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P 1. Strustural chungss in the Brasiliar economy, imitiated by the
ARASTIIA-3 Castello Branco Govesmment in 196l and continued by the Costa ¢ Silva
SPAULO-2 Govermment, are now providing the basis for a wore balansed growth of
TNE-2 tho esonomy. The most signifieant of thesestrugtural changes are:

a) Shift to agrisultural sector growth relabive to industrial
growth and beginming of ehift %o non-goffes eprisultvral
EMBOFFICE produstion eovpared with previous coffes ssctor growth; (peras 1l-16)

e b) Stimlstion of ueumwm & long period of
stegnation in housing; (paras 17-18)s . =

@) 1Hith redused possibilities of iwpert substitution, the Goverment
shifted to export proucticn asa stimlent to growth and %o
resboring balance of paymente squililwiwm (pares 19-22).
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i LU d) Shift from a growing %o a reducing public sscter role in the
| econony, pervdtting a larger shere of the resowress to be

alloosted to the privaté sector) {paras 23-25).
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2. To undorstond the nature and implieeticns of the gtrugtural chanpges
y the Brasilisn econcuy of the past four yoars, it is necessary %o
concider the geversl madwe of the Drasilian economis policies prioy
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to 196l and the consaguencos of theso policios in tho fori: of structural
and fMnancial distartions in the econowic systert.

3, Prior to 1964, the GOB ocono.dc policies worc dirocted fouard the
ovorriding objoctive of industiialiszation. To this ond, tho GOB davelopad
a high protectivo bLoriil i oxchango control syston. As a toans of
rogbraining wuard prossurcs on wage eosbs, tho governiont also bogan to
conbdrol domostic pricos of foodstuffs, ronts and public sorvices, evon
prohibiting cxports of soro agriculbural foodstuffs, i.c., beof, to this
sao ond. In geporal, tho industrial sector was agsurod of adequato
finamelal inducouents, bobh on the prico and cost sidos, to produse rapid
growth, Tho vrosulte for the industrial socbor vere ronariable as inducterisl
putput prow at an average annual rate of 87 for over 20 yoars.

L. leamwhilo, agricultwral outpub,growing at a rate of L ar, barely
lopt paco with population growth during the 20 years prior to 196k.
Govermient policice favoring industrial grouth had an unfavorable dupacth
on agrieultwral output. Prico comtrols on rice, beans, beef, ndlk and
other agricultural cowioditice redusad tho incentives to produce thase
conodities. An unfavorable exshange rate and inndoguate provisiouns for
axport pronotion redused the incentives for produsing and exporting
agrieultural cowmoditles, as cocoa, sugar and cotbon. ith available
eredit chonneleod priuarily to industry, little fimnncing was left over
for fertilizer, secd, storaoge facilitios and other forns of agrisultural
investuent.

5. Only the coffeec sector was exerpt from tho wafusarsble sconowic
policiss affocting the agricultural sector. Coffee producers had a
guerantoed winivw: price, adeguatofinancing for the erops, and guport
prices which weren't affocted by the axchange rate -- douostic support
prico is the doteridning factor, vobt the exchange yrate. As a consoquenso,
tho insontives for forvers to produce coffee woe excessivo, rosulting

in a eontinuing buildup in coifoe stocks, the financing and purchaso of
which had an inflationary ivpact.

6, llolding tho line on public utility prices (i.0., railuay, bus,
talophong, cloctricity and gos), as on agricultwral foed prices, was
also part of the GO policy to nainbain living standards of uwrban worlors
in the faeco of growing inflation. As with the agrieultural scetor, the
consoquance was yedused lovel of invostment in and production of public
sorvices and a proving nacd for gubaidiee firou the federal budget. The
foderal subsidies incrcased the budpet defieitse which, financed by borrowing
fron tho nonetary authoyities, expandsd the woncy supply and generated
further inflationary pressures. Rising prices nceessitated tighter prico
controls, lower produstion, larper doficlt and expanded nonsy supply in
a vicious cirels.
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7o Rout controls and tho paucity of savings ~- both associated vith the
inflation == govorely linited housing comstruction, omd the aoustruction
industyry renained in a state of severe deprogsion. Interost rato controls
limitod savings and distorted the £low of eredit into non-acononic
spaeulative typo activitios. Finally, heavy protective tariffs and
disincontives to, evon prohibition of, exports, coubined with 2 loss

of confidence in tiw econoay and eapital flight, led by 1961 to a depletion
of foroign oxchange roaurvoz, exhausbion of available foreirn crsdits ami
perdodic exchanpge erises uhich eonbinued tirough 190,

