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ABSTRACT

Veiga, Alberto, Ph.D., Purdue University, August 1974. The Impact
-of Trade Policy on-Brazilian Agriculture, 1946-1967. Major Professor:
G. Edward Schuh.

From- the end Qf World WavaI to the'early 1960's Brazil experienced
industrial growth at a rate it had never attained before. This was in
pért the consequence of an economic polic& directed toward ﬁffering in-
céntives to investment in the industrial sector whicﬂ focused on the
substitution of domestic production for manufactured imports. vThis effort
resulted in sizeable intef—sectoral resource transfers from agriculture,
both directly by proQiding alternative employment for agricultural capital
and labor, and indirectly by'akreallocation of income flows through the
Government intervention in the price system by'means of commercial policy
and domestic pfice controls.

The objective of the research reported in this thesis was to study
the impact of’trade policy on the ggricultural sector of Brazil a#d to
analyée‘some of the implications of these‘policiés‘with réspect to the
contribution of the agricultural sector to the development of the total
economy . 'The.general procedure was based on an analysis of'exchangé
policy and trends in relative prices;'With the émphésis on inter-sectoral
comparisons involving agricultural and manufactured products; The relevant

period under study was 1946-67.
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The analysis éoncerning the trade sector was based on the estima-
tion of differentialé among the prevailingbexchange rates for imports
‘and exports, and the resulting 1953-61 exchange retentions by the Govern¥
ment. With respecﬂ to the impact of policy on agriculture as a whole,
the analysis was focused on the price system by means of estimates of
‘the agriculturé-industfy internal price ratios and implicit exchange rates.
The position of agriculture implied by the ﬁrade policy was studied through
nominallrates of protection which involved an estimate of an "equilibrium"
exchange rate. - N
Thé results obtained showed that during the period 1946-52, when
there was an administered and clearly overvalued exchange rate, agricul-
ture was able to provide a good start to the industrialization effort by
producing a stable flow of low-cost foreign exchange for the importation
of producer capital goods and industrial raw materials. The prevailing
increases in world prices were only partially reflected in the domestic

prices of agricultural products. Hence, the policy was facilitated by

trends in world‘markets.

In 1953-61 multiple exchange>rétes for exports and imports prevailed.
Even éhougﬁ exchange rates were adjusted upward from. time to time they
still were strongly overvalued especially for coffee and cocoa. iarge

differentials between import and export exchange rates permitted the col-

lection by the Government of sizeable earnings which were largely used in
the purchase of surplus coffee. During that period, agricultural prices
were generally declining as compared to manufacturing prices, even after

most exports had been liberated from exchange controls.
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The period 1961467 was characterized by a single export exchange
rate. Expdrts of coffee and cocoa were taxed. Exchange overvaluation
continugd,‘industrial protection increased, and domestic price controls
were stronger. The net result was a larger discrimination againét
agriculture than had prevailed in any of the previous periods.

A separaté ana;ysis dealing with imports of agricultural modern
inputs showed that the Government at first stimulated thedlr use‘through
- import subsidies. Then, during the 1960's barriers were gradually es-—.
tablished in order to’genérate conditions fof the growth of a national
industry. The importance of the.subsidy during the late 1940's and through
;he 1950“3 appears to be more of a political nature ﬁhan of economic sig-

nificance, and by no means off-set the discrimination against exports.




CHAPTER I

PROBLEM FORMULATION AND OBJECTIVES

From the end of World War II to the early 1960's, Brazil experienced
industrial growth at a rate that it had never attained before. lThis was
mainlyvthe resuit of*an‘econémic policy directed toward offering incentives
and motivation to inVeétment in the industrial sector. The bulk of these
incentives were provided for the importation of capi%alvgoods and raw
materials necessary to the maintenance and acceleration of growth. Through
policy measures such as the manipulation of ‘exchange rates, persistent
overvaluation of the currency, import and expoft licensing, discriminatory
.tariffs, export taxes, and.other measures, a considerable amount‘bf govern—
ment-oriented resource allocation and pricing was introduced inté‘the
wbrking of theABrazilian.economic system. This was done under the assump-
tion that eventually, as economics of scale were realizéd and efficiencies
accumulated, the industrial sector could do away with protection ggainst
foreign'competition and ultimately reach ﬁatufity.

Forced-draft induStrializatiqn.in Brazil, induced largely by means
of import substitution,appears to have come about largely as a result of
sizeablg inter-sectoral résource transfers from agriculture. These
;ransfers were effected both directly by offering alternative employment
to agricultural capital and‘lébor,‘and indiféctly by capturiﬁg income»'b

flows, largely by means of cpmmercial'policy tools. This study is




concerned with an'analysis of the impact of trade policy on the agri-

cultural sector Qf_Bfazil and with an anaiysis of some of the implicatioms
‘of these policies With respect to the contribution of the agricultural
sector to the development of the total economy. By way of backgréuna

the present chapter.focuses first - on the behavior of the Brazilian

balance of,payﬁents dﬁring the period of study, 1946-67, and on the
changes observed in frade performance. Then a review is made of the
literature dealing with the. Brazilian approach to iﬁport substitution.

Finally; the research objectives and procedures are presented.

Brazil's Balance of Payments

The perforﬁance of thé‘import and'export sectors of any country is
to a large extent the resultiof the commercial policy>fbllowed'by its
government. Such policy tends to be heavily influenced by the‘country“s
payments situation with the rest of the world.l/ ‘Therefore, as an intro-
duction to the study of the structure of Brazil's foreign trade it will
be useful to begin by examining its balance of payments and its main
aggregates.‘.Iﬁ this context, the theoretical and technical implications
that somewhat limit the use of a givén balance of payments statement
fo:vpurposes‘of economié analysis.will be ignored.g/ What‘matters for
ﬁfesent.purposes is that the relativé pajﬁents situation of a country |

bears upon its decisions with respect to‘policies that may strongly affect

1/

~' Other macroeconomic indicators are also influential on decisions con-
nected with foreign trade. But 'as an independent accounting unit,
the balance of payments can be seen as the convergence point of outside
decisions, reflecting positive or negative influences emanating from
the rest of the economy. '

2/ A good.discussion of these issues is given in Gray (ed.) (1967), especially

the reading "Measurement of a Nation's Balance of Payments', by the

Federal Reserve Bank of St. Louis. 4Also, see Kindleberger (1969).




its trade with the rest of the world as well as its export—- and import-

based econbmic sectors.

In the Brazilian case a generally positive trade balance was often
not sufficient té offset a sizeable amount of remittances abroad. Evi-
dence for this is shown in Table ‘1.l where the main components of tﬁe
Brazilian balaﬁce of payments fo; the éeriod of 1946-68 are presented.
Only in thrée instanées——l952, 1960, and 1962--was the balance of trade
adverse to Brazii;'and these were the years when the higher overall
deficits for the period took place. Curious as it may seem, the policy
reactidns related to these events were quite different. 1In 1953, after
the high import levels of 1951 and 1952 that were stimulated by the Korean
War, the reaction was the intrpduction of a coﬁplex system of exchange
controls with multiple exchange rates, import priorities, and export
taxation. In the early sixties the response to growing deficits was a
simplificatioﬁ of the system and a gradual tendency to stimulate exports
of primary‘ﬁroducts and manufactures.

The main items of the Brazilian balance of payments, other than
imports'and exports, are Services aﬁd Capital'movemepts. The former is
mostiy made up of payments and receipts of services of capi;al (interest,

profits, and dividends), and transpdrtation.éj Services of capital paid

‘abroad substantially increased in the 1960's as compared to the 1950"s,

3/

= Freights and insurance are included as services and therefore are
excluded from imports which are given in FOB terms.
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whereas transportation ﬁayments decreased throughout the 1950's and 1960's
(Table 1.2). These treﬂds,have.been explained as resulting from the
heavy inflow of foreign investment during the 1950's, and from lower
freight rates and increasing participétion of Government-owned ships in
maritime transportation (specially of petroleum).

The itém Aﬁtonomous Capital Movement pictures the international flow
of private and government capital. Its balance situation in Brazil comes
from the interplay of foreign private loans ana investment,and government-—
to~government loans, on the positive side, and debt amor;izations on the
negativé side. In general, the former have surpassed the latter (Table 1.1).
It can be seen that the inflow of private capital increased substantially

Table 1.2. Annual Averages of the Net Balance of the Services Component
: of the Balance of Payments, Brazil, 1947-67.

o
v Annual Average for the Period
Ltem 1947-49 1950-54 1955-59 1960-64 1965-67
———————— US$ Million = = = = = = = =
Returns to Capital - 87 -138,  -128 = -182 -251
Transportation - -136 -173  -111 - 77 - 43
Other’ . =6k - 93 -139 -113 -206

Services . =287 - =409 ~378 =372 ~500

Source: Table 1l.1l. sources.

after 1950, and even more after 1956 when a more decided industrialization
policy was started. But in 1963 this trend reversed itself, coincidental

with an increase in capital remittances (Table 1.2) and with the Government




enactmént of the Law of Profit'Remiftance, whose abjective was to reduce
the outflow of capitdl ééfﬁiées.é/ As a %ésult, the positive balance
of the item "Autonomous Capital_Movément" was strongly reduced and only
an'incréase in the'TradévBaiancé équld offset this effect.éj

The Brazilian balance of payments situation as of 1967 was summarized
by an official government sourdeAas;folloWs: "The foreign exchange gain
from exports is, in the.particulaf case of Brazil, the main source the
country can rely upon in Srder‘to compensate for a rigid import structure
and a highly negative cémppé?ﬁion:of "Services", as well as to provide
bfunds to attend the Cépitalbcommitments ébroad, véry concentrated at‘medium
term, derived from loans to cover preyious balance of payments deficits
and from financing, in currency and eqﬁipment, of specific development
Projects. There are, therefore, visible the'negative effects of reduced
éxpoft receipts on the final results of our transactions with the rest
of the world".&/ |

This statement also applies to most of the preceding period to describe
thebimportan;e of the‘e#port sector, givén the influential variables iﬁb
Brazil's balénce of payments. In the year it was made it was partly
predicted on the failure of ﬁrivéte Eépital td flow back to Brazil imme-
diately after the change in pblicykstahce of 1964 aﬁd 1965. It was what
gave rise to explicit expoft promotion and eprrt-sﬁbsidy in the more

recent period as a means of finahcing a highér rate of growth; This was

in marked contrast to policy in huch of the poét—World War II period.

&/ Law No. 4131 (9/3/62), and Decree 53451 (1/30/64).
£l It should be'noted in passing that the inflow of capital in the
. late 1960's and.early 1970's again increased substantially.

8/ Banco Central do Brasil, (1967), p. 275 (translated by author).




Export Structure

The previous look at the Braziliaﬁ balance of payments showed that
the roie played by its export component has been of the utmost importance
in the development‘of Brazil's import capacity. This point can be made
with data presented in Table»l.l. Prior to 1953 the payments deficit
was mainly the result of increases in imports that came as a consequence
of the restrictiops to trade imposed during World War II, an over-valued
exchange rate,and the threat imposed by the Korean War. From 1948 to 1952
exports made up . 92.5 percent of the credit side of the balance of payments:
This position was mainﬁained thanks to favorable coffeé prices. However,
éftgr 1954, when coffée and cotton ﬁrices Eegan to décline, the share of
exports in the balance Sf payments' credit account was substantiélly»
reduced (averége of 66.7 ﬁercent in 1956—60). This is also explained by
the.increase in credits from serviées and capital investments, but shows,(
at the same time, a relative stagnation in the export sector. The average
for the 1961-66 period of 68.9 percent shows little improvement over the
previous situation.

Agricultural exporté made a decreasing contribution to total exports
durinélthe period 1948-67 (Table 1;3.). In terms of volume, whereas total
expérts‘increasea almost five times,zj ;gricultural exports grew less
-thén'two—fold, the post-1964 périod accbuqting for the most of this change.
As a result the share of agriéulturél as a proportion of total exports
declined from 70.6 percent to 26.8 percen£ in terms of volume.

In'terms of value the»imégct was smaller, but the contribution of

agriculture étill declined. The share of agricultural export dollars Qf

7/

~' This is largely explainedvby an increase in exports of iron ore and other
minerals. : ‘ '
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the total export value declined only from 95.7 percent, in 1948-52,

to 87.3 percent in 19éi—64, and tp'82.95§éfcent in 1965-67:. The fagt
that agriculture was able to provide a stable supply of the foreigﬁ ex-
change peeded to promote imports necessary for industrial growth wasia
major reason for the success of this policy. But the fact that agricul-
ture was unablé to increase, in absoiute terms, ifé dollar contribution
to Brazil during a Zd—YQar period (Table 1.3) is suggestive of the problems
it faced. z

Additional evidence is shown in Table 1.4. The average annual value
of agriéultural and other exports is presented in dollars and deflated
cruzeiros. By either measure the value of agricultural exports had de-
creased, or increased at coméaratively low rates, throughout the 1950's,
whereas the value of 6ther exports had increased substantially. Another
interesting aSpéct is the recovery of agricultural exports after 1961,
partiéularly in the period 1965-67.

| The reason for disérepancies between the dollar and the cruzeiro

series is that while the dollar series réflects the international dollar
pfice effectively paid by the imporﬁers times the quantity purchased,
the cruzeiro series pictures the»quantity sold times the price the exporter
was'paid for his dollar export proceeds.  As a result, changes in‘the treat-
ment given to the export exphange rate would be shown in the correlation‘
or ;he lack thereof betwéen'thé two series. In order to examine this
possibility, the cprrelation coeffiqient between the deflated cruzeiro
and the'dollar time series fdr'agricultural exports was computed for the
perioas 1953-60, 1957-64, and 1961—67, three periods of reaSoﬁably

homogenous trade‘policy (see below). The results obtained were 0.75,
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0.42, and 0.91, respectively. This shows a smaller correlation in the
period when exportS‘wé;eiéraaually 115é;;;éd7fromwdifferéntiél exchange
rates. The 1arges;‘correlation was for the period 1961-67, when ‘most
‘ exporﬁé were already iibérated,and when coffee-~still subject to a diff-
erential treatment%—was téxed at ‘a relativély constant share of ifs export
'proceedé throughgut fhe beriod; |

‘;'To~complement tﬁié analysis, the same procedure was also carried out
for non-agricultural exports. The correlationS'found between-the cruzeiro
and the dollar series were 0.97, 0.97, and 6.93, for 1953-60, 1957-64,
and 1961-67, reépectively.’ This‘result is completely consistent wifﬂ
the hypéthesis of agricultural exports having suffered discrimination from
trade policies during part of the period as compared to non—agricultufal
exports.

Data which permit a more de;ailed consideration ofvagricultural ex-
ports are given in Tables 1.5 and 1.6. Table 1.5 shows that in the second
perioa, 1953-57, raw materials frém the agriculturél‘sector decreased more
in’ﬁeal expoft value than exports of foodstuffs; From’1958—60 to 196l~64
ﬁhis situation was reversed. Table'1.6 shows the reasons for this differ-
ence’in performance. The instability of coffee apdvcotton exports largely
achunt‘for the difference. These froducts, especially coffee, piayed
a.véry.important role in Brazilian cpmmércial‘poiicy‘thfoughout the

industrialization period.

Imports of Agricultural Products

The importance of considering imports of agricultural products is
restricted to the understanding of some policy measures adopted in con-

nection with the export and industrialization policies. These were




Table 1.5. Value and Change in the Deflated Cruzeiro Value of Brazilian
Exports of Foodstuffs and Raw Materials Originated in the
Agricultural Sector, Annual Averages, 1948-52 to 1965-67.

: Foodstﬁffs Raw Materials

Period Value ’ . Change Value Change
(Mill. Cr$) (percent) (Mill. Cr$) (percent)

1948-52 25,657 - 8,803 -

1953-57 24,219 - 5.6 6,849 -21.2

1958-60 19,944 -17.7 6,281 - 8.3

1961-64 18,730 o= 7.1 10,856 72.8

-1965-67 31,238 67.3 11,688 7.7

Source:. Table B-2, and F.G.V.; Conjuntura Economica, index 45.

Table 1.6. Change in the Deflated Cruzeiro Value of Brazilian Exports

of Coffee and Other Foodstuffs, and Cotton and Other Raw

Materials, Annual Averages,. 1948~52 to 1965-67.

