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Summary ~ In recent

years the Brazilian economy
has attracted
considerable
attention
from
economists
and policy-makers
as a successful
case study of industrialization
and economic
growth for poor countries.
This paper surveys the professional
literature
and current understanding of recent Brazilian industrialization.
Since the mid-1960s
the high rates of observed
growth can be greatly attributed
to a general policy strategy, within the framework
of capitalist
institutions,
of (1) fortifying
markets and improving the functioning
of the price system and (2)
increasing
the activist
role played
by the government
in the Brazilian economy.
Despite
impressive
growth during nearly all the post-war period, lingering socio-economic
problems
remain, frequently
exacerbated
by economic
policies designed to spur industrial growth. These
problems
include:
(1) dependence
on foreign exchange earnings, (2) allocational
inefficiency,
(3) limited employment
creation and highly unequal income distribution,
(4) regional income
disparities, and (5) heavy reliance on multinational
firms.

creation
and income distribution,
(4) regional
income disparities,
and (5) heavy reliance on
multinational
firm operations.

INTRODUCTION

The Brazilian
economy
has commanded
much attention
in recent years as a successful
case study of industrialization
and growth for
poor countries.
This has been particularly
true
for the 1968-75
period. Industrial
expansion
has
sparked
Brazil’s
impressive
growth
experience,
and much of the general literature
dealing with the Brazilian economy
has dealt
primarily
with
the
industrial
sector.
The
purpose of this paper is to provide a survey of
the
literature
and
current
understanding
regarding
the performance
of the Brazilian
manufacturing
sector.
Specifically,
attention
will be focused on several of industrialization’s
lingering
problems
and
policy
issues.
No
attempts
will be made to discuss the relevance
of Brazil’s experience
for other
developing
countries.
Nor will there be efforts to evaluate
government
policy in normative terms.
The paper will be organized
into two major
parts. Part I will present
an overview of the
industrialization
process in Brazil, focusing on
the period since World War II. Part II will deal
with
several
overriding
socioeconomic
problems
and policy questions
related to the
industrialization
effort.
Special attention
will
be devoted to the following problems of Brazil:
(1) dependence
on foreign exchange
earnings,
(2) allocational
efficiency,
(3) employment

I. AN OVERVIEW
INDUSTRIALIZATION

OF THE
PROCESS

Brazil’s economic
growth
since the mid1930s has been impressively
high, with the
compounded
annual
rates
of
GDP
and
industrial
output
growth
for
the
period
1932-73
registering
around
6.2 and 9.2%,
respectively.
Similarly,
as seen in Table
1,
during the post-war period the growth of the
Brazilian economy
has been both considerable
and characterized
by some fluctuations.
Despite
the economy’s
particularly
impressive
recent
performance,
with GDP growing around 10%
annually
during
the
1968-74
period,
the
immediate
short-term
outlook
is far less
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promising.
Preliminary
estimates
put aggregate
1975 GDP growth at only 4%. The Brazilian
with
the
economic
euphoria,
associated
1968-74
boom,
has been dampened
considerably,
and serious questions
are now being
raised as to the viability and continuation
of
some
have
termed
the
‘Brazilian
what
Economic Miracle’.
One feature of Brazil’s impressive economic
performance
during the last ten years has been
the dramatic
increase in exports.
As seen in
Table 1, total exports have grown from around
a fairly stable US $1.3 billion average during
the 1947-64
period to $7.9 billion by 1975.
While some agricultural
and mineral products
have witnessed significant
increases, the growth
of manufactured
exports
has been especially
Table 1. Macro performance

noteworthy.
Growing
from US $229 million
in 1964, by 1974 Brazilian
manufactured
exports
had reached
$2,599 million - about
37% of total 1974 export earnings.’
The high rates of industrial growth observed
throughout
the post-war period testify to the
importance
of the industrial
sector in overall
Brazilian growth.
Industry
has been a leading
sector. Consequently,
industry’s
share of total
output has grown to the point where, in 1973,
it accounted
for about 33% of NDP.
Within the industrial sector there has been a
substantial
change in the output composition
over time, reflecting
differing rates of growth
among
the various manufacturing
industries.
Discounting
the
imperfect
classification
of
industries,
Table 2 shows that during the past

of the Brazilian

economy,

1947-74

Growth rates
GDP
GDP
(%)
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974b
1975b

_
7.4
6.6
6.5
6.0
8.7
2.5
10.1
6.9
3.2
8.1
7.7
5.6
9.7
10.3
5.3
1.5
2.9
2.7
5.1
4.8
9.3
9.0
9.5
11.3
10.4
11.4
9.8
4.0

per
capita
(%)

_
4.7
4.3
4.0
2.8
5.6
-0.5
7.0
3.7
0.2
4.9
4.6
2.4
6.6
7.2
2.3
-1.3
0.0
PO.1
2.2
1.8
6.3
5.9
6.4
8.2
7.3
8.3
6.9
1.1

Industry
(%)

Agriculture
(%)

4.4
11.3
10.3
11.3
6.4
5.0
8.7
8.7
9.9
6.9
5.7
16.2
11.9
9.6
10.6
7.8
0.2
5.2
-4.7
11.7
3.0
13.2
10.8
11.1
11.2
13.8
15.0
8.2
4.0

6.9
4.5
1.5
0.7
9.1
0.2
7.9
7.7
-2.4
9.3
2.0
5.3
4.9
7.6
5.5
1.0
1.3
13.8
-3.2
5.7
1.5
6.0
5.6
11.3
4.5
3.5
8.5
3.4

Exports
($1,000)

Imports
($1,000)

1,152
1,180
1,096
1,355
1,769
1,148
1,319
1,532
1,423
1,482
1,392
1,243
1,282
1,269
1,403
1,214
1,406
1,429
1,595
1,741
1,654
1,881
2,311
2.739
2,904
3.991
6;198
7,95 1
8,655

1,217
1,121
1,103
1,085
1,987
1,982
1,319
1,634
1.307
11234
1,489
1.353
11374
1,462
1,460
1,475
1,486
1.263
lj096
1,494
1.667
21132
2,265
2,849
3,701
4.224
6;160
12,635
12,169

Rate of
inflationa
(%)

_
9.9
10.7
11.2
12.0
13.2
15.3
21.4
16.3
23.2
13.2
11.1
29.2
26.3
33.3
54.8
78.0
87.3
55.4
38.8
27.1
27.8
22.3
19.8
20.4
17.0
17.0
28.7
27.7

Notes: aImplicit deflator used in the national income accounts.
bPreliminary estimates.
Sources: Centro de Contas Nacionais of the Fundaqlo Get&o Vargas, Atualiza@o Partial do Sistema
de Contas Nacionais, 1971172 (June 1973); IBGE, Anuario Estatistico (1972); Funda$o Getfilio
Vargas, Conjuntura Econbmica, various issues; and newspaper accounts.

Goods

3.7
6.3
2.8
1.8
0.6
1.9
9.1
5.0
1.1
0.9
3.0
100.0

0
1.3
100.0

2.6
1.6
0.9
26.2

n.a.
1.4
0.8
20.0
2.7
3.4
4.3
1.3
0.1
2.5
5.7
1.4
0.1

68.8
23.1
4.7
31.5
2.6
1.8

78.6
27.0
8.2
32.9
4.7
3.6

2.2
1.6
100.0

2.2
100.0

4.5
7.8
3.3
2.2
1.7
1.3
15.2
5.4
1.6

2.1
1.8
1.7
36.0

58.6
15.0
4.3
29.5
2.7
1.5

1.5

4.6
7.7
2.8
2.0
1.6
1.5
8.5
5.3
1.6

2.8
1.7
1.5
28.7

66.0
19.0
4.4
32.0
3.1
1.5

of value of manufacturing

6.0
100.0

4.0

3.9
10.1
2.6
2.6
1.8
1.2
12.2
12.3
2.3

2.2
1.9
2.1
35.1

9.3
100.0

5.0

4.0
10.1
2.1
2.3
2.0
0.8
15.6
17.0
2.7

1.5
1.4
1.1
36.8

46.2
10.9
3.0
25.2
2.1
1.0

by industry,

52.6
12.8
3.7
26.3
2.4
1.2

output

9.8
100.0

5.3

4.3
10.3
2.0
2.6
2.0
0.9
18.5
18.7
3.6

2.0
1.5
1.6
40.3

41.0
10.9
3.1
18.9
2.0
1.0

selected

8.8
100.0

5.4

4.5
10.0
1.8
3.2
1.9
0.9
17.5
18. I
3.9

2.3
1.5
1.4
39.6

42.3
10.1
3.1
20.5
2.2
1.2

years,

8.7
100.0

5.7

4.4
10.6
2.2
2.6
2.1
0.8
17.6
18.8
4.4

2.3
1.5
1.4
40.4

40.9
11.1
3.0
18.5
2.0
1.1

1949-69

(%)

9.3
100.0

5.7

4.4
10.6
2.3
2.6
2.0
0.7
17.5
19.8
4.8

2.2
1.4
1.3
40.1

40. I
10.1
2.8
19.0
2.1
1.1

z
z
ir!
$

2.7
2.0
0.8
17.7
19.1

9.2
100.0

5.3

z-

z
c
&
c1

%
u
z

4.6

g
4.4
11.7
2.2

F
K
5

2.3
1.6
1.3
41.5

z

i
%
2
18.5
2.0
1.2

39.4
9.5
3.0

Note: (a) Chemicals in this table includes the pharmaceutical products, perfumery and plastics industries.
Source: Industrial Censuses for 1919, 1939, and 1949. For other years data are from various IBCE industrial surveys either published in IBGE’s
ProdqZo Industrial or Anuirio Estatistico, various years.

