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Sumary

1. This report summerizea with comrent the proposed 1969 federal
budget whiich wes approved by the Congress with miner changes on
November 29. The congressionel changes will be reported after the
badget law becowss available. The tudget law iteelf will be
meodified by a federal goverrowmnt caesh budget based upon an sxpend-
iture contaimment fund to adjust expanditures in sccordance with
income pessibllities, spending pricrities and target deficit. (The
1969 budget estimates shown in the Pregrsa Loan Negetiating In-
structions, AID-DIC/P-785, are based on the most recent, albeit.

preliminery projection of the cash budget).

2. The 1969 budget deficit is projected at NCr$ 1.2 billion. This
is the sswme level ¥u ety IW NS NNE Iuvel as expected in
1968 end; if realized, would mean an average decline in real terms
by the smount of the 1969 price incresase. A cash deficit ef this
-gn;:mh would equal 1.2% of GNP, down from 1,5% in 1968 and 2%
in 1967.

Enclosures:
1. Table I - QOB Budget: Current Income 1967-1969
2. Teble II- GOB Budget: Cwrreut Incoms 1966-1969
« Tabls III - Federsl Governmont Budgeted Expenditures: 1968-1969
. Table IV - Federul Covt. 1969 Budgeted Expenditures, by Progrem
5. Table V - 00B 1969 Budget: Expenditures-Distriduticn of Direct,
Indirect and Parsonnel Expenditures

-ULATE OF THE UNITED .

OF AMERICA
4 UNCLASSIFIED
- 2C 231968
ECON/MWHof fenberg st 11~26-68 430 FINATT/DESyvrnd M

BELEM, PARA, BRAZIL

ECON/RJBloomfield




ONCLASSIFIED A-1208
Page 2
Rie de Janelre

3. The revenus estimate of NCr$ 13,059 wmillion represents sn incresase
of 31% over the NCr$ 9,958 millicn revenns estimate for 1968 prevail-
ing when the 1969 budget was in preparation. There wes some question
whether this level could be rsached in view of overly high receipts
prejected fromw the fusls and electric sole taxes, but the 1968 revenue
outlock has aince been revieed upward to NCr$ 10,100 million thereby
improving prospacts for 1969. Moreover, the QOB used an estimated
aversge rate of inflation in 1969 of 158 in making its caloculations,

A more realistic estimate of the average sanmal rate infiatien next
year would be 20f. Correcting for this facter, receiptes would increase
to about the projected level.

L. Total 1969 expenditures are projected at NCré$ 14,229 millien rep-
resenting ebout 14,58 of GNP, the sews ss in 1968,

5. Capital expenditures ere projected a NCré$ 5,633 wmillion, LOZ of
the total es compared to an estimsted 35¢ in 1968,

6. Parsonns) costs are projected at NCr$ 5,708 willion, including

a NCr$ 740 willicn pay raise reserve fund. Actual expenditures asre
likely to be about NCr$ 6994 million (NCr$ 5,686 million estimated
1968 expenditures X 23% aversge pay increase effective Janwary 1, 1969).
This shertfall of about NCr$ 1.3 dillien would double the satimated
budget deficit in the absence of corresponding offsetting reductions
in expenditures via & containment program. The 0OB in fact is contem-
plating such e program and preliminary Hinistry of Finance targets
would impose strict sconomies on current expenditures end transfer
about NCr§ LOO willion from cepital to current expsnditures. These
preliminary target figures are cited in the program losu negotisting
instructions.

7. Changes by ministry in percentage perticipation in expsnditures
on the basis of preliminary estimates of 1968 performance include a *
reduction in defense and increases in agriculturs, education, trans-
portatien and health.

8. Tranefers to transportation autarquies are projected to decline
a further L.9% in real terms following a ?1.L% reduction in 1968
from 1967. The federal rallrcad continuse to be the wain recipient.

9. The 1969 budget 1s likely to more clomely resemble the cash budget
than in previcus ysars. The revemue projection is mere realistic, but
provision for persemnel costs is very insdequats even with the pey
raise reserve fund. Mprobludummtrmpnum years
will eontinue to be felt in 1969.

10. The 1969 capital budget incorperates the budgetary resouwrce inmput
of the three-year luvestment progrem.

UNCLASSIFIED




VNCLASSIFIED 4-1208
Page 3
Rio de Jansire

Estimated Income

1l. The budget cotimate for total QOB income in 1969 (Tadbles I amd II)
is HCr$ 13,059 million exelusive of borrewing. Tetel income is projected
to increase MCr$ 2,959 or 29% over the most recent GOB sstimate of

NCr$ 10,100 million receipts in 1968, This is an incresse of 7.6% in
real terms over expected 1968 performance sssuming a 203 avercge rete of
inflation in 1969. The wers important sources of incows continue to be
the industrial preducts tex, incoue tax and petrolsum preducts tax which
together account fer sbout 858 of budget incoms (ee Table IT). About
3% of budget veceipts are esrmarked; 3% wore than in 1968, 64 more then
in 1967, but belew the level of wore than 40f existing in 1965-1966 prier
to the tax reform.