) Foodstuffs Raw Materials
Period Coffee - Other .~ Coffee Other

————— = = = == - - -percent - - -~ - = = = = = = - - -
1948-52 - - - -
1953-57 - 8.3 1.3 -28.7 -15.9
1961-64 - 7.8 -2.9 202.5 : 34,2
1965-67 71.5 58.3 ~-15.7 23.4

Source: Table B¥2, and F.G.V., Coanjuntura Economica, index 45.




largely measures directed against iﬁflatiqn and consisted primarily of

facilitating the entry of items of 1imited production or eventual
scarce supply in the country. »Spgcific references to ﬁhese are found
in Chapter II aﬁd Appendix E: |
With regpect to the impdrﬁéﬁce of agricultural imports it should be
noted that, éxéept fqr wheat and a few minor items like codfish and tem-
perate fruits, Brazil was to a large extent éelf4suffigient in its food
needs. Table 1.7 shows ﬁhe ddllar value of wheat and total food imports
as a share of total impoffs. This share was maintained within stable
limits ﬁhroughout the period. Total food imports stood between 12 and 24
percent of total imports, while wheat imports remained from 55 to 73
_ percent of.total food imports; |
‘Brazil's'impoft:substitutidn policy included a desire to reduce the
depeﬁdence on wheat Ilmports. Incentiﬁes for an increasing domestic pro-
ducﬁion of wheat through mandatory purchases of domestic wheat by mills
were establiéﬂed iﬁ Brazil startiﬁg in 1951. At thé same time, special
facilities were extended for its importatidn. This was possible through
a‘strong and costly subsidized pricé policy. Itvhas been estimated that
the aﬁerage subsidy fo wheat consumption as a percent of the opportunity
cost to'Brézil was 23.3 pefcent in 1949-~53, 54.1 percent in 1954—56;

10.4 percent in 1957-63 and -3.8 percent in l964—67.§/

Imports of Agricultural Inputs

As-compared to the standards of the developed countries in. Brazil

does not use modern agricultural inputs in significant proportiomns. . This

8/ Knight, (1971), b, 94, This is a good reference on wheat policy in

Brazil after World War II, especially Chapter 4. The negative subsidy
of -3.8 percent (which actually appears to be for 1965-67 and not as
reported) resulted from greater subsidies to producers in 1965-67.




Table 1.7. Value of Brazilian Imports of Wheat and Total Foodstuffs
as a Share of Total Imports;. 1948 67.

vear Fpodstuffs Total -
Wheat : Total _ Imports

(UsS$Mi1l) (Percent) A(US$Mill) (Percent) (US$Mill)

1948 133.3 - 11.9 - 208.3 18.6 1,121.0
1949 - 123.8 . 11.2 192.6 17.5 1,103.0
1950 109.4 10.1 185.4 17.1 1,085.1
1951 138.5 7.0 245.6 12.4 1,987.1
1952 146.8 7.4 256.3 12.9 1,986.0
1953 164.7 12.5 284.1 21,5 1,318.7
1954 152.5 9.3 . - 247.8 15.2 1,633.5

1955 | 161.7 = 12.4 247.5 18.9 1,306.8 ‘
1956 115.3 9.3 191.9 15.6 1,233.9
1957 107.6 7.2, 1192.8 13.0 1,488.8
1958 116.2 8.6 | 163.6 12.1 1,352.9
1959 131.9 9.6 179.7 13.1 1,374.5
1960 142.7 9.8 © 198.7 13.6 1,462.1
1961 139.5 9.6 ©199.4 13.7 1,460.1
1962 - 161.6 11.0 238.9 16.2 1,475.0
1963 164.9  11.1 .+ 250.7 6.9 1,486.8
1966 210.7  16.7 297.6 23.6 1,263.5
| 1965 137.0 12.5 213.2 19.4 1,096.4
1966 . 172.2 11.5 276.1 18.5 .1,496.2_
1967 184.7 11.1 326.5 . 19.6. 1,667.4
Sourée: Kﬂight (1971), p.’97, and Appendix A.




was even truer in the 1940's and 1950"s, when the bulk of the industri-

alizétionveffort tbok'ﬁiaée.. Duringvthéf~ﬁeriod almost ali fertilizers,
pesticides and agriculturgl machinery used in Brazil were imported.

Froﬁ 1946 to 1967,»imﬁorts of agricultural inputs comprised in
value, about 5 percent of toﬁal iﬁportsm Table 1.8 shows the evolution
of these imports during the relévant.period. The increasing importance
of fertilizers in the total imports of inputs can be noted. It climbed
to a 90.5 percént mark in terms of volume in 1965-67, and to 51.7 percent
'in terms of value.. Qn the other hand, non-fertilizer inputs declined
in absolute terms, both in volume and value.

These trgnds are consistent wiﬁh the directions -followed by Brazilian
trade policy. The fact that, in general; these imports received special
subsidized ekchange ratés and preferential licensing is indicative of
thg Qillingness of the government to reciprocate to-agriculture, given
the negative effects of its e#change policy on exports. For this reason,
attention will be gi&en below to an analysis of the import policy concern-

ing'modern agricultural inputs (Chapter V).

Review-of Literature

:The literature dealing with Brazilian industrialization and its impli-
cétions fof economic developmenﬁ includes a good coverage of the political
and economic facts underlying the process, as well as considerable analysis
of its effects. The emphasis for the most part has been on import substi-
tution. -

The present réview will first elaborate on the conceptual backgrbund
which set the guidelines forvindUStrialiZCioﬁ in Brazil, and on the

political and economic framework which made it possible. A second part
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will deal with the impact of commercial policy on the agricultural
sector and its measurement. For detailed énalysis of import substitution
industrialization and its results the reader is referred to the rele- ‘ ‘

9/ 10/

-vant literature.~

The General Situation

The extent to which Brazilian industrialization was motivated by

a formal political approach or by eventual economic facts is open to
discussion. A review of the rélatéd literature would suggeét that there !
was a cqnceptual framework, but that it could oﬁly be put to work under

the particular economic setting that emerged in Brazil after World War

II. This conceptual framework can be taken more as jhstification for |
tﬁe move rather than as its origin. A good quotation on this point is | w
the followingﬁ , n "

"With very few exceptions, the Latin American countries I
cannot be said to apply a protectionist policy, if by this is
to be understood a systematic body of measures deliberately
designed to permit and encourage the development of certain
industries rationally selected within an over-all framework
of objectives established under a given economic development _
policy. What did and still does exist is protectionism, but £
as the largely indirect result of ad hoc measures, often adopted,
at least initially or during a first stage, as emergency proce=
dures, either in order to solve balance-of-payments problems,

‘or under the pressure of other exogenous factors."ll

A similar view is taken by Bergsman:

"The imposition of the licensing system was principally
a response to a foreign exchange crisis; total imports were

= Two of the most complete background studies of the early process: of
Brazilian industrialization are Luz (1961) and Dean (1971). See b
also Loeb (1957) and Simonsen (1939). For a cross-—sectional analysis {
for the state of Sao Paulo, see Pereira (1957). More general treat-— E
- ments are given by Furtado (1972), and Prado, Jr. (1965). ’ ‘
10/ The main studies dealing with import-substituting industrialization and
its economic impact are United Nations (1964), Baer (1965), Leff (1968),
and Bergsman (1970). Other studies of interest are Lakos (1962), Huddle
(1964), Clark and Wedsskoff (1967), Gudin (1969), and Knight (1970).
See also Kafka (1956), Gudin (1956), Gradin (1958), and Morley (1969).
11/ ‘ o C

~—=' Macario (1964), p. 61.
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to be reduced; and‘restriétions on existing domestic produc-

tion were to be kept to a minimum: . Protection of existing

consumer goods industries was a secondary goal, and growth of

new industries was not an intended result.'2<4

Similarly, the persistént ekcﬁangevovervaluatibn of the 1ate—194d‘s,
can be attributed to the desire io.facilitate imports right after World
War II in order to accommodate the largé accumulated demand for producer
and consumer goods. Other reésons iﬁ the immediaté period were the
fear that a rise in exéhange.iates would contribute to a greater infla-
tion, and the policy of "defending" coffee prices by forcing world prices
up through an overvalued' exchange rate.lé/

Bergsman holds the.view that "policiés which promoted industrializa-
‘tiondid not have significant negative effects oﬁ agriculture. The one
great exception is the discoﬁraging of agricultural eﬁports by exchange
rate policy".ééj His point is that the concern with inflation led to
policies to keep agricultural prices down. '"The over-valued ekchange
rate probably owed its existence at least as much to a desire to keep

15/

- food prices down, as to a desire to industrialize.'-—~

12/ Bergsman, (1970), p. 29.

\ng These points are made by Bergsman (1970) and Leff (1970).

14/ Bergsman (1970), p. 152.

15/ Ibid.
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The theoretical framework to legitimize‘industrialization on
conceptual grounds weg developed paraliei-to early policy decisions,
. but was only completely accepted and‘adopted in Brazil by the mid—1950's,
Previoue to this, protection was mostly extended to industries already
established before and during World War II, and implemented by means of
" controls on imports of products classified as non-essential or luxury
goods, and also in response to‘requests presented by the private sector
in favor of new lines of production. After the mid-1950's a more
deliberate import-substitution policy was implemented leading to a
consistent tariff policy and incentives to specific preferential in—m

dustrial branches.lg

The Conceptual Framework

‘_The main body of the economic thought related to industrialization
in.South America was put formerd by the Economic Commission for Latin
America (ECLA) of the Unlted Nations, based on prinaiples developed by
Raul Prebisch in the l930's and 1940's, and complemented by Hans Slnger.17
What is known as the Preblsch—51nger the31s supports industrialization
in underdeveloped countries ae a means to strengthen their economies

and to become less dependent on the foreign trade sector. This dependence

16/ This position is shared by Bergsman (1970) and Baer (1965). In

this respect, however,“Leff (1970) holds a different view. He
contends that "in allocating...resources, the government had sub-
stantial political autonomy, and could make large allotments to
" the projects which were belleved most likely to promote development,
_to the neglect of 'vested interest' in industry or agriculture"
(p. 57-8), While this might have been true in some instances, his
own analysis does not substantlate a more decided trend before the
m1d—1950 S. :

The basic references are United Nations (1950), and Singer (May
"1950). A major reference on ECLA's position in the early-1960's

and an analysis of the import-~substitution process is United Natlons
(March 1964)




is taken as a major reason for these countries being unable to over-

come some typical proﬁiemé Qf»underdevelopment, such aé a skewed
income distribution and maihténance of a large subsistence agricultural -
Sector.b | |

The external sector is takén as the dynamic sector of the economy
with a large share of GNP generatedAfrom exports and a largé share of
doméstic demand based upon imports. The development of the export seé—
tor resulted in urbanization and in the development of some consumer
goods industries (textiles; clothing, shoes, furniture, etc.) under
low productivity'standardsfr

The Prebisch-Singer thesis considers this as a typical model of
growth "from outside" resulﬁing from an international division of labor
imposed by fhe devgldped economies, and with very limiﬁed'possibilities
of aéhieving development as such. Various reasons for this are suggested.
One is that since the éontrql of ﬁhé‘moét productive resources is in
the hands Of'fhe dynamic, but relatively small, expért sector, income
distribution is necessarily’highly skewed. In addition, this export
sector, which 1s in general Specialized in a few primary products, will
not be able to attain high rates 6f grbwth in the long run because of
the unfavorableﬁtfend_in the termé of trade of primary products as com-
pafed to indust:ial commodities. This trend is largely blamed on the
inelasticity of demand with réépect‘to incéme, which conditions the

18/

absorption of primary products by developed countries.

18/ A detailed reviewvof‘the Prebisch-Singer writings can be found in

Appendix F.
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The combination of the anti—cyclical measures taken t§ cope with
a shortage‘of foreign;féééfves and rising”prices, together with a 1iné
of poli;ical thought oriented toward industrialization, and essentially
discriminative against exports,can easily ekplain the reason why agri-

19/

culture had to pay a substantial price for Brazil's economic growth.—=

Industrialization and Its Impact on Agriculture

The question of wﬁether industrial growth is a desirable development
target for underdeveloped couptries was answered affirmativély by both
Prebisch and Singer;‘ Even in opposition to most ?rgbisch—Singer arguments,
 almost any author who studied the Brazilian case alsq agrees that Brazil
had thevpotential to strive for industrial growth.

The next question is‘whét kind of policies should_Be implemented to
provide the resources needed for.industrial growth. It is obvious that
the existing resource base was largely in the agricultural sector, and
it was only Qﬁtural that some kind of interfsectoral reéource transfer
had to be.effected. Therefore, the conteﬁtion that agriculture was dis-
criminated against by indﬁstrial policy is a relevant one only as it is
concernéd with the extent to which discrimination took place. The ques-
‘tion:is how resource allocation could have been made as to minimize the
bdrdén ;n agriculture, and still get induétrial development, or more
properly, how large was the contribution of agriculture to industrial

growth and how was it used.

52/ The nature of Brazilian agricultural policy on a broader framework
-~ is examined by Smith (1969) and Schuh (1970).. They point to the
strong emphasis on short-term policies as a typical and negative
aspect of Brazil's policy~making. . ~
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This question has been dealt with by a number of authors, but
usually in superfic1a1 terms, since their main interests were the
policy and results of the industrialization drive itself, rather than
i;s-repercussions.' While some. authors could only suggest the existence
of a resource drain from agriculture,gg/ others attempted to produce
some empirical eVidencé.gl/

Bergsman estimates that the maximum devaluation to the free trade
situation would have évefaged 40‘percent forAthe'period 1954-67, and
this would have increased nbn-coffee'exports by the same percentage, or
US$250 million per yeér. But'thisfwould have raised domestic prices of
agricultural products, and the resulting géin in pro&dcersf surplus
would have been offset at least in part by a loss in consumers' surplus.
"Whether the net effect of this would have been good or bad...is a
complex question".gg/

The internal terms of trade between industry and agriculture were
also analyzed by Bergsman for the period 1944-67. He found that:

"the internal terms of trade turned against industry in the
period 1944-48, and remained more or less the same thereafter.
. This is just the opposite of what one would expect. The structure
" of scarcities during and immediately after the war (1944-45) was
- such that industrial prices were unusually high relative to agri-
cultural prices. Unlimited imports at an over-valued exchange
rate in 1946 should have caused industrial prices to drop sharply

relative to agricultural prices. Either this did not happen,
- or the indices did not pick it up. 1In 1947-48, with the imposition

20/
21/
/

See Baer (1966), pp. 161-2, and ‘Leff (1968), Chapter 5.
Bergsman (1970), and Knight (1961).

Bergsman (1970) P 152.




of strict rationing on imports of all manufactured consumer
goods, industrial prices should have risen relative to agri-
cultural prices; the index shows the opposite. As import
substitution in industry proceeded throughout the period up
to the early 1960's,...one would expect a deterioration of
agricultural prices relative to industrial prices; the index
shows constant or slowly rising prices of agriculture rela-
‘tive to industry".23/

A similar result was found by Bergsman when he equated internal to
external terms to trade:

"relative to world prices, the internal terms of trade of

Brazilian agriculture were unusually high in the late 1940's.
Subsequently they have been fluctuating around an average

slightly below the level of 1945-47. These results indicate
that, while there may well have been discrimination against
agriculture in the domestic market, that discrimination're-

mained at a more or less constant 1evel throughout the 1950's
and early 1960"s".24/

As to agricultural inputs, Bergsman pointed out that "fertilizers

25/

‘and tractors were heavily subsidized "= His data show that negative
protection to fertilizers avereged -43 percent'during 1955~64, and was
-10 percent in 1967.

| The same author also made estimates of average exchange rates pre-
‘vailing for noncoffee exports in the period 1946-67. During 12 out of '
the 14 years from 1954 to 1967 the import rate was 2 to 3 times greater
than‘the noncoffee export rate. He.also measured the net nominal.or

ptoduct protection for noncoffee exports and found an implicit export

tax ranging from 24 uercent'to 37 percent in the period 1954-65, and

23/ 1pid., p. 153-5.

24/ Ip1d., p. 156.

25/ Ibid., p. 153. The point that the fertilizer subsidy was to the long-
run advantage of agriculture is contested by Schuh (1970): '"Had the
subsidy taken a different form, there might have been a greater invest-
ment in the local fertilizer industry, and the real price of fertilizer
in Brazil today might well be much lower". (p. 295).




decreasing to 13 percent in 1967.2§/

Knightzzj made siﬁiiaf estimates for four agricultural products:
beef, rice,. soybeans and gcrn. He used two estdmates. of a free éxchange
fate: one was Bergsmanfs,_and_the other his own (parity criterion),
calculated by inflating the 1938 exchange rate of Cr$l7.62/US$ to a
' 1947-67.series. His estimates of an implicit export tax (parity cri-
.terion) show, in géneral, an increasing ;rend from 1947 to 1953, a declin-
ing one from 1954 to 1961, an increase in 1963 and an unstable situation
thereafter. Aiso,according to domestic and international market conditions,
he selected favorable and unfavorable years from the exporters viewpoint.

Knight also made an estiméte of the exchange subsidy extended to
fertilizers during 1955—1967.g§/ He found a subsidy ranging from 30‘perf
cent to 46 percent in 1955-61, a sharp drop in 1962 and variable subsidies

ih_the remaining years, with the lowest level in 1965.

Objectives
‘The gené%al objective of - the research reported in this thesis is
to study the role of trade policy in the process of Brazilian industri-
alizatién and its consequenées for agricultural development. This
general.objective is attained through énalysis of the foliowiﬁg points:
‘ a. The structure and -changes in Brazilian‘exports of agricul-

tural products.

géj.Bergsman; (1970), Chapter 3.

21/ Knight,‘(197l), Chapter 3.

28/ vaight, (1961), pp. 177-80.




b. The mechanism and implications’of Brazil's exchange policy
~as iﬁ concefné’égriculturai expafts.
c. Points (a) and (b) above, as they relate to imporfs of
agricultﬂral inputs.
d. The amounts of, and destinations given to, government income,
~ generated by the sale of export ?roceeds in exchange auctions.
e. The moveménts of effective exchange rates for agricultural
exports and selected import groups.
f. The relationships between domestic and world price changes
for manufactured: and agricultufal products.
g. The relative domeStic'protection given to manufactures as

compared to agricultural products.

