f, prices naturally leed to under-estimates. It was ‘therefore decided to
teke domestic production of steel and cement at prices quoted in coestwise trede,

which should be more or less equlvalent to wholesale prices. Moreover, 20 per
cent was added to.the c.i.f. price of imported cement and 50 per cent to the '
c.i.f, prices of semi-menufactured metels.” In this way it was attempted to
cover the increment involved by customs teriffs, import and consumer taxes,
transport from the port to the dlstributor end the latter's profits. The
result 1s naturally a somevhat arbitrary average which~may'possiblyiﬁe exaggerated
in the cese of the gbods imported by lerge companies and by the State. HoweVer,
in the case of a large number of products which are handled successively by a
distributor end a retaller and which become llable to sales taxes more/than ongce,
the result is possibly an under-estimate. The tax levied on cement ie lower
because of the import privileges grantedlfor this product and because of the
price control to whlch it has been eubjééted. As there are'no direct data
relating to the consumption of iron, steel and cement in civilien building, this
consumption was estimated on the basis of the aforesald cost of building index,
According to this index, the cost of cement accounts for 6 per cent of the
final value of the building (minus the land) and iron for 4 per cent. Bathroom
installetions account for 6 per cent and kitchen fittings for 8 per cent. For
the purpose of estimating the use of iron and steel in these installations, it
wvas assumed that the proportion of these materlals cantained in the finel value
of building 4»n Brazil is about 10 per cent. The following estimate of the use
of iron, ateel and cement in building also contains figures of the totsl supply -
of these products and the remsinder thereof available for use In other industries
producing capital goods: ' .
' v /Iron and
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. Iron amd Steel | o Cement
Years = Total Consumption ﬁémainder fotal Consumption Romainder

 supply 1n ‘civilian t supply in building
af v buidding -
(in.millions of ¢ruzeiros ot 19h7 prices)

1985 . 1,252 . 768 L8h T46 b6l 285
196 . 2,082 1,027 1,055 - 86k 66 a8
k7 2, hqs . 875 S 620 . . . 920 525 395
1948 . .2)282 79 . 1,486 l 069 k77 592
104 2,894 775 2,119 1,285 L5 81
1950 3476 ¢ - 792 2,687 1 ;25h - 475 779

_/ So far as imports are concerned, only iron and steel for building,purpoees have
been included.

If the imports of: 1ron and steel not 1nc1uded herein, and also imports
of other besic metals, are added to the remainder of the iron and steel shown
above plus4tﬁe remainder of the supply of cement, the total value of semi-
manufactured basic products used in capital goods industries other then civilian
building will be obtained, Finally it vas assumed that the price of iron and
steel 1s doubled with procesqingl', end thet the‘pfice of cement is trebled in
public works. It was thus possible to estimate the value of the production of
capital goods other than building

Yoers ‘Basic metals absorbed Value @dded to ' Cement - Value © Total
by engineering - . metals by = used in edded to
_ industries enginesring public cement
o ' industries -+ works :

(in millions of cruzeiros at 1947 prices)

1945 1,309 1,309 285 510 3,463
1946 2,365 2,365 248 46 5,7k
1947 2,829 2,629 395 790 6,843
1948 2,071 2,071 592 1,184 5,918 -
1949 3,301 3,301 781 1,562 8,945
1950 3,860 N 3,860 779 1,558 10,057

_/ According to the Industrial Census of 19k0, the value added by the

engineering industry was 90 per cent of the value of rew materials ‘not’
including sources of power.

» ;/é) Imgorts ,
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c) Impofts of capital good8. The quantum of imported capital goods was
1
weighted by 1948 prices, but the grand total was calculated at’ 19&7 prices.

Durable consumer goods. are not included in this category. The c.1.f. prices of
finished capital goods have been increased by 50 per cent for the reasons given
above, Imported capital goods vwhich enter the country in the form of building
meteriels are regarded as heving been included in the category of "building' and
those imported in the form of other semi-menufactured or raw materials are
treated as included in the category of “"domestic production of other cdpital
goods". Below are shown the data for imports of the three groups of capital goods
imports, at c¢.1.f, prices. to which no increment has been- added.

Years Finiched | Building Semi~-manufactured
i products : nmaterials -and raw materiels Total
T (1nmiIlIons of cruzleros &t 1947 prices)
1945 1,636 510 . 550 2,696
1946 3,728 85 81 5,386
1947 6,497 979 806 . 8,282
1948 4,885 . 571 3% 5,86
1949 4,214 680 788 . 5,682
1950 4,799 550 82 6,13

4) Total supply of capital goods, The total supply of capitel goods is made up
of the following three items: (&) building, (b) domestic production of other
cepital goods, and (c) imports of finished capital goods as shown below:

Gross value ’ Production of . Imports of

Years of building other capital.. finish7d capital

o gooda ~ goods~ Total

, (in millions of cruzeiros at 1047 prices)

1945 7,675 3,463 N 2,454 13,602
1946 10,265 5,474 5,591 ' 21,330
1947 8,751 6,843 9,75 25,339
1948 . 7,955 - 5,98 7,327 21,300
1949 y 7,753 8,945 6,321 23,019
1950 b 7,920 10,057 7,199 © 25,176 -

g/ Cul.fe prices increased by 50 per cent.
B/ Provisional data.

do
1/ Brazilian import statistics/ not include the total of the capital goods

entering the country but only those which pass through the customs., Many ships
and aeroplanes acquired abroad ere thus not included in these data,
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On the basis of the comprehenei?é data, an.attempt has been made to
estimate the distribution of these gocds among private and official investors.
In the budget message submitted by the Executive Power to Congress in 1950, an
estimate is made of the total Federal Govermment investments during the period
1939-1950. These flgures were scaled down by the uéé of & combined index of
wholesale prices and the cost of living (weiéhts’é'and:l,;espectivgly)

Qovernment -investments

Years At current prices - - Price index At 1947 .prices
(millfons of cruzeiros). , ‘ , v

1945 - 1,223 70.6 1,732
1946 1,121 - 82,5 1,358
1947 2,890 | 100.0 2,89
1948 3,056 1117 - 2,736
1949 5,69 1213 - 4,694
1950 b, 707 & 136.3 3,453

a/ Budget estimate

Private investments were calculated by subtractilon, as heve investments

from private sources in "other activities",

Total Government a/ Privatgvinvestments

Years Investments 1nvestmentu~ Totel ~ Building Other

—_— E—— | activities

‘ (in millions of cruzeiros at 1947 prices)

1945 13,602 1,737 11,870 7,675 h,195 -
1946 21,330 1,358 19,872 10,265 9,607
1947 25,339 2,890  22,4hy 8,751 13,698
1948 21,300 2,736 18,564 7,955 10,609
1949 23.019 I, 69k 18.325 7,753 10,572
1950 25 176 3,453 21.723 7,920 13,803

’ a/ This does not 1nc1ude investments by state governments and municipal
authorities which hovever, -are much smaller than those of the federal.
Government, It should be remembered that theme data relate to investments

which are made by the Government during the ye&r,‘but which sometimes

materlalize only two or three years later, a&s in the case of imports of ships.
These therefore are financial data which are not strictly comparable with the
total since the latter relates to the real supplyvof capitel gdods during the
year. '

| /FINANCIAL
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FINANCIAL AND MONETARY TRFENDS

1.  Public Finance
(a) Structure of the flacal system

'T&xationhand the national revenue. Public {inance 1g one of the mogt
importent factors in Brezilien economic life. The central and local goyernmgnts
(States and municipalities) probebly cqnbribute more then 20 per cent of the
naticnal product.l However, thié éhare dogs not appear.to have increased to any
siénificant extent during the five-year period 19457h9;'at'1¢aat,’not if tex
revenue is accepted es an index of Government activity and the production of.goods

2
ag an Index of the national produvct.=

Table 1. Brazll: Governmeq}é?é?enge from Taxetion comvered
o with the Tof&l Iroduction of Goods, i045-49
(in millione of cruzeiros at 1947 prices)

Year Total Tax Armmual Production of Anmuel

o Revenue igégizggzz goods jigirizzi)
1945 17,400 "' | 72,699

1946 19,800 13.8 78,226 7.6

- 1947 19,700 - 0.5 77,517 - 0.9
1948 19,900 1.0 85,160 9.9
1949 21,800 ‘ 9.5 88,669 h.1
Average ‘ 6.0 ' 5.2

Soufce: Tax revenue date were supplied by the Ministry of Finance and have
' been deflated on the basis of a combined index of vholesale prices

and the cost of living. Data for the production of* goods are given
in Chapter I.

i/ The data on the gross national product given in Chapter I are not strictly

applicable in this case, since they ere based Princlpally on tax revenue
Tigures. According to that estimate the gross national product rose in
1949 to a sum of 173,600 million cruzeiros, Government activity having
contributed 22 per cent of this amount.

‘g/ - The relative importance of Government revenue from other sources is unlikely
to have increased, since in 1947 and 1948 there were budget surpluses, as
against the substantial deficits in the preceding years. On the other hand,

the national product may have expanded at a greater rate than the production
of goods. ' ‘ ‘

/In 1947
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In 1947 and 1948, the Government's share in the formation of the netionsl
iroduct would appear to have decreased, but in 1949 1t recovered its 1945-h8
sosition; a conclusion confirmed by the fact that 1947 and 1948 were the only yeaus
iring this period showing budget surpluses.

‘Tax Jurisdiction. One of theé cliaracteristice of the Brazilisn finerclc’.
system 1s the substantial share of the States in total revenue, which incre:scd
‘rom 33 per cent in 1940 to 36 per cent in 1945 and 39 per cent in 1949. 8o far
18 tax revenue 1s concerned, the shere of the States and municipalities is
practically as large as that of the Federal Govermment.

Tax Jurisdiction is strictly regulated by the Federal. Constitution of
1946. For instance, the export tex, which hed formerly been one of the States'.
srincipel sources of ircome, was limited to & maximum of 5 per cent ad velorem,
vhich could be ralsed to 10 per cent only in exceptional cases, and with the prior
-nd epecific suthorization of thé Federal Senate. .In fact, the State of Sso Paulo,
the Federal'DistriCt and some of the lesser federal units have abolished this tax,
the total yield from which amounted to barely 2 per cent of the value of Brazil's
exports.’ However, the States, whose autondmy was appreciably strengthened by the
1946 Constitution, have the right to fix the rates and other aspects of the taxes
within their Ju‘risdiction; and 1t will be shown below that they have made ample use
of this prerogetive, during the past few years, perticularly in. comnexion with the
taxes on domeetic t“ade. ‘ ;

Municipal budgete are relatively small -- representing barely 10 per cent

of total public expenditure -- and thelr share in fiscal revenue is even smaller.
The fiscal powers of the municipelities are substantially limited to

fizxing taxes on real property and the exercise of certain professions, and texes

of a local nature. In addition, the municipalities receive a share, fired by the-

Constitution, of the total revenue accruing to the Federal Government, particularly

from the income tex.

