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ADDP 1. Net Domestic Credit expaended in Seplembsr by NCr$220 million, after a

WASTITA-3  Very moderate nersss million expsnsion in August. The expansion for the

IPAULO-2 third guarter, WCr$hs3 million, was NCr$210 million greater then projected

FIIE in the reviszed mometery budget prepared in early July 1967. Although the
Treaswy improved its position with ths Monetary Authorities by slightly
more then projected for the third guerter, thers was NOr$Lh2 million

EMBOFFICE unanticipated expansion from redisconnts, the winimum price program,
Brasifia private sector loene ead coffee vperstions (taken togetber) ,which
7o |17 i substantinlly excesded the NCr$253 million "safety wsrgin® built into
the third guarter projections,

Pal/¥eo
Pt Zr 2. Commarcial Benk losns expanded by 1L.3 psreent durimg the third

; gquarter, with monthly rates of imcrease of L4.8%, 5.6% and 3.4% in July,
Auguet and 3eptember, respectively. The rate of loan expansion exceeded
substantially that projected im the July 1967 revision of the monstary
budget because of a higher level of rediscounts and a substantizl
reduction of commercial bank ligquidity; the oversl)l operstioms (i.e.,
net domestic credit plus met foreign resserves, or mometary lisbilities)
—3 of the Mopstary Authorities wers slightly less expensionary tham projected

o for the quarter.
_!: — | Enolosures:
B Vg iy skt | 1, Table I ~ Cperations of the Monmstary Authorities
; 2. Table II- Cash Fiscal Defieit and Financing

3. Table IIT-Coffee Operations Acocunts
L. Table IV~ Credit of Bamking System and NMomey Supply
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3. E%Ls\%g expanded by 8.3 percent during the third quarter,
wit rates of increase of 1.8%, 3.u% and 2.9% in July, August

and September, respectively. The monsy supply at the ond of Sepltember
was 31.6 percent sbove the total at the end of 1966. The “money
multiplier® was high for the whols gquarter becauss of the net draw-down
of comsergisl bank reserves; howsver, the NOr$253 million increase in
currency held by the publis (24F of the increase in the total money
supply) and the (NCr$l0h million) incresse in bamks® free reserves in
September indicete a reversal of liguidity behavior from esrlisr months
so that the money multiplier should be considerably smaller for the
remginder of the year.

L, Recent Monstary/Credit Movements, implicit in the weekly estimates

of The Central Penk, point to @ rate of credit expeansion for the banking
systeam between the end of Ssptember and the middle of November well
above the sverage monthly expansion during the third quarter (L.2%
compared to 3.1 peroent). The rete of expansion picked wp sharply

about the middls of October; loans of the banking syatem insressed by
L.0% in the month ending Nowesber 1 -~ commareisl benk losans inoreased
at a monthly rate of L.3% during the first two weeks of November. The
money supply expanded &t & lower rete in the 6 weeks ending November 1k,
than the average for the third qusrter; the inorease wag an estimated

2.l percent in & G-week periocd ending November 1), ccupared t¢ an average
nont.h inerease of 2.0 percent durisg the third guarter. The wore

n incresse in the rate of espansion of the momsy supply is somewhat
nishading however; as notsd above banks' loams expanded by over L percemt
in this 6-wesk periocd and their sight deposits by 6 percent. There
apparently was &8 sharp draw-down of autarquia deposits in the Bank of
Brasil == the Central Bank estimates the reductiom 2t HCr$320 million --
with all other elements in the monsy supply (taken together) sxpanding
by about 5 percent. The exchange speculation has not yet been a major
offestting factor to credit expansion bacause most of the speculatiom has
been in forward operations and the monetary impact has not taksn place
as yost (see ref. b).

Discussion

1, The NCr&L63 million expension in net dosestic credit was NCr$210
willion higher tham projected for the third quarter in the (July 1967)
revised monetary budget; that momwtary budget projected no expansion

of net domsstic oredit items, but did inelude a mzs: willion "safety
wargin®, Therefore, the expansion of the individusl net domestic credit
items actually was NCr$hé3 lerpger then projected. The dwidims from
projections for major itewms weresas follows:
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(+ = excess expaunsion)

Tressury =16
Frivate Sector Losns +111
Radiscounts +57
Minimum Prices +43
Coffee Operations +231
A1l others *. 57
Total 453
less: Ssfety Margin =253

