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April 20, 1959

Mr. Friedman:

No comments.

J. W. Gunter




INTERNATIONAL MONETARY FUND

TO : Mr. Friedman April 17, 1959

FROM: A. S, Gerstein m‘?

Subject: 1958 Article XIV Consultations — Brazil

The Legal Department has no comments to
make on the Report other than those which have

been transmitted to Mr. Costanzo,
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Members of the Committee on Article XIV Consultations

The Chairman

Attached for your review is the draft staff report on

A52¢4t45&46/ » together with background material (Part IT).*
4

I would appreciate receiving your comments by §5\F?7KV1 g

*

(hour) (dey) /

Anwar Ali
Del Canto
Mr. Ferras
. Raj\~

Gardrer
. Gerstein
« Kroe

#Part II will be issued tomorrow.




Tos Members of the Committee on Article XIV Consultations

Froms The Chairman

Attached for your review is the draft staff report on

M » together with background material (Part II).s
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I would appreciate receiving your comments by ,5 /> >7’)'
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Mr. Anwar Ali

Mr. Del Canto _—
Mr. Ferras

Mr. Raj

Mr. Gardper
Mr. Gerstein
Mr. Kroc
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Brazil concluded new bilateral trade and payments agreements during the
year with East Germany, Rumania, and Yugoslavia. Current transactions under

these agreements are to be settled in U.S. dollars, and there are provisions

for Brazil to extend to export receipts and import payments through the

accounts exchange treatment equal to that granted to exports and imports paid

for in externally convertible currencies.
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3¢ The restrictive system

a., The system in November 1957, When the staff held discussicns

with Brazil in November 1957 in connection with the 1957 Consultations,
the exchange system, comprising fixed and fluctuating rates, included

two export bonuses for each of four categories of export proceeds, and
fixed surcharges and auction premiums for import payments. Although
limited use was made of import licensing for certain commodities, such
licenses were issued freely=-~either to holders of exchange certificates
purchased at auction, or for preferential imports auvthorized within global
quotase All transactions in nontrade invisibles and most capital transe
actions took place at a fluctuating free market rate.

BExports were divided into four categories with two different bonuses
for each category=-~ocne bonus for export proceeds in convertible currencies,
ACL currenciesl/ and Argentine clearing dollars, and a smaller bonus for
proceeds in all other currencies. The bonuses were additional to the
official buying rate of Cr$l8e36 per Ue.S. dollar. Coffee exports (Category I)
received an additional bonus varying with the price of coffee; and textile
exports were given a bonus of Cr$36 per UsS. dollar. Incentives were given
to a number of export commodities through a "symbolic purchase® scheme
operated by the Bank of Brazil.g/ Effective export rates against convertible
and ACL currencies, and Argentine clearing dollars ranged from Cr$37.06 for
coffee exports (Category I) to Cr$67 for Category IV exports (the rate for
textile exports was Cr$l03)e.

1/ Sterling, deutsche mark, Netherlands guilders, Belgian francs, Italian
lire, and French francs.

g/ According to this scheme the Foreign Trade Department of the Bank of
Brazil purchased such commodities from producers at prices fixed by
the Department and then exported the commodities. The Foreign Trade
Department met the difference between the price paid to the producers
and the local currency equivalent of the exchange surrendered to the

Bank of Brazil at the established effective exchange rate by drawing
on the exchange differential (agio) accounte.
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In order to allocate exchange according to essentiality, payments for
nonprivileged imports were effected by means of an exchange cover or an
exchange certificate purchased at either a General Category auction or a
Special Category auction. The General Category included imports of raw
materials, equipment, and other production goods, and essential consumption
goods in short supply in the domestic market; the Special Category conw
sisted of other goodse At the end of November 1957 the premium in the
General Category auction was about Cr$62 per U.S. dollar, and for the
Special Category about Cr$205 per Us.S. dollar, giving effective rates of
about Cr$80.82 and Cr$223.,82, respectivelys