Budgetary and extra-budgetary finances and finances of autonomous
institutions, Budgetary procedure is less strictly defined. The Federal
Constitution now in force, like thoge of 193k and 1937, provides that the budget’
should be universal, single, annuel and specific, in conformity with the four
clessic rules of French bndgetary law. These seme principles are aﬁplied to the

/State and
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“tate and mnnicipal budgets, all of which are subjected to & falrly substantiel
iegree of uniformity. In practice, however, 1t is found thet the first two
principles -- particularly that of universality -- are fér from being rigorously
sbserved; that 1s to say, the so-called General Budget. of the ﬁnion does not cove:r
w11l the revenue and expenditure of the Federal Government; and the seme epnlies i
2 number of Stetes and municipalities. This, of course, 18 not a peculiarly
irazilian characteristic., Simllar deviations from the standafd procefure may be
oted In other Latin American countries and, in fact, throughout the world, since
the multiplicity of governmentel economic and finencilal activitles and the varlety
f ways in which these activities are organized.make it‘difficult to meet all
xpenditure out of a common fund of revenue (principle of universality), and to
over all types of revenue and expenditure in a. single budget (principle of unity).

‘ Reports on the executlon of -the Federal and State budgets are published
rith remarkable promptitude -- the Federal reporte eppear. four or five months after
- the close of the financlal year -- and offer & general picture of budgetary and
sxtra-budgetary finances. They indlcate that Federal extré-budgetafy expenditure
normally constitutes about 15-20 per cent of the total Federal expendlture, except
when the budget proper shows a deficit; that is to say, when 1t is found necessary
to resort to loans -- which are considered in principle as extra-budgetary sources
~of revenue. The greater part of extra-budgetery expenditure 1s made'up‘of |
Governuent credits for financing crops, especlally of cotton. The Government meets
this temporary expenditure by selling the produce acquired. Wheat Ilmports are
financed 1n a similar manner. ,

In addition to-these operations, which are considered to be extra-
budgetary, there 1s a substantial volume of public'revenue end expenditure
connected with the autonomous institutlons, each of‘ﬁﬁich is required to draw up
its annual budget in advance, and on the b&sis‘ofﬁa’staﬁdard pattérn. The Federal
administration elone now includes sbout fifty of these autonomous bodies scme of
vhich are industrial (the rallways, Lloyd Brasileiro etc.), others finencial
(Savings Benlks), others connected with social services -(Social Security
Institutions), others concerned with economic activities (sugar,=salt,.pine end
other institﬁtionéL and, finally, others concerned with cultural activities.

(universities).

/As & rule
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As a rule these autonomous bodies have their own funds -- Industrial
earnings, members' contributions ete, ~- ‘which are .adecuate to cover their
expenditure. Maﬁy of them are able to show substantial surpluses, but where
deficits occur, they are obliged to turn to the Government which hes appropriated
budgetary funde amounting to several hundreds of millions of cruzeiros for such,
items over the past few yeers. In the 1951 Budget, for instance, 3C0 million

cruzeiros have been earmarked for this'purpose.l

(b) Federal finances
The four principal taxes. The Federal Govermment's finances reflect ‘

Brazil's economic evolution with a reasonable degree of_accuracy. Until 1939,
half of the Federal fiscal revenue‘were,derived'from custams duties on 1mports;”
but the tariff on which these were imposed shows them to have been ihtended rather
as revenue taxes, designed to provide the Government with funds for budgetary
purposes, then as protective duties. Most manufactured producte -- both capital
and consumer goods -- were imported, and it was believed that dutles on them would
provide the most convenient and fair means of meeting public expenditure. After

& sharp decline during the war (ceused by the fall in imports), revenue from this
source has begun to rise again,. though it has not yet recovered its former level.
During the past five years it has supplied from 12 to 15 per cent of the fiscal
revenue and about 10-12 per cent of total revenue. _ ,

‘Since before the war, thanks to the developmeht of_industriél‘ﬁroduction
in Brazil and to the expension of the domestic market, the,mcst important tax in
the Federal fiscal system has been the consumntion.tax, which desnite its somewhat
misleading designation is & charge on the manufacture of industrial products,
levied at the factory itself according to the quant*ty ard, paxticularly, the wvalue
of the merchandise, only export goods being exempt. Government revenue from this
source at present exceeds 6,000 million cruzeiros ennually, thatwis, about
4o per cent of the tax yield and more than 30 per cent of the total budgetary
revenue. -

l/ "Presidential: Message to the National Congress cn the Budeget for 1951.
Supplement to Diarlo do Congresso Nacional (Congressional Recordsf,
" 'No. 83, page IXI T o

/Bince the
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Since the early years of the war, direct taxation has been of the utmost
importance in the Federal finences. Incame tex, which was first levied in 1924
and yet in 1939 ‘contributed no more than 10 per cent of budgetary revenue, today
produces & yield of 5 500 million cruzeiros ‘and is one of the principal sources
of revenue, coming next in importance after the consumption tex.

Private incomes and corporate profits contribute to the total révenie
from income tex in more or less equal proportions: -

The effect of the tex on capital formatlon is attenuated by the fact that
income derived from bearer securities is subJject not to the Progressive tex but
to fixed cherges namely, 6 per cent on government bcnds and 15 per ‘cent on ghares
and debentures. This tax relief enjoyed by bearer securlties has undoubtedly ‘
contributed substantially to the development of corporations in Brezil. Similarly,
the tax on ‘business earnings is comparatively moderate._ Until 1947 it was levied
at a flat rate of 8 per cent but since then progressively graduated retes have
been‘introduced, with a meximum of 15 per cent. Distributed company profits are
taxed only once.

h The fourth importent source of Federal revenus is & mixed tex, pa&d in
various ways, for either administrative or commercial transactions by means of a
stamp.‘ It 1s therefore known as the Stamp Tax (__posto do Selo), All documents
liable to taxation must be stemped with a special stamp, end the revenue thus
obtained goes to Public Health and Education. More than 200 million transactions
.a year are taxed in this way. Though these fees are for the most part'ouite
moderate, thev produce a substantial yield amounting in 1950 to more than l 600

million cruzeiros, or about 8 per cent of the total budget revenue.

In view of its importance, w hich is economic rather then financial
.reference should also be made to a fifth tax: that on transfers of funds abroad.
This tax, instituted Just before the war, was suspended in 1946 but reintroduced
soon after. It conelsts of a 5 per cent ad valorem charge on purchases of forelgn
exchange for import purposes, the payment of services and the settlement of
financlal transactions. Certain essentlal goods, such as coal, petroleum,'wheat
etc. cerry exemption from this tex, which is intended primarily as a supplement‘to
the import duty. It should be remembered that the Brazilian customs tariffs are
speclfic, dutles belng levied according to cuantity, not'value; which means that
in periods of rising prices its economic effects and financlal importance are
inevitably reduced.

‘ /Another tex,



E/CN.12/217/Add.2
Page 131

Another tax, of lesser signiiicance, 1s lmown as the Social Security Tex,
since the yleld from it is used for that purpose, It 1is levied at a rate of
2 per cent on imported goods, which ere thus subJect to & tax of 7 per cent
ad valorem over and above the customs duties property 80~ called

Revenue from industry and property. Desplite the Federal Government's

extenslve economic interests, its revenue from industry and property is quite
limited, representing in all barely 5 per cent of budgetary revenue. Since 1945
revenue from industry has Increased at a slower rate than taxes.

At least one of the reasone for this 1s the fact that many Govermment
operations (including the most vrofitable, like the financing of the cotton crop
during the early post-war years) are extra-budgetary ’

However, the favourable development of a number of mixed enterprises in
which the Federal Government has large holdings is beginning to provide an important
source of revenue. For instance, earnings'from the National Iron and Steel Company
(Compenhia Siderurgica Naclonel), which in 1950 pald a dividend of 8 per cent on
its ordinary shares, have steadily increased.

/Administrative
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Administrative Costs! Between 1945 and 1949, Federal expendi%ure doubled
but effective revenue followed the expenditure curve very closely, ag may be secen
from the following table‘

Table 2, Brazil: Pederal Revenue and Exgenditure

(in millions of crugoivos)

‘Yeerq Revenue Ekpenditure
19k5 8,852- 9,850
1946 11,570 - 1k,203
19kt 13 853 ’ 13,393
1948 15, 699‘ 15,696
‘194kg 17 917" 20,727

Sources The Department of Economic and Financial Stetistics of the Brezilien
Ministry of Finance,

Expenditure 1s carefully classified according to purpose; e,g. personnel
(an everage over the past five years of 38 per cent of total expenditure) and
materiale (12 per cent). The remaining half is shared among services and
charges (26 per cent) -- & complex category, including confractﬁel services and
certain Government services proper -- subsidies, public works appropriafione |
and the purchase of bulldings (i.,e, the bulk of investment) and the service
of the national debt. The two last items will be studied in detall below,

Owing to the form in which the Brazilian budget is drawn up, it is not
always possible to determine the expenditure of a given service with the desirable
accuracy. In most cases expenditure on a particular iltem coincides with the
eppropriation budgeted for the Government department concerned, so that the
appropriations for each Ministry or other Governmental organ reflect, at least in
its general outlines the functlional distribution of public exPenditure. It will
thus be noted that national defence very regularly absorbs 30 per cent or, 1f the
cost of internal security (police and the judiclary) is added, one-third of total
Federal expenditure. Another third geoes to the Ministries concerned with
economic matters (agriculture, transport and communications), and the remaining

/third
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third to a variety of services; _Expenditure on cultural and social items
constitutes only 10 per cent of the totdl, while government administration
pProper -- particularly financial adminlstration and the service of the Public
Debt -- accounts for 18 per cent

Investment In a country like Brazil which 1s undergoing a phase of intense
economic development Government expenditure on capital goods must inev1tably
be high, even 1f the Government limits itself to providing the essentlal
minimm of means of transport and other fundamental services for the use of
private enterprise. .