Machinery
Electrical &
communications
equipment
Transportation
equipment
TOTAL MANUFACTURING

Capital Goods

Non-metallic
minerals
Metallurgy
Lumber & wood
Paper
Rubber
Leather
Chemical?

Intermediate

Textiles
Apparel
Food
Beverages
Tobacco
Printing and
publishing
Furniture
Miscellaneous

Traditional Consumer Goods

Table 2. Distribution
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50 years
traditional
consumer
goods
have
continually
lost ground in their share of total
manufacturing
output
to intermediate
and
capital goods. Their share fell from 79% in
1919to669in
1949andthento39%by
1971.
This observed tendency has been accentuated
in
the period following World War II. Since then
especially
rapid growth has been witnessed for
the chemical,
machinery,
metallurgy,
electrical
and communications
equipment,
and transportation
equipment
industries.
By comparison
relatively
slow growth has taken place in the
textile and food products industries.
The differences
in industry
growth
rates
were in great part conditioned
by government
policies and the import-substituting
nature of
Brazilian
industrialization.
policies
The
accompanying
the rapid growth of the Brazilian
industrial
sector in the post-war period up to
1964 have been extensively
described
in the
literature.’
The measures
taken to promote
industrialization
included
a multiple exchange
rate system affording
high levels of protection
to some favoured
industries
while allowing
many capital goods imports
at highly overvalued
exchange
substantial
credit
rates,
incentives
for industry, fiscal measures designed
to lure manufacturing
investment
into certain
regions and types of activities, and eventually a
restrictive
tariff system.
The effect of these
policies
was to foster
substantial
industrial
growth but at the same time to bring about
considerable
distortions
and resource
misallocation.
Governmental
policies have influenced
the
pattern
of resource
usage and investment
by
differentially
affecting profitability
in different
economic
activities.
High levels of protection
and other policy inducements
have favoured
autarkic industrial development
along the lines
of forced import
substitution.
As such, the
nature of Brazilian industrialization
has been
heavily oriented
towards
the replacement
of
imports. Several recent studies (Fishlow,
1972;
Morley and Smith,
1970; Tyler, 1973, 1976)
have shown that a major source of Brazilian
industrial
demand growth until the mid-1960s
was import-substituting
industrialization.
While
import
substitution
was fairly complete
for
many manufacturing
industries
by World War
II, it has been estimated
to have accounted
for
24% of total manufacturing
demand growth in
the period 1949-64
(Tyler, 1976). By the midhowev‘er,
import
substitution
was
1960s
virtually complete
in nearly all manufacturing
industries.3
During the mid-1960s
and especially
after
the change of government
in 1964, there began

a gradual
redirection
of economic
policies
which has led to a cautious,
stop and start
opening
up of the domestic
economy.4
It
should be noted however,
that, owing to the
relative smallness
of manufactured
exports in
relation to industrial output, export expansion
has not yet contributed
to total manufacturing
demand
growth
in a major way.’
In 1974
manufactured
exports
still accounted
for only
about 5% of total manufacturing
output.
The
increase in domestic
demand has provided the
demand-side
impetus for industrial
expansion,
and its role in any transition
from an inwardlooking
to an outward-oriented
industrialization strategy cannot be neglected.
Looking
at the process of aggregate
and
industrial
output
growth
from
the supply
perspective,
technological
change in Brazil, as in
other countries,
has played an important
role.
employing
accounting
Studies
growth
approaches
(Maneschi
and
Nunes,
1970;
Langoni, August 1972), involving the use of an
aggregate production
function,
have attributed
shares
of total
output
growth
to
large
technological
change. While there are yet no
available
studies
employing
the
growth
Brazilian
accounting
framework
to
the
industrial
sector, not to mention to individual
manufacturing
industries,
it is probable that the
industrial
sector
has benefited
more
from
technological
change than the agricultural
and
service sectors6
As such, policies which have
fostered
technological
improvements
and the
transfer of technology
from the higher-income
countries have been conducive to growth.
Efficiency
considerations
over a period of
time are essential for evaluating the efficacy of
industrialization
policies.
Some
general
indications
of increased industrial efficiency
in
Brazil over the past 10 or so years involve: (1)
the existence,
growth, and variety of Brazilian
manufactured
exports
(although
such exports
are in fact subsidized);
(2) the high rates of
labour productivity
growth in manufacturing,
relative
to other
sectors;
(3) an observed
increase in the rate of return on capital in the
manufacturing
sector (Langoni,
1971); (4) an
apparent decrease in industrial prices relative to
other
prices (Tyler,
1976); and (5) import
liberalization
and the appearance
of widespread
redundancy
in tariff levels (Bergsman,
1970;
Tyler, 1976). More specific evidence regarding
efficiency
is available
from case studies
of
individual
Brazilian
manufacturing
industries.
Such studies providing
evidence that levels of
industrial efficiency
have increased and reasonable levels of international
competitiveness
have
been attained
(given prevailing
exchange
and
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fiscal policies) have been done for steel (Baer,
1969)
some household
appliances
(Masson,
1970), machinery
and capital goods (EPEA,
1966; Leff, 1968; Krueger,
1968; Vidossich,
1974),
and
some
automobile
products
(Almeida,
1972; Bergsman,
1970). While not
entirely
conclusive,
this
web
of evidence
suggests that Brazilian
industrialization
since
World War II has not resulted in the implantation of inefficient
manufacturing
activities. For
those
industries
where
post-war
industrial
growth and import substitution
have been the
greatest,
e.g. steel, machinery,
and transport
equipment,
by the mid-1970s reasonable
international competitiveness
has been attained in a
large number of lines of production.
Protection
and autarkic
industrial
development
in Brazil
have not led to significant
permanent
social
welfare
costs
implicit
in inefficient
manufacturing
production.
Nor
have
such
protectionistic
policies
precluded
successful
export
expansion
at
later
stages
upon
completion
of the infancy period.
Industrialization
in Brazil has taken place
essentially
with
capitalist
socio-economic
institutions.
In many ways the recent Brazilian
economic
performance
and success in attaining
high rates of growth are due to the general
strategy
of
(1)
fortifying
markets
and
improving
the functioning
of the price system
and (2) increasing
the activist role played by
the government
in the Brazilian economy.
Neoclassical policy prescriptions,
instrumental
in
fostering growth, have been skillfully tempered
and adroitly applied. With capitalist institutions
sound economic
policy is not itself sufficient
for growth, but conducive,
non-stifling,
policy
appears
to be a necessary
condition.
The
market mechanism
has been strengthened,
and
government
policies have functioned
through
that mechanism.
The activist role of the Brazilian government
in the economy
is not inconsistent
with the
strengthening
of markets and the private sector.
On the
contrary,
prevailing
governmental
economic
activity tends to complement
rather
than compete
with the private
sector.
But
governmental
influence
in the economy
is
continually
growing.
In addition
to better
conceived and more effective economic
policy,
the government
has dramatically
increased
its
directly
productive
activity
through
government firms (Baer et al., 1973; Tendler,
1968;
Villela,
1962). In the manufacturing
sector
alone government
firms in 197 1 were estimated
to account
for 18.5% of total manufacturing
assets (Tyler,
1976). These firms were concentrated
in the high forward-linkage
industries
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of steel and chemicals. For other sectors such as
power, mining, banking and transportation
the
government
is also the predominant
force. In
fact, in practically
all aspects
of organized
economic
activity in Brazil today, the government exercises a decisive influence through the
administration
of policies that affect producer
profitability
in one way or another. To be sure,
the present
system can be considered
one of
state capitalism.
While the Brazilian
economy
has grown
rapidly
during
the
post-war
period,
and
especially
during
the more recent
1968-74
period, lingering and severe economic problems
persist. To a large extent these problems have
either
been
caused
or exacerbated
by the
strategy of economic growth implicitly pursued
authorities
through
the
by
the
Brazilian
prevailing
constellation
of economic
policies.
industrialization
and
Import-substituting
manufactured
export
expansion
are
both
strategies of uneven growth. Industrialization
is
promoted
through
policy
measures
concentrating efforts and resources in the industrial
sector,
generally
at the
expense
of the
agricultural
sector. Fortunately,
in the Brazilian
case the discrimination
against agriculture
has
not been so great as to preclude the agricultural
sector from registering
modest growth. To be
sure, growth in the industrial
sector has been
facilitated
by the existence of abundant labour
in the agricultural
sector and the transfer of
some of that labour to the urban areas at low
wages. The concentration
on industrialization
and the adminstration
of development
policy
have
had
implications
for
Brazil’s
(1)
dependence
on foreign exchange
earnings, (2)
allocational
efficiency,
(3) employment
and
income
distribution,
(4)
regional
income
disparities,
and (5) heavy reliance on multinational
firm operations.
Such questions
have
occupied an important
place in the studies and
literature
dealing with the Brazilian economy.
Consequently,
these issues and their policy
dimensions
and implications
will be discussed in
the remainder of this paper.