0, Already by 1962, the oppartunitiss for profitablo invostionts in the
import substitutian industriss, the prinary growth industries during 1950%s,
wera sovorely linitod. A doelining induptrial growth rate and increasing
idle industrial capacity provideq auple ovideonce that industrisl capacivy
had oute=ran the dowpstic donand for industrial goods. Arvtifieial fiseal
astitmlation provided btauporary roliof in gonorating highor denand, but
afeor 1901 thoe industrial soctor penorated litble new investient. Since
this was the only grouth sector, tho Drazilian econary stagnatod; real
incoa por capita barely nnintainod itself dwing the yoars 1962 to 1966,

9. By 1964; the Brasilian econoty was burdened by sevaral sipnificant
distortions whish served to liuit growth, to elevate prices at an aeccelerating
rato and to bring the foroign aceounts o a state of bankxuptey. Thoeg
distortions ugy bo swmarised as:

a) An agricultural seotar without incontives fox investuent or
incroaging production; \/

b) A stagnant housing sostor, uvith noither incentives nor finmeing
for grouth g’

¢) An industrial sector with cxcess eapacity, inadequatu douestic
derand, a cost levol too high for exporting and an inflationa‘ry/
environuent discowraging investuent.

d) A stagnant foreign trade soctor, with disincentives to exports
and high tariffs liriting iuports; ot

0) Exeossive grouth in tho soffee soctor, which alieady had excess
production, draving resources frow the produstion of othar
agricultural products in shoet supply's

£) An exeossive growth of an unproductivo publis sector with atbondent
heavy burden on the private soctor, both through increased taxation
and forcod savings through inflation; awmd

g) A distorted finaneinl structure whish linited sovorely the level of
savings and channeled exodit into non-goononic spoculative activities.
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Pogt~196) Objoctives, Policios and 'gaguras
10, Tho basie objoctivos of the post=196} povern ont aro suwrnrized briefly

a8 follows: (a) stabilization of pricos; (b) rmeowth of por capita GI’; and
() restoration %. Policies dirccted
spocifically at stabilization ineluded uction of fhe figenl dafleit, tho

privary gowree of the inflationery ressuwros, wage controle, 4i% rosiriohions
and trade liberaligation, Libveration of price controls and vont sontrols and
an inerease in publie utility rates vare policies directed at stdimlating
investuent and inecreoped production, but they also sexved to confliict in

the short-run with the stabilization objeetive, Also, institutions and
uschanisme wore doveloped %o penorate savings ond to chenmel these savings

to the productive sactors. lsasures and policies direetod at elinination

of the balancs of paynenta deficit ineluded liberation of ths exehangs

gysten fron onoubaring rostrictions s 8linination of the obetacles to exports
and irprovevont in the finanocing of Gxports. Iacilitatizg the aghievenent

of the above objoctives e the devolopuent of ney ivetisutions {1c0., the
Contral Benl, fiowsing Bonk: ang intermodinte eredit institutions) new prograns,
a8 the riniuun Price rograw, and row uschanisug, ag ronetary eorreefion,

il. Through 1966, the wosults of tho above policics were wited. The balance
of payronts irproved sharply in 1964 apg 1965 and at-a slowgs rate in 1966,
but this itrprovenens wag at the cost of a large current sceowd swplus,

that is, a not expovtatidon of goods and gervices. This not axportation,
added to the low lavel of Production in tho Dragzilian aconoy, parnibied

no incroase in real incomes, and actually roduced veal incouss in uany
Soguents of the econouy durdng 1904 to 1966, Horeover, low lovole of
produstion, liberation of price controle » Gonbinuing nonstary expangion -
resulting from the inability of the Covermuent to grapple effecti-

the budget doficit we ad a balaneo of panwats surplus, pa & sontinudng
Upward presgure on micos,

‘ s Basurus and institubions gre noer having
a significant impact on produstion, suployvent ang prices. The rate of

of paymente, wrinarily as o conssquonse of the fuporg liboralizatice
irdtiated in 1966, moved into deficit by about $300 mdliian, thus adding
significantly to the availability of rescurces in the Seovony. The eml regult
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for the yoar was a mmall bolanee of payronts defieit » but a reduction by
aluost half in the rate of mrico incrcasas aud an estiiabed grovth in GIIP
off five porecont.

13. The prospects for 1960 aro for a continuation of the tronds of 1967
with agricultural production and construction as tho loading sectovs in
generating a conbtinuing denand for industrial producbion, a highor leval
of arployvent (sinco those two industries are labor intensive), and ‘
incroased investuont (with no investrents in these sestor for nany years
thero's only one way to o).