A recent estimate of Federal expenditure in this category from 1939
to the present showed that over the past decade about 20 per cent of total
expenditure has been applied to purposes which could be defined as investment
In public administration clearly, it is impossible to lay dovn & precise '
dividing line betWeen operating expenditure and investment Many buildings and
durable goods intended for ‘militery purposes (for example airflelds and
aeroplanes which may at _any given moment be turned to productive civilian use)
might be classified as investment ,

Undoubtedly, however there has been a substantial increase in
government investment of & strictly economic order during the past few years
In 1949, investment amounted to 27 5 per cent of total expenditure; '& striking
contrast with the figures for 1945 and 1946 (ll.J and 8 per cent, respectively)
The expansion of governmenc investment in l9h0 wag due to advance implementation
of parts of the SALTE Plan,

c) Statq and Municipal Finances.
Seleg Tax, Much of Brazil's public expenditure, as ‘has already been noted,
is effected through the States whioh also bernefit by an extremely productive

. source of revenue, the Imposto de Vendas e Consipnacoes (Saeles and Consignments

Tax). This is a general turnover tax on all cmmmercial industrial and
agricultural undertakings with the exception of agriculturel emallholdings,
Most products are thus taxed a number of times,

/States
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States have the right to levy the tax on the valus of any product,
the rate being uniform within each State. Up to 1947 the rate applied in the
principal States varied between 1.k and 2 per cent, but owing to the steady
increase in expenditure during the past few years, it has almost everywhere
been faised apﬁreciably, vith the result that in l9h9 the average for Brazil
stood at about 2.5 per cent. In view of its mature, this tex represents & real
burden of between 5 and 6 per cent on eny finished product, For certain
categories of goode, such as textiles, which are texed up to five times at the
various phases of production and distribution, the fiscal burden is considerably
gresater,

It is certain that the Sales Tax not only helps to reise the domestic
price level but also weighe heavily on export prices. It has been estimated
that in 1949 1ts effect on the prices of export’ goods emounted to & total
increase of 877 million cruueiroe, that is;" about 4.3 per cent of the total
value of-exports, L Efforte mede to reducde- the tex have 'all been unsuccessful
since it constitutes one of the States' richest sources of revenue, contributing
about half of their total revenue, In l9h9, the Sales Tax produced a yleld -
of 7,000 million cruzeiros, more than any other source of revenue in Brazil,
Property tax, As in most other countries, property taxes .in Brazil are .
levied by the local governments, Thanks to the activity of the property
market, they provide the States and municipalities with considerable revenue,

The most productive of these sources oOf revenue 1is a sales tax
known as "the tax on the transfer of immovable property inter vivos". (Imposto
de tranemisseo de propriedade imobiliaria inter-vivos). During the post.-war -
period' in spite of some decline in the volume of trensactions, this tai hag
brouemtthe States an annual yield of some 800 million cruzeiros.

. This yleld corresponda to a total valus of property sales amountingﬁto
some 16;000 miliion cruzeiros, e very high figure due to the fact that most
of the transactions taxed are sales of new epartments, generally mede before
the buillding is fully completed. Consequently the '‘sales tex ls to some extent
at leagt a form of tex on the building industry. Since 1947 profits from the
regale of bulldings have been sublect to a Federal Tax of as much as 30 per cent.

EJ Conjuntura Economica, October 1950, page 17

/As against
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Ag against the relatively high taxes levied on the transfer of immavabl
property inter vivos, the tax on transfers mortis causa -- i.,e, the successien
tax -- is still comparatively low, This also is levied by the States, but
yields only a. little more than 200 million cruzeiros annually .

, Expenditure, particularly for inveetment Since ‘the. end of the war, local
government expenditure has increased much more rapidly than that of the Federal

Goverrment, This increase is to some extent due to the expansion of
administrative services, but 1te main cause 1ies in the development of public
works by the States end municipalities.

One of the most important activities of the local governments is
road building. In addition to the funds allocated to them for this purpose
out of a tax on the importation of petroleum products - 60 per cent of the
yield of this tax goes to the local gpvernments, the remainder being retained
by the deeral Government - the State and mnnioipal authorities have disbursed
lerge sums in the past few years for the improvement of road transport the
 State of Sao Paulo being particnlarly prominent in this respect N

Some Ststes also participate actively in economlc affeirs, though as
a rule such operations, like tLose of the Federal Government are effected
" through the Tastitutos, Cases in point are the States of Behie (caceo) and .
Rio Grande do Sul (rice etc.); and there are other similar autonomous agencies,
4) Publ _l.c_a__d'ebt

Foreign meht. Ever since the Declaration of Independence, the public debt
hasg been one of Brezil'e most critical problsms . For long pericos dur ing the
last century, &ni. irdeed up to very recently, foreign credi*s provided the
'only meene of vETTS pak ax by aordlnary, and in gome cages even normel Governmsnt
requirenents ox” Iods nw’ng to the shortage of domw~t1 capltel and the absence

of & Well.v-seilizad dowsasic market for Coverrmsnu seou:ities. ~ On the eve of

. the second World War, Brazil's forelgn debv stvod ag ;ollovs. 156 million pounds
eterling, »3‘ cadliion ULS, dollars, 521 mdl SER e"f- ‘Trarcs (poper), 229
million Fronmq.f*dn;s'(gold} endt 3 miilioa Dusch f1owine. - The szmwel interest
on thi3 eassion: devh Was 5hoL b lOD_mllLion dollars, that e about 20 per cent
of Federal und lccal goverrmsat e*geinﬁture. |

In eddition vo tae proguwes wrich 1t exarciaed on the balance of
rayments, thie po.i‘-ip had wory  alveree offecte on Covermment finences, Since
-interest om the furelign debr had to be paild in fcreign erchangs, the frequent
fall in the rete of exchenge of the milreils was equivalent to an increase in
GovernmentAexpenditure.
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After & mumber of attempts, a satisfectory solution to this problem
was finally achieved during the war In November 1943 the Brazilian Government
signed an agreement with its British and United States creditors under which 1t
offered holders of Brazilien bonda immediate’ redemption‘of a substantial part
of thelr holdihgs in return for which the.total amount of the debt was written
down end the rate of interest reduced. ‘ The yedemption period for holdings
of creditors who would not accept this proposal was extended to thirty years,
end the rates of interest drasticelly reduced. Many creditors opted for
the former solution, known as "Plan B", with the result that the total amount
of the Brezilian foreign debt was reduced by about one-third and the cost of
service of the deWt by about two-thtrds. . '

v In 1946, by egreement with the French creditors, the franc debt was
redegmed immediately and in full by payment of 19,3 million dollars.

‘ As a result of these agreements, Government expenditure for service
of the forelgn debt (intérest and amortization) was reduced to about 33 million
dollars (some 600 million cruzeiros), The devaluation of the pound sterling was
another favourable development for Brazilian Goverrment finances; end to add
to this, the improvement in trade has enabled the Government to effect repeated
unscheduled amortizations, The most important such trensaction took place
in April 1950, when the Brazilien Government used 15,2 million pounds out of
its blocked sterling reserves to pay off at par forelgn bende in that currehcy.

~ Ae a result of these operations, the foreign debt now stands at less

than one.half of its 1939 figure. On December 31, 1949, the total value of
bonde in circulation amounted to 72.5 million pounds sterling, and 164 million
dollars .- that 1s, 6.8 thousand million cruzeiros, About 60 per cent of ‘this
* total repreosents Federal debt, and in addition the Federal Government has
guaranteed all bonds under "Plan B",

Forelgn debt service accounted for a total of 320 million cruzeiroe
in the 1950 Federal budget and 120 million cruzerios in the State budgetes,
representing 1.4 per cent of the total budgeted Federal expenditure and less
“than 1 per sent of total State expenditure,

,/COﬂaqlidated
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Consplidated imternal debt., The consolidated internal debt has never presented
a very great problem for Brazil's public finances,since the fall in fhe

" purchasging power of the national currency has raduceg the cost of debt service,
vhich in eny case is limited, as far as the Federal debt is concermed, fd‘

payment of interest. Moreover, the very restricted capital market for
Covernment bonds, has prevented any excessive increase in the debt.

Tn 1940 the Federal consolidated internal debt amounted to 6.2
thousand million cruzeiros. With the War Bond issBue -- totalling 4.3 thousand
nillion cruzeiros -- the debt had reached a total of 10 thousand million .
cruzeiros in 1946, and has since remained at abdout this level, On the eve of
the war the consolidated internal dedt wae equivalent to 1&0 per cent of the
Federal Budget, whereas in 1949 it represented scarcely more than 50 per cent.
However, the relatively high rates of iuterest -- from 5 to 7 per cent per annum =
involve a budgetary appropriation of some 600 million cruzeiros‘(3 per cent of
total expenditure). | |

The position of the local goveruments iu this comnexion is less
favourable. The internal consnlidated debt of the State Governments increased
from 6,5 thousand million cruzeiroe iun 1985 t0 9.1 thousand million in i9h8, the
last year for which full data ave available. Thias increase has probabiy 3
continued in the last two years, despite which the total amount of the debt is
almoet certainly -s#till less than the total amount of the annual State budgets,
and the cost of service is generally less than 8-10 per cent of total expenditure.
Floating Debt. The Federal floating debt shows marked fluctuations, caused
primarily by extra-budgetary operations pre~financed by the Bank of Brazil.

At the end of the war, it stood at about 10,000 million cruzeiros, principally
as a result of Bank of Brazll fimancing of gold purchases by the Federal
Covernment. It subsequently fell to less than 2,000 million cruzeiros, but
has again shown an appreciable rise in recent years thanks to. the eﬁpgnéion
of commercisl transactions (financing of crops, wheatAimports, etc.),zsggthat
by 1949 1t stood at about the same-level as at the close of hostilitiles..

Howgver, the Bank of Brazll hag concluded a number of agreementa .-
which have considerably reduced the cost to the Government of debt service. As
a result thie item, which amounted to.670 million cruzeiros iﬁ.i9h6, had .fallen
ta: 250 millions in 1950,

' /bomgulsoiz'”
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Compulsory loans. On a number of occasions, the .inadeguacy of the:open

capital market has compelled the Federal Govermment to.resort to compulsory loans.
A maJjor part of the ektraor&inary-eXpenﬁiture caused by the war was financed by
thie means. Compulsory subscription to War Bonds was closely linked with the
income tax, but it wae far from constituting a form of supplementary tax, since
War Bouds bear interest at the rate of € per cent per annur and are freely
negotiable.

Another form of compulsory loan was introduced in 1946 when the
balance of trade left & large surplus. In order to lessen the inflationary
effects of the development, exporters were required to purchese treasury bonds
up to 20 per cent of the“value‘offtheir salee; that 1s, on compulsory sale of
the foreign exéhange accrultg - from their exports to the Bank of Brazil, they
received one-fifth of its cruzeiro equivdlent in the form of short-term notes
(120 days), bearing interest at the rate of 3 per ceut per annum.
| The conditions which led to the issue of these notes no longer obtain,
but exporters are still required to subscribe to them, since any final
settlement would involve the Government in coneiderable experditure. ' The total
»,amoﬁnt 6f notes in circuiattop varies with the total volume of exports, but
fluctuates around 1.2 thousand million cruzeiros. A number of pldns for the
solution of this problem are under consideratién.

: Market for government bonds. The various difficulties counnected with the public
“debt may in fact be reduced to a single problem:  that of finding a means to

expand the dpén merket for goverument bonds.

| It is true that there 1is & regular trade in Federal ‘bounds .and bonds
‘iesbed by the principal States on the Brazilian stock exchanges, particularly
that of Rio de Janeiro.. In fact, the volume of such.transactions even exceeds
the trade 1n debentures and shares. However, the public. shows little interest
in’ this category of investment, and the high returns offered on the real estate
market, and in other branches of the capital market, make it -practically
impossible to ‘place new issues of Governmment bonds, except at terms’
incompatible with sound public Ffinances.