II. PROBLEMS AND ISSUES FOR
BRAZILIAN
INDUSTRIAL
POLICY
A.

The external sector and
external indebtedness

One important
area of policy
attention
since the mid-1960s
has been the external
sector. In the early 1960s it became increasingly apparent
that a new approach,
involving
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significant
departures
from prevailing policies,
necessary
regarding
foreign
economic
was
policy in order to end the stagnation
of Brazil’s
exports,
in both
amount
and composition.
Import-substituting
industrialization,
although
explicity
a strategy
to reduce dependence
on
the external
sector,
had not succeeded
in
significantly
reducing
the aggregate import to
GDP ratio. Moreover,
the process of industrialization had altered the composition
of Brazil’s
imports
reducing
their compressibility
and, if
anything,
rendering
Brazil more dependent
on
the external sector (Candal et al., 1969). At the
same time, Brazil’s foreign indebtedness
had
increased dramatically
- to the point where for
the
1962-66
period
external
indebtedness
amounted
to 22% of GDP (Donnelly,
1973).
As a result of these difficulties
policies were
changed to increase the profitability
of exports.
Among other incentive measures, changes were
made in exchange
policy, credits for export
activities were rendered more accessible, and a
series
of fiscal
incentives
for export
was
instituted
(von Doellinger
et al., 1973, 1974;
Tyler,
1973). The response
of these policy
measures has been the dramatic export growth
witnessed since the mid-1960s.
It is essential that export growth continue.
Brazil’s
import
bill, reflecting
increases
in
petroleum
prices, has grown more rapidly than
export
earnings
in the past several
years,
opening a wide trade deficit not offset in 1974
or 1975 by net autonomous
capital inflows.
Consequently,
1974 and 1975 together
saw a
reduction
in Brazil’s foreign exchange reserves
by over US $2 billion.
Furthermore,
the
country’s
external
indebtedness
has grown
and exports must grow to handle
dramatically,’
future
servicing
requirements.
Much of the
burden for increasing Brazil’s total exports will
fall on manufactured
products.
B. Resource allocation
industrial policy

and

Since World War II industrialization
and
industrial
growth have been explicit goals of
Brazilian
policy-makers.
Policies
have been
framed to induce industrial
growth by pulling
available
domestic
resources
into industrial
production
and
attracting
resources
from
abroad in the form of foreign investment
and
technology.
While these policies have resulted
in distortions
and some inefficiencies,
they have
succeeded
in bringing
substantial
industrial
growth
(Baer, 1965; Bergsman,
1970; Lessa,
1964).
While
judged
in1964;
Tavares,
appropriate
from a static
allocational
view-

point,
a strategy
promoting
industrialization
per se in Brazil has not been mistaken
when
viewed over time. Growth has occurred,
factor
endowments
have changed
appreciably,
and
levels of international
competitiveness
have
been attained
in many lines of manufacturing
output. To be sure, there has been, and still is,
rather
widespread
productive
inefficiency,
particularly
of an X-inefficiency
character,
but
the allocational
policy decisions
in favour of
industry as a whole have been correct.
Allocation
within
the industrial
sector is
another
matter.
Industrial
policies
have not
been applied even-handedly,
and the existing
industrial structure is in part a reflection
of the
various
incentive
measures
applied
through
policy
action.
Some
industries
have been
favoured more than others. Nevertheless,
even
here there is some evidence
to suggest that
resource misallocation
has not been excessive.
In a recent study Bergsman has estimated
that
the cost of misallocation
in the Brazilian
manufacturing
sector for 1967 amounted
to 2%
of GNP or less (Bergsman,
1974). At the same
time,
however,
casual empiricism
seems to
suggest that X-efficiency
especially in the more
traditional,
heavily-protected
industries
is
substantial.
In discussing
resource
allocation
to and
within
the Brazilian manufacturing
sector, it
should be noted that one important
characteristic for every Brazilian manufacturing
industry
is the wide range of productive
efficiency
exhibited
among firms. Some firms produce
very efficiently,
while others are notoriously
behaviour
is
inefficient.
Cost-minimizing
apparent,
but the penalties
for not reducing
costs are not so noxious.
Policies designed to
subsidize
the
entire
industry
protect
or
frequently
result
in large, even monopoly,
profits for the efficient
firms and a quiet life
free from grave competitive
worries for the less
efficient firms.
Policies
which
affect
the
allocation
of
resources
within the industrial
sector can be
classified
into several broad
categories:
(1)
tariffs
and other
protective
measures,
(2)
export incentives,
(3) other fiscal measures, (4)
credit policy, and (5) government
price policy.
All of these measures have differential
effects
across manufacturing
industries in Brazil. Moreover, the Brazilian
experience
illustrates
well
policies
Tinbergenian
dictum
that
the
possessing multiple objectives
as well as several
effects
may
present
conflicts
among
the
objectives.
The next few pages will discuss the
allocational
dimensions
of each policy category.
Along
with
heavily
overvalued
exchange
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rates throughout
the last 30 years, Brazilian
manufacturing
industries have enjoyed high and
differing
rates of protection.
As such exports
have been discriminated
against. While multiple
exchange
rates,
import
quotas,
and other
protectionist
devices such as the Law of the
National
Similar
have
been
important
in
protecting
Brazilian industry
in the past, the
main policy instrument
currently
relied upon
for effecting
protection
is tariff policy. There
have been several attempts to measure the levels
of
protection
afforded
to
manufacturing
industries
in Brazil (Bergsman,
1970; Bergsman
and Malan,
1971; Bergsman,
1972; IBRD,
1969; Tyler, 1976). These efforts, summarized
in Table 3, posit rather high levels of apparent
protection
in
Brazil.
For
example,
the
unweighted
average nominal tariffs for manufacturing
industries
in 1973 ranged from 21%

to 141% and averaged 57% over all industries.
The 1974 and 1975 tariff increases, undertaken
primarily
in response
to the deteriorating
balance-of-payments
situation
associated
with
world recession
and petroleum
price increases,
have raised the average tariff levels.
Effective protection,
involving the degree of
protection
on value added rather than on the
value of output,
is also seen to be high but
varying
considerably
over
industries.
For
November
1973 the average effective
rate of
protection
for
the
manufacturing
sector,
measured
with given exchange
rate policy,
amounted
to 47% (Tyler,
1976). While high
relative to the industrialized
countries, it should
be noted that (1) this average rate for Brazilian
manufacturing
compares
very favourably
with
other developing
countries
(Little,
Scitovsky
and Scott, 1970), and (2) substantial
reductions

Table 3. Average

rates on nominal (N) and effective
tariff protection
for Brazil

June 1966

36
137
27
79
54
48
114
108
45
132
93
101
108
53
48
192
122
181
226
82
205
193
122
104
99

35
164
25
86
58
41
215
151
45
239
118
136
117
59
39
8,480
183
379
337
87
447
313
142
128
181

10
17
14
40
34
34
57
57
23
68
48
78
66
34
37
94
81
48
103
27
83
78
59
58
48

November 1973

-

-

_

(E)

January
1969

April 1967

Agriculture
Vegetable products
Animal products
Mining
Non-metallic mineral products
Metallurgy
Machinery
Electrical equipment
Transport equipment
Lumber and wood
Furniture
Paper
Rubber
Leather
Chemicals
Pharmaceutical products
Perfumes, soaps etc.
Plastics
Textiles
Apparel
Food products
Beverages
Tobacco
Printing
Miscellaneous
MANUFACTURING AVERAGE

869

_
8
17
13
39
36
32
97
75
25
124
59
116
85
42
35
3,670
58
162
142
40
173
124
67
72
76

_

_
_
_
51
47
44
71
91
67
87
58
94
86
29

122
176
40
183
167
44
t:

34
_
22
52
40
38
56
43
66
76
49
65
73
22
21
48
44
91
106
73
131
141
35
42
57

25
_
_
14
46
35
32
61
34
68
74
50
66
81
19
17
46
41
118
293
83
114
83
30
37
47

Sources: The 1966 and 1967 figures are from Joel Bergsman, Brazil: Industrialization and Trade Policies
(London: Oxford University Press, 1970), p. 42. Estimates for 1969 are from International Bank for
Reconstruction and Development, Current Economic Position and Prospects of Brazil, Vol. III Annex 3,
Industrial Policies and the Manufacturing Industries in Brazil (December 1969). The 1973 estimates are
from William G. Tyler, Manufactured Export Expansion &d Industrialization in Brazil (Tubingen: J. C. B.
Mohr, 1976).
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in protection
were implemented
in Brazil during
the 1964-74
period.
In
1965
and
1966 substantial
import
liberalization
was witnessed,
as exemplified
by
changes
in the
then
prevailing
exchange
premium
system (Clark, 1967). As reflected in
Table
3, further
liberalization
occurred
in
March 1967 with a general reduction
of tariffs
and the abolishing
of a special, and highly
for
restrictive,
category
imports.
Such
liberalization
proved to be politically unsustainable, and tariffs were revised upwards again in
1968,
as indicated
in the
nominal
tariff
estimates
for January 1969. During the period
1969 to mid-l 974 there was observed a gradual
reduction
of tariff
levels
for
nearly
all
industries.
Between
January
1969
and
November
1973 the average nominal tariff rate
for manufacturing
fell from 66% to 57%. By
mid-1974
a surge in Brazilian imports and the
widening balance-of-payments
deficit prompted
a policy response on the part of the Brazilian
authorities.
These
measures
involved
the
increase
of import
tariffs on a wide range of
the
reduction
of
some
tariff
products,
exemptions
for privileged
imports,
and the
initiation
of a system of import
deposits.
It
should be noted,
however,
that while these
actions have increased protection
their purpose
was not primarily
allocational
in nature but
rather
one of responding
to an immediate
balance-of-payments
crisis.
The levels
of effective
protection
purportedly
demonstrate
the
structure
of
incentives
to different industries brought about
by trade restrictions.
Consequently
the pull of
economic
resources
into the more heavilyprotected
industries
is apparent
through
differential
effects
on profitability.
In Brazil
the differences
in measured effective protection
between
industries
is great, ranging in 1973
from a high of 293% for apparel to a low of
17% for pharmaceutical
products.
Looking at
the structure
of protection
across industries,
there has been a cascading
in the levels of
production
with capital goods receiving
the
lowest protection
and finished consumer goods
receiving the highest (Bergsman,
1970; Tyler,
1976. The observed
cascading
structure
of
effective protection
would suggest higher international
competitiveness
ceteris paribus in
capital and intermediate
goods than in finished
consumer
goods. It also suggests a stronger pull
of resources
into the latter group of industries
for home market production.
That high levels of effective tariff protection
increase the profitability
and therefore the pull
of resources
into the more heavily protected

industries is a ceteris paribus argument. Clearly
there are other policy incentives
which affect
profitability
as well. Therefore,
the empirical
evidence of the effects of protection
per se on
resource allocation is difficult to interpret.
Output of the more heavily-protected
industries
in
Brazil did grow, implying
the use of more
resources
in those
industries.
On the other
hand, output has grown still faster in a number
of industries, such as metallurgy,
transportation
equipment,
chemicals,
machinery
and electrical
equipment,
associated
with (1) lower, although
still
significant,
rates
of
effective
tariff
protection
but
(2)
high
post-war
import
substitution.
The absolute levels of protection
afforded
these industries,
along with other
industrial incentives,
was undeniably
important
in promoting
their rapid growth.
Yet, the
highest
levels
of protection
exist in other
industries.
There has been observed a positive ordinal
association,
across
industries,
between
the
amount of protection
and both the degree of
domestic
private ownership
and total labour
intensity
(Tyler, 1976). Continued
inefficiency
has been allowed to flourish behind excessive
protection,
enabling
traditionallymany
oriented
domestic
producers
to sustain their
quiet monopolistic
lives in such industries
as
textiles,
apparel,
food,
and
tobacco.
The
survival of inefficient,
high cost domestic firms
in these industries
has been a second, although
neither
articulated
nor admitted,
objective
of
tariff protection.
Notwithstanding
the conceptual
problems
involved
with using effective
protection
(see
Findlay,
197 l), generalizations
based upon the
estimates
of effective
protection
for Brazil
should
be made only with extreme
caution,
owing to the existence of several rather serious
problems.
First, the level of aggregation may be
too great to allow making useful generalizations. Second,
the assumption
underlying
the
estimates that the domestic-international
price
differences
are equal to the nominal tariff levels
is likely to be incorrect.
Tariff redundancy
has
been found in other developing
countries (see,
e.g. Lewis and Guisinger,
1968)
and it is
probable
that widespread
redundancy
exists in
Brazil (Tyler,
1976). Third, extensive
tariff
exemptions
exist in Brazil, thus overstating the
magnitude
of protection.
In 1972 the total
import taxes claimed due amounted
to 27.7%
of total imports,
but only 9.5% was actually
paid; exempted
import taxes were nearly twice
as large as the collected
duties (Tyler, 1976).
Especially
favoured
under exemption
schemes
have been machinery
and other capital goods.
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Tariff exemptions,
frequently
allowed
under
investment
programmes
approved
by
the
Council of Industrial
Development
(CDI), have
clearly been highly important,
and the posted
therefore
rates
exaggerate
the
level
of
protection
in Brazil. The 1972 average realized
tariff of 9.5% does not appear to be particularly
excessive even when considered
in comparison
with countries
such as the United States (5.7%)
or even West Germany (2.5%).
A fourth limitation
of the available effective
protection
estimates
is the underlying
lack of
substitutability,
a criticism besetting all analysis
based upon input-output
methods.
As relative
input
prices
change,
substitution
between
inputs may occur. For example,
the existence
of a ,drawback
provision
for exports,
now a
prevalent
measure
in Brazil, may result in
cheaper imported
inputs being substituted
for
domestically-produced
intermediate
goods.
Drawbacks
do not merely mean that existing,
fixed
imports
can be now made
without
payment
of import duties. Substitution
among
other inputs can take place as well.
If there are such serious problems with the
measurement
of protection
in Brazil, what
general
conclusions
can be drawn from the
available studies? First, in 1973 protection
in
Brazil was not as high as might appear from an
examination
of tariff and exchange
policies.
Nor was it particularly
high in relation to other
developing
countries.
Second,
the level of
protection
for manufacturing
industries
fell
considerably
between
1966 and 1974. While
the decline in the nominal and effective rates of
protection
indicates
import
liberalization,
further
liberalization
has occurred
with the
expansion
of imports
made
under
tariffexempted
schemes.
Third,
the structure
of
protection
is such that many industries
receive
excessive protection.
There can be no economic
justification
of
much
of
the
observed
protection
under the economically
acceptable,
import
industry
argument.
The amounts
of
protection
are excessive
in themselves,
and
those industries
enjoying the highest levels of
effective
protection
are frequently
those that
are oldest and most mature, such as apparel and
textiles.
Reductions
in the levels of protection
for
such
industries
would
certainly
have
beneficial
effects
on productive
efficiency.
Fourth,
it would appear that the system of
protection
still discriminates
against exports. At
the same time, however,
it is felt that the
observed import liberalization,
though cautious
and guarded,
has reduced
the discrimination
against
exports
and has contributed
to the
dramatic
growth of export and domestic sales.
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Considering
only the pure subsidy elements,
possible export prices are on the average 16.8%
lower than those for the domestic
market. In
other words, subsidies (not exemptions)
allow a
possible price reduction
of 16.8% if the good is
exported.
The
domestic
resource
costs
of
providing
a unit of manufactured
exports can
therefore
be greater
than those involved
in
producing
for the domestic market by the same
amount as the subsidies.
In affecting local currency remuneration
per
foreign exchange
unit earned, implementation
of the incentives
is tantamount
to an exchange
devaluation
for manufactured
exports. If all the
incentives
were eliminated,
the cruzeiro would
have to be devalued
by 40% in order
to
maintain
the same level of effective
local
industrial
exporters.
In
remuneration
to
comparing
the real exchange
rate for manufactured exports with the incentives, it has been
shown that the various incentive
instruments
have more than offset any decline in the real
since
late
1964
(Tyler,
1976).
exchange
Between
the first quarter
1965 and the first
quarter
1973 the dollar inflation-adjusted
real
exchange
rate
for manufactures
showed
a
decline
of 13.3%. During
the same period,
however,
when export incentives are included,
the
real
exchange
rate
equivalent,
again
adjusted
for dollar inflation,
shows an increase
of 17.4%. While exchange
rate policy since
1968 has been used to stabilize real exporter
remuneration,
fiscal
policy
has been
the
instrument
by which such remuneration
has
been increased.
In addition
to affecting
overall exporter
remuneration
for manufactured
exports,
the
incentives
fiscal
raise
serious
allocative
questions.
The IPI tax rates, instrumental
in
determining
the quantitative
magnitude
of the
fiscal
incentives,
differ
from
product
to
product.
As a result, the export subsidies differ
across products and industries.
A question that
then arises is how rational is the structure
of
the incentives
in view of Brazil’s presumed
international
comparative
advantage
in more
labour-intensive
(i.e. unskilled labour) products.
In comparing
the overall efficiency of exchange
rate policy versus fiscal policy in increasing
local currency remuneration
per unit of foreign
exchange
earned
through
exports,
economic
provides
no
theory
immediate
answer.
However, if the fiscal subsidies are not applied
uniformly
at the same level to all products,
differing
fiscal subsidies
can contribute
to
allocational
inefficiency.
Clearly, uniform fiscal
superior
subsidies
are
to
differing
fiscal
subsidies on theoretical
grounds. The question