For privileged imports there was a range of effective rates--Cr$l8,82
for newsprint; Cr$51e32 for wheat and specified government imports, and
imports for the petroleum and printing industries; Cr$53+82 for imports
of most petroleum products; and preferential rates resulting from specific
auctions for imports of fertilizers, insecticides, and fruits Apart from
the above arrangements, special exchange rate treatment was extended to
imports of component parts of motor vehicles for assembly in Bragile Of
the total expenditures in foreign exchange by Brazil for imports and related
invisibles at this period, about 52 per cent was for payments effected at
preferential rates of exchange, the remainder going through auction marketss

All transactions in invisibles not directly related to the movement
of goods and most capital transactions took place in the free market where
the average commercial bank selling rate at the end of November 1957 was

Cr§92 per UsS. dollar. At that time, apart from the Hague Club arrangements,

Brazil had bilateral payments and/or trade agreements with 15 countries,

and also maintained bilateral relationship on a de facto basis with Denmark

and Sweden. In particular, bilateral agreements were a significant feature

of Brazilt!s trade with Latin American countries.
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be Developments since the last consultations. By adjustment of the

bonuses and category composition in respect to export proceeds and through
variations in the level of the surcharges imposed on payments for imports,
an effective depreciation of the Brazilian exchange system occurred on
several occasions during 1958 and early 1959. On June 10, 1958, the bonuses
for exports in Categories IIT and IV were increased, but the effective

rates for coffee and cocoa (Categories I and II, respectively) were left
unchanged. The bonuses were henceforth applied uniformly to the proceeds

of exports to all monetary areas, revoking the previous distinction between
receipts in convertible, ACL currencies and Argentine clearing dollars,

and other currencies. The previous Cr$36.6L bonus for Category III exports
was increased to Cr§5l.6lL, giving an effective rate of Cr§70 per U.S. dollar,
and the composition of the category was also varied. The bonus for
Category IV was set at Cr$7346l (previously Cr$l8.6l) with an effective rate
of Cr#92 per U.S. dollar, Subsequently, proceeds from the exports of
precious and semiprecious stones and reading material published in Brazil
were transferred from the Crf92 rate to the fluctuating free market, which
had formerly been limited to capital and invisible transactions. Apart
from these changes, the special rate for textile exports was eliminated,

and the "symbolic purchase® scheme which had given rise to a multiplicity

of buying rates was abandoned., Also, the mining industry had been authorized
on March 17, 1958 to retain abroad 30 per cent of its export proceeds to
service registered loans used for payment of goods and services to develop

the industrye

Concurrent’ with changes in the export bonuses, the import surcharge

was increased from Cr§32.50 to Cr$h0 in the case of certain preferential

imports and official payments (i.e., the effective rate was depreciated




from Cr$5le32 to Crf$58.82 per UsS. dollar); and other commodities formerly
classified at the preferential Cr§5l.32 rate were moved to a new rate of
Cr$70 per U.S. dollar (official selling rate of Cr$l8.82 and Cr$51,18
surcharge)s Also, in accordance with a special arrangement, the rate of
Cr$18,82 that had applied at the end of 1957 to all newsprint imports
was depreciated to Cr$22.82 for one class of newsprint and Cr$28.82 for
another class (for deteils of this arrangement and of subsequent adjustments
in the special rate for newsprint in August 1958 and in January and February
1959, see Part II, page e

As part of the general coffee program, the variable coffee bonus wes
increased from July 1, 1958, resulting in a depreciation of the effective
rate of coffee export proceeds from Cr$h3 to Crf5h per U.S. dollar. At the
same time, exports of cocoa cake were moved from the Cr§li3.06 rate for
cocoa and its derivatives (Category II) to the Cr§92 rate for Category IV
exportse A further depreciation occurred on October L, 1958 when some

export products in Category III (Cr$70 rate) were moved to Category IV

(Cr$92 rate), and the proceeds of all exports not listed in the four

categories were shifted to the free market. On the import side, the two
preferential import categories and the relative Cr$58.82 and Cr§70 rates
were merged at a single rate of Cr$80 per U.S. dollar,
On January 10, 1959, the variable bonus arrangement for coffee exports
was eliminated altogether and a rate established of Cr$60 per U.S, dollar
(ises, Cr$l8.36 plus a bonus of Crflil.6l); prior to this, the effective
rate had been about Cr$50 per U.S. dollar. Also, the rate for Category II

exports (cocoa beans and derivatives) was moved from Crih3.06 to Ccr$70
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per UsS. dollar (is.es, Cr$l8.36 plus a Cr$5l.64 bonus), and a new