: A8 a result of this weak demand, the ‘bulk of goverument bonds are'

quoted on the stock mmrket at well under par, ' Market quotations are
‘virtually independent of the Goverument's financial poesition; a fact which

would seem to indicate that the causes are psychological and traditiomnal.
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‘Since 1945 a Governmment agency, the Superintendencia da Motda e 3o
Crédito {Board of Money and Credit) has been authorized:to conduct open
rarket operations. 'In practice, however, the Government does not enter the
merkét.  Very recently, a unumber of attempts have been made.to improve the marke
for Govermment bonds, but it 1s still too early to ascertain whether these .

efforts are likely to bring about & radical change. .

2. Money and Credit

(a) Monetary policy

’Issue of" paper currency. - Not infreauen+ly the- Brazilian Government has ,een
‘induced to resort to the 1ssue of paper currency iun Order to overcome the

difficulties it has encountered in covering the budgetary deficit and financing
extraordinary expenditure by loauns,

The chronic inflation which indeperdent/ZHRéHtted from ite colontal
periodhis due to the disparity between Federal expenditure and revenue; but it
would be inaccurate to attribute the eyPanslon of the monetary igaue to '
financial policy alone. Clearlv, a country with an annual population growth
of 2 per cent and a steadily increa31nn per capita income requires 8
correspond ing expansion in ite meang of paJmentﬂ [The development of a market
economy in Brazil and especially the decline in barter and its‘replacement by
‘monatary trade, have exerted pressure in the same direction.

. A further factor has also been mentioned - especiallv during the
war -- in exPlanation of the issues of paper currency, namely, the Cl€1ix‘
balance of forelgn trade, the need to finance “the export surplus by Governument
or Bank ,of Brazll credits and the Government purchase, through the Bank of
the foreign exchange derived from such exporte. The extraordlnary accumulation

.. of gold reserves;and forelgn exchange during the war wae almost entirely financed

“by Bank of Brazil credits, and the necessary means of payment were created
largely by issue of paper currency. In this way ll OOO milllon cruZeiros in
foreign exchange were accumulated in the period 1941- l9h5, and of these funds
€,000 million cruzeiros were reconverted to gold, ‘

In- the poet—war pericd there has again been a certain paralleliem
between the balance of trade position and the iesue of paper currency, whenever
the budgetary deficit has not exerted too great a pressure. However, the
‘inadequacy of the data on the balance of-pa&ments makes 1t impossible to
anglyse this problem with any degree of accuracy. L ‘

1/7The daxa on the balance of payments cover ounly 1947 and "1948; see below.
fimilst
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_ Whilst the other causes of moneuary expansion should not be over-
'1ooked *1t must be recognized that Government financial policy continues to be
the fundamental factor. The' following table 1s somewhat instructive in th*s
commexion., It glves comparative data for the budgetary position, the talmace
of trade and thé paper currency issue durlng the poet-war perlod
Table 3. Brazil: Budgetary Position, Balance of Trade, and Issues of Paper.

Currency
(in millions of cruzeiros)
Years Budgetary eurplus (/)  Balance of Trade = - Increase or decrease i:
. or &eficit (=) ’ e ‘ | paper-currency.-issue
C10u6 2,633 5,201 2,959
1947 466 -1,610 - 95
w83 712 1,297
1949 _=2,810 495 - 2,3k9
w9 980 2,38 6,500

- Sources: For the’ budget Contador{é Gezal da Republica (Federal Government

"Auditing Office), for ‘the balanCe of ‘trade, Economic and Financial
Stathtics Servioe of the Minletry of Fimance; for paper currency
1ssue, Amortization Fund.v»

Tt should be noted that théré'h§ve‘béenkbudgﬁt surpluses twice during
the first four years of the:post~War period,'thus making 1t possible to maintain
the paper currencylissue practically unaltered over a pericd of 22 months
(from Jaruary. 19h7ﬁt6'obt6bef'19u8) - & somewhat rare achievement*in Prazilts
monetary and financlal history. The year 1950 is. similar in more than wne ren:
to 1946. When the budget wasg preeented to Congressforapnroval it showed
‘a substantial deficit, which wasvlater reduced by introducing economies. At
the game time, the balance of trade was clearly positivé; "the first six months
showing a credlt balénce-of 1,131 mill;bn.oruzeiros._ Theee two factoro led to
issues amodnting'to over'78O million cruzeiros from January to June.

Between 30 June l9h5 and 30 June 1950 the paper currency issue rose
from 15,438 million to 2k 825 million cruzeiros: an increase of 61 per cent,
which undoubtedly exceede the rice in production and. - the expanéionﬁin “‘the
internal market over the same period.

Deposit’Mohey; The use of deposit money hed increased in Brazil at a relativel;

high rate. Hefore the war it conetituted two-thirde of the total money suppbly,
and thie proportion ‘has increased during the past: decade, ag’ may be‘seen from

the following table: SR
[Table &
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Table 4,  Brezli:  Money supply
{in willions of cruzeircs)
Years and Nole “gaue
months A. Toval B. CGutside - C. Dsmend depcsits D, Total Ratio
banks exclulilng irter- menay D
banlkc deporiice vl A
- ‘ (n+3)

1529-X1T L,o71 3,854 A 7,380 o1,k 2.6
161 G-XIT 5,285 - koo LT : 11,:69 2.23
1042 XIT 6,647 - 5,330 ¢,713 ' 15,023 2,26
194 2-XTT 8,238 6,130 ' 12,595 18,725 2.27
lﬁik"TI 10,981 8,542 15,895 - 28,k37 2.60
Gk N 14,462 11 /52 - 24,047 : 35,709 2.47
17,535 B A 27.169 - h1,k50 2.36
20,494 16,690 £2,837 - b6,557 2,28
20,399 16.85% , 32,256 50,138 2,46
: 21,696 17,733 ' 5 186 53,519 2.49
104G-VI 21,410 17,467 40,093 57,580 2.56
194 9-XIT 2l 045 19,361 - k1,141 60,498 2.52
1950-VI i, 525 20,175 - 46,651 66,326 2.69

" a/ Excluding coin.

Note: Brazllian etastistics on demend deposits, unlike the Intermetional Monstary
Fusd stivizstics, Inciude Feisral Covernmsut deposite. On e basis of “he
IM,Fe cizasifization, ths r,}.o D-A rure from 2,3 in 1936 to 2.33 in June
1950 (ses ntermaticral Firsoodal Stet:gtice, October 1950)

§93;g§: Bank of Brezil, Rosunha g*:qggtgg (Eou“amic Summary), Febiuary and Septem-
“bar 1050,

Dema:d deposits are not nacessarily used as & means of payment, particular
1y in a country like Brezil, where they yield as much as 6 per cent per ennum in
interest. Many deposit sccounts, especielly ths emaller ones, ere in fact a form
of savings end rsmein untouchsd over.long periods. Since the war, howevor, the use
of cheques has spread greetly. In the wholesals tredo they sre virtucllr the sole
means of payment used; on the other hand, little use is made of them in the retail

trade and for payment of weges,

Available date on payments by cheque mske 1t possible to estimate approxi-
mately the rate of circulation of geposit money. At présent some 25 to 30 thousénd
million cruzeiros in cheques are handled monthly by the Clearing Houses, Assuming
thet long-term deposits have an average annual rete of turnover of 1,5 -~ the
stetlstics do not distinguish between the various types of deposits =~ it will be
found that the annual rete of tuyrnover of demand deposits is now 4 to 5, as compared
wvith 3 to 3.5 before and during the wer, The following table shows the post-war
trend:
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Table 5. Brazil: Cheque clearings and twrnover of bank deposits
Millions of cruzeiros Annual . Millione of | cruzciros Annual
Total ?atc of - -Demand ) / ~rate of
Year deposits Cheques . - twmover - deposite Chqugsﬂ twrnov:
1945 45,286 129,650 2.9 30,748 106,943 L35
1946 48,768 165,816 . 3.4 33,486 142,893 b3
1947 51,809 184,272 . 3.6 37,476 162,772 4.3
1948 57,218 20k ;128 3.6 k1057 179,886 B
1949 64,021 24k Lh5 3.8 46,392 218,001 b7

g/ Cn the assumption of an annual rate of turnover of 1.5 for leng- term deposits.

§93£§9: For bank deposits, Fconomic and Financial Statistice Secrvice of the
' Ministry of Finance; for cheque clearings, Bank of Brazil,

The data contalned in the above table cover only cheque clecarings by the
fourteen Clearing Houses which operate in conjunction with the Bank of Brazil, in
the principal commerclal centres of Brezil. Clearing is purely local, and only
selected banks may make use of the évailable facilities. However, & large number
of cheques are cleared by the danks themselves, independently of the Clea.ring
Houses =-- particularly in the case of banks having a considerable number of branche

(v) Banking policy.

-Deposits and loans. . Banking leglelation compels commercial banks to maintain a

reserve, olther in currency or 1n the form of deposits in the bank of Brazil,
equivaleént to 15 per cent of the demend. deposits and 10 per cent of the lonb-turm
deposits held by their custaers. The ‘Bank of Bzazil 1s exempt from thJs ccnditxon
and may use funds deposited by other bdbanks to make lo&ns to the Govsxnmant to
pus;ness wndertekings, or to private perscns., Hence the eguraozqinari;y high
ratio of losns to deposits.
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Table 6. Brazils Bank deposits and Loans

' B (in millions of cruzeiros) ' _
Year and A_.‘Depoe.l ‘9 : 'B. Loeng Percentage ratio ..
month , R L ‘ of B to A
1940-X1I 13,668 - © 12,837 ‘ 9349
1941-XIT 16,532 15,894 96,1
1942-X1I 21,541 18,206 85
1943-XTT 31,570 28,757 9Ll
1944 -XIT . 39,703 40,107 101,0°
1945-XTT 45,286 43,860 96.9
1946-XTT . 43,768 - 45,276 92.8
194 7-XII 51,809 46,539 - 89.8
1948-XT11 57,218 51,309 89.7
1949-VI . 61,721 57,176 92.7"°
1949-XIT 64,026 62,419 97.5
1956-VI . 71,682 ' '09,7h8 | 97.3

‘Sources Economic and Financiel Statiatios Servico of the Ministry of Finance

~ The decline in 'bhe ratio of loans to deposits which mey be noted after
1945 was principally due t0 the creation in February 1945 of the Money and Credit
Board (S (s umrintend@ncia. da Mo%d._q o do Crddito), e government agency responsible
for regulating Jand supsrvising the credit policles of the commercisl benks. Imme-
dlately following its establishment, the Board compelled all benks to deposit with -
it, independently of their existing statutory reserves, emounts equivelent to 8 per

" cent of the demand deposits and: 4 per cent of the long-term deposits held by their
cu.stomers‘ As, however, these restrictions proved incompetible with the demand for
credit the rates of these compulsory ‘deposits were later reduced to 3 per cent and
2 por cent respectively, of which half might be made in government bo_nds. '
A8 in other countries » there 1s a tendency in Brazil for demand depoeits
to expand. ‘The retio of demand deposits to long-tem deposits, after subt:oacting
Govarnment and interbank depositse, rose from l.7 in 1945 to 2.2 in 1950,

/Position
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Position of the Bank of Brazil. An unusual feature of ‘the Brezilien banking system
1s the peculiar position of the Bank of Brezil. :Though from a strictly forﬁal
stendpoint 1t is a commercial bank, organized as a Joint-stock company in which
55.73 per cent of the capital is held by the Governmentl, in practice it enjoye’
meny privileges and fulfils a variety of functions =-- such as exchange control --
which in othsr countries are diecharged by the central benks. It is not, however,
& bank of 1ssue. It operates es a state bank in respect‘of'both asgets and lin-
bilities, about one-third of ite deposits being made by, and aboat one-~ half of 1ts
loans issued to the Federal Government.