872

WORLDDEVELOPMENT

of allocational
inefficiency
through
export
expansion
policies arises only when subsidies
are involved.
The exemption
of taxes for
exported
products
affects
products
all
uniformly
and involves subsidy elements
only
to the extent that public goods are used in the
production
process.
By providing
high incentives
to inefficient
industries
it is possible to incur social welfare
losses through export promotion.
With importsubstituting
industrialization
the possible social
welfare losses are at least constrained
by the
size of the domestic
market. With misallocational
export
promotion
no such domestic
market constraint
exists. Furthermore,
because
of the
very nature
of policy
no foreign
exchange
constraint
either.
exists
The
constraint
seems to be a political
one - the
extent
to which
non-benefiting
groups
are
willing to endure the discrimination
in favour
of the benefiting groups. The recognition
of the
costs involved may be rendered more difficult
by the fact that considerable
growth may be
occurring as well. Under the policy of what can
be termed
misallocational
export
promotion,
the gains, while perhaps
impressive
or even
spectacular
at first glance, are illusory. Growth
presumably
would be more rapid if the pattern
of resource
allocation
were different.
The
important
question
is an allocative
one: what
activities are the most efficient for the country
to specialize in? It may be that the country is
promoting
those products
for export for which
the domestic
resource
costs are among the
highest per unit of foreign exchange
earned.8
Differing fiscal incentives
for export can bring
this to pass.
Efforts to aggregate the individual
IPI tax
rates
and export
subsidy
rates
by manufacturing
industry
indicate that the rates vary
rather widely over industries
with no readily
apparent reason (Tyler, 1976).9 Nor does there
seem to be any consistent
structure
in the
inter-industry
differences.
In the case of food
products, equity considerations
have apparently
resulted in the low observed IPI rate, but such
cannot
be
discerned
for
other
criteria
industries.
The pattern
of the export subsidies
seems to suggest little immediate
rationale, but
there are some interesting
relationships.
First,
the subsidies
tend to be greater
for more
labour-intensive
Second,
an
industries.
interesting
relationship
can also be observed
with effective
protection.
Theory and practice
would not lead us to expect that industries
receiving
high levels of effective
protection
would
be either
exporters
or interested
in
securing
export
benefits.
This presumption,

however, appears to be ill-conceived
in the case
of Brazil. There is a strong positive Spearman
rank relationship
between the fiscal incentives
and subsidies,
on the one hand, and effective
protection
on the other.
Those
industries
receiving the greatest
protection
also tend to
receive
the
greatest
fiscal
incentives
and
subsidies for export. Policy acts to attract and
allocate
economic
resources
to the
same
industries
whether
it is for production
for the
domestic
market
or
for
export.
These
industries,
generally
labour-intensive
and
presumably
highly
inefficient,
appear
to be
twice favoured.
The available studies (Mendonca ef ul., 1973;
Savisini et al., 1974) of domestic resource costs
per unit of foreign exchange
earned - the socalled Bruno exchange
rates -- provide
some
further indications
about the allocative effects
of the fiscal incentives
for export. The cost of
earning, or saving, foreign exchange in terms of
domestic
opportunity
costs can be computed
for different activities and expressed as a rate of
exchange
between
domestic
costs valued in
domestic
prices and the net foreign exchange
earned or saved. In a purely static sense the
domestic
resource
costs per unit of foreign
exchange
earned
or saved (DRCs) provide a
measure of comparative
advantage for different
sectors or products.
Savisini et ul. have attempted
to estimate
industry
DRCs with the use of the 197 1
Brazilian input-output
table.”
Difficulties
with
this approach
involve the tenuous
nature of
price comparisons
at high levels of aggregation,
inconsistencies
with
the
treatment
of
depreciation
in the 1971 input-output
table,
and the lack of detailed import information
in
matrix
form.
These problems
necessitate
so
many arbitrary
assumptions
that great care
must be exercised
in interpreting
the results.
Another
study, avoiding such difficulties,
was
carried out by Mendonca
et al.; using micro
data the authors calculate DRCs for some 60
individual products in Brazil.’ ’
A major finding of both the Mendonca
and
Savisini studies is that there exists a negative
correlation
between
the Bruno exchange
rates
and the export incentives.
In other words, the
fiscal incentives
for export favour those sectors
which are the most inefficient
and presumably
possess
the lowest
comparative
advantages.
Agriculture
and other primary products receive
few or no incentives,
while manufactured
goods
which have gone through
the policy-induced
import substitution
process tend to receive high
premiums.
Although
the inverse relationship
between
the fiscal incentives
and the DRCs
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appears less so when solely the manufactured
sector is considered,
there still appears to be a
misallocational
effect in the functioning
of the
incentives.
Certainly
the existing
structure
of
fiscal incentives
does appear to imply a welfare
cost for the Brazilian economy.
In addition
to the allocation
aspects of the
fiscal incentives
for export,
other tax policies
also have allocative effects. Given the structure
of domestic
demand,
differing
product
taxes
(the IPI) affect the allocation
of resources for
domestic
production.
Ceteris paribus resources
are pulled to those industries
with the lowest
taxes.
Net
allocational
criteria
are
not
paramount
in determining
the structure
of the
product tax system. There are some suggestions
that
equity
considerations
are taken
into
account, and revenue considerations
also appear
to be important,
as evidenced by the high taxes
on cigarettes
and alcoholic beverages.
Further
complicating
the structure
of the IPI is the
exemptions
domestic
tax
existence
of
frequently
available for projects
approved
by
the Industrial Development
Council (CDI). This
is particularly
the
case for domesticallyproduced
machinery and equipment.
Allocational
effects
are
also
apparent
through
the application
of credit policy. Many
subsidized
credit schemes exist in Brazil, and
their administration
tends to be uneven across
manufacturing
industries
(Suzigan et al., 1974).
The data collected
and made available by the
various financial
institutions
in Brazil do not
lend themselves
to a quantitative
assessment of
the discriminatory
impact
of credit
policy.
Suffice it to say that it has been rather large. As
in the case of tax exemptions
and incentives,
the CD1 has exercised
an important
role.
Industrial
projects
approved
by the CD1 are
eligible
for
preferential
treatment
in the
allocation
of subsidized
credit
by official
agencies and credit institutions.
Government
pricing
policy
also has an
impact
on the inter-industry
allocation
of
resources.
An official price control agency, the
Interministerial
Price Council (CIP), exercises
vast authority
in approving
proposed
price
increases.
Decisions
having important
allocational dimensions,
are made by CIP based upon
cost information
and profitability
criteria. It is
not clear that all industries are treated similarly.
There have been some efforts, for example, to
maintain
the prices of some high forwardlinkage intermediate
products,
such as steel, at
low levels for anti-inflationary
reasons. While
CIP currently
plays an important
role in the
Brazilian
economy,
there have been, to my
knowledge,
no comprehensive
studies of CIP’s
operations
and the effects of its policies.

POLICIES:

C. Employment

A SURVEY

and income
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distribution

Without
question
Brazil’s
most
pressing
socio-economic
problem is the underutilization
of labour
and the concommitant
unequal
distribution
of income. The problem of poverty
and the lack of job opportunities
is most
readily
apparent
in the urban sector. Underemployment
in
the
cities
has
reached
dramatically
high
levels.
One
study
has
estimated
that
for
1968
visible
underemployment
(those
unwillingly
working
less
than 40 hours weekly) and disguised unemployment (arbitrarily
defined as those earning less
than roughly $13 per month) constituted
30%
of the Brazilian non-rural labour force (O’Brien
and Salm, 1970). For its part, the industrial
sector has been conspicuously
unable to absorb
large increases in the labour force despite rapid
industrial
growth.
If ever import-substituting
industrialization
was thought by its proponents
to resolve the unemployment
problem in Brazil,
it must be judged a failure. Even in the eyes of
ardent
advocates
of
importthe
most
substituting
industrialization
(see, for example,
Tavares,
1964), its employment
performance
has been clearly less than satisfactory.
In my
the
economic
policies
adopted
in
view,
conjunction
with
the
import-substituting
industrialization
effort bear a major responsibility in contributing
to the employment
and
surplus labour problem.
The failure of import-substituting
industrialization (ISI) to sufficiently
absorb labour in
industrial
employment
in Brazil, and in other
developing
countries,
has been attributed
to a
number
of reasons,
and
something
of a
controversy
has developed
between,
as one
writer
has
succinctly
expressed
it,
the
‘structural’
critics and the ‘market’ critics of ISI
(Baer, 1972). In Brazil manufacturing
growth
has been greatest in those industries that are the
most capital
intensive.
In other words,
the
product
mix accompanying
Brazilian industrialization
has been concentrated,
at least in
recent times, in those industries
providing the
least
direct
employment
generation.
In
addition,
disregarding
the product
mix, there
are problems
of absorbing
labour within given
industries,
and
this is where
the greatest
controversy
lies. Stressing the capital-intensive
character
of ISI, the ‘structural
critics’ argue
that labour absorption
has been low because of
limited possibilities
for factor substitution,
the
importance
of foreign firms and their tendency
to utilize production
techniques
existing in the
home
country,
the inclination
of domestic
producers
to also copy techniques
existing in
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the developed
countries,
the capital-using
bias
in technological
change,
and the absence of
for
factor
technology
appropriate
the
endowments
of the less developed
countries
(see Eckaus,
1955; Baer and Herv6, 1966;
Furtado,
1968). For the ‘structural
critics’
relative factor prices are of little importance.
Seen in this fashion, wage policy is primarily a
distributive
instrument.
The ‘market
critic’ interpretation,
on the
other hand, stresses the importance
of relative
factor prices in determining
the amounts
of
different
factors
employed.
This
line
of
reasoning
argues
that
without
the
severe
distortions
introduced
into the factor markets
by government
policy, the labour absorption
problem
would be far less, or perhaps
even
fiscal
and
exchange
non-existent.
Credit,
incentives have been liberally extended in Brazil
to promote
investment
in the industrial sector.
These measures have had the effect of rendering
the private price of capital cheap relative to its
social opportunity
cost. In the labour market,
on the other hand, government
measures have
served to increase the price of labour to a price
greater
than its social opportunity
cost. An
elaborate
system of social welfare and labour
legislation
in Brazil, dating back to the Vargas
period, has included such features as minimum
wage laws, liberal vacation
pay, a Christmas
bonus equal to one month’s pay, severance pay
depending
upon time of service, and a wide
range of other fringe benefits.
One study has
estimated
that
in 1971 the various
fringe
benefits to labour increased the employer’s cost
of unskilled labour by 42% in relation to the
minimum
wage (Bacha
et
al.,
1972). The
combined
effect
of the capital
and labour
market
distortions
has been to substantially
increase the relative prices of labour, thereby
resulting
in more capital-intensive
methods
of
production.
Which of the two different interpretations
is
correct is an empirical question of considerable
policy significance,
which has not yet been
resolved
by empirical
analysis.
adequately
There is some evidence supporting
both interelements
of
suggesting
some
pretations,
accuracy
in both.
Ultimately,
however,
the
the
controversy
resolution
of
empirical
concerning
labour
absorption
lies in determining the importance
of relative factor prices
in the employment
of those productive
factors.
In other words, to what degree does factor
substitutability
exist? Through
analysis based
upon
interviews
with managers
of selected
manufacturing
firms in Brazil, Morley and Smith
(1974) have presented
evidence which provides

a pessimistic picture as to the scope for. possible
factor substitution.
On the other hand, the
available econometric
estimates
of production
functions
indicate
reasonably
high observed
elasticities
of substitution
for Brazilian manufacturing
industries
(Goodman
and Cavalcanti,
197 1; Tolosa, 1974; Tyler, 1974).
If we are to confide
at all in the latter
studies
which
find
the
scope
of factor
substitution
far greater
than argued by the
‘structuralist
critics’, it must be concluded
that
K&associated
economic
policies,
subsidizing
capital and otherwise
altering
relative factor
prices,
must
bear much
of the blame
in
contributing
to Brazil’s current unemployment
situation.
One cannot
help but wonder what
would have been the outcome
if, instead of
subsidizing
the use of capital,
government
policy had subsidized
the use of labour in the
attempt
to promote
industrialization.
The
implications
of such an alternative
strategy are
indeed great both for the product mix and the
distribution
of income. To pursue such a policy,
however,
would
have required
an entirely
different constellation
of political power.
One of the consequences
of low labour
absorption
in industry and high rates of underemployment
is the lopsided
distribution
of
income prevailing in Brazil. The availability
of
the 1970 Demographic
Census data has led to a
spate of studies of the distribution
of income
and
particularly
how
income
distribution
changed as compared
to the earlier comparable
1960 census year (Fishlow,
197 1; Hoffman and
Duarte, 1972; Langoni, December
1972; Wells,
1974).
These
studies
all demonstrate
an
increase
in distributional
inequality
between
1960 and 1970, although they differ widely in
their
interpretation
as to the explanatory
factors.
In addition
to these essentially
descriptive
studies,
the relationship
between
economic
growth,
industrial
structure,
and the distribution of income has been explored in a number
of studies
using closed loop input-output
models of the Brazilian economy (Cline, 1972;
Lopes, 1972; Morley and Smith, 1973; Morley
and Williamson,
1974). By and large these latter
studies
have
concluded
that
a progressive
redistribution
of income
would
have little
effect on the aggregate
rate of growth. What
would happen to the composition
of output is
another story. While Morley and Smith indicate
little change in production
structure,
Lopes
rather convincingly
argues that the effects of
progressive
redistribution
on the composition
of final demand would over time significantly
change the composition
of Brazilian output. He
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finds that a movement
towards
equalization
would increase the growth rate for agriculture,
services,
perfumery,
textiles,
commerce,
apparel, leather, food products,
beverages and
tobacco.
On the other hand, the economy’s socalled ‘dynamic’ sectors would witness slower
of
growth
especially
in
transport
rates
equipment,
petroleum
products,
rubber,
and
electrical
equipment.
In other
words,
the
observed
‘dynamics’
of certain industries
and
the rates of industrial
growth
in Brazil are
concluded
to be intricately
related
to the
distribution
of income.
Therefore
policies
affecting
the income distribution
must also be
considered
in view of their effects
on the
pattern
of industrial
growth.
Likewise,
the
converse could be argued.
D. Regionul

income

disparities

Another
focus on the subject
of income
distribution
in Brazil is to consider the regional
distribution
of income. While regional conflict,
conciliation
and compromise
have been major
shaping
post-colonial
Brazilian
factors
in
history,
it has not been until the 20th century
that regional income disparities
have become
accentuated
and
politically
objectionable.
Brazil’s populous
Northeast,
containing
30% of
the total
Brazilian
population
in 1970, has
dropped
behind with the country’s
industrial
growth. The industrial spurt has occurred in the
Brazilian
Center-South,
most notably
in the
state of Sao Paulo. Rapid growth in the CenterSouth,
spurred
by industrial
expansion,
in
conjunction
with the Northeast’s
failure to
respond
to changing
demand
conditions
in
international
agricultural
markets,
has eroded
the relative position of the Northeast.
Although
it accounted
for about 17% of total Brazilian
income
in 1939, the Northeast’s
share had
fallen to 14% by 1969. The per capita income
disparity has also increased. In 1939 the Northeast’s per capita income was about 48% of the
average Brazilian
per capita income,
but by
1969 it had fallen to 46% (Tyler, 1976). The
decline would have been more pronounced
had
it not been for (1) the substantial
emigration
from the Northeast
to the more industrialized
Center-South
and
(2)
government
policy
promoting
investment
in
the
Northeast.
Although
the
increased
regional
disparities
cannot perhaps be said to be a direct result of
industrialization,
it cannot be denied that the
growth of regional inequality
has accompanied
Brazilian industrialization.
The incentives
offered for investment
in the
Northeast
have
been
responsible
for the
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initiation
of much industrial
enterprise
in the
region (see Goodman
and Cavalcanti,
197 1,
1974; Suzigan, et al., 1974). Financing has been
made available through
SUDENE”
and the
Bank of the Northeast
under an involved tax
credit scheme, known as Article 34/18 (IBRD,
1975a). After deposit under the plan, the 34/18
funds
are made
available
to investors
for
industrial
projects
in
the
Northeast
at
subsidized interest rates. Between January 1962
and
April
1970
SUDENE
approved
58 1
industrial
projects
in the Northeast
totaling
US $1.4 billion in 1969 prices (Goodman
and
Cavalcanti, 1974). The result of the investments
carried out under the auspices of Article 34/18
and the Bank of the Northeast
has been to
stimulate industrial growth. Manufacturing
output grew at an annual rate of 5.0 and 4.4%
annually
during the respective
1949-59
and
1959-66
periods. However, during the 1966-74
period, when 34118 projects were beginning to
come into operation,
industrial output grew at
8.7% annually.’ 3
There are two noteworthy
effects apparent
with the SUDENE incentives.
First, there is a
bias in the structure
of the incentives
that
discriminates
in favour of import-substituting
activities such as capital and intermediate
goods
and against export activities. An elaborate point
system
exists awarding
points
for different
features
of an investment
project.
The higher
the total
points
amassed,
the more 34/18
financing is available. Analyzing the totality of
the present point system, the existing SUDENE
investment
incentives
appear to possess a latent
bias against the development
of export-oriented
manufacturing
industry.
Second, the incentive
system operates primarily through a subsidy for
capital investment.
As such, not only are more
capital-intensive
industries
favoured,
but more
capital-intensive
methods
within each industry
are promoted.
As a result, it has been observed
that the industrial growth of the Northeast has
been heavily capital intensive
(Goodman
and
Cavalcanti, 1974).
Some efforts have been made to learn from
these experiences
in the Northeast
for development
programmes
in
other
low-income
Brazilian
regions,
such as Amazonia
and the
Center-West,
but there does seem to be lacking
a comprehensive
and integrated
scheme
of
incentives
for regional development.
Moreover,
little
research,
to my knowledge,
has been
carried
out to study
the regional
income
transfers
effected
in Brazil through the 34/18
mechanism,
the state value added
tax, the
industrial
product
tax, the fiscal incentives
for
export, and government
expenditures.
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E. Foreign