Excess Expansion Net Dowestic Credit +210

2. The coffee operations eccount was very expensionery (NCr$l98 milliom)
during the third querter. This was the outcome of a NCr$200.2 million
increase in coffee losns and redisccunts outstanding, and a contractiomary
impact from the coffee defense fund of only sbout HCr$ 2 million. (See
item 8 of Yable I and Table III.} Omn the other hand, part of the
expansionsry impact was illusory, @2 there was @ substantial build-up

of coffes defense fund (contridbution quota) receipts (NCr$77 willion)in tran
during the third guarter, and these should be credited to the coffes
defense fund account in October amd November. Ths large build up of
receipts in transit was in September, when coffes exports were very

large, but the bulk of which was sold on 60-90 dey terus. At the ssme
time, thsre were large purchases of surplus coffee by the IBC in
Saptember (NC1$153 millien), or probably clese to 3 millioca begs, Tt

is likely that pwrchases of surplus will be less during the last gquarter,
as in most instances it will pay prodacersz to carry over the coffee wmtil
after January 1, 1968, to taks advantage of the price increase at this
tima. In ohort, coffee operations should previds an offset for the

last gquarter, but with scew expensionery impsct for the first half of

the coffee ywar.

3. Superficlally, it appears as if the Treasury performance vis a vie
its position with the Central Benk was better far the third guarter
than projected in the (July 1967) mometary budget. This would appear
to be trus in spite of the fact that the cash deficit was NCr$218
million for the quarter, ss compared with & projected surplis of
NCr$169 aillion. However, it will be noted from Table 1. Ciat the
Treasury roceived FCrsho? million of finsnmolng for the deficit Poutside®
the Mometary Authoritiss; this included an unknown amount of bond sales
to the Bank of the Northsest and the Eational Housing Bank. These
institutions keep thelr idle cash im the Eank of Brasil -- deposiis of
antarquias and other public entitiss -~ so that selling bonds to them
coteris peribus, hes the saws mcnetary impsct as borrowing directly from
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contractionary

the Mometary Autheritises. In fact, thersfore, ths monetary/ impaet of
Treasury operations dwring the quarter was less them shown in the Tressury
account by the amount of such sales.

L. The expansion of monetary liabilitles during the third querter (NCr$Lh22
million) wes somewhat lses than projected in the revissd monetary budget
{NCr$h85 wmillion); however, the wmoney supply expanded by almost 9%,
compared to & projected expansion of just under 5 pereent. In other words,
the "monay maltiplier® (ratio of change in wmonsy supply to chenge in
mopetary lisbilities) was much higher then projected for this period.

The basic resscon for the high smultiplisr was the dssire and ability of
commarcial banks %o reduce sherply the ratio of free reserves to their
own depositus., The ratio of free reserves to sight dspoaits, which was
17.4% &t the end of Jums, was down to 14.0% by the end of August; during
this two-month pericd, free ressrves fell absolutely by NCr$216 million,
vhereas the ingrease in cowpulsory reserves wes caly NCr$l3 millien.

This tendency began to be reversed during Sseptember, when banks incressed
their free reserve holdings by over NCr$100 million. Howsver, the
opsrations of the Monetery Autharities ware quite expansiorsry in
Septembeyr, zo that commsroial banks ware able to expand their lending
oparations eignificantly while at the same time restoring their cash
regerve positions, The tendency vf banks to increase their cash reserves
appsars to have continusd; the Central Bank eatimatesz show sn incresse

of NCr$l3l million between the end of Soptember snd the middle of
November., A% the widdis of Wovewbsr the ratioc of free reserves to

sight deposite was up to 15.6 percant which, based on historical data,
would appear to be aboul normal.

5. The date point %o continued bank credit expamsion through the middle
of Hovember, with total looms of the banking system en Novembsr 1 about
19.6 percent sbove the and of June, and 41.5 percenmt above Dscember, 1966,
Bank loans (cowmercisl benke plus Mometery Authorities) expanded by abent
6.3 porcent in the S-wwek period between the end of Septembsr and November
1; the monsy supply expsuded by only about 2.4 percent in the same period.
The reason fuor the shirp divergence betwaen the rates of momstary and credit
expsnsion dose not appear te have been the result of an offsetting impact
from foreign exchenge operations 1/, but rether has resulted from a sharp
drew-down of suterquia dspoaits in the Bank of Brasil. The Central Bank
estimates that these deposits were reduced by NCOr$320 milliom during the
6-smek pericd ending November 14. All cther components of the momey supply
then inereased by 5.0 porcent is 4he 6-wwek period referred to. A draw
dowm of sutarguia deposits adds to the ressrve base of commercizl banks

1/ As diseussed in reftel (b), moat of the spsculatica was in
forward opurations and the monetary contractionary impact
has not beon felt as yot.

LIFITED OFFICIAL USE

DECLASSIFIED

Authority NN| )5 3)55




LIMITED QFFICIAL USE
A= 36L
Rio de Jameiro
Page 5

and ultimately has an expansionery impsct on the monsy supply =-
i.9., if autargquia deposits with the Monetary Authorities are drawm
down by 100, the woney supply will fall by that smount in the wvery
short run, but eventuully the money supply will ¢snd to inorease by
a not 50 or 70. Exelading sutérguia deposits from the definition,
the monay supply on November 1l was 1L.5% above June and 36.7 pereent
above Decewbor 1966; including them in the definmition, the rates of
expansion for the twe periods were 10.9 percent and 34.8 percemt,
respectively.