12, A 7.68 inercase of receipts in real terus way be conservative in
visw of projected 6% growth in GNP during 1969, over-sll tex elasticity
with respect te GNP greater than one and further improvement in oollse~
tion afficisuay., Righer yields resulting frem an anmmal average 20%
rote of inflation, rather then the 15F wsed by the 30D to estimate reve-
mues, should were than offset en estimated NCr$ 4S50 millien shertfall

in receipta fircu the fuels and elsctric sole taxes (see below). Receipts
from the industrisl preducts tax especially should be higher than proj-
ected. On the other hand, 1968 receipts were larger by the deferred
payment of the industrisl product tax in 1967, se that the rate of in-
crease of receipts from this tax may net be pari passu with current
price GNP, 211 in all we sre inclined for the time being to accept the
Q08 figure, Tax rates are assumsd te remain unchanged. A general in-
exease in tax rates im unlikely in view of the widely held beliel that
the tax burden alresdy 1s too high. The Pinence Minister on several oc-
casions haes stated publicly that the GOB does not intend to increase tax
rates in 1969.

13. éassumptions used in projecting 1969 receipts are reasonable except
for the earmarked fuels mole tax and the electric sole tax. Assumptions
for projecting those twe taxes, which together comprise 24¢ of receiots,
have not been mede explicit, Projections of these two taxes were fur-
nished by DNER and BLETROBRLS to the Ministry of Planning Dudget Office
and were used as "given". The increases of 53% and 63% in nominal terms
projected for these two taxes respectively are not likely to take place
in view of doubt concerning increases in tex or real prices.

k. The basic assumptions used by the GOB in prepsring 1969 budget
revenus estimates sre: & GNP growth of 6%, by tha 888 inflation of 15%,
devaluation of 151 and improvement in tax collsction efficiency of 2%.
The sssumption of 15% inflation iz optimistic and therefore makes the
overall receipts ostimates generally conservative were it not for the
high yields projected for the fuels and electric sole taxes.
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faal incrpases frowm 1968 to 1969 bssed on the rough sstimates made in
Table ITI ares

~ dafense 6.9%;

- agrieulture L7.4%;

- education 26,1%;

~ health 26.4%.

Ststes and municipalities also made sizable sxpenditures on educatien,
agriculture and hsalth, Theoss are cutside the faderal budget.

22, On a program basis (ses Table IV), assuming 6% growth end 20% average
sunual inflation and including under defenss expeunditures the defenss share
of psusion cests-and the 1969 pay raise, in 1949 ths dafenss share is 21%
ef the central government budget and 2.9% of P (or oa a 10-74 basis the
dafense share le oxpscted to be around 16% of total csntral govermment
expondituras and 3% of GIP), It should be kept in mind thst in view of
Brazil's fedsral aystem inter-couniry comparisens should not be made using
the QOB federal budget alone.

23. Predouinant glevents of overall sxpenditures are: (8) a 22% incresse
(ECré 324 millisn) 1n participation fund transfers to states and wmunici-
palities representing their 208 shars of faderal income and exciss tox
ravom»es; (b) provision for the first time at the budget stage of a reserve
fund (VCr@ 7LO willion for anticipated psy increases; (c¢) an 18% incresase
in real terms (NCr$ 181 million) in funds pregrsswmed for higher sdusation;
and (d) inadequete anticipation of perseonnsel costs.

N

li. Although meny sermarked revenuss were eliminstsd under the fiscal re-
v pregrem which consolideted tied roceipts undor several "scle” taxes,

an increasing share of $otal curvent receipts sre tied: 28% im 1967, 31%

in 1968 and 34% in 1969. The increase is explained by higher elasticity
for the sole tawws with raspect to price and %o preduct than other recelpta.
The sele texes combined with the participetion fund for states and sunici-
palitise sccount for about 608 of totel budget capital expenditures.

o Y
2

o

25. States and municipelities will recsive an estimated NCr$ 2,842 million
in 1969 from the stats and municipal participstion fund amd the earwmarked
sols texss. This equals 21.7% of enticipated current receipts and 20.4%
or projected expénditures. Expanding receipts, especially from the indus-
trial products tax, will preovide the participation fund with an sstimated
HCr$ 1,784 million in 19693 the electric, minsrals and fusls eole taxes

are expected to provide lecel governments an additienal NKCr$ 135 million,
NCr$ 48 million and RKCrd 876 million respectively.

26. Transfers to the esutonomous transport entities are projected by the
draft 1969 budget to decline 4.9% in real terms from total estimated trans-
fors in 1988. This follows & 21.L% estimated decline in 1968 in real terms
from ths 1967 lovel. The fedarsl railways would continue teo receive the
largest share of subsidies whils the Port of Rio would rsceive no further
transfers.