Aprdeultural vs. Industrial Grouth

1, Fae twenty years prior to 196k, agriewltural produstion ross baraly
vore than the rate of population prowth. GOD statistics indicate a growth
rave averaging about four porcent per year while industrial outpub grew at
an average amual rate of eight percent. Ths Slow rate of growth in
sgriculture was priverily attributable to:

a) Controls on am'icultw;ﬂ food prices redused incentives for
preodustions

b) Inadeguote finemcing for the agricultural ssctor. The banlzing
sysben by its very nature charmels its rescureos to industry..
Thero wos no mechanisa, instrusent or ingtitubion %o -channel
financial yemources to ariculture;

) Iligh tariff walls end exchanpe controls, to pwovide protection
for industrial grouth, volsed pricos of agricultwal Lportaj

d) Limitations, and in souo cases, ns beof, actual prohibitions of
exparte of agricultural products, with the justificabion that
axports of food moant highor donestic prices, liited inssntivesjand

e) An umealistic axshonge rote uhich effoctively redused the incanbive
for exporting. As the rosult of (d) and (e), wports of agxriouliural
products obher than eoffec, deelinad from 3519 rdllionm 4w 1955 to

&88 wuiliion in 19&10

15. Since 196h, the GOD has eliminated most of the disinsontives Lo invegtusnt
in sgricultuwre and has added a mwiber of mew incentives to inoreasing agrie
cultural produetion. Mrstly, and most importantly, prise eontrols were
eliminsted on all aprieultural sommoditiss. Naxt » Tthe minimwn price support
progran extended to all najor agrieultural cormodit@e the somo windim prige
guarentes that eoffee had besn privileged to for years. Thirdly, finameing
was laproved through a variety of Souresa; the mimlimm price program provided
finaneing through the Bank of Bromil; agrisultural peper was included es

part of corpulsory veservos of the cormeveial banks thus providing incentives
t0 lend more to agricultwre; spseial credits were mede available for fertilimer
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and tractors. Finally, boyriers wore vewwved and improved financing iade
available to axports.

16, Tho above polieies are rodrossing the balance in the cconoiy, both in
inducing a noro rapdd growbh in agricultwre coupared with industry, but also
a nare rapid grorth in nenecoffeo agricultuve covmared with coffee. Available
statistics on agricultural production, while not particularly reliabla,
indicate that the annual rate of prowbh from 198 to 1967 averaped elosc to
7 porcont, and if coffec ls excluded, the inersase in agrioultural output
appears to bs slightly highor. ihilo good weather is an dmportant fastor
in this growth reccrd, thoro 1s good yeason to believs that favorable prices
and improved financing facilitios also played an irpovtent rola. Exports

of nonecoffeo agricultural products also show the swme upward tvend after
196, Nomesoffes apricultural exparts averaged L1 pereont uove by velus
during 1965 to 1967 than during the previcus three years 1962 to 196h.

Housing Construction = Stogmation ve. Stimulation

17. Yor mangy years the construction industry rouained in a state of stagnabion
o8 inflation vedused savings and poor sconmuic policiss diverted eredit from
the housing field. On the ome hand, xent controls provided a disimsentive to
eongtruction of new hores, vhile on the other, ths lsek of savings presliuded
any long-tern credit for housing. Dven in 1966, with inflation still at an
annual rate in oxeose of 4O percont, credit for housing was limited to two
ysars; dowm paymente were usuolly 50 persent; interest rates veried from

12 parcont and up.

18, Rent eontrols ware relssed graduslly sbarbing in 1964 bub, without
evedit, housing was nobt siguificantly stiwdeted through 1966, Starting in
1967, two developuents generated a torvemtisl flow of yesourees to the
sonstruction industry. Firestly, now legislation sffective Jamary 1967
channeled tho gooial scourity ponsion funds into the Housing DBank for
spplicstion io tho houging avea. Seocondly, the appliecation of nomotary
carrechlon to mortgags bonds, an well as to the housing loans, atiracted
additional funds to tho housing seotar. Togethor, thess two sources
gonorated ovor NGrG80D 1llion, or over ouo poreent of gross nstional
produst for housing in 1967, TFar 1960, the £low of vosourses to the Housing
Banlt i3 expectod to double. This sudden growth of funds stirmlated housing
construction in 1967, quickly exhawsting available sonstruction material.
The comstrustion industry in twm, without investrent for yeara, was awalensd
to the prospecte for Duwrther prowvth and im twrn gonevated a demend for
industrial produstion.