-
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TABIE 1 Attach. 1
Rio de Janeiro

OPERATIONS OF THE MONETARY AUTHORITIES
(Cr8 miliions)

(snd of Period) (Chenge in Period)

Sept. 1967 plenbsr  July-Sept.
I, Met Domestic Credit 71,546 *33 +220 +463
1, Treasury 2,630 =7 =7 =191
2, Minimum Prices 379 +11 =7 +58
3. Autarguias 175 =7 +40 «22
L. Stats/local Ovta. 1 - - -
5. Rediscounts 260 +24 =13 +107
6. Privats Sector Loans 2,60k +70 +169 +263
7» Migcallaneous Assats 1,313 65 +186 +259
8. Coffee =130 +92 +120 +198
9. Counterpart =169 +5 +2l +h3
10. Exchange Burden -1,302 -l +1 -
1l. Autarquia Deposits =1,307 -60 +9 -55
12. Other Assets (net) 1,909 +11 =30l ~251
IZ, Net Foreign Reserves =912 =1Lk +165 =kl
(I1, Honetary Liabilities 6,63k =111 +305 +4422
13, Banks Free Reserves 1,285 =07 +104 =109
—ourrency (L15) (+50) (=38) (=52)
=depositse (870) (=117) (+1L2) (=57)
14, Compulsory Resarvse 1,389 =29 +62 +105
15, Currency Hands Publisc 2,556 =10 +111 +253
16, Deposits of Public 1,h04 =5 +108 +173
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' Attech, 2
TABIE II Rio de Janeir:
CASH VISCAL DEFICIT AND FINANCING
(NCr§ millions)
July-September January-Septenber
I, Cash Deficit 217.8 1,329.8
IZ. Fm“@}__‘iﬁ 217.8 1:32998
A. Monetsry Authorities =150,.8 +581.3
B. Others +408,6 +7L8.5
1. Res. 21 REspayments (+51.2) (+198.1)
2. Repaywents State Gvte. (+h41,2) (+163.1)
3, Cireular 85 Bouds (+1k.%) (+196.8)
L. Others 1/ (+301.8) (+190.5)

1/ Includes bonds sold to the public, to the
Bagk of the Noritheast, toc the Netiomal Housing
Bank and to Comasroial Benks.
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TABIE IIT Attach. 3
Rio de Janeiro

COFFEE OPERATIONS ACCOUNTS
(NCxr$ miilicns)

Flows in Period-1967

. r ANVATY
{+ = monetary expansion)
(-~ = monetary eontrastion)
A, Recaipts (inc is -) =365.3 =848.5
1. Contributicn Quota =321.1 ~696.5
2. Sales from Stocks =30.7 =102,7
3. "Reintegro® =13.5 UF.3
B. Expenditures (ivc is +) +268,4 +670.8
1. Purchase of Surplus +190.3 +330.9
. 2. Importer Price Cusrantee +1.8 +4. 7
3. Exchange Coatract Expsnses +1.7 +9.4
h. GERCA-erradication - +117.5
5. Advertising Expenses +3.1 - +6,.8
8. IBC Administration +30,7 +107.0
T. Capital Expenditures +36.8 +85.1
8. Miseollanecus +4.0 +9.L
C. Coffee Defense Fund {A+B) -96,9 -177.7
D, Fund for Rationalisstion Coffee Culiure +18.0 o4
E. Loans/Rediscounts +200.2 +91.3
F. Monstary Impsci Coffee O-erstions +121.3 =91.8
less: Comtribution Quota Receipts
in trensit {=77.0) (=78.3)
G. Monetary Impsel Coffee Operations as
Included in Hei Domestic Credit
Concept (Table I, item 8) +198.3 «l3,5
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“IBIE IV Lam
Attach., L
Rio de Janeiro

CREDIT OF BANKING SYSTEM AND MONEY SUPPLY

Percentage Change
1oans of Benk yeten
Money Supply  “Total  Private Secter

Jan-Sept .
1963 +26.L 16,9 425.7
1964 +50.4 8o.5 +56,.6
1965 +}48.k 3.6 +38,7
1966 +6.8 13.9 +23,1
1967 +31.7 3k.5 +35.5

Tear Ending Sept,

1963 +56.6 +51.2 9.1
1964 +95,.2 +103.7 +93,1
1965 _ +83.L +35.0 +59.7
1966 +26.3 +25,8 +39.7
1967 +h2.k *447.1 +47.1
July-Septenbyr
1966 +2,6 +9.k +10.2
1967 +8.3 +9.8 +14.3
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