The bulk of these governmental credits and debits,‘however, represent
forelgn exchange trensactiona, As of 30 June 1950, Government deposits accounted
for only 1.8 thousand million cruzeiroe and Government loans for 6.9 thousand
million crugeiros of the Benk's total deposits of 33.5 thousand million cruzeiros
and total loane of 34.3 thousend million cruzeiros,

A comperative analysis of these figures shows that the Bank of Brazilts
commercisl activities are extrsmely extensive, far exceeding those of any other .
Brazilian bank. As there are no speciallzed institutions prectically all egricultu-
ral credit, for instance, is hendled by the Bank.of Brazil. Despite the marked
develomment of private banking during the paet ten yeare, the Bank of Brazil has
maintained and even strengthened 1te poeition as a credit establishment serving the
national economy. - It does, in fect, handle about 2 querter of all bank credite
'made to commercial undertakings end private parties.. .

" Table 25 ~ Brazil:: ank loans to the public, | a

; . Zin millions of cruzeiros) ’ Benk of Brazil's por-
Yeaxr . Bgnk of gregi Other banks‘ _ Total centage of total losns
1940 1,693 8,735 10,418 C © 16,3 -
1945 8,830 31,324 © 40,154 . 22,0

1946 8,922 . 30,889 39,811 22.4

1947 9,517 31,995 41,512 22,9

1948 10,653 ) 35,044 ‘ 45,697 . . 23.3

1949 - : 12,918‘ : 39,081 . 51 999 24,8

Note: The credits granted by banks other then the Bank of Brazil 1nc1ude a emall
part of the loans granted to public authorities, particulerly local ‘govern-
ments (by the.end of 1949 the 78 principal Brezilian banks hed granted loans
of this type to the value of 1,346 million cruzeliros).

Sources Bank of Brezil, Resénhas Econdmica, September 1950; Economic and Financial
Statistics Service of the Ministry of Finance, Bank of Brazil.

1/ Banco do Bresil; S A., Memoria de 1949, page 110.

/Blans fox
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. The 1ssue of money, formerly a preroga=
Ydve ‘of the Bank of Brazil, ia at present the exclusive xesponeibility of the
Federal Government, which is fully liable for all monay in cireulstion, tneluding
the old banknotes, a small proportion of which (32 million cruzeiros in 1949) are
"~ 8till in ocirculation. Brazilian money therefore is logally State currency‘ R '_

The technicel process of 1ssue is effected through various channels, the

principal of these being the C arteigg de Redescontos (Rediscount Office) and. tue

Caixa de Mobili;gggo Bancdris (Banking Mobilization Fund), both of which operate in
conJunction with the Bank of Brazil. 25 per cent of the issue is backed bJ gold
end Torelgn exchange held by the Federsl Govornment. Most of the 1ssues made during
the past few ysars have been effected at the request of the Carteigg &e gedesgoggos,
and are. backad by ccmmorcial eecurities, but recently (August-Septamher 1950), as
during the war, they were backed by Treasury Bonds.' The Government itself does not
issue currency for ite owm benefit) vhen need arisee it applies to the Bank of Brazil
which, If 1ts funds prove 1nadequata, draws on tha Qa;&aigg de Redescontos.. This
agency in 1ts turn applies to the National.Treasury (Taaog;g Nacionsl ), the only
-organ authorized to issue paper currency.

The eomplexity. of this procedure has lod to the formulation of a proJect
for the establishment of a bank of issue, Saveral efforts in thie direction had
already been made before the recent world war, but none met with success. The need
for more efficlent control of the oxpansion of nredit gave new impetus o thesé
plans, and 1in 19h7 the ‘Government placed Jbefore the National: Congress, a bill pro-'
viding for the radical reform of the banking syatem. In eddition to the Central

fBank, thia project envisages five other banks, namely & mortgege bank, & rural
bank, - an industrial bank, sn investment bank, end an export/import bank. 50 per .
éent'bf thé'napital of these banks would be contributad by the Government. Though
this plan met with public support, its execution has proved difficult pertly owing
to the scope of the progremme itself, Several counter-proposal were presented to
Congress, and discussion continued until the end of 1950 without leading to any

. |

;/ The téxt of the Government project end of the principel counter-proposals
presented to the Chamber of Deputies will be found in Q crédito e o sistems
bancdrio no Brasil (Credit end Banking System in Brazil), Imprense Neclonal,
Rio de Janeiro, 1948. See also in this connexion the Report of the Joint
Brezil/United States Technicel Commission (Abbink Mission).

[decision
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decision. Since, however, the need for a Centrsl Bank is still Folby it would.
appear useful to summerizé the essential provisions of the proposals under review,

Under the Government's plan, the Centrel Bank's operations would be
‘limited to the 'ssme funotions as those discharged by the federal reserve banks:in
the United States, Save in exceptional caeses, it would not deal direct with private
parties or undertekings other then banks or conduct transactions with the Government
for its own account. However, the Govermment would be credited ennually with g
current account of up to 25 per cent of the total budgeted revenue -- a limit far
higher than that at present in force. The plan embodies no special conditions with
regard to the issue of money, except that the Central Bank would be vequired to
gecure not less than 25 per cent of the paper issué by gold reserves.

" The Centrel Bank's credit control pewers would be wide, and would also
cover investments by social security institutions and sevings benks. The Bank
would be authorized to fik ‘the rates of interest on deposits, discounts; loans,
mértgage notes, rural and industrisl debentures and exchange operations.

The proposals submitted by the members of Congress tend to give the. .
privete banks and other economic groups greetsr welght in the administration of the
" Gentyal Bank. In the main, however, they follow the general lines of the Government
plen, Theré is thus geﬁeral"agreement on the need for reesonably wlde end strict
control of the monetary and benking systems.

Limitation of the rates of interest. .One of the most deliqats.problemé in Brazil's
credit system is the very high prevalling rates of interest; In the case of 6}dinary
bank loans, these vary between 7 and 10 per cent per annum, though the légal maximum
of 12 per cent is often reached. These rates are due nqp only to the great‘demand
for credit, but also to some extent, to inflatlon and the frequent devaluations of

‘Brazilien currency in the past.

/In August
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In Aug&st ‘1950, anticipeting the future Central Bank legislation, which
is to regulate these matters in full detail, the Government introduced an
important maasure. ‘Under Instruction No, 34 issued by the Money and Credit
Board, rates of interest for the verious types of bank deposits were limited to
a scale of 3 to 6 per cént per armum -- representing a very appreciable reduction
of interest on many accounts. Desplte the partial ngture of this %Faeure == due
to the Board's limited powdrs *=« 1t constitutes an innovation which may. heve
far-reaching effects on the credit market.

(c) ILong-term credit. »

Capital issues, The repercussions of the chronic inflation are particularly felt
in the long-term credit market. The problems encountered in floating Government
loans and in finding a market for debentures are similar. Qudctetions on the

Rio de Janeiro and Sao Paulo stock exchanges show that the annuel yileld of first-
claas debentures fluctuates around 8 per cent; yet even at this rate it is
difficult to place new issues., On the domestic capital market, shares have
virtually eclipsed debentures, since variable-incoms securities offer the holder
the dual advantage of sharing the profite of a process of extraordinary develop-
ment and of enjoying the mogt convenlent form of protection against the risks of
monetary depreciation.

The following teble shows the capital issues of corporations with
headquarters at Ric de Janeiro. ‘

Table 8., Brazil: Corporate Capital Issues in Rio de Jepeiro
‘ (millions of cruzeiros)

Year Shares Debentures yTotal . Percentage ratio
B . ' —_— debentuies to total
1942 879 311 1,190 26.1
1943 1,033 54 ¢ 1,187 . - 12,9
194k 1,920 113 2,033 - 75,6
1945 2,029 67 2,096 3.2
1946 1,947 356 s/ 2,303 154
w947 2 115 117 2,132 . B5e5
1948 2,499 Vet 2,770 9.8
1949 1,48k 4 o ug2 . 0.3

a/ Including 200 million cruzeiros issued by & mortgage bank.
Source: ConJjuntura Economica, November l9h7, January 1948, February . 1549

and Februery 1950, ' /The real




B/CN.12/217/Ad4.2
Page 148

The real estata markat. The ‘principal avenue fér fixed incéme investment in

Brazil is urben real estate. This markat has bheen- qtimulated by the.intensive
- new bui]dqu, both of offieces and dwellings, which took placa befere and -
immediately after the war, o
Thws branch of the capital markat is financed in twd ways, i.e, by »
mortgags 3r by the Price Table (Tabala Price) or instalment system, . Ratos of

aterest on mortgages are high, for the same réasén as in phe c§se of dsbenturds.
and mortyase terms relatively shorte It has heen sﬁOWn phap gn 16U cne tLira
of the new mortgages raised in Rio de Jane-ro were for sh@rt‘vérgods‘-— as a rule
+ for only cnedyéar.A Generally speaking rates of‘”ntefeét,on short-term mcrtgases
ore h:gher than‘thosé on:lbngftérﬁ mortgages, an appafent paradox due. to the fact
that ‘n the former case the mortgagora ‘are prédcminantly privéténoart{es whereas
in the latter they are mortgage banks,  insurance comvanies, sav nge banks and
socal sécurﬁty “nstrtutions. - ~The averaze rate of interest in 1949 -n

Ric de Janeiro wasy9“7 per cent.éK

Therizgggfggglg system '8 the most conmon method of;bﬁying agarfﬁen*s.
Normally. fhe purchaser pays 50 per cent’of the price during tuilding, the ‘
remaining half being paid in mogthly Instalments over a period of up to fiTteen
yesars at 9 per cent intarest, Howevex, the system haa a numberiof'formsﬁ varying
with the genefél sconomic sitydtion.”