investment

and multinational

firms

One of the characteristics
of post-World War
II Brazilian
industrialization
has been
its
reliance
on foreign
investment
and multinational
firms. During the period the foreign
presence in the economy
has grown markedly,
especially
in the manufacturing
sector. In the
Brazilian
make-up
of
overall
post-war
indeed
one
industrialization
strategy,
if
consciously
existed,
the foreign firm was to
exercise
an important
role. With the relative
debility
of domestic
private
manufacturing
enterprise,
rapid industrial
expansion
came to
upon
foreign
enterprise
for
capital,
rely
entrepreneurship.
Inviting
technology
and
foreign firms in and providing a hospitable
and
profitable
environment
provided
a breach for
the perceived gap between immediate
domestic
capabilities
and the requirements
of rapid
especially
in those
nonindustrialization,
traditional
industries
where investments
were
large and lumpy
and technical
requirements
great.
To be sure, however,
the extensive
participation
of foreign
firms in Brazilian
industrial growth has meant that foreign capital
has exercised considerable
influence in shaping
the structure
and composition
of Brazil’s
manufacturing
sector.
The extent of foreign capital penetration
in
generated
has
Brazilian
economy
the
considerable
controversy
by economists
and
others
at various
levels of sophistication.14
Foreign
capital entering
Brazil is required
by
law to be registered
with the Central Bank, as
are reinvestments
of earnings by foreign firms.
According
to the Central
Bank information,
registered
foreign capital in ‘Brazil totaled US
$3.4 billion as of the end of 1972,”
with 82%
invested in manufacturing.
However, because of
inadequate
accounting
procedures
this figure
seriously
understates
foreign
investment
in
Brazil. An alternative
estimate,
based upon a
micro data file of firm information
(Tyler,
1976), is that in 1971 total investment
controlled by foreign interests amounted
to about
US $20 billion.
using
balance
sheet
Several
studies,
information,
have been undertaken
to estimate
the magnitude
of foreign firm activities in the
economy
(Jaspersen,
1970; Morley and Smith,
1971; Tyler,
1976). On the basis of such
information
for nearly 2,000 manufacturing
one study
(Tyler,
1976)
firms
in Brazil,
estimated
that in 1971 the shares of total
manufacturing
assets controlled
by government
foreign
firms
and
privately-owned
firms,
domestic
firms were 18.5, 34.4, and 47.1%,

respectively.
For all industry, government
firms
were concentrated
and most important
in
mining,
iron and steel, petro-chemicals,
and
petroleum
refining
and distribution.
Foreign
firms had a share of the assets in nearly all
manufacturing
activities.
The greatest
concentration
of foreign enterprise
was to be found
in tobacco
(98%), machinery
(68%), rubber
(67%), electrical
equipment
(65%)
pharmaceutical
products
(6 l%), and transportation
equipment
(57%).
While based
upon
less
complete
data coverage, similar estimates of the
market shares for foreign firms provide similar,
but slightly higher magnitudes.
Moreover, when
comparisons
of the 1971 estimates
are made
with those of earlier studies (Jaspersen,
1970;
Morley and Smith, 1971) it is apparent that the
foreign firm share, as well as that for government firms, has risen. Given the market share
increase
and the observed
output
growth,
foreign firms are estimated
to have accounted
for about 60% of the increase in manufacturing
production
between 1965 and 1971.
Ultimately
the question
of foreign
firm
participation
in the domestic economy is one of
control. To what extent does the existence and
operation
of multinational
firms in Brazil
provide
problems
of policy effectiveness
and
control for the Brazilian authorities?
Short-run
destabilizing
effects may well exist with respect
to exchange and monetary policy. Capital flight
is always
a potentiality,
but it should
be
remembered
that government
policy is capable
of response.
In a sense, the foreign capital
presence constitutes
a hostage in the hands of
the Brazilian government
both with respect to
economic
policy and political ends. Moreover,
the thought
that
foreign
firms are strong
enough
and sufficiently
united
to dictate
amenable
economic
policy to an administratively capable,
competent
and strong government is naive. Foreign
firms have interests
similar to those of nationally-owned
private
sector
firms, and they respond
in much the
same manner to policy measures. Certainly the
argument
that foreign
firms exercise
undue
in
LDC
policy
formulation
is
influence
mitigated in the case of a powerful, far-reaching
and effective government.
Such is the case with
Brazil, where the government
has emerged as
the dominant
single force in the economy.
Estimates
of the total governmental
share of
GDP range up to 50%, and by 1969 the public
sector accounted
for about 61% of total investment (Baer, Kerstenetsky
and Villela, 1973).
With a perceived
weakness
in the domestic
private sector,
the choice for a developmentminded government
intent on lots of growth in
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a hurry is between
foreign
and government
productive
activity.
The Brazilian government
has chosen both alternatives,
with the period
since
1964
witnessing
an increased
and
progressive
strengthening
of
governmental
control over the economy.
At the same time,
however,
the government
has gone to great
lengths to convince foreign capital that it is not
only welcome
but a frequent
recipient
of
governmental
policy assistance.
The performance
of foreign firms vis-&vis
domestic
private
firms in Brazil is not yet
adequately
understood.
From
a strictly
theoretical
standpoint
there is no reason to
expect
differences
in behaviour
and performance, but there is some evidence to suggest
that
they
do
in
fact
possess
different
performance
characteristics.
For example, aside
from the greater observed
growth
of foreign
firms, one study (Tyler, 1976) has presented
some, admittedly
weak but suggestive, evidence
indicating
greater
technical
efficiency
and
economies
of scale on the part of foreign firms.
The
same
study
also
found
significant
differences
in factor usage between foreign and
domestic private manufacturing
firms, with the
former
tending
to be more capital intensive.

Appendix

Although
some possible
explanations
can be
found in differing effective factor prices facing
both sets of firms, the question of the effects of
firm size on factor usage remains unsettled.
Analysis based upon industrial
census data has
demonstrated
that capital intensity is positively
associated
with firm size (Cortes, 1975; IBRD,
197513). Foreign
firms tend to be larger than
private domestic firms, and the observed greater
capital
intensity
for foreign
firms may be
related mainly to size rather than to anything
inherently
associated with ownership.

III.

SOME CONCLUDING

REMARKS

This brief survey has attempted
to focus on
several major issues and areas of concern
in
Brazilian industrialization
and industrial policy.
A reasonable
prognosis is that these issues will
continue
to
command
the
attention
of
economists
and policy-makers
alike. Brazil’s
future as an industrial
economy
will in great
part
depend
upon
ameliorating
or finding
solutions
for its problems
of external
sector
dependency,
lack
of
employment
opportunities,
and income inequality.

Table 1. Brazilian manufacturing exports by industry, 19 70- 74
(US $ thousands)
1970

1971

1972

1973

1974

Non-metallic minerals
Metallurgy
Mechanic
Electrical machinery
Transportation equipment
Lumber and wood
Furniture
Paper
Rubber
Leather
Chemicals and plastic
Pharmacy
Perfumery
Textiles
Apparel and shoes
Food
Beverage
Tobacco
Printing and publishing
Miscellaneous

9 444
112,182
65,043
17,184
14,872
24,076
1512
6 244
4 033
15,546
107,353
8 736
8 836
25,783
11,373
89,615
1 472
1 378
2 388
8 337

17,291
67,523
79,034
28,413
26,340
26,735
2 793
13,324
4 680
15,560
123,315
6 330
10.809
401339
38,348
150.837
1.466
1 279
5 922
19,153

19,613
109,819
106,677
38,810
74,751
39,708
4 136
25,124
8 306
44,963
194,882
6 676
12.538
83,240
165.002
2.743
1 702
10,343
24,328

19,616
143,308
127,796
83,988
91,224
95,996
10,317
48,499
11,429
40,051
350,914
12,396
20,216
204.126
157,796
258.522
8’937
3 956
11,350
38,005

31,967
219,126
270,906
183,542
191,231
99,606
13,488
71,121
15,387
37,835
489,472
19,153
39,427
293,464
208,642
311,156
25,351
4 444
13,845
59,859

TOTAL

535,407

679,491

1,048,314

1,738,442

2,599,022

Source: CACEX.
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2. Brazil’s external indebtedness,

Table

195 7- 74

Years

Total
external
indebtedness
(US $ million)

External
indebtedness
as a percentage
of GDP
(%I

External
indebtedness
as a percentage
of exports
(%I

1947-s 1
1952-56
1957-61
1962-66
1968
1969
1970
1971
1972
1973
1974
1975(a)

590
1 227
2 201
3 545
4 310
4 403
5 295
6 622
9 521
12,600
17,368
22,000

5.2
7.7
14.5
22.3
15.0
13.2
12.9
14.8
18.8
19.3
17.7
n.a.

