INTERNATIONAL MONETARY FUND

December 31, 1958

Mr. Cochran:
Atteched are two weekly progress
reports--Bragil and Bolivia.
I would suggest that a copy be
forvarded to Mr. Southard for
iformation.

G. A. Costanzo



¥r, B, Brovvedani Logamber 3.
8. ‘scober

e avsrege agio for U.°, dollars rose % (18199.0 par dollar, enly 3.k
prmthlurihmﬂh&hquh‘ﬁhhﬁ.ﬂudw.fdl‘u'
mmummumm Aecording te mress reports {
free rste declined slightly to Crfl30 per dollar in the week endsd Ngosmbor e,
The sale of twnmumw-mﬂumnhmmb.

Ths currency issus rose to (r¢l20.k billiom, L.Z per eent higher than &
month age, This level is Créli.h billion above the stand-by ceiling of
Orid02 billion proposed fer December 1958,

momt'- bﬂdt, umiwmbaurnntmu [



fae

*
¥

pEae

nil== Xehdangoe Larket

{in gruseiros »or b, . dollar)

Fed
7

s ey ul

iy
=

O e be 2 " ik s e I L N AP SN & Y
voonbhly sveraeo) fand of sordods

1y
Sou atlig
fapkast
Lﬂ_l L \-.;8}('
“ -~ M
onk andods
4 . - a4
WOV T ©
2
‘s
[ - ” &+
v Tacenhay O

13
24

el
11340
1LZ2.2
13h.b

13150 3
Rialiad

ECOPL
193.%
AT,

192450
) 1713

1i5.9
15ke0
1998

3‘.21.6

1/ fer Tic de Ja

35

s ~— et
girc ond g



. ; . . 2 . o «

Prasil=-lnrrency. fraue and Qovermuent Torrawing -

{in billlons of gruzeivos)

" Tancy. Lovernmaint
o s Yorparring };/
WBTE T DG .65 300
A9%3e - January Sl U hal
: RELRBENY T : Shetr. 3G9 0 -
‘ Pl : - 955 138 _
R B ‘ . ‘_ «5}1"‘1‘.3.1 “ . S T 9‘, .1. - . 3"*‘}“{’} . : ’
Lo Cvay S 1llG D 1.6
vuna C S % % 22 .5
s:’?&l}’ . R . 1"3,‘2-;%-“; ) . ;:‘:)nr;"
August o ke, - 23.2
erntenbar . Wl - o R2LY
setcher : 11167 1 5
vk wnseds
“ N .. ’ .4 ’ C T e
Covembor 50 o m&'s%&* . 435[0 b
: L2y o 1N L o 2766 .
Pecesber. § L 116.2 S 28k . ,
S & U & 1 R 27 ab- I
Y - 2L 29,8 . '
-1/ Treasuvy uasb positicn with the Seénk of Lpagil’
pius iseus - of Yrousury bills. .o
‘ X



(¥}
Decamber 23, 1958

Dear Mr. Bergstein:

I wish to acknowlsdge receipt of your letter of December 9,
DE/DIVIN/Cta. 219/58, with summary tables of the data received
by weekly cable in accordance with the agreement between the
International Monetary Fund and the Brasilian Govermment.

Sincerely yours,

Jorge Del Canto
Director
Western Hemisphere Department

). Fernando Bergstein

Chefe do Departamento Esconcmico
DivisSo de Assuntos Internacionais
Superintendéncia da Moeda e do Crédito
Rio de Janeiro, Brasil
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Rio de Janeiro, 9 de dezembro de 1958
DE/DIVIN/Cta. 219/58

Ilmo. Sr.

Jorge Del Canto

DD. Diretor do Departamento do
Hemisferio Qcidental

Fundo Monetario Internacional
Washington 25, D.C.

Estados Unidos da America

Prezado Senhor,

Tendo em vista as remessas de informagoes, feitas de

acordo com os entendimentos mantidos entre o Govérno Brasilei

.« ro e o Fundo Monetario Internacional, e em atengdo ao solici-
tado em sua carta de 10 de setembro pp., temos o prézer de en

viar, anexos, quadros contendo dados mensais retrospectivos

» das informagGes semanais, até novembro de 1958, sobre a evolu

gao da situagao cambial, monetdria e fiscal do Brasil.

Atenciosas saudagoes,

DEPARTAMENTO ECONOMICO
Divisao de Assuntos Internacionais

ernando Bergstein /// ><i\ istiano N. Sampailo Vianna
pelo Chefe do De ar%am’nto pelo Chefe da Diviséao

‘sAnexos.

/RM

Mod. §. M. C. 7



" Mr. Hercula.no Borges d.a Eonseca

-, ‘Divis8o ‘de Assuntos. Interfiécionais T Dok
""" Superdntendencia da Moedz e do Greﬁi’bo R AT S A e
‘IA'j,’,Rio de Janeirc, Brasil U LT )

A’I nsh to acknmledge receipt of your 1etter of December 10 >

DE/DIVN/Cta.225/58 s with da‘ba conceming ‘bhe fiscal, credit and

exchange position of Brazil, in’ accordance with the agraemn-b be- ;

tmeen the. International Monetary Fund and: the Braailian Gmrermnent. L

v ‘ M “eu . . .1

%incerely yours,

&

Jorge Dol Cant.o . L
Lol T ‘Director -
[ Western Hemisphere Depwtment

:Chefe do Departamento.-

£
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Sporintondincia da Clbsedss o do Ciicdits
Rio de Janeiro,10 de dezembro de 1958.
DE/DIVIN/Cta. 225/58

Mr,
Jorge Del Canto =
Director of Western Hemisphere Department =
International Monetary Fund R,
Washington D.C. o
Uo So -Ao = g
=
Prezado Senhor, -

De acordo com os entendimentos mantidos entre o Go-
vérno brasileiro e o Fundo Monetirio Internacional, e em aten-
gio ao solicitado em sua carta de 10 de setembro pp., temos o
prazer de confirmar o telegrama desta data contendo as informa
goes constantes do quadro anexo,referentes a evolugdo do movi-
mento cambial, fiscal e de crédito do Brasil, verificada na
semana terminada em 6 de dezembro.

Atenciosas saudagoes,

DEPARTAMENTO ECONOMICO
Divisao de Assuntos Internacionais

Fernando Bergstein hri iano N. Sampaio Vianna

pelo Chef epartamento pelo Chefe da Divisao.

Anexo.

‘b AR/

Mod. §. M. C. 7



INTERNATIONAL MONETARY FUND

December 22, 1958

Mr. Cochren:

fttached is the weekly report
on developments inm Braszil. I would
mﬁnamfmn%
¥r. Southard.

-
! r
E

G. A. Costanzo




Decenber 19, 1958

The present level of barrowing
the Govermment's target %o limit borrowing from all

0 ballien 4n 1958.
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deficit of Cr82l.5 billion wp to October, while govermment borrowing wp to

's oagh deficit, as measured by the Treasury's met position

Bank of Brasil and the issues of Treasury bills, daclined slightly to
waz Cré25.,6 billion. The excess of government berrowing over the
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Wméw da @%a@& e ab %e‘a/té
Rio de Janeiro, 3 de dezembro de 1958.
DE/DIVIN/Cta.ZlB/SB

Mro s
Jorge Del Canto . :

Director of Western Hemisphere Department
International Monetary Fund

Washington D.C.

U.S.A.

Prezado Senhor,

De acdbrdo com os entendimentos mantidos entre o Go
verno brasileiro e o Fundo Monetdrio Internacional, e em
atengao ao solicitado em sua carta de 10 de setembro pp. ,
temos o prazer de confirmar o telegrama desta data conten-—
do as informagoes constantes do quadro anexo referentes &
evolugao do movimento cambial, fiscal e de crédito do Bra-
sil, verificada na semana terminada em 29 de novembro.

Atenciosas saudagOes,

DEPARTAMENTO ECONOMICO

Kiziledm“ Divisao de Assuntos Internacionais ‘//
y ,
/4;7/3,, e Pz o

Herculano Borges da Fonseca ristiano N.Sampaio Vianna

Chefe do Departamento Pelo Chefe da Divisao
'L’ (l\-,\AneXO °

/
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#0: Office Memorandum
T ¢ Mr. C. David Finch M ‘«f/, [‘/U- pate: December 12, 1958

FROM : G, Escobar ?.{
sussect :  Brazil--Report for the Wesk Ended December 6, 1958

After falling to the lowest level in three months at the end of November,
the average agio for U.S. dollars rose again to Cr$l85.9 per dollar in the
week ended December 6, According to press reports the free rate remained unchanged
at Cr$135.1 per dollar, The firmness of the free rate appears to reflect the
transfer of some exports to the free market. The sale of foreign exchange at
auction was the same as in preceding weeks,

The issue of currency rose slightly by Cr$0.6 billion, to Cr$ll6.2 billion
in the week ended December 6. This level was Cr$lli.2 billion above the stand=-
by ceiling of Cr$102 billion proposed for December 1958 (see EBS/58/25, Sup. 3).
Seasonal factors can be expected to place heavy pressure for expansion during
the rest of December,

The Govermment's cash deficit, as measured by the Treasury's net position
at the Bank of Brazil and the issue of Treasury bills, rose to Cr$28.4 billion
in the week ended December 6, The present level of horrowing exceeds by Cr$8.L
billion the Government's target to limit borrowing from all sources to Cr$20
billion in 1958.
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Brazil--Exchange Market

(In cruzeiros per U.S. dollar)

Free

Agio per Ust}./ Market Rate
(Monthly average) (end of period)
1957: December 6648 90,5
1958: January 9641 97.5
February 113.0 99. 5
March 121.6 106.8
April 12,2 120.8
May 13L.k 122,0
June 13L4.3 132.8
July 140.8 13L.0
August 15448 159.5
September 193.1 15643
October 189.3 140.8
Week ended:
November 8 192.6 138.92/
29 171.9 135.12/
December 6 185.9 135,12/

For Rio de Janeiro and S&o Paulo.
New York banks! selling prices for cable transfers on
Friday of each week.,
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Brazil--Currency Issue and Government Borrowing

(In billions of cruzeiros)

, Currency Government
End of period Issue Borrowiné{
1957: December 96,6 36,0
19583 Ja.nuary 9h00 6.1
February 96 10.9
March . 9606 13.8
April 99.1 16.9
May 101.6 19.6
June 103.4 22,6
July 103.L 23,9
August 104.3 23,2
September 108,92/ 22,7
October 111-6 25 06
Week ended:
November 8 115.4 25,1
29 115.6 27.6
December 6 116,2 28.L

1/ Treasury net position with the Bank of Brazil
plus issue of Treasury bills.
2/ Data for September 27.
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@‘ Office Memorandith
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In the letter attached to the stand-by agreement, the Brazilian authori-
ties stated that:

"with regard to registration with SUMOC of suppliers' credits in
convertible and ACL currencies, the Brazilian Government will
not exceed the total amount as of December 31, 1957, New au-
thorizations will be limited to the amount of repayments and
cancellations of the principal of suppliers' credits, and will,
moreover, be restricted to highly essential projects, and will
be granted only in cases where repayment schedules allow for a
three year period of grace".

Table 1 was prepared on the basis of the information recently remitted
by SUMOC covering the first half of 1958, and showing the new authorizations
of suppliers' credits and the repayments effected, In effect the statistical
tables received from SUMOC include authorizations for loans which are not
included in the definition of suppliers' credit; for this reason all IBRD
loans were excluded from Table 1 attached, as well as loans by the Exim Bank
granted for the purpose of finmancing a payments disequilibrium, The
International Bank suggests the following definition of suppliers' credits:

"Suppliers! credit is credit involving the fixed contractual repayment
obligations in foreign currency of medium term (1 to 7 years in-
clusive) used for the direct financing of exports to Brazil, Creditor
is frequently supplier of goods, but may be commercial bank or Govern-
ment institution, Credit may or may not be guaranteed by the
Brazilian Government or agency thereof",

Although most of the loans extended by the Exim Bank fall within the
definition of suppliers! credit, the loan of $104 million of August 1958
was definitely for other purposes, Table 1 shows all new authorizations
and repayments of principal during the first half of 1958 of suppliers’
credit, excluding the Exim Bank, but including credits in inconvertible
currencies,

A cursory examination of the table indicates that during the first half
of the year authorizations for new credits exceeded repayments of prineipal
by a considerable amount, About $31 million were added by United States
creditors (including Exim Bank), DM 37 million by German creditors, and
$36 million by Japanese creditors, to mention only the most important,
Reduction occurred only with respect to three countries (Switzerland, Canada
and the United Kingdom), and by relatively small amounts, These credits
vary in maturity from 3 to 7 years, and bear interest at rates of 5 to 8
per cent.

ez

L ? Mr. C, D, Finch DATE: December 9, 1958
FROM By Brovedanfx

SUBJECT : B az_;-—Stati 1 n Suppli ! Credits



Table 1.
Brazil=—Suppliers' Credits
Changes during the first half of 1958

(figures in thousands)

Country Currency Outstanding Repayments New Net Change
United States 1/ $ 121,942 -10,112 30,55 #20, 444,
Switzerland Sw F 30,434 ~3,343 984 -2,459

_ Switzerland Us$ 75 -5 — -5
" Canada Can$ 4,423 =707 s 707
United Kingdom £ 5,827 -1,115 372 =743
Germany DM 136,447 =13, 549 50,582 #37,033
Germany Us$ 55 =11 — =11

Ttaly Lit 899,368 ~116,053 5,354,920 £5,238,867
Italy i<t 3 5,540 -4,98 6,156 #5,658
Ttaly Us$ 122 =25 — =25
Belgium BF 4y 525 574 2,000 41,426
Belgium Us$ 280 -— - .
Netherlands £, 306 ~100 25,695 425,595
France F 123,199 -35,710 53,150 #17, 440
France Us$ 73,335 -7,161 8,671 #1,510
Denmark DKr 18,531 ~1,384 2,538 £1,154
Sweden Skr 217,707 -3,969 22,71 #18,745
Finland Fmk 3,737 -188 —_— ~188
Japan X 7,653 =561 36,706 #36,145
Poland 21 7,934 =4y 042 13,632 #9,630
Czechoslovakia Kes e - 4,173 iy 173

1/ IBRD and Exim Bank excluded; excluding the balance of payments loan of August
1958 of $104,000, there was a net increase of $11 million in Exim Bank loans
during the first half of 1958.



INTERNATIONAL MONETARY FUND

December 8, 1958

L%, Del Canto
Mr. Gold
Mr. Kroc
Mr. Finch

R .

Herewith is the proposed staff
paper on Postponement of Consultations
Under Stand-by Arrangement and Repur-
hase Commitment; also herewith is
draft letter from Minister of Finance
to Mr. Jacobsson.

v l‘k:‘{l

G. A. Costanzo



Decemiber 8, 1950

To: Nembers of the Executive Board

From: The Managing Director

Subject: Bregil--Postponement of Consultations Under Stand-by Arrangement
and Repurchese Commitment.

The Breszilisn Government in a letter dated December __, 1956, re-
quests that comsultstions with the Fund under paregraph b of the stend-by
errengement (¥B8/58/25, Sup. 3) be postponed until April 30, 1958, Under
the existing stand-by arrengement with the Fund, Brazil heas the right,
subject to the terme of the stand-by arrangement, to purchase currencies of
menber countries up to the level at vhich the Fund's holdings of cruzeiros
ave equivelent to 150 per cent of quote. Under paragruph b of the stand-by
srrangement, however, when gross purchases by Brazil total the eguivalent
of US§54,75 million, Bragil mey make further purchases only after consult-
mwmamﬂuztmwmmwm. Gross
purchases by Brazil under the stand-by arrengement now total US§54.75
milldon,

The Pund's holdings of cruseiros are at & level of 150 per cent
of quota, vhich is the meximmm permitted under the stand-by arrengement. A
repurchase commitment of US§20.25 million, however, 1s peysble not later
than December 31, 1950. This is the last installment of the schedule
adopted by the Executive Board in postponing the discharge of repurchase
cbligstions as of April 30, 1953 end Jpril 30, 1954 under Article V, Section
7(b) (EmM 55/17). The carrying out of this repurchase obligstion would
lover the Fund‘s holdings of cruzeiros %o 136.5 per cent of quota and mske
possible further dravings of UsS§e0.25 million under the stand-by arrangement,



e

provided, as indicated above, that agreement is reached on the terms for
such further drawings. It was originally contemplated by Brazil that it
would agree on such terms at this time because of the repurchase install-
ment falling due.

In discussions with the Managing Director of the Fund on
December 5 and §, the Brazilian Minister of Finence gave the following
information. He indicated that since he has been in office only five
months, he has not yet had time to put his program fully into effect. He
stated that although some aspects of the program submitted ¢o the Fund have
been carried out, implementation of the program as a whole has legged.
Thus, currency issue which vas not to exceed Cr§l02 billion by the end
of 1958 stood at Cr§llS billion as of November 29, 1950, The Minister of
FPinance indicated, however, that progress has been mede with respect to
the budgetary targets. Under the program, the budgetary cash deficit vas
to be kept to Or$20 billion in 1958 as compared with Cr$36 billion in 1957.
When the pev Minister of Finance took office in early July, the budgetary
cash deficit was slready about Cr$20 billimn. The Government has succeeded
in keeping this figure fyom groving substantially. The Minister of Finance
indicated that the over-all govermment budgetary cash deficit as of
Novenber 21, 1958 amounted to sbout Cr§2l billion. Normel beavy end-of-
year payments, however, may result in a total cesh deficit for the yesr of
ebout Or$25 billion. The difficulties in stemming the rate of monetary in-
flation has been due primarily to the expansion in Bank of Brazil credit to
thepéivsunctor. The Government is now working out techniques to bring
this factor under comtrel.
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With respect to the exchange system, the Brazilian Government
undertock originally in commection with the stand-by arrangement to in-
crease the preferential rate of Cr$58.02 per U.8. dollar for certain
imports end financial payments by 10 per cent each semester until o rate
of Cr§70 was reached. This rate wvas increased to Cr§i0 per U.S. dollar
on October b, 1958 (84/58/79). In aceordence with the Minister's letter
of July 25, 1958 (EBS/58/33), the weekly offer of U.S, and ACL dollars in
the auction market for “gemersl® category imports was reduced by 20 per
cent, begimming September 1, 1958.

The Govermment has nov sdopted a finencial program for 1959,
vhich is designed to limit the expansion in money supply in 1959 to 10 per
cent sbove the estimated level 25 of the end of 1955. The program involves
2 reduction in the over-all cash deficit of the Covernment to Cr§lO0 bil-
lion in 1959. Ceilings have also been esteblished on the total credit of
the Rediscount Department of the Bemk of Bragil to the Bank of Brazil and
the commercial banking system.

The Braziliem Minister of Finance indicated his hope that in
four or five more months more concrete progress will be made toward the
goal of internal stsbility. Aecordingly, he requests that the comsulta-
tions under peregraph & of the stand-by arrangement be postponed, but con-
cluded before April 30, 1959.

The letter from the Minister of Finance of Brazil also includes
a request for e temporary postponement to the emd of the stand-by errange-
ment period, 1,e., June 2, 1955, of the repurchese installment of US§20.25
million maturing on December 31, 1955. Since this repurchase commitment
relates to purchases mede in 1953, the proposed postponement would extemd
the repurchase beyond the five year period.
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The staff belleves that it would be adventageous to postpone con-
sultations as requested by Brasil. In view of the postponement of these
consultations and the comtinued difficult payments postion of Brazil, the
staff would also reccmmend epproval of the requested temporery postpone-
ment of the repurchase installment peysble not later than December 31, 1955.
Accordingly, the following decision is submitted for the comsiderstion of
the Executive Board:

Brazil has requested the Fund to agree that the last

installment in the repurchase schedule adopted st EBM 53/78

and 55/17 be postpomed so that it is discharged not later

than Ame 2, 1959. The Fund agrees to the request made by

Brasil.