’Ceneral Procedures

Previous sections have gtressed the fact that in the Brazilian case
the succesé of an industry-oriented policy founded on import substitution
was'directly“felafea to the performance of the agriculture-based export
sector. An understanding of the partiéular economié setting that made
poésible and effective the ﬁarticipaﬁion of agriculture in the industrial-
ization process is, therefore, of prime importance. Considerable attention
will therefore be given ﬁo presenting a comprehehsive description of the
evoiution of agricultural exporté as related to_comﬁercial policies. The
description will cover a pgribd of two decades starting in the years
immediately following World War II. Similarly,‘attention will be given
to the poiiciés directed té ﬁhg importatién of modern ag;icultural inputs,

which are important assets fostering Brazil's agricultural development.
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The analytical framework will be developed around intersectoral
compatisons'which inv;iﬁé‘exports and iﬁédrts as well as agricultural
Products and manufactureé. Fof this purpose; parameters will be estab-
lished which show'the relétive position of these commodify groups as a
result of the imﬁact,of Braziiiaﬁ trade pélicies for different time periods.
The tools to be used ﬁill include effective and implicit exchange rates,
price indices, and‘thg‘coﬂcepts of'nomihal and effettive protection.

A major part of the reéearch involved fhe collation of data from
diverse sourceé and its synthesis\into meaningfullseries that could be
used for an analysis of‘the'agricﬁltural sector. The sources of these
‘déta are described in Apﬁéndix D, tdéethér with a description of the
pfocedures used in pupting it together for analytical purposes.

An important contfibution of the é£udy is Beiieved to be the considerj
aﬁle amount of data thétzhas been aséemble&.' For this reasén it is in-
cluded in the various appendicés.

. The time'peridd under1é£uay was’divided for analytical purposes
into five phasés which coﬁfeépond té éigﬁificant changes in Brazil's trade
bolidy. These five ph#sesvare:- 1947—53, 1953-57, 1957—61, 1961-64,
and 1964-67.

' The yeér 1947 is considered to be the starting point for more
stringent‘contfols on importé after the liberal éction pursued ih 1946
wiﬁh‘fﬁe exchahge reservéé accumulatéd,during Wbrid War II. ’But the licen-
sing system for most imﬁorﬁs and exports wés only introduced in,Fébruary
1948. ‘This is thé reason'ﬁhy thé‘year:l948'is oftenrﬁsed és a point bf

debarture for analyseé of Brazil's commercial policy. The years 1947




and 1946 are also used for the purpose of showing the‘situatioﬁ previous
to the 1948 policy chﬁﬁges;

The period 1948-57 was characterized by a more dispersive protection
policy, often motivated by balance of payments and inflation ﬁroblems._
There was not a comprehensive tariff éystem and the exchange polity and
‘licensing were the major tools for import and export.control. This
period, however, had two distinct phases: one, up to 1953, under a
single fixed exchange rate that was overvalued and a strong licensing
system; the second, from 1953-57, with multiple exchange rates used to
define import and export priorities. The first phase was mostly under
the Dutra Government (1946-50) and the second under Getulio Vargas and
Cafe Filho (1951-55).

The period 1957-61 is considered by most analysts to be the apogee
of the industrialization drive under a more deliberate guidance. -The
exéhange controls were partly réplaced by a new tariff system and special
incentives wére given to investments of foreign capital. Exports were
put ﬁnder a more liberal exchange system. During most of this third
phase of the industrialization process Brazil was under the Kubitschek
Government (1956-60).

The fourth phase, 1961-64, was characterized by an unstable political
situation, with President Janio Quadros’ resignation in 1961, thé intro-
duction of a Short—iived parliamentary system, and the Goulart Government
(1963-64). The exchange system was substantially modified, towards
further liberalization. The importance of exchange auctions was.reduced.
Most exports Qere freed from exchange controls. The unstable political

environment coincided with a seriously deteriorating economic situation.

. +
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Lagging industrial activity, cohtinuous exchange overvaluation, payments
problems, spiraling iﬁfiatibn, and other Symptoms of econoﬁic depreséion
led to the military take-over of Aﬁril 1964.

The last period, 1964-67, was the beginning of a new phase of
political stability. Hp&éver, only in 1968 was a decided exchange
devaluation policy inaugdrated.v In 1966, the remaining exchange auc-
tions were abolishéd, and substantial changes were introduced in the
tariff system. The year 1967 is taken as the turning point, immediately
before signifiéant changes in Brazil's trade policy took place, and new

. . 2
export incentives were 1ntroduced.—2

29/ A brief review of trade policy since 1967 is presented in Appenf




CHAPTER II

BRAZILTAN EXCHANGE POLICY

IN THE POST-WORLD WAR II PERIOD

In this chapter an attempt is made to present a rather detailed
description of the exchange policy followed by Brazil during the period
1947-67, with emphasis on the export sector. For purposes of a system-
atic presentation, the whole period was divided into its five main
phases as described inAChapter I. This is preceded by a short aescrip-

1/

tion of policy measures immediately after World War II.= The final

sections deal with major departures from the general trade policy.

Previous Developments

-

‘The period immediately following the end of World War II and up
‘until 1947 was one of-adjuétments in the Brazilian economy as a result
of the restrictioﬁs imposed on international trade during the war. At
the time, Brazil was more dependent on agticultural exports than in

later years. In 1947-48 agricultural exports were over lO‘percent of

its domestic income, whereas in 1950-60 this share was less than 6 percent.g/

=" A brief treatment of trade controls in Bra21l durlng World War II
is provided 1n Appendlx E.

Baer (1965) p. 37.




The baiance of'trade‘was quitetfavorable during the war years
and those imﬁediately following. The evidence, together with data
Showing the substantial growth in the average unit vaiue of Brazilian
exports in 1939-47, is presented in Table 2.1.~ 3/

.Given the accumulation of exchange reserves‘which resulted, the
Brazilian Government in 1946 reddced its controls on exchange transactions,a/
abolished the existing official rate, and unified all exchange transactions

5/

under a'"free" rate, which’was actually controlled by the Government and

Table,Z:l. Balance of‘Trade and Unit Value of Exports and Imports, Bra21l

1939-47.
, Unit value

Year -Exports less imports Exports _ Imports

(million Cr¢) = == = =« = = Cr$/t = = = = = = = =
1939 ' 622 1342 1043
1940 ‘ -3 ; 1532 1145
1941 - 1201 1902 1363
1942 2805 . 2819 1558
1943 = 2500 3237 1886
1944 _ 12599 4015 . ) 2115
1945 3451 : 4083 2038
1946 5201 ‘ , A 4977 2574

1947 ~-1610 5601 3183

Source: Banco Central da Republica, Div. Balanco de Pagamentos.

3/ It is of interest to note that during the World Wdar II period the trend

of export as compared to import prices was, in general, favorable to
developing countries. The case of Brazil and other developing countries
-is examined by Alfred Maizels (1963), Chapter 5.

Decree-Law No. 9025 (2/27/46). Other steps contributing to the liberal-
ization of the exchange system were taken through Instructions 13 (2/
28/46) and 17 (7/20/46) of the Superintendency of Money and Credit
(hereafter called SUMOC). This date is erroneously taken as belng ‘
February 1945 by Werner Baer (1965), p. 46.

The Brazilian literature refers to this as a "free rate" (taxa livre)
. despite the fact that there were controls in the market. For this reason
‘we have placed the word "free'" in quotation marks. :




maintained fixed at Cr$18.38/US$ and‘Cr$18.72/US$ for purchase and
sale,-respectivélyléj | | !
Howéyer, this policy of supporting the exchange rate without strongly E
resfricting foreign tfédeléould not Be sustained for long. The normali-

zation of internatiépal t;ade relations after World Waf IT resulted in

- a sdbstantial inqrgase in Brazil's imports due to the need to re-equip
the indﬁstrial sector and to the import incentives offered by a station- ]
ary exchange rate in ﬁhe presence of an inflationary domestié situation. |
In 1946-47 the impbrt quantum index increased by 40 percent and Q

the dollar value of imports by 80 percent. At the same time, exports

decreased by 5 percent and the value of exports‘increased by 17 percent.zj

First Phase (1947-1953)

These factors led to the enactment of SUMOC Instruction No. 25 (6/13/74)
which decreed the compulsory transfer to the Bank of Brazil of 30 percent
of the foreign exchange purcﬁased by all banks. This percentage was
. soon raised to 75 ﬁérdent (Instruction 26 - 1/8/48). Thus, the Export-
Import Department (CEXIM) of the Bank of Brazil began to exercise a
more complete control on all'exchange'operations.v Instruction 25 also

established five priority classes for imports: '"imports of goods essential

and of ‘national intergst" were given first priority. Im 1947 the tax on

o . 8/ |
exchange transactions was also re-established at a 5 percent level.—/ " |

8/ This corresponded to the rate of Cr$18.50/US$ deciared to the Interna-

tional Monetary Fund. Before';his‘change there was an official rate |
(about Cr$l16.50/US$) and a free rate (about Cr$19.50/US$). (See’ i
~ Appendix D). The move to make currencies convertible was part of the |
Bretton-Woods Agreement of 1944. ) !

Baer (1965), p. 47.

=! Law No. 156 (11/27/47). This tax was first enacted in 1937 (Decree
" Law No. 97) at a level of 3 percent. It was abolished in 1946 (Decree
Law No. 9025) as a part of the liberalization policy adopted at that
time. 'In 1951 this tax was raised to 8 percent (Law No. 1383), and .
in 1954 to 10 percent (Law No. 2308). ' i
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Thesé Steps toward én'increase'in the official conﬁrol on foreign
trade were fihally crjstéilized by the eﬁéctment of Law No. 262 (2/23/
48), which 1ntroduced a licen81ng system for most 1mports and exports.
Exports were restricted to‘the excess of the quantlty consumed and pro-
cessed in the COuntfy dﬁring‘the'previous year, increased by 7 percent. ' At
In addition, prices at whiéﬂ expOrtslﬁere sold had to be equivalent
to prices'obtainédlin'the internal market;gj Licensing could be denied |
if it were necessary to ac¢umulate stocks in order to guarantee the
regular supply of the internal markef}igj At the same time, "essential
food items" were excluded from import 1icensing, making their entry into

11/

the country easier.=—

A commission was created to pass judgment on the desirability and |
necessity of requested imports and exports.lg/' This Commission was made |

up of a number of institutions connected with different aspects of foreign

2/'Law No. 262, art. 3. |
angrt 6 of the Rules specified by Decree 24697 "A" (3/23/48). However, |
~export prohibition was not a new activity (see Appendix E).
ll-/Law No. 262, art. 1. Those items were garlic, rice, sugar, poultry,
cats, potatoes, beef, onioms, barley, cassava flour, beans, fresh ¥
vegetables, butter, corn, eggs, cheese, bacon, wheat, and vinegar. Jf
© Previously, import tax exemptions had been granted to a number of mil
food and cloth items (see Decree Laws 9598 (8/16/46), 9650 (8/23/46), i
;\and Ministry of Treasury Communique ("Portaria') 487 (8/21/46)). , ﬁr

12/

This was the Consulting Commission on Foreign Commercial Trade (Comissao ‘y‘
Consultiva de Intercambio Comercial com o Exterlor) created by Decree ‘ ﬁ
24697 "A", art. 7.




trade: Minlstry of Treasury, Ministry of Foreign Relations, Bank of
13/

Brazil ete.,—
It was originally inte@@ed that the licensing system would only last
until mid-1949,. ﬁowever, it was cbntinuously extended until 1953jand,
with some changes, continued even after that year.lé/ Pr%or to Februéry
21, 1953, the exchange system consisted of single official buying and
selling rates (plué the S”percent and then 8 percent, tax on most exchange
remittances).i These were 18.38 and 18.72 cruzeiros per US dollar. The
official rates‘were used for all export and non-trade ekchange proceeds,
for designated essential imports, for service of debt and of private
capital, and for consular and diplomatic remittances. All other remittances
were made at the official rate, but subject to the 5 percent (or 8 percent)
tax. This.resulted in an effective rate for such transactions of Cr$19.66/
US$ (or Cr$20.22/UsS). |
| Between 1949 and 1953 some small changes were made in the licensing
system, most of them affecting exports. Instruction 28, in March 1949,
abolished the 'compulsory transfer of foreign exchange to the Bank of
Braéil, which was established by Instruction 25, but gave to this Bank
the whole power to distribute foreign exchapge for remittance purposes.
This Instruction also established one Preferential Cétegory and First,
Second, Third and Fourth'impof; Catégofies for purposes of quantitative
‘ exch#nge controls.
In October 1949, Law No. 842 made exportation easier for a n;mber of

products by excluding them from the licensing system. The main products

éé/The composition of the Commission was later changed (see Laws No. 1991
(9/26/53) and 2145 (12/29/53), art 2 and 5, respectively).

—éjSee Laws No. 752 (6/30/49) 842 (10/4/49) 1389 (6/28/51), 1991 (9/26/53),
and 2145 (12/29/53).




excluded from licensing were'cdffeé, cotton, sisal, cocoa, corn, timber,
tobacéo, carnéuba wax, vegetable oils, hides‘and skins, fruits, thread
énd fabrics, precioﬁs stones, ores, manufactures, machinery, etc. (Law
No. 842, art. 6).

Law 842 seems to have come about as an attempt to counter the continu-
ous balance of payments deficit, which existed in spite of the rigid govefnment'
controls on all fofgign transactions. The surplus of the balance of trade
was not eﬁough to cover the services of other debts. Tabie 2.2 presents
the evidence. A balance of payments surplus was obtained in 1950, due
primafily to an increase in.the value of exports. In 1951.and 1952 the
value of exporté increased even more, but not enough to offset the sharp
increase in imports which ﬁook place in response to the ﬁréspects of a
new world war raised by the Korean War.

One should not conclude from these data, however,; that Law 842 and
ofhers‘following it (see below) were important factors in the trend ob-
served on the.export side. All one can say is that in spite of the dis-
incenfive to exports, and of the high rate of inflation (the general price
level; excluding coffee, increased by 55 percent from 1947 to 1952),
Brazilian exports grew significantly from 1947 to 1952. This was in large
part due to an increase in coffee prices (see Chapter 1IV).

The year. 1953 witnessed a number of changes in Brazilian foreign
tradé.policy as a result of ﬁhe incfeasing»pressure exerted during the
previous years by the deficits in the balance of payments. The first step
in this direction was‘represented by Law 1807 (1/7/53). This Law excluded .

financial transactions from the official market, as well as those exports
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Tabie'2.2., Brazilian Balance of Trade and its Effect on the Balance
of Payments, 1947—52 '

Year Exports Imports

. Bal. Trade Bal. Pay.
(Mill. USS$) (Index) (Mill. USS$) (Index) =~ - - Million USS$- - -

1947 1157 100 1027 . 100 130 182
1948 1183 . 102 cens 88 278 - 24
1949 1100 95 947 92 153 - 74
1950 1359 117 934 01 425 52
1951 1771 - 153 1703 - 166 68 ~291
1952 1416 122 1702 166 ~286 ~615

Source: Table 1.1.

that, based‘on the average of the three previous years,'hadvnot made up
more than 4 percent of the va;ue of annual exports, and that could not be
exported at prices consistent with the officiel exchange rate due to their
cost structure. Such exforte were,however, still under the licensing

15/

system.— .
To implemenﬁ this Law, Instruction 48, in February 1953, allowed the
sale at the free market rate of part of the proceeds from certain exports.
These shares and the respective exports were as follows:
' a) 15 pereent'for mentol and sassafras oil§
b) 30 percent for 26 products, including rice, potatoes, bananas,

Brazil nuts, hides, tobacco, oranges, cotton linter, pine.

lumber, sisal, and some cocoa products;

15/

On the import side, the use.of the official exchange rate was limited
to commodities considered essential for the country s economy (see
SUMOC Instructions 49 (2/25/53) and 54 (4/27/53))




c) 50 percent for wool and other cocoa products.

Other Instructions (53, 58, 64, 65, and.695 enacted from April to
September 1953 introduced new éommodities into the above groups,'as well
as transferred existing commodities between groups. The final result
was that the percentage éfnSC ?ercent was extended to all the commodities
listed abOVe; plﬁs‘a lafge.numbér of other exports that could be included
under the requirements of Law 1807.

Due to Law 1807 the free exchapge market turned effective as of
January 1953. Invthat very month the American dollar reached an averége

quotation of Cr$40.16 in the open market.

The official exchange rates for eprrts in mid-1953 were as follows:lé!'
Rate ‘ Use
18.38 Official buying rate used for total proceeds of major

exports (coffee, cocoa, minerals, cotton) and for
50 percent of the proceeds of designated products
whose prices were not competitive at the official
rate and whose export was being encouraged. This
»~ . rate was also used for incoming private capital and
‘ "~ -for government purposes.

18.72 v A Official selling rate used for imports of designated
' essentials, for governmental services, and for desig-
nated invisibles.