Fmiﬁn ';fmde = Protootion va. Iibesralism

19, A significant devslopusnt objective of the Castello Branso Governuent
was the shift from import substitution to export promotion as & basie
stirulus to esononle growth. The leading growth industries pricr o 1964
had been those, i.e., sutomncbiles and durables, vhieh prodused substitubes
for imports behind s high protective tariff wall. Export industries, on the
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othar hand, had suffored wndor tho buin handieaps of high costs of eapital
goods and barriers to oxportation. As a consoguenco, oxports stagnated;
capital {led tho country as confidence waled; the balanco of pryrents
deficit prew; reserves dwindled and foreign indebtedness aipanded to the
point whore it became neccesary to reschedulo the foreigm dobbs, uhich was
dona in 1961 and again in 196,

20, Elimination of the baxriors to exports, esbablishrvent of financing
facilities for exports, roduction of eapital poods and raw naterial costs

wore gouo of the veaswres taken by the Castello Drancgo Govermwnt to stiumlate
groater oxports. The growtnh of agricultuwral productlon, doscribed above,

alse eontributed ciprificantly to the export expansion. As a sonsoquence

of these measures, nonecoffes exports rose by Ll percent frou 1963 to 1967,
and exports of uenufastured goods aluost quadrupled (from $37 milliom teo U143
nillion) during the seme period. ;

21, Following an lmprovewent in Brasil's exchangs reserve position im 1965,
the GOB initintad a dramatie and sweeping Lrport liberalization program,
reducing average tariff rates plus axehange prouiurs effective in 1967 to
about: onme-third of uhat they were in 196k, This liberaliszation progran was
the najor fachbor in the 11 pereent growth of iwmports in 1907 (to the highest
level on record) and contributed to the 38 percont increase im imports in
1966 (the upswing in the econowy was the major factor during that year).

22, The shift in tho fopreipn trade policies of Drazil frou a highly protected
syabean to a woxs liberalized systen tended to introduse noro soupetitivencss
in the coonouy, to xeduco production cogbd, and consequently tended %o have

a favorable irpact on pricos. The agriculbtural seotur lhias benefited nost
frou the liberalization of trade, in terrs of its capacity to expand both
domestie production amid axports. A conbinued groutbh of oxports, partleularly
of agricultural products, and irports is projected for 1968,

Publio Sector ve. Private Sector

23. The public secbor has long inposed a heavy esonomic burden on the
Bragilian econony. Ascording to a Uorld Bank sbudy, Brasil has one of the
heaviest btax burdsns anong loss develpged countyies, with a ratio of
goveranont eurrent rovenues to total national product of over 30 peroeut. }/
Despite this high level of taxation, goverment expsnditures outran revenuss
conbinuously, leaving a high fiseal doficit and imposing further forced
savings on the privats sector.

2}, Recogniming the moed for 3 reduction in the relatively unsconamic public
secbor, the Castello Bramso govermmaent initiated, as parb of ite stabilisstion
effort; a progran to shift resowrces froma the public seetor to the private
sector. Since 1964, tho tax systen has been veformed, tames out, tax
enforcavsnt improved and expenditures; yelabive to (P, redused. After o
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continuing increase through 1963, federal governeny expendltwres as 2
percontage of Gl have boon gradually reduced to 1967. In 1959 the ratio
of contral poverment expenditures to GI was 12.6 percent, rising to 16.2
percont in 1963 and £alling to 13.2 porcent im 1967. The fiseal defielt
has also boon roduced significantly both as a percentoge of total revenues
and GliPs In burn, the lower doficit has comterdibuted to the redusad rate
of inflation.

25, Although thove has bean progress in veduocing the public sector in tho
Bragilian econoiy, o major effort in this arca still llos ahead. The GOB
appoars vo be pursuing in 1963 o fiscal progran which portends a uore
porvanont vedustion in public sector exponditurcos and defioits. The 1968
eash budget ig under tighter control than at any tire during the past few
years and thore is soms grounds for belief that, while the 1960 cash dafisit
yeraing higher than is desirable, the basis way bo lald for a significant
roduction in the deficit dwring 1967, Since tho foderal defieit ls the
single wost important couse of the inflation in Drazil; a roduction in

the deficit should have a favorable irpact on pries developuemts in 1909,

26, The above vepresonts tho Dimbossy's appraisal of some of the basic
longetern trends in the Drezilion econowy. The uors Lsediats preesing

igsves of an eeonomis, social and political matwe will be andlyzed and
reported in a elamsified coupanion plece.
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