It is not intended to place this matter on the agenda of the Exe-
cutive Board umless an Executive Director so requests. In the sbsence of
such request by the close of business on ; s December __ ,
1958, the sbove decision will be deemed adopted emd so recorded in the
minutes of the first meeting of the Executive Board theredfter.




DRAFT

m&. 1958

Dear Mr. Jacobsson:

Brazil has made gross purcheses of USH5H.T5 million under its
stand-by arrangement with the Fund. Therefore, under paregraph b of
the stand-by arrangement, it may meke further purchases only after
consulting the Fund and agreeing with it on the terms for suech further
purchases, provided alvays thet the Fund's holdings of cruzerios are
vithin 150 per cent of guota. The new fimancial administretion which
took office early im July 1958, has not yet had sufficient time to
implement fully its own program for internmal stabilization. The new
financial administration hopes tc be in a position to show concrete
progress toward internal atability im four or five months and, accordingly,
it is requested, oz behalf of the Prasilian Govermment ,that consulta-
tions under paragraph & of the stand-by arrangement be concluded before
the end of April 1959.

In view of the requested postponement in these consultations,
Brazil also requests the temporary postponement of & repurchase
obligation of US$20.25 million paysble not later than December 31,1958.
As you are sware, @ue to recent developments, including a drop of 20
per cent in the price of coffee during 1958, Brazil's externmal pay-
ments position continues difficult. Exchange reserves are currently
at a lov level, leaving only a small margin beyond minimum working
balances.

Sincerely yours,

Incas Lopes
Minister of Finance of Brazil



December 11, 1958

Dear Herculano:

I wish to lclcnovl::}e receipt of your letter of
December 1, DE/DIVIN/Cta/215/58 with data concerning
the fiscal, credit and exithange position of Brazil,
in accordance with the agreement between the Inter-
national Monetary Fund and the Brazilian Government.

Sincerely yours,

Jorge Del Canto
Director
Western Hemisphere Department

Mr. Herculano Borges da Fonseca

Chefe do Departamento
Superintendencia da Moeda e do Crédito
Rio de Janeiro, Brasil
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Rio de Janeiro, 19 de dezembro de 1958.

DE/DIVIN/Cta.215/58

Mr. Jorge Del Canto

Director of Western Hemisphere Department
International Monetary Fund

Washington D.C.

U.S.A.

Prezado Senhor,

De acdrdo com os entendimentos mantidos en
tre o Governo brasileiro e o Fundo Mopetério Internacio -
nal, e em atengao ao solicitado em sua carta de 10 de se-
tembro pp., temos o prazer de enviar, complementando as
informagoes remetidas anexas A nossa carta n? 209/58, de
18 de novembro pp., quadros contendodados mensais sbbre a
* evolugao da situagao cambial, monetdria e fiscal do Bra -
sil, até outubro dltimo. : o

No que se refere ao quadro n? 7 (saldos de
vedores do principal sdbre créditos concedidos para proje
tos especfficos registrados na SUMOC), cabe-nos informar
que serao remetidas informagOes a respeito tao logo sejam
disponfveis.

Atenciosas saudagoes,

DEPARTAMENTO ECONOMICO
Divisao de Assuntos Internacignais

Z ceelrced X e HAa Ycccee
Herculano Bdrges da Fonseca Christiano N.Sampaio Vianna
Chefe do Departamento Pelo Chefe Aa Diviszo

Anexo.



December 3, 1958

Dear Herculanos

I wish to acknowledge receipt of your letters of
November 13 and 18, DE/DIVIN/Cta.206/58 and DE/DIVIN/
Cta.209/58 with data concerning the fiscal, credit
and exchange position of Brazil, in accordance with
the agreement between the International Monetary Fund
and the Brazilian Govermment.

Sincerely yours,

Jorge Del Canto
Director
Western Hemisphere Department

M¥r. Herculano Borges da Fonseca

Chefe do Departamento
Superintendencia da Moeda e do Crédito
Rio de Janeiro, Brasil

pms
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Soporintondinoia da Cbsedts o o 251@5&3'4g§ﬁwmgﬁ
Rio de Janeiro, 18 de nd&&ﬁﬁrQ¢@e 1958.
N T AR
DE/DIVIN/Cta.209/58

Mr.

Jorge Del Canto

Director of Western Hemisphere Department
International Monetary Fund

Washington D.C.

UOSOA.

Prezado'Senhor,

De acdrdo com os entendimentos mantidos en
tre o Gov2rno brasileiro e o Fundo Monetdrio Internacional,
e em atengao ao solicitado em sua carta de 10 de setembro
Pp?., temos o prazer de enviar, complementando as informa -
¢oes remetidas anexas & nossa carta n¢ 188/58, de 21 de ou-
tubro pp%., quadros contendo dados mensais sdbre a evolugao
da situacdo cambial, monetdria e fiscal do Brasil, até se -
tembro dltimo.

No que se refere ao quadro n? 7 (saldos de
vedores do principal sbbre créditos concedidos para proje -
tos especificos registrados na SUMOC), cabe=-nos informar
que serao remetidas informagoes a respeito tao logo sejam
disponiveis. ‘

Atenciosas saudagoes.

DEPARTAMENTO ECONOMICO
Divisao de Assuntos Internacionais

Herculano Borges da Fonseca  Fernando Ber
Chefe do Departamento e da Divisao

Anexos.
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ANATL,

¥ Office Memorandum

SvA
TO : MI‘. C- Dn Firlch DATE: December h, 1958
FROM : G, Escobar ‘Fi

SUBJECT :  Brazil--Report for the Week Ended November 28, 1958

The average agio for U.S. dollars fell to Cr$l71.9 per U.S. dollar in the
week ended November 28, 6.1 per cent below the average of the preceding month,
and the lowest level since the beginning of September. According to press
reports the free rate appreciated slightly to Cr$l35.l per U.S. dollar, com-
pared to Cr§l37.0 per dollar in the preceding weeke.

The sale of foreign exchange at auction was the same as in preceding
weeks,

The issue of currency was unchanged at Cr$ll5.6 billion, Cr$13.6 billion
above the ceiling of Cr$102 billion proposed for December 1958 (see EBS/58/25,
Suppe 3).

The Government's cash deficit, as measured by the Treasury's net position
at the Bank of Brazil and the issue of Treasur{ bills, declined slightly to
Cr$27.6 billion in the week ended November 28,1/ Because of large seasonal
budgetary expenditures at the end of the year, Treasury borrowing at the Bank
of Brazil can be expected to increase further during December, The present
level of borrowing exceeds by Cr$@.& billion, the Govermnment's target to
limit borrowing from all sources to Cr$20 billion in 1958,

y In 1957 Government borrowing understated the cash deficit by about Cr§s
billion, but during January-September 1958 it has overstated the deficit
by about Cr$li.1 billion on the average. The excess of Government borrowing
over the cash deficit is composed of Treasury cash, deposits in the
regional branches of the Bank of Brazil, and checks in transit.
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Brazil-~-Currency Issue and Government Borrowing

(In billions of cruzeiros)

——

Currency Government
Issue Borrowingl/

1957: December 9646 36,0
1958: January 9.0 6.1
February 9Le6 10.9
March 96 .6 13 08
April ’ 99.1 16 9
June 103.L 22,6
July 103.4 23.9
August 10443 23.2
Week endeds:
October 4 110.1 25.4
25 110.4 26,6
November 1 111.6 25,6
8 115.L 25.1
] 115.6 27.4
22 115.6 28.3
29 115.6 27.6

1/ Treasury position with the Bank of Brazil
plus issue of Treasury bills,
2/ Data for September 27.



Brazil=--Exchange Market

(In cruzeiros per U.S, dollar)

“Free

Agio per US$.].'/ Market Rate
(Monthly average) (end of period)
1957: December 6648 90,5
- 1958: Jamuary 96.1  97.5
February 113,0 99.5
March 12106 106.8
April 12,2 120.8
May 134k 122.0
June 13khe3 132.8
July 11,0.8 134.0
August 154.8 159.5
September 193.12/ 15643
Week ended:
October L 178.8 153.83/
25 187.6 k.95,
November 1 183.3 137.03/
= 8 192.6 138,95/
& 1 182,9 137.03/
22 183.0 137.03
29 171.9 135.13/

For Rio de Janeiro and S3c Paulo.

Revised.

New York banks! selling prices for cable transfers on
Friday of each week.

SEQ
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: described in the letter of the forwer Minigter of
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been sketchy, but sufficient date are available

substantially,

Exact end up to date figures are not awailable,



of megaifule of the departures.

8. The currency issue target was CrdllO2 billiom st the end of
the year. Oa November 22 the issue stood at Crfll5.6 billfon.

b. Government borroving from all sources ves not to exceed
Crf20 billiton in 1958, On November 22 the Govermwent dorrowing
&8 showvn by the Tressury position with the Bank of Brasil plus the
issue of Treasury bills smownted to Crdan.3 billiom.

¢. ‘The Bank of Rrazil's credit to the private non~benking
sector was not o exceed Cr§df.h billion. By the end of September,
mmmmmmumnma, resched Crfl10.5

d. Rediscounts to the privete benis were not to sxceed the
level of the corregponding memth of 1957. In September 195C thesa
rediscounts amounted to Cr§l7.% billion compared with Crélh.l billies
in September 1957.

#. Tho agio sccount was not €0 be used for purposes other then
coffee fingneing. In the three-month period Jume-August Cr$3.h billion
was used for other purposes.

£, Fioally, the undertaking todbtain fiscel dalance in 1959
bss been shandoned. The originel budget sulmitted to Congress contained
o Crfli0 billion deficit. It has been varied by additions to expenditwres
and reductions im taxes and 1% is now estimmted to imply e deficit of
at least Cr$35 billion, a substantisl portion of vhich is due to a
30 per cent incresse in wages plaoned for Junuary 1.

6. In Outober, 1958, the Government guimitted a stabilisstion program
wmmmmmmemmm
oonths of 1958 and calamder 1959 differing from the program submitted %0 the
Fund in June. The new program aimed st reducing the rate of infiation
10 paw cent in 1959, as contrasted vith the goal of stability in the Jume

19%6.
Mwmmwnm.emwmmm
Cr$7T billion sbove the level planned for thet time. The budget deficit for
1959, programmed in this plan st Crfl0 billion has been increased, as mentiomed
sbove, te at least Crd35 billion, on recent cstimates.

7+ Under the Lupact of the weak intersal policies snd falling coffee
prices the halance of paymants position of Brazil bas contimued to be
mmmmmammmmmsamm
ACL currencies would amount %o $200 million. In July, this estimste waa in-
creased to $3%0 million and in prsctice may be rumining & little higher. At
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Mr. H. Merle Cochran
Jorge Del Canto

We expect to give you e briefing for Brazil
not later than tomorrow morming. A full and lengthy
reviev is availshle, but I rather not burden you
with it.

I understand Mr. Paranagus secured two
eppointments for the Minister, one at 4 PM Friday
December 5, and another at 4 PM Monday December 8.
Of course, it will de up to Mr. Jacobsson and

JDelCanto:arb



INTERNATIONAL MONETARY FUND

December 1, 1958

O : wr, Jorge Del Canto

FROM: B. Broveda.ni@) w

This is a preliminary draft of a paper on the
Br stabilization plan which was requested

prior to the discussions.

cc: Mr. Costanzo
o Mr. Finch



Brazil: Recent Economic Developments and
The Stabilization Flan

Introduction

This paper reviews economic trends in the Brazilian economy in the
recent period and highlights the program of economic stabilization elabo-
rated by the Brazilian Government in October 1958 and recently sent to
Congress for approval, as a basis for the plamnmed discussions with the
Brazilian authorities. The economic review of this paper is intended
to permit a better understanding of the general aims of the plan, and
of the method of implementation.

The stabilization program places certain limits on the monetary and
credit expansion for 1958 and 1959 and recommends the adoption of certain
policies in the fiscal sector and in the establishment of minimum wages
which are deemed consistent with the general target of the plan, which
is to achieve a gradual slowing down of the rate of inflation in 1959
and full stability in 1960, Although the 1958 limits allow for a greater
monetary expansion than agreed with the Fund at the time of the stand-by
arrangement, the plan implies the acceptance by the Brazilian Government
of the same strategy in the fight against inflation, based on the
establishment of ceilings on monetary expansion and ai the adoption of
policies consistent with these ceilings.

1. Economic growth, inflation and exchange disequilibrium

The Brazilian economy expanded at a sustained rate in the postwar

period, with a growth of real income per head of about 3.5 per cent per



vear on the average. The high level of imporits required by this sustained

rate of growth, could be met through a proncunced improvement in export
prices, the utilization of foreign exchange balances, accumulation of
arrears and resort to foreign loans and investments. The sharp decline
in export receipts during 1957/58, resulting from difficulties relating
to coffee exports, is now causing serious strain. It occurs when ex-
change balances are depleted, and the load of servicing the short-term
foreign debt is acquiring large proportions. Furthermore, the reliance
of Brazil on imports of fuel and raw materials has added to the rigidity
of its external payments position.

Tnhe economic growth of recent years took place in a climate of in-
flation and of credit expansion, with a rate of price rise averaging
about 10 per cent per year during 1946-52, and 20 per cent since then,
Credit and money supply rose at an even higher rate. The free exchange
rate for the dollar, however, fell by only 6 per cent per year during
1953-56, In 1957 and during the current year, the degree of rate
depreciation became extremely sharp, as a result of the difficult
external payments position. In fact, the free exchange rate, expressed
in cruzeiros per dollar, rose by 38 per cent in 1957, and by a further
76 per cent from December 1957 through August 1958. This compares with
a rise in prices in Brazil of 20 and 9 per cent respectively.

The rate of growth and the level of investments tended to be higher
during 1950-52, when imports were expanding, prices for major exports

stable and the rate of inflation less acutee The deficit of the balance



of payments gave rise in that period to the problem of accumulation of
arrears with imports maintained at a level about 13 per cent higher than
the 1950-57 average.

The period 1953-56 was characterized by the ample fluctuations in the
prices of major exports, by lower imports in view of the need to repay
the arrears, and by more pronounced rate of inflation. Imports were 9
per cent below the 1950-57 average, and there was a diminution of the
rate of growth of real income per capita from 5.7 during 1950=52 to 1.9
per cent. During 1953-56 Brazil made progress in the amortization and
refinancing of its foreign debt, and in the reconstitution of its foreign
exchange reserves, However, inflationary pressures were more pronounced
as indicated by the rate of credit expansion which amounted to about 25
per cent per year. The improvement in the external payments position
explains the comparative stability of the exchange rate in the free
market. The favorable balances on current transactions in 1955 and
1956 were applied to the repayments of foreign debts arising fram the
external diseguilibrium during 1950-~5L, and to the reconstitution of
foreign exchange balances of the monetary authorities, which rose by
$200 million.

During 1957, axd to an even greater extent in the current year,
Brazil is being faced with a major payments crisis, owing to the
deterioration of the position of its main exports in the world market.
Annual receipts from exports of coffee, cocoa and cotton declined from
about $1,200 million, on an average, during 1953-56 to $960 million in

1957; during the first half of 1958 these exports were moving ott at
an annual rate of only $758 million.
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This drop in receipts from major eiportS'was in part offset by a
rise of minor exports, primarily of lumber, minerals and sugar, esti-
mated at about $132 million for 1957. Other favorable factors in 1957
and 1958 were the expansion in foreign investments, resulting from the
measures taken by the Brazilian Goverrment in 1955, and the increase in
foreign lending, chiefly in the form of suppliers credits. However,
the payments difficulties appear particularly serious considering the
increasing burden of the foreign debt, the practical exhaustion of
foreign exchange balances, and the rigidity of certain payments of
basic imports of fuel and of food.

At present Brazil is faced with a major exchange crisis, with
internal inflation and a sharp depreciation of the exchange rate, In-
flationary pressures have continued at approximately the same rate as
in the recent paste The rise in real per capita income also continued, and
for 1957 is estimated at about 5.5 per cent compared with Le3 per cent
per year on the average during 1953-56.

The 1957 exchange deficit is estimated at $183 million. Foreign
exchance balances were drawn down and short-term loans obtained to
finance the payments gap which rose to an estimated $170 million in the
first half of 1958. During the second half of 1958, the current payments
position has been improving, but some short-term balance of payments loans
are falling due. The expected 1958 payments gap was recently estimated

at about $370 million.

The chief elements in the Brazilian inflationary situation result
from the need of financing the excess coffee production, the ambitious
plan of basic invcstment target for economic development, the expected
pressure for a substantial increase of the minimum wage level and from

the multiple exchange rate structure.
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There was a large increase in coffee production in Brazil in the
1957-58 and 1958-59 agricultural ycars. Exportable production amounted
to an estimated 20.5 and 27.2 million bags respectively. Exports amounted
to only 13.6 million bags during the 1957-58 agricultural year. They
are expected to be at about the same level in the current fiscal year.
The cost of the coffee program for July 1958 to June 1959 is estimated
at Cr$9,2 billion compared with Cr$2l.L billion in 1957-58. The Govern-
ment has also pledged to buy in July 1959 any shortfall of coffee ex-
ports below the 16 million bags target. The international coffee market
is characterized by conditions of oversupply, and the major producing
countries are engaged in an attempt at price defense.

Furthermore, the Brazilian Government is pursuing certain targets
of economic development, with a schedule of annual investments of about
5 per cent of gross national product. Investments are particularly
heavy in 1958 and 1959 at 7.6 and 6.6 per cent of gross national product
respectively, in the basic sectors of energy, transportation and heavy
industry. The Federal Government is to finance only about L0 per cent
of the total investments required by the plan and only one half of this
is entered in the central budget. The other half is financed by earmarked
taxes. Although the amount of investment required by the plan is well
within the country's ability to save, the program has stimulated invest-
ments in related sectors, and was responsible for the recent acceleration
of inflation.

The price level rose 12.5 per cent in 1957 and continued to increase
sharply during 1958. In September the cost of living in the Federal
District was 422 (1948 = 100), 11,6 per cent higher than at the end of
last year, compared with a rise of 9.8 per cent during the first nine

months of 1958.
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The last adjustment of minimum wages was effected in 1956 when they
were, in real terms, 57 per cent above the 1950 level. As a result of
price rises, real mim.mmn wages fell to a level 10 per cent higher than
in 1950, An adjustment of minimum wages seems now unavoidable. On the
agsumption that this adjustment restores the 1956 position in real terms
it should amount to about 37 per cent. This adjustment of minimum wages
is expected in the light of previous experience, to be diffused through—
out the wage and price systems.

2, The stabilization Jrog;'my

A program of monetary stabilization was recently prepared by the
Brazilian Government and sent to Congress for approval. It proposes the
adoption of limits and targets in credit and budgetary policies, and the
adherence to certain principles in related economic policies. During
the initial period ending in 1959, inflation is to be slowed down to a
maximum rate of about 10 per cent; later there will be full stability
of prices, wages and money supply.

This stabilization effort stems from the conviction of the Brazilian
authorities that monetary stability is essential for an orderly process
of growth and from the admission that the Brazilian plan for developmental
investment target was in the past associated with monetary expansion and
inflation.