20.22 : Official selling rate plus 8 percent used for all
' : other imports and designated invisibles.

Free rate Used for that portion of export proceeds not sold’
o at the official rate arnd for most private invisibles.
On Augustil , 1953, the non-free rates above were changed to 18.36,

18.82, and 20.33 cruzeiros per U.S. dollar. In addition, starting in

August exports were subject to minimum pfice regulations under which

-

12/ See I.M.F., International Financial Statistics.

-




foreign exchange proceeds of exports were surrendered at the official
rate of_exchahge on the baéis of official price valuations (Instruction
66). To the extent that market prices for given exports exceeded the
official valuationé, exporters had at their free disposal a portion of
their foreign exchange proceeds. This procedure résulted in innumerable
variable effective rates at levels above the official rate. At that time
approximately 5 Fo>15 percént of the proceeds from coffee were at the
free disposal of exporfers.
| These steps seemed to be closer and closer to a growing liberaliza-

" tion of exports. During the first nine months of 1953 the rate of ék—
change in the free market went up to Cr$47.73/US$, wéll above twice the
official rate at which most exports were paid. 1In spite of this, still
only a very minor share of the proceeds of total exports were sold at the
free rate. If one also considers that the general price index (excluding
cbffee) increased by 77 percent from 1947 to 1953, one can understand
the rigoroquﬁreatment given to the major exﬁort products by Brazilian
ekchange policy. At the same time, it becomes clear that a large
subéidy was given to the imports deemed necessary to development policies.

The exchange policy carried out during this phaseAconsidered exports
as residuals of internal consumption.lZJ Its immediate objective appeafs
to have been to keeﬁ internal prices at 10# levels as a means of fighting
inflafion.- However, in the longer run itvbecame an important part of the
import substitution and industrialization objec;ive. vIt is argued by

some that this policy may have severely limited the possibilities of

EZ/ Thls is the so-called "exportable surplus' theory of trade mentioned

by N. H. Leff (1970), p. 81.




expansion of Brazilian,expo:ts.lg/ "Even though freer trade might have

contributed to an increase in internal ﬁrices, it could also have pro-
vided incentive to a growth in production and to better resource alloca-
tion. In terms of income generation and balanced growth, this might

have been a more desirable objective.

Second Phase (1953-1957)

SUMOC Instruction No. 70 (10/9/535, together with Law No. 2145
(12/24/53), will be considered the starting point of this phase. The
licensing of foreign transactions continued as before, but the exchange
system underlying it was substantially changed. Except for certain
preferential products (petroleum, newsprint, etc.), imports were divided
inté five categories, according to their_importanéé for Brazil's develop-
ment policy. The first categories included machinery and equipment not
manufactured in Brazil and considered to be essential to development,
together wigb‘raw materials. The last categories included commodities
cénsidered non-essential (in general, finished products and consumer
goods) . |

All transactions were ﬁo be effécted at the official exchange rate
agreed upon wi;h the International Mone;ary Fund. However, in order to
obtain this exchange the importer was required td first buy a certificate
called "promise of exchange sale" (PVC) which was offered at official
auctions. The amount paid for a PVC was called the "agio" or premium.
The authorities allocated foreign exchange to the 5 categories in such

a way as' to sell PVC's in the first categories at lower prices. This

point is illustrated in Table 2.3, where the distribution of exchange

18/ See, for example, N. H. Leff (1970), Chapter 5.




to the five‘categories in different time periods is presented.

Table 2.3. Distribution of the Exchange Sold in Auctions to Importers
' in the Different Categories and in Different Periods.

Period Category

I IT IIT IV VA
_ e T T percent - = = — = — - — - —

Oct/Dec 53 ; : 36 38 17 7 2
Jan/Mar 54 36 34 21 7 2
Apr/Jun 54 38 27 26 7 2
Jul/Sep 54 : 36 25 31 8 1
Oct/Dec 54 31 28 30 9 1
1

Jan 55 32 27 27 12

Sources: I.M.F., International Financial Statistics.

In addition, shortly after Instruction 70, minimum premiums were es-
tablished in each category (Instruction 74, 10/30/53). These were:

1st cétegory_— Cr$ 10.00

' 2nd category - Cr$§ 12.00

3rd category Cr$‘;6.00_
4th category - Cré 20.00
- 5th category - cr$ 50.00
Thése premiums‘were later raised (1954 and 1955), reaching levels twice
as'high as those indicated above. In 1957 they became flexiblg. (See
footﬁote 20, last sentence.) |
In addition to the common auctions, which corresponded to the»five
import éategories, there were speéial auctions fér certéin imports such

as fruits, fertilizers, insecticides, Christmas items, etc. These special

auctions (which should not be confused with the special auctions established
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after 1957) were subject to favored minimum premiums. There werefstill
other imports'that coul& Be‘made indepehdently of the PVC's. These
included government imporgs, and imports of newsprint, wheat, films,
books, magazines,.petroleum products, coal, etc. These non-auction
imports will be discussed in more detail below.

In‘accordaqce with Instruction 70, exports were also paid at the -
official exchange fate. However, in addition they were to be paid an
extra amount according to the specific category in which they were included.

In the beginning there were two export categories:

First category: Included coffee,with a fixed bonus of Cr$ 5.00/US$
above the official buying rate of Cr$ 18.36. This cd::esponded to an

exchange rate of Cr$ 23.36.

Second category: Included all other exports, with a fixed bonus of
Cr$10.00/US$. - This corresponded to an exchange réte of Cr$28.36.

These fixed bonuses were paid with part of the proceeds from the ex-
change auct%phs. The allocation of these«proceeds will be examined at a
later point in this thesis. At this point suffice it to say that from
tﬁe beginning the proceeds of the exchange auctions were to be used to
pay fixed bonuses to exporters, to build»a fund to regulate exchange op-
erations, and to make long-term loans, at low interest, with the objectives
of modernizing the methods of agricultural production, and for the acqui-
sitipﬁ of modern agricultural inputs.lg/

From 1953 to 1957 the grouping of exports and the amount of the

fixed premiums were constantly being changed. In what follows, these

19/ SUMOC Instruction 70, item no. XIII. See also Law 2145 (12/29/53),

art. 9, §2, and Decree 34893»(1/5/54), art. 16).




changes are‘dutlined one by one.

a)'Instfuctions 99, 100, and 104 (August to September 1954) set

the following bonus payment system:
| - 80 percent'of the ;offee proceeds from exports were to be
paid at Cr$5.00/UsS.

-80 percent of ;he proceeds from other exports were to be

paid at Cr$i0.00/US$. |

- 20 percent'of the proceeds from all exports were to be

paid at free market rate.

b) In November 1954, Instruction 109 fixed the bonus to be paid for
coffee exports at Cr$l3.14. Iﬁ January 1955 dll bonuses became fixed; with
the exports divided into four catégories (Instruction 112). These are
presented in Table 2.4.

¢) In February 1955, Instruction 114 extended to cofféé the bonus
paid to exports in the second category. e

-.d) In May 1955, Instruction 115 moved cotton from the second to the
third category;

| e) In June 1955, Instruction 117 moved cocoa beans to the third
category, and sisal and Brazil nufs to the fourth category.

f) In July 1955, Instruction 121 moved leaf tobacco and sawed pine.
wood to the third category, and other pine lumber, carnauba wéx, cocoa
cake;‘hides and skins, and orés to the fourth category. After thgse
changes, the four export categories were actually reduced to three (Table

2.5)-
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Table 2.4. Bonuses and Exchange Rate for the Export Categories
Following Imstruction 112 (1/17/55).

. a/
Category Export - Fixed bonus Exchange rate

Currencg/ Currency Currenc Currency
group IZ'  oroup II— group 10/ group II

lst Coffee 13.14 11.86 31.50 30.22

2nd Cotton, pine
lumber, cocoa,
carnauba wax,
Brazil nuts, -
leaf tobacco,
bananas, iron
ore, and other
minerals . 18.70 17.19 37.06 35.55

3rd Hides and
skins, piassa-
va, castor
seeds, soybeans,
sisal, cocoa

cake, and some _
minerals 24.70 22.95 43.06 41.31

4th  All other
exports 31.70 29.67 50.06 48.03

w

Source: I.M.F., International Financial Statistics.

.a/.

- = Effective rate = Cr$18.36 + fixed bonus.

b/ Currency group I includes convertible currencies and pounds sterling.

</ Currency group II includes all other currencies.




Table 2.5. 'Bonuses éﬁd'Ekchange Rates for the Export Categories:
Following Instruction 121 (7/26/55).

; . a/
Category Export | Fixed bonus _ Exchange rate—
‘ - Currenc Currency Currency  Currency .
' group I2/  group 118/ group 1P/ proup ITH
R R Cr$/US$ - - = = = = = = = =
1st 13.14 11.86 . 31.50 30.22
2nd Coffee and | »
bananas 18.70 17.19 . 37.06 35.55
3rd Cocoa, cotton,
piassava, castor
seeds, soybeans,
leaf tobacco,
and sawn pine wood  24.70 22,95 43.06 v 41,31
4th  All other exports  31.70 29.67 "50.06 48.03

Source: I.M.F., International Financial Statistics.

a/

—~' Effective rate = Cr$18.36 + fixed bonus.
b/ Currency group I includes convertible currencies and pounds sterling.

E!‘Currency group II includes all other currencies.

g) This situation prevailed until Apfil'l956, when Instruction 130
moved baﬁanas to the third category. 1In May 1956, Instruction 131 intro-
ducéd higher bonuses for some exports in the fourth category (Table 2.6).
Instruction 131 was also concerned with keeping exports from being preju-
'dicia; to internal consumption,and decreed that in order to obtain
licehses fqr exporting, -exporters ofAmanufactures should be able to prove
that naéional'labor and raW'materials made up at 1eést 70 percent of
production costs.

h) The currency groups were also changed from time to time. In July

1955, Deutsche-marks were included in the group of comvertible currencies
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Table 2.6. Bonuses and Exchange Rates for the Export Categories'
Following Instruction 131 (5/17/56).

a/

Fixed bonus Exchange rate—

Category Export Currency  Currency Currencg/ Currency

group b/ group 11¢/ group IP/ group I1I¢/
------ — —Cr$/US§ = = = = = = = = = =

lst  Coffee 18.70 17.19 37.06 35.55

2nd - Cottdn, cocoa
cocoa cake and
paste, and hides 24.70 22,95 43.06 41.31

3rd Cotton linter,
and residues,
peanuts, pota=
toes, bananas
and other fruit,
Brazil nuts,
carnauba wax,
tea, mate, cass-
ava flour, lumber,
. tobacco, dry
beans, wool,
cocoa butter,
castor seeds, sawn
" pine wood, skins,
.- and some minerals 36.64 34.41 55.00 52.77

4th All other ' ‘ L
~ exports 48.64 45.92 67.00 64.28

_Source: I.M.F., International Financial Statistics.

Notes: a/

b/

=’ Currency group I includes convertible currencies and
pounds sterling.

c/

= Curfency group II includés éll other currencies.

Effective rate = Cr$18.38 + fixed bonus.




together withlpounds sterling,ﬁinstruétiOn 120). At thé end of 1955
currency group I alréédyvihéiuded as convertible currencies pounds
-sterling, Deﬁtsche—marks,iNetherland guilders, and Belgian francs.
In'May 1956 Italién lire were also included in group I, followed, at
the énd of 1956, by Austriéh'schillings and French francs. Finally,
during 1957 clearing dollars on Argentina were added to currency group
1.2 |

i) In June 1957‘the Brazilian Coffee Institute (IBC) introduced a

variable premium for all coffee from the 1957/58 crop which was sold

above a given price limit.

20/

—' The existence of two currency groups and the changes performed on
"~ each can be explained as follows. Up to mid-1955 the price of
 dollar certificates, in all import categories, was considerably
above the level of prices for certificates in other currencies.
At that time a multilateral trade and payment agreement between’
" Brazil, the United Kingdom, Germany, and Netherlands (the so-
called Hague Club) became effective. Under this agreement the
ACL dollar(area of limited convertibility) was created as a special
accounting unit. It was auctioned in the same way as other cur-
‘rencies, to be used by Brazilian importers in payment of goods
- from the United Kingdom, Germany, and Netherlands. At the beginning,
ACL dollars received substantial premiums, at the auctions, over
the U.S. dollar. With the passage of time, however, the prices
for the U.S. dollar and ACL dollar certificates became approximately
equal, although both were above the level of prices for certifi-
cates in other currencies. By 1957 the ACL agreement had been
_extended to Belgium-Luxembourg, Austria, France, and Italy. After
1957, 80 percent of the average of U.S. and ACL dollar quotations
.of the previous week were used as the minimum acceptable prices
for certificates (PVC 8). ‘
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Law’No; 2145 waglcontinuously extendédgl/ until it was replaced
by Law No. 3244 (8/14/57)f This latter Law marks the end of the second
phase of Brazilian foreign,trade policy in the present context. Dﬁriﬁg
the petiod exporté continued to be penalizgd, but not so much as before
1953, when the exchange rate at which they were paid was absolutely
fixed. The rate of domes;ic inflation was substantial during the period
1947-57, with the fesult that producers' income from exports in real
terms declined. Table 2.7 presents the change in the raterof exchange
for exports coﬁpared to the change in the general price index for this
period.

Table 2.7. Changes in the Rate of Exchange for Exports and in the
‘General Price Level, 1947 and 1957.

Item 1947 1957 \ Change

‘ 1947-57
- - - - Cr$/Uss- - - - (percent)

lst category - 37.06 102

2nd category”’ _ ' 43.06 134

3rd category 18.38 55.00 199

4th category 67.00 265

General price index 49 197 302

Source: Banco Central, Div. Balanco de Pagamentos.

Table 2.7. shows that the increase in the exchange rate was in all
cases smaller than the increase in the general price index. Over a ten-
year .period, per dollar returns to exporters did not catch up with the

general price increase. Since prices of major agricultural exports

2L Laws No. 2410 (1/29/55), 2807 (6/28/56), 3053 (12/22/56), 3187

(6/28/57), and 3227 (7/27]57) .




increased substantialiy from 1947 to 1954-55 it was easier for the
governmént to maintain fhis sitpation. On the negative side, however,
it should be remembered that the export exchange rate was already con-
sidered to be o&efvalued in 1947, and remained fixed up to 1953. At the
same time it can be argued that the possible gains from upward changes
in the exchange rate after 1953 did not always reachzégricultural pro-
ducers, since ofteﬂ their‘crops had alfeady béen sold to ekporters when
those changes took place.gg/

Similar résults are obtained even when one considers individual
exporﬁs and the shorter periods, 1953-57 (Table 2.8). In most cases
- exports lag behind the general price index. However; in this case dif-
ferences are not so striking as those observed in Table 2.7. This was
to be expected singe export exchange rate began to move up only in 1953.
ABut some other aspects can be noted. The so-called free exchange rate
increased at the same rate as the rate for major exports. This is an
additional p;bof of the dependency of this market on the official exchange
rate.gé/

Another point to be noted is the "equilibrium" between major export

rates and the general price index in 1954 and 1955. These were the

years when exchange rate adjustments were made for major exports. From

22/

— 'April~September can be considered as the period when most farmers
sell their. crops. The first semester of the year can therefore
be taken as the relevant period for exchange adjustments from.
the farmer's standpoint. Instruction 70 was enacted in October
1953, which means that the effect of higher rates was extended to
farmers only in 1954. The next major change was made in August--
September, 1954. All exchange adjustments in 1955 were, however,
made from February to July. Unfortunately, starting that year
world prices for major exports (coffee, cotton, and cocoa) began
to decline.. o .

23/

The nature and role of the free market exéhange rate will be
discussed later in this chapter. ‘
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that time on adjustments were discontinued and exchange rates for -

major ‘exports lagged behind the price index. An interesting finding,

however, is that during the first years under the new exchange system, -

when world prices enjoyed a favorable trend, the government tried to pass
this price incentive on to the export sector.

Table 2.8. Changes in the Exchange Rate Index for Main Exports, in

the Free Market Exchange Rate Index, and in the General
Price Index, 1953-57.

Item : 1954 1955 - 1956 1957
‘ — - = Oct-Dec 1953 = 100 - = = =
Coffee 135 159 159 159
Cocoa v 122 152 152 152
Cotton 122 152 152 152
Sugar ' : 1220 177 236 236
Pine lumber 122 152 194 194
Free rate =~ 124 147 147 151
General pric?‘index 130 147 175 197

Source: Previous tables and SAESP, Agricultura em Sao Paulo, Jan. 60,
p. 22, , .

Third Phase (1957-1961)

Law 3244 (8/14/57) introduced a new ad-valorem tariff system which was
considered to be more realistic .than the existing specific tariff, This
move was followed by a é@bétantialysimplification in ;he multiple exchange
rate system that had béen adoptéd‘iﬂ 1953. The‘imported commodities
were grouped inéo two categories, ﬁgeneral" and "special";.whicﬁ replaced
the five'previoﬁs categofies. ‘The geneiéllcategory inciuded épproximately

those commodities previously included in categories I, II, III, and part
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After 1958 exports were continuously transferred to higher cate~
gories and, finally, to the free market. ~The successive moves in this
direction were as follows:

a) in O;tobef 1958,rInstruction 167 allowed the sale in the free
market qf the proceedé ;f exports classified in the fourth category.