46.5
82.6
167.3
239.0
229.1
190.5
193.3
228.0
238.6
191.0
202.7
na.

Note: (a) preliminary
estimate.
Sources: William G. Tyler, Manufactured Export Expansion and
Industrialization in Brazil (Tubingen:
J. C. B. Mohr,
1976).
Information
for 1947-67
was reproduced
from
John
T.
Donnelly,
‘External
financing
and short-term
consequences
of
external
debt servicing
for Brazilian
economic
development,
1947-68’,
The Journal of Developing Areas, Vol. 7, No. 3 (April
1973),
p. 416.
The 1973-75
figures
are from
Brazilian
government
and IBRD estimates.
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Table

3. Structure

export, November

rIPI

“IPI

f’ICM

IpFOBlpDM)

0.0877
0.0824
0.0664
0.1107
0.0857
0.0818
0.1500
0.1232
0.1274
0.1373
0.0440
0.0391
0.1366
0.1217
0.1043
0.1185
0.0022
0.3652
0.1312
0.0667
0.1544

0.0877
0.0978
0.1085
0.1122
0.1201
0.0833
0.1500
0.1237
0.1212
0.1022
0.0437
0.0391
0.1188
0.1181
0.1310
0.1374
0.0618
0.1332
0.0937
0.0909
0.1380

0.0877
0.0965
0.1075
0.1083
0.1183
0.0830
0.1350
0.1178
0.1124
0.0959
0.0427
0.0391
0.1174
0.1168
0.1179
0.1294
0.06 11
0.1205
0.0843
0.0851
0.1259

0.6034
0.5783
0.5845
0.5503
0.5467
0.5803
0.5046
0.5376
0.5429
0.5314
0.6650
0.6746
0.5342
0.5493
0.5396
0.4847
0.6728
0.4253
0.5872
0.5944
0.5166

0.8334
0.8271
0.8180
0.8165
0.7957
0.8378
0.7600
0.7927
0.7976
0.8164
0.9082
0.9130
0.7965
0.8052
0.7874
0.7715
0.8703
0.7838
0.8277
0.8339
0.7931

IPI
subsidy rate

KM
subsidy rate

Ratio of foreign FOB
price to domestic
market price

1973

Pure export subsidy, expressed
as possible export price in
terms of domestic factory
price*

IPI
tax rate

Non-metalEc minerals
Metallurgy
Machinery
Electrical equipment
Transport equipment
Lumber & wood
Furniture
Paper
Rubber
Leather
Chemicals
Pharmaceutical
products
Perfumes, soaps etc.
Plastics
Textiles
Apparel
Food products
Beverages
Tobacco
Printing
Miscellaneous

of fiscal incentives for manufacturing

Note: (*) For the magnitude of the subsidy as a rate of the domestic factory price (PF(DM)) subtract from 1.
Source: William G. ‘Tyler, Manufactured Export Expansion and Industrialization in Brazil (Tubingen:
.I. C. B. Mohr, 1976), p. 225.
These calculations
were based upon information
compiled from AGENCO, Manual dos Incentives aos Exportadores (Rio de Janeiro:
Agenciamento
de Services Tecnicos Ltda., 1973).
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4. Domestic

resource costs per unit of foreign
according to industry, 19 71
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exchange,

DRC per unit
of foreign exchange
(Cr S US $1
Mining
Non-metallic
minerals
Metallurgy
Mechanic
Electrical machinery
Transportation
equipment
Lumber and Wood
I:urniture
Paper
Rubber
Leather
Chemicals

DRC per unit
of foreign exchange
(Cr $ US $J

4.98
6.23
6.92
6.87
6.66
5.94
4.52
6.87
7.63
7.48
5.07
5.88

Source: Jose A. Savisini, ef al., ‘0 sistema
for IPF (July 1974).
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Pharmacy
Perfumery
Plastic
Textiles
Apparel and footwear
Food
Beverage
Tobacco
Printing and publishing
Miscellaneous
Average exchange rate in 1971

Brasileiro

de promoc’io

as exportacoes’,

6.33
5.32
6.55
7.07
6.76
5.62
8.48
_
5.31
7.65
5.28

mimeographed

5. Average a domestic resource costs
incentives, according to activity, 1971
(CR$/US$)

Domestic
resource costs
per unit of
foreign exchange

Activity

b

Fiscal
exemptions
per unit of
foreign exchange

Fiscal
subsidies
per unit of
foreign exchange

Agriculture

4.72

_

_

Industrialized
food products

6.35

0.99

0.45

Mining and energy

7.44

0.60

0.01

Intermediate

products

I

5.10

1.14

1.20

Intermediate

products

II

7.00

1.46

I.36

Non-durable
goods

consumer
4.50

1.47

1.40

6.75

1.18

1.78

9.20

1.65

1.68

Machinery

consumer

paper

Table

and export

Durable

879

goods

Notes:

t Averages over various products are weighted by export value.
Average exchange rate in 1971 was Cr $5.28 = US $1.00
Source:
Jose Roberto
Mendonca
de Barros, ef al., ‘Sistema fiscal e incentives
exportacoes’,
mimeographed
paper
prepared
for IPE (November
1973),
p.

as
14.

prepared
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NOTES

1. Appendix
Table
Brazilian manufactured
by industry.

1 presents
a picture
of recent
export growth, disaggregated

2. For two good analyses of post-war industriahzation policies see Werner_ Baer, Zrzdustrializafion and
Economic
Development
in Brazil
(Homewood.
Illinois: Richard D.. Irwin, 1965) and Joel Bergsman;
Brazil: Industrialization and Trade Policies (London:
Oxford University Press, 1970).
3. The exceptions
were machinery
and chemicals,
which by 1964 possessed
ratios of imports to total
available
domestic
supply
of
0.31
and
0.11,
respectively.
For all manufacturing
the comparable
ratio had been reduced to 0.06 by 1964.
4. Consequently,
the
contribution
of
import
substitution
to total manufacturing
demand
growth
since 1964,
as measured
proportionally,
has been
negative.
5. About 6% of total manufacturing
in the period 1967-71 was accounted
expansion (see Tyler, 1976).

demand growth
for by export

6. One partial indication
of this is the higher relative
average labour productivity
gains for the industrial
sector, as observed through census data comparisons.

Chenery
and Michael
Bruno,
‘Development
alternatives
in an open economy:
the case of Israel’.
Economic Journal, Vol. 72, No. 285 (March 1962),
PP. 79-103;
Michael Bruno. ‘The optimal selection of
export-promoting
and import-substituting
projects’, in
Planning the External Sector: Techniques, Problems
and Policies (New York: United Nations, 1965); Anne
0.
Krueger,
‘Some
economic
costs
of exchange
control:
the Turkish
case’,
Journal
of Political
Economy,
Vol. 74, No. 5 (October
1966),
pp.
466480;
and
Michael
Bruno,
Interdependence,
Resource
Use and Structural
Change in. Israel
(Jerusalem:
Bank of Israel, 1962).
9. See Appendix

Table 3.

10. Some of the major results of the Savisini
study are presented in Appendix Table 4.
11. Export
weighted
averages
product DRCs for activity groups
Table 5.

et al.

of the individual
appear in Appendix

12. SUDENE is the Superintendency
for the Development
of
the
Northeast
(Superintendencia
do
Desenvolvimento
do Nordeste).
13. Goodman
and Cavalcanti (1974) contains the best
analysis of the 34/18 incentives
and their effects on
industrial output.

7. For an overview of Brazil’s external indebtedness
in a macroeconomic
perspective see Appendix Table 2.
The total debt service ratio for 1974 amounted
to
about 31%.

14. For
some
of the more
useful
analyses
see
Jaspersen,
1970;
Medina,
1970;
Pignaton,
1973;
Morley and Smith, 1971.

8. For a discussion of the domestic resource costs of
foreign exchange as an investment
criteria see Hollis B.

15. Boletin
1973).

do Banco

Central, Vol.

9, No. 5 (May
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