It is observed that monetary expansion should not exceed the rate
of real growth. The Govermment's consumption expenditures should be
reduced to increase resources for a well-conceived program of public
investment; profits from the exchange system should be exclusively

devqted to the financing of the coffee program. Wages should be

As of the stabilizati 1
1/ 4 m of & gaper. on plan is attached as an appendix
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initially adjusted in order to restore their purchasing power of 1956,

.but, later, adjustments should be granted only when productivity rises.

Exports and the inflow of foreign capital should be stimulated to achieve
equilibrium in the balance of payments.

The :adoption of this program is not inconsistent with the achieve-
ment of the basic investment targets of the Government. On the contrary,
it is believed that this investment program is more likely to succeed
in a climate of monetary stability.

Multiple targets and limits in the basic sectors of credit, public
finance and wages are the essential features of the plan. The expansion
of currency issue and of money supply is limited to certain maxima in
1958 and to 10 per cent in 1959. This expansion is considered necessary

if wages are to be adjusted without generating unemployment. Limits on

rediscounts and loans of the Bank of Brazil are established at levels supposedly

consistent with the above-mentionsd targets; and the same is done for
the credit expansion of commercial banks. The program putSstrict limits
on budgetary expenditures for 1959 and provides for an increase in tax-
ation,.

The 1959 adjustment of minimum wages should ‘not exceed what is
necessary to restore the purchasing power of minimum wages to the
level of 1956, when the last adjustment was granted, After this initial
adjustment, wages will be increased only to reflect an increase in pro~-
ductivity.

To restore equilibrium in the balance of payments, the plan relies
prima.ribl;r on the stimulation of exports and of forelgn capital inflow,

mainly/the gradual elimination of the multiple exchange rate policies of

Brazil.
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3. Major trends and the plan's targets

a. The external payments gap in 1958. The Brazilian authorities

expected an over-all payments gap in dollar and ACL currencies for 1958
of $330 million, and a "deficit" in a less inclusive definition of $220
million, resulting from estimated export receipts of $988 million, and
from payments for imports services and for the amortization of the
foreign debt of $1,208 million; repayments of balance of payments
loans of short maturity of $110 million should be added to obtain the
over-all payments gap of $330 million.

In Table 1 below the estimate of the "deficit", as defined above,
for the first half of 1958 are compared with the actual data for the
same period, for convertible and ACL currencies,

Table 1, Exchange Transactions in Brazilt!s Official
Market for the First Half of 19581/,
(convertible and ACL dollars)

(In millions of U,S. dollars)

Convertible
Totals Currencies ACL Currencies
Estimated Actual GEstimated Actual Estimated Actual

Export receipts 1160 L2k 307 279 153 15
Import and service
payments -L79 =472 -327 -329 -152 -143
Capital repayments -106 -112 -70 -72 _=36 _=Lo
Totals, net -125 =160 ~90 -122 -35 -38

Source: Data supplied by SUMOC.

1/ Balance of payments loans and repayments are not included.



The payments "deficit" was larger during the first half of 1958
than the Brazilian authorities had estimated last July, by $32 million.
The deficit in convertible currencies was $122 million compared with an
estimated $90 million.

Table 2 below shows the comparable data on all exchange trans-
actions for recent years. Transactions with the bilateral account area
are also included, and the totals for the first half of 1958 are higher
than the amounts shown in Table l. Since, however, transactions with
the bilateral account areas are roughly balanced, the deficit for the

first half of 1958 is only $10 million higher than in Table 1. (Actual

results.)
Table 2, Actual Receipts and Payments (-) in
Brazil's Official Market
(A1l currencies)
(In millions of U.S. dollars)
195817 First hall
1956 1957 (Estimated) 1957 1958
A. Export receipts 1,452 1,366 1,209 61l 565
Be Import payments -1,12, -1,21, -1,21,; =621 -558
Ce Services, net -118 -10 -140 -76 =45
D. Capital repayments?/ -142 -195 -195 -86  -132
Totals, net 468 -183 -222  -169  -170

Source: Data supplied by SUMOC.
1/ IV guarter estimated equal to III quarter.
2/ Balance of payments loans are excluded.

The "deficit" amounted to $183 million in 1957, with the bulk oc-
curring in the first half ($169 million), and to $170 million during
the first half of 1958, During the second half of 1957 the payments
position improved, thanks to an increase in exports and a reduction in

payments.
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The deterioration in 1958 compared with 1957 resulted from a decline
in coffee export receipts of $66 million, largely offset by an increase
iﬁ receipts from minor exports, and by a reduction of $63 million in
imports payments through the auction market ($20 million) and through
the preferential market. Payments for services declined from $76
million in 1957 to $L5 million in 1958, but the disequilibrium mostly
resulted from the large capital repayments effected in the first half
of 1958 for $132 million, compared with $86 million during the first
half of 1957. The burden of the repayments of the short-term debt, and
of suppliers' credits is increasingly felt, even disregarding the shorter
maturities classified as balance of payments loans (IMF, Eximbank, SWAP,
etcs).

For the second half of 1958 the Brazilian authorities estimated a
deficit? of $94 million, of which $71 million is in convertible
currencies and $23 million in ACL currencies (see Table 3 below). If
the actual deficit for the first half is added to the estimated "deficit"
of the second half, the over-all deficit for 1958 can how be placed at
$26l million compared with an original estimate of $220 million.

It is doubtful whether the export target of $528 million for the
second half of 1958, in convertible and ACL currencies, can be attained
in the light of recent trends. Assuming exports to the bilateral
currency area at the same level as in the first half of 1958, this is
equivalent to a total value of exports of $670 million in the second

half of 1958, compared with $565 million during the first half of the

year.
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Table 3. Estimate of Brazil's Exchange Transactions
for the Second Half of 1958}/

(In millions of U.S. dollars)

Actual Convertible Actual ACL Actual
Totals Trends?/ Currency Trends?/ Currency Trends?/
Exports 528 Lk9 360 280 168 169
Imports and services =-L26 -}413 -366 -305 -160 108
Capital, net 96 | 115 =65 3 s ke
Total -9l ~79 -71 -98 -23 #19

Source: Data supplied by SUMOC.

1/ Only convertible and ACL currencies.
2/ On the basis of data for June-September.

During July-September 1958 coffee exports amounted to about 2.7
million bagse. They were flowing out at the same rate as in the first
half of the year, when about 5.3 million bags were exported. However,
the volume of coffee exports tended to increase in September, and the
conclusion of the coffee agreement of Latin American producers may
warrant the expectation that an export quantum of perhaps more than 1
million bags per month may be maintained throughout the end of the
years. Thus, the quantum of coffee exports should, in the second half
of 1958, be somewhat higher than during the first half, an improvement
which is in large part offset by the decline in average prices from
about $62 per bag during the first half of the year, to about $53 per
bag in July and more recent months., Most other exports should increase
seasonally during the second half of the year, thus pointing to a moder-
ate rise in export receipts during the second half of 1958, although

it will still be difficult for the export target of about $670 million



-12 -

to be attaineds If exports should fall short of this amount, the esti-
mated deficit of $26L4 million wouldibe correspondingly exceeded.
Table L below indicates the manner in which the payments "deficits"
were financed in 1957 and during the first half of 1958.
Table 4. Financing of the External Payment Deficit

(In millions of U.S. dollars)

First half

1957 1958

Drawings on IMF 37.3 37.5
Use of foreign exchange 87.0 5L.0
Foreign loans 16.0 69,0
SWAP #9.0 -10.0
Other 33.5 20,0
Total deficit 183.0 170.0

Source: Data supplied by SUNCC.

The IMF provided $37.5 million in 1957 and during the first half of
1958; foreign exchange balances in dollars and other currencies were
utilized to the extent of $87 million in 1957, and $5L million during the
first half of 1958. Brazil drew on the lines of credit opened by com~
mercial banks in New York for $60 million in 1957, and $69 million
during the first half of 1958. SWAP transactions and short~term loans
from Buropean countries were also used.

The over=-all gap in the balance of payments for 1958, estimated at
$330 million, would increase to an estimated $368 million, if the actual
results for the first half of the year, rather than the estimates, are

taken into account.
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In August 1958, Brazil obtained a loan of $100 million from the
Eximbank, repayable with three years of grace and five years of amorti-
zation during 1961-65. The first tranche of $40 million was drawn
immediately to help reconstitute the lines of credit to the United
States, while the remaining $60 million was to be drawn down at the
rate of $15 million monthly, during September-December 1958. Further-
more, the Brazilian Government obtained an additional loan of $58
million from private U.S. banks for a period of about three years.
Part of this money will be applied to restoration of lines of credit
with the U.S. banks,

The estimated over=-all payments gap for 1958 of $368 million is

arrived at as follows:

Table 5. Balance of Payments Gap for 1958

(In millions of U.S. dollars)

First half Second half Total
(Actual) (Estimated) (Partly

Estimated)
Current Items
(a) Current receipts L2k 528 952
(b) Current payments -L72 -L26 -898
(c) Capital -112 % 208
Net -160 -9l =25
Balance of Payment Items
(a) IMF repurchase -22.8 -37.5 =37.5
(b) Eximbank repayments -21.5 -22.8 -15+6
(c) SWAP -1.9 e -21.5
(d) Commercial arrears - 8. -10,2
Over-all payments gap -206.1 -162.7 -368.8

Saurce: Data supplied by SUNMCC.
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The following table indicates the probable sources of financing.
Table 6., Financing of the 1958 Payments Deficit

(In millions of U.S. dollars)

1. Eximbank (loan of August 1958) 100,00
2. Loans of commercial banks (August 1958) 58.00
3. U.S. banks, lines of credit 16,5
i+ Cash balances 5440
5. IiF (including refinancing)l/ 75.0
Total 303.;

Source: Data supplied by SUMOC.

1/ Assuming that the stand-by can be used to refinance re-
purchase.

There would remain a deficit of about $65 million, for which no
financing appears to have been found, which would increase if the ex~
port targets for the second half of the year are not attained., Lines
of credit with New York banks would be available for a total amount of
short-term credit of an estimated §

Measures taken in October 1958 which shifted to the free market
a large number of minor exports are expected to result in a further
decline of export receipts in the official market and in an increase
of the deficit.

At the end of June 1958 the international monetary reserves avail-
able to the Brazilian monetary authorities consisted of $325 million in
gold, about $200 million of which is pledged as a collateral for a loan,
of $115 million of bilateral balances and ACL currencies, and of $5

million in dollars.
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Table 7 below indicates the extent of the decline in gross monetary
reserves in recent years,
Table 7. Gross International Reservesl/

(In millions of U.S. dollars)

e o

1957 1958
1953 1954 1955 1956 I 11 II1 IV T 11l

Gross International

Reserves 603 479 L8L 611 573 LLB Lh2 L7k 363 LLS
Gold holdings 321 32T 323 323 32L 3L 32h 3L 32 35

Foreign Exchange

Assets 282 158 161 288 249 12, 118 150 39 120
U.5. dollars?/ == ¥ T3 T0I 98 &L "9 B 6 5
Other -- 120 131 187 51 100 109 125 33 115

Source: Data supplied by SUMOC.

1/ End of period data.
2/ Includes a small amount of Swiss francs.

b. The stabilization program does not recommend specific measures
to avert the dangerous disequilibrium in the balance of payments. The
depreciation of preferential import rates of October 1958 was not of
such an extent that it was necessary to reduce import demand in this
sectore.

On the one hand there has been nobasic improvement in the external
position of Brazil to warrant the expectation that the size of the
deficit will be reduced in 1959. On the other hand, the ability of
Brazil to finance a deficit of a large magnitude is less, since exchange
reserves and foreign lines of credit are almost exhausted.

The stabilization program observes that exports should be stimulated
with an appropriate exchange rate policy and that the policy of subsi-

dizing imports through preferential rates should be gradually abandoned.
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The gradual elimination of exchange subsidies is to be ac-
complished in such a way as to eliminate the artificial stimulus which
is given to certain imported goods, and discourage foreign loans for
investments, the productivity of which is reasonable only because of
the low prices of imported equipment, Subsidies which are considered
necessary are to be financed with budget revenues, rather than through
special taxes on the export sector.

In addition, the stabilization plan states that new authorizations
of suppliers' credits will be limited to the amount of repayments and
cancellation of the principal. In view of the large volume of obli-
gations already assumed for the next three years, it is urged that any
new suppliers! credits should mature after at least three years,

With regard to foreign loans, it is recommended in the stabilization
plan that any projects for economic development which need a large
amount of capital for an extended period of time should be subordinated
to the availability of long-term foreign loans and may not be financed

through short-term foreign loans.
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L. Deterioration in the current fiscal position

a, The most pressing problem confronting the Government is to
arrest deficit financing, one of the main causes of the inflation.

Tax revenues appear to be inadequate to finance the large public in-
vestment program and the growing level of public expenditures.

Budget receipts for 1958 were estimated in January at cr$l30
billion, but were subsequently revised to Cr$1l7.4 billion on the
basis of data availzble up to April. In the stand-by letter of May
(EBS/58/25, Supp. 3) total revenues were estimated at Cr$ll5 billion./

Cash expenditures for 1958 were estimated at Cr$l50.2 billion in
the January budget, but were subsequently revised downward to Cr$l35
billion in May.2/

Expenditure data are available only until May. Budgetary ex-
penditures were Cr$L2.8 billion, and extrabudgetary expenditures were
Cr$li.5 billion in the first five months of 1958. Budgetary expenditures
show a strong seasonal change, with a peak in December,

The cash deficit was to be limited to Cr$20 billion in 1958, ac-
cording to the stand-by letter. The deficit rose to a peak of Cr$20.3
billion in July, but has declined slightly to Cr§l9.9 billion in

September.

l/ Revenues exhibit strong seasonal fluctuations, with peaks in October
or November of each year. On the average in the last three years
slightly more than one fourth of the ammual tax revenues have been
collected in the first five months of the year. On this basis
budgetary receipts in the first five months of this year were at an
annual rate of Cr$1l22,6 billion, Cr$7.6 billion less than the esti=-
mate of Cr$l30 billion, but considerably more than is indicated in
the stand-by letter,

2/ Estimate in stand-by letter, EBS/58/25, Supp. 3.
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The deficit up to September has been financed by borrowing Cr$8.l
billion from the Bank of Brazil and issuing Cr$ll.9 billion in Treasury
notes. Because of seasonal factors, the deficit can be expected to in-
crease further during the remainder of the year. (In 1957 deficit
financing by the Bank of Brazil amounted to about Cr$23 billion in the
last quarter of the year.) Thus, it appears difficult to limit the
deficit for 1958 to Cr%20 billion.

b. The Brazilian stabilization plan relies heavily on a budgetary
economy drive and on an effort to increase taxation for the limitation
of monetary expansion during the last quarter of 1958 and during 1959.

The ceiling on net indebtedness of the Federal Government to the
Bank of Brazil for December 1958 is Cr$lll.1 billion, compared with an
amount of Cr$ll3.7 outstanding at the end of September., If this
ceiling is complied with the total budgetary deficit for 1958 should
not be much in excess of the Cr$20 billion maximum mentioned above,

The plan does not envisage any special measure to confine the
expansion of loans to the Treasury during the last quarter of 1958 to
the prescribed narrow limits of less than Cr$500 million. In the light
of the experience of previous years this is particularly difficult to
achieve during the month of December when Treasury cash expenditures
normally reach a peak.

The stabilization plan includes certain budgetary targets for

1959, which are as follows:
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1. Total budgeted expenditures Cr$135 billion
2. Extrabudgetary expenditures (arrears,

special funds, other expenditures,

and disbursements to states and

municipalities) 15 billion
3. Expenditures relating to salary

adjustment of public employees and

reclassification of jobs 8 billion

Total Ccr$158 billion
The stabilization program estimates that cash receipts for 1959

will be Cr$1L8 billion, as follows:

l. Based on the present tax structure Cr$135 billion
2. Expected yield for increased income
tax receipts 5 billion
3. Expected yield from excise and
stamp tax receipts 7.5 billion
Total Cr$148 billion

The deficit for 1959 is expected to be Cr$10 billion, to be financed
by borrowing from the Bank of Brazil Cr$l billion and by issuing Treasury
bills amounting to Cr$6 billion. The ceiling on Treasury borrowing from
the Central Bank and from commercial banks in 1959 is established in a
manner consistent with a deficit of this size with its normal seasonal
pattern.

The plan also lays down certain fundamental principles to be
adopted in the policies of the Federal Government and of its agencies.

The most important considerations are:s (i) extrabudgetary ex-
penditures should be financed from additional resources; (ii) exchange
profits should be applied exclusively to the financing of export premiums,
coffee inventories and of other projects specified by the law;

(iii) the share of public expenditures applied to capital investments
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should be increased; (iv) civil service Jjobs should be reclassified
and salaries adjusted by the rise in living costs; (v) the deficit
of state enterprises should be reduced by the adoption of proper
pricing policies; and (vi) the structure of stamp, income and excise
taxation should be reformed with a view to increasing their yield and
to improving the distribution of the tax burden. Official entities
which are running a deficit and sell their services to the public are
expected to increase the prices of their services during 1959 in order
to reduce their operating daficit. Official entities which do not
sell their services to the public are expected to reduce costs so as
to reduce their deficit. It is also recommended that if an official
entity raises the salaries of its employees, it shall also increase
the prices of its services in such a way as to cover the increased
expenditures,

5. The monetary expansion

a., During 1958 the rate of expansion of currency issue (notes in
circulation with the public and banks) continued high; the total guantum
of money supply grew at an even higher rate. In each quarter of 1958,
the rate of expansion of monetary issue was more than in the comparable
1957 quarter. In the second quarter of 1958 currency issue grew by
6.6 per cent, compared with L per cent last year, and it appears from
preliminary data that the expansion in the third guarter reached 5.3

per cent, compared with 5., per cent last year.
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Table 8. Rate of Increase of Currency Issue
and of Money Supply

(In percentages)

Issue Money sup%%%
1957 1958

9 9
First quarter -0.6 0.1  #2.9 Lol
Second auarter L0 6.6 5.3 643
Third quar‘ber 502 5.3 7.9 -
Fourth quarter 97 - 1.5 --
Full year 19.6 33.9

Source: Data supplied by SUMOC.

The growth of money supply was generally ai a higher rate than that
of issue and the ratio of deposits to money supply increased. During
the first quarter of 1958 for instance, currency issue rose by only 0.1
per cent, and money supply by more than L,!0 per cent; the fact that
commercial banks often hold large excess reserves which are used during
certain periods of the year, explains this difference in trends.

The main factors for the increase of currency issue were (1) Central
Bank's lending to the Treasury, (2) financing of excess coffee production,
and (3) lending of the Bank of Brazil to the private sector, as shown

in Table 9 below,
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Table 9. Analysis of the Balance Sheet of
Monetary Authorities .

(Changes expressed as percentages of total
currency issue of previous quarter)

1957 1958

Al 1T 111 v I ik alef

1. Loans to Treasury (net) 6.7 6.6 6e5 26,0 -1,6 6.6 3.8
2. Coffee financing 0.1 1.2 L.8 Te3  Te3 Lol 643
3. Lending to private sector 1.1 63 942 345 2.2 747 8.9
Totals Te9 14,1 20,5 3648 7.9 18.4 19.0
Lo Foreign sector -05,3 =11,5 =5,1 =0.5 =10.1 =6.,6 -10,9
5. 411 others 003 372 -0.1 ")J-o3 ‘308 -3.b Nelo
Total, nonbanks £2.9  #£3.8 £15.,3 £32.0 -6.0 8.4 n.a.