A number of exceptions were posted, thoughﬁ sugar, cotton, peanuts,

meat, babassu, Braéil nuts, hides and skins, dry beans, soybeans, tobacco,
sisal, jute, wool, vegetable and mineral oils, oil cakes, iron ore, pig
iron, non-pine‘wood, and a few other minor products.

b) In November 1958, Instruction 170 included roasted and ground
coffee inrthe fourth category. However, in December these products were
transferred back to the second category. {Instruction 173).

c) Beginning in January 1959 the official exchange rates which had
prevailed since August 1953, Cr$18.36 - Cr$18.82, were changed to Cr$l8.36
and Cr$18.92/USS.

" d) In Jgnuary 1959, Instruction 174 réduced the four categories to
three; transfefring to the free market all exports not included in the
categories listed (Table 2.10).> This Instruction also abolished the bonuses
that were paid to coffée during the 1957758 cCrop year.

é) In April 1959, Instruction 180 transferred the ﬁroceeds from ex-
porfs of sugar and raw cotton to the free rate, and cocoa butter. to the
third'category.

v f) In June 1959, Instruction 185 raised the bonuses and reduced the

number of categories to two (Table 2.11).




Table 2.10. Bonuses and Exchange Rates for Export Categories Following
Instruction 174 (1/10/1959).

Category ~ Export Bonus Exchange Rate
_ , - = - - Cr$/UsS§ - -~ - ~
1st Coffee (all types) 41,64 60.00
2nd Cocoa and its products, : ‘
and castor seeds ' 51.64 70.00
3rd Sugér, cotton, peanuts,

babassu, Brazil nuts,
~ hides and skins, beans,

tobacco, lumber, sisal,

and other non-free rate

‘fourth category exports A

under Instruction 167 81.64 100.00

All other exports Free rate

Source: I.M.F., International Financial Statistics.

Table 2.11. “Bonuses and Exchange Rates for Export Categories Following
Instruction 185 (6/29/1959).

Category - Export ' Bonus Exchange Rate
S ' - — = - Cr§/US§ = - - =~
+ l1st Coffee (all types), cocoa
: and cocoa cake 57.64 76.00
- 2nd’ Equal to third category, ,
Table 2.10 81.64 100.00
All other exports ‘ - Free rate

Source: SUMOC, Instruction 185.




g) In July 1959, Instruction 186 transferred the proceeds of ex-
ports of lamb:meat; WBbi, Brazil nuts, and cotton linters to the free
rate. | |

h) On January 1, 1960, the free markef rate was made applicable to

all exports except coffee, crude mineral oil, cocoa, and castor seeds

(Instruction 192). Exports of coffee and cocoa beans were made at the

fixed rate of Cr$76.00/US$. Castor seeds and cocoa products were exported

at the fixed rate of Cr$100.00/US$. Proceeds from all other exports could
_be converted at the free rate according to the following rule (1) pay-
ment to the exporter of Cr$130.00/US$; (2) payment of the difference be-
tween the current free rate and Cr$130.00 in Bank of .Brazil bills of

six months maturity bearing interest of 6‘percent per annum.

i) In July 1960, Instruction 196 raised the bonus in the first cate;
gory to Cr$7l.64/US$, for an effective rate of}Cr$90.00/US$.

j) Finally, Instruction4204, in March 1961, eliminated the auction
system for imports in the general category.

During the period 1957-60 there was a gradual liberalization of the
export market, even though the effective exchiange rate for categorized
_exports was at a comparatively low level (Table 2.12). The gradual trans-
fer ef export: proceeds to the free markef substantially’improved the sit-
uetion as coﬁpared to the second phese. But important exports like coffee
and cocoa were coﬁtinuously penalized, even after 1961f As a means of

comparison, Table 2.13 shows the 1947-60 trend of the exchange rates

compared to the general price index.




Table 2.12.. Exchange Rates for
in 1957 and 1960.

‘Export Categories and Free Market Rate

Item 1957 1960
————— Cr$/uss - - - -
lst category 37.06 76.00
2nd category 43.06 100.00
3rd- category 55.00 -
4th category 67.00 -
Free rate 75.67 189.90

Source: Export rates: Tables 2.7 and 2.11.
Free rate: Bolsa de Valores, Rio de Janeiro.

Table 2.13. Changes in the Exchange Rates for Exports and in the
General Price Index, 1947 and 1960. .

Item 1947 1960 Change
‘ ' 1947-60
- - — = Crs$/Uss$ - - - - (percent)
Exchange rates
1st category 76.00 313
- 18.38
2nd category 100.00 444
General Price Index 49 399 714

(@53~ o)

Source: Export rates: Tables 2.7 and 2.12.
General Price Index: F.G.V., Conjuntura Economica.
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v'However, a ;lose éxaminatiqn of the period 1957-60 will show that
the rate of increase iﬁ”the exchange'fate for the main agricultural
exports was generaliy superior to the rate of "increase in Bfazil's general -
price index and free market exéhange rate. The evidence is shown in
Table 2.14.

Table 2.14. Changes in the Exchange Rate Index for Main Exports and in
" the Free Market and General Price Index, 1953-5%.

7-60
Item 1957 1958 1959 1960
| = = - - Oct-Dec 1953 = 100 - = = - - -
Coffee 159 a/ : 325 382
" Cocoa 152 152 268 317
Cotton | 152 324 564 670
Sugar 236 - 324 . 564 670
Pine lumber 194 247 . 564 670
Free rate 151 260 320 380
General price index 197 221 305 399

Sources: Tabies 2.8 to 2.12.
a/

=’ Variable exchange rate depending on coffee price.

These results well deserve some comments. Except for coffee, cocoa
and castor seeds all other exports were freed from exchange controls during
the period. As a result their exchange rates had to’increasé throughout
~ the period at a rate greater than that ofvthe‘free mérket which,was, in

turn, greater than the rate of increase of the genéral priée index. This
~is, therefore, a perfec#ly normallresult{ In the cases of coffee and{

cocoa,gé/ exchange rates, from 1957 to 1960, also increased at a rate

2 .
25/ Castor seeds are not mentioned since exports of this product were

abolished by the government starting in 1960.
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higher than the éeneral‘pricé.index. This can be exﬁlained_byythe fact'
that from 1955 to 1958 no édjustment was made in the exchange rate for
export‘products. Thus, if one takes the indices of exchange rates for
coffee and cocoa in 1956 (see Table 2.8) it .can be verified that they
were slightly higher than the general pricexindex for that year. There-
fore, if 1955 is compared to 1960 one can still find that exchange rates
for coffee and cocoa actually increased at a smaller rate than‘thg general
price index. |
Another point that substantially reduces the advantages of a higher
exchange rate for éxports éther than coffee and cocoa results from the
procedure adopted fo convert their export proceeds at the free rate (see
item "h", p. 54).> The export was paild at the rate of Cr$l30.00)US$;
the difference from the free rate (free rate of Cr$189.90/US$, in 1960),
was to be pald after 6 months bearing 3 percent interest. This interest,
in 1960, when the general price index rose by 30 pereent, was acﬁually
negative; about  -12 percent. Therefore, the real exchange fate paid to
exporters waé about Cr$167.00/US$, and not Cr$189.90/USS. Thié would

reduce to 590 the 1960 index of-exchange-rates of 670 shown in Table 2.14.

Fourth Phase (1961-1964)

The exchange system was suBstantially modifiéd iﬁ 1961. A large
step towards further liberalization was taken by Instruction 204 (3/13/61).
It transferred all gxchange operatiqns to thg free markét, wi;h.only a
few exceptions. The exchange rate of certain Invisibles and preferential
imports (newsprint, wheat, fertilizers, pesticides, petroleumuand derivatives,

and imports for the petroleum and printing industries) was increased from
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Cr$100.00 to Cr$é00.00/US$.£§f, Imports in the special category wére
still dependent on theIQCdﬁiéition of cértificates and subject to : : ﬂ
licensing. imports included inlthe general category were made at thé |
free rate. The par value of Cr$18.50/US$ which was introduced in 1946, ' ﬁ
was abolished. |

Auctions for the specilal category continued to take place after

Instruction 204. These auctions sold foreign exchange at prices higher

than those of the free market (Table 2.15). - {
|
{

Table 2.15. Weighted Average Premiums Resulting from Auctions for the

~ Special Category and Free Market Exchange Rates, 1961-65. : i
Year Weighted average prgmiums ~ Free rate
a) =222 T T TS oS mmmes Cr$/US$= = = = = = = = = == -

1961~ 697.98 ‘ 261.39-310.79

1962 ' 728.35 ‘ 4 318.00-475.02

1963 1,083.10 | 475.01-610.10

1964 2,979,111 620.03-1,697.97

1965 - o 3,440.00 1,850.00-2,200.00

Source: Banco Central do Brasil, Div. Balanco de Pagamentos.

a/

—~" June to December.

At the end of 1965 and in eafly-1966 the first éteps were taken to
eliminate this category by shifting a larger number of products from the
special to the general éategory. The speciai‘pategéry was abolished in : i
March, l§67. | | |

On the export side,.coffee eXﬁorts cbntinued to be made at the fixed- ' |

rate of-~Cr$90.00/US$, but a rate of Cr$100.00/Ué$ applied to cocoa

26/ In March 1961, the average exchange rate in the free market was f

© Cr$ 249.54/UsS.
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exports. The ne£ income obtained from the sale of coffee prOQEeds

was to‘be used in "expeﬁditures wiﬁh thé execution of the poliéy of
defenée of export prices, with’the expansion of cohsumption and matters
related to the improvement of coffee production and its partial replace-
ment by other more'ad§isable crops'" (Instruction 204). 1In the case of
cocoa, the purposes were about the same, except for crop substitution.
The proceeds from all other exports wefe surrendered at the free mafket
rate. However, up to May l96l,ICr$100.OO/US$ of these export proceeds
were settled in 120-day bills of the Bank of Brazil atb6 percent interest.
After May 1961, this amount was reduced to Cr$80.00/US$,and then further
reduced by Cr$20.00/Us$. per month.beginhing July 1961 (Instruction 206).
As a result, this arrangement was ended in October 1961.

In April 1961 the exchange rate for cocoa exports was raiéed to
Cr$210.00/US$, and in May 1961’(Instructi6n 205) a new arrangement was
applied to the conversion of exchange earnings from the sale of éoffee.
Coffee exportg;s,were required to delivgi to.the Bank of Brazil, without
compensation, US$22°.00 (or its equivalent in other currencies) per 60
kg bag, the remainder being negofiated in the free market. These US$22.00
were éubject‘to adjustments if the free rate moved outside specified

27/

lower and upper limits.— This amount, which represented an export tax,

27/ These limits initially were Cr$265.00 and Cr$275.00/US$ for high-grade

coffee and Cr$270.00 and Cr$275.00/US$ for low-grade coffee produced
in the 1961-62 crop year, and Cr$257.00 and Cr$262.00/US$ for coffee
from 1960/61 or earlier crop years, The fixed amount to be kept by

the Bank of Brazil was larger for coffee of the 1960/61 and earlier

crop year (US$24.00 and US$26.00 per bag, respectively).




was to be used fér the'sémg'purpbses gS"thqse indicated byuIngtruction
204, H

from 1961 to 1964 ghé‘gehéral pattern of exchange policy directed
to the export sector was‘qﬁife.ﬁnStable. Thoughflesé discriminatofyw'
than during the previous‘périod, there were(gggghs of tighter control
’mixed‘with liberaliéiﬂé measures.k This»waé largely due to the changes
in Brazilian politicai life that took place dﬁring this period. The
following is a deséfiption of the major changes in exchange policyxwhich
followed the first.iiberalizing measures and Presideqf Janio Quadro's
resignation in August 1961.

In October lQéi, Instruction 219 (10/26/61) resulted in dividing the

g .
L

exchange market into two parts: the "commefcial exchange market" for
importsband exports, and the "financial exchahgé'market" for service and
Capitalitransactions. The objective of this Instruction was to prevent
the proceeds from’exports from being used for purposes other than commer-
cial imports.waowever,.thié distinction brought into existence a third
active exéhénge market, the "para}lel market", in which a large amount
of commercial ‘(through exports underdrawing or impofts errdrawing)
and financial transactions were made;ggj This problem led to the unifi-
éatidn of the two markets {(commercial and financial) in Decémber'196l
(InétruCtion 222). During this period, qﬁotations‘ﬁefe giQen forltrans—
actions in the three ﬁarkets.

"'On ﬁhe other hand,'InstrucEion 222 was to some extent a return to

‘tﬁé'pre—1953 exchange policy, with a single and fixed rate of exchange.

28/

— 'Ihétfuction‘219.forcéypfivate banks engaged in exchange operations-
to deposit in the Bank of Brazil 50 percent of the value of the
exchange sold for purposes other than general category imports. -




This-also resultéd in a return to a system of exchange transfer simiiar
to the "operacoes vincuiadésﬁ (tied éperatibns) of the late 1940'5 and
early.1950's, this time called "boneco". The paral1e1 market remained
in existence. Its activity even increased after Instruction 222, since
exporters found their way into ;his market.  They could sell théir
exchange at Cr$310.00/US$>to the Bank of Brazil, and at the same time
make a remittance of the same amount abroad at Cr$318.00/US$. As a
result, they had ekchange available that could be sold in the barallel
market at higher rates. This increased supply of exchénge even resulted
in a decréase in the quofations in the parallel market in 1962.22/
" This pressure on exports was only ?artially alleviated in May 1962,
with a devaluation to Cr$356.00 and Cr$359.30/US$ (buying and selling
rates, respectively). Suécessive changes then took place. These levels
were raised to”CrSSSS.OO and Cr$365iOQ/US$.on‘Junevan, and to Cr$357.00
and Cr$367.00/ﬁ$$ on‘June 9th. On July 7th the Government e#qhange monopoly
was reesfablished aﬁ the above levéls (Instruction 228), and on August
15th it was abglished (Insﬁruction 229). o
After Aﬁgﬁst thé Government tgrned to a controlled "free" exchange
systém where, presumably, the cruzeiro would be quoted according to
its relativeAéosition in the exchange market. The first-effect of this
ove was a decrease in the importance of the "parallel" market and the
""boneco". Howevef, since the Government was unable to adjust its quotationms,
aintéining the cruzeiro permanentl& overvalued (the exchange rate Cr$460.00-

75.dO/US$ introduced in Septembér-1962 was only adjusted to Cr$600.00-
9/ ' ' '

For more information on the effects of Instruction 222, see FGV,
. Conjuntura Economica, Vol. 16, No. 3, pp. 24-28; also Vol. 16,>No.

4, pp. 24-25.




620.00/US$ in April 1963), the "boneco" became a permanent part of the

market,

it should be pointed oﬁt, ﬁowever, that the Bank of BEazil, and a
few private banks that were responsible for more than 60 percent pf the
exchange transagtions, did not‘comply with the use of the "boneco". The
final result of the cruzeiro overvaluation was therefore a strong dis-
incentive to exportation. Certain imports, on the other hand, were
favored in spite of éredit difficulties imposed by the Government.

The rate of éxchange,'whicﬁ was ‘fixed at Cr$600.00-620.00/US$, was
only liberated in Februafy 1964 by Instruction 263. This Instruction
established a fixed exchange rate for ekports of coffee, sugaf and petroleum
and for imports‘of petfoleum, wheat, newsprint, and equipment for Petrobras
(Cr$600.00—620.00/US$).’ Other exports and imporfs were to be effected at
a rate freely éstablished. This was a‘system similaf to that existing
before Instruction 204.

Witﬁ respéct to exports the period 1961‘64 was not as favorable
as 1t cduld have been if under a ‘more stabie eéonomic policy. The follow-
ing are the maln changes observed during the period not mentiqnéd in the

previous description:

a) Instruction 217 (10/4/61) allowédvthe proceeds from the exports
of cocoa to be converted at'the free market rate. However, cocoa exports
in the form of beans and paste weré subject to a payment of 15 percent
of the export proceeds to the Bank of Brazil. In addition fhe 1960-61

offee "contribution quota' was reduced by US$2.00.




~b) Instruction 220 (11/18/61) allowed the proceeds from coffee
exports to be converted at the free market rate, except for the US$
22.00 "contribution quota" on coffee from the 1961/62 and earlier crop

year.

¢) Instruction 222 (12/29/61) allowed the proceeds from coffee and

i‘
cocoa exports to be sold to banks authorized to deal in foreign exchange. |

These banks were required, however, to transfer to the Bank of Brazil
the so-called "contribution quota" —- US$22.00 for coffee and 15 percent ' oo

of the sales value for cocoa —- plus 80 percent of the remaining exchange

Ra¥

purchased This pereentage was changed to 60 percent by Instruction 22;
(5/18/62),30/ which also raised the "contribution quota" to U5$23.00. . | A!
The main effect of Instructioh 222, however, was to reunify the exchange
rate as it existed before 1953. The rate of exchange was fixed at the
levels of Cr$310.00 and Cr$318.00/US$ until May 1962.

d) Instruction 228 (7/7/62), which reintroduced the exchange monopoly

by the Government, maintained the exceptions for coffee and cocoa under

Instructions 222 and 227.

e) On September 6th, 1962, Instruction 230 established "contribution
09@4 2,90 5
quotas" of US$26 00 for coffee produced in. the 1962/63 and 1961/62 crop X
years, respectively.él/ Premiums were also offered for coffee sold at
prices above a level established by the Brazilian Coffee Institute (IBC).