The number of persons in a position to purchase or rent new apartments
is limited, fwrstlv, by the cost of bullding, now about four times nigher Lhar:
before the war, and secondly, by the freazﬁng of rents in old puildi ngs . mhounh
saturation pbint has by no means besn reached, demand neverthelsas fell cif

slightly from 1947, rising again with the general expansion of business in 1050,

Insurance and 3a¥ings companies. Despite thb ﬁany gaps which still exﬂst in the

-organizat: mn of long-term credit, particularly “n regard to aqricultural mortgaqe
loans, the capital market is solidly backed by the insurance and sav:ngs oompan:ea

’;};panhmas de capitalizagdo): Thess latter operate along s'milar 1ines to the

1nsurance‘¢ompan1ns, with which some of them are closely asgociated.
A% the end of 189, total investment by these two typds of institutiom
amounted to s<me 5, OOO mwlljon cruzeircs. The following tabls shows the

expansion ‘and dlstrjbution of such investtent from 1945 to 19491

1/ Congunturs Fcondmica, January 1950

-

/Iable»g;a
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TableBea Brazil: JInvestment by insurance and savings ccmpanies

{millions of cruze'ros)

Yesar Guaranteed F-xed or variable Real Cash Tetal
loans income securities nroperty devnos:te

1945 693 1.062 540 620 2.715

19L6 1,217 818 873 587 3,517

1947 1121 1.289 1.061 563 L 034

1948 1,565 1,352 1.286 601 L 8ok

1949 1. 728 | 1,390 1 220 700 5,038

Source: Conguntura Fconom:ca March and September l?h?, Apr-1 1950.

The trend of -nvestment since 1945 has increasingly been towards real
rtroperty and loans secured either by real proverty or »y insurance nolicies and
gav 'nes honds, Investment ‘n secur-t-es negotiable on the stock exchangs.
nart-cularly Government securities, const:tuted only 27.6 ver cent of the total
investment in 1949, as against 36.4 ver cemt in 1945 end LO.L4 ver cent -n 1943.

Tc some extent th-a trend is shared by the ca. tal market as a whole,

3 Txchange -cl cy and the Balance cf ayments

{a) Guld and fore gn exchanze.

Croduct on and rice of gold, Vhereas two centur es ase Brazil sun-l-ed aktcut

40 ner cent of the world's 20ld  r duct on, -t ncw £ ures amons the lesser
producers. However roduction -s fa rly re-ular vary ng hetween 4 and 5 t:ns
annually, N ne-tenthe of th's -utput e from a s nyle m ne at 2 deHth of 3 0CO
netres ﬁh’ch has been worked for mcre than a centuvry by a ¥r t-sh ccmpany,
Between 1933 anf 1945 the “raz-l-an Government had a mcno clv of the
dimestic ourchase of +uld, resellng a small cart to process ni. ndhstry and
accumulating e recerve of 52 tons. However, the neculiar conditions ¢f produc-

tion, tosether w th the r-se «f wazges and other costs led t¢ a ser cus or ce

Lroblem. The Goevernment was ©Hl ge 1o way a2 much h” ~her r ce fcr g 1d mmned
the
'n Braz-1l than the current osrice of o0ld of forsian orig n., In 19h5ktherofcro/

mno «ly wag abolished, and n the fcllow ng yvear G vernment gcld turchases
ceased entirely. Thie measure alsc had ant: -"nflaticnary effects s’'nce n

order to buy gold the Government was cbl-ged to -“gsue ~apger currency.

'Gold was
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Gold wags then placed on the o»en market: but_ér‘ceguwere I-xed. by the
Gocvernment, In ordsr to enable domeestic rcduct on to cont:nue, the pr-ce of
domest:c scld has been rassed several t mss, reaching the  cure of P8 cruze ros
cer sramme  that s, .abovt 35 ser cent more than“the orice at wh ch the Bank of
Braz"1 nuys gold at the current rate of exchange of the cruzsiro. Tven th's
cr-ce, however. has heen nsuff:c - ent to offset the constant "ncrease ‘n the ccst
of rreduction

In December 19248 contrrnl of gold pr:ces was abolighed completely. £onoe
then the m’nes have been avthorized to sell 80 ver cent of their out ut at free
market nr-ces but are required tc sell the remaning 20 per cent tc the Bank of
Braz-1 at the off cial nwrice of 20.8176 cruze’ros. U to 31 October 1950, the
Benk of Brazil had in th s way purchaged 1 142 = logrammes of gold. The export

of gol® by private wersons -s still prch brted.

Geld reserves and foreign exchance. The ‘mrrovement 'n fcreign trade during the

var enabled the Government to make substantial add<t-ons tc “ts zcld reserve
wh'ch unt 1 then had been accumulated almest exclusively out of the domest-c
outout. The gold reserve expanded from 35 tons 'n 1939 to 315 tons “n 17046
258 tens of th's :ncrease of 280 tons hav-ns heen bought abroad The ‘ncrement
would have been even greater, however +f the Froviejonal Government of Novemwber
1945 had not decided t. offer zold tc a value of 300 m*1ll on cruze rrs for —ubl ¢
gale at a price of 25.25 cruzeiros -er gramme, thus reduc:iny the Government
reserve by almost 12 tns.

But for th's traneact ocn the reeesrves accumulated durinc the war
have been ma ntaned -“ntact, the only reduction being Aue to the transfer to
the International Monetary Fund of 25 per cent of Brazil's quota. an ¢ erat on
which, ‘n September 1948 ‘nvolved a decrease n the gold reserve of some 33,312
1logrammes, at a value ¢f 37.5 m 1lion dollare (694 will-on cruzeircs).

Since then the Government gcld regerve has not changed. 4 tctal of
281,570 k:logrammes s depos ted ‘n the Benlk of Brazil figur ng in the balance
sheet at a value of 6,403 milli«n cruzeiros. The foreign exchange reserve has
also var:ed little bhetween 1945 and 1949. Thre fcllow:ngy table shows the

var atione in total gold and fore:nn exchange reserves aince 1940:
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Table 9, Brazil:  Gold and Forelgn Exchange: Reserves in
the National Treasury

" Year (end - (millions of cruzeiros)
of Decemher - ‘gglg A Foreign Exchange Total
1950 9ol . 95 1,019
1941 1,320 664 | 1,984
1942 2,24k 2,405 k649
1943 5,103' b 065 - 9,168
19hk 5,628 5,016 10,6M4
19k 7,115, 5,252 12,367
| 1946 7,096 6,847 13,943
1947 - 7,096 6,62l 13,720
1948 . 6,k03 6,470 12,873
9% . . .6,b03 L 6,309 . 12,712

Source: .~ Benk of Biezil

The foreign holdings of all Brazilian banks but the Benk of Brazil have
declined in the past few yeers, . Rising from 100 million cruzeiros earlv in
1ohh to 600 million cruzeiros by the end of 19h5, the deposit balance fell to
50 million in 1949, . This. decrease is due to the measures adopted by the |
Brazilian monetery.authorities with a view to concentrating foreign exchange
resources in the Bank:of Brazil. , o » ‘

1950 proved to be an eventful year for fereign excﬁaﬂge eccounts.

The advance emortization of a large part of‘thebfo:eign sterling debt and the
settlement of the trade dollar debt caused & sﬁarb contrectien dﬁring the first
five months of the year, the National Treasury reserves falling from 6,309 '
million cruzeiros in December 1949 to 2,&72<millloh‘cfugeiros by the end of
Mey 1950. . Thanks.to the favourable trend in the balance of trade, haowever,
half this loss was recovered in the following five months, vBy the ene of
October, the Govermment's foreign exchange reserve. had rieen to h ,237 million
cruzeiros, while bank foreign exchange holdings reeched 200 millions The
foreign trade position suggests that this recovery of forelgn exchange reserves
is likely to continue.

/The_problem
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The problem of the rate of exchange. Given a free market, this rapid increase

in gold reserves and foreign exchange during the war would probebly have led to
a rise in the value of the cruzeiro. However, Brazil's contractual Obligations
to its allies, tOgether with exchange controls, checked eny such trend ‘The
exchange rate of the cruzeiro remained at virtually the same level as the free
market rate of 1940 (19.80 crn}eiros per dollar and 79.90 cruzeiros per pound
sterling). As & result of a glight adJjustment, effected gradually and in very
small fractions, the dollar rate was reduced in 1945 to 19.50 cruzeiros.

Theanks to the excellent balance of payments position, nmo change in the
rate of exchange was necessary. Immediately after the end of the war, however,
much lively debate took place With regard to the problem'of the rate of exchange,

Faced with conflicting opinione, the Government fixed the cruzeiro
exchange rete. in accordance with the Articles of Agreement of the International
Monetary Fund, at 18, 50 cruzeiros per doller, the rate still in force (buying
price 18.38; selling price 18.72 cruzeiros, to which, for meny commercial end
financiel transactionms, & tax of 5 per cent is added) 0fficially this rate
came into force on 1k July 1.9h8. -

I <he followtng year the devaluation of the pound sterling gave rise
to renewed debate on the problem of the rate of exchange. Some thought ves’
given to the 1ntroduction of a multiple rate of exchange with the obJect of
facilitating the export of Brazilian products to those countries which had
devaluated their currency; an argument etrengthened by the unfavoursble position
of Brazil's balance of trede at the time. '

. The Government declded, however, to meintetn the rate of exchange of
the cruzeiro, on the ground that the bulk of Brazil's exports went to countries
which had not devaluated their currenciee ‘and that devaluation of the cruzelro
would be likely to endanger the favourable state of the coffee market --
coffee contributing mere than half of the value of Brazil's total exports, At
the same time a system of combined operations wes introduced which hed the
effect of reducing the pressure of the rate of exchange on certain marginal
exports. ' ' . o o

/b) Exchange control. -



E/CN.12/217/834.2
Page 153 '

() -Exchangs control. -
Convertible and inconvertible currencies.  In the past few years trade polieyv
hag beeri increasingly dominated by the problem of the noney supply. : The . .- =

difference between convertible and inconvertible foreign exchange has fre- .

quently>exerted a decisiVe'influence on importis, particularly on the placing
of orders in certain countries,and has llkewise affected exports,

“" 8o far as Brazil's foreign trade is concerned, this gituation has
been unmistakebly hermful. If the foreign exchange reserves which had been
accumulated by'ihe end of the war had been freely avallable for use, an un-
favourable balence of trade could have been borms without difficulty for a
feirly long perlod. However, 75 per cent of this reserver;/ (90 per cent
by Detember 1947) consisted of inconvertible currency and more than half of
it was held in blocked accounts and was therefore not available for current -
trade transactions.