6. Banks ‘2014 2.0 "3.6 =177 )‘705 007 1S
Total 0.5 5.8 AL LT 1.3 1.5 9.1 6.2
Currency issue "006 h.O 5.2 9.7 Oel 6.6 ?.9
Monetary deposits 1.1 1.8 6.5 et 1Lt 2.5 24,6

Source: Data supplied by SUMOC.

(1) During each of the first three quarters of 1957, deficit
financing was responsible for an expansion of issue of 6 per cent; this
factor of expansion rose to 26 per cent in the fourth quarter., During
the first quarter of 1958 the Treasury could reduce its debt with the
Bank of Brazil because of the flotation of Treasury bills to commercial
banks, In the second quarter the inflationary impact was about the same
as during the second quarter last year. The inflationary impact for the

third quarter amounted to 3.8 per cent of issue.
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(2) In 1957 coffee financing became one of the major expansionary
factors. The increase of the coffee crop and the reduced exports resulted
in the accumulation of unsold inventories which required some form of
financing.

The 1957-58 coffee crop amounted to 21 million bags, witn a total
value in cruzeiros estimated at Cr3L8.6 billion. The current crop is
now estimated at 26.8 million bags, with a total value of Cr$51 billion.
The purchase prices for the excess production (LO per cent) are now
lower than for the previous crop. Also, the decline in foreign prices
was offset by a devaluation of the exchange rate. The total value to
the producers of the current crop is about 5 per cent higher than for
1957-58. Considering the increase in domestic prices (about 20 per
cent) this will imply a slight reduction in real income from coffee.
These estimates assume exports equivalent to 16 million bags. If they
fall short of this, the Brazilian Government is to purchase the short-
fall at the end of the crop year in July 1959, at prevailing export
prices,

Table 9 shows the increase of this inflationary factor towards

inflationary effect
the end of 1957, and during the first quarter of 1958, when its / was
equivalent to 7.2 per cent of currency issue. Most of the purchases of
the 1958-59 surplus will be effected during the latter part of 1958, and
no decline in the inflationary impact of this factor can reasonably be
expected, The total net cost of surplus purchases in 1958 are estimated
at Cr$9.2 billion; Cr#L.2 billion are to be spent on the purchase of
what is left of the 1957-58 crop. The cost of the program amounted to

Cr$6.3 billion during the third quarter of 1958.
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(3) Lending by the Bank of Brazil to the private sector is, normally,
another important factor of expansion. Seasonally, it reaches a peak
during the third quarter of each year. In the second quarter of 1958
the growth of this lending, expressed as a percentage of monetary issue,
amounted to 7.7 per cent, compared with 6.3 per cent in the second
quarter last year, In the third quarter it amounted to 8.9 per cent of
issue. Seasonality is most pronounced in lending for trade purposes,
and is linked with the need for financing the coffee export trade,
particularly for the period between harvesting and exports.

(k) The effective contractionary factor was the external payments
deficit, and the exchange profits. The spread between average selling
and buying rates is substantial and generally increases with inflation
because the exchange rate in the auction market falls rapidly. The
major determining factors are the exchange rate structure, the level of
the auction rates, and the size of the deficit. As a percentage of
the currency issue, the deflationary impact amounted in the second
quarter of 1957 and in the first quarter of 1958 to 11.5 and 10 per
cent respectively, The impact was less in the second quarter of 1958
due to the increase in exports, and the reduction in the deficit; it
amounted to 10,9 per cent in the third quarter.

Lending by the Bank of Brazil to the private sector increased from
Cr$91.8 billion in December 1957 to Cr$101.5 billion in July 1958 and
to Cr$110,5 billion in September 1958, Rediscounts to banks (see Table
11) were at Cr$l3.6 billion in June 1958, compared with Cr$l2.7 billion

in June 1957 and rose to Cr$l7.5 billion by September 1958.
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Commercial bank deposits normally reach a peak by the end of the
year, when commercial baﬁks accumulate excess reserves., The Brazilian
authorities had intended, at the time of the stand-by, to reduce avail-
able banks reserves by increasing the legal reserve ratios. However,
this measure, which requires Congressional approval, has not yet been
taken. The existence of excess reserves of commercial banks reduces
the degree of control of the monetary authorities on the monetary situ-
ation. Total bank deposits increased from Cr$2l.2 billion in the first
quarter of 1957, to Cr$38.8 billion in the last quarter; in July 1958
they amounted to Cr$33.1 billion.

(5) The following table shows the consolidated balance sheets of the
commercial banks. The major increases occurred in loans to the private
sector which rose from Cr$162.7 billion to Cr$18L.L billion in June 1958
and to Cr$192,6 billion by the end of September 1958. Loans to the
private sector increased 11,5 per cent in the first three quarters of
1958, compared to an increase of 18.l per cent in the first three
quarters of last year. Net claims on the Treasury rose sharply in the
first semester of 1958, and demand deposits of commercial banks rose
from Cr$l75.4 billion at the end of last year to Cr$200.6 billion in
June 1958. By the end of September 1958 demand deposits had increased

to Cr$210,1 billion, 20 per cent above the end of 1957.
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Table 10, Analysis of the Balance Sheet of the Commercial Banksl/

(In billions of cruzeiros)

1957 1958
) II i 1V

105 —002 lo.l 10.6 n.a.

Loans to Treasurg (net) 2l
/ 1.7 2.0 2.5 2.6 3.6 n.a.

3ol

2

Other Governmenﬁb
Private sector3

130.5 141.0 14B8.7 159.5 16L.5

Unclassified (net) -5 =64 -8.2 -8,0 -8.3 -7.4h n.a.
Total 112.6 120.7 125.,8 1353 15h.1 166.9 n.a.
Reserves (net) 19.1 19,2 23.0 40,1 33.5  33.8 31.3%/

Demand deposits -131e6  =139.9 -148.8 =175.4 =-187.6 =200.6-210.1

Source: SUMOC, Boletim,.

l/ End of quarter data. Minus sign indicates net liabilities; plus
sign, net assets,

2/ States and municipalities and official entities.

3/ Loans less time deposits.

E/ Provisional.

(B) The stabilization program for 1959 adopts a target for the
expansion in money supply of 10 per cent over the level of December 1958,
which is considered consistent with the contemplated increases in wages.
The assumption is made that the ratio of currency issue to money supply
will remain unchanged and currency issue is subject to an equivalent
ceiling of 10 per cent. On the basis of these ceilings and of certain
normal . relationships such as the cash preference ratio and the banks!
cash ratios, an estimate is made of the expansion of loans of the Central
Bank and the commercial banks which is consistent with this target (see
Table 11). An estimate of the behavior of independent variables is
also provided (including the profit on exchange transactions, net of

the amounts required for the coffee financing program) and the limits

are thus set for the Central Bank's credit to commercial banks.
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Table 11l. Major Monctary Targets of
the Stabilization Plan

(In billions of cruzeiros)

¥ Change
Dec. 1958 Dec. 1959 in 1959
Currency issue 107.4 117.9 10,0
Rediscounts to Bank of Brazil ST 614l 20,0
Rediscounts to commercial banks 8.8 11.6 26.7
Loan of Bank of Brazil to the
private sector 1177 136.3 15.8
Loan of Bank of Brazil to the
Treasury k.1 118,12 3.5
Loan of commercial banks to
the private sector 193,2 214.9 11.2
Deposit with commercial banks 238.8 261.8 9.6

Source: Stabilization Plan.
made

Various recommendations of a general character are/including -
the adoption of flexible policies with respect to the rediscount rate,
the payment by commercial banks of debts in arrear, and the expansion
of the market for Treasury bills. An urgent appeal has been made to
Congress to authorize an increase of legal reserve ratios of banks,
The ceiling on commercial banks lending is of a stand-by character.
It is provided that new measures will be adopted if these ceilings
should be exceeded.

Considering the normal seasonal fluctuations in the series subject
to a ceiling, allowance is made in establishing the monthly ceilings

for seasonal factors.



Table 12. Consolidated Balance Sheet for Banks and the Monetary Authorities
Projected Changes for September-December 1958 and for 1959

T

(In billions of cruzeiros)
£.-Dec 1959 —Sept,-Dec, 1958 1359
Monetary Commercial Monetary Commercial Monetary Commercial Monetary Commercial
Authorities  Banks Authorities _ Banks Authorities _ Banks Authorities _ Banlks
Total Loans 20.6 8.8 g%,é g%._z Agios and bonuses 9.2 o e e
Treasury 4.3 - .0 .0 Demand deposits 1.4 7.9 3.7 20.7
Publiec 16.3 8.8 18.6 15.7 Time deposits 0.3 1.1 0.8 2.9
Discounts of Monetary Other obligations 1.0 0.3 2.0 0.5
Authorities to com- Capital accounts 3.5 3.3 5.0 5.0
mercial banks 1.7 — 2.9 e Currency in circulation 4,0 - 10.5 e
Other assets 1.5 3.5 2.0 545 Currency in handes of
Reserves of commercial public 3.4 - 9.0 -
banks amco 1.8 i s l"oe Cash in vault 006 —_— 1.5
Cash in vallt - 0.6 - 1.4 Deposits of commercial
Deposits with the banks with monetary
monetary authorities - 1.3 e 34 authorities 1.3 — 3.4 -
Exchange accounts =3.0 = -2.0 oo Loans of monetary authori-
ties to comrercial banks _—— 1.7 - 2:9
Total Assets 20.7 14,1 25.5 32.0 Total Liabilities 20.7 14.1 2545 32.0

Source: The Stabilization Plan. ;



Office Memorandum

Mr, C. D, Finch DATE: December 1, 1958
G, Escobar &2,
SUBJECT : Brazil——FR: for the Week Novemb 8

The average agio for U.S, dollars has fluctuated within a range of about
8 per cent during October and most of November, In the week ended November
22 the average aglo,at Cr$183.0 per dollar, was practically unchanged from
the preceding week, According to press accounts, the free rate remained at
Cr$l137.0 per dollar, the same as the week before,

The sale of foreign exchange in the Rio de Janeiro and Sao Paulo auction
markets was US$l.7 million and ACL$1.3 million during the week ended November
22, These amounts have been the same as in the rpreceding eleven weeks,

The currency issue was unchanged at Cr$115,6 billion, The level on
November 22 was Cr§l3.6 billion above the ceiling of Cr$l02 billion proposed
for December 1958 (see EBS/58/25, Supp.3).

The Government's cash deficit, as measured by the Treasury's net position
at the Bank of Brazil and the issue of Treasury bills, rose to Cr$28,3 billion
in the week ended November 22.1/ Because of seasonal factors, Treasury bor-
rowing at the Bank of Brazil can be expected to increase further in the re-
mainder of the month of November, and during December. The present level
of borrowing exceeds by Cr$8,3 billion the Governmment's target to limit
borrowing from all sources to Cr$20 billion in 1958,

1/ In 1957 Govermment borrowing understated the cashdeficit by about Cr$5
billion, but during Jamary-September 1958 it has overstated the deficit
by about Cr$4.l billion on the average. The excess of Govermment
borrowing over the cash deficit is composed of Treasury cash, deposits
in the regional branches of the Bank of Brazil, and checks in transit,



Brazil--Currency Issue and Government Borrowing

(In_billions of cruzeiros)

Currency Government
—End of Period Isguo Borrowing 1/
1957: December 96.6 36.0
1958: January 94,0 6.1
February 9446 10,9
March 96.6 13.8
April 99.1 16.9
June 103.4 22,6
July 103.4 23.9
August 104.3 23,2
September 108,9 2/ 22.7
Week ended:
October 4 110,1 2544
25 110.4 26,6
November 1 116 25,6
8 115.4 25,1
14 115.6 27.4
22 115.6 28.3

1/ Treasury position with the Bank of Brazil plus issue of
Treasury bllls.
2/ Data for September 27.



Brazil——Fxchenge Market

(In.cruzeiros per U,S. dollar)
~ Free
Agio per US$ 1/ Market Rate
1957: December 66.8 90,5
1958: January 9.1 97.5
February 113.0 99.5
March 121.6 106,.8
April 142.2 120.8
May 134.4 122,0
"June 134.3 132.8
August 154.8 159.5
September 193.1 2/ 156,3
Week ended:
October 4 178.8 153,8 3/
25 187.6 4.9 3/
November 1 183,.3 137.0 3/
g 192.6 138.9 3/
VA 182,9 137.0 3/
22 183.0 137.0 3/
1/ For Rio de Janeiro and Saoc Paulo.
2/ Revised.
3/ New York banks' selling prices for cable transfers on

Friday of each week.



Soporintindincria e Moecle o ol Creidits

Rio de Janeiro, 27 de novembro de 1958,
»0f{cio -
DE-DIVIN=-112/58

Prezado Sr., Per Jacobsson,

Com referéncia aos dados estatfsticos que esta
Superintendancia deve fornecer periadicamente a essa Entidade ,
desejamos levar ao conhecimento de V. Sa. que, pelos motivos a-
presentados a seguir, infelizmente nao nos e poss{vel remeter gl
guns deles com a periodicidade solicitada,

Especialmente em relagao aos dados mensals re-
ferentes ao movimento bancério, diSpse a lel brasileira que os
estabelecimentos bancarios tém prazo de 30 dias para publicar
seus balancetes mensals, Isto se justifica devido a amplidao do
territorio brasileiro, conjugada com as dificuldades de comuni-
cagao existentes, que torna imposs{vel ao préprio Banco do Bra-
sll preparar seus balancetes mensals em menor prazo, Apés a
publicagdo, faz a Superintendéncia da Moeda e do Credito as ne-
cessarias apurag3es, elaborando-se em seguida os guadros refer}
dos. Explica-se assim a demora de més e melo aproximadamente
com que fazemos a remessa désses informes,

Ao

Ilmo. Sr.

Per Jacobsson '

Diretor Gerente do Fundo Monetario Internacional
Washington 25 = D. C.

Estados Unidos da America do Norte

/ASC.



Lporintindincia do Moec o o Credile 2.

No que tange aos dados referentes ao registro
de financiamentos, devera éste drgﬁo dentre em breve estar ha-
bilitado a enviar os dados solicitados, visto que estawms im-
plantando o sistema de apuragio mecanica a éste setor de con =
tas. Juntamos, outrossim, cépia do levantamento da posigao em
30.6,58 feito para atender solicitag@o do Banco Internacional,
cuaos dados embora nao estejam dispostos da forma que melhor
convem ao Fundo Mbnetario, poderao ser Uteis aos estudos prell
minares,

Ainda a ésse respeito, esclarecemos que é nog
sa intencao atualizar, ainda no correr do préﬁimo meés de dezepm
bro, os referidos dados, a base do conceito de M"suppliers! crg
dits™, que vem de ser proﬁosto por nés e aceito pelo Fundo, sg
gundo comunicagao feita ao Diretor Executivo, Dr. Octavio Para-

nagué, em 17 do corrente.

Entramos novamente em entendimentos com a Car-
teira de Cambio do Banco do Brasil sdbre "os haveres em moeda
estrangeira™. Sentimos, porém, ter de confirmar o informe ante
rior quantb a imnossibilidade material de fornecer os referidos
elementos semanalmente, Poder{amos, entretanto, fazé-1lo em ba-
se mensal. Isto porque s6 mensalmente recebe o Banco do Brasil
os extratos de conta dos banqueiros, necessérios a esse levantg
mento, A proposito, consultamos V.Sa. se as informagbes abaixo,
que mensalmente enviamos ao EXIMBANK nao atenderiam ao desejado
pelo Fundo Monetirio Internacional:

1) Disponipilidades em moedas cgnversfveis Tohe A
Zg Obrigggoes em mgedas conversivels  Tall B
3 Posiqao (tzlegrafica) de camplo do Banco do Brasil T4 T
;) Haveres (1iquidos) e obrigagOes em moedas estrangeiras T./(LD
5) Ouro e disponibilidades em divisas . 1,44 &
Confirmamos outrossim nossa carta DE~DIVIN=-,,.
209/58, de 18.11,58, com a qual remetemos os elementos estat{s-
ticos relativos ao movimento bancario do més de setembro e ane-
Xamos nova colegEo dos respectivos quadros para atender a qual-
quer poss{vel extravio. Em melados de dezembro p.f%f, faremos

remessa dos dados de outubro.



AL

Lgparintondinein oo Mbeoltn < .ol Crtits 3.

Aproveitamos o ensejo para reiterar a V.Sa. os
nossos protestos de elevada estima e distinta consideragao.

se Garrido Torres,
Diretor Executivo



SECRET

INCOMING MESSAGE SECRET

INTERNATIONAL MONETARY FUND
WASHINGTON, 25,D.C.

INTERNATIONAL MONETARY FUND \/u" - ‘?,L ,..,.A

TO: g

ek FEDERAL RESERVE BANK OF NEW YORK, NEW YORX 31289
4:25PM November 24, 1958

FILING TIME;

oy WESTERN UNIQN
215

‘ Number ;

Received tn Code Room ;

HAVE EARMARKED FOR YOUR ACCOUNT 8,243.309 TROY OUNCES OF FINE GOLD

BY ORDER OF BANCO DO BRASIL, B8.A.

FEDERAL RESERVE BANK OF NEW YORK

Origs TRE
ces Dep. Mg, Dir,
ir, Paranagua

WHD

SEC

Test number checks:

Approved.:

5:30 PM November 2k, 1958




Mr. 3. Brovedani . * November 21, 1958
3. Escobar
~=Report W k, 1958

The average agio for U.8. dollars has continued to fluctuete within a range
of about 8 per cen October and the first part of Novemher. In the week
ended November 14 the declined to Cr$ 182.9, 5 per cent below the average
for the preceding week 11.5 per cent below the peek of Cré 206.6 per dollar
attained in first veek of September immediately after the 20 per ceat reduction
in exchange sales vhich went into effect at that time. According to press ac-
counts, the free rate declined slightly to Cr$ 137.0 per dollar last week.

The sale of foreign exchange in the Rio de Janeiro snd Sso Peuls suction
markets vere US) 1.7 million and ACL$ 1.3 million during the week ended November 1b.
These amounts have been the same as in the preceding ten weeks.

The currency issue increased -ealy-slightly to Cr$ 115.6 billion, only Cr$ 0.2
billion sbove the level of the preceding week. The level on November 14 was
Cr$ 13.6 billion above the celling of Cr§ 102 billion proposed for December 1958
(see EBS/58/25, Bap. 3).

The Government's cash deficit as measured by the Tressury's net position at
the Bank of Brasil and the issue of Treasury bills, rose to Cr$ 27.% billion in
the week ended November 8.1/ Because of seasonal factors Treasury borrewing at
the Bank of Brazil can be expected to increase further in the remsinder of the
month of November, and during December. The present level of borrowing exceeds
by 7.4 billion the Government's target to limit borrowing from all sources
to Cr§ 20 billion in 1958.

1/ In 1957 Government borrowing understated the cash deficit by about Cr$ § bil-
lion, but during Jamuary-August 1958 it has overstated the deficit by about
cré ‘.2 billion on the average.



Braszil--Currency Issue and Government Borrowing
(I billions of cruzeiros)

’ . Y
1957: December 96.6 %.0
1958: Jamuary oh.0 6.1
February k.6 10,9
March 96.6 15.8
April 99.1 16.9
oy 101.6 19.6
June IG}.B 22.6
July 103.k 23.9
August 10k, 3 £3.2
September 108,52/ 20.7

Week ended:

October b 110.1 25.h
25 110.4 26.6
Novenmber 1 11.6 25.6
8 115.4 25.1
b1 Y 115.6 2T.h

1/ Treasury position with the Bank of Brazil
Plus issue of Treasury bills.

2/ Data for September 27.