In addition, the percentage of coffee and cocoa proceeds to be sold to

the Bank of Brazil could be reduced or eliminated by the Director of

30/ This percentage was later raised to 100 percent (Instruction 228 -

' 7/7/62), and then restored to 60 percent (Instruction 229 - 8/15/62)..
31/ These "contribution quotas were always subject to adjustments if the

exchange rate exceeded certain limits (Cr$460. 00/US$, in this case).
See footnote (27). .
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tﬁe Bank of Brazil's Exchange Department.

f) In March 1963 ﬁhe‘"éontribution Qﬁota" of 15 percent that had
been éstablished for exports'of'cocoavbeans and paste was rgduced to
10 percent. In addition, Banks authorized to deal with foreing exchange

were required to transfer to the Bank of Brazil only 20 percent of the

remaining exchange instead of 60 percent (Instruction 236 - 3/13/63).
g) The rate of exchaﬁge at which export proceeds were paid by the

Government were set in accordange with the free ﬁayket. As expected,

fhe Government would raise its rates only wheﬁ the upward trendsvin ﬁhe
free market and the pressure on the Brazilian currency‘wefe mounting.

To a large degree this policy also penaiized exports. Instruction 239,

of April 1963, 1s an illustration of this procedure. It raised the ‘
exchange rate at which the Bank of Brazil would Buy dollars from Cr$500.00

to Cr$600.00/USS. However, the same Instruction also: (1) placed the

coffee "contribution quota" at an even US$26.00 for any crop year; (2)
increased the "contribution quota" on cocoa beans and paste from 10 per-

cent to 20 percent; (3) introduced a "contributiom quota" for other cocoa

32/

products of 8 percent,™—
33/

and (4) introduced a "contribution '‘quota for
cotton of Cr$40.00/USS.
| h) In June 1963 a "contribﬁtion quota" of Ué$19,00/bag was .established
for coffee produced in the 1963-64 crop yeari(Instfuétioh 240). The
contribution of US$26.00/bag for other crop years and the premiums intro-

\

duced by Instruction 230 were maintained.

-

32/ Previously these exports had their whole proceeds converted at the

free rate.

3/ This contribution was later abolished by Instruction 248 (9/3/63).




b.n/“:

1) Instruction 241 (6/28/63) reduced the "contribution quota'
for cocoa to 15 percent and 5 percent for beans and paste, and other

cocoa products, respectively. In August the share of foreign exchange

‘ ‘o
’/mﬁm L Cegbooo/us?:

to be transferred by other banks to.the Bank of Brazil from their pur-

in the cruzeiro exchange rate (Cr$600<00-620.00/US$) ,and increased from

: A
chases of coffee export procégds‘was raised from 60 percent to 70 percentz { és
(Instruction 245). Later, in December, this percentage was raised to .EQ; 3§§'
80 percent '(Instructioh 262). ;::’,\ %5}

j) In February 1964, Iqst;uction 263 introduced a new devaluation Eé b9
' 5
)

80 percent to 100 percent the coffee and cocoa export proceeds to be sold<

Hl oy o SN

at the official rate. The same obligation was also extended to sugar

nd petroleum exports,

o ae
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Fifth Phase (1964-1967)

Lo ol foux

In 1964, a new political change took place. The March military take

ver brought to bear a new and steady economic policy.'This policy was

v

iretted towards the gradual suppression of artificial exchange controls.

-
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'_AMWWQW%

- Cedbhaoofuss

nstruction 270, in May 1964, transferred to the “fred market all import

Mk/’

. . hw/’/—*w‘“ T e
‘ransactions and exports of cocoa and sugar., And in June, Instrucgg;;\hp,

P72 extended this treatment to coffee, although maintaining the '"contri-
” 0682250 e b aero €df6g, Domsrrds o et Ay comblun
bution quota'. usszy ey TV S é@’“5@ b 1007 v/ V0%

At this point Brazil was emefging from two years of economic stag-

ation and turmoil and faced an dnpreéedented inflationary trend. The

nstable economic policyCarriedout.since 1961 resulted in an increasing

(TM* A‘w
Sy, 16O
"r‘r\b"‘“’-’

xternal debt and large deficits in Brazil's balance of-paymehts. Imports

ere restrained to a minimum, but the only short-run solution was to




renegotiate/'the‘debt_in order to extend the repaymentvﬁerm. For the
longer run, measures wefe undertaken to fight inflation and sﬁimulate
exports., This was actually_doﬂe in a more decided manner starting in.
1964, Table 2.16 presents. the average monthly exchange rates during

1964 in both the official and parallel markéts. It can be observed

Vthat starting with Instruction 263 (February 1964) more frequent exchénge
rate adjustments were made by the Bank of Brazil. |

Table 2.16. Free Rates ofvExchangé Quoted by the Bank of Brazil and by
..the Rio de Janeiro Exchange Market, 1964.

Month . Bank of Brazil ' ‘Parallel Market

S - ----<==< CrS/USs = - = - — = - -
January - 600.00 1,370.00
February -708.00 ©1,381.00
March 1,139.00 1,556.00
April’ 1,160.00 1,260.00
May 1,160.00 1,260.00
June ' 1,160.00 1,278.00
July 1,160.00 1,322.00
August 1,194.00 1,534.00v
September 1,533.00 1,738.00
October | 1,550.00 1,738.00
November 1,550.00 1,643.00
December 1,602.00 1,646.00

. .

Source: FGV, Conjuntura Economica, Feb. 1966, p. 59.

In 1963 two devaluations were effected: to Cr$1,825.00-1,850.00/
US$ in January, and to Cr$2,200.00-2,220.00/US$ in November. The average
official rate for 1965 was Cr$1,874.00 and the average "parallel'rate

was Cr$1,894.00 (buying rate). Later,'further adjustments'wére made
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(Cr$2,700.00 in February 1967;:end Cr$3;200.00 in December 1967) accord- - }?
ing to the official evaluations of the relative position of the cruzeiro. - 1
Starting in August 1968 these adjustments were made at shorter in- ' \ﬂ

tervals (about every one or two months) in an attempt to eliminate the

speculative demand for dollars that resulted from the previous system in

devaluation. Table 2.17, presents the official adJustments compared to

the increase in the wholesale price index for the oeriod 1964-68.

Since mid-1964 the tendenc& in relation to exports has been one of
cradual liberalization. The following is a description of the main . ;ﬂ
pfficial exchange regulations iﬁvthis respect: |

a) Instruction 272 (6/2/64) reduce& the share'of coffee proceeds to

be exchanged at the Bank~-of Brazil from 100 percent to 90 percent. It 499

. i N .*3
hlso established the "contribution quotas" at a level .of US$22.50 for the _ 1g w

v P

P

) , . |
1984/65 crop, and at US$28.00 for coffee from the previous crop years. > ‘
b) Instruction 282 (11/19/64) allowed cocoa products corresponding i

to the processing of 200,000 bags of cocoavto be exempt from the 5 per- ’

tent contribution quota. _ 1
¢) Instruction 283 (12/1/64) left to the Brazilian Coffee Institute .
the power to establish the contribution quota", with the basis on minimum j

: e ,.,Slh'bc»ga Lon v Fou Lo veabdlaun e
egistration prices. ~*wﬂ%"-?‘V“f“°“'£L*°l

d) Instruction 290 (2/4/65) introduced a "contribution quote" for
eef_exports of 30 percent of the export proceeds. This step was taken
n order to equalize the earnings from beef sold io the internal and
oreign markets. This amount was allocated to credit funds to be used

or beef production, marketing and processing. In March 1965, Instruction
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Table 2.17. Official Adjustments of the Exchange Rates and Wholésale~
Price Index, Brazil, 1964-69.
Official ' Rate Wholesale Rate
Year/Month exchange Index of price index ) of
irate Growth (coffee excluded) Growth
(Cr$/uUss) | (percent) (percent)

1964

April | 1,160 100 - 100 -
1965

January - 1,825 ‘> 157 57 154 54
November 2,200 . 190 21 188 . 22
1967

February - 2,700 233 23 ’ 291 .55
December 3,200 276 18 333 : 14
1968

Aug. 27 3,630 313 13 - 386 - 16
Sep. 23 3,675 317 1.2 396 ’ 2.6
Nov. 19 3,745 323 1.9 412 4.0
‘Dec. 9 . 3,805 328 1.6 413 0.2
1969

Feb. 4 3,905 337 2.6 425 2.9
Mar. 19 3,975 343 o 1.8 422 _ -0.7
May 13 _ 4,025 347 1.3 431 ' 2.1

ource: FGV, Conjuntura- Economica, Jéh. 1969, p. 58; and other numbers.,




292 set this quota at 20 nercentkfor beef produced in'the State'of Rio
Grande do Sul, and at 30 nercenﬁ fof,beef nroducedfinkCentral.Branil.
Later; the 20 percent and 30 percent quotas were abolished (in February
1966 (Resolution 17) and May 1967 (Resolution 54), respectively).

e) Law 4770 (11/15/65) and Decree,5738§ (12/3/69) created the Fund

for the Stabilization of Exchange Earnings (Fundo de Estabilizacao da

Receita Cambial), which had as its objectives the acquisition and financing

~of exportable pfoduction in ordef to contribute to a stabilization of
prices and to help exports in temporary difficulties. Tﬁis Fund was made
up By the Government income frem‘exchangebopefations and from ehe sale
of Treasury bonds. |

f) Central Bank Resolution 41 (11/22/66) established that beginning
March 1967, imports 4n the special category would be made under the.same
conditione governing imports in the general categqrf.——

g) Law 5025 (6/10/66) created the National Council of Foreign Trade
(Conselho Nacional de Comercio Exterior - CONCEX) with the function of
establishing the Brazilian foreign trade policy. This Council was made
up of the Secretaries of State and directors of main financial and trade
organizations.

h) Resolution 42 (12/7/66)vintroduced an ad-valorem tax of 20 pereent
for hide exports. This tax was abolished in March,1968 (Resolution‘90).

1) Resolution 68 (9/21/67) reduced the share of coffee export pro-

ceeds to be negotiated with the Bank of Brazil from 90 percent to 70

percent.

- 21
34/ At the same time, Decrees-law No. 37 (11/18/66) and 63 (11/327/66)

substantially altered the Brazilian import tariffs. This 1s taken
by some authors as the end of the multiple exchange rate system
which had been introduced in 1953,

Vel
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j) During this and in the previous period (fourth phase) a number
of steps were being taken to stimulate the éxportation of manufactured

goods (See Appendix E).

Preferential Imports

From 1953 to 1957 impofts recelving specilal treatment were either
included in "special auctions" (agricultural supplies, fertilizers,
pesticides, fruits, codfish, Christmas fruits, etc.), or paidAa fixed
premium (petroleum and its products),. or éonsisted of imports made by the
government,vtogether with imports of newsprint, wheat, films, books, maga-
zines, etc., which did not Fequire import licensing. These particular

cases will be examined next.,

The Special Auctions(1954-1957)

The "special auctions” were created by SUMOC Instruction 86 (3/11/54)
with the objective of offering foreign exchange to be used "in. the impor-
tation of producer goods to be employed ekclusively in agriculture"
(Instruction 86). A detailed explanation of the nature and development
of these auctions will be-provided in Chapter V.

‘The average exchange rate resulting from special auctions was gener-
a11y>below-that of norﬁal auctions. The overall (all auctioné) average
import exchange rate was therefore smaller than that determined at the

normal auctions. Table 2.18 compares the free rate with the rates result-

ing from normal auctions and special auctions (before August 1957).
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Table 2.18. Average Free Rate and Rates Resulting from '"Normal
Auctions" and "Special Auctions", 1953-57.

Item 195327 1954 1955 1956 1957/

————————— Cr$/USS = = = = = = = =
Free rate 42.40- ~62.18 73.54  73.59 65.83~76.53

55.45 K
Rate from }i
"normal ‘ ;
auctions" 40.44 51.22 72.87 87.43 81.54 11
Rate from Wt
"special e/ ' B |
auctions"®  59.68  '30.02 50.38  63.43  47.31 Ik

“ |

Rate from _ EH
all auctions 40.85 44.45_ 64.20 - - :

Source: SUMOC, Boletim.

a/ - ' ?;E

—' October-December

b/ January-August

</ Includes petroleum and its products.
Obs. Special auctions were introduced in 1954. This 1s why the
" .average exchange rate for products later classified to parti-
cipate in "special ductions" was high in 1953, The first

list of these products is found in Communique No. 13 of
CACEX (3/19/54).




Petroleum Imports

Starting in 1954 exports of petroleum and its products were made
at special fixed rates (summatibn of the official rate plus a fixed
premium)., Petroleum products were divided into two categories and a

different fixed premium applied to each.

First Category Second Category
lst semester 7.00 ‘ 12.00
2nd semester ' 10.00 15.00

As an illustration, Table 2.19 shows these premiums in 1955.

Table 2.19. Premiums Paid on Imports of Petroleum Products, 1955.

S e e T T - o . T e ——— ettt e ol e et
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N N : . N
Product o e R ?temium.\;
(Cr$/uUs$)
Fuel oil | 15.00
Diesel PR 15.00
 Liquid gas ' 7 S ~15.00
Aviation gasoline ‘ ' 25.00
Raw oil | : 35.00
Kerosene , | ‘ B 35.00
Lubricants y , , | 35.00
Gasoline _ 70.00
. . « .~ . : - N

Source: SUMOC, Boletim.




Other- Preferential Imports

Other imports existed which Wére not subjected to the auction
system and which paid a fixed premium or no premium at all., Table
2.20 presents these imports and the exchange rates at which they were

imported.

Table 2.20. Special Rates for Designated Imports, 1953-55.

~

Import . 19532/ 1954 1955

——————— Cr$/US$ - = = = = =
Newsprint | h18.82 18.82 18.82
Other printing material“ k18i8é 18.82 43.82
Wheat 25.82 25.82 25.82
Films, books, magazines, etc.  - 25.82 V4O.82 43.82
Government importsh/ . 25.82 40.82 43.82
Other importsE/ ;‘ ’ 25.82 40.82 43,82

o’

Source: SUMOC, Boletim.

a/

= Octobgr-Decembef

b/

—' Estimates

Obs. Exchange rate = official selling rate (18.82/US$) + premium

Other Departures from the System

With respect to exports, there are some other aspects which deserve
to be mentioned. One is .the so-caiied symbolic sales which were sustained
from 1954 to 1958. In order to decrease the negative impact of a low

rate of exchange for certain exports'éuch as cotton, rice, and sugar, the
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government engaged in.purchasing operations with produceré at prices
individually established. As én agent of Ehe government,rth; préducer
.would then proceed to export his production.

Another interesting situation 1s that the exchange rate in the
v free market was often below the average rate at wﬁich imports were made
(Table 2.21 makes this point). In 1956, for instance, the weighted
éverage premiums paid for imports in each of the fivevcategories were
Cr$54.94, Cr$62.47, Cr$84.33, Cr$96.64, and Cr$203.54 per US dollar,
which corresponds to effectivelr;tes of exchange oﬁ Cr$73.76, Cr$81.29,
Cr$103.15, Cr$ll5.46, and‘Cr$233.36.\ Thus, the effective rates in the
upper categories were far_aﬁo?e the existing free rate.

This is explained by the use of the free market to by-pass exchange
restrictions. Importérs in the upper categories wouid buy PVC's by‘
declaring import prices at 1e§éls below tﬁose actuaily paid; fhe remain-
ing dollars would be bought in the free market at lower prices. On the
other hand, égme exporters would profit by selling at declared prices
belo& those actually arranged with the foreign importers. The foreign
importer would make a dollér'femittance on the amount declared and ﬁay
the remaining amount in such a way that it could be exchanged in the
Brazilian free market. |

A study of these "underdraw transactions"gé/ esfimated at 10 percent
the share of coffee exports in value terms made from Santos to the

United States that was undervalued for purposes of illegal profiting.

v‘-:ﬁ/

"

de Cafe na Safra 1955/56 e a Sonegacao Cambial", July 1956, pp. 1-3.

See S.A.E.S.P., Agricultura em Sao: Paulo, "As Exportacoes Brasileiras
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If this share were extended to all coffee'expofts, the amount in-
volved would be greater than the proceeds obtained from Brazilian
cocoa exports alone, and almost equal to that corresponding to cotton

exports in 1955.29/

Table 2.21. Average Premiﬁms Paid in Auctions, Effective Exchange Rate,
‘and Free Exchange Rate, 1953-57.

Year Average Effective Free Rate
Premium Rate Low Average High
- mm = m == = Cr$/USS == - — - - - =~ -
1953 (Oct/Dec) 22.08 40.90 38.38 ' - 58.07
1954 32.86  51.68 47.33 62.18 78.32
1955 54.51 73.33 66.54 73.54 92.64
1956 65.85  84.67 65.35 73.59 © 87.15

1957 (Jan/Aug) 63.18 82.00 65.15 - 78.98

N N

Source: SUMOC, Boletim.

a/

—' Effective -rate = Cr$18.82 plus average premium.