T/ Note that in iable 1L distribution of expenditures by miniatry, delence
pension costs ars included in expenditures of each military agency whereazs
civil service pensiens are lumped together under the Ministry of Finance.
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TABLE I
QOB BUDGET: CURRENT INGOME - 1967-1969
{millions of new cruzeiros)
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i1 9 6 9 1L 9 6 8 1967
= “Percenvage incraase _ Jan.oept.
Proposed ~ Hominal “Heal Initial Actuals
ree Budget 1968 Rev.Bst. 1968 Hev. Bst. mnmmmw musmmmm_ Rev.Est. Cash Basis Actusls
“Industrial Products Tax 8975 2.5 - 4703 U799 3315 2840
Income Tax 2943 348 7.8 3000 2134 2183 1k 1550
a. Honewithheld Personnel (410 (32.2) 5.8 (377) (310)
b. Non-withheld Business (1313) (37:4) 9.9 (1260) (955) ;
¢. Withheld (1220) (32.8) 6.3 (1363) (918)1
J. Sgle Tax on Petrolesum Pred. 2262 52.6 22.1 1450 16850 1482 1084 1069
ho Import Tax 899 15.7 -7l 866 516 777 568 370
£, Sple Tax en Electric Energy 25 52.0 21,6 150 200 iL8 104 105
. Sole Tax on Minarals 53 50 50 3k 26 32
7. Tex on Highuway Passenger Trensp. 12 L0
8. Bural Property Tax 16 - -
2. Foes Pl 83 128
a. Cousular (17) (32) (9L)
b. Military psnsions (2) (23)
c. Alrpeort Use (2k) {=)
d. Othar (12) 8
10. Petrimony (Rent and iuterest) 12 L7 G
i1, Industry (Psst Office) 105 117 80 69
12. Pines 95 71
13, Ssek Taxes (inel.monetary corr.) 147 127
ili. Indemnificatiens 32 W2
15. Payroll Tax fer Primary Zducatien 94
16, Other s 99 53 597 529 390
Total Current Heceipts T305% 2.2 B 1 T6.558 u.788 10.100 v.or2 “B.562

R i e T 5 T T T AT o p e mag oy

17 About 378 (NCx'$ 340 mililon) eof total witaholdings 1s on wages.

Curront Receipte aa Percentage of GNP

UNCLASSTPIED

L3 (8562 = 59L85)
12,9 Pab, Est. (9958 - 77808)
13.7

fudget Est. (13059 - 94LBLY)
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TASLE V Enclosure S
Qo7 1969 RUDGET: EXPENDITURES Rio de Jeneire
DISTRISUTION OF DIRK PENSONNEL FIPENDTTURES
(M{ﬁim of Now Cruseiros)
Curront Expendituaraes
Virecet Transtervs
T-PersonnmL  c-OChey  J-l1otal  L-Persounsl  b-Other  o-jotal  7-Total (3 & 6)

Pragidency 17.5 10.3 27.8 k.3 21.8 26.1 53.9
Defense 127h.1 31G.5 1588.6 6206.5 “Be8 627 -k 2215.9
gencral Staff | g 7 1.9 e .- i e L
Army 638.2 157.0 795.2 353.1 o6 353.7 11L8.8
Alr 342.6 93.3 435.9 113.4 5.7 119.1 555.0
Navy 2926 63.0 355.6 15k.1 .5 15k.6 £10.2
Interior 31.8 10.8 L42.6 122.9 65.9 168.8 231.4

‘Autarqguiss - P - 77 05,3 193.0 v
Other 31.8 10.8 2.6 Se2 6 5.8 4Bk
Agriculture 83.3 18.5 101.8 59.6 26.6 86,2 187.9
Autarquiss e - - 588 25,5 et 71.7
Qther 83.3 18.5 101.8 13.0 1.5 14.5 116.2
Planning 11,0 15.5 26.5 56,0 36.4 92.4 118.9

Autarquies = - - 5.8 354 2.2 .
Gther 1190 15.5 2605 02 i e2 26.7
Edueation 5599 ?100 126-9 3?1:3 35"03 67596 3{32-5

Autarquies - S0 ¢ e 107.0 L2LL 6
Other 5509 71&0 12509 b,n? 2&6«; 25192 37801
Transpors 0l 2.4 L6.6 &8l 4y 124.9 789.3 835.8
hutarquies R - - 25 1% 12L.9 T78.2 778.2
Other 1{1&.-,2 2»& é‘.{.ﬁné 11.1 - 11.1 57-7
Fiﬂanﬁﬁ 222:9 MQO; 3?2-’4 ?’E-Sn 2 lmah 1??0.6 2@3&1
Autarquies - - - - - - o T
Other 222.9 ;9.5 372.h4 715.2 1005.4 1720.6 2093.1
Communications 264.0 Sl 6 318.6 33.6 - 33.6 352.3

Post Office and Tel. 25H.Y 5.7 3058 —33. " 5.2 ”
Other 5.9 2.9 8.8 % | - Py | 8.9

Pay Raise Reserve Fund 740 740 740

« gonbinues on e =
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