Brazil-~Exchange Market
(E cruseiros per Ue 8o MM)

Agio per ushl/ Narket Rate
(Monthly average) (end of period)
1957: December 66.8 90.5
1958: Jumary 6.1 975
February 113.0 99.9
March mts 1&.3
April 1h2.2 120.8
My 154 122.0
June 1"03 m-a
July 140.8 15,0
August 155.:y 159.5
Septesber 193. 156.3%
Week ended:
October & 178.8 13.&
25 187.6 18%,
November 1 183.3 1%7.
8 192.6 138
1h 182.9 137.

Yor Rio de Janeiro and Sac Peule.

Revised.

Hew York banks' selling prices for cable transfers on
Priday of each week.



Confidential

¥r. H. Merls Cochran, Deputy Managing Director November 19, 1958
J. Del Canto, WHD
Visit of Dr. José Oarrido Torres, Executive Director for SUNOC te

o Intersstions) Nomstery Pead

Attending:

Dr. 0. Paranagué, Executive Director, . Cochran, Deputy Managing Director
International Monstary Fund Mr. Gold, Legal

Dr. J. Garrido Torres, Executive ¥r. Del Canto, WHD

Direector, SUMOC

Dr. José Garrido Torres was in the Unmited States as guest of the National
Foreign Trade Council to attend the lSth Annual Meeting of the Natiomal Trade
Convention and he also apoke on NHovember 17 at the luncheon of the Americas.
Dr. J. Garrido Torres had becoms on July 7 Executive Directar for SUMOC and
was reported to be an influential figure in the new team of Bragilian financial
policy makers, headed by the Minister of Finance, Lucas lLopes. Ir. J. Garrido
Torres made his official contact with Fund authorities in New Delhi, at the
Anmal Neeting; together with his colleagues of Delegation and Dr. Paranagud he
visited ¥Mr. Cochranm and held about half-an-hour's discussion on Brasilian
problems. It was expected then, in the Delhi discuseions, that the Inter-
national Monetary Fund would send a team to Rio im late November in order to
review progress under the stand-by and reach agreement on financial policies
for 1959, so as to ensble Brasil to balance the remainder of the stand-by,
$20.5 million, after Brazil had repurchased the same amount in December 1958.

Subsequently to Delhi--and in view of the fact that knowledge has come to
us that Minister Lopes hopes to visit the United States in early December (ke
is scheduled to speak at New York University)--a communication was sent to Rio
suggesting that the Minister might wish to visit us at headquarters s&nd under-
take this review here in Washington rather tham in Rio. This would not pre-
clude & visit of an INF mission to Rioc at a subsequent date,

Er. Garrido has replied that it was unlikely that the Minister would come
to Washington if he came to the United States at a2ll. There was considerabls
political pressure in Rio and it was dubious that the Minister would live up
to his camaitment in New York. He asked, through Dr. Paranagud, for am appoint-
ment to see Mr. Cochran at 3.30 p.m., November 18,

At this meeting, after an exchange of courtesies, Mr. Garrido raised the
question of whether the Fund was prepared to send a mission to Brazil in late
November. Mr. Cochran made & revisw, sumarizing developments along the lines
indicated above, and pointed out that, from the IiF's point of view, it was
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itr. J. Del Canto November 12, 1958
3. Srovedani

Brazile-Flow of Information in Agcordsnce with Stand-by

Arzenzenent :

In a letter of June 6 of the Deputy lmnaging Director to the linister of
Finance of Braszil, informetion was requested on developments in the exehange,
credit and fiscal fields, This information is needed in the preparetion of
follow-up reports to the Executive Board on the implewentation of Brazil'se
undertakings im accordance with the stand-by srrangement,

8ix information itexs listed in the letter of Jume © were to be remitted
by weekly ecables; eight items were to be remitted by airmeil early each month,
a8 soon as the dats were available. The matter of the regular flow of infor-
mation was taken up with the razilian representatives who negotisted the July
modifications of the stand-by arrangement. Om that occasion it was explained
that the monthly information should be remitted as scon as svailable, without
waiting for the full monthly material to be ready.

After an exchange of correspondence early in August betwesn the Deputy
ienaging Director and the Executive Director ef SUNOC, the staff started to
receive the informatiom. The weekly cables started h arrive early in
September, and the last oable was received on Hovember 13, containing data
for the week snding November 8,

The monthly information was remitted twice, in midelusust and mid-Septenber,
Ia both cases the full material was sent hllil'll paciage, The data con-
tained in the Septesmber information refer to the end of iugust, 4&fter this
renittance no other has been efdsted, Thin appears %o indicate that there

has besn an interruption in the regulsr flow in October, IFurthermeore, deta

on Iten 6 of the eable inforuation, and on Item 7 of the monthly informtin,
were never remaitted,

BBrovedani:bjw



w.l.mum,mMnm November 18, 1958
J. Del Camto, WHD
Visit of Mr. José Gurrido Torves

I sav Mr. Garrido Torres briefly at the lumcheon of the Americas
in Nev York, and he confirmed that he would be coming to see you at %5:30
this afternoon. I did not discuss business with him since we shall allow
hin to take the initiastive here vhen he talks to you.

In the afternoon session dealing with internatiomal finance, after
speakers, there was apparent discussion among six private Nev

» and the gquestion of increase of Fund quotas came uwp.

+ Chittenden, Vice President of J. P. Morgan & Company,

the increase in Fund quotas, under reviev, should be welcome
commmity since it will strengthen not caly the dollar resources
influsnce of the Fund persusding countriss to follov better

I

FTEREE
d
e

it
:

X am not attempting to report on the conference becsuse I understand
dams vill you a complete report vhen the three sessions are

:

Mr.
over.,

:



wr. J. Del Cento Novenber 18, 1958
B. Brovedant
Flow of information from Braszil

A letter of June 6, 1958 by the Managing Director to the Minister of Pinence
contains a list of information needed for the follow-up of the Brazilian economic
developments as provided by the stand-by arrengement. Information on six items
wvas to be sent by a weekly cable, informmtion on eight items by monthly air letters.

The flow of information by ceble started early in September; the last cable
vas received on Novemder 13%. These cables refer to items 1 to 5 of the list; no
information was submitted on item 6.

Monthly information was received only twice, in mid-August and in mid-September,
with the most recent deta referring to Amgust. There was an interruption im the flow
of monthly information after September. PMurthermore, the Bragilian authorities wait
for the full mterial to be resdy before effecting the remittance, while it would be
preferable if each information item were sent as soon as availadle. Data on item é
of the cabls informstion and on item 7 of the monthly informstion were never submitted.

Att: Copy of letter of June 65, 1958.
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Or. U. Paranagus, Lxecutive Jirecter November 17, 1958
TP i
Liers' Oredit in Sresil

This is in reference to your memorandum of November 7, 195" in
wbidoa you submdt & eclarificaticn of the concept of “"suppliers! credit" for
the purposes of the uadertaking wiia respect to such credit under the letter

Imuiahmmtummﬂu 2y Sup=
pliers? eredit includes the type of eredit referred Lo iz jyour memorsmdun,
whether such eredit is extended to

(Revised by Mr. Jacobsson
Cleared teuphom with Mr, Paranagua by ¥r. Brand
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Dr. O. Paranagua, Executive Director Novazber 17, 1958
The Hanaging Director
Suppliers’' Credit im brazil

This is in reference t¢ your memorandum of November 7, 1958 in
whica you submit a clarification of the concept of "suppliers' credii” for
the purposes of the undertaking witn respect to such credit under the letter
from the Minister of Finance of Bragzil annexed {0 the stand-by arrangement
between firazil and the Fund,

The staff nas locked into this matier eand finds itseif in agreement
with the substance of your understanding of the concept of "suppliers' credit"
for the purpose of the undertsking under the stand~by arrangsment. By way of
clarification, I should like to add that im the staff's understiasding, mxp-
pliers® credit. ineludes the type of eradit referred to inm your
whether such credit is extended to the Government, government agencies, po-
litical subdivisions or private entities, vhcthtr it iz extended by the dupplier
of goods, by a commercial bank, or by a gonrnunt institution and waisther it
has or has not been guaranteed by the Brasilian Government or an agency thereef,

(Revised by Mr. Jacobsson
Cleared by telephone with Mr. Paranagua by Mr. Brand
Cleared with Mr. Gold)



t Office Memorandum

TO . Dr. O. Paranagua, Executive Director DA{E: November 1k, 1958
rrom : The Managing Director

sussecT : Suppliers® Credit in Brazil

This is in reference to yowr memorandum of November T, 1958 in
which you submit a clarification of the concept of "suppliers'! credit” for
the purposes of the undertaking with respect to such credit under the letter
from the Minister of Finance of Brazil annexed to the stand-by arrangement
between Brazil and the Fund.

The staff has looked into this matter and finds itself in agreement
with the substance of your understanding of the concept of “suppliers® credit"
for the purpose of the undertaking under the stand-by arrangement, By way of
clarification, I should like to add that in the staff's understanding,
includes the type of credit referred to in your memorandum,
whether such cre is extended by the supplier of goods, by a commercial bank,
or by a government institution and whether it has or has not been guaranteed
by the Brazilian Government or an agency thereof.
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was that of elowing down the nonatary expansion, to promole econcwis
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&Uﬂum mibgequently transsitted to Concress or approval. The

House of Repressatatives is currently discus-ing the plan. There in seme

mmummmmmtaIMmm
by persune lnfermed on Us cwrent Fragilisn political situstion. The 1.7,
Press has reportsd signs of social unrest and there has boen politieal tousion,
aspocliated wi mu-n-mm “maws inmabordinstien o air fores

© officers over the naaing of War iindster Nenrigue Telweira Tott as Acting

Tis momorandum to muarize the stabilivation progrim, Lwl no
full evaluation is submitted at this stage, wntil ve have had an opportunity
to digest iully tie uromrem. {mmuwm-mwmy
200 pugnes) .

L. Progws for 1958
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- CONFIDENTIAL

VL

Mr. Per Jacobsson, Managing Director Novenmber M, 1958

J. Del Canto, WHD (In consultation with
the Legal Department)
Suppliers' Credit in Brazil

—

In his memorandum of November T, 1958 Mr. Parsnagua proposed the following
clarification of the comcept of "suppliers' credit” for the purposes of the
undertaking with respect to such credit under the Mter from the Brasilian
Minister of Finance, dated May 26, 1958 annexed to the stand-by arrangement
wvith Brazil:

“It is understood by suppliers' credit the financing
received by importers residing in Brazil, wvith terms not less
i than 12 months and not higher than seven years."

The staff, vhile in agreement with the substance of Dr. Paranagua's
clarification, finds that his formulation is vague and may conseguently lead
to a misunderstanding of the scope of the commitment undertaken in the letter
of the Brazilisn Minister of Funence. More specifically, Mr. Pareanagua's
formulation, vhich does not expressly include in "suppliers' credit” credit
granted by forelgn govermmental institutions, might be used as a basis for
an argument that the commitwment under the letter referred to above does not
cover Export-Import Bank credits used to finance exports to Brasil.

The staff, therefore, recommends that Mr. Paranagun's memorendum be
answered mlong the lines of the draft in the attachment to this memorandum.

Becigrowd of this inquiry

] Brazil initiated negotiations for e stand-by with the Fund in April 1958.
’ During the discussions one of the problems that came up for discussion was the
medium and short indebtedness incurred by Brazil towards American and
suppliers. For several years the YERD had unsuccessfully tried to put ean end to
this, and it was felt by us that a clause should be incorporated in the letter o
intentions annexed to the stand-by that would commit Brazil o put an end to thi
increased indebtedness which was seriously endangering Brezil's balance o fM
for the immediate years ahead. The language finally incorporated into the letter
snnexed to the stand-by (letter of May 26, 1958, last 2 paragrephs of Section 5)

reads as follows:

"With regard to registration with SUMOC of suppliers' credits
in convertible and ACL cwrrencies, the Brazilian Govermment will not
exceed the total amount as of December 3lst, 1957. New suthorizations
wvill be limited to the amount of repayments end cancellations of the
principel of suppliers' credits and will, moreover, be restricted to
memmmmmmummmymm-mm
ment schedules allow for s three-year period of grace."

g..

-
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At the time of our discussions with Brazil we

the level of outstanding suppliers!®

ts as of

recently, on the basis of our own information and

the IERD, we have arrived at the following figures:

ers' credits

Brazil:

iers' credits

Total of

23

82
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The Msnaging Director
The Deputy Mamaging Director November 15, 1958

J. Dol Canto, WHD
Brasil--Status of Performance Under the Stand-By

In mid-1956 the Brasilian authorities discuseed with the IMF a progrem of
economic stabilisation, dssigned to arrest the monetary expension by combating
its chief factors, 1.¢., the fiscal deficit, credit expsnsion and the coffee
surplus. The program wvas soccmpanied by the adoption of measures tending
simplify the Bresilisn exchange systen.

1. Bw of Beonomic dlization

The ecomcmic progrem indicated to the Fund at the time of the negotiations
leading to the stand-by agreement as later revised (eee EBS/58/38) includes an
up-to-date estimate of the Bracilisn payments gap in dollars and ACL currencies
for 1958, a plan of action to tackle the prodlem of the swplus coffes profuntion

g

X
:
E
g

@ period of about shree years. Part of this momey
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(iv) The central bank rediscount rate was increased from § per ceat
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Coffee finmmecing was & major inflationary factor towards the end of
cent of currency issue. lost of the purchases of the 1958/59 surplus will be

4. Exchange policy commitments

One of the commitments under the gtand-by was to make efforts towards
the latter of 1958 in the directiom of & wmification of the exchange system.
Paragreph O of the letter attached to the stand-by roads:

“In addition to the exchenge increagses outlinsd above, the Government
1mwmuwuum$quwmmm

free market, 'nmmmwwmmwmw,mm
: to the press (October 4, 1958):

“As I have indicated in seversl cccasions, I do not consider possi
to adopt nov an exchange reform, in spite of the theoretical advantages
of exchange umification. A major exchange reform could only be implemented
with success if ve had avellsbls intermational reserves of a certain magnitude,
in order to correct excessive fluctuations in the rate of exchange, and
after v bave succeeded in making progress in the process of internal
monetary stabilization. In the absence of these conditioms, it would
umm:.buwmamwsmmanmmmmarmm
reform. ..

Thie attitude is bound to digeppoint owr Board members, sinee in the course
he Board digcussions on the stand-by, last June, the expectation developed that

would undertake a major guplificetion by the end of the year. This is coe
ww»mumumnﬁmmm,umm,wmn
down Rie.
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Mr. H. Morle Cochran, Deputy Managing Director November 1k, 1958

Jorge Del Canto, Western Hemisphere Department

main Latin Amsrican speaker at the luncheon of
the Americas on Monday will be José Garrido Torres, the Executive Director
for SUMOC, I understand from Dr, Paranagud that Dr. Garrido Torres has asked
for an appointment to see you on Tuesday. He will probably talke wp with you
the of a mission to Brasil., He might also take up the gquestion of
Bragil discharging a repurchase cbligation for $20.5 million in the course
of December (not later than December 31, 1958).

(1) That they repurchase this amount of $20,5 million, they hold dis-
cussions with us in December and we reach agreement on policies and then
they can drew on us for $20,5 million.

(2) If no agreement is foreseeable--and this is a real possibility since
they have deviated from their commitments--they might not wish to risk repaying
us, and then they might wish %o propose an outright postponement of the $20.5

You might wish %o discuss this matter with the Legal Department.

Por your guidance in your talk with Garrido Torres, I will forward %o you
this afternoon two memos:

(1) Status of campliance of commitments under the stand-by; and

(2) Review of the stabilisation progrem submitted by Minister Lucas
lopes to Brasilian Congress.



Office Memorandum

: kr, J, Del Canto DATE: November 14, 1958
o B, Brovedanig@yﬁ
SUBJECT : Braz Stabilizat Pla

The President of Brazil called the representatives of the Brazilian
press on November 5, to introduce, in the presence of the Minister of Finance,
the program of monetary stabilization for the period September 1958 to December
1959, elaborated in the Finance Ministry. He stated that the chief aim of
this program was to curb inflation, and to establish a climate of soecial and
economic stability, The plan was not an emergency measure to deal with a
oritical situation; it is one more step in the direction of the global
economic planning of the Brazilian economy. The primary objective of the
program was that of slowing down the monetary expansion, to promote economic
development in a climate of price stability and of equilibrium in external
payments,

The plan was subsequently transmitted to Congress for approval, The
House of Representatives is currently discussing the plan, There is some
opposition to the program, and modificatiomsprior to approval are expected
by persons informed on the current Brazilian political situation,



-

Office Memorandum e

10 : Mr. Bruno Brovedan%/ oate: November 1k, 1958

FROM  : G. Escobar -

SUBJECT : Brazil--Report for the Week Ended November 8, 1958

The average agio for U.S. dollars has continued to fluctuate in recent weeks,
and rose to Cr$192.6 per U.S. dollar during the week ended November 8, 5.1 per
cent above the average of the preceding week. According to press accounts, the
free rate depreciated slightly to Cr$138.9 last week.

The sale of foreign exchange in Rio de Janeiro and S83oc Paulo auction markets
amounted to $1.7 million and ACI$1.3 million during the week ended November 8.
These amounts have been the same since the beginning of September, when the
previous totals were reduced by 20 per cent.

The currency issue increased further to Cr$ll5.h billion, 3.k per cent above
the total at the end of last weeke The level of November 8 was Cr$l3.L billion
above tl)xe ceiling of Cr$102 billion proposed for December 1958 (see EBS/58/25,
Supp. 3).

The Government's cash deficit, as measured by the Treasury's net position
at the Bank of Brazil and the issue of Treas bills, declined slightly to
Cr$25.1 billion in the week ended November 8.2/ The present level of borrowing
exceeds by Cr$5.1 billion the Government's target to limit borrowing from all
sources to Cr$20 billion in 1958.

1/ In 1957 Government borrowing understated the cash deficit by about Cr$5 billion;

during Jamuary-August 1958 it has overstated the deficit by about Cr§k.2 billion
on the average.



Brazil-~Exchange Market

(In cruzeiros per U.S. dollar)

Tree
Agio per Us$l/ Market Rate
(Monthly average) (end of period)
1957: December 66.8 90.5
19583 Ja-nua.ry 96.1 9705
February 113,.0 99.5
March 121.6 106 08
April 12,2 120,8
May 134k 122.0
June 13k4e3 132,8
July 140,.8 134.0
August 154.8 159.5
September 19647 15643
Week ended:
October L 178.8 153,82/
25 187.6 14h;.92/
November 1 183.3 137,02/
8 192,6 138,92/

1/ For Rio de Janeiro and S%o Paulo.
_?_/ New York banks'! selling prices for cable transfers on
Friday of each week.



Brazil=~Currency Issue and Govermment Borrowing
(In billions of cruzeiros)

Currency  Government

End of Period Issue Borr
1957s December 96.6 36.0
February 9heb 10.9
March 9606 1308
April 99.1 16.9
June 103.k4 22.6
July 103.4 23.9
Avgust 104.3 23.2
September 108.92/ T
Week ended:
October U 110.1 25.k
November 1 111.6 2546
8 115.4 25.1

Treasury position with the Bank of Brazil
plus issue of Treasury bills.,
2/ Data for September 27.
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November 13, 1958

Dear Herculano:

T wish to acknowledge receipt of your letters
of November L and 5, DE/DIVIN/Cta.196/58 and Cta. DE-
DIBAP-90L/58, with date concerning the fiscal, credit
and exchange position of Brazil, in accordance with the
agreement between the International Monetary Fund and the
Brazilian Govermnment.