Still another departure from the already complex Brazilian foreign
commercial policy was the so-called "tied operations" (operacoes
vinculadas)'that took place for a number of years before 1953 (1948/51).

In order to alleviate the pressure on the exporters of products under un-

certain demand the government permitted a type of transaction by means of

which the exporter would sell the proceeds froﬁ his exports directly

to importers at a given premium. These transactions were closely

36/ This is probably the reason for the prémiumé directly related to

coffee prices offered for coffeg produced in the 1957/58 crop




controlled by the government, and near the end of the perlod assumed

37/

large proportions.—™

A last remark should be made regarding imports made without exchange
coverage. These were importé of ﬁachinery and equipment receiving
preferential treatment from the government (established by Instruction
13 (1/17/55)). They were maae'either by obtaining a source of credit
abroad or by owning abroad the maéhinery to be imported. But these
imports will not be so releyapt to the purposes of this study since

they did not involve the use of export proceeds.

37/ For a complete description.and analysis of the "operacoes vin-

culadas", see Banco do Brasil S A, (1952), pp. 41-55.




CHAPTER IIT

A FRAMEWORK OF ANALYSIS
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The theory underlying the analytical framework of this study is

the simplé supply-demand Statigbmodel which depicts the effects on

prices, trade, and domestidvproduction and consumptibn from the use

of the tools of commercialypolicy. The present case deals with over-

valued exchange rates and export quotas and taxes.

Figure 3.1 shows domestic édpply and demand curvés for exportable

products. Exportation takes plaée at a priée Po’ with the amount AB

being exportéd and POA'consumed domestically. The horizontal line from

Po implies an infinitely elastic world demand, which suggeSts that

domestic production cannot influence world prices.

P ) g
Pl \A c D 9/
9 d
A' B
P -
S "
D
)

Q.

Eigure 3.1. Domestic Supply and Demand fdf ExpoftéB1eé;/
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Overvalued éxchange rates and export taxes have the same effect
on domestic agriculture as a'reductioﬁ in ﬁorld prices. Accordingly,

pricé Po will shift to P, in the domestic economy. The effects areg"

1
a decrease in exports to A'Bf which comes about as a_result of an increase
- in domestic consumption to PlA',and a reduction in output from PoB t§
PlB'. Consequently, there is gydepreagejof exchange earnings from

AB x OP  to A'B' x OP,, and‘of'produéer's income from P

OB X QPO to

P;B' x OP .

The "protection" effect is negative and represented by BD. The
"consumption" effect is_pésitive and represented by AC. The sizé of the
protection and consumptiop effects for a gilven price change will depend
on the elasticities of supply and demand, respectively.

An overvalued exchange rate Qill result in increased earnings (revenue

effect) for the government represented by area c.l/ Finally, the redis-

- tribution effect, represented by area POP

o

lB'B, reflects theAecohomié
~ rent lost by producers; area d is the gain in consumers' surplus.

These effects are not easily measufable for the case of Brazil, pri-
marily because Brazilian commercial policy did not use a single tool in
isolation. Parallel to export taxation under quite different arrange-
ments, as quotas, direct taxes, licensing, and over-valued exchange rates,
which were combined and vafying for specific export.groups, thgre were
administered import exchangg rates and tariffs. The latter included

varying subsidies for the importation of agricultural inputs, which may

"have offset to some extent the negative policy effects on exports. -

1/

= If an explicit export tax is used, the area c will also represent the
government revenue. If an overvalued exchange rate is used, the tax
is implicit, and the area ¢ represents the tax on exporters, which in
turn is a subsidy to importers. If multiple exchange rates are used,
the area ¢ could in principle also be collected by the government.
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In this con£ext, protection measures are defined as those that
will diffefentiate import (or export) prices from domestic prices. 1In
the éase of Brazil theré wefe'ﬁoth "price" and "nonpriée"’protection
measures. Price measures included tariffs, taxes, subsidies, drawbacks,
»differential exchange rates, édvance deposits for imports,'tax.ekemp—
tions, etc. These could be accounted fpr by making the appropriate cal-
culations. However, in the Brazilian case, protection through price
measures was seldom used in isolation. Other than constant and/or
provisory or partial changes in price—related~measure§, a number of non-
price measures were a constant in Brazil's commercial policy. These
included import and export quotas and iicensing, exchange controls, and
special storage prpgrams. |

In addition, measures that were off—setting or additionalvto export
and import cOhtrols were often extended, at the domeétic level, by the
Government in the form of tax and credit subsidies,‘aﬁd support>or con-
trolled priéé;.’ The effects of these would be reflectéd'in domestic
prices, and result in a related increase or decrease in the rate of
protection.

These difficulties led to the use of relative measures of protecfion
~ involving comparisons of agricultural and manufacturing prices, both
at the domestic and world markets. These measures included the estimation
of implicit exchange rates and of '"gross'" and "net" nominal rates of
protection. Specific reference will also be made to effecfive rates of
protection, considered under a simplifying assumption. In the followiﬁg,

: : 2
‘such measures are defined and their computation and uses are explained.—/

2/

=" Specific descriptions of the computation procedures and the data base
are found in Appendix D.

I
iy
it

i




Implicit exchange rates: The implicit éxchange rate for a given com-

modity in a gilven country is the ratio betwéen its domestic price, in
local.currency, and 1ts world pfice, in an international currency.éj
Under conditions of free trade and assumptions underlying factor-price‘
~equalization, the implicit éxchange rates for all comﬁodities will be
;he same, and equal to the equilibrium exéhange rate. However, under
conditions like those described-above, one should expect implicit rates
to be different between commodi;ies as well as distfihct from equilibriUm
rates. Thus, implicit exchange rates reflect the differential treatment
given to commodities traded, and to thbse that compete for resources
with commodities traded.

Protection on the import side and/or taxation on the export side
are expected to result in higher implicit rates for manufactures as compared
to agricultural goods. This is obviously obtained thréugh an increase in
domestic real prices for the protected manufactures and/or a decrease in
domestic realﬂprices for the taxed agricultural goods. For example,
éuppose that a rate of exchange of Cr$4.00/US$ would prevail under free.
trade conditions. If a 25 percent tariff is raised on manufactured imports
in .order to protect domestic production, the implicit exchénge rate for
manufactures may increase ub tO‘CrSS.OO/US$.‘ An inverse effect would
be obtained from a similar taxation on eiports: the implicit rate for
agricultural goods might decrease to Cr$3:OO/US$,éj If each case is.

considered in isolation, or if both are put togethér, the result will be

the same: an increase in the implicit rate for manufactures relative

3/

=/ These prices are usually given in wholesale terms at the port of entry
or exit for the commodity. » ‘

4/

—' This example assumes no "redundant protection'.
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to the implicit eate:fdr agriculﬁural goods.

A major limitation ie'the use of-iﬁpiiéit exchange rates is the
underiying assumption that -the given country's commercial policy cannot
affect world prices: it faces an infinitely elastic demand curve. There-
.fore, the usefulness of an implicit 'exchange rate is limited to the extent
that only its numerator is effected by the given country's policy. If
the denominator hes any bias from the same source, the rate will not
fulfill its objectives of showipg‘relative degrees of protection; this
implies that the country faces an inelastic demand.éj |

'Implicit exchange rates therefore detect the effects of the whole
set of policy influences over the'countfy“s price system which affect
the commodities studied. On the other hand, the effective exchange rates
by which commodities are imported or ekported reflect only thevinternational
market forces plus the controls exerted by the country's Government on

A\
the price of its currency. Quantitative controls cannot be accounted for

by effective e;change rates, but theilr effects become apparent as impli-
cit exchange rates are computed.

Finally, it should be pointed out that implicit rates are essentially
purchasing~power-parity ratios relating domestic and world prices. How-
ever, they are limited in scope to iﬁtersectoral comparisons for a single
coﬁntry's economic policies. Consequently, assumptions underlying its.‘

use do not necessarily have to be those applied to the purchasing-power-

parity doctrine,

5/ This is in the case of coffee in Brazil. Accordingly, this product

. .was analyzed separately.‘
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Nominal protectign: The nominal rate of protection,'of theirate of
product protection of é‘giVen commodity,kié defined as the "pefcentage
excesé of the domestic price ovér the world market price, resulting
from the application-of_prote;tive measures".éj If an import tériff
is the only protéctive measurebbeing used, then domestic prices will be
'ipcreased as compared tbic.i.f. import prices (world prices) up to the
amount of the tariff. If an exporﬁ tax is levied, domestic price will
be'reduced by the amount of the tax; this is a cése of negativé protection.
The nominal rate of p;dtection is a gross measure of the result
of the combined effects of brice and ponpriceﬁmeasures on domesfic
relative to world prices. Domeétic priéesiare taken as automatically
- adjusted for all policy incgntives and diéiﬁcentives ghat bear upon com-
parative advantage for:tradé.k Thus, evén'a coﬁﬁodity.which haé not
been traded can be taken info accéunt.' Moreover, nominal rates measure
the protection implied by the price system (implicit protegtion).
In order.to obtain an estimate ofvtﬁe nominél rate of protection
for a given comﬁodity, the world price has to be multiplied by the market

exchange rate before the ratio of domestic to world price is computed. That

is, _ .
Np=[(Pd—PwR)/PwR]100 = [1—(PwR/Pd)]1OO-=A{(Qd/PwR)él]lOO

where, »

'Pd = domestic price

P = world price

w
"R = exchange rate’

6/

—-.Balassa étb al.‘(1971); p. 4.




. An important consideration here is the choice of the relevant

exchange rate, R, In the Brazilian case there was no single exchange
rate and any average rate could be substahtially overvalued. The follow-
ing different rates could be considered in the case of export commodities:

(a) The export effective‘exchénge rate for the specific commodity under

consideration, PX/PW. In this case, the nominal protection would be:

N, = [1-(2,/P,)] 100 = [(p,/P )-1] 100
since R = P /P
This is the percentage by which the domestic price of a specific commodity
exceeds or falls short: of its export price. This is a measure of domestic
implicit protection, but does not take into account the extent to which
the export price was distorted by an eventual discrimination as compared
to other products. Also, in the case of non—traded products, P is not
available. |
(b) The export average effective exchange rate, P-/P—m‘ The nominal rate

v

of protection would be:

P (P=/P-)] [ po/p-]
N .=[1 - S5FE—| 100 = |1 - §§7§E- 100 =
P L d ) B | d""w )
- P | [
JPd/Pw PX/P‘J oo - P/, 17 -
P-/P- P-/P- o
§ xw J [ X J

This rate measures the extent to which the implicit exchange rate exceeds
(or falls short of) the averege’effective‘excﬁange rate as a proportion
of the implicit exchange rate. This is a measore of commodity protection
in terms of average export protection; it is more inclusive than the

previous definition but does not take into account policy measures that

bear upon exports as a whole.
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(¢) The "eqyilibfium" exchange rate, This is a figure not available

from ordinary sources. It must be comﬁuted under a set of assumptibns
and kﬁowiedge of the parameﬁers‘of sﬁpply af and demand for imports and
exports. In Chapter VII estimates of "equilibrium" exchange rates are
made by using parameters proposed by Bergsman and Malan, and Balassé

in their study of Brazilian trade pblicy.zj

| From the type of export and domestic policies.folldwed by'Brazil,

it can be hypothesized that_the nominal rate of export protection will

be negative? and if computed wifh the use of an effective exchange rate
it will be greater fhan thé nominal rate of protectibn computed wi?h an
"equilibrium" exchange rate. In this thesis the two latter measurements
are made. Therefore, estimates using average effective exchange rates
for noncoffee agricultural exports are taken as representing the exiéting
basis for policy-making, and compared to estimates using "equilibrium"
exchange rates; both include traded and non—tradéd commodities.

Effective progectioh: The effective rate of protection, or the rate of

protection on value added, of a given commodity_is”defined as the 'percent-
age excess of domestic value added, obtainable by reason of the imposi-

tion of tariffs and other protective measures on the product and its in-

8/

puts, over foreign or world market value added".~ The effective rate

of protection can be represented by
Pd - dei

p PR - PR

E 1

1 Balassa et. al. (1971), pp. 345-8.

§/ Balassa et, al. (1971), p. 4.

R
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where:

Pd = domestic product price, under protection i

. I

Pdi = domestic value of tradable input i needed to produce one unit ' “{
j
|

of product, with protection,

P = price of product, imported, CIF . ' il

w ik
Pwi = value of tradable input i needed to produce one unit of product, :
imported, CIF v &’
. . . x]
R =

exchange rate : f;

The following consideratiohs are relevant for the understanding of the v i
above definition: . ‘ : | (i

a) Taking
Pd _
t= 3R —.l 7 o 3 i
w o _ 4
as the simplified expression defining the nominal rate of protection, one . gj
has : - | o | r

Pd = PWR(l + t).

Using a simplified notation, PWR = P and Pw R =P,, the effective exchange

i i
rate is: |
. Py - IRy, 1. P(l+t)-ZPi(l+ti) - P+ IP, '?i
P P - ZPi P - ZPi | A ym
. P+Pt - IP, - IP t ~P+ IP, ) Pt - IP t, _ | 34
P P - P o P- IP g

t ! . | ii

Thus, the effectlve rate of protection can be defined exclusively in terms

of CIF prices, as the tariff on non-tradable value added per unit of -

non-tradable value added at world market prices. The same procedure can

reme

use. free market prices by applying an "equilibrium" exchange rate.
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The effecti;e-protection is ﬁigher the smaller the value added
(e.g. "assembly-only" production process) and vice-versa, other things
being equal. ' | _ ' . .,
b) If there are no tradable inputs

Pt - ZP. t, : Pt

= — it 1 e =
Ep = P ZPi turns into Ep ? =t

or the effective rate of protection equals the product tafiff'<or the
nominal rate of protection). This assumption can~be»made‘in the case of
primary commodities like agricultural products which do not use; or which
use in significant amounts of, modern inputs.’ |

c) If there are no tariffs in any tradable input

Pt =~ IP.t Pt
E = ii =
P P - ZPi . P - ZP

i

or the effective rate of protection equals the tgriff on the product ﬁer.
unit: of ndn—tradable value added. |

d) Effectlve protection may be negative 1f (i) the input tariff is greater
than the produFt tariff, and (1i) 1f t is negative. The latter case is

" found when imports are subsidized or exports are taxed.

"Net" nominal and effective protection: Net nominal and effective rates

of protection may be used as estimates of the extent of overvaluation as
compared to a hypothetical free trade situation. Their computétion implies
the estimation of an "equilibriﬁm" exchange rate. .

The net nominal rate of protection (an) is defined as ''the percent-
age excess of the domestic price under protectidn over tﬁat under free

9/

trade" .=

gj'Balassa et al. (1971), p. 324,




= - ' r
an [(Pd PwR:)(?wR 1 100

Bd = domestic price

PWR' = world price (Pw) times the "equilibrium" exchange rate (R')

The net effective exchange rate (Enp) is accordingly defined as:

Pd - EPdi

Ep ™ PR -1
w w

-1
]
R

The computation of the "equilibrium" exchange rate will assume a
balance of payments in equilibrium and that the removal of tariffs for
imports and of subsidies for exports willyincrease the former and decrease
the 1atter.lg/ The change in the‘value of imports (AM) under the assump-

tion of an infinitely elastic supply of imports is given by:

T 11/

M = N —————-~M
1+T
where: .
n, = iﬁport demand elasticity
T = import tariff
M= aétual value of imports.

The import tarlff added to the'actual‘exchange rate, R, yields the
effective exchange rate, K(1+T). In absolute numbers, and in terms of

the equilibrium exchange rate, Rb’_the’eXpressioth/(l+T) is equivalent

to:

10/ An export tax can be.taken as a negative subsidy.

11/ This expressioﬁ comes from n_ = (AM/M) T/(1+T), where AM/M is the

relative change in imports ™ and T/(1+T) is the relative change in
~ prices. ' ‘




12/

CR'-(R+RT) . - R'

RFRT . RQFD) T

The change in exports (AX), under the assumption of an infinitely

elastic demand for exports is given by: lé/ _
;= “&x liS X
where:
€, = export supply elastigity‘,
.S =" export subsidy
X = actual value of exports

As in the previous expression, S/(l+S) is equivalent to,

R'-(RHRS) _ _R' . W
R+RS R(1+S) g

Making Aﬁ— AX = 0, the ratio RVK, and consequently the "equilibrium"

rate, can be computed.