Category IIT was established (comprising all products formerly receiving

rates of Cr$70 and Cr$92 per U.,S. dollar) with an exchange rate of Cr$l00

per UeS. dollar--igses, Cr$l8436 plus a bonus of Cr$§Bl.6he Authority was

given for proceeds of all exports not classified in the three categories

to be negotiated in the free market. As a result of the increases in the

export bonuses, the surcharge on payments for preferential imports was

raised from Cr$61l.18 to Cr$81.,08, making the new effective rate Cr$l00

per UeS. dollar-~the official selling rate had been changed to Cr$l8.92

per UsS, dollar on Jeanuary 3, 1959 by virtue of an increase in a stamp tax.
During 1958 there were changes in the smounts offered at auction

of convertible and other currencies, depending on the exchange availabilities

of the currencies. In the case of convertible currencies, the general

practice has been to adhere for as long as possible to a fixed allocations

For many other currencies the amount offered for auction has been varied

more frequently, in line with the Bank of Brazil's position in that currency.

The Bank of Brazil was authorized by the Council of the SUMOC on August 26,
1958 to offer at auction unlimited quantities of those bilateral currencies
in which Brazil maintained credit balances. Accordingly, this arrangement
now embraces bilateral currencies with the following countries: Bolivia,
Chile, Czechoslovakia, Denmark, Finland, Hungary, Iceland, Israel, Norway,
Poland, and Spain. Since the last consultations the Brazilian authorities
have maintained some measure of flexibility in the minimum bid policy for
these and other bilateral currencies (except those of East Germany, Rumenia,
and Yugoslavia) in an effort to reduce the credit balance of the relative

bilateral accounts, and minimum bids have recently been set at about 70=75




per cent of the actual bids for the U.S. dollar during the previous week
for the General and Special Categoriess In accordance with the terms of
new payments agreements concluded during 1958 with East Germany, Rumania,
and Yugoslavia, minimum bids for the clearing dollars relative to those
agreements were set at the same level as the bids for the U.S, dollar.

Following the establishment of nonresident convertibility by the
European members of the Hague Club, auctions of ACL dollars were combined
with auctions of UsS. dollars on January 1, 1959, and exchange certificates
denominated in UeS. dollars are now freely transferzble into any of the
externally convertible currencies of the former ACL area.

An indication of the rate depreciation since December 1957 is given
in the following table which shows the average agios for the U.S. dollar
(120 days! delivery) in the various auction merkets, and also the average
surcharges on preferential import payments, during each of the months
listed==the effective rate results from the addition to the official rate
of the agio or surcharge as applicable. The free market rate quotations
of the commercial banks at the end of the months shown are also given for
purposes of comparison,

Cruzeiros per U.S. dollar

December June December January March 10
1957 1958 1958 1959 1959

General Auction 66479  131le1l5 186499 223437 278400 1/

Special Auction 226422 287459 301400 350471 342,00 1/
Specific Auction 32484 Lh5¢56 62,41 89,05 Nelle

Preferential Tmports 28410 38,86 61,18 The65 80400 2/

Free Market

Buying 8930
Selling 91430

%/’ Rio de Janeiro market only.
2/ Estimated,
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The level of the free market rate from the beginning of the second
semester of 1958 appears to have been influenced by the volume of export
proceeds permitted to be transacted through that market. The authorities
estimate that the receipts from about one thousand products are now effected
at the free market rate and should amount to the equivalent of about US$60«70
million in 1959. In value terms, the principal free market exports in
1959 are expected to be manufactured goods (about US$30 million) and processed
mats (about US$12 million). Other significant items will be chemicals
ad pharmaceuticals (about US$8 million), rice (about US§7? million), and
essential oils (about US$5 million)s The Brazilian authorities indicated
that they have not intervened in the free market and that it is not their
policy to do soe.