Sincerely yours,

Jorge Del Canto
Director
Western Hemisphere Department

Mr, Herculano Borges da Fomseca

Chefe do Departamento
Superintendencia da Moeda e do Credito
Rio de Janeiro, Brazil

negs



S . My, B, Srovedanl 2 Noveabar 12, 1958

The toll ng 17 & sumpary of the sigbllizmtien plan Yor ]959 which wes
M,mqﬂ by Anister of Flnance, aui i3 % be rresanted %o Congress Tor

: fhe mirpose of the plan ie to pramote mnbnic developaent wi'!:h stahility,

" Turing the First perlod af transitfsh and résdiuatuart woloh 1s expaated to

9 '154
(
.

. ment in four biric geoters: (2) currency and vredit;

lagt until the pnd of 1959, the plem aime ad Bloanng Intn the rate of Anfiation,
Rmnr. a Sardain spount ol mewatary evpansion viIl dg {pevitebles in order
et the goShomy can absorb, without ungmpluyvent, thet figect of some re-
ad}ustan&p An salaries whith are ececcary 16 compeneate the lnss i purchicing
poser of those segments of the pomuilatian whome incomez are fixed, it is ex-

" pented that aome vricss will iuevesse during the tranuﬁm pariod se the genoral

hml. of prices Leconea ébaMlized,

The ‘shabilization progeam inmlm the a&vp!rirm of a;au the fovérn<
4% blis Finances;
(3) wages; and (L) belamea of paptente, Jo attespt is mrao to sstimdte the
tast of . the pride suprort progrea for sofloe in 1990, betsuse of tKé ganersl
sbpunption that the 208t of goffes Mimenolng w11 b lash than the «et pyrofits

; darivod fron exglibinga !ransact‘ ns .

1, mw
W "hs axpansisin of the mepey -1rrly should nod mm Lri35,8 billiml

Auring 1953, that &8, 17 por dont above the egtimted t.tal for decesber 1L

1958, .

The ocurrensy ilesve should sot lpersade in 1999 by We than (8l .5
umon that Is, about 1D per cont nbowe t.!m Yotal of Or3107.4 bﬂnéu, ‘
‘estinated for th emd of 1958,

‘6, The ingretse {n the ®urrenay isgue ig ususily of “ectal w the
_Bedivcount Dapartment of the Bupk of Brazil, ThHe oparations of that deart-
mant. ére, Sherefors, subjoot %o the following cellingey

(13" Bedtaepunts sud other aredits 4o Ahe goumsrolal bamks shall
; 00t excead.Cr’l0.9 billion by the end 4f 1959, ' Thio leval:
18 0r32,3 piXlicn, or 27 per cept, mbove the estimatsd tetel

for the end of 19!8 -

(2) The opedit of, tha Hadlgeount oeram.u tos Wb B g of
Brasi¥ shonld set cxooed 02648 BA11L04 by tHe end of
1954, This lebval e wl«,? b.Ilion, or 3 per geént,
ebove the estinatad tobi] frr the emd of 1958,

a
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&, 1n ordey thab the alx ve qoalihga be ohsgrvefl, & buddet 1s prgrosed
’:v- The eredits extenied by the verious depsvbteeata of the Bank of Braell
dixing 1949, The distritution of fisesa credita im to be based on the
papesntazo dietpibytinn of the eredits grtended by tha varloun denartusnhs
of the kink i trsvdl Jurin the 183t few pesrz, However, the Depsotment
of ‘Agrisultyre sud Iwiustry i evempted from eny cailingy 1% t= exwécted
e $xvand more trda corasliy Lecsase of ‘he myed to ascelerdte the svwirth
of edporia.,

“o. Tha doens of the lank of Brazil Lo ofTicial entities and to atstes
304 muniatpklitise sre nes exveotiad te $xevense; wny new leams will be

1dnited 6 the voln e of future smortisations,

f. The emowit of orsdjit extended 'y the Pank o Bpasll to the Trossury
is pxpected to be réjatively aamll Baoauac of the aatialimbed reduetiem In

e fisesl deficit, ant negause st off the deficit is axpected to b £

aended hy. min?latinmrp‘ Gesns,

g. 1o sddition % the &hova cedlinpm, the "edisconnt Ddmeri-ent of the
Bank of Brasil #111 ereroiso more siyiogent qualliative conftole in the

‘selection of ceyicreisl pever offered for pedimdcunting, ant the permest of -

rédidcount arrdars. The discount wale #11 be clunged depemiing on the
cobditions whiok exist in the néney bRrket dupring 1959,

E-M&umam

a. The total ¢seh expeditungs of the Federel e : i
ehall be Ll dted to JrGI5R pillioni © OF %hie tota’ Orii% Billicn are

‘extrabudgetsry expeoditire:, and Cr€ bllldon are exsenditupes for ex-

mactsd Ancreases ig smlaries of punlic eurleyess; Tudcetary éexpendftuvses

are aatimm a5 Cyp#125 “11lica,

° b, The roosipts for 1999 are eghimmted At Or7 148 billiow, OFf this
total reo-ipts of Cri13% ‘bl‘lli@n are baeed un the Tresent ta¥x struoture,
snd Urfi3 piTlicn apa exvedted Lo rewuld frgs changes ¥n thé Eax s€ruatiye,
ag fanwn- the axpsotad yield fren inoreesed inmeowe téx vates ia CiP§
Biiliony ineresced axolde mni steup tix rates gre eéstimated to yield an

additional 8r87,5 billlen;  and sther alscellenesus facrenses in tax

eolwuma ars patimsted kt Gr8k.5 billion,

s c, THe qaab defigit of 0r¥10 blllien ds to be finznoed by borrewing
Cr§LM11m fron the Bank of Bi-an;.‘h,, and dasuing Cre6 Blllibn in Ivesmivy
bills.

Ay

3.&8&%

Wnlmi wuges are to be inoreaagd 86 ab ta re-8atsblish the turchasing

‘ War of wages prevallivg {u 195, Tuls wovld be sguivalent 6 fixing the

;!ﬁ:ﬁ.m wa 26 a abait Oﬁsﬁ.n&'}o in the.Peders? Listrict by tha Mepinnlng of
Q5 & .



il ! ' .
- v

afrieia) emtities which gall thelr services to the m¥lie 2rs ovrnsoutaed
ts inoreasy ths prieee of their vervicsa durdng 1252, in erder %o ro Ao
their opdreting defileit, ~0TfMolal entitlas which do no% 301i thair services
‘to the mblie ers axr-otad to rodusha goats in arder to roduce thelr Jafisit,

It 15 aled vocompgndsd has If an of flolal entity paicown the szlsples
of it siplovess, At ahall fiso Snbreess she prices of 1t: asrvicws ia smeh
2 way 87 10 eover the Snorrused expenditure:,

4v ‘Belence of ieygants

- It s the perpose of t¥e stabilicalien plan 2o ve-equilibrats the baisneo
of pavieats, dnd evautually to profide am export surclus, For this muirrose
the following '*od,lniee are Yo be sdorted:

* 3,  Oraduel edlalmsbion of exchadpe subwidles, in push ¢ wey a3 4o
(1) aliginats the artffieinl std:vlua which Iz given $h oertein imperted
peode, and (2) di-courags fnroign loans for investeents, the croductivity
of uiieh is reaspmablo pnly Dosdise of the low mrices of imrarted equipmert,

by Snholilen whisch ere eonsidured deceswary ghiule be fiuanced with
.mg'a‘hery reveunes, rather then through Spseial tames on the sxmert sector,

@, Tew authorizetlons of suppliers' arelit will !- limited te the
scsunt of renaydent and cancaliation of ke nrincipu. la vier of the
large volume of obligetions elresdy asmuisd fer the naxt three vears, It
i% urrped that mv new nunplicrs! oredilby should meture aftar af Tnaai‘. three
| Foars,

4, Initiatm any grajects Por acompric devwelo vent whi.ch wed & levpe
anemrt of gapital ahall bo sub¢rdinated to the availabllity of lom--tern
“forelgn losns 2nd mey not be Tinanced threugh shortotern forelnn losns,



Sr. STune lrovedand Jovecber 12, 1758
J. Esceb&r*

Brggil--ceobilization ‘lan for Suotomber-Decembur 1958

Toe stavbiliration plan elabornted by the fimdelor of Mimence of wazil, and
t0 ba rresented to the Longre~s for a, roval, prooseset Lo follaing monetary
gedllngs for 1950,

1. dometary expansion

a. The qurrency izsus 1s /ot to smceed i 10%. illion ut the emd of 177 :
tils reprisents an jucrease of Cr.b. billion sbove the oviline of Oe 102 Billicn
aatablashad in the Juw wtand-uy arrangemont 750 /S0/77, fugn, 3,. The curveney
issve was (rill1l6 billicn o Hovombor 1, 1988, and the wev cciling il lies &
reduetic: [y Cribhe? billdon duriny 'ovewbesr-wecrber, The lrazilian .uthorities
axpect that the dbnoruul corditionn siideh Joresc 4 1 e voluwe 0 itswe wrong
Septarber hove subsided, .

0s The axnay su Ly 1g net to axcesd (1y31%.3 billizn by the end of 1¢0d,
Tile reprasants an increasze of 3.¢ per cent srowe the lrvel at tha and L Jaly,
nder Lhs June standegy a.reemant Ho celddny wo ean fmpegsec ou L money
auvcly,

2e !hditmountc

Tho issue of ewrrency in Brazil 3s, in lar e part, based ou loniing Ly L@
lediscount iwsartuant () 0 of tho Bank of Brazil to eomaarcial tinke wnd to
the fane of 'razil iteelf, Thu over.liovms of what [avertasnt re su joof 1o
U Cellowin: veilings: -

¢+ Redisccunts and othar cradits to Ll commeroial sanks «hall dol oxces s
Srofia® Billdon Ly tie end of 1Wide These oredites totale ' =00,0 biltdoa at tie
el of swurte Tho Jype stand-ly celldnp avliel to disceunte ¢ i othr eroiils
gricnded $o the commercial “anke by three Giffrront seglions ol ‘he "k of :
irasil, pwmely, | An'l, Calxe da Tobildst d¢ Bancaria, sarl o ani of Brasil
on its oWp acedunt. Yines oredite wery nob to ewcead, as of the and of each
acnth of 1974, the Lsvel cutstanding o of s end of the corruey ading month
of 195 .

T¢ The debd of the Bank of 'wramil e (.0 shall aot 6xcoe: Ui "3.7
pililca by the end of 19°0. Thir gabt totalds: Criliv,9 LiI1lion &t the and of
swingt, so thai the cailimg allows » lurther exrinsion of T1ilhe) billion by

he previeus -landwvy colllw om credite o (he Jank of Presil to stotes
amt aundcipalitise, an' Lo tre rivats péetor ara not ‘o luded in ths now
proiras of stavilisction.
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3. legal yawerves of commercis] vanks

Accordiap % she rovisicnm of tihw stamd+by arrangemant of last Juns,
the Covermwent would, on aporeval by Comgross of new legislation, increasc
back rasorve reguirensnts to thé lepel paximum, and ~oqgnire eemxerziul basics
to depoait 50 per cent vf tha curremt Encremeut in deposits to legal reserves,
until the now logal reserve r.quirewmts are patisfied. The maximup logal
reservas wep to be increased t¢ 12 .aAd 2l per cent Tor ¥ilme @nd decand
depoeiss ¥ gpactivelyesthe old lapal maxinme baing & and Hy -or cent. The
new plen ssphesizes the urgency of cbtadning (ongressional approval ~f this
lsgislation in order to hawe & mary pffectivé ‘nmtrusent of sontrol altloven,
3t is gtated, it if uot powr the intontion ol the Govermsent to use the now
powers laediately,

4 5



November 12, 1958

Dear Herculano:
I vish to acknowledge receipt of youwr letter
of October 29, DE/DIVIN/Cta.l94/58, with date concerning
the fiscal, credit and exchange poeition of Brazil, in
accordance with the agreement between the International
Monetary Fund and the Bresilian Government.
8incerely yours,

Superintendencis
Rioc de Jeneire, Brasil
megs
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NEW_YORK TIMES, Novemb 1958

EédWomic Crisis
Mob Violence
Banks Close

y TAD SZULC

0 The New York Times,
} JANEIRO, Nov, 8—
m of social unrest

ing like dark clouds|cen
2 'l tropical spring-

in mnuter
tly 150 officers, including
entire jet squadron based in

1o,~ue under arrest for signingi: ;

an anti-Lott letter. Sectors of
the political Opposition have
tried to turn the incident into

major crisis, but hdve thus

failed.
mptomatic of the social sit-Ip
uaﬂ‘('m were riots in Séo Paulo
last week., Four demonstrators
and a ceman were killed and
mobs
i

y thls week the crowds
clashed with policemen in Belo|
Horizonte, capital of Minas
Gerais State, durl!!“h a demon-|
stration against high prices. In
Fortaleza, capital of the north-
eastern drought-plagued State|
of Ceara, similar incidents oc-

curred this week.
Thursday night in Floriano-
s, capital of the southwest

weeks. m
oa.t some others WI ‘
armed by the g
on, President Jusce
ek appealed to loca
ts and to busin
y to refrain

tng pﬁce: and cos
nin m )

oved b}' Cong TRy
parly next year,

One immedla.te
appeal may
R.indeJmeimsMA
the 50 per cent inc
city’s street car fa :
planned for next weel

While there is some
that unrest is often
certain political gro
obsrwie’rs say the Co
party is provoking in
is undeniable that the
worker faces
ties in making ends

The minimum mon
in S#o Paulo is 3,900

and in Rio iti.s8,800

Do
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The Managing Director November 7, 1958

O. Paranagua /s/

With reference to paragraph S of the letter, dated May 26, 1958,
from the Minister of Finance of Brazll, annexed to the Stand-by Agreement
of June 2, 1958, and rélating to suppliers credit, I wish t6 clarify the
concept of suppliers credit for the purpose of implementing the commit-
ment undertaken in the above mentioned paragraph:

"It is understood by.suppliers credit the financing réeceived
\ by importers residing in Brazil, with terms not less than 12
months and not higher than seven years.®
I think that was the definition of suppliers credit the Staff had
in mind during the negotiations of the Brazilian Stand-by credit.



Office Memorandum

T0 . Mr. Del Canto parg, November 7, 1958
FROM : B. Brovedani

susJect : Suppliers' Credit

As you had suggested, I got in touch yesterday with International Bank
economists in order to arrive at a satisfactory definition of the term "suppliers'
credit” used in our stand-by agreement with Brazil in one of the Brazilian commit-
ments.

I met with Mr. Gerald Alter and Mr. Murray Ross of the Western Hemisphere
Department and tried to reach a satisfactory definition from the viewpoint of the
IBRD, where there is concern that Brazil may be induced by the difficult payments
position to incur excessive medium-term indebtedness.

SUMOC grants registration to all transactions which result in a future burden
on the balance of payments and it becomes necessary for the enforcement of the
stand-by requirement to provide a definition which is not ambiguous and which leaves
little scope for doubt in the implementation and in the calculation of the amount
outstanding at the end of 1957. In this respect the Tntermational Bank already
calculated this amount and would be willing to transmit this information to the
Fund on request. The definition tentatively adopted at the meeting is as follows:

"Suppliers' credit is credit involving a fixed contractual repayment
obligation in foreign currencies on medium-term (1-7 years, inclusive)
used for the direct financing of exports to Brazil. Creditor is frequently
supplier of goods, but may be commercial bank or government institution.
Credit m;'.y or may not be guaranteed by Brazilian Government or agency
thereof.

This definition excludes short-term and long-term credit transactions, i.e., all
credit with maturities of less than one year of of more than seven years. Some
investments whieh may be registered by SUMOC and may appear similar in nature to
lending operations are excluded if no fixed contractual repayments are involved.
Lending for the financing of transactions different from export trade, as for
instance some refinancing operations, are also excluded by definition from the
concept of suppliers' credit. It was important to state that in many cases a
Government banking institution, as the Export-Import Bank in the United States is
the lender and not necesarrily only the exporters. The borrowers can, in some cases,
be non-Brazilian residents; and the credit is included in the definition so long
as SUMOC accepts registration. Government guarantee of the credit is not essential
and a substantial proportion of these suppliers' credits of Brazil are not guaranteed.

cc: Messrs: D. Finch
J. Woodley
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Mr, D, Finsh * Hovember 7, 1958
G, Taoobar

The average sgip fer U.5, dollars lnli.s-ltot'r@lﬂ3m' 1.5, dollar
last week, .3muﬁbmmmermm-uk. 4dgoording
to press sccounts the frae rate declined te Trfl27.7 in the wesk ended
Hovenber

The sale of foreign exchange im lio de Jeneire and %ao Faulo suction
warkets were US81,7 nillion and 4AC131.7 million during the wesk anded
November 1, These ameunts have Leen the same since the beginning ef
Septenber, when the previous totals were reiuned by 20 per cent, :

y 1ssue inorensed further to Crflll.6 Billion, after a three
lll which it was unchanged at Gréllo.4 Bdllion, Ths level on
lov- 1 was Cri9,6 billisn sbove the eelling of Crfl02 Billion propesed
for Daceuber 1958 (see ¥B3/58/25, Supp.3), snd (r84.2 billion above the
recantly proposed oelling of t"r‘&im.l. Bi1l1ien for the end of 1‘58.

The Government's cash defioit, as measured by the Treasuty's net position
umm«hmmmumonmum declined to Cr25.6

" Bi1lion in the week endad Hovewber 1.}/ mwtmum

exconads by UriS,6 billion the Gevermment's target to limit borrowing from all
sources to Orf20 billlon fa 1958

1/ In 1957 Goverament bo understated Ahe oash defisit by about Cris
- Mllden, but during Janusry/August 1958 it has oversiated dofioit Yy
bout Cr94.2 billien on the average.



Brazil--Exchange Market

(In_cruzeiros per U. S. dollar)

Agio for Free
us$ 1/ Market Rate
(Monthly average) (end of period)

1957: Dec, 66.8 9065
1958: Jan. 96.1 97.5
Febo 113.0 99.5
Mare. 121.6 106.8
Apr. 142.2 120.8
May 13444 122,0
June 13403 132 o8
Ju1y 140.8 13400
August 154.8 15945
September 196.7 156.3
Week ended:
October 4 178,.8 153.8 2/
11 1884 149 2/
18 197.9 149 2/
25 187.6 249 2/
November 1 183.3 137.0 37

ﬂ For Rio de Janeiro and Sao Paulo.

g/ New York Banks' selling prices for cable transfers on Friday of each
week.



Brazil--Currency Issue and Government Borrowing

(In billions of cruzeiros)

Currency Government
End of Period Issue Borrowing y
1957: December 96 .6 36.0
1958: January 94.0 6.1
February 9446 10.9
March 96,6 13.8
April 99.1 1649
May 101.6 19.6
June 103 <4 22,6
July 10344 23.9
August 10443 2342
September 108.9 2/ 22,7
Week ended:
October 4 110,1 25,4
11 110.4 26,6
18 110.4 26,4
25 110.4 26,6
November 1 111.6 25.6

_Z_I_./ Treasury position with the Bank of Brazil plus issue of
Treagury bills.