" The bulk of the'essets in this latter category consisted of sterling
sarned by credit exports by Brezil to Great Britein during the war and in A
l9b6}fl‘1nil§h7 “Brazil's blocked assets in Great Britain smounted to 65 million
pounds sterling. - ' : o - - -

Commercial loans ta France Belgium, Sweden, Demmark, Czechoslovakia,
Argentina and other countries had enabled Brazil to accumulate reservea of
unblocked foreign currencies, but generally epeaking these cen be used only
for ihe'purchase of goods in the debtor countries (compensated currencies).

: " However, Brazil Has teen able to use a substantial part of these
funds for acquiring capital goods. Thus, the supplles essential for the
public works projected in the SALTE Plan -~ petroleum refineries and tankefs
locomotives, etc, ~- were purchased principally in countries where compeneated"
currency accounts were available. By virtue of an agreement signee‘#ith'the("
United Kingdom, & lerge part of the blocked sterling account hes been used for
the edvance amortization of Brazil's foreign debt and the purchase of four h
railvways owned by British companies, The release of another part of the
blocked pound sterling -account enabled Brazil to Elace an order for several"‘
tenkers in British shipyards.

1/ Bank of Brazil Memoria - 1948 -- page 4O.

—/ Report of the Ministry of Finance to the Finance Commission of the
Brazilian Chamber of Deputies, May 1950. /Outstanding
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QCutstanding indebtedness. In 1947 the dollar shortage in Brezil, as in most
cther countries, began to become critical. . The urgent need for Industrial goodn
(which had been difficult to obtain during the war) and the fresezing of sterling .
balances led immediately &fter the wer o heavy Brazilien buying in the

United States. Brazil' 8 trade with the Uhited States in 1947 closed with a
debit balance of 5,761 million cruzeiros. ,

‘ ‘The balaence of trade deficit not only reduced dollar resources, but
also led to delaeys in the payment of imports. A loan of 80 million dollars
granted by the Federal Reserve Bank of New York (and repaid in full in 19%8/49},
provided & temporary solution to these difficulties, and strict cantrol measures,
to which further réference will be made, made 1t possible to reduce the purchase

of less essential goods. Despite these measures the disequilibrium continued,
and towarés}the middlé of 1949, outstanding accounts totalled 175 million dollers.
The solution of this problem was greatly facilitated by the rise in the price of
cdffe%;'exports of which since the second half of 1949, have brought Brazil
substantial dollar surpluses
' Table 10. Brazil: Balance of Trade: between Brazil end the United States .
(millions of cruzeiroa)

Period ﬁrazilian exporte © Brazilian imports -Belance
: (F.O.B.} . (C.I.F.)

1946 7,693 7,583 : + 110,
1967 8,214 13,975 - 561
1948 9,387 10,876 ‘ - 1h89
1949 | 10,117 ' 8,770 ~ C 4 13b7
lst quarter 1949 . 1,98k 3,077 = e 1093
2nd quqryef " 1,970 2,060 ' - 90
3rd quarter " 2,992 2,170 & ko2
hth quarter  'ﬁ 3,571 1,463 + 2108
1st quarter 1950 2,hob 1,186 4+ 1218
end quarter " 2,523 ’<‘l,373 +

"1150°

Source: Economic and Financial Statisetics Service of the Brazilian Ministry
- of Finance.

- [Thanks
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Thanks to.the improvement in its trade balance with the United States,
which for the,period.l July 1949 to 30 Juue 1950 closed with a credit of
4 898 million cruzeiros, Brazil has been able not only to aettle its outstanding .

accounts but also to accumulate substantial dollar reserves.

Forelgn exchange budget. One of the most effective measures applied for the
purpose of restoring balance of trade, particularly with the convertible currency
areas, vas the introdiction 1n July 1948 of a foreign exchange budget

The term’ "budget" 18 perhaps not the most appropriate one, gince in-
actual fact a complete budget showing receipts and payment in foreign exchange
is not compiled. What is done 1s simply to draw up an sdvance plan of expendi- -
ture in convertible currencies. Payments in dollars, escudos and Swiss francs,
which- account ‘for between 60 and 7O per cent of Brazil's total imports, are
budgeted seml-annuslly on the basis of estimeted earnings in convertible currency.
The flgures are tlien readjusted as necessary in accordence with the development
of exports. A certaln quota is set aside for Government ‘expenditurs and
the rest apportioned between eseential—imports and services.

In 1948 and 1949, the limitations of this budget proved far too
restrictive. Non-goverhmental imports ran at 30 million'dollars monthly,
thet 1s, 1ess than half the corresponding expenditure in 1947. The favourable
trend of the balance of trade im 1950 made it possible fo expend imports in

convertible currency.

Import lisencing system., Exchange control has existed in Brazil since before

the war, but meking due allowance for the restrictions of a war economy, it has
been exercised with little rigour or consistency.  For the first two years after
the war imports were virtually unrestricted. '

The deterioration of the balance of trade and the dollar shortage
brought about a need for reform. The first attempt made was to reduce imports
of less essential goods by restricting the corresponding forelgn exchange; but
this method met with little success. Since February 1948, however, all foreign
trade has in theory been subject to a eyetem of 1mport licences. In the cass
of exports, restrictions are limited to exceptionel cages, determined by domestic
market requirements. In 1949, for instance, the exportation of rice, one of '
Brazil's normal exports, was temporarily prohibited. All imports, with the
exception of certain basic and essential products, are subject to licence.

/Goods
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Goods are divided into three grdups: higﬁly egsentlal, relatively essentlal and
marginal . The grenting of import licenced for gooas in this latter category
frequently depends on exports of certain products, i.e. on cpmpenaafion:trade,
vhich in the recent past has assumed considerable importance.

(c) Foreign cepital.
Legal provisions. From the standpoint of exchange, foreign capital invested
in Brazil ie in pfactice subject to the same provisione as importe of highly
essential production goods. The transfer of dividends and interest, up to a
maximum of 8 per cent per annum, is given priority over all other peyments in
forelgn exchenge, and is exempt from the S per cent tax levied on most imports.

The Constitution of 1946 did away with most of the former restrictions
on foreién capital, and the special legislation enacted in that year is,
according to the Report of the Joint Brazil/Uhited States Technical Commission
(Abbink Mission), "relatively liberal" and "liberally administered". Y

Capital which enters Brazil legally, and 1is registered therein, mey
be freely returned to 1ts country of driéin in annual quotas of 20 per cent.
Other foreign capital is subject fo the general exchange control regulations.
It would appear thet the purpose of this differentisal treatment is the prevention
of pseudo-inveatments of "hot money", the sudden and substantial outflows of

which have sometimes seriously endangered the stability of Brazilian currency.

Recent'investments' Deepite the favourable economic conditione, there has been

no great influx of foreign private capital since the var,

Nevertheless, private investmente have increased substantially thanks
to the reinvestment of profits of companies alrea@y eetablished in Brazil. »
Moreover, investments by Uhited.States and interhétional public credit insti-
tutions have partly compensated for the absence of new investment of private
capital

1/ Report of the Joint Brazil-United States Techuical Commission, Department
of State, Washington, 1949, p.176.

/The most
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. The moet impor'tant of 'bhe numeroue 1:rvestmente in ’chie category y wae
the 75 million d.olle.r loan gmnted. 'in l9h9 by ‘bhe Interna.tional Bank for
Reconetruction a.nd, Developemnt to the Bmzilia.n Traction, Light and Power Gompa.n.y,
the’ moet mportant electric power supplier in Brazil.y By 30 September 1950,
Lo’ million d.olle.re of thie loe.n had. been used to buy mteriale for Bra.zilian ‘
Traction plante ;. located in 'bhe vioinity of Rio ‘de Ja.neiro and fn the State of
Sao Paulo.‘ A eme.ll part of this expenditure wig 1n Swies fmnce ’ Canad.ia:n
dollars a.nd. pounde eterling Tn 1950 the’ Inteme.tional Bank for Reconetruction
and. Development granted. a further loa.n of 12 8 million d.ollare to the R
Con;genhia. Hidroeleetrioa. de Saq F&-ancieco (Sa.o Francieco River Valley Eyd.re
slectric Compeny), & new electric ‘pover pa.e.nt owned ‘by the Federal Govenment

The Export-Import Bgnk 1n We.ahington has e.leo inVeeted. le.rge sums in -
Brazil Reference ey firet be md.e toa lean of 25 million dollare granted. to
the ' C mn_g Simwvgma Naciona.l (National Tron and’ Steel Worke), the owners
of ‘thé Volta Reurnda p':mt, o w-h kad previously received. two other’ loans
amounting to & total of k5 il ion dollare from the Bank Recentiy the Export-
Import Bank a.nnounced. a 1ean to the Bre.zilian group of 'bhe Flectric Bond. and -
Share Company which ovns b @lectric ;;Sower Compenies; dnother to the- mi_g
Nacional ds Alce.lie, a. government wndertaking, ancther to a Bahia cement company
and e.nother to a Sao Pauloe re.ilw.y compeny.

Aft.er an abeenee ‘of ten yeéars; , European inveetment - particuIa.rly of
Frenoh, Belgian and. Swiee capital «= has reappeared on ‘the Bra.zilian ma.rlcet

& Though the exact afidunts’ of these imrestmente are not lmown, 1t Booms -

probabIe tﬁat fm'eign oe.pite.l invesiments in Brazilian eeonomy d.uring the Past :
two yeare he.ve reached; '3 a.nd perha.pe eVen exceeded. a total of :OO million d.ol]are

“n

_ .-/Total

1/"1n 1951 this loen ves fncressed to 90 million dollavs.
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Total. foreign capital. A pumber of efforts have been made to. calculate the
totael amount of foreign capital 1nvestﬁd 1n Brazil.  The estimates arrived at.
natyrally vary according. to the criteria. .epd the 'oechnical methode employad.

_ -According to. the Brazilia.n Census of 19110 foreigx capital 1nvestment
in the va.rious _branches. of tha nationa,l e canomy amounted to 6 7 thouaand m:[llion ;
cruzeiros (358 million dollars) diatrihutad 88 . followa- 3 000 million cruzeiroe
in industry, 1.6 thousand ‘million in commerce a.nd 2,1 thousa.nd ‘million 1n
a.griculture. .This estipate d1d. not 1nc1ude tmns;sort and comnunicatione
undertakings, though foreign capltal was at that. time prominﬁnt in tbezsa sectors.
However,.in view of the fact that the present value of moet of the er;terprisee |
coversd by-the census 1s much higher than in 19!40 “the general total must agma‘
fairly well with: former estimatea. .

...The Unlted States Government ;:eneus of 1943 showeﬂ that United States
invea‘aments in Brazil.then emounted .to 335. million QQllare, of* which 236 millions .
consisted of direct investments. - Of these, 68 miliion dollars were in 1ndustry,
59 millions.in trade (including petroleum distribution) 88 millions in public
utilities and- transport, and only 10 millions in sgriculture. |

O It haes begn calculated that British investment, which 1s falling: away -

mar}:adly 1n Brazil, amounted :ta:73-million pounde sterling in 1939 but probably
not more than 60 millions in 19L7.