Since the last consultations about 50 items, most of which were
industrial chemicals, have been transferred from the Special Category import
list to the General Category. During the same period, two transfers have
been authorized from the General Category to the Special Category; one was
in respect to items stated to have been incorrectly included in the General
Category in the first instance, and the other was potassium nitrate for
agricultural use which was transferred to the Special Category in order that
it could be included in the Specific Auctions for fertilizers., It is the
general policy of the authorities not to approve requests for transfers
from the General to the Special Category for protective reasons, and in
fact many requests for transfers to the Special Category have been rejected

during the past year.

During 1958, Brazil entered into several new bilateral trade and/or

payments agreements. Agreements signed with East Germany (September 1958)

and Rumania (July 1958) raised to five the number of Eastern European




countries with which Brazil maintains bilateral arrangements. These two
agreements, as well as one concluded with Yugoslavia (April 1958) are each
for a period of one year with provision for automatic extension. Current
transactions under the agreements will be settled in U.S. dollars, and it
is provided that Brazil will extend to export receipts and import payments
through the accounts exchange treatment equal to that granted to exports
and imports paid for in currencies of limited convertibility,

Brazil concluded a new trade and payments agreement with Japan in
October 1958 (for a minimum pericd of one year and with provision for
antomatic extension) on the basis of payments between the two countries
being effected in external account sterling. Subject to ratification by
the parties, Brazil also entered into a new three-year trade and payments
agreement with Bolivia in March 1958 providing for settlement of commercial
transactions in cruzeiros and/or bolivianos,

In line witih the form of the.modeifnontevideo payments agreement:

Brazil concluded new payments agreements in U.S. dollars with Argentina,

Chile, and Uruguay in September 1958 (the latter agreement is awaiting

ratification)s The agreement with Argentina is for a period of three years
and those with Chile and Uruguay for two years, with provision for automatic
renewal of each agreement., The Argentine and Uruguayan agreements provide
that, when the balances of the accounts are in excess of stated amournt s,

the creditor will have the option of requesting the transfer of all or part
of the surplus to clearing accounts with other ILatin American countries.

In the case of the agreement with Chile, it is stipulated that the amount

in excess of an agreed working balance will, at the request of the creditor,
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be transferred to another Latin American clearing account; transferred to

a clearing account with a third country (not American); paid in another
currency; or paid in freely convertible U,S. dollars. Bach of the three
agreements stipulates that the partner country will ensure that agreement
dollars may be converted into the currency of the other country at rates
of exchange effective in the two countries for the same operations effected
in freely convertible Ue.S. dollars.

The Brazilian authorities hope that the conclusion of these three
agreements, with clauses providing for transferability of balances, as well
as the negotiation of similar agreements between other countries in Latin
America, will make possible the introduction in that area of a system of
maltilateral clearing of bilateral balances, as a forerunner of a future
Latin American common market. The various aspects of the subject are
currently being studied by representatives of the countries concerned in
consultation with the U.N. Economic Commission for Latin America.

In view of the establishment, at the end of 1958, of the external con-

vertibility of their currencies by the European members of the Hague Club,

the necessity of separate treatment of those currencies under the Brazilian
auction system disgppeared and, as noted above, the auctions for these
currencies and the UeS. dollar were merged in January of this year.
Representatives of Brazil and the European countries participating in the
Hague Club arrangements have recently met in London to consider the impli-
cations of the new currency arrangements in Europe for future trade and
financial relationships between those countries and Brazil. It was stated
later that members of the Hague Club (in future referred to as the Brazil
Club) would meet together from time to time to discuss the promotion of

greater trade between Brazil and Western Europes




The present system. -Despite—the—developments—of the past-yeas,

For exports,
the range is from the Cr$60 rate for coffee to the free market rate of
about Cr$1li0 per U.S. dollar for minor exports; in the case of imports, the
spread is from Cr§li342L for one class of newsprint to about Cr$360 per U.S.
dollar for Special Category goods in the auction market. (A4 table of
effective exchange rates is given in Part II, pe. «) It is also notew
worthy that Brazil has entered into additional bilateral trade and payments
agreements since the last consultations. The following sections provide
& brief statement of the current restrictive system in Brazil,

(1) Imports. MApart from the special arrangements mostly involving
foreign financing, there are two basic methods for effecting import payments
in Brazil: (a) at fixed preferential exchange rates resulting from the
addition of fixed surcharges to official rates and within global exchange
quotas; and (b) through exchange auwctions held periodically for various
currencies, Imports licenses are required for the import of goods in a
Special Category and for a few other specified (including preferential)
imports, but licenses for Special Category imports are understood to be

freely granted to holders of exchange certificgtes purchased at auction,

while those other imports which require import licenses are authorized

within global quotas established in an exchange budget.