2/ Data for September 27



Mr, 5, Pinoh _ _ Movenber 7, 1958
4o Facobar ,

M to Cp2183.3 por 7,3, doller
week, according

ﬁ
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et the Bank of hrazil wm«mm declined to Cré25.0
billien in the weok Hovenber 1.1/ The present level of berpowing
excoeds Wy Crd$.6 bllion the Government's target to limit mmm
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Brazil~~Exchange Market

(In eruzeiros per U. S. dollar)

Agio for Free
: us$ 1/ Market Rate
(Monthly average) (end of period)
1957: Dec. 66.8 90,5
1958: Jan. 96.1 975
Feb. 113 o0 9905
Mar. 121.6 106.8
Apr. 142.2 120.8
May 13444 122.0
June 13443 132.8
July 140.8 134.0
August 154.8 159.5
Week ended:
October 4 178.8 153.8 2/
11 188.4 1449 2/
18 197.9 14449 2/
25 187.6 14449 2/
November 1 183.3 137.0 2

%7 For Rio do Janeiro and Sao Paulo.

New York Banks! selling prices for cable transfers on Friday of each
week.



Brazil--Currency Issue and Government Borrowing

(In billions of eruzeiros)

Currency Governmen ;
End of Period Issue Borrowing
1957: December 96.6 36.0
1958: January 94.0 6.1
February 9446 1049
March 96,6 1343
April 9901 1609
May 101.6 19.6
June 10344 22,6
July 10344 23.9
August 1043 2342
Week ended:
October 4 1101 25.4
b § 110.4 26.6
18 110.4 2644
25 110.4 26,6
November 1 111.6 25.6

l./ Treasury position with the Bank of Brazil plus issue of
Treagury bills.

2/ Deta for September 27
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liovesbar by 1958

should not exseed (rf35.5 billion
estimated total for December 31,

for

¥r. G, A, Contanso
sil--Stabilisation

G. Tscobar
The following 4i¢r & sumary of the stabilisation plan proposed hy the

Breasilian anthorities for 1959.

1. Nonwtary ceilings

The opsritions of that departmsent
These

eradits are expected not to exceed Cr$8.6 billien by the

end of 1958,

hhmhtbnnﬁvmahmmnmmw
Rediscounts and other credits to the commercial banks shall

(1)

fediscount Department of the Bank of Brasil.

are, therefore, swbject to the following ceilings:

2.8
3218

i

antioipated roduction in the

of the deficlt is expected to be financed by

Bank of Brazil to the Treaswyy

the
of



g In addition to the above ceilings, the Rediscount Department of the
Bank of Brasil will exercise more stringent qualitative controls in the selsction
of commercial paper offered for rediscounting, and the paymsat of rediscount
arrears. The discount rate will be changed depending on the canditioms whish
exist in the money market during 1959.

2. Public finance

By tures. Total ecash expenditures for 1959 shall be limited
to Cr$158 on, as follows:
(1) Total budget expenditures Cr§l35 billion

(2) Extrabudgetary expenditures (arrears,
special funds, other expenditures,
and disbureements to states and :
monicipalities) Cr$15 billien

(3) Expenditures relating to the salaries
of public employees and reclassifi-

cation of joba Cr$8 billion
Cr$158 billion
be ;_h_c&g. Total cash receipts for 1959 are estimated at Cr§ii8 billiom,
as shown in ollowing table
(1) Based on present tax structure 0réld¥ billion
(2) Bxpected yield from increased income
tax rates CréS billion
(3) Expected yield from increassd excise
and stamp tax rates Cr$7.5 billion
(k) Other increases in tax collections Cr§0.5 billion

ce Cash deficit. The total cash deficit is expeeted to be Cx$1D billiom,
and will be ed as follows: Cr§é billion will be financed by the issue of

Treasury bills; Or$h billion will be financed by bervewing from the Bank of
Brasil.

3. age policy

With regard to official entities which are currently running a deficit,
it is recommended that those which sell their services to the pwbiie increase
the prices of these services during 1959, in such a way as to cever a large
part of their defieit. Official entities which do not sell their services te
the public are expected to reduce costs in erder to reduce their deficit.



-3 =

It is alsc recommended that if an official entity reises the salaries of

its employees, it shall also inerease the prices of ite services in such & way
as to cover increased expenditures,

'h of ts

It i» the purpose of the stabilisation plan 1o re-equilibrate the balance
of payments, and eventually to prodwse an sxport surplus. For this purpose the
following policies are to be adopteds

8. Oradual ¢limination ef exshange subsidies, in sush 2 way as %o
(a) eliminats the artificial stimulus whigh is given to certain imported goeds,
and (b) discourage foreign loans for investments, the produstivity of which is
reasonsble caly because of the low prices of imported equipment.

b, Subsidies which are considered necessary should ba financed with
budgetary revenues, rathex shan through spesial taxsz on tha éxpoyd sector.

¢, Limit new authorisations for imports finamoed through suppliers!
oredits. In view of the volums of cbligations alresady assumed for the mext

three years, it is urged that any new swpplicrs' credits should mature after
at least three years.

de Initiating any projects for escnomic develeopment which mssd a large
amount of capital shall be subordinated to the availability of lemg-term foreign
loans and may not be financed through shart~-tera foreign loans,
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November 3, 1958

I am enclosing a Statement of Charges showing the
eamount due to the Fund by Brazil pursuant to Article V,

- Section 8(c) of the Fund Agreement for the period ended

1

October 31, 1458. ‘

. The total of the charges due for this period amounts to
.8,239,3U7 troy ounces of fine gold. It would be appreciated
if you would advise the Pund at an early date regarding the
arrangements made for the payment of these charges.

According to the Fund's records, the quantity of gold
held as of October 31, 1958 by the Fund under earmark for
Brezil in terms of Section -1 of the Fund's Rules and
Regulations amounted to 2.237 fine ocunces, which, of course,
may be applied towmrds the payment of the charges referred to
above. '

Sincerely yours,

Enclosure

Superintendencia da Moeda e do Credito

lg) Avenida Ric Branco =21 Dep., Mg, Dir,
g ; Mr. Paronagua

; wHD
Rio de Janeiro, Brazil SEC
DLlechliter/sl ;|
‘Octoper 20/58

.y Ly
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International Monetary Fund
Washington, D. C.

‘Statement of Charges
Pursuant to Article V, Section 8(c) and (d) of the Fund Agreement
for Period Ending Ogtober 31, 1958

FRAZIL

Calculation of Average Daily Balance of Fund's Holdings
of Member's Currency in Excess of Quota

(Quotas UVE4150,070,000 et $33 equals 5,285, 714.286 fiwe cunces)

Average Daily
Balance in
Excess of Quota

Holdings in Excess

- ;
Fund's Holdings of Member's Quota

Date z :
Pquxvalent in Gold
In Brazillan GAT.500 Cruselres | 1n Fine Ounces| N9 °f |Month|(In Fine Ounces)
o ey Hih FHE GiRds) o i
1558 i
img. 131 b, 162,602,826, 70 6,28, 544 . 206 2,342,830.620 34 | Aug. | 2,1h3,830.520
Seph. 2-30 | 5,162,%08.896.70 | 6.,420,54k.205 | 2,142,830,620 | 30 |usept.| z,1h2,830.:20
fet, 1-31 b,162,082,826. 70 6,420,50 , 305 2,42,830.620 33 | oes. | 2,142,530.620

Calculation of Charges for the Period on the above Excess Holdings

snd Fioancisl Reports

5 Excess Holdings, by Segments Rate of Charges Leviable Total Charge
Date of Inception Amount 1958 Per Segment
of Segment In Fine Ounces A"‘K Sept. et (Fine Ounces)
Outober 1, 1937 967,717,980 | 2% 24 e% »,878.359
Hovember 1, 1937 103,684 .06 R 2% 28 528 .682
Jume 1, 1958 T3h,285.7 ree 2% 2% 2,307.473
Jaly 1, 1958 265,837.788 | Free Free 23 450,881
svgust 1, 1558 Pree Proo Tree -
Totel Txcess : Total Cherges
Holdings 2,1h2,830.680 for Period 8,839.397
""Chlef, Division of Aceownts Comptroller and Assistent Treasurer
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Mre Do Finch Ootober 31, 1958

The average for U.8, dollars deolined to Cré 187.6 per U.3, dollar
last week, Crf 10.3 below the average for the preaed'ng weeks. According to
press ascounts the frwe rate remuined at Cri 144.9 per dellar ae in the

preseding tvo weeks.

- The sals of foreign exchange in the Sao Psulo and Rio de Janeire markets
remained at U3¢ 1.7 million and ACLS 13 million during the wesk ended Ootober 25.
These mmounts have remsined the some sinoe the beginaing of September when the
previous totals were redwsed by 20 per eent.

‘ Aftar inoresging steadily during September the currensy issue bas levelled
off, and vas Crd 110.4 billion at the end of last week. This level was Crj 84
villion above the esiling of Crd 102 wlllien prosesed for December 19%8 ( See

W/W‘H. Sup. 3)'

The Governaent'e eash defigit, as measured by the Troasuxy's nst position
at the Bank of Bresil and the issue of Irearury bills, rose slightly to Cri 20646
billion in the week ended October 25,1/ The nresenmt level of borrowing exceeds
by Crd 6.6 billion the Novernment's target to limit borrowing from all sourees
to Crj 20 billion in 1950.

3/ 15 1957 Goverament horrowing understated the gash defiolt By svout T 3 bil-
1lion, but during Jummary-August 1958 % hus overstated the deficit by about
Crf 4.2 billion on the averuge.



Brazil--Currency Issue and Government Borrowing

(In_billions of cruzeiros)

Currency Government
End of Period Issue Borrowing -/
1957: December 96.6 36,0
1958: January 94.0 6.1
February 9446 10.9
March % '6 13 3
April 99.1 16.9
Nhy 101 .6 19 06
June 103.4 22,6
J uly 103 04 23 09
August 104.3 2342
September 108.93/" 22,7
Week ended:
1L 11044 2646
18 11044 2644
25 1104 2646

l./ Treasury position with the Bank of Brazil plus issue of
Treagury bills.

8/ Data for September 27.



Brazil--Exchange Market

(In _cruzeiros per U. S. dollar)

Agio for Free
Us$ 1/ Market Rate
(Monthly average) (end of period)
1957: Dec., 66.8 9045
1958: Jan. 96.1 97.5
Feb, 113.0 99.5
Mar. 121 06 l% 38
Apr. 142.2 120.8
May 13444 122.0
June 13443 132.8
July 140.8 13440
August . 154.8 159.5
September 196.7 156.3

Week ended:

October 4 178.8 153,82/
n 188.4 244e92/,
28 187.6 142

1/ For Rio de Janeiro and Sao Paulo.
2/ New York Banks' selling prices for cable transfers on Friday of each

week .
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This vill aclmowledge and thamk you for your letter
of October 14, 1958 advising the Fund of the & pointment
of Dr. Jose Carrido Torres as Alternate Goverumor of the
International Mopetary Fund for Brasil,

Very truly yc;urn »

/ >

Roman L, Horne
Secretary

Mr, Nibio Foltran

Acting Rxyecutive Director

Superintendencis da Moeda

e do Credito
120 Avenida Rio Brence, 99 sndar
Rio de Janeiro, Brazil
ce: Mg. Diro

Dep. Mg. Dir,
Mr. Paranagua
WHD
SEC

LGouriou;lre
W 10728758 ;47 - D4/ |




Dear Dr, Torres:

On behalf of the Tmecutive Directors and staff, I wish
to welcome you into the International Mometary Fund as Alternate
Governor for Braszil,

Sincerely yours,

H, Merle Cochran
Acting Managing Director

Dr. Joes Garrido Torres

Alternate Governor of the International
Yonetary Fund for Prazil

Superintiendencia da “oeda e do Credito

120 Avenida Rio Prenco, 9° andar

Rio de Janeiro, Brazil

cc: Mg. Dirs

Dep, Mg. Dir,
Mr. Paranagua
WHD

SEG

LGouriou:lre

W 1.0/28/58L g (}_«\}
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TO : ¥r. C. David Finch
FROM G. Escobar %i .
SUBJECT :

in the left~hand columnj

Yo Proposed Ceilings

Office Memorandum

oATE: Oc tober 29, 1958

Brazil--Current Fiscal and Monetary Position With Respect

The ceilings proposed by Brazil in EBS/58/25, Supplement 3, are shown below

shown at the right.

the current position with respect to these ceilings is

A.

1.

3.

Be

1.

‘0'

Monetary Ceilings

Bank of Brazil credit to the
private nonbanking sector is
subject to a graduated ceiling
so that by the end of 1958
these credits will be only 5
per cent above the end of 1957
level,

Bank of Brazil credit to states
and municipalities will be limi-
ted to the level outstanding at
the end of 1957.

The level of Bank of Brazil re-
discounts and other credits to
commercial baanks shall not ex-
ceed as of the end of each month
in 1958 the level outstending as
of the end of the corresponding
month of 1957.

The currency issue was not to
exceed Cr$l02 billion at any
time in the second half of 1958.

Fiscal Ceilings

The government cash deficit should

not exceed Cr$20 billion in 1958.

1.

wsd s,
-:::’:»I-ch

2.

3e

e

Current Position

At the end of 1957, Bank of Brazil

credit to the private nonbanking

sector was Cr$91.8 billion. The

ceiling for December 1958 is (964 bit/;om, On

4Cr$10L.8 billion, Cr$8.4 billion

above the December ceiling.

Credit to states and municipalities
was Cr$lli.3 billion at the end of
1957; it was Cr§l3.7 billion at
the end of August, Cr§0.6 billion
below the ceiling.

Rediscounts and other credits to
commercial banks have been above
the ceiling in July and Auguste.
At the end of August these credits
totaled Cr$l6.2 billion, Crdl.7
billion above the ceiling,.

0fi October 18 the currency issue

was Cr$l110.4 billion, Cr$8.4 billion
above the ceiling.

Current Fiscal Position

1. On October 18, the cash deficit was

Cr#26.h billion.1l/This level is
Cr$6.4 billion above the ceiling, and
represents an annual rate of about
Ccr$32 billion.

AN

The cash deficit &s measured by the Treasury's net position at the Bank of Brazil

During January-August 1958, Government borrowing
has overstated the deficit by Cr$lL.2 billion on the average.

plus the issue of Treasury notes.
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i#r. G, Devid Pinch Octeber 27, 1958

B, Brovedani
Erasll—fievign of Eooncale ixands
Aatxedugtion
The Dreszilian edonoay expanded at a sustained rete im tha post-war period,
with 8 growth of yeal income b-dornhmts.momtpwzuronﬁo
sverage, The high lewvel of required by susteined rete of growth,

could be met through a premounsed inprovement in export prises, the utilisstien
of foreign exchange bslances, sscumulation of arrears and resert %o foreign loams
and investments, The sharp decline in export receipts during 1997/98, resulting
from dif’iculties yolating to seffes exporis, is now csusing sevisus styain,
It ocsurs when exshangs balances are depleted, and the losd of serwioing the
short-term foreign dedt is eoquiring large proportions, Purthemmore, the
relianes of Brazil on imports of fuel snd raw materials hes added %o the rigidity
pa position, 7y

The econonio growth of the recent ysars took plaew in 8 glimte of inflation
and of eredit expansion, with a rete of mries rise averaging about 10 per cent
per year during 1948/52, and 20 per eent sinee then, OUredit end momey supply
rose at an even higher rete, The free exvhange rate “or the dollar, hewever,
fell by only 6 per oent per year during 1953/%6., In 1957 snd during the ourrent
year, the degres of rate depresiation beeans extremely sharp, as a result of the
difficult external payments positien, In fact, the free exchangs rate, ex-
pressed in orussiros per dollar, ruse by 37 par cant in 1957, and by & further
76 per eent from Decsnber 1957 threugh August 19358, This compares with a rise
in prices in Vragll] of 20 and 9 per cent respectively,

The rate of growth and the lrwel of investments tended te be hicher during
1950/52, whea fmports were expanding, prices for major exports gtable and the
rete of inflation less acute. The deficit of the talance of payments gave
rise in that period to the problem of accumnlation of arrears with inporis
saintained a4t & level abeut 17 per eent higher than the 1950/57 average.

The period 1953/56 wss characterised by the ample fluctustione in the
rrices of ma jor exports, by lower imports in vigw of the nsed to repay the
arrears, and Wy more pronounced rete of inflation, Iaports were 5 per cemt
below the 1950/57 average, and thsre was a dimimution of the rate of growth
of real incone per capita from 5.7 during 1950/52 to 1,9 per eemt., During
1953/56 irasil made progress in the smortisstion snd refinencing of its
forelgn debt, and in the reconstitution of its foreign exehange roderves,
However, infladionayy pressures wers more pronounced ss indiceted by the rete
of % expansien which amounted to about 25 per oent per year., The im-
proverent in the external payments position explains the comparative stebility

of the exchange mate in the free mérket, 7The favoreble belanges on current

transogbions in 1955 and 1956 were applied to the repayments of fereign debts



sriging from the extermal disequilibrium during 19%)/54, and te the re-
econstitution of foreign exchange balances of the menetary authorities, which
rose by £200 million,

During 1957, and to an even greater extent in the current year, Brasil
13 being faced with a major payments erisis, owing %o the deterioration of
the position of its main exports in the iﬂ market., Anmm]l receipie fyon
exports of goffes, cocoa and cotton declined from about $1,290 million, on

3 average, during 1953/56 to 2960 million in 1957; aunm%g;
IWMQmemmtnnnamIntcoronly 756 mi é

¥

This drop in receipts from major exports was in part offset by & rise of
sinor exports, prisarily of lumber ted &t &
$132 -nue- fur vorable factors in 1957 and 1958 were the
iumm, resulting from the measures taken by the

r i)
Bndma Government in 1953, the lnmuo ln foreign lcndlnz, chhﬂy in

the form eors credits

1y ® thc tmd.notﬂntordmdm.“
M balances, a
pmnh of basic hpam

iﬁ""f food.
\‘h*-

&t present Brazil is Taced with a mjor exchange orisis, with intermsl
inflation and & sharp derreclation of the exchange yrate. Inflatipnary
rressures have contimed at spproximstely the same reate as in the recent past,
The rise in real per capita income also continued, and for 1957 is estimated
at about 5.3 per cent compared with 4.3 per ceat per year on the aversge

The coffee eropes of the last two agricultural years were very large, meoh
in excess of experts and of domestic consumption, The acoumulation of eoffee
stocla in Brasil, and the probleam of their fimancing now constitutes ons of
the most impertant intermal problems facing the Covermment, 0On the one hand
falling prices for coffee have weakened the external payments position of
PBrazil, and the snsuing deprecistion of rates fer major exports and for isports
constitute new elements of strein, On the other hand, the pregram of basie
mmm-rmwmummmm both in fereign ex-
change and in loecal currensy, and its execution results in evident strains
and stresses on the Govermment's fiseal positicn,

-In mid-1958 the Brasilian authorities discussed with the I¥F & progrem
of econonic stabllisation, designed to arrest the monstary expansien by
combatting its ehief factors, i.e. the fisgsl deficit, oredit expansion amd
the cofiee surplus, thommmmmidiymmmlonofmum
tending %o simplify the Brasilian exchangs system,

. 1. ZThe Progrsa of Zcononic Stabiliztion

|

|

f'

n.mmmmmmmummmnmm«mmmum
leading to the stand-by agreement es later revised (see 24/ ) includes
an up-to-date estimmte of the Bresilian payments gap in dollars and 4CL
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currengies for 1998, a plan of sction to tackle the problem of the surplus
coffes produstion and of its fimancing amd a genaral program of fiseal and