. &-rocent, 1nvestigation:-|'-/ showed that. at the end of 1948, foreign capital
controlled-366 flrms, with caplital and. resems emounting to k.5 t.hqusand :
million cruzeiros (784 millicn dollars). —However, these figures do 1nd1cate the
actual amount of foreign capltal,. since very often. a company, 1a controlled by .
holders-of :a gmall majority, or even a minority of .the a.tock. Furthermore, lthera
are undoubtedly many undertakings in Brazil financed by foraign capltal but
administered by Brazilian citizens.

Despite differences of detail, the varilous estimates agree by and large
that the total forelgn investment in the Brazilian economy varied betwesn T50 and
1000 million dollars?—/ not allowing for the recent mationallzation of the British -

1/  Conjunture Econdmica, March, April, May and June 1950.

2/  To obtain soms 1dea of the relative importance of this total, 1t is
sufficlent to note that the capital and reserves alone of Brazilian
limited companies amounted 1in 1949 to 53 thousand million cruzeiros
(2.9 thousand m1llion dollars).

/reilvays
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railveys and of the Germa.n, Ttalian and Japa.nese enterprisee sequestra'bed during
the war, some of which have been definitely ‘transferred to the ownership of
domestic capltal.

*{d) ‘Balance of Payments

Movement of Goods arnd Services. The technical study of t_hjv[ International
1/

balance of p'a.ymen‘ts 418 a new branch of re'searchv in Brazil. Of course, the
actual balancing of forelgn exchange incomings and outgoings has always been a '
matter of concern to the Goverrment, and 1ts importance for the national economy
has been regarded as fundamsntal. But the problem has been over-simplified by
reducing the balance to two 1tems, namely, the credit or debit balance of

trade and the service of the foreign public de'bt, private ca.pital movements and
the service of direct foreign inventménts being left out of account. But

these aré precisely the two factors which have frequently upset the 'Ba.lance,
dsepite the almost invariably favoursble tfade position. -

Tn the mbeénce of a.ny other current foreign ezcha.nge earnings, the
trade balarice 1s still the most importent item in Brazills balance of payments.
The amount of the credit trade balance 1s somewhat uncerbain, owing to. the
present manner of publication of trade sta.tistice in Brazil where as 1n most
other countries, the export values are shoim F. O.B. and mport values C.I.F. .
However, ‘thé  baYances of payment compiled by the Internstional Monetary Fund
show import ‘values ‘F. O.B'., thus clearing up this ‘point. Both systema of
calculation a.ra employed in the following tables o

" Table 11. 'Brazil: ‘Balancé of Foreig; Trade
- (mIITIons of cruzelros)

Years Fomig,n tré.de statistics "Goods” ftem of valance of _payments
— . ﬁorts " Imports Balance Credit Debit  Balance
147 T 21,179 22,789 - 1,610 21,400 13,317 2,083
1948 21,697 20,985 4 T2 21,88 16,733 5,15
1949 20,153 20,68 - M5 -8/ -8/ -8

al ﬁot yet pu‘b‘Ifshed

Source' Por foreign trade: Economic and Financiel Statistice Service of the
' Ministry of Finance; for balande of payments: International Momsetary
Fund, Balance of Pa,ymenta Yoarbook 1948 a.nd Breliminary 1949,
pages G et 89g. '

_J_./' See Digesto Economico (Sdéo Paulo), Msy 1950, for pre-war balances of
payments ..~ -Which, however, are technically very imperfect.

/The balance
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The balance of payments data have been a.dgusted to a.llow for the
purchase of ships, differences in exchange rates, trade discounts etc.; but the
discrepancy between the foreign irade and balance of payments ﬂgiu%se is
fundementally attributable to costs of transportation 'of 1mpor1:ed gbod‘s. It
1s calculated that in 1947 this item atood at 3, 465 million and in 1948 at
4,109 million cruzeiros, or 18 and 25 por cent respectively of the F. 0.B. va.lue ‘
of. lmports. ‘ . ) .

) . The cost of ma.ritime tranaport - 1n pra.ctice tha sole means of
tra.nsport used in Brazil's foreign trede .- 1s a factor of fundamental 1mportahce
in Brazil's balance of payments. . Brazil kas not 1051: eight of this fact, and
has made efforts in the course of the la.st few years to expand and modernize its
own merchant fleet, in particular by the, fomation of 8 large ﬂeet of ol
tankers. It may therefore be hoped that within a few years the very heavy
pressure of this item on Brazil's balance of payments may be alleviated. ‘Costs
of other non-financial services heve been ‘re,ducqfd by exchange cvontrols. Thus,
expenditure on foreign travel was reduced £rom 680 million cruzeiros in 1947 to
only 198 millions in 1948, It should be noted, however, that this figure reflects
only the foreign exchange granted for this purpose by the Bank of Bra.zil. In
fact a:large part of actual tourist expenditure has been- financed by other means .

" Pinanclal .services continus to occupy a predominant place in' the
balence of paymente, and like other gervices ghovw a eu’batantial deficit, 1In
1948, service of investments closed with a debit balance of 1 ,906 million
cruzeiros, whilst the :umerest paymants on the forelgn debt amounted to only
311 mill:lon cruzeiros. Clea.rly the actual burden of the service .of private
1nvestments 1s reduced by the reinvestmant of a considerable portion of the
profite accruing from these investments. In 1948, for instence, 740 million
cruzeiros of a total of 1,443 million cruzeiros in profits were thus reinvested.
However, 700 million cruzeiros were actually.’tmnaferred abroad, to which mﬁst
be added the 661 million cruzeiros requimd for the amortization of the public N
debt and other contractua.l payments. Though these latter do in fact constitute
capital movements, they . constitufa a burden smila,r, from the s'bandpoint of
foreign exchange, to that involved in the payment of {ntereste and dividends.

/capital
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Capital Movements. - Capital movements closed .with a ng,it ba.la.nce .- 1.8, 8
net inward inovement S 3, 883 million: bmzeiros in 19157 a.nd 3142 million N
cruzeiros 1n ¥948. - This va.riation is considerably gmater than that of the
balsnce 'of trade, which cloesd vith a deﬁclt of 1, 610 million cruzeiros in
1947 and & ¢redit of 712 millions ‘in 1948.

This difference springs not only from financlal services, vhich in
1948 were higher than in 1947, but also from several éxtmordinary tmnea.ctions,
such as the redemption of part of the 80 million dollar Yoan granted to Brazil
in the preceding year. ‘ There 1s, nevertheless, a considerable difference :which -
st111 remmins to be accounted for, and 1s covered 1n the bé.lp.nce of payments by
"Errars and Omissions". In 1947 this item showed a debit balance of 586 million
cruzeiros; 'vwhich means that appe.rently the et invard movement of capital
exceeded the durrent transactions deficit vhereas in 19108 the net 1nward o
movement of ‘capital failed to cover this deficit, leaving a gap of 739 million
cruzeiros. ‘

Public and Private Transections, Govermment operations 1nvolve 1arge amounts
in the balancé of payments, but in fact these operations are merely 1ntermed1ary
tmnsactions on behalf of private bueineea. ‘

According to Bank of Brazil exchange smtiatics,ll Govermnen‘t )
departments imported goods to the valus of 2,.970 million cruzeiros in 1948 and
2 081( millions in 1649. “Theae 'aubétantia.l sums .- about 10 per éént of the
C.I.F. vdlue &f total iuiporta - cOVver not only materiale purchaeed ’by the
Govermment to meet 1ts own raq’uiremente but also certain prima.ry products -
like wheat .« bought for. resale. ‘

"“According to the same source, the Govenment d1sbureed roreign sxchange
~ to 'the/valiue 'of 1,856 million cruzelros in 1948 and 3 786 milliona in 1949 for
" ungépecified pervices. The more detailed analysia of the ‘ba:l.ance of payments
made by ‘the International Monetary Pund ehowa that Govenmnt expenditure in
1948 on apecific  seervices ’ excluding the eervice of the pu‘bl:lc debt and
relating 'to "lend- Teage™ pa.yment operations, amountbd to cmly 305 mnlion
cruzen‘os, ‘a8 against revenue of 143 million cruzeiroe.

1/ Bank of Brazﬂ Memoria 1949, pa gas 2&6-2&9.

/In the
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. In the Bank of Bmzil éxcha.ngé Btatietics the Govenwnt's
substantial expendituras t’m services“ gro olaseified “in the ba],ance of
pa.yments, principarlly a.s capdtal tra.nsactions Theee include, 1n particular,
the purchese of the’ railroads-and the reaexhption of public dedt which, &s hes
been pointed out, were sffected by/ths Government's sterling e,eeete. These,
therefore, ars eesentially compensated transactione. : o R B
. Private capital tranaactions 'brought a pet {nvard mmement of 2,331
million cruzeiros in 19&7 ‘and of 2, 197 million cruzeiros in 1948, 1In both
'years short-tern tmnsactions predominated though in 19h8 investments and .
reinvestmente amounted to. more ‘then 1, 000 million cruzeiros. _ ,

,:_ Summary and Proapects. The' 19b7 a.nd 191»8 current transactions acoounts .
closed with deficits. : Theee led’ to certa.in difficulties, since forei@ i D
capital 1nvestment vas insufficient to £111 the gap. in order to meet
outstanding commercial debts 1t was thérefore necessei'y to raise short.tern;
bank loans. - . e
. It' may 'be considered however, t.ha-‘b theae difficulties 'have ;:een o
,eliminated. The favoura‘ble development of fereim tre.de from the second -half
of 1949 has made 1t rossidle to repay the conmercial dollar debt, and the
temporary ahortage of other cprrenciee 18 not a serious problem. -0n the,
contra.ry, Brazil holds regerves of- convertible currencies.g; Copoaa

) Though the be.lance of pa.ymants brieﬂy analysed abovs ,- do not e
reﬂect' the preeent poaition, they neverthelesa point to & number.of:factors
of importance both for the present and for the imediate future. . .. .

At the present sta.ge of 1te egonomy, its. technical development and
1ta standa.rd of 1iving, Bra.zil requirea an active trade ba.lance with an ennual -
credit of aome 1.5 %o 2 thouse.nd million cruzeliros, to enable ‘.I,t to cover without
difficulty the inevitable deficit in the be.lance of services. JIf this minlmum. .
credit 'be,la.nce cannot be-achieved, foreign 1nvestmente will e oegential.

It is clear that large inveatmente entering Brazil in the fom of T
gooda reduce the orodit trade ba.la.nce. Save in the caae of loa.ns which are -
purely financial 7 intended - eolely for- the peymeut of services all investmente
of foreign capital are primarily reflected in imports, and even 11’ euch o
investments are of a highly produstive nature, it rmquently ta.kee mny yee.rs
before they have any effect on exports. '''' '