Most preferential imports are currently subject to an effective rate
of Cr§l00 per U,S. dollar. Imports of newsprint continue at special
rates resulting from the addition to the official rate of surcharges
that are increased every six months—-at present there are two rates of
Cr$l3s2h and Cr$79473 per U.S. dollare A special preferential exchange
rate treatment is extended to imported component parts of automobiles
for assembly in Brazil, in connection with the development of the
Brazilian automobile industry (see Part IT, pe )¢ The present
preferential treatment is to remain in force until June 30, 1959; subse=
quent arrangements are at present under discussion between the authorities
and representatives of the automobile industrye.

Payments for all other imports are transacted through auction
markets., These imports are classified in two categories=-a Ceneral and
a Special Category, the composition of both being generally as they were in
November 1957« Automobiles with a value of more than US$3,500 are prohibited
imports. An exchange certificate or certificate of exchange cover must be
purchased at auction for commodities in either category. Separate auctions
are held for the U.S. dollar, for each of the currencies of the countries
with which Brazil has bilateral payments agreements, and for specifiec

commodities (fertilizers, insecticides, and fruit, under bilateral agree=

ments, and automobiles below a stated value)s Minimum bids are establi_hed
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for most bilateral currencies auctioned, and these have/about TO=75 per
cent of the actual bids for the U.S. dollar for the General and the
Special Category during the previous week. Effective rates in terms of
the UsS. dollar in auction markets in Rio de Janeiro on March 10, 1959
were about Cr$297 for the General Category and about Cr$360 for the Special
Categorys

(2) Exports. Exports are now classified in three categories,
each with a separate exchange rate=-viz., for Category I (coffee beans),
Cr$60 per U.S. dollar (official rate plus a bonus of CrilLl.bl); for
Category II (cocoa beans and derivatives), Cr$70 per UsS. dollar (official
rate plus a Cr$51.64 bonus); and Category III (miscellaneous products

including sugar and cotton), Cr{$l00 per U.S. dollar (officisl rate plus a

¥ o
bonus of Gr$81.6h);«'ﬁﬁe proceeds of all exports not listed in the three

categories are negotiated in the free market, and include manufactured
goods, processed meats, chemicals, and pharmaceuticals,

Export licenses are required for all exparts except coffee, The
export of coffee is authorized by the Brazilian Coffee Institute. Proceeds
of exports, other than those permitted to be negotiated in the free market,
must be surrendered to an authorized bank, but mining industries may retain
abroad 30 per cent of their export proceeds to service registered loanse

(3) Free market, All capital transactions and transactions in
invisibles rot connected with trade are effected through the free market,
In addition, as noted above, exchange proceeds of exports not specifically
listed in any of the three categories of exports may be negotiated in the
free market. The commercial bank selling rate at mid-March 1959 was about

Cr§lli5.50 per UesS. dollars




(4) Bilateral arrangements. Brazil maintains bilateral payments

and/or trade agreements with 18 countries=-four Latin American countries
(Argentina, Bolivia, Chile, and Uruguay); seven European countries (Finland,
Iceland, Norway, Portugal, Spain, Turkey, and Yugoslavia); five Eastern
European countries (Czechoslovakia, East Germay, Hungary, Poland, and
Rumania); one Middle Eastern country (Israel); and one Far Eastern country
(Japan)e Besides these agreements, Brazil bhas bilateral relationships on

a de facto basis with Denmark and Swedens The value of trade with countries

with which Brazil maintains bilateral arrangements represented 26 per cent

of Brazilian exports and 20 per cent of her imports during 1958. The agree-

ments are of particular significance for Brazil's trade with Letin American
countriess In 1958, almost all of Brazill's exports to Latin American
countries were to Argentina, Bolivia, Chile, and Uruguay, with which
countries trade and payments agreements are mainteined, while nearly half
of Brazil's imports from letin American countries in 1958 were from the

same four countries.