Z_m polisies of stabdility,

(1) Ine zavments deficit

The 1958 payments gap in official rarket exchange transastions with the
dellar and ACL surrenay areas was estimsted last July at £330 sillion, com-
pared with a defioit of 727" million estimated » month earlier, The upward
revision resulted from a reduction of the estinates af exchange sarnings from

and from sn ingrease in the estimates of payments, due to a reappreisal
of shert-term odligations falling due ¢n the courre of the year, This payments
gap is mot strictly somparable with aimilar btalanse of peyments magnitudes
beosuse (1) it concerns only the official warkes, (2) it covers foreign ex-
change transsotions, (3) it 1s confined to the dollar snd ACL currency dreas;,
uldnf:) it includes swounta generally elassified as deficis finsncing items,
For analytical purpeses & distingtion oan be rade between the defielt in goods
and services trenseetions end long-term eapital movements, ineluding (ever-all
rayments gup) or ewsluding (defisit) transactions effseted in order to finence
a deficit such as balance of payments loans, drawings om INF, SWAP trans-
astions ete. Ixoluding the latter treanssctions, the I deficit comes teo
$220 million; @84 million is for repayment of belance of payments loans of
the Export-Import Dank (545.6 million) snd of the Internationsl Nenetary Mand
($37.5 million). The rest are repayments of SW.P trensaetioms and ef other
loans of sl ilay nature im ACL enrrencies. The defioit in convertidle cur-
rensies was estimated at 9161 mllion, and in ACL currencies at £99 millien,

The over-all payments gep will he finaneed chiefly with medium-term
loans obtalned in dugist 1958 frou the fu=Im Bank and from New York ocom~
nereial banks of }158 milliom, I'F drawings of #75 million (237,95 to effeet
& repurchase), & net utilisstion of £16,5 million of lines of credit with
commeraial banks in the United “tates, and the use of 742,7 million of
foreign exehange balances, The fimaneing of the defteit in ACL currensies
iz still to De provided for,

The defieit of $219 million eempares with one of “1%4 millien in 1957,
and with & surplus ian 1956, =8 i

oresst : F this pyuuh,ns more int \ Ahlc. The
Frazilian authorities are slso comnitted to restriet new suthorization of
suppliers’ oredits in convertible snd ACL currencies during 1958, to the

. amount of repayments of the prinecipal and to highly essential projeects when
. repayment schedules allow for a three-year period of grace,

(2) Coffee fineusing

Thmﬂmp&cuﬂurarthm’&-’monumum
to 26-27 million 60 kilo bags. Ferty per eent of this orop is te be re-
tained, and the remaining 16 million bage to be exported, Ten per cent of



@)

_ ) » dollar., This bonus smounts %o 3 per gent of
total cruseireo receipts for esch dellar by which the prise per bag sxceeds

: th sny ineresse in prieces and falls with a
decline, However, it wes calculated that the total amounts to be disbursed
in eruzeires to coffee producers in the courme of the 1958/50 coffes meason,

, d out in the 1957/52 season,

This is because the depreciation of the rete is offset by the decline in Poreign
prices and by the lower amounts paid to producers for the part of the arop whieh
is retained,

/73 48 Basaliat seeters mitsiss

Various targets were set on impertant ecemomic masmitudes, imeluding the
actusl fiseal deficit for 1958, Benk of fBrazil lending to banks, to the Brasilian
States, and to the private non=btanking sector and the monstary issus, In
addition it wes contemplated to restriet banks' liquidity threugh an inorease

in legal reserve petics, The wvarious cellings were as follows: (1) the
fisosl cash deficit for 1958 should not be in exoess of Oré2) billien, (2) totel
lending by the Hank of Brasil to states and municipelities should not exceed,

st any time in 1958, the amounts outstending at the end of 1957, (3) the ex~
ransion of leans im 1958 By the Bank of Prasil to the private non-teaking

sestor is to be kept to a maxismum of § per cent over the lewel of Decenbar 1957,
so that the smounts outstanding should never exceed Ori%9.4 Willionm, (4) the
outstanding amount of rediscounis and smergency loans to commercial banks

should not excesd in the various menths of 195%, thome of the same menth in
1957, (5) currency issue by the Central Hank should met exceed Cré102 Billdon

by the end of 1958,

In additlon to these “eellings" the Hrazilien monstary suthorities intended
to inereosse the legal reserve ratios of commereiel banis fyom 6 to 14 per cenmt
for tise doposits, and from 12 %o 24 per cent for demand deposite, VWhen this
legislation is pessed, the monotary suthorities prorose to enforce 570 per sent
narginal reserve requirements om new deposits, until the new reserve require-
ments are satisfied,

(1) Ihe sxternel paymeats gap
The Brasilian suthorities expected an ovey-ell payments gap im dellar and
ACL currencies for 1958 of £330 million, and & "defleit” in e less inslusive

definition of $220 mdllion, resulting from estimated export receipta of #9088
million, and fron payments for imports services and for the emortimetion of
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the fareign debt of §1,208 million; repsymsnts of balance of payments losns
of =hort msyoramumamnau-mwomummu
payments gap of $330 million,

in Tadle 1 belew the estimtes of the "defieit”, as defined above, for
mmwulm.mm-i&mamxmur»mmm,
for sonvertible and ACL eurrencies,

Table 1, Drapil-«Exehange Transections in the 0ffieial
Mgkt )/ (firet Dalf of 1958)

(In nillions of U,3, deliars)

cmu-ulih
Export yeceipts 460 A2 mn aam’ 15 45
import and service
prymsits 479 472 «327 «329 <152 <143
Capital repayments ) [ TR § - S— . B = IR T— -

Totals, net =125 160 =90 -122 =33 =38

1/ Belanse of payments loans and repaymsats are not ineluded

The payments "deficit” was larger during the firet Malf of 1958 than the
Brasilisn suthorities had estimated last July, by 732 million., The deffoit
in convertible currencies wss 122 million compared with an estimated 90
nillion,

Table 2 delow shows the compsrable date on all emchange treunsesetions
for the regent yeare, transactions with the bilaterel acoount ares are alse
1m,mmmrormmwormsa-numrmm
amounts showa in Table 1. Since, hosever, transsctiems with the Bilatersl
aoccoknt areas are roughly balanced, uu«hutmmnutw-rlm
is only §10 sillion higher than in Table 1. (Aotusl results).




Table 2, Brasil—ictunl Receipts and Payments {-) in the
Offisial Varket

(In mildions of U,5, dellars)

e s B e o

&, lxport weoeipts 1,458 1,366 61(. 565

B, Import payments «1,124 1,214 =531 -558
s Services, net =118 w140 =7 =45
D, Oapital pepayments 3/ =142 =195 =0 =132

Totals, net F68 =183 -169 «~170

Y/ Balance of payments leams are exsluded

The "deficit" smounted %o {183 million in 1957, with the bulk cecurring
in the firet half (169 nillfon) and to $170 silllon during the first half of
1956, During the second MALL of 1957 the myments position Loproved, thanks
%0 an inerease in exporis and a redustion in payments,

The deterioretion in 1958 compared with 1957, resulted fyrom & deqline
in coffes export weeeipts of §66 million, largely offaet by an imorease fn
receipta from miner exports, and by & redustios of 763 million In imperts
paynents through the auction warket (#20 million) and through the prefer-
ential market., Isyments for services deelined from 76 million in 1957 to
245 million in 1958, but the disequilibrium mostly vesulted from the large
espital repiyments effected in the first half of 1952 for 5132 million, eem-
pared with 386 milliom during the first helf of 1997, The burdem of the
rerayments of the short-termm debt, and of suppliers' orelits is inercasingly
fel§, aven disregarding the shorter maturities clsssifisd as balance of
paymente loans (IMF, Ex-Im Bank, SVAP ete),

For the sqoond half of 1958 the Mrastliag suthorities estimsted a
"defialt" of 94 million, of which I71 million is im convertidle currencies
‘and $29 million in ACL gurrencies (spe Tuhle I bslow), If the setual
deficit for the first hulf la added to the estinated "defielt" of the sscond
half, the over-all defiolt for 1958 can now be placed et (264 million eom=
pered with an erigimel eotinete of §220 sillien, :

It 4s doubtful whether the export target of 7528 milliem for the
second half of 1958, in eonvertible and AUL gurrency, csn b sttained in
the 1ight of recent trends, dssuming exvoris to the bilsterael currensy




ares ot the sase level as in the firsts half of 1958, this is equiwelend
to a total value of exports of 7670 willion in the sesend balf of 1958,
conpered with (565 million during the firet half of the year,

Talle 3. Brasile-listinate of &ohlngt Transections )/
(secerd half of 1958

(Iﬂ aillons of Ut Mhl")

Totals Comvertible ACL

— . — Surrency  __ SUEZSNSY
Exports 528 30 168
Imports and services =435 =366 «160
Total =4 -7l -23

Y/ A1l currencies

During July/deptember 1938 coffes exports ameunted to about 2.7 millioa
bags. They were flowing out at the sane yate as in the first helf of the
yoar, when about 5.3 millicn bags were exported, flowever, the velume of
coffee gxperis tended to inoresse im Jeptember, and the sonslusiom of the
coffes agresment of Latia Americas producers may warrent the expectation
that an export quantum of perhaps more than 1 milliom dags per month may
be mintained throughout the end of the year, Thus the quantunm of coffes
exports should, in the second half of 1938, bde somevhat higher than during
the first half, an improvement which 1s in large part ot by the decline
in average prices frem sbout 62 per bag during the first half of the year,
to about 392 per beg ia July and more resent menthe, t other exporte
should inorease seasomslly during the second half of the year, thus polnting
%0 & moderets rise ia export recsipis during the seocond half of 1958, although
1t is still diffieult that the axport target of sbout 7670 million be attained,
If exports should fall short of this amgunt, the estimated deficit of 5264
uiliion would de correspandingly exceedsd.

Table 4 below indisetes the mamner in which 4he payments "deeit’ were
financed in 1957 and during the first half of 1999,
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Table 4. Fimnoing of the Extermal "ayment Defieit
(Ia millions of U.3, dollays)

S R =R

Piret balf

. , it PEAIVENEY: . | AN
Drawinga on IF 37.5 37.5
Use of foreign exshange 87.9 54,0
Foreign loans 16,0 69,0
SaapP #£9,0 10,0

Total defleit 183,20 170,0

The IIF provided $37.5 millioen in 1947 amd during the first half of
1938; forelgn sxchange balenses in dollars and other eurrencies were
utilised o the extent of #47 millien in 1957, snd 54 nillion during the
firvet Balf of 1958, Brasil drev on the lines of aeredit opemed by commereial
tanks in New Yerk for 560 million im 1957, and #69 million during the first
half of 1958, OWAP transesctions end short-term loans from Furepean gountries
vore also used,

The over-sll gap in the talance of ate for 1998, estimated at £330
million, would ineresse to an estimated sillion, if the astual results
fer the firet balf of the year, rether than the estinates, are taken into
asgount,

In dugust 1956, bDrasil obtained & lesn of 1100 million froa the Ex-Im
Bank, repayable with three years of grece and five years of amortization
during 1961/65. The first traache of §40 willion was drawn inmedistely
to help reconstitute the lines of eredit to the Urlted States, while the
rexaining 760 million was to be drawn down at the rate of 215 millien
monthly, during Septesber Deceuber 1956, FPurtiermore, the “reailian
Oovernment obtained an additional loen of §52 million from private U.S.
banks for a period of about three yeurs, Part of this money will be arplied
to restoration of lines of oredit with the U,5, banks,

| pm—

Tho estimated over-all payments gap for 1958 of 2368 million, is
arrived at as follows:



Table 8.
First half Second Malf Tatal
(aotusl) (Fetimated)  Partly
Surrent Jtane |
a) Current ressipts 424 528 952
b) Current maymeuts -T2 =426 -£98
e) Capital ~=AA2 =28 =208
Ralanes of Pavaent ltenma
1 I&F repurchase =22,8 -37.5 «37.5
Bx-Im Bank repayments -21.% -22,7 4346
‘3, SHAP -l 8 — «21.5
4) Commereial arrears ol - =10.2
Jver-all m" ’p =270, ..162." -368,.8
; - ——— S : e NP S

The following tahble indfeates the prebable sources of fimanaing,
Table 6, Finanelag of the 1958 Payments Defielt.

—— — et —————
1llione of 123

3. Ex-im Bank (hu of August 1958 100,00

2, loans of commercial banks (dugust 1952) 58,400

3. U.5, banks, lines of aoredit 6.5

4, Cash balsnces 84,0

5. INF (ineluding refiomncing) 3/ 8.0

Tetal 303.5

J/ tssuning that the stand-by oan be used to refinance repurehass
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There would remain s defieit of about 465 million, for which no

m.mhhnmtmm,ﬂahmmmoumm
targets for the second half of the year are not sttained, Lines of
eredid with New York banks mld be available for = total amount of shopte
tera oredit of an estimated ©

At the end of June 1958, the intermational monetary reserves available
to the Srazilian monetery authorities eonsisted of 7325 million in pold,
about §200 million of which is pledged as & eelletersl for & loan, of
£115 million of bilateral balances and ACL currencies, and of 75 millien
in dollars,

Table 7 below indicates the extent of the decline in gross mometary
reserved in the recent years,

Table 7. Gross Internstional Reserves )/
(In millions of 7,5, dollars)

Besexyen . 800 AR 484 8l 30 A8 A2 AL X3 A
Gold holdings 321 321 323 323 324 324 324 324 32 328
pLis

22 1B 28l 280 209 12 18 2 i
V.9, dollars 2/ 38 30 2101 9 24 9 a5 & 5
Other 120 131 187 51 100 1% 129 33 115
1”/ End of periocd data

The most pressing prollem confronting the monetary suthorities is te
arrest defioit finsncing, the mjor factor of inflation, Tax revenues
appear imadequate to finanee the large publie investmeat program, and the
growing level of current expenditures,

The 1958 tudgetary estimtes assuned & 20 per sent rise of the prise
lovel and of tax revenues, Although during the first half of 1958 tax
revenues were about 33 pep eeut higher thaa during the firet Mlf of 1957,
m«:sﬁm.m.utmmﬂumsunmnnmn
a o,
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Table 8, The Piseal Pesition (1957/58)
cmm———— A4 000 0 SR TOR) e

January/ Jamayy/  Percentage
1. Revenues 32,0 42,6 3.1
2, Rxpenditures =386 =3lad dteds
et defioit -$.6 K ; 28,8
3. Extracbudgetary expenditures 6,3 8,8 9.7
4. Paymemis of carry-over =30 w=ded Bl
Total «15.9 -20,8 28,9

fwoluding sxtre=budgetery expenditures, the defisit rose from Ori6,6
bllion during the first half of 1957, to Crd8,.5 billion during the first
half of 1958, [Ixtra=buigetary expenditures, ineludisg additiomsl
aporopriations, transfers and payments of the earry-aver, increased from
Cx89.3 bllion to Cril2 Billdon.

The deficit for the first helf of 1958 was finanoed in by the
{ssue of Tressury notes to eommercial banks (Cr$13,4 Billion) and for the
rest by net sdvances of the Bank of Brasil (sbout Cri7,1 billion), Loans
of the Bank of Brasil to the Treasury indiecate additional defiocits ef
Cx41,3 Millton 1a July, 0xf2,5 billion in Aegus$, and Cr22,2 dillien im
September,

Hormally there is & proncunced increase of expenditures duriag the
last Quarter-yeay and a seasomal expansion of the defielt; in 1957

© deficit finaneing by the Bank of Brasil amounted to about Cr’23 dillion

in the last quarter of the year, Thus it appears wery diffienlt teo limit

. the defieit for 195¢ te the lew)l of last Jume, as required by the stand-

w ..11’-...
(a) Ihe short=Call of revsnuss

Revemies for 1958 were estimated at Cril30 ¥llioa; however, an
exanimetion of available data appears to indicate a rhort-fall of abeut
Orf20 ¥llion by the end of the fisesl yeay,

The retio between tax colleetions for the first half of 1957 and
total oollestions was 37,4 per esent; if the sane yatio is applied Vo
the current year date, an estimte of Crilli billion for the full yesr
1958 is obtained.



Table 9 below compares estimtes for five-twelfthe of the total
budget with the actusl results during Jamary/Nay, anl showe that for
s group of taxes whigh should rapidly adjust %e rises in the price
level, ecllections were 23 per ocent lees than esti~ated, while for e
memmmmmwmum,wmbmm
below estimates,

Table 9, Tax Hevenuesj; Comparison with Fstimates
(Jlnnry/hy 1958)

512 " Percentage

Groun 4 V
Consumptisn Sax N6, 13,6 18,8
Shenp tax 4.7 43 -8,%
GCustoms 8.8 3.9 £5.7
Teon 10‘ 1.2 714.1
{ seellaneous 1.6 2,1 #£31.3
Profite —tad Qe w=ilad
Total wddal 25,2, w=2dad
Sroun B
Inoome tax 15.7 5.2 -78.8
"1ectrioity Db 0.5 167
Tleal Estate taxes 1.2 0.3 «75,0
“xtreordimry inoone a2 2al =75.9
Totsl - el £2.8
1/ Under Group A were clagsified revenues which should rise tegether

ﬂthmmllmldm under Group U those revenues
which lag behind

Collgstions lagged bohind estimetes, pertieularly in reepeet to income,
real estate and extreordinary income taxes. Customs revenves were 66 per
oent below estimetes,
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of expansion of curreney issus (notes im eirculation wi
banks) contimued high; the total quantum of money supply
grevw at an even higher rate, In each quarter of 1958, the rate of ex~
pansion of monetary issue was more than inm the dsomparadle 1957 quarter,

of 1958 eurrency issue grew by 6.6 per oent, com-
pared with 4 per oent last year, and it sppears from preliminary dsta that
the expansion in the third quarter my have reached 6.5 per cent, compared
with 5.2 per cent last year, Barring & ehange of tyend, the fourth
should witness an expansion of more than the 10 per cent experienced in 1957,

Table 11. Rate of Inerease of Currenay Issue and
of doney Supply

5
§
|
E

Pirst quarter 0.6 %1 #£2.9 4ob

Seocond cusyter 4.0 6,6 3.3 6.3

Third quarter 8.2 6.4 7.9

Pourth quarter a2 N dbad J—
Full year 19.6 33.9

* Rstimated

The growth of money supply was generally at & higher rate, and the yetio
of deposite to money supply inereased. During the first quartar of 1958 far
instanes, currenay issus rose by oaly .1 per coent, and money supply by more
than 4.4 per eent; the fuct that commeruial benks often hold lapge excess
reserves vhich are used during certainm periocds of the year, explains this
Aifference in trends,

(=) Iha orizery sxoansion

The main factors for the inmeresse of currency issue were a) Ceutrel
ank's lending to the Tressury, b) £inancing of excess coffee production,
;ndo) lending of the Bank of Brasil to the privete sester, as shown in

able 12 below.
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Table 12, A4umalysis of the Balance “heet of liomstary
Authorities. (Changes expressed as per-
sentages of total owrrency issue of previous

quarter)
P I II I11 w I II e
2, Coffee finaneing 9.1 1.2 4,8 7.3 7.3 4.1
3. lending to priwte ssctor J,]1 8.3 22  2AJ 28 LI
Toﬁh 7.Q uol 20 o’ ”08 709 180‘
&s ’m seator 8,3 =11 -’ =4,1 -1,8 <10.1 wb b
5. A1l othere ol e =0 =hd =18 2l
Tohl, noa=banks hoq l,o' ﬁ’c’ ﬂ:.ﬂ -ﬁ.ﬂ "‘
6. Banks Sk 20 =08 L7 LI 2
Total ol Gaf Ml dhad A Sl
Currenay issue =08 4.0 5.2 9.7 0.1 6.6

LR

() During ssch of the first three quarters of 1957, deficit financing wes
responsible for an expansion of issue of 6 per cent; this fagtor of ex-
pansion rose t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>