12/ If the actual exchange rate (R) is the equilibrium exchange rate (R'),
then . S '
R'-(R+RT) _ R'-@®'+R'T) _ R'T  _ T
R+RT R'+R'T , R' (1+4T) 14T

13/ Assuming some slope to the export supply curve, the expression for
AX turns into: :

AX = - gx(nx - b . S X
e+ n 1+s

X X
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R(L+T) R(1+S)
' [ t
R Mn -=Mn + ——EL-——- X ex - Xe =0
R(1+T) m ™ R(L+S) x
Mn - Xe
R' m X | _
R | 4T rsy | = Mp T ey

Mn + Xe
m X

Rl

R . Mn Xe
X
1+T 148

R' can then be used to compute the net nominal and effective rates

of protection.
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' CHAPTER IV

EXPORTS OF AGRICULTURAL PRODUCTS

This chapter considers the structure of Brazilian agriculﬁural ex-—
pofts and the exchange policy‘measureSvadbpted with regard td major
export items. The objective is to analyze main trends in export volume
and value and to detect some relationshiés between these and changes in

export policy;

The Structure of Agrichltgral Exports

Brazilian exports are mosﬁly made up of primary commodities within
~which agricultural goods are a major item. The voiumé'and value of such
agricultural eéxports in the 1946-67 period are‘shOWn in Appéndix B. These
exports have been cléssified into foodstuffs and raw materials, of animal
and'vegetablelprigin, comprising a number of smaller groups.l/ This is
also shown in Tables 4.1 and 4.4 in the form of annual averages for time
periods depicting thé different phases of Brazilian exéhange policy-making.

Table 4.1 presents data on éxportivolume. 'Theré is a noticeable_iﬁ-
crease over time in thg volume exported of most items. The total volume
exported increased over 80 percent from 1948-52 to;i965467; in 1965-67
foodstuff exports were twice as high and raw materials 50 percent higbef

than in 1948-52. The only export to actually experience a reduction in

1/

-~ The NBM code humbers that correspond to the comﬁodities included in
each group are shown: in Appendix D, Table D-2,
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its volume was csffee.f Exports of some prqducts actually increased
sharply, like sugar, cereals, and the group of minor foodstﬁffé and raw
materials. However, the périod'l953—57 showed a particulafly poor per- 4
formance in this respect. ﬁxpdrts bf foodstﬁffs reéovered in 1958-60,
but exports of ra& materials—-aue to the cotton crisis--fell substantially
‘throughout the 1950's.

| Accordingly, a siﬁilar trend is verified with regard to the data on
value of exports, which'is shown in Tables 4.3 and(4.4. However, the real
cruzeiro value of agricultural exports increased only 24 percent from
1948-52 to 1965-67, whereas 'the dollar value increased even less (5.7 per-
cent. Both tables showrtrOughs with théir'lower‘points in 1958-60 (total
exports and raw materials) and 1961-62 (foodstuffs). The coffee and'cotton
crisis of the mid- and late-1950's are largeiy fesponsible for.this. If
these two exborts are not considered, the points of 10Qer export value
are found earliér in time: 1953-57 for total exporﬁs; 1948—52 for food-
stuff exportsj and 1953-57 (cruzeiros) and 1958-60 (dollars) for raw
material exports. This shows that the high coffee and cotton prices after
World War II were instrumental'in‘maintaiﬁing a staﬁle exéhange inflow
during a crucial phase of industrial develdpmeﬁt.

The three major tradit}onal Brazilian exports -- coffee, cocoa, an&
cotton -~ have experienced decreases in theit relative importance in total
export value. Evidence to this effect is presented in Table 4.5. The
coffee share in agricultural dollar exports decreased from around 65 per-
cent to near 50.percent; cocoa decreased from 7 to 5 percent; cotton de-
clined ffom 11 to 8 percent; At the éame time, a number of other exports

became more impbitant,'such as sugar (a 684‘petéent increase from 1948-52
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to 1965-67), meat (242 pe:cént increase);vand mihor‘foodstuffé. Even

so, coffee, cotton, and cocoa comprised, on the average, 77 percent of
total agricultural exports in.the period 1948-67.
Tables 4.1, 4.3, and 4.4 shoﬁ that the increase in export volume

has been greater than the incréase in value. This suggests a decrease
in the unit value of exports. This possibility is investigated in Table
4.6; where the Paas;he‘price indices for exports of foodstuffs and agri-
cultural raw materials are presented. The data indicate that the price
decrease has been greater in dollar than in cruzéiro'terms, a result of
the exchange liberalization policy of the 1960's. In general, therefore,
a decrease in the real price seems to héve taken place. This may be
understéod on the basis of the demand—push~price increase that took place
right affer World War II: the base period 1948—52 was characterized by
high pficés. Therefore, a consistent downward trend can be ébserved,
somewhat checkﬁd at the end of the peridd.

| Tables B-7 to B-17, Appendix B, present a detailed view of the dif-
ferent agricultural export groups under study. Those products ﬁhat averaged
ovér ten million dollars in annual exports in any of the five policy periods
considered were selected and the annual averages of their dollar yélue are
shown in Table 4.7 and 4.8. These ére: meat (fresh, frozen or dried,
and processed), fruits (bananas and edible nuts), cereéls (rice énd corn),
sugar not refined, coffee beans, cocoa beans and buttef, tea and mate,
feedstuffs)(meal and cake), hides and skins, wool, pine.and other lumber,
cotton f?ber, 0oil (including wax) and oill seeds, tobacco, and sisal. .
These products comprise over 95 percent.of total agriéultural exports.

Excluding coffee, cocoa and cotton, they have comprised a larger and
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Table 4.6. Pricé Indiceés (Paasche Formula) for Brazilian Agricultural

Exports of Foodstuffs and Raw Materials, Brazil, 1948-52

tO 1965_670

Foodstuffs Raw materials Total
Time : ,
period = Cruzeiro Dollar Cruzeiro Dollar Cruzeiro Dollar

' index index index index index index

1948-52  100.0  100.0. 100.0  100.0  100.0  100.0
1953-57 107.4 132.2 78.1 83.7 99.2 118.9
1958-60 _74.3 . 93.2 . 101.3 77.8 - 79.3 90.3
1961-64  66.9  84.8 99.7 1.9 - 76.1 81.2
1965-67 99.0 87.5 88.4  69.0 95.9 82.1

Source: Tables 4.1, 4.3, and 4.4.
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larger share of éotal égficultural exports, increasing.from‘ls percent
in 1953-57 to 31 percent in 1965-67. These were also the exports that
carriéd the main burden of Brazilian exchangé policy.

In the following section,‘agricultural exports will be studied with 
regafd to the 1953-67 exchange policy. It is importént to recognize,
hpwever, that the analysis wiil still be restficted to relative discrim-
ination within the-export sector, and will not take into account that even
the most favored exports were pgid at overvalﬁéd exchange rates, A com-
parison with exchange ratesyﬁaid by'iﬁporters, énd'witﬁ."equiiibrium"
exchange rates Which show the evidence aﬁd,exteﬁt of overvaluation will be

made in Chapter VI.

Exchange Policy and Agricultural Exports

Chapter IIA'contained a description of the changés in ekchangé policy
that took place during the period 1946 to 1967. Until 1953 .this policy
was based on a fixed exchange rate with quantitative cdntrols on imports
and exports. fﬁ 1953 a multiple exchange rate system was introduced as
a means to make résources from the exportISector available to the Go§ern-
ment, which was engagéd in stimulating industrialization based on import
substitution. Thus, lower effective exchange rates were maintained for
major exports that could more édvant#geously be taked. A comparison be-
tween exchange rates prevailing_fo: specific majof exports will therefore
show theilr relative position with regard to the existing policy. |

»Effectiﬁe exchange rates for agricultural and total exports are
showh in Table 4.9. These rates resulted from continuous adjustments
made by the Government in the levels established in 1953. Such exchange

rates were maintained overvalued,thereby serving as an instrument of
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fiscal policy. A compériéon betweeh the eichange rate for all non-
coffee agricultural exports does not show sighificant differences. But
it shéuld be reéalled'that ndn-égricuitﬁral.eXports comprised only
about 15 percent of total exports.

Substantial differences appear'when coffee~included figures are
cpmpared to other groups. The former are consistently smaller than the
latter, clearly showing the conspicuous differences in the treatment given
to.coffee as.compared to other exports. An additional aspect is relateé
to the varying differenceslbetween noncoffee foodstuffs and raw materials,
which suggests that‘during certain pgriods one group was more depressed
than the other.

Further insights into the role of exchange policy are provided by
data presented ianables 4,10 and 4.11, which show effgctive e#change
rates for the groups of major exports‘described above. Small differences
between exports equally taxed can be attributed to exchange sold>at dif-
ferent times,*or because during certain periods partvof the proceéds for
some.exports could be sold in the free ﬁarket.i These effective rates -
can be cbmpafea to thosé shown in Appendix:C, where the changes from the
fixed exchange rate prevailing until 1953 to the free rate gradually
introducéd in 1958-60 are presented for each of tﬁe major export groups.
The result of this comparison shows a consistency between the two
sets of daté, except for a few differences due to specific policy moves

that could not be detected.
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On this basis, one can immediately identify coffee as the agricul-
tural export that carried the méin burden of the poliqy.g/ ‘Its rate of
exchaﬁge is consistently smaller than that for other products, even
after 1960 when most exports wére freed from exchange céntrols. As to
the other exports, some were favored during 1953 when.part of their
proceeds could be exchanged in the free market; these were bananas,
Brazil nuts, rice, cocoa butter and cake, hides and skins, wool, pine
lumber, babassu and castor oils, tobacco, and sisal. However, in October
1953 all noncoffee exports were grouped under a single rate andvonly in
1955, when the four export‘categoriesiwere introduced did significant
policy discrimination begin to take place.

In 1955 certain products were classified in the privileged fourth
category where they remained uﬁﬁil»being completely liberated from con-
trbls; these were edible nuts (except Brazil nuts), riée, sugar, animal
feed other than oil seed cakes, hides and skins tanned or otherwise pro-
cessed, some Iﬁmber, and somé 0il and oil seeds. Other exports shared a
varying burden qf the export policy: meat, bananas, corn, Brazil nuts,

tea and mate, wool, some lumber, :some oil and oil seeds, tobacco and sisal.

2/ It should be kept in mind, however,,that.Brazil has played a predom-

inant role in the world market for coffee. Hence, at least some
portion of the taxes on the coffee sector, both explicit and implicit,
were probably passed on to the foreign consumer. For this reason
coffee is usually treated separately in the analyses which follow.

It would appear that over time the extent to which this tax could be’
passed on has declined. The incidence of the tax is an important
empirical question, and merits further research before a final evalu-—
ation of the impact of trade policy on Brazilian agrlculture can be
made. It will be a study in itself, however.
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Along with ebffee; the‘:gmgining exports (cocoa and its products,
cotton, raw hides énd skins, and»piné‘lgaﬁé;) were .all or part of the
time Qnder a relatively strong taxation. Some pine lumber and' raw hides
and skins were most of the time classified in the third expo;t category,
and for smaller periods.in the.second category(pine lumber for six months,
and raw hides for two years). Cotton fiber was actually the most favored
item of the group. It was liberated from exchange controls in 1959, and
starting in 1956 it was under a special price support program known as
"Tosta Filho Plan'.

Cocoa and its products were, except for coffee, the most penalized
export. The exchange rate for cocoa prbductsvwas only liberated in 1961,
but cocoa beans continued to be penalized after that year. From June 1959
to October 1961 cocoa beans were classified in the first exporf category,
tggether with coffee§ previously, it had been in the second category.
Cocoaygake was also placed in the first category for six months (1959),
and starting in 1956 it was in the second category. Cocoa butter remained
in the second and third categories most of the time.

The case of cocoa is a particuiarly significant aspect of the export-
disincentive problem since cocoa is the main product and export of a
relaﬁively.underdeveloped Brazilian region (the State of Bahia). In regipn—
ai'terms, the differential exchange rate for cocoa might have been more
important, as a disincentive for‘production and technological change, at

the producer's level, than the lower coffee rate has been in Brazil's

south,

o
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<~ 'Conclusions .. -

To sum up, there was no difference in exchange treatment for non-
coffee foodstuffs as compared_fo raw materials from October 1953 (Instruc—
tion 70) until January 1955 (Instruction 112). During 1955 the second
and third export categories included important raw material exports,
like cotton, pine lumber, castor seeds, cé;nauba wax, tobacco, sisal, and
hides and skins. On the foodstuff side only cocoa and bananas could be
considered important exporté. Ihis is the reason why the effective ex-
change rate for noncoffee foodstuffs was smaller than for raw materials,
in 1955, as shown in Table 4.9. |

Until May 1956 (Instruction 131) fhe situation remained roughly
the samé. Beginning that month, controls on foodstuffs were tighter and
the balance between both groups “was” re-established (sge Table 4.9). Con-
trols were introduced for cocoa products, tea and mate, and for some minor
but important domestic food items (potatoes, cassava flour, and dry beans).

In 1958 the effective exchange rate for raw materials begap to in-
crease relative to foodstuffs. However, this was not a result of addi-
tional constraints on food exports. The only important food items still
subjeqt to stronger controls were cocoa and cocoa products, but they made
up more than 50 percent of noncoffee foodstuff. exports. On the other
hand, substantially lighter controls still remained for tobacco, castor
seeds, carnauba wax, and hides, whereas cotton (except for linter)
had dropped to the fourth category. This situation remained about the
same until 1961, when the export exchange rate was liberated except for

coffee and cocoa. At this point, cocoa was gradually making up a smaller

= JRep . . e e
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and smaller share of ndncoffegi590détqﬁfkgxports like cotton and meat.

'As a result, exchange rates teﬁded to be the same for both groﬁps (Table
The above desciiption shows no major concern with the exchange ' %ﬁ

;:policy as 1t bore on majd;‘éomestic“fodd items; except for a few producté

‘and during a few years. But the licensing syétem was still in effect,

- and this might possiblehave been ﬁﬁe ﬁéj;r\iﬁsﬁrumént by théh world

‘prices were not permitted to intérfereuwith'domestic prices. Exchange

controié were mostly used ;6 tax féﬁ ﬁatefiéls and important, but non-
eséential, food exports like cofféé; éo@oa,sedibie nuts; and mate.
vGiveQ the objectives pf ﬁééde poliéy;rthiéLéah be considered a 1
rational diétribution‘of:ekPthfébhtrdls. fWhile.émall but domestically ‘
essential food exports were ma;ntained undér coﬁtrol by quantiﬁative | ﬁ
meésures, large but domestically superfluopsnyOd exp9rts, together with
"surplus” raw>mat6rials,;were used as major sources of gqvernmenf.revenue.
It was forﬁuﬁéte that ﬁrazil had a;édmpésifioﬁ ofbéxporté that allowed . g

~ substantial gains from trade, without hindéring directly the long—terﬁ _ ' :

‘supply.prospects of essential food products. ‘ ' i
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‘CHAPTER V {
§

IMPORTS OF AGRICULTURAL INPUTS

i

|

This chapter is both descriptive and analytical, and is divided . | %

into three parts. The first pa;t presents deécriptivevdata on the i)

magnitude and composition pf importsvof agricultural inputs in the post- . If

war period. The second part describes the e#change poligy and other a-
spécts of trade policy’as it bore on agficultural igpufg.i And finally,
there is some analysis of the effect of these policie; oﬁ>£he‘price,of

inputs.

The Structure of Imports of Agricultural Inputs

‘Although-Brazilian imports of agricultural inputs increased during

the 1930's, it was only after World War II that they really reached a

significant proportion of total imports. Imports of fertilizers in 1935

and 1936 were 25,812 and 39,314 metric tons, respectively, while the
imports of tractors for agricultural use were 612 and 1,274 metric toms,
respectiVely. The fertilizer figures corresponded to shares of 0.6

and 0.9 percent of total imports.

' This share went up to 1.3 percent in 1939, came back down to 1.0 per-

cent in 1940, and climbed again after World War IT until it reached the 3.0

percent mark in 1950, Since thét’year this level has been maintained and

surpassed except for a few years.
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Even those imports that actually decreased throughout the 1950's
and 1960's due to the incentives to internal production were still larger
towards the end of the 1960's than they had been in the 1930's. Tractor

imports were 3,678 metric tons in 1966 and 1,363 metric tons in 1967.

‘An estimated 10,886 tons of pestigidés entered the country in 1967, as
@ompared to 406 tons in 1940. Total imports of agricultural inputs,
which were only 2.0 to 2.5 percent of all imports in .the period 1946?48,
went up to 4.1 percent in 1949,‘an& 5.8 ?grcent in~i950 and -1951.

Imports of agricultdral inputs ﬁave made up about 5 percent of total
imports in value terms since 1949. Howevef, they have increased substan-
tially in volﬁme and changed in cbmpositionvsince that time.

The basic data on these imports, from 1946 - to 1967, can be found in

Appendix B, Tables B-4, B-5, and B-6. These,dafa are-summarized as
annual averages in Tables 5.1 through 5.4. The same»time périods.were used
in orgénizing the data as were used for describing«fhe structure of exports.
The imports were divided into two main groups for purposes of analysis:
intermediate goods, which include fertilizers, pesticides, and minor
items.(seeds, seedlings, hatching eggs; baby‘chickéns, feedstuffs, etc.),
and capital goods; which include tractors, méchinery, tools, and other
items such as breeding stock and barbed wife.l/

Table 5.1 presents data on the physical magnitudelof the imports.
n this criterion impdrts of agricultural inputs increased 2.6 times from
948-52 to 1965-67. Howevef, this:increase was entireiy due to the growth

f fertilizer imports; other imports remained the same or decreased in

/

The NBM code numbers that correspond to the commodities included in each
group are shown in Appendix D, Table D-3.
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